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:H�KDYH�EHHQ�DVNHG�E\�WKH�,62�PDQDJHPHQW�DQG�%RDUG�RI�*RYHUQRUV�WR�DVVHVV�WKH�UHVXOWV�RI�
WKH�UHSRUW�´(FRQRPLF�(YDOXDWLRQ�RI�WKH�3DOR�9HUGH�'HYHUV�/LQH�1R�����39'���µ�SUHSDUHG�E\�WKH�
,62·V�'HSDUWPHQWV�RI�0DUNHW�$QDO\VLV�DQG�*ULG�3ODQQLQJ���7KH�UHSRUW�GHVFULEHV�WKH�UHVXOWV�RI�DQ�
DSSOLFDWLRQ�RI�WKH�,62·V�7UDQVPLVVLRQ�(FRQRPLF�$VVHVVPHQW�0HWKRGRORJ\��7($0��WR�WKH�39'��
XSJUDGH�� �:H�KDYH�SUHYLRXVO\�FRPPHQWHG�RQ�WKH�7($0�DSSURDFK��� �:H�GLVFXVVHG�DVSHFWV�RI�LWV�
DSSOLFDWLRQ�WR�WKH�39'��SURMHFW�DW�VHYHUDO�06&�PHHWLQJV�DQG�KDYH�PHW�VHYHUDO�WLPHV�ZLWK�,62�VWDII�
WR�UHYLHZ�VLPXODWLRQ�UHVXOWV���:H�KDYH�DOVR�UHFHLYHG�ZULWWHQ�FRPPHQWV�RQ�WKH�3'9��DQDO\VLV�IURP�
6RXWKHUQ�&DOLIRUQLD�*DV��/RV�$QJHOHV�'HSDUWPHQW�RI�:DWHU�DQG�3RZHU��DQG�6RXWKHUQ�&DOLIRUQLD�
(GLVRQ�� � 2Q� )HEUXDU\� ��� ������ ZH� KHOG� D� SXEOLF� FRQIHUHQFH� FDOO� ZKHUH� ZH� UHFHLYHG� DGGLWLRQDO�
FRPPHQWV�RQ�WKLV�UHSRUW��IURP�VWDNHKROGHUV���:H�DUH�JUDWHIXO�IRU�WKLV�YHU\�KHOSIXO�LQSXW��

:H�KDYH�DOVR�EHHQ�DVNHG�WR�SURYLGH�DQ�RSLQLRQ�RQ�ZKHWKHU�WKH�,62�%RDUG�VKRXOG�DSSURYH�WKLV�
WUDQVPLVVLRQ�XSJUDGH���2XU�RYHUDOO�FRQFOXVLRQ�IURP�UHYLHZLQJ�,62·V�UHSRUW�RQ�WKH�39'��XSJUDGH�
DQG� VWDNHKROGHU� FRPPHQWV� RQ� WKLV� UHSRUW� LV� WKDW� WKH�'HSDUWPHQWV� RI�0DUNHW�$QDO\VLV� DQG�*ULG�
3ODQQLQJ� KDYH�� IRU� WKH� PRVW� SDUW�� XQGHUWDNHQ� D� FRQVHUYDWLYH� HFRQRPLF� DQDO\VLV� RI� WKH� H[SHFWHG�
EHQHILWV�RI�WKLV�SURSRVHG�XSJUDGH���7KHLU�PRGHOLQJ�UHVXOWV�LPSO\�D�ZLGH�UDQJH�RI�SODXVLEOH�VFHQDULRV�
IRU�IXWXUH�V\VWHP�FRQGLWLRQV�WKDW�\LHOG�VLJQLILFDQW�QHW�EHQHILWV�WR�&DOLIRUQLD�,62�UDWHSD\HUV�IURP�WKH�
XSJUDGH�� � $SSHQGL[� '� RI� WKH� 7HFKQLFDO� $SSHQGLFHV� QRWHV� WKDW� VXEVWDQWLDO� DPRXQW� RI� QHZ�
JHQHUDWLRQ� LV� FXUUHQWO\� SODQQHG� RU� XQGHU� FRQVWUXFWLRQ� LQ� $UL]RQD�� � 7KH� 39'�� OLQH� ZLOO� SURYLGH�
&DOLIRUQLD�FRQVXPHUV�ZLWK�DFFHVV�WR�D�VLJQLILFDQW�VKDUH�RI�WKH�HQHUJ\�WKDW�ZLOO�EH�SURGXFHG�E\�WKHVH�
YHU\� HIILFLHQW� QDWXUDO� JDV�ILUHG� JHQHUDWLRQ� XQLWV� WKDW� DUH� OHVV� H[SHQVLYH� WR� EXLOG� DQG� RSHUDWH� LQ�
$UL]RQD�DV�RSSRVHG�WR�QHDU�6RXWKHUQ�&DOLIRUQLD�ORDG�FHQWHUV��

7KH�UHPDLQGHU�RI�WKLV�RSLQLRQ�VXPPDUL]HV�ZK\�ZH�EHOLHYH�WKDW�WKLV�DSSOLFDWLRQ�RI�WKH�7($0�
PHWKRGRORJ\�SURYLGHV�FUHGLEOH��\HW�FRQVHUYDWLYH��HVWLPDWHV�RI� WKH�H[SHFWHG�EHQHILWV�RI�WKH�39'��
XSJUDGH� WR�&DOLIRUQLD� ,62� UDWHSD\HUV� DQG�ZK\�ZH� UHFRPPHQG� WKDW� WKH� ,62�%RDUG� DSSURYH� WKLV�
WUDQVPLVVLRQ� H[SDQVLRQ�� � %DVHG� RQ� WKH� ,62� DQDO\VLV�� WKH� 39'�� XSJUDGH� UHSUHVHQWV� D� VRXQG�
LQYHVWPHQW� RIIHULQJ� D� VRXQG� UDWH� RI� UHWXUQ� DQG� DQ� LQVXUDQFH� SROLF\� DJDLQVW� IXWXUH� DGYHUVH��
SRWHQWLDOO\�FDWDVWURSKLF��PDUNHW�FRQGLWLRQV��%HFDXVH�7($0�LV�DQ�HYROYLQJ�PHWKRGRORJ\�DQG�VXEMHFW�
WR�FRQWLQXDO�LPSURYHPHQW��ZH�DOVR�VXJJHVW�HQKDQFHPHQWV�WKDW�ZH�EHOLHYH�DUH�ZRUWK�FRQVLGHULQJ�IRU�
IXWXUH�DSSOLFDWLRQV��

                                                
1 CAISO Market Surveillance Committee, “Comments on the California ISO’s Transmission Expansion Assessment Methodology 
(TEAM)” June 1, 2004, http://www.caiso.com/docs/2004/06/01/200406011457422435.pdf.  
2 ISO Draft PVD2 Report posted on the ISO website on Feb 2, 2005. 
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����6RXUFHV�RI�(QHUJ\�&RVW�6DYLQJV�IURP�8SJUDGH�

$�WUDQVPLVVLRQ�H[SDQVLRQ�W\SLFDOO\�DOORZV�FKHDSHU�GLVWDQW�HQHUJ\�WR�VXEVWLWXWH�IRU�KLJKHU�SULFHG�
ORFDOO\� SURGXFHG� HQHUJ\�� � +RZ� ODUJH� WKLV� EHQHILW� LV� GHSHQGV� RQ� D� QXPEHU� RI� IDFWRUV� WKDW� DUH�
XQNQRZQ�DW�WKH�WLPH�WKH�XSJUDGH�LV�FRQVLGHUHG���7KH�7($0�PHWKRGRORJ\�VROYHV�WKLV�SUREOHP�E\�
XVLQJ� LWV� EHVW� HVWLPDWH�RI� WKH� FRQILJXUDWLRQ�RI� WKH� WUDQVPLVVLRQ�QHWZRUN� DQG� VWRFN�RI� JHQHUDWLRQ�
FDSDFLW\� DYDLODEOH� LQ� WKH� :HVWHUQ� (OHFWULFLW\� &RRUGLQDWLQJ� &RXQFLO� �:(&&�� DW� WKH� WLPH� WKH�
SURSRVHG� WUDQVPLVVLRQ�H[SDQVLRQ�ZRXOG�EH�RSHUDWLRQDO�DQG�FRPSXWHV� WKH�H[�SRVW�EHQHILWV�RI�WKH�
H[SDQVLRQ� IRU� D� QXPEHU� RI� SRVVLEOH� UHDOL]DWLRQV� RI� IXWXUH� V\VWHP� FRQGLWLRQV�� � 7KHVH� V\VWHP�
FRQGLWLRQV� GLIIHU� LQ� WHUPV� RI� WKH� H[SHFWHG� JURZWK� LQ� HOHFWULFLW\� GHPDQG�� WKH� OHYHO� RI� LQSXW� IXHO�
SULFHV��K\GURORJLFDO�FRQGLWLRQV�LQ�WKH�3DFLILF�1RUWKZHVW�DQG�UHPDLQGHU�RI�WKH�:(&&��WKH�DPRXQW�
RI� QHZ� LQYHVWPHQW� LQ� JHQHUDWLRQ� FDSDFLW\�� WKH� DYDLODELOLW\� RI� NH\� WUDQVPLVVLRQ� DQG� JHQHUDWLRQ�
IDFLOLWLHV��DQG�WKH�H[WHQW�RI�XQLODWHUDO�PDUNHW�SRZHU�WKDW�VXSSOLHUV�DUH�DEOH�WR�H[HUFLVH���7KH�,62�KDV�
IRUHFDVWV�IRU�WKHVH�IXWXUH�V\VWHP�FRQGLWLRQV�IURP�D�QXPEHU�RI�VRXUFHV����

/RDG�*URZWK�����\HDU�ORDG�IRUHFDVWV�SXEOLVKHG�E\�WKH�:(&&�DUH�XVHG�IRU�DOO�UHJLRQV�EHVLGHV�
&DOLIRUQLD�� � 7KH� ORDG� IRUHFDVWV� XVHG� IRU� &DOLIRUQLD� ZHUH� FRPSXWHG� E\� WKH� &DOLIRUQLD� (QHUJ\�
&RPPLVVLRQ� �&(&��� � 7KHVH� ILJXUHV� DUH� XVHG� WR� FRQVWUXFW� WKUHH� SRVVLEOH� IXWXUH� ORDG� VFHQDULRV��
EDVHOLQH�� ORZ� DQG� KLJK�� � 7KH� ORZ� DQG� KLJK� ORDG� VFHQDULRV� DUH� GHVLJQHG� WR� SURYLGH� D� ��� SHUFHQW�
FRQILGHQFH� LQWHUYDO�RQ� WKH� OHYHO�RI� IXWXUH� ORDG� WKURXJKRXW� WKH�:(&&�� �$OWKRXJK�IXWXUH�GHPDQG�
OHYHOV� DERYH� WKH� KLJK� ORDG� VFHQDULR� DQG� IXWXUH� GHPDQG� OHYHO� EHORZ� WKH� ORZ� ORDG� VFHQDULR� DUH�
SRVVLEOH� DQG� DUH� OLNHO\� WR� OHDG� WR� D� ZLGHU� UDQJH� RI� EHQHILW� HVWLPDWHV� IRU� WKH� XSJUDGH�� WKH� ,62·V�
SURFHGXUH�SURYLGHV�FUHGLEOH�UDQJH�RI�IXWXUH�GHPDQG�FRQGLWLRQV�LQ�WKH�:(&&�����

,QSXW� )XHO� 3ULFHV�� � 1DWXUDO� JDV� SULFHV� DUH� D� PDMRU� VRXUFH� RI� XQFHUWDLQW\� LQ� DVVHVVLQJ� WKH�
EHQHILWV�RI�WKLV�XSJUDGH�EHFDXVH�VR�PDQ\�H[LVWLQJ�JHQHUDWLRQ�XQLWV�LQ�&DOLIRUQLD�EXUQ�QDWXUDO�JDV�DW�
KHDW�UDWHV�VLJQLILFDQWO\�DERYH�WKDW�RI�D�VWDWH�RI�WKH�DUW�FRPELQHG�F\FOH�QDWXUDO�JDV�WXUELQH��&&*7��
IDFLOLW\��WKH�W\SLFDO�XQLW�FXUUHQWO\�EHLQJ�FRQVWUXFWHG�LQ�$UL]RQD���$OWKRXJK�RLO�SULFHV�WHQG�WR�IOXFWXDWH�
ZLWK�QDWXUDO�JDV�SULFHV��YHU\�OLWWOH�HQHUJ\�LV�SURGXFHG�IURP�RLO�ILUHG�XQLWV�LQ�WKH�:(&&���$OWKRXJK�
FRDO�SURGXFHV�D�VLJQLILFDQW�DPRXQW�RI�WKH�HOHFWULFLW\�SURGXFHG�LQ�WKH�:(&&��LWV�SULFH�LV�XQOLNHO\�WR�
FKDQJH�VLJQLILFDQWO\��DQG�FRDO� LV�UDUHO\�RQ�WKH�PDUJLQ����7KUHH�VFHQDULRV�IRU�JDV�SULFHV�DUH�VHOHFWHG�
EDVHG�RQ�WKH�&(&�QDWXUDO�JDV�SULFH�IRUHFDVWV�DQG�WKH�HVWLPDWHG�IRUHFDVW�HUURUV���7KH�EDVHOLQH�SULFH�
VFHQDULRV� DUH� IRU� ����� DQG������DUH�EURDGO\�FRQVLVWHQW�ZLWK�UHFHQW� IXWXUHV�SULFHV� IRU�+HQU\�+XE�
QDWXUDO�JDV� IRU������ WR������IURP�WKH�1HZ�<RUN�0HUFDQWLOH�([FKDQJH�� �7KH�DYHUDJH�RI�WKH�KLJK�
VFHQDULR� QDWXUDO� JDV� SULFHV� LV� DSSUR[LPDWHO\� GRXEOH� WKH� OHYHO� RI� DYHUDJH� SULFHV� IRU� WKH� EDVHOLQH�
VFHQDULR��DOWKRXJK�WKHVH�KLJK�VFHQDULR�SULFHV�DUH�ZHOO�EHORZ�WKH�OHYHOV�RI�QDWXUDO�JDV�SULFHV�UHSRUWHG�
LQ�&DOLIRUQLD� GXULQJ� WKH� SHULRG�'HFHPEHU� ����� WR�0D\������ DQG� DUH� DSSUR[LPDWHO\� HTXDO� WR� WKH�
KLVWRULFDO�KLJKV�IRU�+HQU\�+XE�QDWXUDO�JDV�SULFHV���7KH�DYHUDJH�SULFH�IRU�WKH�ORZ�SULFH�VFHQDULR�LV�
URXJKO\�KDOI�WKH�DYHUDJH�IRU�WKH�EDVHOLQH�VFHQDULR���7KHVH�SULFHV�VHHP�RYHUO\�RSWLPLVWLF�LQ�WHUPV�RI�D�
IXWXUH�ORZ�SULFH�VFHQDULR���$QWLFLSDWLQJ�WRR�ORZ�RI�D�SULFH�VFHQDULR�ZRXOG�WHQG�WR�XQGHUHVWLPDWH�WKH�
EHQHILWV� RI� WKH� WUDQVPLVVLRQ� XSJUDGH� EHFDXVH� WKH� EHQHILWV� RI� VXEVWLWXWLQJ� KLJK� KHDW� UDWH� XQLWV� LQ�
&DOLIRUQLD� IRU� ORZ� KHDW� UDWHV� XQLWV� LQ� $UL]RQD� LV� PXFK� OHVV� ZLWK� ORZHU� QDWXUDO� JDV� SULFHV�� � 7KH�
UHDVRQDEOHQHVV�RI�WKH�EDVHOLQH�DQG�KLJK�SULFH�VFHQDULR�DQG�WKH�RYHUO\�RSWLPLVWLF�ORZ�SULFH�VFHQDULR�
DOO� LPSO\� WKDW� WKH� PHWKRGRORJ\� \LHOGV� FRQVHUYDWLYH� HVWLPDWHV� RI� WKH� IXWXUH� EHQHILWV� RI� WKH�
WUDQVPLVVLRQ�XSJUDGH��

+\GURORJLFDO�&RQGLWLRQV�DQG�)XWXUH�*HQHUDWLRQ�5HVRXUFHV���$�PDMRU�GULYHU�RI�WKH�EHQHILWV�
RI� WUDQVPLVVLRQ�XSJUDGHV� LV� WKH�PL[�RI�DYDLODEOH�JHQHUDWLRQ�UHVRXUFHV�LQ�&DOLIRUQLD�DQG�WKH�UHVW�RI�
WKH�:(&&�� � ,Q� SDUWLFXODU�� WKH� DPRXQW� RI�K\GURHOHFWULF� HQHUJ\� DYDLODEOH� LQ�%ULWLVK�&ROXPELD�� WKH�
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3DFLILF�1RUWKZHVW� DQG�&DOLIRUQLD� LV� D�PDMRU�GULYHU�RI� WKH�EHQHILWV�RI� WKH� WUDQVPLVVLRQ�H[SDQVLRQ���
7KH� PHWKRGRORJ\� DVVXPHV� WKDW� &DOLIRUQLD�PHHWV� LWV� UHQHZDEOH� SRUWIROLR� VWDQGDUGV�� � ,Q� DGGLWLRQ��
&DOLIRUQLD� LV� DOVR� DVVXPHG� WR�KDYH� HQRXJK�QHZ�WKHUPDO�JHQHUDWLRQ�FDSDFLW\� WR�PHHW�D����SHUFHQW�
SODQQLQJ�UHVHUYH�PDUJLQ���.QRZQ�JHQHUDWLRQ�UHWLUHPHQWV�LQ�&DOLIRUQLD�ZHUH�EXLOW�LQWR�WKHVH�SODQQLQJ�
UHVHUYH�VFHQDULRV���7KH�UHVHUYH�PDUJLQ�DVVXPSWLRQ�OLPLWV�WKH�PDJQLWXGH�RI�SRWHQWLDO�EHQHILWV�IURP�
WKH� XSJUDGH� EHFDXVH� LW� HOLPLQDWHV� LQVXUDQFH� YDOXH� WKDW� WKH� XSJUDGH� SURYLGHV� DJDLQVW� \HDUV� LQ� WKH�
IXWXUH� ZKHQ� WKHUH� LV� OHVV� WKDQ� D� ��� SHUFHQW� SODQQLQJ� UHVHUYH�� � 7KH� PHWKRGRORJ\� DFFRXQWV� IRU�
XQFHUWDLQW\� LQ� IXWXUH� K\GURORJLFDO� FRQGLWLRQV� E\� VSHFLI\LQJ� HQHUJ\� DYDLODELOLW\� XQGHU� EDVHOLQH��ZHW�
DQG� GU\� K\GUR� FRQGLWLRQV� XVLQJ� GDWD� FRPSLOHG� E\� WKH� 6HDPV� 6WHHULQJ� *URXS��:HVWHUQ�
,QWHUFRQQHFWLRQ� �66*�:,�� 3ODQQLQJ� JURXS�� � 7KH� WRWDO� DPRXQW� RI� K\GURHOHFWULF� HQHUJ\� DVVXPHG�
DYDLODEOH� LQ� WKH� 3DFLILF�1RUWKZHVW� XQGHU� WKH� ORZ� K\GUR� VFHQDULR� LV� VLJQLILFDQWO\� DERYH� WKH� OHYHOV�
REVHUYHG� LQ� ����� DQG� ������ � %HFDXVH� ORZHU� K\GUR� FRQGLWLRQV� \LHOG� KLJKHU� EHQHILWV� IURP� WKH�
XSJUDGH��WKLV�LPSOLHV�WKDW�WKH�H[�SRVW�EHQHILWV�DVVRFLDWHG�ZLWK�ORZ�K\GUR�VFHQDULRV�DUH�OLNHO\�WR�EH�D�
ORZHU�ERXQG�RQ�WKH�H[�SRVW�EHQHILWV�RI�WKH�XSJUDGH�XQGHU�DFWXDO�ORZ�K\GUR�FRQGLWLRQV��ZKLFK�FDQ�
EH� FRQVLGHUDEO\� PRUH� VHYHUH� WKDQ� WKRVH� DVVXPHG� LQ� WKH� PHWKRGRORJ\�� � $JDLQ�� WKHVH� PRGHOLQJ�
DVVXPSWLRQV�LPSO\�FRQVHUYDWLYH�HVWLPDWHV�RI�WKH�EHQHILWV�RI�WKH�XSJUDGH��

,PSDFW� RI� 0DUNHW� 3ULFLQJ�� � 7UDQVPLVVLRQ� XSJUDGHV� W\SLFDOO\� LQFUHDVH� WKH� QXPEHU� RI�
LQGHSHQGHQW� VXSSOLHUV� DEOH� WR� FRPSHWH� WR� VHOO� HQHUJ\� DW� D� VSHFLILF� ORFDWLRQ� LQ� WKH� WUDQVPLVVLRQ�
QHWZRUN�� �)RU� WKH�39'��XSJUDGH��VXSSOLHUV� ORFDWHG�QHDU�WKH�6RXWKHUQ�&DOLIRUQLD�ORDG�FHQWHUV�ZLOO�
IDFH�JUHDWHU�FRPSHWLWLRQ�IURP�VXSSOLHUV� ORFDWHG�LQ�$UL]RQD���7KH�,62·V�PHWKRGRORJ\�DFFRXQWV�IRU�
WKH� JUHDWHU� FRPSHWLWLRQ� VXSSOLHUV� IDFH� DV� D� UHVXOW� RI� WKH� XSJUDGH� E\� XVLQJ� KLVWRULFDO� GDWD� RQ�
&DOLIRUQLD� SULFH�FRVW�PDUJLQV� WR�PRGHO� WKH� LPSDFW� RI� WKLV� LQFUHDVHG� FRPSHWLWLRQ� RQ� WKH� OHYHO� RI�
SULFH�FRVW� PDUJLQV� UHIOHFWHG� LQ� PDUNHW� SULFHV�� � 7KH� OHYHO� RI� PDUN�XSV� DQWLFLSDWHG� E\� WKH�
PHWKRGRORJ\�DUH�UHODWLYHO\� ORZ��DV�D�UHVXOW�RI�WKH�FRPSDUDWLYHO\�KLJK�OHYHOV�RI�IRUZDUG�FRQWUDFWLQJ�
DVVXPHG� LQ� WKH� ,62·V� DQDO\VLV�� � 1HYHUWKHOHVV�� WKH� UHVXOWV� VKRZ� WKDW� &$,62� SDUWLFLSDQWV� DQG�
FRQVXPHUV�EHQHILW�VLJQLILFDQWO\�IURP�WKH�PRGHOHG�GHFUHDVHV�LQ�WKRVH�PDUN�XSV���:H�QRWH�WKDW�LW�LV�
SRVVLEOH�WKDW�WKH�DVVXPSWLRQ�RI�QR�PDUN�XSV�RXWVLGH�RI�&DOLIRUQLD�PLJKW�UHVXOW�LQ�VRPH�HUURU�LQ�WKH�
HVWLPDWHV�RI�WKH�YDOXH�RI�WKH�39'��XSJUDGH��EXW�LW�LV�QRW�FOHDU�D�SULRUL�LI�WKLV�ZRXOG�ELDV�WKH�EHQHILW�
HVWLPDWHV� XSZDUG� RU� GRZQZDUG�� � $V� ZH� KDYH� VWDWHG� LQ� RXU� SUHYLRXV� RSLQLRQV� RQ� WUDQVPLVVLRQ�
HYDOXDWLRQ��HVWLPDWLQJ�PDUN�XSV�LV�DQ�XQFHUWDLQ�DQG�DPELJXRXV�WDVN��DQG�EDVLQJ�PDUN�XS�SURMHFWLRQV�
RQ�SDVW�EHKDYLRU�DQG�DOORZLQJ�DOWHUQDWLYH�VFHQDULRV�DV�KDV�EHHQ�GRQH�LQ�WKH�7($0�PHWKRGRORJ\�LV�
DQ�DSSURSULDWH�DSSURDFK���:H�HQFRXUDJH�WKH�,62�WR�FRQWLQXH�WR�H[SORUH�DOWHUQDWLYH�DSSURDFKHV�WR�
PRGHOLQJ�WKH�LPSDFW�RI�WUDQVPLVVLRQ�XSJUDGHV�RQ�PDUNHW�SULFHV��:H�ORRN�IRUZDUG�WR�ZRUNLQJ�ZLWK�
,62�VWDII�RQ�PRGHOLQJ�WKLV�YHU\�LPSRUWDQW�FRPSRQHQW�RI�WKH�YDOXH�RI�WUDQVPLVVLRQ�XSJUDGHV�LQ�D�
ZKROHVDOH�PDUNHW�UHJLPH��

����2WKHU�6RXUFHV�RI�%HQHILWV�IURP�7UDQVPLVVLRQ�8SJUDGHV�

�7KH� ,62·V�PHWKRGRORJ\� LQFRUSRUDWHV�RWKHU� VRXUFHV�RI�EHQHILWV� IURP�D� WUDQVPLVVLRQ�XSJUDGH�
EHVLGHV� WKRVH� GXH� WR� HQHUJ\� FRVW� VDYLQJV�� �7KHVH� LQFOXGH� V\VWHP�RSHUDWLRQ�EHQHILWV�� WUDQVPLVVLRQ�
ORVV� VDYLQJV�� FDSDFLW\� FRVW� EHQHILWV�� HPLVVLRQV� VDYLQJV� EHQHILWV�� DQG� DGGLWLRQDO� EHQHILWV� IURP�
DOWHUQDWLYH� FRQJHVWLRQ� PDQDJHPHQW� SDUDGLJPV� RXWVLGH� RI� &DOLIRUQLD�� � $OWKRXJK� WKHVH� EHQHILW�
VRXUFHV� FOHDUO\� H[LVW�� WKH\� DUH� VLJQLILFDQWO\� PRUH� GLIILFXOW� WR� TXDQWLI\� LQ� D� ULJRURXV� PDQQHU���
7KHUHIRUH��LQ�WKH�39'�DQDO\VLV��WKH\�ZHUH�TXDQWLILHG�RXWVLGH�RI�WKH�3/(;26�UXQV�XVHG�WR�TXDQWLI\�
HQHUJ\� FRVW� VDYLQJV�� � 3RWHQWLDOO\�� LPSURYHPHQWV� LQ� 3/(;26�RU� RWKHU�PDUNHW� VLPXODWLRQ�PRGHOV�
ZRXOG� DOORZ� WKHVH� RWKHU� EHQHILWV� WR� EH� TXDQWLILHG� VLPXOWDQHRXVO\� DQG� FRQVLVWHQWO\� ZLWK� HQHUJ\�
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VDYLQJV�� �:H� HQFRXUDJH� WKH� ,62� WR� FRQVLGHU� WKH�GHYHORSPHQW�RU�XVH�RI�VXFK� LPSURYHG�PHWKRGV�
DQG�VWDQG�ZLOOLQJ�WR�DVVLVW�WKH�,62�VWDII�LQ�WKLV�HIIRUW��

6\VWHP�2SHUDWLRQ�%HQHILWV�� �7KH� ,62�RSHUDWRUV� HVWLPDWH� WKDW� DV�D� UHVXOW�RI� WKH�39'�� OLQH�
WKHUH� ZLOO� EH� OHVV� QHHG� WR� NHHS� JHQHUDWLRQ� XQLWV� ORFDO� WR� WKH� 6RXWKHUQ� &DOLIRUQLD� ORDG� FHQWHUV�
RSHUDWLQJ�LQ�UHDO�WLPH�LQ�RUGHU�WR�PDQDJH�WKH�FRQVWUDLQWV�LPSOLHG�E\�1���DQG�UHOHYDQW�1���RSHUDWLQJ�
FULWHULD� WKDW� DUH� QRW� FDSWXUHG� LQ� WKH� 7($0�� � � $SSHQGL[� -� RI� WKH� ,62·V� 7HFKQLFDO� $SSHQGLFHV�
GLVFXVVHV�WKH�FXUUHQW�FRVWV�RI�PDQDJLQJ�FRQJHVWLRQ�DQG�UH�GLVSDWFK�FRVWV�EHFDXVH�RI�WKHVH�RSHUDWLQJ�
FULWHULRQ���7KH�DQQXDO�FRVW�RI�PDQDJLQJ�WKLV�FRQVWUDLQW�LV�MXVW�DERYH�����PLOOLRQ�DQG�ZLOO�GHFUHDVH�WR�
MXVW�EHORZ�����PLOOLRQ�ZLWK�WKH�VKRUW�WHUP�XSJUDGHV�FRPLQJ�LQ�-XQH�RI��������7KH�,62�RSHUDWLRQV�
VWDII� HVWLPDWHV� WKDW� LW� LV� OLNHO\� WKDW� WKH�39'��XSJUDGH�ZLOO� IXUWKHU� UHGXFH� WKHVH�FRVWV�E\���� WR����
SHUFHQW���7KLV�HVWLPDWHG�RSHUDWLRQDO�FRVW�VDYLQJV�\LHOGV�����PLOOLRQ�EHQHILWV�SHU�\HDU�LQ������GROODUV�������

:KLOH�ZH�FRQFXU� WKDW� WKHVH�DUH� WKH�EHVW�HVWLPDWHV�DYDLODEOH�DW� WKH�SUHVHQW�WLPH�RI�RSHUDWLRQDO�
FRVW� VDYLQJV� DV� D� UHVXOW� RI� WKH� 39'�� XSJUDGH��ZH�ZRXOG�KDYH�SUHIHUUHG� D�PRUH�GHWDLOHG� DQDO\VLV�
LQFRUSRUDWLQJ� XQLW� FRPPLWPHQW� FRVWV� LQWR� WKH� 3/(;26� PRGHO� WR� DUULYH� DW� WKHVH� FRVW� VDYLQJ�
HVWLPDWHV���+RZHYHU��WKLV�ZRXOG�DVVXPH�HIILFLHQW�GD\�DKHDG�PDQDJHPHQW�RI�FRQJHVWLRQ��UDWKHU�WKDQ�
WKH� UHDO�WLPH� PDQDJHPHQW� JLYHQ� GD\�DKHDG� VFKHGXOHV� WKDW� WDNHV� SODFH� LQ� D� PXOWL�VHWWOHPHQW�
ORFDWLRQDO�PDUJLQDO�SULFLQJ��/03��PDUNHW��

7UDQVPLVVLRQ�/RVV�6DYLQJV�� �7KH�,62·V�HQHUJ\�SULFH�EHQHILWV�DQDO\VLV�GRHV�QRW�DFFRXQW�IRU�
WUDQVPLVVLRQ�OLQH�ORVVHV�LQ�VHWWLQJ�ORFDWLRQDO�PDUJLQDO�SULFHV���7R�WKH�H[WHQW�WKDW�WKH�XSJUDGH�UHGXFHV�
WKH� OHYHO� RI� OLQH� ORVVHV�� WKLV� LV� D� WDQJLEOH� VRXUFH� RI� HFRQRPLF� EHQHILWV�� � $SSHQGL[� ,� RI� WKH� ,62�
7HFKQLFDO�$SSHQGLFHV�SUHVHQWV�D�PHWKRGRORJ\�IRU�PHDVXULQJ�EHQHILWV�IURP�OLQH�ORVV�UHGXFWLRQV�DQG�
ILQGV�WDQJLEOH��EXW�QRW�H[FHVVLYH�EHQHILWV�IURP�UHGXFLQJ�OLQH�ORVVHV����,GHDOO\��WKH�PDUNHW�VLPXODWLRQ�
VRIWZDUH�ZRXOG� FDOFXODWH� ORVVHV� HQGRJHQRXVO\�� �$OWKRXJK� WKH� FDSDELOLW\� WR� GR� WKLV� DW� WKH� OHYHO�RI�
GHWDLO� UHSUHVHQWHG� LQ� 3/(;26� LV� QRW� QRZ� DYDLODEOH�� LW� LV� WHFKQLFDOO\� IHDVLEOH� WR� GHYHORS� VXFK� D�
FDSDELOLW\��DQG�LW�VKRXOG�EH�FRQVLGHUHG�LQ�IXWXUH�DQDO\VHV��

&DSDFLW\� 6DYLQJV� %HQHILWV�� $SSHQGL[� /� RI� WKH� ,62� 7HFKQLFDO� $SSHQGLFHV� SURYLGHV� D�
FRPSDULVRQ� RI� WKH� HVWLPDWHG� FRVWV� RI� FRQVWUXFWLQJ� DQG� RSHUDWLQJ� D� FRPELQHG� F\FOH� QDWXUDO� JDV�
WXUELQH� �&&*7�� JHQHUDWLRQ� XQLW� LQ� &DOLIRUQLD� YHUVXV� $UL]RQD�� � %RWK� FRQVWUXFWLRQ� FRVWV� DQG�
RSHUDWLQJ�PDLQWHQDQFH�FRVWV�DUH�DVVXPHG�WR�EH�ORZHU�IRU�XQLWV�EXLOW�LQ�$UL]RQD�YHUVXV�WKRVH�EXLOW�LQ�
&DOLIRUQLD�� � 7KHVH� FDSDFLW\� VDYLQJV� DUH� HVWLPDWHG� WR� DPRXQW� WR� URXJKO\� ����PLOOLRQ�RQ� DQ� DQQXDO�
EDVLV�� �7KH� ODUJH� DPRXQW�RI�QHZ�JHQHUDWLRQ�SODQQHG� DQG�XQGHU�FRQVWUXFWLRQ� LQ�$UL]RQD��URXJKO\�
������0:�RI�QHZ�FDSDFLW\�E\������DQG�DQ�DGGLWLRQDO�������0:�RI�FDSDFLW\�EHWZHHQ������DQG������
DFFRUGLQJ�WR�$SSHQGL[�'�RI�WKH�,62�7HFKQLFDO�$SSHQGLFHV��LPSOLHV�FOHDU�FRVW�VDYLQJV�DV�D�UHVXOW�RI�
FRQVWUXFWLQJ� JHQHUDWLRQ� FDSDFLW\� LQ� $UL]RQD� YHUVXV� &DOLIRUQLD�� � +RZHYHU�� IXUWKHU� GHWDLOV� RQ� WKH�
VRXUFHV� RI� WKHVH� FRVW� GLIIHUHQFHV� ZRXOG� SURYLGH� JUHDWHU� FUHGLELOLW\� WR� WKH� FDSDFLW\� FRVW� VDYLQJV�
ILJXUHV� LQ� WKH� UHSRUW�� � :H� QRWH� WKDW� WKHVH� FRQVWUXFWLRQ� DQG� RSHUDWLQJ� FRVWV� KDYH� EHHQ� VWXGLHG�
H[WHQVLYHO\�LQ�WKH�HDVWHUQ�,62V�DV�WKH\�KDYH�GHVLJQHG�WKHLU�UHVRXUFH�DGHTXDF\�PHFKDQLVPV��DQG�WKDW�
GHVSLWH�WKLV�HIIRUW�WKH�HVWLPDWHV�UHPDLQ�ERWK�FRQWURYHUVLDO�DQG�XQFHUWDLQ����

(PLVVLRQV�6DYLQJV�%HQHILWV���7KH�,62�UHSRUW�QRWHV�WKDW�JHQHUDWLQJ�PRUH�HOHFWULFLW\�IURP�QHZ�
XQLWV�LQ�$UL]RQD�ZLOO�UHGXFH�WKH�DPRXQW�RI�QDWXUDO�JDV�FRQVXPHG�LQ�WKH�:(&&�EHFDXVH�KLJKHU�KHDW�
UDWH�XQLWV�ORFDWHG�QHDU�WKH�6RXWKHUQ�&DOLIRUQLD�ORDG�FHQWHUV�ZLOO�EH�GLVSODFHG�E\�WKH�QHZ�ORZHU�KHDW�
UDWH�XQLWV� ORFDWHG�LQ�$UL]RQD���9DOXLQJ�WKH�EHQHILWV�RI�WKHVH�HPLVVLRQV�UHGXFWLRQ�LV�FRPSOLFDWHG�E\�
WKH� IDFW� WKDW� WKHUH� LV� QR� WUDQVSDUHQW� SULFH� IRU�12

;
� HPLVVLRQV� SHUPLWV� LQ� 6RXWKHUQ�&DOLIRUQLD� RU�

$UL]RQD�� � )RUWXQDWHO\�� WKH� ,62·V� HVWLPDWH� RI� WKH� HPLVVLRQ� VDYLQJV� EHQHILWV� LV� H[WUHPHO\�PRGHVW��
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DSSUR[LPDWHO\� ��� PLOOLRQ� DQQXDOO\�� ZKLFK� VKRXOG� QRW� LPSDFW� WKH� GHFLVLRQ� WR� FRQVWUXFW� WKH�
WUDQVPLVVLRQ� OLQH�� � � ,I� WKRVH� EHQHILWV� ZHUH� FRQVLGHUDEO\� ODUJHU�� ZH� ZRXOG� UHFRPPHQG� WKDW� WKH�
H[SOLFLW�PRGHOLQJ�RI�HPLVVLRQV�FDSV�LQ�WKH�PDUNHW�PRGHOLQJ�VRIWZDUH�EH�FRQVLGHUHG��

$OWHUQDWLYH�&RQJHVWLRQ�0DQDJHPHQW�6FKHPHV�2XWVLGH�RI�&DOLIRUQLD�� �$�FRPSODLQW�RI� D�
QXPEHU�RI�VWDNHKROGHUV�ZLWK�WKH�,62·V�PHWKRGRORJ\�IRU�GHWHUPLQLQJ�WKH�HQHUJ\�VDYLQJV�DVVRFLDWHG�
ZLWK�D�WUDQVPLVVLRQ�XSJUDGH�LV�WKH�IDFW�WKDW�DQ�ORFDWLRQDO�PDUJLQDO�SULFLQJ��/03��PDUNHW�LV�DVVXPHG�
WR� H[LVW� RXWVLGH� RI� &DOLIRUQLD�� DV� ZHOO� DV� ZLWKLQ� &DOLIRUQLD�� � 7KHUH� DUH� WZR� LVVXHV� KHUH�� � 2QH� LV�
ZKHWKHU�WKH�GLVSDWFK�DQG�FRVWV�UHVXOWLQJ�IURP�WKH�/03�DVVXPSWLRQ�DUH�D�UHDVRQDEOH�DSSUR[LPDWLRQ�
RI� RSHUDWLRQV� XQGHU� WKH� DFWXDO� WUDQVPLVVLRQ� SULFLQJ� V\VWHPV� LQ� SODFH� LQ� WKH� :HVW�� � 7KH� ,62·V�
H[WHQVLYH�FDOLEUDWLRQ�DQG�YDOLGDWLRQ�RI�WKH�3/(;26�VLPXODWLRQV�JLYHV�XV�FRQILGHQFH�WKDW�WKH�DQVZHU�
WR�WKDW�TXHVWLRQ�LV�\HV���7KH�VHFRQG�LVVXH�LV�ZKHWKHU�WKH�GLVWULEXWLRQ�RI�WUDQVPLVVLRQ�UHQWV�UHVXOWLQJ�
IURP� /03� DGHTXDWHO\� UHSUHVHQWV� WKH� DFWXDO� VSOLW� DPRQJ� PDUNHW� SDUWLFLSDQWV�� JLYHQ� WKH� PL[� RI�
WUDQVPLVVLRQ�SULFLQJ�PHFKDQLVPV���,W�LV�FOHDU�WKDW�WKHUH�LV�DW�OHDVW�RQH�FLUFXPVWDQFH�ZKHUH�WKHUH�LV�D�
VLJQLILFDQW�GLYHUJHQFH�WKDW�DIIHFWV�WKH�ZHOIDUH�RI�&DOLIRUQLD�PDUNHW�SDUWLFLSDQWV��

7KH� ,62� UHSRUW� DGGUHVVHV� WKLV� VHFRQG� LVVXH� LQ� $SSHQGL[�0� E\� VSHFLI\LQJ� D�PHFKDQLVP� IRU�
UHIXQGLQJ� FRQJHVWLRQ� FKDUJHV� WR� YDULRXV� PDUNHW� SDUWLFLSDQWV� ORFDWHG� RXWVLGH� &DOLIRUQLD� DQG� LQ�
&DOLIRUQLD�LQ�D�PDQQHU�WKDW�DWWHPSWV�WR�UHSOLFDWH�WKH�H[LVWLQJ�PHFKDQLVP�XVHG�WR�PDQDJH�FRQJHVWLRQ�
LQWR� 6RXWKHUQ� &DOLIRUQLD� DQG� DOORFDWH� LWV� FRVWV� WR� FRQVXPHUV� LQ� DQG� RXWVLGH� RI� &DOLIRUQLD�� � 7KH�
DOWHUQDWLYH� FRQJHVWLRQ�PDQDJHPHQW�PHFKDQLVP� LPSOLHV� HYHQ� JUHDWHU� EHQHILWV� DVVRFLDWHG� ZLWK� WKH�
WUDQVPLVVLRQ� XSJUDGH�� � 7DEOH� 9,,��� RI� WKH� ,62� UHSRUW� VKRZV� WKDW� WKH� H[SHFWHG� EHQHILWV� RI� WKH�
XSJUDGH� WR�&DOLIRUQLDQV�XQGHU� WKLV� DOWHUQDWLYH�PHFKDQLVP� IRU� FRQJHVWLRQ�PDQDJHPHQW� DUH� DOPRVW�
WULSOH�WKH�H[SHFWHG�EHQHILWV�DVVXPLQJ�WKDW�/03�LV�XVHG�WKURXJKRXW�WKH�:(&&����7KLV�UHVXOWV�IURP�
WUDQVIHUULQJ� VHOHFWHG� WUDQVPLVVLRQ� UHQWV� IURP� ,62� SDUWLFLSDQWV� WR� QRQ�,62� SDUWLFLSDQWV�� VR� WKDW�
GHFUHDVHV�LQ�WKRVH�UHQWV�QR�ORQJHU�DSSHDU�DV�D�FRVW�WR�,62�SDUWLFLSDQWV��

$OWKRXJK� ZH� FDQQRW� YHULI\� WKH� H[DFW� QXPEHUV�� ZH� GR� LQGHHG� H[SHFW� WKDW� WKLV� DOWHUQDWLYH�
PHFKDQLVP�ZRXOG�UHVXOW�LQ�D�VLJQLILFDQW�LQFUHDVH�LQ�EHQHILWV�WR�&$,62�SDUWLFLSDQWV���7KLV�LV�EHFDXVH�
WKH� UHQWV�RQ� OLQHV� LQWR�6RXWKHUQ�&DOLIRUQLD� WKDW� WKH�/03�PHWKRG�DVVXPHV�DUH�HDUQHG�E\�&$,62�
SDUWLFLSDQWV� LQVWHDG� SDUWLDOO\� DFFUXH� WR�6RXWKZHVWHUQ�PDUNHW�SDUWLFLSDQWV�� �7KXV��ZKHQ� WKH�39'��
OLQH�LV�LQVWDOOHG�DQG�WKH�WUDQVPLVVLRQ�UHQWV�LQ�WKDW�DUHD�GHFUHDVH��WKLV�LV�QRW�DFWXDOO\�H[SHULHQFHG�DV�D�
ORVV�E\�&$,62�SDUWLFLSDQWV��DOWKRXJK�XQGHU�/03�WKHUH�ZRXOG�EH�VXFK�D�ORVV��

���$OWHUQDWLYHV�WR�39'��

7KRXJK� WKH� SURMHFWHG�EHQHILWV�RI� WKH�39'��XSJUDGH� DSSHDU� WR� MXVWLI\� WKH� HVWLPDWHG�XSJUDGH�
FRVW�RI������PLOOLRQ�� LW� LV� UHDVRQDEOH� WR�DVN�ZKHWKHU� WKHVH�EHQHILWV�FRXOG�EH�UHDOL]HG�ZLWK�D�ORZHU�
FRVW� DOWHUQDWLYH� WR� WKH� 39'�� XSJUDGH�� 7R� DQVZHU� WKLV� TXHVWLRQ�� WKH� ,62� FRQVLGHUHG� WZR� YLDEOH�
DOWHUQDWLYHV��EXLOGLQJ�DGGLWLRQDO�JHQHUDWLRQ�LQVLGH�&DOLIRUQLD�DQG�DOWHUQDWLYH�WUDQVPLVVLRQ�SURMHFWV��

7KH�EHQHILWV�RI�39'��DUH�HVWLPDWHG�XQGHU�WKH�DVVXPSWLRQ�WKDW�WKHUH�LV�JHQHUDWLRQ�H[SDQVLRQ�LQ�
6RXWKHUQ�&DOLIRUQLD� �VHH�7DEOH�'����7HFKQLFDO�$SSHQGL[�'���7KH�NH\� LVVXH� LV�ZKHWKHU�HYHQ�PRUH�
JHQHUDWLRQ� LQVLGH� &DOLIRUQLD� FRXOG� UHSODFH� WKH� WUDQVPLVVLRQ� XSJUDGH�� 7KH� ,62� UHSRUW� DUJXHV� WKDW�
DGGLWLRQDO�JHQHUDWLRQ�LQVLGH�&DOLIRUQLD�LV�LQIHDVLEOH�DQG�LV�XQOLNHO\�WR�DFFUXH�WKH�VDPH�EHQHILWV�DV�WKH�
WUDQVPLVVLRQ� XSJUDGH�� EHFDXVH� LW� LV� FKHDSHU� WR�EXLOG� JHQHUDWLRQ� LQ�$UL]RQD� WKDQ�&DOLIRUQLD�� �7KLV�
VHHPV� OLNH� D� UHDVRQDEOH� FRQFOXVLRQ� EDVHG� RQ� H[LVWLQJ� HYLGHQFH�� �+RZHYHU�� MXVW� DV� LPSRUWDQWO\�� D�
WUDQVPLVVLRQ�XSJUDGH�SURYLGHV�JUHDWHU� IOH[LELOLW\� WKDQ�QHZ�JHQHUDWLRQ��EHFDXVH� WKH�39'��XSJUDGH�
OHDYHV� D� ZLGHU� UDQJH� RI� JHQHUDWLRQ��ERWK� LQVLGH� DQG� RXWVLGH� RI�&DOLIRUQLD��FRPSHWLQJ� WR� SURYLGH�
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HQHUJ\� WR� ORDG� LQVLGH� &DOLIRUQLD�� � 7KLV� KHDOWK\�PL[� RI� VXSSOLHUV� SURYLGHV� DQ� LPSRUWDQW� EDFNVWRS�
DJDLQVW�H[WUHPH�PDUNHW�FRQGLWLRQV��VXFK�DV�WKRVH�REVHUYHG�LQ�WKH������������

$V� D� UHVXOW�RI� VWDNHKROGHU� LQSXW�� WKH�&$,62�DQDO\VLV�RI�39'��FRQVLGHUV�VHYHUDO� WUDQVPLVVLRQ�
DOWHUQDWLYHV� WR� WKH� 39'�� XSJUDGH�� �0RVW� LPSRUWDQWO\�� WKH� DQDO\VLV� FRQVLGHUV�ZKHWKHU� WKH� 39'��
XSJUDGH� FRXOG� EH� UHSODFHG� E\� WKH� SURSRVHG� (DVW�RI�5LYHU� SURMHFW� �´(25� ����µ��� ZKLFK� ZRXOG�
LQFUHDVH� WKH�(25�SDWK�UDWLQJ� IURP�������0:�WR�������0:��DQ� LQFUHPHQW�RI�������0:��$W� WKH�
-DQXDU\�����������06&�PHHWLQJ��WKH�&$,62�VWDII�SUHVHQWHG�WKH�UHVXOWV�RI�VHQVLWLYLW\�DQDO\VHV�ZKHUH�
WKH�EHQHILWV�RI�WKH�39'��OLQH�ZHUH�HVWLPDWHG�ZLWK�DQG�ZLWKRXW�WKH�(25������XSJUDGH��7KH�DQDO\VLV�
VXJJHVWV�WKHVH�SURMHFWV�DUH�FRPSOHPHQWV�DQG�VKRXOG�ERWK�EH�SXUVXHG���

����&RQFOXVLRQ�

7KHUH�LV�D�ZLGH�UDQJH�RI�UHDOL]HG�EHQHILWV�RI�WKH�SURMHFW��SULPDULO\�EHFDXVH�RI�WKH�XQFHUWDLQW\�LQ�
IXWXUH�PDUNHW� FRQGLWLRQV� LQ� WKH�:HVWHUQ� (OHFWULFLW\� &RRUGLQDWLQJ� &RXQFLO� �:(&&��� 7KHUH� DUH� D�
UDQJH� RI� IXWXUH� V\VWHP� FRQGLWLRQV��GHPDQG� JURZWK�� QDWXUDO� JDV� SULFHV�� K\GURHOHFWULF� HQHUJ\�
DYDLODELOLW\�� DQG� WKH� H[WHQW� RI� XQLODWHUDO� PDUNHW� SRZHU� H[HUFLVHG� E\� VXSSOLHUV��ZKHUH� WKH� SURMHFW�
ZRXOG� KDYH� OLPLWHG� UHDOL]HG� EHQHILWV�� LQ� SDUW� EHFDXVH� RI� WKH� FRQVHUYDWLYH�PRGHOLQJ� DVVXPSWLRQV�
PDGH�E\�WKH�,62���+RZHYHU��WKHUH�DUH�DOVR�UDQJHV�RI�IXWXUH�V\VWHP�FRQGLWLRQV��ZKHUH�WKH�SURMHFW�
ZRXOG�KDYH�UHDOL]HG�EHQHILWV�VXEVWDQWLDOO\� LQ�H[FHVV�RI�WKH�FRVW�RI�WKH�SURMHFW�� �7KH�,62�HVWLPDWHV�
WKDW�WKH�SUREDELOLW\�LV�JUHDWHU�WKDQ����SHUFHQW�WKDW�IXWXUH�V\VWHP�FRQGLWLRQV�ZLOO�RFFXU�VXFK�WKDW�WKH�
SURMHFW� UHDOL]HV� EHQHILWV� LQ� DQ\� JLYHQ� \HDU� WKDW� H[FHHG� WKH� DQQXDOL]HG� FRVW� RI� WKH� SURMHFW�� � 7KH�
VWUHQJWK� RI� WKH� 7($0� DSSURDFK� LV� WKDW� LW� LV� DEOH� WR� HVWLPDWH� WKLV� SUREDELOLW\� RU� WKH� HQWLUH�
GLVWULEXWLRQ� RI� UHDOL]HG� YDOXHV� RI� WKH� SURMHFW� RYHU� DOO� SRVVLEOH� IXWXUH� V\VWHP� FRQGLWLRQV� LQ� DQ�
LQWHUQDOO\�FRQVLVWHQW�PDQQHU���$OWKRXJK�LW�ZRXOG�EH�GHVLUDEOH�WR�KDYH�UXQ�DGGLWLRQDO�VFHQDULRV��ZH�
EHOLHYH�WKDW�WKH�PHWKRG�XVHG�WR�GHILQH�VFHQDULRV�DQG�DVVLJQ�SUREDELOLWLHV�WR�WKHP�LV�UHDVRQDEOH��

$V�ZH�HPSKDVL]HG�LQ�RXU�HDUOLHU�GLVFXVVLRQ�RI�WKH�7($0�DSSURDFK��WUDQVPLVVLRQ�SURMHFWV�QHHG�
WR�EH�YLHZHG�QRW�MXVW�LQ�WHUPV�RI�WKHLU�H[SHFWHG�EHQHILWV�EXW�LQ�WHUPV�RI�WKH�LQVXUDQFH�WKH\�SURYLGH�
DJDLQVW� DGYHUVH�� DQG� SRWHQWLDOO\� FDWDVWURSKLF�� RXWFRPHV�� ([WUHPH� PDUNHW� FRQGLWLRQV� �H�J��� KLJK�
HQHUJ\�SULFHV�RU�EODFNRXWV��GLVUXSW�EXVLQHVV�DQG�VRFLHW\�LQ�D�ZD\�WKDW�H[DFWV�D�WROO�EH\RQG�WKH�KLJK�
HQHUJ\�SULFHV� LQFXUUHG�GXULQJ� WKHVH�SHULRGV��7KLV�VWDQGDUG� LV�FRQVLVWHQW�ZLWK�RWKHU�DVSHFWV�RI� WKH�
6WDWH� HQHUJ\� DFWLRQ�SODQ�� VXFK� DV� D� IRFXV�RQ� WKH�GLYHUVLILFDWLRQ�RI� IXHO� VRXUFHV� WKURXJK�H[WHQVLYH�
VXSSRUW�RI�UHQHZDEOH�HQHUJ\���7KXV�HYHQ�LI�WKH�H[SHFWHG�EHQHILWV�ZHUH�QHJDWLYH��D�SURMHFW�FDQ�KDYH�
VLJQLILFDQW� YDOXH� XQGHU� VRPH� IXWXUH� VFHQDULRV�� � $� QHJDWLYH� H[SHFWHG� YDOXH� RI� D� SURMHFW� FRXOG� EH�
YLHZHG�DV�WKH�LQVXUDQFH�SUHPLXP�DJDLQVW�WKHVH�FDWDVWURSKLF�RXWFRPHV���7KH�VLJQLILFDQW�SUREDELOLW\�
RI� UHDOL]HG� YDOXHV� LQ� H[FHVV� RI� WKH� DQQXDOL]HG� FRVW� RI� WKH� SURMHFW� VXJJHVWV� WKDW� WKLV� SURMHFW� LV� DQ�
LQVXUDQFH�SROLF\�WKDW�LV�YHU\�OLNHO\�WR�\LHOG�VXEVWDQWLDO�H[�SRVW�EHQHILWV��

7KRXJK� WKH� 3'9�� XSJUDGH� SURYLGHV� DQ� LPSRUWDQW� LQVXUDQFH� SROLF\�� LW� GRHV� VR� ZKLOH� DOVR�
SURYLGLQJ�D�VRXQG�UDWH�RI�UHWXUQ�DQG�D�UHODWLYHO\�TXLFN�SD\EDFN�IRU�WKH�H[SHFWHG�SULFH�WDJ�RI������
PLOOLRQ��7KH�,62�SURYLGHV�EHQHILW�VDYLQJV�IRU�RQO\�WZR�\HDUV�²������DQG�������$�VLPSOH�ZD\�WR�YLHZ�
WKHVH�EHQHILW�HVWLPDWHV�LV�WR�FRQVLGHU�WZR�TXHVWLRQV�����LQ�KRZ�PDQ\�\HDUV�ZRXOG�WKH�WUDQVPLVVLRQ�
SURMHFW�UHFRXS�LWV�FRVW�DQG�����LI�WKH�DQQXDO�EHQHILWV�DFFUXH�RYHU�D�ORQJ�KRUL]RQ��ZKDW�LV�WKH�UHWXUQ�
RQ�WKH������PLOOLRQ�LQYHVWPHQW��(YHQ�DW�WKH�YHU\�ORZ�UDQJH�RI�HVWLPDWHG�DQQXDO�EHQHILWV�IURP�RQO\�
HQHUJ\�VDYLQJV������PLOOLRQ��WDEOH�9,,�����WKH�39'��XSJUDGH�EUHDNV�HYHQ�LQ������DQG�RIIHUV�D�UHDO�
UDWH�RI� UHWXUQ�RYHU�����VHH�ILJXUH����� �$W�PRUH�UHDOLVWLF�DQQXDO� OHYHOV�RI������RU������PLOOLRQ��WKH�
39'��XSJUDGH�EUHDNV� HYHQ� LQ� ����� DQG������ �UHVSHFWLYHO\�� DQG�RIIHUV�DQ�DWWUDFWLYH� ORQJ�UXQ�UHDO�
UDWH�RI�UHWXUQ�RI�EHWZHHQ����DQG����SHUFHQW��
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7KH�HYDOXDWLRQ�RI�WUDQVPLVVLRQ�H[SDQVLRQ�LV�DQ�H[WUHPHO\�FRPSOH[�WDVN���7KH�'HSDUWPHQWV�RI�
0DUNHW�$QDO\VLV�DQG�*ULG�3ODQQLQJ�KDYH�GRQH�SURYLGHG�D�FRPSUHKHQVLYH�DQDO\VLV�RI�WKH�EHQHILWV�RI�
WKLV�XSJUDGH�XVLQJ�VWDWH�RI�WKH�DUW�PHWKRGV�� �$V�QRWHG�DERYH��D�QXPEHU�RI� IDFWRUV�DUJXH�LQ�IDYRU�
WKH� ,62·V� HVWLPDWH� RI� WKH� H[SHFWHG� EHQHILWV� RI� WKH� 39'�� XSJUDGH� EHLQJ� FRQVHUYDWLYH�� � 7KH�
VXEVWDQWLDOO\�KLJKHU�H[SHFWHG�EHQHILWV�RI�WKH�XSJUDGH�XQGHU�D�FRQJHVWLRQ�PDQDJHPHQW�PHFKDQLVP�
IRU�WKH�UHVW�RI�WKH�:(&&�WKDW� LV�PRUH�UHSUHVHQWDWLYH�RI�WKH�FXUUHQW�VFKHPH�DUJXHV�LQ�IDYRU�WKHVH�
EHQHILW�HVWLPDWHV�EHLQJ�FRQVHUYDWLYH���)LQDOO\��WKH�PRUH�WKDQ��������0:�RI�QHZ�JHQHUDWLRQ�WKDW�DUH�
UHSRUWHG� WR� EH� SODQQHG� IRU� $UL]RQD� E\� ����� SURYLGHV� IXUWKHU� HYLGHQFH� WKDW� WKHUH� ZRXOG� EH�
VXEVWDQWLDO�EHQHILWV�WR�WKH�39'��OLQH���)RU�WKHVH�UHDVRQV��ZH�UHFRPPHQG�WKDW�WKH�,62�%RDUG�PRYH�
IRUZDUG�ZLWK�WKLV�WUDQVPLVVLRQ�XSJUDGH��
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)LJXUH����5HDO�5DWH�RI�5HWXUQ�RQ�39'��8SJUDGH��DVVXPLQJ�DQQXDO�UHDO�EHQHILWV�RI������������RU�
�����PLOOLRQ�DQG�D�SURMHFW�FRVW�RI������PLOOLRQ���
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