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/RULQ 01 +LWW
8QLYHUVLW\ RI 3HQQV\OYDQLD/:KDUWRQ 6FKRRO

3KLODGHOSKLD/ 3$ 4<43709699
OKLWW#ZKDUWRQ1XSHQQ1HGX

)UDQFHV ;1 )UHL
+DUYDUG %XVLQHVV 6FKRRO
&DPEULGJH/0$ 35496

IIUHL#KEV1HGX

3DWULFN 71 +DUNHU
8QLYHUVLW\ RI 3HQQV\OYDQLD/:KDUWRQ 6FKRRO

3KLODGHOSKLD/ 3$ 4<43709699
KDUNHU#ZKDUWRQ1XSHQQ1HGX

$EVWUDFW
7KH ILQDQFLDO VHUYLFHV LQGXVWU\ LV WKH PDMRU LQYHVWRU LQ LQIRUPDWLRQ WHFKQRORJ\ +,7, LQ WKH

8161 HFRQRP\> WKH W\SLFDO EDQN VSHQGV DV PXFK DV 48( RI QRQ0LQWHUHVW H[SHQVHV RQ ,71 $

SHUVLVWHQW ILQGLQJ RI UHVHDUFK LQWR WKH SHUIRUPDQFH RI ILQDQFLDO LQVWLWXWLRQV LV WKDW SHUIRUPDQFH

DQG HIILFLHQF\ YDU\ ZLGHO\ DFURVV LQVWLWXWLRQV1 1RZKHUH LV WKLV YDULDELOLW\ PRUH YLVLEOH WKDQ LQ WKH

RXWFRPHV RI WKH ,7 LQYHVWPHQW GHFLVLRQV LQ WKHVH LQVWLWXWLRQV1 7KLV SDSHU SUHVHQWV WKH UHVXOWV RI

DQ HPSLULFDO LQYHVWLJDWLRQ RI ,7 LQYHVWPHQW GHFLVLRQ SURFHVVHV LQ WKH EDQNLQJ LQGXVWU\1 7KH

SXUSRVH RI WKLV LQYHVWLJDWLRQ LV WR XQFRYHU ZKDW/ LI DQ\WKLQJ/ FDQ EH OHDUQHG IURP WKH ,7

LQYHVWPHQW SUDFWLFHV RI EDQNV WKDW ZRXOG KHOS LQ XQGHUVWDQGLQJ WKH FDXVH RI WKLV YDULDELOLW\ LQ

SHUIRUPDQFH DORQJ ZLWK SRLQWLQJ WRZDUG PDQDJHPHQW SUDFWLFHV WKDW OHDG WR EHWWHU LQYHVWPHQW

GHFLVLRQV1 8VLQJ 3& EDQNLQJ DQG WKH GHYHORSPHQW RI FRUSRUDWH ,QWHUQHW VLWHV DV WKH FDVH VWXGLHV

IRU WKLV LQYHVWLJDWLRQ/ WKH SDSHU UHSRUWV RQ GHWDLOHG ILHOG0EDVHG VXUYH\V RI LQYHVWPHQW SUDFWLFHV LQ

VHYHUDO OHDGLQJ LQVWLWXWLRQV1
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413 ,QWURGXFWLRQ

,QIRUPDWLRQ WHFKQRORJ\ +,7, LV LQFUHDVLQJO\ FULWLFDO WR WKH RSHUDWLRQV RI ILQDQFLDO VHUYLFHV

ILUPV1 7RGD\ EDQNV VSHQG DV PXFK DV 48( RI QRQ0LQWHUHVW H[SHQVH RQ LQIRUPDWLRQ WHFKQRORJ\1 ,W

LV HVWLPDWHG WKDW WKH LQGXVWU\ ZLOO VSHQG DW OHDVW '5415 ELOOLRQ RQ ,7 LQ 4<<; +(UQVW DQG <RXQJ

4<<9,/ DQG ILQDQFLDO LQVWLWXWLRQV FROOHFWLYHO\ DFFRXQW IRU WKH PDMRULW\ RI ,7 LQYHVWPHQW LQ WKH 8161

HFRQRP\1 ,Q DGGLWLRQ WR EHLQJ D ODUJH FRPSRQHQW RI WKH FRVW VWUXFWXUH/ LQIRUPDWLRQ WHFKQRORJ\

KDV D VWURQJ LQIOXHQFH RQ ILQDQFLDO ILUPV RSHUDWLRQV DQG VWUDWHJ\1 )HZ ILQDQFLDO SURGXFWV DQG

VHUYLFHV H[LVW WKDW GR QRW XWLOL]H FRPSXWHUV DW VRPH SRLQW LQ WKH GHOLYHU\ SURFHVV/ DQG D ILUPV¶

LQIRUPDWLRQ V\VWHPV SODFH VWURQJ FRQVWUDLQWV RQ WKH W\SH RI SURGXFWV RIIHUHG/ WKH GHJUHH RI

FXVWRPL]DWLRQ SRVVLEOH DQG WKH VSHHG DW ZKLFK ILUPV FDQ UHVSRQG WR FRPSHWLWLYH RSSRUWXQLWLHV RU

WKUHDWV1

$ SHUVLVWHQW ILQGLQJ RI UHVHDUFK LQWR WKH SHUIRUPDQFH RI ILQDQFLDO LQVWLWXWLRQV LV WKDW

SHUIRUPDQFH DQG HIILFLHQF\ YDULHV ZLGHO\ DFURVV LQVWLWXWLRQV/ HYHQ DIWHU FRQWUROOLQJ IRU IDFWRUV

VXFK DV VL]H +VFDOH,/ SURGXFW EUHDGWK +VFRSH,/ EUDQFKLQJ EHKDYLRU DQG RUJDQL]DWLRQDO IRUP +H1J1

VWRFN YHUVXV PXWXDO IRU LQVXUHUV> EDQNV YHUVXV VDYLQJV ) ORDQV,1 *LYHQ WKH FHQWUDO UROH WKDW

WHFKQRORJ\ SOD\V LQ WKHVH LQVWLWXWLRQV/ DW OHDVW VRPH RI WKLV YDULDWLRQ LV OLNHO\ WR EH GXH WR

YDULDWLRQV LQ WKH XVH DQG HIIHFWLYHQHVV RI ,7 LQYHVWPHQWV1 :KLOH VRPH DXWKRUV KDYH DUJXHG WKDW

WKH YDOXH RI ,7 LQYHVWPHQW KDV EHHQ LQVLJQLILFDQW/ SDUWLFXODUO\ LQ VHUYLFHV +VHH H1J1 5RDFK/ 4<;:>

6WUDVVPDQQ/ 4<<3> /DQGDXHU/ 4<<8,/ UHFHQW HPSLULFDO ZRUN KDV VXJJHVWHG WKDW ,7 LQYHVWPHQW/ RQ

DYHUDJH/ LV D SURGXFWLYH LQYHVWPHQW +%U\QMROIVVRQ DQG +LWW/ 4<<9> /LFKWHQEHUJ/ 4<<8,1 3HUKDSV

PRUH LPSRUWDQWO\/ WKHUH DSSHDUV WR EH VXEVWDQWLDO YDULDWLRQ DFURVV ILUPV> VRPH ILUPV KDYH YHU\

KLJK LQYHVWPHQWV EXW DUH SRRU SHUIRUPHUV/ ZKLOH RWKHUV LQYHVW OHVV EXW DSSHDU WR EH PXFK PRUH

VXFFHVVIXO1 %U\QMROIVVRQ DQG +LWW +4<<8, IRXQG WKDW DV PXFK DV KDOI WKH UHWXUQV WR ,7 LQYHVWPHQW

DUH GXH WR ILUP VSHFLILF IDFWRUV1

2QH SRWHQWLDOO\ LPSRUWDQW GULYHU RI GLIIHUHQFHV LQ ,7 YDOXH/ DQG RI ILUP SHUIRUPDQFH PRUH

EURDGO\/ LV OLNHO\ WR EH WKH GHFLVLRQ DQG PDQDJHPHQW SURFHVVHV IRU ,7 LQYHVWPHQWV1 +RUURU

VWRULHV RI EDG ,7 LQYHVWPHQW GHFLVLRQV DERXQG1 &RQVLGHU WKH H[DPSOH RI WKH QHZ VWUDWHJLF

EDQNLQJ V\VWHP +6%6, DW %DQF 2QH +$PHULFDQ %DQNHU 4<<:,1 %DQF 2QH &RUS1 DQG (OHFWURQLF

'DWD 6\VWHPV &RUS1 DJUHHG ODVW \HDU WR HQG WKHLU MRLQW GHYHORSPHQW RI WKLV UHWDLO EDQNLQJ V\VWHP

DIWHU VSHQGLQJ DQ HVWLPDWHG '4:8 PLOOLRQ RQ LW1 $V VWDWHG LQ WKH $PHULFDQ %DQNHU DUWLFOH/ 6%6

³ZDV MXVW VR RYHUZKHOPLQJ DQG VR FRPSOHWH WKDW E\ WKH WLPH WKH\ ZHUH JHWWLQJ WR PDUNHW/ LW ZDV
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JRLQJ WR WDNH WRR ORQJ WR LQVWDOO WKH ZKROH WKLQJ/´ VDLG $ODQ 5LHJOHU/ SULQFLSDO LQ (UQVW ) <RXQJ*V

ILQDQFLDO VHUYLFHV PDQDJHPHQW FRQVXOWLQJ GLYLVLRQ1 +RZHYHU/ QRW DOO WKH VWRULHV DUH QHJDWLYH1

1HZ ,7 V\VWHPV DUH SOD\LQJ D YLWDO UROH LQ UHVKDSLQJ WKH GHOLYHU\ RI ILQDQFLDO VHUYLFHV1 )RU

H[DPSOH/ QHZ FRPSXWHU0WHOHSKRQ\ LQWHJUDWLRQ +&7,, WHFKQRORJLHV DUH WUDQVIRUPLQJ FDOO FHQWHU

RSHUDWLRQV LQ ILQDQFLDO LQVWLWXWLRQV1 %\ LQYHVWLQJ LQ WHFKQRORJ\/ PRUH DQG PRUH LQVWLWXWLRQV DUH

PRYLQJ RSHUDWLRQV IURP KLJK0FRVW EUDQFK RSHUDWLRQV WR WKH WHOHSKRQH FKDQQHO/ ZKHUH WKH FRVW SHU

WUDQVDFWLRQ LV RQH0WHQWK WKH FRVW RI D WHOOHU LQWHUDFWLRQ1 7KLV ,7 LQYHVWPHQW QRW RQO\ UHGXFHV WKH

FRVW RI VHUYLQJ H[LVWLQJ FXVWRPHUV/ EXW DOVR H[WHQGV WKH UHDFK RI WKH LQVWLWXWLRQ EH\RQG LWV

WUDGLWLRQDO JHRJUDSKLF ERXQGDULHV1

,Q WKLV SDSHU/ ZH XWLOL]H GHWDLOHG FDVH VWXGLHV RI VL[ UHWDLO EDQNV WR LQYHVWLJDWH VHYHUDO

LQWHUUHODWHG TXHVWLRQV=

41 :KDW SURFHVVHV GR EDQNV XWLOL]H WR HYDOXDWH DQG PDQDJH ,7 LQYHVWPHQWV"

51 +RZ ZHOO GR DFWXDO SUDFWLFHV DOLJQ ZLWK WKHRUHWLFDO DUJXPHQWV DERXW KRZ ,7

LQYHVWPHQWV VKRXOG EH PDQDJHG"

61 :KDW LPSDFW GRHV WKDW PDQDJHPHQW RI ,7 LQYHVWPHQWV KDYH RQ SHUIRUPDQFH"

)RU WKH ILUVW TXHVWLRQ/ ZH GHYHORS D VWUXFWXUHG IUDPHZRUN IRU FDWDORJLQJ ,7 LQYHVWPHQW

SUDFWLFHV DQG WKHQ SRSXODWH WKLV IUDPHZRUN XVLQJ D FRPELQDWLRQ RI VXUYH\V DQG VHPL0VWUXFWXUHG

LQWHUYLHZV1 :H WKHQ FRPSDUH WKH UHVXOWV RI WKLV H[HUFLVH ZLWK D V\QWKHVLV RI WKH OLWHUDWXUH RQ ,7

GHFLVLRQ PDNLQJ WR XQGHUVWDQG KRZ SUDFWLFHV YDU\ DFURVV ILUPV DQG WKH H[WHQW WR ZKLFK WKLV LV

FRQVLVWHQW ZLWK ³EHVW SUDFWLFHV´ DV GHVFULEHG LQ SUHYLRXV OLWHUDWXUH1 )LQDOO\/ ZH ZLOO FRPSDUH

WKHVH SURFHVVHV WR LQWHUQDO DQG H[WHUQDO SHUIRUPDQFH PHWULFV WR EHWWHU XQGHUVWDQG ZKLFK VHWV RI

SUDFWLFHV DSSHDU WR EH PRVW HIIHFWLYH1

7R PDNH WKHVH FRPSDULVRQV FRQFUHWH/ ZH H[DPLQH ERWK WKH JHQHUDO GHFLVLRQ SURFHVV DV

ZHOO DV WKH VSHFLILF SURFHVVHV XVHG IRU WZR UHFHQW ,7 LQYHVWPHQW GHFLVLRQV= WKH DGRSWLRQ RI

FRPSXWHU0EDVHG KRPH EDQNLQJ +3& EDQNLQJ,/ DQG WKH GHYHORSPHQW RI WKH FRUSRUDWH ZHE VLWH1

7KHVH GHFLVLRQV ZHUH FKRVHQ EHFDXVH WKH\ ZHUH UHFHQW DQG DUH UHODWHG EXW SURYLGH VRPH FRQWUDVW>

LQ SDUWLFXODU/ 3& EDQNLQJ LV D IDLUO\ ZHOO GHILQHG SURGXFW LQQRYDWLRQ/ ZKLOH WKH FRUSRUDWH ZHE

SUHVHQFH LV PRUH RI DQ LQIUDVWUXFWXUH LQYHVWPHQW ZKLFK LV OHVV ZHOO0GHILQHG LQ WHUPV RI REMHFWLYHV

DQG EXVLQHVV RZQHUVKLS1

2YHUDOO/ ZH ILQG WKDW ZKLOH VRPH DVSHFWV RI WKH GHFLVLRQ SURFHVV DUH IDLUO\ VLPLODU DFURVV

LQVWLWXWLRQV DQG RIWHQ FRQIRUP WR ³EHVW SUDFWLFH´ DV GHILQHG E\ SUHYLRXV OLWHUDWXUH/ WKHUH DUH
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VHYHUDO DUHDV ZKHUH WKHUH LV ODUJH YDULDWLRQ LQ SUDFWLFH DPRQJ WKH EDQNV DQG EHWZHHQ DFWXDO DQG

WKHRUHWLFDO EHVW SUDFWLFH1 0RVW EDQNV KDYH D VWURQJ DQG VWDQGDUGL]HG SURMHFW PDQDJHPHQW IRU

RQJRLQJ V\VWHPV SURMHFWV/ DQG IRUPDO VWUXFWXUHV IRU LQVXULQJ WKDW OLQH0PDQDJHUV DQG V\VWHPV

SHRSOH DUH LQ FRQWDFW DW WKH LQLWLDWLRQ RI WHFKQRORJ\ SURMHFWV1 $W WKH VDPH WLPH/ PDQ\ EDQNV KDYH

UHODWLYHO\ ZHDN SURFHVVHV +ERWK IRUPDO DQG LQIRUPDO, IRU LGHQWLI\LQJ QHZ ,7 LQYHVWPHQW

RSSRUWXQLWLHV/ DOORFDWLQJ UHVRXUFHV DFURVV RUJDQL]DWLRQDO OLQHV/ DQG IXQGLQJ H[SORUDWRU\ RU

LQIUDVWUXFWXUH SURMHFWV ZLWK ORQJ WHUP RU XQFHUWDLQ SD\RIIV1

7KH UHPDLQGHU RI WKLV SDSHU LV RUJDQL]HG DV IROORZV1 6HFWLRQ 5 GHVFULEHV WKH SUHYLRXV

OLWHUDWXUH RQ SHUIRUPDQFH RI ILQDQFLDO LQVWLWXWLRQV DQG WKH HIIHFWV RI ,7 RQ SHUIRUPDQFH1 6HFWLRQ

6 GHVFULEHV WKH PHWKRGV DQG GDWD1 6HFWLRQ 7 GHVFULEHV WKH FXUUHQW DFDGHPLF WKLQNLQJ RQ YDULRXV

FRPSRQHQWV RI WKH GHFLVLRQ SURFHVV DQG FRPSDUHV WKDW WR DFWXDO SUDFWLFHV DW WKH EDQNV ZH YLVLWHG1

6HFWLRQ 8 GHVFULEHV WKH UHVXOWV RI RXU LQ0GHSWK VWXG\ RI 3& EDQNLQJ SURMHFWV DQG WKH VXPPDU\/

6HFWLRQ 9 FRQWDLQV D VLPLODU DQDO\VLV IRU WKH &RUSRUDWH :HE 6LWH DQG GLVFXVVLRQ DQG FRQFOXVLRQ

DSSHDU LQ 6HFWLRQ :1
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513 3UHYLRXV /LWHUDWXUH

514 3HUIRUPDQFH RI )LQDQFLDO ,QVWLWXWLRQV

7KHUH KDYH EHHQ D QXPEHU RI VWXGLHV WKDW KDYH H[DPLQHG WKH HIILFLHQF\ RI WKH EDQNLQJ

LQGXVWU\ DQG WKH UROH RI YDULRXV IDFWRUV VXFK DV FRUSRUDWH FRQWURO VWUXFWXUH +W\SH RI ERDUG/

GLUHFWRUV/ LQVLGHU VWRFN KROGLQJV/ HWF1,/ HFRQRPLHV RI VFDOH +VL]H,/ HFRQRPLHV RI VFRSH +SURGXFW

EUHDGWK,/ DQG EUDQFKLQJ VWUDWHJ\> VHH %HUJHU/ .DVK\XS DQG 6FDOLVH +4<<8, DQG +DUNHU DQG =HQLRV

+IRUWKFRPLQJ, IRU D UHYLHZ RI WKH EDQNLQJ HIILFLHQF\ OLWHUDWXUH1 :KLOH WKHUH LV VXEVWDQWLDO GHEDWH

DV WR WKH UROH RI WKHVH YDULRXV IDFWRUV/ WKHUH LV RQH XQDPELJXRXV UHVXOW= WKDW PRVW RI WKH +LQ,

HIILFLHQF\ RI EDQNV LV QRW H[SODLQHG E\ WKH IDFWRUV WKDW KDYH EHHQ FRQVLGHUHG LQ SULRU ZRUN1 )RU

H[DPSOH/ %HUJHU DQG 0HVWHU +4<<:, HVWLPDWH WKDW DV PXFK DV 980<3( RI WKH [0LQHIILFLHQF\

UHPDLQV XQH[SODLQHG DIWHU FRQWUROOLQJ IRU NQRZQ GULYHUV RI SHUIRUPDQFH1 $ VLPLODU VWRU\ DOVR

DSSHDUV LQ LQVXUDQFH ZKHUH ³[0HIILFLHQF\´ YDULHV VXEVWDQWLDOO\ DFURVV ILUPV ZKHQ VL]H/ VFRSH/

SURGXFW PL[/ GLVWULEXWLRQ VWUDWHJ\ DQG RWKHU VWUDWHJLF YDULDEOHV DUH FRQVLGHUHG1 ,W KDV EHHQ DUJXHG

WKDW RQH PXVW JHW ³LQVLGH WKH EODFN ER[´ RI WKH EDQN WR FRQVLGHU WKH UROH RI RUJDQL]DWLRQDO/

VWUDWHJLF DQG WHFKQRORJLFDO IDFWRUV WKDW PD\ EH PLVVHG LQ VWXGLHV WKDW UHO\ KHDYLO\ RQ SXEOLF

ILQDQFLDO GDWD +)UHL/ +DUNHU DQG +XQWHU/ IRUWKFRPLQJ,1

515 ,QIRUPDWLRQ 7HFKQRORJ\ DQG %XVLQHVV 9DOXH

(DUO\ VWXGLHV RI WKH UHODWLRQVKLS EHWZHHQ ,7 DQG SURGXFWLYLW\ RU RWKHU PHDVXUHV RI

SHUIRUPDQFH ZHUH JHQHUDOO\ XQDEOH WR GHWHUPLQH WKH YDOXH RI ,7 FRQFOXVLYHO\1 /RYHPDQ +4<<7,

DQG 6WUDVVPDQQ +4<<3,/ XVLQJ GLIIHUHQW GDWD DQG DQDO\WLFDO PHWKRGV ERWK IRXQG WKDW WKH

SHUIRUPDQFH HIIHFWV RI FRPSXWHUV ZHUH QRW VWDWLVWLFDOO\ VLJQLILFDQW1 %DUXD/ .ULHEHO DQG

0XKNDGRSDGK\D\ +4<<8,/ XVLQJ WKH VDPH GDWD DV /RYHPDQ/ IRXQG HYLGHQFH WKDW ,7 LPSURYHG

VRPH LQWHUQDO SHUIRUPDQFH PHWULFV VXFK DV LQYHQWRU\ WXUQRYHU/ EXW FRXOG QRW WLH WKHVH EHQHILWV WR

LPSURYHPHQWV LQ ERWWRP OLQH SURGXFWLYLW\1 $OWKRXJK WKHVH VWXGLHV KDG D QXPEHU RI

GLVDGYDQWDJHV +VPDOO VDPSOHV/ QRLV\ GDWD, ZKLFK \LHOGHG LPSUHFLVH PHDVXUHV RI ,7 HIIHFWV/ WKLV

ODFN RI HYLGHQFH FRPELQHG ZLWK HTXDOO\ HTXLYRFDO PDFURHFRQRPLF DQDO\VHV E\ 6WHYHQ 5RDFK

+4<;:, LPSOLFLWO\ IRUPHG WKH EDVLV IRU WKH ³SURGXFWLYLW\ SDUDGR[1´ $V 5REHUW 6RORZ +4<;:, RQFH

UHPDUNHG/ ³\RX FDQ VHH WKH FRPSXWHU DJH HYHU\ZKHUH H[FHSW LQ WKH SURGXFWLYLW\ VWDWLVWLFV1´

0RUH UHFHQW ZRUN KDV IRXQG WKDW ,7 LQYHVWPHQW LV D VXEVWDQWLDO FRQWULEXWRU WR ILUP

SURGXFWLYLW\/ SURGXFWLYLW\ JURZWK DQG VWRFN PDUNHW YDOXDWLRQ LQ D VDPSOH WKDW FRQWDLQV D ZLGH
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UDQJH RI LQGXVWULHV1 %U\QMROIVVRQ DQG +LWW +4<<7/ 4<<9, DQG /LFKWHQEHUJ +4<<8, IRXQG WKDW ,7

LQYHVWPHQW KDG D SRVLWLYH DQG VWDWLVWLFDOO\ VLJQLILFDQW FRQWULEXWLRQ WR ILUP RXWSXW1 %U\QMROIVVRQ

DQG <DQJ +4<<:, IRXQG WKDW WKH PDUNHW YDOXDWLRQ RI ,7 FDSLWDO ZDV VHYHUDO WLPHV WKDW RI RUGLQDU\

FDSLWDO1 %U\QMROIVVRQ DQG +LWW +4<<;, DOVR IRXQG D VWURQJ UHODWLRQVKLS EHWZHHQ ,7 DQG

SURGXFWLYLW\ JURZWK DQG WKDW WKLV UHODWLRQVKLS JURZV VWURQJHU DV ORQJHU WLPH SHULRGV DUH

FRQVLGHUHG1 &ROOHFWLYHO\/ WKHVH VWXGLHV VXJJHVW WKDW WKHUH LV QR SURGXFWLYLW\ SDUDGR[/ DW OHDVW

ZKHQ WKH DQDO\VLV LV SHUIRUPHG DFURVV LQGXVWULHV XVLQJ ILUP0OHYHO GDWD1 7KH GLIIHUHQFHV EHWZHHQ

WKHVH UHVXOWV DQG HDUOLHU VWXGLHV LV SUREDEO\ GXH WR WKH XVH RI GDWD WKDW ZDV PRUH UHFHQW +4<;;0

4<<7 LQVWHDG RI 4<;5 RU HDUOLHU,/ PRUH FRPSUHKHQVLYH +!733 ILUPV,/ DQG PRUH GLVDJJUHJDWHG

+ILUP OHYHO UDWKHU WKDQ LQGXVWU\ RU HFRQRP\ OHYHO,1

0RVW SUHYLRXV VWXGLHV KDYH FRQVLGHUHG WKH HIIHFWV RI WHFKQRORJ\ DFURVV ILUPV LQ PXOWLSOH

LQGXVWULHV/ DOWKRXJK D IHZ VWXGLHV KDYH FRQVLGHUHG WKH UROH RI WHFKQRORJ\ LQ VSHFLILFDOO\ LQ WKH

EDQNLQJ LQGXVWU\1 6WHLQHU DQG 7HL[LHUD +4<<3, VXUYH\HG WKH EDQNLQJ LQGXVWU\ DQG DUJXHG WKDW

ZKLOH ODUJH LQYHVWPHQWV LQ WHFKQRORJ\ FOHDUO\ KDG YDOXH/ OLWWOH RI WKLV YDOXH ZDV EHLQJ FDSWXUHG

E\ WKH EDQNV WKHPVHOYHV> PRVW RI WKH EHQHILWV ZHUH EHLQJ SDVVHG RQ WR FXVWRPHUV DV D UHVXOW RI

LQWHQVH FRPSHWLWLRQ1 $OSDU DQG .LP +4<<4, H[DPLQHG WKH FRVW HIILFLHQF\ RI EDQNV RYHUDOO DQG

IRXQG WKDW ,7 LQYHVWPHQW ZDV DVVRFLDWHG ZLWK JUHDWHU FRVW HIILFLHQF\ DOWKRXJK WKH HIIHFWV ZHUH

OHVV HYLGHQW ZKHQ ILQDQFLDO UDWLRV ZHUH XVHG DV WKH RXWFRPH PHDVXUH1 3UDVDG DQG +DUNHU +4<<:,

H[DPLQHG WKH UHODWLRQVKLS EHWZHHQ WHFKQRORJ\ LQYHVWPHQW DQG SHUIRUPDQFH IRU 7: UHWDLO EDQNV

DQG IRXQG SRVLWLYH EHQHILWV RI LQYHVWPHQWV LQ ,7 VWDII1

:KLOH WKHVH VWXGLHV VKRZ D VWURQJ SRVLWLYH FRQWULEXWLRQ RI ,7 LQYHVWPHQW RQ DYHUDJH/ WKH\

GR QRW FRQVLGHU KRZ WKLV FRQWULEXWLRQ +RU OHYHO RI LQYHVWPHQW, YDULHV DFURVV ILUPV1 %U\QMROIVVRQ

DQG +LWW +4<<8, IRXQG WKDW ³ILUP HIIHFWV´ FDQ DFFRXQW IRU DV PXFK DV KDOI WKH FRQWULEXWLRQ RI ,7

IRXQG LQ WKHVH HDUOLHU VWXGLHV1 5HFHQW UHVXOWV VXJJHVW WKDW DW OHDVW SDUW RI WKHVH GLIIHUHQFHV FDQ EH

H[SODLQHG E\ GLIIHUHQFHV LQ RUJDQL]DWLRQDO DQG VWUDWHJLF IDFWRUV1 %U\QMROIVVRQ DQG +LWW +4<<;,

IRXQG WKDW ILUPV WKDW XVH JUHDWHU OHYHOV RI GHOHJDWHG DXWKRULW\ DQG WHDPV PDNH JUHDWHU

LQYHVWPHQWV LQ ,7 DQG UHFHLYH JUHDWHU RYHUDOO ,7 EHQHILWV1 %UHVQHKDQ/ %U\QMROIVVRQ DQG +LWW

+4<<;, IRXQG D VLPLODU UHVXOW IRU ILUPV WKDW KDYH JUHDWHU OHYHOV RI VNLOOV DQG WKRVH WKDW PDNH

JUHDWHU LQYHVWPHQWV LQ WUDLQLQJ DQG SUH0HPSOR\PHQW VFUHHQLQJ IRU KXPDQ FDSLWDO1 ,Q DGGLWLRQ/

VWUDWHJLF IDFWRUV DOVR DSSHDU WR DIIHFW WKH YDOXH RI ,71 )LUPV WKDW LQYHVW LQ ,7 WR FUHDWH FXVWRPHU

YDOXH +H1J1 LPSURYH VHUYLFH/ WLPHOLQHVV/ FRQYHQLHQFH/ YDULHW\, KDYH JUHDWHU SHUIRUPDQFH WKDQ
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ILUPV WKDW LQYHVW LQ ,7 WR UHGXFH FRVWV +%U\QMROIVVRQ DQG +LWW/ 4<<9,1

:KLOH WKHVH VWXGLHV DUH EHJLQQLQJ WR H[SORUH KRZ WKH SHUIRUPDQFH RI ,7 LQYHVWPHQW

YDULHV DFURVV ILUP/ SDUWLFXODUO\ GXH WR RUJDQL]DWLRQDO DQG VWUDWHJLF IDFWRUV/ OLWWOH DWWHQWLRQ KDV

EHHQ SDLG WR WKH WHFKQRORJ\ GHFLVLRQ PDNLQJ SURFHVV1

516 ,7 ,QYHVWPHQW 'HFLVLRQV

:KLOH WKHUH LV QR FRQFLVH GHILQLWLRQ RI ³EHVW SUDFWLFH´ LQ ,7 LQYHVWPHQW GHFLVLRQV/ WKHUH

DUH D QXPEHU RI FRQVLVWHQW DUJXPHQWV DGYDQFHG LQ WKH ,7 PDQDJHPHQW OLWHUDWXUH WKDW FDQ EH

V\QWKHVL]HG LQWR DQ XQGHUVWDQGLQJ RI WKH FRQYHQWLRQDO ZLVGRP1

)RU WKH SXUSRVHV RI GLVFXVVLRQ LW LV XVHIXO WR VXEGLYLGH WKH SURFHVV RI ,7 PDQDJHPHQW LQWR

VHYHQ GLVFUHWH/ EXW LQWHUUHODWHG SURFHVVHV1 7KH ILUVW VL[ SURFHVVHV DUH RULHQWHG DURXQG WKH

SURSRVDO/ GHYHORSPHQW DQG PDQDJHPHQW RI ,7 SURMHFWV/ ZKLOH WKH ODVW SURFHVV LV DERXW

PDLQWDLQLQJ WKH FDSDELOLWLHV RI WKH ,7 IXQFWLRQ DQG LWV LQWHUUHODWLRQVKLSV ZLWK WKH UHVW RI WKH

EXVLQHVV=

41 ,GHQWLILFDWLRQ RI ,7 RSSRUWXQLWLHV

51 (YDOXDWLQJ RSSRUWXQLWLHV

61 $SSURYLQJ ,7 SURMHFWV

71 7KH PDNH0EX\ GHFLVLRQ

81 0DQDJLQJ ,7 SURMHFWV

91 (YDOXDWLQJ ,7 SURMHFWV

:1 0DQDJH DQG 'HYHORS WKH ,7 )XQFWLRQ

7KLV VXEGLYLVLRQ ORRVHO\ FRUUHVSRQGV WR PDQ\ RI WKH PDMRU LVVXHV LQ ,7 PDQDJHPHQW VXFK

DV RXWVRXUFLQJ +VHH H1J1 /DFLW\ DQG +LUVFKHLP> *XUED[DQL/ 4<<9,/ OLQH PDQDJHPHQW0,7 DOLJQPHQW

+%R\QWRQ/ -DFREV DQG =PXG/ 4<<5> %HQMDPLQ DQG %OXQW/ 4<<5> YRQ 6LPVRQ/ 4<<3> 5RFNDUW/

4<;;,/ VRIWZDUH SURMHFW PDQDJHPHQW +%URRNV/ 4<;:> .HPHUHU/ 4<<9> 0F&RQQHOO/ 4<<:,/ DQG

HYDOXDWLQJ ,7 LQYHVWPHQWV +.DSODQ/ 4<;9> &OHPRQV/ 4<<4> %U\QMROIVVRQ DQG +LWW/ 4<<9,1

,Q DGGLWLRQ/ WKLV OLVW ORRVHO\ FRUUHVSRQGV WR IUDPHZRUNV IRU WKH PDQDJHPHQW RI ,71 7KH

SULPDU\ GLIIHUHQFH LV WKDW WKLV OLVW YLHZV WKH ,7 PDQDJHPHQW SURFHVV DV PDQDJLQJ D VWUHDP RI

SURMHFWV UDWKHU WKDQ IRFXVLQJ RQ WKH IXQFWLRQ RI WKH ,7 GHSDUWPHQW RYHUDOO RU WKH UROH RI WKH &,2/

WKH W\SLFDO SHUVSHFWLYH LQ WKH SUHYLRXV OLWHUDWXUH1 )RU H[DPSOH/ D FRPPRQ IUDPHZRUN XVHG WR

DOLJQ ,7 WR EXVLQHVV VWUDWHJ\/ WKH FULWLFDO VXFFHVV IDFWRUV +&6), PHWKRG +5RFNDUW DQG &UHVFHQ]L/
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4<;7,/ LQFOXGHV WKUHH ZRUNVKRSV= WKH ILUVW WR LGHQWLI\ DQG IRFXV REMHFWLYHV/ WKH VHFRQG WR GHFLGH

DQG SULRULWL]H RQ V\VWHPV LQYHVWPHQW/ DQG WKH WKLUG WR GHYHORS/ GHSOR\ DQG UHHYDOXDWH SURWRW\SH

V\VWHPV1 %R\QWRQ/ -DFREV DQG =PXG +4<<5, LGHQWLI\ ILYH FULWLFDO ,7 PDQDJHPHQW SURFHVVHV=

VHWWLQJ VWUDWHJLF GLUHFWLRQ/ HVWDEOLVKLQJ LQIUDVWUXFWXUH V\VWHPV/ VFDQQLQJ WHFKQRORJ\/ WUDQVIHUULQJ

WHFKQRORJ\ DQG GHYHORSLQJ V\VWHPV1 5RFNDUW/ (DUO DQG 5RVV +4<<9, SURSRVH HLJKW LPSHUDWLYHV

IRU WKH ,7 RUJDQL]DWLRQ ZKLFK FDQ EH JURXSHG LQWR PDQDJLQJ WKH ,70EXVLQHVV UHODWLRQVKLS/

EXLOGLQJ DQG PDQDJLQJ V\VWHPV DQG LQIUDVWUXFWXUH/ PDQDJLQJ YHQGRUV/ DQG FUHDWLQJ D KLJK

SHUIRUPDQFH ,7 RUJDQL]DWLRQ14 7KXV/ ZKLOH SUHYLRXV ZRUN KDV VXEGLYLGHG WKH SURFHVV LQ

GLIIHUHQW ZD\V/ FROOHFWLYHO\ WKH VWXGLHV FRYHU DOO WKH VHYHQ SURFHVVHV ZH H[DPLQH1

:H ZLOO GLVFXVV HDFK RI WKH LQGLYLGXDO SRLQWV LQ GHWDLO EHORZ1

51614 ,GHQWLILFDWLRQ RI 2SSRUWXQLWLHV

+LVWRULFDOO\/ WKH ,7 IXQFWLRQ ZDV SULPDULO\ UHDFWLYH/ UHVSRQGLQJ WR UHTXHVWV E\ EXVLQHVV

XQLWV1 $ EXVLQHVV XQLW PDQDJHU ZRXOG LGHQWLI\ D QHHG IRU D QHZ V\VWHP RU D UHSDLU2HQKDQFHPHQW

WR DQ H[LVWLQJ V\VWHP DQG FRPPXQLFDWH WKLV QHHG WR WKH ,7 IXQFWLRQ1 7KH ,7 SHUVRQQHO ZRXOG

WKHQ HYDOXDWH WKH LGHD IRU WHFKQLFDO IHDVLELOLW\ DQG GHYHORS D SURMHFW SURSRVDO LQFOXGH DQ LQLWLDO

GHWHUPLQDWLRQ RI UHVRXUFH QHHGV/ FRVW/ DQG GHOLYHU\ WLPH +VHH / H1J1 0F&RQQHOO/ 4<<:/ IRU D

GHVFULSWLRQ RI WKLV JHQHUDO SURFHVV> WKLV DOVR FRUUHVSRQGV WR WKH LQLWLDO VWDJHV RI WKH ³ZDWHUIDOO´

V\VWHPV GHVLJQ PHWKRG DV GHVFULEHG LQ .HPHUHU/ 4<<9,1 :KLOH WKLV PDNHV HIIHFWLYH XVH RI ,7

SHUVRQQHO LQ HYDOXDWLQJ SDUWLFXODU LGHDV/ LW SURYLGHV RQO\ D OLPLWHG UROH IRU ,7 SHUVRQQHO WR DLG LQ

WKH LGHQWLILFDWLRQ RI WHFKQRORJ\0EDVHG EXVLQHVV RSSRUWXQLWLHV1

)RU WKDW UHDVRQ/ VRPH DXWKRUV KDYH VXJJHVWHG WKDW WKH ,7 IXQFWLRQ VKRXOG SOD\ D ODUJHU

UROH LQ WKH LGHQWLILFDWLRQ RI WHFKQRORJLFDO RSSRUWXQLWLHV1 )RU H[DPSOH/ 'DYHQSRUW DQG 6KRUW

+4<<3, HPSKDVL]H WKDW ,7 FDSDELOLWLHV VKRXOG LQIRUP EXVLQHVV QHHGV DV ZHOO DV WKH EXVLQHVV XQLWV

SODFLQJ GHPDQGV RQ WKH ,7 IXQFWLRQ1 5RFNDUW/ (DUO DQG 5RVV +4<<9, DQG %R\QWRQ/ -DFREV DQG

=PXG +4<<5, LGHQWLI\ WKH UROH RI ³WHFKQRORJ\ VFDQQLQJ´ DQG ³WHFKQRORJ\ HGXFDWLRQ´ DV DQ

LPSRUWDQW FRPSRQHQW RI D FHQWUDOL]HG ,7 GHSDUWPHQW> WKH\ DUJXH WKDW LQIRUPDWLRQ V\VWHPV

VSHFLDOLVWV VKRXOG EH UHVSRQVLEOH IRU HYDOXDWLQJ QHZ WHFKQRORJLHV IRU EXVLQHVV DSSOLFDELOLW\ VLQFH

EXVLQHVV XQLWV ZLOO JHQHUDOO\ ODFN WKH UHVRXUFHV RU WKH WHFKQRORJLFDO FDSDELOLW\ WR SHUIRUP WKHVH

4 7KH H[DFW LWHPV ZHUH= DFKLHYH WZR0ZD\ VWUDWHJLF DOLJQPHQW/ GHYHORS HIIHFWLYH UHODWLRQV ZLWK OLQH PDQDJHPHQW/
GHOLYHU DQG LPSOHPHQW QHZ V\VWHPV/ EXLOG DQG PDQDJH LQIUDVWUXFWXUH/ UH0VNLOO WKH ,7 RUJDQL]DWLRQ/ PDQDJH YHQGRU
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HYDOXDWLRQV WKHPVHOYHV1 0RUHRYHU/ FHQWUDO ,7 LV EHVW SRVLWLRQHG WR HGXFDWH WKH HQG XVHUV WR

PDNH WKHP JRRG ³FXVWRPHUV´ RI WKH FHQWUDO ,7 JURXS1

,Q WKH EDQNLQJ LQGXVWU\/ ,7 PD\ EH DEOH WR SOD\ DQ DGGLWLRQDO UROH LQ FRRUGLQDWLQJ

WHFKQRORJ\1 %HFDXVH EDQNV DQG RWKHU ILQDQFLDO ILUPV DUH RIWHQ PDQDJHG ZLWK ODUJHO\

DXWRQRPRXV EXVLQHVV XQLWV >IRU H[DPSOH/ EDQNV DUH RIWHQ GLYLGHG LQWR SURGXFW OLQHV +FDVK

PDQDJHPHQW/ LQYHVWPHQWV, RU DORQJ FXVWRPHU VHJPHQWV +ZKROHVDOH/ FRPPHUFLDO/ UHWDLO,@ RQO\ WKH

FHQWUDO ,7 IXQFWLRQ ZLOO KDYH D SHUVSHFWLYH RYHU WKH SRUWIROLR RI V\VWHPV SURMHFWV DQG FDSDELOLWLHV1

2QH FULWLFDO UROH LQ WKLV UHVSHFW LV WKH SURYLVLRQ DQG GHYHORSPHQW RI WKH VKDUHG ,7 LQIUDVWUXFWXUH

+H1J1 FHQWUDO SURFHVVRUV/ QHWZRUNV/ VRIWZDUH VWDQGDUGV/ HWF1,1 2IWHQ WKHVH SURMHFWV QDWXUDOO\ VSDQ

EXVLQHVV XQLWV VXFK WKDW WKH RQO\ UHDO RZQHU LV WKH ,7 IXQFWLRQ> DOVR WKH\ JHQHUDOO\ WHQG WR EH

KLJKO\ WHFKQLFDO DQG WKXV WKH QDWXUDO UHVSRQVLELOLW\ ZRXOG DOVR IDOO RQ WKH ,7 GHSDUWPHQW1

51615 (YDOXDWLQJ 2SSRUWXQLWLHV

2QFH D SURMHFW LV DW OHDVW LQLWLDOO\ GHILQHG/ WKHUH LV D SURFHVV E\ ZKLFK WKH LQLWLDO LGHD LV

FRQYHUWHG LQWR D SURSRVDO WKDW FDQ EH HYDOXDWHG E\ PDQDJHPHQW IRU DSSURYDO RU UHMHFWLRQ RI

IXQGLQJ1

,Q WKH ODVW WHQ \HDUV/ LW KDV EHFRPH PRUH RU OHVV VWDQGDUG SUDFWLFHV WR GHYHORS D EXVLQHVV

FDVH RU EXVLQHVV SODQ IRU DQ\ VXEVWDQWLDO ,7 LQYHVWPHQW +VRPH VPDOO PDLQWHQDQFH SURMHFWV DUH

VLPSO\ GRQH RQ UHTXHVW,/ DOWKRXJK WKH FRQWHQW/ VRSKLVWLFDWLRQ DQG IRUPDOLW\ RI WKLV SURFHVV YDULHG

VXEVWDQWLDOO\1 7KH PRVW W\SLFDO RI WKHVH SURMHFW SURSRVDOV +DVVXPLQJ D PLG0VL]H WR ODUJH SURMHFW,

WDNH WKH IRUP RI D EXVLQHVV SODQ ZKLFK LQFOXGHV D TXDOLWDWLYH GHVFULSWLRQ RI WKH REMHFWLYHV/

FRPSHWLWLYH HQYLURQPHQW/ D GHVFULSWLRQ RI WKH RSSRUWXQLW\ DQG/ LQ VRPH FDVHV/ DQ LPSOHPHQWDWLRQ

SODQ1 :KLOH WKH IRUP RI WKHVH SODQV YDULHV ZLGHO\/ WKHUH DUH VRPH JHQHUDO SRLQWV RI FRPSDULVRQ1

)RU WKH TXDOLWDWLYH SRUWLRQ/ WKH PDMRU LVVXH LV ZKHWKHU WKH SODQ H[SOLFLWO\ DGGUHVVHV

FKDQJHV LQ WKH EXVLQHVV HQYLURQPHQW/ RU LV SULPDULO\ LQZDUG IRFXVHG1 )RU PLQRU V\VWHPV

HQKDQFHPHQW SURMHFWV ZLWK QR VWUDWHJLF REMHFWLYH +RU HYHQ PDMRU LQYHVWPHQWV WKDW DUH QRW

VWUDWHJLF VXFK DV \HDU 5333 UHSDLUV,/ LW PDNHV VHQVH IRU WKH SODQ WR IRFXV HQWLUHO\ RQ LQWHUQDO

LVVXHV1 +RZHYHU/ WR WKH H[WHQW WKDW WKH LQYHVWPHQW LV PDGH IRU FRPSHWLWLYH UHDVRQV RU LV OLNHO\ WR

VSXU D UHDFWLRQ IURP FRPSHWLWRUV/ LW LV LPSRUWDQW WR TXDOLWDWLYHO\ HYDOXDWH ZKHWKHU WKH EXVLQHVV

HQYLURQPHQW ZLOO UHPDLQ VWDWLF DQG/ LI QRW/ H[DPLQH SRVVLEOH VFHQDULRV WKDW DUH OLNHO\ WR RFFXU1

SDUWQHUVKLSV/ EXLOG KLJK SHUIRUPDQFH/ UHGHVLJQ DQG PDQDJH WKH )HGHUDO ,7 RUJDQL]DWLRQ1
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7KH DVVXPSWLRQ RI D VWDWLF EXVLQHVV HQYLURQPHQW LV D FRPPRQ GHFLVLRQ ELDV WKDW FDQ SDUWLFXODUO\

SODJXH VWUDWHJLF ,7 LQYHVWPHQWV> &OHPRQV +4<<4, WHUPV WKLV WKH ³WUDS RI WKH YDQLVKLQJ VWDWXV

TXR´1

)RU WKH TXDQWLWDWLYH ILQDQFLDO HYDOXDWLRQ/ PRVW ,7 HYDOXDWLRQ PHWKRGV KDYH WKHLU URRWV LQ

WUDGLWLRQDO FDSLWDO EXGJHWLQJ SURFHGXUHV VXFK DV GLVFRXQWHG FDVK IORZ DQDO\VLV +'&), +%UHDOH\

DQG 0\HUV/ 4<<9,1 +RZHYHU/ ZKLOH WKHVH WHFKQLTXHV FDQ ZRUN ZHOO IRU SURMHFWV ZKHUH FRVWV DQG

EHQHILWV DUH ZHOO GHILQHG +H1J1 SXUFKDVLQJ RII0WKH0VKHOI VRIWZDUH LQ SXUVXLW RI RSHUDWLRQDO FRVW

VDYLQJV,/ LW LV LQFUHDVLQJO\ UHFRJQL]HG WKDW VLPSOH DSSOLFDWLRQ RI '&) DSSURDFKHV LV QRW VXIILFLHQW

IRU ,7 LQYHVWPHQWV1 7KLV LV EHFDXVH PXFK RI WKH YDOXH RI PRGHUQ ,7 LQYHVWPHQWV LV OLNHO\ WR EH

GLIILFXOW WR TXDQWLI\ 00 VXFK DV UHYHQXH HQKDQFHPHQWV RU FRVW VDYLQJV WKURXJK LPSURYHG FXVWRPHU

VHUYLFH/ SURGXFW YDULHW\/ RU WLPHOLQHVV +%U\QMROIVVRQ DQG +LWW/ 4<<9,1 2QH FRPPRQO\ XVHG

VWUDWHJ\ LV WR YDOXH QRQ0TXDQWLILDEOH EHQHILWV DW ]HUR/ DOWKRXJK WKLV VWUDWHJ\ ZLOO V\VWHPDWLFDOO\

ELDV SURMHFW HYDOXDWLRQV WR XQQHFHVVDULO\ UHMHFW SURMHFWV1

5HFRJQL]LQJ WKH OLPLWDWLRQ RI WKH '&) DSSURDFK/ VHYHUDO DOWHUQDWLYH DSSURDFKHV KDYH

EHHQ SURSRVHG1 2QH PHWKRG LV WR EDVH WKH FDVH HQWLUHO\ RQ TXDOLWDWLYH DQDO\VLV> XQIRUWXQDWHO\/

WKLV DSSURDFK RIWHQ OHDGV WR KLJKO\ VXEMHFWLYH MXGJPHQWV DQG LV OLNHO\ WR HUU RQ WKH VLGH RI

DFFHSWLQJ EDG SURMHFWV1 .DSODQ +4<;9,/ UHFRJQL]LQJ WKLV SUREOHP LQ WKH FRQWH[W RI HYDOXDWLQJ

FRPSXWHU LQWHJUDWHG PDQXIDFWXULQJ +&,0,/ SURSRVHG XVLQJ D YDULDQW RI '&)> D ILUP FDOFXODWHV

WKH SUHVHQW YDOXH RI WKH LQYHVWPHQW XVLQJ DOO WKH FRPSRQHQWV WKDW FDQ EH TXDQWLILHG DQG WKHQ

FRPSDUHV WKLV SUHOLPLQDU\ YDOXH WR WKH TXDOLWDWLYH OLVW RI RWKHU EHQHILWV DQG FRVWV1 ,Q RWKHU FDVHV/

ZKHUH WKH HYDOXDWLRQ LV PDGH GLIILFXOW EHFDXVH RI IXWXUH XQFHUWDLQWLHV +H1J1 PDUNHW JURZWK DQG

DFFHSWDQFH> UHVSRQVH RI FRPSHWLWRUV, GHFLVLRQ WUHHV RU RWKHU W\SHV RI SUREDELOLW\ EDVHG

DVVHVVPHQW WRROV PD\ VLPSOLI\ LQYHVWPHQW GHFLVLRQV +&OHPRQV/ 4<<3,1 )LQDOO\/ IRU VRPH W\SHV RI

LQYHVWPHQWV RU GHFLVLRQV +IRU H[DPSOH/ WKH GHFLVLRQ ZKHWKHU WR LQYHVW LPPHGLDWHO\ RU GHIHU,/

DGYDQFHG WHFKQLTXHV VXFK DV UHDO RSWLRQV +7ULJHRUJLV/ 4<<:, FDQ EH DSSOLHG1

$OWKRXJK WKLV GLVFXVVLRQ KDV IRFXVHG SULPDULO\ RQ HYDOXDWLQJ WKH EHQHILW SDUW RI WKH

TXDQWLWDWLYH HYDOXDWLRQ/ WKHUH DUH RWKHU GLIILFXOWLHV LQ HVWLPDWLQJ WKH FRVW RI ,7 SURMHFWV/

SDUWLFXODUO\ WKRVH LQYROYLQJ VRIWZDUH GHYHORSPHQW1 ([LVWLQJ PRGHOV VXFK DV &2&202 +VHH

GHVFULSWLRQ LQ .HPHUHU/ 4<<9, RU IXQFWLRQ SRLQWV HVWLPDWLRQ DUH NQRZQ WR LPSURYH WKH DELOLW\ WR

SUHGLFW SURMHFW OHQJWK/ VWDIILQJ UHTXLUHPHQWV DQG WRWDO FRVWV/ DOWKRXJK WKH\ DUH NQRZQ WR EH

V\VWHPDWLFDOO\ RII E\ DV PXFK DV 733(1 +RZHYHU/ WKH DFFXUDF\ RI WKHVH HVWLPDWHV FDQ DOVR EH
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LPSURYHG ODWHU LQ WKH SURMHFW ZKHQ VSHFLILFDWLRQV DUH ZHOO GHILQHG RU E\ FXVWRPL]LQJ WKH PRGHOV

WR WKH H[SHULHQFH RI D SDUWLFXODU RUJDQL]DWLRQ1 +RZHYHU/ GHVSLWH WKH IDFW WKDW WKHVH WRROV DQG

DSSURDFKHV DUH UHDGLO\ DYDLODEOH +VHH H1J1 0F&RQQHOO/ 4<<:> %RHKP/ 4<;4> RU .HPHUHU/ 4<<9 IRU

D GLVFXVVLRQ, PDQ\ ILUPV VWLOO XWLOL]H ³VHDW RI WKH SDQWV´ HVWLPDWHV RU ORFN LQ VFKHGXOHV DQG FRVW

HVWLPDWHV EHIRUH WKH SURMHFWV DUH IXOO\ GHILQHG1

51616 $SSURYLQJ ,7 3URMHFWV

2QFH D SURMHFW KDV EHHQ HYDOXDWHG DQG D IRUPDO SURMHFW SURSRVDO H[LVWV/ WKHUH DUH D YDULHW\

RI PHFKDQLVPV WKDW DUH XVHG WR GHWHUPLQH ZKLFK SURMHFWV VKRXOG EH IXQGHG1 0RVW LQVWLWXWLRQV

KDYH VRPH IRUP RI FRPPLWWHH VWUXFWXUH/ VLPLODU WR FDSLWDO EXGJHWLQJ FRPPLWWHHV/ ZKLFK LV

UHVSRQVLEOH IRU HYDOXDWLQJ/ PRGLI\LQJ DQG DSSURYLQJ SURMHFWV1

0RVW RI WKH SUHYLRXV OLWHUDWXUH RQ WKH PDQDJHPHQW RI ,7 KDV IRFXVHG RQ WKH VR0FDOOHG ³,7

VWHHULQJ FRPPLWWHH´ ZKLFK LV DQ H[HFXWLYH OHYHO JURXS/ RIWHQ FRPSULVHG RI WKH KHDGV RI EXVLQHVV

XQLWV RU WKHLU GLUHFW UHSRUWV +VHH D FDVH H[DPSOH LQ $LU 3URGXFWV DQG &KHPLFDOV/ %DODJXHU DQG

3UHXQLQJHU/ 4<;;,1 7KH REMHFWLYH RI WKLV FRPPLWWHH LV WR HQVXUH WKDW ,7 VWUDWHJ\ LV DOLJQHG ZLWK

EXVLQHVV XQLW VWUDWHJ\/ SURMHFWV DUH FRRUGLQDWHG DFURVV EXVLQHVV XQLWV ZKHUH WKHUH DUH SRVVLEOH

V\QHUJLHV DQG WR HGXFDWH WKH EXVLQHVV XQLW PDQDJHUV RQ WKH ERWK WKH DFWXDO DFWLYLWLHV RI WKH ,7

JURXS DQG WKH SRWHQWLDO ,7 RSSRUWXQLWLHV1

516170DNH0%X\ 'HFLVLRQV +2XWVRXUFLQJ,

$W WKH LQFHSWLRQ RI DQ\ SURMHFW/ D ILUP KDV WKH FKRLFH RI ZKHWKHU WR XWLOL]H WKHLU LQWHUQDO

UHVRXUFHV LQ WKH ,7 GHSDUWPHQW +LQVRXUFH, RU XWLOL]H DQ RXWVLGH YHQGRU IRU DQ\ RU DOO RI D SURMHFW

+RXWVRXUFLQJ,1 :KLOH WKH PDUNHW IRU RXWVRXUFHG VHUYLFHV KDV H[LVWHG VLQFH VDOH RI WKH ILUVW

FRUSRUDWH FRPSXWHUV/ WKH VL]H RI WKH RXWVRXUFLQJ PDUNHW KDV JURZQ GUDPDWLFDOO\ LQ UHFHQW \HDUV

DQG LV H[SHFWHG WR JURZ VXEVWDQWLDOO\1 ,Q 4<<: WKH PDUNHW IRU LQIRUPDWLRQ WHFKQRORJ\ RXWVRXUFLQJ

KDV EHHQ HVWLPDWHG DW '5918 ELOOLRQ LQ WKH 8161 +6DXQGHUV/ *HEHOW/ DQG +X/ 4<<:, DQG DW '<3

ELOOLRQ ZRUOGZLGH +9HULW\/ 4<<9,1 *URZWK HVWLPDWHV RI WKLV PDUNHW UDQJH IURP 48( WR 58(

+*XUED[DQL/ 4<<9> 6DXQGHUV HW1 DO/ 4<<:,1

,Q JHQHUDO/ DQ RXWVLGH ILUP PD\ EH DGYDQWDJHG LQ SURYLGLQJ D VHUYLFH SUHYLRXVO\ SURGXFHG

LQWHUQDOO\/ EHFDXVH RI HFRQRPLHV RI VFDOH/ VFRSH RU VSHFLDOL]DWLRQ1 %\ DJJUHJDWLQJ GHPDQGV IRU

PXOWLSOH FOLHQWV/ YHQGRUV FDQ VPRRWK YDULDWLRQV LQ GHPDQG LQFUHDVLQJ FDSDFLW\ XWLOL]DWLRQ DQG
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UHGXFLQJ ULVN/ PDNH LQYHVWPHQWV WKDW WUDGH ODUJHU IL[HG FRVWV IRU ORZHU YDULDEOH FRVWV/ DQG KDYH

VWURQJHU LQFHQWLYHV WR LQYHVW LQ FRVW0UHGXFLQJ WHFKQRORJ\1 %\ QDUURZO\ IRFXVLQJ RQ WHFKQRORJ\/

WKH\ PD\ EH EHWWHU DEOH WR DWWUDFW/ KLUH/ PDQDJH DQG UHWDLQ KLJK TXDOLW\ SHUVRQQHO GXH WR EHWWHU

DELOLW\ WR WDLORU PDQDJHPHQW SUDFWLFHV/ FDUHHU SDWKV DQG LQFHQWLYH VWUXFWXUHV WR D VSHFLILF DFWLYLW\1

7KH YDOXH RI WKHVH EHQHILWV LV WHPSHUHG E\ H[SOLFLW DQG LPSOLFLW FRVWV RI XVLQJ WKH PDUNHW RU VRPH

LQWHUPHGLDWH IRUP RI JRYHUQDQFH UDWKHU WKDQ YHUWLFDO LQWHJUDWLRQ1 7KHVH SUREOHPV PDQLIHVW

WKHPVHOYHV LQ WKUHH W\SHV RI ULVN= VKLUNLQJ +XQGHU0SHUIRUPDQFH LQ KDUG0WR0PHDVXUH WDVNV,/

SRDFKLQJ +PLVDSSURSULDWLRQ RI VKDUHG UHVRXUFHV, DQG RSSRUWXQLVWLF UH0QHJRWLDWLRQ +H[SORLWDWLRQ RI

EDUJDLQLQJ GLVDGYDQWDJHV LQ RQJRLQJ UHODWLRQVKLSV, 00 VHH &OHPRQV DQG 5RZ/ 4<<5 IRU IXUWKHU

GLVFXVVLRQ1 6RPH DXWKRUV KDYH DUJXHG WKDW LQ ,7 WKHVH ULVNV DUH VR VHYHUH WKDW RXWVRXUFLQJ KDV/

RYHUDOO/ D SRRU YDOXH SURSRVLWLRQ +VHH H1J1 /DFLW\ DQG +LUVKHLP/ 4<<6,1 +RZHYHU/ WKHUH DUH D

QXPEHU RI YHU\ VXFFHVVIXO DJUHHPHQWV DQG WKH JURZWK LQ WKH PDUNHW RYHU WKH ORQJ WHUP VXJJHVWV

WKDW VRPH HFRQRPLF EHQHILWV RI RXWVRXUFLQJ DUH SUHVHQW1

,Q SUDFWLFH/ RXWVRXUFLQJ FDQ WDNH PDQ\ IRUPV DQG WKH FRPSOH[LW\ RI WKHVH DUUDQJHPHQWV LV

LQFUHDVLQJ +*XUED[DQL/ 4<<9,1 7KH VLPSOHVW DUUDQJHPHQW LV WKH XVH RI FRQWUDFW ZRUNHUV> WKH

ZRUNHU LV QRW HPSOR\HG E\ WKH ILUP/ EXW LV PDQDJHG PRUH RU OHVV DV LI WKH\ ZHUH DQ HPSOR\HH1

7KLV SUDFWLFH LV VR FRPPRQ LQ ,7 WKDW WKH SUHVHQFH RI FRQWUDFW HPSOR\HHV LV DVVXPHG WR EH D

VWDQGDUG IHDWXUH RI ,7 GHSDUWPHQWV +VHH GLVFXVVLRQ RI WKH ³VKDPURFN RUJDQL]DWLRQ´ LQ 5RFNDUW/

4<;;,1 $W WKH QH[W OHYHO LV VHOHFWLYH RXWVRXUFLQJ LQ ZKLFK D ILUP RXWVRXUFHV SDUWLFXODU SURMHFWV RU

SDUWV RI SURMHFWV WR DQ RXWVLGH YHQGRU1 7KLV LV DOVR TXLWH FRPPRQ LQ VRIWZDUH GHYHORSPHQW DQG

WHFKQLFDO VXSSRUW DFWLYLWLHV/ DOWKRXJK DQ\ ZHOO0GHILQHG WDVN FRXOG SUHVXPDEO\ EH RXWVRXUFHG LQ

WKLV ZD\1 )LQDOO\/ WKH ILUP PD\ FKRRVH WR RXWVRXUFH WKH HQWLUH ,7 IXQFWLRQ/ D SUDFWLFH WKDW EHJDQ

LQ WKH ODWH 4<;3V DQG KDV FRQWLQXHG WRGD\ +VHH GHVFULSWLRQ RI &6&2*HQHUDO '\QDPLFV +%6/

0F)DUODQ/ 4<<4 IRU D JHQHUDO SHUVSHFWLYH RQ WRWDO RXWVRXUFLQJ,1

51618 3URMHFW 0DQDJHPHQW

2QFH D SURMHFW LV DSSURYHG/ LW LV VWDQGDUG SUDFWLFH WR DVVHPEOH D SURMHFW WHDP RI ,7

VWDIIHUV WR GR WKH DFWXDO V\VWHPV ZRUN ZKLFK DOVR LQFOXGH UHSUHVHQWDWLYHV IURP WKH EXVLQHVV XQLWV1

$W WKLV SRLQW/ WKHUH KDV XVXDOO\ EHHQ D IRUPDO V\VWHPV HYDOXDWLRQ DQG WKH GHYHORSPHQW RI D

SURMHFW WLPHOLQH/ UHVRXUFH UHTXLUHPHQWV DQG VWDIILQJ SODQ1 ,Q DGGLWLRQ WR PDQDJLQJ WKH ZRUN

SURFHVV/ WZR FULWLFDO PDQDJHPHQW SURFHVVHV DUH KDQGOLQJ PRGLILFDWLRQV WR WKH SURMHFW SODQ DQG
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PDQDJLQJ FRPPXQLFDWLRQ EHWZHHQ ,7 SHUVRQQHO/ EXVLQHVV XQLW SHUVRQQHO DQG WKH H[HFXWLYHV

RYHUVHHLQJ WKH SURMHFW1

)HZ V\VWHPV SURMHFWV UXQ HQWLUHO\ DV GHVFULEHG LQ WKHLU LQLWLDO SODQV1 ,Q IDFW/ LW LV D NH\

FRPSRQHQW RI PDQ\ VRIWZDUH GHYHORSPHQW PHWKRGRORJLHV LV D SHULRGLF UHYLHZ DQG UHHYDOXDWLRQ

RI WKH SURMHFW SODQ DV QHZ LQIRUPDWLRQ DUULYHV1 7KH SULPDU\ PHFKDQLVP IRU DFFRPSOLVKLQJ WKLV

IOH[LELOLW\ LV WR LQFOXGH HQG XVHUV DQG PDQDJHUV RQ WKH SURMHFW WHDP VR WKDW PRGLILFDWLRQV FDQ EH

HYDOXDWHG ZLWK D FRQFHUQ IRU EXVLQHVV REMHFWLYHV1 $OPRVW DOO PRGHUQ ,7 SURMHFW PDQDJHPHQW

PHWKRGV FDOO IRU VWURQJ LQYROYHPHQW LQ HQG0XVHUV DQG FORVH FRRUGLQDWLRQ EHWZHHQ WKH WHFKQLFDO

REMHFWLYHV DQG WKH EXVLQHVV XQLW REMHFWLYHV +VHH H1J1 0F&RQQHOO/ 4<<:> +DPPHU DQG &KDPS\/

4<<6> 'DYHQSRUW DQG 6KRUW/ 4<<3> %RHKP/ 4<;4/ 4<;;,1 7KLV PRGHUQ DSSURDFK FRQWUDVWV ZLWK

WUDGLWLRQDO ³ZDWHUIDOO´ EDVHG SURMHFW PDQDJHPHQW WHFKQLTXHV ZKLFK HPSKDVL]HG WKH GHYHORSPHQW

RI D FRPSUHKHQVLYH/ IRUPDO VSHFLILFDWLRQ EHIRUH V\VWHPV GHYHORSPHQW ZRUN ZRXOG EHJLQ DQG

DOPRVW QR LQWHUDFWLRQ ZLWK WKH HQG XVHUV XQWLO WKH WHVWLQJ SKDVH1

,W LV ZHOO UHFRJQL]HG WKDW WKHUH DUH WUDGHRIIV EHWZHHQ IXQFWLRQDOLW\/ FRVW DQG WLPH

+0F&RQQHOO/ 4<<:> %URRNV/ 4<;:, LQ VRIWZDUH SURMHFWV1 $WWHPSWV WR LJQRUH WKHVH WUDGHRIIV RIWHQ

OHDG WR VHULRXV SURMHFW SUREOHPV> IRU H[DPSOH/ GHYHORSHUV PD\ VKLUN RQ WHVWLQJ RU FXW FRUQHUV LQ

VRIWZDUH FRGLQJ WR PHHW XQUHDFKDEOH GHDGOLQHV1 3XVKLQJ SURMHFWV WR GHOLYHU EHIRUH WKH PLQLPXP

IHDVLEOH VFKHGXOH WKURXJK VWDIILQJ LQFUHDVHV FDQ FDXVH FRVWV WR HVFDODWH UDSLGO\ VLQFH WKHUH DUH

VWURQJO\ GLPLQLVKLQJ EHQHILWV WR LQFUHPHQWDO VWDIILQJ RQFH D WHDP LV EH\RQG D FHUWDLQ VL]H1

$ UHODWHG PDQDJHPHQW WDVN LV WR HQVXUH WKDW DOO GHFLVLRQ0PDNHUV KDYH VXIILFLHQW

LQIRUPDWLRQ RQ SURMHFW VWDWXV WR HYDOXDWH FKDQJHV LQ WKH SODQ/ DOWHU UHVRXUFH XVH RU/ LQ H[WUHPH

FDVHV/ WHUPLQDWH RU GHIHU WKH SURMHFW1 7KH DFWXDO SURMHFW PDQDJHPHQW WRROV DQG FRPPXQLFDWLRQ

PHFKDQLVPV DUH OLNHO\ WR YDU\ ZLGHO\ DFURVV RUJDQL]DWLRQV EXW LQ JHQHUDO WKH\ LQFOXGH VRPH IRUP

RI SHULRGLF UHSRUWLQJ/ D SURMHFW WLPHOLQH ZLWK SUHOLPLQDU\ GHOLYHUDEOHV DQG UHJXODU SURMHFW

PHHWLQJV EHWZHHQ GHYHORSHUV/ HQG0XVHUV DQG RWKHU GHFLVLRQ PDNHUV1 &RPPXQLFDWLRQ KDV EHHQ

DUJXHG WR EH HVVHQWLDO LQ SUHYHQWLQJ SURMHFW HVFDODWLRQ/ LQ ZKLFK SRRUO\ SHUIRUPLQJ SURMHFWV DUH

DOORZHG WR FRQWLQXH XQWLO XOWLPDWH IDLOXUH +.HLO/ 4<<8,1

51619 (YDOXDWLRQ

$QRWKHU VWDQGDUG FRPSRQHQW RI PRGHUQ V\VWHPV GHYHORSPHQW SUDFWLFH LV SURMHFW SRVW

DXGLWV1 7KH JRDO LV WR LGHQWLI\ LQHIIHFWLYH RU HIIHFWLYH ZRUN SUDFWLFHV/ H[DPLQH WKH DVVXPSWLRQV
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ZKLFK ZHUH HPSOR\HG LQ VFKHGXOLQJ WR LPSURYH RYHUDOO HVWLPDWLRQ DFFXUDF\/ DQG WR HQVXUH WKDW

WKH UHTXLUHG IXQFWLRQDO ZDV GHOLYHUHG +0F&RQQHOO/ 4<<:,1 $ VLPLODU ORJLF ZRXOG VXJJHVW LW PD\

EH XVHIXO WR DOVR HYDOXDWH ZKHWKHU RU QRW WKH EXVLQHVV EHQHILWV ZHUH DFWXDOO\ UHDOL]HG WR LPSURYH

SURMHFW HYDOXDWLRQ PHWKRGV DQG WR XQGHUVWDQG ZKHWKHU D FRPSRQHQW RI WKH SURMHFW PDQDJHPHQW/

GHYHORSPHQW RU GHOLYHU\ SURFHVV UHVXOWV LQ D UHGXFWLRQ RI SRWHQWLDO EHQHILWV1

5161: 0DQDJLQJ DQG 'HYHORSLQJ WKH ,7 )XQFWLRQ

7KH ODVW DQG/ DUJXDEO\/ WKH PRVW FUXFLDO DVSHFW RI HIIHFWLYH ,7 GHSOR\PHQW LV WKH

PDQDJHPHQW DQG GHYHORSPHQW RI ,7 SURIHVVLRQDOV1 $V GHVFULEHG LQ 3UDVDG DQG +DUNHU +4<<:,/

WKH ,7 ODERU IRUFH LV D PDMRU FRQWULEXWRU WR WKH RYHUDOO SURGXFWLYLW\ RI EDQNLQJ RUJDQL]DWLRQV1

7RGD\¶V KLJK GHPDQG IRU ,7 SHUVRQQHO LV XQSUHFHGHQWHG LQ 8161 ODERU KLVWRU\1 )LJXUHV IURP WKH

%XUHDX RI /DERU 6WDWLVWLFV VKRZ WKDW ZKLOH WKH RYHUDOO MRE JURZWK LQ WKH 8161 HFRQRP\ ZDV 419(

EHWZHHQ 4<;: DQG 4<<7/ VRIWZDUH HPSOR\PHQW JUHZ LQ WKHVH \HDUV DW <19( HYHU\ \HDU/ DQG

³FUDQNHG XS WR 4418( LQ 4<<8´> WKH SUHGLFWLRQ LV WKDW RYHU WKH QH[W GHFDGH/ ZH ZLOO VHH IXUWKHU

JURZWK LQ VRIWZDUH MREV DW 917( HYHU\ \HDU +5HEHOOR 4<<9,1 'XULQJ WKHLU ILHOGZRUN/ 3UDVDG DQG

+DUNHU +4<<:, HQFRXQWHUHG D 6HQLRU 9LFH 3UHVLGHQW DW D PDMRU 1HZ <RUN EDQN ZKR ODPHQWHG WKH

IDFW WKDW ³7KH VNLOOV PL[ RI WKH ,7 VWDII GRHVQ¶W PDWFK WKH FXUUHQW VWUDWHJ\ RI WKH EDQN/´ DQG KH

³GLGQ¶W NQRZ ZKDW WR GR DERXW LW1´ $W WKH VDPH EDQN/ WKH 9LFH 3UHVLGHQW LQ FKDUJH RI ,7 FODLPHG/

³2XU FXUUHQW ,7 WUDLQLQJ LVQ¶W ZRUNLQJ1 :H QHYHU VSHQG DQ\ZKHUH QHDU RXU WUDLQLQJ EXGJHW1´ ,7

ODERU LV LQ YHU\ VKRUW VXSSO\/ DQG LVVXHV DV EDVLF DV UH0VNLOOLQJ WKH ZRUNIRUFH FDQQRW EH DGGUHVVHG

JLYHQ WKH ODFN RI VXIILFLHQW ,7 ODERU LQ EDQNLQJ1

2WKHU UHVHDUFKHUV KDYH REVHUYHG WKLV GHSHQGHQFH DQG XQGHU LQYHVWPHQW LQ KXPDQ

FDSLWDO LQ WHFKQRORJLFDOO\ LQWHQVLYH HQYLURQPHQWV1 7R TXRWH *XQQ¶V +4<;:, ZRUN LQ

PDQXIDFWXULQJ/ ³7LPH DQG DJDLQ/ WKH PDMRU LPSHGLPHQW WR >WHFKQRORJLFDO@ LPSOHPHQWDWLRQ 111 LV

SHRSOH= WKHLU ODFN RI NQRZOHGJH/ WKHLU UHVLVWDQFH WR FKDQJH/ RU VLPSO\ WKHLU ODFN RI DELOLW\ WR

TXLFNO\ DEVRUE WKH YDVW PXOWLWXGH RI QHZ WHFKQRORJLHV/ SKLORVRSKLHV/ LGHDV/ DQG SUDFWLFHV/ WKDW

KDYH FRPH DERXW LQ PDQXIDFWXULQJ RYHU WKH ODVW ILYH WR WHQ \HDUV1´

(IIHFWLYH PDQDJHPHQW RI ,7 SURIHVVLRQDOV LV GLVFXVVHG H[WHQVLYHO\ LQ PRVW PRGHUQ

WUHDWPHQWV RI V\VWHPV DQDO\VLV +VHH H1J1 .HPHUHU/ 4<<9,/ DQG PDQ\ ILUPV KDYH EHJXQ WR DGRSW

XQXVXDO ZRUN DUUDQJHPHQWV LQ DQ HIIRUW WR UHWDLQ ,7 SHUVRQQHO RYHU WKH ORQJ WHUP1
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5161; 6XPPDU\ RI ,7 ,QYHVWPHQW 0DQDJHPHQW

7KH DUJXPHQWV DERYH FDQ EH VXPPDUL]HG LQ WKH 7DEOH 41

7DEOH 41 &RQYHQWLRQDO :LVGRP RQ ,7 ,QYHVWPHQW 0DQDJHPHQW
6WHS &RQYHQWLRQDO :LVGRP
,GHQWLI\
2SSRUWXQLWLHV

x &ORVH SDUWQHUVKLS EHWZHHQ ,7 DQG OLQH PDQDJHUV

x &ULWLFDO UROH IRU ,7 LQ ³WHFKQRORJ\ VFDQQLQJ´ WR DSSO\ FXUUHQW WHFKQRORJ\
WR EXVLQHVV SUREOHPV

x (PSKDVLV RQ WZR0ZD\ FRPPXQLFDWLRQ RI LGHDV
(YDOXDWH
2SSRUWXQLWLHV

x ,QFUHDVLQJ OHYHOV RI VRSKLVWLFDWLRQ RI WKH HYDOXDWLRQ +TXDOLWDWLYH/
TXDQWLWDWLYH/ DFFRPPRGDWLQJ LQWDQJLEOH FRVW DQG EHQHILWV/ DGYDQFHG
ILQDQFLDO WHFKQLTXHV

x 1HHG WR DGGUHVV XQFHUWDLQW\ LQ WKH HQYLURQPHQW

x 1HHG WR DGGUHVV FRPSHWLWLYH UHDFWLRQ2FKDQJHV LQ FRPSHWLWLYH
HQYLURQPHQW IRU ³VWUDWHJLF´ LQYHVWPHQWV

x 8WLOL]DWLRQ RI VRIWZDUH HQJLQHHULQJ WHFKQLTXHV IRU LQLWLDO SURMHFW SODQQLQJ
$SSURYH 3URMHFWV x ,QLWLDO HYDOXDWLRQ E\ ,70EXVLQHVV XQLW WHDPV

x ,7 6WHHULQJ FRPPLWWHHV IRU ODUJHU/ FURVV IXQFWLRQDO SURMHFWV WR ERWK PDNH
GHFLVLRQV DQG DOLJQ SURMHFWV WR EXVLQHVV VWUDWHJ\

0DNH0EX\
'HFLVLRQ

x &RQWUDFWRUV H[WHQVLYHO\ XVHG

x 6HOHFWLYH RXWVRXUFLQJ WDNLQJ LQWR DFFRXQW UHVRXUFH2VNLOO QHHGV DQG
RXWVRXUFLQJ ULVNV

x ,Q KRXVH GHYHORSPHQW RI V\VWHPV ZKHUH ULVNV DUH WRR KLJK
0DQDJLQJ
3URMHFWV

x +LJK0OHYHO RI FRPPXQLFDWLRQ EHWZHHQ GHYHORSHUV DQG HQG XVHUV

x )RUPDO PHWKRGV IRU GHWHUPLQLQJ LQLWLDO VFKHGXOH DQG UHVRXUFH
UHTXLUHPHQWV

x )OH[LELOLW\ LQ DGDSWLQJ WR XQIRUHVHHQ SURMHFWV GHOD\V> WUDGHRII EHWZHHQ
IXQFWLRQDOLW\/ FRVW DQG WLPH UHFRJQL]HG H[SOLFLWO\

(YDOXDWLRQ x 3RVW0KRF WHFKQLFDO HYDOXDWLRQV WR LPSURYH SURMHFW PDQDJHPHQW DQG
HVWLPDWLRQ WHFKQLTXHV

x %XVLQHVV DXGLW WR LPSURYH EXVLQHVV SODQQLQJ SURFHVV DQG SURYLGH
LQFHQWLYHV IRU DFFXUDWH LQLWLDO HYDOXDWLRQ

0DQDJLQJ ,7
IXQFWLRQ

x (PSKDVLV RQ UHWDLQLQJ VNLOOHG HPSOR\HHV WKURXJK IOH[LEOH ZRUN GHVLJQ
DQG LQFHQWLYH V\VWHPV

x ,QYHVWPHQW LQ PDLQWDLQLQJ DQG LPSURYLQJ ,7 FDSDELOLWLHV WKURXJK
UHFUXLWLQJ DQG WUDLQLQJ
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613 0HWKRGV DQG 'DWD

7KH GDWD IRU WKLV VWXG\ LV GUDZQ IURP D PL[WXUH RI TXHVWLRQQDLUHV DQG VHPL0VWUXFWXUHG

LQWHUYLHZV DGPLQLVWHUHG WR PXOWLSOH UHFLSLHQWV DW VL[ EDQNLQJ LQVWLWXWLRQV +ZKHQ WKH VWXG\ LV

FRPSOHWHG ZH H[SHFW WR H[DPLQH VHYHQ RU PRUH LQVWLWXWLRQV,1 4XHVWLRQV FRYHU JHQHUDO LVVXHV RI

,7 PDQDJHPHQW LQ WKH ILUP VXFK DV WKH PHWKRGRORJ\ IRU LGHQWLI\LQJ DQG HYDOXDWLQJ SURMHFWV/

GHYHORSLQJ EXVLQHVV SODQV/ WKH DSSURYDO SURFHVV/ DQG WKHLU SURMHFW PDQDJHPHQW JXLGHOLQHV1

,Q DGGLWLRQ/ ZH FRQGXFWHG LQ0GHSWK LQWHUYLHZV IRFXVLQJ VSHFLILFDOO\ RQ WZR UHFHQW +RU

SHQGLQJ, ,7 LQYHVWPHQW GHFLVLRQV= WKH DGRSWLRQ RI FRPSXWHU0EDVHG KRPH EDQNLQJ +3& EDQNLQJ,/

DQG WKH GHYHORSPHQW RI WKH FRUSRUDWH :RUOG :LGH :HE VLWH1 %\ IRFXVLQJ RQ VSHFLILF SURMHFWV ZH

ZHUH DEOH WR VHH KRZ WKHLU JHQHUDO SURFHGXUHV ZHUH +RU ZHUH QRW, IROORZHG/ FRPSDUH EXVLQHVV

SODQV DQG DSSURDFKHV DFURVV LQVWLWXWLRQV IRU D VLPLODU SURMHFW/ DQG JHQHUDOO\ REWDLQ VSHFLILF

DQVZHUV RQ KRZ WKH EDQN DFWXDOO\ PDNHV GHFLVLRQV DQG LPSOHPHQWV WHFKQRORJ\ SURMHFWV1 7KHVH

SURMHFWV DUH ERWK UHODWLYHO\ UHFHQW DQG UHSUHVHQW WZR GLIIHUHQW W\SHV RI WHFKQRORJ\ GHFLVLRQV WKDW

EDQNV FRPPRQO\ IDFH1 3& EDQNLQJ LV D UHODWLYHO\ ZHOO0GHILQHG SURGXFW ZLWK D ODUJH SRWHQWLDO

YHQGRU EDVH/ DPSOH H[DPSOHV RI KRZ RWKHU EDQNV LPSOHPHQW WKH WHFKQRORJ\ DQG GHVLJQ VLPLODU

SURGXFWV/ DQG D ZHOO GHILQHG SURMHFW RZQHU +HLWKHU WKH DOWHUQDWLYH GHOLYHU\ JURXS LQ WKH UHWDLO EDQN

RU WKH KHDG UHWDLO H[HFXWLYH,1 7KXV/ LW LV UHSUHVHQWDWLYH RI WKH W\SLFDO/ PRGHUDWH VL]H WHFKQRORJ\

SURMHFW WKDW D EDQN PLJKW XQGHUWDNH1

7KH FRUSRUDWH ZHE SDJH LV PRUH RI DQ LQIUDVWUXFWXUH SURMHFW/ ZKLFK KDV D PXOWLWXGH RI

SRWHQWLDO RZQHUV DQG EHQHILFLDULHV DQG DW WKH PRPHQW LV UHODWLYHO\ LOO GHILQHG LQ WHUPV RI EXVLQHVV

REMHFWLYH1 %HFDXVH WKH EHQHILWV DUH GLIILFXOW WR TXDQWLI\ DQG VSRQVRUVKLS RI WKH SURMHFW LV OLNHO\ WR

EH YDJXH/ ZH ZRXOG H[SHFW WKDW WKLV SURMHFW ZRXOG EH DW OHDVW SDUWLDOO\ KDQGOHG RXWVLGH WKH

QRUPDO WHFKQRORJ\ HYDOXDWLRQ SURFHVV1 ,Q DGGLWLRQ/ LQIUDVWUXFWXUH LQYHVWPHQWV ZHUH LGHQWLILHG DV

D NH\ FRQFHUQ RI &KLHI ,QIRUPDWLRQ 2IILFHUV LQ RXU SUHOLPLQDU\ LQYHVWLJDWLRQV15

)RU HDFK VXE0FRPSRQHQW RI WKH TXHVWLRQQDLUH/ ZH DWWHPSWHG WR LGHQWLI\ WKH PRVW

LQIRUPHG UHVSRQGHQW ++XEHU DQG 3RZHU/ 4<;8,1 )RU H[DPSOH/ WR JHW WKH GHWDLOV RQ WKH 3&

EDQNLQJ LPSOHPHQWDWLRQ/ ZH VSRNH ZLWK WKH SURMHFW OHDGHUV RQ WKH LPSOHPHQWDWLRQ WHDP/ WKH

PDUNHWLQJ GLUHFWRU UHVSRQVLEOH IRU SURPRWLQJ WKH SURGXFW/ WKH VHQLRU UHWDLO H[HFXWLYH LQ WKH EDQN

RQ KRZ 3& EDQNLQJ ILWV LQWR FRUSRUDWH VWUDWHJ\/ WKH &,2 RQ KRZ 3& EDQNLQJ ZDV RU ZDV QRW D

5 )ROORZLQJ RXU ILUVW SLORW VLWH IRU WKH TXHVWLRQQDLUH/ ZH FRQYHQHG D JURXS RI UHSUHVHQWDWLYHV IURP WKH RWKHU VLWHV WR
UHYLHZ SUHOLPLQDU\ UHVXOWV DQG WR GLVFXVV VSHFLILF LVVXHV WKDW VKRXOG EH SXUVXHG LQ WKH VWXG\1
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W\SLFDO SURMHFW DQG KRZ LW ZDV DSSURYHG/ DQG WKH PDQDJHU RI WKH FDOO FHQWHU WKDW SURYLGHG VXSSRUW

WR 3& EDQNLQJ XVHUV1

2YHUDOO/ RXU LQWHUYLHZV LQYROYHG DSSUR[LPDWHO\ 43 SHRSOH DW HDFK LQVWLWXWLRQ IRU URXJKO\

418 KRXUV HDFK1 $SSHQGL[ $ FRQWDLQV GHWDLOV IRU KRZ WR REWDLQ FRSLHV RI WKH VWUXFWXUHG

LQWHUYLHZLQJ LQVWUXPHQW XVHG LQ WKLV LQYHVWLJDWLRQ1
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713 3UHOLPLQDU\ 5HVXOWV RQ WKH *HQHUDO 7HFKQRORJ\ 'HFLVLRQ 3URFHVV

)ROORZLQJ RXU HDUOLHU GLVFXVVLRQ RI WKH VHYHQ EDVLF FRPSRQHQWV RI ,7 LQYHVWPHQW

PDQDJHPHQW/ ZH GLVFXVV RXU HPSLULFDO REVHUYDWLRQV WR GDWH RQ HDFK1

714 ,GHQWLILFDWLRQ RI 2SSRUWXQLWLHV

,Q RXU LQLWLDO DQDO\VLV/ ZH ILQG WKDW PRVW EDQNV VWLOO DGKHUH WR WKH SURMHFW0EDVHG

SKLORVRSK\ RI ,7 DUHDV UHDFWLYHO\ UHVSRQGLQJ WR UHTXHVWV UDWKHU WKDQ SURDFWLYHO\ VHHNLQJ RXW QHZ

WHFKQRORJ\ DSSOLFDWLRQV1 $OO VL[ RI RXU VLWHV LQGLFDWHG WKDW WKH SULPDU\ LGHQWLILFDWLRQ RI QHZ ,7

RSSRUWXQLWLHV ZDV IURP WKH EXVLQHVV XQLW/ ZLWK RQO\ RQH VLWH VWDWLQJ WKDW WKH ,7 DUHD RFFDVLRQDOO\

SURYLGHV LQSXW1 ,Q DGGLWLRQ/ WKH ,7 DUHD KDV KLVWRULFDOO\ SOD\HG D OLPLWHG UROH LQ SURYLGLQJ

WHFKQRORJ\ HGXFDWLRQ WR OLQH PDQDJHUV DQG H[HFXWLYHV LQ WKH EXVLQHVV XQLWV> DQG ZKHQ WKH\ GR/ LW

LV DJDLQ E\ UHDFWLQJ WR WKH EXVLQHVV XQLWV UHTXHVWV1

2QH DUHD ZKHUH WKH EDQNV WHQG WR QRW KDYH UHDFWLYH ,7 DUHDV LV IRU LQIUDVWUXFWXUH SURMHFWV1

,Q WKLV FDVH/ WKH SURMHFWV DUH W\SLFDOO\ LQLWLDWHG E\ ,7 DV ZHOO DV IXQGHG FHQWUDOO\ WKURXJK WKH ,7

EXGJHW1
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7DEOH 51 ,GHQWLILFDWLRQ RI ,7 2SSRUWXQLWLHV

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

+RZ DUH QHZ
,7
RSSRUWXQLWLHV
LGHQWLILHG"

x 'ULYHQ E\
VSHFLILF
EXVLQHVV XQLW
REMHFWLYHV

x 'ULYHQ E\
EXVLQHVV XQLW
PDQDJHUV

x 'ULYHQ E\
EXVLQHVV XQLW
PDQDJHUV

x 3ULPDULO\
OLQH RI
EXVLQHVV

x 6RPHWLPHV
LQSXW IURP ,7
WR EXVLQHVV
XQLW

x 'ULYHQ E\
EXVLQHVV XQLW
PDQDJHUV

x 'ULYHQ E\
EXVLQHVV XQLW
PDQDJHUV

5ROH RI ,7 LQ
LQIUDVWUXFWXUH
SURMHFWV"

x )XQGHG
WKURXJK
FHQWUDO ,7
EXGJHW

x 1R IRUPDO
MXVWLILFDWLRQ

x ,7 GULYHV
SURMHFWV

x )XQGHG DOO
LQIUDVWUXFWXUH
WKURXJK
FHQWUDO ,7
EXGJHW

x 6HWV
VWDQGDUGV

x )XQGHG
WKURXJK
FHQWUDO ,7
EXGJHW

x ,7 GULYHV
SURMHFWV

x 6HWV
VWDQGDUGV

x 8VXDOO\
IXQGHG
WKURXJK
FHQWUDO ,7
XQOHVV OHDG
XVHUV
LGHQWLILHG

x 0D\ EH
³WD[HG´ WR
EXVLQHVV
XQLWV

x ,7 SURMHFW
OHDGHU EXW WU\
WR HQOLVW
EXVLQHVV XQLW
OHDGHU

x 5HFRPPHQGD
WLRQV FRPH
IURP &,2
DQG DUH
DSSURYHG E\
&KDLUPDQ

x 6HWV
VWDQGDUGV

x )XQGLQJ
WKURXJK
WHFKQRORJ\
+&,2, EXGJHW

x )XQGHG E\
/2% XVLQJ
WHFKQRORJ\

x ,V DQ LVVXH
E2F
LQIUDVWUXFWXUH
FLWHG DV D
HQWHUSULVH0
ZLGH
ZHDNQHVV

5ROH RI ,7 LQ
WHFKQRORJ\
HGXFDWLRQ"

x 0RVWO\
UHDFWLYH

x (IIHFWLYH
DIWHU LGHD
LGHQWLILHG

x 0RVWO\
UHDFWLYH

x (IIHFWLYH
DIWHU LGHD
LGHQWLILHG

x 0RVWO\
UHDFWLYH

x (IIHFWLYH
DIWHU LGHD
LGHQWLILHG

x 6WURQJ
IHHOLQJ
EXVLQHVV GRHV
QRW NQRZ
HQRXJK DERXW
WHFKQRORJ\

x ,7 EHJLQQLQJ
WR KDYH
³WHFKQRORJ\
GD\V´ WR
HGXFDWH
VHQLRU
EXVLQHVV XQLW
PDQDJHUV

x 0RVWO\
UHDFWLYH

x (IIHFWLYH
DIWHU LGHD
LGHQWLILHG

x 0RVWO\
UHDFWLYH

x (IIHFWLYH
DIWHU LGHD
LGHQWLILHG
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715 (YDOXDWLQJ 2SSRUWXQLWLHV

2XU UHVXOWV VXJJHVW WKDW DOPRVW DOO EDQNV KDYH D IRUPDO SURFHVV IRU HYDOXDWLQJ

SURMHFWV LQFOXGLQJ D TXDOLWDWLYH DQG TXDQWLWDWLYH MXVWLILFDWLRQ WKDW LV HLWKHU D SD\EDFN SHULRG RU

GLVFRXQWHG FDVK0IORZ DQDO\VLV1 7KHUH LV OLWWOH XVH RI PRUH VRSKLVWLFDWHG HYDOXDWLRQ WRROV VXFK DV

UHYHUVH GLVFRXQWHG FDVK IORZ +'&),/ VFHQDULR SODQQLQJ RU GHFLVLRQ WUHH DQDO\VLV1 7KHUH LV DOVR D

FRQVLVWHQW ODFN RI H[DPLQDWLRQ RI SRWHQWLDO HQYLURQPHQWDO UHVSRQVHV RU FKDQJHV ERWK LQ WKH

TXDQWLWDWLYH DQG TXDOLWDWLYH SRUWLRQV RI WKH EXVLQHVV FDVHV ZH UHYLHZHG1 ,Q WHUPV RI FRVW

HVWLPDWLRQ/ IHZ RUJDQL]DWLRQV XVH IRUPDO FRVW HVWLPDWLRQ PRGHOV/ DOWKRXJK PDQ\ FODLP WKDW WKHLU

PHWKRGV/ ZKLFK DUH EDVHG RQ FRPSDULVRQ WR KLVWRULFDO H[SHULHQFH/ KDYH SURYHQ WR EH IDLUO\

DFFXUDWH1 $OVR/ VRPH RUJDQL]DWLRQV PD\ FRPSHQVDWH IRU LQDFFXUDWH LQLWLDO HVWLPDWHV E\

SURDFWLYHO\ DGMXVWLQJ WKH VFKHGXOH DV WKH SURMHFW1

7KH UHVSRQVLELOLW\ IRU SURMHFW SODQV YDULHV VXEVWDQWLDOO\1 2UJDQL]DWLRQ*V UDQJHG IURP WKH

SURMHFW SODQQLQJ SULPDULO\ FRQGXFWHG E\ WKH ,7 IXQFWLRQ WR D PXOWLIXQFWLRQDO WHDP WR SODQQLQJ

SULPDULO\ FRQGXFWHG E\ WKH EXVLQHVV XQLWV1

7DEOH 61 (YDOXDWLRQ RI 2SSRUWXQLWLHV

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

7RROV XVHG IRU
ILQDQFLDO
MXVWLILFDWLRQ

x%DVLF 139
DQDO\VLV

x,QIRUPDO
EHQHILW
HVWLPDWHV

x&RVW VDYLQJV
HVWLPDWHV

x52(

x6L]H RI SURMHFW

x%DVLF 139
DQDO\VLV

x,QIRUPDO
EHQHILWV
HVWLPDWHV

x%DVLF 139
DQDO\VLV

x,QIRUPDO
EHQHILWV
DQDO\VLV

x)RUPDO
EHQHILWV
DQDO\VLV

x139 DQDO\VLV
PHDVXULQJ
IORZV WR
HDUQLQJV DQG
FRVW VDYLQJV

7RROV +LI DQ\,
XVHG IRU
TXDOLWDWLYH
HYDOXDWLRQ

x0HDVXUH ILW
ZLWK EDQN*V
VWUDWHJLF SODQ

x0HDVXUH ILW
ZLWK EDQN*V
VWUDWHJLF SODQ

([WHQW RI
H[WHUQDO IRFXV
RI WKH
HYDOXDWLRQ

x%RWK LQWHUQDO
DQG H[WHUQDO

x3ULPDULO\
LQWHUQDO

x3ULPDULO\
LQWHUQDO

x3ULPDULO\
LQWHUQDO

x3ULPDULO\
LQWHUQDO

x 3ULPDULO\
LQWHUQDO

7RROV XVHG IRU
FRVW2UHVRXUFH
DQDO\VLV

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

x1R IRUPDO
WRROV> UHO\ RQ
DQDO\VW
MXGJPHQW

:KR LV
LQYROYHG LQ WKH
LQLWLDO SURMHFW
SODQ"

x%XVLQHVV XQLW
SULPDULO\ ZLWK
LQSXW IURP ,7

x%XVLQHVV XQLW
SULPDULO\ ZLWK
LQSXW IURP ,7

x%XVLQHVV XQLW
SULPDULO\ ZLWK
LQSXW IURP ,7
LQ VHFRQG
SKDVH

x)RUPDO PXOWL0
IXQFWLRQDO
SURMHFW WHDP

x,7 WHQG WR OHDG
HYDOXDWLRQ
HIIRUW

x%XVLQHVV XQLW
SULPDULO\

x%XVLQHVV XQLW
SULPDULO\ ZLWK
LQSXW IURP ,7
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716 $SSURYLQJ ,7 3URMHFWV

,Q SUDFWLFH WKHUH DUH JHQHUDOO\ PXOWLSOH FRPPLWWHHV ZLWK D ZLGH YDULHW\ RI UHVSRQVLELOLWLHV

IRU DSSURYLQJ ,7 SURMHFWV1 :KLOH WKHVH FRPPLWWHH VWUXFWXUHV DUH RIWHQ IDLUO\ FRPSOH[/ WKH\ VKDUH

VRPH FRPPRQ WUDLWV1 )LUVW/ WKH\ DUH JHQHUDOO\ RUJDQL]HG E\ VL]H RI LQYHVWPHQW> VPDOOHU SURMHFWV

FDQ EH DSSURYHG DW WKH GHSDUWPHQW RU EXVLQHVV XQLW OHYHO ZKLOH ODUJHU SURMHFWV +JUHDWHU WKDQ D VHW

OHYHO/ ZKLFK ZDV EHWZHHQ '833N DQG '4PP IRU RXU WKH LQVWLWXWLRQV ZH KDYH EHHQ H[DPLQLQJ,

JHQHUDOO\ JR WR KLJKHU OHYHOV/ DV KLJK DV WKH ERDUG RI WKH EDQN1 7KH REMHFWLYH RI WKLV WLHULQJ

DSSHDUV WR EH WR WLH ILQDQFLDO DFFRXQWDELOLW\ ZLWK WKH DSSURSULDWH OHYHO RI PDQDJHULDO DXWKRULW\1

6HFRQG/ WKH FRPPLWWHHV DUH DOPRVW DOZD\V PXOWLIXQFWLRQDO LQ QDWXUH> ORZHU OHYHO

FRPPLWWHHV JHQHUDOO\ LQYROYH ,7 SURMHFW PDQDJHUV DQG GHSDUWPHQW2EXVLQHVV XQLW PDQDJHUV/ ZKLOH

FRPPLWWHHV DW KLJKHU OHYHOV XVXDOO\ LQYROYH H[HFXWLYHV IURP RWKHU EXVLQHVV XQLWV/ ZKLFK RYHUVHH

DQG DSSURYH D SRUWIROLR RI SURMHFWV DFURVV WKH HQWLUH EDQN1

)LQDOO\/ GHVSLWH FRPSOH[ IRUPDO SURFHVVHV IRU WKH DSSURYDO RI SURMHFWV/ WKHUH LV OLWWOH

HYLGHQFH WKDW WKH KLJKHU OHYHO FRPPLWWHHV DFWXDOO\ WDNH D VXEVWDQWLDO UROH LQ WKH GHFLVLRQ SURFHVV1

)HZ LI DQ\ SURMHFWV DUH UHMHFWHG E\ JURXSV RXWVLGH WKH EXVLQHVV XQLW> DOPRVW DOO WKH VFUHHQLQJ

RFFXUV DW D ORZHU OHYHO1 7KLV PD\ EH SDUWLFXODUO\ WUXH IRU RUJDQL]DWLRQV WKDW PDNH PRVW RI WKH

GHFLVLRQV EDVHG RQ WKH TXDQWLWDWLYH DQDO\VLV 00 RQO\ ZKHQ D SURMHFW H[FHHGV WKH UHTXLUHG ILQDQFLDO

KXUGOH LV D SURMHFW EURXJKW WR D KLJKHU OHYHO FRPPLWWHH/ DQG LW LV UDUH WKDW WKHVH SURMHFW SURSRVDOV

DUH UDGLFDOO\ DOWHUHG GXULQJ WKH FRPPLWWHH HYDOXDWLRQ1 7KXV/ LW PD\ EH EHWWHU WR LQWHUSUHW WKHVH

FRPPLWWHHV DV LQIRUPDWLRQDO JURXSV UDWKHU WKDQ GHFLVLRQ0PDNLQJ ERGLHV1

(YHQ WKRXJK WKH IRUPDO SURFHVVHV DUH ZHOO GHYHORSHG/ LQIRUPDO SURFHVVHV SOD\ D ODUJH

UROH/ SDUWLFXODUO\ LQ WKH DOORFDWLRQ RI UHVRXUFHV DFURVV SURMHFWV1 :KLOH LQ VRPH FDVHV WKHUH ZDV DQ

DWWHPSW WR XVH D VWUXFWXUHG SULRULW\ SURFHVV DFURVV EXVLQHVV XQLWV/ PRVW SULRULWL]DWLRQ GHFLVLRQV DUH

PDGH EDVHG RQ KLVWRULFDO QRUPV +IXWXUH EXGJHWV WUDFN SUHYLRXV EXGJHWV,/ IDLUQHVV +D JURXS WKDW

KDV QRW KDG D UHFHQW PDMRU LQYHVWPHQW PD\ JHW RQH DSSURYHG HYHQ LI LW PD\ QRW EH KLJKHVW

SULRULW\ IRU WKH LQVWLWXWLRQ,/ DQG FXOWXUDO QRUPV1 7KHVH SUDFWLFHV UDLVH WKH TXHVWLRQ DV WR ZKHWKHU

WKLV IRUP RI FRPPLWWHH VWUXFWXUH LV DQ HIIHFWLYH PHFKDQLVP IRU PDQDJLQJ FURVV0SURMHFW EXGJHW

DOORFDWLRQV1

7KH LQIRUPDO SURFHVVHV DUH KLJKO\ HYLGHQW IRU SURMHFWV WKDW GR QRW IDOO ZLWKLQ D VSHFLILF

EXVLQHVV XQLW1 7\SLFDOO\/ DW DQ HDUO\ VWDJH DQ H[HFXWLYH EXVLQHVV RZQHU LV LGHQWLILHG IRU D SURMHFW1

8VXDOO\ IRU SURMHFWV RULJLQDWLQJ LQ D GHSDUWPHQW RU EXVLQHVV XQLW/ EXVLQHVV XQLW PDQDJHUV +RU WKHLU
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UHSRUWV, DUH UHVSRQVLEOH IRU FKDPSLRQLQJ WKH SURMHFW1 +RZHYHU/ IRU SURMHFWV WKDW SRWHQWLDOO\

EHQHILW PXOWLSOH XVHUV RU SURYLGH LQGLUHFW EHQHILWV/ WKH GHFLVLRQ SURFHVV LV PXFK OHVV FOHDU1 )RU

H[DPSOH/ PDQ\ EDQNV KDYH EHJXQ PDNLQJ LQYHVWPHQWV LQ FRUSRUDWH0ZLGH QHWZRUNLQJ DQG

VRIWZDUH VWDQGDUGV> WKHVH LQYHVWPHQWV SRWHQWLDOO\ EHQHILW DOO XVHUV/ EXW QRW XQWLO IXWXUH VRIWZDUH

SURMHFWV DUH XQGHUWDNHQ WR XWLOL]H WKLV FDSDELOLW\1 )RU H[DPSOH/ KLJKO\ WHFKQLFDO LQIUDVWUXFWXUH

SURMHFWV WHQG WR EH RZQHG E\ WKH ,7 IXQFWLRQ DQG FKDUJHG RXW WR WKH EXVLQHVV XQLWV DV D ³WD[´1

/HVV WHFKQLFDO SURMHFWV WKDW DOVR KDYH DQ LQIUDVWUXFWXUH FKDUDFWHULVWLF/ VXFK DV WKH FRUSRUDWH ZHE

SDJH/ KDYH OHVV FOHDU OLQHV RI DXWKRULW\1 ,Q WKH VL[ LQVWLWXWLRQV ZH VWXGLHG/ WKH ZHE SDJH KDG D

GLIIHUHQW FRUSRUDWH VSRQVRU DW HDFK1 2XU SUHOLPLQDU\ REVHUYDWLRQ LV WKDW WKHUH LV OLWWOH IRUPDO

DSSDUDWXV IRU KDQGOLQJ WKHVH ³H[FHSWLRQ´ W\SH RI SURMHFWV/ ZKLFK PD\ PDNH WKHLU PDQDJHPHQW

DQG LPSOHPHQWDWLRQ PRUH GLIILFXOW1

)LQDOO\/ WKH PHFKDQLVP IRU IXQGLQJ DQG EXGJHW DFFRXQWDELOLW\ LQWHUDFWV VWURQJO\ ZLWK WKH

DSSURYDO SURFHVV1 ,Q PRVW FDVHV/ DOPRVW DOO ,7 FKDUJHV DUH ERUQH GLUHFWO\ E\ EXVLQHVV XQLWV DQG

WKXV D XQLW PDQDJHU ZLOOLQJ WR SD\ IRU WKH SURMHFW RXW RI WKHLU RZQ EXGJHW ZLOO EH XQOLNHO\ WR KDYH

D SURMHFW UHMHFWHG1 :KHUH WKHUH LV QR EXVLQHVV XQLW RZQHU WR IXQG WKH SURMHFW/ HYHQ UHODWLYHO\

VPDOO SURMHFWV FDQ EH GLIILFXOW WR DSSURYH1 7KLV SRWHQWLDOO\ FUHDWHV LQYHVWPHQW ELDVHV WRZDUG

QDUURZ/ EXVLQHVV XQLW VSHFLILF SURMHFWV/ UDWKHU WKDQ HQWHUSULVH0ZLGH HIIRUWV WKDW UHTXLUH PXOWLSOH

H[HFXWLYHV WR DJUHH WR FROOHFWLYHO\ IXQG D SURMHFW1
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7DEOH 71 $SSURYLQJ ,7 3URMHFWV

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

6NHWFK RI
FRPPLWWHH
VWUXFWXUH

x %XVLQHVV XQLW
ILOWHUV LGHDV
DQG SUHVHQWV
WR WHFKQRORJ\
FRPPLWWHH

x /DUJHU
SURMHFWV JR WR
EDQN0OHYHO
FRPPLWWHH

x 1R IRUPDO
VWUXFWXUH0
JRHV IURP
6%8 KHDG WR
&KDLUPDQ

x %XVLQHVV XQLW
WHFKQRORJ\
FRPPLWWHH
ILUVW VLJQRII>
WKHQ WR
UHJLRQDO
H[HFXWLYHV

x /DUJHU
SURMHFWV JR WR
,7 ERDUG RU
EDQN ERDUG

x ,QLWLDO LGHDV
JR WR
EXVLQHVV XQLW
UHSUHVHQWDWLY
HV RI ,7

x /DUJHU
SURMHFWV JR WR
,7 ERDUG RU
EDQN RU
KROGLQJ
FRPSDQ\
ERDUG

x 6DPH DV EDQN
PDQDJHPHQW
FRPPLWWHH
H[FHSW QR
FKDLUPDQ RU
&(2

x 3ODQQLQJ
&RPPLWWHH
RI 7 9LFH
&KDLUPDQ
DQG 4
3UHVLGHQW

x /DUJHU
SURMHFWV JR WR
&KDLUPDQ
DQG WKH
%RDUG

/HYHO RI
VSHQGLQJ
EHIRUH SURMHFW
JRHV WR ,7
VWHHULQJ
FRPPLWWHH

x 483. x <33. x 533. x :83. x 833.
IRUPDOO\/
'433.
LQIRUPDOO\

x 1RW DQ DFWLYH
FRPPLWWHH0
FRPSULVHG RI
7 9LFH
&KDLUPDQ
DQG &72

/HYHO RI
VSHQGLQJ
EHIRUH SURMHFW
JRHV WR EDQN
ERDUG

x '833. x '5PP x '833. x '8PP x '8PP x '43PP
+'5PP
LQIRUPDOO\,

+RZ DUH
UHVRXUFHV
DOORFDWHG
EHWZHHQ
EXVLQHVV
XQLWV"

x 7HFKQRORJ\
FRPPLWWHH
GHFLGHV RQ
SULRULWL]DWLRQ

x 3ULRULW\
V\VWHP +408,
UDWLQJ/ EXW
KHDYLO\
VXEMHFWLYH
EDVHG RQ 52,
DQG SDVW
VXFFHVV

x 3ULRULWLHV
FRPPLWWHH
FKDUJHG ZLWK
DOORFDWLRQ

x 3ULPDULO\
EDVHG RQ
SUHYLRXV
EXGJHW DQG
³IDLUQHVV´

x 7HFKQRORJ\
6WHHULQJ
&RPPLWWHH
GHFLGH RQ
SULRULWL]DWLRQ

x 3ODQQLQJ
&RPPLWWHH
GHFLGHV RQ
SULRULWL]DWLRQ

:KDW UROH
GRHV ,7 SOD\
LQ
FRRUGLQDWLQJ
SURMHFWV
DFURVV WKH
RUJDQL]DWLRQ"

x 7KURXJK
LQYROYHPHQW
LQ SULRULWLHV
FRPPLWWHH

x &,2 FDQ
LQIRUPDOO\
LQIOXHQFH
6%8
VSRQVRUV

x 7KURXJK
LQYROYHPHQW
LQ SULRULWLHV
FRPPLWWHH

x 6RPH HIIRUW
RI FRRUG1 E\
&,2 EXW QRW
V\VWHPDWLF

x 1R
SULRULWL]DWLRQ
E\ ERDUG 0
WKH\ UHVSRQG
\HV RU QR

x 7KURXJK
LQYROYHPHQW
LQ 7HFK1
6WHHULQJ
&RPPLWWHH

x /LWWOH0 GRQH
E\ 3ODQQLQJ
&RPPLWWHH

7R ZKDW
EXGJHW DUH ,7
SURMHFWV
FKDUJHG"

x %XVLQHVV
XQLWV SD\
433( RI DOO
QRQ0
LQIUDVWUXFWXUH
FRVWV

x %XVLQHVV
XQLWV SD\
;3( RI ,7
H[SHQGLWXUH

x <8( IXQGHG
E\ EXVLQHVV
XQLWV

x 6HUYLFH
FRUSRUDWLRQ
EXGJHW
FRQWDLQV ,7
SURMHFWV

x %XVLQHVV
XQLWV SD\
433(

x %XVLQHVV
XQLWV SD\
433(

:KHUH DUH
SURMHFWV NLOOHG
2DSSURYHG

x %XVLQHVV XQLW x %XVLQHVV XQLW x %XVLQHVV XQLW x %XVLQHVV XQLW x %XVLQHVV XQLW x %XVLQHVV XQLW
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7DEOH 71 $SSURYLQJ ,7 3URMHFWV +FRQWLQXHG,

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

+RZ PDQ\
SURMHFWV DUH
DSSURYHG DW
FRPPLWWHH
OHYHO"

x 433( x 12$ x 433( x (VVHQWLDOO\
DOO

x <3( x ;3.(

2I SURMHFWV
WKDW DUH
XQGHUWDNHQ
ZKDW
SHUFHQWDJH DUH
SODQQHG IRU LQ
WKH EXGJHW"

x 98( SODQQHG x 12$ x 78( SODQQHG x 83( SODQQHG x 83( SODQQHG x 83( SODQQHG
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7170DNH0%X\ 'HFLVLRQ

$OPRVW DOO RI WKH EDQNV LQ RXU VDPSOH XWLOL]H VRPH IRUP RI RXWVRXUFLQJ DOWKRXJK QR EDQN

KDV DGRSWHG D WRWDO RXWVRXUFLQJ DUUDQJHPHQW1 6LPLODUO\/ HDFK EDQN XWLOL]HV FRQWUDFW ZRUNHUV

KRZHYHU WKH\ YDU\ VRPHZKDW LQ WKHLU PL[ EHWZHHQ HPSOR\HHV DQG FRQWUDFW VWDII RQ SURMHFWV +LQ

HYHU\ FDVH/ WKH XVH RI FRQWUDFW ZRUNHUV KDV ULVHQ VXEVWDQWLDOO\ GXH WR WKH \HDU 5333 ><5.@

SUREOHP HIIRUWV,1 +RZHYHU/ WKH EDQNV YDULHG RQ WKHLU H[WHQW RI FXVWRPL]LQJ WKLUG0SDUW\ VRIWZDUH1

$W RQH H[WUHPH/ D EDQN ORRNHG WR SULPDULO\ EXLOG LWV RZQ VRIWZDUH/ ZKLOH DW WKH RWKHU H[WUHPH/ D

EDQN ORRNHG WR EX\ WKLUG0SDUW\ VRIWZDUH DQG SHUIRUP DV OLWWOH FXVWRPL]DWLRQ DV SRVVLEOH1 7KH

PDMRULW\ RI WKH EDQNV IHOO LQ EHWZHHQ WKHVH H[WUHPHV/ EX\LQJ WKLUG0SDUW\ VRIWZDUH DQG H[WHQVLYHO\

FXVWRPL]LQJ LW1

,Q ERWK WKH 3& DQG WKH ZHE SURMHFWV +WR EH GLVFXVVHG PRUH H[WHQVLYHO\ ODWHU, WKH EDQNV

VHOHFWLYHO\ RXWVRXUFHG PDQ\ RI WKH LQGLYLGXDO DFWLYLWLHV/ RIWHQ WR GLIIHUHQW ILUPV/ EXW UHPDLQHG

UHVSRQVLEOH IRU WKH RYHUDOO PDQDJHPHQW DQG JXLGDQFH RI WKH SURMHFW1 :KLOH WKHUH ZDV OLWWOH

HYLGHQFH WKDW EDQNV KDG H[SHULHQFHG XQXVXDO SUREOHPV GXH WR RXWVRXUFLQJ ULVNV/ RXU DQDO\VLV

PD\ EH VXEMHFW WR WKH ELDV RI IRFXVLQJ RQ UHFHQW SURMHFWV/ ZKHUH SUREOHPV KDYH \HW WR PDWHULDOL]H1

2XU LQWHUYLHZV VXJJHVW WKDW WKH DELOLW\ WR REWDLQ VSHFLILF WHFKQLFDO VNLOOV ZDV D SULPDU\ GULYHU RI

WKH GHFLVLRQ/ DQG VHFRQGDULO\ D VLPSOH QHHG WR KDYH VXIILFLHQW VWDII WR FRQGXFW QHZ V\VWHPV

GHYHORSPHQW DQG PDLQWHQDQFH ZRUN ZKLOH UHPHG\LQJ WKH <5. SUREOHP1
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7DEOH 81 8VH RI 7KLUG 3DUWLHV LQ ,7 $UHDV
%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

:KDW
SHUFHQW RI ,7
DUHD ZDV
FRQWUDFW
ZRUNHUV
SULRU WR
<5."

x 8( x 43053( x 8048( x 43048( x 304( x 8(

:KDW
SHUFHQW RI ,7
DUHD LV
FRQWUDFW
ZRUNHUV
GXULQJ <5."

x 58( x 66( x 53( x 58066( x 43( x 53(

,Q WHUPV RI
VRIWZDUH
XVHG DW WKH
EDQN/ WR
ZKDW H[WHQW
GRHV \RXU
EDQN
FXVWRPL]H
WKLUG SDUW\
SDFNDJHV"

x ([WHQVLYH
FXVWRPL]DWLRQ

x /RRNV WR
EXLOG UDWKHU
WKDQ EX\/ EXW
WU\LQJ WR
FKDQJH WKDW

x ([WHQVLYH
FXVWRPL]DWLRQ

x ([WHQVLYH
FXVWRPL]DWLRQ

x 'RHV YHU\
OLWWOH
FXVWRPL]DWLRQ

x ([WHQVLYH
FXVWRPL]DWLRQ

+RZ KDV
RXWVRXUFLQJ
EHHQ XVHG IRU
3& EDQNLQJ"

x $OO 3& %DQNLQJ
H[FHSW VXSSRUW

x ,QLWLDO :HE
GHYHORSPHQW

x 6RPH 3&
WHFKQLFDO
GHYHORSPHQW

x $OO 3&
%DQNLQJ
H[FHSW VXSSRUW

x :HE
GHYHORSPHQW

x 3& EDQNLQJ
QHWZRUN

x 7HFK 6XSSRUW
IRU 3&
%DQNLQJ

x 3& EDQNLQJ
QHWZRUN

x $OO 3&
%DQNLQJ
H[FHSW VXSSRUW

x :HE
GHYHORSPHQW

x $OO 3&
%DQNLQJ
H[FHSW VXSSRUW

+RZ KDV
RXWVRXUFLQJ
EHHQ XVHG IRU
FRUSRUDWH
ZHE SDJH"

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG

x ,QLWLDO
GHYHORSPHQW
RXWVRXUFHG

x +RVWLQJ
RXWVRXUFHG
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7180DQDJLQJ ,7 3URMHFWV

,Q WKH VL[ EDQNV ZH VWXGLHG/ ZH IRXQG D IDLUO\ KLJK OHYHO RI VRSKLVWLFDWLRQ LQ WKH ,7

SURMHFW PDQDJHPHQW SURFHVV1 0RVW EDQNV EHJDQ SURMHFWV ZLWK IRUPDO WLPH DQG FRVW HVWLPDWHV

DOWKRXJK WKHVH ZHUH JHQHUDOO\ QRW SUHSDUHG XVLQJ HVWLPDWLRQ PRGHOV1 1RQHWKHOHVV/ PRVW V\VWHPV

SHUVRQQHO ZH LQWHUYLHZHG ZHUH VDWLVILHG ZLWK WKH DFFXUDF\ RI WKHLU SURMHFW SODQV1 5RXJKO\ KDOI

WKH EDQNV KDG HQG0XVHU LQYROYHPHQW/ DW OHDVW DW WKH EHJLQQLQJ RI WKH SURMHFW/ DOWKRXJK VRPH

RUJDQL]DWLRQV WHQGHG WR GHFUHDVH XVHU LQYROYHPHQW DIWHU WKH LQLWLDO SURMHFW SODQ1 $OPRVW DOO

SURMHFWV DW WKH LQVWLWXWLRQV KDG UHJXODU SURMHFW PHHWLQJV DQG UHSRUWV/ DOWKRXJK LQ VRPH FDVHV WKHUH

ZDV DOVR H[HFXWLYH UHYLHZ RI DOO DFWLYH SURMHFWV RQ D SHULRGLF EDVLV1 2QH PDMRU VRXUFH RI

YDULDWLRQ LV WKH H[WHQW WR ZKLFK SURMHFWV ZHUH HQFRXUDJHG WR DFKLHYH SUH0GHVLJQDWHG PLOHVWRQHV1

,Q VRPH LQVWLWXWLRQV/ GHOLYHU\ WLPH ZDV FULWLFDO> LQ RWKHUV/ WKH HPSKDVLV ZDV RQ PHHWLQJ FRVW

WDUJHWV1

6XUSULVLQJO\/ WKHUH ZHUH UHODWLYHO\ IHZ SUREOHP SURMHFWV UHSRUWHG> ZKHQ DVNHG/ PRVW ,7

PDQDJHUV FRXOG WKLQN RI DW PRVW RQH SURMHFW WKDW WKH EDQN KDG WHUPLQDWHG SUHPDWXUHO\1 3DUW RI

WKLV PD\ EH GXH WR KLJKO\ FRQVHUYDWLYH SURMHFW HYDOXDWLRQ PHWKRGV> DOWHUQDWLYHO\/ PDQ\ SURMHFWV

XQGHUZHQW D SLORW SKDVH EHIRUH IXOO LPSOHPHQWDWLRQ DQG WKXV WKH SRWHQWLDOO\ SUREOHPDWLF SURMHFWV

ZHUH WHUPLQDWHG GXULQJ SLORW WHVWLQJ1

,QWHUHVWLQJO\/ LQ WKH 3& EDQNLQJ SURMHFW/ WKH EDQNV KDG D FRQVLGHUDEOH DPRXQW RI YDULDWLRQ

DV WR WKHLU PRWLYDWLRQ DQG WKHLU XOWLPDWH VXFFHVV PHDVXUHV1 7KH PRWLYDWLRQ UDQJHG IURP

FRPSHWLWLYH QHFHVVLW\ WR FXVWRPHU DFTXLVLWLRQ RU UHWHQWLRQ WR FRQYHQLHQFH DQG ORZHU FRVW1 7KHVH

DOVR VHUYHG DV WKH SHUIRUPDQFH PHDVXUHV WKDW WKH EDQNV XVHG/ EXW QR EDQN KDG WKHLU RULJLQDO

PRWLYDWLRQ WXUQ RXW WKH EH WKH DFWXDO RU H[SHFWHG VRXUFH RI YDOXH1
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7DEOH 910DQDJLQJ ,7 3URMHFWV

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

+RZ LV SURJUHVV

RI ,7 SURMHFWV

WUDFNHG"

x 7UDFN FRVW
DQG WLPH
IRUPDOO\

x 7UDFN FRVW
DQG WLPH
IRUPDOO\

x 7UDFN FRVW/
WLPH/ DQG
IXQFWLRQDOLW\
IRUPDOO\

x +DYH ZHHNO\
VWDWXV
XSGDWHV

x 7UDFN FRVW
DQG WLPH
IRUPDOO\

x 7UDFN FRVW
DQG WLPH
IRUPDOO\

+RZ LV SURJUHVV

RI ,7 SURMHFWV

FRPPXQLFDWHG"

x 'LVWULEXWLRQ
RI PLQXWHV RI
PHHWLQJV

x 3URMHFW
PDQDJHU
LQIRUPV /2%
VSRQVRU

x 7KURXJK
FRPPLWWHH
VWUXFWXUH

x 7KURXJK
ZHHNO\
PHHWLQJV

x 7KURXJK
PRQWKO\
VWDWXV UHSRUWV

x :HHNO\
VWDWXV UHSRUWV
WR /2%
VSRQVRU

:KDW DUH WKH

FULWLFDO

GLPHQVLRQV WKDW

SURMHFWV DUH

PDQDJHG WR"

x 6FKHGXOH
GULYHQ
RUJDQL]DWLRQ0
IXQFWLRQDOLW\
DQG FRVW FDQ
EH VDFULILFHG
WR PHHW
VFKHGXOH

x (DFK
WUDQVDFWLRQ LV
FKHDSHU WKDQ
WKH ODVW

x (PSKDVLV RQ
PHHWLQJ FRVW
WDUJHWV

x (PSKDVLV RQ
GHOLYHU\ GDWH

x (PSKDVLV RQ
VFKHGXOH DQG
FRVW

x (PSKDVLV RQ
FRVW WDUJHWV

$UH HQG0XVHUV

IRUPDOO\

LQYROYHG LQ

SURMHFWV"

x 1R x <HV/ WKURXJK
SURMHFW WHDP

x 1R x <HV/ WKURXJK
SURMHFW WHDP

x 1R x <HV/ WKURXJK
7HFKQRORJ\
5HODWLRQVKLS
0DQDJHUV

+DYH WKHUH
EHHQ DQ\
WHFKQRORJ\
EOXQGHUV"

x <HV x 1R x <HV x <HV x <HV x <HV

+DYH DQ\
SURMHFWV EHHQ
VFUDSSHG RQFH
WKH\ ZHUH
VWDUWHG"

x 1R x <HV x 1R x <HV x 1R x 1R

:KDW ZDV WKH

SULPDU\

PRWLYDWLRQ IRU

3& EDQNLQJ"

x &RPSHWLWLYH
QHFHVVLW\

x &XVWRPHU
UHWHQWLRQ

x &RQYHQLHQFH
DQG ORZHU
FRVW

x &XVWRPHU
DFTXLVLWLRQ

x &RQYHQLHQFH x &RVW
UHGXFWLRQ

:KDW LV WKH
SULPDU\ ZD\
WKDW 3&
EDQNLQJ DGGV
YDOXH" +VHOI0
UHSRUWHG,

x &XVWRPHU
UHWHQWLRQ

x %DQN
H[SHULHQFH

x /RZHU FRVW

x &XVWRPHU
FRQYHQLHQFH

x &XVWRPHU
UHWHQWLRQ

x &XVWRPHU
UHWHQWLRQ

x &XVWRPHU
UHWHQWLRQ

x /RZHU FRVW WR
VHUYH
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719 ([0SRVW (YDOXDWLRQ

,Q WKH LQVWLWXWLRQV ZH H[DPLQHG/ ZH IRXQG WKDW WKHUH ZDV YHU\ OLWWOH SURMHFW UHHYDOXDWLRQ1

6RPH LQVWLWXWLRQV SHUIRUPHG D WHFKQLFDO HYDOXDWLRQ DIWHU D SURMHFW ZDV FRPSOHWHG/ EXW IHZ

UHH[DPLQHG ZKHWKHU RU QRW WKH FRVWV DQG EHQHILWV ZHUH DFWXDOO\ DV H[SHFWHG1 +RZHYHU/ WKHUH

GRHV DSSHDU WR EH D FOHDU WUHQG LQ WKLV GLUHFWLRQ> RQH LQVWLWXWLRQ KDG MXVW DGRSWHG D IRUPDO SURMHFW

DXGLW SURFHVV DQG DQRWKHU ZDV EHJLQQLQJ WR LQFOXGH PHDVXUHV GHULYHG IURP ,7 SODQV LQ

PDQDJHULDO FRPSHQVDWLRQ1

7DEOH :1 (YDOXDWLQJ ,7 3URMHFWV
%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

,V WKHUH D
SRVW0DXGLW
UHYLHZ"

1R <HV 1R <HV <HV 1R

:KDW LV WKH
REMHFWLYH RI
SRVW0DXGLWV"

Q2D x 7R DVVHVV
ILQDQFLDO
UHWXUQV DQG
VHH LI
REMHFWLYHV
ZHUH PHW

Q2D x 9DOLGDWH
EXVLQHVV
YDOXH
DVVXPSWLRQV

x 9DOLGDWH
EXVLQHVV
YDOXH
DVVXPSWLRQV

Q2D
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71: 0DQDJLQJ DQG 'HYHORSLQJ WKH ,7 )XQFWLRQ

7DEOH ; VXPPDUL]HV WKH NH\ FKDUDFWHULVWLFV RI WKH VL[ EDQNV LQ WKLV VWXG\ ZLWK UHVSHFW WR

WKHLU PDQDJHPHQW RI WKH ,7 IXQFWLRQ1 $OO RI WKH EDQNV KDG VSHFLDO LQFHQWLYH SURJUDPV LQ SODFH

IRU ,7 SURIHVVLRQDOV/ PRVW LQ WKH IRUP RI ERQXVHV1 $OVR/ ZKLOH WXUQRYHU ZDV VLWHG DV DQ LPSRUWDQW

LVVXH RQ HDFK RI RXU VLWH YLVLWV/ WKHUH ZDV VLJQLILFDQW YDULDWLRQ LQ WKH H[WHQW1 7KHUH ZDV PXFK OHVV

YDULDWLRQ LQ WHUPV RI WKH H[WHQW RI WUDLQLQJ DQ ,7 SURIHVVLRQDO UHFHLYHV1 +RZHYHU/ WKHUH ZDV

YDULDWLRQ DV WR ZKHWKHU WKH WUDLQLQJ ZDV SHUIRUPHG LQ0KRXVH/ RXWVRXUFHG/ RU PRUH FRPPRQO\ D

FRPELQDWLRQ RI WKH WZR1

)LQDOO\/ WKHUH LV D JUHDW GHDO RI IUXVWUDWLRQ E\ WKH ,7 SURIHVVLRQDOV GXH WR WKH ODFN RI

XQGHUVWDQGLQJ E\ VHQLRU PDQDJHPHQW DV WR UROH RI WKH ,7 JURXS LQ WKH RUJDQL]DWLRQ1 ,Q WHUPV RI

PDMRU DUHDV IRU LPSURYHPHQW LQ WKH ,7 SURFHVV/ WKH PDQDJHPHQW RI ,7 SURIHVVLRQDOV UHPDLQV RQH

RI WKH ELJJHVW/ LI QRW WKH ELJJHVW/ FKDOOHQJHV IDFLQJ WKH EDQNLQJ LQGXVWU\1

7DEOH ;10DQDJLQJ DQG 'HYHORSLQJ WKH ,7 )XQFWLRQ

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

:KDW
LQFHQWLYHV DUH
LQ SODFH IRU ,7
SHUVRQQHO"

x )RU KLJK0
OHYHO SHRSOH
WKHUH DUH
VWRFN RSWLRQV/
IRU WKH UHVW
ERQXVHV DUH
XVHG1

x 4XDUWHUO\
ERQXV
SURJUDP

x 8S WR 73( RI
VDODU\ DV
ERQXV

x %RQXV> KXJH
IRU
HPSOR\HHV
ZKR UHPDLQ
DIWHU <5.

x %RQXV
SURJUDP

x %RQXV
SURJUDP DQG
DELOLW\ WR
ZRUN RQ
³IXQ´
SURMHFWV

:KDW LV WKH
DQQXDO
WXUQRYHU RI
WKH ,7
IXQFWLRQ"

x 48( x 47( x 48( x 3( x 73( x ³VDPH DV UHVW
RI LQGXVWU\´

+RZ PXFK
WUDLQLQJ GRHV
WKH DYHUDJH ,7
SHUVRQ UHFHLYH
SHU \HDU"

x 5 ZHHNV x 506 ZHHNV x 4 PRQWK x 506 ZHHNV x 506 ZHHNV x 5 ZHHNV

,V ,7 WUDLQLQJ
SHUIRUPHG
SULPDULO\ LQ0
KRXVH RU LV LW
SULPDULO\
RXWVRXUFHG"

x ,Q KRXVH x 2XWVRXUFHG x &RPELQDWLRQ x &RPELQDWLRQ x &RPELQDWLRQ x &RPELQDWLRQ

,V WKHUH
IRUPDO MRE
URWDWLRQ LQ WKH
,7 IXQFWLRQ"

x 1R x <HV x 1R x 1R x 1R x <HV
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7DEOH ;10DQDJLQJ DQG 'HYHORSLQJ WKH ,7 )XQFWLRQ +FRQWLQXHG,

%DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

:KDW DUH WKH
SULPDU\
SHUIRUPDQFH
PHWULFV IRU WKH
,7 IXQFWLRQ"

x %XGJHW

x $YDLODELOLW\

x &RVW SHU
WUDQVDFWLRQ
IRU WKH
YDULRXV
EXVLQHVVHV

x 0DNH HYHU\
WUDQVDFWLRQ
IDVWHU/ EHWWHU/
FKHDSHU/ HWF1

x 6HFXULW\

x ,QIUDVWUXFWXUH
LQWHJULW\

x )LQDQFLDO
SODQ/
KHDGFRXQW/
DQG WXUQRYHU1
7LPLQJ/
IXQFWLRQDOLW\/
FRVW1

x 0DQDJH WR
EXGJHW

x 7XUQRYHU

x 2SHUDWLRQDO0
RQ0OLQH
DYDLODELOLW\

x 6HUYLFH
TXDOLW\
PHDVXUHG
WKURXJK
VXUYH\V VHQW
WR /2% DQG
FXVWRPHUV

x )LQDQFLDO
SODQ> UHWXUQ
RI SURMHFWV>
HPSOR\HH
UHWHQWLRQ>
VHUYLFH
TXDOLW\ WR
/2%
FXVWRPHUV

:KDW LV WKH
PDMRU FRQFHUQ
LQ WKH ,7 DUHD"

x <5. x 4XDOLILHG
SHRSOH

x 5HVRXUFHV WR
GR DOO
SURMHFWV

x <5. WKHQ
PHUJHUV

x 6WDII
UHWHQWLRQ

x 2SHUDWLRQDO
DYDLODELOLW\

x (PSOR\HH
UHWHQWLRQ

x ,QIUDVWUXFWXUH

x &RVW
FRQWDLQPHQW

+RZ ZHOO GRHV
VHQLRU
PDQDJHPHQW
XQGHUVWDQG
WHFKQRORJ\"
&,2
SHUVSHFWLYH
+4043/ ZLWK 4
EHLQJ WKH OHDVW
XQGHUVWDQGLQJ,

x 7 x 818 x 8 x 918 x ;18 x 8

+RZ ZHOO GRHV
VHQLRU
PDQDJHPHQW
XQGHUVWDQG
WHFKQRORJ\"
3& EDQNLQJ
WHDP
SHUVSHFWLYH
+4043/ ZLWK 4
EHLQJ WKH OHDVW
XQGHUVWDQGLQJ,

x 718 x 818 x 8 x 5 x 919: x 718
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71: 6XPPDU\ RI 2YHUDOO 3URFHVV 2EVHUYDWLRQV

2XU LQLWLDO LQYHVWLJDWLRQ VXJJHVW WKH IROORZLQJ RYHUDOO REVHUYDWLRQV=

x ,7 GHSDUWPHQWV DUH QRW HIIHFWLYH HQRXJK LQ HGXFDWLQJ HQG XVHUV DERXW WHFKQRORJ\1 0RVW

GHSDUWPHQWV FRQWLQXH WR RSHUDWH DV D FRVW FHQWHU RU MRE VKRS UDWKHU WKDQ DV DQ RUJDQL]DWLRQ

WKDW SURYLGHV WHFKQRORJ\0EDVHG EXVLQHVV LGHDV1

x ,7 SURMHFW HYDOXDWLRQV WHQG WR GR DQ LQVXIILFLHQW MRE RI HYDOXDWLQJ SRWHQWLDO SURMHFW EHQHILWV

DQG GR QRW HPSOR\ VWDWH0RI0WKH0DUW HYDOXDWLRQ PHWKRGV1 6RPH RI WKLV LV OLNHO\ GXH WR WKH

QDWXUH RI WKH SURMHFWV/ EXW WKH XQFHUWDLQW\ VXUURXQGLQJ EHQHILW HVWLPDWHV PDNH LW PRUH

GLIILFXOW WR KROG PDQDJHUV DFFRXQWDEOH IRU EXVLQHVV EHQHILWV UDWKHU WKDQ WHFKQLFDO VXFFHVV DQG

PD\ OHDG EDQNV WR EH RYHUO\ FRQVHUYDWLYH LQ WKHLU SURMHFW XQGHUWDNLQJV1 7KLV FRQVHUYDWLVP LV

IXUWKHU VXJJHVWHG E\ WKH DOPRVW QRQ0H[LVWHQFH RI WHUPLQDWHG SURMHFWV RU SURMHFWV UHMHFWHG DW

KLJKHU FRPPLWWHH OHYHOV1

x 7KHUH LV D FRPSOH[ DQG IRUPDO SURFHVV IRU PDQDJLQJ ,7 LQYHVWPHQWV/ \HW PRVW LQYHVWPHQWV

DUH PDGH DW D UHODWLYHO\ ORZ OHYHO> KLJKHU OHYHO FRPPLWWHHV KDYH OLWWOH LQSXW LQWR DFWXDO

GHFLVLRQV1 0RUHRYHU/ LQIRUPDO SURFHVVHV SOD\ D ODUJH UROH/ SDUWLFXODUO\ IRU LOO0GHILQHG

SURMHFWV DQG WKRVH ZLWKRXW D SULPDU\ FXVWRPHU RU RZQHU1 7KH PRVW SRWHQWLDOO\ LPSRUWDQW

GHFLVLRQ UROH RI WKH KLJK OHYHO VWHHULQJ FRPPLWWHHV GR QRW DSSHDU WR EH IXOO\ XWLOL]HG> WKHUH LV

OLPLWHG HYLGHQFH WKDW WUDGHRIIV EHWZHHQ SURMHFWV DUH REMHFWLYHO\ HYDOXDWHG RU SULRULWL]HG1

x 0RVW RUJDQL]DWLRQV KDYH HIIHFWLYH PHWKRGV IRU REWDLQLQJ XVHU LQSXW DW WKH EHJLQQLQJ RI

SURMHFWV DQG PDQDJLQJ WKH WHFKQLFDO DVSHFWV RI ,7 SURMHFWV1 7KHUH LV VXEVWDQWLDOO\ PRUH

YDULDWLRQ LQ WKH LQYROYHPHQW RI HQG0XVHUV GXULQJ WKH SURMHFW1

x 3RVW0SURMHFW DXGLWLQJ LV QRW FRPPRQ DQG ZKHUH SUHVHQW/ LV SULPDULO\ DGGUHVVLQJ WHFKQLFDO

FRQVLGHUDWLRQV1
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813 3UHOLPLQDU\ 5HVXOWV= 7KH &DVH RI 3& %DQNLQJ

3XVKHG E\ JURZLQJ FRQVXPHU GHPDQG DQG WKH IHDU RI ORVLQJ PDUNHW VKDUH/ EDQNV DUH

LQYHVWLQJ KHDYLO\ LQ 3& EDQNLQJ WHFKQRORJ\ +)UHL DQG .DODNRWD/ 4<<:,1 &ROODERUDWLQJ ZLWK

KDUGZDUH/ VRIWZDUH/ WHOHFRPPXQLFDWLRQV DQG RWKHU FRPSDQLHV/ EDQNV DUH LQWURGXFLQJ QHZ ZD\V

IRU FRQVXPHUV WR DFFHVV WKHLU DFFRXQW EDODQFHV/ WUDQVIHU IXQGV/ SD\ ELOOV/ DQG EX\ JRRGV DQG

VHUYLFHV ZLWKRXW XVLQJ FDVK/ PDLOLQJ D FKHFN/ RU OHDYLQJ KRPH1 7R PHHW WKLV GHPDQG IURP

FRQVXPHUV/ EDQNV DUH SXUVXLQJ 3& EDQNLQJ SURMHFWV WR EULQJ VXFK VHUYLFHV WR WKH PDUNHWSODFH1

,Q DOO WKH LQVWLWXWLRQV VWXGLHG/ WKH 3& EDQNLQJ SURMHFW PRUH RU OHVV IROORZHG WKH

RUJDQL]DWLRQV VWDQGDUG ,7 HYDOXDWLRQ DQG DSSURYDO SURMHFW1 7KH RQO\ VXEVWDQWLDO YDULDWLRQ LQ

SURFHVV ZDV ZKHWKHU WKH 3& EDQNLQJ SURGXFW ZDV PDQDJHG VHSDUDWHO\ IURP WKH UHVW RI UHWDLO

RSHUDWLRQV/ PDQDJHG DV SDUW RI DOWHUQDWLYH GHOLYHU\ +H1J1 VXSHUPDUNHW EUDQFKHV/ FDOO FHQWHUV, RU

LQWHJUDWHG OLNH DQ\ RWKHU W\SLFDO SURGXFW1 $OO RI WKH 3& EDQNLQJ SURMHFWV KDG IRUPDO EXVLQHVV

SODQV DQG ZHQW WKURXJK WKH FRPPLWWHH VWUXFWXUH LQ WKH QRUPDO ZD\1 ,Q PRVW FDVHV WKHVH SURMHFWV

ZHUH PRGHUDWH VL]H IRU WKH LQVWLWXWLRQ/ RQ WKH RUGHU RI '833. 0 '8PP GROODUV1

7KH PDMRU YDULDWLRQ LQ WKHVH SURMHFWV FDPH DERXW LQ WZR ZD\V1 7KH ILUVW ZDV WKH H[WHQW WR

ZKLFK WKH SURMHFW ZDV MXVWLILHG1 7KHUH LV D ZLGH YDULHW\ RI SRVVLEOH VRXUFHV RI EXVLQHVV YDOXH/

DOWKRXJK WKH YDULRXV EDQNV HPSKDVL]HG GLIIHUHQW VRXUFHV1 ,Q WKH IROORZLQJ VHFWLRQ/ ZH ZLOO SUREH

ERWK WKH VRXUFH RI WKLV YDULDWLRQ DV ZHOO DV GLVFXVV VRPH SUHOLPLQDU\ UHVXOWV LQ WHUPV RI WKH

RXWFRPH RQ WKHVH YDULRXV PHDVXUHV1 7KH VHFRQG VRXUFH RI YDULDWLRQ ZDV WKH H[WHQW RI WKLUG SDUW\

LQYROYHPHQW LQ WKH GHYHORSPHQW DQG LPSOHPHQWDWLRQ SURFHVV1 )RU 3& EDQNLQJ WKHUH DUH

QXPHURXV DFWLYLWLHV WKDW FRXOG SRWHQWLDOO\ EH RXWVRXUFHG +IXOILOOPHQW/ SURYLVLRQ RI GLDO0LQ

QHWZRUNLQJ/ WKH FOLHQW VRIWZDUH/ GDWD SURFHVVLQJ RI WUDQVDFWLRQV/ DQG WKH KHOS GHVN, DQG ZH

REVHUYHG GLIIHUHQW FRPELQDWLRQV RI LQ0KRXVH DQG RXWVRXUFHG VHUYLFH IRU HDFK RI WKHVH1

814 9DOXH 3URSRVLWLRQ IRU 3& %DQNLQJ

)URP RXU LQWHUYLHZV DQG D VHDUFK RI H[LVWLQJ EDQNLQJ DQG UHODWHG HFRQRPLF OLWHUDWXUH/ ZH

LGHQWLILHG D QXPEHU RI SRVVLEOH PRWLYDWLRQV IRU LQYHVWLQJ LQ 3& EDQNLQJ1 7KHVH EUHDN GRZQ LQWR

VHYHUDO JHQHUDO FDWHJRULHV= RSHUDWLRQDO FRVW VDYLQJV/ UHYHQXH HQKDQFHPHQW +QHZ

DFFRXQWV2DFFRXQW GHHSHQLQJ2DFFRXQW FRQVROLGDWLRQ,/ FXVWRPHU UHWHQWLRQ/ FXVWRPHU VHJPHQWDWLRQ/

SURGXFW GLIIHUHQWLDWLRQ/ DQG HQDEOLQJ SULFH GLVFULPLQDWLRQ1

&RVW 5HGXFWLRQ1 6WXGLHV KDYH VKRZQ WKDW WKH FRVW RI D WUDQVDFWLRQ LQ DOWHUQDWLYH FKDQQHOV
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+WHOHSKRQH/ ,QWHUQHW, LV VXEVWDQWLDOO\ ORZHU WKDQ WKH FRVW RI D WUDQVDFWLRQ FRQGXFWHG WKURXJK D

QRUPDO EUDQFK1 7KXV/ WKHUH LV WKH SRWHQWLDO WR UHGXFH FRVWV E\ FRQGXFWLQJ PRUH WUDQVDFWLRQV

HOHFWURQLFDOO\1 +RZHYHU/ WKLV FRVW UHGXFWLRQ LV WHPSHUHG E\ WZR IDFWRUV1 )LUVW/ WKH FRVW RI

SHUIRUPLQJ WKH WUDQVDFWLRQ LV DOVR ORZHU IRU WKH FXVWRPHU DQG WKXV ZH ZRXOG H[SHFW PRUH

WUDQVDFWLRQV WR RFFXU +RIIVHWWLQJ DW OHDVW VRPH RI WKH EHQHILWV RI ORZHU FRVWV,1 6HFRQG/ WKH VDYLQJV

IURP UHGXFLQJ WUDQVDFWLRQ SURFHVVLQJ FDQ RQO\ EH UHDOL]HG LI VRPH RWKHU FKDQJH LV PDGH WR

DFWXDOO\ FDSWXUH WKHVH FRVWV +VXFK DV FORVLQJ EUDQFKHV,1

5HYHQXH (QKDQFHPHQW1 6RPH EDQNV H[SHFW WR H[SDQG UHYHQXH WKURXJK REWDLQLQJ QHZ

FXVWRPHUV RU H[WHQGLQJ WKH UHODWLRQVKLS ZLWK H[LVWLQJ FXVWRPHUV1 2QH WKRXJKW LV WKDW FXVWRPHUV

ZLOO EH DWWUDFWHG WR WKH FRQYHQLHQFH DQG LQFUHPHQWDO VHUYLFHV SURYLGHG E\ 3& EDQNLQJ HQRXJK WR

VZLWFK1 7KLV FRXOG RFFXU HLWKHU ZLWKLQ WKH EDQN*V WUDGLWLRQDO JHRJUDSKLF UHJLRQ RU RXWVLGH WKDW

UHJLRQ/ VLQFH HOHFWURQLF LQWHUDFWLRQ FDQ VXEVWDQWLDOO\ UHGXFH WKH QHHG IRU EUDQFK SUHVHQFH1

$OWHUQDWLYHO\/ WKH UHYHQXH HQKDQFHPHQW FDQ RFFXU WKURXJK H[WHQGLQJ H[LVWLQJ

UHODWLRQVKLSV1 7KH WZR FULWLFDO GULYHUV RI SURILWDELOLW\ LQ EDQNLQJ DUH WKH QXPEHUV RI SURGXFWV SHU

FXVWRPHU DQG WKH DVVHW RU OLDELOLW\ EDODQFHV IRU WKHVH SURGXFWV1 ,W LV SRVVLEOH WKDW WKH 3& EDQNLQJ

SODWIRUP SURYLGHV WKH IDFLOLW\ WR VHOO DGGLWLRQDO SURGXFWV HLWKHU EHFDXVH LW SURYLGHV D VDOHV

PHGLXP RU EHFDXVH LW LV PRUH FRQYHQLHQW IRU WKH FXVWRPHU WR FRQVROLGDWH EDQNLQJ DFWLYLW\ LQ D

VLQJOH EDQN WR REWDLQ D FRPSOHWH HOHFWURQLF SLFWXUH RI WKHLU ILQDQFLDO VWDWXV1 $OWHUQDWHO\/ WKH

SURGXFW FRXOG VLPSO\ HQFRXUDJH FXVWRPHUV WR LQFUHDVH WKHLU XWLOL]DWLRQ RI H[LVWLQJ SURGXFWV1 )RU

H[DPSOH/ WKH\ PD\ FRQVROLGDWH PXOWLSOH FKHFNLQJ DFFRXQWV IRU DGGHG FRQYHQLHQFH/ RU PD\

FKRRVH WR H[WHQG D UHODWLRQVKLS GXH WR WKH SHUFHLYHG KLJKHU VHUYLFH REWDLQHG E\ KDYLQJ PXOWLSOH

SRLQWV RI LQWHUDFWLRQ ZLWK WKH EDQN1

&RVW $YRLGDQFH1 7ZR RI WKH PDMRU FRVWV LQ UHWDLO EDQNV DUH DFTXLVLWLRQ FRVW RI DFFRXQWV/

DQG WKH FRVWV RI XWLOL]LQJ EUDQFK RIILFHV IRU DFFRXQW VHUYLFLQJ1 ,W PD\ EH SRVVLEOH IRU EDQNV WR

GHOLYHU HTXLYDOHQW OHYHOV RI VDOHV DQG VHUYLFH ZLWK IHZHU EUDQFKHV SHU FXVWRPHU LI VRPH RI WKH

DFWLYLW\ LV RIIORDGHG WR HOHFWURQLF FKDQQHOV16 $OWHUQDWLYHO\/ WKH DGYHUWLVLQJ DQG FXVWRPHU

DFTXLVLWLRQ FRVWV PD\ EH ORZHU RQ WKH ,QWHUQHW RU WKURXJK HOHFWURQLF FKDQQHOV GXH WR UHGXFHG

DGYHUWLVLQJ FRVWV RU EHWWHU FXVWRPHU WDUJHWLQJ DV FRPSDUHG WR WUDGLWLRQDO PDVV PHGLD/ DQG WKH

UHGXFHG QHHG IRU EUDQFK SHUVRQQHO WR RSHQ QHZ DFFRXQWV1



+LWW/ )UHL DQG +DUNHU 68

&XVWRPHU 5HWHQWLRQ1 *LYHQ WKDW DFTXLVLWLRQ FRVW LV D ODUJH GULYHU RI SURILWDELOLW\/ WKH

DELOLW\ WR UHWDLQ +JRRG, DFFRXQWV ORQJHU FDQ KDYH D VXEVWDQWLDO SURILW LPSDFW1 2I FRXUVH/ WKH

FKDOOHQJH LV LQ LGHQWLI\LQJ WKH JRRG DFFRXQWV IRU ORQJ0WHUP UHODWLRQVKLSV DQG UH0SULFLQJ RU

HQFRXUDJLQJ WHUPLQDWLRQ RI XQSURILWDEOH DFFRXQWV1

,Q DGGLWLRQ WR WKH W\SLFDO DUJXPHQWV PDGH LQ WKH EDQNLQJ SUHVV/ WKH OLWHUDWXUH RQ HOHFWURQLF

FRPPHUFH HFRQRPLFV VXJJHVWV VRPH RWKHU GULYHUV RI YDOXH1 $OWKRXJK HOHFWURQLF PDUNHWV DUH

RIWHQ DVVRFLDWHG ZLWK SHUIHFW FRPSHWLWLRQ/ WKH 3& EDQNLQJ PDUNHW LV IDU IURP SHUIHFW1 7KH FRVW RI

VHWXS LV VXEVWDQWLDO/ ERWK LQ WHUPV RI REWDLQLQJ DQ DFFRXQW DV ZHOO DV WKH FRVW RI VHWWLQJ XS WKH

VRIWZDUH DQG OHDUQLQJ WR XVH LW1 7KLV FUHDWHV VZLWFKLQJ FRVWV ERUQH E\ WKH FXVWRPHU ZKLFK DUH

OLNHO\ WR HQDEOH EDQNV WR FKDUJH KLJKHU SULFHV WKDQ WKH\ ZRXOG RWKHUZLVH +VHH D JHQHUDO PRGHO LQ

3UDWW/ :LVH DQG =HFNKDXVHU/ 4<:<,1 +RZHYHU/ WKLV PD\ EH WUXHU IRU SURSULHWDU\ SURGXFWV WKDQ

JHQHUDO0SXUSRVH SDFNDJHV WKDW SUHVXPDEO\ FDQ LQWHUIDFH ZLWK PXOWLSOH EDQNV1

6HFRQG/ EDQNLQJ LQ PDQ\ UHJLRQV LV PRUH RU OHVV DQ ROLJRSRO\ GXH WR WKH QHHG IRU

VXEVWDQWLDO LQIUDVWUXFWXUH LQ WKH IRUP RI EUDQFK QHWZRUNV DQG WHFKQRORJ\1 %HFDXVH WKHVH

LQYHVWPHQWV KDYH D VXEVWDQWLDO FRPSRQHQW RI IL[HG FRVW/ WKLV FUHDWHV WKH SRVVLELOLW\ RI HFRQRPLHV

RI VFDOH/ OLPLWLQJ WKH QXPEHU RI VPDOO EDQNV WKDW FDQ EH FRPSHWLWLYH17

7KLUG/ WKH SURGXFW LV QRW HQWLUHO\ KRPRJHQRXV/ FUHDWLQJ WKH SRVVLELOLW\ RI SURGXFW

GLIIHUHQWLDWLRQ1 )RU H[DPSOH/ SURGXFWV FDQ GLIIHU LQ RYHUDOO TXDOLW\ +YHUWLFDO GLIIHUHQWLDWLRQ, DV

ZHOO DV QRQ0TXDOLW\ DWWULEXWHV +KRUL]RQWDO GLIIHUHQWLDWLRQ,1 7R WKH H[WHQW WKDW GLIIHUHQW IHDWXUH VHWV

RU SULFH0TXDOLW\ WUDGHRIIV H[LVW IRU GLIIHUHQW FRQVXPHUV/ ILUPV FDQ FDSWXUH JUHDWHU YDOXH E\

WDUJHWLQJ WKHLU RIIHULQJV WR SDUWLFXODU VHJPHQWV RU TXDOLW\ OHYHOV +6DORS DQG 6WLJOLW]/ 4<:9> 6DORS/

4<:<> IRU D GLVFXVVLRQ RI WKHVH IDFWRUV LQ FRPSHWLWLRQ DPRQJ HOHFWURQLF WUDYHO DJHQWV VHH

&OHPRQV/ +DQQ/ DQG +LWW/ 4<<;,1

)RXUWK/ WKHUH DUH FOHDU GLIIHUHQFHV LQ FXVWRPHU SURILWDELOLW\ LQ UHWDLO EDQNLQJ DQG WKH

HOHFWURQLF FKDQQHO PD\ SURYLGH DQ LQFUHDVHG DELOLW\ WR LGHQWLI\ SURILWDEOH FXVWRPHUV DQG HQJDJH

LQ SULFH GLVFULPLQDWLRQ LQ ZKLFK GLIIHUHQW FXVWRPHUV DUH FKDUJHG GLIIHUHQW SULFHV +9DULDQ/ 4<<5>

&OHPRQV DQG :HEHU/ 4<<3,1

6 +RZHYHU/ ZKLOH WKLV VHHPV LQWXLWLYHO\ SODXVLEOH/ HDUO\ HYLGHQFH RQ PXOWL0SRLQW GLVWULEXWLRQ RI EDQNLQJ SURGXFWV
+H1J1 EUDQFKHV/ VXSHUPDUNHW EUDQFKHV/ $70V/ FDOO FHQWHUV/ HWF1, VXJJHVWV WKDW WKH RYHUDOO QXPEHU RI WUDQVDFWLRQV DOVR
H[SDQGV DQG WKXV/ HOLPLQDWHV VRPH RI WKH JDLQV RI PRYLQJ FXVWRPHUV WR ORZHU FRVW FKDQQHOV1
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2YHUDOO/ WKLV GLVFXVVLRQ VXJJHVWV WKDW WKHUH DUH D ZLGH YDULHW\ RI SRWHQWLDO VRXUFHV RI YDOXH

IRU HOHFWURQLF FRPPHUFH SURGXFWV LQ JHQHUDO DV ZHOO DV RXU VSHFLILF FDVH RI 3& DQG ZHE EDQNLQJ1

+RZHYHU/ LW LV GLIILFXOW WR WHOO ZKLFK RI WKHVH DUH ILUVW RUGHU HIIHFWV DQG ZKLFK DUH UHODWLYHO\

PLQRU1 'LVWLQJXLVKLQJ EHWZHHQ WKHVH SRVVLEOH H[SODQDWLRQV LV ODUJHO\ DQ HPSLULFDO TXHVWLRQ1

2XU LQLWLDO UHVXOWV VXJJHVW WKDW FROOHFWLYHO\ WKH EDQNV LQ RXU VWXG\ DUH H[SHFWLQJ DOPRVW DOO

RI WKH EHQHILWV ZH KDYH GHVFULEHG DOWKRXJK HDFK EDQN KDV D GLVWLQFW VHW RI H[SHFWDWLRQV1 7ZR

H[DPSOHV GUDZQ IURP WKH EDQNV LQ RXU VWXG\ DUH WDEXODWHG EHORZ +< PHDQV WKDW WKH EDQN H[SHFWV

WKLV VRUW RI EHQHILW,=

7DEOH <1 9DOXH 3URSRVLWLRQ IRU 3& %DQNLQJ
%DQN $ %DQN %

5HYHQXH (QKDQFHPHQW
1HZ FXVWRPHUV +LQ IRRWSULQW, < <
1HZ FXVWRPHUV +RXWVLGH, <
&URVV0VHOO < <
&RQVROLGDWH UHODWLRQVKLS < <
'HHSHQ UHODWLRQVKLS <
6HOHFW KLJK YDOXH FXVWRPHUV

&RVW $YRLGDQFH
2SHUDWLRQDO FRVW UHGXFWLRQ <
5HGXFWLRQ RI EUDQFK H[SHQVH <
5HGXFH DFTXLVLWLRQ FRVW

&XVWRPHU 5HWHQWLRQ <

2WKHU 6WUDWHJLHV
3ULFH GLVFULPLQDWLRQ < <
+RUL]RQWDO +WDVWH, GLIIHUHQWLDWLRQ
9HUWLFDO +TXDOLW\, GLIIHUHQWLDWLRQ

$OWRJHWKHU/ ZH VHH D ZLGH YDULHW\ RI SRWHQWLDO VRXUFHV RI YDOXH EHLQJ GHVFULEHG E\ WKH

UHVSRQGHQWV1 :KLOH WKH ODFN RI FRQVLVWHQF\ LV VWULNLQJ/ LW VXJJHVWV WKDW WKHUH DUH D ZLGH YDULHW\ RI

DSSURDFKHV WR LQYHVWLQJ LQ 3& EDQNLQJ1 ,Q WKH QH[W VHFWLRQ/ ZH H[SORUH WKH SURILW LPSDFW RI 3&

EDQNLQJ RI WKH YDULRXV FRPSRQHQWV +WR WKH H[WHQW WKH\ FDQ EH PHDVXUHG,

7:KHWKHU RU QRW VFDOH HFRQRPLHV DUH DFWXDOO\ UHDOL]HG LV D VHSDUDWH PDWWHU LQ PXFK GHEDWH1 6HH IRU H[DPSOH %HUJHU
HW1 DO1 +4<<8,1
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815 $FWXDO %HQHILWV RI 3& %DQNLQJ

&RVW 6DYLQJV1 2XU LQLWLDO DQDO\VLV VXJJHVWV WKDW FRVW VDYLQJV LV QRW D PDMRU FRPSRQHQW RI

WKH YDOXH RI 3& EDQNLQJ1 7KLV LV SULPDULO\ GXH WR WKH UHODWLYHO\ ORZ FXVWRPHU SHQHWUDWLRQ UDWH +40

8( IRU WKH EDQNV LQ RXU VWXG\, FRPELQHG ZLWK KLJK IL[HG FRVWV LI WKH SURGXFW LV GHYHORSHG LQ

KRXVH RU KLJK YDULDEOH FRVWV LI D WKLUG SDUW\ VHUYLFH LV HPSOR\HG +H1J1 ,QWXLW 6HUYLFH &RUSRUDWLRQ,1

5HYHQXH (QKDQFHPHQW1 7R XQGHUVWDQG WKH HIIHFWV RI 3& EDQNLQJ RQ YDULRXV RXWFRPH

PHDVXUHV VXFK DV QXPEHU RI SURGXFWV +1SURG,/ DFFRXQW SURILWDELOLW\ +S, DQG DFFRXQW EDODQFHV

+%DODQFH,/ ZH HVWLPDWH YDULRXV UHJUHVVLRQ PRGHOV RI WKH IRUP=

+ / / , + , + ,

/ /

1SURG %DODQFH 3&%DQNLQJ %LOO3D\
$ , 2ZQ+RPH 0DUULHG

3& %3

L DJH L M LQFRPH M RK 0DU

S D D D

J J J J H

 ò ò ò

ò ò ò ò¦ ¦
3

L DJH JURXSV M LQF1 JURXSV

:H WKXV UHODWH WKH RXWFRPH PHWULFV WR WKH XVH RI 3& %DQNLQJ +3&%DQNLQJ,/ WKH XVH RI

H[WHQGHG IXQFWLRQDOLW\ 3& EDQNLQJ WKDW LQFOXGHV ELOO SD\PHQW +%LOO3D\,/ DQG GXPP\ YDULDEOHV

FDSWXULQJ GHPRJUDSKLF FKDUDFWHULVWLFV= DJH +$,/ LQFRPH +,,/ KRPH RZQHUVKLS +2ZQ+RPH,/ DQG

PDULWDO VWDWXV RI SULPDU\ DFFRXQW KROGHU +0DUULHG,1 ,Q VRPH DQDO\VHV/ ZH DOVR FRQWURO IRU RWKHU

UHOHYDQW IDFWRUV XQLTXH WR VSHFLILF DQDO\VHV1 $SSHQGL[ % FRQWDLQV WKH UHVXOWV RI WKLV DQDO\VLV1

2XU LQLWLDO UHVXOWV LQGLFDWH WKDW 3& EDQNLQJ FXVWRPHUV RQ DYHUDJH XVH PRUH SURGXFWV DQG

PDLQWDLQ ODUJHU EDODQFHV WKDQ WKH DYHUDJH FXVWRPHU +7DEOH %14 LQ $SSHQGL[ %,1 )RU RQH EDQN LQ

RXU VWXG\/ WKH DYHUDJH KRXVHKROG KDV 519 SURGXFWV ZKLOH WKH DYHUDJH 3& EDQNLQJ KRXVHKROG KDV

615 +D VWDWLVWLFDOO\ ODUJHU DPRXQW,1 $ VPDOO SRUWLRQ RI WKHVH GLIIHUHQFHV LV GXH WR GHPRJUDSKLFV>

3& EDQNLQJ FXVWRPHUV WHQG WR UHSUHVHQW DWWUDFWLYH FXVWRPHU VHJPHQWV +ERWK LQ WHUPV RI DJH DQG

LQFRPH,1 +RZHYHU/ GHPRJUDSKLFV SHU VH KDYH OLWWOH H[SODQDWRU\ SRZHU DQG WKH FRHIILFLHQWV RQ 3&

EDQNLQJ DUH RQO\ VOLJKWO\ ORZHU ZKHQ GHPRJUDSKLF FRQWUROV DUH UHPRYHG +VHH 7DEOH %15,1

2YHUDOO WKLV VXJJHVWV WKDW ZKLOH 3& EDQNLQJ GRHV LQGHHG DSSHDO WR D EHWWHU GHPRJUDSKLF VHJPHQW/

GHPRJUDSKLF GLIIHUHQFH DSSHDU WR FRQWULEXWH OLWWOH WR ERWWRP OLQH GLIIHUHQFHV LQ WKH YDOXH RI 3&

EDQNLQJ1

7KH EDVHOLQH UHJUHVVLRQ PRGHO VXJJHVWV WKDW 3& EDQNLQJ FXVWRPHUV/ RQ DYHUDJH/ \LHOG '83

PRUH UHYHQXH FRQWULEXWLRQ EDVHG RQ WKH EDQNV¶ SURILWDELOLW\ PRGHO1 7KHUH LV DOPRVW QR DSSDUHQW

LQFUHPHQWDO YDOXH IRU FXVWRPHUV WKDW XVH RQO\ WKH EDVHOLQH 3& EDQNLQJ SURGXFW1 7KDW LV/ DOPRVW

DOO WKH YDOXH LV IURP WKH FXVWRPHUV ZKR XWLOL]H WKH DGGLWLRQDO IHDWXUH RI ELOO SD\PHQW +WKH

PDMRULW\ RI WKH XVHU EDVH,1 7KH LQFUHDVH LQ SURGXFW XVDJH GLUHFWO\ DIIHFWV UHODWLRQVKLS
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SURILWDELOLW\1 :KHQ DQ DGGLWLRQDO FRQWURO IRU QXPEHU RI SURGXFWV LV LQFOXGHG +RU DOWHUQDWLYHO\

FRQWUROV IRU DVVHW DQG OLDELOLW\ EDODQFHV,/ WKH H[SODQDWRU\ SRZHU RI WKH UHJUHVVLRQV ULVHV

VXEVWDQWLDOO\/ EXW WKH FRHIILFLHQW RQ 3& EDQNLQJ LV KDOYHG1

:KLOH LW DSSHDUV WKDW 3& EDQNLQJ FXVWRPHUV DUH PRUH SURILWDEOH/ LW LV GLIILFXOW WR NQRZ

ZKHWKHU WKH\ ZHUH PRUH SURILWDEOH EHIRUH WKH\ DGRSWHG WKH SURGXFW RU WKH LQFUHPHQWDO DFFRXQW

YDOXH FDPH DIWHU WKH SURGXFW ZDV DGRSWHG1 7KDW LV/ GRHV 3& EDQNLQJ PDNH FXVWRPHUV PRUH

SURILWDEOH RU LV LW D VHJPHQWLQJ SURGXFW WR ZKLFK SURILWDEOH FXVWRPHUV DUH DWWUDFWHG" 7R FDSWXUH

WKH GLVWLQFWLRQ EHWZHHQ ZKHWKHU 3& EDQNLQJ LQFUHDVHV DFFRXQW YDOXH RU LI 3& EDQNLQJ DSSHDOV WR

KLJK SURILW DFFRXQWV/ ZH H[DPLQHG GLIIHUHQFHV EHWZHHQ FXVWRPHUV ZKR DGRSWHG WKH 3& EDQNLQJ

SURGXFW ZLWKLQ VL[ PRQWKV RI RSHQLQJ WKH DFFRXQW +QHZ FXVWRPHUV ZKR XVH 3& EDQNLQJ, YHUVXV

WKRVH WKDW DOUHDG\ KDG D EDQNLQJ UHODWLRQVKLS SULRU WR DGRSWLQJ 3& EDQNLQJ18

2YHUDOO/ ZH ILQG WKDW FXVWRPHUV ZKR DUH QHZ WR WKH EDQN DQG ZKR KDYH DGRSWHG 3&

EDQNLQJ DUH/ LQ JHQHUDO/ OHVV DWWUDFWLYH WKDQ WKH FXVWRPHU SRSXODWLRQ +VHH 7DEOH %16,1 0RVW RI WKLV

HIIHFW LV SUREDEO\ GXH WR WKH IDFW WKDW QHZ +WR WKH EDQN, FXVWRPHUV WHQG WR KDYH IHZHU SURGXFWV

DQG ORZHU EDODQFHV1 :KHQ WLPH RI UHODWLRQVKLS LV LQFOXGHG DV D FRQWURO/ WKH GLIIHUHQFHV OHVVHQ

VRPHZKDW1 $W SUHVHQW/ ZH DUH REWDLQLQJ DGGLWLRQDO GDWD VR WKDW QHZ FXVWRPHUV DQG QHZ 3&

EDQNLQJ FXVWRPHUV FDQ EH FRPSDUHG GLUHFWO\ UDWKHU WKDQ FRPSDULQJ QHZ 3& EDQNLQJ FXVWRPHUV

WR WKH RYHUDOO SRSXODWLRQ1

$QRWKHU DQDO\VLV WR VHSDUDWH WKH FDXVDO UHODWLRQVKLS EHWZHHQ 3& EDQNLQJ DQG SURILWDELOLW\

LV WR H[DPLQH GLIIHUHQFHV LQ SURGXFWV DQG DFFRXQWV EHIRUH DQG DIWHU 3& EDQNLQJ ZDV DGRSWHG1

2YHUDOO/ RXU UHVXOWV VXJJHVW WKDW WKH DPRXQW RI DFFRXQW XSJUDGLQJ DIWHU 3& EDQNLQJ LV UHODWLYHO\

VPDOO/ DOWKRXJK LW DSSHDUV WR PDNH D SRVLWLYH FRQWULEXWLRQ WR SURILWDELOLW\1 :H DUH FXUUHQWO\

DZDLWLQJ DGGLWLRQDO GDWD WKDW ZLOO DOORZ XV WR VHSDUDWH WKH HIIHFWV EHWZHHQ EDVHOLQH DFFRXQW

JURZWK YHUVXV GLIIHUHQWLDO DFFRXQW JURZWK IRU 3& EDQNLQJ FXVWRPHUV1

2YHUDOO/ LQLWLDO FXVWRPHU DQDO\VLV VXJJHVWV WKDW FURVV0VHOOLQJ DFWLYLWLHV SOD\ D PRGHUDWH

UROH LQ PDNLQJ 3& EDQNLQJ FXVWRPHUV PRUH SURILWDEOH1 +RZHYHU/ WR WKH H[WHQW WKDW KLJK

SURILWDELOLW\ FXVWRPHUV DUH DGRSWLQJ 3& EDQNLQJ LW PD\ VXJJHVW D UROH LQ UHWHQWLRQ= WKH EDQN¶V

EHVW FXVWRPHUV GLVSURSRUWLRQDWHO\ DGRSW WKH SURGXFW1

8 7KH VL[0PRQWK ZLQGRZ ZDV LQFOXGHG IRU GDWD FRQFHUQV1 7KH FXVWRPHU LQIRUPDWLRQ ILOH GRHV QRW UHFRUG WKH 3&
EDQNLQJ DFFRXQW DV EHLQJ DFWLYH XQWLO WKH VRIWZDUH LV DFWXDOO\ LQVWDOOHG RQ WKH FXVWRPHUV¶ 3& DQG D GLDOXS VHVVLRQ KDV
EHHQ LQLWLDWHG WR VHWXS WKH DFFRXQW1 7KXV/ ZH DOORZ 4 PRQWK IROORZLQJ DFFRXQW RSHQLQJ WR FDSWXUH FXVWRPHUV ZKR GR
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:H DUH FXUUHQWO\ LQYHVWLJDWLQJ IXUWKHU WKH SRVVLELOLWLHV IRU FRVW VDYLQJV DQG FRVW DYRLGDQFH

DQG KDYH IRXQG WKDW DVLGH IURP WKH SURGXFW EHLQJ D VRXUFH RI GLIIHUHQWLDWLRQ/ WKHUH LV OLWWOH

HYLGHQFH RI D GHOLEHUDWH DWWHPSW WR GLIIHUHQWLDWH WKH SURGXFW RU HQJDJH LQ SULFH GLVFULPLQDWLRQ1

816 ,QYROYHPHQW RI 7KLUG 3DUWLHV

7KH GHOLYHU\ RI WKH 3& EDQNLQJ SURGXFW LQFOXGHV PDQ\ DFWLYLWLHV/ VHYHUDO RI ZKLFK FDQ EH

VXEFRQWUDFWHG WR RXWVLGH SDUWLHV1 ,QWHUHVWLQJO\/ GLIIHUHQW LQVWLWXWLRQV FKRRVH WR RXWVRXUFH GLIIHUHQW

SLHFHV RI WKH SURFHVV1

7DEOH 431 3& %DQNLQJ 2XWVRXUFLQJ
3URFHVV %DQN $ %DQN % %DQN & %DQN ' %DQN ( %DQN )

3URGXFW

'HVLJQ DQG

&RQFHSWLRQ

,QVRXUFH ,QVRXUFH ,QVRXUFH ,QVRXUFH +EXW

FRQWUDFWHG E\

SDFNDJH,

,QVRXUFH ,QVRXUFH

&OLHQW

6RIWZDUH

'HYHORSPHQW

2XWVRXUFH ,QVRXUFH ZLWK

YHQGRU SDUWQHU

,QVRXUFH 2XWVRXUFH

+SDFNDJHG

VRIWZDUH,

2XWVRXUFH 2XWVRXUFH

,QWHUQDO

6RIWZDUH

'HYHORSPHQW

,QVRXUFH ,QVRXUFH2

2XWVRXUFH

FRPELQDWLRQ

,QVRXUFH

+DGDSWHG IURP

$70 QHWZRUN,

,QVRXUFH +QHZ, ,QVRXUFH ,QVRXUFH2

2XWVRXUFH

FRPELQDWLRQ

'LDO0LQ

1HWZRUN

2XWVRXUFH ,QVRXUFH 2XWVRXUFH 2XWVRXUFH 2XWVRXUFH 2XWVRXUFH

3D\PHQW

6\VWHP

2XWVRXUFH ,QVRXUFH 2XWVRXUFH 2XWVRXUFH ,QVRXUFH 2XWVRXUFH

)XOILOOPHQW

+VRIWZDUH/

GRFV,

2XWVRXUFH ,QVRXUFH ,QVRXUFH 2XWVRXUFH ,QVRXUFH 2XWVRXUFH

7HFKQLFDO

6XSSRUW

2XWVRXUFH 2XWVRXUFH 2XWVRXUFH ,QVRXUFH 2XWVRXUFH 2XWVRXUFH

3URGXFW

6XSSRUW +QRQ0

VRIWZDUH

TXHVWLRQV,

,QVRXUFH ,QVRXUFH ,QVRXUFH ,QVRXUFH ,QVRXUFH ,QVRXUFH

(YHQ ZLWK WKH H[WHQVLYH GHJUHH RI RXWVRXUFLQJ/ WKHUH KDYH EHHQ IHZ UHSRUWHG SUREOHPV

ZLWK WKHVH DUUDQJHPHQWV1 +RZHYHU/ IRU EDQNV WKDW KDYH HVVHQWLDOO\ RXWVRXUFHG WKH SURGXFW LWVHOI

QRW LPPHGLDWHO\ LQVWDOO WKH VRIWZDUH1 +RZHYHU/ WKLV 40PRQWK JDS ZDV WRR VPDOO WR KDYH D UHDVRQDEOH VDPSOH VL]H LQ
WKLV DQDO\VLV1 :H WKHUHIRUH H[SDQGHG LW +WHPSRUDULO\, WR VL[ PRQWKV1



+RZ )LQDQFLDO 'HFLGH RQ 7HFKQRORJ\ 73

+H1J1 %DQN ',/ WKH FRVWV FDQ EH KLJK/ H[FHHGLQJ WKH PRQWKO\ FKDUJHV IRU WKH SURGXFW1 ,Q DGGLWLRQ/

EDQNV ZLWK D JUHDWHU OHYHO RI RSHUDWLRQDO RXWVRXUFLQJ +VRIWZDUH/ QHWZRUN/ DQG SD\PHQW V\VWHP,

WHQG WR KDYH KLJKHU QXPEHUV RI WUDQVDFWLRQ HUURUV DQG JUHDWHU GLIILFXOW\ LQ WKHLU UHVROXWLRQ1

0RVW EDQNV DSSHDU WR KDYH D ORQJ0UXQ VWUDWHJ\ RI EULQJLQJ WKHVH IXQFWLRQV EDFN LQ KRXVH

ZKHQ 3& EDQNLQJ FXVWRPHUV DUH WUDQVLWLRQHG RYHU WR ZHE EDVHG EDQNLQJ/ DOWKRXJK WKH WUDQVLWLRQ

VWUDWHJLHV GLIIHU1 7ZR EDQNV SODQ WR GLVFRQWLQXH XSJUDGHV RQ WKHLU SURSULHWDU\ SURGXFWV IRU 3&

EDQNLQJ XVHUV DQG LQYHVW DOO XSJUDGH UHVRXUFHV LQ WKH ZHE0EDVHG SURGXFW1 2QH EDQN FRQWLQXHV WR

XWLOL]H DQ RXWVLGH YHQGRU ZKLOH WKH\ FRQWLQXH WR GHILQH D ZHE VWUDWHJ\1



+LWW/ )UHL DQG +DUNHU 74

913 3UHOLPLQDU\ 5HVXOWV= 7KH &DVH RI WKH &RUSRUDWH :HE 6LWH
$W WKH WLPH RI WKH VWXG\/ DOO RI WKH EDQNV ZH YLVLWHG KDG HVWDEOLVKHG D EDVLF FRUSRUDWH

SUHVHQFH RQ WKH :RUOG0:LGH0:HE +:::, DQG ZHUH LQ WKH SURFHVV RI GHFLGLQJ RQ ZKHWKHU WR

SURYLGH WUDQVDFWLRQDO FDSDELOLW\ RQ WKHLU VLWH1 /LNH 3& EDQNLQJ/ PRVW EDQNV UHFRJQL]HG WKDW D

::: VLWH ZDV DW OHDVW D FRPSHWLWLYH QHFHVVLW\/ D UHTXLUHPHQW WR EH LQ EXVLQHVV1 +RZHYHU/ LQ

FRQWUDVW WR 3& EDQNLQJ DQG PRVW RWKHU LQYHVWPHQWV/ WKH ZHE SUHVHQFH WHQGHG WR EH GHYHORSHG DQG

LPSOHPHQWHG RXWVLGH WKH QRUPDO DSSURYDO DQG GHYHORSPHQW SURFHVVHV QRUPDOO\ HPSOR\HG E\ WKH

EDQN1

,GHQWLILFDWLRQ RI ,7 RSSRUWXQLWLHV1 ,Q WKH FDVH RI WKH ZHE VLWH/ WKH LGHD RULJLQDWHG IURP D

ZLGH YDULHW\ RI LQWHUQDO SDUWLFLSDQWV1 ,Q RQH FDVH/ D VHSDUDWH EXVLQHVV XQLW ZDV HVWDEOLVKHG/ LQ

DQRWKHU WKH SURMHFW ZDV HQWLUHO\ GULYHQ E\ WKH ,7 RUJDQL]DWLRQ1

(YDOXDWLQJ 2SSRUWXQLWLHV1 2QO\ RQH EDQN LQ RXU VWXG\ XQGHUZHQW D IRUPDO EXVLQHVV

SURSRVDO DQG HYDOXDWLRQ SURFHVV IRU WKHLU ZHE VLWH1 $OO RI WKH RWKHUV ZHQW WKURXJK D WZR0VWDJH

SURFHVV1 )LUVW/ DQ LQLWLDO VLWH ZDV GHYHORSHG ZLWKRXW D IRUPDO EXVLQHVV SODQ RU HYDOXDWLRQ> WKHVH

VLWHV WHQGHG WR EH UHODWLYHO\ ZHDN DQG SULPDULO\ LQIRUPDWLRQDO UDWKHU WKDQ WUDQVDFWLRQDO1 $IWHU D

SHULRG RI VHYHUDO PRQWKV/ D PRUH IRUPDO GHYHORSPHQW SURFHVV ZDV SURSRVHG/ D EXVLQHVV RZQHU

LGHQWLILHG/ DQG D IRUPDO SURMHFW SODQ ZULWWHQ1 ,QWHUHVWLQJO\/ WKHVH SODQV ZHUH ODUJHO\

LPSOHPHQWDWLRQ SODQV> LQ JHQHUDO/ WKHUH ZDV OLWWOH FRVW MXVWLILFDWLRQ RU IRUPDO EXVLQHVV SODQQLQJ

LQYROYHG IRU KRZ WKH ZHE SUHVHQFH ZDV JRLQJ WR VXSSRUW WKH EXVLQHVV1 ,I DQ\WKLQJ/ WKH SURFHVV

UHVHPEOHG KRZ DQ LPDJH DGYHUWLVLQJ FDPSDLJQ PLJKW EH FRQGXFWHG= WKHUH ZDV DQ LPSOHPHQWDWLRQ

SODQ/ D IRUPDO EXGJHW DQG D VHW RI RXWFRPH PHWULFV/ EXW WKH\ IRFXVHG RQ JHQHULF EHQHILWV +H1J1

EXLOG D SUHVHQFH RQ WKH ZHE, UDWKHU WKDQ VSHFLILF EXVLQHVV REMHFWLYHV +H1J1 PDNH WKH ZHE DQ

DOWHUQDWLYH WR WKH FDOO FHQWHU IRU LQLWLDO FRQWDFW RXWVLGH WKH EUDQFK> H[SDQG RXWVLGH H[LVWLQJ

JHRJUDSKLF UHDFK/ HWF1,1 1R EDQN FRQVWUXFWHG D ILQDQFLDO MXVWLILFDWLRQ IRU WKH ZHE SURMHFW DW WKLV

VWDJH/ DOWKRXJK LQ RQH FDVH/ WKH ZHE GHYHORSPHQW JURXS ZDV UXQ DV D VHOI0OLTXLGDWLQJ FRVW FHQWHU/

VR WKDW EXVLQHVV XQLWV ZKR GHVLUHG ZHE VHUYLFHV FRXOG ELG DQG SD\ IRU WKHVH DFWLYLWLHV RXW RI WKHLU

RZQ EXGJHWV1

$SSURYLQJ ,7 LQYHVWPHQWV1 (YHQ WKRXJK WKHVH LQYHVWPHQWV WHQGHG WR EH UHODWLYHO\ VPDOO/

PDQ\ RI WKHP ZHUH DSSURYHG RU HQGRUVHG DW KLJK OHYHOV LQ WKH EDQN DV D VWUDWHJLF SULRULW\1 7KLV

ZDV JHQHUDOO\ RXWVLGH WKH XVXDO SURFHVV1

0DNH0%X\ 'HFLVLRQ1 $OPRVW DOO RI WKH LQLWLDO GHYHORSPHQWV RI WKH EDQNV¶ ZHE VLWHV ZHUH
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GRQH E\ RXWVLGH FRQWUDFWRUV1 0RVW EDQNV UHSRUWHG WKDW WKH\ ODFNHG WKH VNLOOV WR FRQVWUXFW WKHVH

VLWHV DQG EHOLHYHG WKDW WKH GHYHORSPHQW SURFHVV ZRXOG EH IDVWHU H[WHUQDOO\1 2QH EDQN XWLOL]HG DQ

H[WHUQDO FRQWUDFWRU WR EXLOG D KLJKO\ XVHU0FXVWRPL]DEOH VLWH> RWKHUV VLPSO\ XWLOL]HG WKH H[WHUQDO

YHQGRUV WR EXLOG D JHQHULF VLWH TXLFNO\1 :HE KRVWLQJ ZDV RIWHQ GRQH H[WHUQDOO\ GXH WR WKH ODFN RI

DSSURSULDWH IDFLOLWLHV1 $OO EDQNV DUH H[SHFWLQJ WR EULQJ GHYHORSPHQW DV ZHOO DV KRVWLQJ EDFN LQ

KRXVH UHODWLYHO\ VRRQ DQG PDQ\ KDYH DOUHDG\ PDGH WKH LQYHVWPHQW LQ SHRSOH DV ZHOO DV WKH

LQIUDVWUXFWXUH1

3URMHFW 0DQDJHPHQW1 0RVW RI WKH DFWXDO SURMHFW ZRUN ZDV GRQH RXW RI KRXVH VR PRVW

EDQNV UHSRUWHG WKDW WKH\ VLPSO\ HYDOXDWHG GHOLYHU\ PLOHVWRQHV1 $V VXFK/ WKH SURFHVV ZDV W\SLFDO

RI RWKHU SURMHFWV ZKLFK ZHUH ODUJHO\ RXWVRXUFHG1

([0SRVW (YDOXDWLRQ1 :KLOH DOPRVW DOO RI WKH LQVWLWXWLRQV ZH VXUYH\HG FROOHFW H[WHQVLYH

VWDWLVWLFV +RIWHQ D E\0SURGXFW RI WKH VHUYHU VRIWZDUH WKDW GHOLYHUV WKH FRQWHQW, DQG VRPH HYHQ

DWWHPSW WR WUDFN WKH XVDJH EHKDYLRU RI LQGLYLGXDO FXVWRPHUV XVLQJ ³FRRNLHV´/ YHU\ OLWWOH RI WKHVH

GDWD KDYH EHHQ XVHG WR GDWH1 6RPH UXGLPHQWDU\ DFWLYLW\ VWDWLVWLFV DUH WUDFNHG DQG UHSRUWHG EXW LW

LV SULPDULO\ GLUHFWHG DW DFWLYLW\ UDWKHU WKDQ RXWFRPH> QR EDQN FXUUHQWO\ KDV D UHSRUWLQJ V\VWHP IRU

GHWHUPLQLQJ KRZ PDQ\ FXVWRPHUV ZHUH DWWUDFWHG E\ WKH ZHE VLWH +ZLWK WKH H[FHSWLRQ RI WKH

QXPEHU RI RQ0OLQH DSSOLFDWLRQV,1
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913 6XPPDU\ DQG &RQFOXVLRQ

7KH SUHOLPLQDU\ DQDO\VLV RI WKH 3& DQG ,QWHUQHW SURMHFWV LQ WKH EDQNLQJ LQGXVWU\ SRLQWV WR

RQH FRPPRQ WKHPH +DSRORJLHV WR WKH 5ROOLQJ 6WRQHV,= \RX FDQ¶W DOZD\V JHW ZKDW \RX ZDQW/ EXW LI

\RX WU\/ VRPHWLPHV/ \RX JHW ZKDW \RX QHHG +WR DGG YDOXH WR WKH ILUP,1 ,Q WKH FDVH RI 3& EDQNLQJ/

WKH HQG UHVXOW RI WKLV DGGLWLRQDO FDSDFLW\ LV QRW WR DGG QHZ/ SURILWDEOH FXVWRPHUV WR WKH ILUP/ DV

PDQ\ EDQNV EHOLHYHG1 5DWKHU/ LW VHHPV WR IXOILOO PRUH RI D UROH RI UHWDLQLQJ KLJK0YDOXH FRQVXPHUV1

,Q WKH FRQWH[W RI WKH ,QWHUQHW/ WKLV YDOXH SURSRVLWLRQ LV HYHQ PRUH GLIILFXOW WR XQGHUVWDQG DQG

MXVWLI\1

7KXV/ JRQH DUH WKH GD\V ZKHQ WHFKQRORJ\ ZDV MXVWLILHG DQG PDQDJHG RQ D FRVW EDVLV>

WRGD\¶V LQYHVWPHQWV UHTXLUH FRPSOH[ RUJDQL]DWLRQDO FKDQJHV WR DFKLHYH WKH UHYHQXH VDYLQJV

GHPDQGHG E\ WKH EXVLQHVV FDVH IRU QHZ WHFKQRORJLFDO LQYHVWPHQWV1 0RUHRYHU/ DQ LQFUHDVLQJO\

FRPSOH[ VHW RI LQWHU0RUJDQL]DWLRQDO DUUDQJHPHQWV PXVW EH FUHDWHG WR DFTXLUH WKH WHFKQRORJ\1 ,Q

RXU SUHOLPLQDU\ DQDO\VHV/ LW DSSHDUV WKDW PDQ\ ILUPV KDYH IDLOHG WR GHYHORS WKH RUJDQL]DWLRQDO

V\VWHPV QHFHVVDU\ WR VXFFHVVIXOO\ DFTXLUH DQG HIIHFWLYHO\ XWLOL]H WKH FDSDELOLW\ RI QHZ

WHFKQRORJLHV1

:KDW GRHV LW WDNH WR PDNH WKLV ZRUN" )UHL/ +DUNHU DQG +XQWHU +4<<;, GLVFXVV WKH FKDQJHV

WKDW ILUPV PXVW XQGHUJR WR EH VXFFHVVIXO LQ LQQRYDWLQJ ZLWK WHFKQRORJ\1 7KH VWDQGDUG YLHZ LV WKDW

5)'/ RSHUDWLRQV/ DQG PDUNHWLQJ FRPELQH LQ D FRPSOH[ ZHE RI LQWHUDFWLRQV/ WR JHQHUDWH

LQQRYDWLRQ +)LJXUH 4,1

2SHUDWLRQV

5)' 0DUNHWLQJ

)LJXUH 41 %DVLF 5HODWLRQVKLS LQ ,QQRYDWLRQ 3URFHVVHV
+RZHYHU/ DV ZH KDYH VHHQ IURP RXU SUHYLRXV GLVFXVVLRQ/ YHQGRUV WKDW VXSSO\ RXWVRXUFHG

VHUYLFHV DQG WHFKQRORJ\ SOD\ D YLWDO UROH LQ WKLV LQQRYDWLRQ SURFHVV1 0RUH LPSRUWDQW LV WKH UROH RI

WKH ³V\VWHPV LQWHJUDWRU´ LQ WKH GHYHORSPHQW RI LQQRYDWLRQV> WKH SHUVRQ RU RUJDQL]DWLRQ WKDW SXOOV

WRJHWKHU QRW RQO\ WKH RSHUDWLRQV/ ,7/ DQG PDUNHWLQJ IXQFWLRQV IRU D VLQJOH LQQRYDWLRQ/ EXW DOVR
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PDQDJHV WKH SRUWIROLR RI LQQRYDWLRQV LQ WKH RUJDQL]DWLRQ +)LJXUH 5,1 8OWLPDWHO\/ LW LV WKLV V\VWHPV

LQWHJUDWLRQ IXQFWLRQ WKDW ZLOO PDNH RU EUHDN LQQRYDWLRQ HIIRUWV1 -RQDVK +4<<9, DUJXHV WKDW WKH

V\VWHPV LQWHJUDWLRQ IXQFWLRQ EHORQJV LQ WKH KDQGV RI WKH &KLHI 7HFKQRORJ\ 2IILFHU ZKR ZLOO

FRRUGLQDWH WKH HIIRUWV RI LQWHUQDO DQG H[WHUQDO LQQRYDWLRQ HIIRUWV IRU WKH EHQHILW RI WKH

RUJDQL]DWLRQ1 7KH UHVXOWV GHVFULEHG KHUHLQ WHQG WR VXSSRUW WKLV YLHZ1

2SHUDWLRQV

5)' 0DUNHWLQJ

6\VWHPV
,QWHJUDWRUV

([WHUQDO
9HQGRUV)
&RQVXOWDQWV

([WHUQDO
9HQGRUV)
&RQVXOWDQWV

)LJXUH 51 ([SDQGHG 5HODWLRQVKLSV IRU ,QQRYDWLRQ
7KH UROH RI WKH V\VWHPV LQWHJUDWRU LV FUXFLDO IRU WKH IXWXUH RI UHWDLO EDQNLQJ1 )UHL/ +DUNHU

DQG +XQWHU +IRUWKFRPLQJ,/ LQ VXPPDUL]LQJ WKHLU YDULRXV DQDO\VHV RI UHWDLO EDQNLQJ HIILFLHQF\

SDLQWV D SLFWXUH RI ZKDW PDNHV DQ HIIHFWLYH EDQN1 7KH JRRG QHZV +RU EDG QHZV/ GHSHQGLQJ RQ

\RXU SHUVSHFWLYH,/ LV WKDW WKHUH LV VLPSO\ QR ³VLOYHU EXOOHW´/ QR RQH VHW RI PDQDJHPHQW SUDFWLFHV/

FDSLWDO LQYHVWPHQWV DQG VWUDWHJLHV WKDW OHDG WR VXFFHVV1 5DWKHU/ LW DSSHDUV WKDW WKH ³'HYLO´ LV WUXO\

LQ WKH GHWDLOV1 7KH DOLJQPHQW RI WHFKQRORJ\/ KXPDQ UHVRXUFH PDQDJHPHQW/ DQG FDSLWDO

LQYHVWPHQWV ZLWK DQ DSSURSULDWH SURGXFWLRQ ³WHFKQRORJ\´ DSSHDUV WR EH WKH NH\ WR HIILFLHQF\ LQ

WKLV LQGXVWU\1 7R DFKLHYH WKLV DOLJQPHQW/ EDQNV QHHG WR LQYHVW LQ D FDGUH RI ³RUJDQL]DWLRQDO

DUFKLWHFWV´ WKDW DUH FDSDEOH RI LQWHJUDWLQJ WKHVH YDULHG SLHFHV WRJHWKHU WR IRUP D FRKHUHQW

VWUXFWXUH1 ,Q IDFW/ VHYHUDO OHDGLQJ ILQDQFLDO VHUYLFHV ILUPV KDYH UHDOL]HG WKH QHHG IRU VXFK WDOHQWV

DQG DUH LQYHVWLQJ KHDYLO\ LQ VHQLRU PDQDJHUV IURP RXWVLGH WKH LQGXVWU\ +PRVW QRWDEO\/ IURP

PDQXIDFWXULQJ HQWHUSULVHV, WR GULYH WKLV DOLJQPHQW RI WHFKQRORJ\/ KXPDQ UHVRXUFH PDQDJHPHQW/

DQG VWUDWHJ\1 7KH FKDOOHQJH/ WKHUHIRUH/ LV QRW WR XQGHUWDNH DQ\ RQH VHW RI SUDFWLFHV EXW UDWKHU/ WR

GHYHORS VHQLRU PDQDJHPHQW WDOHQW WKDW LV FDSDEOH RI WKLV DOLJQPHQW RI SUDFWLFHV1

7KH ³ERWWRP OLQH´ RI WKLV DQDO\VLV LV VHUYLFH LQGXVWULHV/ OLNH EDQNV/ PXVW GHYHORS D QHZ

JHQHUDWLRQ RI PDQDJHPHQW WDOHQW WR SOD\ WKLV UROH RI DUFKLWHFW/ RQH ZKR FDQ EOHQG WHFKQLFDO

NQRZOHGJH ZLWK FRPSOH[ RUJDQL]DWLRQDO GHVLJQ LVVXHV WR GULYH LQQRYDWLRQ WKURXJK WKHLU ILUPV1
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5HIHUHQFHV
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&RPPXQLFDWLRQV RI WKH $&0 68/ 9909:1

%U\QMROIVVRQ/ (1 DQG /1 +LWW +4<<7,/ ³&RPSXWHUV DQG (FRQRPLF *URZWK= )LUP0/HYHO (YLGHQFH/´
0,7 6ORDQ :RUNLQJ 3DSHU 6:471
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%U\QMROIVVRQ/ (1 DQG /1 +LW +4<<9,/ %3DUDGR[ /RVW" )LUP0/HYHO (YLGHQFH RQ WKH 5HWXUQV WR
,QIRUPDWLRQ 6\VWHPV 6SHQGLQJ/%0DQDJHPHQW 6FLHQFH 75/ 874088;1
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)UHL/ )1;1/ 3171 +DUNHU/ DQG /1:1 +XQWHU +IRUWKFRPLQJ,/ ³,QVLGH WKH %ODFN %R[= :KDW 0DNHV D
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%XVLQHVV,1

+DUNHU/ 3171 DQG 61$1 =HQLRV +IRUWKFRPLQJ,/ ³:KDW 'ULYHV WKH 3HUIRUPDQFH RI )LQDQFLDO
,QVWLWXWLRQV"´ LQ 3171 +DUNHU DQG 61$1 =HQLRV +HGV1,/ 3HUIRUPDQFH RI )LQDQFLDO ,QVWLWXWLRQV/
+/RQGRQ= &DPEULGJH 8QLYHUVLW\ 3UHVV,1

+LWW/ /1 DQG (1 %U\QMROIVVRQ +4<<9,/ ³3URGXFWLYLW\/ %XVLQHVV 3URILWDELOLW\/ DQG &RQVXPHU 6XUSOXV=
7KUHH 'LIIHUHQW 0HDVXUHV RI ,QIRUPDWLRQ 7HFKQRORJ\ 9DOXH/´0,6 4XDUWHUO\/ -XQH/ 45404751

+XEHU/ *1 31 DQG '1-1 3RZHU +4<;8,/ ³5HWURVSHFWLYH 5HSRUWV RI 6WUDWHJLF0/HYHO 0DQDJHUV=
*XLGHOLQHV IRU ,QFUHDVLQJ 7KHLU $FFXUDF\/´ 6WUDWHJLF 0DQDJHPHQW -RXUQDO 9/ 4:404;31

-RQDVK/ 5161 +4<<9,/ ³6WUDWHJLF OHYHUDJLQJ PDNLQJ RXWVRXUFLQJ ZRUN IRU \RX/´ 5HVHDUFK0
7HFKQRORJ\ 0DQDJHPHQW 6</ 4<0581

.DSODQ/ 5161 +4<;;,/ ³0XVW &,0 %H -XVWLILHG E\ )DLWK $ORQH/´ +DUYDUG %XVLQHVV 5HYLHZ/
0DUFK0$SULO/ ;:0<81

.HLO/ 01 +4<<8,/ ³3XOOLQJ WKH 3OXJ= 6RIWZDUH 3URMHFW 0DQDJHPHQW DQG WKH 3UREOHP RI 3URMHFW
(VFDODWLRQ/´ 0,6 4XDUWHUO\ 4</ 754077:1

.HPHUHU/ &1 +4<<9,/ 6RIWZDUH (QJLQHHULQJ +1HZ <RUN= ,UZLQ,1

/DFLW\/ 01&1 DQG +LUVFKHLP/ 51 +4<<6, ³7KH ,QIRUPDWLRQ 6\VWHPV 2XWVRXUFLQJ %DQGZDJRQ/´
6ORDQ 0DQDJHPHQW 5HYLHZ 68/ :60;91

/DQGDXHU/ 71 +4<<8,/ 7KH 7URXEOH ZLWK &RPSXWHUV +&DPEULGJH/0$=0,7 3UHVV,1

/LFKWHQEHUJ/ )1 +4<<8,/ ³7KH 2XWSXW &RQWULEXWLRQV RI &RPSXWHU (TXLSPHQW DQG 3HUVRQQHO= $
)LUP /HYHO $QDO\VLV/´ (FRQRPLFV RI ,QQRYDWLRQ DQG 1HZ 7HFKQRORJ\ +6=7,1

/RYHPDQ/ *1:1 +4<<7,/ ³$Q $VVHVVPHQW RI WKH 3URGXFWLYLW\ ,PSDFW RI ,QIRUPDWLRQ
7HFKQRORJLHV/´ LQ 71-1 $OOHQ DQG 0161 6FRWW 0RUWRQ +HGV1,/ ,QIRUPDWLRQ 7HFKQRORJ\ DQG WKH
&RUSRUDWLRQ RI WKH 4<<3V= 5HVHDUFK 6WXGLHV +&DPEULGJH/0$=0,7 3UHVV,1

0F&RQQHOO/ 71 +4<<:,/ 5DSLG 'HYHORSPHQW +6HDWWOH=0LFURVRIW 3UHVV,1

0F)DUODQ/ - +4<<4,/ ³&6&2*HQHUDO '\QDPLFV= ,QIRUPDWLRQ 6\VWHPV 2XWVRXUFLQJ/´ +DUYDUG
%XVLQHVV 6FKRRO &DVH 6WXG\ +&DPEULGJH= +%6 3UHVV,1

3UDVDG/ %1 DQG 3171 +DUNHU +4<<:,/ ³([DPLQLQJ WKH &RQWULEXWLRQ RI ,QIRUPDWLRQ 7HFKQRORJ\
7RZDUG 3URGXFWLYLW\ DQG 3URILWDELOLW\ LQ 8161 %DQNLQJ/´ :RUNLQJ 3DSHU/ )LQDQFLDO ,QVWLWXWLRQV
&HQWHU/ 7KH :KDUWRQ 6FKRRO/ 8QLYHUVLW\ RI 3HQQV\OYDQLD/ 3KLODGHOSKLD/ 3$1

3UDWW/ -1 :1/ '1$1 :LVH/ DQG 51 =HFNKDXVHU +4<:<,/ ³3ULFH 'LIIHUHQFHV LQ $OPRVW &RPSHWLWLYH
0DUNHWV/´ 7KH 4XDUWHUO\ -RXUQDO RI (FRQRPLFV <6/ 4;<05441

5HEHOOR/ .1 +4<<9,/ ³:H +XPEO\ %HJ <RX WR 7DNH 7KLV -RE1 3OHDVH/´ %XVLQHVV :HHN +-XQH,1



+RZ )LQDQFLDO 'HFLGH RQ 7HFKQRORJ\ 7;

5RDFK/ 6161 +4<;:,/ ³$PHULFD*V 7HFKQRORJ\ 'LOHPPD= $ 3URILOH RI WKH ,QIRUPDWLRQ (FRQRP\/´
0RUJDQ 6WDQOH\ 6SHFLDO (FRQRPLF 6WXG\ +$SULO,1

5RFNDUW/ -1)1 +4<;;,/ ³7KH /LQH 7DNHV WKH /HDGHUVKLS 0 ,6 0DQDJHPHQW LQ D :LUHG 6RFLHW\/´
6ORDQ 0DQDJHPHQW 5HYLHZ 5;/ 8:0971

5RFNDUW/ -1 DQG $1'1 &UHVFHQ]L +4<;7,/ ³(QJDJLQJ 7RS 0DQDJHPHQW LQ ,QIRUPDWLRQ
7HFKQRORJ\/´ 6ORDQ 0DQDJHPHQW 5HYLHZ 57/ 60491

5RFNDUW/ -1)1/01-1 (DUO/ DQG -1:1 5RVV +4<<9,/ ³(LJKW ,PSHUDWLYHV IRU WKH 1HZ ,7 2UJDQL]DWLRQ/´
6ORDQ 0DQDJHPHQW 5HYLHZ 6;/ 760881

5RWKIHGHU/ -1 +4<;;,/ ³,W*V /DWH/ &RVWO\/ ,QFRPSHWHQW 0 %XW 7U\ )LULQJ D &RPSXWHU 6\VWHP´/
%XVLQHVV :HHN/ 1RYHPEHU :/ 960971

6DORS/ 61 DQG -1 6WLJOLW] +4<:9,/ ³%DUJDLQV DQG 5LS0RIIV= $ 0RGHO RI 0RQRSROLVWLFDOO\
&RPSHWLWLYH 3ULFH 'LVSHUVLRQ/´ 5HYLHZ RI (FRQRPLF 6WXGLHV 77/ 7<608431

6DORS/ 61&1 +4<:<,/ ³0RQRSROLVWLF &RPSHWLWLRQ ZLWK 2XWVLGH *RRGV/´ %HOO -RXUQDO RI (FRQRPLFV
43/ 47404891

6DXQGHUV/ &1/ 01 *HEHOW/ DQG 41 +X/ +4<<:,/ ³$FKLHYLQJ 6XFFHVV LQ ,QIRUPDWLRQ 6\VWHPV
2XWVRXUFLQJ/´ &DOLIRUQLD 0DQDJHPHQW 5HYLHZ 6</ 960:<1

6RORZ/ 510 +4<;:,/ ³:H¶G %HWWHU :DWFK 2XW/´ 1HZ <RUN 7LPHV %RRN 5HYLHZ/ +-XO\ 45,= 691

6WHLQHU/ 51 DQG '1 7HL[LHUD/ +4<<3,/ 7HFKQRORJ\ LQ %DQNLQJ= &UHDWLQJ 9DOXH DQG 'HVWUR\LQJ
3URILWV ++RPHZRRG/ ,/= %XVLQHVV 2QH ,UZLQ,1

6WUDVVPDQQ/ 31(1 +4<<3,/ 7KH %XVLQHVV 9DOXH RI &RPSXWHUV +1HZ &DQDDQ/ &7= ,QIRUPDWLRQ
(FRQRPLFV 3UHVV,1

7ULJHRUJLV/ /1 +4<<:,/ 5HDO 2SWLRQV +&DPEULGJH/0$=0,7 3UHVV,1

9DULDQ/ +1 +4<<5,/ 0LFURHFRQRPLF $QDO\VLV/ 6UG (GLWLRQ +1HZ <RUN= 1RUWRQ,1

9HULW\/ -1 +4<<9,/ ³/HW*V 2UGHU 2XW IRU 7HFKQRORJ\/´ %XVLQHVV :HHN/0D\ 46/ 7:1

YRQ6LPVRQ/ (101 +4<<3,/ ³7KH µ&HQWUDOO\ 'HFHQWUDOL]HG¶ ,6 2UJDQL]DWLRQ/´ +DUYDUG %XVLQHVV
5HYLHZ/ -XO\0$XJXVW/ 70:1



+LWW/ )UHL DQG +DUNHU 7<

$SSHQGL[ $= ,QWHUYLHZ 0DWHULDOV

7KH FRPSOHWH VXUYH\ XVHG DV SDUW RI WKLV VWXG\ FDQ EH IRXQG DW WKH IROORZLQJ DGGUHVV=

KWWS=22RSLP1ZKDUWRQ1XSHQQ1HGX2aKDUNHU2VXUYH\1SGI



+RZ )LQDQFLDO 'HFLGH RQ 7HFKQRORJ\ 83

$SSHQGL[ %= 3UHOLPLQDU\ (FRQRPHWULF 5HVXOWV RQ 3& %DQNLQJ

7DEOH %14 6DPSOH &KDUDFWHULVWLFV

+VLPSOH GLIIHUHQFHV ZLWKRXW FRQWUROV,
3URILWDELOLW\ %DODQFHV 1XPEHU RI 3URGXFWV

$YHUDJH 1RQ03& &XVWRPHU <719 777: 5196

3& %DQNLQJ0 %LOOSD\ &XVWRPHUV .84(- .434(- .55(-

3& %DQNLQJ 0 1RQ0%LOOSD\ &XVWRPHUV .45( .74(- .4<(-

- GHQRWHV VLJQLILFDQWO\ GLIIHUHQW IURP DYHUDJH SRSXODWLRQ DW S?14 RU EHWWHU

$QDO\VLV= &XVWRPHUV ZKR XVH 3& EDQNLQJ DUH PRUH DWWUDFWLYH1



+LWW/ )UHL DQG +DUNHU 84

7DEOH %151 3UHGLFWRUV RI 3URILWDELOLW\

1R &RQWUROV 'HPRJUDSKLFV 3URGXFWV )
'HPRJUDSKLFV

8VH %LOOSD\ 7;15---
+461;,

8614---
+4817,

5715-
+461<,

8VH 3& EXW QRW %LOOSD\ 4418
+5715,

4915
+5716,

04616
+5513,

'XUDWLRQ RI FXVWRPHU UHODWLRQVKLS +PRQWK, 1544---
+13:66,

13867
+139:6,

2ZQKRPH <1;:
+5<16:,

06157
+5917,

0DUULHG 6165
+461;,

0441<
+4517,

$JH &RQWUROV -RLQWO\
6LJQLILFDQW

-RLQWO\
6LJQLILFDQW

,QFRPH &RQWUROV -RLQWO\
6LJQLILFDQW

-RLQWO\
6LJQLILFDQW

&KHFNLQJ $FFW1 ;:1:---
+<1:5,

2WKHU 'HSRVLW 6:1:---
+:159,

,QYHVWPHQW 716<
+71:3,

+RPH /RDQ 4:;18---
+471;,

2WKHU /RDQ 4:14-
+4315,

1 +KRXVHKROGV, 4995 4995 4995
55 31:7( 81<:( 5715(
--- 0 S?134> --0 S?138> -0 S?14

$QDO\VLV= 3& EDQNLQJ +ELOOSD\, FXVWRPHUV PRUH SURILWDEOH> KDOI RI WKLV HIIHFW LV GXH WR

JUHDWHU SURGXFW XVDJH DQG QRW QHFHVVDULO\ PRUH IDYRUDEOH GHPRJUDSKLFV1



+RZ )LQDQFLDO 'HFLGH RQ 7HFKQRORJ\ 85

7DEOH %161 3URILW (IIHFWV RI &XVWRPHUV :KR 6WDUWHG DV 3& %DQNLQJ &XVWRPHUV

+1RWH= RQO\ 7( RI FXVWRPHUV VWDUWHG Z2 3& EDQNLQJ,

1R FRQWUROV 'HPRJUDSKLFV 3URGXFWV )
'HPRJUDSKLFV

6WDUWHG Z2 3& %DQNLQJ 0781<
+661;,

04186
+67147,

6517
+631:,

'XUDWLRQ RI FXVWRPHU UHODWLRQVKLS +PRQWK, 153;---
+13:76,

13867
+139:6,

2ZQKRPH 43135
+5<18,

06157
+5917,

0DUULHG 615:
+461;,

0441<
+4517,

$JH &RQWUROV -RLQWO\
6LJQLILFDQW

-RLQWO\
6LJQLILFDQW

,QFRPH &RQWUROV -RLQWO\
6LJQLILFDQW

-RLQWO\
6LJQLILFDQW

&KHFNLQJ $FFW1 ;;18---
+<1:5,

2WKHU 'HSRVLW 6:1:---
+:15:,

,QYHVWPHQW 7178
+71:3,

+RPH /RDQ 4;414---
+471;,

2WKHU /RDQ 491<-
+4315,

1 +KRXVHKROGV, 4995 4995 4995
55 3144( 815:( 5713(
--- 0 S?134> --0 S?138> -0 S?14

$QDO\VLV1 $OWKRXJK VPDOO VDPSOH PDNHV LW GLIILFXOW WR GUDZ FRQFOXVLRQV/ QR HYLGHQFH WKDW

3& EDQNLQJ DWWUDFWV XQXVXDOO\ SURILWDEOH FXVWRPHUV EHFDXVH WKH\ DUH QHZHU FXVWRPHUV DQG QHZHU

FXVWRPHUV DUH OHVV SURILWDEOH1 +RZHYHU/ UHVXOWV VXJJHVW WKDW FRPSDUHG WR FXVWRPHUV ZLWK VDPH

SURGXFW XWLOL]DWLRQ/ WKH\ PD\ EH VOLJKWO\ EHWWHU1


