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,Q�WKH�SUHVHQFH�RI�WKH�VSUHDG�RQH�VKRXOG�H[SHFW�WKH�JHQHUDO�HTXLOLEULXP�WR�EHLQHIILFLHQW��� :H� EHOLHYH� WKDW� LQWURGXFWLRQ� RI� TXDVL�PRQH\�� EDUWHU� DQGXQGHUSD\PHQW��WKDW�ZH�FRQVLGHU�WR�EH�D�V\VWHP�RI�PXWXDO�FUHGLW��WUDQVDFWLRQVEHWZHHQ�ILUPV�GHFUHDVH�WKH�LQHIILFLHQF\�FDXVHG�E\�WKH�VSUHDG�,Q�VRPH�VHQVH�WKH�SDSHU�IROORZV�WKH�PDLQ�LGHD�RI�QHZ�LQVWLWXWLRQDO�HFRQRPLFV�LQ�SDUWLFXODU�� WKH� WUDQVDFWLRQ�FRVWV�HFRQRPLFV� �&RDVH�������DQG�:LOOLDPVRQ�������� :H� EHOLHYH� WKDW� LI� WKHUH� FDQ� EH� LQVWLWXWLRQV� �QDPHO\� EDUWHU� DQGXQGHUSD\PHQWV��WR�GHFUHDVH�WKH�LQHIILFLHQF\�RI�HTXLOLEULD�WKDW�VXFK�LQVWLWXWLRQVVKRXOG� HPHUJH�� 7KHUH� LV� FHUWDLQ� JHQHUDO� HTXLOLEULXP� OLWHUDWXUH� WKDW� DQDO\]HVWKH� VWUXFWXUH� RI� ILQDQFLDO� PDUNHWV� �H�J��%LVLQ�� ������ RU� WKH� HPHUJHQFH� RI� DPHGLXP� RI� H[FKDQJH� �1LHKDQV�� ������ IURP� WKH� SRLQW� RI� YLHZ� RI� WUDQVDFWLRQFRVWV� VWUXFWXUH�� 2XU� PRGHO� LV� GLIIHUHQW� VLQFH� LW� LV� QRW� UHDOO\� D� PRGHO� ZLWKWUDQVDFWLRQ� FRVWV�� 7KH� ELG�DVN� VSUHDG� WKDW� ZH� FRQVLGHU� LV� QRW� FDXVHG� E\SK\VLFDO�IULFWLRQV�DQG�LV�LQ�FHUWDLQ�ZD\�IXOO\�DSSURSULDWHG�E\�FRQVXPHUV��7KXVWKH�:DOUDV�ODZ�LV�VWLOO�WKH�FDVH��7KHUH�DUH�DOVR�D�IHZ�SDSHUV�OLNH��:LOOLDPVRQDQG� :ULJKW������� ZKLFK� FRPSDUH� PRQH\� DQG� EDUWHU� WDNLQJ� LQWR� DFFRXQWVHDUFK� FRVWV� DQG� LQIRUPDWLRQ� DV\PPHWULHV�� 8VXDOO\� WKHVH� PRGHOV� DLP� DWH[SODLQLQJ�ZK\�PRQH\�DV�D�PHGLXP�RI�H[FKDQJH�HPHUJHV� LQ� WKH� HFRQRP\�2XU�PRGHO�WKRXJK�PXFK�OHVV�VRSKLVWLFDWHG�LV�WR�DQVZHU�WKH�TXHVWLRQ�ZK\�WKHPRQH\� VWLOO� EHLQJ� D� XQLYHUVDO�PHGLXP� RI� H[FKDQJH� FDQ� ORVH� WKH� IXQFWLRQ� RIXQLW� RI� DFFRXQW� DQG� KRZ� WKH� HFRQRP\� ZRUNV� ZLWKRXW� D� FRPPRQ� XQLW� RIDFFRXQW�� 7KH�VWDWLF�PRGHO�RI�FORVHG�HFRQRP\�DQG�FRPSHWLWLYH�JHQHUDOHTXLOLEULXP��&�HTXLOLEULXP��&RQVLGHU� DQ� HFRQRP\� ZLWK� Q JRRGV� SURGXFHG�� FRQVXPHG� DQG� XVHG� LQSURGXFWLRQ� RI� HDFK� RWKHU�� 7KHUH� DUH� 1 LQGHSHQGHQW� SULFH�WDNLQJ� SURGXFLQJILUPV�� ZKLFK� DUH� RI�PDLQ� LQWHUHVW� IRU� XV�� DQG� VRPH� FRQVXPHUV��:H� GR� QRWLQWHQG�WR��GLVFXVV�KHUH�WKH�PRVW�JHQHUDO�FDVH��VR�ZH�DVVXPH�WKDW�FRQVXPHUVFDQ� EH� GHVFULEHG� E\� FRQFDYH�PRQRWRQH� DJJUHJDWH� XWLOLW\� IXQFWLRQ� � �8 F RIWRWDO�FRQVXPSWLRQ� ^ `F  F FQ����� � �:H� FRQVLGHU� WKH� FORVHG� HFRQRP\�� L�H�� HFRQRP\� ZLWKRXW� LPSRUW� DQG� H[SRUW�HFRQRP\�ZKHUH� DOO� SULFHV� DUH� GHWHUPLQHG�RQ� KRPH�PDUNHWV�� )RU� QRZDGD\V5XVVLD� LW� FHUWDLQO\� LV� QRW� FRUUHFW�� EXW� TXDOLWDWLYH� SURSHUWLHV� RI� HFRQRPLFPHFKDQLVPV�PD\�EH�LQYHVWLJDWHG�RQO\�ZLWK�WKH�FORVHG�PRGHO�:H�DVVXPH�WKDW�WKHUH�DUH�WZR�PDUNHWV��WKH�ILUVW��©FRQVXPHUª��PDUNHW�ZKHUHILUPV� FDQ� VHOO� DQG� ERWK� ILUPV� DQG� FRQVXPHUV� FDQ� EX\� JRRGV� E\� SULFHV^ `S  S SQ������ DQG� � WKH� VHFRQG� �©LQWHU�ILUPUª�� PDUNHW� IRU� LQWHU�ILUPWUDQVDFWLRQV�RQO\��%HORZ�ZH�ZLOO�SXW�GLIIHUHQW�DVVXPSWLRQ�RI� WKH�PHFKDQLVPVRI�WKH�LQWHU�ILUP�PDUNHW�

� &HUWDLQO\�ZH�GR�QRW�FODLP�WKH�VSUHDG�WR�EH�WKH�RQO\�VRXUFH�RI�LQHIILFLHQF\��7KH�ODWWHU�PD\�EH�FDXVHG�RUGHHSHQHG�E\�RWKHU�IDFWRUV�VXFK�DV�LPSHUIHFW�FRPSHWLWLRQ��LQIRUPDWLRQ�DV\PPHWULHV�DQG�H[WHUQDOLWLHV�WKDWDUH�YHU\�VLJQLILFDQW�LQ�5XVVLDQ�HFRQRP\
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:H�FRQVLGHU�VWDWLF�HFRQRP\��L�H��HFRQRP\�ZLWKRXW�JURZWK�RI�FDSLWDO��,W�PHHWVWR�D�SUHVHQW�VLWXDWLRQ�LQ�5XVVLD�ZKHUH��DV�LV�NQRZQ��WKH�LQGXVWULDO�LQYHVWPHQWVHQVXULQJ�JURZWK�DUH�VR�LQVLJQLILFDQW�WKDW�KDUGO\�FRYHU�FDSLWDO�GHSUHFLDWLRQ�:H�DVVXPH�ZRUNLQJ�FDSLWDO� LQ� WKH� IRUP�RI� URZ�PDWHULDOV�� IXHO�HWF�� WR�EH� WKHRQO\� OLPLWLQJ� IDFWRU�RI�SURGXFWLRQ�� ,W�DOVR�PHHWV� WR�PRGHUQ�5XVVLDQ�HFRQRP\ZKHUH�FRQVWDQW�FDSLWDO��ODERU�DQG�QDWXUDO�UHVRXUFHV�DUH�LQ�H[FHVV�VXSSO\�7KHVH�WZR�DVVXPSWLRQ�DOORZ�WR�GHVFULEH�SURGXFWLRQ�SRVVLELOLWLHV�RI�D�ILUP� Q E\FRQVWDQW� WHFKQRORJLFDO� VHW 7 Q �� (DFK� YHFWRU^ `]  �] ] 7Q� ���� � Q FRUUHVSRQGV� WR� VRPH� SRVVLEOH� FRPELQDWLRQ� RISURGXFWLRQ�LQSXWV�DQG�RXWSXWV��3RVLWLYH�FRPSRQHQW�RI�YHFWRU� ] UHSUHVHQWV�QHWRXWSXW� RI� FRUUHVSRQGLQJ� JRRG�� QHJDWLYH� FRPSRQHQW� UHSUHVHQWV� QHW� LQSXW�)ROORZLQJ� WKH� QHRFODVVLF� WKHRU\� RI� SURGXFWLRQ�ZH� DVVXPH� 7 Q WR� EH� VWULFWO\FRQYH[�� FORVHG� DQG� FRPSDFW��:H� DOVR� UHTXLUH� WKDW� D� ILUP� FDQ� QRW� SURGXFHDQ\WKLQJ�ZLWKRXW�H[SHQGLWXUHV�EXW�FDQ�SURGXFH�QRWKLQJ�ZLWKRXW�H[SHQGLWXUHV� ] ] ] �t � �  �	 7 Q ���7KH� ODVW� LV�QRW�VR� WULYLDO�DV� LW�PD\�VHHP��'RLQJQRWKLQJ� VRPH� RI� 5XVVLDQ� LQGXVWULDO� HQWHUSULVHV� KDYH� WR� VSHQG� RQ� KHDWLQJ�OLJKWLQJ� DQG� VR� RQ� XS� WR� RQH� WKLUG� RI� H[SHQGLWXUHV� WKH\� SD\� ZRUNLQJ� DW� IXOOFDSDFLW\�
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7HFKQRORJLFDO�VHW�UHVWULFWV��QHW�VDOHV�RI�D�ILUP� Q
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&RPSDULVRQ�RI���� ZLWK�������� VKRZV�WKDW�DOO�SRVVLEOH�YHFWRUV�RI�FRQVXPSWLRQOLHV�LQ�WKH�DJJUHJDWH�WHFKQRORJLFDO�VHW
F ] ] ] ]�    �­®̄ ½¾¿¦ ¦7 7 7QQ QQ Q Q_ � ���

:H�DVVXPH�WKDW� � LV� LQWHUQDO�SRLQW�RI�7 L�H�� WKH�HFRQRP\�DV�D�ZKROH�FDQSURGXFH�SRVLWLYH�TXDQWLW\�RI�DOO�JRRGV�IRU�ILQDO�FRQVXPSWLRQ�*HQHUDO�HTXLOLEULXP�LV�SXULILHG�GHVFULSWLRQ�RI�WKH�UHVXOW�RI�VHOI�DGMXVWPHQW�RI�DPDUNHW�HFRQRP\�� ,W� LV�GHILQHG�E\� IRXU�EDVLF�K\SRWKHVLV�ZKLFK� IRU�RXU�PRGHOKDYH�WKH�IROORZLQJ�IRUPx FRQVXPHUV��PD[LPL]H�XWLOLW\�RI�FRQVXPSWLRQ�XQGHU�EXGJHW�FRQVWUDLQW�
� �8 ,F F SF� t dPD[ RYHU VXEMHFW�WR� ���

ZKHUH� , LV�WKH�WRWDO�LQFRPH��EXGJHW��RI�FRQVXPHUV�DQG� ^ `S  S SQ������ LVD� YHFWRU� RI� FRQVXPHU� SULFHV� RI� JRRGV�� 7KH� VROXWLRQ� RI� WKH� SUREOHP� ���GHWHUPLQHV�DJJUHJDWH�GHPDQG ZKLFK�ZLOO�EH�D�IXQFWLRQ�RI�SULFHV
� �F F S �, ���

x (DFK� ILUP� Q PD[LPL]HV� LWV� QHW� UHDO LQFRPH� �SURILW� �� 3 Q XQGHUWHFKQRORJLFDO�FRQVWUDLQW����
3 Y Y Y Y YQ � PD[ � � � �RYHU VXEMHFW�WR[ \ Y Z ] ��� ���
([SOLFLW� H[SUHVVLRQ� RI� � 3 Q GHSHQGV� RQ� PHFKDQLVP� RI� SD\PHQWV� XQGHUFRQVLGHUDWLRQ�� 7KH� FDVHV� FRQVLGHUHG�EHOORZ�ZLOO� IRUPDOO\� GLIIHU� IURP�HDFKRWKHU� E\� WKH� IRUP� RI� H[SUHVVLRQV� RI� 3 Q DQG� VRPH� DGGLWLRQDO� UHVWULFWLRQV�6ROXWLRQ�RI�WKH�SUREOHP���� GHWHUPLQHV�VXSSO\ IXQFWLRQV�RI�SURGXFHUVx ©,QYLVLEOH�KDQGª�RI�PDUNHW�SXWV�SULFHV�DW� WKH� OHYHO�EDODQFLQJ�GHPDQG�DQGVXSSO\�VR�WKDW��������� ZLOO�KROG�



�

x ,QFRPH� , RI� FRQVXPHUV� VKRXOG� EH� HTXDO� WR� WRWDO� QHW� QRPLQDO LQFRPH� RISURGXFHUV��:DOUDV�ODZ�� �S[ SY SFQ QQ �   ¦ , ���
:H� VWDUW� ZLWK� SHUIHFW� FRPSHWLWLRQ� FDVH� �$UURZ�'HEUHX� HFRQRP\�� VHH� IRUH[DPSOH�1LNDLGR�� ������ ZKLFK�ZH�ZLOO� WDNH� DV� D� EHQFKPDUN�� 8QGHU� SHUIHFWFRPSHWLWLRQ�HDFK�JRRG�FRVWV�WKH�VDPH�SULFH�IRU�DQ\�DJHQW�LQ�DQ\�WUDQVDFWLRQ�,Q�SDUWLFXODU�WKH�SULFHV� LQ�WKH� LQWHU�ILUP�PDUNHW�DUH�WKH�VDPH�DV�DW�FRQVXPHUPDUNHW�DQG�QHW�LQFRPH�RI�WKH�ILUP��Q LV

3&Q Q Q Q Q � � �S[ SY S\ SZ ���
*HQHUDO� FRPSHWLWLYH� HTXLOLEULXP� LQ� RXU� PRGHO� LV� WKH� VWDWH� RI� HFRQRP\^ `S S F F [ [ \ \ Y Y Z Z ] ]        & & & & & & & &, ,� � � � � � �Q Q Q Q Q Q Q Q Q Q
ZKLFK�VDWLVILHV������������������� SURYLGLQJ�WKDW� [ Q � \ Q � Y Q ��Z Q �� ]QPD[LPL]H��� VXEMHFW�WR�����0D[LPL]DWLRQ� RI� ��� XQGHU� ��� RYHU� [ Q � \ Q � Y Q �� Z Q �� ]Q JLYHV� PXOWLSOHVROXWLRQ�EHFDXVH�D��XQGHU�SHUIHFW�FRPSHWLWLRQ�WZR�PDUNHWV�DUH�HTXLYDOHQW�DQGILUP� FDQ� FKRVH� DQ\� RI� WKHP� IRU� SODQHG� WUDQVDFWLRQ� �� E�� LQ� WKH� DEVHQFH� RIWUDQVDFWLRQ� FRVW� ILUP�PD\� VDOH� JRRGV� WR� LWVHOI� DQG� WKH� PDWKHPDWLFDO� PRGHOGHVFULEHV� WKLV� IRUPDO� SRVVLELOLW\�� 6LQFH� WKH� VOLJKWHVW� WUDQVDFWLRQ� FRVW� ZLOOGLPLQLVK� WXUQRYHU� WR�PLQLPDO�QHFHVVDU\�YDOXH�DQG� WKH�VOLJKWHVW�GLIIHUHQFH�RIPDUNHW�FRQGLWLRQ�ZLOO�WUDQVIHU�DOO�WUDQVDFWLRQ�WR�PRUH�SUHIHUDEOH�PDUNHW�ZH��IRUSHUIHFW� FRPSHWLWLRQ� FDVH� RQO\�� H[FOXGH� LQWHU�ILUP� WUDQVDFWLRQV� DQG� VDOHV� RIILUP�WR�LWVHOI�E\�DGGLWLRQDO�UHTXLUHPHQWV�

Z \ � [ Y& & & &Q Q Q Q  �  � � ����
:H�ZLOO�UHIHU�WKLV�VWDWH�RI�HFRQRP\�DV�&�HTXLOLEULXP�7KH�GHILQLWLRQ�DERYH�FKDUDFWHUL]HV�HTXLOLEULXP� LQ�D� ORFDO�� GHFHQWUDOL]HG�ZD\�DV�D�EDODQFH�RI� UDWLRQDO�GHFLVLRQ�PDGH�EH� LQGHSHQGHQW�DJHQWV�� ,W� LV�HDV\� WRFKDUDFWHUL]H�&�HTXLOLEULXP�JOREDOO\�IURP�WKH�YLHZ�SRLQW�RI�WKH�ZKROH�V\VWHP�0D[LPL]DWLRQ� RI� ��� E\� [ Q WXUQV� LQHTXDOLW\� LQ� ��� LQWR� HTXDOLW\] [ \ Y ZQ Q Q Q Q � � � DQG� 3&Q EHFRPHV� HTXDO� WR� S ]& Q �� )XUWKHUPD[LPL]DWLRQ� RI� SURILW� E\� ]Q RYHU�7 Q GHWHUPLQHV� ]&Q DV� WKH� RQO\� ERXQGDU\SRLQW�RI�7 Q ZLWK�QRUPDO� YHFWRU� S& ��6XP�RI� WKHVH�SRLQWV�RYHU� Q JLYHV� F&�VHH�������ZKLFK�ZLOO�EH�WKH�ERXQGDU\�SRLQW�RI�7 ZLWK�WKH�VDPH�QRUPDO�YHFWRU



�

S& ��)URP�WKH�RWKHU�KDQG�WKH�VROXWLRQ�RI���� UHTXLUH�WKDW� S& EH�SURSRUWLRQDOWR�WKH�JUDGLHQW�RI�XWLOLW\�IXQFWLRQ�8 DW� F& ��7KH�RQO\�SRLQW�ZKHUH�QRUPDOLW\�WR7 LV�SURSRUWLRQDO�WR�WKH�JUDGLHQW�RI�8 LV�WKH�SRLQW� F& ZKHUH�8 UHDFKHV� LWVPD[LPXP�YDOXH�RYHU� WKH�ZKROH�7 ��7KLV�JLYHV�JOREDO�FKDUDFWHUL]DWLRQ�RI�&�HTXLOLEULXP�(TXLOLEULXP�SULFHV�DUH�VLPSO\�WKH�YHFWRU�QRUPDO�WR�7 DW�F& ��$FFRUGLQJ�WR�����VDOHV� [&Q DQG� SXUFKDVHV� Y&Q DUH� GHWHUPLQHG� XQLTXHO\� DV� SRVLWLYH� DQGQHJDWLYH�SDUWV�RI�SUHYLRXVO\�IRXQG� ]&Q ��0XOWLSOLFDWLRQ�RI���� E\� S& VKRZV�WKDW��� KROGV�7R�FRPSDUH�&�HTXLOLEULXP�ZLWK�RWKHU�W\SHV�RI�HTXLOLEULXP�FRQVLGHUHG�EHORZ�LWLV�FRQYHQLHQW�WR�FKDUDFWHUL]H�HDFK�VWDWH�RI�HFRQRP\�E\�XWLOLW\�RI�FRQVXPSWLRQ� �8 F DQG� VRPH� VFDODU�PHDVXUH� ( RI� JURVV� H[SHQGLWXUHV� RI� ILUPV� �VXP�RIQHJDWLYH�FRPSRQHQWV�RI� ]&Q � �]&QQ �¦ ���7KLV�FRUUHVSRQGHQFH�PDSV�D�VHW�RI
SRVVLEOH�VWDWHV�VWDWH�RI�HFRQRP\� ������ ����� �����RQWR� WZR�GLPHQVLRQDO�VHW� a7 �UHSUHVHQWLQJ� RQ� ILJ� ��� 6XSSRVH� WKDW�PHDVXUH� RI� H[SHQGLWXUHV� LV� FKRVHQ� VRWKDW�WKH�ERXQGDU\�RI� a7 LV�PDSSHG�RQ�WKH�ERXQGDU\�RI�7 ��6LQFH�&�HTXLOLEULXPPD[LPL]HV�XWLOLW\�LW�ZLOO�EH�UHSUHVHQWHG�E\�WKH�WRS�SRLQW�RI� a7 �7KH�DUJXPHQWV�DERYH�VKRZV�WKDWx &�HTXLOLEULXP� H[LVWV� DQG� FRUUHVSRQGLQJ� PDWHULDO� IORZV� F [ \& & &� �Q Q DUHGHWHUPLQHG�XQLTXHO\�x (TXLOLEULXP� SULFHV� S& DQG� LQFRPH� ,& DUH� GHWHUPLQHG� XQLTXHO\� XS� WR� DQDUELWUDU\�SRVLWLYH�SULFH�VFDOLQJ IDFWRU�x &RQVXPSWLRQ� UHDFKHV� QRUWK�HDVW� ERXQGDU\� RI� WHFKQRORJLFDO� VHW� DW� &�HTXLOLEULXP��7KLV�PHDQV�WKDW�WKH�FRQVXPSWLRQ� F& FDQ�QRW�EH�LQFUHDVHG�E\DOO� LWV� FRPSRQHQWV� DW� RQHV�� 7KLV� SURSHUW\� RI� FRPSHWLWLYH� HTXLOLEULXP� LVUHIHUUHG� WR� DV� HIILFLHQF\�� %HLQJ� LQ� HIIHFWLYH� HTXLOLEULXP� HFRQRP\� ZLOOFRPSOHWHO\� XVH� FXUUHQW� SURGXFWLRQ� IDFWRUV� DQG� PXVW� IHHO� WKH� ODFN� HLWKHUODERU��RU�IL[HG�FDSLWDO��RU�QDWXUDO�UHVRXUFHV��6XFK�HFRQRP\�ZLOO�GHPRQVWUDWHVRPH�WHQGHQF\�WR�LQYHVWPHQWV�
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:H�GR�QRW�VHH�DQ\�ZLOO� WR� LQYHVW� LQ�PRGHUQ�5XVVLDQ�HFRQRP\��&RQWUDU\�ZHKHDU� FRPSODLQWV� RQ� GHVSHUDWH� VKRUWDJH� RI� FXUUHQW� SURGXFWLRQ� IDFWRUV�� ,WLQGXFHV�RQ�DQ� LGHD�� WKDW� LQ�5XVVLDQ�HFRQRP\�VRPH� LQHIILFLHQW�HTXLOLEULXP� LVUHDOL]HG��� ,QHIIHFWLYH�HTXLOLEULXP�ZLWK�ELG�DVN�VSUHDG��%$�HTXLOLEULXP��7KH�&�HTXLOLEULXP�HIIHFWLYH�GXH�WR�WKH�IDFW� WKDW�DOO�DJHQWV�HVWLPDWH�DQ\�JRRGE\� WKH� VDPH� SULFH�� 1RZ� ZH� GHSDUW� IURP� WKLV� K\SRWKHVLV� DQG� FRQVLGHUHFRQRP\�ZKHUH�PDUNHW� SDUWLFLSDQWV� IDFH� ELG�DVN� VSUHDG� L�H�� EX\HU� RI� VRPHJRRG�SD\V�PRUH�WKDQ�LWV�VHOOHU�UHFHLYHV��/HW�XV�ILUVW�SURYLGH�VRPH�H[DPSOHV�RIHFRQRPLF�UHODWLRQVKLSV�LQ�ZKLFK�WKH�GLIIHUHQFH�EHWZHHQ�EX\LQJ�SE DQG�VHOOLQJSV SULFHV�HPHUJHV��� ([FLVHV� 7KH�VLPSOHVW�H[DPSOH�LV�VDOHV�WD[�RU�H[FLVH��/HW�PDUNHW�SULFH�RIVRPH�JRRG�EH� S DQG�WKH�WD[�UDWH�VHW�DW� Q SHUFHQW�� ,I� LW� LV� WKH�VHOOHU�ZKRSD\V�WKH�WD[�WKH�SULFH�IRU�EX\HU�LV�VWLOO� S SE  ZKLOH�WKH�SULFH�IRU�VHOOHU�LVRQO\� � �S Q SV  �� �� ,I� WKH� WD[� LV� SDLG� E\� EX\HU� WKHQ� � �S Q SE  �� DQGS SV  ��� 0LGGOHPHQ� SURILW�� ,Q� D� FRPSHWLWLYH� HFRQRP\� WKH� GLIIHUHQFH� EHWZHHQSXUFKDVLQJ�DQG�VHOOLQJ�SULFHV�RI� WUDGH� LQWHUPHGLDULHV� LV�D�UHZDUG� IRU� WUDGHVHUYLFHV� WKDW� VKRXOG� LQFUHDVH� WKH� FRQVXPHU� YDOXH� RI� WKH� JRRG�� ,W� LV� WKXV
� :H�PHDQ�XQGHU�HTXLOLEULXP�LQ�WKH�JHQHUDO�SODQ�WKH�FRRUGLQDWLRQ�RI�YROXPHV�RI�SURGXFWLRQ�DQGFRQVXPSWLRQ�LQ�HFRQRP\�E\�PHDQV�RI�VSHFLDO�LQIRUPDWLRQ�YDULDEOHV��XVXDOO\�SULFHV��
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SRVVLEOH� WR� FRQVLGHU� WUDGH� VHUYLFHV� DV� D� VSHFLDO� JRRG� SURGXFHG� E\PLGGOHPHQ�� 7KHQ� WKHUH� VKRXOG� EH� QR� ELG�DVN� VSUHDG�� +RZHYHU� WKH� SULFHGLIIHUHQWLDOV�LQ�5XVVLDQ�WUDGH�DUH�VR�KLJK�DQG�WKH�FRUUXSWLRQ�DQG�UDFNHW�DUHVR�FRPPRQ� WKDW� LW� LV� UDWKHU� UHDVRQDEOH� WR� DVVXPH� WKDW�PRVW� RI� WKH� SULFHGLIIHUHQWLDOV�LV�UDWKHU�UHQW�WKHQ�QRUPDO�SURILW��7KLV�UHQW�LV�UHFHLYHG�E\�WKRVHLQ� RZQHUVKLS� RU� FRQWURO� RI� WKH� VDOHV� FKDQQHOV�� FRUUXSWHG� EXUHDXFUDWV�RUJDQL]HG� FULPH� DQG� PDQDJHUV� DEXVLQJ� WKHLU� ILUPV
� LQWHUHVWV�� 6XFK� YLHZPDNHV�WKH�SULFH�GLIIHUHQWLDOV�LQ�WUDGH�VLPLODU�WR�WD[HV�1RWH� WKDW� H[SURSULDWLRQ� RI� SURGXFHU� LQFRPH� E\� ERWK� JRYHUQPHQW� DQG� WKHLQWHUPHGLDULHV� GRHV� QRW� LPSO\� WKDW� WKH� PRQH\� GLVDSSHDUV� IURP� WKHHFRQRP\�� %RWK� WD[� SD\PHQWV� DQG� UHQW� LQ� FORVHG� HFRQRP\� FRQWULEXWH� WRKRXVHKROGV
� LQFRPHV�DQG� LQFUHDVH� WKH�DJJUHJDWH�GHPDQG�VR� WKDW�:DOUDVODZ���� VWLOO�KROGV��� 'HOD\V�LQ�SD\PHQWV� $�OHVV�H[SOLFLW�UHDVRQ�ZKLFK�EULQJV�DERXW�WKH�ELG�DVNVSUHDG� FDQ� EH� GHOD\V� LQ� SD\PHQWV� LQ� DQ� HFRQRP\� ZLWK� KLJK� LQIODWLRQ�*XULHY� DQG� 3RVSHORY�� ������� ,I� WKH� VHOOHU� UHFHLYHV� VDOHV� UHYHQXHV� ZLWKGHOD\� W DQG� SULFHV� JURZ� DW� WKH� UDWH� J WKHQ� WKH� VHOOHU� HYDOXDWHV� XQLW� RISURGXFW�DW� S H SV  �JW ��1RWH� WKDW� SD\PHQW�LQ�DGYDQFH�SULQFLSOH� GRHV� QRWKHOS�±� LQ� WKLV�FDVH� S SV  EXW� S H SE  JW ��7KLV� IDFWRU�ZDV�VLJQLILFDQW� LQ5XVVLDQ� LQ�����������ZKHQ�GHOD\V� LQ�SD\PHQWV�ZHUH�DERXW�VRPH�ZHHNVZKLOH�LQIODWLRQ�ZDV�DV�KLJK�DV�����D�PRQWK��,W�JLYHV�IDFWRU�HJW |���������� /LTXLGLW\�FRQVWUDLQWV� (YHQ� OHVV�REYLRXV�FDVH� LV�DFFRXQW� IRU� OLTXLGLW\� �RUFDVK�LQ�DGYDQFH�� FRQVWUDLQWV� LQ� D� G\QDPLF� PRGHO� ZLWK� FDVK� IORZGLVFRXQWLQJ��6XSSRVH�WKDW�D�ILUP�VHOO�RXWSXW� ; DW�SULFH� SDQG�EX\V�LQSXWV9 DW�SULFH�T ��7KHQ�WKH�FDVK�KROGLQJV�0 FKDQJH�RYHU�WLPH�DFFRUGLQJ�WR
� � � � � � � � � �G0GW S W ; W T W 9 W ) W � �

ZKHUH� ) DUH� ZLWKGUDZQ� HDUQLQJV�� 7KH� ILUP� QHHGV� WR� KROG� VRPH� FDVKEDODQFHV�IRU�WUDQVDFWLRQ�SXUSRVHV��OLTXLGLW\�FRQVWUDLQW��� � � � � �W;WTW0 Tt �� ����
ZKHUH� T LV� D� FHUWDLQ� WLPH� FRQVWDQW�� /HW� WKH� ILUP� PD[LPL]HV� GLVFRXQWHGZLWKGUDZQ�HDUQLQJV

� � � �H ) GW
W

� �f³ �G [ [ [
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+HUH� G LV� SXUH� WLPH� SUHIHUHQFH� UDWH� ZKLFK� PD\� EH� LQWHUSUHWHG� DV� DUHFLSURFDO� WR� DYHUDJH� SODQQLQJ� KRUL]RQ� �VHH� H�J�� %ODQFKDUG� DQG)LVFKHU�������� ,W� LV� HDV\� WR� VKRZ� �VHH� 3RVSHORY�� ������ WKDW� LI� WKH� ILUPH[SHFW�SULFHV�WR�EH�FRQVWDQW�RYHU�WLPH� � � � �S S W[  �� � � � �T T W[  ��WKH�OHYHORI�SURGXFWLRQ��LQSXWV�9 DQG�RXWSXWV; ��VKRXOG�EH�VHW�WR�PD[LPL]H
� � � ���� �GT S W ; T W 9 ����

UDWKHU� WKDQ� SURILW� � � � �S W ; T W 9� �� 7KLV� DFWXDOO\� PHDQV� WKDW� WKH� SURGXFHUHYDOXDWHV�WKH�SURGXFW�DW�SULFH� � �S SV  � �� �GT DQG�OHDGV�WR�ORZHU�OHYHO�RIERWK�LQSXWV�DQG�RXWSXWV��7KLV�UHVXOW�PD\�VHHP�FRXQWHU�LQWXLWLYH�VLQFH�XQGHUFRQVWDQW�SULFHV�WKH�FDVK�KROGLQJV�0 GR�QRW�FKDQJH�DQG�WKH�LQVWDQWDQHRXVFDVK�LQIORZ�RU�ZLWKGUDZQ�HDUQLQJV�HTXDOV�SURILW�UDWKHU�WKDQ�������7KH�SRLQWLV� WKDW� E\� GHFUHDVLQJ� ERWK� LQSXW� DQG�RXWSXW� WKH� ILUPV� LV� DEOH� WR�ZLWKGUDZVRPH� FDVK� DQG� WKLV� RQH�WLPH� ZLWKGUDZDO� FDQ� RYHUZHLJKW� GLVFRXQWHGSHUPDQHQW� LQFUHDVH� LQ� FDVK� LQIORZV� LQ� IXWXUH��:LWKGUDZLQJ�PRQH\� D� ILUPWKHQ�ZLOO�H[SODLQ�XQGHUSURGXFWLRQ�E\�VKRUWDJH�RI�PRQH\�7KHUH� LV� D� ORW� RI� GLUHFW� DQG� LQGLUHFW� HYLGHQFH� WKDW�PDQ\� HQWUHSUHQHXUV� LQ5XVVLDQ� DV� ZHOO� DV� RWKHU� WUDQVLWLRQ� HFRQRPLHV� ORRN� DW� VKRUW�WHUPSHUVSHFWLYH�VR�WKDW�GLVFRXQW�UDWH� G PD\�EH�TXLWH�ODUJH��,Q�WKH�PHDQZKLOH�WKH� OLTXLGLW\� FRQVWUDLQWV� DUH� DOVR� UHSRUWHG� WR� EH� YHU\� UHVWULFWLYH� DV� WKH\VKRXOG�EH� LQ� WKH�DEVHQFH�RI�ZHOO� GHYHORSHG�ZRUNLQJ� FDSLWDO�PDUNHW��%RWKIDFWRUV�LQFUHDVH�LPSRUWDQFH�RI�WKLV�HIIHFW��� 3ULFH� XQFHUWDLQW\� $QRWKHU� FRQYHQWLRQDO� H[DPSOH� RI� ELG�DVN� VSUHDG� LVGLIIHUHQFH� EHWZHHQ� HIIHFWLYH� EX\LQJ� DQG� VHOOLQJ� SULFHV� ZKHQ� WKH� SULFH� LVXQFHUWDLQ��(YHQ� LI�ERWK�EX\HU�DQG�VHOOHU�KDYH� WKH�VDPH� LQIRUPDWLRQ�DERXWWKH�SUREDELOLW\�GLVWULEXWLRQ�RI�SULFH� WKH�SHUFHLYHG�EX\LQJ�DQG�VHOOLQJ�SULFHVZLOO�GLIIHU�� S S SV E� �( ��ZKHUH�(S LV�H[SHFWHG�SULFH��H�J��VHH�WKH�ILUP
VPRGHO�LQ�'HPHUV�DQG�'HPHUV��������7KH� H[DPSOHV� RI� ELG�DVN� VSUHDG� JLYHQ� DERYH� FDQ� EH� GHVFULEHG� DV� IROORZV�:H�DJDLQ� DVVXPH� WKDW� WKHUH� DUH� VRPH�PDUNHW� SULFHV� S WKH� VDPH� IRU� ERWKPDUNHWV�� +RZHYHU� GXH� WR� WKH� UHDVRQV� DERYH� WKH� REMHFWLYH� IXQFWLRQ� RI� ILUPGRHV� QRW� HTXDO� ��� L�H�� WKH� GLIIHUHQFH� EHWZHHQ� JURVV� VDOHV� DQG� JURVVSXUFKDVHV��'XH�WR�GLVWRUWLYH�WD[DWLRQ�RU�UHQW�VHHNLQJ�E\�PLGGOHPHQ�RU OLTXLGLW\FRQVWUDLQW� RU� GHOD\V� LQ� SD\PHQWV� HWF�� WKH� ILUPV� HYDOXDWH� WKH� VDOHV DW� SULFHVJHQHUDOO\� ORZHU�WKDQ� S DQG�SXUFKDVHV�DW�SULFHV�KLJKHU� WKDQ� S ��:H�DVVXPHWKDW�SURGXFHU�PD[LPL]HV
3 $ % $ %%$Q Q Q Q Q � � �S [ S Y S \ S Z ����
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ZKHUH� $ DQG� % DUH� JLYHQ� QRQQHJDWLYH� FRQVWDQW� GLDJRQDO� PDWULFHV�� $OOGLDJRQDO�HOHPHQWV� DL RI�PDWUL[� $ DUH� OHVV�RU�HTXDO� WKDQ���DQG�DOO�GLDJRQDOHOHPHQWV�EL RI�PDWUL[�% DUH�JUHDWHU�RU�HTXDO�WKDQ���DQG��DL � EL �
$ ( % $ %d d ��

$OO� UHVXOWV� EHORZ� ZHUH� SURYHG� LQ� PRUH� JHQHUDO� DQG� UHDOLVWLF� FDVH� ZKHQPDWULFHV�$ DQG�% DUH�GLIIHUHQW�IRU�GLIIHUHQW�ILUPV��$ DQG�% GHSHQG�RQ� Q ��)RU�GHVFULSWLRQ�RI�PLGGOHPDQ�SURILW� LW�PLJKW�EH�EHWWHU� WR� FRQVLGHU� $ DQG� %GHSHQGLQJ�RQ�SULFH�YROXPH�RI�WUDQVDFWLRQ�DQG�ZH�KDYH�LQYHVWLJDWHG�VRPH�RIVXFK�FDVHV�DOVR��%XW�WKH�VLPSOHVW�DVVXPSWLRQ����� LV�TXLWH�HQRXJK�WR�LOOXVWUDWHDQG�GLVFXVV�WKH�SULQFLSOH�UHVXOWV�*HQHUDO�HTXLOLEULXP�ZLWK�ELG�DVN�VSUHDG�LQ�RXU�PRGHO�LV�WKH�VWDWH�RI�HFRQRP\S S F F[ [ \ \ Y Y Z Z ] ]        ­®̄ ½¾¿%$ %$ %$
%$ %$ %$ %$ %$
, ,� � �� � � �Q Q Q Q Q Q Q Q Q Q

ZKLFK�VDWLVILHV������������������� SURYLGLQJ�WKDW� [ Q � \ Q � Y Q ��Z Q �� ]QPD[LPL]H���� VXEMHFW�WR������7R�PDNH�WKH�VROXWLRQ�RI�WKH�ODVW�SUREOHP�XQLTXH�ZH�DJDLQH[FOXGH�WKH�VHFRQG�PDUNHW�E\�UHTXLUHPHQW�
Z \ �& &Q Q  

:H�ZLOO�UHIHU�WKLV�VWDWH�RI�HFRQRP\�DV�%$�HTXLOLEULXP�,W�PD\�EH�SURYHG�WKDWx %$�HTXLOLEULXP�H[LVWV� DQG�FRUUHVSRQGLQJ�PDWHULDO�IORZV�F [ \%$ %$ %$� �Q Q DUHGHWHUPLQHG�XQLTXHO\�� ,I� $ LV� WRR� VPDOO� RU� % LV� WRR� ODUJH� %$�HTXLOLEULXPPD\�EH�GHJHQHUDWHG��F �%$  x (TXLOLEULXP� SULFHV� S& DQG� LQFRPH� ,& DUH� GHWHUPLQHG� XQLTXHO\� XS� WR� DQDUELWUDU\�SRVLWLYH�SULFH�VFDOLQJ IDFWRU�x 3RLQWV� ]%$Q PD[LPL]LQJ� SURILW� ���� OLH� RQ� WKH� ERXQGDULHV� RI�7 Q EXW� KDYHGLIIHUHQW�QRUPDO�YHFWRUV� IRU�GLIIHUHQW� Q ��+HQFH� WKHLU�VXP� F%$ FDQ�QRW�EHRQ�WKH��ERXQGDU\�RI�DJJUHJDWH�VHW�7 ��%$�HTXLOLEULXP�LV�LQHIIHFWLYH� (DFKHQWHUSULVH�ZRUNV�DV�KDUG�DV�SRVVLEOH�EXW�VXIIHUV�IURP�VKRUWDJH�RI�ZRUNLQJFDSLWDO� DQG� HFRQRP\� DV� D� ZKROH� GRHV� QRW� XVH� FRPSOHWHO\� ODERU�� IL[HGFDSLWDO� DQ� QDWXUDO� UHVRXUFHV�� 6XFK� HFRQRP\� ZLOO� QRW� GHPRQVWUDWH� DQ\WHQGHQF\�WR�LQYHVWPHQWV�
� +HUH�ZH�QHHG�QRW�H[FOXGH�VDOHV�WR�LWVHOI��VHH��������'XH�WR�WUDQVDFWLRQ�FRVW�$�%�PD[LPL]DWLRQ�RI�SURILWFDWV�H[FHVVLYH�WXUQRYHU�DXWRPDWLFDOO\�� ,W�PD\�EH�SURYHG�E\�VWDQGDUG�ZD\�XVLQJ�ZHOO�NQRZQ�*DOH¶V�OHPPD��VHH�1LNDLGR�������
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x %RWK� JURVV� VDOHV� DQG� JURVV� H[SHQVHV� DW� %$�HTXLOLEULXP� ZLOO� EH� OHVV� LIFRPSDUHG�ZLWK�&�HTXLOLEULXP�� [ [%$ &QQ QQ¦ ¦� �� Y Y%$ &QQ QQ¦ ¦� ��%$�
HTXLOLEULXP� LV� SODFHG�ZLWKLQ� WKH� VHW� a7 WR� WKH� OHIW�ERWWRP� RI� &�HTXLOLEULXP�SRLQW�%$ RQ�)LJ ���*HQHUDOO\� VSHDNLQJ�� WKH� LQHIILFLHQF\� QRW� DOZD\V� PHDQV� VPDOOHU�� WKDQ� LQ� &�HTXLOLEULXP� LVVXHV�DQG�H[SHQVHV� ��6WXG\LQJ�PHFKDQLVPV�RI� IXQFWLRQLQJ�RI� DFHQWUDOO\� SODQQHG�HFRQRP\� �3HWURY�DQG�DO�� �������ZH� FDPH� WR� D� FRQFOXVLRQWKDW� LW� PD\� EH� GHVFULEHG� E\� D� VSHFLILF� 3�HTXLOLEULXP�� 3�HTXLOLEULXP� LVFKDUDFWHUL]HG� E\� VKRUWDJH� RI� JRRGV� RI� QRUPDO� TXDOLW\�� RYHUSURGXFWLRQ� DQGH[FHVVLYH�LQWHU�ILUP�WUDQVDFWLRQV��7KLV�©3�HTXLOLEULXPª�LV�UHSUHVHQWHG�E\�SRLQW3�RQ�)LJ����7KXV�LW�LV�SRVVLEOH�WR�VD\��WKDW�GXULQJ�UHIRUPV�5XVVLD�KDV�SDVVHGE\�WKH�GHVLUHG�SRLQW�& DQG�IURP�LQHIILFLHQW�SODQQLQJ�3 WR�WKH�LQHIILFLHQW�PDUNHW%$�� (TXLOLEULXP�ZLWK�EDUWHU�H[FKDQJH�RU�VHFRQG�FXUUHQF\��%�HTXLOLEULXP��7KH� ORVVHV� RI� HQWHUSULVHV� LQ� %$�HTXLOLEULXP� DUH� FRQQHFWHG� ZLWK� PRQH\SD\PHQWV�� 6R� RQH� FRXOG� H[SHFW� HPHUJHQFH� RI� FRPSHQVDWLQJ� PHFKDQLVPV�UHGXFLQJ�PRQH\� WUDQVDFWLRQV�� ,Q� 5XVVLD� WZR� VXFK�PHFKDQLVPV� DUH� VWHDGLO\REVHUYHG�� 7KH� DUH� EDUWHU� DQG� QRQSD\PHQWV �DFWXDOO\� XQGHUSD\PHQWV��8VXDOO\�WKH�SUREOHPV�RI�EDUWHU�DQG�QRQSD\PHQWV�DUH�WUHDWHG�DV�RQH��:H�ZLOOVHSDUDWHO\�DGGUHVV� WKH� LVVXHV�DQG�ZLOO� VKRZ� WKDW� WKH� HTXLOLEULD� LQ� WKHVH� WZRFDVHV�DUH�YHU\�GLIIHUHQW�DQG�KHQFH�GHVHUYH�GLIIHUHQW�WUHDWPHQW��:H�VWDUW�ZLWKPRUH� VLPSOH� FDVH� RI� D� EDUWHU� H[FKDQJH�� &HUWDLQO\� ZH� VWXG\� WKH� LGHDOL]HGEDUWHU�MXVW�DV�DERYH�ZH�FRQVLGHUHG�WKH�LGHDOL]HG�FDVH�RI�SHUIHFW�FRPSHWLWLRQ�2XU�ILUVW�DVVXPSWLRQ�RI�EDUWHU�H[FKDQJH�LV�WKDW�LW�WDNH�SODFH�RQO\�LQ�WKH�VHFRQGLQWHU�ILUP�PDUNHW�ZKLFK�DERYH�ZDV�DFWXDOO\�SXW�DVLGH��2Q�WKH�RWKHU�KDQG�LI�DILUP�ZLVK�WR�VHOO�RU� WR�EX\�IRU�PRQH\� LW�VKRXOG�JR� WR� WKH� ILUVW�PDUNHW�ZKHUH� LWVWLOO�IDFHV�WUDQVDFWLRQ�FRVWV�$ DQG % ��6R�WKH�YHFWRUV�\Q DQG�ZQ UHSUHVHQWVVDOHV�DQG�SXUFKDVHV�RI�WKH�ILUP� Q E\�EDUWHU�WUDQVDFWLRQV��5HVWULFWLRQ���� GRHVQRW�H[FOXGH�SXUH�JDPEOH��ZKHQ�WKH�HQWHUSULVH�EX\V�VRPH�JRRG�E\�EDUWHU�QRWIRU�PDQXIDFWXULQJ�EXW�WR�VHOO�LW�IRU�PRQH\�RU�TXLWH�FRQYHUVHO\�2XU� VHFRQG� DVVXPSWLRQ� LV� WKDW� WKHUH� H[LVWV� VLQJOH� VHW� RI� EDUWHU� H[FKDQJHUDWLRV��EDUWHU�SULFHV�� ^ `T  T TQ� ���� � LQ�WKH�LQWHU�ILUP�PDUNHW�DQG�DQ\�EDUWHUWUDQVDFWLRQ�LV�IDLU�LI�PHDVXUHG�LQ�WKHVH�SULFHV�

T\ TZQ Q ����
7KLV�FRQGLWLRQ�PD\�EH�WUHDWHG�DV�EXGJHW�FRQVWUDLQW��EDODQFH�VKHHW�RI�DFFRXQW�RI� WKH� ILUP� IRU� WKH� VHFRQG� FXUUHQF\� �FRPSDUH� ZLWK� EXGJHW� FRQVWUDLQW� RIFRQVXPHUV�LQ�������7KH�VHFRQG�FXUUHQF\�LV�RI�QR�LQWHUHVW�IRU�ILVFDO�LQVWLWXWLRQVDQG�UDFNHWHHUV��VR�WKHUH�LV�QR�WUDQVDFWLRQ�FRVW��7KH�VHFRQG�FXUUHQF\�DFWXDOO\HPLWWHG�E\�D� ILUP�ZKHQ� LW� LV�QHFHVVDU\�VR�QR� OLTXLGLW\�FRQVWUDLQW�RFFXUV� �VHH������� %DUWHU� H[FKDQJHV� FRQWULEXWH� QRWKLQJ� WR� ILUP¶V� LQFRPH�� KHQFH� ILUP¶VEHKDYLRU�PD\�EH�GHVFULEHG�DV�PD[LPL]DWLRQ�RI
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3 $ %%Q Q Q �S [ S Y ����
VXEMHFW�WR���� DQG������1RWH� WKDW�:DOUDV� ORZ� IRU�XVXDO�PRQH\� ��� VWLOO� KROGV��0RURYHU� VXPPDWLRQ�RI���� RYHU� Q VWDWHV�:DOUDV�ORZ�IRU�VHFRQG�FXUUHQF\�WRR�*HQHUDO� HTXLOLEULXP� ZLWK� EDUWHU� H[FKDQJH� LQ� RXU� PRGHO� LV� WKH� VWDWH� RIHFRQRP\S S T T F F[ [ \ \ Y Y Z Z ] ]         ­®̄ ½¾¿% % % %
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ZKLFK�VDWLVILHV������������������� SURYLGLQJ�WKDW� [ Q � \ Q � Y Q ��Z Q �� ]QPD[LPL]H���� VXEMHFW� WR� ��� DQG� ������ $EVHQFH� RI� WUDQVDFWLRQ� FRVW� LQ� EDUWHU� PDUNHWDJDLQ�DOORZV�VHOOLQJ�WR�LWVHOI��:H�H[FOXGH�WKHP�E\�DGGLWLRQDO�UHTXLUHPHQW�
Z \& &Q Q�  �

:H�ZLOO�UHIHU�WKLV�VWDWH�RI�HFRQRP\�DV�%�HTXLOLEULXP�0D[LPL]DWLRQ�RI��3%Q GHWHUPLQHV�VXSSO\�DQG�GHPDQG�RI�ILUPV�LQ�ERWK�PDUNHWVDV�D�IXQFWLRQV�RI�WZR�V\VWHPV�RI�SULFHV�� S DQG� T ��5HODWLRQV���� DQG���� JLYHWZR�V\VWHPV�RI�HTXDWLRQV�IRU�WKHVH�SULFHV��%DUWHU�SULFHV�PD\�EH�H[FOXGHG�E\WKH� IROORZLQJ� WULFN��&RQVLGHU�DOO� ILUPV�DV�RQH�HQWHUSULVH�VHHNLQJ� WR�PD[LPL]HWKH�WRWDO�SURILW � �3 $ %%  �¦ S [ S YQ QQ ����
XQGHU� JLYHQ� SULFHV� S VXEMHFW� WR� LQGLYLGXDO� FRQVWUDLQWV� ��� DQG� FRPPRQEDODQFH�FRQVWUDLQW��RQ� LQWHU�ILUP�WUDQVDFWLRQ������7KH�VROXWLRQ�RI� WKLV�SUREOHPGHILQHV� GHPDQG� DQG� VXSSO\� RI� ILUPV� LQ� WKH� ILUVW� � PDUNHW� DV� D� IXQFWLRQV� RISULFHV� S RQO\�DQG�DOVR�GHILQHV�/DJUDQJH�PXOWLSOLHUV�WR�WKH�FRPPRQ�EDODQFHFRQVWUDLQW������(DV\�WR�SURYH�WKDW�WKH�ODWHU�RQHV�PD\�EH�WDNHQ�DV�EDUWHU�SULFHVT DQG����� ZLOO�KROG�+DYLQJ�GHPDQG�DQG�VXSSO\�RI�ILUPV�DV�IXQFWLRQV�RI�S ZH�WKHQ�VWDWH�H[LVWHQFHRI�HTXLOLEULXP�SULFHV� S% E\�XVXDO�ZD\��0RUH�GHWDLOHG� VWXG\� LQ� WKH� GLUHFWLRQSRLQWHG�RXW�VKRZV�WKDW�
� +HUH�ZH�QHHG�QRW�H[FOXGH�VDOHV�WR�LWVHOI��VHH��������'XH�WR�WUDQVDFWLRQ�FRVW�$�%�PD[LPL]DWLRQ�RI�SURILWFDWV�H[FHVVLYH�WXUQRYHU�DXWRPDWLFDOO\�
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x %�HTXLOLEULXP� H[LVWV� DQG� FRUUHVSRQGLQJ� PDWHULDO� IORZV� � F [ \% % %� �Q Q DUHGHWHUPLQHG�XQLTXHO\�x (TXLOLEULXP� SULFHV� S% �� LQFRPH� ,% DQG� EDUWHU� SULFHV� T% DUH� GHWHUPLQHGXQLTXHO\�XS� WR� WZR DUELWUDU\�SRVLWLYH�SULFH�VFDOLQJ IDFWRUV��RQH� IRU� � S% �,% DQG�DQRWKHU�LQGHSHQGHQW�IDFWRU�IRU�T% �x )LUPV�GR�QRW�EX\� IRU�PRQH\� LQ�%�HTXLOLEULXP��$OO� WKHLU�GHPDQG� LV�VDWLVILHGE\�EDUWHU�H[FKDQJHV��Y �%Q  
x 3RLQWV� ]%Q PD[LPL]LQJ�SURILW����� OLH�RQ�WKH�ERXQGDULHV�RI�7 Q DQG�KDYH�WKHVDPH� W�QRUPDO�YHFWRUV�SURSRUWLRQDO� WR� T% ��+HQFH� WKH� VXP�RI� ]%Q SXW�RQWKH� ERXQGDU\� RI� DJJUHJDWH� VHW� 7 DQG� %�HTXLOLEULXP� LV� HIIHFWLYH�� EXWGLIIHUV�IURP�&�HTXLOLEULXP��x %RWK� JURVV� VDOHV� DQG� JURVV� H[SHQVHV� DW� %�HTXLOLEULXP� ZLOO� EH� OHVV� LIFRPSDUHG� ZLWK� &�HTXLOLEULXP�� [ [% &QQ QQ¦ ¦� �� Y Y% &QQ QQ¦ ¦� �� %�

HTXLOLEULXP� LV� SODFHG� RQ� WKH� ERXQGDU\� RI� a7 WR� WKH� OHIW� RI� &�HTXLOLEULXP�SRLQW�% RQ�)LJ� ���
7KH� HIILFLHQF\� RI� %�HTXLOLEULXP� VHHPV� WR� SRLQW� RXW� WKDW� WKH� ZHOO� RUJDQL]HGOHJDOL]HG� EDUWHU� FRXOG� EH� FDSDEOH� WR� VROYH� D� SUREOHP� RI� ELG�DVN� VSUHDG�+RZHYHU�FORVHU�FRQVLGHUDWLRQ�RI� WKH�VHFRQG�DQG� WKLUG�SURSHUWLHV�VKRZV�IDWDOGHIHFWV�RI�WKH�EDUWHU�PHFKDQLVP�&RQVLGHU� D� ILUP� ZKLFK� GRHV� QRW� SURGXFH� JRRGV� RI� FRQVXPHU� GHPDQG�$FFRUGLQJ�WR�WKH�WKLUG�SURSHUW\�VXFK�D�ILUP�FDQ�QRW�VHOO�LWV�RXWSXW�IRU�PRQH\�LQ%�HTXLOLEULXP��3XW�D�TXHVWLRQ��KRZ�WKLV�ILUP�FRXOG�JHW�PRQH\"�7KH�DQVZHU�LVWKDW� LQ�%�HTXLOLEULXP� WKH� ILUP�ZKLFK�FDQ�QRW�SURGXFH�JRRGV�RI�FRQVXPHU�ZLOOKDYH� SRVLWLYH� LQFRPH�� ,W� ZLOO� H[FKDQJH� LWV� RXWSXW� RQ� JRRGV� RI� FRQVXPHUGHPDQG�E\�EDUWHU�DQG�WKHQ�UHVHOO�WKH�ODWHU�IRU�PRQH\�7KXV��EDUWHU�DFWXDOO\� UHGXFHV� WR�FRPPRGLW\�PRQH\� �JROG��SHWURO�� YRGND�HWF��ZLWK�DOO�LQKHUHQW�GHIHFWV�RI�VXFK�PHDQV�RI�SD\PHQW��IOXFWXDWLRQV�RI�FRQVXPHUGHPDQG�� LVVXH�QRW�FRUUHODWHG�ZLWK�JHQHUDO� OHYHO�RI�GHYHORSPHQW�RI�HFRQRP\HWF��/HW
V�UHPLQG��WKDW�WKH�LQFRPSDWLELOLW\�RI�FRPPRGLW\�PRQH\�ZLWK�TXDOLWDWLYHDQG�TXDQWLWDWLYH�HFRQRPLF�JURZWK�KDV�UHVXOWHG�LQ�WKH�EHJLQQLQJ�;;�FHQWXU\�LQFRPSOHWH�UHSODFHPHQW�RI�JROG�E\�PRGHUQ�FUHGLW�PRQH\�7KH�VSHFLILHG�GHIHFW�RI�D�EDUWHU�H[FKDQJH�LV�DJJUDYDWHG�E\�LQGHSHQGHQFH�RIVFDOHV� RI� WKH� PDUNHW� DQG� EDUWHU� SULFHV�� 7R� OHJDOL]H� EDUWHU� LW� ZRXOG� EHQHFHVVDU\�WR�GRXEOH�ERRN�NHHSLQJ��ZKLFK�HYHQ�IRU�VLQJOH�PRQH\�UHSUHVHQWV�DVHULRXV�HFRQRPLF�SUREOHP��$OO�WKLV�VKRZV�WKDW�RQH�VKRXOG�QRW�KRSH�WKDW�EDUWHUFRXOG�VROYH�D�SUREOHP�RI�LQHIILFLHQF\�RI�PRGHUQ�5XVVLDQ�PDUNHW�� %DUWHU�DQG�EDQN�FUHGLW,W�LV�QHFHVVDU\�WR�WHOO�VRPH�ZRUGV�DERXW�D�UHODWLRQV�RI�EDUWHU�DQG�EDQN�FUHGLW�7KLV�TXHVWLRQ� LV�QRW�\HW� LQYHVWLJDWHG� LQ�D�JHQHUDO��EXW�VRPH�FRQFOXVLRQV�FDQ
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EH� PDGH� RI� UHVHDUFK� RI� SDUWLFXODU� PRGHOV� SUHVHQWHG� LQ� *XULHY� 6�0�� DQG3RVSHORY ,�*����������DQG�3RVSHORY��,�*��������&UHGLW�PRQH\�OLNH�EDUWHU�RQH�LV�LVVXHG�E\�QHFHVVLW\�DQG�VR�WDNH�DZD\�OLTXLGLW\FRQVWUDLQW��VHH�Hrb[dZ��Bklhqgbd�kkuedb�g_�gZc^_g���VHFWLRQ����2Q�WKHRWKHU� KDQG� FUHGLW� XQOLNH� EDUWHU� LV� PHDVXUHG� LQ� FRPPRQ� FXUUHQF\� VR� QRSUREOHP�RI�WZLFH�ERRN�NHHSLQJ�DULVHV��7KDW�LV�ZK\�FKHDS�HQRXJK�FUHGLW�PD\SOD\� UROH�RI�VHFRQG�FXUUHQF\� LQ�GLPLQLVKLQJ� LQHIILFLHQF\�RI�PDUNHW��7KH�ZLGHVSUHDG�UHOLDEOH�FUHGLW�ERWK� LQGXVWULDO�DQG�FRQVXPHU� ORQJ�VLQFH�H[LVWLQJ� LQ�WKHZHVWHUQ�FRXQWULHV� LV�SUREDEOH� WKH� UHDVRQ�ZK\�EDUWHU�QHYHU� VSUHDG�ZLGHO\� LQZHVWHUQ�HFRQRPLHV��7KLV�LQ�LWV�WXUQ�LV�WKH�UHDVRQ�ZK\�EDUWHU�KDV�EHHQ�PDLQO\GURSSHG� RXW� RI� VLJKW� RI� WKH� HFRQRPLF� WKHRU\�� +RZHYHU� VWXG\LQJ� 5XVVLDQHFRQRP\�RQH�VKRXOG�QRW� LJQRUH�SRVVLELOLWLHV�RI� EDUWHU��&UHGLW� LQYHVWPHQWV� LQ5XVVLD�PDNH� RQO\� ����*'3�ZKLOH� LQ�*HUPDQ\� WKH\�PDNH� �����*'3� DQGHYHQ�LQ�&]HFKLD�WKH\�UHDFK�����*'3��&UHGLW� PRQH\� KDYH� DOVR� VRPH� GLVDGYDQWDJHV� DV� FRPSDUHG� ZLWK� LGHDOL]HGVHFRQG� FXUUHQF\�� &UHGLW� PRQH\� DUH� RI� LQWHUHVW� IRU� UDFNHWHHUV� DQG�� ZKLFK� LVPRUH� LPSRUWDQW�� FUHGLW�� EHLQJ�PHDVXUHG� LQ� FRPPRQ� FXUUHQF\��PD\� FRPH� WRFRQVXPHU�PDUNHW� DQG� SURYRNH� LQIODWLRQ�� 6R� ZH� KDYH� FRPSOH[� FRQWUDGLFWRU\VLWXDWLRQ� UHSUHVHQWLQJ� VFKHPDWLFDOO\� RQ� )LJ�� �� E\� DUURZV� DW� SRLQW�%�� 2Q� WKHRQH� KDQG� FKHDS� FUHGLW� UHPRYLQJ� OLTXLGLW\� FRQVWUDLQWV� UHGXFHV� LQHIILFLHQF\DFFRUGLQJ� WR�Hrb[dZ�� Bklhqgbd� kkuedb� g_� gZc^_g��� VHFWLRQ� �� RQ� WKHRWKHU� KDQG� SXVKLQJ� IRUZDUG� LQIODWLRQ� FKHDS� FUHGLW� LQFUHDVHV� LQHIILFLHQF\DFFRUGLQJ�WR����VHFWLRQ���7KH� HQGLQJ� UHVXOW� RI� WKHVH� RSSRVLWH� WHQGHQFLHV� PD\� EH� FKDUDFWHUL]HG� DVIROORZV��,I�GLVWRUWLRQ�RI�HFRQRP\�LV�VOLJKW��SRLQW�%� LV�QHDU�WR�&�RQ�)LJ�����DQGKHQFH� JURZWK� RI� SURGXFWLRQ� GRHV� QRW� LQFUHDVHV� XWLOLW\� RI� FRQVXPSWLRQ� WKHQHJDWLYH� HIIHFW� GRPLQDWHV� DQG� RQH� VKRXOG� H[SHFW� IXUWKHU� GHYHORSPHQWDFFRUGLQJ� WR� PRQHWDULVW� UHDVRQLQJ�� DGGLWLRQDO� PRQH\� SXVK� LQIODWLRQ� ZKLFKVXSSUHVVHV�SURGXFWLRQ��,I�GLVWRUWLRQ�LV�VHULRXV��SRLQW�%�LV�IDU�IURP�&�RQ�ILJ����DQG�JURZWK�RI�SURGXFWLRQ�ZRXOG�EH�GHVLUDEOH�IRU�FRQVXPHUV�WKH�SRVLWLYH�HIIHFWGRPLQDWHV� DQG� GHYHORSPHQW� ZLOO� FRUUHVSRQG� .HLQVLDQ� UHDVRQLQJ�� DGGLWLRQDOPRQH\�VWLPXODWH�SURGXFWLRQ�LQ�VSLWH�RI�LQIODWLRQ�0RUHRYHU� PRGHOV� SUHGLFW� SRVVLELOLW\� RI� VR�FDOOHG� ©GHIODWLRQ� VKRFNª�� :KHQFULVLV�LV�GHHS��SRLQW�%� LV�IDU�IURP�&�RQ�ILJ����� WKH�WLJKW�FUHGLW�SROLF\�VXSSUHVVSURGXFWLRQ� VR� WKDW� RXWSXW� IDOOV� IDVWHU� WKDQ� PRQH\� PDVV� DQG� LQIODWLRQ� HYHQJURZV�� 6RPH� 5XVVLDQ� HFRQRPLVWV�� LQ� SDUWLFXODU� *� <DYOLQVN\� VSRNH� RIUHSHDWHG� GHIODWLRQ� VKRFNV� LQ� 5XVVLD� LQ� VSULQJ� RI� ������ ����� DQG� �����([SHULPHQWV�ZLWK�RXU�PRGHO�FRQILUP�WKLV�RSLQLRQ��3HWURY�DQG�DO���������4XHVWLRQV� DERYH� DUH� XQGRXEWHGO\� DQ� LQWHUHVWLQJ� DQG� XUJHQW� VXEMHFW� RI� WKHIXUWKHU�UHVHDUFKHV�� (TXLOLEULXP�ZLWK�DUUHDUV�RU�PXWXDO�FUHGLW�RI�HQWHUSULVHV�$�HTXLOLEULXP��1RWRULRXV� QRQSD\PHQWV� �XQGHUSD\PHQWV�� DUUHDUV�� LQWHU�ILUP� GHIDXOWV�� ZLGHO\VSUHDG� LQ� 5XVVLDQ� HFRQRP\� UHSUHVHQW� DOWHUQDWLYH� WR� EDUWHU� PHFKDQLVP� RIUHGXFLQJ�PRQH\�SD\PHQWV��:KLOH�SHUIHFW� FRPSHWLWLRQ�PDUNHW� LV� LQYHVWLJDWHGFRPSOHWHO\� DQG� EDUWHU� PHFKDQLVPV� DUH� UDWKHU� WUDQVSDUHQW�� DUUHDUV� UHPDLQ
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TXHVWLRQDEOH�� 7KHUH� DUH� RQO\� IHZ� ZRUNV� WKDW� SURYLGH� IRUPDO� PRGHOV� RI� WKHXQGHUSD\PHQWV��:KLOH� EXLOGLQJ� VXFK� D� PRGHO� WKH� HFRQRPLVW� IDFHV� DW� OHDVWRQH�FKDOOHQJH��,W�LV�QRW�KDUG�WR�H[SODLQ�ZK\�WKH�EX\HU�LV�QRW�DEOH��RU�ZLOOLQJ��WRSD\�WKH�IXOO�SULFH��,W�LV�OHVV�HYLGHQW�KRZ�WR�H[SODLQ�ZK\�WKH�VHOOHU�DJUHHV�WR�VHOODW�D�ORZHU�SULFH�DQG�LI�KH�GRHV�ZK\�SD\�KLP�DW�DOO"�:H�DUH�DZDUH�RI�VHYHUDO�DQVZHUV�WR�WKLV�TXHVWLRQ��7KH�PRVW�DSSDUHQW�RQH�LVGHVFULEHG� LQ� *ULJRULHY�� ������ ,W HVVHQWLDOO\� UHOLHV� XSRQ� DVVXPSWLRQ� RILPSHUIHFW� FRPSHWLWLRQ� DQG� VXJJHVWV� WKDW� WKH� VHOOHU� QHHGV� WR� GLVFULPLQDWHEX\HUV�E\�SULFHV� IRU�ZKLFK� WKH�XQGHUSD\PHQWV�DUH�D� FRQYHQLHQW� LQVWUXPHQW�7KH� SDSHU� VROYHV� IRU� HTXLOLEULXP� LQ� FDVH� RI� DV\PPHWULF� LQIRUPDWLRQ� VR� WKHXQGHUSD\PHQWV�DUH�XVHG�DV�VFUHHQLQJ�GHYLFH�LQ�D�SULQFLSDO�DJHQW�PRGHO��7KHGUDZEDFN�RI�WKH�PRGHO�LV�WKH�H[RJHQRXV�SDUDPHWHU�WKDW�PHDVXUHV�WKH�GDQJHURI�EHLQJ�WRR�LQGHEWHG��SUREDELOLW\�RI�EHLQJ�DQQRXQFHG�LQVROYHQW���7KLV�PHDQVWKH�PRGHO�GRHV�QRW�GHDO�ZLWK�WKH�RWKHU�NH\�SRLQW�RI�WKH�SD\PHQW�FULVLV��,I�WKHVHOOHU�DJUHHV�WR�VHOO�DW�ORZHU�SULFHV�ZK\�WR�SD\�DW�DOO"7KH� RWKHU� DSSURDFK� 3HURWWL�� ���� DQG� 3RVSHORY�� ���� DVVXPHV� VRPHFRUSRUDWH��RU��VKRXOG�RQH�VD\��FROOXVLYH��VSLULW�WKDW�ILUPV�DV�D�ZKROH�SRVVHVV�,Q�WKHVH�PRGHOV�WKH�ILUPV�XVH�WKH�XQGHUSD\PHQWV�DV�DQ�LQVWUXPHQW�IRU�JHWWLQJORZ�LQWHUHVW�FUHGLW� IURP�RXWVLGH� OHQGHUV�VXFK�DV�JRYHUQPHQW��%HLQJ� LQGHEWHGWKH�ILUP�H[SHFWV�WKDW�WKH�JRYHUQPHQW�LV�JRLQJ�WR�KHOS�DQG�SURYLGH�VRPH�FKHDSPRQH\��7KLV�FDVH�GLG�WDNH�SODFH�LQ����������7KH�NH\�SRLQW�KHUH�LV�WKDW�WKLV�LVWKH� EX\HU�ZKR�JHWV� WKH� FKHDS�PRQH\�DQG� LW� LV� WKH� VHOOHU�ZKR� LV� XQGHUSDLG�+RZHYHU�HYHU\�ILUP�LV�ERWK�D�EX\HU�DQG�D�VHOOHU� LQ�VRPH�WUDQVDFWLRQV�VR�WKHH[WHUQDOLW\�LVVXH�LV�UHVROYHG�E\�FRRSHUDWLYH�EHKDYLRU�7KHQ�� WKHUH� LV�D�FRXSOH�RI� SDSHUV� WKDW� XVH�JHQHUDO� HTXLOLEULXP�PRGHOV��7KHDGYDQWDJH�RI� JHQHUDO� HTXLOLEULXP�DSSURDFK� LV� REYLRXV� VLQFH� LQ� DQ� HFRQRP\ZLWK� LQWHU�ILUP� DUUHDUV� WKH� SDUWLDO� HTXLOLEULXP� FOHDUO\� PLVVHV� FHUWDLQ� VRPHLPSRUWDQW� SRLQWV�� 7KH� SDSHU� .LP� DQG� .ZRQ�� ���� VXJJHVWV� D� JHQHUDOHTXLOLEULXP�PRGHO�RI�DQ�HFRQRP\�ZLWK�ULJLG�WHFKQRORJLFDO�VWUXFWXUH��7KHUH�DUHQ ILUPV� ZLWK� OLQHDU� SURGXFWLRQ� WHFKQRORJ\� DQG� ZRUNLQJ� FDSLWDO� DV� OLPLWLQJIDFWRU�� 7KH� ILUP� L EX\V� IURP� ILUP� L �� DQG� VXSSOLHV� WR� ILUP� L �� DQG� LVVXEMHFW�WR�D�ILUP�VSHFLILF�SURGXFWLYLW\�VKRFNV��$OWKRXJK�RXU�PRGHO�LV�PXFK�OHVVVRSKLVWLFDWHG�WKDQ�RQH�E\�.LP�DQG�.ZRQ������ ZLWK�XQFHUWDLQW\�DQG�G\QDPLFVHWWLQJ��RXU�DQDO\VLV�LV�PRUH�JHQHUDO�LQ�WKH�VHQVH�WKDW�ZH�GR�QRW�DQ\�VSHFLDODVVXPSWLRQV� DERXW� WKH� SURGXFWLRQ� VHWV� EH\RQG� FRQYHQWLRQDO� RQHV�� ,Q*UDQYLOOH� HW� DO��� ���� DOO� ILUPV� DFW� XQGHU� JLYHQ� UDWH� RI� XQGHUSD\PHQWV� DQGJLYHQ�H[RJHQRXV�SDUDPHWHU�RI�GLVXWLOLW\�RI�EHLQJ� LQGHEWHG� OLNH�RQH�GHVFULEHGDERYH�� 7KHQ� WKH� XQGHUSD\PHQW� UDWH� LV� WR� EH� GHWHUPLQHG� IURP� HTXLOLEULXPFRQGLWLRQV�2XU� PRGHO� LV� VLPLODU� WR� WKH� ODWHU� ZRUNV� WKRXJK� ZH� H[SOLFLWO\� VWDWH� WR� ZKLFKH[WHQW� ILUPV� DFFHSW� XQGHUSD\PHQWV� DQG� DOORZ� GLIIHUHQW� OHYHOV� RIXQGHUSD\PHQWV� IRU� GLIIHUHQW� JRRGV� �ZKLFK� UHDOO\� KDSSHQV���� 2XU� DSSURDFKDOVR� FRPSDWLEOH� ZLWK� � LGHD� RI� FRUSRUDWH� EHKDYLRU� EXW� GRHV� QRW� WDNH� LQWRDFFRXQW�PRQRSROLVWLF�DVSHFWV2XU�DQVZHU�WR�WKH�TXHVWLRQ�DERYH�LV�WKDW�D�ILUP�VHOOV�DW�ORZHU�SULFH�LQ�RUGHU�WREH�DEOH�WR�EX\�DW�ORZHU�SULFH��$�ILUP�H[SODLQV�WR�LWV�VXSSOLHUV�WKDW�LW�FDQ�QRW�SD\EHFDXVH�FRQVXPHUV�GLG�QRW�SD\�WR�LW�



��

:H� DVVXPH� DUUHDUV� DUH� DOORZHG� RQO\� LQ� LQWHU�ILUP� PDUNHW� �7KH� VWURQJHUDVVXPSWLRQ�LV�WKDW�WKHUH�H[LVW�FRQVWDQW�UDWHV�RI�XQGHUSD\PQHW�IRU�HDFK�JRRG^ `V  V V� ��� �� � VDPH�IRU�DOO�ILUPV��1RPLQDO�SULFH�LQ�LQWHU�ILUP�PDUNHW�DUH� S�EXW�DFWXDOO\�D�ILUP�SD\V�IRU�XQLW�RI�JRRG� L RQO\� S VL L� GROODUV��7KH�UHPDLQLQJVL GROODUV�SHU�XQLW�RI�JRRG� L DUH�UHFRUGHG�DV�DQ�DVVHW��GHEWRUV�UHFHLYDEOH��WRVHOOHU� DQG� DV� OLDELOLW\� �DFFRXQWV� IRU� SD\PHQW�� WR� EX\HU¶V� EDODQFH� VKHHWV�0RQHWDU\� SD\PHQWV� S V� IDFH� WKH� VDPH� WUDQVDFWLRQ� FRVW� $ DQG� % DV� LQFRQVXPHU�PDUNHW�6R�ZH�FRQVLGHU�DUUHDUV�DV� IUHH�RI� LQWHUHVW�PXWXDO�FUHGLW�RI� ILUPV�DQG� UHTXLUHWKDW�HDFK�ILUP�KROGV�WKH�VROYDELOLW\�FRQVWUDLQW
V\ VZQ Qt ����

ZKLFK�PHDQV� WKDW� LWV� OLDELOLWLHV� RQ� LQWHU�ILUP� WUDQVDFWLRQ� GRHV� QRW� H[FHHG� LWVDVVHWV� RU�� LQ� RWKHU� ZRUGV�� WKDW� LWV� RZQ� XQGHUSD\PHQWV� DUH� MXVWLILHG� E\XQGHUSD\PHQWV� WR� LW��6WDWLVWLFDO� GDWD� VKRZV� WKDW� ���� IXOILOOHG� � IRU�PDMRULW\�RI5XVVLDQ�HQWHUSULVHV�DW�OHDVW�XS�WR�WKH�PLGGOH�RI������1RZ�WKH�EHKDYLRU�RI�ILUPV�PD\�EH�GHVFULEHG�DV�PD[LPL]DWLRQ�RI�SURILW
� � � �3 $ % $ %$Q Q Q Q Q � � � � �S [ S Y S V \ S V Z ����

VXEMHFW� WR� ����� ������ 7KH� SUHVHQFH� RI� ©VHFRQG� SULFHVª� V LQ� ���� GRHV� QRWDOORZ�WR�LQWHUSUHW����� DV�EXGJHW�FRQVWUDLQW�VLPLODU�WR����� DQG�GLIIHUV�UDGLFDOO\PXWXDO�FUHGLW�IURP�VHFRQG�FXUUHQF\�*HQHUDO�HTXLOLEULXP�ZLWK�DUUHDUV�LQ�RXU�PRGHO�LV�WKH�VWDWH�RI�HFRQRP\S S V V F F[ [ \ \ Y Y Z Z ] ]         ­®̄ ½¾¿$ $ $ $
$ $ $ $ $

, ,� � � �� � � �Q Q Q Q Q Q Q Q Q Q
ZKLFK�VDWLVILHV������������������� SURYLGLQJ�WKDW� [ Q � \ Q � Y Q ��Z Q �� ]QPD[LPL]H���� VXEMHFW� WR� ��� DQG� ������ 6LQFH� ERWK� PDUNHWV� IDFH� SDUWLFLSDQWV� DJDLQVWWUDQVDFWLRQ�FRVW�QR�DGGLWLRQDO�FRQGLWLRQV�DUH�UHTXLUHG��:H�ZLOO�UHIHU�WKLV�VWDWHRI�HFRQRP\�DV�$�HTXLOLEULXP�,QYHVWLJDWLRQ� RI� $�HTXLOLEULXP� UHTXLUH� VSHFLILF� PDWKHPDWLFDO� WHFKQLTXH�� $�HTXLOLEULXP�H[LVWV�EXW�FRQWUDU\�WR�&���%$���DQG�%�HTXLOLEULXP�FRQVLGHUHG�DERYHRFFXUV�WR�EH�HVVHQWLDOO\ QRW�XQLTXH�2I� FRXUVH� RQH� PD\� PXOWLSO\� S V$ $ $,� � E\� D� FRPPRQ� SRVLWLYH� IDFWRU� QRWEUHDNLQJ�$�HTXLOLEULXP�EHFDXVH�LW�LV�HTXLYDOHQW�FKDQJLQJ�RI�FXUUHQF\�XQLW��%XWRQH�FDQ�QRW�VFDOH� V$ LQGHSHQGHQWO\�RQ� S$ OLNH�LQ�%�HTXLOLEULXP�EHFDXVH� V$VKRXOG� UHPDLQ� OHVV� WKDQ� S$ RU� PD[LPL]DWLRQ� RI� ���� ZLOO� JHQHUDWH� LQILQLWHGHPDQG�DQG�HTXLOLEULXP�ZLOO� EH� EURNHQ��2Q� WKH� RWKHU� KDQG� FRQGLWLRQV� RI�$�



��

HTXLOLEULXP� OLNH� FRQGLWLRQV� RI� %�HTXLOLEULXP� DUH� QRW� VXIILFH� WR� GHWHUPLQHVHFRQG�SULFHV�E\�JLYHQ�ILUVW�SULFHV�S XQLTXHO\�7KH�UHVXOW�LV�WKDW�RQH�FDQ�DUELWUDU\�IL[�E\�RQH�FRPSRQHQW�RI�HDFK V DQG� S �VD\� V�DQG� S� �� � �d dV S DQG� $�HTXLOLEULXP� ZLOO� EH� GHWHUPLQHG� GHILQLWHO\�'LIIHUHQW�YDOXHV�RI�V� XQGHU�IL[HG�S� JLYH�$�HTXLOLEULD�ZLWK�GLIIHUHQW�SURSRUWLRQRI�SULFHV�DQG�GLIIHUHQW� UHDO�YDOXHV� F [ \ Y Z ]$ $ $ $ $ $� � � � �Q Q Q Q Q ��&KDQJLQJ� V�ZHZLOO�REWDLQ�WKH�ZKROH�OLQH�RI�$�HTXLOLEULD��VHH�)LJ� ���7KLV�OLQH�EHJLQV�ZLWK�%$�HTXLOLEULXP�ZKLFK�LV�D�SDUWLFXODU�FDVH�RI�$�HTXLOLEULXPDW� V �$  DQG�FRPH�WR�LWV�HQG�DW�VRPH�SRLQW�ZKHUH�RQH�RI�WKH�FRPSRQHQWVRI V$ EHFRPHV�HTXDO�WR�FRUUHVSRQGLQJ�FRPSRQHQW�RI�� S$ �$OO�WKHVH�$�HTXLOLEULD�DUH�LQHIIHFWLYH��OLH�ZLWKLQ� a7 ���+RZHYHU�FDOFXODWLRQ�PDGHZLWK�DEVWUDFW�GDWD�VKRZQ�WKDW�WKH�OLQH�RI�$�HTXLOLEULD�LQ�WKH�EHJLQQLQJ��DW�VPDOOV$�� JRHV� WRZDUG� &�HTXLOLEULXP� WKHQ� FORVH� WR� ERXQGDU\� RI� a7 WXUQV� DEUXSWO\WRZDUG�%�HTXLOLEULXP�DQG�RQO\�DIWHU� WKDW�HQGV�ZLWKLQ� a7 �VHH�)LJ� ����8WLOLW\� RIFRQVXPSWLRQ� LQ� LQHIIHFWLYH� $�HTXLOLEULXP� LQ� WKH� UHJLRQ� RI� � WXUQLQJ� SRLQWRFFXUUHG��WR�EH�PRUH�WKDQ�LQ�HIIHFWLYH�%�HTXLOLEULXP�2I� FRXUVH� LW� LV� LPSRVVLEOH� WR� FKHFN� WKLV�SURSHUW\�HPSLULFDOO\�EHFDXVH� LQ� UHDOHFRQRP\� UDWHV� RI� XQGHUSD\PHQW� FKDQJHV� WRJHWKHU� ZLWK� RWKHU� LQGLFDWRU� RIHFRQRPLF� FRQMXQFWXUH� +RZHYHU� LW� LV� SRVVLEOH� WR� FDUU\� RXW� WKH� WHVW� ZLWK� WKHPRGHO�,Q� &RPSXWLQJ� &HQWHU� RI� 5XVLLDQ� $FDGHP\� RI� 6FLHQFHV� WKH� ZRUNLQJ� JURXSXQGHU� WKH�KHDG�RI� WKH�DFDGHPLFLDQ�$� 3HWURY�ZLWK�DFWLYH�SDUWLFLSDWLRQ�RI� WKHDXWKRUV� RI� WKH� DUWLFOH� KDV� GHYHORSHG� D� PDWKHPDWLFDO� PRGHO� RI� HFRQRP\� RI6YHUGORYVN�UHJLRQ��7KH�PRGHO�KDYH�EHHQ�GHYHORSHG�E\�WKH�RUGHU�RI�5HJLRQDO6HQLRU�0DQDJHPHQW�RI�&HQWUDO�%DQN�RI�5XVVLD��7KLV�PRGHO�QRZDGD\V�LV�ZHOOYHULILHG��,W� UHSURGXFHV�G\QDPLFV�RI�PRUH�WKDQ����EDVLF� LQGLFDWRUV�RI�UHJLRQDOHFRQRP\� ZLWK� FRUUHODWLRQ� PRUH� ���� DQG� DFFXUDF\� OHVV� WKHQ� ����� 7KHSULQFLSDO�VFKHPH�RI�WKH�PRGHO�ZLOO�EH�SXEOLVKHG�LQ�*XULHY��6�0��DQG�DO�������7KLV�PRGHO�� LQ�SDUWLFXODU�� WDNHV� LQWR�DFFRXQW�XQGHUSD\PHQWV�DQG� UHDFWLRQ�RIHQWHUSULVHV� RQ� WKHP�DFFRUGLQJ� WKH� VFKHPH� FRQVLGHUHG� DERYH�� 7KH� UHJLRQDOHFRQRP\� LV� RSHQHG� DQG� SULFHV� RQ� UHJLRQDO� PDUNHW� DUH� QRW� GHWHUPLQHG� E\UHJLRQDO� GHPDQG�DQG�VXSSO\��3ULFHV�DV�ZHOO� DV� UDWHV�RI� XQGHUSD\PHQWV� DUHH[RJHQRXV� SDUDPHWHU� RI� WKH� PRGHO� � RI� UHJLRQDO� HFRQRP\�� +RZHYHU� LW� LVSRVVLEOH� WR� H[DPLQH� FKDQJH� RI� HFRQRPLF� LQGLFDWRUV� GHSHQGLQJ� RI� UDWH� RIXQGHUSD\PHQWV��)LJ� ��UHSUHVHQWV�RQH�RI�VXFK�UHVXOWV�(DFK� SRLQW� RQ� )LJ� �� FRUUHVSRQGV� WKH� DYHUDJH� OHYHO� RI� FRQVXPSWLRQ� ZKLFKZRXOG�EH�LQ�6YHUGORYVN�UHJLRQ�DFFRUGLQJ�WR�WKH�PRGHO�FDOFXODWLRQV�LI�WKH�VKDUHRI�XQGHUSD\PHQWV�� VS ��LQ�WKH�SULFH�RI�IXHO� S KDG�WKH�YDOXH�SRLQWHG�RXW�DW�WKHKRUL]RQWDO�D[LV��&URVV�PDUNV�WKH�DFWXDO�OHYHO�RI�FRQVXPSWLRQ�YV��DFWXDO�VKDUHRI�XQGHUSD\PHQWV��|�������
� 6YHUGORYVN�UHJLRQ�LPSRUWV�DOPRVW�DOO�IHXO�
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,QWHUHVWLQJ� WR� VHH� KRZ� WKH� JURZWK� RI� WKH� VKDUH� RI� XQGHUSD\PHQWV� DW� ILUVWVWLPXODWHV� �FRQVXPSWLRQ� JURZV�� WKHQ� VXSSUHVVHV� �FRQVXPSWLRQ� IDOOV�� DQG�DWODVW� UXLQV� HFRQRP\�� �'LVRUGHU� RI� SRLQWV� DW� WKH� ULJKW�KDQG� VLGH� RI� GLDJUDPFRUUHVSRQGV�WR�LQVWDELOLW\�RI�HFRQRP\�SUHGLFWHG�E\�WKH�PRGHO�DW� ODUJH�UDWH�RIXQGHUSD\PHQWV���4XDOLWDWLYHO\�WKH�SLFWXUH�FRUUHVSRQGV�WR�WKH�WUHQG�RI�WKH�OLQHRI�$�HTXLOLEULD�GHVFULEHG�DERYH�1RWH� WKDW�D��DFWXDO�VWDWH�RI�HFRQRP\��FURVV� LQ�)LJ� ��� OLHV�QHDU� WKH�RSWLPXPDQG�E�� LQVWDELOLW\�HPHUJHV�DW� WKH�HQG�RI�$�HTXLOLEULD� OLQH�ZKHUH�$�HTXLOLEULXPEHFRPHV�VLPLODU�WR�%�HTXLOLEULXP��7KHVH�REVHUYDWLRQV�VHHP�WR�SRLQW�RXW� WKDWWKH� HFRQRP\� KDV� DGGLWLRQDO� PHFKDQLVPV� ZKLFK� D�� NHHS� XQGHUSD\PHQWV� DWUHDVRQDEOH�OHYHO�DQG�E��PDNH�XQVWDEOH�WKH�HIIHFWLYH�EDUWHU�HTXLOLEULXP�6R�ZH�KDYH�VHHQ�WKDW�WKRXJK�HTXLOLEULXP�ZLWK�XQGHUSD\PHQWV��$�HTXLOLEULXP�GRHV�QRW� OD\�RQ�ERUGHU�RI� WHFKQRORJLFDO�VHW�� LW�FDQ�EH�UDWKHU�HIIHFWLYH��$W� WKHVDPH�WLPH�$�EDODQFH�LV�GHSULYHG�RI�WKH�EDVLF�IDXOWV�RI�HTXLOLEULXP�ZLWK�EDUWHU�%�HTXLOLEULXP��� WKHUH� LV� DFWXDOO\� RQO\� RQH� VFDOH� RI� SULFHV� DQG� HQWHUSULVHVZKLFK�DUH�QRW�SURGXFLQJ�JRRGV�RI� FRQVXPHUV¶� GHPDQG� UHFHLYH� WKHLU� LQFRPHE\�VDOHV�RI�WKHLU�RZQ�SURGXFWLRQ�DQG�QRW�E\�UHVHOOLQJ�RI�DQWKHU¶V��RQH)RU�WKHVH�UHDVRQV�ZH�PD\�VXSSRVH�WKDW�XQGHUSD\PHQWV�EHLQJ�OHJDOL]HG��L�H�WUDQVIRUPHG� LQ� WKH� ODZIXO�PXWXDO� FUHGLW� RI� WKH� HQWHUSULVHV�� FRXOG� VHUYH� DV� DVXLWDEOH�PHDQ�WR�RYHUFRPH�V\VWHPDWLF�VKRUWDJH�RI�ZRUNLQJ�FDSLWDO�LQ�5XVVLDQHFRQRP\�� ,QHIILFLHQF\�RI�WKH�PDUNHW�DV�VWLPXOXV�WR�LQWHJUDWLRQ�RI�WKH�HQWHUSULVHV,Q� WKH� FDVH� RI� SHUIHFW� FRPSHWLWLRQ� �&�HTXLOLEULXP�� VHFWLRQ� ��� ILUPV� KDYH� QRVWLPXOL� WR� LQWHJUDWH��:HOO� NQRZQ� WKHRUHP� RI� WKH� FRUH� RI� HFRQRP\� �1LNDLGR�������VWDWHV�WKDW�QR�JURXS�RI�ILUPV�LQ�&�HTXLOLEULXP�FRXOG�LQFUHDVH�WKHLU�WRWDOSURILW�E\�UHDOORFDWLRQ�RI�UHVRXUFHV�ZLWKLQ�WKH�JURXS�7KLV�LV�QRW�WUXH�LQ�WKH�FDVH�RI�$�HTXLOLEULXP��5HDOORFDWLQJ�RI�UHVRXUFHV�EHVLGHVPDUNHW� ILUPV�FDQ�DYRLG� WUDQVDFWLRQ�FRVW�� ,W� LV�QHFHVVDU\��KRZHYHU��DOZD\V� WRPHDQ��WKDW�SXUH�DGPLQLVWUDWLYH�DVVRFLDWLRQ�RI�ODUJH�QXPEHU�RI�WKH�HQWHUSULVHVZLOO�IDFH�SUREOHPV�OLNH�WKRVH�RI�D�SODQQHG�HFRQRP\��,Q�PRGHUQ�FRQGLWLRQV�RI�DSRZHUIXO� H[WHUQDO� FRPSHWLWLRQ�� VXFK� JURXS� PRVW� OLNHO\� ZLOO� EH� FRPSHOOHG� WR
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RUJDQL]H� LQWHUQDO� V\VWHPV� RI� DFFRXQWV� DQG� HFRQRPLF� VWLPXOL� L�H�� LQWHUQDOVXEPDUNHW�� 7KHQ� DW� WKH� HQG� DVVRFLDWLRQ� EH� UHGXFHG� WR� RQH� RI� PRGHOV� RIHTXLOLEULXP�EXW�ZLWK�WKH�VROLGDU\�ILQDQFLDO�UHVSRQVLELOLW\�RI�JURXS��L�H��ILQDQFLDO�LQGXVWULDO�JURXS��)3*��7KH�)HGHUDO�/DZ�����7R�HVWLPDWH�WKH�HIIHFW�RI�LQWHJUDWLRQ�LQ�),*�VXSSRVH�WKDW�WKH�ILUP� Q LV�DOORZHGWR� UHOD[�VROYDELOLW\�FRQVWUDLQW� ���� E\�EX\LQJ�DGGLWLRQDO� DVVHWV� 'Q �RU� VHOOLQJH[FHVVLYH� OLDELOLWLHV�� DW� UDWH� T �� :KDW� YROXPH'Q WKH� ILUP� ZLOO� FKRVH"� 7RDQVZHU� WKLV�TXHVWLRQ� LW� LV�QHFHVVDU\� WR�VROYH�PRGLILHG�SUREOHP�������1DPHO\ILUP�VKRXOG�PD[LPL]H
3$ � T'Q ����

RYHU�� [ Q � \ Q � Y Q ��Z Q �� ]Q DQG 'Q VXEMHFW�WR�XQGHU�WHFKQRORJLFDO�FRQVWUDLQW��� DQG PRGLILHG�VROYDELOLW\�FRQVWUDLQW
'Q Q Q� tV\ VZ ����

,W�PD\�EH�VKRZQ��WKDW�WKH�SUREOHP���������� GHILQHV�PRQRWRQH�GHPDQG�VXSSO\IXQFWLRQ� � �'Q T� �S V ��:H�VSHDN�RI�VXSSO\�EHFDXVH�DW�KLJK�UDWHV�T LW�LV�PRUHSURILWDEOH�WR�FKRVH�'Q � � ��L�H��WR�JHW�DGGLWLRQDO�LQFRPH�LQ����� DW�H[SHQVH�RIWLJKWHQLQJ�VROYDELOLW\�FRQVWUDLQW����� 'HPDQG�VXSSO\� 'Q EHFRPHV�]HUR�ZKHQWKH�UDWH� T LV�HTXDO� WR�/DJUDQJH�PXOWLSOLHU� � �TQ S V� RI�FRQVWUDLQW� ���� LQ� WKHLQLWLDO� RSWLPL]DWLRQ� SUREOHP� RI�PD[LPL]DWLRQ� ���� VXEMHFW� WR� ����� ������ ,I� T �� �TQ S V� WKH� ILUP� Q ZDQWV� WR� EX\� DVVHWV� LI� T !� � �TQ S V� LW� ZDQWV� WR� VDOHRQHV�,Q�JHQHULF�FDVH�/DJUDQJH�PXOWLSOLHUV� � �TQ S V� DUH�GLIIHUHQW� IRU�GLIIHUHQW� ILUPVDQG� DW� JLYHQ� T VRPH� ILUPV� ZLOO� DVN� DVVHWV� ZKLOH� RWKHUV� ZLOO� RIIHU�� )RU� DQ\JURXS�RI� ILUPV�* WKHUH�H[LVWV�HTXLOLEULXP�UDWH� � �T* S V� EULQJLQJ� LQ�EDODQFHVXSSO\�DQG�GHPDQG�RI�DVVHWV�ZLWKLQ�WKH�JURXS� �� �'QQ T�¦  * * S�V S�V� � �
([FKDQJH�RI� DVVHWV� E\� HTXLOLEULXP� UDWH� LQFUHDVHV� SURILW� RI� HDFK�PHPEHU� RIJURXS� IRU�DQ\� S V� ��7KH�HTXLOLEULXP�UDWH�PD\�EH� IRXQG� IURP� WKH�SUREOHP�RIPD[LPL]LQJ�RI�WKH�WRWDO�SURILW�RI�JURXS
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3 3$* $* �¦ QQ ����
VXEMHFW�WR���� DQG�VROLGDU\�VROYDELOLW\ FRQVWUDLQW

V\ VZQQ QQ� �¦ ¦t* * ����
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