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,� 0)1 $33/,&$7,21� ,17(51$/ 0($685(6 ��������������������������� ���
$� 5HOHYDQW &RPSDUDWRUV IRU WKH 3XUSRVH RI (VWDEOLVKLQJ
'LVFULPLQDWLRQ ����������������������������������������������������������������������� ���
%� &RQWH[WXDOL]LQJ WKH 'LVFRXUVH������������������������������������������ ���

,,� 0)1 $33/,&$7,21� (;7(51$/0($685(6������������������������� ���
$� 7KH 7DOH RI 7ZR &DVHV ������������������������������������������������������ ���
�� $PEDWLHORV &ODLP����������������������������������������������������������� ���
�� $QJOR�,UDQLDQ 2LO &R� &DVH ������������������������������������������� ���

%� ,QYHVWPHQW 7ULEXQDOV�������������������������������������������������������� ���
�� (PLOLR $JXVWtQ 0DIIH]LQL Y� 7KH .LQJGRP RI 6SDLQ���� ���
�� :KLWH ,QGXVWULHV $XVWUDOLD /WG� Y� 7KH 5HSXEOLF RI ,QGLD
��������������������������������������������������������������������������������������������� ���
�� ,FNDOH ,QVDDW Y� 7XUNPHQLVWDQ ������������������������������������� ���

&� 6FKRODUO\ &RQWULEXWLRQV���������������������������������������������������� ���
�� (FRQRPLF 5DWLRQDOH�������������������������������������������������������� ���
�� 1RQ�(FRQRPLF 5DWLRQDOH ����������������������������������������������� ���

,,,� ,17(535(7$7,21 2) 0)1 3529,6,216������������������������������ ���
$� 9&/7 $UWLFOH ������������������������������������������������������������������� ���

 $VVLVWDQW 3URIHVVRU� )DFXOW\ RI /DZ� 8QLYHUVLW\ RI 'HOKL� 'HOKL� 7KH
DXWKRU FDQ EH UHDFKHG DW DGY�DPLWNUVLQKD#JPDLO�FRP� , DP JUDWHIXO WR P\
FROOHDJXH DQG IULHQG� 3URIHVVRU +DULV -DPLO� IRU KLV UHYLHZ RI WKH HDUOLHU
GUDIWV RI WKLV DUWLFOH� +LV FRPPHQWV ZHUH YHU\ KHOSIXO� , DP DOVR WKDQNIXO WR
P\ IULHQGV� 3URIHVVRU 3XVKNDU $QDQG DQG 0V� 9DUVKD 6LQJK� IRU RXU GLVFXV�
VLRQV RQ WKLV WRSLF� 7KH YLHZV H[SUHVVHG LQ WKLV DUWLFOH� DV ZHOO DV DQ\ HUURUV
RU RPLVVLRQV� DUH WKH UHVSRQVLELOLW\ RI WKH DXWKRU� , DP DOVR WKDQNIXO WR DOO WKH
HGLWRUV RI WKH %URRNO\Q -RXUQDO RI ,QWHUQDWLRQDO /DZ IRU WKHLU VXSSRUW DQG
UHYLHZ RI WKLV DUWLFOH� /DVWO\� , GHGLFDWH WKLV DUWLFOH WR P\ DOPD PDWHU� 6RXWK
$VLDQ 8QLYHUVLW\� 1HZ 'HOKL DQG LWV )DFXOW\ RI /HJDO 6WXGLHV�
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'� 3ULQFLSOH RI $FTXLHVFHQFH LQ ,QWHUQDWLRQDO /DZ ������������� ���
(� 1RQ�SURKLELWLRQ GRHV QRW 1HFHVVDULO\ PHDQ 3HUPLVVLRQ ���

,9� 7+( 352%/(06 %2552:,1* 0)1 3529,6,216 &5($7( �� ���
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%� 7KH 'UDIW 1HWKHUODQGV 0RGHO %,7 DQG $XVWUDOLD�
,QGRQHVLD &(3$��������������������������������������������������������������������� ���
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&21&/86,21������������������������������������������������������������������������������� ���

,1752'8&7,21� 7+( 0($1,1* $1' 6&23( 2)0)1 3529,6,216
KH FRQVWDQWO\ HYROYLQJ MXULVSUXGHQFH DQG XQLTXH QDWXUH
RI LQWHUQDWLRQDO LQYHVWPHQW ODZ KDYH H[SRVHG WKLV ILHOG WR

ODWLWXGLQDULDQ LQWHUSUHWDWLRQV�� 7KHVH LQWHUSUHWDWLRQV DUH VR
YDULHG LQ QDWXUH WKDW LW LV GLIILFXOW WR ILQG GHFLVLRQV RU OLWHUDWXUH
KDYLQJ JHQHUDO DFFHSWDELOLW\�� 7KLV DUWLFOH GHDOV ZLWK RQH VXFK
LVVXH� WKH VFRSH RI 0RVW )DYRXUHG 1DWLRQ �0)1� SURYLVLRQV LQ
%LODWHUDO ,QYHVWPHQW 7UHDWLHV �%,7V��
&RQWLQXLQJ WKH GHEDWH DERXW WKH VFRSH RI 0)1 SURYLVLRQV LQ

%,7V� ZKLFK ZDV LQLWLDWHG E\ )DFXQGR 3HUH]�$]QDU�� 6LPRQ

�� 7RQ\ &ROH� 7KH %RXQGDULHV RI 0RVW )DYRUHG 1DWLRQ 7UHDWPHQW LQ ,Q�
WHUQDWLRQDO ,QYHVWPHQW /DZ� �� 0,&+� -� ,17·/ /� ���� ��� �������

�� ,G�
�� 6HH JHQHUDOO\ )DFXQGR 3HUH]�$]QDU� 7KH 8VH RI 0RVW�)DYRXUHG�1DWLRQ

&ODXVHV WR ,PSRUW 6XEVWDQWLYH 7UHDW\ 3URYLVLRQV LQ ,QWHUQDWLRQDO ,QYHVWPHQW
$JUHHPHQWV� �� -� ,17·/ (&21� /� ��� �������
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����@ 7KH 6FRSH RI 0)1 3URYLVLRQV LQ %,7V ���

%DWLIRUW� DQG -� %HQWRQ +HDWK�� WKLV DUWLFOH SULPDULO\ GHDOV
ZLWK WKH VFRSH RI 0)1 SURYLVLRQV LQ WKH %,7 UHJLPH� 7KLV DUWL�
FOH FKDOOHQJHV WKH ´FRQYHQWLRQDO ZLVGRPµ� RI XVLQJ 0)1 SURYL�
VLRQV WR LPSRUW RU ERUURZ SURYLVLRQV IURP D WKLUG�SDUW\ %,7��
%HIRUH PRYLQJ WR WKH LVVXHV GLUHFWO\� LW LV LPSRUWDQW WR XQGHU�

VWDQG WKH PHDQLQJ DQG LPSRUWDQFH RI 0)1 SURYLVLRQV LQ %,7V
LQ JHQHUDO� 7KH 0)1 SURYLVLRQ� ZLWKRXW D GRXEW� LV DQ
LQVWUXPHQW RI QRQ�GLVFULPLQDWLRQ�� ,W HQVXUHV WKDW DOO IRUHLJQ

�� 6HH JHQHUDOO\ 6LPRQ %DWLIRUW 	 -� %HQWRQ +HDWK� 7KH 1HZ 'HEDWH RQ
WKH ,QWHUSUHWDWLRQ RI 0)1 &ODXVHV LQ ,QYHVWPHQW 7UHDWLHV� 3XWWLQJ WKH %UDNHV
RQ 0XOWLODWHUDOL]DWLRQ� ��� $0� -� ,17·/ /� ��� �������

�� ´&RQYHQWLRQDO :LVGRPµ LQ UHIHUHQFH WR 0)1 SURYLVLRQV LV XVHG WR GH�
VFULEH WKH VFRSH RI 0)1 FODXVHV WR ERUURZ SURYLVLRQV IURP WKLUG�SDUW\ %,7V�
)RU PRUH RQ WKLV� VHH %DWLIRUW 	 +HDWK� VXSUD QRWH �� DW ���� VHH DOVR 0DUWLQV
3DSDULQVNLV� 0)1 &ODXVHV DQG 6XEVWDQWLYH 7UHDWPHQW� $ /DZ RI 7UHDWLHV
3HUVSHFWLYH RI WKH ´&RQYHQWLRQDO :LVGRP�µ ��� $-,/ 81%281' �� �������

�� )RU WKH SXUSRVH RI FRQYHQLHQFH� WKH ZRUGV ´LPSRUWµ DQG ´ERUURZµ ZLOO
EH WUHDWHG WKH VDPH DQG ZLOO DOVR EH XVHG LQWHUFKDQJHDEO\ LQ WKLV DUWLFOH� $O�
VR� WR EULQJ FODULW\ WR VRPH WHUPLQRORJ\ WKDW ZLOO EH XVHG IUHTXHQWO\ LQ WKLV
DUWLFOH� ´EDVLF %,7µ PHDQV D %,7 VLJQHG E\ RULJLQDO SDUWLHV �H�J�� EHWZHHQ $
DQG %� DQG FRQWDLQLQJ DQ 0)1 SURYLVLRQ� ´WKLUG�SDUW\ %,7µ PHDQV D %,7
VLJQHG E\ RQH RI WKH RULJLQDO SDUWLHV ZLWK D WKLUG VWDWH �H�J�� EHWZHHQ $ DQG &
RU % DQG &��

�� )RU PRUH OLWHUDWXUH RQ 0)1 SURYLVLRQV LQ %,7V� VHH JHQHUDOO\ 2OLYLHU
$FFRPLQRWWL 	 0DUF )ODQGUHDX� %LODWHUDO 7UHDWLHV DQG WKH 0RVW�)DYRUHG�
1DWLRQ &ODXVH� 7KH 0\WK RI 7UDGH /LEHUDOL]DWLRQ LQ WKH 1LQHWHHQWK &HQWXU\�
�� :25/' 32/� ��� ������� 7RPRNR ,VKLNDZD� ,QWHUSUHWLQJ WKH 0RVW�
)DYRXUHG�1DWLRQ &ODXVH LQ ,QYHVWPHQW 7UHDW\ $UELWUDWLRQ� ,QWHUSUHWDWLRQ DV D
3URFHVV RI &UHDWLQJ DQ 2EOLJDWLRQ" LQ 5(7+,1.,1* ,17(51$7,21$/ /$: $1'
-867,&( ��� �&KDUOHV 6DPSIRUG HW DO� HGV�� ������ -�5� :((5$0$175<� 75($7<
,17(535(7$7,21 ,1 ,19(670(17 $5%,75$7,21 ��� ������� 6FRWW 9HVHO� &OHDULQJ
D 3DWK WKURXJK D 7DQJOHG -XULVSUXGHQFH� 0RVW�)DYRUHG�1DWLRQ &ODXVHV DQG
'LVSXWH 6HWWOHPHQW 3URYLVLRQV LQ %LODWHUDO ,QYHVWPHQW 7UHDWLHV� �� <$/( -�
,17·/ /� ���� ��� ������� &KULVWRSKHU *UHHQZRRG� 5HIOHFWLRQV RQ ¶0RVW )D�
YRXUHG 1DWLRQ· &ODXVHV LQ %LODWHUDO ,QYHVWPHQW 7UHDWLHV� LQ 35$&7,6,1*
9,578( ��� �'DYLG '� &DURQ HW DO� HGV�� ������ 2NH]LH &KXNZXPHULMH� ,QWHU�
SUHWLQJ 0RVW�)DYRXUHG�1DWLRQ &ODXVHV LQ ,QYHVWPHQW 7UHDW\ $UELWUDWLRQV� � -�
:25/' ,19(67� 	 75$'(� ��� ������� -XUJHQ .XUW]� 7KH 0)1 6WDQGDUG DQG
)RUHLJQ ,QYHVWPHQW� $Q 8QHDV\ )LW"� � -� :25/' ,19(67� 	 75$'( ��� �������
'� +� )UH\HU 	 '� +HUOLK\� 0RVW�)DYRUHG�1DWLRQ 7UHDWPHQW DQG 'LVSXWH 6HW�
WOHPHQW LQ ,QYHVWPHQW $UELWUDWLRQ� -XVW +RZ ´)DYRUHGµ LV ´0RVW�)DYRUHGµ" ��
)25(,*1 ,19(67� /� -� �� ������� (OL]DEHWK :KLWVLWW� $SSOLFDWLRQ RI 0RVW�
)DYRXUHG�1DWLRQ &ODXVHV WR WKH 'LVSXWH 6HWWOHPHQW 3URYLVLRQV RI %LODWHUDO
,QYHVWPHQW 7UHDWLHV� DQ $VVHVVPHQW RI WKH -XULVSUXGHQFH� �� -� (1(5*< 	
1$7� 5(6285&(6 /� ��� ������� +HQULN +RUQ 	 3HWURV &� 0DYURLGLV� (FRQRPLF
DQG /HJDO $VSHFWV RI WKH 0RVW�)DYRUHG�1DWLRQ &ODXVH� �� (85� -� 32/,7� (&21�
��� ������� (GRDUGR 6WRSSLRQL� -XULVGLFWLRQDO ,PSDFW RI 0RVW�)DYRXUHG�
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1DWLRQ &ODXVHV� LQ 03, /8;(0%285* :25.,1* 3$3(5 6(5,(6 �²�� �������
<DV %DQLIDWHPL� 7KH (PHUJLQJ -XULVSUXGHQFH RQ WKH 0RVW�)DYRXUHG�1DWLRQ
7UHDWPHQW LQ ,QYHVWPHQW $UELWUDWLRQ� LQ ,19(670(17 75($7< /$:� &855(17
,668(6 ,,,� ��� �$� %MRUNOXQG HW DO� HGV�� ������ (PPDQXHO *DLOODUG� (VWDE�
OLVKLQJ -XULVGLFWLRQ 7KURXJK D 0RVW�)DYRUHG�1DWLRQ &ODXVH� ��� 1�<�/�-� �
������� 8�1� &RQI� RQ 7UDGH 	 'HY� >81&7$'@� 0RVW )DYRUHG 1DWLRQ 7UHDW�
PHQW� LQ 6(5,(6 21 ,668(6 ,1 ,17(51$7,21$/ ,19(670(17 $*5((0(176 ,,� DW
��� 8�1� 'RF� 81&7$'�',$(�,$������� ������ >KHUHLQDIWHU 0)1�81&7$'@�
<OOL 'DXWDM� 7KHVLV� ,7$� 7KH 0)1 &ODXVH DQG LWV 3URFHGXUDO ([WHQVLRQ ² D
&DVH 6WXG\ RI WKH 5RV,QYHVW&R &DVH� 7KH 0)1 FODXVH LQ OLJKW RI WUHDW\ LQWHU�
SUHWDWLRQ� 8SSVDOD 8� 3XEOLFDWLRQ �� �� ������� -DUURG :RQJ� 7KH $SSOLFDWLRQ
RI 0RVW�)DYRUHG�1DWLRQ &ODXVHV WR 'LVSXWH 5HVROXWLRQ 3URYLVLRQV LQ %LODWHUDO
,QYHVWPHQW 7UHDWLHV� � $6,$1 -� :72 	 ,17·/ +($/7+ /� 	 32/� ���� ���
������� 6WHSKDQ :� 6FKLOO� 0RVW�)DYRUHG�1DWLRQ &ODXVHV DV D %DVLV RI -XULV�
GLFWLRQ LQ ,QYHVWPHQW 7UHDW\ $UELWUDWLRQ� $UELWUDO -XULVSUXGHQFH DW D &URVV�
URDGV� �� -� :25/' ,19(67� 	 75$'( ���� ��� ������� 6WDQOH\ .� +RUQEHFN�
7KH 0RVW�)DYRUHG�1DWLRQ &ODXVH� � $0� -� ,17·/ /� ���� ���²��� �������
4XLQF\ :ULJKW� 7KH 0RVW�)DYRUHG�1DWLRQ &ODXVH� �� $0� -� ,17·/ /� ���
������� $DURQ 0� &KDQGOHU� %,7V� 0)1 7UHDWPHQW DQG WKH 35&� 7KH ,PSDFW
RI &KLQD·V (YHU�(YROYLQJ %LODWHUDO ,QYHVWPHQW 7UHDW\ 3UDFWLFH� �� ,17·/ /$:�
����� ���� ������� 6WHSKDQLH /� 3DUNHU� $ %,7 DW D 7LPH� 7KH 3URSHU ([WHQ�
VLRQ RI WKH 0)1 &ODXVH WR 'LVSXWH 6HWWOHPHQW 3URYLVLRQV LQ %LODWHUDO ,QYHVW�
PHQW 7UHDWLHV� � $5%� %5� ��� �� ������� <DQQLFN 5DGL� 7KH $SSOLFDWLRQ RI WKH
0RVW�)DYRXUHG�1DWLRQ &ODXVH WR WKH 'LVSXWH 6HWWOHPHQW 3URYLVLRQV RI %LODW�
HUDO ,QYHVWPHQW 7UHDWLHV� 'RPHVWLFDWLQJ WKH ¶7URMDQ +RUVH�· �� (85� -� ,17·/ /�
���� ��� ������� /RFNQLH +VX� 0)1 DQG 'LVSXWH 6HWWOHPHQW� :KHQ WKH 7ZDLQ
0HHW� � -� :25/' ,19(67� 	 75$'( ��� �� ������� -XOLH $� 0DXSLQ� 0)1�
EDVHG -XULVGLFWLRQ LQ ,QYHVWRU²6WDWH $UELWUDWLRQ� ,V 7KHUH $Q\ +RSH IRU D
&RQVLVWHQW $SSURDFK"� �� -� ,17·/ (&21� /� ��� ������� $OHMDQGUR )D\D 5RGUL�
JXH]� 7KH 0RVW�)DYRUHG�1DWLRQ &ODXVH LQ ,QWHUQDWLRQDO ,QYHVWPHQW $JUHH�
PHQWV� $ 7RRO IRU 7UHDW\ 6KRSSLQJ"� �� -� ,17·/ $5%� ��� �� ������� 0DUD
9DOHQWL� 7KH 0RVW )DYRXUHG 1DWLRQ &ODXVH LQ %,7V DV D %DVLV IRU -XULVGLFWLRQ
LQ )RUHLJQ ,QYHVWRU�+RVW 6WDWH $UELWUDWLRQ� �� $5%� ,17·/ ��� ������� 6X]\ +�
1LNLHPD� 7KH 0RVW�)DYRXUHG�1DWLRQ &ODXVH ,Q ,QYHVWPHQW 7UHDWLHV� ,,6'
�)HE� ������ KWWSV���ZZZ�LLVG�RUJ�OLEUDU\�LLVG�EHVW�SUDFWLFHV�VHULHV�PRVW�
IDYRXUHG�QDWLRQ�FODXVH�LQYHVWPHQW�WUHDWLHV� 6WHSKDQ :� 6FKLOO� 0XOLWLODWHUDO�
L]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�1DWLRQ &ODXVHV� ��
%(5.(/(< -� ,17·/ /� ��� ������� 6WHSKDQ :� 6FKLOO� 0)1 &ODXVHV DV %LODWHUDO
&RPPLWPHQWV WR 0XOWLODWHUDOLVP� $ 5HSO\ WR 6LPRQ %DWLIRUW DQG -� %HQWRQ
+HDWK� ��� $0� -� ,17·/ /� ��� ������� 2(&'� 0RVW�)DYRXUHG�1DWLRQ 7UHDW�
PHQW LQ ,QWHUQDWLRQDO ,QYHVWPHQW /DZ� 2(&' :RUNLQJ 3DSHUV RQ ,QWHUQD�
WLRQDO ,QYHVWPHQW �������� 2(&' 3XEOLVKLQJ� KWWS���G[�GRL�RUJ�
��������������������� 5XWK 7HLWHOEDXP� :KR·V $IUDLG RI 0DIIH]LQL" 5HFHQW
'HYHORSPHQWV LQ WKH,QWHUSUHWDWLRQ RI 0RVW )DYRUHG 1DWLRQ &ODXVHV� �� -� ,17·/
$5%� ��� ������� &DWKDULQH 7LWL� 0RVW�)DYRXUHG�1DWLRQ 7UHDWPHQW� 6XUYLYDO
&ODXVHV DQG 5HIRUP RI ,QWHUQDWLRQDO ,QYHVWPHQW /DZ� �� -� ,17·/ $5%� ���
������� =DFKDU\ 'RXJODV� 7KH 0)1 &ODXVH LQ ,QYHVWPHQW $UELWUDWLRQ� 7UHDW\
,QWHUSUHWDWLRQ 2II WKH 5DLOV� � -� ,17·/ ',63� 6(77/(0(17 �� �������
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LQYHVWRUV LQ WKH WHUULWRU\ RI D KRVW VWDWH ZLOO EH WUHDWHG HTXDO�
O\�� 0)1 SURYLVLRQV DUH RIWHQ GHVFULEHG DV KDYLQJ GXDO FKDUDF�
WHULVWLFV³WKDW LV� SURYLGLQJ SURWHFWLRQ DJDLQVW ERWK LQWHUQDO
DQG H[WHUQDO PHDVXUHV�� ,QWHUQDO PHDVXUHV VXJJHVW DFWLRQV
WDNHQ E\ WKH KRVW VWDWH ZLWKLQ LWV WHUULWRU\ WKURXJK LWV ODZV DQG
UHJXODWLRQV��� ([WHUQDO PHDVXUHV VXJJHVW ERUURZLQJ RI IDYRUD�
EOH SURYLVLRQV IURP WKLUG�SDUW\ %,7V��� 8QOLNH QDWLRQDO WUHDW�
PHQW SURYLVLRQV� ZKHUH WKH FRPSDUDWRUV�� DUH GRPHVWLF LQYHV�
WRUV� LQ 0)1 SURYLVLRQV� WKH FRPSDUDWRUV DUH IRUHLJQ LQYHV�
WRUV��� 7KLV DUWLFOH DUJXHV WKDW WKH VFRSH RI 0)1 SURYLVLRQV
VKRXOG EH OLPLWHG LQ WKHLU DSSOLFDWLRQ WR FDVHV RI LQWHUQDO
PHDVXUHV RQO\� $OORZLQJ DQ 0)1 SURYLVLRQ WR LPSRUW RU ERUURZ
SURYLVLRQV IURP RWKHU %,7V LV TXHVWLRQDEOH DQG SUREOHPDWLF LQ
JHQHUDO LQWHUQDWLRQDO ODZ� ZKLFK LQFOXGHV� LQWHU DOLD� LQWHUSUH�
WDWLYH PHWKRGRORJLHV SURYLGHG XQGHU WKH 9LHQQD &RQYHQWLRQ RQ
WKH /DZ RI 7UHDWLHV �9&/7����
7KHUHIRUH� WR VXEVWDQWLDWH WKH FODLPV PDGH LQ WKH SUHYLRXV

SDUDJUDSK� 3DUW , RI WKLV DUWLFOH H[SODLQV WKH XVH RI 0)1 SURYL�
VLRQV IRU LQWHUQDO PHDVXUHV WDNHQ E\ WKH KRVW VWDWH� 3DUW ,,
SUHVHQWV D FULWLTXH RI WKH SUDFWLFH RI ERUURZLQJ SURYLVLRQV IURP
WKLUG�SDUW\ %,7V XVLQJ 0)1 SURYLVLRQV� 3DUW ,,, WKHQ ORRNV LQ�
WR SRVVLEOH LQWHUSUHWDWLRQV VXJJHVWLQJ WKH SURSHU XVH RI 0)1
SURYLVLRQV LQ %,7V� 3DUW ,9 KLJKOLJKWV WKH SUREOHPV FUHDWHG E\
WKH FRQYHQWLRQDO XVH RI 0)1 SURYLVLRQV� VXFK DV WUHDW\ VKRS�
SLQJ� MXULVGLFWLRQDO SUREOHPV� DQG IUHH�ULGHUVKLS� 3DUW 9 H[�
SORUHV DQG GHOYHV LQWR WKH UHDFWLRQV IURP VWDWHV LQ UHVSRQVH WR
WKH SUDFWLFH RI ERUURZLQJ XVLQJ 0)1 SURYLVLRQV� 3DUW 9, DUJXHV
WKDW WKH GUDIWLQJ RI 0)1 SURYLVLRQV LV SDWK GHSHQGHQW� /DVWO\�
WKH FRQFOXVLRQ DUJXHV WKDW WKH SUDFWLFH RI ERUURZLQJ XVLQJ
0)1 SURYLVLRQV LQ %,7V LV SUREOHPDWLF DQG 0)1V VKRXOG EH
XVHG LQ FDVHV RI LQWHUQDO PHDVXUHV RQO\�

�� 0)1�81&7$'� VXSUD QRWH ��
�� 3HUH]�$]QDU� VXSUD QRWH �� DW ����
��� ,G�
��� ,G�
��� )RU WKH SXUSRVH RI FRQYHQLHQFH� ´FRPSDUDWRUµ KHUH PHDQV LQYHVWRUV

ZKR DUH ZRUNLQJ LQ WKH VDPH DUHD RU LQGXVWU\ ZLWK WKH DJJULHYHG LQYHVWRU�
VXFK WKDW D FRPSDULVRQ FDQ EH PDGH EHWZHHQ WKHP LQ RUGHU WR GHWHUPLQH GLV�
FULPLQDWLRQ� +RZHYHU� DQ DWWHPSW WR HVWDEOLVK D PRUH DFFHSWDEOH PHDQLQJ RI
FRPSDUDWRUV LV PDGH DW WKH ODWHU SDUW RI WKLV DUWLFOH� 6HH LQIUD 3DUW ,,�$�
��� 3HUH]�$]QDU� VXSUD QRWH �� DW ����
��� 9LHQQD &RQYHQWLRQ RQ WKH /DZ RI 7UHDWLHV� 0D\ ��� ����� ����

8�1�7�6� ��� >KHUHLQDIWHU 9&/7@�
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,� 0)1 $33/,&$7,21� ,17(51$/ 0($685(6

,QWHUQDO PHDVXUHV KHUH PHDQ PHDVXUHV WDNHQ E\ WKH KRVW
VWDWH ZLWKLQ LWV WHUULWRU\ WKDW KDYH DIIHFWHG LQYHVWPHQWV PDGH
E\ D IRUHLJQ LQYHVWRU� ,Q WKH FRQWH[W RI 0)1� VXFK PHDVXUHV E\
D KRVW VWDWH ZRXOG GLVFULPLQDWH EHWZHHQ WZR IRUHLJQ LQYHVWRUV
KDYLQJ GLIIHUHQW QDWLRQDOLWLHV� 7KH DQDO\VLV EHORZ ZLOO SURYLGH
WKH URDGPDS IRU LGHQWLI\LQJ WKH LQYHVWRUV ZKR PD\ EH DIIHFWHG
E\ PHDVXUHV WDNHQ E\ WKH KRVW VWDWH�

$� 5HOHYDQW &RPSDUDWRUV IRU WKH 3XUSRVH RI (VWDEOLVKLQJ 'LV�
FULPLQDWLRQ
7KH LPSRUWDQFH RI DVFHUWDLQLQJ WKH PHDQLQJ RI UHOHYDQW FRP�

SDUDWRUV OLHV LQ WKH IDFW WKDW GLVFULPLQDWLRQ EHWZHHQ WZR LQYHV�
WRUV FDQQRW EH VDLG WR KDYH WDNHQ SODFH XQOHVV LW LV HVWDEOLVKHG
WKDW WKRVH WZR LQYHVWRUV DUH UHOHYDQW FRPSDUDWRUV� 7KHUHIRUH� LW
LV LPSRUWDQW WR ILUVW GHWHUPLQH WKH FRPSDUDWRUV DQG WKHQ ORRN
IRU FODLPV RI GLVFULPLQDWLRQ EHWZHHQ WKHP� 7KH PHDQLQJ RI
´UHOHYDQW FRPSDUDWRU�µ KRZHYHU� LV XQVHWWOHG LQ WKH LQYHVWPHQW
UHJLPH� DQG WKHUH DUH ZLGHO\ VFDWWHUHG RSLQLRQV DPRQJ GLIIHU�
HQW WULEXQDOV��� 2QO\ D OLPLWHG DPRXQW RI DFDGHPLF OLWHUDWXUH LV
DYDLODEOH RQ WKLV LVVXH��� 7KLV ODUJHO\ XQWRXFKHG PDWWHU LV RI
WKH XWPRVW LPSRUWDQFH ZKHQ GHOLQHDWLQJ WKH VFRSH RI 0)1
SURYLVLRQV LQ %,7V� 7KXV� LW LV UHOHYDQW WR GHOYH LQWR TXHVWLRQV
OLNH WKRVH DVNHG LQ $SRWH[� ,QF� Y� 8QLWHG 6WDWHV��� 7KH WULEXQDO
LQ $SRWH[ SRVHG WKH IROORZLQJ TXHVWLRQV��� :KR DUH FRPSDUD�
WRUV" $UH WKH\ WKRVH ZKR DUH LQ WKH VDPH ´HFRQRPLF >RU@ EXVL�
QHVV VHFWRU"µ�� 2U DUH WKH\ WKRVH ZKR ´FRPSHWH ZLWK WKH LQYHV�

��� $SRWH[ +ROGLQJV ,QF� 	 $SRWH[ ,QF� Y� 8QLWHG 6WDWHV RI $PHULFD� ,&6,'
&DVH 1R� $5%�$)������� $ZDUG� � ���� �$XJ� ��� ������ &DUJLOO ,QFRUSRUDWHG
Y� 8QLWHG 0H[LFDQ 6WDWHV� ,&6,' &DVH 1R� $5%�$)�����=� $ZDUG� � ���
�6HSW� ��� ������ *UDQG 5LYHU (QWHUSULVHV 6L[ 1DWLRQV� /WG�� HW DO� Y� 8QLWHG
6WDWHV RI $PHULFD� 81&,75$/� � ���� $ZDUG �-DQ� ��� ������ 0HUULOO 	 5LQJ
)RUHVWU\ /�3� Y� &DQDGD� ,&6,' &DVH 1R� 81&7������ $ZDUG� � �� �0DU� ���
������ 0HWKDQH[ &RUSRUDWLRQ Y� 8QLWHG 6WDWHV RI $PHULFD� 81&,75$/� )LQDO
$ZDUG� 3DUW ,9� &KDSWHU %� SS� �²��� � �� �$XJ� �� ������ 3RSH 	 7DOERW ,QF�
Y� 7KH *RYHUQPHQW RI &DQDGD� 81&,75$/� $ZDUG RQ WKH 0HULWV RI 3KDVH ��
� �� �$SU� ��� ������
��� 6HH� H�J�� 3HUH]�$]QDU� VXSUD QRWH �� 0)1�81&7$'� VXSUD QRWH �� DW

���
��� $SRWH[ Y� 86�
��� ,G� � �����
��� ,G�
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WRU � � � LQ WHUPV RI JRRGV DQG VHUYLFHV"µ�� 2U DUH WKH\ WKRVH ZKR
DUH VXEMHFW WR WKH VDPH OHJDO RU UHJXODWRU\ UHJLPH"��
7KH WULEXQDO LQ $SRWH[ GLG QRW JLYH VDWLVIDFWRU\ DQVZHUV WR

WKHVH TXHVWLRQV� +RZHYHU� LW GLG VWDWH WKDW WKRVH ZKR DUH VXE�
MHFW WR WKH VDPH OHJDO DQG UHJXODWRU\ UHJLPH FDQ EH FRQVLGHUHG
UHOHYDQW FRPSDUDWRUV��� $FFRUGLQJ WR WKH WULEXQDO� $SRWH[ �D
IRUHLJQ LQYHVWRU� ZDV UHJXODWHG E\ +HDOWK &DQDGD �D UHJXODWRU\
DJHQF\ LQ &DQDGD�� DQG 8QLWHG 6WDWHV �86� GRPHVWLF PDQXIDF�
WXUHV ZHUH UHJXODWHG E\ WKH 86 )RRG DQG 'UXJ $JHQF\ �)'$����
7KHUHIRUH� 86 GRPHVWLF PDQXIDFWXUHUV DQG $SRWH[ ZHUH QRW
UHJXODWHG E\ WKH VDPH UHJXODWRU\ UHJLPH� 7KXV� WKH\ ZHUH QRW
UHOHYDQW FRPSDUDWRUV��� +RZHYHU� WKH WULEXQDO GLG ILQG WKDW
RWKHU IRUHLJQ LQYHVWRUV ZRUNLQJ LQ WKH VDPH DUHD DQG UHJXODWHG
E\ WKH )'$ ZHUH UHOHYDQW FRPSDUDWRUV��� ,Q RWKHU ZRUGV� DF�
FRUGLQJ WR WKH WULEXQDO� LQ RUGHU WR EH LGHQWLILHG DV UHOHYDQW
FRPSDUDWRUV� LQYHVWRUV PXVW EH JRYHUQHG E\ WKH VDPH UHJXODWR�
U\ UHJLPH�
$V PHQWLRQHG HDUOLHU� WKH $SRWH[ WULEXQDO IHOO VKRUW RI JLYLQJ

D FRQFUHWH DQVZHU WR WKH TXHVWLRQ RI ZKR DUH UHOHYDQW FRPSDUD�
WRUV" 7KHUH DUH� WKHUHIRUH� PDQ\ TXHVWLRQV OHIW XQDQVZHUHG�
)RU H[DPSOH� ZKDW LI WKH UHJXODWRU\ DXWKRULW\ FRYHUV D ZLGH
UDQJH RI DFWLYLW\ LQ D VHFWRU" &DQ LW EH VDLG WKDW WKH LQYHVWRU
ZKR KDV LQYHVWHG LQ WKH SURGXFWLRQ RI IHUWLOL]HU DQG WKH LQYHVWRU
ZKR KDV LQYHVWHG LQ WKH GHYHORSPHQW RI RUJDQLF VHHGV DUH UHOH�
YDQW FRPSDUDWRUV �DVVXPLQJ WKH\ DUH UHJXODWHG E\ WKH VDPH
UHJXODWRU\ DXWKRULW\�" )RU H[DPSOH� WKH 5HVHUYH %DQN RI ,QGLD
�5%,� LV WKH UHJXODWRU DQG VXSHUYLVRU RI WKH ILQDQFLDO V\VWHP LQ
,QGLD��� 5%, QRW RQO\ UHJXODWHV WKH IXQFWLRQLQJ RI EDQNV LQ ,Q�
GLD� EXW LW DOVR UHJXODWHV QRQ�EDQNLQJ ILQDQFLDO FRPSDQLHV
�1%)&V���� ,W LV WUXH WKDW WKH IXQFWLRQLQJ RI 1%)&V LV DNLQ WR
EDQNV LQ ,QGLD� KRZHYHU� WKHUH DUH VRPH PDMRU GLIIHUHQFHV EH�
WZHHQ WKH WZR��� )RU H[DPSOH� 1%)&V FDQQRW DFFHSW GHPDQG

��� ,G�
��� ,G�
��� ,G� �� ����²�����
��� ,G� � ���� � �����
��� ,G� �� ����²���
��� ,G� � �����
��� $ERXW 8V� 5(6(59( %$1. 2) ,1',$� KWWSV���ZZZ�UEL�RUJ�LQ�6FULSWV�

$ERXWXV'LVSOD\�DVS[ �ODVW YLVLWHG -DQ� �� ������
��� )UHTXHQWO\ $VNHG 4XHVWLRQV� 5(6(59( %$1. 2) ,1',$� KWWSV���ZZZ�UEL�

RUJ�LQ�6FULSWV�)$49LHZ�DVS[",G �� �ODVW YLVLWHG -DQ� �� ������
��� ,G�
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GHSRVLWV� QRU FDQ WKH\ LVVXH FKHFNV GUDZQ RQ WKHPVHOYHV��� 'H�
VSLWH WKHVH PDMRU GLIIHUHQFHV� DFFHSWLQJ WKH ´VXEMHFW RI WKH VDPH
UHJXODWRU\ UHJLPHµ WHVW ZRXOG PHDQ WKDW DQ LQYHVWRU LQ DQ
1%)& LV D UHOHYDQW FRPSDUDWRU WR DQ LQYHVWRU LQ D EDQN�
,W ZRXOG� KRZHYHU� EH LQFRUUHFW WR DFFHSW VXFK D SURSRVLWLRQ�

$V DQRWKHU H[DPSOH� WKH ,QGLDQ JRYHUQPHQW WUHDWV DJULFXOWXUH
DQG DQLPDO KXVEDQGU\ DV D VLQJOH VHFWRU IRU WKH SXUSRVHV RI
UHJXODWLQJ IRUHLJQ GLUHFW LQYHVWPHQW �)',���� $OO )', FKDQQHOHG
WKURXJK DQ DXWRPDWLF URXWH�� LV DOORZHG LQ WKLV VHFWRU��� 7KLV
VHFWRU LQFOXGHV� LQWHU DOLD� GHYHORSPHQW RI VHHGV DQG DQLPDO
KXVEDQGU\��� &DQ RQH VD\ WKDW IRUHLJQ LQYHVWRUV LQ WKHVH DUHDV
DUH UHOHYDQW FRPSDUDWRUV EHFDXVH WKH\ HQJDJH LQ DFWLYLWLHV LQ�
FRUSRUDWHG ZLWKLQ WKH VDPH VHFWRU" ,W GRHV QRW UHTXLUH VRSKLVWL�
FDWHG FDOFXODWLRQV WR ILJXUH RXW WKDW IRUHLJQ LQYHVWRUV ZRUNLQJ
LQ WZR GLIIHUHQW LQGXVWULHV LQ WKH VDPH VHFWRU DUH QRW UHOHYDQW
FRPSDUDWRUV� 7KHUHIRUH� LW LV QRW VDWLVIDFWRU\ WR LGHQWLI\ UHOH�
YDQW FRPSDUDWRUV H[FOXVLYHO\ RQ WKH EDVLV RI WKH ´VXEMHFW RI WKH
VDPH UHJXODWRU\ UHJLPH�VHFWRUµ WHVW�
,Q FRQWUDVW WR :RUOG 7UDGH 2UJDQL]DWLRQ �:72� ODZ� EDVLF

TXHVWLRQV LQ WKH LQYHVWPHQW ODZ UHJLPH� VXFK DV ZKR DUH UHOH�
YDQW FRPSDUDWRUV� DUH VWLOO IDU IURP VHWWOHG DQG GHSHQG XSRQ
WKH LQWHUSUHWDWLRQV RI LQYHVWPHQW WULEXQDOV��� 0RVW RI WKH LQ�
WHUSUHWDWLRQV E\ WULEXQDOV WR GHWHUPLQH UHOHYDQW FRPSDUDWRUV
DUH PDGH LQ WKH FRQWH[W RI WKH LQWHUSUHWDWLRQ RI QDWLRQDO WUHDW�
PHQW SURYLVLRQV��� 7KXV� LQ RUGHU WR GHWHUPLQH UHOHYDQW FRP�
SDUDWRUV IRU 0)1 SURYLVLRQV� ILQGLQJV RI D YLRODWLRQ RI QDWLRQDO
WUHDWPHQW SURYLVLRQV PDGH E\ WKH WULEXQDOV PD\ SURYH WR EH

��� ,G�
��� )', (QWU\ 5RXWHV LQ ,QGLD� ,19(67 ,1',$� KWWSV���ZZZ�

LQYHVWLQGLD�JRY�LQ�IRUHLJQ�GLUHFW�LQYHVWPHQW �ODVW YLVLWHG -DQ� �� ������
��� ´$XWRPDWLF URXWHµ PHDQV WKDW QR JRYHUQPHQW DSSURYDO LV UHTXLUHG IRU

LQYHVWPHQW� VHH LG�
��� 6HFWRU�6SHFLILF &RQGLWLRQV IRU )',� ,19(67 ,1',$� KWWSV���

ZZZ�LQYHVWLQGLD�JRY�LQ�IRUHLJQ�GLUHFW�LQYHVWPHQW �ODVW YLVLWHG -DQ� �� ������
��� ,G�
��� 5XGROI 'RO]HU� 1DWLRQDO 7UHDWPHQW� 1HZ 'HYHORSPHQWV� 6\PSRVLXP�

0DNLQJ WKH 0RVW RI ,QWHUQDWLRQDO ,QYHVWPHQW $JUHHPHQWV� $ &RPPRQ $JHQ�
GD� 2(&' DW � �'HF� ��� ������
��� 0)1�81&7$'� VXSUD QRWH �� DW ��� IRU DQDO\VLV RI FRPSDUDWRUV IRU

0)1� VHH 0DUYLQ )HOGPDQ Y� 0H[LFR� ,&6,' &DVH 1R� $5%�$)������� $ZDUG�
� ��� �'HF� ��� ������
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KHOSIXO EHFDXVH ERWK WKHVH SURYLVLRQV VKDUH D VLPLODU FRPSDUL�
VRQ UHTXLUHPHQW���
7KH WULEXQDO LQ 3RSH DQG 7DOERW Y� &DQDGD�� SRLQWHG RXW WKDW

WKH GHWHUPLQDWLRQ RI UHOHYDQW FRPSDUDWRUV VKRXOG EH EDVHG RQ
DFWLYLW\ LQ WKH VDPH EXVLQHVV RU HFRQRPLF VHFWRU��� $ VWXG\ GRQH
E\ WKH 2UJDQL]DWLRQ IRU (FRQRPLF &RRSHUDWLRQ DQG 'HYHORS�
PHQW �2(&'� SURYLGHV WKDW� LQ WKH FRQWH[W RI QDWLRQDO WUHDW�
PHQW LQWHUSUHWDWLRQ� HQWHUSULVHV PXVW EH ZRUNLQJ LQ WKH VDPH
VHFWRU��� 7KHUH DUH DOVR D QXPEHU RI RWKHU FDVHV ZKHUH FULWHULD
IRU FRPSDULVRQ KDYH EHHQ FLWHG WR LQFOXGH WKH VDPH EXVLQHVV RU
HFRQRPLF VHFWRU��� WKH VDPH HFRQRPLF VHFWRU DQG DFWLYLW\��� WKH
VDPH OHJDO DQG UHJXODWRU\ UHJLPH��� DQG OHVV VLPLODU�� DYDLODEOH
FRPSDUDWRUV��� +RZHYHU� DV DUJXHG HDUOLHU� WKH ´VDPH VHFWRU RU
HFRQRPLF DFWLYLW\µ FULWHULD LV DQ LPSRUWDQW HOHPHQW EXW QRW
DORQH VXIILFLHQW WR LGHQWLI\ UHOHYDQW FRPSDUDWRUV��� ,W LV WKHUH�
IRUH QHFHVVDU\ WR ORRN WR RWKHU HOHPHQWV LQ RUGHU WR LGHQWLI\ UHO�
HYDQW FRPSDUDWRUV�
7KHUH LV VRPH JXLGDQFH IURP D IHZ WULEXQDOV VXSSRUWLQJ WKH

YLHZ WKDW UHOHYDQW FRPSDUDWRUV VKRXOG EH LQ FRPSHWLWLRQ ZLWK

��� 0)1�81&7$'� VXSUD QRWH �� DW ��� )HOGPDQ Y� 0H[LFR� �����²���
��� 3RSH 	 7DOERW Y� &DQDGD� � ���
��� ,W LV LPSRUWDQW WR SRLQW RXW WKDW WKLV DQDO\VLV ZDV EDVHG RQ WKH LQWHU�

SUHWDWLRQ RI $UWLFOH ���� RI WKH 1RUWK $PHULFDQ )UHH 7UDGH $JUHHPHQW�
ZKLFK UHODWHV WR QDWLRQDO WUHDWPHQW�
��� 2(&' 1HJRWLDWLQJ *URXS RQ WKH 0XOWLODWHUDO $JUHHPHQW RQ ,QYHVW�

PHQW �0$,�� 'LVFXVVLRQ 2I 'UDIW $UWLFOHV 2Q 1DWLRQDO 7UHDWPHQW� 1RQ�
'LVFULPLQDWLRQ�0IQ $QG 7UDQVSDUHQF\� 2(&'� 'RF� 1R�
'$))(�0$,�'*������ DW � �1RY� ��� ������ KWWSV���ZZZ�RHFG�RUJ�GDI�PDL�SGI�
GJ��GJ����H�SGI
��� 6' 0\HUV� ,QF� Y� *RYHUQPHQW RI &DQDGD� 81&,75$/� 3DUWLDO $ZDUG�

�� ������ �1RY� ��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�
GRFXPHQWV�LWD�����SGI�
��� )HOGPDQ Y� 0H[LFR� ����²��� VHH DOVR &KDPSLRQ 7UDGLQJ &RPSDQ\

$PHULWUDGH ,QWHUQDWLRQDO� ,QF� Y� 5HSXEOLF RI (J\SW� ,&6,' &DVH 1R�
$5%������� $ZDUG� � ��� �2FW� ��� ������ 8QLWHG 3DUFHO 6HUYLFH RI $PHULFD
,QF� Y� *RYHUQPHQW RI &DQDGD� ,&6,' &DVH 1R� 81&7������ $ZDUG RQ WKH
0HULWV� � �� �0D\ ��� ������
��� $SRWH[ Y� 86� � �����
��� 0HWKDQH[ Y� 86� � �� �3DUW ,9 � &KDSWHU %�� 7KH WULEXQDO KHUH SRLQWHG

RXW WKDW LW ZRXOG EH SHUYHUVH WR LJQRUH OHVV VLPLODU FRPSDUDWRUV ZKHQ VLPLODU
RU OLNH FRPSDUDWRUV DUH QRW DYDLODEOH� 6R� WKH WULEXQDO DFFHSWHG WKH FRPSDUL�
VRQ RI OHVV VLPLODU FRPSDUDWRUV LQ WKH DEVHQFH RI VLPLODU�OLNH FRPSDUDWRUV�
��� 0)1�81&7$'� VXSUD QRWH �� DW ���
��� 6HH VXSUD QRWHV ��²�� DQG DFFRPSDQ\LQJ WH[W�
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HDFK RWKHU��� 7KH WULEXQDO LQ $'0 Y� 0H[LFR�� ERUURZHG WKH
:72 SDQHO ERG\ DQDO\VLV RI GLUHFWO\ FRPSHWLWLYH RU VXEVWLWXWD�
EOH SURGXFWV IURP 0H[LFR � 7D[ 0HDVXUHV RQ 6RIW 'ULQNV�� LQ
RUGHU WR GHWHUPLQH LI SURGXFWV LQYHVWHG LQ E\ IRUHLJQ LQYHVWRUV
DUH LQ FRPSHWLWLRQ ZLWK SURGXFWV WDUJHWHG E\ GRPHVWLF LQYHV�
WRUV��� ,Q RWKHU ZRUGV� WKH WULEXQDO PDGH DQ DWWHPSW WR VHH LI
IRUHLJQ DQG GRPHVWLF LQYHVWRUV ZHUH FRPSHWLWRUV� ,W KHOG WKDW
IRUHLJQ DQG GRPHVWLF LQGXVWULHV VKDUH D FRPSHWLWLYH UHODWLRQ�
VKLS ZLWK HDFK RWKHU ZKHQ D IRUHLJQ SURGXFW FRPSHWHV ZLWK DQG
PD\ EH VXEVWLWXWHG IRU D GRPHVWLF SURGXFW LQ WKH PDUNHW� WKHUH�
IRUH� WKH\ FRXOG EH FRQVLGHUHG FRPSDUDWRUV��� 6LPLODUO\� LQ &3,
Y� 0H[LFR��� WKH WULEXQDO KHOG WKDW D IRUHLJQ LQGXVWU\ DQG D GR�
PHVWLF LQGXVWU\ ZHUH LQ FRPSHWLWLRQ ZLWK HDFK RWKHU ZKHQ WKH
LPSRVLWLRQ RI WD[HV RQ IRUHLJQ SURGXFWV ZDV GRQH WR FKDQJH WKH
WHUPV RI FRPSHWLWLRQ EHWZHHQ WKH IRUHLJQ SURGXFW DQG WKH GR�
PHVWLF SURGXFW��� ,Q RWKHU ZRUGV� WKH WULEXQDO HVWDEOLVKHG WKH
FRPSHWLWLYH UHODWLRQVKLS EHWZHHQ WKH IRUHLJQ DQG GRPHVWLF
SURGXFWV DV D SUHGLFDWH WR ILQGLQJ D YLRODWLRQ RI D QDWLRQDO
WUHDWPHQW SURYLVLRQ� 7KXV� LW FDQ EH VDLG WKDW� DSDUW IURP EHLQJ
LQ WKH VDPH VHFWRU RU HQJDJLQJ LQ WKH VDPH HFRQRPLF DFWLYLW\� LW
LV UHTXLUHG WKDW LQYHVWRUV VKDUH D FRPSHWLWLYH UHODWLRQVKLS ZLWK
HDFK RWKHU LQ RUGHU WR EH LGHQWLILHG DV UHOHYDQW FRPSDUDWRUV�
7KLV DUWLFOH SRLQWV WR DQ DOWHUQDWLYH GHWHUPLQDWLRQ IRU UHOH�

YDQW FRPSDUDWRUV� 5HOHYDQW FRPSDUDWRUV WKDW DUH QRW SDUW RI
WUHDW\ WH[WV SRVH SUREOHPV ZLWK UHVSHFW WR WKHLU GHWHUPLQDWLRQ�
7KHUHIRUH� LQ RUGHU WR GHWHUPLQH UHOHYDQW FRPSDUDWRUV� LW ZLOO
EH KHOSIXO WR UHVRUW WR :72 MXULVSUXGHQFH� $UWLFOH � RI WKH *HQ�
HUDO $JUHHPHQW RQ 7DULIIV DQG 7UDGH �*$77� LGHQWLILHV UHOH�
YDQW FRPSDUDWRUV� DOEHLW LQGLUHFWO\��� 7KRVH ZKR WUDGH LQ ´OLNH

��� &RUQ 3URGXFWV ,QWHUQDWLRQDO� ,QF� Y� 8QLWHG 0H[LFDQ 6WDWHV� ,&6,'
&DVH 1R� $5% �$)������� 'HFLVLRQ RQ 5HVSRQVLELOLW\� � ��� �-DQ� ��� ������
$UFKHU 'DQLHOV 0LGODQG &RPSDQ\ DQG 7DWH 	 /\OH ,QJUHGLHQWV $PHULFDV�
,QF� Y� 8QLWHG 0H[LFDQ 6WDWHV� ,&6,' &DVH 1R� $5% �$)������� $ZDUG� � ���
�1RY� ��� ������
��� $'0 Y� 0H[LFR�
��� 3DQHO 5HSRUW� 0H[LFR ² 7D[ 0HDVXUHV RQ 6RIW 'ULQNV DQG 2WKHU %HYHU�

DJHV� :72 'RF� :7�6����5 �DGRSWHG 2FW� �� ������
��� $'0 Y� 0H[LFR� � �� DW ���
��� ,G� � ��� DW ���
��� &3, Y� 0H[LFR�
��� ,G� � ����
��� *HQHUDO $JUHHPHQW RQ 7DULIIV DQG 7UDGH� �� 2FW� ����� �� 8�1�7�6�

��� >KHUHLQDIWHU *$77@�
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SURGXFWVµ DUH UHOHYDQW FRPSDUDWRUV DV SHU WKH UHTXLUHPHQW RI
WKH 0)1 FODXVH LQ WKH *$77��� +RZHYHU� WKH UHDO LVVXH FRQ�
FHUQV ZKDW FRQVWLWXWHV OLNH SURGXFWV� 7KLV LV LPSRUWDQW EHFDXVH
RQO\ WKRVH ZKR VHOO OLNH SURGXFWV DUH UHOHYDQW FRPSDUDWRUV�
7KHUHIRUH� LW LV SHUWLQHQW WR ORRN LQWR :72 MXULVSUXGHQFH DQG
DQDO\]H KRZ :72 SDQHOV RU WKH $SSHOODWH %RG\ KDYH GHYHORSHG
VWDQGDUGV WR GHWHUPLQH ´OLNHQHVVµ LQ RUGHU WR ILQG UHOHYDQW
FRPSDUDWRUV�
8QOLNH LQ WKH LQYHVWPHQW ODZ UHJLPH� :72 GLVSXWH VHWWOH�

PHQW ERGLHV KDYH GHYHORSHG YDULRXV DSSURDFKHV WR GHWHUPLQH
WKH OLNHQHVV RI D SURGXFW� 7ZR VXFK DSSURDFKHV� DV SXW IRUZDUG
E\ DXWKRUV 0LFKDHO 7UHELOFRFN� 5REHUW +RZVH� DQG $QWRQLD (OL�
DVRQ��� DUH IXQFWLRQDO DQG IRUPDO DSSURDFKHV� 7KH IRUPDO DS�
SURDFK GHDOV ZLWK WKH SURGXFW·V SK\VLFDO FKDUDFWHULVWLFV DQG
WDULII FODVVLILFDWLRQ��� ZKHUHDV WKH IXQFWLRQDO DSSURDFK GHDOV
ZLWK WKH GHJUHH RI FRPSHWLWLYH VXEVWLWXWDELOLW\ RI D SURGXFW
IURP WKH FRQVXPHU·V SHUVSHFWLYH��� 7KHVH HODERUDWH DQG LQWUL�
FDWH DSSURDFKHV KDYH EHHQ KHOSIXO LQ LGHQWLI\LQJ OLNH SURGXFWV�
,W LV LPSRUWDQW WR EH PLQGIXO WKDW WKH :72 DQDO\VLV RI OLNH
SURGXFWV FDQQRW VLPSO\ EH DGRSWHG E\ WKH LQYHVWPHQW ODZ UH�
JLPH ZLWKRXW PHQGLQJ RU PROGLQJ WKHVH DSSURDFKHV LQ D PDQ�
QHU WKDW LV VXLWDEOH WR WKH LQYHVWPHQW UHJLPH��� 7KHUH LV KDUGO\
DQ\ GRXEW WKDW WKHUH H[LVWV FRPSHWLWLRQ EHWZHHQ WUDGHUV DQG
LQYHVWRUV ZLWKLQ WKH VDPH LQGXVWU\ LQ D VHFWRU��� 7KXV� WKH

��� ,G�
��� 75(%,/&2&.� +2:6(� 	 (/,$621� 7+( 5(*8/$7,21 2) ,17(51$7,21$/

75$'( ��²�� �������
��� 3DQHO 5HSRUW� &DQDGD�-DSDQ ² 7DULII RQ ,PSRUWV RI 6SUXFH� 3LQH� )LU

�63)� 'LPHQVLRQ /XPEHU� :72 'RF� /����� ² ��6���� �DGRSWHG -XO\ ���
������
��� 3DQHO 5HSRUW� 6SDLQ � 7DULII 7UHDWPHQW RI 8QURDVWHG &RIIHH� :72 'RF�

/����� ² ��6���� �DGRSWHG -XQH ��� ������ 3DQHO 5HSRUW� ,QGRQHVLD � &HUWDLQ
0HDVXUHV $IIHFWLQJ WKH $XWRPRELOH ,QGXVWU\� :72 'RF� :7�'6�����²
���$GG�� 6WDWXV 5HSRUW E\ ,QGRQHVLD �-XO\ ��� ������
��� 6HH 0HWKDQH[ Y� 86� %ULHI IRU $PLFXV &XULDH� � �� �VWDWLQJ WKDW WUDGH

ODZ DSSURDFKHV FDQQRW VLPSO\ EH WUDQVIHUUHG WR LQYHVWPHQW ODZ�� -�UJHQ
.XUW]� 7KH 8VH DQG $EXVH RI :72 /DZ LQ ,QYHVWRU�6WDWH $UELWUDWLRQ� &RPSH�
WLWLRQ DQG LWV 'LVFRQWHQWV� �� (852� -� ,17·/ /� ���� ��� ������� VHH DOVR 5REHUW
+RZVH 	 (IUDLP &KDODPLVK� 7KH 8VH DQG $EXVH RI :72 /DZ LQ ,QYHVWRU�
6WDWH $UELWUDWLRQ� $ 5HSO\ WR -�UJHQ .XUW]� �� (852� -� ,17·/ /� ����� ����²��
�������
��� 58:$17,66$ $%(<5$71(� &203(7,7,21 $1' ,19(670(17 ,1 $,5

75$163257� /(*$/ $1' (&2120,& ,668(6 ��� ������� 81&7$'� 7UDQVQDWLRQ�
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IXQFWLRQDO DSSURDFK� KHUH� FDQ EH KHOSIXO EHFDXVH LW SURYLGHV
IRU FRPSHWLWLYHQHVV��� )XUWKHU� DFFRUGLQJ WR 7UHELOFRFN� +RZVH�
DQG (OLDVRQ� OLNHQHVV VKRXOG EH LQWHUSUHWHG LQ WHUPV RI FRPSHW�
LWLYHQHVV DV LW MXVWLILHV WKH HFRQRPLF UDWLRQDOH RI WKH HOLPLQD�
WLRQ RI PDUNHW GLVWRUWLRQV WKURXJK LQWHUQDO PHDVXUHV��� 7KH
SDUWLDO DSSOLFDELOLW\ RI WKH IXQFWLRQDO DSSURDFK WKXV SURYLGHV
WKH DQVZHU WKDW WKRVH LQYHVWRUV ZKR DUH FRPSHWLQJ ZLWK HDFK
RWKHU PD\ EH FRQVLGHUHG UHOHYDQW FRPSDUDWRUV� 7KHUHIRUH� LW LV
QRW DGHTXDWH WKDW LQYHVWRUV DUH LQ WKH VDPH EXVLQHVV RU VHF�
WRU³WKH\ VKRXOG DOVR EH LQ FRPSHWLWLRQ ZLWK HDFK RWKHU�
,Q OLJKW RI WKLV EDFNJURXQG� WKLV DUWLFOH SURSRVHV WKDW� LQ RU�

GHU WR LGHQWLI\ UHOHYDQW FRPSDUDWRUV� WKH IROORZLQJ WZR IDFWRUV
PXVW EH IXOILOOHG FXPXODWLYHO\� ��� LQYHVWRUV VKRXOG EH LQ WKH
VDPH LQGXVWU\ ZLWKLQ D VHFWRU RU EXVLQHVV RU RWKHUZLVH WKH VXE�
MHFW RI WKH VDPH OHJDO RU UHJXODWRU\ UHJLPH� DQG ��� LQYHVWRUV
PXVW EH LQ FRPSHWLWLRQ ZLWK HDFK RWKHU�
,W LV DOVR SHUWLQHQW WR DFNQRZOHGJH D IHZ LVVXHV ZLWK UHVSHFW

WR WKH DQDO\VLV WDNHQ WKXV IDU EHIRUH PRYLQJ WR WKH QH[W SDUW RI
WKLV DUWLFOH� )LUVW� ZKLOH ERUURZLQJ SURYLVLRQV IURP RWKHU %,7V�
ZK\ LV WKH DVVHVVPHQW RI GHWHUPLQLQJ UHOHYDQW FRPSDUDWRUV
LJQRUHG FRPSOHWHO\" 6HFRQG� LV LW UHDVRQDEOH WR VD\ WKDW WKHUH LV
QR QHHG WR DVVHVV UHOHYDQW FRPSDUDWRUV ZKLOH ERUURZLQJ SURYL�
VLRQV IURP RWKHU %,7V" 7KLUG� KRZ GRHV RQH ILQG WKH H[LVWHQFH
RI GLVFULPLQDWLRQ LQ WKH DEVHQFH RI UHOHYDQW FRPSDUDWRUV"

%� &RQWH[WXDOL]LQJ WKH 'LVFRXUVH
:KHQ SURYLVLRQV DUH ERUURZHG XVLQJ WKH 0)1 FODXVH LQ D

%,7� WKH JHQHUDO SUDFWLFH LV WR DVVXPH WKH H[LVWHQFH RI UHOHYDQW
FRPSDUDWRUV� ,W LV IXUWKHU DVVXPHG WKDW WKHVH �LPDJLQDU\�
FRPSDUDWRUV DUH WUHDWHG GLIIHUHQWO\ WKURXJK WKHLU UHVSHFWLYH
%,7V� WKHUHIRUH� ERUURZLQJ FXUHV DQ\ GLVFULPLQDWRU\ EHKDYLRU
WKDW LV FUHDWHG E\ WKH IDYRUDEOH ODQJXDJH RI RWKHU %,7V� ,Q RWK�
HU ZRUGV� GLVFULPLQDWLRQ LQ VXFK FDVHV LV DOOHJHG PDLQO\ EH�
FDXVH RI WKH PRUH IDYRUDEOH ODQJXDJH RI D WKLUG�SDUW\ %,7�
+RZHYHU� QR LQTXLULHV DUH PDGH WR DVFHUWDLQ LI DQ\ UHOHYDQW

DO &RUSRUDWLRQV� �� 8�1� &RQI� RQ 7UDGH 	 'HY� �� DW ��� 8�1� 'RF�
81&7$'�,7(�,,7��� �������
��� 75(%,/&2&.� +2:6(� 	 (/,$621� VXSUD QRWH ���
��� ,G� DW ��� VHH DOVR 5REHUW (� +XGHF� ´/LNH 3URGXFWµ� 7KH 'LIIHUHQFHV LQ

0HDQLQJ LQ *$77 $UWLFOHV , DQG ,,,� LQ 5(*8/$725< %$55,(56 $1' 7+(
35,1&,3/( 2) 121�',6&5,0,1$7,21 ,1 :25/' 75$'( /$: ��� �7KRPDV &RWWLHU
	 3HWURV 0DYURLGLV� HGV�� ������
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FRPSDUDWRU RI D GLIIHUHQW QDWLRQDOLW\ DFWXDOO\ H[LVWV� ,W LV VXE�
PLWWHG WKDW WKLV VRUW RI GLVFULPLQDWLRQ� IRU YDULRXV UHDVRQV� LV
EDVHG RQ D OHJDO ILFWLRQ���
)LUVW� WKHUH DUH QR HIIRUWV WDNHQ WR LGHQWLI\ WKH UHOHYDQW FRP�

SDUDWRUV ZKR PD\ KDYH EHHQ JLYHQ PRUH IDYRUDEOH WUHDWPHQW
GXH WR WKH IDYRUDEOH ODQJXDJH LQ WKLUG�SDUW\ %,7V��� ,W LV SRVVL�
EOH WKDW D WKLUG�SDUW\ %,7 IURP ZKLFK D SURYLVLRQ LV ERUURZHG
GRHV QRW KDYH DQ\ LQYHVWRU ZRUNLQJ LQ WKH VDPH VHFWRU DV WKH
DJJULHYHG LQYHVWRU IURP WKH EDVLF %,7� ,Q WKDW VLWXDWLRQ� LQYHV�
WRUV IURP WKLUG�SDUW\ %,7V DUH QRW UHOHYDQW FRPSDUDWRUV� ,Q WKH
DEVHQFH RI D UHOHYDQW FRPSDUDWRU� WKHUH FDQQRW EH DQ\ GLVFULP�
LQDWLRQ� 8QGHU VXFK FLUFXPVWDQFHV� WKH TXHVWLRQ WKXV DULVHV�
ZKDW LV WKH EDVLV IRU ERUURZLQJ" 7KHUHIRUH� WKH PHFKDQLVP IRU
ERUURZLQJ ZRUNV WKURXJK SUHVXPSWLRQ DQG ZLWKRXW DQ\ HYL�
GHQFH RI WKH H[LVWHQFH RI D UHOHYDQW FRPSDUDWRU�
6HFRQG� WKHUH PD\ H[LVW FHUWDLQ FLUFXPVWDQFHV ZKHUH WKH GH�

WHUPLQDWLRQ RI D UHOHYDQW FRPSDUDWRU LV GLIILFXOW� )RU H[DPSOH�
LW LV GLIILFXOW WR ILQG UHOHYDQW FRPSDUDWRUV ZKHQ FRPPHUFLDO
FRQWUDFWV DUH DFFHSWHG E\ WULEXQDOV DV EHLQJ LQYHVWPHQWV DQG
WKHUHE\ SURWHFWHG E\ D %,7��� RU ZKHQ DQ LQYHVWRU DUJXHV WKDW
DQ DUELWUDO DZDUG VKRXOG EH FRQVLGHUHG DV DQ LQYHVWPHQW LQ
FODLPV WR PRQH\��� ,GHQWLI\LQJ UHOHYDQW FRPSDUDWRUV LQ VXFK
FDVHV LV FHUWDLQO\ YHU\ FKDOOHQJLQJ�
7KLUG� ZLWK UHVSHFW WR DFWXDO WUHDWPHQW� WKHUH DUH QR PHFKD�

QLVPV WR GHWHUPLQH WKH WUHDWPHQW UHFHLYHG E\ YLUWXH RI PRUH
IDYRUDEOH ODQJXDJH� &RQVLGHU� IRU H[DPSOH� LI WKH ODQJXDJH RI D
SURYLVLRQ LQ D WKLUG�SDUW\ %,7 WKDW LV EHLQJ ERUURZHG VD\V�
´ULJKWV RU FODLPV WR PRQH\ RU WR DQ\ SHUIRUPDQFH XQGHU FRQ�
WUDFW KDYLQJ D ILQDQFLDO RU HFRQRPLF YDOXH�µ�� +RZ GRHV RQH GH�

��� %ODFN·V /DZ 'LFWLRQDU\ GHILQHV ´OHJDO ILFWLRQµ DV� ´DQ DVVXPSWLRQ WKDW
VRPHWKLQJ LV WUXH HYHQ WKRXJK LW PD\ EH XQWUXH� PDGH HVS� LQ MXGLFLDO UHDVRQ�
LQJ WR DOWHU KRZ D OHJDO UXOH RSHUDWHV� VSHFLI�� D GHYLFH E\ ZKLFK D OHJDO UXOH RU
LQVWLWXWLRQ LV GLYHUWHG IURP LWV RULJLQDO SXUSRVH WR DFFRPSOLVK LQGLUHFWO\ VRPH
RWKHU REMHFW�µ /HJDO )LFWLRQ� %/$&.·6 /$: ',&7,21$5< ��WK HG� ������
��� :KLWH ,QGXVWULHV $XVWUDOLD /WG� Y� 5HSXEOLF RI ,QGLD� 81&,75$/� )L�

QDO $ZDUG� 1RY� ��� �����
��� ,W LV JHQHUDOO\ DFHHSWHG WKDW ULJKWV DULVLQJ IURP FRQWUDFWV PD\ DPRXQW

WR LQYHVWPHQWV IRU WKH SXUSRVHV RI %,7V� 6HH &+5,6723+ +� 6&+5(8(5 (7 $/��
7+( ,&6,' &219(17,21� $ &200(17$5< ��� �������
��� :KLWH ,QGXVWULHV Y� ,QGLD� �� ������²��
��� $JUHHPHQW %HWZHHQ WKH 6WDWH RI .XZDLW DQG WKH 5HSXEOLF RI ,QGLD IRU

WKH (QFRXUDJHPHQW DQG 5HFLSURFDO 3URWHFWLRQ RI ,QYHVWPHQW� �,QGLD�.XZDLW
%,7�� 1RY� ��� �����
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WHUPLQH ZKDW NLQG RI WUHDWPHQW WKH LQYHVWRU LV WDONLQJ DERXW"
'RHV WUHDWPHQW UHODWH WR D EUHDFK RI D FRQWUDFW KDYLQJ PRQH�
WDU\ YDOXH RU VLPSO\ WKH OLTXLGDWHG GDPDJHV LQ DQ DUELWUDWLRQ"
,W GHSHQGV RQ WKH FRQYHQLHQFHV RI WKH LQYHVWRU DOOHJLQJ GLVFULP�
LQDWLRQ ZKDW NLQG RI GLVFULPLQDWRU\ WUHDWPHQW WKH\ DOOHJH�
%DVHG RQ WKHLU DOOHJHG GLVFULPLQDWRU\ WUHDWPHQW� LW LV SUH�
VXPHG� ZLWKRXW PDNLQJ SURSHU LQTXLULHV� WKDW GLVFULPLQDWLRQ
KDV WDNHQ SODFH� 7KXV� WKH MXVWLILFDWLRQ IRU WKH SUDFWLFH RI ERU�
URZLQJ SURYLVLRQV IURP WKLUG�SDUW\ %,7V LV EDVHG RQ D OHJDO ILF�
WLRQ� 7KHUH LV QR GRXEW WKDW WKLV OHJDO ILFWLRQ LV XVHG E\ FRXUWV
LQ FRPPRQ ODZ V\VWHPV DV D WRRO IRU DGYDQFLQJ MXVWLFH��� KRZ�
HYHU� LWV XVH WR FUHDWH D PHFKDQLVP IRU ERUURZLQJ SURYLVLRQV
IURP WKLUG�SDUW\ %,7V LV TXHVWLRQDEOH�

,,� 0)1 $33/,&$7,21� (;7(51$/0($685(6

7KH IDFW WKDW DQ LQYHVWRU FDQ FODLP ULJKWV IURP D WKLUG�SDUW\
%,7 XVLQJ DQ 0)1 SURYLVLRQ DSSHDUV FRPSOHWHO\ QRUPDO EH�
FDXVH WKLV SURFHVV KDV DOUHDG\ EHHQ DFFHSWHG� UHFRJQL]HG� DQG
HQWUHQFKHG E\ YDULRXV LQYHVWPHQW WULEXQDOV�� DQG VFKRODUV��� ,Q
IDFW� PRVW RI WKH GLVFXVVLRQ VXUURXQGLQJ 0)1 LQWHUSUHWDWLRQ

��� 6WDXIHQ Y� %ULWLVK &ROXPELD �$�*��� ���� %�&�6�&� ���� �� �²�� �&DQ���
��� 'DLPOHU )LQDQFLDO 6HUYLFHV $* Y� $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R�

$5%������ $ZDUG� �$XJ� ��� ������ 7HLQYHU 6$ Y� $UJHQWLQH 5HSXEOLF� ,&6,'
&DVH 1R $5%������ 'HFLVLRQ RQ -XULVGLFWLRQ �'HF� ��� ������ 6LHPHQV $* Y�
$UJHQWLQD� ,&6,' &DVH 1R� $5%������ 'HFLVLRQ RQ -XULVGLFWLRQ� � ��� �$XJ� ��
������ *DV 1DWXUDO 6'* 6$ Y� $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R�
$5%������� 'HFLVLRQ RQ -XULVGLFWLRQ� � �� �-XQH ��� ������ 7HOHIRQLFD 6$ Y�
$UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R� $5%������� 'HFLVLRQ RI WKH 7ULEXQDO RQ
2EMHFWLRQV WR -XULVGLFWLRQ� � ��� �0D\ ��� ������ 1DWLRQDO *ULG 3/& Y� $U�
JHQWLQH 5HSXEOLF� 81&,75$/� 'HFLVLRQ RQ -XULVGLFWLRQ� � ��� �-XQH ���
������ 6XH] Y� $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R� $5%������� 'HFLVLRQ RQ
-XULVGLFWLRQ� � �� �0D\ ��� ������ ,PSUHJLOR 6S$ Y $UJHQWLQH 5HSXEOLF�
,&6,' &DVH 1R� $5%������� )LQDO $ZDUG� � ��� �-XQH ��� ������ +RFKWLHI $*
Y� $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R� $5%������� 'HFLVLRQ RQ -XULVGLFWLRQ� �
�� �2FW� ��� ������ (PLOLR $JXVWLQ 0DIIH]LQL Y� .LQJGRP RI 6SDLQ� ,&6,' &DVH
1R� $5%������ 'HFLVLRQ RQ 2EMHFWLRQV WR -XULVGLFWLRQ� � �� �-DQ� ��� ������
:LQWHUVKDOO $NWLHQJHVHOOVFKDIW Y� $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R�
$5%������� $ZDUG� � ��� �'HF� �� ������
��� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�

1DWLRQ &ODXVHV� VXSUD QRWH �� DW ���� 6FKLOO� 0)1 &ODXVHV DV %LODWHUDO &RP�
PLWPHQWV WR 0XOWLODWHUDOLVP� VXSUD QRWH �� 3DWULFN 'XPEHUU\� 7KH ,PSRUWD�
WLRQ RI WKH )(7 6WDQGDUG 7KURXJK 0)1 &ODXVHV� $Q (PSLULFDO 6WXG\ RI
%,7V� �� )25(,*1 ,19� /�-� ���� ���� ��� ������� VHH JHQHUDOO\ 3DWULFN
'XPEHUU\� 6KRSSLQJ IRU D %HWWHU 'HDO� 7KH 8VH RI 0)1 &ODXVHV WR *HW ¶%HWWHU·
)DLU DQG (TXLWDEOH 7UHDWPHQW 3URWHFWLRQ� �� $5%� ,17·/ � �������
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WRGD\ UHYROYHV DURXQG WKH ERUURZLQJ RI SURFHGXUDO DQG GLVSXWH
VHWWOHPHQW SURYLVLRQV��� 7KH ERUURZLQJ RI VXEVWDQWLYH SURYL�
VLRQV KDV DOUHDG\ EHHQ DFFHSWHG E\ DOO H[FHSW D IHZ VFKRODUV
DQG WULEXQDOV��� &RQVLGHULQJ WKH ODFN RI UHVLVWDQFH WR WKLV SUDF�
WLFH� WKLV DUWLFOH DWWHPSWV WR ORRN LQWR WKH UDWLRQDOH IRU WKH
EURDG LQWHUSUHWDWLRQ RI 0)1 WUHDWPHQW EHORZ�
,W LV SHUWLQHQW WR FRQVLGHU WKH DUJXPHQWV DQG GHFLVLRQV RI

FRXUWV� WULEXQDOV� DQG VFKRODUV UHODWLQJ WR WKH LQWHUSUHWDWLRQ RI
0)1 SURYLVLRQV� 7KHUHIRUH� WKLV VHFWLRQ LV GLYLGHG LQWR WKUHH
SDUWV� 7KH ILUVW SDUW GLVFXVVHV WKH GHFLVLRQV RI WKH ,QWHUQDWLRQDO
&RXUW RI -XVWLFH �,&-�� ZKLFK GHDOW ZLWK LQWHUSUHWDWLRQV RI 0)1
SURYLVLRQV� 7KH VHFRQG SDUW WKHQ DGGUHVVHV WKH GHFLVLRQV RI YDU�
LRXV WULEXQDOV WKDW KDYH GHDOW ZLWK WKH LVVXH RI ERUURZLQJ XVLQJ
0)1 FODXVHV� )LQDOO\� WKH WKLUG SDUW GHOYHV LQWR VFKRODUO\ FRQ�
WULEXWLRQV RQ WKLV WRSLF�

$� 7KH 7DOH RI 7ZR &DVHV
,W LV D[LRPDWLF WKDW MX[WDSRVHG LQWHUSUHWDWLRQV RI FHUWDLQ FDV�

HV E\ VFKRODUV DQG WULEXQDOV KDYH FUHDWHG XQFHUWDLQW\ UHJDUG�
LQJ WKH XVDJH RI 0)1 SURYLVLRQV LQ %,7V��� ,Q WKLV VXEVHFWLRQ�
WKLV DUWLFOH VKDOO GHDO ZLWK WZR RI WKHVH FDVHV� $PEDWLHORV
&ODLP �*UHHFH Y� 8QLWHG .LQJGRP��� DQG $QJOR�,UDQLDQ 2LO &R�
&DVH �8QLWHG .LQJGRP Y� ,UDQ���� 7KH UHOHYDQFH RI VWXG\LQJ
WKHVH FDVHV OLHV LQ WKH IDFW WKDW WKH\ SURYLGH FODULW\ LQ WHUPV RI
XQGHUVWDQGLQJ WKH VFRSH RI 0)1 SURYLVLRQV LQ LQWHUQDWLRQDO
ODZ�

��� ,HYD .DOQLQD� :KLWH ,QGXVWULHV Y� 7KH 5HSXEOLF RI ,QGLD� $ 7DOH RI
7UHDW\ 6KRSSLQJ DQG 6HFRQG &KDQFHV� � <�%� 21 ,17·/ $5%� ��� �������� -RVH
$QWRQLR 5LYDV� $SSOLFDWLRQ RI 6XEVWDQWLYH 7UHDW\ 2EOLJDWLRQV YLD WKH 0RVW�
)DYRUHG�1DWLRQ &ODXVH� ,&6,' &DVH /DZ (YROXWLRQ� LQ $ 5(92/87,21 ,1 7+(
,17(51$7,21$/ 58/( 2) /$:� (66$<6 ,1 +2125 2) '21 :$//$&(� -5�� ���²��
�%RU]X 6DEDKL HW DO� HGV�� ������
��� %DWLIRUW 	 +HDWK� VXSUD QRWH �� 3HUH]�$]QDU� VXSUD QRWH �� ,FNDOH

,QVVDDW /LPLWHG 6LUNHWL Y� 7XUNPHQLVWDQ� ,&6,' &DVH 1R� $5%������� $ZDUG�
� ��� �0DU� �� ������ ,VKLNDZD� VXSUD QRWH �� *UHHQZRRG� VXSUD QRWH �� &ROH�
VXSUD QRWH �� DW �������
��� &ROH� VXSUD QRWH �� 3HUH]�$]QDU� VXSUD QRWH �� VHH� FRQWUD� 6FKLOO� 0RVW�

)DYRUHG�1DWLRQ &ODXVHV DV D %DVLV RI -XULVGLFWLRQ LQ ,QYHVWPHQW 7UHDW\ $UEL�
WUDWLRQ� VXSUD QRWH �� DW ����
��� $PEDWLHORV &ODLP �*UHHFH Y� 8�.��� �� 5�,�$�$� �� �&RPP·Q RI $UE�

������
��� $QJOR�,UDQLDQ 2LO &R� &DVH �8�. Y� ,UDQ�� ���� ,�&�-� 5HS� �� �-XO\ ����
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�� $PEDWLHORV &ODLP
$IWHU WKH ,&- GHFOLQHG WR DFFHSW MXULVGLFWLRQ� WKH 8QLWHG

.LQJGRP �8.� DQG *UHHFH FRQFOXGHG DQ DJUHHPHQW IRU VHWWOH�
PHQW WKURXJK DUELWUDWLRQ E\ YLUWXH RI $QJOR�*UHHN &RPPHUFLDO
7UHDW\ RI ������� $UWLFOH ; RI WKLV WUHDW\ SURYLGHG�

7KH &RQWUDFWLQJ 3DUWLHV DJUHH WKDW� LQ DOO PDWWHUV UHODW�
LQJ WR FRPPHUFH DQG QDYLJDWLRQ� DQ\ SULYLOHJH� IDYRXU�
RU LPPXQLW\ ZKDWHYHU ZKLFK HLWKHU &RQWUDFWLQJ 3DUW\
KDV DFWXDOO\ JUDQWHG RU PD\ KHUHDIWHU JUDQW WR WKH VXE�
MHFWV RU FLWL]HQV RI DQ\ RWKHU 6WDWH VKDOO EH H[WHQGHG
LPPHGLDWHO\ DQG XQFRQGLWLRQDOO\ WR WKH VXEMHFWV RU FLWL�
]HQV RI WKH RWKHU &RQWUDFWLQJ 3DUW\� LW EHLQJ WKHLU LQWHQ�
WLRQ WKDW WKH WUDGH DQG QDYLJDWLRQ RI HDFK FRXQWU\ VKDOO
EH SODFHG� LQ DOO UHVSHFWV� E\ WKH RWKHU RQ WKH IRRWLQJ RI
WKH PRVW IDYRXUHG QDWLRQ���

*UHHFH DUJXHG WKDW WKH 8. IDLOHG WR SURYLGH ULJKWV� HTXLW\� DQG
DGPLQLVWUDWLRQ RI MXVWLFH WR 0U� $PEDWLHORV��� 7KXV� WKH 8.
KDG EUHDFKHG WKLV 0)1 SURYLVLRQ� 7KH 8. UHVSRQGHG WKDW LWV
0)1 SURYLVLRQ SURWHFWHG WUHDWPHQW DFFRUGHG DV D SULYLOHJH� ID�
YRU� RU LPPXQLW\ EXW QRW WUHDWPHQW DFFRUGHG DV D ULJKW��� 7KH
8. DOVR FRQWHQGHG WKDW WKH SURYLVLRQ FRQFHUQHG PDWWHUV IDOOLQJ
XQGHU WKH VDPH VXEMHFW PDWWHU VLQFH WKH WUHDW\ LV SULPDULO\
FRQFHUQHG ZLWK FRPPHUFH DQG QDYLJDWLRQ DQG QRW ZLWK DGPLQ�
LVWUDWLRQ RI MXVWLFH� WKHUHIRUH� WKH 8. DUJXHG WKDW WKHUH ZDV QR
YLRODWLRQ RI WKH 0)1 SURYLVLRQ���
7KH WULEXQDO� ZKLOH DFFHSWLQJ WKH SURSRVLWLRQ WKDW WKH 0)1

SURYLVLRQ DWWUDFWHG PDWWHUV EHORQJLQJ WR WKH VDPH FDWHJRU\ RI
VXEMHFW PDWWHU� UXOHG WKDW WKH 8.·V LQWHUSUHWDWLRQ FRXOG EH DF�
FHSWHG RQO\ ZKHQ WKH WHUP ´DGPLQLVWUDWLRQ RI MXVWLFHµ ZDV UHDG
LQ LVRODWLRQ��� $FFRUGLQJ WR WKH WULEXQDO� KRZHYHU� WKH H[SUHV�
VLRQ ´DGPLQLVWUDWLRQ RI MXVWLFHµ LQ WKH FRQWH[W RI FRPPHUFH DQG
QDYLJDWLRQ OHDGV WR WKH SURWHFWLRQ RI WKH ULJKWV RI WUDGHUV���
7KXV� WKH DGPLQLVWUDWLRQ RI MXVWLFH FRXOG QRW EH H[FOXGHG IURP

��� $PEDWLHORV &ODLP� �� 5�,�$�$� DW ���
��� 7UHDW\ RI &RPPHUFH DQG 1DYLJDWLRQ %HWZHHQ *UHDW %ULWDLQ DQG

*UHHFH� *UHHFH�*U� %ULW�� DUW� ;� 1RY� ��� �����
��� $PEDWLHORV &ODLP� �� 5�,�$�$� DW ����
��� ,G�
��� ,G�
��� ,G� DW ����
��� ,G�
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WKH ILHOG RI RSHUDWLRQ RI WKH 0)1 SURYLVLRQ LQ WKDW FDVH��� 8OWL�
PDWHO\� KRZHYHU� WKH WULEXQDO KHOG WKDW WKHUH ZDV QR YLRODWLRQ
RI $UWLFOH ;���
7KH WULEXQDO LQ $PEDWLHORV DOVR DFNQRZOHGJHG WKH SULQFLSOH RI

HMXVGHP JHQHULV� ZKLFK� LQ WKH FRQWH[W RI 0)1 SURYLVLRQV� SUR�
YLGHV WKDW 0)1 FODXVHV PD\ DSSO\ WR PDWWHUV EHORQJLQJ WR WKH
VDPH FDWHJRU\ RI VXEMHFW��� 7KLV SULQFLSOH LV DOVR UHIOHFWHG LQ
$UWLFOH � RI WKH 'UDIW $UWLFOHV RQ 0)1 &ODXVHV SUHSDUHG E\ WKH
,QWHUQDWLRQDO /DZ &RPLVVLRQ �,/&�0)1���� 7KLV VKRXOG WHFKQL�
FDOO\ PHDQ WKDW 0)1 FODXVHV DUH DSSOLFDEOH WR RQO\ WKRVH VLWX�
DWLRQV ZKHUH LQYHVWRUV RU LQYHVWPHQW DUH LQ WKH VDPH FDWHJRU\
RI VXEMHFW PDWWHU�
8QIRUWXQDWHO\� WKLV SULQFLSOH LV XVHG LQ RUGHU WR LQWHUSUHW

0)1 SURYLVLRQV ZLWK UHVSHFW WR WKH VXEMHFW PDWWHU� LQ RUGHU WR
MXVWLI\ ERUURZLQJ SURYLVLRQV IURP WKLUG�SDUW\ %,7V� :KHUH WKH
VXEMHFW PDWWHU LQ WKLV FRQWH[W VKRXOG EH XQGHUVWRRG WR EH WKH
DUHD UHODWLQJ WR DFWXDO WUHDWPHQW RI LQYHVWPHQW RU LQYHVWRUV LQ
WKH WHUULWRU\ RI WKH KRVW VWDWH� LW KDV EHHQ LQWHUSUHWHG WR ERUURZ
ULJKWV RU SULYLOHJHV JUDQWHG LQ WKH SURYLVLRQV RI WKLUG�SDUW\
%,7V��� )RU H[DPSOH� LI WKH ZDLWLQJ SHULRG LQ D GLVSXWH VHWWOH�
PHQW FODXVH LV IRXQG WR EH PRUH IDYRUDEOH LQ D WKLUG�SDUW\ %,7�
LW ZRXOG EH FRQVLGHUHG DV IDOOLQJ XQGHU WKH VDPH FDWHJRU\�
WKHUHIRUH� ERUURZLQJ LV MXVWLILHG LQ WKHVH FDVHV� 7KLV DSSURDFK LV
SUREOHPDWLF EHFDXVH WZR FRUUHVSRQGLQJ SURYLVLRQV RI WZR GLI�
IHUHQW WUHDWLHV FDQQRW EH XQGHUVWRRG DV EHORQJLQJ WR WKH VDPH
VXEMHFW PDWWHU�
7KH SULQFLSOH RI HMXVGHP JHQHULV GRHV QRW� E\ LWVHOI� SURYLGH

DQ H[SODQDWLRQ DV WR WKH FRQWRXUV RI VXEMHFW PDWWHU� ,W ZRXOG EH
DQ RYHUVLPSOLILFDWLRQ RI WKLV SULQFLSOH WR MXVWLI\ ERUURZLQJ� 7KH
FRQWRXUV RI VXEMHFW PDWWHU GHSHQG XSRQ WKH ODQJXDJH RI DQ
0)1 SURYLVLRQ� DQG LW PXVW FRQVWLWXWH D FODVV XQGHU ZKLFK DO�
OHJHG PHDVXUHV ZHUH DSSOLHG��� 7KH VFRSH RI WKH VXEMHFW PDWWHU

��� ,G�
��� ,G� DW ����
��� 0)1�81&7$'� VXSUD QRWH �� DW ���
��� 5HSRUW RI WKH ,QWHUQDWLRQDO /DZ &RPPLVVLRQ WR WKH *HQHUDO $VVHPEO\

RQ WKH ZRUN RI LWV WKLUWLHWK VHVVLRQ� 8�1� 'RF� $������� DUW� � ������� UHSULQWHG
LQ ������ � <�%� ,QW·O /� &RPP·Q � �3DUW ,,�� 8�1� 'RF� $�&1���6(5�$������
$GG�� >KHUHLQDIWHU ,/&�0)1�����@�
��� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�

WLRQ�
��� $�'� 0&1$,5� 7+( /$: 2) 75($7,(6 ��� �������
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PXVW QRW EH FRQWUDU\ WR WKH REMHFWLYH RI WKH SDUWLHV��� +RZHYHU�
WKHUH KDYH EHHQ LQVWDQFHV ZKHUH WKLV SULQFLSOH KDV EHHQ WDNHQ
WR MXVWLI\ ERUURZLQJ ZLWKRXW PDNLQJ SURSHU LQTXLULHV DV WR WKH
REMHFWLYH RI WKH SDUWLHV��� $V LW ZDV DSWO\ SXW E\ WKH (QJOLVK
MXGJH /RUG 6FDUPDQ�µWKH UXOH LV D XVHIXO VHUYDQW EXW D EDG
PDVWHU�µ�� ,W LV VXEPLWWHG WKDW WKH DSSOLFDWLRQ DQG VFRSH RI VXE�
MHFW PDWWHU PXVW EH XQGHUVWRRG WR EH UHODWHG WR LQWHUQDO
PHDVXUHV RQO\� 7KXV� WKH PHDQLQJ RI VDPH VXEMHFW PDWWHU KDV
WR EH IRXQG LQ WKH QDWXUH RI DFWXDO WUHDWPHQW RI LQYHVWPHQW DQG
LQYHVWRUV ZLWKLQ WKH WHUULWRU\ RI WKH KRVW VWDWH�

�� $QJOR�,UDQLDQ 2LO &R� &DVH
7KH $QJOR�,UDQLDQ 2LO &RPSDQ\ �´$QJOR�,UDQLDQµ�� LQFRUSR�

UDWHG LQ WKH 8.� HQWHUHG LQWR DQ DJUHHPHQW ZLWK WKH ,PSHULDO
*RYHUQPHQW RI 3HUVLD �QRZ ,UDQ� LQ ������� 7KH DJUHHPHQW ZDV
UDWLILHG E\ WKH ,UDQLDQ 0DMOLV �SDUOLDPHQW�� DQG LW UHFHLYHG WKH
LPSHULDO DVVHQW WKH IROORZLQJ GD\��� +RZHYHU� LQ ����� WKH 0DM�
OLV FDPH XS ZLWK D ODZ QDWLRQDOL]LQJ WKH RLO LQGXVWU\ LQ ,UDQ���
7KLV OHG WR WKH GLVSXWH EHWZHHQ WKH FRPSDQ\ DQG ,UDQ� ([HUFLV�
LQJ WKH ULJKW RI GLSORPDWLF SURWHFWLRQ� WKH 8. WRRN XS WKH PDW�
WHU IRU $QJOR�,UDQLDQ DQG LQVWLWXWHG SURFHHGLQJV DJDLQVW ,UDQ
LQ WKH ,&-���
$V ,UDQ GLG QRW JLYH LWV FRQVHQW WR WU\ WKH PDWWHU� WKH 8. UH�

OLHG RQ WKH FRPSXOVRU\ MXULVGLFWLRQ RI WKH ,&-��� 8QGHU WKLV MX�
ULVGLFWLRQ� FRXQWULHV PD\ ORGJH D GHFODUDWLRQ ZLWK WKH 81 ZLWK
UHVSHFW WR WKH FDVHV WKH\ ZDQW WR WU\ EHIRUH WKH ,&-��� ,UDQ KDG
DFFHSWHG FRPSXOVRU\ MXULVGLFWLRQ LQ ������� +RZHYHU� ,UDQ
PDGH D GHFODUDWLRQ WKDW LW ZRXOG WU\ RQO\ WKRVH GLVSXWHV DULVLQJ
RXW RI D WUHDW\ GLUHFWO\ RU LQGLUHFWO\ VLJQHG VXEVHTXHQW WR WKH

��� 0DKDUDVKWUD 8QLYHUVLW\ RI +HDOWK 6FLHQFHV 	 RWKHUV Y� 6DWFKLNLWVD
3UDVDUDN 0DQGDO 	 RWKHUV ������� � 6&& ���� � �� �,QG���
��� 0DIIH]LQL Y 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�

WLRQ�
��� 4XD]L Y� 4XD]L ������� � $OO (QJ� 5HS� ���� ����
��� $QJOR�,UDQLDQ 2LO &R� &DVH� ���� ,�&�-� DW ����
��� ,G�
��� ,G�
��� ,G�
��� ,G� DW ����
��� 6WDWXWH RI WKH ,QWHUQDWLRQDO &RXUW RI -XVWLFH DUW� ��� � �� -XQH ���

����� �� 8�1�7�6� ����
��� $QJOR�,UDQLDQ 2LO &R� &DVH� ���� ,�&�-� DW ����
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GDWH RI DFFHSWLQJ FRPSXOVRU\ MXULVGLFWLRQ��� 7KHUHIRUH� WKH 8.·V
HIIRUWV WR LPSXWH REOLJDWLRQV RQWR ,UDQ XVLQJ WKH WUHDWLHV VLJQHG
LQ ���� DQG ���� ZHUH QRW DFFHSWHG E\ WKH ,&- IRU ODFN RI MXULV�
GLFWLRQ LQ WKLV FDVH EHFDXVH WKRVH WUHDWLHV ZHUH VLJQHG EHIRUH
�������
/DVWO\� WKH 8. DUJXHG IRU XVH RI WKH 0)1 SURYLVLRQ FRQ�

WDLQHG LQ $UWLFOH ,; RI WKH 7UHDW\ RI ���� VLJQHG EHWZHHQ WKH
8. DQG ,UDQ���� 5HIHUULQJ WR $UWLFOH ,9 RI WKH 7UHDW\ RI ����
EHWZHHQ ,UDQ DQG 'HQPDUN� WKH 8. DUJXHG WKDW WUHDWPHQW RI
$QJOR�,UDQLDQ E\ WKH ,UDQLDQ JRYHUQPHQW ZDV D EUHDFK RI WKH
SULQFLSOHV DQG SUDFWLFH RI LQWHUQDWLRQDO ODZ���� %\ WKH RSHUDWLRQ
RI WKH 0)1 SURYLVLRQ LQ WKLV PDWWHU� WKH 8. DUJXHG� WKH ,UDQL�
DQ JRYHUQPHQW ZDV ERXQG WR REVHUYH WKHVH REOLJDWLRQV WR SUR�
WHFW WKH ULJKWV RI D %ULWLVK QDWLRQDO �LQ WKLV FDVH� $QJOR�
,UDQLDQ����� 7KH 8. IXUWKHU DUJXHG WKDW DFFHVV WR WKH ,&- XQ�
GHU WKH 7UHDW\ RI ���� EHWZHHQ ,UDQ DQG 'HQPDUN� ZKLFK FDPH
DIWHU WKH GHFODUDWLRQ RI ����� VKRXOG KDYH EHHQ FRQVLGHUHG DV
PRUH IDYRUDEOH WUHDWPHQW RI WKH QDWLRQDOV RI D WKLUG SDUW\����
7KHUHIRUH� WKH 8. VKRXOG KDYH EHHQ DOORZHG WR EULQJ WKH FDVH
WR WKH ,&- E\ YLUWXH RI WKLV 0)1 SURYLVLRQ����
7KH ,&-� KRZHYHU� GLG QRW DFFHSW WKLV FRQWHQWLRQ E\ WKH 8.�

7KH FRXUW KHOG WKDW LW GLG QRW KDYH MXULVGLFWLRQ ZLWK UHVSHFW WR
0)1 SURYLVLRQV DQG PDGH WKH IROORZLQJ REVHUYDWLRQ�

7KH WUHDW\ FRQWDLQLQJ WKH PRVW�IDYRXUHG�QDWLRQ FODXVH
LV WKH EDVLF WUHDW\ XSRQ ZKLFK WKH 8QLWHG .LQJGRP
PXVW UHO\� ,W LV WKLV WUHDW\ ZKLFK HVWDEOLVKHV WKH MXULGL�
FDO OLQN EHWZHHQ WKH 8QLWHG .LQJGRP DQG D WKLUG�SDUW\
WUHDW\ DQG FRQIHUV XSRQ WKDW 6WDWH WKH ULJKWV HQMR\HG E\
WKH WKLUG SDUW\� $ WKLUG�SDUW\ WUHDW\� LQGHSHQGHQW RI DQG
LVRODWHG IURP WKH EDVLF WUHDW\� FDQQRW SURGXFH DQ\ OHJDO
HIIHFW DV EHWZHHQ WKH 8QLWHG .LQJGRP DQG ,UDQ� LW LV UHV
LQWHU DOLRV DFWD�µ���

:KLOH LW LV WUXH WKDW WKH ,&- LQ WKLV FDVH GLG QRW DGGUHVV WKH
UDWLRQDOH RU EDVLV IRU ERUURZLQJ� LW GLG UHFRJQL]H WKH SULQFLSOH RI

��� ,G�
��� ,G� DW ����
���� ,G�
���� ,G� DW ����
���� ,G�
���� ,G�
���� ,G�
���� ,G� DW ����
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UHV LQWHU DOLRV DFWD H[SOLFLWO\� 7KLV PHDQV WKH VRYHUHLJQW\ RI
VWDWHV GRHV QRW DOORZ IRU WKH DXWRPDWLF DSSOLFDWLRQ RI WUHDWLHV WR
WKLUG VWDWHV���� 7KHUHIRUH� WKH XVH RI 0)1 SURYLVLRQV WR ERUURZ
FODXVHV IURP D WKLUG�SDUW\ %,7 ZLWKRXW WKH FRQVHQW RI WKH KRVW
VWDWH LV SUREOHPDWLF� ,W LV XQFOHDU DV WR ZKDW ELQGV D VWDWH�
ZLWKRXW LWV FRQVHQW� WR DFFHSW VXFK ERUURZLQJ XQGHU JHQHUDO
LQWHUQDWLRQDO ODZ�
:KDW LV HYHQ PRUH SUREOHPDWLF LV WKH DVVXPSWLRQ WKDW WKH LQ�

FOXVLRQ RI DQ 0)1 SURYLVLRQ LQ D %,7 LWVHOI LV HYLGHQFH RI FRQ�
VHQW E\ VWDWHV WR DFFHSW VXFK ERUURZLQJ� 7KHUH LV OLWHUDWXUH
ILQGLQJ 0)1 FODXVHV WR EH D OLQN EHWZHHQ EDVLF %,7V DQG WKLUG�
SDUW\ %,7V� DUJXLQJ WKDW WKHUH LV DXWRPDWLF LQFRUSRUDWLRQ RI
WKLUG�SDUW\ %,7V LQWR EDVLF %,7V WKURXJK 0)1 FODXVHV���� 7KLV
DVVHUWLRQ KDV EHHQ FULWLFL]HG IRU EHLQJ LQDSSRVLWH DQG PLVOHDG�
LQJ EHFDXVH LW LJQRUHV WKH YDOLGLW\ RI WKH WKLUG�SDUW\ %,7���� ,I
WKH WKLUG�SDUW\ %,7 FHDVHV WR H[LVW� WKHQ WKH ULJKW LQFRUSRUDWHG
WKURXJK WKH 0)1 SURYLVLRQ LQ WKH EDVLF %,7 DOVR YDQLVKHV����
7KLV KDV DOUHDG\ EHHQ HVWDEOLVKHG E\ WKH ,&- GHFLVLRQ LQ WKH
&DVH &RQFHUQLQJ WKH 5LJKWV RI 1DWLRQDOV RI WKH 8QLWHG 6WDWHV LQ
0RURFFR���� $OVR� XQOHVV WKH OLQN LV HVWDEOLVKHG EHWZHHQ WZR
WUHDWLHV EH\RQG DQ\ GRXEW� UHVSHFWLYH WUHDWLHV UHPDLQ UHV LQWHU
DOLRV DFWD� 7KXV� XQWLO WKLV OLQN LV HVWDEOLVKHG� LW LV XQUHDVRQD�
EOH WR EHOLHYH WKDW VWDWHV ZDQW WKLUG�SDUW\ %,7 SURYLVLRQV WR EH
LQFOXGHG LQ WKHLU FDUHIXOO\ QHJRWLDWHG ELODWHUDO DJUHHPHQWV
WKURXJK 0)1 SURYLVLRQV� 7KLV QHJDWHV WKH ZKROH SXUSRVH RI
HQWHULQJ LQWR QHJRWLDWLRQ EHIRUH VLJQLQJ D QHZ %,7�

%� ,QYHVWPHQW 7ULEXQDOV
)RU WKH SXUSRVH RI EUHYLW\� RQO\ WKH UHOHYDQW SDUWV RI GHFL�

VLRQV DUH GLVFXVVHG KHUH WR DQDO\]H ERUURZLQJ XVLQJ 0)1
FODXVHV�

���� *(11$'< '$1,/(1.2� /$:�0$.,1* ,1 7+( ,17(51$7,21$/ &20081,7<
�� �������
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
���� 'RXJODV� VXSUD QRWH �� DW ����
���� ,G�
���� &DVH &RQFHUQLQJ WKH 5LJKWV RI 1DWLRQDOV RI WKH 8QLWHG 6WDWHV RI $PHU�
LFD LQ 0RURFFR �)U� Y� 8�6��� -XGJPHQW� ���� ,�&�-� 5HS� ��� DW ���²�� �$XJ�
����
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�� (PLOLR $JXVWtQ 0DIIH]LQL Y� 7KH .LQJGRP RI 6SDLQ
2QH RI WKH PDLQ REMHFWLRQV WR WKH MXULVGLFWLRQ RI WKH WULEXQDO

LQ WKLV FDVH UHODWHG WR WKH XVH RI DQ 0)1 SURYLVLRQ� FRQWDLQHG
LQ $UWLFOH �� SDUDJUDSK � RI WKH $UJHQWLQD�6SDLQ %,7���� E\ WKH
FODLPDQW WR HVWDEOLVK WKH MXULVGLFWLRQ RI WKH WULEXQDO���� $UWLFOH
�� RI $UJHQWLQD�6SDLQ %,7 SURYLGHV IRU WKH H[KDXVWLRQ RI ORFDO
UHPHGLHV E\ WKH FODLPDQW IRU D SHULRG RI HLJKWHHQ PRQWKV EH�
IRUH LW FDQ PRYH WR DUELWUDWLRQ WR VHWWOH WKH GLVSXWH���� +RZHYHU�
$UWLFOH �� ��� RI WKH &KLOH�6SDLQ %,7 GRHV QRW SURYLGH DQ\ SUH�
FRQGLWLRQV EHIRUH PRYLQJ WR DUELWUDWLRQ���� 7KH FODLPDQW DUJXHG
WKDW &KLOHDQ LQYHVWRUV ZHUH EHLQJ WUHDWHG PRUH IDYRUDEO\ WKDQ
WKH $UJHQWLQLDQ LQYHVWRUV EHFDXVH RI WKH H[LVWHQFH RI PRUH ID�
YRUDEOH GLVSXWH UHVROXWLRQ SURYLVLRQ LQ WKH &KLOH�6SDLQ %,7����
7KHVH FRQWHQWLRQV ZHUH UHMHFWHG E\ 6SDLQ SULPDULO\ RQ WKUHH

JURXQGV� ��� LQ DFFRUGDQFH ZLWK WKH GRFWULQH RI UHV LQWHU DOLRV
DFWD� DJUHHPHQWV EHWZHHQ 6SDLQ DQG D WKLUG SDUW\ GLG QRW FUH�
DWH DQ\ ULJKWV IRU WKH FODLPDQW� ��� E\ DSSOLFDWLRQ RI WKH SULQFL�
SOH HMXVGHP JHQHULV� 0)1 FODXVHV VKRXOG EH XVHG RQO\ LQ FDVHV
RI VXEVWDQWLYH SURYLVLRQV DQG QRW LQ GLVSXWH VHWWOHPHQW SURYL�
VLRQV� DQG ��� 0)1 SURYLVLRQV FRXOG EH XVHG WR GHWHUPLQH GLV�
FULPLQDWLRQ KDYLQJ D FRQQHFWLRQ ZLWK PDWHULDO HFRQRPLF WUHDW�
PHQW EXW QRW ZLWK SURFHGXUDO PDWWHUV����
7KH WULEXQDO LQ 0DIIH]LQL PDGH YDULRXV REVHUYDWLRQV ZLWK UH�

VSHFW WR WKH XVH RI 0)1 FODXVHV DQG 6SDLQ·V REMHFWLRQV� ,Q GR�
LQJ VR� WKH WULEXQDO VWDUWHG ZLWK DQ DVVHVVPHQW RI WKH $QJOR�
,UDQLDQ 2LO &RPSDQ\ &DVH���� WKH ,&- FDVH FRQFHUQLQJ WKH
ULJKWV RI 86 QDWLRQDOV LQ 0RURFFR���� DQG WKH $PEDWLHORV
&ODLP����

���� $JUHHPHQW IRU WKH 5HFLSURFDO 3URPRWLRQ DQG 3URWHFWLRQ RI ,QYHVW�
PHQWV� 2FW� �� ����� ���� 8�1�7�6� ����
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� DW ���
���� ,G� DW ���
���� $JUHHPHQW EHWZHHQ WKH .LQJGRP RI 6SDLQ DQG WKH 5HSXEOLF RI &KLOH RQ
WKH 5HFLSURFDO 3URWHFWLRQ DQG 3URPRWLRQ RI ,QYHVWPHQWV� 2FW� �� ����� ����
8�1�7�6� ���
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � �� DW ���
���� ,G� �� ��²�� DW ���
���� $QJOR�,UDQLDQ 2LO &R� &DVH� ���� ,�&�-� DW ��
���� )UDQFH Y� 86$� ���� ,�&�-� DW ����
���� $PEDWDOLRV &ODLP� �� 5�,�$�$� DW ���
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,Q LWV DVVHVVPHQW RI $QJOR�,UDQLDQ 2LO &RPSDQ\ FDVH� WKH WUL�
EXQDO REVHUYHG WKDW� LI WKH VXEMHFW PDWWHU RI D SURYLVLRQ LQ D
EDVLF WUHDW\ LV IRXQG WR EH OHVV IDYRUDEOH WKDQ WKH FRUUHVSRQG�
LQJ SURYLVLRQ LQ D WKLUG�SDUW\ %,7� WKHQ WKH FRUUHVSRQGLQJ SUR�
YLVLRQ LQ WKH WKLUG�SDUW\ %,7 LV H[WHQGHG WR D EHQHILFLDU\ LQ WKH
EDVLF WUHDW\ DV EHLQJ PRUH IDYRUDEOH���� 7KLV DVVHVVPHQW LV
SUREOHPDWLF� ,W LV QRW D FRUUHFW DVVHVVPHQW RI WKH $QJOR�,UDQLDQ
2LO &RPSDQ\ FDVH EHFDXVH WKH WULEXQDO LQ WKDW FDVH FDWHJRULFDO�
O\ KHOG WKDW D WKLUG�SDUW\ WUHDW\ LV DQ LQGHSHQGHQW DQG LVRODWHG
WUHDW\� DQG DV VXFK LW GLG QRW FUHDWH DQ\ ULJKWV RU REOLJDWLRQV
IRU WKH EDVLF WUHDW\ EHWZHHQ WKH 8. DQG ,UDQ���� )XUWKHU� LW LV
DOVR QRW FOHDU ZKDW WKH 0DIIH]LQL WULEXQDO PHDQW E\ ´VDPHµ
VXEMHFW PDWWHU���� 7KLV DSSURDFK LV QHLWKHU D VRXQG UHIOHFWLRQ RI
WKH $QJOR�,UDQLDQ 2LO &RPSDQ\ FDVH� QRU GRHV LW SURYLGH DQ\
VXLWDEOH WRROV WR GHWHUPLQH ZKDW LV WKH VDPH VXEMHFW PDWWHU�
7KHUHIRUH� WKLV LQWHUSUHWDWLRQ LV YDJXH DQG QRW EDVHG RQ VRXQG
LQWHUSUHWDWLYH WRROV DV SURYLGHG LQ $UWLFOH �� RI WKH 9&/7�
7KH UHIHUHQFH WR WKH &DVH &RQFHUQLQJ WKH 5LJKWV RI 1DWLRQDOV

RI WKH 8QLWHG 6WDWHV LQ 0RURFFR E\ WKH WULEXQDO LQ 0DIIH]LQL
VHHPV WR EH D PHUH IRUPDOLW\ ZLWK UHVSHFW WR WKH DVVHVVPHQW
WDNHQ E\ WKH WULEXQDO���� 7KLV LV EHFDXVH WKH FDVH ZDV UHIHUUHG
WR RQO\ WR VKRZ WKDW WKH 0)1 FODXVH ZDV LQYRNHG E\ WKH 86 WR
FODLP FRQVXODU MXULVGLFWLRQ� DQ DUJXPHQW WKDW ZDV XOWLPDWHO\
UHMHFWHG E\ WKH FRXUW EHFDXVH WKH WUHDWLHV IURP ZKLFK WKH 86
ZDV WU\LQJ WR ERUURZ SURYLVLRQV KDG FHDVHG WR H[LVW����
7KH WULEXQDO DOVR GLVFXVVHG WKH HMXVGHP JHQHULV SULQFLSOH DV

LQFRUSRUDWHG E\ WKH $PEDWHLORV DQG FRQFHGHG WKDW WKH VFRSH RI
WKLV SULQFLSOH SURYLGHG XQGHU $PEDWHLORV ZDV YHU\ EURDG����
7KH WULEXQDO DOVR DFNQRZOHGJHG WKDW WKH $PEDWHLORV GLG QRW
DOORZ WKLUG�SDUW\ WUHDWLHV WR EH DSSOLFDEOH LQ WKH GLVSXWH����
$OO WKUHH FDVHV OHIW FRQVLGHUDEOH JDSV IURP DQ LQWHUSUHWDWLYH

DQG WKHRUHWLFDO VWDQGSRLQW UHJDUGLQJ WKH TXHVWLRQ RI ZKHWKHU
0)1 FODXVHV FDQ EH XVHG WR ERUURZ SURYLVLRQV IURP WKLUG�SDUW\

���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � �� DW ���
���� $QJOR�,UDQLDQ 2LO &R� &DVH� ���� ,�&�-� DW ����
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � �� DW ���
���� ,G� � ��� DW ���
���� ,G�
���� ,G� � ��� DW ���
���� ,G� � ��� DW ���
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%,7V� 7KH RQO\ UHDVRQ ZK\ WKHVH FDVHV DUH XVHG E\ YDULRXV WUL�
EXQDOV DQG VFKRODUV WR VXSSRUW ERUURZLQJ LV EHFDXVH WKHVH FDV�
HV IHOO VKRUW RI PDNLQJ WKH GLUHFW DQG FDWHJRULFDO SURKLELWLRQ RQ
LPSRUWDWLRQ RU ERUURZLQJ�
7KLV� LQ WXUQ� LV EDVHG RQ WKH UHGXQGDQW DQG DQDFKURQLVWLF

SUDFWLFH XQGHU LQWHUQDWLRQDO ODZ� ZKLFK LV EHVW H[SUHVVHG�
´ZKDW LV QRW SURKLELWHG H[SUHVVO\ VKRXOG EH FRQVLGHUHG DOORZHG
LQ LQWHUQDWLRQDO ODZ�µ��� 7KLV DSSURDFK LV DQ RXWGDWHG GLFWXP
WKDW ZDV XVHG E\ WKH 3HUPDQHQW &RXUW RI ,QWHUQDWLRQDO -XVWLFH
LQ WKH 66 /RWXV FDVH��� DQG ZDV VHYHUHO\ FULWLFL]HG E\ -XGJH
%UXQR 6LPPD LQ WKH DGYLVRU\ RSLQLRQ UHODWLQJ WR WKH .RVRYR
LQGHSHQGHQFH FDVH���� $FFRUGLQJ WR 6LPPD� WKH FRXUW·V DQDO\VLV
WKDW ´WKHUH ZDV QR QHHG WR GHPRQVWUDWH SHUPLVVLYH UXOHV DV
ORQJ DV WKHUH LV QR SURKLELWLRQµ ZDV REVROHWH� DQG WKH FRXUW
IDLOHG WR DQVZHU WKH TXHVWLRQV SXW EHIRUH LW VDWLVIDFWRULO\���� +H
DOVR FULWLFL]HG WKH FRXUW IRU XSKROGLQJ WKH GLFWXP IURP WKH /R�
WXV FDVH DQG IDLOLQJ WR PRYH EH\RQG WKH DQDFKURQLVWLF DQG H[�
WUHPHO\ FRQVHQW�IRFXVHG YLVLRQ RI LQWHUQDWLRQDO ODZ���� $FFRUG�
LQJ WR 6LPPD� WKH FRXUW VKRXOG KDYH PDGH DQ DWWHPSW WR
HTXDWH WKH DEVHQFH RI SURKLELWLYH UXOHV ZLWK WKH SUHVHQFH RI
SHUPLVVLYH UXOHV� KRZHYHU� LW GLG QRW����
6LPLODUO\� WKH WULEXQDO LQ 0DIIH]LQL IDLOHG WR XQGHUWDNH DQ\

VHULRXV DWWHPSW WR ORRN LQWR WKH SHUPLVVLYH UXOHV RI LQWHUQD�
WLRQDO ODZ WR MXVWLI\ ERUURZLQJ IURP WKLUG�SDUW\ %,7V XVLQJ
0)1 SURYLVLRQV� ,Q IDFW� WKHUH DUH HVWDEOLVKHG UXOHV LQ LQWHUQD�
WLRQDO ODZ� OLNH $UWLFOH �� RI 9&/7���� WKDW DUH SURKLELWLYH RI
VXFK SUDFWLFHV�
7KH UHDVRQLQJ RI WKH WULEXQDO LQ WKH ODWHU SDUW RI LWV DZDUG LV

HYHQ PRUH SUREOHPDWLF� ,Q SDUDJUDSK ��� LW DUJXHG WKDW� VLQFH
WKH 8. LQ PRVW RI LWV %,7V LQFOXGHG GLVSXWH VHWWOHPHQW SURYL�

���� $Q +HUWRJHQ� /HWWLQJ /RWXV %ORRP� �� (85� -� ,17·/ /� ���� ��� �������
���� &DVH RI WKH 6�6� /RWXV �)U� Y� 7XUN��� -XGJHPHQW� ���� 3�&�,�-� �VHU� $�
1R� �� �6HSW� �� �SURYLGLQJ WKDW WKH UHVWULFWLRQV RQ WKH LQGHSHQGHQFH RI VWDWHV
FDQQRW EH SUHVXPHG EHFDXVH RI WKH FRQVHQVXDO QDWXUH RI WKH LQWHUQDWLRQDO
OHJDO RUGHU��
���� $FFRUGDQFH ZLWK ,QWHUQDWLRQDO /DZ RI WKH 8QLODWHUDO 'HFODUDWLRQ RI
,QGHSHQGHQFH LQ 5HVSHFW RI .RVRYR� 'HFODUDWLRQ E\ -XGJH %UXQR 6LPPD�
���� ,�&�-� ��� �-XO\ ����
���� ,G� � ��
���� ,G�
���� ,G�
���� $ WUHDW\ GRHV QRW FUHDWH HLWKHU REOLJDWLRQV RU ULJKWV IRU D WKLUG VWDWH
ZLWKRXW LWV FRQVHQW�
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VLRQV XQGHU LWV 0)1 SURYLVLRQV���� LW ZDV GRXEWIXO WKDW SDUWLHV
KDG LQWHQGHG WR H[FOXGH GLVSXWH VHWWOHPHQW SURYLVLRQV IURP WKH
SXUYLHZ RI WKHLU 0)1 FODXVH���� (YHQ LI RQH DFFHSWV WKDW WKH
8. LQWHQGHG WR LQFOXGH GLVSXWH VHWWOHPHQW SURYLVLRQV XQGHU LWV
0)1 SURYLVLRQV� E\ ZKDW DQDORJ\ RU SULQFLSOH FDQ LW EH FRQ�
FOXGHG WKDW 6SDLQ RU $UJHQWLQD LQWHQGHG WKH VDPH"
0RVW RI WKH WULEXQDO·V GHFLVLRQ RQ MXULVGLFWLRQ UHYROYHG

DURXQG 6SDLQ·V WUHDW\ SUDFWLFH DQG KRZ YDULRXV WH[WXDO YDULD�
WLRQV FDQ EH VHHQ LQ WUHDWLHV VLJQHG E\ 6SDLQ ZLWK RWKHU FRXQ�
WULHV���� 7KH WULEXQDO DOVR VSHQW FRQVLGHUDEOH WLPH DVFHUWDLQLQJ
WKH LQWHQWLRQ RI WKH SDUWLHV WKURXJK WKH KLVWRU\ RI WKHLU %,7 QH�
JRWLDWLRQV���� 8QIRUWXQDWHO\� QRQH RI WKHVH DSSURDFKHV KDV WKH
JUDYLWDV WR SURYLGH DQ\ UDWLRQDOH IRU ERUURZLQJ SURYLVLRQV IURP
WKLUG�SDUW\ %,7V� 7KH SUREOHP ZLWK WKH WULEXQDO·V DVVHVVPHQW
LV WKDW LW IRFXVHG PRUH RQ HVWDEOLVKLQJ WKDW GLVSXWH VHWWOHPHQW
SURYLVLRQV FDQ IDOO XQGHU 0)1 SURYLVLRQV� UDWKHU WKDQ RQ ORRN�
LQJ IRU D MXVWLILFDWLRQ IRU ERUURZLQJ XQGHU LQWHUQDWLRQDO ODZ�
7KH GHFLVLRQ E\ WKH WULEXQDO FDQ KDUGO\ EH FRQVLGHUHG D FRUUHFW
VWDWHPHQW RI WKH ODZ ZLWK UHVSHFW WR LWV LQWHUSUHWDWLRQ RI 0)1
SURYLVLRQV�

�� :KLWH ,QGXVWULHV $XVWUDOLD /WG� Y� 7KH 5HSXEOLF RI ,QGLD���
:KLWH ,QGXVWULHV LQLWLDWHG D %,7 FODLP DJDLQVW ,QGLD IRU IDLO�

XUH WR HQIRUFH DQ DUELWUDO DZDUG LQ IDYRU RI :KLWH ,QGXVWULHV
DJDLQVW &RDO ,QGLD� /WG�� D SXEOLF VHFWRU XQLW LQ ,QGLD� GXH WR
GHOD\ LQ WKH MXGLFLDO SURFHVV���� :KLWH ,QGXVWULHV DUJXHG WKDW D
GHOD\ RI RYHU QLQH \HDUV LQ HQIRUFLQJ D IRUHLJQ DZDUG VKRXOG EH
FRQVLGHUHG D EUHDFK RI ,QGLD·V REOLJDWLRQ XQGHU WKH ,QGLD�
$XVWUDOLD %,7���� :KLWH ,QGXVWULHV DVVHUWHG WKDW WKH SURYLVLRQ
FRQFHUQLQJ ´HIIHFWLYH PHDQV RI DVVHUWLQJ FODLPV DQG HQIRUFLQJ
ULJKWVµ IURP WKH ,QGLD�.XZDLW %,7��� FRXOG VLPSO\ EH ERUURZHG

���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � �� DW ���
���� ,G�
���� ,G� �� ��²���
���� ,G� � ���
���� 6HH:KLWH ,QGXVWULHV Y� ,QGLD�
���� 6HH JHQHUDOO\ 6XPHHW .DFKZDKD� 7KH :KLWH ,QGXVWULHV $XVWUDOLD /LP�
LWHG ² ,QGLD %,7 $ZDUG� $ &ULWLFDO $VVHVVPHQW� �� $5%� ,17·/ ��� �������
���� :KLWH ,QGXVWULHV Y� ,QGLD� � ������ DW ���
���� ,QGLD�.XZDLW %,7� VXSUD QRWH ��� DUW� �����
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XVLQJ WKH 0)1 SURYLVLRQ IURP WKH ,QGLD�$XVWUDOLD %,7����
7KXV� ,QGLD·V IDLOXUH WR HQIRUFH WKH DZDUG FRQVWLWXWHG D EUHDFK
RI ,QGLD·V REOLJDWLRQ XQGHU WKH ,QGLD�$XVWUDOLD %,7����
:LWK UHVSHFW WR RQH RI ,QGLD·V REMHFWLRQV� WKDW ERUURZLQJ

ZRXOG VXEYHUW WKH FDUHIXOO\ QHJRWLDWHG EDODQFH RI LWV %,7 ZLWK
$XVWUDOLD���� WKH WULEXQDO KHOG WKDW WKH DXWKRULWLHV FLWHG E\ ,Q�
GLD ZHUH DSSOLFDEOH RQ WKH XVH RI 0)1 FODXVHV IRU ERUURZLQJ
GLVSXWH VHWWOHPHQW SURYLVLRQV RQO\� DQG WKH VLWXDWLRQ LQ WKH
FDVH ZDV TXDOLWDWLYHO\ GLIIHUHQW EHFDXVH D VXEVWDQWLYH SURYLVLRQ
ZDV EHLQJ ERUURZHG���� 7KHUHIRUH� WKHUH ZDV QR VXEYHUVLRQ RI
WKH FDUHIXOO\ QHJRWLDWHG EDODQFH RI WKH %,7� LQ IDFW� E\ ERUURZ�
LQJ VXEVWDQWLYH SURYLVLRQV� WKH %,7 DFKLHYHG LWV REMHFWLYH WKDW
ZDV LQWHQGHG E\ WKH FRQWUDFWLQJ SDUWLHV WKURXJK LQFRUSRUDWLRQ
RI WKH 0)1 SURYLVLRQ����
)DVFLQDWLQJO\� WKH WULEXQDO HYDGHG WKH TXHVWLRQ RI VXEYHUVLRQ

RI WKH FDUHIXOO\ QHJRWLDWHG EDODQFH RI WKH %,7� 7KLV UHTXLUHV D
VHULRXV DVVHVVPHQW RI WKH DSSURDFK RI WKH WULEXQDO� $FFRUGLQJ
WR WKH WULEXQDO� WKH FDUHIXOO\ QHJRWLDWHG EDODQFH RI WKH %,7
FDQQRW EH VXEYHUWHG ZKHQ RQO\ VXEVWDQWLYH SURYLVLRQV RI D
WKLUG�SDUW\ %,7 DUH EHLQJ ERUURZHG���� 7KLV UDLVHV D TXHVWLRQ³
ZKDW LV WKH EDVLV RI WKLV DVVHVVPHQW" )XUWKHU� WKH WULEXQDO KHOG
WKDW FRQWUDFWLQJ SDUWLHV LQWHQGHG WR XVH WKH 0)1 WR ERUURZ
VXEVWDQWLYH SURYLVLRQV���� ,W LV GLIILFXOW WR XQGHUVWDQG WKH EDVLV
IRU UHDFKLQJ WKLV FRQFOXVLRQ DQG KRZ WKH WULEXQDO GHWHUPLQHG
WKH DFWXDO LQWHQWLRQ RI WKH FRQWUDFWLQJ SDUWLHV� ,W LV SRVVLEOH
WKDW WKH WULEXQDO PD\ KDYH DVVXPHG WKDW LQFRUSRUDWLRQ RI
0)1V LQ %,7V E\ VRYHUHLJQ VWDWHV LQ LWVHOI LV HYLGHQFH WKDW
VWDWHV ZDQWHG WR DOORZ ERUURZLQJ IURP WKLUG�SDUW\ %,7V� 7KLV
SUHVXPSWLRQ� KRZHYHU� PXVW EH SURYHG FRQFUHWHO\� (YHQ WKH
FRQFOXVLRQ WKDW VWDWHV ZDQWHG WR DOORZ ERUURZLQJ XVLQJ 0)1V
KDV WR EH VDWLVILHG EH\RQG DQ\ GRXEW� ,Q IDFW� UHFHQW VWDWH EH�
KDYLRU SURYLGHV HYLGHQFH WKDW VWDWHV DUH QRW ZLOOLQJ WR DFFHSW
WKH SURSRVLWLRQ DOORZHG E\ WKH WULEXQDO���� 7KLV DSSURDFK� LI LW

���� :KLWH ,QGXVWULHV Y� ,QGLD� � ������� DW ����
���� ,G�
���� ,G� � ������� DW ����
���� ,G� �� ������²�� DW ����
���� ,G� � ������� DW ����
���� ,G� �� ��������� DW ����
���� ,G�
���� 6HH 5HFHQW 1HZ ,QGLDQ 0RGHO %,7 ������� KWWSV���GHD�JRY�LQ�VLWHV�
GHIDXOW�ILOHV�0RGHO7H[W,QGLDB%,7B��SGI� VHH DOVR 'UDIW 1HWKHUODQG 0RGHO %,7
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ZDV LQGHHG WKH UDWLRQDOH RI WKH WULEXQDO� LV LQFRUUHFW LQ WKH DE�
VHQFH RI DQ\ HYLGHQFH IURP ZKLFK LQWHQWLRQV RI WKH SDUWLHV FDQ
EH DVFHUWDLQHG� 7KH WULEXQDO GLG QRW SURYLGH DQ\ MXVWLILFDWLRQ RU
UHDVRQLQJ IRU DOORZLQJ WKH LPSRUWDWLRQ RI D SURYLVLRQ IURP D
WKLUG�SDUW\ %,7� )XUWKHU� LW PDGH DQ DVVHVVPHQW DV WR WKH
PHDQLQJ RI ´HIIHFWLYH PHDQV DQG VWDQGDUGVµ EDVHG RQ WKH GHFL�
VLRQV RI GLIIHUHQW WULEXQDOV DQG ZULWLQJV RI VFKRODUV ZLWKRXW HI�
IHFWLYHO\ VDWLVI\LQJ WKH EDVLV IRU ERUURZLQJ����
,W VHHPV WKDW WKH :KLWH ,QGXVWULHV WULEXQDO ZDV DOUHDG\ XQ�

GHU WKH LPSUHVVLRQ WKDW ERUURZLQJ VXEVWDQWLYH SURYLVLRQV XVLQJ
0)1 SURYLVLRQV IURP WKLUG�SDUW\ %,7V ZDV VHWWOHG LQ SUDFWLFH
DQG WKHRU\� $FFRUGLQJ WR WKH WULEXQDO� DV LW PD\ EH LQIHUUHG� LW
ZDV RQO\ WKH ERUURZLQJ RI GLVSXWH VHWWOHPHQW SURYLVLRQV IURP
WKLUG�SDUW\ %,7V WKDW ZDV GHEDWDEOH� 7KLV DSSURDFK LV VXUSULV�
LQJO\ SUREOHPDWLF IRU WZR UHDVRQV� ILUVW� WKH WULEXQDO GLG QRW
FLWH DQ\ DXWKRULW\ RU VRXUFH WR UHDFK LWV GHFLVLRQ� DQG VHFRQG� LW
GLG QRW PDNH DQ HIIRUW WR MXVWLI\ ERUURZLQJ XQGHU LQWHUQDWLRQDO
ODZ� ,Q RWKHU ZRUGV� WKH GHFLVLRQ RI WKH WULEXQDO ZLWK UHVSHFW WR
WKH XVH RI 0)1 FODXVHV ZDV QRW D UHDVRQHG GHFLVLRQ���� ,QGHHG�
LW ZDV EDVHG RQ WKH SUHVXPSWLYH DVVHVVPHQW RI ERUURZLQJ XVLQJ
0)1V DQG ODFNHG VRXQG OHJDO SULQFLSOH WR EDFN LWV FRQFOXVLRQ�
7KHUH LV D ORQJ OLVW RI GHFLVLRQV E\ LQYHVWPHQW WULEXQDOV WKDW

KDYH QRW XQGHUWDNHQ WKH WDVN RI ILQGLQJ MXVWLILFDWLRQ IRU WKH
ERUURZLQJ RI SURYLVLRQV IURP WKLUG�SDUW\ %,7V���� 7KH SUREOHP

������� KWWSV���JOREDODUELWUDWLRQUHYLHZ�FRP�GLJLWDOBDVVHWV����EFGG����E��
�EE��D��H�G��H�F����FH�'UDIW�0RGHO�%,7�1/������SGI >KHULQDIWHU� 1HWKHU�
ODQGV 'UDIW 0RGHO %,7@�
���� :KLWH ,QGXVWULHV Y� ,QGLD� � ���� DW ����
���� 8QLWHG 1DWLRQV &RPPLVVLRQ RQ ,QWHUQDWLRQDO 7UDGH /DZ
>81&,75$/@� $UELWUDWLRQ 5XOHV� DUW� ����� �)HE� ������ DYDLODEOH DW KWWSV���
ZZZ�XQ�FLWUDO�RUJ�SGI�HQJOLVK�WH[WV�DUELWUDWLRQ�DUE�UXOHV������81&,75$/�
$UELWUDWLRQ�5XOHV������H�SGI �SURYLGLQJ IRU UHDVRQHG GHFLVLRQV�� )RU PRUH
OLWHUDWXUH RQ UHDVRQHG GHFLVLRQV LQ LQWHUQDWLRQDO DUELWUDWLRQV� VHH 3LHUUH
/DOLYH� 2Q WKH 5HDVRQLQJ RI ,QWHUQDWLRQDO $UELWUDO $ZDUGV� � -� ,17·/ ',63�
6(77/(0(17 ��� ��²�� ������� 6WHSKHQ +XQWHU� $ 'XW\ WR *LYH 5HDVRQV�
%XW 2QO\ -XVW� ./8:(5 $5%,75$7,21 %/2* �1RY� �� ������ KWWS���
DUELWUDWLRQEORJ�NOXZHUDUELWUDWLRQ�FRP������������D�GXW\�WR�JLYH�
UHDVRQV�EXW�RQO\�MXVW��
���� )RU H[DPSOH� (') ,QWHUQDWLRQDO 6�$� HW DO� Y� $UJHQWLQH 5HSXEOLF�
,&6,' &DVH 1R� $5%������� $ZDUG �-XQH ��� ������ 0U� )UDQFN &KDUOHV $ULI
Y� 5HSXEOLF RI 0ROGRYD� ,&6,' &DVH 1R� $5%������� $ZDUG� �$SU� �� ������
+HVKDP 7� 0� $O :DUUDT Y� 5HSXEOLF RI ,QGRQHVLD� 81&,75$/� $ZDUG �'HF�
��� ������ $QVXQJ +RXVLQJ &R� /WG� Y� 3HRSOH·V 5HSXEOLF RI &KLQD� ,&6,'
&DVH 1R� $5%������� $ZDUG �0DU� �� ������ *DUDQWL .R]D //3 Y� 7XUNPHQL�
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ZLWK WKLV DSSURDFK LV WKDW WKHVH WULEXQDOV SUHVXPHG WKDW WKH
LPSRUWDWLRQ RI VXEVWDQWLYH SURYLVLRQV IURP WKLUG�SDUW\ %,7V
XVLQJ 0)1 FODXVHV LV QRW TXHVWLRQDEOH DW DOO� 7KHUHIRUH� LW ZDV
QRW QHFHVVDU\� RQ WKHLU SDUW� WR VHHN MXVWLILFDWLRQ IRU ERUURZLQJ
0)1 SURYLVLRQV� 8QIRUWXQDWHO\� WKLV SUDFWLFH KDV EHHQ VR GHHS�
O\ HQWUHQFKHG LQ WKH LQYHVWPHQW UHJLPH WKDW WKHUH DUH KDUGO\
DQ\ REMHFWLRQV WR LWV YDOLGLW\�
7KHUH KDYH� KRZHYHU� EHHQ DWWHPSWV WR SURYLGH D IUHVK SHU�

VSHFWLYH ZLWK UHVSHFW WR WKH XVH RI 0)1 SURYLVLRQV LQ %,7V�
.LOLF ,QVDDW Y� 7XUNPHQLVWDQ��� DQG ,FNDOH ,QVDDW Y� 7XUNPHQL�
VWDQ��� SURYLGH GLIIHUHQW SHUVSHFWLYHV RQ LQWHUSUHWLQJ WKH XVH RI
0)1 FODXVHV� 7KH ,FNDOH WULEXQDO� IRU H[DPSOH� FDWHJRULFDOO\
KHOG WKDW D FRPPRQ IRUPXODWLRQ RI 0)1 FODXVHV GRHV QRW DOORZ
ERUURZLQJ IURP WKLUG�SDUW\ %,7V����

�� ,FNDOH ,QVDDW Y� 7XUNPHQLVWDQ
,Q ,FNDOH� WKH WULEXQDO DVNHG� ´&DQ WKH &ODLPDQW LQYRNH WKH

)(7� )36� QRQ�GLVFULPLQDWLRQ� DQG XPEUHOOD FODXVH SURWHFWLRQV
WKURXJK WKH 0)1 FODXVH LQ $UWLFOH ,, RI WKH %,7 RU WKH QRQ�
GHURJDWLRQ FODXVH LQ $UWLFOH 9, RI WKH %,7"µ��� 7KH WULEXQDO RE�
VHUYHG WKDW $UWLFOH ,, RI WKH EDVLF %,7� ZKLFK LQFOXGHG 0)1
WUHDWPHQW� SURYLGHG IRU WKH SURKLELWLRQ RI GLVFULPLQDWLRQ EH�
WZHHQ LQYHVWRUV RI WZR GLIIHUHQW QDWLRQDOLWLHV���� $FFRUGLQJ WR
WKH WULEXQDO� WKLV KRVW VWDWH REOLJDWLRQ WR HQVXUH HTXDO WUHDW�
PHQW KDV WR EH REVHUYHG RQO\ ZKHQ LQYHVWRUV DUH SODFHG LQ VLP�
LODU VLWXDWLRQV���� &RQYHUVHO\� DFFRUGLQJ WR WKH WULEXQDO� 0)1
REOLJDWLRQV GR QRW H[LVW ZKHQ IRUHLJQ LQYHVWRUV DUH QRW SODFHG
LQ VLPLODU VLWXDWLRQV����

VWDQ� ,&6,' &DVH 1R� $5%������� $ZDUG �'HF� ��� ������ 7HLQYHU Y� $UJHQWL�
QD� ,&6,' &DVH 1R $5%������ $ZDUG �-XO\ ��� ������ $VLDQ $JULFXOWXUDO
3URGXFWV /WG� �$$3/� Y� 5HSXEOLF RI 6UL /DQND� ,&6,' &DVH 1R� $5%������
)LQDO $ZDUG �-XQH ��� ������ $7$ &RQVWUXFWLRQ� ,QGXVWULDO DQG 7UDGLQJ
&RPSDQ\ Y� 7KH +DVKHPLWH .LQJGRP RI -RUGDQ� ,&6,' &DVH 1R� $5%������
$ZDUG �0D\ ��� ������
���� .LOLF ,QVDDW ,WKDODW ,KUDFDW 6DQD\L 9H 7LFDUHW $QRQLP 6LUNHWL Y�
7XUNPHQLVWDQ� ,&6,' &DVH 1R� $5%������ $ZDUG �-XO\ �� ������
���� ,FNDOH Y� 7XUNPHQLVWDQ�
���� %DWLIRUW 	 +HDWK� VXSUD QRWH �� DW ����
���� ,FNDOH Y� 7XUNPHQLVWDQ� � ��� DW ����
���� ,G� � ����
���� ,G� � ����
���� ,G�
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7KH WULEXQDO IXUWKHU KHOG WKDW WKH PHDQLQJ RI WUHDWPHQW LQ
VLPLODU VLWXDWLRQV KDV WR EH GHWHUPLQHG DFFRUGLQJ WR WKH IDFWXDO
VLWXDWLRQV RI D FDVH� DQG WKLV FDQQRW EH XQGHUVWRRG WR LQFOXGH
LPSRUWLQJ SURYLVLRQV IURP D WKLUG�SDUW\ %,7���� &RQVHTXHQWO\�
WKH WULEXQDO UHMHFWHG WKH FODLP RI WKH LQYHVWRU WR ERUURZ D SUR�
YLVLRQ IURP D WKLUG�SDUW\ %,7����
7KLV GHFLVLRQ LV D UHIUHVKLQJ LOOXVWUDWLRQ RI VRXQG DSSOLFDWLRQ

RI WKH UXOHV RI WUHDW\ LQWHUSUHWDWLRQ ZLWKRXW ZDQGHULQJ LQWR WKH
UHDOP RI MXGLFLDO DGYHQWXULVP� $FFRUGLQJ WR %DWLIRUW DQG +HDWK�
WKLV GHFLVLRQ LV VLJQLILFDQW IRU PRYLQJ DZD\ IURP WKH WRS�GRZQ
DSSURDFK RI 0)1 LQWHUSUHWDWLRQ DQG UHFRQVLGHULQJ WKH ERWWRP�
XS DSSURDFK EDVHG RQ YDULDWLRQ LQ WH[WV����

&� 6FKRODUO\ &RQWULEXWLRQV
7KLV DUWLFOH ZLOO QRZ SUHVHQW D FULWLTXH RI WKH PDMRU DUJX�

PHQWV PDGH E\ VFKRODUV LQ VXSSRUW RI LPSRUWLQJ IDYRUDEOH SUR�
YLVLRQV IURP WKLUG�SDUW\ %,7V XVLQJ 0)1 SURYLVLRQV LQ EDVLF
%,7V� 0RVW RI WKH GLVFXVVLRQ WRGD\ UHYROYHV DURXQG WKH LPSRU�
WDWLRQ RI GLVSXWH VHWWOHPHQW SURYLVLRQV IURP WKLUG�SDUW\ %,7V�
DQG WKHUH LV KDUGO\ DQ\ TXHVWLRQ DV WR WKH YDOLGLW\ RI WKLV SUDF�
WLFH LWVHOI���� 6FKLOO SXWV LW SRVLWLYHO\� WKDW WKH SUDFWLFH RI LP�
SRUWLQJ PRUH IDYRUDEOH SURYLVLRQV LV ODUJHO\ XQFRQWHVWHG���� ([�
FHSW IRU D IHZ UHFHQW ZRUNV���� WKHUH DUH EDUHO\ DQ\ REMHFWLRQV WR
WKLV SUDFWLFH ZKDWVRHYHU� 7KH IROORZLQJ VHFWLRQ SURYLGHV VHYHUDO
PDMRU DUJXPHQWV WKDW DUH SUHVHQWHG DV D MXVWLILFDWLRQ IRU WKLV
SUDFWLFH�

�� (FRQRPLF 5DWLRQDOH
2QH RI WKH PDMRU DUJXPHQWV LQ IDYRU RI ERUURZLQJ SURYLVLRQV

IURP WKLUG�SDUW\ %,7V LV WKDW WKLV SUDFWLFH DOORZV LQYHVWRUV RI
GLIIHUHQW QDWLRQDOLWLHV WR FRPSHWH XQGHU HTXDO FRPSHWLWLYH FRQ�

���� ,G� � ����
���� ,G� � ����
���� %DWLIRUW 	 +HDWK� VXSUD QRWH �� DW ����
���� ,VKLNDZD� VXSUD QRWH �� DW ���� -�:� 6$/$&86(� 7+( /$: 2)
,19(670(17 75($7,(6 ��� ������� :((5$0$175<� VXSUD QRWH �� DW ���� 9HVHO�
VXSUD QRWH ��
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
���� 6HH JHQHUDOO\ 3HUH]�$]QDU� VXSUD QRWH �� %DWLIRUW 	 +HDWK� VXSUD QRWH
�� ,FNDOH Y� 7XUNPHQLVWDQ� )D\D 5RGULJXH]� VXSUD QRWH �� DW ��� ,VKLNDZD�
VXSUD QRWH �� &ROH� VXSUD QRWH �� DW ���²���
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GLWLRQV E\ FUHDWLQJ XQLIRUP VWDQGDUGV RI LQYHVWPHQW SURWHF�
WLRQ���� )XUWKHU� VFKRODUV DUJXH WKDW PXOWLODWHUDO UXOHV RQ LQ�
YHVWPHQW SURWHFWLRQ� VXFK DV ERUURZLQJ RI SURYLVLRQV IURP
WKLUG�SDUW\ %,7V� HQVXUH IDLU WUHDWPHQW RI LQYHVWRUV LQGHSHQG�
HQW RI WKH VRXUFH RI WKH LQYHVWRU���� 7KLV HQDEOHV FDSLWDO IORZ WR
EH DOORFDWHG LQ DUHDV ZKHUH D VWDWH PD\ KDYH D FRPSDUDWLYH
DGYDQWDJH RYHU RWKHU HFRQRPLHV���� 7KHVH DVVHVVPHQWV DUH SDU�
WLDOO\ FRUUHFW IRU VHYHUDO UHDVRQV�
)LUVW� WKH DVVHVVPHQW WKDW WKH SUDFWLFH RI ERUURZLQJ HQVXUHV

HTXDO FRPSHWLWLYH FRQGLWLRQV LV EDVHG RQ WKH SUHVXPSWLRQ WKDW
WKHUH H[LVW UHOHYDQW FRPSDUDWRUV� 7KHVH FRPSDUDWRUV� WKURXJK
WKHLU UHVSHFWLYH %,7V� DUH WUHDWHG GLIIHUHQWO\� WKHUHIRUH� LI WKHUH
DUH QR HTXDO FRPSHWLWLYH FRQGLWLRQV� ERUURZLQJ ZLOO HQVXUH
HTXDO FRPSHWLWLYH FRQGLWLRQV� )RU WKLV SUHPLVH WR KROG WUXH�
WKHUH PXVW EH DQ LQTXLU\� ILUVW� WR GHWHUPLQH LI UHOHYDQW FRP�
SDUDWRUV DFWXDOO\ H[LVW� ,Q WKH DEVHQFH RI VXFK DQ LQTXLU\� LW
EHFRPHV KLJKO\ VXEMHFWLYH WR GHEDWH ZKHWKHU RU QRW HTXDO FRP�
SHWLWLYH FRQGLWLRQV H[LVW� ,W LV SRVVLEOH WKDW WKHUH PD\ QRW EH
DQ\ UHOHYDQW FRPSDUDWRU RU LQYHVWRU IURP D WKLUG VWDWH RU WKLUG�
SDUW\ %,7 IURP ZKLFK WKH SURYLVLRQV DUH EHLQJ LPSRUWHG� 7KXV�
WKHUH PD\ EH QR FRPSHWLWLRQ DW DOO GXH WR WKH DEVHQFH RI D UHOH�
YDQW FRPSDUDWRU� 7KLV VFHQDULR FUHDWHV PRUH DGYDQWDJHRXV
FRQGLWLRQV IRU LQYHVWRUV DVNLQJ WR LPSRUW IDYRUDEOH SURYLVLRQV
IURP WKLUG�SDUW\ %,7V FRPSDUHG WR WKH RWKHU UHOHYDQW FRPSDUD�
WRUV LQ WKH VDPH VHFWRU� ,Q VXFK FDVHV� ERUURZLQJ JRHV DJDLQVW
WKH YHU\ REMHFWLYH IRU ZKLFK LW ZDV FUHDWHG³L�H�� WR HQVXUH
HTXDO FRPSHWLWLYH FRQGLWLRQV� )XUWKHU� D VRXQG DVVHVVPHQW RI
SHUIHFW FRPSHWLWLYH FRQGLWLRQV FDQ EH PDGH RQO\ E\ ORRNLQJ LQWR
WKH GRPHVWLF IUDPHZRUN IRU UHJXODWLQJ FRPSHWLWLRQ� 7KHUHIRUH�
HYHQ LI RQH EHOLHYHV WKDW D VWDWH KDV IDLOHG WR SURYLGH HTXDO
FRPSHWLWLYH FRQGLWLRQV WR DQ LQYHVWRU� DQG DV D UHVXOW DQ LQYHV�
WRU RI D GLIIHUHQW QDWLRQDOLW\ KDV JDLQHG VRPH IDYRUDEOH FRQGL�
WLRQV LQ WKH PDUNHW� RQH KDV WR ORRN LQWR WKH GRPHVWLF RU LQWHU�
QDO PHDVXUHV WKDW KDYH OHG WR WKLV VFHQDULR� ,W LV LQVXIILFLHQW WR

���� )UH\HU 	 +HUOLK\� VXSUD QRWH �� DW ��²��� &KXNZXPHULMH� VXSUD QRWH ��
DW ���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ���� &KXNZXPHULMH� VXSUD QRWH �� )UH\HU 	
+HUOLK\� VXSUD QRWH �� DW ��²���
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
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DVVXPH WKDW ERUURZLQJ D SURYLVLRQ FDQ HQVXUH HTXDO FRPSHWL�
WLYH FRQGLWLRQV ZLWKRXW ORRNLQJ LQWR GRPHVWLF PHDVXUHV� 7KHUH�
IRUH� LQ WKH DEVHQFH RI FRQFUHWH UHVHDUFK DQG VWXGLHV� LW LV LQFRU�
UHFW WR DVVXPH WKDW ERUURZLQJ HQVXUHV HTXDO FRPSHWLWLYH FRQGL�
WLRQV�
6HFRQG� WKLV DVVHVVPHQW WKDW ERUURZLQJ IDYRUDEOH SURYLVLRQV

FUHDWHV XQLIRUP VWDQGDUGV RI LQYHVWPHQW SURWHFWLRQ LV SUREOHP�
DWLF EHFDXVH� LQ SUDFWLFH� ERUURZLQJ WDNHV SODFH RQO\ LQ VWDQG�
DORQH LQVWDQFHV� 3URYLVLRQV RI WKLUG�SDUW\ %,7V GR QRW UHPDLQ
DWWDFKHG WR WKH EDVLF %,7 DIWHU WKH GLVSXWH LV RYHU� LQVWHDG�
WKH\ YDQLVK RQFH WKH LQYHVWRU XVHV WKHP IRU WKHLU VSHFLILF QHHG
RU SXUSRVHV LQ D GLVSXWH� ,Q IDFW� LW LV DOVR SRVVLEOH WKDW WKH
VDPH LQYHVWRU PD\ XVH RU ERUURZ D VLPLODU SURYLVLRQ IURP D
FRPSOHWHO\ GLIIHUHQW %,7� $Q LOOXVWUDWLRQ ZLOO H[SODLQ WKLV QDU�
UDWLYH� &RQVLGHU WKDW $�% LV D EDVLF %,7� $�& LV D WKLUG�SDUW\
%,7� $�' LV DQRWKHU %,7� DQG ; LV DQ LQYHVWRU� $ LV WKH KRVW
VWDWH� $VVXPH ; KDV ERUURZHG D GLVSXWH VHWWOHPHQW SURYLVLRQ
VXFFHVVIXOO\ IURP WKH $�& %,7� UHGXFLQJ WKH ZDLWLQJ SHULRG IRU
LQLWLDWLQJ DQ LQYHVWPHQW DUELWUDWLRQ� ,Q DQRWKHU GLVSXWH EH�
WZHHQ $ DQG ;� ; ERUURZV WKH GLVSXWH VHWWOHPHQW SURYLVLRQ
IURP WKH $�' %,7 WR JHW DZD\ ZLWK D ´IRUN LQ WKH URDGµ
FODXVH���� 7R JLYH DQRWKHU H[DPSOH� LW LV SRVVLEOH WKDW WZR GLI�
IHUHQW IRUHLJQ LQYHVWRUV LQ WZR GLIIHUHQW KRVW VWDWHV PD\ WU\ WR
ERUURZ IDLU DQG HTXLWDEOH WUHDWPHQW �)(7� SURYLVLRQV IRU GLI�
IHUHQW UHDVRQV �RQH PD\ VHHN LW IRU GHQLDO RI MXVWLFH DQG DQRWKHU
PD\ VHHN LW IRU OHJLWLPDWH H[SHFWDWLRQV� IURP D WKLUG�SDUW\ %,7�
,W LV GLIILFXOW WR VHH DQ\ XQLIRUPLW\ LQ VXFK SUDFWLFHV� 7KHUHIRUH�
LW LV GLIILFXOW WR DFFHSW WKDW ERUURZLQJ FUHDWHV D XQLIRUP VWDQG�
DUG RI LQYHVWPHQW SURWHFWLRQ�
7KLUG� GLVFULPLQDWLRQ EDVHG RQ WKH VRXUFH RU QDWLRQDOLW\ RI

IRUHLJQ LQYHVWRUV LV SURWHFWHG XQGHU WKH 0)1 SURYLVLRQ LQ WKH
EDVLF %,7� $FWXDO GLVFULPLQDWLRQ WDNHV SODFH RQO\ WKURXJK LQ�
WHUQDO RU GRPHVWLF PHDVXUHV� ,Q IDFW� WKH FODLP WKDW PXOWLQD�
WLRQDO UXOHV RQ LQYHVWPHQW SURWHFWLRQ HQVXUH QR GLVFULPLQDWLRQ
RQ WKH EDVLV RI WKH VRXUFH RI WKH LQYHVWRU��� LV FRQWUDGLFWRU\ EH�
FDXVH WKLV DVVHVVPHQW GRHV QRW PDNH DQ\ LQTXLU\ DERXW PRUH

���� ´)RUN LQ WKH URDGµ FODXVHV LQ %,7V SURYLGH WKH LQYHVWRU D FKRLFH EH�
WZHHQ SXUVXLQJ LWV FODLPV DJDLQVW WKH KRVW VWDWH HLWKHU WKURXJK WKH DUELWUD�
WLRQ PHFKDQLVPV SURYLGHG LQ WKH %,7 RU LQ ORFDO FRXUWV RU RWKHU YHQXHV XQGHU
UHOHYDQW FRQWUDFW�
���� 6HH JHQHUDOO\ 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK
0RVW�)DYRUHG�1DWLRQ &ODXVHV� VXSUD QRWH ��
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IDYRUDEOH WUHDWPHQW WR IRUHLJQ LQYHVWRUV IURP WKLUG VWDWHV� ,W
VLPSO\ DVVXPHV WKDW ERUURZLQJ HQVXUHV WKH VDPH WUHDWPHQW
EHWZHHQ IRUHLJQ LQYHVWRUV� ,W LV LURQLF WKDW ZKHQ D IRUHLJQ LQ�
YHVWRU HQWHUV LQWR WKH WHUULWRU\ RI WKH KRVW VWDWH� WKH PRUH ID�
YRUDEOH SURYLVLRQV RI D WKLUG�SDUW\ %,7 DUH QRW TXHVWLRQHG XQWLO
D GLVSXWH DULVHV� 7KHVH VR�FDOOHG PXOWLQDWLRQDO UXOHV RQ LQ�
YHVWPHQW SURWHFWLRQ SOD\ WKHLU UROH RQO\ ZKHQ D GLVSXWH DULVHV�
ZKLFK LV EDVHG RQ WKH H[SHGLHQF\ WR WKH LQYHVWRU� RWKHUZLVH�
WKH\ GR QRW DSSHDU WR SOD\ DQ\ UROH�
)RXUWK� WKH DVVHVVPHQW WKDW ERUURZLQJ HQDEOHV FDSLWDO WR

IORZ ZKHUH LW LV DOORFDWHG HIILFLHQWO\ LV ZURQJ� 7KLV LV GXH WR WKH
IDFW WKDW %,7V GR QRW OHDYH LW WR WKH PDUNHW WR DOORFDWH IRUHLJQ
LQYHVWPHQW���� ,W LV WKH KRVW VWDWH RU KRPH VWDWH WKDW JRYHUQV RU
UHJXODWHV IRUHLJQ LQYHVWPHQW EHFDXVH WKH\ GR QRW WUXVW WKH
PDUNHW WR JXLGH IRUHLJQ LQYHVWPHQW DQG DUH GHHSO\ FRQFHUQHG
DERXW WKH PDFURHFRQRPLF HIIHFWV RI IRUHLJQ LQYHVWPHQW����
6WDWHV UHJXODWH IRUHLJQ LQYHVWPHQWV WR HQVXUH GHVLUHG PDFURH�
FRQRPLF HIIHFWV���� 7KHUHIRUH� LW LV GLIILFXOW WR DFFHSW WKH SURSRVL�
WLRQ WKDW WKH SUDFWLFH RI ERUURZLQJ SOD\V DQ\ UROH LQ WKH HIIL�
FLHQW DOORFDWLRQ RI FDSLWDO�
)LIWK� WKH SURSRVLWLRQ WKDW ERUURZLQJ HQDEOHV D VWDWH WR JDU�

QHU VSHFLDOL]DWLRQ LQ DUHDV ZKHUH LW FDQ KDYH D FRPSDUDWLYH DG�
YDQWDJH LV DOVR QRW HQWLUHO\ FRUUHFW� ,W LV SRVVLEOH WKDW D VWDWH
PD\� WKURXJK ORZ�WDULII LQFHQWLYHV� SURPRWH LQYHVWPHQW LQIORZ
LQ WKRVH DUHDV LQ ZKLFK LW GRHV QRW KDYH D FRPSDUDWLYH DG�
YDQWDJH���� ,Q RWKHU ZRUGV� LW FRPSOHWHO\ GHSHQGV RQ WKH VWDWH
WR GHFLGH KRZ WR VWHHU WKH LQIORZ RI LQYHVWPHQW LQWR LWV WHUULWR�
U\� $ %,7 GRHV QRW REOLJH VWDWHV WR DFFHSW FDSLWDO LQIORZ� LW
PHUHO\ FUHDWHV DQ REOLJDWLRQ WR SURPRWH DQG SURWHFW LQYHVW�
PHQWV�
6L[WK� WKH DIRUHPHQWLRQHG DQDO\VLV E\ VFKRODUV LV XQGHU�

SLQQHG E\ WKH QRWLRQ WKDW %,7V DUH UHODWHG WR )', LQIORZ� 7KLV
SURSRVLWLRQ LV LQFRQFOXVLYH� ,Q IDFW� WKHUH LV VHFRQGDU\ OLWHUD�
WXUH DYDLODEOH WKDW VKRZV D ZHDN OLQNDJH EHWZHHQ %,7V DQG
)', LQIORZ LQWR WKH WHUULWRU\ RI KRVW VWDWHV���� &RXQWULHV OLNH

���� .HQQHWK -� 9DOGHYHOGH� 7KH (FRQRPLFV RI %LODWHUDO ,QYHVWPHQW 7UHD�
WLHV� �� +$59� ,17·/ /� -� ���� ��� �������
���� ,G�
���� ,G�
���� ,G�
���� -$1 3(7(5 6$66(� $1 (&2120,& $1$/<6,6 2) %,/$7(5$/ ,19(670(17
75($7,(6 �� ������� VHH DOVR -DVRQ :HEE <DFNHH� 'R %LODWHUDO ,QYHVWPHQW
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%UD]LO DQG 0H[LFR� ZKLFK DUH WKH PDMRU KRVWV RI )',� ZHUH IRU D
ORQJ SHULRG UHOXFWDQW WR VLJQ %,7V���� 6LPLODUO\� WKH 86 LV RQH RI
WKH ODUJHVW LQYHVWRU FRXQWULHV LQ ,QGLD� GHVSLWH WKH IDFW WKDW ,Q�
GLD DQG WKH 86 KDYH QRW VLJQHG D %,7���� 7KHUHIRUH� WKH SURSR�
VLWLRQ WKDW ERUURZLQJ FDQ LQFUHDVH )', LQIORZ LQ D FRXQWU\ E\
SURYLGLQJ VXLWDEOH FRPSHWLWLYH FRQGLWLRQV LV QRW FRUUHFW EHFDXVH
D %,7� LQ LWVHOI� PD\ QRW SURYLGH DQ\ EDVLV IRU FDSLWDO LQIORZ�

�� 1RQ�(FRQRPLF 5DWLRQDOH
6FKRODUV DUJXH WKDW ERUURZLQJ SURYLVLRQV IURP WKLUG�SDUW\

%,7V� ZKLFK XOWLPDWHO\ OHDGV WR PXOWLODWHUL]DWLRQ RI LQYHVWPHQW
UXOHV� GLVFRXUDJHV VWDWHV IURP EORF�EXLOGLQJ��� EHKDYLRU DQG
SURPRWHV LQWHUQDWLRQDO VHFXULW\ DQG SHDFH WKURXJK HFRQRPLF
LQWHUGHSHQGHQFH���� 7KH\ DOVR DUJXH WKDW 0)1 FODXVHV PRYH
DZD\ IURP JHQHUDO LQWHUQDWLRQDO ODZ³ZKLFK DOORZV IRU WKH
JUDQWLQJ RI VSHFLDO IDYRUV WR FHUWDLQ VWDWHV³DQG� LQVWHDG� HQ�
VXUHV HTXDO WUHDWPHQW EHWZHHQ VWDWHV���� 8OWLPDWHO\� 0)1 SUR�
YLVLRQV ORFN VWDWHV LQWR WKH IUDPHZRUN RI PXOWLODWHUDOLVP�
ZKLFK LV DGYHUVH WR ELODWHUDO DOOLDQFHV����
7KH DERYHPHQWLRQHG DVVHVVPHQW LV EDVHG RQ WKH DVVXPSWLRQ

WKDW ELODWHUDOLVP �RU� LQ IDFW� UHJLRQDOLVP� LV QRW LQ WKH EHVW LQ�
WHUHVW RI FRXQWULHV� +DG WKLV EHHQ WKH FDVH� WKH *$77� ZKLFK LV
LWVHOI D PXOWLODWHUDO DJUHHPHQW� ZRXOG QRW KDYH FRQWDLQHG SUR�
YLVLRQV RQ UHJLRQDO WUDGH DJUHHPHQWV �57$V����� 7KH WKHRU\ RI
HFRQRPLF LQWHJUDWLRQ UHIHUV WR WKH SROLF\ RI UHGXFLQJ RU HOLPL�
QDWLQJ WUDGH EDUULHUV DPRQJ QDWLRQV MRLQWO\ HQWHULQJ LQWR

7UHDWLHV 3URPRWH )RUHLJQ 'LUHFW ,QYHVWPHQW"� �� 9$� -� ,17·/ /� ��� �����²
������ 0DU\ +DOOZDUG�'ULHPHLHU� 'R %LODWHUDO ,QYHVWPHQW 7UHDWLHV $WWUDFW
)RUHLJQ ,QYHVWPHQW"� LQ 7+( ())(&7 2) 75($7,(6 21 )25(,*1 ',5(&7
,19(670(17 ���²�� �.DUO 6DXYDQW HW DO� HGV�� ������
���� 6$66(� VXSUD QRWH ����
���� )LYH &RXQWULHV WKDW DUH 0DNLQJ LW %LJ LQ ,QGLD� 0$.( ,1 ,1',$�
KWWS���ZZZ�PDNHLQLQGLD�FRP�ILYH�FRXQWULHV�WKDW�DUH�PDNLQJ�ELJ�LQ�LQGLD �ODVW
YLVLWHG -DQ� �� ������
���� %ORF�EXLOGLQJ UHIHUV WR WKH UHJLRQDO FROODERUDWLRQ DPRQJ VRPH VWDWHV LQ
WUDGH DQG LQYHVWPHQW WR SXUVXH WKHLU LQWHUHVWV�
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
���� ,G�
���� ,G�� VHH DOVR (IUDLP &KDODPLVK� 7KH )XWXUH RI %LODWHUDO ,QYHVWPHQW
7UHDWLHV� $ 'H )DFWR 0XOWLODWHUDO $JUHHPHQW� �� %522.� -� ,17·/ /� ��� �������
���� *$77� VXSUD QRWH ��� DUW� ;;,9�



����@ 7KH 6FRSH RI 0)1 3URYLVLRQV LQ %,7V ���

DJUHHPHQWV���� 57$V GR QRW LQFUHDVH WKH WUDGH EDUULHUV IRU QRQ�
PHPEHU FRXQWULHV� EXW WKH\ GR ORZHU WKH WUDGH EDUULHUV DPRQJ
PHPEHU FRXQWULHV� ZKLFK� LQ WXUQ� LV VHHQ DV D PRYH WRZDUGV
IUHHU WUDGH���� 3UHVHQWO\� WKHUH DUH PRUH WKDQ ��� 57$V� DQG
WKLV QXPEHU LV FRQVWDQWO\ JURZLQJ���� (DFK :72 PHPEHU LV
FXUUHQWO\ D PHPEHU RI PRUH WKDQ WHQ 57$V���� .UXJPDQ H[�
SODLQV WKDW 57$V DUH VR SRSXODU EHFXDVH ��� WKHUH DUH IHZHU
SDUWLFLSDQWV DW WKH UHJLRQDO OHYHO WKDQ DW WKH JOREDO OHYHO� ZKLFK
FKDQJHV WKH FKDUDFWHU RI QHJRWLDWLRQV���� ��� WKH FKDQJLQJ QD�
WXUH RI WUDGH UHVWULFWLRQV PDNHV PRQLWRULQJ WUDGH UHODWLRQV YHU\
GLIILFXOW� DQG ��� WKH GHFOLQH RI WKH UHODWLYH LPSRUWDQFH RI WKH
86 LQ ZRUOG WUDGH KDV VKDNHQ WKH KHJHPRQLF VWDELOLW\ RI WKH
JOREDO WUDGLQJ V\VWHP����
$FFRUGLQJ WR .UXJPDQ� UHJLRQDOLVP RIIHUV WR PLQLPL]H WKHVH

SUREOHPV E\ SURYLGLQJ FRXQWULHV ZLWK QHZ EDUJDLQLQJ RSSRUWX�
QLWLHV���� 7KH LQFUHDVLQJ SUHYDOHQFH RI 57$V� KRZHYHU� FUHDWHV D
QXPEHU RI QRYHO DQG FRPSOH[ WDULII VFKHGXOHV WKDW LPSRVH
JUHDWHU WUDQVDFWLRQ FRVWV RQ SURGXFHUV� UDLVH EXVLQHVV FRVWV�
DQG GLYHUW WUDGH DQG DVVRFLDWHG LQYHVWPHQWV���� %,7V� XQOLNH
57$V� DUH IUHH IURP VXFK LQKHUHQW SUREOHPV� ,Q WKDW VHQVH�
DJUHHPHQWV OLNH %,7V SURYLGH JUHDWHU WUDQVSDUHQF\� EHWWHU OH�
JDO SUHGLFWDELOLW\� DQG LQFUHDVHG VHFXULW\ WR VWDNHKROGHUV LQ RU�
GHU WR DWWUDFW )',���� $VLGH IURP WKHVH IDFWRUV� WKHUH FDQ EH D

���� '20,1,& 6$/9$725(� ,17(51$7,21$/ (&2120,&6� 75$'( $1' ),1$1&(
��� �������
���� ,G�� VHH JHQHUDOO\ 5XGLJHU 'RUQEXVFK� 3ROLF\ 2SWLRQV IRU )UHHU 7UDGH�
7KH &DVH IRU %LODWHUDOLVP� LQ $0(5,&$1 75$'( 675$7(*<� 237,216 )25 7+(
����V �5REHUW =� /DZUHQFH HW DO� HGV�� ������
���� 6HH 5HJLRQDO 7UDGH $JUHHPHQWV 'DWDEDVH� :25/' 75$'( 25*��
KWWS���UWDLV�ZWR�RUJ�8,�3XEOLF0DLQWDLQ57$+RPH�DVS[ �ODVW YLVLWHG -DQ� ��
������
���� 6HH 75(%,/&2&. HW DO�� VXSUD QRWH ��� DW ���
���� )HZHU SDUWLFLSDQWV PHDQ FRXQWULHV KDYH WR QHJRWLDWH ZLWK D VPDOO
QXPEHU RI RWKHU FRXQWULHV� WKXV UHGXFLQJ WKHLU QHJRWLDWLRQ FRVWV WR D ODUJH
H[WHQW� $SDUW IURP WKLV� FRXQWULHV DW WKH UHJLRQDO OHYHO IHHO PRUH HPSRZHUHG
WR SXW IRUZDUG WKHLU LQWHUHVWV GXULQJ QHJRWLDWLRQV�
���� 3DXO .UXJPDQ� 5HJLRQDOLVP YHUVXV 0XOWLODWHUDOLVP� $QDO\WLFDO 1RWHV�
LQ 1(: ',0(16,216 ,1 5(*,21$/ ,17(*5$7,21 �� �-DLPH 'H 0HOR HW DO� HGV��
������
���� ,G� DW ���
���� -$*',6+ %+$*:$7,� 7(50,7(6 ,1 7+( 75$',1* 6<67(0� +2:
35()(5(17,$/ $*5((0(176 81'(50,1( )5(( 75$'( �� �������
���� :� -� (WKLHU� 7KH 1HZ 5HJLRQDOLVP� ��� 7+( (&21� -� ����� ����²��
�������
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SRVLWLYH LQWHUDFWLRQ EHWZHHQ PXOWL�OHYHO UXOHPDNLQJ ZLWKLQ UH�
JLRQDO� ELODWHUDO� DQG PXOWLODWHUDO DJUHHPHQWV���� ,W LV LQFRUUHFW
WR DVVXPH WKDW WKHVH DJUHHPHQWV FRQIOLFW���� 7KHUHIRUH� WKH
SURSRVLWLRQ WKDW RQO\ PXOWLQDWLRQDO UXOHV FDQ DFKLHYH LQWHUQD�
WLRQDO SHDFH DQG VHFXULW\ LV QRW ZHOO SODFHG�
)XUWKHU WKH DVVHUWLRQ WKDW 0)1 SURYLVLRQV FUHDWH PXOWLODW�

HUDO UXOHV LV� LQ LWVHOI� FKDOOHQJHG E\ YDULRXV VFKRODUV� 0F5DH
DUJXHV WKDW PXOWLODWHUDOL]DWLRQ LQ WUDGH KDSSHQHG EHFDXVH
VWDWHV FKRVH WR LQFOXGH 0)1 SURYLVLRQV LQ WKH PXOWLODWHUDO
DJUHHPHQWV� QRW EHFDXVH 0)1 FODXVHV ZHUH GHVLJQHG WR DIIHFW
PXOWLODWHUDOL]DWLRQ���� 3HUH]�$]QDU FDOOV PXOWLODWHUDOL]DWLRQ
WKURXJK 0)1 FODXVHV D OHJDO ILFWLRQ���� +H DUJXHV WKDW PXOWL�
ODWHUDOL]DWLRQ VKRXOG EH EDVHG RQ WKH FRRSHUDWLRQ RI VWDWHV UD�
WKHU WKDQ RQH SURYLVLRQ FRQWDLQHG LQ D WUHDW\ RU E\ WKH GHFLVLRQ
RI DQ DUELWUDO WULEXQDO���� 3HUH]�$]QDU DOVR DUJXHV WKDW WKH XVH
RI OHJDO ILFWLRQ WR UHSODFH WKH WUXH OHJDO HIIHFW RI D UXOH PD\ XQ�
GHUPLQH WKH DSSOLFDWLRQ DQG FRQWH[W RI WKH UXOH���� +H IXUWKHU
SRVLWV WKDW PXOWLODWHUDOL]DWLRQ WKURXJK 0)1 SURYLVLRQV LV QRW
WUXH PXOWLODWHUDOLVP EHFDXVH LW LV WKH LPSRVLWLRQ RI UXOHV
WKURXJK WKH LQWHUSUHWDWLRQ RI 0)1 SURYLVLRQV E\ WKH DUELWUDO
WULEXQDOV���� 7KH XQGHUO\LQJ LGHD EHKLQG WKHVH DUJXPHQWV LV
WKDW VWDWHV DUH WKH SULPDU\ ODZPDNHUV LQ LQWHUQDWLRQDO ODZ�
WKHUHIRUH� DQ\ DWWHPSW WR FUHDWH D �PXOWLODWHUDO� V\VWHP ZLWK�
RXW WKH FRQVHQVXV DQG FRRSHUDWLRQ RI VWDWHV LV SUREOHPDWLF�
7KXV� DQ DWWHPSW WR FUHDWH PXOWLODWHUDO UXOHV WKURXJK 0)1
SURYLVLRQV LQ %,7V LV D IODZHG DSSURDFK�

���� 81,7(' 1$7,216� 08/7,/$7(5$/,60� 5(*,21$/,60 $1' %,/$7(5$/,60 ,1
75$'( $1' ,19(670(17 �� �3KLOLSSH 'H /RPEDHUGH HG�� ������
���� ,G�� 'RXJODV $� ,UZLQ� 0XOWLODWHUDO DQG %LODWHUDO 7UDGH 3ROLFLHV LQ WKH
:RUOG 7UDGLQJ 6\VWHP� $Q +LVWRULFDO 3HUVSHFWLYH� LQ 1(: ',0(16,216 ,1
5(*,21$/ ,17(*5$7,21 �-DLPH GH 0HOR HW DO� HGV�� ������
���� 'RQDOG 0F5DH� ,QWURGXFWLRQ WR WKH 6\PSRVLXP RQ 6LPRQ %DWLIRUW DQG
-� %HQWRQ +HDWK� LQ 7KH 1HZ 'HEDWH RQ WKH ,QWHUSUHWDWLRQ RI 0)1 &ODXVHV LQ
,QYHVWPHQW 7UHDWLHV� 3XWWLQJ WKH %UDNHV RQ 0XOWLODWHUDOL]DWLRQ� ��� $0� -�
,17·/ /� 81%281' ��� �� �������
���� )DFXQGR 3HUH]�$]QDU� 7KH )LFWLRQV DQG 5HDOLWLHV RI 0)1 &ODXVHV LQ
,QWHUQDWLRQDO ,QYHVWPHQW $JUHHPHQWV� ��� $0� -� ,17·/ /� 81%281' ��� ��
������� /HJDO�ILFWLRQ KHUH� OLNHO\ SRLQWV WRZDUGV WKH IDFW WKDW LW LV WULEXQDOV
DQG QRW VWDWHV WKDW KDYH FUHDWHG WKLV QRWLRQ RI WKH XVH RI 0)1 SURYLVLRQV� ,Q
IDFW� WKHUH LV OLWWOH HYLGHQFH WR SURYH WKDW VWDWHV DOVR VXSSRUW VXFK XVH RI 0)1
SURYLVLRQV LQ %,7V�
���� ,G�
���� ,G�
���� ,G�
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,,,� ,17(535(7$7,21 2) 0)1 3529,6,216
7KH 9&/7 SURYLGHV YDULRXV WRROV IRU WKH LQWHUSUHWDWLRQ RI

WUHDW\ SURYLVLRQV���� $UWLFOHV ��� �� DQG �� RI WKH 9&/7 KDYH
EHHQ DFFHSWHG DV WUHDW\ ODZ DSSOLFDEOH WR VLJQDWRULHV RI WKH
9&/7 DQG DV UXOHV RI FXVWRPDU\ LQWHUQDWLRQDO ODZ �&,/� EH�
WZHHQ DOO VWDWHV���� $UWLFOH �� FRQWDLQV IRXU SDUDJUDSKV UHODWHG
WR WUHDW\ LQWHUSUHWDWLRQ���� ZKLFK VKRXOG EH UHDG IRU WKHLU RYHU�
DOO ORJLF DQG QRW LQ KLHUDUFKLFDO RUGHU���� (YHQ WKRXJK WKH KLHU�
DUFKLFDO FKDUDFWHU RI WKHVH QRUPV LV QRW HVWDEOLVKHG� IRU WKH
SXUSRVH RI VLPSOLFLW\� HDFK SDUDJUDSK RI $UWLFOH �� LV H[SORUHG
KHUH LQ WKH RUGHU WKDW LW DSSHDUV LQ WKH WUHDW\ WH[W� 7KH IROORZ�
LQJ SDUDJUDSK DQDO\]HV WKH LQWHUSUHWDWLRQ RI 0)1 SURYLVLRQV�
$FFRUGLQJ WR WKH VWXG\ XQGHUWDNHQ E\ WKH ,/& RQ 0)1 SURYL�

VLRQV� WKHUH DUH DV PDQ\ DV VL[ W\SHV RI REOLJDWLRQV IRXQG LQ
0)1 SURYLVLRQV���� 7KHVH REOLJDWLRQV DUH UHIOHFWHG LQ D ODUJH
QXPEHU RI WH[WXDOO\ GLYHUVH 0)1 SURYLVLRQV� $V HDFK 0)1
FODXVH LV VSHFLILF WR LWV WUHDW\� QR XQLIRUP DSSURDFK VKRXOG EH
DGRSWHG IRU LWV LQWHUSUHWDWLRQ���� ,W ZRXOG EH VRXQG� WKHUHIRUH�
WR LQWHUSUHW HDFK DQG HYHU\ W\SH RI 0)1 SURYLVLRQ DFFRUGLQJ WR
LWV ODQJXDJH� 7KH ���� 7RN\R 5HVROXWLRQ��� DQG WKH ,/&��� WDNH
VLPLODU DSSURDFKHV� %DWLIRUW DQG +HDWK DOVR WDNH D FRPSDUDEOH

���� 9&/7� VXSUD QRWH ��� DUWV� ��²���
���� ,QW·O /DZ &RPP·Q� 5HS� RQ WKH :RUN RI ,WV 6HYHQWLHWK 6HVVLRQ� DW ���
81 'RF� $������ ������ DYDLODEOH DW KWWSV���OHJDO�XQ�RUJ�GRFV�"SDWK ���LOF�
WH[WV�LQVWUXPHQWV�HQJOLVK�FRPPHQWDULHV��B��B�����SGI	ODQJ () �GUDIW FRQ�
FOXVLRQV RQ VXEVHTXHQW DJUHHPHQWV DQG VXEVHTXHQW SUDFWLFH LQ UHODWLRQ WR WKH
LQWHUSUHWDWLRQ RI WUHDWLHV� ZLWK FRPPHQWDULHV� >KHUHLQDIWHU ,/&�6XEVHTXHQW
7UHDWLHV DQG 3UDFWLFH@�
���� 9&/7� VXSUD QRWH ��� DUW� ���
���� -($1�0$5& 625(/ 	 9$/(5,( %25( (9$12� 7+( 9,(11$ &219(17,216

21 7+( /$: 2) 75($7,(6 ��� �2OLYHU &RUWHQ HW DO� HGV�� ������
���� ,QW·O /DZ &RPP·Q� )LQDO 5HS� RI 6WXG\ *URXS RQ WKH 0RVW�)DYRXUHG�
1DWLRQ &ODXVH� �� ��²��� 81 'RF� $�&1���/���� ������ >KHUHLQDIWHU ,/&�
0)1�����@� ,EUDKLP -DPLH $UDEL� HW DO�� (YDOXDWLQJ �,Q� &RQVLVWHQF\ LQ ,Q�
YHVWRU�6WDWH $UELWUDWLRQ� $ 5RDGPDS� �� �$SU� ��� ����� �XQSXEOLVKHG FRP�
PHQW� 8QLYHUVLW\ RI 2WWDZD�� DYDLODEOH DW KWWSV���JHRUJHWRZQ�DSS�ER[�FRP�V�
REGJ��UQ[MNLWUS�D\GS��L���QZ�J�\�
���� 6FKLOO� 0)1 &ODXVHV DV %LODWHUDO &RPPLWPHQWV WR 0XOWLODWHUDOLVP�
VXSUD QRWH �� DW ����
���� ,QVWLWXW GH 'URLW ,QWHUQDWLRQDO� (LJKWHHQWK &RPPLVVLRQ� /HJDO $VSHFWV
RI 5HFRXUVH WR $UELWUDWLRQ E\ DQ ,QYHVWRU $JDLQVW WKH $XWKRULWLHV RI WKH +RVW
6WDWH 8QGHU ,QWHU�6WDWH 7UHDWLHV� DUW� �� �6HSW� ��� ������ ZZZ�LGL�
LLO�RUJ�DSS�XSORDGV�������������BWRN\RBHQ�SGI�
���� ,/&�0)1������ VXSUD QRWH ���� �� ���²���
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VWDQFH ZKHQ WKH\ DUJXH IRU WKH ERWWRP�XS DSSURDFK WR LQWHU�
SUHW 0)1 SURYLVLRQV���� 'HVSLWH LWV PHULW� WKHLU ERWWRP�XS DS�
SURDFK KDV FHUWDLQ OLPLWDWLRQV� ,Q PRVW %,7V� WKH RUGLQDU\
PHDQLQJ RI 0)1 SURYLVLRQV GR QRW JLYH DQ\ UHIHUHQFH RU HYL�
GHQFH ZLWK UHVSHFW WR WKHLU VFRSH� 7KLV ODFN RI FODULW\ FRQFHUQ�
LQJ WKH VFRSH RI 0)1 SURYLVLRQV KDV OHG PDQ\ LQYHVWPHQW WUL�
EXQDOV WR LQWHUSUHW 0)1 SURYLVLRQV DV D WRRO WR ERUURZ SURYL�
VLRQV IURP WKLUG�SDUW\ %,7V���� 7KH DVVHVVPHQW SURSRVHG E\
%DWLIRUW DQG +HDWK� WKHUHIRUH� LV KHOSIXO RQO\ ZKHQ WKH 0)1
SURYLVLRQ LWVHOI JLYHV VRPH UHIHUHQFH SRLQW ZLWK UHVSHFW WR LWV
VFRSH� ,Q WKH DEVHQFH RI VXFK UHIHUHQFH� 0)1 SURYLVLRQV ZLOO
FRQWLQXH WR UHPDLQ D WRRO IRU ODWLWXGLQDULDQ LQWHUSUHWDWLRQV� )RU
WKH SXUSRVH RI SURYLGLQJ FODULW\ LUUHVSHFWLYH RI WH[WXDO YDULD�
WLRQV� WKLV DUWLFOH SURSRVHV WKDW WKHUH FDQ EH WZR W\SHV RI 0)1
SURYLVLRQV� WKRVH WKDW SURYLGH VRPH UHIHUHQFH SRLQW RU HYLGHQFH
RI WKHLU VFRSH� DQG RWKHUV WKDW GR QRW SURYLGH VXFK UHIHUHQFH�
7KHVH 0)1 SURYLVLRQV VKDO EH GLVFXVVHG LQ WKH VXEVHFWLRQV EH�
ORZ�

���� 6HH %DWLIRUW 	 +HDWK� VXSUD QRWH ��
���� 5XPHOL 7HOHNRP $�6� 	 7HOVLP 0RELO 7HOHNRPXQLNDV\RQ +L]PHWOHUL
$�6�Y� 5HSXEOLF RI .D]DNKVWDQ� ,&6,' &DVH 1R� $5%������� $ZDUG �-XO\ ���
������ � ��� DW ���� KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�
GRFXPHQWV�LWD�����SGI� 7HLQYHU Y� $UJHQWLQD� 'HFLVLRQ RQ -XULVGLFWLRQ� � ���
DW ��� /�(�6�,� 6�S�$� 	 $67$/', 6�S�$� Y� 5pSXEOLTXH DOJpULHQQH GpPRFUD�
WLTXH HW SRSXODLUH� ,&6,' &DVH 1R� $5%������ � ��� DW ��� $ZDUG �1RY� ���
������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI�
%D\LQGLU ,QVDDW 7XUL]P 7LFDUHW 9H 6DQD\L $�6� Y� ,VODPLF 5HSXEOLF RI 3DNL�
VWDQ� ,&6,' &DVH 1R� $5%������� �� �������� $ZDUG �$XJ� ��� ������
KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI� :KLWH
,QGXVWULHV Y� ,QGLD� � ������ �D�� $7$ &RQVWUXFWLRQ� ,QGXVWULDO 	 7UDGLQJ
&RPSDQ\ Y� 7KH +DVKHPLWH .LQJGRP RI -RUGDQ� ,&6,' &DVH 1R� $5%������ �
��� DW ��� $ZDUG �0D\ ��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�
FDVH�GRFXPHQWV�LWD�����SGI� 6HUJHL 3DXVKRN� HW DO� Y� 7KH *RYHUQPHQW RI
0RQJROLD� 81&,75$/� � ��� DW ��� $ZDUG RQ -XULVGLFWLRQ DQG /LDELOLW\ �$SU�
��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����
SGI� (') ,QWHUQDWLRQDO 6�$� HW DO� Y� 7KH $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R�
$5%������� � ��� DW ���� $ZDUG �-XQH ��� ������ KWWSV���ZZZ�LWDODZ�FRP�
VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI� $ULI Y� 0ROGRYD� �� ���²��� DW
��� 2$2 7DWQHIW Y� 8NUDLQH� 81&,75$/� � ���� $ZDUG RQ WKH 0HULWV �3HUP�
&W� $UE� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�
LWDODZ�����SGI� $O�:DUUDT Y� ,QGRQHVLD� ����� )LQDO $ZDUG� 07' (TXLW\
6GQ� %KG� 	 07' &KLOH 6�$� Y� 5HSXEOLF RI &KLOH� ,&6,' &DVH 1R� $5%������
�� ���²��� DW ��� $ZDUG �0D\ ��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�
GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI�
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$� 9&/7 $UWLFOH ��
$UWLFOH ����� RI WKH 9&/7 SURYLGHV IRU WUHDW\ LQWHUSUHWDWLRQ

RQ WKH EDVLV RI SODLQ DQG RUGLQDU\ PHDQLQJ���� :KHQ LQWHUSUHW�
LQJ WUHDW\ SURYLVLRQV� SDUDPRXQW LPSRUWDQFH KDV EHHQ JLYHQ WR
WKH RUGLQDU\ PHDQLQJ LQ OLJKW RI WKH WUHDW\·V REMHFW DQG SXU�
SRVH���� 7KLV DSSURDFK LQFRUSRUDWHV ERWK D WH[WXDO DQG D WHOHR�
ORJLFDO DSSURDFK WR LQWHUSUHWDWLRQ���� ,W LV DUJXHG WKDW WKH ILUVW
DWWHPSW WR LQWHUSUHW 0)1 SURYLVLRQV VKRXOG EH EDVHG RQ WKH
RUGLQDU\ PHDQLQJ RI WKH VSHFLILF ODQJXDJH RI WKH SURYLVLRQV����
0)1 SURYLVLRQV� ZKLFK LQFOXGH SKUDVHRORJ\ RU WHUPV VXFK DV
´LQ OLNH FLUFXPVWDQFHV�µ��� ´VLPLODU VLWXDWLRQV�µ��� RU ´LQ LWV WHU�
ULWRU\�µ��� WKHUHIRUH� VKRXOG EH FRQVLGHUHG DV KDYLQJ UHIHUHQFH
WR WKHLU VFRSH� 7KH XVH RI WKLV SKUDVHRORJ\ PHDQV GLVFULPLQD�
WLRQ LV H[SHFWHG WR DULVH EHWZHHQ UHOHYDQW FRPSDUDWRUV RQO\� $V
UHOHYDQW FRPSDUDWRUV FRPSHWH ZLWK HDFK RWKHU LQ WKH VDPH VHF�
WRU RU EXVLQHVV� 0)1 SURYLVLRQV VKRXOG EH XVHG WR GHWHUPLQH
GLVFULPLQDWLRQ EDVHG RQ DFWXDO WUHDWPHQW LQ WKH WHUULWRU\ RI WKH
KRVW VWDWH���� ,Q WKLV UHVSHFW� DQ DQDO\VLV RI WKH DIRUHPHQWLRQHG
SKUDVHV E\ GLIIHUHQW WULEXQDOV LV GHVLUDEOH WR XQGHUVWDQG KRZ

���� 9&/7� VXSUD QRWH ��� DUW� ������ )RU PRUH OLWHUDWXUH RQ WUHDW\ LQWHUSUH�
WDWLRQ ZLWK UHVSHFW WR 9&/7� VHH 8� /,1'(5)$/.� 21 7+( ,17(535(7$7,21 2)
75($7,(6� 7+(02'(51 ,17(51$7,21$/ /$: $6 (;35(66(' ,1 7+( ���� 9,(11$
&219(17,21 21 7+( /$: 2) 75($7,(6 ������� VHH DOVR 5�.� *$5',1(5� 75($7<
,17(535(7$7,21 �2[IRUG 8� 3UHVV� ������ $� 25$.+(/$6+9,/,� 7+(
,17(535(7$7,21 2) $&76 $1' 58/(6 ,1 38%/,& ,17(51$7,21$/ /$: �������
48((1 0$5< 8�� 75($7< ,17(535(7$7,21 $1' 7+( 9,(11$ &219(17,21 21 7+(
/$: 2) 75($7,(6� �� <($56 21 �0� )LW]PDXULFH HW DO� HGV�� ������ (8523($1
8� ,167,787(� 7+( ,03$&7 2) +80$1 5,*+76 /$: 21 *(1(5$/ ,17(51$7,21$/
/$: ��� �0�7� .DPPLQJD 	 0� 6FKHLQLQ HGV�� ������ /LOLDQD (� 3RSD� 7KH
+ROLVWLF ,QWHUSUHWDWLRQ RI 7UHDWLHV DW WKH ,QWHUQDWLRQDO &RXUW RI -XVWLFH� ��
125',& -� ,17·/ /� ���� ��� �������
���� 625(/ 	 (9$12� VXSUD QRWH ���� DW ����
���� .HQQHWK -� 9DQGHYHOGH� 7UHDW\ ,QWHUSUHWDWLRQ IURP D 1HJRWLDWRU·V 3HU�
VSHFWLYH� �� 9$1'� -� 75$161$7·/ /� ���� ��� �������
���� 625(/ 	 (9$12� VXSUD QRWH ���� DW ����
���� 1RUWK $PHULFDQ )UHH 7UDGH $JUHHPHQW� &DQ��0H[��8�6�� DUW� �����
'HF� ��� ����� �� ,�/�0� ��� �������
���� $JUHHPHQW %HWZHHQ WKH 5HSXEOLF RI 7XUNH\ DQG 7XUNPHQLVWDQ &RQ�
FHUQLQJ WKH 5HFLSURFDO 3URPRWLRQ DQG 3URWHFWLRQ RI ,QYHVWPHQWV� 7XUN��
7XUNP�� DUW� ,,� 0D\ �� �����
���� $JUHHPHQW %HWZHHQ WKH *RYHUQPHQW RI 7KH 5HSXEOLF RI ,QGLD DQG WKH
*RYHUQPHQW RI 7KH 5HSXEOLF RI 7KH 3KLOLSSLQHV IRU 7KH 3URPRWLRQ DQG 3UR�
WHFWLRQ RI ,QYHVWPHQWV� ,QGLD�3KLO�� DUW ,9� -DQ� ��� ���� >KHUHLQDIWHU ,QGLD�
3KLOLSSLQHV %,7@�
���� )RU PRUH RQ UHOHYDQW FRPSDUDWRUV� UHIHU WR 3DUW ,, VXSUD�
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WKHVH SKUDVHV KDYH EHHQ LQWHUSUHWHG� 9DULRXV WULEXQDOV��� KDYH
LQWHUSUHWHG ´OLNH FLUFXPVWDQFHVµ DV IDFWRUV ZLWK WKH VDPH HQYL�
URQPHQW���� WUDGH���� QDWXUH RI VHUYLFH DQG IXQFWLRQV���� DQG
SXEOLF SROLF\ FRQVLGHUDWLRQV���� 7KH WULEXQDO LQ &DUJLOO Y� 0H[L�
FR KHOG WKDW ´OLNH FLUFXPVWDQFHVµ LQ 1$)7$ 6HFWLRQ ���� GRHV
QRW UHIHU WR ´OLNH SURGXFWVµ LQ WKH *$77� WKHUHE\ UHMHFWLQJ WKH
FODLPDQW·V DUJXPHQW WKDW ´OLNH JRRGVµ LV DQ HVVHQWLDO FRPSR�
QHQW RI ´OLNH FLUFXPVWDQFHV�µ��� 7KH WULEXQDO UHDVRQHG WKDW LI
WKH 1$)7$ GUDIWHUV LQWHQGHG WR HTXDWH WKHVH WZR WHUPV� WKH\
ZRXOG KDYH GRQH VR���� 7KH WULEXQDO IXUWKHU HPSKDVL]HG WKDW
HYHQ LI WZR LQYHVWRUV ZRUN LQ WKH VDPH VHFWRU� WKDW GRHV QRW
QHFHVVDULO\ PHDQ WKH\ DUH LQ ´OLNH FLUFXPVWDQFHV�µ��� ,Q $SRWH[�
WKH WULEXQDO KHOG WKDW� ZKLOH $SRWH[ �D 86 FRPSDQ\� DQG RWKHU
IRUHLJQ SKDUPDFHXWLFDO FRPSDQLHV ZHUH UHOHYDQW FRPSDUDWRUV�
WKH FRPSDQLHV ZHUH QRW LQ OLNH FLUFXPVWDQFHV EHFDXVH WKH 86
GLG QRW SXW LPSRUW DOHUWV RQ RWKHU IRUHLJQ FRPSDQLHV���� 7KH
WULEXQDO� KRZHYHU� PDGH LW FOHDU WKDW WKLV DVVHVVPHQW PXVW EH
PDGH RQO\ LQ UHODWLRQ WR UHOHYDQW LQYHVWRUV �FRPSDUDWRUV�����
´/LNH FLUFXPVWDQFHV�µ DFFRUGLQJ WR YDULRXV WULEXQDOV� VKRXOG

EH LQWHUSUHWHG EDVHG RQ WKH IDFWV DQG FLUFXPVWDQFHV RI HDFK
FDVH���� ,W LV DFFHSWHG WKDW WZR LQYHVWRUV ZRUNLQJ LQ WKH VDPH
VHFWRU PD\ QRW DOZD\V EH LQ ´OLNH FLUFXPVWDQFHV�µ DQG LW LV DOVR
QRWHG WKDW ´OLNH FLUFXPVWDQFHVµ VKRXOG EH GHFLGHG RQ D FDVH�E\�
FDVH EDVLV� ,W LV FRQWHQGHG� KRZHYHU� WKDW ´OLNH FLUFXPVWDQFHVµ
FDQ RQO\ EH DSSOLFDEOH LQ FDVHV RI UHOHYDQW FRPSDUDWRUV� ,W LV

���� 0HUULOO 	 5LQJ Y� &DQDGD� � ���
���� 6' 0\UHV Y� &DQDGD� � ����
���� $SRWH[ Y� 86� � �����
���� 6' 0\UHV Y� &DQDGD� � ����
���� ,G� � ����
���� &DUJLOO Y� 0H[LFR� � ����
���� ,G�� VHH DOVR0HWKDQH[ Y� 86� � ���
���� &DUJLOO Y� 0H[LFR� � ����
���� $SRWH[ Y� 86� � �����
���� ,G�
���� 3RSH 	 7DOERW Y� &DQDGD� � ��� 6' 0\UHV Y� &DQDGD� 0HULOO 	 5LQJ Y�
&DQDGD� *UDQG 5LYHU Y� 86� � ��� ,W LV LPSRUWDQW WR FODULI\ KHUH WKDW WKH
DERYHPHQWLRQHG LQWHUSUHWDWLRQV ZHUH PDGH LQ WKH FRQWH[W RI QDWLRQDO WUHDW�
PHQW SURYLVLRQV� HLWKHU XQGHU 1$)7$ � ���� RU D SDUWLFXODU %,7� +RZHYHU�
WULEXQDOV� ZKLOH LQWHUSUHWLQJ 0)1 SURYLVLRQV� KDYH EHHQ LQIOXHQFHG E\ LQWHU�
SUHWDWLRQV RI QDWLRQDO WUHDWPHQW SURYLVLRQV PDGH E\ SUHYLRXV LQYHVWPHQW
WULEXQDOV� 3DUNHULQJV Y� /XWDQLD� ,&6,' &DVH 1R� $5%������ $ZDUG� �� ���²
�� �6HSW� ��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�
GRFXPHQWV�LWD�����SGI�
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WKXV D TXDOLILHU WKDW H[LVWV RQO\ ZKHQ UHOHYDQW FRPSDUDWRUV H[�
LVW� 7KH ,/& DOVR DGRSWV WKH QRWLRQ WKDW DQ DQDO\VLV RI ´OLNH FLU�
FXPVWDQFHVµ FDQ RQO\ EH PDGH ZKHQ WKH LQYHVWRUV DUH UHOHYDQW
FRPSDUDWRUV���� 7KLV DUJXPHQW LV EROVWHUHG E\ WKH LQWHUSUHWD�
WLRQ RI ´VLPLODU VLWXDWLRQµ E\ WKH WULEXQDO LQ ,FNDOH���� ,Q ,FNDOH�
WKH WULEXQDO� KHOG WKDW WKH PHDQLQJ RI ´WUHDWPHQW LQ VLPLODU
VLWXDWLRQVµ KDV WR EH GHWHUPLQHG DFFRUGLQJ WR WKH IDFWXDO VLWXD�
WLRQV RI D FDVH� DQG WKLV FDQQRW EH XQGHUVWRRG WR LQFOXGH LP�
SRUWLQJ DQ 0)1 SURYLVLRQ IURP D WKLUG�SDUW\ %,7���� &RQVH�
TXHQWO\� WKH WULEXQDO UHMHFWHG WKH LQYHVWRU·V UHTXHVW WR ERUURZ
DQ 0)1 SURYLVLRQ IURP D WKLUG�SDUW\ %,7���� 7KLV FODULILHG WKH
PHDQLQJ RI ´VLPLODU VLWXDWLRQVµ DV DSSOLFDEOH WR LQWHUQDO
PHDVXUHV RQO\�
7KH WULEXQDO LQ 836 Y� &DQDGD��� VHW IRUWK D WKUHH�VWHS DQDO�

\VLV WR GHWHUPLQH ZKHWKHU D KRVW VWDWH KDV DFWHG LQ DQ LQFRQ�
VLVWHQW PDQQHU� 7KH ILUVW VWHS LV WR GHWHUPLQH ZKHWKHU DQ LQ�
YHVWRU UHFHLYHG WUHDWPHQW���� 7KH VHFRQG VWHS LV WR GHOLQHDWH LI
LQYHVWRUV ZHUH LQ OLNH FLUFXPVWDQFHV���� 7KH WKLUG VWHS LV WR ILJ�
XUH RXW ZKHWKHU WKH WUHDWPHQW ZDV OHVV IDYRUDEOH���� 7KH LQ�
TXLU\ LQWR ZKHWKHU LQYHVWRUV DUH LQ OLNH FLUFXPVWDQFHV KDV WR
VWDUW ZLWK DQ DQDO\VLV RI WUHDWPHQW WKDW LQYHVWRUV UHFHLYH� $V
QRWHG DERYH� WKH DQDO\VLV RI WKH WUHDWPHQW RI LQYHVWRUV FDQ RQO\
EH PDGH DPRQJ UHOHYDQW FRPSDUDWRUV� 7KHUHIRUH� SKUDVHV VXFK
DV ´OLNH FLUFXPVWDQFHVµ RU ´VLPLODU VLWXDWLRQVµ JLYH VRPH UHIHU�
HQFH ZLWK UHJDUG WR WKH VFRSH RI 0)1� WKHUHE\� LW VKRXOG EH
XVHG RQO\ LQ FDVHV UHJDUGLQJ LQWHUQDO PHDVXUHV�
)XUWKHU� WKH RUGLQDU\ PHDQLQJ RI DQ 0)1 SURYLVLRQ PXVW EH

DVFHUWDLQHG LQ OLJKW RI WKH SUHDPEOH RI WKH WUHDW\� 7KH SUHDPEOH
RI PRVW %,7V SURYLGHV IRU ´>L@QWHQGLQJ WR FUHDWH DQG PDLQWDLQ
IDYRXUDEOH FRQGLWLRQV IRU WKH ,QYHVWPHQWV DQG ,QYHVWRUV RI RQH
&RQWUDFWLQJ 3DUW\ LQ WKH WHUULWRU\ RI WKH RWKHU &RQWUDFWLQJ 3DU�
W\�µ��� ,Q WKLV VLWXDWLRQ� ZKHUH SDUWLHV DUH WU\LQJ WR FUHDWH ID�
YRUDEOH FRQGLWLRQV IRU LQYHVWPHQWV LQ WKH WHUULWRU\ RI HDFK RWKHU�

���� ,/&�0)1������ VXSUD QRWH ���� � ����
���� ,FNDOH Y� 7XUNPHQLVWDQ�
���� ,G� � ����
���� ,G� � ����
���� 836 Y� &DQDGD� � ���
���� ,G� � �� �D��
���� ,G� � �� �E��
���� ,G� � �� �F��
���� 7KH ,QGLD�3KLOLSSLQHV %,7 LV RQH VXFK H[DPSOH�
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DSSOLFDWLRQ RI 0)1 SURYLVLRQV VKRXOG EH VRXJKW IRU LQWHUQDO
PHDVXUHV RQO\ LQ WKH WHUULWRU\ RI FRQWUDFWLQJ SDUWLHV���� 7KH RE�
MHFW DQG SXUSRVH RI %,7V���� KRZHYHU� DUH RIWHQ LQWHUSUHWHG
ZLWKRXW FRQVLGHUDWLRQ RI WKH ODQJXDJH LQ WKH SUHDPEOH���� ,Q�
WHUSUHWHUV XVXDOO\ GHSHQG RQ WKH JHQHUDO LGHD EHKLQG WKH VLJQ�
LQJ RI %,7V WR LQWHUSUHW LWV REMHFW DQG SXUSRVH���� 7KH\ DOVR RI�
WHQ FRQVWUXH WKH REMHFW DQG SXUSRVH LQGHSHQGHQW RI WKH WUHDW\
SURYLVLRQ����
6XFK DQ DSSURDFK PD\ QRW EH D VRXQG ZD\ WR LQWHUSUHW 0)1

SURYLVLRQV� 7KH H[SUHVVLRQ ´LQ LWV WHUULWRU\µ PHDQV WKDW XQOHVV
GLIIHUHQWLDO WUHDWPHQW KDV WDNHQ SODFH ZLWKLQ WKH WHUULWRU\ RI
WKH KRVW VWDWH� WKHUH LV QR EUHDFK RI WKH 0)1 SURYLVLRQ� ,Q IDFW�
WKH WULEXQDO LQ %HUVFKDGHU Y� 5XVVLD LQWHUSUHWHG WKH H[SUHVVLRQ
DV WKH LQWHQWLRQ RI FRQWUDFWLQJ SDUWLHV WR DFFRUG PDWHULDO ULJKWV
WR LQYHVWRUV ZLWKLQ WKH WHUULWRU\ RI FRQWUDFWLQJ VWDWHV���� 3HUH]�
$]QDU DUJXHV WKDW WKH DQDO\VLV RI ´LQ LWV WHUULWRU\µ E\ WKH %HU�
VFKDGHU WULEXQDO LQGLFDWHV WKDW VXEVWDQWLYH SURYLVLRQV FRQ�
WDLQHG LQ RWKHU %,7V VKRXOG QRW EH FRQVLGHUHG DV ´WUHDWPHQW LQ
WKH WHUULWRU\µ RI KRVW VWDWHV���� ,W LV VXEPLWWHG� WKHUHIRUH� WKDW
WKHVH W\SHV RI 0)1 SURYLVLRQV VKRXOG EH DSSOLFDEOH RQO\ LQ FDV�
HV RI LQWHUQDO PHDVXUHV� DQG SDUWLHV PD\ QRW ERUURZ DQ\ SURYL�
VLRQV IURP D WKLUG�SDUW\ %,7�
7KH DERYHPHQWLRQHG DQDO\VLV� KRZHYHU� FDQQRW EH PDGH DS�

SOLFDEOH WR 0)1 SURYLVLRQV WKDW GR QRW JLYH UHIHUHQFH WR WKHLU
VFRSH� 7KLV LV GXH WR WKH IDFW WKDW WKH ODQJXDJH LQ WKHVH 0)1
SURYLVLRQV LV VR SODLQ� JHQHUDO� DQG YDJXH WKDW LW OHDYHV WKH
VFRSH RSHQ IRU DOO W\SHV RI LQWHUSUHWDWLRQ���� :KHQ WKH LQWHUSUH�
WDWLRQ RI 0)1 SURYLVLRQV FDQQRW EH DVFHUWDLQHG XVLQJ WKH RUGL�
QDU\ PHDQLQJ RI WKH WH[WV� LW LV SHUWLQHQW WR UHVRUW WR DGGLWLRQDO

���� 3HUH]�$]QDU� VXSUD QRWH �� DW ���� VHH� H�J� +RFKWLHI Y� $UJHQWLQD� ��
���²����
���� 1DPHO\� WKH SURPRWLRQ DQG SURWHFWLRQ RI LQYHVWRUV DQG WKHLU LQYHVW�
PHQWV�
���� /,1'(5)$/.� VXSUD QRWH ���� DW ���� RQH VXFK H[DPSOH ZRXOG EH�
6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�1DWLRQ
&ODXVHV� VXSUD QRWH �� DW ����
���� ,G�
���� ,G�
���� 9ODGLPLU %HUVFKDGHU 	 0RwVH %HUVFKDGHU Y� 7KH 5XVVLDQ )HGHUDWLRQ�
6&& &DVH 1R� ��������� $ZDUG� � ��� �$SU� ��� ������ KWWSV���ZZZ�LWDODZ�
FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD����B��SGI�
���� 3HUH]�$]QDU� VXSUD QRWH �� DW ����
���� %RUURZLQJ SURYLVLRQV IURP D WKLUG�SDUW\ %,7 LV RQH H[DPSOH RI WKLV�
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WRROV RI WUHDW\ LQWHUSUHWDWLRQ� )RU WKLV UHDVRQ� LW LV QHFHVVDU\ WR
H[SORUH $UWLFOH �� RI WKH 9&/7 WR ILQG D PRUH DFFHSWDEOH LQWHU�
SUHWDWLRQ RI 0)1 SURYLVLRQV�
$UWLFOH ����� RI WKH 9&/7 SURYLGHV IRU DQ H[WHUQDO FRQWH[W IRU

LQWHUSUHWDWLRQ� ZKLFK LQFOXGHV VXEVHTXHQW DJUHHPHQW� VXEVH�
TXHQW SUDFWLFH� DQG DQ\ UHOHYDQW UXOHV RI LQWHUQDWLRQDO ODZ WR
DVFHUWDLQ WKH PHDQLQJ RI D WUHDW\ SURYLVLRQ���� $FFRUGLQJ WR WKH
,/&� VXEVHTXHQW DJUHHPHQW SUHVXSSRVHV WKH GHOLEHUDWH FRP�
PRQ DFW RU XQGHUWDNLQJ E\ WKH SDUWLHV���� ´7KH SDUWLHVµ UHIHUUHG
WR LQ WKLV DUWLFOH LQWHQGV WR LQFOXGH DOO RI WKH RULJLQDO SDUWLHV WR
WKH WUHDW\���� $ VHSDUDWH DJUHHPHQW EHWZHHQ D IHZ RULJLQDO
PHPEHUV RI DQ HDUOLHU WUHDW\ GRHV QRW EHFRPH D VXEVHTXHQW
DJUHHPHQW ZLWKLQ WKH PHDQLQJ RI $UWLFOH ������D����� $ VXEVH�
TXHQW DJUHHPHQW VKRXOG EH DQ DWWHPSW WR FODULI\ WKH PHDQLQJ
RI D WUHDW\ IRU WKH SXUSRVH RI LQWHUSUHWDWLRQ���� ,Q 0DULWLPH 'H�
OLPLWDWLRQ LQ WKH $UHD EHWZHHQ *UHHQODQG DQG -DQ 0D\HQ� WKH
,&- UHIXVHG WR DFFHSW WKH XVH RI D VXEVHTXHQW DJUHHPHQW EH�
FDXVH WKDW DJUHHPHQW IDLOHG WR UHIHU WR WKH WUHDW\���� 7KXV� LW LV
LPSRUWDQW WKDW D VXEVHTXHQW DJUHHPHQW LV PDGH WR FODULI\ WKH
PHDQLQJ RU LQWHUSUHWDWLRQ RI WKH SURYLVLRQV RI D WUHDW\� DQG WKH
DJUHHPHQW PXVW EH EHWZHHQ WKH RULJLQDO PHPEHUV RI WKH WUHD�
W\���� 6XEVHTXHQW DJUHHPHQWV WKDW FODULI\ WKH PHDQLQJ RI %,7
SURYLVLRQV DUH GLIILFXOW WR ILQG� ,Q IDFW� PRVW RI WKH DQQH[HV RI
%,7V� ZKLFK LQFOXGH HLWKHU WKH H[FKDQJH RI OHWWHUV� FODULILFD�
WLRQV� RU H[FHSWLRQV� DUH FRQVLGHUHG SDUW RI WKH %,7 LWVHOI���� ,Q
WKH DEVHQFH RI VXEVHTXHQW DJUHHPHQWV� LW LV GLIILFXOW WR LQWHU�
SUHW 0)1 SURYLVLRQV WKURXJK WKLV DSSURDFK�

���� 9&/7� VXSUD QRWH ��� VHH JHQHUDOO\ /XLJL &UHPD� 6XEVHTXHQW $JUHH�
PHQWV DQG 6XEVHTXHQW 3UDFWLFH ZLWKLQ DQG RXWVLGH WKH 9LHQQD &RQYHQWLRQ� LQ
75($7,(6 $1' 68%6(48(17 35$&7,&( �*HRUJ 1ROWH HG�� ������
���� ,/&�6XEVHTXHQW 7UHDWLHV DQG 3UDFWLFH� VXSUD QRWH ���� ����
���� ,G�� /,1'(5)$/.� VXSUD QRWH ���� DW ����
���� ,/&�6XEVHTXHQW 7UHDWLHV DQG 3UDFWLFH� VXSUD QRWH ���� � ���
���� ,G� � ���
���� 0DULWLPH 'HOLPLWDWLRQ LQ WKH $UHD EHWZHHQ *UHHQODQG DQG -DQ 0D\HQ
�'HQ� Y� 1RU��� -XGJPHQW� ���� ,�&�-� 5HS� ���� ��� � �� �-XQH ����
���� 6HH 9&/7� VXSUD QRWH ��� DUW� ������D�� VHH DOVR /,1'(5)$/.� VXSUD QRWH
���� DW ����
���� 6$/$&86(� VXSUD QRWRH ���� DW ����
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:LWK UHJDUG WR VXEVHTXHQW SUDFWLFH���� WKH ,/& FRQQRWHV WKH
FRQGXFW RI WKH VWDWH LQ WKH IRUP RI DFWLRQV� RPLVVLRQV� RU UHOH�
YDQW VLOHQFH���� 7KH ,/& SURYLGHV WKDW WKLV FRQGXFW PXVW EH ´LQ
WKH DSSOLFDWLRQ RI WKH WUHDW\�µ��� 7KLV LQFOXGHV QRW RQO\ RIILFLDO
DFWV DW WKH LQWHUQDWLRQDO RU GRPHVWLF OHYHO� EXW DOVR�

LQWHU DOLD� RIILFLDO VWDWHPHQWV UHJDUGLQJ LWV LQWHUSUHWD�
WLRQ� VXFK DV VWDWHPHQWV DW D GLSORPDWLF FRQIHUHQFH�
VWDWHPHQWV LQ WKH FRXUVH RI D OHJDO GLVSXWH� RU MXGJPHQWV
RI GRPHVWLF FRXUWV� RIILFLDO FRPPXQLFDWLRQV WR ZKLFK WKH
WUHDW\ JLYHV ULVH� RU WKH HQDFWPHQW RI GRPHVWLF OHJLVOD�
WLRQ RU WKH FRQFOXVLRQ RI LQWHUQDWLRQDO DJUHHPHQWV IRU
WKH SXUSRVH RI LPSOHPHQWLQJ D WUHDW\ HYHQ EHIRUH DQ\
VSHFLILF DFW RI DSSOLFDWLRQ WDNHV SODFH DW WKH LQWHUQDO RU
DW WKH LQWHUQDWLRQDO OHYHO����

,Q RWKHU ZRUGV� VXEVHTXHQW SUDFWLFH PXVW EH PDGH WR FODULI\
WKH LQWHUSUHWDWLRQ RI WKH WUHDW\ WKURXJK WKH DIRUHPHQWLRQHG
PRGHV RI FRQGXFW� ,Q WKH %,7 UHJLPH� WKHUH DUH YDULRXV H[DP�
SOHV RI VWDWHV PDNLQJ DVVHUWLRQV GXULQJ WKH FRXUVH RI D OHJDO
GLVSXWH ZLWK UHVSHFW WR WKH LQWHUSUHWDWLRQ RI DQ 0)1 SURYL�
VLRQ���� +RZHYHU� WKHVH VWDWHPHQWV PDGH E\ VWDWHV DV UHVSRQG�
HQWV LQ ,6'6 FDVHV PD\ DPRXQW WR ´VHOI�VHUYLQJ DWWHPSWV WR
DYRLG OLDELOLW\�µ��� ,Q VXFK D VFHQDULR� LW EHFRPHV GLIILFXOW WR
UHDFK D FRQFOXVLRQ ZLWK UHVSHFW WR WKH VFRSH RI WKH 0)1 FODXVH�
,W LV GLIILFXOW� WKHUHIRUH� WR LQWHUSUHW 0)1 SURYLVLRQV LQ %,7V
WKURXJK VXEVHTXHQW SUDFWLFHV RI VWDWHV�
%HIRUH DQ DQDO\VLV ZLWK UHVSHFW WR $UWLFOH ������F���� FDQ EH

PDGH� LW LV SHUWLQHQW WR VKHG VRPH OLJKW RQWR WKH LQWHUSUHWDWLYH
DSSURDFKHV WDNHQ E\ WKH WULEXQDOV ZLWK UHVSHFW WR $UWLFOHV
������D� DQG �E�� :KLOH LQWHUSUHWLQJ DQ 0)1 SURYLVLRQ� LW LV H[�
SHFWHG WKDW WKH WULEXQDOV ZLOO ORRN LQWR WKH VXEVHTXHQW SUDFWLFH
RU DJUHHPHQW RI VWDWHV ZLWK UHVSHFW WR WKH 0)1 FODXVH LWVHOI�

���� 9&/7� VXSUD QRWH ��� DUW� ������E�� VHH JHQHUDOO\ $QWKHD 5REHUWV� 6XE�
VHTXHQW $JUHHPHQWV DQG 3UDFWLFH� 7KH %DWWOH RYHU ,QWHUSUHWLYH 3RZHU� LQ
75($7,(6 $1' 68%6(48(17 35$&7,&( �*HRUJ 1ROWH HG�� ������
���� ,/&�6XEVHTXHQW 7UHDWLHV DQG 3UDFWLFH� VXSUD QRWH ���� � ���
���� ,G� � ���
���� ,G�
���� 6HH� H�J� 6SDLQ LQ 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHF�
WLRQV WR -XULVGLFWLRQ� 7XUNPHQLVWDQ LQ ,FNDOH Y� 7XUNPHQLVWDQ�
���� $QWKHD 5REHUWV� 3RZHU DQG 3HUVXDVLRQ LQ ,QYHVWPHQW 7UHDW\ ,QWHUSUH�
WDWLRQ� 7KH 'XDO 5ROH RI 6WDWHV� ��� $0� -� ,17·/ /� ���� ��� �������
���� 9&/7� VXSUD QRWH ���
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7ULEXQDOV LQ JHQHUDO� KRZHYHU� FRPPLW WZR HUURUV ZKLOH LQWHU�
SUHWLQJ 0)1 SURYLVLRQV LQ %,7V� )LUVW� LQ RUGHU WR DVFHUWDLQ WKH
VFRSH RI 0)1 SURYLVLRQV� WULEXQDOV KDYH QRW ORRNHG LQWR WKH
0)1 SURYLVLRQ LQ VXEVHTXHQW DJUHHPHQWV� EXW KDYH LQVWHDG
ORRNHG LQWR WKH SURYLVLRQ WKH\ ZLVK WR ERUURZ IURP D WKLUG�
SDUW\ %,7���� 7KH WULEXQDO LQ 0DIIH]LQL� LQ RUGHU WR LQWHUSUHW
WKH VFRSH RI WKH 0)1 SURYLVLRQ� ORRNHG LQWR WKH VXEVHTXHQW
DJUHHPHQWV RI VWDWHV ZLWK UHVSHFW WR GLVSXWH�VHWWOHPHQW FODXVHV
LQ RWKHU %,7V���� 7KH FRUUHFW DSSURDFK� KRZHYHU� ZRXOG EH DQ
LQTXLU\ LQWR VXEVHTXHQW SUDFWLFHV RU DJUHHPHQWV RI VWDWHV LQ WKH
FRQWH[W RI 0)1 SURYLVLRQV RQO\� DQG QRW ZLWK UHVSHFW WR DQ\
RWKHU WUHDW\ SURYLVLRQV� ,W LV SUREOHPDWLF WR ORRN LQWR WKH VXEVH�
TXHQW DJUHHPHQWV RU SUDFWLFHV RI VWDWHV IRU DQ\ RWKHU SURYL�
VLRQV�
6HFRQG� LQTXLULHV LQWR VXEVHTXHQW DJUHHPHQWV DQG SUDFWLFHV

PXVW EH PDGH LQ WKH FRQWH[W RI WKH EDVLF WUHDW\ RQO\���� 7ULEX�
QDOV� KRZHYHU� XVXDOO\ ILQG WKH LQWHQWLRQ RI WKH SDUWLHV E\ ORRN�
LQJ WR RWKHU %,7V VLJQHG E\ WKH KRVW VWDWH���� 7KHVH WKLUG�SDUW\
%,7V� ZKLFK GR QRW KDYH DQ\ UHODWLRQ WR WKH EDVLF %,7� FDQQRW
EH VDLG WR EH VRXQG LQWHUSUHWDWLYH WRROV IRU GHWHUPLQLQJ WKH DF�
WXDO VFRSH RI 0)1 SURYLVLRQV LQ WKH EDVLF %,7�
:KHQ WKH VFRSH RI WKH 0)1 SURYLVLRQ FDQQRW EH DVFHUWDLQHG

WKURXJK VXEVHTXHQW DJUHHPHQWV DQG SUDFWLFHV� LW LV GHVLUDEOH WR
UHVRUW WR $UWLFOH ������F� RI WKH 9&/7� ZKLFK SURYLGHV IRU WKH
XVH RI ´DQ\ UHOHYDQW UXOHV RI LQWHUQDWLRQDO ODZ DSSOLFDEOH LQ UH�
ODWLRQV EHWZHHQ WKH SDUWLHVµ WR LQWHUSUHW WKH 0)1 SURYLVLRQ����
7KH ´UXOHV RI LQWHUQDWLRQDO ODZµ UHIHU WR LWV IRUPDO VRXUFHV� VXFK
DV WUHDWLHV� FXVWRPV� DQG JHQHUDO SULQFLSOHV� ZKLOH ´DSSOLFDEOHµ
UHIHUV WR ELQGLQJ UXOHV���� )XUWKHU� ´UHOHYDQWµ PHDQV WRXFKLQJ
XSRQ WKH VDPH VXEMHFW��� DQG UHODWLQJ WR WKH FRQWH[W RI WKH WUHD�
W\���� 0F/DFKODQ GHVFULEHV $UWLFOH ������F� DV WKH ´PDVWHU NH\ RI

���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � ��� %HUVFKDGHU Y� 5XVVLD� �� ���� ����
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � ���
���� ,/&�6XEVHTXHQW 7UHDWLHV DQG 3UDFWLFH� VXSUD QRWH ����
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � ���
���� 9&/7� VXSUD QRWH ��� DUW� �� ����F��
���� 0$5. (� 9,//,*,(5� &200(17$5< 21 7+( ���� 9,(11$ &219(17,21 21
/$: 2) 75($7,(6 ��� �������
���� *$5',1(5� VXSUD QRWH ���� DW ����
���� $17+21< $867� 02'(51 75($7< /$: $1' 35$&7,&( ��� ������ �HERRN��
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D ODUJH EXLOGLQJµ DQG GUDZV DQ DQDORJ\ WKDW OLNH D PDVWHU NH\
LV XVHG ZKHQ D VSHFLILF NH\ IDLOV WR RSHQ WKH GRRU� $UWLFOH
������F� KHOSV LQ D VLPLODU PDQQHU ZLWK WKH LQWHUSUHWDWLRQ RI D
WUHDW\ WH[W ZKHQ WKH WH[W LV QRW FDSDEOH RI LQWHUSUHWDWLRQ XVLQJ
LWV RZQ WHUPV���� $FFRUGLQJ WR /LQGHUIDON� WUHDWLHV DUH XVXDOO\
DVVXPHG E\ WKH LQWHUSUHWHUV WR KDYH EHHQ GUDIWHG LQ D PDQQHU
VR DV WR QRW FRQWUDGLFW UHOHYDQW UXOHV RI LQWHUQDWLRQDO ODZ���� ,Q
RWKHU ZRUGV� WKHUH LV DQ DVVXPSWLRQ WKDW SDUWLHV GLG QRW LQWHQG
WR DFW LQFRQVLVWHQWO\ ZLWK UHVSHFW WR WKHLU RWKHU REOLJDWLRQV XQ�
GHU LQWHUQDWLRQDO ODZ ZKHQ HQWHULQJ LQWR D WUHDW\���� (YHQ LI D
WUHDW\ LQWHQGV WR GHYLDWH IURP D SUHYLRXV REOLJDWLRQ� LW KDV WR
SURYLGH UHDVRQV IRU VXFK GHYLDWLRQ H[SUHVVO\ LQ WKH WUHDW\ LW�
VHOI���� ,Q WKH DEVHQFH RI VXFK H[SUHVV LQWHQW� D WUHDW\ VKRXOG EH
LQWHUSUHWHG LQ D PDQQHU WKDW LV FRQVLVWHQW ZLWK WKH UHOHYDQW
UXOHV RI LQWHUQDWLRQDO ODZ� )RU WKH SXUSRVH RI LQWHUSUHWDWLRQ RI
0)1 SURYLVLRQV� WKHUHIRUH� LW LV SURSRVHG WKDW D IHZ UHOHYDQW
UXOHV PXVW EH WDNHQ LQWR FRQVLGHUDWLRQ� DV GLVFXVVHG EHORZ�

%� $UWLFOH �� RI 9&/7
3DFWD WHUWLLV QHF QRFHQW QHF SURVXQW� UHV LQWHU DOLRV DFWD QHF

SURGHVW QHF QRFHW SURYLGHV WKDW DQ DJUHHPHQW QHLWKHU FUHDWHV
ULJKWV QRU REOLJDWLRQV IRU WKLUG VWDWHV���� 7KLV SULQFLSOH LV RIWHQ
DVVRFLDWHG ZLWK WKH SULQFLSOH RI VWDWH VRYHUHLJQW\ DQG LQGH�
SHQGHQFH���� ,W KDV UHFHLYHG YDOLGDWLRQ DQG UHFRJQLWLRQ IURP
YDULRXV LQWHUQDWLRQDO GHFLVLRQV���� 7KH UHIOHFWLRQ RI WKLV SULQFL�

���� &DPSEHOO 0F/DFKODQ� 7KH 3ULQFLSOH RI 6\VWHPLF ,QWHJUDWLRQ DQG $UWLFOH
������&� RI WKH 9LHQQD &RQYHQWLRQ� �� ,17·/� &203� /� 4� ���� ��� �������
���� /,1'(5)$/.� VXSUD QRWH ���� DW ����
���� 9,//,*,(5� VXSUD QRWH ���� DW ����
���� 0F/DFKODQ� VXSUD QRWH ���� DW ����
���� 9,//,*(5� VXSUD QRWH ���� DW ���� VHH DOVR $UWLFOH ���7UHDWLHV DQG 7KLUG
6WDWHV� �� $0� -� ,17·/ /� ���� ���²��� ������� (ULF 'DYLG� $UWLFOH �� ������� LQ
7+( 9,(11$ &219(17,216 21 7+( /$: 2) 75($7,(6� $ &200(17$5< ��� �2OL�
YHU &RUWHQ HW DO� HGV�� ������
���� 9,//,*(5� VXSUD QRWH ����
���� &HUWDLQ *HUPDQ ,QWHUHVWV LQ 3ROLVK 8SSHU 6LOHVLD &DVH �*HU�Y� 3RO���
-XGJPHQW� ���� 3�&�,�-� �VHU� $� 1R� �� DW ��²�� �0D\ ���� 7HUULWRULDO -XULV�
GLFWLRQ RI WKH ,QWHUQDWLRQDO &RPPLVVLRQ RI WKH 5LYHU 2GHU &DVH �8�.� Y� 3RO���
-XGJPHQW� ���� 3�&�,�-� �VHU� $� 1R� ��� DW �� �6HSW� ���� )UHH =RQHV &DVH RI
8SSHU 6DYR\ DQG WKH 'LVWULFW RI *H[ &DVH �)U� 9� 6ZLW]��� -XGJPHQW� ����
3�&�,�-� �VHU� $�%� 1R� ��� DW ��� �-XQH ��� 6WDWXV (DVWHUQ &DUHOLD &DVH� $GYL�
VRU\ 2SLQLRQ� ���� 3�&�,�-� �VHU� %� 1R� �� DW �� �-XO\ ���� VHH JHQHUDOO\ ,VODQG
RI 3DOPDV &DVH �1HWK� Y� 8�6�� � 5�,�$�$� ��� �3HUP� &W� $UE� ������ 1RUWK
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SOH FDQ EH VHHQ LQ $UWLFOH �� RI WKH 9&/7���� ZKLFK SURYLGHV
WKDW ´>D@ WUHDW\ GRHV QRW FUHDWH HLWKHU REOLJDWLRQV RU ULJKWV IRU D
WKLUG 6WDWH ZLWKRXW LWV FRQVHQW�µ���
7KH ´WKLUG VWDWHµ KHUH PHDQV D VWDWH WKDW LV QRW D SDUW\ WR WKH

WUHDW\���� 7KHUH LV KDUGO\ DQ\ GHEDWH DERXW ZKHWKHU $UWLFOH ��
KDV EHHQ DFFHSWHG DQG UHFRJQL]HG DV D QRUP RI &,/���� ,Q $Q�
JOR�,UDQLDQ 2LO &RPSDQ\ &DVH� WKH ,&- H[SODLQHG WKH FRQFHSW�
VWDWLQJ WKDW ´>D@ WKLUG SDUW\ WUHDW\� LQGHSHQGHQW RI DQG LVRODWHG
IURP WKH EDVLF WUHDW\� FDQQRW SURGXFH DQ\ OHJDO HIIHFW DV EH�
WZHHQ WKH 8QLWHG .LQJGRP DQG ,UDQ� LW LV UHV LQWHU DOLRV DF�
WD�µ���
,Q RUGHU WR FUHDWH ULJKWV DQG REOLJDWLRQV IRU D WKLUG VWDWH� WZR

FULWHULD PXVW EH VDWLVILHG� )LUVW� WKHUH PXVW EH D SURYLVLRQ WKDW
FOHDUO\ GHOLQHDWHV WKH ULJKWV DQG REOLJDWLRQV IRU WKLUG VWDWHV DV
LQWHQGHG E\ WKH SDUWLHV WR WKH WUHDW\� 6HFRQG� WKHUH PXVW EH
XQDPELJXRXV FRQVHQW RI WKH WKLUG VWDWH WR EH ERXQG E\ WKH REOL�
JDWLRQV DULVLQJ RXW RI WKH WUHDW\���� 1HLWKHU RI WKHVH FRQGLWLRQV
H[LVW LQ %,7V� )RU WKH VDNH RI DUJXPHQW� HYHQ LI RQH DFFHSWV
WKDW DQ 0)1 SURYLVLRQ FUHDWHV ULJKWV IRU WKH WKLUG VWDWHV� LW LV
QHDUO\ LPSRVVLEOH WR ILQG WKH FRQVHQW RI WKH WKLUG VWDWHV� DV ZHOO
DV WKH %,7 PDNHUV� WR FUHDWH ULJKWV DQG REOLJDWLRQV IRU WKLUG
VWDWHV WKURXJK DQ 0)1 SURYLVLRQ�
$UWLFOH �� RI WKH ,/&·V 'UDIW $UWLFOHV RQ 0)1 &ODXVHV ������

SURYLGHV WKDW ULJKWV DFTXLUHG E\ WKH EHQHILFLDU\ VWDWH DUH QRW
DIIHFWHG E\ WKH WUHDWPHQW RI D WKLUG VWDWH E\ WKH JUDQWLQJ
VWDWH���� ,Q RWKHU ZRUGV� WKH DSSOLFDWLRQ RI 0)1 SURYLVLRQV LV
OLPLWHG WR WKH UHODWLRQVKLS EHWZHHQ WKH EHQHILFLDU\ VWDWH DQG
JUDQWLQJ VWDWH� DQG LW LV QRW DIIHFWHG E\ WKH WUHDWPHQW RI D WKLUG
VWDWH E\ WKH JUDQWLQJ VWDWH���� ,Q WKLV VHQVH� $UWLFOH �� VXSSRUWV
WKH JHQHUDO UXOH RI $UWLFOHV �� DQG �� RI WKH 9&/7���� 6LPLODUO\�

6HD &RQWLQHQWDO 6KHOI &DVHV �'HQ� Y� 1HWK��� -XGJPHQW� ���� ,�&�-� 5HS� ��
�)HE� ����
���� 6HH JHQHUDOO\ 9&/7� VXSUD QRWH ���
���� ,G� DUW� ���
���� ,G� DUW� �����K��
���� 'DYLG� VXSUD QRWH ���� DW ���� :KLOH WKHUH DUH FHUWDLQ TXDOLILFDWLRQV
�$UWLFOHV ��²��� SURYLGHG LQ WKH 9&/7 ZLWK UHVSHFW WR $UWLFOH ��� WKRVH SURYL�
VLRQV DUH QRW UHOHYDQW LQ WKH FRQWH[W RI WKH SUHVHQW VWXG\�
���� $QJOR�,UDQLDQ 2LO &R� &DVH� ���� ,�&�-� DW ��� �HPSKDVLV DGGHG��
���� $867� VXSUD QRWH ���� DW ����
���� 6HH JHQHUDOO\ ,/&�0)1������ VXSUD QRWH ���
���� ,G� DW ���
���� ,G�
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$UWLFOH �� RI WKH ,/&·V 'UDIW $UWLFOHV RQ 0)1 &ODXVHV SURYLGHV
WKDW LW LV LUUHOHYDQW WKDW WKH PRUH IDYRUDEOH WUHDWPHQW RI WKH
WKLUG VWDWH E\ WKH JUDQWLQJ VWDWH LV H[WHQGHG WKURXJK D ELODW�
HUDO RU PXOWLODWHUDO DJUHHPHQW���� ,W LV HYLGHQW WKDW WKH DIRUH�
PHQWLRQHG DUWLFOHV� ZKLFK IROORZ $UWLFOH �� RI WKH 9&/7� FODULI\
WKH VFRSH RI 0)1 SURYLVLRQV WKDW ULJKWV XQGHU WKH WKLUG�SDUW\
%,7 LV QRW H[WHQGHG WR DQ LQYHVWRU XQGHU WKH EDVLF %,7� 7KHUH�
IRUH� WKH SUDFWLFH RI ERUURZLQJ ULJKWV DQG SULYLOHJHV IURP WKLUG�
SDUW\ %,7V ZLWK DQ 0)1 SURYLVLRQ LV QRW RQO\ SUREOHPDWLF� EXW
DOVR VHHPV FRQWUDGLFWRU\ WR WKH DFFHSWHG QRUPV RI JHQHUDO LQ�
WHUQDWLRQDO ODZ�

&� 0)1 3URYLVLRQV DV 3ULPDU\ 5XOHV 8QGHU 6WDWH 5HVSRQVLELO�
LW\
$ EUHDFK RI D %,7 SURYLVLRQ RFFXUV ZKHQ D VWDWH� DFWLQJ LQ LWV

VRYHUHLJQ FDSDFLW\� IDLOV WR SURWHFW WKH LQWHUHVW RI WKH LQYHVWRU
DQG WKHLU LQYHVWPHQWV���� 7KHUHIRUH� D FRPELQDWLRQ RI WZR IDF�
WRUV JLYHV ULVH WR VWDWH UHVSRQVLELOLW\� ��� ZKHQ VWDWHV DFW LQ
WKHLU VRYHUHLJQ FDSDFLW\ DQG ��� ZKHQ VWDWHV YLRODWH WKH REOLJD�
WLRQV LQ D WUHDW\ �%,7�� 7KHUH DUH WKUHH EDVLF FKDUDFWHULVWLFV RI
VWDWH UHVSRQVLELOLW\� ��� WKH H[LVWHQFH RI DQ LQWHUQDWLRQDO OHJDO
REOLJDWLRQ EHWZHHQ WZR FRXQWULHV� ��� WKH YLRODWLRQ RI VXFK DQ
REOLJDWLRQ E\ HLWKHU DFWLRQ RU RPLVVLRQ� DQG ��� WKH FRQVHTXHQF�
HV RI VXFK D YLRODWLRQ���� 7KH ILUVW FKDUDFWHULVWLF� ZKLFK LPSRVHV
SDUWLFXODU REOLJDWLRQV XSRQ VWDWHV� LV NQRZQ DV SULPDU\
UXOHV���� 9LRODWLRQ RI VXFK UXOHV WULJJHU VWDWH UHVSRQVLELOLW\����

���� ,G� DW ���
���� 81&7$'� %,/$7(5$/ ,19(670(17 75($7,(6 ����²����� 75(1'6 ,1
,19(670(17 58/(0$.,1* �� ������� KWWSV���XQFWDG�RUJ�HQ�'RFV�LWHLLD�����
BHQ�SGI�
���� (� -LPHQH] GH $UHFKDJD� ,QWHUQDWLRQDO 5HVSRQVLELOLW\� LQ 0$18$/ 2)
38%/,& ,17(51$7,21$/ /$: ��� �6RUHQVHQ HG�� ������ 0$/&2/0 1� 6+$:�
,17(51$7,21$/ /$: ��� ��WK HG� ������
���� 5REHUW $JR� 6SHFLDO 5DSSRUWHXU� 6HFRQG 5HSRUW RQ 6WDWH 5HVSRQVLELOLW\�
7KH 2ULJLQ RI 6WDWH 5HVSRQVLELOLW\� DW ���� 8�1� 'RF� $�&1������ �$SU� ���
������ IRU PRUH OLWHUDWXUH� VHH -� &RPEDFDX 	 '� $OODQG� 3ULPDU\ DQG 6HF�
RQGDU\ 5XOHV LQ WKH /DZ RI 6WDWH 5HVSRQVLELOLW\� &DWHJRUL]LQJ ,QWHUQDWLRQDO
2EOLJDWLRQV� �� 1(7+� <�%� ,17·/ /� ��� ��²��� ������� -$0(6 &5$:)25'� 7+(
,17(51$7,21$/ /$: &200,66,21·6 $57,&/( 21 67$7( 5(63216,%,/,7<�
,1752'8&7,21� 7(;7 $1' &200(17$5< �� �������
���� -$0(6 &5$:)25'� %52:1/,(·6 35,1&,3/(6 2) 38%/,& ,17(51$7,21$/
/$: ��� ��WK HG� ������ ,QW·O /DZ &RPP·Q� 'UDIW $UWLFOHV RQ 5HVSRQVLELOLW\ RI
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$Q 0)1 SURYLVLRQ LQ D %,7 LPSRVHV DQ REOLJDWLRQ XSRQ WKH
KRVW VWDWH WR QRW GLVFULPLQDWH DJDLQVW IRUHLJQ LQYHVWRUV DV UHOH�
YDQW FRPSDUDWRUV LQ LWV WHUULWRU\���� 0)1 SURYLVLRQV� WKHUHIRUH�
VHUYH DV SULPDU\ UXOHV WKDW LPSRVH REOLJDWLRQV EHWZHHQ WKH WZR
VWDWH SDUWLHV RI WKH %,7� 7KLV PHDQV WKDW D YLRODWLRQ RI DQ 0)1
SURYLVLRQ LV DQ LQWHUQDWLRQDOO\ ZURQJIXO DFW DQG� WKHUHIRUH� LQ�
YRNHV VWDWH UHVSRQVLELOLW\�
7KHUH DUH WZR FRQGLWLRQV WKDW PXVW EH VDWLVILHG EHIRUH DQ DFW

RU RPLVVLRQ RI D VWDWH FDQ EH FRQVLGHUHG DV DQ LQWHUQDWLRQDOO\
ZURQJIXO DFW� ILUVW� ZKHWKHU WKH DFW RU RPLVVLRQ LV DWWULEXWDEOH
WR WKH VWDWH �D VXEMHFWLYH HOHPHQW�� DQG� VHFRQG� ZKHWKHU WKH DFW
RU RPLVVLRQ KDV UHVXOWHG LQ D EUHDFK RI DQ LQWHUQDWLRQDO REOLJD�
WLRQ �DQ REMHFWLYH HOHPHQW����� )XUWKHU� DQ DFW FDQQRW EH FKDUDF�
WHUL]HG DV DQ LQWHUQDWLRQDOO\ ZURQJIXO DFW XQOHVV LW FRQVWLWXWHV
D YLRODWLRQ RI DQ LQWHUQDWLRQDO REOLJDWLRQ���� $ PHUH DWWULEXWLRQ
RI FRQGXFW WR WKH VWDWH� WKHUHIRUH� PXVW EH GLVWLQJXLVKHG IURP
WKH FKDUDFWHUL]DWLRQ RI FRQGXFW DV D ZURQJIXO DFW���� $V VXFK�
HYHQ ZKHQ DQ DFW RU PHDVXUH WKDW KDV DIIHFWHG WKH LQWHUHVWV RI
DQ LQYHVWRU LV DWWULEXWHG WR WKH VWDWH� DQ LQGHSHQGHQW LQTXLU\
LQWR WKH OHJDOLW\ RI VXFK PHDVXUHV KDV WR EH PDGH WR GHFODUH
VXFK PHDVXUH DQ LQWHUQDWLRQDOO\ ZURQJIXO DFW� :KHWKHU DQ DFW
DWWULEXWHG WR D VWDWH FRQVWLWXWHV DQ LQWHUQDWLRQDOO\ ZURQJIXO DFW
GHSHQGV SULPDULO\ XSRQ WKH SUHFLVH WHUPV RI WKH SULPDU\
UXOHV���� ,Q RWKHU ZRUGV� ZKHQ D VWDWH� WKURXJK DFWLRQV DOUHDG\
DWWULEXWHG WR LW� IDLOV WR IXOILOO WKH UHTXLUHPHQWV LPSRVHG E\ WKH
SULPDU\ RU VHFRQGDU\ UXOHV���� LW EHFRPHV DQ LQWHUQDWLRQDOO\
ZURQJIXO DFW����
7R HVWDEOLVK WKDW D VWDWH KDV FRPPLWWHG D ZURQJIXO DFW� DQ

LQTXLU\ LQWR WKH QDWXUH RI DQ 0)1 SURYLVLRQ LV QHFHVVDU\� 6LQFH
0)1 SURYLVLRQV DUH WKH LQVWUXPHQWV RI QRQ�GLVFULPLQDWLRQ� D

6WDWHV IRU ,QWHUQDWLRQDOO\ :URQJIXO $FWV� DUW� �� 8�1� 'RF� $������ �2FW� ���
����� >KHUHLQDIWHU 'UDIW $UWLFOHV@�
���� 3HUH]�$]QDU� VXSUD QRWH �� DW ����
���� 'UDIW $UWLFOHV� VXSUD QRWH ���� DUW� ��
���� ,G� DUW� ��
���� ,G� DUW� ��
���� ,G� DUW� ���
���� 6HFRQGDU\ UXOHV XQGHU VWDWH UHVSRQVLELOLW\ GHDO ZLWK FRQGLWLRQV IRU
EUHDFK RI SULPDU\ UXOHV DQG WKH OHJDO FRQVHTXHQFHV RI VXFK D EUHDFK� 6HH 8OI
/LQGHUIDON� 6WDWH 5HVSRQVLELOLW\ DQG WKH 3ULPDU\�6HFRQGDU\ 5XOHV 7HUPLQRO�
RJ\ ² 7KH 5ROH RI /DQJXDJH IRU DQ 8QGHUVWDQGLQJ RI WKH ,QWHUQDWLRQDO /HJDO
6\VWHP� �� 125',& -� 2) ,17·/ /� ��� �� �������
���� ,G�
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GHWHUPLQDWLRQ RI ZKHWKHU GLVFULPLQDWLRQ KDV WDNHQ SODFH FDQ�
QRW EH PDGH ZLWKRXW GUDZLQJ FRPSDULVRQV EHWZHHQ UHOHYDQW
FRPSDUDWRUV���� $V GLVFXVVHG DERYH� KRZHYHU� QR VXFK LQTXLULHV
DUH PDGH ZKHQ WULEXQDOV LQWHUSUHW 0)1 SURYLVLRQV WR ERUURZ
FODXVHV IURP WKLUG�SDUW\ %,7V� ,Q WKH DEVHQFH RI VXFK LQTXLULHV�
LW LV GLIILFXOW WR HVWDEOLVK KRZ PXFK LQMXU\ LV FDXVHG WR WKH DJ�
JULHYHG LQYHVWRU WR GHWHUPLQH WKH TXDQWXP RI UHSDUDWLRQ� ,Q
VXFK D VFHQDULR� LW LV GLIILFXOW WR HVWDEOLVK D FDXVDO OLQN EHWZHHQ
D ZURQJIXO DFW DQG LQMXU\ FDXVHG WR WKH LQYHVWRU���� 7KXV� D
VWDWH FDQQRW EH KHOG UHVSRQVLEOH IRU EUHDFKLQJ DQ 0)1 SURYL�
VLRQ XQOHVV DQ LQTXLU\ RI GLVFULPLQDWLRQ EHWZHHQ UHOHYDQW FRP�
SDUDWRUV LV PDGH� ,W LV QRW WKH IXQFWLRQ RI 0)1 SURYLVLRQV WR
LPSRUW FODXVHV IURP RWKHU %,7V� EHLQJ D SULPDU\ UXOH� LW UH�
TXLUHV D FRPSDULVRQ EHWZHHQ UHOHYDQW FRPSDUDWRUV����

'� 3ULQFLSOH RI $FTXLHVFHQFH LQ ,QWHUQDWLRQDO /DZ
,W LV OLNHO\ WKDW VRPH %,7V VLJQHG E\ WKH KRVW VWDWH KDYH PRUH

IDYRUDEOH SURYLVLRQV WKDQ RWKHU %,7V� 1HJRWLDWLRQV UHJDUGLQJ
WUHDW\ SURYLVLRQV YDU\ IURP FRXQWU\ WR FRXQWU\� DQG WKLV KDV D
KXJH LQIOXHQFH RQ WKH ILQDO RXWFRPH RI DQ\ %,7���� 7KLV PHDQV
WKDW WKHUH LV D SRVVLELOLW\ RI PRUH IDYRUDEOH SURYLVLRQV EHLQJ
LPSOHPHQWHG LQ WKLUG�SDUW\ %,7V EHIRUH D GLVSXWH DULVHV� 'RHV
WKH H[LVWHQFH RI PRUH IDYRUDEOH SURYLVLRQV LQ WKLUG�SDUW\ %,7V�
LQ DQG RI WKHPVHOYHV� FRQVWLWXWH D YLRODWLRQ RI WKH 0)1 SURYL�
VLRQ LQ WKH EDVLF %,7" ,I VR� ZK\ GRHV WKH LQYHVWRU KDYH WR ZDLW
IRU DQ\ GLVSXWH WR DULVH ZKHQ WKHUH LV DOUHDG\ D YLRODWLRQ RI
WKHLU ULJKWV EHFDXVH RI PRUH IDYRUDEOH SURYLVLRQV LQ WKLUG�SDUW\
%,7V" ,V WKH ULJKW RI DQ LQYHVWRU QRW YLRODWHG WKH PRPHQW LW HQ�
WHUV LQWR WKH WHUULWRU\ RI D KRVW FRXQWU\ EHFDXVH WKH EDVLF WUHDW\
PD\ KDYH OHVV IDYRUDEOH SURYLVLRQV DV FRPSDUHG WR D WKLUG�
SDUW\ %,7"
$ FRXQWHU DUJXPHQW WR WKH TXHVWLRQV SRVHG DERYH LV WKDW D YL�

RODWLRQ RQO\ WDNHV SODFH LI DQ LQYHVWRU FODLPV WKDW WKHUH KDV
EHHQ D EUHDFK RI DQ 0)1 SURYLVLRQ� 7HFKQLFDOO\� WKLV PHDQV
WKDW DQ LQYHVWRU FRQWLQXHV WR PDLQWDLQ LWV UHODWLRQVKLS ZLWK WKH
KRVW VWDWH� GHVSLWH WKH NQRZOHGJH RI WKH PRUH IDYRUDEOH SURYL�

���� 3HUH]�$]QDU� VXSUD QRWH ���� DW ��²���
���� ,G� DW ���
���� ,G�
���� 6$/$&86(� VXSUD QRWH ���� DW ���� 0� ,� .KDOLO� 7UHDWPHQW RI )RUHLJQ
,QYHVWPHQW LQ %LODWHUDO ,QYHVWPHQW 7UHDWLHV� � ,&6,' 5(9��)25(,*1 ,19(67� /�
-� ���� ���²�� �������
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VLRQV LQ WKLUG�SDUW\ %,7V� XQWLO WKH KRVW VWDWH YLRODWHV WKH
ULJKWV RI WKH LQYHVWRU� 7KH SULQFLSOH RI DFTXLHVFHQFH� ZKLFK LV
UHFRJQL]HG LQ PRVW MXULVGLFWLRQV��� DQG LQ LQWHUQDWLRQDO ODZ�
VWDWHV WKDW LQDFWLRQ RQ EHKDOI RI D VWDWH PD\ OHDG WR D ORVV RI
FODLPV E\ WKH VWDWH ZKHQ WKH VWDWH VKRXOG KDYH VKRZQ VRPH
IRUP RI DFWLYLW\���� ,Q RWKHU ZRUGV� ZKHQ DQ\ SHUVRQ�ERG\�VWDWH
SDUWLFLSDWHV LQ D SURFHVV ZLWKRXW REMHFWLQJ WR DQ\ SDUW RI WKH
SURFHVV� WKDW SHUVRQ�ERG\�VWDWH ORVHV WKH ULJKW WR FKDOOHQJH WKH
ILQDO RXWFRPH RI WKDW SURFHVV����
,W LV JHQHUDOO\ XQGHUVWRRG WKDW D VWDWH� E\ QRW DVVHUWLQJ LWV

FODLP� KDV LPSOLFLWO\ DFFHSWHG WKH H[WLQFWLRQ RI LWV FODLP����
7DPV DUJXHV WKDW IRU WKH DSSOLFDWLRQ RI WKH GRFWULQH RI DFTXLHV�
FHQFH WR DSSO\� WKUHH UHOHYDQW HOHPHQWV PXVW EH VDWLVILHG����
)LUVW� WKH VWDWH PXVW KDYH IDLOHG WR DVVHUW LWV FODLP���� 6HFRQG�
IDLOXUH WR DVVHUW D FODLP PXVW EH H[WHQGHG IRU D FHUWDLQ SHULRG
RI WLPH���� 7KLUG� D VWDWH PXVW KDYH IDLOHG WR DVVHUW FODLPV LQ
FLUFXPVWDQFHV WKDW ZRXOG KDYH UHTXLUHG DFWLRQ���� 7KHVH HOH�
PHQWV VHHP WR EH PHW ZKHQ DSSOLHG WR WKH UHODWLRQVKLS EHWZHHQ
DQ LQYHVWRU DQG D KRVW VWDWH� $Q LQYHVWRU VKRXOG QRW EH DOORZHG
WR XVH 0)1 SURYLVLRQV WR ERUURZ D IDYRUDEOH SURYLVLRQ IURP DQ�
RWKHU %,7 LI WKH\ QHYHU REMHFWHG WR LW� WKHUHE\ IDLOLQJ WR DVVHUW
WKHLU FODLP� ,Q IDFW� WKH LQYHVWRU PDLQWDLQHG LWV DPLFDEOH UHOD�
WLRQVKLS IRU D ORQJ SHULRG RI WLPH ZLWK WKH KRVW VWDWH XQWLO WKH
GLVSXWH DURVH� WKHUHIRUH� ERUURZLQJ DQ 0)1 SURYLVLRQ IURP DQ�
RWKHU %,7 VKRXG EH EDUUHG E\ WKH GRFWULQH RI DFTXLHVFHQFH�

���� &KULVWLDQ -� 7DPV� :DLYHU� $FTXLHVFHQFH DQG ([WLQFWLYH 3UHVFULSWLRQ� LQ
7+( /$: 2) ,17(51$7,21$/ 5(63216,%,/,7< ���� �-� &UDZIRUG HW DO� HGV��
������
���� ,G�
���� 'UDIW $UWLFOHV� VXSUD QRWH ���� DUW� ���E�� VHH JHQHUDOO\� 'DYLG -�
%HGHUPDQ� $FTXLHVFHQFH� 2EMHFWLRQ DQG WKH 'HDWK RI &XVWRPDU\ ,QWHUQDWLRQDO
/DZ� �� '8.( -� &203� 	 ,17·/ /� ��� �� ������� ,� &� 0DF*LEERQ� &XVWRPDU\
,QWHUQDWLRQDO /DZ DQG $FTXLHVFHQFH� �� %5,7� <�%� ,17·/ /� ��� ������� ,� &�
0DF*LEERQ� 7KH 6FRSH RI $FTXLHVFHQFH LQ ,QWHUQDWLRQDO /DZ� �� %5,7� <�%�
,17·/ /� ��� ������� 3� &XDVD\� %RUGHUV RQ WKH )DQWDVWLF� 0LPHVLV�
9LROHQFH� DQG /DQGVFDSH DW WKH 7HPSOH RI 3UHDK 9LKHDU� �� 02'� $6,$1
678',(6 ��� ������� 3KLO &� :� &KDQ� $FTXLHVFHQFH�(VWRSSHO LQ ,QWHUQDWLRQDO
%RXQGDULHV� 7HPSOH RI 3UHDK 9LKHDU 5HYLVLWHG� � &+,1(6( -� ,17·/ /� ���� ���
�������
���� 7DPV� VXSUD QRWH ���� DW �����
���� ,G�
���� ,G�
���� ,G�
���� ,G�
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(� 1RQ�SURKLELWLRQ GRHV QRW 1HFHVVDULO\ PHDQ 3HUPLVVLRQ
)RU WKH SXSRVH RI DYRLGLQJ UHGXQGDQF\� D GHWDLOHG DQDO\VLV RI

WKH UXOHV RI LQWHUQDWLRQDO ODZ ZLWK UHVSHFW WR WKH LQWHUSUHWDWLRQ
RI 0)1 FODXVHV LV QRW UHSURGXFHG KHUH���� 1RQH RI WKH DIRUH�
PHQWLRQHG UXOHV SURYLGH DQ\ MXVWLILFDWLRQ IRU ERUURZLQJ FODXVHV
IURP WKLUG�SDUW\ %,7V WKDW LQFOXGH 0)1 SURYLVLRQV� )RU WKLV
UHDVRQ� LW LV VXEPLWWHG WKDW D SURSHU LQWHUSUHWDWLRQ RI DQ 0)1
SURYLVLRQ GRHV QRW DOORZ LW WR LPSRUW SURYLVLRQV IURP D WKLUG�
SDUW\ %,7�
(YHQ LI LQWHUQDWLRQDO LQYHVWPHQW ODZ LV FRQVLGHUHG D VHOI�

FRQWDLQHG UHJLPH KDYLQJ OH[ VSHFLDOLV UXOHV WKDW SUHYDLO RYHU
WKH UXOHV RI JHQHUDO LQWHUQDWLRQDO ODZ� IRU PDWWHUV QRW JRYHUQHG
E\ OH[ VSHFLDOLV� UXOHV RI JHQHUDO ODZ DUH DSSOLFDEOH���� 7KXV�
WKHUH DUH JDSV ZLWKLQ WKLV UHJLPH WKDW QHHG VXSSRUW IURP UXOHV
RI JHQHUDO LQWHUQDWLRQDO ODZ WR EH UHVROYHG� 2QH VXFK DUHD
ZRXOG EH WKH SUDFWLFH RI ERUURZLQJ SURYLVLRQV IURP WKLUG�SDUW\
%,7V� WKHUHIRUH� LW LV SHUWLQHQW WR ORRN WR WKH UXOHV DQG SULQFL�
SOHV RI JHQHUDO LQWHUQDWLRQDO ODZ WR GHWHUPLQH LI WKLV SUDFWLFH LV
SHUPLWWHG�
$UWLFOH ����� RI WKH 9&/7 H[SORUHV WKH VXEMHFWLYH HOHPHQW RI

SDUW\ LQWHQWLRQ IRU WUHDW\ LQWHUSUHWDWLRQ� SURYLGLQJ WKDW ´>D@
VSHFLDO PHDQLQJ VKDOO EH JLYHQ WR D WHUP LI LW LV HVWDEOLVKHG WKDW
WKH SDUWLHV VR LQWHQGHG�µ��� ,Q RWKHU ZRUGV� ZKHWKHU WKH SDUWLHV
WR WKH WUHDW\ KDYH JLYHQ D VSHFLDO PHDQLQJ WR D WHUP WKDW GLI�
IHUV IURP WKH FRPPRQ PHDQLQJ KDV WR EH HVWDEOLVKHG E\ VSHFLDO
HYLGHQFH LQ WKH FRQWH[W RI WKH WUHDW\���� 7KH EXUGHQ RI SURYLQJ
WKDW WKH SDUWLHV DFWXDOO\ LQWHQGHG WR JLYH VSHFLDO PHDQLQJ WR D
WUHDW\ WHUP� KRZHYHU� OLHV ZLWK WKH SDUW\ DVVHUWLQJ WKH VSHFLDO
PHDQLQJ���� )RU WKH LQWHUSUHWDWLRQ RI WKH VFRSH RI 0)1 SURYL�
VLRQV� WKH EXUGHQ LV RQ WKH SDUWLHV� DV ZHOO DV WKH LQWHUSUHWHUV�
WR SURYLGH VSHFLDO HYLGHQFH WR SURYH WKHLU FODLP WKDW DQ 0)1
SURYLVLRQ FDQ EH ERUURZHG IURP D WKLUG�SDUW\ %,7� 8QIRUWX�
QDWHO\� LQ QRQH RI WKH FDVHV GLVFXVVHG DERYH RU RWKHUZLVH KDYH

���� 6HH VXSUD 3DUW ,,�$�
���� ,QW·O /DZ &RPP·Q� 5HS� RQ )UDJPHQWDWLRQ RI ,QWHUQDWLRQDO /DZ� 'LIIL�
FXOWLHV $ULVLQJ )URP 7KH 'LYHUVLILFDWLRQ $QG ([SDQVLRQ 2I ,QWHUQDWLRQDO
/DZ� DW ���� 8�1� 'RF� $�&1���/���� �������
���� 9&/7� VXSUD QRWH ��� DUW� ������
���� *$5',1(5� VXSUD QRWH ���� DW ����
���� ,G� DW ���� $867� VXSUD QRWH ���� DW ���� 2/,9(5 '255 	 .,567(1
6&+0$/(1%$&+� 9,(11$ &219(17,21 21 7+( /$: 2) 75($7,(6� $
&200(17$5< ��� �6SULQJHU HG�� ������
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WKH SDUWLHV SURYLGHG HYLGHQFH WKDW WKH WUHDW\ PDNHUV LQWHQGHG
WR DOORZ IRU 0)1 SURYLVLRQV WR EH ERUURZHG IURP WKLUG�SDUW\
%,7V���� ,Q IDFW� WKHUH DUH DPSOH UXOHV LQ LQWHUQDWLRQDO ODZ� DV
GLVFXVVHG LQ WKH HDUOLHU VHFWLRQV���� WKDW SURKLELW DQG FRQWUDGLFW
WKLV SUDFWLFH� 7KH VFRSH RI DQ 0)1 SURYLVLRQ� WKHUHIRUH� KDV WR
EH FRQILQHG WR LQWHUQDO PHDVXUHV�

,9� 7+( 352%/(06 %2552:,1* 0)1 3529,6,216 &5($7(
7KH SUDFWLFH RI ERUURZLQJ SURYLVLRQV IURP WKLUG�SDUW\ %,7V

FUHDWHV VHYHUDO QRUPDWLYH DQG SUDFWLFDO SUREOHPV� 7KLV SDUW
GHDOV ZLWK VRPH RI WKHVH SUREOHPV� VXFK DV MXULVGLFWLRQDO LV�
VXHV� WUHDW\ VKRSSLQJ� DQG WKH SUREOHP RI IUHH�ULGHUVKLS�

$� 7KH -XULVGLFWLRQ RI ,QYHVWPHQW 7ULEXQDOV
7KHUH DUH D QXPEHU RI LQYHVWRU�VWDWH GLVSXWH VHWWOHPHQW

�,6'6� FDVHV GHDOLQJ ZLWK MXULVGLFWLRQDO LVVXHV LQ LQYHVWPHQW
DUELWUDWLRQ���� +RZHYHU� RI WKH FDVHV WKDW KDYH H[WHQGHG WKH
MXULVGLFWLRQ RI WKH WULEXQDO� QRQH LV DV SUREOHPDWLF DV *DUDQWL
.R]D //3 Y� 7XUNPHQLVWDQ���� 7KH WULEXQDO LQ WKLV FDVH LPSRUW�
HG WKH FRQVHQW RI 7XUNPHQLVWDQ WR DQ ,QWHUQDWLRQDO &HQWHU IRU
6HWWOHPHQW RI ,QYHVWPHQW 'LVSXWHV �,&6,'� DUELWUDWLRQ IURP D
WKLUG�SDUW\ %,7 �6ZLW]HUODQG�7XUNPHQLVWDQ %,7���� LQWR WKH

���� 6HH VXSUD 3DUW ,,�
���� 6HH VXSUD 3DUW ,,,� �
���� 7HLQYHU Y� $UJHQWLQD� 'HFLVLRQ RQ -XULVGLFWLRQ� %HUVFKDGHU Y� 5XVVLD�
:LQWHUVKDOO Y� $UJHQWLQD� 5RV,QYHVW&R 8. /WG� 9� 7KH 5XVVLDQ )HGHUDWLRQ�
6&& &DVH 1R� 9 ��������� $ZDUG RQ -XULVGLFWLRQ �2FW� �� ������
KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI� *DU�
DQWL .R]D Y� 7XUNPHQLVWDQ� ,&6,' &DVH 1R� $5%������� 'HFLVLRQ RQ WKH 2E�
MHFWLRQ WR -XULVGLFWLRQ IRU /DFN RI &RQVHQW �-XO\ �� ������ KWWSV���ZZZ�
LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWDODZ�����SGI� 5HQWD � 6�9�6�$
HW DO� Y� 7KH 5XVVLDQ )HGHUDWLRQ� 6&& &DVH 1R� �������� $ZDUG �-XO\ ���
������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI�
'DLPOHU Y� $UJHQWLQD� 3ODPD &RQVRUWLXP /WG� 9� %XOJDULD� ,&6,' &DVH 1R�
$5%������� 'HFLVLRQ RQ -XULVGLFWLRQ �)HE� �� ������ KWWSV���ZZZ�LWDODZ�FRP�
VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI� 7HOHQRU 0RELOH &RPPXQLFD�
WLRQV $�6� Y� 7KH 5HSXEOLF RI +XQJDU\� ,&6,' &DVH 1R� $5%������� $ZDUG
�6HSW� ��� ������ KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�
LWD�����SGI�
���� *DUDQWL .R]D Y� 7XUNPHQLVWDQ� 'HFLVLRQ RQ WKH 2EMHFWLRQ WR -XULVGLF�
WLRQ IRU /DFN RI &RQVHQW�
���� $JUHHPHQW %HWZHHQ WKH 6ZLVV )HGHUDO &RXQFLO DQG WKH *RYHUQPHQW RI
7XUNPHQLVWDQ RQ WKH 3URPRWLRQ DQG 5HFLSUDFDO 3URWHFWLRQ RI ,QYHVWPHQWV�
6ZLW]��7XUNP�� 0D\ ��� �����
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EDVLF %,7 �8.�7XUNPHQLVWDQ %,7����� GHVSLWH WKH IDFW WKDW
7XUNPHQLVWDQ GLG QRW JLYH LWV FRQVHQW WR VHWWOH WKH GLVSXWH
WKURXJK ,&6,' DUELWUDWLRQ���� 7KH WULEXQDO� DIWHU HVWDEOLVKLQJ
WKDW 7XUNPHQLVWDQ FRQVHQWHG WR LQWHUQDWLRQDO DUELWUDWLRQ E\
YLUWXH RI $UWLFOH ���� RI WKH 8.�7XUNPHQLVWDQ %,7���� PRYHG WR
WKH DQDO\VLV RI $UWLFOH ���� RI WKH 8.�7XUNPHQLVWDQ %,7���� $U�
WLFOH ���� RI WKH 8.�7XUNPHQLVWDQ %,7 SURYLGHV WKDW WKH SDU�
WLHV FDQ VXEPLW WKHLU GLVSXWHV WR WKUHH IRUXPV LQ FDVHV RI LQWHU�
QDWLRQDO DUELWUDWLRQ� WKH ,&6,'� WKH ,QWHUQDWLRQDO &KDPEHU RI
&RPPHUFH �,&&�� DQG WKH 8QLWHG 1DWLRQDO &RPPLVVLRQ RQ ,Q�
WHUQDWLRQDO 7UDGH /DZ �81&,75$/����� 'LVSXWLQJ SDUWLHV PXVW
JLYH WKHLU FRQVHQW WR RQH RI WKH IRUXPV WR UHVROYH WKHLU
FODLPV����
'HVSLWH WKH REMHFWLRQ IURP 7XUNPHQLVWDQ WKDW LW KDG QRW FRQ�

VHQWHG WR ,&6,' DUELWUDWLRQ� DQG WKDW LW RQO\ FRQVHQWHG WR VXE�
PLW GLVXSWHV WR 81&,75$/� WKH WULEXQDO XVHG WKH 0)1 SURYL�
VLRQ LQ WKH 8.�7XUNPHQLVWDQ %,7 WR LPSRUW WKH FRQVHQW RI
7XUNPHQLVWDQ WR ,&6,' DUELWUDWLRQ IURP D WKLUG�SDUW\ %,7� ,Q
WKH GLVVHQWLQJ RSLQLRQ� /DXUHQFH %RLVVRQ GH &KD]RXUQHV� ZKR
ZDV RQH RI WKH DUELWUDWRUV LQ WKH FDVH� FULWLFL]HG WKH PDMRULW\ IRU
LJQRULQJ WKH UHTXLUHPHQW RI FRQVHQW LQ $UWLFOH ���� RI WKH 8.�
7XUNPHQLVWDQ %,7� DV ZHOO DV IDLOLQJ WR GLVWLQJXLVK EHWZHHQ
FRQVHQW WR LQLWLDWH DUELWUDWLRQ DQG FRQVHQW WR DUELWUDWLRQ����
7KH PDMRULW\ LQ *DUDQWL .R]D //3 LJQRUHG RQH RI WKH FDUGLQDO

SULQFLSOHV RI LQWHUQDWLRQDO DUELWUDWLRQ� WKDW LV� SDUW\ DXWRQRP\�
,W LV WKH SDUWLHV ZKR PXWXDOO\ GHFLGH ZKLFK DUELWUDWLRQ UXOHV
JRYHUQ WKH DUELWUDO SURFHHGLQJV���� 7KH DEVHQFH RI VXFK FRQVHQW

���� $JUHHPHQW %HWZHHQ WKH *RYHUQPHQW RI WKH 8QLWHG .LQJGRP RI *UHDW
%ULWDLQ DQG 1RUWKHUQ ,UHODQG DQG WKH *RYHUQPHQW RI 7XUNPHQLVWDQ IRU WKH
3URPRWLRQ DQG 3URWHFWLRQ RI ,QYHVWPHQWV� 8�.��7XUNP� )HE� �� ����� >KHUHLQ�
DIWHU� 8.�7XUNPHQLVWDQ %,7@�
���� *DUDQWL .R]D Y� 7XUNPHQLVWDQ� 'HFLVLRQ RQ WKH 2EMHFWLRQ WR -XULVGLF�
WLRQ IRU /DFN RI &RQVHQW� � ��
���� ,G� � ���
���� ,G� � ���
���� 8.�7XUNPHQLVWDQ %,7� VXSUD QRWH ���� DUW� ��
���� ,G�
���� (ULF 'H %UDEDQGHUH� ,PSRUWLQJ &RQVHQW WR ,&6,' $UELWUDWLRQ" $ &ULW�
LFDO $SSUDLVDO RI *DUDQWL .R]D Y� 7XUNPHQLVWDQ� ,19� 75($7< 1(:6 �0D\ ���
������ KWWSV���ZZZ�LLVG�RUJ�LWQ������������LPSRUWLQJ�FRQVHQW�WR�LFVLG�
DUELWUDWLRQ�D�FULWLFDO�DSSUDLVDO�RI�JDUDQWL�NR]D�Y�WXUNPHQLVWDQ��
���� 6,021 *5((1%(5* (7 $/� ,17(51$7,21$/ &200(5&,$/ $5%,75$7,21� $1
$6,$ 3$&,),& 3(563(&7,9( ��� �������
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QRW RQO\ YLRODWHV WKH JHQHUDO ODZ UHODWLQJ WR DUELWUDWLRQ� EXW
PD\ DOVR UHQGHU WKH DZDUG XQHQIRUFHDEOH���� 7KHUHIRUH� SDUW\
DXWRQRP\ ZLWK UHVSHFW WR WKH JRYHUQLQJ ODZ RI WKH DUELWUDWLRQ
KDV WR EH UHVSHFWHG� 8QIRUWXQDWHO\� WKH PDMRULW\ LQ *DUDQWL .R�
]D //3 GLG QRW JLYH DQ\ UHOHYDQFH WR WKLV IXQGDPHQWDO� EDVLF
SULQFLSOH RI DUELWUDWLRQ� 'LVSXWH VHWWOHPHQW SURYLVLRQV LQ DQ\
%,7 DUH D IRUP RI WKH DUELWUDWLRQ DJUHHPHQW� 8QWLO DQG XQOHVV
ERWK WKH SDUWLHV DJUHH WR EH JRYHUQHG E\ WKH VDPH DUELWUDO
UXOHV� LW LV QRW ZLVH RU VRXQG WR DOORZ DQ\ DUELWUDWLRQ� $V PXFK
DV DQ LQYHVWPHQW WULEXQDO KDV D ULJKW WR GHWHUPLQH LWV RZQ MX�
ULVGLFWLRQ �EDVHG RQ WKH SULQFLSOH RI FRPSHWHQFH�FRPSHWHQFH�����
SDUWLHV WR WKH GLVSXWH DOVR KDYH WKH ULJKW WR GHFLGH WKH UXOHV
WKDW JRYHUQ WKHLU GLVSXWH �SULQFLSOH RI SDUW\ DXWRQRP\����� 7UL�
EXQDOV KDYH EHHQ FULWLFL]HG IRU FRQYHUWLQJ D ILFWLRQ LQWR UHDOLW\
ZKHQ WKH\ DVVXPH WKDW D FODXVH LQ D WKLUG�SDUW\ %,7 LV DXWR�
PDWLFDOO\ LQFRUSRUDWHG LQWR WKH EDVLF %,7 WKURXJK WKH 0)1
SURYLVLRQ DQG WKHUHE\ H[HUFLVH MXULVGLFWLRQ WR UHVROYH WKH GLV�
SXWH���� 7KLV EHKDYLRU VSDUNV FULWLFLVP EHFDXVH WKHVH WULEXQDOV
KDYH DFWHG FRQWUDU\ WR WKH JHQHUDO SULQFLSOHV RI LQWHUQDWLRQDO
ODZ����
)XUWKHU� VXFK LQWHUSUHWDWLRQ RI DQ 0)1 SURYLVLRQ PD\ OHDG

WR IRUXP VKRSSLQJ���� ZKLFK LV DOUHDG\ D SUREOHPDWLF IDFWRU��� LQ

���� *$5< %� %251� ,17(51$7,21$/ &200(5&,$/ $5%,75$7,21� &200(17$5<
$1'0$7(5,$/6 ��� �.OXZHU /DZ ,QWHUQDWLRQDO �G HG�� ������
���� 7KH SULQFLSOH RI FRPSHWHQFH�FRPSHWHQFH UHIHUV WR WKH SRZHU RI WKH DUEL�
WUDO WULEXQDOV WR GHFLGH PDWWHUV UHODWLQJ WR LWV RZQ MXULVGLFWLRQ�
���� 7KH SULQFLSOH RI SDUW\ DXWRQRP\ UHIHUV WR IUHHGRP RI WKH SDUWLHV WR DU�
ELWUDWLRQ WR PDNH D YDULHG UDQJH RI GHFLVLRQV ZLWK UHVSHFW WR DUELWUDWLRQ� 7KH
DSSRLQWPHQW RI DQ DUELWUDWRU DQG FKRRVLQJ RI ODZ JRYHUQLQJ DUELWUDO SURFHHG�
LQJV DUH D IHZ H[DPSOHV�
���� 'RXJODV� VXSUD QRWH �� DW ����
���� ,G�
���� .DWLD <DQQDFD� 6PDOO� ,PSURYLQJ WKH 6\VWHP RI ,QYHVWRU� 6WDWH 'LVSXWH
6HWWOHPHQW� $Q 2YHUYLHZ �� ��²�� �2(&' :RUNLQJ 3DSHU RQ ,QWHUQDWLRQDO
,QYHVWPHQW� 1R ����� �� ������ DYDLODEOH DW KWWS��� ZZZ�RHFG�RUJ� FKLQD� :3�
����B ��SGI �H[SODLQLQJ WKDW IRUXP VKRSSLQJ LV ´WKH SURFHVV WKURXJKRXW ZKLFK
RQH RI WKH SDUWLHV WR D GLVSXWH DWWHPSWV WR EULQJ D FODLP EHIRUH WKH IRUXP
PRVW DGYDQWDJHRXV WR KLP RU KHU�µ��
���� 5LFKDUG /HXQJ� $UELWUDWLRQ DQG )RUXP 6KRSSLQJ LQ WKH 6HDW�
�����620��(&�:.63����� �)HE� ��� ������ KWWS���PGGE�DSHF�RUJ�'RFXPHQWV�
�����(&�:.63����BHFBZNVS�B����SGI� /HXQJ H[SODLQV IRUXP VKRSSLQJ DV�
´REWDLQ>LQJ@ D KRPH DGYDQWDJH� RU DW OHDVW WKH SHUFHSWLRQ RI VXFK DQ DG�
YDQWDJH� LQVRIDU DV D SDUWLFXODU VHDW �DQG LWV QDWLRQDO ODZ RQ DUELWUDWLRQ� ZLOO
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LQWHUQDWLRQDO DUELWUDWLRQ���� ,Q FRPPHUFLDO DUELWUDWLRQ FDVHV
ZKHUH IRUXP VKRSSLQJ WDNHV SODFH GXH WR WKH MXULVGLFWLRQDO
RYHUODS RI GLIIHUHQW WULEXQDOV���� LW LV SRVVLEOH WKDW LQ LQYHVW�
PHQW DUELWUDWLRQ FDVHV� D WULEXQDO WKDW RUGLQDULO\ ZRXOG QRW
KDYH MXULVGLFWLRQ RYHU WKH GLVSXWH PD\ LPSRUW LW XVLQJ DQ 0)1
FODXVH LQ WKH EDVLF %,7� )RU H[DPSOH� DQ LQYHVWRU PD\ XVH WKH
0)1 FODXVH LQ WKH EDVLF %,7 WR ERUURZ D FRPSOHWHO\ GLIIHUHQW
GLVSXWH VHWWOHPHQW IRUXP WR UHVROYH WKH GLVSXWH FRQWDLQHG LQ
WKH WKLUG�SDUW\ %,7� ,Q WKLV VLWXDWLRQ� QRW RQO\ LV WKH SULQFLSOH
RI SDUW\ DXWRQRP\ JUHDWO\ XQGHUPLQHG� EXW LW DOVR HQFRXUDJHV
WKH ZRUVW IRUP RI IRUXP VKRSSLQJ FDVHV WR ,6'6 FODLPV�

%� 7UHDW\ 6KRSSLQJ
7UHDW\ VKRSSLQJ� DV H[SODLQHG E\ -RUXQ %DXPJDUWQHU� LV D

SUDFWLFH E\ LQYHVWRUV WR DFFHVV PRUH IDYRUDEOH SURFHGXUDO RU
VXEVWDQWLYH SURYLVLRQV DLPHG DW LQYRNLQJ� FUHDWLQJ� RU FKDQJLQJ
QDWLRQDOLW\ WKURXJK VWUXFWXULQJ RU UHVWUXFWXULQJ���� 7KHUH DUH
YDULRXV SROLF\ FRQFHUQV UHODWHG WR WUHDW\ VKRSSLQJ� LQFOXGLQJ�
LQWHU DOLD� UHFLSURFLW\���� OHJLWLPDF\ FRQFHUQV���� VXVWDLQDEOH GH�
YHORSPHQW���� WKH WKUHDW RI UHJXODWRU\ FKLOO���� DQG ODFN RI D OHY�
HO SOD\LQJ ILHOG���� 7KHVH SROLF\ FRQFHUQV UHODWHG WR WUHDW\ VKRS�

JLYH ULVH WR WKH VHOHFWLRQ RU DSSRLQWPHQW RI DUELWUDWRUV ZLWK D FRUUHVSRQGLQJ
QDWLRQDOLW\ RU EDFNJURXQG�µ ,G� �HPSKDVLV DGGHG��
���� 6HH JHQHUDOO\ -RRVW 3DXZHO\Q 	 /XL] (GXDUGR 6DOOHV� )RUXP 6KRSSLQJ
EHIRUH ,QWHUQDWLRQDO 7ULEXQDOV� �5HDO� &RQFHUQV� �,P�3RVVLEOH 6ROXWLRQV� ��
&251(// ,17·/ /� -� �� �������
���� ,G� DW ���
���� -2581 %$80*$571(5� 75($7< 6+233,1* ,1 ,17(51$7,21$/ ,19(670(17
/$: �� �������
���� ,G� DW ���
���� ,G� DW ���
���� ,G� DW ��� IRU PRUH OLWHUDWXUH RQ VXVWDLQDEOH GHYHORSPHQW� VHH *52
+$5/(0 %581'7/$1'� 285 &20021 )8785(� 7+( 5(3257 2) 7+( :25/'
&200,66,21 21 (19,5210(17 $1' '(9(/230(17 ������� KWWSV���
VXVWDLQDEOHGHYHORSPHQW�XQ�RUJ�FRQWHQW�GRFXPHQWV�����RXU�FRPPRQ�
IXWXUH�SGI�� 0DUNXV *HKULQJ 	 $QGUHZ 1HZFRPEH� ,QWURGXFWLRQ WR 6XVWDLQD�
EOH 'HYHORSPHQW LQ :RUOG ,QYHVWPHQW /DZ� LQ 6867$,1$%/( '(9(/230(17 ,1
:25/' ,19(670(17 /$: �²� �0DULH�&ODLUH &RUGRQLHU 6HJJHU HW DO� HGV��
������
���� %$80*$571(5� VXSUD QRWH ���� DW ���
���� ,G� DW ��� VHH JHQHUDOO\� &KULVWRSK 6FKUHXHU� &DOYR·V *UDQGFKLOGUHQ�
7KH 5HWXUQ RI /RFDO 5HPHGLHV LQ ,QYHVWPHQW $UELWUDWLRQ� LQ 7+( /$: 	
35$&7,&( 2) ,17(51$7,21$/ &28576 $1' 75,%81$/6 �²�� ������� :HQKXD
6KDQ� )URP ´1RUWK�6RXWK 'LYLGHµ WR ´3ULYDWH�3XEOLF 'HEDWHµ� 5HYLYDO RI WKH
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SLQJ GLVUXSW WKH EDODQFH RI %,7V DQG WKH UHODWLRQVKLS EHWZHHQ
VWDWHV� &RQFHUQV DERXW GLVUXSWLYH WUHDW\ VKRSSLQJ KDYH DOVR
EHHQ H[SUHVVHG E\ WKH WULEXQDOV LQ 0DIIH]LQL DQG 6DOLQL����
,W LV FRQWHQGHG WKDW WKH EURDG DSSOLFDWLRQ RI 0)1 SURYLVLRQV

WR LPSRUW FODXVHV IURP WKLUG�SDUW\ %,7V OHDGV WR WUHDW\ VKRS�
SLQJ� 7KLV DVVHVVPHQW FDQ EH GHPRQVWUDWHG E\ HVWDEOLVKLQJ WKH
UHODWLRQVKLS EHWZHHQ DFWXDO PHDVXUHV WDNHQ E\ WKH KRVW VWDWH
DQG WKH SURYLVLRQ WKDW LV UHTXHVWHG WR EH ERUURZHG IURP WKH
WKLUG�SDUW\ %,7� 7KH WDEOH EHORZ H[SODLQV WKLV UHODWLRQVKLS LO�
OXVWUDWHG E\ VRPH FDVHV�

&DOYR 'RFWULQH DQG WKH &KDQJLQJ /DQGVFDSH RI ,QWHUQDWLRQDO ,QYHVWPHQW
/DZ� �� 1257+:(67� -� ,17·/ /� 	 %86� ��� �������
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ� � ��� 6DOLQL &RVWUXWWRUL 6�S�$� Y� +DVKHPLWH .LQJGRP RI -RUGDQ� ,&6,'
&DVH 1R� $5%������� 'HFLVLRQ RQ -XULVGLFWLRQ� �� ���²�� �1RY� ��� ������
KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI�
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7DEOH �� 5HODWLRQVKLS EHWZHHQ $FWXDO 0HDVXUHV DQG
3URYLVLRQV 6RXJKW IRU %RUURZLQJ

&DVH
$FWXDO

0HDVXUH
%DVLF %,7

3URYLVLRQ

UHTXHVWHG WR EH

ERUURZHG

1DWXUH RI

LPSRUWHG

SURYLVLRQ

7KLUG�

SDUW\ %,7

*DUDQWL
.R]D
Y�
7XUNPHQL�
VWDQ���

&RQWUDFWXDO
EUHDFK

8.�
7XUNPHQL�
VWDQ %,7

&RQVHQW WR
,&6,'
DUELWUDWLRQ
�'LVSXWH
6HWWOHPHQW
&ODXVH�

([WHQGLQJ
MXULVGLFWLRQ

6ZLW]HU�
ODQG�
7XUNPHQL�
VWDQ %,7

0DIIH]LQL
Y�
6SDLQ���

)ODZHG DGYLFH
IURP SXEOLF�
SULYDWH HQWLW\
�62',*$� WR
LQYHVWRU·V
FRPSDQ\
�($06$�

$UJHQWLQD�
6SDLQ %,7

6KRUWHU ZDLWLQJ
SHULRG IRU
DUELWUDWLRQ

5HOD[LQJ
DGPLVVLELO�
LW\

&KLOH�6SDLQ
%,7

07'
Y�
&KLOH���

)DLOXUH RI WKH
JRYHUQPHQW
WR UH]RQH
DJULFXOWXUDO
ODQG LQWR
UHVLGHQWLDO
DQG
FRPPHUFLDO
ODQG

0DOD\VLD�
&KLOH %,7

)(7 $EVHQFH RI
)(7 LQ
%DVLF %,7

&KLOH�
'HQPDUN
%,7 DQG
&KLOH�
&URDWLD
%,7

$QVXQJ
+RXVLQJ
Y�
&KLQD���

)DLOXUH RI WKH
JRYHUQPHQW WR
IXOILOO LWV
DVVXUDQFHV WR
WKH LQYHVWRU

&KLQD�
.RUHD %,7

1R WHPSRUDO
OLPLWDWLRQ IRU DQ
LQYHVWRU WR LQLWL�
DWH DQ DUELWUD�
WLRQ

5HOD[DWLRQ
RI
WLPH�EDUUHG
FODLPV

5HIHUHQFH
WR ´PRVW
&KLQHVH
%,7Vµ

6RXUFH� $XWKRU

$V WKH WDEOH VKRZV� WKHUH LV LQ IDFW QR UHODWLRQVKLS EHWZHHQ
DFWXDO PHDVXUHV DQG WKH SURYLVLRQV UHTXHVWHG WR EH ERUURZHG

���� *DUDQWL .R]D Y� 7XUNPHQLVWDQ� 'HFLVLRQ RQ WKH 2EMHFWLRQ WR -XULVGLF�
WLRQ IRU /DFN RI &RQVHQW�
���� 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ 2EMHFWLRQV WR -XULVGLF�
WLRQ�
���� 07' Y� &KLOH�
���� $QVXQJ +RXVLQJ Y� &KLQD�
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E\ WKH LQYHVWRU� $V VXFFLQFWO\ SXW E\ 3HUH]�$]QDU� WULEXQDOV GR
QRW LQTXLUH ZKHWKHU WKHUH LV D SULPD IDFLH EUHDFK RI DQ 0)1
SURYLVLRQ� UDWKHU WKH\ LQTXLUH ZKHWKHU LPSRUWHG SURYLVLRQV
KDYH EHHQ YLRODWHG���� 7KLV PHDQV WKH LQYHVWRU LV IUHH WR FKRRVH
DQ\ SURYLVLRQ LQ DQ\ RI WKH WKLUG�SDUW\ %,7V VLJQHG E\ WKH KRVW
VWDWH WKDW LV PRVW DGYDQWDJHRXV WR LW� LQGHSHQGHQW RI WKH DFWXDO
PHDVXUHV WDNHQ E\ WKH KRVW VWDWH� :LWKRXW D GRXEW� WKLV LV WUHD�
W\�VKRSSLQJ�
)XUWKHU� LQ WKH DEVHQFH RI D UHODWLRQVKLS EHWZHHQ WKH DFWXDO

PHDVXUHV DQG WKH LPSRUWHG SURYLVLRQV� ZKDW LV WKH GHFLGLQJ
IDFWRU WKDW DOORZV IRU D WKLUG�SDUW\ %,7 SURYLVLRQ WR SURWHFW WKH
LQWHUHVW RI DQ DJJULHYHG LQYHVWRU LQ D SDUWLFXODU GLVSXWH" $UH
WKHUH DQ\ JXLGHOLQHV IRU WKLV DQDO\VLV" 2U GRHV WKH DVVHVVPHQW
GHSHQG HQWLUHO\ RQ WKH ZLOO RI WKH LQYHVWRU" )RU H[DPSOH� LI DQ
LQYHVWRU LV XVLQJ DQ 0)1 SURYLVLRQ LQ DQ ,6'6 FDVH DJDLQVW
,QGLD� ZKDW IDFWRUV DUH UHOHYDQW WR GHFLGH ZKLFK RI WKH %,7V
VLJQHG E\ ,QGLD WKH LQYHVWRU ZLOO XVH LQ LWV GLVSXWH"
7R GHWHUPLQH ZKHWKHU GLVFULPDWLRQ KDV RFFXUUHG� WKH ILUVW

VWHS LV WR LGHQWLI\ WKH UHOHYDQW FRPSDUDWRU� DQG WKH VHFRQG VWHS
LV WR LGHQWLI\ WKH IDYRUDEOH PHDVXUH SURYLGHG WR WKH UHOHYDQW
FRPSDUDWRU���� ,Q WKH XQLTXH SUDFWLFH RI ERUURZLQJ� KRZHYHU�
WKH ILUVW VWHS LV WR GHFLGH ZKLFK PHDVXUH DQ DJJULHYHG LQYHVWRU
ZDQWV WR ERUURZ IURP DQ\ RI WKH %,7V VLJQHG E\ WKH KRVW VWDWH�
7KHQ� WKH VHFRQG VWHS LV WR DVVHUW WKDW WKHUH LV D FKDQFH WKDW DQ
LPDJLQDU\ UHOHYDQW FRPSDUDWRU �HYHQ LI WKH\ PD\ QRW H[LVW LQ
UHDOLW\� WDNHV DGYDQWDJH RI WKH IDYRUDEOH SURYLVLRQ WKDW LV EHLQJ
ERUURZHG� ,I ERWK HOHPHQWV DUH VDWLVILHG� WKHUH LV GLVFULPLQDWLRQ
E\ WKH KRVW VWDWH� ,Q VXP� LW VLPSO\ GHSHQGV RQ WKH LQYHVWRU WR
FKRRVH WKH %,7 SURYLVLRQ WKDW LV PRVW DGYDQWDJHRXV WR WKHP�

&� )UHH�ULGHUV LQ WKH %,7 5HJLPH"
:KHQ WZR FRXQWULHV DJUHH WR D ELODWHUDO WUHDW\� D WKLUG VWDWH

WKDW EHQHILWV IURP WKH WUHDW\ ZLWKRXW EHLQJ LQYROYHG LQ WKH QH�
JRWLDWLRQ LV D IUHH�ULGHU���� ,Q RWKHU ZRUGV� DQ LQYHVWRU �RU WKHLU
KRPH FRXQWU\� ZKR LV QRW LQYROYHG LQ WKH SURFHVV RI WKLUG�SDUW\
%,7 QHJRWLDWLRQV EXW UHDSV WKH EHQHILWV RU ULJKWV IURP WKH

���� 3HUH]�$]QDU� VXSUD QRWH �� DW ����
���� 836 Y� &DQDGD�
���� :LVDUXW 6XZDQSUDVHUW� 7KH 5ROH RI WKH 0RVW )DYRUHG 1DWLRQ 3ULQFLSOH
RI WKH *$77�:72 LQ WKH 1HZ 7UDGH 0RGHO� �� �� ������ �XQSXEOLVKHG� 9DQ�
GHUELOW 8��� DYDLODEOH DW KWWSV���VVUQ�FRP�DEVWUDFW ��������
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WKLUG�SDUW\ %,7� EHFRPHV D IUHH�ULGHU� (YHQ LQ D PXOWLODWHUDO
IUDPHZRUN OLNH WKH *$77� WKH SUREOHP RI IUHH�ULGHUV VXEVLVWHG
XQWLO WKH 8UXJXD\ 5RXQG���� 7KH 8UXJXD\ 5RXQG WRRN VSHFLDO
VWHSV WR GHDO ZLWK WKLV SUREOHP� OLNH WKH LPSOHPHQWDWLRQ RI D
VLQJOH SDFNDJH GHDO� DQG WKH UHTXLUHPHQW WKDW DOO SDUWLHV PXVW
DFFHSW DOO SDUWV RI WKH 8UXJXD\ 5RXQG����
7KH SUREOHP RI IUHH�ULGHUV HQWDLOV WZR LQFHQWLYH SUREOHPV����

ILUVW� LW LV SRVVLEOH WKDW FRXQWULHV VLPSO\ VWRS HQWHULQJ LQWR WUHD�
WLHV DQG LQVWHDG HQMR\ EHQHILWV DV D IUHH�ULGHU���� DQG� VHFRQG�
FRXQWULHV WKDW HQWHU LQWR QHJRWLDWLRQV PD\ UHDFK DQ LQHIILFLHQW
DJUHHPHQW EHFDXVH WKH\ PD\ QRW LQWHUQDOL]H EHQHILWV RI WKHLU
OLEHUDOL]DWLRQ���� 7KH FRQVHTXHQFHV RI DOORZLQJ IUHH�ULGHUV WR
SDUWLFLSDWH LQ WKH LQYHVWPHQW UHJLPH WKURXJK DQ DUELWUDO GHFL�
VLRQ��� DUH HYLGHQW E\ WKH IDFW WKDW ,QGLD KDV UHPRYHG WKH 0)1
SURYLVLRQ IURP LWV QHZ PRGHO %,7���� 0XOWLODWHUDO IUDPHZRUNV
OLNH WKH *$77 DQG WKH :72 KDYH XQGHUWDNHQ VWHSV WR WDFNOH
WKH SUREOHP RI IUHH�ULGHUV� ,Q WKH LQYHVWPHQW ODZ UHJLPH� KRZ�
HYHU� IUHH�ULGHUV DUH SURPRWHG IRU FUHDWLQJ D �SVHXGR� PXOWLODW�
HUDO IUDPHZRUN XVLQJ 0)1 SURYLVLRQV� $UJXDEO\� WKH XVH RI
0)1 SURYLVLRQV WR ERUURZ FODXVHV IURP WKLUG�SDUW\ %,7V SUR�
PRWHV IUHH�ULGHUVKLS� 7KLV LV FHUWDLQO\ QRW LQ WKH LQWHUHVW RI WKH
%,7 UHJLPH� DV LW GLVLQFHQWLYL]HV VWDWHV WR QHJRWLDWH HIILFLHQW
%,7V�

9� (;$03/(6 2) 5(&(17 67$7( %(+$9,25� /(; /(*(
)(5(1'$"
,W LV LPSRUWDQW WR XQGHUVWDQG KRZ VWDWHV KDYH UHDFWHG WR WKH

XVH RI 0)1 SURYLVLRQV IRU ERUURZLQJ FODXVHV IURP WKLUG�SDUW\
%,7V� ,W LV REYLRXV WKDW D VWDWH·V UHDFWLRQ WR WKLV SUDFWLFH GH�

���� -2+1 +� -$&.621� 7+( :25/' 75$',1* 6<67(0� /$: $1' 32/,&< 2)
,17(51$7,21$/ (&2120,& 5(/$7,216 ��� �������
���� ,G�� H[FHSW DQQH[ ,9�SOXULODWHUDO DJUHHPHQWV�
���� 5RGQH\ '� /XGHPD 	 $QQD 0DULD 0D\GD� 'R FRXQWULHV IUHH ULGH RQ
0)1"� �� -� ,17·/ (&21� ���� ��� �������
���� ,G�� VHH -DFRE 9LQHU� 7KH 0RVW )DYRUHG 1DWLRQ &ODXVH LQ $PHULFDQ
&RPPHUFLDO 7UHDWLHV� �� -� 32/� (&21� ���� ��� ������� VHH JHQHUDOO\ +DUU\ *�
-RKQVRQ� $Q (FRQRPLF 7KHRU\ RI 3URWHFWLRQLVP� 7DULII %DUJDLQLQJ DQG WKH
)RUPDWLRQ RI &XVWRPV 8QLRQV� �� -� 32/� (&21� ���� ���²�� ������� 5REHUW
3DKUH� 0RVW�)DYRXUHG 1DWLRQV &ODXVHV DQG &OXVWHUHG 1HJRWLDWLRQV� �� ,17·/�
25*� ���� ���²�� �������
���� 6HH /XGHPD 	 0D\GD� VXSUD QRWH ����
���� :KLWH ,QGXVWULHV Y� ,QGLD�
���� 1HZ ,QGLDQ 0RGHO %,7� VXSUD QRWH ����
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SHQGV RQ WKH UROH LW SOD\HG� 7KH EHKDYLRU RI WKH VWDWH DV WKH UH�
VSRQGHQW LQ DQ ,6'6 FDVH ZLOO EH GLIIHUHQW WKDQ ZKHQ WKH VWDWH
KDV D YHVWHG LQWHUHVW LQ D EURDG LQWHUSUHWDWLRQ RI DQ 0)1 SUR�
YLVLRQ� ,Q WKLV FRQWH[W� D UHVWULFWLYH LQWHUSUHWDWLRQ JHQHUDOO\
IDYRUV FDSLWDO�LPSRUWLQJ FRXQWULHV� DQG DQ H[SDQVLYH LQWHUSUH�
WDWLRQ JHQHUDOO\ IDYRUV FDSLWDO�H[SRUWLQJ FRXQWULHV���� 7KXV�
VWDWHPHQWV VXSSRUWLQJ WKH FRQYHQWLRQDO XVH RI 0)1 SURYLVLRQV
PDGH E\ FDSLWDO�H[SRUWLQJ FRXQWULHV³OLNH $XVWULD���� $XVWUDO�
LD���� ,WDO\���� DV ZHOO DV D IHZ GHYHORSLQJ FRXQWULHV LQ WKH *HQ�
HUDO $VVHPEO\³VKRXOG QRW EH WDNHQ DV DQ HQGRUVHPHQW RI ERU�
URZLQJ 0)1 SURYLVLRQV E\ DOO FRXQWULHV����
6FKRODUO\ OLWHUDWXUH VKRZV WKDW FDSLWDO�H[SRUWLQJ FRXQWULHV GR

QRW KHVLWDWH WR DGRSW WKH UHVWULFWLYH DSSURDFK IRU 0)1 LQWHU�
SUHWDWLRQ ZKHQ WKH\ EHFRPH WKH UHVSRQGHQWV LQ ,6'6 FDVHV����
,W LV GLIILFXOW� WKHUHIRUH� WR DVFHUWDLQ WKH LQWHQGHG XVH RI 0)1
SURYLVLRQV E\ FDSLWDO�H[SRUWLQJ FRXQWULHV EHFDXVH WKH\ FKDQJH
WKHLU VWDQFH RQ 0)1 SURYLVLRQV LQ %,7V EDVHG RQ FRQYHQLHQFH�
'HYHORSLQJ FRXQWULHV KDYH VXIIHUHG GXH WR VXFK H[SDQVLYH LQ�
WHUSUHWDWLRQV RI 0)1 SURYLVLRQV� IRU H[DPSOH� ,QGLD �:KLWH ,Q�
GXVWULHV����� 3DNLVWDQ �%D\DQGLU����� $UJHQWLQD �6LHPHQV���� *DV
1DWXUDO���� &DPX]]L���� 6XH]���� DQG 1DWLRQDO *ULG����� 7XUN�
PHQLVWDQ �*DUDQWL .R]D����� &KLOH �07'����� DQG PRUH� ,Q WKLV

���� 9HVHO� VXSUD QRWH �� DW ����
���� 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ���� 81 'RF� $�&������65��� �1RY�
�� ������
���� 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ��� 81 'RF� $�&������65��� �1RY� ��
������
���� 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ��� 81 'RF� $�&������65���� �1RY�
�� ������
���� 6HH� FRQWUD� 3DSDULQVNLV� VXSUD QRWH ��
���� 9HVHO� VXSUD QRWH �� DW ����
���� :KLWH ,QGXVWULHV Y� ,QGLD�
���� %D\LQGLU Y� 3DNLVWDQ�
���� 6LHPHQV Y� $UJHQWLQD�
���� *DV 1DWXUDO Y� $UJHQWLQD�
���� &DPX]]L ,QWHUQDWLRQDO 6�$� Y� 7KH $UJHQWLQH 5HSXEOLF� ,&6,' &DVH 1R�
$5%������ 'HFLVLRQ RQ 2EMHFWLRQ WR -XULVGLFWLRQ �0D\ ��� ������
KWWSV���ZZZ�LWDODZ�FRP�VLWHV�GHIDXOW�ILOHV�FDVH�GRFXPHQWV�LWD�����SGI�
���� 6XH] Y� $UJHQWLQD�
���� 1DWLRQDO *ULG Y� $UJHQWLQD�
���� *DUDQWL .R]D Y� 7XUNPHQLVWDQ� 'HFLVLRQ RQ WKH 2EMHFWLRQ WR -XULVGLF�
WLRQ IRU /DFN RI &RQVHQW�
���� 07' Y� &KLOH�
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UHVSHFW� 9HQH]XHOD���� &XED���� DQG ,QGLD��� KDYH DOUHDG\ H[�
SUHVVHG WKHLU FRQFHUQV DERXW ERUURZLQJ 0)1 SURYLVLRQV���� ,W LV
DOVR VXUSULVLQJ WKDW GHVSLWH FRQWHVWLQJ WKH ERUURZLQJ RI 0)1
SURYLVLRQV IURP WKLUG�SDUW\ %,7V LQ ,6'6 FDVHV���� PDQ\ VWDWHV
KDYH QRW FKDOOHQJHG WKLV SUDFWLFH LQ DQ\ RWKHU LQWHUQDWLRQDO IR�
UXP� $W WKH VDPH WLPH� WKHUH DUH DOVR H[DPSOHV RI VWDWHV WKDW
KDYH UHDFWHG YHU\ VWURQJO\ WR WKLV SUDFWLFH���� 7KH IROORZLQJ VHF�
WLRQ XQGHUWDNHV DQ DVVHVVPHQW RI D IHZ ZD\V WKDW VWDWHV KDYH
UHDFWHG LQ UHFHQW \HDUV�

$� 7KH ,QGLDQ 0RGHO %,7
7KH \HDU ���� EURXJKW DQ LPSRUWDQW FKDQJH WR ,QGLD·V %,7

DSSURDFK� DV LW FDPH XS ZLWK LWV QHZ� YHU\ GHWDLOHG PRGHO
%,7���� &HUWDLQO\� VLQFH LW ZDV GUDIWHG LQ WKH DIWHUPDWK RI :KLWH
,QGXVWULHV���� LW KDG WR EH XQLTXH LQ IRUP DQG VXEVWDQFH���� 7KH
0)1 SURYLVLRQ ZDV QRW LQFOXGHG LQ WKH QHZ ,QGLDQ PRGHO %,7�
$V VXFK� LW GUHZ WKH DWWHQWLRQ RI VFKRODUV IURP DOO RYHU WKH
ZRUOG���� :LWK UHJDUG WR WKH 0)1 SURYLVLRQ� ,QGLD KDG H[�
SUHVVHG LWV FRQFHUQ DW WKH :RUOG ,QYHVWPHQW )RUXP RI ����

���� 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ��� 81 'RF� $�&������65��� �1RY� ��
������
���� 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ��� 81 'RF� $�&������65��� �1RY� ��
������
���� 6L[WK &RPPLWWHH� 6XPPDU\ 5HFRUG RI WKH ��WK 0HHWLQJ� 81 'RF�
$�&������65���� � �� �1RY� �� ������ 8�1� *$25� ��WK 6HVV�� ��WK PWJ� � ���
81 'RF� $�&������65��� �1RY� �� ������
���� 3DSDULQVNLV� VXSUD QRWH �� DW ��²��
���� )RU H[DPSOH� 6SDLQ LQ 0DIIH]LQL Y� 6SDLQ� 'HFLVLRQ RI WKH 7ULEXQDO RQ
2EMHFWLRQV WR -XULVGLFWLRQ�
���� )RU H[DPSOH� ,QGLD WKURXJK LWV 1HZ ,QGLDQ 0RGHO %,7� VXSUD QRWH ����
���� ,G�
���� :KLWH ,QGXVWULHV Y� ,QGLD�
���� 6RPH H[DPSOHV RI LWV XQLTXH IHDWXUHV LQFOXGH WKH DEVHQFH RI SURYLVLRQV
UHODWHG WR 0)1 DQG LQGLUHFW H[SURSULDWLRQ�
���� 3UDEKDVK 5DQMDQ 	 3XVKNDU $QDQG� 7KH ���� 0RGHO ,QGLDQ %LODWHUDO
,QYHVWPHQW 7UHDW\� $ &ULWLFDO 'HFRQVWUXFWLRQ� �� 1:� -� ,17·/ /� 	 %86� �� �²
�� ������� *UDQW +DQHVVLDQ 	 .DELU 'XJJDO� 7KH )LQDO ���� ,QGLDQ 0RGHO
%,7� ,V 7KLV WKH &KDQJH WKH :RUOG :LVKHV WR 6HH� �� ,&6,' 5(9� )25(,*1 ,19�
/� -� ���� ���²�� ������� $QLUXGGKD 5DMSXW� ,QGLD·V 6KLIWLQJ 7UHDW\ 3UDFWLFH�
$ &RPSDUDWLYH $QDO\VLV RI WKH ���� DQG ���� 0RGHO %,7V� � -,1'$/ */2%� /�
5(9� ���� ���²�� ������� $PRNXUD .DZKDUX 	 /XNH 5 1RWWDJH� 0RGHOV IRU
,QYHVWPHQW 7UHDWLHV LQ WKH $VLDQ 5HJLRQ� $Q 8QGHUYLHZ� �� $5,=� -� ,17·/ 	
&203� /� ��� ������� $MD\ .� 6KDUPD� $ *RRG 2IIHQFH ,V 1RW $OZD\V WKH %HVW
'HIHQFH� &ULWLTXLQJ WKH 6WDQGDUGV RI 3URWHFWLRQ XQGHU WKH ���� ,QGLDQ 0RGHO
%,7� �� %86� /� 5(9� ��� �������



����@ 7KH 6FRSH RI 0)1 3URYLVLRQV LQ %,7V ���

WKDW 0)1 SURYLVLRQV KDYH EHHQ LQWHUSUHWHG LQ D PDQQHU WR LQ�
FOXGH ULJKWV EH\RQG ZKDW LV JUDQWHG E\ WKH WUHDW\���� ,QGLD·V
DERYHPHQWLRQHG DSSURDFK WR 0)1 SURYLVLRQV FDQ EH DWWULEXWHG
WR WKH LQWHUSUHWDWLRQ RI WKH 0)1 FODXVH LQ :KLWH ,QGXVWULHV����
6FKRODUV KDYH FULWLFL]HG WKH DSSURDFK RI UHPRYLQJ WKH 0)1

SURYLVLRQ LQ WKH QHZ PRGHO %,7 E\ VWDWLQJ WKDW WKLV SUDFWLFH
PD\ OHDG WR GLVFULPLQDWRU\ WUHDWPHQW DQG WKDW LW WLOWV WKH EDO�
DQFH RI %,7V LQ IDYRU RI WKH KRVW VWDWH���� ,W LV FRUUHFW WKDW WKH
0)1 FODXVH SURWHFWV LQYHVWRUV DJDLQVW GLVFULPLQDWRU\ WUHDW�
PHQW E\ WKH KRVW VWDWHV���� KRZHYHU� VFKRODUV ZKR ODPHQWHG
WKDW WKH ,QGLDQ JRYHUQPHQW UHPRYHG WKH 0)1 SURYLVLRQ IURP
WKH QHZ PRGHO %,7��� KDYH IDLOHG WR LQTXLUH DV WR ZKHWKHU WKH
VWDWH·V EHKDYLRU KDV DQ\ OHJLWLPDF\� RU ZKDW WKH XQGHUO\LQJ
UHDVRQV ZHUH EHKLQG VXFK VWURQJ UHDFWLRQV� 6WDWHV� DV WKH SUL�
PDU\ ODZPDNHUV LQ LQWHUQDWLRQDO ODZ� DUH H[SHFWHG WR UHDFW
VWURQJO\ ZKHQ WUHDW\ SURYLVLRQV DUH LQWHUSUHWHG LQ D PDQQHU
WKDW ZDV QRW RULJLQDOO\ LQWHQGHG E\ WKH VWDWHV����

%� 7KH 'UDIW 1HWKHUODQGV 0RGHO %,7 DQG $XVWUDOLD�,QGRQHVLD
&(3$
7KH DQDO\VLV EHORZ ZLOO VKRZ WKDW VWDWHV KDYH VWDUWHG WR GUDIW

WKHLU QHZ LQYHVWPHQW DJUHHPHQWV ZLWK FDXWLRQ� ,Q SDUWLFXODU�
WKH ODQJXDJH RI WKH 0)1 FODXVH KDV EHHQ GUDIWHG WR HQVXUH
WKDW LWV DSSOLFDWLRQ LV UHVWULFWHG WR LQWHUQDO PHDVXUHV RQO\�
7KHVH FDUHIXOO\ GUDIWHG 0)1 SURYLVLRQV DUH H[DPSOHV RI WKH
LQFOLQDWLRQ RI VWDWHV WRZDUGV D UHVWULFWHG LQWHUSUHWDWLRQ RI 0)1
SURYLVLRQV� )RU H[DPSOH� $UWLFOH � ��� RI 1HWKHUODQGV 'UDIW
0RGHO %,7 SURYLGHV WKDW

���� 5DQMDQ 	 $QDQG� VXSUD QRWH ���� DW ���
���� ,G�
���� ,G� DW ��²���
���� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�)DYRUHG�
1DWLRQ &ODXVHV� VXSUD QRWH �� DW ����
���� 6KDUPD� VXSUD QRWH ���� 5DQMDQ 	 $QDQG� VXSUD QRWH ���� +DQHVVLDQ
	 'XJJDO� VXSUD QRWH ����
���� 7KHUH LV D WHQGHQF\ DPRQJ LQYHVWPHQW WULEXQDOV WR LJQRUH WKH UXOHV RI
JHQHUDO LQWHUQDWLRQDO ODZ ZKLOH LQWHUSUHWLQJ SURYLVLRQV LQ %,7V� )RU PRUH
DERXW WKLV� VHH 685<$ 68%(',� ,17(51$7,21$/ ,19(670(17 /$:� 5(&21&,/,1*
32/,&< $1' 35,1&,3/( �²� ������� 1LFROHWWH %XWOHU 	 6XU\D 6XEHGL� 7KH )X�
WXUH RI ,QWHUQDWLRQDO ,QYHVWPHQW 5HJXODWLRQ� 7RZDUGV D :RUOG ,QYHVWPHQW
2UJDQLVDWLRQ"� �� 1(7+� ,17·/� /� 5(9� ��� �� �������
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(DFK &RQWUDFWLQJ 3DUW\ VKDOO DFFRUG WR DQ LQYHVWRU RI
WKH RWKHU &RQWUDFWLQJ 3DUW\ DQG�RU WR DQ LQYHVWPHQW RI
DQ LQYHVWRU RI WKH RWKHU &RQWUDFWLQJ 3DUW\� WUHDWPHQW QR
OHVV IDYRUDEOH WKDQ WKH WUHDWPHQW LW DFFRUGV LQ OLNH VLWX�
DWLRQV� WR LQYHVWRUV RI D WKLUG FRXQWU\ DQG WR WKHLU LQ�
YHVWPHQWV ZLWK UHVSHFW WR WKH FRQGXFW� RSHUDWLRQ� PDQ�
DJHPHQW� PDLQWHQDQFH� XVH� HQMR\PHQW DQG VDOH RU GLV�
SRVDO RI WKHLU LQYHVWPHQWV LQ LWV WHUULWRU\����

6LPLODUO\� $UWLFOH ���� RI $XVWUDOLD�,QGRQHVLD &RPSUHKHQVLYH
(FRQRPLF 3DUWQHUVKLS $JUHHPHQW �&(3$� SURYLGHV�

�� (DFK 3DUW\ VKDOO DFFRUG WR LQYHVWRUV RI WKH RWKHU
3DUW\ WUHDWPHQW QR OHVV IDYRXUDEOH WKDQ LW DFFRUGV� LQ
OLNH FLUFXPVWDQFHV� WR LQYHVWRUV DQG WKHLU LQYHVWPHQWV RI
DQ\ QRQ�3DUW\ ZLWK UHVSHFW WR WKH HVWDEOLVKPHQW� DFTXL�
VLWLRQ� H[SDQVLRQ� PDQDJHPHQW� FRQGXFW� RSHUDWLRQ DQG
VDOH RU RWKHU GLVSRVLWLRQ RI LQYHVWPHQWV LQ LWV WHUULWRU\�
�� (DFK 3DUW\ VKDOO DFFRUG WR FRYHUHG LQYHVWPHQWV
WUHDWPHQW QR OHVV IDYRXUDEOH WKDQ LW DFFRUGV� LQ OLNH FLU�
FXPVWDQFHV� WR LQYHVWPHQWV LQ LWV WHUULWRU\ RI LQYHVWRUV
RI DQ\ QRQ�3DUW\ ZLWK UHVSHFW WR WKH HVWDEOLVKPHQW� DF�
TXLVLWLRQ� H[SDQVLRQ� PDQDJHPHQW� FRQGXFW� RSHUDWLRQ
DQG VDOH RU RWKHU GLVSRVLWLRQ RI LQYHVWPHQWV�
�� )RU JUHDWHU FHUWDLQW\� WKH WUHDWPHQW UHIHUUHG WR LQ
WKLV $UWLFOH VKDOO QRW HQFRPSDVV LQWHUQDWLRQDO GLVSXWH
UHVROXWLRQ SURFHGXUHV RU PHFKDQLVPV� VXFK DV WKRVH LQ�
FOXGHG LQ 6HFWLRQ % �,QYHVWRU�6WDWH 'LVSXWH 6HWWOH�
PHQW�����

7KH UHOHYDQFH RI WKHVH SURYLVLRQV OLHV LQ WZR IDFWRUV� ILUVW� WKH
XVH RI ´LQ OLNH VLWXDWLRQVµ DQG ´LQ LWV WHUULWRU\µ DUH SKUDVHV WKDW
SRLQW WRZDUG WKH XVH RI 0)1 SURYLVLRQV IRU LQWHUQDO PHDVXUHV
RQO\� DQG VHFRQG� $UWLFOH ������� RI WKH $XVWUDOLD�,QGRQHVLD
&(3$ FOHDUO\ SURYLGHV WKDW 0)1 FODXVHV VKDOO QRW EH XVHG WR
ERUURZ GLVSXWH VHWWOHPHQW SURYLVLRQV���� 7KXV� WKLV UHFHQW VWDWH
EHKDYLRU HPSKDVL]HV WKH IDFW WKDW DQ 0)1 SURYLVLRQ VKRXOG
QRW EH LQWHUSUHWHG WKH ZD\ WKDW LW LV FXUUHQWO\ EHLQJ LQWHUSUHWHG

���� 1HWKHUODQGV 'UDIW 0RGHO %,7� VXSUD QRWH ��� �HPSKDVLV DGGHG��
���� $XVWUDOLD�,QGRQHVLD &RPSUHKHQVLYH (FRQRPLF 3DUWQHUVKLS $JUHH�
PHQW� $XVW��,QGRQ�� KWWSV���GIDW�JRY�DX�WUDGH�DJUHHPHQWV�QRW�\HW�LQ�IRUFH�
LDFHSD�LDFHSD�WH[W�3DJHV�LDFHSD�FKDSWHU����LQYHVWPHQW�DVS[ �HPSKDVLV DGG�
HG��
���� ,G� DUW� ��������
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E\ WULEXQDOV DQG VFKRODUV� IRU H[DPSOH� WR ERUURZ SURYLVLRQV
IURP WKLUG�SDUW\ %,7V�

9,� ,6 0)1 ,17(535(7$7,21 3$7+ '(3(1'(17"
7KLV DUWLFOH DUJXHV WKDW 0)1 LQWHUSUHWDWLRQV WKDW DOORZ IRU

WKH LPSRUWDWLRQ RI IDYRUDEOH SURYLVLRQV DUH SDWK GHSHQGHQW�
-RRVW 3DXZHO\Q��� DQG :ROIJDQJ $OVFKQHU���� LQ WKHLU VHSDUDWH
ZRUNV RQ ´SDWK GHSHQGHQF\�µ KDYH JUHDWO\ LQIOXHQFHG WKH GHYHO�
RSPHQW RI WKLV DUJXPHQW� 7KH FRQFHSW RI SDWK GHSHQGHQF\ SRV�
LWV WKDW SDVW GHFLVLRQV OLPLW VXEVHTXHQW FKRLFHV DQG VKDSH WKH
GHYHORSPHQW RI DQ LQVWLWXWLRQ LQ WKH IXWXUH����
3DXZHO\Q JLYHV DQ H[FHOOHQW H[DPSOH� ZKLFK KH FDOOV D ´ZLQG�

LQJ URDG�µ��� WR H[SODLQ SDWK GHSHQGHQF\�
&HQWXULHV DJR� D IXU WUDGHU FXW D SDWK WKURXJK GHQVH
ZRRGV� 7R DYRLG D ZROYHV· GHQ� KH WRRN D ZLQGLQJ� LQGL�
UHFW URXWH� /DWHU� WUDYHOOHUV GUDJJHG ZDJRQV DORQJ WKH
VDPH ZLQGLQJ SDWK WKH IXU WUDGHU FKRVH� GHHSHQLQJ WKH
JURRYHV DQG FOHDULQJ DZD\ VRPH WUHHV� ,QGXVWU\ FDPH
DQG VHWWOHG LQ WKH URDG·V EHQGV� HYHQ WKRXJK WKH ZROYHV·
GHQ ZDV ORQJ JRQH� +RXVLQJ GHYHORSPHQWV ZHUH FRQ�
VWUXFWHG WKDW ILW WKH URDG DQG LQGXVWU\� 7KH SDWK JRW
ZLGHQHG DQG SDYHG WR DOORZ IRU WRGD\·V WUXFNV� 7KH
ZLQGLQJ URDG ZH QRZ KDYH� GHSHQGHQW RQ WKH SDWK WDN�
HQ FHQWXULHV DJR E\ WKH IXU WUDGHU� LV QRW WKH RQH WKDW
WKH DXWKRULWLHV ZRXOG EXLOG LI WKH\ ZHUH FKRRVLQJ WKHLU
URDG WRGD\� +RZHYHU� VRFLHW\� KDYLQJ LQYHVWHG LQ WKH
SDWK LWVHOI DQG LQ WKH UHVRXUFHV DORQJVLGH WKH SDWK� LV
EHWWHU RII NHHSLQJ WKH ZLQGLQJ URDG WKDQ UD]LQJ WKH IDF�
WRULHV DQG KRXVHV DORQJ WKH EHQGV DQG SD\LQJ WR EXLOG D
QHZ� VWUDLJKW SDWK� ,I WKH URDG ZLQGV WRR PXFK� QHZ
WHFKQRORJLHV ZLOO GHYHORS WKDW ZLOO DOORZ YHKLFOHV WR WDNH
WKH EHQG ZLWKRXW JLYLQJ XS WRR PXFK VSHHG� ,I WKLV LQ�
FUHDVHV WKH QRLVH WRR PXFK� VRXQG ZDOOV PD\ EH EXLOW
DORQJ WKH URDG� 'ULYHUV PD\ KDYH WR EH EHWWHU WUDLQHG�

���� -RRVW 3DXZHO\Q� $W WKH (GJH RI &KDRV" )RUHLJQ ,QYHVWPHQW /DZ DV D
&RPSOH[ $GDSWLYH 6\VWHP� +RZ ,W (PHUJHG DQG +RZ ,W &DQ %H 5HIRUPHG� ��
,&6,' 5(9� ���� ��� �������
���� :ROIJDQJ $OVFKQHU� /RFNHG�,Q /DQJXDJH� +LVWRULFDO 6RFLRORJ\ DQG 7KH
3DWK 'HSHQGHQF\ RI ,QYHVWPHQW 7UHDW\ 'HVLJQ� LQ 5(6($5&+ +$1'%22. 21
7+( 62&,2/2*< 2) ,17(51$7,21$/ /$: ��� �0RVKH +LUVFK HW DO� HGV�� ������
���� -DPHV 0DKRQH\� 3DWK GHSHQGHQFH LQ KLVWRULFDO VRFLRORJ\� �� 7+(25<
62&� ���� ���²�� �������
���� 3DXZHO\Q� VXSUD QRWH ���� DW ����
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DQG VSHHG OLPLWV PD\ EH VWULFWHU WKDQ LI WKH URDG ZHUH D
VLPSOH� VWUDLJKW RQH� 7KH UHVXOW ZLOO QRW EH LGHDO� EXW WKH
WUDQVSRUWDWLRQ V\VWHP ZLOO DGDSW����

7KLV SDVVDJH DVVHUWV WKDW� GHVSLWH WKH SRVVLELOLW\ RI PRUH HIIL�
FLHQW SDWKZD\V� WKH URDG FKRVHQ E\ WKH IXU WUDGHU ZDV ODWHU IRO�
ORZHG E\ RWKHU WUDYHOHUV� HYHQ ZKHQ WKH UHDVRQV IRU ZKLFK WKH
IXU WUDGHU FKRVH WKDW SDWK GLG QRW H[LVW� ,W LV EHFDXVH VRFLHW\
KDV LQYHVWHG VR PXFK LQ WKH URDG WKDW LW LV GLIILFXOW WR PRYH
DZD\ IURP VXFK LQYHVWPHQW�
0DKRQH\ JLYHV WKH H[DPSOH RI WKH 4:(57< FRPSXWHU NH\�

ERDUG GHVLJQ� VWDWLQJ WKDW LW KDV EHFRPH VR HQWUHQFKHG WKURXJK
VHOI�UHLQIRUFLQJ SURFHVVHV WKDW LW LV GLIILFXOW WR PRYH DZD\ IURP
4:(57<� GHVSLWH WKH H[LVWHQFH RI EHWWHU PRGHOV �OLNH WKH 'YR�
UDN 0RGHO� WKDW DOORZ IRU IDVWHU W\SLQJ���� $OVFKQHU JLYHV WKUHH
UHDVRQV WR H[SODLQ WKH IRUFHV WKDW FUHDWH SDWK GHSHQGHQF\� HIIL�
FLHQF\� VRFLDOL]DWLRQ� DQG FRJQLWLYH ELDVHV���� (IILFLHQF\ LV EDVHG
RQ WKH ODZ RI LQFUHDVLQJ UHWXUQV� ZKLFK DUWLFXODWHV WKDW WKH FRVW
RI HQWUHQFKHG LQLWLDO FKRLFHV JURZV RYHU WLPH DQG WKLV PDNHV
VZLWFKLQJ WR PRUH HIILFLHQW PRGHOV GLIILFXOW� HYHQ WR WKH PRVW
UDWLRQDO DFWRUV���� 6RFLDOL]DWLRQ UHYROYHV DURXQG WKH LQWHUQDOL�
]DWLRQ RI D VRFLDO FRPPXQLW\·V SUDFWLFHV���� )RU H[DPSOH� D ODZ
VWXGHQW EXLOGV WKHLU XQGHUVWDQGLQJ EDVHG RQ WKH SULQFLSOHV GH�
YHORSHG LQ SDVW FDVHV���� &RJQLWLYH ELDVHV H[SODLQ WKH EHKDYLRU
RI SHRSOH ZKR WHQG WR OHDQ PRUH WRZDUGV WKH VWDWXV TXR UDWKHU
PDNLQJ QHZ FKRLFHV����
:KHQ SDWK GHSHQGHQF\ WKHRU\ LV DSSOLHG WR 0)1 LQWHUSUHWD�

WLRQ� LW LV GLIILFXOW WR DFFHSW WKDW 0)1 LQWHUSUHWDWLRQV DUH GH�
YHORSHG IURP VFUDWFK� 2QFH WKH WULEXQDO LQ $$3/ Y� 6UL
/DQND��� PDGH DQ LQWHUSUHWDWLRQ WKDW WKH 0)1 SURYLVLRQ FRXOG
EH XVHG WR ERUURZ WKLUG�SDUW\ SURYLVLRQV���� PDQ\ WULEXQDOV DQG
VFKRODUV EXLOW XSRQ WKLV LQWHUSUHWDWLRQ UDWKHU WKDQ ORRNLQJ LQWR
ZKHWKHU WKHUH ZDV DQ\ DOWHUQDWLYH LQWHUSUHWDWLRQ� ,Q IDFW� WKHUH
DUH YDULRXV WULEXQDOV WKDW KDYH FRPSOHWHO\ DEDQGRQHG WKH WDVN

���� ,G�
���� 0DKRQH\� VXSUD QRWH ����
���� $OVFKQHU� VXSUD QRWH ���� DW ���²���
���� ,G� DW ����
���� ,G�
���� ,G�
���� ,G�
���� $$3/ Y� 6UL /DQND�
���� ,G� DW ����
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RI MXVWLI\LQJ EURDG 0)1 LQWHUSUHWDWLRQ LQ LQWHUQDWLRQDO ODZ�
DVVXPLQJ WKDW HDUOLHU LQWHUSUHWDWLRQV PDGH E\ SUHYLRXV WULEX�
QDOV ZHUH FRPSOHWHO\ FRUUHFW���� 7KLV WHQGHQF\ WRZDUG WKH VWD�
WXV TXR� ZKHQ FKDOOHQJHG� VWDUWV D FHUHEUDWLRQ LQ DFDGHPLD����
,W LV DUJXHG� WKHUHIRUH� WKDW WKH FXUUHQW LQWHUSUHWDWLRQ RI WKH
0)1 FODXVH� ZKLFK DOORZV IRU WKH LPSRUWLQJ RI IDYRUDEOH SURYL�
VLRQV IURP WKLUG�SDUW\ %,7V� LV SDWK GHSHQGHQW DQG FHUWDLQO\
QRW WKH PRVW HIILFLHQW PRGHO IRU LQWHUSUHWLQJ 0)1 SURYLVLRQV�

&21&/86,21
,W LV GLIILFXOW WR XQGHUVWDQG DQG DFFHSW WKH EDVLV RI WKH ´FRQ�

YHQWLRQDO ZLVGRPµ RI XVLQJ 0)1 SURYLVLRQV WR ERUURZ SURYL�
VLRQV IURP WKLUG�SDUW\ %,7V� ,Q IDFW� LW DSSHDUV WKDW EHIRUH
$$3/ Y� 6UL /DQND���� VXFK D SUDFWLFH GLG QRW HYHQ H[LVW LQ WKH
%,7 UHJLPH� 7KLV MXGLFLDO DGYHQWXULVP� VWDUWHG E\ $$3/ Y� 6UL
/DQND���� ZDV ODWHU IROORZHG E\ YDULRXV WULEXQDOV���� 7KH SDWK
GHSHQGHQF\ E\ WKHVH WULEXQDOV WR VXFK LQWHUSUHWDWLRQ RI 0)1
SURYLVLRQV� VXSSRUWHG E\ YDULRXV VFKRODUV���� FUHDWHG WKLV QRWLRQ
RI ´FRQYHQWLRQDO ZLVGRP�µ
'HVSLWH KDYLQJ D TXHVWLRQDEOH EDVLV LQ LQWHUQDWLRQDO ODZ� WKLV

SUDFWLFH LV VRPHWLPHV FKHULVKHG DV FUHDWLQJ ´PXOWLODWHUDO UXOHV
RI LQYHVWPHQW SURWHFWLRQ�µ��� 6XFK DQ DVVHUWLRQ� DV WKLV DUWLFOH
H[SODLQV� LV SUREOHPDWLF� 7KH LQWHUSUHWDWLRQ RI WUHDW\ SURYLVLRQV
LQ D PDQQHU WKDW ZDV QHYHU LQWHQGHG E\ WKH VWDWHV LV ERXQG WR
FUHDWH SUREOHPV� ,Q WKH DEVHQFH RI FOHDU DQG XQDPELJXRXV VXE�
VWDQWLDWLRQ IRU WKH FRQYHQWLRQDO XVH RI DQ 0)1 SURYLVLRQ� LW LV

���� :KLWH ,QGXVWULHV Y� ,QGLD�
���� 6FKLOO� 0)1 &ODXVHV DV %LODWHUDO &RPPLWPHQWV WR 0XOWLODWHUDOLVP�
VXSUD QRWH �� %DWLIRUW 	 +HDWK� VXSUD QRWH �� $QGUHD .� %MRUNOXQG� 7KH (Q�
GXULQJ %XW 8QZHOFRPH 5ROH RI 3DUW\ ,QWHQW LQ 7UHDW\ ,QWHUSUHWDWLRQ� ��� $0�
-� ,17·/ /� 81%281' �� ������� 3DSDULQVNLV� VXSUD QRWH �� 3HUH]�$]QDU� VXSUD
QRWH ���� 0LFKDHO :DLEHO� 3XWWLQJ WKH 0)1 *HQLH %DFN LQ WKH %RWWOH� ��� $0�
-� ,17·/ /� 81%281' �� ������� 0F5DH� VXSUD QRWH ����
���� $$3/ Y� 6UL /DQND� DW ����
���� ,G�
���� ('), Y� $UJHQWLQD� $ULI Y� 0ROGRYD� $O :DUUDT Y� ,QGRQHVLD� $QVXQJ
+RXVLQJ Y� &KLQD� *DUDQWL .R]D Y� 7XUNPHQLVWDQ� 'HFLVLRQ RQ WKH 2EMHFWLRQ
WR -XULVGLFWLRQ IRU /DFN RI &RQVHQW� 7HLQYHU Y� $UJHQWLQD� 'HFLVLRQ RQ -XULV�
GLFWLRQ� $$3/ Y� 6UL /DQND�
���� 6HH� H�J�� 6FKLOO� 0XOLWLODWHUDOL]LQJ ,QYHVWPHQW 7UHDWLHV WKURXJK 0RVW�
)DYRUHG�1DWLRQ &ODXVHV ������� VXSUD QRWH �� 6FKLOO� 0)1 &ODXVHV DV %LODW�
HUDO &RPPLWPHQWV WR 0XOWLODWHUDOLVP� VXSUD QRWH ��
���� ,G�
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DUJXHG WKDW VXFK SUDFWLFH DPRXQWV WR IUDXG RQ WKH VRYHUHLJQW\
RI VWDWHV� )XUWKHU� WKH LQWHUSUHWDWLYH PHWKRGRORJLHV IROORZHG E\
WULEXQDOV GR QRW VHHP WR KDYH FRQIRUPHG WR WKH LQWHUSUHWDWLYH
VWHSV SURYLGHG XQGHU WKH 9&/7� 1RU LV WKHUH DQ\ MXVWLILFDWLRQ
WR IROORZ RWKHU LQWHUSUHWDWLYH PHWKRGRORJLHV�
,W LV VXEPLWWHG� WKHUHIRUH� WKDW XVLQJ DQ 0)1 SURYLVLRQ WR

ERUURZ SURYLVLRQV IURP WKLUG�SDUW\ %,7V LV QRW D VRXQG SUDFWLFH
IRU WKH IROORZLQJ UHDVRQV� ��� WKHUH LV QR LQTXLU\ DERXW WKH UHOH�
YDQW FRPSDUDWRU DQG� LQ WKH DEVHQFH RI VXFK DQ LQTXLU\� LW EH�
FRPHV GLIILFXOW WR HVWDEOLVK GLVFULPLQDWRU\ SUDFWLFHV� ��� LWV UD�
WLRQDOH DQG EDVLV LQ JHQHUDO LQWHUQDWLRQDO ODZ LV TXHVWLRQDEOH�
��� WKH HFRQRPLF DQG QRQ�UDWLRQDOH RI XVLQJ DQ 0)1 SURYLVLRQ
WR ERUURZ FODXVHV IURP WKLUG�SDUW\ %,7V DUH QRW ZHOO IRXQGHG
QRU HQWLUHO\ FRUUHFW� ��� WKH UHOHYDQW UXOHV RI LQWHUQDWLRQDO ODZ
VKRXOG EH XVHG WR LQWHUSUHW 0)1 SURYLVLRQV� DV SURYLGHG XQGHU
$UWLFOH �� RI WKH 9&/7� WR GHWHUPLQH WKH VFRSH RI WKH SURYL�
VLRQV� ��� WKH FRPSOLFDWLRQV FUHDWHG E\ VXFK XVH RI DQ 0)1 SUR�
YLVLRQ DUH KLJKO\ SUREOHPDWLF IRU WKH LQYHVWPHQW UHJLPH EH�
FDXVH WKH\ JLYH ULVH WR SUREOHPV OLNH WUHDW\�VKRSSLQJ� IUHH�
ULGHUVKLS� DQG MXULVGLFWLRQDO LVVXHV� ��� UHFHQW VWDWH EHKDYLRU
VKRZV D WUHQG DJDLQVW WKH FRQYHQWLRQDO XVH RI 0)1 SURYLVLRQV�
DQG ��� WKHUH LV D UHTXLUHPHQW IRU DQ REMHFWLYH WHVW WR GHWHUPLQH
WKH DFWXDO GLVFULPLQDWLRQ GXH WR WKH IDYRUDEOH ODQJXDJH RI D
%,7� ,Q WKH DEVHQFH RI VXFK D WHVW� WKH LQWHUSUHWDWLRQ RI 0)1
SURYLVLRQV UHPDLQV KLJKO\ VXEMHFWLYH DQG PDOOHDEOH� )RU WKH
DIRUHPHQWLRQHG UHDVRQV� LW LV VXEPLWWHG WKDW XVH RI 0)1 SURYL�
VLRQV WR ERUURZ FODXVHV IURP WKLUG�SDUW\ %,7V LV D SUREOHPDWLF
SUDFWLFH� KDYLQJ D GXELRXV EDVLV LQ JHQHUDO LQWHUQDWLRQDO ODZ�
DQG VKRXOG WKHUHIRUH EH SXW WR UHVW�
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