
0DQDJLQJ�&RWWRQ�3ULFH�5LVN�LQ�(J\SW�2PQHLD�+HOP\�:RUNLQJ�3DSHU�1R�����1RYHPEHU�������

2PQHLD�+HOP\�LV�$VVRFLDWH�3URIHVVRU�DW�WKH�)DFXOW\�RI�(FRQRPLFV�DQG�3ROLWLFDO�6FLHQFH��&DLUR�8QLYHUVLW\��7KH�
YLHZV�H[SUHVVHG�LQ�WKLV�SDSHU�DUH�WKRVH�RI�WKH�DXWKRU�DQG�QRW�QHFHVVDULO\�RI�&DLUR�8QLYHUVLW\�RU�WKH�(J\SWLDQ�
&HQWHU�IRU�(FRQRPLF�6WXGLHV�����
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$EVWUDFW�
7KLV�SDSHU�GLVFXVVHV�DOWHUQDWLYH�SROLF\�RSWLRQV�IRU�GHDOLQJ�ZLWK�WKH�ODUJH�YDULDELOLW\�LQ�ZRUOG�
FRWWRQ�SULFHV��,W�DOVR�HYDOXDWHV�WKH�FXUUHQW�SULFH�JXDUDQWHH�VFKHPH�LQ�(J\SW�LQ�WHUPV�RI�LWV�
LPSDFW�RQ�IDUPHUV��WUDGHUV��WKH�WUHDVXU\�DQG�WKH�HFRQRP\�DW�ODUJH��,W�FRQFOXGHV�WKDW�(J\SW�LV�
EHWWHU�RII�DW�WKLV�VWDJH�FRQWLQXLQJ�ZLWK�DQG�UHIRUPLQJ�WKH�FXUUHQW�V\VWHP��6KLIWLQJ�WR�GLUHFW�
LQFRPH�VXSSRUW�SURJUDPV�RU�PDUNHW�EDVHG�KHGJLQJ�VROXWLRQV�UHTXLUHV�VRSKLVWLFDWHG�PDUNHWV�
DQG LQVWLWXWLRQDO�VHWXS��ZKLFK�GR�QRW�FXUUHQWO\�H[LVW��+RZHYHU��WR�PDNH�WKH�FXUUHQW�V\VWHP�
PRUH HIILFLHQW��WKH�VWXG\�VXJJHVWV�WKH�FUHDWLRQ�RI�D�VLQJOH��LQGHSHQGHQW�RUJDQL]DWLRQ�WR�GHDO�
ZLWK�DOO�DVSHFWV�RI�WKH�FRWWRQ�VHFWRU��,W�DOVR�UHFRPPHQGV�OLQNLQJ�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�
WR�ZRUOG�FRWWRQ�SULFHV�WR�PLQLPL]H�RYHUSURGXFWLRQ�DW�WLPHV�RI�ORZ�ZRUOG�GHPDQG��$V�IRU�
PDUNHWLQJ��WKH�SDSHU�VXJJHVWV�WKDW�WKH�DOORFDWLRQ�RI�ULQJV�EH�EDVHG�RQ�H[SOLFLW�DQG�FRPSHWLWLYH�
FULWHULD��DV�ZHOO�DV�WKH�JUDGXDO�SULYDWL]DWLRQ�RI�WKH�SXEOLF�VHFWRU�FRWWRQ�WUDGLQJ�FRPSDQLHV��
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,� ,QWURGXFWLRQ�
�9RODWLOLW\�LQ�ZRUOG�FRWWRQ�SULFHV�LV�DQ�LPSRUWDQW�SROLF\�LVVXH�IRU�(J\SW��DV�FRWWRQ�LV�D�NH\�
H[SRUW�FRPPRGLW\�WKDW�DIIHFWV�PDQ\�DJHQWV�DQG�DFWLYLWLHV�����7KHUH�DUH�WKUHH�PDLQ�
DSSURDFKHV�WR�PDQDJLQJ�SULFH�ULVN�RI�FRPPRGLWLHV�LQ�JHQHUDO�DQG�FRWWRQ�LQ�SDUWLFXODU��
GRPHVWLF�SULFH�VWDELOL]DWLRQ�VFKHPHV��GLUHFW�LQFRPH�VXSSRUW�SURJUDPV��DQG�WKH�XVH�RI�
FRPPRGLW\�ULVN�PDQDJHPHQW�WRROV��7KHVH�DSSURDFKHV�GLIIHU�LQ�WKHLU�PHFKDQLVPV�DQG�
HFRQRPLF�LPSOLFDWLRQV����

7R�FRSH�ZLWK�WKH�SUREOHP�RI�YRODWLOLW\�LQ�ZRUOG�FRWWRQ�SULFHV��WKH�(J\SWLDQ�JRYHUQPHQW�
IROORZV�WKH�GRPHVWLF�SULFH�VWDELOL]DWLRQ�DSSURDFK��7KH�JRYHUQPHQW�SURWHFWV�FRWWRQ�JURZHUV�
IURP�UHYHQXH�YDULDELOLW\�E\�JXDUDQWHHLQJ�WKHP�D�VXSSRUW�SULFH��1RWZLWKVWDQGLQJ�WKH�PHULWV�
RI�WKH�JRYHUQPHQW¶V�SULFLQJ�SROLF\��LW�KDV�KDG�YDULRXV�DGYHUVH�HIIHFWV�RQ�FRWWRQ�JURZHUV��
SULYDWH�WUDGHUV��DQG�WKH�JRYHUQPHQW¶V�ILQDQFH��7KXV��WKH�DLP�RI�WKLV�SDSHU�LV�WR�DGGUHVV�WZR�
PDLQ�TXHVWLRQV��
x� +RZ�FRXOG�WKH�FXUUHQW�FRWWRQ�SULFLQJ�SROLF\�EH�EHWWHU�DGPLQLVWHUHG�LQ�(J\SW"��
x� &RXOG�WKH�RWKHU�WZR�DSSURDFKHV��WKH�GLUHFW�LQFRPH�VXSSRUW�SURJUDPV��DQG�WKH�XVH�RI�

FRPPRGLW\�ULVN�PDQDJHPHQW�WRROV��EH�PRUH�HIIHFWLYH�DOWHUQDWLYHV�WR�PDQDJLQJ�FRWWRQ�
SULFH�ULVN�LQ�(J\SW"�$QG�XQGHU�ZKDW�FRQGLWLRQV"�

� 6HFWLRQ�,,�LV�DQ�DVVHVVPHQW�RI�WKH�HIIHFWLYHQHVV�RI�WKH�WKUHH�DSSURDFKHV�WR�PDQDJLQJ�
FRPPRGLW\�SULFH�ULVN��,Q�VHFWLRQ�,,,��WKH�EHQHILWV�DQG�FRVWV�RI�(J\SW¶V�FRWWRQ�SULFLQJ�SROLF\�
DUH�DQDO\]HG��,Q�VHFWLRQ�,9��UHIRUPV�WR�LPSURYH�WKH�FXUUHQW�FRWWRQ�SULFLQJ�SROLF\�ZLOO�EH�
SURSRVHG�DQG�PRUH�HIIHFWLYH�DSSURDFKHV�WR�PDQDJLQJ�FRWWRQ�SULFH�ULVN�ZLOO�EH�VXJJHVWHG�IRU�
(J\SW��DQG�WKHLU�QHFHVVDU\�LQVWLWXWLRQDO�VHWXS�ZLOO�EH�LGHQWLILHG��6HFWLRQ�9�FRQFOXGHV��
�,,��0DQDJLQJ�&RPPRGLW\�3ULFH�5LVN��&RXQWU\�([SHULHQFHV�
�&RQFHUQV�DERXW�FRPPRGLW\�SULFH�IOXFWXDWLRQV�KDYH�OHG�WR�FRPPRGLW\�SROLF\�LQWHUYHQWLRQV�
E\�QDWLRQDO�JRYHUQPHQWV��$�UHYLHZ�RI�FRXQWU\�H[SHULHQFHV�UHYHDOV�WKDW�PDQDJLQJ�SULFH�ULVN�
RI�FRPPRGLWLHV�LQ�JHQHUDO�DQG�FRWWRQ�LQ�SDUWLFXODU��IROORZV�WKUHH�PDLQ�DSSURDFKHV��GRPHVWLF�
SULFH�VWDELOL]DWLRQ�VFKHPHV��GLUHFW�LQFRPH�VXSSRUW�SURJUDPV��DQG�WKH�XVH�RI�FRPPRGLW\�ULVN�
PDQDJHPHQW�WRROV��7KLV�SDUW�SURYLGHV�DQ�DQDO\VLV�RI�WKH�PHFKDQLVPV�DQG�HFRQRPLF�
LPSOLFDWLRQV�RI�HDFK�DSSURDFK��,W�ZLOO�HQDEOH�XV�WR�GHWHUPLQH�WKH�PRVW�VXLWDEOH�DSSURDFK�WR�
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PDQDJLQJ�FRWWRQ�SULFH�ULVN�LQ�(J\SW��DQG�LWV�QHFHVVDU\�HFRQRPLF�FRQGLWLRQV�DQG�LQVWLWXWLRQDO�
VHWXS��
�'RPHVWLF�3ULFH�6WDELOL]DWLRQ�6FKHPHV��
,Q�RUGHU�WR�SURWHFW�WKH�LQWHUHVWV�RI�SURGXFHUV�IURP�ZRUOG�FRPPRGLW\�SULFH�IOXFWXDWLRQV��
PDQ\�JRYHUQPHQWV�DWWHPSW�WR�VWDELOL]H�GRPHVWLF�SURGXFHU�SULFHV��'RPHVWLF�SULFH�
VWDELOL]DWLRQ�VFKHPHV�KDYH�EHHQ�DGRSWHG�LQ�GHYHORSHG�FRXQWULHV��OLNH�WKH�8QLWHG�6WDWHV�DQG�
WKH�(XURSHDQ�8QLRQ��DV�ZHOO�DV�LQ�GHYHORSLQJ�FRXQWULHV��VXFK�DV�&KLQD�>0DLQODQG@��7XUNH\��
%UD]LO��DQG�3DSXD�1HZ�*XLQHD��%HFHUUD��������*DVDQIHU�������DQG�*LOEHUW���������
0HFKDQLVPV�
'RPHVWLF�SURGXFHU�SULFH�VWDELOL]DWLRQ�LV�RIWHQ�DFKLHYHG�WKURXJK�EXIIHU�IXQG��VWDELOL]DWLRQ�
IXQG��VFKHPHV��RU�E\�WKH�FUHDWLRQ�RI�PDUNHWLQJ�ERDUGV��7KH�ODWWHU�DUUDQJHPHQW�LV�PRUH�
FRPPRQ��*LOEHUW��������������DQG�������DQG�*HPPLOO���������

�$�VWDELOL]DWLRQ�IXQG�VHWV�D�GRPHVWLF�WKUHVKROG�SULFH�IRU�WKH�FRPPRGLW\��7KH�IXQG�
DFFXPXODWHV�UHYHQXHV�FROOHFWHG�DV�OHYLHV�ZKHQ�WKH�ZRUOG�FRPPRGLW\�SULFH�LV�KLJKHU�WKDQ�
WKH�WKUHVKROG�SULFH��DQG�GLVEXUVHV�WKH�UHYHQXHV�DFFXPXODWHG�DV�VXEVLGLHV�WR�SURGXFHUV�ZKHQ�
WKLV�SULFH�IDOOV�EHORZ�WKH�GRPHVWLF�WKUHVKROG�SULFH��H[DPSOH��3DSXD�1HZ�*XLQHD�FRFRD�
VWDELOL]DWLRQ�EXIIHU�IXQG���7KH�RSHUDWLRQ�RI�WKLV�VRUW�RI�VFKHPHV�UHTXLUHV�DQ�DFFXUDWH�
HVWLPDWH�RI�WKH�ORQJ�UXQ�ZRUOG�SULFH��DQG�DQ�HIIHFWLYH�PHFKDQLVP�IRU�HQVXULQJ�WD[�
SD\PHQWV��

0DQ\�JRYHUQPHQWV�VWDELOL]H�SURGXFHU�SULFHV�E\�VHWWLQJ�XS�PDUNHWLQJ�ERDUGV�WR�DFW�DV�
PRQRSVRQ\�EX\HUV��7KH�PDUNHWLQJ�ERDUG�IL[HV�DQ�RIILFLDO�EX\LQJ�SULFH��RU�RIIHUV�D�
JXDUDQWHHG�IORRU�SULFH�WR�IDUPHUV��WKDW�DUH�DQQRXQFHG�EHIRUH�SODQWLQJ�RU�VRZLQJ��7KH�SULFH�
LV�PDLQWDLQHG�IRU�D�VSHFLILHG�SHULRG���W\SLFDOO\�DURXQG�VL[�PRQWKV��GXULQJ�ZKLFK�WKH�ERDUG�
JXDUDQWHHV�WR�EX\�ZKDWHYHU�LV�RIIHUHG��*LOOKDP��HW�DO���������*LOEHUW��������DQG�)OHLVKHU��
��������

7KH�8QLWHG�6WDWHV�GHILFLHQF\�SD\PHQWV�V\VWHP�IRU�XSODQG�FRWWRQ�DLPHG�DW�VXSSRUWLQJ�
IDUPHUV¶�LQFRPHV��DQG�SURYLGLQJ�D�PRUH�VWDEOH�HFRQRPLF�HQYLURQPHQW�IRU�FRWWRQ�JURZHUV��
7KH�8�6��JRYHUQPHQW�RSHUDWHG�D�IORRU�SULFH�V\VWHP�IRU�FRWWRQ�SURGXFHUV�LQ�WKH�IRUP�RI�D�
WDUJHW�SULFH��ZKLFK�ZDV�VHW�LQ������IRU�WKH�ILYH�PDUNHWLQJ�\HDUV���������WR���������DW������
FHQWV�SHU�SRXQG��)DUPHUV�VHOO�WKHLU�FRWWRQ�DIWHU�KDUYHVW�RQ�WKH�PDUNHW�DQG�UHFHLYH�WKH�PDUNHW�
SULFH��ZKLFK�LV�WKH�ZRUOG�PDUNHW�SULFH��SOXV�WKH�GLIIHUHQFH�EHWZHHQ�WKH�WDUJHW�SULFH�DQG�WKH�
FDOHQGDU�\HDU�DYHUDJH�IDUP�SULFH��,I�WKH�PDUNHW�SULFH�IDOOV�XQGHU�D�FHUWDLQ�OHYHO��IDUPHUV�FDQ�
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SODFH�WKH�FRWWRQ�LQ�VWRUDJH�DIWHU�KDUYHVW�DQG�UHFHLYH�D�ORDQ�UDWH�IURP�WKH�&RPPRGLW\�&UHGLW�
&RUSRUDWLRQ��&&&��DV�ZHOO�DV��RQFH�DJDLQ��WKH�GLIIHUHQFH�EHWZHHQ�WKLV�ORDQ�UDWH�DQG�WKH�
WDUJHW�SULFH��7KH�ORDQV�DUH�OLPLWHG�WR�QLQH�PRQWKV��)DUPHUV�FDQ�UHSD\�WKH�ORDQV�SOXV�LQWHUHVW�
DQG�VWRUDJH�FKDUJHV�DQG�VHOO�WKH�FRWWRQ�RQ�WKH�PDUNHW�LI�PDUNHW�SULFHV�ULVH�GXULQJ�WKDW�
SHULRG��,I�FRWWRQ�ZRUOG�PDUNHW�SULFHV�DUH�EHORZ�WKH�ORDQ�UDWH�GXULQJ�D�ORQJHU�SHULRG��WKH�
JRYHUQPHQW�FDQ�UHGXFH�WKH�ORDQ�UDWH�E\����SHUFHQW��WKHUHE\�FUHDWLQJ�LQFHQWLYHV�IRU�IDUPHUV�
WR�VHOO�WKH�FRWWRQ�RQ�WKH�PDUNHW�LQVWHDG�RI�VWRULQJ�LW��7R�REWDLQ�GHILFLHQF\�SD\PHQWV��IDUPHUV�
DUH�UHTXLUHG�WR�LGOH�D�FHUWDLQ�IUDFWLRQ���������SHUFHQW��RI�WKHLU�ODQG��.RHVWHU��DQG�%UXQQHU��
�������

,Q�&KLQD��0DLQODQG���WKH�JRYHUQPHQW�GHWHUPLQHV�WKH�OHYHO�RI�SULFHV��LPSRUWV�DQG�H[SRUWV�
RI�FRWWRQ��5HJDUGOHVV�RI�GHPDQG�DQG�VXSSO\�FRQGLWLRQV��JRYHUQPHQW�RUJDQL]DWLRQV�NQRZQ�
DV�&RWWRQ�DQG�-XWH�&RPSDQLHV�PXVW�EX\�WKH�HQWLUH�FRWWRQ�FURS�DW�D�QDWLRQDO�SURFXUHPHQW�
SULFH�HVWDEOLVKHG�E\�WKH�JRYHUQPHQW��3URFXUHPHQW�SULFHV�GR�QRW�UHIOHFW�WKH�FRVW�RI�JLQQLQJ��
SDFNDJLQJ��VWRUDJH�DQG�WUDQVSRUWDWLRQ�RI�FRWWRQ��ZKLFK�LV�HVWLPDWHG�DW����SHUFHQW�RI�WKH�
SURFXUHPHQW�SULFH��%\�VHWWLQJ�SURFXUHPHQW�SULFHV�DERYH�LQWHUQDWLRQDO�SULFHV��WKH�
JRYHUQPHQW�RI�&KLQD�SURYLGHV�DVVLVWDQFH�WR�JURZHUV�WKURXJK�D�V\VWHP�FRPSDUDEOH�WR�D�SULFH�
VXSSRUW�SURJUDP��+RZHYHU��WKHUH�KDYH�EHHQ�UHFHQW�UHIRUPV�WR�WKH�FRWWRQ�SULFH�DQG�
GLVWULEXWLRQ�V\VWHPV��$V�RI�6HSWHPEHU����������QHZ�SROLFLHV�LQ�&KLQD�KDYH�DOORZHG�
GRPHVWLF�FRWWRQ�SULFHV�WR�EH�LQIOXHQFHG�E\�PDUNHW�IDFWRUV��7KH�JRYHUQPHQW�VWLOO�VHWV�D�
UHIHUHQFH�SULFH�IRU�FRWWRQ��1RQHWKHOHVV��DFWXDO�SULFHV�DUH�QRZ�QHJRWLDWHG�EHWZHHQ�EX\HUV�
DQG�VHOOHUV�DQG�FDQ�JR�EHORZ�WKH�UHIHUHQFH�SULFH��)RU������������WKH�JRYHUQPHQW�KDV�VHW�WKH�
UHIHUHQFH�SULFH�DW����SHUFHQW�ORZHU�WKDQ�WKH�SURFXUHPHQW�SULFH�IRU���������DQG����SHUFHQW�
ORZHU�WKDQ�LQ����������7KH�JRYHUQPHQW�RI�&KLQD�LV�VHHNLQJ�WR�UHGXFH�ODUJH�VWRFNV�RI�FRWWRQ�
DQG�SODQV�WR�EURDGHQ�PDUNHWLQJ�FKDQQHOV�E\�DOORZLQJ�VWDWH�PLOOV�WR�SURFXUH�FRWWRQ�GLUHFWO\�
IURP�IDUPHUV��%HFHUUD��������DQG�*DVDQIHU���������
,PSOLFDWLRQV��
'RPHVWLF�SULFH�VWDELOL]DWLRQ�VFKHPHV�DUH�DWWUDFWLYH�WR�SURGXFHUV�EHFDXVH�WKH\�VWDELOL]H�
PDUNHW�SULFHV�IRU�D�JLYHQ�SURGXFWLRQ�F\FOH��DQG�UHGXFH�LQWHU\HDU�SULFH�YDULDWLRQ��7KXV��WKH\�
DVVXUH�SURGXFHUV�WKDW�ORQJ�WHUP�LQYHVWPHQW�LQ�PDFKLQHU\��LUULJDWLRQ�HTXLSPHQW��ODQG��DQG�
LPSURYHPHQWV�ZLOO�HYHQWXDOO\�SD\�RII��.RHVWHU��DQG�%UXQQHU��������)OHLVKHU��������DQG�
:RQJ���������
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+RZHYHU��PDQ\�FRXQWULHV�WKDW�RQFH�UHOLHG�RQ�GRPHVWLF�SULFH�VWDELOL]DWLRQ�VFKHPHV��KDYH�
EHHQ�DEDQGRQLQJ�WKHP��EHFDXVH�RI�WKH�SUREOHPV�DVVRFLDWHG�ZLWK�WKHVH�VFKHPHV��'RPHVWLF�
SULFH�VWDELOL]DWLRQ�VFKHPHV�ZHUH�IRXQG�WR�EH�FRVWO\�DQG�XQVXVWDLQDEOH��&RPPRGLW\�SULFHV�
WHQG�WR�KDYH�SHUVLVWHQW�DQG�ODUJH�VZLQJV�DQG�D�VLJQLILFDQW�HOHPHQW�RI�XQFHUWDLQW\��7KHUHIRUH��
JRYHUQPHQWV�XVXDOO\�QHHGHG�ODUJH�DQG�XQFHUWDLQ�DPRXQW�RI�IXQGV�IRU�DQ�XQFHUWDLQ�SHULRG�RI�
WLPH��7KHVH�VWDELOL]DWLRQ�VFKHPHV�WLHG�XS�VFDUFH�UHVRXUFHV�WKDW�FRXOG�EH�EHWWHU�XVHG�LQ�RWKHU�
VHFWRUV�RI�WKH�HFRQRP\��)DUXTHH��&ROHPDQ��DQG�6FRWW��������)OHLVKHU���������

6WDELOL]DWLRQ�VFKHPHV�ZHUH�GLIILFXOW�WR�LPSOHPHQW��DQG�RIWHQ�UHTXLUHG�KXJH�
EXUHDXFUDFLHV��)RU�LQVWDQFH��WKH�8�6��GHILFLHQF\�SD\PHQW�V\VWHP�QHHGHG�D�KLJK�GHJUHH�RI�
LQIRUPDWLRQ�WR�VHW�WKH�ILYH�\HDU�WDUJHW�SULFH��WKH�ORDQ�UDWH�DQG�WKH�DFUHDJH�UHGXFWLRQ�OHYHO��
8QGHU�WKLV�VFKHPH��IDUPHUV�KDG�LQFHQWLYHV�WR�LGOH�OHVV�RI�WKH�ODQG�WKDW�WKH\�ZHUH�UHTXLUHG�WR�
LGOH��WR�LQFUHDVH�WKHLU�SURILWV��7KH�JRYHUQPHQW�IRXQG�LW�QHFHVVDU\�WR�LQWURGXFH�FRQWUROV��
ZKLFK�UHVXOWHG�LQ�DQ�HQODUJHPHQW�RI�FRVWV��.RHVWHU��DQG�%UXQQHU��������DQG�.QXGVHQ�DQG�
1DVK���������

$OVR��IRU�D�VWDELOL]DWLRQ�VFKHPH�WR�EH�YLDEOH��FRPPRGLW\�SULFHV�VKRXOG�UHYHUW�HYHQWXDOO\�
WR�WKHLU�PHDQ��$OWKRXJK�WKLV�KDSSHQV�WR�PRVW�FRPPRGLW\�SULFHV��\HW�HPSLULFDO�ZRUN�KDV�
VKRZQ�WKDW�LW�RFFXUV�YHU\�VORZO\��ZLWK�DQ�DYHUDJH�UHYHUVDO�WLPH�PHDVXUHG�LQ�\HDUV��QRW�
PRQWKV��)RU�LQVWDQFH��FRWWRQ�SULFH�VKRFNV�DUH�W\SLFDOO\�YHU\�ORQJ�OLYHG��WKH�PHGLXP�
GXUDWLRQ�LV�����PRQWKV���'HKQ������D�DQG�E��DQG�&DVKLQ��/LDQJ��DQG�0F'HUPRWW����������

'RPHVWLF�SULFH�VWDELOL]DWLRQ�SROLFLHV�GLG�QRW�UHPRYH�SULFH�ULVN�IURP�WKH�HFRQRP\�DV�D�
ZKROH�EXW�PHUHO\�WUDQVIHUUHG�WKH�ULVN�ZLWKLQ�WKH�HFRQRP\��7KHVH�SROLFLHV�WUDQVIHUUHG�WKH�
ULVN�IURP�PDUNHW�SDUWLFLSDQWV�LQ�WKH�IRUP�RI�XQVWDEOH�SULFHV�WR�WKH�JRYHUQPHQW��DQG�
XOWLPDWHO\�WR�WD[SD\HUV��LQ�WKH�IRUP�RI�XQVWDEOH�VXEVLG\�SD\PHQWV��2YHUDOO��WKH�JRYHUQPHQW�
ZDV�WKH�HQWLW\�PRVW�H[SRVHG�WR�SULFH�YDULDELOLW\��,Q�HIIHFW��WKH�JRYHUQPHQW�FURZGHG�RXW�
SULYDWH�VHFWRU�ULVN�PDQDJHPHQW��DQG�IDUPHUV�DQG�SULYDWH�WUDGHUV�KDG�OLWWOH�LQFHQWLYH�WR�
PDQDJH�ULVN�RQ�WKHLU�RZQ�EHKDOI��7KH\�KDG�OLWWOH�QHHG�WR�ZRUU\�DERXW�IOXFWXDWLQJ�SULFHV�
ZKHQ�PDNLQJ�SURGXFWLRQ�DQG�LQYHVWPHQW�GHFLVLRQV��)DUXTHH��&ROHPDQ��DQG�6FRWW���������

3URGXFHUV�ZKR�ZHUH�LQVXODWHG�IURP�WKH�PDUNHW�WKURXJK�D�JRYHUQPHQW�VWDELOL]DWLRQ�
VFKHPH�IDLOHG�WR�UHDFW�WR�PDUNHW�VLJQDOV��7KH\�WHQGHG�WR�RYHUSURGXFH�LQ�SHULRGV�RI�ORZ�
LQWHUQDWLRQDO�SULFHV�ZKHQ�GRPHVWLF�SULFHV�ZHUH�DUWLILFLDOO\�UDLVHG��7KLV�RYHUSURGXFWLRQ�
UHVXOWHG�LQ�ODUJH�FDUU\RYHU�RI�VWRFNV��)OHLVKHU���������
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)LQDOO\��D�QHJDWLYH�FRQVHTXHQFH�WKDW�UHVXOWHG�IURP�WKH�RSHUDWLRQ�RI�D�ERDUG�VFKHPH�ZDV�
WKDW�E\�RIIHULQJ�D�IL[HG�RU�D�JXDUDQWHH�SULFH��WKH�ERDUG�VXSSUHVVHG�LQWHUJUDGH�YDULDELOLW\��
7KLV�HQFRXUDJHG�SURGXFHUV�WR�GHOLYHU�WKH�JUDGH�WKDW�ZDV�WKH�OHDVW�FRVWO\�WR�SURGXFH��DQG�WKLV�
ZDV�JHQHUDOO\�RI�ORZ�TXDOLW\��*LOEHUW���������
�'LUHFW�,QFRPH�6XSSRUW�3URJUDPV�
'LUHFW�LQFRPH�VXSSRUW�SURJUDPV�ZHUH�LQWURGXFHG�LQ�WKH�(XURSHDQ�8QLRQ�LQ�������0H[LFR�LQ�
������DQG�WKH�8QLWHG�6WDWHV�LQ�������WR�FRPSHQVDWH�SURGXFHUV�IRU�WKH�UHGXFWLRQ�RU�
HOLPLQDWLRQ�RI�JXDUDQWHH�SULFHV�RQ�VXSSRUW�FURSV��E\�UHSODFLQJ�SULFH�VXSSRUW�E\�D�OXPS�VXP�
WUDQVIHU��$OO�WKHVH�SURJUDPV�DUH�VLPLODU�LQ�WKHLU�H[SOLFLW�JRDO�RI�GHOLQNLQJ�LQFRPH�VXSSRUW�
IURP�FXUUHQW�SURGXFWLRQ�GHFLVLRQV�DQG�LQ�PRYLQJ�WRZDUG�PDUNHW�GULYHQ�SULFHV��
7KHRUHWLFDOO\��WKHVH�SURJUDPV�DUH�VXSSRVHG�WR�SURPRWH�DOORFDWLYH�HIILFLHQF\�LQ�WKDW�TXDQWLW\�
SURGXFHG�DQG�SULFH�UHFHLYHG�DUH�±LQ�YDU\LQJ�GHJUHHV��PDGH�LQGHSHQGHQW�RI�WKH�DPRXQW�RI�
VXSSRUW��HQFRXUDJLQJ�UHVRXUFHV�WR�EH�XVHG�DV�UHODWLYH�SULFHV�DQG�FRPSDUDWLYH�DGYDQWDJH�
GLFWDWH��%DIIHV�DQG�0HHUPDQ����������0HFKDQLVPV�
,Q�������WKH�(XURSHDQ�8QLRQ��(8��UHIRUPHG�D�VLJQLILFDQW�SDUW�RI�WKH�&RPPRQ�$JULFXOWXUDO�
3ROLF\��&$3���7KH�(8�UHGXFHG�VXSSRUW�SULFHV�DQG�EHJDQ�WR�FRPSHQVDWH�SURGXFHUV�E\�
DQQXDO�GLUHFW�SD\PHQWV�EDVHG�RQ�WKHLU�SDVW�DFUHDJH�LQ�WKH�SUHYLRXVO\�VXSSRUWHG�FURSV��
3D\PHQWV�DUH�IL[HG�LQ�QRPLQDO�WHUPV�ZLWK�QR�XSSHU�OLPLW�DQG�QR�H[SLUDWLRQ�GDWH��3URGXFHUV�
VKRXOG�DOORFDWH�ODQG�WR�VXSSRUW�FURSV�DQG�PXVW�VHW�DVLGH�D�SUHGHWHUPLQHG�OHYHO�RI�VXSSRUW�
FURSV�ODQG���

0H[LFR¶V�QHZ�IDUP�VXSSRUW�SURJUDP�³352&$032´��3URJUDPD�1DFLRQDO�GH�
0RGHUQL]DFLRQ�GHO�&DPSR���EDVHG�SD\PHQWV�RQ�DYHUDJH�DFUHDJH�LQ�VXSSRUW�FURSV�GXULQJ�WKH�
SUHYLRXV�SHULRG�����������352&$032�ZLOO�EH�SKDVHG�RXW�LQ�ILIWHHQ�\HDUV��DQG�ZRUOG�
SULFHV�ZLOO�WKHQ�SUHYDLO�LQ�WKH�DJULFXOWXUDO�VHFWRU��3D\PHQWV�DUH�IL[HG�LQ�UHDO�WHUPV�GXULQJ�WKH�
ILUVW�WHQ�\HDUV��DQG�ZLOO�EH�GHFOLQLQJ�LQ�ILQDO�ILYH�\HDUV��3D\PHQWV�DUH�OLPLWHG�E\�86��������
SHU�IDUP��/DQG�VKRXOG�EH�DOORFDWHG�WR�VXSSRUW�FURSV��+RZHYHU��VLQFH�������WKLV�UHTXLUHPHQW�
EHFDPH�OHVV�UHVWULFWLYH�DV�WKH�0H[LFDQ�JRYHUQPHQW�KDV�LQFUHDVHG�WKH�QXPEHU�RI�HOLJLEOH�
FURSV��

7KH�8�6��)HGHUDO�$JULFXOWXUDO�,PSURYHPHQW�DQG�5HIRUP��)$,5��ODZ��UHPRYHG�WKH�OLQN�
EHWZHHQ�LQFRPH�VXSSRUW�SD\PHQWV�DQG�IDUP�SULFHV�E\�SURYLGLQJ�³SURGXFWLRQ�IOH[LELOLW\�
FRQWUDFW�SD\PHQWV´�IRU�D�QXPEHU�RI�FURSV��3DUWLFLSDQW�SURGXFHUV�UHFHLYH�WKHVH�SD\PHQWV�DV�
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D�IXQFWLRQ�RI�WKH�DPRXQW�RI�ODQG�UHJLVWHUHG�IRU�JRYHUQPHQW�VXSSRUW�SD\PHQWV�LQ�DQ\�RI�WKH�
SDVW�ILYH�\HDUV��KLVWRULFDO�\LHOGV�DQG�EXGJHWDU\�DOORFDWLRQ��+HQFH��WKH�SD\PHQWV�DUH�
LQGHSHQGHQW�RI�FXUUHQW�SURGXFWLRQ�GHFLVLRQV��3D\PHQWV�DUH�OLPLWHG�E\�86���������SHU�IDUP��
7KH�SD\PHQWV�DUH�IL[HG�DQQXDOO\�DW�D�GHFOLQLQJ�UDWH�DQG�WKH�SURJUDP�ODSVHV�DIWHU�VHYHQ�
\HDUV��7KH�TXHVWLRQ�RI�VXSSRUW�DIWHU�WKLV�SHULRG�LV�OHIW�ZLGH�RSHQ��$QQXDO�DFUHDJH�LGOLQJ�
UHTXLUHG�DV�SDUW�RI�WKH�SUHYLRXV�VXSSRUW�SURJUDPV�KDV�EHHQ�HOLPLQDWHG�DQG�SURGXFHUV�DUH�
QRZ�IUHH�WR�SODQW�DQ\�FURSV�RQ�WKH�IRUPHU�³FRQWUDFW�DFUHV´�H[FHSW�IUXLWV�DQG�YHJHWDEOHV�
�6FKLII�DQG�9DOGHV��������%DIIHV��DQG�0HHUPDQ��������DQG�0F&DZ�����������,PSOLFDWLRQV�
'LUHFW�LQFRPH�VXSSRUW�VFKHPHV�PRWLYDWH�IDUPHUV�WR�SURGXFH�FURSV�ZLWK�WKH�KLJKHVW�PDUNHW�
YDOXH��DQG�VKDUH�WKH�ULVN�ZLWK�JRYHUQPHQW��$W�WKH�VDPH�WLPH��WKH\�GR�QRW�HOLPLQDWH�
JRYHUQPHQW�VXSSRUW�WR�IDUPHUV�DJDLQVW�GUDPDWLF�SULFH�YRODWLOLW\��+RZHYHU��FRXQWU\�
H[SHULHQFHV�UHYHDO�WKDW�PRYLQJ�IURP�SULFH�EDVHG�VXEVLGL]DWLRQ�WRZDUG�GLUHFW�LQFRPH�
VXSSRUW�FRPSHQVDWLRQ�UDLVHV�VRPH�LPSRUWDQW�LVVXHV��,W�LV�GLIILFXOW�WR�GHWHUPLQH�SURGXFHUV�
HOLJLEOH�IRU�LQFRPH�VXSSRUW��DQG�WR�HQVXUH�IDLU�DQG�HTXLWDEOH�GLVWULEXWLRQ�RI�SURGXFHU�
SD\PHQWV��'LUHFW�LQFRPH�VXSSRUW�SURJUDPV�UHTXLUH�D�ODUJH�DPRXQW�RI�IXQGV��DQG�VWURQJ�
VXSSRUWLQJ�LQVWLWXWLRQV��%DIIHV��DQG�0HHUPDQ����������

$�QDWLRQDO�ODQG�UHJLVWU\�WKDW�GHWHUPLQHV�HOLJLEOH�SURGXFHUV�DQG�WKH�DPRXQW�RI�ODQG�
FRYHUHG�E\�WKH�SURJUDP�VKRXOG�H[LVW�EHIRUH�WKH�DQQRXQFHPHQW�RI�WKH�SURJUDP�WR�HQVXUH�IDLU�
DQG�WLPHO\�SURGXFWLRQ�SD\PHQWV��/DQG�WHQXUH�ULJKWV�DUH�QHHGHG�LQ�RUGHU�WR�GHWHUPLQH�ZKR�LV�
HQWLWOHG�WR�WKH�SD\PHQW��,I�D�WHQDQW�KDV�RSHUDWHG�D�ODQG�IRU�WKH�HQWLUH�SHULRG�RQ�ZKLFK�WKH�
SD\PHQWV�DUH�EDVHG��DQG�VXSSRUW�LV�EDVHG�RQ�ODQG�SUHYLRXVO\�DOORFDWHG�WR�VXSSRUWHG�FURSV��
WKH�ODQGRZQHU�ZLOO�FODLP�WKH�SD\PHQWV�DQG�WKH�WHQDQW�FODLPV�WKH�SD\PHQWV��$�VXUYH\�RI�WKH�
UXUDO�HFRQRP\�LQ�RUGHU�WR�LGHQWLI\�WKH�GLVWULEXWLRQ�RI�RZQHU�QRQ�RZQHU�RSHUDWHG�IDUPV��LV�
UHTXLUHG���

7KH�DPRXQW�RI�VXSSRUW�LQ�WKH�QHZ�LQFRPH�SURJUDPV�GHSHQGV�RQ�ODQG�XVHG�IRU�SDVW�
DJULFXOWXUDO�SURGXFWLRQ��7KXV��ODUJH�IDUPHUV�UHFHLYH�PRVW�RI�WKH�VXSSRUW��,Q�PDQ\�
GHYHORSLQJ�FRXQWULHV��WKLV�LV�QRUPDOO\�D�OHVV�DSSURSULDWH�FULWHULRQ��VLQFH�ODQG�LV�QRW�HTXDOO\�
GLVWULEXWHG��DQG�PRVW�IDUPHUV�RZQ�OLWWOH�RU�HYHQ�QR�ODQG�ZKDWVRHYHU��$WWHPSWLQJ�WR�
RYHUFRPH�WKLV�SUREOHP��0H[LFR�KDV�LPSRVHG�D�FHLOLQJ�RI�����KHFWDUHV�RQ�WKH�DPRXQW�RI�
ODQG�WKDW�DQ\�VLQJOH�IDUPHU�FDQ�XVH�WR�MXVWLI\�SD\PHQWV��7KLV�OLPLW�LQ�WHUPV�RI�PD[LPXP�
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KHFWDUHV�HOLJLEOH�IRU�LQFRPH�VXSSRUW�LV�DQ�HTXLWDEOH�GHYLVH�IRU�FRQWDLQLQJ�ILVFDO�FRVWV�DQG�
UHGXFLQJ�VXSSRUW�WR�ODUJHU�SURGXFHUV��

&RQFHUQLQJ�WKH�JRYHUQPHQW¶V�ILQDQFH��WKH�ILVFDO�FRVWV�RI�GLUHFW�LQFRPH�VXSSRUW�SURJUDPV�
SURYHG�WR�EH�SUREOHPDWLF��7KH�0H[LFDQ�DQG�WKH�$PHULFDQ�SURJUDPV�KDYH�EHHQ�PRUH�FRVWO\�
WKDQ�WKH�SURJUDPV�WKH\�UHSODFHG��HYDOXDWHG�DW�SULFHV�SUHYDLOLQJ�DW�WKH�WLPH�RI�WKHLU�
LPSOHPHQWDWLRQ��,Q�WKH�8�6��WKH�FRVW�RI�WKH�SURJUDP�LQ���������ZDV�DERXW�86������ELOOLRQ��
DV�RSSRVHG�WR�86������ELOOLRQ�VSHQW�LQ���������IRU�GHILFLHQF\�SD\PHQWV��,Q�0H[LFR��WKH�
LQWURGXFWLRQ�RI�352&$032�DOPRVW�GRXEOHG�WKH�WUDQVIHUV�WR�WKH�DJULFXOWXUDO�VHFWRU��IURP�
1������ELOOLRQ�LQ������WR�1�������ELOOLRQ�LQ�������%DIIHV��DQG�0HHUPDQ���������

)XUWKHUPRUH��WKH�ILVFDO�FRVWV�RI�WKH�SURJUDPV�DUH�LQGHSHQGHQW�RI�ZRUOG�SULFHV��VR�LI�WKH�
SURJUDPV�VWDUW�RXW�H[SHQVLYH��WKH\�ZLOO�DOZD\V�UHPDLQ�KLJK��$OVR��LI�ZRUOG�SULFHV�DUH�KLJK��
SURGXFHUV�QRW�RQO\�UHFHLYH�WKHVH�KLJK�SULFHV��EXW�WKH�SURJUDP�DOVR�ILQDQFHV�WKHP��7KLV�
UHVXOWV�LQ�H[FHVV�EXUGHQ�RQ�WD[SD\HUV��ZKR�DV�FRQVXPHUV�SD\�KLJK�SULFHV�DQG�DV�WD[SD\HUV�
EHDU�WKH�SURJUDP¶V�FRVWV���

5HVWULFWLRQV�RQ�ODQG�XVH�UHGXFH�DOORFDWLYH�HIILFLHQF\��DQG�WKH�HQIRUFHPHQW�RI�WKHVH�
UHVWULFWLRQV�LQ�GHYHORSLQJ�FRXQWULHV�VXFK�DV�0H[LFR�HQWDLOV�UHODWLYHO\�H[SHQVLYH��
DGPLQLVWUDWLYH�PHDVXUHV��0RQLWRULQJ�FRPSOLDQFH�ZLWK�FXOWLYDWLRQ�UHVWULFWLRQV�LV�YHU\�
FRPSOLFDWHG�HVSHFLDOO\�LQ�DUHDV�ZKHUH�WKH�DYHUDJH�IDUP�VL]H�LV�VPDOO��0RUHRYHU��PRQLWRULQJ�
VXFK�UHVWULFWLRQV�PD\�OHDG�WR�GLVFUHWLRQDU\�EHKDYLRU���

:HDN�VXSSRUWLQJ�LQVWLWXWLRQV�DUH�PRUH�OLNHO\�WR�EH�D�SUREOHP�LQ�GHYHORSLQJ�FRXQWULHV��,Q�
0H[LFR��352&$032�ZDV�DQQRXQFHG�EHIRUH�WKH�H[LVWHQFH�RI�D�QDWLRQDO�ODQG�UHJLVWU\��7KLV�
ZURQJ�VHTXHQFH�KDV�FDXVHG�PRUDO�KD]DUG�DV�PDQ\�IDUPHUV�UHDFWHG�E\�LQFUHDVLQJ�WKH�DPRXQW�
RI�ODQG�LQ�SURGXFWLRQ�RI�WKH�HOLJLEOH�FRPPRGLWLHV�VR�DV�WR�LQFUHDVH�IXWXUH�SURJUDP�
SD\PHQWV��7KXV��UDWKHU�WKDQ�PRYLQJ�UHVRXUFHV�WR�PRUH�HIILFLHQW�XVHV��WKH�VFKHPH��
WHPSRUDULO\�DW�OHDVW��PRYHG�UHVRXUFHV�LQWR�SURGXFWLRQ�WKDW�ZDV�DOUHDG\�H[FHVVLYH���
�&RPPRGLW\�5LVN�0DQDJHPHQW�7RROV�
6RPH�GHYHORSLQJ�FRXQWULHV�OLNH�$UJHQWLQD��0H[LFR��*XDWHPDOD��.HQ\D��6RXWK�$IULFD��
.RUHD��&KLQD��DQG�,QGRQHVLD��KDYH�ZLWQHVVHG�D�VLJQLILFDQW�JURZWK�LQ�WKH�XVH�RI�PDUNHW�
EDVHG�ULVN�PDQDJHPHQW�WHFKQLTXHV��LQFOXGLQJ�WKH�XVH�RI�FRPPRGLW\�IXWXUHV��RSWLRQV�DQG�
VZDSV��$�IHZ�GHYHORSLQJ�FRXQWU\�JRYHUQPHQWV�XVH�FRPPRGLW\�GHULYDWLYHV�WR�SURYLGH�SULFH�
SURWHFWLRQ�WR�IDUPHUV��([DPSOHV�LQFOXGH�WKH�SURYLVLRQ�RI�RSWLRQV�WR�FRIIHH�JURZHUV�LQ�
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*XDWHPDOD��DQG�FRWWRQ�IDUPHUV�LQ�0H[LFR��:RUOG�%DQN��������/DUVRQ�DQG�9DUDQJLV�DQG�
<DEXNL���������

&RPPRGLW\�GHULYDWLYHV�FDQ�PLWLJDWH�WKH�VKRUW�WHUP�HIIHFWV�RI�DGYHUVH�SULFH�PRYHPHQWV�
DQG�KHOS�JRYHUQPHQWV�DQG�WKH�SULYDWH�VHFWRU�WR�JUDGXDOO\�DGMXVW�WR�QHZ�WUHQGV�LQ�FRPPRGLW\�
SULFHV��&RPPRGLW\�GHULYDWLYHV�SURYLGH�PHFKDQLVPV�WR�VKLIW�WKH�ULVNV�IURP�HQWLWLHV�LQ�
GHYHORSLQJ�FRXQWULHV�WKDW�DUH�XQDEOH�RU�XQZLOOLQJ�WR�EHDU�WKHVH�ULVNV�WR�WKRVH�ZKR�DUH�PRUH�
DEOH��RU�ZLOOLQJ�WR�EHDU�WKHP�LQ�HVWDEOLVKHG�LQWHUQDWLRQDO�FRPPRGLW\�H[FKDQJHV���0HFKDQLVPV�
7UDGLQJ�LQ�IRUZDUG��IXWXUHV�DQG�RSWLRQV�PDUNHWV�RFFXUV�ZKHQ�SDUWLFLSDQWV�FDQ�ILQG�
FRPPRGLW\�SULFH�LQIRUPDWLRQ�IRU�D�IXWXUH�GDWH�DQG�ORFN�LQ�RQ�WKHVH�SULFHV�IRU�IXWXUH�
GHOLYHU\��&RPPRGLW\�GHULYDWLYHV�LQFOXGH�VWDQGDUGL]HG�LQVWUXPHQWV�XVHG�LQ�HVWDEOLVKHG�
FRPPRGLW\�H[FKDQJHV��IXWXUHV�DQG�RSWLRQV��DQG�RYHU�WKH�FRXQWHU��27&��DOWHUQDWLYHV�
�IRUZDUG�FRQWUDFWV��27&�RSWLRQV��HWF����7DEOH�����OLVWV�WKH�DGYDQWDJHV�DQG�GLVDGYDQWDJHV�RI�
27&�DQG�VWDQGDUGL]HG�FRQWUDFWV��81&7$'��������*OHQ���������

,Q�0H[LFR��WKH�JRYHUQPHQW�EHJDQ�WR�RIIHU�IDUPHUV�DQG�WKHLU�DVVRFLDWLRQV�WKH�RSSRUWXQLW\�
WR�SXUFKDVH�LQVXUDQFH�DJDLQVW�D�GURS�LQ�SULFHV�EHORZ�D�FHUWDLQ�OHYHO��WKURXJK�SXW�RSWLRQV�����
7KH�0H[LFDQ�$JULFXOWXUDO�3URGXFWV�2SWLRQV�3URJUDP��$323��ZDV�FUHDWHG�LQ�������DQG�
FRYHUV�FRWWRQ��FRUQ��VRUJKXP��VR\EHDQV��DQG�ZKHDW��7KH�6HFUHWDU\�RI�$JULFXOWXUH��/LYHVWRFN�
DQG�5XUDO�'HYHORSPHQW�GHYHORSHG�WKH�$323�LQ�FRRUGLQDWLRQ�ZLWK�WKH�6XSSRUW�6HUYLFHV�IRU�
$JULFXOWXUDO�0DUNHWLQJ�$JHQF\��$6(5&$���D�GHFHQWUDOL]HG�DGPLQLVWUDWLYH�ERG\�SURYLGLQJ�
FRPPHUFLDO�VXSSRUW�WR�IDUPHUV��/DUVRQ��9DUDQJLV��DQG�<DEXNL��������DQG�/DUVRQ�DQG�
&ROHPDQ���������

7KH�$323�SURYLGHV�WZR�DOWHUQDWLYHV�WR�SURGXFHUV��8QGHU�WKH�VLPSOH�FRYHUDJH��$6(5&$�
SD\V�SDUW������SHUFHQW��RI�WKH�RSWLRQ�SUHPLXP�FRVW��8QGHU�WKH�IXQGHG�FRYHUDJH��),1&$���
$6(5&$�PD\�FRQWULEXWH�D�ODUJH�SDUW������SHUFHQW��RI�WKH�SUHPLXP�FRVW��EXW�LQ�H[FKDQJH�
SURGXFHUV�GHSRVLW�D�OLNH�DPRXQW�LQ�D�³),1&$´�IXQG�IRU�DW�OHDVW�WKUHH�\HDUV��7KH�SXUSRVH�RI�
WKH�IXQG�LV�WR�HQFRXUDJH�VDYLQJV�DQG�LQYHVWPHQW�DPRQJ�IDUPHUV��,Q�������RYHU��������
SURGXFHUV�SDUWLFLSDWHG�LQ�WKH�$323��DQG����SHUFHQW�RI�WKHP�VHOHFWHG�WKH�VLPSOH�FRYHUDJH��

�
�
�

��
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7DEOH����$GYDQWDJHV�DQG�'LVDGYDQWDJHV�RI�27&�DQG�6WDQGDUGL]HG�&RQWUDFWV�
� 27&�&RQWUDFWV��H�J��IRUZDUG�� 6WDQGDUGL]HG�&RQWUDFWV��H�J��IXWXUHV��

0DLQ�
FKDUDFWHULVWLFV��

&RQWUDFWV�DUH�GLUHFWO\�QHJRWLDWHG�EHWZHHQ�WZR�SDUWLHV�DQG�DUH�FXVWRPL]HG�IRU�WKH�VSHFLILF�QHHGV�RI�WKH�SDUWLHV��
&RQWUDFWV�DUH�VWDQGDUGL]HG�LQ�WHUPV�RI�PDWXULW\��FRPPRGLW\��VL]H��SULFHV�DQG�FRQWUDFW�WHUPV�DQG�WUDGHG�LQ�RUJDQL]HG�H[FKDQJHV��0DUNHWV�FORVH�GDLO\��IXWXUHV���

$GYDQWDJHV�� %DVLV�ULVN�WHQGV�WR�EH�VPDOO�EHFDXVH�FRQWUDFWV�DUH�FXVWRPL]HG�WR�PHHW�WKH�VSHFLILF�QHHGV�RI�WKH�XVHUV��D���1R�LQLWLDO�FDSLWDO�LV�UHTXLUHG�WR�SDUWLFLSDWH�LQ�WKH�PDUNHW��1R�PDUJLQ�FDOOV��FROODWHUDO��DUH�UHTXLUHG���5HGXFH�WKH�DGPLQLVWUDWLYH�EXUGHQ�RI�H[HFXWLQJ�WUDQVDFWLRQV�IRU�WKH�ILQDO�XVHU��&RQWUDFW�WHUPV�DUH�QHJRWLDEOH�VR�WKDW�WKH\�FRXOG�EH�ORQJHU�WKDQ�WKRVH�RI�VWDQGDUGL]HG�FRQWUDFWV��

&RQWUDFW�FDQ�EH�WUDQVIHUUHG�WR�DQRWKHU�SHUVRQ��&RQWUDFWV�DUH�IXQJLEOH��3ULFHV�DUH�IDLUO\�WUDQVSDUHQW��5HJXODWLRQV�RI�([FKDQJHV�DSSO\�WR�DOO�WUDQVDFWLRQV��7KHUHIRUH��WUDQVDFWLRQV�DUH�PRQLWRUHG�DQG�JXDUDQWHHG�E\�DQ�([FKDQJH��1R�FRXQWHUSDUW\�ULVNV���E����1R�QHJRWLDWLRQ�LV�QHFHVVDU\�WR�SDUWLFLSDWH�LQ�WKH�PDUNHW�VR�WKDW�DQ\ERG\�FDQ�SDUWLFLSDWH�ZLWK�LQLWLDO�GHSRVLW���
'LVDGYDQWDJHV�� &RQWUDFW�FDQQRW�EH�UHYHUVHG�RU�WUDQVIHUUHG�WR�DQRWKHU�SHUVRQ��3ULFHV�WHQG�WR�EH�OHVV�WUDQVSDUHQW�EHFDXVH�WKH\�DUH�QHJRWLDWHG�EHWZHHQ�WZR�SDUWLHV��7UDQVDFWLRQV�DUH�QRW�PRQLWRUHG�VR�WKDW�FRXQWHUSDUW\�ULVNV�UHPDLQ��

%HFDXVH�WKLV�LV�D�VWDQGDUGL]HG�FRQWUDFW��EDVLV�ULVN�UHPDLQV��0DUNHW�SDUWLFLSDQWV�DUH�UHTXLUHG�WR�SD\�DQ�LQLWLDO�GHSRVLW�ZKHQ�WKH\�EX\�VHOO�FRQWUDFWV��0DUNHW�SDUWLFLSDQWV�DUH�UHTXLUHG�WR�SD\�PDUJLQ�FDOOV�ZKHQ�SULFHV�PRYH�DJDLQVW�WKHP����&RQWUDFW�WHUPV�DUH�VKRUW��XVXDOO\�XS�WR����PRQWKV�EXW�OLTXLGLW\�RI�DJULFXOWXUDO�FRPPRGLWLHV�WHQGV�WR�FRQFHQWUDWH�ZLWKLQ������PRQWKV���
�D��%DVLV�ULVN�LV�WKH�ODFN�RI�FRUUHODWLRQ�RI�ORFDO�WR�LQWHUQDWLRQDO�SULFHV��)RU�H[DPSOH��LW�LV�WKH�XQIRUHVHHQ�GLIIHUHQFH�EHWZHHQ�WKH�IXWXUHV�
SULFH�LQ�WKH�86�DQG�WKH�VSRW�PDUNHW�SULFH�LQ�(J\SW��%DVLV�ULVN�DULVHV�ZKHQ�WKH�GHVLJQ�RI�VWDQGDUGL]HG�FRQWUDFWV�WUDGHG�LQ�WKH�LQWHUQDWLRQDO�
PDUNHWV�LV�WRR�JHQHUDOL]HG�DQG�GRHV�QRW�UHIOHFW�ORFDO�QHHGV���E��&RXQWHUSDUW\�ULVN�LV�IDLOXUH�WR�PHHW�REOLJDWLRQ�E\�HLWKHU�WUDGLQJ�SDUWQHU��
��0DUJLQ�FDOO�LV�D�UHTXHVW�IURP�D�EURNHU�WR�D�FXVWRPHU�IRU�DGGLWLRQDO�PRQH\�RU�FROODWHUDO�WR�FRYHU�WKH�FXVWRPHU¶V�IXWXUHV�SRVLWLRQ�DIWHU�D�
SULFH�FKDQJH�XQIDYRUDEOH�WR�WKH�FXVWRPHU��7KH�EURNHU�PD\�FORVH�RXW�WKH�FXVWRPHU¶V�SRVLWLRQ�LI�WKH�PDUJLQ�FDOO�LV�QRW�PHW���
6RXUFH���81&7$'�������DQG�������*OHQ��������0RUJDQ��5D\QHU�DQG�(QQHZ��������DQG�0F.LQQRQ����������

$6(5&$�IXQFWLRQV�OLNH�DQ�LQWHUPHGLDU\�DQG�DQ�IDFLOLWDWRU�EHWZHHQ�WKH�SURGXFHUV�DQG�WKH�
FRPPRGLW\�EURNHU��$W�WKH�UHTXHVW�RI�WKH�SURGXFHU�DQG�DIWHU�WKH�SURGXFHU�GHSRVLWV�WKH�FRVW�RI�
WKH�SUHPLXP�PLQXV�WKH�VXEVLG\��$6(5&$�ZLOO�FRQWUDFW�WKH�SXW�RSWLRQV�LQ�WKH�IXWXUHV�
PDUNHW���

,PSRUWDQW�UHTXLUHPHQWV�IRU�D�SURGXFHU�WR�TXDOLI\�IRU�WKH�$323�LQFOXGH���D��WKH�SURGXFHU�
QHHGV�WR�EH�FUHGLWZRUWK\�RU�RZQ�WKH�ODQG��ZKLFK�LV�YLHZHG�DV�FROODWHUDO��DQG��E��WKH�
SDUWLFLSDQW�PXVW�SURGXFH�E\�KLPVHOI��RU�LQ�DVVRFLDWLRQ�ZLWK�RWKHU�SURGXFHUV��DW�OHDVW����
PHWULF�WRQV�RI�FRWWRQ��7KXV��PDQ\�SURGXFHUV�FDQ�MRLQ�WRJHWKHU�VR�DV�WR�PHHW�WKH�PLQLPXP�
YROXPH�UHTXLUHPHQW��:RUOG�%DQN����������

8QGHU�WKH�0H[LFDQ�SURJUDP��WKH�FRVW�RI�WKH�RSWLRQ�LV�VKDUHG�EHWZHHQ�IDUPHUV�DQG�WKH�
JRYHUQPHQW��7KXV��0H[LFR¶V�SURJUDP�LV�QRW�H[SHQVLYH�WR�DGPLQLVWHU�DQG�LV�GHPDQG�GULYHQ��
HQDEOLQJ�WKH�JRYHUQPHQW�WR�UHGXFH�LWV�SUHVHQFH�VKRXOG�D�PDUNHW�IRU�SULYDWH�EURNHUV�GHYHORS�
�9DUDQJLV�DQG�/DUVRQ���������
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,PSOLFDWLRQV�
&RPPRGLW\�GHULYDWLYH�LQVWUXPHQWV�DVVXUH�IDUPHUV�RI�D�PLQLPXP�SULFH�IRU�WKHLU�FURS�ZLWKLQ�
D�JLYHQ�\HDU��DOORZLQJ�WKHP�WR�NQRZ�WKHLU�PLQLPXP�UHYHQXH�LQ�DGYDQFH��JLYHQ�DQ�H[SHFWHG�
OHYHO�RI�SURGXFWLRQ��%\�KHGJLQJ�SULFH�ULVN�WKURXJK�FRPPRGLW\�GHULYDWLYHV��SULYDWH�WUDGHUV�
DUH�DEOH�WR�ORFN�LQ�SURILW�PDUJLQV��DQG�UHGXFH�FRPPHUFLDOL]DWLRQ�PDUJLQV��$OVR��WKH�
JRYHUQPHQW�ZLOO�EH�DEOH�WR�UHPRYH�XQFHUWDLQW\�UHJDUGLQJ�ILVFDO�FRVWV��:RUOG�%DQN����������

&RPPRGLW\�ULVN�PDQDJHPHQW�WRROV�H[SRVH�PDUNHW�SDUWLFLSDQWV�WR�PDUNHW�SULFHV�DQG�WR�
PDUNHW�H[SHFWDWLRQV�RI�IXWXUH�SULFHV��7KLV�ZLOO�KHOS�FRRUGLQDWH�SURGXFWLRQ�ZLWK�DQWLFLSDWHG�
GHPDQG�DQG�LQFUHDVH�DGMXVWPHQW�RI�SURGXFWLRQ�WRZDUGV�FRPSDUDWLYH�DGYDQWDJH�HQKDQFLQJ�
HIILFLHQF\�RI�UHVRXUFH�DOORFDWLRQ��

+RZHYHU��KHGJLQJ�SULFH�ULVN�LQ�FRPPRGLW\�GHULYDWLYH�PDUNHWV�UHTXLUHV�KLJKO\�
GHPDQGLQJ�HFRQRPLF�DQG�LQVWLWXWLRQDO�FRQGLWLRQV�IRU�D�GHYHORSLQJ�FRXQWU\��5LVN�
PDQDJHPHQW�DFWLYLWLHV�UHTXLUH�WHFKQLFDO�VNLOOV�ZLWK�FRQVLGHUDEOH�NQRZOHGJH�RI�ILQDQFLDO�
LQVWUXPHQWV��DQG�DQ�XQGHUVWDQGLQJ�RI�WKH�ULVN�VWUXFWXUH�RI�WKH�HFRQRP\���$Q�DQDO\VLV�RI�WKH�
FDXVHV��QDWXUH�DQG�PDJQLWXGH�RI�EDVLV�ULVN��ODFN�RI�FRUUHODWLRQ�RI�ORFDO�WR�LQWHUQDWLRQDO�
SULFHV��LV�UHTXLUHG��%DVLV�ULVN�LV�PRUH�RI�DQ�LVVXH�IRU�DJULFXOWXUDO�FRPPRGLWLHV��DQG�FDQ�
PDNH�LW�GLIILFXOW�WR�RIIHU�SULFH�LQVXUDQFH��%DVLV�ULVN�FDQ�UHVXOW�IURP�D�YDULHW\�RI�IDFWRUV��)RU�
H[DPSOH��WKH�GHVLJQ�RI�IXWXUHV�FRQWUDFWV�WUDGHG�LQ�GHYHORSHG�FRXQWULHV�UHIOHFWV�PRVWO\�ORFDO�
QHHGV��ZKLFK�PD\�EH�TXLWH�GLIIHUHQW�IURP�QHHGV�LQ�GHYHORSLQJ�FRXQWULHV��&RPPRGLWLHV�RI�
VSHFLILF�RULJLQV��TXDOLW\�RU�JUDGH�RIWHQ�VXIIHU�IURP�ODUJH�XQSUHGLFWDEOH�GLVFUHSDQFLHV�
EHWZHHQ�ORFDO�DQG�LQWHUQDWLRQDO�SULFHV���

,Q�GHYHORSLQJ�FRXQWULHV��SURGXFWLRQ�DQG�WUDGH�LQ�DJULFXOWXUDO�FRPPRGLWLHV�DUH�XVXDOO\�
IUDJPHQWHG�DQG�GLIIXVHG��)DUPHUV�ODFN�WKH�YROXPH�QHFHVVDU\�WR�VHOO�D�IXWXUHV�FRQWUDFW��WKH�
LQIUDVWUXFWXUH�QHFHVVDU\�WR�DFFHVV�GHULYDWLYH�PDUNHWV��KDUGZDUH��LQWHUQDO�V\VWHPV��NQRZ�
KRZ��HWF����DQG�WKH�FDSLWDO�UHTXLUHG�IRU�VXFK�WUDQVDFWLRQV��7KXV��D�NH\�LVVXH�LQ�PDNLQJ�ULVN�
PDQDJHPHQW�LQVWUXPHQWV�DYDLODEOH�WR�VPDOO�SURGXFHUV�LV�EXLOGLQJ�WKH�QHFHVVDU\�LQVWLWXWLRQV�
WKDW�ZRXOG�DOORZ�WKH�DJJUHJDWLRQ�RI�SULFH�ULVNV�IURP�PDQ\�VPDOO�IDUPHUV�E\�D�ODUJHU�HQWLW\�
DQG�WKLV�HQWLW\�VKRXOG�KHGJH�LWV�DVVXPHG�SULFH�H[SRVXUH�LQ�LQWHUQDWLRQDO�PDUNHWV��7KLV�HQWLW\�
ZRXOG�UHWDLO�ULVN�PDQDJHPHQW�LQVWUXPHQWV�WR�VPDOO�IDUPHUV��,Q�VRPH�FDVHV��WKH�JRYHUQPHQW�
SXWV�LQ�SODFH�GLUHFWO\�DQ�DJJUHJDWLQJ�LQVWLWXWLRQ��([DPSOHV�LQFOXGH�WKH�JRYHUQPHQW�DJHQF\�
$6(5&$�LQ�0H[LFR�ZKLFK�KHGJHV�FRWWRQ�SULFHV�RQ�EHKDOI�RI�SURGXFHUV��DQG�WKH�1DWLRQDO�
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&RIIHH�$VVRFLDWLRQ�RI�*XDWHPDOD��$1$&$)(��ZKLFK�SURYLGHV�VLPLODU�VHUYLFHV�IRU�
VPDOOKROGHU�FRIIHH�SURGXFHUV��

2WKHU�LQVWLWXWLRQDO�LVVXHV�UHTXLUHG�WR�DFFHVV�FRPPRGLW\�GHULYDWLYH�PDUNHWV�LQFOXGH�WKH�
LQWURGXFWLRQ�RI�DGHTXDWH�UHSRUWLQJ��UHFRUGLQJ��PRQLWRULQJ�DQG�HYDOXDWLQJ�PHFKDQLVPV�DQG�
WKH�HVWDEOLVKPHQW�RI�LQWHUQDO�FRQWURO�SURFHGXUHV�WR�SURWHFW�DJDLQVW�VSHFXODWLYH�WUDQVDFWLRQV�
DQG�H[HFXWLRQ�HUURUV���&ROODWHUDO�ODZ�DQG�SURSHUW\�ULJKWV��DQG�WKH�FHQWUDO�EDQN¶V�UHJXODWLRQV�
IRU�XVLQJ�IRUHLJQ�H[FKDQJH�WR�KHGJH�WUDQVDFWLRQV��PXVW�EH�FODULILHG���

+HGJLQJ�UHTXLUHV�D�FRPSHWLWLYH�ZHOO�IXQFWLRQLQJ�ORFDO�PDUNHW�ZLWK�WUDQVSDUHQW�SULFHV��D�
VXIILFLHQW�QXPEHU�RI�WUDGHUV��VSHFXODWRUV�DQG�ILQDQFLDO�LQVWLWXWLRQV�LQWHUHVWHG�LQ�D�IXWXUHV�
H[FKDQJH��7KH�QHFHVVDU\�LQIUDVWUXFWXUH�LQ�DUHDV�VXFK�DV�FRPPXQLFDWLRQV��WUDQVSRUWDWLRQ��
VWRUDJH�DQG�LQIRUPDWLRQ�SURFHVVLQJ��KDV�WR�EH�HVWDEOLVKHG��7KH�GHYHORSPHQW�RI�WKH�,QWHUQHW�
KDV�DOORZHG�LQFUHDVLQJ�RSSRUWXQLWLHV�IRU�FRPSXWHU�EDVHG�WUDGLQJ�DQG�SULFH�GLVFRYHU\��
�
,,,��%HQHILWV�DQG�&RVWV�RI�WKH�(J\SWLDQ�&RWWRQ�3ULFLQJ�3ROLF\�
�9RODWLOLW\�LQ�ZRUOG�FRWWRQ�SULFHV�LV�DQ�LPSRUWDQW�SROLF\�LVVXH�IRU�(J\SW��DV�FRWWRQ�LV�D�NH\�
FRPPRGLW\�WKDW�DIIHFWV�PDQ\�HFRQRPLF�DJHQWV�DQG�DFWLYLWLHV��7KH�JRYHUQPHQW�DWWHPSWV�WR�
PDQDJH�WKHVH�SULFH�IOXFWXDWLRQV��ZKLOH�UHFRQFLOLQJ�FRQIOLFWLQJ�LQWHUHVWV�RI�FRWWRQ�VHFWRU¶V�
PDUNHW�SDUWLFLSDQWV��7KH�DLP�RI�WKLV�SDUW�LV�WR�KLJKOLJKW�WKH�QDWXUH�RI�WKH�ZRUOG�FRWWRQ�SULFHV�
YRODWLOLW\�SUREOHP��DQG�WKH�JRYHUQPHQW¶V�HIIRUWV�WR�FRSH�ZLWK�WKLV�SUREOHP�WKURXJK�FRWWRQ�
SULFLQJ�SROLF\�DQG�LWV�LPSDFW�RQ�FRWWRQ�JURZHUV��SULYDWH�WUDGHUV��DQG�JRYHUQPHQW¶V�ILQDQFH���
�&RWWRQ�:RUOG�3ULFHV�9RODWLOLW\�
(J\SW�LV�H[SRVHG�WR�YRODWLOLW\�LQ�FRWWRQ�ZRUOG�SULFHV��'XULQJ������������������WKH�DQQXDO�
SHUFHQWDJH�FKDQJH�LQ�ZRUOG�SULFHV�UDQJHG�IURP�±���SHUFHQW�WR�������SHUFHQW�IRU�WKH�&RWORRN�
$�LQGH[��DQG�EHWZHHQ�����SHUFHQW�DQG�������SHUFHQW�IRU�WKH�$PHULFDQ�3LPD�FRWWRQ��DQG�
IOXFWXDWHG�IURP�±�����WR�������IRU�WKH�(J\SWLDQ�H[WUD�ORQJ�VWDSOH�YDULHW\�*L]D�����DV�VKRZQ�
LQ�ILJXUH������

�
�
�
�
�
�
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)LJXUH����9RODWLOLW\�LQ�&RWWRQ�:RUOG�3ULFHV�������������������$QQXDO���FKDQJH��

���
���
�
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��
��
��
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DQQ
XDO

�

SLPD� *���� $�LQGH[��

$����LQGH[ 3LPD
*������

������
1RWHV��$�LQGH[�LV�FRQVLGHUHG�WKH�ZRUOG�SULFH�RI�FRWWRQ��,W�LV�DQ�DYHUDJH�RI�WKH�ILYH�OHVV�H[SHQVLYH�RXW�RI�����W\SHV�RI�FRWWRQ��0LGGOLQJ�����

����¶¶��WUDGHG�LQ�1RUWK�(XURSH��7KH�$PHULFDQ�3LPD�FRWWRQ�LV�FRQVLGHUHG��WKH�PDLQ�FRPSHWLWRU�RI�(J\SW¶V�H[WUD�ORQJ�FRWWRQ�VWDSOH�YDULHWLHV���

*L]D����UHSUHVHQWHG�������RI�(J\SW¶V�H[WUD�ORQJ�H[SRUW�YDULHWLHV��RQ�DYHUDJH�GXULQJ�������������������%DIIHV�DQG�$MZDG���������

6RXUFH��&DOFXODWHG�IURP�WKH�(J\SWLDQ�&RWWRQ�*D]HWWH��$OFRWH[D��YDULRXV�LVVXHV�����
*RYHUQPHQW¶V�&RWWRQ�3ULFLQJ�3ROLF\�
7R�IDFH�FRWWRQ�ZRUOG�SULFHV�YRODWLOLW\��WKH�JRYHUQPHQW�KDV�HVWDEOLVKHG�D�GHILFLHQF\�SD\PHQWV�
V\VWHP�VLQFH����������WR�SURWHFW�FRWWRQ�JURZHUV�WKURXJK�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�DQG�WR�
HQFRXUDJH�SULYDWH�VHFWRU¶V�SDUWLFLSDWLRQ�LQ�WKH�FRWWRQ�PDUNHW������7KH�GLIIHUHQW�DVSHFWV�RI�WKLV�
VFKHPH��WKH�SULFLQJ�SROLF\��WUDGLQJ�V\VWHP��DQG�LQVWLWXWLRQDO�VHWXS��DUH�GLVFXVVHG�EHORZ���&RWWRQ�3ULFLQJ�3ROLF\�
7KH�JRYHUQPHQW�VHWV�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�IRU�IDUPHUV��EHIRUH�RU�DW�FRWWRQ�SODQWLQJ�
WLPH��0DUFK���$W�WKH�VWDUW�RI�WKH�FRWWRQ�PDUNHWLQJ�VHDVRQ��6HSWHPEHU���LI�WKHVH�VHHG�FRWWRQ�
JXDUDQWHH�SULFHV�SURYH�WR�EH�KLJKHU�WKDQ�WKH�DQQRXQFHG�OLQW�FRWWRQ�H[SRUW�SULFHV��WUDGH�LQ�VHHG�
FRWWRQ�EHFRPHV�XQSURILWDEOH��7KH�JRYHUQPHQW�DQQRXQFHV�D�GHILFLHQF\�SD\PHQWV�V\VWHP�WR�
FRYHU�WKH�GLIIHUHQFH�EHWZHHQ�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�DQG�OLQW�FRWWRQ�H[SRUW�SULFHV��WKXV�
DOORZLQJ�SULYDWH�VHFWRU¶V�SDUWLFLSDWLRQ�LQ�WKH�FRWWRQ�PDUNHW��,Q�FDVH�VHHG�FRWWRQ�JXDUDQWHH�
SULFHV�DUH�ORZHU�WKDQ�WKH�GHFODUHG�OLQW�FRWWRQ�H[SRUW�SULFHV��WKH�SULYDWH�VHFWRU�FDQ�WUDGH�DW�D�
SURILW�DQG�WKH�JRYHUQPHQW�GRHV�QRW�LQFXU�DQ\�GHILFLHQF\�SD\PHQWV��$UL]D�1LQR��6LGGLN��DQG�
6ZDQEHUJ������D�DQG�E�����
�
�
�
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6HHG�FRWWRQ�JXDUDQWHH�SULFHV�
6HHG�FRWWRQ�JXDUDQWHH�SULFHV�DUH�PDLQO\�GHWHUPLQHG�E\�WKH�FRVW�RI�SURGXFWLRQ�FULWHULRQ��7KH�
IROORZLQJ�IRUPXOD�VKRZV�KRZ�WKH�JXDUDQWHH�SULFH�IRU�D�VHHG�NHQWDU�RI�D�FHUWDLQ�YDULHW\�RI�
FRWWRQ��VD\�*L]D�����LV�GHWHUPLQHG���

�
*3*���� �3&���/5�±�6&�
����������������������$3�
:KHUH��
*3*����� �*XDUDQWHH�SULFH�IRU�D�VHHG�NHQWDU�RI�*L]D�����
3&������� �7RWDO�SURGXFWLRQ�FRVWV���IHGGDQ��
/5������� �/DQG�UHQW�IRU�FRWWRQ�SODQWLQJ�SHULRG��
6&������� �9DOXH�RI�VKRUW�FORYHU��
$3������� �$YHUDJH�SURGXFWLYLW\�RI�D�IHGGDQ�RI�*L]D�����
�
$OWKRXJK�WKLV�FRVW�RI�SURGXFWLRQ�FULWHULRQ�IRU�SULFH�OHYHO�GHWHUPLQDWLRQ��LV�JURXQGHG�LQ�

WKH�UHDO�HFRQRPLF�FRQGLWLRQV�RI�WKH�PDMRULW\�RI�FRWWRQ�JURZHUV��DQG�SURYLGHV�D�GHILQLWH�OLQN�
EHWZHHQ�IDUP�LQFRPHV�DQG�IDUP�SULFHV��\HW�LW�KDV�WKUHH�PDLQ�GHIHFWV��)LUVW��VHHG�FRWWRQ�
JXDUDQWHH�SULFHV�DUH�FRPSOHWHO\�LVRODWHG�IURP�ZRUOG�SULFHV��,I�ZRUOG�SULFHV�GURS�RYHU�WKH�
FRXUVH�RI�WKH�JURZLQJ�VHDVRQ��WKH�JRYHUQPHQW�FDQQRW�DGMXVW�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�
GRZQZDUG�WR�UHIOHFW�FKDQJHG�PDUNHW�FRQGLWLRQV�E\�KDUYHVW�WLPH��6HHG�FRWWRQ�JXDUDQWHH�
SULFHV�VKRXOG�JLYH�WKH�DSSURSULDWH�ORQJ�UXQ�LQFHQWLYHV��$�VWDQGDUG�ZD\�WR�HVWLPDWH�ORQJ�UXQ�
SULFH�OHYHOV�LV�WR�XVH�D�PRYLQJ�DYHUDJH�RI�WKUHH�WR�ILYH�\HDUV�SDVW�ZRUOG�SULFHV�IRU�D�W\SH�DQG�
TXDOLW\�RI�FRWWRQ�FRPSDUDEOH�WR�WKH�(J\SWLDQ�RQH��DV�WKH�$PHULFDQ�3LPD��7KH�PRYLQJ�
DYHUDJH�SURFHGXUH�HQVXUHV�WKDW�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�WUDFN�WKH�ORQJ�UXQ�SULFHV��DOEHLW�
ZLWK�D�ODJ��,Q�IRUPLQJ�D�PRYLQJ�DYHUDJH��LW�LV�GHVLUDEOH�WR�PDNH�DGMXVWPHQWV�ERWK�IRU�
H[FKDQJH�UDWH�FKDQJHV��DQG�IRU�FKDQJHV�LQ�SXUFKDVLQJ�SRZHU�E\�XVLQJ�D�VXSSO\�VLGH�GHIODWRU�
�D�SURGXFHU�SULFH�LQGH[���EHFDXVH�FRPPRGLW\�SULFHV�DUH�GHWHUPLQHG�LQ�WKH�ORQJ�UXQ�
SULPDULO\�E\�FRVWV���

6HFRQG��VHHG�FRWWRQ�JXDUDQWHH�SULFHV�GR�QRW�RIIHU�LQFHQWLYHV�IRU�FRWWRQ�JURZHUV�WR�
LPSURYH�HIILFLHQF\��7KXV��LQ�VHWWLQJ�JXDUDQWHH�SULFHV��FRWWRQ�IDUPHUV�VKRXOG�EH�FRQVWDQWO\�
IRUFHG�WR�ORRN�IRU�PRUH�HFRQRPLFDO�ZD\V�RI�GRLQJ�WKLQJV��7KH�JRYHUQPHQW�PD\�UHGXFH�VHHG�
FRWWRQ�JXDUDQWHH�SULFHV��PHDVXUHG�LQ�UHDO��LQIODWLRQ�DGMXVWHG�WHUPV���VD\�HYHU\�WKUHH�\HDUV�DW�
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D�UDWH�EDVHG�RQ�WKH�UDWH�RI�FRVW�UHGXFWLRQ��SURGXFWLYLW\�JURZWK��DFKLHYHG�GXULQJ�WKH�SUHYLRXV�
\HDUV�E\�DQ�DYHUDJH�FRWWRQ�JURZHU��'XULQJ�WKHVH�WKUHH�\HDUV��DQ\�UHGXFWLRQ�LQ�FRVWV�WKDW�D�
FRWWRQ�JURZHU�VXFFHHGV�LQ�DFKLHYLQJ�LV�D�UHZDUG�IRU�KLV�HIILFLHQF\��$IWHU�WKUHH�\HDUV��ZKLFK�
LV�E\�WKH�WLPH�RI�UHGXFLQJ�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��LI�D�FRWWRQ�JURZHU�DFKLHYHV�FRVW�
VDYLQJV�JUHDWHU�WKDQ�WKRVH�REWDLQHG�LQ�WKH�SDVW��KLV�UHDO�FRVWV�ZLOO�IDOO�IDVWHU�WKDQ�KLV�UHDO�
SULFHV��DQG�KH�ZLOO�EH�SHUPLWWHG�WR�NHHS�WKH�UHVXOWLQJ�SURILWV�DV�KLV�UHZDUG��+RZHYHU��LI�WKH�
FRWWRQ�JURZHU�UHGXFHV�KLV�FRVWV�RQO\�E\��VD\���SHUFHQW��DIWHU�WKHVH�WKUHH�\HDUV�ZKHUHDV�LQ�WKH�
SDVW�KLV�FRVWV�IHOO���SHUFHQW��WKH�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�ZLOO�DOVR�EH�IDOOLQJ�DW�D���
SHUFHQW�UDWH��7KLV�FRWWRQ�JURZHU�ZLOO�WKHUHIRUH�ORVH�SURILWV��VXIIHULQJ�D�SHQDOW\�IRU�KLV�
LQHIILFLHQF\��7KLV�DSSURDFK�FOHDUO\�JLYHV�XS�DQ\�DWWHPSW�WR�OLPLW�WKH�SURILW�RI�FRWWRQ�
IDUPHUV��OHDYLQJ�WKH�SRVVLELOLW\�RI�KLJKHU�SURILWV�DV�DQ�LQFHQWLYH�IRU�HIILFLHQF\��

)LQDOO\��WKH�QHW�UHYHQXHV�IURP�WKH�FRWWRQ�URWDWLRQ�DQG�WKH�RWKHU�FRPSHWLQJ�URWDWLRQV�DUH�
QRW�EURXJKW�LQWR�WKH�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�SROLF\�GHFLVLRQ��*XDUDQWHH�SULFHV�VKRXOG�
NHHS�EDODQFH�DPRQJ�QHW�UHWXUQV�REWDLQHG�IURP�GLIIHUHQW�FURS�URWDWLRQV�WR�PDNH�FRWWRQ�
FRPSHWLWLYH�ZLWK�RWKHU�FURSV��$OVR��LW�PD\�EH�XVHIXO�WR�DQQRXQFH�VHHG�FRWWRQ�JXDUDQWHH�
SULFHV�EHIRUH�WKH�SODQWLQJ�WLPH�RI�ZKHDW��1RYHPEHU��UDWKHU�WKDQ�EHIRUH�WKH�SODQWLQJ�WLPH�RI�
FRWWRQ��0DUFK���7KLV�LV�EHFDXVH�LI�D�IDUPHU�GHFLGHV�WR�SODQW�ZKHDW�RQ�D�SLHFH�RI�ODQG��WKDW�
ODQG�ZLOO�DOPRVW�FHUWDLQO\�QRW�EH�DYDLODEOH�IRU�FRWWRQ�SURGXFWLRQ�WKH�IROORZLQJ�VXPPHU��DV�
FRWWRQ�LV�SODQWHG�LQ�0DUFK�RU�$SULO��ZKLOH�ZKHDW�KDUYHVW�QRUPDOO\�RFFXUV�LQ�$SULO�RU�0D\�
�.UHQ]��6FKRHQ��DQG�$ER�(O�:DID��������DQG�(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�
7UDGH����������/LQW�FRWWRQ�H[SRUW�SULFHV�
/LQW�FRWWRQ�H[SRUW�SULFHV�DUH�DQQRXQFHG�DW�WKH�VWDUW�RI�HDFK�PDUNHWLQJ�VHDVRQ��LQ�6HSWHPEHU��
DIWHU�VWXG\�RI�WKH�LQWHUQDWLRQDO�FRWWRQ�VLWXDWLRQ��/LQW�FRWWRQ�H[SRUW�SULFHV�DUH�DGMXVWHG�LQ�
RUGHU�WR�EULQJ�WKHP�LQWR�FRPSDULVRQ�ZLWK�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��7KLV�DGMXVWPHQW�LV�
GHWHUPLQHG�E\�WKUHH�PDLQ�IDFWRUV��QDPHO\��IREELQJ�DQG�PDUNHWLQJ�H[SHQVHV��WKH�SULFH�RI�
VHHG�DQG�VFDUWR�DQG�WKH�H[FKDQJH�UDWH��DV�VKRZQ�LQ�ILJXUH�������

�
�
�
�
�
�
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�)LJXUH����0HWKRG�WR�FDOFXODWH�VHHG�FRWWRQ�H[SRUW�SULFHV�EDVHG�RQ�OLQW�H[SRUW�SULFHV�
��
���/LQW�FRWWRQ�H[SRUW�SULFHV��LQ�86���OLEUD������������PLQXV����������)REELQJ�H[SHQVHV��)DUIDUD�DQG����������������
��GHSHQGLQJ�RQ�WKH�YDULHW\�DQG��JUDGH��������������������������������������������������5HSUHVVLQJ��
�
�

�
�
�
�
���������������������������������������������������

�����3OXV��������
�

������������������������������������������������������0LQXV�����
�
�
�
�
�
�
/LQW�FRWWRQ�H[SRUW�SULFHV�DUH�LQYHUVHO\�UHODWHG�WR�ERWK�IREELQJ�DQG�PDUNHWLQJ�H[SHQVHV�DQG�

WR�DQ�RYHUYDOXHG�H[FKDQJH�UDWH��EXW�SRVLWLYHO\�UHODWHG�WR�WKH�YDOXH�RI�VHHG�DQG�VFDUWR��7KH�
JRYHUQPHQW�DGPLQLVWUDWLYHO\�VHWV�IREELQJ�DQG�PDUNHWLQJ�H[SHQVHV�DW�D�ORZ�OHYHO��DQG�WKH�
YDOXH�RI�VHHG�DQG�VFDUWR�DW�D�KLJK�OHYHO��LQ�RUGHU�WR�LQFUHDVH�OLQW�FRWWRQ�H[SRUW�SULFHV��QDUURZ�
WKH�JDS�EHWZHHQ�WKHP�DQG�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��DQG�KHQFH�UHGXFH�WKH�DPRXQW�RI�
GHILFLHQF\�SD\PHQWV��,Q������������WKH�JRYHUQPHQW�IL[HG�PDUNHWLQJ�H[SHQVHV�DW�
/(����NHQWDU�DOWKRXJK�WKH�DFWXDO�H[SHQVHV�ZHUH�HVWLPDWHG�DW�/(����NHQWDU��6HHG�DQG�VFDUWR�
ZHUH�DGPLQLVWUDWLYHO\�YDOXHG�DW�/(�����NHQWDU��DOWKRXJK�WKHLU�DFWXDO�YDOXH�UDQJHG�EHWZHHQ�
/(���/(���NHQWDU��UHSUHVHQWLQJ�DQ�RYHUYDOXDWLRQ�RI�QHDUO\�����SHUFHQW���$OFRWH[D���������

+RZHYHU��VHWWLQJ�IREELQJ�H[SHQVHV�DW�XQUHDOLVWLF�ORZ�OHYHOV��LQFUHDVHV�OLQW�FRWWRQ�SULFHV�
IRU�GRPHVWLF�VSLQQLQJ�PLOOV��OLQW�FRWWRQ�H[SRUW�SULFHV�DIWHU�GHGXFWLQJ�IREELQJ�H[SHQVHV���
UHVXOWLQJ�LQ�WZR�PDLQ�DGYHUVH�FRQVHTXHQFHV��)LUVW��GRPHVWLF�VSLQQLQJ�PLOOV¶�SURGXFWLRQ�

/LQW�FRWWRQ�H[SRUW�SULFHV�LQ�/�(�NHQWDU��IRU�VSLQQQLQJ�PLOOV���

��OLQW�NHQWDU� ���NJV����NJ�� ��������OEV����86�� �"�

0DUNHWLQJ�H[SHQVHV�LQ�/�(���JLQQLQJ�DQG�KDQGOLQJ���

6HHG�FRWWRQ�H[SRUW�SULFHV�LQ�/�(���DW������JLQQLQJ�RXWWXUQ��

3ULFH�RI�VHHG�DQG�VFDUWR�LQ�/�(��
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FRVWV�LQFUHDVH��DQG�VHFRQG��VHOOLQJ�OLQW�FRWWRQ�WR�GRPHVWLF�VSLQQHUV�EHFRPHV�PRUH�SURILWDEOH�
WKDQ�H[SRUWV��ZLWK�QHJDWLYH�LPSDFW�RQ�(J\SWLDQ�OLQW�FRWWRQ�H[SRUWV��7KXV��PDUNHWLQJ�
PDUJLQV�VKRXOG�QRW�EH�IL[HG�DGPLQLVWUDWLYHO\�EXW�GHWHUPLQHG�E\�PDUNHWLQJ��SURFHVVLQJ��DQG�
WUDQVSRUWDWLRQ�FRVWV�DV�ZHOO�DV�FRPSHWLWLRQ��

,Q�OLJKW�RI�KLJK�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��WKH�JRYHUQPHQW�HQFRXUDJHV�$OFRWH[D�WR�VHW�
(J\SWLDQ�OLQW�FRWWRQ�H[SRUW�SULFHV�DW�KLJK�OHYHOV�UHODWLYH�WR�WKH�FRPSHWLQJ�$PHULFDQ�3LPD��
ZLWK�IHZ�DGMXVWPHQWV�GXULQJ�WKH�VHDVRQ��DV�VKRZQ�LQ�WDEOH�������
�
7DEOH����(J\SWLDQ�/LQW�&RWWRQ�([SRUW�3ULFHV�DV�D�SHUFHQWDJH�RI�WKH�3ULFH�RI�86��3LPD�����

9DULHWLHV?6HDVRQ� �������� �������� �������� ��������
*L]D���� ���� ���� ���� ����
*L]D���� ���� ���� ���� ����
*L]D���� ���� ���� ���� ����
*L]D���� ���� ���� ��� ����

��*UDGH����&,)��1RUWK�(XURSH�IRU�1RY�'HF�GHOLYHU\��
����6RXUFH��FDOFXODWHG�IURP�WKH�(J\SWLDQ�&RWWRQ�*D]HWWH��YDULRXV�LVVXHV��.UHQ]�HW�DO���������.UHQ]��������DQG�.UHQ]�DQG�0RVWDID����������

:KLOH�(J\SW�RYHUSULFHV�LWV�OLQW�FRWWRQ�H[SRUWV��WKH�8QLWHG�6WDWHV�VXSSRUWV�WKH�$PHULFDQ�
3LPD�FRWWRQ��7KH�8QLWHG�6WDWHV�DLPV�DW�PDNLQJ�3LPD�FRWWRQ�H[SRUW�SULFHV�FRPSHWLWLYH�DQG�
ORZHU�WKDQ�WKH�SULFHV�RI�RWKHU�FRPSHWLQJ�FRWWRQ�LQ�WKH�LQWHUQDWLRQDO�PDUNHW��SDUWLFXODUO\�WKH�
(J\SWLDQ�YDULHW\�*L]D�����7KH�$PHULFDQ�JRYHUQPHQW�KDV�DOORFDWHG�86�����PLOOLRQ��WR�
VXSSRUW�WKH�$PHULFDQ�3LPD�SULFHV�GXULQJ�WKH�SHULRG�������������������6XEVLG\�SD\DEOH�WR�
$PHULFDQ�H[SRUWHUV�DQG�PLOOV�LV�WULJJHUHG�LI���

x� 7KH�DYHUDJH�$PHULFDQ�3LPD�SULFHV�IRU�JUDGH����������������DUH�KLJKHU�WKDQ�WKH�SULFH�
RI�*L]D�����JUDGH�JRRG�������&,)�1RUWK�(XURSH�TXRWDWLRQV��DGMXVWHG�IRU�TXDOLW\�
GLIIHUHQWLDOV�DQG�WUDQVSRUWDWLRQ�FRVWV�WR�WKH�8QLWHG�6WDWHV��IRU�IRXU�FRQVHFXWLYH�
ZHHNV��

x� 7KH�3LPD�FRWWRQ�LV�EHLQJ�H[SRUWHG�RU�XVHG�LQ�DQ�$PHULFDQ�PLOO�GXULQJ�WKH�SHULRG�LQ�
ZKLFK�WKH�VXEVLG\�LV�SD\DEOH��

x� 3D\PHQWV�ZLOO�EH�VXVSHQGHG�LI�WKH�DGMXVWHG�ZRUOG�SULFH�RI�*L]D����H[FHHGV�����
SHUFHQW�RI�WKH�EDVLF�ORDQ�IRU�3LPD�FRWWRQV��������FHQWV�OLEUD�LQ��������������

7KH�PHWKRG�RI�FDOFXODWLQJ�WKH�DPRXQW�RI�VXEVLG\�GXH�WR�DQ�$PHULFDQ�H[SRUWHU�RU�PLOO��LV�
IRXQG�LQ�DSSHQGL[������



(&(6�:3����+HOP\�1RYHPEHU�������

�� ��

7KLV�RYHUSULFLQJ�DQG�LQIOH[LELOLW\�RI�(J\SWLDQ�OLQW�FRWWRQ��GHSUHVVHV�H[SRUWV�EHORZ�ZKDW�
WKH\�FRXOG�KDYH�EHHQ�ZLWK�PRUH�UHDOLVWLF�H[SRUW�SULFLQJ��DQG�GDPSHQV�GHPDQG�RI�GRPHVWLF�
VSLQQLQJ�PLOOV�IRU�H[SHQVLYH�(J\SWLDQ�OLQW��HQFRXUDJLQJ�WKHP�WR�LQFUHDVH�LPSRUWV�RI�FKHDSHU�
FRWWRQ�\DUQV�RU�DUWLILFLDO�ILEHUV��8OWLPDWHO\�PDVVLYH�OLQW�FRWWRQ�VWRFNV�DUH�EXLOW�XS���

,Q������������WKH�SULFH�RI�3LPD�KDG�GURSSHG�E\����SHUFHQW��EXW�$OFRWH[D�ORZHUHG�
(J\SWLDQ�OLQW�FRWWRQ�H[SRUW�SULFHV�E\�PXFK�OHVV��([SRUW�SULFHV�RI�H[WUD�ORQJ�VWDSOH�YDULHWLHV�
ZHUH�GHFUHDVHG�E\�DERXW�������SHUFHQW���*L]D����ZDV�GHFUHDVHG�E\�D�PXFK�ODUJHU�DPRXQW���
ZKLOH�SULFHV�RI�ORQJ�VWDSOH�YDULHWLHV�ZHUH�GHFUHDVHG�E\�����SHUFHQW�RQO\��UHVXOWLQJ�LQ�D�
GHFOLQH�LQ�(J\SWLDQ�OLQW�FRWWRQ�H[SRUWV�RI�QHDUO\���SHUFHQW���

7KH�RYHUSULFLQJ�RI�*L]D����LQ���������DQG���������VHDVRQV�UHVXOWHG�LQ�ODUJH�FDUU\RYHU�
RI�VWRFNV��/DWH�LQ�����������VHDVRQ��DFWLYH�VDOHV�RI�WKLV�YDULHW\��DQ�H[SDQVLRQ�RI�
FRPPLWPHQWV�E\�������PW��IURP�0D\�WR�-XO\��������FRQILUPHG�WKDW�WKLV�YDULHW\�LV�
UHVSRQVLYH�WR�SULFH�FKDQJHV��$OFRWH[D��������.UHQ]��DQG�0RVWDID��������+ROW]PDQ�DQG�
0RVWDID�������DQG��������

&DUU\LQJ�H[FHVVLYH�VWRFNV�KDV�D�KLJK�RSSRUWXQLW\�FRVW��WKH�VWRUDJH�VSDFH�KDV�D�PRQWKO\�
FRVW��IXQGV�DUH�WLHG�XS�LQ�KROGLQJ�WKH�VWRFN��DQG�WKH�OLQW�FRWWRQ�GHWHULRUDWHV�RYHU�WLPH��
HVSHFLDOO\�ZKHQ�WKH�VWRUDJH�FRQGLWLRQV�DUH�QRW�RSWLPDO��,W�EHFRPHV�GLIILFXOW�WR�H[SRUW�VWRUHG�
OLQW�WR�IRUHLJQ�EX\HUV�WKH�IROORZLQJ�PDUNHWLQJ�VHDVRQ��8OWLPDWHO\��ODUJH�FDUU\RYHU�VWRFNV�
KDYH�WR�EH�SURYLGHG�WR�GRPHVWLF�VSLQQHUV�DW�D�GLVFRXQW��VROG�DW�D�GHHS�GLVFRXQW�RQ�WKH�ZRUOG�
PDUNHW��RU�VROG�IRU�DOWHUQDWLYH�XVHV����7UDGLQJ�V\VWHP�
7KH�JRYHUQPHQW��WKURXJK�WKH�3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUDO�&UHGLW�
�3%'$&���KDV�HVWDEOLVKHG�D�QHWZRUN�RI�VDOHV�ULQJV�WKURXJKRXW�WKH�FRXQWU\�WR�HQVXUH�WKDW�
IDUPHUV�KDYH�D�EX\HU�DW�WKH�JXDUDQWHH�SULFH��7KH�JRYHUQPHQW�LV�³WKH�EX\HU�RI�ODVW�UHVRUW´��
�3%'$&��VDOHV�ULQJV�DUH�DOORFDWHG�DGPLQLVWUDWLYHO\�EHWZHHQ�SXEOLF�DQG�UHJLVWHUHG�SULYDWH�
WUDGHUV��ZLWK�QR�FRPSHWLWLYH�ELGGLQJ���

$�WUDGHU�ZKR�LV�DOORFDWHG�D�VDOHV�ULQJ�LV�REOLJHG�WR�WDNH�DOO�RI�WKH�FRWWRQ�GHOLYHUHG�WR�WKH�
ULQJ��UHJDUGOHVV�RI�WKH�JUDGH��DQG�KDV�WR�SD\�WKH�JXDUDQWHH�SULFHV�WR�3%'$&�DQG�WKHQ�
3%'$&�SD\V�WKH�IDUPHUV��7UDGHUV�DUH�SDLG�WKH�GHILFLHQF\�SD\PHQWV�RQO\�LI�VDOHV�WDNH�SODFH�
LQ�DQ�RIILFLDO�PDUNHW��

7KH�DOORFDWLRQ�RI�VDOHV�ULQJV�LV�D�FULWLFDO�PDWWHU��SDUWLFXODUO\�ZKHQ�LW�LV�NQRZQ�WKDW�WKH�
VHDVRQ�LV�D�VKRUW�FURS��DQG�GHPDQG�IRU�ULQJV�H[FHHGV�WKH�VXSSO\��,I�WKH�JRYHUQPHQW�GRHV�QRW�
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DXFWLRQ�RII�WKHVH�VDOHV�ULQJV�LQ�D�FRPSHWLWLYH�PDUNHW��WUDGHUV�WKDW�DUH�DOORFDWHG�WKHVH�ULQJV�
ZLOO�UHDS�PRQRSRO\�SURILWV��,Q�WKDW�FDVH��WKH�JRYHUQPHQW�PXVW�GHFLGH�WKH�EDVLV�IRU�
GLVWULEXWLQJ�WKHVH�VDOHV�ULQJV�DPRQJ�SRWHQWLDO�WUDGHUV��)XUWKHUPRUH��EHFDXVH�RI�PRQRSRO\�
SURILWV��SRWHQWLDO�WUDGHUV�DUH�OLNHO\�WR�GHYRWH�D�JUHDW�GHDO�RI�HIIRUW�WR�OREE\LQJ�WR�REWDLQ�WKHP�
�LQ�VR�FDOOHG�UHQW�VHHNLQJ�DFWLYLWLHV���7KXV��DGPLQLVWUDWLYH�DOORFDWLRQ�RI�VDOHV�ULQJV�QRW�RQO\�
UHSODFHV�WKH�PDUNHW�PHFKDQLVP�EXW�DOVR�UHVXOWV�LQ�ZDVWH�IURP�WKH�SRLQW�RI�YLHZ�RI�WKH�
HFRQRP\�DV�D�ZKROH�DQG�FRQWDLQV�WKH�VHHGV�RI�FRUUXSWLRQ����,QVWLWXWLRQDO�VHWXS�
'HVSLWH�HIIRUWV�WR�OLEHUDOL]H�DQG�SULYDWL]H�WKH�FRWWRQ�VHFWRU�VLQFH����������WKH�JRYHUQPHQW�
FRQWLQXHV�WR�GRPLQDWH�NH\�LQGXVWULHV�LQ�WKH�FRWWRQ�VHFWRU��WUDGLQJ��JLQQLQJ��DQG�VSLQQLQJ���WR�
PDNH�GHFLVLRQV�FRQFHUQLQJ�VHHG�FRWWRQ�SULFLQJ�DQG�SURFXUHPHQW��DQG�WR�LQIOXHQFH�GHFLVLRQV�
UHJDUGLQJ�OLQW�FRWWRQ�H[SRUW�SULFHV��\DUQ�DQG�IDEULF��JLQQLQJ�FKDUJHV��DQG�VXSSO\LQJ�RI�OLQW�
FRWWRQ�WR�GRPHVWLF�PLOOV���

9DULRXV�PLQLVWULHV��HQWLWLHV��DQG�FRPPLWWHHV�VHW�YDULRXV�FRWWRQ�SULFHV��DQG�PDUNHWLQJ�
UXOHV��7KH�0LQLVWU\�RI�$JULFXOWXUH��LQ�FRQVXOWDWLRQ�ZLWK�WKH�0LQLVWU\�RI�7UDGH�DQG�6XSSO\��
WKH�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH��DQG�WKH�0LQLVWU\�RI�3XEOLF�(QWHUSULVHV��VHWV�
VHHG�FRWWRQ�JXDUDQWHH�SULFHV��DQG�PDUNHWLQJ�UHJXODWLRQV��/LQW�FRWWRQ�H[SRUW�SULFHV�DUH�VHW�
WHFKQLFDOO\�E\�WKH�$OH[DQGULD�&RWWRQ�([SRUWHUV�$VVRFLDWLRQ��$OFRWH[D���EXW�XQRIILFLDOO\�
LQIOXHQFHG�E\�WKH�0LQLVWU\�RI�7UDGH�DQG�6XSSO\��DQG�WKH�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�
7UDGH���

7KH�0LQLVWU\�RI�$JULFXOWXUH�DQG�WKH�0LQLVWU\�RI�7UDGH�DQG�6XSSO\�DUH�UHVSRQVLEOH�IRU�WKH�
HVWDEOLVKPHQW�DQG�FRQWURO�RI�D�&RWWRQ�3ULFHV�6WDELOL]DWLRQ�)XQG��7KH�0LQLVWU\�RI�)LQDQFH�LV�
WR�GHSRVLW�VXIILFLHQW�UHVRXUFHV�LQWR�WKLV�IXQG�WR�FRYHU�WKH�QHHGV�RI�WKH�GHILFLHQF\�SD\PHQW�
VFKHPH��$�FRPPLWWHH�ZLWKLQ�WKH�0LQLVWU\�RI�$JULFXOWXUH�LV�UHVSRQVLEOH�IRU�FRQVLGHULQJ�WKH�
SRVVLELOLW\�RI�PDNLQJ�GHILFLHQF\�SD\PHQW�WR�EX\HUV�RI�VHHG�FRWWRQ�RXWVLGH�RI�WKH�RIILFLDO�
ULQJV��GLUHFW�IURP�IDUPHUV���

7KH�&RWWRQ�DQG�,QWHUQDWLRQDO�7UDGH�+ROGLQJ�&RPSDQ\��&,7�+&���XQGHU�WKH�VXSHUYLVLRQ�
RI�WKH�&RWWRQ�6XSHUYLVRU\�&RPPLWWHH�RI�WKH�0LQLVWU\�RI�7UDGH�DQG�6XSSO\��DOORFDWHV�WKH�
3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUDO�&UHGLW�VDOHV�ULQJV�WR�SULYDWH�DQG�SXEOLF�
WUDGHUV��&RWWRQ�WUDGLQJ�DQG�VSLQQLQJ�DQG�ZHDYLQJ�FRPSDQLHV�DUH�XQGHU�WKH�0LQLVWU\�RI�
3XEOLF�(QWHUSULVHV��3ULFHV�RI�\DUQ�IRU�H[SRUW�DUH�VHW�E\�WKH�7H[WLOH�&RQVROLGDWLRQ�)XQG��
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ZKLFK�LV�XQGHU�WKH�0LQLVWU\�RI�,QGXVWU\�DQG�SXUFKDVHG�E\�DIILOLDWHG�FRPSDQLHV�XQGHU�WKH�
0LQLVWU\�RI�7UDGH�DQG�6XSSO\���

8QFRRUGLQDWHG�GHFLVLRQV�DQG�FRQWUDGLFWRU\�UHVXOWV�DUH�PRVW�OLNHO\�WR�RFFXU��6XFFHVVIXO�
SULFLQJ�SROLF\�UHTXLUHV�D�VLQJOH��LQGHSHQGHQW�XQLW��ZKLFK�LV�UHFRJQL]HG�E\�DOO�RWKHU�DJHQFLHV�
DV�KDYLQJ�WKH�GRPLQDQW�FRRUGLQDWLQJ�UHVSRQVLELOLW\�IRU�SULFH�SROLF\�IRUPXODWLRQ��
�,PSOLFDWLRQV�RI�*RYHUQPHQW¶V�&RWWRQ�3ULFLQJ�3ROLF\�
1RWZLWKVWDQGLQJ�WKH�PHULWV�RI�WKH�JRYHUQPHQW¶V�HIIRUWV�WR�PDQDJH�FRWWRQ�ZRUOG�SULFHV�
YRODWLOLW\��E\�HVWDEOLVKLQJ�D�GHILFLHQF\�SD\PHQWV�V\VWHP�WR�SURWHFW�FRWWRQ�JURZHUV�WKURXJK�
VHHG�FRWWRQ�JXDUDQWHH�SULFHV��DQG�WR�HQFRXUDJH�SULYDWH�VHFWRU¶V�SDUWLFLSDWLRQ�LQ�WKH�FRWWRQ�
PDUNHW��VRPH�DGYHUVH�FRQVHTXHQFHV�KDYH�UHVXOWHG��7KH�LPSDFW�RI�JRYHUQPHQW¶V�FRWWRQ�
SULFLQJ�SROLF\�RQ�FRWWRQ�IDUPHUV��SULYDWH�WUDGHUV��DQG�JRYHUQPHQW¶V�ILQDQFH��LV�DQDO\]HG�
EHORZ����&RWWRQ�JURZHUV��
7KH�JRYHUQPHQW�VXFFHHGHG�LQ�SURWHFWLQJ�FRWWRQ�JURZHUV�IURP�WKH�YRODWLOLW\�LQ�H[SRUW�SULFHV��
WKURXJK�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��&RWWRQ�JURZHUV�FDSWXUHG���������SHUFHQW�RI�H[SRUW�
SULFHV�LQ����������DQG���������SHUFHQW�LQ������������:KHQ�WKH�JRYHUQPHQW�GLG�QRW�VHW�
JXDUDQWHH�SULFHV�LQ����������IDUPHUV�UHFHLYHG�RQO\�������SHUFHQW�RI�H[SRUW�SULFHV��DV�VKRZQ�
LQ�WDEOH�������

�
7DEOH����6HHG�&RWWRQ�3ULFHV�DV�D�3HUFHQW�RI�/LQW�&RWWRQ�([SRUW�3ULFHV�IRU�
7KUHH�0DMRU�([SRUW�9DULHWLHV���������������������

9DULHW\?�6HDVRQ� �������� �������� ��������
*L]D���� ���� ��� ����
*L]D���� ���� ��� ����
*L]D���� ���� ��� ����

����������������������1RWHV�������6HHG�FRWWRQ�SULFHV�DUH�IRU�WKH�JUDGH�RI�*RRG������DW�WKH�DYHUDJH��

��������������������������������������JLQQLQJ�RXWWXUQ�IRU�WKH�VHDVRQ�DV�UHSRUWHG�E\�WKH�&RWWRQ�$UELWUDWLRQ�

��������������������������������������DQG�7HVWLQJ�*HQHUDO�2UJDQL]DWLRQ��&$7*2����

����������������������������������������([SRUW�YDULHWLHV�DW�WKH�JUDGH�RI�JRRG�IXOO\�JRRG��

���������������������6RXUFH���&DOFXODWHG�IURP�WKH�(J\SWLDQ�&RWWRQ�*D]HWWH��$OFRWH[D��QR��������

������������������������������������2FWREHU�������.UHQ]�HW�DO���������DQG�.UHQ]�DQG�0RVWDID��������
�
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+RZHYHU��VHHG�FRWWRQ�JXDUDQWHH�SULFHV�DUH�QRW�D�VXIILFLHQW�LQFHQWLYH�IRU�IDUPHUV�WR�JURZ�
FRWWRQ��DV�FDQ�EH�VHHQ�IURP�WKH�GHFOLQLQJ�WUHQG�LQ�WKH�DUHD�SODQWHG�ZLWK�FRWWRQ��VKRZQ�LQ�
ILJXUH������IRU�WKH�IROORZLQJ�UHDVRQV��
��

)LJXUH����$UHD�SODQWHG�ZLWK�FRWWRQ�LQ�(J\SW�>���������������@��LQ�IHGGDQV��

�������������6RXUFH��&DOFXODWHG�IURP�WKH�(J\SWLDQ�&RWWRQ�*D]HWWH��$OFRWH[D��QR�������2FWREHU�������

�
�� *RYHUQPHQW¶V�SULFLQJ�SROLF\�LV�XQFHUWDLQ��6HHG�FRWWRQ�JXDUDQWHH�SULFHV�PD\�QRW�EH�

VHW�HYHU\�\HDU��,Q����������WKH�JRYHUQPHQW�GLG�QRW�DQQRXQFH�JXDUDQWHH�SULFHV��DQG�
IDUPHUV�ZHUH�IDFHG�ZLWK�D�SULFH�GHFOLQH�RI�������SHUFHQW�IURP�WKH�SUHYLRXV�VHDVRQ��
GHSHQGLQJ�XSRQ�YDULHW\��)DUPHUV�UHVSRQGHG�E\�UHGXFLQJ�WKH�DUHD�SODQWHG�ZLWK�FRWWRQ�
E\������SHUFHQW�WKH�IROORZLQJ�VHDVRQ���

�� *RYHUQPHQW¶V�ILQDQFLDO�DVVLVWDQFH�WR�IDUPHUV�IRU�SURGXFWLRQ�FRVWV��VXFK�DV�
FRPEDWLQJ�SHVWV��IHUWLOL]HUV�DQG�ODQG�SUHSDUDWLRQ��LV�XQFHUWDLQ�DQG�GLIIHUV�HDFK�\HDU�
�*DPDOHOGLQ���������

�� 7KH�SURILWDELOLW\�RI�WKH�PDMRU�FURS�URWDWLRQV�LV�QRW�VWULFWO\�WDNHQ�LQWR�FRQVLGHUDWLRQ�LQ�
GHWHUPLQLQJ�VHHG�FRWWRQ�JXDUDQWHH�SULFHV��&RWWRQ�URWDWLRQ�LV�OHVV�SURILWDEOH�WKDQ�
RWKHU�FURS�URWDWLRQV�LQ�YDULRXV�JRYHUQRUDWHV��DQG�PD\�HYHQ�FDXVH�ORVVHV�WR�IDUPHUV�
LQ�VRPH�RWKHU�DUHDV��)RU�H[DPSOH��LQ�%HKLUD��ZKLFK�LV�WKH�PDMRU�JRYHUQRUDWH�LQ�WKH�
SURGXFWLRQ�RI�WKH�PDLQ�H[WUD�ORQJ�VWDSOH�FRWWRQ�YDULHW\�*L]D�����FRWWRQ�URWDWLRQ�
UDQNV�IRXUWK�LQ�WHUPV�RI�SURILWDELOLW\�DPRQJ�WKH�PDMRU�FURS�URWDWLRQV��,Q�'DTDKOL\D��
ZKLFK�UHSUHVHQWV�WKRVH�DUHDV�SURGXFLQJ�ORQJ�VWDSOH�FRWWRQ�YDULHWLHV��IDUPHUV�LQFXU�D�
ORVV�IURP�WKH�FRWWRQ�URWDWLRQ��VHH�WDEOHV�>�@�DQG�>�@��LQ�DSSHQGL[�>�@����
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&RWWRQ�SULYDWH�WUDGHUV�
7KH�VHWWLQJ�LQ�ZKLFK�WUDGH�WDNHV�SODFH�LV�QRW�FRPSHWLWLYH�LQ�RUGHU�WR�HQFRXUDJH�SULYDWH�
WUDGHUV�WR�SDUWLFLSDWH�LQ�WKH�VHHG�FRWWRQ�PDUNHW�DQG�RIIHU�EHWWHU�SULFHV�WR�IDUPHUV��3ULFH�
FRPSHWLWLRQ�LQ�WKH�VHHG�FRWWRQ�PDUNHW�LV�VWLOO�YHU\�OLWWOH��IRU�WKH�IROORZLQJ�PDUNHWLQJ�DV�ZHOO�
DV�ILQDQFLDO�UHDVRQV��
�� 0DUNHWLQJ�DVSHFWV��

x� $EVHQFH�RI�FOHDU�FULWHULD�IRU�WKH�DOORFDWLRQ�RI��3%'$&��VDOHV�ULQJV��ZLWK�WKH�
PDMRULW\�RI�WKH�ULQJV�KHOG�IRU�SXEOLF�FRPSDQLHV��

x� $OORFDWLRQ�RI�3%'$&�VDOHV�ULQJV��EHIRUH�SULYDWH�WUDGHUV�KDYH�IXOO�NQRZOHGJH�
UHJDUGLQJ�WKH�GHILFLHQF\�SD\PHQW�VFKHPH��

x� 5HTXLUHPHQW�WR�SXUFKDVH�DOO�RI�WKH�VHHG�FRWWRQ�GHOLYHUHG�DW�WKH�ULQJ��KRZHYHU�
SRRU�WKH�TXDOLW\��DQG�WR�SD\�WKH�JRYHUQPHQW¶V�GHFODUHG�JXDUDQWHH�SULFHV���

�� )LQDQFLDO�DVSHFWV��
x� 7KH�ILQDQFLDO�VRXUFHV�RI�WKH�&RWWRQ�3ULFHV�6WDELOL]DWLRQ�)XQG�DQG�WKH�H[WHQW�RI�

WKHLU�VXVWDLQDELOLW\�VHHP�QRW�WR�EH�FOHDUO\�NQRZQ�WR�SULYDWH�WUDGHUV��WKXV�
XQGHUPLQLQJ�JRYHUQPHQW�FUHGLELOLW\��3ULYDWH�WUDGHUV�KDYH�QR�DGHTXDWH�DVVXUDQFHV�
UHJDUGLQJ�UHLPEXUVHPHQW�IRU�GHILFLHQF\�SD\PHQWV��$UL]D�1LQR��6LGGLN��DQG�
*OHDVRQ���������

x� 6HWWLQJ�IREELQJ�DQG�PDUNHWLQJ�H[SHQVHV�DW�XQUHDOLVWLF�ORZ�OHYHOV��
x� 7KH�UHTXLUHPHQW�RI�D�ILQDQFLDO�JXDUDQWHH�WR�SXUFKDVH�VHHG�FRWWRQ�IURP�D�3%'$&�

ULQJ��IURP�SULYDWH�WUDGHUV�RQO\��LV�FRQVLGHUHG�E\�VRPH�RI�WKHP�WR�EH�
GLVFULPLQDWRU\��IDYRULQJ�SXEOLF�WUDGHUV��2QO\�SULYDWH�WUDGHUV�DUH�REOLJHG�WR�VXSSO\�
D�EDQN�OHWWHU�RI�JXDUDQWHH�WR�3%'$&�IRU���SHUFHQW�RI�WKH�HVWLPDWHG�YDOXH�RI�WKH�
FRWWRQ�WR�EH�GHOLYHUHG�WR�WKH�ULQJ��,W�LV�ZRUWK�PHQWLRQLQJ�WKDW�WKH�YDOXH�RI�WKH�
FRWWRQ�GHOLYHUHG�WR�WKH�DYHUDJH�VDOHV�ULQJ�ZDV�/�(������PLOOLRQ�LQ�������������*RYHUQPHQW¶V�ILQDQFH��

$Q�LPSRUWDQW�SUREOHP�IDFLQJ�WKH�JRYHUQPHQW�LQ�LWV�DWWHPSW�WR�PDQDJH�FRWWRQ�ZRUOG�SULFHV�
IOXFWXDWLRQV�LV�WKH�QHHG�WR�DOORFDWH�VXIILFLHQW�DQG�VXVWDLQDEOH�ILQDQFLDO�UHVRXUFHV�WR�WKH�
&RWWRQ�3ULFHV�6WDELOL]DWLRQ�)XQG��0RUHRYHU��WKH�DPRXQW�RI�GHILFLHQF\�SD\PHQWV�WKDW�PXVW�
EH�ERUQH�LQ�DQ\�JLYHQ�\HDU�LV�XQFHUWDLQ��GHSHQGLQJ�PDLQO\�RQ�WKH�LQWHUQDWLRQDO�FRWWRQ�
PDUNHW�VLWXDWLRQ��,Q����������VHHG�FRWWRQ�JXDUDQWHH�SULFHV�ZHUH�KLJKHU�WKDQ�OLQW�FRWWRQ�
H[SRUW�SULFHV��DQG�WKH�GHILFLHQF\�SD\PHQW�VFKHPH�DQQRXQFHG�E\�WKH�JRYHUQPHQW�ZDV�ZRUWK�
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/(������PLOOLRQ������,Q�WKH������FRWWRQ�SURGXFWLRQ�VHDVRQ��WKH�JRYHUQPHQW�GLG�QRW�GHFODUH�
VHHG�FRWWRQ�JXDUDQWHH�SULFHV�WR�SURGXFHUV�EHIRUH�RU�DW�WKH�WLPH�RI�SODQWLQJ��DQG�GLVFRQWLQXHG�
WKH�GHILFLHQF\�SD\PHQW�SURJUDP��,Q������������OLQW�FRWWRQ�H[SRUW�SULFHV�ZHUH�FRQVLGHUDEO\�
ORZHU�WKDQ�WKH�SUHYLRXV�VHDVRQ��DQG�WKH�JRYHUQPHQW�DQQRXQFHG�D�V\VWHP�RI�GHILFLHQF\�
SD\PHQWV�WKDW�ZDV�ZRUWK�/�(�����PLOOLRQ��DV�VKRZQ�LQ�WDEOH������

�
�����7DEOH����'HILFLHQF\�3D\PHQWV��������������������µ����/�(��

9DULHW\?6HDVRQ� �������� �������� ��������
*L]D���� ����� ����� �����
*L]D���� ����� ����� �����
*L]D���� ����� ����� �����
*L]D���� ������ ����� ������
*L]D���� ������ ����� �����
*L]D���� ����� ����� ����
*L]D���� ������ ����� ������
*L]D���� ������� ����� �����
*L]D���� ����� ����� ������
*L]D���� ������� ����� �����
*L]D���� ������ ����� �����
*L]D���� ������ ����� �����
7RWDO� ������� ����� ������

6RXUFH��(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH������D��

�
,9��3ROLF\�2SWLRQV�IRU�(J\SW�
�&RXQWU\�H[SHULHQFHV��LQFOXGLQJ�(J\SW¶V��UHYHDO�WKDW�PDQDJLQJ�FRWWRQ�SULFH�ULVN�HIIHFWLYHO\�
GRHV�QRW�FRPH�ZLWKRXW�FRVW��:RUOG�FRWWRQ�SULFHV�DUH�H[WUHPHO\�YRODWLOH�DQG�WKHUH�LV�QR�
RSWLPDO�SROLF\�WR�IDFH�WKLV�SUREOHP�WKDW�FDQ�EH�DGRSWHG�LQ�DOO�FRXQWULHV�DW�DOO�WLPHV��

0DQ\�JRYHUQPHQWV��VXFK�DV�LQ�0H[LFR�WKDW�RQFH�UHOLHG�RQ�GRPHVWLF�SULFH�VWDELOL]DWLRQ�
VFKHPHV��KDYH�EHHQ�DEDQGRQLQJ�WKHVH�VFKHPHV��EHFDXVH�WKH\�ZHUH�IRXQG�WR�EH�FRVWO\�DQG�
XQVXVWDLQDEOH��7KHVH�JRYHUQPHQWV�DUH�UHGXFLQJ�RU�HOLPLQDWLQJ�JXDUDQWHH�SULFHV�RQ�FRWWRQ��
DQG�FRPSHQVDWLQJ�IDUPHUV�E\�GLUHFW�LQFRPH�VXSSRUW�LQVWHDG��+RZHYHU��DV�WKH�UHSODFHPHQW�
RI�JXDUDQWHH�SULFHV�E\�GLUHFW�LQFRPH�WUDQVIHUV�H[SRVHV�IDUPHUV�DQG�WUDGHUV�WR�WKH�KLJKHU�ULVN�
RI�YRODWLOH�FRWWRQ�SULFHV��WKHVH�JRYHUQPHQWV�EHJDQ�WR�RIIHU�PDUNHW�SDUWLFLSDQWV�WKH�
RSSRUWXQLW\�WR�SXUFKDVH�SULFH�LQVXUDQFH��WKURXJK�SXW�RSWLRQV���
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0DQDJLQJ�FRWWRQ�SULFH�ULVN�HIIHFWLYHO\�LQ�(J\SW�UHTXLUHV�WKH�JRYHUQPHQW�WR�IRFXV�LWV�
HIIRUWV�ILUVW�RQ�EHWWHU�DGPLQLVWUDWLRQ�RI�WKH�FXUUHQW�FRWWRQ�SULFLQJ�SROLF\�E\�LPSOHPHQWLQJ�D�
VHW�RI�SURSRVHG�UHIRUPV��6HFRQG��WKH�JRYHUQPHQW�FRXOG�FRQVLGHU�FUHDWLQJ�WKH�HFRQRPLF�DQG�
LQVWLWXWLRQDO�FRQGLWLRQV�QHFHVVDU\�WR�PRYH�VPRRWKO\�IURP�SULFH�EDVHG�VXEVLGL]DWLRQ�WR�
GLUHFW�LQFRPH�VXSSRUW�FRPSHQVDWLRQ��,W�FRXOG�DOVR�FRQVLGHU�RIIHULQJ�IDUPHUV�PLQLPXP�
FRWWRQ�SULFH�JXDUDQWHHV��IRU�D�SUHGHWHUPLQHG�IHH��WKHQ�XVH�WKRVH�IHHV�WR�SXUFKDVH�SXW�RSWLRQV�
LQ�IRUHLJQ�FRPPRGLW\�GHULYDWLYH�PDUNHWV��
�5HIRUPLQJ�WKH�&XUUHQW�&RWWRQ�3ULFLQJ�3ROLF\�
7KH�SULFLQJ�SROLF\��WUDGLQJ�V\VWHP�DQG�LQVWLWXWLRQDO�VHWXS�RI�WKH�GHILFLHQF\�SD\PHQWV�V\VWHP�
UHTXLUH�VRPH�UHIRUPV���3ULFLQJ�SROLF\�UHIRUPV��
&RWWRQ�SULFLQJ�SROLF\�UHTXLUHV�WKUHH�PDLQ�UHIRUPV��

x� /LQNLQJ�VHHG�FRWWRQ�JXDUDQWHH�SULFHV�WR�ZRUOG�FRWWRQ�SULFHV��E\�XVLQJ�D�PRYLQJ�
DYHUDJH�RI�WKUHH�WR�ILYH�\HDUV�SDVW�ZRUOG�SULFHV�IRU�D�W\SH�DQG�TXDOLW\�RI�FRWWRQ�
FRPSDUDEOH�WR�WKH�(J\SWLDQ�RQH��DV�WKH�$PHULFDQ�3LPD��7KLV�PRYLQJ�DYHUDJH�LV�WR�
EH�DGMXVWHG�ERWK�IRU�H[FKDQJH�UDWH�FKDQJHV��DQG�IRU�FKDQJHV�LQ�SXUFKDVLQJ�SRZHU�E\�
XVLQJ�D�SURGXFHU�SULFH�LQGH[���

x� &RPSHWLWLYH�DQG�IOH[LEOH�SULFLQJ�RI�(J\SWLDQ�OLQW�FRWWRQ�H[SRUWV�LV�QHHGHG�UHODWLYH�WR�
WKH�FRPSHWLQJ�$PHULFDQ�3LPD��3ULFLQJ�(J\SWLDQ�H[SRUWV�VKRXOG�WDNH�LQWR�
FRQVLGHUDWLRQ�WKH�8QLWHG�6WDWHV�VXSSRUW�WR�3LPD�H[SRUW�SULFHV�DQG�DW�WKH�VDPH�WLPH�
WKH�UHODWLYH�PRQRSROLVWLF�VLWXDWLRQ�RI�(J\SWLDQ�FRWWRQ��

x� 0DUNHWLQJ�PDUJLQV�EHWZHHQ�H[SRUW�SULFHV�DQG�JXDUDQWHH�SULFHV�VKRXOG�QRW�EH�IL[HG�
DGPLQLVWUDWLYHO\�EXW�GHWHUPLQHG�E\�FRPSHWLWLYH�IRUFHV���7UDGLQJ�V\VWHP�UHIRUPV�

$Q�HIILFLHQW�WUDGLQJ�V\VWHP�WKDW�ZRXOG�DOORZ�EX\HUV�WR�RIIHU�FRPSHWLWLYH�SULFHV�WR�JURZHUV�
VKRXOG�EH�GHYHORSHG�E\��

x� $OORFDWLQJ�VDOHV�ULQJV�WKURXJK�FRPSHWLWLYH�ELGGLQJ��
x� $QQRXQFLQJ�GHILFLHQF\�SD\PHQWV�ZHOO�LQ�DGYDQFH��DQG�WR�SD\�WKHP�ZLWKRXW�GHOD\��
x� *UDGXDO�SULYDWL]DWLRQ�RI�WKH�SXEOLF�VHFWRU�FRWWRQ�WUDGLQJ�FRPSDQLHV��

�
�
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,QVWLWXWLRQDO�UHIRUPV�
)RU�D�VXFFHVVIXO�FRWWRQ�SULFLQJ�SROLF\�DQG�LQ�RUGHU�WR�DYRLG�XQFRRUGLQDWHG�GHFLVLRQV�DQG�
FRQWUDGLFWRU\�UHVXOWV��WKH�JRYHUQPHQW�QHHGV��

x� $�VLQJOH�HQWLW\��ZKLFK�LV�UHFRJQL]HG�E\�DOO�RWKHU�DJHQFLHV�DV�KDYLQJ�WKH�GRPLQDQW�
FRRUGLQDWLQJ�UHVSRQVLELOLW\�IRU�SULFH�SROLF\�IRUPXODWLRQ���

x� $�ZHOO�LGHQWLILHG�LQVWLWXWLRQDO�VHWXS�IRU�WKH�&RWWRQ�3ULFHV�6WDELOL]DWLRQ�)XQG��
x� $�ILQDQFLDOO\�LQGHSHQGHQW��DQG�VHOI�VXVWDLQDEOH�6WDELOL]DWLRQ�)XQG���

�0RYLQJ�7RZDUG�'LUHFW�,QFRPH�6XSSRUW�&RPSHQVDWLRQ�
,I�WKH�JRYHUQPHQW�GHFLGHV�WR�FRPSHQVDWH�FRWWRQ�JURZHUV�IRU�WKH�UHGXFWLRQ�RU�HOLPLQDWLRQ�RI�
VHHG�FRWWRQ�JXDUDQWHH�SULFHV��E\�UHSODFLQJ�SULFH�VXSSRUW�E\�D�OXPS�VXP�WUDQVIHU��WKHQ�
GHFLVLRQ�PDNHUV�QHHG�WR�EH�DZDUH�RI�WKH�IROORZLQJ�LVVXHV��
�� 'LUHFW�LQFRPH�VXSSRUW�VKRXOG�KDYH�D�WLPH�OLPLW��7KH�SURJUDP�LV�WR�EH�SKDVHG�RXW�LQ�

D�FHUWDLQ�QXPEHU�RI�\HDUV��
�� $�QDWLRQDO�ODQG�UHJLVWU\�WKDW�GHWHUPLQHV�HOLJLEOH�SURGXFHUV�DQG�WKH�DPRXQW�RI�ODQG�

FRYHUHG�E\�WKH�SURJUDP�VKRXOG�H[LVW�EHIRUH�WKH�DQQRXQFHPHQW�RI�WKH�SURJUDP��WR�
HQVXUH�IDLU�DQG�WLPHO\�SURGXFWLRQ�SD\PHQWV��/DQG�WHQXUH�ULJKWV�DUH�QHHGHG���

�� 7KH�ILVFDO�FRVWV�RI�WKH�SURJUDP�VKRXOG�QRW�H[FHHG�WKH�FRVWV�RI�WKH�SURJUDP�WKH\�
UHSODFH��5DWKHU�WKDQ�EHLQJ�IL[HG��SD\PHQWV�VKRXOG�EH�OLQNHG�WR�ZRUOG�SULFHV�VR�WKDW�
GXULQJ�SHULRGV�RI�KLJK�ZRUOG�SULFHV��SURGXFHUV�UHFHLYH�RIIVHWWLQJ�ORZHU�LQFRPH�
VXSSRUW�DQG�YLFH�YHUVD��,Q�DGGLWLRQ��UDWKHU�WKDQ�KDYLQJ�XQLIRUP�OHYHO�RI�SHU�IHGGDQ�
VXSSRUW��D�GHFOLQLQJ�LQGH[�PD\�EH�DSSOLHG��)RU�H[DPSOH��WKH�ILUVW����IHGGDQV�UHFHLYH�
IXOO�VXSSRUW��WKH�QH[W����IHGGDQV�UHFHLYH�OHVV�VXSSRUW��DQG�VR�RQ��HIIHFWLYHO\�
LQFUHDVLQJ�WKH�UHODWLYH�VXSSRUW�WR�VPDOO�SURGXFHUV�DQG�KHQFH�HQKDQFLQJ�WKH�HIIHFW�RI�
WKH�SURJUDP�LQ�UHGXFLQJ�SRYHUW\��$OVR��OLPLWV�LQ�WHUPV�RI�PD[LPXP�IHGGDQV�HOLJLEOH�
IRU�LQFRPH�VXSSRUW�DUH�DQ�HTXLWDEOH�GHYLVH�IRU�FRQWDLQLQJ�ILVFDO�FRVWV�DQG�UHGXFLQJ�
VXSSRUW�WR�ODUJHU�SURGXFHUV��7KH�SURJUDP�VKRXOG�QRW�EH�DQQRXQFHG�EHIRUH�UHJLVWU\�LV�
FRPSOHWHG��RWKHUZLVH�VXFK�GHFOLQLQJ�LQGH[�PD\�QRW�EH�DV�HIIHFWLYH�VLQFH�IDUPHUV�
ZLOO�KDYH�DQ�LQFHQWLYH�WR�GLYLGH�WKH�ODQG�DPRQJ�IDPLO\�PHPEHUV�DQG�KHQFH�IDOO�LQ�
WKH�ORZHU�EUDFNHW���

�
�
�



(&(6�:3����+HOP\�1RYHPEHU�������

�� ��

+HGJLQJ�&RWWRQ�3ULFH�5LVN�LQ�,QWHUQDWLRQDO�&RPPRGLW\�'HULYDWLYH�0DUNHWV�
5HFHQW�OHJDO�DQG�LQVWLWXWLRQDO�GHYHORSPHQWV�LQ�WKH�(J\SWLDQ�VWRFN�DQG�ILQDQFLDO�PDUNHWV�
FRXOG�IDFLOLWDWH�DFFHVV�WR�LQWHUQDWLRQDO�FRPPRGLW\�GHULYDWLYH�PDUNHWV��+RZHYHU��FRWWRQ�
SURGXFWLRQ�LQ�(J\SW�LV�IUDJPHQWHG������)DUPHUV�DQG�WUDGHUV�ODFN�IDPLOLDULW\�ZLWK�IXWXUHV�
PDUNHWV�DQG�H[SHUWLVH�LQ�KRZ�WR�XVH�WKHP��7KXV��WKH�(J\SWLDQ�JRYHUQPHQW��WKURXJK�WKH�
3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUDO�&UHGLW��IDUPHUV¶�DVVRFLDWLRQV�RU�
FRRSHUDWLYHV��FDQ�VXSSRUW�IDUPHUV��E\�RIIHULQJ�WKHP�PLQLPXP�SULFH�JXDUDQWHHV��IRU�D�
SUHGHWHUPLQHG�IHH��DQG�KHGJHV�WKH�SULFH�ULVN�E\�XVLQJ�IHHV�WR�SXUFKDVH�SXW�RSWLRQV�LQ�WKH�
1HZ�<RUN�&RWWRQ�([FKDQJH��1<&(��PDUNHW��%\�SD\LQJ�D�IHH�DQG�SDUWLFLSDWLQJ�LQ�WKH�
SURJUDP��D�IDUPHU�LQ�HIIHFW�SXUFKDVHV�LQVXUDQFH�DJDLQVW�D�GURS�LQ�SULFHV�EHORZ�D�FHUWDLQ�
OHYHO��7KH�SURJUDP�ZLOO�EH�LQH[SHQVLYH�WR�DGPLQLVWHU�DQG�GHPDQG�GULYHQ��VR�WKH�
JRYHUQPHQW�FDQ�UHDGLO\�UHGXFH�LWV�SUHVHQFH�DQG�JUDGXDOO\�DOORZ�SULFH�ULVNV�WR�EH�LQFXUUHG�
DQG�PDQDJHG�E\�SULYDWH�HQWLWLHV��$UL]D�1LQR��HW�DO���������DQG�)DUXTHH��&ROHPDQ��DQG�6FRWW��
�������

)RU�(J\SWLDQ�FRWWRQ��WKHUH�PD\�EH�QR�LGHDO�KHGJLQJ�WRRO��,Q�IDFW��WKHUH�PD\�EH�D�
FRQVLGHUDEOH�PLVPDWFK�EHWZHHQ�WKH�FKDUDFWHULVWLFV�RI�WKH�(J\SWLDQ�FRWWRQ�WR�EH�KHGJHG�DQG�
WKH�FKDUDFWHULVWLFV�RI�WKH�FRPPRGLW\�RQ�ZKLFK�WKH�KHGJLQJ�WRRO�LV�RULJLQDOO\�EDVHG������2YHU�
WKH�&RXQWHU�FRQWUDFWV�FRXOG�DOVR�SURYLGH�D�PRUH�VXLWDEOH�KHGJLQJ�LQVWUXPHQW��VLQFH�WKH\�FDQ�
EH�FXVWRPL]HG���

�
9��&RQFOXVLRQ�
�,Q�YLHZ�RI�WKH�YRODWLOLW\�RI�FRWWRQ�SULFHV�LQ�ZRUOG�PDUNHWV�DQG�WKH�LPSRUWDQFH�RI�FRWWRQ�IRU�
WKH�(J\SWLDQ�HFRQRP\��WKHUH�LV�FOHDUO\�D�QHHG�WR�FRQWLQXH�WR�IROORZ�RQH�PHFKDQLVP�RU�
DQRWKHU�WR�SURWHFW�WKH�IDUPHUV��WUDGHUV��DQG�LQGXVWULDOLVWV�DV�ZHOO�DV�D�QHHG�WR�PLQLPL]H�WKH�
FRVW�WR�WKH�WUHDVXU\�DQG�FDSWXUH�WKH�JUHDWHVW�UHYHQXH�IURP�FRWWRQ�H[SRUWV�IRU�WKH�HFRQRP\���

,Q�GHDOLQJ�ZLWK�FRWWRQ�SULFH�YRODWLOLW\��GLIIHUHQW�FRXQWULHV�KDYH�DGRSWHG�RQH�RU�PRUH�RI�
WKUHH�DOWHUQDWLYH�DSSURDFKHV��GRPHVWLF�SULFH�VWDELOL]DWLRQ�VFKHPHV��GLUHFW�LQFRPH�VXSSRUW�
SURJUDPV��DQG�WKH�XVH�RI�FRPPRGLW\�GHULYDWLYHV��(DFK�RI�WKHVH�DSSURDFKHV�KDV�LWV�SURV�DQG�
FRQV��HVSHFLDOO\�LQ�WHUPV�RI�ZKR�FDUULHV�WKH�ULVN�RI�SULFH�YRODWLOLW\��

7KH�EHQHILWV�DQG�FRVWV�RI�WKH�(J\SWLDQ�FRWWRQ�SULFLQJ�SROLF\�WKDW�IROORZV�WKH�GRPHVWLF�
SULFH�VWDELOL]DWLRQ�DSSURDFK�ZHUH�DQDO\]HG��7KH�(J\SWLDQ�JRYHUQPHQW�SROLF\�KDV�DFKLHYHG�
WKH�REMHFWLYH�RI�SURWHFWLQJ�FRWWRQ�JURZHUV�IURP�YRODWLOLW\�LQ�ZRUOG�FRWWRQ�SULFHV��E\�



(&(6�:3����+HOP\�1RYHPEHU�������

�� ��

JXDUDQWHHLQJ�WKHP�D�VXSSRUW�SULFH��,Q�DGGLWLRQ��WKH�SROLF\�PD\�KDYH�KHOSHG�(J\SW�WR�FDSWXUH�
JUHDWHU�UHYHQXH�IURP�H[SRUWV�LQ�WKH�ZRUOG�PDUNHW��JLYHQ�WKH�GHJUHH�RI�PDUNHW�SRZHU�(J\SW�
HQMR\V�LQ�WKH�KLJK�TXDOLW\�YDULHW\�RI�FRWWRQ���

'HVSLWH�WKH�PHULWV�RI�WKLV�SROLF\��LW�KDV�KDG�YDULRXV�DGYHUVH�HIIHFWV�RQ�FRWWRQ�JURZHUV��
SULYDWH�WUDGHUV�DQG�WKH�JRYHUQPHQW¶V�WUHDVXU\��*XDUDQWHH�SULFHV�DUH�PDLQO\�GHWHUPLQHG�E\�
WKH�FRVW�RI�SURGXFWLRQ�FULWHULRQ��DQG�KHQFH�GR�QRW�RIIHU�FRWWRQ�JURZHUV�HQRXJK�LQFHQWLYHV�WR�
HQKDQFH�SURGXFWLYLW\��$V�JURZHUV�DOZD\V�ILQG�D�EX\HU�DW�WKH�JXDUDQWHH�SULFH�UHJDUGOHVV�RI�
WKH�JUDGH��DQG�DV�SULFH�GLIIHUHQWLDOV�EHWZHHQ�JUDGHV�DUH�YHU\�VPDOO��WKH\�GR�QRW�KDYH�DQ�
LQFHQWLYH�WR�SURGXFH�KLJKHU�TXDOLW\�FRWWRQ��0RUHRYHU��DV�WKH�JRYHUQPHQW�GRHV�QRW�DQQRXQFH�
JXDUDQWHH�SULFHV�HYHU\�\HDU��FRWWRQ�JURZHUV�EHFRPH�XQFHUWDLQ�DERXW�WKH�SULFLQJ�SROLF\��DQG�
PD\�EH�GLVFRXUDJHG�IURP�JURZLQJ�FRWWRQ���

7KH�VHWWLQJ�LQ�ZKLFK�WUDGH�WDNHV�SODFH�LV�QRW�FRPSHWLWLYH��,W�GLVFRXUDJHV�SULYDWH�WUDGHUV¶�
SDUWLFLSDWLRQ�LQ�WKH�FRWWRQ�PDUNHW��6DOHV�ULQJV�DUH�DOORFDWHG�DGPLQLVWUDWLYHO\�EHWZHHQ�SXEOLF�
DQG�SULYDWH�WUDGHUV��ZLWK�QR�FRPSHWLWLYH�ELGGLQJ�DQG�ZLWK�WKH�PDMRULW\�RI�WKH�ULQJV�KHOG�IRU�
SXEOLF�FRPSDQLHV��7KHVH�ULQJV�DUH�DOORFDWHG�EHIRUH�SULYDWH�WUDGHUV�KDYH�IXOO�NQRZOHGJH�
UHJDUGLQJ�WKH�GHILFLHQF\�SD\PHQW�VFKHPH��$�WUDGHU�ZKR�LV�DOORFDWHG�D�VDOHV�ULQJ��LV�UHTXLUHG�
WR�SXUFKDVH�DOO�RI�WKH�VHHG�FRWWRQ�GHOLYHUHG�DW�WKH�ULQJ��KRZHYHU�SRRU�WKH�TXDOLW\�DQG�LV�
UHTXLUHG�WR�SD\�WKH�JRYHUQPHQW¶V�GHFODUHG�JXDUDQWHH�SULFHV���

6HWWLQJ�PDUNHWLQJ�PDUJLQV�EHWZHHQ�H[SRUW�SULFHV�DQG�JXDUDQWHH�SULFHV�DGPLQLVWUDWLYHO\�
DW�XQUHDOLVWLF�ORZ�OHYHOV��LQ�RUGHU�WR�QDUURZ�WKH�JDS�EHWZHHQ�WKHP�DQG�KHQFH�UHGXFH�WKH�
DPRXQW�RI�GHILFLHQF\�SD\PHQWV��PDGH�VHOOLQJ�OLQW�FRWWRQ�WR�GRPHVWLF�VSLQQLQJ�PLOOV�PRUH�
SURILWDEOH�WKDQ�H[SRUWV��ZLWK�QHJDWLYH�LPSDFW�RQ�H[SRUWV��SDUWLFXODUO\�H[WUD�ORQJ�VWDSOH�
YDULHWLHV��7KH�RYHUSULFLQJ�DQG�LQIOH[LELOLW\�RI�(J\SWLDQ�OLQW�FRWWRQ��GHSUHVVHG�H[SRUWV�EHORZ�
ZKDW�WKH\�FRXOG�KDYH�EHHQ�ZLWK�PRUH�UHDOLVWLF�SULFLQJ��HQFRXUDJHG�GRPHVWLF�VSLQQLQJ�PLOOV�
WR�LQFUHDVH�LPSRUWV�RI�FKHDSHU�FRWWRQ�\DUQV�DQG�DUWLILFLDO�ILEHUV��DQG�UHVXOWHG�LQ�ODUJH�
FDUU\RYHU�RI�VWRFNV��

7KH�JRYHUQPHQW�EHDUV�D�ODUJH�ILVFDO�DQG�DGPLQLVWUDWLYH�EXUGHQ�LQ�VHWWLQJ�JXDUDQWHH�
SULFHV��DOORFDWLQJ�VXIILFLHQW�ILQDQFLDO�UHVRXUFHV�WR�FRYHU�WKH�GHILFLHQF\�SD\PHQWV�DQG�
RUJDQL]LQJ�WKH�WUDGLQJ�V\VWHP��7KH�JRYHUQPHQW�LV�WKH�HQWLW\�PRVW�H[SRVHG�WR�ZRUOG�FRWWRQ�
SULFH�ULVN��

&RQFHUQLQJ�WKH�LQVWLWXWLRQDO�VHWXS�RI�WKH�FXUUHQW�SULFLQJ�SROLF\��YDULRXV�PLQLVWULHV��
HQWLWLHV�DQG�FRPPLWWHHV��VHW�YDULRXV�FRWWRQ�SULFHV�DQG�PDUNHWLQJ�UXOHV��ZKLFK�PRVW�OLNHO\�
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UHVXOW�LQ�XQFRRUGLQDWHG�DQG�FRQWUDGLFWRU\�GHFLVLRQV��7KH�LQVWLWXWLRQDO�VHWXS�RI�WKH�&RWWRQ�
3ULFHV�6WDELOL]DWLRQ�)XQG�LV�QRW�ZHOO�LGHQWLILHG��LWV�ILQDQFLDO�VRXUFHV�DQG�WKHLU�VXVWDLQDELOLW\�
DUH�QRW�FOHDU��

7KH�SDSHU�FRQFOXGHG�WKDW�PDQDJLQJ�FRWWRQ�SULFH�ULVN�HIIHFWLYHO\�LQ�(J\SW�UHTXLUHV�WKH�
JRYHUQPHQW�WR�IRFXV�LWV�HIIRUWV�ILUVW�RQ�EHWWHU�DGPLQLVWUDWLRQ�RI�WKH�FXUUHQW�SROLF\�E\�
LPSOHPHQWLQJ�D�VHW�RI�SURSRVHG�UHIRUPV��6HFRQG��WKH�JRYHUQPHQW�FRXOG�FRQVLGHU�FUHDWLQJ�
WKH�HFRQRPLF�DQG�LQVWLWXWLRQDO�FRQGLWLRQV�QHFHVVDU\�WR�PRYH�VPRRWKO\�IURP�SULFH�EDVHG�
VXEVLGL]DWLRQ�WR�GLUHFW�LQFRPH�VXSSRUW�FRPSHQVDWLRQ��DQG�WR�XVH�FRPPRGLW\�GHULYDWLYHV�LQ�
LQWHUQDWLRQDO�FRWWRQ�H[FKDQJHV��2YHU�WLPH��GLUHFW�LQFRPH�VXSSRUW�SURJUDPV�VKRXOG�EH�
JUDGXDOO\�SKDVHG�RXW��ZKLOH�WKH�XVH�RI�FRPPRGLW\�GHULYDWLYHV�PD\�EH�HQKDQFHG��

7KH�EHWWHU�DGPLQLVWUDWLRQ�RI�WKH�FXUUHQW�SROLF\�UHTXLUHV�VRPH�UHIRUPV�LQ�WKH�SULFLQJ�
SROLF\��WUDGLQJ�V\VWHP�DQG�LQVWLWXWLRQDO�VHWXS��&RQFHUQLQJ�SULFLQJ�SROLF\�UHIRUPV��JXDUDQWHH�
SULFHV�VKRXOG�EH�OLQNHG�WR�ZRUOG�FRWWRQ�SULFHV��E\�XVLQJ�D�PRYLQJ�DYHUDJH�RI�WKUHH�WR�ILYH�
\HDUV�RI�SDVW�ZRUOG�SULFHV��&RPSHWLWLYH�DQG�IOH[LEOH�SULFLQJ�RI�(J\SWLDQ�H[SRUWV�LV�QHHGHG�
UHODWLYH�WR�WKH�$PHULFDQ�3LPD�FRWWRQ��3ULFLQJ�(J\SWLDQ�H[SRUWV�VKRXOG�WDNH�LQWR�
FRQVLGHUDWLRQ�WKH�8QLWHG�6WDWHV�VXSSRUW�WR�3LPD�H[SRUW�SULFHV��DQG�DW�WKH�VDPH�WLPH��WKH�
UHODWLYH�PRQRSROLVWLF�VLWXDWLRQ�RI�(J\SWLDQ�FRWWRQ��0DUNHWLQJ�PDUJLQV�EHWZHHQ�H[SRUW�
SULFHV�DQG�JXDUDQWHH�SULFHV�VKRXOG�QRW�EH�DGPLQLVWUDWLYHO\�GHWHUPLQHG��

$Q�HIILFLHQW�WUDGLQJ�V\VWHP�WKDW�ZRXOG�DOORZ�EX\HUV�WR�RIIHU�FRPSHWLWLYH�SULFHV�WR�
JURZHUV�VKRXOG�EH�GHYHORSHG�E\�DOORFDWLQJ�VDOHV�ULQJV�WKURXJK�FRPSHWLWLYH�ELGGLQJ�DIWHU�
SULYDWH�WUDGHUV�DUH�IXOO\�LQIRUPHG�DERXW�WKH�GHILFLHQF\�SD\PHQWV��*UDGXDO�SULYDWL]DWLRQ�RI�
WKH�SXEOLF�VHFWRU�FRWWRQ�WUDGLQJ�FRPSDQLHV�FRXOG�EH�FRQVLGHUHG��

$�VXFFHVVIXO�SROLF\�WKDW�DYRLGV�XQFRRUGLQDWHG�GHFLVLRQV�DQG�FRQWUDGLFWRU\�UHVXOWV�
UHTXLUHV�WKH�FUHDWLRQ�RI�D�VLQJOH�LQGHSHQGHQW�RUJDQL]DWLRQ�WR�GHDO�ZLWK�DOO�DVSHFWV�RI�FRWWRQ�
SURGXFWLRQ��SULFLQJ��WUDGLQJ��WKH�VWDELOL]DWLRQ�IXQG��DQG�FRWWRQ�SROLF\�IRUPXODWLRQ��7KH�QHZ�
HQWLW\�VKRXOG�KDYH�D�FOHDU�PDQGDWH��DQG�HQWUXVWHG�ZLWK�WKH�IOH[LELOLW\�DQG�UHVRXUFHV�WR�
HQVXUH�LWV�VXFFHVV�LQ�PD[LPL]LQJ�WKH�EHQHILWV�WR�WKH�HFRQRP\��

�
�

��
�
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(QGQRWHV�
����'XULQJ������������FRWWRQ�UHSUHVHQWHG����SHUFHQW�RI�WRWDO�(J\SWLDQ�DJULFXOWXUDO�H[SRUWV��

RQ�DYHUDJH��(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH������E�DQG�(J\WH[��
�������

�
����2SWLRQV�JLYH�XVHUV�SURWHFWLRQ�DJDLQVW�XQIDYRUDEOH�SULFH�PRYHPHQWV�ZLWKRXW�ORVLQJ�D�
FKDQFH�WR�JDLQ�SURILWV�IURP�IDYRUDEOH�PRYHPHQWV��7KH�SXUFKDVHU�RI�D�SXW�RSWLRQ��ZLOO�
H[HUFLVH�LW�LI�SULFHV�GHFOLQH�DQG�EH�FRPSHQVDWHG�IRU�WKH�ORZHU�SULFH�DW�ZKLFK�KH�VROG�WKH�
FRPPRGLW\��,I�SULFHV�LQFUHDVH��WKH�SXUFKDVHU�RI�WKH�RSWLRQ�ZLOO�QRW�H[HUFLVH�LW�DQG�DOO�SURILWV�
IURP�WKH�KLJKHU�SULFH�ZLOO�DFFUXH�WR�KLP��$Q�RSWLRQ�FDQ�EH�D�SXUHO\�ILQDQFLDO�WUDQVDFWLRQ�DQG�
GRHV�QRW�UHTXLUH�D�FRPPLWPHQW�UHJDUGLQJ�SK\VLFDO�WUDGH�RI�WKH�FRPPRGLW\��WKHUHIRUH�
DYRLGLQJ�ULVNV�UHODWHG�WR�GHOLYHU\�DQG�SHUIRUPDQFH�XQGHU�WKH�FRQWUDFW��7KH�SXUFKDVH�RI�DQ�
RSWLRQ�GRHV�QRW�UHTXLUH�PDUJLQ��ZKLFK�PD\�EH�HDVLHU�IRU�LWV�SXUFKDVHU�IURP�D�FDVK�IORZ�
SRLQW�RI�YLHZ��+RZHYHU��RSWLRQV�UHTXLUH�WKH�SD\PHQW�RI�D�SUHPLXP�WKDW�GHSHQGV�RQ�WKH�
OHYHO�RI�SULFH�SURWHFWLRQ��IORRU���DQG�RQ�WKH�WLPH�KRUL]RQ�FRYHUHG�E\�WKH�LQVXUDQFH��W\SLFDOO\�
OHVV�WKDQ�D�FURS�\HDU�IRU�DJULFXOWXUDO�SURGXFWV���ZKLFK�FRXOG�EH�FRVWO\�DW�WLPHV���
�
����$V�RI����������WKH�JRYHUQPHQW�GHFODUHG�DQG�VXSSRUWHG�IORRU�SULFHV��)DUPHUV�UHFHLYHG�
������SHUFHQW�RI�WKH�H[SRUW�SULFHV��:RUOG�FRWWRQ�SULFHV�ZHUH�LQFUHDVLQJ�LQ����������DQG�
SULFHV�SDLG�WR�JURZHUV�E\�UHJLVWHUHG�WUDGHUV�H[FHHGHG�WKH�IORRU�SULFHV��,Q����������WKH�
JRYHUQPHQW�VHW�IORRU�SULFHV�IRU�VHHG�FRWWRQ�DW���������SHUFHQW�RI�WKH�H[SRUW�SULFHV��EHIRUH�
SODQWLQJ��+RZHYHU��ZRUOG�SULFHV�GURSSHG�RYHU�WKH�FRXUVH�RI�WKH�JURZLQJ�VHDVRQ�DQG�WKH�
JRYHUQPHQW�FRXOG�QRW�DGMXVW�IORRU�SULFHV�GRZQZDUG�WR�UHIOHFW�FKDQJHG�PDUNHW�FRQGLWLRQV�E\�
KDUYHVW�WLPH��
�
����,Q����������WKH�(J\SWLDQ�PLQLPXP�H[SRUW�SULFH�ZDV�DERXW����FHQWV�DERYH�SULFHV�LQ�
1RUWK�(XURSH�IRU�86�3LPD��FRQVLGHUHG�WKH�EHQFKPDUN�SULFH�LQ�WKH�H[WUD�ILQH�FRWWRQ�VHFWRU��
$V�SULFHV�SDLG�WR�JURZHUV�GLG�QRW�LQFOXGH�WUDQVSRUWDWLRQ�WR�(J\SWLDQ�SRUWV��ZKLFK�ZDV�DQ�
HVWLPDWHG���86�FHQWV�SHU�SRXQG��WKH�GLIIHUHQWLDO�EHWZHHQ�WKH�SULFH�RI�*L]D����DQG�WKH�SULFH�
RI�86�3LPD�LQ���������ZDV�HVWLPDWHG�DW����86�FHQWV�SHU�SRXQG��%DVHG�RQ�WKH�OHYHO�RI�
SURGXFWLRQ�DQG�WKH�HVWLPDWHG�DVVLVWDQFH�SHU�SRXQG�RI����FHQWV��WKH�*RYHUQPHQW�RI�(J\SW�
SURYLGHG�DQ�HVWLPDWHG�86�����PLOOLRQ�LQ�DVVLVWDQFH�WR�JURZHUV��*DVDQIHU���������
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�
����7KH�IUDJPHQWDWLRQ�RI�FRWWRQ�SURGXFHUV�KDV�D�GHILQLWH�LQIOXHQFH�RQ�WKH�VHHG�FRWWRQ�PDUNHW�
VWUXFWXUH��7KH�DYHUDJH�FRWWRQ�SURGXFHU�SURGXFHG�RQO\�����NHQWDUV�RI�VHHG�FRWWRQ�WR�VHOO�LQ�
����������7KLV�ZDV�EDVHG�RQ�DQ�DYHUDJH�RI������)GV��DQG�D�\LHOG�RI������NHQWDUV�)G����7KXV��
D�WUDGHU�ZKR�ZDQWHG�WR�SXUFKDVH���������NHQWDUV�RI�FRWWRQ�ZRXOG�KDYH�WR�YLVLW��������
SURGXFHUV�LI�KH�ERXJKW�FRWWRQ�GLUHFWO\�IURP�IDUPHUV��.UHQ]��5�'���������S������
�
���$OWKRXJK�WKHUH�LV�QR�FRPSDUDEOH�IXWXUHV�PDUNHW�IRU�(J\SWLDQ�ORQJ�VWDSOH�FRWWRQ�RU�LWV�
FRXQWHUSDUW��$PHULFDQ�3LPD��\HW�WKH�SULFHV�RI�3LPD�LQ�&DOLIRUQLD�PDLQWDLQV�D�QHDUO\�
FRQVWDQW�����UHODWLRQVKLS�ZLWK�WKH�1<&(�SULFH�IRU�RUGLQDU\�VWDSOH��06/��FRWWRQ��$UL]D�
1LQR��6ZDQEHUJ��6LGGLN��DQG�6FKUDGHU���������
�
�
�
�
�
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$SSHQGL[���
&DOFXODWLQJ�WKH�$PHULFDQ�3LPD�VXEVLG\�� ��&DOFXODWH�WKH�DYHUDJH�$PHULFDQ�3LPD�SULFHV�IRU�JUDGH���������������LQ�D�FHUWDLQ�ZHHN��
>6DQ�-RDTXLQ�9DOOH\�JUDGH�������'HVHUW�6RXWKZHVW�JUDGH����@�������

�)RU�H[DPSOH��>���������@����� �������FHQWV�OE���
1RWH�WKDW�RQH�ZHHN� �ILYH�GD\V�IURP�)ULGD\�WR�7XHVGD\��
��&DOFXODWH�WKH�SULFH�RI�*L]D�����JUDGH�JRRG�������IURP�&,)�1RUWK�(XURSH�TXRWDWLRQV��

DGMXVWHG�IRU�TXDOLW\�GLIIHUHQWLDOV�DQG�WUDQVSRUWDWLRQ�FRVWV�WR�WKH�86$��
)RU�H[DPSOH��
3ULFH�RI�*L]D����JRRG�����&,)�1RUWK�(XURSH��������������������������������������FHQWV�OLEUD��
��������������������������������������������������0,186�����
*UDGH��TXDOLW\�GLIIHUHQWLDO�EHWZHHQ�*����DQG�$PHULFDQ�3LPD������������������FHQWV�OLEUD��
���������������������������������������������������0,186�����
7UDQVSRUWDWLRQ�FRVWV�WR�WKH�8�6�$������������������������������������������������������FHQWV�OLEUD��

������������������������������������������������������������������ ��������������������������������FHQWV�OLEUD��
��$PRXQW�RI�VXEVLG\���� �>������������@������>ZHLJKW�RI�DQ�$PHULFDQ�EDOH@��������
���������������������������������� �>�����FHQWV�OLEUD@������������ ������86���EDOH��
�
�
�
�
�
�
�
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$SSHQGL[���
7DEOH�����3URILWDELOLW\�RI�0DMRU�&URS�5RWDWLRQV�LQ�%HKLUD�*RYHUQRUDWH�LQ�����������

5RWDWLRQ� 1HW�5HWXUQ�LQFOXGLQJ�ODQG�UHQW��LQ�/�(��IHGGDQ�
/RQJ�EHUVHHP�DQG�ULFH� �����
:KHDW�DQG�ULFH� �����
/RQJ�EHUVHHP�DQG�PDL]H� ����
)DYD�EHDQV�DQG�FRWWRQ� ����
6KRUW�EHUVHHP�DQG�FRWWRQ� ����
:KHDW�DQG�0DL]H� ����

$YHUDJH�ODQG�UHQW�RI�/�(�������IHGGDQ��
6RXUFH��.UHQ]��5�'���+��6FKRHQ��DQG�0��$ER�(O�:DID�����������
7DEOH����3URILWDELOLW\�RI�0DMRU�&URS�5RWDWLRQV�LQ�'DTDKOL\D�*RYHUQRUDWH�LQ�����������

5RWDWLRQ� 1HW�5HWXUQ�LQFOXGLQJ�ODQG�UHQW��LQ�/�(��IHGGDQ�
/RQJ�EHUVHHP�DQG�ULFH� �����
/RQJ�EHUVHHP�DQG�PDL]H� ����
:KHDW�DQG�ULFH� ����
:KHDW�DQG�PDL]H� ����
)DYD�EHDQV�DQG�FRWWRQ� �����
6KRUW�EHUVHHP�DQG�FRWWRQ� �����

��$YHUDJH�ODQG�UHQW�RI�/�(�������IHGGDQ��
����6RXUFH��.UHQ]��5�'���+��6FKRHQ��DQG�0�$ER�(O�:DID����������

�
�
�
�
�
�
�
�
�
�
�
�
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5HIHUHQFHV�
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(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH������D��(J\SWLDQ�&RWWRQ�6WDWLVWLFDO�6LWXDWLRQ�LQ�WKH���������VHDVRQ��IRU�WKH�SHULRG����������������������YRO����QR������-XO\��LQ�$UDELF����(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH������E��0RQWKO\�(FRQRPLF�'LJHVW��YRO����QR����6HSWHPEHU���(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�DQG�)RUHLJQ�7UDGH��������&RWWRQ�3ROLF\��7KH���������&RWWRQ�6HDVRQ���LQ�$UDELF����(J\WH[��������³5HYLWDOL]LQJ�WKH�(J\SWLDQ�7H[WLOH�,QGXVWU\´��&RQIHUHQFH�3URFHHGLQJV�RUJDQL]HG�E\�6DKDUD�*URXS��LQ�&DLUR��$SULO���)DUXTHH�5���-�5��&ROHPDQ��DQG�7��6FRWW��������³0DQDJLQJ�3ULFH�5LVN�LQ�WKH�3DNLVWDQ�:KHDW�0DUNHW�´�7KH�:RUOG�%DQN�(FRQRPLF�5HYLHZ��YRO�����QR�����)OHLVKHU��%HYHUO\��������$JULFXOWXUDO�5LVN�0DQDJHPHQW��8QLWHG�6WDWHV��/\QQH�5LHQQHU�3XEOLVKHUV��,QF���*DPDOHOGLQ��,VPDLO��������³&RWWRQ�3URGXFWLRQ�&RVWV�GXULQJ�WKH�/DVW�'HFDGH��+RZ�WR�/RZHU�WKHP�IRU�WKH�)DUPHU"´��SDSHU�SUHVHQWHG�WR�7KH�(J\SWLDQ�)DUPHU�DQG�&RWWRQ�3URGXFWLRQ�&RQIHUHQFH��&DLUR��(J\SW���LQ�$UDELF���*DVDQIHU��6HEDVWLDQ��������3URGXFWLRQ�DQG�7UDGH�3ROLFLHV�$IIHFWLQJ�WKH�&RWWRQ�,QGXVWU\��,QWHUQDWLRQDO�&RWWRQ�$GYLVRU\�&RPPLWWHH��:DVKLQJWRQ�'�&���86$���*HPPLOO��*��������³)RUZDUG�FRQWUDFWV�RU�LQWHUQDWLRQDO�EXIIHU�VWRFNV"�$�VWXG\�RI�WKHLU�UHODWLYH�HIILFLHQFLHV�LQ�VWDELOL]LQJ�FRPPRGLW\�H[SRUW�HDUQLQJV�´�(FRQRPLF�-RXUQDO������-XQH���*LOEHUW��&KULVWRSKHU�/��������³,QWHUQDWLRQDO�FRPPRGLW\�DJUHHPHQWV��DQ�RELWXDU\�QRWLFH�´�:RUOG�'HYHORSPHQW������QR����-DQXDU\���*LOEHUW��&KULVWRSKHU�/���������³'RPHVWLF�3ULFH�6WDELOL]DWLRQ�6FKHPHV�IRU�'HYHORSLQJ�&RXQWULHV�´�,Q�6WLMQ�&ODHVVHQV�DQG�5RQDOG�&��'XQFDQ��HGV���0DQDJLQJ�&RPPRGLW\�3ULFH�5LVN�LQ�'HYHORSLQJ�&RXQWULHV��%DOWLPRUH��0G���-RKQV�+RSNLQV�8QLYHUVLW\�3UHVV���������������������³,QWHUQDWLRQDO�FRPPRGLW\�DJUHHPHQWV��GHVLJQ�DQG�SHUIRUPDQFH�´�:RUOG�'HYHORSPHQW��YRO�����QR������0D\���*LOOKDP��)���7��%HOO��7��$ULQ��*��0DWWKHZV��&�/H�5XPHXU��DQG�$��+HDUQ��������³&RWWRQ�3URGXFWLRQ�3URVSHFWV�IRU�WKH�1H[W�'HFDGH´��:RUOG�%DQN�7HFKQLFDO�3DSHU�QR�������:RUOG�%DQN��:DVKLQJWRQ�'�&���'HFHPEHU���*OHQ��-DFN�'���������³�+RZ�)LUPV�LQ�'HYHORSLQJ�&RXQWULHV�0DQDJH�5LVN´��,QWHUQDWLRQDO�)LQDQFH�&RUSRUDWLRQ�'LVFXVVLRQ�3DSHU�1R������,)&��:DVKLQJWRQ�'�&���
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