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&KDQJHV LQ WKH 2ZQHUVKLS DQG *RYHUQDQFH RI

6HFXULWLHV ([FKDQJHV= &DXVHV DQG &RQVHTXHQFHV

%HQQ 6WHLO

&RXQFLO RQ )RUHLJQ 5HODWLRQV

WR EH SXEOLVKHG LQ

%URRNLQJV0:KDUWRQ 3DSHUV RQ )LQDQFLDO 6HUYLFHV/ 5335

7KLV YHUVLRQ= )HEUXDU\ 5335

,QWURGXFWLRQ

2YHU WKH SDVW ILYH \HDUV ZH KDYH ZLWQHVVHG VXEVWDQWLDO FKDQJHV LQ WKH RZQHUVKLS DQG JRYHUQDQFH

VWUXFWXUHV RI VHFXULWLHV H[FKDQJHV/ SDUWLFXODUO\ LQ (XURSH1 5HFHQW VXUYH\V LQGLFDWH WKDW D

VXEVWDQWLDO PDMRULW\ RI WKH ZRUOG¶V H[FKDQJHV ZRXOG OLNH WR ³GHPXWXDOL]H´ LQ WKH FRPLQJ \HDUV1

7KH FRQFHSW RI GHPXWXDOL]DWLRQ UHPDLQV D KD]\ RQH/ KRZHYHU/ DORQJ PXOWLSOH GLPHQVLRQV= WKH

IDFWRUV WKDW GLVWLQJXLVK D GHPXWXDOL]HG IURP D PXWXDOL]HG H[FKDQJH/ WKH IDFWRUV WKDW PRWLYDWH

GHPXWXDOL]DWLRQ/ DQG WKH LPSOLFDWLRQV RI GHPXWXDOL]DWLRQ IRU WKH ZD\ LQ ZKLFK H[FKDQJHV DUH

UHJXODWHG1 ,Q VHHNLQJ WR FODULI\ WKH PHDQLQJ RI GHPXWXDOL]DWLRQ/ ZH KRSH DV ZHOO WR FODULI\ WKH

VRXUFHV RI FRQIOLFW EHWZHHQ WKH UROH RI DQ H[FKDQJH DV D FRPPHUFLDO HQWHUSULVH DFWLQJ LQ WKH

LQWHUHVWV RI LWV RZQHUV DQG LWV UROH DV D TXDVL0UHJXODWRU\ ERG\1 *RYHUQPHQW UHJXODWRUV DURXQG WKH

ZRUOG KDYH H[SUHVVHG FRQFHUQ DERXW WKH HIIHFW RI H[FKDQJH RZQHUVKLS DQG JRYHUQDQFH UHIRUPV RQ
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WKH DELOLW\ RI H[FKDQJHV WR PHHW WKH VHOI0UHJXODWRU\ REOLJDWLRQV GHYROYHG WR WKHP1 0XWXDOLW\ DQG

VHOI0UHJXODWLRQ LQ WKH SXEOLF LQWHUHVW DUH W\SLFDOO\ VHHQ DV JRLQJ KDQG0LQ0KDQG1 $V ZH GLVFXVV LQ

VRPH GHWDLO/ LW LV WKLV PLVDSSUHKHQVLRQ WKDW OLHV DW WKH KHDUW RI PDQ\ FRQFHUQV GLUHFWHG DW

GHPXWXDOL]DWLRQ1 5HJXODWRU\ IDLOXUHV DUH LQHYLWDEOH DQ\ WLPH VHOI0UHJXODWRU\ REOLJDWLRQV LPSRVHG

RQ DQ H[FKDQJH FRQIOLFW ZLWK WKH FRPPHUFLDO LQWHUHVWV RI WKH H[FKDQJH¶V RZQHUV1 6XFK

FRPPHUFLDO LQWHUHVWV DUH QR OHVV SRZHUIXO IRU D PXWXDOL]HG H[FKDQJH WKDQ IRU D GHPXWXDOL]HG RQH1

([FKDQJH *RYHUQDQFH= D 7HFKQRORJLFDO $FFRXQW

0XWXDOLW\ DQG )ORRU 7UDGLQJ

7KH WUDGLWLRQDO PRGHO RI DQ H[FKDQJH DV D ORFDOO\ RUJDQL]HG PXWXDO DVVRFLDWLRQ LV D UHPQDQW RI

WKH HUD EHIRUH WUDGLQJ V\VWHP DXWRPDWLRQ1 $V WUDGLQJ UHTXLUHG YLVXDO DQG YHUEDO LQWHUDFWLRQ/

H[FKDQJHV ZHUH QHFHVVDULO\ GHVLJQDWHG SK\VLFDO ORFDWLRQV ZKHUH WUDGHUV ZRXOG PHHW DW IL[HG

WLPHV1 $FFHVV WR WKH H[FKDQJH KDG WR EH UDWLRQHG WR SUHYHQW RYHUFURZGLQJ DQG/ ZKHQ VLQJOH0SULFH

SHULRGLF FDOO DXFWLRQV ZHUH SUHYDOHQW/ WR HQVXUH WKDW VLPXOWDQHRXV IXOO SDUWLFLSDWLRQ ZDV SK\VLFDOO\

IHDVLEOH1

$V WUDGLQJ ³V\VWHPV´ ZHUH VLPSO\ UXOHV JRYHUQLQJ WKH FRQGXFW RI WUDQVDFWLRQV/ H[FKDQJHV

ZHUH QDWXUDOO\ UXQ E\ WKH WUDGHUV WKHPVHOYHV DV FRRSHUDWLYHV1 2UJDQL]LQJ WUDGLQJ IORRUV DV

FRPSDQLHV VHOOLQJ WUDQVDFWLRQ VHUYLFHV ZRXOG KDYH EHHQ LQIHDVLEOH/ DV WKHUH ZDV QR ³V\VWHP´

GLVWLQFW IURP WKH WUDGHUV WKHPVHOYHV 0 RQO\ DQ HPSW\ URRP1 5DWLRQLQJ DFFHVV WR WKH H[FKDQJH ZDV

JHQHUDOO\ GRQH WKURXJK D FRPELQDWLRQ RI VXEVWDQWLDO LQLWLDO DQG DQQXDO PHPEHUVKLS IHHV/ LQ RUGHU

WR HQVXUH VHOI0VHOHFWLRQ E\ KLJK0YROXPH XVHUV1 1RQ0PHPEHUV QDWXUDOO\ ZLVKHG WR EHQHILW IURP WKH

QHWZRUN H[WHUQDOLWLHV RI FRQFHQWUDWHG WUDGLQJ DFWLYLW\ +FRPPRQO\ UHIHUUHG WR DV ³OLTXLGLW\´,/ DQG

WKHUHIRUH SDLG PHPEHUV WR UHSUHVHQW WKHLU EX\ DQG VHOO RUGHUV RQ WKH H[FKDQJH IORRU1 7KLV LV KRZ

H[FKDQJH PHPEHUV FDPH WR EH LQWHUPHGLDULHV +³EURNHUV´, IRU LQYHVWRU WUDQVDFWLRQV1
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0XWXDOLW\ DQG $XWRPDWHG 7UDGLQJ

7KH HFRQRPLFV RI DXWRPDWHG DXFWLRQ WUDGLQJ DUH UDGLFDOO\ GLIIHUHQW1 7KH SODFHPHQW DQG PDWFKLQJ

RI EX\ DQG VHOO RUGHUV FDQ QRZ EH GRQH RQ FRPSXWHU V\VWHPV/ DFFHVV WR ZKLFK LV LQKHUHQWO\

FRQVWUDLQHG QHLWKHU E\ WKH ORFDWLRQ QRU WKH QXPEHUV RI GHVLUHG DFFHVV SRLQWV1 ,Q D IXOO\

FRPSHWLWLYH ³PDUNHW IRU HOHFWURQLF PDUNHWV/´ WKH WUDGLWLRQDO FRQFHSW RI PHPEHUVKLS EHFRPHV

HFRQRPLFDOO\ XQWHQDEOH1 $V WKH PDUJLQDO FRVW RI DGGLQJ D QHZ PHPEHU WR D WUDGLQJ QHWZRUN

GHFOLQHV WRZDUGV ]HUR/ LW EHFRPHV LQIHDVLEOH IRU DQ H[FKDQJH WR LPSRVH D IL[HG DFFHVV FRVW/ RU

³PHPEHUVKLS IHH1´ 5DWKHU/ RQO\ WUDQVDFWLRQ0EDVHG +LH/ YDULDEOH FRVW, FKDUJLQJ LV VXVWDLQDEOH1

,QGHHG/ ZH VHH WKLV WUHQG FOHDUO\ DPRQJ DXWRPDWHG H[FKDQJHV IDFHG ZLWK VLJQLILFDQW FRPSHWLWLRQ=

'HXWVFKH %|UVH DQG 20 6WRFNKROP/ IRU H[DPSOH/ KDYH HOLPLQDWHG PHPEHUVKLS IHHV1 7KH

WUDQVDFWRUV RQ HOHFWURQLF QHWZRUNV/ WKHUHIRUH/ FRPH WR ORRN PXFK PRUH OLNH ZKDW DUH QRUPDOO\

FRQVLGHUHG ³FOLHQWV´ RU ³FXVWRPHUV´ RI D ILUP WKDQ ³PHPEHUV´ RI DQ DVVRFLDWLRQ1 $QG VLQFH DQ

HOHFWURQLF DXFWLRQ V\VWHP LV D YDOXDEOH SURSULHWDU\ SURGXFW/ QRW FRVWOHVVO\ UHSOLFDEOH E\ WUDGHUV/ LW

LV IHDVLEOH IRU WKH RZQHU WR RSHUDWH LW/ DQG VHOO DFFHVV WR LW/ DV D QRUPDO IRU0SURILW FRPPHUFLDO

HQWHUSULVH1 7KLV FRQWUDVWV ZLWK D WUDGLWLRQDO H[FKDQJH IORRU/ ZKRVH YDOXH GHULYHV ZKROO\ IURP WKH

SK\VLFDO SUHVHQFH RI WUDGHUV1

7KH IDFW WKDW DQ DXWRPDWHG H[FKDQJH FDQ EH RSHUDWHG DV D FRPPHUFLDO HQWHUSULVH/ XQOLNH D

WUDGLWLRQDO IORRU0EDVHG H[FKDQJH/ GRHV QRW LQ LWVHOI PDNH DQ HFRQRPLF FDVH IRU D FRUSRUDWH UDWKHU

WKDQ PXWXDO JRYHUQDQFH VWUXFWXUH1 +RZHYHU/ VXFK D FDVH HPHUJHV QDWXUDOO\ IURP DQ DQDO\VLV RI

WKH LQFHQWLYH VWUXFWXUHV XQGHU ZKLFK D PXWXDOL]HG DQG FRUSRUDWH H[FKDQJH RSHUDWH1

([FKDQJH PHPEHUV DUH WKH FRQGXLWV WR WKH WUDGLQJ V\VWHP/ DQG WKH\ WKHUHE\ GHULYH SURILWV

IURP LQWHUPHGLDWLQJ QRQ0PHPEHU WUDQVDFWLRQV1 7KH\ FDQ WKHUHIRUH EH H[SHFWHG WR UHVLVW ERWK

WHFKQRORJLFDO DQG LQVWLWXWLRQDO LQQRYDWLRQV ZKLFK VHUYH WR UHGXFH GHPDQG IRU WKHLU LQWHUPHGLDWLRQ

VHUYLFHV/ HYHQ ZKHUH VXFK LQQRYDWLRQV ZRXOG LQFUHDVH WKH HFRQRPLF YDOXH RI WKH H[FKDQJH LWVHOI1

,I WKH PHPEHUV DUH DFWXDOO\ RZQHUV RI WKH H[FKDQJH/ WKH\ ZLOO ORJLFDOO\ H[HUFLVH WKHLU SRZHUV WR
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EORFN GLVLQWHUPHGLDWLRQ ZKHUH WKH UHVXOWLQJ GHFOLQH LQ EURNHUDJH SURILWV ZRXOG QRW DW OHDVW EH

RIIVHW E\ WKHLU VKDUH LQ WKH LQFUHDVH LQ H[FKDQJH YDOXH1

$V D PDMRU HFRQRPLF EHQHILW RI DXWRPDWHG DXFWLRQ WUDGLQJ LV WKH HOLPLQDWLRQ RI WKH QHHG

IRU WUDGH LQWHUPHGLDWLRQ/ PXWXDOL]HG H[FKDQJHV FDQ EH H[SHFWHG ERWK WR KDYH GLIILFXOWLHV

LQWURGXFLQJ DXWRPDWHG V\VWHPV DQG/ RQFH LQWURGXFHG/ DOORZLQJ WKHLU IXOO SRWHQWLDO WR EH H[SORLWHG

E\ QRQ0PHPEHU LQYHVWRUV1 %RWK RI WKHVH HIIHFWV FDQ EH ZHOO GRFXPHQWHG1 7KH ODUJHVW 8.0EDVHG

PDUNHW0PDNHUV RQ WKH /RQGRQ 6WRFN ([FKDQJH +/6(, IRXJKW WR EORFN WKH DGRSWLRQ RI HOHFWURQLF

DXFWLRQ WUDGLQJ LQ WKH PLG04<<3V1 1HZ <RUN 6WRFN ([FKDQJH +1<6(, VSHFLDOLVW ILUPV KDYH ORQJ

IRXJKW DJDLQVW DXWRPDWHG PDWFKLQJ RI LQYHVWRU RUGHUV DQG GLVSOD\ RI WKHLU OLPLW RUGHU ERRNV WR WKH

WUDGLQJ IORRU DQG WKH ZLGHU SXEOLF1 1DVGDT PDUNHW0PDNHUV EORFNHG WKH LQFRUSRUDWLRQ RI

PDQGDWRU\ SULFH0WLPH SULRULW\ LQ 1DVGDT¶V WUDGLQJ V\VWHP XSJUDGH/ NQRZQ DV 6XSHU0RQWDJH/

VXFFHVVIXOO\ DUJXLQJ WKDW FXVWRPHUV VKRXOG EH DOORZHG WR WUDGH ZLWK WKHP HYHQ LI WKH\ ZHUH QRW

SRVWLQJ WKH EHVW SULFH/ RU WKH HDUOLHVW EHVW SULFH +WKH\ FRXOG VLPSO\ DJUHH WR PDWFK WKH EHVW SRVWHG

SULFH,1 1RQ0PHPEHU0EDVHG FRPPHUFLDO WUDGLQJ V\VWHP RSHUDWRUV/ RQ WKH RWKHU KDQG/ KDYH DOZD\V

FKRVHQ ERWK WR RSHUDWH DXWRPDWHG DXFWLRQ VWUXFWXUHV DQG WR GR VR ZLWKRXW DQ\ LQWHUPHGLDWLRQ

UHTXLUHPHQW +H[FHSW IRU UHWDLO RUGHUV/ IRU ZKLFK VXFK RSHUDWRUV KDYH WUDGLWLRQDOO\ QRW ZLVKHG WR

PDQDJH WKH FUHGLW ULVN IXQFWLRQ,1

:KDW DUH WKH HIILFLHQF\ FRVWV LQKHUHQW LQ H[FKDQJHV FRQWLQXLQJ WR RSHUDWH DV EURNHU0GHDOHU

FRRSHUDWLYHV" 5HFHQW HPSLULFDO HYLGHQFH VXJJHVWV WZR SULPDU\ RQHV= KLJKHU WUDGLQJ FRVWV +DQG

WKHUHIRUH ORZHU UHWXUQV, WR LQYHVWRUV/ DQG KLJKHU FDSLWDO FRVWV WR OLVWHG FRPSDQLHV1

'RPRZLW] DQG 6WHLO +5335, HVWLPDWH WRWDO WUDGLQJ FRVWV WR EH 5;066 SHUFHQW KLJKHU WKURXJK

1<6( DQG 1DVGDT WUDGLWLRQDO EURNHU PHPEHUV WKDQ WKURXJK QRQ0LQWHUPHGLDWHG IRU0SURILW WUDGLQJ

V\VWHP RSHUDWRUV +QRZ FRPPRQO\ UHIHUUHG WR DV (&1V,1 7KH\ HVWLPDWH WKDW (XURSHDQ WUDGLQJ IHHV

DORQH ZRXOG IDOO D PDVVLYH :3 SHUFHQW LI WKH (XURSHDQ H[FKDQJHV ZHUH WR PRYH WR DQ (&1

JRYHUQDQFH PRGHO= LH/ HOLPLQDWLQJ PHPEHUVKLS DQG DOORZLQJ GLUHFW LQYHVWRU DFFHVV1 +LVWRULFDOO\/
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PXWXDOL]HG H[FKDQJHV KDYH VRXJKW WR IL[ FRPPLVVLRQV DQG SUHYHQW SULFH FRPSHWLWLRQ14 )RU0SURILW

QRQ0PHPEHU0EDVHG WUDGLQJ V\VWHP RSHUDWRUV/ RQ WKH RWKHU KDQG/ KDYH WKH RSSRVLWH LQFHQWLYH= WR

PLWLJDWH DFFHVV FRVWV WR WKHLU V\VWHP LPSRVHG E\ LQWHUPHGLDULHV1

7KH HPHUJHQFH RI FRPPHUFLDO UDWKHU WKDQ PXWXDOL]HG WUDGLQJ RSHUDWLRQV VKRXOG DOVR UHVXOW

LQ ORZHU FDSLWDO FRVWV WR OLVWHG FRPSDQLHV1 'RPRZLW] DQG 6WHLO +5335, GHPRQVWUDWH QRW RQO\ WKDW

GLVWLQWHUPHGLDWLQJ WUDGLQJ UHGXFHV WUDGLQJ FRVWV/ EXW WKDW WUDGLQJ FRVW UHGXFWLRQV LQ WXUQ UHGXFH WKH

FRVW RI UDLVLQJ HTXLW\ FDSLWDO1 7KH KDOYLQJ RI WRWDO WUDGLQJ FRVWV ZKLFK WKH\ GRFXPHQW LQ WKH 86

EHWZHHQ 4<<9 DQG 4<<; UHVXOWHG LQ DQ ; SHUFHQW GHFOLQH LQ HTXLW\ FDSLWDO FRVWV WR 6)3 833

FRPSDQLHV1 7KH DXWKRUV IXUWKHU HVWLPDWH WKDW WKH HOLPLQDWLRQ RI PDQGDWRU\ EURNHU LQWHUPHGLDWLRQ

DW WKH (XURSHDQ H[FKDQJHV ZRXOG UHVXOW LQ DW OHDVW D :1; SHUFHQW VDYLQJV WR (XURSHDQ EOXH0FKLS

FRPSDQLHV1

'HPXWXDOL]DWLRQ

5HPDUNDEO\/ WKHUH LV QR VWDQGDUG GHILQLWLRQ RI D ³GHPXWXDOL]HG´ H[FKDQJH1 ,Q LQIRUPDO

GLVFXVVLRQ/ WKH HPSKDVLV LV RIWHQ SODFHG RQ ZKHWKHU WKH H[FKDQJH LV UXQ RQ D IRU0SURILW EDVLV1

+RZHYHU/ WKH FHQWUDO TXHVWLRQ LV QRW ZKHWKHU WKH H[FKDQJH LV OHJDOO\ DEOH WR GLVWULEXWH VXUSOXV

IXQGV EDFN WR WKH RZQHUV ± WKH GHILQLWLRQ RI IRU0SURILW VWDWXV 0 EXW UDWKHU ZKR RZQV WKH H[FKDQJH

LQ WKH ILUVW SODFH1 )RU0SURILW H[FKDQJHV DUH WKHUHIRUH QRW QHFHVVDULO\ GHPXWXDOL]HG> LQ IDFW/ PRVW

DUH QRW1

6HSDUDWLRQ RI RZQHUVKLS DQG PHPEHUVKLS LV IXQGDPHQWDO WR WKH FRQFHSW RI

GHPXWXDOL]DWLRQ1 :K\ GR H[FKDQJHV FKRRVH WR EULQJ LQ QRQ0PHPEHUV DV RZQHUV" ([FKDQJH

RIILFLDOV RIWHQ PDLQWDLQ SXEOLFO\ WKDW WKH\ PXVW VHOO RZQHUVKLS VWDNHV WR RXWVLGHUV DV D PHDQV RI

UDLVLQJ FDSLWDO IRU H[SDQVLRQ DQG WHFKQRORJ\ LQYHVWPHQW1 (PSLULFDOO\/ KRZHYHU/ ZH ILQG WKDW

4 )RU H[DPSOH/ %DQQHU +4<<;, QRWHV WKDW IURP WKH 1<6(¶V IRXQGLQJ ³WKH %RDUG RUJDQL]HG EURNHUV LQWR D FODVVLF FDUWHO ZLWK UHVSHFW WR
EURNHUDJH FRPPLVVLRQV´ +S1599,1
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UDLVLQJ FDSLWDO LV JHQHUDOO\ D VHFRQGDU\ DLP/ RU DEVHQW DV DQ DLP DOWRJHWKHU1 0RVW H[FKDQJHV WKDW

KDYH GHPXWXDOL]HG KDYH KDG QR LPPHGLDWH QHHG IRU IUHVK FDSLWDO1 $PVWHUGDP DFWXDOO\ XVHG LWV

GHPXWXDOL]DWLRQ DV DQ RSSRUWXQLW\ WR UHWXUQ H[FHVV FDSLWDO WR WKH PHPEHUV1 )XUWKHUPRUH/ LI FDSLWDO

LV/ LQ IDFW/ QHFHVVDU\/ LW FDQ QRUPDOO\ EH UDLVHG IURP WKH PHPEHU ILUPV ZLWKRXW KDYLQJ WR WXUQ WR

RXWVLGHUV1

7KH SULPDU\ IXQFWLRQ RI D GHPXWXDOL]DWLRQ LV WR UHGXFH WKH FRQWURO RI +SDUWLFXODUO\ ORFDO,

LQWHUPHGLDULHV RYHU WKH VWUDWHJLF SRVLWLRQLQJ RI WKH H[FKDQJH1 7KLV LV LQ UHFRJQLWLRQ RI WKH IDFW

WKDW H[FKDQJHV RSHUDWLQJ LQ D FRPSHWLWLYH ILQDQFLDO PDUNHW PXVW XOWLPDWHO\ EH DEOH WR UHGXFH

FDSLWDO FRVWV IRU D VLJQLILFDQW VXEVHW RI FRPSDQLHV/ DQG UDLVH LQYHVWPHQW UHWXUQV IRU D VLJQLILFDQW

VXEVHW RI VDYHUV/ UHODWLYH WR WKH QH[W0EHVW ILQDQFLQJ DOWHUQDWLYH +ZKHWKHU WKDW EH DQRWKHU VWRFN

H[FKDQJH/ WKH ERQG PDUNHW/ RU WKH EDQNLQJ VHFWRU,1 ,QWHUPHGLDULHV/ LQ VHHNLQJ WR PD[LPL]H WKHLU

RZQ SURILWV IURP WUDGH LQWHUPHGLDWLRQ/ FDQ DFW WR LPSDLU WKH DELOLW\ RI H[FKDQJHV WR VHUYH

FRPSDQLHV DQG LQYHVWRUV ZLWK PD[LPXP HIILFLHQF\1 ,W LV QRW VXUSULVLQJ WKDW RIILFLDOV RI

PXWXDOL]HG H[FKDQJHV UDUHO\ DUJXH WKLV SXEOLFO\/ DQG LQVWHDG FODLP WKDW GHPXWXDOL]DWLRQ LV QHHGHG

WR H[SDQG WKHLU FDSLWDO EDVHV1 %XW LW LV LQ UHDOLW\ W\SLFDOO\ D UHVSRQVH WR PHPEHUV IUXVWUDWLQJ WKHLU

HIIRUWV WR LPSOHPHQW OHVV LQWHUPHGLDWHG WUDGLQJ VWUXFWXUHV/ WR H[SDQG GLUHFW WUDGLQJ DFFHVV WR

IRUHLJQHUV RU LQVWLWXWLRQDO LQYHVWRUV/ RU WR PHUJH ZLWK RWKHU H[FKDQJHV1 $OO RI WKHVH HIIRUWV FDQ

VHUYH WR UHGXFH GHPDQG IRU WKH VHUYLFHV RI H[LVWLQJ PHPEHUV1

8QGHU ZKDW FRQGLWLRQV ZLOO H[FKDQJH PHPEHUV DFWXDOO\ DFFHSW QHZ RXWVLGH RZQHUVKLS"

7KH NH\ YDULDEOHV WHQG WR EH WKH GHJUHH RI FRPSHWLWLRQ/ RU SRWHQWLDO FRPSHWLWLRQ/ ZKLFK WKH

H[FKDQJH IDFHV/ DQG WKH GHJUHH WR ZKLFK WKH ODUJHVW PHPEHU ILUPV RSHUDWH LQWHUQDWLRQDOO\1

&RPSHWLWLRQ PDNHV LW GLIILFXOW IRU PHPEHUV WR SURWHFW WKHLU LQWHUPHGLDWLRQ IUDQFKLVH/ DQG

WKHUHIRUH PDNHV WKHP PRUH RSHQ WR JRYHUQDQFH UHIRUP DQG RXWVLGH RZQHUVKLS1 ,W LV QRW

VXUSULVLQJ WKDW WKH SLRQHHU GHPXWXDOL]HUV ZHUH WKUHH 1RUGLF H[FKDQJHV DQG $PVWHUGDP1 7KHVH

H[FKDQJHV RSHUDWH LQ VPDOO DQG KLJKO\ RSHQ QDWLRQDO HFRQRPLHV1 (DFK IDFHG VLJQLILFDQW



:

FRPSHWLWLYH WKUHDWV IURP DEURDG/ SDUWLFXODUO\ /RQGRQ/ WR WUDGLQJ LQ WKHLU NH\ EOXH FKLS VWRFNV1

7KH 1HZ <RUN 6WRFN ([FKDQJH/ RQ WKH RWKHU KDQG/ KDV \HW WR VHH HIIHFWLYH FRPSHWLWLRQ

PDWHULDOL]H/ DQG WKH PHPEHUV KDYH WKHUHIRUH VXFFHVVIXOO\ UHVLVWHG WKH KLJK SURILOH

GHPXWXDOL]DWLRQ LQLWLDWLYH ODXQFKHG E\ LWV FKDLUPDQ LQ 4<<<1

7KH LQWHUQDWLRQDOL]DWLRQ RI PHPEHUVKLS DOVR IDFLOLWDWHV GHPXWXDOL]DWLRQ1 /DUJH

LQWHUQDWLRQDO EDQNV ZKLFK DUH PHPEHUV RI QXPHURXV H[FKDQJHV KDYH PXFK OHVV PRWLYDWLRQ WR

GHIHQG PXWXDOL]DWLRQ WKDQ ORFDO SOD\HUV1 /RFDOV KDYH D VWURQJ LQFHQWLYH WR PDLQWDLQ LQVWLWXWLRQDO

EDUULHUV WR GLVLQWHUPHGLDWLRQ RI WKHLU VHUYLFHV/ ZKHUHDV ODUJHU LQWHUQDWLRQDO SOD\HUV WHQG WR VHH

JRYHUQDQFH UHIRUP DV DQ HIIHFWLYH ZHDSRQ IRU LQFUHDVLQJ WKHLU VWUDWHJLF FRQWURO RI WKH H[FKDQJH

YLV0j0YLV WKH ORFDOV +W\SLFDOO\ E\ UHSODFLQJ ³RQH PHPEHU/ RQH YRWH´ DQG FRPPLWWHH0EDVHG GHFLVLRQ

PDNLQJ ZLWK GHFLVLRQ0PDNLQJ WLHG PRUH GLUHFWO\ WR WKH VL]H RI WKH RZQHUVKLS VWDNH,1 7KH VDPH

DUJXPHQW KROGV IRU WUDGLQJ DXWRPDWLRQ1 /RFDOV WHQG WR GRPLQDWH PDUNHW0PDNLQJ DQG VSHFLDOLVW

IXQFWLRQV1 ,W LV QR VXUSULVH WKDW LW ZDV WKH ODUJH LQWHUQDWLRQDO EDQNV ZKLFK FKDPSLRQHG WKH

FHVVDWLRQ RI IORRU WUDGLQJ LQ $PVWHUGDP DQG PDUNHW PDNLQJ LQ /RQGRQ LQ WKH PLG04<<3V/ ZKHUHDV

WKH ORFDOV IRXJKW ELWWHUO\ WR VWDYH RII DXWRPDWHG WUDGLQJ1

7KH PHUH IDFW WKDW DQ H[FKDQJH FDQ EH SDUWLDOO\ RZQHG E\ VSHFLILF QRQ0PHPEHUV GRHV QRW

LWVHOI VXJJHVW WKDW WKH LQFHQWLYH VWUXFWXUH JXLGLQJ LWV EHKDYLRU ZLOO EH PDWHULDOO\ GLIIHUHQW IURP

WKDW RI D ZKROO\ PXWXDOL]HG H[FKDQJH/ RU WKDW LWV LQWHUHVWV ZLOO EH EHWWHU DOLJQHG ZLWK WKRVH RI

LQYHVWRUV DQG LVVXHUV1 ,Q PDQ\ FDVHV/ RXWVLGH RZQHUVKLS LV OLPLWHG WR QRW0IRU0SURILW RU PXWXDOL]HG

HQWLWLHV VXFK DV WKH QDWLRQDO FHQWUDO EDQN RU WKH EURNHU0RZQHG FHQWUDO VHFXULWLHV GHSRVLWRU\ +&6',>

HQWLWLHV ZKLFK KDYH OLWWOH RU QR LQFHQWLYH WR FKDOOHQJH EURNHU LQWHUHVWV1 'HXWVFKH %|UVH DQG WKH

3DULV %RXUVH SULRU WR WKHLU ,32V LQ 5334 ZHUH DOUHDG\ RUJDQL]HG DV IRU0SURILW FRPSDQLHV/ DOWKRXJK

RZQHUVKLS VWDNHV/ FRQWUROOHG DOPRVW H[FOXVLYHO\ E\ PHPEHUV/ FRXOG QRW EH VROG ZLWKRXW DSSURYDO

RI WKH VXSHUYLVRU\ ERDUG +ZKLFK HIIHFWLYHO\ PHDQW WKDW WKH\ FRXOG QRW EH VROG,1 7KHVH H[FKDQJHV

WKHUHIRUH KDG DQ LQFHQWLYH VWUXFWXUH DOPRVW SUHFLVHO\ LGHQWLFDO WR WKDW RI D PXWXDOL]HG H[FKDQJH1
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:KDW LV HVVHQWLDO WR D VXFFHVVIXO GHPXWXDOL]DWLRQ/ WKHQ/ LV WKDW QRQ0PHPEHUV DUH IUHH WR EX\ HTXLW\

VWDNHV LQ WKH H[FKDQJH IURP FXUUHQW RZQHUV1 7KLV LV ZKDW PDNHV LW SRVVLEOH WR FKDQJH WKH

LQFHQWLYH VWUXFWXUH1

,I ZH FODVVLI\ DV GHPXWXDOL]HG DOO H[FKDQJHV ZKLFK SHUPLW PHPEHUV IUHHO\ WR VHOO WKHLU

HTXLW\ VWDNHV LQ WKH H[FKDQJH WR QRQ0PHPEHUV +DOEHLW SHUKDSV ZLWK OLPLWDWLRQV UHODWHG WR

PD[LPXP VKDUHKROGLQJV/ HWF1,/ LW LV VWLOO FOHDU WKDW WKHUH DUH KXJH GLIIHUHQFHV LQ JRYHUQDQFH

VWUXFWXUH DPRQJ GHPXWXDOL]HG H[FKDQJHV1 $W RQH H[WUHPH LV WKH %RUVD ,WDOLDQD/ ZKLFK LV

GHPXWXDOL]HG DFFRUGLQJ WR WKLV GHILQLWLRQ/ EXW LV QRQHWKHOHVV <3( RZQHG E\ ,WDOLDQ

LQWHUPHGLDULHV1 %\ WKH UHFNRQLQJ RI PDQ\ ZLWKLQ WKH %RUVD/ LW IXQFWLRQV PRUH RU OHVV DV LW GLG

SULRU WR LWV GHPXWXDOL]DWLRQ ± RU/ PRUH DFFXUDWHO\/ SULRU WR LWV SULYDWL]DWLRQ/ DV LW ZDV HIIHFWLYHO\

VROG E\ WKH ,WDOLDQ 7UHDVXU\1 $W WKH RWKHU H[WUHPH LV 20 6WRFNKROP/ ZKLFK LV VHOI0OLVWHG DQG

ZKLFK KDV D KLJKO\ GLYHUVLILHG VKDUHKROGHU EDVH/ DSSUR[LPDWHO\ D TXDUWHU RI ZKLFK LV IRUHLJQ1

/RQGRQ0EDVHG YLUW0[/ D SDQ0(XURSHDQ EOXH FKLS H[FKDQJH GRPLQDQW RQO\ LQ 6ZLVV 60, LQGH[

VWRFNV/ KDV D FRPSOH[ RZQHUVKLS VWUXFWXUH= 73( RI WKH FRPSDQ\ LV RZQHG E\ WKH 6ZLVV

([FKDQJH/ LWVHOI D PXWXDO DVVRFLDWLRQ> 6;( LV RZQHG E\ D FRQVRUWLXP RI PDMRU 86 DQG (XURSHDQ

ILQDQFLDO LQVWLWXWLRQV> DQG 55( IUHH0IORDWV RQ WKH $,0 VPDOO FDS PDUNHW RI WKH /RQGRQ 6WRFN

([FKDQJH/ D FRPSHWLWRU1

7DEOH 4 OLVWV WKRVH H[FKDQJHV ZKLFK ZH ZRXOG EH FRQVLGHU WR EH GHPXWXDOL]HG DW WKH HQG RI

5334/ DQG WKRVH ZKLFK PD\ PHHW WKLV VWDQGDUG LQ 53351

>7$%/( 4 +(5(@
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7KH 4<<< +DQRQ\PRXV, ),%95 VXUYH\ IRXQG WKDW 44 +55(, RI WKH 7< PHPEHU VWRFN H[FKDQJHV

UHVSRQGLQJ LQGLFDWHG WKDW WKH\ ZHUH GHPXWXDOL]HG/ ZKHUHDV ZH LGHQWLILHG QLQH +SOXV WZR

GHULYDWLYHV H[FKDQJHV DQG QHYHU0PXWXDOL]HG 7UDGHSRLQW, DW WKDW WLPH1 7KLV GLVFUHSDQF\ LV

FRQVLVWHQW ZLWK DQ REVHUYHG JHQHUDO SUHIHUHQFH DPRQJ H[FKDQJHV WR EH YLHZHG DV GHPXWXDOL]HG1

$ UHPDUNDEOH :<( RI PXWXDOL]HG H[FKDQJHV VXUYH\HG E\ EWD &RQVXOWLQJ +5334, FODLPHG WKDW WKH\

ZRXOG GHPXWXDOL]H ZLWKLQ WZR \HDUV +DOWKRXJK WKH VXUYH\ GRHV QRW UHYHDO WKH QXPEHU RI

H[FKDQJHV SROOHG,16

7KH ),%9 VXUYH\ DOVR IRXQG WKDW 7<( RI UHVSRQGHQWV LQGLFDWHG WKDW WKH\ ZHUH RUJDQL]HG DV

OLPLWHG FRPSDQLHV/ EXW QRW GHPXWXDOL]HG> 48( ZHUH RUJDQL]HG DV PXWXDO DVVRFLDWLRQV> DQG 46(

ZHUH HIIHFWLYHO\ VWDWH0FRQWUROOHG LQVWLWXWLRQV1 87( RI UHVSRQGHQWV LQGLFDWHG WKDW WKH\ ZHUH IRU0

SURILW HQWLWLHV/ XS IURP 6;( D \HDU HDUOLHU1 7KLV LQFOXGHG 8:( RI WKH OLPLWHG FRPSDQLHV DQG 47(

RI WKH PXWXDOV1

)RUPDO 0RGHOV RI ([FKDQJH *RYHUQDQFH &KRLFH

7KHUH DUH WZR MRXUQDO0SXEOLVKHG IRUPDO PDWKHPDWLFDO PRGHOV RI H[FKDQJH JRYHUQDQFH FKRLFH/ WKH

ILUVW E\ +DUW DQG 0RRUH +4<<9, DQG WKH VHFRQG E\ 3LUURQJ +5333,1 $OWKRXJK SUHVHQWHG DV JHQHUDO

PRGHOV/ WKH\ HDFK IRFXV RQ KLJKO\ LGLRV\QFUDWLF DQG VLPSOLILHG RSWLRQV IRU JRYHUQDQFH DQG

FKDUDFWHULVWLFV RI H[FKDQJH PHPEHUV1 7KLV OLPLWV WKHLU DSSOLFDELOLW\ LQ WHUPV RI XQGHUVWDQGLQJ WKH

GULYHUV RI WKH FXUUHQW GHPXWXDOL]DWLRQ PRYHPHQW1

+DUW DQG 0RRUH +4<<9, DQDO\]H WKH HIILFLHQF\ RI DQ H[FKDQJH UXQ DV D PHPEHUV¶

FRRSHUDWLYH UHODWLYH WR WKDW RI D IRU0SURILW H[FKDQJH ZLWK D VLQJOH RXWVLGH RZQHU1 (IILFLHQF\ LV

GHILQHG LQ WHUPV RI WKH SUR[LPLW\ RI WKH SULFH WKDW ZRXOG EH VHW IRU D XQLW RI H[FKDQJH VHUYLFHV

5 ),%9 DUH WKH )UHQFK LQLWLDOV IRU WKH ,QWHUQDWLRQDO )HGHUDWLRQ RI 6WRFN ([FKDQJHV1
6 :;( RI H[FKDQJHV VXUYH\HG DW WKH 2FWREHU 5333 ),%9 FRQIHUHQFH VDLG WKDW WKH\ HLWKHU KDG DSSURYDO WR
GHPXWXDOL]H RU ZHUH DFWLYHO\ FRQVLGHULQJ GHPXWXDOL]DWLRQ1
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XQGHU HDFK VWUXFWXUH WR WKH FRVW RI VXSSO\LQJ LW1 7UDGHU0PHPEHUV DUH SUHVXPHG WR GLIIHU RQO\

DORQJ WKH GLPHQVLRQ RI ³VL]H/´ GHILQHG LQ WHUPV RI WKHLU GHPDQG IRU H[FKDQJH VHUYLFHV +IRU

H[DPSOH/ WUDGLQJ YROXPHV,1 ,W LV DVVXPHG WKDW XQGHU WKH PHPEHUV¶ FRRSHUDWLYH VWUXFWXUH SURILWV

ZLOO EH GLVWULEXWHG HTXDOO\ DPRQJ DOO PHPEHUV/ DQG WKDW PHPEHUV WKHUHIRUH IDFH D WUDGHRII

EHWZHHQ WKH GHVLUH IRU FKHDS WUDGLQJ DQG WKH GHVLUH IRU H[FKDQJH SURILWV1 *LYHQ WKLV PRGHO RI WKH

JRYHUQDQFH FKRLFH/ WKH DXWKRUV VKRZ WKDW WKH PHPEHUV FRRSHUDWLYH VWUXFWXUH ZLOO EH SHUIHFWO\

HIILFLHQW +WKDW LV/ SULFH HTXDOV FRVW, ZKHUH PHPEHU ³VL]H´ LV LGHQWLFDO/ DQG WKDW WKH RXWVLGH RZQHU

VWUXFWXUH EHFRPHV UHODWLYHO\ PRUH HIILFLHQW DV WKH VNHZQHVV RI WKH PHPEHU VL]H GLVWULEXWLRQ LV

LQFUHDVHG +DQ LOOXVWUDWLRQ RI WKH VR0FDOOHG PHGLDQ YRWHU WKHRUHP,1 7KH\ IXUWKHU VKRZ WKDW WKH

LQWURGXFWLRQ RI D FRPSHWLQJ H[FKDQJH GLVFLSOLQHV WKH SULFLQJ SROLF\ RI WKH IRU0SURILW H[FKDQJH/

LQFUHDVLQJ LWV UHODWLYH HIILFLHQF\/ ZKLOH KDYLQJ QR HIIHFW RQ WKH SULFLQJ SROLF\ RI WKH PHPEHUV¶

FRRSHUDWLYH1 7KXV/ JURZLQJ LQWHU0H[FKDQJH FRPSHWLWLRQ VKRXOG KDYH WKH HIIHFW RI LQFUHDVLQJ WKH

SUHYDOHQFH RI IRU0SURILW H[FKDQJHV1

$ GLIIHUHQW UHQGLWLRQ RI WKH JRYHUQDQFH FKRLFH SUREOHP \LHOGV YHU\ GLIIHUHQW UHVXOWV1

3LUURQJ +5333, DOVR H[DPLQHV WKH LPSDFW RI PHPEHU KHWHURJHQHLW\ RQ JRYHUQDQFH VWUXFWXUH/ DQG

FRQFOXGHV WKDW LW KDV WKH RSSRVLWH HIIHFW= PRUH KHWHURJHQHLW\ IDYRUV D QRW0IRU0SURILW VWUXFWXUH/

ZKLFK 3LUURQJ OLNHQV WR WKH WUDGLWLRQDO PHPEHUV¶ FRRSHUDWLYH H[FKDQJH1

7KHUH DUH VHYHUDO UHDVRQV IRU WKH GLIIHUHQW RXWFRPHV RI WKH WZR PRGHOV1 )LUVW/ +DUW DQG

0RRUH +4<<9, DQG 3LUURQJ +5333, GHILQH WKH JRYHUQDQFH FKRLFHV YHU\ GLIIHUHQWO\1 +DUW DQG

0RRUH¶V YHUVLRQ RI WKH WUDGLWLRQDO PHPEHUV¶ FRRSHUDWLYH H[FKDQJH LV RQH LQ ZKLFK DOO SURILWV DUH

GLVWULEXWHG HTXDOO\ DPRQJ PHPEHUV/ ZKHUHDV 3LUURQJ¶V YHUVLRQ DOORZV QR GLVWULEXWLRQ1

)XUWKHUPRUH/ +DUW DQG 0RRUH¶V YHUVLRQ RI WKH IRU0SURILW H[FKDQJH VHSDUDWHV RZQHUVKLS IURP

PHPEHUVKLS HQWLUHO\/ ZKHUHDV 3LUURQJ¶V YHUVLRQ GRHV QRW VHSDUDWH WKHP DW DOO= LW PHUHO\ DOORZV

GLVWULEXWLRQ RI SURILWV WR WKH PHPEHU0RZQHUV1 &RQIXVLQJO\/ WKHQ/ 3LUURQJ¶V YHUVLRQ RI D IRU0SURILW

H[FKDQJH LV FRQVLVWHQW ZLWK +DUW DQG 0RRUH¶V YHUVLRQ RI D PHPEHUV¶ FRRSHUDWLYH1 6HFRQG/ WKH



44

VRXUFH RI PHPEHU KHWHURJHQHLW\ LV GLIIHUHQW LQ WKH WZR PRGHOV1 +DUW DQG 0RRUH DVVXPH WKDW

PHPEHUV GLIIHU RQO\ LQ WKH TXDQWLW\ RI H[FKDQJH VHUYLFHV +WKDW LV/ WUDGLQJ, WKH\ GHPDQG/ ZKHUHDV

3LUURQJ DVVXPHV WKDW WKH\ GLIIHU RQO\ DORQJ DQ HIILFLHQF\ GLPHQVLRQ +WKDW LV/ WKDW WKHUH DUH KLJKHU

DQG ORZHU FRVW EURNHUDJH VHUYLFHV SURYLGHUV,1 7KLUG/ 3LUURQJ¶V PRGHO/ XQOLNH +DUW DQG 0RRUH¶V/

DOORZV IRU H[FKDQJH PHPEHUV WR FROOXGH DQG GHIHFW IURP WKH H[FKDQJH1 +H XVHV WKLV IHDWXUH WR

VKRZ WKDW ORZ0FRVW PHPEHUV FDQ SUHYHQW KLJK0FRVW PHPEHUV IURP H[WUDFWLQJ WRR PXFK VXUSOXV

IURP WKHP E\ FUHGLEO\ WKUHDWHQLQJ WR IRUP DQRWKHU H[FKDQJH1 $V LW LV RQO\ XQGHU 3LUURQJ¶V

YHUVLRQ RI D IRU0SURILW H[FKDQJH WKDW VXFK VXUSOXV H[SURSULDWLRQ LV IHDVLEOH/ 3LUURQJ DVVHUWV WKDW

PHPEHU KRPRJHQHLW\ OHDGV WR D IRU0SURILW VWUXFWXUH/ ZKHUHDV VXIILFLHQW KHWHURJHQHLW\ DOORZV ORZ0

FRVW PHPEHUV WR HQIRUFH D QRW0IRU0SURILW VWUXFWXUH/ ZKLFK/ XQGHU KLV YHUVLRQ RI D QRW0IRU0SURILW

H[FKDQJH/ OLPLWV H[SURSULDWLRQ1

7KHVH PRGHOV DUH RI VWULFWO\ OLPLWHG XVH LQ XQGHUVWDQGLQJ WKH GULYHUV RI WKH DFWXDO WUHQG

WRZDUGV GHPXWXDOL]HG/ IRU0SURILW H[FKDQJHV ZLWK +DW OHDVW SDUWLDO, QRQ0PHPEHU RZQHUVKLS1 7KH

UHVXOWV RI +DUW DQG 0RRUH¶V PRGHOOLQJ/ IRU H[DPSOH/ UHO\ RQ WKH DVVXPSWLRQ WKDW H[FKDQJH

SROLFLHV DUH VHW ZKROO\ RQ WKH EDVLV RI PDMRULW\ YRWLQJ RI WKH PHPEHUV/ ZKLFK LV LPSODXVLEOH LQ DQ

HQYLURQPHQW ZKHUH FRPSHWLQJ WUDGLQJ YHQXHV FDQ DQG GR H[LVW17 /DUJHU PHPEHUV ZLOO FOHDUO\

KDYH JUHDWHU LQIOXHQFH EHFDXVH RI WKHLU DELOLW\ WR PLJUDWH WKHLU WUDGLQJ DFWLYLW\/ ZKLFK LV JHQHUDOO\

WKH SULPDU\ VRXUFH RI DQ H[FKDQJH¶V UHYHQXH1 3LUURQJ¶V PRGHOOLQJ H[FOXGHV WKH SRVVLELOLW\ RI

H[FKDQJHV ZKLFK DUH QRW ZKROO\ RZQHG E\ PHPEHUV/ DQG WKHUHIRUH IDLOV HQWLUHO\ WR FDSWXUH WKH

PRVW LPSRUWDQW IHDWXUH RI WKH GHPXWXDOL]DWLRQ PRYHPHQW= WKH VHSDUDWLRQ RI RZQHUVKLS RI DQ

H[FKDQJH IURP LWV PHPEHUVKLS1 $V LV LOOXVWUDWHG LQ +DUW DQG 0RRUH¶V PRGHO/ PHPEHU0RZQHUV

ZDQW ERWK ORZ H[FKDQJH FRVWV DQG KLJK H[FKDQJH SURILWV/ ZKHUHDV RXWVLGH RZQHUV RQO\ ZDQW KLJK

SURILWV1 7KLV YHU\ GLIIHUHQW LQFHQWLYH VWUXFWXUH FDQ KDYH D VLJQLILFDQW LPSDFW RQ H[FKDQJH

7 6HH DOVR WKH FULWLTXH RI 'L 1RLD +5334,1
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SROLFLHV1 3LUURQJ¶V YHUVLRQ RI D IRU0SURILW H[FKDQJH LV WKHUHIRUH PXFK PRUH VLPLODU WR D WUDGLWLRQDO

QRW0IRU0SURILW PXWXDO WKDQ D FRQWHPSRUDU\ IRU0SURILW H[FKDQJH ZLWK D GLYHUVLILHG VKDUHKROGHU EDVH1

7KH FORVHVW UHDO0ZRUOG H[DPSOHV RI 3LUURQJ¶V IRU0SURILW H[FKDQJH DUH 'HXWVFKH %|UVH DQG

WKH 3DULV %RXUVH SULRU WR WKHLU ,32V LQ 53341 7KRVH WZR H[FKDQJHV ZHUH OHJDOO\ IRU0SURILW

FRUSRUDWH HQWLWLHV/ EXW WKH RZQHUV DQG WKH PHPEHUV ZHUH YLUWXDOO\ RQH LQ WKH VDPH1 7KH FORVHVW

UHDO0ZRUOG H[DPSOH RI +DUW DQG 0RRUH¶V IRU0SURILW H[FKDQJH/ KRZHYHU/ LV 8.0EDVHG 7UDGHSRLQW

SULRU WR LWV UHLQFDUQDWLRQ DV YLUW0[1 $ OLVWHG FRPSDQ\/ 7UDGHSRLQW GLG QRW HYHQ KDYH ZKDW FDQ

PHDQLQJIXOO\ EH FDOOHG PHPEHUV= XVHUV SDLG DOPRVW HQWLUHO\ RQ D WUDQVDFWLRQ EDVLV1

2QH LPSRUWDQW GLPHQVLRQ RI WKH OLQN EHWZHHQ WUDGLQJ DXWRPDWLRQ DQG H[FKDQJH

JRYHUQDQFH ZKLFK 3LUURQJ¶V IRFXV RQ PHPEHU KHWHURJHQHLW\ GRHV FDSWXUH/ KRZHYHU FUXGHO\/ LV WKH

LPSDFW RI DXWRPDWLRQ RQ WKH UROH RI VSHFLDOL]HG LQWHUPHGLDULHV ± VXFK DV WKH 1<6( VSHFLDOLVW/ WKH

$PVWHUGDP KRHNPDQ/ DQG WKH *HUPDQ .XUVPDNOHU1 7KHVH LQWHUPHGLDULHV DFW WR SURPRWH WKH

FRQIOXHQFH RI RUGHUV DQG WUDGLQJ DFWLYLW\ LQ JLYHQ VHFXULWLHV RQ D WUDGLQJ IORRU/ EXW DUH QRW

QHFHVVDU\ LQ DQ DXWRPDWHG WUDGLQJ HQYLURQPHQW ZKHUH D FRPSXWHU FDQ ILOO WKLV UROH1 7KXV/ WUDGLQJ

DXWRPDWLRQ KDV WKH HIIHFW RI HOLPLQDWLQJ VSHFLDOL]HG LQWHUPHGLDU\ IXQFWLRQV/ WKHUHE\ QHJDWLQJ D

WUDGLWLRQDOO\ LPSRUWDQW IHDWXUH RI WKH PXWXDO VWUXFWXUH= SUHFOXGLQJ FKDQJHV LQ WUDGLQJ UXOHV ZKLFK

HQDEOH WKH WUDQVIHU RI VXUSOXV IURP RQH JURXS WR DQRWKHU1 7KLV DOVR H[SODLQV WKH REVHUYHG

UHVLVWDQFH RI VSHFLDOL]HG LQWHUPHGLDULHV WR GHPXWXDOL]DWLRQ/ ZKLFK LV LQYDULDEO\ DVVRFLDWHG ZLWK D

GHFOLQH LQ WKHLU YRWLQJ ULJKWV DQG D VKLIW WR DXWRPDWHG WUDGLQJ DQG GLVLQWHUPHGLDWLRQ1 &RQWUDU\ WR

3LUURQJ/ KRZHYHU/ LW LV WKH KLJK0FRVW LQWHUPHGLDULHV/ WKRVH ZLWK VNLOOV VSHFLILF WR WUDGLQJ IORRUV/

ZKLFK W\SLFDOO\ GHIHQG WKH WUDGLWLRQDO PXWXDO VWDWXV/ DV LW LV WKHLU VNLOOV ZKLFK DUH UHQGHUHG

REVROHWH XQGHU DXWRPDWHG WUDGLQJ1

7KH IRFXV RI ERWK 3LUURQJ +5333, DQG +DUW DQG 0RRUH +4<<9, RQ WUDGHU KHWHURJHQHLW\ DV

WKH GRPLQDQW H[SODQDWRU\ YDULDEOH LQ WKH JRYHUQDQFH SUREOHP LV DQ LQHYLWDEOH E\0SURGXFW RI WKH

VWDQGDUG PRGHOLQJ WHFKQLTXH DSSOLHG/ ZKLFK GHILQHV WKH SUREOHP LQ WHUPV RI FRPSHWLWRUV GLIIHULQJ
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DORQJ RQH GLPHQVLRQ RQO\ EHFDXVH LW LV PDWKHPDWLFDOO\ WUDFWDEOH LQ VXFK D IRUP1 +RZHYHU/ LW LV

FOHDU WKDW VXFK KHWHURJHQHLW\ LV LWVHOI D SURGXFW RI WKH WUDGLQJ WHFKQRORJ\ HPSOR\HG DQG/ DV ZH

H[SODLQHG SUHYLRXVO\/ WKH WUDGLWLRQDO QRW0IRU0SURILW PXWXDO VWUXFWXUH RI DQ H[FKDQJH LV D GLUHFW

FRUROODU\ WR WUDGLWLRQDO IORRU WUDGLQJ1 :KDW LV PLVVLQJ LQ ERWK 3LUURQJ +5333, DQG +DUW DQG

0RRUH¶V +4<<9, DFFRXQWV/ WKHQ/ LV WKH FDXVDO UHODWLRQVKLS EHWZHHQ WUDGLQJ WHFKQRORJ\ DQG

H[FKDQJH JRYHUQDQFH1 2XU PRGHO RI H[FKDQJH JRYHUQDQFH FKRLFH PLJKW UHDVRQDEO\ EH ODEHOOHG

³WHFKQRORJLFDO GHWHUPLQLVW/´ DV WKH FULWLFDO LQGHSHQGHQW YDULDEOH LV FOHDUO\ WKH VWDWH RI WUDGLQJ

VWUXFWXUH WHFKQRORJ\1 $OO SUH0DXWRPDWLRQ H[FKDQJHV ORJLFDOO\ EHJLQ DV FRRSHUDWLYHV/ DQG UHYLVLW

WKLV FKRLFH RI VWDWXV RQO\ DIWHU WUDGLQJ DXWRPDWLRQ PDNHV GHPXWXDOL]DWLRQ D YLDEOH DOWHUQDWLYH1

:KHWKHU WKH H[FKDQJH DFWXDOO\ GHPXWXDOL]HV LV GHWHUPLQHG ODUJHO\ E\ WKH VWDWH RI FRPSHWLWLRQ/

ZKLFK LV LWVHOI YHU\ PXFK GHSHQGHQW RQ WKH FRQILQHV LPSRVHG E\ WKH UHJXODWRU\ UHJLPH1

([FKDQJHV DQG 6HOI05HJXODWLRQ

,V 6HOI05HJXODWLRQ ,QFRQVLVWHQW ZLWK 'HPXWXDOL]DWLRQ"

)RUPHU 86 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ +6(&, &RPPLVVLRQHU 5REHUWD .DUPHO +5333,

LGHQWLILHG IRXU DUHDV LQ ZKLFK WKH 1<6( DQG 1DVGDT FDUU\ RXW VHOI0UHJXODWRU\ IXQFWLRQV=

41 OLVWHG FRPSDQ\ JRYHUQDQFH DQG GLVFORVXUH>

51 VXUYHLOODQFH DQG GLVFLSOLQH RI WKHLU PDUNHWV DQG VSHFLDOLVWV/ IORRU EURNHUV DQG PDUNHW

PDNHUV>

61 PHPEHU ILUP ILQDQFLDO DQG RSHUDWLRQDO FRPSOLDQFH> DQG

71 IDLU DQG HTXLWDEOH WUHDWPHQW RI FXVWRPHUV1
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$V WKHVH IXQFWLRQV QHHG WR EH FDUULHG RXW HIIHFWLYHO\ LQ DQ\ VHFXULWLHV PDUNHW/ LW LV LPSRUWDQW WR

FRQVLGHU FDUHIXOO\ ZKHWKHU GHPXWXDOL]DWLRQ LPSOLHV WKDW DQ H[FKDQJH ZLOO EH OHVV PRWLYDWHG RU

OHVV DEOH WR PDQDJH WKHP1 :H FRQVLGHU HDFK IXQFWLRQ LQ WXUQ1

/LVWLQJ DQG 'LVFORVXUH

([FKDQJHV W\SLFDOO\ SHUIRUP IXQFWLRQV ZKROO\ XQUHODWHG WR WKH DFWXDO WUDGLQJ RI VHFXULWLHV/ DQG

LQGHHG DUH IUHTXHQWO\ UHTXLUHG E\ QDWLRQDO ODZ WR SHUIRUP VXFK IXQFWLRQV1 7KH PRVW VLJQLILFDQW

RQH LV ³OLVWLQJ´ WKH FRPSDQ\ VKDUHV WR EH WUDGHG RQ WKH H[FKDQJH1 7KH ,26&28 7HFKQLFDO

&RPPLWWHH +5334, VSHFLILFDOO\ UHIHUV WR OLVWLQJ DV D ³UHJXODWRU\ IXQFWLRQ´ +S7,1

/LVWLQJ LV IXQGDPHQWDOO\ D TXDOLW\ FRQWURO IXQFWLRQ/ GHVLJQHG WR HQVXUH WKDW FRPSDQLHV

DGPLWWHG WR D JLYHQ VHJPHQW RI WKH PDUNHW +HJ/ ODUJH FDS RU VPDOO FDS, PHHW GLVFORVXUH

UHTXLUHPHQWV DSSURSULDWH WR WKHLU VL]H DQG DJH1 ,WV UROH LQ WKH HTXLW\ PDUNHWV LV FRPSDUDEOH WR WKDW

RI ³UDWLQJV´ LQ WKH ERQG PDUNHW/ HYHQ LI WKH PHFKDQLVPV RI EHLQJ OLVWHG DQG UDWHG DUH YHU\

GLIIHUHQW1 %XW MXVW DV ERQG UDWLQJ DJHQFLHV KDYH D VWURQJ LQFHQWLYH WR UDWH ERQGV PRUH DFFXUDWHO\

WKDQ WKHLU FRPSHWLWRUV/ OLVWLQJ DJHQFLHV VKRXOG KDYH VWURQJ LQFHQWLYHV WR VHW OLVWLQJ UHTXLUHPHQWV

IRU SXEOLFO\ WUDGHG FRPSDQLHV QHLWKHU WRR ORZ QRU WRR KLJK1 ,I GLVFORVXUH UHTXLUHPHQWV DUH

H[FHVVLYH IRU WKH VL]H DQG DJH RI WKH FRPSDQLHV ZLVKLQJ WR EH SXEOLFO\ WUDGHG/ WKHQ WKH DJHQF\

ZLOO XQQHFHVVDULO\ VDFULILFH OLVWLQJ UHYHQXHV1 ,I WKH\ DUH VHW WRR ORZ/ KRZHYHU/ LQYHVWRUV DUH PRUH

OLNHO\ WR EH KDUPHG E\ XQH[SHFWHG HYHQWV/ OLNH SURILW ZDUQLQJV1 ,QYHVWRUV ZLOO WKHUHIRUH VKXQ

VXFK VWRFNV/ DQG WKH DJHQF\¶V UHSXWDWLRQ DQG SULFLQJ SRZHU LQ WKH OLVWLQJV PDUNHW ZLOO VXIIHU1

,W LV DQ XQIRUWXQDWH KLVWRULFDO OHJDF\/ KRZHYHU/ WKDW LQ PXFK RI WKH ZRUOG JRYHUQPHQWV

KDYH WUHDWHG OLVWLQJ DV D VHOI0UHJXODWRU\ IXQFWLRQ WR EH SHUIRUPHG E\ WKH PRQRSRO\ QDWLRQDO

H[FKDQJH1 $V D PDWWHU RI ORJLF DQG KLVWRU\/ KRZHYHU/ OLVWLQJ VKRXOG QHYHU KDYH EHHQ FRQVLGHUHG

DQ REOLJDWLRQ WKDW QHHGHG WR EH LPSRVHG RQ H[FKDQJHV1 7KH ERDUG RI WKH 1<6( EHJDQ LPSRVLQJ

8 ,QWHUQDWLRQDO 2UJDQL]DWLRQ RI 6HFXULWLHV &RPPLVVLRQV
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IRUPDO OLVWLQJ VWDQGDUGV LQ 4;89/ DQG GLG VR ZKROO\ RI LWV RZQ DFFRUG DQG LQ FRQVLGHUDWLRQ RI LWV

RZQ LQWHUHVWV1 7KH PDLQ UHDVRQV IRU WKH GHYHORSPHQW RI VXFK VWDQGDUGV ZRXOG DSSHDU WR KDYH

EHHQ WKH SURWHFWLRQ RI PHPEHUV WUDGLQJ RQ WKHLU RZQ DFFRXQW DQG WKH LQFHQWLYH WR OLVWLQJ SURYLGHG

WR FRPSDQLHV IURP WKH SXEOLF VLJQDO RI ILQDQFLDO VRXQGQHVV DQG VWDELOLW\19 7KLV LQFHQWLYH LV

UHIOHFWHG LQ WKH IDFW WKDW H[FKDQJHV W\SLFDOO\ H[WUDFW D VLJQLILFDQW SURSRUWLRQ RI WKHLU DQQXDO

UHYHQXHV IURP OLVWLQJ DFWLYLWLHV +67( RQ WKH 1<6( LQ 5333/ 54( JHQHUDOO\ DFFRUGLQJ WR WKH 4<<<

),%9 PHPEHU VXUYH\,1

:KHUHDV OLVWLQJ LV FOHDUO\ D YDOXDEOH PDUNHW IXQFWLRQ/ LW LV LPSRUWDQW WR UHFRJQL]H WKDW WKHUH

LV QR ORJLFDO UHDVRQ ZK\ WUDGLQJ V\VWHP RSHUDWRUV VKRXOG QHFHVVDULO\ EH WKH RQHV WR FDUU\ LW RXW1 ,W

FRXOG MXVW DV HDVLO\ EH SHUIRUPHG E\ DFFRXQWLQJ ILUPV RU UDWLQJ DJHQFLHV/ DQG GRQH RQ D

FRPSHWLWLYH EDVLV1 &RPSHWLWLRQ IRU OLVWLQJ VWDQGDUGV VKRXOG KHOS ERWK WR GULYH GRZQ OLVWLQJ FRVWV

DQG WR GLVFRYHU WKH RSWLPDO OLVWLQJ VWDQGDUGV IRU FRPSDQLHV ZLWK GLIIHUHQW FKDUDFWHULVWLFV1

$Q\ DVVXPSWLRQ WKDW OLVWLQJ VWDQGDUGV ZLOO DOZD\V EH VHW WRR ORZ LI HVWDEOLVKHG RQ D SXUHO\

FRPPHUFLDO EDVLV LV FOHDUO\ IDXOW\1 $ UHFHQW H[DPSOH LOOXVWUDWLQJ WKLV FRPHV IURP *HUPDQ\¶V

1HXHU 0DUNW/ D VPDOO FDS PDUNHW RSHUDWHG E\ 'HXWVFKH %|UVH1 +DYLQJ FRQFOXGHG LQ 5333 WKDW D

:3 SHUFHQW \HDU0RQ0\HDU GHFOLQH LQ LWV OLVWHG VKDUH SULFHV QHHGHG WR EH DW OHDVW SDUWLDOO\ DVFULEHG WR

D ODFN RI LQYHVWRU FRQILGHQFH LQ FRPSDQ\ GLVFORVXUH 0 IROORZLQJ D VWULQJ RI SURILW ZDUQLQJV/

LQVLGHU GHDOLQJ LQYHVWLJDWLRQV/ DQG LQVROYHQFLHV 0 WKH H[FKDQJH LPSOHPHQWHG QHZ UXOHV WR PDQGDWH

PRUH FRPSUHKHQVLYH DQG VWDQGDUGL]HG FRPSDQ\ UHSRUWV DQG UHYHODWLRQ RI GLUHFWRUV¶ VKDUH

GHDOLQJV1 2IIHQGHUV ZHUH PDGH VXEMHFW WR QHZ SXQLWLYH DFWLRQV DQG SXEOLFDWLRQ RI WKHLU RIIHQVHV

RQ WKH LQWHUQHW1 7KHVH DFWLRQV ZHUH WDNHQ ZKROO\ RQ WKH EDVLV RI WKH H[FKDQJH¶V HYDOXDWLRQ RI LWV

FRPPHUFLDO VHOI0LQWHUHVW1

([FKDQJH GHPXWXDOL]DWLRQ LV WKHUHIRUH FHUWDLQO\ QR OHVV FRQVLVWHQW ZLWK WKH GHYHORSPHQW

DQG HQIRUFHPHQW RI DSSURSULDWH FRUSRUDWH OLVWLQJ DQG GLVFORVXUH VWDQGDUGV WKDQ LV PXWXDOL]DWLRQ1

9 6HH %DQQHU +4<<;,1
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,QGHHG/ UHJXODWRUV VKRXOG ZHOFRPH WKH HQWU\ RI QRQ0H[FKDQJH HQWLWLHV LQWR WKH OLVWLQJ EXVLQHVV DV

D PHDQV RI GULYLQJ GRZQ FDSLWDO FRVWV WKURXJK ORZHU OLVWLQJ IHHV DQG WKH GHYHORSPHQW RI EHWWHU

OLVWLQJ VWDQGDUGV1

7UDGLQJ 6XUYHLOODQFH

.DUPHO/ LQ UHIHUULQJ WR WKH VXUYHLOODQFH RI ³VSHFLDOLVWV/ IORRU EURNHUV DQG PDUNHW PDNHUV/´

LGHQWLILHG VSHFLILF IHDWXUHV RI WKH 1<6( DQG 1DVGDT WUDGLQJ HQYLURQPHQWV> IHDWXUHV ZKLFK HLWKHU

GR QRW H[LVW RU SOD\ RQO\ DQ DQFLOODU\ UROH LQ DXWRPDWHG WUDGLQJ VWUXFWXUHV1 0DUNHWV ZKHUH KXPDQ

LQWHUPHGLDWLRQ LV EXLOW LQWR WKH EDVLF WUDGLQJ PHFKDQLVP GR UHTXLUH D OHYHO RI DFWLYH PRQLWRULQJ

DQG SROLFLQJ ZKLFK H[FHHGV WKDW ZKLFK LV QHFHVVDU\ LQ PDUNHWV ZKHUH WKH PDWFKLQJ RI LQYHVWRU

RUGHUV WDNHV SODFH LQ D FRPSXWHU DFFRUGLQJ WR D SUH0VSHFLILHG DOJRULWKP1 +XPDQ GLVFUHWLRQ EUHHGV

HUURU/ LQFRQVLVWHQF\/ DQG PDOIHDVDQFH1

,Q WKH FDVH RI WKH 1<6(/ DW WKH WLPH RI ZULWLQJ WKHUH LV RQJRLQJ 6(& PRQLWRULQJ RI WKH

([FKDQJH¶V FRPSOLDQFH ZLWK XQGHUWDNLQJV LW PDGH IROORZLQJ D 4<<< 6(& DGPLQLVWUDWLYH RUGHU

ZKLFK ³IRXQG WKDW WKH 1<6( KDG IDLOHG/ ZLWKRXW UHDVRQDEOH MXVWLILFDWLRQ RU H[FXVH/ WR HQIRUFH

IHGHUDO ODZV DQG 1<6( UXOHV DJDLQVW XQODZIXO SURSULHWDU\ DQG GLVFUHWLRQDU\ WUDGLQJ E\ 1<6(

IORRU EURNHUV1´: 7KH 6(& LQYHVWLJDWLRQ LQYROYHG LOOHJDO WUDGH SUDFWLFHV GDWLQJ EDFN WR 4<<41 1LQH

IORRU EURNHUV SOHDGHG JXLOW\ LQ 4<<; WR UHGXFHG FULPLQDO FKDUJHV VXUURXQGLQJ V\VWHPDWLF IURQW0

UXQQLQJ RI FXVWRPHU WUDGHV>; WKH FKDUJHV KDYLQJ EHHQ UHGXFHG RZLQJ WR UHYHODWLRQV WKDW WKH

: 6HH WKH OHWWHU IURP WKHQ0DFWLQJ 6(& &RPPLVVLRQHU /DXUD 8QJHU WR &RQJUHVVPDQ -RKQ 'LQJHOO/ 5DQNLQJ
0HPEHU RI WKH +RXVH &RPPLWWHH RQ (QHUJ\ DQG &RPPHUFH/ 6HSWHPEHU 53/ 5334
+KWWS=22ZZZ1KRXVH1JRY2FRPPHUFHBGHPRFUDWV2SUHVV24353VHF1Q\VH1SGI,1 $OVR VHH WKH UHVSRQVH IURP
&RQJUHVVPHQ 'LQJHOO DQG -RKQ /D)DOFH/ 5DQNLQJ 0HPEHU RI WKH +RXVH &RPPLWWHH RQ )LQDQFLDO 6HUYLFHV/
GDWHG 1RYHPEHU 8/ 5334/ +KWWS=22ZZZ1KRXVH1JRY2FRPPHUFHBGHPRFUDWV2SUHVV243:OWU<;1KWP,/ VWDWLQJ WKDW
³FRQWLQXLQJ LPSRUWDQW GHILFLHQFLHV UHPDLQ´ LQ WKH 1<6(¶V FRPSOLDQFH ZLWK LWV XQGHUWDNLQJV IROORZLQJ WKH
6(&¶V 4<<< DGPLQLVWUDWLYH RUGHU1
; )ORRU EURNHUV DUH SURKLELWHG E\ ODZ IURP WUDGLQJ IRU WKHPVHOYHV RU VKDULQJ LQ WKH SURILWV JHQHUDWHG E\
WKHLU RZQ WUDGLQJ1 7KH IORRU EURNHUV LQ TXHVWLRQ ZHUH FKDUJHG ZLWK DQ LOOHJDO IRUP RI WUDGH IURQW0UXQQLQJ
NQRZQ DV ³LQWUDGD\ WUDGLQJ´ RU ³IOLSSLQJ1´ 7KLV LQYROYHV WKH UDSLG EX\LQJ DQG VHOOLQJ RI VKDUHV DW SULFHV
EHWZHHQ WKH TXRWHG VDOH DQG SXUFKDVH SULFHV1 7KH 6(& KDV UXOHG WKDW WKH SUDFWLFH LV LOOHJDO ZKHQ WUDGHUV
WDNH D VKDUH RI WKH SURILWV1 7KH IORRU EURNHUV LQ TXHVWLRQ ZHUH FKDUJHG ZLWK IOLSSLQJ EDVHG RQ NQRZOHGJH RI
ODUJH RUGHUV RQ WKH IORRU DQG VSOLWWLQJ WKH SURILWV ZLWK 2DNIRUG &RUS1/ D QRZ0GHIXQFW EURNHUDJH ILUP1
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SUDFWLFH KDG EHHQ ZLGHVSUHDG DQG NQRZQ WR 1<6( RIILFLDOV1< 5HYHODWLRQV IURP PRUH UHFHQW

LQYHVWLJDWLRQV VXJJHVW WKDW 1<6( RIILFLDOV QRW RQO\ NQHZ RI VXFK DFWLYLWLHV/ EXW WRRN DFWLYH VWHSV

WR NHHS WKHP KLGGHQ IURP WKH 6(& DQG WKH SXEOLF DW ODUJH143 ,Q WKH FDVH RI 1DVGDT/ WKH 6(&

SXEOLVKHG D UHSRUW LQ 4<<9 FRQFOXGLQJ WKDW 1DVGDT PDUNHW PDNHUV KDG HQJDJHG LQ FROOXVLRQ DQG

RWKHU LOOHJDO EHKDYLRU LQ RUGHU WR NHHS SXEOLFO\ TXRWHG ELG0RIIHU VSUHDGV DUWLILFLDOO\ ZLGH/ DQG WKDW

WKH 1$6' KDG V\VWHPDWLFDOO\ IDLOHG WR HQIRUFH LWV RZQ PDUNHW UXOHV1 7KHVH DUH RQO\ WKH PRVW

UHFHQW FDVHV RI PDMRU IDLOXUHV RI VHOI0UHJXODWRU\ RUJDQL]DWLRQ +652, WUDGLQJ VXUYHLOODQFH LQ WKH

8QLWHG 6WDWHV1 7KHUH LV D ORQJ DQG LQJORULRXV KLVWRU\ SUHFHGLQJ WKHP1

7KHUH LV QRWKLQJ DERXW PXWXDOLW\ WKDW OHQGV LWVHOI WR DQ HIIHFWLYH SDUWQHULQJ ZLWK 652

WUDGLQJ VXUYHLOODQFH REOLJDWLRQV1 :KHWKHU D PXWXDOL]HG H[FKDQJH LV UXQ RQ D QRW0IRU0SURILW RU IRU0

SURILW EDVLV LV LPPDWHULDO1 $ PXWXDOL]HG H[FKDQJH H[LVWV WR VHUYH WKH LQWHUHVWV RI LWV PHPEHUV1

7KLV LV ZKDW LW LV HVWDEOLVKHG WR GR> DQG LI LW IDLOV WR GR VR HIIHFWLYHO\/ LW ZLOO LQHYLWDEO\ EH

UHIRUPHG RU GLVEDQGHG1 $ GHPXWXDOL]HG H[FKDQJH LV QRW IDFHG ZLWK DQ\ JUHDWHU FRQIOLFW RI

< ³7KH LQTXLULHV >E\ IHGHUDO SURVHFXWRUV DQG WKH 6(&@ DUH WKH ODWHVW VWDJH RI D FRQWURYHUV\ WKDW HUXSWHG LQ
HDUO\ 4<<;/ ZKHQ WKH 0DQKDWWDQ 8161 $WWRUQH\ FKDUJHG D JURXS RI 1<6( IORRU EURNHUV ZLWK H[SORLWLQJ
NQRZOHGJH RI ELJ RUGHUV RQ WKH IORRU WR PDNH TXLFN WUDGHV DQG WKHQ VSOLW WKH SURILWV ZLWK 2DNIRUG &RUS1/ D
QRZ0GHIXQFW EURNHUDJH ILUP1 7KH 2DNIRUG FDVH EHFDPH DQ HPEDUUDVVPHQW IRU ERWK SURVHFXWRUV DQG WKH
1<6( ZKHQ LW HPHUJHG WKDW LQWUDGD\ WUDGLQJ/ DOVR FDOOHG µIOLSSLQJ/¶ KDG EHHQ ZLGHVSUHDG LQ WKH HDUO\ 4<<3V
RQ WKH IORRU DQG WKH 1<6( KDG WDNHQ WKH SRVLWLRQ WKDW LQ VRPH FLUFXPVWDQFHV/ LW ZDVQ¶W LOOHJDO IRU IORRU
EURNHUV WR VKDUH LQ WKH SURILWV RI WKHLU WUDGLQJ1 7KH UHYHODWLRQV IRUFHG SURVHFXWRUV WR UHGXFH FULPLQDO
FKDUJHV DJDLQVW QLQH EURNHUV/ WR ZKLFK WKH\ HYHQWXDOO\ SOHDGHG JXLOW\/ DQG WR GURS WKHP DOWRJHWKHU DJDLQVW D
43WK EURNHU/ -RKQ '¶$OHVVLR1 7KH 6(& LV VWLOO SXUVXLQJ FLYLO FKDUJHV DJDLQVW WKH EURNHUV´ +:DOO 6WUHHW
-RXUQDO/ )HEUXDU\ 53/ 5334,1 6HH DOVR )LQDQFLDO 7LPHV +)HEUXDU\ 53/ 5334,1 '¶$OHVVLR VXEVHTXHQWO\
DJUHHG WR IRUIHLW '533/333 LQ WUDGLQJ SURILWV/ QHLWKHU DGPLWWLQJ QRU GHQ\LQJ ZURQJGRLQJ/ DV SDUW RI WKH
VHWWOHPHQW RI WKH FLYLO FDVH EURXJKW E\ WKH 6(&1 '¶$OHVVLR¶V ODZVXLW DJDLQVW WKH 1<6( DOOHJHG WKDW
([FKDQJH RIILFLDOV FRQGRQHG LOOHJDO WUDGHV IRU ZKLFK KH ZDV ODWHU DUUHVWHG1 7KH 5QG 86 &LUFXLW &RXUW RI
$SSHDOV LQ 1HZ <RUN/ KRZHYHU/ FRQFOXGHG WKDW WKH 1<6( ZDV LPPXQH ZKHQ SHUIRUPLQJ ³TXDVL0
JRYHUQPHQWDO IXQFWLRQV´ UHODWHG WR PDUNHW RYHUVLJKW1
43 1<6( GRFXPHQWV ³FOHDUO\ UHVSRQVLYH WR GRFXPHQW UHTXHVWV VHUYHG RQ WKH 1<6( GXULQJ WKH
&RPPLVVLRQ¶V LQYHVWLJDWLRQ LQWR WKH 1<6( LQ ODWH 4<<; WKURXJK -XQH 4<<<´ +8QJHU/ RS FLW, ZHUH WXUQHG
RYHU WR WKH &RPPLVVLRQ LQ 2FWREHU DQG 'HFHPEHU 53331 ³,QFOXGHG LQ WKH GRFXPHQWV ZHUH KDQG0ZULWWHQ
QRWHV GDWHG -XQH 54/ 4<<6/ E\ 'RQDOG 6LHPHU/ GLUHFWRU RI UXOH GHYHORSPHQW LQ WKH 1<6(¶V PDUNHW0
VXUYHLOODQFH GLYLVLRQ/ WDNHQ DW D PHHWLQJ ZLWK VHQLRU 1<6( UHJXODWRU\ RIILFLDOV 5REHUW 0F6ZHHQH\ DQG
%ULDQ 0F1DPDUD1 ,Q RQH VHFWLRQ RI WKH QRWHV/0U1 6LHPHU ZURWH WKH SKUDVH µLQWUDGD\ WUDGLQJ/¶ LPPHGLDWHO\
DIWHU ZKLFK KH DGGHG LQ DOO FDSLWDO OHWWHUV/ µ'2 127 ',6&866 :,7+ 6(&1¶ 1 1 1 ,Q DQRWKHU QRWH/ GDWHG -DQ1
:/ 4<<5/ DW D PHHWLQJ ZLWK 0U10F1DPDUD/ UHJDUGLQJ D FRPLQJ PHHWLQJ ZKHUH LQWUDGD\ WUDGLQJ ZDV WR EH
GLVFXVVHG/0U1 6LHPHU ZURWH/ µ1RWKLQJ LQ ZULWLQJ1¶ $VNHG GXULQJ WKH -DQXDU\ GHSRVLWLRQ ZKDW WKDW OLQH
UHIHUUHG WR 0U1 6LHPHU DJDLQ VDLG/ µ, GRQ¶W UHFDOO¶ +:DOO 6WUHHW -RXUQDO/ )HEUXDU\ 53/ 5334,1
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LQWHUHVW PHUHO\ EHFDXVH VRPH SRUWLRQ RI LWV RZQHUVKLS DUH QRW WUDGLQJ PHPEHUV RI WKH H[FKDQJH1

,QGHHG/ WKH VFRSH IRU VXFK FRQIOLFW RI LQWHUHVW VKRXOG EH OHVV= ILUVW/ EHFDXVH GHPXWXDOL]HG

H[FKDQJHV RU SURSULHWDU\ WUDGLQJ V\VWHP +376,44 RSHUDWRUV LQYDULDEO\ XWLOL]H OHVV LQWHUPHGLDWHG

WUDGLQJ VWUXFWXUHV WKDQ PXWXDOL]HG H[FKDQJHV DQG/ VHFRQG/ EHFDXVH QRQ0PHPEHU RZQHUV KDYH OHVV

LQFHQWLYH WR VXSSRUW WKH LQWHUHVWV RI PHPEHUV WKDQ GR PHPEHU RZQHUV1

0HPEHU )LQDQFLDO DQG 2SHUDWLRQDO &RPSOLDQFH

0XWXDOL]HG H[FKDQJHV KDYH D SRZHUIXO LQWHUHVW LQ HQVXULQJ WKH FUHGLW ZRUWKLQHVV RI DOO PHPEHUV1

(DFK PHPEHU ZDQWV DVVXUDQFH WKDW WKH FRXQWHUSDUW\ RQ DQ JLYHQ WUDGH FDQ PHHW LWV REOLJDWLRQV1

([FKDQJHV RIWHQ LQVWLWXWH $$$0UDWHG FHQWUDO FRXQWHUSDUWLHV WR JXDUDQWHH SHUIRUPDQFH RQ DOO

WUDGHV/ DQG WKH FRVW RI HVWDEOLVKLQJ DQG RSHUDWLQJ D FHQWUDO FRXQWHUSDUW\ ZLOO LWVHOI GHSHQG XSRQ

WKH ILQDQFLDO YLDELOLW\ RI WKH SDUWLFLSDWLQJ PHPEHUV1 7KHUHIRUH/ HQVXULQJ WKDW PHPEHUV FRPSOHWH

WUDQVDFWLRQV ZLWK RWKHU PHPEHUV LQ D WLPHO\ DQG VHFXUH IDVKLRQ LV KDUGO\ D VHOI0UHJXODWRU\

³REOLJDWLRQ´ RI DQ H[FKDQJH= LW LV D SUHUHTXLVLWH IRU HIIHFWLYH RSHUDWLRQ LQ WKH LQWHUHVWV RI LWV

PHPEHUV1

'HPXWXDOL]HG H[FKDQJHV RU 376V KDYH QR OHVV DQ LQWHUHVW LQ HQVXULQJ WKH LQYLRODELOLW\ RI D

WUDQVDFWLRQ1 ,QVWLQHW/ IRU H[DPSOH/ RSHUDWHV DV D FHQWUDO FRXQWHUSDUW\ IRU DOO FOLHQW WUDGHV VR WKDW

FOLHQWV GR QRW KDYH WR EH FRQFHUQHG DERXW WKH UHOLDELOLW\ RU ILQDQFLDO FRQGLWLRQ RI RWKHU ,QVWLQHW

FOLHQWV1 ,QVWLQHW/ LQ WXUQ/ KDV D VWURQJ ILQDQFLDO LQWHUHVW LQ YHWWLQJ LWV FOLHQWV/ DQG LQ QRW GRLQJ

EXVLQHVV ZLWK WKRVH ZKLFK FRXOG H[SRVH ,QVWLQHW WR WUDGLQJ ORVVHV1 7KH 6(&¶V IUHTXHQWO\ VWDWHG

FRQFHUQ WKDW V\VWHPV VXFK DV ,QVWLQHW ZHUH ³FORVHG´ UDWKHU WKDQ ³SXEOLF´ LV PLVJXLGHG DORQJ WZR

GLPHQVLRQV1 )LUVW/ 86 IORRU0EDVHG H[FKDQJHV DUH QR PRUH SXEOLFO\ DFFHVVLEOH WKDQ ,QVWLQHW> LQ

IDFW/ WKH\ DUH OHVV VR/ DV WKH\/ XQOLNH ,QVWLQHW/ DOORZ RQO\ D VWULFWO\ OLPLWHG QXPEHU RI PHPEHUV145

44 376 LV D JHQHULF WHUP UHIHUULQJ WR QRQ0PHPEHU0EDVHG WUDGLQJ V\VWHPV RZQHG DQG RSHUDWHG RXWVLGH WKH
OHJDO HQWLW\ RI DQ ³H[FKDQJH1´
45 3LUURQJ¶V FODLP WKDW ³YLUWXDOO\ DOO H[FKDQJHV UHVWULFW WKH QXPEHU RI PHPEHUV´ +5333=773, LV IDOVH= WKLV KDV
RQO\ HYHU EHHQ WKH FDVH IRU IORRU0EDVHG H[FKDQJHV1
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6HFRQG/ REOLJLQJ ,QVWLQHW WR H[WHQG DFFHVV WR LWV FOLHQWV¶ ELGV DQG RIIHUV WR QRQ0FOLHQWV H[SRVHV

,QVWLQHW WR FUHGLW ULVN ZKLFK LW FDQQRW FRQWURO1 7KLV LV QHLWKHU LQ WKH LQWHUHVWV RI ,QVWLQHW QRU LWV

FOLHQWV1

)DLU 7UHDWPHQW RI ,QYHVWRUV

,W LV LQ WKH DUHD RI LQYHVWRU SURWHFWLRQ ZKHUH PXWXDOL]HG H[FKDQJHV RSHUDWLQJ DV 652V VXIIHU IURP

WKH PRVW VDOLHQW FRQIOLFW RI LQWHUHVW1 ([FKDQJH PHPEHUV DUH QHYHU JRLQJ WR ZDQW LQWHUIHUHQFH LQ

WKHLU FXVWRPHU UHODWLRQVKLSV IURP WKH H[FKDQJH ZKLFK WKH\ RZQ/ DQG ZKLFK ZDV FUHDWHG WR VHUYH

WKHLU LQWHUHVWV1 $ GHPXWXDOL]HG H[FKDQJH RU 376 ZLWK PLQRULW\ EURNHU RZQHUVKLS ZLOO EH

FRQFHUQHG ILUVW DQG IRUHPRVW ZLWK HQVXULQJ WKH VDWLVIDFWLRQ RI WKRVH ZLWK WKH XOWLPDWH SRZHU WR

GLUHFW RUGHU IORZ WR LWV WUDGLQJ V\VWHP1 7KLV ZLOO IUHTXHQWO\ EH WKH DFWXDO LQYHVWRU +JHQHUDOO\

LQVWLWXWLRQDO,/ UDWKHU WKDQ D EURNHU ZKLFK PD\ RU PD\ QRW DFW DV D FRQGXLW EHWZHHQ WKH LQYHVWRU

DQG WKH V\VWHP1

$UH 'HPXWXDOL]HG ([FKDQJHV 0RUH /LNHO\ WR 7DNH ([FHVVLYH )LQDQFLDO 5LVNV"

7KH ,26&2 7HFKQLFDO &RPPLWWHH +5334, H[SUHVVHV FRQFHUQ WKDW ³7KH SURILW0VHHNLQJ DFWLRQV RI D

GHPXWXDOL]HG H[FKDQJH PD\ SURYLGH IXUWKHU HQFRXUDJHPHQW WR HQWHU EXVLQHVVHV RWKHU WKDQ WKRVH

GLUHFWO\ DQFLOODU\ WR LWV WUDGLWLRQDO WUDGH H[HFXWLRQ IXQFWLRQV´ +S47,1 7KLV/ LW VXJJHVWV/ HQWDLOV QHZ

ILQDQFLDO ULVNV IRU WKH H[FKDQJH WKDW PD\ PHULW UHJXODWRU\ LQWHUYHQWLRQ/ VXFK DV WKH LPSRVLWLRQ RI

³ILUHZDOOV WR SURWHFW WKH UHVRXUFHV QHFHVVDU\ WR UXQ WKH H[FKDQJH¶V FRUH DFWLYLWLHV´ +S47,1 $V D

PDWWHU RI ORJLF DQG DFWXDO PDUNHW EHKDYLRU/ WKHVH FRQFHUQV ZRXOG DSSHDU WR EH PLVSODFHG1

)LUVW/ PXWXDOL]HG VWRFN H[FKDQJHV/ ERWK IRU0SURILW DQG QRW0IRU0SURILW/ KDYH GLVSOD\HG D

PRUH WKDQ KHDOWK\ DSSHWLWH IRU H[SDQVLRQ RI WKHLU DFWLYLWLHV/ ZKHWKHU WKDW LQFOXGH EX\LQJ &6'V

+HJ/ 'HXWVFKH %|UVH SUH0,32,/ LQYHVWLQJ LQ LQWHUQDWLRQDO MRLQW YHQWXUHV +HJ/ WKH 6ZLVV ([FKDQJH,/

EX\LQJ GHULYDWLYHV H[FKDQJHV +HJ/ 3DULV %RXUVH SUH0,32,/ RU EX\LQJ RWKHU GRPHVWLF DQG IRUHLJQ

H[FKDQJHV +HJ/ 1DVGDT,1 %XOO PDUNHWV WHQG WR LQFUHDVH H[FKDQJHV¶ FDVK VXUSOXVHV/ LQFLWLQJ WKRVH



53

QRW H[SOLFLWO\ GLVFLSOLQHG E\ WKH H[LJHQFLHV RI VKDUH SULFH PD[LPL]DWLRQ WR SXUVXH RXWOHWV IRU

EXVLQHVV H[SDQVLRQ1 'HXWVFKH %|UVH DFWXDOO\ DSSHDUV WR EH RSHUDWLQJ D IDU PRUH GLVFLSOLQHG/

WDUJHWHG DQG LQFUHPHQWDO DSSURDFK WR EXVLQHVV H[SDQVLRQ VLQFH LWV ,32 LQ 53341

6HFRQG/ GHPXWXDOL]HG H[FKDQJHV GR QRW DSSHDU WR H[KLELW D JUHDWHU SURSHQVLW\ WR LQYHVW LQ

DQFLOODU\ VHUYLFHV WKDQ PXWXDOL]HG H[FKDQJHV1 7KH ),%9 +4<<<, VXUYH\ IRXQG WKDW VHOI0GHFODUHG

GHPXWXDOL]HG H[FKDQJHV UHSRUWHG JHQHUDWLQJ 5<17( RI UHYHQXH IURP ³VHUYLFHV´ +PHPEHUVKLS/

FOHDULQJ/ VHWWOHPHQW/ GHSRVLWRU\/ DQG GDWD GLVVHPLQDWLRQ,/ FRPSDUHG ZLWK 5:18( IRU PXWXDO

DVVRFLDWLRQV DQG 6515( IRU OLPLWHG FRPSDQLHV RZQHG E\ WKH PHPEHUV1 +RZHYHU/ GHPXWXDOL]HG

H[FKDQJHV JHQHUDWHG DERXW WZLFH DV PXFK RI WKHLU VHUYLFH LQFRPH IURP PDUNHW GDWD GLVVHPLQDWLRQ

+93(, WKDQ GLG WUDGLWLRQDO H[FKDQJHV1 7KH ODWWHU ZHUH PRUH UHOLDQW RQ PHPEHUVKLS IHHV ± QRW

VXUSULVLQJO\/ DV GHPXWXDOL]HG H[FKDQJHV WHQG WR EH KDYH PRUH FRPSHWLWLRQ IRU WKHLU PHPEHUV¶

RUGHU IORZ1

,I RQH DFFHSWV WKDW GHPXWXDOL]HG H[FKDQJHV DUH QRW PRUH OLNHO\ WKDQ PXWXDOV WR HQJDJH LQ

ULVN\ EXVLQHVV H[SDQVLRQ/ WKHQ WKHUH ZRXOG DSSHDU WR EH OHVV UHDVRQ IRU FRQFHUQ DERXW WKHLU

LQYHVWPHQWV1 7KLV LV EHFDXVH WKHLU LQYHVWPHQWV KDYH EHHQ IDU PRUH SURILWDEOH1 7KH ),%9 UHSRUWHG

D 78( UHWXUQ RQ FDSLWDO IRU GHPXWXDOL]HG H[FKDQJHV LQ 4<<</ FRPSDUHG ZLWK 45( IRU PXWXDOV DQG

<19( IRU OLPLWHG FRPSDQLHV1 <HW LI UHJXODWRUV VWLOO IHDU H[FHVVLYH ULVN0WDNLQJ E\ H[FKDQJHV/

PXWXDOL]HG RU GHPXWXDOL]HG/ WKH\ FDQ LPSRVH FDSLWDO UHTXLUHPHQWV/ DV WKH\ GR ZLWK EDQNV/ WR

UHGXFH WKH SUREDELOLW\ RI LQVROYHQF\1

3UREOHPV ZLWK 'HYROYLQJ 5HJXODWRU\ 5HVSRQVLELOLWLHV WR ([FKDQJHV

5HJXODWRUV KDYH EHHQ VHGXFHG E\ WKH IDPLOLDU1 7KH EHOLHI DSSHDUV ZLGHVSUHDG DPRQJ UHJXODWRUV

WKDW WKH WUDGLWLRQDO PXWXDO VWUXFWXUH RI WKH H[FKDQJHV WKH\ UHJXODWH 0 H[FKDQJHV ZKLFK RIWHQ SUH0

GDWH E\ FHQWXULHV DQ\ IRUPDO VHOI0UHJXODWRU\ REOLJDWLRQV LPSRVHG RQ WKHP 0 LV VRPHKRZ PRUH

FRQVLVWHQW ZLWK GHYROYHG VHOI0UHJXODWRU\ REOLJDWLRQV WKDQ D GHPXWXDOL]HG VWUXFWXUH1 7KHUH DUH QR
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JURXQGV IRU EHOLHYLQJ WKLV1 $V ZH KDYH GLVFXVVHG/ PXWXDOL]HG H[FKDQJHV DSSHDU QR OHVV SURQH WR

PDOSUDFWLFH RU FRPPHUFLDO ULVN0WDNLQJ/ QRU LV WKHUH DQ\ ORJLFDO UHDVRQ ZK\ WKH\ VKRXOG EH1

7KLV GRHV QRW PHDQ WKDW UHJXODWRUV GR QRW QHHG WR UHYLVLW WKH VHOI0UHJXODWRU\ REOLJDWLRQV

WKH\ LPSRVH RQ H[FKDQJHV1 2Q WKH FRQWUDU\/ WKH LQHYLWDELOLW\ RI LQFUHDVHG LQWHU0H[FKDQJH

FRPSHWLWLRQ/ SDUWLFXODUO\ IURP DEURDG/ ZLOO RQO\ VHUYH WR LQWHQVLI\ WKH FRQIOLFWV ZKLFK KDYH

DOZD\V H[LVWHG EHWZHHQ WKH FRPPHUFLDO LQWHUHVWV RI ERWK H[FKDQJH PHPEHUV DQG RZQHUV/ RQ WKH

RQH KDQG/ DQG VHOI0UHJXODWRU\ REOLJDWLRQV RQ WKH RWKHU1 7KH PRUH VXFK FRQIOLFWV H[LVW/ WKH ZRUVH

RQH FDQ H[SHFW WKH H[FKDQJH WR EH DEOH ERWK WR FRPSHWH DQG WR UHJXODWH HIIHFWLYHO\1

7KHUH DUH FHUWDLQ UHJXODWLRQV FRPPRQ WR PRVW GHYHORSHG PDUNHWV ZKLFK UHTXLUH DW OHDVW WKH

DFWLYH FRRSHUDWLRQ RI H[FKDQJHV LQ RUGHU WR HQIRUFH1 7KH FOHDUHVW RQH LV SHUKDSV UHVWULFWLRQV RQ

LQVLGHU WUDGLQJ1 $W WKH YHU\ OHDVW/ UHJXODWRUV ZLOO UHTXLUH DQ DFFXUDWH DQG FRPSUHKHQVLYH DXGLW

WUDLO RI WUDQVDFWLRQV LQ RUGHU WR LGHQWLI\ VXVSHFW WUDGLQJ DFWLYLW\1 %XW LQVLGHU WUDGLQJ UHJXODWLRQ

VLPSO\ FDQQRW EH ZKROO\ ³SULYDWL]HG/´ VLQFH LW LV KLJKO\ XQOLNHO\ WKDW DQ\ H[FKDQJH ZRXOG ILQG

WKDW LWV UHJXODWRU¶V GHILQLWLRQ RI LQVLGHU WUDGLQJ LV FRQVLVWHQW ZLWK WKDW ZKLFK LW ZRXOG DSSO\ LI LWV

JRDO ZHUH PHUHO\ WR PD[LPL]H WUDQVDFWLRQ UHYHQXHV1 &RQVLGHU 0DFH\¶V REVHUYDWLRQV RQ 86

LQVLGHU WUDGLQJ UHJXODWLRQ/ DV SUDFWLFHG E\ WKH 6(&=

7KH UHJXODWLRQ RI LQVLGHU WUDGLQJ FDQQRW EH MXVWLILHG RQ WKH JURXQGV WKDW LW SURPRWHV WKH

JRDOV RI HIILFLHQF\/ IDLUQHVV/ RU PDUNHW LQWHJULW\1 $V WKH 6XSUHPH &RXUW UHFRJQL]HG LQ

&KLDUHOOD DQG 'LUNV/ WKH RQO\ FRQFHLYDEOH MXVWLILFDWLRQ IRU EDQQLQJ LQVLGHU WUDGLQJ LV WKDW

VXFK WUDGLQJ LQYROYHV WKH WKHIW RI YDOXDEOH FRUSRUDWH SURSHUW\ IURP LWV ULJKWIXO RZQHU1 7KH

DWWHPSWV WR MXVWLI\ LQVLGHU WUDGLQJ UHJXODWLRQ RQ RWKHU JURXQGV VLPSO\ UHIOHFW HIIRUWV E\ D

IDUUDJR RI VSHFLDO LQWHUHVW JURXSV WR REWDLQ SULYDWH DGYDQWDJH WKURXJK WKH UHJXODWRU\ DQG

OHJLVODWLYH SURFHVV +4<<4=9:,1
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0DFH\¶V YLHZV DUH REYLRXVO\ QRW XQLYHUVDOO\ VKDUHG/ EXW WKH VKHHU GLYHUVLW\ RI YLHZV RQ WKH

DSSURSULDWH GHILQLWLRQ DQG HIIHFWV RI LQVLGHU WUDGLQJ RQO\ JRHV WR KLJKOLJKW WKH UHDVRQ ZK\ LW

FDQQRW EH SULYDWL]HG= WKHUH LV QR FRPSHOOLQJ HYLGHQFH WKDW ZKDW WKH 6(&/ IRU H[DPSOH/ FKRRVHV WR

GHILQH DV LQVLGHU WUDGLQJ KDV D QHJDWLYH HIIHFW RQ PDUNHW HIILFLHQF\ RU WXUQRYHU1 ,QGHHG/ LW LV PRUH

WKDQ SODXVLEOH WKDW PDUNHW HIILFLHQF\ DQG WXUQRYHU ZRXOG EH KLJKHU ZLWKRXW WKH 6(&¶V UHVWULFWLRQV1

$Q H[FKDQJH LV H[FHHGLQJO\ XQOLNHO\/ WKHUHIRUH/ WR DGRSW WKH 6(&¶V KLJKO\ LGLRV\QFUDWLF LQVLGHU

WUDGLQJ SROLF\ RQ LWV RZQ YROLWLRQ1 7KH EHVW WKDW WKH 6(& FDQ KRSH WR DFFRPSOLVK LV WKDW WKH

H[FKDQJH ZLOO FRRSHUDWH HIIHFWLYHO\ LQ PDLQWDLQLQJ DXGLW WUDLOV DQG UHSRUWLQJ DFWLYLW\ ZKLFK WKH

6(&/ IRU JRRG UHDVRQV RU EDG/ GRHV QRW OLNH1 7KH EURDG LPSOLFDWLRQ LV WKDW VHOI0UHJXODWLRQ LV RQO\

HIIHFWLYH DV D VXEVWLWXWH IRU VWDWXWRU\ UHJXODWLRQ ZKHUH LWV REMHFWLYH KDSSHQV WR EH FRQVLVWHQW ZLWK

WKH H[FKDQJH¶V FRPPHUFLDO LQWHUHVWV 0 LQ ZKLFK FDVH/ RI FRXUVH/ LW LV XQQHFHVVDU\ WR LPSRVH LW1

7KLV KDV EHHQ D GRPLQDQW WKHPH RI WKLV SDSHU1

$ IXUWKHU FRVW RI GHYROYLQJ UHJXODWLRQ GRZQ WR RIILFLDOO\ GHVLJQDWHG QDWLRQDO H[FKDQJHV LV

LPSOLFLW LQ WKH ULVN RI VWLIOLQJ FRPSHWLWLRQ1 6R0FDOOHG ³(OHFWURQLF &RPPXQLFDWLRQV 1HWZRUNV´

+(&1V, RSHUDWLQJ LQ WKH 86 1DVGDT PDUNHW KDYH RIWHQ FRPSODLQHG WKDW WKH UHJXODWRU\ IHHV WKH\

SD\ WR WKH 1DWLRQDO $VVRFLDWLRQ RI 6HFXULWLHV 'HDOHUV +1$6', DUH HIIHFWLYHO\ XVHG WR VXEVLGL]H

WKH 1DVGDT WUDGLQJ V\VWHP/ RI ZKLFK WKH 1$6' LV WKH GRPLQDQW RZQHU DQG ZKLFK FRPSHWHV ZLWK

(&1 VHUYLFHV1 6HOI0UHJXODWRU\ REOLJDWLRQV PXVW QRW EH GHYROYHG VXFK WKDW DQ LQFXPEHQW PDUNHW

RSHUDWRU LV HIIHFWLYHO\ JLYHQ UHJXODWRU\ FRQWURO RYHU LWV FRPSHWLWRUV/ RU SRWHQWLDO FRPSHWLWRUV1 7KH

8. JRYHUQPHQW DFNQRZOHGJHG WKLV ZKHQ LW UHPRYHG IURP WKH /RQGRQ 6WRFN ([FKDQJH LWV

GHVLJQDWLRQ DV WKH SULPDU\ 8. OLVWLQJ DXWKRULW\/ WUDQVIHUULQJ WKDW SRZHU XS WR WKH )LQDQFLDO

6HUYLFHV $XWKRULW\1
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&RQFOXVLRQV

7KH LQH[RUDEOH WUHQG WRZDUGV VHFXULWLHV H[FKDQJHV RSHUDWHG DV IRU0SURILW SXEOLF FRPSDQLHV ZLWK

QRQ0PHPEHU RZQHUVKLS LV D GLUHFW SURGXFW RI WKH DXWRPDWLRQ RI WUDGLQJ V\VWHPV1 0XFK GHHSHU

FKDQJHV LQ WKH LQGXVWULDO VWUXFWXUH RI WKH VHFXULWLHV WUDGLQJ EXVLQHVV DUH RQ WKH KRUL]RQ1 $V WKH

WUDGLWLRQDO UROH RI WKH EURNHU DV FRQGXLW EHWZHHQ LQYHVWRU DQG H[FKDQJH LV LQFUHDVLQJO\ UHQGHUHG

REVROHWH E\ HOHFWURQLF FRPPXQLFDWLRQV WHFKQRORJ\/ WKH WUDGLQJ IXQFWLRQ ZLOO EHFRPH LQFUHDVLQJO\

GLVLQWHUPHGLDWHG1 &URVV0ERUGHU H[FKDQJH DQG &6' FRQVROLGDWLRQ ZLOO EH GULYHQ E\ WKH

FRPSHWLWLYH QHHG WR H[SORLW PDVVLYH HFRQRPLHV RI VFDOH DQG QHWZRUN HIIHFWV LQ WUDGLQJ/ DQG

UHJXODWRU\ DUELWUDJH ZLOO LQFUHDVLQJO\ GHWHUPLQH WKH OHJDO GRPLFLOH RI WKH UHVXOWLQJ HQWLWLHV1

:KHUHDV UHJXODWRUV DUH EHFRPLQJ LQFUHDVLQJO\ FRPIRUWDEOH ZLWK WKH QRWLRQ WKDW H[FKDQJH

RZQHUVKLS DQG JRYHUQDQFH UHIRUPV FDQ EH FRQGXFLYH WR JUHDWHU FDSLWDO PDUNHW HIILFLHQF\/ WKHUH

UHPDLQV GHHS VNHSWLFLVP DERXW WKH DELOLW\ RI WKHVH QHZ FRPPHUFLDO H[FKDQJH HQWLWLHV WR FDUU\ RXW

VHOI0UHJXODWRU\ UHVSRQVLELOLWLHV1 7KHVH FRQFHUQV DUH PLVSODFHG RQ DW OHDVW WKUHH PDMRU FRXQWV1

)LUVW/ PXFK RI ZKDW LV FXUUHQWO\ FODVVLILHG E\ JRYHUQPHQW UHJXODWRUV DV D VHOI0UHJXODWRU\

REOLJDWLRQ RI DQ H[FKDQJH LV DFWXDOO\ ZKROO\ FRQVLVWHQW ZLWK SURILW0PD[LPL]LQJ EHKDYLRU/ DQG

GRHV QRW/ WKHUHIRUH/ QHHG WR EH LPSRVHG XSRQ H[FKDQJHV LQ RUGHU WR HQVXUH SURWHFWLRQ RI WKH SXEOLF

LQWHUHVW1 2QH H[DPSOH ZKLFK ZH GHVFULEHG DW OHQJWK LV WKH IRUPDO ³OLVWLQJ´ RI VHFXULWLHV1 7KH

SUREOHP LV QRW PHUHO\ WKDW VXFK REOLJDWLRQV DUH UHGXQGDQW/ EXW WKDW WKH\ FDQ IXQFWLRQ DV D EDUULHU

WR HQWU\ IRU SRWHQWLDO FRPSHWLWRU WUDGLQJ V\VWHPV1 $UWLFOH 4146 RI WKH (8¶V ,QYHVWPHQW 6HUYLFHV

'LUHFWLYH/ IRU H[DPSOH/ DSSHDUV WR LQGLFDWH WKDW DQ H[FKDQJH LV RQO\ HQWLWOHG WR D ³VLQJOH SDVVSRUW´

WR SURYLGH VHUYLFHV RXWVLGH LWV KRPH PDUNHW LI LW PHHWV WKH UHTXLUHPHQWV RI WKH /LVWLQJ 3DUWLFXODUV

'LUHFWLYH146 7KLV ZRXOG PHDQ WKDW H[FKDQJHV ZKLFK WUDGH VWRFNV OLVWHG HOVHZKHUH PD\ EH GHQLHG

WKH ULJKW WR FRPSHWH LQ FHUWDLQ (8 QDWLRQDO PDUNHWV1 7KHUH LV QR SXEOLF LQWHUHVW EHLQJ VHUYHG E\

REOLJLQJ H[FKDQJHV WR LPSOHPHQW UHGXQGDQW OLVWLQJ VHUYLFHV1
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6HFRQGO\/ GHPXWXDOL]HG H[FKDQJHV DFWXDOO\ KDYH IHZHU HQGHPLF FRQIOLFWV RI LQWHUHVW ZLWK

LQYHVWRUV DQG LVVXHUV WKDQ PXWXDOL]HG H[FKDQJHV/ WKXV OHVVHQLQJ WKH QHHG IRU UHJXODWRU\

LQWHUYHQWLRQV WR PLWLJDWH WKH HIIHFWV RI VXFK FRQIOLFWV1 7KLV LV EHFDXVH GHPXWXDOL]HG H[FKDQJHV

DUH QRW ZKROO\ RZQHG E\ EURNHU0GHDOHUV/ ZKLFK KDYH D FOHDU LQFHQWLYH WR GHVLJQ WKH WUDGLQJ

DUFKLWHFWXUH WR PD[LPL]H WKHLU RZQ WUDGLQJ SURILWV1 7KLV LQFHQWLYH VWUXFWXUH KDV WKH HIIHFW RI

ORZHULQJ LQYHVWRU UHWXUQV DQG UDLVLQJ FDSLWDO FRVWV WR OLVWHG FRPSDQLHV1 7KH 6(& LV KLJKO\

GHSHQGHQW RQ ³SXEOLF GLUHFWRUV´ WR PLWLJDWH WKH LQKHUHQW FRQIOLFWV RI LQWHUHVW EHWZHHQ WKH EURNHU0

RZQHG 1<6( DQG WKH WUDGLQJ SXEOLF/ EXW LW LV GDQJHURXVO\ QDwYH WR EHOLHYH WKDW VXFK GLUHFWRUV FDQ

EH LQGHSHQGHQW RI WKH PHPEHUV¶ LQWHUHVWV ZKHQ WKH\ DUH QRPLQDWHG E\ DQ 1<6( QRPLQDWLQJ

FRPPLWWHH DQG WKHQ HOHFWHG E\ WKH PHPEHUVKLS147 ,I/ RQ WKH RWKHU KDQG/ DQ H[FKDQJH LV RUJDQL]HG

DV D QRUPDO SXEOLF FRPSDQ\ ZLWK D GLYHUVLILHG VKDUHKROGHU EDVH/ RU DW OHDVW SULPDULO\ RZQHG E\

HQWLWLHV LQGHSHQGHQW RI EURNHUDJH ILUPV/ WKH ERDUG LV PXFK OHVV OLNHO\ WR SXUVXH WKH LQWHUHVWV RI

EURNHUV DW WKH H[SHQVH RI LQYHVWRUV DQG OLVWHG FRPSDQLHV1

7KLUGO\/ UHJXODWRUV PXVW DFFHSW WKDW VRPH UHJXODWRU\ UHVSRQVLELOLWLHV VLPSO\ FDQQRW EH

SULYDWL]HG1 :KRHYHU RZQV DQ H[FKDQJH LV SULPDULO\ LQWHUHVWHG LQ WKH ILQDQFLDO JDLQV VXFK

RZQHUVKLS DIIRUGV/ DV ZLWK DQ\ RWKHU SULYDWH EXVLQHVV1 $ PXWXDOL]HG H[FKDQJH LV QR H[FHSWLRQ1

:H GLVFXVVHG WKH H[DPSOH RI LQVLGHU WUDGLQJ/ EXW WKHUH DUH PDQ\/ PXFK QDUURZHU/ DUHDV ZKHUH

JRYHUQPHQWV URXWLQHO\ LPSOHPHQW H[FKDQJH UHJXODWLRQV DQG WKHQ LQDSSURSULDWHO\ OHDYH SULYDWH

YHVWHG LQWHUHVWV WR LPSOHPHQW DQG HQIRUFH WKHP1 2QH H[DPSOH LQ WKH 86 LV WKH RSHUDWLRQ RI WKH

,QWHUPDUNHW 7UDGLQJ 6\VWHP +,76,/ DQ HOHFWURQLF QHWZRUN OLQNLQJ WKH 86 H[FKDQJHV WKDW ZDV

LPSRVHG E\ WKH 6(& D TXDUWHU0FHQWXU\ DJR1 :KHQ D QHZ HOHFWURQLF H[FKDQJH V\VWHP DSSHDUHG RQ

WKH VFHQHV LQ 4<<; ± 2SWL0DUN/ RSHUDWHG E\ WKH 3DFLILF 6WRFN ([FKDQJH ± DQ 6(& RIILFLDO REOLJHG

WKH FRPSDQ\ WR QHJRWLDWH LWV WHUPV RI DFFHVV WR WKH ,76 ZLWK WKH 1HZ <RUN 6WRFN ([FKDQJH/ LWV

PRVW SRZHUIXO FRPSHWLWRU1 7KHVH FRVWO\ DQG WLPH0FRQVXPLQJ QHJRWLDWLRQV UHVXOWHG LQ ZKDW

46 6HH 6WHLO +4<<9,1
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2SWL0DUN DQG LWV ODZ\HUV EHOLHYHG/ QRW VXUSULVLQJO\/ WR EH WHUPV XQGXO\ IDYRUDEOH WR WKH 1<6(>

WHUPV ZKLFK DOPRVW FHUWDLQO\ FRQWULEXWHG WR 2SWL0DUN¶V TXLFN GHPLVH1

$ VLJQLILFDQW E\0SURGXFW RI WKH FXUUHQW ZDYH RI H[FKDQJH RZQHUVKLS DQG JRYHUQDQFH

UHIRUPV PD\ ZHOO EH PXFK JUHDWHU FODULW\ LQ WKH IRUPXODWLRQ DQG DOORFDWLRQ RI UHJXODWRU\

UHVSRQVLELOLWLHV LQ WKH VHFXULWLHV WUDGLQJ LQGXVWU\1 ,I WKDW LV WKH FDVH/ H[FKDQJH GHPXWXDOL]DWLRQ

ZLOO PDNH D VLJQLILFDQW FRQWULEXWLRQ ERWK WR WKH HIILFLHQF\ DQG LQWHJULW\ RI RXU VHFXULWLHV PDUNHWV1

47 6HH 2HVWHUOH +5333,1
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7DEOH 4= ([FKDQJH 'HPXWXDOL]DWLRQV

BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

([FKDQJH <HDU RI 'HPXWXDOL]DWLRQ

BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB

'HPXWXDOL]HG ([FKDQJHV

6WRFNKROP 6WRFN ([FKDQJH 4<<6

7UDGHSRLQW 2 YLUW0[ +QHYHU PXWXDOL]HG, 4<<8

+HOVLQNL 6WRFN ([FKDQJH 4<<8

&RSHQKDJHQ 6WRFN ([FKDQJH 4<<9

$PVWHUGDP ([FKDQJHV 4<<:

%RUVD ,WDOLDQD 4<<:

$XVWUDOLDQ 6WRFN ([FKDQJH 4<<;

,FHODQG 6WRFN ([FKDQJH 4<<<

$WKHQV 6WRFN ([FKDQJH 4<<<

6WRFN ([FKDQJH RI 6LQJDSRUH 4<<<

6,0(; 4<<<

/,))( 4<<<

7RURQWR 6WRFN ([FKDQJH 5333

6\GQH\ )XWXUHV ([FKDQJH 5333

1HZ <RUN 0HUFDQWLOH ([FKDQJH 5333

+RQJ .RQJ 6WRFN ([FKDQJH 5333

/RQGRQ 6WRFN ([FKDQJH 5333

'HXWVFKH %|UVH 5334

2VOR ([FKDQJHV 5334

(XURQH[W 5334
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$JUHHPHQWV RU ERDUG SURSRVDOV IRU GHPXWXDOL]DWLRQV DQG SXEOLF RIIHULQJV

&KLFDJR %RDUG 2SWLRQV ([FKDQJH

&KLFDJR %RDUG RI 7UDGH

&KLFDJR 0HUFDQWLOH ([FKDQJH

,QWHUQDWLRQDO 3HWUROHXP ([FKDQJH

/RQGRQ 0HWDO ([FKDQJH

1DVGDT

1HZ =HDODQG 6WRFN ([FKDQJH

1\PH[

7RN\R 6WRFN ([FKDQJH

BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB
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53341
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+DUW/ 2OLYHU/ DQG -RKQ 0RRUH/ ³7KH *RYHUQDQFH RI ([FKDQJHV= 0HPEHUV¶ &RRSHUDWLYHV 9HUVXV

2XWVLGH 2ZQHUVKLS/´ 2[IRUG 5HYLHZ RI (FRQRPLF 3ROLF\ 45=7/ 4<<91

,26&2 7HFKQLFDO &RPPLWWHH/ ³,VVXHV 3DSHU RQ ([FKDQJH 'HPXWXDOL]DWLRQ/´ -XQH 53341

.DUPHO/ 5REHUWD/ ³'HPXWXDOL]DWLRQ ± ,PSOLFDWLRQV IRU WKH 5HJXODWLRQ DQG *RYHUQDQFH RI

6HFXULWLHV ([FKDQJHV/´ SDSHU SUHVHQWHG DW WKH 58WK ,26&2 $QQXDO &RQIHUHQFH/ 53331

0DFH\/ -RQDWKDQ/ ,QVLGHU 7UDGLQJ/:DVKLQJWRQ '&= $PHULFDQ (QWHUSULVH ,QVWLWXWH/ 4<<41

2HVWHUOH/ 'DOH $UWKXU/ ³6HFXULWLHV 0DUNHWV 5HJXODWLRQ= 7LPH WR 0RYH WR D 0DUNHW0%DVHG

$SSURDFK/´ 3ROLF\ $QDO\VLV/ &$72 ,QVWLWXWH/ -XQH 54/ 53331



5<

3LUURQJ/ &UDLJ/ ³$ 7KHRU\ RI )LQDQFLDO ([FKDQJH 2UJDQL]DWLRQ/´ -RXUQDO RI /DZ ) (FRQRPLFV

;/,,,/ 2FWREHU 53331

6WHLO/ %HQQ/ ³7KH ,6' DQG WKH 5HJXODWLRQ RI (XURSHDQ 0DUNHW 6WUXFWXUH/´ LQ 6WHLO/ %HQQ +HG1,/

7KH (XURSHDQ (TXLW\ 0DUNHWV/ /RQGRQ= (XURSHDQ &DSLWDO 0DUNHWV ,QVWLWXWH DQG WKH 5R\DO

,QVWLWXWH RI ,QWHUQDWLRQDO $IIDLUV/ 4<<91

:DOO 6WUHHW -RXUQDO/ ³1HZ ,VVXHV $ULVH LQ 1<6( 7UDGLQJ &RQWURYHUV\/´ )HEUXDU\ 53/ 53341


