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7LP 0F&RUPLFN/ -RKQ 0RUDQ/ *XV 6DXWHU/ -HUHP\ 6LHJHO/ -DPHV 6KDSLUR/ *HRUJH 6RILDQRV1/ DQG +DQV
6WROO1 , WKDQN WKHP IRU WKHLU FRPHQWV/ PDQ\ RI ZKLFK FKDOOHQJHG P\ YLHZV1 6RPHWLPHV/ , FKDQJHG WKH WH[W
LQ UHVSRQVH WR WKHLU FRPPHQWV DQG VRPHWLPHV QRW1 7KXV/ QRQH RI WKH YLHZV H[SUHVVHG LQ WKLV SDSHU VKRXOG
EH DWWULEXWHG WR DQ\ RI WKHVH LQGLYLGXDOV1
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$EVWUDFW

,Q 4<:8/ &RQJUHVV GLUHFWHG WKH 6(& WR GHYHORS D QDWLRQDO PDUNHW V\VWHP LQ ZKLFK
DOO RUGHUV WR EX\ RU VHOO HTXLWLHV ZRXOG LQWHUDFW1 $ QDWLRQDO PDUNHW V\VWHP DEKRUV
IUDJPHQWDWLRQ DQG DVVXPHV WKDW RQH PDUNHW ZLOO EHVW VHUYH WKH QHHGV RI DOO LQYHVWRUV1
6XFK DQ DVVXPSWLRQ GRHV QRW FDSWXUH WKH UHDOLWLHV RI PRGHUQ PDUNHWV1 ,QYHVWRUV KDYH
GLIIHUHQW QHHGV DQG GLIIHUHQW PDUNHWV ZLOO GHYHORS WR VHUYH WKHVH QHHGV1 0DUNHWV DUH QRQ
DQRQ\PRXV/ DQG LQ VXFK PDUNHWV/ WKH YHU\ FRQFHSW RI ³EHVW SULFH´ LV QRW GHILQHG1
)UDJPHQWHG PDUNHWV DUH D QDWXUDO UHVXOW RI FRPSHWLWLRQ1 :LWKLQ WKH 86/ WKH VKDULQJ RI
WUDGH DQG TXRWH LQIRUPDWLRQ DPRQJ PDUNHWV KHOSV WR PLWLJDWH DQ\ GHOHWHULRXV HIIHFWV RI
IUDJPHQWDWLRQ1 7KH PDUNHWV RI WRPRUURZ ZLOO EH JOREDO1 ,Q D JOREDO PDUNHW/ WKH 6(&
ZLOO KDYH WR JLYH XS LWV JRDO RI D QDWLRQDO PDUNHW V\VWHP DQG IRFXV RQ RWKHU LVVXHV1 )RU
H[DPSOH/ LW ZLOO EH D FKDOOHQJH WR SURYLGH MXVW WKH VKDULQJ RI WUDGH LQIRUPDWLRQ DFURVV
ERUGHUV1 )XUWKHU/ WHFKQRORJ\ ZLOO DOORZ D PDUNHW FHQWHU RU RUGHU0JDWKHULQJ IXQFWLRQ WR EH
ORFDWHG DQ\ZKHUH LQ WKH ZRUOG1 7KLV WKUHDW RI UHORFDWLRQ ZLOO SODFH FRQVWUDLQWV RQ 86
UHJXODWRUV/ DQG JOREDO WUDGLQJ ZLOO PDNH LW PRUH GLIILFXOW IRU 86 DXWKRULWLHV WR UHJXODWH
LQYHVWPHQW SUDFWLFHV DQG WR SURWHFW 86 LQYHVWRUV1
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,1 ,QWURGXFWLRQ

(TXLW\ PDUNHWV ZRUOGZLGH DUH LQ D VWDWH RI FKDQJH1 7HFKQRORJ\ DQG WKH ,QWHUQHW

KDYH KDG DQG ZLOO FRQWLQXH WR KDYH D SURIRXQG LPSDFW RQ WKH VWUXFWXUH RI WKH HTXLW\

PDUNHWV1 5HFHQW UXOLQJV IURP WKH 6(& KDYH XQOHDVKHG QHZ FRPSHWLWLYH IRUFHV WKDW ZLOO

FKDOOHQJH HVWDEOLVKHG PDUNHWV1

7R GDWH/ WKH FRVW DQG DZNZDUGQHVV RI WKH VHWWOHPHQW SURFHVVHV DFURVV QDWLRQV KDYH

UHVWUDLQHG JOREDO FRPSHWLWLRQ/ EXW WKHVH SURFHVVHV DUH FKDQJLQJ1 $V FURVV0ERUGHU

VHWWOHPHQW EHFRPHV FKHDSHU DQG HDVLHU/ JOREDO WUDGLQJ PD\ LQFUHDVH DQG 86 UHJXODWRUV

ZLOO QHHG WR DGDSW WR WKLV QHZ HQYLURQPHQW1

7KH 4<:8 $PHQGPHQWV WR WKH 6HFXULWLHV ([FKDQJH $FW RI 4<67 VHW DV D QDWLRQDO

JRDO WKDW DOO VHFXULWLHV VKRXOG EH WUDGHG LQ D QDWLRQDO PDUNHW V\VWHP1 7KLV JRDO KDV VKDSHG

PXFK RI WKH 6(&¶V WKLQNLQJ VLQFH WKDW WLPH/ EXW WKLV JRDO PD\ FROOLGH ZLWK VRPH RI WKH

RQJRLQJ VWUXFWXUDO FKDQJHV RFFXUULQJ LQ WKH HTXLW\ PDUNHWV/ ERWK GRPHVWLFDOO\ DQG

ZRUOGZLGH1 $V DUJXHG EHORZ/ D QDWLRQDO PDUNHW V\VWHP UHSUHVHQWV D QDwYH DQG SDURFKLDO

YLHZ RI WKH ZD\ LQ ZKLFK HTXLWLHV WUDGH1 ,W LV LQFRPSDWLEOH ZLWK KRZ WKH PDUNHWV DUH

GHYHORSLQJ DQG ZLOO GHYHORS1

$ QDWLRQDO PDUNHW V\VWHP DEKRUV IUDJPHQWDWLRQ DV IUDJPHQWDWLRQ OLPLWV

LQWHUDFWLRQ DPRQJ RUGHU IORZ1 <HW/ IUDJPHQWDWLRQ LV DW WKH KHDUW RI FRPSHWLWLRQ1 1HZ

FRPSHWLWLRQ FUHDWHV IUDJPHQWDWLRQ/ EXW VLJQLILFDQW IUDJPHQWDWLRQ ZLOO RFFXU RQO\ LI WKH

FRPSHWLWLRQ LV VXFFHVVIXO1 ,I WKH FRPSHWLWLRQ LV H[WUHPHO\ VXFFHVVIXO/ H[LVWLQJ PDUNHWV

ZLOO GHFOLQH DQG IDLO/ UHVXOWLQJ XOWLPDWHO\ LQ OHVV IUDJPHQWDWLRQ1

7R EH HIIHFWLYH LQ WKLV LQFUHDVLQJO\ JOREDO ZRUOG/ WKH 6(& ZLOO KDYH WR JLYH XS LWV

JRDO RI D QDWLRQDO PDUNHW V\VWHP/ EHJLQ WR UHFRJQL]H WKH JOREDO QDWXUH RI WKH HTXLW\
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PDUNHWV/ DQG VKDSH LWV UHJXODWRU\ WKUXVW WR WKH UHJXODWRU\ LVVXHV RI D JOREDO PDUNHW1 7KH

6(& DQG RWKHU 86 UHJXODWRU\ DXWKRULWLHV ZLOO KDYH WR FRRUGLQDWH WKHLU DFWLYLWLHV ZLWK WKRVH

RI RWKHU QDWLRQV1

,Q IXWXUH \HDUV/ D ILUP OLNH 0LFURVRIW ZLOO WUDGH ZRUOGZLGH1 ,QYHVWRUV LQ $IULFD/

$VLD/ $XVWUDOLD/ (XURSH/ DQG 6RXWK $PHULFD ZLOO EH DEOH WR EX\ 86 VWRFNV GXULQJ WKHLU

QRUPDO EXVLQHVV KRXUV LQ WKHLU ORFDO FXUUHQF\1 2I JUHDW VLJQLILFDQFH WR 86 UHJXODWRUV LV

WKDW DQ 86 LQYHVWRU ZLOO EH DEOH WR WUDGH 86 VWRFNV LQ IRUHLJQ PDUNHWV1 %\ VR WUDGLQJ/ 86

LQYHVWRUV PD\ EH DEOH WR FLUFXPYHQW VRPH 86 UHJXODWLRQV OHJDOO\ DQG WR KLGH VRPH

TXHVWLRQDEOH/ DQG SRVVLEO\ LOOHJDO/ DFWLYLWLHV IURP 86 VXUYHLOODQFH1

7KH PRYHPHQW WRZDUGV JOREDO WUDGLQJ KDV EHJXQ DQG ZLOO FRQWLQXH1 :KHQ JOREDO

WUDGLQJ EHFRPHV D UHDOLW\/ DQ LQYHVWRU ZLOO FKRRVH WKH FRXQWU\ DQG FXUUHQF\ LQ ZKLFK WKH

WUDGH WDNHV SODFH1 $ 86 LQYHVWRU ZLOO EH DEOH WR WUDGH ZLWK MXVW D FOLFN RQ DQ\ PDUNHW WKDW

SURYLGHV DGYDQWDJHV RYHU WKRVH LQ WKH 861 6WLOO/ LW LV TXLWH SRVVLEOH WKDW WKH EXON RI WKH

WUDGLQJ LQ D VHFXULW\ ZLOO UHPDLQ LQ WKH GRPHVWLF PDUNHW1 7R EH VXFFHVVIXO/ D PDUNHW

UHTXLUHV D FULWLFDO PDVV RI OLTXLGLW\1 6LQFH WKH GRPHVWLF PDUNHW DOUHDG\ KDV WKDW PDVV/ LW LV

GLIILFXOW/ WKRXJK QRW LPSRVVLEOH/ IRU DQRWKHU PDUNHW WR HVWDEOLVK LWVHOI1

0RQLWRULQJ DQG UHJXODWLQJ WKLV PRYHPHQW WR JOREDO WUDGLQJ ZLOO EH RQH RI WKH

PDMRU UHJXODWRU\ FKDOOHQJHV RYHU WKH QH[W GHFDGH1 ,W ZLOO UHTXLUH WKDW GRPHVWLF UHJXODWRUV

FRRUGLQDWH WKHLU HIIRUWV ZLWK WKRVH RI RWKHU FRXQWULHV1

$ QRQ0H[KDXVWLYH OLVW RI FKDOOHQJHV LQ UHJXODWLQJ ZRUOGZLGH WUDGLQJ LQFOXGH= WKH

RYHUVLJKW RI D JOREDO VHWWOHPHQW V\VWHP/ WKH SUHYHQWLRQ RI IUDXG/ WKH PDLQWHQDQFH RI

WUDQVSDUHQF\/ WKH HQIRUFHPHQW RI VWRFNKROGHU ULJKWV/ WKH FROOHFWLRQ RI WD[HV/ DQG WKH

LQWHJUDWLRQ RI GLVSDUDWH DQG SHUKDSV FRQWUDGLFWRU\ ODZV1
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6HFWLRQV ,, DQG ,,, GHVFULEH WKH OHJLVODWHG QDWLRQDO PDUNHW V\VWHP DQG LWV

OLPLWDWLRQV1 6LQFH WKH FRQFHSW RI D QDWLRQDO PDUNHW V\VWHP XQGHUOLHV PXFK RI FXUUHQW 86

UHJXODWRU\ HIIRUWV/ LW LV LPSRUWDQW WR XQGHUVWDQG WKLV FRQFHSW DQG LWV OLPLWDWLRQV1 6HFWLRQV

,9 WKURXJK 9, KLJKOLJKW WKH FXUUHQW RUJDQL]DWLRQ RI WKH PDUNHWV/ LQFOXGLQJ WKH

FRQVROLGDWHG UHSRUWLQJ RI LQIRUPDWLRQ/ WKH SDUWLFLSDQWV/ DQG UHJXODWLRQV1 6HFWLRQV 9,, DQG

9,,, H[DPLQH VRPH RI WKH PDMRU LVVXHV RI WKH GD\ DQG DUJXH WKDW WKHVH LVVXHV ZLOO FKDQJH

DV WUDGLQJ EHFRPHV LQFUHDVLQJO\ JOREDO1 7KH ILQDO VHFWLRQ RIIHUV VRPH WKRXJKWV DERXW WKH

IXWXUH1

,,1 7KH /HJLVODWHG 1DWLRQDO 0DUNHW 6\VWHP

7KH 4<:8 $PHQGPHQWV WR WKH 6HFXULWLHV ([FKDQJH $FW RI 4<67 GLUHFWHG WKH 6(&

WR HVWDEOLVK D QDWLRQDO PDUNHW V\VWHP1 7KLV GLUHFWLYH KDV VKDSHG PXFK RI WKH UHJXODWRU\

HIIRUW RI WKH 6(& VLQFH WKDW WLPH DQG VWLOO GRHV1

7R TXRWH WKH $PHQGPHQWV/ ³7KH &RPPLVVLRQ LV GLUHFWHG 1 1 1 WR XVH LWV

$XWKRULW\ 1 1 1 WR IDFLOLWDWH WKH HVWDEOLVKPHQW RI D QDWLRQDO PDUNHW V\VWHP IRU VHFXULWLHV1´ 5

7KH $PHQGPHQWV DUH OHVV FOHDU DV WR ZKDW FRQVWLWXWHV D QDWLRQDO PDUNHW V\VWHP1

+RZHYHU/ WKH $PHQGPHQWV REVHUYHG WKDW ³>W@KH OLQNLQJ RI DOO PDUNHWV IRU TXDOLILHG

VHFXULWLHV WKURXJK FRPPXQLFDWLRQ DQG GDWD SURFHVVLQJ IDFLOLWLHV ZLOO IRVWHU HIILFLHQF\/

HQKDQFH FRPSHWLWLRQ/ LQFUHDVH WKH LQIRUPDWLRQ DYDLODEOH WR EURNHUV/ GHDOHUV/ DQG

LQYHVWRUV/ IDFLOLWDWH WKH RIIVHWWLQJ RI LQYHVWRUV¶ RUGHUV/ DQG FRQWULEXWH WR WKH EHVW H[HFXWLRQ

RI VXFK RUGHUV1´6 )XUWKHU/ D QDWLRQDO PDUNHW V\VWHP VKRXOG SURYLGH ³>W@KH RSSRUWXQLW\ 1 1 1

IRU LQYHVWRU¶V RUGHUV WR EH H[HFXWHG ZLWKRXW WKH SDUWLFLSDWLRQ RI D GHDOHU1´

5 6HF 44 $1 +D, +5, RI WKH 4<:8 $PHQGPHQWV1
6 6HF 44 $1 +D, +4, +', RI WKH 4<:8 $PHQGPHQWV1
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7KXV/ WKH FRQFHSW RI WKH QDWLRQDO PDUNHW V\VWHP LQYROYHV D OLQN RI VRPH W\SH

DPRQJ WKH YDULRXV PDUNHWV1 ,W FHUWDLQO\ LQFOXGHG WKH LGHD RI SULFH SULRULW\ RYHU DOO

PDUNHWV1 3ULFH SULRULW\ UHTXLUHV WKDW QR PDUNHW H[HFXWH D WUDGH DW D ZRUVH SULFH WKDQ

DYDLODEOH RQ DQRWKHU PDUNHW1 7KXV/ LI RQH PDUNHW SRVWV DQ RIIHU WR VHOO DW '53133 IRU

$%&/ QR LQYHVWRU VKRXOG SD\ PRUH WKDQ '53133 LQ DQRWKHU PDUNHW1

7KH DPHQGPHQWV ZHUH VLOHQW RQ WKH LVVXH RI WLPH SULRULW\ ZLWKLQ SULFH1 7LPH

SULRULW\ UHTXLUHV WKDW LQ WKH SUHVHQFH RI WZR RI PRUH RIIHUV WR VHOO DW WKH VDPH SULFH/ WKH

RIIHUV EH H[HFXWHG LQ WKH WLPH RUGHU LQ ZKLFK WKH\ DUH VXEPLWWHG1 6LPLODU WLPH SULRULW\

DSSOLHV WR ELGV1

$W WKH WLPH/ VRPH REVHUYHUV OLNH 0RUULV 0HQGHOVRQ/ 51 71:LOOLDPV/ DQG -D\

3HDNH WRRN LW IRU JUDQWHG WKDW D QDWLRQDO PDUNHW V\VWHP ZRXOG LQFOXGH WLPH SULRULW\1 ,Q

UHVSRQVH WR DQ 6(& UHTXHVW IRU SURSRVDOV/ WKH\ RXWOLQHG LQ 4<:9 WKH PDMRU FRPSRQHQWV RI

D FRQVROLGDWHG OLPLW RUGHU ERRN/ RU &/2%1 $ &/2% ZRUNV DV IROORZV= 6RPH LQYHVWRUV

VXEPLW OLPLW RUGHUV WR D FHQWUDOL]HG ERRN1 7KH RUGHUV LQ WKLV ERRN DUH H[HFXWHG DFFRUGLQJ

WR SULFH0WLPH SULRULW\1 2WKHU LQYHVWRUV VXEPLW PDUNHW RUGHUV WR EH H[HFXWHG DJDLQVW WKHVH

OLPLW RUGHUV1 7R SURYLGH VWULFW SULFH0WLPH SULRULW\/ DOO WUDGHV PXVW WDNH SODFH WKURXJK WKLV

&/2%> QR RUGHUV FDQ EH H[HFXWHG RXWVLGH WKH &/2%1 ,Q WKHLU PRGHO/ DOO RUGHUV DUH

DQRQ\PRXV1

2Q WKH VXUIDFH/ WKLV V\VWHP DSSHDUV WR EH HPLQHQWO\ IDLU1 $Q\ LQYHVWRU ZKR

VXEPLWWHG D OLPLW RUGHU ZRXOG EH DVVXUHG WKDW KLV RU KHU RUGHU ZRXOG EH H[HFXWHG

DFFRUGLQJ WR SULFH0WLPH SULRULW\1 $Q\ LQYHVWRU ZKR VXEPLWWHG D PDUNHW RUGHU ZRXOG

UHFHLYH WKH EHVW SULFH DYDLODEOH DW WKH WLPH17 1R RQH ZRXOG KDYH DQ XQIDLU DGYDQWDJH1

7 ,W LV QRW JHQHUDOO\ SRLQWHG RXU WKDW LQ D &/2% PDUNHW RUGHUV WKHPVHOYHV ZRXOG QHYHU FURVV ZLWKLQ WKH EHVW
ELG DQG RIIHU DV WKHUH LV ]HUR SUREDELOLW\ WKDW WZR PDUNHW RUGHUV ZRXOG DUULYH VLPXOWDQHRXVO\ LQ VXFK DQ
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7KLV PRGHO RI LQWHUDFWLRQ VWLOO JRYHUQV 6(& WKLQNLQJ1 ,Q LWV UHFHQW FRQFHSW UHOHDVH

RQ PDUNHW IUDJPHQWDWLRQ/8 WKH 6(& UHTXHVWHG FRPPHQWV RQ VL[ SRVVLEOH DFWLRQV/ UDQJLQJ

IURP WKH OHDVW LQWUXVLYH/ PRUH GLVFORVXUH RI H[HFXWLRQ TXDOLW\/ WR WKH PRVW LQWUXVLYH/ DQ

HOHFWURQLF LQWHJUDWLRQ RI DOO OLPLW RUGHUV IRU D VSHFLILF VHFXULW\ ZLWK WKH JRDO RI SUHVHUYLQJ

SULFH0WLPH SULRULW\ DFURVV DOO PDUNHWV1 7KLV ODVW DOWHUQDWLYH HFKRHV WKH HDUO\ GLVFXVVLRQ RI

D FHQWUDOL]HG OLPLW RUGHU ERRN ZLWK WKH LPSRUWDQW H[FHSWLRQ WKDW FHUWDLQ RUGHUV ZRXOG EH

H[HPSWHG/ VXFK DV LQVWLWXWLRQDO RUGHUV FURVVHG LQ WKH XSVWDLUV PDUNHWV1 7KH HIIHFW RI WKLV

H[FHSWLRQ LV WKDW VRPH RUGHUV ZRXOG EH DOORZHG WR WUDGH DKHDG RI OLPLW RUGHUV LQ WKH

FHQWUDO ERRN/ DQ HIIHFW WKDW VRPH ZRXOG LQWHUSUHW DV FRQWUDU\ WR WKH LQWHQW RI WKH 4<:8

$PHQGPHQWV1

7KH VXEVHTXHQW UHOHDVH RQ RUGHU URXWLQJ GLVFORVXUH RSWHG IRU JUHDWHU GLVFORVXUH RI

RUGHU H[HFXWLRQ TXDOLW\19 ,Q WKLV UHOHDVH/ WKH 6(& IXUWKHU REVHUYHG WKDW ³>0@DQ\

FRPPHQWHUV >RQ WKH UHOHDVH RQ PDUNHW IUDJPHQWDWLRQ@/ HVSHFLDOO\ LQVWLWXWLRQDO LQYHVWRUV/

VXSSRUWHG D QDWLRQZLGH V\VWHP RI SULFH2WLPH SULRULW\1´ $GGLWLRQDOOO\/ WKHVH FRPPHQWHUV

H[SUHVVHG ³VHULRXV FRQFHUQ DERXW PDUNHW IUDJPHQWDWLRQ1´

,,,1 7KH )DOODF\ RI ³2QH 0DUNHW )LWV $OO´

8QGHUO\LQJ WKH FDOO IRU D QDWLRQDO PDUNHW V\VWHP LV WKH SURSRVLWLRQ WKDW WKHUH LV

RQH EHVW SULFH DW DQ\ SRLQW LQ WLPH DQG WKDW WKDW SULFH LV EHVW DFKLHYHG LQ RQH W\SH RI

PDUNHW VWUXFWXUH1 ,Q WKLV YLHZ/ IDLUQHVV GHPDQGV WKDW DQ LQYHVWRU VXEPLWWLQJ D PDUNHW

RUGHU UHFHLYH WKLV EHVW SULFH1 7KH IROORZLQJ ZLOO DUJXH WKDW WKH YHU\ FRQFHSW RI D EHVW

SULFH LV QRW ZHOO GHILQHG DQG WKDW LQYHVWRUV PLJKW UDWLRQDOO\ SUHIHU GLIIHUHQW W\SHV RI

HOHFWURQLF PDUNHW1 7KH FURVVLQJ RI WZR PDUNHW RUGHUV ZLWKLQ WKH ELG DQG RIIHU DV RFFXUV ZLWKLQ WKH 1<6(
EHFDXVH PDUNHW RUGHUV DUH RIWHQ QRW H[HFXWHG LPPHGLDWHO\1
8 1R1 67075783/ )LOH 1R1 6501<6(0<<07;
9 1R1 670763;7/ )LOH 1R1 6:049033



;

PDUNHWV1 (YHQ WKH FRQFHSW RI IDLUQHVV FDQ RQO\ EH GHILQHG RQO\ ZLWKLQ D VSHFLILF PDUNHW

VWUXFWXUH1

)XUWKHU/ FRPSHWLWLYH PDUNHWV ZLOO EHFRPH IUDJPHQWHG LQ UHVSRQVH WR WKH GLYHUVH

GHPDQGV RI LQYHVWRUV1 6RPH LQYHVWRUV ZLOO SUHIHU RQH W\SH RI PDUNHW/ ZKLOH RWKHUV ZLOO

SUHIHU RWKHU W\SHV1 1R VLQJOH PDUNHW VWUXFWXUH ZLOO VDWLVI\ WKH QHHGV RI DOO LQYHVWRUV1

6RPH IUDJPHQWDWLRQ LV D QDWXUDO UHVXOW RI FRPSHWLWLRQ1

$1 7UDGH 3ULFH YHUVXV 1HW 3ULFH

7KH GHEDWH DERXW EHVW SULFH KDV YLUWXDOO\ DOZD\V FHQWHUHG RQ WKH WUDGH SULFH/ WKDW

LV/ EHIRUH FRPPLVVLRQV1 ,Q WKH WUDGLQJ RI PRVW 1<6(0OLVWHG VWRFNV/ WKH EURNHU W\SLFDOO\

DGGV D FRPPLVVLRQ1 ,Q WKH WUDGLQJ RI 1$6'$40OLVWHG VWRFNV/ DQ LQYHVWRU RIWHQ SD\V MXVW

WKH WUDGH SULFH/ EXW WRGD\/ PDQ\ LQYHVWRUV DUH LQFUHDVLQJO\ SD\LQJ D FRPPLVVLRQ LQ

DGGLWLRQ1 ,Q WKH HQG/ WKH SULFH WKDW DQ LQYHVWRU SD\V RU UHFHLYHV LV WKH QHW SULFH/ WKH WUDGH

SULFH DGMXVWHG IRU FRPPLVVLRQV1

7R VWDWH WKH REYLRXV/ WKH SULFH RI XOWLPDWH FRQFHUQ WR DQ LQYHVWRU LV WKLV QHW SULFH/

QRW WKH WUDGH SULFH1 ,Q WKH WUDGLWLRQDO PRGHO ZKHUH DQ RUGHU0JDWKHUHU UHFHLYHV DQ RUGHU

DQG WKHQ VHQGV LW WR D GLIIHUHQW PDUNHW IRU H[HFXWLRQ/ WKH WUDGH SULFH DQG FRPPLVVLRQ DUH

XQLTXHO\ GHILQHG/ DV HDFK LV GHWHUPLQHG LQ VHSDUDWH PDUNHWV/ DQG IRFXVLQJ RQ HDFK PDUNHW

SURYLGHV YDOLG LQIRUPDWLRQ1 +RZHYHU/ LQ D YHUWLFDOO\ LQWHJUDWHG ILUP WKDW DFWV ERWK DV DQ

RUGHU0JDWKHUHU DQG DV D PDUNHW PDNHU/ WKH GLVWLQFWLRQ EHWZHHQ WUDGH SULFH DQG QHW SULFH

EHFRPHV EOXUUHG1 )RU DQ\ QHW SULFH/ WKH WUDGH SULFH LV VRPHZKDW DUELWUDU\ VLQFH WKH

FRPPLVVLRQV FDQ DOZD\V EH DGMXVWHG XSZDUGV RU GRZQZDUGV DV QHFHVVDU\1

,Q WRGD\¶V ZRUOG/ WKH 1<6( DVVHUWV FRUUHFWO\ WKDW D PDUNHW RUGHU VXEPLWWHG WR LW LV

RIWHQ H[HFXWHG ZLWKLQ WKH 1%%2 +1DWLRQDO %HVW %LG DQG 2IIHU, ZKHQ WKH VSUHDG LV WZR RU



<

PRUH WLFNV1 7KXV/ E\ VXEPLWWLQJ DQ RUGHU WR WKH 1<6(/ DQ LQYHVWRU PLJKW REWDLQ ZKDW LV

WHUPHG ³SULFH LPSURYHPHQW1´ %XW DQ LQYHVWRU PLJKW UDWLRQDOO\ SUHIHU VHQGLQJ DQ RUGHU WR

DQRWKHU PDUNHW WKDW GRHV QRW RIIHU ³SULFH LPSURYHPHQW´ LI WKH QHW SULFH IURP XVLQJ WKDW

PDUNHW LV OHVV WKDQ WKH QHW SULFH IURP XVLQJ WKH 1<6(1

%XW WKH LVVXH LV PRUH FRPSOLFDWHG1 7R REWDLQ SULFH LPSURYHPHQW RQ WKH 1<6(/

WKHUH FDQ VRPHWLPHV EH D GHOD\ LQ H[HFXWLRQ RI 63 VHFRQGV DQG RFFDVLRQDOO\ PRUH1 2WKHU

PDUNHWV/ ZKLFK PLJKW QRW SURYLGH DV PXFK SULFH LPSURYHPHQW DV WKH 1<6(/ PD\ SURYLGH

TXLFNHU H[HFXWLRQ1 $ UHWDLO FXVWRPHU PLJKW FKRRVH WR IRUJR WKH SRVVLELOLW\ RI REWDLQLQJ D

EHWWHU QHW SULFH/ RU HYHQ D EHWWHU JURVV SULFH/ LQ UHWXUQ IRU D TXLFNHU H[HFXWLRQ1 ,QGHHG/ D

VXUYH\ FRQGXFWHG E\ 6DQIRUG &1 %HUQVWHLQ ) &R1/ ,QF1/ IRXQG WKDW 8; SHUFHQW RI RQ0OLQH

WUDGHUV UDWH LPPHGLDF\ RI H[HFXWLRQ DV PRUH LPSRUWDQW WKDQ D IDYRUDEOH SULFH LQ

HYDOXDWLQJ WKH TXDOLW\ RI D WUDGH H[HFXWLRQ1:

%1 'LIIHUHQW 1HHGV

,PSOLFLW LQ WKH GHVLUDELOLW\ RI D QDWLRQDO PDUNHW V\VWHP LV RQH RI WZR DVVXPSWLRQV=

7KH ILUVW DVVXPSWLRQ LV WKDW DOO LQYHVWRUV SUHIHU VXFK D PDUNHW1 <HW/ LQYHVWRUV KDYH

GLIIHUHQW QHHGV> DV VXJJHVWHG DERYH/ VRPH LQYHVWRUV SODFH D KLJK SUHPLXP RQ VSHHG RI

H[HFXWLRQ1 %XW WKH QHHGV RI LQYHVWRUV GLIIHU PXFK PRUH WKDQ WKLV VLPSOH H[DPSOH

LQGLFDWHV1 6RPH LQYHVWRUV/ DQG VRPH PDMRU RQHV DW WKDW/ SUHIHU D QRQ0DQRQ\PRXV PDUNHW

DQG ZLOO WU\ WR WUDGH RQO\ ZLWK LQYHVWRUV WKDW WKH\ NQRZ1 7KHVH LQYHVWRUV ZRXOG QRW ZDQW

D QDWLRQDO PDUNHW V\VWHP/ ZKRVH YHU\ HVVHQFH LV DQRQ\PLW\1

7KH VHFRQG DVVXPSWLRQ LV WKDW D QDWLRQDO PDUNHW V\VWHP RIIHUV H[WHUQDOLWLHV WKDW

ZRXOG JUHDWO\ HQKDQFH QDWLRQDO ZHDOWK1 6XFK H[WHUQDOLWLHV PLJKW LQFOXGH HQKDQFHG

OLTXLGLW\ WKDW FRXOG OHDG WR D UHGXFHG FRVW RI FDSLWDO1 7KLV SDSHU ZLOO QRW DGGUHVV WKLV
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LVVXH DV ZH GR QRW FXUUHQWO\ KDYH D QDWLRQDO PDUNHW V\VWHP DQG VXFK H[WHUQDOLWLHV KDYH

QRW \HW EHHQ HVWDEOLVKHG DV HPSLULFDOO\ LPSRUWDQW1

$W WKH WLPH RI WKH FDOO IRU D QDWLRQDO PDUNHW V\VWHP/ WKHUH ZDV OLWWOH UHFRJQLWLRQ

WKDW VRPH LQYHVWRUV SRVVHVV XQUHYHDOHG LQIRUPDWLRQ1 %DJHKRW ZDV SHUKDSV WKH ILUVW WR

UHFRJQL]H WKDW VRPH LQYHVWRUV GR VRPHWLPHV SRVVHVV VXFK LQIRUPDWLRQ DQG WR DQDO\]H KRZ

VXFK XQUHYHDOHG LQIRUPDWLRQ ZRXOG DIIHFW PDUNHW SULFHV1; +H DVVXPHG DQ DQRQ\PRXV

PDUNHW VWUXFWXUH PXFK OLNH WKDW HQYLVLRQHG E\ WKH QDWLRQDO PDUNHW V\VWHP1 *ORVWHQ DQG

0LOJURP IRUPDOL]HG %DJHKRW¶V LQVLJKW1<

7KH HIIHFWV RI XQUHYHDOHG LQIRUPDWLRQ DUH VLPSOH EXW SURIRXQG1 *ORVWHQ DQG

0LOJURP SURSRVHG DQ DQRQ\PRXV PDUNHW LQ ZKLFK D PDUNHW PDNHU SRVWV D ELG IRU RQH

VKDUH/ D SULFH DW ZKLFK LW LV ZLOOLQJ WR EX\/ DQG DQ RIIHU IRU RQH VKDUH/ D SULFH DW ZKLFK LW LV

ZLOOLQJ WR VHOO1 7KH PDUNHW PDNHU DFWV FRPSHWLWLYHO\ DQG WKXV VHWV WKH ELG DQG RIIHU DW

OHYHOV VXFK WKDW LWV H[SHFWHG SURILW LV ]HUR1 7KH PDUNHW PDNHU IDFHV QR H[SOLFLW FRVWV/ VXFK

DV IHHV/ FOHULFDO H[SHQVHV/ DQG VR RQ1 ,Q WKLV PRGHO/ WKH VSUHDG DULVHV VROHO\ WR SURWHFW WKH

PDUNHW PDNHU DJDLQVW ORVVHV WR NQRZOHGJHDEOH WUDGHUV/ QRW WR FRYHU WKH GLUHFW FRVWV RI

EHLQJ D GHDOHU1

$IWHU WKH PDUNHW PDNHU SRVWV D ELG DQG DQ RIIHU/ DQ LQYHVWRU DUULYHV DQG GHFLGHV

ZKHWKHU WR KLW HLWKHU WKH ELG RU WKH RIIHU1 7KHUH DUH WZR W\SHV RI LQYHVWRUV= XQLQIRUPHG

WUDGHUV ZKR QHHG WR WUDGH IRU UHDVRQV RI OLTXLGLW\ DQG LQIRUPHG LQYHVWRUV ZKR SRVVHVV

XQUHYHDOHG LQIRUPDWLRQ DERXW WKH WUXH SULFH RI WKH VHFXULW\1 $OWKRXJK PRUH UHVWULFWLYH

: ³:HHNO\ 1RWHV1´ %HUQVWHLQ 5HVHDUFK +1HZ <RUN= 6DQIRUG &1%HUQVWHLQ ) &R1/ ,QF1/0D\ 45/ 5333,1
;:DOWHU %DJHKRW/ ³7KH 2QO\ *DPH LQ 7RZQ/´ )LQDQFLDO $QDO\VW -RXUQDO/ 4<:5/ Y5;+4,/ ;30;71
< /DZUHQFH 51 *ORVWHQ DQG 3DXO 510LOJURP/ ³%LG/ $VN DQG 7UDQVDFWLRQ 3ULFHV LQ D 6SHFLDOLVW 0DUNHW ZLWK
+HWHURJHQHRXVO\ ,QIRUPHG 7UDGHUV/´ -RXUQDO RI )LQDQFLDO (FRQRPLFV/ 4<;8/ Y47+4,/ :40433
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WKDQ QHFHVVDU\/ WKH IROORZLQJ DVVXPHV WKDW WKH LQIRUPHG WUDGHU NQRZV WKH WUXH YDOXH RI

WKH VHFXULW\ WR ZKLFK WKH PDUNHW SULFH ZLOO PRYH LQ WKH QHDU IXWXUH1

7KLV PRGHO DVVXPHV WKDW D OLTXLGLW\ WUDGHU ZLOO DOZD\V WUDGH/ ZKLOH DQ LQIRUPHG

WUDGHU ZLOO WUDGH RQO\ LI LW LV WR KLV DGYDQWDJH1 7R LOOXVWUDWH WKH GHFLVLRQ RI DQ LQIRUPHG

WUDGHU/ DVVXPH WKDW WKH ELG LV 53 DQG WKH RIIHU LV 531431 ,I WKH LQIRUPHG WUDGHU NQRZV WKDW

WKH SULFH ZLOO PRYH WR 4</ KH ZRXOG FHUWDLQO\ VHOO WKH VWRFN DW WKH ELG RI 531 ,I KH NQRZV

LW ZLOO PRYH WR 53138/ KH ZRXOG QRW WUDGH1 ,I KH NQRZV WKDW WKH SULFH ZLOO PRYH WR 54/ KH

ZRXOG EX\ DW 531431

7KH PDUNHW PDNHU ZKR WUDGHV ZLWK DQ LQIRUPHG WUDGHU DOZD\V ORVHV1 7R EUHDN

HYHQ RQ DYHUDJH/ WKH GHDOHU ZLOO VHW WKH ELG DQG RIIHU WR UHFRXS IURP OLTXLGLW\ WUDGHUV ZKDW

LV ORVW WR LQIRUPHG WUDGHUV1 ,Q DQ DQRQ\PRXV PDUNHW/ OLTXLGLW\ WUDGHUV ORVH DQG LQIRUPHG

WUDGHUV ZLQ1

,Q WKLV PDUNHW/ WKHUH LV D XQLTXH ELG DQG RIIHU1 :KDW PDNHV WKLV ELG DQG RIIHU

XQLTXH LV WKH DQRQ\PLW\ RI WKH LQYHVWRU1 7KH PDUNHW PDNHU GRHV QRW NQRZ ZKHWKHU WKH

LQYHVWRU LV LQIRUPHG RU XQLQIRUPHG1 ,I DQ LQYHVWRU FRXOG FUHGLEO\ LGHQWLI\ KLPVHOI DV

XQLQIRUPHG/ WKDW LQYHVWRU ZRXOG UHFHLYH D EHWWHU SULFH/ DQG WKHUH ZRXOG QRW EH D VLQJOH

SULFH1 7KXV/ VRPH LQYHVWRUV ZRXOG SUHIHU QRQ0DQRQ\PRXV PDUNHWV LQ ZKLFK WKH\ FRXOG

REWDLQ EHWWHU SULFHV1 ,Q D QRQ0DQRQ\PRXV PDUNHW/ WKH WUDQVDFWLRQ SULFHV GHSHQG XSRQ WKH

LGHQWLW\ RI WKH EX\HUV DQG VHOOHUV1 7KHUH LV QR XQLTXH IDLU SULFH DV WKHUH LV LQ DQ

DQRQ\PRXV PDUNHW/ VXFK DV D &/2%1

,QGHHG/ WKLV LV H[DFWO\ ZKDW KDV WUDQVSLUHG LQ WKH WUDGLQJ RI VWRFNV ZLWKLQ PXWXDO

IXQG FRPSOH[HV DQG VRPH RWKHU ODUJH LQVWLWXWLRQDO LQYHVWRUV1 )RU LQVWDQFH/ ILUPV OLNH

9DQJXDUG RU %DUFOD\V *OREDO ,QWHUQDWLRQDO URXWLQHO\ WUDGH VWRFNV IURP RQH IXQG RU
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DFFRXQW WR DQRWKHU LQ UHVSRQVH WR DGGLWLRQV DQG UHGHPSWLRQV143 ,Q WKH FDVH RI 9DQJXDUG/

WKH WUDGH SULFH LV WKH ODVW WUDGH1 6LQFH WKH ODVW WUDGH FRXOG EH DW WKH ELG RU WKH RIIHU RU LQ

EHWZHHQ/ WKH DYHUDJH WUDGH SULFH ZLOO EH QHDU WKH PLG SRLQW RI WKH ELG DQG RIIHU1 %RWK

IXQGV RU DFFRXQWV ZLOO RQ DYHUDJH UHFHLYH EHWWHU SULFHV WKDQ WKURXJK WKH WUDGLWLRQDO

PDUNHWV1 7KH WUDGHV DUH FOHDUO\ PRWLYDWHG E\ OLTXLGLW\ DQG VKRXOG UHFHLYH EHWWHU SULFHV

WKDQ WKH\ ZRXOG LQ DQ DQRQ\PRXV PDUNHW1

4XLWH DSDUW IURP UHDVRQV RI DQRQ\PLW\/ LQVWLWXWLRQDO LQYHVWRUV RIWHQ KDYH RUGHUV

IRU ZKLFK WKH\ IHHO WKDW WKH\ ZLOO REWDLQ EHWWHU H[HFXWLRQ WKURXJK RWKHU PDUNHWV WKDQ WKH

SULPDU\ RQH1 ,QVWLWXWLRQV URXWLQHO\ XVH WKH XSVWDLUV PDUNHW WR WUDGH ODUJH EORFNV RI VWRFN1

7KH XSVWDLUV PDUNHW PDNHU PD\ ILQG DQRWKHU VLGH IRU WKH WUDGH WR FURVV RU DFW DV SULQFLSDO

DQG ZRUN WKH RUGHU ODWHU144

&1 ,QQRYDWLRQ

&RPSHWLWLRQ EUHHGV LQQRYDWLRQ1 6RPH LQQRYDWLRQV DUH GHVLJQHG WR PHHW VSHFLDO

QHHGV1 $Q H[DPSOH LV 3RVLW/ ZKLFK LV GHVLJQHG WR SURYLGH ORZ0FRVW H[HFXWLRQ IRU WUDGHV

WKDW QHHG QRW EH LPPHGLDWH1 2WKHU LQQRYDWLRQV SURYLGH GLUHFW FRPSHWLWLRQ WR H[LVWLQJ

PDUNHWV1 $Q H[DPSOH LV WKH KLJKO\ VXFFHVVIXO 1DVGDT 433 7UXVW/ ZKLFK WKH $PHULFDQ

6WRFN ([FKDQJH SLRQHHUHG1 2WKHU PDUNHW FHQWHUV/ OLNH WKH 1<6( DQG ,VODQG/ QRZ WUDGH

WKLV LQVWUXPHQW1 6XFK FRPSHWLWLRQ XQGRXEWHGO\ UHGXFHV FRVW1

&RPSHWLWLRQ DQG LQQRYDWLRQ FDQ OHDG WR IUDJPHQWDWLRQ1 6LJQLILFDQW IUDJPHQWDWLRQ

UHVXOWV RQO\ LI WKH LQQRYDWLRQ LV VXFFHVVIXO/ DQG QRW DOO LQQRYDWLRQ LV VXFFHVVIXO1 $Q

H[DPSOH LV WKH IDLOHG 2SWLPDUN1 <HW/ LI LQQRYDWLRQ LV WUXO\ VXFFHVVIXO/ VXFK LQQRYDWLRQ

43 1HLWKHU WKH &RQVROLGDWHG 7DSH $VVRFLDWLRQ QRU 1$6'$4 UHSRUWV WKHVH WUDGHV1
44 *URVVPDQ/ 6DQIRUG -1/ ³7KH ,QIRUPDWLRQDO 5ROH RI 8SVWDLUV DQG 'RZQVWDLUV 7UDGLQJ1´ -RXUQDO RI
%XVLQHVV/ 4<<5/ Y98+7,/ 83<085;1
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PD\ HYHQ GULYH RWKHU WUDGLQJ DUHQDV RXW RI EXVLQHVV DQG/ DIWHU WKH WUDQVLWLRQ SURFHVV/

UHVXOW LQ OHVV IUDJPHQWDWLRQ1

,91 7KH %LQGLQJ RI 0DUNHWV

7KRXJK LW LV QDWXUDO IRU PDUNHWV WR IUDJPHQW DORQJ WKH QHHGV RI GLIIHUHQW JURXSV RI

LQYHVWRUV/ WKH QHDU VLPXOWDQHRXV UHSRUWLQJ RI TXRWH DQG WUDGH LQIRUPDWLRQ KDV ERXQG

WRJHWKHU WKH 86 HTXLW\ PDUNHW FHQWHUV1 7KXV/ 86 LQYHVWRUV RI ERWK VPDOO DQG ODUJH PHDQV

KDYH UHDVRQDEO\ JRRG NQRZOHGJH RI ZKDW LV KDSSHQLQJ LQ DOO PDUNHW FHQWHUV1

86 LQYHVWRUV QRZ WDNH IRU JUDQWHG WKH FRQVROLGDWHG UHSRUWLQJ RI LQIRUPDWLRQ1

6RPH PDMRU WHOHYLVLRQ VWDWLRQV URXWLQHO\ SURYLGH D VDPSOLQJ RI ODVW WUDGH SULFHV DQG

YROXPH RI VWRFNV OLVWHG RQ ERWK WKH 1<6( DQG 1$6'$4145 7KH ZHE SDJHV RI PDQ\

WUDGLQJ SRUWDOV SURYLGH UHDO0WLPH TXRWHV DQG ODVW WUDGH SULFHV WR LQYHVWRUV1

:KHWKHU WKH 86 LQYHVWRU KDV DOO WKH LQIRUPDWLRQ WKDW ZRXOG EH XVHIXO LQ

HYDOXDWLQJ PDUNHW FHQWHUV LV DQ RSHQ TXHVWLRQ1 7KHUH LV QR VWDQGDUG DV WR ZKDW VKRXOG EH

PDGH DYDLODEOH DQG DW ZKDW WLPH LQWHUYDOV/ DQG PDUNHWV GLIIHU ZLGHO\ LQ ZKDW LV GLVFORVHG

DQG ZKHQ1 7R OLVW VRPH H[DPSOHV/ WKH 86 FRUSRUDWH ERQG PDUNHW LV D IUDJPHQWHG GHDOHUV¶

PDUNHW ZLWK YLUWXDOO\ QR WUDGLQJ LQIRUPDWLRQ DYDLODEOH WR WKH SXEOLF/ HYHQ ZLWK GHOD\V1

7KH /RQGRQ HTXLW\ PDUNHW DOORZV D PDUNHW PDNHU WR GHOD\ WKH UHSRUWLQJ RI ODUJH WUDGHV1

6RPH PDUNHWV/ VXFK DV WKH 86 IXWXUHV PDUNHW/ GR QRW UHSRUW YROXPH DV LW RFFXUV1

91 7KH 6WUXFWXUH RI 86 0DUNHWV 7RGD\

7KH 1HZ <RUN 6WRFN ([FKDQJH DQG 1$6'$4 DUH WKH WZR SULPDU\ OLVWHUV RI 86

HTXLWLHV1 $V RI 'HFHPEHU 64/ 5333/ 1$6'$4 OLVWHG 7:54 LVVXHV ZLWK D PDUNHW YDOXH RI

619 WULOOLRQ GROODUV/ DQG WKH 1<6( OLVWHG 5/;95 LVVXHV RI FRPPRQ VWRFN ZLWK D PDUNHW
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YDOXH RI 4516 WULOOLRQ GROODUV1 7KXV/ WKH WRWDO PDUNHW YDOXH RI HTXLWLHV OLVWHG RQ ERWK WKH

1<6( DQG 1$6'$4 ZDV 481< WULOOLRQ GROODUV1

$1 7KH ,QYHVWRUV

$FFRUGLQJ WR WKH IORZ RI IXQGV/ WKH WRWDO PDUNHW YDOXH RI DOO HTXLWLHV RWKHU WKDQ

PXWXDO IXQGV KHOG E\ 86 LQYHVWRUV WRWDOHG 4:14 WULOOLRQ GROODUV DV RI 'HFHPEHU 64/

5333²VRPHZKDW PRUH WKDQ WKH 481< WULOOLRQ GROODUV UHSRUWHG E\ WKH WZR PDMRU PDUNHW

FHQWHUV1 3DUW RI WKLV GLIIHUHQFH PD\ EH GXH WR GLUHFW KROGLQJV RI IRUHLJQ VWRFNV E\ 86

LQYHVWRUV LQ H[FHVV RI WKH GLUHFW KROGLQJV RI 86 VWRFNV E\ IRUHLJQHUV1 $QRWKHU SDUW RI WKLV

GLIIHUHQFH PD\ EH GXH WR WKH LQFOXVLRQ LQ WKH IORZ RI IXQGV RI QRQ0OLVWHG HTXLWLHV DQG

HTXLWLHV OLVWHG RQ WKH $PHULFDQ 6WRFN ([FKDQJH1

$JDLQ DFFRUGLQJ WR WKH IORZ RI IXQGV/ LQGLYLGXDOV KHOG GLUHFWO\ 918 WULOOLRQ GROODUV

RU 6; SHUFHQW RI WKH WRWDO PDUNHW YDOXH RI HTXLWLHV KHOG E\ 86 LQYHVWRUV146 7KHVH GLUHFW

KROGLQJV DUH KLJKO\ FRQFHQWUDWHG/ ZLWK PLOOLRQDLUHV KROGLQJ 85 SHUFHQW RI DOO LQGLYLGXDOO\

KHOG VWRFN147 ,Q DGGLWLRQ WR WKHVH GLUHFW KROGLQJV/ PDQ\ LQGLYLGXDOV DOVR KDYH VLJQLILFDQW

EHQHILFLDO KROGLQJV RI HTXLWLHV WKURXJK PXWXDO IXQGV DQG SHQVLRQ IXQGV1

(VWLPDWHV RI LQGLYLGXDO WUDGLQJ DUH VXEMHFW WR PXFK HUURU1 +RZHYHU/ LI RQH

DWWULEXWHV DOO SULQWV IRU 1<6(0OLVWHG VWRFNV RI OHVV WKDQ 5433 VKDUHV WR LQGLYLGXDOV/ WKH

WUDGLQJ RI LQGLYLGXDOV ZRXOG UHSUHVHQW :18 SHUFHQW RI WKH FRQVROLGDWHG VKDUH YROXPH RI

45 7KH ODVW WUDGHV UHSRUWHG DUH D ILOWHUHG OLVW RI DOO WUDGHV1 7R GLVSOD\ DOO WUDGHV ZRXOG PDNH WKH LQIRUPDWLRQ
XQUHDGDEOH1 6WLOO/ WKLV ILOWHUHG OLVW GRHV SURYLGH D UHWDLO LQYHVWRU ZLWK VXIILFLHQW LQIRUPDWLRQ WR MXGJH
ZKHWKHU D WUDGH RFFXUUHG DW D UHDVRQDEOH SULFH1
467DEOH /1546 LQ WKH )ORZ RI )XQGV/ GDWHG 6HSWHPEHU 4;/ 5334/ UHSRUWV WKDW KRXVHKROGV RZQ :3751< ELOOLRQ
GROODUV RI HTXLWLHV DV RI 'HFHPEHU 64/ 53331 ,Q WKH )ORZ RI )XQGV/ KRXVHKROGV LQFOXGH QRQ0SURILWV1 ,Q
4<<9/ WKH KRXVHKROG VHFWRU KHOG 797514 ELOOLRQ GROODUV/ RI ZKLFK 66;16 UHSUHVHQWV QRQ0SURILWV1 7KH \HDU
4<<9 ZDV WKH ODVW \HDU IRU ZKLFK EUHDNRXW LV DYDLODEOH1 7KXV/ WKH HTXLW\ KROGLQJV RI QRQ0SURILWV UHSUHVHQW
URXJKO\ : SHUFHQW RI WKH KRXVHKROG VHFWRU1 ,I WKH\ UHSUHVHQW WKH VDPH SURSRUWLRQ WRGD\/ WKH GROODU DPRXQW
RZQHG E\ WKH KRXVHKROG VHFWRU VKRXOG EH UHGXFHG E\ : SHUFHQW WR \LHOG WKH QXPEHU LQ WKH WH[W1
470LFKDHO *ROGVWHLQ DQG ,JRU .UXWRY/ ³7KH )XWXUH RI 0RQH\ 0DQDJHPHQW/´ +1HZ <RUN= 6DQIRUG &1
%HUQVWHLQ ) &R1/ ,QF1/ 5333,1
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1<6(0OLVWHG VWRFNV DV RI $XJXVW 5333148 ,QWHUHVWLQJO\/ WKLV VKDUH LV VRPHZKDW OHVV WKDQ

WKH FRUUHVSRQGLQJ SHUFHQWDJH RI <1< SHUFHQW LQ 4<<91 6LQFH WKH WUDGHV RI LQGLYLGXDOV DUH

JHQHUDOO\ VPDOO/ LQGLYLGXDOV ZRXOG DFFRXQW IRU D PXFK JUHDWHU SURSRUWLRQ RI WKH QXPEHU

RI WUDGHV DV GLVWLQFW IURP YROXPH1

(VWLPDWLQJ UHWDLO YROXPH RQ 1$6'$4 LV DOVR GLIILFXOW DV LQVWLWXWLRQV DUH PRUH

OLNHO\ WR VSOLW WKHLU RUGHUV LQWR D QXPEHU RI VPDOOHU RUGHUV/ DQG WKXV WKH QXPEHU RI VPDOO

RUGHUV LV QRW DV JRRG D PHDVXUH RI UHWDLO WUDGLQJ DV LW LV IRU 1<6(0OLVWHG VWRFNV1

+RZHYHU/ 6DQIRUG &1 %HUQVWHLQ ) &R1/ ,QF1/ KDV HVWLPDWHG WKDW DV RI 0DUFK 64/ 5333/

UHWDLO FXVWRPHUV/ LQFOXGLQJ GD\ WUDGHUV/ UHSUHVHQWHG PRUH WKDQ 93 SHUFHQW RI 1DVGDT VKDUH

YROXPH149 7KLV HVWLPDWH LQGLFDWHV WKDW UHWDLO WUDGLQJ SOD\V D JUHDWHU UROH LQ 1DVGDT0OLVWHG

VWRFNV WKDW LQ 1<6(0OLVWHG VWRFNV1

,Q 4<<</ :;1: PLOOLRQ LQGLYLGXDOV RZQHG VWRFN GLUHFWO\ RU LQGLUHFWO\ WKURXJK

PXWXDO IXQGV14: 'HVSLWH WKH SUHVV JLYHQ WR ,QWHUQHW WUDGLQJ/ RQO\ 44 SHUFHQW XVHG WKH

,QWHUQHW WR EX\ RU VHOO VWRFNV LQ 4<<;1 7KHVH LQGLYLGXDOV WHQGHG WR EH \RXQJHU +PHGLDQ

DJH RI 74,/ PRUH DIIOXHQW +PHGLDQ LQYHVWPHQW LQ HTXLWLHV RI '45:/933,/ DQG EHWWHU

HGXFDWHG WKDQ WKH W\SLFDO LQYHVWRU14; 7KH SHUFHQWDJH RI LQYHVWRUV XVLQJ WKH ,QWHUQHW LV

XQGRXEWHGO\ JUHDWHU WRGD\ DV WKH QXPEHU RI RQ0OLQH EURNHUDJH DFFRXQWV KDV GRXEOHG IURP

4<<; WKURXJK 4<<<1

,QVWLWXWLRQDO LQYHVWRUV KDYH LQYHVWPHQW GLVFUHWLRQ RYHU D JUHDWHU SURSRUWLRQ RI

HTXLW\ LQYHVWPHQWV WKDQ LQGLYLGXDOV1 ,Q WXUQ/ ULFK LQGLYLGXDOV DFFRXQW IRU D

48 (0PDLO IURP -XOLH )U\HU/ 1HZ <RUN 6WRFN ([FKDQJH/ 2FWREHU 48/ 53341 $ ³SULQW´ LV D UHSRUW RI WKH
QXPEHU RI VKDUHV WUDGHG DW D VSHFLILF SULFH DW D VSHFLILF WLPH1 7KH QXPEHU RI VKDUHV WUDGHG LQ D SULQW FDQ
UHSUHVHQW PRUH WKDQ RQH WUDGH1
49 %HUQVWHLQ 5HVHDUFK :HHNO\ 1RWH +1HZ <RUN= 6DQIRUG &1 %HUQVWHLQ ) &R1/ ,QF1/0DUFK 64/5333,1
4: (TXLW\ 2ZQHUVKLS LQ $PHULFD +,QYHVWPHQW &RPSDQ\ ,QVWLWXWH DQG 6HFXULWLHV ,QGXVWU\ $VVRFLDWLRQ/ )DOO
4<<<,
4; ,ELG/ S1 5<1
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GLVSURSRUWLRQDWH VKDUH RI LQGLYLGXDOO\ KHOG VWRFN1 )RU 1<6( VWRFNV/ LQVWLWXWLRQV DFFRXQW

IRU D PXFK JUHDWHU SRUWLRQ RI WKH YROXPH WKDQ GR LQGLYLGXDOV1 ,Q FRQWUDVW/ LQGLYLGXDOV

PD\ EH PRUH DFWLYH WUDGHUV RI 1$6'$4 VWRFNV WKDQ DUH LQVWLWXWLRQV1

,Q LQWHUSUHWLQJ WKHVH UHWDLO WUDGLQJ QXPEHUV/ LW VKRXOG EH SRLQWHG RXW WKDW RQO\ D

OLPLWHG QXPEHU RI UHWDLO FXVWRPHUV WUDGH DFWLYHO\1 $FFRUGLQJ WR D UHFHQW VXUYH\/ RQO\ 6

SHUFHQW RI LQGLYLGXDOV RZQLQJ HTXLWLHV WUDGHG PRUH WKDQ 45 WLPHV LQ 4<<;14< 7KXV/ WKH

KLJK SHUFHQWDJH RI UHWDLO YROXPH RQ 1$6'$4 LV FRQFHQWUDWHG LQ D OLPLWHG QXPEHU RI

LQGLYLGXDOV1

,QYHVWRUV LQ 86 VWRFNV DUH D GLVSDUDWH JURXS= 7KHUH DUH LQVWLWXWLRQDO LQYHVWRUV/

KRXVHKROGV ZLWK VXEVWDQWLDO DVVHWV/ D ODUJH QXPEHU RI KRXVHKROGV ZLWK OLPLWHG DVVHWV/ GD\

WUDGHUV/ OHVV DFWLYH WUDGHUV/ IRUHLJQ LQYHVWRUV/ DQG VR RQ1 $OO RI WKHVH UHSUHVHQW GLIIHUHQW

FRQVWLWXHQFLHV/ DQG LW VKRXOG EH H[SHFWHG/ DV KDV RFFXUUHG/ WKDW GLIIHUHQW ZD\V RI WUDGLQJ

ZLOO HYROYH WR VDWLVI\ WKHLU YDU\LQJ QHHGV1

%1 7KH ,QGXVWU\

7UDGLQJ VWRFNV LQYROYHV WKUHH SULPDU\ IXQFWLRQV= 7KH ILUVW IXQFWLRQ LV WKH

JDWKHULQJ RI WUDGLQJ RUGHUV1 7KH VHFRQG IXQFWLRQ LV WKH H[HFXWLRQ RI WKHVH RUGHUV1 7KH

WKLUG IXQFWLRQ LV WKH VHWWOHPHQW RI WKH WUDGHV1 )RU WKH PRVW SDUW/ WKHVH IXQFWLRQV WRGD\

UHVLGH LQ GLIIHUHQW RUJDQL]DWLRQV1

7KH FRVW VWUXFWXUHV DQG WKH VRFLDO H[WHUQDOLWLHV RI WKHVH WKUHH IXQFWLRQV GLIIHU1

)XUWKHU/ HDFK HQWDLOV GLIIHUHQW UHJXODWRU\ LVVXHV1

7KH ILUPV WKDW JDWKHU RUGHUV UDQJH IURP IXOO0VHUYLFH EURNHUV/ VXFK DV 0HUULOO

/\QFK DQG 0RUJDQ 6WDQOH\/ WR GHHS GLVFRXQW EURNHUV/ VXFK DV )UHHWUDGH1FRP1 7KHUH DUH D

ODUJH QXPEHU RI WKHVH ILUPV1 $V RI 2FWREHU 58/ 5334/ <DKRR$ OLVWHG 59; IXOO0VHUYLFH
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ILUPV/ 474 GLVFRXQW ILUPV/ :3 GD\ WUDGLQJ ILUPV/ DQG 449 ,QWHUQHW WUDGLQJ ILUPV1 6RPH

ILUPV PD\ EH OLVWHG PRUH WKDQ RQFH/ EXW WKH QXPEHU RI RUGHU0JDWKHUHUV LV VWLOO ODUJH1 7KDW

WKHUH DUH VR PDQ\ ILUPV LQGLFDWHV WKDW HQWU\ LV HDV\ DQG WKDW WKHUH DUH QRW VXEVWDQWLDO

HFRQRPLHV RI VFDOH1

,Q FRQWUDVW WR WKH RUGHU0JDWKHULQJ ILUPV/ PDQ\ IHZHU RUJDQL]DWLRQV H[HFXWH WUDGHV1

1<6(0OLVWHG VWRFNV DUH WUDGHG LQ YDULRXV PDUNHW FHQWHUV/ EXW WKH 1<6( LV WKH GRPLQDQW

PDUNHW1 ,Q 5333/ WKH 1<6( FDSWXUHG ;51;; SHUFHQW RI WKH FRQVROLGDWHG WDSH YROXPH RI

1<6(0OLVWHG VWRFN> WKH ILYH UHJLRQDO H[FKDQJHV FDSWXUHG ;1;5 SHUFHQW/ DQG 1$6'$4

FDSWXUH ;163 SHUFHQW1 6LQFH HDFK 1<6(0OLVWHG VWRFN LV DVVLJQHG WR D VLQJOH VSHFLDOLVW/

IUDJPHQWDWLRQ RI WUDGLQJ LQ 1<6(0OLVWHG VWRFNV LV OLPLWHG1

7KH WUDGLQJ RI 1$6'$40OLVWHG VWRFNV LV VSUHDG RYHU PDQ\ PRUH PDUNHW FHQWHUV1

7KHUH DUH WZR SULQFLSDO W\SHV RI PDUNHW FHQWHUV= PDUNHW PDNHUV DQG (&1V1 $V RI -XQH

5333/ WKHUH ZHUH DQ DYHUDJH RI 471< PDUNHW PDNHUV SHU OLVWHG0VWRFN/ ZKLOH IRU WKH WRS RQH

SHUFHQW RI LVVXHV E\ GROODU YROXPH/ WKHUH ZHUH DQ DYHUDJH RI :519 PDUNHW PDNHUV1

$OWKRXJK WKHVH QXPEHUV VHHP ODUJH/ WKHUH LV D KLJK GHJUHH RI FRQFHQWUDWLRQ RI RUGHU IORZ

LQ DQ\ VWRFN LQ D OLPLWHG QXPEHU RI PDUNHW PDNHUV1 )XUWKHU/ DOO RI WKHVH PDUNHW PDNHUV

DUH OLQNHG WRJHWKHU HOHFWURQLFDOO\1 6RPH RI WKHVH OLQNV DUH ELODWHUDO/ ZKLOH RWKHUV/ VXFK DV

62(6/ DUH SURYLGHG E\ 1DVGDT1

$ PDMRU EDUULHU WR D QHZ PDUNHW FHQWHU LV REWDLQLQJ D FULWLFDO PDVV RI RUGHU IORZ1

1HZ PDUNHWV IDFH D IRUPLGDEOH FKDOOHQJH LQ DWWUDFWLQJ WKH QHHGHG RUGHU IORZ WR WKULYH=

ZLWQHVV WKH IDLOHG 2SWLPDUN RU WKH $UL]RQD 6WRFN ([FKDQJH/ ZKLFK KDV QRZ VXVSHQGHG

RSHUDWLRQV1 7R GLVSODFH DQ H[LVWLQJ PDUNHW/ WKH QHZ PDUNHW FHQWHU PXVW RIIHU

VLJQLILFDQWO\ EHWWHU VHUYLFHV WKDQ WKH HVWDEOLVKHG PDUNHWV1

4< ,ELG1 S1 5<1
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7KH VHWWOHPHQW SURFHVV LV HYHQ PRUH FHQWUDOL]HG1 ,Q WKH 86/ WKH 'HSRVLWRU\ 7UXVW

) &OHDULQJ &RUSRUDWLRQ LV WKH IRFDO SRLQW IRU WKLV WUDQVIHUULQJ RI RZQHUVKLS IURP RQH

HQWLW\ WR DQRWKHU1 ,Q DGGLWLRQ WR WKH PHFKDQLFV/ WKH '7&& JXDUDQWHHV WKH FRQWUD SDUW\

ULVN1 ,Q DQWLFLSDWLRQ RI WKH GLVFXVVLRQ EHORZ/ WKH SUREOHPV WKDW PXVW EH RYHUFRPH LQ

HVWDEOLVKLQJ D JOREDO VHWWOHPHQW SODWIRUP LQFOXGH= RQH/ GLIIHUHQW VHWWOHPHQW SHULRGV DFURVV

QDWLRQV LQWHUDFWLQJ ZLWK GLIIHUHQFHV LQ WLPH ]RQHV> WZR/ WKH PHVKLQJ RI OHJDO DQG

UHJXODWRU\ SURFHVV DPRQJ FRXQWULHV> DQG WKUHH/ PLQLPL]LQJ WKH FRQWUD SDUW\ ULVN LQ

VHWWOLQJ WUDGHV DFURVV QDWLRQV1 2I FRXUVH/ WKHVH SUREOHPV DUH LQWHUUHODWHG1

9,1 5HJXODWLRQ

,Q UHFHQW \HDUV/ WKH 6(& KDV EHHQ H[WUHPHO\ DFWLYH LQ HQFRXUDJLQJ FRPSHWLWLRQ

DFURVV PDUNHW FHQWHUV1 7KHVH LQLWLDWLYHV KDYH KDG WKH PRVW LPSDFW RQ 1$6'$4/ EXW WKH\

ZLOO XOWLPDWHO\ KDYH D PDMRU LPSDFW RQ WKH 1<6( DV ZHOO1

7KHUH DUH WKUHH PDLQ LQLWLDWLYHV= WKH 0DQQLQJ UXOHV/ WKH RUGHU GLVSOD\ UXOHV/ DQG

$76 +DOWHUQDWLYH WUDGLQJ V\VWHP, UXOHV1 $OWKRXJK HDFK RI WKHVH DGGUHVVHV GLIIHUHQW

DVSHFWV RI WKH PDUNHW SODFH/ WKHLU WRWDO LPSDFW FDQ EH XQGHUVWRRG RQO\ WKURXJK WKHLU

LQWHUDFWLRQ1

$1 7KH 0DQQLQJ 5XOHV

7KH 0DQQLQJ UXOHV UHTXLUH WKDW D PDUNHW PDNHU LQ 1$6'$4 VWRFNV H[HFXWH D

FXVWRPHU¶V OLPLW RUGHU EHIRUH H[HFXWLQJ DQ RUGHU IRU LWV RZQ DFFRXQW1 $VVXPH D PDUNHW

PDNHU UHFHLYHV D OLPLW RUGHU WR VHOO 433 VKDUHV DW '53133 DQG WKHQ UHFHLYHV D PDUNHW RUGHU

WR EX\ 433 VKDUHV1 3ULRU WR WKH 0DQQLQJ UXOHV/ WKH PDUNHW PDNHU FRXOG KDYH VROG 433

VKDUHV WR WKH PDUNHW RUGHU IURP LWV RZQ LQYHQWRU\ DW '53133/ OHDYLQJ WKH OLPLW RUGHU

XQILOOHG1 8QGHU WKH 0DQQLQJ UXOHV/ WKH PDUNHW PDNHU KDV WR H[HFXWH WKH PDUNHW RUGHU
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DJDLQVW WKH FXVWRPHU OLPLW RUGHU RI '53133 XQOHVV WKH PDUNHW PDNHU LPSURYHV WKH SULFH E\

VHOOLQJ DW D SULFH OHVV WKDQ '531331

7KH 0DQQLQJ UXOHV WKXV DVVXUH D FXVWRPHU WKDW LI KH RU VKH KDV SODFHG D OLPLW RUGHU

ZLWK D PDUNHW PDNHU DQG WKDW PDUNHW PDNHU UHFHLYHV D PDUNHW RUGHU WKDW FDQ EH PDWFKHG

ZLWK WKH OLPLW RUGHU/ WKH OLPLW RUGHU ZLOO EH H[HFXWHG XQOHVV WKH PDUNHW PDNHU EHWWHUV WKH

SULFH1 ,I WKH PDUNHW PDNHU KDV WZR RU PRUH OLPLW RUGHUV DW WKH VDPH SULFH/ WKH\ ZLOO EH

H[HFXWHG LQ WLPH SULRULW\1

:KDW WKH 0DQQLQJ UXOHV GR QRW SURYLGH LV WLPH SULRULW\ DFURVV DOO PDUNHW PDNHUV

IRU 1DVGDT VWRFNV DW D JLYHQ SULFH1 7KXV/ DQ LQYHVWRU IDFHV WKH SRVVLELOLW\ WKDW D QHZO\

VXEPLWWHG OLPLW RUGHU DW WKH VDPH SULFH WR DQRWKHU PDUNHW PDNHU ZLOO EH H[HUFLVHG EHIRUH

KLV RU KHU HDUOLHU VXEPLWWHG OLPLW RUGHU1

8QGHU WKH 0DQQLQJ UXOHV/ WKH SUREDELOLW\ RI DQ H[HFXWLRQ RI D OLPLW RUGHU GHSHQGV

XSRQ WKH RUGHU IORZ UHFHLYHG E\ WKH PDUNHW PDNHU1 $V WKH RUGHU IORZ WR D PDUNHW PDNHU

LQFUHDVHV/ WKH SUREDELOLW\ RI D OLPLW RUGHU EHLQJ H[HFXWHG DOVR LQFUHDVHV1 3ULRU WR WKH

0DQQLQJ UXOHV/ WKHUH ZDV QR DVVXUDQFH RI H[HFXWLRQ1

%1 2UGHU 'LVSOD\ 5XOHV

7KRXJK WKH 0DQQLQJ UXOHV ZHUH D VWHS IRUZDUG LQ SURWHFWLQJ WKH LQYHVWRU/ D

PDUNHW PDNHU RU DQ (&1 VWLOO KDG QR REOLJDWLRQ WR GLVSOD\ D OLPLW RUGHU WKDW LPSURYHG WKH

1%%21 7KXV/ LI WKH 1%%2 ZHUH D ELG RI 53 DQG DQ RIIHU RI 53143 DQG D PDUNHW PDNHU

UHFHLYHG D OLPLW VHOO DW 53138/ WKH PDUNHW PDNHU KDG QR REOLJDWLRQ WR GLVSOD\ WKH EHWWHU

RIIHU1 +RZHYHU/ LI WKH PDUNHW PDNHU UHFHLYHG D PDUNHW EX\/ WKH 0DQQLQJ UXOHV UHTXLUHG

WKDW WKH PDUNHW PDNHU H[HUFLVH WKH RUGHU DJDLQVW WKH OLPLW VHOO RI 53138 RU LPSURYH WKH

SULFH1
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7KH 2UGHU 'LVSOD\ 5XOHV/ ZKLFK ZHUH SXEOLVKHG LQ 4<<9/ UHTXLUH WKDW D PDUNHW

FHQWHU +PDUNHW PDNHU/ (&1/ RU DQ H[FKDQJH, WKDW UHFHLYHV D ELG RU RIIHU WKDW EHWWHUV WKH

1%%2 WDNH RQH RI WKUHH DFWLRQV= 2QH/ H[HFXWH WKH OLPLW RUGHU LPPHGLDWHO\ DJDLQVW LWV

RZQ LQYHQWRU\1 7ZR/ GLVSOD\ WKH EHWWHU SULFH DV SDUW RI LWV RZQ TXRWH1 7KUHH/ VHQG WKH

OLPLW RUGHU WR DQRWKHU PDUNHW PDNHU ZKR ZRXOG WKHQ KDYH WKH VDPH WKUHH FKRLFHV1

,PSRUWDQWO\/ WKH 2UGHU 'LVSOD\ UXOHV UHTXLUH WKDW WKH TXRWHV RI (&1V EH LQWHJUDWHG

LQWR WKH 1%%21 )RU WHFKQLFDO UHDVRQV/ WKH TXRWHV RI VRPH (&1V IRU 1<6(0OLVWHG VWRFNV

KDYH QRW EHHQ IXOO\ LQWHJUDWHG LQWR WKH 1%%21 7KH LPPHGLDWH HIIHFW RI WKH RUGHU GLVSOD\

UXOHV ZDV WR QDUURZ WKH VSUHDGV RQ 1$6'$4 VWRFNV/ DV WKH TXRWHV RI (&1V ZHUH

IUHTXHQWO\ EHWWHU WKDQ RWKHU TXRWHV1 (YHQ LI (&1 TXRWHV ZHUH QRW GLVSOD\HG/ WKH VSUHDGV

PLJKW VWLOO KDYH QDUURZHG/ DV UHWDLO FXVWRPHUV UHDOL]H WKDW WKHLU EHWWHU OLPLW RUGHU ZRXOG

QRZ EH GLVSOD\HG DQG SRVVLEO\ KLW1

7KH FRPELQHG HIIHFW RI WKH 0DQQLQJ UXOHV DQG WKH RUGHU KDQGOLQJ UXOHV KDV OLNHO\

LQFUHDVHG WKH SUREDELOLW\ WKDW UHWDLO DQG LQVWLWXWLRQDO OLPLW RUGHUV WKDW HTXDO RU LPSURYHG

WKH 1%%2 ZRXOG EH H[HFXWHG1 $V IDU DV WKLV DXWKRU NQRZV/ QR VWXG\ LQ WKH SXEOLF

GRPDLQ KDV DGGUHVVHG WKH PDJQLWXGH RI WKLV SUREDELOLW\1

&1 $OWHUQDWLYH 7UDGLQJ 6\VWHP

7KH $OWHUQDWLYH 7UDGLQJ 6\VWHP UXOLQJ PDGH LW HDVLHU WR HVWDEOLVK D QHZ

H[FKDQJH/ DQG DV RI 2FWREHU 58/ 5334/ WKH 6(& DSSURYHG $UFKLSHODJR¶V DSSOLFDWLRQ1

,VODQG¶V DSSOLFDWLRQ LV VWLOO SHQGLQJ1 $UFKLSHODJR LV D IRU0SURILW FRPSDQ\ DQG ZLOO SURYLGH

LQFUHDVHG FRPSHWLWLRQ WR WKH QRQ0SURILW 1<6(1

$V DQ DVLGH/ LW LV XVHIXO WR SDXVH WR FRQVLGHU WKH GLIIHUHQFH EHWZHHQ DQ (&1 DQG

DQ H[FKDQJH1 $V PHQWLRQHG DERYH/ (&1V DUH EURNHU0GHDOHUV UHJXODWHG E\ 1$6'> WKH\
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PDWFK SXEOLF RUGHUV DQG GR QRW DFW DV SULQFLSDOV1 %RWK WKH (&1 IRUP RI RUJDQL]DWLRQ DQG

DQ H[FKDQJH KDYH DGYDQWDJHV DQG GLVDGYDQWDJHV1 $ PDMRU DGYDQWDJH RI DQ (&1 LV WKDW

1$6' SHUIRUPV WKH UHJXODWRU\ IXQFWLRQ DQG IUHHV WKH (&1 IURP WKLV DFWLYLW\1 $ PDMRU

DGYDQWDJH RI DQ H[FKDQJH LV WKDW LW UHFHLYHV ZKDW LV WHUPHG ³WDSH UHYHQXH1´ 6XFK WDSH

UHYHQXH FRPHV IURP WKH VDOH RI TXRWH DQG ODVW WUDGH GDWD WR SXEOLF YHQGRUV1 7KLV FDQ

UHSUHVHQW EHWZHHQ 53 WR 73 SHUFHQW RI DQ H[FKDQJH¶V UHYHQXH1 7KH WDSH UHYHQXH IRU

WUDGHV H[HFXWHG RQ DQ (&1 JRHV WR 1DVGDT1 $QRWKHU DGYDQWDJH RI DQ H[FKDQJH LV WKDW LW

PD\ KDYH PRUH ODWLWXGH LQ VHWWLQJ LWV RZQ UXOHV1

9,,1 &RPSHWLWLRQ/ )UDJPHQWDWLRQ/ DQG 3ULFH07LPH 3ULRULW\

$ &/2% LV WKH RQO\ ZD\ WR PDLQWDLQ VWULFW SULFH0WLPH SULRULW\ DFURVV DOO OLPLW

RUGHUV1 $OO RUGHUV ZRXOG KDYH WR SDVV WKURXJK WKLV &/2%> RWKHUZLVH/ D FURVVHG

LQVWLWXWLRQDO RUGHU/ IRU LQVWDQFH/ PLJKW EH H[HUFLVHG DKHDG RI DQ DOUHDG\ VXEPLWWHG OLPLW

RUGHU WR WKH OLPLW RUGHU¶V GLVDGYDQWDJH1 6XFK D &/2% ZRXOG HOLPLQDWH IUDJPHQWDWLRQ/

EXW LW ZRXOG DOVR SODFH D VWUDLJKWMDFNHW RQ FRPSHWLWLRQ1

&RPSHWLWLRQ LV LQFRPSDWLEOH ZLWK D &/2%1 &RPSHWLWLRQ UHTXLUHV IUDJPHQWDWLRQ1

3ULFH0WLPH SULRULW\ FDQQRW EH SUHVHUYHG LQ D IUDJPHQWHG PDUNHW1 7KXV/ WKHUH LV D WUDGHRII

DPRQJ FRPSHWLWLRQ/ IUDJPHQWDWLRQ/ DQG SULFH0WLPH SULRULW\1

7UDQVSDUHQF\ DFURVV PDUNHW FHQWHUV KHOSV PLWLJDWH WKH HIIHFWV RI IUDJPHQWDWLRQ1

/DVW WUDGH DQG TXRWH UHSRUWLQJ SURYLGH D JUHDW GHDO RI WUDQVSDUHQF\ DFURVV 86 PDUNHW

FHQWHUV/ EXW PDUNHW FHQWHUV DUH QRW IXOO\ WUDQVSDUHQW1 )RU H[DPSOH/ LQYHVWRUV FDQQRW

FRPSDUH PDUNHW FHQWHUV RQ WKHLU VSHHG RI H[HFXWLRQ RU RQ WKH ILOO UDWH RI OLPLW RUGHUV1 ,W LV

IXOO\ FRQVLVWHQW ZLWK FRPSHWLWLRQ IRU UHJXODWRUV WR DVVHVV WKH DGHTXDF\ RI FXUUHQW

GLVFORVXUH SUDFWLFHV DQG WKHQ WR UHTXLUH WKDW PRUH RU OHVV LQIRUPDWLRQ EH GLVVHPLQDWHG1 ,Q
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WKLV UHJDUG/ WKH 6(& KDV PDQGDWHG WKH HDFK PDUNHW FHQWHU SXEOLVK VXPPDU\ GDWD WKDW PD\

DOORZ D EHWWHU FRPSDULVRQ RI H[HFXWLRQ TXDOLW\ DFURVV PDUNHWV IRU RUGHUV RI OHVV WKDQ

43/333 VKDUHV1

6WULFW SULFH0WLPH SULRULW\ LV LQFRQVLVWHQW ZLWK FRPSHWLWLRQ1 ,Q D FRPSHWLWLYH ZRUOG/

DQ LQYHVWRU FDQ H[SHFW RQO\ WKDW KLV RU KHU OLPLW RUGHU ZLOO KDYH D UHDVRQDEOH SUREDELOLW\

RI EHLQJ H[HFXWHG LQ D WLPHO\ PDQQHU1 :KDW LV UHDVRQDEOH DQG ZKDW LV WLPHO\ ZLOO YDU\

IURP RQH LQYHVWRU WR DQRWKHU DQG SUREDEO\ VKRXOG QRW EH UHJXODWHG1 +RZHYHU/ WKH

LQYHVWRU VKRXOG KDYH DFFHVV WR WKH LQIRUPDWLRQ UHTXLUHG WR FRPSDUH WKH TXDOLW\ RI

H[HFXWLRQ RI OLPLW RUGHU DFURVV PDUNHW FHQWHUV/ DQG/ DV PHQWLRQHG DERYH/ WKH 6(& LV QRZ

PDQGDWLQJ WKH GLVFORVXUH RI GDWD WKDW PD\ DOORZ VXFK FRPSDULVRQV1

)RU 1$6'$40OLVWHG VWRFNV/ WKH 0DQQLQJ UXOHV JXDUDQWHH WKDW D OLPLW RUGHU

VXEPLWWHG WR DQ\ LQGLYLGXDO PDUNHW FHQWHU/ D PDUNHU PDNHU RU (&1/ ZLOO EH H[HUFLVHG

DFFRUGLQJ WR VWULFW SULFH0WLPH SULRULW\ ZLWKLQ WKDW PDUNHW FHQWHU1 7KXV/ WKH SUREDELOLW\ WKDW

D OLPLW RUGHU VXEPLWWHG WR D SDUWLFXODU PDUNHW FHQWHU ZLOO EH H[HUFLVHG LQ D WLPHO\ IDVKLRQ

GHSHQGV XSRQ WKH PDJQLWXGH RI WKH RUGHU IORZ JRLQJ WR WKDW PDUNHW FHQWHU1 7KH

PDJQLWXGH RI WKH RUGHU IORZ JRLQJ WR D SDUWLFXODU PDUNHW GHSHQGV XSRQ ERWK WKH RYHUDOO

RUGHU IORZ LQ D SDUWLFXODU VWRFN DQG WKH FRQFHQWUDWLRQ RI WKDW RUGHU IORZ DPRQJ WKH WRS

PDUNHW PDNHUV153

)RU 1<6(0OLVWHG VWRFNV/ WKH LVVXH LV PRUH FRPSOLFDWHG1 )LUVW/ WKHUH LV QR DWWHPSW

WR SUHVHUYH SULFH0WLPH SULRULW\ DFURVV UHJLVWHUHG H[FKDQJHV1 6HFRQG/ WUDGLQJ RQ WKH 1<6(

LWVHOI GRHV QRW DOZD\V FRQIRUP WR SULFH0WLPH SULRULW\ DFURVV DOO WUDGHV/ HYHQ WKRXJK WLPH

SULRULW\ ZLWKLQ WKH OLPLW RUGHU ERRN LWVHOI LV PDLQWDLQHG1 $V RQH H[DPSOH/ D FOHDQ FURVV
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FRXOG WDNH SODFH DW WKH SULFH RI D SUHYLRXVO\ VXEPLWWHG OLPLW RUGHU1 $V DQRWKHU H[DPSOH/

WKH WUDGLQJ UXOHV RI WKH 1<6( VRPHWLPHV SHUPLW D IORRU WUDGHU ZLWK D QHZO\ DUULYHG RUGHU

WR WUDGH LQ IURQW RI D SUHYLRXVO\ VXEPLWWHG OLPLW RUGHU1 7KH ODWWHU H[DPSOH GRHV QRW

QHFHVVDULO\ H[SRVH WKH 1<6( WR FULWLFLVP1 7UDGLQJ SUDFWLFHV RQ WKH 1<6( DUH FRPSOH[1

)ORRU WUDGHUV KDYH FHUWDLQ DGYDQWDJHV RYHU WKRVH RII WKH ([FKDQJH/ DQG RQH RI WKHVH LV

WKDW WKH\ FDQ VRPHWLPHV WUDGH DKHDG RI SUHYLRXVO\ VXEPLWWHG OLPLW RUGHUV1 *LYLQJ FHUWDLQ

DGYDQWDJHV WR IORRU WUDGHUV PD\ HQFRXUDJH WKH LQWHUDFWLRQ RI PRUH RUGHUV RQ WKH IORRU RI

WKH 1<6(/ WKHUHE\ GHFUHDVLQJ IUDJPHQWDWLRQ DQG LQFUHDVLQJ WKH SUREDELOLW\ WKDW OLPLW

RUGHUV ZLOO EH H[HFXWHG1 :KHWKHU VXFK H[WHUQDOLWLHV LQ HQKDQFLQJ OLTXLGLW\ H[LVW LV DQ

HPSLULFDO TXHVWLRQ1

,Q LWV SURSRVHG UXOHV RQ RUGHU GLVFORVXUHV/ WKH 6(& KDV H[SUHVVHG D FRQFHUQ WKDW

SD\PHQW IRU RUGHU IORZ PD\ OLPLW FRPSHWLWLRQ1 ,W LV D FRPPRQ SUDFWLFH IRU RUGHU0

JDWKHULQJ ILUPV WR UHFHLYH SD\PHQW IRU VHQGLQJ WKHLU UHWDLO RUGHU IORZ WR VSHFLILF PDUNHW

FHQWHUV UHJDUGOHVV RI WKHLU TXRWHV1 7KH PDUNHW FHQWHU SD\LQJ IRU RUGHU IORZ DJUHHV WR

H[HFXWH WKH SXUFKDVHG RUGHU IORZ DW WKH 1%%2 RU VHQG LW WR DQRWKHU PDUNHW IRU H[HFXWLRQ1

,Q WKH H[WUHPH LI DOO RUGHUV ZHUH SUHIHUHQFHG/ D PDUNHW FHQWHU ZRXOG KDYH QR LQFHQWLYH WR

EHWWHU WKH 1%%2 DV VXFK DQ DFWLRQ ZRXOG DWWUDFW QR DGGLWLRQDO RUGHU IORZ1

&XUUHQW WUHQGV LQ WKH PDUNHW VWUXFWXUH IRU WUDGLQJ VWRFNV PD\ PLWLJDWH DQ\ QRQ0

FRPSHWLWLYH DVSHFWV RI SD\LQJ IRU RUGHU IORZ1 7KH 0DQQLQJ UXOHV DQG WKH 6(& RUGHU RQ

WKH GLVSOD\ RI FXVWRPHU OLPLW RUGHUV KDYH JRQH D ORQJ ZD\ LQ GHPRFUDWL]LQJ WKH WUDGLQJ

SURFHVV DQG UHPRYLQJ WKH DGYDQWDJHV WKDW PDUNHW PDUNHUV KDYH KDG/ SDUWLFXODUO\ LQ WKH

WUDGLQJ RI 1$6'$4 VWRFNV1 ,I WKH 1%%2 LV D ELG RI 53 DQG DQ RIIHU RI 53143/ D UHWDLO

53 $GGLWLRQDOO\/ LI WKHUH LV D GHPDQG IRU WLPHO\ H[HFXWLRQ RI OLPLW RUGHUV/ VRPH PDUNHW PDNHUV FRXOG
UHVSRQG E\ GHYHORSLQJ SURFHGXUHV WR SURYLGH VXFK H[HFXWLRQ DV D IXQFWLRQ RI WUDGHV RFFXUULQJ LQ RWKHU
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LQYHVWRU ZKR ZLVKHV WR EX\ FDQ HLWKHU KLW WKH RIIHU DQG EX\ DW 53143 RU SODFH D OLPLW RUGHU

WR EX\ DW 531381 7KH PDUNHW FHQWHU UHFHLYLQJ WKLV OLPLW RUGHU FDQ H[HFXWH LW LPPHGLDWHO\

DJDLQVW LWV RZQ LQYHQWRU\/ GLVSOD\ WKH TXRWH/ RU VHQG LW WR DQRWKHU PDUNHW FHQWHU1 ,I WKH

PDUNHW FHQWHU UHWDLQV WKH RUGHU ZLWKRXW H[HFXWLRQ DQG WKHQ UHFHLYHV D PDUNHW RUGHU WR VHOO/

WKH OLPLW RUGHU ZRXOG EH H[HUFLVHG XQOHVV WKH PDUNHW FHQWHU EHWWHUHG WKH SULFH1

7KH SUREDELOLW\ WKDW WKH OLPLW RUGHU LV H[HUFLVHG GHSHQGV XSRQ WKH SURSRUWLRQ RI

RUGHU IORZ WKDW WKH PDUNHW FHQWHU UHFHLYHV1 ,QWHUHVWLQJO\/ XQGHU WKH 0DQQLQJ UXOHV/ D

PDUNHW FHQWHU WKDW VHQGV D OLPLW RUGHU WR DQRWKHU PDUNHW FHQWHU IRU H[HFXWLRQ LV VWLOO

REOLJDWHG WR H[HFXWH WKDW OLPLW RUGHU LI LW UHFHLYHV D PDUNHW RUGHU XQOHVV LW LPSURYHV WKH

SULFH1 ,Q WKLV FDVH/ WKH PDUNHW FHQWHU WKDW RULJLQDOO\ UHFHLYHG WKH OLPLW RUGHU LV VXSSRVHG

WR UHFDOO WKH OLPLW RUGHU DQG H[HFXWH LW1

$GGLWLRQDOO\/ WKH FHQWV SRUWLRQ RI VWRFN SULFHV KDV EHHQ FRQYHUWHG IURP IUDFWLRQV

WR GHFLPDOV1 $OWKRXJK GHFLPDOL]DWLRQ FHUWDLQO\ PDNHV LW HDVLHU IRU WKH QRQ0SURIHVVLRQDO

LQYHVWRU WR XQGHUVWDQG SULFHV/ WKH PRUH LPSRUWDQW HIIHFW LV WKH UHGXFWLRQ RI WKH PLQLPXP

WLFN VL]H IURP 4249 WR RQH FHQW1 $FFRUGLQJ WR :D\QH :DJQHU RI WKH 3OH[XV JURXS/ WKH

VPDOOHU WLFN VL]H KDV DOUHDG\ WUDQVODWHG LQWR WLJKWHU VSUHDGV WR WKH GLUHFW EHQHILW RI UHWDLO

FXVWRPHUV1 :LWK QDUURZHU VSUHDGV RI RIWHQ D SHQQ\ RU WZR/ PDUNHW FHQWHUV KDYH DOUHDG\

UHGXFHG WKH DPRXQW WKH\ ZLOO SD\ IRU HDFK IORZ/ PDNLQJ SD\PHQW IRU RUGHU IORZ OHVV

LPSRUWDQW LQ DWWUDFWLQJ RUGHU IORZ1 7KXV/ DW WKLV WLPH/ LW LV SUHPDWXUH WR SURKLELW SD\PHQW

IRU RUGHU IORZ1 ,W PD\ ZHOO EH WKDW WKH FRPSHWLWLYH UXOHV WKDW WKH 6(& KDV DOUHDG\ SXW LQWR

SODFH/ GHFLPDOL]DWLRQ/ DQG WKH JURZLQJ XVH RI VFUHHQ0EDVHG WUDGLQJ E\ UHWDLO FXVWRPHUV

ZLOO PDNH WKH LVVXH RI SD\PHQW IRU RUGHU IORZ PRRW1

9,,,1 *OREDO 7UDGLQJ

PDUNHW FHQWHUV1 0DGRII ,QYHVWPHQW 6HFXULWLHV KDV VWDWHG WKDW LW KDV LPSOHPHQWHG VXFK SURFHGXUHV1
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7KH 86 HTXLW\ PDUNHWV DUH FXUUHQWO\ LQ D VWDWH RI FKDQJH1 7KH 6(& KDV XQOHDVKHG

QHZ FRPSHWLWLYH IRUFHV1 ,W LV YHU\ PXFK FRQFHUQHG ZLWK PDUNHW IUDJPHQWDWLRQ/ SULFH0WLPH

SULRULW\/ DQG FRPSHWLWLRQ DPRQJ PDUNHW FHQWHUV1 7KHVH DUH DOO FRQFHUQV DERXW D GRPHVWLF

PDUNHW1 %XW WKH PDUNHWV IRU 86 HTXLWLHV DUH EHFRPLQJ LQFUHDVLQJO\ JOREDO/ DQG WKDW LV

ZKHUH 86 UHJXODWRUV QHHG WR IRFXV WKHLU DWWHQWLRQ1

&HUWDLQO\ ZLWKLQ WHQ \HDUV DQG SUREDEO\ ZLWKLQ D PXFK VKRUWHU SHULRG RI WLPH/ WKH

WUDGLQJ RI WKH ODUJHU DQG PRUH DFWLYH VWRFNV ZLOO EH ZRUOGZLGH1 7RGD\/ D -DSDQHVH

LQYHVWRU FDQ EX\ D 86 VWRFN RQ D 86 PDUNHW LQ 86 GROODUV GXULQJ 86 WUDGLQJ KRXUV1

7RPRUURZ/ WKH VDPH -DSDQHVH LQYHVWRU ZLOO EH DEOH WR EX\ D 86 VWRFN LQ \HQ GXULQJ

-DSDQHVH EXVLQHVV KRXUV1 7KH SK\VLFDO ORFDWLRQ RI WKH PDUNHW FHQWHU ZKHUH WKH WUDGH

RFFXUV ZLOO QRW PDWWHU1 7KH PDUNHW FHQWHU FRXOG EH LQ -DSDQ/ WKH 86/ RU WKH &D\PDQ

,VODQGV1 ,QGHHG/ WHFKQRORJ\ ZLOO PDNH WKH ORFDWLRQ RI WKH PDUNHW FHQWHU/ WKH FXUUHQF\/

DQG WKH WLPH RI WUDGH D PDWWHU RI FKRLFH1

7RGD\/ D PDMRU KLQGUDQFH WR WKH GHYHORSPHQW RI D JOREDO PDUNHW LV WKH VHWWOHPHQW

PHFKDQLVP1 $'5V +$PHULFDQ 'HSRVLWRU\ 5HFHLSWV, ZHUH GHYHORSHG WR DOORZ 86

LQYHVWRUV WR EX\ IRUHLJQ VWRFNV RQ 86 PDUNHWV LQ 86 GROODUV1 $ EDQN VXFK DV %DQN RI

1HZ <RUN ZRXOG EX\ VKDUHV RI D IRUHLJQ VWRFN/ KROG WKHP LQ WUXVW/ DQG LVVXH DQ $'5

UHSUHVHQWLQJ D FODLP RQ D JLYHQ QXPEHU RI VKDUHV RI WKH VWRFN1 7KH $'5 FRXOG EH WUDGHG

LQ 86 GROODUV RQ 86 PDUNHWV1 7KH EDQN ZRXOG FRQYHUW GLYLGHQGV LQ IRUHLJQ FXUUHQF\ WR

86 GROODUV DQG SD\ WKHP1 $ KROGHU RI DQ $'5 FRXOG REWDLQ WKH XQGHUO\LQJ VWRFN IRU D

IHH DQG ZLWK VRPH GHOD\1 $V D FRQVHTXHQFH/ WKH RQO\ UHDO PDUNHW IRU $'5V ZDV LQ WKH

861
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&XUUHQWO\/ ERWK WKH 1<6( DQG 1$6'$4 DUH GHYHORSLQJ PDUNHW VWUXFWXUHV WR

WUDGH DQ\ VWRFN LQ DQ\ QDWLRQ LQ DQ\ FXUUHQF\1 7KHVH QHZ GHYHORSPHQWV DUH LQ WKHLU

LQIDQF\/ EXW WKH\ SRLQW WKH ZD\ WR WKH IXWXUH1 :KHQ &KU\VOHU PHUJHG ZLWK 'DLPOHU %HQ]

WR IRUP 'DLPOHU0&KU\VOHU/ WKH 1<6( ZDQWHG WR UHWDLQ WKH SULPDU\ OLVWLQJ DQG WUDGLQJ RI

WKH QHZ FRPSDQ\ LQ 1HZ <RUN DV GLG )UDQNIXUW1 $Q $'5 ZDV RXW RI WKH TXHVWLRQ/ DV LW

ZRXOG UHFRJQL]H WKDW )UDQNIXUW ZDV WKH SULPDU\ PDUNHW1 7KH VROXWLRQ ZDV WR FUHDWH D

JOREDO VKDUH WKDW FRXOG EH WUDGHG LQ *HUPDQ\ DQG WKH 86 LQ ORFDO FXUUHQF\ DQG ZKRVH

GLYLGHQGV ZHUH DOVR SDLG LQ ORFDO FXUUHQF\1

2QH KLQGUDQFH LQ GHYHORSLQJ WKLV JOREDO VKDUH ZDV WKH VHWWOHPHQW SURFHVV1

&XUUHQWO\/ *HUPDQ\ KDV D W.5 VHWWOHPHQW SHULRG/ ZKLOH WKH 86 KDV D W.6 VHWWOHPHQW

SHULRG1 )XUWKHU/ WKHUH LV D GLIIHUHQFH LQ WLPH ]RQHV1 (YHQ LI WKH VHWWOHPHQW SHULRG

EHFRPHV WKH VDPH DFURVV FRXQWULHV DW W.4 DV FXUUHQWO\ HQYLVLRQHG/ WKH VHWWOHPHQW WLPHV RI

HDFK VLGH RI D WUDGH EHWZHHQ DQ 86 LQYHVWRU DQG D *HUPDQ LQYHVWRU ZLOO VWLOO EH GLIIHUHQW1

7R EULGJH WKLV JDS/ IXQGV RU VWRFNV QHHG WR EH ERUURZHG/ LQFUHDVLQJ WKH FRVW RI VHWWOHPHQW

DQG DGGLQJ WR FRQWUD SDUW\ ULVN1 $QRWKHU KLQGUDQFH ZDV WKH GLIIHUHQFH LQ UHJXODWRU\ UXOHV

EHWZHHQ WKH 86 DQG *HUPDQ\/ ZKLFK KDG WR EH KDUPRQL]HG1

2QFH LW EHFRPHV FKHDS DQG HDV\ WR FOHDU DQG VHWWOH WUDGHV DFURVV ERUGHUV/ WKHUH

ZLOO EH LQFUHDVHG WUDGLQJ DFURVV ERUGHUV1 %XW ORFDO PDUNHWV ZLOO VWLOO KDYH WKH FULWLFDO

RUGHU IORZ WKDW ZLOO DOORZ WKHP WR PDLQWDLQ WKHLU GRPLQDQFH1 7KH\ ZLOO ORVH WKLV

GRPLQDQFH RQO\ LI WKH\ GR QRW UHVSRQG WR WKH QHHGV RI WKHLU LQYHVWRUV RU LI GRPHVWLF

UHJXODWRU\ DXWKRULWLHV LPSRVH H[FHVVLYHO\ EXUGHQVRPH UHJXODWLRQV1 ,I VR/ RWKHU PDUNHWV/

SHUKDSV LQ IRUHLJQ FRXQWULHV/ ZLOO GHYHORS1

,;1 7KH )XWXUH
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7KH 86 HTXLW\ PDUNHWV DUH LQ D VWDWH RI WUDQVLWLRQ1 )RU WKH QH[W VHYHUDO \HDUV/ WKH

LPSDFW RI JOREDOL]DWLRQ VKRXOG EH PLQLPDO1 7KH RUGHU KDQGOLQJ UXOHV/ WKH HQDEOLQJ RI

DOWHUQDWLYH WUDGLQJ V\VWHPV/ DQG GHFLPDOL]DWLRQ ZLWK WKH FRUUHVSRQGLQJ UHGXFWLRQ LQ WLFN

VL]H KDYH SODFHG HYHU\WKLQJ LQWR SOD\1 7KH 6(& LV QRZ UHTXLULQJ DGGLWLRQDO GLVFORVXUH

IURP PDUNHW FHQWHUV WKDW ZLOO DOORZ UHWDLO FXVWRPHUV WR PDNH PRUH LQIRUPHG MXGJPHQWV DV

WR H[HFXWLRQ TXDOLW\1 7KLV DGGLWLRQDO GLVFORVXUH ZLOO HQKDQFH WKH FRPSHWLWLRQ IRU UHWDLO

RUGHU IORZ1

:LWKRXW WKH KLVWRULFDO EDJJDJH RI H[LVWLQJ H[FKDQJHV/ QHZ H[FKDQJHV PD\

SURYLGH VXIILFLHQWO\ FRPSHWLWLYH WUDGLQJ VHUYLFHV WR DWWUDFW D FULWLFDO PDVV RI RUGHU IORZ1

$OWHUQDWLYHO\/ QHZ H[FKDQJHV PD\ EH WKH FDWDO\VW WKDW FDXVHV WKH H[LVWLQJ PDUNHW FHQWHUV

WR UHDFW ZLWK EHWWHU VHUYLFHV/ WKHUHE\ SUHVHUYLQJ WKHLU PDUNHW VKDUHV1 ,Q HLWKHU FDVH/

LQYHVWRUV EHQHILW1

,Q WKH ORQJHU WHUP/ QDWLRQDO ERUGHUV ZLOO QR ORQJHU FRQILQH WKH WUDGLQJ RI GRPHVWLF

VHFXULWLHV WR WKHLU KRPH PDUNHW1 7RGD\/ D PDMRU EDUULHU WR WUDGLQJ 86 HTXLWLHV ZRUOGZLGH

LV WKH VHWWOHPHQW SURFHVV1 7HFKQRORJLFDOO\/ WKH RUGHU0JDWKHULQJ IXQFWLRQ RU D PDUNHW

FHQWHU FDQ EH HVWDEOLVKHG WRGD\ DQ\ZKHUH LQ WKH ZRUOG/ EXW WKH VHWWOHPHQW SURFHVV DFURVV

ERUGHUV/ ZKLFK LV WRGD\ FXPEHUVRPH DQG FRVWO\/ LV WKH EDUULHU WR ORFDWLQJ WKHVH IXQFWLRQV

RXWVLGH WKH 861 $V WKH PDUNHW FHQWHUV DFURVV QDWLRQV EHFRPH PRUH IDPLOLDU ZLWK WKH

VHWWOHPHQW SURFHVV/ WKH FRVW RI VHWWOHPHQW ZLOO JR GRZQ1 )XUWKHU/ MXVW DV EDQNV LQ WKLV

FRXQWU\ ORFDWH WKHLU FUHGLW FDUG DFWLYLWLHV LQ VWDWHV ZLWK IDYRUDEOH ODZV/ RUGHU0JDWKHULQJ

ILUPV DQG PDUNHW FHQWHUV ZLOO EH DEOH WR ORFDWH WKHLU DFWLYLWLHV LQ DQ\ FRXQWU\ RI FKRLFH1

/LNHZLVH/ 86 LQYHVWRUV ZLOO EH DEOH WR HQWHU RUGHUV WKURXJK DQ RUGHU0JDWKHULQJ SRUWDO LQ

DQ\ FRXQWU\1
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7KH UDPLILFDWLRQV RI JOREDO WUDGLQJ ZLOO EH SURIRXQG1 :LWK JOREDO WUDGLQJ/ VWRFNV

RI DQ\ FRXQWU\ ZLOO EH WUDGHG ZRUOGZLGH DW ORZ FRVW1 ,W PD\ EH WKDW WKH PDLQ PDUNHW

FHQWHU IRU DQ\ VWRFN ZLOO UHPDLQ LQ WKH KRPH FRXQWU\ RI WKDW VWRFN/ EXW LI WKH PDUNHW

FHQWHU LV QRW UHVSRQVLYH WR WKH QHHGV RI LQYHVWRUV RU LI WKH UXOHV DQG UHJXODWLRQV LQ WKH

KRPH FRXQWU\ EHFRPH EXUGHQVRPH/ WKH WUDGLQJ RI WKH VWRFNV RI WKDW FRXQWU\ FDQ DQG ZLOO

PRYH WR DQRWKHU FRXQWU\154 7KH WKUHDW WR PRYH WR DQRWKHU FRXQWU\ ZLOO OLPLW WKH DELOLW\ RI

WKH 6(& DQG RWKHU UHJXODWRUV WR LPSRVH WKHLU ZLOO1 7KLV WKUHDW ZRXOG EH PLWLJDWHG LI VRPH

LQYHVWRUV SUHIHU WR NHHS WKHLU WUDGLQJ LQ WKLV FRXQWU\ RQ WKH EHOLHI WKDW WKH 86 UHJXODWRU\

IUDPHZRUN SURYLGHV HQKDQFHG SURWHFWLRQ DJDLQVW IUDXG/ PDQLSXODWLRQ/ DQG VR RQ1

,Q D JOREDO PDUNHW/ 86 UHJXODWRUV ZLOO IDFH QHZ DQG FKDOOHQJLQJ LVVXHV1 ([DPSOHV

LQFOXGH=

+RZ ZLOO WKH 86 HQVXUH WKH LQWHJULW\ RI WKH VHWWOHPHQW SURFHVV DFURVV QDWLRQV"

,QVLGHU WUDGLQJ ODZV DQG WKHLU HQIRUFHPHQW GLIIHU IURP RQH FRXQWU\ WR DQRWKHU1
+RZ ZLOO WKH 86 HQIRUFH LWV RZQ ODZV"

,I 86 UHWDLO LQYHVWRUV EHJLQ WR WUDGH QRQ086 HTXLWLHV LQ IRUHLJQ PDUNHWV/ ZKDW
VWHSV VKRXOG 86 UHJXODWRUV WDNH WR SURWHFW VXFK LQYHVWRUV"

6WRFNKROGHU ULJKWV GLIIHU IURP RQH FRXQWU\ WR DQRWKHU1 :LOO D FRPSDQ\ WKDW
GLVFORVHV LQIRUPDWLRQ LQ WKH 86 DFFRUGLQJ WR 86 UXOHV EH VXEMHFW WR OLWLJDWLRQ LQ
DQRWKHU FRXQWU\ WKDW KDV GLIIHUHQW UXOHV"

:KDW UHJXODWRU\ DXWKRULW\/ LI DQ\/ ZLOO SURWHFW D 86 LQYHVWRU ZKR EX\V D 86 VWRFN
WKURXJK DQ HOHFWURQLF SRUWDO ORFDWHG RXWVLGH WKH 86"55

54:KHQ 6ZHGHQ LPSRVHG D WUDQVIHU WD[ LQ 4<;9 LQLWLDOO\ RQ VWRFNV EXW VXEVHTXHQWO\ H[SDQGHG WR RSWLRQV
DQG IXWXUHV/ WUDGLQJ RQ WKH 6WRFNKROP 6WRFN ([FKDQJH DOPRVW FHDVHG DV LQYHVWRUV PRYHG WKHLU WUDGLQJ
DFWLYLWLHV WR :DOO 6WUHHW DQG /RQGRQ1 7KLV WD[ ZDV UHSHDOHG RQ $SULO 48/ 4<<3/ DQG WUDGLQJ UHWXUQHG WR
6ZHGHQ1 7KLV VKLIW LQ PDUNHWV RFFXUUHG HYHQ ZLWKRXW D JOREDO VHWWOHPHQW V\VWHP1 $V DQRWKHU H[DPSOH/ WKH
86 LPSRVHG LQ 4<96 WKH ,QWHUHVW (TXDOL]DWLRQ 7D[ RQ IRUHLJQ ERQGV SXUFKDVHG LQ WKH 861 $OPRVW
LPPHGLDWHO\/ WKH (XUR0%RQG PDUNHW GHYHORSHG IRU WUDGLQJ VXFK ERQGV WR DYRLG WKLV WD[1 ,PSRUWDQWO\/ WKH
PDUNHW GLG QRW UHWXUQ WR 86 ZKHQ WKH WD[ ZDV HOLPLQDWHG1
55 7KH :DOO 6WUHHW -RXUQDO RI $XJXVW 49/ 5333/ FDUULHG D VWRU\ RI D IHZ (XURSHDQ LQYHVWRUV ZKR ZHUH GXSHG
LQWR RYHUSD\LQJ IRU VRPH 86 VWRFN LVVXHG XQGHU 5HJXODWLRQ 6 DQG WKHLU LQDELOLW\ WR UHFRYHU DQ\ GDPDJHV
GXH WR ³>U@HJXODWRU\ >O@LPER1´
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7KH 86 FXUUHQWO\ UHJXODWHV PDUJLQ WKURXJK WKH OHQGHUV/ QRW WKH LQYHVWRUV ZKR XVH
PDUJLQ1 :LOO LQGLYLGXDOV EH DEOH WR E\SDVV 86 UHJXODWLRQV RQ PDUJLQ"

7KH 86 UHOLHV KHDYLO\ LQ HQVXULQJ WD[ FRPSOLDQFH XSRQ )RUPV 43<< WKDW UHSRUW WKH
UHFHLSW RI GLYLGHQGV DQG VDOHV1 ,Q D JOREDO WUDGLQJ HQYLURQPHQW/ KRZ ZLOO WKH ,56
PDLQWDLQ WKLV UHSRUWLQJ SURFHVV"

$OWKRXJK WKH HTXLW\ PDUNHWV LQ WKH 86 DUH IUDJPHQWHG/ WKH FRQVROLGDWHG UHSRUWLQJ
RI ODVW WUDGHV DQG TXRWHV SURYLGHV D JUHDW GHDO RI WUDQVSDUHQF\1 ,I D ILUP OLNH
0LFURVRIW FDQ EH WUDGHG LQ DQ\ FRXQWU\/ KRZ FDQ VXFK WUDQVSDUHQF\ EH
PDLQWDLQHG"

$V JOREDO WUDGLQJ EHFRPHV D UHDOLW\/ WKH UHJXODWRU\ ERGLHV LQ WKH 86 ZLOO IDFH QHZ

FKDOOHQJHV1 7KH FRQFHSW RI D QDWLRQDO PDUNHW V\VWHP ZLWK SULFH0WLPH SULRULW\/ RU HYHQ MXVW

SULFH SULRULW\/ ZLOO EHQG WR WKH UHDOLWLHV RI D JOREDO PDUNHW1 ,W LV LPSHUDWLYH WKDW 86

UHJXODWRU\ ERGLHV FKDQJH WKHLU IRFXV IURP WKH UHJXODWLRQ RI D GRPHVWLF 86 HTXLW\ PDUNHW

WR WKH FKDOOHQJHV RI UHJXODWLQJ LQ D JOREDO PDUNHW1


