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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarterly Period Ended June 30, 2013

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission File Number 1-6747

The Gorman-Rupp Company
(Exact name of Registrant as Specified in its Charter)
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Ohio 34-0253990
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

600 South Airport Road, Mansfield, Ohio 44903
(Address of Principal Executive Offices) (Zip Code)

Registrant�s telephone number, including area code (419) 755-1011

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x     No¨ 

Indicate by check mark whether the Registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the Registrant was required to submit and post such files).    Yes  x     No¨ 

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x 

There were 21,002,893 shares of common stock without par value outstanding at July 29, 2013.
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PART I. FINANCIAL INFORMATION

ITEM 1 � FINANCIAL STATEMENTS (UNAUDITED)
THE GORMAN-RUPP COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

Three Months Ended

June 30,

Six Months Ended

June 30,
(Dollars in thousands, except per share amounts) 2013 2012 2013 2012
Net sales $ 106,415 $ 92,583 $ 198,872 $ 195,408
Cost of products sold 79,934 69,842 151,167 145,993

Gross profit 26,481 22,741 47,705 49,415
Selling, general and administrative expenses 12,964 11,247 25,931 22,693

Operating income 13,517 11,494 21,774 26,722
Other income 153 316 272 504
Other expense (174) (223) (323) (257) 

Income before income taxes 13,496 11,587 21,723 26,969
Income taxes 4,328 4,019 6,737 9,160

Net income $ 9,168 $ 7,568 $ 14,986 $ 17,809

Earnings per share $ 0.43 $ 0.36 $ 0.71 $ 0.85
Cash dividends paid per share $ 0.100 $ 0.100 $ 0.200 $ 0.190
Average shares outstanding 20,996,893 20,990,893 20,996,893 20,990,893
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THE GORMAN-RUPP COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

Three Months Ended
June 30,

Six Months Ended
June 30,

(Thousands of dollars) 2013 2012 2013 2012
Net income $ 9,168 $ 7,568 $ 14,986 $ 17,809
Cumulative translation adjustments (726) (930) (1,559) (236) 
Pension and postretirement medical liability adjustments, net of tax 1,369 1,667 2,578 899

Total adjustments 643 737 1,019 663

Comprehensive income $ 9,811 $ 8,305 $ 16,005 $ 18,472

See notes to condensed consolidated financial statements.
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THE GORMAN-RUPP COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

June 30, December 31,
(Thousands of dollars) 2013 2012

Assets
Current assets:
Cash and cash equivalents $ 26,851 $ 20,119
Short-term investments 251 254
Accounts receivable�net 70,368 58,712
Inventories�net 84,689 90,898
Deferred income taxes and other current assets 4,567 5,692

Total current assets 186,726 175,675
Property, plant and equipment 245,461 242,780
Less accumulated depreciation 125,250 119,714

Property, plant and equipment�net 120,211 123,066
Other assets 3,604 4,156
Goodwill and other intangible assets�net 32,245 32,286

Total assets $ 342,786 $ 335,183

Liabilities and shareholders� equity
Current liabilities:
Accounts payable $ 17,035 $ 14,897
Short-term debt 15,000 22,000
Payroll and related liabilities 11,629 10,646
Commissions payable 6,748 7,568
Accrued expenses 13,207 9,710

Total current liabilities 63,619 64,821
Pension benefits 4,240 7,517
Postretirement benefits 22,729 22,399
Deferred and other income taxes 5,674 5,727

Total liabilities 96,262 100,464
Shareholders� equity
Common shares, without par value:
Authorized �35,000,000 shares
Outstanding�20,996,893 shares in 2013 and 2012 (after deducting treasury shares of 642,603 in 2013 and 2012) at
stated capital amount 5,130 5,130
Additional paid-in capital 2,693 2,693
Retained earnings 253,964 243,178
Accumulated other comprehensive loss (15,263) (16,282) 

Total shareholders� equity 246,524 234,719

Total liabilities and shareholders� equity $ 342,786 $ 335,183

See notes to condensed consolidated financial statements.
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THE GORMAN-RUPP COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Six Months Ended

June 30,
(Thousands of dollars) 2013 2012
Cash flows from operating activities:
Net income $ 14,986 $ 17,809
Adjustments to reconcile net income attributable to net cash provided by operating activities:
Depreciation and amortization 6,805 5,885
Pension expense, including 2013 non-cash settlement loss 4,641 2,002
Contributions to pension plan (3,600) (3,000) 
Changes in operating assets and liabilities:
Accounts receivable (11,656) (5,899) 
Inventories 5,222 (12,246) 
Accounts payable 2,138 4,122
Commissions payable (820) 423
Other 3,372 2,856

Net cash provided by operating activities 21,088 11,952
Cash flows from investing activities:
Capital additions (3,399) (10,979) 
Change in short-term investments 3 212

Net cash used for investing activities (3,396) (10,767) 
Cash flows from financing activities:
Cash dividends (4,199) (3,988) 
Payments to bank for borrowings (7,000) (1,000) 

Net cash used for financing activities (11,199) (4,988) 
Effect of exchange rate changes on cash 239 (99) 

Net increase (decrease) in cash and cash equivalents 6,732 (3,902) 
Cash and cash equivalents:
Beginning of year 20,119 20,142

June 30, $ 26,851 $ 16,240

See notes to condensed consolidated financial statements.
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PART I

ITEM 1. NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
NOTE A�BASIS OF PRESENTATION OF FINANCIAL STATEMENTS

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting
principles (�GAAP�) for interim financial information and in accordance with the instructions to Form 10-Q and do not include all of the
information and footnotes required by GAAP for complete financial statements. The consolidated financial statements include the accounts of
the Company and its wholly-owned subsidiaries. All significant intercompany accounts and transactions have been eliminated. In the opinion of
management of The Gorman-Rupp Company (the �Company� or �Gorman-Rupp�), all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation have been included. Operating results for the three and six months ended June 30, 2013 are not
necessarily indicative of results that may be expected for the year ending December 31, 2013. For further information, refer to the consolidated
financial statements and notes thereto included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2012, from
which related information herein has been derived.

NOTE B�INVENTORIES

Inventories are stated at the lower of cost or market. The costs for approximately 74% of inventories at June 30, 2013 and December 31, 2012
are determined using the last-in, first-out (LIFO) method, with the remainder generally determined using the first-in, first-out (FIFO) method
applied on a consistent basis. An actual valuation of inventory under the LIFO method is made at the end of each year based on the inventory
levels and costs at that time. Interim LIFO calculations are based on management�s estimate of expected year-end inventory levels and costs and
are subject to the final year-end LIFO inventory valuation.

The major components of inventories are as follows (net of LIFO reserves of $55.1 million and $53.2 million at June 30, 2013 and December 31,
2012, respectively):

(Thousands of dollars)
June 30,

2013

December
31,

2012

$114.32 $127.57

10/01/2018 12/31/2018 $132.35 $82.86 $87.21

01/02/2019 03/29/2019 $101.05 $86.26 $95.18

04/01/2019* 04/18/2019* $105.31 $93.67 $103.87

* As of the date of this preliminary terms supplement available information for the second calendar quarter of 2019
includes data for the period from April 1, 2019 through April 18, 2019. Accordingly, the “Quarterly High,” “Quarterly
Low” and “Quarterly Close” data indicated are for this shortened period only and do not reflect complete data for the
second calendar quarter of 2019.
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The graph below illustrates the performance of EOG's common stock for the period indicated, based on information
from Bloomberg. The solid line represents a hypothetical trigger price and coupon barrier of $85.73, which is equal to
80.00% of an intra-day price on April 22, 2019. The actual trigger price and coupon barrier will be based on the
closing price of EOG's common stock on the trade date. Past performance of the underlying asset is not indicative
of the future performance of the underlying asset.

What are the Tax Consequences of the Securities?

The U.S. federal income tax consequences of your investment in the Securities are uncertain. There are no
statutory provisions, regulations, published rulings or judicial decisions addressing the characterization for
U.S. federal income tax purposes of securities with terms that are substantially the same as the Securities. Some
of these tax consequences are summarized below, but we urge you to read the more detailed discussion in the
prospectus supplement under “What are the Tax Consequences of the Securities?” and the accompanying
product supplement under “Material U.S. Federal Income Tax Consequences — Securities Treated as Prepaid
Derivatives or Prepaid Forwards” and to discuss the tax consequences of your particular situation with your tax
advisor. This discussion is based upon the Internal Revenue Code of 1986, as amended (the “Code”), final,
temporary and proposed U.S. Treasury Department (the “Treasury”) regulations, rulings and decisions, in each
case, as available and in effect as of the date hereof, all of which are subject to change, possibly with retroactive
effect. Tax consequences under state, local and non-U.S. laws are not addressed herein. No ruling from the U.S.
Internal Revenue Service (the “IRS”) has been sought as to the U.S. federal income tax consequences of your
investment in the Securities, and the following discussion is not binding on the IRS.

U.S. Tax Treatment. Pursuant to the terms of the Securities, UBS and you agree, in the absence of a statutory or
regulatory change or an administrative determination or judicial ruling to the contrary, to characterize the Securities as
pre-paid derivative contracts with respect to the underlying asset. If your Securities are so treated, any contingent
coupon that is paid by UBS (including on the maturity date or call settlement date) should be included in your income
as ordinary income in accordance with your regular method of accounting for U.S. federal income tax purposes.

In addition, excluding amounts attributable to any contingent coupon, you should generally recognize capital gain or
loss upon the taxable disposition of your Securities in an amount equal to the difference between the amount you
receive at such time (other than amounts or proceeds attributable to a contingent coupon or any amount attributable to
any accrued but unpaid contingent coupon) and the amount you paid for your Securities. Such gain or loss should
generally be long-term capital gain or loss if you have held your Securities for more than one year (otherwise such
gain or loss would be short-term capital gain or loss if held for one year or less). However, it is possible that the IRS
could assert that your holding period in respect of your Securities should end on the date on which the amount you are
entitled to receive upon automatic call or maturity of your Securities is determined, even though you may not receive
any amounts from the issuer in respect of your Securities prior to the automatic call or maturity of your Securities. In
such a case, you may be treated as having a holding period in respect of your Securities prior to the automatic call or
maturity of your Securities, and such holding period may be treated as less than one year even if you receive a
payment upon the automatic call or maturity of your Securities at a time that is more than one year after the beginning
of your holding period. The deductibility of capital losses is subject to limitations. Although uncertain, it is possible
that proceeds received from the taxable disposition of your Securities prior to a coupon payment date that are
attributable to an expected contingent coupon could be treated as ordinary income. You should consult your tax
advisor regarding this risk.
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We will not attempt to ascertain whether the underlying asset issuer would be treated as a “passive foreign investment
company” (a “PFIC”) within the meaning of Section 1297 of the Code or as a “United States real property holding
corporation” (a “USRPHC”) within the meaning of Section 897 of the Code. If the underlying asset issuer were so
treated, certain adverse U.S. federal income tax consequences might apply, to a U.S. holder in the case of a PFIC and
to a non-U.S. holder in the case of a USRPHC, upon the taxable disposition of a Security. You should refer to
information filed with the SEC or the equivalent governmental authority by the underlying asset issuer and consult
your tax advisor regarding the possible consequences to you in the event that such entity is or becomes a PFIC or
USRPHC.

In the opinion of our counsel, Cadwalader, Wickersham & Taft LLP, based on certain factual representations
received from us, it would be reasonable to treat your Securities in the manner described above. However,
because there is no authority that specifically addresses the tax treatment of the Securities, it is possible that
your Securities could alternatively be treated for tax purposes as a single contingent payment debt instrument,
or pursuant to some other characterization, such that the timing and character of your income from the
Securities could differ materially and adversely from the treatment described above, as described further
under “Material U.S. Federal Income Tax Consequences — Alternative Treatments for Securities Treated as Any
Type of Prepaid Derivative or Prepaid Forward” in the accompanying product supplement. Because of this
uncertainty, we urge you to consult your tax advisor as to the tax consequences of your investment in the Notes.
Notice 2008-2. In 2007, the IRS released a notice that may affect the taxation of holders of the Securities. According
to Notice 2008-2, the IRS and the Treasury are actively considering whether the holder of an instrument such as the
Securities should be required to accrue ordinary income on a current basis. It is not possible to determine what
guidance they will ultimately issue, if any. It is possible, however, that under such guidance, holders of the Securities
will ultimately be required to accrue income currently in excess of any receipt of contingent coupons and this could be
applied on a retroactive basis. The IRS and the Treasury are also considering other relevant issues, including whether
additional gain or loss from such instruments should be treated as ordinary or capital, whether non-U.S. holders of
such instruments should be subject to withholding tax on any deemed income accruals, and whether the special
“constructive ownership rules” of Section 1260 of the Code should be applied to such instruments. Both U.S. and
non-U.S. holders are urged to consult their tax advisor concerning the significance and potential impact of the above
considerations.

Except to the extent otherwise required by law, UBS intends to treat your Securities for U.S. federal income tax
purposes in accordance with the treatment described above and under “Material U.S. Federal Income Tax
Consequences — Securities Treated as Prepaid Derivatives or Prepaid Forwards with Associated Contingent Coupons” in
the accompanying product supplement unless and until such time as the IRS and the Treasury determine that some
other treatment is more appropriate.

Medicare Tax on Net Investment Income. U.S. holders that are individuals, estates, and certain trusts are subject to an
additional 3.8% tax on all or a portion of their “net investment income”, which may include any income or gain realized
with respect to the Securities, to the extent of their net investment income that when added to their other modified
adjusted gross income, exceeds $200,000 for an unmarried individual, $250,000 for a married taxpayer filing a joint
return (or a surviving spouse), or $125,000 for a married individual filing a separate return. The 3.8% Medicare tax is
determined in a different manner than the income tax. U.S. holders should consult their tax advisors as to the
consequences of the 3.8% Medicare tax to an investment in the Securities.

Specified Foreign Financial Assets. U.S. holders may be subject to reporting obligations with respect to their
Securities if they do not hold their Securities in an account maintained by a financial institution and the aggregate
value of their Securities and certain other “specified foreign financial assets” (applying certain attribution rules) exceeds
an applicable threshold. Significant penalties can apply if a U.S. holder is required to disclose its Securities and fails
to do so.
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Non-U.S. Holders. The U.S. federal income tax treatment of the contingent coupons is unclear. Subject to the
discussions below with respect to Section 871(m) of the Code and FATCA (as defined below), our counsel is of the
opinion that contingent coupons paid to a non-U.S. holder that provides us (and/or the applicable withholding agent)
with a fully completed and validly executed applicable IRS Form W-8 should not be subject to U.S. withholding tax
and we do not intend to withhold any tax on contingent coupons. However, it is possible that the IRS could assert that
such payments are subject to U.S. withholding tax, or that another withholding agent may otherwise determine that
withholding is required, in which case such other withholding agent may withhold up to 30% on such payments
(subject to reduction or elimination of such withholding tax pursuant to an applicable income tax treaty). We will not
pay any additional amounts in respect of such withholding. Subject to Section 871(m) of the Code, discussed below,
gain from the taxable disposition of the Securities generally should not be subject to U.S. tax unless (i) such gain is
effectively connected with a trade or business conducted by the non-U.S. holder in the U.S., (ii) the non-U.S. holder is
a non-resident alien individual and is present in the U.S. for 183 days or more during the taxable year of such taxable
disposition and certain other conditions are satisfied or (iii) the non-U.S. holder has certain other present or former
connections with the U.S.

Section 871(m). A 30% withholding tax (which may be reduced by an applicable income tax treaty) is imposed under
Section 871(m) of the Code on certain “dividend equivalents” paid or deemed paid to a non-U.S. holder with respect to a
“specified equity-linked instrument” that references one or more dividend-paying U.S. equity securities. The
withholding tax can apply even if the instrument does not provide for payments that reference dividends. Treasury
regulations provide that the withholding tax applies to all dividend equivalents paid or deemed paid on specified
equity-linked instruments that have a delta of one (“delta one specified equity-linked instruments”) issued after 2016 and
to all dividend equivalents paid or deemed paid on all other specified equity-linked instruments issued after 2018.
However, the IRS has issued guidance that states that the Treasury and the IRS intend to amend the effective dates of
the Treasury regulations to provide that withholding on dividend equivalents paid or deemed paid will not apply to
specified equity-linked instruments that are not delta one specified equity-linked instruments and are issued before
January 1, 2021.

Based on our determination that the Securities are not “delta-one” with respect to the underlying asset, our counsel is of
the opinion that the Securities should not be delta one specified equity-linked instruments and thus should not be
subject to withholding on dividend equivalents. Our determination is not binding on the IRS, and the IRS may
disagree with this determination. Furthermore, the application of Section 871(m) of the Code will depend on our
determinations made upon issuance of the Securities. If withholding is required, we will not make payments of any
additional amounts.

Nevertheless, after issuance, it is possible that your Securities could be deemed to be reissued for tax purposes upon
the occurrence of certain events affecting the underlying asset or your Securities, and following such occurrence your
Securities could be treated as delta one specified equity-linked instruments that are subject to withholding on dividend
equivalents. It is also possible that withholding tax or other tax under Section 871(m) of the Code could apply to the
Securities under these rules if you enter, or have entered, into certain other transactions in respect of the underlying
asset or the Securities. If you enter, or have entered, into other transactions in respect of the underlying asset or the
Securities, you should consult your tax advisor regarding the application of Section 871(m) of the Code to your
Securities in the context of your other transactions.

Because of the uncertainty regarding the application of the 30% withholding tax on dividend equivalents to the
Securities, you are urged to consult your tax advisor regarding the potential application of Section 871(m) of
the Code and the 30% withholding tax to an investment in the Securities.

Foreign Account Tax Compliance Act. The Foreign Account Tax Compliance Act (“FATCA”) was enacted on March
18, 2010, and imposes a 30% U.S. withholding tax on “withholdable payments” (i.e., certain U.S.-source payments,
including interest (and original issue discount), dividends, other fixed or determinable annual or periodical gain,
profits, and income, and on the gross proceeds from a disposition of property of a type which can produce U.S.-source
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interest or dividends) and “passthru payments” (i.e., certain payments attributable to withholdable payments) made to
certain foreign financial institutions (and certain of their affiliates) unless the payee foreign financial institution agrees
(or is required), among other things, to disclose the identity of any U.S. individual with an account of the institution
(or the relevant affiliate) and to annually report certain information about such account. FATCA also requires
withholding agents making withholdable payments to certain foreign entities that do not disclose the name, address,
and taxpayer identification number of any substantial U.S. owners (or do not certify that they do not have any
substantial U.S. owners) to withhold tax at a rate of 30%. Under certain circumstances, a holder may be eligible for
refunds or credits of such taxes.

Pursuant to final and temporary Treasury regulations and other IRS guidance, the withholding and reporting
requirements under FATCA will generally apply to certain “withholdable payments” made on or after July 1, 2014,
certain gross proceeds on a taxable disposition occurring after December 31, 2018, and certain foreign passthru
payments made after December 31, 2018 (or, if later, the date that final regulations defining the term “foreign passthru
payment” are published). If withholding is required, we (or the applicable paying agent) will not be required to pay
additional amounts with respect to the amounts so withheld. Foreign financial institutions and non-financial foreign
entities located in jurisdictions that have an intergovernmental agreement with the U.S. governing FATCA may be
subject to different rules.

Investors should consult their tax advisors about the application of FATCA, in particular if they may be classified as
financial institutions (or if they hold their Securities through a foreign entity) under the FATCA rules.

Proposed Legislation. In 2007, legislation was introduced in Congress that, if it had been enacted, would have
required holders of Securities purchased after the bill was enacted to accrue interest income over the term of the
Securities despite the fact that there may be no interest payments over the entire term of the Securities.

Furthermore, in 2013, the House Ways and Means Committee released in draft form certain proposed legislation
relating to financial instruments. If it had been enacted, the effect of this legislation generally would have been to
require instruments such as the Securities to be marked to market on an annual basis with all gains and losses to be
treated as ordinary, subject to certain exceptions.

It is not possible to predict whether any similar or identical bills will be enacted in the future, or whether any such bill
would affect the tax treatment of your Securities. You are urged to consult your tax advisor regarding the possible
changes in law and their possible impact on the tax treatment of your Securities.

Both U.S. and non-U.S. holders are urged to consult their tax advisors concerning the application of U.S.
federal income tax laws to their particular situation, as well as any tax consequences of the purchase, beneficial
ownership and disposition of the Securities (including possible alternative treatments and the issues presented
by Notice 2008-2) arising under the laws of any state, local, non-U.S. or other taxing jurisdiction.

Supplemental Plan of Distribution (Conflicts of Interest); Secondary Markets (if any)

We will agree to sell to UBS Securities LLC and UBS Securities LLC will agree to purchase, all of the Securities at
the issue price to the public less the underwriting discount indicated on the cover of the final terms supplement, the
document that will be filed pursuant to Rule 424(b) containing the final pricing terms of the Securities. UBS Securities
LLC will agree to resell all of the Securities to UBS Financial Services Inc. at a discount from the issue price to the
public equal to the underwriting discount indicated on the cover of the final terms supplement.
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Conflicts of Interest - Each of UBS Securities LLC and UBS Financial Services Inc. is an affiliate of UBS and, as
such, has a "conflict of interest" in this offering within the meaning of FINRA Rule 5121. In addition, UBS will
receive the net proceeds (excluding the underwriting discount) from the initial public offering of the Securities and,
thus creates an additional conflict of interest within the meaning of FINRA Rule 5121. Consequently, the offering is
being conducted in compliance with the provisions of Rule 5121. Neither UBS Securities LLC nor UBS Financial
Services Inc. is permitted to sell Securities in the offering to an account over which it exercises discretionary authority
without the prior specific written approval of the account holder.

UBS Securities LLC and its affiliates may offer to buy or sell the Securities in the secondary market (if any) at
prices greater than UBS’ internal valuation - The value of the Securities at any time will vary based on many factors
that cannot be predicted. However, the price (not including UBS Securities LLC’s or any affiliate’s customary bid-ask
spreads) at which UBS Securities LLC or any affiliate would offer to buy or sell the Securities immediately after the
trade date in the secondary market is expected to exceed the estimated initial value of the Securities as determined by
reference to our internal pricing models. The amount of the excess will decline to zero on a straight line basis over a
period ending no later than 1 month after the trade date, provided that UBS Securities LLC may shorten the period
based on various factors, including the magnitude of purchases and other negotiated provisions with selling agents.
Notwithstanding the foregoing, UBS Securities LLC and its affiliates are not required to make a market for the
Securities and may stop making a market at any time. For more information about secondary market offers and the
estimated initial value of the Securities, see “Key Risks - Fair value considerations” and “Key Risks - Limited or no
secondary market and secondary market price considerations” in this preliminary terms supplement.

Prohibition of Sales to EEA Retail Investors — The Securities are not intended to be offered, sold or otherwise made
available to and should not be offered, sold or otherwise made available to any retail investor in the European
Economic Area (“EEA”). For these purposes, a retail investor means a person who is one (or more) of: (i) a retail client
as defined in point (11) of Article 4(1) of Directive 2014/65/EU, as amended (“MiFID II”); (ii) a customer within the
meaning of Directive 2002/92/EC, as amended, where that customer would not qualify as a professional client as
defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified investor as defined in Directive 2003/71/EC,
as amended. Consequently no key information document required by Regulation (EU) No 1286/2014 (as amended, the
“PRIIPs Regulation”) for offering or selling the Securities or otherwise making them available to retail investors in the
EEA has been prepared and therefore offering or selling the Securities or otherwise making them available to any
retail investor in the EEA may be unlawful under the PRIIPs Regulation.

You should rely only on the information incorporated by reference or provided in this preliminary terms supplement,
the accompanying prospectus supplement, the accompanying product supplement or the accompanying prospectus.
We have not authorized anyone to provide you with different information. We are not making an offer of these
Securities in any state where the offer is not permitted. You should not assume that the information in this preliminary
terms supplement is accurate as of any date other than the date on the front of the document.
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