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Arr Analysis of the Economic l@eqt of Timing Dclalt
Csntained in thcf'SitErflft Camid hopogat

F-ccrrtiw Summny

Ibs Amsricss epitel nerkc& rre gnncrrlly cousidG$Gd tha nsft Gffisicnt ud inrrumr
frif,Edtymilrcu intho rvorld, thc Amcdcu itrrt$of is ftFnostknffilcdgseblo intcffi
h rhp.trorld f,A itrdco4 the msd filocrssfirt Thsinftmrtion arqihbh O invqtmr in
Gnolnoug rnd erc*isg. Informssm flown b invtstorr fion aruy diFqdon- fiorn &G
iw6frn6nt fitrt tom te moAiq from trG ffinfifi. Infumntion is thfr rhidconcsm of
Am61ic@ srsrifiGs rGgulafiffi. Dinclonnt ofinftraation hrf bcto F mftal tbme of
rcauritice ryd#ion ir frG thitqt StIlEa. Thr8ffiEidcn Ast of t933 ttf lforo lcgrt
Frqccd fu tfo punUo dipcloruo of inftrn*iou rc$ftld frr fu Frblis ofuiEfi of
scordtic&

Itc1t bsve bccn iuportsut chSrSFs simG l9B3 in tho rcfulrtimr ert Splttn trc
irylcmenrntioa ofrhc 1933 AEt A Eignificd nfltc*ge unr tbc f9&{ rdppionof Rrilc
4*, u,bich F€ffiisrd tbe red*r*'oq of dchgpd oftisgl * n*cHtugisfiiliffi" sholf
regifiretfu, rcally frr ftc firS tino, pcrofted rsrtmol- corymln,O oftr Pcenitior on
rn-imodieto bf,d& thrt imnedirey wss filci*l to tb dcvclopryGd of rricfrer rnd
do+q publicbondms*tt TheMcdir[nft-Tcffi.NotrrudEd, fu GEilqP.lB Tot{d tftoty
nnt t6i* ctGss it nm frr Be @tion of R*b 415. qcf,Efnlty ryclldng' shfiilgpc ig
sGcutitiGs ltg1fufim ovatholtat hfit? bSFt$siryliffcsim d luprovudm
effi cicncy, whitc'pmnotiqg trG mf,h lhc*np :of imrcrfr pmEdon

In Noncubar of lggS; thG Sffitriticc qd Ercfungp Coumision prqomdletrndw
chrngps to the procdurea Srt gsvcr-n thc prhlie offiring of rGF Eiticc. trt* rt+Wo
11p ro $igpificant aUI- s$tofping tbat thcy hfiYc cmo to bc lmourn r* tbs *Ainrrft

Cffiiff.; Tfrc Aircrsfr Crnic. ntns thc suluinrtim of a scfie# of Srrdios sd tEportg by
rh6 SEq puUeutsty ftc iryqfiant Waltqrn Compificc rtport isnufrd iEf 996,irficfidld
to Eispllfy snd Btrc1nti$ thcpublio offirhf prpeosqftt r3ilsopso b tbo ftemsti+ rDil
eignif,crtr chlngps tn* U*w Ulnrnplaco ia thl cryital nf,dFFff f,rd itr tcr.hmlo$l'

"t-d-tty 
lu thc ecnnobgy U*m lnftrrcu*on dirrGildndiq-

tbe Airwaft CsriEr prcFosat rmong othor tbhgt, FrsttEs rhc goel ofpnviding
inrrcstorc rvi6 in&rmntionpriorb frG agtull dcciriontopurthngo rmcurity (fuhg r
publis offering). Thie infonnntim would bc iE writirg rnd aftjcct to Pbilsicrl dclhwy.
in no* duraUonq thir idornation dclivw *riltd lnrlo}rc a ci8nifinf,tr itrre$c in lhc
cost ofisarsrccto istiltcfc" principallybccqrecoffre tirning delryl$+t g;cn inftrg*1hn
delivcry would infioduoc into thc procec* l, ;ft rc-$niry Slqts- !t44 sctot cwnulty
r part of tnmc otrilingp, h mmo csscs, Udf pse1dtrici@9@1$Oil Ig[ilfircmGnt
tiii'B detry urould tnnely ecriouly inp+ slpificmt ffilEEElnF&



Thcs,s trG rt lard four arcar of irnportrnt sont incrqsce fot isaucm in tbo Air,trrft Crrticr
prsposat that rclatc to thc Ut* fi* p*ft of public offuingn:

l. lti ? dey TroepGcfils bcforc pricingr rcquirEnEnt for Fum A (IPO8 8nd

ofuiqerrcgisctc{withinmcycqoflP0) ^ -
2* Tb.t{ty St"tetpfit tc'mra pticirul rcquirwmnt sr Fwm A (flcn psrp +lrnn

oru ytsr rftE IPCI Gffistivt)
t. Tts 24 hrn'hsctid cbmge- tqufoEmfd
4. Th Foffi B tEffi droctru$itEncilt end fltmgtwi]tmcf,fr

Inthg anatygig thd frllmn+wsbrrerwisn/od thc titcreslrtanpublic ofrirun whictt

incldcs E rsfhgr sub#ential litcrafrrc oa rlrolf rcgiefidio rnd etuy smf,ll effioqnt of

errlicr rscesrch ou timing cosb. Wc hrvc dso- collcctcd and ffidyzd d{n on mdor

Efl1gtr that aould nc fuspaircd by ccrtein proposrh conhincd h the Airuraft Cani€r.

Fin4ly, wG hryE ryplied-gbdrni **ro*ic affihtfitc b fio mcasrrrtomt of ths incrrumA

burdcn of cosnr trar wurld fell rryon tho cepital ufi*iils if thc vuious tiqring dclny
proportls tdvfficcd in tho "Aircr:rfr Carricl" em a&ped"

Olr corrslusiffis srG 6c ftilowin$

l. Tho vuioru timiqg dolsys thf,t FrG ptoposgd intho *Airtmnft Cnriert will imFofiG
substlntisl aost incrcercs on tbc c{pitsl trttl@. ThGsG codb will bo bwnaby
bolh igsucr asd inr/crttr Compcdtion smon# se$ur-idcs firmg is likoly e bc
rce$cdby tbc iapocition ofthcsc rtmlrt8dEl*ye

2. Solnc co*s $il witl bc impold on iteflsr drn to dolry in tho o&inSpr-ocras
cmbc ostimaEdurinE*i&ty sccG!fid F$oEffiiE ffiElydl" Othtt ooaffirutftfitrh
couldba sufehudst us difficlrrlt to queDfiiff. $Ic tstimats tffi cosrtl iryorcd w
g16 isglrgrs-ftccofit of *putoption $d ths nogrtiw dsuling mfiamcigficd
wirh * dd*y. TfuEBG oo6tg tohl epp[sxilntrtcly 4 ![ of u IFO'* proctcdc.

scrsonad aquity isstlcrs will not irrcur 0re put opion Eost' but will itlffr trG

trFSSrc nigil{ cost of ebo$ 0.11A of thc offaing nmcqcd+ Mffi *tguificsiillyr
thJpdaing dclrymayhrw lhc rrnintcudcd corycquqfc ofcautirgg *ry
og.rlngp to bc withd-ramm, impqeing cosfu- on bofi ilfl&rf, rud invodnn. Wb

c6timf,ts frc cod on rhclfd$t irfillcffi t0 bc in thc rAgF of $ - l0 bssis Foin& ptr

mnm, with the cost iryosod,on ieslcfif utho wi[ bo rcquirtd to filc Fwm A
bciqg closcr to tro hp of thn raqgs It ls sur yicw thrt thc F,ubHc Mcdit*Jcrn-
Notc trymn rrern*ury mt suryilre ec Foposshuuderdircn$giofit uthich
wuld imposc coftg oJet lca* l0 besis pointc p* amum' eg issucrt- sll lfinryt to
croud into ttssmatt FrililtG ilfn'l medccf, Addidonf,l uqm.qwudnsbh eoch wilt
bc iryoscd on {l ofthpsc ilf,rcrs. tllVc vlcnt &o abovc fi$trcc trt tmdcrBtifitrS tho
totsl cost of ec prqosed tltJsp

3. The thruc Gntdal uulcryiqrdngq to &G $sqgth ofAmeriaanpuhlic c+ittl

mgrtct; ap: (i) condstsqsy rd prediffiility,oftha rugglelory cuvlrorm4 Gi)
gm'iqg import',focc of immodiery' mrdcote; otd $il aoncepttul rnd



lj$$vr

tcqhnologicEl innovation in sccudticr rnillicts. TS *Aircmft ftrriGf propooat
would dfiEsge thc first nvo of Srctc utrfuphningE, u{frilG frilirE to trlic,
$tnntggE oJfte third"

Cspitrl mnNrcts er globst lylsrlrts, lihc cildit{ sF$ fricildly hrveor. Ths
"Aitrrsfr CarriGrF propoeeh, ifld4pe{ could cflrsc iryffietcryitsl srdffi
now ftriviag in ftG tlnitd Sutcs to Eoyc offihor. Ttir move coulil, in lrSF
part bo prrunsnt svrn if,, at aonc htlr *rgq lhg timins adf,n rc twovtd.



Flan ofthCPspcn

Tlrcrs art thrtc mrin s€ctions in our snslyEis.

Serfron I - Thr Sncmrrful Ebtory of ftc Pnblk Offcrhg Prn+ecr In the
Ullted Strhf

lVo prwido rbricfdcecriptim of eomc offre SetuIGf rhrt rypcrrb bc
reseonsibtc frr t[G trcmcndouc Hlocosscl offtc Amcdcffi cspittl nillfiu"

l. Reguhnory.hrudictnbility
2. ThF'Immcdiray' Ivftr*ctr
3. Tcrhologicel nd Cqpqtunl Cbq6p
4, Tbo Bponomics of Shetf Rngiftrrtiffi

Secdon tr - Tho CompcdfivcPorl#on of Amtrlcer Crpltrtlllrrlrtrr ln m
Itrcrcsdrgry Ghbrl Enthmunat

Thclccond Bactidtt
pnu*ntcd by f-trEige nsdffi, It ii achnlkoge ftr W mfi*Ets to rnrintrin tMr
corryditivc olg" in r wsrld with Fcfftrsl othcr dynmic ed $owfug fmaiel
cGsffi- Wo ehow thetmednctr, trrrch Hhs rssctr, mmru tscmd fidcod$
cnviromtn&, One of thc iryortf,rt Eoqfis of iupruerod rqgnlfrim fu thc
momffi ofmrrtniln offihora Tbe &,unboul nrrftGf ir prrrm$d rr e aaro rndy
of uftrt cu@co whcn thc rWrlatory mvirqmcntin apnrtiorls corsEy
c,haqgcil in cny" dccmodufticnrry$ cryitrl nnlffi.

$er{on III -. TheAnatyft rnd &dn*doE ofrTtphg Coila

Fhalln lhc lhid ecctio,n provide ftc mrlyeir anit dEqils of thp coffi sstiurtc* of
fts timing problcms tbat rrc Ugodueea iffio thc vsriour otrxingpodcsrcs byttc
prcpoerh in frG Aittraft Cafiilr.

Following frFs€ tbrcc rcctions, wo pruvidG s d{nrnarf of our mrin cwplud,m*



Secdon l. Thq Suc'cessful HtBFry qf llrc Puhllc Off,Frinll |trucFrs lq te Unltcd Stritt

Thc Ancricrn c4pitit ms*ct ic th#rsh$rpf,sc Fryitd mrrhot for thp ru$ oftrg wtr'|il By
Fvcry m€sflrt, thf, Anfricsn mfl*d has bcco sadamtinucs m bc thF 1*'964'mrd nfflst
inflr*qtiat finmcil narket ir SF E'$ild" Tftnrs rrg thrcc *uH.Eds$cc of h Amsdaln
r.entU mltrt ovcrp$fi dccsdcs rhrt appmr to haw producod lhc orrmrnding
porformsmc ed gtorvth ir Amfiiarn firffilst mu rquhhry pr-tdi#iUty, Uo
grorvlh of inmcdirry ilsrtcu, and tpchmlosicrl proErtss h lhc finffiirt nfilEsts. Ir
toUing tho shry ofwh$ hf,s Esdc ftc *mcdmn nrylffi Euaccssfttt it ir iryor$t m
outlinp thc rolc pleyod by each of t@ IbFEG frcfitr& Thir scction cmfihfuwilh eil
m,mmic arll)'sis of thc highly sueccssf.ut, d*elf rtgiEtratiffi dfltcf;.

l. neerlhhry PrcdlfibtllH

All p$lic oftringr hok bsck to thc Sccutiticc &t of 1933 ftr frF frrdatim ffinol
rryon which rrc built thc etrrrcfirre, +irni.g rqd pmcadtret of fto off-uriqg FmGGrs,
nsguhd,ffiEput frrthby trF Ssudtif,s mdBlehmde Cmidm as rrdl rr
rmcudmtnts to frs oddnsl Act hrvg Eutdcd rt," stmhdf,n of thc Puttrs offiin$ pilocffi.
Aconmtty, tbc regutatory hidory has mumd h diruuimr frtrnreblc to itrFtovin$ths
dcicncy ofthe nskGslsc dtril rpdu*fo$fbo corylcrity of tbp ryuISy prorua ftr
ilfiilteff" Thc Atrcraft Cuticr pnporah cruetg $trrc) timint @ry* npt ffire prEscnt h
turo m4ior tpao of oftringr: aquity IFOE GqtdU aindq, md edfneifiififfi-
Eur{Edffir Tbc fr{t rhgt thpsc t*l.S dehys do non errrmp adst in tpqF oftrin$ i!
ono sf thc cridFf,l rtrsffid for tbc suocogsftUri!fiffiy of thcco n*4lEct* $ro intd b
Sow, in thfu Bcsfioo, trst ftF rceulnto{y Fltdistnbility hns lcd to sfiry rdtffidmt
ffidtrFhccs rnd pruccdurcc for thcgt Glsslcs ofoftdngl lfu rcunl procots'
aseooning upon trc nrtrrrr of the oftipp,vnrica in courphtity ild dctNit PErhsPs lho
most dclicate of thp offeriag procesoGc ii trat of rniuitial p$tic oftqing fi)

e. ThGIPOhocees

AD inidal public offerin& if ermccfsftl fu r once-irr-lifi*ine aruoil. Thc proccor of
"Boing public' ostmsibly inwhncs a tipelinc thnt bcgins with ftP filft$ of m S*l
rtgiffiEdon statcncd. In &4, thc fiqolino rrcuf,llyhig amuch Gsrlifi 4f,ft dnta A
pnvetc company ofipn hcdns e ycaq m twu h advanfis Ean#rning ihclf-infio I mE

?r$lic" lookiug conpqny" Urually by the timc ofthc S-l fitinft a f,i&sqntisl amolffi of
dmr bns bcsa dclrmtcd b Setting I coqpotry tedy.- AfiEr fiG S-I filiqg, tho iEtufir rd
&c ruderwrit* lFEolyG iny commcotr fism ffiC shfi ThE Srst SK coffimffi typlcrlly
auivc ryitbts 30 dayr ofthc filin&, ths timc botwcqq filing sd rceoh{ion of sttff
conmtrftB iq thGq normally at laast r moqilh sr pnotq. The ndt*ing pqi,od bedns ir
carnect aftErall commrnBhave bccnrwhrcd. nAminaryproqpoomscc ftGd
hprlingg") begh b be distibuted n pm#ea*ivc p ofthc gfting' TbF lt-oqd

shonf thcn comnencef, end tbc pruccsfi of'tuildi[g thc book" bGgini AfrEr twu to



ttrtuc studcl, ttn book bcginl to 'comu togethc*' rar[,f picing mcaing ir hfl{ If rll
goeo wcfl the pnre is Ect srd thc stock is S*n sllocafiEd to purchrraa Uudnr nmtnt
tgdenonfi, r prospccfitte is prorided to o"4 purchr*cr a8 hotut pior U .*"dttg ofths
co,nfimrtion of pttrchrsa

llia cutirc procc* of [nhg Su]lia" is vcry &licmc rc lhG fugucr end undnruitr ururk
ftcirwry tkotrgh tbo Sting, thc comrncnil Fctio4 lhfr losd Ebow 8d frNlly' tbc Drlcil[g
of ftc imm Vinully uy kind of delay c lhlgc sbrt in this procc6$ rc rufrGr ttrrt lho
rcssotr, ir vic$udncgntivclyby the EsrH. The ecrdsnio litcrsnro cttihtae this
neg*tivc eignsnns Gffidto thoinformstiotratssltumrsrisa&rt erepremnt Eoingidfio lbp
ofreriqg Thc acy'mmctuic* rtfloct thc fict ffrrt thc issuGris pt--tstqofl to hnve irftrilstim
thrt ie notknormbymost$trlr€tpartieipum(nhhouehthetitlrf,htxc tpicrllyoramco a

tFoup ofmote inftrmcd * pnermnbly instihtfiotrtl * i$roSore and r $sup of lcrl
infumcd * nfGsumabty individral * inrrrtort). At e pr-acticat uuttfi, no mffi hotv
much dieFlffirt ir $sryed by thc icF$r, tho tceryrwill alunnyr hs$omfit! ffidbffi
infrrmntisn thrn e pquryo4iw purthsfcr.

ThF{c fu,no'thing arbmatic sbout thc IPO nrcccsd" ThG mf,rkct for IFOE ctn bE fitrild on
rd offquierryrcrlictrblyhy wcuta thnthaw nolhiug b do wift auypa*icuhitf,lcr.
If, frrtrmplG, m ofuingigdclaypd, fsrenyrt*onqfratroflforn ft6s6 ie nncndtrd
chssss ftflt thc om'it'* mfiy ncvGr take plraa Evcn if frp o$ering docs, ctttnfin$y, hkp
phac, it Hry do so h swlry ftrt involvtc raubutantinllyinfwior {torrrdf,l arrmgnnffi
tur bffi i*srrGr sd lmrFttn aliha Ttis could b+pon if m qticipatod we ofprocctib ir
no lougnr arnilrble by thc timc thc offcring- fualty Ukoc plrca

Ovcr the fieert, ths investrunt benlftE industy bru bcmmc prcficicnt at thcFrtcGf,B of
briqgiqg firnc public. the rrguhbry fiffiFuqdb Sffi8b oumttsrong in come rcspcctu,.
is knowx snd has rcmrincd firnly in pl*e w -ieor$ significmt change ftr mmy yEtrc.

Figttr+ t

Grorrfir of tho lP0madtct
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Any inpo,rtrm clrnngc in trc rE8$l8,tory ttmc'sro* frr IF08 thlt iEpofrGt {Sti*tl
**tr.iotranddcil;dsuponthcisstllrwilltskcromctimobdjtlstb' Ah0gthsway'

roro urOu trst Bidht -lfoi*t* havc ulm placc will nolrygry ThiITitl hryFn' ofim'

b*n* of diffictlfi€c thrt hnvc nothhg to do with Uudetying trfritB oftbp

.ee.tnrity t"t it beirgput &rqn{d frrprorya$iwbuyur*

It tskEf tiEs b 84iurfi t(l s nsw rcsuhsry-Edne ru".*qE obslwGd in rccent ycf,It as

fr;;t$F Ar-* rnidx 19 &E 1ggutnsry rtdiriccofipartisg in lho Uritill Sfihs Enln't

,"d ; A*rdd fi*r t**-t nt""ry tbtw$h tsrqutrtmy hilu,dlcil ths trdst h frreigr

rrd*ft, Thil prucccc of {iuaffiont b tne oc"' rtllcd bkcd dmc tud coss l[ffifiy b &3

i*r*. 
-As 

thc iuno*it*igt'"lop Erycrdso iE dcgling with Sc nqrr lrgulrtiffis End

.rry;; p*"iao".ot" a!iltTn dofini$on to tre ragiltstiffil' ths fufiustt and fts aryitrt

il*rtr pai a p11gp for ftie 4irrcffiGilt b E D6w cC of rule* It fu brd to $trtrify eG

;rcr ddG*ih.*b*tt* tiuy t* ofrcn hrtopportrnitig- {dqge ftrtmWh$tc

hrymcd h* dith'tbf,Fplf,"

frruunra[y, rrrtrtcvGrrGgglalory GovitffiFrtilEdoFEq 
"Ttt* 

and thrirrnd6cEitgs

*tlt -S*il If tlt twdirimr ate cutrdrdy uuftirndlv m S Bry*t thp ndit nill

on* U *yr trt s[ not inncOif,tcty -fnttt++ ff oril a fiidliff mrirwm' Ttil

could mean to* ot* oitn E'orrins i"tvfu "quily 
f{mdinrewoa It eoulil EEm fu

t"*fior of.qnc*icn *inrdw in td n#y itili ndlEt fld tbo cmcrgcopo 9f $ry**
ds'ip #c i" oo* od#ogp ti"t* gqt+ filrndd ccrficrs ousido frsunit;d Stts*

Along tbc uny, ar thctc rluvclopmentr tskcplafiB ef"*lbc r nrbmrffiflcostitr dslls

thet npvcr rnlaa pl"EG, itrYcffi;ts ftar naqgq q4F il{t dlcttfi ftn atim' nfiftnnt'nl

rdi$sr'Ent cosr. b tfo 
"*r 

lrguhlory rueim' frrIPO* 3'mtpltn T-9 ry ry
;J,*r ; ;"d*r""d sd-rhp iesnprs r[d frefir tudprwitcffi dgt'clof cfficim weyr

;i'*r-lyi"g 
"rm 

m nsw rqguldory rcgimcr t1g @er nn ao5tr+ altud;db rbsvg cn

bc aEfEsBEd.

ltc point hrnc b tbat &epocceecs l{jliust to thc rtgilhffiry cnvilffi"rtrt in rn effiaicut :

"oy. 
rt* rhry mrkF tu"i *aj,ttm*t*ilt dntcnmim tb cfrGctr m tbc cnpihl nulncnn

OnaG strftEd dgsmlh$Ioad, horro'.r, thsc+itrlnslc;tt iffiltdiEg isdllcf| l"d iweCtcl

*in p* e nrbrffintial ptic6 for mV np,Y roadUtoc|q fr thc Pruccfif,, no mfficr bow

mcribtio,n 
"ryn 

moAifo*t miy-epegr m thp flrftcc-

b. ThcAdd,.onOtriritrgPtocfil

we u8G the trrm .hdd-on- b dEscribG ery pubti6 oqurty ofting F+ o- mt*H*t

;,rbu- "trri"& 
A"yiiq,ro doiog an'eddhnn hal 

-e'lrcady 
Gilpctico#qd T;ffC +t"g'

ffir"t p*t[d, *h *o rort gnn-onts tt in a nrmber of vreln quitc diftttnt fiom

initial prrblic offtringn



Fignc2

Thc kcy ditumpe rNlrbflcttly, brtcrcm rn IPCI rnd m eddrm offidng fu tho triso
dcrtcqnlnrdon prcossl h thc aegt of s[ sdd'.oq, lhp price ia rhady in ftc ur*cblena
ftotri,trrlly, thir arn incrcsco tho probebility tsrt &o EffiENdim nry not hho plrec if tfrr
ic eny ddey in ec proccu. lte rcrron for lhfu fu lh$ hD,Effi ury wrlk rurry urhco tftd
pticc geGB try ar wull rs whcn-thc pica goee dor,-u. In fte wa of r pioo fucrurq mc
nry bo muginnl btrl,Etr tht art unwi[iqg b pttrfuoa abovo rcu1riu Brico limlt h 6c
caEE of e dccrcsgc, thorc may bc a ncgatirrc Bi8[sl sGNil b thc nsdffi (rrhirh nay wll bo
unrcerrffited by thc frEtr), It could bG trsilsd tbrt thc cunec$rctrffi gpqot ss ffivErrl ftr
r los$oncfl dd,.on, aincc thc nedctt picc could rcfile snd ths firn corrld comcbsEk
intothcuf,dd. Nevcrlhel,ese,enydcley,onccbuyerrandecllc$hnwconetogp&Er,
will causc difiettltioe frrsil rdd.on o{c*ne

a ShcHRcgiftathn

Thc bcrt rmrmplc of sn crtomoty e,ffidmt cryihl mirkct tbnt grqon iB rqy rnristmao b
lhs sbetrs of timing dcl*ys ir ths Medft,tn-Term-No'to EfttEt thst thrirrca unden thc
cutrrnt *clfrGgidhrfiotr pro@rmea ThG higb8rgda invc*tmut bond mtr*Et f,trd thg
ssect bf,fi,kGd bond rnf,ttGt arc errmplct of nrrlffi ufio*c e,trcirucy and Eizo $Ertly
bcncfitcd ftom thc rrfrlctim in findng delntm frSGrEd by fts adoptiq of Ruls 415. It iN
impottrm to GmPhldzc thst it ir not simply thc f,hffi ofapcrdeal filing ftqulrr't Fd
that mrkfi Rrilc 415 ro r&*ivc in fmmoflW cffioicd crpitrl msftch. The
tffitrdiffiIf ofthc Rulc 415 mrl&ctplepc it rcally SG doninf,nt drnctedstic tbrt hrl
mrdo Ruls a15 apfiru irer'dion, grontlh qod impffitsd cfficiensy in fllE Ef,trhl nsrftltn

Gruuvflr of $easofted Egulty0frdngr
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L Thcrlrnedlrry' Iilr*$ffi

Tbc conc+pt of an 'immcdircy' mrdret first fttnd ryplic*ilu in frF blq* r{F in tho

q,n* ;*Lrt Brryrcra uA scUcs rrtro m*uhedup veft{ly Ey thc trtt#tnding gloup

iu," i"uormm firE aDd onc largctrancar*im vostd blEE eFa qrytlly 1+ 1
nro*U* *'as idfurcd cf,ftcr by & cffiGt$Ef,Eq of a larEp rdllr of frc stoatr in fu

mrrtlfiplscc * - fttso-hty*t dt *tgrttOiru ironcaiuy rcuH locrtofu gtrrr sidn

offrc,,ransaction teurc*r ur btrycf hr| *std' hryrurr.if r retlcrbffi cmrrgod)' All of

fti8 ums dssc i[ e nattnr of * root tin*tto md tncn on hrgq tanlrmion teuld bG

o;n"**$.d in sblock, hcncc lho tcffi'block ffide'11prrtf,ffi @ it cu hrycu at

all is thet it hrycill quicklY.

Ttic 'imssdiag}" ftsturc Sow W m rmrmbcr ofnodem csFitd nfi*rtt' bfioet Rulc

aff trsrrsctiffif p"tt * tbtt innalltgy ryry bd#od' "im@*Jf iE $DuNin

dm#i*ic ofmpat *artrsoFacdffiE ttc ucirtn-tcumm uulpt lr m

ormandine cxmple of m immodircy lrf,*ct'

ImmcdiaEy nnrliifiE rru oonpkilclyY{{ in chnnctnr rd wiffimocradon

d*,*rg1!d* t" pt{ 1ggEtht tn n to frfit $lfh Efl*Gtr mlvo bocryue' W Seto vcry

,il* *y dd.#h tdfi"*r wouU *atotirttyploUibit Uc ftmsrdiotrg frB ekigg

phce Dslff r* as ooirv to abtock tmdi$ qmlloti'uo rc to *lvldhfi-Tfim*Notc

ffi*"U*.-Time Ir ot 61itw in lhnc! ;rdffi gnd Ssy cvohrud frr prcsisry e.j

rE|8on-

lhc trcod tof,ra,d inmreaacy nartcuhsr m'dc boft d*t id oqttiu n8tHs

ig'lfi*"rly oio* om*ld- Thii hquil iu +Fffit Elobstt1'- Iftu fnorle3q ,qgtilgHv
cnimmrcut torfii";#tdi.*y ffittctr til" *th ffiH will hnrc e 'afioag iuccntfitn

to ffivG ds'n tEr,,., p.ilspritr ;tt 
"ei 

guh*. T.t* ic r tr5.nf,fut dcmd- f5r

imnadiacy rr,1ob.'ffih*inrtlqps t"nto t dsgirc to act uie*ly md etrcicqlly ia &E

furnEial ttrsrtct+ Thr-lmrdit*y tttlH$ fll tbit *4 frr €ffidwv."9 p* ThFilo

uo mostty ranEpffit ssiltcts anidt t61' d t1t *qat ry 1fE.il.d 
Eldkcils ir trG rffild'

sush millBEfis n** *urmoy of bcndlkd'il pornrmco frr boe iF ffi 8ud issc8tof&

,Itbvdosc inn€diloytttr--? T.bq" stnltryDnlffi l@ fi4hg it tT T ;,
ovcrwhclning o*niir*do* l4f,Ilretl for n$:dliGs{s sluxuryhonc*@+-ty fiJ TP
thir cetepry. g,4 nost nnsm'i'l mstk'ts t* 

"oty 
fu sco'itht' frnd ft'r fridyobviotu

rcrgon& Th# bcst exaruplss effi fhc qer;"d"tl'd"k-tt-q*dt adboildf' Bupwrnrl

rellere trnnsact 
"*rbdffi; 

fu$t41ry lrurehc thc cffitt'on thasc,martds ofa

;.* ;trctt trq"i*; prilt t" d*islt* ltTtl trtottctions ihetmw trkc plam wordd

; l""d 
"k; 

p1geq *iif- ofterc yufd bs deisy€d' Brryorr ud dlcn tookiry ftr

U*grtfro* wiin altrioimttn of Ast*i u,uoH tru*cr tnof in$ffifr b E8*GE wbort

minimum dclays sre thonom, lrltn-lfiEfiE*ithdBlf,w wouldhoa o*.

tflnssstiosg that do nottake placc do hnrrc r al co*r' Howcvcrr itic inpossiblc b

cshul't' ao*" *rt"*i"trpi it ir urrt,no ecc thir imuc uy ailElogy. inPGrfcct thoueb thc



anelogl $f,y bc. Imrginc m icc cr-cffit Btrrton a hot dey. A cu$mcr GofrGffi &F stoffi to.
buy m icc crurm cone Now, Fupposc utc'inpoco I nsw fflc rcguhtnm ftrt thc
customcr muet bc Frtsootd with c ddfiailcd listing of ingrtdiiilfi, st lcrst l5 mirurtaf prior
b thp dmirion to buy. fbc onetomtr ftst plqlp out &c fuc crcilr oono ftat tboy wd
Ttrln lhi Fcfiod of dclny coomcoco+ A.frcr^. 15 nriqtlEfr fto cummrt thq fu pff,si$cd,
in trfu ftftdftt cnrytc, b rcnrrtty Furuhae th prodrm iftb cu*mcr still um m.

ltc cfrcct of Sir kind ofddry, wull intcrtid thoUh it mry bG, will rltcr thc ntril icr
Eruau storr mulctplrca lrrlany custonen wilt dfcidc ltrt giv€il ec dGhl's rt fu icc
cresil stofrs, pGrhryf thfy shuld buy m icecold roft ftink inrtclil l[Sy of thrro
pnrrviorurnrtonr,cmwillnohngcrcrrcnvisitthoicccneudoru l,@pomtirlncnt'
cudomcrewillbc defi*rcd frqmapncorelringthciac creffi sfrors frf frG sffiGlctfon.
thnr€ ia no yny to couqt rp thc potmtint rEw flntomcrs to thia nfihct ftntsirylywill
nDt IPFGE

Othcr cnrbmcr* wilt fiEd 6st dttrirg SB l5-ffii[ttts dclsy, frsy hntc chffiSrd thilfo
mfod& Pefiqrn frc tAcmnrc hsr chsgpd md an ie crum cflcr t'Ery rypcglhg 15
minutcr rgp, is no lmgcr eppGfilfoe Ptrhryt fuy h*vG docidoil dtqing frc intcnnl of
tifiB thet frErE iE asmo elffistirctbstdo€nu'tinwlwasinilsddsyi whiph ir orrcn
msG app6ling;.

All ofthc afrrmsntimed rcssont frr th iao cmm trnrdiw rct ocerylng hwc
nothing to do with lho acfrul ingrtdiGilfrr of ho ioo crom w. Nor do fuy h{w
mything to do with ftG ftct thf,t trF cousuofrboamcr hfrtr *l$c'irl ty tcf,dirE ftG lirt
of ingrcdidl - if indco4 th qr*ornm wtn rcad* lbp lfut lto Emmctimt ftet
diulepcsr rrc fiictly * fimrdiou of fu ilbiEility frDpoilEd ddfiy.

Conthuing our ennlogt, imrginc ftS m icc cm$m storc Gilists wiftfu n shiut Esltd[g
diatstr-oG just eEroEB thd #.& ilu.r S,+po** &nt tbo icc ctteu tfio-u,jrtlt scresfi the*f,te
lins if not eubjcct b lhe nery rcgulgiou rsgf,,rdiw afttiltccd dinslomrrc of insrtdiffi' If
it is only asbnrtwalkh-thso&trEh[q it ieynryliHy the flEtmcrswill ttholhilwtth
md ths mqtct wiltroovr afloss frrc fhtq linfr Tho modcm aonmunicrtim dimaqt
tcn con ltrdon snd Frrnkfifi strd Tohro rnd Nt'w Yotk aro much shffibr trtil e hirk
cnlk fimm oup dort b moths.

Hlrriniling fimsgdiffis thc involw reH-Iu$crtded md wi[ingputiclpmr ir m
cxrmplc of mrr*ct feilurra It mEkEf, Bnr,h mnrlEcfs lecc c.trdcot ffid impaile ru*ilfitrE
rltocrtim in the orruell Gc@ofi]" Evtn in e simFlc cxarylc lftc u icc smsm sort' hqh
sidco oftho nrrtcf ccn bo rdvcrrclyiryastrdby thc loro ofdcrired hruacti,onr,
Cutainly, thmc rrtwiuncn& Thtrodnrhop [tho Ehcct asdthg ictcrcgs sflt
acrosl tbs Carc ling whctt no rrtificisl dolayr ut imposod, wilt bc winnrrr. Bril,
rEBoEcc rlbc$oqte icc cresmftorc, sndthclcecrcanswrutgtom,trrrphGtosttr"
It If M to qudify thcs Hnds of ccmomic locfi€s, but thcy arcr troqc&Gtofs, \tcry r!f,L

l0



3. Technolqghrt rd Cene4firl Cftmgt

c+lhl nnlf,Ets hrve ugdcrgpna ugeinqilst chrnsc dlpB th niiLtgtfr, Narrrproductr
r"i 

"ss' 
tccbmloXSr hnrre t4tl0 Wsll ShDGil by EbEB in lh* prrt tws 4co4* Nsw rnd

norc aomptlcaroilpnoduer hrvsb*mc wmetroo, Ttrdifud stDfk edbood
*noiU nat n1*rim* in rdrp b rn -mw Prqofidqst" tc Ucmongy md6rms
frlt;fo"ff stl ofthisgrilkfi rctivityhivc,F ffin ii dndlg1 frEhhnl

Ac nchnohgy hno inprovcd and new hvcrmm conp+tn d vCticlcd hr,w pnoltfurnd'

m eho hrn fr rytisfr:t*tloo of lho catilc invtgmc$ sonsudty' fte porion fin-d and
cndscrnpg] corumunity har gronlp, not only in rirc of rsncfi, h1] in lqhfufic*tim of
p*o"org rnd invcstmcnt arumcu thc Ddealc hrffir ooqntnity Y Feqp1 t"d
irctt* cducntsd &out invesmcffi mstrErr thrn am in himy. 'ldoet iffimrtion is
arrailnhlc rbort finmsirl Ef,IkEfi& Tk gFqutlh sfhuincrs tlcvid,un' gtdiffig

urooe8lrngfinmielguicrfuou8boutradey'tgEqsinvesomTba.qrcofuqr'neboiltt
ftrfficid ndqcts on r sonti$tflts ml rurnnlil+toe* brd& Tto hlrn* he*pmvidcd' r
rwolutiwry pfom ftrinftmatien m,t amntnicntioq. Tlc finmcirl mryk rp
acdWuscsoffrFffi.

np ffirffi hnrrc Uhlu thr challcngn of idDrowd tcdgoloEy in stidu 3d 8l!f,lty
bgpfitGd fion eF ifficsBlqg pncc of tc&ologipsl iryrormrrm in osmtnicatiq md
innirmntnn prosdug frat ic #rnctnifds ofthp lrst hrs ilssefu oflftc fiumfut
ctntrtry, , 

.
IStffthirmcnnr b thrtthe toforffiion f,ffiv b inl@ors cmia8fiom ttc Ameaiof|l
firaffinl ffithctr iB bcffiFf thts itlru fi1erbGte It tf hffd b frd rmqptoe fu thp
finoncidusdccilr flAfir inr'Gstoff hf,tu Uo tinte tnfrmltion W oomnslmU to th FdE*.
ffi*rfi* ir rreileblc to inv!ffii in apmnrFdfryrthsthsno pryaadgt lingdss[y'
ftir Umlndou enpbdonininftmrtiondidnot fhplrna bqa$u; ef 1trEtrtffif
covironmcntprgs.qtcd thrt it talccplaca In#f,4 ftc iqfoqmf,f,im Gcrplof,iT octnmd
bcclrscinvcsffErrsntcdthlsinforsrtiq- ftaippgtnufiEtisthsthinftrmetionwnr
end is nrtUpourtng. WbErE tho ru#cffi $qsirqes hfomstiotr' it b pquviaqil In
sitr*im a$h ts ths imediacy uf*ctf thp tnfrrnrtim [Hds st &G ti$e s'f 3616 l[G

normally very flid$ md tiDin8 ca'ddmgw,d'F4n'1' st$h nrdffi.- 5 shsr EslEFts
q,hn"g;pbddot"ile0!,tritics ilt sol4 funmndtndisoffiiEad'q h rhos 8U lBlsrut

rinuUms ptiffito invcgtordccidon iaylr-yntunh in cviffia

4. The Econoulcs of $bclf R4lttrrfu[

lyith tbopormrncr* emrctncnt ofRulp {tf h 1984 &c $ECGleftHl fu rr.y br * ccrtrin
c'1cgpry if lnrgs ooilFruis to begn fiAf'qi*qqg fqTifiG', Ttcao 'mpmla*
urhich hrd to mect oi"ln rqqui.tmcqtt Fdor b rsooflrnf thc privitqo of uring qdf
redrr*ion, wcrp ro\r abh t6 rxpaud thdr eamomieb*evtu in n rywifis wefr tlut htd

prl*to,rrfyi,o* rmlswftL thoy-mut{, if thsy pr+qrudin rdrrrme offir 8{0ttdtfrcs to thc

il



mar*€t wifth toi$ftcr of tho dociaim to do,fo. Thb rbilrty, it will ba rolrt hrs bofli
cnhsficcd th veluc of thtrG compeniee ard cilcdd trGw lfiu*Gils.

\tlhclh* the rdoption of Rllo 41$ cnhmed tre rrrluc of corpontionr thrcugh tb6
rcdurtion in lf,c cos of wrrrity iqsusncc hf,B bem widdy dcbetod in frc literrqra A
brief rwicrw of frir &buc will Us prcccmed hep. that aorporetiffis hevp amc b u*o
shErrgisffifrffi fruquently atrd hcf,vily, nnfirb-ly frr 4+t inscf, ie not sfifG$ b dcbstr"
figurc 3 sbrrl btd Sclf dEht imrmcc Biffi l9f,t Itr 1984, Sl7 billim of dfit rnr
iglucd ofrSclfrcgirtntions, uot inchding ftrN ieryrnae. By 199t, thit amortnfi hsd
inprcsgcd to $257 billion"

Fi$re 3

shclf Dr6t bnnnm leSl * f 9s

Sfficcl Sarruftil*DrtrCn+

Coilpareblo runbcrr for off thpshplf"qpity i$$sq rru not ncerly er dfr$FtfiS"
Companics cccm to rhy ewey ftom using edfrcgiuhfifion frr oqpity gffiringl bosegcc of
rn mmic p&mmenon knoum ar 'hsfu* ovstrrqgi Slhcn m oftriqg of dditiounl
fhucs fu mmmac{ frc vrluo of th Eeamefl cq$tg uaully ttfuhrs bc6il
ilocumciltgd in rneny mdiec. Thophmomaon GyGil sppssrfi b trke phcc r4m tha
filitrg of,e thdfregiststiod, lomg bdo(G rry atock sd€s bflrc tskffi plecE rncording to
Dcdif (199t).

Althorrgh trfitionrl mrdrctr hevs rmbmped thcuseofshclfrcgitnsdon,umt lr edryr
evcn more norttrblc is the crerfim ofncs Ef,r.t!ilr rr a rurnlh of ths cnaoilnffi, An
obviotu exrryb of mch s msrtGt ir thc MGdium'TGrm-NotG nsrftot Ford Motor Crtdit
filed thc firgt prrhtiu lilTtil prcgrm in 1981. Tpbt MJt{ issuffoc has grfilu fiom f,l.?
billion h l98l b $437 billion h 1998, m explodondirccfity amih&Hs b tro rdoptisn
of Rttlc 415. Thc *cmtinuoruly oficttd'sccwitic* otiginsfly vicvred rs m txtcndon of

E.'*
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comgrGrcisl pspcr, wErG typicatty isrue{ in ttre 2*5 ycer rango (thc ndil waa iTifuttl
douinsrpd bi, fu fimnce courprnio*). Alftorrgh thc l-10 ytu lpgp rcmrins thc most
liquid arc" oltm ffik4 thc issuts nn u acq$ily raqgcd sllytthGtE finm I mwfrr to 100

)*rS maldng 1[ir arcmadrnbty f,criblo Wunin whish firmr sl i6gl|o dcbf.'

Tbc rumriudcr of frir ccction iB (tividcd imo nm pitg' TtF fird prt witt prrovide a

rwiw ofrecnt scadcnic litffrfrrc pctriniqg to aheE;cgi$diq6' shag wilh sono

rmef" ccffipmis urlyds to conphmcmttcco esdch& The sffiotrdpntwillpnrmt a
prffr*f* cxemph ofi mgrtat trrt ow* itt c*irtluoo to thc mnptnm of1nle 4t5' ftP-[,IT]I 

mrdd, ttu Aiuct*ioo wiu rd]driss c&y frfu medkEf d*podr m thc aurrcnt
rcgulabry rcginc, md nfiy somc s all of &io mflfui 6gt m{T offilhffi'

t $omc REccntPciltinfiilrt Litcrmnc and c B.drtc Ecomndc Dirmason

Althorfgh onp can find oldrr mrdiss ffisiqg *Af*i*tt** (rot ftr c*emplo Hodct,

igffil,Eir rfratrd oflimranucnrtmtty too& offr'ftrr fcaffi gdfusqucd b ftE acq$

taopfrm orRrrlc 415, f,,ih ec bg bcf,ng ncccqsf,'| fo thri dstr on tbp f,DiGct cnld bc

*p"tra ftir A*ny of cady stdtcf, Ivhich mn m b*w offiifi{nid nrlelsnblo
nnadffiis il*ffi in tL tme iaiod r,ougbly brrclml ty 19s4 d 198& med iunlf

with tbF €0t$lishmcilt of tbo gfiffil,cffer** of ptslflwi.efrrtiq- Ttir undcrtrkingxlr8
pdn ill'cupirice[rhefGrrticlc|FoassdEdtrrpicrlubrtittu!frtdFFegt|inprcqmcnr-Ut"trgh 

fu u,rs ofrcgrcfision nnodctl. A[ iu-dcilh sllydE of&e amtrn*r ofttocc
artichs te not nggGsg;y fur the pulpoEcs of rhir Brmdetim' blil tbsy cro cstddty bo

"-**lr.d 
by strfing-thst ttcy mrrnC eoot gsvi$gil ffiffiS firnf, thot wcd lh[f

rGgi5Edim d,u,* nooa Affis t t rUA not Eil4lct oferrtfi Wodqofthfu b pltctt
rcA**U ilfarr,'end Thompeon (19&{,19S7} *dl}hrgnt lfiatr, rnd Thonpcon (lgf$r'

AftGr trif lnitiel rcscutr sitivity, onp mu$ hlm to lhc ruse rto€nt litcrsfirc' Onc offrc

carly dcb-an* concGilnfog frc cnrotnout of thelf rqirtr*ion yl thc rrgmcnt ttd
gn6cruniprr mry not hivc timo b condrrct 'duc diligrnca' BleckwsL l\filrr, std Spiwf
(lgg0) Uofcd 

"t 
tlr cfro* of chclf rEgi*ation on Sfr rbility of r,rndrrvvriEre to prforu

i* Ciflpo" in the contcnt of ths "c,tcifis+i6 hporhpair". This UyIothosirfoaiH &rt

'on*It nr w rteking freir .hep tstioasl qspihl'on-ttreir ettifierdm tbf,t hG isslo
ptl* rdrq,,rt"ly ruflcc* all infomatim snctrdine in8idctr !frnits6oB). $hFo
i,"d**tifi,r *iV U" tinbtc in ths absGuao of &rc diligryG (b9,& lcgalty d wit[:tspGct

b toss of this rqutntionrl,cspitsl), onn wor{d orycat Sat rEdrmnitrr cempoomm
wouH iffiGasoffi ifftss8 rowonritiutqw'Gf,um*qrnorc dirffififlrt(c iryos8ftlG) n

rd*qt rtrfy consptdc, or if the lsgsl li"bilitl'ufq ry+ {hi* atticle IIFJ logit &Slttfion
rrodBl b crrmino nipropnsltyof firmr' to troosoEsdidoE8l v'r shtfrwi*retiq, aud

r ffindrd rcgrceuion i*d* b lremiuc lhs GfrGd of incrcemd ailigpfff on thp
un&nvriudr ryr"u-A The idrq is tb+t if lhs cdddsn that tbp SiHW to Pcrform fuE
diligrncc ir rcdrrced in strslf ofrrrhgn is Erilh Siln firns with StEqIr fuc diligffico
cxfreruc, tnru fscing highnr uudFnffiidtrg oocr in a shdfrc*istsatipn' vu$Id hsvo r
gila,nei"e*rlty to-we Usdilionsl regirEstion As cueccted, the ffiagu srggc# thnt

F*r 
"futr*o 

(cmpo*oAl d$c diligpgce rcquircruu6 frcc tarepr un4nmim sercsds
etrd erc mora-likcly to ohooss taditiouat rWfonratimmeilhoda'



An intcrcetiqg corrfirnation of lbisccrtificetionhypotroaifi in Frimrry scamncd cqtti$
mart3tf concc fiom Dcnis (199t). Dcnit notcs th$ (for his tryle pa*iod of 19* l98f)
relntivety fsw strd dEclining umb€re of eqrrity iturro rru pndc vie *oEttgfuErtiffi-
Itir is f,r" acryiutnc rvcttdocumcm,H towtrcodbbf GffiFtoyiqg the ahdftegilfintim
prucedrrc fin r.latcr articlq a8 wE wiil rcc' hctryitrtuhis ehin trrt eryitr ltF $na
lhrc"g6 *hfrqismnon arc dmcsith lomr coeb eF trdidffirt rtgirttdos). Thosc
thstdo shdf1qistcrerc laUFfirtrs, forrvtichthc infrrluntim gcfi ofmmqgmr dthc
prblic, ht pntflrnea ur likely to bG sinilf,r. Thib h trlmc ns mpiricaf velfintim offtc
certincsfion hpothcaia bclictdng that lhg EGgFffw ippd ofequity iecu{uqe m *oclt
pricce will bc hi8hcr for lcs wull lilou/s firns iffr9y l8r* undcrrrilcr Gctdfcrtfou'

Thc firdincF of frcse srticlos l?lrcfl somc coEtpgEE# of ufiat undcdics vittudly cwry
emmnic eeairlon Wbrt ccffionis rSGnB rlweys do iB ctci$ eB ao*m rnd bencfits of I
pticglef dmirim raqrur fl1g cogtr rnd bgoefiU of,u emy of efttrm$ivcf; ThF rbovc-rni"tr* 

1peffif# ecadEmia unaor.umnle b dcficsuinc tho portimlrrll of ftc dcsirftn to
rno Sdf,or tnditimd rogiftuEtiffi. lvlmy olher r*tidcs frtttk sfiffipt b rrcce thc cost
sf,d bcf,Ffrtr of thic dfrsiliffi.

In e cdtiairu of carlicr ulot|il, Dctrfu O993) polnu ffi th$ crrlicr mdicc &ilr$irg lfi'q
cogts frr Gquity iasufii ttsing $cErcdmofim wu fu r--tcqt of rrryh bir| h fto
ErIGdiffi oJfirru W pruyiom rtdhflrs. Drilir G*ffifmil mdc*rit* ryrerdl of trc 36
coryori,Ef trat uscd *t$rtgfutrlfim to ifcuG cquitybfinm l$et ed lgES' ild
imhdff in amw drrr scttbcundrwtitrr #cldr mm.qhplfit*tlcs offrm tmo finm
ftr thc timo pctirod l9?l b 1986. New rcgrGsgfiFm with fhfu drtt rtt lndimtu thd fu
ftGBc fir6t, ryffieds of shoHsd non'ehclf fusrtr rrt cithff indfutiag[iEb$lc or hrc r
coet adrmtrgn in frwr ofmn*hdfis$il.

RGgildins dAt iEnrGd tbraush Elhcrrusi8tr{finil, a dmilar cdtici8n hsd bGGil ffidr
carlitrby Allctr, Iamy and ftoryeon (19901 1Vtilt Pointiry b e tclf-+clcfiim blrr
prppo*A by Ifnnsen (1980, thcsc urthtrs chim ftat p,rsvioru findilgr ofthe mrirflF
;fridcd dtf--rcgrncroe d$t irstot xtpfs Whctt oqo looh 8t thc *$gtr
crnpiricat cvidcf,Gc, howerm, it ii diffiGill! b #$FF frNt tho &clf rWietsgfioa ofd*t ir
mt, in mmy csscf, tbp most l*ranFgtousftry of irquing &ht'

Givcn tbo* arguncf,ts ufry wsuH a finn cnm wloy tadifimst ffiistsrtiffi? Trn
immcdiese poeeibiEtieo ariro * pslcrt ovsfrrlg rd ocmmice of rta'le ln tmdiilEi$qg.
Ifffidr4 ornfimg rcrioruty &msgcf lhc vshrc oftbc firm (mon so thnn ths timplo
igeuenpc ofcquity ordcbt), thon*firm maybcrctnffirtb rndcrteh thc rucofshelf
rtgiutndim- fiuthrr, iftbe undcrwritiqg qoqt ofthc tm anpmsdcs rru ngt c$tal (iG"' if
mt lrgp isstpif Scspcrb undswritolnmlnnmUmrilonsr), ftcntlratnal, {t0 ch!il8s
frG opdntd outaonm b mc of krditional Fdtrntfu" Whf,t utc eco figm 1ft6 lr"'|r'rrric
HtErSIr'o, fu tbetthis coct-b tdccicionreitl !ryybossd mwhsthtrthb is0aF ir dch c
sqrritlEhltttrdntuy lhc firm iBfo, thodst1eliqgoflbc isFuc, rndlhc,motmtof'ptblic
ingrm*lm ftrt Grigts conffil{qg the issucr (c$Gmfialtyr thc numbcr of dtrntysffi tsi#
iuth rudffitto thrt firn}



The bsrgy ofthp curmt rcSulstory qrutlm' ir thet it f,lhrnu ffffis (rt tcsst thors thtt
qrglifft6 rrnc trelfregisustion) tbcsppofi$ityto offidttstfris cost{fit6fftrddygis, Nsd
ErkE a rccurity is$ntnedccision tbitcorcsponds q ftGbortintlrcfltf, oflhh f,ffi.
Somerimcs thi$ will rtailt in.a teditional regisfif,Fon, qd mmctinGs thir will tssililt in a
shGErcgistrdion

Thp umt rediondiscuesr aparticulrsf,-tsrt ufiichhit conc F florrish mdErsH&
rtgintrrtioe the MsdftirTcre-Notu t\{f,ftFt Slhat fril mfi*d hrs cms m provi& fu m
avcnro by u'hish fims &nt fuidc b ifstlc mrll piecr of itd* quictly rysy do ao' his
b tro Gof,Eucnt of fuh 415, zuch e mnkcfi sinply cotrld not hnvc cxisotl

b. ThaMdiru'Tcrm-Nopltlf,rl$Et

TtG MTI{ unr&stbfa rftw, but trcfy inpoftrdt, ainh.rim, fiom tri teCi&a{'
corpomc bond nadecf,. frecnnaUy' ea distitrEfiffifbfirun thc nslffi m
etu,gg*aizcebyEiuraudflcribility, frsq/pisnllvlll{ne*fip$ficipnstfoitinltyfftrlrr
dcbt shetf1oeict€tim rshmt (a ba*e pmqp€ctuil ulhish rlhillr frr tboimumm of all
tpcc ofdcbt Alfurfgh lhGilG art mrny comr rsodfiEd wih Sis pts-9qs eF qry
lcgntly ddnfisd fco ii a .03448?6 ofpi@ttwiru*n ec hpoood hy lhp $BC
Oftm etthcnrmc timc,bttt rudcrrllcirtnm c+e pium ilnrmcar frci*rucrprtpm
and filca aFrorpccfin Srrpplemcnt deecrfri$'rlloflbposFibls[f,It'ltermn Finrlln *
thc tisg of sslo of &e sffinidEs (whir$ of cglwo urry bF brDkso bh Bffiy nilustl piccc*)
upocific tcrmt f,nd pricing informstion ue prwidcd vietbopiaf;ng snpphqent, ad rW
ti tle SEG ufti* simety pcolvos thp docunsqt* Ttrs, srhih eG hitiil rteishntim irt
timc-couruniqg; thc acfinl salo of the pccuitiGc crybc dm vcrf' r-rp'idly. It iB ftil
rryidity, or Smmcdiacyr* that cbrrsctetiscs l{fN knuna* FlrfrEr, tnil hlediryy
cxise br im$rs ftr *tcnded Pctiods oftina

Thc tlgicel Etrrtesf iB to mgi*cr ihe totrl rmmt of tccnritisc trgt on; GtW€fi t[ bc eold
ovcf, a two-yetr p€rio{ and lhlo to pedodicslty ssll Fofitiffir of tho initialty lo$stcrd
mormt as ingest rrtcr flrrctreta Thur, eF drr of ony Sitt€r Mm{ isstlwc ir Nmf,ll
(tpicelly bcfiwecn $ 5 rd $ 50 millim), ed &G ryGd d nbich om cm bting ftcgq
i#ins torurtct sllowu frrr e grcat dcnl of f,cxibitity. th flGpdbility oftro SUf
rggis6n$gn filirrgs rltou/s thE U.S. sarkct b opcmtc wifr rrilgbly thc emn lnmrdlr}
e& and thr compcto m m equal ftoting wifl thc quiolily $owtng E$qpcm lflll
Ef,*cL

Ths rrsuf,l mc,thod frrofiertng d*t in lhif ulrtd h upoct ara& rcbpddcfrrvrdous
mcnrriries Ttispodinsnsybedonebydiryl*yingtbsr*crlhF@$clttuforbypoqting
spresdg over compuablo maturity Tttaswics. By rdjusting ftssc mftcf,,frDwsvorPomailt
tbe isnrcrcrnprcvidemorr favorablerelea toths nrhrid;E rtwhidittrsfcrutobortoilr-
hvactrore ney tUcn *Uooso smong thc poscd retce rd punftrrc thc notcs By oftrlng
rtst Et a lowcr yicld inttiatly, aud thcn (pcfinp) rNisins Sf,s yidd' t @ ptybc ablc'n
issuc ie d# m mms frvorablc tilms.

l5



This proceua g.res ti*e to snofter unruu*l fcNfrfiG of this,marfrct lhf,t PTYidFil h|Ffds*
ncxi[itity. Ttin unu$nl f€{frrrq knpryn rs lrwcmc inquiryr'il I nitunnion in wldnfr m
inverbr,-nay approorh fte isnrcr with a popgtod Esfrttityr 8i?4 sod ylclil h rsfEfiing

h rwcrsc inq,lii', ghhhc (1993, Fcdcrsl Rsctre Bult$tr) goc 8o fu er to drfic "Thie
rcryonrivercilB of fu ffiq nadrct to th* necdr of imroctorr ir m of tb mo* iryCIrfrnt
f"itr- ftivi4g tbc gForyth 0d sccGphffio of 8rc n#L' Conrrcrcdionr with EfilGt
pa*icipenu yicldenactly ttc remo infusdion

Figun 4
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e Sitc ofthclffi.I lilf,ik!f,

Thc MTI-I rnadffi in eG Unitcd Stelcc bns fih otrrsm*rbty mnno. thc ;arly t9E0'* In
lgSA rhg 1,uar tro SEC provieiondry rdoetrd rHfrqfutntiou, htd U_Tt{ fusrnncc in
eF U.$. Enlrr* affid$tod of t2 irnw,r'drrcd rt Wtuftuffiry $l'7 bi[ie. IrsmEG lr
6F 1998 U,$. MII{ malftct, by cmfieil, cmai*od of 4'641 isHtFr frr r tml wtUr of

ryproxinrrcty ${3? billim. Figrrc 4 erysiu$ hsw elploaiwti g1qlrfr q e+ Esrtfi
t"s tom. Thp nrnenric rirc of rrohme fu ltir ufltct otnrld nm hlw qecuntd prior U tl
srcetion of shcHrogirtrrtion Thic naNtd ruliar ou lhc f,c#ility ggmod by-Se
1rm6iruy of sctiou This imnodi*y unr nads poeribh x'ilh tbc etuest of fulf
rcgistrafion

lYhile th; BiuE of tbp MIt{ ttrfltct bss bttn 8FgwiEJg in u rbeolrse sEilsc' it hs rho
bccomp inffia*ngly inFafiatr ln arclrtiw Ecqfa lt@ oo ho|rl st futurucdi$e ud
toqg tcrm bor,mwirqg by U,S" earpprntigq+ mq,cu mly ffiah frG confih$ig ftf,t frP
*fm ry*rt ii bcogffii4g innrruasiryly iryortstrt to frsoo soryanise. fu ucaare of
ftis importancor Er*Gd by fuE Fed0ffil rsmvq!r-.;E. ir tho raio ofMft{ issueFo b ftn am
of Mftit leq$npF phr orhcr corporr$ bfid isirl{FftG frr invnmcffi Fdt i$tffi* FtStrG

*Hrffi toffi #Strffi ffi"#HHdteH4ffi
nrio hit its higb of S+!{" AtSouEh this t Ef,d fu r bit nsr crntic thrn tb* of thc vslumG
ofthp lvtrN ufdrc[ iu iffi-Gtlc ovar @ fu indiryUt$la

In tdditim to thia svfdmr, thc Fcrltrrt RE{Er/+ rltp idicrle* lhrt in 1998, tbo t*io of
MTI.I dcbt sr a chnc of totll corpofiro u+lnudfulg d*t G8ol"n frr Lt$. oorysicaL rul
liTo, e,numbLr frrt has bccr rtldivdy ffibln tUWryu 1496 sd tg?6) sissc l99l' It if
etcrr thrt frE ilfIN narltrt brs bccom; m iryorh$ mc ftr thc nudomhg of nrny U.S.
btlsinessc*

il MThlltlnkctParticipm

U.S, bmrowcrs in rhe lfllf Fattct m- primcily iqvertmst gtt+* Thc Fcdnrrl !*ucrv+
rrring SEC filftEr, has constqsted r tqp dtrf gof dcsctibi4g U.$. coryyMII-I
igsueca

Tablc I indictfiea lhe brcskdoum ofrafingn ofMcdirm-Tcrm-Nmor iuf,ucf, byU.S'
corporations'ft,om 1996 to 1998, In 1998' 98.6?6 ofthe"ryg intcffil ofdollrvstw
n"dtrtogr ofBa* ubc#tr. Ths dominlqco of this markttby fioag wcil-Fo$f csoditt
dcmonstrstEs th# tt* rra* majuity of MIt{ isfrqfiB aru- W frns fu which thprc fu algdy
a lot of informntim ernnitraDls m invcsHrf, They $qd to bs l$t8c ardfi'Fqutqt iannre of
notef. Inveetmr undsutut trG credit $slity oftho firff qd thfirc fo liflo addtdonEl
inftrrnntiou frnt w|l| bc StGsrFd fioln ttrrn &@ Sout lhcnc firns' ffiGt tt &F ttmo of
s t{Ediun*TcrnrNofic slle
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Fietwu 6 ersphs thc annual U.S. MIN instancc rnd ErtoqrrMlvffll i{E trmc (ntmt}.

As-rcdar*ith ts tho bk0otrin US' isarance wr+ thc EurmnlH hf,s boso cvcry bit ac'
aod pcrtepr rlidrtly mprq dramatic" Although ftc HMlt{fislffi echnlly otileErfortmd
frG U*$, mr*"t io toffis of isErenac whmc in tho paiod firm 199+'1997' fts U.S. hf,d
thc gqlrvolunc, by a rlight uanrqr+ rnj998. tthst-rs svT norc nmglnbh i8 thc
tr.y-to Bgsmsftet frs o*t*oed fte MTNmElg, Fi$m ? prwidnr rn ilhrstrdim th*
*o*r no* thg Elvfff nslfiEt hns grorm dnrnticatly u sPc$c1ilFgF ofrlt ffiffir*tt
dnbt isq tGF (tbc p16reontrgo le cslcili*Fd by loothg Et thc rqtio of dolhr vduc ofEh[Tt{
issucf b doitar vrhrc of all Euromarkcn dcbt tnnroo). Ac of 1998, Etr$IN dnbt cmdutctt
l7}t/oof tho dcbt itcucd in the Eurwdcct, rry frunyirnrdty 016 h 19fft. Ttfu inarsosc
ie pertty drrc to tho frct thrt Eurc h{TN pmgramrrrruoorysrsblo to Rdt 415 shnlvse
Gotablishsd in thc U.S.

Fi$rc7

Perccntege of EIilTN htuet of rll Publh$ htuld
Eurunradtst llsht

sor
E{tt
7u*
e$$
50*
,l0t
EOr6
fr*
t0t6
0t

ts7

Thc Hnumarkct, with its abeffiEc ofrcg$tsfisry oVorsigbfi, alhwu isstprs t0 hb
adVantrgc of wcn ver-y br,ief movea in thn Efltot' Thp U'S.' beause of ho rycnil of
igsn6 dordgd by 4clircgistration, ie eu rxcellcnt comptilm h trG lvfII\I ndrcfi' but
onc cil r"c tir-nr*J ie*hotly ro*tuqo6"l Wwc rh+ *rfuity in thfi UiS. b $d*ly tffilc
d*tputinjcopudy, ffig csnsecnorcf,sm thrtU.$, gogrynicrwouldrot+ric,klyBwitih
ecir iseirnnca to tls nrtrtmttt t Thii ffiuld hcvc mi[imd dlfriilcilt to lhco
conpanies, but would ecriousty cruteit tha investmoot oPti9ry o{U.S. iuvcg$ y-ho
*"ooie Ukciy be forcd ts &s s+e"un*y Eilnsmsl&ct tO fud fts glilost ffi3 hslf ti11iffi
doltsr in de*il thry bad prcr'ioruly been invc#ing fuL

f, Corclusfon



Rule 415 providerl thc oeeomrurityofimtreed optiqng to tho$c firmr thrt qtldifiGd to

ruc Fsn-S-f , TbGrE brt bc.n 
"onddrr$h 

acaderris'd$f,fiE ovcr ths bcucfite rnd eom

of finnr' lso of fhdf rcgisErtion, hil $rch ddtto ie fu a lsrgcr Ecns$ rpmeqftrt UiYirL
Rlils 4lS hf,E bffifit€d tb"-e coryenie thrt cryloy it 88 I msf,E of isatrhg emitict'
md wtknm tis bcosllsctbgy condnnto imsmqnitiu frirmyintrmcodsur ud
growitrEffinbffi.

Iuw*orfrnilfuritywifr tb invucttrcutgttdc }fntl it$$ft allowtr eoIYffId rudffi b
spcfllo qtd*ty s*n am"itnlty, If hvttfioilt dcncdtd mosc infttrfistimrboufi m
o'f*ing'*.iy tc mre with rn ofuingby eworlmcrtdit, ftGo lho ien$rumuld bG

rrnabh m hit thl nfiI&d quicktywith aMediumrTcn-Notr rrla Inrrudom Sft$y
dcffird dditioilrl tmc b undcrttud low-taftcd isffiirrild &F Effis ofthir ofth*+
Thc*inrucre r€nffi $till,suiEd forftpMTN mrrtct ss indfolsftEdbythc dminrnco of
invcrtm# sr{dp bltlcrB in his rud# (La, 9tD6} Al@etiwly' lfi0dfun-T€ffi'.No&
isfl$rs *c of nigU Ercdit $rllfty and somoto ndnt fiuqrnr*ty' Ttrrs coryenia crn
scn Mltilc +n *ty odty bcaursc ttcrG ir trylo infrrartion rtgild-fog !+4romdtr Snlity.
lf in:rrcrmre;rrd ;ddifio"rt infrr@tiom, t$cy titl nnt hry tho lvfff ofting uudl thcy

Fir



.tccf,lonjl lte CnmDcffdvc Porlfiol of Anc4r.n Crlrltd Mtrlrttr ln r|l fncrodn&

Gilobel ltr{rrkt4tlucc Envlronncut

Thc Airtmft Cerricrpropocals msy Gmds trG coryaitivcpoeition of tJS ndme, issttoil
ed undrrmlrtlrs in two wsyil

l. Incrcnncil soss of isqumc of d$t rnd cquilty rosniticc mny &lvc nsw imrlc
b Eltropcan Esddt

Z. Tfic htrrd,i.d* 
"f 

tlp Eruo prcsffi * cmpAitivcthrtf,t toIJ$ uildcrrvrit&rs.
Any firrtbrrburdcns m ftc U.$- ffrlst vrwld bo detdnmst

thc plan of thie tffition is to ruc ftc oqrorimog of tte Eurcbmd martct af a Gt[G anrfy of
amr*ct tbgt ft6ilng a burrdcqsomsregutsfitryGovitwcilfi, choostomw to fiictrdl*r
$htrcs.

l, lte grou/fr of the Suruhond nrr*st rnd lu e&ct or IE qrdrm

h lhis cocfim wc pmvidc e cerc mrdy of tbe Errmbomd narffi d iU offisim US
*tt .ffi ftr ftFgid Ocm fte ptinciFsl hffiq we cxslne iE hffi' Friffi tlS rwuhtcnl
drow thc fuoranpo of forcign d$t socndtics fto'E Wf,fl $Uroct b Inndm Ed othcr
Stuopcm furncisl cGofictl.

hior m tho davdopncnt of the &rynboqd nr*G{' lho Yqhcc @d nnffi war tbt
prircipsl nf,rtcf ftr dollardrnminatrd ftEtign dcil oftingn YanlrGc bo'trdc rcU[l-
i*tt*d*mi*,nd dcfut mcnrtitisc itfltnd by nou.tl$ burowtu rud mrlmtqt Finfriry
ts tI$ igvG$ors. Ysukee bo4ds are- rrsgiscrcdwfih mG SEC' dlowigg frcm h be noH
publiatyinthe$s. ThiE ss;}ptdEyt!f,Dn{r.Sidly ptiorb thc 196ft gg sntry nuopaan

epvGn61potl sought cspitsl fr-Tilr tho tJS tr r{buitilwu-irweged Gco[omitl. ItG Pdmsry
ton*nrr in thir rnarlcct wcru foreign gqvwsntn' in prrt duo to *ict ttporting
rtquircmcotn of thc SEC hst discouragcd qsry fifficf,gn Foryorrtionf, ftron aecoreiil8 thil
nsrH.

In 1963, thc IJS h#itt$ett thc hffircet g{uatizdfion Tnr (IF$ h u r$rnff b improw
thc IIS bnllncc of palmcnt* ftif, hil pnntiead US iuvcsttrs br buyirg frsuign
scnnities, e'5 Ya*ccbondq ard cffqptivotyaloceillJS cafflttl ua*ee to frrdgn
isstrtrt- IEf--wes e tex on US rEsidcf,tr yfto prn*M dcbt rnd e$lty insiltEl#nts iEiltfid
by foreigncra Tbe tex reisfd the cosof imuncc by ruWbly lTq mrking,th cn$ of
irrnatrpo io tb IJ$ roughly 'equnl' h thf, cod ofimrmcc ovcrrcee 14 rdditfion to ths
IHfT US a$horitice slso inposd thc Vo[,#ary ltsiltr-f,int Progren (ltRp) for W
corpoqsiorf, in an dtcmpt to roduco q+f,tgl,cWoffn

ltr intoduction ofthcec IJS capiEt cgf,Fols pffiitidcd an appqrfimityifiilE$opcsn
ifirefficotbanke to fflt the copitat Brpply void lcfrbythclJ$' Iturus hrdlyE
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coinsidcilcg thrt thefraarthatssw thc ittrpodfuof ryf inthcU$ wlmgdthc first
issp of H|lobondg. The mslftcf for Fgobmd8, udikE othcf forGiED d#t emWitic+
bccffic a nryrmetionel nr*FL Euobffid$ oftrhgp uoirmorlblt epoctna^*' ir
ingdpdtrot to be epubtic offiling nndthtu to evoid frctquletiffis thit amoundpubliF
ofnilinse Thir,EFmE, lmmg ofhEr thinE$ eat Fqru P no witing pqiod for tho irntmat
ofhifronda Thc IET tnil t/RP bft r leryE heh h the nryply of cryitrl b ftnign
bctovrum ud crcd tro dclmnd frrtho ncry ns*d in Bnsbotrdt"

Britieh memhffi bstrking fimr rapidty b@ frs priffiipd lcrd-nanrcprt ofHnoDmd
isspc+ ttuorUfiout trc eerty 1970S thc Ermbond continuod to dewlop h Ldotr'
urhichhsd * mpnistia*oA c{pihl mf,tct infrufiushrc. IJK nfuriticc rlloqrcd fro
marlrot to dsvuiop tirgrfy wittout aly rtsulntion s,ttsfiic'tious. By 1970' ncw funrco of
Egrrtrsndr hrd tnown to $2,6 billion u ll?6 ofalltJS dompds corporfc tltbt(mc
FigrEG B). lhu rsjor acdtgf ftr Eurbond nadiqg EG l"otrfu' t ffirunqug; Frmldut
and Aorficrdem.

h l9?4, bo{h &E IET md tro \fRP wro eholishcd" $tnac the srGf,tim of&ir mark* wer

FL*ib, &iwn by thcsc Ht(Gr, thc rtmmnt of thmo irycdincos utis lfrou8fit to pcrhrPg
igratd lhc fuirc of the hnubmd 4sttGt Ir $F[ Figue 8, thowt lh$ itr lfltq thGilE
wrr s lrrgp dEofins in nsnr irnm ofEruoboodt lbis dpelino' ftc hrgFft ln tb* hirtcy of
theEut$otrdmfr*Gt Acmorumnr how rcnritivc tbp dcmrtrd frr sGgutitict is m chnqfiFl
in copihl madnEt rryla$ons. Howcwr, thc mmt prorrcd b bc vtryrGsilicf,t' gtrorvisg
Unmrticc[y in ftc ftlhiry ycan'

FiE$r? I

Totel nrw ltruu of Eurqbondr,l8t$ to le0l
(Logtrlthmlc rcrlr In Flfllonr of U* dollrrrl
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While ths Eumbond rnrr*et was gruwing rpidly tuing the 196ft ad c4ly 70q IJS
cEFitNl conrols hid left thc nulrtt &E Yf,f,[Fc bn& str8Fntr Snm frG rbolition of lbc
6l.1 anA VRP, &tr traditionel US mr*Gfifufodgp dnbtotrt&g1wrs ssdn ru@o*
Figurc 9 ehoxru ftc grwvlh ofnpnr iffiFs ofYmftoa bmdr 1970 to f 998. ftom 1973 to
$:?4 jrut trttr to &W$IaSon, nery imlo* of YshB bsds AnoruA Uy 6.69t- -IS &*
ncld l4ar, hc npcrt of trc IET stisulffid r I S3?{ grorrth in ncw ifsnt of Yfibo
bodL Aft6j 1974, tb niltct frr Yldnsg boilrdl bqnn ES,onB gnoutft fut har ffilcd
b theprtrm!drY-

zuttt!9
To[rl mw hnnr tiltffilr'lnilb l$?0totn

fl.of,trlffillc roft h l[otr o[ llB do[#*l

I
ir
$g

D
Dtr r:E Dt Dt ltr rs llr nl F t n ffi $r il'lr

frcltntnhr

Thc ncnrt mlior eftrngp in IIS rcgulation qrf,s tdc inb.tetcfifi of qhdf rtgistudon h
lgg:l*gl mdthc l9&{ ropcrt of wiltrhpldng tucu lwicd m fqdgn holdcr:*ttlJ$_
irsucrf', bonds, Ttis rcest fisdo ttc Huomdrctffis lerc rfrf,Etiva Figutc 9 clffitl'
shorgl trat Yrnkcc bond new iailc wlumc gruw dTNFErticNw W 7B?4 &om l9&* to 1985

sftff432%dcclinsin$frprevioucyoar- llro*'cvcrrtristEdoutcd8rt-il4hinthFYm&GG
boud BstEt bnd no afirc[se dfrst on uern funrcs ofBnubondr. Froffi tg8/+ b l9t5

Egrobondr grurv by otrur ?8% Eftet a 5496 glqwth in eE proviotu ytu.

2" RdE lfiA: BrlnglDf Eurobondr bb &e U$

In lg$Q,lbFSnC adopedRuls l4{Aurhichrtlours Hrgbofidsbbcsofdb
*qrlalifid irudrtfional buy'cd" sinac Brobmds arolodinnriry npt rpgistcrgd with &G

SnCrthirgarftetwarblockcdft,onwaeaf,nglJ$alFitEL Uowsvtr'&oinb'odttstionof
Rulc, l4dA fasilitarcd rhe msr*Sing of ncv BpobonC insttcs dirsstly to quntifiGd tl$t
inveetors.

n



Figurc l0 tuwr frG ffirtct *rtr ofRnla,l4*Airclrbd Ftry otFringr sincc 19!n'
Iniggg, Ruls l4lA-rukfcd llrucs of Eumbmdt rtprtscuted l$ss thsn I ?6 of thc utal

Er*pt itr Buroboqd& ltrowerrcr, ec willilgncs of quuHssd US iurffit F f,c$cfs ftiE

rrttot t"r neadily iffiE8cd dffi ftF dopdm aflho nrh In tg9? mil 'l9g8 RrilB
l44A{dat6d *csrnitiot rtiffiBcntcd orm 9?{ ofrll'fusrm of Eruthmds. Thc abiHt}' o'f

Errobonds b bc eold m qirllifiGd U$ irywmr hr3 qcild t ruf,t ahffid,ofpinry
trfoOingn m*fn tonssnm IJS inrrum6' $fo*iwrmcdg ftr tfiggp i|ggffi ntSEffi
tnst mlr ru*latou3 6a *his E# could hEt qilf,ufiGd tl$l intesffi,e. .

l. Eurobondr endYrlkcebondr; Snbrdtutc goodil

ThE gnrl',sir pFEsEdilGd ebonc *mr clcadythdYsilkFcbotrd8 rndBrrobdr st
r"b-fihr; g"fo" Borh in*rmcotn slhns Dffirt B bonpwcr-s to nisc cf,dhl inunilh
Aovefopc6l*t nE-rlfft& ltc urip dirffiewco !$wry thoss inrtmncntr ii lhsnfllffi
thlt tbsy fostre m ryilbsqlrtation tftGscDilM ftGc.

To rp6 hsrv thGso nnrhch rm intcnrbh{ rvu redy'lt SG mfllfft rbrfc ofYmlffiAbffidfi
rclltivGb lhcrurkcfi frrg&botrd& $irpG fttrrudtgtstcDrtnGilt aftstihth g0od8' wG

thould ffecct efrgngFs in ftF scoffiica of isrdro in ons millffi b 8ft4 &F@ in

thc oilhcr.- Figuu I i pmorunta th6 marH trare ofY,r*ea bonds to f,lt Yek#s bmdr phu

ell pirnrc urd publisEurohouds fiom 1974 s l gFE-

Ftgrfrt t0

Irltrt rhrn ot *u1.1{4A lrhnd Eursbondr llC0'flet
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Ths chc-r$Gs iq thG,tJS rqgutafiory crwimffiGff erc chnly Eccn to affoct thc nlrtivc
affadi*w of Ymkco bondn. Tts c'ddr{ff ofrqEishatifi ddrDrr ;giel- *tfl,
wifrhold[t bx frr Ymkgc bondg mminusd r rutr Efiobondr rl fu* ilsusm
HrdEEt from 1974 thrlo-ugh to lg&[. U$iqs ftiE lo+Es pcrioq fu drrs ofysbF
bods fcll from orrcr i5 % of the mrdm m ugr thm6 |6 by 19t4. ThiE dresrlic {Gcfil;shoutr clearly how tbc cost of ieariag h ono mrrlm rftGF-dpmfid in fu otrtr Thc
increrrcd pletivc coat ofie&ring yankcc boilds olcrly drrow ffit ilrct hth fu ;i""Erctgt

Qpp; ngnin, in l9&+' wE s8n esc lhc clFor ffi of tbc rcmovnl tJs c+itnl oofi$ols on fraElrtct shrrc for YatrkGc botrgs. Tho rqcd of wittrhoHing bx corrylod *ifr fu 
-

infioduption of ehdfregietrtion en*hffi thfr Yaltoc bond-nfi|ffi fr IrE ig lo'scr ro
Etttobondr ad acfiully in$Gf,Ec itr fiarrbruughly ll % wtcrc it hrs bcffirGhdvpty
consfint thrcugb 199E. Both 1|1ft{nginbafim 1qd th6 r;p€4t ofwi&hslding tffi
dnct'FTd ftE prie of is$dng Yirhs bdg riildvc to nirrotoqd* fm dftlry G&$s
on t[rlftEt rhare clculy donnoncffitc thrtsnrtrmdr ald Yf,nko6 bqffi ut orn,f,tmogoodr.

E
o

E

ITtrt ttsr dtll| Vrlllil. bil|r r$[|-ttffi

ffi mm|ilmlilt l||rffrsflhHrrbHHilFfl thFd||*E

tgEt r0tt
YTT

Fieulu tl
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4. Whrtdo wc hern frorn thh?

In our rnatysis of tb# msft* for Eurobonds d YffikE boEdq' it i8 slEfi lhfi chmsFs in

thr;ffiry €tryirotrtrEtrthevc e *m,4g cftEt on, emd qc ofton ftG ftivhg forcc

b.hid, ;#ot *"d- Itr bofr frG Hrobo'd f,nd Ylirkcc b.nd mf,l.Et*' rrolmo of ns$'

tffidt qttttkly *d aren*i'asuy to rc$hhry ̂ h'rgF*' thrt i8' imrsts of

f"*tgn d;rr iE';hgtiel wilh rGspcEt t" inmes in ftc rtgulnffiy-Gilrvitffit IffrF

il;EJ;Ato*rfr Cnrrid rai# frc oost of irnrins dtt in SGIJS, lhrd it ie elos frar

rignificent vohrmc nay shift ovEtlcis.

3. yilkEGBondr: Qu|Gk st0p ft3.$trffor or Grnorrl $hrc?

Tbc bEods h tu8o Efi*# crn bc orylainod rvifr a si lF r*"try nodd of mnttr

aostr fid d#sffid drrd.fty, To eoc t[it, o*ddo two strull S1oca,y Sry s-quire

Srs rtgdotr * thc ddc of airigsay ed r ecnlrdt ftflG in a mdl b.tr lfbotr-mT'lstu

il fr" ;p"tud of tinc to-tt" Its Hsrl.r for fiffiis[ d.bt''r*cr did rdfi th' IEr)'

ufrnthf,pD;il8 b dffiitrd rlthfin rhe dffiE tu{FEE? ThG qtdEk ry Eaf tlfiq will lilnsly

hsw tho r*o Or*rdn it did uthfin itcblcd einocPffit nG mt rFP€d cnrdon-crr ud

*nf *t Bc* orrt sltEmtthtEf. lttcmstivGly, frB gfinff-Nl {trci8 tftfly- to Fqffl 1
rtccrreco in dman4 rs cilgtomcilS ufro rdy m it erny uru rr*ogln$minrb Hstgfi'

vn*-tr **r*t mofe rGaFGos, i! *itl otpcricncc rdacrtm h dEnfid lhs It a$ffit

rueapnnrr as prfirmr hrw fornd rlgnrtivs amticc*

ThiE ffiloty fib wdl wi& thc dGclino of fts yankffi bedf, Eilrd. Ttc iryoditm af

oo*o* t-ilrito**tr dnow ifrsucrs to ecokgapitrl in alttngivonmlnotg n@'

Eruroboud* nrrcn aftcr nmovel df lhc IBtri tno ynulm bffid fi$tEt hr8 uo,t rtcrpury-sd

tUo **- of fuuigp d6bt ofuingn it mce bnd" Tlm& lh6 Yadppbonilnfrr*st ir nmt

rfto uo s*rol *ore, The a*gul,ttio- of l9&{ dJ i - rhc eryGtitintncfs of -
f-"k*E*dt rplgtivc to &lmbondl. tVhilo Ymkne boDdf F try ryryFd,frqT!-k$
sbrrc ftoE 696 b ll?t dnnc ig84, egy hsvc lot tc$M tb3 50{0P6 4# &6u of tho

culyT{h.

lvtsrandTriubtooggs)hnvoel+q svideocomthet'ffictofryfttffy
**E* on fre EruoUoai mf,dtct Brnitdinfi oo worrk by Kin d SqdE (l9ED' lhoy

invcftgdp no t*non*ie b*rr-ocn finnt'-sruounccmfiqi* of Bnrohd istuc8 d

abnormsl ctoc* rtfirtra i'*"tlilg to Kim ild Stulu' isquing Erttoboudr cm [*vr I

positive iryrct m n*r r"tto Ufrn fin sd $U& s11| empirical cvirlm of thig Mp1f
'*n 

nmUftu inveftigrtcd whethcr thie cfie$ csil bc sffiibutcd b the rcgul#y

*r;f,o;;-pdd, thcy foud thnt thosa stsorfirl ruturss Gnistcd qly bdqtuGo 1979

ao6 lgs4, ttsy aflrilHo'61* e;ai"fi to tbfi frct fir*Bro.bmdt he1il asuffiggtb-y

,Ar*trgr pr"; to ftc Solitim of y,lthhotdilE Ex d ths iffioducffsn of Self

r;gitfintifl.



t[ lVLo wln+rvbo h*ce?

IJB inrrc*mcot hortgcs go tho pinery mdntimr ofYaakp botrd& T*lo 2 prcffiS
frc Errkct Ehnrc of tetd Esnige$ ofYankee rud Errcbmd usw irruat ftr 1998. uS
firmr clcady domindc thc msrk* frr unkffiitlng Yanl$o bod dc*|fr" Fldhr o$ ofthc
top tsil had-mmagfm snd rlt of thc top fivt lcad Effigglm (rf,dcd by prsoccdt) frr
Yffillps bf,d dcds erc [J$bnsod firmr Togdhcr, W+stEd lesd nrolgHt rEcf,d
fu &t2% of all Yuhce bffid dcnlr vfrllc U$oncrrUracil {iril. M fu mly 7.7?6
of dl drnl pceodr, In confiaet to thr Ysrkot bond nrrlcfi, grmpo$f,rod undtrwritcrt
hrvp, rr €crycct+ rnu& lqprmnfut rhucin uffiwtiting Eu&frods Fscl B of .
Tebtc 2 sbwt that firlly eix offho top tcu ld uanrgsts ofptblic HnEhmd dcala arc
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Eqopcan ifircshcnt houcGu. Only frrn lJEtrced finry ert amo[g thG '-n t."r.lqd
nrrrrqgctr of Errobond dralq withe total f,ElEEt shsn of 2:t.t?6.



ThF rnslyrilpreronbd rbovG Sorl* shr*y thrr rn inqrGrso in thc rFSCrffiy budlg on
SE0flrgistcrcd d*t eccrnitise will ceum t *ift ffinrdr Euruhondr, $isoG thGsc
scarritics rtesr$stitutcgpods, a*ifrrw*y tom [rS fttrucil ido Etnpbondlwill frrpc
iEsuo* infio tho hffids ofBuopcsn undffnrtitrrs, whieh bnlt a.lrynr shrrG ofthc Ef,fut
As c rcurlt, eny c[rngn in SEC polisy trFt tilE ftBmn*d towsd hrM funm win
inrrriHbry ffiwi ft08 atrd rymd* esrsd !D' U$'bfltd undlfftit!ilN m IJS b{ud drds
intothcFocJdEofBnopcas-b€scd fuSuubonddffile Thprdetiwruh-il
shf,rt of US lcrrd nrurgers qbours tlnt ry inglclsc itr lfu mct of imrmco wlll ctudp lhc
competitiw positim of IJS inteetmcnt hpu*;r'

7. Eumboldr tr r rubrdtnft good for douGtdc coqporete dnbt 
,

Slhile fudfp oopadodf md gev€rnqo$truftc lafee#bffif intro Ermbmd
msdfff,, tJS corporutions rho apcccs this Dffi fit+tdy. Tbc ty ofl.fi$
corporrtionr b effcss thir rudftt elro prntm e cryttitiw &ttc t tfil.;blrd
udcnvritca To ttl Edont thA inomensd domd icmrncs codr mrumdffi
ofthor, the Eumbd nf,dd could sho pDotrtidG r tillbcitseur** ftrdm#Nfiu d*t
oftr*

FIglrE 12

Retlo of Eurrobond* h*qd hy tis mryomffont
to totd hsuancc of fmntffinnt grado' 

Gorporate d;bt, f$8:hl00E

,F s,oo
S**
€ zo.s
E r$.il

ts tr| rfr tt ilp ril il ls ilfi l* lfl rtf ls lt l* lfl

SilrGff SffirlthcDatrCorP Yeff
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Figurc 12 sbows ffre rdio of all Eumbondt issuad by US corptrstioul t0 theiofid
isfrrnnco of ell itrvcgfrnGot grndc corponF {+il h 1985,IJS aofporq$ou rrirod orrur
$10 bitlion in Eurobmdr. Thir:figrc rreprcssoEd over {0}6 of all invcstnrat Ereds
cospopt€ dcbfl frr 1985. Ilowcrm, thc pcrmgn#nt doe@ of sboHtsgisfilttiooin 1984
tounred tho coet of isilrncc ftr lergc fifltrfr, rd th; rslaftrc imsmcc of Etnobmd
issuca foll drffidicalty ovw tho nsd frrcc 5ruarr. lts nsgrtiY! inpqcf m frc Fultr
r[slaet vres mt immodirta Sffial ycsr* prsfid bcfrfic ahdf itlnrffi hofc of' Inoking
rt Figrm 3, qlo rec Srt SGtf d;bt isfirySt mtrG em Wd fibq l9E4 b 1986. Frsn
lgt7b 1993 Eurrobondc irnle4 by IJ$ eoreordory reprffqtEil lH thm 15?6 of rll d#
i6E lcr Ilowrrcri thic rrtio hns riscd sfitiq thmtrf,h &c t99(h ed uow nPtwcnb otm
25% of rll [J$ dcbt irsuGs,

ThG frd ttrt W coffotlfiodr rtly on thc ftmbond mf,r*Et ftr ou 2$t6 of ttl drh
fiflf,fiitrg acmenshancc that thit marftetpooe rnignifiaeil lhtatto mmt maidml
dometia cryitnl rylst& IffrG Airtrsfr Cmisr inprcrsel the coct of &uods bf,lffic,
d*tpleruuru#r will incruasingly sow offihsr, Tto mslyait Pracililo4 Sot/c$orvs
clceriy ftrt this now wsuld firthctr cnodfr the cmpdifiw poritim of Ug i$tcafiffint
houeor.

8. EruniltlhfrGryO nnr*tt|l ltllt

Wtilo ftF aqttyEils prtrtotid rhovc fiowr lb# lfuE ir rUqg inHilfiffirl sffipcddm
fordcbt undaffiifin& rccffi ctidtllgo slso Fgfuf m ooryAition frr cqttty li*ing er
well. Rsacntln m Inunct oouparyr (For-ntnoCtty.coq) dcddod b lis m t-mdm rNtror
thril NASDAQ. lllhile thc rcssbnf, frr ftin dociaion may harn hrd nothing h do vifr
rcgulstory burdfi, it h r ruefirt cxruplu itr tlnt it sbws how casity t U$ coryoration cu
rafuc equity Gryilhl in nm-uS EnteB.

With gtr inErc-asiEsty ghbei nf,rlffi, &e cbpicc ofpinnry lictins miy btrffis
iuqrcf,Eiilgly irclsnut, ctcsting tgsl inftmifioffil cryditiffi frr li4tq& l.no* rcctd
decision ofFutmoCitycom reflectea ueqd 4ffiS F mffi offttrnt $Os- Wtdlc
mrny othnr firur hrw choaer to list on frF!il-gn w*sqgot' FuamcCity*ou ts fu firet
company lhlthfp not regisffiEd tlp oftrhg wiih ths $EC. Itcr1qs frrfrecoryW
Bhtgd ftcmPffi$on ftrthis deofuionrvr{ thf,t sEC twisuationsottHhnrc eddcd d
lcsstHfo nod! b fto tincsla

Gi'rtrr trEt inDrovd tec,hnology heg mido !$rity nsttps incmsnnlngty dsbrl tdd
inffiElatodr tho choicc of cquity listine nay nlgo bcsffic lccr rcgfricilEd. Thn crsg of
FortrmcCity.com is iryo*mt bmauro it thotn hw au$ firm nsy frylcftrlyhte1;g
US rrg$lrtiffiE fid fuBG to list itr equity ofiBhma tprrcaring thofiiqfu8 dgl$tr sil
issrrmec asdb of IFOu will only scrrc b rocGlontc thit fiood- Tfdr iB, e fimc to dccmuc
rryrhtionralhr thm go inthc othcrdirtdion,



9. The lmpect of,cnmpcilthl ftum tht Erru

TtE dtrn of the curo curwT prcscnn a thrrt to the dsminrnm of doltrrdaominarod
BcsuritiEn For the firgt finG iD rtacnt hiffit, Eunpm invoetmcm,bu*c harc
udentrineo morc infiErtrriional bonds (wift a a? !6 shtrc of thc mrrftEt) rftm thdr tIS

(wit[ only e}SPfrnsrffi sb*€). $inao Jaurry 1999, Ermpm in#itrtiffirl
iuvcnbrghevubmrrtitdy euo-dcnonintedd*t silr€trJs invsoon
ert *ill rrlustant to purcbaro flmdffminstod $s@ ft fu ontyuffid ert Eruoeqn
inw4mcnt bank* havc inrrtascd tbeirmfu SEE h frir rrtr. Fm qrrylc, lkGB
mmprniet (Alcest BAT, eqd Olivltti) which rrocntty iss$rt ano+cooufurroC bmdt
qry b usc Eurupeeu lcrd manrgcrs. Thif nrrlffipoma e srrpificaff sElfisgfu -'rcat b
tho doninrncc ofIJS iwesfficntbsnkc. To thl crtcut hs &c Bropcm firms edrblirh e
fmthoH itr iEE itrg auodsnonirntcd dnbg w firmr mry find thsnrclvqr rt a
cffiparafi'vc disfrdrrsilsgc in ftiE mf,rlmt

3l



1. Inhoducdon

Ttc *AinraftCuricrll imludcc anrmbcrofpoaatr qf.*"o14 if rdoptud'-ry

important fimrqg dtt;*-E;* omoiqep oi*rpot*o d{+t nnd cquilty rcctrritic* It ie

our n.EpoEG to ,1oofil;J t"6 d*ifi""tt *Si will bo torns by i'f,l#f if fts6o timitr8

dGlryB *r inUoAu"A i*fo t" om*iqg pro"cts. fiG aoffi win diftr ftr ctch tylc of

offidngl

This focrim aof,sidcfs ftc imprct of riminff oel*yt ol tnrr-q$@s of ofuin$ - idtlf,l

prglic otuingn *.*"O64ty om*indw6it"tlu* gcbt,o&dsgl W G5i3dry fihdf

iss,rtrs, Nd.Gdirrn.tl edrc" e ais.ilt*oo-gf frc-Tffiolnfrs- iryaatof'thc Ary

Carricr proponb ; ;;;F of omring ry "fftrytv T*t** 
oflhs ood*

*pd hy su.fr dclry& rii-aaryo orri* ry ao Airrfins curi'r will add dgdfiEntly

S ftF co31t ofpod dirpr" Thc6s aoSB will itryc cryceirlty brudenrmt ft6' Bo'lk

ttry*il t* tto *"* rltm*iw qqu'tos- orTflht- Tbc lngFst aoftr will tc

t;ffi*Fo i",n-h O*t *tuitttt o 
"m 

q$ti@ ftrFm B,8d MGdiuE-TGtrrt

NoE irs*& BrS atuo4 cv'ry imrr umuHgry-f 
" 

qp u incmerccd ffit of isnq

rG*ild1crs of rbo offi ;Sil'Ey. txo UsOlilrtmt4ott Ei*nt' r1dch ir ms of fre

;ffi r;;;"** ooriooEH us-.ryiur Erdffir, EiC4 di's.** ondruly * r mnrlt of thc

propo$drcSutltifil-

t lrlfitlubIg0ftrtsl

ApdrarclytEld fimwilhiilslo Gfie8s iu qcrxhruqqy 8c*to mfo€ fisds tbroueb m

i;ifi.1;uflto'offi $4r) If iu oqoiry" tterc ss two comrc'4 mpenr frr
ram4litring th# dti, dtfrer r nrn ctffiqfiEafiPtruncr$nltm ofrcrhg or abet cffiffi

;6ffi lb-d* e firm'aowitnart.orttcr frn inveefrnntbuk pufthascs al pinaipal

whilc rrndcr abc*-ffiJffi4o* lho iwcd6tiltbmls ncrdy eqtB es F1inq 
qgrilt tur

thc isgpif, fitrl uonont*iog bGS..ffirF oftdn$ ut gPFrlly snf,ltcf mdrieti{ft Ud

nrch oftdngF SFotrEtly EkE longFf to sdt niq+ tlgs?) fuind thnt 3596 ofIFO is8rltr3

fimm t9Z?-19S2 uspdftg14frffi offcringp (13?t of6ml emoo6ds tglgod)'

An iss$ng fim in u IPo inflI8 both di$st ffid hdfo!0t Tma sufilt coffit ffibG quib

lrrEc es *po*.qgo 
"fth. 

bhl Eo|mt ofunncy rys h th offtring; Dircat Goffi

hrird" tUl +* e-rfi b 6rffi*t bstrlts frr uqdffntidtrS tbo sco*ritics (i.c-tth* grcn

,Fr-A whif,[t mr,tac* fto nrnagpmcd ft$, unocrunlEng q*d 8nd lhG rElsnF

coilEEssiml.m*rtr ro*itrua-*Ap$+sliTg sd filing tbc ncccamry $EC twi+mfiq

donrmcffi. Thskil;;nry6m; tott"dfi hid dpililscs' mqomti4 Gtpcosospiildng

lcrpenrcs,thc$EC filingftG' sndlidifg ftcsif rry-

Tho rmount ttrt ecsruitica gc unilctpriccd h m EO ie m l$ire* coet offr# oFrlng;

ldry gtrdicc hrycfr*dffi t*:bipio{ty t-dcrpri6e+ wtlru thc rmdcryriciag ir

mcasurcd 13 ftc p*-*trg; fu"d ilt tto f"l*" oifltc 8t0ck frqn thn offiring $Ec



thmugh thc end of ths fir* tmding aay. Udcmticing ic sootly to th! issffi 8ine0 thil
smount fu bsins forctpna tEGf l4obhcs{ Risfi rd frno (1996) rEGGrdy looked f,t tbtr
totnl cost* (both dircct {trd inditGfl) of ell IPOr efiing pctiod ffoq 1990 b 1994. T - y
fuind &rt fto evgregp tobl coffi rrsf, elnslt lgSt of thc proccdr fiom ftcsc IPft
(erwgp dircct cost wer I l%). O'ftcr $dicc h4vc frttnd eryu higbcr co14-frr IPO
isnrc& Riffff (19S7) fornd totrl coetr of 2l?6 fur frn omihmb ud 32t6 frrbc$
cffirtr contractl, ftr IPOI exsartcd tt*rvcrm 1977 and tgEe XtF highrl Gostu ofbcst-
eftE-tr ofuingr rrt dus b- grcf,tcr usdfftriEin&

thorc are Esny thcoricr regsrdiry ths cnrrc ofBO dcrpicing; Ttcy rtt ruttotw
aro rd tfu q*mts rrnncrtdtrty of thc ?itruc'#ck pricc. Wittor* an otisting Hdrd FiEc
frrths ch€lE rt ftc timo ofthc otrclin$ iqf,td{s rnd urdcrrrritar frcG e bt ofdiffirulty
dEtcrmining thc oftring picc fur an pO. lntcrosdqgly' Mussf,tgflt ud Verunqr
(1989) formd tbat invs#mont ba*F rmdcrpdcc tbsir oum IPOr ac mrrah nr ffi clituts'
IP08" rtclgfrrG,cvuntrcbcttinfu-ncdilslrtrsudmodhighlttnotitnloduudaqtrifiart
still hsyc rdifficulttirnc findingthcbc4otrefingtricG tulhcirrftoclEuthcnthsy 3n
ptbtic-

Fon aqsoncd H1uity oftingg r nstut prfon shEsdy tililB fu fu G$try ofeo affiFSf
eo litls rnn rei.l"[F h titcly. $sith (19?4 turnd undspr-idng of mU J0 % m
eceroucd Gquitlr ofrodngl, ThE indilcct oost of rerromad oftitrgt hrsdl' ocslrs d thc
amorlncrmert drte of &o cquity o@ing; nfrioh tt4f,{Falty ptro&EGN r mg$ivc ebnsnsl
1gfirn" Ttir picc drry coutdbe r rcac{iun to thc n4$iw signd thf,t tbo empfny ir
issui[g aquity btrsrsc thc cmpeny bqlisyo* itr go* fu ownn$rcil h m IPO' i{f,t;fil
ud unOCrmtfrr dm't horrthn cnrrcct pico frr tho now thf,H ftrt gtbcing mld.
Ihir nncstdntyiswhat aoutib,utset0lhcund€rpicf,r{Uendthu+ thsc0'ttb fuimcrof
Gx*rting m IFO.

pme4urcs hnw evolvcd overmrny yqry! ts aininizc lhis coftto ru irnu. Ihoprocca*
ofbuildiqg a book by thc lchd narffiFr in en IFO ir u $tcmrt b find thc bcet pticc ftr
ths irrucr and minimizs tbc indirpst wstc o"f thc oftrin& Ailyfltirtg es irycdcs this
pnrogss wiil roeqearily imposc c cost mr tlr isrllfr in SE form ofr lwcr ofting pdoc
inn nie[Er cogt of c4ibl Any incrttse iE oost of capital witt lcsd to ftutcr hvesffinnfil
UcingundcttskcilbYthmefiru. :

To rmdcrstanrt ftc oqcts inpoeod by tho ddivory rtqfiiltilgnfiB of pcliminsry
prosftuGs in an IPO, it iE ttfcful torun ttmu+ rt5ry tcll if commmcd
irlono"itt 

" 
offtring 

-Sup'pot" 
ltyE fio. plnnc-on gohs publie Ffu#' XY1t hfttr m

inrrcsMiot bmker m act ss thc lEsd meneffEf for tbc ofioring' )$% nay rtso cbootc h
hirr EE rurcl crmffiagpra. An *AlLhrfidr trf,Gting] occilrs with thG inmffi aaflumsgs1(3)
b discgss thc timeobta, stnlcfirrc, snd dE of ftc offirgt Tha isn$r $qr{ts rad trffi
filca thc S-l rcgietr#ion statcment with &G'SSC, Dutisg thc cnstdtrS Esriod thp iffiir
alr6 rhe msrf,S4(d) nrhe pewtetionr to institltiffid inrtcston inuth$t h8[ bccffio
hown ag thc irosd shoqf,, After the StsC bnl ffiGofisd rnd chailFo to tho rqi**ion
strtfimgrt hrre bom agrucd to, popics otlhc prelirninrry pnorylchu ffi Pfiht€d. SBC
Rulc l5c2-8 requires thst invcstorF recdw a paliminqr-y f,t lwst t[8 bours bcforc sEndinS



thetradeconfirmetiminrnIpO. Thtundcnrriuarbuitdabookbysolicitinsindictrioltf
of intcrcrt fiom iil'csttrs. Aftcr thp i$ucrnt rqi*ntion stnlcmcut ie dml eftctive by 

'

thc SEC rhc nrnsgpr(s) end itsu€r will ssee to pltci tE s0@ as psssiHc wtth frF Fok
*coning toggthcd;wiihin tho finnl drys rud horrn @rc fu dptt i8 pncc{ At Friciry'
fte unOff*rrige rgruG wift hc iggufir to pruchmo mrrgrccd nrmbtr of shene S u
af,fgcd pdsg. ltir-prioa will bc bg6cd on thc nffitgan' ryoal3s in hdffiitrg r bqo[' This
ifrrotyfr gcfiingss Efiy inrrmrs erpotdblc to eivcindicf,tioffi ofinterud rtpriE{ilt st

uaborrcttooftringPrica

thc Aircreft Crnicr wuuld rcquirt thst any imrectm pryscipsfi1g in rq IPO ttcu-it't s
prclinirmry pruepconu Esscn deyr pior to Frisine If etr invustoruryE- to --fq h thrGo
* fo* Aryr-prr* to Hidrg; flEh m itrv,Fstof crguH not bG P6rnifra4 under th# propoeal
to pani"lprto h ths offitiry wifhout tiSEF{i4g r ftur or thrsa A$' po@ongncnl in thG
*i"O"t i etl.loe drta thlccs thc dcal ii fiodblc' it iE tnlihdy ft* the,udawdtcm
urould bc itUtrg to rcaffiEodttc ls cfficilr b m offtdng if fts ffittndsy tulc is
dntrcd"

It ir iffiporhdt to uud;rgtrud thlt invcsbff,, er agmul INtlG, ffinEfitV rcdY€
p*Ut*Lmy prrcpccfi$Es tris{ to -o!.g c dcdslffi b buy in m trPO. IJpdpr gu 1nfr
irrp""dr".., pnopocUw inrrcstorc mrr$paly rccainc gt Umry proryc!filry* ss rymbm
of ru trd*irddng gow ad stlliqs sl,ndic$E ffiFt to stinulaffi irfiltcf,t ir e0 dEtL
Cens*tyr thc only potemist invosors rfu do mtrccaivc FilospGoffiros bc&[! pricing EG
fuEG wfi may cffic rn$ anofting nt tho ytryhetnfou$ ulhcniti8lirylynnt
phfieicelly posfulo to gS t pilu-ryGctrs sut to thffi"

fyf166etug r rerrcn dey pfiior b p ng ddiucfy rlrlc ccrlcf a numbtr of diffiFilltils firr
tlre IPO p*-.* tn prin-chlc, it wiilrtquirc lhcpdldist inrre*m $oup to bc idcutifid
sgycn aap prlorto pddne A loteu hqtec+ h thf,t levcudry pe*iott lrlvtstor inf,Frort
in Ipft fu ggocrrt or frr a putiaulr tndrrmyco.nldwana dueto nsw infttludimthlt ffi
tbsns*ct.- Thigurould csurc cofic invgsori to locvc lhcboolq bril sy atr@to rdd
no,rcinrndorsYnuldhiggcredclayinp-riqiry;Alf,cmrtiwly,etrolhtrdqsl€flldG@6
b f,Erkd firm e Forn B filsr ufrich could cils e ucnbcr ofl[c booh b lctw fro IFO
in ftnor ofthc sessmcd o&iqfih ngsif cBuEilqB a dol*y in prieiqg frG IPC). Il coufi
sinpry bc thet ame ifl/Gcttrs chilgc ecilr rnlnd fuing tho we* bcftru pilircitr& Iffnq
rssrme thnt inrrstort ur as likoty S ciltcr thc dosl er ait Se dgrl, thc b0ok wiil loffi 

'

effiietinsp@tiet invnstorr (cwnifno'friqg oleoocsrurtht dvttrsdystrcaffilhfuqril}
md rny enryt to addncw irvutrort toill ngin cilEG sddsy. Insgim thc fuIlo'wing

ea11do;ic4 tut not unlikdn dtr$fiotr- Ciood ffiffs f,bor$ thc isalrcroocilrr' Addidodd
iot"rtot wirh to cotcr tho dGaL 

"fri*h 
asnn nr$ fm*ro n higfinr opef,-og Bricc frr tht

gompanf c rhopoesibterhcealOofmlu SsiFI tbrnodsiDr[yplrnncd- Itrovam,
riage thi,. tlould dclay thc offqin& thc istuGr'nsy dEGidc to Eick to thc triEt[rt tinef,rblc
and forqgo lbs posqibh higficq otr*ing FrfuE otr htgnr truadiw-

Tb3fiG pu enrmbs of cost bcing inpoood W frcruguhffiry indnccd dclny. Thcc,E witt -

bc aillyucd in nslt aan mmr. Thcre rrc also *ept an ircucr ad tndwdFr cul
tEkF to mirigrtc thc ddty. Ttcsc Etcps also impqm cpsffi sndwill bs firtH dircussod

!t



below. Sono of the coetr of thc dctrl or dplry rwidance csn bc qrrmtificd rnd rrc donp
eo bclow. Howcvcr, f,dditionsl uaquendfi$lc cortr rrt likcly u ba tryocctd sd thGG
ercdimrcscd eswElL

e- Tbe Option Cod of thc "Sffi Da1f hropffil

Crxftutly, indiaatims of imett3t (IOII) uo gffinrtd4dil tP-E ft" tiry"fPlisfo& Tho

uo**-d;t proe"sal would ctcntc t sstr*dly hiafts prrio4 frtti4g u'hi{ rc ugw
i"ro*oo-i"y'tr edd€d to the gorp of profeccdvg iryrgffi. Wbg1 wguld m isas be
wi[iqg to pay, not ro hrw to cnit fr s#trrn ds]Bf fUc mffir to fh* qruetim trruld bo

tnc mst to t" isqcr ofthc rcvcndry pctiod" tho Eiryl;d ttsy to srf,tyac thir is to
Ltd* &al a mrrhot eftt;d ttet wu-rU 8,tqq4* theflImt nfltst ctould bG tk;
1116 dqm trgoEG" this rheorrtipel fiat&u wu,ld bo quivalctr b thF 8da of a ftr-{nd
coffirct (oquivdmt b bGftnS loqg tffi md Sort e arll).

It couH be ergucd lhd lho itulnr iD r FtSlto oftring ir gqq{p Prc{{ilg " }F.*tt
.eU"f b ftE-nnrtcryhoe dwing r t't'.iru dalry in r e-*tle-g$$n$ (nfihough pcfrqp*

*in -,*tnttio c*asim pricc). Iffrnitrg ftG timg of$ EF hfrrcod ddty Sr
,rod*rnft* camot incilegs; ths ofuing Frifiq (ftr ftfi of lhg book ftiling +Frt) but my
heve m rcdttoe ths offiing pricc dus h nar&ct or ottcrhlqgict t@l e crll q$g It
b"t"B ofrcrcd frr qcc. eartet euelr@t $Pq!t ryfrir idnr.bpnoviddbyHdcV
(IggE), who rrporte ftnt in IPO6 frffi tgES b lg3:t,, dpalg piccd abwe trc,rugp wGrE s
;tn*fr ZO+t uiAcrfric+ rvtile dqb Ficcdhdowthoraqeevttr*' @strurlger noilhEr
gndc-nmwcpriood. mnonpti*t EuFFort ftr thic amsa ftmBtrvtuilfic md Spidfr
(1969) parUrf iAjug6cnt modcl" In hcir uodql,q1**F md tuinfrmcd imtsetma
prrdEtp* in IP0fl, Th ofrcring e-icc onty pudrlly afftrsE tryTnEds b mrycos&
iomd* i"tottott fffi tsulhfiilly rE cltin8 tb!fo 'lffi|,|nll frr m offring;

Thp+ tbs imrer is ngt sbla to rcll * call option fut GilPilEB S tht md of tre esvEo,-dsy
d;"t, -d accorrrtingly cannot rcoryldo ft! ltdltng o for*ud hedgcr. 1octc!4 tbc issl'r

b6;[*d]'prwided lhs cslt forPntcftsl prupo*+ froo ofqhEEF tp thmsteFfaFa
Tbat kavee-thc put optim. tne i&normuld tftc, in ttoqy' b buy a pntopf* trd tshGs

.*rfttr dsk iliErt16 rg- tho dclty. Stdtrd oedon pnolg-NqellFi1 am bc bmught b

U*i* thc cstimrb ofth valup of nrcn sPtf. fhrtrefore if r dalry is infiqduca4' frF

issntr's cod is approxtnsfell, qquiffiIcot m Uc co$ of c Bt1qpcfl prn optioD having I

,rn rlty cqrnl dih- renge if dG +Iry. To cetinaF tbir co*t r-equitti knowing lhG

*frn6ty oi6o efstnity[cfin# 
"fusil,-to 

cstimlts this we loo&od,S trs vol*ility of

IPos in tho t*o nonthu fouoqfoS lhdf offtdng; turfu tb FFdod 1 90 to 1993' ltc

*f"nUry (ue., annnliznd tn.O1lg Aqti,.tt*l 
"6q1l 

fom 4 }{ to 464th rnd rvcra*pd

6l % dd;g thor O*yctt* Ndc thrt Sfu volerility ir omprablo Ftrp fem-vol1dS[

fouoA Uy Rlner (tgBT;fi*r to uroa te 20 fiEdilg ds]/s lftErlPqi8itrmre in thc Pnlod
iEn toigsz. tidrgit"gh.e-sohotoe'Mertm ryodd(roeArpcodix t

forthc frrmgla), we-ffithrttho coEt of a rwardeyp$ oPfiq-(ssa'pcrcBtagc.oflhs
om"qg dr"l iu f .r m for an IFO Fhce wilh rn rYEIqgG wle$lity. ftuPm3f ry
nm olz "A tur thp lourcs volarility FO b ?S.Lohfor the highnqt wtarility IPO. D+trilr



fficoding Egvcrr day* would irHcf,EG ftc ceil ofthc put option ebovt tbsru vehoe
I,nngcrdds.ysarcpocdblcifadditionntinwdofsrrtbnurghtintoffFdcsld|'fitrgftGfirst
rcvcndaydclry.

b. Negttiw Signal of aDolnyed0triling

A dclsl'€d oftiag sgf,vcl'* e nqgntive dgnll b thc mrrteFlccc' WhPo m funW filGl m

S-L ,# p*1fi"fo6, prrospocfin muot ooufoin an otrrine pdca reosa Rpguffiffi $-K
Etrtgs tat tc rangp mud bc a "bona fidc Gltimfrtcl of thc finsl offcr pia+ I Of &9 f '430
IFOI sfi$icd by llmlcy, lgeLlgS?, Tffiwatpriaed bdow ftF inithl rsgq' 6A?6 pt"o{
wirhin &a rugp ud 1096 tricd rbovc hE nngc" Ilen-tey sho rcPffits Srt ttc erouge
lcngftoftinsftomoriginrt $fS filin$rrntil ftcprisrlgdnle wa*d{fEtc.fordcsqbdffit
ftF 51ilgq 56 dayt frr ddll wilbfo th 1s$e ffid 4t drp ftr dcnh nbolvt hr-I4EF. An
oplmat'm fil trs is lhst my dolay ic e ncgsiw dEF"l' rvtich c*ury ccrt$ iwedmr
b withdrrw tnm tle dsrt TtoAirErsfr Crfiforlould curto oncn firtherddeyr bctTrurn
*goodP rd "bf,d" dtds, md cruo isltlGfi b rgrfiEc a lorycr offiriry trlco eG b ftc
ncgtiw dgtrsl rtnt by e dclry. Thc tudt$d ofuing piccir e coct impmed fl &0
ilsgtr

To cathrrlo thcsp coEB wr loohod tt ttt IPOI in 199? ild ooruUrHod e tcd ofwbctrr
firEE thrtwrittoagprb mske u oftringa$rrlhdr muccncatdrh nrfrre dtolino
itr Scfu offedng picc relrtivu to trp nidpsfut ofto pdiminxy,pricing rrnga To tsst
rhe Flrtiffiship, ws definc Rr b bc thc pcrc@gp cbil8p fton trc nisdnt ofthp
pridqg rugn b thc oftr pricg P1:

& - F, - G4 - Idtil / tGr, -r{yzl

ft ir th pp of the ericiqg rqgo rnd I{ in trG bqeom" Wo dcfinc tbo timt to nulnrt
vfiiablc ir tc tog of ttc timc btttuar frc emnuncduct dafiG axl fts oftt dfra
ftmsnrre it tadtng dsl's). ThG log trancfrm#im in nccc*ary dtu thc mlincrt
propcrtior of aduratim \nrirbla

Tto alco rtlw for tru cffifiot yuirblcs. Firm, amnlm* inds ftr cach IPO is aoffitrfrd
6 thc Gffit'rurfltlly cmpouudcd rtfinnon thc ffi$P-cqpgl$woighod tfioce indffi, frr
thc p€riod bstnccil ftc amouumeat ad ofu dnb for Gd IPO. Scmmdly, u4c rllw
frr a eize nescurt b bc thc tog of thc offir picc timcr t[e numbc of rhm oftrcd"

We estimf,ic rho logruGuim mndrh

& - a + p1 In(frnc to dsrt#t)r + h lsfstlfit rEfirlt + F loCIi*1, + cntq

thc rtffift[ offrc rqrcrion flE pr# bdf,rt:



Trbh 3

Cocffiilnt toffi*
Sd.&tr

li

egft
I?|q 95!tffitulrrltril

IEIiE -.0361t979 J[7017 -LIJT 0.032 -.qtTor'z -Jrflttt05
r&! .0tt56063 .0060ff19 5.gn o.ffi ,ffifi980 .o{?sl4it
nuHl J947093 .l+f769{ ?"T?ff 0,007 uofttr .6?9{nl7
Gmtffi -Jlfl3tt ,r547834 *3.E4i[ 0.m ..TTTEruU -J5$ril5&

On ths bEft of trie rugweiou, wG to# tbo null hpothorir Sat F,s{t Tha T+Uirtia on
thc Infimc vrriablc clwly ehonm th*; cvrar rtrftouiEg frr mnlu rnlm and qiEE, an
incmrc ir ftF tiEG to Hlrkct has rn sdffirc aftet m trc IFO irnro prica Attherrgh fu
finF ftom EmuffiGucntto pncing ii rft#dbythcfins tndcr$Ecrwiov, trofrilh
*ill providc somc cdimatg (albsit r mfuy mc) of tho cort of a @ry iryoscil W fttr
AirErrfr Cmicrpropocak

Ttis cvidGoe tlhutr ru b cdimsb SG fimlry m* emoci$Odwitb rpriaing ddry, Tht
svurrsp tims to nrrlct eftsrthe uoowotmrnfi of rnIPO is 60 dryl in orn nryn fn
addidoml day of dclry wouH hnrtnsg ltrfiHc q*m h{60ts4.0e+ to |{ffffi.t i m
0.016f, ThF oo+ffiricd firom trc rcgruerion firffFrtr lbS fu IPO o&iug Driqs rotrH
dccrcsrc by O06 perccntqgc pointr" If an offitiqg i8 dGlrytd frr 7 d$r!, rhir 6ffi

sbo$42 bnairpoint*

c. AdditionrlOrurrclting ,

Qnc fretcry for rcducing thc riak of a ddryqd pr,dt'g inyotrrcf fniti'filg ths inrustor
$oup ouo wrckprior b frc $ticipatndpliEiqs &n qdnnving rhsboo-bemom haeidty
ovcrgrbscrib€d. ObhhingdditioorlFilogFocdvqhprgrgucuro*prhtopricingwitt
hch ostttu thrt e suffisicnt number ofbupn will rtill bc comi$al b &o offcring m
thc pstciqE dstG, tccognizdng thit a portfom of ftc hlygt witt diefeoq ovor tho fnrl
weclc, Thirlargffbookirnotrctdevedwtttoutcodr, Toacquitrdditionglprorycutiw
bulnn undcryEitcrc mnyf,nd itnpcqeryry to lowcrtbpprco in o*&rto obhfueE
rdfftioral indic*ious ofintcrcct It fu dlfficntt ifnot iryoEsftlc o quenfft fu mcG
mmion that mry heve b b0 nadq but f,ry rudilgtionin tho otredn8 i[icc is aao$
borno-bythe itsrrcr anq lhcrtforq anlnq.rqrc itr tho aoril ofcryinl

Focau*c of ftc ovordling trd surdd.bc likcly rtndGr s scvondry rrrh thGsp rlpul{ of
necc*ity, be an ircrcrfrc in lhs nrmbcr ofdiaryointed lnveatm in s nrrrold dssl Trho

fftStrofohrcnilhl 6:t0
F( 3, dilt) ItrZl
PTibFF 0Jm0
R+qnrsd 0J6[p



do ust rcsclvc ffip rllourcnt of*hnrcs thcil had hryod fw (m who rucdw ro Bhnfrlt
crhnf,Bosscr). This will bmomc r rcgptff ftptrrt of *rong ooryktcd IPO dentn if th
mren-day nrle iE &ped. Utrdcrqritcrq! m dnft,t, would bc ffitsitd for orruetdti4g
thu dcal brs, in rcfllity, ttn ooonomics ofthe wwn$y dday will rcqufut it

Inosgirc if rfolitrFs wtru prcncutcd fiom cciliqg rdditiffirl tickcm dildtrS ttl uttdt piu to
r f,igfiil but ruffimrm could ohtriu ti*Gtrrfids * my tiuc tritr b Am*arrl. $urh a
sJrstcn rnorrH cucourrgr rirtim b ovGthook pf,{B$u8fis gtm moFE thffi qcy crrrsffib'
do, knowing th* r ccrtrin pqtffitsgF of thcca {ilfhffifitr will "hql8t fr#plmr ftling
rhan lest we*. The rcsqlt would bc idcuticd ro ths dctay-r ftd sEuldbc isnodnordw
th Aircrrft Canicrpropoaaln The frrxt*ion arpcricncod by kavdcr urbo rro hpod
ftom ftcir rcrcrvcd ccm is cquivulcf,t b trF ftnfirtbq that irueffiswi[ ftd whcnlhqy
rre msbte b pailiciprfiF in cn IPO bFgsus of tho $ry+ffircd ovomdling;

d. Additiotrsl nreunncryHoryffirs Ddirmry Cost8

Th6 prfufing dalry aor{d bo cntil{y clininnfiod byd+litffiine nmlimiqrypqoAcsror n
r hrgn cfiflrgh udvcrsu ofpfrntiet ihvcrtonr st tcn4 rctftu dryr pritr h tb6 cctrt#
pdcing &r. Ilsc/arcfi,lhir *ruldbc quito dy, Iurt'mdmal invbmr mdmentail
i$r?storr couldhfivcthpercliminrygoryuu*r ddiwttd Ih sdffiity
ofrctcil inrruoton (pcrhrys re higb u E0?6 to 9096) rrnuH rcqdm phluiod dctiwry offto
proepcctra Tbe aoc ofphysicsl dcfivcry md vcdftrdon of thc dclivtry wodd bG
fiEindous, Offiqtty, inrp#neot bndrr cm hrw ggffiry proryooturrr itffired
ctostsoilicdly uling finqfffrrl Srius$ arch ra Bo*ns & frryary. AEffis tHr rcrvioc
could be ufgd to mnodails ddivcry of prdininry piloqpcffitcl ftE Ell inr$tttiffirt
inwrton and 20 % ofn0ril iwpffinB. Dclivury mil wifianfirsn of ddiv*1t b tb;
rcnairning rt*dt inrrysmn *.uulil bo quita sxpqdt.t. Ttrith no vcrincdqr it rpuld poct
aborfr f.l6 psr pc$hinry prospashu to fiail in bulk. Fon cmrnDlc, $alnmm $nilh
Brmoy (SS) curentty her rbout 5 mitliqn eurbmer sceEunb" $uppoet 2Ol{ ofttcec
cudomfie ts\le soccs to clcdonic prulininar-y proryoctr ivW. titg*mr, it vqu$
co6c ovcr $600,000 b ddiver pndinlnary Frospffitrcs ry nlnil b thcds Sf,B sceorffa
fhwsrm, lhtr wEuH mly rcnch SSB'r accoruilr. to gnrrmmo un ddry in1uhhs gt lry
inrfficnt fiffirCIuldhsvc to bG includcd in thc ded ffid ftcyycouH r+ bffcb
dclirm pnalhinary Frntpccfiuca to dt of thcir customcrr. Amuudbg m Epffidn
(Brnon'r, l99S), e l990NgSB Burvqil crtiunilcdth$fu,scrc-tc tbo$Sf BilSm
lndiyidrnl cqsity iflr,rstffi h thc I,LS, It muld cod appro*imrlcly $ d-5 uitrtion"b snil
prelininlry fcofpfffirsc* to tho 80?6 of tbffo rrtul iaw*on ufro aru rmrblc b rocctifg
bcm A.sriuit"dry, Thir ohrioruly muld ncnm occrr, bm ft docs illus&rfio fto qo#
rcqufud to Frsvlilt r dcky frm ooctming.

c- FtryerRrtrif HmB in &c S1mdiedo end gcfling fury



Intcrrrie.rvr with rcntcrrl rtgiomt firn{ ltffild I oonocrn that thG AircmS Cryricr
proposrls wqrlC rodrryc thciiparticipqtioo in public offiringr. It ir rywu4. froE fu
argumcut in 8ccilim d trnt the coct of &ing hrfrcrarwfth ltqil futtffifiE iB SDf,IS b bG
significsffty highrr und€r thc revcndey rula Ory rytlt ofthis highcr sodil ir lihnly b bc
thc rcfrrction h tbs nrnbcr ofruteil fimr inphdcd in fte undcrffiitinS FJndicrtrs f,nd
E€;firy Furyo, Ghrrtrilly, mrly s[ iq#idmnt tuncrffii flE ffitcl€dbymmy difrrffi
inrcmmtbttrhe thrrcfrru, addhs an In*in*ionsl tndcrcrificr b lhs ryldicm il
unlitcs to ircrEalc frc rclllns otroEt atlhtgh it mry 1tdnccfu unntrrnnh* rirk o,f
slmdic{nc Ecmbcf& Hmtryr, rtnail invffis ut utr$kdy n brvo r rdafu*b with
muttiplo tffi|rcrrgp firms ad thus, eddiryrttril fiffil b a girm *yudicsmry dA m tns
scl|ingcftrtfrrtbc dctl

A trot untyplaal qnuph migbt bc tbc ftthffidaF TtF irnrcr nny hrw e plnt in s $nsll
tom A regionsl trokcmgG fim nay hrw cliGoh in thrt smrtl towr- ufu will bc
imccmed in imu4ing h thc otriliugh Udf lhc ffirrodsy Frupecrt it is l*rr lilEcly ltat
th6fo rttril ud ruglffif,l fiilns wilt bo inchdcd rs rmdrri,torc or er Eldoft oftlF
sctlitrg tpup. lbc higblr cortr of dclivaing promfuy prospccfirffi b dl $tril
iffisffit ssvm' drvs rdffi to Dricing rcdtroil iba'inptntiw b add ra rnry ntail md
rggiffirl fiffi* Bnun wt cigpificryot Ery bc fro pcrE+pdon ftfi rogirul rud tmit fmr
wiU tcunablc b gurmilEc thlt dl IPq idvodffs wlll rcsGhtc eplifihtrI DrotpGcfill
rerrer drln prim m pdciltr$ Ttis linbility cotrld Airemlgc hilgF brsdffi imrurmmt
b{dl6 fiffi including 1tgioqf,t aud rctril firmc ln undeffirittng 3y$Eg!as ffid sdling
groupe An uninnqdcd contcqruncc of r$dn#ing b gS Isfs irftfficd iqrtrtom nst
lnfumnfi,on pritr to Urrrfr inve*qimt dccidoa iB lildy b bc thc qqryl# dftnindim of
sruh iffrtctonu ftry puticipttion h SfroE dorh,

RcdilEhS rEtril and rcgional brok*rrge ffng'nqfdf.foufion in IFQ! qay almrcduec trs
anaty* covuagF md tro numbcr ofmrrlffi.mlkers in th Soc|n A br-ofrtrf,gr firil is
morc likely to nstcc r martct in r stock and arsign sttecansh effilqrut E corcr a ntodq if
tbgt firu iu ifclrdiqs in iC uDdEn*'titiq& hFludiq8 thcEc firms fiun lhc udnffiitiE8il
witl rcdum rud(ct liquidity and thc inforu$ion flow fu *eotty tho istrlirs cfific
maddparticipeqn mayhrw tln gcstsctlped frrrrch infrlprtion This will hffi
igsrril md invcstorg alih"

f l.lsgFfiiyG SiEnst ofRetsil Distrfutioil

DoEuuing prolininsryprypoqt$cs to cmsssfum nmberof iwestoil am dininnfie ths
pncngdclf,y. Hourorurrthirrcquimriscludinsffinyim'cdufin$fiffi$itrtherylndipute
m eGnhg Erurry and tho dttivery ofproryg4uttc to mrny rttail invcfitf,r * n
Gffircfdfinnry co* fnis p*au"* sn ad/Hr$c-rGtn#fail prebhm. IfrmdforvriEr ut
bGffiEr informed ebou the issucresdthcpilrgryeat Sr rnoffFdng than iqrusbrn" thls
F6dh{3oltprelininuyprcepectusee to armrll rtdiflrcS,an onlyinodutionfll inrcmgr
tbst 6 uivc PO buywe) sf,Slste trd ef, dcsl fo lih*y m !o caeily sokl ltoumrs,rif'n
retail invcrtor rccpivcc s preliurinry prosecstuq, thd itsclf nny bc nnegEtftro eig[al



EiEEc scf,dinfi out co mmymdhcr-ring ir cosily, rnd tt idtcatcs tharmdifuif,rtf Ef,PGct
frc dpsl witt bc diffirult to fGlt lloldins nnril undart'dHe in &s sytdlca$E Ef,ftEs
doels morp tnstty fnrt*o rcrsons* tha ligbof €ffitr ofdclivuiugprutig*nry
p1prp.tfitt* -i tt *gilti* +lgn.t courqp-{ b thc mfilst' ercduains e lw-u oftting
ptice ftrthi thrrce

E.FdtodOfting

ThF pncing ddry rnny hrw fto uniuroqdfl ofcureing'Eilod oftri4gr"
nodtr" tu tml U n* gitrrttigs, otrcrinf,t Ery bc comphtoily wilhdre*u. -Ttir will
tuce lfog iff,Icrbf,Glt b 1rritrlh firtrcl3g IoNEsd tr itr cartriqdU**imt-erupk$ty

ec viaUitityoftt" imcdr finmdrl dmdion (aco Uraan .l9f8, frr ffitd
G,yidcocc olr hrtdeiBc inForodon frild lpo irmmn)- Awifrdtffi oftring nry rko
hffi thc rtpuufion of th; fossr, rdversly s&cting uy fufillo offilingr (Gtfidty' I99fi1'
nffrlr (lgdq mec that of tbp ?3 milfid h€dffir$- otrnine! bcf,Htg!il l9nl'/ # l9EA
rrtry ftrv ovcr rtfirncd b mrlkct

Iftrr nd366 rlretus edng tbc dchy (uftioh il on$ sligltly lcss litnU @ lfuFrrdlEt
ftllngtcnlng), mo .,igil r-F* lhrt&c lff,lnf 3i1ryly sclls frc itgs C r bru pdca
ttoiot 

"ml'nt 
pnoblcmr wrrh rhet uerncm' Fitst' frF isffiErni#e fu *vuitu of

tEasgg, tc cmsfirincd to e hww limit pticgbdov qthich.ftc ismr fu ffiililtfog b soll
S.*r4 th6 &ll ingioccouHbo a cigncl b tdsfrrrn-ol inwfir.f turomolhingi*
wrmg 

-Dcmmil 
frgfot d.pty disn1rpgfi. TbE cffid otc*vstifl lhnt lh; IFO Ef,ftd iB

oftcnacbeof stgstEtt trtt vifilting thc pqotilE6 rg siryly one of r fumrur DEiFs il
innpounfiaBrrytn.mightEotbog'Elhbhrtgnyrnod+nficly|o*urpnln'fta.intEt*tng
qge3tion hlrc ir wtet dpificf,Dcc cm pu enref b s ftilf,d offrine? ltilrybn' h rumo
r*-", it should hevc ftitod- But' findry€ntelty' ifhrytr md edlcrwus,wiiling b
qg rn t,BtvBenartifisislqm"infrqilin8dcley,thrtnrggertnEsrlmtftiltrrG. Allcodsof
poscibiHticr am ocolr druing trs dclny. Abcilq F.l P"y oTtt 1hllg ftr reffi6 ofSG

iooAcamw bqyrea $mc mry dr-op ot* bmmrtc gry-y to* mmry m tmc o&c
hde66il" ${rtrG ilsy ju4 wmt b ect ffiil hry * siuihr lccrsity lhnt cm bo pumhrrcd
wirhout dclry, Nons of.tcru rxenptse EEgS0sh ttnt tbF infrrnrdm Ffofid &ri4g dqtey
*s iutm"ilm ftet rf,catcd nclnthruV m lhc ifilfir ff, ind;Ed,,,'in Sf ury nhsnpd
ruy poapcctivc bqrr'r vicry of the ooaprqy- Mtyts roua of trm $0d thu in$rnatitn
pwiH"

Evidffic ent dcl*yr ftgy,bad to mop friled qfuiutp co'F63 fr'om lt'frItrt-otr g$ F"**h
(tgBB), who hot rt udftdmm $rrgncC qqdry otuinp bctn'etn 1974_tril 1983' th;-y
ioO tirt tf" nGdiffi lcuglh of tirnq fru,4 r@! ffifiilmcilGrt h frldng ftr fffiPhfid
otrclhun suhs rhto fisG pcdod qts 13 darn rho qFfim tfage $q*" qgn ..
snnormprmffito withdrnwrt offtE offfingtlrr 26 d$'r. Althoq$lhoddlyt didtr't
ncccssf,firycailsc lho*o tcermoiloffiringr to bcudffirlmm' ft is l+dylbodc*le Wtru
pultc6 bocurao of difficuty gtfiitrg indicafionr of intcffiut s e pwtein miairun pica

{0



Hisirrg dctnyr caurod by ths nc{v AfuGilrft Crnicr p$posrl will carcc wu ecdfiorod
dcllr to bc abrndoncat htt'ruc of chmsgr is Sc rnfl*Gt lctdin$ tS b frE ptein*

An intc$utiag quG#on ariscs as to sfrich fulE nru likdy t0 fril It ecfffi ltqrfif,hfr to
supposc tC rufcd dsf,le undlr tbc A,ircmft Carricr Ffwoslt EG Bo* likply b bc lhoe;
A6gb tngfi, usdcr ctErilt rcguhtion+ srE p*foEil bqlow th'' rugn c ncr tro boffi of tbc
t15g3. Thcsc, prceunabtn rrtths hnrdcd dEdE to f,d donl, Arc thnrodcdtwncrc frr
iuvc#ors rh'n dcah prioGd rt frG hiEh Gnd oflhc trising raryE? Ths nsmr mr b bo
16. Ilrntcy (1993) looterl at thc long-run pcrftrefiac of IPOc xmrbal bqffircm 1983
sqd f98?. Shs rcgrcwad tc,o.),Gs ttfirr[s rftil tto IPO m frt PtrttshgF r,htqgc fistr
thc uidpoint of tho pelininary rsngp to fu oftring ppa ShG fuud iho sloec
GoGfficifit in fto rcgrGtsion to bo stilistibstty inttigrtfiFrtr fitmzcrc. tthllufttt$
otrlringF st thcbotbm of$e raqgpwbdow tho fingputill m erttil1gq proerco frF
ams rtfim rr ofroriugr priccd at th hp of thc nnga \llbrt thin mcmp tt +* 94t
frr$ frm sn inwsor sttnfroin[ aqp ju* nr gpod rs the avcrrgp initirl prfilic ofttdn$
6et cmcr to rudfi* will bc from offirof ftc unrlc4rlaeo by ftc iryodtim offts
scvcildryrub.

h" Co€e InfsBGd m trrcshcr md Sndkrlrqlgn

ThF colftl of rho dclelt prropoeod on th IFO prwecr will ftll Airfmeottionilrly l4log
weakcr eld ffidlGr isf,iGfiB trf,t b*vc lces rpacrs h altqn*iw lotltcl ofcrpitet LqryB'
wcll-Iuoun cory ffiR are uuch mord*dil b bs eblo b navbnn themin#stdc oJtbc
procG&ualdcl fis.Ttodcleyrcrplri€rodbym*llcrrdadvd.yunlmpvrniofltrrrcould
;srtsc cffio offtFile ofuing! to bc donc m rbcs*ffirtr bgdg. Riffi (1$A ugrGs tlr|t
ftr IPOa, coupc*ics ufuccvchrc is IGNB tmccrtEil tg mmo Hkely b qsnfein fim
ammitncnt t1pdffrriffi offsingp uftih goryanicr' TctoFG trthp lr mrc tluccrtrin art
norc likcly to do botf.affortc undcffirf$il oftningf. Rithi findt ftit bc*t'Gffitrtl
ofuingt alu mgrc qostly, drre to tdfftriciqp Dr[i4E thc pT"d Wn-l98ltho b'ttl
itlrtot and indircct oostc ftr bcst cftilfi otrtri48p wel 32fit ttftil.o thp rvemsF totrt Eosh
ftr firu coumitmcnt IPOc was 21% T-tF AitrFmso fu hrgply drc n lndcrnricin* Ons
cauc; frr thf,B diffe$oqpe tr rfributablc b t[o ffitllfi FifiG of the bost FffirE o-ftriagilt
Howc-vGr, cvcnr affunting for sisA tho bc1g cfr'rtr ofuingn wurc mf,t costly. Fot'
ffaqls, offnin$ rangia$ toe $4pillion to $6 nillhn rryqro qndcredpod-by 27% m a
bdt4ftrtr bads lDd ffily rdsilFfiiEcd !y 13?6 if cmccnrtd u a firn cromiUmt
offirinel Thc dclayt iryoscd by thc Airtngfr Caryltr will ruco*erily ctEq P!ry
rto"attinty in thc ciortfit ralue of ths firu kfqg bffight to mf,ffi sincc irt will bG hfl#
to obtein innicetio+ of intgto* in c Smdy ftqhiffi. Ttfu ilnrffiEt in wstrinty
rrgF$disg thp "tnrcl vnluc of fro firm iroers* thc lilmlfrood fr"+ git F* ir fuod m
ao a Uc*+mrtl oftin6 nftich ia clcarly umt costhf. Frm r Pohs-y Fffidpolnt' it
wurld scsm undcsinblc to inPoso nrch eoctr m firnr ft*t haw'fturuqalftmntivc sourtGs
ofcryitrl"
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3. Serro'neil Eqrt$ O&dnp

Thc AirrcnlftCrrrirprqoerh dso inpore coffi on Ec$oncdGqrdty insprr nquirodb
ugc Form A. Itrstcqd of e *crrcadey ddf,y, trF pnsins of su{h issucl Bud wsit l|nro dryt
ft'om frE tifrF tll foi,Grbrt itr frG dcal hsw rFdv€d I prtlininary p[orFocfrrl. Smrmsd-
lsqtfitr rru in rvcry diffrffint sitrrtionlhn ilq&$ ffiiflgb thcffiartot frr eE fiffi
dfia f,ds is nridydrrp b SG tuilt+t ansHrlrtrdy Gilifis ftr tbp ffirity bcitrg
oftred. Thc n'i" pichg difficulty in Grqcufu m nil stcms ftffi thc ftst trt tfcrr ln
no medct fw&c rcauiticc end ftcrp irahtofrnccrtrinty AgildiqgftGt'rur'trica
Tho cnffiGrtprosors ufdto buiH ebook hhn unAcrwrigs d irsffi grfu
inftffidm m yfrrttbo affirGctpricg shld hr. $titt scesoucil otrgiagp amrdct pim
frr thc stoc* Gti!tr ed tro rcaatim h oftringt ud pmbltrilB in fefri-q$ oftfiingr dffio
bes ffit to do wilL nc,gltivE GliFrnl. snot b ec nstkct conccmiqF thG Wtivilim ftr frc
e$fgoftrin&

Arnouncamto of ccrrfficd o$dty oftriner tjtpicsry caurc thp giac offrc fua#s
Btoclr to gp doxm. Mrtm ild Mdtttf (19S4) {rE$6d lhil €qch Fiq" eafirilf .lp crurd
W asymcfriehnmdon, uttcrc itstfir* gr bcttcinfrrmcd abors tho fitry-ofrof,Giilf
fu thc comprry thnr iwlsbr3. A mc* omfing dEF.t" b ia1tpthE $tr1rn-l-g.Errffi
bcliEvcs thc iseuds EtoE& iE ottsrqlupd; ThE ffickFEIEc filh brirctrm to thir dErlt

Ettcnfing fro qanmctic innnimnon stpruruH urd rbow ftrIPO[, wt rrglro rh* frc
dcJ*yr iryomd ontho boohbultding prEGcBf, sd ding prtlfof,trtrypmspGchru b
Hfidl invE#ffi np boft nqntiw fisnnh b unfufrmod invechnr" T-hfu dsEnh thd ec
Eb*fu bcf,qg ermdbyinfrnncdinvrffir sdir, tlt'uftrr, nnu lihdytobc
offirrlnsl thir uAntivt d8l'nl ir likoly to fiffitr dGprcrs thc rftoc&pricg bfyffid u6d
occurrud on thc f,mounsgmcnt drlc-irymiffi a wd m istucrlr.

An hdicedffi of es ma*nitdc of r uegrliw riln*t ls rcDortcd in ths tfirhhon md
Psttth (1988) ctttdy ofwifrdmun seemud Gqrdfy otrcritgf. ThE eatrorr ftund oftdqgt
ur witHrewrr aftGr 25 dalr on EvcrlgGl {ftih tbo omptad offiliaEr hlFE ody 13 drys
nntil tlocy aru fiGcd. Ihnf fud thf,t sodin ofwithdr$iltr oftingn PrueEG abmomet
tvGrrEE rEfrEtrr of - 4.10 % bctxrtcn.lhglnffirrffiffi &b sf,d th6 drta of fuF
witbdrewrl rtc moah of cqqek*sd oftriry nmarcc ebnmal anorrgq rceuur of
O70% bctrrrusn fu ummpmn# dete d tto trid4g drb.

h rdditim to ths sisrrling come imnrrd by roeronod iugrrrsr theru sr rcrl mttr
auociencd wi& ths lftslyhighcrinsidcf,Fr of frilod dcelr (alfrough ft#so cosilfi crunotbc
ee*ntme} rbc rGdiising corh diserusadrhsso &rlPos will alro pGrqiq bupceryr
b e lsffi crdd, bccsufic tho dday ic *orbr rnd e mer|lm pricc ftr rho *srlg llirtrea V
cftrbli*Gd. HowunEr, ths put option f,EunFEt no lonscr f,eplitr bre$rsF thcruir r
nrddPdog ftrtho shclr trat will d s frG finrt oftriES prioF rqd thu+ ec iitnEr
ir flot gndiug hwsots e fiec cell opt'rm. thil tbcor;fical hcdgF h frireouH wou$
cousist of e Ehoft frrwad coofircL

42



4.$heEl}cbtIssuen

ogryqriec thrt ounntty igsrc d$t Budts Rule 4tf will m lnugtr hf,v,tr thoimdirsy of
f,occssixtg te dcbt nqlrch nndff &u SEC Aft,cnft Csdc(ptropoilnt ttoprqood will
cilrEG &lr1n h th otr*ing!. Th legth of dslry uilt'n$r bi whdnr frG ftM ir
distlc ftr Fom A or Fuu B. t nry fimr cligiblt Sr Ftrn B will stncriro r dclsy
frat could lest bctwm r ftrr howc frEinSlhn dry to ovcmig$, Fom A digbh irsul
eru mallsr firns tbrt don't urocfi thc ruqdrumcnta tq fuqE u& Forn B, ltntt iffilMF
non'ltesffiEd iif,rcre thA currcotly um Fmr $t ed S-2. Howgtm, Fqn A iffitcrs
ello includc frdB wie r prrblic f,oat of$Tl$ Eil$m c wt hn lelc ttm SfO dlfim'
md with sil nvGragc LJft deily tufing whmc lon thffi Sl milHm. Such fimr uu
cnumrflyclifiblcb rucForu $3 edftu*futretim frrtrdrdfbtoftingn TTESBC hrr
cetinmod thrt l,{47 firms will bc rftptod Grgn 267 ofthc Afucrnft fuis} Frrthc, fu
SEC ffifi6$ (m prgn 271) thrt ir I99E t8? firmi did rhdfhksdoumr tb$ wmH ffi bo
rllocrud o urc Fqn B, Using ftG sffic ftfs es fu SEq but cilsludfoS dorcd{d
mrrfirgl fiDd8, rtF G8tiffito thnt mt ltrn 1,200 ahelf-olidUto firns h 1997 suuH qrrE*
bcru rdcgnbd b Fort A uudtr lhp SEC'I $uposed chffiSsF Sh ofthsre firur dld a
tohl of S t J billion of trslf d# drrndmtry tuiry lWI, Fq mno owsdcr trr*c
corrH bc rupqhinty wfrcilher tb isruEr will bG rFqn A or Form B iFnH. A csryry
nsy EmF b mnlmt with m otr*iag locliovins tt ie eFm B irsrr, but if it fu mlbo
crrry b€tflcEn Fonn .4. snd Fonn B r mrll dscrcrrc in ib ftsk FicG or firdhg rphffic
could EdcEFtE it b ucing Fffi A. For cnryle if sockpiocc no\tud ry c doun 1096,
thc liril of 1,i00 firmr unuH grow or *link W rbors 4?t, u ebqil 50 corydaa

Ths Africrgfr ft*risr wouH silstr SB is&rcr b drttrmiru trG ftro of rffidivrnp* dfu
rcgisturtion Elitr$ Unqnstiwab$, r[owiqg Ss irrur o Focccilrrifhs r Gfficut
pcdd ir frwrahlc h frG costn ofircmco,Ihfsrtuilntsly, thn wrtulmrnr ftlodry ddsy
comperud to the c'uffitr opportnity to isnn r4oadknf,d isposse s smeidcrablo
pcurlfir. One rueult may bc to frrts ru$ ifisnnrs inm Aoing t44A tr-itrtrF phoclncme
(witboril ryiehstion righb) et r hightr cast of 5 - f0 bilrds poim. ttc rmivercc of l4&l
and nou-l4',{A pttt'sto Flsa€Ecnt imrushrg is sffif,tlcr Snq trc buytrl oftttiffi d;ba
ThcrEfrsB as mffie isflGrr nrlrc uo o{thc Fivslo ffi14, thcfc !trcds FuIA widm
amtidenn$. Sffic of trG$G snsllEr isf,r{tf mny hrw rcceer to tro etro mf,lEet, hrt rs a
gencral rulc thic nr*rf ir rcactsiblc to ls8nr wpllfun

Fsn B issnffi witt bo flbjagt b tho ddey ofpFpsritrE tcrm &c$ffi ud dtlivwing thcm
b rlt invcstonr priu to frGir m*iug iffuilm€t dcnfuios, ffid frG &lay of Brpuing rad
filhg Fum B rith frE $EG lhic prmcrr pflrH delelr an otrcring fiffi rs nrrch ar r &ry
houn b ovunigilt ABE F,.* fttr dde;'nay tcrd mmycorymie b irtnm in fto priranc
Ef,dd et m edditio,nsl cod of 5-10 banir poinh, ffirr, it could very likoly arurc
hrgfiwcnJilownnmce to icarc C*t Unlmea

Fqu A anil Fonn E ittrrcrr oontd sctkb @F u lsck in m inficsu$,rrF b rwid tua-ry
thc rl* ofwutdngi Dtbt iF dilfcrtilt frFn Gquity fiom r hodging pcrrycdiru, Buying a



thruo"day prt gption docg mt tock in sG itrftHrts nfic sgt wr issncr wouH hrrcob&incd .
prior to I ttrco-A"V doley. Intrce{ thc irnrcr would bGtrcfit if intsr€d relEs drotascd
ovcrnc thro.e-deypcriod fincc froy could obtdn r low coupoqnteon tho bqnd
offiniug un qputdr&w trcoftim b cgrpi* rcorthlG6s. NevgfthdtrT n/6 hrtp
*t*1gtrd flic tkrodty coet of e prt oflim on a tcd'"ycqr TrGarury lFfio to bG rbot$ 32
brrir poinf W ftmt, urnich it sbo$ 5 bsrd8 pofiuss pcr Emrm ovcr tbo li$ of r tilFyS
mta 

-rm 
cost rmnnor no trrnsf,stlm aostB, mdurcs th ancragFvuldtity wcrh; part

hil l,Hf,a. trqslpditrg frEststioncoetr wuuld iffi€sfc frc sott ftrtrfi. Thc+erwinrta
oo* of r onc-dry e,rt "eU,m 

on n tcunls thcantry mE fu t9 bisis poinU' sicfi
agorffi b rbotit 3 bufu poinnc p+r rnnun onm tho lifo of tbe trffi. ASnb
m tgnrrdiotr cogfr' snd ;Epr ftE ancfiagp wtdility ovcr so pa*' tcn ygrs' #d lnstudsg
ftffadim ooetgwottld incrsrre fu ms$ firftfr.

A bcttcf hcdgF|' fto|n &G ehndpoint of hceirg h tb iffieat refic et fu bcgiffii4g o,f ttE

*o * flo"Jd"y dplry, GonHUe acaoryti*ol 6y oatlinE IJs trowruic* fuwnd. Tlds iN
rcgsffiry nacd *Fr€qdhby ibsucrr fut wi* b loC( ln thc urrrcrf llormry nS over &
-.rrrl" p*fi'd of Uni unit niy i*nnc thHr t@dt Tfto + of &u hodSc fu S0 Sttd*d
E*r4-rrtrirh wonq incmraa trc inmfr coffi of fimdiry by at moct a coryla ofberir
p"iffi,- Ilw,Er'ct'r this 4cscly tdcl'|-r ry "{4"s 

qrl{r-tP but lcrsB tu fit
beoool n pormpntr Utc rymrd o Ttcenricn' Thh tiEk ts nm incignifiGffit
ftlatu*ty memtirmimftrftodnrhgoflhc&lt ofting iE thrtttc dpmtrd ftf
*tpor*" f,*nr hrr cuusGd e ndrruwiug ofthc irmude sprcad b Truanrio* Ttf isntEt
*,itr EGG& to hcdgp Sfu rirt iil fu gtdt dsirnfiiv-rr nsrkgt ft vluuH bG iryoedlbla to
perftc*ty hrrtg3 rwffitp in fts imret'a wn cffifit erct4 h* it aouH sffiP closo W-*"ttr"g 

i tr*tuU 
"ott 

n t on tht sgtad m Ttamfict m a aompsably rettd bmil or
inAar-oftmae ftmrCtcdty, h lrnurcould do Siu, hS thfirE ie mt Gssufih lif,tddity in
thp mr*d to aoconnodatc issi1cile Agflin, tbnotEticstly, ihs coet ofthiE HgB ts tha bid'
rslod ryraad. na$rd[fus, ScrG hodging cosffi nffi innrtm€ffiI b thoac imEllail ttEdEr
todsy'rnlol.

An crubffihcdfptlmBdtirymffud+s ftrqtrd (d dcohsying cnou$li+ddty to
rcnretly bo t*cs*tq is b coffi inh m futru* retc ccflP frr a tatm th$ Gqtlf,ls fto
Bnfiriif of bp AArfica UnA otuing uthrc e! imrq pqp * fttcd reb md rtcnilw
IBO$. Onss 6c onadry s dq!+dry ddry Gnft qd frs bffid oft*irg ocsrr' Se
nry ir rsy5ffio4 wi6 frolssrcr pryrtrg tJB0e d ruedviag r fixod rlla 1I0 fixod rtE
pryum * $s rump witl chr4gc ar Tlcarutig ahTgc aod dno morc wifr mry 44dl
b fn esnric* ThEh' gg fu alosebntrctp-Gr,1oEt $nn'p reffif,ds do bud b uov*in
hdf@ wilh sererdl ofnoet Umd+ br$ 6F gplap rytad Will mt bc prftety aurCsffid
with thp *ofii rynuC of thp if,gnof,. nowsrm, tir bllgn comce chqer thrm tho prue'hrna
of e Tpenrry prs oFfiS or thn forward srlc ofTFrnnica Ttc coot oflhis hCgc i8 tho

' 
bid-sdtrd ryGNd in fotat* nfiE frqtnnl Tvhhhif rbors S barir poinn ptr trilrn'
thcrcnre ito so* of$r +lrywill be an imurre in tbebonpwiug co#r of aboril 5 bsdl
points fu tho tsfl$r. Tttfis wotrtil bc ffilo fu,cilbilr r om'dry or thr-w'day ddry.



An altcmativs approanh to f,nslyzirg trs dmfog coutr iE lo tttlm'ts 6c oo$r of loci4g thg
oppomndtyto timc thcmr*Et "It coulilbGn'gtsd th*comnurlsq ssumblc totinc
tictr ifrE rsffi of debt Eo sr b Es\rc mnc1l. IfdGbt isntcrr arc urUb to timc tbe mrrl#
b s&r rdrnntrgn ofattadivc int!rcd rsfiGi' thm dalny iryosar m aos (tro arymont ir
fut 50?6 of &s tfurp lbc rrtc iF hiibcr ud $09$ of frG fiffi lhp r# ir loffir' rrd ftF
expcctcd coet ofwutting ir zao). Itrmrug- s Sdy by lhdryHrgn ad Kffi (19t9)
silEEgstr &Ero is eomo rbiHty of firmr b duo lhe mf,l4 rud raw m ftsir impm*
GilpGoEa ftc Eutrorl lnok * d$t instlance ening e0 pdtiod fronUry l98e thutf,b
Jrrc l9B*, TvtGn thcrc wuru ncerly gqtul momfi of chclf rod nondsffid# irruad. To
svaturfiE an isrucdl Sitity b'tiNrf ib ir*uffi of imcrmcdifcttre d*q lhp aulhtrr
lookod at frE rfirtr from holditrg frF lrhm lnumcdirm-Tcm Bd IrdGfi frr lhc
F@d inrncOisEly bcfr,rc aud imdfutdy iStr tb drfiF oftho oftiqg; Apqsifiw
rtturn pnior b tho ismreuao idicrbd nrpcdm titr*q$ abitiff on lhe ptt ofru funry. Fo6
imcdiaro*m bouds, shdf isdr;rs wongnC r rtati*icelly $gnifisffi revlrgf, of E
brdr pointe frG tbnir tfr--lng rbility ottrt so dty" Ttlto f,a up ftud fiStirf,t - SE
B{yingr suordzod ovrr tho lift of tbo bmd wt{d bG snttctll bcry eqi+ ptr fimm.
Orrur &nar rhys tbo rryfunt e*vingn eus to 21, basie pgintt ampnrcd b m'*elf
ilsucrt Forloug-tcrmserr.'dtr$ilifrlfrttfssturtrclccs offiFdlilewithlMfisarlrt
sc!fog lcss thp 1 b$if poir orrcr onc d*y. fu raviqEE ovrrlbruo deyt bgftro isnuept
uros 14 badr poinb (ryin, if ftcse morffi wflc ffiiiroil wa tts Sft offtc bmd frG
pGr e!iltn csviqsr would bc lcrr ttnn abasis @t) frr long'tErn d#t isirffi ud[g
shslw. fhe oondruioo fiom thdr ppr iE lhrt thst ero oortr of ddqtfug r bmd
lEilf,cc one stbrue deyr duc h isfu$f' sbiltticr b dno iffi ratcs. Ttir oostvqls
with lhc lcng& of ths A"Uy, br* it can bo rry b ccv*al bseir poitrB p* trulm. thir
mrdy conccmr itnctf wift issucrs' abiliticc to tlnc Tbosntry rttE+ It in noru liklly tr*
issl*t wouH hiw msr mffi fiFhS dlbt irnrm uftln Ercdit flrEsdt b ftslrruir+
rrc rctdivcly tiehfr. Thir mdy didn't M frr efu sility, rDd rhils rrub$ty ffiMH
tbc aodc to itcucilrg of losiqg lhc f,csibility h it!ilo ffit offRulo al5 &shrur. Tbnmfnru,
rdding rhic rdditiotrnl cort of tbo dehy is likGll'b ifcrearc tho lotnt b 5 * t0 basfu poinne'
or rbout ths mmo ar the additionll co* of a pdwtt ofi*ing u tho co$ of hedgiPgi

5, hlledlum-TermNo*l

ThF iryoct of tho Aii.EE ft Cor-riGf pffipofak m Mcdium-Tcrm Nsto (-ffi-${) prog5ml is
diccusged cbcmrhcrc in thir rEporl Abriefdissusohn oftbs c0o6 inpoosd onlt'l1N
iccuc$ fotlfflr A frn crry€iltly etrigiblo b isruc offitr ftrlg 415 ehplf Ff,il {m fitt a
p[ogpccfts snplcrncot for m Mlt{!il9gEe *ieiu trG trGlf, MItIs trc itsrod
coatlnuorely, ecri)8s thc yield cunq,aqd in 16nllcr d!!s thnn ir $4icnl h m
nndcrwrissrdrbto&ring, CssrBimi-hrto*pscdirrnsscrtabuwfrrrpdcrrnittrnrhdf
olftring! alm rpply b Mfi*g, Itroryvsvsr, thrm fu tho {ddd ri* th*'tro Ainraft Canicr

e"goort rry 
"iio 

m+ b cceecbtrquc of tlrc dclayr iopostd in thc proccn

Wo hnve idcofificd tm firm! s'ith Ml}fFqglns G@llfihcd in lt9? frtt uffittd bG
requircdtofileaFormAundsthcAimil{SCurier. FomrBissucrswitlboauhjGcttothc



ssmc dchys impoeed onundsr,rrittcn &bt issffiE-trc time inrdwd grfiing tho
eccountmt'E conscnt' prcpringffid fil1pgrForu Bwith thcSEC, adpparingfld
dclirrGrins bffi Bhcits to all invErtom Thctc is c!rury rcsgon u hclictfc thnt dnlayt could
cxcood r firtl 2d-hour pcriod, Itf,fNr cri* largdy bcceusc of thc fumcdircV of tho
hmrratiohl. Ivfff isnlcil nt tsrdns trnt fihe littrrlly sccffids t pcrfurd'

Fw:rrylg supposc minstiMonf,l firilt-intrmgiffccffiig hofiingto httcfif $?0
mitlim in AUA+ rrtd 3-yeet notes. Thc invedm fu htlnesstl in hlyiDg en ABC Cory.
MfN, crhich is bcing oftrcd nt 75 bscis poinn (#rt of r pcrccd) ow thc frrco-yct
Trcenny. Ihu invodmatb$lnlr hlkr to thc invcshr rqd isslw rnd rtads fuSe0
million ofthrcc.ycq MINI ir crmrnd" A[ thia iB dom orrr th phonc rnd iE crtcofirtty
"tdodim,l

Thc ffidc nry osl rdre plec! ifit if, dclsycd ftr hpurr c a ftll dry. Thc inrle*tcmy
choodo to nehp a eccondnry nrdc in ru cxistins 5rrs-l,Gtr no& of mothm cffigqy
iffilFrd ofbmring thc ri* ofttrving fto sfrfu moyG trpEy. thc rctiyity in frG Lfnil
meld ie pmbably tbc urtet$ins crrrylc of r modcm aqy tme-Airyy Esr*of . ThG
kfnl mdd fu a vcry Gffiddt Enlrcf, tbd uh pllcc bc*urcctr itrftsncd bupm md
sallcre

ftonomnt, lbcrr is * chmt thnt tht regulttwyiutrmtd dsteyr Gould cffiilc fto l{:t}I
mxld b dirrypcrr. IdEinB tbo lvflll H# woilld iqos? r htudilr aoct on isarcrt
rd tbG capfital ffirklfit h 199t, 43 % oftotal d$fsfthlp vuu lvflt{* ThGir
popuhdty clcerly itrdicatcs trerc nubdu rremtprlffinatiwmEffis fuiffiuing@
Crrbhc (1993) notcr thrfi mnny lvffi{ isarylbdiqm lhprs uc f,rbstralhl frwitrgr fion
irnringlrf,tNa

$rrypoac r cffiprny wi*cc b niss $100 rnifliffi of ?-ytu drbt orm thc mxi ycm.
AEflrn€ thcrc arc tuo investors thst frt cech idficstod h brryirff S50 millbn of ftccs
notcq, md lhcf,r rwsrsrtion pnccs, ln yield&-mmdty, qu S,90?6 rd 7!6. If tbc
aonpatrycfroogcs to do anundrrryrittcnoffiring ftrtho fttll anorm, ilffirtdtslsoryidd
of 1%to Edl thc cntirc irrua Albrtr4fiv{ft ifthe qoqnprry pomd e nna- of 6.,9O?6 s tB
IvffN Ehdf, it could gst S50 Eitlio$ dooc st 6-90?4 d thffi corm bEfilE to Efflet'httr to
gdfrc F -rininrg S5{t milliq sold. tter}'fftilBrogfin rlhrw &a isrofir b silE usnc[r
bypnceeincdnfuiliqg

ArptbprbcuofiJforisfiEirtmted byCrfbbqisfu Nbility ofismnru m diversirybyirnring
Fmnltcricnrcc at diffrFiat tinos &d dlvrffiiqfog mr orsily f,rngc frE yldd rurva;, A
riek '*rrcuc irrrrcr cen ifsuc srylt smomfiE offfit oech qrcck ovcr r nunbrr ofrrcdn aid
swid tho rirh ofbffiowing all ib moncy drgiqg r,ftfufr intr$Ed nd urtGe. Ir sddidnq
forrulntivclyEmgll'innrcrr, rn undcnwrittinofttrgwitl tcscgrrrflly liEit itBd*t
ismffiFc h a dagilo mrfrEity, iimdng mF ri* ftEcd by thc aoW whsn it oomcf
timc o pey offm rcfinmc thc pincipd fltrtrmt rt maffi" Illrring ffir|lff emmb of
MINg at dificffint msfirritiss can mitigptc fti$rirlc

{f



An importrnt brdcfit frrbonovrcra rugilluty cittd by nulct pftticinffi ir &nt
oqmpruict with I{ftI progrf,rus src bGmcr f,blc b jud*p the dGmrod frr thpir d$t
sectuiticn, which couldpruwhclpful c,hio it cffiGr tinc b ds elugtrudfiqdf,lEil dGbt
oftrhg;

Invemrr bcocfit u wdl from the crisffic of tb MIt{ rurftEt lrtuy ltf!{ imlcr qt r
result of rgr,srd la4rrfry, which ocenr rvh sn i[v€ffior omf;scts rn MIt{ irqlr urfth ftc
tErmg of r ssnuity it b soddng b purr*{ra Acwtdi4t b Chebbc, * Thir rtryomirrtnonr
of &s IIITN ndtA to ftc nccdfi of invortom ir mp ofth nom iuportm fifrn eivins
thc Srffirlh eud rmcptruo of thc mcdd.' Ttp coct oftho propocod dnlnyr cmld iffiluda
frrqsofuE fill eE bcndfi ofttrp ]ffi{ Esf,dt Evcu iftho MfN rulhct mrnagnd m
survivc in a dinininhcd frrn, at lerrt r ffiion of tbcrc bcncfitr wouH bc lod snd thc
costs dntdtd ftr mdGrffiifiiu dcbtofutng wqrld c,lso ipty to fris Exltrt

othcrt'trt'I tsndcs so swrP ftiYco- Atr furulrnD' flirh b sdl e f,xcd'fisoldTt{ sd
GrGcufiB m intcrr* ren rwip to crEito f,o"tilgrf,fi; futrle Ths yieldrrrnru cr€dft
Bercrds m ftc roH and thc rurp ryFcdsnffi atl bo in ryna frr dfu firdp b utodg md
ftiB tlpicolly fficun only ovor a nfficr oJmirnrtal (md nrro fu a fi{l dry} Asy ddry
will dininrp tk mrap *iwa oftiugr of Mmh, 1nd ft6runrs, rueffi &F itn$tl'
oppqrnnidGr ftr ohiniue irffipco$'B fnffing;

In rdditim' wp cm anrtylc tho mct ofd@ing ths fffN ofruing tsi'g &E
efrffiumtiorGd hFdEinS aryrncofr dlrcurrcd in $ocilion 4 on ShclfDcftfi Isntst ThF
coat of tntcting s infiErc$ nmp (paying fixail nd rccnfiViry f,oqth$ d pvrindinE So
su1qr ffiE thc }tTt{is roH cqrralr rborrt S bfidr poiffipramtm" Almtdvclyr ilsar
ueyrnrryt b ciur/diffi ftE rmsllxnirnbtffNm*li, uftichtouldiryosc cqafiof
tt lc{$ l0 bssitpohb Flcr ftsrtill

fi. gunmry ofTlulngGod

$re [rrc dcmmifi$cdfrrt tbp dcleyr cru*ortby ths AircmftCaricr will inpoco
eiEnifiEsrtaqgtsouftsnydihtsdcquitltis$rcrs. IhGg'FtffftcostrwillbGinnooodffi
IFO igqucrq shelfdsbt isaurA anfl IvfIN imrat IE 19S7, that wtrp $ 4,il billim of
IPOg, $ t?5 bilHon of undrnvrittcn (nm.lr/tr$) shslf,&bt offcdngr' and $ 338 Htlion of
hf$[ iEg[tFa

tbc osotrffiy*wide inprat ofhtlbcrcoob m rll lhcfic o&iEg! wottld bc ftcmffiu* A
uumbcr oftb cots iryOscd on iffiEts rro dlfficult U Anntiff- Ilorwwcf, wc ha1rc
cdinded two Fostt fonpossd on IPO iristlcrt * lhc coat of r put optbn 4 frE negndvo
rignrgg coct aprociatod wie a deley. ThfiBc conb btrl ryFrnilfutf,ty 4 % of rn IPO'I
proapde $effiGd Gquity isuEra t'ill trot incf,r thc put qtim cost' but will inffir lhE
ncgntivc Bipsl cod of ahout 0,42Hoof ttn ofiring pmacod& TtIc haw nppmrinntcd frs
*rt m sbclf dcbt itsltcru to bc in the raugc of 5 - l0 brrit pointr pr amnn' wie fto
cogt i6pod on isucra that witl bc rgqufuGd tnr,filo Form A bdng clnecr et $G tnp 6f th



E8[EF. I.a4 it tFpGfi{s poFsiblG thnt ftE MIN n8*c[ a8 l{lE flErutly kDow it, wtll

aierypeer, which f,,ould itsposc cosfr of rt knrt l0 bsfis Poitrtf pcr mnum lfi imrGtu rll
atrciltrS b cmwd into trc cmdl privese MTt{Ef,tFt ThGrG rrtnily otrGr codils
immladm all of thcoo ttstltffi, vihich wu hsY,c Cl$ilsstq hS sc unrblc U qt$Sift-
m'hafrfiE frc eboru figurcg dfflttfr So htll aoc oftb pttposrd ddtys'

Ttc nsgnifidg of ftmc costs sctms Gilaofrdw c@ffisd m qsy Dossth bcqcfiil, $fr|fih
hrw not btcn docnrneutcd by rny rwcurfu u inrrestmt Frrtha,.thc cosb truH bc
disp6autionrt+ty bomc by mlllor coupnfur thet h*vo fcmrcr rlumrtiw *outru of
*ililrt en unintded rsult oftha rag[Ia$anr cotdd bG to rtdtru tctoil psdciF*tim in
4lO" ttcpuoeorrn sacm b iryolo Scaitt hild*bs m mellnrcorynnice rrd rddl
inve*on

tubdsu

l. Rsqufriry pbyeicsl dclirrury ofprutiminary 1rorpccttsot rnd tcrror SGfi inpolcr
nf,l ald aubsmdrl ooeti rryon is$uErt f,nd rniscs thp mds of eilitrl rifnific@ty,
Thcsc aoctg inchdc u crtinsbd 4 % of grom prcc$Eds itr &c crsc of rn initial
prbHc oftrhg. For dcffi offringn the incrmro in cortr rugils fiom 5 b l0 bssis
pgln$ rryon ttc tpo of ofiaipg r"lil fte frru oligiblHty tmilGr fu
pmpoctt

2. ThG tEE ate*rc+rircqcffcoufd d-ininntr msy nmrfcUqsc thdnmY trkc ptrce
h both dcbt *n .qrfty nrir*e$. WIilrt timinF matrur, I po$ffiGnt cm mFE
climinrtion offrc frmffiion,ldcpenmt offro causo of,e portpmnmml Thtr
Gligirntio1n lu prinsiplc, rniur-er boft,Fks of to usd@l1go * tho iwetm end
thc isfltctr Thcsc rr.f,lnitrg Urmrdimf fiErlsGilnt thsput++ Snn,ofiuofficicngy ir
ftccryitrtnnffi.

3. Iriledirm d2g ud umrllcr mpinioo cffild fin{ uillcr frc Aircnft CrriE1'
fropoart+ ftfirtr ililtlt4"malrlrE end funm,resoarch rudptr w.illiry to aovcr
ftcm"

4 Rctril invc*orr corrld find thcir eoms to ths IPO rne**ct Hfistg$dllly flruilGd"
Similrrln regional brokcragF firmf {d mallcr rtf,eil-oricnsod firmt TvtHH ltholy
decliuc in irnpormcc in the prblio offrin8l ptcc*s



Tbc Airen,aft Canicr p5oposatr frvw lgrgpr imrcsfficnt bml6 st thc erpqee of
$nailGrinvestmcnt brelle bffiusc it could roquiru-trursfion posltimiqE to
aocommodetc isqtcffi &EinS p€dgds of dd*y. Thc cspitd rtquirtmffifi er thiE

6po of poeitioniug ctsrly plrpe tu'grr Sra3 h th6 mmt frvorrubh podtior.

Sons wry eqccocefirl end cffigicstffidgqft, tho Madfum.T1rn'.'b-hesg!6[' frr
Gnf,spb, ffiEy mt s5visc tba in*iqdon of &c ruoq6d ruhn in tfufr p6ccEnt

frra.

Higbcr coss to boh iscucr lrd invs#u witl culrec truradiffit U ftd lourcr co$
mllft* cuvimnnanf. ForaigB sryitrl nfllffi BhouHbcn0fit S hc Wwoof
thc Anericm cspitd nnlffis' iflfus Aftt1aft Cnricrpmpocrk rrc @tod.
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Ah,o, p., rildlls. wfiod, l99j,Infsmrimffi vehftEfrcrrof
Dff Fiumiqf. flu Ml&r&ry fq, fff-Sl t

Afu, A"W. EdIJt J65, Uef, Ffomcfol n;pcq rn *L.*
l-r ryitti TryA*tl* q36s gppl t*"-,.*.n+*-h+,
Errytm ftr rltfte cm9*1 tllrlarit g orlpotu.fnlrci {fElft

+ftn' Dahqt' R- rnd c. R thryq 19f0, ttt shorR'lffim sfDtrr mil sff
Schcln Biq .tuMI { tuE 45, ?itfrgl

Bcuvroic, r-rna p. sindr l9tg, Hw iuvtu buhr &mic ft oe Fhrqd rhrfun of eridd D$HE ofrtoflr, dbHd dJrlhf,|ddea,Ed; t& ilsddt
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In Response to
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$ecurltlec lnduetry Aamchilon
f EO Bmsdmy . fihu Yslt, Mf lgtl.0$0. {He}'fiGlE0O ' Frx (4i4 8&180{

Itilay 17, 1999

Tlrc lilonomhlo Ardnn l.cvlu
Chaimm
US. Scfittidcc fid Etrdtmgn Coutniaetut
450Hfrh $trcct, N.W.
Wshingm, DC flXI49

Ro: Ttn Bcgulf,tim of $ocuriticl Offcringr -
Filc No. 57-30-,98

DerArftu:

{Ic arc pharcd to Pmvidc }'ou with ooPics of thc Scculitics hdulfiy
Aemcietim'r cmmcmte on ilre *Aircnrfr'Curicf md a rcport of Etr. Eiltdil T. Brntil
and Lswruilcc E" Kshard of tlp Univcreity of Virginia on thc co*tt of irylwntdm of
thc infurmim deHvery urd filing ilquilundl d$c Afuamft Canict

As flrrlcfrcrend mrilycxptain in SlcdGf dEtiil wG lPltrlsidcthsCo,mrnfudm'r
cffora ftr rnodorfiizc thc rulcc rcCatirU lrmv inrtstf,E rccsiw inform*im rbout
Epflridcr offcringr- Ar pu lilow, SIA atrurgy r,qgpd CurgtrBs to Erant thc Cmie|iffi
exGm'ptirt authmity urdor tls Secffiitics Act o{ f933 and thc Sccrnitica Erctturyc'Act of
1934.-'Wc.ru1ryomed ttnoe grmu of arntrqfty bccrucG we fclS th4 tho Comnissitrt- could
bcncr *rrri rlp rpgds of invtstffiB ard ts$lprg if it hsd EIEsficr htih# in taihniug
regut*imt to ur e*olving na{crylaca

Although wc appmchtc tlrc Coffiiesim's cffortb we bdicw th* ils Atttt"ft
Crsicris subc6fia||ywirhof thc ffiiltudit thcrefucnot in thc ultimmbcst inUt*r
of invusrom on issuGrr, Tha ruqufuErffid m @iw prcliminary prtseccq$cs, Enn fiFnte
and updgting informstioilt ooupl6d wift thg ryguftrrnntto fi|6 with thc $EC rcgirtntim
stafcmsrrtr, post+,ffcc.tive amnndme,ttg *offc{illg informatim' ard *ftry writingl er
conpqrd with thc cunent shclf.proccct * will clow down the ptfilic ofrcring pffiocrl'
iilcrpase ttp cost to lffiuers of raising cspitd md rcdrrcc tttc compttitivcnGrf,s of $G U.$.
capltst marlcctl, particululyin relrtion to thofast dcwlopingEumafi+ Thiein tra
wiil disadvgrrgc, both drcctly urd indire*ly, frrc vcry invcsttrt tlp propoecd chnagFs
arcdcrigtcdbtplp.

r rnr Ers c{--r trrt, . trr!.htr'rr' ffn tflIF?225 r f2@l ?9G,O4|O. FOr EE} 2g6.S7fE



ThGU'$.caPits|raieingsyst$nisth#fiIEstinthewff{dbeq8ltscofatcfftctivc.
blcnd of regulation *A no* ttilnft"t irEHrtivee. trlc vrry pu to think rrry crc'firlly sIdJ

Ff,[; ;fr *,So*tyfiio*F lo.u riek darnnging the U._S. clpttal raieing proc-ms' Ar

ild111e1"ff lo4 globulii"tio" sffi,tin* to.tt*ge *o tnil1t+s,we bcliew tlnt thcm rc

;ilffi"trrppfillri1igg to irym* ilrc cununt-rceulrtory rymern Wo wmld bc pleatod

ttl wort with the c*nmi"iorr trrd ite saff for iltc continttcd bcnsfrt of isflrcrs sd

*igr |rin{qstrcfiEds,

$incccly,

$ / nryLar'rttug

RoyX. ZttckcftGrg
Chnirnsr

S /filrcB. hc*rlt!

f,YlffEELrclilitz
Plt*idont

Encloeurc* Aircraft Crrtcr Coqug* f,lmr
I Airc,rrftCanicrEcomnnirt$tdY
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