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7KLV�GRFXPHQW�FRQWDLQV�H[FHUSWV�IURP�WKH�OLWHUDWXUH�RQ�VLOYLFXOWXUDO�GHFLVLRQ�PDNLQJ�
LQWHUVSHUVHG�ZLWK�LQWURGXFWRU\�RU�H[SODQDWRU\�QRWHV��,W�LV�QRW�D�OLWHUDWXUH�UHYLHZ�DQG�LV�QRW
LQWHQGHG�DV�D�FRPSUHKHQVLYH�VXUYH\�RI�WKH�VXEMHFW�DUHD��7KH�H[FHUSWV�ZHUH�VHOHFWHG�WR�SURYLGH
EDFNJURXQG�LQIRUPDWLRQ�RQ�WRSLFV�WKDW�PD\�EH�FRYHUHG�LQ�WKH�ZRUNVKRS�EXW�WKH�GRFXPHQW�GRHV
QRW�UHIOHFW�WKH�VFRSH�RI�WKH�ZRUNVKRS�QRU�WKH�UHODWLYH�LPSRUWDQFH�RI�WKH�YDULRXV�WRSLFV�WR�EH
FRYHUHG�LQ�WKH�ZRUNVKRS��7KH�H[FHUSWV�DUH�IURP�SDSHUV�DQG�UHSRUWV�HQFRXQWHUHG�E\�WKH�HGLWRUV
GXULQJ�WKH�GHYHORSPHQW�RI�WKH�ZRUNVKRS�DQG�ZKLFK�WKH�HGLWRUV�WKRXJKW�ZRXOG�EH�RI�LQWHUHVW�WR
ZRUNVKRS�SDUWLFLSDQWV��5DWKHU�WKDQ�VLPSO\�SXEOLVK�D�ELEOLRJUDSK\�RU�DVN�WKH�SDUWLFLSDQWV�WR�UHDG
HDFK�SXEOLFDWLRQ��UHOHYDQW�SDVVDJHV�ZHUH�H[WUDFWHG�DQG�LQFOXGHG�LQ�WKLV�GRFXPHQW��7KH�HGLWRUV
HQFRXUDJH�ZRUNVKRS�SDUWLFLSDQWV�WR�UHDG�WKH�VRXUFH�GRFXPHQWV�WR�GHYHORS�D�PRUH�FRPSOHWH
XQGHUVWDQGLQJ�RI�HDFK�WRSLF�
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7KH�1DWXUH�RI�6LOYLFXOWXUH�3URMHFWV

:K\�DUH�VLOYLFXOWXUDO�SURMHFWV�FRQWURYHUVLDO�DQG�GLIILFXOW�WR�ILQDQFH"

7ZR�JHQHUDO�FKDUDFWHULVWLFV�RI�VLOYLFXOWXUDO�SURMHFWV�PDNH�WKHP�FRQWURYHUVLDO��WKH�ORQJ�WLPH
EHWZHHQ�VLOYLFXOWXUDO�WUHDWPHQWV�DQG�WKHLU�EHQHILWV��DQG�WKH�GLYHUVLW\�RI�SHUVSHFWLYHV�DQG
REMHFWLYHV�RI�WKH�VWDNHKROGHUV�

6LOYLFXOWXUDO�SURMHFWV�DUH�D�IRUHVW�PDQDJHPHQW�DFWLYLW\�OLNH�IRUHVW�SURWHFWLRQ�DQG�WLPEHU
KDUYHVWLQJ��WKH\�DUH�H[SHQVLYH��WKH\�PD\�LQYROYH�ODUJH�VRFLDO��DQG�HQYLURQPHQWDO�LPSDFWV��DQG
WKH\�LQYROYH�DOWHULQJ�WKH�IRUHVW�UDWKHU�WKDQ�VLPSO\�PHDVXULQJ�LW��+RZHYHU��XQOLNH�RWKHU�IRUHVW
PDQDJHPHQW�DFWLYLWLHV�VXFK�DV�SURWHFWLRQ�DQG�KDUYHVWLQJ��WKH�IXQGLQJ�RI�VLOYLFXOWXUH�DFWLYLWLHV�KDV
WUDGLWLRQDOO\�EHHQ�YLHZHG�DV�D�ORQJ�WHUP�LQYHVWPHQW�UDWKHU�WKDQ�DV�DQ�RSHUDWLQJ�H[SHQVH�

$V�D�ORQJ�WHUP�LQYHVWPHQW��VLOYLFXOWXUH�KDV�VRPH�REYLRXV�GUDZEDFNV��LW�PXVW�SURYLGH�D�UHWXUQ
WKDW�H[FHHGV�WKH�RSSRUWXQLW\�FRVW�RI�WKH�FDSLWDO�LQYHVWPHQW��LW�LV�LOOLTXLG��WKHUH�LV�QR�PDUNHW�IRU
LPPDWXUH�WUHHV���DQG�LW�LV�VXEMHFW�WR�VXEVWDQWLDO�ULVNV�RI�ILUH��LQVHFWV��DQG�GLVHDVH��WR�VD\�QRWKLQJ�RI
PDUNHW�ULVN�

7KH�VHFRQG�WURXEOHVRPH�FKDUDFWHULVWLF��WKH�GLYHUVLW\�RI�WKH�VWDNHKROGHUV�LQ�D�SXEOLF�UHVRXUFH��LV
HTXDOO\�SUREOHPDWLF��7KH�JURZLQJ�SXEOLF�DZDUHQHVV�RI�WKH�LVVXHV�VXUURXQGLQJ�VLOYLFXOWXUH�DQG
WLPEHU�VXSSO\��FRPELQHG�ZLWK�ODFN�RI�WHFKQLFDO�NQRZOHGJH��SOXV�WKH�GLYHUVH�DQG�PXOWLSOH
REMHFWLYHV�RI�WKH�PDMRU�SOD\HUV��FRPSOLFDWHV�WKH�GHFLVLRQ�PDNLQJ�SURFHVV�LPPHQVHO\�

,Q�WKH�H[FHUSWV�WKDW�IROORZ�LQ�WKLV�VHFWLRQ��ZH�ILQG�WKDW�IUHTXHQWO\�WKH�ZD\�ZH�YLHZ�VLOYLFXOWXUDO
LQYHVWPHQWV�LQIOXHQFHV�WKH�JRDOV�ZH�VHW��WKH�ZD\�ZH�PDNH�GHFLVLRQV��DQG�WKH�UHVXOWV�RU�UHWXUQV�ZH
H[SHFW�IURP�WKHP���5HHG��������PDNHV�WKH�FDVH�WKDW�LQWHQVLYH�VLOYLFXOWXUH�LV�QHFHVVDU\�WR�HQVXUH
FRQWLQXDWLRQ�RI�WKH�VRFLDO�DQG�HFRQRPLF�EHQHILWV�WKDW�ZH�UHFHLYH�IURP�WKH�IRUHVW��DQG�WKDW�WKH
WUDGLWLRQDO�HFRQRPLF�SHUVSHFWLYH�RI�VLOYLFXOWXUDO�LQYHVWPHQWV�LV�LQFRUUHFW�DQG�SUHYHQWV�XV�IURP
LQYHVWLQJ�ZLVHO\��%UXPHOOH�HW�DO��������FKDUDFWHUL]HV�VLOYLFXOWXUDO�DFWLYLWLHV�DV�KDYLQJ�XQFHUWDLQ
RXWFRPHV��PXOWLSOH�REMHFWLYHV��PXOWLSOH�VWDNHKROGHUV��DQG�D�KLHUDUFK\�RI�GHFLVLRQ�PDNHUV��7KH
H[FHUSW�IURP�9DX[��������VKRZV�KRZ�KLVWRULFDO�FKDQJHV�LQ�SRSXODWLRQ��VRFLHWDO�QHHGV��WHFKQRORJ\
DQG�OHJLVODWLYH�JRDOV�FUHDWH�SUREOHPV�IRU�WKH�SODQQHU�DWWHPSWLQJ�WR�PDNH�GHFLVLRQV�DERXW�ORQJ�
WHUP�LQYHVWPHQWV���5DXS
V��������SDSHU�SURYLGHV�D�KLVWRULFDO�SHUVSHFWLYH�RQ�WKH�IRUFHV�WKDW�VKDSH
WKH�GHFLVLRQ�PDNLQJ�HQYLURQPHQW�IRU�WKH�IRUHVW�PDQDJHU��DQG�VKRZV�KRZ�HYHQWV�WKDW�KDYH�OLWWOH
WR�GR�ZLWK�IRUHVWU\�GLUHFWO\�PD\�GHWHUPLQH�WKH�RXWFRPH�RI�IRUHVWU\�LQYHVWPHQWV�PDGH�GHFDGHV
HDUOLHU��$�IXUWKHU�H[FHUSW�IURP�5HHG��������DUJXHV�WKDW�D�SKLORVRSK\�RI�VWHZDUGVKLS�LV
DSSURSULDWH�ZKHQ�FRQVLGHULQJ�VLOYLFXOWXUH�H[SHQGLWXUHV��ZKLOH�&RXIDO��������UHYLHZV�$OGR
/HRSROG
V�FRQFHSW�RI�D�ODQG�HWKLF�

>IURP�5HHG���������SUHFLV�����OLPLWDWLRQV�RI�ILQDQFLDO�DQDO\VLV��EHQHILWV�RI�VLOYLFXOWXUH@
3URYLQFLDO�JRYHUQPHQWV�DUH�IDU�DQG�DZD\�WKH�RZQHUV�RI�WKH�ODUJHVW�SURSRUWLRQ��!�����RI�IRUHVW
ODQG�LQ�&DQDGD��VRXWK�RI��������7KH�IHGHUDO�JRYHUQPHQW�FRQWULEXWHV�IXQGLQJ�IRU�IRUHVW
PDQDJHPHQW�DV�ERWK�UHFRJQLWLRQ�RI�LWV�VKDUH�RI�WKH�LQFRPH�GHULYHG�IURP�WKH�IRUHVW�UHVRXUFH�DV
ZHOO�DV�UHFRJQLWLRQ�RI�WKH�OHVV�HDVLO\�FDOFXODWHG�VRFLDO�EHQHILWV�RI�IRUHVW�XWLOL]DWLRQ�

5HHG�VWUHVVHV�WKDW�HYDOXDWLRQ�RI�IRUHVW�OHYHO�VLOYLFXOWXUDO�LQYHVWPHQW�GHFLVLRQV�EDVHG�RQ
GLVFRXQWHG�FDVK�IORZV�RI�WKH�LQGLYLGXDO�VWDQG�VRUHO\�XQGHUHVWLPDWHV�WKH�YDOXH�RI�WKH�IRUHVW�
0RQHWDU\�YDOXHV�DFFUXH�WKURXJKRXW�VRFLHW\�IURP�WKH�XWLOL]DWLRQ�RI�WKH�IRUHVW�LQ�WKH�IRUP�RI
UR\DOW\�DQG�WD[�UHYHQXH��H[SRUW�HDUQLQJV��GLUHFW�DQG�LQGLUHFW�HPSOR\PHQW��WUDQVSRUWDWLRQ��DQG
UHJLRQDO�HFRQRPLF�DFWLYLW\��)RUHVW�UHQHZDO�DQG�PDQDJHPHQW�DFWLYLWLHV�DOVR�GLUHFWO\�FRQWULEXWH
WKURXJK�HPSOR\PHQW�DQG�PDQXIDFWXULQJ�



(YDOXDWLQJ�6LOYLFXOWXUH�3URMHFWV� ����

([FHUSWV�IURP�WKH�/LWHUDWXUH�WR�����

&RUWH[�&RQVXOWDQWV�,QF� �3DJH��

)RU�WKH�LQGXVWULDO�IRUHVW�RZQHU��DFFRUGLQJ�WR�5HHG��IRUHVW�PDQDJHPHQW�DFWLYLW\�LPSURYHV�VHFXULW\
RI�ZRRG�VXSSO\��SURWHFWLRQ�RI�VKDUHKROGHU�HTXLW\��DQG�RSSRUWXQLW\�IRU�H[SDQVLRQ�
,Q�D�SDSHU�RQ�WKH�HYDOXDWLRQ�RI�VLOYLFXOWXUH�LQYHVWPHQWV��5HHG�PDNHV�WKH�IROORZLQJ�PDLQ�SRLQWV�

��� 7LPEHU�GHILFLWV�DUH�QRZ�EHLQJ�H[SHULHQFHG�DFURVV�&DQDGD��HVSHFLDOO\�IRU�TXDOLW\�VDZORJV�

��� 7KH�WUDGLWLRQDO�PHWKRG�IRU�HYDOXDWLQJ�VLOYLFXOWXUH�H[SHQGLWXUHV��GLVFRXQWHG�FDVK�IORZ��LV
EDVHG�RQ�VKRUW�UXQ�HFRQRPLF�HIILFLHQF\�FRQFHSWV��ZKLFK�LV�LQFRPSOHWH��ELDVLQJ��DQG�VXJJHVWV
UDWHV�RI�UHWXUQ�ZKLFK�DUH�XQQHFHVVDULO\�SHVVLPLVWLF���,W�KDV�OLWWOH�WR�RIIHU�WKDW�LV�UHOHYDQW�LQ
MXGJLQJ�WKH�PHULWV�RI�PDQDJLQJ�ODUJH�H[LVWLQJ�IRUHVWV���5HHG
V�YLHZV�RQ�WKH�WUDGLWLRQDO
'LVFRXQWHG�&DVK�)ORZ�DSSURDFK�DUH�LQFOXGHG�LQ�PRUH�GHWDLO�LQ�WKLV�SDSHU�LQ�WKH�VHFWLRQ�RQ
)LQDQFLDO�(IILFLHQF\�&ULWHULD�

��� /RQJHU�UXQ�FRQFHSWV�RI��FRQVHUYDWLRQ�DQG�ZLVH�XVH��PXVW�EH�LQFOXGHG�LQ�VXFK�DQDO\VHV�

��� 7KH�UHDOO\�LPSRUWDQW�EHQHILWV�RI�VLOYLFXOWXUH�WUHDWPHQWV�DUH�

²� PRYLQJ�VWDQGV�IRUZDUG�LQ�WKH�KDUYHVW�TXHXH

²� UHGXFHG�FRVWV�RI�KDUYHVWLQJ�DQG�SURFHVVLQJ

²� HQKDQFHG�YDOXH�RI�ILQLVKHG�SURGXFWV

²� UHGXFHG�RSHUDWLQJ�ULVNV

��� 7KH�EHQHILWV�IURP�WUHDWLQJ�H[LVWLQJ�VWDQGV�RI�WLPEHU�FRXOG�EH�VXEVWDQWLDO���+RZHYHU��RI�WKH
QHDUO\����ELOOLRQ�FXUUHQWO\�VSHQW�DQQXDOO\�LQ�&DQDGD�RQ�VLOYLFXOWXUH��OHVV�WKDQ����LV�EHLQJ
GLUHFWHG�WR�WKH�LPSURYHPHQW�RI�PLGGOH�DJHG�VWDQGV�E\�SUHFRPPHUFLDO�WKLQQLQJ�DQG
IHUWLOL]LQJ�

��� ,QWHQVLYH�IRUHVWU\�ZLOO�PHDQ�DGGLWLRQDO�YROXPH�DW�KDUYHVW���,QWHUYHQWLRQ�LQ�VWDQGV�QHDULQJ
PDWXULW\�ZLOO�RIWHQ�ERRVW�WKHP�XS�WR�PHUFKDQWDEOH�GLDPHWHU�LQ�������\HDUV�OHVV�WLPH���7KH
PRVW�LPSRUWDQW�JDLQV�ZLOO�OLNHO\�UHVXOW�IURP�UHGXFWLRQV�LQ�FRVWV�DQG�LQFUHDVHV�LQ�SURGXFW
YDOXHV���7KHVH�IORZ�IURP�D�PRUH�DWWUDFWLYH�VSHFLHV�PL[��ODUJHU�DQG�PRUH�XQLIRUP�ORJV��DQG
LPSURYHG�OXPEHU�UHFRYHU\�IDFWRUV�

��� 7KH�LFLQJ�RQ�WKH�FDNH�PD\�WXUQ�RXW�WR�EH�D�VKDUS�UHGXFWLRQ�LQ�RSHUDWLQJ�ULVNV�UHODWHG�WR
���GDPDJH�IURP�LQVHFWV�DQG�ZLOGOLIH��DQG�����WLPEHU�VXSSO\

��� ,PSOLFDWLRQV�IRU�)5'$
V��UHFODLPLQJ�EDFNORJ�165�IDOOV�ZD\�GRZQ�RQ�DQ\�REMHFWLYH�VFDOH�RI
SULRULWLHV�H[FHSW�IRU�FUHDWLQJ�HPSOR\PHQW���7KH�HQKDQFHPHQW�RI�H[LVWLQJ�VWDQGV�SURPLVHV
PXFK�ODUJHU�DQG�HDUOLHU�EHQHILWV���0RUHRYHU��LPSURYHPHQW�RI�PLGGOH�DJHG�VWDQGV�LV�WKH�RQO\
DSSURDFK�ZKLFK�SURPLVHV�WR�PLWLJDWH�SHQGLQJ�FXUWDLOPHQWV�LQ�WKUHDWHQHG�FRPPXQLWLHV�DQG
WR�RSHQ�WKH�ZD\�IRU�H[SDQVLRQ�LQ�RWKHUV�

>IURP�%UXPHOOH�HW�DO������������VRFLR�HFRQRPLF�FRQVLGHUDWLRQV@
�7KH�WLPH�KRUL]RQV�LQYROYHG�LQ�PRVW�VLOYLFXOWXUDO�LQYHVWPHQW�GHFLVLRQV�DUH�ORQJ�DQG�WKH�QXPEHU
RI�DOWHUQDWLYH�LQYHVWPHQW�VWUDWHJLHV�LV�YHU\�ODUJH���:KLOH�WKHUH�LV�D�OLPLWHG�XQGHUVWDQGLQJ�RI�WKH
HFRORJ\�RI�IRUHVWV��WKH�DELOLW\�WR�SUHGLFW�VSHFLILF�RXWFRPHV�RI�WKH�G\QDPLF�VWRFKDVWLF��UDQGRP�
SURFHVVHV�ZKLFK�DUH�LQYROYHG�LV�OLPLWHG���7KH�VRFLR�HFRQRPLF�V\VWHP�LQYROYHG�LQ�WKH�VLOYLFXOWXUDO
LQYHVWPHQW�SUREOHP�LV�HYHQ�PRUH�FRPSOH[�DQG�OHVV�XQGHUVWRRG�WKDQ�WKH�ELRORJLFDO�V\VWHP�
'HFLVLRQV�LQ�VLOYLFXOWXUH�LQYROYH�PXOWLSOH�SDUWLFLSDQWV�ZKR�PD\�KDYH�GLIIHUHQW�REMHFWLYHV�
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SODQQLQJ�KRUL]RQV��WDVWHV�DQG�LQIRUPDWLRQ���7KHVH�PD\�FKDQJH�UDSLGO\�RYHU�WLPH�DV�WKH�VRFLR�
HFRQRPLF�HQYLURQPHQW�FKDQJHV���6LQFH�VLOYLFXOWXUDO�LQYHVWPHQWV�LQYROYH�ORQJ�WLPH�SHULRGV��WKHLU
DQDO\VLV�PXVW�FRQVLGHU�QRW�RQO\�FXUUHQW�SDUWLFLSDQWV�LQ�WKH�V\VWHP�EXW�DOVR�IXWXUH�SDUWLFLSDQWV
DQG�WKHLU�VRFLR�HFRQRPLF�HQYLURQPHQWV���6KLIWV�LQ�HPSOR\PHQW�SDWWHUQV��LQWHUHVW�UDWHV��FKDQJHV�LQ
WHFKQRORJLHV�IRU�SURFHVVLQJ�IRUHVW�SURGXFWV��PDQXIDFWXULQJ�WHFKQLTXHV��FKDQJHV�ZKLFK�DIIHFW
FRPSHWLWLYH�RU�FRPSOHPHQWDU\�SURGXFWV�DUH�EXW�D�IHZ�RI�WKH�VRFLR�HFRQRPLF�IDFWRUV�ZKLFK�PD\
VXEVWDQWLDOO\�FKDQJH�WKH�LPSOHPHQWDWLRQ��WKH�RXWFRPHV�DQG�WKH�YDOXH�RI�D�JLYHQ�VLOYLFXOWXUDO
LQYHVWPHQW�

>HGLWRUV@
)RUHVW�PDQDJHPHQW�LV�D�VRFLDO�DQG�HFRQRPLF�HQGHDYRXU��DQG�DV�VXFK��LV�JRDO�RULHQWHG�
1HYHUWKHOHVV��ZH�IUHTXHQWO\�ILQG�WKDW�IRUHVW�PDQDJHPHQW�REMHFWLYHV�DUH�QRW�FOHDU��(YHQ�ZKHQ�WKH\
DUH��WKH\�FKDQJH�RYHU�WLPH���PDUNHWV�FKDQJH��SURFHVVLQJ�WHFKQRORJ\�FKDQJHV��DQG�WKH�WLPEHU
UHVRXUFH�LWVHOI�FKDQJHV��IRU�H[DPSOH���0DQDJHPHQW�REMHFWLYHV�IRU�QRQ�WLPEHU�IRUHVW�UHVRXUFHV�DUH
XVXDOO\�HYHQ�OHVV�ZHOO�GHILQHG��DQG�DW�OHDVW�DV�FKDQJHDEOH�

>IURP�9DX[�����������HYROXWLRQ�RI�IRUHVW�PDQDJHPHQW�JRDOV@
7KH�IROORZLQJ�H[FHUSWV�IURP�9DX[��������GHVFULEH�WKH�GHYHORSPHQW�RI�JRDOV�DV�VRPHWKLQJ�RWKHU
WKDQ�D�GHOLEHUDWHO\�UDWLRQDO��FRQVFLRXV�SURFHVV���,W�LV�PRUH�OLNH�D�KLVWRULFDO�HYROXWLRQ��LQIOXHQFHG
KHDYLO\�E\�ELDV�IURP�WKH�OHJLVODWXUH��WUDGLWLRQDO�YDOXHV��DQG�FXUUHQW�VRFLHWDO�QHHG�DV�SHUFHLYHG�E\
WKH�PDQDJHPHQW�DJHQF\���%HFDXVH�RI�WKLV�GHYHORSPHQW�RI�JRDOV�RYHU�ORQJ�SHULRGV�RI�WLPH�
GLIIHUHQW�UHVRXUFHV�VXFK�DV�WLPEHU��UDQJH��DQG�UHFUHDWLRQDO�SRWHQWLDO�DUH�UDUHO\�DOZD\V�PDQDJHG�LQ
D�KLVWRULFDOO\�FRQVLVWHQW�PDQQHU�

�7KH�JRDO�RI�QDWLRQDO�IRUHVW�WLPEHU�VDOH�SROLF\�>LQ�����@�LV�WKDW�RI�SUHVHUYLQJ�WKH�OLYLQJ�DQG
JURZLQJ�WLPEHU�DQG�SURPRWLQJ�WKH�\RXQJHU�JURZWK�RQ�WKH�QDWLRQDO�IRUHVWV��%XW�LQ������WKH
HFRQRPLF�JRDOV�WR�EH�DFKLHYHG�WKURXJK�WLPEHU�VDOH�SROLF\�ZHUH�LGHQWLILHG�E\�DGPLQLVWUDWLYH
UHJXODWLRQV�ZKLFK�VRXJKW�WR�HQFRXUDJH�HIILFLHQW�RSHUDWRUV��VWDELOL]H�ORFDO�FRPPXQLWLHV��DQG
SUHYHQW�PRQRSRO\�LQ�IRUHVW�SURGXFWV�LQGXVWULHV���)URP�WLPH�WR�WLPH�RWKHU�OHJLVODWLYH�DQG
DGPLQLVWUDWLYH�JRDOV�KDYH�EHHQ�DGGHG��VXFK�DV�WKRVH�GHILQLQJ�WKH�OHYHO�RI�DOORZDEOH�FXW�IURP
SXEOLF�ODQGV��WKH�PLQLPXP�VL]H�DQG�PD[LPXP�GXUDWLRQ�RI�LQGLYLGXDO�WLPEHU�VDOHV��DQG�WKH�VR�
FDOOHG�VPDOO�EXVLQHVV�VHW�DVLGHV���7KHVH�DVSHFWV�RI�WLPEHU�VDOH�SROLF\�KDYH�LQIOXHQFHG�GHFLVLRQ�
PDNLQJ�DERXW�SXEOLF�IRUHVW�UHVRXUFHV�E\�PRGLI\LQJ�RU�UHGHILQLQJ�WKH�HFRQRPLF�JRDO�RI�VXFK
GHFLVLRQV��

�7KH�KLVWRU\�RI�WLPEHU�VDOH�DGPLQLVWUDWLRQ�DOVR�VKRZV�KRZ�VSHFLILF�HFRQRPLF�JRDOV�KDYH�FKDQJHG�
6XVWDLQHG�\LHOG�DQG�FRPPXQLW\�VWDELOL]DWLRQ��IRU�H[DPSOH��DUH�WUDGLWLRQDO�JRDOV�IRU�VHOOLQJ�WLPEHU
VR�DV�WR�PD[LPL]H�QHW�LQFRPH�WR�WKH�SHRSOH�ZKR�DUH�GHSHQGHQW�RQ�WKH�UHVRXUFH���%XW�WKH�FRQFHSW
RI�ZKR�LV�GHSHQGHQW�RQ�D�JLYHQ�WUDFW�RI�WLPEHU�KDV�FKDQJHG�UHPDUNDEO\�RYHU�WKH�\HDUV���%HIRUH
�����SURGXFWV�FXW�IURP�QDWLRQDO�IRUHVW�WLPEHU�FRXOG�QRW�EH�H[SRUWHG�RXWVLGH�WKH��VWDWH�RI�RULJLQ�
DQG�WKH�FRQFHSW�RI�D�ZRUNLQJ�FLUFOH�WKHUH�LQ�HIIHFW�OLPLWHG�SULPDU\�PDQXIDFWXUH�RI�SXEOLF�WLPEHU
WR�DQ�DUHD�ZLWKLQ�D�IHZ�PLOHV�RI�LWV�JURZLQJ�VLWH���7KHQ�&RQJUHVV�UHPRYHG�WKH�H[SRUW�UHVWULFWLRQV�
7HFKQRORJLFDO�DGYDQFHV�LQFUHDVHG�WKH�VL]H�RI�ZRUNLQJ�FLUFOHV�RQ�ZKLFK�)RUHVW�6HUYLFH
PDQDJHPHQW�SODQV�ZHUH�EDVHG��7KH�UHVXOW�RI�WKHVH�FKDQJHV�KDV�EHHQ�WR�UHGHILQH�WKH�SRSXODWLRQV
WKDW�GHULYH�SULPDU\�DQG�VHFRQGDU\�EHQHILWV�IURP�WLPEHU�VDOH�SROLF\�DQG�WKXV�WR�UHGHILQH�WKH
HFRQRPLF�JRDO�RI�WKDW�SROLF\���8S�XQWLO�:RUOG�:DU�,,��YLUWXDOO\�WKH�HQWLUH�VXSSO\�RI�&DOLIRUQLD
V
QDWLRQDO�IRUHVWV�ZDV�YHU\�QHDU�WKH�PDUJLQ�RI�SURILWDEOH�XVH��DQG�XWLOL]DWLRQ�ZDV�RQO\�D��VPDOO
IUDFWLRQ�RI�WKH�DOORZDEOH�FXW���7KH�KLJKHVW�SULRULW\�HFRQRPLF�JRDO�ZDV�IRU�GHYHORSPHQW�RI�SULPDU\
DFFHVV�WR�WKH�WLPEHU�DQG�IRU�HIILFLHQW�PDQXIDFWXUH�E\�VDZPLOOV�WKDW�FRXOG�RSHUDWH�VXFFHVVIXOO\�RQ
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D�QDUURZ�PDUJLQ�RI�SURILW���/DUJH�DQG�ORQJ�WHUP�VDOHV�ZHUH�QHHGHG�LI�WKHUH�ZDV�WR�EH�DQ\
HFRQRPLF�GHYHORSPHQW�RI�WKH�UHVRXUFH��

�$IWHU�WKH�ZDU�SULFHV�URVH��PRUH�SHRSOH�HQWHUHG�WKH�VWXPSDJH�PDUNHW��DQG�JUHDWO\�LQFUHDVHG
IXQGV�EHFDPH�DYDLODEOH�IRU�URDG�GHYHORSPHQW�ERWK�IURP�&RQJUHVV�DQG�IURP�SRWHQWLDO�WLPEHU
EX\HUV��/DUJH�VL]H�WLPEHU�VDOHV�ZHUH�WKHQ�QR�ORQJHU�HVVHQWLDO�IRU�HFRQRPLF�GHYHORSPHQW�RU
PDQXIDFWXULQJ�HIILFLHQF\�IRU�WKH�VXUYLYDO�RI�PDQXIDFWXUHUV��6DOH�SROLF\�VKLIWHG�WR�RQH�XQGHU
ZKLFK�PRVW�&DOLIRUQLD�VDOHV�KDYH�EHHQ�>UHODWLYHO\�VPDOO�DQG�VKRUW�WHUP@���7KH�DOORFDWLRQ�RI�WLPEHU
DSSHDUV�WR�KDYH�EHHQ�UHGLUHFWHG�WRZDUG�PD[LPL]LQJ�FXUUHQW�UHWXUQV�WR�WKH�SXEOLF�WUHDVXU\�DQG
HQFRXUDJLQJ�FRPSHWLWLRQ�DPRQJ�WLPEHU�EX\HUV��DQG�DZD\�IURP�WKH�ROGHU�JRDO�RI�GHYHORSPHQW��

�$Q�HQWLUHO\�GLIIHUHQW�V\VWHP�KDV�JRYHUQHG�WKH�DOORFDWLRQ�RI�IRUDJH�EHQHILWV�IURP�WKH�SXEOLF�ODQGV�
,QGLYLGXDOV�KDYH�EHHQ�JUDQWHG�SUHIHUHQFHV�IRU�WKH�XVH�RI�SXEOLF�UDQJH�EHFDXVH�WKH\�RZQHG
UDQFKHV�WKDW�ZHUH�HFRQRPLFDOO\�GHSHQGHQW�RQ�WKH�SXEOLF�UDQJH���7KHUH�KDYH�EHHQ�VWULFW
OLPLWDWLRQV�RQ�WKH�PD[LPXP�VL]H�RI�UDQFK�XQLW�DOORZHG�WR�JUD]H��DQG�JUD]LQJ�IHHV�KDYH�YDULHG
EHWZHHQ�D�VXEVWDQWLDO�DQG�D�PRGHVW�IUDFWLRQ�RI�IDLU�PDUNHW�YDOXH���7KLV�SROLF\�DSSHDUV�WR�KDYH
VHFXUHG�LQWHJUDWLRQ�EHWZHHQ�SULYDWH�DQG�SXEOLF�UHVRXUFHV�ZKHUH�WKLV�ZDV�QHFHVVDU\�IRU�HIILFLHQW
RSHUDWLRQ��GLVFRXUDJHG�HFRQRPLF�FRQFHQWUDWLRQ�LQ�WKH�GHSHQGHQW�OLYHVWRFN�LQGXVWU\��DQG
GLVFRXUDJHG�WKH�HQWU\�RI�DGGLWLRQDO�ILUPV�LQWR�WKDW�LQGXVWU\���7KH�JRDOV�LQKHUHQW�LQ�WKLV�SROLF\
KDYH�EHHQ�MXVW�WKH�RSSRVLWH�RI�WKRVH�XVHG�LQ�WKH�DOORFDWLRQ�RI�WLPEHU��

�6WLOO�RWKHU�HFRQRPLF�JRDOV�DSSHDU�LQ�WKH�DOORFDWLRQ�RI�UHFUHDWLRQ�UHVRXUFHV���5HFUHDWLRQDO�XVHV�WKDW
UHTXLUH�H[FOXVLYH�RFFXSDQF\�RI�WKH�ODQG�KDYH�EHHQ�FKDUJHG�RQO\�QRPLQDO�IHHV��WUDQVLWRU\�XVHV
VXFK�DV�FDPSLQJ�DQG�KLNLQJ�KDYH�EHHQ�SHUPLWWHG�IUHH��7KHUH�KDV�EHHQ�YHU\�OLWWOH�UDWLRQLQJ�RI
UHFUHDWLRQDO�EHQHILWV�FRPSDUDEOH�WR�WKH�UDWLRQLQJ�RI�WLPEHU�WKURXJK�DOORZDEOH�FXW�DQG�VWXPSDJH
SULFH�SROLFLHV�RU�WR�WKH�UDWLRQLQJ�RI�IRUDJH�WKURXJK�FDUU\LQJ�FDSDFLW\�UDQJH�DOORWPHQW�SROLFLHV�
5HFUHDWLRQ�JRDOV��XQOLNH�WKRVH�LQ�IRUDJH�DQG�WLPEHU��PDNH�QR�VHULRXV�DWWHPSW�WR�LQIOXHQFH�WKH
VWUXFWXUH�RI�GHYHORSPHQW�RI�GHSHQGHQW�FRPPXQLWLHV�RU�LQGXVWULHV���5DWKHU�WKH�IUHH�XVH�SROLF\�KDV
VWLPXODWHG�FRQVXPHU�GHPDQG�EHFDXVH�LW�VXEVLGL]HV�UHFUHDWLRQ�FRQVXPSWLRQ�ZKHUHYHU�WKHUH�LV�DQ
DOWHUQDWLYH�XVH�IRU�WKH�ODQGV�VXSSRUWLQJ�WKH�UHFUHDWLRQ�UHVRXUFH��

>IURP�5HHG�����������VWHZDUGVKLS@
�/HDYLQJ�DVLGH�IRU�D�PRPHQW�WKH�YHU\�LPSRUWDQW�LVVXH�RI�HFRQRPLF�HIILFLHQF\��WKHUH�LV�WKH�VHSDUDWH
DQG�GLVWLQFW�TXHVWLRQ�RI�FRQVHUYDWLRQ�RI�UHQHZDEOH�UHVRXUFHV���7KH�FHQWUDO�LGHD�KHUH�LV�WKDW�WKH
UHVRXUFH�EDVH�LV�MRLQWO\�RZQHG�DFURVV�JHQHUDWLRQV��,Q�WKLV�FRQWH[W�WKH�LVVXH�LV�HTXLW\�UDWKHU�WKDQ
HIILFLHQF\��7KXV��ZH�VSHDN�RI�LQWHUJHQHUDWLRQDO�RU�LQWHUWHPSRUDO�HTXLW\��ZKHUH�WKH�WLPH�KRUL]RQ
H[WHQGV�ZHOO�EH\RQG�WKDW�ZKLFK�LV�QRUPDOO\�FRQVLGHUHG�LQ�FRUSRUDWH�GHFLVLRQ�PDNLQJ��

�&RQVHUYDWLRQ�FULWHULD�DUH�DSSOLHG�LQFUHDVLQJO\�WR�SXEOLFO\�RZQHG�UHVRXUFHV�VXFK�DV�IRUHVW�ODQG�
3XEOLF�ODQG�PDQDJHUV�ILQG�WKDW�HIILFLHQF\�ZKHQ�WDNHQ�DORQH�WHQGV�WR�ELDV�GHFLVLRQV�WRZDUG�WKH
VKRUW�UXQ�DQG�WKH�SUHVHQW�JHQHUDWLRQ���7KHUH�LV�D�JURZLQJ�WHQGHQF\�WKHUHIRUH��WR�DGRSW�D
FRQVHUYDWLRQ�VWDQFH�ZKLFK�UHIOHFWV�D�SKLORVRSK\�RI�VWHZDUGVKLS����

�&RQVHUYDWLRQ�RQ�WKH�RWKHU�KDQG��PXVW�EH�GLVWLQJXLVKHG�FDUHIXOO\�IURP��SUHVHUYDWLRQ����7KRVH
ZKR�HVSRXVH�SUHVHUYDWLRQ�KROG�WKDW�PDQ�VKRXOG�QRW�LQWHUYHQH�LQ�WKH�QDWXUDO�VHWWLQJ�EXW�UDWKHU�OHW
QDWXUH�WDNH�KHU�FRXUVH���7KDW�LV�LQ�VKDUS�FRQWUDVW�WR�UHVRXUFH�PDQDJHUV�ZKR�RIWHQ�VSHDN�RI��
FRQVHUYDWLRQ�DQG�ZLVH�XVH��DV�WKHLU�SULQFLSDO�PDQGDWH��

>IURP�&RXIDO�����������ODQG�HWKLF�@
�0RUH�WKDQ�ILIW\�\HDUV�DJR��LQ�WKLV�MRXUQDO��$OGR�/HRSROG�ZURWH�RI�WKH�QHHG�IRU�D�FRQVHUYDWLRQ
HWKLF���/HRSROG�WKHQ�VXJJHVWHG��LQ�IDFW�XUJHG��WKDW�HWKLFDO�FRQVLGHUDWLRQV�EH�H[WHQGHG�WR
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UHODWLRQVKLSV�EHWZHHQ�PDQ�DQG�KLV�FRPPXQLW\���7KH�WHUP��ODQG�HWKLF��ZDV�XVHG�EHFDXVH�/HRSROG
LQFOXGHG�LQ�KLV�GHILQLWLRQ�RI�FRPPXQLW\���VRLO��ZDWHU��SODQWV��DQG�DQLPDOV��RU�FROOHFWLYHO\���WKH
ODQG�����/HRSROG��DV�PXFK�DV�3LQFKRW��EHOLHYHG�LQ�PDQDJLQJ�WKH�ODQG��IURP�SUHVHUYDWLRQ�WR
LQWHQVLYH�FXOWXUH��DV�DSSURSULDWH�DQG�FRPSDWLEOH�ZLWK�WKH�ODQG
V�FDSDELOLWLHV���7R�/HRSROG��WKH
XQLI\LQJ�IHDWXUH�LQ�DOO�OHYHOV�RI�PDQDJHPHQW�ZDV�WDNLQJ�D�KROLVWLF�YLHZ���7KLV�LQFOXGHG�ILUVW�WKH
�ODQG��DV�GHVFULEHG�DERYH��DQG�VHFRQG�D�ODQG�HWKLF�WKDW��FKDQJHV�WKH�UROH�RI�+RPR�6DSLHQV�IURP
FRQTXHURU�RI�WKH�ODQG�FRPPXQLW\�WR�SODLQ�PHPEHU�DQG�FLWL]HQ�RI�LW����7KLUG��WKH�FULWLFDO�LWHP��WKH
RQH�/HRSROG�FDOOHG�WKH��NH\�ORJ��WR�EH�PRYHG�WR�GHYHORS�D�ODQG�HWKLF��ZDV�KLV�FDOO�WKDW�ZH��TXLW
WKLQNLQJ�DERXW�GHFHQW�ODQG�XVH�DV�VROHO\�DQ�HFRQRPLF�SUREOHP���([DPLQH�HDFK�TXHVWLRQ�LQ�WHUPV
RI�ZKDW�LV�HWKLFDOO\�DQG�HVWKHWLFDOO\�ULJKW��DV�ZHOO�DV�ZKDW�LV�HFRQRPLFDOO\�H[SHGLHQW����:KDW�LV
HWKLFDOO\�DQG�HVWKHWLFDOO\�ULJKW�PD\�QRW�EH�DQ\�PRUH�FORXG\�WKDQ�ZKDW�LV�HFRQRPLFDOO\�ULJKW�
HVSHFLDOO\�DW�WKH�H[WUHPHV��

7KH�%HQHILWV�RI�6LOYLFXOWXUH

:K\�GR�ZH�XQGHUWDNH�VLOYLFXOWXUDO�SURMHFWV"�7KH�EHQHILWV�RI�VLOYLFXOWXUH�PRVW�RIWHQ�FLWHG�DUH�

�� LPSURYHPHQWV�LQ�JURZWK�DQG�\LHOG�

�� LQFUHDVHV�LQ�WKH�YDOXH�RI�WKH�WLPEHU�FURS�

�� UHGXFWLRQ�RI�KDUYHVWLQJ�FRVWV�

�� UHGXFWLRQ�RI�ULVN�

�� LPSURYHPHQWV�WR�WKH�DJJUHJDWH�ZRRG�VXSSO\�SLFWXUH�

�� LQFUHDVH�LQ�HPSOR\PHQW�

�� ORQJ�WHUP�VWDELOL]DWLRQ�RI�FRPPXQLWLHV��DQG

�� VRFLDO�HWKLFDO�UHWXUQV�

,Q�WKH�IROORZLQJ�VHFWLRQV��WKHVH�EHQHILWV�DUH�H[DPLQHG�LQ�H[WUDFWV�IURP�WKH�OLWHUDWXUH�UHOHYDQW�WR
%ULWLVK�&ROXPELD�

*URZWK�DQG�<LHOG

>IURP�)UDVHU�����������RQ�VSDFLQJ@
�,Q�WHUPV�RI�JURVV�FXELF�YROXPH�JURZWK��WKH�HYLGHQFH�DSSHDUV�WR�IDYRU�WKH�YLHZ�WKDW�WKH�JURZWK
SRWHQWLDO�RI�D�VLWH�LV�IL[HG�E\�WKH�VRLO�FKDUDFWHULVWLFV��DYDLODELOLW\�RI�QXWULHQWV��DQG�VXQOLJKW��6��0�
6PLWK����������7KH�DWWDLQPHQW�RI�WKLV�JURZWK�SRWHQWLDO�GHSHQGV�XSRQ�WKH�GHJUHH�RI�VLWH
RFFXSDQF\���6LQFH�WKH�HQYLURQPHQWDO�GHWHUPLQDQWV�RI�D�VLWH
V�JURZWK�SRWHQWLDO�DUH�XQDIIHFWHG�
VSDFLQJ�ZLOO�QRW�LQFUHDVH�JURVV�FXELF�YROXPH�JURZWK���,Q�IDFW��VSDFLQJ�LV�PRUH�OLNHO\�WR�GHFUHDVH
JURVV�FXELF�YROXPH�JURZWK�E\�UHGXFLQJ��DW�OHDVW�WHPSRUDULO\��WKH�GHJUHH�RI�VLWH�RFFXSDQF\��

�7KLV�DQRPDORXV�UHVXOW�QHHG�QRW�EH�VLJQLILFDQW���$Q\�UHVXOWLQJ�ORVV�RI�JURZWK�PD\�EH�QHJOLJLEOH�
DW�OHDVW�LQ�OLJKW�RU�PHGLXP�VSDFLQJ�ZKHUH�IXOO�VLWH�RFFXSDQF\�LV�UHFDSWXUHG�TXLWH�TXLFNO\���$OVR��D
QXPEHU�RI�VWXGLHV�LQGLFDWH�WKDW�PRUWDOLW\�GHFOLQHV�LQ�VSDFHG�VWDQGV�GXH�WR�GHFUHDVHG�FRPSHWLWLRQ�
$V�D�UHVXOW��WKH�WRWDO�OLYH�YROXPH�RI�WLPEHU�LQ�D�VSDFHG�VWDQG�PD\�LQFUHDVH�PRUH�UDSLGO\�WKDQ�LQ
DQ�XQVSDFHG�VWDQG���,W�DSSHDUV�OLNHO\�WKDW�WKH�WRWDO�YROXPH�LQ�D�VSDFHG�VWDQG�ZLOO�DSSURDFK�WKH
WRWDO�YROXPH�RI�WKH�VSDFHG�VWDQG�RYHU�WLPH��
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�7KLV�WHQGHQF\�RI�VSDFHG�DQG�XQVSDFHG�VWDQGV�WR�WUHQG�WRZDUGV�D�IL[HG�YROXPH�LV�ZHOO
VXSSRUWHG���)RU�H[DPSOH��D�QXPEHU�RI�VWXGLHV�RI�DJULFXOWXUDO�SODQWV�KDYH�UHSHDWHGO\
GHPRQVWUDWHG�D�FRQVWDQW�ILQDO�\LHOG�RI�WRWDO�GU\�ZHLJKW�UHJDUGOHVV�RI�GHQVLW\��6��0��6PLWK��������
,Q�IRUHVWU\��3LHQDDU�DQG�7XUQEXOO��������WHVWHG�WKH�K\SRWKHVLV�WKDW�VWDQGV�RI�GLIIHUHQW�LQLWLDO
GHQVLWLHV�DSSURDFK�D�FRPPRQ�EDVDO�DUHD�SHU�XQLW�DUHD���7KH\�FRQFOXGHG�WKDW�LQLWLDO�GHQVLWLHV�IURP
�����VWHPV�WR�����VWHPV�SHU�DFUH�XOWLPDWHO\�VXVWDLQ�DQ�HTXDO�OLYH�EDVDO�DUHD�SHU�DFUH���7KLV
JHQHUDOO\�VXSSRUWV�WKH�HDUOLHU�ILQGLQJV�RI�(XURSHDQ�VWXGLHV�E\�0ROOHU���������

�,Q�VXPPDU\��VSDFLQJ�GRHV�QRW�DSSHDU�WR�LQFUHDVH�WKH�JURVV�FXELF�YROXPH�JURZWK�RI�D�VWDQG�RU
HYHQ�LWV�ILQDO�VWDQGLQJ�YROXPH���+RZHYHU��IURP�DQ�HFRQRPLF�SHUVSHFWLYH��RI�XOWLPDWH�FRQFHUQ�LV
WKH�LPSDFW�RI�VSDFLQJ�RQ�PHUFKDQWDEOH�YROXPHV���$OWKRXJK�WKH�WRWDO�YROXPH�PD\�QRW�FKDQJH��D
JUHDWHU�SURSRUWLRQ�RI�WKLV�YROXPH�PD\�EH�FRPPHUFLDOO\�XVHIXO���7KH�HIIHFW�RI�VSDFLQJ�LV�WR�FKDQJH
WKH�JURZWK�DQG�WKH�JURZWK�UDWH�RI�WKH�UHPDLQLQJ�WUHHV���&RQVLGHUDEOH�HYLGHQFH�FRQILUPV�WKDW
VSDFLQJ�KDV�D�GLUHFW�DQG�VLJQLILFDQW�LPSDFW�RQ�GLDPHWHU�JURZWK���7KH�LPSDFW�RI�VSDFLQJ�RQ�KHLJKW
LV�OHVV�FOHDU�DQG�WUHH�KHLJKW�PD\�EH�OLWWOH�DIIHFWHG�E\�VWDQG�GHQVLW\���+RZHYHU��GLDPHWHU�DORQH�LV�D
NH\�GHWHUPLQDQW�RI�PHUFKDQWDELOLW\���$OO�PHUFKDQWDELOLW\�VWDQGDUGV�KDYH�D�ORZHU�GLDPHWHU�OLPLW�
&OHDUO\��D�ODUJHU�SURSRUWLRQ�RI�WKH�VXUYLYLQJ�WUHHV�LQ�D�VSDFHG�VWDQG��DQG�FRQVHTXHQWO\�WRWDO
YROXPH��DW�KDUYHVW�DJH�ZLOO�IDOO�DERYH�DQ\�JLYHQ�PHUFKDQWDELOLW\�OLPLW��

�7KH�SRWHQWLDO�HFRQRPLF�EHQHILWV�RI�MXYHQLOH�VSDFLQJ�IDOO�LQWR�WKUHH�GLVWLQFW�FDWHJRULHV���)LUVW��WKH
PHUFKDQWDEOH�YROXPH�RI�WKH�VWDQG�PD\�EH�LQFUHDVHG���+RZHYHU��WKH�H[WHQW�RI�WKH�YROXPH
LQFUHPHQW�ZLOO�GHSHQG�FULWLFDOO\�XSRQ�WKH�URWDWLRQ�DJH��WKH�SURGXFWLYH�FDSDFLW\�RI�WKH�VLWH��DQG
DERYH�DOO�WKH�PHUFKDQWDELOLW\�VWDQGDUGV�DW�KDUYHVW�DJH���$OO�RI�WKHVH�IDFWRUV�VKRXOG�DFFRXQWHG�IRU
LQ�SURMHFWLQJ�YROXPH�EHQHILWV�IURP�VSDFLQJ���6LPSOH�VWDWHPHQWV�RI�SURSRUWLRQDO�JDLQV�IURP�WKHVH
WUHDWPHQWV��ZKLFK�DUH�RIWHQ�SUHVHQWHG�LQ�WKH�OLWHUDWXUH��DUH�UHDOO\�LQDGHTXDWH��

>IURP�1DZLWND�����������RQ�VSDFLQJ�DQG�IHUWLOL]DWLRQ@
�)RU�WKH�UDQJH�RI�GHQVLWLHV�HQFRXQWHUHG�XQGHU�RSHUDWLRQDO�FRQGLWLRQV�LQ�HYHQ�DJHG�VWDQGV�

��� $�JLYHQ�VLWH�KDV�D�IL[HG�SRWHQWLDO�\LHOG�EHFDXVH�LW�SURYLGHV�MXVW�VR�PXFK�VRLO�PRLVWXUH��VRLO
QXWULHQWV��FDUERQ�GLR[LGH�DQG�VXQOLJKW�IRU�SODQW�JURZWK�

��� 6SDFLQJ�RU�D�ORZ�LQLWLDO�GHQVLW\�GRHV�QRW�LQFUHDVH�WKH�IL[HG�SRWHQWLDO�\LHOG�RI�D�VLWH���7KHUHIRUH�
VSDFLQJ�RI�D�ORZ�LQLWLDO�GHQVLW\�GRHV�QRW�LQFUHDVH�SRWHQWLDO�WRWDO�VWDQG�YROXPH���,Q�IDFW�D
VSDFHG�VWDQG�FDUULHV�D�VPDOOHU�WRWDO�YROXPH�KD�WKDQ�DQ�XQWUHDWHG�RU�KLJK�GHQVLW\�VWDQG�IRU�D
FRQVLGHUDEOH�SHULRG���(YHQWXDOO\�WKH�WRWDO�YROXPH�RI�WKH�VSDFHG�VWDQG�FDWFKHV�XS�WR�WKH
XQWUHDWHG�VWDQG���,Q�RSHUDWLRQDO�FRQGLWLRQV�WKH�VSDFHG�VWDQG�YROXPH�PD\�HYHQWXDOO\�H[FHHG
WKH�XQVSDFHG�VWDQG�

��� ,Q�WHUPV�RI�PHUFKDQWDEOH�YROXPH��D�VSDFHG�RU�ORZ�LQLWLDO�GHQVLW\�VWDQG�PD\�QRW�FDUU\�D
UHGXFHG�YROXPH�KD�DQG�PD\�FDUU\�DQ�LQFUHDVHG�PHUFKDQWDEOH�YROXPH�KD�IRU�D�FRQVLGHUDEOH
SHULRG���(YHQWXDOO\�WKH�PHUFKDQWDEOH�YROXPH�RI�WKH�XQWUHDWHG�RU�KLJK�GHQVLW\�VWDQG�ZLOO
FDWFK�XS�WR�WKH�VSDFHG�RU�ORZ�GHQVLW\�VWDQG�

��� $�VSDFHG�RU�ORZ�GHQVLW\�VWDQG�ZLOO�UHDFK�D�KDUYHVWDEOH�VL]H�PRUH�TXLFNO\���,I�KDUYHVWLQJ
RFFXUV�DV�VRRQ�DV�WKH�VWDQG�LV�ELJ�HQRXJK��WKHQ�VSDFHG�DQG�ORZ�LQLWLDO�GHQVLW\�VWDQGV�PD\
\LHOG�D�KLJKHU�PHUFKDQWDEOH�YROXPH�WKDQ�KLJK�GHQVLW\�VWDQGV�

�� )HUWLOL]DWLRQ�GRHV�UDLVH�WKH�SURGXFWLYH�FDSDFLW\�RI�D�VLWH�DQG��OLNH�VSDFLQJ�VKRUWHQV�WKH�WLPH�WR
PHUFKDQWDEOH�VL]H��,Q�IRUHVW�VWDQGV�D�VLQJOH�DSSOLFDWLRQ�RI�IHUWLOL]HU�SURGXFHV�D�WUDQVLHQW
JURZWK�UHVSRQVH�ZKLFK�ODVWV�DERXW����\HDUV�IRU�'RXJODV�ILU���7KH�UHVSRQVH�SHDNV�DERXW�IRXU
WR�ILYH�\HDUV�DIWHU�IHUWLOL]DWLRQ�DQG�WDLOV�RII�WKHUHDIWHU���$W�WKH�HQG�RI�WKH�UHVSRQVH�SHULRG�WKH
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VWUXFWXUH�RI�WKH�IHUWLOL]HG�VWDQG�LV�GLIIHUHQW�IURP�WKH�FRQWURO�DQG�WKH�VXEVHTXHQW�GHYHORSPHQW
RI�WKH�IHUWLOL]HG�VWDQG�ZLOO�DOVR�EH�VRPHZKDW�GLIIHUHQW��

7LPEHU�9DOXH

>IURP�)UDVHU����������SLHFH�VL]H�DQG�FOHDU�ZRRG@
�7KH�LPSDFW�RI�VSDFLQJ�RQ�WKH�XQLW�YDOXH�RI�WLPEHU�LV�OHVV�FOHDU���7KHUH�DUH�D�QXPEHU�RI�SRVLWLYH
DQG�QHJDWLYH�IDFWRUV�ZKLFK�PXVW�EH�FRQVLGHUHG���0RVW�ORJ�PDUNHWV�LQFRUSRUDWH�JHQHUDO�SUHPLXPV
IRU�ODUJHU�ORJ�VL]H���7KLV�SDUWO\�UHIOHFWV�ORZHU�SURFHVVLQJ�FRVWV��EXW�DOVR�WKH�KLJKHU�YDOXHG�SURGXFWV
ZKLFK�FDQ�EH�SURGXFHG���2Q�WKH�RWKHU�KDQG��WKH�ODUJHU�WUHHV�SURGXFHG�WKURXJK�VSDFLQJ�KDYH�D
QXPEHU�RI�WHFKQLFDO�VKRUWFRPLQJV�ZKLFK�FRXOG�EH�GHWULPHQWDO�WR�XQLW�YDOXH���2QO\�VRPH�RI�WKHVH
GUDZEDFNV�DUH�SUHVHQWO\�UHIOHFWHG�LQ�WKH�SULFLQJ�V\VWHP���+RZHYHU��LQ�IXWXUH�\HDUV�DV�VHFRQG�
JURZWK�WLPEHU�EHFRPHV�D�PRUH�LPSRUWDQW�FRPSRQHQW�RI�UDZ�PDWHULDO�VXSSO\��WKH�SULFLQJ�V\VWHP
PD\�GLIIHUHQWLDWH�PRUH�FORVHO\��

�2QH�NH\�IDFWRU�LV�WKDW�ODUJHU�ORJ�VL]HV�DUH�UHTXLUHG�WR�SURGXFH�KLJKHU�YDOXHG�OXPEHU�DQG
SO\ZRRG�SURGXFWV���$OVR��ZLWKLQ�WKH�OXPEHU�PDUNHW��ODUJHU�GLPHQVLRQ�SURGXFWV�JHQHUDOO\
FRPPDQG�SUHPLXP�SULFHV���7KH�GUDPDWLF�LPSDFW�RI�WKHVH�IDFWRUV�RQ�WKH�XQLW�YDOXH�RI�ORJV�LV
LQGLFDWHG�LQ�WKH������&URZQ�=HOOHUEDFK�VWXG\���7KLV�VKRZV�'RXJODV�ILU�ORJ�SULFHV�UDQJLQJ�IURP
EHWZHHQ�����DQG�����SHU�FXQLW�DW�D����FXELF�IRRW�SLHFH�VL]H�WR�RYHU�����SHU�FXQLW�DW����FXELF�IHHW
SLHFH�VL]H���6LPLODU�ILJXUHV�IRU�ZHVWHUQ�KHPORFN�LQGLFDWH�D�UDQJH�IURP��������SHU�FXQLW�DW����FXELF
IHHW�WR�����SHU�FXQLW�DW����FXELF�IHHW��

�2Q�WKH�RWKHU�VLGH�RI�WKH�HTXDWLRQ��WKLQQLQJ�WHQGV�WR�VWRS�QDWXUDO�SUXQLQJ�DQG�VWLPXODWHV�WKH
GHYHORSPHQW�RI�ODUJH�EUDQFKHV���&RQVHTXHQWO\��WKH�WUHHV�IURP�VSDFHG�VWDQGV�ZLOO�WHQG�WR�SURGXFH
ORJV�ZLWK�ODUJHU�DQG�PRUH�IUHTXHQW�NQRWV���6L]H�DQG�IUHTXHQF\�RI�NQRWV�LV�DQRWKHU�NH\�IDFWRU�LQ�ORJ
JUDGLQJ�ZLWK�VXEVWDQWLDO�SUHPLXPV�SDLG�IRU��FOHDU��ZRRG���$V�LQGLFDWHG�E\�FRPSDULVRQ�RI�7DEOHV
��DQG����WKHUH�LV�D�VHYHUDO�KXQGUHG�GROODU�GLIIHUHQFH�EHWZHHQ�WKH�SULFH�RI�FOHDU�OXPEHU�DQG
GLPHQVLRQ�OXPEHU�RI�WKH�VDPH�ZLGWK���7KH�LQFUHDVHG�NQRWWLQHVV�RI�ZRRG�IURP�VSDFHG�VWDQGV�PD\
EH�D�VLJQLILFDQW�RIIVHW�DJDLQVW�WKH�KLJKHU�YDOXH�IURP�LQFUHDVHG�ORJ�VL]H��

�,Q�DGGLWLRQ�WR�WKLV��WKHUH�KDV�EHHQ�VRPH�FRQFHUQ�H[SUHVVHG�DERXW�RWKHU�TXDOLW\�HOHPHQWV�RI�IDVW
JURZQ�ZRRG���/RJV�IURP�VSDFHG�VWDQGV�ZLOO�KDYH�IHZHU�ULQJV�SHU�LQFK�DQG�FORVH�JUDLQ�ZRRG�LV
UHTXLUHG�IRU�D�QXPEHU�RI�VSHFLDOW\�LWHPV�VXFK�DV�VHOHFW�VWUXFWXUDO�VFDIIROG�SODQNLQJ�DQG�WKH�WRS
JUDGHV�XVHG�IRU�LQWHULRU�DQG�H[WHULRU�WULP��FDELQHW�ZRUN��HWF���ZKHUH�ILQH�ILQLVK�LV�LPSRUWDQW���$OVR�
WKHUH�LV�VRPH�FRQFHUQ�DERXW�WKH�VSHFLILF�JUDYLW\�RI�WKH�ZRRG���7KLV�FRXOG�UHGXFH�SXOS�YDOXHV�DQG
WKH�VWUHQJWK�DQG�VWLIIQHVV�RI�OXPEHU�SURGXFWV��-��+��*��6PLWK�DQG�5REW��:��.HQQHG\�������
+RZHYHU��LW�VHHPV�WR�EH�JHQHUDOO\�DFFHSWHG�WKDW�FRPPHUFLDO�ORVVHV�GXH�WR�WKHVH�IDFWRUV�ZLOO�EH
UHODWLYHO\�VPDOO�LQ�UHODWLRQ�WR��WKH�FRPPHUFLDO�JDLQV�IURP�LQFUHDVHG�WUHH�VL]H���6PLWK�������
FRQFOXGHV�RQ�WKH�EDVLV�RI�VSDFLQJ�WULDOV�DW�WKH�8%&�UHVHDUFK�IRUHVW�WKDW�ZLGH�ULQJV�DUH�XQOLNHO\�WR
EH�D�PDMRU�SUREOHP�LQ�%ULWLVK�&ROXPELD�ZKLOH�6PLWK�DQG�.HQQHG\��������FRQFOXGH�WKDW�WUHH
YROXPH�FDQ�EH�VLJQLILFDQWO\�LQFUHDVHG�ZLWKRXW�DIIHFWLQJ�ZRRG�GHQVLW\�WR�DQ\�LPSRUWDQW�H[WHQW��

�,Q�VXPPDU\��PRVW�LPSRUWDQW�HOHPHQWV�RI�TXDOLW\�DUH�SLHFH�VL]H�DQG�SURGXFWLRQ�RI�FOHDU�ZRRG�
:KLOH�VSDFLQJ�FDQ�GUDPDWLFDOO\�LPSURYH�SLHFH�VL]H��LWV�LPSDFW�RQ�WKH�SURGXFWLRQ�RI�FOHDU�ZRRG�LV
OLNHO\�QHJDWLYH���7KLV�GLVDGYDQWDJH�FDQ�EH�RYHUFRPH�E\�SUXQLQJ�LQ�VSDFHG�VWDQGV���+RZHYHU��WKH
HFRQRPLFV�RI�WKLV�WUHDWPHQW�KDYH�QRW�EHHQ�LQYHVWLJDWHG�WR�DQ\�H[WHQW���,Q�WKH�DEVHQFH�RI�SUXQLQJ�
WKH�RYHUDOO�HIIHFW�RI�VSDFLQJ�RQ�WKH�XQLW�YDOXH�RI�WLPEHU�SURGXFHG�LV�XQFHUWDLQ��SDUWLFXODUO\�LQ�WKH
ORQJ�UXQ���2YHU�WLPH��PDQ\�RI�WKH�SURFHVVLQJ�HFRQRPLFV�SUHVHQWO\�LQKHUHQW�LQ�ODUJH�WLPEHU�DUH
OLNHO\�WR�GLPLQLVK�DV�SURFHVVLQJ�WHFKQRORJ\�JHDUV�WR�WKH�VPDOOHU�ZRRG�LQ�VHFRQG�JURZWK�VWDQGV�
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,W�FHUWDLQO\�DSSHDUV�OLNHO\�WKDW�SURMHFWLQJ�EHQHILWV�RQ�WKH�EDVLV�RI�FXUUHQW�VL]H�SUHPLXPV�DORQH�ZLOO
WHQG�WR�RYHUHVWLPDWH�WKH�EHQHILWV�RI�VSDFLQJ��

>IURP�)UDVHU����������SUXQLQJ�@
����LW�LV�SRVVLEOH�WKDW�WKH�ODUJHU�WUHHV�UHVXOWLQJ�IURP�VSDFLQJ�ZLOO�FRPPDQG�KLJKHU�XQLW�SULFHV�WKDQ
WKHLU�XQVSDFHG�FRXQWHUSDUWV���+RZHYHU��SURMHFWLQJ�HFRQRPLF�EHQHILWV�RQ�WKH�EDVLV�RI�SUHVHQW�VL]H
SUHPLXPV�DORQH�ZLOO�OLNHO\�RYHUHVWLPDWH�DFWXDO�UHWXUQV���8QOHVV�SUXQLQJ�LV�DOVR�DSSOLHG��WKH
VSDFHG�WUHHV�ZLOO�FRQWDLQ�ORZHU�TXDOLW\�ZRRG�WKDQ�XQVSDFHG�WUHHV�RI�HTXLYDOHQW�VL]H���$OVR��RYHU
WKH�ORQJHU�UXQ��VL]H�SUHPLXPV�DUH�OLNHO\�WR�GHFOLQH�WR�VRPH�H[WHQW���$�PXFK�FORVHU�ORRN�DW�WKLV
DUHD�LV�ZDUUDQWHG��

>IURP�6WHUOLQJ�:RRG�����������HFRQRPLFV�RI�VHFRQG�JURZWK@
�6R�FDOOHG�VHFRQG�JURZWK�LV�EHLQJ�KDUYHVWHG�DW�DQ�DFFHOHUDWLQJ�UDWH���7KHVH�VWDQGV�DUH�SURGXFLQJ
VRPH�RI�WKH�KLJKHVW�UHDO�FRQYHUVLRQ�UHWXUQV�LQ�WKH�SURYLQFH�GHVSLWH�UHODWLYHO\�ORZ�VHOOLQJ�SULFHV�
7KHVH�FRQYHUVLRQ�UHWXUQV�DUH�SDUWO\�D�IXQFWLRQ�RI�H[FHOOHQW�WHUUDLQ�DQG�ORJJLQJ�FKDQFH��GHYHORSHG
WUDQVSRUWDWLRQ�V\VWHPV�DQG�LQFUHDVLQJO\�HIILFLHQW�ORJJLQJ�DQG�PLOOLQJ�WHFKQLTXHV���7KLV
GHPRQVWUDWHV�WKH�H[FHOOHQW�ILQDQFLDO�IHDVLELOLW\�RI�KDUYHVW�LQ�XQPDQDJHG�VWDQGV�RI�WKLV�VL]H�RI
WLPEHU��HYHQ�ZKHQ�KDUYHVW�RFFXUV�ZHOO�EHORZ�WKH�SUHVXPHG�SK\VLFDO�URWDWLRQ�DJH���,W�FOHDUO\
LOOXVWUDWHV�WKH�H[FHOOHQW�SRWHQWLDO�IRU�LQWHQVLYH�IRUHVW�PDQDJHPHQW�LQ�LPPDWXUH�VWDQGV�VLPLODUO\
ORFDWHG���&RPSRQHQW�YDOXH�UHODWLRQVKLSV�LOOXVWUDWHG�LQ�RXU�UHSRUW�ZLOO�XQGRXEWHGO\�FKDQJH�LQ
IXWXUH�EXW�ZH�EHOLHYH�WKHVH�ZLOO�DOO�EH�XSZDUG���7KH�DOUHDG\�GHPRQVWUDWHG�KLJK�UHDO�FRQYHUVLRQ
UHWXUQV�DQG�WKLV�XSZDUG�YDOXH�H[SHFWDWLRQ�DUH�PRVW�FRPSHOOLQJ�DUJXPHQWV�IRU�XVH�RI�D�ODUJH
ILQDQFLDO�RSWLPLVP�IDFWRU�E\�SUDFWLWLRQHUV�IRU�IRUHFDVWV�DQG�SURMHFWLRQV���'DWD�EDVHG�RQ
XQPDQDJHG�VHFRQG�JURZWK�VWDQGV�EHORZ�URWDWLRQ�DJH�LQGLFDWHV�H[FHOOHQW�ILQDQFLDO�UHVXOWV���,W
IROORZV�WKDW�PDQDJHG�VWDQGV�VKRXOG�DFKLHYH�HYHQ�EHWWHU�UHVXOWV��

����LW�LV�HYLGHQW�WKDW�WKH�HIIHFW�RI�GLDPHWHU�RQ�YDOXH�WDNHV�SODFH�ZLWKLQ�D�QDUURZ�EDQG�RI�ORJ
GLDPHWHUV�IURP����WR����FP���,W�LV�ZLWKLQ�WKLV�UDQJH�WKDW�\LHOG�RI�OXPEHU�LQFUHDVHV�GUDPDWLFDOO\�
%HWZHHQ����DQG����FP��VWHP�YDOXHV�WHQG�WR�SODWHDX�DQG�WKHQ�ULVH�DJDLQ�RQ�WKH�H[SHFWDWLRQ�RI
UHFRYHULQJ�SUHPLXP�OXPEHU�JUDGHV�RQ�WKH�FRDVW�DQG�ZLGHU�GLPHQVLRQ�ZLGWKV�LQ�WKH�LQWHULRU��

+DUYHVWLQJ�&RVWV

�>IURP�5HHG������@
�%HQHILWV�IURP�,QWHQVLYH�)RUHVW�0DQDJHPHQW�

�� YDOXH�JDLQV

�� VSHFLHV�PL[�LPSURYHG

�� OXPEHU�UHFRYHU\�IDFWRU�UDLVHG

�� JUDGH�DQG�GLPHQVLRQ�PL[�HQKDQFHG

�� UHVLGXDO�FKLS�YDOXHV�LQFUHDVHGµ

�7KH�ILUVW�RI�WKHVH�>YDOXH�LQFUHDVHV@�LV�WKH�H[SHFWHG�VKLIW�LQ�VSHFLHV���DZD\�IURP�KDUGZRRGV�DQG
WRZDUG�VSUXFH�DQG�SLQH���7KLV�ZLOO�UHVXOW�IURP�SODQWLQJ�SURPSWO\��DGHTXDWH�EUXVKLQJ��FRQLIHU
UHOHDVH�DQG�LQWHUPHGLDWH�IHOOLQJ���7KH�EHWWHU�TXDOLW\��ODUJHU�ORJV�ZLOO�SURYLGH�KLJKHU�OXPEHU
UHFRYHU\�IDFWRUV��D�PRUH�SURILWDEOH�JUDGH�DQG�GLPHQVLRQ�PL[��SOXV�D�ULFKHU�GLHW�RI�UHVLGXDO�FKLSV
DQG�URXQGZRRG�IRU�XVH�E\�WKH�SXOS�DQG�SDSHU�VHFWRU���0RUH�RI�WKLV�ZLOO�KDSSHQ�DQG�WKH�WUHDWHG
VWDQGV�ZLOO�EH�UHDG\�������\HDUV�VRRQHU��
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>IURP�)UDVHU����������WUHH�VL]H�DQG�KDUYHVWLQJ�FRVW@
�7KH�LQIOXHQFH�RI�WUHH�VL]H�RQ�XQLW�KDUYHVWLQJ�FRVWV�KDV�EHHQ�UHFRJQL]HG�IRU�VRPH�WLPH���+RZHYHU�
VXUSULVLQJO\�OLWWOH�DWWHQWLRQ�KDV�EHHQ�SDLG�WR�WKLV�LQ�HYDOXDWLQJ�WKH�UHODWLYH�SURILWDELOLW\�RI�IRUHVW
LQYHVWPHQW�RSSRUWXQLWLHV���3DUW�RI�WKH�SUREOHP�LV�WKDW�D�FRQVLGHUDEOH�QXPEHU�RI�RWKHU�YDULDEOHV�
VXFK�DV�VORSH�RI�WHUUDLQ��VWDQG�DFFHVVLELOLW\��GHQVLW\�RI�XQGHUEUXVK��HWF���DOVR�LQIOXHQFH�WKH�XQLW
FRVWV�RI�KDUYHVWLQJ���&RQVHTXHQWO\��LW�LV�GLIILFXOW�WR�LGHQWLI\�WKH�LQIOXHQFH�RI�WUHH�VL]H�DORQH�RQ�XQLW
FRVWV���,Q�DGGLWLRQ��WKHUH�LV�D�JHQHUDO�XQFHUWDLQW\�ZKHWKHU�V\VWHPDWLF�GLIIHUHQFHV�LQ�XQLW�FRVWV�GXH
WR�WUHH�VL]H�DUH�VLJQLILFDQW�UHODWLYH�WR�RWKHU�YDULDEOHV��

����D������HYDOXDWLRQ�RI�MXYHQLOH�VSDFLQJ�E\�&URZQ�=HOOHUEDFK�LQGLFDWHG�D�VLPLODU�YHU\�VLJQLILFDQW
UHODWLRQVKLS�EHWZHHQ�DYHUDJH�FRVWV�DQG�WUHH�VL]H�IRU�ERWK�'RXJODV�ILU�DQG�ZHVWHUQ�KHPORFN�
$OWKRXJK�WKH�VSHFLILF�IXQFWLRQDO�UHODWLRQVKLS�ZDV�QRW�SUHVHQWHG��JUDSKLFDOO\�WKH\�VKRZHG�ORJJLQJ
FRVWV�GHFOLQLQJ�IURP�DSSUR[LPDWHO\��������SHU�FXQLW��DW�DQ�DYHUDJH�SLHFH�VL]H�RI����FXELF�IHHW��WR
DOPRVW��������SHU�FXQLW��DW�DQ�DYHUDJH�SLHFH�VL]H�RI����FXELF�IHHW�

>IURP�)UDVHU�����������LQFUHDVH�FRVW�RI�KDUYHVWLQJ�VPDOO�ZRRG�@
����LW�LV�FOHDU�WKDW�WKH�ODUJHU�WUHH�VL]H�UHVXOWLQJ�IURP�VSDFLQJ�ZLOO�JHQHUDWH�VXEVWDQWLDO�FRVW�VDYLQJV
LQ�WKH�KDUYHVWLQJ�RSHUDWLRQ���+RZHYHU��LW�LV�DOVR�FOHDU�WKDW�WKH�FRVW�UHODWLRQVKLSV�DUH�QRQOLQHDU�LQ
QDWXUH���&RQVHTXHQWO\��WKH�KDUYHVW�FRVW�VDYLQJV�FDQQRW�EH�DFFXUDWHO\�HVWLPDWHG�RQ�WKH�EDVLV�RI
DYHUDJH�GLDPHWHUV�ZLWK�DQG�ZLWKRXW�VSDFLQJ���,Q�HIIHFW��SURMHFWLRQV�DUH�UHTXLUHG�RI�WKH�IUHTXHQF\
GLVWULEXWLRQ�RI�GLDPHWHUV�LQ�WKH�VSDFHG�DQG�XQVSDFHG�VWDQG�

>IURP�6WHUOLQJ�:RRG�����������WUHH�VL]H�DQG�FRQYHUVLRQ�FRVWV�@
7KH�HIIHFW�RI�GLDPHWHU�RQ�FRQYHUVLRQ�FRVWV�LV�UHODWLYHO\�LQVLJQLILFDQW�RQFH�WKH�LPSDFW�RI�YDOXH
UHFRYHU\�KDV�EHHQ�DFFRXQWHG�IRU��

>IURP�5HHG������@
%HQHILWV�IURP�LQWHQVLYH�IRUHVW�PDQDJHPHQW�

&RVW�UHGXFWLRQV�

D�� VKRUWHQ�KDXOLQJ�GLVWDQFH�E\�WUHDWLQJ�QHDU�WKH�PLOO

E�� SURGXFH�ODUJHU��PRUH�XQLIRUP�ORJV�IRU�ORJJLQJ�FRVW�VDYLQJV��DQG�IRU�ORZHU�SURFHVVLQJ�FRVWV

F� SURWHFWLRQ�FRVWV�UHGXFHG�>DV�WKH�@�IRUHVW�LV�KDUYHVWHG�DW�D�\RXQJHU�DJH�>DQG�WKHUH�LV@�OHVV
QDWXUDO�PRUWDOLW\

5HGXFWLRQ�RI�5LVN

>IURP�5HHG������@

D�� LQVHFW�DQG�ILUH�>DUH@�ORVVHV�UHGXFHG

E�� >WKHUH�LV@�OHVV�UHOLDQFH�RQ�RSHQ�PDUNHW�>IRU@�IRU�ORJV�>DQG@�IRU�SXOS�FKLSV

F�� OHVV�ULVN�RI�FXUWDLOPHQW�IURP�WLPEHU�VKRUWDJH�

>HGLWRUV@
,W�LV�UHFRJQL]HG�LQ�WKH�ILQDQFLDO�OLWHUDWXUH�WKDW�WKHUH�DUH�WZR�ZD\V�LQ�ZKLFK�ULVN�FDQ�EH�UHGXFHG
�%UHDOH\�HW�DO����������2QH�ZD\�LV�WKURXJK�GLYHUVLILFDWLRQ�RI�WKH�FXUUHQW�SRUWIROLR���7KH�RWKHU�ZD\
LV�E\�KHGJLQJ�WR�UHGXFH�WKH�SRVVLELOLWLHV�RI�ORVVHV�LQ�WKH�IXWXUH���,QYHVWPHQWV�LQ�VLOYLFXOWXUH�PD\
QRW�QHFHVVDULO\�UHGXFH�WKH�SUREDELOLW\�RI�SODQWDWLRQ�IDLOXUH���+RZHYHU��E\�SURYLGLQJ�PRUH�RSWLRQV
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IRU�PDUNHWLQJ�WKH�SODQWDWLRQ�\LHOG��WKH\�LQ�HVVHQFH�SURYLGH�GLYHUVLILFDWLRQ�LQ�WKH�SURGXFW�SRUWIROLR
RI�WKH�ODQGRZQHU���)XUWKHU��KLJKHU�YDOXH�SURGXFWV�FDQ�SUREDEO\�EH�FDUULHG�RQ�WKH�VWXPS�ORQJHU
WKDQ�ORZHU�YDOXH�SURGXFWV��L�H��WKH\�RXJKW�WR�FRQWLQXH�WR�LQFUHDVH�LQ�YDOXH���DOORZLQJ�WKH
ODQGRZQHU�PRUH�IOH[LELOLW\�ZLWK�UHVSHFW�WR�ZKHQ�WKH�VWDQG�LV�DFWXDOO\�SODFHG�RQ�WKH�PDUNHW�

$JJUHJDWH�:RRG�6XSSO\�%HQHILWV

,W�KDV�EHHQ�DUJXHG�WKDW�VLOYLFXOWXUDO�SURJUDPV�FDQ�LPSURYH�WKH�DJJUHJDWH�WLPEHU�VXSSO\�SLFWXUH
IRU�D�UHJLRQ��E\�GHOD\LQJ�RU�SUHYHQWLQJ�IDOOGRZQ��RU�E\�LQFUHDVLQJ�WKH�SURGXFWLYLW\�RI�WKH�IRUHVW�WR
D�GHJUHH�WKDW�ZRXOG�DOORZ�DQ�LQFUHDVH�LQ�WKH�UDWH�RI�KDUYHVW��$�GHVFULSWLRQ�RI�WKLV�VWUDWHJ\�ZLWK
UHIHUHQFH�WR�1HZ�%UXQVZLFN�IRUHVWV�LV�SUHVHQWHG�E\�%DVNHUYLOOH��������DQG�ZLOO�EH�XVHG�KHUH�WR
LOOXVWUDWH�WKH�FRQFHSWV�

>IURP�%DVNHUYLOOH��*����������DYRLGLQJ�IDOOGRZQ@
0RVW�RI�WKH�ROGHU�VWDQGV�LQ�1HZ�%UXQVZLFN�RULJLQDWHG�IROORZLQJ�WKH�����������RXWEUHDN�RI
VSUXFH�EXGZRUP��DQG�DUH�QRZ�>LQ�����@���������\HDUV�ROG��)LJXUH���VKRZV�WKH�XQHYHQQHVV�RI�WKH
DJH�FODVV�VWUXFWXUH�

:KHQ�WKH�VWDQGV�WKDW�DUH�FXUUHQWO\�LQ�WKH�������\HDU�DJH�FODVV�KDYH�EHHQ�KDUYHVWHG��WKHUH�ZLOO�EH�D
VKRUWDJH�RI�PDWXUH�WLPEHU�XQWLO�WKH�VWDQGV�LQ�ZKDW�LV�QRZ�WKH��������\HDU�DJH�FODVV�PDWXUH�
7KHUHIRUH��IRU�D�SHULRG�RI�DERXW����\HDUV�WKHUH�ZLOO�EH�D�VKRUWDJH�RI�WLPEHU��)LJXUH����XQOHVV�VRPH
DFWLRQ�LV�WDNHQ�WR�EULQJ�WKH�\RXQJHU�ZRRG�WR�PHUFKDQWDEOH�VL]H�PXFK�IDVWHU��)LJXUH���VKRZV�WKH
ZRRG�VXSSO\�DYDLODEOH�IURP�LQFUHDVLQJ�OHYHOV�RI�VLOYLFXOWXUH��:KHQ�WKH�LQFUHPHQWDO�VXSSO\
UHVXOWLQJ�IURP�VLOYLFXOWXUH�LV�FRPELQHG�ZLWK�WKH�WUDQVLWLRQDO�IRUHVW��DQ�LQFUHDVH�LQ�KDUYHVW�LV
SRVVLEOH��)LJXUH����

(PSOR\PHQW

$�EHQHILW�RI�VLOYLFXOWXUDO�SURMHFWV�WKDW�LV�RIWHQ�FLWHG�LV�WKH�LQMHFWLRQ�RI�IXQGV�LQWR�ORFDO�HFRQRPLHV
WKURXJK�WKH�ZDJHV�SDLG�WR�VLOYLFXOWXUDO�ZRUNHUV�DQG�WKH�SXUFKDVH�RI�VXSSOLHV�

)UDVHU�DQG�+RZDUG��������IRXQG�WKDW�DERXW����FHQWV�RI�HDFK�GROODU�SDLG�WR�D�FRQWUDFWRUV�IRU�WUHH
SODQWLQJ�ZDV�IRU�ODERU�VHUYLFHV��EXW�WKDW�RQO\�����RI�WKH�ZRUNHUV�ZHUH�KLUHG�LQ�WKH�DUHD�ORFDO�WR
WKH�SURMHFW��WKH�UHVW�ZHUH�KLUHG�HOVHZKHUH�LQ�%ULWLVK�&ROXPELD�DQG�&DQDGD�

'HORLWWH�+DVNLQV�DQG�6HOOV�FRQGXFWHG�D�VXUYH\�WR�VWXG\�WKH�VRFLR�HFRQRPLF�LPSDFW�RI�VLOYLFXOWXUDO
HPSOR\PHQW�XQGHU�WKH�����������&DQDGD�%ULWLVK�&ROXPELD�)RUHVW�5HVRXUFHV�'HYHORSPHQW
$JUHHPHQW��7KHLU�VXUYH\�LQFOXGHG�ZRUNHUV�LQ�PDQ\�W\SHV�RI�VLOYLFXOWXUDO�SURMHFWV��QRW�MXVW
SODQWLQJ��DQG�WKH\�IRXQG�WKDW�����RI�FRQWUDFW�FRVWV�ZHUH�IRU�ODERXU�DQG�DQRWKHU�����ZDV�IRU
HTXLSPHQW�DQG�VXSSOLHV��&RQWUDU\�WR�WKH�ILQGLQJV�RI�)UDVHU�DQG�+RZDUG��WKH�VXUYH\�IRXQG�WKDW
����RI�WKH�ZRUNHUV�ZHUH�KLUHG�ORFDOO\�

&RPPXQLW\�6WDELOLW\

7KH�DUJXPHQW�LV�VRPHWLPHV�PDGH�WKDW�SURJUDPV�RI�VLOYLFXOWXUH�ZLOO�FRQWULEXWH�WR�WKH�VWDELOLW\�RI
FRPPXQLWLHV��7KLV�DUJXPHQW�FDQ�EH�VXEGLYLGHG�LQWR�VKRUW�WHUP�DQG�ORQJ�WHUP�HIIHFWV��LQ�WKH�VKRUW
WHUP��H[SHQGLWXUHV�RQ�VLOYLFXOWXUDO�DFWLYLWLHV�SURYLGH�VKRUW�WHUP�HPSOR\PHQW�DQG�RWKHU�HFRQRPLF
UHWXUQV�WR�D�FRPPXQLW\��DV�ZRXOG�DQ\�RWKHU�LQGXVWULDO�DFWLYLW\��DQG�LQ�WKH�ORQJ�WHUP��VLOYLFXOWXUDO
LQYHVWPHQW�ZLOO�HQDEOH�D�VXVWDLQDEOH�HYHQIORZ�RI�WLPEHU��ZKLFK�LQ�WXUQ�ZLOO�IRVWHU�FRPPXQLW\
VWDELOLW\�
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7KH�ILUVW�SDUW�RI�WKH�DUJXPHQW��VKRUW�WHUP�HIIHFWV��LV�HDV\�WR�DFFHSW��DOWKRXJK�WULFN\�WR�TXDQWLI\�
DQG�ZLOO�QRW�EH�H[DPLQHG�IXUWKHU�LQ�WKLV�VHFWLRQ��7KH�VHFRQG�SDUW�RI�WKH�DUJXPHQW��WKDW
VLOYLFXOWXUH�LQFUHDVHV�RU�VPRRWKHV�KDUYHVW�IORZV��VHH�WKH�VHFWLRQ�$JJUHJDWH�7LPEHU�6XSSO\
(IIHFWV��DERYH��DQG�WKHUHIRUH�HQKDQFHV�FRPPXQLW\�VWDELOLW\��LV�OHVV�REYLRXV��,Q�IDFW��PDQ\�DXWKRUV
TXHVWLRQ�LWV�YDOLGLW\�

6LQFH�WKH�VXVWDLQHG�\LHOG�PDQDJHPHQW�FRQVWUDLQWV�RI�WLPEHU�KDUYHVWLQJ�KDYH�D�ODUJH�RSSRUWXQLW\
FRVW��DQG�WKDW�WKH�MXVWLILFDWLRQ�IRU�WKHVH�FRQVWUDLQWV�LV�FRPPXQLW\�VWDELOLW\��WKLV�LV�DQ�LPSRUWDQW
LVVXH�

7KH�IROORZLQJ�UHDGLQJV�H[DPLQH�WKH�SUHPLVH�WKDW�D�VXVWDLQHG�HYHQ�IORZ�RI�WLPEHU�IURP�WKH�IRUHVW
LV�QHFHVVDU\�IRU�WKH�DFKLHYHPHQW�RI�FRPPXQLW\�VWDELOLW\��6KDOODX��������DQG�:DJJHQHU�������
H[DPLQH�ZKDW�ZH�PHDQ�E\�WKH�WHUPV�VWDELOLW\��FRPPXQLW\�DQG�GHSHQGHQFH��:DJJHQHU�������
JRHV�RQ�WR�H[DPLQH�FRPPXQLW\�VWDELOLW\�DV�D�IRUHVW�SROLF\�REMHFWLYH��DQG�WUDFHV�LWV�KLVWRULFDO
GHYHORSPHQW��+HOIDQG�DQG�(PHUVRQ�GHILQH�FRPPXQLW\�VWDELOLW\�DV�RUGHUO\�FKDQJH�

>IURP�6FKDOODX�����������ZKDW�LV�FRPPXQLW\�VWDELOLW\"@
�7KH�WHUP��FRPPXQLW\��LV�QHEXORXV���7KH�)RUHVW�6HUYLFH�SROLFLHV�FDQQRW�EH�H[SHFWHG�WR�DVVXUH
HFRQRPLF�VWDELOLW\�IRU�DOO�FLWLHV�DQG�PXQLFLSDOLWLHV��VR�FLYLO�GLYLVLRQV�DUH�RI�OLWWOH�KHOS�LQ
GHOLQHDWLQJ�WKH�ERXQGDU\�RI�D�FRPPXQLW\������,Q�WKH�SDVW��PDLQWDLQLQJ�WKH�VWDWXV�TXR�KDV�EHHQ�WKH
PRVW�JHQHUDOO\�DFFHSWHG�GHILQLWLRQ���,Q�WKLV�UHJDUG��VXVWDLQHG�\LHOG�KDUYHVWLQJ�KDV�EHHQ�HTXDWHG
ZLWK�FRPPXQLW\�VWDELOLW\���%XW�VXFK�D�FRQFHSW�LV�LQDSSURSULDWH�LQ�RXU�G\QDPLF��HYHU�FKDQJLQJ
HFRQRP\���5HFHQW�)RUHVW�6HUYLFH�JXLGHOLQHV�GHILQH�FRPPXQLW\�VWDELOLW\�DV��WKH�UDWH�RI�FKDQJH�ZLWK
ZKLFK�SHRSOH�FDQ�FRSH�ZLWKRXW�H[FHHGLQJ�WKHLU�FDSDFLW\�WR�GHDO�ZLWK�LW����7KLV�GHILQLWLRQ
UHFRJQL]HV�FKDQJH�DV�LQHYLWDEOH���%XW�DQ�REMHFWLYH�PHDVXUH�RI�FRPPXQLW\�VWDELOLW\�EDVHG�RQ
�FRSLQJ�FDSDFLW\��PLJKW�EH�GLIILFXOW�WR�GHYLVH�

�&RPPXQLW\�VWDELOLW\�LV�EHVW�YLHZHG�LQ�WHUPV�RI�ORQJ�WHUP��VHFXODU��FKDQJH�UDWKHU�WKDQ�F\FOLFDO
FKDQJH���1DWLRQDO�UDWKHU�WKDQ�ORFDO�FRQGLWLRQV�GHWHUPLQH�WKH�WLPLQJ�DQG�GXUDWLRQ�RI�EXVLQHVV
F\FOHV���&\FOLFDO�FKDQJH�RIWHQ�VLJQDOV�WKH�QHHG�WR�UHDOORFDWH�UHVRXUFHV�UDWKHU�WKDQ�UHWXUQ�WR�SUH�
UHFHVVLRQ�FRQGLWLRQV���)RU�H[DPSOH��D�VXUSOXV�RI�VNLOOHG�ZRUNHUV�PD\�DWWUDFW�D�QHZ��QRQ�WLPEHU
ILUP�WR�D�FRPPXQLW\���7KHUHIRUH��RUFKHVWUDWLQJ�WLPEHU�IORZV�LQ�RUGHU�WR�KHOS�UHOLHYH�HFRQRPLF
SUREOHPV�UHODWHG�WR�WKH�UHODWLYHO\�VKRUW�EXVLQHVV�F\FOHV�PLJKW�QRW�EH�DSSURSULDWH�LQ�OLJKW�RI�D
FRPPXQLW\
V�ORQJ�WHUP�HFRQRPLF�SRWHQWLDO�

>IURP�:DJJHQHU�����������WKH�PHDQLQJ�RI�FRPPXQLW\�VWDELOLW\�DQG�RULJLQ�RI�WKH�FRQFHSWV�@
�6WDELOLW\����7KH�FRQFHSW�RI�VWDELOLW\�DV�XVHG�LQ�IRUHVWU\�KDV�PDQ\�PHDQLQJV���7KH�PRVW�FRPPRQ�
SHUKDSV��LV�WKH�QRWLRQ�RI�FRQVWDQF\���DQ�XQFKDQJLQJ�YDOXH�IRU�VRPH�LQGHSHQGHQW�PHDVXUH���$Q
HYHQ�IORZ�RI�ZRRG�RXWSXW�RU�FRQVWDQW�SULFHV�RU�HPSOR\PHQW�DUH�VXFK�LQWHUSUHWDWLRQV������7KH
DEVHQFH�RI�VXGGHQ�DQG�XQSUHGLFWDEOH�FKDQJHV�LQ�RXWSXW�RU�SULFH�LV�RIWHQ�LGHQWLILHG�ZLWK�VWDELOLW\�
<HW�DQRWKHU�FRQFHSW�UHODWHV�WR�WKH�GHJUHH�RI�VKRUW�WHUP�YDULDELOLW\�DERXW�WKH�WUHQG�RI�WKH�VHOHFWHG
YDULDEOH�RYHU�WLPH�

�&RPPXQLW\����$�FOHDU�LGHD�RI�ZKDW�FRQVWLWXWHV�D�FRPPXQLW\�LV�QHFHVVDU\�LQ�WKH�DVVHVVPHQW�RI
VWDELOLW\�DV�D�SROLF\�REMHFWLYH��EXW�WKH�OLWHUDWXUH�LV�ODFNLQJ�LQ�DQ\�H[SOLFLW�GHILQLWLRQ���(DUO\�IRUHVWU\
KLVWRU\�LQGLFDWHV�WKH�LGHD�RI�D�FORVHO\�NQLW�VRFLDO�FRPPXQLW\�DOPRVW�ZKROO\�LVRODWHG
JHRJUDSKLFDOO\�DQG�HFRQRPLFDOO\���,Q�WRGD\
V�HFRQRP\��KRZHYHU��WKH�FRQFHSW�RI�FRPPXQLW\�LV
QHLWKHU�FOHDU�QRU�VLPSOH���3ROLWLFDO��JHRJUDSKLF��VRFLDO��DQG�HFRQRPLF�DVSHFWV�RI�FRPPXQLW\�DUH�QR
ORQJHU�FRLQFLGHQW��DQG�WKHLU�GLYHUJHQFH�LV�D�IXQGDPHQWDO�VRXUFH�RI�DPELJXLW\���$V�HFRQRPLHV�RI
VFDOH�LQ�SURGXFWLRQ�DQG�WUDQVSRUWDWLRQ�KDYH�FKDQJHG��WKH�FRQFHSW�RI�DQ�HFRQRPLF�FRPPXQLW\�KDV
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DOWHUHG�JUHDWO\������7KH�)RUHVW�6HUYLFH�IRFXV�IRU�FRPPXQLW\�VWDELOLW\�LV�QRZ�WKH�SODQQLQJ�XQLW��
QRUPDOO\�D�QDWLRQDO�IRUHVW�LQ�OLHX�RI�D�VSHFLILF�ORFDO�FRPPXQLW\�

�'HSHQGHQF\����'HSHQGHQFH�LV�UHODWLYH��DQG�FDQ�VHOGRP�EH�GHILQHG�SUHFLVHO\���,I�WKHUH�LV�DQ\
IXQFWLRQDO�UHODWLRQVKLS�EHWZHHQ�D�FRPPXQLW\�DQG�WKH�IRUHVW��WKHUH�LV�D�GHJUHH�RI�GHSHQGHQFH�

�7KH�RULJLQV�RI�FRQFHUQ�IRU�FRPPXQLW\�VWDELOLW\�FDQ�EH�WUDFHG�WR�WKH�PLGGOH�RI�WKH���WK�FHQWXU\�LQ
QRUWKHUQ�*HUPDQ\���7KH�YLUWXDOO\�XQGHYHORSHG�VWDWH�RI�WUDQVSRUWDWLRQ�DQG�FRPPXQLFDWLRQ
UHVXOWHG�LQ�D�ZLGHVSUHDG�V\VWHP�RI�VPDOO��LQGHSHQGHQW�SROLWLFDO�XQLWV�ZLWK�KLJK�FXVWRPV�EDUULHUV
WKDW�SUHYHQWHG�DQ\�VLJQLILFDQW�GHJUHH�RI�UHJLRQDO�WUDGH���/RFDO�FRQVXPSWLRQ�GHSHQGHG�GLUHFWO\�RQ
ORFDO�SURGXFWLRQ���6HOI�VXIILFLHQF\�ZDV�WKH�UXOH��DQG�WKH�HIIHFW�RQ�IRUHVWU\�ZDV�WKH�GHYHORSPHQW�RI
VPDOO�XQLWV�ZKHUH�SURGXFWLRQ�DQG�FRQVXPSWLRQ�ZHUH�FORVHO\�UHJXODWHG���7KH�LGHD�RI�WKH��QRUPDO
IRUHVW��EHFDPH�ILUPO\�HVWDEOLVKHG�DV�WKH�EDVLV�IRU�PDQDJHPHQW�XQGHU�WKH�VWDJQDQW��FORVHG
HFRQRPLHV�RI�WKH�SHULRG�

�7KH�LQGXVWULDO�UHYROXWLRQ�GUDVWLFDOO\�FKDQJHG�WKH�HFRQRPLF�VLWXDWLRQ�IRU�IRUHVWU\���:LWK
GHYHORSPHQW�RI�WUDQVSRUWDWLRQ�DQG�FRPPXQLFDWLRQV��HDFK�IRUHVW�FRPPXQLW\�ZDV�QR�ORQJHU
UHTXLUHG�WR�EH�VHOI�VXIILFLHQW���&DSLWDOLVP�EHFDPH�WKH�GRPLQDQW�HFRQRPLF�V\VWHP���$ORQJ�ZLWK
RWKHU�JRRGV�DQG�VHUYLFHV��ZRRG�EHFDPH�DQ�RUGLQDU\�HFRQRPLF�FRPPRGLW\���1HYHUWKHOHVV��WKH
FRQFHSW�RI�WKH�GHSHQGHQW�FRPPXQLW\�DQG�WKH�QHHG�RI�WKH�FORVHO\�UHJXODWHG�ORFDO�IRUHVW�HVVHQWLDOO\
VXUYLYHG���7KLV�SKLORVRSKLFDO�EDVLV�IRU�IRUHVWU\�ZDV�WUDQVIHUUHG�WR�1RUWK�$PHULFD��UHVXOWLQJ�LQ�D
V\VWHP�RI�PDQDJHPHQW�ODUJHO\���LQFRQVLVWHQW�ZLWK�RXU�IRUHVW�ELRORJ\�DQG�RXU�IRUHVW�HFRQRP\�
�%HKDQ��������

�,Q�DQ�LQGXVWULDO�VRFLHW\��FRQWLQXRXV�FRQVXPSWLRQ�LV�QRW�QHFHVVDULO\�GHSHQGHQW�XSRQ�ORFDO
FRPPXQLW\�SURGXFWLRQ��

�(DUO\�*HUPDQ�IRUHVWU\�ODUJHO\�GHDOW�ZLWK�WKH�SUREOHPV�RI�XQUHJXODWHG�XVH�RI�WKH�IRUHVW�DV�D
FRPPRQ�SURSHUW\�ZLWKLQ�DQ�HFRQRPLFDOO\�XQGHYHORSHG�VRFLHW\���7KHUH�ZDV�D�SRVVLELOLW\�RI
H[KDXVWLQJ�WLPEHU�UHVRXUFHV�XQOHVV�FROOHFWLYH�XVH�ZDV�VWULFWO\�FRQWUROOHG���$V�IRUHVW�HQWHUSULVH
H[SDQGHG�LQ�WKLV�FRXQWU\��HFRQRPLF�FRQGLWLRQV�ZHUH�WRWDOO\�GLIIHUHQW��EXW�WKH�FRQVHTXHQFHV�RI
UDSLG�XWLOL]DWLRQ�DSSHDUHG�YHU\�VLPLODU�WR�ZKDW�KDG�EHHQ�H[SHULHQFHG�����\HDUV�HDUOLHU�LQ�(XURSH�
7KH�FXW�RXW�JHW�RXW�KLVWRU\�RI�LQGXVWU\�PLJUDWLRQ��DQG�WKH�HFRQRPLF�FRQVHTXHQFHV�IRU�WKH
UHPDLQLQJ�FRPPXQLWLHV��ZHUH�LQ�DOO�DSSHDUDQFHV�WKH�VDPH���7KLV�FRXQWU\�KDG�IDFHG�D�ODUJH
HFRQRPLF�VXUSOXV�RI�WLPEHU�DQG�D�UHVWULFWHG�PDUNHW�ZKLFK�WRJHWKHU�PDGH�LQYHVWPHQW�LQ
SHUPDQHQW�WLPEHU�RSHUDWLRQV�XQHFRQRPLF���7KH�SUREOHP�ZDV�RQH�RI�DGMXVWLQJ�WLPEHU�LQYHQWRU\
WR�DQ�HFRQRPLFDOO\�RSWLPDO�OHYHO�ZKLOH�PDUNHWV�ZHUH�GHYHORSLQJ���1HYHUWKHOHVV��SROLFLHV�ZHUH
DGRSWHG�RQ�WKH�EDVLV�RI�WKH�(XURSHDQ�H[SHULHQFH�XQGHU�WKH�SUHVXPSWLRQ�WKDW�WKH�FDXVHV�RI�WKH
REVHUYHG�HYHQWV�ZHUH�WKH�VDPH���7KH�DVVXPHG�SROLF\�VROXWLRQ�ZDV�WKDW�WKH�DEUXSW�DQG�RIWHQ
GUDPDWLF�FKDQJHV�LQ�IRUHVW�LQGXVWU\�VWUXFWXUH�DQG�ORFDWLRQ�FRXOG�EH�SUHYHQWHG�LI�WLPEHU�ZHUH
FRQWLQXRXVO\�DYDLODEOH�IRU�SURGXFWLRQ�ZLWKLQ�WKH�ORFDO�FRPPXQLW\���7KH�OLQNDJH�RI�VXVWDLQHG�
\LHOG�DQG�HYHQ�IORZ�SROLFLHV�ZLWK�FRPPXQLW\�VWDELOLW\�ZDV�WKH�QDWXUDO�FRQVHTXHQFH���7KH�SROLF\
LPSOLFDWLRQV�ZHUH�WZR�IROG��WKDW�D�FRQWLQXDO��FRQVWDQW��YROXPH�RI�WLPEHU�ZDV�UHTXLUHG��DQG�WKDW
WKLV�WLPEHU�VKRXOG�IORZ�WR�ORFDO�FRPPXQLW\�PLOOV�UDWKHU�WKDQ�WR�PRUH�GLVWDQW�PLOOV���$�EDODQFH
EHWZHHQ�ORFDO�LQGXVWU\�FDSDFLW\�DQG�WLPEHU�SURGXFWLRQ�ZDV�WKRXJKW�WR�EH�KLJKO\�GHVLUDEOH�

����IRUHVWU\�RSHUDWHV�LQ�D�G\QDPLF�DQG�XQVWDEOH�HFRQRPLF�HQYLURQPHQW���$�PDMRU�FDXVH�RI�WKLV
LQVWDELOLW\�LV�WKH�F\FOLF�QDWXUH�RI�GHPDQG�IRU�SURGXFWV�DQG�WKH�FKDQJLQJ�HFRQRPLFV�RI�SURGXFWV
WHFKQRORJ\�DQG�WUDQVSRUWDWLRQ���6WDELOLW\��GHILQHG�DV�FRQVWDQF\��RIWHQ�UHSUHVHQWV�D�PLVGLUHFWHG
SROLF\�GHVLJQHG�WR�DOOHYLDWH�WKH�PRUH�REYLRXV�V\PSWRPV�RI�HFRQRPLF�FKDQJH�
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�(FRQRPLVWV�UHFRJQL]H�WKDW�WKH�IXOO�HPSOR\PHQW�RI�UHVRXUFHV�QHFHVVLWDWHV�WKHLU�FRQVWDQW
UHDOORFDWLRQ�IURP�OHVV�SURGXFWLYH�WR�PRUH�SURGXFWLYH�XVHV���7KH�SURFHVV�RIWHQ�UHTXLUHV
JHRJUDSKLFDO�VKLIWV�LQ�UHVRXUFH�XVH�ZLWKLQ�EURDGHU�HFRQRPLF�FRPPXQLWLHV���)XUWKHU��DV�SDWWHUQV�RI
GHPDQG��IDFWRU�DYDLODELOLW\��WHFKQRORJ\��DQG�WUDQVIHU�FRVWV�FKDQJH��VWUXFWXUDO�DVSHFWV�RI�SDUWLFXODU
LQGXVWULHV�ZLOO�LQHYLWDEO\�DOVR�FKDQJH������(FRQRPLF�VWDELOLW\�DV�D�G\QDPLF�FRQFHSW�LV�FKDUDFWHUL]HG
E\�PRGXODWHG�YDULDWLRQ���7KH�V\VWHP�GRHV�QRW�VHOI�GHVWUXFW��3ROLF\�VHHNV�WR�PLQLPL]H�WKH�YDULDQFH
RU�WKH�G\QDPLF�UDWH�RI�FKDQJH���RU�ERWK���:KHQ�IRUPXODWHG�LQ�WKLV�FRQWH[W��HFRQRPLF�VWDELOLW\�FDQ
EH�YLHZHG�DV�WKH�EDVLV�IRU�HFRQRPLF�JURZWK���)XUWKHU�HFRQRPLF�VWDELOLW\�FDQ�EH�DQG�RIWHQ�LV�LQ
FRQIOLFW�ZLWK�FRPPXQLW\�FRQVWDQF\��

>IURP�+HIODQG�DQG�(PHUVRQ�����������VWDELOLW\�DV�RUGHUO\�FKDQJH�@
�,Q�WKH�FRQWH[W�RI�QDWLRQDO�SROLF\��FRPPXQLW\�VWDELOLW\�LV�SHUKDSV�EHVW�YLHZHG�DV�D�SURFHVV�RI
RUGHUO\�FKDQJH�WKDW�DOORZV�UHVRXUFHV�WR�VKLIW�VPRRWKO\�IURP�OHVV�SURGXFWLYH�WR�PRUH�SURGXFWLYH
XVHV��$OWKRXJK�WKH�JRYHUQPHQW�PD\�LQWHUYHQH�WR�HDVH�WKH�WUDQVLWLRQ��WKH�VWUXFWXUH�RI�SDUWLFXODU
LQGXVWULHV�DQG�ORFDO�FRPPXQLWLHV�ZLOO�LQHYLWDEO\�FKDQJH���,QGHHG��D�WLPEHU�EDVHG�HFRQRP\�
VXVFHSWLEOH�WR�IOXFWXDWLRQV�LQ�PDUNHW�GHPDQG�DQG�WHFKQRORJLFDO�FKDQJH��LV�QRW�OLNHO\�WR�EH�VWDEOH
HYHQ�ZLWK�FRQVWDQW�WLPEHU�SURGXFWLRQ�

>IURP�%\URQ�����������FRPPXQLW\�VWDELOLW\�DQG�VXVWDLQHG�\LHOG@
�8QGHU�ZKDW�FLUFXPVWDQFHV�ZRXOG�WKLV�VFHQDULR�>FRPPXQLW\�VWDELOLW\�GHULYHG�IURP�VXVWDLQHG
\LHOG@�EH�DSSURSULDWH"��)LUVWO\��WKHUH�VKRXOG�EH�XQLIRUP�GHPDQG�IRU�WKH�SURGXFW���WKHUH�VKRXOG�EH
QR�EXVLQHVV�RU�FRQVWUXFWLRQ�F\FOHV�RU�FKDQJHV�LQ�H[SRUW�PDUNHWV���7KXV�HLWKHU�D�ZRUOG�RI�QR�WUDGH
DQG�ORFDO�VHOI�VXIILFLHQF\�RU�SDUWLFLSDWLRQ�LQ�VWDEOH�H[SRUW�PDUNHWV�ZRXOG�EH�DSSURSULDWH�
6HFRQGO\��WKHUH�VKRXOG�EH�QR�WHFKQRORJLFDO�FKDQJHV�LQ�SURFHVVLQJ�DQG�QR�VXEVWDQWLDO�FKDQJHV�LQ
UHODWLYH�IDFWRU�SULFHV��VLQFH�FKDQJHV�LQ�IDFWRU�SURSRUWLRQV�RU�RXWSXW�FRHIILFLHQWV�LQ�ORJJLQJ�DQG
SURFHVVLQJ�ZRXOG��DPRQJ�RWKHU�WKLQJV��XSVHW�WKH�UHTXLUHPHQW�IRU�D�VWDWLRQDU\�ODERXU�IRUFH���RU�LI
WKH�SRSXODWLRQ�RI�WKH�YLOODJH�LV�WR�JURZ��WKHQ�WHFKQLFDO�FKDQJH�VKRXOG�OHDG�WR�JUHDWHU�ODERXU
LQWHQVLW\����7KLUGO\��WR�PDLQWDLQ�WKLV�VFHQDULR��WKHUH�VKRXOG�EH�QR�FKDQJHV�LQ�WUDQVSRUWDWLRQ
WHFKQRORJ\�RU�FRVWV��RU�LQ�WKH�ORFDWLRQ�RI�WUDQVSRUW�URXWHV���$Q\�RI�WKHVH�FRXOG�LQIOXHQFH�WKH
HFRQRPLHV�RI�ORFDOL]DWLRQ�RU�XUEDQL]DWLRQ�WR�EH�JDLQHG�WKURXJK�UHORFDWLRQ�RI�WKH�YLOODJH�PLOO�

����XQHPSOR\PHQW�LQ�WKRVH�RFFXSDWLRQV�DVVRFLDWHG�ZLWK�WKH�IRUHVW�LQGXVWU\�LV�KLJKO\�XQVWDEOH��WKDW
WKLV�LQVWDELOLW\�LV�ODUJHO\�GXH�WR�FKDQJHV�LQ�WKH�H[SRUW�SULFH�RI�OXPEHU��DQG�WKDW�WKH�LQVWDELOLW\�LV
DPSOLILHG�WKURXJKRXW�WKH�UHJLRQDO�HFRQRP\�SDUWLFXODUO\�ZKHUH�WKH�IRUHVW�LQGXVWU\�IRUPV�WKH
HFRQRPLF�EDVH�RI�FRPPXQLWLHV��

�7KH�%ULWLVK�&ROXPELD�)RUHVW�6HUYLFH�DQG�WKH�IRUHVWU\�SURIHVVLRQ�JHQHUDOO\�KDYH�DUJXHG�WKDW
VXVWDLQHG�\LHOG�UHJXODWLRQ�RI�IRUHVWV�LV�ERWK�QHFHVVDU\�DQG�VXIILFLHQW�WR�DVVXUH�HPSOR\PHQW
VWDELOLW\��WKH�SHUPDQHQFH�RI�FRPPXQLWLHV�DQG�WKH�FRQVHUYDWLRQ�RI�WKH�UHVRXUFH���7KH�ILUVW�WZR�RI
WKHVH�FODLPV�KDYH�EHHQ�VKRZQ�WR�XQVXEVWDQWLDWHG��ZKLOH�WKH�WKLUG�KDV�EHHQ�SURYHQ�HOVHZKHUH
�+DOH\�������DQG�6DPXHOVRQ��������WR�EH�FRUUHFW�EXW�LQHIILFLHQW��

�6LQFH�RQH�RI�WKH�IRXQGDWLRQV�IRU�JRYHUQPHQW�LQWHUYHQWLRQ�WKURXJK�\LHOG�FRQWURO�ZDV��DQG
DOOHJHGO\�VWLOO�LV��VWDELOLW\�RI�LQFRPHV�DQG�HPSOR\PHQW��DQG�VLQFH�WKLV�LV�QRW�DFKLHYHG�ZKLOH
OXPEHU�VDOHV�DUH�HUUDWLF�DQG�YRODWLOH��OXPEHU�PDUNHW�LQWHUYHQWLRQ�VHHPV�DW�OHDVW�DV�MXVWLILDEOH�DV
WKH�H[LVWLQJ�UHJXODWLRQ�RI�VXSSO\���7KDW�LV��VWDELOLW\�RI�SURGXFWLRQ�DQG�HPSOR\PHQW�PLJKW�EH
REWDLQHG�E\�DQ�DJHQF\�ZKLFK�ZRXOG�VWRFNSLOH�LQYHQWRULHV��GXULQJ�GHSUHVVHG�PDUNHW�SHULRGV��IRU
UHVDOH�ODWHU��
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6RFLDO�DQG�(WKLFDO�%HQHILWV

�,W�VHHPV�IURP�D�JHQHUDO�VXUYH\�RI��VXFFHVVIXO��RU��VWDEOH��PLOO�RSHUDWLRQV�WKDW�LW�LV�WKH
DJJUHVVLYHQHVV�RI�PDUNHWLQJ�FRXSOHG�ZLWK�PDQDJHULDO�H[SHUWLVH�WKDW�KDV�VWDELOL]HG�HPSOR\PHQW�
UDWKHU�WKDQ�HYHQ�IORZ�RU�DQ\�RWKHU�\LHOG�UHJXODWLRQ��

�����WKH�WKLUG�VWUDWHJ\�>WR�SURYLGH�VKRUW�UXQ�VWDELOLW\�WR�ORFDO�HFRQRPLHV@�LV�WR�EXIIHU�WKH
H[RJHQRXVO\�LQGXFHG�FKDQJHV�LQ�GHPDQG���7KRVH�ILUPV�ZLWK�VWURQJ�ILQDQFLDO�EDFNLQJ�FDQ�DIIRUG
VRPH�LQYHQWRU\�EXIIHULQJ�DQG�FDQ�RIWHQ�DOVR�UHO\�RQ�VWURQJ�VDOHV�SURPRWLRQ�QHWZRUNV��+RZHYHU�
IRU�WKH�PDQ\�LQGHSHQGHQW�DQG�RU�ILQDQFLDOO\�FRQVWUDLQHG�IRUHVW�FRPSDQLHV�LQ�%ULWLVK�&ROXPELD�
DQ�RUJDQL]DWLRQ�FDSDEOH�RI�DEVRUELQJ�RU�GLVSHUVLQJ�WKH�PDUNHW�ULVN�DQG�VWRUDJH�FRVWV�RI�KROGLQJ
LQYHQWRULHV�GXULQJ�GHSUHVVHG�PDUNHWV�VHHPV�QHFHVVDU\�µ

>IURP�6FKDOODX�����������VXVWDLQHG�\LHOG�DQG�FRPPXQLW\�VWDELOLW\@
�7KH�SDVVDJH�RI�WKH�6XVWDLQHG�<LHOG�)RUHVW�0DQDJHPHQW�$FW�>����@�HVWDEOLVKHG�D�SKLORVRSKLFDO
IUDPHZRUN�WKDW�UHVWHG�RQ�D�QHDW�HTXDWLRQ��VXVWDLQHG�\LHOG�HQVXUHV�FRPPXQLW\�VWDELOLW\��ZKLFK��LW
LPSOLHG��HQVXUHV�WKH�KDSSLQHVV�DQG�ZHOO�EHLQJ�RI�WLPEHU�GHSHQGHQW�WRZQV�DQG�WKH�SHRSOH�LQ
WKHP���%XW�YLHZLQJ�VXVWDLQHG�\LHOG�DV�D�XQLYHUVDO�VROXWLRQ�IRU�DOO�IRUHVW�UHVRXUFH�SROLF\�LVVXHV�LV
VLPSO\�QRW�DSSURSULDWH�WRGD\���6LPSO\�VWDWHG��VXVWDLQHG�\LHOG�RI�WLPEHU�IURP�QDWLRQDO�IRUHVWV
FDQQRW�HQVXUH�FRPPXQLW\�VWDELOLW\��

�'DYLG�7��0DVRQ����VDZ�VXVWDLQHG�\LHOG�PDQDJHPHQW�DV�D�PHDQV�RI�GLVFRXUDJLQJ�VPDOO�
XQGLVFLSOLQHG�RSHUDWRUV��PDLQO\�LQ�WKH�6RXWK��IURP�PRYLQJ�WR�WKH�:HVW�WR�FXW�DQG�PDUNHW�SXEOLF
WLPEHU�DQG�WKXV�GULYH�SULFHV�GRZQ���0DVRQ�EHOLHYHG�D�VXVWDLQHG�\LHOG�SROLF\�IRU�SXEOLF
IRUHVWODQGV�ZRXOG�KHOS�VKLIW�OXPEHU�IURP�D�EX\HU
V�WR�D�VHOOHU
V�PDUNHW�E\�ZLWKKROGLQJ�IURP
FXWWLQJ�D�PRGHUDWH�TXDQWLW\�EHORZ�ZKDW�WKH�PDUNHW�ZRXOG�UHDGLO\�DEVRUE�

����>VXVWDLQHG�\LHOG�LQ�SUDFWLFH@�KDV�QRW�WDNHQ�LQWR�DFFRXQW�DOO�SXEOLF�DQG�SULYDWH�KDUYHVW���7KLV�ODFN
RI�FRRUGLQDWLRQ�KDG�WKH�GHVWDELOL]LQJ�HIIHFW��LQ�WKH�1RUWKZHVW��RI�DWWUDFWLQJ�PRUH�PLOOLQJ�FDSDFLW\
WKDQ�FRXOG�EH�XVHG�LQ�WKH�ORQJ�UXQ���WKH�YHU\�VLWXDWLRQ�0DVRQ�KDG�ZLVKHG�WR�DYHUW��

,W�KDV�EHHQ�DUJXHG�WKDW�VLOYLFXOWXUDO�SURJUDPV�KDYH�VRFLDO�DQG�HWKLFDO�EHQHILWV�IRU�WKH�SRSXODWLRQ
RI�D�UHJLRQ��5HHG��������VXJJHVWV�WKDW�VLOYLFXOWXUH�SURJUDPV�FDQ�LQFUHDVH�WKH�DJJUHJDWH�WLPEHU
VXSSO\�IRU�D�UHJLRQ�DQG�KHQFH�UHGXFH�WKH�SUHVVXUH�RQ�H[LVWLQJ�ROG�JURZWK��7KH�ROG�JURZWK�VSDUHG
E\�VXFK�D�SURJUDP�ZRXOG�SURYLGH��QRQ�XVH��EHQHILWV��DV�GHVFULEHG�E\�%UXPHOOH�HW�DO��������
3RZHU��������SRLQWV�RXW�WKDW�ZH�GHULYH�QRQ�PDUNHW��HQYLURQPHQWDO�JRRGV�DQG�VHUYLFHV��IURP�D
ZHOO�PDQDJHG�IRUHVW�

)LQDOO\��LW�VKRXOG�EH�UHFRJQL]HG�WKDW�DV�SDUW�RI�WKH�JHQHUDO�SXEOLFV�JURZLQJ�HQYLURQPHQWDO
VHQVLWLYLW\��PDQ\�SHRSOH�UHFHLYH�VDWLVIDFWLRQ�IURP�WKH�NQRZOHGJH�WKDW�SXEOLF�IXQGV�DUH�VSHQW�RQ
VWHZDUGVKLS�RI�WKH�IRUHVW�

>IURP�5HHG�����������VLOYLFXOWXUH�FRQFHQWUDWHV�SURGXFWLRQ@
����$OVR�LPSRUWDQW�IRU�VWUDWHJLF�SODQQLQJ�LV�WKH�SURVSHFW�RI�OHVVHQLQJ�WKH�WHQVLRQ�RYHU�UHDOORFDWLQJ
IRUHVW�ODQG�WR�SUHVHUYDWLRQ�DQG�UHFUHDWLRQ�FDWHJRULHV���7KLV�SRVLWLYH�UHVXOW�FRXOG�EH�UHDOL]HG�ZKHUH
WKHUH�LV�D�SRWHQWLDO�WR�LQFUHDVH�WKH�WRWDO�DYDLODEOH�VXSSO\�RI�LQGXVWULDO�WLPEHU��WKHUHE\�LQFUHDVLQJ
WKH�VL]H�RI�WKH�SLH�UDWKHU�WKDQ�VLPSO\�TXDUUHOLQJ�RYHU�WKH�H[LVWLQJ�RQH���,W�FHDVHV�WR�EH�D�]HUR�VXP
JDPH�

>IURP�%UXPHOOH�HW�DO�����������QRQ�XVH�EHQHILWV@
�2QH�FODVV�RI�EHQHILWV�ZKLFK�UDUHO\�UHFHLYHV�PXFK�DWWHQWLRQ�LV�QRQ�XVH�EHQHILWV���:H�KDYH�DOUHDG\
LGHQWLILHG�FRPPHUFLDO�RSWLRQ�YDOXHV�DV�RQH�EHQHILW�RI�WKLV�W\SH�ZKLFK�LV�DFWXDOO\�UHIOHFWHG�LQ
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PDUNHW�WUDQVDFWLRQV��7KHUH�DUH��KRZHYHU��QRQ�XVH�EHQHILWV�ZKLFK�DUH�QRW�UHIOHFWHG�LQ�PDUNHW
SURFHVVHV�

.UXWLOOD�KDV�LGHQWLILHG�WKUHH�FODVVHV�RI�QRQ�XVH�EHQHILWV������RSWLRQ�YDOXH������H[LVWHQFH�YDOXH��DQG
����EHTXHVW�YDOXH���2SWLRQ�YDOXH�LV�UHIOHFWHG�LQ�ZLOOLQJQHVV�WR�SD\�IRU�UHWDLQLQJ�DQ�RSWLRQ�WR�XVH�D
UHVRXUFH�LQ�WKH�IXWXUH�ZKLFK�FDQQRW�EH�UHJHQHUDWHG�DW�WKDW�WLPH�DQG�IRU�ZKLFK�QR�FORVH�VXEVWLWXWH
LV�DYDLODEOH���([LVWHQFH�YDOXH�LV�WKH�YDOXH�GHULYHG�IURP�WKH�NQRZOHGJH�WKDW�WKH�UHVRXUFH�H[LVWV�LQ
LWV�VSHFLILF�IRUP�HYHQ�ZKHQ�RQH�GRHV�QRW�GHVLUH�WR�XVH�LW�RU�EH�H[SRVHG�WR�LW���%HTXHVW�YDOXH�LV
UHIOHFWHG�LQ�D�GHVLUH�WR�OHDYH�RQH
V�KHLUV�DQ�HVWDWH���7KHVH�W\SHV�RI�EHQHILWV�DUH�RI�VLJQLILFDQW�YDOXH
ZKHQ�RQH�FRQVLGHUV�LQYHVWPHQW�LQ�DQG�PDQDJHPHQW�RI�WKH�SXEOLF�IRUHVW���3ROLWLFDOO\��WKH�GHVLUH�WR
HQVXUH�WKDW�IXWXUH�JHQHUDWLRQV�ZLOO�KDYH�DFFHVV�WR�D�YDULHW\�RI�DVSHFWV�RI�WKH�IRUHVW�UHVRXUFH��WKH
QHHG�WR�SUHVHUYH�DQG�HQKDQFH�WKH�UHVRXUFH�LQ�SDUWLFXODU�UHJLRQV�WR�SURYLGH�WKH�RSWLRQ�RI�LWV�XVH�LQ
WKH�IXWXUH��DQG�WKH�YDOXH�WKDW�&DQDGLDQV�SODFH�RQ�MXVW�KDYLQJ�IRUHVWV�DUH�SRWHQW�IRUFHV�WKDW�QHHG
WR�EH�FRQVLGHUHG�E\�WKRVH�HYDOXDWLQJ�LQYHVWPHQWV�LQ�VLOYLFXOWXUH�

>IURP�3RZHU�����������HQYLURQPHQWDO�JRRGV�DQG�VHUYLFHV@
�7KH�HPSKDVLV�RQ�MRE��DQG�LQFRPH�UHODWHG�PHDVXUHV�RI�FRPPXQLW\�VWDELOLW\�LV�DQ�H[WHQVLRQ�RI�D
�VKRUWKDQG��DVVXPSWLRQ�WKDW�GHILQHV�HFRQRPLF�ZHOO�EHLQJ�LQ�WHUPV�RI�PRQH\�LQFRPH�DQG�WKH�MREV
ZKLFK�JHQHUDWH�PRQH\�LQFRPH������0RQH\�LQFRPH�DORQH�LV�QRW�DQ�DFFXUDWH�PHDVXUH�RI�HFRQRPLF
ZHOO�EHLQJ��DQG�HFRQRPLFV�LV�PRUH�WKDQ�WKH�VWXG\�RI�GROODU�IORZV�DQG�UHODWLRQVKLSV���6RPH�RI�WKH
UHDO�JRRGV�DQG�VHUYLFHV�DYDLODEOH�WR�LQGLYLGXDOV�FDQQRW�EH�ERXJKW�DQG�VROG�RQ�WKH�PDUNHW��DQG�LW
LV�GLIILFXOW��LI�QRW�LPSRVVLEOH��WR�GHILQH�WKHLU�PRQHWDU\�YDOXH���+RZHYHU��LI�WKH�HIIHFWV�RI�WLPEHU
KDUYHVW�SROLFLHV�RQ�WKHVH�JRRGV�DQG�VHUYLFHV�DUH�LJQRUHG��FRPPXQLW\�VWDELOLW\�EHFRPHV�D
PLVOHDGLQJ�DQG�ELDVHG�WRRO�WKDW�GLVWRUWV�WKH�PHDVXUH�RI�WKH�ORFDO�HFRQRP\
V�KHDOWK�DQG
HPSKDVL]HV�WLPEHU�KDUYHVW�UDWKHU�WKDQ�RWKHU�XVHV�RI�WKH�IRUHVW��

�:H�GR�LQGHHG�UHJXODUO\���HDW�WKH�VFHQHU\��LQ�WKH�VHQVH�WKDW�WKH�QDWXUDO�HQYLURQPHQW�SURYLGHV�XV
ZLWK�EDVLF�QHFHVVLWLHV�WKDW�PDNH�OLIH�ERWK�OLYDEOH�DQG�DWWUDFWLYH���7KH�QDWXUH�DQG�LPSRUWDQFH�RI
QRQ�PDUNHWHG�UHVRXUFHV�SURYLGHG�E\�WKH�VRFLDO�DQG�QDWXUDO�HQYLURQPHQW�DUH�VLPLODU�WR�WKH
TXDOLWLHV�ZH�SXUFKDVH�WKURXJK�WKH�PDUNHW���:H�PDNH�VLPLODU�HFRQRPLF�HIIRUWV��H[SHQGLQJ�WLPH�
PRQH\��DQG�HIIRUW�LQ�WKH�SXUVXLW�RI�QRQ�PDUNHWHG�TXDOLWLHV��

�2XU�HFRQRPLF�ZHOIDUH��WKHQ��LV�GHWHUPLQHG�E\�D�VHW�RI�YDULDEOHV�

�� 7KH�PRQH\�LQFRPH�ZH�FDQ�HDUQ�LQ�D�SDUWLFXODU�ORFDWLRQ�
7KH�FRVW�RI�OLYLQJ�LQ�D�SDUWLFXODU�ORFDWLRQ�

�� 7KH�TXDOLW\�DQG�FKDUDFWHU�RI�WKH�FRPPXQLW\�LQ�ZKLFK�ZH�ORFDWH

�� 7KH�TXDOLW\�DQG�FKDUDFWHU�RI�WKH�QDWXUDO�HQYLURQPHQW�LQ�ZKLFK�ZH�ORFDWH��

�7KH�HFRQRPLF�VWDELOL]DWLRQ�RI�D�FRPPXQLW\�FDQQRW�IRFXV�RQO\�RQ�MREV�DQG�LQFRPH���7KH�QDWXUDO
DQG�VRFLDO�HQYLURQPHQWV�FRQWULEXWH�GLUHFWO\�WR�HFRQRPLF�ZHOO�EHLQJ�E\�SURYLGLQJ�YDOXDEOH�JRRGV
DQG�VHUYLFHV�ZKLFK�DUH�FUXFLDO�WR�WKH�PDLQWHQDQFH�RI�D�KLJK�VWDQGDUG�RI�OLYLQJ���(QYLURQPHQWDO
JRRGV�DQG�VHUYLFHV�DUH�DV��HFRQRPLF��LQ�FKDUDFWHU�DV�PDUNHWHG�JRRGV�DQG�VHUYLFHV��DQG�DUH�QR
PRUH��DHVWKHWLF��RU��VXEMHFWLYH��WKDQ�WKRVH�JRRGV�DQG�VHUYLFHV�VROG�RQ�WKH�PDUNHW�������DQDO\VLV�RI
FRPPXQLW\�LPSDFWV�DQG�FRPPXQLW\�VWDELOL]DWLRQ�PXVW�LQWHJUDWH�WKH�HQYLURQPHQWDO�DQDO\VLV�LQWR
WKH�FRQYHQWLRQDO�HFRQRPLF�DQDO\VLV���,I�WKLV�LV�QRW�GRQH��WKHUH�LV�D�YHU\�UHDO�SRWHQWLDO�IRU�IDXOW\
GHFLVLRQV�WKDW�FRXOG�VXEYHUW�WKH�RULJLQDO�SROLF\�REMHFWLYH���WR�VWDELOL]H�FRPPXQLWLHV��
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)LQDQFLDO�$QDO\VLV

7KH�WHUP��ILQDQFLDO�DQDO\VLV��UHIHUV�WR�WKH�W\SH�RI�DQDO\VLV�WKDW�HVWLPDWHV�WKH�FRPPHUFLDO
SURILWDELOLW\�RI�D�SURMHFW��$�ILQDQFLDO�DQDO\VLV�LV�FDUULHG�RXW�IURP�WKH�SRLQW�RI�YLHZ�RI�D�SULYDWH
HQWHUSULVH�GHWHUPLQLQJ�WKH�PRQHWDU\�UHWXUQV�IURP�WKH�LQYHVWPHQW�RI�IXQGV�LQ�D�SURMHFW��$
ILQDQFLDO�DQDO\VLV�DOVR�SURYLGHV�LQIRUPDWLRQ�RQ�FDVK�IORZ��WKDW�LV��WKH�VFKHGXOH�RI�RXWIORZV�DQG
LQIORZV�RI�IXQGV�WR�WKH�HQWHUSULVH��6LQFH�WKH�FDVK�IORZ�DQDO\VLV�FRPSRQHQW�LV�HVVHQWLDO�IRU�WKH
EXGJHW�SODQQLQJ�SURFHVV�RI�SXEOLF�DJHQFLHV�DV�ZHOO�DV�SULYDWH�HQWHUSULVHV��ILQDQFLDO�DQDO\VLV�LV
UHOHYDQW�IRU�SXEOLF�SURMHFWV��+RZHYHU��WKH�SURILWDELOLW\�FRPSRQHQW�RI�WKH�DQDO\VLV�LV�RI�OLPLWHG
XWLOLW\�

7KH�WKHRU\�DQG�SUDFWLFH�RI�ILQDQFLDO�DQDO\VLV�WR�EH�SUHVHQWHG�LQ�WKLV�ZRUNVKRS�ZLOO�EH�GUDZQ
ODUJHO\�IURP�)UDVHU�HW��DO����������ZKLOH�WKH�UHDGLQJV�FRPSLOHG�KHUH�ZLOO�FRYHU�WRSLFV�RI�VSHFLDO
LQWHUHVW�WR�WKH�%&�VLWXDWLRQ�

,QWHUHVW�5DWHV

7KH�H[FHUSWV�IURP�SDSHUV�LQFOXGHG�LQ�WKLV�VHFWLRQ�SHUWDLQ�WR�WKH�WRSLF�RI�GLVFRXQW�UDWHV��1LFKROVRQ
�������UHYLHZV�WKH�REVHUYDWLRQV�RI�RWKHU�DXWKRUV�RQ�7UHDVXU\�%RDUG�*XLGHOLQHV�RQ�GLVFRXQW�UDWHV
ZKLOH�+HDSV�DQG�3UDWW��������DUJXH�WKDW�D�ORZHU�UDWH�EDVHG�RQ�WKH�UHDO�\LHOG�RI�JRYHUQPHQW�ERQGV
VKRXOG�EH�XVHG�

>IURP�1LFKROVRQ������@
�%HQHILW�FRVW�DQDO\VHV�UHTXLUH�HVWDEOLVKPHQW�RI�DQ�DSSURSULDWH�LQWHUHVW�UDWH�IRU�XVH�LQ�GLVFRXQWLQJ
YDOXHV�EDFN�WR�WKH�SUHVHQW��)UDVHU��������FLWHV�WKH�)HGHUDO�7UHDVXU\�%RDUG�*XLGHOLQHV�DV
VXJJHVWLQJ�WKH�XVH�RI�D�UDQJH�RI�GLVFRXQW�UDWHV��LQFOXGLQJ����������DQG������EXW�XVHV�RQO\�D���
WR�����UDQJH�LQ�KLV�HYDOXDWLRQ�RI�IRUHVWU\�LQYHVWPHQWV���+HDSV��������VWDWHV�WKDW�%�&��KDV�DGRSWHG
D�����GLVFRXQW�UDWH�ZLWK�UHTXLUHPHQWV�IRU�VHQVLWLYLW\�DQDO\VHV�DW����DQG������EXW�DGRSWV�D���
UHDO�UDWH�IRU�WKH�EDVH�FDVH�EDVHG�RQ�ZRUN�E\�5RZ�HW�DO����������+HDSV�DOVR�SURYLGHV�D�EULHI
GLVFXVVLRQ�RI�WKH�IDFWRUV�WKDW�VKRXOG�EH�FRQVLGHUHG�LQ�FKRRVLQJ�DQ�LQWHUHVW�UDWH�
�$�SRLQW�ZRUWK�VRPH�WKRXJKW�ZLWK�UHJDUGV�WR�LQWHUHVW�UDWHV�LV�WKDW�WKH�SURYLQFHV�WHQG�WR�VHW
URWDWLRQ�OHQJWKV�RQ�WKH�EDVLV�RI�SK\VLFDO�UDWKHU�WKDQ�HFRQRPLF�FULWHULD��7KLV�SUDFWLFH�LPSOLFLWO\
XVHV�D�]HUR�LQWHUHVW�UDWH���)RU�EHQHILW�FRVW�DQDO\VHV�WR�EH�FRQVLVWHQW�ZLWK�WKLV�SUDFWLFH�WKH\�ZRXOG
DOVR�KDYH�WR�XVH�D�]HUR�LQWHUHVW�UDWH��

>IURP�+HDSV�DQG�3UDWW������@
�&XUUHQW�JRYHUQPHQW�JXLGHOLQHV�IRU�FRQGXFWLQJ�FRVW�EHQHILW�DQDO\VHV�RI�SXEOLF�VHFWRU�LQYHVWPHQW
SURSRVDOV�����UHFRPPHQG�WKDW�D�UHDO�VRFLDO�GLVFRXQW�UDWH�RI���WR�����EH�XVHG����0RVW�SURSRVDOV�WR
LQYHVW�LQ�VLOYLFXOWXUDO�SURMHFWV�ZRXOG�EH�UHMHFWHG�XQGHU�WKHVH�JXLGHOLQHV��

�7KH�DQDO\VLV�SUHVHQWHG�LQ�WKLV�SDSHU�VKRZV�WKDW�WKH�XVH�RI�WKH�FXUUHQW�JXLGHOLQHV�ZLOO�OHDG�WR�D
V\VWHPDWLF�XQGHUYDOXDWLRQ�RI�WKH�QHW�VRFLDO�EHQHILWV�RI�ORQJ�GXUDWLRQ�LQYHVWPHQWV�LQ�IRUHVWU\��

�&XUUHQW�HVWLPDWHV�RI�WKH�UHDO�\LHOGV�RQ�JRYHUQPHQW�ERQGV�VKRXOG�EH�XVHG�DV�D�GLVFRXQW�UDWH
ZKHQ�VFUHHQLQJ�LQYHVWPHQW�SURSRVDOV�LQ�VLOYLFXOWXUH��KLVWRULFDOO\�WKLV�KDV�EHHQ�EHWZHHQ���DQG
������7KH�H[LVWHQFH�RI�ULVN�DQG�XQFHUWDLQW\�VKRXOG�QRW�EH�XVHG�DV�D�UDWLRQDOH�IRU�XQGHUYDOXLQJ�WKH
QHW�HFRQRPLF�EHQHILWV�RI�VLOYLFXOWXUDO�SURMHFWV�E\�XVLQJ�D�ULVN�DGMXVWHG�GLVFRXQW�UDWH��
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'LVFRXQWHG�&DVK�)ORZ

7KH�IROORZLQJ�H[FHUSW�IURP�5HHG��������FULWLFL]HV�WKH�GLVFRXQWHG�FDVK�IORZ�FULWHULD�IRU
GHWHUPLQLQJ�WKH�SURILWDELOLW\�RI�D�IRUHVWU\�SURMHFW�ZKLFK�ZDV�LQWURGXFHG�WR�IRUHVWU\�E\
)DXVWPDQQ��5HHG
V�DUJXPHQW�LV�VXPPDUL]HG�WKH�HGLWRUV�

>IURP�5HHG������@
�7KH�VHOHFWLRQ�RI�IRUHVWU\�LQYHVWPHQW�FULWHULD�KDV�VSDZQHG�D�FRQVLGHUDEOH�OLWHUDWXUH��DOPRVW�DOO�RI
LW�GRJJHGO\�SXUVXLQJ�WKH�)DXVWPDQQ�DSSURDFK�DQG�DSSO\LQJ�LW�WR�HQWLUH�IRUHVWV���7KH�SUREOHP
KHUH�LV�WKH�LQDSSURSULDWH�XVH�RI�WKH�OHJLWLPDWH�)DXVWPDQQ�LGHD���7KDW�VWDQG�PDQDJHPHQW�FRQFHSW
LV�H[DFWO\�WKH�ULJKW�ZD\�WR�GLVFRYHU�ZKLFK�RI�WZR�VLOYLFXOWXUH�SUDFWLFHV��IRU�H[DPSOH��SODQWLQJ�RU
WKLQQLQJ��LV�WKH�PRVW�FRVW�HIIHFWLYH�ZD\�WR�GHOLYHU�DQ�DGGLWLRQDO����P��RQ�D�JLYHQ�KHFWDUH�
$SSO\LQJ�WKH�FRQFHSW�WR�D�VPDOO�VWDQG��DQG�WKHQ�LQWHUSUHWLQJ�WKH�UHVXOW�WR�WKH�OHYHO�RI�WKH�ZKROH
IRUHVW��DVVXPHV�WKDW�DOO�WKH�EHQHILWV�RI�WKH�WUHDWPHQW�DUH�FDSWXUHG�RQ�WKH�WUHDWHG�KD���7KDW�LV�D�IDOVH
DVVXPSWLRQ�ZKLFK�GHQLHV�WKH�RWKHU�FRQFHSW�RI�IRUHVW�PDQDJHPHQW��ZKLFK�UHOLHV�RQ�WKH�LGHD�WKDW
WKH�ZKROH�FDQ�EH�JUHDWHU�WKDQ�WKH�VXP�RI�LWV�SDUWV��

7KH�WDEOH�EHORZ�VXPPDUL]HV�5HHG
V�FRQWUDVW�RI�WKH��)DXVWPDQQ�DSSURDFK��ZLWK�KLV�YLHZ�RQ�DQ
DSSURSULDWH�VFKHPH�IRU�HYDOXDWLQJ�IRUHVWU\�LQYHVWPHQWV�LQ�&DQDGD�WRGD\�

)DXVWPDQQ
V�$VVXPSWLRQV�

$VVXPSWLRQV�IRU�PRGHUQ�&URZQ�)RUHVWV

�� VWDUW�ZLWK�EDUH�JURXQG

�� VWDUW�ZLWK�DQ�H[LVWLQJ�IRUHVW

�� FRQVLGHU�D�VLQJOH�VWDQG

�� FRQVLGHU�D�IRUHVW��PDQ\�VWDQGV�

�� FDSLWDOL]H�ORQJ�WHUP�VLOYLFXOWXUH�LQYHVWPHQW

�� VLOYLFXOWXUH�LV�D�FRVW��DJDLQVW�FXUUHQW�KDUYHVW

�� ZDLW�WLOO�HQG�RI�URWDWLRQ�IRU�EHQHILWV

�� EHQHILWV�PD\�DFFUXH�HDUO\�WKURXJK�$&(

�� ZRRGORW�VWDQGV�DORQH�DV�D�SURILW�FHQWUH

�� IRUHVW�LV�SDUW�RI�D�ODUJHU�HQWHUSULVH

�� RQO\�EHQHILW�LV�LQFUHPHQWDO�YROXPH

�� EHQHILWV�DOVR�LQFOXGH�ORZHU�FRVWV��KLJKHU�YDOXH��UHGXFHG�ULVN

�,W�LV�QRW�LQWHQGHG�WR�GHQLJUDWH�WKH�QRWDEOH�FRQWULEXWLRQ�RI�)DXVWPDQQ��7KHUH�DUH�VWLOO�VLWXDWLRQV
ZKHUH�WKH�GLVFRXQWHG�FDVK�IORZ�HYDOXDWLRQ�LV�WKH�RQO\�VHQVLEOH�ZD\�WR�JDXJH�WKH�ZLVGRP�RI�D
VLOYLFXOWXUH�LQYHVWPHQW���)RU�H[DPSOH��D�ODUJHU�QRQ�LQGXVWULDO�KROGHU�RI�WLPEHU�ODQG�RU�DQ
LQWHJUDWHG�FRPSDQ\�ZKLFK�EX\V�EDUH�ODQG�IRU�SODQWDWLRQ�SXUSRVHV�ZRXOG�EH�IRROLVK�LQGHHG�LI�D
FDOFXODWLRQ�RI�WKH�UDWH�RI�UHWXUQ�ZHUH�QRW�PDGH�E\�WKLV�WUDGLWLRQDO�PHWKRG���+RZHYHU��ZKHQ�\RX
KDYH�D�ODUJH�IRUHVW�DOUHDG\�LQ�SODFH��WKH�FRUUHFW�TXHVWLRQ�LV�QRW���6KDOO�ZH�LQYHVW�LQ�D�QHZ�VWDQG�RQ
D�QHZ�FOHDUFXW"���,QVWHDG��ZH�VKRXOG�EH�DVNLQJ���$UH�ZH�JRLQJ�WR�OLTXLGDWH�DQ�HQWLUH�IRUHVW�DV�D
YDOXDEOH�FDSLWDO�DVVHW��RU�OLYH�RII�WKH�DQQXDO�LQFUHPHQW�RI�WKH�IRUHVW"���,I�WKH�DQVZHU�LV�WR�OLYH�RII
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WKH�LQFUHPHQW��WKHQ�WKH�DSSURSULDWH�DQDO\VLV�LV�WR�GLVFRYHU�WKH�VLOYLFXOWXUH�UHJLPH�WKDW�PD[LPL]HV
WKH�DQQXDO�LQFUHPHQW�RI�WKH�ZKROH�IRUHVW���,Q�SURMHFWLQJ�WKH�RXWORRN�IRU�FRPLQJ�GHFDGHV��WKH
TXHVWLRQ�EHFRPHV���$UH�WKHUH�VRPH�DWWUDFWLYH�RSSRUWXQLWLHV�WR�HQKDQFH�WKH�YDOXH�RI�WKH�IRUHVW
ZKLFK�LV�DOUHDG\�LQ�SODFH"���

>HGLWRUV�FRPPHQWV@
7KH�PRVW�LPSRUWDQW�SDUWV�RI�5HHG
V�DUJXPHQW�DUH��

��� 6KRXOG�FRVWV�EH�FRQVLGHUHG�DQ�LQYHVWPHQW�RU�DQ�RSHUDWLQJ�H[SHQVH"

��� +RZ�GR�ZH�HYDOXDWH�WKH�LPSRUWDQFH�RI�QRQ�WLPEHU�FRPSRQHQWV�RI�WKH�IRUHVW�DQG�WKH�HIIHFW�RI
VLOYLFXOWXUDO�WUHDWPHQW�RQ�WKHP"

�� :KDW�LV�WKH�FRQWULEXWLRQ�RI�WKH�WUHDWPHQW�WR�WKH�SURILWV�RI�WKH�HQWLUH�HQWHUSULVH"�7KLV�LV
SDUWLFXODUO\�GLIILFXOW�ZKHQ�WKH�WUHDWPHQW�LV�DSSOLHG�WR�&URZQ�ODQGV���LV�WKH�HQWLUH�HQWHUSULVH�D
76$��D�'LVWULFW��D�5HJLRQ��WKH�3URYLQFH��RU�WKH�&RXQWU\"��$UH�WKH�HFRQRPLF�EHQHILWV�VLPSO\
VWXPSDJH�UHYHQXH��RU�GR�WKH\�LQFOXGH�DOO�WKH�RWKHU�GLUHFW�DQG�LQGLUHFW�EHQHILWV"

6WDQG�0RGHOV�8VHG�LQ�%&

7KH�H[FHUSW�IURP�1LFKROVRQ��������GHVFULEHV�WKH�VWDQG�PRGHOV�7$66��636�DQG�3URJQRVLV�ZKLFK
DUH�FXUUHQWO\�XVHG�LQ�%�&��WR�HVWLPDWH�WKH�ELRORJLFDO�UHVSRQVH�RI�VLOYLFXOWXUDO�WUHDWPHQWV�

>IURP�1LFKROVRQ������@
�7$66�>7KH�7UHH�DQG�6WDQG�6LPXODWRU��GHYHORSHG�E\�0LWFKHOO@�LV�DQ�LQGLYLGXDO�WUHH�GLVWDQFH�
GHSHQGHQW�PRGHO�RI�WUHH�JURZWK��0LWFKHOO����������7$66�VLPXODWHV�WKH�JURZWK�RI�LQGLYLGXDO�WUHHV
WKURXJK�GHWDLOHG�PRGHOOLQJ�RI�FURZQ�JURZWK�DV�D�IXQFWLRQ�RI�LQWHUQDO�JURZWK�SURFHVVHV�
FRPSHWLWLRQ�ZLWK�QHLJKERULQJ�WUHHV��VLWH�TXDOLW\��FXOWXUDO�SUDFWLFHV��GDPDJH�E\�QDWXUDO�DJHQWV�DQG
JHQHWLF�YDULDWLRQ�EHWZHHQ�WUHHV��0LWFKHOO�DQG�&DPHURQ���������7KH�FXUUHQW�YHUVLRQ�RI�7$66�ZDV
LQLWLDOO\�FDOLEUDWHG�IRU�PDQDJHG�VWDQGV�RI�VHFRQG�JURZWK�'RXJODV�ILU�LQ�FRDVWDO�%�&��EXW�KDV�EHHQ
H[WHQGHG�WR�ORGJHSROH�SLQH�LQ�LQWHULRU�%�&��DQG�LV�EHLQJ�H[WHQGHG�WR�ZKLWH�VSUXFH��0LWFKHOO�DQG
&DPHURQ��������

�7$66�UHTXLUHV�LQSXW�RI�GHWDLOHG�LQIRUPDWLRQ�RQ�WKH�VWDQG�WR�EH�PRGHOHG�ZLWK�WKLV�LQIRUPDWLRQ
LQFOXGLQJ�VSHFLHV��VLWH�LQGH[��DJH��GLPHQVLRQV�RI�WKH�DUHD�EHLQJ�PRGHOHG��QXPEHU�DQG�VSDWLDO
GLVWULEXWLRQ�RI�VWHPV��DQG�WLPLQJ��W\SH�DQG�LQWHQVLW\�RI�WUHDWPHQWV��LI�DQ\����LWV�RXWSXW�SURYLGHV
GHWDLOHG�WUHH�DQG�VWDQG�VWDWLVWLFV�DQG�FURZQ�PDSV���([SHULPHQWDWLRQ�KDV�VKRZQ�WKDW�7$66�LV�DEOH
WR�PRGHO�WKH�LPSDFWV�RI�LQLWLDO�GHQVLW\�DQG�GLVWULEXWLRQ�RI�WUHHV��WKLQQLQJ��IHUWLOL]DWLRQ��SUXQLQJ�
GHIROLDWLRQ��DQG�GHHU�GDPDJH��

�7KH�VWUHQJWKV�RI�7$66�DUH��LWV�DELOLW\�WR�UHOLDEO\�PRGHO�VWDQG�JURZWK�DQG�LPSDFWV�RI�YDULRXV
WUHDWPHQWV�RQ�VWDQG�JURZWK��LWV�DELOLW\�WR�PRGHO�VLWXDWLRQ�RXWVLGH�WKH�UDQJH�RI�LWV�GDWD�EDVH��DQG
WKH�GHWDLO�SURYLGHG�RQ�WKH�SK\VLFDO�FKDUDFWHULVWLFV�RI�WKH�VWDQG�DW�KDUYHVW���:HDNHQHUV�RI�WKH
PRGHO��>IURP�WKH�SRLQW�RI�YLHZ�RI�1LFKROVRQ
V�VWXG\@�DUH��LW�QHHGV�WR�EH�UXQ�RQ�D�IDLUO\�SRZHUIXO
FRPSXWHU��LW�XVHV�D�ORW�RI�&38�WLPH��ZLWK�LWV�WLPH�UHTXLUHPHQWV�LQFUHDVLQJ�ZLWK�VRPH�WUHDWPHQW
RSWLRQV��LW�LV�UHODWLYHO\�H[SHQVLYH�WR�UXQ���LI�FRPSXWHU�WLPH�LV�FKDUJHG�IRU���LW�UHTXLUHV�D�JUHDW�GHDO
RI�LQIRUPDWLRQ�DV�LQSXWV��PRVW�RI�ZKLFK�LV�QRW�FDUULHG�LQ�QRUPDO�LQYHQWRULHV��DQG�LW�KDV�QRW�EHHQ
FDOLEUDWHG�IRU�DOO�WKH�PDMRU�VSHFLHV�DQG�UHJLRQV�LQ�%�&��

�636�>7KH�6WDQG�3URMHFWLRQ�6\VWHP��GHYHORSHG�E\�-DPHV�$UQH\�@�LV�DQ�LQGLYLGXDO�WUHH�GLVWDQFH�
LQGHSHQGHQW�PRGHO��$UQH\���������636�VLPXODWHV�WKH�JURZWK�RI�VLQJOH�VSHFLHV�RU�PL[HG�VSHFLHV
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VWDQGV�DV�IXQFWLRQV�RI�VLWH�LQGH[��DJH��FURZQ�FRPSHWLWLRQ�IDFWRUV��FURZQ�UDWLRV�DQG�LQLWLDO�VWDQG
FRQGLWLRQV���HLWKHU�LQ�WKH�IRUP�RI�VWDQG�WDEOHV�RU�VWDQG�DYHUDJHV�E\�VSHFLHV��$UQH\���������636�ZDV
LQLWLDOO\�GHYHORSHG�IRU�FRDVWDO�'RXJODV�ILU�LQ�:DVKLQJWRQ�DQG�2UHJRQ�DQG�KDV�EHHQ�H[WHQGHG�WR
ZHVWHUQ�KHPORFN��ZHVWHUQ�UHG�FHGDU��QREOH�ILU�DQG�UHG�DOGHU�IRU�FRDVWDO�DUHDV�DQG�WR�'RXJODV�ILU�
JUDQG�ILU��ZHVWHUQ�ODUFK��SRQGHURVD�SLQH�DQG�ORGJHSROH�SLQH�IRU�LQWHULRU�DUHDV���636�UHTXLUHV�LQSXW
RI�VLWH�UHIHUHQFH�VSHFLHV��VLWH�LQGH[��LQLWLDO�DJH��JHRJUDSKLF�ORFDWLRQ��PHUFKDQWDELOLW\�OLPLWV��LQLWLDO
VWDQG�FRQGLWLRQV��VWDQG�RULJLQ��WUHDWPHQW�WLPLQJ�DQG�LQWHQVLW\�DQG�DQ�LQGLFDWLRQ�RI�FOXPSLQHVV�
7KH�PRGHO�RXWSXWV�VWDQG�WDEOHV�DQG�DYHUDJH�VWDQG�YDOXHV�IRU�GLDPHWHU��WUHHV�SHU�DFUH��KHLJKW�
WRWDO�DQG�PHUFKDQWDEOH�YROXPHV��DQG�QXPEHU�DQG�GLDPHWHU�RI�ORJV���636�LV�FDSDEOH�RI�PRGHOLQJ
GLIIHUHQFHV�GXH�WR�VWDQG�RULJLQ��LQLWLDO�VWRFNLQJ�OHYHOV��VWRFNLQJ�FRQWUROV�DQG�IHUWLOL]DWLRQ�RI
'RXJODV�ILU��

�6WUHQJWKV�RI�WKH�PRGHO�DUH��LWV�DELOLW\�WR�PRGHO�PXOWLSOH�VSHFLHV�IRU�ERWK�FRDVWDO�DQG�LQWHULRU
ORFDWLRQV��LWV�VLPSOLFLW\�ZKLFK�IDFLOLWDWHV�FDOLEUDWLRQ�RI�WKH�PRGHO�WR�DUHDV�RXWVLGH�LWV�GDWD�EDVH��LWV
DELOLW\�WR�XWLOL]H�LQYHQWRU\�LQIRUPDWLRQ�LQ�GHILQLQJ�VWDUWLQJ�FRQGLWLRQV��LW�LV�DEOH�WR�PRGHO
VLWXDWLRQV�RXWVLGH�WKH�UDQJH�RI�LWV�GDWD�EDVH��LW�FDQ�EH�UXQ�RQ�HLWKHU�PDLQIUDPHV�RU
PLFURFRPSXWHUV��DQG�LW�SURYLGHV�GHWDLO�RQ�VWHPV�E\�GLDPHWHU�FODVV�DW�KDUYHVW���:HDNHQHUV�RI�WKH
PRGHO�>IURP�WKH�SHUVSHFWLYH�RI�1LFKROVRQ
V�VWXG\�DQG�LQ�����@�DUH��LW�KDV�QRW�EHHQ�FDOLEUDWHG�IRU
%�&���LWV�FXUUHQW�UHSUHVHQWDWLRQV�RI�VSHFLHV�RWKHU�WKDQ�'RXJODV�ILU�DUH�IDLUO\�FUXGH��3HUV��&RPP�
$UQH\���DQG�LW�KDV�EHHQ�GHYHORSHG�UHFHQWO\�DQG�KDV�QRW�EHHQ�WKRURXJKO\�HYDOXDWHG�DQG
YDOLGDWHG��

�352*126,6��6WDJH�������LV�DQ�LQGLYLGXDO�WUHH�GLVWDQFH�LQGHSHQGHQW�PRGHO�RI�WUHH�JURZWK��)RU�D
JLYHQ�JHRJUDSKLFDO�DUHD��352*126,6�ILUVW�SUHGLFWV�GLDPHWHU�JURZWK�DV�D�IXQFWLRQ�RI�LQLWLDO
GLDPHWHU��FURZQ�UDWLR��FURZQ�FRPSHWLWLRQ�IDFWRU��EDVDO�DUHD�RI�ODUJHU�WUHHV��KDELWDW�W\SH��VORSH�
DVSHFW��HOHYDWLRQ�DQG�WKHQ�SUHGLFWV�KHLJKW�JURZWK�DV�D�IXQFWLRQ�RI�GLDPHWHU�JURZWK��%RRWK�������
352*126,6�ZDV�GHYHORSHG�IRU�XVH�LQ�WKH�1RUWKHUQ�URFN\�0RXQWDLQ�UHJLRQ�RI�WKH�8�6��DQG�KDV
EHHQ�FDOLEUDWHG�IRU�WKH�,QODQG�HPSLUH�DUHD��FHQWUDO�,GDKR�DQG�HDVWHUQ�0RQWDQD���LW�FDQ�EH
FDOLEUDWHG�IRU�RWKHU�UHJLRQV�WKURXJK�WKH�XVH�RI�VFDOH�IDFWRUV���+RZHYHU��FKDQJHV�PXVW�EH
DSSURDFKHG�ZLWK�FDXWLRQ�DQG�PD\�UHTXLUH�UH�HVWLPDWLRQ�RI�PRGHO�SDUDPHWHUV���352*126,6�ZLOO
PRGHO�WKH�JURZWK�RI�PL[HG�VWDQGV�RI�ORGJHSROH�SLQH��ZHVWHUQ�UHG�FHGDU��ZHVWHUQ�KHPORFN�
(QJHOPDQQ�VSUXFH��VXEDOSLQH�ILU��JUDQG�ILU�DQG�PRXQWDLQ�KHPORFN��

�352*126,6�UHTXLUHV�LQSXW�RI�KDELWDW�W\SH��DJH��HOHYDWLRQ��ODWLWXGH��VORSH��DVSHFW�VWDQG�DUHD�
VDPSOH�GHVLJQ�LQIRUPDWLRQ�DQG�GHWDLOHG�WUHH�GDWD�IURP�D�UHSUHVHQWDWLYH�VDPSOH�IURP�WKH�VWDQG
XQGHU�FRQVLGHUDWLRQ�LQFOXGLQJ�VSHFLHV��GLDPHWHUV��FURZQ�UDWLRV��UDGLDO�LQFUHPHQW��DQG�SORW
H[SDQVLRQ�IDFWRU��+DQQ�DQG�5LLWWHUV���������7KH�RXWSXW�IURP�352*126,6�LQFOXGHV�LQIRUPDWLRQ
RQ�DYHUDJH�VWDQG�GLDPHWHU��QXPEHU�RI�WUHHV��EDVDO�DUHD��DQG�YROXPH�DQG��IRU�HDFK�WUHH��GLDPHWHU
DQG�KHLJKW���7KH�PRGHO�FDQ�FXUUHQWO\�VLPXODWH�WKH�LPSDFWV�RI�VWRFNLQJ�FRQWURO�DQG�FRXOG�VLPXODWH
RWKHU�WUHDWPHQWV�DQG�WKH�LPSDFWV�RI�SHVWV�RU�GLVHDVHV�WKURXJK�PRGLILFDWLRQ�RI�H[LVWLQJ�PRGXOHV�RU
WKH�GHYHORSPHQW�RI�QHZ�PRGXOHV��

�7KH�VWUHQJWKV�RI�352*126,6�DUH��LWV�DELOLW\�WR�PRGHO�FRPSOH[��PL[HG�VWDQGV��LWV�DELOLW\�WR�EH
H[WHQGHG�WR�RWKHU�DUHDV�ZLWK�VFDOH�IDFWRUV�DQG�PXOWLSOLHUV��LWV�DELOLW\�WR�DFFHSW�LQYHQWRU\
LQIRUPDWLRQ�DV�LQSXW��LWV�DELOLW\�WR�FDOLEUDWH�LWVHOI�DJDLQVW�WKH�LQSXW�LQYHQWRU\�LQIRUPDWLRQ��DQG�WKH
GHWDLO�SURYLGHG�RQ�WKH�VWDQG�DQG�LQGLYLGXDO�WUHHV�DW�KDUYHVW���7KH�ZHDNHQHUV�RI�352*126,6�
IURP�WKH�SRLQW�RI�YLHZ�RI�WKLV�VWXG\��DUH��LWV�GHSHQGHQFH�RQ�KDELWDW�W\SHV�GHYHORSHG�LQ�WKH
1RUWKHUQ�5RFN\�0RXQWDLQ�5HJLRQ�UDWKHU�WKDQ�VLWH�LQGH[��LWV�QHHG�IRU�LQIRUPDWLRQ�RQ�WKH�VDPSOH
GHVLJQ�XVHG�LQ�WKH�LQYHQWRU\��WKH�GHWDLO�UHTXLUHG�LQ�WKH�LQYHQWRU\�LQIRUPDWLRQ��H[FHVVLYH�UXQ
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WLPHV�RQ�PLFURFRPSXWHUV������KU�UXQ��SHUV��FRPP��$UQH\���DQG�WKH�SRWHQWLDO�QHHG�IRU�PDMRU
UHFDOLEUDWLRQ�RI�WKH�PRGHO�LI�LW�LV�H[WHQGHG�WR�DUHD�WKDW�GLIIHU�VLJQLILFDQWO\�IURP�LWV�GDWD�EDVH��

8QFHUWDLQW\�DQG�5LVN

7KH�ORQJ�SHULRG�RI�WLPH�EHWZHHQ�LQFXUULQJ�WKH�FRVWV�DVVRFLDWHG�ZLWK�D�VLOYLFXOWXUDO�WUHDWPHQW�DQG
UHFHLSW�RI�WKH�WUHDWPHQWV�EHQHILWV�H[SRVHV�D�VLOYLFXOWXUH�SURMHFW�WR�ULVN�DQG�XQFHUWDLQW\�

,Q�WKH�H[FHUSWV�EHORZ��WKH�GLIIHUHQFH�EHWZHHQ�ULVN�DQG�XQFHUWDLQW\�LV�H[SODLQHG��DQG�WZR
DSSURDFKHV�WR�WKH�WUHDWPHQW�RI�XQFHUWDLQW\�DUH�GLVFXVVHG��VHQVLWLYLW\�DQDO\VLV�DQG�ULVN�DGMXVWHG
GLVFRXQW�UDWHV�

>IURP�3D\DQGHK�DQG�)LHOG����������GHILQLWLRQ�RI�ULVN�DQG�XQFHUWDLQW\@
�,Q�VWDWLVWLFDO�WKHRU\��D�GLVWLQFWLRQ�LV�PDGH�EHWZHHQ�ULVN�DQG�XQFHUWDLQW\��5LVN�VLWXDWLRQV�DUH
GHILQHG�DV�WKRVH�LQ�ZKLFK�WKH�SUREDELOLWLHV�RI�WKH�RXWFRPHV�DUH�NQRZQ�RU�FDQ�EH�HVWLPDWHG�
8QFHUWDLQ�VLWXDWLRQV�DUH�GHILQHG�DV�WKRVH�LQ�ZKLFK�SUREDELOLWLHV�FDQQRW�EH�GHWHUPLQHG�IRU�WKH
RXWFRPHV��1R�VXFK�GLVWLQFWLRQ�EHWZHHQ�ULVN�DQG�XQFHUWDLQW\�ZLOO�EH�PDGH�KHUH��*HQHUDOO\��WKH
JUHDWHU�WKH�GLVSHUVLRQ�RI�WKH�FDVK�IORZ�HVWLPDWHV��WKH�JUHDWHU�WKH�ULVN��:KDW�ZLOO�WKH�DYHUDJH�SULFH
RI�D�FXELF�PHWUH�RI�EODFN�VSUXFH�SXOSZRRG�EH�LQ����\HDUV"�0RVW�PDQDJHUV�ZRXOG�VD\�WUXWKIXOO\�
�,�GRQ
W�NQRZ���+RZHYHU��LQYHVWPHQW�GHFLVLRQV�PXVW�EH�PDGH�WRGD\�RQ�WKH�EDVLV�RI�XQFHUWDLQ
IXWXUH�FRVWV�DQG�UHWXUQV��(YHQ�WKRXJK�WKH�IXWXUH�VWXPSDJH�LV�XQNQRZQ��LW�PD\�EH�SRVVLEOH�WR
VSHFLI\�D�GLVWULEXWLRQ�RI�IXWXUH�SULFHV��6XFK�HVWLPDWHV�DUH��RI�FRXUVH��VXEMHFWLYH��7KH\�DUH�EDVHG�RQ
D�NQRZOHGJH�RI�SDVW�WUHQGV�DXJPHQWHG�E\�LQWXLWLYH�IHHOLQJV�DERXW�WKH�IXWXUH��

>HGLWRUV����VRXUFHV�RI�XQFHUWDLQW\@
'HDOLQJ�ZLWK�XQFHUWDLQW\�LQ�IRUHVW�PDQDJHPHQW�SODQQLQJ�GHFLVLRQV�UHTXLUHV�D�FDUHIXO�HYDOXDWLRQ
RI�WKH�VRXUFHV�RI�XQFHUWDLQW\�SHFXOLDU�WR�IRUHVWU\��,PDJLQH�WKDW�D�IRUHVW�PDQDJHU��LQ�DQ�HIIRUW�WR
GHWHUPLQH�ZKLFK�WUHDWPHQW�UHJLPHV�WR�DVVLJQ�WR�WKH�YDULRXV�VWDQGV�LQ�KLV�IRUHVW��GHFLGHV�WR
VLPXODWH�GLIIHUHQW�VWUDWHJLHV��DQG�WR�FKRRVH�WKH�FRPELQDWLRQ�RI�SURJUDPV�WKDW�UHDOL]HV�WKH�KLJKHVW
YDOXH�IRU�WKH�IRUHVW�RI�VRPH�FKRVHQ�REMHFWLYH�FULWHULRQ��H�J��31:��SK\VLFDO�\LHOG���:KHUH�LQ�WKH
GHFLVLRQ�SURFHVV�LV�WKHUH�OLNHO\�WR�EH�XQFHUWDLQW\"

,Q�WKH�REMHFWLYHV��)RUHVW�PDQDJHPHQW�LV�D�VRFLDO�DQG�HFRQRPLF�HQGHDYRU��DQG�DV�VXFK��LV�JRDO�
RULHQWHG���1HYHUWKHOHVV��ZH�IUHTXHQWO\�ILQG�WKDW�IRUHVW�PDQDJHPHQW�REMHFWLYHV�DUH�QRW�FOHDU��(YHQ
ZKHQ�WKH\�DUH��WKH\�FKDQJH�RYHU�WLPH����PDUNHWV�FKDQJH��SURFHVVLQJ�WHFKQRORJ\�FKDQJHV��DQG�WKH
WLPEHU�UHVRXUFH�LWVHOI�FKDQJHV��IRU�H[DPSOH���0DQDJHPHQW�REMHFWLYHV�IRU�QRQ�WLPEHU�IRUHVW
UHVRXUFHV�DUH�XVXDOO\�HYHQ�OHVV�ZHOO�GHILQHG��DQG�DW�OHDVW�DV�FKDQJHDEOH�
5DWKHU�WKDQ�XVLQJ�XWLOLW\�WKHRU\�WR�GHDO�ZLWK�WKLV�XQFHUWDLQW\��D�EHWWHU�DSSURDFK�PD\�EH���WR
H[SORUH�WKH�LPSOLFDWLRQV�RI�D�ZLGH�UDQJH�RI�SRVVLEOH�JRDOV�ZLWKRXW�VSHFLILF�UHIHUHQFH�WR�WKH
SUREDELOLW\�WKDW�DQ\�RQH�RI�WKRVH�JRDOV�ZLOO�EH�XVHG���+ROOLQJ���������7KLV�LV�GRQH�E\�WHVWLQJ�WKH
VHQVLWLYLW\�RI�HDFK�SROLF\�WR�FKDQJHV�LQ�PDQDJHPHQW�REMHFWLYHV��0DUVKDOO������E��UHIHUV�WR�WKLV
SUREOHP�DV�EHLQJ�FDXVHG�E\�FKDQJHV�LQ�WKH�DFWXDO�VWDWH�RI�WKH�IRUHVW�DQG�VLPXOWDQHRXV�FKDQJHV�LQ
WKH�GHVLUHG�VWDWH��7KXV�IDFWRUV�ERWK�LQWHUQDO�DQG�H[WHUQDO�WR�WKH�IRUHVW�FDXVH�XQFHUWDLQW\�LQ
PDQDJLQJ�LW�

,Q�WKH�DVVXPSWLRQV��7KLV�FDWHJRU\�LQFOXGHV�WZR�W\SHV�RI�DVVXPSWLRQV��WKRVH�WKDW�DUH�UHODWHG�WR�WKH
VWDQG�OHYHO�DVSHFWV�RI�WKH�PRGHO��DQG�WKRVH�WKDW�DUH�UHODWHG�WR�LWV�IRUHVW�OHYHO�DVSHFWV���6WDQG�OHYHO
DVVXPSWLRQV�FRXOG�LQFOXGH�ELRORJLFDO��H�J��UHVSRQVH�WR�WUHDWPHQW���DQG�WHFKQRORJLFDO��H�J�
KDUYHVWLQJ�WHFKQLTXHV��FKDUDFWHULVWLFV�RI�WKH�PRGHO���)RUHVW�OHYHO�DVVXPSWLRQV�FRXOG�LQFOXGH
PDQDJHPHQW�REMHFWLYHV��GHVLJQDWHG�SURGXFWV���PDQDJHPHQW�SROLF\���H�J��VXVWDLQHG�\LHOG
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PDQDJHPHQW���WHFKQLFDO��H�J��URDG�DFFHVV���WHFKQRORJLFDO��H�J��ZRRG�SURFHVVLQJ�WHFKQRORJ\��
HFRQRPLF��H�J��ZRRG�VXSSO\�DYDLODEOH�RXWVLGH�WKH�PDQDJHPHQW�DUHD��DQG�VRFLDO��H�J��ODERXU�IRUFH�
FKDUDFWHULVWLFV�

,Q�FRQWURO�HUURUV��7KLV�XQFHUWDLQW\�UHVXOWV�IURP�EHLQJ�XQDEOH�WR�DFWXDOO\�FDUU\�RXW�WKH�FKRVHQ
DOWHUQDWLYHV�DV�SUHVFULEHG����&RQWURO�HUURUV�ZLOO�EH�VLJQLILFDQW�WR�WKH�H[WHQW�WKDW�WKH�FRQVHTXHQFHV
DUH�VHQVLWLYH�WR�WKH�OHYHO�RI�WKH�FKRVHQ�DOWHUQDWLYH�DFWLYLW\���)RU�H[DPSOH��DQ�RSWLPDO�VROXWLRQ
PLJKW�LQFOXGH�WKLQQLQJ�VRPH�W\SHV�RI�VWDQGV�WR�����WUHHV�KD���+RZ�VXE�RSWLPDO�ZLOO�EH�WKH
FRQVHTXHQFHV�LI�WKH�VWDQG�LV�WKLQQHG�WR�����WUHHV�KD�EHFDXVH�RI�RSHUDWRU�HUURU"

6XFK�HUURUV�ZLOO�XVXDOO\�EH�VWRFKDVWLF��DQG�LQ�ORQJ�WHUP�SODQQLQJ�RXJKW�WR�KDYH�UHODWLYHO\�OLWWOH
LPSDFW��,Q�VKRUWHU�WHUP�SODQV��XQFHUWDLQW\�LQ�FRQWURO�HUURUV�FDQ�EH�KDQGOHG�ZLWK�VHQVLWLYLW\
DQDO\VLV�E\�WHVWLQJ�WKH�LPSDFW�RQ�WKH�SHUIRUPDQFH�RI�WKH�V\VWHP�RI�GHYLDWLQJ�IURP�WKH�SUHVFULEHG
SROLF\��+ROOLQJ���������3HWHUPDQ
V�QRPRJUDPV�SURYLGH�D�JUDSKLFDO�WRRO�IRU�GRLQJ�VR��VHOHFWLRQ�RI
SROLF\�SRLQWV�ZKHUH�WKH�UHVSRQVH�VXUIDFH�LV�UHODWLYHO\�IODW�ZLOO�PHDQ�WKDW�WKH�SROLF\�ZLOO�EH
UHODWLYHO\�LQVHQVLWLYH�WR�FRQWURO�HUURUV�

,Q�WKH�ELRORJLFDO�PRGHO��0RGHOLQJ�D�IRUHVW�VWDQG�UHTXLUHV�G\QDPLF�GHSLFWLRQ�RI�LWV�GHYHORSPHQW�
+DQGOLQJ�XQFHUWDLQW\�LQ�VWDQG�GHYHORSPHQW�SDWWHUQV�LQYROYHV�HVWLPDWLQJ�WKH�UDQJH�RI�UHVXOWV
REWDLQHG�E\�OHWWLQJ�WKH�PRGHO�SDUDPHWHUV�WDNH�RQ�WKH�IXOO�UDQJH�RI�SRVVLEOH�YDOXHV�

>IURP�3D\DQGHK�DQG�)LHOG����������GHILQLWLRQ�RI�ULVN�DQG�XQFHUWDLQW\@
�7KHUH�DUH�VHYHUDO�PHWKRGV�RI�DGMXVWLQJ�IRU�ULVN�LQ�ORQJ�WHUP�LQYHVWPHQWV��7KH�PRVW�FRPPRQ
PHWKRG�LV�WR�XVH�D�ULVN�DGMXVWHG�GLVFRXQW�UDWH�GHILQHG�DV�U L�S�ZKHUH�U�LV�WKH�ULVN�DGMXVWHG�UDWH��L
LV�WKH�LQWHUHVW�UDWH�DQG�S�LV�D�SUHPLXP�IRU�ULVN��7KLV�DSSURDFK�LV�EDVHG�RQ�WKH�SUHPLVH�WKDW�ULVN\
FDVK�IORZV�DUH�ZRUWK�OHVV�WRGD\�WKDQ�FHUWDLQ�FDVK�IORZV�DQG�PXVW�WKHUHIRUH�EH�GLVFRXQWHG�DW�D
KLJKHU�UDWH��7KHUH�DUH�WZR�SUREOHPV�DVVRFLDWHG�ZLWK�WKH�XVH�RI�ULVN�DGMXVWHG�GLVFRXQW�UDWHV��)LUVW�
LW�DVVXPHV�ULVN�LV�FRPSRXQGLQJ�RYHU�WLPH��6HFRQG��WKHUH�LV�QR�UHDO�EDVLV�IRU�FKRRVLQJ�WKH
DSSURSULDWH�DGMXVWPHQW�IDFWRU��

�$QRWKHU�ZD\�WR�FRSH�ZLWK�ULVN�DQG�XQFHUWDLQW\�LQYROYHV�WKH�XVH�RI�VXEMHFWLYH�SUREDELOLW\
GLVWULEXWLRQV��7KLV�PHWKRG�UHFRJQL]HV�WKDW�WKH�EDVLF�FDXVH�RI�ULVN�LV�WKH�YDULDELOLW\�LQ�WKH�H[SHFWHG
IXWXUH�FDVK�IORZV��6XEMHFWLYH�SUREDELOLW\�HVWLPDWHV�PD\�EH�XVHG�QRW�RQO\�WR�DFFRXQW�IRU�ULVN�DQG
XQFHUWDLQW\��EXW�DOVR�WR�TXDQWLI\�DQ�H[SHUW
V�RSLQLRQ�DXJPHQWHG�E\�LQWXLWLYH�IHHOLQJV�DERXW�WKH
IXWXUH�RXWFRPHV��6HYHUDO�SUREDELOLW\�GLVWULEXWLRQ�IXQFWLRQV�VXFK�DV�1RUPDO��*DPPD��%HWD��DQG
:HLEXOO�KDYH�EHHQ�XVHG�IRU�WKLV�SXUSRVH��

>IURP�7UHDVXU\�%RDUG���%HQHILW�&RVW�$QDO\VLV�*XLGH�@
�2XU�JHQHUDO�DGYLFH�WR�WKH�DQDO\VW�DV��KRZ�WR�WUHDW�XQFHUWDLQW\�LV�������WR�DYRLG�FRQFHDOPHQW�DQG�WR
SUHVHQW�TXDQWLWDWLYH�LQGLFDWRUV�RI�LWV�LPSRUWDQFH�ZKHQHYHU�SRVVLEOH���,Q�VRPH�FLUFXPVWDQFHV�WKH
DQDO\VW�PD\�EH�DEOH�WR�GHULYH�SUREDELOLW\�GLVWULEXWLRQV�RI�XQFHUWDLQ�RXWFRPHV�IURP�SDVW�HYHQWV���
,Q�RWKHU�FLUFXPVWDQFHV��WKH�EHVW�TXDQWLWDWLYH�LQGLFDWRUV�DYDLODEOH�PD\�VLPSO\�EH�VXEMHFWLYH
SUREDELOLW\�HVWLPDWHV�GHULYHG�IURP�WKH�EHVW�JXHVVHV�RI�H[SHUWV��

�5HJDUGOHVV�RI�WKH�VRXUFH�RI�LQIRUPDWLRQ��KRZHYHU��WKHUH�DUH�VRPH�FLUFXPVWDQFHV�LQ�ZKLFK�WKH
DQDO\VWV
�MRE�LV�FRPSOHWHG�ZKHQ�WKH�UHOHYDQW�LQIRUPDWLRQ�KDV�EHHQ�DVVHPEOHG�DQG�SUHVHQWHG�WR
WKH�GHFLVLRQ�PDNHU���7KXV��ZKHUH�WKH�YLDELOLW\�RI�D�VLQJOH�SURMHFW�RU�WKH�UHODWLYH�UDQNLQJV�RI
DOWHUQDWLYH�SURMHFWV�DUH�DIIHFWHG�E\�FRQVLGHUDWLRQV�RI�XQFHUWDLQW\��WKH�WDVN�RI�SULFLQJ�XQFHUWDLQW\�LV
FOHDUO\�WKH�SUHVHUYH�RI�WKH�GHFLVLRQ�PDNHU��

�7KHUH�DUH�RWKHU�FLUFXPVWDQFHV��KRZHYHU��LQ�ZKLFK�WKH�DQDO\VW�FDQ�OLJKWHQ�WKH�ORDG�RI�WKH
GHFLVLRQ�PDNHU�E\�SRLQWLQJ�RXW�WKDW�IXUWKHU�DWWHQWLRQ�WR�WKH�SUREOHPV�FUHDWHG�E\�XQFHUWDLQW\�LV
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LUUHOHYDQW�WR�D�GHFLVLRQ���,W�PD\�EH�WKDW����IRUHVHHDEOH�FRQWLQJHQFLHV�ZLOO�QRW�DOWHU�D�GHFLVLRQ�WKDW�D
SURMHFW�VKRXOG�EH�DFFHSWHG�RU�UHMHFWHG���2U��ZKHUH�DOWHUQDWLYH�FRXUVHV�RI�DFWLRQ�DUH�EHLQJ
FRQVLGHUHG��H[DPLQDWLRQ�RI�XQFHUWDLQW\�PD\�UHYHDO�RQH�FRXUVH�RI�DFWLRQ�WR�EH�GRPLQDQW��WKDW�LV�
WKH�EHVW�LQ�DOO�UHOHYDQW�FLUFXPVWDQFHV���$�TXLFN�VHDUFK�IRU�GRPLQDQFH�E\�WKH�DQDO\VW�LV�FOHDUO\�D
WLPH�VDYLQJ�SURFHGXUH���>7KHUH�LV�D@�VKRUW�FXW�PHWKRG�FDOOHG�VHQVLWLYLW\�DQDO\VLV�RI�HVWDEOLVKLQJ
ZKHWKHU�WKLV�GHVLUDEOH�FKDUDFWHULVWLF�LV�SUHVHQW�LQ�DQ�LQYHVWPHQW�GHFLVLRQ��

>*XQWHU�	�+DQH\�����������VHQVLWLYLW\�DQDO\VLV�WR�KDQGOH�ULVN�@
�$QRWKHU�PHWKRG�IRU�WDNLQJ�ULVN�LQWR�DFFRXQW�LV�WKDW�RI�YDU\LQJ�NH\�LQYHVWPHQW�LQSXWV�WR�H[DPLQH
WKH�HIIHFW�RQ�SURMHFWHG�UHVXOWV���,I�D�VPDOO�FKDQJH�LQ�D�NH\�LQSXW�YDULDEOH�SURGXFHV�D�VLJQLILFDQW
FKDQJH�LQ�H[SHFWHG�UHVXOWV��WKH�RXWFRPH�RI�WKH�DQDO\VLV�LV��VHQVLWLYH��WR�WKDW�SDUWLFXODU�YDULDEOH�
,Q�SUHSDULQJ�D�VHQVLWLYLW\�DQDO\VLV�D�XQLIRUP�EDQG�RI�YDOXHV�DURXQG�HDFK�YDULDEOH�FDQ�EH�WULHG�LI
H[SHFWHG�UHVXOWV�DUH�XQFHUWDLQ���+RZHYHU��LI�VRPH�SHUWLQHQW�LQIRUPDWLRQ�LV�DYDLODEOH��LQYHVWRUV�FDQ
DQDO\]H�WKH�UHVXOWV�IRU�WKHLU�EHVW�JXHVV��D�SHVVLPLVWLF�DQG�DQ�RSWLPLVWLF�RXWFRPH��

>IURP�*XQWHU�	�+DQH\�����������ULVN�DGMXVWHG�GLVFRXQW�UDWHV@
�5LVN�DGMXVWHG�GLVFRXQW�UDWHV�>DUH�D@��SURFHGXUH�FRPPRQO\�XVHG�IRU�WDNLQJ�IRUHVWU\�ULVN�LQWR
DFFRXQW�>E\�PDNLQJ@�DGMXVWPHQWV�LQ�WKH�GLVFRXQW�UDWH���7KH�DGMXVWPHQW�LV�EDVHG�RQ�LQYHVWRU
V
WUDGHRII�EHWZHHQ�ULVN�DQG�UHWXUQ���$V�ULVN�LQFUHDVHV��KLJKHU�UHWXUQV�DUH�UHTXLUHG�WR�FRPSHQVDWH
WKH�LQYHVWRU�IRU�DGGLWLRQDO�ULVN���)RU�H[DPSOH��DQ�LQYHVWRU�PD\�UHTXLUH�DQ�DGGLWLRQDO���SHUFHQW�DV�D
�ULVN�SUHPLXP��IRU�H[SHFWHG�ORVVHV�IURP�QDWXUDO�KD]DUGV�RU�EXVLQHVV�DGMXVWPHQWV�RYHU�WKH�OLIH�RI
WKH�URWDWLRQ���$�ULVN�DGMXVWHG�UDWH�LV�D�WKHRUHWLFDOO\�YDOLG�SURFHGXUH��LI�ULVN�LV�SHUFHLYHG�WR�EH�DQ
LQFUHDVLQJ�IXQFWLRQ�RI�WLPH��

>IURP�7UHDVXU\�%RDUG�����������ULVN�DGMXVWHG�GLVFRXQW�UDWHV�@
�7KLV�SUDFWLFH�RI�XVLQJ�WKH�GLVFRXQW�UDWH�WR�DOORZ�IRU�XQFHUWDLQW\�LQ�SURMHFW�HYDOXDWLRQ�KDV�OLPLWHG
YDOLGLW\���,Q�HIIHFW��LW�LPSOLHV�WKDW�XQFHUWDLQW\�FRPSRXQGV�LWVHOI�DW�D�IL[HG�UDWH�RYHU�WLPH���7KLV�LV
XQOLNHO\�WR�EH�WKH�FDVH���:KHUH�GLIIHUHQW�GHJUHHV�RI�XQFHUWDLQW\�FDQ�EH�DVFULEHG�WR�IXWXUH�YDOXHV�RI
YDULDEOHV��LW�LV�SUHIHUDEOH�WR�OHW�HVWLPDWHV�RI�IXWXUH�DQQXDO�EHQHILWV�DQG�FRVWV�UHIOHFW�WKHVH�GLIIHUHQW
GHJUHHV�RI�XQFHUWDLQW\��DQG�WR�DJJUHJDWH�SUHVHQW�YDOXHV�XVLQJ�D�ULVNOHVV�GLVFRXQW�UDWH��

>IURP�%UHDOH\��5��DQG�6��0\HUV�����������ULVN�DGMXVWPHQWV@
�,W�LV�XVXDOO\�UHDVRQDEOH�WR�DVVXPH�WKDW�ULVN�LQFUHDVHV�DW�D�FRQVWDQW�UDWH���)RU�H[DPSOH��LI�\RX�DUH
ZLOOLQJ�WR�DFFHSW�WKDW�EHWD�>YDULDQFH@�LV�FRQVWDQW�LQ�HDFK�IXWXUH�SHULRG��WKHQ�WKH�ULVN�ERUQH�SHU
SHULRG�ZLOO�EH�FRQVWDQW�EXW�FXPXODWLYH�ULVN�ZLOO�JURZ�VWHDGLO\�DV�\RX�ORRN�IXUWKHU�LQWR�WKH
IXWXUH����DQ\�ULVN�DGMXVWHG�GLVFRXQW�UDWH�DXWRPDWLFDOO\�UHFRJQL]HV�WKH�IDFW�WKDW�PRUH�GLVWDQW�FDVK
IORZV�KDYH�PRUH�ULVN���7KH�UHDVRQ�LV�WKDW�WKH�GLVFRXQW�UDWH�FRPSHQVDWHV�IRU�WKH�ULVN�ERUQH�SHU
SHULRG���7KH�PRUH�GLVWDQW�WKH�FDVK�IORZV��WKH�JUHDWHU�WKH�QXPEHU�RI�SHULRGV�DQG�WKH�ODUJHU�WKH
WRWDO�ULVN�DGMXVWPHQW��

>HGLWRUV@
1RWH�WKDW�%UHDOH\�DQG�0\HUV�DUH�WDONLQJ�DERXW�D�GLIIHUHQW�W\SH�RI�VLWXDWLRQ�WKDQ�LV�WKH�7UHDVXU\
%RDUG��ZKLFK�LV�ZK\�WKH\�VHHP�WR�GLVDJUHH��%UHDOH\�DQG�0\HUV�DUH�ORRNLQJ�DW�D�VLWXDWLRQ�ZKHUH
ULVN�LV�SUHVHQW�DQG�SHUKDSV�FRQVWDQW�LQ�HYHU\�SHULRG��VXFK�DV�ZKHQ�FRQVLGHULQJ�LQYHVWLQJ�LQ
VWRFNV�IRU�D�ORQJ�WHUP���7UHDVXU\�%RDUG��KRZHYHU�LV�FRQVLGHULQJ�LQYHVWLQJ�LQ�SURMHFWV��ZKLFK
SUREDEO\�KDYH�GLVFUHWH�SHULRGV�RI�ULVNV�RI�GLIIHUHQW�NLQGV�DQG�PDJQLWXGH��6R�ZK\�GR�*XQWHU�	
+DQH\�DJUHH�ZLWK�%UHDOH\�DQG�0\HUV�ZKHQ�WKH\�DUH�FOHDUO\�WDONLQJ�DERXW�SURMHFWV"��&RQVLGHU�WKDW
ULVNV�LQ�IRUHVWU\�FDQ�EH�FODVVLILHG�DV�HLWKHU�RI�WZR�GLVWLQFW�NLQGV��)LUVW�LV�WKH�ULVN�RI�FDWDVWURSKLF
GHVWUXFWLRQ�WR�ZKLFK�DOO�VWDQGV�DUH�VXEMHFW��)RU�H[DPSOH��ILUH�PD\�VWULNH�RYHU�D�EURDG�DUHD�
DIIHFWLQJ�PDQ\�RI�WKH�VWDQGV�LQ�WKH�DUHD��6XFK�ULVNV�ZLOO�EH�SUHVHQW�WKURXJKRXW�WKH�OLIH�RI�WKH
VWDQG��7KH�VHFRQG�W\SH�LV�WKH�XQLTXH�ULVN�RI�IDLOXUH�WR�ZKLFK�DQ\�LQGLYLGXDO�VWDQG��PD\�VXFFXPE�
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$Q�H[DPSOH�LV�D�SODQWDWLRQ��ZKHUH�VXFK�D�IDLOXUH�LV�DWWULEXWDEOH�WR�VLWH�FKDUDFWHULVWLFV��DQG�XVXDOO\
LV�SUHVHQW�RQO\�GXULQJ�WKH�HVWDEOLVKPHQW�SHULRG�RI�WKH�VWDQG���:H�LQWHUSUHW�*XQWHU�DQG�+DQH\�DV
FRQVLGHULQJ�RQO\�WKH�ILUVW�W\SH�RI�ULVN��ZKLFK�LV�ZK\�WKH\�VD\�WKDW�WKH�XVH�RI�D�ULVN�DGMXVWHG
GLVFRXQW�UDWH�LV�DFFHSWDEOH�SUDFWLFH���,Q�PRVW�LQVWDQFHV�KRZHYHU��DQ\�LQGLYLGXDO�SURMHFW�LV�OLNHO\�WR
EH�VXEMHFW�WR�ERWK�W\SHV�RI�ULVN�WR�VRPH�GHJUHH���7KH�PDLQ�SRLQW�LV�WKDW�WKH�DQDO\VW�PXVW�FDUHIXOO\
FRQVLGHU�WKH�QDWXUH�RI�WKH�LQYHVWPHQW�DQG�WKH�W\SH��WKH�DPRXQW��DQG�WKH�ORQJHYLW\�RI�WKH�ULVNV
LQYROYHG�

>IURP�+HDSV�DQG�3UDWW����������ULVN�RI�SODQWLQJ�IDLOXUH@
�$�VLPSOH�H[DPSOH�VKRXOG�VHUYH�WR�GHPRQVWUDWH�ZKDW�LV�ZURQJ�ZLWK�XVLQJ�D�ULVN�DGMXVWHG
GLVFRXQW�UDWH���6XSSRVH�WKDW�WKHUH�LV�D�ULVN�WKDW�D�SODQWLQJ�ZLOO�IDLO�EXW�DIWHU�ILYH�WR�WHQ�\HDUV�WKLV
ULVN�LV�UHVROYHG�LQ�WKH�VHQVH�WKDW�WKH�RXWFRPH�LV�QRZ�NQRZQ���$SSO\LQJ�D�ULVN�DGMXVWHG�GLVFRXQW
UDWH�WR�WKH�UHWXUQV�IURP�WKH�ILQDO�KDUYHVW�DVVXPHV�WKDW�WKH�VDPH�GHJUHH�RI�ULVN�LV�LQFXUUHG�LQ�HDFK
\HDU�IURP�SODQWLQJ�WR�KDUYHVW���7KLV�DVVXPSWLRQ�LV�FOHDUO\�IDOVH�DQG�XQIDLUO\�ELDVHV�GHFLVLRQ
PDNHUV�DJDLQVW�SURMHFWV�ZKRVH�UHWXUQV�WDNH�D�ORQJ�WLPH�WR�EH�UHDOL]HG��

�7KH�EDVLF�SURFHGXUH�WKDW�KDV�EHHQ�VXJJHVWHG�IRU�GHDOLQJ�ZLWK�ULVN�LV�WKDW�H[SHFWHG�QHW�SUHVHQW
YDOXHV��(139��VKRXOG�EH�XVHG�LQ�GHWHUPLQLQJ�ZKLFK�SURMHFWV�DUH�ZRUWKZKLOH�RU�ZKLFK�SURMHFWV
DUH�PRVW�YDOXDEOH���7KH�H[SHFWHG�QHW�SUHVHQW�YDOXH�LV�FDOFXODWHG�E\�ILUVW�FRPSXWLQJ�D�QHW�SUHVHQW
YDOXH�IRU�WKH�UHWXUQV�DQG�FRVWV�DVVRFLDWHG�ZLWK�HDFK�SRVVLEOH�RXWFRPH�DQG�WKHQ�WDNLQJ�D�ZHLJKWHG
DYHUDJH�RI�WKHVH�139V�ZKHUH�WKH�ZHLJKWV�DUH�WKH�SUREDELOLWLHV�DVVRFLDWHG�ZLWK�HDFK�RXWFRPH�
7KHQ��EHFDXVH�GHFLVLRQ�PDNHUV�DUH�WKRXJKW�LQ�JHQHUDO�WR�EH�ULVN�DGYHUVH��LW�LV�UHFRPPHQGHG�WKDW
WKH�GLVFRXQW�UDWH�XVHG�LQ�WKHVH�FDOFXODWLRQV�EH�VRPHZKDW�DERYH�WKH�ULVN�IUHH�GLVFRXQW�UDWH����

(FRQRPLF�$QDO\VLV

$Q��HFRQRPLF�HIILFLHQF\��DQDO\VLV�LV�LQ�D�VHQVH�D�JHQHUDOL]DWLRQ�RI�WKH�ILQDQFLDO�DQDO\VLV�FRQFHSW�
LQ�WKDW�WKH�DQDO\VLV�LV�FDUULHG�RXW�IURP�WKH�SRLQW�RI�YLHZ�RI�VRFLHW\�DV�D�ZKROH�UDWKHU�WKDQ�D
VSHFLILF�HQWHUSULVH��7KH�HFRQRPLF�DQDO\VLV�LV�DOVR�FRQFHUQHG�ZLWK�SURILW��EXW�IURP�VRFLHW\
V�SRLQW
RI�YLHZ����VRFLHW\
V�ZDQWV�IRU�JRRGV�DQG�VHUYLFHV�

7KH�EDVLF�FRQFHSWV�RI�HFRQRPLF�DQDO\VLV�WR�EH�SUHVHQWHG�LQ�WKLV�ZRUNVKRS�ZLOO�EH�GUDZQ�ODUJHO\
IURP�*UHJHUVRQ�DQG�&RQWUHUDV��������DQG�WKH�%HQHILW�&RVW�$QDO\VLV�*XLGH�RI�WKH�7UHDVXU\�%RDUG
RI�&DQDGD��,Q�WKH�H[FHUSWV�EHORZ��1LFKROVRQ��������FRQVLGHUV�WKH�SUREOHP�RI�DVVLJQLQJ�FRVWV�WR
VLOYLFXOWXUDO�SURMHFWV��ZKLOH�9HHPDQ��������DQG�0DUW\��������DUJXH�IRU�DQDO\VHV�ZLWK�D�ZLGHU
SHUVSHFWLYH�WKDQ�FRQYHQWLRQDO�ILQDQFLDO�DQG�EHQHILW�FRVW�VWXGLHV��ZKLOH�6KXVWHU��������FDOOV�IRU
HYDOXDWLRQ�RI�WKH�GLVWULEXWLRQDO�FRQVHTXHQFHV�RI�IRUHVWU\�SURMHFWV�

>IURP�1LFKROVRQ�����������VKDGRZ�SULFLQJ�WKH�LQSXWV�WR�VLOYLFXOWXUH@
�3ULYDWH�ILUPV�GR�QRW�QRUPDOO\�ZRUU\�DERXW�WKH�RYHUDOO�VRFLDO�FRVWV�DQG�EHQHILWV�RI�D�SURMHFW�DQG
XVH�PDUNHW�SULFHV�IRU�IDFWRUV�RI�SURGXFWLRQ�DQG�SURGXFWV�LQ�EHQHILW�FRVW�DQDO\VHV���)UDVHU�������
VXJJHVWV�WKDW�SXEOLF�DJHQFLHV�PXVW�EH�FRQFHUQHG�ZLWK�RYHUDOO�VRFLDO�FRVWV�DQG�EHQHILWV���+H
VXJJHVWV�WKDW�LW�PLJKW�EH�DSSURSULDWH�WR�VKDGRZ�SULFH�WKH�FRVWV�RI�IDFWRUV�RI�SURGXFWLRQ��ODERU�LQ
SDUWLFXODU��DW�EHORZ�WKHLU�PDUNHW�YDOXHV��WKDW�LW�LV�DSSURSULDWH�WR�FDOFXODWH�SHFXQLDU\�EHQHILWV�IURP
WKH�PDUNHW�SULFH�RI�WKH�SURGXFWV��DQG�WKDW�QRQ�SHFXQLDU\�EHQHILWV�DQG�FRVWV���VXFK�DV�HPSOR\PHQW
RI�PLQRULWLHV�RU�HQYLURQPHQWDO�GHJUDGDWLRQ���EH�LGHQWLILHG�DQG�SUHVHQWHG�DV�DGGLWLRQDO
LQIRUPDWLRQ�VHSDUDWH�IURP�WKH�EHQHILW�FRVW�DQDO\VHV���)UDVHU�SRLQWV�RXW�WKDW�FXUUHQW�PDUNHW
FRQGLWLRQV���XQHPSOR\PHQW�UDWHV�LQ�SDUWLFXODU���VKRXOG�QRW�EH�SURMHFWHG�WRR�IDU�LQWR�WKH�IXWXUH
DQG�VXJJHVWV�WKDW�VKDGRZ�SULFLQJ�EH�OLPLWHG�WR�WKH�QHDU�IXWXUH�ZLWK�IXOO�PDUNHW�YDOXHV�XVHG�IRU
FRVWV�LQFXUUHG�ODWHU�LQ�WKH�SODQQLQJ�KRUL]RQ��
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�,W�LV�DUJXHG�KHUH�WKDW�SXEOLF�EHQHILW�FRVW�DQDO\VHV�XVH�PDUNHW�YDOXHV�UDWKHU�WKDQ�VKDGRZ�FRVWV�
7KH�UHDVRQLQJ�EHKLQG�WKLV�VXJJHVWLRQ�LV�WKDW��WKH�DQDO\VHV�VKRXOG�EH�FRQVLVWHQW���LI�VKDGRZ�SULFHV
DUH�XVHG�WKH\�VKRXOG�EH�XVHG�HYHU\ZKHUH��VKDGRZ�YDOXHV�DUH�KDUG�WR�GHWHUPLQH�LQ�WKH�SUHVHQW�
OHW�DORQH�LQ�WKH�IXWXUH��DQG�WKH�XVH�RI�PDUNHW�SULFHV�LV�D�FRQVHUYDWLYH�HVWLPDWH�LQ�WKDW�LW�ZLOO�WHQG
WR�RYHUVWDWH�WUHDWPHQW�FRVWV��

�,W�LV�DSSURSULDWH�WR�VHSDUDWHO\�GHWHUPLQH�WKH�QRQ�SHFXQLDU\�EHQHILWV�DQG�FRVWV�DQG�WR�SUHVHQW
WKHVH�ILQGLQJV�WR�WKH�GHFLVLRQ�PDNHU�WRJHWKHU�ZLWK�WKH�UHVXOWV�RI�WKH�EHQHILW�FRVW�DQDO\VHV��

>IURP�9HHPDQ���������SUHFLV�����UHVRXUFH�DOORFDWLRQ@
6SHFLILF�5XOHV�IRU�(IILFLHQW�5HVRXUFH�$OORFDWLRQ

��� 7DNH�D�VRFLDO�SHUVSHFWLYH�

�� LQFOXGH�EHQHILWV�FRVWV�ZKLFK�GRQ
W�DFFUXH�WR�WKH�SULYDWH�VHFWRU

�� FRQVLGHU�HFRQRPLF�DFWLYLW\�OLQNHG�WR�WKH�SURMHFW��H�J��VDZPLOO����

��� &RQVLGHU�H[WUD�PDUNHW�YDOXHV�

�� VRPH�YDOXHV�PXVW�EH�LPSXWHG��H�J��VKDGRZ�SULFHV��ZKLOH�VRPH�FDQ�RQO\�EH�LQFOXGHG�DV
TXDOLWDWLYH�IDFWRUV��QHYHUWKHOHVV��WKH\�VKRXOG�EH�LQFOXGHG

��� 6RPHWLPHV��QR�XVH�RI�D�QDWXUDO�UHVRXUFH�PD\�EH�WKH�EHVW�XVH

��� $YRLG�LUUHYHUVLELOLW\�LQ�UHQHZDEOH�UHVRXUFH�XVH

�� ZHOIDUH�HFRQRPLFV�DQG�DSSOLHG�WRROV�OLNH�EHQHILW�FRVW�DQDO\VLV�GR�QRW�UHDGLO\�DFFRXQW�IRU�WKH
ZHOIDUH�RI�IXWXUH�JHQHUDWLRQV�

�� DUJXPHQWV�KDYH�EHHQ�PDGH�IRU�VWUDWHJLHV�WKDW�ZRXOG�DYRLG�LUUHYHUVLELOLW\��FULWLFDO�]RQHV��LQ
UHVRXUFH�XVH�DQG�ZRXOG��NHHS�RSWLRQV�RSHQ��IRU�IXWXUH�JHQHUDWLRQV

�� VXFK�VWUDWHJLHV�DUH�HVSHFLDOO\�LPSRUWDQW�IRU�UHVRXUFHV�ZLWK�H[WUHPHO\�OLPLWHG�RU�QR�VXEVWLWXWHV
DQG�ZKLFK�DUH�FKDUDFWHUL]HG�E\�VLJQLILFDQW�FRQVXPHU�VXUSOXV�DQG�WKH�H[LVWHQFH�RI
FRQVLGHUDEOH�RSWLRQ�GHPDQG

>IURP�0DUW\�����������FRPSUHKHQVLYH�DQDO\VLV@
�7KHUH�KDV�EHHQ�D�JURZLQJ�DZDUHQHVV�DPRQJ�UHVRXUFH�HFRQRPLVWV��DQG�RWKHUV��WKDW�GHFLVLRQV�LQ
WKH�SXEOLF�UHDOP�DUH�QRW�EDVHG�VROHO\�RQ�FRQVLGHUDWLRQV�RI�HFRQRPLF�HIILFLHQF\���)LQDQFLDO�DQDO\VLV
V\VWHPV��VXFK�DV�EHQHILW�FRVW�DQDO\VLV��GR�QRW�SURYLGH�HQRXJK�LQIRUPDWLRQ�RQ�RWKHU�UHOHYDQW
FKDUDFWHULVWLFV�RI�DOWHUQDWLYHV���)LQDQFLDO�DQDO\VLV�DORQH�LV�ERWK�LQFRPSOHWH�DQG�ELDVLQJ��LQ�WKDW
QRQ�ILQDQFLDO�FKDUDFWHULVWLFV�RI�DOWHUQDWLYHV�DUH�HLWKHU�LJQRUHG�HQWLUHO\�RU�WUHDWHG�RQO\�ZLWK�UHJDUG
WR�WKHLU�HIIHFWV�RQ�HFRQRPLF�ZHOIDUH��

�1HHGHG��SDUWLFXODUO\�LQ�SXEOLF�IRUHVWU\��LV�DQ�DQDO\WLFDO�SURFHVV�ZKLFK�SURYLGHV�DSSUDLVDOV�RI
DOWHUQDWLYHV�IURP�PRUH�WKDQ�RQH�SRLQW�RI�YLHZ���%HQHILW�FRVW�DQDO\VLV�ORRNV�SUHGRPLQDQWO\�DW�WKH
ILQDQFLDO�GLPHQVLRQ�RI�DOWHUQDWLYHV��HQYLURQPHQWDO�LPSDFW�DQDO\VLV�ORRNV�SULPDULO\�DW�WKH�SK\VLFDO
LQIOXHQFH�RI�DOWHUQDWLYHV�RQ�HQYLURQPHQWDO�SDUDPHWHUV���ZKDW�PLJKW�EH�FDOOHG�FRPSUHKHQVLYH
DQDO\VLV�VKRXOG�ORRN�DW�ERWK�WKHVH�FKDUDFWHULVWLFV�RI�DOWHUQDWLYHV��DQG�DW�RWKHUV�DV�LV�DSSURSULDWH��

�7KH�FKDUDFWHULVWLFV�RI�DOWHUQDWLYHV�WKDW�PRVW�FRQFHUQ�XV�DUH�GLFWDWHG�E\�WKH�REMHFWLYHV�EHLQJ
VRXJKW���3XEOLF�IRUHVW�PDQDJHPHQW�REMHFWLYHV�FKDQJH�ZLWK�WLPH�DQG�ORFDWLRQ��VRPHWLPHV�RQH�DQG
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WKHQ�DQRWKHU�REMHFWLYH�EHLQJ�SDUDPRXQW���,Q�VRPH�FLUFXPVWDQFHV�VSHFLDO�DQG�XQXVXDO�DQDO\VHV
PD\�EH�UHTXLUHG���2UGLQDULO\��KRZHYHU��VHYHQ�FKDUDFWHULVWLFV�RI�DOWHUQDWLYHV�DUH�PRVW�LPSRUWDQW��

�,Q�JHQHUDO��FRQWHPSODWHG�DFWLRQV�PXVW�EH�FRQJUXHQW�ZLWK�HVWDEOLVKHG�IRUHVW�SROLF\���/HJDO
DXWKRUL]DWLRQ�PXVW�H[LVW�IRU�FRQWHPSODWHG�DFWLRQV��DQG�WKH\�PXVW�DOVR�SURYLGH�EHQHILWV�RU
FKDQJHV�LGHQWLILHG�DV�XQPHW�QHHGV�RU�GHPDQGV�LQ�ORFDO��UHJLRQDO��RU�QDWLRQDO�DSSUDLVDOV���$QG
WKH\�PXVW�FRUUHVSRQG�WR�ODQG�XVH�FDSDELOLWLHV�DV�LGHQWLILHG�E\�ODQG�XVH�SODQQLQJ�RQ�WKH
UHFRPPHQGLQJ�XQLW���,Q�XQXVXDO�FLUFXPVWDQFHV��DFWLRQV�WUDQVFHQGLQJ�HVWDEOLVKHG�DJHQF\�SROLF\
PD\�EH�FRQVLGHUHG��

�(QYLURQPHQWDO�HIIHFWV�LQFOXGH�WKH�HIIHFWV�RI�FRQWHPSODWHG�DFWLRQV�RQ�EDVLF�HFRORJLFDO�VWDELOLW\��RQ
DLU�DQG�ZDWHU�TXDOLW\��DQG�XSRQ�WKH�SK\VLFDO�SURGXFWLYH�SRWHQWLDO�RI�WKH�UHVRXUFH�V\VWHP���

�,Q�JHQHUDO��FRQWHPSODWHG�DFWLRQV�VKRXOG�EH�GHVLJQHG�WR�EH�QHXWUDO�RU�EHQHILFLDO�LQ�WKHLU
HQYLURQPHQWDO�HIIHFWV���7KLV��KRZHYHU��PD\�QRW�DOZD\V�EH�SRVVLEOH��DQG�D�GHWULPHQWDO
HQYLURQPHQWDO�HIIHFW�PD\�QRW�QHFHVVDULO\�SUHFOXGH�DQ�DFWLRQ�LI�WKHUH�DUH�FRPSHQVDWLQJ�EHQHILWV��

�&RQWHPSODWHG�DFWLRQV�VKRXOG�KDYH�WKH�FKDUDFWHULVWLF�RI�HFRQRPLF�HIILFLHQF\�LQ�WKH�VHQVH�WKDW
EHQHILWV�RXWZHLJK�FRVWV���$OVR��DFWLRQV�VKRXOG�EH�GHVLJQHG�DW�DQ�HIILFLHQW�VFDOH��DQG�WKH�PRVW
HIILFLHQW�PHDQV�RU�WHFKQRORJ\�VKRXOG�EH�XWLOL]HG���$�SURJUDP�RU�SURMHFW�RWKHU�WKDQ�WKDW�ZKLFK�LV
PRVW�HIILFLHQW�LV�QRW�QHFHVVDULO\�SUHFOXGHG�LI�LW�LV�VXSHULRU�IURP�RWKHU�SRLQWV�RI�YLHZ��

�([WHUQDO�LPSDFWV�DUH�ERWK�SRVLWLYH�DQG�QHJDWLYH�HIIHFWV�RI�D�FRQWHPSODWHG�DFWLRQ�ZKLFK�IDOO�RQ
KRXVHKROGV��EXVLQHVVHV��DQG�JRYHUQPHQW�XQLWV�RWKHU�WKDQ�WKH�PDQDJLQJ�DJHQF\���)RU�H[DPSOH�
VRPH�DFWLRQV�PD\�LPSRVH�D�FRVW�RQ�D�XQLW�RI�ORFDO�JRYHUQPHQW�RU�FUHDWH�DGGLWLRQDO�MREV�DQG
LQFRPH�IRU�ORFDO�EXVLQHVV�DQG�ZRUNHUV���([WHUQDO�LPSDFWV�PD\�EH�SULPDULO\�HFRQRPLF�RU�WKH\�PD\
UHODWH�WR�KHDOWK�DQG�VDIHW\��HQYLURQPHQWDO�HQGRZPHQW��RU�RWKHUV���,Q�JHQHUDO���FRQWHPSODWHG
DFWLRQV�VKRXOG�EH�GHVLJQHG�WR�PLQLPL]H�GHWULPHQWDO�H[WHUQDO�LPSDFWV�XQOHVV�DPSO\�FRPSHQVDWHG
E\�RWKHU�EHQHILWV��

�,Q�JHQHUDO��FRQWHPSODWHG�DFWLRQV�VKRXOG�EH�GHVLJQHG�WR�EHQHILW�WKH�PDQ\�UDWKHU�WKDQ�WKH�IHZ�
DQG�WKRVH�ZKR�DUH�WR�EHQHILW�VKRXOG�EHDU�DQ�DSSURSULDWH�VKDUH�RI�WKH�FRVW���3DUWLFXODU�DWWHQWLRQ
VKRXOG�EH�SDLG�WR�LQVXULQJ�UHDVRQDEO\�HTXDO�DFFHVV�WR�VHUYLFHV�DQG�EHQHILWV�IRU�DOO�LQWHUHVWHG
FLWL]HQV���+RZHYHU��LQHTXLWDEOH�GLVWULEXWLRQDO�HIIHFWV�PD\�QRW�QHFHVVDULO\�SUHFOXGH�DQG�DFWLRQ�LI
WKHUH�FRPSHQVDWLQJ�EHQHILWV��

�,W�LV�RIWHQ�FUXFLDO�WR�NQRZ�WKH�GHJUHH�RI�ULVN�RU�XQFHUWDLQW\�DVVRFLDWHG�ZLWK�YDULRXV�DOWHUQDWLYHV�
,Q�JHQHUDO��FRQWHPSODWHG�DFWLRQV�VKRXOG�EH�GHVLJQHG�VR�WKDW�WKH�ULVN�RI�DQ�XQDFFHSWDEOH�UHVXOW�LV
KHOG�WR�D�UHDVRQDEO\�ORZ�OHYHO��,Q�VRPH�FLUFXPVWDQFHV��KRZHYHU��D�KLJKHU�WKDQ�QRUPDO�ULVN�RI
IDLOXUH�PD\�EH�MXVWLILHG�E\�RWKHU�IDYRUDEOH�FKDUDFWHULVWLFV���$QG�LQ�VRPH�FDVHV�WKH�SURJUDP�PD\
EH�D�JRYHUQPHQW�DFWLYLW\�EHFDXVH�LW�LV�WRR�XQFHUWDLQ�WR�TXDOLI\�DV�D�SULYDWH�YHQWXUH��

�&RQWHPSODWHG�DFWLRQV�VKRXOG�EH�GHVLJQHG�DW�D�VFDOH�ZKLFK�PDNHV�WKH�DFWLRQV�IHDVLEOH�XQGHU
H[LVWLQJ�EXGJHW�DQG�SHUVRQQHO�H[SHFWDWLRQV�IRU�WKH�UHFRPPHQGLQJ�XQLW���(DFK�SXEOLF�IRUHVW�LV�LQ
FRPSHWLWLRQ�ZLWK�RWKHUV�IRU�DYDLODEOH�IXQGLQJ��ZKLFK�LV�GLVWULEXWHG�LQ�SDUW�RQ�WKH�EDVLV�RI�WKH
PHULW�DQG�XUJHQF\�RI�UHFRPPHQGHG�SURMHFWV�DQG�SURJUDPV���+RZHYHU��XQXVXDOO\�FRVWO\�RU
FRPSUHKHQVLYH�DFWLRQV�DUH�QRW�QHFHVVDULO\�SUHFOXGHG�LI�WKHLU�EHQHILWV�DUH�FRUUHVSRQGLQJO\�JUHDW��

�7KHVH�VHYHQ�SDUDOOHO�RU�FROODWHUDO�FULWHULD��WKHQ��DUH�JHQHUDOO\�RI�LQWHUHVW�LQ�FKRRVLQJ�DPRQJ
SXEOLF�IRUHVW�SURMHFW�DQG�SURJUDP�DOWHUQDWLYHV���WKH�GHJUHH�RI�SROLF\�FRQJUXHQFH��WKH�QDWXUH�RI
HQYLURQPHQWDO�HIIHFWV��WKH�GHJUHH�RI�HFRQRPLF�HIILFLHQF\��H[WHUQDO�LPSDFWV�RQ�KRXVHKROGV�
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EXVLQHVVHV�DQG�XQLWV�RI�JRYHUQPHQW��WKH�GLVWULEXWLRQ�RI�FRVWV�DQG�EHQHILWV��WKH�GHJUHH�RI
XQFHUWDLQW\�DQG�WKHLU�IHDVLELOLW\�ZLWK�UHJDUG�WR�EXGJHW�DQG�SHUVRQQHO�OLPLWDWLRQV��

>IURP�6FKXVWHU�����������GLVWULEXWLRQDO�FRQVHTXHQFHV@
�(YDOXDWLRQ�RI�WKH�GLVWULEXWLRQDO�FRQVHTXHQFHV�RI�IRUHVWU\�SURMHFWV�LV�DQ�LPSRUWDQW�FRPSRQHQW�LQ
DQ�RYHUDOO�DVVHVVPHQW�RI�WKH�GHVLUDELOLW\�RI�RQH�SURMHFW�UHODWLYH�WR�DQRWKHU���%XW�LW�LV�QRW�WKH�RQO\
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RWKHU�FRQVHTXHQFHV�DUH�DOVR�LPSRUWDQW��LQFOXGLQJ�HFRQRPLF�HIILFLHQF\�FRQVHTXHQFHV�DQG
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VHOHFWLQJ�EHWZHHQ�DOWHUQDWLYH�IRUHVWU\�SURMHFWV�LV�D�IXQFWLRQ�RI�WKH�GHFLVLRQ�PDNHU
V�JRDOV�DQG
REMHFWLYHV���7KHVH�QRW�RQO\�SURYLGH�WKH�FRQWH[W�IRU�GLVWULEXWLRQDO�DQDO\VHV��EXW�WKH\�DOVR�VSHFLI\
WKH�FRQWHQW�RI�WKH�DQDO\VLV�

����HDFK�DQDO\VLV�LV�GLIIHUHQW��WDLORU�PDGH�WR�WKH�VSHFLILF�FLUFXPVWDQFH�EHLQJ�HYDOXDWHG���:KLOH�WKH
UDQJH�RI�LWHPV�WR�EH�HYDOXDWHG�LQ�D�GLVWULEXWLRQDO�DQDO\VLV�LV�DOPRVW�OLPLWOHVV��WKH�LPSDFWV
HYDOXDWHG�PXVW�EH�OLPLWHG�IRU�YHU\�SUDFWLFDO�UHDVRQV�RI�WLPH�DQG�PRQH\���7KH�DQDO\VW�PXVW
WUDQVODWH�WKH�QHHGV�RI�WKH�GHFLVLRQ�PDNHU�LQWR�RSHUDWLRQDO�DQDO\VHV������,QLWLDO�VWXG\�UHVXOWV�PXVW
EH�LQWHUSUHWHG�DQG�HYDOXDWHG�ZLWK�WKH�FRQWH[W�RI�WKH�VRFLDO�DQG�HFRQRPLF�VWUXFWXUH�RI�WKH�ORFDO
HFRQRP\�LQ�PLQG���7KH�UHVSRQVH�WR�D�JLYHQ�VHW�RI�GLVWULEXWLRQDO�FRQVHTXHQFHV�ZLOO�YDU\�IURP�RQH
HFRQRP\�WR�DQRWKHU�

>HGLWRUV@
6FKXVWHU
V�SDSHU�FDOOV�IRU�WKH�HYDOXDWLRQ�RI�GLVWULEXWLRQDO�FRQVHTXHQFHV�RI�IRUHVWU\�SURMHFWV�LQ�IRXU
PDLQ�DUHDV��D��LPSDFWV�RQ�HFRQRPLF�DFWLYLW\��E�LPSDFWV�RQ�LQGLYLGXDO�ZHOIDUH��F�LPSDFWV�RQ
HFRQRPLF�HTXLOLEULXP��DQG�G��LPSDFWV�RQ�ORFDO�JRYHUQPHQW���%XW�WKHVH�DUHDV�FDQQRW�EH�PHDVXUHG
GLUHFWO\���(DFK�DUHD�PXVW�EH�GHILQHG�LQ�WHUPV�RI�VRPHWKLQJ�WKDW�FDQ�EH�PHDVXUHG��DQG�LQ�VSHFLILF
XQLWV�RI�PHDVXUHPHQW

�� ,PSDFWV�RQ�HFRQRPLF�DFWLYLW\�VKRXOG�EH�PHDVXUHG�LQ�WHUPV�RI�DJJUHJDWH��QHW�FKDQJH�LQ
HFRQRPLF�DFWLYLW\�DVVRFLDWHG�ZLWK�WKH�SURGXFWLRQ�SURFHVV���%RWK�SULPDU\��DVVRFLDWHG�ZLWK
SULPDU\�FRQVXPHUV�RI�WLPEHU��DQG�VHFRQGDU\�LPSDFWV�DUH�PHDVXUHG��XVLQJ�HLWKHU��HFRQRPLF
EDVH��RU��LQWHULQGXVWU\��LQSXW�RXWSXW���PHWKRGV�RI�DQDO\VLV���&RPPRQO\�HYDOXDWHG�LQGLFDWRUV
LQFOXGH�HPSOR\PHQW�OHYHOV��SD\UROO�DQG�ZDJH�OHYHOV��YDOXH�DGGHG�DQG�VDOHV�OHYHOV�

�� ,PSDFWV�RQ�LQGLYLGXDO�ZHOIDUH�LQYROYH�PHDVXUHPHQWV�RQ�WKH��TXDOLW\�RI�HFRQRPLF�OLIH����DV
RSSRVHG�WR�WKH��TXDQWLW\�RI�HFRQRPLF�OLIH����,QGLFDWRUV�RI�LQGLYLGXDO�ZHOIDUH�FRPPRQO\
LQFOXGH�XQHPSOR\PHQW�UDWHV��DYHUDJH�ZDJH�UDWHV���DQG�LQFRPH�UH�GLVWULEXWLRQ�
,PSDFWV�RQ�LQFRPH�HTXLOLEULXP�RU�VWDELOLW\�DUH�PHDVXUHG�ZLWK�WZR�EURDG�LQGLFDWRUV��
HFRQRPLF�GLYHUVLW\���DQG�FRPPXQLW\�DGMXVWPHQWV�LQ�WHUPV�RI�OLIHVW\OH��VRFLDO�GLVRUJDQL]DWLRQ
DQG�ORFDO�YDOXHV�

�� ,PSDFWV�RQ�ORFDO�JRYHUQPHQW�FROG�LQYROYH�D�QXPEHU�RI�FKDQJHV�UHODWHG�WR�WKH
LPSOHPHQWDWLRQ�RI�D�IRUHVWU\�SURMHFW��EXW�RI�SULPH�LPSRUWDQFH�DUH�UHYHQXHV�DQG�H[SHQGLWXUHV�
2QH�PHDVXUH�RI�VXFK�LPSDFW�LV�WKH�DPRXQW�RI�LQWHUJRYHUQPHQWDO�SD\PHQWV��ZKLFK�LQYROYHV
WKH�WUDQVIHU�RI�IXQGV�EHWZHHQ�GLIIHUHQW�OHYHOV�RI�JRYHUQPHQW�VXFK�DV�)5'$�IXQGLQJ�RI
IRUHVWU\�DFWLYLWLHV���$QRWKHU�LQGLFDWRU�LV�WKH�FRVW�WR�ORFDO�JRYHUQPHQW�WKDW�LV�LQFXUUHG�DV�D
GLUHFW�UHVXOW�RI�WKH�LPSOHPHQWDWLRQ�RI�D�IRUHVWU\�SURMHFW���)RU�LQVWDQFH��IRUHVWU\�DFWLYLW\�PD\
UHTXLUH�D�KLJKHU�VWDQGDUG�RI�URDG�FRQVWUXFWLRQ�DQG�PDLQWHQDQFH�WKDQ�ZRXOG�EH�QHHGHG
ZLWKRXW�LW�
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FDOFXODWLQJ�WKH�QXPEHU�RI�PDQ�PRQWKV�RI�HPSOR\PHQW�WR�EH�FUHDWHG�E\�D�VWDQG�VSDFLQJ�SURMHFW�
2QH�PXVW�KDYH�FRQVLGHUDEOH�H[SHULHQFH�LQ�XVLQJ�VRFLDO�DQG�HFRQRPLF�GDWD�LI�RQH�LV�WR�SURGXFH
PHDQLQJIXO�FRPSDULVRQV�RI�WKH�FRQVHTXHQFHV�RI�GLIIHUHQW�DOWHUQDWLYHV�
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