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V�FRVWV�LPSOLHV�WKDW�DQ�LQIRUPDWLRQDO�UHQW�PXVW�EH�JLYHQ�XS�WR�WKH�ILUP�ZKHQ�LW�LV�HIILFLHQW��VLQFH�LW�FDQ�DOZD\V�PLPLF�WKH�LQHIILFLHQW�ILUP�DQG�UHDOL]H�WKH�VDPH�FRVW�ZLWK�
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V�GHVLUH�WR�H[WUDFW�WKH�ILUP
V�UHQW��&RVW�SDGGLQJ�ZRXOG�QHYHU�DULVH�LI�WKH�UHJXODWRU�RIIHUHG�D�IL[HG�SULFH�FRQWUDFW��VLQFH�WKH�ILUP�ZRXOG�SD\�WKH�HQWLUHW\�RI�HDFK�XQLW�RI�PRQH\�GLYHUWHG��,PSHUIHFW�DXGLWLQJ�RI�FRVW�SDGGLQJ�FDOOV�IRU�D�VKLIW�WRZDUG�KLJKHU�SRZHUHG�LQFHQWLYH�VFKHPHV��,Q�WKH�H[WUHPH��LI�DXGLWLQJ�GLG�QRW�H[LVW��RQO\�IL[HG�SULFH�FRQWUDFWV�ZRXOG�EH�SRVVLEOH��,QGHHG�WKH\�ZRXOG�EH�WKH�RQO\�RQHV�SUHYHQWLQJ�XQOLPLWHG�FRVW�SDGGLQJ�E\�PDNLQJ�ILUPV�UHVLGXDO�FODLPDQWV�RI�WKHLU�FRVWV��,W�LV�WKHUHIRUH�LQWXLWLYH�WKDW�D�GHWHULRUDWLRQ�RI�WKH�DXGLWLQJ�WHFKQRORJ\��DV�FDQ�EH�H[SHFWHG�LQ�GHYHORSLQJ�FRXQWULHV��ZLOO�LQGXFH�DQ�HYHQ�KLJKHU�GHVLUH�WR�VKLIW�WRZDUG�IL[HG�SULFH�PHFKDQLVPV��7KLV�HIIHFW�LV�UHLQIRUFHG�E\�WKH�VDYLQJV�RI�DXGLWLQJ�FRVWV�DOORZHG�E\�IL[HG�SULFH�PHFKDQLVPV�LQ�FRXQWULHV�ZLWK�KLJK�FRVW�RI�SXEOLF�IXQGV��7KLV�FRQIOLFWV�ZLWK�WKH�ILQGLQJV�RI�WKH�SUHYLRXV�VHFWLRQ�DQG�ZH�ZLOO�UHWXUQ�WR�LW��7KH�QH[W�FRQVLGHUDWLRQ�ZH�ZDQW�WR�LQWHJUDWH�LV�WKH�QHFHVVDU\�GHFHQWUDOL]DWLRQ�RI�UHJXODWLRQ�WR�UHJXODWRU\�DJHQFLHV�RU�PLQLVWULHV��$�PDLQ�UROH�RI�WKHVH�LQVWLWXWLRQV�LV�WR�EULGJH�SDUWLDOO\�WKH�LQIRUPDWLRQ�JDS�EHWZHHQ�WKH�SXEOLF�GHFLVLRQ�PDNHU�DQG�WKH�UHJXODWHG�ILUP��%XW�WKHQ�D�QHZ�LVVXH�DSSHDUV��WKH�SRVVLEOH�FDSWXUH�RI�WKH�UHJXODWRU\�DJHQF\�E\�WKH�ILUP��6XFK�FROOXVLRQ�ZLOO�RFFXU�ZLWK�JUHDWHU�SUREDELOLW\�LI�WKH�VWDNHV�RI�FROOXVLRQ�DUH�KLJK��LI�WKH�FRVW�RI�VLGH�WUDQVIHUV�EHWZHHQ�WKH�ILUP�DQG�WKH�UHJXODWRU�DUH�ORZ��DQG�LI�QR�LQFHQWLYH�PHFKDQLVP�LV�LQ�SODFH�IRU�WKH�UHJXODWRUV��
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5HJXODWRU\�&DSWXUH

&ROOXVLRQ�SURRI�UHJXODWLRQ �UHTXLUHV�,QFHQWLYH�3D\PHQW 6WDNH�RI�&ROOXVLRQWR�5HJX ODWRU 7UDQVDFWLRQ�&RVW�RI�&ROOXVLRQt
7KH�UHJXODWRU\�UHVSRQVH�GHFUHDVHV�LQFHQWLYHV�WR�GHFUHDVH�WKH�VWDNH�R I�FROOXVLRQ �
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),50$*(17&DSWXUH

,Q�WKH�VLPSOHVW�FDVHV��WKH�UHJXODWRU\�UHVSRQVH�WR�WKH�IHDU�RI�FDSWXUH�LV�WR�VDWLVI\�WKH�FROOXVLRQ�SURRI�FRQVWUDLQW�DW�WKH�ORZHVW�SRVVLEOH�FRVW��7KLV�LQFOXGHV�VKLIWLQJ�RSWLPDO�UHJXODWLRQ�WRZDUG�FRVW�SOXV�VFKHPHV�WR�GHFUHDVH�WKH�VWDNH�RI�FROOXVLRQ��DQG�LPSURYLQJ�PRQLWRULQJ�WR�LQFUHDVH�WKH�FRVW�RI�VLGH�WUDQVIHUV��
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�SRZHUV�PD\�FROOXGH��7KH�FRVW�EHQHILW�DQDO\VLV�RI�VHSDUDWLRQ�RI�SRZHUV�GHSHQGV�RQ�WKH�FKDUDFWHULVWLFV�RI�WKH�FRXQWU\��,�ZDQW�WR�DVN�QRZ�KRZ�WKH�QHW�YDOXH�RI�VHSDUDWLRQ�RI�SRZHUV�LV�DIIHFWHG�E\�WKH�OHYHO�RI�GHYHORSPHQW��0RUH�VSHFLILFDOO\��DQG�PRUH�PRGHVWO\��ZH�ZLOO�FRQVLGHU�WKH�UHJXODWLRQ�RI�DQ�LQGXVWU\�DQG�ZH�ZLOO�DVN�KRZ�WKH�YDOXH�RI�GXSOLFDWLQJ�UHJXODWLRQ�FKDQJHV�DV�YDULRXV�SDUDPHWHUV�FKDUDFWHUL]LQJ�WKH�OHYHO�RI�GHYHORSPHQW�YDU\��$�ILUVW�UHDVRQ�IRU�GXSOLFDWLQJ�UHJXODWLRQ�DJHQFLHV�LV�\DUGVWLFN�FRPSHWLWLRQ��8VLQJ�WKH�FRUUHODWLRQ�RI�WKH�VLJQDOV�REWDLQHG�E\�WKHVH�DJHQFLHV�HQDEOHV�WKH�SULQFLSDO�WR�H[WUDFW�LQ�D�FRVWOHVV�ZD\�WKHLU�LQIRUPDWLRQ�UHQW��$OWHUQDWLYHO\��VHSDUDWLRQ�KHOSV�FUHDWH�LQFHQWLYHV�IRU�LQGLYLGXDO�UHJXODWRUV�WR�WDNH�XS�DFWLYLWLHV�WKDW�KDYH�QHJDWLYH�H[WHUQDOLWLHV�RQ�WKH�RWKHUV��IRU�H[DPSOH�HDFK�UHJXODWRU�PD\�DFW�DV�DQ�DGYRFDWH�RI�D�JLYHQ�FDXVH���$�VHFRQG�DQG�UHODWHG�UHDVRQ�IRU�VHSDUDWLRQ�RI�SRZHUV�LV�WR�DFW�DV�D�GHYLFH�DJDLQVW�UHJXODWRU\�FDSWXUH��7KLV�JHQHUDO�LGHD�KDV�EHHQ�NQRZQ�IRU�D�ZKLOH�E\�SROLWLFDO�VFLHQWLVWV��0RH���������:LOVRQ���������0XHOOHU����������7KH�3XEOLF�&KRLFH�VFKRRO�KDV�HPSKDVL]HG�WKH�IDFW�WKDW�LQVWLWXWLRQDO�UXOHV�PD\�EH�GHVLJQHG�WR�GLVFRXUDJH�UHQW�VHHNLQJ�EHKDYLRU��5RVH�$FNHUPDQ��������DQG�&RQJOHWRQ��������KDYH�DUJXHG�WKDW�LQFUHDVLQJ�WKH�QXPEHU�RI�LQGLYLGXDOV�ZKR�PXVW�EH�EULEHG�EHIRUH�JHWWLQJ�D�SHUPLW�PD\�EH�RSWLPDO��/DIIRQW�DQG�0DUWLPRUW��������KDYH�SURYLGHG�D�PRGHOLQJ�
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RI�WKH�LGHD�WKDW�WKH�VHSDUDWLRQ�RI�SRZHUV�FDQ�DFW�DV�D�GHYLFH�DJDLQVW�UHJXODWRU\�FDSWXUH��HVWDEOLVKLQJ�WKDW�WKLV�IXQFWLRQ�PXVW�EH�GLVWLQJXLVKHG�IURP�\DUGVWLFN�FRPSHWLWLRQ��ZKLFK�LV�D�SXUH�LQIRUPDWLRQDO�FRPSHWLWLRQ��$�WKLUG�UHDVRQ�UHSRUWHG�LQ�0RH��������LV�WKDW�VHSDUDWLRQ�RI�SRZHUV�PD\�EH�EHQHILFLDO�ZKHQ�LQWHUWHPSRUDO�FRPPLWPHQW�LV�OLPLWHG��,W�PD\�DFW�DV�DQ�LQGLUHFW�ZD\�WR�FRPPLW��$JHQF\�PRGHOV�KDYH�EHHQ�GHYHORSHG�UHFHQWO\�WR�FDSWXUH�WKLV�LGHD��2OVHQ�DQG�7RUVYLFN���������7LUROH���������0DUWLPRUW����������+HUH�,�ZLOO�SXUVXH�WKH�VHFRQG�LGHD��QDPHO\�WKDW�VHSDUDWLRQ�RI�UHJXODWRUV�PD\�DFW�DV�DQ�LQVWUXPHQW�DJDLQVW�UHJXODWRU\�FDSWXUH��&RQVLGHU�D�VLPSOHU�YHUVLRQ�ZLWKRXW�PRUDO�KD]DUG�DQG�FRVW�REVHUYDELOLW\�RI�WKH�UHJXODWLRQ�PRGHO�FRQVLGHUHG�DERYH�LQ�ZKLFK�WKH�PDUJLQDO�FRVW�RI�WKH�UHJXODWHG�ILUP�FDQ�EH�ORZ��FRUUHVSRQGLQJ�WR�D�JRRG�W\SH��HIILFLHQW��ILUP��RU�KLJK��FRUUHVSRQGLQJ�WR�D�EDG�W\SH��LQHIILFLHQW��ILUP��7KH�VRFLDO�ZHOIDUH�PD[LPL]HU��6:0��ZKR�LV�XQLQIRUPHG�DERXW�WKLV�PDUJLQDO�FRVW�ZLVKHV�WR�PD[LPL]H�H[SHFWHG�VRFLDO�ZHOIDUH��7KH�JRRG�SURGXFHG�E\�WKH�UHJXODWHG�PRQRSRO\�LV�D�SXEOLF�JRRG�DQG�WKHUH�LV�D�FRVW�RI�SXEOLF�IXQG��%HFDXVH�WKH�PDUJLQDO�FRVW�LV�SULYDWH�LQIRUPDWLRQ�RI�WKH�ILUP��WKH�6:0�PXVW�DJDLQ�JLYH�XS�DQ�LQIRUPDWLRQ�UHQW�WR�WKH�ILUP�ZKHQ�LW�LV�D�JRRG�W\SH��7R�PLWLJDWH�WKLV�FRVW��WKH�6:0�GHOHJDWHV�WKH�WDVN�RI�VXSHUYLVLQJ�WKH�ILUP�WR�UHJXODWRUV��$�UHJXODWRU�REVHUYHV�D�VLJQDO�FRUUHODWHG�ZLWK�WKH�PDUJLQDO�FRVW��7KLV�HQDEOHV�WKH�6:0�WR�GHFUHDVH�WKH�LQIRUPDWLRQ�UHQW��0RUH�SUHFLVHO\��D�UHJXODWRU�GLVFRYHUV�LQ�D�YHULILDEOH�ZD\�WKH�WUXH�YDOXH�RI�WKH�PDUJLQDO�FRVW�ZLWK�VRPH�SUREDELOLW\��ZKHQ�LW�LV�WKH�ORZ�YDOXH��7ZR�VXSHUYLVLRQ�WHFKQRORJLHV�DUH�DYDLODEOH��FRUUHVSRQGLQJ�WR�WZR�VLJQDOV�ZKLFK�PD\�RU�PD\�QRW�EH�FRUUHODWHG��2QH�FDQ�HLWKHU�JLYH�WKH�WZR�WHFKQRORJLHV�WR�D�VLQJOH�UHJXODWRU�RU�XVH�WZR�UHJXODWRUV��HDFK�RQH�DVVRFLDWHG�ZLWK�RQH�WHFKQRORJ\��VHH�%R[������5HJXODWRUV�DUH�ULVN�QHXWUDO�DQG�IDFH�D�OLPLWHG�OLDELOLW\�FRQVWUDLQW��ZKLFK�LPSOLHV�WKDW�WKHLU�SD\PHQWV�PXVW�EH�QRQ�QHJDWLYH��:KHQ�D�UHJXODWRU�WUDQVPLWV�KLV�VLJQDO�WR�WKH�6:0��WKH�ILUP�ORVHV�LWV�LQIRUPDWLRQ�UHQW��7KH�UHJXODWRU�KDV�WKH�GLVFUHWLRQ�RI�KLGLQJ�WKH�VLJQDO�KH�KDV�REVHUYHG�DQG�WKHUHIRUH�WKHUH�LV�D�ULVN�RI�FDSWXUH��&ROOXVLRQ�SURRI�UHJXODWLRQ�UHTXLUHV�D�SD\PHQW�WR�WKH�UHJXODWRU�ZKHQ�KH�UHSRUWV�WKH�VLJQDO�WKDW�WKH�ILUP�KDV�D�ORZ�FRVW�WKDW�LV�JUHDWHU�WKDQ�WKH�VWDNH�RI�FROOXVLRQ��ZKLFK�LV�KHUH�
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SURSRUWLRQDO�WR�WKH�VL]H�RI�WKH�DV\PPHWULF�LQIRUPDWLRQ��GLVFRXQWHG�E\�WKH�LQYHUVH�RI�WKH�WUDQVDFWLRQ�FRVW�RI�FROOXVLRQ��)LUVW�ZH�FKDUDFWHUL]H��ZLWK�RQH�UHJXODWRU��WKH�RSWLPDO�FROOXVLRQ�SURRI�UHJXODWLRQ��$JDLQ�ZH�XVH�WKUHH�SDUDPHWHUV�WR�FKDUDFWHUL]H�D�ORZ�OHYHO�RI�GHYHORSPHQW��D�KLJKHU�FRVW�RI�SXEOLF�IXQGV��ORZHU�WUDQVDFWLRQ�FRVWV�RI�FROOXVLRQ��DQG�JUHDWHU�DV\PPHWULF�LQIRUPDWLRQ��:H�REWDLQ�WKDW�DOO�WKHVH�SDUDPHWHUV�KDYH�WKH�VDPH�HIIHFW�RQ�WKH�SRZHU�RI�LQFHQWLYHV�LQ�WKH�RSWLPDO�FROOXVLRQ�SURRI�PHFKDQLVP��$V�H[SODLQHG�LQ�WKH�SUHYLRXV�VHFWLRQ��RSWLPDO�FROOXVLRQ�SURRI�UHJXODWLRQ�VKRXOG�EH�OHVV�KLJK�SRZHUHG�LQ�OHVV�GHYHORSHG�FRXQWULHV��
%R[����6HSDUDWLRQ�RI�3RZHUV�

6LPLODUO\��ZKHQ�ZH�FKDUDFWHUL]H�RSWLPDO�FROOXVLRQ�SURRI�UHJXODWLRQ�ZLWK�WZR�UHJXODWRUV��WKH�VHSDUDWLRQ�RI�SRZHUV�VDYHV�RQ�LQFHQWLYH�SD\PHQWV�IRU�UHJXODWRUV�DQG�SURGXFHV�D�KLJKHU�SRZHUHG�RSWLPDO�UHJXODWLRQ��7KH�LQWXLWLRQ�LV�DV�IROORZV��:KHQ�RQH�UHJXODWRU�UHSRUWV�WUXWKIXOO\�KLV�REVHUYDWLRQV��KH�PDNHV�LPSRVVLEOH�D�VLGH�FRQWUDFW�EHWZHHQ�WKH�ILUP�DQG�WKH�RWKHU�UHJXODWRU��+H�

6HSDUDWLRQ�RI�3RZHUV

^ `� �V I E� ^ `� �V I E�

&RVW�IXQFWLRQ� & TE ^ `�E E E�
6HSDUDWLRQ�RI�SRZHUV�GHFUHDVHV�WKH�LQFHQWLYH�SD\PHQWV�WR�UHJXODWRUV�UHTXLUHG�IRUFROOXVLRQ�SURRIQHVV�DQG�DOORZV�KLJKHU�LQFHQWLYHV�IRU�WKH�ILUP�

&DSWXUH&DSWXUH

*29(510(17

5(*8/$725�� 5(*8/$725��

),50
6LJQDO 6LJQDO
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FUHDWHV�D�QHJDWLYH�H[WHUQDOLW\�RQ�WKH�RWKHU�UHJXODWRU��$�VLQJOH�UHJXODWRU�LQWHUQDOL]HV�WKRVH�H[WHUQDOLWLHV��,QGHSHQGHQW�UHJXODWRUV�GR�QRW�LQWHUQDOL]H�WKRVH�QHJDWLYH�H[WHUQDOLWLHV�DQG��LQ�VRPH�VHQVH��WKLV�LQFUHDVHV�WKH�WUDQVDFWLRQ�FRVWV�RI�FROOXVLRQ��7KHUHIRUH�LW�GHFUHDVHV�WKH�LQFHQWLYH�SD\PHQWV�UHTXLUHG�WR�DYRLG�FROOXVLRQ�DQG�IDYRUV�KLJKHU�SRZHUHG�LQFHQWLYHV��:H�FDQ�WKHQ�VWXG\�KRZ�WKH�JDLQ�IURP�VHSDUDWLRQ�YDULHV�ZLWK�WKH�SDUDPHWHUV�FKDUDFWHUL]LQJ�GHYHORSPHQW��7KH�JDLQ�IURP�VHSDUDWLRQ�RI�SRZHUV�LV�UHODWHG�WR�WKH�VDYLQJV�RQ�LQFHQWLYH�SD\PHQWV�IRU�UHJXODWRUV�DQG�WKHUHIRUH�LW�LQFUHDVHV�ZLWK�WKH�FRVW�RI�SXEOLF�IXQGV��JUHDWHU�DV\PPHWULF�LQIRUPDWLRQ�RU�ORZHU�WUDQVDFWLRQ�FRVWV�RI�FROOXVLRQ��:H�PD\�WKXV�FRQFOXGH�WKDW�WKH�VHSDUDWLRQ�RI�SRZHUV�LV�PRUH�YDOXDEOH�LQ�GHYHORSLQJ�FRXQWULHV��%XW��WKUHH�IDFWRUV�OLPLW�WKH�YDOXH�RI�VHSDUDWLRQ�RI�SRZHUV��)LUVW��WKHUH�LV�WKH�SRVVLELOLW\�WKDW�WKH�UHJXODWRUV�FROOXGH�DQG�FRRUGLQDWH�WKHLU�FROOXVLYH�EHKDYLRU��ZKLFK�LV�JUHDWHU�LQ�OHVV�GHYHORSHG�FRXQWULHV��7KHUH�LV�WKH�PHUH�FRVW�RI�DQ�DGGLWLRQDO�UHJXODWRU��ZKLFK�LV�KLJKHU�LQ�D�GHYHORSLQJ�FRXQWU\�ZLWK�D�KLJKHU�FRVW�RI�SXEOLF�IXQGV�DQG��LI�ZH�EHOLHYH�WKDW�WKH�WUDQVDFWLRQ�FRVWV�RI�FROOXVLRQ�GHFUHDVH�ZKHQ�WKH�UHJXODWRU�LV�PRUH�VSHFLDOL]HG��WKLV�ZHDNHQLQJ�HIIHFW�LV�KLJKHU�IRU�FRXQWULHV�ZLWK�ORZ�WUDQVDFWLRQ�FRVW�RI�FROOXVLRQ��:H�REWDLQ�WKHQ�WKDW�WKH�LPSOHPHQWDWLRQ�RI�VHSDUDWLRQ�RI�SRZHUV�LV�PRUH�FRVWO\�LQ�GHYHORSLQJ�FRXQWULHV��7KLV�ODVW�UHVXOW�LV�LPSRUWDQW�WR�PRGHUDWH�WKH�HQWKXVLDVP�RI�UHFHQW�GHYHORSPHQW�HFRQRPLFV��ZKLFK�VHHV��ULJKWO\��LQVWLWXWLRQ�EXLOGLQJ�DV�NH\�WR�GHYHORSPHQW��(YHQ�WKRXJK�LPSURYHPHQWV�LQ�LQVWLWXWLRQV�DUH�HYHQ�PRUH�YDOXDEOH�LQ�GHYHORSLQJ�FRXQWULHV�WKDQ�GHYHORSHG�RQHV��LW�LV�XQIRUWXQDWHO\�PRUH�GLIILFXOW�WR�LPSOHPHQW�WKHP�LQ�VXFK�FRXQWULHV���7KH�LPSOHPHQWDWLRQ�RI�WKH�LQVWLWXWLRQDO�VHSDUDWLRQ�RI�SRZHUV�LV�WKHUHIRUH�PRUH�XVHIXO�DQG�PRUH�FRVWO\�IRU�WKH�VDPH�UHDVRQV��OHDYLQJ�XV�ZLWK�DQ�DPELJXRXV�RYHUDOO�QHW�UHVXOW�LI�WKH�YDULRXV�ZHDNQHVVHV�RI�WKHVH�FRXQWULHV�DUH�QRW�DGGUHVVHG�VLPXOWDQHRXVO\��,�EHOLHYH�WKDW�WKLV�W\SH�RI�UHVXOW�LV�TXLWH�JHQHUDO��DQG�PRUH�UHVHDUFK�LV�QHHGHG�WR�JR�EH\RQG�WKH�LQGHWHUPLQDF\�VWUHVVHG�KHUH�����/LEHUDOL]DWLRQ�DQG�'HYHORSPHQW�7KH�IRUPHU�QDWXUDO�PRQRSROLHV�IRU�SXEOLF�VHUYLFHV�LQ�WHOHFRPPXQLFDWLRQV��HOHFWULFLW\��JDV��WUDQVSRUWDWLRQ��HWF��KDYH�EHHQ�UHFRQVLGHUHG��3DUWV�RI�WKHVH�ILUPV��VXFK�DV�ORQJ�GLVWDQFH�VHUYLFHV�LQ�
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WHOHFRPPXQLFDWLRQV�RU�JHQHUDWLRQ�LQ�HOHFWULFLW\�RU�JDV��DUH�QRZ�YLHZHG�DV�SRWHQWLDOO\�FRPSHWLWLYH�DQG�FRQVHTXHQWO\�RSHQHG�WR�FRPSHWLWLRQ���2WKHU�HOHPHQWV�DUH�VWLOO�FRQVLGHUHG�DV�QDWXUDO�PRQRSROLHV�OLNH�WKH�WUDQVPLVVLRQ�JULG�LQ�HOHFWULFLW\��WKH�WUDFNV�LQ�UDLOZD\V�DQG�UHPDLQ�UHJXODWHG��HYHQWXDOO\�ZLWK�QHZ�IRUPV�RI�UHJXODWLRQ�OLNH�LQFHQWLYH�UHJXODWLRQ��7KH�PDQDJHPHQW�RI�WKH�LQWHUIDFH�EHWZHHQ�WKH�FRPSHWLWLYH�DQG�UHJXODWHG�VHFWRUV�LV�FUXFLDO�IRU�WKH�VXFFHVV�RI�OLEHUDOL]DWLRQ��7KH�FRQGLWLRQV�XQGHU�ZKLFK�FRPSHWLWRUV�FDQ�DFFHVV�WKH�UHJXODWHG�VHFWRU�WKDW�LV�DQ�HVVHQWLDO�LQSXW�IRU�WKHLU�DFWLYLWLHV�GHWHUPLQH�WKH�SURILWDELOLW\�RI�HQWU\�DQG�WKHUHIRUH�WKH�OHYHO�RI�FRPSHWLWLRQ�LQ�WKH�VHFWRUV�RSHQHG�WR�FRPSHWLWLRQ��DV�ZHOO�DV�WKH�HIILFLHQF\�RI�WKH�XWLOL]DWLRQ�RI�WKH�QDWXUDO�PRQRSRO\�HOHPHQWV��'HVSLWH�WKHLU�YLWDO�UROH�LQ�WKH�VXFFHVV�RI�OLEHUDOL]DWLRQ�YLHZHG�DV�D�NH\�LQVWLWXWLRQDO�FKDQJH�IRU�GHYHORSPHQW��QR�VSHFLILF�SURSRVDOV�RI�GHVLUDEOH�DFFHVV�SULFLQJ�UXOHV�IRU�GHYHORSLQJ�HFRQRPLHV�DUH�FXUUHQWO\�DYDLODEOH��7KH�SULFLQJ�RI�LQWHUFRQQHFWLRQ�LV�KLJKO\�GHSHQGHQW�RQ�WKH�PDUNHW�VWUXFWXUH��2QH�FDQ�GLVWLQJXLVK�WKUHH�GLIIHUHQW�VLWXDWLRQV��,Q�FDVH����WKHUH�LV�YHUWLFDO�GLVLQWHJUDWLRQ��7KH�ILUP�FRQWUROOLQJ�WKH�ERWWOHQHFN��WKH�QDWXUDO�PRQRSRO\��LV�QRW�DOORZHG�WR�FRPSHWH�LQ�WKH�SURYLVLRQ�RI�VHUYLFHV�XVLQJ�WKH�ERWWOHQHFN�DV�DQ�LQSXW��,Q�FDVH����WKH�ILUP�FRQWUROOLQJ�WKH�ERWWOHQHFN�LV�RQH�FRPSHWLWRU�DPRQJ�PDQ\�SURYLGLQJ�VHUYLFHV�XVLQJ�WKH�ERWWOHQHFN�DV�DQ�LQSXW��)LQDOO\��LQ�FDVH���FRPSHWLWLRQ�WDNHV�SODFH�EHWZHHQ�YHUWLFDOO\�LQWHJUDWHG�ILUPV�DQG�HDFK�FRQWUROV�D�ERWWOHQHFN�DQG�SURYLGHV�VHUYLFHV��7KH�ILUVW�TXHVWLRQ�WR�DVN�LV�ZKHWKHU�WKH�FKDUDFWHULVWLFV�RI�GHYHORSLQJ�FRXQWULHV�IDYRU�RQH�PDUNHW�VWUXFWXUH�RYHU�DQRWKHU��7KH�FRPSDULVRQ�EHWZHHQ�FDVHV���DQG���UHVWV�HVVHQWLDOO\�RQ�D�FRPSDULVRQ�EHWZHHQ�WKH�HFRQRPLHV�RI�VFRSH�WKDW�YHUWLFDO�LQWHJUDWLRQ�PDNHV�SRVVLEOH��DQG�WKH�SUREOHPV�RI�IDYRULWLVP�LW�UDLVHV��6LQFH�WKH�HFRQRPLHV�RI�VFRSH�DUH�OLNHO\�WR�EH�LQGHSHQGHQW�RI�WKH�FKDUDFWHULVWLFV�RI�GHYHORSLQJ�FRXQWULHV��DW�OHDVW�IRU�JLYHQ�WHFKQRORJLHV��ZKLOH��RQ�WKH�FRQWUDU\��IDYRULWLVP�LV�PRUH�GLIILFXOW�WR�ILJKW�LQ�/'&V��WKHUH�VKRXOG�EH�D�ELDV�WRZDUG�YHUWLFDO�GLVLQWHJUDWLRQ�LQ�WKHVH�FRXQWULHV��7KH�FRPSDULVRQ�EHWZHHQ�FDVH���DQG�FDVH����KRZHYHU��UHVWV�RQ�D�FRPSDULVRQ�RI�WKH�IL[HG�FRVWV�WKDW�ZLOO�EH�DVVRFLDWHG�ZLWK�WKH�FRPSHWLWLRQ�LQ�WKH�SURYLVLRQ�RI�D��ERWWOHQHFN���OLNH�ORFDO�WHOHSKRQ\��DQG�WKH�JDLQV�RQH�PD\�H[SHFW�IURP�WKLV�FRPSHWLWLRQ��7KH�FRPSDULVRQ�KHUH�LV�GLIILFXOW�
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IRU�WKH�/'&V�ZKHUH�WKH�KLJK�FRVW�RI�SXEOLF�IXQGV�PDNHV�PRUH�H[SHQVLYH�ERWK�WKH�GXSOLFDWLRQ�RI�IL[HG�FRVWV�EXW�DOVR�WKH�LQIRUPDWLRQ�UHQWV�RI�D�PRQRSROLVWLF�SURYLVLRQ�RI�WKH�ERWWOHQHFN��7KHVH�FRPSDULVRQV�DUH�IXUWKHU�FRPSOLFDWHG�E\�WKH�G\QDPLFV�RI�DQ�LQGXVWU\�WKDW�PD\�EH�PRYLQJ�WRZDUG�FDVH���VXFK�DV�WKH�WHOHFRPPXQLFDWLRQV�LQGXVWU\��,Q�VXFK�D�FDVH��YHUWLFDO�GLVLQWHJUDWLRQ�PD\�LQ�IDFW�VORZ�GRZQ�WKH�HPHUJHQFH�RI�FRPSHWLWLRQ�DPRQJ�YHUWLFDOO\�LQWHJUDWHG�ILUPV�SURYLGLQJ�ERWK�ORFDO�DQG�ORQJ�GLVWDQFH�WHOHSKRQ\��$GYLVLQJ�YHUWLFDO�GLVLQWHJUDWLRQ�PD\�WKHQ�EH�SDUWLFXODUO\�LQDSSURSULDWH��+RZHYHU��IRU�UDLOZD\V��ZKHQ�URDG�FRPSHWLWLRQ�LV�LQVXIILFLHQW���JDV�RU�HOHFWULFLW\��YHUWLFDO�GLVLQWHJUDWLRQ�RI�WKH�WUDFN��WKH�SLSHOLQHV�RU�WKH�WUDQVPLVVLRQ�JULG�IURP�WUDQVSRUWDWLRQ�RU�JHQHUDWLRQ�FDQ�EH�VWURQJO\�DGYLVHG�LI�FRPSHWLWLRQ�LQ�VHUYLFHV�LV�LQWURGXFHG��,Q�DOO�WKHVH�FDVHV�RQH�KDV�WKH�FKRLFH�EHWZHHQ�D�VLQJOH�UHJXODWHG�HQWLW\�RZQLQJ�WKH�WUDFNV��WKH�SLSHOLQHV��RU�WKH�JULG��RU�EHWZHHQ�D�VKDUHG�RZQHUVKLS�RI�WKH�ERWWOHQHFN�E\�WKH�XVHUV�ZKR�DJUHH�RQ�UXOHV�IRU�XVLQJ�LW��7KH�FRPSDULVRQ�KHUH�LV�EHWZHHQ�WKH�LQHIILFLHQF\�RI�UHJXODWLRQ�DQG�WKH�³IUHH�ULGH´�SUREOHPV�RI�MRLQW�RZQHUVKLS��,Q�D�FRXQWU\�ZKHUH�UHJXODWLRQ�LV�HDVLO\�FDSWXUHG��RQH�PD\�IDYRU�WKH�VHFRQG�VFHQDULR��&RQVLGHU�ILUVW�WKH�FDVH�RI�DQ�LQGHSHQGHQWO\�RZQHG�LQIUDVWUXFWXUH��7KH�XWLOLW\�RZQLQJ�WKH�LQIUDVWUXFWXUH�VHOOV�ZKROHVDOH�VHUYLFHV�WR�RWKHU�ILUPV�ZKR�PDUNHW�ILQDO�VHUYLFHV�WR�WKH�FRQVXPHUV��VHH�%R[�����
%R[����$FFHVV�3ULFLQJ�ZLWK�9HUWLFDO�'LVLQWHJUDWLRQ�

$FFHVV�3ULFLQJ�ZLWK�9HUWLFDO�'LVLQWHJUDWLRQ
5(*8/$725

,1)5$6758&785(
6(59,&(�� 6(59,&(��

$FFHVV3ULFH
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7KH�VLPSOHVW�FDVH�DULVHV�ZKHQ�WKH�ILQDO�VHUYLFHV�DUH�SURGXFHG�E\�FRPSHWLWLYH�LQGXVWULHV�DW�VRPH�FRQVWDQW�PDUJLQDO�FRVW��,Q�WKLV�FDVH��LW�LV�DV�LI�WKH�XWLOLW\�SURGXFHG�WKH�ILQDO�VHUYLFHV�LWVHOI�DW�D�XQLW�FRVW�HTXDO�WR�LWV�RZQ�FRVW�RI�SURYLGLQJ�DFFHVV�WR�WKH�FRPSHWLWLYH�GRZQVWUHDP�ILUPV�SOXV�WKH�ODWWHU
V�XQLW�FRVW�RI�SURGXFLQJ�WKH�ILQDO�VHUYLFHV��7KH�5DPVH\�IRUPXOD�FDQ�EH�DSSOLHG�WR�WKH�SULFHV�FKDUJHG�IRU�DFFHVV�WR�WKH�XWLOLW\
V�LQIUDVWUXFWXUH�DQG�WKH\�FDQ�EH�GHFHQWUDOL]HG�WKURXJK�D�SULFH�FDS�RQ�DFFHVV�FKDUJHV��7KHRU\�WHOOV�XV�WKDW�WKH�H[FHVV�RI�WKH�DFFHVV�SULFH�RYHU�WKH�PDUJLQDO�FRVW�RI�DFFHVV�IRU�D�JRRG�UHODWLYH�WR�WKH�DFFHVV�SULFH�IRU�WKDW�JRRG�VKRXOG�EH�LQYHUVHO\�SURSRUWLRQDO�WR�LWV�GHPDQG�SULFH�VXSHUHODVWLFLW\��7KH�GHFHQWUDOL]DWLRQ�RI�5DPVH\�SULFLQJ�E\�SULFH�FDSV�HQDEOHV�WKH�UHJXODWRU�WR�UHO\�RQ�WKH�GHPDQG�LQIRUPDWLRQ�RI�WKH�UHJXODWHG�ILUP��HYHQ�LI�ZH�VWLOO�KDYH�WKH�GLIILFXOW�FKRLFH�RI�ZHLJKWV�LQ�WKH�SULFH�FDS���7KH�GHPDQG�LQIRUPDWLRQ�LV�QDWXUDOO\�ORFDWHG�ZLWK�WKH�XVHUV�RI�WKH�LQIUDVWUXFWXUH��7KH�XWLOLW\�FDQ�LQIHU�WKLV�GHPDQG�LQIRUPDWLRQ�IURP�WKH�GHPDQG�IRU�DFFHVV�DV�ORQJ�DV�WKH�XVHUV�UHSRUW�WUXWKIXOO\�WKH�W\SH�RI�ILQDO�JRRG�IRU�ZKLFK�WKH\�XVH�WKH�LQIUDVWUXFWXUH��)RU�H[DPSOH��IRU�UDLOZD\V��WKLV�UHTXLUHV�HDFK�VKLSSHU�WR�VSHFLI\�WUXWKIXOO\�WKH�FRQWHQW�RI�WKHLU�FDUJRV��7KLV�DGGLWLRQDO�DJHQF\�SUREOHP�PD\�EH�D�VHULRXV�LVVXH�LQ�FRXQWULHV�ZKHUH�RQH�FDQQRW�H[SHFW�D�QRQ�FRUUXSWHG�LQVSHFWLRQ�V\VWHP�RI�FDUJRV�WR�EH�ZRUNDEOH��7KLV�LV�SDUWLFXODUO\�SUREOHPDWLF�ZLWK�D�YHU\�ODUJH�QXPEHU�RI�XVHUV��DV�ZH�KDYH�LPSOLFLWO\�DVVXPHG�KHUH��:H�FDQ�WKHQ�LVVXH�D�ILUVW�ZDUQLQJ��,Q�/'&V��IRU�D�YHU\�FRPSHWLWLYH�XVDJH�RI�WKH�LQIUDVWUXFWXUH��5DPVH\�SULFLQJ�RI�WKH�LQIUDVWUXFWXUH�VKRXOG�EH�EDVHG�RQ�EURDG�FDWHJRULHV�RI�XVDJH�WKDW�GR�QRW�UDLVH�FRPSOH[�LQVSHFWLRQ�LVVXHV�DQG�VKRXOG�EH�GHFHQWUDOL]HG�E\�SULFH�FDSV��1RWH�WKDW��LQ�WKLV�FDVH��GHFHQWUDOL]DWLRQ�LV�RQO\�SDUWLDO�LQ�WKH�VHQVH�WKDW�WKH�UHJXODWRU�ZLOO�VWLOO�KDYH�WR�PDNH�VXUH�WKDW�WKH�ILUPV�XVH�WKH�FRUUHFW�FODVVLILFDWLRQ�RI�VHUYLFHV�LQWR�WKH�GLIIHUHQW�FDWHJRULHV��&RQVLGHU�QRZ�WKH�RSSRVLWH�VLPSOH�FDVH�ZKHUH�HDFK�XVHU�LV�D�PRQRSRO\�LQ�RQH�LQGHSHQGHQW�PDUNHW��7KHRU\�WHOOV�XV�WKDW�ZLWK�PDUNHW�SRZHU�RI�XVHUV��WKH�PDUJLQDO�DFFHVV�FKDUJHV�VKRXOG�VXEVLGL]H�DFFHVV�DQG�H[FHVV�SURILWV�RI�XVHUV�VKRXOG�EH�UHFRYHUHG�E\�IL[HG�FKDUJHV��DQG�PRUH�JHQHUDOO\�E\�QRQ�OLQHDU�SULFLQJ��
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6XFK�D�SROLF\�UHTXLUHV�D�ORW�RI�NQRZOHGJH�IURP�WKH�UHJXODWRU�DQG�UDLVHV�LVVXHV�RI�IDYRULWLVP�LQ�SULFH�GLVFULPLQDWLRQ��,Q�WKH�DEVHQFH�RI�ORQJ�WHUP�FRQWUDFWV��WKHUH�LV�D�SRWHQWLDO�IRU�H[SURSULDWLRQ�RI�VRPH�ODUJH�XVHUV
�LQYHVWPHQWV��,Q�FRXQWULHV�ZLWK�OLWWOH�WHFKQLFDO�H[SHUWLVH�DQG�ORZ�WUDQVDFWLRQ�FRVWV�RI�FROOXVLRQ��WKH�FRPSOH[LW\�DQG�SRWHQWLDO�GLVFUHWLRQ�LQYROYHG�OHDG�XV�WR�D�VHFRQG�ZDUQLQJ��,Q�/'&V�WKH�UHJXODWRU�VKRXOG�QRW�DWWHPSW�WR�XQGR�WKH�PRQRSRO\�SRZHU�RI�XVHUV�RI�WKH�LQIUDVWUXFWXUH�ZLWK�DFFHVV�SULFHV��$OWHUQDWLYH�SROLFLHV�VKRXOG�EH�XVHG�WR�IRVWHU�WKH�FRPSHWLWLYH�XVH�RI�WKH�LQIUDVWUXFWXUH��)RU�H[DPSOH��WKH�FRQWURO�RI�PRQRSRO\�SRZHU�RI�D�XVHU�FDQ�EH�XQGHUWDNHQ�E\�WKH�FRPSHWLWLRQ�DJHQF\�RU�E\�DQ�DSSURSULDWH�SROLF\�RI�PDUJLQDO�VXEVLGL]DWLRQ�DQG�SURILW�WD[��7KH�UHJXODWRU�FDQ��DV�EHIRUH��XVH�D�VLPSOH�SULFH�FDS�UHJXODWLRQ��:KDW�LV�UHDOO\�QHHGHG�LV�PRUH�LQVWUXPHQWV���%XW�LQ�JHQHUDO��WKH�UHJXODWRU�LV�QRW�JLYHQ�WD[�LQVWUXPHQWV�DQG�FDQ�RQO\�DFKLHYH�YHU\�LPSHUIHFWO\�PXOWLSOH�REMHFWLYHV�ZLWK�WKH�VLQJOH�LQVWUXPHQWV�RI�DFFHVV�SULFHV��$FFHVV�SULFLQJ�EDVHG�RQ�WKH�5DPVH\�SULQFLSOHV�UDLVHV�DGGLWLRQDO�SUREOHPV��:KHQ�WKH�UHJXODWRU�GHVLJQV�WKH�WDULIIV��WKH�GLVFUHWLRQ�VXUURXQGLQJ�WKH�GHWHUPLQDWLRQ�RI�HODVWLFLWLHV�UDLVHV�WKH�SUREOHP�RI�FDSWXUH��ZKHQ�D�SULFH�FDS�LV�XVHG��WKH�SUREOHP�LV�WUDQVIHUUHG�WR�WKH�FKRLFH�RI�ZHLJKWV���7KHUHIRUH��D�QRQ�GLVFUHWLRQDU\�PHWKRG�IRU�FKRRVLQJ�ZHLJKWV�LQ�WKH�SULFH�FDS�VKRXOG�EH�VHOHFWHG��IRU�H[DPSOH��ODVW�\HDU�TXDQWLWLHV�DQG�DQ�H[RJHQRXV�FKDQJH�LQ�WKH�OHYHO���,Q�SUDFWLFH��WKH�FKRLFH�RI�D�JRRG�VWDUWLQJ�SRLQW�IRU�SULFH�FDS�UHJXODWLRQ�LV�GLIILFXOW�DQG�LV�JHQHUDOO\�EDVHG�RQ�SDVW�SULFHV��,W�LV�D�FUXFLDO�DUHD�ZKHUH�EHQFKPDUNLQJ�PDGH�E\�JRRG�H[SHUWV�ZRXOG�EH�YHU\�XVHIXO�DQG�/'&V�VKRXOG�EH�KHOSHG�LQ�WKLV�WDVN��3ULFH�FDS�UHJXODWLRQ�ZLWK�UHYLHZV�LV�YLHZHG�DV�WKH�EHVW�DQG�VLPSOHVW�ZD\�WR�VWULNH�D�EDODQFH�EHWZHHQ�UHQW�H[WUDFWLRQ�DQG�LQFHQWLYHV�IRU�FRVW�PLQLPL]DWLRQ��+RZHYHU��LQ�FRXQWULHV�ZLWK�OLWWOH�FUHGLELOLW\�RQH�PD\�DUJXH�WKDW�UDWH�RI�UHWXUQ�UHJXODWLRQ�RIIHUV�D�PRUH�UHDVVXULQJ�HQYLURQPHQW��)LUVW��LQ�DGGLWLRQ�WR�WKH�WUDGLWLRQDO�SUREOHPV�RI�UDWH�RI�UHWXUQ�UHJXODWLRQ��WKH�VSHFLILFLWLHV�RI�/'&V�IDYRU�SULFH�FDS�UHJXODWLRQ�DV�ZH�KDYH�GLVFXVVHG�DERYH��7KH�GUDZEDFN�RI�JLYLQJ�XS�WRR�PXFK�UHQW�LV�ZHDNHQHG�E\�WKH�XUJHQW�QHHG�WR�DWWUDFW�FDSLWDO��6HFRQG��UDWH�RI�UHWXUQ�UHJXODWLRQ�LV�QRW�QHFHVVDULO\�PRUH�HIIHFWLYH�LQ�FRPPLWWLQJ�WR�D�IDLU�WUHDWPHQW�ZKHQ�WKH�JRYHUQPHQW�KDV�OLWWOH�FUHGLELOLW\�WR�IXOILOO�LWV�SURPLVHV��
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:H�FRQVLGHU�QRZ�WKH�FDVH�RI�D�YHUWLFDOO\�LQWHJUDWHG�XWLOLW\��WKH�LQFXPEHQW��ZKLFK�SURYLGHV�DFFHVV�WR�WKH�LQIUDVWUXFWXUH�DQG�ZKLFK�DOVR�VHOOV�D�VHUYLFH�XVLQJ�WKH�LQIUDVWUXFWXUH��7KH�SUREOHP�KHUH�LV�WR�SULFH�DFFHVV�IRU�RWKHU�SURYLGHUV�RI�VHUYLFHV�XVLQJ�WKH�LQIUDVWUXFWXUH��VHH�%R[�����:H�ZLOO�RQO\�FRQVLGHU�WKH�FDVH�RI�FRPSHWLWLYH�XVHUV�ZLWK�FRQVWDQW�PDUJLQDO�FRVW�SURYLGLQJ�D�VHUYLFH�WKDW�LV�DQ�LPSHUIHFW�VXEVWLWXWH�RI�WKH�VHUYLFH�SURYLGHG�E\�WKH�LQFXPEHQW��7ZR�VXE�FDVHV�PXVW�EH�GLVWLQJXLVKHG��,Q�WKH�ILUVW�RQH��FRPSHWLWRUV�DUH�SURYLGLQJ�QHZ�SURGXFWV�WKDW�DUH�QRW��RU�FDQQRW��EH�SURYLGHG�E\�WKH�LQFXPEHQW��%R[����$FFHVV�3ULFLQJ�ZLWK�9HUWLFDO�,QWHJUDWLRQ�

�7KHRU\�WHOOV�XV�WKDW�LI�WKH�VHUYLFHV�SURYLGHG�E\�XVHUV�RI�DFFHVV�WR�WKH�LQFXPEHQW�GR�QRW�FRPSHWH�VHULRXVO\�ZLWK�WKH�VHUYLFHV�VROG�E\�WKH�LQFXPEHQW��D�JOREDO�SULFH�FDS�VKRXOG�EH�IDYRUHG��RU�PRUH�JHQHUDOO\��UHJXODWLRQ�RI�VXFK�DFFHVV�VKRXOG�EH�WUHDWHG�MXVW�OLNH�UHJXODWLRQ�RI�DQ�HQG�XVHU�VHUYLFH��8QGHU�VXFK�WUHDWPHQW��WKH�RZQHU�RI�WKH�LQIUDVWUXFWXUH�KDV�JRRG�LQFHQWLYHV�WR�IDYRU�LQWHUFRQQHFWLRQ�WKDW�ZLOO�LQFUHDVH�EXVLQHVV��+RZHYHU��WKHUH�PD\�EH�SUREOHPV�LI�WKHUH�DUH�FRQJHVWLRQV�DQG�SULFLQJ�LV�QRW�IOH[LEOH�HQRXJK�WR�DOORFDWH�WKH�LQIUDVWUXFWXUH�ZLWK�SULFHV��,I�UDWLRQLQJ�RFFXUV��WKHQ�IDYRULWLVP�RI�WKH�LQFXPEHQW�PD\�KDSSHQ�DJDLQ��DQG�WKLV�PD\�EH�SDUWLFXODUO\�VHULRXV�LQ�/'&V��,Q�WKH�VHFRQG�FDVH��FRPSHWLWLYH�XVHUV�RIIHU�VHUYLFHV�WKDW�DUH�YHU\�FORVH�VXEVWLWXWHV�RI�WKH�VHUYLFHV�SURYLGHG�E\�WKH�LQFXPEHQW��7KLV�LV�WKH�GLIILFXOW�FDVH��7KHRU\�WHOOV�XV�WKDW�ZKHQ�HQWU\�

$FFHVV�3ULFLQJ�ZLWK�9HUWLFDO�,QWHJUDWLRQ

,17(*5$7(',1&80%(17

5(*8/$725
,1)5$6758&785(

6(59,&(�� &203(7,7256,1�6(59,&(6

$FFHVV�3ULFH
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OHDGV�WR�EXVLQHVV�VWHDOLQJ��WKH�DFFHVV�SULFH�VKRXOG�EH�KLJKHU�WKDQ�WKH�PDUJLQDO�FRVW�FRUUHFWHG�E\�WKH�5DPVH\�RZQ�HODVWLFLW\�WHUP��$�UHJXODWLRQ�WKDW�GRHV�QRW�DOORZ�WKLV��FRPSHWLWLYH��UHVSRQVH�RI�WKH�LQFXPEHQW�ZLOO�FUHDWH�LQFHQWLYHV�IRU�H[FOXVLRQDU\�EHKDYLRU��([DPSOHV�LQFOXGH�WHOHFRPPXQLFDWLRQV�LQ�*KDQD�DQG�&ROXPELD��$�JRRG�SROLF\�PLJKW�EH�WR�DOORZ�D�JHQHURXV�DFFHVV�SULFLQJ�UXOH�IRU�WKH�LQFXPEHQW�DQG�WR�IRFXV�UHJXODWRU\�UHVRXUFHV�RQ�LPSOHPHQWLQJ�TXLFN�DQG�KLJK�TXDOLW\�LQWHUFRQQHFWLRQ��2QH�SRVVLELOLW\�LV�WR�XVH�WKH�(IILFLHQW�&RPSRQHQW�3ULFLQJ�5XOH��(&35��ZKLFK�SULFHV�DFFHVV�DW�WKH�RSSRUWXQLW\�FRVW�IRU�WKH�LQFXPEHQW�RI�ORVLQJ�D�FXVWRPHU��,I�DFFRXQWLQJ�LV�QRW�DYDLODEOH�IRU�FDOFXODWLQJ�WKH�LQFXPEHQW
V�FRVW��RQH�PD\��LQ�WKH�FRPSHWLWLYH�FRQWH[W�FRQVLGHUHG�KHUH��XVH�WKH�PDUJLQDO�FRVW�RI�WKH�HQWUDQWV�XQOHVV�WKH�LQFXPEHQW�FDQ�GHPRQVWUDWH�WKDW�KLV�FRVW�LV�ORZHU��6XPPDUL]LQJ��ZKHQ�WKH�FRPSHWLWLYH�HQWUDQWV�RIIHU�VHUYLFHV�WKDW�DUH�KLJKO\�VXEVWLWXWDEOH�ZLWK�WKH�LQFXPEHQW
V�VHUYLFHV��(&35�VXSSOHPHQWHG�E\�DFWLYH�UHJXODWRU\�RYHUVLJKW�WR�IDYRU�QRQ�GLVFULPLQDWRU\�LQWHUFRQQHFWLRQ�FDQ�EH�XVHG��$OWHUQDWLYHO\��RQH�FDQ�XVH�D�JOREDO�SULFH�FDS�VXSSOHPHQWHG�E\�PD[LPDO�DFFHVV�SULFHV�GHILQHG�E\�(&35�����3ULYDWL]DWLRQ�7KH�UHYHODWLRQ�SULQFLSOH�VHUYHV�DV�D�JRRG�UHIHUHQFH�SRLQW�RI�DQ\�WKHRU\�RI�SULYDWL]DWLRQ�WKURXJK�WKH�6DSSLQJWRQ�6WLJOLW]��������LUUHOHYDQFH�UHVXOW��2ZQHUVKLS�GRHV�QRW�PDWWHU�IRU�D�EHQHYROHQW�JRYHUQPHQW�XQUHVWULFWHG�LQ�FRQWUDFWLQJ��7R�JLYH�DQ\�VXEVWDQFH�WR�SULYDWL]DWLRQ�UHTXLUHV�UHOD[LQJ�HLWKHU�WKH�FRPSOHWH�FRQWUDFWLQJ�DVVXPSWLRQ��WKH�EHQHYROHQFH�DVVXPSWLRQ��RU�ERWK��9DULRXV�PRGHOV�H[SORUH�KRZ�SULYDWL]DWLRQ�PD\�PLWLJDWH�FRQWUDFWXDO�LQFRPSOHWHQHVVHV��/LPLWHG�FRPPLWPHQW��IRU�H[DPSOH��PD\�GHVWUR\�LQFHQWLYHV�WR�LQYHVW�LQ�VSHFLILF�DVVHWV�E\�IHDU�RI�H[SURSULDWLRQ��3ULYDWL]DWLRQ��ZKLFK�LQFUHDVHV�DV\PPHWULF�LQIRUPDWLRQ�IRU�WKH�JRYHUQPHQW��PD\�LPSURYH�WKRVH�LQFHQWLYHV��DV�DUJXHG�E\�6FKPLGW������D���&RPPRQ�VHQVH�VXJJHVWV��KRZHYHU��WKDW�SROLWLFDO�LQWHUIHUHQFH�E\�JRYHUQPHQWV�ZLWK�SULYDWH�DJHQGDV�LV�WKH�PDMRU�GULYLQJ�IRUFH�RI�SULYDWL]DWLRQ��7KH�DERYH�LQFRPSOHWH�LQIRUPDWLRQ�DQG�LQFRPSOHWH�FRQWUDFWLQJ�DUJXPHQWV�PXVW�FHUWDLQO\�EH�FRPELQHG�ZLWK�D�PRUH�F\QLFDO�YLHZ�RI�JRYHUQPHQW��
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,Q�WKH�H[LVWLQJ�OLWHUDWXUH��WKH�QRQ�EHQHYROHQFH�RI�JRYHUQPHQWV�LV�FRPELQHG�ZLWK�WKH�IDFW�WKDW�RZQHUVKLS�DIIHFWV�GLUHFWO\�HLWKHU�WKH�LQIRUPDWLRQ�VWUXFWXUHV��LQ�6KDSLUR�:LOOLJ��������RU�WKH�DELOLW\�RI�JRYHUQPHQWV�WR�H[WUDFW�UHQWV��6KOHLIHU�9LVKQ\���������%R\FNR��6KOHLIHU�DQG�9LVKQ\���������%HQQHGVHQ���������/DIIRQW����������)RU�H[DPSOH��LQ�D�UDQGRP�PDMRULW\�PRGHO�,�FRQVLGHUHG�LQ�������WKH�LQWXLWLRQ�LV�DV�IROORZV��PDMRULWLHV�GLIIHU�LQ�WKHLU�DSSURSULDWLRQ�RI�WKH�LQIRUPDWLRQDO�UHQW�RI�WKH�UHJXODWHG�ILUP�ZKHQ�WKLV�ILUP�LV�SULYDWH��OHDGLQJ�WR�D�GHWULPHQWDO�DOWHUQDWLRQ�RI�WRR�KLJK�SRZHUHG�DQG�WRR�ORZ�SRZHUHG�UHJXODWLRQ��3XEOLF�RZQHUVKLS�LQ�WKLV�PRGHO�OHDGV�WR�XQLIRUPO\�WRR�KLJK�SRZHUHG�LQFHQWLYHV��D�VLWXDWLRQ�ZKLFK�PD\�EH�OHVV�IDYRUDEOH�IRU�VRPH�SDUDPHWHU�YDOXHV��VHH�%R[�����,Q�D�GHPRFUDWLF�FRXQWU\��HYHQ�LI�ZH�UHFRJQL]H�WKH�FDSWXUH�RI�PDMRULWLHV�E\�WKHLU�FRQVWLWXHQFLHV��WKHUH�LV�URRP�IRU�D�QRUPDWLYH�DSSURDFK�WR�SULYDWL]DWLRQ�DW�WKH�FRQVWLWXWLRQDO�VWDJH�LI�ZH�EHOLHYH�WKDW��DW�VXFK�D�VWDJH��WKH�FRQVWLWXWLRQDO�GHVLJQHU�LV�EHQHYROHQW��+RZHYHU��VXFK�DQ�DSSURDFK�LV�FHUWDLQO\�PHDQLQJOHVV�LQ�QRQ�GHPRFUDWLF�GHYHORSLQJ�FRXQWULHV��:KDW�DUH�QHHGHG�LQ�VXFK�FRXQWULHV�DUH�SRVLWLYH�WKHRULHV�RI�SULYDWL]DWLRQ�ZKLFK�KHOS�WKHP�XQGHUVWDQG�ZKHQ�SULYDWL]DWLRQ�PD\�RFFXU��,Q�D�PRGHO�GHYHORSHG�E\�ORRNLQJ�DW�6XE�6DKDUDQ�$IULFD��/DIIRQW�DQG�0HOHX����������,�DUJXH�WKDW�WKH�UXOLQJ�SROLWLFLDQV�ZLOO�SULYDWL]H�RQO\�ZKHQ�WKH�EHQHILWV�WKH\�GHULYH�XQGHU�WKH�SXEOLF�PRQRSRO\�UHJLPH�EHFRPH�VPDOOHU�WKDQ�WKRVH�WKH\�FDQ�DFKLHYH�WKURXJK�SULYDWL]DWLRQ��VHH�%R[�����/HW�PH�FDOO�G DQ�LQGH[�RI�FRUUXSWLRQ�RI�WKH�JRYHUQPHQW��$V�G LV�ODUJHU��LW�PHDQV�WKDW�WKH�REMHFWLYH�IXQFWLRQ�RI�WKH�JRYHUQPHQW�LV�IXUWKHU�DZD\�IURP�VRFLDO�ZHOIDUH��:H�REWDLQ�WKDW�SULYDWL]DWLRQ�RFFXUV�RQO\�IRU�LQWHUPHGLDU\�YDOXHV�RI�G��7KH�EHQHILWV�REWDLQHG�XQGHU�SULYDWL]DWLRQ�IROORZ�IURP�WKH�JUHDWHU�HIILFLHQF\�RI�D�PDQDJHPHQW�PRWLYDWHG�E\�SURILW�WKDW�DUH�SDUWLDOO\�FDSWXUHG�E\�WKH�JRYHUQPHQW�DW�WKH�SULYDWL]DWLRQ�VWDJH�LQ�WKH�IRUP�RI�XQGHUSULFHG�VKDUHV��)RU�D�ORZ�G��WKH�JRYHUQPHQW�LV�DOPRVW�EHQHYROHQW�DQG�VKRXOG�QRW�DQG�GRHV�QRW�SULYDWL]H��)RU�YHU\�ODUJH�G WKH�SULYDWH�JDLQV�DVVRFLDWHG�ZLWK�SXEOLF�ILUPV�FDQQRW�EH�FRPSHQVDWHG�E\�WKH�DSSURSULDWLRQ�RI�WKH�UHQW�XQGHU�SULYDWL]DWLRQ�EHFDXVH�RI�WKH�QHFHVVLW\�WR�OHDYH�FRQWURO�WR�WKH�
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SULYDWH�VKDUHKROGHU��6XFK�DQ�LQYHUWHG�8 VKDSH�WKHRU\�ZDV�UHDVRQDEO\�ERUQH�E\�GDWD�RI�6XE�6DKDUDQ�$IULFD��,I�ZH�DFFHSW�WKLV�YLHZ�RI�WKH�ZRUOG��ZH�FDQ�GLVFXVV�WKH�UROH�RI�RXWVLGH�DJHQFLHV�VXFK�DV�WKH�:RUOG�%DQN�LQ�SURPRWLQJ�SULYDWL]DWLRQ��-XVW�UHFRPPHQGLQJ�SULYDWL]DWLRQ�KDV�QR�HIIHFW�LI�WKH�QRQ�EHQHYROHQW�JRYHUQPHQW�SUHIHUV�WKH�SXEOLF�UHJLPH��7KH�RXWVLGH�DJHQF\�PD\�WLOW�WKH�WUDGH�RIIV�RI�WKH�JRYHUQPHQW�ZLWK�FRQGLWLRQDO�DLG��3ULYDWL]DWLRQ��SDUWLFXODUO\�ZLWK�IRUHLJQ�FDSLWDO��KDV�D�UHDVRQDEOH�FRPPLWPHQW�SRZHU�VR�WKDW�VXFK�D�TXLG�SUR�TXR�FDQ�VXFFHHG��,W�LV�LQ�P\�YLHZ�D�PXFK�PRUH�FUHGLEOH�TXLG�SUR�TXR�WKDQ�WKH�FRPPLWPHQW�WR�LPSOHPHQW�D�FRPSHWLWLRQ�SROLF\�IRU�D�JLYHQ�OHYHO�RI�DLG��7KH�ODFN�RI�FUHGLELOLW\�PD\�DOVR�EH�RQ�WKH�VLGH�RI�WKH�RXWVLGH�DJHQF\��KHQFH�WKH�FXUUHQW�GHEDWH�EHWZHHQ�FRQGLWLRQDOLW\�DQG�VHOHFWLYLW\�IRU�DLG��
%R[����3ROLWLFDO�(FRQRP\�RI�5HJXODWLRQ��3ULYDWL]DWLRQ�
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+RZHYHU��WKH�UHFRJQLWLRQ�RI�WKH�FDSWXUH�RI�/'&V¶�JRYHUQPHQWV�OHDGV�WR�WKH�IROORZLQJ�GLOHPPD���(LWKHU�RQH�HQJLQHHUV�D�TXLG�SUR�TXR�WKDW�PDLQWDLQV�FRUUXSW�JRYHUQPHQWV�LQ�SRZHU�DQG�PDLQWDLQV�WKHLU�ZHOIDUH��RU�WKURXJK�1*26��HGXFDWLRQ�SURJUDPV�RU�RWKHU�PHDQV��RQH�DWWHPSWV�WR�DIIHFW�WKH�SROLWLFDO�SURFHVV�LWVHOI�LQ�IDYRU�RI�PRUH�GHPRFUDWLF�LQVWLWXWLRQV���%XW�WKHQ�ZH�FDQ�UDLVH�WKH�LVVXH�RI�WKH�OHJLWLPDF\�RI�VXFK�DQ�LQWHUYHQWLRQ���7KLV�SUREOHP�LWVHOI�OHDGV�XV�WR�TXHVWLRQ�WKH�LQFHQWLYHV�RI�WKH�RXWVLGH�DJHQFLHV�RU�JRYHUQPHQWV�LQYROYHG�LQ�VXFK�FRQGLWLRQDO�DLG�SURJUDPV��3ULYDWL]DWLRQ�LV�MXVW�RQH�H[DPSOH�RI�PDQ\�FRQVWLWXWLRQDO�GHVLJQV�IRU�ZKLFK�ZH�PXVW�UHFRJQL]H�WKH�OLPLWV�RI�PHFKDQLVP�GHVLJQ���(FRQRPLF�LQVWLWXWLRQV�DUH�HQGRJHQRXV�DQG�WKH�RXWFRPH�RI�FRQIOLFWLQJ�LQWHUHVW�JURXSV�ZLWKLQ�SROLWLFDO�LQVWLWXWLRQV��7KXV��P\�FRQFOXVLRQ�LV�QRW�RQO\�WKDW�ZH�PXVW�TXHVWLRQ�WKH�UHOHYDQFH�RI�WKH�:HVWHUQ�:RUOG¶V�UHFLSHV�IRU�/'&V��EXW�E\�UHFRJQL]LQJ�LQ�DGGLWLRQ�WKH�LQFHQWLYH�SUREOHPV�UDLVHG�E\�WKHLU�LPSOHPHQWDWLRQ��ZH�PXVW�DOVR�DVN�KRZ�ZH�FDQ�OHJLWLPDWH�WKH�SROLWLFDO�LQWHUIHUHQFHV�LQ�/'&V�QHHGHG�WR�DFKLHYH�EHWWHU�LQVWLWXWLRQDO�GHVLJQV���7KDW�LV�SUREDEO\�DQ�DUHD�ZKHUH�HFRQRPLFV�PHHWV�PRUDO�GHEDWH��
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3$57�,,���',6&866,21�,167,787,216��5(*8/$7,21�$1'�'(9(/230(17�
3DUWLFLSDQWV�LQ�WKH�GLVFXVVLRQ�IROORZLQJ�-HDQ�-DTXHV�/DIIRQW¶V�SUHVHQWDWLRQ�LQFOXGHG�$EGHO�$]L]�,VPDLO��&UHGLW�0DQDJHU��$UDE�%DQNLQJ�&RUSRUDWLRQ�(J\SW��$KPHG�*DODO��([HFXWLYH�'LUHFWRU�RI�WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV��$ODD�(O�6KD]O\��$VVRFLDWH�3URIHVVRU�RI�(FRQRPLFV�DW�&DLUR�8QLYHUVLW\��0DUN�6LOYHU��86$,'�&DLUR�0LVVLRQ��DQG�7DKHU�+HOP\��3DUWQHU�RI�%DNHU�	�0F.HQ]LH�/DZ�)LUP�DQG�(&(6�&KDLUPDQ���7KH�IROORZLQJ�LV�D�VXPPDU\�RI�WKH�GLVFXVVLRQ���3DUWLFLSDQW��,�ZDV�ZRQGHULQJ�LI�\RX�FRXOG�FRPPHQW�IXUWKHU�RQ�WKH�H[SHULHQFHV�RI�FRXQWULHV�OLNH�&KLOH��$UJHQWLQD�DQG�0H[LFR��ZKLFK�DUH�VLPLODU�WR�(J\SW�LQ�WKHLU�EDVLF�VHWXSV����:H�GR�NQRZ�WKDW�$UJHQWLQD�DQG�0H[LFR�ERWK�IROORZ�SULFH�FDS�UHJXODWLRQV�WKDW�EDVLFDOO\�DOORZ�ILUPV�WR�LQFUHDVH�SULFHV�E\�LQIODWLRQ�PLQXV�D�SURGXFWLYLW\�IDFWRU��&KLOH��RQ�WKH�RWKHU�KDQG��IROORZV�UDWH�RI�UHWXUQ�UHJXODWLRQ���+DYH�WKH�UHVXOWV�EHHQ�WKDW�GUDPDWLFDOO\�GLIIHUHQW�EHWZHHQ�WKHVH�FRXQWULHV"�+RZ�PLJKW�ZH�OHDUQ�IURP�WKHVH�H[DPSOHV"��6SHDNHU��:HOO��LI�\RX�KDYH�D�UHDVRQDEOH�DFFRXQWLQJ�V\VWHP��WKHQ�WKH�³ULJKW´�FKRLFH�LV�VRPHZKHUH�EHWZHHQ�SULFH�FDS�DQG�FRVW�UHJXODWLRQ���7KLV�FRUUHVSRQGV�WR�WKH�WUDGH�RII�,�ZDV�PHQWLRQLQJ���,I�\RX�PRYH�WR�SULFH�FDS�UHJXODWLRQ��\RX�DUH�JRLQJ�WR�KDYH�D�ORW�RI�HIILFLHQF\��EXW�\RX�DUH�JRLQJ�WR�SD\�D�ORW�RI�PRQH\�WR�WKRVH�ILUPV���7KXV��LQ�DSSO\LQJ�WKHVH�FRQFHSWV��PDQ\�RSW�WR�EH�VRPHZKHUH�LQ�EHWZHHQ���7KH�)&&��IRU�H[DPSOH��ILUVW�LQWURGXFHG�SULFH�FDS�UHJXODWLRQ�LQ�WKH�86��EXW�WKHQ�VDLG�WKDW�LI�D�ILUP�PDGH�WRR�PXFK�PRQH\�WKHQ�WKH\�ZRXOG�UHLPEXUVH�D�VKDUH�RI�WKHLU�SURILWV�WR�WKH�FRQVXPHUV�± D�VROXWLRQ�WKDW�SURYHG�WR�EH�VRPHZKHUH�LQ�WKH�PLGGOH���$IWHU�DOO��LI�D�ILUP�NQRZV�LQ�DGYDQFH�WKDW�LW�ZLOO�ORVH�D�VKDUH�RI�LWV�SURILW�LI�LW�PDNHV�WRR�PXFK�PRQH\��WKHQ�LW�ZLOO�QRW�PDNH�DV�PXFK�HIIRUW�DV�LW�ZRXOG�XQGHU�D�VWULFW�SULFH�FDS�V\VWHP���7KHRU\�WHOOV�XV�WKDW�WKH�LGHDO�LV�VRPHZKHUH�LQ�EHWZHHQ����6HFRQG��ZKHQ�\RX�FRPH�WR�UHDO�VLWXDWLRQV��\RX�FDQQRW�IRUJHW�DERXW�WKH�G\QDPLFV���$QG�ZKHQ�\RX�ORRN�DW�WKH�G\QDPLFV��\RX�UHDOL]H�WKDW�UDWH�RI�UHWXUQ�UHJXODWLRQ�DQG�SULFH�FDS�UHJXODWLRQ�DUH��
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QRW��DV�\RX�MXVW�VDLG��DV�GLIIHUHQW�DV�RQH�PLJKW�WKLQN���:K\"��:KDW�ZRXOG�EH�DQ�LGHDO�SULFH�FDS"��7KH�LGHDO�SULFH�FDS�LV�WR�PDNH�UHYHQXH�H[RJHQRXV���7KDW�LV��LI�WKH�SULFH�LV�IL[HG��SULFH S���WKHQ�WKH�GHPDQG��G��S���DQG�WKH�UHYHQXH��S�Â�G��S���DUH�DOVR�IL[HG���)DFLQJ�IL[HG�UHYHQXH��ILUPV�KDYH�WR�PLQLPL]H�FRVW�± LW¶V�WKH�RQO\�ZD\�WR�PDNH�SURILW���1RZ��OHW¶V�WU\�WR�ILW�WKLV�LQWR�D�G\QDPLF�ZRUOG����<RX�ZLOO�KDYH�WKH�SULFH�IL[�GHFUHDVLQJ�DW�VRPH�UDWH��OLNH�WKH�UDWH�RI�H[SHFWHG�WHFKQRORJLFDO�SURJUHVV�±VD\���SHUFHQW±�XQWLO�WKH�HQG�RI�WKH�DJHV���%XW�LQ�WKH�UHDO�ZRUOG�LW�LV�GLIILFXOW�WR�JHW�WKH�UDWH�RI�GHFUHDVH�ULJKW��HLWKHU�\RX�ZLOO�FKRRVH�WKLV�UDWH�WRR�ORZ��DQG�VR�ILUPV�ZLOO�PDNH�PRUH�DQG�PRUH�PRQH\�XQWLO�FRQVXPHUV�ILQDOO\�ZDQW�WKH�JRYHUQPHQW�WR�LQWHUYHQH���2U��\RX�ZLOO�FKRRVH�WKLV�UDWH�WRR�KLJK��L�H��WKH�UDWH�RI�SULFH�GHFUHDVH�WRR�VWHHS���DQG�WKHQ�ILUPV�ZLOO�JR�EDQNUXSW���,Q�ERWK�FDVHV��DW�VRPH�SRLQW�LQ�WLPH��WKH�ZKROH�WKLQJ�ZLOO�QRW�ZRUN���%HFDXVH�WKHUH�DUH�VR�PDQ\�VWDWHV�RI�QDWXUH��ZH�FDQQRW�UHDOL]H�WKLV�SXUH�SULFH�FDS����7KHUHIRUH��LQ�SUDFWLFH��ZKDW�\RX�VKRXOG�GR�LV�VHW�D�SULFH�FDS�IRU�IRXU�RU�ILYH�\HDUV���+RZHYHU��LW�ZLOO�QR�ORQJHU�EH�D�SXUH�SULFH�FDS�EHFDXVH�WKH�ILUP�ZLOO�WKHQ�H[SHFW�WKH�UHJXODWRU�WR�ORRN�DW�WKH�DFFRXQWV�DIWHU�IRXU�\HDUV�DQG�ILQG�RXW��IRU�H[DPSOH��WKDW�WKH\�PDGH�D�ORW�RI�PRQH\���7KH�ILUP�DQWLFLSDWLQJ�WKH�JDS�EHWZHHQ�WKHLU�FXUUHQW�SURILW�DQG�WKH�SULFH�FDS�GHWHUPLQHG�IRU�WKH�QH[W�WHUP�ZLOO�QRW�PDNH�WKHLU�EHVW�HIIRUW���7KXV��E\�KDYLQJ�D�OLPLWHG�WLPH�IRU�D�SULFH�FDS��\RX�UH�FUHDWH�WKH�LQFHQWLYHV�IRU�OHVV�HIILFLHQF\�± DQG�JHW�D�V\VWHP�WKDW�OLHV�VRPHZKHUH�EHWZHHQ�WKH�WZR�SROHV����6LPLODUO\��LQ�WKH�SDVW��UDWH�RI�UHWXUQ�UHJXODWLRQ�EHFDPH�VXEMHFW�WR�WKH�HIIHFWV�RI�D�SKHQRPHQRQ�WHUPHG�UHJXODWRU\�ODJ�ZKHQ�D�UHJXODWRU�ZRXOG�HYDOXDWH�ILUPV¶�FRVWV�DQG�WKHQ�IL[�SULFHV�VR�WKDW�WKH\�FRXOG�FRYHU�WKHP���8QGHU�WKLV�V\VWHP��SULFHV�ZHUH�IL[HG�IRU�VRPH�WLPH�XQWLO�WKH�WZR�SDUWLHV�GHFLGHG�WR�FKDQJH�WKH�SULFHV�DJDLQ���%XW�GXULQJ�WKLV�SHULRG��RU�UHJXODWRU\�ODJ��WKH�SULFHV�ZHUH�IL[HG��VR�OLNH�LQ�WKH�SUHYLRXV�H[DPSOH��WKH�ILUPV�KDG�QR�LQFHQWLYH�WR�GHFUHDVH�FRVW���+HQFH��LW�VHHPV�WKDW�ZKHQ�DFWXDOO\�SUDFWLFHG��UDWH�RI�UHWXUQ�UHJXODWLRQ�KDV�D�OLWWOH�ELW�RI�SULFH�FDS�UHJXODWLRQ�LQ�LW�DV�ZHOO���7KH�WZR�IRUPV�RI�UHJXODWLRQ�DUH�QRW�DV�IDU�DSDUW�DV�WKH\�VHHP����0RVW�FRXQWULHV�KDYH�FKRVHQ�SULFH�FDS�UHJXODWLRQ�GXH�WR�LWV�VLPSOLFLW\���7KLV�LV�EHFDXVH�ZLWK�WKH�FKRLFH�RI�SULFH�FDS�UHJXODWLRQ��\RX�GHFHQWUDOL]H�WKH�FKRLFH�RI�SULFHV�WR�WKH�ILUP���7KH�ILUP�FDQ�PDQDJH�LWV�RSHUDWLRQV�XVLQJ�LWV�RZQ�LQIRUPDWLRQ�LQ�D�EXVLQHVV�W\SH�DWPRVSKHUH���,Q�UDWH�RI�UHWXUQ�
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UHJXODWLRQ��LW�LV�WKH�EXUHDXFUDWV�ZKR�ORRN�DW�WKH�DFFRXQWV��DOORFDWH�WKH�IL[HG�FRVWV�DQG�GHFLGH�KRZ�WR�DOORFDWH�WKH�IL[HG�FRVWV����
3DUWLFLSDQW� ,�ZDV�LQWHUHVWHG�LQ�KHDULQJ�PRUH�DERXW�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�OHJDO�IUDPHZRUN�WKDW�VXSSRUWV�UHJXODWLRQ�DQG�WKH�EXVLQHVV�FRPPXQLW\���,Q�WKH�(J\SWLDQ�FRQWH[W��LW�VHHPV�WR�PH�WKDW�WKH�VLJQDOV�PDGH�E\�WKH�UHJXODWRU\�DXWKRULW\�WR�WKH�LQYHVWPHQW�FRPPXQLW\�VKRXOG�EH�DV�WUDQVSDUHQW�DV�SRVVLEOH��HVSHFLDOO\�ZLWK�UHVSHFW�WR�WKH�UXOHV�RI�WKH�JDPH�DQG�WKH�OHJLVODWLYH�IUDPHZRUN�WKDW�UHJXODWHV�WKHP���6SHDNHU��<RXU�TXHVWLRQ�LV�YHU\�VSHFLILF���7R�ZKDW�H[WHQW�GRHV�WKH�VWUXFWXUH�RI�UHJXODWLRQ�DWWUDFW�IRUHLJQ�LQYHVWPHQW"��,Q�UHVSRQVH�WR�WKLV�FRQFHUQ��,�FDQ�RQO\�UHHPSKDVL]H�KRZ�LPSRUWDQW�LW�LV�WR�KDYH�D�SRZHUIXO��LQGHSHQGHQW�UHJXODWRU\�DJHQF\���6XFK�DQ�DJHQF\�ZLOO�UHDVVXUH�WKH�IRUHLJQ�LQYHVWRU�EHFDXVH�LW�ZLOO�EH�LQGHSHQGHQW�IURP�WKH�GD\�WR�GD\�FRQFHUQV�RI�JRYHUQPHQW���)RU�H[DPSOH��LI�SULFLQJ�LV�LQ�WKH�KDQGV�RI�D�UHJXODWRU\�DJHQF\�WKDW�KDV�D�JRRG�UHSXWDWLRQ�DQG�KDV�EHHQ�WKHUH�IRU�ILYH�\HDUV��WKHQ�WKH�IRUHLJQ�LQYHVWRU�FDQ�VD\��³%HFDXVH�,�FDQ�GHSHQG�RQ�WKLV�SULFH�FDS��,�ZLOO�PDNH�P\�FRPSXWDWLRQ�WR�VHH�LI�LW�LV�ZRUWK�LQYHVWLQJ�´��,I��RQ�WKH�RWKHU�KDQG��WKH�SULFH�FDS�FDQ�EH�FKDQJHG�DW�DQ\�WLPH�E\�WKH�JRYHUQPHQW�DQG�WKHUH�LV�DQ�HOHFWLRQ�FRPLQJ�LQ�WZR�\HDUV��WKHQ�LQYHVWRUV�ZLOO�QRW�NQRZ�ZKDW�WR�H[SHFW���%XW�WKHQ�DJDLQ��HYHQ�LI�\RX�DUH�LQ�D�FRXQWU\�ZKHUH�WKH�JRYHUQPHQW�LV�WUXVWDEOH��LW�PLJKW�VWLOO�FKDQJH�RU�KDYH�DQ�LQIOXHQFH�RQ�WKH�UHJXODWRU\�DJHQF\����6R�WKHQ�ZH�FRPH�WR�WKH�TXHVWLRQ�RI�KRZ�WR�KDYH�DQ�LQGHSHQGHQW�DJHQF\���,I�WKH�PLQLVWU\�RI�WKH�LQGXVWU\�LQ�QHHG�RI�UHJXODWLRQ�LV�VHOHFWHG�DV�LWV�LQGHSHQGHQW�UHJXODWRU��WKHQ�LW�LV�QRW�JRLQJ�WR�EH�YHU\�FRQYLQFLQJ���7KH�GLIILFXOW\�LV�WKDW�LW�WDNHV�WLPH�WR�GHYHORS�D�VWURQJ�UHSXWDWLRQ�IRU�EHLQJ�LQGHSHQGHQW�IURP�WKH�JRYHUQPHQW���7KLV�LV�D�SURFHVV�WKDW�KDV�WR�EH�VWDUWHG�DQG�VORZO\�GHYHORSHG��EXW�LI�WKH�TXDOLW\�RI�WKH�SHRSOH�LV�JRRG�WKHQ�WKH\�ZLOO�EHFRPH�UHDVRQDEO\�LQGHSHQGHQW�DQG�JRRG�DW�WKHLU�MRE�����
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3DUWLFLSDQW� 7R�ZKDW�H[WHQW�VKRXOG�WKH�ODZ�JR�LQWR�GHWDLO�LQ�WKH�UHJXODWRU\�IUDPHZRUN�DQG�WR�ZKDW�H[WHQW�VKRXOG�\RX�JLYH�DXWKRULW\�WR�WKH�UHJXODWRU\�ERG\�LQ�IRUPXODWLQJ�FHUWDLQ�SROLFLHV"���,�DVN�EHFDXVH�LQ�WKH�FDVH�RI�(J\SW��VRPH�KDYH�FULWLFL]HG�WKH�WHOHFRPPXQLFDWLRQV�DFW�IRU�QRW�VSHFLI\LQJ�IRUPXODV�IRU�SULFH�VHWWLQJ���,�KDSSHQ�WR�GLVDJUHH���,I�\RX�KDYH�D�UHJXODWRU\�ODZ�RU�DFW�WKDW�KDV�WRR�PXFK�GHWDLO�DERXW�SULFLQJ��WKHQ�HYHU\�WLPH�\RX�ZDQW�WR�PRYH�IURP�D�SULFH�FDS�WR�D�FRVW�SOXV�RU�WR�VRPH�IRUPXOD�LQ�EHWZHHQ��\RX�ZLOO�KDYH�WR�JR�WR�SDUOLDPHQW�WR�FKDQJH�LW���$W�WKH�VWDJH�ZH�DUH�LQ�QRZ��ZH�QHHG�SDUOLDPHQW�WR�MXVW�DSSURYH�RI�VRPHWKLQJ�WR�JHW�XV�JRLQJ���,�KDYH�DOZD\V�EHOLHYHG�WKDW��DERYH�DOO��OHJLVODWLRQ�PXVW�DOZD\V�EH�IOH[LEOH���,I�\RX�JR�LQWR�WRR�PXFK�GHWDLO�LQ�OHJLVODWLRQ��WKHQ�\RX�ORVH�WKLV�IOH[LELOLW\����:KDW�ZH�KDYH�GRQH�LQ�WKH�QHZ�SUHVLGHQWLDO�GHFUHH�RQ�HOHFWULFLW\��IRU�H[DPSOH��LV�VHW�JHQHUDO�VWDWHPHQWV�WKDW�WKH�FDELQHW�DQG�SDUOLDPHQW�FDQ�DSSURYH�FRYHULQJ�SULQFLSOHV�VXFK�DV�WKH�YLDELOLW\�RI�D�ILUP��FRVWV�DQDO\VLV��WKH�LQWHUHVWV�RI�WKH�FRQVXPHU��EXW�WKHQ�OHIW�WKH�GHFLVLRQ�RQ�PHWKRGV�RI�LPSOHPHQWDWLRQ�WR�EH�LVVXHG�E\�WKH�PLQLVWHU���,�IHHO�WKDW�WKLV�DSSURDFK�LV�EHWWHU�EHFDXVH�ZH�FDQ�SXW�PRUH�GHWDLO�LQ�WKH�OHJLVODWLRQ�LVVXHG�E\�D�PLQLVWHU��ZKLFK�LV�VWLOO�ODZ��DQG�LW�ZLOO�EH�HDVLHU�WR�DPHQG���%XW��,�FDQ�VHH�WKDW�VRPH�GLVDJUHH���6SHDNHU���<HV��,�EHOLHYH�WKHVH�DUH�WZR�VKDUSO\�GLIIHUHQW�YLHZV�RQ�WKH�WUDGH�RII�EHWZHHQ�IOH[LELOLW\�DQG�VSHFLILFLW\���7KHUH�DUH�FHUWDLQO\�PHULWV�WR�EHLQJ�IOH[LEOH��,W�PDNHV�\RX�DEOH�WR�DGMXVW�WR�WKH�ZRUOG¶V�LQFHVVDQW�FKDQJHV���%XW�RQH�PXVW�DOVR�UHFRJQL]H�WKDW�WKHUH�DUH�PHULWV�WR�EHLQJ�VSHFLILF���,I�,�DP�D�IRUHLJQ�LQYHVWRU�DQG�,�DP�JRLQJ�WR�SXW�P\�PRQH\�LQWR�DQ�DFWLYLW\�OLNH�SRZHU�RU�WHOHFRP��,�ZRUU\�DERXW�ZKDW�ZLOO�KDSSHQ�WRPRUURZ���,�ZLOO�ZDQW�WR�NQRZ�WKDW�WKHUH�LV�VRPHWKLQJ�FRQFUHWH�WKDW�,�DP�JRLQJ�WR�OLYH�E\�IRU�VRPH�WLPH����,�GR�NQRZ�WKDW�LQ�&KLOH��IRU�LQVWDQFH��WKH�UHJXODWRU\�ODZ�LV�YHU\�VSHFLILF���,W�DFWXDOO\�VWDWHV�WKH�VSHFLILF�SULFLQJ�UXOH��LW�VWDWHV�ZKHUH�WKH�GDWD�DUH�JRLQJ�WR�FRPH�IURP��HWF��1RZ��WKDW�GRHV�QRW�PHDQ�WKDW�WKH�ODZ�ZLOO�VSHFLI\�ZKDW�WKH�VSHFLILF�UDWH�RI�UHWXUQ�VKRXOG�EH��RU�ZKDW�WKH�SHU�XQLW�FRVW�RU�FHLOLQJ�SULFH�ZLOO�EH��EXW�LW�GRHV�VSHFLI\�WKH�IRUPXOD���6SHFLI\LQJ�D�IRUPXOD�LV�YHU\�GLIIHUHQW�IURP�VSHFLI\LQJ�WKH�VHOOLQJ�SULFH�SHU�XQLW�DW��VD\��/(����XQLW���7KDW�LV�QRW�UHDVRQDEOH�EHFDXVH�/(�
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���WRGD\�LV�QRW�WKH�VDPH�DV�/(����WRPRUURZ��%XW�LW�LV�WHUULEO\�LPSRUWDQW�WR�VSHFLI\�WKH�IRUPXOD�VR�LQYHVWRUV�FDQ�EDVH�GHFLVLRQV�RQ�LW���3DUWLFLSDQW���,�ZRXOG�OLNH�WR�KHDU�\RXU�RSLQLRQ�RQ�ZKHWKHU�LW�ZRXOG�SHUKDSV�EH�PRUH�HIILFLHQW�WR�KDYH�WZR�FRQWUDFWV��RQH�IRU�HIILFLHQW�ILUPV�DQG�RQH�IRU�LQHIILFLHQW�ILUPV��RU�VRPH�RWKHU�VFUHHQLQJ�GHYLFH�UDWKHU�WKDQ�D�KLHUDUFKDO�PRQLWRULQJ�V\VWHP�WKDW�LQWURGXFHV�PRUDO�KD]DUGV�DQG�WKXV�GHPDQGV�KLJKHU�IRUPV�RI�UHJXODWLRQ"��,Q�RWKHU�ZRUGV��VKRXOG�WKH�JRYHUQPHQW�LQYHVW�PRUH�LQ�VFUHHQLQJ�GHYLFHV��LQFHQWLYH�FRPSDWLELOLW\�DQG�LQFHQWLYH�VFKHPHV�IURP�WKH�VWDUW�DQG�WKXV�MXVW�KDYH�D�SULQFLSDO�DQG�DQ�DJHQW�ZLWKRXW�DQ�LQWHUPHGLDU\"��6SHDNHU��7KH�FKRLFH�EHWZHHQ�XVLQJ�FRQWUDFWV�RU�D�UHJXODWRU�LQYROYHV�VHYHUDO�LQVWUXPHQWV���,W�LV�FOHDU�WKDW�LGHDOO\��ZKDW�\RX�ZDQW�WR�GR�LV�WR�XVH�\RXU�LQIRUPDWLRQ�V\VWHP�±\RXU�DXGLWLQJ�V\VWHP±�WR�OHDUQ�DV�PXFK�DV�SRVVLEOH���,I�\RX�KDYH�YHU\�JRRG�DQG�KRQHVW�DXGLWRUV��WKHQ�WKH\�ZLOO�GLVFRYHU�D�ORW�RI�LQIRUPDWLRQ�DERXW�WKH�ILUPV��EXW�WKHUH�ZLOO�DOZD\V�EH�VRPH�XQFHUWDLQW\�UHPDLQLQJ��,Q�RUGHU�WR�GHDO�ZLWK�WKLV�UHPDLQLQJ�XQFHUWDLQW\��\RX�PXVW�XVH�WKHVH�VHOI�VHOHFWLRQ�GHYLFHV�EDVHG�RQ�SULFLQJ��%XW�KRZ�PXFK�RI�WKH�ILUVW��DXGLWLQJ��DQG�KRZ�PXFK�RI�WKH�VHFRQG��SULFLQJ��GHSHQGV�RQ�PDQ\�WKLQJV��DQG�LQ�SDUWLFXODU�RQ�WKRVH�FKDUDFWHULVWLFV�RI�GHYHORSLQJ�FRXQWULHV�± OLNH�WKH�H[WHQW�WR�ZKLFK�WKH�DXGLWRUV�DUH�FRUUXSWHG���,Q�RUGHU�WR�NHHS�WKH�VXSHUYLVRU�KRQHVW��\RX�PXVW�SD\�KLP�DW�OHDVW�DV�PXFK�DV�WKH�VWDNH�RI�FROOXVLRQ��LI�QRW�PRUH���,I�WKDW�VWDNH�LV�TXLWH�KLJK��WKHQ�LW�PLJKW�EH�EHWWHU�WR�JR��DV�\RX�VDLG��ZLWK�D�GLIIHUHQW�GHYLFH���7KXV��RQH�FRXOG�VD\�DW�WKLV�WLPH��WKDW�LQ�WKH�FRXQWU\�WKDW�LV�YHU\�FRUUXSWHG�DQG�GRHV�QRW�KDYH�D�YHU\�GHSHQGDEOH�UHJXODWRU\�V\VWHP��WKH\�VKRXOG�MXVW�XVH�FRQWUDFWV���3DUWLFLSDQW� :LWK�SULYDWL]DWLRQ��ZH�H[SHFW�WKDW�LQ�DGGLWLRQ�WR�JRYHUQPHQW�UHJXODWLRQ�RI�WKH�LQIRUPDWLRQ�UHQW��WKHUH�ZLOO�DOVR�EH�UHJXODWLRQ�RI�WKH�VWRFN�PDUNHW��,�WKLQN�WKDW�WKHVH�WZR�LQIOXHQFHV�RQ�ILUPV�PD\�FDXVH�FRQIOLFW��DV�WKH\�ZLOO�EH�VHQGLQJ�PL[HG�UHJXODWRU\�VLJQDOV���+RZ�KDV�WKH�:HVW�FRSHG�ZLWK�SUREOHPV�OLNH�WKLV�DQG�ZKDW�LQVWLWXWLRQDO�VHW�XSV�KDYH�WKH\�IRUPXODWHG"��
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6SHDNHU��7KLV�TXHVWLRQ�LV�FRPSOLFDWHG�IRU�WZR�UHDVRQV���)LUVW��WKH�VXFFHVVIXO�SULYDWL]DWLRQ�RI�PRQRSROLHV�LV�GLIILFXOW�VLQFH�DOO�WKH�DUJXPHQWV�\RX�PLJKW�KDYH�IURP�WKH�SDVW�FULWLFL]LQJ�UHJXODWLRQ�RI�SXEOLF�ILUPV�\RX�PD\�VWLOO�KDYH�IRU�D�JRYHUQPHQW�WKDW�PDQLSXODWHV�UHJXODWLRQ���6HFRQGO\��ZKDW�DFWXDOO\�KDSSHQV�EHWZHHQ�WKH�UHJXODWRU�DQG�D�SULYDWH�ILUP�LV�D�YHU\�JUD\�DUHD�EHFDXVH�WKH�VWRFN�PDUNHW�ZLOO�UHIOHFW�DV�PXFK�WKH�YDOXH�RI�WKH�ILUP�DQG�WKH�JRRG�GHFLVLRQV�RI�WKH�PDQDJHU��DV�LW�UHIOHFWV�WKH�UHVXOWV�RI�WKH�OREE\LQJ�RI�WKDW�PDQDJHU�WR�KLV�UHJXODWRU\�DJHQF\���,I�KH�OREELHV�ZHOO��WKHQ�KH�ZLOO�JHW�D�JRRG�GHDO�DQG�ZLOO�JHW�D�ORW�RI�SURILW���7KHUH�LV�QRW�\HW�DQ\�UHJXODWRU\�WKHRU\�IRU�KRZ�WR�FRXQWHU�WKHVH�SUREOHPV���,Q�SUDFWLFH��ZH�VHH�D�ORW�RI�WKLV�PL[WXUH�RI�PDUNHW�EHKDYLRU�DQG�QHZ�UHJXODWLRQ���7KHVH�VLJQDOV�DUH�YHU\�DPELJXRXV��EXW�LQ�D�QDWXUDO�PRQRSRO\�OLNH�WHOHFRP��ZKHUH�FRPSHWLWLRQ�LV�LQFUHDVLQJ�UDSLGO\��WKHUH�LV�DFWXDOO\�FRPSHWLWLRQ�DPRQJ�UHJXODWRUV���,Q�WKLV�FDVH��,�WKLQN�WKDW�WKH�PDUNHW�YDOXH�LV�TXLWH�XVHIXO�����3DUWLFLSDQW��<RX�PHQWLRQHG�HDUOLHU�WKDW�$XVWUDOLD�KDV�DPDOJDPDWHG�DOO�UHJXODWRU\�DJHQFLHV�LQWR�RQH�VXSHU�UHJXODWRU\�DJHQF\���+RZ�VXFFHVVIXO�KDV�WKLV�EHHQ"�$UH�WKHUH�DQ\�RWKHU�FRXQWULHV�WKDW�DUH�DOVR�XVLQJ�WKLV�PHWKRG"�$QG�ILQDOO\��KRZ�GLG�WKH\�GHDO�ZLWK�WKH�GLIIHUHQFH�RI�H[SHUWLVH�EHWZHHQ�VD\��WHOHFRP�DQG�HOHFWULFLW\��HVSHFLDOO\�ZLWK�WKH�QHZ�GHYHORSPHQWV�LQ�WHFKQRORJ\�WKDW�DUH�PDNLQJ�LQGXVWULHV�VR�GUDVWLFDOO\�GLIIHUHQW�IURP�HDFK�RWKHU"���
6SHDNHU� :KDW�GRHV�LW�PHDQ�WR�KDYH�VHSDUDWH�UHJXODWRUV�E\�LQGXVWU\"��2I�FRXUVH��RQH�FRXOG�SXW�DOO�UHJXODWRUV�LQ�RQH�EXLOGLQJ��GLYLGH�WKHP�LQWR�GLIIHUHQW�VHFWLRQV�ZLWK�VSHFLDOLVWV��DQG�FDOO�LW�D�VXSHU�UHJXODWRU���<RX�VHH��LW�LV�PXFK�PRUH�D�PDWWHU�RI�RUJDQL]DWLRQ�DQG�RSHUDWLRQ�WKDQ�RQH�RI�WLWOH��DQG�YDULRXV�FRXQWULHV�KDYH�H[SHULPHQWHG�ZLWK�WKLV���7KH�ZHOO�FRRUGLQDWHG�LQGHSHQGHQW�UHJXODWRUV�LQ�%ROLYLD��IRU�LQVWDQFH��DUH�MXVW�DV�HIIHFWLYH�DQG�FRPSUHKHQVLYH�DV�D�VLQJOH�UHJXODWRU���,Q�WKH�8�6���RQ�WKH�RWKHU�KDQG��WKH\�KDYH�D�VWUDQJH�V\VWHP�LQ�ZKLFK�D�VLQJOH�UHJXODWRU�FRYHUV�DOO�LQGXVWULHV�DW�WKH�VWDWH�OHYHO��EXW�DW�WKH�IHGHUDO�OHYHO��LQGLYLGXDO�UHJXODWRUV�FRYHU�HDFK�LQGXVWU\���2YHUDOO��\RX�VHH�D�OLWWOH�ELW�RI�HYHU\WKLQJ��DQG�DV�,�VDLG��WKDW�LW�LV�PRVWO\�FRQGLWLRQHG�E\�KLVWRU\��SROLWLFDO�GHYHORSPHQW�DQG�SROLWLFDO�VWUXFWXUH���8VXDOO\��WKH�SROLWLFDO�ERG\�WKDW�KDV�VRPH�VRUW�RI�UHJXODWRU\�SRZHU�ZDQWV�WR�NHHS�LW���,I�\RX�VWDUW�RII�±±OLNH�LQ�(XURSH±±�ZLWK�WHOHFRP�UHJXODWLRQ�LQ�
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HDFK�FRXQWU\��LW�LV�KDUG�WR�IRUFH�WKH�UHJXODWRU\�ERGLHV�WR�JLYH�XS�WKHLU�SRZHU���'R�\RX�WKLQN�WKDW�ZH�QHHG�DQ�LQGLYLGXDO�WHOHFRP�UHJXODWRU�LQ�%HOJLXP"��LQ�/X[HPERXUJ"��,�GRQ¶W�WKLQN�VR���%XW�LW�ZLOO�SUREDEO\�WDNH����\HDUV�EHIRUH�DOO�WKHVH�FRXQWULHV�DUH�ZLOOLQJ�WR�JLYH�XS�WKHLU�SRZHU�WR�KDYH�RQH�UHJLRQDO�UHJXODWRU���3DUWLFLSDQW��,�ZDV�FXULRXV�DERXW�\RXU�UHDFWLRQ�WR�WKH�TXHVWLRQ�RI�ZKHQ�DQG�ZK\�SULYDWL]DWLRQ�VKRXOG�KDSSHQ���7KHUH�LV�D�WKHRU\�FDOOHG�WKH�SRVLWLYH�WKHRU\�WKDW�LV�VXSSRVHG�WR�WHOO�\RX�LI�DQG�ZKHQ�WR�JHW�SULYDWL]DWLRQ�JRLQJ���7KH�WKHRU\�EDVLFDOO\�VWDWHV�WKDW�SROLWLFLDQV�ZLOO�LQLWLDWH�SULYDWL]DWLRQ�RQO\�ZKHQ�LW�EHFRPHV�PRUH�DGYDQWDJHRXV�IRU�WKHP�GR�VR���1RZ��,�WKLQN�LW�LV�D�OLWWOH�PRUH�FRPSOLFDWHG�WKDQ�WKDW�EHFDXVH�WKH�PHDVXUHPHQW�RI�ZKDW�LV�³EHQHILFLDO�WR�WKHP´�FRPSULVHV�PXFK�PRUH�WKDQ�WKHLU�LQWHUHVWV��DQG�VRFLHW\�LV�PDGH�RI�RWKHU�DFWRUV�WRR���%XW�EH\RQG�WKH�SRVLWLYH�WKHRU\�RI�SULYDWL]DWLRQ��WKHUH�DUH�IHZ�RWKHU�ZD\V�RI�H[DPLQLQJ�ZKHWKHU�SULYDWL]DWLRQ�LWVHOI�LV�EHQHILFLDO�RU�QRW���:H�GLG�D�VWXG\�D�IHZ�\HDUV�DJR�WKDW�ORRNHG�DW�WKH�SULYDWL]DWLRQ�RI�PRQRSROLHV�LQ�SRRU�FRXQWULHV�DQG�ORRNHG�DW�LWV�LPSDFW�ZLWK�DQG�ZLWKRXW�SULYDWL]DWLRQ�RQ�WKH�JRYHUQPHQW��EX\HUV��FRQVXPHUV�DQG�ZRUNHUV���%\�DQG�ODUJH��WKH�LPSDFW�ZDV�SRVLWLYH���,Q�PRVW�FDVHV�LW�ZDV�D�PDWWHU�RI�ZKDW�WKH�JRYHUQPHQW�GLG�WR�HQVXUH�WKDW�SULYDWL]DWLRQ�ZRUNHG�LQ�WHUPV�RI�OHJLVODWLRQ��UHJXODWLRQ��DQG�WKH�OLNH���'R�\RX�KDYH�FRPPHQWV�RQ�WKLV�RXWFRPH"��6SHDNHU���:HOO��,�FRPSOHWHO\�DJUHH�ZLWK�WKH�ILUVW�SRLQW���7KH�PRGHO�,�KDYH�LQ�PLQG�LV�D�PRGHO�ZKHUH�SROLWLFLDQV�KDYH�D�ZHLJKWHG�DYHUDJH�RI�VRFLDO�ZHOIDUH�DQG�\RX�FDQ�ORRN�DW�LW�DQG�LQVWDQWO\�VHH�ZKHQ�SULYDWL]DWLRQ�LV�VRFLDOO\�EHQHILFLDO�DQG�ZKHQ�LW�LV�QRW���7KH\�GRQ¶W�TXLWH�FRLQFLGH��VRPHWLPHV�\RX�SULYDWL]H�ZKHQ�\RX�VKRXOG�QRW��VRPHWLPHV�\RX�GRQ¶W�GR�LW�ZKHQ�\RX�VKRXOG�± DQG�VWLOO��ZKHQ�\RX�KDYH�RWKHU�REMHFWLYHV��WKLV�FKDQJHV����:H�IRXQG�D�UHODWLRQVKLS�EHWZHHQ�WKH�OHYHO�RI�FRUUXSWLRQ�DQG�SULYDWL]DWLRQ�WKDW�ILWV�PRUH�RU�OHVV�WKH�VLWXDWLRQ�IRU�$IULFD���,Q�FRXQWULHV�ZKHUH�WKH�JRYHUQPHQW�LV�D�SHUIHFW�JRYHUQPHQW��\RX�ZRXOG�QRW�ILQG�PDQ\�UHDVRQV�WR�SULYDWL]H���2Q�WKH�RWKHU�KDQG��LQ�FRXQWULHV�ZKHUH�WKH�JRYHUQPHQW�LV�YHU\�FRUUXSWHG��\RX�FDQQRW�SULYDWL]H�EHFDXVH�QR�RQH�LV�JRLQJ�WR�FRPH�GR�WKH�WHVWV����7KHUHIRUH��ZH�IRXQG�WKDW�SULYDWL]DWLRQ�LV�QHFHVVDU\�VRPHZKHUH�LQ�WKH�PLGGOH��DQG�ZH�KDG�VRPH�GDWD�RQ�WKLV����
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,Q�JHQHUDO��SULYDWL]DWLRQ�LV�D�JRRG��EXW�H[WUHPHO\�SROLWLFDO�WKLQJ���$FWXDOO\��LW�KDV�PXFK�PRUH�WR�GR�ZLWK�SROLWLFLDQV�WKDQ�HFRQRPLVWV���,W�LV�D�PRYHPHQW�WKDW�UHIOHFWV�PLVWUXVW�RI�WKH�JRYHUQPHQW�DOO�RYHU�WKH�ZRUOG���,�LQVLVW�RQ�WKDW�EHFDXVH�LW�KDV�EHDULQJ�RQ�RWKHU�LVVXHV���<RX�VHH��\RX�KDYH�WR�FKRRVH�\RXU�VLGH���(LWKHU�\RX�IHHO�WKH�JRYHUQPHQW�LV�SHUIHFW�RU�WKDW�LW�LV�QRW���%XW�VKRXOG�\RXU�YLHZ�EH�WKDW�LW�LV�D�SHUIHFW�SURYLGHU��WKHQ�SULYDWL]DWLRQ�LV�QRW�QHFHVVDU\�DQG�\RX�VKRXOG�QRW�FDOO�IRU�LW���,I��KRZHYHU��\RX�GHFLGH�WKDW�SULYDWL]DWLRQ�LV�QHFHVVDU\��WKHQ�\RX�ZLOO�VHH�WKDW�\RX�KDYH�LQHYLWDEO\�PRYHG�WRZDUGV�D�FRQFHSWLRQ�RI�VRFLHW\�WKDW�LV�UHJXODWHG�E\�FKHFNV�DQG�EDODQFHV���,I�\RX�ZDQW�WR�UHDOO\�WUXVW�\RXU�JRYHUQPHQW��LW�PHDQV�WKDW�\RX�VKRXOG�KDYH�GLIIHUHQW�LQGHSHQGHQW�ERGLHV�WKDW�IRUP�DQ�RUJDQL]DWLRQ�RI�FKHFNV�DQG�EDODQFHV�WKDW�ZLOO�SURYLGH�WKH�SXEOLF�ZLWK�LQIRUPDWLRQ�DQG�WKXV�HQDEOH�WKHP�WR�KDYH�EHWWHU�GHPRFUDF\����
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/,67�2)�$77(1'((6�
$EGHO�$]L]�(O�$JXL]\��&KDLUPDQ��3HWUROHXP�	�0DQDJHPHQW�&RQVXOWDQWV�,QF���30&,��$EGHO�$]L]�,VPDLO�&UHGLW�0DQDJHU��$UDE�%DQNLQJ�&RUSRUDWLRQ�(J\SW�$EGHO�)DWWDK�(O�*LEDO\�� +HDG�RI�(FRQRPLF�5HVHDUFK�8QLW��&HQWHU�IRU�3ROLWLFDO�	�6WUDWHJLF�6WXGLHV�$EGHO�+DPLG�+HQGDZ\�� +HDG�RI�WKH�*HQHUDO�'HSDUWPHQW�IRU�3ODQQLQJ��(J\SWLDQ�&LYLO�$YLDWLRQ�$XWKRULW\�$GHO�$��%LVKDL�3URIHVVRU�RI�(FRQRPLFV��7KH�$PHULFDQ�8QLYHUVLW\�LQ�&DLUR�$IDI�,VPDLO�0DJHG�� ([HFXWLYH�*HQHUDO�0DQDJHU��1DWLRQDO�%DQN�RI�(J\SW�$KPHG�$EX�6KDGL�� 'LUHFWRU�*HQHUDO��&DLUR�&HQWHU�IRU�(FRQRPLF�,QIRUPDWLRQ�$KPHG�)DULG�� 0DQDJLQJ�'LUHFWRU��$ONDQ�7HOHFRP�$ODD�(VVDP�(O�6KD]O\�� &RQVXOWDQW��7KH�:RUOG�%DQN�&KULVWHO�3HULGRQ�� &RPPHUFLDO�&RXQVHORU��(PEDVV\�RI�)UDQFH�)RXDG�6XOWDQ�� &KDLUPDQ�	�0DQDJLQJ�'LUHFWRU��$O�$KO\�IRU�'HYHORSPHQW�	�,QYHVWPHQW��$',��+DOD�(O�.KDPLVVL�� (FRQRPLVW��0('$�/RXWI\�0D]KDU�� ([HFXWLYH�'LUHFWRU��)HGHUDWLRQ�RI�(J\SWLDQ�,QGXVWULHV�3URJUDP�0RQLWRULQJ�8QLW�0DKPRXG�&KDZNL�� 0DQDJLQJ�'LUHFWRU��7HOHFRP�(QJLQHHULQJ�0DULDQ�0LVKULNL�� 6HQLRU�0DQDJHU��0LVU�([WHULRU�)LQDQFLDO�,QYHVWPHQW�
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0DUN�6LOYHU�� 86$,'�&DLUR�0LVVLRQ��0RKDPHG�0DU]RXN�� )LUVW�8QGHUVHFUHWDU\�IRU�2SHUDWLRQV��&DLUR�$LUSRUW�1DQLFH�0RXVWDID�� $VVLVWDQW�(GLWRU��3KDUDRKV�1HZVSDSHU�2VDPD�(]]�(O�'LQ�� (J\SWLDQ�(OHFWULFLW\�$XWKRULW\�5DQLD�0HGKDW�+DVVDQHLQ�� -RXUQDOLVW��$O�$KUDP�+HEGR�5REHUWD�0DKRQH\�� $VVRFLDWH�'LUHFWRU��2IILFH�RI�(FRQRPLF�*URZWK��86$,'�&DLUR�0LVVLRQ��6DPLU�&RVWDQGL�� &RQVWUXFWLRQ�	�'HYHORSPHQW�*URXS�6DPLU�.RUD\HP�� ([HFXWLYH�'LUHFWRU��1HZ�&LYLF�)RUXP�6KHULI�$ERXO�1DVU�� )LUVW�8QGHUVHFUHWDU\��0LQLVWU\�RI�(OHFWULFLW\�	�(QHUJ\�6XVDQ�6DZKLOO�5LOH\�&DSLWDO�0DUNHWV�7HDP�/HDGHU�86$,'�&DLUR�0LVVLRQ�
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5()(5(1&(6�
%DURQ��'��DQG�5��0\HUVRQ�����������5HJXODWLQJ�D�0RQRSROLVW�ZLWK�8QNQRZQ�&RVWV���(FRQRPHWULFD���������������%HQQHGVHQ��0�����������6WDWH�2ZQHUVKLS�9HUVXV�3ULYDWH�2ZQHUVKLS�XQGHU�,QFRPSOHWH�7D[DWLRQ

��+DUYDUG��PLPHR��%R\FNR��$��6KOHLIHU�DQG�9LVKQ\����������$�7KHRU\�RI�3ULYDWL]DWLRQ

��(FRQRPLF�-RXUQDO����������������&RQJOHWRQ��5������������&RPPLWWHHV�DQG�5HQW�6HHNLQJ�(IIRUW

��-RXUQDO�RI�3XEOLF�(FRQRPLFV���������������/DIIRQW��-�-�����������,QGXVWULDO�3ROLF\�DQG�3ROLWLFV

��,QWHUQDWLRQDO�-RXUQDO�RI�,QGXVWULDO�2UJDQL]DWLRQ������������/DIIRQW��-�-��DQG�'��0DUWLPRUW����������6HSDUDWLRQ�RI�5HJXODWRUV�$JDLQVW�&ROOXVLYH�%HKDYLRU

��5DQG�-RXUQDO�RI�(FRQRPLFV��������������/DIIRQW��-�-��DQG�0��0HOHX����������$�3RVLWLYH�7KHRU\�RI�3ULYDWLVDWLRQ�IRU�6XE�6DKDUDQ�$IULFD���-RXUQDO�RI�$IULFDQ�(FRQRPLHV������������/DIIRQW��-�-���DQG�-��7LUROH���������$�7KHRU\�RI�,QFHQWLYHV�LQ�3URFXUHPHQW�DQG�5HJXODWLRQ��0,7�3UHVV��&DPEULGJH��/RHE��0���DQG�:��0DJDW����������$�'HFHQWUDOL]HG�0HWKRG�RI�8WLOLW\�5HJXODWLRQ���-RXUQDO�RI�/DZ�DQG�(FRQRPLFV���������������0DUWLPRUW��'������������0XOWLSULQFLSDOV
�5HJXODWRU\�&KDUWHU�DV�D�6DIHJXDUG�$JDLQVW��2SSRUWXQLVP

��0LPHR�,15$�7RXORXVH��0RH��7�����������,QWHUHVWV��,QVWLWXWLRQV��DQG�3RVLWLYH�7KHRU\��7KH�3ROLFLHV�RI�WKH�1/5%��6WXGLHV�RI�$PHULFDQ�3ROLWLFDO�'HSDUWPHQW�0XHOOHU��'�����������&RQVWLWXWLRQDO�'HPRFUDF\��2[IRUG�8QLYHUVLW\�3UHVV��2[IRUG��2OVHQ�7���DQG�*��7RUVYLFN�����������7KH�5DWFKHW�(IIHFW�LQ�&RPPRQ�$JHQF\��,PSOLFDWLRQ�IRU�5HJXODWLRQ�DQG�3ULYDWL]DWLRQ

��-RXUQDO�RI�/DZ��(FRQRPLFV�DQG�2UJDQL]DWLRQ��������������5RVH�$FNHUPDQ��6�����������&RUUXSWLRQ��$�6WXG\�LQ�3ROLWLFDO�(FRQRP\��1HZ�<RUN��$FDGHPLF�3UHVV��6DSSLQJWRQ��'��DQG�-��6WLJOLW]����������3ULYDWL]DWLRQ��,QIRUPDWLRQ�DQG�,QFHQWLYHV

��-RXUQDO�RI�3ROLF\�$QDO\VLV�DQG�0DQDJHPHQW��������������6FKPLGW��.�������D����7KH�&RVW�DQG�%HQHILWV�RI�3ULYDWL]DWLRQ��$Q�,QFRPSOHWH�&RQWUDFWV�$SSURDFK

��7KH�-RXUQDO�RI�/DZ��(FRQRPLFV�DQG�2UJDQL]DWLRQ������������
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6KDSLUR��&��DQG�5��:LOOLJ����������(FRQRPLF�5DWLRQDOHV�IRU�WKH�6FRSH�RI�3ULYDWL]DWLRQ

��LQ�(�1��6XOHLPDQ�DQG�-��:DWHUEXU\��HGV���7KH�3ROLWLFDO�(FRQRP\�RI�3XEOLF�6HFWRU�5HIRUP�DQG�3ULYDWL]DWLRQ��S���������%RXOGX��&RORUDGR��:HVWYLHZ�3UHVV��6KOHLIHU��$��DQG�5��9LVKQ\����������3ROLWLFLDQV�DQG�)LUPV

��4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV�����������������7LUROH�-������������7KH�,QWHUQDO�2UJDQL]DWLRQ�RI�WKH�*RYHUQPHQW

��2[IRUG�(FRQRPLF�3DSHUV������������:LOVRQ��-�����������7KH�3ROLWLFV�RI�5HJXODWLRQ��LQ�7KH�3ROLWLFV�RI�5HJXODWLRQ��HG��-��:LOVRQ�



',67,1*8,6+('�/(&785(�6(5,(6�
7KH�QHZ�UHJXODWRU\�HFRQRPLFV�ODUJHO\�GHYHORSHG�E\�3URI��-HDQ�-DFTXHV/DIIRQW�WUHDWV�WKH�UHJXODWLRQ�RI�LQIUDVWUXFWXUHV�DV�D�SULQFLSDO�DJHQW�SUREOHP�LQ�ZKLFK� WKH� UHJXODWRU� ±WKH� SULQFLSDO± VXIIHUV� IURP� ODUJH� DV\PPHWULHV� RI�LQIRUPDWLRQ� ZLWK� UHVSHFW� WR� WKH� UHJXODWHG� ILUP� ±WKH� DJHQW�� :LWKLQ� WKLV�GLVFRXUVH�� WKH�FDVH�RI�GHYHORSLQJ�FRXQWULHV� LV�SDUWLFXODUO\�FKDOOHQJLQJ�GXH� WR�WKHLU� KLJK� FRVW� RI� SXEOLF� IXQGV�� KLJK� FRVW� RI� DXGLWLQJ� DQG� FRQWURO�� ORZ�WUDQVDFWLRQ� FRVWV� RI� VLGH� FRQWUDFWLQJ��ZHDN� WHFKQLFDO� NQRZOHGJH�� DQG�JUHDWHU�DV\PPHWULHV� RI� LQIRUPDWLRQ�� � 7KHVH� IDFWRUV� LQGXFH� YHU\� GLIIHUHQW� EHKDYLRUV�IURP� UHJXODWRUV� DQG� FDOO� IRU� XQLTXH� PRGHV� RI� LQWHUYHQWLRQ� IURP� RXWVLGH�DJHQFLHV�)RU�D�FRXQWU\�OLNH�(J\SW��IDPLOLDULW\�ZLWK�WKHVH�WKHRULHV�LV�QHFHVVDU\�IRU�PDQ\�UHDVRQV��EXW�SDUWLFXODUO\�ZKHQ�GLVFXVVLQJ�SULYDWL]DWLRQ��FRPSHWLWLRQ�SROLF\�RU�XQLYHUVDO�VHUYLFH���6XFK�NQRZOHGJH�ZLOO�EH�RI�JUHDW�YDOXH�ZKHQ�GHVLJQLQJ�WKH�UHJXODWRU\� ERGLHV� WKDW� ZLOO� DFFRPSDQ\� WKH� FRXQWU\¶V� FXUUHQW� SULYDWL]DWLRQ�HIIRUWV���,Q�WKLV�VSLULW��(&(6�LV�SURXG�WR�SUHVHQW�WKH�OHFWXUH�GHOLYHUHG�E\�3URI��-HDQ�-DFTXHV� /DIIRQW� KLPVHOI� RQ� ,QVWLWXWLRQV�� 5HJXODWLRQ� DQG� 'HYHORSPHQWDQG�D�VXPPDU\�RI�WKH�VXEVHTXHQW�GLVFXVVLRQ��$V�UHDGHUV�ZLOO�GLVFRYHU��LW�LV�D�UDUH� ILQG� ± FRPELQLQJ� FRPSOH[� WKHRU\� ZLWK� SUDFWLFDO� DQG� DFFHVVLEOH�DSSOLFDWLRQV�
7KLV�SXEOLFDWLRQ�LV�WKH�ILIWHHQWK�LQ�WKH�'LVWLQJXLVKHG�/HFWXUH�6HULHV�VSRQVRUHG�E\�WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV
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