
7+(�32/,7,&$/�&21752/�2)�67$7(�2,/�&203$1,(6��$�&$6(�678'<�2)�7+(�,17(51$7,21$/�9(57,&$/�,17(*5$7,21352*5$00(�2)�3(75Ï/(26�'(�9(1(=8(/$����������

-XDQ�&DUORV�%RXp

:ROIVRQ�&ROOHJH

7KHVLV�VXEPLWWHG�LQ�SDUWLDO�IXOILOOPHQW�RI�WKH�UHTXLUHPHQWV�IRU�WKH�GHJUHH�RI'�3KLO��LQ�3ROLWLFV�LQ�WKH�)DFXOW\�RI�6RFLDO�6WXGLHV�DW�WKH�8QLYHUVLW\�RI�2[IRUG�7ULQLW\�7HUP�����



$%675$&7
7ULQLW\�7HUP�����'�3KLO�

-XDQ�&DUORV�%RXp��2[IRUG�8QLYHUVLW\
7+(�32/,7,&$/�&21752/�2)�67$7(�2,/�&203$1,(6��$ &$6(�678'<�2)�7+(�,17(51$7,21$/�9(57,&$/�,17(*5$7,21352*5$00(�2)�3(75Ï/(26�'(�9(1(=8(/$����������
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/&5& /\RQGHOO�&LWJR�5HILQLQJ�&RPSDQ\/'& /HVV�GHYHORSHG�FRXQWU\//6 /RXLVLDQD�/LJKW�6ZHHW/1* /LTXLG�QDWXUDO�JDV/12& /LE\DQ�1DWLRQDO�2LO�&RPSDQ\/3* /LTXLG�SHWUROHXP�JDV0$6 0RYLPLHQWR�DO�6RFLDOLVPR0(0 0LQLVWHULR�GH�(QHUJtD�\�0LQDV0%' 7KRXVDQG�EDUUHOV�SHU�GD\00%' 0LOOLRQ�EDUUHOV�SHU�GD\0007 0LOOLRQ�PHWULF�WRQV007 0LOOLRQ�WRQQHV035$ 0RGLILFDFLyQ�GHO�3DWUyQ�GH�5HILQDFLyQ�GH�OD�5HILQHUtDGH�$PXD\0086' 0LOOLRQV�RI�GROODUV01& 0XOWLQDWLRQDO�FRPSDQ\07%( 0HWK\O�WHUWLDU\�EXW\O�HWKHU1*&, 1HOVRQ�*HQHUDOLVHG�&RPSOH[LW\�,QGH[12& 1DWLRQDO�RLO�FRPSDQ\1<0(; 1HZ�<RUN�0HUFDQWLOH�([FKDQJH2$3(& 2UJDQLVDWLRQ�RI�$UDE�3HWUROHXP�([SRUWLQJ�&RXQWULHV23(& 2UJDQLVDWLRQ�RI�3HWUROHXP�([SRUWLQJ�&RXQWULHV2(&' 2UJDQLVDWLRQ�IRU�(FRQRPLF�&RRSHUDWLRQ�DQG�'HYHORSPHQW3'96$ 3HWUyOHRV�GH�9HQH]XHOD�6�$�3(* 3DUWLFLSDFLyQ�GHO�(VWDGR�HQ�ODV�*DQDQFLDV3(0(; 3HWUyOHRV�0H[LFDQRV30, 3HWUyOHRV�GH�9HQH]XHOD�0DUNHWLQJ�,QWHUQDWLRQDO5%, 5HVRXUFH�EDVHG�,QGXVWU\521 5HVHDUFK�2FWDQH�1XPEHU5�3 5HVHUYHV�WR�SURGXFWLRQ�UDWLR6DXGL�$UDPFR 6DXGL�$UDELDQ�2LO�&RPSDQ\6LQRSHF &KLQD�3HWURFKHPLFDO�&RUSRUDWLRQ6,7&2 6KHOO�,QWHUQDWLRQDO�7UDGLQJ�&RPSDQ\62( 6WDWH�RZQHG�HQWHUSULVH62),3 6RFLHGDG�GH�)RPHQWR�D�OD ,QYHUVLyQ�3HWUROHUD7$3�/LQH 7UDQV�$UDELDQ�3LSHOLQH86' 86�'ROODUV86'�%EO 86�'ROODUV�SHU�EDUUHO86*& 86�*XOI�&RDVW9/&& 9HU\�/DUJH�&UXGH�&DUULHU:7� 3HUFHQWDJH�E\�ZHLJKW:7, :HVW�7H[DV�,QWHUPHGLDWH:76 :HVW�7H[DV�6RXU



�

��,1752'8&7,21
7KH�QDWLRQDOLVDWLRQ�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\�FUHDWHG�RQH�RI�WKH�ODUJHVW�RLO�FRPSDQLHV�LQ�WKH�ZRUOG��3HWUyOHRV�GH�9HQH]XHOD�6�$���3'96$����,Q�������DW�WKH�PRPHQW�RI�LWV�LQFHSWLRQ��3'96$� IRXQG� LWVHOI� LQ�SRVVHVVLRQ�RI�KXQGUHGV�RI�DFWLYH RLOILHOGV�DQG�D� ODUJH�V\VWHP�RI����UHILQHULHV���8QIRUWXQDWHO\��WKH�TXDOLW\�RI�3'96$
V�LQKHULWDQFH�ZDV�QRW�FRPSDUDEOH�WR�LWV�VL]H��WKH� 9HQH]XHODQ� XSVWUHDP� VHFWRU� ZDV� LQ� D� UDWKHU� SRRU� FRQGLWLRQ� �DV� D� UHVXOW� RI� ODFN� RI�LQYHVWPHQW� E\� WKH� IRUHLJQ� FRQFHVVLRQDLUHV�� WKH� FRXQWU\
V� FUXGH� RXWSXW� KDG� EHHQ� LQ� VWHDG\�GHFOLQH� VLQFH� ������ DQG� WKH� 9HQH]XHODQ� UHVHUYHV� WR� SURGXFWLRQ� UDWLR� KDG� VKUXQN�FRQVLGHUDEO\���DQG�WKH�FRPSDQ\
V�UHILQLQJ�V\VWHP�ZDV�PRUH�RI�D�OLDELOLW\�WKDQ�DQ�DVVHW��VLQFH�LWV�RXWSXW�ZDV� WRWDOO\�LQDGHTXDWH WR�VDWLVI\�WKH�GHPDQG�SDWWHUQV�RI�HLWKHU�WKH�9HQH]XHODQ�RU�WKH� LQWHUQDWLRQDO�RLO�SURGXFWV�PDUNHWV��9HQH]XHODQ�UHILQHULHV�KDG�EHHQ�GHVLJQHG� WR�SURGXFH�ODUJH�DPRXQWV�RI�KLJK�VXOSKXU�UHVLGXDO�IXHO�RLO��D�SURGXFW�ZKRVH�GHPDQG�SOXPPHWHG�IURP�WKH�EHJLQQLQJ�RI�WKH�����V�RQZDUGV����+RZHYHU��LQ�VSLWH�RI�WKHVH�UDWKHU�LQDXVSLFLRXV�EHJLQQLQJV��3'96$� LV�QRZ�FRQVLGHUHG� WKH� HSLWRPH�RI� HQWUHSUHQHXULDO� VXFFHVV� LQ� WKH� FDWHJRU\�RI� VWDWH�RZQHG� RLO� ILUPV�� 7KLV� LV� D� ILWWLQJ� WHVWLPRQ\� WR� WKH� FRPSDQ\
V� PDQ\� LPSUHVVLYH�DFKLHYHPHQWV��WUDQVIRUPLQJ�WKH�REVROHVFHQW�9HQH]XHODQ�UHILQHULHV�LQWR�DQ�LQWHJUDWHG�UHILQLQJ�V\VWHP� RI� JUHDW� FRPSOH[LW\� JHDUHG� WRZDUGV� WKH� SURGXFWLRQ� RI� KLJK�YDOXH� FOHDQ� SURGXFWV��DUUHVWLQJ� WKH� GHFOLQH� LQ� WKH� FRXQWU\
V� FUXGH� SURGXFWLRQ� FDSDFLW\�� SXOOLQJ� WKH� 9HQH]XHODQ�SHWURFKHPLFDO� VHFWRU�EDFN� LQWR� WKH�EODFN�DIWHU�GHFDGHV�RI�PLVPDQDJHPHQW�DQG�� ODVW�EXW�QRW�OHDVW��VXFFHVVIXOO\�GLYHUVLI\LQJ�LQWR�DFWLYLWLHV�VXFK�DV�FRDO��IHUWLOLVHUV��DQG�WKH�SURGXFWLRQ�DQG�PDUNHWLQJ� RI� ERLOHU� IXHOV� GHULYHG� IURP� QDWXUDO� ELWXPHQV�� � +RZHYHU�� HYHQ� WKRXJK� WKH�FRQVXPPDWLRQ�RI�DQ\�RQH�RI�WKHVH�DVVLJQPHQWV�ZRXOG�KDYH�WD[HG�WKH�UHVRXUFHV�DQG�LQJHQXLW\�RI� DOPRVW� DQ\� RWKHU� QDWLRQDO� RLO� FRPSDQ\� �12&��� QRQH� RI� 3'96$
V� PXOWLSOH� EXVLQHVV�HQGHDYRXUV�KDV�GUDZQ�DQ�DPRXQW�RI�DWWHQWLRQ�FRPSDUDEOH� WR� WKDW�JHQHUDWHG�E\� LWV�VR�FDOOHG�
LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH
�� 7KLV� SURJUDPPH� RI� DFTXLVLWLRQ� RI� GRZQVWUHDP� DVVHWV� KDV�WUDQVIRUPHG� 3'96$� LQWR� WKH� WKLUG� ODUJHVW� UHILQHU� LQ� WKH� ZRUOG� DIWHU� ([[RQ� DQG� 5R\DO�'XWFK�6KHOO�� DQG�JLYHQ� WKH�9HQH]XHODQ�12&�D�ILUP�IRRWKROG� LQ� WKH�SURGXFW�UHWDLO�VHFWRU�RI�VRPH�RI� WKH�PRVW� LPSRUWDQW�RLO� FRQVXPLQJ�PDUNHWV�RI� WKH�ZRUOG�� LQ� DGGLWLRQ�� LW� KDV� WXUQHG�9HQH]XHOD� LQWR� WKH� 23(&� FRXQWU\� ZLWK� DFFHVV� WR� WKH� ODUJHVW� DPRXQW� RI� UHILQLQJ� FDSDFLW\�RXWVLGH�LWV�ERUGHUV�
�7KH�FRPSDQ\�LV�DGPLUHG�HYHQ�LQ�WKRVH�FLUFOHV�ZKLFK�DUH�RSSRVHG�LQ�SULQFLSOH�WR�WKH�H[LVWHQFH�RI�VWDWH�HQWHUSULVHV��VHH�IRU LQVWDQFH�7KH�(FRQRPLVW��-DQXDU\������������������$� UHILQHU\
V� FRPSOH[LW\� LV� DQ� LQGLFDWLRQ� RI� LWV� FRQYHUVLRQ� FDSDFLW\�� � 1XPHULFDOO\�� WKLV� FDQ� EH�UHSUHVHQWHG�DV�DQ�LQGH[��NQRZQ�DV�1HOVRQ
V�*HQHUDOLVHG�&RPSOH[LW\�,QGH[��RU�1*&,����7R�FDOFXODWH�LW��HDFK�UHILQHU\�XQLW�LV�DVVLJQHG�D�FDSLWDO�FRVW�IDFWRU��UHSUHVHQWLQJ�WKH�FRVW�RI�D�EDUUHO�SHU�GD\�RI�FDSDFLW\�FRPSDUHG�ZLWK�WKH�FRVW�RI�FUXGH�GLVWLOODWLRQ�FDSDFLW\��WKH�UHILQHU\
V�1*&,�LV�WKH�VXP�RI�WKH�FDSDFLW\�RI�HDFK�XQLW�WLPHV�LWV�IDFWRU��GLYLGHG�E\�WKH�FUXGH�GLVWLOODWLRQ�FDSDFLW\���7KH�JHQHUDOLVHG�FRPSOH[LW\�IDFWRUV�IRU�HDFK�UHILQLQJ�SURFHVV�FDQ�EH�IRXQG�LQ�-RKQVWRQ����������������



�
7KH� YHU\� KLJK� LQWHUQDWLRQDO� SURILOH� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� LV� D�UHIOHFWLRQ�RI�WKH�IDFW�WKDW��EHVLGHV�3'96$��D�QXPEHU�RI�12&V�ZKLFK�FRQWURO�EHWZHHQ�WKHP�DURXQG����SHU�FHQW�RI�WKH�ZRUOG
V�SURYHQ�FUXGH�UHVHUYHV��WKRVH�RI�$EX�'KDEL��.XZDLW��/LE\D��0H[LFR� DQG� 6DXGL�$UDELD�� KDYH� DOVR� GHFLGHG� WR� SXUVXH� SROLFLHV� RI� GRZQVWUHDP� H[SDQVLRQ�EH\RQG�WKHLU�QDWLRQDO�ERUGHUV���(YHQ�WKRXJK��DV�D�JURXS��WKHVH�12&V�RZQ�OHVV�WKDQ�ILYH�SHU�FHQW�RI� WKH� LQVWDOOHG� UHILQLQJ�FDSDFLW\� LQ�2(&'�FRXQWULHV� �DQG�� WKHUHIRUH��KDYH�D�GHJUHH�RI�FRQWURO RYHU� WKH� UHILQLQJ� EXVLQHVV� LQ� GHYHORSHG� FRXQWULHV� ZKLFK� LV� LQILQLWHVLPDO� ZKHQ�FRPSDUHG� WR� WKDW� HQMR\HG� E\� WKH� 6HYHQ� 6LVWHUV� LQ� WKHLU� KH\GD\��� WKHLU� YHUWLFDO� LQWHJUDWLRQ�HIIRUWV� KDYH� VRPHWLPHV� EHHQ� LQWHUSUHWHG� DV� DQ� DWWHPSW� RQ� WKHLU� SDUW� WR� UHLQVWDWH� � RQ� D�ZRUOGZLGH�VFDOH�� WKH� LQGXVWULDO�VWUXFWXUH�ZKLFK�ZDV�SUHYDOHQW� LQ� WKH�RLO�PDUNHW�WKURXJKRXW�WKH� 6HYHQ� 6LVWHUV
� SHULRG� RI� GRPLQDQFH�� � ,Q� RWKHU� ZRUGV�� WKH� PRUH� RU� OHVV� FRQWHPSRUDU\�DFTXLVLWLRQ� RI� UHILQLQJ� DVVHWV� ORFDWHG� LQ� LPSRUWDQW� RLO�FRQVXPLQJ� FRXQWULHV E\� WKHVH�12&V�KDV�EHHQ�VHHQ�DV�WKH�VSHDUKHDG�RI�D�ORQJ�WHUP�JOREDO�WUHQG�ZKHUHE\�WKH�ZRUOG�RLO�LQGXVWU\�DV�D�ZKROH LV�JUDGXDOO\� UHDVVXPLQJ� LWV� 
QDWXUDO
� �L�H�� KLJKO\� LQWHJUDWHG�DQG�FRQFHQWUDWHG�� IRUP��DIWHU� WKH� KLDWXV� SURYRNHG� E\� WKH� QDWLRQDOLVDWLRQ� RI� WKH� XSVWUHDP� DVVHWV� RI� WKH� PDMRU�LQWHUQDWLRQDO�RLO�FRPSDQLHV�LQ�WKH�PRVW�LPSRUWDQW�23(&�FRXQWULHV�GXULQJ�WKH�����V�:H�ZRXOG�DUJXH�WKDW�WKH�LQWHUHVW�LQ�WKH�VR�FDOOHG�
UHLQWHJUDWLRQ�RI�WKH�RLO�LQGXVWU\
�LV�PLVSODFHG�� WKH� HFRQRPLF� FRQGLWLRQV� ZKLFK� LQ� WKH� SDVW LPSHOOHG� PDMRU� PXOWLQDWLRQDO� RLO�FRPSDQLHV� WR� EHFRPH� KLJKO\� LQWHJUDWHG� DUH� QRW� UHDOO\� VLPLODU� WR� WKRVH� ZKLFK� FUXGH�ORQJ�12&V�IDFH�QRZDGD\V��VR�WKLV�PHDQV�WKDW�WKHUH�LV�UHDOO\�QR�MXVWLILFDWLRQ�IRU�PDNLQJ�D�WDEXOD�UDVD RI�WKH�FRQFUHWH�SROLWLFDO�DQG�HFRQRPLF IDFWRUV�WKDW�SURPSWHG�HDFK�RQH�RI�WKHP�WR�DFTXLUH�UHILQHULHV�RYHUVHDV���,QGHHG��LW�LV�WKHVH�IDFWRUV�ZKLFK�OLH�EHKLQG�RXU�LQWHUHVW�LQ�WKH�9HQH]XHODQ�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� �(YHQ� WKRXJK�RQH� FRXOG� WKLQN� RI� WKLV� SURJUDPPH� DV� EHLQJ�GHYRLG�RI�DQ\�UHOHYDQW�SROLWLFDO�XQGHUWRQHV�RU�UDPLILFDWLRQV��JLYHQ�LWV�UDWKHU�HVRWHULF�QDWXUH��WKURXJKRXW�WKLV�VWXG\�ZH�VKDOO�GHPRQVWUDWH�WKDW�LW�DFWXDOO\�SURYLGHV�D�OHQV�E\�PHDQV�RI�ZKLFK�RQH�FDQ�DUULYH�DW�D�QRYHO�XQGHUVWDQGLQJ�RI�VRPH�RI�WKH�PRVW�LPSRUWDQW�GHYHORSPHQWV�LQ9HQH]XHODQ�SROLWLFV�RI�WKH�SDVW�WZHQW\�\HDUV��WKH�IDLOXUH�RI�9HQH]XHODQ�GHYHORSPHQW�SROLF\��WKH�JRYHUQPHQW
V�GLODSLGDWLRQ�RI�WKH�RLO�ZLQGIDOOV�RI������DQG�������WKH�HIIHFWLYH�GLVPDQWOLQJ�RI� WKH� OHJDO� UHJLPH�FUHDWHG�E\� WKH�QDWLRQDOLVDWLRQ�RI�WKH�RLO� LQGXVWU\��DQG�WKH�DSSHDUDQFH�RI�UDWLRQDOLW\�DQG�OHJLWLPDWLRQ�FULVHV�LQ�WKH�9HQH]XHODQ�SROLWLFDO�V\VWHP�VLQFH������6WUXFWXUH�RI�WKH�7KHVLV7KLV�WKHVLV�LV�GLYLGHG�LQWR�VHYHQ�FKDSWHUV�� WKH�ILUVW�RI�ZKLFK�LV�WKLV�LQWURGXFWLRQ���&KDSWHU���JLYHV�EDFNJURXQG� LQIRUPDWLRQ�ERWK�RQ� WKH�SROLWLFDO�DQG�HFRQRPLF�VHW�XS�RI� WKH�9HQH]XHODQ�RLO�LQGXVWU\�XS�WR�WKH�HDUO\�����V��DQG�RQ�WKH�VXUSULVLQJO\�PLQRU�FKDQJHV�LQ�WKLV�VHW�XS�DIWHU�WKH�SURPXOJDWLRQ�RI�WKH�1DWLRQDOLVDWLRQ�/DZ���2XU�DQDO\VLV�VWUHVVHV�WKH�FRQWLQXLW\�RI�WKH�PDLQ�ORQJ�WHUP� REMHFWLYHV� RI� 9HQH]XHODQ� RLO� DQG� GHYHORSPHQW� SROLFLHV� HYHQ� DIWHU� WKH� ELUWK� RI�3'96$��WKH�H[WUDFWLRQ�E\�WKH�9HQH]XHODQ�JRYHUQPHQW��LQ�LWV�FDSDFLW\�DV�UHSUHVHQWDWLYH�RI�WKH�



�
RZQHU� RI� WKH� FRXQWU\
V� RLOILHOGV�� RI� WKH�PD[LPXP� SRVVLEOH� JURXQG� UHQW� IURP� DOO� FDSLWDOLVW�HQWHUSULVHV� �LQFOXGLQJ� WKRVH� RZQHG� E\� LWVHOI��� SURGXFLQJ�9HQH]XHODQ� RLO� IRU� H[SRUW�� RQ� WKH�RQH�KDQG��DQG�WKH�WUDQVIRUPDWLRQ�RI�WKLV�VXSSRVHGO\�H[KDXVWLEOH�UHQW�LQWR�D�UHSURGXFLEOH�DQG�GLYHUVLILHG�LQGXVWULDO�EDVH��L�H�� WKH� 
VRZLQJ�RI�WKH�FRXQWU\
V�RLO
����RQ�WKH�RWKHU�KDQG���,W�DOVR�VKRZV� WKDW� D� GLVWLQFWLRQ� VKRXOG�EH�PDGH�EHWZHHQ� WKH�9HQH]XHODQ�JRYHUQPHQW
V� DFWXDO� WDNH�RYHU RI�WKH�RLO�LQGXVWU\�LQ���������DQG�WKH�QDWLRQDOLVDWLRQ RI�WKH�LQGXVWU\��ZKLFK�ZH�FRQWHQG�KDSSHQHG�HDUOLHU��GXULQJ�����������)LQDOO\��LW�LQGLFDWHV�KRZ�D�QXPEHU�RI�LVVXHV�QRW�DGGUHVVHG�E\� WKH� 1DWLRQDOLVDWLRQ� /DZ� SURPSWHG� WKH� DOPRVW� LPPHGLDWH� DSSHDUDQFH� RI� VHULRXV�MXULVGLFWLRQDO�FRQIOLFWV�EHWZHHQ�3'96$�DQG�WKH�0LQLVWU\�RI�(QHUJ\�DQG�0LQHV��0(0���DQG�HODERUDWHV�RQ� WKH�PDQQHU� LQ�ZKLFK� WKHVH�FRQIOLFWV�KDYH� LQIOXHQFHG� WKH�SROLWLFDO� UHODWLRQVKLS�EHWZHHQ�WKH�QDWLRQDOLVHG�RLO�LQGXVWU\�DQG�WKH�9HQH]XHODQ�JRYHUQPHQW�VLQFH������&KDSWHU� �� FRQWDLQV� D� FKURQRORJLFDO� RYHUYLHZ� RI� 3'96$
V� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��,Q�WKLV�FKDSWHU��ZH�SURYLGH�D�EULHI�GHVFULSWLRQ�RI�HDFK�RQH�RI�3'96$
V�RYHUVHDV�UHILQHULHV�� DV� ZHOO� DV� DQ� DFFRXQW� RI� WKH� FLUFXPVWDQFHV� XQGHU� ZKLFK� WKHLU� DFTXLVLWLRQ� WRRN�SODFH���:H�XQGHUOLQH�FHUWDLQ�FKDUDFWHULVWLFV�FRPPRQ�WR�DOO�RI�3'96$
V�UHILQLQJ�VXEVLGLDULHV�DEURDG��ZKLFK�KDYH�WR�EH�D�FHQWUDO�SDUW�RI�DQ\�K\SRWKHVLV�UHJDUGLQJ�WKH�WUXH�PRWLYHV�EHKLQG�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�7KH�DUJXPHQWV�SUHVHQWHG�LQ�WKH�QH[W�WZR�FKDSWHUV�RI�WKH�VWXG\��ZKLFK�GHDO�ZLWK�WKH�LVVXH�RI�YHUWLFDO�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\��DUH�YHU\�FORVHO\�OLQNHG���&KDSWHU���VKRZV�ZK\�LW�PDNHV�OLWWOH�VHQVH�WR�WDFNOH�WKH�TXHVWLRQ�RI�WKH�GRZQVWUHDP�H[SDQVLRQ�RI�FUXGH�ORQJ�12&V�IURP�D�JOREDO�SHUVSHFWLYH���7KH�DUJXPHQW�ZKLFK�VD\V�WKDW�WKH�VR�FDOOHG��UHLQWHJUDWLRQ��RI�WKH�LQGXVWU\�LV�QRWKLQJ�PRUH�WKDQ�DQ�DWWHPSW�E\�FHUWDLQ�YHU\�ODUJH�12&V�WR�LPLWDWH�WKH�PDUNHWLQJ�SUDFWLFHV� RI� WKH� 6HYHQ� 6LVWHUV� LV�� LQ� IDFW�� DQ� LQYDOLG� SHWLWLR� SULQFLSLL ULYHQ�ZLWK� HFRQRPLF�FRQWUDGLFWLRQV�� � &RQGLWLRQV� LQ� WKH� FXUUHQW� ZRUOG� RLO� PDUNHW� DUH� VWUXFWXUDOO\� GLIIHUHQW� IURP�WKRVH� WKDW�SUHYDLOHG�EHIRUH� WKH�����V�� �7KH�H[LVWHQFH�RI�DFWLYH�DQG� OLTXLG�PDUNHWV�IRU�PRVW�FUXGH� RLOV�� UHILQHG� SURGXFWV� DQG� ILQDQFLDO� RLO� GHULYDWLYHV� PHDQV� WKDW� WKRVH� ILUPV� ZKLFK�SDUWLFLSDWH�LQ�RQO\�RQH�VHJPHQW�RI�WKH�LQGXVWU\�FDQ�KDYH�DQ�DFFHVV�WR�VXSSOLHV��WR�PDUNHWV�DQG�WR� ULVN�PDQDJHPHQW� RSWLRQV� FRPSDUDEOH� WR� WKRVH� RI� LQWHJUDWHG� RLO� FRPSDQLHV�� � *LYHQ� WKDW�WKHVH�PDUNHW� FRQGLWLRQV� KDYH� GLVVLSDWHG� WKH� DGYDQWDJHV�ZKLFK�PXOWLQDWLRQDO� RLO� FRPSDQLHV�URXWLQHO\� UHDSHG� EHIRUH� ������ DQG� LQ� YLHZ� RI� WKH� YHU\� KLJK� FRVWV� DWWDFKHG� WR� D� VWUDWHJ\�RI�YHUWLFDO�LQWHJUDWLRQ��ZH�ILQG�QR�HYLGHQFH�WR�VXJJHVW�WKDW�DQ�LQWHJUDWHG�IRUP�RI�RSHUDWLRQ�ZLOO�QHFHVVDULO\� EH� UDWLRQDO� IRU� D� FUXGH�ORQJ� 12&�� � 2XU� DUJXPHQW� GHPRQVWUDWHV� WKDW�� VLQFH� QR�REYLRXV�FDVH�FDQ�EH�PDGH�IRU�WKH�QHHG�IRU��UHLQWHJUDWLRQ�DFURVV�WKH�LQGXVWU\��� WKH�RQO\�RQH�IUXLWIXO�ZD\�RI� WDFNOLQJ� WKLV� SKHQRPHQRQ� LV� WR� WDNH� WKH� FRQFUHWH� HFRQRPLF� DQG�RU� SROLWLFDO�
�7KLV�WHUP�GHQRWHV�WKDW�SDUW�RI�VXUSOXV�YDOXH�ZKLFK�ODQGRZQHUV��E\�YLUWXH�RI�WKHLU�PRQRSRO\�RQ�ODQG�RU�RWKHU�QDWXUDO�UHVRXUFHV��DUH�DEOH�WR�H[WUDFW�IURP�WKHLU�WHQDQWV�DW�D�JLYHQ�KLVWRULFDO�MXQFWXUH���,W�VKRXOG�EH�GLVWLQJXLVKHG�IURP�5LFDUGLDQ�� RU�GLIIHUHQWLDO�� UHQW��ZKLFK�GHQRWHV�WKH�GLIIHUHQFH�EHWZHHQ�WKH�PDUNHW�SULFH�RI�D�FRPPRGLW\�DQG�LWV�SURGXFWLRQ�FRVWV��ZLWK�FDSLWDO�DQG�ODERXU�EHLQJ�SDLG�DW�PDUNHW�UDWHV��$Q�H[SUHVVLRQ�FRLQHG�LQ������E\�$UWXUR�8VODU�3LHWUL�



�
VLWXDWLRQ�RI�HDFK�RQH�RI�WKH�12&V�WKDW�KDYH�FKRVHQ�WR�H[SDQG�GRZQVWUHDP��LQ�WHUPV�RI�VXFK�WKLQJV� DV� WKH� SK\VLFDO� FKDUDFWHULVWLFV� RI� WKH� FUXGH� WKH\�KDYH� WR� VHOO�� WKH� OHJDO� DQG�SUDFWLFDO�DUUDQJHPHQWV� JRYHUQLQJ� WKH� GLYLVLRQ� RI� SHWUROHXP� UHQW� EHWZHHQ� WKHPVHOYHV� DQG� WKHLU�JRYHUQPHQWV�� WKH� W\SH� RI� SROLWLFDO� UHODWLRQVKLS� H[LVWLQJ� EHWZHHQ� WKHLU� PDQDJHUV� DQG�JRYHUQPHQW�RIILFLDOV��DQG�VR�RQ��DV�WKH�SRLQW�RI�GHSDUWXUH�IRU�DQ\�DQDO\WLFDO�HIIRUW�+DYLQJ�GHWDFKHG�WKH�LVVXH�RI�YHUWLFDO�LQWHJUDWLRQ�IURP�LWV�SDVW��LQ�&KDSWHU���ZH�EHJLQ�RXU� DWWHPSW� WR� XQUDYHO� WKH� FLUFXPVWDQFHV� WKDW� KDYH� SURPSWHG�3'96$� WR�EHFRPH� WKH�12&�WKDW� KDV� PRVW� DYLGO\� � DQG� VLQJOH�PLQGHGO\� � SXUVXHG� WKH� JRDO� RI� LQWHUQDWLRQDO� YHUWLFDO�LQWHJUDWLRQ�� � ,Q� WKH� ILUVW� VHFWLRQ�� ZH� ZLOO� EH� H[DPLQLQJ� WKH� YDULRXV� DUJXPHQWV� ZKLFK� WKH�PDQDJHPHQW� RI� 3'96$� KDV� SXW� IRUZDUG� LQ� RUGHU� WR� PRELOLVH� VXSSRUW� IRU� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZLWKLQ� WKH�9HQH]XHODQ�JRYHUQPHQW� �DQG�� WR�D� OHVVHU�GHJUHH��ZLWKLQ�9HQH]XHODQ�SXEOLF�RSLQLRQ����7KH�FRPSDQ\�KDV�DOZD\V�PDLQWDLQHG�WKDW�LWV�DFTXLVLWLRQ�RI� UHILQLQJ� DQG� PDUNHWLQJ� DVVHWV� LQ� RLO� FRQVXPLQJ� FRXQWULHV� LV� D� GHIHQVLYH DQG� SXUHO\�FRPPHUFLDO�SROLF\�UHVSRQVH��SURPSWHG�E\�D��WKH�QHHG�WR�FRXQWHUDFW�WKH�HIIHFWV�RI�WKH�HQRUPRXV�YRODWLOLW\�LQ�WKH�SULFH�IRU�RLO�E��WKH�QHHG�WR�VHFXUH�FRPPHUFLDO�RXWOHWV�IRU�9HQH]XHOD
V�KHDY\�FUXGHV��DQGF��WKH�SRVVLELOLW\�RI�PDLQWDLQLQJ�SURILWDEOH�RSHUDWLRQV�LQ�GLYHUVH�VHJPHQWV�RI�WKH�RLO�LQGXVWU\�6WDUWLQJ�IURP�WKH�DVVXPSWLRQ�WKDW��WKH�SXEOLF�GHFODUDWLRQV�RI�JRYHUQPHQW�RIILFLDOV�������DUH�DQ�DFFHSWDEOH�LQLWLDO�H[SODQDWLRQV�IRU�LPSRUWDQW�SROLF\�GHFLVLRQV�� VXFK�DV�WKRVH�WKDW�OHG�WR�WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� ZH� ZHLJK� HDFK� RQH� RI� WKHVH� DUJXPHQWV� LQ� WXUQ�� 'UDZLQJ�IUHHO\�IURP�WKH�FRPPHUFLDO�H[SHULHQFHV�RI�3(0(;��WKH�12&�ZKLFK��LQ�WHUPV�RI�WKH�W\SH�RI�FUXGH� LW� KDV� WR� VHOO�� UHVHPEOHV� 3'96$� WKH� PRVW��� ZH� GHPRQVWUDWH� WKDW� QRQH� RI� WKHP� LV�FRQYLQFLQJ�DQG�WKDW��KHQFH��WKH�GHFODUDWLRQV�RI�3'96$�RIILFLDOV�FDQ�RQO\�EH�VHHQ�DV�H[�SRVWUDWLRQDOLVDWLRQV� DLPHG� DW� MXVWLI\LQJ� WKH� FRPSDQ\
V� PRYH� GRZQVWUHDP� �UDWKHU� WKDQ� DV�OHJLWLPDWH�H[SODQDWLRQV�IRU�WKLV�PRYH��*LYHQ�WKH�LQDGHTXDF\�RI�WKH�SXWDWLYH�PRWLYHV�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��LQ�WKH�VHFRQG�VHFWLRQ�RI�&KDSWHU���ZH�SRVLW�WKDW�WKLV�SURJUDPPH�ZDV�XQGHUWDNHQ�LQ�UHVSRQVH�WR�RWKHU�FLUFXPVWDQFHV�� �8VLQJ�D� WKHRUHWLFDO�SHUVSHFWLYH�EDVHG�RQ� WUDQVDFWLRQ�FRVWV��ZH�ZLOO�VKRZ�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�FRXOG�EH�VHHQ�DV�D�UDWLRQDO�SROLF\�UHVSRQVH�WR�WKH� XQIDYRXUDEOH� WUDQVDFWLRQDO� FKDUDFWHULVWLFV�ZKLFK� SUHYDLO� LQ� WKH�PDUNHW� IRU� KHDY\� FUXGH�RLOV��FUXGHV�ZKLFK�FRQVWLWXWH�WKH�OLRQ
V�VKDUH�RI�3'96$
V�UHVRXUFH�HQGRZPHQW����7KLV�PDUNHW�LV� H[WUHPHO\� WKLQ� DQG�� LQ� FRQVHTXHQFH�� WKH� WKUHDW RI� RSSRUWXQLVWLF� EHKDYLRXU� DQG� VWUDWHJLF�PLVUHSUHVHQWDWLRQ�DOZD\V�KDQJV�DERYH�DOO�WKRVH�ZKR�SDUWLFLSDWH�LQ�LW���+RZHYHU��E\�YLUWXH�RI�EHLQJ�KLJKO\�LQWHJUDWHG��3'96$�FRXOG EH�LQ�D�SRVLWLRQ�WR�
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�
D�� SXUJH� LWV� FRPPHUFLDO� UHODWLRQVKLSV� IURP� WKH� SHUYHUVH� LQFHQWLYH� HIIHFWV� VWHPPLQJ� IURP�FRQGLWLRQV�RI�ELODWHUDO�PRQRSRO\�E��SURWHFW�LWVHOI�IURP�DEXVHV�RI�PDUNHW�SRZHU�RQ�WKH�SDUW�RI�LWV�PRVW�LPSRUWDQW�FOLHQWV�F��SULFH�GLVFULPLQDWH�DPRQJ�LWV�FOLHQWV��LQ�RWKHU�ZRUGV��SURMHFW�LWV�RZQ�PDUNHW�SRZHU��G��GHYHORS�QHZ�PDUNHWV��RU�UDWKHU��VSHFLDO�PDUNHW�QLFKHV��IRU�9HQH]XHODQ�KHDY\�FUXGHV�8QIRUWXQDWHO\�� WKH� IDFW� WKDW� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� FRXOG EULQJ� DERXW� DOO� WKHVH�GHVLUDEOH� RXWFRPHV� GRHV� QRW� VRUW� RXW� WKH� ZHOWHU� RI� FRQWUDGLFWLRQV� VXUURXQGLQJ� 3'96$
V�PRWLYHV� IRU� LQWHJUDWLRQ�� DQG� DFWXDOO\� FRPSOLFDWHV� WKH� SDQRUDPD�� � 7KH� UHVW� RI� WKH� HOHPHQWV�ZKLFK�FRQVWLWXWH�WKH�FRPSDQ\
V�FRPPHUFLDO�VWUDWHJ\��LWV�FRQWUDFWXDO�DQG�VSRW�VXSSO\�SROLFLHV��LWV� SULFLQJ� SROLF\�� HWF��� WHQG� WR� H[DFHUEDWH WKH� WUDQVDFWLRQDO� SUREOHPV� RI� WKH� PDUNHW� IRU�9HQH]XHODQ� FUXGHV� DQG�� KHQFH�� WR� DQQXO� LQ� SUDFWLFH WKH� EHQHILFLDO� HIIHFWV�ZKLFK� LQ� WKHRU\VKRXOG�DFFUXH� WR�3'96$�DV�D� UHVXOW�RI� LWV�KLJK�GHJUHH�RI� LQWHJUDWLRQ�� �7KXV��ZH�EULQJ� WKLV�VHFWLRQ� WR� D� FORVH� ZLWK� D� SDUDGR[LFDO� FRQFOXVLRQ�� YHUWLFDO� PDUNHW� IDLOXUHV� KDYH� QRW� EHHQ�DPRQJ� WKH� PRWLYHV� ZKLFK� KDYH� SURPSWHG� 3'96$
V� LQWHUQDWLRQDO� GRZQVWUHDP� H[SDQVLRQ��HYHQ� WKRXJK� WKH\� DUH� SUHYDOHQW� LQ� WKRVH� PDUNHWV� LQ� ZKLFK�� E\� GLQW� RI� WKH� SK\VLFDO�FKDUDFWHULVWLFV�RI�9HQH]XHODQ�FUXGH�RLOV��WKH�FRPSDQ\�LV�IRUFHG�WR�SDUWLFLSDWH�%XW� WKHQ�� VKRXOG� RQH� SUHVXPH� WKDW� WKH� H[SDQVLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� KDV� EHHQ� GXH� WR� DQ� LQDELOLW\� RQ� WKH� SDUW� RI� WKH� FRPSDQ\
V�PDQDJHUV� �DQG� WKHLU�RYHUVHHUV�DW�0(0��WR�SHUFHLYH�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DQG�WKH�RWKHU�SDUWV�RI�WKH�FRPSDQ\
V�FRPPHUFLDO�SROLF\�UXQ�LQ�GLDPHWULFDOO\�RSSRVLWH�GLUHFWLRQV"��,Q�&KDSWHU���ZH�DWWHPSW�WR�DQVZHU�WKLV�TXHVWLRQ�E\�SODFLQJ�3'96$
V�YHUWLFDO�LQWHJUDWLRQ�GULYH�LQ�WKH�FRQWH[W�RI�WKH�FRPSDQ\
V�SROLWLFDO�DQG�HFRQRPLF�FLUFXPVWDQFHV�GXULQJ�WKH�HDUO\�����V���2XU�DQDO\VLV�LQGLFDWHV� WKDW� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV� WKH�RXWFRPH�RI� WKH�EUHDNGRZQ�RI� WKH�HQWHQWH�FRUGLDOH WKDW�GHYHORSHG�EHWZHHQ�RLO�LQGXVWU\�PDQDJHUV�DQG�WKH�9HQH]XHODQ�([HFXWLYH�LQ� WKH� DIWHUPDWK� RI� WKH� GHFLVLRQ� E\� WKH� ODWWHU� WR� WDNH� RYHU� WKH� DVVHWV� RI� DOO� SULYDWH� RLO�FRPSDQLHV� RSHUDWLQJ� LQ� WKH� FRXQWU\�� � 7KLV� EUHDNGRZQ� �D� SURGXFW� RI� D� ILVFDO� FULVLV� EURXJKW�DERXW�E\��DPRQJ�RWKHU�WKLQJV��WKH�9HQH]XHODQ�JRYHUQPHQW
V�RYHU�DPELWLRXV�LQGXVWULDOLVDWLRQ�GULYH�� RFFXUUHG� GXULQJ� WKH� SUHVLGHQF\� RI� /XLV� +HUUHUD� &DPStQV�� � 7KLV� SURYRNHG� D� VWURQJ�GHIHQVLYH�UHDFWLRQ�RQ�3'96$
V�SDUW��ZKLFK�HYHQWXDOO\�FU\VWDOOLVHG�LQ�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH���2XU�PDLQ�ILQGLQJ�LV�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV�SURPSWHG�E\�D�SROLWLFDO � UDWKHU�WKDQ�DQ�HFRQRPLF � PRWLYH���WKH�FRPSDQ\
V�QHHG�WR�WUDQVIHU�SHWUROHXP�UHQW�DEURDG�RQ�D�PDVVLYH�VFDOH��LQ�RUGHU�WR�FRXQWHU�ZKDW�PRVW�9HQH]XHODQ�RLO�H[HFXWLYHV�FRQVLGHU�WR� EH� WKH�PDLQ� WKUHDW� WR� WKH� ORQJ�WHUP�KHDOWK�RI� WKHLU� FRPSDQ\��QDPHO\�� �WKH� >9HQH]XHODQ@�
�7KH�IDFW�WKDW�DQ�DFWLRQ�KDV�SROLWLFDO�PRWLYHV�VKRXOG�QRW�EH�WDNHQ�WR�PHDQ�WKDW�LW�ZDV�QRW�XQGHUWDNHQ�IRU�UHDVRQV�RI�SHFXQLDU\�JDLQ��UDWKHU��LW�LV�DQ�DFWLRQSURPSWHG�E\�FLUFXPVWDQFHV�DULVLQJ�IURP�WKH�FRPSDQ\
V�SROLWLFDO�HQYLURQPHQW���,Q�FRQWUDVW��D�FRPSDQ\�FDQ�EH�VDLG�WR�UHVSRQG�WR�DQ�HFRQRPLF�PRWLYH�ZKHQ�LWV�DFWLRQV�DUH�SURPSWHG�E\�WKH�G\QDPLFV�RI�WKH�PDUNHWV�LQ�ZKLFK�LW�SDUWLFLSDWHV��



�
JRYHUQPHQW
V�YRUDFLRXV�DSSHWLWH�IRU�RLO�UHYHQXH��� 7KLV�PHDQV��LQ�WXUQ��WKDW�WKH�ZHDNHQLQJ�RI�WKH�RLO�PDUNHW�LQ������DQG�WKH�FROODSVH�RI�RLO�SULFHV�LQ������RQO\�SURYLGHG�3'96$�ZLWK�WKH�RSSRUWXQLW\��DQG�QRW�WKH�PRWLYDWLRQ��WR�H[SDQG�GRZQVWUHDP�:H EULQJ� RXU� VWXG\� WR� D� FORVH� E\� UHIOHFWLQJ� RQ� WKH� SROLWLFDO� RXWORRN� IRU� WKH�QDWLRQDOLVHG� RLO� LQGXVWU\� LQ� 9HQH]XHOD�� LQ� WKH� OLJKW� RI� RXU� YHUGLFW� DERXW� WKH� PRWLYHV� DQG�HYROXWLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� ,Q� &KDSWHU� ��� ZH� ZLOO� VKRZ� WKDW� WKH�FRPSDQ\
V�PDLQ� HQWUHSUHQHXULDO� LQLWLDWLYHV� VLQFH� ����� � DOO� DLPHG� DW� XQGHUPLQLQJ� WKH� OHJDO�UHJLPH�HVWDEOLVKHG�E\�WKH������QDWLRQDOLVDWLRQ�� DUH�IXOO\�FRQVLVWHQW�ZLWK�WKH�GHYHORSPHQW�RI�WKH� SROLWLFDO� UHODWLRQVKLS� EHWZHHQ� WKH� JRYHUQPHQW� DQG� 3'96$� DV� PDQLIHVWHG� E\� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� � ,Q� DGGLWLRQ�� ZH� ZLOO� KLJKOLJKW� WKH� FUXFLDO� UROH� ZKLFK� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDV�SOD\HG�LQ�WKH�JUDGXDO�WDNHRYHU�RI�9HQH]XHODQ�RLO�SROLF\��DQG��E\�GHIDXOW��RI� WKH�FRXQWU\
V�ZKROH�HFRQRPLF�GHYHORSPHQW�DJHQGD��E\�3'96$�DQG�LWV�DIILOLDWHV�� � )LQDOO\�� ZH� GLVFXVV� WKH� ORQJ�WHUP� SURVSHFWV� RI� DQ� RLO� SROLF\� SUHGLFDWHG� RQ� WKH�SULQFLSOHV�RI�DEVROXWH�SULPDF\�RI�SURILW�RYHU�JURXQG�UHQW��YROXPH�PD[LPLVDWLRQ��ORZ�WD[DWLRQ�DQG�HQFRXUDJHPHQW�RI�IRUHLJQ�LQYHVWPHQW�ZKLFK�3'96$��RI�ODWH��KDV�PDQDJHG�WR�LPSRVH�RQ�WKH�9HQH]XHODQ�JRYHUQPHQW�$�1RWH�RQ�WKH�0HWKRG�RI�([SRVLWLRQ$�IHZ�ZRUGV�DERXW�RXU�FKRVHQ�PHWKRG�RI�H[SRVLWLRQ�DUH� LQ�RUGHU�� � ,QVWHDG�RI�SURSRVLQJ�DQ�H[SODQDWLRQ� WKDW�FDQ�DFFRXQW�IRU�DOO� WKH�IHDWXUHV�RI� WKH�VXEMHFW�RI� LQTXLU\�LPPHGLDWHO\�DIWHU�WKH�ODWWHU�KDV�EHHQ�GHILQHG��RXU�WKHVLV�IROORZV�WKH�PRUH�LQGLUHFW�PHWKRG�RI�HYDOXDWLQJ�D�VHULHV�RI� QXOO� K\SRWKHVHV�ZKLFK� DUH� XQDEOH� WR� DFFRXQW� IRU� WKHVH� IHDWXUHV�� DQG� WKHQ�SURFHHGLQJ� WR�RIIHU� D� GHILQLWLYH� K\SRWKHVLV� ZKLFK� FDQ�� � ,W� LV� IDLU� WR� TXHVWLRQ� ZKHWKHU� ZH� FRXOG� KDYH�GLVSHQVHG�ZLWK�� RU�DW�OHDVW�DEEUHYLDWHG�� WKLV�LQWHUPHGLDWH�H[SODQDWRU\�VWDJH���+RZHYHU��VXFK�D� VWHS�ZDV� QRW� GHHPHG� DGYLVDEOH�� RQ� WZR� JURXQGV�� )LUVWO\��ZLWKRXW� H[KDXVWLYH� EDFNJURXQG�LQIRUPDWLRQ��RXU�K\SRWKHVLV�FRXOG�HDVLO\�EH�GLVPLVVHG�DV�DQ�H[DPSOH�RI�WKDW�OHDVW�FUHGLWDEOH�RI� KHXULVWLF� GHYLFHV�� WKH� FRQVSLUDF\� WKHRU\�� � 6HFRQGO\�� RXU� PDLQ� FRQFOXVLRQV� DUH� KLJKO\�FRXQWHULQWXLWLYH��WR�VD\�WKH�OHDVW���6LQFH�ZH�H[SHFW�RXU�UHDGHUV�WR�EH�UDWKHU�OHVV�IRUJLYLQJ�WKDQ�WKH� 0DG� +DWWHU� �ZKR� KDG� QR� GLIILFXOW\� LQ� EHOLHYLQJ� VL[� LPSRVVLEOH� WKLQJV� HYHQ� EHIRUH�EUHDNIDVW��� ZH� KDYH� HOHFWHG� WR� SUHVHQW� RXU� VWXG\� LQ� WKH� IRUP� RI� D� +ROPHVLDQ� UHGXFWLR� DG�DEVXUGXP�� WKXV�� E\� ILUVW� HOLPLQDWLQJ� DOO� WKH� LPSRVVLEOH� WKHRULHV� RQ� WKH�PRWLYDWLRQV� RI� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��ZH�ZLOO�GHPRQVWUDWH�WKDW�RXU�RZQ�WKHRU\�� LPSODXVLEOH�DV�LW�PD\� VRXQG�RQ� ILUVW� LPSUHVVLRQ� � LV� LQ� IDFW� WKH�RQO\�RQH� WKDW� FDQ�DGHTXDWHO\� H[SODLQ� DOO� WKH�SHFXOLDULWLHV�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�

�321�����1RYHPEHU����������



�
$�1RWH�RQ�3ULPDU\�6RXUFHV(YHQ� WKRXJK� LQ� VRPH�9HQH]XHODQ�TXDUWHUV�3'96$�KDV�EHFRPH�D�E\ZRUG� IRU� LPSHQHWUDEOH�VHFUHF\��� WKHUH� H[LVWV� D� FRQVLGHUDEOH� DPRXQW� RI� SXEOLFO\� DYDLODEOH� LQIRUPDWLRQ� DERXW� LWV�HQWUHSUHQHXULDO�DFWLYLWLHV���3'96$�DQG�WZR�RI�LWV�RYHUVHDV�VXEVLGLDULHV��&LWJR�3HWUROHXP�DQG�$%�1\QlV��LVVXH�IXOO\�DXGLWHG�DQQXDO�UHSRUWV��DQG�LWV�LQWHJUDWHG�RLO�VXEVLGLDULHV�LQ�9HQH]XHOD��/DJRYHQ��0DUDYHQ��&RUSRYHQ��DV�ZHOO�DV�LWV�UHILQLQJ�DIILOLDWH�LQ�*HUPDQ\��5XKU�gO��SXEOLVK�DQQXDO� RSHUDWLRQV� UHSRUWV�� � 3'96$� DQG� LWV� GRPHVWLF� VXEVLGLDULHV� DOVR� SURGXFH� SHULRGLFDOV��3'96$� &RQWDFW�� (QIRTXH� &RUSRUDWLYR�� 3HWUyOHRV� ,QIRUPD�� DQG� D� QXPEHU� RI� LQWHUQDO�PDJD]LQHV� ZKLFK� VRPHWLPHV� FRQWDLQ� XVHIXO� DGGLWLRQDO� GHWDLOV� DERXW� LWV� RSHUDWLRQV� DQG�SROLFLHV�� �7KHVH�VRXUFHV�DUH�FRPSOHPHQWHG�E\�WKH�FRPSDQ\
V�VWDWLVWLFDO�DQQXDOV� DQG�E\�WKH�FRPSUHKHQVLYH�DQQXDO�UHSRUWV�ZKLFK�WZR�RI�LWV�DIILOLDWHV��3'9�$PpULFD�DQG�&LWJR��KDYH�WR�ILOH�ZLWK�WKH�6HFXULWLHV�([FKDQJH�&RPPLVVLRQ�LQ�:DVKLQJWRQ�DV�LVVXHUV�RI�FHUWDLQ�UHJXODWHG�VHFXULWLHV��� )LQDOO\�� WKH� FRPSDQ\�DOVR�PDLQWDLQV� D�ZHEVLWH�ZKHUH��DPRQJ�RWKHU� WKLQJV�� LWV�SUHVV� UHOHDVHV� FDQ� EH� IRXQG�� � 7KH� DQQXDO� UHSRUWV� RI� LWV� SDUWQHUV� LQ� VRPH� RI� LWV� RYHUVHDV�UHILQLQJ�YHQWXUHV��8QRFDO��8QLRQ�3DFLILF��/\RQGHOO��9HED��SURYLGH�DQRWKHU�UDQJH�RI�VWDWLVWLFV��DV�GR�WKH�DQQXDO�UHSRUWV�RI�VRPH�RI�3'96$
V�FOLHQWV�DQG�FRPSHWLWRUV���$OVR�H[WUHPHO\�XVHIXO�DUH� WKH� GHWDLOHG� UHSRUWV� RQ� DOO� DVSHFWV� RI� WKH� RSHUDWLRQV� RI� WKH� 9HQH]XHODQ� RLO� LQGXVWU\�SXEOLVKHG�E\�0(0��DQG�VXQGU\�UHSRUWV�SXW�RXW�E\�WKH�,QWHUQDWLRQDO�(QHUJ\�$JHQF\��,($��DQG�WKH�86�(QHUJ\�,QIRUPDWLRQ�$JHQF\��'2(�(,$��� � �)LQDOO\��RQH�VKRXOG�PHQWLRQ�WKH�PRQWKO\�UHSRUWV�SXEOLVKHG�E\�WKH�$PHULFDQ�3HWUROHXP�,QVWLWXWH��$3,���ZKLFK�LWHPLVH�DOO�WKH�FUXGH�DQG�SURGXFWV� LPSRUWV� RI� WKH�8QLWHG�6WDWHV��� ,Q� WKHVH� UHSRUWV�� WKH�SDUWLFXODUV� �TXDQWLW\��SRUW�RI�HQWU\�� GHVWLQDWLRQ�� $3,� JUDYLW\� DQG� VXOSKXU� FRQWHQW�� LGHQWLW\� RI� EX\HU�� HWF��� RI� DOO� WKH�9HQH]XHODQ� FUXGH� DQG� SURGXFWV� FDUJRHV� ZKLFK� KDYH� HQWHUHG� WKH� 8QLWHG� 6WDWHV� DUH� OLVWHG���*LYHQ�WKDW�WKH�PDMRULW\�RI�3'96$
V�H[SRUW�YROXPH�JRHV�WR�WKH�8QLWHG�6WDWHV�DQG�WKDW��LQ�WXUQ��3'96$
V� DIILOLDWHV� OLIW� PRVW� RI� WKLV� YROXPH�� WKHVH� UHSRUWV� FRQVWLWXWH� D� PDMRU� VRXUFH� RI�LQIRUPDWLRQ� RQ� ERWK� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� DQG� 9HQH]XHODQ� FRPPHUFLDO� RLO�SROLF\� LQ� JHQHUDO� �D� VRXUFH� WKDW� KDV� UHFHLYHG� YHU\� OLWWOH� DWWHQWLRQ� WR� GDWH� LQ� DQDO\VHV� RI�9HQH]XHODQ�RLO�SROLF\��7KHVH� VRXUFHV� KDYH� EHHQ� HVVHQWLDO� IRU� RXU� LQYHVWLJDWLRQ�� DIWHU� DOO�� WKH� TXDOLW\� RI�HPSLULFDO�UHVHDUFK�LV�YHU\�PXFK�D�IXQFWLRQ�RI�WKH�DYDLODELOLW\�DQG�TXDQWLW\�RI�GDWD��+RZHYHU��WKH\� GR� QRW� FRQWDLQ� DOO� WKH� QHFHVVDU\� LQIRUPDWLRQ� WR� XQGHUVWDQG� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�� � 7KLV� KDV� PHDQW� ZH� KDYH� KDG� WR� FRPSOHPHQW� WKHP� ZLWK� DGGLWLRQDO� PDWHULDO���8QIRUWXQDWHO\�� 3'96$
V� LQIRUPDWLRQ� GLVFORVXUH� SROLF\� PDNHV� LW� GLIILFXOW� WR� FROOHFW� VXFK�
�$V�-RVp�9LFHQWH�5DQJHO�TXLSV�� LQ�9HQH]XHOD��PLOLWDU\��EDQNLQJ�DQG�OHJDO�VHFUHF\�KDYH�GLVDSSHDUHG���DQG�QRZ�WKH�RQO\�UHDO�VHFUHF\�WR�EH�IRXQG�LV��LQ�WKH�FRQIHVVLRQDO�DQG�LQ�3'96$���(O�8QLYHUVDO��$XJXVW�����������VHFWLRQ���������3'96$��F����3'96$��E���&LWJR����N��6���������%�$���$3,��D��



�
PDWHULDO�IURP�SHRSOH�LQYROYHG�RQ�D�ILUVW�KDQG�EDVLV�ZLWK�WKH�RSHUDWLRQV�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\���7KLV�SROLF\�VWDWHV�WKDW�FXUUHQW�DQG�IRUPHU�3'96$�HPSOR\HHV�DUH�QRW�WR�HQJDJH�LQ��XVHOHVV�SROHPLFV��ZLWK�SROLWLFLDQV�RU�FULWLFV�RI�WKH�LQGXVWU\��DQG�WKDW�WKH\�VKRXOG�DOZD\V�EH��GLVFUHHW�� DQG� �FLUFXPVSHFW��ZKHQ� GLVFXVVLQJ� RLO� SROLFLHV��� ,Q� SUDFWLFH�� WKHVH� UHVWULFWLRQV�PDNH�LW�GLIILFXOW� WR�REWDLQ�DQ\WKLQJ�RWKHU�WKDQ�WKH��RIILFLDO�YLHZ��RQ�DQ\�LVVXH�LQ�ZKLFK�WKH�LQWHUHVWV�RI�3'96$�PLJKW�EH�DW�VWDNH��� ,W�ZRXOG�DSSHDU��WKHQ��WKDW�WKH�RQO\�ZD\�LQ�ZKLFK�ZH�FDQ� DUULYH� DW� D� VDWLVIDFWRU\� UHFRQVWUXFWLRQ� RI� WKH� HYHQWV� WKDW� VLUHG� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DQG� WKH�SROLWLFDO� H[FKDQJHV� WKDW�KDYH�GHWHUPLQHG� LWV� HYROXWLRQ�VLQFH������ LV� WR�SUDFWLFH� WKH�9HQH]XHODQ�HTXLYDOHQW RI�NUHPOLQRORJ\� �GHILQHG�DV� WKH�DUW�RI�GLYLQLQJ�PRWLYHV�DQG�SROLWLFDO�GHDOV�E\�PHDQV�RI��FORVH�DQDO\VHV�RI�OHDGHUV
�VSHHFKHV��H[HJHVLV�RI�RIILFLDO�DQG�VHPL�RIILFLDO� WH[WV� ������WUDFNLQJ�RI�SHUVRQQHO�PRYHPHQWV�������>DQG�NHHSLQJ@�DQ�HDU�>FORVH@�WR�WKH�������JUDSHYLQH�������%XW�GRHV�NUHPOLQRORJ\�UHDOO\�RIIHU�WKH�DQDO\VW�WKH�EHVW�DOWHUQDWLYH�WR�SLHUFH� WKH� YHLO� RI� VHFUHF\� ZKLFK� VXUURXQGV� PDQ\� LPSRUWDQW� GHWDLOV� DERXW� WKH� JHQHVLV��LPSOHPHQWDWLRQ� DQG� RXWFRPH� RI� WKH� SURJUDPPH"� � 1RW� QHFHVVDULO\�� � $V� WKH� DXWKRU� RI� DQH[HPSODU\�ERRN�RQ�SROLF\PDNLQJ�LQ�WKH�6RYLHW�8QLRQ�REVHUYHG�ZKHQ�ZH�VWXG\�WKH�.UHPOLQ�ZH�ZLOO�DOZD\V�KDYH�WR�XVH�NUHPOLQRORJ\���>%XW@�RXWVLGH�>FHUWDLQ@�ZDOOHG�WRSLFV�LV�D�ZRUOG�RI�SROLWLFV�DQG�SROLF\PDNLQJ�ZKLFK�LV�PXFK�PRUH�RSHQ���7KDW�LV�WKH�ZRUOG�RI�HFRQRPLF�DQG�VRFLDO�SROLF\��DQG�VWXG\LQJ�LW�ZLOO�UHSD\�WKH�SROLWLFDO� DQDO\VW� KDQGVRPHO\� �� �� �� >EHFDXVH@� WKHVH� VXEMHFWV� UHYHDO� DV� PXFK� RI� WKH�OHDGHUV
�IXQGDPHQWDO�DLPV�DQG�VWUDWHJLHV��DQG�WKHLU�SROLWLFDO�FXOWXUH�DQG�UHVRXUFHV��DV�WKH�YHLOHG�WRSLFV�RI�FRQYHQWLRQDO�
KLJK
�SROLWLFV��SHUKDSV�HYHQ�PRUH�VR������ )RU�VRFLDO�DQG�HFRQRPLF�SROLF\��WKHUH�LV�D�ZHDOWK�RI�LQIRUPDWLRQ�DYDLODEOH�DERXW�KRZ�GHFLVLRQV�DUH� PDGH�� WKH� UROHV� RI� LQVWLWXWLRQV� DQG� VSHFLDOLVWV�� WKH� ZD\V� SROLWLFDO� DJHQGDV� DUH�IRUPHG�� WKH� SODFH� RI� FRQIOLFW� DQG� OHDUQLQJ�� WKH� IRUPDWLRQ� DQG� XVH� RI� SRZHU� DQG�LQIOXHQFH�� LQ�VKRUW��DOO�WKH�FODVVLF�WKHPHV�RI�SROLWLFV���0XWDWLV� PXWDQGLV�� WKH� VDPH� WKLQJV� KROG� WUXH� IRU� WKH� SHWUROHXP� SROLF\PDNLQJ� PLOLHX LQ�9HQH]XHOD�� � 7KXV�� DOWKRXJK� WHDVLQJ� KLGGHQ� PHDQLQJV� RXW� RI� RIILFLDO� DQG� VHPL�RIILFLDO�SXEOLFDWLRQV�ZLOO�KDYH�D�SODFH�LQ�RXU�DQDO\WLFDO�HIIRUWV��PRVW�RI�RXU�FRQMHFWXUHV�UHJDUGLQJ�WKH�SROLWLFDO�DVSHFWV�RI�LQWHUQDWLRQDOLVDWLRQ�� WKH�
ZKR�JRW�ZKDW��ZKHQ��DQG�KRZ
�RI�WKH�SURJUDPPH�� DUH�EDVHG�RQ�PDWHULDO�REWDLQHG�IURP�DQ�H[WHQVLYH�WUDZO�WKURXJK�D�QXPEHU�RI�LQWHUQDWLRQDO�RLO�WUDGH�MRXUQDOV���$V�UHSRVLWRULHV�RI�LQGXVWU\�UHODWHG�NQRZOHGJH��WKHVH�MRXUQDOV�DUH�LQYDOXDEOH�WR�WKH�RLO�SROLF\�DQDO\VW��QHYHUWKHOHVV��WKH\�VKRXOG�DOZD\V�EH�DSSURDFKHG�ZLWK�FDXWLRQ��EHFDXVH�
��3HWUyOHRV�,QIRUPD��QR�����$XJXVW��������������3DUWLFXODUO\� VLQFH� 3'96$� RIILFLDOV� KDYH� RIWHQ� LQYRNHG� UHDVRQV� RI� FRPPHUFLDO� VHFUHF\� WR� DYRLG�KDYLQJ�WR�DFFRXQW�IRU�WKHLU�DFWLRQV���)RU�LQVWDQFH��LQ�������WKHUH�ZDV�D�JUHDW�RXWFU\�LQ�WKH�9HQH]XHODQ�&RQJUHVV�UHJDUGLQJ�DOOHJHG�LUUHJXODULWLHV�LQ�3'96$
V�SXUFKDVH�RI�&LWJR���,Q�RUGHU�WR�SXW�DQ�HQG�WR�WKH�OHJLVODWLYH�VQLSLQJ��3UHVLGHQW�-DLPH�/XVLQFKL�RUGHUHG�3'96$�SUHVLGHQW�%UtJLGR�1DWHUD� WR�H[SODLQ�WKH�GHDO�WR�&RQJUHVV���1DWHUD�UHIXVHG�WR�GLVFORVH�DOO�RI�WKH�GHWDLOV�RI�WKH�GHDO��H[SODLQLQJ�KLV�GHFLVLRQ�LQ�WKH�IROORZLQJ� WHUPV�� �WKH� LQGXVWU\� FDQQRW� UHYHDO� WR� WKH� SXEOLF� DOO� RI� WKH� GHWDLOV� FRQFHUQLQJ� D� FRPSOH[�FRPPHUFLDO� WUDQVDFWLRQ��EHFDXVH� WKH�FRPSOHWH�GLVFORVXUH�RI�GHWDLOV�ZLOO�SURYH� WR�EH�DGYDQWDJHRXV�IRU�3'96$
V� FRPSHWLWRUV�� ZKLFK� LV� VRPHWKLQJ� WKDW� UXQV� DJDLQVW� 3'96$
V� EHVW� LQWHUHVWV�� �3HWUyOHRV�,QIRUPD��QR������-XQH�������������*XVWDIVRQ��������[Y���,ELG�



�
WKH�JUDLQV RI��YDOXDEOH�LQIRUPDWLRQ�ZKLFK�WKH\�XQGRXEWHGO\�FRQWDLQ�DUH�RIWHQ�LPPHUVHG�LQ�D�VHD�RI�FKDII��$V�+RUVQHOO�DQG�0DEUR�ZDUQ�WKLV� VRXUFH� FDQQRW� EH� LJQRUHG� JLYHQ� WKH� SDXFLW\� RI� RWKHU� LQIRUPDWLRQ�� EXW� LWV� XVH�UHTXLUHV�ERWK�FDXWLRQ�DQG�FULWLFDO�VNLOOV�� �,Q�WKLV�DUHD�WKH�KLVWRULDQ
V�WUDLQLQJ�LV�PRUH�UHOHYDQW� WKDQ� WKH� HFRQRPLVW
V�� � ,W� PXVW� DOZD\V� EH� UHPHPEHUHG� WKDW� MRXUQDOLVWV� DUH�PDLQO\�FRQFHUQHG�ZLWK�QHZV��QRW�ZLWK�WKH�DFFXUDF\�RI�DUFKLYDO�UHFRUGV���7KH\�GR�QRW�QHFHVVDULO\�UHYLVH�IDFWV��ILJXUHV�RU�VWRULHV�SXEOLVKHG�\HVWHUGD\�LI�WKH\�ILQG�RXW�WRGD\�WKDW�WKHVH�ZHUH�ZURQJ�� �<HVWHUGD\
V�VWRU\�RU�VWDWLVWLF�LV�QR�ORQJHU�QHZV�WRGD\���7KLV�FDQ�SRVH�SUREOHPV�IRU�WKH�UHVHDUFKHU�ZKR�KDV�QRZKHUH�WR�JR�EXW�WKURXJK�ROG�LVVXHV�RI�WUDGH�MRXUQDOV���*LYHQ� WKDW� SHWUROHXP�UHODWHG LVVXHV� UHFHLYH� DPSOH� FROXPQ� VSDFH� LQ� 9HQH]XHODQ�QHZVSDSHUV� DQG� MRXUQDOV�� VRPH� UHDGHUV�PLJKW� WKLQN� WKDW�RXU� UHOLDQFH�RQ� LQWHUQDWLRQDO� WUDGH�MRXUQDOV�KDV�EHHQ�H[FHVVLYH��DQG�WKDW�ZH�KDYH�PDGH�LQVXIILFLHQW�XVH�RI�WKH�HPEDUUDVVPHQW�RI�ULFKHV�SUHVHQW�LQ�WKH�9HQH]XHODQ�SUHVV���:H�MXVWLI\�RXU�SUHIHUHQFH�IRU�WUDGH�MRXUQDOV�RQ�WZR�JURXQGV�� �)LUVWO\�� WKH� UHSRUWV�RI�RLO� WUDGH� MRXUQDOV� DUH�JHQHUDOO\�PRUH� DFFXUDWH� �SDUWLFXODUO\�ZLWK� UHJDUG� WR� WHFKQLFDO�PDWWHUV��� � 6HFRQGO\�� WKH� FRYHUDJH� ZKLFK� RLO� LVVXHV� UHFHLYH� LQ� WKH�9HQH]XHODQ� SUHVV�JHQHUDOO\ FRPHV� LQ� RQH� RI� WZR� IRUPV�� HLWKHU�YLROHQW�GLDWULEHV�SHQQHG�E\�MRXUQDOLVWV�RU� FROXPQLVWV�ZKR� VHHP� UHDG\� WR�GHQRXQFH�DQ\�DQG�DOO� RI�3'96$
V� DFWLRQV��RU�XQFULWLFDO�SDHDQV�ZULWWHQ�E\�SHUVRQV�ZKR�DUH�ZLOOLQJ� WR� WDNH�DW� IDFH�YDOXH�DQ\�VWDWHPHQW�RU�ILJXUH� ZKLFK� 3'96$� PLJKW� SURGXFH�� � 7KXV�� HYHQ� WKRXJK� FRYHUDJH� LQ� LQWHUQDWLRQDO� WUDGH�MRXUQDOV�LV�IDU�IURP�EHLQJ�REMHFWLYH��WKH�IDFW�WKDW�HPRWLRQV�GR�QRW�UXQ�QHDUO\�DV�KLJK�LQ�WKHLU�HGLWRULDO�URRPV�DV�WKH\�GR�LQ�WKRVH�RI�WKH�9HQH]XHODQ�SUHVV�PDNHV�WKHLU�UHSRUWV�PRUH�XVHIXO�IRU�DQ\�UHVHDUFKHU�ZKR�LV�LQWHUHVWHG�LQ�VRPHWKLQJ�RWKHU�WKDQ�WKH�GLQ�RI�D[HV�EHLQJ�FHDVHOHVVO\�JULQGHG�

��+RUVQHOO�DQG�0DEUR�������������LWDOLFV�LQ�WKH�RULJLQDO�
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��&217,18,7<�$1'�&+$1*(�,1�7+(�1$7,21$/,6('�9(1(=8(/$1�2,/�,1'8675<
7KH� GHVWLQLHV� RI� 9HQH]XHOD� DQG� SHWUROHXP� KDYH� EHHQ� LQH[WULFDEO\� OLQNHG� LQ� D� VRPHWLPHV�XQHDV\� PDUULDJH� IRU� WKH� EHVW� SDUW� RI� WKH� WZHQWLHWK� FHQWXU\�� \HW� VRPH� RI� WKH� PRVW� FUXFLDO�DVSHFWV� RI� WKLV� UHODWLRQVKLS� DUH� HYHQ� WRGD\� YHU\� PXFK� PLVXQGHUVWRRG�� � 7R� D� FRQVLGHUDEOH�H[WHQW��WKLV�LV�D�UHIOHFWLRQ�RI�WKH�IDFW�WKDW�WKH�
RIILFLDO�KLVWRU\
�RI�WKH�SROLWLFDO�HYROXWLRQ�RI�WKH�9HQH]XHODQ� RLO� LQGXVWU\� �ZDV� HUHFWHG� XSRQ� WKH� PLOLWDQW� >L�H�� ELDVHG@� FULWLFLVP� DQG�GHQXQFLDWLRQ� RI� 9HQH]XHOD
V� HFRQRPLF�� SROLWLFDO� DQG� VRFLDO� FRQGLWLRQV� EHIRUH� ��� 2FWREHU��������� +RZHYHU�� LW� LV� DOVR� D� FRQVHTXHQFH� RI� WKH� FRQWRUWHG� VRSKLVWULHV� ZKLFK� WKRVH�UHVSRQVLEOH�IRU�WKH�HODERUDWLRQ�RI�WKH�YDULRXV�DFFRXQWV�WKDW�KDYH�JUDGXDOO\�FRDOHVFHG�LQWR�WKLV�KLVWRU\� KDYH� KDG� WR� SXW� IRUZDUG� RYHU� WKH� \HDUV� LQ� RUGHU� WR� FRQFHDO� WKH� LQVROXEOH� REMHFWLYH�FRQWUDGLFWLRQ� ZKLFK� OLHV� DW� WKH� KHDUW� RI� 9HQH]XHOD
V� RLO� SROLF\�� QDPHO\�� WKDW� LW� LV� D� SROLF\�LQWHQGHG� WR� SURPRWH� 9HQH]XHOD
V� FDSLWDOLVW� GHYHORSPHQW� E\� VKDFNOLQJ WKH�PRVW� SURGXFWLYH�VHFWRU�RI�WKH�HFRQRP\�� WR�WKH�GHWULPHQW�RI�WKH�IRUHLJQ�FRQVXPHUV�RI�LWV�RXWSXW�� LQ�RUGHU�WR�JHQHUDWH�D�UHQW�ZKLFK�WKH�JRYHUQPHQW�FDQ�WKHQ�XVH�ERWK�WR�SURPRWH�FDSLWDOLVW�DFFXPXODWLRQ�LQ�RWKHU� VHFWRUV� RI� WKH� HFRQRP\� DQG� WR� LQFUHDVH� WKH� FRQVXPSWLRQ� FDSDFLW\� RI� WKH�9HQH]XHODQ�SRSXODWLRQ�DV�D�ZKROH��,Q�WKLV�FKDSWHU��ZH�VKDOO�EH�FRQGXFWLQJ�DQ�H[HUFLVH�LQ�
LQVWLWXWLRQDO�JHQHWLFV
�DLPHG�DW�HOXFLGDWLQJ� WKH�GHYHORSPHQW�RI� WKH� LQVWLWXWLRQDO�HQYLURQPHQW� IRU�RLO�DFWLYLWLHV� LQ�9HQH]XHOD�VLQFH�WKH�����V��RQ�WKH�RQH�KDQG��DQG�WKH�HYROXWLRQ�RI�WKH�LQVWLWXWLRQDO�DUUDQJHPHQWV�ZKLFK�KDYH� FRQGLWLRQHG� WKH� LQWHUDFWLRQ� EHWZHHQ� WKH� RLO� LQGXVWU\� DQG� WKH�9HQH]XHODQ� JRYHUQPHQW�EHIRUH� DQG� DIWHU� WKH� SURPXOJDWLRQ� RI� WKH� 2LO� 1DWLRQDOLVDWLRQ� /DZ�� RQ� WKH� RWKHU�� 2XU�LQWHQWLRQ�LV�WR�SODFH�WKH�QDWLRQDOLVDWLRQ�LQ�LWV�EURDG�SROLWLFDO�DQG�HFRQRPLF�FRQWH[W��VR�DV�WR�KLJKOLJKW� WKH� IODZV�ZKLFK�ZH� WKLQN� LQYDOLGDWH� WKH�ZLGHVSUHDG� QRWLRQ� WKDW� VHHV� LQ� WKH� �����1DWLRQDOLVDWLRQ�/DZ� WKH�KLJK�SRLQW�RI� D�SURWUDFWHG�SDWULRWLF� VWUXJJOH� IRU� WKH� FRQWURO�RI� WKLV�FUXFLDO� LQGXVWU\�� ZDJHG� E\� WKH� FRXQWU\
V� GHPRFUDWLF DGPLQLVWUDWLRQV� DJDLQVW� IRUHLJQ� RLO�FRPSDQLHV�EHQW�RQ�FKHDWLQJ�WKH�FRXQWU\�RXW�RI�LWV�OHJLWLPDWH�ELUWKULJKW�ZLWK�WKH�FROODERUDWLRQ�RI�UHDFWLRQDU\�VHFWRUV�RI�9HQH]XHODQ�VRFLHW\���+DYLQJ�GRQH�WKLV��ZH�VKDOO�SUHVHQW�D�UHYLVLRQLVW�LQWHUSUHWDWLRQ� RI� WKH� VWDWH� WDNHRYHU� RI� WKH� RLO� LQGXVWU\� �LQVSLUHG� E\� /HQLQ
V� OXFLG�GHFRQVWUXFWLRQ�RI�WKH�UKHWRULF�VXUURXQGLQJ�WKH�TXHVWLRQ�RI�DJUDULDQ�UHIRUP�LQ�7VDULVW�5XVVLD����
�%DSWLVWD�DQG�0RPPHU�������������5HQWLVWLF� FDSLWDOLVP� LV� SUHVHQWHG� ZLWK� D� YHU\� SHFXOLDU� OHJLWLPDWLRQ� SUREOHP�� � 7KH� PHDQV� >RI�GHYHORSPHQW@��JURXQG�UHQW��FRQWUDGLFWV�WKH�HQG��WKH�GHYHORSPHQW�RI�FDSLWDOLVP�������>7KXV@�IRU�WKH�VSDFH�RI�GHFDGHV�������DOO�9HQH]XHODQ�HFRQRPLF�OLWHUDWXUH�KLG�DQG�GHQLHG�V\VWHPDWLFDOO\�WKDW�WKH�VWDWH
V�ILVFDO�RLO�UHYHQXHV�ZHUH�LQ�IDFW�JURXQG�UHQW���0RPPHU��������������$V�GHILQHG�E\�'DYLV�DQG�1RUWK��DQ��LQVWLWXWLRQDO�HQYLURQPHQW LV�WKH�VHW�RI�IXQGDPHQWDO�SROLWLFDO��VRFLDO�DQG�OHJDO�JURXQG�UXOHV�WKDW�HVWDEOLVKHV�WKH�EDVLV�IRU�SURGXFWLRQ��H[FKDQJH�DQG�GLVWULEXWLRQ���ZKLOH��DQ�LQVWLWXWLRQDO� DUUDQJHPHQW LV� DQ� DUUDQJHPHQW� EHWZHHQ� HFRQRPLF�XQLWV� WKDW� JRYHUQV� WKH�ZD\V� LQ�ZKLFK�WKHVH�XQLWV�FDQ�FRRSHUDWH�DQG�RU�FRPSHWH��������������LWDOLFV�LQ�RULJLQDO��



��
:H�VKDOO�VKRZ WKDW�WKLV�PHDVXUH�ZDV�MXVW�DV�PXFK�DQ�LQHYLWDEOH�FRQVHTXHQFH DV�WKH�GHVLUHG�UHVXOW RI�WKH�UHQW�FHQWUHG�RLO�DQG�GHYHORSPHQW�SROLFLHV�SXUVXHG�E\�9HQH]XHODQ�JRYHUQPHQWV�RI�DOO SROLWLFDO�SHUVXDVLRQV�IURP�WKH�����V�RQZDUGV���:H�ZLOO�DOVR�DUJXH�WKDW��EHFDXVH�RI WKLV�DPELYDOHQFH��WKH�UHTXLVLWHV�ZKLFK�WKH�1DWLRQDOLVDWLRQ�/DZ�KDG�WR�IXOILOO�LQ�RUGHU�WR�SURYLGH�D�YLDEOH�IRUPXOD�IRU�WKH�IUXLWIXO�FR�H[LVWHQFH�EHWZHHQ�WKH�JRYHUQPHQW�DQG�WKH�RLO�LQGXVWU\�ZHUH�UDWKHU�PRUH� FRPSOH[� WKDQ� WKRVH� LGHQWLILHG� LQ� WKH� VLPSOLVWLF�GLVFRXUVH� DGRSWHG�E\�3UHVLGHQW�5yPXOR�%HWDQFRXUW�DQG�KLV�RLO�PLQLVWHU� -XDQ�3DEOR�3pUH]�$OIRQ]R��DQG�FRQWLQXHG�E\�DOO�RI�WKHLU� VXFFHVVRUV�� � )LQDOO\�� ZH�ZLOO� GLVFXVV� MXVW� KRZ� IDU� WKH� SROLWLFDO� VHWWOHPHQW� UHDFKHG� LQ������ ZDV� IURP� VDWLVI\LQJ� DOO� RI� WKHVH� UHTXLUHPHQWV�� DQG�ZH�ZLOO� SRLQW� RXW� WKH� SRWHQWLDOO\�VHULRXV�LPSOLFDWLRQV�ZKLFK�LWV�VKRUWFRPLQJV�SRVHG�ZLWK�UHJDUG�WR�WKH�SROLWLFDO�FRQWURO�RI�WKH�QDWLRQDOLVHG�RLO�LQGXVWU\�2XU� DFFRXQW� RI� WKH�9HQH]XHODQ� JRYHUQPHQW
V� HIIRUWV� WR� FRQWURO� 3'96$�DIWHU� �����ZLOO� RQO\ PDNH� LPSOLFLW� UHIHUHQFHV� WR� WKH�DEXQGDQW�HFRQRPLF� OLWHUDWXUH�RQ� WKH� UHODWLRQVKLSV�EHWZHHQ� JRYHUQPHQWV� DQG� 62(V� WKDW� VWUHVVHV� WKH� PDQQHU� LQ� ZKLFK� FHUWDLQ� FKDUDFWHULVWLFV�W\SLFDO� RI� WKLV� W\SH� RI� ILUP� �IX]]\�PDQGDWHV� IRU� DFWLRQ�� XQGHILQHG� SURSHUW\� ULJKWV�� ODFN� RI�LGHQWLILDEOH� SULQFLSDOV�� FRPSRXQG� WKH� VHULRXV� LQFHQWLYH� DOLJQPHQW� SUREOHPV� LQKHUHQW� LQ�GHOHJDWLRQ�DFFRUGV� VWUXFN�XQGHU� FRQGLWLRQV�RI� LQIRUPDWLRQDO� DV\PPHWU\�ZLWK�VHOI�LQWHUHVWHG�DJHQWV�ZKR� KDYH� DFFHVV� WR� SULYLOHJHG� LQIRUPDWLRQ�� 7KH�PDLQ� DVVXPSWLRQV XQGHUO\LQJ� WKH�UDWLRQDO�XWLOLWDULDQ� IUDPHZRUN� �PRUDO� KD]DUG�� KLGGHQ� DFWLRQ�� ULVN� DYHUVLRQ�� VWUDWHJLF�PLVUHSUHVHQWDWLRQ�� GLIILFXOW\� RI� PHDVXULQJ� LQGLYLGXDO� SHUIRUPDQFHV� LQ� MRLQW�SURGXFW�HQGHDYRXUV��HWF���PLJKW� VHHP�UHDOLVWLF�HQRXJK��EXW� LWV� WUHDWPHQW�RI�SROLWLFDO�H[FKDQJH�DV�DQ�H[WHQVLRQ�RI�PDUNHW�H[FKDQJH�WHQGV�WR�SURGXFH�PRGHOV�RI�EHKDYLRXU�WKDW�DUH�PRUH�QRUPDWLYH�WKDQ�SRVLWLYH�LQ�FKDUDFWHU��L�H���QRW�������YHU\�DFFXUDWH�GHVFULSWLRQV�RI�ZKDW�LV��EXW�������XVHIXO�LQ�H[SORULQJ�ZKDW�PLJKW�EH��LI�>IRU�H[DPSOH@�WKHUH�ZHUH�D�VLQJOH�SULQFLSDO�VHHNLQJ�WR�FRQWURO�D�VLQJOH� DJHQW��� 7KH� PRUH� FRPSOH[� DQG� UHILQHG� JDPH�WKHRUHWLFDO� PRGHOV� RI� DJHQF\� DQG�FRQWURO� GR� UHFRJQLVH� WKDW� LQ� VLWXDWLRQV� RI� VWUDWHJLF� LQWHUDFWLRQ�� WKH� PD[LPLVLQJ� SXUVXLW� RI�LQWHUHVWV� E\� VLQJOH� DFWRUV� LV� V\VWHPDWLFDOO\� FRQGLWLRQHG� E\� WKH� LQWHUGHSHQGHQFH� RI� WKHLU�GHFLVLRQV��KRZHYHU��WKHVH�PRGHOV�GR�QRW�WDNH�LQWR�FRQVLGHUDWLRQ�WKDW��LQ�VLWXDWLRQV�RI�SROLWLFDO�H[FKDQJH�� �WKH�FRQWDFW�ZLWK� WKH� 
RWKHU
� �SDUWQHU��FRPSHWLWRU��DGYHUVDU\�� IRH��>DOVR@� LPSOLHV�D�FRPPXQLFDWLYH�GLPHQVLRQ�ZKLFK�UHPLWV�WR�WKH�LGHQWLW\�RI�WKH�DFWRUV����7KLV�H[WUD�GLPHQVLRQ��DV� 5XVFRQL� VD\V�� �GRHV� QRW� DQQXO� WKH� SRVVLELOLW\� RI� FRVW�EHQHILW� FDOFXODWLRQV��� EXW� GRHV��LQWHUZHDYH�LW�ZLWK�D�G\QDPLF�WKDW�RYHUIORZV�WKH�EDQNV�RI�FRQYHQWLRQDO�XWLOLWDULDQ�VFKHPHV���7KH� FUXFLDO� GLIIHUHQFH� EHWZHHQ� SROLWLFDO� H[FKDQJH� DQG� 
VLPSOH
�PDUNHW� H[FKDQJH� LV�WKDW��ZKHUHDV� WKH� ODWWHU� LV� D� V\VWHP�RI�FROOHFWLYH�DFWLRQ� WKDW� WR�D� ODUJH�H[WHQW�KLQJHV�RQ� WKH�LPSHUVRQDOLW\�RI� WKRVH� WDNLQJ�SDUW� LQ� LW� �WKLV� LV� WKH�YHU\�HVVHQFH�RI� WKH� 
LQYLVLEOH�KDQG
��� WKH�
�6HH�WKH�VXUYH\�E\�/DZVRQ��������/DZVRQ��LELG����������5XVFRQL�������������



��
IRUPHU�LV�D�V\VWHP�ZKHUH�SDUWLFLSDQWV�KDYH�WR��SXW�LQWR�SOD\�WKH�YHU\�VHQVH�RI�WKHLU�EHKDYLRXU��LQ�D�ORJLF�RI�UHFLSURFLW\�IURP�ZKLFK�WKHLU�RZQ�LGHQWLW\�FDQ�HPHUJH�FRQILUPHG��UHGLPHQVLRQHG�RU�UHIXWHG��� 7KXV��LQ�RUGHU�WR XQGHUVWDQG�WKH�G\QDPLFV�EHKLQG�D�FRQFUHWH�SROLWLFDO�H[FKDQJH��RQH�PXVW�ORRN�DW��WKH�LGHQWLW\�EXLOGLQJ�SURFHVV�RI�WKH�VXEMHFWV�WDNLQJ�SDUW�LQ�LW�������>EHFDXVH@�RQO\� DIWHU� KDYLQJ� UHFRQVWUXFWHG� RU� DW� OHDVW� LQWXLWHG� WKH� PRGHV� RI� WKLV� SURFHVV� ZLOO� LW� EH�SRVVLEOH� WR� VD\� VRPHWKLQJ� DERXW� DQ� H[FKDQJH� RI� SROLWLFDO� UHVRXUFHV� EHWZHHQ� DFWRUV� LQ� D�V\VWHP��DQG�WR�XQGHUVWDQG�KRZ�WKHVH�UHVRXUFHV�EHFRPH�YDOXDEOH�LQ�WKH�ILUVW�SODFH��� $JDLQ��VXFK�D�UHFRQVWUXFWLRQ�GRHV�QRW��UXOH�RXW�WKH�SRVVLELOLW\�RI�FRVW�EHQHILW�FDOFXODWLRQ�E\�DFWRUV�LQ�D� JLYHQ� SROLWLFDO� PDUNHW�� � +RZHYHU�� LW� FHUWDLQO\� OHDYHV� QR� SODFH� IRU� GHULYLQJ� WKHVH� DFWRUV
�XWLOLW\� DQG� UHDFWLRQ� IXQFWLRQV VROHO\ RQ� WKH� EDVLV� RI� JHQHUDO� SRVWXODWHV� OLNH� LQIRUPDWLRQDO�DV\PPHWU\�� PRUDO� KD]DUG�� ULVN� DYHUVLRQ�� VWUDWHJLF� PLVUHSUHVHQWDWLRQ�� DQG� VR� RQ�� ,QVWHDG��FRQMHFWXUHV�UHJDUGLQJ� WKH�UHDVRQV�EHKLQG� WKH�SROLWLFDO�FKRLFHV�RI�FRQFUHWH�DFWRUV�KDYH�WR�EH�PDGH�� ILUVW� DQG� IRUHPRVW�� E\� WDNLQJ� LQWR� DFFRXQW�ZK\ WKHVH� DFWRUV� HQWHUHG�D�JLYHQ�SROLWLFDO�PDUNHW�LQ�WKH�ILUVW�SODFH��KRZ WKH\�ZHQW�DERXW�HQWHULQJ�LW��DQG�ZKR�HOVH LV�LQ�LW�ZLWK�WKHP�3'96$�LV�D�JRRG�FDVH�ZLWK�ZKLFK�WR�LOOXVWUDWH�WKH�VRXQGQHVV�RI�WKLV�DSSURDFK���7KH�9HQH]XHODQ�12&�DSSHDUV�DV�DOPRVW�WKH�H[DFW�RSSRVLWH�RI�ZKDW�UDWLRQDOLVW�XWLOLWDULDQ�PRGHOV�VD\� LW� VKRXOG� EH�� D� PDUNHW�UHVSRQVLYH� DQG� UHDVRQDEO\� ZHOO�PDQDJHG� FRPSDQ\� WKDW� KDV�SURYHQ�YHU\� UHVLVWDQW� WR�SROLWLFDO�SHQHWUDWLRQ�DQG�FDSWXUH��FKDUDFWHULVWLFV� WKDW�DSSHDU�DOO� WKH�PRUH�UHPDUNDEOH�JLYHQ�WKH�JRYHUQPHQW
V�SURQHQHVV�WR�LQWHUIHUH�LQ�RLO�LQGXVWU\�DIIDLUV��DQG�WKH�IDFW�WKDW�WKH�9HQH]XHODQ�SROLW\�LV�H[WUHPHO\�FRUUXSW������7KLV�FRXQWHULQWXLWLYH�HQWUHSUHQHXULDO�HIILFLHQF\��ZKLFK� LQ� IDFW� FRQVWLWXWHV� WKH� FRUQHUVWRQH�RI�3'96$
V� FRUSRUDWH� VHOIKRRG���� FDQ�RQO\� EH� H[SODLQHG� DQG� XQGHUVWRRG� WKURXJK� D� UHFRQVWUXFWLRQ� RI� WKH� PDQQHU� LQ� ZKLFK� WKH�FROOHFWLYH�LGHQWLW\�RI�LWV�PDQDJHUV�DQG�HPSOR\HHV�ZDV�IRUJHG�LQ�WKH�FUXFLEOH�RI�9HQH]XHODQ�RLO�SROLF\�EHIRUH��GXULQJ��DQG�DIWHU�WKH�SURPXOJDWLRQ�RI�WKH�1DWLRQDOLVDWLRQ�/DZ�LQ��������7KH�UHPDLQGHU�RI�WKLV�FKDSWHU�ZLOO�EH�GHGLFDWHG�WR�WKLV�UHFRQVWUXFWLRQ��ZKLFK�VKDOO�LQ�WXUQ�EH�WKH�EDVLV�IRU�RXU�LQVWLWXWLRQ�FHQWUHG�DQDO\VLV�RI�3'96$
V�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH������:K\�'LG�WKH�9HQH]XHODQ�6WDWH�7DNH�2YHU�WKH�2LO�,QGXVWU\"2QH� RI� WKH� DLPV� RI� /HQLQ
V� DQDO\VLV� RI� WKH� DJUDULDQ� SURJUDPPH� RI� WKH� 5XVVLDQ� VRFLDO�GHPRFUDWV�ZDV�WR�KLJKOLJKW�WKH�FRQFHSWXDO�HUURU�FRPPLWWHG�E\�WKRVH�ZKR�HTXDWHG�ODQG�UHIRUP��L�H��WKH�VXEVWLWXWLRQ�RI�IHXGDO�E\�FDSLWDOLVW�UHODWLRQV�RI�SURGXFWLRQ�LQ�WKH�DJULFXOWXUDO�VHFWRU��
� 5XVFRQL������������5XVFRQL�� ������ ���� � $V� 3L]]RUQR� REVHUYHV�� �LW� LV� QRW� SRVVLEOH� WR� KDYH� D� FRQFHSW� RI� XWLOLW\� ZLWKRXW�LPSO\LQJ� WKH� LQWHUVXEMHFWLYH� UHFRJQLWLRQ� RI� WKH� YDOXHV� ZKLFK� OHDG� WR� LW� >EHFDXVH@� WKH� SURFHVVHV� RI�VDWLVIDFWLRQ� RI� QHHGV� YDU\� DFFRUGLQJ� WR� WKH� GLYHUVH� FROOHFWLYH� LGHQWLWLHV� RI� WKRVH� ZKR� VXVWDLQ� RU�UHFRJQL]H�WKHVH�QHHGV���LELG��������7KH�3HWUROHXP�(FRQRPLVW FRPPLVVLRQV�DQ�DQQXDO�SROO�DVNLQJ�ZKLFK�12&�LV�WKH�PRVW�HIILFLHQW�RI�DOO��DQG�3'96$�KDV�WRSSHG�WKH�OLVW�RQ�HYHU\�RFFDVLRQ���9HQH]XHOD�SODFHG�DERXW�WZHQWLHWK�IURP�ERWWRP�LQ�D�UHFHQW�VXUYH\�RI�PRUH�WKDQ�����FRXQWULHV�DLPHG�DW�ILQGLQJ�ZKLFK�FRXQWULHV�ZHUH�WKH�OHDVW�FRUUXSW���6HH�8UEDQHMD��������������



��
ZLWK� WKH�GLVWULEXWLRQ�RI� ODQG�DPRQJ� WKH�SHDVDQWV�� �/HQLQ DVVHUWHG� WKDW�FDSLWDOLVP�KDG� WDNHQ�URRW� LQ� WKH� 3UXVVLDQ� FRXQWU\VLGH� ZLWKRXW� DQ\� VXFK� GLVWULEXWLRQ� DQG� SRLQWHG� RXW� WKDW�� HYHQ�WKRXJK� ODQG� GLVWULEXWLRQ� DV� VXFK�ZDV� D� KLJKO\� GHVLUDEOH� JRDO�� LW�ZDV� SHUIHFWO\� SRVVLEOH� IRU�5XVVLD�WR�IROORZ�D�SDWK�RI�GHYHORSPHQW VLPLODU�WR�3UXVVLD
V��LQGHHG��KH�VKRZHG�WKDW�WKLV�ZDV�WKH�JRDO�RI�6WRO\SLQ
V�SROLFLHV���� 7KH�GLGDFWLF�WKUXVW�RI�/HQLQ
V�DUJXPHQW��WKHQ��ZDV�WKDW�RQH�VKRXOG� EH� ZDU\� OHVW� LGHRORJLFDO� SUHIHUHQFHV� PLVOHDG� RQH� LQWR� FRQIODWLQJ� WKH� XOWLPDWH�REMHFWLYH�UHVXOW�RI�D�SROLWLFDO�SURFHVV�OLNH�DJUDULDQ�UHIRUP�ZLWK�DQ\�RQH�RI�WKH�GLVSDUDWH�ZD\V�WKDW�PD\�EULQJ�DERXW�WKLV�REMHFWLYH�UHVXOW���7KLV�PHVVDJH�LV�RI�JUHDW�UHOHYDQFH�IRU�WKH�VWXG\�RI�WKH� LQVWLWXWLRQDO�HYROXWLRQ�RI� WKH�9HQH]XHODQ�RLO� LQGXVWU\�EHFDXVH�� LQ�RXU�RSLQLRQ� DOO� WKRVH�ZKR� PDLQWDLQ� WKDW� WKH� 1DWLRQDOLVDWLRQ� /DZ� LV� WKH� XOWLPDWH� H[SUHVVLRQ� RI� WKH� 9HQH]XHODQ�JRYHUQPHQW
V�ORQJ�KHOG�FRQYLFWLRQ�WKDW��GHFLVLRQV�DERXW�RSHUDWLQJ�WKH�LQGXVWU\�ZHUH�SROLWLFDO�GHFLVLRQV� WKDW� VKRXOG�EH�PDGH�E\�D� VRYHUHLJQ�QDWLRQ��QRW�HFRQRPLF�GHFLVLRQV� WKDW�FRXOG�EH�OHIW� WR� D� IRUHLJQ� LQYHVWRU��� DUH� FRQIODWLQJ� WKH� ORQJ�WHUP� SROLF\� REMHFWLYH� ZKLFK� WKH�9HQH]XHODQ� JRYHUQPHQW� VXFFHVVIXOO\� DFKLHYHG� LQ� ������� �L�H�� WKH�PD[LPLVDWLRQ� RI� RLO� UHQW�WKURXJK�WKH�WRWDO�DQG�PLQXWH�FRQWURO�RI�WKH�RSHUDWLRQV�RI�WKH�RLO�LQGXVWU\����ZLWK�WKH�FRQFUHWH�PHDVXUHV� WKDW� WKH�3pUH]�DGPLQLVWUDWLRQ�ZDV�IRUFHG�WR�WDNH�LQ��������LQ�RUGHU�WR�FRQVROLGDWH�WKLV� DFFRPSOLVKPHQW� �L�H�� WKH� WDNHRYHU� RI� WKH� RLO� LQGXVWU\� E\� WKH� VWDWH� DV� ODLG� GRZQ�E\� WKH�1DWLRQDOLVDWLRQ�/DZ��7KH�IDFW�WKDW�PRVW�REVHUYHUV�DQG�FRPPHQWDWRUV�RI�9HQH]XHODQ�RLO�DIIDLUV�PLVWDNHQO\�FRQIXVH� WKHVH� WZR� TXLWH� VHSDUDWH� WKLQJV� LV� D� UHIOHFWLRQ� RI� WKH� ORQJ� VKDGRZ� FDVW� E\� WKH�FRQFHSWLRQ�RI�WKH�SROLWLFDO�HFRQRP\�RI�9HQH]XHODQ�RLO�SRSXODULVHG�E\�%HWDQFRXUW�DQG�3pUH]�$OIRQ]R�� � $FFRUGLQJ� WR� WKLV� SHUVSHFWLYH�� WKH� QDWLRQDOLVDWLRQ� RI� WKH� RLO� LQGXVWU\� EHFDPH� DQ�DVSLUDWLRQ�IRU�GHPRFUDWLFDOO\�PLQGHG�SROLWLFLDQV�HYHQ�EHIRUH�WKH�EHJLQQLQJ�RI�WKH�WULHQLR �WKH�EULHI�VSHOO�RI�GHPRFUDWLF�JRYHUQPHQW�EHWZHHQ�WKH�PLOLWDU\�GLFWDWRUVKLSV�RI�0HGLQD�$QJDULWD�DQG�3pUH]�-LPpQH]���EHFDXVH� LW�ZDV�VHHQ�DV� WKH�RQO\�PHDVXUH�ZKLFK�FRXOG�SXW� WR�ULJKWV� WKH�GLVDVWURXV� SHWUROHXP� OHJDF\� RI� 9HQH]XHOD
V� DXWKRULWDULDQ� UHJLPHV�� �D� VLWXDWLRQ� RI��H[DJJHUDWHG� YXOQHUDELOLW\� DQG�GHSHQGHQFH� �� �� �� >WRZDUGV� DQ� LQGXVWU\� GRPLQDWHG@� E\� IRUHLJQ�LQYHVWRUV� LQ� FDKRRWV�ZLWK� FUHROH� RSSRUWXQLVWV���ZKR� WKRXJKW� QRWKLQJ� RI� IXQFWLRQLQJ� �DV� WKH�DGYDQFH�JXDUG�RI�LPSHULDOLVP�WR�������SURPRWH�WKH�GHVSROLDWLRQ�RI�WKH�PDLQ�HFRQRPLF�UHVRXUFHV�RI�DOO�9HQH]XHODQV���� ,Q�WKH�ZRUGV�RI�%HWDQFRXUW���WKH�GHVLGHUDWXP IRU�9HQH]XHOD��DQG�WKH�XOWLPDWH�DVSLUDWLRQ�RI�DOO�9HQH]XHODQ�SDWULRWV��>ZDV@�WKH�QDWLRQDOLVDWLRQ�RI�WKH�>RLO@�LQGXVWU\���EHFDXVH�RQO\�WKH�VWDWH
V�DVVXPSWLRQ�RI�FRQWURO�RYHU�RLO�SURGXFWLRQ�ZRXOG��OLEHUDWH�WKH�FRXQWU\�IURP� WKH� SUHVHQFH� LQ� LWV� VRLO� RI� DJJUHVVLYH� SROLWLFDO� DQG� HFRQRPLF� IRUHLJQ� IRUFHV����� DQG�
��/HQLQ���������5DQGDOO�������������$V�&RURQHO������������VD\V���IRU�DOO�SUDFWLFDO�SXUSRVHV��WKH�9HQH]XHODQ�RLO�LQGXVWU\�ZDV�LQ�WKH�KDQGV�RI�WKH�VWDWH�E\���������3pUH]�$OIRQ]R��������������������%HWDQFRXUW�����������������
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HQDEOH� WKH� JRYHUQPHQW� WR� �SURPRWH� JHQHUDO� HFRQRPLF� GHYHORSPHQW� DW� D� PHDVXUHG� SDFH��ZLWKRXW� EUXVTXH� FKDQJHV���� +RZHYHU�� %HWDQFRXUW� FODLPHG� WKDW� WKLV� JRDO� FRXOG� QRW� EH� DV�DJJUHVVLYHO\�SXUVXHG�LQ�9HQH]XHOD�DV�LW�KDG�EHHQ�LQ�0H[LFR�EHFDXVH��JLYHQ�WKH�RYHUZKHOPLQJ�GHSHQGHQFH�RI�KLV�FRXQWU\�WRZDUGV�RLO� LQFRPH���QDWLRQDOLVLQJ�>SUHPDWXUHO\@�WKH�RLO� LQGXVWU\�E\� GHFUHH�ZRXOG� KDYH� DPRXQWHG� WR� D� VXLFLGDO� FDUWZKHHO� LQ� VSDFH���� 7KXV�� LQ� WKH� 
RIILFLDO�KLVWRU\
�RI�9HQH]XHODQ�RLO��WKH�ORQJ�SHULRG�RI�WLPH�ZKLFK�KDG�WR�HODSVH�EHIRUH�WKH�QDWLRQDOLVDWLRQ�RI�WKH�LQGXVWU\�ILQDOO\�EHFDPH� D� UHDOLW\� LV� SUHVHQWHG� DV� D� FRQVHTXHQFH� RI� WKH� IDFW� WKDW� WKH� SRVW�3pUH]� -LPpQH]�GHPRFUDWLF�9HQH]XHODQ�DGPLQLVWUDWLRQV��VWDUWLQJ�ZLWK�%HWDQFRXUW
V��ZHUH�IRUFHG�WR�GLVPDQWOH�WKH�DQFLHQ�UpJLPH SLHFHPHDO��E\�PHDQV�RI�D�FDXWLRXV�VWUDWHJ\�SUHGLFDWHG�RQ�3pUH]�$OIRQ]R
V�ZHOO�NQRZQ� �RLO� SHQWDJRQ��� WKH� SUHHPSWLRQ� RI� DQ\� IXUWKHU� LQYROYHPHQW� E\� IRUHLJQ� RLO�FRPSDQLHV� LQ�RLO�SURGXFWLRQ�DFWLYLWLHV� LQ�9HQH]XHOD� WKURXJK� WKHLU�GHILQLWLYH�H[FOXVLRQ�IURP�DOO� WKRVH�SURVSHFWLYH�DUHDV�WKDW�WKH\�GLG�QRW�KROG�XQGHU�FRQFHVVLRQ�DOUHDG\��WKH�SULQFLSOH�RI�
QR�PRUH� FRQFHVVLRQV
��� WKH� FRQVWDQW� VHDUFK� IRU� D�PRUH� HTXLWDEOH� GLVWULEXWLRQ� RI� RLO� SURILWV�WKURXJK� WKH� FDUHIXO� ILVFDOLVDWLRQ� RI� WKH� FRPPHUFLDO� DFWLYLWLHV� RI� WKH� FRQFHVVLRQDLUHV� �WKH�SULQFLSOH�RI�
UHDVRQDEOH�SDUWLFLSDWLRQ
���WKH�FXUELQJ�RI�WKH�ZDVWHIXO�SURGXFWLRQ�SUDFWLFHV�RI�WKH�RLO� FRPSDQLHV� WKURXJK� WKH� FUHDWLRQ� RI� D� UHJXODWRU\� ERG\� WDVNHG� ZLWK� PRQLWRULQJ� RLO�SURGXFWLRQ�DQG�PDUNHWLQJ��&RPLVLyQ�&RRUGLQDGRUD�GH�OD�&RQVHUYDFLyQ�\�HO�&RPHUFLR�GH�ORV�+LGURFDUEXURV��RU�&&&&+���WKH�HVWDEOLVKPHQW�RI�D�JHQXLQHO\�9HQH]XHODQ�SUHVHQFH�LQ�WKH�RLO�VHFWRU�WKURXJK�WKH�FUHDWLRQ�RI�D�QDWLRQDO�RLO�FRPSDQ\��&RUSRUDFLyQ�9HQH]RODQD�GHO�3HWUyOHR��RU� &93�� WKDW� ZRXOG� EH� WDVNHG� ZLWK� DOO� H[SORUDWLRQ� DQG� SURGXFWLRQ� DFWLYLWLHV� LQ� DUHDV� QRW�FRYHUHG�E\�FRQFHVVLRQV��DQG�ILQDOO\�� WKH�SXUVXLW�RI� 
IDLU
� LQWHUQDWLRQDO�SULFHV�IRU�9HQH]XHODQ�RLO�WKURXJK�WKH�FRXQWU\
V�DFWLYH�SDUWLFLSDWLRQ�LQ�23(&���,W� LV� EH\RQG� WKH� VFRSH� RI� WKLV� VWXG\� WR� SUHVHQW� D� GHWDLOHG� DFFRXQW� RI� WKH� PDQ\�IDOODFLHV��IDEULFDWLRQV�DQG�LQDFFXUDFLHV�ZKLFK�WKLV�LQWHUSUHWDWLRQ�RI�WKH�LQVWLWXWLRQDO�HYROXWLRQ�RI�9HQH]XHOD
V�RLO� LQGXVWU\�FRQWDLQV��� 1HYHUWKHOHVV�� WR�HQDEOH�WKH�UHDGHU� WR�XQGHUVWDQG�WKH�VXEWOH� GLVWLQFWLRQ� EHWZHHQ� WKH� QDWLRQDOLVDWLRQ� DQG� WKH� VWDWH� WDNHRYHU� RI� WKH�9HQH]XHODQ� RLO�LQGXVWU\�� ZH� KDYH� WR� GLVVHFW� WKH� PDLQ� SUHPLVHV� RI� %HWDQFRXUW
V� GRFWULQDO� SRVLWLRQ�� � 7KLV�H[HUFLVH�ZLOO�PDNH�LW�FOHDU��ILUVWO\��WKDW�WKH�QDWLRQDOLVDWLRQ�RI�WKH�LQGXVWU\�DORQJ�0H[LFDQ�OLQHV�ZDV�GHILQLWHO\�QRW�WKH�ORQJ�WHUP�REMHFWLYH�RI�WKH�
RLO�SHQWDJRQ
�DQG�VHFRQGO\��WKDW�WKH�FRQWHQWV�RI�WKH�%HWDQFRXUW�3pUH]�$OIRQ]R�
UDGLFDO
�RLO�SROLF\�LQ�IDFW�DPRXQWHG�WR�QRWKLQJ�PRUH�WKDQ�WKH�ORJLFDO�FRQWLQXDWLRQ�� DOEHLW�LQ�DQ�H[WUHPH�IRUP�� RI�WKH�UHQWLVWLF�SROLFLHV�SXUVXHG�E\�SUHYLRXV�

��,ELG���������%HWDQFRXUW��TXRWHG�E\�8UEDQHMD��������������6HH�3pUH]�$OIRQ]R��������SDVVLP���)RU�WKLV��WKH�UHDGHU�LV�UHIHUUHG�WR5XSWXUD��������5LYHUR��������0RPPHU�������



��

DQWL�SDWULRWLF
� 9HQH]XHODQ� DGPLQLVWUDWLRQV�� �+HUH� WKHQ� DUH� WKH�PDLQ� RLO�UHODWHG� SUHPLVHV� RI�ZKDW�8UEDQHMD�FDOOV�WKH�SROLWLFDO�SURJUDPPH�RI�9HQH]XHODQ�GHPRFUDF\���D�� 7KH� GHPRFUDWLF� SURJUDPPH� SXUVXHG� D�PRUH� QDWLRQDOLVWLF� DJHQGD� DQG� KHQFH�ZDV� DEOH� WR�VHFXUH� D� EHWWHU�GHDO� IRU� WKH� VWDWH� LQ� WHUP�RI�SDUWLFLSDWLRQ� WKH� FRXQWU\
V�RLO� H[SRUW� UHYHQXHV�,PSOLFLW�LQ�WKH�SULQFLSOH�RI�
UHDVRQDEOH�SDUWLFLSDWLRQ
�LV�WKH�QRWLRQ�WKDW�WKH�ILVFDO�SDUWLFLSDWLRQ�REWDLQHG�E\�9HQH]XHOD
V�SUH������JRYHUQPHQWV�ZDV�XQUHDVRQDEOH� �L�H�� WRR� ORZ��� �+RZHYHU��DOWKRXJK� LW� FDQQRW� EH� GHQLHG� WKDW� GHPRFUDWLF� DGPLQLVWUDWLRQV� VXFFHVVIXOO\� GHPDQGHG� HYHU�ODUJHU� VKDUHV� RI� WKH� FRQFHVVLRQDLUHV
� UHYHQXHV� DIWHU������� LW� LV�QRW� WUXH� WKDW� WKH\�ZHUH�RQO\�DEOH�WR�GR�VR�EHFDXVH�� XQOLNH�WKHLU�SUHGHFHVVRUV�� WKH\�ZHUH�QRW�EHKROGHQ�WR�SRZHUIXO�IRUHLJQ�LQWHUHVWV���$V�D�PDWWHU�RI�IDFW��WKH�IDFWRU�XOWLPDWHO\�UHVSRQVLEOH�IRU�WKHLU�JUHDW�VXFFHVV�LQ�WKLV�UHJDUG� ZDV� D� SLHFH� RI� OHJLVODWLRQ� SDVVHG� E\� RQH� RI� WKHVH� DGPLQLVWUDWLRQV�� WKH� �����+\GURFDUERQV�/DZ���3pUH]�$OIRQ]R�GLVLQJHQXRXVO\�GLVPLVVHG�WKLV�ODZ�DV�QRWKLQJ�EXW�D�VKDP��EHFDXVH��WKURXJK�WKH�UHODWLYH�VDFULILFH�RI�VPDOO�EHQHILWV�FRQFHGHG�E\�WKH�LQGXVWU\��DQG�RWKHU�DSSDUHQW� DGYDQWDJHV� �� �� � ZKLFK� DQ\� OHJDO� V\VWHP� UHFRJQL]HV� ZLWKRXW� WKH� QHHG� IRU� VSHFLDO�DFFHSWDQFH�� OLNH� �� �� �� VXEPLVVLRQ� WR� WKH� 6WDWH
V� SRZHUV� RI� WD[DWLRQ��� WKH� RLO� FRPSDQLHV� KDG�REWDLQHG�VRPHWKLQJ�ZKLFK�ZDV�PXFK�PRUH�YDOXDEOH���WKH�&/($183�������RI�WKHLU�VLWXDWLRQ�LQ�9HQH]XHOD���� +RZHYHU�� WKRVH�ZKR� VXEVFULEH� WR� WKLV� YLHZ�KDYH� QRW� SRLQWHG� RXW� WKDW�PRVW�RWKHU�23(&�FRXQWULHV�KDG�WR�ZDLW�IRU�WKLUW\�\HDUV��DQG�KDG�WR�QDWLRQDOLVH�WKHLU�UHVSHFWLYH�RLO�LQGXVWULHV�DV�ZHOO��EHIRUH� WKH\�FRXOG�HPXODWH�0HGLQD�$QJDULWD
V�DFKLHYHPHQW�RI�JHWWLQJ� WKH�RLO�PDMRUV� WR�DJUHH� WKDW�D�VWDWH�ZDV�HQWLWOHG� WR�GHPDQG�WKH�SD\PHQW�RI� LQFRPH�WD[�DW�D�UDWH�GHWHUPLQHG�E\�WKH�VRYHUHLJQ �L�H��XQLODWHUDO��GHFLVLRQ�RI�LWV�OHJLVODWLYH�SRZHU��RYHU�DQG�DERYHUHQW�SD\PHQWV�VSHFLILHG�LQ�FRQFHVVLRQ�FRQWUDFWV��7KDW�LV�ZK\�%HWDQFRXUW
V�DFFXVDWLRQ�WKDW�WKH�0HGLQD�$QJDULWD�UHJLPH��ZHOFRPHG�WKH�WKHVLV�RI�SHWUROHXP�UHIRUP�LQ�RUGHU�WR�JHOG�LW��� IRU�WKH�EHQHILW�RI�WKH�IRUHLJQ�RLO�FRPSDQLHV�GR�QRW�KROG�DQ\�ZDWHU���2I�FRXUVH��OLNH�DOO�VXFFHVVIXO�FRPSURPLVHV��WKH������/DZ�KDG�VRPHWKLQJ�WR�RIIHU�IRU�ERWK�VLGHV��DQG�LW�FDQQRW�EH�VDLG�WKDW�WKH� RLO� FRPSDQLHV� FDPH� DZD\� IURP� WKH� QHJRWLDWLQJ� WDEOH� HPSW\�KDQGHG�� WKHLU� YDOXDEOH�FRQFHVVLRQV�ZHUH�H[WHQGHG�E\����\HDUV��WKH�VRPHZKDW�PXGGOHG�OHJDO�VLWXDWLRQ�RI�WKHLU�WLWOHV�DQG�DFTXLUHG�ULJKWV�ZDV�FODULILHG�XQDPELJXRXVO\��DQG�WKH\�ZHUH�VSDUHG�WKH�HPEDUUDVVPHQW�RI�DQRWKHU� PDVVLYH� SROLWLFDO� IUDFDV� MXVW� ILYH� \HDUV� DIWHU� WKHLU� LQWUDQVLJHQFH� KDG� OHG� WKHP� WR�
��8UEDQHMD� �����������GHILQHV�D�SROLWLFDO�SURJUDPPH�DV�D��VHW�RI�GLDJQRVHV�DQG�SURJQRVHV�DERXW� �� �� �VRFLHW\�� IURP�ZKLFK� LV� GHULYHG� D� FHUWDLQ� SURSRVLWLRQ� DERXW� WKH� IRUP�ZKLFK� WKH� SROLWLFDO� RUGHU� KDV� WR�DGRSW�DQG�RQ�WKH�WDVNV�ZKLFK�WKRVH�WKDW�KROG�SROLWLFDO�SRZHU�KDYH�WR�IXOILOO����7KLV�DXWKRU�FRQVLGHUV�WKDW�WKUHH� VXFK� SURJUDPPHV� KDYH� KHOG� VZD\� LQ�9HQH]XHOD� VLQFH� WKH� GD\V� RI� LWV� FRQVROLGDWLRQ� DV� D� QDWLRQ�VWDWH�� �WKH� OLEHUDO� SURJUDPPH�� ZKLFK� SUHGRPLQDWHG� WKURXJKRXW� WKH� ODVW� FHQWXU\�� WKH� SRVLWLYLVW�SURJUDPPH�� ZKLFK� SUHGRPLQDWHG� WKURXJKRXW� WKH� ILUVW� IRUW\� ILYH� \HDUV� RI� WKLV� FHQWXU\�� DQG� WKH�GHPRFUDWLF� SURJUDPPH�� ZKLFK� GRPLQDWHV� 9HQH]XHODQ� SROLWLFDO� OLIH� IURP� ����� RQZDUGV�� �LELG��� ����LWDOLFV�LQ�RULJLQDO����3pUH]�$OIRQ]R���������������%HWDQFRXUW��RS��FLW���������
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GLVDVWHU�LQ�0H[LFR��� +RZHYHU��WKHUH�FDQ�EH�QR�GRXEW�DV�WR�ZKLFK�SDUW\�ZDV�WKH�UHDO�ZLQQHU�RI�WKH����� FRPSURPLVH��WKH�9HQH]XHODQ�VWDWH�SXVKHG�WKURXJK�D�QHDUO\�WZR�IROG�LQFUHDVH�LQ�UR\DOW\� SD\PHQWV�� REWDLQHG� DVVXUDQFHV� DERXW� WKH� FRQVWUXFWLRQ� RI� KXJH� UHILQHULHV� LQ� WKH�3DUDJXDQi��HUHFWHG�D�OHJDO�DQG�HFRQRPLF�IUDPHZRUN�IRU�WKH�RLO�LQGXVWU\�ZKLFK�ZDV�WKH�FRS\�RI� WKH�EHVW�SUDFWLFHV� LQ� WKH�86�� DQG��PRVW� LPSRUWDQW�RI�DOO���DFKLHYHG�D�VSHFLILHG�UHQW�DQG�ILVFDO�SDUWLFLSDWLRQ�������>E\@�PDNLQJ�OHJLWLPDWH�XVH�RI�LWV�FRQGLWLRQ�RI�VRYHUHLJQ�3RZHU��>WKXV�RSHQLQJ@� WKH� SRVVLELOLW\� RI� >XQLODWHUDOO\@� LQFUHDVLQJ� ERWK� UHQW� DQG SDUWLFLSDWLRQ� DW� DQ\�PRPHQW��LQ�WKH�IXWXUH��� 7KLV�SRVVLELOLW\�ZDV�ODWHU�H[SORLWHG�WR�WKH�IXOO�E\�WKH�QDWLRQDOLVWLF�DSRVWOHV�RI� 
UHDVRQDEOH�SDUWLFLSDWLRQ
�� DOWKRXJK� WKH\�ZRXOG�QHYHU� DFNQRZOHGJH� WKHLU�GHEW� WR�WKH�NH\������OHJLVODWLRQ�E��7KH� GHPRFUDWLF� SURJUDPPH�SXW� DQ� HQG� WR� WKH� VTXDQGHULQJ� RI�9HQH]XHODQ�RLO� UHVRXUFHV�2QH�RI�WKH�NH\�DUWLFOHV�RI�IDLWK�RI�WKH�GHPRFUDWLF�SURJUDPPH�LV�WKDW��EHIRUH�WKH�DGRSWLRQ�RI�WKH� 
RLO� SHQWDJRQ
�� WKH� H[SORLWDWLRQ� RI� 9HQH]XHOD
V� RLO� ��DQ� H[KDXVWLEOH� UHVRXUFH� >WKDW�FRQWLQXDOO\� EHFDPH@� GHDUHU� WR� ILQG� DQG�SURGXFH� �� �� �>DQG�ZKLFK@� WKH�QHHGV�RI�SURJUHVV� �� �� �GHPDQG>HG@� LQ� HYHU�JUHDWHU�TXDQWLWLHV�����ZDV�FDUULHG�RXW� LQ�DFFRUGDQFH�ZLWK� LUUDWLRQDO�DQG�VKRUW�WHUPLVW�REMHFWLYHV�WKDW�RQO\�EHQHILWHG�IRUHLJQ�RLO�FRPSDQLHV�DQG�FRQVXPHUV��DQG�D�YHU\�VPDOO�SULYLOHJHG�HOLWH�ZLWKLQ�9HQH]XHOD���7KH�FUX[�RI�WKLV�DFFXVDWLRQ�RI�ZDVWHIXOQHVV�ZDV�WKDW�WKH�FRXQWU\�ZDV�LPSURYLGHQWO\�WKURZLQJ�DZD\�LWV�SUHFLRXV�HQGRZPHQW�E\�JHQHUDWLQJ��WKURXJK�LWV� UDSLG� RLO� SURGXFWLRQ�� ILQDQFLDO� UHVRXUFHV� LQ� H[FHVV� RI� ZKDW� WKH� QRQ�RLO� HFRQRP\� FRXOG�SURGXFWLYHO\� LQYHVW�� �7KLV� LPSHUDWLYH� WR� GHSOHWH� RQO\� DV�PXFK�RLO� UHVHUYHV� DV� WKH� HFRQRP\�FRXOG�DEVRUE�VXSSRVHGO\�OD\�EHKLQG�WZR�RI�WKH�FRPSRQHQWV�RI�WKH�
RLO�SHQWDJRQ
��WKH�QRW�YHU\�VXFFHVVIXO� &&&&+�� DQG� WKH� PXFK� PRUH� VLJQLILFDQW� SULQFLSOH� RI� 
QR� PRUH� FRQFHVVLRQV
���2EYLRXVO\��WKH�WUDLQ�RI�WKRXJKW�XQGHUO\LQJ�WKLV�LPSHUDWLYH�� WKDW�9HQH]XHOD�ZRXOG�
UXQ�RXW�RI�RLO
�EHIRUH�LW�KDG�KDG�WKH�FKDQFH�WR�PDNH�DGHTXDWH�SURYLVLRQV�IRU�D�IXWXUH�ZLWKRXW�WKLV�VRXUFH�RI�ZHDOWK�� LV�RSHQ�WR�FULWLFLVP�RQ�WKH�JURXQGV�WKDW��VLQFH�PLQHUDO�UHVHUYHV�DUH�DQ�LQYHQWRU\�WKDW�KDV� WR�EH�UHSOHQLVKHG� WKURXJK�LQYHVWPHQW�� WKH�TXDQWLW\�RI�DQ\�PLQHUDO�UHPDLQLQJ�LQ�WKH�VXEVRLO�DW�D�JLYHQ�SRLQW�LQ�WLPH�LV�VRPHZKDW�RI�DQ�LUUHOHYDQW�IDFW���+RZHYHU��WKLV�FULWLFLVP�LVQRW�VWULFWO\�UHOHYDQW�WR�RXU�DQDO\VLV�EHFDXVH��LQ�IDFW��WKHVH�HOHPHQWV�RI�WKH�
RLO�SHQWDJRQ
�KDG�QRWKLQJ� WR� GR� ZLWK� D� FRQVHUYDWLRQLVW� YRFDWLRQ� DQG� ZHUH� PHDQW�� LQVWHDG�� WR� IDFLOLWDWH� WKH�H[WUDFWLRQ� RI� KLJKHU� UHQW� SD\PHQWV� IURP� SUHVHQW� DQG� SURVSHFWLYH� WHQDQWV� WKURXJK� WKH�UHVWULFWLRQ�RI�DFFHVV�WR�WKH�RLO�HQFODYH���6XFK�UHVWULFWLRQV�ZHUH�QRWKLQJ�QHZ�LQ�9HQH]XHODQ�RLO�SROLF\��WKH�VXSSRVHGO\�UDGLFDO�
QR�PRUH�FRQFHVVLRQV
�SULQFLSOH�ZDV�DQ�H[WUHPH�PDQLIHVWDWLRQ�
��0HGLQD�$QJDULWD�KDG�LQGLFDWHG�XQDPELJXRXVO\�WKDW�KH�ZRXOG�QRW�VK\�DZD\�IURP�D�VKRZGRZQ�ZLWK�WKH�FRPSDQLHV�� DQG� WKH�86�JRYHUQPHQW� LQWHUYHQHG� LQ� WKH�GLVSXWH�DQG� WROG� WKH�FRPSDQLHV� WKDW� LW�H[SHFWHG�WKHP�WR�DFFHSW�WKH�WHUPV�RIIHUHG�E\�0HGLQD���,Q� WHUPV� RI� VXFK� DVSHFWV� DV� UR\DOW\� SD\PHQWV�� VXUIDFH� UHQWDOV� DQG� WKH� OLNH�� WKH�+\GURFDUERQV� /DZ�IROORZHG�YHU\�FORVHO\�WKH�SDWWHUQV�RI�OHDVHV�RQ�IHGHUDO�ODQGV�LQ�WKH�86���5XSWXUD��RS��FLW���������3pUH]�$OIRQ]R�����������
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RI� UHVWULFWLYH�SUDFWLFHV�ZKLFK�KDG�DOUHDG\�EHHQ�DSSOLHG� WR�JUHDW� HIIHFW�E\�/ySH]�&RQWUHUDV��0HGLQD� $QJDULWD� �DQG� HYHQ� 3pUH]� -LPpQH]���� ,Q� RWKHU� ZRUGV�� WKH� DUJXPHQWV� LQYRNHG� E\�GHPRFUDWLF�DGPLQLVWUDWLRQV�WR�MXVWLI\�WKHLU�RLO�SROLF\�PD\�KDYH�EHHQ�QRYHO��WKH�HIIHFWV�RI�WKH�PHDVXUHV�WKHVH�DGPLQLVWUDWLRQV�DGRSWHG�PLJKW�KDYH�EHHQ�PRUH�SURQRXQFHG��EXW�WKH�DQLPDWLQJ�VSLULW RI� WKHVH�PHDVXUHV� FRQWLQXHG� WR� EH�� DV� LQ� WKH� SDVW�� WKH�PD[LPLVDWLRQ� RI� JURXQG� UHQW��&RQVLGHU� D� NH\� SDVVDJH� LQ� %HWDQFRXUW
V� ERRN� 9HQH]XHOD�� 3ROtWLFD� \� 3HWUyOHR�� ZKHUH�FRQVHUYDWLRQ�DQG�ILVFDO�LQFRPH DUH�GLVFXVVHG�WRJHWKHU�LW�LV�SHUIHFWO\�SRVVLEOH�WR�GLPLQLVK WKH�RXWSXW�IURP�9HQH]XHODQ�ZHOOV�DQG�WR�LQFUHDVHWKH�1DWLRQ
V� LQFRPH�� �7KH� UHGXFWLRQ�RI�SURGXFWLRQ�� WRJHWKHU�ZLWK�D� UHDGMXVWPHQW� LQ�WKH� QDWLRQDO� SDUWLFLSDWLRQ� LQ� WKH� UHWXUQV� RI� WKH� LQGXVWU\�� ZRXOG� GHWHUPLQH� WZR�RXWFRPHV�����ZH�ZRXOG�PDNH�VDYLQJV�RI�QDWXUDO�QRQ�UHFXSHUDEOH� ULFKHV��DQG���� WKH�7UHDVXU\
V� LQFRPH� DQG� WKH� YROXPH� RI� RXU� SXUFKDVHV� DEURDG� ZRXOG� QRW� VXIIHU� DQ\�GHQW���7KHVH� OLQHV� FOHDUO\� UHYHDO�ZKHUH�%HWDQFRXUW
V� WUXH� SULRULWLHV� OD\��$V�%DSWLVWD� DQG�0RPPHU�REVHUYH�� DIWHU� KDYLQJ� WDNHQ� D� ERZ� LQ� WKH� ODXGDEOH� GLUHFWLRQ� RI� WKULIW� DQG� PRGHUDWLRQ��%HWDQFRXUW�FDPH�RXW�LQ�WKH�RSHQ�DQG�UHDFKHG��WKH�FRQFOXVLRQ�WKDW�UHQW�>ZDV@�UHODWLYHO\�ORZ��DQG�WKDW�ZKDW�UHDOO\�>KDG@�WR�EH�GRQH�>ZDV@�WR�LQFUHDVH�LWV PDJQLWXGH����F��7KH�GHPRFUDWLF�SURJUDPPH�VRXJKW�WR�FXUE�WKH�LQIOXHQFH�ZKLFK�IRUHLJQ�RLO�FRPSDQLHV�KDG�RQ� WKH� HFRQRPLF� OLIH� RI� WKH� FRXQWU\� $FFRUGLQJ� WR� %HWDQFRXUW� DQG� 3pUH]� $OIRQ]R�� WKHLU�QDWLRQDOLVW�RLO�SROLF\�GLIIHUHG�IURP�WKRVH�RI�LWV�SUHGHFHVVRUV�LQ�WKDW�LW�PDLQWDLQHG�WKDW�RLO�ZDV�WRR� LPSRUWDQW� D� PDWWHU� WR� EH� OHIW� LQ� WKH� KDQGV� RI� IRUHLJQ� FRPSDQLHV�� EHFDXVH� �D� FRXQWU\�GHVSRLOHG� WR� WKH� H[WUHPH� WKDW� LW� >ORVW@� DQ� DSSUHFLDEOH� SURSRUWLRQ� RI� LWV� *URVV� 7HUULWRULDO�3URGXFW�WKURXJK�WUDQVIHUV�WR�WKH�([WHUQDO�6HFWRU�>L�H��WKH�SURILW�UHPLWWDQFHV�RI�WKH�IRUHLJQ�RLO�PXOWLQDWLRQDOV@��� FRXOG� QRW� EXW� ILQG� VXVWDLQDEOH� HFRQRPLF� GHYHORSPHQW� YHU\� GLIILFXOW� WR�DFKLHYH���$OWKRXJK�WKH�UHVHQWPHQW�RI�WKLV�GXR�DW�WKH�IRUHLJQ�RLO�FRPSDQLHV�ZDV�UHDO�HQRXJK��WKH� REMHFWLYH� DSSUDLVDO� RI� WKHLU� SROLFLHV� DQG� WKRVH� RI� WKHLU� VXFFHVVRUV� VXJJHVWV� ILUVWO\�� WKDW�ZKDW�WKH�9HQH]XHODQ�JRYHUQPHQW�RIILFLDOV�DQG�SROLWLFLDQV�UHDOO\ VHHPHG�WR�WKLQN�ZDV�WKDW�RLO�ZDV� WRR� LPSRUWDQW�D�PDWWHU� WR�EH� OHIW� LQ� WKH�KDQGV�RI� UHQW�PLQLPLVLQJ�FDSLWDOLVW�HQWHUSULVHV�IRUHLJQ� DQG� GRPHVWLF� DOLNH��� DQG� VHFRQGO\�� WKDW� WKHVH� SROLFLHV� DFTXLUHG� WKHLU� ILHUFHO\�
��/ySH] &RQWUHUDV
� RLO�PLQLVWHU�ZURWH� LQ� ������ �IURP� WKH� ILUVW�PRQWKV� RI� ����� RQZDUGV�� WKH� )HGHUDO�([HFXWLYH� GHFLGHG� WR� VXVSHQG� WKH� JUDQWLQJ� RI� QHZ� FRQFHVVLRQV� �� �� �� VR� WKDW� WKH� 1DWLRQ� ZLOO� EH� LQ� D�SRVLWLRQ� WR�JHW� WKH�PRVW�EHQHILWV�RXW�RI� ODQGV�ZKRVH�ZRUWK�KDV�EHFRPH�PRUH�LQWLPDWHO\�>VLF�@�NQRZQ���5XSWXUD��RS�� FLW��� ������ �:KHQ�3UHVLGHQW�0HGLQD� GHFLGHG� WR� UHOD[� WKLV� SROLF\�� KH�PDGH� LW� FOHDU� WKDW�FRPSDQLHV�ZLWKRXW�RSHUDWLRQV�LQ�9HQH]XHOD�ZRXOG�EH�JLYHQ�SUHIHUHQFH�EHFDXVH��LW�ZDV�FRQYHQLHQW�IRU�WKH�FRXQWU\�WR�DWWUDFW�QHZ�SURGXFHUV�VLQFH�������WKH�FRPSHWLWLRQ�WKDW�ZRXOG�GHYHORS�EHWZHHQ�WKHP�ZRXOG�SHUPLW� �� �� � >XV@�WR�GHPDQG�EHWWHU�FRQGLWLRQV�IRU�WKH�JUDQWLQJ�RI�FRQFHVVLRQV���0HGLQD�$QJDULWD��������������%HWDQFRXUW��RS��FLW��������LWDOLFV�LQ�RULJLQDO���%DSWLVWD�DQG�0RPPHU��RS��FLW��������3pUH]�$OIRQ]R����������������7KLV�YLVLRQ�FKRVH�LJQRUH�WKH�IDFW�WKDW��WKDQNV�WR�WKH�KLJK�SURGXFWLYLW\�RI�9HQH]XHOD
V� RLOILHOGV� DQG� WKH� ODUJH� UHQW� HOHPHQW� LQ� WKH� SULFH� RI� RLO�� 9HQH]XHOD� HQMR\HG� WKH� PRVW�IDYRXUDEOH� DEVROXWH� WHUPV� RI� H[FKDQJH� RI� DQ\� FRXQWU\� LQ� WKH� ZRUOG� IRU� D� YHU\� ORQJ� WLPH� �0RPPHU��������



��
QDWLRQDOLVWLF� RYHUWRQHV� ODUJHO\� E\� GHIDXOW�� EHFDXVH� WKH� EXON� RI� 9HQH]XHOD
V� RLO� UHVRXUFHV�KDSSHQHG� WR�EH� LQ� WKH�KDQGV�RI�YHU\� ODUJH�� 
LPSHULDOLVWLF
�RLO�FRPSDQLHV�� �7KHUH� LV�D�ZD\�LQ�ZKLFK� VXFK� FRQFOXVLRQV� FDQ� EH� YDOLGDWHG�� RI� FRXUVH�� DQG� WKDW� LV� WR� DVN� ZKHWKHU� WKH�9HQH]XHODQ�JRYHUQPHQW�ZRXOG�KDYH�DFWHG�DQ\�GLIIHUHQWO\�LI�WKH�FRPSDQLHV�SURGXFLQJ�RLO�LQ�WKH� FRXQWU\� KDG� QRW� KDG� WR� VHQG� ZKDW� 3pUH]� $OIRQ]R� WKHDWULFDOO\� FDOOHG� D� �FRORQLDO� WLWKH��DEURDG�� � )RUWXQDWHO\�� ZH� GR� QRW� KDYH� WR� HQWHU� WKH� UHDOPV� RI� VSHFXODWLRQ� WR� DQVZHU� WKLV�TXHVWLRQ��EHFDXVH�WKHUH�H[LVWHG�D�VPDOO�QXPEHU�RI�ZKROO\�9HQH]XHODQ�FRQFHVVLRQDLUHV�ZKRVH�LQVWUXFWLYHQHVV�LQ�WHUPV�RI�WKH�UHDO�PDLQVSULQJV�RI�9HQH]XHODQ�RLO�SROLF\�LV�GLVSURSRUWLRQDWH�WR� WKHLU� PRGHVW� VL]H� DQG� DPELWLRQV�� � &RQVLGHU� WKH� FDVH� RI� 0LWR� -XDQ�� WKLV� FRQFHVVLRQDLUH��ZKLFK� SURGXFHG� OHVV� WKDQ� �� SHU� FHQW� RI� WKH� FRXQWU\
V� RXWSXW�� SULGHG� LWVHOI� RQ� SOD\LQJ� D��SLRQHHULQJ�UROH�LQ�WKH�9HQH]RODQLVDWLRQ�RI�WKH�LQGXVWU\�����QHYHUWKHOHVV��LW�RSSRVHG�WKH������UHIRUPV� WR� WKH� ,QFRPH� 7D[� /DZ� DQG� WKH� ����� 5HYHUVLRQ� /DZ� �VHH� EHORZ�� RQ� WKH� VDPH�JURXQGV�DV�WKH�IRUHLJQ�FRQFHVVLRQDLUHV���,Q�SURWHVWLQJ�DJDLQVW�WKHVH�PHDVXUHV��0LWR�-XDQ�ZDV�QRW�GRLQJ� WKH�GHYLO
V�ZRUN� �WKH� IRUHLJQ�FRQFHVVLRQDLUHV�KDG�PDQ\�PRUH�SRZHUIXO�DGYRFDWHV�RQ� WKHLU� SD\UROOV��� UDWKHU�� LW�ZDV� MXVW� H[SUHVVLQJ� WKH� IDFW� WKDW� WKH�JRYHUQPHQW
V� UHQW�FHQWUHG�SROLFLHV�ZHUH�PDNLQJ�OLIH�LPSRVVLEOH�IRU�RLO�FDSLWDO��IRUHLJQ�DQG�GRPHVWLF�DOLNH���7KXV��LW�LV�QRW�VXUSULVLQJ�WKDW�ZKHQ�WKH�VWDWH�WDNHRYHU�RI�WKH�LQGXVWU\�ILQDOO\�ZHQW�DKHDG�LQ���������WKH�SURXGO\�9HQH]XHODQ�0LWR�-XDQ�VXIIHUHG�WKH�VDPH�IDWH�RI�WKH�IRUHLJQ�FRQFHVVLRQDLUHV���6LPSO\�SXW�� WKH� 9HQH]XHODQ� VWDWH� FRXOG� QRW� WROHUDWH� WKH� H[LVWHQFH� RI� DQ\� SURILW�PD[LPLVLQJ� HQWLW\�ZKLFK�� UHJDUGOHVV�RI�ZKHWKHU�LW�ZDV�ODUJH�RU�VPDOO��IRUHLJQ�RU�9HQH]XHODQ�� ZRXOG�LQHYLWDEO\�RSSRVH�DQG�IUXVWUDWH�LWV�DWWHPSWV�WR�PD[LPLVH�JURXQG�UHQW�G��7KH�GHPRFUDWLF�SURJUDPPH�VRXJKW�WR�LQFUHDVH�WKH�9HQH]XHODQ�HQWUHSUHQHXULDO�SUHVHQFH�LQWKH� RLO� VHFWRU� WKURXJK� D� 12&� $FFRUGLQJ� WR� %HWDQFRXUW�� &93� ZDV� WKH� HPERGLPHQW� RI� �D�FKHULVKHG� GUHDP� DQG� D� GHHS� DVSLUDWLRQ� RI� DOO� 9HQH]XHODQV����� QDPHO\�� WKH� FUHDWLRQ� RI� D�JHQXLQHO\�9HQH]XHODQ�RLO�FRPSDQ\�ZKLFK�ZRXOG�H[SORLW�WKH�FRXQWU\
V�UHVRXUFHV�ZLWK�LWV EHVW�LQWHUHVWV�DW�KHDUW���,Q�UHDOLW\��&93
V�PDLQ�REMHFWLYHV��DV�VSHFLILHG�LQ�LWV�IRXQGLQJ�GHFUHH��ZHUH�UDWKHU�PRUH�PRGHVW��WR�ZLW��WKH�GHYHORSPHQW�RI�DUHDV�DGMDFHQW�WR�H[LVWLQJ�FRQFHVVLRQV�ZKHUH�WKLV�ZDV�QHFHVVDU\�WR�SUHYHQW�GUDLQDJH��DQG�WKH�SURPRWLRQ�DQG�DGPLQLVWUDWLRQ�RI�D�QHZ�W\SH�RI� SHWUROHXP� OHDVH�� WKH� EDGO\� QDPHG� VHUYLFH� FRQWUDFWV��� ,Q� RWKHU� ZRUGV�� WKH� JRYHUQPHQW�ZDQWHG�&93�WR�EH�DQ�DGPLQLVWUDWLYH�DJHQF\�WKDW�ZRXOG�HQDEOH�LW��WR�VTXHH]H�VRPH�DGGLWLRQDO�JURXQG�UHQW�RXW�RI�H[LVWLQJ�FRQFHVVLRQV���RQ�WKH�RQH�KDQG��DQG��WR�VWUHQJWKHQ�WKH�SRVLWLRQ�RI�WKH� ODQGORUG�VWDWH� � LQ�QHZ�FRQWUDFWV�RQ� ODQGV�SUHYLRXVO\�HYDOXDWHG�E\� WKH�>12&@�����RQ� WKH�
��4XRWHG�E\�5LYHUR��RS��FLW���������4XRWHG�E\�5XSWXUD��RS��FLW���������7KH�VHUYLFH�FRQWUDFWV�ZHUH�HVVHQWLDOO\�FRQFHVVLRQV�ZLWK�UDWKHU�VWLII�WHUPV��EXW�WKH\�FRXOG�QRW�EH�FDOOHG�FRQFHVVLRQV�EHFDXVH�RI�WKH�
QR�PRUH�FRQFHVVLRQV
�SULQFLSOH��IRU�PRUH�GHWDLOV�DERXW�WKH�VHUYLFH�FRQWUDFWV�FRQVXOW�*RQ]iOH]�%HUWL���������0RPPHU�� ������ ���� � 3pUH]� $OIRQ]R� PDGH� WKLV� SRLQW� TXLWH� FOHDUO\�� �&93
V� PDLQ� UROH� ZLOO� EH� WR�FRQWLQXH� DFFHSWLQJ� LQYHVWPHQW� IURP�SULYDWH� SDUWLHV� �� �� �� IRU� WKH� GHYHORSPHQW� RI� RLO� SRWHQWLDO� LQ� DUHDV�



��
RWKHU�� � ,W� FHUWDLQO\� GLG� QRW� ZDQW� DQ� RLO� HQWHUSULVH ZKLFK� ZRXOG� LQFUHDVH� WKH� FRXQWU\
V� RLO�SURGXFWLRQ� DQG�� LQ� WKH� SURFHVV�� GHSUHVV� ERWK� SULFHV� DQG� UHQW� OHYHOV�� � +RZHYHU�� WKLV� ZDV�SUHFLVHO\�ZKDW�&93�ZDQWHG�WR�EH��D�ERQD�ILGH RLO�FRPSDQ\�WKDW�ZRXOG�ILQG��SURGXFH�DQG�VHOO�RLO�MXVW�OLNH�WKH�FRQFHVVLRQDLUHV���7KH�IDFW�WKDW�&93�DQG�0(0�ZHUH�DW�FURVV�SXUSRVHV�LQ�WKLV�UHJDUG�SXW�WKH�FRPSDQ\�VTXDUHO\�RQ�D�FROOLVLRQ�FRXUVH�ZLWK�WKH�PLQLVWU\�� �WKHQ�DW�WKH�KHLJKW�RI�LWV�SRZHU�DQG�SUHVWLJH����,Q�������WKLV�
QDWLRQDO�FKDPSLRQ
�� MXVW�OLNH�DOO�SULYDWH�IRUHLJQ�DQG�GRPHVWLF�FRQFHVVLRQDLUHV�� ZDV�DEVRUEHG�LQWR�WKH�QHZ�
QDWLRQDO�SHWUROHXP�DGPLQLVWUDWLRQ
�H��7KH�IRUPDWLRQ�RI�23(&�ZDV�WKH�UHVXOW�RI�WKH�SXUVXLW�RI�D�MXVW�UHPXQHUDWLRQ�IRU�9HQH]XHOD
V�RLO� E\� WKH� FRXQWU\
V� GHPRFUDWLF� JRYHUQPHQWV� 7KH� FUHDWLRQ� RI� 23(&� KDV� MXVWLILDEO\� EHHQ�KDLOHG� DV� WKH�JUHDWHVW� DFKLHYHPHQW�RI�9HQH]XHODQ�RLO� GLSORPDF\�� �+RZHYHU�� DOWKRXJK� WKHUH�FDQ� EH� QR� GRXEW� WKDW� 3pUH]� $OIRQ]R� ZDV� LQVWUXPHQWDO� LQ� EULQJLQJ� WR� IUXLWLRQ� WKH� QRYHO�LQLWLDWLYH� RI� D� IRUPDO� RUJDQLVDWLRQ� RI� VRYHUHLJQ� VWDWHV� GHIHQGLQJ� WKHLU� RLO� ILVFDO� LQFRPH�WKURXJK� FROOHFWLYH� EDUJDLQLQJ�ZLWK� WKH�PDMRU� RLO� FRPSDQLHV�� RQH� VKRXOG� SRLQW� RXW� WKDW� WKH�GHPRFUDWLF� SURJUDPPH� GRHV� QRW� GHVHUYH� WR� WDNH� DOO� WKH� FUHGLW� IRU� 9HQH]XHOD
V� UROH� LQ�SURPRWLQJ� WKLV� LQLWLDWLYH�� EHFDXVH� WKH� ILUVW� WHQWDWLYH� VWHSV� WRZDUGV� WKH� IRUPDWLRQ� RI� DQ� RLO�H[SRUWHUV
� FOXE�ZHUH� DFWXDOO\� WDNHQ� DV� IDU� EDFN� DV� ������ XQGHU� WKH� DXVSLFHV�RI� WKH�PLOLWDU\�MXQWD SUHVLGHG�E\�'HOJDGR�&KDOEDXG���'XULQJ�WKDW�\HDU��JOREDO�RLO�GHPDQG�DFWXDOO\�VKUDQN�LQ�DEVROXWH�WHUPV��VRPHWKLQJ�ZKLFK�ZRXOG�QRW�KDSSHQ�DJDLQ�XQWLO�WKH�����V����$V�D�UHVXOW�RI�WKLV�GURS��ZRUOG�RLO�RXWSXW�IHOO�E\�����SHU�FHQW��DQG�RLO�SURGXFWLRQ�LQ�9HQH]XHOD�DQG�WKH�86�IHOO�E\�����SHU�FHQW�DQG�����SHU�FHQW��UHVSHFWLYHO\���+RZHYHU��RLO�RXWSXW�LQ�WKH�0LGGOH�(DVW�DFWXDOO\�LQFUHDVHG E\������SHU�FHQW��DV�WKH�6HYHQ�6LVWHUV�EURXJKW�WKH�SUROLILF�RLOILHOGV�RI�6DXGL�$UDELD�DQG�.XZDLW�RQ�VWUHDP�� �$OWKRXJK�9HQH]XHOD�DW� WKLV�SRLQW�ZDV�VWLOO�SURGXFLQJ�PRUH�RLO� WKDQ�WKH� HQWLUH�0LGGOH�(DVW� FRPELQHG�� LW�ZDV�TXLWH� FOHDU� WKDW� VLQFH�SURGXFWLRQ�FRVWV� LQ� WKH�QHZ�ILHOGV� ZHUH� EXW� D� IUDFWLRQ� RI� FRVWV� DQ\ZKHUH� HOVH� LQ� WKH� ZRUOG�� 0LGGOH� (DVW� RLO� ZRXOG�JUDGXDOO\� DFFRXQW� IRU� DQ� LQFUHDVLQJO\� ODUJH� VKDUH�RI�JOREDO�RLO�GHPDQG�� WR� WKH�GHWULPHQW�RI�KLJKHU� FRVW� SURGXFHUV� OLNH� 9HQH]XHOD�� � -RVHSK� 3RJXH� � DQ� RLOPDQ�WXUQHG�EDQNHU� ZKR� KDG�VWURQJ�OLQNV�WR�6WDQGDUG�RI�1HZ�-HUVH\�� YLVLWHG�&DUDFDV�LQ�WKDW�\HDU�DQG�JDYH�D�FRQIHUHQFH�LQ�ZKLFK�KH�VDLG�WKDW�9HQH]XHOD�ZRXOG�RQO\�EH�DEOH�WR�GHIHQG�LWV�PDUNHW�VKDUH�IURP�0LGGOH�(DVW�RLO�LI�LW�ORZHUHG�LWV�WD[HV�VLJQLILFDQWO\�DQG�RIIHUHG�QHZ�FRQFHVVLRQV�ZLWK�PRUH�DWWUDFWLYH�WHUPV�IRU�LQYHVWRUV���8QVXUSULVLQJO\��RLO�PLQLVWHU�(JDxD�VDZ�WKLQJV�UDWKHU�GLIIHUHQWO\���+H�UHFNRQHG�WKDW� WKH� VROXWLRQ� WR� WKH� FKDOOHQJH� SRVHG� E\� WKH� QHZ� HQWUDQWV� WR� WKH�PDUNHW� DFWXDOO\� OD\� LQ�
RXWVLGH�FRQFHVVLRQV���������������%HWDQFRXUW��IRU�KLV�SDUW��GHFODUHG�DW�RQH�SRLQW�WKDW�WKH�JRYHUQPHQW�GLG�QRW��SUHWHQG�WR�FRQYHUW�&93�LQWR�D�FRPSHWLWRU�IRU�WKH�RLO�FRPSDQLHV���6iGHU�3pUH]��������������7KH�FRQIOLFWV�EHWZHHQ�&93
V�ILUVW�SUHVLGHQW��5XEpQ�6iGHU�3pUH]��DQG�YDULRXV�9HQH]XHODQ�RLO�PLQLVWHUV�DQG� SROLF\PDNHUV� �LQFOXGLQJ� %HWDQFRXUW�� DUH� ZHOO� GRFXPHQWHG� �VHH� 6iGHU� 3pUH]� ������ ������ ��������&93�DQG�0(0�ZHUH�DW�RGGV�ULJKW�XS�WR�WKH�VWDWH�WDNHRYHU�RI�WKH�LQGXVWU\���$�IHZ�PRQWKV�ODWHU��WKH�KHDG�RI�WKH�FRPSDQ\��JHQHUDO�&DUORV�&DUQHYDOL��UHVLJQHG�RYHU�0(0
V�GHFLVLRQ�WR�RYHUUXOH�&93�DQG�GHFODUH�FRPPHUFLDO� D� ILQG�PDGH� E\�2FFLGHQWDO� LQ� RQH� RI� WKH� EORFNV� LW� KDG� H[SORUHG� XQGHU� WKH� ����� VHUYLFH�FRQWUDFWV� �WKHUHE\�PDNLQJ� WKH�$PHULFDQ�FRPSDQ\�HOLJLEOH� IRU�FRPSHQVDWLRQ�IRU� LWV� LQYHVWPHQWV�LQ�WKH�EORFN��321��2FWREHU��������������



��
JHWWLQJ�0LGGOH�(DVW�VWDWHV��ZKLFK�ZHUH�GHVSHUDWHO\�SRRU�DQG�EDFNZDUG��WR�SXW�WKHLU�RZQ�ORZ�OHYHOV�RI�WD[DWLRQ�RQ�D�SDU�ZLWK�9HQH]XHOD
V��UDWKHU�WKDQ�WKH�RWKHU�ZD\�DURXQG���7R�WKDW�HIIHFW��KH�KDG�DOO�9HQH]XHODQ�RLO�OHJLVODWLRQ�DQG�RWKHU�UHOHYDQW�GRFXPHQWV�WUDQVODWHG�LQWR�$UDELF�DQG�DUUDQJHG�IRU�D�9HQH]XHODQ�GHOHJDWLRQ�WR�WRXU�WKH�0LGGOH�(DVW���,Q�(JDxD
V�LQVWUXFWLRQV�WR�WKLV�GHOHJDWLRQ�� RQH� FDQ� FOHDUO\� GLVFHUQ� WKH� ORJLF� WKDW� ZRXOG� XQGHUSLQ� 9HQH]XHOD
V� HYHQWXDOO\�VXFFHVVIXO�ELG�WR�IRUJH�D�FRPPRQ�IURQW�RI�ODUJH�RLO�H[SRUWHUV�WKHUH� LV�QR�GRXEW� WKDW� LW� LV� LQ�9HQH]XHOD
V�FRQYHQLHQFH� WR� LQLWLDWH�GLUHFW� UHODWLRQV�RI�IULHQGVKLS�ZLWK�JRYHUQPHQWV� LQ� WKH�0LGGOH�(DVW�� LQ�RUGHU� WR� VHHN�D�ZD\� WR� UHDFK�D�SULFH� HTXLOLEULXP� IRU� RLOV� IURP� ERWK� RULJLQV�� VR� WKDW� DOO� FDQ� EH� UHFHLYHG� E\�ZRUOG�PDUNHWV�ZLWKRXW�GHWULPHQW� WR� WKH�EHQHILWV�ZKLFK�ZH�REWDLQ� IRU�RXUV� �� �� �� >:H@�KDYH�DWWDLQHG� LQYDOXDEOH� VRFLDO� DQG� HFRQRPLF� FRQTXHVWV�� DQG�ZH�PXVW� DYRLG� DQ\� UHWUHDW�IURP�WKHVH�DFKLHYHPHQWV���,W�LV�SRVVLEOH�WKDW�ZH�FDQ�JHW�DQ�HTXLOLEULXP�RI�FRPSHWLWLYH�IRUFHV� WKURXJK�ZKLFK� EHQHILWV� IRU� WKH� SHRSOHV� RI� WKH�0LGGOH� (DVW� FDQ� EH� REWDLQHG�ZLWKRXW�D�GHWHULRUDWLRQ�LQ�WKH�HFRQRPLF�SRVLWLRQ�RI�WKH�9HQH]XHODQ�SHRSOH���7KH�9HQH]XHODQ�GHOHJDWHV�KDG�WKHLU�ZRUN�FXW�RXW�IRU�WKHP��SDUWO\�EHFDXVH�WKHLU�JRYHUQPHQW�H[KLELWHG�D�UHPDUNDEOH�GHJUHH�RI�LJQRUDQFH�DERXW�0LGGOH�(DVWHUQ�DIIDLUV�� DQG�DOVR�EHFDXVH�VRPH SHUVRQDJHV� OLQNHG� WR� WKH� PDMRU� RLO� FRPSDQLHV� WULHG� WR� VDERWDJH� WKHLU� PLVVLRQ���1HYHUWKHOHVV��WKH�PLVVLRQ�GLG�KDYH�D�SHUFHSWLEOH�SUDFWLFDO�LPSDFW��WKH�OHJDO�LQLWLDWLYHV�ZKLFK�XOWLPDWHO\� OHG� WR� WKH� QDWLRQDOLVDWLRQ� RI� RLO� LQ� ,UDQ� ZHUH� FOHDUO\� LQIOXHQFHG� E\� 9HQH]XHODQ�OHJLVODWLRQ����%XW�WKH�PLVVLRQ�SURGXFHG�RQH�HYHQ�PRUH�LPSRUWDQW�ORQJ�WHUP�UDPLILFDWLRQ���7KH�9HQH]XHODQ�GHOHJDWLRQ�LQYLWHG�UHSUHVHQWDWLYHV�RI�,UDQ��,UDT��6\ULD�DQG�(J\SW�WR�DWWHQG�WKH�ILUVW�1DWLRQDO� 3HWUROHXP� &RQJUHVV� KHOG� LQ� &DUDFDV� LQ� ������ � 7KHVH� FRXQWULHV� UHFLSURFDWHG� E\�LQYLWLQJ� 9HQH]XHOD� WR� VHQG� UHSUHVHQWDWLYHV� WR� WKH� ILUVW� $UDE� 3HWUROHXP� &RQJUHVV� �KHOG� LQ���������,W�ZDV�DW�WKLV�HYHQW�WKDW�7DULNL�DQG�3pUH]�$OIRQ]R�UHDFKHG�WKH�DJUHHPHQW�QRZ�NQRZQ�DV�WKH�
*HQWOHPHQ
V�3DFW�RI�&DLUR
��DQ�DJUHHPHQW�ZKRVH�PDLQ�FODLP�WR�IDPH��RI�FRXUVH��LV�WKDW�LW�VHW�WKH�SUDFWLFDO�EDVHV�IRU�WKH�IRXQGDWLRQ�RI�23(&�MXVW�RQH�\HDU�ODWHU�7KLV�EULHI�FULWLFDO�GHFRQVWUXFWLRQ�RI�WKH�
RLO�SHQWDJRQ
�VKRZV�WKDW�WKH�FRQVROLGDWLRQ�RI�D�GHPRFUDWLF�UHJLPH�LQ�9HQH]XHOD�GLG�QRW�EULQJ�DERXW�D�UDGLFDO�DERXW�IDFH�LQ�DQ\�DVSHFW�RI�WKH� FRXQWU\
V� RLO� SROLF\�� � 6RPH� ZRXOG� DUJXH�� WKRXJK�� WKDW� WKH� XQGHQLDEOH� LQFUHDVH� LQ� WKH�IULFWLRQ�EHWZHHQ�WKH�RLO�FRQFHVVLRQDLUHV�DQG�WKH�9HQH]XHODQ�JRYHUQPHQW�IURP������RQZDUGV�GRHV�QRW�EHDU�WKLV�FRQFOXVLRQ�RXW���7XJZHOO��IRU�LQVWDQFH��SRLQWV�RXW�WKDW�XQGHU�3pUH]�-LPpQH]���RQ�D�SHUVRQDO�DV�ZHOO�DV�DQ�DGPLQLVWUDWLYH�OHYHO��UHODWLRQVKLSV�EHWZHHQ�FRPSDQ\�H[HFXWLYHV�DQG� JRYHUQPHQW� RIILFLDOV� >ZHUH@� �� �� � DPLFDEOH� DQG� FRRSHUDWLYH� �� �� �� >EHFDXVH� RI� WKH�JRYHUQPHQW
V@� ZLOOLQJQHVV� WR� DFFRPPRGDWH� WKH� FRPSDQLHV� E\� FRQWLQXLQJ� WKH� FRQFHVVLRQ�
��4XRWHG�E\�0RPPHU���������������7KH� GRFXPHQWV� ZHUH� RQO\� WUDQVODWHG� LQWR� $UDELF�� EHFDXVH� LW� ZDV� DVVXPHG� WKDW� WKLV� ZDV� DOVR� WKH�ODQJXDJH�XVHG�LQ�,UDQ���0HPEHUV�RI�WKH�GHOHJDWLRQ�ZHUH�UHIXVHG�YLVDV�WR�HQWHU�6DXGL�$UDELD�DW�WKH�LQVWLJDWLRQ�RI�WKH�$PHULFDQ�DPEDVVDGRU�LQ�WKH�FRXQWU\�



��
V\VWHP�DQG�DOORZLQJ�D�JHQHURXV�UHWXUQ�RQ�LQYHVWPHQWV�����LQ�PDUNHG�FRQWUDVW��DOPRVW�DV�VRRQ�DV� %HWDQFRXUW� ZDV� VZRUQ� LQ�� WKH� FRPSDQLHV�� �OHG� E\�&UHROH� DQG� 6KHOO� �� �� �� DGRSWHG� D� �� �� �VWUDWHJ\�GHVLJQHG� WR� EULQJ� LQGLUHFW� HFRQRPLF� DQG�SROLWLFDO�SUHVVXUH�RQ� WKH�JRYHUQPHQW� �� �� �7KH�PDMRUV� HPEDUNHG�RQ�D�SURJUDPPH�RI�JUDGXDWHG�GLVLQYHVWPHQW� �� �� �� DQG� VLPXOWDQHRXVO\�EHJDQ�GUDZLQJ�LQFUHDVHV�LQ�SURGXFWLRQ�IURP�RWKHU�DUHDV�XQGHU�WKHLU�FRQWURO�������>+HQFH@�ILVFDO�LQFRPH�IURP�RLO� OHYHOHG�RII��DQG�LQ������HYHQ�GHFOLQHG���� :KLOH�WKLV�LQWHUSUHWDWLRQ�RI�WKH�FKDQJH� LQ� WKH� FRPSDQLHV
� DWWLWXGH� WRZDUGV� WKH� JRYHUQPHQW� LV� EURDGO\� DFFHSWDEOH�FKURQRORJLFDOO\��WKH�LPSOLHG�PHVVDJH�WKDW�WKH�GHPRFUDWLF�JRYHUQPHQW
V�RLO�SROLF\�ZDV�HQWLUHO\�UHVSRQVLEOH�IRU�WKLV�FKDQJH�LV�LQDFFXUDWH��RQ�WZR�JURXQGV���2Q�WKH�RQH�KDQG��WKH�PDMRU�VWHS�GRZQ�WKH�SDWK�RI�FRQIURQWDWLRQ�ZDV�WDNHQ�LQ�'HFHPEHU�������ZKHQ�WKH�MXQWD OHG�E\�6DQDEULD�DEMXUHG� WKH� SDWWHUQ� RI� WD[DWLRQ� HVWDEOLVKHG� E\� WKH� ����� +\GURFDUERQV� /DZ�� DQG� UDLVHG�9HQH]XHODQ�RLO�WD[HV�IDU�DERYH�WKH�OHYHOV�WKHQ�SUHYDLOLQJ�LQ�WKH�86��WR�%HWDQFRXUW
V�FKDJULQ�DQG� DODUP�� RQH�PLJKW� DGG����� �2Q� WKH� RWKHU� KDQG�� WKH�PHDVXUHV� DGRSWHG� E\�3pUH]�$OIRQ]R�FHUWDLQO\�GLG�QRW� DPRXQW� WR� D� �FDPSDLJQ� WR� UHIDVKLRQ� WKH� LQVWLWXWLRQDO� UHODWLRQVKLS�EHWZHHQ�WKH�VWDWH�DQG�WKH�SULYDWH�RLO�LQGXVWU\�����WKH�IXOFUXP�RI�WKLV�UHODWLRQVKLS�DIWHU������FRQWLQXHG�WR�EH�WKH�JRYHUQPHQW
V�LQWHQWLRQ�WR�H[WUDFW�DV�PXFK�UHQW�DV�SRVVLEOH�IURP�WKH�FRQFHVVLRQDLUHV��DQG� WKH� RQO\� GHWHFWDEOH� FKDQJH� LQ�9HQH]XHOD
V� RLO� SROLF\�ZDV� RQH� RI� HPSKDVLV UDWKHU� WKDQGLUHFWLRQ �L�H��WKH�SROLF\�EHFDPH�PRUH�UHQW�RULHQWHG�WKDQ�HYHU�EHIRUH����7KH� VKDUS� GHFOLQH� LQ� WKH� FRQFHVVLRQDLUHV
� OHYHOV�RI� LQYHVWPHQW���� LQ�JHQHUDO�� DQG� LQ�WKHLU� H[SORUDWRU\� DFWLYLWLHV�� LQ� SDUWLFXODU�� ZDV� D� GLUHFW� FRQVHTXHQFH� RI� WKH�PRVW� UHVWULFWLYH�FRPSRQHQW�RI�WKH�
RLO�SHQWDJRQ
��WKH�
QR�PRUH�FRQFHVVLRQV
�SROLF\��+RZHYHU��FRQWUDU\�WR�ZKDW�PDQ\� 9HQH]XHODQ� DFDGHPLFV� DQG� SROLWLFLDQV� FODLP�� WKH� RLO� FRPSDQLHV� ZHUH� QRW� DLPLQJ� WR�EULQJ WKH�JRYHUQPHQW�WR�LWV�NQHHV�ZKHQ�WKH\�EHJDQ�FXUWDLOLQJ�WKHLU�(	3�LQYHVWPHQWV��LQ�IDFW��WKHLU� UHDFWLRQ� FRQVWLWXWHG� D� UDWLRQDO� DQG� HQWLUHO\� SUHGLFWDEOH� UHVSRQVH� WR� WKH� 
HQGJDPH
�
��7XJZHOO�������������7XJZHOO��RS��FLW����������7LPH PDJD]LQH�VDLG�LQ�DQ�HGLWRULDO�WKDW�HYHQ�WKRXJK�%HWDQFRXUW�ZDV�IRUFHG�WR�DSSODXG�WKH�PHDVXUH�LQ�SXEOLF��LQ�SULYDWH�KH�KDG�EHHQ��WDNHQ�DEDFN��E\�6DQDEULD
V�GHFUHH��TXRWHG�LQ�5XSWXUD��RS��FLW����������7XJZHOO��LELG��������$OWKRXJK�SUH������OHJLVODWLRQ�FRQWDLQHG�PDQ\�HOHPHQWV�LQWHQGHG�WR�VKDFNOH�WKH�IUHH�GHYHORSPHQWV�RI�WKH� RLO� VHFWRU� � OLPLWV� RQ� WKH�PD[LPXP� H[WHQVLRQ� RI� FRQFHVVLRQV�� UHOLQTXLVKPHQW� SURYLVLRQV�� VXUIDFH�WD[HV�DQG� WKH� OLNH�� WKHUH�ZDV�QRWKLQJ� LQ� LW� DV�GHOLEHUDWHO\�REVWUXFWLRQLVW�DV� WKH� 
QR�PRUH�FRQFHVVLRQV
�SULQFLSOH�ZKLFK�VR�LQFHQVHG�8VODU�3LHWUL��������DQG�9DOOHQLOOD����������6LPLODUO\��WKLV�OHJLVODWLRQ�WRRN�FDUH�WR�GLVWLQJXLVK�EHWZHHQ�SXUHO\�FRQWUDFWXDO�UHQW�SD\PHQWV��UR\DOWLHV�DQG�VXUIDFH�WD[HV��IURP�LQFRPH�WD[HV���3pUH]�$OIRQ]R�DQG�KLV�VXFFHVVRUV�UHJDUGHG�WKLV�GLVWLQFWLRQ�DV�XQLPSRUWDQW��ZKLFK�H[SODLQV�ZK\�VXUIDFH� WD[HV�ZHUH�DOORZHG� WR� IDGH� LQWR� LQVLJQLILFDQFH��WKHVH� WD[HV�ZHUH�VHW� LQ������VHW�DW�D� UDWH�RI���EROtYDUHV�SHU�KHFWDUH�DQG�ZHUH�QHYHU�DGMXVWHG�WKHUHDIWHU����,QGHHG��3pUH]�$OIRQ]R
V�UHSO\�WR�WKRVH�ZKR�LQVLVWHG� WKDW� UR\DOWLHV� VKRXOG� EH� NHSW VHSDUDWH� IURP� LQFRPH� WD[HV� IRU� WKH� SXUSRVH� RI� FDOFXODWLQJ� WKH�VWDWH
V� SDUWLFLSDWLRQ� LQ� RLO� UHYHQXHV� LQGLFDWHV� WKH� H[WHQW� WR� ZKLFK�� IRU� KLP�� WKH� FROOHFWLRQ� RI� UHQW�RYHUVKDGRZHG�DQ\�RWKHU�SUDFWLFDO�FRQFHUQ���,�KDYH�VDLG�LW�PDQ\�WLPHV�WKDW�ZKDW�LV�LPSRUWDQW�WR�XV�LV�WKH�VXP�RI�DOO�LQFRPH����$IWHU�������QHW�LQYHVWPHQW�GHFOLQHG�VKDUSO\�� DQG�HYHQ�EHFDPH�QHJDWLYH�IRU�D�QXPEHU�RI�\HDUV�� GXH�WR�GHSUHFLDWLRQ�DQG�WKH�UH�H[SRUW�RI�RLO�HTXLSPHQW�E\�WKH�PXOWLQDWLRQDOV�



��
SUREOHP�IDFHG�E\�D�WHQDQW�ZKRVH�OHDVH�ZLOO�EH�XS�IRU�UHQHZDO�DW�VRPH�SRLQW�LQ�WKH�IXWXUH��DQG�ZKR�KDV�WR�XQGHUWDNH�LQYHVWPHQWV�ZLWK�YHU\�ORQJ�OHDG�WLPHV���7KXV��UDWKHU�WKDQ�LQYHVW�LQ�QHZ�IL[HG� DVVHWV� DQG� LQYHQWRULHV� �L�H�� SURYHG� UHVHUYHV�� ZKLFK� WKHLU� ODQGORUG� ZRXOG� LQHYLWDEO\�DSSURSULDWH� ZKHQ� WKHLU� FRQWUDFW� HQGHG�� WKH� 9HQH]XHODQ� FRQFHVVLRQDLUHV� FKRVH� WR� FRQWLQXH�SURGXFLQJ� RLO�ZLWK� WKRVH� DVVHWV� WKDW�ZRXOG� EH� IXOO\� DPRUWLVHG� E\� WKH� WLPH�RI� H[SLU\�� WR� OHW�WKHLU� DVVHWV� GHWHULRUDWH� �LQ� WKH� KRSH� WKDW� WKHLU� ODQGORUG� ZRXOG� EH� IRUFHG� WR� UHQHZ� WKHLU�FRQFHVVLRQV� EHIRUH� H[SLU\���� DQG� WR� LQYHVW� RQO\� LQ� WKRVH� DUHDV� ZKHUH� WKH� HQG� RI� WKHLU�FRQFHVVLRQV�ZDV�QRW�\HW�LQ�VLJKW��FRQFHVVLRQV�LQ�WKH�0LGGOH�(DVW�ZHUH�VHW�WR�UXQ�IURP�RQH�WR�VHYHUDO�GHFDGHV�ORQJHU�WKDQ�LQ�9HQH]XHOD����2EYLRXVO\��WKH�9HQH]XHODQ�JRYHUQPHQW�FRXOG�QRW�VWDQG� LGO\� E\� ZKLOH� LWV� OLIH�VXSSRUW� PDFKLQH� VORZO\� JURXQG� WR� D� KDOW� DQG�� LQ� ������0(0�DWWHPSWHG�WR�VWRS�WKH�FRQFHVVLRQDLUHV�IURP�GLVPDQWOLQJ�DQG�H[SRUWLQJ�LQVWDOODWLRQV�E\�DUJXLQJ�WKDW��VLQFH�RQH�IRUWLHWK�RI�HYHU\�FRQFHVVLRQ�ZDV�HIIHFWLYHO\�UHYHUWLQJ�WR�WKH�QDWLRQ�HYHU\�\HDU��LW�� DV�WKH�OHJDO�UHSUHVHQWDWLYH�RI�WKH�GH�IDFWR RZQHU�RI�URXJKO\�KDOI�RI�HDFK�FRQFHVVLRQ�DQG�IXWXUH�LQKHULWRU�RI�DOO�FRQFHVVLRQV�� KDG�WKH�ULJKW�WR�PRQLWRU�DQG�FRQWURO�WKH�XVHV�WR�ZKLFK�WKH�DVVHWV�QHFHVVDU\�IRU�WKH�DGHTXDWH�H[SORLWDWLRQ�RI�WKH�FRQFHVVLRQV�ZHUH�SXW�7KLV� ILUVW� DWWHPSW� WR� VXEMHFW� WKH� RSHUDWLRQV� RI� WKH� FRQFHVVLRQDLUHV� WR� LQWUXVLYH� DQG�GHWDLOHG�EXUHDXFUDWLF�FRQWURO�IDLOHG�ZKHQ�WKH�9HQH]XHODQ�6XSUHPH�&RXUW�IRXQG�WKDW�0(0
V�DUJXPHQWV�ODFNHG�DQ\�PHULW���$OWKRXJK�WKLV�MXGLFLDO�GHFLVLRQ�UHSUHVHQWHG�D�VHULRXV�VHWEDFN�IRU�WKH�PLQLVWU\����LW�FRXOG�QRW�DQG�GLG�QRW�SXW�WKH�PDWWHU�RI�WKH�
FDSLWDO�VWULNH
�LQ�WKH�RLO�LQGXVWU\�WR�UHVW��LQGHHG��WKH�SDVVLQJ�RI�WLPH�RQO\�PDGH�WKLV�SUREOHP�PRUH�DFXWH�IRU�WKH�JRYHUQPHQW���KHQFH��PLQLVWU\� RIILFLDOV� DQG�SROLWLFLDQV�ELGHG� WKHLU� WLPH��ZDLWLQJ� IRU� D� IDYRXUDEOH� MXQFWXUH�WKDW�PLJKW�JLYH�WKHP�WKH�RSSRUWXQLW\�WR�SUHVV�WKHLU�FODLPV�IRU�FRQWURO�RYHU�WKH�LQGXVWU\�PRUH�HIIHFWLYHO\���7KH�SURJUHVVLYH�WLJKWHQLQJ�RI�WKH�ZRUOG�RLO�PDUNHW�GXULQJ����������WKH�SURGXFW�RI�WKH�DWWHPSW�RQ�WKH�SDUW�RI�WKH�86�WR�ORZHU�GRPHVWLF�RLO�SULFHV�WR�ZRUOG�OHYHOV�E\�LQFUHDVLQJ�86� RLO� LPSRUWV�� QRW� RQO\� UHNLQGOHG� WKHLU� DPELWLRQ� WR� EULQJ� DOO� WKH� YDULDEOHV� DIIHFWLQJ�9HQH]XHOD
V�RLO�SURGXFWLRQ XQGHU�WKH�FRQWURO�RI�WKH�VWDWH�EXW�DOVR�JDYH�VRPH�RI�WKHP�WKH�LGHD�WKDW� WKH\�PLJKW�HYHQWXDOO\�EH�DEOH� WR�H[WHQG� WKLV�FRQWURO� WR�DOO�VHJPHQWV�RI� WKH�RLO� LQGXVWU\��L�H��UHILQLQJ��WUDQVSRUWDWLRQ�DQG�PDUNHWLQJ��DV�ZHOO�DV�(	3������7KDW�LV�QRW�WR�VD\��RI�FRXUVH��
��$V�5LYHUR��RS��FLW��������VD\V��E\�������WKH�FRXQWU\
V�GHFLVLYH�SURGXFWLRQ�SRWHQWLDO�ZDV�DOUHDG\�LQ�WKH�KDQGV� RI� WKH� FRPSDQLHV��� VR� WKH� JUDQWLQJ� RI�QHZ OHDVHV� ZRXOG� QRW� KDYH� FKDQJHG� WKLV� VLWXDWLRQ�GUDVWLFDOO\�� � �7KH� 9HQH]XHODQ� JRYHUQPHQW� KDG� YHU\� OLWWOH� WR� RIIHU� WKH� RLO� FRPSDQLHV� RWKHU� WKDQ� WKH�SURURJDWLRQ� RI� WKHLU� ROG� FRQFHVVLRQV�� EHFDXVH� WKH� WUDFWV� ZKLFK� LQWHUHVWHG� WKH� FRPSDQLHV� WKH�PRVW� LQ�WHUPV�RI� IXWXUH�SURGXFWLRQ�ZHUH�DOO� ORFDWHG�ZLWKLQ� WKHP�� �7KXV�� WKH�UHDO�SUREOHP�SRVHG�E\�WKH�GUDVWLF�UHGXFWLRQ�RI�LQYHVWPHQW�E\�WKH�RLO�FRPSDQLHV�ZDV�WKH�SUREOHP�RI�WKH�UHYHUVLRQ�>RI�FRQFHVVLRQV@���LELG����������7KLV�YHUGLFW�ZDV�RQH�RI�WKH�UHDVRQV�EHKLQG�3pUH]�$OIRQ]R
V�UHVLJQDWLRQ�LQ�-DQXDU\��������/DWH� LQ� ������ IRU� LQVWDQFH�� $'
V� SHWUROHXP� VSRNHVPDQ� GHFODUHG�� WKDW� �EHIRUH� WDONLQJ� DERXW� WKH�UHYHUVLRQ� RI� FRQFHVVLRQV�� LW� ZDV� QHFHVVDU\� WR� GHILQH� ZKDW� ZLOO� UHYHUW� WR� WKH� FRXQWU\� �� �� �� >EHFDXVH@�ZKHUHDV�WKH�FRPSDQLHV�VD\�WKDW�UHYHUVLRQ�ZLOO�DIIHFW�RQO\�SDUFHOV�RI�ODQG�������$'�PDLQWDLQV�WKDW��ZKHQ�WKH�FRQFHVVLRQV�HQGHG��DOO�RLO� LQVWDOODWLRQV�ZLOO�EHFRPH�SDUW�RI� WKH�QDWLRQDO�SDWULPRQ\���5LYHUR��LELG����������$'
V�SRVLWLRQ�ZDV�GHULYHG�IURP�3pUH]�$OIRQ]R
V�DEVXUG�QRWLRQ�WKDW�WKH�RLO�LQGXVWU\�ZDV�D�XWLOLW\��DQG�WKDW�RLO�FRQFHVVLRQV�ZHUH�QRW�JUDQWHG�IRU�WKH�H[SORLWDWLRQ�RI�D�QDWXUDO�UHVRXUFH�VR�PXFK�DV�IRU�WKH�



��
WKDW�WKH\�ZHUH�LQ�DQ\�ZD\�SUHSDUHG�IRU�WKH�ULVH�LQ�RLO�SULFHV�SURYRNHG�E\�WKH�UXSWXUH�RI�WKH�7$3�/LQH� LQ� 6\ULD�� WKH� XQLODWHUDO� FXWEDFNV� LQ� /LE\DQ� RXWSXW�� WKH� GLVDSSHDUDQFH� RI� DOO�UHPDLQLQJ� LGOH�SURGXFWLRQ�FDSDFLW\� LQ�7H[DV��DQG� WKH�PDVVLYH� LQFUHDVH� LQ�86�RLO� LPSRUWV���+RZHYHU�� IRU� DOO� RI� WKHLU� VXUSULVH� DW� WKLV� WXUQ� RI� HYHQWV�� 9HQH]XHODQ� FRQJUHVVPHQ� DQG�JRYHUQPHQW� RIILFLDOV� KDG� WKH� VXIILFLHQW� SUHVHQFH� RI�PLQG� WR� UHFRJQL]H� WKDW� WKH� EDODQFH� RI�SRZHU�EHWZHHQ�RLO�SURGXFHUV�DQG�RLO�FRPSDQLHV�KDG�WDNHQ�D�PDVVLYH�VZLQJ�LQ�IDYRXU�RI�WKH�IRUPHU�� DQG� WKH\� DFWHG� LQ� FRQVHTXHQFH�� � 7KXV�� LQ� -XQH� ������ WKH� 9HQH]XHODQ� &RQJUHVV�DSSURYHG�UHIRUPV�WR�WKH�,QFRPH�7D[�/DZ�ZKLFK�UDLVHG�WKH�LQFRPH�WD[�UDWH�IRU�RLO�DFWLYLWLHV�IURP� ��� WR� ��� SHU� FHQW� DQG� JDYH� WKH� 9HQH]XHODQ� ([HFXWLYH� WKH� SRZHU� WR� GHWHUPLQH�XQLODWHUDOO\�� IRU� SHULRGV� RI� XS� WR� WKUHH� \HDUV� WKH� UHIHUHQFH� SULFHV� XVHG� WR� FDOFXODWH� WKH�FRQFHVVLRQDLUHV
� LQFRPH� WD[� OLDELOLW\��� 7KHQ�� LQ� -XO\� ����� �DJDLQVW� WKH� EDFNGURS� RI� WKH�7HKHUDQ�DQG�7ULSROL�DJUHHPHQWV���&RQJUHVV�SDVVHG�WKH�5HYHUVLRQ�/DZ��ZKLFK�VWLSXODWHG�WKDW�UHYHUVLRQ�ZRXOG�HQFRPSDVV�DOO WKH FRQFHVVLRQDLUHV
�DVVHWV��QRW�RQO\�WKRVH�XVHG�IRU�WKH�GLUHFW�H[SORLWDWLRQ� RI� WKH� FRQFHVVLRQV����� DQG� DOVR� IRUFHG� WKHP� WR� SURYLGH� IRU� WKH� DGHTXDWH�PDLQWHQDQFH� RI� WKHVH� DVVHWV�� � )LQDOO\�� LQ� 'HFHPEHU� RI� WKDW� VDPH� \HDU�� 3UHVLGHQW� 5DIDHO�&DOGHUD� SXW� WKH� ILQLVKLQJ� WRXFKHV� WR� WKLV� QHZ� V\VWHP� RI� FRQWURO� E\� LVVXLQJ� D� SUHVLGHQWLDO�GHFUHH��'HFUHH������ZKLFK�UHTXLUHG�FRQFHVVLRQDLUHV�WR�REWDLQ�0(0
V�DSSURYDO�IRU�DOO�RI�WKHLU�SODQQHG�HQWUHSUHQHXULDO�DFWLYLWLHV�RQH�\HDU�LQ�DGYDQFH����DQG�E\�LQWURGXFLQJ�SHQDOWLHV�PHDQW�WR�FRPSHQVDWH�WKH�JRYHUQPHQW�ILQDQFLDOO\�LI�WKH�FRPSDQLHV
�RLO�H[SRUWV�IHOO�EHORZ�WKH�OHYHOV�WKH\�KDG�DWWDLQHG�LQ�������WKH�\HDU�LQ�ZKLFK�FUXGH�H[WUDFWLRQ�LQ�9HQH]XHOD�KDG�VHW�DQ�DOO�WLPH�UHFRUG����:KHQ� WKHVH� UDGLFDO�PHDVXUHV�ZHUH� DGRSWHG��9HQH]XHODQ� SROLWLFLDQV� DQG� DFDGHPLFV�MXVWLILHG� WKHP� RQ� WKH� JURXQGV� WKDW� WKH\�ZRXOG� �SHUPLW� WKH� 9HQH]XHODQ� VWDWH� WR� UHFXSHUDWH�>VLF�@�WKH�FRXQWU\
V�RLO�ZHDOWK�XQGHU�WKH�PRVW�VDWLVIDFWRU\�FRQGLWLRQV�IRU�WKH�QDWLRQDO�LQWHUHVW���DQG� SUHYHQW� IRUHLJQ� FRQFHVVLRQDLUHV� IURP� IUXVWUDWLQJ� �WKLV� UHFXSHUDWLRQ� WKURXJK� HLWKHU� DQ�DQWLFLSDWHG�GLVSRVDO�RU�WKH�GHVWUXFWLRQ�RI�WKH�HOHPHQWV�QHFHVVDU\�IRU�WKH�DGPLQLVWUDWLRQ�RI�WKH�
SURYLVLRQ�RI��D�SXEOLF VHUYLFH �OLNH�D�WHOHSKRQH�FRQFHVVLRQ��VD\����+HQFH��ZKHQ�WKH�FRQFHVVLRQV�H[SLUHG��WKH�6WDWH�ZRXOG�KDYH�WR�KDYH�LQ�LWV�SRZHU�DOO�WKH�HOHPHQWV�QHFHVVDU\�IRU�WKH�DGHTXDWH�SURYLVLRQ�RI�WKLV�VHUYLFH���7KH�9HQH]XHODQ�JRYHUQPHQW
V� WRWDO�VXUSULVH�LQ�WKH�IDFHRI�WKHVH�HYHQWV�LV�GHVFULEHG�LQ�'��0RPPHU����������������5HIHUHQFH�SULFHV��PRUH�FRPPRQO\�NQRZQ�DV�)LVFDO�5HIHUHQFH�9DOXHV�RU�)59V��KDG�EHHQ�LQWURGXFHG�LQ�9HQH]XHOD�LQ�������DQG�ZHUH�GXH�WR�EH�UHQHJRWLDWHG�ZLWK�WKH�FRPSDQLHV�LQ�ODWH��������7KH�DVVHWV�VXEMHFW� WR�UHYHUVLRQ�LQFOXGHG�QRW�RQO\�UHILQHULHV��VWRUDJH�IDFLOLWLHV�DQG�SLSHOLQHV��EXW�DOVR�RIILFH�EXLOGLQJV��FDUV�DQG�HYHQ�RIILFH�IXUQLWXUH���$V�&RURQHO������������QRWHV��'HFUHH�����PHDQW�WKDW��WKHUH�ZDV�QRWKLQJ�WKDW�WKH�>RLO@�LQGXVWU\�FRXOG�GR� ZLWKRXW� SUHYLRXV� DSSURYDO� IURP� WKH� PLQLVWU\�� � 7KH� FRPSDQLHV� KDG� WR� VXEPLW� �� �� �� D� GHWDLOHG�SURJUDPPH�RI�DFWLYLWLHV�LQFOXGLQJ�H[SORUDWLRQ��SURGXFWLRQ��UHILQLQJ��ORFDO�VDOHV��LQWHUQDWLRQDO�VDOHV�DQG�DOO� ILQDQFLDO� GDWD�� � 7KH� PLQLVWU\� VWDII� ZRXOG� UHFHLYH� WKHVH� GRFXPHQWV� DQG� FRXOG� VXJJHVW� PLQRU� RU�LPSRUWDQW� FKDQJHV� LQ� WKH� SURJUDPPHV��7KH� QXPEHU� DQG� ORFDWLRQV� RI� H[SORUDWLRQ�ZHOOV� FRXOG� FKDQJH��SURGXFWLRQ�OHYHOV�RU�UHILQLQJ�OHYHOV�FRXOG�EH�PRGLILHG��FOLHQWV�IRU�WKH�RLO�FRXOG�EH�YHWRHG��SULFHV�FRXOG�EH�FKDOOHQJHG����)RU�GHWDLOV VHH�5LYHUR��RS��FLW���������



��
RLO�LQGXVWU\���� 8QVXUSULVLQJO\��WKH�RLO�FRPSDQLHV�PRXQWHG�D�VSLULWHG�OHJDO�DFWLRQ�DJDLQVW�WKH�5HYHUVLRQ�/DZ��ZKLFK�ZDV�MXVWLILDEO\�GHQRXQFHG�DV�EHLQJ�ERWK�FRQILVFDWRU\�DQG�UHWURDFWLYH�LQ�FKDUDFWHU��� �$OWKRXJK�WKLV�FKDOOHQJH�KDG� WKH�SRWHQWLDO� WR�GHYHORS� LQWR�D�PDVVLYH�SROLWLFDO�URZ�� �SDUWLFXODUO\� VLQFH� WKH� FRQFHVVLRQDLUHV� ZHUH� YHU\� NHHQ� RQ� SUHYHQWLQJ� RWKHU� 23(&�FRXQWULHV� IURP� IROORZLQJ� WKH� 9HQH]XHODQ� H[DPSOH��� WKH� FRQWURYHUV\� VXUURXQGLQJ� WKH�FRQVWLWXWLRQDOLW\� RI� WKH� 5HYHUVLRQ� /DZ� ZDV� UDSLGO\� RYHUWDNHQ� E\� WKH� ILUVW� RLO� VKRFN�� DQG�HYHQWXDOO\�RYHUVKDGRZHG�E\�WKH�DQWLFLSDWHG�UHYHUVLRQ�RI�FRQFHVVLRQV�LQ��������7KH�UHODWLYHO\�VKRUW DPRXQW� RI� WLPH� ZKLFK� WKLV� LVVXH� VSHQW� LQ� WKH� SROLWLFDO� OLPHOLJKW� SUHYHQWHG� PDQ\�REVHUYHUV�IURP�DSSUHFLDWLQJ�D�FUXFLDO�SRLQW��QDPHO\��WKDW�WKH�5HYHUVLRQ�/DZ��'HFUHH�����DQG�WKH�UHIRUPV�WR� WKH�,QFRPH�7D[�/DZ��DV�D�ZKROH��XVKHUHG�WKH�GH�IDFWR QDWLRQDOLVDWLRQ RI�WKH�9HQH]XHODQ� RLO� LQGXVWU\�� � $GPLWWHGO\�� WKLV� FRUSXV RI� OHJLVODWLRQ� ODFNHG� DQ� HOHPHQW� ZKLFK�PDQ\�FRQVLGHU�D�VLQH�TXD�QRQ UHTXLVLWH�RI�DQ\�JHQXLQH�QDWLRQDOLVDWLRQ��WKH�WUDQVIHU�RI�DVVHWV�IURP�WKH�SULYDWH�WR�WKH�SXEOLF�VHFWRU��� +RZHYHU��ZH�ZRXOG�DUJXH�WKDW�VXFK�D�FRQFHSWLRQ�RI�QDWLRQDOLVDWLRQ�SODFHV�XQGXH�HPSKDVLV�RQ� WKH�GLPHQVLRQ�RI�SURSHUW\�DQG�QHJOHFWV�WKH�UDWKHU�PRUH� LPSRUWDQW� GLPHQVLRQ� RI� FRQWURO�� � ,I� ZH� LQVWHDG� GHILQH� QDWLRQDOLVDWLRQ� DV� D� PHDVXUH�ZKHUHE\� D� VWDWH�� LQYRNLQJ� WKH� KLJKHU� SXEOLF� LQWHUHVW�� FDQ� SODFH� XQGHU� LWV� VROH� FRQWURO� DQ�HFRQRPLF�VHFWRU�RU�DFWLYLW\�ZKLFK�KDG�SUHYLRXVO\�EHHQ�XQGHU�WKH�FRQWURO�RI�WKH�SULYDWH�VHFWRU��ZH� FDQ� VHH� WKDW� ZKDW� KDSSHQHG� LQ� 9HQH]XHOD� GXULQJ� ������� DPRXQWHG� WR� D� WUXH�QDWLRQDOLVDWLRQ�� � $IWHU� DOO�� IURP� ����� RQZDUGV�� WKH� FRQFHVVLRQDLUHV� ORVW� DOO� VD\� RYHU� KRZ�PXFK� RLO� WKH\� FRXOG� SURGXFH�� KRZ�PXFK�PRQH\� WKH\� FRXOG� LQYHVW� DQG� IRU�ZKDW� SXUSRVHV��ZKDW� XVHV� WKH\� FRXOG� SXW� WKHLU� DVVHWV� WR�� DQG� VR� RQ�� � 7KXV�� WKH� ������� V\VWHP� RI� FRQWURO�OHJLVODWHG�WKHLU�HQWUHSUHQHXULDO�ULJKWV�RXW�RI�H[LVWHQFH�DQG��E\�WXUQLQJ��LQWR�REOLJDWLRQV�ZKDW�KDG�SUHYLRXVO\�EHHQ�SUHURJDWLYHV�����FRQYHUWHG�WKH�FRQFHVVLRQDLUHV�LQWR�PHUH�FRQWUDFWRUV�RI�WKH�9HQH]XHODQ�VWDWH�� � ,W�VKRXOG�EH�QRWHG� WKDW��E\������� WKH�RWKHU�23(&�FRXQWULHV�KDG�DOVR�VXFFHHGHG� LQ� GRLQJ� YHU\� PXFK� WKH� VDPH� EXW�� XQOLNH� LWV� FRQIUqUHV LQ� WKH� RUJDQLVDWLRQ��9HQH]XHOD�GLG�QRW�WDNH�D�VKDUHKROGLQJ�VWDNH�LQ�WKH�FRQFHVVLRQDLUH�FRPSDQLHV��PDLQO\�EHFDXVH��WKH�UHYHUVLRQ�RI�WKH�JUHDW�PDMRULW\�RI�WKH�FRQFHVVLRQV�ZDV�VFKHGXOHG�WR�WDNH�SODFH�LQ��������� �� �� >DQG� WKH@� FRXQWU\� GLG� QRW� QHHG� DQ� LPPHGLDWH� FDSLWDO� SDUWLFLSDWLRQ� WR� LPSURYH� LWV� OHJDO�SRVLWLRQ�LQ�JHQHUDO���7KXV��9HQH]XHOD�UHVWULFWHG�LWVHOI�WR�SUHSDULQJ�IRU�WKH�HYHQWXDO�UHYHUVLRQ�RI�FRQFHVVLRQV����
��1RYRD�0RQUHDO��������������,Q�������WKUHH�86�VHQDWRUV�WDEOHG�D�SURSRVDO�IRU�D�86�ER\FRWW�RQ�9HQH]XHODQ�RLO�LI�WKH�5HYHUVLRQ�/DZ�ZDV�DSSURYHG���-XOOLRW� GH� OD� 0RUDQGLqUH�� IRU� LQVWDQFH�� GHILQHV� QDWLRQDOLVDWLRQ� DV� �WKH� WUDQVIRUPDWLRQ� RI� SULYDWH�HQWHUSULVHV�LQWR�VWDWH�HQWHUSULVHV�LQ�RUGHU�WR�VXEWUDFW�WKH�PHDQV�RI�SURGXFWLRQ�DQG�GLVWULEXWLRQ�RI�ZHDOWK�IURP�SULYDWH�SURSHUW\��DQG�WR�SXW�WKHP�LQ�WKH�KDQGV�HLWKHU�RI�WKH�QDWLRQ�RU�RI�WKH�RUJDQV�WKDW�UHSUHVHQW�LWV�FROOHFWLYH�LQWHUHVWV���.DW]DURY�������������5LYHUR��RS��FLW���������������������$V�5LYHUR��LELG��������REVHUYHV��LQ�9HQH]XHOD��DOO�WKH�FRQFHVVLRQV�ZHUH�HQWLUHO\�VXEMHFW�WR� QDWLRQDO� VRYHUHLJQW\� DQG� OHJLVODWLRQ��� IRU� RWKHU� 23(&� FRXQWULHV�� KRZHYHU�� D� VKDUHKROGLQJ�SDUWLFLSDWLRQ� LQ� WKH� SURGXFLQJ� FRPSDQLHV� UHSUHVHQWHG� WKH� RQO\� ZD\� LQ� ZKLFK� WKH\� FRXOG� DFKLHYH� �D�



��
7KH� DPELYDOHQW� OHJDO� VLWXDWLRQ� FUHDWHG� E\� WKH�5HYHUVLRQ�/DZ��'HFUHH� ���� DQG� WKH�UHIRUP�WR�WKH�,QFRPH�7D[�/DZ�ZDV�VXVWDLQDEOH�IRU�DV�ORQJ�DV�RLO�SULFHV�UHPDLQHG�DW�UHODWLYHO\�UHDVRQDEOH�OHYHOV��DQG�WKH�GLIIHUHQFH�EHWZHHQ�JRYHUQPHQW�DQG�FRPSDQ\�LQFRPH�ZDV�QRW�WRR�GLVSURSRUWLRQDWH����� �8S�WR������LQFOXVLYH�� WKH�GHILQLWLYH�WDNHRYHU�RI�WKH�RLO� LQGXVWU\�E\�WKH�VWDWH�ZDV�FRQFHLYHG�VWULFWO\�LQ�WHUPV�RI�D� 
QDWXUDO
�UHYHUVLRQ��H[LVWLQJ�FRQFHVVLRQV�ZRXOG�QRW�EH�UHQHZHG�DIWHU���������DQG�DOO�RLO�UHODWHG�DFWLYLWLHV�ZRXOG�WKHQ�EH�FDUULHG�RXW�RQ�EHKDOI�RI�WKH� 9HQH]XHODQ� JRYHUQPHQW� E\� JHQXLQH� FRQWUDFWRUV� RU� E\� PL[HG� HQWHUSULVHV� LQ� ZKLFK� WKH�9HQH]XHODQ�VWDWH�ZRXOG�KDYH�D�VKDUHKROGLQJ�PDMRULW\��� +RZHYHU��ZKHQ� WKH�SULFH�RI�FUXGH�RLO�VN\URFNHWHG�DV�D�UHVXOW�RI�WKH�2$3(&�HPEDUJR��WKH�FRQFHVVLRQDLUHV�ILQDOO\�IRXQG�DOO�WKH�UHVWULFWLRQV�SODFHG�RQ� WKHLU�HQWUHSUHQHXULDO� IUHHGRP�E\�WKH�9HQH]XHODQ�VWDWH� LQWROHUDEOH��QR�FDSLWDOLVW� HQWUHSUHQHXU�� DIWHU� DOO��ZLOO�SXW�XS�ZLWK�EHLQJ� WROG�E\�D� 
VLOHQW�SDUWQHU
�KRZ�PXFK�ULVN�FDSLWDO�KH�KDV�WR�LQYHVW�DQG�KRZ��MXVW�VR�WKDW�KH�FDQ�UHDS�D�UHZDUG�RI�����86'�IRU�HYHU\�EDUUHO�RI�RLO�KH�VHOOV��ZKLOH�KLV� 
SDUWQHU
�JHWV�QHDUO\����86'�%EO� LQ�UHQW�����DQG�UHDFKHG�WKH�FRQFOXVLRQ�WKDW�WKH\�ZRXOG�DFWXDOO\�EH�EHWWHU�RII�LI�WKHLU�FRQFHVVLRQV�ZHUH�WHUPLQDWHG�EHIRUH���������� 7R�WKH�JUHDW�VXUSULVH�RI�WKH�9HQH]XHODQ�JRYHUQPHQW��WKH�FRPSDQLHV�DOO�RI�D�VXGGHQ�FDPH�RXW�LQ�IDYRXU�RI�WKH�
DQWLFLSDWHG�UHYHUVLRQ
�RI�FRQFHVVLRQV��� 7KLV��RI�FRXUVH��VXLWHG�WKH�9HQH]XHODQ� JRYHUQPHQW�� HQWUXVWLQJ� DQ�12&� LQ�ZKLFK� LW� KHOG� D� ���� SHU� FHQW� VKDUHKROGLQJ�ZLWK� DOO� RLO�UHODWHG� DFWLYLWLHV� VHHPHG� WR� RIIHU� WKH� EHVW� RSWLRQ� IRU� H[WUDFWLQJ� WKH� PD[LPXP�DPRXQW�RI�UHQW�IURP�HYHU\�EDUUHO�RI�9HQH]XHODQ�RLO�H[SRUWHG���7KH�LGHD�WKDW�WKH�JRYHUQPHQW�ZRXOG�EH�WKH�VROH�FODLPDQW�RI�WKLV�KXJH�UHQW�DOVR�DSSHDOHG�WR�WKRVH�JURXSV�LQ�WKH�9HQH]XHODQ�SULYDWH� VHFWRU�ZKLFK��KDYLQJ�SUHYLRXVO\�H[SUHVVHG�VWURQJ� UHVHUYDWLRQV�DERXW�D�ZKROO\�VWDWH�RZQHG� RLO� LQGXVWU\� RQ� JURXQGV� RI� WKH� JRYHUQPHQW
V� VSHQGWKULIW� ZD\V�� EHJDQ� WR� VHH� WKH�

FRQWURO� RI� SULFHV� DQG� H[SRUW� YROXPHV� VLPLODU� WR� WKH� RQH� HQMR\HG� E\� 9HQH]XHOD��� EHFDXVH� WKHLU��FRQFHVVLRQ� FRQWUDFWV� H[FOXGHG� H[SOLFLWO\� DQ\� XQLODWHUDO� FKDQJH� �� �� �� >WKHLU@� FRQFHVVLRQDLUHV�ZHUH� QRW�VXEMHFW� WR� >QDWLRQDO@� OHJLVODWLRQ� DQG� VRYHUHLJQW\� �� �� �� >DQG� DOO� GLVSXWHV� KDG@� WR� EH� VROYHG� WKURXJK�LQWHUQDWLRQDO�DUELWUDWLRQ����,Q� ������ VD\�� IRU� HYHU\� EDUUHO� RI� RLO� H[SRUWHG� DW� DQ� DYHUDJH� SULFH� RI� DERXW� ����� 86'�%EO�� WKH�JRYHUQPHQW� UHFHLYHG� �����86'�%EO��ZKLOH� WKH� FRPSDQLHV� UHFHLYHG� ����86'�%EO�� �7KLV� GLIIHUHQFH� LQ�LQFRPH�LV�KXJH��EXW�LW�LV�GZDUIHG�E\�WKH�GLIIHUHQFHV�WKDW�ZRXOG�REWDLQ�DIWHU��������7KH�YDULRXV�RSWLRQV�IRU�WKH�VWDWH�DGPLQLVWUDWLRQ�RI�WKH�RLO�LQGXVWU\�DIWHU�WKH�UHYHUVLRQ�RIFRQFHVVLRQV�ZHUH�GLVFXVVHG�LQ�D�IRUXP�KHOG�LQ�&DUDFDV�LQ�������WKH�SURFHHGLQJV�RI�ZKLFK�FDQ�EH�IRXQG�LQ�(JDxD�HW��DO����������7KLV�ZDV�WKH�DSSUR[LPDWH�GLVWULEXWLRQ�RI�RLO�UHYHQXHV�WKDW�REWDLQHG�LQ�9HQH]XHOD�LQ��������$V�D�VHQLRU�PDQDJHU�RI�RQH�RI�WKHVH�FRPSDQLHV�VDLG���LQWHUQDWLRQDO�RLO�FRPSDQLHV�GRQ
W�OLNH�WR�ZRUN�IRU�IHHV�������ZH�ZDQW�WR�LQYHVW�ULVN�FDSLWDO�DQG�JHW�RLO�LQ�UHWXUQ���3(��0DUFK������������,Q� D� EL]DUUH� HSLVRGH�� WKH� SUHVLGHQWV� RI� &UHROH� DQG� 6KHOO� WXUQHG� XS� DW�0LUDIORUHV� WR�ZLVK� 3UHVLGHQW�&DOGHUD�DQ�DXVSLFLRXV�������DQG�EHJDQ�GURSSLQJ�KHDY\�KLQWV�LQ�WKH�VHQVH�WKDW�WKH��UHYHUVLRQ�VLWXDWLRQ�VKRXOG� EH� FOHDUHG� XS� DV� VRRQ� DV� SRVVLEOH��321�� 'HFHPEHU� ���� ������ ���� � &UHROH
V� 5REHUW� 'ROSK�GHFODUHG�RQ�WKDW�RFFDVLRQ���LW
V�XQUHDOLVWLF�WR�VD\�HYHU\WKLQJ�ZLOO�VWD\�XQFKDQJHG�XQWLO�VRPH�PDJLF�GD\�LQ������DQG������ZKHQ�D�FXUWDLQ�ZLOO�IDOO�������,W
V�XQUHDOLVWLF�WR�ZDLW�WLOO�WKH�ODVW�PLQXWH���:KDW�GR�\RX�GR�� IRU� H[DPSOH�� LI� \RX� QHHG� QHZ� LQYHVWPHQW� LQ� ������ ZKHQ� WKHUH
V� QR� SURYLVLRQ� IRU� VKRUW�WHUP�DPRUWLVDWLRQ� ���� ��<RX�FDQ
W� LJQRUH� WKH� IDFW� WKDW� UHODWLRQVKLSV�EHWZHHQ�RLO�SURGXFLQJ�FRXQWULHV�DQG� WKH�FRPSDQLHV�DUH�FKDQJLQJ�������DOO�RYHU�WKH�ZRUOG���&KDQJH�LV�FRPLQJ�KHUH�WRR��EXW�ZKR
V�DIUDLG�RI�FKDQJH"��:H
UH�IOH[LEOH��VR�ORQJ�DV�ERWK�SDUWLHV�UHFRJQL]H�WKH�DVSLUDWLRQV�LQYROYHG���LELG���



��
DGYDQWDJHV�RI�UHFHLYLQJ�D�ODUJH�SDUW�RI�WKLV�ZLQGIDOO�WKURXJK�WKH�WLPH�KRQRXUHG�PHFKDQLVP�RI�DQ�RYHUYDOXHG�H[FKDQJH�UDWH���1DWXUDOO\��WKHUH�ZHUH�PDQ\�RWKHU�JURXSV�� WKRVH�WKDW�EHQHILWHG�IURP� WKH� JRYHUQPHQW
V� LQYHVWPHQWV� LQ� RWKHU� VWDWH�RZQHG� LQGXVWULHV�� RU� IURP� LWV� JHQHURXV�VXEVLGLHV�RQ�IRRGVWXIIV�DQG�WKH�OLNH�� ZKLFK�GLG�QRW�QHHG�WR�EH�FRQYLQFHG DERXW�WKH�PHULWV�RI�WKH� WDNHRYHU�� �7KXV�� WKH�9HQH]XHODQ�HPSOR\HHV�RI� WKH�PXOWLQDWLRQDOV�ZHUH�JUDGXDOO\� OHIW�DV�WKH�RQO\�UHDO�GHWUDFWRUV�RI�WKH�FRPSOHWH�VWDWH�WDNHRYHU�RI�WKH�RLO�LQGXVWU\��EXW�WKHLU�RSSRVLWLRQ�ZDV�QRW� HQRXJK� WR�SUHYHQW� 
DQWLFLSDWHG� UHYHUVLRQ
� IURP�EHFRPLQJ�D� IRUHJRQH�FRQFOXVLRQ�E\�'HFHPEHU�������ZKHQ�WKH�HOHFWLRQV�WR�GHFLGH�ZKR�ZRXOG�VXFFHHG�&DOGHUD�LQ�WKH�SUHVLGHQF\�ZHUH�KHOG��QHYHUWKHOHVV��DV�ZH�VKDOO�VHH��WKH�YLFWRU�LQ�WKHVH�HOHFWLRQV�WRRN�JUHDW�FDUH�WR�HQVXUH�WKDW�GLVDIIHFWHG�RLO�LQGXVWU\�HPSOR\HHV�GLG�QRW�MHRSDUGLVH�WKH�VPRRWKQHVV�RI�WKH�WUDQVLWLRQ�WR�WKH� QHZ� VWDWXV� TXR��� �:LWKLQ� WZR� \HDUV� RI� WKLV� HOHFWLRQ�� WKH�9HQH]XHODQ� ([HFXWLYH�ZRXOG�HQDFW�PHDVXUHV�IRUPDOLVLQJ�WKH������GH�IDFWR QDWLRQDOLVDWLRQ�RI�WKH�RLO�LQGXVWU\�WKURXJK�WKH�OHJDO�ILJXUHV�RI�WKH�DQWLFLSDWHG�UHYHUVLRQ�RI�FRQFHVVLRQV��RQ�WKH�RQH�KDQG��DQG�WKH�UHVHUYDWLRQ�RI�DQ�HFRQRPLF�DFWLYLW\�WR�WKH�VWDWH��RQ�WKH�RWKHU�7KH�DQWLFLSDWHG�UHYHUVLRQ�RI�FRQFHVVLRQV�LQ�9HQH]XHOD��WKHQ��ZDV�TXLWH�GLIIHUHQW�IURP�WKH�QDWLRQDOLVDWLRQ�RI�RLO�LQ�0H[LFR���7KH�ODWWHU�FRXQWU\�KDG�D�UHODWLYHO\�ODUJH�RLO�FRQVXPSWLRQ�DQG�D�UDSLGO\�GLPLQLVKLQJ�H[SRUWDEOH�VXUSOXV��VWDWH�FRQWURO�RI�WKH�RLO� LQGXVWU\�ZDV�VHHQ�DV�D�PHDQV� RI� KDUQHVVLQJ� GRPHVWLF� RLO� UHVRXUFHV� IRU� WKH� EHQHILW� RI� D� YLJRURXV� LQGXVWULDOLVDWLRQ�HIIRUW� �WKH� WKRUQ\� SUREOHP�RI� WKH� GLVWULEXWLRQ� RI� RLO� UHQW�EHWZHHQ� WKH�0H[LFDQ�JRYHUQPHQW�DQG�3(0(;�ZDV�QHLWKHU�DGGUHVVHG�QRU�VROYHG�E\�QDWLRQDOLVDWLRQ��EXW�PHUHO\�GHIXVHG�WKURXJK�WKH� FRPSDQ\
V� DOPRVW� WRWDO� ZLWKGUDZDO� IURP� WKH� LQWHUQDWLRQDO� RLO� PDUNHW��� � ,Q� 9HQH]XHOD��FRQGLWLRQV�ZHUH�FRPSOHWHO\�GLIIHUHQW��RLO�SURGXFWLRQ�WKHUH�ZDV�GHVWLQHG�HVVHQWLDOO\�IRU�H[SRUW��DQG�FRQWURO�RYHU�RLO�LQGXVWU\�RSHUDWLRQV�ZDV�VHHQ�DV�GHVLUDEOH�RQO\�EHFDXVH�LW�ZRXOG�HQDEOH�WKH�VWDWH�WR�FODLP�DQ�HYHU�ODUJHU�SURSRUWLRQ�RI�WKH�RLO�FRPSDQLHV
�UHYHQXHV�LQ�WKH�IRUP�RI�UHQW��7KLV�LGHD�RI�FRQWURO�PDGH�QR�DOORZDQFH�IRU�DQ�HTXLWDEOH�GLVWULEXWLRQ�RI�RLO�UHQW�EHWZHHQ�WKH�ODQGORUG�VWDWH�DQG� LWV� WHQDQW�RLO�FRPSDQLHV��EHFDXVH� LW�GLG�QRW� UHFRJQLVH� WKDW�SULYDWH�FDSLWDO�PLJKW�EH�HQWLWOHG�WR�DQ\�SURILW�EH\RQG�D�FHUWDLQ�WKUHVKROG��DUELWUDULO\�VHW�E\�3pUH]�$OIRQ]R�DW����SHU�FHQW� UHWXUQ�RQ�QHW� IL[HG�DVVHWV��� �7KLV�SURYLVLRQ� �ZKLFK�ZDV�DW� WKH�FRUH�RI� WKH������5HYHUVLRQ�/DZ��HIIHFWLYHO\�WUDQVIRUPHG�WKH�9HQH]XHODQ�FRQFHVVLRQDLUHV�LQWR�FRQWUDFWRUV RI�WKH�VWDWH��KRZHYHU��HYHQ�WKRXJK�LW�DPRXQWHG�WR�DQ�RXWULJKW�GHQLDO�RI�WKH�OHJLWLPDF\�RI�SULYDWH�HQWHUSULVH�LQ�RLO�DFWLYLWLHV��LW�JHQHUDWHG�QR�VHULRXV�RSSRVLWLRQ�ZLWKLQ�9HQH]XHOD��EHFDXVH�WKH�FRQFHVVLRQDLUHV�ZHUH�IRUHLJQ FRPSDQLHV�ZKRVH�LQWHUHVWV�ZHUH�E\�GHILQLWLRQ VXERUGLQDWH�WR�WKH�QDWLRQDO�UHQWLVWLF�FODLPV��� *UDQWHG��LQ�������WKH�9HQH]XHODQ�JRYHUQPHQW�DUULYHG�DW�PRUH�RU�OHVV� WKH� VDPH� GHVWLQDWLRQ� WKDW� WKH� 0H[LFDQ� JRYHUQPHQW� KDG� UHDFKHG� QHDUO\� IRUW\� \HDUV�
��2QO\� RQ� RQH� RFFDVLRQ� GLG� D� VL]DEOH� EORF� RI� 9HQH]XHODQ� HQWUHSUHQHXUV� UDOO\� WR� WKH� GHIHQVH� RI� WKH�IRUHLJQ�RLO�FRPSDQLHV��ZKHQ�WKH�/HRQL�DGPLQLVWUDWLRQ�XQZLVHO\�DWWHPSWHG�WR�LQWURGXFH�D�ZLGH�UDQJLQJ�ILVFDO�UHIRUP�DQG D�QHZ�RLO�WD[�VLPXOWDQHRXVO\���,Q�WKH�HYHQW��WKH�RLO�FRPSDQLHV�PDGH�D�VHSDUDWH�SHDFH�RYHU�WKLV�LVVXH�ZLWK�WKH�JRYHUQPHQW�DQG�DEDQGRQHG�)HGHFiPDUDV�WR�LWV�IDWH��WKLV�DFWLRQ�GLG�QRW�HQGHDU�WKHP�WR�WKLV�YHU\�SRZHUIXO�GRPHVWLF�DFWRU�DQG�OHIW�WKHP�PRUH�SROLWLFDOO\�LVRODWHG�WKDQHYHU��



��
SUHYLRXVO\���8QOLNH�WKH�ODWWHU��KRZHYHU��LW�GLG�VR�ZLWK�YHU\�OLWWOH�XQGHUVWDQGLQJ�RI�KRZ�LW�KDG�PDQDJHG�WR�GR�VR�RU�ZKDW�KDG�ILQDOO\�JRW�LW�WKHUH���2QH�VKRXOG�DOVR�SRLQW�RXW�WKDW��FRQWUDU\�WR�3(0(;
V�ILUVW�JHQHUDWLRQ�PDQDJHUV��WKH�9HQH]XHODQ�PDQDJHUV�LQ�WKH�RLO�FRPSDQLHV��ZKR��IRU�WKH�PRVW�SDUW��H[SHFWHG� WR�SOD\�DQ� LPSRUWDQW� UROH� LQ� WKH�DGPLQLVWUDWLRQ�RI�WKH�LQGXVWU\�DIWHU�WKH�PXOWLQDWLRQDOV
�ODVW�ERZ��RQO\�KDG�D�YHU\�KD]\�FRPSUHKHQVLRQ�RI�ZKDW�ZDV�WUXO\�DW�VWDNH�LQ� WKH� VWDWH� WDNHRYHU� RI� WKH� RLO� LQGXVWU\�� � 7KH� IDFW� WKDW�� XQWLO� HDUO\� ����� LQFOXVLYH�� RLO�QDWLRQDOLVDWLRQ�KDG�EHHQ�SUHGRPLQDQWO\�FRQFHLYHG�LQ�WHUPV�RI�&93
V�JUDGXDO�DVVLPLODWLRQ�RI�WKH�RSHUDWLRQV�RI�WKH�FRQFHVVLRQDLUHV�DV�FRQFHVVLRQV�H[SLUHG�PHDQW�WKDW�WKHVH�PDQDJHUV
�PDLQ�FRQFHUQ�ZDV�� WR�SDUDSKUDVH�6iGHU�3pUH]��ZKHWKHU� WKH�9HQH]XHODQ�JRYHUQPHQW�ZRXOG�SURYH��FDSDEOH� RI� WDNLQJ� FRQWURO� RI� WKH� RLO� LQGXVWU\� HYHQ� WKRXJK� SXEOLF� DGPLQLVWUDWLRQ� >ZDV@� D�GLVDVWHU�����DQG�QRW�ZKHWKHU�WKH�JRYHUQPHQW�DQG�WKH�QDWLRQDOLVHG�RLO�LQGXVWU\�ZRXOG�EH�DEOH�WR�UHDFK�D�YLDEOH�DJUHHPHQW�IRU�WKH�GLYLVLRQ�RI�RLO�UHQW�EHWZHHQ�WKHP���7KXV��WKHLU�OREE\LQJ�HIIRUWV�LQ�WKH�UXQ�XS�WR�WKH�VWDWH�WDNHRYHU�ZHUH�IRFXVHG�DW�HQVXULQJ�PDQDJHULDO�FRQWLQXLW\�DQG�DXWRQRP\� LQ� WKH� LQGXVWU\� DIWHU� ����� �VHH� EHORZ��� 9HQH]XHODQ� RLOPHQ� LQWHUSUHWHG� WKH�ZLOOLQJQHVV� RI� WKH� 3pUH]� DGPLQLVWUDWLRQ� WR�PHHW� WKHLU� GHPDQGV� LQ� WKLV� UHJDUG� DV� SURRI� WKDW�ZKDW� WKH�JRYHUQPHQW�ZDQWHG� WR�DFKLHYH� WKURXJK�QDWLRQDOLVDWLRQ�ZDV� WKH�FUHDWLRQ�RI�D� 
WUXO\�9HQH]XHODQ� RLO� EXVLQHVV
�� � )RU� LQVWDQFH�� WKH� ZD\� $OEHUWR� 4XLUyV� �SUHVLGHQW� RI� 6KHOO� GH�9HQH]XHOD� LQ� �������� DQG� RI� LWV� VXFFHVVRU� FRPSDQ\� 0DUDYHQ� DIWHU� ������ VDZ� LW�� WKH�1DWLRQDOLVDWLRQ�/DZ�DGGUHVVHG�WKH�IXQGDPHQWDO�DQRPDO\�WKDW�9HQH]XHOD�KDG�DOZD\V��KDG�DQ�HIILFLHQW�SURGXFWLYH�DSSDUDWXV��PDQDJHG�DQG�FRQWUROOHG�E\�9HQH]XHODQV� �� �� �� >EXW�KDG�QHYHU�KDG@� DQ� RLO� EXVLQHVV� �� � �� >:H� KDG@� KDG� SURGXFWLRQ�QRUPV DQG� SURFHGXUHV EXW� �� �� �� >QRW@� D�SURGXFWLRQ� SROLF\�� � :H� >KDG@� FRQWUROOHG� KRZ WKH� ILHOGV� SURGXFHG�� EXW� ZH� >KDG@� QHYHU�FRQWUROOHG�KRZ�PXFK�ZH�SURGXFHG��ZKDW�TXDOLW\�RI�FUXGH�ZH�SURGXFHG��KRZ�PXFK�ZH�VROG�D�EDUUHO�IRU�RU�ZKR�ZH�VROG�WKH�EDUUHO�WR���� 7KXV��LW�LV�FOHDU�WKDW�4XLUyV�WKRXJKW�WKDW�IRU�WKH�9HQH]XHODQ�JRYHUQPHQW�� WKH� WDNHRYHU�RI� WKH�RLO� LQGXVWU\�ZDV�DQ�HQG� LQ� LWVHOI�� UDWKHU� WKDQ�D�PHDQV� WR� DQ� HQG� �WKLV� HQG� EHLQJ� WKH� PD[LPLVDWLRQ� RI� UHQW� WKURXJK� WKH� FRQWURO� RI� RLO�LQYHVWPHQW��ILVFDO�UHIHUHQFH�SULFHV�DQG�SURGXFWLRQ�YROXPHV����$V�D�UHVXOW��4XLUyV��DQG�PDQ\�RWKHU�9HQH]XHODQ� RLOPHQ�ZLWK� KLP�� DVVXPHG� WKDW�� DIWHU� ������ WKHUH�ZRXOG� EH� D� VLJQLILFDQW�FKDQJH�IRU�WKH�EHWWHU�LQ�0(0
V�DWWLWXGH�WRZDUGV�WKH�RLO�LQGXVWU\���+RZHYHU��DV�ZH�VKDOO�QRZ�VHH��LW�GLG�QRW�WDNH�YHU\�ORQJ�IRU�WKHVH�H[SHFWDWLRQV�WR�EH�GDVKHG�DJDLQVW�WKH�UHQWLVWLF�FODLPV�RI�WKH�9HQH]XHODQ�VWDWH�����:KDW�&KDQJHG�DIWHU�����"��,���/HJDO�DQG�3ROLWLFDO�6WDWXV�RI�WKH�2LO�,QGXVWU\�6KRUWO\� DIWHU� &DUORV� $QGUpV� 3pUH]� ZRQ� WKH� ����� SUHVLGHQWLDO� HOHFWLRQV� ZLWK� D� VXUSULVLQJ�ODQGVOLGH��WKH�QHZ�3UHVLGHQW
��3UHIDFH� WR� 6LOYD�0LFKHOHQD� DQG� 6RXEOHWWH�� ������ ���� �0DQDJHUV� LQ� WKH� FRQFHVVLRQDLUHV�ZHUH� TXLWH�NHHQ�WR�SRLQW�RXW�WKDW�&93�SURGXFHG�RQO\���SHU�FHQW�RI�9HQH]XHOD
V�RXWSXW�ZLWK����SHU�FHQW�RI�WKH�RLO�LQGXVWU\�ZRUNIRUFH���4XLUyV������������LWDOLFV�LQ RULJLQDO�



��
UHTXHVWHG�H[WUDRUGLQDU\�SRZHUV�WR�LVVXH�GHFUHHV�IRU�RQH�\HDU�RQ�D�ZLGH�DQG�YDJXHO\�ZRUGHG� VHW�RI� LVVXHV�� �7KH�FRQJUHVVLRQDO�PDMRULW\�RI�$'�JUDQWHG�KLP�>RQ�0D\���������@� WKDW� DXWKRULW\� RQ� WKH� FRQGLWLRQ� WKDW� KH� JLYH� DGYDQFH� QRWLFH� WR� PXOWLSDUW\�FRPPLVVLRQV��EXW�WKHVH�FRPPLVVLRQV�ZHUH�ODUJHO\�LJQRUHG���(YHQ�WKH�OHDGHUV�RI�$'�VRPHWLPHV� OHDUQHG� RI� GHFUHHV� RQO\� DIWHU� WKH\� KDG� EHHQ� SXEOLVKHG� LQ� WKH� *DFHWD�2ILFLDO�� DQG� WKH� VKHHU� YROXPH�RI� GHFUHHV�ZHQW� EH\RQG� DQ\� VWDQGDUG� RI� UHVSRQVLEOH�JRYHUQPHQW�� ����GHFUHHV�DQG����QHZ�FRPPLVVLRQV�LQ�RQH�\HDU
V�WLPH���$PRQJ� WKH� PDQ\� �H[WUDRUGLQDU\� HFRQRPLF� DQG� ILQDQFLDO� PHDVXUHV�� ZKLFK� WKH� 3UHVLGHQW�SXVKHG� WKURXJK� LQ� WKLV� SHULRG� WKHUH� ZHUH� VRPH� RI� WUDQVFHQGHQWDO� LPSRUWDQFH�� QRWDEO\� WKH�HVWDEOLVKPHQW� RI� WKH�9HQH]XHODQ� LQYHVWPHQW� IXQG� �DQ� DQWL�F\FOLFDO� GHYLFH�ZKLFK�ZDV� WR�EH�HQGRZHG�ZLWK����SHU�FHQW�RI�WKH�FRXQWU\
V�DQQXDO�RLO�H[SRUW�LQFRPH��DQG�WKH�QDWLRQDOLVDWLRQ�RI�WKH�LURQ�RUH�LQGXVWU\��LURQ�PLQLQJ�ZDV�WKH�VHFRQG�PRVW�LPSRUWDQW�HFRQRPLF�DFWLYLW\�LQ�WKH�FRXQWU\��� � %XW� HYHQ� WKRXJK� WKH� LGHD� RI� 
DQWLFLSDWHG� UHYHUVLRQ
� RI� WKH� RLO� LQGXVWU\� KDG� WKH�RYHUZKHOPLQJ�VXSSRUW�RI�WKH�9HQH]XHODQ�SXEOLF�� DQG�3pUH]�FRXOG�HDVLO\�KDYH�LQWHUSUHWHG�KLV�YLFWRU\� PDUJLQ� DV� D� PDQGDWH� IRU� LPPHGLDWH� QDWLRQDOLVDWLRQ�� SDUWLFXODUO\� VLQFH� RXWJRLQJ�3UHVLGHQW� &DOGHUD� KDG� GHFODUHG� WKDW� ZKRHYHU� VXFFHHGHG� KLP� ZRXOG� KDYH� WR� PDNH� WKLV�PHDVXUH�KLV�ILUVW�SULRULW\�� WKH�3UHVLGHQW�GHFLGHG�WR�WDFNOH�WKH�LVVXH�RI�WKH�WDNHRYHU�RI�WKH�RLO�LQGXVWU\� ZLWK� XQFKDUDFWHULVWLF� UHVWUDLQW�� � 7KXV�� LQVWHDG� RI� JRLQJ� IRU� D� 
IDVW� WUDFN
�QDWLRQDOLVDWLRQ� DNLQ� WR� WKH� RQH�ZKLFK� KH� DGRSWHG� IRU� WKH� LURQ� RUH� LQGXVWU\�� 3pUH]� VHW� XS� D�SUHVLGHQWLDO� FRPPLVVLRQ� �&RPLVLyQ� 3UHVLGHQFLDO� GH� OD� 5HYHUVLyQ� 3HWUROHUD�� �WR� VWXG\� DQG�DQDO\VH� WKH� DOWHUQDWLYHV� WR� EULQJ� IRUZDUG� WKH� UHYHUVLRQ� RI� WKH� FRQFHVVLRQV� DQG� WKH� DVVHWV�DWWDFKHG� WR� WKHP�� VR� WKDW� WKH�6WDWH� >FRXOG@� DVVXPH� WKH� FRQWURO� RI� H[SORUDWLRQ�� H[SORLWDWLRQ��PDQXIDFWXULQJ�� UHILQLQJ�� WUDQVSRUW� DQG�PDUNHWLQJ�RI�K\GURFDUERQV���� 0RUHRYHU��3pUH]�GLG�QRW�JLYH�WKLV�FRPPLVVLRQ�FDUWH�EODQFKH WR�VWXG\�DQ\�DQG�DOO�SRVVLEOH�DOWHUQDWLYHV�IRU�WKH�VWDWH�WDNHRYHU��WKH�YHU\�VSHFLILF�SUHOLPLQDU\�JXLGHOLQHV�KH�ODLG�GRZQ�ZHUH�FOHDUO\�PHDQW�WR�UHVWULFW�WKH�SRWHQWLDO�UDQJH�RI�WKH�FRPPLVVLRQ
V�LQTXLULHV�WR�DOWHUQDWLYHV NQRZQ�WR�EH�DPHQDEOH�WR�RLO�LQGXVWU\� H[HFXWLYHV��� )RU� JRRG� PHDVXUH�� 3pUH]� YRZHG� WKDW� WKH� OREE\� FUHDWHG� E\� VRPH�LQGXVWU\�HPSOR\HHV��$JURSHW��ZRXOG�EH�FRQVXOWHG�DW�DOO�PDMRU�VWHSV�RI�WKH�SROLWLFDO�SURFHVV�OHDGLQJ� WR� WKH� WDNHRYHU���� DQG� WKDW� WKH� QDWLRQDOLVHG RLO� LQGXVWU\� ZRXOG� EH� UXQ� E\� WKH�9HQH]XHODQV�WKDW�PDQDJHG�WKH�RSHUDWLRQV�RI�WKH�FRQFHVVLRQDLUHV�3pUH]
V� DFWLRQV�ZHUH� SURPSWHG� E\� WKH� WKUHDWHQLQJ� QRLVHV� FRPLQJ� IURP� WKH� FDPS�RI�VHQLRU�PDQDJHUV� LQ� WKH�FRQFHVVLRQDLUHV�� �7KHVH�H[HFXWLYHV�KDG�OHW� WKH�3UHVLGHQW�NQRZ�LQ�QR�XQFHUWDLQ� WHUPV� WKDW�� ZHUH� KH� WR� DFW� RQ� WKH� VXJJHVWLRQV� RI� WKRVH� ZKR� EHOLHYHG� WKDW� WKH�

��&RSSHGJH���������������$UWLFOH���RI�'HFUHWR����GHO����GH�PDU]R�GH����� �*DFHWD�2ILFLDO��QR������������6HH�&RURQHO��������������7R�WKRVH�9HQH]XHODQV�ZKR�������ZRUN�LQ�WKH�PXOWLQDWLRQDO�RLO�FRPSDQLHV��,�ZDQW�WR�VD\�WKDW�WKH\�PDNH�XS�D�IXQGDPHQWDO UHVRXUFH�IRU�RXU�FRXQWU\�DQG�WKDW�QR�GHFLVLRQ�LQ�WKLV�ILHOG�ZLOO�EH�WDNHQ�ZLWKRXW�WKHLU�SUHYLRXV� NQRZOHGJH� DQG� SDUWLFLSDWLRQ�� �LELG��� ����� � 3pUH]� DFFXVHG� WKRVH� SHUVRQV� ZKLFK� GDUHG� WR�TXHVWLRQ�ZKHUH�WKH�OR\DOWLHV�RI�9HQH]XHODQ�RLO� LQGXVWU\�SHUVRQQHO�PLJKW�OD\�DV�EHLQJ�JXLOW\�RI��VWHULOH�H[WUHPLVP���321��0DUFK��������������VHH�DOVR�&RURQHO��������������



��
WDNHRYHU� KDG� WR� EH� D� UDGLFDO� EUHDN� ZLWK� WKH� 
WDLQWHG
� �L�H�� IRUHLJQ�GRPLQDWHG�� SDVW� RI� WKH�9HQH]XHODQ� RLO� LQGXVWU\�� KH� ZRXOG� EH� FRXUWLQJ� GLVDVWHU�� � 7KH� OHDVW� FLUFXPVSHFW� DPRQJ�9HQH]XHODQ�RLO�LQGXVWU\�OHDGHUV�ZDV�SUREDEO\�*XLOOHUPR�5RGUtJXH]�(UDVR��YLFH�SUHVLGHQW�RI�&UHROH� LQ� ����� DQG� ILUVW� SUHVLGHQW� RI� LWV� QDWLRQDOLVHG� VXFFHVVRU�� /DJRYHQ��� ZKR� QRW� RQO\�VWUHVVHG� WKDW� �SHUVRQQHO� VKRXOG� EH� NHSW� DW� WKHLU� �� �� �� SRVWV� LQ� RUGHU� WR� JXDUDQWHH� QRUPDO�RSHUDWLRQV��� EXW�DOVR�KLQWHG�DW�WKH�SUREOHPV�ZKLFK�DQ\�DWWHPSW�E\�WKH�JRYHUQPHQW�WR�LJQRUH�WKLV�DGYLFH�FRXOG�SURGXFH��� 6KHOO
V�4XLUyV�FKRVH�DQ�DOWRJHWKHU�VRIWHU�DSSURDFK��DOWKRXJK�KH�ZDV� DOVR� TXLWH� ZDU\� RI� 3pUH]
V� SRSXOLVWLF� LQVWLQFWV� DQG� YHU\� XQLPSUHVVHG� ZLWK� WKH�JRYHUQPHQW
V�HQWUHSUHQHXULDO�WUDFN�UHFRUG��KH�QRQHWKHOHVV�DVVXUHG�9HQH]XHODQ�SROLWLFLDQV�WKDW�QDWLRQDOLVDWLRQ�ZRXOG�KDYH��YHU\�JUHDW�SRVVLELOLWLHV�RI�VXFFHVV�������>LI@�WKH�JRYHUQPHQW�IDFHG�UHDOLWLHV�� LQVWHDG�RI�EHLQJ�PRYHG�E\�HPRWLRQDO� IDFWRUV�����DQG�PDGH�VXUH�QRW�RQO\� WKDW�PHQ�OLNH�KLPVHOI�ZHUH� OHIW� LQ� FKDUJH�RI� WKH�RSHUDWLRQV�RI� WKH�RLO� LQGXVWU\�EXW� DOVR� WRRN�VWHSV� WR�JXDUDQWHH�WKDW�WKH�LQGXVWU\�ZRXOG�QHYHU�EHFRPH�D�KRVWDJH�WR�WKH�FRXQWU\
V�QRWRULRXV�EUDQG�RI�SDUW\�SROLWLFV�7KH�GLVFUHHW�EXW�ILUP�SUHVVXUH�DSSOLHG�E\�9HQH]XHODQ�RLOPHQ�WR�WKH�JRYHUQPHQW�SDLG�GLYLGHQGV�� WKH� ILQDO� UHSRUW�RI� WKH�5HYHUVLRQ�FRPPLVVLRQ�H[SUHVVHG� WKH�QHHG� IRU�D��QDWLRQDO�SHWUROHXP�DGPLQLVWUDWLRQ�DV�VHSDUDWH�DQG�GLVWLQFW� IURP�SXEOLF�DGPLQLVWUDWLRQ�DV�SRVVLEOH�����DEOH� WR� JR� DERXW� LWV� EXVLQHVV� ZLWK� D� PLQLPXP� RI� JRYHUQPHQWDO� LQWHUIHUHQFH�� � 7KH�1DWLRQDOLVDWLRQ�/DZ�HQVKULQHG�WKLV�SULQFLSOH�LQ�WKUHH�NH\�DUHDV��QDPHO\D�� WKH� OHJDO� VWDWXV� DFFRUGHG� WR� WKRVH� �HQWLWLHV� RZQHG� E\� WKH� ([HFXWLYH� ZKLFK� ZRXOG� EH�HQWUXVWHG� WR� FDUU\� RXW� WKH� DFWLYLWLHV� UHVHUYHG� WR� WKH� VWDWH�� �L�H�� 3'96$� DQG� LWV� RSHUDWLQJ�DIILOLDWHV����E��WKH�OHJDO�WUHDWPHQW�ZKLFK�WKHLU�HPSOR\HHV�ZRXOG�EH�JLYHQ���F��WKH�ILQDQFLDO�DUUDQJHPHQWV�WKURXJK�ZKLFK�WKHVH�HQWLWLHV�ZHUH�WR�IXQG�WKHLU�DFWLYLWLHV���
��321��-XQH�������������� �,Q�SDUWLFXODU��KH�VDLG�WKDW�RQ�QR�DFFRXQW�VKRXOG��WKH�RSHUDWLQJ�HQWLWLHV��EH�OHIW���RUSKDQV�>VLF�@�RI�WKHLU�GLUHFWRUV�>L�H��PHQ�OLNHKLPVHOI@���LELG������7KH�LQGXVWU\�ZLOO�SURGXFH�
;
�QXPEHU�RI�EDUUHOV�SHU�GD\���6RPHWKLQJ�ZLOO�KDYH�WR�EH�GRQH�ZLWK�WKHP���,W�ZRXOG�EH�ORJLFDO�WR�UHIHU�WR�XV��EHFDXVH�ZH�KDYH�WKH�QHFHVVDU\�H[SHULHQFH���321��-XQH����������������321�� -XO\� ���� ������ ��� � 4XLUyV� WXUQHG� GRZQ� DQ� LQWHUQDWLRQDO� SRVWLQJ� DW� 6KHOO�� DQG�PDQLIHVWHG� KLV�GHVLUH�WR�GR�HYHU\WKLQJ�LQ�KLV�SRZHU�WR�KHOS�QDWLRQDOLVDWLRQ�ZRUN��0DODYp�0DWD���������������%UHZHU�&DUtDV��������������3'96$�LV�D�FRUSRUDWLRQ�VXEMHFW�WR�SULYDWH�PHUFDQWLOH�ODZ���+RZHYHU��WKH�FRPSDQ\�LV�OHJDOO\�ERXQG�WR��IROORZ�WKH�GLVSRVLWLRQV�RI�WKH�1DWLRQDO�([HFXWLYH���FODXVH���RI�3'96$
V�E\�ODZV��DQG�WKLV��DV�%UHZHU�&DUtDV�QRWHV���JLYHV� >WKH�JRYHUQPHQW@�DPSOH� OHHZD\� WR�DSSO\�QRUPV�RI�SXEOLF� ODZ�WR�WKH�FRPSDQ\�E\�PHDQV�RI�XQLODWHUDO�DGPLQLVWUDWLYH�DFWV���LELG������������$UWLFOH�HLJKW�RI�WKH�1DWLRQDOLVDWLRQ�/DZ�VWDWHV�WKDW�WKH�GLUHFWRUV��PDQDJHUV��HPSOR\HHV�DQG�ZRUNHUV�RI�WKH�QDWLRQDOL]HG�RLO� LQGXVWU\�DUH�QRW�FRQVLGHUHG�SXEOLF�RIILFLDOV�RU�SXEOLF�HPSOR\HHV���7KLV�GLVSRVLWLRQ�H[HPSWV� WKHP� IURP� WKH� SURYLVRV� RI� WKH� &DUHHU� &LYLO� 6HUYLFH� /DZ� DQG� DOVR� IURP� WKH� DGPLQLVWUDWLYH�V\VWHP�ZKLFK�KROGV�VZD\�LQ�WKH�UHVW�RI�WKH�9HQH]XHODQ�SXEOLF�VHFWRU���7KH�/DZ� VWDWHV� WKDW� WKH� FRPSDQ\�ZLOO� UHFHLYH� HYHU\�PRQWK� �D� TXDQWLW\� RI�PRQH\� HTXLYDOHQW� WR� WHQ�SHUFHQW�RI� WKH�QHW� LQFRPH�JHQHUDWHG�E\�RLO�H[SRUWV� �� �� ��GXULQJ� WKH�SUHYLRXV�PRQWK��� �7KH�FRPSDQ\�LV�H[HPSW�IURP�SD\LQJ�DQ\�WD[HV�RU�FRQWULEXWLRQV�RQ�WKHVH�PRQLHV��LQFOXGLQJ�LQFRPH�WD[����,Q�DGGLWLRQ��DV�9LORULD�������������QRWHG��WKH�JRYHUQPHQW�OHW�3'96$�UHWDLQ�DOO�RI�LWV�DIWHU�WD[�HDUQLQJV�IRU�LQYHVWPHQW�SXUSRVHV��3'96$�GHFODUHG�D�GLYLGHQG�IRU�WKH�ILUVW�WLPH�RQO\�LQ�������



��
$OWKRXJK� WKH� WHQRU� RI� DOO� WKHVH�GLVSRVLWLRQV�ZDV�TXLWH� IDYRXUDEOH� WR� WKH� IOHGJOLQJ�3'96$��PRVW� RI� WKH� H[HFXWLYHV� LQ� WKH� IRUPHU� FRQFHVVLRQDLUHV�ZHUH� UHFRQFLOHG� WR� WKH� LGHD� WKDW� WKH\�ZRXOG� QRW� EH� JLYHQ� D� IUHH� KDQG� WR� UXQ� WKH� LQGXVWU\� �4XLUyV� GHFODUHG� WKDW�� LQHYLWDEO\���QDWLRQDOLVDWLRQ� ZRXOG� PHDQ� VWDWH� FRQWURO� RYHU� LQYHVWPHQWV� WR� EH� PDGH�� H[SDQVLRQ� SODQV��RSHUDWLRQDO� SURJUDPPHV�� UHILQLQJ� VWUDWHJ\� DQG�PDUNHWLQJ� VWUDWHJ\������ � ,QGHHG�� RXWVLGH� WKH�KRWEHG� RI� DQWL�JRYHUQPHQW� IHHOLQJ� WKDW� ZDV� &UHROH�/DJRYHQ�� IHZ� SHRSOH� LQ� WKH� LQGXVWU\�VHULRXVO\� EHOLHYHG� WKDW� 3'96$
V� VROH� VKDUHKROGHU� VKRXOG� �RU�ZRXOG�� KDYH� �GHOHJDWH>G@� DOO�UHVSRQVLELOLW\� IRU� WKH� >RLO@� EXVLQHVV� XQWR� WKH� FRPSDQ\
V� PDQDJHPHQW� LQ� DOO� FDVHV�� IRU� WKH�VLPSOH� UHDVRQ� WKDW�� VLQFH� WKH� VKDUHKROGHU� LQ� TXHVWLRQ� �GHSHQGHG� RQ� 3'96$
V� UHVXOWV� WR�DGPLQLVWHU� WKH� FRXQWU\��� WKLV� ZRXOG� KDYH� EHHQ� WDQWDPRXQW� WR� GHOHJDWLQJ� �RQ� WKH� RLO�WHFKQRFUDF\� WKH� UHVSRQVLELOLW\� IRU� WKH� HFRQRPLF� SROLF\� RI� WKH� FRXQWU\� DV� D� ZKROH����+RZHYHU��DOWKRXJK�SUDJPDWLVWV�LQ�WKH�DIILOLDWHV�ZHUH�ZLOOLQJ�WR�FRXQWHQDQFH�D�FHUWDLQ�GHJUHH�RI� PLQLVWHULDO� LQWHUIHUHQFH� LQ� WKH� DIIDLUV� RI� WKH� LQGXVWU\�� HYHQ� WKH\� IXOO\� H[SHFWHG� WKH�JRYHUQPHQW� WR�NHHS� LWV�GLVWDQFH� LQ� WKUHH�NH\�DUHDV��WR�ZLW��GD\�WR�GD\�RSHUDWLRQV��SHUVRQQHO�SROLF\� � VDODULHV�� SURPRWLRQV� UHFUXLWPHQW�� WUDLQLQJ�� � DQG� WKH� XVH� RI� WKH� PRQLHV� ZKLFK��DFFRUGLQJ�WR�WKH�1DWLRQDOLVDWLRQ�/DZ��ZHUH�WKH�H[FOXVLYH�SDWULPRQ\�RI�WKH�FRPSDQ\��4XLUyV�VXPPHG�XS� WKHLU� H[SHFWDWLRQV� WKXV�� �RQFH� WKH� RSHUDWLRQDO� DQG� LQYHVWPHQW�EXGJHW�KDG�EHHQ�GHFLGHG�� UHVRXUFHV� HDUPDUNHG� IRU� VSHFLILF� SURMHFWV� �� �� �� DQG� WKH� RYHUDOO� GHEW� OHYHO� RI� WKH�FRPSDQ\�VHW�������WKH�UROH�RI�WKH�SROLWLFDO�VHFWRU�>KDG�WR�EH�OLPLWHG@�WR�VFUXWLQL]LQJ�3'96$
VRSHUDWLRQDO�DQG�ILQDQFLDO�UHVXOWV�LQ�VKDUHKROGHUV
�PHHWLQJV�������6XFK�DQ�DUUDQJHPHQW��ZKLFK�ZRXOG�KDYH� IUHHG� WKH� DIILOLDWHV� IURP� WKH�PLQXWH� VFUXWLQ\� WR�ZKLFK�0(0�KDG� VXEMHFWHG� WKH�RSHUDWLRQV� RI� WKH� IRUHLJQ� FRQFHVVLRQDLUHV� XQGHU� WKH� WHUPV� RI� WKH� �����5HYHUVLRQ�/DZ� DQG�'HFUHH������ZDV�YHU\�PXFK�LQ�WRQH�ZLWK�WKH�UHFRPPHQGDWLRQV�SXW�IRUZDUG�E\�WKH 5HYHUVLRQ�&RPPLWWHH�� �1HYHUWKHOHVV�� WKH�PDMRULW\�RI�PLQLVWU\�VWDII�FRXOG�QRW� VHH� WKH� UDWLRQDOH�EHKLQG�WKLV� FXUELQJ� RI� WKHLU� VXSHUYLVRU\� IDFXOWLHV�� DQG� WKH\� GLG� QRW� VXEVFULEH� WR� 3'96$
V� OHJDO�DGYLVRU
V� YLHZ� WKDW� �'HFUHH� ���� KDG� DXWRPDWLFDOO\� EHHQ� UHQGHUHG� LQYDOLG� E\� WKH�1DWLRQDOLVDWLRQ�/DZ����+HQFH��WKH\�LQVLVWHG�WKDW��DV�LQ�WKH�SDVW���DOO�QDWLRQDOLVHG�RLO�LQGXVWU\�DFWLYLWLHV�KDG�WR�KDYH�WKHLU�SUHYLRXV�DSSURYDO��� DQG�PDGH�LW�D�SRLQW�WR��VSHQG�D�VXEVWDQWLDO�SDUW�RI�WKHLU�WLPH�GRLQJ�URXWLQH�IXQFWLRQV�ZKLFK�KDG�EHHQ�LPSRUWDQW�EHIRUH�QDWLRQDOLVDWLRQ�EXW�ZHUH�QR�ORQJHU�MXVWLILHG�������>EHFDXVH@�WKH\�RFFXSLHG�WLPH�WKDW�VKRXOG�KDYH�EHHQ�GHGLFDWHG�WR�
��321��1RYHPEHU��������������4XLUyV������������6HH�$OIRQ]R�5DYDUG������������VV���4XLUyV������������7KH�HQHUJ\�PLQLVWHU�ZDV�H[SHFWHG�QRW�WR�FRQIXVH�KLV��UROH�DV�FKDLUPDQ�RI�WKH�ERDUG�ZLWK� WKH� UROH� RI� 3'96$� SUHVLGHQW��� DQG� WR� �UHIUDLQ� IURP� FRQVWDQWO\� EULQJLQJ� 3'96$� GLUHFWRUV� WR�DFFRXQW��DV�LI�KH�ZHUH�WKH�FRPSDQ\
V�SUHVLGHQW���LELG�����$JURSHW�KDG�VXJJHVWHG�WKDW�LW�ZRXOG�EH�EHVW�LI�WKH�PLQLVWHU�RI�(QHUJ\�DQG�0LQHV�ZHUH�QRW�WKH�FKDLUPDQ�RI�WKH�ERDUG�RI�WKH�QHZ�FRPSDQ\��DV�KDG�EHHQ�WKH� FDVH� ZLWK� &93��� EXW� WKLV� SUHWHQVLRQ� ZDV� QRW� WDNHQ� VHULRXVO\� E\� WKH� 3UHVLGHQWLDO� 5HYHUVLRQ�&RPPLVVLRQ��&RURQHO��������������,ELG�������



��
WKH� HODERUDWLRQ�RI�SROLF\�JXLGHOLQHV���� $FFRUGLQJ� WR�&RURQHO�� WKLV�ZDV�D� UHIOHFWLRQ�RI� WKH�LQWHQVH�GLVOLNH�ZKLFK�PLQLVWU\�VWDII�IHOW�IRU��WKH�9HQH]XHODQ�WHFKQRFUDWV�ZRUNLQJ�IRU�WKH�RLO�FRPSDQLHV��� EXW��DV�ZH�VKDOO�VHH� LQ�EULHI�� WKH�UHDVRQV�EHKLQG�0(0
V�]HDO� WR�DSSO\�'HFUHH�����ZHUH�VWUXFWXUDO�LQ�QDWXUH��DQG�WUDQVFHQGHG�PHUH�SHUVRQDO�DQLPRVLWLHV���)RU�WKH�PRPHQW��WKRXJK� VXIILFH� LW� WR� VD\� WKDW�� DIWHU� D� FRXSOH� RI� OLWWOH�NQRZQ� VNLUPLVKHV�� WKLV� MXULVGLFWLRQDO�FRQIOLFW� ZDV� HYHQWXDOO\� UHVROYHG� LQ� 3'96$
V� IDYRXU� DQG�� DV� D� UHVXOW�� WKH� PLQLVWU\� RQO\�PDQDJHG� WR�KROG�RQ� WR� WKH� WZR� IDFXOWLHV�ZKLFK�TXLQWHVVHQWLDOO\�GHILQHG� LWV� UHQW�PD[LPLVLQJ�UROH�� WKH� VHWWLQJ� RI� H[SRUW� DQG� ILVFDO� UHIHUHQFH� SULFHV� IRU� FUXGH� DQG� SURGXFWV�� DQG� WKH�UHJXODWLRQ�RI�9HQH]XHODQ�SURGXFWLRQ�7KH�IDFW� WKDW��WKH�FRPSURPLVHV�DGRSWHG�ZLWK� WKH�RLO�FRPSDQLHV�NHSW� WR�D�PLQLPXP�WKH�FKDQJHV�GXH�WR�WKH�FKDQJH�LQ�RZQHUVKLS��DQG�PDLQWDLQHG��WKH�IRUP�RI�RSHUDWLRQ�LPSRVHG�>EHIRUH@�WKH�QDWLRQDOLVDWLRQ�E\�WKH�IRUHLJQ�RLO�FRPSDQLHV��OHG�FULWLFV�RI�WKH�JRYHUQPHQW�� DQG�HYHQ�0(0�SHUVRQQHO� � WR�GHQRXQFH� WKH�1DWLRQDOLVDWLRQ�/DZ�DV�D� VKDP�� ZKLFK�ZRXOG�QRW�IUHH� 9HQH]XHOD� IURP� LWV� FRQGLWLRQ� RI� DEMHFW� VHUYLWXGH� WR� IRUHLJQ� LQWHUHVWV��� 7KHVH� FULWLFV�FRQFOXGHG�WKDW�RLO�LQGXVWU\�OHDGHUV�ZHUH�QRW�DFWLQJ�RQ�WKHLU�RZQ�EHKDOI�ZKHQ�WKH\�QHJRWLDWHG�WKH� WHUPV� RI� WKLV� OHJLVODWLRQ�ZLWK� WKH� JRYHUQPHQW� DQG�ZHUH�� LQVWHDG�� EHLQJ�PDQLSXODWHG� E\�WKHLU�HUVWZKLOH�VXSHULRUV�LQ�WKH�IRUHLJQ�RLO�PXOWLQDWLRQDOV��ZKHQ��LQ�IDFW��DOO�WKH�ODWWHU�ZDQWHG�ZDV�DGHTXDWH�FRPSHQVDWLRQ�IRU�WKHLU�DVVHWV�DQG�SURILWDEOH�RIIWDNH�DUUDQJHPHQWV�ZLWK�WKH�QHZ�12&��� � 7KH� WHQGHQF\� WR� VHH� WKH� VKDGRZ\� PDFKLQDWLRQV� RI� WKH� 6HYHQ� 6LVWHUV� HYHU\ZKHUH�SUHYHQWHG�PDQ\�REVHUYHUV�IURP�UHDOL]LQJ�WKDW�WKH�NH\�SROLWLFDO�FRPSURPLVHV�FRQWDLQHG�LQ�WKH�1DWLRQDOLVDWLRQ� /DZ� KDG� EHHQ� QHJRWLDWHG� ZLWK� 9HQH]XHODQ� LQGXVWU\� H[HFXWLYHV� ZKR� ZHUH�
WUDGLQJ�RQ�WKHLU�RZQ�DFFRXQW
��VR�WR�VSHDN���DQG�QRW�VR�PXFK�ZLWK�IRUHLJQ�RLO�FRPSDQLHV�EHQW�XSRQ��WUDQVQDWLRQDOLVLQJ��WKH�QHZO\�QDWLRQDOLVHG�9HQH]XHODQ�RLO�LQGXVWU\��� ,Q�DGGLWLRQ��WKHLU�LQDGHTXDWH�XQGHUVWDQGLQJ�RI�WKH�PDLQ�DVVXPSWLRQV�DQG�OLPLWDWLRQV�RI�WKH�FRXQWU\
V�UHQW�IXHOHG�HFRQRPLF�GHYHORSPHQW�SROLF\� OHIW� WKHP�FOXWFKLQJ�DW�FRQVSLUDWRULDO� VWUDZV� WR�H[SODLQ�ZK\�D�JRYHUQPHQW� WKDW� HQMR\HG� LPPHQVH� SRSXODU� VXSSRUW� QRQHWKHOHVV� IHOW� WKDW� LW� ZDV� DEVROXWHO\�LPSHUDWLYH� WR� EX\� WKH� OR\DOW\� � RU� UDWKHU�� WKH� WDFLW� DFTXLHVFHQFH� � RI� WKHVH� H[HFXWLYHV� �WKH�UHDVRQV� IRU� WKLV� DUH� H[SODLQHG� LQ� GHWDLO� LQ� VHFWLRQ� ���� EHORZ��� � )LQDOO\�� WKHVH� FULWLFV
� QHDU�
��6XFK�ZDV�WKH�YHUGLFW�RI�D�FRQVXOWLQJ�ILUP�UHWDLQHG�E\�0(0�WR�HYDOXDWH�LWV�DFWLYLWLHV��9LORULD���������������&RURQHO��������������1RYRD�0RQUHDO��������������)RU�1RYRD�0RQUHDO�������������DQ�DFW�RI�QDWLRQDOLVDWLRQ�LV��D�PDQLIHVWDWLRQ�RI�WKH�VRYHUHLJQW\�RI�WKH�VWDWH� DQG�� DV� VXFK�� LW� VKRXOG� EH� SXW� LQWR� HIIHFW� LQ� LPSHUDWLYH� >VLF�@� WHUPV��� � ,Q� KLV� RSLQLRQ�� WKH�QDWLRQDOLVDWLRQ� RI� RLO� ODFNHG� WKH�DXFWRULWDV ZKLFK� KDG� SHUPHDWHG� WKH� QDWLRQDOLVDWLRQ� RI� WKH� LURQ� RUH�LQGXVWU\��IRU�ZKLFK�VHH�*DPERD����������$FFRUGLQJ� WR� WKH� SDUWLFLSDQWV� LQ� WKH� VHPLQDU� KHOG� WR� FRPPHPRUDWH� WKH� ILUVW� FHQWHQDU\� RI� WKH�9HQH]XHODQ� 2LO� ,QGXVWU\� �LQ� 0LHUHV�� ������ ������ �D� NH\� HOHPHQW� LQ� WKH� WUDQVQDWLRQDOLVDWLRQ� >RI� WKH�LQGXVWU\� ZDV@� WKH� SUHVHQFH� DW� >3'96$
V@� KHOP� RI� H[HFXWLYHV� DQG� GLUHFWRUV�� IRUPHG� E\� WKH� H[�FRQFHVVLRQDLUH� FRUSRUDWLRQV��ZKLFK� KDG� UHVROXWHO\�PDQLIHVWHG� WKHLU� RSSRVLWLRQ� WR� QDWLRQDOLVDWLRQ�� DQG�>ZHUH@�VWLOO�OR\DO�WR�WKH�LQWHUHVWV�DQG�UDWLRQDOLW\�RI�WUDQVQDWLRQDO�FDSLWDO��
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SDWKRORJLFDO� VXVSLFLRQ� WRZDUGV� WKH�PRWLYHV� RI�PHQ� OLNH� 4XLUyV� RU� 5RGUtJXH]� (UDVR�� DOVR�EOLQGHG� WKHP�WR�WKH�IDFW�WKDW�PDQ\�RI�WKH� 
SURSLWLDWRU\�RIIHULQJV
� LQ�WKH�1DWLRQDOLVDWLRQ�/DZ�DQG� UHODWHG� OHJLVODWLRQ� KDG� FOHDUO\� EHHQ� LQFOXGHG� WKHUH� EHFDXVH� WKH� JRYHUQPHQW� FRQVLGHUHG�WKDW�WKH\�PHW�VRPH�RI�LWV�RZQ�SROLWLFDO�QHHGV�DV�ZHOO���)RU�LQVWDQFH��WKH�DGGLWLRQ�WR�$UWLFOH���RI� WKH� QDWLRQDOLVDWLRQ� ELOO� RI� FODXVHV�ZKLFK� DXWKRUL]HG� WKH� VWDWH� WR� FDUU\� RXW WKH� �UHVHUYHG�DFWLYLWLHV��WKURXJK�RSHUDWLQJ�FRQWUDFWV�DV�ZHOO�DV�DVVRFLDWLRQ�DJUHHPHQWV�ZLWK�SULYDWH�SDUWLHV��LQ� VSHFLDO� FDVHV� DQG�ZKHQ� FRQYHQLHQW� IRU� WKH� SXEOLF� LQWHUHVW��ZDV�ZLGHO\� GHQRXQFHG� DV� D�FRQFHVVLRQ� WKDW�ZRXOG�DOORZ� WKH�PXOWLQDWLRQDOV� WR� UHWXUQ� WR� WKH�9HQH]XHODQ�RLO� VHFWRU�E\�D�EDFN� GRRU�� KRZHYHU�� LW� ZDV� QRW� UHPDUNHG� DW� WKH� WLPH� WKDW� WKLV� DPHQGPHQW� DOVR� JDYH� WKH�JRYHUQPHQW� D� FKDQFH� WR� PDNH� ZKDW� LW� VDZ� DV� D� WRNHQ� JHVWXUH� ZKLFK� ZRXOG� GHIXVH� WKH�FULWLFLVP� SXW� IRUZDUG� E\� )HGHFiPDUDV� LQ� WKH� VHQVH� WKDW WKH� 1DWLRQDOLVDWLRQ� GUDIW� ZDV� WRR�UHVWULFWLYH� �EHFDXVH� LW� >FORVHG@� WKH� GRRU� RQ� DQ\� SRVVLEOH� SULYDWH� VHFWRU� SDUWLFLSDWLRQ����6LPLODUO\��ZKLOH�WKH�DGRSWLRQ�RI�D�IHGHUDO�IRUP�RI�RUJDQLVDWLRQ�IRU�WKH�QDWLRQDOLVHG�LQGXVWU\�DOORZHG� WKH� DGPLQLVWUDWLYH� VWUXFWXUH RI� WKH� PRVW� LPSRUWDQW� FRQFHVVLRQDLUHV� WR� EH� NHSW�YLUWXDOO\� LQWDFW� �DV� WKHLU� WRS� H[HFXWLYHV�ZDQWHG��� LW� DOVR� SURYLGHG� WKH� JRYHUQPHQW�ZLWK� WKH�PHDQV�RI�WXUQLQJ�WKH�VRPHWLPHV�VHULRXV�GLYLVLRQV�EHWZHHQ�WKH�YDULRXV�RSHUDWLQJ�FRPSDQLHV�WR�LWV�DGYDQWDJH��WKXV�PDNLQJ�LW�GLIILFXOW�IRU�WKH�QDWLRQDOLVHG�LQGXVWU\�WR�EHFRPH�D�PRUH�FRKHVLYH�� DQG��KHQFH��PRUH�SRZHUIXO�� SROLWLFDO�LQWHUORFXWRU���,W� LV� FOHDU�� WKHQ�� WKDW� WKH� VWDWH� WDNHRYHU� RI� WKH� RLO� LQGXVWU\� ZDV� WKH� SURGXFW� RI� D�FRQVXOWDWLRQ�LQ�ZKLFK�WKH�RSLQLRQ�RI�9HQH]XHODQ�H[HFXWLYHV�RI�WKH�RLO�PXOWLQDWLRQDOV�FDUULHG�D�JUHDW� GHDO� RI�ZHLJKW�� �+RZHYHU�� WKLV� SROLWLFDO� H[FKDQJH�ZDV� QRW� QHDUO\� DV� RQH�VLGHG� DV� LWV�FULWLFV�PDGH�LW�RXW�WR�EH��IRU�LQVWDQFH��WKH�JRYHUQPHQW��GHFLGHG�WR�PDLQWDLQ�WKH�ILVFDO�H[SRUW�YDOXHV�������LQ�RUGHU�WR�DVVHVV�WKH�WD[�REOLJDWLRQV�RI�3'96$�DQG�LWV�VXEVLGLDULHV��GHVSLWH�WKH�IDFW�WKDW�WKH�)59�V\VWHP�ZDV�ILHUFHO\�DWWDFNHG��E\�PXOWLSOH�YRLFHV�ZLWKLQ�������WKH�LQGXVWU\��>ZKLFK�DGGXFHG@�WKDW�PDLQWDLQLQJ�D�ILJXUH�>VLF�@�������HVWDEOLVKHG�LQ�WKH�PLG�����V�EHFDXVH�RI�WKH�GRXEWV�ZKLFK� WKH�([HFXWLYH�KHOG� FRQFHUQLQJ� WKH� UDWLRQDOH�RI� WKH�SULFHV� UHSRUWHG�E\� WKH�
��6HH�4XLUyV������������&RURQHO��������������321��$XJXVW��������������VHH�DOVR�2FWREHU���������� ���0DODYp�0DWD��RS��FLW������������5LYHUR��RS��FLW��� ��������� � $V� RULJLQDOO\� GUDIWHG�� $UWLFOH� �� UXOHG� RXW� �DQ\� SRVVLELOLW\� RI� FUHDWLQJ� PL[HG�HQWHUSULVHV���IRU�WKH�H[HFXWLRQ�RI�UHVHUYHG�DFWLYLWLHV���5LYHUR��LELG����������3UHVLGHQW�3pUH]�DVVXPHG�IXOO�UHVSRQVLELOLW\� IRU� WKH�PRGLILFDWLRQV� WR� WKH� OHJDO� WH[W�� DGGXFLQJ� WKDW� LW�PDGH�QR� VHQVH� WR� FRQVWUDLQ� WKH�UDQJH� RI� FKRLFHV� DYDLODEOH� WR� WKH� ([HFXWLYH� JLYHQ� WKH� SRVVLELOLW\� WKDW�� LQ� WKH� IXWXUH� DQG� LQ� VSHFLDO�FLUFXPVWDQFHV��WKH�6WDWH�PLJKW�QHHG�WR�HQOLVW�WKH�FROODERUDWLRQ�RI�IRUHLJQ�FRPSDQLHV��LELG�����+RZHYHU��*RQ]iOH]�%HUWL� ������������FRQFOXGHG� WKDW� WKHVH�PRGLILFDWLRQV�KDG�EHHQ� LQFRUSRUDWHG� WR� WKH�/DZ��LQ�WKH�KRSH�WKDW�WKH�H[FHSWLRQDO�FDVHV�FRQWHPSODWHG�WKHUH�ZRXOG�QHYHU�RFFXU���VHH�DOVR�WKH�GHFODUDWLRQV�RI�RLO�PLQLVWHU�+HUQiQGH]�*ULVDQWL� LQ�7URWWD� GH�*RGR\�� ������ ����� � ,QGXVWU\� ODZ\HUV� GLG�QRW� VHH� WKLQJV�TXLWH� WKLV� ZD\� �VHH� 'XTXH� &RUUHGRU�� ������ ������ EXW� WKH� VHULRXV� LPSOLFDWLRQV� RI� WKLV� GLYHUJHQFH� RI�RSLQLRQV�RQO\�EHFDPH�HYLGHQW�LQ�ODWH�������ZKHQ�/DJRYHQ�UHTXHVWHG�D�SURQRXQFHPHQW�E\�WKH�6XSUHPH�&RXUW� RQ� DOOHJHG� LQFRQVLVWHQFLHV� EHWZHHQ� $UWLFOH� �� DQG� VRPH� GLVSRVLWLRQV� FRQWDLQHG� LQ� SUHYLRXV�K\GURFDUERQV�OHJLVODWLRQ��VHH�FKDSWHU������&DOGHUyQ�%HUWL��ZKHQ�KH�ZDV�KHDG�RI�0(0
V�5HYHUVLRQ�GLYLVLRQ��DFNQRZOHGJHG�WKDW�WKH�JRYHUQPHQW�IHOW�WKDW��D�VLQJOH�FRPSDQ\�VKRXOG�QRW�EH�HVWDEOLVKHG������ EHFDXVH�WKH�PDJQLWXGH�RI�LWV�RSHUDWLRQV�ZRXOG�EH�H[FHVVLYHO\�ODUJH��DQG�SRZHU�ZRXOG�EH�H[FHVVLYHO\�FRQFHQWUDWHG���������������
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FRQFHVVLRQDLUHV��� ZDV� XQMXVWLILDEOH��� � ,Q� RWKHU� ZRUGV�� ERWK� WKH� JRYHUQPHQW� DQG� WKHVH�H[HFXWLYHV� KDG� WR� FRPSURPLVH� RQ� VRPH� RI� WKHLU� GHVLGHUDWD� UHJDUGLQJ� WKH� SDWK� ZKLFK� WKH�WDNHRYHU�ZDV�WR�IROORZ���*LYHQ�WKH�LQWHQVH�EDUJDLQLQJ�ZKLFK�FKDUDFWHULVHG�WKLV�SURFHVV��RQH�ZRXOG� KDYH� H[SHFWHG� WKH� DJUHHPHQW� FRQWDLQHG� LQ� WKH� 1DWLRQDOLVDWLRQ� /DZ� WR� EH� ERWK�UHDVRQDEO\� VWDEOH� DQG� HQGXULQJ�� DIWHU� DOO�� DV� 5XVFRQL� VD\V�� �SROLWLFDO� H[FKDQJH� LQYROYHV�
DXWKRULW\�JRRGV
� WKDW�KDYH� WKH�IRUP�RI�FRPPDQGV��ODZV��DGPLQLVWUDWLYH�QRUPV��WKDW� �� �� ��DUH�HIILFDFLRXV� � WKDW� LV�� WKH\� REWDLQ� REHGLHQFH� DQG� FRQVHQVXV� � LQ� VR� IDU� DV� WKH\� KDYH� EHHQ�WUDQVDFWHG� DQG� UHFRJQLVHG� WKURXJK� D� PDUNHW� RI� VRUWV���� +RZHYHU�� WKH� HIILFDF\� RI� WKH�1DWLRQDOLVDWLRQ�/DZ�TXD 
DXWKRULW\�JRRG
�KDV�EHHQ�UDWKHU�GLVDSSRLQWLQJ��DV�FDQ�EH�JDXJHG�QRW�RQO\� IURP� WKH� IUHTXHQF\�ZLWK� ZKLFK�9HQH]XHODQ� HQHUJ\�PLQLVWHUV� DQG� 3'96$� SUHVLGHQWV�KDYH�IRXQG�WKHPVHOYHV�DW�GDJJHUV�GUDZQ��EXW�DOVR�IURP�WKH�RLO�LQGXVWU\
V�VHFXODU�UHVHQWPHQW�DW�ZKDW�3'96$�SUHVLGHQW�/XLV�*LXVWL�KDV�FDOOHG��WKH� WHQGHQF\� WR�VHH�SHWUROHXP�LQFRPH�DV�WKH�SDUW�RI�WKH�VWDWH
V�LQFRPH�WKDW�LV�
WUXO\�9HQH]XHODQ�DQG�SHUPDQHQW
��H[LVWLQJ�RQO\�LQ�RUGHU�WR�EH�GLYHUWHG�WRZDUGV�WKH�QRQ�SHWUROHXP�HFRQRP\����0RVW� REVHUYHUV� KDYH� WHQGHG� WR� DWWULEXWH� WKH�SHUHQQLDO� IULFWLRQ�EHWZHHQ�JRYHUQPHQW�DQG�FRPSDQ\�WR�WKH�IRUPHU
V�FXSLGLW\�DQG�LWV�GLVDVWURXV�LQHSWLWXGH�DW�VRZLQJ�WKH�RLO�ZLQGIDOOV�RI� ����� DQG� ������� +RZHYHU�� DOWKRXJK� WKH� SHQXU\� RI� WKH� 9HQH]XHODQ� JRYHUQPHQW�XQGRXEWHGO\�KDV�KDG�D�GHOHWHULRXV�HIIHFW�RQ� LWV� UHODWLRQVKLS�ZLWK�3'96$��WKH�MXULVGLFWLRQDO�WHQVLRQV�EHWZHHQ�0(0�DQG�WKH�FRPSDQ\�IODUHG�XS�\HDUV�EHIRUH�WKH�JRYHUQPHQW�JRW�LQWR�DQ\�VHULRXV� ILQDQFLDO� WURXEOH�� � 7R� XQGHUVWDQG� ZK\� WKLV� KDSSHQHG�� LW� LV� QHFHVVDU\� WR� OHDYH� WKH�UKHWRULF�RI�QDWLRQDOLVDWLRQ�DVLGH�DQG�WR�EULQJ�WR�PLQG�RQFH�DJDLQ�WKH� UHDO UHDVRQ�EHKLQG�WKH�RLO� LQGXVWU\
V�FKDQJH� LQ�RZQHUVKLS�� �$V�%DSWLVWD�DQG�0RPPHU�REVHUYH��WKH�5HYHUVLRQ�/DZ��WKH� XQLODWHUDO� GHWHUPLQDWLRQ� RI� )59V� DQG� 'HFUHH� ���� WRJHWKHU� FUHDWHG� �D� VLWXDWLRQ� ZKLFK�FRXOG�QRW�ODVW�DQG�ZKLFK�SXW�WKH�FRXQWU\�RQ�WKH�SDWK�RI�D�GHFLVLYH�FRQIURQWDWLRQ���7KH�>IRUHLJQ�RLO@�FRPSDQLHV�ZRXOG�QRW�EH�SHUPLWWHG�WR�EH�ZKDW�WKH\�ZHUH��SULYDWH�ILUPV��XQOHVV�WKH�6WDWH�WRRN� RYHU� WKHLU� REOLJDWLRQV� DQG� UHVSRQVLELOLWLHV�� � :LWK� QDWLRQDOLVDWLRQ� WKLV� VLWXDWLRQ� ZDV�UHVROYHG���� +RZHYHU��ZH�VKRXOG�DGG�WKDW�WKH�VLWXDWLRQ�ZDV�RQO\�SDUWLDOO\�VROYHG��DIWHU�WKH������ WDNHRYHU�� WKH� IRUHLJQ� PXOWLQDWLRQDOV� PD\� LQGHHG� KDYH� EHHQ� OLEHUDWHG� IURP� DOO� WKH�
��3DOPD������������ �7KH�)59�ZDV�QRWKLQJ�PRUH� WKDQ�D�VOLGLQJ�VFDOH� UR\DOW\�� LQWHQGHG� WR�JXDUDQWHH�D�PLQLPXP�OHYHO�RI�RLO�UHQW�WR�WKH�VWDWH��UHJDUGOHVV�RI�KRZ�PXFK�RLO�FRPSDQLHV�VSHQW�RU�LQYHVWHG�RQ�DQ\�JLYHQ�\HDU���RQ�WKH�RQH�KDQG��DQG�WR�HQDEOH�WKH�JRYHUQPHQW�WR�UHVSRQG�WR�FKDQJHV�LQ�PDUNHW�SULFHV�LQ�RUGHU�WR�DEVRUE�DV�PXFK�RI�WKH�FRPSDQLHV
�RLO�UHYHQXHV�LQ�WKH�IRUP�RI�UHQW�DV�SRVVLEOH��RQ�WKH�RWKHU�KDQG��VHH�0RPPHU�� ������ ����� �$V� VXFK�� WKH� )59� V\VWHP�ZDV� HTXDOO\� VXLWHG� IRU� WD[LQJ� WKH�RSHUDWLRQV�RI�HLWKHU�D�IRUHLJQ�FRQFHVVLRQDLUH�RU�D�12&��DQG�WKH�SURRI�RI�LWV�HIILFDF\�LQ�WKLV�UHVSHFW�LV�WKDW��EHWZHHQ���������� 3'96$� GLG� QRW� KDYH� WR� GHFODUH� D� VLQJOH� GLYLGHQG� WR� GLVWULEXWH� H[WUDRUGLQDU\� SURILWV� WR� LWV�VKDUHKROGHU����5XVFRQL���������������7KH�'DLO\�-RXUQDO��-XO\����������������7KLV� LV� 8VODU� 3LHWUL
V� SRLQW� RI� YLHZ�� �WKH� SODLQ� DQG� EUXWDO� WUXWK� LV� WKDW� D� EDQNUXSW� VWDWH� FDQQRW�DGHTXDWHO\�PDQDJH�D�SURVSHURXV�HFRQRPLF�HQWHUSULVH�>OLNH�3'96$@��EHFDXVH�WKH�WHPSWDWLRQ�WR�XVH�LW�WR�WKH�H[WUHPH�DV�D�VRXUFH�RI�IXQGV�IRU�SXEOLF�VSHQGLQJ�LV�LQFRQFHLYDEOH�>VLF�@���LQ�6RVD�3LHWUL��������������%DSWLVWD�DQG�0RPPHU��RS��FLW������
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FRQWUDGLFWLRQV� RI�9HQH]XHOD
V� RLO� OHJLVODWLRQ�� EXW� WKHLU� VWDWH�RZQHG� VXFFHVVRUV� DQG�3'96$��DQG�0(0�� IRU� WKDW�PDWWHU�� FRQWLQXHG� WR� EH� LQ� WKUDOO� RI� WKHP�� EHFDXVH� WKH�1DWLRQDOLVDWLRQ�/DZ�GLG�QRW� FODULI\�PDQ\�RI� WKH� LQFRKHUHQFHV� WKDW�ZHUH� WKH� OHJDF\�RI� WKH� ODVW�\HDUV�RI� WKH�FRQFHVVLRQDU\�UHJLPH���$QG�KRZ�FRXOG�LW�EH�RWKHUZLVH"��$IWHU�DOO��VXFK�D�FODULILFDWLRQ�ZRXOG�RQO\� KDYH� EHHQ� SRVVLEOH� KDG� WKH� JRYHUQPHQW� EHHQ� LQFOLQHG� QRW� RQO\� WR� UHDVVHVV� WKH� UHQW�FHQWUHG�IRXQGDWLRQV�RI�WKH�SROLF\�HGLILFH�EXLOW�E\�WKH�YHQHUDEOH�%HWDQFRXUW�DQG�3pUH]�$OIRQ]R�EXW� DOVR� WR� VWULYH� IRU� D� KDUPRQLVDWLRQ� RI� UHQWLHU� DQG� SURGXFHU� LQWHUHVWV� DW� D� WLPH�ZKHQ� WKH�DJJUHVVLYH�SXUVXLW�RI�WKH�IRUPHU�ZDV�GHOLYHULQJ�KLWKHUWR�LQFRQFHLYDEOH�ZHDOWK�WR�9HQH]XHOD��LQ�SDUWLFXODU��DQG�WR�WKH�ZKROH�RI�23(&��LQ�JHQHUDO�7KH�IDFW� WKDW� WKH�VWDWH� WDNHRYHU�RI�WKH�LQGXVWU\�ZDV�D�SROLWLFDO�DQG�HFRQRPLF�FXO�GH�VDF PHDQW� WKDW� 0(0�� RQ� WKH� RQH� KDQG�� DQG� 3'96$� DQG� LWV� VXEVLGLDULHV�� RQ� WKH� RWKHU��LQWHUSUHWHG�WKH�FRQWHQWV�RI�WKH�1DWLRQDOLVDWLRQ�/DZ�� DQG�SDUWLFXODUO\�$UWLFOH����ZKLFK�VWDWHG�WKDW��UHVHUYHG�DFWLYLWLHV��FRXOG�HLWKHU�EH�FDUULHG�RXW�GLUHFWO\ E\�WKH�1DWLRQDO�([HFXWLYH��L�H��0(0���RU�LQGLUHFWO\ �WKURXJK�HQWLWLHV�RZQHG�E\�WKH�6WDWH��� LQ�GLDPHWULFDOO\�RSSRVLWH�IRUPV���7KH� SRVLWLRQ� RI� WKH� PLQLVWU\� �ZKLFK� KDG� LWV� H\H� ILUPO\� IL[HG� RQ� WKH� FRPLQJ� RI� WKH� 
SRVW�SHWUROHXP�9HQH]XHOD
�WKDW�3pUH]�$OIRQ]R�KDG�VDLG�ZDV�QLJK��ZDV�WKDW�WKH�1DWLRQDOLVDWLRQ�/DZ�RQO\� FRPSOHPHQWHG� WKH� SUHYLRXV� UHQW�RULHQWHG� OHJLVODWLRQ� DQG� WKDW�� KHQFH�� LWV� VXSHUYLVRU\�IDFXOWLHV� UHPDLQHG�XQDOWHUHG�� ,Q� FRQWUDVW�� WKH� SRVLWLRQ�RI� WKH� LQGXVWU\�ZDV�� ILUVWO\�� WKDW� WKH�1DWLRQDOLVDWLRQ�/DZ� VXSHUVHGHG� DQG� DQQXOOHG� SDVW� OHJLVODWLRQ� RQ� JURXQGV� RI� UHGXQGDQF\����VHFRQGO\��WKDW�WKH�FRQMXQFWLRQ��RU��LQ�WKH�WH[W�RI�$UWLFOH���GHQRWHG�PXWXDOO\�H[FOXVLYH�RSWLRQV�IRU� WKH� DGPLQLVWUDWLRQ� RI� WKH� UHVHUYHG� DFWLYLWLHV�� DQG� WKLUGO\�� WKDW� WKH� FUHDWLRQ� RI� 3'96$�XQHTXLYRFDOO\� VKRZHG� ZKLFK� RQH� RI� WKHVH� WZR� SDWKV� WKH� 9HQH]XHODQ� VWDWH� KDG� FKRVHQ� WR�IROORZ��DV�9LORULD�SXW�LW���IRUWXQDWHO\ ������GLUHFW�DGPLQLVWUDWLRQ�E\�WKH�VWDWH�QHYHU ZHQW�EH\RQG�D� VLPSOH� OHJDO� SUHYLVLRQ� EHFDXVH�� LQ� SUDFWLFH�� WKH� >SUHIHUUHG@� RSWLRQ� ZDV� WR� PDQDJH� WKH�LQGXVWU\�WKURXJK�SXEOLF�HQWHUSULVHV�������RZQHG�E\�WKH�VWDWH������*LYHQ�WKHVH�LUUHFRQFLODEOH�UHDGLQJV�RI�WKH�VWDWH�WDNHRYHU�RI�WKH�RLO�LQGXVWU\��LW�LV�QRWKDUG� WR�XQGHUVWDQG�ZK\�LW�FRXOG�RQO\�EH�D�PDWWHU�RI� WLPH�EHIRUH� WKH�PLQLVWU\�DQG� WKH�12&�FODVKHG��HYHQ�WKRXJK�WKH�PRUH�DFFRPPRGDWLQJ�RLOPHQ��OLNH�4XLUyV��KDG�GLJHVWHG�WKH�IDFW�WKDW�3'96$
V�WRWDO��ILQDQFLDO�DQG�SODQQLQJ�LQGHSHQGHQFH�������>ZDV@�D�ILFWLRQ�� ����>WKDW@�FRXOG�QRW�SRVVLEO\�VXEVLVW�����DQG�QRWZLWKVWDQGLQJ�WKH�IDFW�WKDW�VRPH�PLQLVWU\�RIILFLDOV��DGPLWWHGO\�QRW�PDQ\��KDG�PDQLIHVWHG�D�FHUWDLQ�ZLOOLQJQHVV�WR�EXU\�WKH�KDWFKHW�ZLWK�WKH�RLO�FRPSDQLHV��� 7KH�ILUVW�VHULRXV�FRQIURQWDWLRQ�EHWZHHQ�ERWK�DJHQFLHV�WRRN�SODFH�DV�HDUO\�DV�)HEUXDU\��������2Q�
��7KXV� &RURQHO� ������� ����� �ZLWK� QDWLRQDOLVDWLRQ� �� �� �� WKHUH� ZDV� QR� �� �� �� UHDVRQ� WR� NHHS�� ZLWKLQ� WKH�PLQLVWU\�� WKH�FRPDQDJHPHQW�RI� WKH�LQGXVWU\�WKDW�KDG�EHHQ�W\SLFDO�RI�WKH�WUDQVLWLRQ�SHULRG��������������6HH�DOVR�'XTXH�&RUUHGRU��RS��FLW���SDVVLP���9LORULD������������LWDOLFV�RXUV���4XLUyV������������2Q�WKH�HYH�RI�QDWLRQDOLVDWLRQ��&DOGHUyQ�%HUWL�UHPLQGHG�KLV�FROOHDJXHV�DW� WKH�PLQLVWU\���ZH�LQ�0(0�ZLOO�KDYH�WR�DFFHSW� WKDW�WKH�>RLO@�LQGXVWU\�ZLOO�EH�D�QDWLRQDO�LQGXVWU\��DQG�RXU�DWWLWXGH�WRZDUGV�>LW@�ZLOO�KDYH�WR�EH�D�ELW�GLIIHUHQW�IURP�WKDW�ZLWK�ZKLFK�ZH�FRQIURQW�SULYDWH�RLO�LQGXVWU\��������������
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WKDW�RFFDVLRQ��3UHVLGHQW�3pUH]� � DW� WKH�EHKHVW�RI�0(0� � FUHDWHG�D�FRPPLVVLRQ�RI� MXULVWV� WR�VWXG\�D�SRWHQWLDO�UHIRUP�WR�9HQH]XHODQ�RLO�OHJLVODWLRQ�LQ�RUGHU�WR�FRQILUP�XQHTXLYRFDOO\�WKH�DWWULEXWLRQ�RI� WKH�GLUHFWLRQ�RI�DOO�RLO�DFWLYLWLHV� WR� WKH�6WDWH�� �3'96$�ZHQW�RXW�RI� LWV�ZD\�WR�VDERWDJH� WKH� SURFHHGLQJV� �SDUWO\� EHFDXVH� LWV� PDQDJHUV� FRXOG� VHH� WKDW� DQ\� PRGLILFDWLRQ� LQ�OHJLVODWLRQ� FRXOG� RQO\� OHDG� WR� D� WLJKWHU� FRQWURO� RYHU� LWV� RSHUDWLRQV� E\� WKH�PLQLVWU\� EXW� DOVR�EHFDXVH�WKLV�ZRXOG�KDYH�XQGHUPLQHG�LWV�PDQDJHUV
�FODLP�LQ�WKH�VHQVH�WKDW�WKH�GLUHFWLRQ�RI�WKH�UHVHUYHG�DFWLYLWLHV�KDG�EHHQ�DWWULEXWHG�WR�WKH�FRPSDQ\����� /HVV�WKDQ�D�\HDU�ODWHU��LQ�0DUFK�������3UHVLGHQW�3pUH]�VHQW�3'96$�D�OHWWHU�GHOLPLWLQJ�LWV��ILHOG�RI�DFWLRQ�� EHFDXVH�0(0�IHOW�WKDW�WKH�FRPSDQ\�ZDV�WDNLQJ�RYHU�PRUH�DWWULEXWHV�WKDQ�LW�ZDV�OHJDOO\�HQWLWOHG�WR���� 7KHQ��LQ�2FWREHU� RI� WKDW� VDPH� \HDU�� WKHUH� DURVH� \HW� DQRWKHU� FRQWURYHUV\�� WKLV� WLPH� VXUURXQGLQJ� WKH�TXHVWLRQ�RI�MXULVGLFWLRQ�RYHU�WKH�2ULQRFR�RLO�EHOW��DQ�DUHD�ZKLFK��DW�WKDW�WLPH��ZDV�H[SHFWHG�WRDFFRXQW�IRU�PRVW�RI�9HQH]XHOD
V�IXWXUH�FUXGH�SURGXFWLRQ����� $FFRUGLQJ�WR�&RURQHO�WKHUH�ZHUH�GHHS�GLIIHUHQFHV�RI�RSLQLRQ�EHWZHHQ� �� �� ��>0(0�DQG�3'96$@�UHJDUGLQJ�WKH� 2ULQRFR� KHDY\�RLO� GHSRVLWV� DQG� WKH� ZD\V� WR� GHYHORS� WKHP�� � 7KH� PLQLVWU\
V�WHFKQLFDO�VWDII�ZDQWHG�WR�UHWDLQ�RSHUDWLRQDO�FRQWURO�RI�WKLV�SURMHFW��ZKLOH�WKH�LQGXVWU\�IHOW� LW� KDG� DOO� WKH� UHVRXUFHV� WR� WDNH� RYHU� RSHUDWLRQV� DQG� FRQGXFW� WKHP� LQ� D� PRUH�HIILFLHQW�PDQQHU�� �� ��7KH�ERDUG�IHOW� WKH�SURMHFW�VKRXOG�EH� WUDQVIHUUHG�WR�3'96$�IRU�PDQDJHPHQW�������>ZKLOH@�WKH�3HUPDQHQW�&RPPLVVLRQ�RI�WKH�1DWLRQDO�(QHUJ\�&RXQFLO�������GHPDQGHG�WKDW�WKH�2ULQRFR�SURMHFW�EH�KDQGOHG�RQO\�E\�
SDWULRWLF
�9HQH]XHODQV�VXFK�DV� WKRVH�ZRUNLQJ�DW� WKH�PLQLVWU\��3'96$�IHOW� �� �� �� WKDW�D� VKRZGRZQ�ZDV� LQHYLWDEOH�DQG�ZHQW�WR�3UHVLGHQW�3pUH]�UHTXHVWLQJ�D�GHFLVLRQ�RQ�WKLV�PDWWHU�������>7KH�FRPSDQ\�DUJXHG@� WKDW� WKH� RUJDQLVDWLRQ� FUHDWHG� ZLWKLQ� WKH� PLQLVWU\� WR� PDQDJH� WKH� 2ULQRFR�SURMHFW�ZDV�VPDOO�DQG�ODFNHG�WKH�ILQDQFLDO��WHFKQLFDO�DQG�KXPDQ�UHVRXUFHV� WR�GR�WKH�MRE�SURSHUO\�������>DQG�DOVR�WKDW�WKH@�LQWHJUDO�SODQQLQJ�RI�SHWUROHXP�DFWLYLWLHV�FRXOG�QRW�EH�GRQH�E\� WKH� LQGXVWU\�ZLWKRXW� LQFRUSRUDWLQJ� WKH�2ULQRFR�SURMHFW� �� �� ��>)LQDOO\�� WKH�3UHVLGHQW@�GHFLGHG�LQ�IDYRXU�RI�3'96$����7KLV� ODVW� LQFLGHQW� WHPSRUDULO\�VHWWOHG� WKH� LVVXH�RI�ZKLFK�DJHQF\� � 3'96$�RU� WKH�PLQLVWU\� �ZDV�WR�GHFLGH�H[DFWO\�KRZ�WKH�RLO� LQGXVWU\�FRPSOLHG�ZLWK�WKH��JHQHUDO�SROLF\�JXLGHOLQHV�VHW�E\�WKH�9HQH]XHODQ�([HFXWLYH����,W�DOVR�LQDXJXUDWHG�D�SHULRG�RI�UHODWLYH�FDOP�WKDW�ZDV�WR�ODVW�XQWLO� ODWH� ������ ZKHQ� DQ� DPELWLRXV� DQG� G\QDPLF� RLO� PLQLVWHU� �+XPEHUWR� &DOGHUyQ� %HUWL��GHFLGHG�WR�FODZ�EDFN�VRPH�RI�WKH�JURXQG�ZKLFK�0(0�KDG�VXUUHQGHUHG�WR�WKH�FRPSDQ\�RYHU�WKH�SUHYLRXV�IRXU�\HDUV�� �%XW� WKDW� LV�D�PDWWHU�ZKLFK�ZH�VKDOO�EH�WDNLQJ�XS�LQ�D�IRUWKFRPLQJFKDSWHU�)RU� WKH� PRPHQW�� ZH� KRSH� WR� KDYH� PDGH� FOHDU� WKDW� WKH� SURFHVV� ZKHUHE\� WKH�9HQH]XHODQ� VWDWH� ILQDOO\� WRRN� RYHU� WKH� FRXQWU\
V� RLO� LQGXVWU\� LQ� ����� ZDV� D� UDWKHU�7RFTXHYLOOHDQ� DIIDLU�� D� VXSSRVHGO\� UHYROXWLRQDU\� EUHDN� ZLWK� WUDGLWLRQ� ZKLFK�� LQ� UHDOLW\��
���6HH�7URWWD�GH�*RGR\��RS��FLW�����������6R�EODWDQW�ZDV�WKH�ODFN�RI�FRRSHUDWLRQ�GLVSOD\HG�E\�3'96$�UHSUHVHQWDWLYHV�WKDW�WKH�SUHVLGHQW�RI�WKH�FRPPLVVLRQ��0DQXHO�(JDxD��LQVLVWHG�WKDW�PHQWLRQ�RI�LW�EH�PDGH�LQ�WKH�SXEOLF�UHFRUG��SHUVRQDO�LQWHUYLHZ�����6RVD�3LHWUL��RS��FLW���������7KLV�LV�DQ�DUHD�LQ�HDVWHUQ�9HQH]XHOD�ZKLFK�FRQWDLQV�DERXW���WULOOLRQ EDUUHOV�RI�H[WUD�KHDY\�FUXGH�LQ�VLWX �VHH�2FDQGR��������0DUWtQH]�����������&RURQHO������������
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PRGLILHG�WKH�VWDWXV�TXR�DQWH RQO\�VOLJKWO\���)URP�D�VWULFWO\�OHJDO�YLHZSRLQW��IRU�LQVWDQFH��WKH�1DWLRQDOLVDWLRQ�/DZ�GRHV�QRW�HYHQ�TXDOLI\�DV�D�UDGLFDO�UHDVVLJQPHQW�RI�SURSHUW\�ULJKWV�VLQFH��E\�������WKH�9HQH]XHODQ�VWDWH��OLNH�DOO�WKH�RWKHU�23(&�PHPEHU�VWDWHV��KDG�DOUHDG\�EHFRPH�WKH� UHDO� 
RZQHU
� RI� 
LWV
� RLO� LQGXVWU\� LQ�DOO�EXW�QDPH�� �$W�D�PRUH�SUDFWLFDO� OHYHO�� WKH�FKDQJHV�EURXJKW�DERXW�E\�WKLV�ODZ�ZHUH�HYHQ�PRUH�PLQXWH��WKH�RLO�LQGXVWU\�FRQWLQXHG�WR�EH�LQVXODWHG�IURP�9HQH]XHODQ� VRFLHW\� DQG� SROLWLFDO� OLIH�� DQG� 3'96$�ZDV� XQDEOH� WR� VKHG� LWV� UROH� DV� DQ�HQFODYH�ZKRVH�VROH�UDLVRQ�G
rWUH�ZDV�WR�EH�WKH�SURYLGHU�RI�IXQGV�GHVWLQHG�IRU�WKH�
JHQXLQHO\�SURGXFWLYH
�VHFWRUV�RI�WKH�HFRQRP\���7KXV��LW�LV�QRW�VXUSULVLQJ�WR�VHH�WKDW�3'96$�KDV�QHYHU�H[KLELWHG� WKH�VOLJKWHVW�V\PSWRP�RI��LVRPRUSKLVP���L�H�� WKH� WHQGHQF\�RI�ILUPV� � ERWK�SULYDWH�DQG� VWDWH�RZQHG� � WR� UHSOLFDWH� WKH� RUJDQLVDWLRQDO� VWUXFWXUHV�� SURFHGXUHV� DQG� YLFHV� RI�JRYHUQPHQWV� ZLWK� ZKLFK� WKH\� PDLQWDLQ� FORVH�� HVVHQWLDOO\� FROODERUDWLYH�� SROLWLFDO� WLHV�������8QOLNH� PDQ\� RWKHU 12&V�� 3'96$� KDV� UHPDLQHG� D� EDVWLRQ� RI� SURELW\� DPLGVW� D� VHD� RI�FRUUXSWLRQ�� DQG� UHWDLQHG� D�PHULW� DQG� HIILFLHQF\�GULYHQ� HWKRV� LQ� D� SXEOLF� VHFWRU�ZKHUH� UHQW�VHHNLQJ�EHKDYLRXU�DQG�FURQ\LVP�DUH�HQGHPLF���,Q�SDUW��WKLV�VLWXDWLRQ�LV�D�WHVWLPRQ\�WR�WKH�KLJK�TXDOLW\�RI�3'96$
V�PDQDJHPHQW��ZKLFK�LV�ERXQG�E\�D�YHU\�VWURQJ�HVSULW�GH�FRUSV DQG�D�NHHQ�DYHUVLRQ�WR�WKH�H[FHVVHV�DVVRFLDWHG�ZLWK�
SROLWLFLVHG
�12&V���� 2Q�WKH�ZKROH��WKRXJK��WKH�IDFW�WKDW�3'96$�KDV�QRW�FRPH�WR�UHVHPEOH�3(0(;�PRUH�FORVHO\� � DV�IRUPHU�RLO�PLQLVWHU�(JDxD�IHDUHG�DQ\�9HQH]XHODQ�12&�ZDV�ERXQG�WR�GR��� � LV�D�FRQVHTXHQFH�RI�WKH�UDGLFDO�TXDOLWDWLYH�GLIIHUHQFHV� EHWZHHQ� WKH�0H[LFDQ� DQG�9HQH]XHODQ� QDWLRQDOLVDWLRQV�� � 7KH� LVRPRUSKLF� � DQG�GRZQULJKW� XQKHDOWK\� � LPEULFDWLRQ� RI� 3(0(;� DQG� WKH�0H[LFDQ� VWDWH� UHIOHFWV� WKH� IDFW� WKDW�QDWLRQDOLVDWLRQ� LQ� WKLV� FRXQWU\� ZDV� HVVHQWLDOO\� DQ� LQZDUG�ORRNLQJ� PHDVXUH�� ZKLFK� ZDV� QRW�PRWLYDWHG�E\�D�GHVLUH�WR�PD[LPLVH�LQWHUQDWLRQDO�JURXQG�UHQW���,Q�FRQWUDVW��WKH�LPSHUPHDELOLW\�RI� WKH� LQVWLWXWLRQDO�EDUULHU� VHSDUDWLQJ�3'96$�IURP� WKH�9HQH]XHODQ�VWDWH� �L�H�� WKH�GHJUHH� WR�ZKLFK� WKH� FRPSDQ\
V� UDQNV� KDYH� SURYHQ� UHVLVWDQW� WR� LQILOWUDWLRQ� E\� 
FRPPLVVDUV
����� ZDV� D�IXQFWLRQ�RI�D�V\VWHPLF�UHTXLUHPHQW�WR�SUHVHUYH�WKH�W\SH�RI�HFRQRPLF�DQG�SROLWLFDO�OLQNV�ZKLFK�KDG�GHILQHG�WKH�JRYHUQPHQW
V�UHODWLRQVKLS�ZLWK�WKH�H[SRUW�RULHQWHG�RLO�VHFWRU�ZKHQ�WKH�ODWWHU�ZDV�VWLOO�LQ�WKH�KDQGV�RI�IRUHLJQ�PXOWLQDWLRQDOV�����:KDW�&KDQJHG�DIWHU�����"��,,���,QWHUQDO�'\QDPLFV�RI�WKH�9HQH]XHODQ�2LO�,QGXVWU\
���=\VPDQ
V� VWXG\� RI� WKH� )UHQFK� HOHFWURQLFV� LQGXVWU\� SURYLGHV� D� JRRG� LQVLJKW� LQWR� WKH� G\QDPLFV� RI�LVRPRUSKLVP�� � 7KLV� DXWKRU� IRXQG� WKDW� �WKH� FHQWUDOLVHG� DQG� IXQFWLRQDO� VWUXFWXUH� RI� WKH� >)UHQFK@� VWDWH
V�SURFXUHPHQW� IXQGLQJ�SURFHGXUHV� SURYLGHG� VWURQJ� LQFHQWLYHV� IRU� WKH� >SULYDWH�)UHQFK�HOHFWURQLFV@� ILUPV�QRW�RQO\�WR�UHWDLQ�EXW�SHUKDSV�HYHQ�WR�FUHDWH�IXQFWLRQDO�DQG�FHQWUDOL]HG�RSHUDWLRQV���HYHQ�WKRXJK�VXFK�D�IRUP�RI�RUJDQLVDWLRQ�ZDV�QRW�VXLWHG�WR�UHVROYLQJ�WKHLU�WHFKQRORJLFDO�FKDOOHQJHV��=\VPDQ���������������6HH�&RURQHO��������������,Q�(JDxD�HW��DO���RS��FLW���������.HOO\�GH�(VFREDU���������������VD\V�WKDW�GHFLVLRQ�PDNLQJ�FRDOLWLRQV�ZLWKLQ�62(V�DUH�IRUPHG�E\�WZR�VRUWV�RI�DFWRUV��LGHDO�W\SLFDOO\�GHILQHG�DV��HQJLQHHUV���ZKR�DUH�DVVXPHG��WR�FKRRVH�VWUDWHJLHV�SURPSWHG�E\� WKH� VDPH� EDVLF� PRWLYDWLRQV� DV� >WKHLU@� FROOHDJXH>V@� LQ� SULYDWH� HQWHUSULVH���� RQ� WKH� RQH� KDQG�� DQG��FRPPLVVDUV�� �ZKR� MXGJH� WKH� SHUIRUPDQFH� DQG� WKH� SROLFLHV� RI� WKH� 62(� H[FOXVLYHO\� LQ� WHUPV� �RI� WKH�HQKDQFHPHQW�RI�>WKHLU@�SROLWLFDO�FDUHHU�>DQG�RU@�WKH�SRVLWLRQ�RI�KLV�SDUW\�RU�VSRQVRULQJ�JURXS����RQ�WKH�RWKHU��
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2Q� DQ� RFFDVLRQ� ZKHQ� KH� ZDV� DVNHG� DERXW� WKH� SURVSHFWV� RI� D� QDWLRQDOLVHG� 9HQH]XHODQ�SHWUROHXP� LQGXVWU\�� -XDQ�3DEOR�3pUH]�$OIRQ]R� VDLG� WKDW� WKH� ILUVW� WKLQJ� WKDW� WKH�9HQH]XHODQ�JRYHUQPHQW�QHHGHG�WR�GR�ZDV�WR�PDNH�VXUH�WKDW�WKRVH�9HQH]XHODQV�ZKR�PDGH�XS����SHU�FHQW�RI�WKH�LQGXVWU\
V�ZRUNIRUFH�UHPDLQHG�DW�WKHLU�SRVWV���ZRUNLQJ�IRU�WKH�VWDWH����� $OWKRXJK�WKH�IRUPHU� RLO�PLQLVWHU� GLG� QRW� VHHP� WR� WKLQN� WKDW� WKLV�ZRXOG�EH� D�SDUWLFXODUO\�GLIILFXOW� WDVN� WR�DFFRPSOLVK��PDQ\�9HQH]XHODQ�SROLWLFLDQV�KDG�KDG�D�FKDQFH�WR�YHULI\�LQ�WKH�HDUO\�����V�WKDW�WKH� OR\DOW\� RI� RLO� LQGXVWU\� HPSOR\HHV� �SDUWLFXODUO\� WKRVH� LQ�PDQDJHPHQW�SRVLWLRQV�� WRZDUGV�WKH�VWDWH�TXD HPSOR\HU�ZDV�DQ\WKLQJ�EXW�XQFRQGLWLRQDO���� 7KH� OHQJWKV� WR�ZKLFK�3UHVLGHQW�3pUH]� ZHQW� LQ� RUGHU� WR� FXOWLYDWH� WKH� JRRG� ZLOO� RI� WKHVH� HPSOR\HHV� LQ� WKH� UXQ�XS� WR� WKH�SURPXOJDWLRQ�RI�WKH�1DWLRQDOLVDWLRQ�/DZ�DQG�WKH�IDFW�WKDW�WKH�DGPLQLVWUDWLYH�VWUXFWXUHV�RI�WKH�FRQFHVVLRQDLUHV�ZHUH�OHIW�LQWDFW��WR�VD\�QRWKLQJ�RI�WKH�SURPLQHQW�UROH�ZKLFK�$JURSHW�SOD\HG�LQ�WKH�GLVFXVVLRQV�VXUURXQGLQJ�WKH�YDULRXV�WDNHRYHU�SURSRVDOV���FRQYLQFHG�PDQ\�9HQH]XHODQ�LQWHOOHFWXDOV� DQG�SROLWLFLDQV� WKDW� WKH� JRYHUQPHQW� KDG� VROG� RXW� WKH� IRUW� WR� 
IRUHLJQ� LQWHUHVWV
��DQG� WKDW� QDWLRQDOLVDWLRQ� KDG� 
FKDQJHG� QRWKLQJ
� LQ� WHUPV� RI� WKH� DGPLQLVWUDWLRQ� RI� WKH�LQGXVWU\���� 7KLV� LPSUHVVLRQ�� WKRXJK�� ZDV� IODZHG�� WKH� GHJUHH� RI� RSHUDWLRQDO� DXWRQRP\�DFFRUGHG� WR� 3'96$� DQG� LWV� VXEVLGLDULHV� ZDV� DFWXDOO\� JUHDWHU WKDQ� WKDW� HQMR\HG� HLWKHU� E\�FRQFHVVLRQDLUHV� �XQGHU� WKH� MRLQW� WHUPV� RI� WKH� �����5HYHUVLRQ�/DZ� DQG�'HFUHH� ����� RU� E\�&93�DQG�� LQ� WKLV� VHQVH� DW� OHDVW�� WKH� WUDQVLWLRQ� WR� D� 
1DWLRQDOLVHG�3HWUROHXP�$GPLQLVWUDWLRQ
�DPRXQWHG� WR� D� VLJQLILFDQW� EUHDN� ZLWK� WKH� LPPHGLDWH� SDVW� RI� WKH� 9HQH]XHODQ� RLO� LQGXVWU\���+DYLQJ�VDLG� WKDW�� WKRXJK�� WKHUH�ZDV�DQ� LPSRUWDQW�DVSHFW�RI� WKH�DGPLQLVWUDWLYH� OHJDF\�RI� WKH�IRUHLJQ�RLO�PXOWLQDWLRQDOV�ZKLFK�QDWLRQDOLVDWLRQ�GLG�QRW�FKDQJH�DW�DOO��DIWHU�������H[HFXWLYHV�LQ�3'96$
V�RSHUDWLQJ�DIILOLDWHV��SDUWLFXODUO\�LQ�/DJRYHQ�DQG�0HQHYHQ�����FOHDUO\�FRQWLQXHG�WR�WKLQN�WKDW�WKHLU�KLJKHVW�GXW\�ZDV�WR�WDNH�ZKDWHYHU�PHDVXUHV�ZHUH�QHFHVVDU\�WR�VWUHQJWKHQ�WKHLU�LQGLYLGXDO�FRPSDQLHV��UHJDUGOHVV�RI KRZ�OLWWOH�RU�KRZ�PXFK�WKHVH�PHDVXUHV�FRQWULEXWHG�WR� WKH�ZHOIDUH� RI� WKH� FROOHFWLYH� �L�H�� 3'96$��� RQ� WKH� RQH� KDQG�� DQG�RI� KRZ�GLYLVLYH� WKHVH�PHDVXUHV�SURPLVHG�WR�EH��RQ�WKH�RWKHU�7KH� XQLTXH� IHGHUDWLYH� VWUXFWXUH� DGRSWHG� E\� WKH� 9HQH]XHODQ� RLO� LQGXVWU\� DIWHU�QDWLRQDOLVDWLRQ�ZDV�D� UHIOHFWLRQ�RI� WKH�FOHDYDJHV� WKDW�GLYLGHG� WKH�YDULRXV�RUJDQLVDWLRQV� WKDW�ZHUH�WR�FRQIRUP�LW���7KHVH�FOHDYDJHV�� WKH�LQHYLWDEOH�UHVXOW�RI�FRPSHWLWLRQ�DPRQJ�FRPPHUFLDO�HQWHUSULVHV� � ZHUH� PDGH�� LI� DQ\WKLQJ�� HYHQ� PRUH� SURQRXQFHG� E\� WKH� WDNHRYHU� RI� WKH� RLO�
���&KiYH]������������VHH�DOVR�&DOGHUyQ�%HUWL���������������&DOGHUyQ�%HUWL�ZLWQHVVHG�D�ZRUU\LQJ�UDWH�RI�DWWULWLRQ�IRU�RLO�LQGXVWU\�FDGUHV��DV�WKH�9HQH]XHODQ�VWDWH�WLJKWHQHG�LWV�FRQWURO�RYHU�WKH�FRQFHVVLRQDLUHV��LELG�������VHH�DOVR�LELG����������$V�D�0(0�RIILFLDO�WROG�-RKQVRQ�GH�9RJHOHU���������������EHIRUH�QDWLRQDOLVDWLRQ�VRPH�>RLO�LQGXVWU\�H[HFXWLYHV@�VDLG��
,
P�QRW�JRLQJ�WR�ZRUN�IRU�D�VWDWH�RZQHG�HQWHUSULVH���,
OO�SODQW�SRWDWRHV�ILUVW���7KHQ�\RX�ZRXOG�VHH�WKHP�DIWHUZDUGV���
+H\��ZK\�DUHQ
W�\RX�SODQWLQJ�SRWDWRHV"
��$QG�\RX�NQRZ�ZK\�QRW"��%HFDXVH�WKH\�NHSW�WKHLU�H[DFW�VDPH�ZRUNLQJ�FRQGLWLRQV���1RWKLQJ�FKDQJHG���,W�ZDV�VR�JHQWOH�WKDW�\RX�FRXOGQ
W�WHOO�LI�LW�ZDV�QDWLRQDOLVHG�RU�QRW�����0DUDYHQ�ZDV�WKH�PRVW�
SUR�3'96$
�DPRQJ�WKH�RSHUDWLQJ�DIILOLDWHV���'XULQJ�3'96$
V�HDUO\�\HDUV��D�ODUJH�SURSRUWLRQ�RI�3'96$
V�WRS�RIILFHUV�ZHUH�0DUDYHQ�H[HFXWLYHV�
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LQGXVWU\� E\� WKH� VWDWH�� � %HIRUH� WKLV� HYHQW�� QR� JUHDW� ORYH� KDG� EHHQ� ORVW� EHWZHHQ� WKH� YDULRXV�FRQFHVVLRQDLUHV��EXW�WKHLU�HQWUHSUHQHXULDO�ULYDOU\�DQG�PXWXDO�VXVSLFLRQ�KDG�EHHQ�WHPSHUHG�E\�DQ� DZDUHQHVV� WKDW� WKH\�ZHUH� QRW� HQJDJHG� LQ� D� JDPH�ZKHUH� DQ� LPSURYHPHQW� LQ� WKH� UHODWLYH�VLWXDWLRQ�RI�DQ\�RQH�RI�WKHP�FRXOG�RQO\�EH�SXUFKDVHG�DW�WKH�H[SHQVH�RI�WKH�UHVW��RQ�WKH�RQH�KDQG��DQG�E\�D�VKDUHG�SHUFHSWLRQ�WKDW�WKHLU�WUXH�DQWDJRQLVW�ZDV�WKH�9HQH]XHODQ�JRYHUQPHQW��RQ�WKH�RWKHU���:LWK�WKH�SURPXOJDWLRQ�RI WKH�1DWLRQDOLVDWLRQ�/DZ�� ZKLFK�PDGH�DOO�RI�WKHP�WKH�SURSHUW\�RI�D�FRPPRQ RZQHU�� WKH�ILUVW�RI�WKHVH�FRQGLWLRQV�FHDVHG�WR�EH�WUXH��WKH�VHFRQG��RI�FRXUVH��GLG�QRW��� �7KXV��WKH�LQWHUDFWLRQ�RI�WKH�RSHUDWLQJ�DIILOLDWHV�ZLWK�RQH�DQRWKHU�DVVXPHG�WKH�FKDUDFWHU�RI� �D�YLWDO� VWUXJJOH�ZKHUH� WKHUH�ZRXOG�EH�ZLQQHUV�DQG� ORVHUV���� �SDUWLFXODUO\�DIWHU�-XO\�������ZKHQ�WKH�UDWLRQDOLVDWLRQ�SURFHVV�WKDW�ZDV�WR�UHGXFH�WKH�QXPEHU�RI�RSHUDWLQJ�FRPSDQLHV�IURP�IRXUWHHQ�WR�IRXU�JRW�XQGHU�ZD\�LQ�HDUQHVW����� &RUSRUDWH�VWUDWHJLVWV�WKRXJKW�WKDW� WKHVH�+REEHVLDQ� G\QDPLFV� FRXOG� EH� WXUQHG� WR� WKH� DGYDQWDJH� RI� WKH� KROGLQJ� FRPSDQ\��WKHLU� LGHD� ZDV� WKDW� 3'96$� � ZKLOH� NHHSLQJ� 
XQKHDOWK\� FRPSHWLWLRQ
� EHWZHHQ� DIILOLDWHV� LQ�FKHFN� � ZRXOG�SURPRWH� WKH� 
IULHQGO\
� ULYDOU\�EHWZHHQ� WKHP� LQ�RUGHU� WR� ILOO� WKH�YDFXXPV� OHIW�EHKLQG� E\� WKH� IRUPHU� FRQFHVVLRQDLUHV� �LQ� FUXFLDO� DUHDV� OLNH� LQWHUQDWLRQDO� PDUNHWLQJ� DQG�VWUDWHJLF�SODQQLQJ���WKXV�HVWDEOLVKLQJ�D�SRZHU�EDVH�WKDW�ZRXOG�HQDEOH�LW�WR�FODLP�SULPDF\�RYHU�WKH�DIILOLDWHV�JUDGXDOO\�� � ,Q�SUDFWLFH�� WKRXJK�� WKLQJV�GLG QRW�ZRUN�RXW�WKLV�ZD\���WKH�KROGLQJ�FRPSDQ\�ZDV�QRW�SHUFHLYHG�E\�WKH�LQGXVWU\�DV�LWV�OHDGHU������ >VLQFH@�LW�ZDV�VWDUWLQJ�WR�GHYLDWH�VLJQLILFDQWO\� IURP� WKH� RLOPDQ
V� YLVLRQ� RI� ZKDW� D� EXVLQHVV� FRQFHUQ� VKRXOG� EH���� DQG� WKXV��UHJDUGOHVV�RI�WKH�JRRG�ZLOO�WRZDUGV�WKH�KROGLQJ�RI�
PRGHUDWHV
�OLNH�0DUDYHQ
V�4XLUyV��3'96$�ZDV�XQDEOH�WR�SUHYHQW�LWV�DIILOLDWHV�IURP�RFFXS\LQJ�WKHVH�LQWHUVWLFHV�WKHPVHOYHV���� 7KH�UHVXOW�RI� WKLV� VLWXDWLRQ�ZDV� WKDW�� H[FHSW� IRU� WKRVH� RFFDVLRQV�ZKHQ� WRS� H[HFXWLYHV� LQ� WKH� DIILOLDWHV�IRXQG� LW� FRQYHQLHQW� WR� OHW� 3'96$� ILJKW� WKH� JRYHUQPHQW� RQ� WKHLU� FROOHFWLYH� EHKDOI� �DV�KDSSHQHG�ZLWK�WKH�LVVXH�RI�MXULVGLFWLRQ�RYHU�WKH�2ULQRFR�RLO�EHOW���WKH�KROGLQJ�FRPSDQ\�ZDV�UHOHJDWHG�WR�D�VHFRQGDU\�UROH�LQ�WKH�GHFLVLRQ�PDNLQJ�SURFHVV�RI�WKH�RLO�LQGXVWU\����$FFRUGLQJ�WR�-RKQVRQ�GH�9RJHOHU��WKLV�DUUDQJHPHQW�ZDV�WKH�SURGXFW�RI�D�WUDQVDFWLRQ�EHWZHHQ��RXWVLGHUV�DQG� LQVLGHUV��DLPHG�DW�HVWDEOLVKLQJ�D��GLYLVLRQ�RI� ODERXU� �� �� �� >ZKHUHE\@�3'96$
V�SUHVLGHQW�DQG�ERDUG�FRQFHQWUDWHG�RQ�GHDOLQJ�ZLWK�WKH�QDWLRQDO�HQYLURQPHQW�DQG RQ�
���,QWHUYLHZ�LQ�-RKQVRQ�GH�9RJHOHU��LELG����������6HH�)LJXUH�)$���� LQ�$QQH[H���� �2Q� WKH� DFWXDO� SROLWLFDO� MRFNH\LQJ� VXUURXQGLQJ� UDWLRQDOLVDWLRQ�� VHH�&RURQHO������������������&RURQHO��������������3'96$�ZDV�DFFXVHG�E\�VRPH�VHFWRUV�RI�WKH�LQGXVWU\�RI�ORRNLQJ�DQG�EHKDYLQJ��PRUH�OLNH�D�JRYHUQPHQW�DJHQF\�WKDQ�D�SULYDWH�FRUSRUDWLRQ��DQG�WKH��H[DJJHUDWHG�LQWHUHVW�RI�VRPH�RI�>LWV@�FRRUGLQDWRUV�LQ�WKH�GD\�WR�GD\�DFWLYLWLHV�RI�WKH�RSHUDWLQJ�FRPSDQLHV��ZDV�GHHSO\�UHVHQWHG�E\�PDQ\�H[HFXWLYHV�LQ�WKH�DIILOLDWHV��LELG������������)RU� LQVWDQFH�� WKH�3UHVLGHQWLDO�5HYHUVLRQ�&RPPLVVLRQ�KDG� UHFRPPHQGHG� WKH� FUHDWLRQ�RI�D� VHSDUDWH�DQG� FHQWUDOLVHG� XQLW� WR� KDQGOH� DOO� RLO� H[SRUWV�� EXW� WKH� RSHUDWLQJ� DIILOLDWHV� WRUSHGRHG� WKLV� SURSRVDO���/LNHZLVH��WKH\�VXFFHVVIXOO\�RSSRVHG�WKH�H[SDQVLRQ�RI�WKH�VWDII�DW�3'96$
V�FRRUGLQDWLRQ�IRU�H[SORUDWLRQ��LELG����������$V�D�IRUPHU�3'96$�GLUHFWRU�SXW� LW���WKH�SRZHU�RI�GHFLVLRQ�RI�3'96$�ZDV�RQO\�SRWHQWLDO� �� �� ��:H�XVHG�WR�DFFHSW�WKH�UHFRPPHQGDWLRQV�RI�WKH�RSHUDWLQJ�XQLWV���3'96$�KDG�WKH�ODVW�ZRUG�EXW�LW�GLG�QRW�XVH�LW������>EHFDXVH@�WKHUH�ZDVQ
W�>DQ\@�UHDO�DXWKRULW\���-RKQVRQ�GH9RJHOHU��RS��FLW��������



��
NHHSLQJ�D�UHOLDEOH�LPDJH�RYHUVHDV��ZKLOH�WKH�RLOPHQ�FRQFHQWUDWHG�RQ�JHDULQJ�XS�DQG�DVVXULQJ�RSHUDWLRQDO� QRUPDOLW\����� &RURQHO�� LQ� WXUQ�� DVFULEHG� WKH� VWDWHG� GHVLUH� RI� H[HFXWLYHV� LQ� WKH�RSHUDWLQJ� FRPSDQLHV� WR� UHWDLQ� �IXOO� DXWKRULW\� WR� PDNH� PDMRU� GHFLVLRQV�� DQG� WR� FRQYHUW�3'96$� LQWR� �D� UDWKHU� UHPRWH� KROGLQJ�FRPSDQ\� >WKDW�ZRXOG� OHW@� WKHP�GR� WKHLU� MRE�ZLWKRXW�LQWHUIHUHQFH�� WR� WKHLU� FRPPRQ� �RYHUULGLQJ� FRQFHUQ� �� �� �� WR� NHHS� WKH� LQGXVWU\� VWURQJ�����+RZHYHU��ERWK�RI�WKHVH�YLHZV�VHHP�KLJKO\�VXVSHFW���2Q�WKH�RQH�KDQG��LW�LV�TXLWH�HYLGHQW�WKDW�RIILFLDOV� LQ� WKH� KROGLQJ� FRPSDQ\� RQO\� DFFHSWHG� WKLV� 
GLYLVLRQ� RI� ODERXU
� EHFDXVH� 3'96$
V�LQVWLWXWLRQDO� ZHDNQHVV� OHIW� WKHP�ZLWK� QR� RWKHU� DOWHUQDWLYH� �&RURQHO� DFNQRZOHGJHG� WKDW� WKH�GHVLUH��WR�FHQWUDOLVH�RSHUDWLRQV�QHYHU�OHIW�WKH PLQGV�RI�VHYHUDO�RI�WKH�PRVW�LQIOXHQWLDO�PHPEHU�RI� WKH� ERDUG� DQG�ZRXOG� FRQVWLWXWH� D�PDMRU� VRXUFH� RI� GLVDJUHHPHQW� IRU� VRPH� WLPH� WR� FRPH�>XQWLO�ODWH�������WR�EH�SUHFLVH@��������2Q�WKH�RWKHU�KDQG��LI�RQH�ORRNV�DW�HYHQ�WKH�PRVW�EHQLJQ�FRQVHTXHQFHV� RI� WKH� UHWHQWLRQ� RI� IXOO� DXWKRULW\� WR� PDNH� PDMRU� GHFLVLRQV� E\� 3'96$
V�DIILOLDWHV��LW�LV�HTXDOO\�REYLRXV�WKDW�WKH�PRWLYHV�EHKLQG�WKHLU�FODQQLVK�EHKDYLRXU�ZHUH�QRWKLQJ�DV� DOWUXLVWLF� DV� &RURQHO� LPSOLHV�� � 7DNH�� IRU� LQVWDQFH�� WKH� FDVH� RI� WKH� WHFKQLFDO� DVVLVWDQFH�FRQWUDFWV��&$7V��ZKLFK�WKH�DIILOLDWHV�VLJQHG�ZLWK�WKHLU�IRUPHU�SDUHQW�FRPSDQLHV��D�UHVHDUFKHU�ZKR�ZDV� SX]]OHG� E\� WKH� IDFW� WKDW� WKH�9HQH]XHODQ� RLO� LQGXVWU\� KDG� �QRW� H[SORLWHG� D� VHW� RI�DGYDQWDJHRXV�FRQWUDFWXDO�FODXVHV�IURP�WKH�&$7V�ZKLFK�DOORZ>HG@�WKH�WUDQVIHU�RI�WHFKQRORJ\�DPRQJ� WKH� DIILOLDWHV� RI� 3'96$�� GLVFRYHUHG� WKDW� LQWHUQDO� EDUULHUV� � DQG� QRW� SRRU�FRPPXQLFDWLRQ�RU�LQVXIILFLHQW�EDUJDLQLQJ�SRZHU�DW�WKH�QHJRWLDWLRQ�VWDJH�� KDG�DFWXDOO\�EHHQ�WKH�PDMRU�REVWDFOH�WR�WKH�WUDQVIHU�RI�WHFKQRORJ\�ZLWKLQ�WKH�FRUSRUDWLRQ���� /LNHZLVH��XS�XQWLO������� 3'96$
V� HTXLSPHQW� SXUFKDVLQJ� GHFLVLRQV� �ZHUH� PDGH� QRW� DFFRUGLQJ� WR� ZKDW� ZDV�DYDLODEOH�LQ�WKH�FRPSDQLHV�DQG�ZKDW�ZDV�QHHGHG�IRU�WKH�JHQHUDO�LQWHUHVW�RI�WKH�LQGXVWU\��EXW�LQVWHDG�DFFRUGLQJ�WR�WKH�UHODWLYH�SRZHU�RI�RQH�RU�WZR�DIILOLDWHV�WR�LPSRVH�WKHLU�SUHIHUHQFH�����+RZHYHU��WKH�EHVW�LOOXVWUDWLRQ�RI�WKH�DIILOLDWHV
�SHQFKDQW�IRU�VDFUR�HJRLVPR � DQG�WKH�FOHDUHVW�LQGLFWPHQW�RI�&RURQHO
V�FODLPV� � LV� WKH�FRQFHUWHG�DWWHPSW�E\�/DJRYHQ�DQG�0HQHYHQ�WR�VKXW�0DUDYHQ�RXW�RI�WKH�OHDVW�FKDOOHQJLQJ�DUHDV�RI�WKH�2ULQRFR�EHOW�7KH� IRUHLJQ�SUHGHFHVVRUV�RI�/DJRYHQ�DQG�0DUDYHQ�KDG� WUDGLWLRQDOO\�GRPLQDWHG� WKH�9HQH]XHODQ� RLO� VFHQH��� DQG�� WKHUHIRUH�� LW� LV� QRW� VXUSULVLQJ� WR� ILQG� WKDW� WKH� ULYDOU\�EHWZHHQ�
���,ELG����������&RURQHO���������������,ELG���������9LOODOED���������������-RKQVRQ� GH� 9RJHOHU��RS�� FLW��� ���� �VHH� DOVR� LELG��� ������� DQG� 5DQGDOO��RS�� FLW��� ������ � 7KH� VDPH�IDFWRUV�ZHUH�UHVSRQVLEOH�IRU�WKH�FRPSDQ\
V�WHFKQRORJLFDO�FKRLFHVIRU�FHUWDLQ�NH\�SURMHFWV��9LOODOED��RS��FLW��� SDVVLP��� � 7KH� 035$� SURMHFW� LV� WKH� FOHDUHVW� H[DPSOH� RI� WKLV�� � 0(0� FRPPLVVLRQHG� %RQQHU� 	�0RRUH�WR�VWXG\�/DJRYHQ
V�SURSRVDO�WR�LQVWDOO�DQ�HQRUPRXV�IOH[LFRNHU�DW�WKH�$PXD\�UHILQHU\�DQG��HYHQ�WKRXJK� WKHVH� FRQVXOWDQWV� NHSW� ZLWKLQ� WKH� IUDPHZRUN� RI� WKH� SURSRVDO� �QRWZLWKVWDQGLQJ� WKHLU��GLVDJUHHPHQW� ZLWK� LWV� SUHPLVHV���� WKH\� UHDFKHG� WKH� FRQFOXVLRQ� WKDW� WKH� IOH[LFRNHU� ZDV� QRW� WKH� EHVW�RSWLRQ�WR�LQFUHDVH�WKH�\LHOGV�RI�OLJKW�SURGXFWV�DW�WKH�UHILQHU\��3pUH]�$OIRQ]R���������������1HYHUWKHOHVV��WKH�035$�SURMHFW�ZHQW�DKHDG�DV�RULJLQDOO\�SODQQHG��DQG�FDPH�RQ�VWUHDP�LQ���������$V�RQH�H[HFXWLYH�UHPDUNHG���WKH�9HQH]XHODQ�RLO�LQGXVWU\�ZDV�D�PDWWHU�RI�&UHROH�DQG�6KHOO�ILJKWLQJ�ZLWK�HDFK�RWKHU�RU�DJUHHLQJ�KRZ�WR�IDFH�WKH�JRYHUQPHQW���-RKQVRQ�GH�9RJHOHU��RS��FLW��������



��
WKHVH�RUJDQLVDWLRQV�DIWHU� WKH�QDWLRQDOLVDWLRQ�ZDV�YHU\� LQWHQVH�� �7KLV� ULYDOU\� � KHLJKWHQHG�E\�WKH�SDUWLDOLW\�ZKLFK�JHQHUDO�$OIRQ]R�5DYDUG�RIWHQ�VKRZHG�WRZDUGV�/DJRYHQ��D�UHVXOW�RI�KLV�SHUVRQDO� IULHQGVKLS�ZLWK� WKH�FRQVHUYDWLYH�DQG�VHOI�HIIDFLQJ�5RGUtJXH]�(UDVR��DQG�KLV�UDWKHU�GLP�YLHZ�RI� WKH�HEXOOLHQW�DQG�RXWVSRNHQ 4XLUyV����� � UHDFKHG� LWV�SHDN�DIWHU� WKH�SUREOHP�RI�MXULVGLFWLRQ� RYHU� WKH� 2ULQRFR� KHDY\� RLO� SURMHFW� KDG� EHHQ� UHVROYHG� LQ� 3'96$
V� IDYRXU� LQ�2FWREHU��������$W�WKDW�SRLQW��/DJRYHQ�DQG�0HQHYHQ�PDQDJHG�WR�FRUQHU�WKH�PRVW�SURVSHFWLYH�DFUHDJH� LQ� WKH� 2ULQRFR� RLO� SURYLQFH�� WR� WKH� GHWULPHQW� RI� 0DUDYHQ���� 0DUDYHQ� � ZKRVH�GZLQGOLQJ� UHVRXUFH� EDVH� SXW� LW� D� D GLVDGYDQWDJH� UHODWLYH� WR� WKH� RWKHU� DIILOLDWHV� �VLQFH� LWV�UHVHUYHV�FRQVLVWHG�PDLQO\�RI�KHDY\�FUXGHV�ZKLFK�ZHUH�LQFUHDVLQJO\�FRVWO\�WR�SURGXFH��� TXLWH�MXVWLILDEO\�VDZ� WKLV�DFWLRQ�DV�D�PHQDFH� WR� LWV� ORQJ�WHUP�YLDELOLW\�� �0DUDYHQ� WULHG� WR�FRXQWHU�/DJRYHQ
V� PRYH�� ILUVW� RI� DOO�� E\� LQWHQVLI\LQJ� LWV� HQKDQFHG� RLO� UHFRYHU\� HIIRUWV� LQ� /DNH�0DUDFDLER���,Q�DGGLWLRQ��LW�LPSOHPHQWHG�D�PDUNHWLQJ�VWUDWHJ\�FHQWUHG�RQ�ORQJ�WHUP�KHDY\�RLOVXSSO\� FRQWUDFWV� ZLWK� UHILQHUV� WKDW� KDG� GHHS� FRQYHUVLRQ� RU� VSHFLDOW\� SURGXFWV� IDFLOLWLHV����)LQDOO\�� RQ� D� VWULFWO\� SROLWLFDO� SODQH�� WKH� FRPSDQ\� UHVSRQGHG� ZLWK� DQ� H[HUFLVH� LQ� SXEOLF�UHODWLRQV�DLPHG�DW�EXLOGLQJ�EULGJHV�ZLWK�NH\�SROLWLFDO�DFWRUV�LQ�6KHOO
V�WUDGLWLRQDO�VWURQJKROG�LQ�=XOLD��RQ�WKH�RQH�KDQG��DQG�DW�KLJKOLJKWLQJ�LWV�GLIIHUHQFHV�ZLWK�/DJRYHQ�ZLWK�UHJDUGV�WR�LWV�FRQFHUQ�IRU�SUREOHPV�DIIHFWLQJ� WKH�FRPPXQLWLHV� LQ�ZKLFK� LW�RSHUDWHG�����RQ� WKH�RWKHU�KDQG��7KDQNV� WR� WKLV� WKUHH�SURQJHG� RIIHQVLYH� �DQG� QRW� WR� DQ\� VKRZ� RI� VROLGDULW\� E\� LWV� VLVWHUV���0DUDYHQ�PDQDJHG� WR� VWDYH�RII� WKH� LPPHGLDWH� WKUHDW� WR� LWV� H[LVWHQFH�� �+RZHYHU�� LWV� VXFFHVV�REYLRXVO\�GLG�QRWKLQJ�WR�DOOD\�WKH�LQWHUQDO�VWULIH�ZKLFK�KDG�EHHQ�UHVSRQVLEOH�QRW�RQO\�IRU�WKH�GHELOLWDWLQJ�DQG�VWHULOH�GLVSXWH�RYHU�WKH�GHYHORSPHQW�RI�WKH�2ULQRFR�RLO�SURYLQFH��EXW�DOVR�IRU�3'96$
V�FRQWUDFWLQJ�D�YHU\�VHULRXV�FDVH�RI�LQVWLWXWLRQDO�SDUDO\VLV�7KH�PRVW�QRWLFHDEOH�PDQLIHVWDWLRQ�RI��WKLV�LQVWLWXWLRQDO�SDUDO\VLV�LV�WKH�JURZWK�RI�WKH�RLO� LQGXVWU\
V� LQYHVWPHQW� IXQG� EHWZHHQ� ��������� � )RU� REYLRXV� UHDVRQV�� H[HFXWLYHV� LQ� WKH�
���*HQHUDO� $OIRQ]R� 5DYDUG� KDG� EHHQ� WKH� JRYHUQPHQW� REVHUYHU� DVVLJQHG� WR� &UHROH� LQ� WKH� UXQ�XS� WR�QDWLRQDOLVDWLRQ����6HH�%ODQN���������&RUSRYHQ��ZKLFK�KDG�JUDYH�LQWHUQDO�SUREOHPV�RI�LWV�RZQ�DW�WKLV�WLPH��VWD\HG�RXW�RI�WURXEOH�ZKLOH�WKLV�GLVSXWH�UDJHG����(O� 'LDULR� GH� &DUDFDV�� 0DUFK� ���� ������ ���� � 7KH� FRUH� RI� WKLV� VWUDWHJ\� ZDV� WKH� �FUHDWLYH�� QRQ�GRJPDWLF�PDUNHWLQJ�������>RI@�KHDY\�FUXGHV���� ��>ZKLFK�QHHGHG@�D�VSHFLDO�SULFLQJ�VWUDWHJ\�������>EDVHG�RQ@�D�UHDVRQDEOH�GLIIHUHQWLDO�EHWZHHQ�KHDY\�FUXGHV�DQG�23(&�FUXGHV�>WKDW�ZRXOG@�SHUVXDGH�SHRSOH�WR�LQYHVW��LQ�FRQYHUVLRQ�IDFLOLWLHV��321��$SULO����������������0DUDYHQ�� WRJHWKHU� ZLWK� WKH� %ROtYDU� GLVWULFW� FRXQFLO� DQG� WKH� PLQLVWU\� RI� 8UEDQ� 'HYHORSPHQW��SUHSDUHG� D�3ODQ� GH� 2UGHQDFLyQ� 7HUULWRULDO�GH� OD� &RVWD� 2ULHQWDO� GHO� /DJR� GH� 0DUDFDLER ZLWK� WKH�REMHFWLYH�RI� LGHQWLI\LQJ� WKRVH�XUEDQ�FRQFHQWUDWLRQV�ZKLFK�ZRXOG�KDYH�EHHQ�DGYHUVHO\�DIIHFWHG�E\� WKH�HQKDQFHG�RLO�UHFRYHU\�WHFKQLTXHV�LW�ZDV�DSSO\LQJ�LQ�WKH�DUHD��0DUDYHQ�D��������������� �0DUDYHQ�DOVR�FRQWULEXWHG�WR�WKH�HVWDEOLVKPHQW�RI�352'8=&$��WKH�DJHQF\�IRU�WKH�SURPRWLRQ�RI�XUEDQ�GHYHORSPHQW�LQ�=XOLD���ZKLFK�ZDV�HQWUXVWHG�ZLWK�SDYLQJ�VWUHHWV�DQG�EXLOGLQJ�VHZHUV��SDUNV�DQG�VFKRROV�LQ�WKH�VWDWH���7KH� LPSOLFDWLRQ� RI� WKHVH� H[HUFLVHV�� DV� %ODQN� VD\V�� ZDV� WKDW WKH� RLO� LQGXVWU\� �KDG� UHVSRQVLELOLWLHV� WR�LQGLYLGXDOV� DQG� ILUPV� LQ� WKH� DIIHFWHG� DUHDV� �� �� �� WKDW� RQO\� 0DUDYHQ� >QRW� /DJRYHQ@� ZDV� SUHSDUHG� WR�DVVXPH�� ������� ������ � 0DUDYHQ� DOVR� ILQDQFHG� D�3UHGLDJQRVWLF� 6WXG\� RI� WKH� 0DVWHU� 7HUULWRULDO�2UJDQLVDWLRQ�3ODQ�IRU�WKH�2ULQRFR�2LO�%HOW �&(1'(6��������ZKLFK��DFFRUGLQJ�WR�%ODQN��RS��FLW��������SOD\HG�D�FUXFLDO�UROH�LQ�DPSOLI\LQJ�SROLWLFDO�RSSRVLWLRQ�WR�/DJRYHQ
V�'$60�2ULQRFR�PHJD�SURMHFW�



��
RSHUDWLQJ� FRPSDQLHV� UHDOL]HG� HDUO\� RQ� WKDW� ILQDQFLDO�PDWWHUV�ZRXOG� EH� D� GHFLVLYH� IDFWRU� LQ�WKHLU� 
YLWDO� VWUXJJOH
�� DQG� WKH� SUDFWLFDO DUUDQJHPHQWV� JRYHUQLQJ� WKH� GLVWULEXWLRQ� RI� IXQGV�ZLWKLQ� WKH� QDWLRQDOLVHG� RLO� LQGXVWU\� FOHDUO\� UHIOHFWHG� WKHLU� GHVLUH� WR� UHWDLQ� FRPSOHWH� FRQWURO�RYHU� WKH� FDVK� IORZV� JHQHUDWHG� E\� WKHLU� FRPSDQLHV�� �:KHUHDV� LQ� WKHRU\� WKH� DIILOLDWHV� ZHUH�VXSSRVHG�WR�WXUQ�RYHU�DOO�WKHLU�LQFRPH�WR�3'96$��ZKLFK�ZRXOG�DFW�DV�D�FOHDULQJ�KRXVH�DQG�FRRUGLQDWRU�� UHJLVWHULQJ� WKH� FRQWULEXWLRQ� RI� HDFK� RQH� LQ� LWV� UHVSHFWLYH� DFFRXQW� DQG� WKHQ�DGPLQLVWHULQJ�WKH�IXQGV�LQ�VXFK�D�ZD\�DV�WR�PLQLPLVH�WKH�ZRUNLQJ�FDSLWDO�UHTXLUHPHQWV�RI�WKH�ZKROH�FRUSRUDWLRQ���LQ�SUDFWLFH�WKH�DIILOLDWHV�NHSW�DOO�RI�WKHLU�IRUHLJQ�H[FKDQJH�LQFRPH�RXWVLGH�9HQH]XHOD��DQG�PHUHO\�QRWLILHG�3'96$�RI�WKHLU�SD\PHQW�QHHGV��VR�WKDW�WKH�ODWWHU�FRXOG�SODFH�WKHLU� QHW� LQFRPH� LQ� LQWHUHVW� EHDULQJ� WHUP� GHSRVLWV� DQG� FUHGLW� WKH� DIILOLDWHV
� DFFRXQWV� LQ� WKH�KROGLQJ�FRPSDQ\����7KH�KROGLQJ�FRPSDQ\�ZDV�DOVR�VXSSRVHG�WR�KDYH�WKH�ODVW�VD\�ZLWK�UHJDUGV�WR�LQYHVWPHQW�GHFLVLRQV��EHFDXVH�LWV�VKDUHKROGHU�DVVHPEO\�KDG�WR�DSSURYH�WKH�EXVLQHVV�SODQV�RI�LWV�DIILOLDWHV�EHIRUH�WKH�ODWWHU�FRXOG�UHFHLYH�DQ\�IXQGV�IRU�LQYHVWPHQW�SXUSRVHV����+RZHYHU��OLNH� PDQ\� FHQWUDO� DXWKRULWLHV� LQ� ORRVH� IHGHUDWLRQV�� 3'96$� IRXQG� WKDW� LWV� FRQWURO� RYHU� WKH�IHGHUDO�SXUVH�VWULQJV�ZDV�OLPLWHG��SDUWO\�EHFDXVH�RI�LWV�DOUHDG\�PHQWLRQHG�RUJDQLVDWLRQDO�DQG�SROLWLFDO� ZHDNQHVVHV�� DQG� SDUWO\� EHFDXVH� RI� WKH� DIILOLDWHV
� LQVLVWHQFH� WR� WDNH� RXW� RI� WKH�FRPPRQ�NLWW\�DW� OHDVW�DV�PXFK�PRQH\�DV�WKH\�KDG�SXW�LQ���DQG�WKLV�PHDQW�WKDW�WKH�DIILOLDWHV
�RSHUDWLQJ�DQG�LQYHVWPHQW�EXGJHWV�ZHUH�UDUHO\�FKDOOHQJHG�� OHW�DORQH�DGMXVWHG�� E\�WKH�ERDUG�RI�WKH�KROGLQJ�FRPSDQ\�� �,Q�RWKHU�ZRUGV��HYHQ�WKRXJK�3'96$
V�UHODWLRQVKLS�ZLWK LWV�DIILOLDWHV��SDUWLFXODUO\� RQ� WKH� ILQDQFLDO� SODQH�� ZDV� VXSSRVHG� WR� EH� VTXDUHO\� EDVHG� RQ� WKH� QRWLRQ� RI�GLYLGH�HW�LPSHUD��XS�WR������WKH�KROGLQJ�FRPSDQ\�FRXOG�QRW�H[HUFLVH�DQ�HIIHFWLYH�EXGJHWDU\�FRQWURO�� VLPSO\� EHFDXVH� WKHUH� ZDV� WRR� PXFK� PRQH\� JRLQJ� DURXQG���� 7KXV�� WKH� KROGLQJ�FRPSDQ\� IRXQG� WKDW� ERWK� WKH� SDFH� DQG� WKH� FRQFUHWH� VWHSV� RI� WKH� �H[SDQVLRQ� DORQJ� DOO� WKH�VSHFWUXP�RI� LWV� DFWLYLWLHV���� ZKLFK� LW� KDG� LQLWLDWHG� LQ������ZHUH� HVVHQWLDOO\�GLFWDWHG�E\� LWV�DIILOLDWHV�� HYHQ� LQ� WKRVH� FDVHV�ZKHQ� WKHLU� SUHIHUHQFHV� GLG� QRW� RIIHU� WKH�PRVW� FRVW�HIIHFWLYH�DOWHUQDWLYH�WR�VROYH�WKH�SUREOHPV�RI�WKH�FRUSRUDWLRQ�DV�D�ZKROH��DV�KDSSHQHG�ZLWK�/DJRYHQ
V�YHU\� H[SHQVLYH�035$�SURMHFW��� �+RZHYHU�� IRU�DOO�RI� WKHLU� WHFKQRORJLFDO�H[WUDYDJDQFHV�� WKH�DIILOLDWHV�ZHUH�QRW� LQ�D�SRVLWLRQ WR�VSHQG� WKH� WRWDOLW\�RI� WKH�HQRUPRXV�VXUSOXVHV�ZKLFK�WKHLU�LQGLYLGXDO� RSHUDWLRQV� JHQHUDWHG� \HDUO\� GXULQJ� WKH� SHULRG� �������� �SDUWLFXODUO\� JLYHQ� WKHLU�XQZLOOLQJQHVV�WR�HPEDUN�RQ�FROODERUDWLYH�SURMHFWV����$V�D�UHVXOW�RI�WKLV��WKH�ILQDQFLDO�UHVHUYHV�DFFXPXODWHG�DEURDG�E\� WKH� LQGXVWU\�PXOWLSOLHG�YHU\� UDSLGO\� �)LJXUHV�)������DQG�)����������7KLV�EHKDYLRXU�DSSHDUV�HYHQ�PRUH�H[WUDRUGLQDU\�ZKHQ�RQH�FRQVLGHUV�WKDW�D�GLDJQRVH�RI�WKH�
���$Q� RLO� LQGXVWU\� H[HFXWLYH� FRQIHVVHG� WKDW� GXULQJ�� WKHVH� \HDUV� �JURZWK�ZDV� VR� DPD]LQJ� WKDW� QR�RQH�JDYH�DQ\WKLQJ�WR�DQ\RQH�HOVH���-RKQVRQ�GH�9RJHOHU��RS��FLW������������3'96$�D�������������7KH�LQYHVWPHQW�EXGJHWV�ZKLFK�WKH�DIILOLDWHV�SUHVHQWHG�WR�3'96$�IRU�DSSURYDO�LQFOXGHG�QRW�RQO\�WKH�WKHQ�FXUUHQW�\HDU�EXW�DOVR�WKH�QH[W�ILYH�\HDUV���7KXV��D�ODUJH�SURSRUWLRQ�RI�WKHVH�DFFXPXODWHG�IXQGV�KDG�DOUHDG\�EHHQ�HDUPDUNHG�E\�HDFK�DIILOLDWH�WR�EH�VSHQW�RQ�D�VSHFLILF�SURMHFW�VRPHWLPH�LQ�WKH�IXWXUH�



��
LQGXVWU\
V�SROLWLFDO�HQYLURQPHQW�FRQGXFWHG�LQ������E\�0DUDYHQ��� FRQFOXGHG�WKDW�DQ\�VKRZ�RI� DIIOXHQFH� E\� WKH� RLO� LQGXVWU\�ZRXOG� EH� LOO�DGYLVHG�� DV� LW�ZDV� OLNHO\� WR� EUHHG� UHVHQWPHQW�DJDLQVW�LW��RQ�DFFRXQW�RI�WKH�IRUHVHHDEOH�UDWH�RI�JURZWK�LQ�WKH�JRYHUQPHQW
V�RLO�UHYHQXH�QHHGV�DQG�WKH�YHU\�WDQJLEOH�SURVSHFW��HYHQ�XQGHU�VFHQDULRV�RI�ULVLQJ�RLO SULFHV��RI�PDMRU�GHILFLWV�LQ�WKH�9HQH]XHODQ�EDODQFH�RI�SD\PHQWV��7KXV��LW�VHHPV�GLIILFXOW�WR�DYRLG�WKH�FRQFOXVLRQ�WKDW�WKH�H[SORVLYH� JURZWK� RI� WKH� RLO� LQGXVWU\� LQYHVWPHQW� IXQG� �ZKLFK� GLG� HYHQWXDOO\� SXW� WKH�FRUSRUDWLRQ� LQ�D�YHU\�GHOLFDWH�SRVLWLRQ�YLV�j�YLV WKH�JRYHUQPHQW��RZHG�PRUH� WR� WKH� LQWHUQDO�VWULIH�SUHYDLOLQJ�LQ�WKH�RLO�LQGXVWU\�EHWZHHQ�XS�XQWLO�������WKDQ�WR�3'96$
V������GHFLVLRQ�WR�HVWDEOLVK�D�UHVHUYH�IRU�IXWXUH�LQYHVWPHQWV�ZLWK�WKH�GLYLGHQGV�UHFHLYHG�IURP�LWV�DIILOLDWHV����7KH�YHU\�FRQVSLFXRXV�DFFXPXODWLRQ�RI�FDVK�E\�WKH�QDWLRQDOLVHG�RLO�LQGXVWU\�ZHQW�RQ�XQWLO������LQFOXVLYH�� �$IWHU�WKLV�GDWH��3'96$�DQG�LWV�DIILOLDWHV�DSSDUHQWO\�EHJDQ�WR�FRQGXFW�WKHLU� DIIDLUV� ZLWK� DQ� H\H� WR� 0DUDYHQ
V� UHFRPPHQGDWLRQV�� WKH� ILQDQFLDO� UHVHUYHV� RI� WKH�FRUSRUDWLRQ�VKUDQN �ERWK�LQ�UHODWLYH�DQG�LQ�DEVROXWH�WHUPV���DQG�LW�FHDVHG�WR�PDLQWDLQ�UHVHUYHV�IRU�LQYHVWPHQW�SXUSRVHV��PRVW�RI�WKH�FRUSRUDWLRQ
V�OLTXLG�VKDUHKROGHU�HTXLW\�ZDV�GHGLFDWHG�WR�FRPSO\LQJ� ZLWK� 9HQH]XHODQ� OHJDO� UHVHUYH� SURYLVLRQV� DQG� WR� IXQGLQJ� WKH� UHDOL]DWLRQ� RIGHIHUUHG�DVVHWV�������7KLV��YROWH�IDFH ZDV�V\PSWRPDWLF�RI�D�PDMRU�VKLIW�LQ�WKH�HTXLOLEULXP�RI�IRUFHV�WR�WKH�LQWHULRU�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\��ZKLFK�ZDV�WR�OHDG�WR�WKH�DOPRVW�FRPSOHWH�GLVDSSHDUDQFH�RI�WKH��FRQVWDQW�VWDWH�RI�WHQVLRQ�EHWZHHQ�3'96$�DQG�LWV�DIILOLDWHV���� ��>DV�WKH�ODWWHU�VWRSSHG@�KROGLQJ�RQ� WR� WKHLU�SRZHU�>DV@� �� �� ��UHWUHQFKPHQW��� �� ��PDGH�LW�HVVHQWLDO� WR�DFW�PRUH�FORVHO\�ZLWK�RQH�DQRWKHU�XQGHU�3'96$
V�JXLGDQFH�����

���0DUDYHQ�E����������3'96$�D���������������7KH�VXEVLGLDULHV�DW� WKHLU� UHVSHFWLYH�PHHWLQJV�KHOG� LQ�0DUFK������GHFLGHG�WR�FUHDWH�D�QHZ�UHVHUYH�IRU� WKH� UHDOL]DWLRQ�RI�GHIHUUHG�DVVHWV�ZKLFK� LV� WR�EH�DGMXVWHG�DW�HDFK�\HDU�HQG�XQWLO� LW�HTXDOV� WKH�ORQJ�WHUP�GHIHUUHG�DVVHWV���3'96$�D���������������-RKQVRQ�GH�9RJHOHU��RS��FLW�������
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SOURCES: PDVSA, MEM
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7R� VXP� XS�� QDWLRQDOLVDWLRQ� KDG� OHVV� RI� DQ� LPSDFW� RQ� WKH� LQWHUQDO� G\QDPLFV� RI� WKH�9HQH]XHODQ�RLO� LQGXVWU\� WKDQ�RQH�ZRXOG�SHUKDSV�KDYH�H[SHFWHG�� �,Q�WKHRU\��WKH�KLHUDUFKLFDO�RUGHU�RI� WKH� LQGXVWU\�� DV�GHILQHG� LQ� WKH�1DWLRQDOLVDWLRQ�/DZ��ZDV�DV� IROORZV� 0(0�ZDV� LQ�FKDUJH� RI� WKH� IRUPXODWLRQ� RI� SROLF\�� 3'96$� ZDV� HQWUXVWHG� ZLWK� DOO� VWUDWHJLF� SODQQLQJ��FRRUGLQDWLRQ��VXSHUYLVLRQ�DQG�FRQWURO�IXQFWLRQV��DQG�WKH�RSHUDWLQJ�DIILOLDWHV�ZHUH�WDVNHG�ZLWK�WKH�H[HFXWLRQ�RI� WKH� LQGXVWU\
V�SODQV�DQG�SURJUDPPHV�� �,Q�SUDFWLFH��DQG�QRWZLWKVWDQGLQJ�WKH�HVVHQWLDOO\� RSHUDWLYH� UROH� DVVLJQHG� WR� WKHP� LQ� WKH� ODZ�� WKH� 9HQH]XHODQ� VXFFHVVRUV� RI� WKH�IRUHLJQ� PXOWLQDWLRQDOV� UHWDLQHG� PRVW� WKH� GLVFUHWLRQDU\� GHFLVLRQ�PDNLQJ� SRZHU� WKDW� ZDV�VXSSRVHG� WR� EH� 3'96$
V�� � )RU� JRRG� PHDVXUH�� WKHVH� FRPSDQLHV� UHPDLQHG� WUXH� WR� WKH�HQWUHSUHQHXULDO�HWKRV�SXUVXHG�E\�WKH�FRQFHVVLRQDLUHV��HYHU\�FRPSDQ\�IRU�LWVHOI�DQG�WKH�GHYLO�WDNH�WKH�KLQGPRVW���ZKLFK�PHDQW�WKDW�WKLV�GHFLVLRQ�PDNLQJ�SRZHU�ZDV�YHU\�IUDJPHQWHG���7KH�FRQMXQFWLRQ� RI� WKHVH� WZR� IDFWRUV� JDYH� DQ� DLU� RI� LQFRKHUHQFH� WR�PDQ\� DVSHFWV� RI� 3'96$
V�HQWUHSUHQHXULDO� FRQGXFW� LQ� WKH� HDUO\� GD\V� RI� WKH� QDWLRQDOLVHG� RLO� LQGXVWU\�� � $IWHU� ������



��
KRZHYHU��WKLV�VLWXDWLRQ�ZDV�WR�FKDQJH�UDGLFDOO\��DV�UHWUHQFKPHQW�VXGGHQO\�WXUQHG�WKH�KROGLQJ�FRPSDQ\�LQWR�WKH�UHDO�VHDW�RI�DXWKRULW\�IRU�WKH�ZKROH�RI�WKH�RLO�LQGXVWU\���/DWHU�RQ��ZH�VKDOO�KDYH�SOHQW\�WR�VD\�DERXW�WKH�FLUFXPVWDQFHV�WKDW�EURXJKW�WKLV�UHWUHQFKPHQW�DERXW��VLQFH�WKH\�SOD\HG� D� FUXFLDO� UROH� LQ� WKH� JHVWDWLRQ� DQG� HDUO\� GHYHORSPHQW� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH����� :KDW� &KDQJHG� DIWHU� ����"�,,,��� $LPV� DQG� &RQGXFW� RI� 9HQH]XHODQ� 'HYHORSPHQW�3ROLF\$QRWKHU�FOHDU� LQGLFDWLRQ�RI� WKH�SHUVLVWHQFH�RI�DOO� WKH�FRQWUDGLFWLRQV� LQKHUHQW� LQ�9HQH]XHOD
V�WUDGLWLRQDO�SROLF\�RI�UHQW�PD[LPLVDWLRQ�ZDV�WKH�IODZHG�GHYHORSPHQW�VWUDWHJ\�LPSOHPHQWHG�E\�WKH�9HQH]XHODQ�JRYHUQPHQW� �WKURXJK� WKH�3pUH]�DQG�+HUUHUD�&DPStQV�DGPLQLVWUDWLRQV��DIWHU������� (YHQ� WKRXJK� QDWLRQDOLVDWLRQ� HIIHFWLYHO\� WUDQVIRUPHG� WKH� 9HQH]XHODQ� VWDWH� LQWR� D�JHQXLQH� RLO� SURGXFHU� �L�H�� DQ� HQWUHSUHQHXU�� DV� RSSRVHG� WR� D� SDUDVLWLF� XVXIUXFWXDU\� RI� RLO�SURGXFWLRQ��� WKH� LGHRORJLFDO�FRUQHUVWRQH�RI� WKH�FRXQWU\
V�GHYHORSPHQW� VWUDWHJ\�FRQWLQXHG� WR�EH� WKH� SRVLWLRQ� DGYDQFHG� E\� 3pUH]� $OIRQ]R�� �RLO� ZLOO� UXQ� RXW� DQG� WKH� QDWLRQ� ZLOO� KDYH� WR�FRQWLQXH� LWV�H[LVWHQFH�DFFRUGLQJ� WR�ZKDW�ZH�GR�QRZ����� 8QVXUSULVLQJO\��DOO� WKH�RLO�UHODWHG�FKDOOHQJHV� ZKLFK� WKLV� VWUDWHJ\� � HPERGLHG� LQ� WKH� 9� 1DWLRQDO� 3ODQ��� � ZDV� VXSSRVHG� WR�DGGUHVV�ZHUH�VWLOO�FRQFHSWXDOLVHG�DFFRUGLQJ�WR�WKH�RXWORRN�RI�D�UHQWLHU��QRW�D�SURGXFHU��L�H��LWV�PDLQ� SUHRFFXSDWLRQV� ZHUH� KRZ� WKH� UHQW� GHULYHG� IURP� WKH� H[WUDFWLRQ� RI� D� QRQ�UHQHZDEOH�H[KDXVWLEOH�QDWXUDO�UHVRXUFH�RI�XQTXDQWLILDEOH�YDOXH�ZDV�WR�EH�PD[LPLVHG�LQ�RUGHU�WR�LUULJDWH�RWKHU�VHFWRUV�RI�WKH�HFRQRP\��DQG�QRW ZKHWKHU�LW�ZDV�SRVVLEOH�WR�FUHDWH�YLDEOH�SK\VLFDO�DQG�FRQVXPSWLRQ� OLQNDJHV EHWZHHQ� D� KHDOWK\� DQG� XQIHWWHUHG� RLO� LQGXVWU\� DQG� WKH� UHVW� RI� WKH�HFRQRP\�� VR� WKDW� RLO� FRXOG� EHFRPH� WKH� QXFOHXV� � DV� RSSRVHG� WR� WKH� VRXUFH� RI� IXQGV� � RI�9HQH]XHODQ� LQGXVWULDO�DFWLYLW\��� �7KH�RQO\�PDMRU�FKDQJH� LQ� WKH�9HQH]XHODQ�DSSURDFK� WR� WKH�TXHVWLRQ�RI�HFRQRPLF�GHYHORSPHQW�LQGXFHG�E\�WKH�ILUVW�RLO�VKRFN�ZDV�DJDLQ�RQH�RI�HPSKDVLV��UDWKHU�WKDQ�GLUHFWLRQ���$V�3XUUR\�VD\V�IURP� WKH� EHJLQQLQJ� RI� WKH� ����V�� WKH� VWDWH� REMHFWLYH� >KDG� EHHQ@� WR� EROVWHU WKH�VXEVWLWXWLYH�LQGXVWU\�E\�PHDQV�RI�WKH�FKHDS�DQG�UHOLDEOH��VXEVLGLVHG��VXSSO\�RI�EDVLF�LQGXVWULDO� LQSXWV�� � 7KH� 9� SODQ� >KRZHYHU@� QR� ORQJHU� FRQWHPSODWH>G@� VXFK�VXSSOHPHQWDU\� LQYHVWPHQW�� � %DVLF� LQGXVWU\� RULHQWHG� WRZDUGV� H[SRUWV� >EHFDPH@� WKH�G\QDPLF�FHQWUH�RI�DFFXPXODWLRQ�������DQG�PRQRSROLVH>G@�SUDFWLFDOO\�DOO�WKH�LQYHVWPHQW�FDSDFLW\�RI� WKH� VWDWH�� �7KH�QRYHOW\� >ZDV@� WKDW� WKH�VWDWH� LWVHOI� >WXUQHG� LQWR@� WKH�PDLQ�SURPRWHU�RI�WKH�DFFXPXODWLRQ�SURFHVV�DQG�QRW�MXVW�DQ�DLG�WR�WKLV�SURFHVV����7KH�
RLO�UHQW�DFFXPXODWLRQ�PRGHO
�RI�WKH�9HQH]XHODQ�JRYHUQPHQW�FU\VWDOOLVHG�DURXQGD�QXPEHU�RI�DPELWLRXV�UHVRXUFH�EDVHG�LQGXVWU\��5%,��SURMHFWV�ORFDWHG�IRU�WKH�PRVW�SDUW�LQ�WKH�

���3pUH]�$OIRQ]R���������������&RUGLSODQ��9�3ODQ�GH�OD�1DFLyQ����3XUUR\�������������LWDOLFV�LQ�RULJLQDO��VHH�DOVR�%LWDU�DQG�7URQFRVR�������



��
YLFLQLW\�RI�WKH�&LXGDG�*XD\DQD�JURZWK�SROH���� 7KHVH�SURMHFWV�ZHUH�VXSSRVHG�WR�WXUQ�FKHDS�HQHUJ\� VXSSOLHV� LQWR� D� VRXUFH� RI� FRPSHWLWLYH� DGYDQWDJH� DQG� � WKURXJK� WKHLU� H[SRUWV� RI�DWWUDFWLYHO\�SULFHG� 5%,� RXWSXWV� � WR� HDUQ� KXJH� DPRXQWV� RI� IRUHLJQ� FXUUHQF\� WKDW� ZRXOG�G\QDPLVH�WKH�UHVW�RI�WKH�9HQH]XHODQ�QRQ�RLO�HFRQRP\���,Q�SUDFWLFH��WKH�UHWXUQV�SURQRVWLFDWHG�IRU� WKHVH� SURMHFWV� IDLOHG� WR� PDWHULDOLVH�� DQG� WKH� 5%,� SODQWV� EHFDPH� D� KXJH� GUDLQ� RQ� WKH�UHVRXUFHV�RI�WKH�9HQH]XHODQ�WUHDVXU\���� 0DQ\�RWKHU�RLO�SURGXFLQJ�FRXQWULHV��0H[LFR��6DXGL�$UDELD�� ,QGRQHVLD�� 1LJHULD�� WR� QDPH� D� IHZ�� EXLOW� PDVVLYH� 5%,� SURMHFWV� GXULQJ� WKH� ����V��EHFDXVH�WKH\�DOVR�VXEVFULEHG�WR�WKH�QRWLRQ�WKDW�WKH�ORZ�FRVW�RI�WKHLU�HQHUJ\�LQSXWV�ZRXOG�PRUH�WKDQ�RIIVHW�WKHLU�FRQVLGHUDEOH�GLVDGYDQWDJHV�LQ�WHUPV�RI�KLJK�FRQVWUXFWLRQ�DQG�GHEW�VHUYLFLQJ�FRVWV�� DQG� ORQJ� GLVWDQFHV� IURP� WDUJHW� PDUNHWV�� � +RZHYHU�� DOWKRXJK� WKH� RXWFRPHV� RI� WKHLU�HIIRUWV�LQ�WKLV�GLUHFWLRQ�ZHUH�DOVR�YHU\�GLVDSSRLQWLQJ��QRQH�RI�WKHLU�5%,�VWUDWHJLHV�� ZLWK�WKH�VROH� H[FHSWLRQ� RI� 1LJHULD
V� � GHOLYHUHG� TXLWH� DV� OLWWOH� DV� 9HQH]XHOD
V���� 7KH�PDLQ� UHDVRQ�EHKLQG� WKH�ODWWHU
V�GLVPDO�5%,�SHUIRUPDQFH�ZDV�WKDW�WKH�JRYHUQPHQW�LJQRUHG�DOO� WKH�RSWLRQV�ZKLFK�PLJKW KDYH�UHGXFHG� WKH�ULVN�DQG�H[SHQVH�RI� LWV�DPELWLRXV� LQGXVWULDOLVDWLRQ�GULYH��VHH�7DEOH�7$�������)LUVWO\��LWV�5%,�LQYHVWPHQWV�ZHUH�H[FHVVLYH�LQ�UHODWLRQ�WR�*'3��DERXW����SHU�FHQW� RI� QRQ�RLO�*'3��� DQG� WKH\�ZHUH� FRQFHQWUDWHG� LQ� RQO\� RQH� SDUWLFXODUO\� GLIILFXOW VHFWRU��LQGXVWULDO� PHWDOV��� � 6HFRQGO\�� WKH� JRYHUQPHQW� GHFLGHG� WR� H[HFXWH� VHYHUDO� PHJD�SURMHFWV�VLPXOWDQHRXVO\�� ZLWK� YHU\� OLWWOH� KHOS� IURP� PXOWLQDWLRQDO� FRPSDQLHV� �ZKR� FRXOG� KDYH�FRQWULEXWHG�NQRZ�KRZ�DQG�DFFHVV�WR�NH\�H[SRUW�PDUNHWV����)LQDOO\��WKH�5%,�SURJUDPPH�ZDV�ODXQFKHG� DW� D� PRPHQW� ZKHQ� WKH� 9HQH]XHODQ� HFRQRP\� ZDV� LQ� WKH� WKURHV� RI� DFXWH� 'XWFK�GLVHDVH��� DQG�WKH�PDVVLYH�VXPV�LQYHVWHG�LQ�WKH�SURJUDPPH�RQO\�VHUYHG�WR�FURZG�RXW�SULYDWH�LQYHVWPHQW��� �DV�D�UHVXOW�RI�ZKLFK�WKH�KHDOWK�RI�WKH�9HQH]XHODQ�QRQ�RLO�HFRQRP\�DV�D�ZKROH�FDPH�WR�GHSHQG�RQ�WKH�UDWKHU�XQOLNHO\�SURVSHFW�WKDW�WKH�SHUIRUPDQFH�RI�DOO�WKH�5%,�SURMHFWV�ZRXOG�OLYH�XS�WR�� RU�HYHQ�H[FHHG�� H[SHFWDWLRQV��7KH�9HQH]XHODQ�5%,�SURJUDPPH�LV�RIWHQ�EHHQ�FLWHG�DV�D� WH[WERRN�H[DPSOH�RI�KRZ�WKH� WHPSWDWLRQ� RI� �SXUVXLQJ� G\QDPLF� VFDOH� HFRQRPLHV� �WKURXJK� EURZQILHOG� H[SDQVLRQ��YHUWLFDO� LQWHJUDWLRQ� DQG� DJJORPHUDWLRQ� HFRQRPLHV�� GHVLJQHG� WR� LPSURYH� WKH� WRWDO� >5%,@�LQYHVWPHQW� UHWXUQ�� FDQ� WULJJHU� �D� +LUVFKPDQLDQ� FKDLQ� RI� XQEDODQFHG� JURZWK���� ZKLFK� LV�PRUH� WKDQ� OLNHO\� WR� VZDPS� WKH� LPSOHPHQWDWLRQ� FDSDFLW\� RI� DQ\� JRYHUQPHQW� DQG� WXUQ� 5%,�
���7KH�SURMHFWV�ZHUH��WKH�PDVVLYH�H[SDQVLRQ�RI�WKH�$OFDVD�DOXPLQLXP�VPHOWHU�DQG�6LGRU�VWHHOZRUNV��D�JUHHQILHOG� DOXPLQLXP� VPHOWHU� �FRPSOHWH�ZLWK� EDX[LWH�PLQH�� UHILQHU\� DQG�K\GURHOHFWULF� SRZHU� VWDWLRQ��DQG�D�JUHHQILHOG�VWHHO�DQG�FRDO�PLQLQJ�FRPSOH[�LQ�=XOLD��ZKLFK�ZDV�DEDQGRQHG�LQ����������*RRG�WUHDWPHQWV�RI�WKLV�VXEMHFW�FDQ�EH�IRXQG�LQ�$XW\��������������������*HOE�HW��DO����������6HH�DOVR�7DEOHV�7$����DQG�7$����LQ�$QQH[H������$V�*HOE�HW��DO� VD\���QRWKLQJ�DSSHDUV�WR�KDYH�EHHQ�JDLQHG�IURP�WKH�ZLQGIDOOV�LQ�WHUPV�RI�QRQ�RLO�*'3�GXULQJ�������������RS��FLW����������,QGHHG��LW�LV�HYLGHQW�WKDW�SOHQW\�ZDV�ORVW��9HQH]XHODQ�SHU�FDSLWD�QRQ�RLO�*'3�IHOO�E\����SHU�FHQW�EHWZHHQ������DQG������DQG�UHDO�LQFRPH�OHYHOV�GURSSHG�E\����SHU�FHQW�����2Q�WKH�'XWFK�GLVHDVH�LQ�JHQHUDO��VHH�&RUGHQ��������&RUGHQ�DQG�1HDU\����������%HWZHHQ������DQG�������WKH�SURGXFWLYLW\�RI�FDSLWDO�GURSSHG�E\����SHU�FHQW�IURP�LWV�KLVWRULF�PHDQ��D�FOHDU�VLJQ�WKDW��WKH�DEVRUSWLRQ�RI�WKH�HFRQRP\�KDG�EHHQ�DPSO\�H[FHHGHG�����$XW\������������
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SODQWV� LQWR� KXJH� VLQNV� IRU� SXEOLF� IXQGV�� �+RZHYHU��PDQ\� FULWLFV� RI�9HQH]XHOD
V�PLVMXGJHG�DWWHPSW�WR��MXPS�VHYHUDO�VWDJHV�RI�KLVWRULFDO�GHYHORSPHQW���� KDYH�IDLOHG�WR�DSSUHFLDWH�WKDW��EHVLGHV�EHLQJ�D�UHIOHFWLRQ�RI�WKH�OLPLWHG�SODQQLQJ�FDSDFLW\�RI�SXEOLF�VHFWRUV�HYHU\ZKHUH��WKH�VL]H�DQG�VFRSH�RI�WKLV�5%,�SURJUDPPH�ZHUH�DOVR�D�ORJLFDO�FRUROODU\�RI�WKH�WZR�IXQGDPHQWDO�SUHPLVHV�XQGHUO\LQJ�9HQH]XHOD
V�UHQW�GULYHQ�RLO�DQG�GHYHORSPHQW�SROLFLHV���7KHVH�SUHPLVHV��ZKLFK� HFOHFWLFDOO\� FRPELQHG� D� 0DOWKXVLDQ� FRQFHSWLRQ� RI� QDWXUDO� UHVRXUFHV� ZLWK� D� FUXGH��5RVWRYLDQ�� DSSURDFK� WR� WKH� TXHVWLRQ� RI� FDSLWDOLVW� GHYHORSPHQW� � ZHUH�� ILUVWO\�� WKDW� WKH�FRXQWU\
V�RLO�ZDV�UXQQLQJ�RXW�DQG��VHFRQGO\��WKDW�WKH�WLPH�ZDV�FRPLQJ�ZKHQ�WKH�JRYHUQPHQW�ZRXOG�QR� ORQJHU�EH�DEOH� WR�H[WUDFW�D� UHQW�ZLWK�ZKLFK� WR�SURSHO�9HQH]XHOD�RQ�WR�WKH�FUXFLDO�VWDJH� RI� HFRQRPLF� SURJUHVV�� 5RVWRZ
V� IDPRXV� �WDNH�RII��� � 7KXV�� WKH� VHQVH� RI� XUJHQF\�GHWHFWDEOH�LQ�WKH�9HQH]XHODQ�5%,�VWUDWHJ\��� FDQ�EH�GLUHFWO\�WUDFHG�WR�WKH�IDFW�WKDW��LQ��������WKH� H[SHFWDWLRQV�RI� WKH� >3pUH]@�JRYHUQPHQW� �� �� �� FRUUHVSRQGHG� WR�D� VLPSOH�H[WUDSRODWLRQ�RI�SDVW�WUHQGV������QRW�RQO\�LQ�WHUPV�RI�WKH�SULFH�RI�RLO�EXW�DOVR�LQ�WHUPV�RI�WKH�DFFHOHUDWLQJ�UDWH�RI�GHSOHWLRQ�RI�9HQH]XHOD
V�RLO�UHVHUYHV��ZKLFK�LQGLFDWHG�WKDW�WKH�FRXQWU\�KDG�HQRXJK�RLO�WR�ODVW�LW�IRU�OLWWOH�RYHU�HOHYHQ�\HDUV����� 7KH�9HQH]XHODQ�JRYHUQPHQW�GLG�QRW�VXVSHFW�HYHQ�IRU�D�PRPHQW� WKDW�23(&
V�VXFFHVV�DW� MDFNLQJ�XS� LQWHUQDWLRQDO� UHQW�OHYHOV�PLJKW�KDYH�XQGHUPLQHG�WKH� YHU\� IRXQGDWLRQV� RI� LWV� SRVW�RLO� VKRFN� GHYHORSPHQW� SROLF\� �E\� PDNLQJ� RLO� H[SORUDWLRQ�RXWVLGH� 23(&� D� YHU\� DWWUDFWLYH� SURSRVLWLRQ� DQG� LPSURYLQJ� WKH� FRPPHUFLDO� SURVSHFWV� RI�SUHYLRXVO\� PDUJLQDO� DUHDV� OLNH� WKH� 2ULQRFR� RLO� EHOW�� KHQFH� HQVXULQJ� WKDW� RLO� ZRXOG� QRW� EH�UXQQLQJ� RXW��� � 3ROLWLFDOO\�� WKLV� ODFN� RI� DZDUHQHVV� KDG� RQH� LPSRUWDQW� FRQVHTXHQFH�� LW�VWUHQJWKHQHG�WKH�EDUJDLQLQJ�KDQG�RI�9HQH]XHODQ�H[HFXWLYHV�LQ�WKH�IRUPHU�RLO�FRQFHVVLRQDLUHV��EHFDXVH�3UHVLGHQW�3pUH]�ZDV�DQ[LRXV�WR�DYRLG�DQ\�SUREOHPV�WKDW�PLJKW�JHW�LQ�WKH�ZD\�RI�ZKDW�KH�FRQVLGHUHG� WR�EH� WKH� ODVW�RSSRUWXQLW\� WR� VRZ� WKH�FRXQWU\
V� UHPDLQLQJ�RLO�� �)RU� WKHLU�SDUW��WKHVH� H[HFXWLYHV� IDLOHG� WR� DSSUHFLDWH� WKDW� WKH� DUUDQJHPHQW� WKH\� KDG� QHJRWLDWHG� LQ� �������ZRXOG� EH� YHU\� YXOQHUDEOH� WR� �REVROHVFLQJ� EDUJDLQ�� G\QDPLFV����� WKH� GD\ WKH� RLO� LQGXVWU\�IDLOHG� WR� SURYLGH� WKH� JRYHUQPHQW� ZLWK� VXIILFLHQW� IXQGV� �L�H�� UHQW�� WR� FRYHU� LWV� P\ULDG�QHFHVVLWLHV�� WKH� JRYHUQPHQW� ZRXOG� KDYH� D� JUHDW� LQFHQWLYH� WR� DOWHU� WKH� DUUDQJHPHQW� LQ� LWV�IDYRXU��DQG� WKHVH�PDQDJHUV
�FDSDFLW\� WR�UHVLVW�VXFK�D�PRYH�ZRXOG�EH�PXFK�GLPLQLVKHG��QRW�
���:HU]��������������7KH�SKUDVH�ZDV�&DUORV�$QGUpV�3pUH]
V����%HWZHHQ� �������� 3pUH]� VSHQW� PRUH� PRQH\� WKDQ� WKH� UHSXEOLF� KDG� LQ� LWV� SUHYLRXV� ���� \HDUV� RI�H[LVWHQFH����(VSLQDVD�DQG�0RPPHU���������������7KH�RPLQRXVQHVV�RI� WKLV�5�3�UDWLR�ZDV� 
FRQILUPHG
�GXULQJ��������E\�WKH�YHU\�GLVDSSRLQWLQJ�UHVXOWV�ZKLFK� 6KHOO��0RELO� DQG�2FFLGHQWDO� KDG� KDG� H[SORULQJ� WKRVH� DUHDV� RI� ODNH�0DUDFDLER�ZKLFK�5yPXOR�%HWDQFRXUW��LQ�������KDG�WUXPSHWHG�DV�EHLQJ��LPPHQVHO\�SURPLVLQJ����VHH�6iGHU�3pUH]����������������7KLV� WHUP�ZDV�FRLQHG�E\�9HUQRQ� �������������� WR�GHVFULEH� WKH�SURFHVV�ZKHUHE\�JRYHUQPHQWV� WKDW�KDYH� JLYHQ� YHU\� IDYRXUDEOH� FRQGLWLRQV� WR� PXOWLQDWLRQDOV� GHGLFDWHG� WR� WKH� H[WUDFWLRQ� RI� PLQHUDOV� IRU�H[SRUW��EHFDXVH�WKH\�DUH�NHHQ�IRU�LQYHVWPHQW�DQG�VR�RQ��JUDGXDOO\�� DV�WKHLU�LQFRPH�DQG�H[SHQVHV�JURZ��VXFFXPE�WR� WKH� WHPSWDWLRQ�RI� UHYLVLQJ� WKH�DJUHHPHQW� LQ�WKHLU�IDYRXU�� WDNLQJ�DGYDQWDJH�RI� WKH�IDFW� WKDW�WKH�FRPSDQLHV
�FDSDFLW\�WR�UHVLVW�LV�ZHDNHQHG�E\�WKHLU�VXQN�FRVWV�
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RQO\�EHFDXVH�D�WKUHDW�RI�
H[LW
��� RQ�WKHLU�SDUW�ZRXOG�QR�ORQJHU�FDUU\�WKH�ZHLJKW�LW�GLG�RQ�WKH�HYH�RI�QDWLRQDOLVDWLRQ�EXW�DOVR�EHFDXVH�3'96$�FRXQWHG�ZLWK�QR�GRPHVWLF�DOOLHV�WKDW�ZRXOG�FRPH�WR�LWV�GHIHQVH����7KXV��DOWKRXJK�WKHVH�H[HFXWLYHV�DOZD\V�TXHVWLRQHG�WKH�LQLWLDWLYH�WR�WXUQ�LQWR�H[SRUWHUV��FHUWDLQ�VHFWRUV�������>ZKLFK@�GLG�QRW�KDYH�WKH�QHFHVVDU\�SURGXFWLYLW\�WR�EHFRPH�FRPSHWLWLYH� LQ� ZRUOG� PDUNHWV������ WKH\� GLG� QRW� UHDOL]H� WKH� JUDYH� LPSOLFDWLRQV� ZKLFK� WKH�JRYHUQPHQW
V� IDLOXUH� WR� DFKLHYH� WKLV� ZRXOG� KDYH� RQ� WKH� YLDELOLW\� RI� WKH� QDWLRQDOLVHG�9HQH]XHODQ�RLO�LQGXVWU\���7KHVH�LPSOLFDWLRQV��DV�ZH�VKDOO�ODWHU�VHH��EHFDPH�VKRFNLQJO\�FOHDU�DIWHU����������&RQFOXVLRQV��3OXV�oD�FKDQJH������"&DUORV�$QGUpV�3pUH]
V�GHVLUH� IRU� DQ�XQHYHQWIXO�QDWLRQDOL]DWLRQ�SOD\HG� LQWR� WKH�KDQGV�RI� WKH�VHQLRU��QDWLYH��PDQDJHUV�RI�WKH�IRUHLJQ�RLO�FRPSDQLHV�LQ�9HQH]XHOD���%\�KLQWLQJ�REOLTXHO\�DW�WKH� PDQ\� SUREOHPV� WKDW�PLJKW� KDYH� DULVHQ� KDG� WKH� LQGXVWU\� EHHQ� WUXVWHG� WR� LQH[SHULHQFHG�KDQGV�� WKH� ILUVW�JHQHUDWLRQ� WRS�PDQDJHUV� LQ� WKH� QDWLRQDOLVHG� RSHUDWLQJ� FRPSDQLHV� H[WUDFWHG�IURP� WKH� 3pUH]� DGPLQLVWUDWLRQ� D� ODZ� WKDW� HVWDEOLVKHG� WKDW� WKH� KROGLQJ� FRPSDQ\� DQG� LWV�VXEVLGLDULHV� ZRXOG� EH� JLYHQ� D� JUHDW� GHDO� RI� RSHUDWLRQDO� IUHHGRP� E\� WKH� 9HQH]XHODQ�JRYHUQPHQW��RQ�WKH�RQH�KDQG��DQG�WKDW�WKHLU�VDODULHV�DQG�VLQHFXUHV�ZRXOG�EH�UHVSHFWHG��RQ�WKH�RWKHU�KDQG�� �3pUH]
V�QHHG� IRU� WKHVH�PDQDJHUV
� OR\DOW\�� WKRXJK��ZDV�QRW�SUHVVLQJ�HQRXJK� IRU�KLP�WR�FRQFHGH�WKDW�0(0�EH�PDUJLQDOLVHG�IURP�WKH�GHFLVLRQ�PDNLQJ�SURFHVV�LQ�DOO�PDWWHUV�RI�RLO� SROLF\� �DV�$JURSHW�GLVLQJHQLRXVO\�VXJJHVWHG���RU� WKDW�3'96$�EH� WD[HG�GLIIHUHQWO\� IURP�WKH� ZD\� WKH� RLO� PXOWLQDWLRQDOV� KDG� EHHQ� �HYHQ� WKRXJK� WKLV� PHDQW� WKH� UHWHQWLRQ� RI� D� UHQW�FROOHFWLRQ� GHYLFH� � WKH� )59� � ZKLFK� WKH� FRPSDQ\� GHFULHG� DV� EHLQJ� VXLWHG� IRU� WD[LQJ� WKH�RSHUDWLRQV�RI�IRUHLJQ HQWLWLHV�RQO\�����-XULVGLFWLRQDO� FRQWURYHUVLHV� OHIW� XQUHVROYHG� E\� WKH� 1DWLRQDOLVDWLRQ� /DZ�PHDQW� WKDW�UHODWLRQV� EHWZHHQ� WKH� QHZ�12&� DQG�0(0�ZHUH� WHQVH� IURP� WKH� RXWVHW�� �1HYHUWKHOHVV�� WKH�LQIRUPDO�DJUHHPHQW�KDPPHUHG�RXW�EHWZHHQ��������GLG�OHDG�WR�DQ�XQHDV\�HTXLOLEULXP�RI�VRUWV�EHWZHHQ�SURGXFHU�DQG�UHQWLHU�LQWHUHVWV��ZKLFK�KHOG�IRU�VRPH�WLPH���7KXV��3'96$
V�RSHUDWLQJ�DIILOLDWHV�ZHUH�DEOH�WR�GHYRWH�DOO�WKHLU�HQHUJLHV�WR�UHYDPSLQJ�9HQH]XHOD
V�UHILQHULHV��FDUU\LQJ�RXW� YHU\� DPELWLRXV� H[SORUDWLRQ� SURJUDPPHV� DQG� GUDZLQJ� XS� SODQV� IRU� WKH� ODUJH� VFDOH�H[SORLWDWLRQ�RI�WKH�2ULQRFR�RLO�EHOW�����ZKLOH�WKH�9HQH]XHODQ�JRYHUQPHQW�GHGLFDWHG�LWVHOI�WR�
���+LUVFKPDQ�GHILQHV��H[LW��DV�DQ\�DWWHPSW�WR�HVFDSH��E\�ZKDWHYHU�PHDQV��IURP�DQ�REMHFWLRQDEOH�VWDWH�RI�DIIDLUV�DQG��YRLFH��DV�DQ\�DWWHPSW�WR�FKDQJH�IURP�ZLWKLQ�� E\�FRPSODLQLQJ�DQG�PDNLQJ�D�QXLVDQFH�RI�RQHVHOI�� WKDW�REMHFWLRQDEOH�VWDWH�RI�DIIDLUV���������������4XLUyV�����������EODPHG�WKLV�GHVLUH��IRU�WKH�SDXSHULVDWLRQ�RI�>9HQH]XHODQ@�VRFLHW\�����$V�ZH�KDYH�VHHQ��WKLV�DSSUHFLDWLRQ�ZDV�QRW�WUXH���1HYHUWKHOHVV��LW�ZRXOG�KDYH�EHHQ�DGYLVDEOH�IRU�WKH�JRYHUQPHQW� WR� VXEVWLWXWH� WKH� )59� ZLWK� VRPH� RWKHU� WD[�� EHFDXVH� LWV� UHWHQWLRQ� JDYH� 3'96$� WKH�RSSRUWXQLW\� WR� VD\� WKDW� LW� ZDV� EHLQJ� WD[HG� IRU� PRQH\� ZKLFK� LW� ZDV� VXSSRVHGO\� QRW� HDUQLQJ� �WKLV�FRPSODLQW�JHQHUDWHG�TXLWH�D�ELW�RI�V\PSDWK\�IRU�WKH�FRPSDQ\�LQ�WKH�9HQH]XHODQ�SULYDWH�VHFWRU�����6HH�4XLUyV����������������GXH�WR�WKH�PDWXULW\�RI�9HQH]XHOD�DV�DQ�RLO�SURYLQFH��H[SORLWDWLRQ�RI�WKH�%HOW�ZDV�VHHQ�DV�WKH�EHVW�DOWHUQDWLYH�WR��H[WHQG�WKH�KRUL]RQ�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\���&DOGHUyQ�%HUWL�������������
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VRZLQJ�WKH�RLO
�LQ�DPELWLRXV�5%,�SURMHFWV��ZLWK�WKH�DYRZHG�REMHFWLYH�RI�XVLQJ�WKH�ZLQGIDOOV�JHQHUDWHG� E\� WKH WZR� RLO� VKRFNV� � �WKH� ODUJHVW� QRQ�YLROHQW� WUDQVIHU� RI� ZHDOWK� LQ� KXPDQ�KLVWRU\���� � WR�WUDQVIRUP�9HQH]XHOD�LQWR�D�PHGLXP�VL]HG�LQGXVWULDO�SRZHU�8S� WR� ����� LQFOXVLYH�� WKHQ�� 3'96$� DQG� LWV� DIILOLDWHV� ZHUH� ZLOOLQJ� WR� DFFHSW� WKHLU�OHJDO� REOLJDWLRQV� WR� �IROORZ� WKH� GLVSRVLWLRQV� GLFWDWHG� E\� WKH� 1DWLRQDO� ([HFXWLYH�� DQG�LPSOHPHQW�WKH�GHFLVLRQV�RI�WKH�VKDUHKROGHU�DVVHPEO\�RI�WKH�KROGLQJ�FRPSDQ\���7KH�PDMRULW\�RI�9HQH]XHODQ�H[HFXWLYHV�RFFXS\LQJ�NH\�SRVWV�LQ�WKH�IRUHLJQ�FRQFHVVLRQDLUHV�KDG�UHOXFWDQWO\�DFFHSWHG� WKHVH�REOLJDWLRQV�� LQ� WKH�XQGHUVWDQGLQJ�WKDW�WKH\�ZRXOG�KDYH�D�FRQVLGHUDEOH�VD\�LQ�WKH�IRUPXODWLRQ�RI�WKRVH�GLVSRVLWLRQV��LQ�VR�IDU�DV�WKH\�DIIHFWHG�WKH�IXWXUH�RI�WKH�RLO�LQGXVWU\���RQ� WKH� RQH� KDQG�� DQG� WKDW� WKH� LQWHQVH� SROLWLFDO� SHQHWUDWLRQ� FKDUDFWHULVWLF� RI� DOO� RWKHU�9HQH]XHODQ� 62(V� �DQG� 9HQH]XHODQ� VRFLHW\� LQ� JHQHUDO�� ZRXOG� QRW� EH� H[WHQGHG� WR� WKH� RLO�LQGXVWU\�� RQ� WKH� RWKHU�� �:KDW� QHLWKHU� WKH\� QRU� JRYHUQPHQW� RIILFLDOV� DSSUHKHQGHG� LQ� ������WKRXJK��ZDV�WKDW�WKLV�PRGXV�YLYHQGL ZDV�LQKHUHQWO\�XQVWDEOH��EHFDXVH�LW�ZDV�QRW�WKH�RXWFRPH�RI�D�VKDUHG�GHVLUH�E\�ERWK�WKH�ODQGORUG�VWDWH�DQG�LWV�QHZ�WHQDQW�� WKH�12&�� WR�FUHDWH�D�YLDEOH�IRUPXOD� IRU� WKH� UHFRQFLOLDWLRQ� RI� WKHLU� OHJLWLPDWH�� DOEHLW� PDQ\� WLPHV� FRQIOLFWLQJ�� LQWHUHVWV�UHODWHG�WR�RLO�UHQW���+HQFH��QRWZLWKVWDQGLQJ�WKH�QRPLQDO�FRPPLWPHQW�RI�WKH�JRYHUQPHQW�WR�WKH�ILQDQFLDO�VHOI�VXIILFLHQF\�RI�WKH�RLO�LQGXVWU\��WKHUH�ZDV�QR�FOHDU�DQG�HVWDEOLVKHG�FULWHULRQ�IRU�WKH�OHJLWLPDWH�GLYLVLRQ�RI�RLO�LQFRPH�EHWZHHQ�WKHP��VLQFH�WKH�LGHD�RI�SXWWLQJ�D�IL[HG�FHLOLQJ�RQ� JURXQG� UHQW� ZDV� DQDWKHPD� WR� WKH� 9HQH]XHODQ� VWDWH�� HYHQ� WKRXJK� LW� ZDV� WKH� RZQHU� WKH�HQWLWLHV�ZKRVH�DFWLYLWLHV�ZRXOG�KDYH�EHHQ�VKHOWHUHG�E\�VXFK�D�FHLOLQJ��� �0RUHRYHU��DV�8VODU�3LHWUL�QRWHV���WKH�DSSDUDWXV�RI�VXUYHLOODQFH��LQWHUYHQWLRQ�DQG�FRQWURO�ZKLFK�KDG�EHHQ�VHW�XS�WR�PRQLWRU�WKH�DFWLYLWLHV�RI�WKH�PXOWLQDWLRQDOV�ZDV�NHSW�LQWDFW�������>HYHQ�WKRXJK@�WKLV�FUHDWHG�DQ�DEVXUG� VLWXDWLRQ� RI� ELFHSKDO\� ZKHUHE\� WKH� QDWLRQDOLVHG� LQGXVWU\�� ZKLFK� LV� WKH� H[FOXVLYH�SURSHUW\�RI�WKH�VWDWH��LV�WUHDWHG�E\�WKLV�VWDWH�LQ�PXFK�WKH�VDPH�ZD\�DV�WKH�IRUHLJQ�FRPSDQLHV�XVHG�WR�EH�����7KH�RQO\�UHDVRQ�ZK\�WKH�PRGXV�YLYHQGL HVWDEOLVKHG�LQ��������ZRUNHG�DW�DOO��IRU�DQ\�OHQJWK� RI� WLPH�� ZDV� WKDW� 3'96$� �ZDV� D� SURVSHURXV� DQG� ULFK� FRPSDQ\� �� �� �� RZQHG� E\� DQ�HTXDOO\� ULFK� DQG� SURVSHURXV� VWDWH� >ZKLFK� ZDV� ZLOOLQJ� WR� JLYH� LW@� D� KLJK� GHJUHH� RI�DXWRQRP\����� +RZHYHU��ZKHQ�WKLV�DOO�URXQG�DIIOXHQFH�ZDV�VZHSW�DZD\�E\�WKH�ILVFDO�FULVLV�FRQQHFWHG�WR�WKH�FROODSVH�RI�WKH�RLO�UHQW�DFFXPXODWLRQ�PRGHO�LQ�WKH�HDUO\�����V��D�JRYHUQPHQW��FDXJKW�LQ�DQ�XQFRQWDLQDEOH�SURFHVV�RI�ULVLQJ�H[SHQGLWXUH�DQG�GHEW���� TXLFNO\�EHJDQ�WR�KDYH�VHFRQG�WKRXJKWV�DERXW�ZKHWKHU�LW�KDG�UHFHLYHG�D�IDLU�GLYLVLRQ�RI�WKH�VSRLOV�XQGHU�WKH�ILQDQFLDO�VHOI�VXIILFLHQF\� IRUPXOD� ZKLFK� RLO� LQGXVWU\� PDQDJHUV� �WUDGLWLRQDOO\� UHJDUGHG� ZLWK� GHHS�VXVSLFLRQ�DQ\ZD\��KDG�EHHQ�JUDQWHG�LQ��������&RPSDQ\�VSRNHVSHUVRQV�XUJHG�WKH�JRYHUQPHQW�
���6FKQHLGHU������������� ,Q�6RVD�3LHWUL��RS��FLW��������,ELG���������6RVD�3LHWUL��RS��FLW�����
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QRW�WR�JLYH�LQ�WR�WKH�WHPSWDWLRQ�RI�XQLODWHUDOO\�DOWHULQJ�WKH�VWDWXV�TXR DW�WKH�ILUVW�UHDO�WHVW�RI�LWV�FRPPLWPHQW�WR�WKH�ORQJ�WHUP�KHDOWK�RI�WKH�RLO�LQGXVWU\���� 7KHVH�HQWUHDWLHV��WKRXJK��IHOO�RQ�GHDI� HDUV�� � $V� D� UHVXOW�� HYHQ� WKRXJK� WKH� JRYHUQPHQW� KDG� DSSURSULDWHG� IRU� LWVHOI� DQ�RYHUZKHOPLQJ�SURSRUWLRQ� RI�9HQH]XHOD
V�RLO� UHQW� VLQFH�������ERWK� WKH� IRUPDO� DQG LQIRUPDO�IUDPHZRUNV�ZKLFK�KDG�FRQGLWLRQHG� WKH�HFRQRPLF�DQG�SROLWLFDO� LQWHUDFWLRQ�EHWZHHQ�3'96$�DQG�WKH�9HQH]XHODQ�([HFXWLYH�DQG�LWV�GHSHQGHQFLHV�EHJDQ�WR�EXFNOH�XQGHU�ILQDQFLDO�SUHVVXUHV�LQ�HDUO\������DQG�XOWLPDWHO\�JDYH�ZD\�EHIRUH�WKDW�\HDU�KDG�HQGHG���7KH�VSHHG�ZLWK�ZKLFK�WKH�LQVWLWXWLRQDO� DUUDQJHPHQWV� FUHDWHG�E\� WKH�1DWLRQDOLVDWLRQ�/DZ�FROODSVHG� LV�SHUKDSV� WKH�EHVW�LQGLFDWLRQ�RI�WKH�IDFW�WKDW�� WR�ERUURZ�IURP�0pQ\
V�PHWDSKRULFDO�WHUPLQRORJ\��� � NH\�SDUWV�RI�WKLV�OHJLVODWLRQ�ZHUH�SURGXFWLYLVW�SROLF\�WUDQVSODQWV�ZKLFK��EHLQJ�WRWDOO\�DOLHQ�WR�WKH�QDWXUH�RI�WKH�UHQW�IHG�WLVVXH�XQWR�ZKLFK�WKH\�ZDV�JUDIWHG��ZHUH�ERXQG�WR�EH�UHMHFWHG�E\�WKH�ODWWHU���7KH�FRQVHTXHQFHV�RI�WKLV�UHMHFWLRQ�IRU�WKH�FRPSDQ\�KDYH�EHHQ�JULHYRXV���$V�0RPPHU�LQGLFDWHV�>ZKHUHDV@�IURP�DQ�RSHUDWLRQDO�SRLQW�RI�YLHZ��3'96$�KDV�EHHQ��������KLJKO\�VXFFHVVIXO�������>I@URP�D�SROLWLFDO�YLHZSRLQW��KRZHYHU��WKLQJV�ORRN�GLIIHUHQW���� ��3'96$�KDV�QRW�VXFFHHGHG� LQ� FUHDWLQJ�D�YLDEOH� LQVWLWXWLRQDO�DQG�HFRQRPLF�HQYLURQPHQW�� L�H��� WR� WDNH�WKH�QHFHVVDU\�GLVWDQFH�IURP�WKH�>9HQH]XHODQ@�VWDWH�DQG�WR�GHYHORS�QHZ�OLQNV�ZLWK�WKH�QRQ�RLO�VHFWRU���7KHUH�LV�QR�DGHTXDWH�OHJLVODWLRQ�WR�GHILQH�>LWV@�ILVFDO�FRQWULEXWLRQ������DQG��E\�WKH�VDPH�WRNHQ��LWV�SURILWV���7KH�FRPSDQ\�KDV�EHHQ�IRUFHG�LQWR�LQGHEWHGQHVV�WR�PDLQWDLQ�������RXWSXW�>DQG@�LW�LV�VXIIHULQJ�KHDY\�ORVVHV�LQ�LWV�������GRPHVWLF�PDUNHW����:H�EHOLHYH�WKDW�WKH LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV�3'96$
V�UHVSRQVH�WR�WKLV�GUDPDWLF��DQG� SROLWLFDOO\�PRWLYDWHG�� GHWHULRUDWLRQ� LQ� LWV� EXVLQHVV� HQYLURQPHQW�� � ,Q� WKH� FKDSWHUV� WKDW�IROORZ��ZH�ZLOO�DWWHPSW�WR�GHPRQVWUDWH�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV�WKH�PRVW�LPSRUWDQW� FRUSRUDWH� LQLWLDWLYH� WR� HPHUJH� IURP� WKH� LQVWLWXWLRQDO� GHEULV� ZKLFK� WKH� UDSLG�XQUDYHOLQJ�RI�WKH�9HQH]XHODQ�RLO�UHQW�DFFXPXODWLRQ�PRGHO�OHIW�LQ�LWV�ZDNH�

���$V�9LORULD�������������IXWLOHO\�LQVLVWHG���WKH�SULQFLSOH�RI�ILQDQFLDO�VHOI�VXIILFLHQF\�DFTXLUHV�SDUWLFXODU�UHOHYDQFH� LQ� >WKRVH@� MXQFWXUHV�� �� ��ZKHUH�� WKURXJK�D�UHGXFHG�ILVFDO�FRQWULEXWLRQ�RI� WKH�LQGXVWU\�GHULYHG�IURP� FKDQJLQJ� VLWXDWLRQV� LQ� LQWHUQDWLRQDO�PDUNHWV�� WKHUH� FDQ� RFFXU� D� GLYHUVLRQ� RI� WKH� UHVHUYHV� RI� WKH�,QGXVWU\� DLPHG� DW� SOXJJLQJ� HYHQWXDO� >VLF�@� ILQDQFLDO� GHILFLWV� RU� ILQDQFLQJ� QRQ�RLO�� QRQ�SHWURFKHPLFDO�DFWLYLWLHV�����0pQ\�������������0RPPHU�����������
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3UHVLGHQF\�RI�WKH5HSXEOLF

+ROGLQJ�&RPSDQ\
1DWLRQDO�&RXQFLO�RI6WDWH�&RPSDQLHV



�1HYHU�FUHDWHG6285&(�&RURQHO����������

([WHUQDO�$XGLWLQJ

%RDUG�����([HFXWLYH

3UHVLGHQF\

��3ODQQLQJ�DQG /HJDO ����������3XEOLF )LQDQFH

�����*HQHUDO

([SORUDWLRQ�DQG3URGXFWLRQ 0DQXIDFWXULQJ�DQG7HFKQRORJ\ 7UDGLQJ�DQG�7UDQVSRUW

2SHUDWLQJ�&RPSDQLHV
���7HFKQRORJLFDO
5HILQLQJ

,QWHUQDWLRQDO�WUDGLQJ
0DULWLPH�WUDQVSRUW
/RFDO�PDUNHWLQJ

([SORUDWLRQ
�2SHUDWLQJ
�2SHUDWLQJ
�2SHUDWLQJ
�2SHUDWLQJ

�QHZ�DUHDV�

FRPSDQ\�&
FRPSDQ\�%
FRPSDQ\�$

FRPSDQ\�'

GHYHORSPHQW

�����VHUYLFHV

�����&RPPLWWHH

������UHODWLRQV

VHUYLFHV
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3UHVLGHQF\�RI�WKH5HSXEOLF

%RDUG

�/HJDO�FRXQVHOORU�

([HFXWLYH

6KDUHKROGHUV
�DVVHPEO\3UHVLGHG�E\�WKH�PLQLVWHU�RI(QHUJ\�DQG�0LQHV

3UHVLGHQW)LUVW�DQG�VHFRQG�YLFH�SUHVLGHQWV3ULQFLSDO�GLUHFWRUV$OWHUQDWH�GLUHFWRUV

�DWWRUQH\�DW�ODZ $GPLQLVWUDWLRQ

���'LUHFWRU\

/LDLVRQ�GLUHFWRUV

&RRUGLQDWLRQV���$IILOLDWHV &RRUGLQDWLRQV�LQ�������VLQFH�UHGXFHG�&RPSXWLQJ�V\VWHPV�DQG�WHOHFRPPXQLFDWLRQV([SORUDWLRQ)LQDQFHV�,QIRUPDWLRQ�DQG�SXEOLF�UHODWLRQV*HQHUDO�DXGLWLQJ
0DWHULDOV��HTXLSPHQW�DQG�VHUYLFHV�,QWHUQDO�PDUNHW0HGLFDO�DIIDLUV2UJDQLVDWLRQ�DQG�KXPDQ�UHVRXUFHV2ULQRFR�RLO�EHOW�3HWURFKHPLFDOV�3ODQQLQJ�3URGXFWLRQ�5HODWLRQV�ZLWK�WKH�FRPSWUROOHU�5HILQLQJ�6XSSO\�DQG�WUDGLQJ

$IILOLDWHV��XQWLO������,QWHJUDWHG�RLO�FRPSDQLHV��H[SORUDWLRQ��SURGXFWLRQ��UHILQLQJ��LQWHUQDWLRQDO�PDUNHWLQJ���/DJRYHQ�6�$���0DUDYHQ�6�$���&RUSRYHQ�6�$�
1DWXUDO�JDV�GLVWULEXWLRQ��&HYHJDV��VXEVLGLDU\�RI�&RUSRYHQ�

7UDLQLQJ��&HQWUR�,QWHUQDFLRQDO�GH�(GXFDFLyQ�\�'HVDUUROOR��&,('���SUHYLRXVO\�&HQWUR�GH�)RUPDFLyQ�\�$GLHVWUDPLHQWR�GH�3HWUyOHRV�GH�9HQH]XHOD�\�VXV�)LOLDOHV��&(3(7�

&RUSRUDWH�LQVXUDQFH��3'9�,QVXUDQFH�6�$�,QWHUQDWLRQDO�SURFXUHPHQW�DQG�ILQDQFLQJ��%DULYHQ�6�$�0DUNHW�LQWHOOLJHQFH��3'9�8.��6�$���3'9��86$��&RUS�3HWURFKHPLFDOV��3HTXLYHQ�6�$��DQG�DIILOLDWHV5HVHDUFK�DQG�GHYHORSPHQW��,17(9(3�6�$�&RDO��&DUERQHV�GHO�=XOLD��&DUER]XOLD��6�$��DQG�DIILOLDWHV'RPHVWLF�PDUNHWLQJ��'HOWDYHQ�6�$�)HUWLOLVHUV��3DOPDYHQ�6�$�%LWXPHQ��%LW~PHQHV�2ULQRFR��%LWRU��6�$��DQG�DIILOLDWHV0DULWLPH�WUDQVSRUWDWLRQ��3'9�0DULQD�6�$�2YHUVHDV�VWRUDJH��%RQDLUH�3HWUROHXP�&RUS���1�9���%RSHF���%DKDPDV�2LO�5HILQLQJ�&R���%RUFR�

,QYHVWPHQWV��3'9�$PpULFD�&RUS���3'9�(XURSD�%�9�

5LVN�H[SORUDWLRQ�LQ�QHZ�DUHDV�DQG�K\GURFDUERQ�SURGXFWLRQ�XQGHU�SURILW�VKDULQJ�DJUHHPHQWV��&RUSRUDFLyQ�9HQH]RODQD�GHO�3HWUyOHR��&93��6�$�

&RRUGLQDWLRQ�RI�IRUHLJQ�MRLQW�YHQWXUHV��,QWHUYHQ�6�$�)RUHLJQ�UHILQLQLQJ�DQG�PDUNHWLQJ��&LWJR�3HWUROHXP�&RUS���5XKU�gO�*PE+���$%�1\QlV�3HWUROHXP��5HILQHUtD�,VOD��&XUD]DR���6�$��&RRUGLQDWLRQ�RI�GRPHVWLF�9HQH]XHODQ�LQYHVWPHQW�LQ�RLO�DFWLYLWLHV��6RFLHGDG�GH�)RPHQWR�D�OD�,QYHUVLyQ�3HWUROHUD��62),3�'RPHVWLF�LQGXVWULDOLVDWLRQ�RI�K\GURFDUERQV��3URGXFWRV�(VSHFLDOHV�&�$���352(6&$��FRRUGLQDWHG�E\�0DUDYHQ�

,QWHUQDWLRQDO�WUDGLQJ��3'96$�0DUNHWLQJ�,QWHUQDWLRQDO��3HWURPDU3XUFKDVHV�RI�QDWLRQDO�JRRGV�DQG�VHUYLFHV��%LHQHV�\�6HUYLFLRV�&�$���%,6(5&$��&RUSRUDWH�6HUYLFHV��3'96$�6HUYLFHV�,QF���3'96$�6HUYLFHV�%�9�

3HWUyOHRV�GH�9HQH]XHOD�6�$�

PDQDJHU

���&RPPLWWHHV

&RPPLWWHH
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&RUSRUDFLyQ�9HQH]RODQDGHO�3HWUyOHR��&93�$XWRQRPRXV�LQVWLWXWH

(DVWHUQ�9HQH]XHOD�*DV7UDQVSRUW�&RPSDQ\

��&93
��0HUFDQWLOH�VRFLHW\

��7R�&93
%RVFDQYHQ&KHYURQ�2LO�&RPSDQ\GH�9HQH]XHOD
'HOWDYHQ7H[DV�3HWUROHXP&RPSDQ\

���������&DUDFDV�3HWUROHXP�6�$�

7H[DFR�0DUDFDLER�,QFRUSRUDWHG 7R�'HOWDYHQ
7R�'HOWDYHQ

7R�'HOWDYHQ���&RUR�3HWUROHXP�&RPSDQ\

'HOWDYHQ

��&93

/ODQRYHQ

/ODQRYHQ
/ODQRYHQ
%DULYHQ

��7R�%DULYHQ����9HQH]XHODQ�$WODQWLF5HILQLQJ�&RPSDQ\
�6LQFODLU�9HQH]XHODQ��2LO�&RPSDQ\
0RELO�2LO�&RPSDQ\GH�9HQH]XHOD

3DOPDYHQ3DOPDYHQ
7R�3DOPDYHQ&KDUWHU�9HQH]XHOD3HWUROHXP�&RPSDQ\

9HQH]XHODQ�6XQ�2LO�&RPSDQ\

��&93

&RUSRYHQ

0HQHYHQ
0HQHYHQ

7R�0HQHYHQ
7R�0HQHYHQ

7DORYHQ
9LVWDYHQ
*XDULYHQ6RFLHGDG�$QyQLPD3HWUROHUD�/DV�0HUFHGHV

0LWR�-XDQ�&RQFHVLRQDULDGH�+LFURFDUEXURV�&�$�

���7DORQ�3HWUROHXP�&�$�
0HQH�*UDQGH�2LO&RPSDQ\

,QWHUQDWLRQDO�3HWUROHXP9HQH]XHOD��/LPLWHG�

9HQH]XHOD�*XOI�2LO5HILQLQJ�&RPSDQ\

$PRFR�9HQH]XHOD2LO�&RPSDQ\ $PRYHQ
&UHROH�3HWUROHXP&RUSRUDWLRQ /DJRYHQ /DJRYHQ /DJRYHQ

0DUDYHQ0DUDYHQ
0DUDYHQ
7R�0DUDYHQ

&RPSDxtD�6KHOO�GH9HQH]XHOD�1�9�
���&RQWLQHQWDO�2LO�&R�GH�9HQH]XHOD

3KLOOLSV�3HWUROHXP&RPSDQ\ 5RTXHYHQ

0HQHYHQ

&RUSRYHQ

6WDWH�2LO�&RPSDQ\

&RQFHVVLRQDLUHV�DV�RI����������� 2SHUDWRUV�DV�RI����������� ���� ��������� �����WR�GDWH
),*85(�)$���� 5$7,21$/,6$7,21�2)�3'96$
6�23(5$7,1*�$)),/,$7(6

��DQG�&93
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7$%/(�7$������&RPSDUDWLYH�(YDOXDWLRQ�RI�5%,�6WUDWHJLHV�RI�9DULRXV�&RXQWULHV2SWLRQV /RZ�ULVN +LJK�ULVN6WUDWHJ\D��5ROH�RI�5%,�LQ�GHYHORSPHQW�VWUDWHJ\� 0LQRU 'RPLQDQWE��6SHFLDOLVDWLRQ�ZLWKLQ�5%, +LJK /RZ6WUDWHJ\�LPSOHPHQWDWLRQF��5%,�SURMHFW�VHTXHQFLQJ 3KDVHG %XQFKHGG��$FFHVV�WR�01&�H[SHUWLVH +LJK /RZ0DUNHWLQJH��*URZWK�RI�GRPHVWLF�QRQ �RLO�*'3 6XVWDLQHG (UUDWLFI��5%,�H[SRUW�PDUNHW�DFFHVV +LJK /RZ&DOFXODWLRQ�RI�ULVN�LQGH[��� ORZ�ULVN��� �KLJK�ULVN�2SWLRQV D E & G H I ,QGH[&DPHURXQ � � � � � � ����%DKUHLQ � � � � � � ����,QGRQHVLD � � � � � � ����0DOD\VLD � � � � � � ����6DXGL�$UDELD � � � � � � ����7ULQLGDG�DQG�7REDJR � � � � � � ����9HQH]XHOD � � � � � � ����1LJHULD � � � � � � ����

$Q�LQGH[�RI����� �KLJK�ULVN�LQ�DOO�VL[�IDFWRUV6RXUFH� $XW\�������

7$%/(�7$���� (VWLPDWHG�)XOO�&DSDFLW\�&RVWV�DQG�$FWXDO�& DSDFLW\�8VH�IRU�6WHHO�(QWHUSULVHV�LQ�9DULRXV�&RXQWULHV6,'25�,9 'HOWD 37. 6DELF +,&20 ,VFRWW %DVH�FDVH3URMHFW�FKDUDFWHULVWLFV/RFDWLRQ 9HQH]XHOD 1LJHULD ,QGRQHVLD 6DXGL�$UDELD 0DOD\VLD 7ULQLGDG �9LQWDJH ([SDQVLRQ 1HZ 1HZ 1HZ 1HZ 1HZ 1HZ6FDOH��007� ���� ���� ���� ���� ���� ���� ����,QYHVWPHQW��0086'� ����� ����� ����� ��� ���� ���� ����6WDUW�XS�GDWH ���� ���� ���� ���� ���� ���� ����&RVW�7RQQH�������FDSDFLW\�XVH��86'�'5,�0DWHULDOV�DQG�HQHUJ\� ����� ����� ����� ����� ����� ����� �����6FUDS ����� ����� ����� ����� �� ����� �����(QHUJ\ ����� ����� ����� ���� ����� ����� ����2WKHU�PDWHULDOV ����� ������ ����� ����� ����� ����� �����/DERXU ����� ����� ����� ����� ����� ����� ����0DLQWHQDQFH�DQG�RYHUKHDG ����� ����� ����� ����� ����� ����� ����'HSUHFLDWLRQ ����� ����� ����� ����� ����� ����� �����,QWHUHVW�H[SHQVH ������ ����� ����� ����� ����� ����� ����5HWXUQ�DW�����86'�7RQQH �������� �������� �������� ������� ������� ����� ������3HUIRUPDQFH,QYHVWPHQW�RYHUUXQ���� ��� Q�D Q�D Q�D ��� ��� ���'HEW�HTXLW\���� �� �� �� �� �� �� ��0DQ�KRXUV�WRQQH �� �� �� � � � �,QYHVWPHQW�UHWXUQ���� ���� ��� ���� ��� ��� � ��(TXLW\�UHWXUQ���� ���� ���� ����� ��� ��� �� ��$FWXDO�FDSDFLW\�XVH���� �� �� �� ��� �� Q�D ���6RXUFH� $XW\�������
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7$%/(�7$���� (VWLPDWHG�)XOO�&DSDFLW\�&RVWV�DQG�$FWXDO�&DSDFLW\�8VH�IRU�$OXPLQLXP�(QWHUSULVHV�LQ�9DULRXV�&RXQWULHV9HQDOXP $OFDVD ,QDOXP $OXFDP $OED %DVH�FDVH3URMHFW�FKDUDFWHULVWLFV/RFDWLRQ 9HQH]XHOD 9HQH]XHOD ,QGRQHVLD &DPHURXQ %DKUHLQ �9LQWDJH 1HZ ([SDQVLRQ 1HZ ([SDQVLRQ ([SDQVLRQ 1HZ6FDOH��007� ����� ����� ����� ����� ����� �����,QYHVWPHQW��0086'� ��� ��� ����� ��� ��� ���6WDUW�XS�GDWH ���� ���� ���� ���� ���� ����&RVW�7RQQH�������FDSDFLW\�XVH��86'�$OXPLQD� ������ ������ ������ ������ ������ ������2WKHU�PDWHULDOV ������ ������ ������ ������ ��� ������(OHFWULFLW\ ����� ����� ������ ������ ����� ������/DERXU ������ ������ ����� ������ ������ �����0DLQWHQDQFH ������ ������ ������ ����� ������ �����2YHUKHDG ����� ������ ����� ����� ����� �����'HSUHFLDWLRQ ����� ����� ������ ����� ����� ������,QWHUHVW�H[SHQVH ����� ������ ������ ������ ����� �����5HWXUQ�DW�������86'�7RQQH ������� �������� �������� ������� ������ ������3HUIRUPDQFH,QYHVWPHQW�RYHUUXQ���� ��� ��� ��� Q�D Q�D ���'HEW�HTXLW\���� �� �� �� �� �� ��0DQKRXUV�WRQQH �� �� �� �� �� ��,QYHVWPHQW�UHWXUQ���� ��� ��� ��� ��� � �(TXLW\�UHWXUQ���� ��� ���� ���� ��� �� ��$FWXDO�FDSDFLW\�XVH���� ��� ��� ��� ��� ��� ���6RXUFH� $XW\�������



��

��3'96$
6�,17(51$7,21$/,6$7,21�352*5$00(��$1�29(59,(:
6LQFH� ������ 3'96$�KDV� DFTXLUHG� HLWKHU� SDUWLDO� RU� WRWDO� FRQWURO� RI� VL[WHHQ� UHILQHULHV� � DQG�DVVRFLDWHG�DVVHWV�IRU�WKH�WUDQVSRUWDWLRQ��GLVWULEXWLRQ�DQG�UHWDLOLQJ�RI�SHWUROHXP�SURGXFWV� � LQ�WKH�8QLWHG�6WDWHV��*HUPDQ\��*UHDW�%ULWDLQ��6ZHGHQ��%HOJLXP�DQG�WKH�1HWKHUODQGV�$QWLOOHV��DW�D�FRVW�RI�DW� OHDVW�������0086'��D�VXP�ZKLFK�PDNHV�LW�RQH�RI�WKH�PRVW� � LI�QRW�WKH�PRVW��H[SHQVLYH� LQYHVWPHQW�SURJUDPPHV�HYHU� WR�EH�XQGHUWDNHQ�E\�DQ�/'&�FRPSDQ\��VWDWH�RZQHG�RU�RWKHUZLVH��EH\RQG�LWV�QDWLRQDO�ERUGHUV��� 7KH�SXUSRVH�RI�WKLV�FKDSWHU�LV�WR�IDPLOLDULVH�WKH�UHDGHU�ZLWK�WKH�FRPSRQHQWV�RI�3'96$
V�RYHUVHDV�UHILQLQJ�HPSRULXP��EHFDXVH�LQ�VXEVHTXHQW�FKDSWHUV�IUHTXHQW�UHIHUHQFH�ZLOO�EH�PDGH�WR�WKHP���7KLV�LV�D�GHVFULSWLYH�FKDSWHU��ZKLFK�GRHV�QRW�DQDO\VH�LQ�GHSWK�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�SHU�VH��QRU�VSHFXODWHV�RQ�LWV�SRVVLEOH�PRWLYDWLRQV���)RU�UHIHUHQFH�SXUSRVHV��D�V\QRSVLV�RI�3'96$
V�UHILQHU\�DFTXLVLWLRQV�LV�LQFOXGHG�DW�WKH�HQG�RI�WKH�FKDSWHU������5XKU�gO�*PE+�3'96$�VWUXFN�LWV�ILUVW�RYHUVHDV�GRZQVWUHDP�LQWHJUDWLRQ�GHDO�ZLWK�9HED�gO�� D�VXEVLGLDU\�RI�9HED�$�*���D��WKHQ��SDUWLDOO\�VWDWH�RZQHG�FRQVRUWLXP�� LQ�ODWH�������DOWKRXJK�WKH�DJUHHPHQW�ZDV� WR�EH� HIIHFWLYH� IURP�-DQXDU\�������� �7KLV� DJUHHPHQW� HVWDEOLVKHG�D� FRPSDQ\�NQRZQ�DV�5XKU�gO��ZKLFK�EHFDPH�WKH�RZQHU�RI�D�KLJK�FRQYHUVLRQ� ����0%'�UHILQLQJ�FRPSOH[�ORFDWHG�QHDU� *HOVHQNLUFKHQ�� � 7KH� DJUHHPHQW� JDYH� ERWK� SDUWQHUV� D� ��� SHU� FHQW� VWDNH� LQ� WKH� QHZ�FRPSDQ\�� DQG� HTXDO� UHSUHVHQWDWLRQ� LQ� WKH�5XKU� ERDUG�� 9HED�ZDV� OHIW� LQ FKDUJH�RI�5XKU
V�GD\�WR�GD\�RSHUDWLRQV�DV�ZHOO�DV�DOO�WKH�PDUNHWLQJ��GLVWULEXWLRQ�DQG�VDOHV�RI�SURGXFWV�IURP�WKH�UHILQHU\� ZLWKLQ� :HVW� *HUPDQ\�� � ,Q� VKDUS� FRQWUDVW� WR� ZKDW� EHFDPH� LWV� VWDQGDUG� RSHUDWLQJ�SURFHGXUH� IRU�DOO� LWV� UHILQHU\�DFTXLVLWLRQV�DIWHU� WKH�5XKU�GHDO�� WKH�9HQH]XHODQ�12&�GLG�QRW�VLJQ�D�ORQJ�WHUP�VXSSO\�FRQWUDFW�IRU�WKH�*HOVHQNLUFKHQ�FRPSOH[�ZLWK�9HED��HDFK�FRXQWHUSDUW�LV�RQO\�UHTXLUHG�WR�FRYHU�KDOI�RI�5XKU
V�IHHGVWRFN�QHHGV�IRU�WKH�GXUDWLRQ�RI�WKH�MRLQ�YHQWXUH�DJUHHPHQW�� ZKLFK� ZDV� VHW� DW� ��� \HDUV��� � )RU� D� VKRUW� ZKLOH�� /DJRYHQ� ZDV� LQ� FKDUJH� RI�DUUDQJLQJ�WKH�VKLSPHQWV�RI�9HQH]XHODQ�FUXGH�WR�5XKU��WKLV�IXQFWLRQ�ZDV�ODWHU�WUDQVIHUUHG�WR�D�3'96$� OHWWHUER[� VXEVLGLDU\� GRPLFLOHG� LQ� 3DQDPD� �3'96$� 0DUNHWLQJ� ,QWHUQDWLRQDO�� RU�30,��� DOWKRXJK� /DJRYHQ� FRQWLQXHV� WR� EH� WKH� VRXUFH� IRU� DOO� WKH� FUXGH� �9HQH]XHODQ� DQG�RWKHUZLVH��UXQ�E\�5XKU�RQ�3'96$
V�DFFRXQW�

�7KLV� ILJXUH� GRHV� QRW� LQFOXGH� WKH� ODUJH� VXPV� �XSZDUGV� RI� ���� 0086'�� GLVEXUVHG� E\� 3'96$� WR�DFTXLUH�VWRUDJH�FDSDFLW\�DQG�SURGXFWV�WHUPLQDOV�LQ�WKH�&DULEEHDQ�DQG�WKH�%DOWLF��7KH�UHILQHU\
V�\LHOG�RI�UHVLGXDO�IXHO�RLO�LV�DERXW���SHUFHQW��DJDLQVW�D�(XURSHDQ�PHDQ�RI����SHU�FHQW���3'96$�SDLG�'0�����PLOOLRQ�IRU�LWV�LQLWLDO�HTXLW\�VWDNH�LQ�5XKU�DQG�D�IXUWKHU�'0�����PLOOLRQ�IRU�LWV�VKDUH�LQ�D�QHZ�K\GURFUDFNHU�ZKLFK�FDPH�RQ�VWUHDP�LQ������



��
7KLV�DVVRFLDWLRQ�DFFRUG�ZDV�VLJQHG�DW�D�WLPH�ZKHQ�WKH�*HUPDQ�UHILQLQJ�LQGXVWU\�ZDV�JRLQJ� WKURXJK� DQ� H[FHSWLRQDOO\� GLIILFXOW� SHULRG�� ,Q� FRPPRQ�ZLWK� RWKHU�*HUPDQ� UHILQHUV��9HED� ZDV� DIIHFWHG� E\� WKH� JHQHUDOLVHG� GRZQWXUQ� LQ� (XURSHDQ� UHILQLQJ� PDUJLQV�� EXW� LWV�VLWXDWLRQ�ZDV�PDGH�HYHQ�PRUH�SUHFDULRXV�E\� WKH�IDFW� WKDW� LW�KDG��YHU\� OLWWOH�FUXGH�RLO�RI� LWV�RZQ��QR�FOHDU�SROLWLFDO�IUDPHZRUN�LQ�ZKLFK�WR�DFW�������>DQG@�QR 
VSLULWXDO
�DQG�SROLF\�EDFNLQJ�>IURP�LWV�KRPH�JRYHUQPHQW@��� %HFDXVH�RI�%RQQ
V�UHOXFWDQFH�WR�LQWURGXFH�UHJXODWLRQ�LQ�RUGHU�WR� XQGHUSLQ� *HUPDQ� UHILQLQJ� PDUJLQV�� 9HED� $�*�� UHVRUWHG� WR� VXEVLGLVLQJ� LWV� UHILQLQJ�RSHUDWLRQV� ZLWK� FDVK� IORZV� IURP� LWV� HOHFWULFLW\ JHQHUDWLRQ� DQG� GLVWULEXWLRQ� EXVLQHVVHV���+RZHYHU�� WKH� PDQDJHUV� RI� WKH� FRQJORPHUDWH� XQGHUVWRRG� WKDW� WKLV� HVFDSH� URXWH� ZDV� QRW�VXVWDLQDEOH�LQ�WKH�ORQJ�WHUP��DQG�WKH\�GHFLGHG�WR�DOO\�9HED�WR�D�FRPSDQ\�ZLWK�DFFHVV�WR�FKHDS�DQG� DEXQGDQW� FUXGH� VXSSOLHV�� 3'96$ ZDV� LQ�PDQ\�ZD\V� WKH� ORJLFDO� FKRLFH� IRU� WKHP�� DV�9HED
V�UHODWLRQV�ZLWK�WKH�9HQH]XHODQ�FRPSDQ\�ZHUH�SDUWLFXODUO\�FRUGLDO��,Q� ������� 3'96$� DFTXLUHG� KDOI� RI� 9HED
V� UHPDLQLQJ� UHILQLQJ� DQG� SULPDU\�SHWURFKHPLFDO�RSHUDWLRQV�� ,Q�WKLV�ZD\��5XKU�WRRN�RYHU�DQ�DGGLWLRQDO������0%'�RI�UHILQLQJ�FDSDFLW\�LQ�*HUPDQ\��DQG�D�QXPEHU�RI�SHWURFKHPLFDO�SODQWV��PDULQH�WHUPLQDOV��WDQN�IDUPV�DQG�SLSHOLQHV� GLVWULEXWHG� DOO� RYHU�:HVWHUQ�(XURSH��� 7KHQ�� LQ�0DUFK�������5XKU� H[SDQGHG� LWV�UHILQLQJ� RSHUDWLRQV� RQFH� DJDLQ�� EX\LQJ� D� ����� SHU� FHQW� VKDUH� LQ� WKH� 6FKZHGW� UHILQHU\� �WKH�ELJJHVW�LQ�WKH�IRUPHU�*HUPDQ�'HPRFUDWLF�5HSXEOLF����7KLV�WUDQVIRUPHG�5XKU�LQWR�WKH�ODUJHVW�UHILQHU�LQ�*HUPDQ\��ZLWK�D������SHU�FHQW�VKDUH�RI�WKH�WRWDO�UHILQLQJ�FDSDFLW\�LQ�WKH�FRXQWU\����3'96$�ZHQW�DKHDG�ZLWK�WKLV�RSHUDWLRQ�LQ�VSLWH�RI�D�QXPEHU�RI�UDWKHU�VHULRXV�GLVDGYDQWDJHV��ILUVWO\��WKH�YHU\�GLVSHUVH�RZQHUVKLS�VWUXFWXUH�RI�WKH�UHILQHU\�PDGH�LW�GLIILFXOW�WR�DUUDQJH�ORQJ�WHUP�VXSSO\�FRQWUDFWV��VHFRQGO\��VL]DEOH�LQYHVWPHQWV�ZHUH�QHFHVVDU\�LI�WKH�SODQW�ZDV�WR�PHHW�:HVW� *HUPDQ� HQYLURQPHQWDO� VWDQGDUGV� DQG� SURGXFW� VSHFLILFDWLRQV���� WKLUGO\�� LW� DSSHDUHG�

�'XULQJ� WKH� \HDUV� ������ ����� DQG� ������ *HUPDQ� UHILQHUV�ORVW� ������� ������� DQG� ������ 0086'��UHVSHFWLYHO\��*UD\VRQ�������������9HED� KDG� WDNHQ� WKLV� URXWH� EHIRUH� LQ� WKH�����V�� �8QIRUWXQDWHO\�� QHLWKHU�*XOI� QRU�%3� �WKH� FRPSDQLHV�ZKLFK� 9HED� DOOLHG� LWVHOI� ZLWK�� LQ� ����� DQG� ������ UHVSHFWLYHO\�� KDG� EHHQ� DEOH� WR� RIIHU�WKH� *HUPDQ�FRPSDQ\�D�ODVWLQJ�VWDELOLW\�LQ�HLWKHU�LWV�FUXGH�VXSSOLHV�RU�LWV�UHILQLQJ�PDUJLQV��7KH� WZR� FRPSDQLHV� KDG� VLJQHG� D� WHFKQRORJLFDO� FRRSHUDWLRQ� DJUHHPHQW� WR� HYDOXDWH� DQG� LQYHVWLJDWH�WHFKQLTXHV�IRU�KDQGOLQJ�DQG�SURFHVVLQJ�H[WUD�KHDY\�FUXGHV�DQG�UHVLGXDOV�EDFN�LQ��������0RUHRYHU��MXVW�EHIRUH� WKH� 5XKU� GHDO� ZDV� DQQRXQFHG�� ERWK� FRPSDQLHV� KDG� EHHQ� WU\LQJ� WR� VHW� XS� D� MRLQW� YHQWXUH� WR�SURFHVV�2ULQRFR�H[WUD�KHDY\�FUXGH��,Q�WKDW�\HDU��WKH�*HUPDQ�UHILQLQJ�LQGXVWU\�XQGHUZHQW�D�QHZ�ERXW�RI�UHVWUXFWXULQJ��ZKLFK�UHGXFHG�WRWDO�LQVWDOOHG�GLVWLOODWLRQ�FDSDFLW\�WR�������00%'��������00%'�OHVV�WKDQ�LQ��������5DQGDOO��RS��FLW��������FODLPV�WKDW�3'96$�KDG�SDLG�9HED����0086'�IRU�D�FDOO�ZLWK�D������H[SLU\�GDWH�RQ�WKH�DVVHWV�LQYROYHG�LQ�WKLV�H[SDQVLRQ���3'96$� SDLG�'0� ������PLOOLRQ� IRU� LWV� VKDUH� LQ� WKHVH� DVVHWV��ZKLFK� LQFOXGHG� ��� SHU� FHQW� RI� (UG|O�5DIILQHULH� 1HXVWDGW� DQG� ��� SHU� FHQW� RI� 2EHUUKHLQLVFKH� 0LQHUDO|OZHUNH�� � 7KH� 20:� UHILQHU\� ZDV�PHUJHG�ZLWK�(VVR
V�.DUOVXKH�UHILQHU\�LQ��������5XKU�QRZ�KDV�D����SHU�FHQW�LQWHUHVW�LQ�WKH�DPDOJDPDWHG�XQLWV���7KH�FRQVRUWLXP�ZKLFK�VXEPLWWHG�WKH�ZLQQLQJ�ELG�IRU�WKH�UHILQHU\�SDLG�RQO\�'0����PLOOLRQ�XS�IURQW��DV� WKH� *HUPDQ� JRYHUQPHQW� KDG� ZULWWHQ� RII� '0� ������ ELOOLRQ� RI� WKH� UHILQHU\
V� QRPLQDO� YDOXH� �'6���������������� �+RZHYHU�� LW�KDG�WR�SURPLVH�WKDW� LW�ZRXOG�LQYHVW�'0�����ELOOLRQ�LQ�UHYDPSLQJ�WKH�SODQW�



��
KLJKO\� XQOLNHO\� WKDW� WKH� UHILQHU\
V� GHJUHH� RI� GHSHQGHQFH� WRZDUGV� 5XVVLDQ� FUXGH� FRXOG� EH�OHVVHQHG�� ILQDOO\�� LW� VHHPHG� HTXDOO\� XQOLNHO\� WKDW� WKH� UHILQHU\� ZRXOG� HYHU� SURFHVV PXFK�9HQH]XHODQ�FUXGH�DW�DOO����� �+RZHYHU�� LW�VHHPV�HYLGHQW� WKDW�3'96$�FRQVLGHUHG� WKH�JURZWK�SHUVSHFWLYHV� RI� WKH� UHWDLO� JDVROLQH� PDUNHW� LQ� WKH� IRUPHU� (DVW� *HUPDQ\� DV� VXIILFLHQWO\�DWWUDFWLYH�WR�FRPSHQVDWH�IRU�DOO�WKHVH�DGYHUVH�IDFWRUV��LQ�WKH�HYHQW��WKH�UHILQLQJ�DQG�UHWDLOLQJ�VHFWRU�LQ�(DVW�*HUPDQ\�KDV�SURYHQ�WR�EH�DQ\WKLQJ�EXW�D�JROG�PLQH����WR�WKH�H[WHQW�WKDW�3&.�6FKZHGW�KDV�FRQVLVWHQWO\�UHIXVHG�WR�GLVFORVH�WKH�SURILWV�RU�ORVVHV�PDGH�E\�WKH�UHILQHU\���������5HILQHUtD�,VOD��&XUD]DR���6�$�,Q�2FWREHU�������D�3'96$�VXEVLGLDU\��5HILQHUtD�,VOD��EURXJKW�D�����0%'�FDSDFLW\�UHILQHU\�ORFDWHG�LQ�(PPDVWDG��&XUDoDR��EDFN�RQ�VWUHDP��XQGHU�WKH�WHUPV�RI�D�OHDVH�DUUDQJHG�ZLWK�WKH�JRYHUQPHQW� RI� WKH�1HWKHUODQGV�$QWLOOHV�� � 7KH� OHDVH� VWLSXODWHG� WKDW� 3'96$�ZRXOG� SD\� WKH�JRYHUQPHQW� ���0086'�SHU� \HDU� IRU� DQ� LQLWLDO� SHULRG� RI� ILYH� \HDUV�� DIWHU�ZKLFK� WKH� OHDVH�ZRXOG�EH�RSHQ�IRU�UHQHZDO�HYHU\�WZR�\HDUV��� ,W�DOVR�H[HPSWHG�3'96$�IURP�WKH�SD\PHQW�RI�WD[HV�DQG�GXWLHV�LQ�WKH�1HWKHUODQGV�$QWLOOHV��DQG�JDYH�WKH�9HQH]XHODQ�FRPSDQ\�WKH�ULJKW�WR�XVH�WKH�UHILQHU\
V�PDULQH�WHUPLQDOV�DQG�H[WHQVLYH�VWRUDJH�LQVWDOODWLRQV�%HIRUH�EHFRPLQJ�D�SDUW�RI�3'96$
V�RYHUVHDV�UHILQLQJ�V\VWHP��WKH�&XUDoDR�UHILQHU\�KDG�EHHQ�LQ�WKH�KDQGV�RI�5R\DO�'XWFK�6KHOO�IRU�DERXW����\HDUV���/LNH�WKH�UHVW�RI�WKH�HQRUPRXV�UHILQHULHV�LQ�WKH�&DULEEHDQ��&XUDoDR�KDG�EHHQ�GHVLJQHG�WR�SURGXFH�FRORVVDO�DPRXQWV�RI�KLJK�VXOSKXU�UHVLGXDO�IXHO�RLO�WR�VXSSO\�WKH�HDVWHUQ�VHDERDUG�RI�WKH�8QLWHG�6WDWHV���'XULQJ�WKH�HDUO\�����V��D�QXPEHU�RI�IDFWRUV�� LQFUHDVHV�LQ�LQWHUQDWLRQDO�FUXGH�SULFHV��D�ZLGHQLQJ�RI�WKH�SULFH�VSUHDG�EHWZHHQ�OLJKW�DQG�KHDY\�SURGXFWV��DQG�WKH�OLIWLQJ�RQ�WKH�EDQ�RQ�86�SHWUROHXP�SURGXFW�H[SRUWV�� IRUFHG�PDQ\�RI�WKHVH�HQWUHS{W�UHILQHULHV�HLWKHU�WR�VKXW�GRZQ�RU�WR�VFDOH�EDFN�WKHLU�RSHUDWLRQV�GUDPDWLFDOO\���6KHOO�&XUDoDR�DQG�([[RQ�$UXED�ZHUH�DEOH�WR�PDLQWDLQ�WKHLU�UHILQHU\�UXQV�DW�DQ�DOPRVW� UHDVRQDEOH����SHU�FHQW�RI� LQVWDOOHG�GLVWLOODWLRQ�FDSDFLW\��EXW�RQO\�EHFDXVH�
EHWZHHQ����������$IWHU�WKLV�LQYHVWPHQW�KDG�EHHQ�FRPSOHWHG��WKH�FRQVRUWLXP�DQQRXQFHG�WKDW�LW�ZRXOG�EH�IRUFHG�WR�VSHQG�DQ�DGGLWLRQDO�������0086'�IURP������RQZDUGV��321��$XJXVW����������������%HIRUH�*HUPDQ� UHXQLILFDWLRQ�� WKH� UHILQHU\� UHFHLYHG� DOO� RI� LWV� FUXGH� VXSSOLHV� IURP�6LEHULD�� � 3'96$�HVWLPDWHG�WKDW�D�FRORVVDO�LQYHVWPHQW������0086'��LQ�SLSHOLQHV��SRUW�IDFLOLWLHV�DQG�SODQW�PRGLILFDWLRQV�ZRXOG�EH�QHFHVVDU\�IRU�WKH�UHILQHU\�WR�SURFHVV�����0%'�RI�9HQH]XHODQ�FUXGH��VHH�%RXp������������������:KHQ�3&.�ZDV�HVWDEOLVKHG��LWV�RZQHUV�HVWLPDWHG�WKDW�E\������(DVW�*HUPDQ�RLO�FRQVXPSWLRQ�ZRXOG�VXUSDVV� ��� 0007�� WKH� DFWXDO� FRQVXPSWLRQ� ILJXUH� IRU� WKLV� \HDU� ZDV� DERXW� ��� 0007�� � 3&.� KDV�GRZQJUDGHG� LWV� HVWLPDWHV� IRU� (DVW� *HUPDQ� FRQVXPSWLRQ� IRU� WKH� \HDU� ����� IURP� ��� 0007� WR� ���0007��321��$XJXVW����������������((5�� -XO\������������� � ,W� LV�SRVVLEOH�� WKRXJK�� WR�KDYH�D�URXJK�LGHD�RI�KRZ�SRRU�6FKZHGW
V�ILQDQFLDO�SHUIRUPDQFH�KDV�EHHQ�� �,Q�������5:(�'($��KROGHU�RI������SHU�FHQW�RI�WKH�VKDUHV�RI�WKH�FRQVRUWLXP��UHYHDOHG�WKDW�LW�H[SHFWHG�WR�ORVH�DERXW�'0�����PLOOLRQ�EHWZHHQ��������LQ�LWV�6FKZHGW�RSHUDWLRQV���2Q�WKH�EDVLV�RI�WKH�HTXLW\�VWDNHV�WKH�RWKHU�FRQVRUWLXP�SDUWQHUV��RQH�DUULYHV�DW�DQ�HVWLPDWHG�ORVV�RI�'0����PLOOLRQ� IRU�3'96$�DQG '0�����PLOOLRQ� IRU� WKH� UHILQHU\� DV� D�ZKROH� �RYHU� WKHVH� IRXU� \HDUV��� �3&.
V�FKDLUPDQ�KDV�VDLG�WKDW��XQOHVV�WKH�VLWXDWLRQ�LQ�WKH�*HUPDQ�PDUNHW�FKDQJHV�UDGLFDOO\�LQ�WKH�QHDU�IXWXUH��WKH�SDUWQHUV��ZLOO�QRW�EH�DEOH� WR� UHFNRQ�ZLWK�DQ�DFFHSWDEOH� UHWXUQ�RQ�>WKHLU@� LQYHVWPHQWV�� LQ� WKH�SODQW��321��$XJXVW����������������)URP������RQZDUGV��WKH�IHH�KDV�EHHQ�VHW�DW����0086'�SHU�DQQXP���,Q�������3'96$�H[WHQGHG�WKH�OHDVH�IRU�D����\HDU�SHULRG�



��
9HQH]XHOD�FRQWLQXHG�WR�LQYRLFH�WKHP�RQ�WKH�EDVLV�RI�SUHIHUHQWLDO�IRUPXODH�ZKLFK�OLQNHG�WKH�SULFH�RI�WKHLU�FUXGH�VXSSOLHV�WR�WKH�SULFH�RI�UHVLGXDOV�LQ�WKH�86���:KHQ��DW�WKH�HQG�RI�������3'96$�LQIRUPHG�ERWK�FRPSDQLHV�WKDW�WKHLU�FUXGH�VXSSOLHV�ZRXOG�EH�FXW�HYHQ�PRUH�DQG�WKDW��LQ� WKH�IXWXUH�� LW�ZRXOG�SULFH� WKHLU�YROXPHV�RQ�WKH�EDVLV�RI�RIILFLDO�9HQH]XHODQ�SRVWLQJV��WKH�ILQDQFLDO�VLWXDWLRQ�RI�WKH�WZR�UHILQHULHV�EHFDPH�XQVXVWDLQDEOH�7KH� $UXED� UHILQHU\� ZDV� VKXW� GRZQ� LQ� 0DUFK� ������ � 7KHQ�� LQ� $SULO� ������ 6KHOO�DQQRXQFHG� WKDW� LW� ZRXOG� FHDVH� RSHUDWLRQV� LQ�&XUDoDR� DW� WKH� HQG� RI� WKDW� \HDU�� XQOHVV� VRPH�RWKHU�SDUW\��HLWKHU� WKH�1HWKHUODQGV�$QWLOOHV�JRYHUQPHQW�� WKH�'XWFK�JRYHUQPHQW�RU�3'96$��DEVRUEHG� SDUW� RI� LWV� FRQVLGHUDEOH� ORVVHV� DQG� FRQWULEXWHG� D� VL]DEOH� SURSRUWLRQ� RI� WKH� ����0086'� LQYHVWPHQW� ZKLFK� PRGHUQLVLQJ� WKH� UHILQHU\� ZRXOG� FRVW� ,W� VRRQ� EHFDPH� FOHDU��KRZHYHU��WKDW�WKH�1HWKHUODQGV�$QWLOOHV�JRYHUQPHQW�ZDV�QRW�LQ�D�ILQDQFLDO�SRVLWLRQ�WR�FRPSO\�ZLWK�6KHOO
V� GHPDQGV�� DQG� WKDW� QHLWKHU�3'96$�QRU� WKH�'XWFK�JRYHUQPHQW� WKRXJKW� WKDW� WKH�SUHYHQWLRQ� RI� HFRQRPLF� FROODSVH� LQ� WKH� LVODQG�ZDV�DQ�REMHFWLYH�ZKLFK�PHULWHG� WKLV� W\SH�RI�H[SHQGLWXUH��� )XUWKHUPRUH��WKH�HQWUHDWLHV�RI�WKH�'XWFK�JRYHUQPHQW�IDLOHG�WR�FRQYLQFH�6KHOO�WKDW� LW�KDG� WKH�PRUDO�REOLJDWLRQ�RI�SUHYHQWLQJ� WKH�ZLGHVSUHDG�HPLJUDWLRQ�RI�LVODQGHUV�WR�WKH�1HWKHUODQGV� E\� FRQWLQXLQJ� WR� RSHUDWH� WKH� UHILQHU\�� � +RZHYHU�� MXVW� DV� WKH� SODQW
V� FORVXUH�VHHPHG� LPPLQHQW�� WKH� LQWHUQDWLRQDO�RLO�PDUNHW� VWDUWHG� WR�JLYH� HYLGHQFHV�RI�JUHDW�ZHDNQHVV���$V� � D� UHVXOW� RI� WKH� PDUNHWLQJ� GLIILFXOWLHV� ZKLFK� 3'96$� HQFRXQWHUHG�� WKH� 9HQH]XHODQ�FRPSDQ\� � � ZKLFK� KDG�SUHYLRXVO\� UHIXVHG� WR� HDUPDUN� DQ\�YROXPHV� IRU�&XUDoDR� � SURPSWO\�DVVLJQHG�LW�D�VXSSO\�TXRWD�RI�����0%'��WKH�HTXLYDOHQW�RI����SHU�FHQW�RI�9HQH]XHODQ�H[SRUWV�DW�WKH�WLPH����8QVXUSULVLQJO\��WKLV�GLVLQWHUHVWHG�JHVWXUH�GLG�QRW�FRQYLQFH�6KHOO�RI�DOWHULQJ�LWV�GHVLJQV�WRZDUGV�WKH�UHILQHU\��DQG�WKH�WKUHDW�RI�&XUDoDR
V FORVXUH�EHJDQ�WR�ORRP�HYHQ�ODUJHU�LQ�WKH� PLQGV� RI� RIILFLDOV� LQ� ERWK� 3'96$� DQG� WKH� 9HQH]XHODQ� JRYHUQPHQW� �SDUWLFXODUO\� DIWHU�-XQH�������ZKHQ�WRWDO�9HQH]XHODQ�RLO�H[SRUWV�IHOO�EHORZ�WKH���00%'�PDUN����7KLV�OHG�WR�WKH�GHDGORFN� LQ� WKH� QHJRWLDWLRQV� EHLQJ� EURNHQ�� DQG� WKH� SDUWLHV� TXLFNO\� UHDFKHG� WKH� IROORZLQJ�DJUHHPHQW�� 6KHOO� ZRXOG� VHOO� WKH� UHILQHU\� WR� WKH� LVODQG� JRYHUQPHQW� IRU� RQH� JXLOGHU�� ZKLOH�3'96$�ZRXOG�SD\�6KHOO�DQ�XQGLVFORVHG�VXP�IRU�WKH�LQYHQWRULHV�RI�WKH�UHILQHU\��DQG�ZRXOG�DVVXPH�WKH�RSHUDWRUVKLS�RI�WKH SODQW���7KH� RULJLQDO� SODQV� IRU� WKH� &XUDoDR� UHILQHU\� DSSDUHQWO\� FRQWHPSODWHG� 0DUDYHQ�VXSSO\LQJ�LW�ZLWK�DSSUR[LPDWHO\�����0%'�RI�FUXGH�IRU�SURFHVVLQJ�XQGHU�FRQWUDFW���,QLWLDOO\��0DUDYHQ�ZDV�UHOXFWDQW�WR�VXSSO\�WKLV�YROXPH��SDUWO\�EHFDXVH�6KHOO
V�SURGXFW�RII�WDNH�IURP�WKH�SODQW�ZDV�PXFK�VPDOOHU�WKDQ�H[SHFWHG��EXW�DOVR�EHFDXVH�WKH�9HQH]XHODQ�JRYHUQPHQW�GLG�QRW�DOORZ�3'96$� WR� FKDQJH� WKH�SRVWLQJV� IRU� WKH� UHILQHU\
V�SURGXFWV�ZLWKRXW�SUHYLRXV�DSSURYDO�
��3ROLWLFLDQV� WKRXJKW� LW�ZRXOG� RQO\�PDNH� VHQVH� WR� VXEVLGLVH�$UXED� DQG�&XUDoDR� LI�WKH\� FRQVHQWHG� WR�HQWHU�LQWR�VRPH�IRUP�RI�SROLWLFDO�DVVRFLDWLRQ�ZLWK�9HQH]XHOD��XQGHU�WKH�ODWWHU
V�WXWHODJH��&DOGHUyQ�%HUWL�����������������7KH�1HWKHUODQGV�$QWLOOHV�JRYHUQPHQW� UHWDLQHG� WKH� ULJKW� WR�SURFHVV�FUXGH�LQ�WKH�SODQW�EXW�� WR�GDWH�� LW�KDV�QHYHU�H[HUFLVHG�LW�



��
IURP�0(0��� $V�D� UHVXOW� RI� WKLV�� FUXGH� UXQV� LQ� WKH� UHILQHU\�GLG�QRW�H[FHHG�����0%'�IRU�VRPH�WLPH��EXW�WKH�UHILQHU\�QRZ�URXWLQHO\�SURFHVVHV�DQ�DYHUDJH�RI�����0%'�RI�9HQH]XHODQ�FUXGH� 7KH�PDLQ�PDUNHW�IRU�,VOD
V�SURGXFWV�LV�WKH�&DULEEHDQ���7KLV�KLJKO\�GLVSHUVHG�PDUNHW��ZKLFK� DFFRXQWV� IRU� DURXQG� ��� SHU� FHQW� RI� WKH� UHILQHU\
V� H[SRUWV�� DOORZV� ,VOD� WR� VHOO� LWV�SURGXFWV� DW� SUHPLXP� SULFHV�� DFFRUGLQJ� WR� 3'96$��� 1HYHUWKHOHVV�� 3'96$� KDV� DOZD\V�DFFHSWHG�WKDW��LI�RSHUDWHG�DV�D�VWDQGDORQH�UHILQHU\��,VOD�ZRXOG�PDNH�QR�HFRQRPLF�VHQVH��JLYHQ�LWV�UHODWLYHO\�KLJK�RSHUDWLQJ�FRVWV��ORZ�HQHUJ\�HIILFLHQF\��KLJK�ODERXU�FRVWV�DQG�ODUJH�RXWSXW�RI�UHVLGXDOV�����DOWKRXJK�WKH�FRPSDQ\�LQVLVWV�WKDW�LW�LV�DFFHSWDEO\�SURILWDEOH�LQ�WKH�FRQWH[W�RI�LWV�ODUJH�LQWHUQDWLRQDO�UHILQLQJ�DQG�PDUNHWLQJ�QHWZRUN��������$%�1\QlV�3HWUROHXP,Q�-XQH�������3'96$�DQG� 6ZHGLVK�FRQJORPHUDWH�$[HO�-RKQVRQ�VLJQHG�D�FRQWUDFW�ZKHUHE\��HIIHFWLYH�-DQXDU\�������WKH�9HQH]XHODQ�FRPSDQ\�ZRXOG�DFTXLUH�KDOI�RI�$%�1\QlV�3HWUROHXP��IRU�WKH�VXP�RI�����PLOOLRQ�6ZHGLVK�NURQRU��� 1\QlV�RSHUDWHG�WZR�UHILQHULHV�LQ�6ZHGHQ��ZLWK�D� FRPELQHG� GLVWLOODWLRQ� FDSDFLW\� RI� ��� 0%'���� ZKLFK� SURFHVVHG� DERXW� ��� 0%'� RI�9HQH]XHODQ�����$3,�FUXGH��LW�DOVR�RZQHG�D�URDG�WDQNHU�IOHHW��DQ�DVSKDOW�GHGLFDWHG�VKLS�DQG�EDUJH�IOHHW��DQG����GLVWULEXWLRQ�WHUPLQDOV�DFURVV�:HVWHUQ�(XURSH���7KH�FUXGH�VXSSO\�FRQWUDFW�IRU�WKH�MRLQW�YHQWXUH�DOVR�FRYHUHG�D�PRWKEDOOHG����0%'�UHILQHU\�ORFDWHG�LQ�$QWZHUS��ZKLFK�1\QlV�KDG�ERXJKW�HDUO\�LQ�������LQ�DQWLFLSDWLRQ�RI�WKH�GHDO�ZLWK�3'96$���1\QlV
�VWURQJ�SUHVHQFH�LQ�NH\�VSHFLDOW\�SURGXFWV�PDUNHWV����DV�ZHOO�DV�LWV�H[SHULHQFH�LQ�KDQGOLQJ�KHDY\�FUXGHV��OHG�3'96$�WR�EHOLHYH�WKDW�LWV�DFTXLVLWLRQ�ZRXOG�EH�D�GHFLVLYH�VWHS�WRZDUGV�FRQVROLGDWLQJ� WKH�SRVLWLRQ�RI�9HQH]XHODQ�FUXGHV� LQ� WKH�(XURSHDQ�RLO�PDUNHW�� �7R�D�ODUJH� H[WHQW�� KRZHYHU�� 3'96$
V� VWDWHG� H[SHFWDWLRQV� UHJDUGLQJ� WKH� JURZWK� SRWHQWLDO� RI� WKH�6ZHGLVK�FRPSDQ\�KDYH�QRW�EHHQ�IXOILOOHG��1\QlV
�RULJLQDO�VXSSO\�FRQWUDFW�ZDV�IRU����0%'�
��321��-XO\��������������1RYHPEHU��������������7KH� UHVW� RI� /DWLQ� $PHULFD� DQG� WKH� 86� DEVRUE� ��� DQG� ��� SHU� FHQW� RI� WKH� UHILQHU\
V� H[SRUWV��UHVSHFWLYHO\���ZLWK�(XURSH�DQG�&DQDGD�DFFRXQWLQJ�IRU�DERXW���SHU�FHQW�HDFK���)7��6HSWHPEHU���������������2SHUDWLQJ�FRVWV�LQ�WKH�UHILQHU\�DUH�DERXW���86'�%EO��DJDLQVW���86'�%EO�LQ�9HQH]XHOD���WKH�SODQW�LV�DERXW����SHU�FHQW�RYHU�VWDIIHG��DQG�IXHO�RLO�UHSUHVHQWV�DERXW����SHU�FHQW�RI�LWV�WRWDO�RXWSXW��//��6HSWHPEHU���������������,VOD
V�SUHVLGHQW�H[SODLQHG�LQ�0DUFK������WKDW��WKH�IDFW�WKDW�,VOD�LV�RSHUDWLQJ�ZLWK�D�QHJDWLYH�UHILQLQJ�PDUJLQ� GRHV� QRW� QHFHVVDULO\� PHDQ� WKDW� WKH� EXVLQHVV� LV� JHQHUDWLQJ� ORVVHV� IRU� 3'96$� �� �� �� >ZKLFK@��ORRNLQJ�DW�WKH�HQWHUSULVH�LQ�DQ�LQWHJUDWHG�IRUP��KDV�GHFLGHG�WR�WDNH�WKH�ORVVHV�EHFDXVH�IXWXUHUHWULEXWLRQV�ZLOO� RXWZHLJK� WKHP��� �+H�ZHQW� RQ� WR� VD\� WKDW�� LQ�DQ\�FDVH�� WKH� ORVVHV�ZHUH� UHDOO\� �RSSRUWXQLW\�FRVWV��UDWKHU�WKDQ�QHW�ORVVHV���(FRQRPtD�+R\��0DUFK����������������0DUDYHQ�KDG�EURDFKHG� WKH� LVVXH�RI�D�SDUWQHUVKLS� WR� WKH�6ZHGLVK�FRPSDQ\�DV� IDU�EDFN�DV�������EXW�SROLWLFDO�FRQWURYHUVLHV�GHOD\HG�WKH�VLJQLQJ�RI�DQ�DJUHHPHQW����%RWK� UHILQHULHV� RQO\� SURFHVVHG� 9HQH]XHODQ� /DJXQD� FUXGH�� DFTXLUHG� XQGHU� D� SUHIHUHQWLDO� IRUPXOD�ZKLFK� GLVFRXQWHG� WKH� RIILFLDO� 9HQH]XHODQ� SRVWLQJ� ZKHQ� WKLV� SULFH� H[FHHGHG� �DQ� DJUHHG� 
HTXLWDEOH
�GLIIHUHQWLDO�ZLWK�D�EDVNHW�RI�OLJKWHU�FUXGHV���3,:��6HSWHPEHU���������������%HIRUH�EHLQJ�VKXW�GRZQ��WKLV�UHILQHU\�DOVR�SURFHVVHG�9HQH]XHODQ�����$3,�FUXGH�H[FOXVLYHO\���,Q�������1\QlV�DFFRXQWHG� IRU����SHU�FHQW�DQG����SHU�FHQW�RI� WKH�(XURSHDQ�PDUNHWV� IRU�QDSKWKHQLF�OXEHV�DQG�DVSKDOWV��UHVSHFWLYHO\�



��
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V�PDQDJHPHQW�JDYH� WRS�SULRULW\�WR�ILQGLQJ�D�VRXUFH�RI�FUXGH�WKDW�ZRXOG��LQ�WKHLU�ZRUGV���UHGXFH�VKDUSO\��SHUKDSV�HYHQ�HOLPLQDWH��&LWJR
V�YXOQHUDELOLW\�WR�ODUJH�ORVVHV�VWHPPLQJ�IURP�PDUNHW�GRZQWXUQV����7KH� 3'96$�6RXWKODQG� XQLRQ� ZRUNHG� UHDVRQDEO\� ZHOO� IRU� VRPH� WLPH�� EXW� WKH�UHODWLRQVKLS�FDPH�XQGHU�VWUDLQ�DV�D�UHVXOW�RI�WKH�7KRPSVRQ�EURWKHUV
��IRXQGHUV�RI�6RXWKODQG��GHFLVLRQ� WR� HPEDUN� XSRQ� D� OHYHUDJHG�EX\�RXW�RI� WKHLU� FRPSDQ\��YDOXHG�DW�������0086'���7KH� PDVVLYH� LQWHUHVW� SD\PHQWV� WR� 6RXWKODQG
V� MXQN� ERQG� KROGHUV� WRRN� LW� WR� WKH� EULQN� RI�LQVROYHQF\�� DQG� IRUFHG� WKH� 7KRPSVRQV� WR� VHOO� KXQGUHGV� RI� WKHLU� PRVW� SURILWDEOH� JDVROLQH�VWDWLRQV��DQG�DOVR�WR�FRQVLGHU�OLTXLGDWLQJ�WKHLU�&LWJR�VKDUHV���3'96$
V�PDQDJHUV�YLHZHG�WKHVH�GHYHORSPHQWV�ZLWK�DODUP��EHFDXVH�WKH\�WKRXJKW�WKDW�WKH�7KRPSVRQV
�TXHVW�IRU�FDVK�FRXOG�OHDG�WR�WKHLU�EHLQJ�VDGGOHG�ZLWK�DQ�XQGHVLUDEOH�EXVLQHVV�SDUWQHU���7KH�7KRPSVRQV�SURSRVHG�WKDW��DV�D�SDODWDEOH�DOWHUQDWLYH�WR�VHOOLQJ�WKHLU�VKDUHV��3'96$�VKRXOG�DOORZ�WKHP�WR�SXW�WKH�UHILQHU\�XS�DV�FROODWHUDO� IRU�D�QHZ�HPLVVLRQ�RI�KLJK�LQWHUHVW�ERQGV�� �8QVXUSULVLQJO\��3'96$�YHWRHG�WKLV� DWWHPSW� WR� KDYH� WKH� MRLQW� YHQWXUH� XQGHUZULWH� WKH� FRVWV� RI� WKH� 7KRPSVRQV
� ILQDQFLDO�PLVMXGJPHQWV�DQG�� LQ�FRQVHTXHQFH�� WKH�EURWKHUV�DQQRXQFHG� WKDW� WKH\�ZRXOG�VHOO� WKHLU�&LWJR�VKDUHV�WR�WKH�KLJKHVW�ELGGHU���3'96$�WRRN�DGYDQWDJH�RI�*HWW\�2LO
V�SXEOLFO\�VWDWHG�LQWHUHVW�LQ�&LWJR� WR� FRQYLQFH� WKH� 9HQH]XHODQ� JRYHUQPHQW� WKDW� LW� VKRXOG� EH� DOORZHG� WR� EX\� WKH�7KRPSVRQV�RXW��DW�D�FRVW�RI�����0086'���&LWJR
V�SHUIRUPDQFH� VLQFH������KDV�EHHQ� ODXGHG�DV� VWHOODU�E\�DOO�RLO� WUDGH� MRXUQDOV���,WV� DQQXDO� JURZWK� UDWH� LQ� JDVROLQH� VDOHV� KDV� DYHUDJHG����SHU� FHQW�� � ,W� KDV� DOVR� EHFRPH� WKH�ODUJHVW� JDVROLQH� UHWDLOHU� LQ� WKH� 86� �LQ� WHUPV� RI� WKH� QXPEHU� RI� VWDWLRQV� IO\LQJ� LWV� EDQQHU���VXUSDVVLQJ�LQ�WKH�SURFHVV�HYHQ�WKH�PRVW�VDQJXLQH�H[SHFWDWLRQV�ERWK�RI�LWV�PDQDJHUV�DQG�RI�LWV�VROH�VKDUHKROGHU��������&KDPSOLQ�5HILQLQJ�&RPSDQ\'XULQJ� WKH� ILUVW� TXDUWHU� RI� ������ 3'96$� DQG� WKH� 8QLRQ� 3DFLILF� &RUSRUDWLRQ� FUHDWHG� D�FRPSDQ\�FDOOHG�WKH�&KDPSOLQ�5HILQLQJ�&RPSDQ\��LQ�ZKLFK�HDFK�DJUHHG�WR�WDNH�D����SHU�FHQW�VKDUHKROGLQJ� LQWHUHVW�� � $V� ZHOO� WDNLQJ� RYHU� 83
V� H[WHQVLYH� ZKROHVDOLQJ� RSHUDWLRQV� LQ� WKH�VRXWKHDVWHUQ�86�� � WKLV� MRLQW� YHQWXUH� DOVR� EHFDPH� WKH� RZQHU� RI� D� VWDWH�RI�WKH�DUW� ����0%'�
������WKH�UHILQHU\�ZDV�RSHUDWLQJ�ZD\�EHORZ�LWV�IXOO�FDSDFLW\��DQG�6RXWKODQG�IRXQG�LWVHOI�KDYLQJ�WR�FRYHU�D�JRRG�SDUW�RI�LWV�JDVROLQH�QHHGV�LQ�WKH�VSRW�PDUNHW��,3)��$XJXVW������������������%HWZHHQ������ DQG�������&LWJR� ORVW� EHWZHHQ���� DQG����0086'�SHU�PRQWK� �131��2FWREHU�������������,3)��-XQH���������������862:��-XQH��������������� �7KH�JRYHUQPHQW�HVWDEOLVKHG�WKH�FRQGLWLRQ�WKDW� WKLV�KDOI�RI�&LWJR�KDG�EH�VROG� DIWHUZDUGV� �6RVD� 3LHWUL��RS�� FLW��� ������ � +RZHYHU�� LW� LV� SUREDEO\� IDLU� WR� VD\� WKDW� WKLV� ZDV� D�FRPPLWPHQW�ZKLFK�3'96$�QHYHU�LQWHQGHG�WR�KRQRXU���)RU� LQVWDQFH�� LQ� ������ &LWJR
V� &(2� GHFODUHG� WKDW� KH� DQWLFLSDWHG� WKH� FRPSDQ\
V� UHWDLOLQJ� QHWZRUN�UHDFKLQJ�WKH��������VWDWLRQ�PDUN�E\�������131��-XO\������������KRZHYHU��LQ�������&LWJR�KDG��������VWDWLRQV�IO\LQJ�LWV�IODJ�
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UHILQHU\� �ORFDWHG� LQ� &RUSXV� &KULVWL�� 7H[DV��� ZKRVH� ILQDQFLDO� SHUIRUPDQFH� GXULQJ� SUHYLRXV�\HDUV�KDG�EHHQ�YHU\�SRRU���7KH� 3'96$�83� MRLQW� YHQWXUH� DJUHHPHQW� ZDV� FRQFXUUHQW� ZLWK� D� FUXGH� VXSSO\�FRQWUDFW� IRU����0%'�RI�9HQH]XHODQ�FUXGH��PHDQW� WR�UXQ�IRU����\HDUV�� �7KH�DJUHHPHQW�DOVR�LQFRUSRUDWHG�DQ�RSWLRQ�JLYLQJ�3'96$�WKH�ULJKW�WR�EX\�WKH�UHPDLQLQJ����SHU�FHQW�RI�&KDPSOLQ�LQ�WKH�VKRUW�WHUP��WKH�LQFOXVLRQ�RI�WKLV�FODXVH�LQGLFDWHV�WKDW�LW�LV�YHU\�SUREDEOH�WKDW��E\�������8QLRQ� 3DFLILF� KDG� GHFLGHG� WR� H[LW� WKH� UHILQLQJ� VHFWRU� DOWRJHWKHU����� � ,Q� 6HSWHPEHU� ������3'96$� H[HUFLVHG� WKLV� RSWLRQ� DQG�� HIIHFWLYH� -DQXDU\� ������ ERXJKW� RXW� 83� IRU� ����0086'��� $W�WKDW�SRLQW��3'96$�DOVR�GHFLGHG�WR�H[SDQG�WKH�UHILQHU\
V�VXSSO\�FRQWUDFW�WR����� 0%'� RI� FUXGH� DQG� ��� 0%'� RI� YLUJLQ� QDSKWKD�� � ,Q� -DQXDU\� ������ &LWJR� IRUPDOO\�DEVRUEHG�DOO�RI�&KDPSOLQ
V�DVVHWV��DQG�WKH�RSHUDWLRQV�RI�ERWK�FRPSDQLHV�ZHUH�DPDOJDPDWHG��XQGHU� WKH� GLUHFWLRQ� RI� WKH� IRUPHU�� �%HIRUH� WKLV� DPDOJDPDWLRQ� WRRN�SODFH�� WKHUH� KDG� EHHQ� D�FRQVLGHUDEOH�GHJUHH�RI�RYHUODSSLQJ�DQG�GXSOLFDWLRQ�EHWZHHQ�WKH�DFWLYLWLHV�RI�ERWK�FRPSDQLHV������&LWJR�$VSKDOW�5HILQLQJ�&RPSDQ\7KLV� FRPSDQ\�ZDV� IRUPHG� LQ�0DUFK�������ZKHQ�&LWJR� IRUPDOO\� DEVRUEHG�DOO� WKH� DVVHWV�RI�6HDYLHZ� 3HWUROHXP� &RPSDQ\� �DOWKRXJK� DW� WKDW� SRLQW� &LWJR� ZDV� WKH� VROH� RZQHU� RI� DOO�RXWVWDQGLQJ�6HDYLHZ�VKDUHV���� 6HDYLHZ
V�PDLQ�DWWUDFWLRQ�OD\�LQ�LWV����0%'�UHILQHU\�DQG�LWV�DVVRFLDWHG�PDULWLPH�WHUPLQDO��ORFDWHG�LQ�3DXOVERUR��1HZ�-HUVH\���ZKLFK�ZHUH�VHHQ�DV�DQ�LGHDO�EULGJHKHDG�IRU�3'96$�WR�EUHDN�LQWR�WKH�86�(DVW�&RDVW�DVSKDOW�PDUNHW���,Q�-XQH�������&LWJR�$VSKDOW�ZRXOG�SXUFKDVHG�$PRFR�2LO�&RPSDQ\
V����0%'�UHILQHU\�� VFKHGXOHG�IRU�LPPLQHQW�FORVXUH� � ORFDWHG� LQ� 6DYDQQDK�� *HRUJLD�� DQG� WRRN� RYHU� $PRFR
V� DVSKDOW� UHILQLQJ� DQG�PDUNHWLQJ�RSHUDWLRQV��������7KH�8QR�9HQ�&RUSRUDWLRQ(DUO\� LQ� ������ 8QRFDO� VLJQHG� D� MRLQW� YHQWXUH� DFFRUG� ZLWK� 3'96$� ZKHUHE\�� HIIHFWLYH�'HFHPEHU������� WKH�ODWWHU�ZRXOG�WDNH�D����SHU�FHQW�VWDNH�LQ�WKH�&DOLIRUQLDQ�FRPSDQ\
V�����0%'�/HPRQW��,OOLQRLV��UHILQHU\�DQG�LWV�DVVRFLDWHG�GLVWULEXWLRQ�DQG�PDUNHWLQJ�DVVHWV���8QGHU�WKH� WHUPV�RI� WKH�8QR�9HQ�DFFRUG� � ZKLFK�DOVR�JDYH�3'96$�DFFHVV� WR������� LQGHSHQGHQWO\�

��'XH�WR�WKH�SODQW
V�GLVDSSRLQWLQJ�SHUIRUPDQFH��LQ�HDUO\������8QLRQ�3DFLILF�KDG�WDNHQ�D�����0086'�ZULWH�GRZQ�RQ�LWV�ERRN�YDOXH���,Q�WKDW�VDPH�\HDU��8QLRQ�3DFLILF�VROG�LWV�RQO\�RWKHU�UHILQHU\�WR�8OWUDPDU���7KH�ILUVW�KDOI�RI�&KDPSOLQ�KDG�FRVW�3'96$����0086'�����0086'�LQ�FDVK�DQG�WKH�EDODQFH�LQ�RLO�LQYHQWRULHV��,3)��$SULO����������������,Q� ODWH� ������&LWJR�KDG� VLJQHG�D�JHQHUDO�SDUWQHUVKLS�DJUHHPHQW�ZLWK�6HDYLHZ��DQG�KDG�EHFRPH� WKH�RZQHU�RI����SHU�FHQW�RI�WKH�ODWWHU
V�DVVHWV���,Q�0DUFK�������&LWJR�DFTXLUHG�WKH�UHPDLQLQJ����SHU�FHQW�RI�6HDYLHZ���&LWJR�SDLG�D�WRWDO�RI����0086'�IRU�6HDYLHZ��,3)��-XO\����������������7KH� VXSSO\� DJUHHPHQWV� IRU� WKH� 3DXOVERUR� DQG�6DYDQQDK� UHILQHULHV� DUH� VODWHG� WR� UXQ�XQWLO� ����� DQG�������UHVSHFWLYHO\��FRQWUDFWXDO�YROXPHV�IRU�HDFK�UHILQHU\�DUH����0%'�DQG����0%'��UHVSHFWLYHO\�



��
RZQHG� VHUYLFH� VWDWLRQV� � DQ� ,QWHUYHQ� VXEVLGLDU\� FDOOHG� 7UDGHFDO�ZRXOG� VXSSO\� WKH� UHILQHU\�ZLWK�����0%'�RI�OLJKW�FUXGHV�XQWLO�WKH�\HDU��������7KH�LQFRUSRUDWLRQ�RI�WKH�/HPRQW�UHILQHU\�WR�3'96$
V�LQWHUQDWLRQDO�QHWZRUN�DOORZHG�WKH�FRPSDQ\�WR�IXOILOO�LWV�VWDWHG�REMHFWLYH�RI�SODFLQJ�DW�OHDVW�����0%'�RI�LWV�FUXGH�H[SRUWV�LQ�IDFLOLWLHV� XQGHU� LWV� FRQWURO�� � (YHQ� VR�� ZKHQ� WKH� GHDO� ZLWK� 8QRFDO� ZDV� DQQRXQFHG�� PDQ\�DQDO\VWV�H[SUHVVHG�VXUSULVH�DW�WKH�IDFW�WKDW�3'96$�KDG�ERXJKW�D�UHILQHU\�ORFDWHG�RXWVLGH�LWV�WUDGLWLRQDO� ]RQH� RI� LQWHUHVW� � WKH� 86� *XOI� &RDVW� � DQG� ZKRVH� VXSSO\� SRVHG� FRQVLGHUDEOH�ORJLVWLFDO� SUREOHPV�� � +RZHYHU�� 3'96$� H[HFXWLYHV� GHIHQGHG� WKH� DFTXLVLWLRQ� E\� DUJXLQJ��ILUVWO\�� WKDW� WKH�UHILQHU\�ZDV�YHU\�SURILWDEOH��VHFRQGO\�� WKDW�LW�JDYH�WKH�FRPSDQ\�DFFHVV�WR�D�FRPSOHWHO\�QHZ�PDUNHW�DQG�ILQDOO\��WKDW�LW�ZDV�DWWUDFWLYH�EHFDXVH�RI�LWV�H[WHQVLYH�GLVWULEXWLRQ�QHWZRUN���7KH�����0086'�� ZKLFK�3'96$�SDLG�IRU�WKH�/HPRQW�UHILQHU\�ZDV�D�YHU\�ZHOFRPH�FDVK�LQIXVLRQ�IRU�8QRFDO��ZKRVH�VKDUH�SULFH�ZDV�VWLOO�LQ�WKH�GROGUXPV�LQ������DV�D�UHVXOW�RI�WKH� PHDVXUHV� ZKLFK� LW� KDG� EHHQ� IRUFHG� WR� DGRSW� WR� IHQG� RII� D� KRVWLOH� WDNHRYHU� DWWHPSW�PRXQWHG�E\�0HVD�2LO�LQ�ODWH��������,Q�FRQWUDVW��WKH�EHQHILWV�ZKLFK�3'96$�H[SHFWHG�WR�UHDS�IURP� WKH� 8QR�9HQ� SDUWQHUVKLS� KDYH� QRW� PDWHULDOLVHG�� ODUJHO\� EHFDXVH� WKH� ORJLVWLFV� RI�VXSSO\LQJ�OLJKW�9HQH]XHODQ�FUXGH�WR�WKH�&KLFDJR�DUHD�KDYH�FRPSURPLVHG�WKH�SURILWDELOLW\�RI�WKH�YHQWXUH���$V�D�UHVXOW�RI�WKLV��IRU�\HDUV�LW�ZDV�UXPRXUHG�WKDW�3'96$�ZDV�VHHNLQJ�WR�GLYHVW�LWV�VKDUH�LQ�8QR�9HQ�� �SDUDGR[LFDOO\��WKURXJKRXW�WKLV�VDPH�SHULRG��LW�ZDV�VDLG�MXVW�DV�RIWHQ�WKDW�3'96$�ZDQWHG�WR�EX\ WKH�UHPDLQLQJ����SHU�FHQW�RI�8QR�9HQ������7KLV�LVVXH�ZDV�ILQDOO\�ODLG�WR�UHVW�LQ�0D\�������ZKHQ�3'96$�DFTXLUHG�WKH����SHU�FHQW�VKDUH�RI�8QR�9HQ�WKDW�LW�GLG�QRW�DOUHDG\�RZQ�IRU�����0086'��DQG�DPDOJDPDWHG�LWV�RSHUDWLRQV�ZLWK�WKRVH�RI�&LWJR������/\RQGHOO�&LWJR�5HILQLQJ�&RPSDQ\3'96$� KDG� H[SUHVVHG� DQ� LQWHUHVW� LQ� /\RQGHOO
V� KLJK� FRQYHUVLRQ� UHILQHU\� LQ�+RXVWRQ� ORQJ�EHIRUH�UXPRXUV�DERXW�D�SRVVLEOH�MRLQW�YHQWXUH�EHWZHHQ�WKH�WZR�FRPSDQLHV�VXUIDFHG�LQ�WUDGH�MRXUQDOV���7KXV��WKH�QHZV�WKDW�/\RQGHOO�DQG�&LWJR�ZRXOG�VHW�XS�D�MRLQW�VWRFN�FRPSDQ\�� WR�EH�FDOOHG� /\RQGHOO�&LWJR� 5HILQLQJ� &RPSDQ\ �/&5&�� � ZKLFK� ZRXOG� EHFRPH� WKH� RZQHU� DQG�RSHUDWRU� RI� WKLV� UHILQHU\�� ZDV� JUHHWHG� ZLWK� OLWWOH� VXUSULVH� LQ� LQWHUQDWLRQDO� RLO� FLUFOHV�� � 7KH�DJUHHPHQW� VWLSXODWHG� WKDW� WKH� UHILQHU\� ZRXOG� EH� WKH� REMHFW� RI� DQ� H[WHQVLYH� PRGHUQLVDWLRQ�SURMHFW� �LQWHQGHG� WR� LQFUHDVH LWV� FDSDELOLW\� WR� SURFHVV� KHDY\� FUXGHV�� DQG� LWV� \LHOGV� RI� ORZ�
��7KH�FUXGH�VXSSOLHV�KDYH�WR�EH�RI�D�KLJK�JUDYLW\�EHFDXVH�RI�WKH�YLVFRVLW\�UHVWULFWLRQV�LPSRVHG�E\�WKH�&DSOLQH��WKH�SLSHOLQH�ZKLFK�FRQQHFWV�WKH�UHILQHU\�ZLWK�WKH�86�*XOI�&RDVW����3,:��2FWREHU�������������������0086'�LQ�HTXLW\�FRQWULEXWLRQV�DQG�WKH�UHVW�LQ�DVVXPHG�GHEW���2Q�RQH�RFFDVLRQ��D�3'96$�RIILFLDO�VDLG�WKDW�WKH�FRPSDQ\
V�ERDUG�KDG�EHHQ�FRQVLGHULQJ�WKH�VDOH�RI�LWV�VKDUH�LQ�8QR�9HQ�IRU�VRPH�WLPH��KH�DOVR�DFFHSWHG�WKDW� WKH�SURILWDELOLW\�RI�WKH�YHQWXUH�ZDV��PDUJLQDO���321��6HSWHPEHU���������������862:��$SULO��������������0D\���������������)HEUXDU\�������������-XO\��������������8S� XQWLO� ������/\RQGHOO� SURFHVVHG� DERXW� ����0%'�RI� ��������$3,� FUXGHV�� � 7KH� DGGLWLRQ� RI� QHZ�XQLWV�ZLOO�WDNH�WKH�UHILQHU\
V�KHDY\�FUXGH�SURFHVVLQJ�FDSDELOLW\�WR�����0%'�



��
VXOSKXU� GLHVHO� DQG� UHIRUPXODWHG� JDVROLQH��� RQ� WKH� RQH� KDQG�� DQG� WKDW� 3'96$� ZRXOG�FRQWULEXWH�PRVW�RI�WKH�FDSLWDO�QHFHVVDU\�WR�FRPSOHWH�LW��RQ�WKH�RWKHU���7KH�HVWLPDWHG�FRVW�RI�WKH�XSJUDGLQJ�SURMHFW�� PDNHV�LW�WKH�PRVW�H[SHQVLYH�HYHU�WR�EH�XQGHUWDNHQ�E\�3'96$�RXWVLGH�RI�9HQH]XHOD
V�ERUGHUV���7KH�/\RQGHOO�&LWJR�DOOLDQFH�DOVR�PDUNV�D�ZDWHUVKHG�LQ�WKH�KLVWRU\�RI�WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� EHFDXVH� LW� LV� WKH� ILUVW� 3'96$� SURMHFW� VSHFLILFDOO\�LQWHQGHG�WR�LQFUHDVH�WKH�DJJUHJDWH�GHPDQG�IRU�KHDY\�FUXGHV�LQ�WKH�$PHULFDQ�RLO�PDUNHW���7KH�/\RQGHOO�GHDO�JDYH�&LWJR�DQ�LQLWLDO�VKDUHKROGLQJ�VWDNH�RI����SHU�FHQW�LQ�/&5&��DW�D� FRVW� RI�����0086'�� �&LWJR�DOVR� FRPPLWWHG� WR� UHLQYHVW� LWV� VKDUH�RI�/&5&
V�RSHUDWLRQDO�FDVK�IORZ�LQ�WKH�YHQWXUH�WR�IXQG�FDSLWDO�SURMHFWV�RWKHU�WKDQ�WKH�XSJUDGH�RI�WKH�UHILQHU\��DQG�FRQWULEXWHG�DQ� LQLWLDO� VXP�RI�����0086'�IRU� WKH�XSJUDGLQJ�SURMHFW�� �8SRQ�FRPSOHWLRQ�RI�WKH�PRGHUQLVDWLRQ�SURMHFW��&LWJR�ZLOO�KDYH�WR�PDNH�RQH�DGGLWLRQDO�SD\PHQW�WR�/\RQGHOO�RI����0086'��LW�ZLOO�DOVR�KDYH�WKH�RSWLRQ�WR�LQFUHDVH�LWV�RZQHUVKLS�VKDUH�WR����SHU�FHQW���&LWJR�KDV�GHFODUHG�UHSHDWHGO\�WKDW�LW�LQWHQGV�WR�H[HUFLVH�WKLV�RSWLRQ�%HIRUH� LWV�PDQDJHPHQW�GHFLGHG� WR� WLH�/\RQGHOO�XS� LQ� D�YHU\� ORQJ� WHUP�9HQH]XHODQVXSSO\�FRQWUDFW��WKLV�FRPSDQ\�ERDVWHG�RI�EHLQJ�RQH�RI�WKH�PRVW�PDUNHW�RULHQWHG�UHILQHUV��ZLWK�DQ� DELOLW\� WR� UHVSRQG� DOPRVW� LQVWDQWDQHRXVO\� WR� SURILWDEOH� DUELWUDJH� RSSRUWXQLWLHV� LQ� WKH� RLO�PDUNHW���7KHVH�FODLPV�ZHUH�LQ�QR�ZD\�KROORZ��WKH�FRPSDQ\�FHUWDLQO\�KDG�D�JUHDW�IOH[LELOLW\�LQ�IHHGVWRFN� XWLOLVDWLRQ�� DQG� LWV� FRVW� VWUXFWXUH� ZDV� RQH� RI� WKH� EHVW� LQ� ERWK� WKH� UHILQLQJ� DQG�SHWURFKHPLFDO�VHFWRUV��GXH�WR�WKH�LWV�VOLP�RUJDQLVDWLRQ�DQG�VPDOO�ZRUNIRUFH���+RZHYHU��ZKHQ�WKH�VL]DEOH�FRVWV�RI�FRPSO\LQJ�ZLWK� WKH������&OHDQ�$LU�$FW�DPHQGPHQWV�EHFDPH�FOHDU�� WKH�/\RQGHOO� ERDUG� HYLGHQWO\� FRQVLGHUHG� WKDW� WKH� WLPH� KDG� FRPH� WR� HPEUDFH� VWDELOLW\� DQG�SUHGLFWDELOLW\�RI�HDUQLQJV�DV�WKH�FDUGLQDO�YDOXHV�IRU�WKH�FRPSDQ\���7KH�DOOLDQFH�ZLWK�3'96$�LV�LGHDO�IRU�WKLV�SXUSRVH��DV�LW�FRQIHUV�XSRQ�/\RQGHOO�D�JUHDW�GHDO�RI�YROXPHWULF�VHFXULW\�DW�D�YHU\� DWWUDFWLYH� SULFH���� DQG� JLYHV� LW� WKH� SRVVLELOLW\� RI� XVLQJ� LWV� FDVK� IORZV� WR� ILQDQFH� RWKHU�EXVLQHVV� OLQHV� LQ� ZKLFK� LW� HQMR\V� FRQVLGHUDEOH� FRPSHWLWLYH� DGYDQWDJHV� �QRWDEO\�SHWURFKHPLFDOV�������7KH�8QHDV\�(YROXWLRQ�RI�WKH�,QWHUQDWLRQDOLVDWLRQ�3URJUDPPH7KH�ZD\�LQ�ZKLFK�ZH�KDYH�SUHVHQWHG�3'96$
V�GRZQVWUHDP�H[SDQVLRQ�WKXV�IDU�PLJKW�FRQYH\�WKH�LPSUHVVLRQ�WKDW��HYHU�VLQFH�LWV�LQFHSWLRQ�LQ�������WKH�SURJUDPPH�KDV�EDVLFDOO\�JRQH�IURP�VWUHQJWK� WR� VWUHQJWK�� � ,Q� IDFW�� LWV� KLVWRU\� LV� SXQFWXDWHG� E\� D� VHULHV� RI� FRQIOLFWLYH� HSLVRGHV�
��7KH� FRVW� HVWLPDWH� IRU� WKH� SURMHFW� KDV� EHHQ� SXW� DW� ����0086'�� � &LWJR� KDV� VLQFH� UHSRUWHG� WKDW� LW�H[SHFWV� WR�SD\�����0086'��H[FOXGLQJ UHLQYHVWHG�HDUQLQJV�� IRU� D����SHU�FHQW�VKDUH� LQ� WKH�XSJUDGHG�UHILQHU\��&LWJR�6��$���������������3'96$�VLJQHG D�ORQJ�WHUP�FRQWUDFW�WR�VXSSO\�/&5&�IRU�XS�WR�����0%'�RI�KHDY\�FUXGH�WR�UXQ�XQWLO�WKH�\HDU��������)XUWKHUPRUH�� WKLV� YROXPHWULF� VHFXULW\� LV� GRXEOH�HQGHG�� EHFDXVH�&LWJR� LV� FRQWUDFWXDOO\� FRPPLWWHG� WR�DFTXLULQJ�D�VXEVWDQWLDO�SDUW�RI� WKH� IXHOV�SURGXFHG� LQ� WKH�UHILQHU\� WR�VXSSO\� LWV� UHWDLOLQJ�QHWZRUN��DV�RI�'HFHPEHU� ���� ������ &,7*2� SXUFKDVHV� DOO� RI� /&5&
V� UHILQHG� SURGXFW� RXWSXW� XQGHU� � D� � ORQJ�WHUP���FRQWUDFW� � �ZKLFK� � H[SLUHV� � LQ� � WKH� � \HDU� �������'XULQJ������������DQG�������&LWJR
V�SXUFKDVHV� IURP�/&5&�DPRXQWHG�WR��������������DQG�������0086'��&LWJR����.�����������



��
ZKLFK�KDYH�SXW�LWV�FRQWLQXLW\�YHU\�PXFK�LQ�GRXEW���7KH�ILUVW�RQH�RI�WKHVH�HYHQWV�FDPH�TXLFN�RQ� WKH� KHHOV� RI� 3'96$
V� DJUHHPHQW� ZLWK� 9HED�� ZKHQ� WKH� YRFLIHURXV� RSSRVLWLRQ� RI� $'�FRQJUHVVPHQ�WR�PDQ\�SRLQWV�LQ�WKH�5XKU�DFFRUG�OHG�3UHVLGHQW�-DLPH�/XVLQFKL�WR�VXVSHQG�WKH�HQWLUH� SURJUDPPH�� � 7KLV� FRQWURYHUV\� XOWLPDWHO\� GLG� QRW� NHHS� 3'96$� IURP� HPEDUNLQJ� RQ�PRUH� DPELWLRXV� DQG� H[SHQVLYH� DOOLDQFHV� EXW� � LW� GLVVLSDWHG� WKH� FRQVLGHUDEOH� PRPHQWXP�JHQHUDWHG�E\�WKH�FRPSDQ\
V�ILUVW�LQWHUQDWLRQDOLVDWLRQ�DFFRUG��� %HFDXVH�RI�LW��EHWZHHQ���������WKH�RQO\�DGYDQFH�UHJLVWHUHG�E\�WKH�LQWHUQDWLRQDOLVDWLRQ�HIIRUW�ZDV�WKH�PRGHVW�H[SDQVLRQ�RI�3'96$
V�*HUPDQ�RSHUDWLRQV��WKLV�H[SDQVLRQ�KDG�DSSDUHQWO\�DOZD\V�EHHQ�LQ�WKH ZLQJV��EXW�LW�FRXOG�RQO\�JR�DKHDG�RQFH�WKH�SROLWLFDO�GHEDWH�RQ�WKH�5XKU�DFFRUG�KDG�GLHG�GRZQ��DV�D�UHVXOW�RI�WKH�VXGGHQ�GHWHULRUDWLRQ�RI�WKH�LQWHUQDWLRQDO�RLO�PDUNHW�LQ���������7KH� KRVWLOLW\� RI� VRPH� VHFWRUV� LQ� WKH� JRYHUQPHQW� WRZDUGV� WKH� SURJUDPPH� VXUIDFHG�DJDLQ�D�IHZ�\HDUV�ODWHU��VRRQ�DIWHU�3'96$�VLJQHG�LWV�MRLQW�YHQWXUH�DJUHHPHQW�ZLWK�6RXWKODQG���2Q� WKDW� RFFDVLRQ�� WKH� 9HQH]XHODQ� FRQJUHVV� RUGHUHG� WKH� VXVSHQVLRQ� RI� DOO� SD\PHQWV� WR�6RXWKODQG� � DV�ZHOO� DV� DQ� LPPHGLDWH� FHVVDWLRQ� LQ� WKH� QHJRWLDWLRQV�ZLWK� DQ\�RWKHU�SRWHQWLDO�MRLQW�YHQWXUH�SDUWQHU�� ZKLOH�WKH�LVVXH�RI�DOOHJHG�LUUHJXODULWLHV�LQ�WKH�DPRXQW�ZKLFK�3'96$�SDLG� IRU� LWV� VKDUH� LQ� WKH� /DNH� &KDUOHV� UHILQHU\� ZDV� FOHDUHG� XS��� ,Q� HDUO\� ������ WKH�SURJUDPPH�ZDV�DJDLQ�SXW�XQGHU�SUHVVXUH�E\�&DUORV�$QGUpV�3pUH]��WKHQ�FDPSDLJQLQJ�IRU�WKH�SUHVLGHQF\�RI�9HQH]XHOD���ZKR�SURPLVHG�WR�IRUFH�3'96$�WR�LQYHVW�PRUH�LQ�WKH�9HQH]XHODQ�GRZQVWUHDP�DW� WKH�H[SHQVH�RI� LWV�GRZQVWUHDP�H[SDQVLRQ��� $V�D� UHVXOW�RI� WKLV�� WKH�JRDO�RI�VHFXULQJ�DFFHVV� WR�����0%'�RI�RYHUVHDV�UHILQLQJ�FDSDFLW\�VXGGHQO\�DVVXPHG�JUHDW�XUJHQF\�IRU�3'96$��WKH�FRPSDQ\�KDG�VDLG�LQ�ODWH������WKDW�LW�ZDV�TXLWH�KDSS\�ZLWK�LWV�����0%'�RI�FDSDFLW\� DQG� ZDV� QRW� �LQ� D� UXVK� WR� HQWHU� LQWR� DQ\� QHZ� YHQWXUHV������ � 7KXV�� DIWHU� ELGGLQJ�XQVXFFHVVIXOO\� IRU� D� UHILQHU\� LQ� /RXLVLDQD�� WKH� FRPSDQ\� KDVWLO\� SXW� WRJHWKHU� WKH� GHDO�ZLWK�8QRFDO�DQG�FRQYLQFHG� WKH�SUHVLGHQW�WR�EH�QRW� WR�RSSRVH� LW�� �3'96$�DOVR�VLJQHG�D� OHWWHU�RI�LQWHQW�WR�DFTXLUH�KDOI�RI�D�86�PDUNHWLQJ�FRPSDQ\��6WHXDUW�3HWUROHXP���EXW�WKLV�GHDO�ODWHU�IHOO�WKURXJK�7KH� VWDOHPDWH� EHWZHHQ� 3'96$� DQG� 3UHVLGHQW� 3pUH]� RYHU� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ODVWHG�XQWLO�-DQXDU\�������ZKHQ�HQHUJ\�PLQLVWHU�&HOHVWLQR�$UPDV�GHFODUHG�� ZLWK�WKH�WDFLW�DSSURYDO�RI�WKH�3UHVLGHQW�� WKDW�WKH�JRYHUQPHQW�ZDV�FRQVLGHULQJ�SDUWLQJ�ZLWK����SHU�FHQW�RI�&LWJR��EHFDXVH��9HQH]XHOD
V�LQWHUQDWLRQDO�LQWHJUDWLRQ�SROLF\�KDG�DOZD\V�VWUHVVHG�WKDW�
��3,:�� -XQH� ��� ������ ��� � ,Q� WKH� ZRUGV� RI� 5RGUtJXH]� (UDVR� ������� ������WKH� SROHPLFV� DQG� SROLWLFDO�LQGHFLVLRQ� DURXVHG� E\� WKH� FDVH� VXEWUDFWHG� G\QDPLVP� WR� WKH� DSSOLFDWLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�VWUDWHJ\�� WR� WKH� H[WHQW� WKDW� RWKHU� RSSRUWXQLWLHV� �� �� �� IRU� DVVRFLDWLRQ� WKDW�ZHUH� EHLQJ� VWXGLHG� >VXIIHUHG@�FRQVLGHUDEOH�GHOD\V����6HH�321��'HFHPEHU���������������321��0D\���������-XO\���������������321�� $SULO� ���� ������ ��� � 3pUH]� VORJDQ� ZDV� WKDW� �LQWHUQDWLRQDOLVDWLRQ�� ZRXOG� EH� VXEVWLWXWHG� E\��LQWHUQDOLVDWLRQ����321��$XJXVW������������



��
3'96$�VKRXOG�EH�LQ�������SDUWQHUVKLS�ZLWK�PDMRU�RLO�FRPSDQLHV�LQ�LWV�IRUHLJQ�YHQWXUHV����$UPDV
� VWDWHPHQW�ZDV� JUHHWHG�ZLWK� GLVPD\� E\� 3'96$�� EXW� MXVW� DV� D�PDMRU� FRQIURQWDWLRQ�EHWZHHQ�FRPSDQ\�DQG�JRYHUQPHQW�VHHPHG�LQHYLWDEOH��$UPDV�UHWUDFWHG�KLV�VWDWHPHQWV�DQG�WKH�FRQWURYHUV\� RQ� WKH� SRVVLEOH� OLTXLGDWLRQ� RI� SDUW� RI� 3'96$
V� RYHUVHDV� DVVHWV� GLHG� GRZQ���+RZHYHU��WKH�LVVXH�UHVXUIDFHG�LQ�-XQH�������ZKHQ�WKH�HPLU�RI�.XZDLW�SDLG�DQ�RIILFLDO�YLVLW�WR�9HQH]XHOD�� �'XULQJ� WKH�FRXUVH�RI� WKLV�YLVLW�� LW�ZDV�DOOHJHG�E\� �JRYHUQPHQW�VRXUFHV� WKDW� WKH�HPLU�KDG�RIIHUHG�3pUH]�������0086'�IRU�D����SHU�FHQW�VKDUH�LQ�&LWJR��������0086'�PRUH�WKDQ�WKH�JRYHUQPHQW�KDG�H[SHFWHG�WR�UHDOL]H�IURP�WKH�VDOH�RI�WKH�FRPSDQ\�LQ�-DQXDU\�RI�WKDW�VDPH�\HDU����3'96$�LVVXHG�D�VWDWHPHQW�VD\LQJ�WKDW��ILUVWO\���QR�RIILFLDO�RIIHU�KDG�EHHQ�PDGH�WR�>LW@���VHFRQGO\���WKDW�LW�FRXOG�QRW�UXOH�RXW�WKH�SRVVLELOLW\�WKDW�D�GHDO�>KDG�EHHQ@�GLVFXVVHG�E\�WKH�KHDGV�RI� VWDWH��� DQG� ILQDOO\�� WKDW� �LW�ZRXOG�SUHIHU� D�86�SDUWQHU�� LI� DW� DOO�� LQ� WKH�HYHQW�D�GHFLVLRQ�LV�PDGH�WR�VHOO�KDOI�RI�&LWJR���� )RU�LWV�SDUW��WKH�9HQH]XHODQ�JRYHUQPHQW�VDLG�WKDW��DOWKRXJK�WKH�JRYHUQPHQW�KDG�QRW�UHYHUVHG�LWV�VWDQFH�RQ�WKH�SRVVLEOH�VDOH�RI�&LWJR��LW�ZRXOG�QRW�WDNH�XS�WKH�WHPSWLQJ�.XZDLWL�RIIHU�� LQ�GHIHUHQFH�WR�3'96$
V�ZLVKHV�� �7KLV�H[SODQDWLRQ�FRQYLQFHG�QRERG\��WKH�GHFLVLRQ�QRW�WR�VHOO�ZDV�ZLGHO\�DWWULEXWHG�WR�3pUH]
V�GHVLUH�WR�DYRLG�WKH�SROLWLFDO� RXWFU\� WKDW� ZRXOG� KDYH� HQVXHG� KDG� KH� RUGHUHG� 3'96$� WR� VHOO� KDOI� RI LWV� PRVW�VXFFHVVIXO� RYHUVHDV� DIILOLDWH� WR� D� SDUWQHU� OLNH� .3&� �ZLWK� ZKRP� WKH� 9HQH]XHODQ� FRPSDQ\�ZRXOG� EH� H[SHFWHG� WR� KDYH� VHULRXV� FRQIOLFWV� RI� LQWHUHVW���� %\� WKH� HQG� RI� WKDW� VDPH� \HDU��KRZHYHU�� WKH�ILQDQFLDO�GLIILFXOWLHV�RI�WKH�3pUH]�DGPLQLVWUDWLRQ�KDG�EHFRPH�VR�GHVSHUDWH�WKDW�WKH�3UHVLGHQW�RQFH�DJDLQ�GHFODUHG�WKDW�KH�ZRXOG�RUGHU�3'96$�WR�VHOO�KDOI�RI�LWV�VWDNH�LQ�&LWJR��DQG�5XKU��IRU�JRRG�PHDVXUH����$�FRXSOH�RI�GD\V�ODWHU��$UPDV��ZKR�KDG�EHHQ�WUDQVIHUUHG�WR�WKH�6HFUHWDULDW�WR�WKH�3UHVLGHQF\�LQ�0DUFK������ FRQILUPHG�WKH�3UHVLGHQW
V�GHFLVLRQ�DQG�PDGH�LW� FOHDU� WKDW�� WKLV� WLPH�DURXQG�� WKH� DGPLQLVWUDWLRQ�ZRXOG�EH� WDNLQJ�ZKDWHYHU�PHDVXUHV�ZHUH�QHFHVVDU\� WR�PDNH�VXUH� WKDW�3'96$�FRPSOLHG�ZLWK� LWV�GLUHFWLYHV��� 2QFH�DJDLQ��3'96$
V�UHDFWLRQ�ZDV�WRWDOO\�QHJDWLYH��QRW OHDVW�EHFDXVH�WKH�DUJXPHQWV�WKDW�3pUH]�DQG�$UPDV�LQYRNHG�WR� MXVWLI\� WKHLU�GHFLVLRQ�ZHUH� UDWKHU�ZHDN��� 7KLV� LQFLGHQW�JHQHUDWHG�HQRUPRXV�XQFHUWDLQW\�
��321��-DQXDU\��������������:KHQ�WKH�FKDLUPDQ�RI�WKH�+RXVH�*RYHUQPHQW�2SHUDWLRQV��(QYLURQPHQW��(QHUJ\�DQG�1DWXUDO�5HVRXUFHV�&RPPLWWHH�RI�WKH�86�&RQJUHVV�YLVLWHG�9HQH]XHOD�LQ�������KH�ZDVWROG�E\�$UPDV�WKDW�WKH�UHFHQWO\�SXUFKDVHG�VHFRQG�KDOI�RI�&LWJR�ZRXOG�HYHQWXDOO\�EH�UHVROG�WR�D�86�FRPSDQ\��321��-DQXDU\���������������3'96$�LVVXHG�D�VWDWHPHQW�WKDW�UHDG���&LWJR�KDV�EHHQ�D�IXQGDPHQWDO�IDFWRU�WR�WKH�JURZWK�RI�3'96$�DQG� KDV� FRQWULEXWHG� VXEVWDQWLDOO\� LQ� LPSURYLQJ� WKH� VWUDWHJLF� SRVLWLRQ� RI� WKLV� FRPSDQ\� �� �� ��:KROH� RU�SDUWLDO�VDOH�RI�&LWJR��WKHUHIRUH��LV�QRW�LQ�3'96$
V�FXUUHQW�SODQV���321��-DQXDU\����������������321�����-XQH�����������$V�LW�WXUQHG�RXW��WKH�TXHVWLRQ�RI�3pUH]
V�PRWLYHV�ZDV�LUUHOHYDQW��EHFDXVH�.XZDLWL�VRXUFHV�YHKHPHQWO\�GHQLHG�WKDW�WKH�HPLU�KDG�HYHU�PDGH�VXFK�DQ�RIIHU��(&��-XQH�������������$UPDV�UHFWLILHG�3pUH]
V�GHFODUDWLRQV��VD\LQJ�WKDW�3'96$
V�VKDUH�LQ�5XKU�ZRXOG�QRW�EH�SXW�XS�IRU�VDOH��EXW�KH�LQVLVWHG�WKDW��WKH�GHFLVLRQ�LV�WKDW�WKHVH��LQWHUQDWLRQDO��LQYHVWPHQWV�VKRXOG�EH�PDLQWDLQHG�DW�D�������OHYHO���321��6HSWHPEHU���������������3pUH]�DUJXHG�VRPHZKDW�LPSODXVLEO\�WKDW��LI�D�86�JRYHUQPHQW�ZHUH�WR�GHFLGH�VRPH�GD\��DQG�IRU�DQ\�PRWLYH�� WR� WDNH� UHSUHVVLYH�DFWLRQV�DJDLQVW�9HQH]XHOD�� WKHSUHVHQFH�RI�D�86�SDUWQHU�ZRXOG�SURWHFW�XV���321��6HSWHPEHU�������������



��
ZLWKLQ�3'96$��SDUWLFXODUO\�EHFDXVH� WKH�FRPSDQ\�ZDV�DW� WKDW�YHU\�PRPHQW�QHJRWLDWLQJ� WKH�SRVVLEOH�SXUFKDVH�RI WKH�'XQGHH��(DVWKDP�DQG�6DYDQQDK�UHILQHULHV��DV�ZHOO�DV�LWV�DPELWLRXV�MRLQW� YHQWXUH� ZLWK� /\RQGHOO�� � 3'96$
V� SURORQJHG� DQG� EUXLVLQJ� HQFRXQWHU� ZLWK� 3pUH]� ZDV�RQO\� EURXJKW� WR� DQ� HQG� E\� DQ� HYHQW� ZLWKRXW� SUHFHGHQWV� LQ� 9HQH]XHODQ� KLVWRU\�� 3pUH]
V�LPSHDFKPHQW�RQ FKDUJHV�RI�FRUUXSWLRQ�,W�LV�REYLRXV��WKHQ��WKDW�HYHQ�WKRXJK�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�FRQVWLWXWHV��LQ� WKHRU\�DW� OHDVW� � WKH�EDFNERQH�RI�9HQH]XHODQ�FRPPHUFLDO�RLO�SROLF\��DV� LW�JXDUDQWHHV� WKH�SODFHPHQW� RI� KDOI� RI� WKH� FRXQWU\
V� RLO� H[SRUWV��� LW� KDV� QRW� DOZD\V� HQMR\HG� WKH� XQUHVWULFWHG�EDFNLQJ� RI� LWV� DOOHJHG�PDLQ� EHQHILFLDU\�� WKH�9HQH]XHODQ� JRYHUQPHQW�� � 7KH� KRVWLOLW\�ZKLFK�PDQ\� 9HQH]XHODQ� SROLWLFLDQV� KDYH� VKRZQ� WRZDUGV� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�SUREDEO\�GHULYHV�IURP�DQ�LQWXLWLYH�SHUFHSWLRQ RQ�WKHLU�SDUW�WKDW�LWV�EHQHILWV�DUH�QRWKLQJ�QHDUO\�DV�VXEVWDQWLDO�DV�3'96$�OLNHV� WR�FODLP�� �7KH�UHVW�RI�RXU�VWXG\�ZLOO�EH�GHGLFDWHG��ILUVWO\�� WR�VKRZLQJ�WKDW�WKLV�SHUFHSWLRQ�LV�ZHOO�IRXQGHG�DQG��VHFRQGO\��WR�H[SODLQLQJ�ZK\�WKH�GHWUDFWRUV�RI� WKH� SURJUDPPH� KDYH� EHHQ� XQDEOH� WR� DFW� RQ� WKHLU� VXVSLFLRQV� LQ� RUGHU� WR� EULQJ� WKH�SURJUDPPH�WR�D�KDOW�������*XLGHOLQHV�IRU�3'96$
V�5HILQHU\�$FTXLVLWLRQV3'96$�KDV�VWDWHG�RSHQO\�� WKDW�LWV�LQWHUQDWLRQDO�GRZQVWUHDP�H[SDQVLRQ�KDV�EHHQ�FDUULHG�RXW�DFFRUGLQJ�WR�WKH�IROORZLQJ GLUHFWLYHV�D�� $FTXLULQJ� VKDUHV� RQO\� LQ� FRPSDQLHV� ZLWK� ERWK� UHILQLQJ� DQG PDUNHWLQJ� DVVHWV� DQG�RSHUDWLRQV�E��5HGXFLQJ� WKH� ULVN�RI� LWV� LQYHVWPHQWV�E\�HVWDEOLVKLQJ� MRLQW�YHQWXUHV�ZLWK� WHFKQRORJLFDOO\�NQRZOHGJHDEOH�DQG��PRUH�LPSRUWDQWO\��ILQDQFLDOO\�VROYHQW SDUWQHUV�F��(VWDEOLVKLQJ�DVVRFLDWLRQV�HLWKHU�ZLWK�FRPSDQLHVWKDW�DUH�FDSDEOH�RI�SURFHVVLQJ�WKH�ZLGH�UDQJH�RI�FUXGHV�SURGXFHG�E\�9HQH]XHOD��HVSHFLDOO\�KHDY\� VWUHDPV�� LQ� KLJK� FRQYHUVLRQ� SODQWV�� RU� ZLWK� FRPSDQLHV� ZKRVH� LQIUDVWUXFWXUH� DQG�HFRQRPLF� FRQGLWLRQV� PLJKW� MXVWLI\� WKH� HPSODFHPHQW� RI� GHHS� FRQYHUVLRQ� SODQWV� LQ� WKHLU�IDFLOLWLHV�LQ�WKH�IXWXUH�G�� )LQDQFLQJ� LWV� DVVHW� SXUFKDVHV� WKURXJK� D� FRPELQDWLRQ� RI� SD\PHQWV� LQ� NLQG� �L�H�� FUXGH�VXSSOLHV� DQG� LQYHQWRULHV��� GLYLGHQGV� DQG� UHWDLQHG� HDUQLQJV�� ZLWK� FDVK� SD\PHQWV� NHSW� WR� D�PLQLPXP�H�� ,QYHVWLQJ� RQO\� LQ� FRXQWULHV� WKDW� KDYH� IXOO\� FRQYHUWLEOH� FXUUHQFLHV� DQG� ZKRVH� OHJDO�DUUDQJHPHQWV�GR�QRW�SRVH�DQ�REVWDFOH�WR�WKH�UHSDWULDWLRQ�RI�SURILWV�+RZHYHU�� 3'96$
V� FODLPV� WR� KDYH� IROORZHG� WKHVH� JXLGHOLQHV� VFUXSXORXVO\� ULQJ� VRPHZKDW�KROORZ�� IRU� WKH� FRPSDQ\� KDV� LQ� IDFW� FRQWUDYHQHG� �RU� WULHG� WR� FRQWUDYHQH��PRVW� RI� WKHP� DW�VRPH�SRLQW�VLQFH��������)LUVW��3'96$�KDV�HLWKHU�DFTXLUHG�RU�WULHG�WR�DFTXLUH�VKDUHKROGLQJV�LQ�
��&(3(7��������Y��,,������



��
UHILQHULHV�ODFNLQJ�DQ\�DQFLOODU\�PDUNHWLQJ�DVVHWV��DQG�LQ������LW�DOPRVW�ZHQW�WKURXJK�ZLWK�WKH�SXUFKDVH�RI�D�86�PDUNHWLQJ�FRPSDQ\�WKDW�GLG�QRW�KDYH�DQ\�UHILQLQJ�RSHUDWLRQV�� �6HFRQGO\��3'96$� KDV� EHFRPH� WKH� VROH� RZQHU� DQG� RSHUDWRU� RI� ILYH� UHILQHULHV� LQ� WKH� 86�� DQG� LW� KDV�XQVXFFHVVIXOO\� WULHG� WR� DFTXLUH� D� ���� SHU� FHQW� VKDUHKROGLQJ� LQ� TXLWH� D� IHZ� RWKHU� SODQWV���7KLUGO\��VRPH�RI�3'96$
V�QRQ�DVSKDOW�UHILQHULHV�� QRWDEO\�5XKU
V�� DUH�XQVXLWDEOH�IRU�UXQQLQJ�9HQH]XHODQ�KHDY\�FUXGHV��WKHVH�UHILQHULHV�SURFHVV�VL]DEOH�YROXPHV�RI�QRQ�9HQH]XHODQ�FUXGHV�ERXJKW�LQ�WKH�VSRW�PDUNHW��DQG�RQH�� 6FKZHGW�� UXQV�QR�9HQH]XHODQ�FUXGH�DW�DOO���� )RXUWK��3'96$�KDV�ERXJKW�D�IHZ�IDFLOLWLHV�ZKRVH�HFRQRPLFV�RI�VXSSO\�DUH�YHU\�XQDWWUDFWLYH��HLWKHU�EHFDXVH� WKH\� OLH� D� FRQVLGHUDEOH� ZD\� LQODQG� �OLNH� WKH� 5XKU� DQG� 8QR�9HQ� UHILQHULHV��� RU�EHFDXVH�WDQNHUV�KDYH WR�QHJRWLDWH�ORQJ�DQG�FRPSOLFDWHG�ZDWHUZD\V�WR�UHDFK�WKHP��OLNH�1\QlV
�6ZHGLVK� SODQWV��� LQGHHG�� WKH� VXSSO\� RI�DOO RI�3'96$
V�(XURSHDQ� UHILQHULHV� IURP� WHUPLQDOV�ORFDWHG� LQ� /DNH� 0DUDFDLER� � WKH� DUHD� ZKHUH� WKH� PDMRULW\� RI� 9HQH]XHODQ� KHDY\� FUXGH� LV�SURGXFHG�� PXVW�EH�TXLWH�D�FRVWO\�DIIDLU�EHFDXVH��GLVWDQFH�FRQVLGHUDWLRQV�DVLGH��GLVSODFHPHQW�OLPLWDWLRQV� RQ� VKLSV� ORDGLQJ� DW� WKHVH� WHUPLQDOV� PHDQ� WKDW� QR� HFRQRPLHV� RI� VFDOH� RQ�WUDQVSRUWDWLRQ�FRVWV� WKURXJK� WKH�XVH�RI�9/&&V�FDQ�EH�DFKLHYHG�� �)LQDOO\��DV�7DEOH�7������VKRZV�� 3'96$
V� FKRLFH� RI� EXVLQHVV� SDUWQHUV� KDV� FOHDUO\� QRW� EHHQ� LQIOXHQFHG� E\� WKHLU�ILQDQFLDO�VROYHQF\��DV�D�PDWWHU�RI�IDFW��WKH�FRPPRQ�GHQRPLQDWRU�RI�PRVW�RI�WKH�UHILQHULHV�WKDW�KDYH� HLWKHU� EHHQ� WRXWHG� DV� SRWHQWLDO� 3'96$� WDUJHWV� RU� KDYH� DFWXDOO\� EHHQ�DFTXLUHG�E\� WKH�9HQH]XHODQ� FRPSDQ\� KDV� EHHQ� D� SRRU� ILQDQFLDO� VLWXDWLRQ�� � 7KLV� PHDQV� WKDW� 3'96$� KDV�REVHUYHG�RQO\�WKH�IRXUWK�DQG�ILIWK�SUHFHSWV�LQ�WKH�OLVW��DQG�LWV�FRPSOLDQFH�ZLWK�WKH�ODWWHU�KDV�EHHQ� ODUJHO\� LQFRQVHTXHQWLDO�� VLQFH� LW� KDV� QHYHU� DWWHPSWHG� WR� UHSDWULDWH� SURILWV� IURP� LWV�RYHUVHDV�MRLQW�YHQWXUHV����,Q�D�VXEVHTXHQW�FKDSWHU��ZH�VKDOO�VKRZ�WKDW��LQ�PDQ\�ZD\V��WKH�NH\�WR�XQGHUVWDQGLQJ� WKH� ORJLF�EHKLQG� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�OLHV� LQ� LGHQWLI\LQJ� WKH�UHDVRQV�IRU�3'96$
V�VHOHFWLYH�FRPSOLDQFH�ZLWK�LWV�RZQ�JXLGHOLQHV�

��)URP������ RQZDUGV�� DQG�XS�XQWLO� WKH� FROODSVH�RI� WKH�6RYLHW�8QLRQ�� DSSUR[LPDWHO\�RQH� ILIWK� RI� WKH�FUXGH�SURFHVVHG�E\�5XKU�RQ�3'96$
V�DFFRXQW�ZDV�8UDOV��GHOLYHUHG�DJDLQVW�9HQH]XHODQ�FUXGH�VXSSOLHV�WR� &XED�� � ,URQLFDOO\�� DIWHU� WKH� GHILQLWLYH� SKDVLQJ� RXW� RI� WKH� 6RYLHW�9HQH]XHODQ� VZDS� DJUHHPHQW�� WKH�DPRXQW�RI�8UDOV�SXUFKDVHG�E\�3'96$�LQ�RUGHU�WR�VXSSO\�5XKU�KDV�FRQWLQXHG�WR�ULVH��QRWZLWKVWDQGLQJ�WKH�IDFW�WKDW�VHFXULQJ�RXWOHWV�IRU�LWV�FUXGH�H[SRUWV�VXSSRVHGO\�LV�RQH�RI�3'96$
V�PDLQ�SULRULWLHV�



��



��

��3'96$
6�'2:1675($0�(;3$16,21�$1'�7+(�48(67,21�2)�7+(�,1'8675,$/�/2*,&�%(+,1'�7+(��5(,17(*5$7,21��2)�7+(�,17(51$7,21$/�2,/�,1'8675<
7KH�VXEMHFW�RI�YHUWLFDO�LQWHJUDWLRQ�������KDV�EHHQ�DQ�LQWHOOHFWXDO�EDWWOHJURXQG�RQ�ZKLFK�GHEDWH� EHWZHHQ� ODZ\HUV� DQG� HFRQRPLVWV� KDV� FRQWLQXHG� IRU� D� ORQJ� WLPH�� � /LNH� WKH�ILHOGV�RI�WKH�0HNRQJ�GHOWD��WKLV�SDUWLFXODU�SLHFH�RI�WHUUDLQ�KDV�VHHPHG�GHVWLQHG�WR�KRVW�DQ� DOPRVW� FRQWLQXRXV� VWUXJJOH� EHWZHHQ� RSSRVLQJ� DUPLHV� WKURXJKRXW� WLPH���,QQXPHUDEOH� VNLUPLVKHV� DQG� VHYHUDO�PDMRU� FDPSDLJQV� KDYH� WDNHQ� SODFH� FRQFHUQLQJ�WKH�DSSURSULDWH�SXEOLF�SROLF\�UHVSRQVH�WR�WKH�YDULRXV�PHFKDQLVPV�E\�ZKLFK�ILUPV�DW�RQH�VWDJH�RI�SURGXFWLRQ�LQIOXHQFH�WKH�EHKDYLRXU�RI�ILUPV�DW�D�YHUWLFDOO\�UHODWHG�VWDJH��$OWKRXJK� WKH�PDUWLDO� LPDJHU\�RI� WKLV�SDVVDJH�PLJKW VHHP�RYHU� WKH� WRS�� WKHUH� LV�QR�TXHVWLRQ�WKDW� YHUWLFDO� LQWHJUDWLRQ� KDV� ORQJ� EHHQ� RQH� RI� WKH�PRVW� FRQWHQWLRXV� WRSLFV� LQ� WKH� UHDOP� RI�HFRQRPLFV���0RUHRYHU��LQ�QR�LQGXVWU\�KDYH�WKH�GLVDJUHHPHQWV�UHJDUGLQJ�WKH�GHVLUDEOH�GHJUHH�RI�YHUWLFDO�LQWHJUDWLRQ�RI�LWV�FRQVWLWXHQW�ILUPV�SURYHG�TXLWH�DV�LQWHQVH�DQG�HQGXULQJ�DV�LQ�WKH�RLO�LQGXVWU\���7KLV��RI�FRXUVH��LV�D�ORJLFDO�FRQVHTXHQFH�RI�WKH�NH\�SODFH�ZKLFK�RLO�RFFXSLHV�LQ�PRGHUQ� LQGXVWULDO� VRFLHWLHV�DQG�RI� WKH�FRORVVDO�HFRQRPLF� LQWHUHVWV�ZKLFK� UHYROYH�DURXQG�LW���+RZHYHU��WKH�ZDWHUV�RI�WKLV�SDUWLFXODU�GHEDWH�KDYH�EHHQ�PXGGLHG�IXUWKHU�E\�RWKHU�IDFWRUV��OLNH�WKH� ZLGHVSUHDG� SHUFHSWLRQ� WKH� SURILWDELOLW\� RI� WKH� RLO� EXVLQHVV� LV� D� GLUHFW� FRQVHTXHQFH� RI�RLOPHQ
V� ODFN� RI� VFUXSOHV�� RU� WKH� HTXDOO\� SRSXODU� YLHZ� WKDW� WKH� LQGXVWU\
V� UHODWLRQVKLS�ZLWK�JRYHUQPHQW� KDV� DOZD\V� EHHQ� WRR� FR]\�� %XW� SUREDEO\� WKH� JUHDWHVW� �FORXGLQJ� HIIHFW�� KDV�DULVHQ�IURP�WKH�IDFW�WKDW��HYHU�VLQFH�WKH�WLPH�RI�,GD�7DUEHOO
V�SKLOLSSLFV�DJDLQVW�WKH�6WDQGDUG�2LO�7UXVW�� WKH� LGHQWLILFDWLRQ�RI�YHUWLFDO�LQWHJUDWLRQ�LQ WKH�RLO� LQGXVWU\�ZLWK�XQEULGOHG�PDUNHW�SRZHU� KDV� EHHQ� WDNHQ� DV� D[LRPDWLF� E\� JRYHUQPHQWV�� UHJXODWRU\� DJHQFLHV��PDQ\� DFDGHPLFV�DQG�WKH�SXEOLF�DW�ODUJH����%HFDXVH�RI�WKLV��PDQ\�VWXGLHV�DERXW�WKH�ORJLF�RI�YHUWLFDO�LQWHJUDWLRQ�LQ� WKH� LQGXVWU\� KDYH� EHHQ� UDWKHU� ORQJ� RQ� HPRWLYH� IDFWRUV� DQG� VKRUW� RQ� ULJRURXV� VFLHQWLILF�DQDO\VLV��WKLV��XQVXUSULVLQJO\��KDV�EHHQ�D�PDMRU�REVWDFOH�WR�WKH�DGHTXDWH�XQGHUVWDQGLQJ�RI�WKLV�SKHQRPHQRQ���,QGHHG��ZKHQ�UHYLVLQJ�WKH�H[WDQW�OLWHUDWXUH�RQ�WKLV�VXEMHFW�LW�LV�GLIILFXOW�QRW�WR�EH� UHPLQGHG�RI�&DUO\OH
V� RSLQLRQ� DERXW� WKH� KLVWRULRJUDSK\�RI� WKH�)UHQFK�5HYROXWLRQ�� �,W� LV�XQIRUWXQDWH��WKRXJK�YHU\�QDWXUDO��WKDW�WKH�KLVWRU\�RI�WKLV�SHULRG�KDV�VR�JHQHUDOO\�EHHQ�ZULWWHQ�LQ�K\VWHULFV���([DJJHUDWLRQ�DERXQGV��H[HFUDWLRQ��ZDLOLQJ��DQG�RQ�WKH�ZKROH��GDUNQHVV���7KLV��DEXQGDQFH�RI�GDUNQHVV��KDV�DOVR�DIIHFWHG�WKH�GRZQVWUHDP�H[SDQVLRQ�RI�FUXGH�ORQJ�12&V��PDLQO\�EHFDXVH�WKH�IHZ�DXWKRUV�WKDW�KDYH�WDFNOHG�WKH�WRSLF�KDYH�VWDUWHG�IURP�WKH�TXHVWLRQDEOH�DVVXPSWLRQ� WKDW��GXH� WR�FHUWDLQ� LQWULQVLF�FKDUDFWHULVWLFV RI�SHWUROHXP�DFWLYLWLHV��VXFFHVVIXO�RLO�FRPSDQLHV�KDYH�WR�EHFRPH�YHUWLFDOO\�LQWHJUDWHG�DOPRVW�DV�D�PDWWHU�RI�FRXUVH���,Q�WKLV�FKDSWHU��ZH�ZLOO�SODFH�WKH�GRZQVWUHDP�H[SDQVLRQ�SURJUDPPHV�RI�12&V�OLNH�3'96$��.3&�RU�6DXGL�$UDPFR�ZLWKLQ� WKH�EURDG�KLVWRULFDO� FRQWH[W�RI� WKH�SUREOpPDWLTXH RI�YHUWLFDO�

�%ODLU�DQG�.DVHUPDQ�����������(QJOHU��������������+LVWRU\�RI�WKH�)UHQFK�5HYROXWLRQ��,,,��L��FK��,�



��
LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\���%\�VR�GRLQJ��ZH�WKLQN�ZH�FDQ�FODULI\�D�QXPEHU�RI�LVVXHV�ZKLFK�FDQ� FORXG� WKH� SROLWLFDO� DQG�RU� HFRQRPLF� PRWLYHV� WKDW� UHDOO\� OLH� EHKLQG� WKH� GRZQVWUHDP�H[SDQVLRQ�HIIRUWV�RI�FUXGH�ORQJ�12&V���7KHVH�LVVXHV�DUH�D�� KRZ� WKH� HFRQRPLF� DQG� SK\VLFDO� FKDUDFWHULVWLFV� RI� RLO� SURGXFWLRQ�� SURFHVVLQJ� DQG�GLVWULEXWLRQ�DW�DQ� LQWHUQDWLRQDO� OHYHO� IRVWHUHG�YHUWLFDO� LQWHJUDWLRQ�SUDFWLFHV�E\�RLO�FRPSDQLHV�GXULQJ�WKH�RLO�LQGXVWU\
V�HDUO\�\HDUV��DQG�KRZ�WKLV�VHW�WKH�FRQGLWLRQV�IRU�WKH�DSSHDUDQFH�RI�D�WLJKWO\�NQLW�JURXS�RI�FRPSDQLHV�WKDW�ZRXOG�FRPH�WR�GRPLQDWH�WKH�LQGXVWU\�RXWVLGH�WKH�86�E��KRZ�WZR�FORVHO\�UHODWHG�IDFWRUV�� WKH�QRQ�H[LVWHQFH�RI�DQ�HIILFLHQW�LQWHUQDWLRQDO�PDUNHW�IRU�RLO��RQ�WKH�RQH�KDQG��DQG�WKH�VXFFHVV�RI�WKLV�ROLJRSRO\�DW�UHVWULFWLQJ�FRPSHWLWLRQ�DW�ERWK WKH�GRZQVWUHDP� DQG� XSVWUHDP� HQGV� RI� WKH� RLO� EXVLQHVV�� RQ� WKH� RWKHU� � JUDGXDOO\� OHG� WR� WKH�LQWHJUDWHG�PRGH�RI�RSHUDWLRQ�EHLQJ� WDNHQ�DV��E\�GHILQLWLRQ��DWWUDFWLYH�IRU�DOO RLO�FRPSDQLHV��UHJDUGOHVV� RI� PDUNHW� FLUFXPVWDQFHV� �HYHQ� WKRXJK� WKH� 86� RLO� LQGXVWU\� VKRZHG� WKDW�� LQ� WKH�SUHVHQFH�RI�D�UHDVRQDEO\�OLTXLG�PDUNHW�IRU�RLO��LQGHSHQGHQW�SURGXFHUV��UHILQHUV�DQG�LQWHJUDWHG�FRPSDQLHV�FRXOG�FR�H[LVW�DQG�HQMR\�EURDGO\�VLPLODU�UDWHV�RI�UHWXUQ�RQ�WKHLU�DFWLYLWLHV��F�� KRZ� WKH� DSSHDUDQFH� RI� DQ� HIILFLHQW� JOREDO� RLO� PDUNHW� KDV� JUDGXDOO\� HURGHG� WKH� FRVW�HIIHFWLYHQHVV� RI� WKH� LQWHJUDWHG�PRGH� RI� RSHUDWLRQ� DQG�PDGH� WKH� UHVWULFWLRQ� RI� FRPSHWLWLRQ�PRUH�GLIILFXOW�H��KRZ�WKH�UHFHQW�HYROXWLRQ�RI�ZRUOG�FDSLWDO�PDUNHWV�KDV�LQIOXHQFHG�WKH�DSSURDFK�WR�YHUWLFDO�LQWHJUDWLRQ�RI�WKRVH�RLO�FRPSDQLHV�ZKRVH�VKDUHV�DUH�WUDGHG�LQ�PDMRU�VWRFN�H[FKDQJHV�:H� LQWHQG� WR� VKRZ� WKDW� WKH� �FRPPRGLWLVDWLRQ� RI� RLO�� KDV� WR� D� YHU\� ODUJH� H[WHQW�GLVVLSDWHG�WKH�DGYDQWDJHV�ZKLFK�PXOWLQDWLRQDO�RLO�FRPSDQLHV�URXWLQHO\�UHDSHG�EHIRUH������E\�YLUWXH�RI�WKHLU�EHLQJ�LQWHJUDWHG�IURP�ZHOOKHDG�WR�SHWURO�SXPS��EHFDXVH�WKH�H[LVWHQFH�RI�OLTXLG�PDUNHWV�IRU�PRVW�FUXGH�RLOV��UHILQHG�SURGXFWV�DQG�ILQDQFLDO�RLO�GHULYDWLYHV�JLYHV�WKRVH�ILUPV�ZKLFK�SDUWLFLSDWH�LQ�RQO\�RQH�VHJPHQW�RI�WKH�LQGXVWU\�DQ�DFFHVV�WR�VXSSOLHV��ILQDO�PDUNHWV�DQG�ULVN�PDQDJHPHQW�RSWLRQV�ZKLFK� LV�FRPSDUDEOH� WR� WKDW�HQMR\HG�E\� LQWHJUDWHG�RLO�FRPSDQLHV���,Q�DGGLWLRQ��ZH�ZLOO�LQGLFDWH�KRZ�WKH�HYROXWLRQ�RI�WKH�PDMRU�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�KDV�WUDQVIRUPHG�ERWK� WKH�FRPSRVLWLRQ�DQG� WKH�UXOHV�RI� WKH�PDUNHW� IRU�FRUSRUDWH�FRQWURO�DQG��E\�H[WHQVLRQ�� KDV� IXUWKHU� GLPLQLVKHG� WKH� DWWUDFWLRQ� RI� YHUWLFDO� LQWHJUDWLRQ� IRU� WKRVH� FRPSDQLHV�ZKRVH� VKDUHV� DUH� SXEOLFO\� WUDGHG�� � :H� ZLOO� DOVR� DUJXH� WKDW� WKH� EHQHILWV� ZKLFK� YHUWLFDO�LQWHJUDWLRQ� FDQ� EULQJ� WR� RLO� FRPSDQLHV� �12&V� LQFOXGHG�� DUH� QRZ� IDU� PRUH� HOXVLYH� DQG�FRPSDQ\�VSHFLILF�WKDQ�WKH\�XVHG�WR�EH�DQG�WKDW��DV�D�UHVXOW�RI�WKLV��JHQHUDO�MXVWLILFDWLRQV�IRU�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\�KDYH�EHFRPH�LQFUHDVLQJO\�GLIILFXOW�ERWK�WR�ILQG�DQG�WR�GHIHQG�7KH� ODVW� VHFWLRQ�RI� WKLV�FKDSWHU�ZLOO�EH�GHGLFDWHG� WR�H[DPLQLQJ� WKH�SRVWXODWHV�RI�DQ�LQIOXHQWLDO�VFKRRO�RI�WKRXJKW�ZKLFK�LQVLVWV�WKDW�YHUWLFDO�LQWHJUDWLRQ�VWLOO�KDV�D�YLWDO�UROH�WR�SOD\�LQ�WKH�RLO�LQGXVWU\��DOOHJHGO\�EHFDXVH�LW RIIHUV�WKH�RQO\�PHDQV�WKURXJK�ZKLFK�WKH�YRODWLOLW\�WKDW�
�$�WHUP�FRLQHG�E\�9HUOHJHU��������WR�GHVFULEH�WKH�SURFHVV�ZKHUHE\�RLO�KDV�LQFUHDVLQJO\�EHFRPH��MXVW�DQRWKHU�FRPPRGLW\��



��
KDV�SODJXHG�WKH�RLO�PDUNHW�VLQFH�WKH�HDUO\�����V�FDQ�EH�UHGXFHG�DQG��HYHQWXDOO\��HOLPLQDWHG���7KLV� VFKRRO� VHHV� WKH�GRZQVWUHDP�H[SDQVLRQ�HIIRUWV�RI�FUXGH�ORQJ�12&V�DV��SRWHQWLDOO\�� WKH�ILUVW� VWHS� LQ� D SURFHVV� RI� UH�LQWHJUDWLRQ� WKDQNV� WR�ZKLFK� WKH� LQWHUQDWLRQDO� RLO� LQGXVWU\� DV� D�ZKROH FRXOG� JUDGXDOO\� UHFRYHU� WKH� VWDELOLW\� LW� ORVW� DIWHU� WKH�JUHDW�RLO� QDWLRQDOLVDWLRQV�RI� WKH�����V���3'96$�KDV�WDNHQ�DGYDQWDJH�RI�WKH�ZLGHVSUHDG�DSSHDO�RI�WKLV�LGHD�WR�GHIHQG LWV�DYLG�DQG� VLQJOH�PLQGHG� SXUVXLW� RI� GRZQVWUHDP� H[SDQVLRQ� LQ� ODUJH� RLO� FRQVXPLQJ� FHQWUHV���([HFXWLYHV�LQ�WKH�9HQH]XHODQ�12&�DUH�ZRQW�WR�UHPLQG�GHWUDFWRUV�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� WKDW� �WKH� LQWHUQDWLRQDO�SHWUROHXP� LQGXVWU\�KDV�DOZD\V�EHHQ�FKDUDFWHULVHG�E\� WKH�IDFW�WKDW�LW�LV�YHUWLFDOO\�LQWHJUDWHG�������>DQG��WKHUHIRUH�@�DQ\ RLO�FRPSDQ\�WKDW�H[SHFWV�WR�VWD\�LQ�WKH�EXVLQHVV�LQ�WKH�PHGLXP�DQG�ORQJ�WHUP��OLNH�3HWUyOHRV�GH�9HQH]XHOD��ZLOO�KDYH�WR�VHHN�DQ�RSWLPDO� OHYHO� RI� YHUWLFDO� LQWHJUDWLRQ��� ,Q RWKHU� ZRUGV�� 3'96$� KDV� WULHG� WR� SUHVHQW� LWV�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� DV� EHLQJ� QRWKLQJ� PRUH� WKDQ� WKH� ORFDO� PDQLIHVWDWLRQ� RI� D�ZRUOGZLGH�HIIRUW�XQGHUWDNHQ�E\�12&V�WKDW�FRQWURO�DERXW����SHU�FHQW�RI�WKH�ZRUOG
V�SURYHQ�RLO�UHVHUYHV� �6DXGL� $UDPFR�� $'12&�� .3&�� /12&�� 3(0(;� DQG� LWVHOI�� WR� UHLQVWDWH� FHUWDLQ�LQVWLWXWLRQDO� VWUXFWXUHV�ZKRVH� YDOLGLW\�ZDV� SURYHQ� EH\RQG� DQ\� GRXEW� E\� WKH� 6HYHQ� 6LVWHUV���:H�VKDOO�DUJXH��KRZHYHU��WKDW�WKH�FRQFOXVLRQV�GUDZQ�E\�WKH�SURSRQHQWV�RI�WKH�WKHRU\�RI�WKH��UHLQWHJUDWLRQ� RI� WKH� RLO� LQGXVWU\�� DUH� QRW� VXSSRUWHG� E\� IDFWV� DQG� WKDW�� WKHUHIRUH�� 3'96$
V�FRQWHQWLRQ� LQ� WKH� VHQVH� WKDW� LWV� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� EHHQ�PRWLYDWHG� E\� WKH�LUUHVLVWLEOH�DSSHDO�RI�DQ� LQGXVWU\�ZLGH� WUHQG� WRZDUGV�UH�LQWHJUDWHG�RSHUDWLRQV�VLPSO\�FDQQRW�EH�DFFHSWHG������9HUWLFDO�,QWHJUDWLRQ�LQ�WKH�2LO�,QGXVWU\��6RPH�,QWURGXFWRU\�5HPDUNV:H� VKDOO� EHJLQ� RXU� GLVTXLVLWLRQ� RQ� WKH� SUREOpPDWLTXH RI� �YHUWLFDO� LQWHJUDWLRQ� LQ� WKH� RLO�LQGXVWU\��E\�VWDWLQJ�D�FRXSOH�RI�SURSRVLWLRQV�D��WKH�LQGXVWULDO�FKDLQ�RI�RLO�LV�HVVHQWLDOO\�FRPSRVHG�RI�VL[�NH\�VXFFHVVLYH�VWDJHV��H[SORUDWLRQ�DQG� SURGXFWLRQ�� FUXGH� RLO� WUDQVSRUWDWLRQ�� UHILQLQJ�� UHILQHG� SURGXFW� WUDQVSRUWDWLRQ�� UHILQHG�SURGXFW� ZKROHVDOLQJ� DQG� UHILQHG� SURGXFW� UHWDLOLQJ��� DV� ZHOO� DV� D� ODUJH� QXPEHU� RI� UHODWHG�DQFLOODU\�DFWLYLWLHV�E��DQ�RLO�FRPSDQ\�FDQ�EH�VDLG�WR�EH�YHUWLFDOO\�LQWHJUDWHG�LI�LW�RZQV DVVHWV�LQ�PRUH�WKDQ�RQH�RI�WKHVH�SULPDU\�VHJPHQWV��KRZHYHU��EHFDXVH�RI�WKH�SULPRUGLDO�UROH�ZKLFK�WKH�(	3�DQG�UHILQLQJ�DFWLYLWLHV�RFFXS\�LQ�WKH�LQGXVWULDO�FKDLQ�RI�RLO��RQO\�WKRVH�FRPSDQLHV�ZKRVH�RSHUDWLRQV�VSDQ�WKHVH�WZR�VWDJHV�DUH�JHQHUDOO\�FRQVLGHUHG�WR�EH�ZHOO�DQG�WUXO\��LQWHJUDWHG���
�&(3(7��RS��FLW����������LWDOLFV�RXUV��:H�DJUHH�ZLWK�6NHHW�WKDW��WR�LQWHJUDWH�������VLPSO\�DV�D�UHVSRQVH�WR�D�VORJDQ�ZRXOG�FOHDUO\�EH�LGLRWLF�DQG�WR�VXJJHVW�WKDW�DQ\�SURGXFHU�FRQVLGHUHG�GRLQJ�VR�ZRXOG�EH�DQ�LQVXOW�������������7KLV�ELDV�UHIOHFWV�D�SHUFHSWLRQ�WKDW�FRQVLGHUV�WKDW��IRUZDUG�LQWHJUDWLRQ�LQWR�PDUNHWLQJ�FDQ�EH�DFKLHYHG�PXFK� PRUH� HDVLO\� DQG� FKDQJHV� WKH� VWUXFWXUH� RI� WKH� ILUP� PXFK� OHVV� WKDQ� EDFNZDUG� LQWHJUDWLRQ� LQWR�SURGXFWLRQ�������>ZKLFK@�DVVXUHV�FRQWURO�RYHU�D�VFDUFH�QDWXUDO�UHVRXUFH���/LFKWEODX�������������
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,W� LV� QR� H[DJJHUDWLRQ� WR� VD\� WKDW� WKHVH� SURSRVLWLRQV� DUH� UHJDUGHG� DV� VHOI�HYLGHQW� E\� PRVW�RLOPHQ� DQG� OD\� SHUVRQV�� PRUHRYHU�� WKH\� DUH� DW� WKH� FRUH� RI� WKH� WH[WV� ZKLFK� FRQVWLWXWH� WKH�SDWURORJLFDO� FRUSXV RI� WKH� LQGXVWULDO� HFRQRPLFV� RI� RLO�� 7KHLU� D[LRPDWLF� FKDUDFWHU� PDNHV�WKHP�WKH�REYLRXV�SRLQW�RI�UHIHUHQFH�IRU�D�VWXG\�RI�YHUWLFDO�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\��QRW�OHDVW�EHFDXVH�DQ\�DWWHPSW�WR�FKDOOHQJH�WKHP�ZLOO�SUREDEO\�FDXVH�PRUH�FRQIXVLRQ�WKDQ�LW�ZLOO�GLVSHO���7KXV��SXUHO\�IRU�WKH�VDNH�RI�FRQYHQLHQFH��WKURXJKRXW�WKLV�ZRUN�ZH�VKDOO�DFFHSW�WKDW�WKH�RLO�LQGXVWU\�LV�LQGHHG�GLYLGHG�LQWR�WKH�DIRUHPHQWLRQHG�VL[�VWDJHV��DQG�ZH�VKDOO�UHIHU�WR�RLO�FRPSDQLHV WKDW�RZQ�DVVHWV�LQ�DW�OHDVW�WZR�RI�WKHVH�VWDJHV��EXW�SUHIHUDEO\�(	3�DQG�UHILQLQJ��DV�LQWHJUDWHG� FRPSDQLHV�� � +RZHYHU�� RXU� DFFHSWDQFH� RI� WKHVH� SURSRVLWLRQV� LV� QRW� ZLWKRXW�UHVHUYDWLRQV�� DQG� LQ� WKH� IROORZLQJ� SDUDJUDSKV� ZH� VKDOO� EULHIO\� VWDWH� ZK\�� � $OWKRXJK� WKLV�GLVFXVVLRQ�PLJKW� VHHP�UHGXQGDQW�� LWV�XVHIXOQHVV� LQ� WHUPV�RI� WKH�FODULW\�RI�H[SRVLWLRQ�RI� WKH�VWXG\�ZLOO�EHFRPH�DSSDUHQW�WR�WKH�UHDGHU�ODWHU�RQ�7KH�UHDVRQV�ZK\�ZH�WKLQN�WKH�RUWKRGR[�YLHZ�UHJDUGLQJ�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\��DV�HPERGLHG�LQ�WKHVH�WZR�SURSRVLWLRQV��LV�LQVXIILFLHQWO\�ULJRURXV�DUH�DV�IROORZV�D�,W�HVWDEOLVKHV�DQ�H[FHVVLYHO\�DUELWUDU\�GLYLVLRQ�EHWZHHQ�YHUWLFDOO\�UHODWHG�DFWLYLWLHV� WKHUH�LV�QR�UHDO�GLVDJUHHPHQW�UHJDUGLQJ�WKH�HVVHQFH�RI�YHUWLFDO�LQWHJUDWLRQ��WR�ZLW��WKH�VXSHUVHVVLRQ�RI�WKH�PDUNHW�PHFKDQLVP�DV�D�PHDQV� WR�JDUQHU� LQIRUPDWLRQ�DERXW� WKH�GHPDQG�DQG�VXSSO\�RI�D�JRRG� DQG� WR� DOORFDWH� UHVRXUFHV� EHWZHHQ� VXEVHTXHQW� �L�H�� YHUWLFDOO\� UHODWHG�� VWDJHV� RI�SURGXFWLRQ�RI�WKLV�JRRG���+RZHYHU��RQH�FDQQRW�FRQVWUXFW�D�SUDFWLFDO�GHILQLWLRQ�RI�D YHUWLFDOO\�LQWHJUDWHG� ILUP�EDVHG� VROHO\�RQ� WKLV� DQWLWKHWLFDO�RSSRVLWLRQ�RI��PDUNHWV�YHUVXV�KLHUDUFKLHV����$V�&RDVH�ILUVW�VKRZHG���WKH�UHDVRQ�ZK\�ILUPV�H[LVW�DW�DOO�LV�WKDW��IRU�FHUWDLQ�DFWLYLWLHV��WKH�XVH�RI� WKH�PDUNHW�PHFKDQLVP� HQWDLOV� YHU\� KLJK� WUDQVDFWLRQ� FRVWV�� LQ� RWKHU�ZRUGV�� DOO� ILUPV� DUH�LQVWLWXWLRQDO�DUUDQJHPHQWV�ZKHUH��WKH�FRQWLQXRXV�SULFLQJ�RI�>DW�OHDVW�VRPH@�RXWSXWV�KDV�EHHQ�VXVSHQGHG� DQG� >DW� OHDVW� VRPH@� LQSXWV� DUH�PDQDJHG E\� >D@� FHQWUDO� DJHQW���� 6LQFH�DOO� ILUPV�LQWHUQDOLVH�DW�OHDVW�VRPH�RI�WKHLU�WUDQVDFWLRQV��DOO�ILUPV�FDQ�EH�VDLG�WR�EH�YHUWLFDOO\�LQWHJUDWHG�WR� VRPH� GHJUHH�� � (SLVWHPRORJLFDOO\� VSHDNLQJ�� WKHQ�� WKH� FULWHULRQ� RI� �LQWHUQDOLVDWLRQ� RI�WUDQVDFWLRQV�� LV� XQDFFHSWDEOH� DV� D� EDVLV� IRU� IUDPLQJ� D� GHILQLWLRQ� RI� WKH� SUDFWLFH� RI� YHUWLFDO�LQWHJUDWLRQ�7KH� UHDVRQ� EHKLQG� WKH� DPELJXLW\� RI� LQWHJUDWLRQ� LV� WKDW� WKHUH� LV� QR� XQGLVSXWHG�GHILQLWLRQ�RI�D��WUDQVDFWLRQ����'RHV�WKLV�WHUP�PHUHO\�GHVLJQDWH�DQ��H[FKDQJH�ZKLFK�UHTXLUH>V@�QR� QHJRWLDWLRQV� RU� JRYHUQDQFH� RI� D� FRQWLQXLQJ� UHODWLRQVKLS�"�� 1R�� EHFDXVH� DV &RPPRQV�SRLQWHG� RXW�� ZKLOH� WKHUH� DUH� DFWXDO� WUDQVDFWLRQV� EHWZHHQ� WKRVH� ZKR� DFWXDOO\� H[FKDQJH�SURGXFWV�� WKHUH� DOVR� DUH� � �SRWHQWLDO� WUDQVDFWLRQV��� ZKLFK�PD\� RU�PD\� QRW RFFXU�� VLQFH� WKH�SDUWLHV�DUH�RQ�WKH�PDUNHW�DQG�UHDG\�WR�H[FKDQJH�EXW�GR�QRW��IRU�ZKDWHYHU UHDVRQ���:LOOLDPVRQ�
�)UDQNHO��������+DUWVKRUQ��������)UDQN��������3HQURVH��������$GHOPDQ��������&RDVH���������(JJHUWVVRQ�������������3HUU\������������
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JHWV�DURXQG�WKLV�SUREOHP�E\�VD\LQJ�WKDW��D�WUDQVDFWLRQ�PD\�EH�VDLG�WR�RFFXU�ZKHQ�D�JRRG�RU�VHUYLFH� LV� WUDQVIHUUHG� >HLWKHU� E\� PDUNHW� H[FKDQJH� RU� E\� DQ� LQWHUQDO� WUDQVIHU@� DFURVV� D�WHFKQRORJLFDOO\� VHSDUDEOH� LQWHUIDFH�� � 2QH� VWDJH� RI� SURFHVVLQJ� RU� DVVHPEOLQJ� DFWLYLW\�WHUPLQDWHV� DQG� DQRWKHU� EHJLQV���� %XW� WKLV� GHILQLWLRQ� EHJV� WKH� TXHVWLRQ� RI� MXVW� ZKDW�FRQVWLWXWHV� D� WHFKQRORJLFDOO\� VHSDUDEOH� LQWHUIDFH�� � &RQVLGHU� WKH� FDVH� RI� WKH� SDVVDJH� RI� D�SURGXFW� WKURXJK� DQ� DVVHPEO\� OLQH�� RQH� FRXOG� DUJXH� WKDW� HDFK� RQH� RI� WKH� VWDJHV� LQ� WKH� OLQH�TXDOLILHV� DV� D� WUDQVDFWLRQ�� � 'RHV� WKLV� PHDQ� WKH� FRPSDQ\� WKDW� RZQV� WKH� DVVHPEO\� OLQH� LV�LQWHUQDOLVLQJ�PDQ\� WUDQVDFWLRQV�DQG�� WKHUHIRUH��FDQ�EH�VDLG� WR�EH�YHUWLFDOO\� LQWHJUDWHG"� �7KH�DQVZHU� LV��\HV��EXW�RQO\�XQGHU�FHUWDLQ PDUNHW�FRQGLWLRQV �LQ� WKLV�FDVH��D�QHRFODVVLFDO�ZRUOG�ZLWK� SHUIHFW� LQIRUPDWLRQ� DQG� QR� IULFWLRQ�� XQGHU� DOO� RWKHU� FRQGLWLRQV�� KRZHYHU�� WKH� DQVZHU�ZRXOG�KDYH� WR�EH�QR��EHFDXVH�WKH�FRPSDQ\�ZRXOG�KDYH�QR�DOWHUQDWLYH�WR�LQWHUQDOLVLQJ�WKHVH�VR�FDOOHG� WUDQVDFWLRQV����� �&OHDUO\�� WKHQ�� LW� LV�QRW� UHDOO\�SRVVLEOH� WR�GLYLGH�DQ\� LQGXVWU\� LQWR�GLVFUHWH�VWDJHV��EHFDXVH�WKH�VSHFWUXP�RI�DFWLYLWLHV�WKDW�KDYH�D�UHDVRQDEOH�SUREDELOLW\�RI�EHLQJ�SHUIRUPHG�RQ�DQ�LQGHSHQGHQW�EDVLV��WKDW�LV��QRW�XQGHU�WKH�DHJLV�RI�D�VLQJOH�FRPSDQ\��FKDQJHV�FRQVWDQWO\�� LQ� UHVSRQVH� WR� WKH� UDQGRP� HYROXWLRQ� RI� PDUNHWV�� � ,W� LV� HTXDOO\� LQDGYLVDEOH� WR�DUUDQJH� DOO� WKHVH� DFWLYLWLHV� LQ� D� KLHUDUFKLFDO� IDVKLRQ� VHW� LQ� VWRQH� EHFDXVH�� XQGHU� FHUWDLQ�FLUFXPVWDQFHV�� D� FRPSDQ\� PD\� ILQG� WKDW� LW� FDQQRW� HQWUXVW� D� YLWDO� �VHFRQGDU\�� DFWLYLW\� WR�DQ\ERG\�HOVH��ZKHUHDV�VXFK�GHOHJDWLRQ�LV�SHUIHFWO\�IHDVLEOH�ZLWK�D��SULPDU\��DFWLYLW\���7R�VXP�XS�� WKH�PHDQLQJ�RI� LQWHJUDWLRQ� LV� FRQWLQJHQW�XSRQ�PDUNHW� FLUFXPVWDQFHV�� DV� WKH�ERXQGDULHV�EHWZHHQ�WKH�YHUWLFDOO\�UHODWHG�DFWLYLWLHV�GLUHFWO\�LQYROYHG�LQ��VD\��WKH�SURGXFWLRQ��SURFHVVLQJ�DQG�GLVWULEXWLRQ�RI�RLO�DQG�LWV�SURGXFWV��DUH�EOXUUHG�DQG�FKDQJH�DOO�WKH�WLPH�E�,W� HVWDEOLVKHV� DQ� XQGXO\� UHVWULFWLYH� YLHZ� RI� WKH� GHJUHH� RI� UHOLDQFH� RQ� WKH� PDUNHW� WKDW�LQWHJUDWHG�FRPSDQLHV�KDYH��DQG�D�PLVOHDGLQJ�FRQIXVLRQ�EHWZHHQ�WKH��FRQWURO��RI�DQ�DVVHW�DQG�WKH� �RZQHUVKLS�� RI� WKLV� DVVHW� $FFRUGLQJ� WR� 3HUU\�� D� ILUP� FDQ� EH� VDLG� WR� EH� YHUWLFDOO\�LQWHJUDWHG�LI�LWV�DFWLYLWLHV�HQFRPSDVV�DW�OHDVW�WZR�VLQJOH�SURGXFWLRQ�SURFHVVHV�LQ�ZKLFK�HLWKHU������WKH�HQWLUH RXWSXW�RI�WKH��XSVWUHDP��SURFHVV�LV�HPSOR\HG�DV�SDUW�RU�DOO WKH�TXDQWLW\�RI�RQH�LQWHUPHGLDWH� LQSXW� LQWR� WKH� �GRZQVWUHDP�� SURFHVV�� RU� ���� WKH� HQWLUH TXDQWLW\� RI� RQH�LQWHUPHGLDWH�LQSXW�LQWR�WKH��GRZQVWUHDP��SURFHVV�LV�REWDLQHG�IURP�SDUW�RU�DOO RI�WKH�RXWSXW�RI�WKH��XSVWUHDP��SURFHVV��� �7UDQVODWHG�LQWR�RLO� WHUPV��VXFK�D�GHILQLWLRQ�ZRXOG�PHDQ�WKDW�RQO\�WKRVH�FRPSDQLHV�WKDW�UHILQH�DOO WKHLU�RLO�DQG�WKHLU�RLO�RQO\ FRXOG�EH�FRQVLGHUHG�WR�EH�LQWHJUDWHG��DOO�RWKHUV�ZRXOG�EH��EHVW�GHVFULEHG���� ��>DV@�SDUWLDOO\�LQWHJUDWHG���DV�3HUU\�ZRXOG�KDYH�LW����6LQFH�QR�RLO� FRPSDQ\�FDQ� ILQH� WXQH� LWV� V\VWHP� WR� VXFK�SHUIHFWLRQ� WKDW� LW� FDQ�GLVSHQVH�ZLWK�WKLUG� SDUW\� VDOHV� RU� SXUFKDVHV�� WKLV� FRQGLWLRQ� LV� UHVWULFWLYH� WR� WKH� SRLQW� RI� H[FHVV��
��4XRWHG�LQ�.D\��������������$V� GH� &KD]HDX� DQG� .DKQ� ������� ���� VDLG� DSURSRV RI� RLO�� �LI� RSHUDWLRQ� LQ� UHILQLQJ� DORQH� LV�HFRQRPLFDOO\�LQFRQFHLYDEOH��LW�EHFRPHV�PHDQLQJOHVV�WR�FKDUDFWHULVH�DV�LQWHJUDWHG�WKH�UHILQHU�ZKR�GRHV�WKH LUUHGXFLEOH�PLQLPXP�RI�WUDQVSRUWLQJ�DQG�VHOOLQJ����3HUU\��RS��FLW��������LWDOLFV�LQ�WKH�RULJLQDO�
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XQVXUSULVLQJO\��QRERG\�LQ�WKH�LQGXVWU\�WDNHV�LW�DW�IDFH�YDOXH��,WV�VSLULW��WKRXJK��SHUPHDWHV�WKH�LQGXVWU\
V�FRQYHQWLRQDO�ZLVGRP�YLHZ�RI�LQWHJUDWLRQ��ZKLFK�UHVHUYHV�WKH�WHUP��LQWHJUDWHG��IRU�WKRVH� FRPSDQLHV� WKDW� KDYH� DFFHVV� WR� ODUJH� YROXPHV� RI HTXLW\ FUXGH� WR� UXQ� WKURXJK� WKHLU�UHILQHULHV�� � 7KLV� YLHZ� LV� WRR� VLPSOLVWLF�� DIWHU� DOO�� DV� 0F/HDQ� DQG� +DLJK� SRLQW� RXW�� �LI� D�FRPSDQ\� HQJDJHG� LQ� PDUNHWLQJ� RU� SURGXFLQJ� HQWHUV� LQWR� D� SURFHVVLQJ� DJUHHPHQW� ZLWK� D�UHILQLQJ�FRPSDQ\� �� �� �� LQWHJUDWLRQ� LV�DFKLHYHG�EXW�RI�D�IDU� ORZHU�RUGHU�RI� LQWHQVLW\� WKDQ� LI�D�FRPSDQ\� ZHUH� WR RZQ� RU� RSHUDWH� WKH� UHILQLQJ� IDFLOLWLHV� LWVHOI���� *URVVPDQ� DQG� +DUW
V�IRUPXODWLRQ�RI�YHUWLFDO�LQWHJUDWLRQ�DV��WKH�SXUFKDVH�RI�WKH�DVVHWV�RI�D�VXSSOLHU��RU�D�SXUFKDVHU��IRU�WKH�SXUSRVHV�RI�DFTXLULQJ�WKH�UHVLGXDO�ULJKWV�RI�FRQWURO��LV�PRUH�XVHIXO�DSSURDFK�WR�WKHVH�OHVV� LQWHQVH� IRUPV� RI� LQWHJUDWLRQ�� EXW� LW� VWLOO� KDV� RQH� LPSRUWDQW� VKRUWFRPLQJ�� QDPHO\�� LW� LV�EDVHG�RQ�WKH�HTXLYDOHQFH�RI�RZQHUVKLS�DQG�FRQWURO��� 7KH�SUREOHP�ZLWK�GHILQLQJ�LQWHJUDWLRQ�LQ�WHUPV�RI�RZQHUVKLS�LV�WKDW�LW��GUDZV�DQ�XQUHDOLVWLFDOO\�VKDUS OLQH�WKURXJK�ZKDW�LV�UHDOO\�D�FRQWLQXXP�� � (YHQ� FRQWUDFWV� RI� VXSSO\�� IUHHO\� QHJRWLDWHG� EHWZHHQ� GLVWLQFW� DQG� LQGHSHQGHQW�EXVLQHVV� HQWLWLHV� VR� IDU� DV� IRUPDO� DSSHDUDQFHV� JR��PD\� LQ� IDFW� UHIOHFW� DQG� FRQYH\� D� FORVH�FRQWURO�E\�RQH�SDUW�RYHU�WKH�RWKHU���� ,Q�RWKHU�ZRUGV��WKH�IDFW�WKDW�D�ILUP�GRHV�QRW�RZQ�DVVHWV�LQ�WZR�DGMDFHQW�VHJPHQWV�GRHV�QRW�PHDQ�WKDW�LW�ZLOO�UHO\�HQWLUHO\�RQ�SXUH�DXFWLRQ�PDUNHWV�WR�SURFXUH�IHHGVWRFNV�RU�VHOO�SURGXFWV��EHFDXVH�WKHUH�H[LVW�D�KRVW�RI�DUUDQJHPHQWV�WKURXJK�ZKLFK�LW� FDQ� DFKLHYH� DQ� HIIHFWLYH� GHJUHH� RI� FRQWURO� RYHU� RWKHUV� E\� WDNLQJ� RYHU� VSHFLILF� UHVLGXDO�ULJKWV� IURP� WKHP��� $QG� FODVVLI\LQJ� VXFK� DUUDQJHPHQWV� DV� YHUWLFDO� FRQWURO� DQG� TXDVL�LQWHJUDWLRQ� PHFKDQLVPV� LQ� RUGHU� WR� GLVWLQJXLVK� WKHP� IURP� �WUXH�� LQWHJUDWLRQ� �ZKLFK�SUHVXSSRVHV�RZQHUVKLS��PLVVHV�WKH�SRLQW�HQWLUHO\�EHFDXVH��DV�GH�&KD]HDX�DQG�.DKQ�REVHUYH��ZKDW�UHDOO\�PDWWHUV�LV��ZKR�FRQWUROV�ZKRP�DQG�WR�ZKDW�H[WHQW�������>DQG�WKLV@�GHSHQGV�RQ�WKH�UHODWLYH�IUHHGRP�RI�FKRLFH�DQG�EDUJDLQLQJ�SRZHU�RI�WKH�RSSRVLQJ�SDUWV��VRPHWKLQJ�GLIILFXOW WR�PHDVXUH� EXW� LPSRVVLEOH� WR� LJQRUH���� ,Q� DQ\� FDVH�� WKRVH� FRPSDQLHV� WKDW� RZQ� D� VHULHV� RI�YHUWLFDOO\�UHODWHG�DVVHWV�DUH�QRW�QHFHVVDULO\�LQWHJUDWHG�LQ�WKH�VHQVH�WKDW�WKH\�GR�QRW�UHO\�RQ�WKH�PDUNHW��EHFDXVH�WKH\�PLJKW�YHU\�ZHOO�DUUDQJH�WUDQVIHUV�EHWZHHQ�GLYLVLRQV�DFFRUGLQJ�WR�RSHQ�PDUNHW�SULFHV���
��0F/HDQ�DQG�+DLJK�������������*URVVPDQ� DQG� +DUW�� ������ ����� 7KHVH� DXWKRUV� FRQVLGHU� WKDW� RZQHUVKLS� LV� �WKH� SRZHU� WR� H[HUFLVH�FRQWURO��LELG����������'H�&KD]HDX DQG�.DKQ��RS��FLW��������5LFKDUGVRQ�������������'H�&KD]HDX�DQG�.DKQ��LELG���$V�5RHEHU�����������VD\V��LI�D�SURGXFHU�RI�FUXGH�LV�IUHH�WR�GHFLGH�ZKHWKHU�WR�VHOO�KLV�FUXGH�LQWR�KLV�GRZQVWUHDP�UHILQHULHV�RU�VHOO�LW�LQWR�WKH�PDUNHW��LV�KH�LQWHJUDWHG�WR�KLV�GRZQVWUHDP"��:KHQ�D�UHILQHU�LV�DEOH�WR�FKRRVH�EHWZHHQ�UXQQLQJ�KLV�RZQ�V\VWHP
V�FUXGH��VHOOLQJ�LW�RQ��RU�EX\LQJ�RWKHU�FUXGH�LQ��FDQ�KH�EH�VDLG� WR� EH� LQWHJUDWHG� WR� KLV� XSVWUHDP"�� � 3HUU\� �RS�� FLW��� ����� DFNQRZOHGJHV� WKDW� LI� �WKH� XSVWUHDP�VXEVLGLDU\� VROG� DOO LWV� RXWSXW� WR� RWKHU� EX\HUV�� DQG� WKH� GRZQVWUHDP� VXEVLGLDU\� SXUFKDVHG�DOO LWV�LQWHUPHGLDWH� RXWSXW� IURP� RWKHU� VXSSOLHUV� �� �� �� ZH� ZRXOG� QRW� GHVFULEH� WKLV� ILUP� DV� EHLQJ� YHUWLFDOO\�LQWHJUDWHG�� HYHQ� LI� VRPH� RI� WKH� LQSXW� VROG� E\� WKH� XSVWUHDP� VXEVLGLDU\� ZDV� HYHQWXDOO\�UHVROG� WR� WKH�GRZQVWUHDP�VXEVLGLDU\����
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$VVHW�RZQHUVKLS��WKHQ��FDQQRW�EH�XVHG�DV�D�\DUGVWLFN�WR�DVFHUWDLQ�ZKHWKHU�D�JLYHQ�RLO�ILUP�LV�PRUH�LQWHJUDWHG�WR�LWV�GRZQVWUHDP�WKDQ�DQRWKHU�RQH��VLQFH�WKHUH�DUH�PDQ\�FRPPHUFLDO�PHFKDQLVPV�� ORQJ�WHUP�FRQWUDFWV��IUDQFKLVLQJ�RU�WROOLQJ�DJUHHPHQWV��WHFKQRORJ\�OLFHQVHV��HWF��� ZLWK�ZKLFK�D�FRPSDQ\�FDQ�DFKLHYH�VRPH�RI�WKH�HIIHFWV�RI�D�YHUWLFDO�LQWHJUDWLRQ�SURJUDPPH��DW�D�PXFK�ORZHU�FDSLWDO�FRVW�DQG�ZLWK�D�JUHDWHU�GHJUHH�RI�IOH[LELOLW\���,Q�IDFW��WKH�WUXH�KDOOPDUN�RI� WKH� LQWHJUDWHG� FRPSDQ\� LV� WKDW� LW� SRVVHVVHV� D� �QHUYH� FHQWUH��ZKLFK� KDV� WKH� DXWKRULW\� WR�FRRUGLQDWH�GLVSDUDWH�YHUWLFDOO\�UHODWHG�DFWLYLWLHV��DQG�SD\V�SDUWLFXODU�DWWHQWLRQ�WR�WKH�SULFHV�DW�ZKLFK�WKH�ILUP
V�LQWHUQDO�VXSSO\�DQG�GHPDQG�FXUYHV�LQWHUVHFW��HYHQ�ZKHQ LQ�WKH�SUHVHQFH�RI�VLJQDOV� IURP� DQ� RSHQ� PDUNHW��� 7KH� H[WHQW� WR� ZKLFK� WKLV� FHQWUDO� FRRUGLQDWLQJ� ERG\�GHOLEHUDWHO\�FKRRVHV�WR�LJQRUH�RU�RYHUULGH�PDUNHW�VLJQDOV��ZKDWHYHU�WKHLU�LQWHQVLW\�PLJKW�EH���WKHQ��LV�WKH�WUXH�LQGLFDWRU�RI�D�JLYHQ�FRPSDQ\
V�GHJUHH�RI� LQWHJUDWLRQ���,Q�VXEVHTXHQW�FKDSWHUV�ZH�VKDOO�GLVFXVV��ILUVWO\��ZKHWKHU�3'96$�LV�LQGHHG�D�KLJKO\�LQWHJUDWHG�RLO�ILUP�DFFRUGLQJ�WR�WKLV� FULWHULRQ� DQG� VHFRQGO\�� ZKDW� DUH� WKH� HFRQRPLF� DQG� SROLWLFDO� LPSOLFDWLRQV� RI� LWV� 
UHDO
�GHJUHH�RI�LQWHJUDWLRQ�����7KH�/HJDF\�RI�WKH�6HYHQ�6LVWHUV�DQG�WKH�1HZ�'\QDPLFV�RI�WKH�:RUOG�2LO�0DUNHW

7UDGLWLR�HVW��QLKLO�DPSOLXV�TXDHUDV,Q�JHQHUDO��ZRUNV�GHDOLQJ�ZLWK� WKH� LQWHUQDWLRQDO�GRZQVWUHDP�H[SDQVLRQ�RI� WKH�PDMRU�12&V�EHJLQ�ZLWK�D�UHIHUHQFH�WR�WKH�NH\�UROH�WKDW�YHUWLFDO�LQWHJUDWLRQ�SOD\HG�LQ�GRPLQDWLRQ�WKDW�WKH�6HYHQ� 6LVWHUV� H[HUWHG� RYHU� WKH� ZRUOG� RLO� LQGXVWU\�� � 7KH� IDFW� WKDW� WKH� YHUWLFDO� LQWHJUDWLRQ�VWUDWHJLHV� RI� WKH� 6HYHQ� 6LVWHUV� FRQWLQXH� WR� IDVFLQDWH� RLO�PDUNHW� DQDO\VWV� LV� XQGHUVWDQGDEOH��DIWHU�DOO�� WKH�6HYHQ�DUH� ULJKWO\�FRQVLGHUHG� WR�HPERG\� WKH�TXLQWHVVHQFH�RI� VXFFHVV� LQ� WKH�RLO�EXVLQHVV�� DQG� LW� LV� XQLYHUVDOO\� DFNQRZOHGJHG� WKDW� WKHLU� YHUWLFDOO\�LQWHJUDWHG� IRUP� RI�RUJDQLVDWLRQ�FRQWULEXWHG�LQ�D�FUXFLDO�ZD\�WR�WKHLU�ULVH�WR�WKH�WRS�7KH�KLVWRU\�RI�YHUWLFDO�LQWHJUDWLRQ�LQ�RLO��WR�D�ODUJH�H[WHQW��LV�WKH�VHDUFK�E\�LQGLYLGXDO�RLO�FRPSDQLHV�RI�ZD\V�WR�E\SDVV�WKLQ�DQG�LQHIILFLHQW�PDUNHWV�IRU�IHHGVWRFNV��RLO�WUDQVSRUWDWLRQ�VHUYLFHV�DQG�ILQLVKHG�SURGXFWV���7KLV�VHDUFK�EHJDQ�LQ�WKH�FUDGOH�RI�WKH�RLO�LQGXVWU\��WKH�86��DQG�� DV� LQGXVWU\� EHFDPH� LQFUHDVLQJO\� JOREDO� LQ� VFRSH�� LW� VSUHDG� WR� RWKHU� SDUWV�RI� WKH�ZRUOG�ZLWK�D�VHQVH�RI�XUJHQF\�WKDW�ZRXOG�GLVDSSHDU�LQ�WKH�86�DIWHU�WKH�PLG�����V��SDUWO\�GXH�WR�WKH�WKUHDW� SRVHG� E\�$PHULFDQ� DQWL�WUXVW� OHJLVODWLRQ� EXW�PDLQO\� EHFDXVH� RI� WKH� HPHUJHQFH� RI� D�IDLUO\�HIILFLHQW�PDUNHW� IRU�RLO� LQ� WKLV�FRXQWU\�� �)RU� WKH�SLRQHHU�$PHULFDQ�RLO�FRPSDQLHV�� WKH�RSWLRQ�RI�RUJDQLVLQJ�RSHUDWLRQV�LQ�DQ�LQWHJUDWHG�IDVKLRQ�WXUQHG�LQWR�DQ�DWWUDFWLYH�SURSRVLWLRQ�DV� VRRQ� DV� SHWUROHXP� UHILQLQJ� FHDVHG� WR� EH� DQ� DFWLYLW\� ZKLFK� UHTXLUHG� RQO\� D� IHZ� RQ�VLWH�GLVWLOODWLRQ� VWLOOV� DQG� UXVW\� SLSHV� DQG� EHFDPH� WKH� PRVW� GHPDQGLQJ� �HFRQRPLFDOO\� DQG� D�WHFKQRORJLFDOO\� VSHDNLQJ�� RI� WKH� SURFHVVHV�ZKLFK� FRQIRUP� WKH� LQGXVWULDO� FKDLQ� RI�RLO�� �7KH�
��7KH�IROORZLQJ�LV�D�JRRG�GHVFULSWLRQ�RI�KRZ�D�WUXO\�LQWHJUDWHG�ILUP�LV�UXQ���ZH�PD\�GHFLGH�������WKDW�ZH�ZDQW�WR�JHW�RLO��DQG�WKDW�LV�RXU�GHFLVLRQ��EXW�ZKHWKHU�RU�QRW�WKH�ILQDO�GHFLVLRQ�LV�PDGH�WKDW�ZH�DUH�JRLQJ�WR�JHW�LW�LV�QRW�QHFHVVDULO\�>RXUV@���%HUWUDQG�������������
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LQFUHDVLQJ� FRPSOH[LW\� DQG� FRVW� RI� UHILQHULHV� EURXJKW� DERXW� D� VLJQLILFDQW� FRQWUDFWLRQ� LQ� WKH�QXPEHU� RI� SDUWLFLSDQWV� LQ� WKLV� VWDJH� RI� WKH� LQGXVWU\�� WKLV� GHYHORSPHQW�� FRXSOHG� ZLWK� WKH�QDWXUDO�PRQRSRO\� WUDLWV�ZKLFK�FKDUDFWHULVH�ERWK� UDLOURDGV�DQG�SLSHOLQHV��JUDGXDOO\�UHVKDSHG�WKH�RLO� LQGXVWU\� LQWR� WKH�IRUP�RI�DQ�KRXU�JODVV�� �7KH�$PHULFDQ�UHILQHUV�ZKLFK�VXUYLYHG� WKLV�UDWLRQDOLVDWLRQ� SURFHVV� GLVFRYHUHG� WR� WKHLU� GLVPD\� WKDW� WKH� SURILWDELOLW\� RI� WKHLU� H[WUHPHO\�FRVWO\�DVVHWV�GHSHQGHG�RQ�WKH�JRRG�ZLOO�RI�WKLUG�SDUWLHV��QRWDEO\�WKH�UDLOURDGV�WKDW�WUDQVSRUWHG�WKHLU�FUXGH��RU�WKH�ZKROHVDOH�GLVWULEXWRUV�WKDW�VROG�WKHLU�SURGXFWV���ZKR�FRXOG�WDNH�DGYDQWDJH�RI� WKHLU� VWUDWHJLF� ORFDWLRQ� DW� ERWK� QHFNV� RI� WKH� LQGXVWU\� KRXU�JODVV� WR� H[WUDFW�PRQRSROLVWLF�UHQWV�IRU� WKHLU�VHUYLFHV�� � ,Q�D�WRWDOO\�XQGHUVWDQGDEOH�PDQQHU�� WKHVH�UHILQHUV�VRXJKW�WR�HVFDSH�WKHVH� H[DFWLRQV� � W\SLFDO� RI� LPPDWXUH�PDUNHWV� � E\� SHUIRUPLQJ� WKHVH� DFWLYLWLHV� WKHPVHOYHV���7KH� OXUH� RI� YHUWLFDO� LQWHJUDWLRQ� EHFDPH� HYHQ� PRUH� FRPSHOOLQJ� DV� VRRQ� DV� WKH� ILUVW� IXOO\�LQWHJUDWHG�RLO�FRPSDQLHV�EXUVW�RQ�VFHQH��EHFDXVH�WKHVH�QHZ�HQWLWLHV�GUDPDWLFDOO\�DOWHUHG�WKH�FRPSHWLWLYH�FRQGLWLRQV�ZKLFK�SUHYDLOHG�LQ�WKH�LQGXVWU\���%HIRUH�WKH�RQVHW�RI�LQWHJUDWLRQ��HYHU\�UHILQHU�ZDV�FRQVFLRXV�WKDW�WKH�SULFH�KH�SDLG�IRU�FHUWDLQ�IHHGVWRFNV�DQG�VHUYLFHV�� DQG�WKH�YDOXH�DGGHG�WR�KLV�SURGXFWV�DV�WKH\�PRYHG�GRZQ�WKH�FKDLQ�� FRXOG�EH�WKH�VXEMHFW�WR�PDQLSXODWLRQ�E\�VRPH�WKLUG�SDUW\��KRZHYHU��KH�DOVR�NQHZ�WKDW�KLV�FRPSHWLWRUV�VKDUHG�KLV�PLVIRUWXQHV�LQ�WKLV�UHVSHFW�� DQG� WKDW� WKH\� KDG� WR� VXUYLYH� RQ� SURILW� PDUJLQV� VLPLODU� WR� KLV� RZQ�� � 9HUWLFDO�LQWHJUDWLRQ��KRZHYHU��HOLPLQDWHG�WKLV�VRXUFH�RI�FRQVRODWLRQ��QRQ�LQWHJUDWHG�UHILQHUV�VXGGHQO\�IRXQG� WKHPVHOYHV� FRPSHWLQJ� DJDLQVW� FRPSDQLHV� WKDW� GLG� QRW� KDYH� WKH� VDPH� FHLOLQJ� WR� WKHLU�SURILWV��EHFDXVH�WKHLU�DFWLYLWLHV�LQFOXGHG�VRPH�RWKHU�OLQNV�LQ�WKH�LQGXVWULDO�FKDLQ�� LQ�SDUWLFXODU�UDLO� RU�SLSHOLQH� WUDQVSRUWDWLRQ�DQG�� WR�D� OHVVHU�H[WHQW��FUXGH�SURGXFWLRQ� � � ZKLFK�FRXOG�JLYH�WKHP� VXSHUQRUPDO� UHWXUQV� RQ� WKHLU� LQYHVWPHQWV��� �7KRVH� FRPSDQLHV� WKDW�GLG�QRW� IDOO� E\� WKH�ZD\VLGH�DV�D�UHVXOW�RI�WKLV�W\SH�RI�FRPSHWLWLRQ�ZHUH�UDSLG�WR�HPEUDFH�WKH�JRVSHO�RI�YHUWLFDO�LQWHJUDWLRQ�� � ,Q� D� YHU\� UHDO� VHQVH�� WKHQ�� LQWHJUDWLRQ� EUHG� LQWHJUDWLRQ� �KDG�QR�FRPSDQ\�EHHQ�YHUWLFDOO\�LQWHJUDWHG��LW�ZRXOG�KDYH�EHHQ�OHVV�XUJHQW�IRU�DOO�WKH�RWKHUV�WR�LQWHJUDWH����7KH�86�OHJDO�V\VWHP�� ZKLFK�JUDQWV�WKH�SURSHUW\�RI�VXEVRLO�UHVRXUFHV�WR�WKH�RZQHU�RI�WKH�ODQG�LQ�ZKLFK�WKH\�DUH�IRXQG�� UHLQIRUFHG�WKH�WHQGHQF\�WRZDUGV�LQWHJUDWLRQ�SUHVHQW�LQ�WKH�HPEU\RQLF� $PHULFDQ� RLO� LQGXVWU\�� � 7KH� PDLQ� FRQVHTXHQFH� RI� WKLV� OHJDO� DUUDQJHPHQW� ZDV�FKURQLF� RYHU�SURGXFWLRQ�� EHFDXVH� WKH VR�FDOOHG� �UXOH� RI� FDSWXUH�� OHIW� WKH� GLVFRYHUHU� RI� DQ�RLOILHOG� ZLWK� RQO\� RQH� UDWLRQDO� FRXUVH� RI� DFWLRQ�� H[WUDFWLQJ� WKH� FUXGH� IURP� WKH� GHSRVLWV� DV�TXLFNO\� DV� SRVVLEOH� �EHIRUH� KLV� QHLJKERXUV� GUDLQHG� RII� WKH� UHVHUYRLU�� DQG� WKHQ� VHOOLQJ� LW�HTXDOO\�TXLFNO\��VR DV�WR�DYRLG�VWRUDJH�FRVWV���� $V�D�UHVXOW�RI�WKLV�VWUXFWXUDO�FKDUDFWHULVWLF��WKURXJKRXW� LWV�ILUVW�\HDUV�RI�H[LVWHQFH��WKH�$PHULFDQ�RLO� LQGXVWU\�RVFLOODWHG�EHWZHHQ�SHULRGV�RI�XQEULGOHG�H[SDQVLRQ�DQG�SHULRGV�RI� FDWDVWURSKLF� FRQWUDFWLRQ�� �7KHVH� ILUVW� IHZ�ERRP�DQG�
��'H�&KD]HDX�DQG�.DKQ��RS��FLW��������7KH��UXOH�RI�FDSWXUH��VWHPPHG�IURP�WKH�IDFW�WKDW�RLO�SRROV�QHYHU�FRQIRUPHG�WR�WKH�ERXQGDULHV�RI�WKH�SORWV�RI� ODQG� O\LQJ�DERYH� WKHP��RQ� WKH�RQH�KDQG��DQG�IURP�WKH� LPSRVVLELOLW\�RI�GHWHUPLQLQJ� WKH�H[DFW�SODFH�RI�RULJLQ�RI�RLO��EHFDXVH�RI�LWV�WHQGHQF\�WR�PLJUDWH���RQ�WKH�RWKHU�KDQG�
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EXVW� F\FOHV� OHIW�PDQ\�EDQNUXSW� FRPSDQLHV� LQ� WKHLU�ZDNH� DQG� LPSUHVVHG�XSRQ� WKH� VXUYLYRUV�RQH� OHVVRQ�� SURGXFHUV� ZKR� ZHDWKHUHG� WKH� FULVHV� EHVW� ZHUH� WKRVH� WKDW� KDG� VRPH� IRUP� RI�JXDUDQWHHG�RXWOHW�IRU�WKHLU�FUXGH��DQG�ZKRVH�VDOHV��WKHUHIRUH��GLG�QRW�GHSHQG RQ�WKH�JRRG�ZLOO�RI�DQ\�RQH�UHILQHU��RU�UDLOURDG��RU�RQ�WKH�TXHVWLRQDEOH�HIILFLHQF\�RI�D�YHU\�LPPDWXUH�PDUNHW���$V�$QGUHZ�0HOORQ��IRXQGHU�RI�*XOI��REVHUYHG�ZKHQ�KH�GHFLGHG�WR�EXLOG�KLV�FRPSDQ\
V�ILUVW�UHILQHU\�� EHLQJ� YHUWLFDOO\� LQWHJUDWHG� PHDQW� QRW� KDYLQJ WR� VD\� �E\� \RXU� OHDYH�� WR� DQ\ERG\���7KLV�W\SH�RI�DXWRQRP\�PHDQW�D�JUHDW�GHDO�LQ�DQ�LQGXVWU\�ZKHUH�VRPH�LQDXVSLFLRXV�EXVLQHVV�HQYLURQPHQW� FRQGLWLRQV� � WKH� JUHDW� XQFHUWDLQW\� LQWULQVLF� WR� RLO� H[SORUDWLRQ�� WKH� HQRUPRXV�FDSLWDO�UHTXLUHPHQWV�DQG�ORQJ�SD\�RXW�WLPHV�RI�RLO�UHODWHG�SURMHFWV��DQG�WKH�QHHG�WR�DVVXUH�D�FRQWLQXRXV� IORZ� RI� FUXGH� DQG� SURGXFWV� WKURXJK� H[SHQVLYH� UHILQHULHV� DQG� SLSHOLQHV� � ZHUH�DJJUDYDWHG�E\�WKH�SHUYDVLYH�S\UDPLGLQJ�RI�PRQRSROLVWLF�VXUFKDUJHV�WKURXJK�VXFFHVVLYH�VWDJHV�RI�SURGXFWLRQ�DQG�GLVWULEXWLRQ�ERWK�IRVWHUHG�DQG�DOORZHG�E\�WKH�KLJKO\�LPSHUIHFW�QDWXUH�RI�WKH�QDVFHQW�$PHULFDQ�RLO�PDUNHW�,Q�WKH�HDUO\�GD\V�RI�WKH�$PHULFDQ�RLO�LQGXVWU\��WKHQ��WKHUH�GLG�H[LVW�D�JHQHUDO�ORJLF�IRU�YHUWLFDO� LQWHJUDWLRQ�� � ,QWHJUDWHG� RSHUDWLRQV� ZHUH� D� QHFHVVDU\� FRQGLWLRQ� IRU� �WKH� HIILFLHQW�PDUVKDOOLQJ�RI�IXQGV�UHTXLUHG�IRU�JURZWK�DQG�SURJUHVV��>DQG@�IRU�H[SDQVLRQV�RI�IDFLOLWLHV�DQG�LQQRYDWLRQV��DOO�LQ�WKH�IDFH�RI�XQXVXDO�ULVNV���� *LYHQ�WKDW��WKH�SUHSRQGHUDQFH�RI�IL[HG�FRVWV�LQ� DOO� VWDJHV� RI� WKH� LQGXVWU\� >SXW@� D� FRPSHOOLQJ� HPSKDVLV� RQ� YROXPH� DQG� D� FRQWLQXLW\� RI�RSHUDWLRQV����� DQG� WKDW� ERWK� RI� WKHVH� IDFWRUV� GHSHQGHG� LQ� WXUQ� RQ� D� FRPSDQ\
V� �DELOLW\� WR�FRPPDQG� VXSSOLHV� DQG� ILQG� FXVWRPHUV� RQ� HTXDO� WHUPV� ZLWK� �� �� �� ULYDOV����� $PHULFDQ� RLO�FRPSDQLHV�ZHUH�IRUFHG� WR�PLQLPLVH WKHLU� UHOLDQFH�RQ�KLJKO\�LPSHUIHFW�LQWHUPHGLDWH�PDUNHWV��SDUWLFXODUO\�IRU� WUDQVSRUWDWLRQ����� �7KLV� LQKLELWHG�HYHQ�IXUWKHU� WKH�GHYHORSPHQW�RI�D�PDWXUH�DQG�HIILFLHQW�PDUNHW� IRU�RLO�DQG� OHG��DOPRVW�LQHYLWDEO\��WR�WKH�IRUPDWLRQ�RI�WKH�6WDQGDUG�2LO�7UXVW�� �+RZHYHU��ZLWK� WKH� IRUFLEOH�GLVVROXWLRQ�RI�6WDQGDUG�E\� MXGLFLDO� ILDW LQ������DQG� WKH�FRPLQJ� RQ�VWUHDP� RI� PDVVLYH� QHZ� RLOILHOGV� LQ� 7H[DV� DQG� 2NODKRPD�� WKH� GHSWK� RI� WKH�$PHULFDQ� RLO� PDUNHW� LQFUHDVHG� WR� VXFK� DQ� H[WHQW� WKDW� LW� EHFDPH� SRVVLEOH� IRU� LQGHSHQGHQW�SURGXFHUV��LQGHSHQGHQW�UHILQHUV��LQGHSHQGHQW�PDUNHWHUV�DQG�LQWHJUDWHG�FRPSDQLHV�WR�FR�H[LVW�ZKLOH� HQMR\LQJ� EURDGO\� VLPLODU� QRPLQDO� UDWHV� RI� UHWXUQ� RQ� WKHLU� DFWLYLWLHV�� �DOWKRXJK��DGPLWWHGO\�� WKH� LQGHSHQGHQWV�PD\�KDYH� EHHQ� IRUFHG� WR� RSHUDWH�ZLWK� ORZHU� FRVWV� WR� DFKLHYH�WKLV��� � $V� D� UHVXOW� RI� WKLV�� WKH� PHULWV� RI� YHUWLFDO� LQWHJUDWLRQ� LQ� WKH� 86� IURP� DERXW� �����
��'H�&KD]HDX�DQG�.DKQ��RS��FLW���������,ELG�� �����,ELG��������7KH�IRXQGDWLRQV�RI�WKH�6WDQGDUG�2LO�7UXVW�ZHUH�ODLG�RQ�5RFNHIHOOHU
V�SULYLOHJHG�RU�H[FOXVLYH�DFFHVV�WR�UDLOURDGV�DQG��ODWHU��SLSHOLQHV���7KH� H[LVWHQFH� RI� WKH� GHSOHWLRQ� DOORZDQFH� SHUPLWWHG� FUXGH� SURGXFHUV� WR� UHDOL]H� PXFK� KLJKHU�UHDO�UHWXUQV��E\�UHGXFLQJ�WKH�HIIHFWLYH�UDWH�RI�WD[DWLRQ�OHYLHG�RQ�(	3�DFWLYLWLHV�E\������SHU�FHQW�����SHU�FHQW�DIWHU���������,W�VKRXOG�EH�QRWHG�WKDW�LQGHSHQGHQW�RLO�SURGXFHUV�ZHUH�TXLWH�SURILWDEOH�GHVSLWH�WKH�IDFW�WKDW�LQWHJUDWHG�RLO�FRPSDQLHV�JDWKHUHG�DQG�ERXJKW�D� ODUJH�SURSRUWLRQ�RI� WKH�FUXGH�RLO�RXWSXW�RI�WKH�IRUPHU��LQ�������IRU� LQVWDQFH�������SHU�FHQW�RI�WKH�LQGHSHQGHQW�SURGXFHUV
�FUXGH�RXWSXW�ZDV�SXUFKDVHG�E\�WKH�LQWHJUDWHG�RLO�PDMRUV��'XFKHVQHDX������������



��
RQZDUGV� FHDVHG� WR� GHSHQG� RQ� DQ� LQGXVWU\�ZLGH� �JHQHUDO� ORJLF��� DQG� LQVWHDG� EHFDPH�FRQWLQJHQW� RQ� VSHFLILF� FRQGLWLRQV� IDFHG� E\� LQGLYLGXDO� RLO� FRPSDQLHV� LQ� ORFDO� PDUNHWV���2XWVLGH�1RUWK�$PHULFD��WKRXJK��WKH��JHQHUDO�ORJLF��IRU�YHUWLFDO�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\�ZDV�WR�SURYH�PXFK�ORQJHU�OLYHG��PDLQO\�EHFDXVH�RI WKH�QRQ�H[LVWHQFH�RI�WKH�LQVWLWXWLRQ�ZKLFK�ZH�QRZ�FDOO�WKH�ZRUOG�SHWUROHXP�PDUNHW���1RWZLWKVWDQGLQJ� WKH� IDFW� WKDW� ODUJH� YROXPHV� RI� FUXGH� KDYH� FKDQJHG� KDQGV� DFURVV�LQWHUQDWLRQDO�ERUGHUV�WKURXJKRXW�DOO�RI�WKLV�FHQWXU\��WKH�ZRUOG�SHWUROHXP�PDUNHW�DV�VXFK�LV�D�FUHDWXUH�RI�UHODWLYHO\�UHFHQW�RULJLQV�7KHUH�LV�QR�UHDO�FRQVHQVXV�DPRQJ�LQGXVWULDO�HFRQRPLVWV�RU�DQWL�WUXVW�SUDFWLWLRQHUV�RQ�KRZ�WR�GHILQH� D� PDUNHW� SURSHUO\���� KRZHYHU�� WKHUH� DUH� QR� VLPLODU� GLVDJUHHPHQWV� UHJDUGLQJ� WKH�IXQFWLRQDO� HVVHQFH� RI� PDUNHWV� TXD VRFLDO� LQVWLWXWLRQV�� WR� DFW� DV� PHGLD� IRU� WKH� HIILFLHQW�GLVVHPLQDWLRQ� RI� LQIRUPDWLRQ� UHJDUGLQJ� WR� WKH� UHODWLYH� VFDUFLW\� RI� JRRGV� DQG� VHUYLFHV� LQ� DQ�HFRQRP\��RQ�WKH�RQH�KDQG��DQG�WR�VHUYH�DV�FRQWDFW�VXUIDFHV�WR�IDFLOLWDWH�H[FKDQJHV�EHWZHHQ�EX\HUV�DQG�VHOOHUV�ZKR�KDYH�IUHHO\�PDQLIHVWHG�WKHLU�ZLVK�WR�WUDGH�LQ�VXFK�JRRGV�DQG�VHUYLFHV��RQ� WKH�RWKHU�� �7KLV�PHDQV� TXLWH� VLPSO\�� WKDW� LQ� WKH�DEVHQFH�RI�HLWKHU�EX\HUV�RU� VHOOHUV�RQH�FDQQRW� UHDOO\� WDON� DERXW� WKH� H[LVWHQFH� RI� D�PDUNHW� DV� VXFK�� �$QG� LW� LV�SUHFLVHO\� WKLV� FDYHDWZKLFK�PDNHV�LW�SRVVLEOH�IRU�XV�WR�VSHDN�RI�WKH��UHFHQW�RULJLQV��RI�WKH�ZRUOG�RLO�PDUNHW��DIWHU�DOO��XS�XQWLO�WKH�HDUO\�����V��WKH�GLVVHPLQDWLRQ�RI�LQIRUPDWLRQ�DQG�WKH�DOORFDWLRQ�RI�UHVRXUFHV�LQ� WKH� ZRUOG� RLO� LQGXVWU\� HVVHQWLDOO\� GHSHQGHG� RQ� WKH� LQWHUQDO� WUDQVIHU� PHFKDQLVPV� RI� WKH�FRPSDQLHV� WKDW� FRQWUROOHG� WKH� EXON� RI� WKH� ZRUOG
V� RLO� UHVHUYHV�� DQG� QRW RQ� WKH� FRQVWDQW�LQWHUDFWLRQ�EHWZHHQ�DUP
V�OHQJWK�EX\HUV�DQG�VHOOHUV�RI�FUXGH�RLO�DQG�SHWUROHXP�SURGXFWV���2QH� RI� WKH�PDLQ� UHDVRQV�ZK\� WKH� LQWHJUDWHG� IRUP� RI� RSHUDWLRQ� EHFDPH� WKH� W\SLFDO�IRUP�RI�RUJDQLVDWLRQ�LQ�WKH�RLO�LQGXVWU\�ZRUOGZLGH��L�H��RXWVLGH�WKH 86��ZDV�WKDW�6WDQGDUG�2LO�ZDV�WKH�ILUVW�RLO�HQWHUSULVH�WR�RSHUDWH�RQ�D�TXDVL�JOREDO�VFDOH���7KH�SUHGDWRU\�SULFLQJ�SROLFLHV�
��$IWHU� WKH� GLVVROXWLRQ� RI� WKH� WUXVW�� LQ� RWKHU� ZRUGV�� LQWHJUDWLRQ� ZDV� QR� ORQJHU� D� UHTXLVLWH� IRU� DQ\�$PHULFDQ� FRPSDQ\� WKDW� ZDQWHG� �WR� DYRLG� EHFRPLQJ�LQ� HIIHFW� D� SDUW� RI� 6WDQGDUG� 2LO� &RPSDQ\
V�SURGXFWLRQ�GHSDUWPHQW���+DUWVKRUQ���������������6HH�ERWK�GH�&KD]HDX�DQG�.DKQ��RS��FLW���DQG�0F/HDQ�DQG�+DLJK��RS��FLW���IRU�PDQ\�H[DPSOHV���)RU�D�ORQJ�WLPH��WKH�86�*XOI�&RDVW�ZDV�WKH�RQO\�JHQXLQH�LQWHUQDWLRQDO�PDUNHW�IRU�RLO���+RZHYHU��WKH�SULFH�VLJQDOV�JHQHUDWHG�LQ�WKLV�PDUNHW�ZHUH�WKH�FRUQHUVWRQH�RI�WKH�
*XOI�3OXV
�SULFLQJ�V\VWHP��ZKRVH�VROH�SXUSRVH�ZDV�WR�GHVWUR\�WKH�WUDQVSDUHQF\�RI�SULFH�VLJQDOV�LQ�WKH�UHVW�RI�WKH�ZRUOG��WKDQNV�WR�WKH�
*XOI�3OXV
�V\VWHP��WKH�)2%�SULFH�RI�,UDQLDQ�RLO�DW�$EDGDQ�IRU�,UDQLDQ�GHVWLQDWLRQV�FRXOG�EH�VHW�PXFK�KLJKHU�WKDQ�LWV�)2%�SULFH�IRU�DQ\�RWKHU�GHVWLQDWLRQ���VHH�(OZHOO�6XWWRQ��������������$�QXPEHU�RI�FULWHULD��ORRNLQJ�IRU�JDSV�LQ�FKDLQV�RI�VXEVWLWXWHV��HVWDEOLVKLQJ�WKH�FRUUHODWLRQV�EHWZHHQ�WKH�SULFHV�RI�JRRGV��IRU�GHILQLQJ�PDUNHWV�KDYH�EHHQ�DGYDQFHG��QRQH�RI�ZKLFK�LV�WRWDOO\�VDWLVIDFWRU\��VHH�7LUROH���������������(YHQ�GXULQJ�WKH�KDOF\RQ�GD\V�RI�YHUWLFDO�LQWHJUDWLRQ�WKHUH�ZHUH�FUXGH�ORQJ��*XOI��%3��DQG�FUXGH�VKRUW��0RELO��6KHOO��PDMRUV���+RZHYHU��WKHVH�ILUPV�GLG�QRW�UHVRUW�WR�D�PDUNHW�WR�EDODQFH�WKHLU�SRVLWLRQV��WKHLU�SUHIHUUHG�PRGXV�RSHUDQGL ZDV�WR�VXEVFULEH�ORQJ�WHUP�VXSSO\�DJUHHPHQWV�ZLWK�HDFK�RWKHU�� �$V�WKH�86�6HQDWH� GLVFRYHUHG�� �WKH� ORQJ�SHULRG�RI� WKH�FRQWUDFWV�� WKH�JUHDW�TXDQWLWLHV�RI�RLO� LQYROYHG�� WKH�XQXVXDO�QDWXUH�RI�WKH�SULFLQJ�PHWKRGV�DQG�WKH�FRQGLWLRQV�RI�VDOH��DQG�WKH�LQFOXVLRQV�RI�SURYLVLRQV�UHVWULFWLQJ�WKH�PDUNHWLQJ�RI� WKH�RLO� VXJJHVW� WKDW� WKHVH�FRQWUDFWV�H[WHQG�IDU�EH\RQG� WKH�RUGLQDU\�EXVLQHVV� WUDQVDFWLRQ��������������



��
RI� WKH�5RFNHIHOOHU� 7UXVW� �PDGH� SRVVLEOH� E\� LWV� VWUDQJOHKROG� RYHU� WKH�86� UHILQLQJ� VHFWRU����IRUFHG� WKH� RWKHU� PDMRU� LQWHUQDWLRQDO� RLO� H[SRUWHUV� �WKH� 1REHOV� DQG� 5RWKVFKLOGV� LQ� 5XVVLD��6KHOO� LQ�WKH�'XWFK�(DVW�,QGLHV��WR�LQWHJUDWH�GRZQVWUHDP�LQ�RUGHU�WR�VHFXUH�PDUNHWV�IRU�WKHLU�NHURVHQH�� �$V� LQ� WKH�FDVH�RI� WKH�86�� WKHQ�� WKH�FRPSXOVLRQ� WR� LQWHJUDWH�EHFDPH�DOO� WKH�PRUH�LQWHQVH� DV� DOO� WKH� ELJ� RLO� FRPSDQLHV� UHGXFHG� WKHLU� H[SRVXUH� WR� LQWHUPHGLDWH� PDUNHWV� RQ� D�ZRUOGZLGH� VFDOH�� � +RZHYHU�� WKH� HVWDEOLVKPHQW� RI� D� FDUWHO� RI� WHQDQWV� LQWHQGHG� WR� FRXQWHU�GHPDQGV� IRU�KLJKHU�JURXQG� UHQW� IURP�VRYHUHLJQ� ODQGORUGV��DQG� WKH�HQWKXVLDVWLF�DGRSWLRQ�RI�UHVWULFWLYH� DQG� GLVFULPLQDWRU\� SUDFWLFHV� � DV� HPERGLHG� LQ� WKH�$V� ,V� �GRZQVWUHDP�� DQG�5HG�/LQH��XSVWUHDP��
WUHDWLHV
��DQG�WKH�LQIDPRXV��
*XOI�SOXV
�SULFLQJ�V\VWHP�� E\�WKH�FRPSDQLHV�WKDW�ZHUH�WR�EHFRPH�WKH�6HYHQ�6LVWHUV�DOVR�SOD\HG�D�SLYRWDO�UROH�LQ�WKH�SHUSHWXDWLRQ�RI�WKH�
JHQHUDO�ORJLF� RI� LQWHJUDWLRQ
�� E\� VWXQWLQJ� WKH� DSSHDUDQFH� RI� D� ZRUOG� RLO� PDUNHW� DQG� WKHUHIRUH�SHUSHWXDWLQJ� FHUWDLQ� PDWHULDO� FRQGLWLRQV� LQ� ZKLFK� RQO\� YHUWLFDOO\� LQWHJUDWHG� ILUPV� FRXOG�VXUYLYH����7KH�DIRUHPHQWLRQHG�GLVVROXWLRQ�RI� WKH�6WDQGDUG�2LO�7UXVW HDVHG�WKH�JOREDO�SUHVVXUH�WR�LQWHJUDWH��EHFDXVH�WKH�RSHUDWLRQV�RI�6WDQGDUG
V�VXFFHVVRUV�ZHUH�QRW�QHDUO\�DV�ZHOO�EDODQFHG�DV�WKRVH�RI�WKHLU�LQIDPRXV�IRUHEHDU��� &RXSOHG�ZLWK�WKH�RXWEUHDN�RI�ERWK�WKH�)LUVW�:RUOG�:DU��DQG�WKH�5XVVLDQ�5HYROXWLRQ��ZKLFK�SDUDO\VHG�WKH�RLO�LQGXVWU\�RI�WKH�VHFRQG�ODUJHVW�SURGXFHU�LQ� WKH� ZRUOG��� WKH� GLVDSSHDUDQFH� RI� WKH� 7UXVW� WXUQHG� WKH� RLO� LQGXVWU\� LQWR� D� OHVV� KRVWLOH�HQYLURQPHQW� IRU� WKH� IHZ� QRQ�LQWHJUDWHG� FRPSDQLHV� ZKLFK� SURGXFHG� DQG� H[SRUWHG� FUXGH�RXWVLGH�WKH�86��OLNH�'RKHQ\
V�3DQ�$PHULFDQ�RU�3HDUVRQ
V�0H[LFDQ�(DJOH���QRW�OHDVW�EHFDXVH�RLO�SULFHV�UHDFKHG�OHYHOV�ZKLFK�WKH\�ZRXOG�QRW�DSSUR[LPDWH�DJDLQ�� LQ�UHDO�WHUPV�� IRU�D�VSDFH�RI�ILIW\�\HDUV��� +RZHYHU��WKH�EULHI�UHVSLWH�HQMR\HG�E\�VXFK�QRQ�LQWHJUDWHG�RLO�FRPSDQLHV�ZDV�EURXJKW� WR�DQ�HQG�E\� WKH�FRPELQHG�HIIHFWV�RI� WKH�5HG�/LQH�DQG�$FKQDFDUU\�DJUHHPHQWV��DV�ZHOO� DV� WKH� IDOO� LQ� WKH� SULFH� RI� RLO���� 7KH� IRUPHU�PDGH� JHWWLQJ� KROG� RI� RLO�PRUH� GLIILFXOW��EHFDXVH� LW� H[FOXGHG� RXWVLGHUV� IURP� ZKDW� ZHUH� WKHQ� WKH� PRVW� SURPLVLQJ� DUHDV� IRU� RLO�H[SORUDWLRQ�LQ�WKH�ZRUOG�RXWVLGH�WKH�86��DQG�FRQVWLWXWHG�D�FDUWHO�RI�WHQDQW�FRPSDQLHV�EDUUHG�FRQWUDFWXDOO\� IURP�QHJRWLDWLQJ� LQGLYLGXDOO\� HLWKHU�EHWWHU� WHUPV�RU�SURGXFWLRQ� LQFUHDVHV�ZLWK�JRYHUQPHQWV� ZLWKLQ� WKH� ,3&� FRQFHVVLRQ� DUHD��� ZKLOH� WKH� ODWWHU� FRPSOLFDWHG� WKH� WDVN� RI�GLVSRVDO�RI�RLO� �EHFDXVH� LW� VHYHUHO\� OLPLWHG� WKH�PDUNHW�DFFHVV�RI� WKRVH�FRPSDQLHV� WKDW�ZHUH�QRW�SDUWLHV�WR�LW���� %RWK�RI�WKHVH�DJUHHPHQWV�H[SHULHQFHG�PDMRU�GLIILFXOWLHV�DW�VRPH�SRLQW�LQ�
��-XVW� EHIRUH� LWV� GLVVROXWLRQ�� WKH� 6WDQGDUG� 2LO� 7UXVW� SURGXFHG� RQO\� DERXW� ��� SHU� FHQW� RI� LWV� FUXGH�UHTXLUHPHQWV���)RU�D�OXFLG�H[SRVLWLRQ�RI�WKLV�SRLQW��VHH�0RPPHU���������)RU� LQVWDQFH�� 6WDQGDUG� RI� ,QGLDQD� KDG� D� ORW� RI� FUXGH� EXW� ZDV� ODFNLQJ� LQ� UHILQHULHV�� LQ�FRQWUDVW��6WDQGDUG�RI�1HZ�-HUVH\�VXIIHUHG�IURP�D�YHU\�ODUJH�FUXGH�GHILFLW���,Q�������WKH�DYHUDJH�86�ZHOOKHDG�SULFH�ZDV������86'�%EO���7KH�DYHUDJH�86�ZHOOKHDG�SULFH�LQ������ZDV������86'�%EO���$� QRWRULRXV� SDVVDJH� LQ� WKH� ����� 0HPRUDQGXP� IRU� (XURSHDQ� 0DUNHWV� �DQ� RIIVKRRW� RI� WKH� �����$FKQDFDUU\�DJUHHPHQW��UHDGV�WKXV���LW�LV�DQ�HVVHQWLDO�SDUW�RI�WKHVH�DJUHHPHQWV�WKDW�HDFK�DQG�HYHU\�SDUW\�WKHUHWR�� KDYLQJ� EHHQ� DOORWWHG� D� TXRWD�� VKDOO� GR� KLV� XWPRVW� WR� REWDLQ� WKH� WRWDO� VKDUH� RI� WRWDO� WUDGH�



��
WKHLU� KLVWRU\� �IRU� LQVWDQFH�� WKH� RULJLQDO� �$V� ,V�� SULFH�IL[LQJ� SURYLVRV� GLG� QRW� VXUYLYH� WKH�FRPELQHG�HIIHFW�RI�WKH�*UHDW�'HSUHVVLRQ�DQG�WKH�GLVFRYHU\�RI�WKH�SUROLILF�(DVW�7H[DV�ILHOG����DQG� WKH�5HG�/LQH�DJUHHPHQW� FDPH�XQGHU�HQRUPRXV�VWUDLQ�ZKHQ� WKH�TXHVWLRQ�RI�ZKDW� WR�GRZLWK�WKH�FRPSDQLHV�WKDW�KDG�GLVFRYHUHG RLO�LQ�6DXGL�$UDELD�DQG�.XZDLW�DURVH���RQ�WKH�ZKROH��KRZHYHU��WKHVH�DJUHHPHQWV�HQDEOHG�WKH�6HYHQ�6LVWHUV�WR�V\QFKURQLVH�LQFUHDVHV�LQ�WKHLU�FUXGH�SURGXFWLRQ�ZLWK�WKH�UDWH�RI�JURZWK�LQ�JOREDO�RLO�GHPDQG�DIWHU�WKH�HQG�RI�:RUOG�:DU�,,��DQG�WR�VWLIOH�FRPSHWLWLRQ�LQ�WKH�RLO�LQGXVWU\�YHU\�HIIHFWLYHO\���7KHVH�FRPSDQLHV
�SURSHQVLW\�WR�DYRLG�FRPSHWLWLRQ�IURP�WKH�ODWH�����V�WR�WKH�ODWH�����V�LQFOXVLYH�SUREDEO\�RZHG�VRPHWKLQJ�WR�WKH�IDFW� WKDW�DOO�RI� WKHP�H[FHSW�%3�KDG�H[WUHPHO\� ODUJH� LQYHVWPHQWV� LQ�KLJKHU�FRVW�RLO� LQ�1RUWK�$PHULFD� �DQG�� LQ� WKH� FDVH� RI� 5R\DO� 'XWFK�6KHOO�� ,QGRQHVLD��� ZKRVH� YDOXH� ZRXOG� KDYH�SOXPPHWHG�KDG�FRPSHWLWLRQ�GULYHQ�GRZQ�WKH�SULFH�RI�RLO�WR�WKH�OHYHOV�ZDUUDQWHG�E\�WKH�YHU\�ORZ�SURGXFWLRQ�FRVWV�RI�WKH�0LGGOH�(DVW�� �%3�DQG�*XOI�ZHUH�WKH�SRWHQWLDO�GLVUXSWHUV�RI�WKLV�VHW�XS��EXW�WKH�RWKHU�PHPEHUV�RI�WKH�FDUWHO�WRRN�JUHDW�FDUH�WR�DFFRPRGDWH�WKHP�E\�PHDQV�RI�YHU\� ODUJH�� ORQJ�WHUP�� LQWHU�FRPSDQ\�SXUFKDVHV�ZKLFK�NHSW� WKHLU�FUXGH�VXUSOXVHV�RXW�RI� WKH�RSHQ�PDUNHW�� ����+RZHYHU��LW�LV�IDLU�WR�VD\�WKDW�WKH�PDLQ�LQFHQWLYH�IRU�WKHLU�FROOXVLYH�FRQGXFW�ZDV�WKH�PDVVLYH�SURILWV�ZKLFK�WKHVH�FRPSDQLHV�FRXOG�REWDLQ�E\�PDLQWDLQLQJ�WKH�ZRUOG�SULFH�RI� RLO� DW� D� OHYHO�ZDUUDQWHG� E\� WKH�SURGXFWLRQ�FRVWV�RI� WKH� OHDVW�SURGXFWLYH�RI� WKH�PDMRU�RLO�UHJLRQV�RI�WKH�ZRUOG��WKH�86���DQG�E\�VHOOLQJ�WKHLU�RLO�WKURXJK�D�ZRUOGZLGH�VLQJOH��DQG�ODWHU�WZLQ��EDVLQJ�SRLQW�V\VWHP�ZKLFK�JDYH�ULVH�WR�VLJQLILFDQW�DSSURSULDEOH�ORFDWLRQDO�UHQWV�7KH� SDUWLDO� FORVXUH� WR� LPSRUWV� RI� WKH� $PHULFDQ� RLO� PDUNHW� LQ� ����� �DQG� WKH�FRQVHTXHQW�LQFUHDVHV�ERWK�LQ�GRPHVWLF�86�FUXGH�SULFHV�DQG�WKH�GLIIHUHQWLDO�UHQW�HOHPHQW�RI�RLO�SURGXFHG� LQ� WKH� 0LGGOH� (DVW� RU� 9HQH]XHOD�� JDYH� WKH� 6HYHQ� WKH� FKDQFH� WR� PRQHWLVH� WKLV�GLIIHUHQWLDO�SHWUROHXP�UHQW�E\�PHDQV�RI�WKHLU�FDSWLYH�GRZQVWUHDP�V\VWHPV�� DQG�WR�VKLIW� WKH�FRVWO\�EXUGHQ�RI� WKH�SURUDWLRQLQJ�SROLF\�RI�WKH�$PHULFDQ�JRYHUQPHQW� � ZKLFK�IRUFHG�DOO�RLO�SURGXFHUV� WR� LGOH� D� FHUWDLQ� SURSRUWLRQ� RI� WKHLU� SURGXFWLRQ� FDSDFLW\� � XQWR� WKH� VKRXOGHUV� RI�WKRVH�FRPSDQLHV�ZKLFK�GLG�QRW�KDYH�DFFHVV� WR�RLO� UHVHUYHV�RXWVLGH� WKH�86��PDLQO\�EHFDXVH�
UHSUHVHQWHG�E\�WKDW�TXRWD��DQG�WR�H[WHQG�LW�ZKHUH�SRVVLEOH�EXW�QRW�DW�WKH�H[SHQVH�RI�WKH�SDUWLHV�WR�WKHVH�DUUDQJHPHQWV �%ODLU�������������LWDOLFV�LQ�WKH�RULJLQDO����86�SULFHV�FRXOG�RQO\�EH�EROVWHUHG�ZLWK�WKH�LQWURGXFWLRQ��LQ�������RI�SURGXFWLRQ�FRQWUROV��LQ�WKH�QDPH�RI�FRQVHUYDWLRQ� LQ�7H[DV�DQG�2NODKRPD���7KLV�PHDVXUH�ZDV�HQWKXVLDVWLFDOO\�VXSSRUWHG�E\�WKH�PDMRU�RLO�FRPSDQLHV� WKDW� IRUPHG� WKH� RLO� FDUWHO�� VLQFH� LW� GUDPDWLFDOO\� HQKDQFHG� WKH� HIIHFWLYHQHVV� RI� WKHLU�PDQLSXODWLRQ�RI�QRQ�86�SURGXFWLRQ��VHH�%ODLU��LELG����������,Q�WKH�ODWH�����V��WKH�86�DFFRXQWHG�IRU�WZR�WKLUGV�RI�WKH�WRWDO�DVVHWV�DW�WKH�SURGXFWLRQ�VWDJH�RI�WKH�RLO�LQGXVWU\�ZRUOGZLGH���,Q�WHUPV�RI�WKH�QHW�YDOXH�RI�IL[HG�DVVHWV��DW�WKDW�WLPH�WKHUH�SUREDEO\�ZDV�PRUH�RLO�LQYHVWPHQW�LQ�&DQDGD�WKDQ�LQ�WKH�0LGGOH�(DVW�RU�HYHQ�9HQH]XHOD��+DUWVKRUQ��������������7KH�86�6HQDWH��RS��FLW��������VDLG�DSURSRV RI�WKH�PRVW�IDPRXV�RI� WKHVH�FRQWUDFWV���XQGHU�WKH�*XOI�6KHOO� FRQWUDFW�� QR� SULFH� LV� VWDWHG�� EXW� HODERUDWH� SURYLVLRQV�ZHUH�ZULWWHQ�SURYLGLQJ� IRU� WKH�GLYLVLRQ�RI�SURILWV�EHWZHHQ�WKH�WZR�SDUWLHV���7KH�SURILWV�DUH�GHWHUPLQHG�DQG�VKDUHG�IRU�WKH�HQWLUH�LQWHJUDWHG�SURFHVV�RI� SURGXFLQJ�� WUDQVSRUWLQJ�� UHILQLQJ� DQG� PDUNHWLQJ� IRU� D�PLQLPXP� SHULRG� RI� ��� \HDUV�� � 7KXV�� WR� DOO�LQWHQWV�DQG�SXUSRVHV��*XOI�DQG�6KHOO�DUH�MRLQHG�WRJHWKHU�LQ�D�ORQJ�WHUP�LQWHJUDWHG�RLO�HQWHUSULVH����7KH�86�PDMRUV
� GRZQVWUHDP�HDUQLQJV� LQ�(XURSH�DQG� -DSDQ�RYHU���������� IRU� LQVWDQFH�� UHWXUQHG�RQ�DYHUDJH����SHUFHQW�DQG�����SHU�FHQW��UHVSHFWLYHO\��RQ�QHW�ERRN�LQYHVWPHQW��ZKLOH�LQ�WKH�PDMRU�SURGXFLQJ�FRXQWULHV�XSVWUHDP�UHWXUQV�DYHUDJHG�LQ�H[FHVV�RI����SHU�FHQW��/LFKWEODX��RS��FLW��������



��
WKH\�KDG�EHHQ�H[FOXGHG�IURP�VRPH�RI�WKH�PRVW�SURVSHFWLYH�]RQHV�E\�WKH�FDUWHO���� 7KH�6HYHQ�6LVWHU
V�GRPLQDWLRQ�RI� WKH�ZRUOG�RLO� LQGXVWU\� � ZKLFK� UHVWHG�RQ� WKHLU�XQGLVSXWHG�FRQWURO� WKH�PRVW�SUROLILF�SHWUROHXP�SURYLQFHV�RI�WKH�ZRUOG�� ZDV�VR�RYHUZKHOPLQJ�WKDW� IRU�WKH�VSDFH�RI�VHYHUDO� GHFDGHV�� DUP
V�OHQJWK� GHDOV� EHWZHHQ� WKLUG� SDUWLHV�ZHUH� VHHQ�RQO\�DV� DQ�HTXLOLEULXP�LQVWUXPHQW� RI� ODVW� UHVRUW�� XVHG� WR� UHPHG\� WHPSRUDU\� LPEDODQFHV� DULVLQJ� IURP� XQH[SHFWHG�EUHDNGRZQV� LQ� WKH� LQWHUQDO� WUDQVIHU�PHFKDQLVPV�RI� WKH� LQWHJUDWHG�FRPSDQLHV��� 2I� FRXUVH��WKH�KHJHPRQ\�RI�YHUWLFDO�LQWHJUDWLRQ�DV�DQ�RUJDQLVDWLRQDO�IRUP�FRXOG�RQO\�ODVW�VR�ORQJ�DV�WKH�LQWHUVHFWLRQV� RI� WKH� LQWHUQDO� GHPDQG� DQG� VXSSO\� FXUYHV� RI� WKH� PXOWLQDWLRQDO� LQWHJUDWHG�FRPSDQLHV�ZHUH�WKH�RQO\ SODFHV�ZKHUH�WKH�UHODWLYH�VFDUFLW\�RI�QRQ�86�FUXGH�ZDV�UHIOHFWHG��RQ�WKH�RQH�KDQG��DQG�WKH�FRPSDQ\
V�KRVW�JRYHUQPHQWV�ZHUH�FRQWHQW�ERWK�ZLWK�WKH�PDUNHW�VKDUH�DOORWWHG�WR�WKHLU�RLO�DQG�ZLWK�WKH�FRQWUDFWXDO�FRQGLWLRQV��UR\DOWLHV��WD[HV��HWF���RIIHUHG�WR�WKHP�E\�WKH�FDUWHO��RQ�WKH RWKHU��� )URP�WKH�ODWH�����V�RQZDUGV��KRZHYHU��WKH�6HYHQ�6LVWHUV�ZHUH�LQFUHDVLQJO\� XQDEOH� WR� VDWLVI\� WKHVH� FRQGLWLRQV�� � )LUVWO\�� RXWVLGHUV� OLNH� *HWW\� DQG� 0DWWHL�PXVFOHG� LQ� RQ� WKH� 6HYHQ
V� 0LGGOH� (DVWHUQ� WXUI� ZLWK� SURPLVHV� RI� EHWWHU� WHUPV� IRU� KRVW�JRYHUQPHQWV�� � 6HFRQGO\�� WKH� DYDLODELOLW\� RI� RLO� IURP� VRXUFHV�RXWVLGH� WKH� MXULVGLFWLRQ�RI� WKH�5HG� /LQH� DJUHHPHQWV� RU� EH\RQG� WKH� FRQWURO� RI� WKH� 6HYHQ� � WKH� 1HXWUDO� =RQH�� WKH� 8665��1LJHULD�� /LE\D� � H[SDQGHG� UDSLGO\�� DQG� VZDPSHG� WKHVH� FRPSDQLHV
� PHFKDQLVP� IRU� WKH�DOORFDWLRQ�RI�LQFUHPHQWDO�RLO�GHPDQG��WKXV�OHDGLQJ�WR�WKH�IRUPDWLRQ�RI�23(&����7KH�HPHUJHQFH�RI�D�VL]DEOH�LQWHUQDWLRQDO�SHWUROHXP�SURWR�PDUNHW�DIWHU�WKH�UHVXPSWLRQ�RI�ODUJH�VFDOH�6RYLHW�RLO�H[SRUWV��DQG�WKH�GLVFRYHU\�DQG�GHYHORSPHQW�RI�/LE\DQ�DQG�1LJHULDQ�RLO� UHVHUYHV� GLG� QRW� KDYH� DQ� LPPHGLDWH� LPSDFW� RQ� WKH� RUJDQLVDWLRQDO� SUDFWLFHV� RI� WKH� RLO�LQGXVWU\�DW�ODUJH��PRVWO\�EHFDXVH�PRVW�RI�LQWHUQDWLRQDO�PRYHPHQWV�RI�FUXGH�RLO�FRQWLQXHG�WR�WDNH�SODFH�YLD�LQWHJUDWHG�FKDQQHOV��DQG�WKLV�PHDQW�WKDW�SULFH�YRODWLOLW\�DQG�WXUEXOHQFH�FRXOG�QRW�LQWURGXFH�WKH�ZHGJH�RI�WKH�PDUNHW�EHWZHHQ�WKH�FRQVWLWXHQW�SDUWV�RI�WKH�LQWHJUDWHG�V\VWHPV�RI�WKH�6HYHQ�6LVWHUV����7KLV�VLWXDWLRQ�FKDQJHG�UDGLFDOO\�DIWHU�WKH�QDWLRQDOLVDWLRQ�RI�RLO�LQ�WKH�PRVW� LPSRUWDQW� 23(&� FRXQWULHV� LQ� WKH� ����V�� SDUWLFXODUO\� RQFH� WKHVH� FRXQWULHV
� GHVLUH� WR�PDUNHW� WKHLU�RZQ�FUXGH�GLUHFWO\� OHG�WR�WKH�GHPLVH�RI�WKH��EX\�EDFN��DQG�SDUWLFLSDWLRQ�GHDOV�ZKLFK� KDG� NHSW� WKH� ROG�PDUNHW� VWUXFWXUH� DIORDW� HYHQ� DIWHU� WKH� RLO� FRPSDQLHV� KDG� ORVW� WKHLU�
��6HH�86�6HQDWH��LELG�����������$V�5RELQVRQ������F�������SRLQWV�RXW���:H�KDG�VXSSO\�GHSDUWPHQWV��QRW�WUDGLQJ�GHSDUWPHQWV���7KHUH�ZHUH� VPDOO� XQLWV� GHDOLQJ� LQ� H[FKDQJHV� RU� ORDQV� WR� EDODQFH� VXSSO\� DQG� GHPDQG� DW� WKH� PDUJLQ� DQG�LPSURYH� ORJLVWLFV�� EXW� WKH� PDLQ� HPSKDVLV� ZDV� RQ� D� FHQWUDOLVHG� V\VWHP� GLVWULEXWLQJ� LQ� DV� UDWLRQDO� D�PDQQHU� DV� SRVVLEOH� VXSSOLHV� IURP� WKH� FRPSDQ\
V� SURGXFWLRQ� �� �� �� RU� EURXJKW� LQ� XQGHU� ORQJ� WHUP�FRQWUDFWV����7KDW� LV� WKH� UHDVRQ�ZK\� WKH�FDUWHO�FRXOG�EURRN�QR�FRPSHWLWLRQ�IRU�SRWHQWLDOO\�RLO�EHDULQJ� ODQGV�IURP�ULYDO�SURVSHFWLYH�WHQDQWV���&KHDWLQJ�ZLWKLQ� WKH�FDUWHO�DOVR�SOD\HG�DQ� LPSRUWDQW� UROH� LQ� WKLV�SURFHVV�� �$V�+DUWVKRUQ�������������QRWHG�� ZKHQ� -HUVH\� DQQRXQFHG� LQ� $XJXVW� ����� WKDW� LW� ZDV�GURSSLQJ� LWV� SULFHV�� LW� PDGH� UHIHUHQFH� WR��GLVUXSWLYH�LQIOXHQFHV�LQ�WKH�ZRUOG�RLO�PDUNHW��DQG�GLG�QRW�PHQWLRQ�WKH�5XVVLDQV�DORQH���,W�VLQJOHG�RXW�DOVR�
GLVFRXQW�VDOHV�IURP�PDUNHWHUV�ZLWK�XQOLPLWHG�VXSSOLHV�RI�FUXGH�� ZKLFK�FDQ�RQO\�KDYH�PHDQW�VRPH�DPRQJ�LWV�IHOORZ�PDMRUV��



��
XSVWUHDP� DVVHWV�� � $IWHU� WKHVH� HYHQWV�� WKH� PDMRULW\� RI� LQWHUQDWLRQDO� SHWUROHXP� WUDQVDFWLRQV�FDPH�WR�EH�PHGLDWHG�E\�D�UHDO�PDUNHW��WKH�RLO�H[SRUWLQJ�FRXQWULHV�DVVXPHG�WKH�UROH�RI�VHOOHUV��ZKLOH� WKH� LQWHJUDWHG� FRPSDQLHV� EHFDPH� QHW� EX\HUV� RI� FUXGH�� � 7KH� FRPSDQLHV� IRXQG� WKDW��VKRUQ�RI� ODUJH�YROXPHV�RI�FKHDS�HTXLW\�FUXGH� WR� UXQ� WKURXJK� WKHP�� WKHLU�H[WHQVLYH� UHILQLQJ�QHWZRUNV��ZKRVH�UDLVRQ�G
rWUH�KDG�QHYHU�EHHQ�WR�PDNH�SURILWV�RQ�D�VWDQG�DORQH�EDVLV��EHFDPH�PLOOVWRQHV� DURXQG� WKHLU� UHVSHFWLYH� QHFNV�� � )RUPHUO\�� SHWUROHXP� UHQW� KDG� HQDEOHG� WKHP� WR�DEVRUE�JUHDW�IOXFWXDWLRQV�LQ�WKH�SULFHV�RI�SHWUROHXP�SURGXFWV��LWV�ORVV�JUHDWO\�LQFUHDVHG�WKHLU�YXOQHUDELOLW\� LQ� WKH� IDFH�RI� VXFK� IOXFWXDWLRQV�� �)XUWKHUPRUH��ZLWK� WKH� ULVH�RI� WKH�5RWWHUGDP�VSRW�PDUNHW�DV�D�FUHGLEOH�DOWHUQDWLYH�VRXUFH�RI� VXSSO\� IRU�SHWUROHXP�SURGXFWV��PDNH�RU�EX\�GHFLVLRQV�EHFDPH�HYHU�PRUH�LPSRUWDQW�IRU�LQWHJUDWHG�RLO�FRPSDQLHV���6ORZO\�EXW�VXUHO\��DV�WKH�GLVUXSWLYH� HIIHFW� RI� WKH�PDUNHW� VSUHDG� WKURXJK� WKH� LQQDUGV� RI� WKH�PDMRU� RLO� FRPSDQLHV�� WKH�QHFHVVLW\�IRU�GH�LQWHJUDWLRQ�EHJDQ�WR�GDZQ�XSRQ�VRPH�RI�WKHLU�PDQDJHUV��5HILQHUV��� REVHUYHV�+DUWVKRUQ�� �KDG�EHJXQ� WR� DUJXH� DERXW� WKH� QHHG� WR� 
UDWLRQDOLVH
�IURP� WKH� HDUO\� VHYHQWLHV�RQZDUGV�� �%XW� WKH�SURFHVV�RI� DFWXDO� UHILQHU\�FORVXUHV� WRRN�VHYHUDO�\HDUV�WR�FRPSOHWH�DQG�TXLFNHQHG�RQO\�DIWHU�WKH�VHFRQG�SULFH�VKRFN�RI��������� ,QGHHG��DIWHU�WKLV� HYHQW�� GH�LQWHJUDWLRQ� ZDV� IRUFHG� XQWR� WKH� UHFDOFLWUDQW� FRPSDQLHV� WKDW� KDG� VWXEERUQO\�UHIXVHG� WR� DFFHSW� WKDW� WKH� GRZQVWUHDP� HQG� RI� WKH� RLO� EXVLQHVV� FRXOG� QRW� EH� LQGHILQLWHO\�VXEVLGLVHG� E\� SURILWV� DULVLQJ� LQ� WKH� XSVWUHDP�� � 6HYHUDO� \HDUV� RI� FULSSOLQJ� ORVVHV� RQ� WKHLU�UHILQLQJ�RSHUDWLRQV�ILQDOO\�UHFRQFLOHG�WKHVH�FRPSDQLHV�WR�WKH�LGHD�WKDW�WKH\�KDG�WR�XQFRXSOH��LI�QRW�GLYHVW�� WKHLU�YDULRXV�FRQVWLWXHQWV��HDFK�RI�ZKLFK�ZRXOG�KDYH��WKH�RSWLRQ�� LQGHHG� WKH�REOLJDWLRQ�� WR� EX\� DQG VHOO�ZKHQHYHU� LW� >SDLG@� EHWWHU� WKDQ� WUDQVIHUULQJ� WKURXJK� >LQWHJUDWHG@�FKDQQHOV����� LQ�RUGHU� WR�GHIHQG� LWV�RZQ�PDUJLQV�� � ,Q� WKLV�ZD\��0DU[
V��VLOHQW�FRPSXOVLRQ�RI�WKH�LURQ�ODZV�RI�FDSLWDOLVP���PDGH�PDQLIHVW�LQ�ZKDW�KDV�EHHQ�FDOOHG�WKH��FRPPRGLWLVDWLRQ�RI�RLO���DFKLHYHG�ZKDW�SOHQW\�RI�86�OHJLVODWRUV�KDG�IDLOHG�WR�GR�LQ�WKH�VSDFH�RI�VHYHUDO�GHFDGHV���)XUWKHUPRUH��WKH�FRQVROLGDWLRQ�RI�VSRW�DQG�IRUZDUG�RLO�PDUNHWV�DV�FHQWUHV�RI�SULFH�GLVFRYHU\�DQG� SULFH� IRUPDWLRQ� IRU� WKH� JUHDW� PDMRULW\� RI� LQWHUQDWLRQDOO\� WUDGHG FUXGH� RLO�� DQG� WKH�DSSHDUDQFH� RI� RLO� IXWXUHV�PDUNHWV� LQ� UHVSRQVH� WR� WKH� XUJHQW� ULVN�PDQDJHPHQW� QHHGV� RI� WKH�LQGXVWU\�KDYH�WDNHQ�WKLV�SURFHVV�RI�FRPPRGLWLVDWLRQ�WR�D�KLJKHU�SODQH���)LQDQFLDO�VSHFXODWRUV��LQYHVWPHQW� EDQNV�� -DSDQHVH� VRJR� VKRVKD�� LQWHUQDWLRQDO� WUDGLQJ� KRXVHV�� DQG� WKH� VR�FDOOHG�:DOO� 6WUHHW� UHILQHUV��� DWWUDFWHG� E\� WKH� HQRUPRXV� YRODWLOLW\� LQ� WKH� SULFH� RI� FUXGH� RLO� DQG�RLO�SURGXFWV��KDYH�HQWHUHG�ORFDO�PDUNHWV�OLNH�1<0(;��,3(�RU�WKH�1RUWK�6HD�IRUZDUG�PDUNHW�LQ�GURYHV� DQG�� LQ� WKH� EDUJDLQ�� KDYH�PDGH� WKH� JOREDO� RLO�PDUNHWSODFH�PXFK�PRUH� OLTXLG�� �7KLV�PHDQV� WKDW� WKH\�KDYH�IXUWKHU�LQFUHDVHG�WKH�RSSRUWXQLW\�FRVWV�LQFXUUHG�E\�WKRVH�ILUPV�ZKRVH�ULJLG� LQWHJUDWHG� RUJDQLVDWLRQDO� VWUXFWXUHV� SRVH� D� KLQGUDQFH� WR� WKHLU� H[SORLWDWLRQ� RI� WKH�
��+DUWVKRUQ��������������,ELG���������2Q� D� QXPEHU� RI� RFFDVLRQV��PHPEHUV� RI� WKH�86�&RQJUHVV� WULHG� WR� SDVV� OHJLVODWLRQ� IRUFLQJ� ODUJH�RLO�ILUPV�WR�GH�LQWHJUDWH�



��
FRQWLQXRXV��DQG�HYDQHVFHQW��DUELWUDJH�RSSRUWXQLWLHV�WKDW�FKDUDFWHULVH�WKH�PRGHUQ�RLO�PDUNHW���1DWXUDOO\�� WKLV� KDV� KHLJKWHQHG� WKH�SHUFHSWLRQ�RI�REVROHVFHQFH�ZKLFK�KDV�JURZQ�DURXQG� WKH�LQWHJUDWHG�IRUP�RI�RUJDQLVDWLRQ�LQ�DOO�WKRVH�PDUNHWV�ZKHUH�HFRQRPLF�DUELWUDJH�RSHUDWHV�ZLWK�UHDVRQDEOH�HIILFLHQF\��� ,QGHHG��WKH�RQO\�SODFHV�ZKHUH�RQH�FDQ�VD\�WKDW�WKH��WUDGLWLRQDO��ORJLF�RI�YHUWLFDO�LQWHJUDWLRQ�LV�DV�YDOLG���DQG�LUUHVLVWLEOH��WRGD\�DV�LW�ZDV�IRU�WKH�6HYHQ�6LVWHUV�EHIRUH�WKH�����V�DUH�FRXQWULHV� � SDUWLFXODUO\� ODUJH�SURGXFHUV�DQG�FRQVXPHUV�RI�RLO� OLNH�5XVVLD�DQG�&KLQD�� ZKRVH�ORFDO�HQHUJ\�PDUNHWV�DUH�QRW�RQO\�SURIRXQGO\�GLVWRUWHG��GXH�WR�WKH�FROODSVH�RU�WKH� ZLWKHULQJ� DZD\� RI� WKHLU� FHQWUDOO\�SODQQHG� HFRQRPLHV�� RU� WR� H[FHVVLYH� UHJXODWLRQ�� IRU�LQVWDQFH��EXW�ZKLFK�DUH�DOVR�LVRODWHG�WR�DQ�LPSRUWDQW�H[WHQW�IURP�WKH�LQWHUQDWLRQDO�RLO�PDUNHW�EHFDXVH�RI�ORJLVWLFDO�DQG�RU�SROLWLFDO�IDFWRUV���(YHQ� WKRXJK� WKH� GLVDGYDQWDJHV� LQKHUHQW� WR� D� KLJKO\� LQWHJUDWHG� IRUP� RI� RSHUDWLRQ�VWDUWHG� WR� EHFRPH� DSSDUHQW� E\� WKH� HDUO\� ����V�� LQ� ����� LW� ZDV� VWLOO� SRVVLEOH� IRU� 'LUN� GH�%UX\QH� � SUHVLGHQW�RI� WKH�5R\DO�'XWFK�3HWUROHXP�&R�� � WR�DVVHUW� WKDW��PDMRU�RLO�FRPSDQLHV�>ZHUH@�VWLOO�VHHQ�WR�RSHUDWH�ODUJHO\�DV�LQWHJUDWHG�EXVLQHVVHV��FRQVLVWHQW�ZLWK�WKH�EHOLHI�WKDW�DQ�HIILFLHQW� OLQNLQJ�RI�WKH�VXSSO\�DQG�GHPDQG�FKDLQ�DFKLHYHV WKH�EHVW�UHVXOW�IRU�FXVWRPHUV�DQG�VKDUHKROGHUV� DOLNH�� ZLWK� WKH� LQHYLWDEOH� ORVVHV� LQ� VRPH� DUHDV� EDODQFHG� E\� SURILWV� PDGH� LQ�RWKHUV���� :LWK�WKH�JLIW�RI�SURSKHF\��GH�%UX\QH�ODEHOHG�WKLV�QRWLRQ�DV�REVROHWH��DQG�KH�XUJHG�KLV�SHHUV�LQ�WKH�LQGXVWU\�WR�PDNH�VXUH WKDW�WKH�SUHVHQFH�RI�WKHLU�FRPSDQLHV�LQ�HDFK�RQH�RI�WKH�VHJPHQWV� RI� WKH� RLO� LQGXVWU\� FRXOG� EH� MXVWLILHG� WR� WKHLU� VKDUHKROGHUV� RQ� SXUHO\� HFRQRPLF�JURXQGV�� � ,Q� WKH� IROORZLQJ� VHFWLRQ�� ZH� VKDOO� H[DPLQH� WKH� GUDPDWLF� IDVKLRQ� LQ� ZKLFK�XQIRUHVHHQ�FKDQJHV�LQ�WKH�PDMRU�FDSLWDO�PDUNHWV�RI�WKH�ZRUOG�SURYHG�GH�%UX\QH�ULJKW�DQG��LQ�WKH�SURFHVV��SXQLVKHG�DOO�WKRVH�RLO�FRPSDQLHV�WKDW�OHW�WKH�LGHD�RI�LQWHJUDWHG�RSHUDWLRQV�JHW�LQ�WKH�ZD\�RI�WKH�PD[LPLVDWLRQ�RI�WKH�YDOXH�RI�WKHLU�VKDUHKROGHU
V�LQYHVWPHQW�FDSLWDO�����9HUWLFDO�,QWHJUDWLRQ�LQ�WKH�2LO�,QGXVWU\�DQG�WKH�1HZ�'\QDPLFV�RI�WKH�0DMRU�&DSLWDO�0DUNHWV�RI�WKH�:RUOG

:DOO�6WUHHW�VKDSHV�0DLQ�6WUHHW2Q�0DUFK� �� ������ *XOI� 2LO� ZDV� IRUFHG� WR� PHUJH� ZLWK� RQH� RI� LWV� WUDGLWLRQDO� FRPSHWLWRUV��&KHYURQ���LQ�D�GHDO�YDOXHG�DW�WKH�� WKHQ�� DOPRVW�LQFRQFHLYDEOH�VXP�RI��������0086'���7KH�GLVDSSHDUDQFH� RI� *XOI� PDUNHG� D� WXUQLQJ� SRLQW� LQ� WKH� HYROXWLRQ� RI� WKH� ZRUOG� SHWUROHXP�LQGXVWU\�� DQG� QRW� SUHFLVHO\� EHFDXVH� RI� WKH� PDJQLWXGH� RI� WKH� WUDQVDFWLRQ� �HYHQ� WKRXJK�� LQ�
��7KXV�5RELQVRQ���,QWHJUDWLRQ�������LV�RXW���7KH�WUDGLQJ�IXQFWLRQ�LV�QHHGHG�WR�NHHS�WKH�IORZV�JRLQJ���$QG�LW�DGGV�YDOXH�LQ�WZR�ZD\V���)LUVW��LW�UHGXFHV�VXSSO\�FRVWV��WKURXJK�WUDGH�RSWLPLVDWLRQ��EDFN�KDXOV�DQG�E\�UHOHQWOHVVO\� VHDUFKLQJ�RXW�SDUWLFXODU�PDUNHWV� WKDW� FDQ�PDNH� WKH�PRVW�RI�D�SDUWLFXODU�FUXGH�RU�EOHQG�RI�FUXGHV�RU�E\�PHHWLQJ�VSHFLILFDWLRQV�E\�EOHQGLQJ�WZR�RI�VSHFLILFDWLRQ�SURGXFWV���7KH�PDUNHW�DQG�WUDGLQJ�DUH�D�PRUH�HIILFLHQW�PHFKDQLVP�IRU�GRLQJ�WKLV�WKDQ�FHQWUDO�VXSSO\�DOORFDWLRQ��ZLWK�LWV�FDOFXODWHG�YDOXH�VWUXFWXUHV�� 6HFRQG�� WUDGLQJ�DGGV�YDOXH�E\�SULFH�DUELWUDJH��E\�SHUIHFWLQJ�PDUNHWV�������F������� LWDOLFV�RXUV����6HH�IRU�LQVWDQFH�,($���������GH�%UX\QH����������
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DEVROXWH�WHUPV��WKLV�PHUJHU�LV VWLOO�RQH�RI�WKH�ODUJHVW�LQ�WKH�KLVWRU\�RI�FRUSRUDWH�ILQDQFH����,WV�LPSRUWDQFH�OLHV�LQ�WKH�IDFW�WKDW�WKH�GLVDVWHU�ZKLFK�RYHUWRRN�RQH�RI�WKH�6HYHQ�6LVWHUV�VKRZHG�WKDW� WKH� RUJDQLVDWLRQDO� OHJDF\� RI� WKHVH� FRPSDQLHV� � SUHGLFDWHG� RQ� WKH� SULQFLSOH� RI� YHUWLFDO�LQWHJUDWLRQ�j�RXWUDQFH � ZDV�ZKROO\�LQDGHTXDWH�WR�IDFH�WKH�QHZ�DQG�KDUVK�UHDOLWLHV�SUHYDLOLQJ�LQ� WKH� ZRUOG
V� JUHDW� FDSLWDO� PDUNHWV� �UHDOLWLHV� ZKLFK� ZHUH� WKH� SURGXFW� RI� DQ� DFFHOHUDWHG�HYROXWLRQ�WKDW�RYHUWRRN�WKH�RLO�LQGXVWU\�� D�EDVWLRQ�RI�ILQDQFLDO�DQG�PDQDJHULDO�FRQVHUYDWLVP��DQG�VKRRN�LW�WR�LWV�YHU\�IRXQGDWLRQV��1RZDGD\V�� DV� D� UHVXOW� RI� WKH� YHU\� HIIHFWLYH� VHOI�SURPRWLRQ� RI� WUDGHUV�� EURNHUV� DQG�ILQDQFLHUV��LW�LV�GLIILFXOW�IRU�WKH�OD\PDQ�WR�UHPHPEHU�WKDW��QRW�VR�ORQJ�DJR��:DOO�6WUHHW�ZDV�WKH�KDXQW�RI�D�JRRG�QXPEHU�RI�WUDGHUV�ZKRVH�FDSDFLW\�WR�HDUQ�WKHLU�OLYLQJ�GHSHQGHG�PXFK�PRUH�RQ�OXFN�DQG�DQ�LQWXLWLYH�JUDVS�RI�DSSOLHG�SV\FKRORJ\�WKDQ�RQ�WKH�PDVWHU\�RI�WKH�PRVW�DEVWUXVH�EUDQFKHV�RI�FDOFXOXV�DQG�ILQDQFH���7KLV�VLWXDWLRQ�XQGHUZHQW�D�UDGLFDO�FKDQJH�DIWHU�WKH�VWRFN�PDUNHW�FUDVK�RI�������ZKLFK�UHGXFHG�WKH�DJJUHJDWH�YDOXH�RI�WKH�FRPSDQLHV�TXRWHG�LQ�1<6(�WR�DSSUR[LPDWHO\����SHU�FHQW�RI�WKH�YDOXH�WKH\�KDG�DW�WKH�EHJLQQLQJ�RI�������� $V�WKH�DXWKRU�RI�DQ�H[FHOOHQW�LQYHVWLJDWLRQ�LQWR�WKH�RULJLQV�RI�WKH�HFRQRPLF�LGHDV�WKDW�QRZ�UHLJQ�VXSUHPH�LQ�:DOO�6WUHHW�VD\V�KDG� LW� QRW� EHHQ� IRU� WKH� FULVLV� RI� ������ IHZ� ILQDQFLDO� SUDFWLWLRQHUV�ZRXOG� KDYH� SDLG�DWWHQWLRQ�WR�WKH�LGHDV�WKDW�KDG�EHHQ�VWLUULQJ�LQ�WKH�LYRU\�WRZHUV�IRU�VRPH�WZHQW\�\HDUV���%XW�ZKHQ� LW� WXUQHG�RXW� WKDW� LPSURYLVHG�VWUDWHJLHV� WR�EHDW� WKH�PDUNHW�VHUYHG�RQO\� WR�MHRSDUGLVH�WKHLU�FOLHQWV
� LQWHUHVWV��SUDFWLWLRQHUV�GHFLGHG�WKDW�WKH\�KDG�WR�FKDQJH�WKHLU�ZD\V�� �5HOXFWDQWO\�� WKH\� EHJDQ� WR� VKRZ� LQWHUHVW� LQ� FRQYHUWLQJ� WKH� DEVWUDFW� LGHDV�RI�DFDGHPLFV� LQWR�PHWKRGV� WR� FRQWURO� ULVN� DQG� WR� VWDXQFK� WKH� ORVVHV� WKDW� WKHLU� FOLHQWV�ZHUH� VXIIHULQJ�� � 7KLV�ZDV� WKH�PRWLYDWLQJ� IRUFH� RI� WKH� UHYROXWLRQ� WKDW� VKDSHG�:DOO�6WUHHW���2QH�RI�WKH�PDLQ�FRQVHTXHQFHV�RI�WKH�SUDFWLFDO�DSSOLFDWLRQ�RI�WKHRUHWLFDO�DGYDQFHV�DV�GLYHUVH�DV� 0DUNRZLW]
V� SULQFLSOHV� RI� SRUWIROLR� VHOHFWLRQ� RU� WKH� %ODFN�6FKROHV� PRGHO� RI� RSWLRQ�YDOXDWLRQ��WR�QDPH�EXW�WZR�H[DPSOHV��ZDV�WKH�HPHUJHQFH�RI�D�PXFK�PRUH�HIILFLHQW�PDUNHW�IRU�FRUSRUDWH� FRQWURO�� � 7KLV� PDUNHW�� REYLRXVO\�� H[LVWHG� EHIRUH� WKH� VR�FDOOHG� :DOO� 6WUHHW�UHYROXWLRQ��EXW�WKLV�HYHQW�DOWHUHG�LWV�FRQIRUPDWLRQ�DQG�LWV�UXOHV�LQ�VXFK�D�UDGLFDO�ZD\�WKDW�LW�SUDFWLFDOO\�WXUQHG�LW�LQWR�D�QHZ�HQWLW\���,Q�%HUQVWHLQ
V�ZRUGV��HYHQ� DQ� LQFRPSOHWH� OLVW� RI� WKH� LQQRYDWLRQV� WKDW� KDYH� HPHUJHG� VLQFH� WKH�PLG�����V�UHPLQGV�XV�RI�KRZ�SURIRXQGO\�WKH�SUHVHQW�GLIIHUV�IURP�WKH�SDVW���� ��7RGD\�WKHUH�DUH�PRQH\�PDUNHW�IXQGV��EDQN�&'V�IRU�VPDOO�VDYHUV��XQUHJXODWHG�EURNHUDJH�FRPPLVVLRQV�DQG�GLVFRXQW�EURNHUV���7KHUH�DUH�KXQGUHGV�RI�PXWXDO�IXQGV�VSHFLDOLVLQJ�LQ�ELJ�VWRFNV��VPDOO� VWRFNV�� HPHUJLQJ� JURZWK� VWRFNV�� 7UHDVXU\� ERQGV�� MXQN� ERQGV�� LQGH[� IXQGV��JRYHUQPHQW�JXDUDQWHHG�PRUWJDJHV�DQG� LQWHUQDWLRQDO�VWRFNV�DQG�ERQGV�IURP�DOO�RYHU�WKH�ZRUOG�������7KHUH�DUH�PDUNHWV�IRU�RSWLRQV�������DQG�PDUNHWV�IRU�IXWXUHV�DQG�PDUNHWV�IRU�RSWLRQV�RQ�IXWXUHV���7KHUH�LV�SURJUDP�WUDGLQJ��LQGH[�DUELWUDJH�DQG�ULVN�DUELWUDJH���7KHUH� DUH� PDQDJHUV� ZKR� SURYLGH� SRUWIROLR� LQVXUDQFH� DQG� PDQDJHUV� ZKR� RIIHU�VRPHWKLQJ� FDOOHG� WDFWLFDO� DVVHW� DOORFDWLRQ�� �7KHUH� DUH� EXWWHUIO\� VZDSV� DQG� V\QWKHWLF�
��0DNLQJ�WKLV�WKH�PRVW�VHULRXV�VHWEDFN�IRU�1<6(�VLQFH�WKH�FUDVK�RI��������%HUQVWHLQ������������
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HTXLW\���&RUSRUDWLRQV�ILQDQFH�WKHPVHOYHV�ZLWK�FRQYHUWLEOH�ERQGV��]HUR�FRXSRQ�ERQGV��ERQGV� WKDW� SD\� LQWHUHVW� E\� SURPLVLQJ� WR� SD\�PRUH� LQWHUHVW� ODWHU� RQ�� DQG�ERQGV� WKDW�JLYH�WKHLU�PRQH\�EDFN�EHIRUH�WKH�ERQGV�FRPH�GXH��������7KH�DGYHQW�RI�DOO� WKHVH�QHZ�ILQDQFLDO�LQVWUXPHQWV��OLQNHG�WR�TXDQWXP�DGYDQFHV�LQ�FRPSXWHU�VFLHQFH�DQG�WHFKQRORJ\��LQ�HIIHFW�LQWURGXFHG�WKH�HFRQRPLF�IRUFH�RI�DUELWUDJH�LQWR�WKH�UDUHILHG�VWUDWD� RI� KLJK� ILQDQFH�� EHFDXVH� LW� PDGH� FDSLWDO� PDUNHWV� PXFK� PRUH� OLTXLG�� YRODWLOH� DQG�WUDQVSDUHQW�� �$V�D�UHVXOW�RI� WKLV��SUDFWLWLRQHUV�RI�FRUSRUDWH�ILQDQFH�ZHUH�IRUFHG� WR�VKDNH�RII�WKH� FRPSODFHQF\� WKDW�KDG� VHW�XSRQ� WKHP�DIWHU� WZR�GHFDGHV�RI�XQLQWHUUXSWHG�ERQDQ]D�� �7KH�QHZ� LQVWUXPHQWV�ZLGHQHG� WKH� KRUL]RQV� RI�PDQ\� HFRQRPLF� DFWRUV�ZKR�KDG�SUHYLRXVO\� EHHQ�PDUJLQDOLVHG� IURP� ILQDQFLDO� PDUNHWV� DQG� ZKR� VXGGHQO\� IRXQG� WKHPVHOYHV� LQ� D� SRVLWLRQ� WR�WUDQVODWH� WKHLU� RSLQLRQV� UHJDUGLQJ� WKH� IXWXUH� EHKDYLRXU� RI� WKHVH� PDUNHWV� LQWR� EX\�VHOO�GHFLVLRQV�FRPSDWLEOH�ZLWK� WKHLU� LQGLYLGXDO� ULVN�SUHIHUHQFHV�� �7KLV�EURXJKW�DERXW�D�GUDPDWLF�LQFUHDVH� ERWK� LQ� WKH� QXPEHU� RI� SHRSOH� SDUWLFLSDWLQJ� LQ� WKHVH�PDUNHWV�� DQG� LQ� WKH�PRQHWDU\�YROXPH� WUDQVDFWHG� LQ� WKHP�� � 2LO� LQGXVWU\� VWRFNV� ZHUH� LQHYLWDEO\� GUDZQ� LQWR� WKLV� IOXUU\� RI�PDUNHW�DFWLYLW\��HYHQ�WKRXJK�ODUJH�LQWHJUDWHG�RLO�FRPSDQLHV��ZKLFK�DFFRXQWHG�IRU�PRVW�RI�WKH�VWRFN� PDUNHW� FDSLWDOLVDWLRQ� RI� WKH� RLO� LQGXVWU\�� KDG� QR� UHDO� QHHG� WR� UDLVH� IUHVK� FDSLWDO� E\�PHDQV�RI�HTXLW\�ILQDQFLQJ�DW�WKDW�SRLQW�LQ�WLPH�$OWKRXJK� WKH�QHZ�ILQDQFLDO�PDUNHWV�KDYH�EHHQ�DFFXVHG� � VRPHWLPHV� MXVWLILDEO\� � RI�EUHHGLQJ� XQVFUXSXORXV� DQG� LUUHVSRQVLEOH� ILQDQFLHUV�� DQG� RI� EHLQJ� DW� WKH� URRW� RI� PDQ\�HFRQRPLF�GLVWRUWLRQV��WKHUH�LV�QR�GRXEW�WKDW��E\�YLUWXH�RI�WKHLU�H[LVWHQFH�WRGD\
V� LQYHVWRUV� �� �� �� KDYH� D� PRUH� VRSKLVWLFDWHG� XQGHUVWDQGLQJ� RI� KRZ� ILQDQFLDO�PDUNHWV�EHKDYH��DQG�DUH�FDSDEOH�RI�XVLQJ�WR�DGYDQWDJH�WKH�YDVW�DUUD\�RI�QHZ�YHKLFOHV�DQG�QHZ�WUDGLQJ�VWUDWHJLHV�VSHFLILFDOO\�WDLORUHG�WR�WKHLU�QHHGV���,QQRYDWLYH�WHFKQLTXHV�RI� FRUSRUDWH� ILQDQFH� KDYH� OHG� WR� PRUH� FDUHIXO� HYDOXDWLRQ� RI� FRUSRUDWH� ZHDOWK� DQG�PRUH�HIIHFWLYH�DOORFDWLRQ�RI�FDSLWDO���7KH�ILQDQFLDO�UHVWUXFWXULQJ�RI�WKH�����V�FUHDWHG�QRYHO�VROXWLRQV�WR�WKH�SUREOHPV�DULVLQJ�IURP�WKH�VHSDUDWLRQ�RI�RZQHUVKLS�DQG�FRQWURO�DQG�PDGH�FRUSRUDWH�PDQDJHUV�PRUH�UHVSRQVLYH�WR�WKH�LQWHUHVWV�RI�VKDUHKROGHUV���7KH� ILQDQFLDO� UHVWUXFWXULQJ� RI� WKH� LQWHUQDWLRQDO� RLO� LQGXVWU\�ZDV� VHW� LQ�PRWLRQ SUHFLVHO\� E\�VHYHUDO� FRQWURYHUVLHV�DSURSRV WKH�PRVW�HIIHFWLYH�DOORFDWLRQ�RI�FDSLWDO�EHWZHHQ� WKH�GLIIHUHQW�EXVLQHVV�OLQHV�RI�LQWHJUDWHG�ILUPV��LQ�JHQHUDO��DQG�WKH��WUXH��ZRUWK�RI�D�QXPEHU�RI�LQGLYLGXDO�RLO�FRPSDQLHV��LQ�SDUWLFXODU���7KHUH�ZHUH�WKUHH�PDLQ�IDFWRUV�EHKLQG�WKHVH�FRQWURYHUVLHV
�EHLQJ�UHVROYHG� LQ� WKH�YHU\�SXEOLF�VSDFHV�RI� WKH�$PHULFDQ�VWRFN�PDUNHW��DV�RSSRVHG� WR�WKH�QDUURZ�FRQILQHV�RI�WKH�FRUSRUDWH�ERDUGURRPV�RI�WKH�FRPSDQLHV�LQYROYHG���7KH�ILUVW�RQH�DPRQJ�WKHVH�ZDV�WKH�FKDQJH�LQ�WKH�DWWLWXGH�RI�LQVWLWXWLRQDO�LQYHVWRUV�DQG�PRQH\�PDQDJHUV�WRZDUGV�KRVWLOH�WDNHRYHU�ELGV�DIIHFWLQJ�FRPSDQLHV�LQ�ZKLFK�WKH\�KHOG�VWDNHV���8S�XQWLO�WKH�����V��LQVWLWXWLRQDO�LQYHVWRUV� KDG� WUDGLWLRQDOO\� EHHQ� VWDOZDUW� VXSSRUWHUV� RI� WKH� PDQDJHULDO� WHDPV� RI� SXEOLFO\�WUDGHG�FRPSDQLHV��DOZD\V�UHDG\�WR�PRELOLVH�WKHLU�VL]DEOH�EORFN�YRWHV�LQ�RUGHU�WR�DYHUW�D�QDVW\�SUR[\�ILJKW�RU�D�KRVWLOH�WDNHRYHU���$IWHU�WKH������VWRFN�PDUNHW�FUDVK��KRZHYHU��WKH�SUHVVXUH�
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FRPLQJ� IURP� WKH� SXEOLF� DW� ODUJH� LQ� WKH� VHQVH� WKDW� WKHVH� ILQDQFLDO� LQWHUPHGLDULHV VKRXOG� GR�PRUH�WR�MXVWLI\�WKHLU�KLJK�FRPPLVVLRQV�LQFUHDVHG�FRQVLGHUDEO\���$V�D�UHVXOW�RI�WKLV��LQYHVWPHQW�DQG� SHQVLRQ� IXQGV� EHJDQ� WR� WDNH� WKH� ILGXFLDU\� UHVSRQVLELOLW\� RI� GRLQJ� HYHU\WKLQJ� LQ� WKHLU�SRZHU�WR�PD[LPLVH�WKH�YDOXH�RI�WKHLU�VKDUHKROGHUV
�SRUWIROLR�IDU�PRUH�VHULRXVO\���,QHYLWDEO\��WKLV�OHG�PRQH\�PDQDJHUV�WR�GHPDQG�EHWWHU�UHWXUQV�RQ�WKHLU�LQYHVWPHQWV�IURP�WKH�PDQDJHUV�RI�SXEOLFO\�WUDGHG� FRPSDQLHV�� � 7KXV�� WKH� FRQGLWLRQ� WKDW� WKH� VWRFN� SULFH� RI� D� JLYHQ� FRPSDQ\�VKRXOG�RXW�SHUIRUP�HLWKHU�D�EURDG�VWRFN�PDUNHW�LQGH[�RU�D�VKDUH�LQGH[�FRQVWLWXWHG�E\�D�EDVNHW�RI�FRPSDQLHV�SDUWLFLSDWLQJ�LQ�WKH�VDPH�LQGXVWU\��L�H��XWLOLWLHV��DHURVSDFH�FRPSDQLHV��WREDFFR�FRPSDQLHV�� DQG� VR� IRUWK�� EHFDPH� WKH� IXOFUXP� RQ� ZKLFK� UHODWLRQV� EHWZHHQ� LQVWLWXWLRQDO�LQYHVWRUV�DQG�FRUSRUDWH�PDQDJHUV�FDPH�WR�UHVW���9HU\�RIWHQ��WKH�XQGHUSHUIRUPDQFH�RI�D�JLYHQ�FRPSDQ\
V� VKDUH� SULFH� OD\� EHKLQG� WKH� SRVLWLYH� PDQQHU� LQ� ZKLFK� LQVWLWXWLRQDO� LQYHVWRUV�UHVSRQGHG�WR�WKH�ZRRLQJ�RI�D�FRUSRUDWH�UDLGHU�7KH�VHFRQG�DPRQJ�WKH�HOHPHQWV�FRPPRQO\�OLQNHG�WR�WKH�ILQDQFLDO�UHVWUXFWXULQJ�RI�WKH�RLO� LQGXVWU\�ZDV� WKH�ULVH�RI� MXQN�ERQGV��KLJK�ULVN��KLJK�\LHOG�ERQGV���DQG�RI�WKH�LQYHVWPHQW�EDQNV� WKDW� WXUQHG� WKHP� LQWR� WKHLU� VSHFLDOW\� �QRWDEO\� 'UH[HO� %XUQKDP� /DPEHUW��� � 7KHVH�VHFXULWLHV� HQDEOHG� SHUVRQV ZKR� ODFNHG� IXQGV� RI� WKHLU� RZQ� WR� FDUU\� RXW� OHYHUDJHG� EX\�RXWV�YDOXHG�LQ�ELOOLRQV�RI�GROODUV��ZLWKRXW�KDYLQJ�WR�RYHUFRPH�WKH�UHOXFWDQFH�RI�WUDGLWLRQDO�FUHGLW�LQVWLWXWLRQV�WR�OHQG�DVWURQRPLFDO�VXPV�RI�PRQH\�WR�DQ\ERG\�RWKHU�WKDQ�ODUJH�FRPSDQLHV�ZLWK�LPSHFFDEOH�FUHGLW�KLVWRULHV���0RUHRYHU��WKH�DSSHDO�DQG�LQIOXHQFH�RI�MXQN�ERQGV�ZDV�HQKDQFHG��ILUVWO\��E\�WKH�GHUHJXODWLRQ�RI�WKH�86�EDQNLQJ�VHFWRU��VHFRQGO\��E\�WKH�LQFUHDVLQJ�FRPSHWLWLRQ�EHWZHHQ� EDQNV� IRU� YROXPH� DQG� ILQDOO\�� E\� WKH� SUHVVLQJ� QHHG� RI� WKH� LQWHUQDWLRQDO� ILQDQFLDO�V\VWHP�WR�UHF\FOH�YDVW�DPRXQWV�RI�SHWUR�GROODUV�7KH�WKLUG�SUHFLSLWDWLQJ�DJHQW�RI�WKH�UHVWUXFWXULQJ�SURFHVV�LQ�WKH�RLO�LQGXVWU\�ZDV�WKH�PDQQHU�LQ�$PHULFDQ�RLO�FRPSDQLHV�UHVSRQGHG�WR�WKH�VXSSO\�FULVLV�RI������DQG�WR�WKH�H[FHVV�VXSSO\�RI�SHWUROHXP�SURGXFWV�ZKLFK�EHJDQ�WR�ZHLJK�XSRQ�WKH�RLO�PDUNHW�IURP������RQZDUGV���7KH�XQFHUWDLQW\�ZKLFK� IROORZHG� WKH� ILUVW�RLO�VKRFN�JHQHUDWHG�D�FRQVLGHUDEOH� LQFUHDVH� LQ� WKH�UHVRXUFHV� ZKLFK� PDQ\� FRPSDQLHV� HDUPDUNHG� IRU� WKH� WDVN� RI� ILQGLQJ� FUXGH� UHVHUYHV� LQ� 86�WHUULWRU\��RVWHQVLEO\�EHFDXVH�WKLV�ZDV�WKH�RQO\�ZD\�WR�VHFXUH�SROLWLFDOO\�UHOLDEOH�VXSSOLHV�IRU�WKHLU� ELJ� UHILQLQJ� V\VWHPV��� � 7KH� SORZLQJ� RI� KXJH� DPRXQWV� RI� FDVK� LQWR� WKHVH� H[SORUDWLRQ�HIIRUWV�ZDV�� RQ� WKH�ZKROH�� D� FRVWO\� ILDVFR� IRU� WKH�$PHULFDQ�RLO� LQGXVWU\�� �1RW� VXUSULVLQJO\��JLYHQ�WKH�GHVWUXFWLRQ�RI�VKDUHKROGHU
V�YDOXH�WKDW�WKHVH�DFWLYLWLHV�HQWDLOHG��WKH�$PHULFDQ�VWRFN�PDUNHW�WRRN�D�UDWKHU�GLP�YLHZ�RI�WKH�FRPSDQLHV�WKDW�SURPRWHG�WKHP��WKXV��WKH�VKDUH�SULFH�RI�PDQ\�RI�WKHP�HLWKHU�VWDJQDWHG�RU�IHOO�LQ�VXFK�D�ZD\�WKDW�WKH�OLTXLGDWLRQ�YDOXH�RI�WKHLU�DVVHWV�EHJDQ� WR� H[FHHG� WKHLU� VWRFN� PDUNHW� YDOXHV� E\� VL]DEOH� PDUJLQV� �SDUWLFXODUO\� VLQFH� PDQ\�ILQDQFLDO�FRQVXOWDQWV�DVVHVVHG�WKH�OLTXLGDWLRQ�YDOXH�RI�WKHLU�UHVHUYHV�XQGHU�WKH�DVVXPSWLRQ�RI�
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� YDOXH���3LFNHQV�EHFDPH� WKH�ErWH�QRLUH RI� WKH�PDMRU�RLO�FRPSDQLHV��WKDQNV�WR�KLV�IROORZLQJ�LQ�LQYHVWPHQW�EDQNLQJ�FLUFOHV��WR�KLV�GDULQJ�DQG�ZHOO�RUFKHVWUDWHG�SODQV�RI�DWWDFN�DQG�WR�KLV�NHHQ�XQGHUVWDQGLQJ�RI�WKH�ILQDQFLDO�RSSRUWXQLWLHV�DIIRUGHG�E\� VRPH�RI� WKH�PRUH� UHFRQGLWH� ORRSKROHV�RI 86�SHWUROHXP� OHJLVODWLRQ��� 3LFNHQV
�PRVW� QRWRULRXV� H[SORLW�ZDV� KLV� DWWHPSW� WR� WDNH� RYHU�*XOI�� � 7KH�PLQXWLDH� RI� WKLV� FRUSRUDWH�EDWWOH�DUH�LUUHOHYDQW�WR�WKH�PDWWHUV�DW�KDQG��VR�ZH�ZLOO�QRW�GZHOO�XSRQ�WKHP����VXIILFH�LW�WR�VD\��KRZHYHU�� WKDW� 3LFNHQV
� FRXS� XQGHUVFRUHG� LQ� D� GUDPDWLF� IDVKLRQ� MXVW� KRZ� PXFK� WKH�
��7KXV��IRU�PXFK�RI�WKH�HDUO\�����V� LW�ZDV�IDU�FKHDSHU�WR�H[SORUH�IRU�RLO�UHVHUYHV�LQ�WKH�IORRU�RI�1<6(�WKDQ�LQ�7H[DV��3LFNHQV��IRU�LQVWDQFH��FDOFXODWHG�WKDW�*XOI
V�PDUNHW�YDOXH�ZDV�HTXLYDOHQW�WR�RQO\�D�WKLUG�RI�LWV�OLTXLGDWLRQ�YDOXH����$QHFGRWDO�HYLGHQFH�LQGLFDWHV�WKDW�PDQ\�RLO�FRPSDQLHV�KHOG�RQ�WR�WKHLU�WUDGLWLRQDO�PRGH�RI�RSHUDWLRQV�HYHQ�ZKHQ�WKH�PDUNHW�VHQW�VLJQDOV�WKDW�WKH\�FRXOG�DIIRUG�QRW�WR�EH�DV�KLJKO\�LQWHJUDWHG��GH�&KD]HDX�DQG�.DKQ��RS��FLW��������FLWH�WKH�FDVH�RI�6XQ��ZKRVH�&(2�GHFODUHG�WKDW�KH�FRQVLGHUHG�SURGXFWLRQ�DFWLYLWLHV�WR EH�D�GUDLQ�RQ� WKH�FRPSDQ\
V� ILQDQFHV��EXW� WKDW� WKLV�GUDLQ�ZRXOG�FRQWLQXH� WR�EH� WROHUDWHG�EHFDXVH� LW�UHSUHVHQWHG��D�IRUP�RI�LQVXUDQFH�DJDLQVW�VRPH�IXWXUH�VXSSO\�VTXHH]H����,Q�PD\�������'RPH�PDGH� D� WHQGHU� IRU� ���PLOOLRQ�&RQRFR�VKDUHV�� DW� D�SULFH�RI�86'����SHU� VKDUH���'RPH� LQWHQGHG� WR� XVH� LWV� EORFN� RI� VKDUHV� WR� IRUFH� &RQRFR� WR� VHOO� LW� LWV� VKDUHV� LQ� DQRWKHU� &DQDGLDQ�FRPSDQ\��+XGVRQ�2LO� DQG�*DV�� � (YHQ� WKRXJK�'RPH
V� SULFH� RIIHU�ZDV�ZD\� DERYH� WKH�SULFH� DW�ZKLFK�&RQRFR
V�VKDUHV�ZHUH� WUDGLQJ�DW� WKH�PRPHQW��&RQRFR
VPDQDJHUV�GLG�QRW�GHLJQ�UHVSRQG�WR�WKH�WHQGHU��EHFDXVH�WKH\�WKRXJKW�WKDW�WKH�FRPSDQ\
V�VKDUHKROGHUV�ZRXOG�QRW�VHOO�WKHLU�VKDUHV�WR�VXFK�DQ�LQVLJQLILFDQW�FRPSDQ\�� �7KLV�ZDV�SURYHG� WR�EH�TXLWH�DQ�HUURU�RI� MXGJPHQW�ZKHQ�&RQRFR
V�VKDUHKROGHUV�RIIHUHG����PLOOLRQ�VKDUHV�WR�'RPH����6HH�<HUJLQ�����������������/LNH� WKH� RQHV� WKDW� SHUPLWWHG� H[SORUDWLRQ� H[SHQVHV� WR� EH� RIIVHW� DJDLQVW� WKH� SHUVRQDO� LQFRPH� RI�LQGLYLGXDOV�IRU�LQFRPH�WD[�FDOFXODWLRQ�SXUSRVHV����<HUJLQ��LELG����������



��
VKDUHKROGHUV� RI� LQWHJUDWHG� RLO� FRPSDQLHV� ORVW� E\� WKH� FRPSODFHQF\� RI� WKHLU� GLUHFWRUV� LQ�PDQDJLQJ� WKHLU� DVVHWV��&KHYURQ� SDLG�86'���� IRU� HDFK� RQH� RI�*XOI
V� VKDUHV�� D� SUHPLXP�RI�86'����RQ�WKH�SULFH�DW�ZKLFK�WKH VKDUHV�ZHUH�WUDGLQJ�EHIRUH�3LFNHQV�ZHQW�RQ�WKH�ZDUSDWK���*XOI
V�GHPLVH�VHQW�DQ�XQHTXLYRFDO�VLJQDO�WR�WKH�KHDGV�RI�RWKHU�RLO�FRPSDQLHV�WKDW�WKH�WLPH�KDG�FRPH�WR�SXW�WKHLU�UHVSHFWLYH�KRXVHV�LQ�RUGHU�EHIRUH�VRPHERG\�HOVH�GLG�LW�IRU�WKHP��� 6RPH�ILUPV� GLG� QRW HPEUDFH� WKH� QHZ� FUHGR� RI� PD[LPLVLQJ� VKDUHKROGHUV
� YDOXH� ZLWK� VXIILFLHQW�FHOHULW\��DQG�VXIIHUHG�DFFRUGLQJO\��� 0RVW�RI�WKH�ODUJH�RLO�FRPSDQLHV��KRZHYHU��ZHUH�DEOH�WR�UHVWUXFWXUH� WKHLU� RSHUDWLRQV� YROXQWDULO\�� VR� DV� WR�GLPLQLVK� WKH� DSSHDO� WR� VKDUHKROGHUV�RI� WKH�OLNHV� RI� 3LFNHQV�� � 7KH�PDMRUV� GLYLGHG� WKHLU� RSHUDWLRQV� DORQJ�ZHOO�GHOLPLWHG� EXVLQHVV� OLQHV��EORFNHG� WKH� WUDQVIHU�RI� IXQGV�EHWZHHQ�EXVLQHVV�XQLWV�DQG�� ILQDOO\��HVWDEOLVKHG� WKH�FRQGLWLRQ�WKDW� WKH� UHWXUQ� RI� LQYHVWPHQW� RI� HDFK� RQH� RI� WKHVH� XQLWV�ZRXOG� KDYH WR� H[FHHG� WKH� FRVW� RI�FDSLWDO� RI� WKH� FRPSDQ\� DV� D�ZKROH�� � ,Q� RWKHU�ZRUGV�� WKH\� IRUFHG� WKHLU� YDULRXV� GLYLVLRQV� WR�EHKDYH� OLNH� LQGHSHQGHQW�HQWLWLHV��DQG�PDGH� WKH�SURILWV�DQG� ORVVHV�RI�HYHU\�RQH�RI� WKHP� WKH�FHQWUDO�FULWHULRQ�IRU�FDSLWDO�DOORFDWLRQ�ZLWKLQ�WKH ILUP���7KXV��HYHQ�WKRXJK�WRGD\�WKH�ODUJH�RLO�FRPSDQLHV� VWLOO� JLYH� WKH�RXWZDUG�DSSHDUDQFH�RI�EHLQJ�YHUWLFDOO\� LQWHJUDWHG�� LQ�SUDFWLFH� WKH\�WU\�WKHLU�EHVW�WR�EHKDYH�DV�LI�WKH\�ZHUH�QRW�LQWHJUDWHG�DW�DOO�7KH� OHJDF\�RI� WKH� ILQDQFLDO� UHVWUXFWXULQJ�RI� WKH�RLO LQGXVWU\�KDV�SURYHG� WR�EH� ORQJ�ODVWLQJ�� � 1RZDGD\V�� DOO� SULYDWH� RLO� FRPSDQLHV� �DQG� VRPH� HQOLJKWHQHG� 12&V�� OLNH� 6WDWRLO��PHWLFXORXVO\�SRUH�RYHU�WKHLU�DVVHWV��ZLWK�WKH�GRXEOH�DLP�RI�LGHQWLI\LQJ�SRWHQWLDO�LQHIILFLHQFLHV�DQG� XQOHDVKLQJ� KLGGHQ� VRXUFHV� RI� YDOXH� ,Q� RWKHU�ZRUGV�� WKHUH� LV� D� NHHQ� DZDUHQHVV� LQ� RLO�FLUFOHV� WKDW� �DQ� LQWHJUDWHG� FRPSDQ\�� LI� LW� LV� WR� IXOO\� H[SORLW� WKH� LQGXVWU\� F\FOH� WR� LWV� EHVW�DGYDQWDJH��PXVW�EH�DEOH�DQG�ZLOOLQJ�WR�DOWHU�WKH�FRPSRVLWLRQ�RI�LWV�LQYHVWPHQW�SRUWIROLR�LQ�D�FRXQWHU�F\FOLFDO�PDQQHU�����DQG�QRW�EH�PDUULHG�WR�WKH�LGHD�WKDW�LQWHJUDWLRQ�LV�D�GHVLUDEOH�WKLQJ�IRU�LWV�RZQ�VDNH���7KDQNV�WR�WKH�DSSHDUDQFH�RI�D�SOHWKRUD�RI�QHZ�ILQDQFLDO�LQVWUXPHQWV��WR�WKH�UDSLG� HYROXWLRQ� RI� VHFXULWLHV� DQG�GHULYDWLYHV�PDUNHWV� DOLNH�� DQG� WR� VRPH�DODUPLQJ� LQFLGHQWV��*XOI
V� GHPLVH�� 7H[DFR
V� EDQNUXSWF\��� RLO� FRPSDQLHV�ZHUH� IRUFHG� WR� VXEPLW� WKHLU� KDOORZHG�LGHDV�FRQFHUQLQJ�WKH�EHQHILWV�RI�YHUWLFDO�LQWHJUDWLRQ�WR�D�VHULRXV�UHDSSUDLVDO���$V�%DFRQ�DQG�0DEUR� VD\�� �WKH� PDMRUV�� EHFDXVH� RI� WKHLU� KLVWRULFDO� DWWDFKPHQW� WR� WKH� YLUWXHV� RI� YHUWLFDO�LQWHJUDWLRQ��DQG�WKHLU�DELOLW\�WR�ILQDQFH�UHILQLQJ�ORVVHV�ZLWK�FDVK�IORZV�IURP�ERWK�PDUNHWLQJ�DQG� XSVWUHDP� RSHUDWLRQV�� ZHUH� LQ� D� SRVLWLRQ� WR� UHVLVW� UHWUHQFKPHQW� IRU� D� ORQJ� ZKLOH����
��,Q� WKH�ZRUGV�RI�5�2��$QGHUVRQ��IRUPHU�FKDLUPDQ�RI� WKH�ERDUG�DW�$5&2����:H�ZHUH�D�VLWWLQJ�GXFN��XQOHVV�ZH�JRW�RXU�VKDUH�YDOXHV�XS�PRUH�FORVHO\�WR�WKH�YDOXHV�RI�RXU�FRPSDQ\���<HUJLQ��RS��FLW����������$PRQJ� WKHVH� ZHUH� 3KLOOLSV� 3HWUROHXP�� 8QRFDO�� 7H[DFR� DQG� 'LDPRQG� 6KDPURFN�� � $OO� RI� WKHVH�FRPSDQLHV�KDG�WR�ILJKW�RII�KRVWLOH�WDNHRYHU�DWWHPSWV�DW�DQ�HQRUPRXV�FRVW���3,,��6HSWHPEHU������������%DFRQ�DQG�0DEUR�������������%HIRUH�WKH�HDUO\�����V�LW�ZRXOG�KDYH�EHHQ�TXLWH�GLIILFXOW�WR�ILQG�DQ�RLO�FRPSDQ\�PDQDJHU�ZKR�GLVDJUHHG�ZLWK� WKH� LGHD� WKDW� LQWHJUDWLRQ�ZDVVRPHWKLQJ�WKDW�KDG�WR�EH�SXUVXHG�IRU�LWV�RZQ�VDNH��DV�*HRUJH�.HOOHU��IRUPHU�&KHYURQ�&(2��VDLG���WKH�FRQFHSW�,�ZDV�WDXJKW�ZDV�WKDW�\RX�PRYHG�\RXU�RZQ�FUXGH�WKURXJK�\RXU�RZQ�UHILQLQJ�DQG�GRZQVWUHDP�V\VWHP�������LW�ZDV�VR�REYLRXV�LW�ZDV�D�WUXLVP��<HUJLQ��RS� FLW��������



��
+RZHYHU��DIWHU�D�YHU\�GLIILFXOW�GLGDFWLF�SURFHVV��PRVW�RLOPHQ�KDYH�VKLIWHG�WKHLU�DOOHJLDQFH�WR�D�QHZ�DQG�YHU\�GLIIHUHQW�FUHGR��ODSLGDULO\�VXPPHG�XS�E\�D�IRUPHU�FKDLUPDQ�RI�%3���LW
V�QLFH�WR�KDYH�VRPH�LQWHJUDWLRQ��RI�FRXUVH��EXW�LW�LV�QRW�VRPHWKLQJ�WKDW�ZH�ZRXOG�SD\�D�SUHPLXP�IRU��������2LO�([SRUWLQJ�&RXQWULHV�DQG�WKH�&DVH�IRU��5HLQWHJUDWLQJ��WKH�2LO�,QGXVWU\$�IRUPHU�6DXGL�$UDELDQ�RLO�PLQLVWHU�PDGH�WKH�IROORZLQJ�REVHUYDWLRQV�LQ�DQ�DUWLFOH�H[SODLQLQJ�ZK\�KH�WKRXJKW�WKDW�WKH�WRWDOLW\�RI�KLV�FRXQWU\
V�VL]DEOH�RLO�H[SRUWV�ZRXOG�HYHQWXDOO\�KDYH�WR�PRYH�WKURXJK�LQWHJUDWHG�FKDQQHOV���WKH� RLO�ZRUOG� LV� DQ� LQWHJUDWHG�ZRUOG� E\� GHILQLWLRQ�� �$QG�ZKLOH� VRPH�KLVWRULFDO� DQG�HFRQRPLF�DQRPDOLHV�ZHUH�VWUDLJKWHQHG�RXW�LQ�WKH�����
V��,�IHHO�ZLWK�KLQGVLJKW�WKDW�WKH�GHOLQNLQJ�EHWZHHQ�SURGXFHUV�DQG�WKH�RLO�FRPSDQLHV�VKRXOG�SHUKDSV�KDYH�QRW�EHHQ�VR�VHYHUH�� � 7KH� SUHVHQW� LPSXOVH� WR� UHLQWHJUDWH�� WKHUHIRUH�� LV� PHUHO\� D� UHVXOW� RI� WKH�LQKHUHQW�WHQGHQF\�RI�WKH�RLO�LQGXVWU\�WRZDUGV�JOREDO�LQWHJUDWLRQ���,Q�WKH�OLJKW�RI�ZKDW�ZH�KDYH�VDLG�LQ�WKH�SUHYLRXV�WZR�VHFWLRQV��WKHVH�RSLQLRQV�RQ�WKH�QHHG�WR�UHLQWHJUDWH� WKH� LQGXVWU\�DSSHDU�TXLWH�DUFKDLF�� �6WUDQJHO\�� WKH\�VHHP� WR�EH�VKDUHG�E\�D� ODUJH�QXPEHU�RI�GHFLVLRQ�PDNHUV��SROLWLFLDQV�DQG�12&�H[HFXWLYHV�LQ�D�QXPEHU�RI�NH\�RLO�H[SRUWLQJ�FRXQWULHV���6WUDQJHU�VWLOO��WKH\�DOVR�VHHP�WR�KDYH�D�ODUJH�IROORZLQJ�DPRQJ�WKH�XSSHU�HFKHORQV�RI�PDQ\�RI�WKH�ODUJH�RLO�PXOWLQDWLRQDOV��HYHQ�WKRXJK�WKH�DFWLRQV�RI�WKHVH�FRPSDQLHV�PDNH�LW�TXLWH� HYLGHQW� WKDW� WKHLU� PDQDJHUV� QR� ORQJHU� EHOLHYH� EOLQGO\� LQ� WKH� GRJPD� RI� YHUWLFDO�LQWHJUDWLRQ�7KH�RLO�PDMRUV
�HVSRXVDO�RI�WKH LGHD�WKDW�UHLQWHJUDWLRQ�LV�D�VWHS�LQ�WKH�ULJKW�GLUHFWLRQ�IRU� WKH� LQGXVWU\� DV� D�ZKROH� KDV� D� ORW� WR� GR�ZLWK� WKHLU� GHVLUH� WR� JDLQ� DFFHVV� RQFH� DJDLQ� WR�FHUWDLQ�SUROLILF�RLO�SURYLQFHV���7KH�FODLP�WKDW�UHLQWHJUDWLRQ�LV�WKH�SHUIHFW�DQWLGRWH�IRU�YRODWLOLW\�KDV� EHHQ� WXUQHG� E\� WKHP� LQWR� WKH� IXOFUXP� RI� DQ� DUJXPHQW� LQWHQGHG� WR� FRQYLQFH� WKH�JRYHUQPHQWV�RI�WKH�PRVW�LPSRUWDQW�RLO�SURGXFLQJ�FRXQWULHV�WR�MHWWLVRQ�WKRVH�ODZV�WKDW�UHVWULFW�WKH� SDUWLFLSDWLRQ� RI� IRUHLJQ� FDSLWDO� LQ� WKHLU� H[SORUDWLRQ� DQG� SURGXFWLRQ� VHFWRUV�� � 7KH PDLQ�SUHPLVH�RI�WKLV�DUJXPHQW�LV�WKDW�WKH�GRZQVWUHDP�H[SDQVLRQ�RI�FUXGH�ORQJ�12&V�KDV�UHGXFHG�PDUNHW�YRODWLOLW\�VRPHZKDW��LWV�FRQFOXVLRQ�LV�WKDW�VWDELOLW\�ZLOO�UHWXUQ�IRU�JRRG�WR�WKH�PDUNHW�ZKHQ� WKH� LQGXVWU\� UHLQWHJUDWHV� DORQJ� WZR� D[HV�� WKH� ILUVW� EHLQJ� WKH� RQH� WKDW�KDV� WDNHQ� WKHVH�12&V� LQWR� WKH� GRZQVWUHDP� VHFWRUV� RI� LPSRUWDQW� RLO� FRQVXPLQJ� FRXQWULHV��ZLWK� WKH� VHFRQG�EHLQJ�WKH�RQH�WKDW�FRXOG�OHDG�WKH�RLO�PXOWLQDWLRQDOV�EDFN�WR�WKHLU�IRUPHU�KDXQWV��LQ�SODFHV�OLNH�WKH�0LGGOH�(DVW����,Q�5RELQVRQ
V�ZRUGV�WKH� EROG�� DQG� HIIHFWLYH�� DSSURDFK� WR� LQWHJUDWLRQ� LV� WR� DFFHSW� WKH� ORJLF� RI� VKDUHG�RZQHUVKLS� ERWK� XSVWUHDP�DQG�GRZQVWUHDP� �� �� ��0RUH� LQWHJUDWLRQ�EHWZHHQ�XSVWUHDP�DQG� GRZQVWUHDP� VHFWRUV� ZRXOG� VORZO\� UHGXFH� WKH� DPRXQW� RI� VSRW� WUDGLQJ� LQ� WKH�PDUNHW�������VR�WKDW�WHQVLRQV�DQG�SUHVVXUHV�ZRXOG�EH�GLPLQLVKHG�������>7KLV�LV@�WKH�EHVW�
��6LU�3HWHU�:DOWHUV��TXRWHG�LQ�LELG���������0((6��1RYHPEHU�����������'����3,:��2FWREHU�����������VSHFLDO�VXSSOHPHQW�����



��
DSSURDFK�WR�D�VROXWLRQ�RI�LQWHJUDWLRQ�� QRW�OHDVW�EHFDXVH�LW�GRHV�UH�HVWDEOLVK�VRPH�RI�WKH�IHDWXUHV�RI�WKH�FODVVLF�IRUP�RI�LQWHJUDWLRQ���7KH� DSRVWOHV� RI� UHLQWHJUDWLRQ� KDYH� JHQHUDOO\� VWRSSHG� VKRUW� RI� GHQRXQFLQJ� WKH� ZDYH� RI�QDWLRQDOLVDWLRQV�RI�WKH�����V�DV�D�PLVWDNH�RQ�WKH�SDUW�RI�WKH�RLO�SURGXFLQJ�FRXQWULHV���,QGHHG��WKH� PRUH� WDFWIXO� DPRQJ� WKHP� DUH� TXLWH� UHDG\� WR� DFFHSW� WKDW� WKLV� ZDYH� ZDV� D� ORJLFDO�FRQVHTXHQFH�RI��WKH�H[FHVVLYH�KRPRJHQHLW\�LQ�WKH�HFRQRPLF�DQG�SROLWLFDO�EDFNJURXQG�RI�WKH�YHUWLFDOO\� LQWHJUDWHG� FRPSDQLHV�� �ZKLFK� WUDQVODWHG� LQWR� �WKH� PDUJLQDOLVDWLRQ� RI� WKH� RLO�SURGXFHUV�� IURP�GHFLVLRQV�ZKLFK�DIIHFWHG� WKHP�JUHDWO\��� �+RZHYHU�� WKH\�DOVR� OLNH� WR�VWUHVV�WKDW� WKH� RLO� SURGXFHUV� GLG� QRW UHYROW� �DJDLQVW� D� YHUWLFDOO\� LQWHJUDWHG� LQGXVWU\� SHU� VH��� DQG�WKDW�� DIWHU� KDYLQJ� XQDPELJXRXVO\� UHDVVHUWHG� WKHLU� VRYHUHLJQW\� RYHU� WKHLU� YDOXDEOH� QDWXUDO�UHVRXUFH�� WKH\� VKRXOG� QRZ� VHULRXVO\� FRQVLGHU� DGRSWLQJ� D� FRXUVH� RI� DFWLRQ� OLNH� WKH� RQH�SURSRVHG�E\�5RELQVRQ��5RELQVRQ
V� UHDVRQLQJ�� WKRXJK��FRQYHQLHQWO\�VLGHVWHSV�VRPH�LVVXHV�ZKLFK�XQGHUPLQH�WKH� ODVW� UHPDLQLQJ� JHQHUDO� MXVWLILFDWLRQ� IRU� LQWHJUDWLRQ� LQ� WKH� RLO� LQGXVWU\�� WKH� FODLP� WKDW��UHLQWHJUDWLRQ�DORQJ�WZR�D[HV��PLJKW�RIIHU�DQ�DQWLGRWH�WR�WKH�FRQGLWLRQV�RI XQFHUWDLQW\�ZKLFK�SODJXH� WKH�PRGHUQ� RLO� PDUNHW�� � 7KH� ILUVW� LVVXH� KDV� WR� GR�ZLWK� WKH� NH\� UROH� WKDW� WKH�PDQ\�KRUL]RQWDO� OLQNV� WKDW� ERXQG� WKH� VLJQDWRULHV� RI� WKH� $FKQDFDUU\� DQG� 5HG� /LQH� DJUHHPHQWV�SOD\HG� LQ� WKHLU� UHJXODWLRQ�RI� WKH� LQFUHPHQWDO�VXSSO\�RI�RLO� LQ WKH� LQWHUQDWLRQDO�PDUNHW�� �7KH�VXFFHVV� RI� WKH� LQWHUQDWLRQDO� RLO� FDUWHO� ZDV� QRW� RQO\� D� IXQFWLRQ� RI� WKH� YHUWLFDO� IRUP� RI�RUJDQLVDWLRQ�RI�LWV�PHPEHUV���,W�ZDV�DOVR�D�IXQFWLRQ�RI��WKH�ZHE�RI�PXWXDO�LQIOXHQFH��OHYHUDJH�DQG�WZR�ZD\�IORZ�RI�VKDUHG�LQIRUPDWLRQ��EHWZHHQ�WKH�RLO�PDMRUV�� �VRPHWKLQJ�WKDW�LV�UHDGLO\�DFNQRZOHGJHG�HYHQ�E\� WKHVH�FRPSDQLHV� WKHPVHOYHV��DQG��PRUH� LPSRUWDQWO\��RI� WKH�IDFW�WKDW�WKHVH� FRPSDQLHV� IRUPHG� D� FRKHVLYH� FDUWHO� RI� WHQDQWV � QRW� RQO\� RI� SURGXFHUV � ZKLFK�� IRU�PDQ\�\HDUV��PDQDJHG�WR�IUXVWUDWH�WKH�FODLPV�RI�RLO�SURGXFLQJ�FRXQWULHV�IRU�KLJKHU�UHQWV�� DQG��KHQFH�� KLJKHU� RLO� SULFHV� � E\� SUHYHQWLQJ� RWKHU� SURVSHFWLYH� WHQDQWV� IURP� RIIHULQJ� WKHVH�FRXQWULHV�PRUH�IDYRXUDEOH�FRQWUDFWXDO�FRQGLWLRQV��IRU�REYLRXV�UHDVRQV�� WKLV�ODWWHU�IDFW�LV�QRWDFNQRZOHGJHG�E\�WKH�PDMRUV����7KLV�PHDQV�WKDW�LW�LV�QHFHVVDU\�WR�PDNH�D�GLVWLQFWLRQ�EHWZHHQ�WKH�GRZQVWUHDP�LQWHJUDWLRQ�RI�\HVWHUGD\�DQG�WKDW�RI�WRGD\���$V�5RELQVRQ�REVHUYHV�WKH�VDPH�ZRUG�LV�EHLQJ�XVHG�IRU�WZR�UDWKHU�GLIIHUHQW�WKLQJV�������7KH�
ROG
�LQWHJUDWLRQ�ZDV�QRW�RQO\�YHUWLFDO�EXW�DOVR�KRUL]RQWDO���7KH�6HYHQ�6LVWHUV�FRQWUROOHG�SURGXFWLRQ�LQ�WKH�PDMRU�SURGXFLQJ�DUHDV�WKURXJK�D�V\VWHP�RI�LQWHUORFNLQJ�FRQFHVVLRQ�DUUDQJHPHQWV�������>,Q�FRQWUDVW�@�WKH�
QHZ
�LQWHJUDWLRQ�LV�YHUWLFDO�DQG�QRW�KRUL]RQWDO���7KLV�PHDQV WKDW��LQ�LWVHOI��LW�KDV�QR�HIIHFW�ZKDWHYHU�RQ�WKH�EDODQFH�EHWZHHQ�VXSSO\�DQG�GHPDQG�������$V�SULFH� VWDELOLW\� LV� HVVHQWLDOO\� D� IXQFWLRQ� RI� JHWWLQJ� WKH� ULJKW� EDODQFH� EHWZHHQ� VXSSO\�DQG�GHPDQG�� LW� LV�H[WUHPHO\�GLIILFXOW� WR� VHH�KRZ� LQWHJUDWLRQ�RQ� WKH�QHZ�PRGHO�ZLOO�KDYH�RQ�WKH�FXUUHQW�LQVWDELOLW\�LQ�RLO�SULFHV���

��5RELQVRQ������D�������/XFLDQL�������������+DUWVKRUQ����������������5RELQVRQ������D�������



��
6R�GLIIHUHQW� LQGHHG� DUH� WKH�ZRUNLQJV� RI� WRGD\
V� LQWHJUDWLRQ�PRGHO� WKDW�� DV�5RELQVRQ�SRLQWV�RXW�� GRZQVWUHDP� LQWHJUDWLRQ� E\� 12&V� FRXOG� HYHQ� JLYH� ULVH� WR� PRUH � UDWKHU� WKDQ� OHVV� �YRODWLOLW\�LQ�WKH�PDUNHW��EHFDXVH�WKH�FDSLWDO�LQWHQVLYH�QDWXUH�RI�GRZQVWUHDP�LQYHVWPHQW�PHDQV�WKDW�� LQ� WKH�DEVHQFH�RI�DQ�HQIRUFHDEOH�PHFKDQLVP�IRU� WKH�DOORFDWLRQ�RI� LQFUHPHQWDO�GHPDQG��OLNH� WKH�RQH� WKH�6HYHQ�KDG��� WKHVH�12&V�KDYH�D�VWURQJ� LQFHQWLYH� WR� UXQ�DV�PXFK�FUXGH�DV�SRVVLEOH�WKURXJK�WKHLU�LQWHUQDWLRQDO�UHILQLQJ�V\VWHPV��� %XW�ZKHUHDV�5RELQVRQ�LV�TXLWH�ULJKW�LQ� SRLQWLQJ� RXW� WKDW� RQH�ZD\� �L�H�� GRZQVWUHDP�� LQWHJUDWLRQ�ZLOO� QRW� ULG� WKH� LQGXVWU\� RI� WKH�EDQH�RI�YRODWLOLW\��KH�LV�JXLOW\�RI�PDXYDLVH�IRL ZKHQ�KH�VD\V�WKDW�WZR�ZD\�LQWHJUDWLRQ�FDQ�GR�WKH�WULFN���$IWHU�DOO��HYHQ�LI�WKH�RLO�PDMRUV�ZHUH�WR�FDUYH�RXW�D�QHZ�HPSLUH�IRU�WKHPVHOYHV�LQ�SODFHV�OLNH�WKH�0LGGOH�(DVW��5XVVLD��9HQH]XHOD�RU�.D]DNKVWDQ��LW�GRHV�QRW�QHFHVVDULO\�IROORZ�WKDW�WKH\�DQG�WKHLU�KRVW�JRYHUQPHQWV�ZLOO�EH�DEOH� WR�VHW�XS�DQ�LQVWLWXWLRQDO�DUUDQJHPHQW�WKDW�ZLOO�HQVXUH�WKDW�QHZ�SURGXFWLYH�FDSDFLW\�ZLOO�QRW�EH�EURXJKW�RQ�VWUHDP�DW�D�UDWH�JUHDWHU�WKDQ�WKDW�ZKLFK� WKH�ZRUOG� RLO�PDUNHW� FDQ� DEVRUE� LQ� RUGHU� IRU� RLO� SULFHV� WR� UHPDLQ� VWDEOH�� �$V� D�PDWWHU�RI�IDFW��WKHUH�LV�HYHU\�UHDVRQ�WR�EHOLHYH�WKDW�WKHVH�SDUWLHV�ZRXOG�QRW�EH�DEOH�WR�GHYLVH��OHW�DORQH�LPSOHPHQW��D�SURUDWLRQLQJ�V\VWHP�WKDW�FRXOG�PLPLF�WKH�ZRUNLQJV�RI�WKH�LQWHUQDWLRQDO�RLO� FDUWHO�� PDLQO\� EHFDXVH� D� NH\� HOHPHQW� ZRXOG� EH� ODFNLQJ� IURP� VXFK� DQ� DUUDQJHPHQW��FRKHVLRQ���7KH�FDUWHO�RI�WKH�6HYHQ�6LVWHUV�IORXULVKHG�EHFDXVH�DOO�LWV�PHPEHUV�SXUVXHG�EURDGO\VLPLODU�JRDOV�DQG�KDG�DQ�LQFHQWLYH�WR�DFW�LQ�XQLVRQ���7KH�FRPSDQLHV�RIWHQ�IRXQG�WKHPVHOYHV�DW�ORJJHUKHDGV� IRU� FRPPHUFLDO UHDVRQV� �WKH� VWUXFWXUDOO\� FUXGH�VKRUW� DJDLQVW� WKH VWUXFWXUDOO\�FUXGH�ORQJ��IRU�LQVWDQFH���DQG�WKHLU�HQWUHSUHQHXULDO�GLIIHUHQFHV�VRPHWLPHV�IODUHG�XS�LQWR�SULFH�ZDUV�DQG�WKH�OLNH���,Q�WKH�HQG��WKRXJK��WKH�SROLWLFDO�IDFW�WKDW�WKH\�ZHUH�DOO�RQ�WKH�VDPH�VLGH�RI�WKH� ODQGORUG�WHQDQW�GLYLGH�SURYHG� WR�EH�D�YHU\�VWURQJ�DGKHVLYH� IRUFH��ZKLFK� LPSDUWHG�VRPH�XQLW\�RI�SXUSRVH�WR�WKHLU�FROOHFWLYH�EHKDYLRXU�RQ�PDQ\�LPSRUWDQW�RFFDVLRQV��� ,Q�FRQWUDVW��WKH�GLYHUJHQFHV� RI� LQWHUHVW� WKDW� ZRXOG� H[LVW� ZLWKLQ� D� ORRVH� FRQIHGHUDWLRQ� RI� RLO�SURGXFLQJ�FRXQWULHV�� RQ� RQH� VLGH�� DQG� RLO� FRPSDQLHV�� RQ� WKH� RWKHU�� ZRXOG� EH� VR� VWURQJ� WKDW� WKHLU�FHQWULIXJDO�SXOO�ZRXOG�SUREDEO\�HQVXUH�WKH�IDLOXUH�RI�DQ\�SULFH�VWDELOLVDWLRQ�DJUHHPHQW���6XFK�D�JURXS�PLJKW�EH�H[SHFWHG� WR�EH� WRUQ�DVXQGHU�QRW�RQO\�E\� WKH�IXQGDPHQWDO�DQWDJRQLVP�WKDW�KDV�SLWWHG� UHQW�PD[LPLVLQJ� ODQGORUGV� DJDLQVW� UHQW�PLQLPLVLQJ� WHQDQWV� VLQFH� WKH�GDZQ�RI� WKH�LQWHUQDWLRQDO� RLO� LQGXVWU\�� EXW� DOVR� E\� FRQIOLFWV� EHWZHHQ� WKH� RLO�GHSHQGHQW� ODQGORUG� VWDWHV�WKHPVHOYHV��DIWHU�DOO��LQ�D�FDUWHOLVWLF�ZRUOG�OLNH�WKDW�HQYLVDJHG�E\�5RELQVRQ��HYHU\�DGGLWLRQDO�EDUUHO�RI�RLO�SURGXFHG�E\�VRPHERG\�ZLOO�PHDQ�D�EDUUHO�IRUHJRQH�E\�VRPHERG\�HOVH������$QG�
��6HH� �:LOO�5HLQWHJUDWLRQ�/HDG� WR 6FKLVP�DPRQJ�23(&�)DLWKIXO"�� �3,:��1RYHPEHU������������������7KH� QRWLRQ� WKDW� WKH� PDUNHW� PLJKW� EH� D� PRUH� VWDEOH� SODFH� LI� VRPH� 23(&� 12&V� ZHUH� QRW� YHUWLFDOO\�LQWHJUDWHG�LV�GLIILFXOW�WR�DFFHSW�RQ�SUDFWLFDO�JURXQGV��WKRXJK��PDLQO\�EHFDXVH�LW�SUHVXSSRVHV�D�GHJUHH�RI�XQLW\�DQG�FRKHVLRQ�ZLWKLQ�WKH�RUJDQLVDWLRQ�WKDW�KDV�EHHQ�FOHDUO\�ODFNLQJ�VLQFH�WKH�HDUO\�����V���/LNH� WKH� QHJRWLDWLRQV� WKDW� OHG� WR� WKH� H[WHQVLRQ� RI� WKH� IDPRXV� 9HQH]XHODQ� 
ILIW\�ILIW\
� SULQFLSOH� WR�FRQFHVVLRQV�LQ�WKH�0LGGOH�(DVW��VHH�0RPPHU����������7KH�IDWH�VXIIHUHG�E\�WKH�SURGXFWLRQ�SURJUDPPHV�SUHSDUHG�E\�23(&
V�(FRQRPLF�&RPPLVVLRQ�IRU�WKH�\HDUV��������DQG��������LV�SDUWLFXODUO\�LQVWUXFWLYH�LQ�WKLV�UHJDUG��VHH�5LYHUR��RS��FLW�������



��
WKRVH� WKDW� LQVLVW� WKDW� WKHVH� VWUXFWXUDO� SUREOHPV� FDQ� VRPHKRZ� EH� RYHUFRPH� VKRXOG� EHDU� LQ�PLQG�WKH�OHVVRQV�RI�WKH�SDVW���5RELQVRQ
V� SURSRVDOV� DOVR� GR� QRW� DGGUHVV� WKH� IDFW� WKDW� UHLQWHJUDWLRQ� LV� XQOLNHO\� WR�UHGXFH�WKH�YHU\�KLJK�� DQG�GHVWDELOLVLQJ�� 5�3�UDWLRV�ZKLFK�SUHYDLO�LQ�VRPH�SDUWV�RI�WKH�ZRUOG��SDUWLFXODUO\� WKH� 0LGGOH� (DVW��� � -RKQ� 0LWFKHOO� KDV� H[SODLQHG� KRZ� WKHVH� KLJK� 5�3� UDWLRV�FRQWULEXWH�WR�XQFHUWDLQW\�LQ�WKH RLO�PDUNHW�WKH�VLJQDO�RI�KLJK�0LGGOH�(DVW�5�3�UDWLRV�LV�DPELJXRXV��LW�VD\V�DW�WKH�VDPH�WLPH��D��WKDW�WKH�KLJK�5�3�SURGXFHUV�LQ�WKH�0LGGOH�(DVW�PD\�LQFUHDVH�WKHLU�PDUNHW�VKDUH��ZLWK�WKH� VXSSRVHG� ULVN� WR� WKH� FRQVXPHUV� RI� KLJKHU�� FDUWHOL]HG� SULFHV�� EXW� �E� WKDW�FRPSHWLWLRQ� EHWZHHQ� WKH� VDPH� 0LGGOH� (DVW� SURGXFHUV� FRXOG� GUDPDWLFDOO\� UHGXFH�SULFHV� XQWLO� WKH� LQYHQWRU\� RI� XQSURGXFHG� UHVHUYHV� LV� EURXJKW� GRZQ� WRZDUGV� D�PRUH�HFRQRPLF�UDWLR���+H�KDV�DOVR�SRLQWHG�RXW��KRZHYHU��WKDW�WKLV�IHDWXUH�RI�WKH�RLO�PDUNHW�ZLOO QRW�GLVDSSHDU�HYHQ�LI��0LGGOH�(DVW�DQG�RWKHU�ORZ�FRVW�SURGXFHUV������ >ZHUH@�WR�RSHQ�WKHLU�RLO�UHVHUYHV��RQ�DWWUDFWLYH�DQG� FUHGLEOH� WHUPV�� WR� ORQJ�WHUP� HTXLW\� LQYHVWPHQW� E\� WKH� FRPSDQLHV� ZKLFK� DUH� FXUUHQWO\�LQYHVWLQJ� LQ� H[SDQGLQJ� FDSDFLW\� HOVHZKHUH��� HVVHQWLDOO\� EHFDXVH� �WKH� DULWKPHWLF� GRHV� QRW�ZRUN���� 7KLV�DULWKPHWLF�LV�IODZHG�EHFDXVH�LW�DVVXPHV��ILUVWO\��WKDW�LQYHVWPHQW�LQ�23(&�KLJK�5�3�SURGXFHUV�ZRXOG�DEVRUE�DOO� WKH� IXQGV� WKDW�ZRXOG�RWKHUZLVH�JR� WR�RWKHU�DUHDV� �ZKHQ� LQ�IDFW� D� GXSOLFDWLRQ� RI� LQYHVWPHQW� LQ� 23(&� ZRXOG� RQO\� GLYHUW� DERXW� ��� SHU� FHQW� RI� WKH�HVWLPDWHG�RLO�LQGXVWU\�IXQGV�DYDLODEOH�IRU�LQYHVWPHQW�HDFK�\HDU��DQG��VHFRQGO\��WKDW�WKH�IXQGV�DYDLODEOH�IRU�XSVWUHDP�LQYHVWPHQW�ZRUOGZLGH�ZLOO�EH�OLPLWHG�WR�FXUUHQW�OHYHOV�RI�VSHQGLQJ��LI��DV� VHHPV� OLNHO\�� WKH\� DUH� QRW�� HFRQRPLF� RSSRUWXQLWLHV� RXWVLGH� RI� 23(&� FRXOG� VWLOO� EH�GHYHORSHG� HYHQ� LI� WKHVH� FRPSDQLHV� ZHUH� LQYHVWLQJ� PDVVLYH� DPRXQWV� LQ� 23(&� FRXQWULHV����3DUDGR[LFDOO\�� LW�ZRXOG� VHHP� WKDW� �WKH�RQO\�HIIHFWLYH�ZD\� LQ�ZKLFK�0LGGOH�(DVW�SURGXFHUV�FRXOG�OLPLW WKH�SULYDWH�VHFWRU�IXQGV�DYDLODEOH�IRU�XSVWUHDP�LQYHVWPHQW�HOVHZKHUH�ZRXOG�EH�IRU�WKHP� WR� FRPSHWH� VR� LQWHQVHO\� WKDW� WKH�RLO� SULFH� IDOOV� IRU� D� ORQJ�SHULRG���� 7KLV� LV�KDUGO\�D�UHFLSH� IRU� VWDELOLW\� LQ� WKH� RLO� PDUNHW�� DQG� LV� FOHDUO\� DQ� H[DPSOH� RI� D� VLWXDWLRQ ZKHUH� WKH�UHPHG\�LV�ZRUVH�WKDQ�WKH�PDODG\�7KH� ILQDO� IDFWRU�ZKLFK� WKH� FKDPSLRQV� RI� WKH� �UHLQWHJUDWLRQ� DORQJ� WZR�D[HV�� WKHRU\�KDYH�E\SDVVHG�LV�WKDW�WKH�FRPPRGLWLVDWLRQ�RI�RLO�LV�LUUHYHUVLEOH���1RZDGD\V��WKH�LQWHUQDWLRQDO�RLO�PDUNHW�KDV�VSOLW�LQWR�WZR�VHSDUDWH��LQWHUGHSHQGHQW�PDUNHWV�
���1R�NQRZQ�PHWKRG�RI�DOORFDWLQJ�WKH�DYDLODEOH�JURZWK�LV� OLNHO\�WR�VLPXOWDQHRXVO\�VDWLVI\�HDFK�RI�WKH�IRXU� PDMRU� HVWDEOLVKHG� FRQFHVVLRQV��� VXFK� ZDV� WKH� VRPEUH� FRQFOXVLRQ� RI� D� ����� ([[RQ� GRFXPHQW�GHDOLQJ�ZLWK�WKH�SUREOHPV�RI�GLYLGLQJ�PDUNHW�VKDUH�DPRQJ�JRYHUQPHQWV�ZKLFK��WR�SDUDSKUDVH�$GHOPDQ��DOZD\V� �ZDQW� PRQH\� QRZ� EHFDXVH�WKH� IXWXUH� OHDYHV� WKHP� FROG�� �$GHOPDQ�� ������ ����� � 7KHUH� LV� QR�UHDVRQ� WR� EHOLHYH� WKDW� VLPLODUO\� LQWUDFWDEOH� SUREOHPV� ZRXOG� QRW� DIIHFW� WKH� DUUDQJHPHQW� SURSRVHG� E\�5RELQVRQ���0LWFKHOO�������������,ELG��������,ELG������
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WKH�ILUVW�LV�WKH�ODUJH�SK\VLFDO�PDUNHW�IRU�FUXGH�RLO�H[SRUWV�IURP�PRVW�23(&�FRXQWULHV�DQG�PDQ\�SURGXFHUV�IURP�WKH�GHYHORSLQJ�ZRUOG�������7KLV�PDUNHW�LQYROYHV�DQ�LQWHUIDFH�EHWZHHQ� WKHVH�RLO�H[SRUWLQJ�FRXQWULHV� �� � ��RQ� WKH�VHOOLQJ�VLGH��DQG�RLO�FRPSDQLHV�RU�FRPPRGLW\� WUDGHUV� IURP� WKH� UHVW� RI� WKH�ZRUOG� RQ� WKH� EX\LQJ� VLGH� �� �� �� 7KH� VHFRQG�FRQVWLWXHQW�SDUW�RI�WKH�ZRUOG�SHWUROHXP�PDUNHW�KDV�D�PXFK�VPDOOHU�SK\VLFDO�EDVH���,W�LV�FRPSULVHG�RI� WKH�VHW�RI� VSRW�� IRUZDUG�DQG� IXWXUHV�PDUNHWV�IRU�PDUNHU�FUXGHV� �� �� �7KHVH� 
PDUNHU� FUXGH� PDUNHWV
� PDNH SULFHV� ZKLFK� WKH� 
SURGXFLQJ�FRXQWULHV� PDUNHW�WDNHV DV�UHIHUHQFH�LQ�SULFLQJ�IRUPXODH�������7KH\�FDQ�EH�XVHG�QRW�RQO\�WR�OLIW�SK\VLFDO�RLO�EXW�DOVR�IRU�KHGJLQJ�DQG�VSHFXODWLRQ���7KH�SULFHV�JHQHUDWHG�LQ�WKLV�VHJPHQW�RI�WKH�ZRUOG� PDUNHW� KDYH� D� WHUP� VWUXFWXUH� DQG� WKXV� SURYLGH� LQIRUPDWLRQ� DERXW� ERWK� WKH�FXUUHQW�DQG�WKH�H[SHFWHG�VXSSO\�GHPDQG�EDODQFH�LQ�IXWXUH�PRQWKV���'XH� WR� WKLV� IXQFWLRQDO� VHJPHQWDWLRQ�� WKH� UDQNV� RI� WKH� SDUWLFLSDQWV� LQ� WKH� LQWHUQDWLRQDO� RLO�PDUNHW�KDYH�VZROOHQ�FRQVLGHUDEO\���7KH�YRODWLOLW\��OLTXLGLW\�DQG�WHUP�VWUXFWXUH�RI�WKH�VPDOOHU�VHJPHQW�RI� WKH�PDUNHW�KDYH�DFWHG� OLNH�PDJQHWV�IRU�ILQDQFLDO�VSHFXODWRUV��FRPPRGLW\�IXQGV��LQYHVWPHQW�DQG�FRPPHUFLDO�EDQNV��LQWHUQDWLRQDO�WUDGLQJ�KRXVHV��:DOO�6WUHHW�UHILQHUV��EHWWLQJ�RQ�RXWULJKW�SULFHV��WLPH�VSUHDGV��LQWHU�FUXGH�VSUHDGV��FUDFN�VSUHDGV��HWF���SOD\HUV�OLNH�DLUOLQHV�DQG�SHQVLRQ�IXQGV��ZKR�DUH�YXOQHUDEOH� WR�YDULDWLRQV�LQ�HLWKHU�RLO�SULFHV�RU�LQIODWLRQ�DQG�DUH�ZLOOLQJ�DQG�DEOH�WR�KHGJH�WKHLU�H[SRVXUH���DQG�ILQDOO\��DOO�VRUWV�RI�EURNHUV�DQG�LQWHUPHGLDULHV���,Q�RWKHU�ZRUGV��WKH�RLO�PDUNHW�KDV�FHDVHG�WR�EH�WKH�H[FOXVLYH�KDXQW�RI�SURGXFLQJ�JRYHUQPHQWV�DQG�RLO�FRPSDQLHV��DQG�WRGD\��PDQ\�RWKHU�HFRQRPLF�DFWRUV�KDYH�D�GLUHFW�VWDNH�QRW�RQO\�LQ�WKH�SULFH�RI�RLO�EXW�DOVR�LQ�LWV�YRODWLOLW\���*LYHQ�WKH�PDJQLWXGH�RI�WKHLU�UHVSHFWLYH�VWDNHV�LQ�WKHVH�PDWWHUV��RQH�FRXOG�DUJXH�WKDW�WKHVH�QHZ�SOD\HUV�ZLOO�SUREDEO\�QRW�FRQVHQW�WR�EH�VLGHOLQHG�MXVW�VR�WKDW�WKH�PDMRU�RLO�FRPSDQLHV�DQG�WKHLU�VRYHUHLJQ�XSVWUHDP�SDUWQHUV�FDQ�RQFH�DJDLQ�PDQDJH�WKH� PDUNHW� DW� WKHLU� OHLVXUH�� � (YHQ� PRUH� XQOLNHO\�� KRZHYHU�� LV� WKH� SRVVLELOLW\� WKDW� WKH�JRYHUQPHQWV�RI�WKH�PRVW�LPSRUWDQW�RLO�FRQVXPLQJ�FRXQWULHV�ZRXOG�VXIIHU�DQ�DUUDQJHPHQW�OLNH�WKH�RQH�HVSRXVHG�E\�5RELQVRQ�WR�WDNH�URRW���7KHVH�FRXQWULHV�FUHDWHG�WKH�,QWHUQDWLRQDO�(QHUJ\��$JHQF\�WR�FDUYH�D�SRVLWLRQ�IRU�WKHPVHOYHV�LQ�WKH�RLO�DUHQD�SUHFLVHO\�EHFDXVH��DIWHU�WKH������RLO�VKRFN�� WKH\�EHFDPH�FRQYLQFHG� WKDW�WKLV�ZDV�WKH�RQO\�ZD\�LQ�ZKLFK�WKH�LQWHUHVWV�RI�WKHLU�FRQVXPHUV� FRXOG� EH� SURWHFWHG� DJDLQVW� WKH� UDSDFLW\� RI� RLO� SURGXFLQJ� FRXQWULHV� DQG� RLO�FRPSDQLHV�DOLNH���7KHVH�JRYHUQPHQWV�KDG�QHYHU�WDNHQ�IRU�JUDQWHG�WKH�RLO�PDMRUV
�UHDGLQHVV�RU�ZLOOLQJQHVV� WR� DFW� DFFRUGLQJ� WR� WKH� GLFWDWHV� RI� WKHLU� UHVSHFWLYH� QDWLRQDO� LQWHUHVWV�� EXW� WKHLU�PLVJLYLQJV� LQ� WKLV� VHQVH� UHDFKHG� D� QHZ� KLJK� LQ� WKH� DIWHUPDWK� RI� WKH� 7HKUDQ� DQG� 7ULSROL�FRQIHUHQFHV��ZKHQ� WKH�PDMRUV�ZHUH�SHUFHLYHG�DV�GRLQJ� WKH�GLUW\�ZRUN�RI� WKH�RLO� SURGXFLQJ�FRXQWULHV��� 6LQFH�WKRVH�GD\V��FRQVXPHU�JRYHUQPHQWV�YLHZ�WKHVH�FRPSDQLHV�ZLWK�D�GHJUHH�RI�PLVWUXVW�WKDW�LV�VHFRQG�RQO\�WR�WKH�RQH�WKH\�UHVHUYH�IRU�23(&���7KXV��WKHUH�LV�HYHU\�UHDVRQ�WR�EHOLHYH�WKDW�WKHVH�JRYHUQPHQWV�ZLOO�RSSRVH�DQ\�DWWHPSW�DW�LQVWDOOLQJ�DQ�LQIRUPDO�IUDPHZRUN�IRU� UHJXODWLQJ� RLO� GHPDQG� DQG� VXSSO\� WKDW� RQO\� LQYROYHG� WKH� PDMRU� RLO� FRPSDQLHV� DQG� RLO�H[SRUWHUV�

��+RUVQHOO�DQG�0DEUR��RS��FLW���������$GHOPDQ�� ������ �$� FULWLTXH� RI�$GHOPDQ
V� SRVLWLRQ� �ZKLFK� FRPSOHWHO\� LJQRUHG� WKH� UROH�ZKLFK� UHQW�UHODWHG�LVVXHV�SOD\HG�LQ�WKH�RLO�SULFH�ULVHV��FDQ�EH�IRXQG�LQ�0RPPHU���������������



��
2QH�FDQ�VDIHO\�VD\�� WKHQ�� WKDW� WXUEXOHQFH� LQ� WKH�RLO�PDUNHW�ZLOO�EH�D�IDFW�RI� OLIH�IRU�GHFDGHV� WR� FRPH�� DQG� WKDW� D�TXLG� SUR� TXR OLNH� WKH� RQH�5RELQVRQ�SURSRVHV� FDQQRW�ZRUN�DV�DGYHUWLVHG�� � %HFDXVH� RI� WKLV�� KLV� GLVFRXUVH� KDV� QRW� KDG� D� JUHDW� SUDFWLFDO LPSDFW� LQ� WKRVH�FRXQWULHV�ZKHUH�JHRORJLFDO�FRQGLWLRQV�DUH�VR�IDYRXUDEOH� WKDW��HYHQ� LQ� OHDQ� WLPHV��SHWUROHXP�H[SORUDWLRQ�DQG�SURGXFWLRQ�DFWLYLWLHV�FDQ�EH�UHDVRQDEO\�FRQGXFWHG�ZLWKRXW�WKH�SDUWLFLSDWLRQ�RI�WKH�RLO�PXOWLQDWLRQDOV��DQG�ZKHUH�WKH JRYHUQPHQW�LV�WKHUHIRUH�LQ�D�SRVLWLRQ�WR�EH�WKH�VROH�FODLPDQW� DQG� XVXIUXFWXDU\� RI� JURXQG� UHQW��� � 7KXV�� WKH� DSSDUHQW� DFFHSWDQFH� E\� 12&�H[HFXWLYHV� DQG� JRYHUQPHQW� RIILFLDOV� LQ� VRPH� RI� WKHVH� FRXQWULHV� RI� WKH� WKHRU\� RI� WKH�UHLQWHJUDWLRQ�RI� WKH�RLO� LQGXVWU\�VHHPV�GRXEO\�SX]]OLQJ�� �:H�WKLQN��KRZHYHU�� WKDW�WKHUH�LV�D�SUDJPDWLF�K\SRWKHVLV�ZKLFK�FDQ�H[SODLQ�WKHLU�DWWLWXGH���7KLV�K\SRWKHVLV�SRVLWV�WKDW�WKH�IRUFHV�ZKLFK��LQ�UHDOLW\��DUH�EHKLQG�WKH�GRZQVWUHDP�LQWHJUDWLRQ�HIIRUWV�RI�12&V�OLNH�3'96$�KDYH�QRWKLQJ� WR� GR� WKH� YDULRXV� PRWLYHV� �OLNH� D� \HDUQLQJ� IRU� VWDELOLW\�� VD\�� ZKLFK� WKH�PDMRU� RLO�FRPSDQLHV�� IRU� WKH� UDWKHU� VHOILVK� UHDVRQV�GHWDLOHG� LQ� WKH�SDUDJUDSKV�DERYH��KDYH� LQYRNHG� LQ�RUGHU�WR�H[SODLQ�WKHVH�HIIRUWV���+RZHYHU��PDQDJHUV�LQ�PDQ\�RI�WKHVH�12&V�KDYH�QRW�WDNHQ�WKH�WURXEOH� WR�FRQWUDGLFW� WKH�RLO�PDMRUV�SXEOLFO\�EHFDXVH� WKH�PHVVDJH�RI� WKH� ODWWHU�KDV�SURYLGHG�WKHP� ZLWK� D� FRQYHQLHQW� IURQW� WR� KLGH� WKH� WUXH� REMHFWLYHV� ZKLFK� WKH\� KDYH� SXUVXHG� E\�DFTXLULQJ�UHILQLQJ�DQG�PDUNHWLQJ�DVVHWV�LQ�LPSRUWDQW�RLO�FRQVXPLQJ�FRXQWULHV���$IWHU�UHDGLQJ�WKH� DQDO\VLV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�SUHVHQWHG� LQ� WKH� IROORZLQJ� FKDSWHUV�� WKH�UHDGHU�ZLOO� EH� LQ� D� SRVLWLRQ� WR� VHH�ZK\�PDQDJHUV� LQ� DQ�12&� OLNH� 3'96$�ZRXOG�ZDQW� WR�REVFXUH� WKH�PRWLYHV�ZKLFK�SURPSWHG� WKHLU� FRPSDQ\� WR�HPEDUN�RQ� WKH�SDWK�RI� LQWHUQDWLRQDO�GRZQVWUHDP� H[SDQVLRQ�� � ,Q� WKH� PHDQWLPH�� KRZHYHU�� ZH� KRSH� WR� KDYH� PDGH� FOHDU� WKDW� WKH�LQGXVWULDO�ORJLF�ZKLFK�LQ�WKH�SDVW�LPSHOOHG�WKH�PXOWLQDWLRQDO�RLO�FRPSDQLHV�WR�EHFRPH�KLJKO\�LQWHJUDWHG�RQ�D�JOREDO�VFDOH�FDQ�RQO\�EH�DSSOLHG�WR�FRPSDQLHV�OLNH�/XNRLO�RU�RQH�RI�6LQRSHF
V�SURYLQFLDO� DIILOLDWHV�� ZKLFK� SDUWLFLSDWH� LQ� ODUJH� EXW� H[WUHPHO\� LPSHUIHFW� RLO� PDUNHWV���+RZHYHU�� WKLV� VDPH� ORJLF� GRHV� QRW� DSSO\� WR� D� FRPSDQ\� OLNH�3'96$��ZKLFK�KDV� FKRVHQ� WR�DFTXLUH� UHILQLQJ� DQG� PDUNHWLQJ� DVVHWV� SUHFLVHO\� LQ� WKRVH� PDUNHWV� ZKHUH� WKH� IRUFHV� RI�HFRQRPLF� DUELWUDJH� HQJHQGHUHG� E\� WKH� FRPPRGLWLVDWLRQ� RI� RLO� RSHUDWH� ZLWK� WKH� JUHDWHVW�GHJUHH� RI� HIIHFWLYHQHVV�� � 6LPSO\� SXW�� WKLV� LV� WKH� UHDVRQ� ZK\� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� FDQQRW� EH� VHHQ� DV� WKH� 9HQH]XHODQ� PDQLIHVWDWLRQ� RI� DQ� LQGXVWU\�ZLGH� WUHQG�WRZDUGV�UH�LQWHJUDWHG�RSHUDWLRQV�6LQFH� QR� REYLRXV� FDVH� FDQ� EH� PDGH� IRU� WKH� QHHG� IRU� �UHLQWHJUDWLRQ� DFURVV� WKH�LQGXVWU\��� WKHQ�� LW� IROORZV� WKDW� WKH�RQO\�RQH� IUXLWIXO�ZD\�RI� WDFNOLQJ� WKLV�SKHQRPHQRQ� LV� WR�WDNH� WKH� FRQFUHWH� HFRQRPLF� DQG�RU� SROLWLFDO� VLWXDWLRQ� RI� HDFK� RQH� RI� WKHVH� FRPSDQLHV� �LQ�WHUPV� RI� WKH� SK\VLFDO� FKDUDFWHULVWLFV� RI� WKH� FUXGH� WKH\� KDYH� WR� VHOO�� WKH� OHJDO� DQG�SUDFWLFDO�DUUDQJHPHQWV� JRYHUQLQJ� WKH� GLYLVLRQ� RI� SHWUROHXP� UHQW� EHWZHHQ� WKHPVHOYHV� DQG� WKHLUJRYHUQPHQWV�� WKH� W\SH� RI� SROLWLFDO� UHODWLRQVKLS� H[LVWLQJ� EHWZHHQ� WKHLU� PDQDJHUV� DQG�JRYHUQPHQW�RIILFLDOV��DQG�VR�RQ��DV�WKH�SRLQW�RI�GHSDUWXUH�IRU�DQ\�DQDO\WLFDO�HIIRUW���(YHQ�DV�HDUO\� DV� WKH� ����V�� WKHUH� ZHUH� YRLFHV� WKDW� ZDUQHG� WKDW� JHQHUDOLVLQJ� ZLWKRXW� PDNLQJ�



��
GLVWLQFWLRQV�ZDV�QRW�FRQGXFLYH�WR�DQ�DGHTXDWH�XQGHUVWDQGLQJ�RI�WKH�SKHQRPHQRQ�RI�YHUWLFDO�LQWHJUDWLRQ�LQ�DOO�LWV�FRPSOH[LW\�LW� LV� DSSDUHQW� WKDW� WKH� >ODUJH� LQWHJUDWHG@� FRPSDQLHV� KDG� DUULYHG� DW� TXLWH� GLIIHUHQW�SRVLWLRQV�ZLWK�UHVSHFW� WR� WKHLU� UDWLRV�RI�FUXGH�RLO�SURGXFWLRQ� WR�UHILQHU\�UXQV��� �� ��,Q�VRPH�FDVHV�� WKH�FRPSDQLHV�PRYHG�LQ�TXLWH�GLIIHUHQW�GLUHFWLRQV�DW�DSSUR[LPDWHO\�WKH�VDPH�WLPH���,Q�RWKHU�FDVHV��WKH\�PRYHG�LQ�WKH�VDPH�GLUHFWLRQ�DW�DERXW�WKH�VDPH�WLPH�������EXW�IRU�YHU\�GLIIHUHQW�UHDVRQV���,Q�RQO\�D�IHZ�FDVHV�FRXOG�LW�EH�VDLG�WKDW�WKH\�GLG�WKH�VDPH�WKLQJV�DW�WKH�VDPH�WLPH�IRU�WKH�VDPH�UHDVRQV���7KH�PHVVDJH�RI�WKHVH�OLQHV��ZKLFK�ZHUH�ZULWWHQ�DW�D�WLPH�ZKHQ�WKH�QRWLRQ�WKDW�DQ�RLO�FRPSDQ\�FRXOG� KDYH� RSHUDWLRQV� LQ� RQO\� RQH� VHJPHQW� RI� WKH� LQGXVWULDO� FKDLQ� RI� RLO� ZDV� VHHQ� DV�SUHSRVWHURXV�� LV� GRXEO\� SHUWLQHQW� QRZ�� ZKHQ� HYHQ� WKH� DSSDUHQW� XQLIRUPLW\� RI� FRQGLWLRQV�ZKLFK�SUHYDLOHG�LQ�WKH�LQGXVWU\�GXULQJ�WKH�����V�KDV�YDQLVKHG�

��0F/HDQ�DQG�+DLJK��RS��FLW��������VHH�DOVR�GH�&KD]HDX�DQG�.DKQ��RS��FLW�������
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���3'96$
6�,17(51$7,21$/,6$7,21�352*5$00(�$1'�7+(�,1'8675,$/�(&2120,&6�2)�2,/��:($.�5($6216��(/86,9(�027,9(6
3ODWR�ZDV� WKH� ILUVW� SROLWLFDO� WKHRULVW� WR� VWDWH� WKDW� WKRVH�FRQVLGHUDWLRQV�ZKLFK� LPSHO�SROLWLFDO�DFWRUV� WR� EHKDYH� LQ� D� FHUWDLQ�ZD\�RU� WR� SURSRVH� WKH� DGRSWLRQ� RI� D� FHUWDLQ� FRXUVH� RI� DFWLRQ��PRWLYHV��QHHG�QRW�EH�LGHQWLFDO�WR�WKH�FRQVLGHUDWLRQV�ZKLFK�WKH\�PLJKW�LQYRNH�HLWKHU�WR�MXVWLI\�WKHLU� GHFLVLRQ� EHIRUH� RWKHUV� RU� WR� SHUVXDGH� RWKHUV� WR� IROORZ� D� FHUWDLQ� FRXUVH� RI� DFWLRQ��UHDVRQV��� � ,Q� 7KH� 5HSXEOLF�� KH IDPRXVO\� DFNQRZOHGJHG� WKDW� WKH�*XDUGLDQV� RI� KLV� XWRSLDQ�VWDWH� � IRU� DOO� RI� WKHLU� GHYRWLRQ� WR� WKH� LGHDO� RI� 7UXWK� � ZRXOG� RIWHQ� EH� IRUFHG� WR� EH� TXLWH�HFRQRPLFDO�ZLWK�LW��LQ�RUGHU�WR�SHUVXDGH�WKH�XQHQOLJKWHQHG�SRSXODFH�WR�EHKDYH�YLUWXRXVO\�3ROLF\� PDNHUV� DUH� TXLWH� IDPLOLDU� ZLWK� WKH� *XDUGLDQV
� TXDQGDU\�� � $IWHU� DOO�� WKH\�IUHTXHQWO\�KDYH�WR�WUDQVPLW�VHWV�RI�SUHPLVHV�IRU�WDNLQJ�GHFLVLRQV�WR�SHRSOH�ZKR�GR�QRW�VKDUH�WKHLU� PHWD�ODQJXDJH� DQG� ZKR� � WR� SDUDSKUDVH� 0D[�:HEHU� � PLJKW� QRW� EH� VZD\HG� E\� WKH�FRQQHFWLRQV�RI�VHQVH�ZKLFK�WKH�SROLF\�PDNHUV�KDYH�HVWDEOLVKHG�EHWZHHQ�FHUWDLQ�DFWLRQV�DQG�VHWV� RI� FRQVHTXHQWLDO� HYHQWV�� � 7KDW� LV� ZK\�� DV� 0DMRQH� VD\V�� �WR� GHFLGH�� HYHQ� WR� GHFLGH�FRUUHFWO\�� LV� QHYHU� HQRXJK� LQ� SROLF\�PDNLQJ� �� �� � >EHFDXVH@� GHFLVLRQV�PXVW� EH� OHJLWLPDWHG��DFFHSWHG�� DQG� FDUULHG� RXW�� �$IWHU� WKH�PRPHQW� RI� FKRLFH� FRPHV� WKH� SURFHVV� RI� MXVWLILFDWLRQ��H[SODQDWLRQ�� SHUVXDVLRQ��� 0RVW� SROLF\� PDNHUV�� LQ� WXUQ�� UHDOL]H� WKDW� LQ� WKLV� VRPHWLPHV�JUXHOLQJ�SURFHVV�RI�DUJXPHQWDWLRQ��UHDVRQ�LV�UDUHO\�HQRXJK�WR�FDUU\�WKH�GD\�� �&RQVHTXHQWO\��WKH\�RIWHQ�PRELOLVH�VXSSRUW�IRU�WKHLU�SROLFLHV�ZLWK�DUJXPHQWV�WKDW�PLJKW�QRW�KDYH�ILJXUHG�LQ�WKHLU�RULJLQDO�FDOFXODWLRQV�DQG�GHOLEHUDWLRQV��EXW�ZKLFK�KDYH�WKH�PHULW�RI�DSSHDOLQJ�WR�FUXFLDO�FRQVWLWXHQFLHV���+HQFH�0DMRQH
V�DGYLFH�LQ�WKH�VHQVH�WKDW SROLF\�DQDO\VWV�VKRXOG�DOZD\V�WU\�WR�GLVWLQJXLVK� �EHWZHHQ� WKH� SURFHGXUH� E\�ZKLFK� D� FRQFOXVLRQ� >L�H�� D� SROLF\@� LV� UHDFKHG� � WKH�SURFHVV�RI�GLVFRYHU\�� DQG�WKH�SURFHVV�E\�ZKLFK�WKH�FRQFOXVLRQ�PD\�EH�MXVWLILHG�� WKH�SURFHVV�RI�MXVWLILFDWLRQ���7KLV� UHFRPPHQGDWLRQ� LV� WKH� OHLWPRWLI RI� RXU� VWXG\� RI� 3'96$
V� GRZQVWUHDP�LQWHJUDWLRQ�� 7DNLQJ� DV� RXU� SRLQW� RI� GHSDUWXUH� WKH� UHDVRQDEOH� DVVXPSWLRQ� WKDW� �WKH� SXEOLF�GHFODUDWLRQV�RI�JRYHUQPHQW�RIILFLDOV� �� �� �� DUH�DQ�DFFHSWDEOH� LQLWLDO�H[SODQDWLRQ�IRU� LPSRUWDQW�SROLF\�GHFLVLRQV����ZH�ZLOO�GLVFXVV�WKH�YDULRXV�DUJXPHQWV�� DOO�FRXFKHG�LQ�VWULFWO\�HFRQRPLF�WHUPV�� ZLWK�ZKLFK�3'96$�KDV�GHIHQGHG�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�VLQFH��������,Q�WKH�SUHYLRXV�FKDSWHU�ZH�KDYH�DOUHDG\�ZHLJKHG�� DQG�IRXQG�ZDQWLQJ�� WKH�OHDVW�UHILQHG�RI�WKHVH�DUJXPHQWV�� QDPHO\�� WKDW� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� LV� PHUHO\� WKH� 9HQH]XHODQ�PDQLIHVWDWLRQ�RI�DQ�LQGXVWU\�ZLGH�WUHQG�WRZDUGV�UH�LQWHJUDWHG�RSHUDWLRQV��ZH�GHGLFDWHG�D�IXOO�
�0DMRQH������������,ELG�������3DUWLFXODUO\� VLQFH�� DV� 6WXFNH\� DQG� :KLWH� REVHUYH�� �WKH� UHDVRQV� XVHG� WR� MXVWLI\� YHUWLFDO� LQWHJUDWLRQ�VWUDWHJLHV�DUH�RIWHQ� VKDOORZ�DQG� LQYDOLG���QRWZLWKVWDQGLQJ� WKH� IDFW� WKDW�VXFK�VWUDWHJLHV�DUH��H[SHQVLYH��ULVN\�DQG�GLIILFXOW�WR�UHYHUVH�������������6]pNHO\��RS��FLW������



��
FKDSWHU�WR�WKLV�GLVFXVVLRQ�EHFDXVH�WKH�ORQJ�WUDGLWLRQ�RI�YHUWLFDO�LQWHJUDWLRQ�LQ�WKH�RLO�LQGXVWU\�FRXOG�HDVLO\�FORXG�WKH�LVVXHV�WKDW�OLH�EHKLQG�WKH�GRZQVWUHDP�H[SDQVLRQ�HIIRUWV�RI�FUXGH�ORQJ�12&V�OLNH�3'96$����1RZ��LQ�WKH�ILUVW�SDUW�RI�WKLV�FKDSWHU�ZH�VKDOO�GHPRQVWUDWH�WKDW�WKH�RWKHU�HFRQRPLF� DUJXPHQWV� ZKLFK� 3'96$� KDV� DGYDQFHG� LQ� IDYRXU� RI� LWV� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DUH�DOVR�TXLWH�XQVRXQG���7KHQ��LQ�WKH�VHFRQG�SDUW�RI�WKH�FKDSWHU��ZH�VKDOO�DVVXPH�WKDW� WKLV� SURJUDPPH� PLJKW� KDYH� XOWHULRU� PRWLYHV�� � 6LQFH� WKH� FRPSDQ\� KDV� JRQH� WR� JUHDW�OHQJWKV�WR�VWUHVV�WKH�SXUHO\�FRPPHUFLDO�RULHQWDWLRQ�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��ZH�VKDOO� DVVXPH� WKDW� WKHVH� XOWHULRU�PRWLYHV� DUH� DOVR� EDVHG� RQ� DQ� LQGXVWULDO� � DV� RSSRVHG� WR� D�SROLWLFDO� � ORJLF�� � 6XFK� DQ� DVVXPSWLRQ� LV� TXLWH� UHDVRQDEOH�� VLQFH� WKRVH� UHVSRQVLEOH� IRU�IRUPXODWLQJ�9HQH]XHOD
V�FRPPHUFLDO�RLO�SROLF\� VLQFH������KDYH�KDG� WR�GR�VR� LQ� WKH�IDFH�D�PDMRU�SUREOHP�� WKH�FKDQJLQJ�FKDUDFWHU�RI�WKH�9HQH]XHODQ�FUXGH�H[SRUW�VODWH�� ZKLFK�ZRXOG�KDYH�PDGH� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�D�SUHGLFWDEOH� SROLF\� RXWFRPH� LQ� WKH� H\HV� RI�DOPRVW�DQ\�HFRQRPLVW�IDPLOLDU�ZLWK�WUDQVDFWLRQ�FRVW�HFRQRPLFV�
�7KH�FRPPHUFLDO�RLO�SROLFLHV�RI�WKRVH�FRXQWULHV�WKDW�KDYH�D�12&�DQG�DOVR�H[SRUW�ODUJH�YROXPHV�RI�RLO�HQFRPSDVV�WKH�JHQHUDO�JXLGHOLQHV�RQ�WKH�PDQQHU�LQ�ZKLFK�WKHVH�VXUSOXVHV�DUH�WR�EH�SODFHG�LQ�WKH�ZRUOG�RLO�PDUNHW��DV�ZHOO�DV�WKH�PRUH�FRQFUHWH�PHDVXUHV�ZKLFK�HDFK�12&�WDNHV�WR�PDNH�WKLV�SODFHPHQW�HDVLHU�
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SOURCE: PDVSA (a)
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22° API or less

22° to 30° API

30°+ API

Condensates
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SOURCE: PDVSA (a), MEM
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Reconstituted

22° API or less

22° to 30° API

30°+ API

$V� LV� VKRZQ� LQ�)LJXUH�)������� IURP�WKH�HDUO\�����V�RQZDUGV��9HQH]XHODQ� OLJKW�DQG�PHGLXP�FUXGH�RLO�RXWSXW�EHJDQ�WR�VKULQN�DSSUHFLDEO\�� �%HFDXVH�RI� WKLV��E\� WKH�HDUO\�����V��WKH� 9HQH]XHODQ� H[SRUW� VODWH� EHFDPH� PXFK� KHDYLHU� WKDQ� LW� KDG� EHHQ� LQ� WKH� SDVW� �)LJXUH�)�������� � 3'96$
V� ILUVW� MRLQW� YHQWXUH� GHDO� URXJKO\� FRLQFLGHG� ZLWK� WKLV� FRQWUDFWLRQ� LQ� WKH�H[SRUWDEOH� VXUSOXV� RI� UHODWLYHO\� OLJKW�9HQH]XHODQ� FUXGH� RLOV�� � ,Q� YLHZ� RI� WKH� XQIDYRXUDEOH�WUDQVDFWLRQDO� FKDUDFWHULVWLFV� RI� WKH� PDUNHW� IRU� KHDY\� FUXGH� RLO� �PRUH� RI� ZKLFK� DQRQ��� RQH�FRXOG�EH�H[FXVHG�IRU�VHHLQJ�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DV�D�QDWXUDO�UHDFWLRQ�RQ�WKH�SDUW�RI D�FRPSDQ\�ZKLFK�UHDOL]HG�WKDW��LQ�WKH�YHU\�QHDU�IXWXUH��KHDY\�FUXGHV�ZRXOG�FRPSULVH�PRVW�RI�LWV�H[SRUWV�� 2XU�PDLQ�REMHFWLYH�LQ�WKH�VHFRQG�VHFWLRQ�RI�WKLV�FKDSWHU�LV�WR�SURYH�WKDW�WKLV�VHHPLQJO\�LPSHFFDEOH�K\SRWKHVLV�LV��LQ�IDFW��ZLGH�RI�WKH�PDUN�
�$V�FODLPHG�LQ�9LORULD�������������



��
��� 3'96$
V�-XVWLILFDWLRQV�IRU�WKH�,QWHUQDWLRQDOLVDWLRQ�3URJUDPPH7KH�RIILFLDO�RU�VHPL�RIILFLDO�H[SRVLWLRQV�RI�PRWLYHV�DQG�GHFODUDWLRQV�RI�LQWHQW�GHDOLQJ�ZLWK�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DUH��RQ� WKH�ZKROH��TXLWH�YDJXH�� �7KXV�� WKH� ILUVW� WDVN� IRU� WKH�DQDO\VW� LV� WR� VLIW� WKURXJK� WKH� SUR�LQWHUQDWLRQDOLVDWLRQ� DUJXPHQWV� IRXQG� LQ� ILUVW�KDQG�9HQH]XHODQ�VRXUFHV�RU�DFFRXQWV�E\�FRPSDQ\�RIILFLDOV�� 2QFH�WKLV�KDV�EHHQ�GRQH��LW�EHFRPHV�FOHDU� WKDW� WKH� SURJUDPPH�KDV� EHHQ� FRQFHSWXDOLVHG� DV� EHLQJ� HVVHQWLDOO\� GHIHQVLYH� LQ� QDWXUH���7KH� QH[W� ORJLFDO� VWHS� LQ� WKH� SURFHVV� LV� WR� DVN� DJDLQVW� ZKDW� H[DFWO\� LV� LW� WKDW� 3'96$
V�PDQDJHUV� WKLQN� WKH\� DUH� SURWHFWLQJ� WKHPVHOYHV� WKURXJK� WKH� DFTXLVLWLRQ� RI� UHILQLQJ� DQG�PDUNHWLQJ�DVVHWV�� �1DWXUDOO\��JLYHQ� WKH�DEXQGDQFH�RI�KHDY\�FUXGH� LQ�9HQH]XHOD��RQH�ZRXOG�H[SHFW�SUREOHPV�UHODWHG�WR�WKH�OLTXLGLW\�DQG�WUDQVSDUHQF\�RI�WKH�PDUNHW�IRU�WKLV�W\SH�RI�FUXGH�WR�ORRP�ODUJH�LQ�WKHVH�PDQDJHUV
�VWUDWHJLF�FDOFXODWLRQV���,W�FRPHV�DV�VRPHZKDW�RI�D�VXUSULVH��WKHUHIRUH�� WR� ILQG�RXW� WKDW� WKHVH�PDQDJHUV�FRQVLGHU� LQWHJUDWLRQ�DV�DQ� LQGLVSHQVDEOH�UHTXLVLWH�IRU� WKH� HFRQRPLF� ZHOO�EHLQJ� RI� DOO� RLO� FRPSDQLHV� �EXW� SDUWLFXODUO\� FUXGH�ORQJ� RQHV���UHJDUGOHVV� RI� WKH� HIILFLHQF\� RI� WKH�PDUNHWV� LQ�ZKLFK� �� E\� GLQW� RI� WKH� SK\VLFDO� QDWXUH� RI� LWV�UHVSHFWLYH� UHVRXUFH� HQGRZPHQW� � HDFK� FRPSDQ\� FRPSHWHV�� � ,QGHHG�� WKH\� LQVLVW� WKDW� WKH�YXOQHUDELOLW\�RI�D�FUXGH�ORQJ�RLO�FRPSDQ\�LV�QRW�D�UHIOHFWLRQ�RI�WKH�VWUXFWXUDO�FKDUDFWHULVWLFV�RI�WKH�PDUNHW�LQ�ZKLFK�LW�VHOOV�LWV�FUXGH�VR�PXFK�DV�D�IXQFWLRQ�RI�LWV�FDSDELOLW\�WR�PD[LPLVH�LWV�UHYHQXHV� �D FDSDELOLW\�ZKLFK� WKH\� VHH� LQ� WXUQ� DV� EHLQJ� D� IXQFWLRQ� RI� LWV� GHJUHH� RI� YHUWLFDO�LQWHJUDWLRQ��� � 7KH� IROORZLQJ� SDVVDJH� VXPV� XS� 9HQH]XHODQ� FRQYHQWLRQDO� ZLVGRP� RQ� WKLV�PDWWHU� IURP�DQ\�SRLQW� RI� YLHZ� �� �� �� YHUWLFDO� LQWHJUDWLRQ� FRQVWLWXWHV� DQ� LQVXUDQFH�SROLF\� IRU�LQFRPH�XQGHU�DGYHUVH�FRQGLWLRQV��D�SRVLWLRQ�RI�JUHDW�DGYDQWDJH�WR�PD[LPLVH�LQFRPH�LQ� D� EXR\DQW� PDUNHW� >VLF�@� DQG�� DW� WKH� VDPH� WLPH�� WKH� EHVW� VFKHPH� IRU� HIILFLHQW�SODQQLQJ� DQG� PDQDJHPHQW� LQ� WKH� JOREDO� RLO� EXVLQHVV� �� �� �� 7KH� UHDVRQ� >IRU� YHUWLFDO�LQWHJUDWLRQ@� OLHV� LQ� WKH� QHFHVVLW\� RI�PD[LPLVLQJ� UHYHQXHV� DQG�PLQLPLVLQJ� ULVN�� �$Q�RSWLPDO�OHYHO�RI�LQWHJUDWLRQ�LV�WKH�RQO\�VFKHPH�WKDW�VDWLVILHV�WKLV�SUHPLVH�>VLF�@��DQG�LW�LV�QR�FRLQFLGHQFH�WKDW�LW�>VLF�@�KDV�EHHQ�D�FRQVWDQW�FKDUDFWHULVWLF�LQ�WKH�RLO�LQGXVWU\��7KLV� OLQH� RI� UHDVRQLQJ� LV� TXLWH� FRQYHQLHQW� IRU� 3'96$� EHFDXVH�� XQGHU� WKH� WHUPV� RI� WKH�1DWLRQDOLVDWLRQ� /DZ�� WKH� FRPSDQ\� KDV� WKH� OHJDO� REOLJDWLRQ� WR� PD[LPLVH� DQG� SURWHFW� WKH�1DWLRQ
V� RLO� LQFRPH�� $FFRUGLQJ� WR�3'96$�� WKHVH� OHJDO� GXWLHV� FDQ� RQO\� EH� GLVFKDUJHG E\�VDWLVI\LQJ� WKH� IROORZLQJ� UHTXLVLWHV� �DOO� RI� ZKLFK� SUHVXSSRVH� D� KLJK� GHJUHH� RI� YHUWLFDO�LQWHJUDWLRQ��D��PLQLPLVLQJ�WKH�UDQGRP�YDULDWLRQV�LQ�UHYHQXHV�FDXVHG�E\�WKH�YRODWLOLW\�LQ�WKH�SULFH�RI�RLO�
�&(3(7��RS��FLW���Y��,,��3'96$�D�����������+HUUHUD�0DUFDQR��������$OFRFN��������9LORULD��������6RVD�3LHWUL��RS��FLW���5RGUtJXH]��������2OPHWD�������� &(3(7��RS��FLW���Y��,,���������LWDOLFV�RXUV��6HH�WKH�LQVWUXFWLRQV�RI�WKH�3UHVLGHQWLDO�5HYHUVLRQ�&RPPLVVLRQ�LQ�9LORULD���������������$UWLFOH���RI�WKH�1DWLRQDOLVDWLRQ�/DZ�VD\V�WKDW�WKH�PDLQ�REMHFWLYHV�RI�FRPPHUFLDO�SROLF\�VKRXOG�EH��WKH�PD[LPLVDWLRQ�RI�HFRQRPLF�EHQHILWV�GHULYHG�IURP�H[SRUWV��LQ�DFFRUGDQFH�ZLWK�WKH�UHTXLUHPHQWV�RI�QDWLRQDO�GHYHORSPHQW��DQG�WKH�PDLQWHQDQFH�RI�D�VWDEOH�DQG�GLYHUVLILHG�IRUHLJQ�PDUNHW�RI�DGHTXDWH�VL]H�
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E��KDYLQJ�JXDUDQWHHG�RXWOHWV�IRU�LWV�FUXGHV��DQGF��KDYLQJ�RSHUDWLRQV�LQ�WKH�GLYHUVH�VHJPHQWV�ZKLFK�PDNH�XS�WKH�RLO�LQGXVWU\�,Q� WKH� IROORZLQJ� WKUHH� VHFWLRQV�� ZH� VKDOO� H[DPLQH� HDFK� RQH� RI� WKHVH� DUJXPHQWV� LQ� WXUQ���'UDZLQJ�IUHHO\�IURP�WKH�FRPPHUFLDO�H[SHULHQFHV�RI�3(0(;��WKH�FRPSDQ\�ZKLFK��LQ�WHUPV�RI� WKH� W\SH�RI�FUXGH� LW�KDV� WR� VHOO�� UHVHPEOHV�3'96$�WKH�PRVW���ZH�VKDOO�GHPRQVWUDWH� WKDW��IURP� D� VWULFWO\� FRPPHUFLDO� YLHZSRLQW�� WKH\� DUH� ULYHQ� ZLWK� FRQWUDGLFWLRQV�� � 7KHUHIRUH�� WKH�GHFODUDWLRQV�RI� WKH� FRPSDQ\
V�RIILFLDOV�KDYH� WR�EH�VHHQ�DV�H[�SRVW UDWLRQDOLVDWLRQV�DLPHG�DW�MXVWLI\LQJ�LWV�PRYH�GRZQVWUHDP��UDWKHU�WKDQ�DV�DFFHSWDEOH�H[SODQDWLRQV�RI�WKH�PRWLYHV�EHKLQG�WKLV�PRYH�������5HYHQXH�6WDELOLVDWLRQ(YHU�VLQFH�WKH�ILUVW�RLO�VKRFN��WKH�LQWHUQDWLRQDO�SULFH�RI�FUXGH�KDV�H[KLELWHG�DQ�H[WUDRUGLQDU\�GHJUHH�RI�YRODWLOLW\��DQG�WKLV�KDV�EHHQ�D�FDXVH�RI�JUHDW�FRQFHUQ�DPRQJ�RLO�H[SRUWHUV���+HQFH��RQH�VKRXOG�QRW�EH�VXUSULVHG�DW�WKH�LQWHUHVW�ZKLFK�VRPH�FUXGH�ORQJ�12&V�KDYH�PDQLIHVWHG�LQ�WKH�SRVVLELOLW\�RI�XVLQJ�YHUWLFDO�LQWHJUDWLRQ�QRW�RQO\�WR�VRIWHQ�WKH�LPSDFW�RI�XQIRUHVHHQ�SULFH�VKRFNV�EXW�DOVR� WR�PLWLJDWH� WKH�SHUYHUVH�HFRQRPLF�HIIHFWV�GHULYHG�IURP�VRFLHWDO�XQFHUWDLQW\�ZLWK�UHJDUGV�WR�RLO�H[SRUW�UHYHQXHV���7KH�LGHD�WKDW�YHUWLFDO�LQWHJUDWLRQ�FDQ�EH�D�IRUP�RI�LQVXUDQFH�DJDLQVW�PDUNHW�YRODWLOLW\�UHVWV� RQ� WKH� DVVXPSWLRQ� WKDW� FKDQJHV� LQ� WKH� SULFH� RI� FUXGH� SURPSW� FKDQJHV� RI� VLPLODU�PDJQLWXGH�� EXW�RSSRVLWH�VLJQ�� LQ�UHILQLQJ�DQG�UHWDLO�PDUJLQV���%HFDXVH�WKH�SULFH�RI�FUXGH�LV�WKH�YDULDEOH�ZLWK�WKH�JUHDWHVW�LQFLGHQFH�RQ�WKH�XQLW�FRVWV�RI�UHILQHUV��FUXGH�SULFHV�DQG�UHILQLQJ�PDUJLQV�GR�H[KLELW�D�EURDGO\�V\PPHWULFDO�EHKDYLRXU� LQ� WKH�VKRUW� WHUP�� �6RPH�DXWKRUV�KDYH�FRQFOXGHG�WKDW�WKH�YDULDWLRQ�LQ�LQFRPH�IRU�D�JLYHQ�RLO�FRPSDQ\�ZLOO�EH�LQYHUVHO\�SURSRUWLRQDO�WR� LWV� LQWHJUDWLRQ� LQGH[��LQ�RWKHU�ZRUGV��D�FRPSDQ\
V�HDUQLQJV�ZLOO�EH�PRUH�VWDEOH� WKH�PRUH�LQWHJUDWHG� LW� LV���� ,I� LQWHUSUHWHG� DV� D� YHU\� EURDG� UXOH�RI�WKXPE�� VKRUQ� RI� DQ\� QRUPDWLYH�XQGHUWRQHV�� WKLV� VWDWHPHQW� LV� QRW� YHU\� FRQWURYHUVLDO�� � +RZHYHU�� VRPH� DXWKRUV� KDYH� GUDZQ�IURP�LW�D�FRQFOXVLRQ�ZKLFK�GRHV�KDYH�VXFK�D�QRUPDWLYH�LPSOLFDWLRQ��QDPHO\��WKDW�VWDELOLW\�RI�LQFRPH�FRQIHUV�VLJQLILFDQW�FRPSHWLWLYH�DGYDQWDJHV�RQ�LQWHJUDWHG�ILUPV�EHFDXVH��E\�UHGXFLQJ�WKH�XQFHUWDLQW\�GHULYHG�IURP�HSKHPHUDO�PDUNHW�IOXFWXDWLRQV��LW�HQDEOHV�PDQDJHUV�WR�GLVFKDUJH�
��6RFLHWDO� XQFHUWDLQW\� UHJDUGLQJ� WKH� UHYHQXHV� GHULYHG� IURP� RLO� H[SRUWV� KDV� LPSRUWDQW� FRVWV� IRU� WKH�HFRQRPLHV�RI�RLO�GHSHQGHQW�FRXQWULHV�� �+DXVPDQQ�HW��DO� ������������FDOFXODWHG�WKDW� WKH�YDULDELOLW\�LQ�9HQH]XHOD
V�RLO�LQFRPH�GXULQJ���������JHQHUDWHG�FRVWV�WKDW�KDYH�UHSUHVHQWHG�ORVVHV�RI�WKH�VDPH�RUGHU�RI�PDJQLWXGH�DV�WKRVH�FDXVHG�E\�WKH������SULFH�VKRFN�DQG�LWV�DIWHU�HIIHFWV��DERXW����SHUFHQW�RI�QRQ�RLO�*'3��� �7KHVH�FRVWV��PRUHRYHU��GLG�QRW� WDNH� LQWR�DFFRXQW� WKH�GHFOLQH� LQ� WKH� UDWH�RI�JURZWK�FDXVHG�E\�ORZHU�LQYHVWPHQW�UDWHV�DQG�H[SHQGLWXUH�UHYLVLRQV���7KXV�0F/HDQ�DQG�+DLJK��RS��FLW����������WKH�JURVV�PDUJLQ�DQG�SURILWV�DYDLODEOH�DW�WKH�GLIIHUHQW�OHYHOV�RI�WKH�LQGXVWU\�DUH�FRQWLQXDOO\�VKLIWLQJ�DQG�FKDQJLQJ��DQG�WKH�PRYHPHQWV�DW�RQH�OHYHO�IUHTXHQWO\�GLIIHU�ERWK�WLPH�ZLVH�DQG�GLUHFWLRQ�ZLVH�IURP�WKH�PRYHPHQWV�DW�DQRWKHU���*URVV�PDUJLQV�DQG�SURILWV�PD\�WKXV�EH�GHFUHDVLQJ�DW�RQH�OHYHO�ZKLOH�WKH\�DUH�VWDEOH�RU�LQFUHDVLQJ�DW�RWKHU�OHYHOV��
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PRUH� HIILFLHQWO\� FHUWDLQ� WDVNV� � VWUDWHJLF� SODQQLQJ�� UHVHDUFK� DQG� GHYHORSPHQW�� HWF�� � ZKLFK�GHPDQG�D�ORQJ�UDQJH�YLVLRQ�XQWDLQWHG�E\�FRQVLGHUDWLRQV�RI�DQ��LPPHGLDWLVW��QDWXUH���7KH� RLO� LQGXVWU\� LV� DOPRVW� XQLYHUVDOO\� FRQVLGHUHG� WR� EH� RQH�ZKHUH� WKH� �ORQJ�UDQJH�YLVLRQ�� SUHYDLOV�� WKHUHIRUH�� LW� PLJKW� VHHP� UHDVRQDEOH� WR� DVVXPH� WKDW� WKH� VWDELOLW\�WKURXJK�LQWHJUDWLRQ��67,��K\SRWKHVLV�KDV�PDQ\�EDFNHUV�LQ�WKH�ERDUGURRPV�RI�ODUJH�RLO�FRPSDQLHV���%XW�WKH�WUXWK�LV�WKDW��IRU�WKH�PRVW�SDUW��WKHVH�FRPSDQLHV�GR�QRW�WDNH�WKH�FODLPV�RI�WKLV�K\SRWKHVLV�WRR�VHULRXVO\��� 7KH�UHDVRQV�EHKLQG�WKHLU�VFHSWLFDO�DWWLWXGH�DUH�QRW�GLIILFXOW�WR�IDWKRP���$V�ZH�KDYH�VHHQ�LQ�D�SUHYLRXV�FKDSWHU��RLO�FRPSDQ\�PDQDJHUV�DQG�GLUHFWRUV�QRZDGD\V�DUH�YHU\�NHHQ�QRW�WR�WLH�GRZQ�WKHLU�FDSLWDO�LQ�XQSURGXFWLYH�XVHV��VR�DV�WR�DYRLG�JLYLQJ�WKHLU�VKDUHKROGHUV�DQ�H[FXVH�WR�WDNH�SXQLWLYH�PHDVXUHV��OLNH�VHOOLQJ�WKHLU�VKDUHV��DJDLQVW�WKHP���/LNHZLVH��WKH\�IXOO\�XQGHUVWDQG�WKH�QHJDWLYH�HIIHFW�ZKLFK�D�IODZHG�LQWHJUDWLRQ�SURJUDPPH�FDQ�KDYH�RQ�WKH�YDOXH�RI� WKHLU� VKDUHKROGHUV
� FDSLWDO�� � 1DWXUDOO\�� WKLV� KDV�PDGH� WKHP� ZDU\� RI� FRUSRUDWH� VWUDWHJLHV�ZKLFK� GR� QRW� HQKDQFH� VKDUHKROGHU� UHWXUQV� �DQG� UHYHQXH� VWDELOLVDWLRQ� LV� RQH� RI� WKRVH�VWUDWHJLHV�� DV� HYHQ� WKH� PRVW� LQYHWHUDWH� VXSSRUWHUV� RI� WKH� 67,� K\SRWKHVLV� ZLOO� DGPLW������+RZHYHU�� 12&V� LQ� JHQHUDO� H[KLELW� D� UHGXFHG� VHQVLWLYLW\� WR� WKH� IRUFHV� RI� WKH� PDUNHW� IRU�FRUSRUDWH�FRQWURO��VR�WKLV�REMHFWLRQ�WR�WKH�67,�K\SRWKHVLV�ZRXOG�SUREDEO\�QRW�ZRUU\�WKHP�WRR�PXFK� $� VHFRQG��PRUH� VHULRXV�� VKRUWFRPLQJ� RI� WKH� 67,� K\SRWKHVLV� LV� WKDW� LW� DVVXPHV� WKDW�VWDELOLW\�RI�HDUQLQJV�ZLOO�LQYDULDEO\�LQGXFH�GLUHFWLRQDOO\�VLPLODU�HIIHFWV�RQ�WKH�SURILWV�RI�DQ\�LQWHJUDWHG� FRPSDQ\�� DQG� WKDW� WKH� PDJQLWXGH� RI� WKRVH� HIIHFWV� ZLOO� GHSHQG� VROHO\� RQ� WKH�FRPSDQ\
V�GHJUHH�RI�LQWHJUDWLRQ��� 7KLV�LV�WDQWDPRXQW�WR�DVVHUWLQJ�WKDW�SURILWV�LQ�WKH�GLIIHUHQW�EXVLQHVV� OLQHV� RI� RLO� FRPSDQLHV� GHSHQG� H[FOXVLYHO\� RQ� H[RJHQRXV� YDULDEOHV�� VXFK� DV� WKH�PDUNHW� SULFH� RI� FUXGH� RLO� RU� SURFHVVLQJ�PDUJLQV� LQ� D� UHSUHVHQWDWLYH� UHILQHU\� FRQILJXUDWLRQ���7KLV�FODLP�LV�GHPRQVWUDEO\�IDOVH��VLQFH�D�FRPSDQ\
V�SURILWV�DOVR�GHSHQG�RQ�D�JUHDW�YDULHW\�RI�HQGRJHQRXV�YDULDEOHV���
��$V�2OPHWD�SXWV� LW� �RS��FLW���������DQ� LQWHJUDWHG�UHILQHU��FDQ�GHSHQG�RQ�D�EDQG�RI�FRUH�HDUQLQJV�WKDW�DOORZV�WKH�PDQDJHPHQW�WR�IRFXV�RQ�ORQJ�WHUP�VWUDWHJLHV�WKDW�DGG�YDOXH�UDWKHU�WKDQ�RQ�HYDGLQJ�WKH�ODWHVW�PDUNHW�J\UDWLRQ����2LO�FRPSDQLHV�GLG�QRW�DFFRUG�WKH�67,�K\SRWKHVLV�DQ\�JUHDW�UHVSHFW�HYHQ�GXULQJ�WKH�KDOF\RQ�GD\V�RI�YHUWLFDO� LQWHJUDWLRQ� LQ� WKH� ILIWLHV�DQG�VL[WLHV�� �0F/HDQ�DQG�+DLJK�KDG� WR�DGPLW� WKDW� WKH�PDQDJHUV�WKH\�LQWHUYLHZHG�JHQHUDOO\�VDZ�VWDELOLW\�RI�HDUQLQJV�DV�D�JRDO�ZKLFK�ZDV�QRW�ZRUWK�WKHLU�ZKLOH�WR�SXUVXH���,Q�WKHLU�ZRUGV� �LELG��������� WKH\��IRXQG�RQO\�D� IHZ�FDVHV�ZKHUH� LW�FRXOG�EH�VDLG� WKDW�D�FRPSDQ\�PDGH�D�SDUWLFXODU� LQWHJUDWLRQ� GHFLVLRQ� SULPDULO\� EHFDXVH� LWV�PDQDJHPHQW� EHOLHYHG� WKDW� WKH� PRYH� ZRXOG� LQ�JHQHUDO�KHOS�WR�VWDELOLVH�WKH�FRPSDQ\
V�SURILW�SRVLWLRQ����0F/HDQ�DQG�+DLJK��RS��FLW���������0F/HDQ�DQG�+DLJK�SXW�LW�WKXV���WKH�EHKDYLRXU�RI�QHW�SURILWV�DW�WKH�GLIIHUHQW�OHYHOV�RI�WKH�LQGXVWU\�ZDV�VXFK� WKDW� YHUWLFDO� LQWHJUDWLRQ�FRXOG� HDVLO\� KDYH� KDG�VRPHZKDW� WKH� VDPH� VLJQLILFDQFH� DV� D� PHDQV� RI�VWDELOLVLQJ�D�FRPSDQ\
V�QHW�SURILWV�WKDW�LW�GLG�DV�D�PHDQV�RI�VWDELOLVLQJ�JURVV�PDUJLQV���LELG��������LWDOLFV�RXUV����,QGHHG�� WKLV� H[SODLQV�� IRU� LQVWDQFH�� KRZ�&LWJR� DQG� &KDPSOLQ� �ERWK� QRQ�LQWHJUDWHG� UHILQHUV�� DOPRVW�PDQDJHG� WR� GURZQ� LQ� UHG� LQN� LQ� WKH� PLGVW� RI� WKH� ����� FROODSVH� LQ� RLO� SULFHV�� � &LWJR
V� H[DPSOH� LV�HVSHFLDOO\�XVHIXO� WR�XQGHUVWDQG�WKH�LQFLGHQFH�ZKLFK�HQGRJHQRXV�IDFWRUV�KDYH�RQ�WKH�SURILWV�RI�D�JLYHQ�FRPSDQ\��EHFDXVH�IRU�PRVW�RI�WKH�RWKHU�ODUJH�$PHULFDQ�UHILQLQJ�FRPSDQLHV�������ZDV�D�YHU\�JRRG�\HDU�
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$QRWKHU�QDLO�LQ�WKH�FRIILQ�RI�WKH�67,�K\SRWKHVLV�KDV�EHHQ�GULYHQ�LQ�E\�WKH�ULVH�RI�RLO�GHULYDWLYHV�PDUNHWV�� � 6LQFH� ������ ILQDQFLDO� LQVWUXPHQWV� OLNH� IXWXUHV�� RSWLRQV�RU� VZDSV�KDYH�JLYHQ� RLO� FRPSDQLHV� WKH� PHDQV� WR� SURWHFW� WKHPVHOYHV� DJDLQVW� WHPSRUDU\� OLTXLGLW\� FULVHV�EURXJKW� DERXW� E\� XQIRUHVHHQ� PDUNHW� GHYHORSPHQWV�� � 1RZDGD\V�� PDQ\� RLO� FRPSDQLHV�URXWLQHO\�VPRRWK�WKHLU�HDUQLQJV�E\�PHDQV�RI�WKHVH�RII�EDODQFH�VKHHW�LQVWUXPHQWV��DW�D�IUDFWLRQ�RI�WKH�FRVW�ZKLFK�WKH�DFTXLVLWLRQ�RI�HYHQ�RQH�UHILQHU\�ZRXOG�HQWDLO��DQG�ZLWK�D�PXFK�JUHDWHU�IOH[LELOLW\� WR� ERRW��� � 2I� FRXUVH�� KHGJLQJ� SULFH� H[SRVXUHV� ZLWK� WKHVH� LQVWUXPHQWV� KDV� LWV�SUREOHPV���)LUVWO\��WKH�H[LVWHQFH�RI�EDVLV�ULVN�� PHDQV�WKDW�QR�KHGJHU�FDQ�DVSLUH�WR�D�
SHUIHFW�KHGJH
��EHFDXVH�KH�ZLOO�DOZD\V�EH�H[SRVHG�WR�D�UHVLGXDO�ULVN�ZKLFK�ZLOO�EH�ODUJHU�WKH�PRUH�WKH�FRPPRGLW\�KH�LV�WU\LQJ�WR�KHGJH�GLIIHUV�SK\VLFDOO\�IURP�WKH�XQGHUO\LQJ�IXWXUHV�FRQWUDFW���7KLV�LV�DQ�LPSRUWDQW�FRQVLGHUDWLRQ�LQ�WKH�FDVH�RI�9HQH]XHOD��VLQFH�WKH�KHDY\�DQG�VRXU�EOHQGV�WKDW�FRQVWLWXWH� WKH� EXON� RI� LWV� H[SRUWV� DUH� TXLWH� XQOLNH� WKH� OLJKW� VZHHW� FUXGHV� WUDGHG� LQ� HLWKHU�1<0(;�RU�,3(�� �6HFRQGO\��HYHQ� WKRXJK�WKHVH�IXWXUHV�PDUNHWV�KDYH�HQRUPRXV�EUHDGWK�DQG�GHSWK�� WKH\�ZRXOG�SUREDEO\�QRW�EH� DEOH� WR�KDQGOH� WKH�YROXPHV�RI�SDSHU� WKDW�D�FRXQWU\� OLNH�9HQH]XHOD�ZRXOG�KDYH�WR�WUDGH�LI�LW�ZDQWHG�WR�KHGJH�LWV�IXWXUH�H[SRUWV�IRU�DQ\WKLQJ�PRUH�WKDQ�D�YHU\�OLPLWHG�SHULRG�RI�WLPH���0RUHRYHU��ORQJ�WHUP�KHGJLQJ�LV�DOVR�FRPSOLFDWHG�E\�WKH�IDFW�WKDW�WKH�OLTXLGLW\�RI�WKHVH�PDUNHWV�LV�FRQFHQWUDWHG�LQ�FRQWUDFWV�QHDUHVW�WR�WKH�VSRW�PRQWK��RQ�DYHUDJH�� EHWZHHQ� ������ SHUFHQW� RI� WKH� RSHQ� LQWHUHVW� LQ� RLO� IXWXUHV� H[FKDQJHV� LQYROYHV�FRQWUDFWV�ZKRVH�H[SLUDWLRQ�GDWH�LV�OHVV�WKDQ�ILYH�PRQWKV�DZD\����+RZHYHU��WKHVH�REVWDFOHV�DUH�E\�QR�PHDQV� LQVXUPRXQWDEOH�� �7R�EHJLQ�ZLWK��KLJK�EDVLV� ULVNV�GR�QRW�QHFHVVDULO\�PHDQ�WKDW�WKHUH�LV�QR�VFRSH�IRU�KHGJLQJ��DIWHU�DOO��HYHQ�ZLWK�D�YHU\�KLJK�EDVLV�ULVN��RI��VD\�����SHU�FHQW��WKH�XVH�RI�IXWXUHV�FRQWUDFWV�FRXOG�VWLOO��RQ�DYHUDJH��SRWHQWLDOO\�UHGXFH�WKH�YRODWLOLW\�DVVRFLDWHG�ZLWK�RLO�SULFHV�E\����SHU�FHQW��� ,Q�DGGLWLRQ��ZKHQ�XVHG�MXGLFLRXVO\��WKHVH�PDUNHWV�KDYH�EHHQ�DEOH�WR�KDQGOH�WKH�H[LJHQFLHV�RI�PDMRU�RLO�H[SRUWHUV��IRU�LQVWDQFH��DW�WKH�RXWEUHDN�RI�KRVWLOLWLHV�DJDLQVW�,UDT�LQ�������WKH�0H[LFDQ�FHQWUDO�EDQN�ZDV�DEOH�WR�KHGJH�VL[�PRQWKV
�ZRUWK�RI�FUXGH�H[SRUWV��DERXW�����PLOOLRQ�EDUUHOV��E\�VSUHDGLQJ�WKH�VDOH�DQG�SXUFKDVH�RI�IXWXUHV��RSWLRQV�DQG�RYHU�WKH�FRXQWHU�GHULYDWLYHV��)LQDOO\�� LW�VKRXOG�EH�QRWHG�WKDW�WKH�GHJUHH�RI�SURWHFWLRQ�ZKLFK�GHULYDWLYHV�JLYH� FUXGH�SURGXFHUV� LV� LQ� DQ\�FDVH JUHDWHU� WKDQ� WKDW�ZKLFK� IRUZDUG� LQWHJUDWLRQ�LQWR�UHILQLQJ�DIIRUGV���

�VHH�131)%��������������+RZHYHU��WKH�IDFW�WKDW�DOPRVW�DOO�$PHULFDQ�UHILQHUV�UHFRUGHG�JRRG�SURILWV�RQ�D�\HDU�RI�YHU\�ORZ�FUXGH�RLO�SULFHV�VKRXOG�QRW�EH�WDNHQ�DV�D�YDOLGDWLRQ�RI�0F/HDQ�DQG�+DLJK
V��UXOHV�RI�WKXPE��� �5DWKHU�� DYDLODEOH� GDWD� �LQ�LELG�� LQGLFDWH� WKDW� ORZ�SULFHV� EHQHILWHG� WKH�YDULRXV� FRPSDQLHV� LQ�GLYHUVH�ZD\V��DQG�LW�LV�HYLGHQW�WKDW�WKHVH�UHODWLYH�GLIIHUHQFHV�FDQQRW�EH�H[SODLQHG�VROHO\�LQ�WHUPV�RI�WKH�LQWHJUDWLRQ�LQGH[�RI�HDFK�FRPSDQ\���%DVLV�ULVN�UHIHUV�WR�WKH�GLYHUJHQFH�EHWZHHQ�WKH�FKDQJHV�LQ�WKH�SULFH�RI�D�FRPPRGLW\�DQG�WKH�FKDQJHV�LQ�WKH�SULFH�RI�WKH�XQGHUO\LQJ�IXWXUHV�FRQWUDFW���,W�LV�PHDVXUHG�DV���5� IURP�WKH�UHJUHVVLRQ�RI�FKDQJHV�LQ�WKH�FRPPRGLW\�SULFH�RQ�WKH�FKDQJHV�LQ�WKH�IXWXUH�SULFH���6HH�&ODHVHQV�DQG�9DUDQJLV�������DQG�:HLQHU����������7KH�FRUUHODWLRQV�EHWZHHQ�WKH�SULFHV�RI�FUXGHV�DQG�SURGXFWV�DUH�KLJK�HQRXJK�WR�PDNH�LW�XQOLNHO\�WKDW�WKH�RYHUDOO�YRODWLOLW\�RI�DQ�H[SRUW�EDVNHW�FRQVLVWLQJ�PDLQO\�RI�SURGXFWVZLOO�EH�ORZHU�WKDQ�WKH�YRODWLOLW\�RI�DQ�H[SRUW�EDVNHW�FRQVLVWLQJ�PDLQO\�RI�FUXGH�RLO���&ODHVHQV�DQG�9DUDQJLV��LELG�������� �,Q�WKH�FDVH�RI�



���
2QH�ILQDO�REMHFWLRQ�WR�WKH�67,�K\SRWKHVLV�UHODWHV�WR�WKH�IDFW�WKDW�JRYHUQPHQWV�RI�RLO�SURGXFLQJ�FRXQWULHV�DUH�LQ�DQ�HYHQ�ZRUVH�SRVLWLRQ�WKDQ�RLO�FRPSDQLHV�WR�UHDS�WKH�EHQHILWV�LW�DOOHJHGO\� EULQJV�� � 7KH� UHYHQXHV� RI� WKHVH� JRYHUQPHQWV� HEE� DQG� IORZ� DFFRUGLQJ� WR� WKH� ODUJH�YDULDWLRQV� LQ� DQ� DEVROXWH� PDJQLWXGH� �WKH� PDUNHW� SULFH� RI� RLO��� ZKHUHDV� WKH� GULYLQJ� IRUFHV�EHKLQG�WKH�SURILWV�RI�SULYDWH�RLO�FRPSDQLHV�DUH�PXFK�VPDOOHU�UHODWLYH�RU�UHVLGXDO�PDJQLWXGHV��LQ� WKH� FDVH�RI�GHGLFDWHG�SURGXFWLRQ�FRPSDQLHV�� WKH� UHDOL]HG�SULFH�RI�RLO�QHW�RI�DOO�FRVWV�RI�SURGXFWLRQ��WD[HV�DQG�UR\DOWLHV��LQ�WKH�FDVH�RI�UHILQHUV��WKH�GLIIHUHQFH�EHWZHHQ�WKH�SULFHV�� QHW�RI�WD[HV�� DW�ZKLFK�SHWUROHXP�SURGXFWV�DUH�VROG�DQG�WKH�SULFH�DW�ZKLFK�GHOLYHUHG�FUXGH�RLO�LV�ERXJKW�� LQ� WKH� FDVH� RI� UHWDLOHUV�� WKH� GLIIHUHQFH� EHWZHHQ� WKH� ZKROHVDOH� DQG� UHWDLO� SULFHV� RI�SHWUROHXP� SURGXFWV��� � 7KH� FRXQWHU�F\FOLFDO� PRYHPHQWV� RI� WKH� QHW� UHDOL]HG� FUXGH� SULFHV�UHODWLYH�WR�UHILQLQJ�DQG�UHWDLOLQJ�PDUJLQV�FRXOG�FRQFHLYDEO\�� ZLWK�DOO�WKH�FDYHDWV�RXWOLQHG�LQ�WKH�SDUDJUDSKV�DERYH � VWDELOLVH�WKH�HDUQLQJV�RI�DQ�RLO�FRPSDQ\�SUHVHQW�LQ�DOO�WKUHH�VHJPHQWV�RI� WKH� LQGXVWU\� RQO\� EHFDXVH� WKH�PRYHPHQWV� RI� WKHVH� YDULDEOHV� KDYH� FRPSDUDEOH� �DOWKRXJK�REYLRXVO\�QRW�LGHQWLFDO��DEVROXWH YDOXHV��DQG�QRW�MXVW�EHFDXVH�WKH�WKUHH�YDULDEOHV�KDYH�VLPLODU�YRODWLOLWLHV� �YRODWLOLW\�EHLQJ�D� UHODWLYH PHDVXUH��� � ,Q�FRQWUDVW�� HYHQ� LI�D�JRYHUQPHQW�ZHUH� WR��RZQ��D�VXEVWDQWLDO�DPRXQW�RI�UHILQLQJ�FDSDFLW\��LW�FRXOG�QHYHU�DFKLHYH�D�VLPLODU VWDELOLW\�LQ�LWV� HDUQLQJV� �L�H�� H[SRUW� UHYHQXHV��� IRU� WKH� VLPSOH� UHDVRQ� WKDW� YDULDWLRQV� LQ� WKH� SULFH� RI� RLO�LQFOXVLYH�RI�JURXQG�UHQW �ZKLFK�LV�ZKDW�WKH�JRYHUQPHQWV�RI�RLO�H[SRUWLQJ�FRXQWULHV�UHDOO\�FDUH�DERXW��DUH�PXFK� ODUJHU�� LQ�DEVROXWH� WHUPV�� WKDQ�YDULDWLRQV� LQ�UHILQLQJ�DQG�UHWDLOLQJ�PDUJLQV���,Q� VXP�� IRUZDUG� LQWHJUDWLRQ� LV� QRW� D� YHU\� HIILFLHQW� UHQW�SURWHFWLRQ�PHFKDQLVP��2QFH� DJDLQ��ILQDQFLDO� RLO� GHULYDWLYHV� �ORQJ�GDWHG� VZDSV�� IXWXUHV� RU� RSWLRQV�� VHHP� WR� RIIHU� D� VXSHULRU�DOWHUQDWLYH�IRU�WKLV�SXUSRVH�7KH� 67,� K\SRWKHVLV�� WKHQ�� OHDNV� IURP� DOO� TXDUWHUV�� �1RQHWKHOHVV�� 3'96$�KDV� EHHQ�YHU\�UHWLFHQW�WR�UHFRJQL]H�WKH�PHULWV�RI�ILQDQFLDO�RLO�GHULYDWLYHV����HYHQ�ZKLOH�PDLQWDLQLQJ�WKDW�WKH� VWDELOLVDWLRQ� RI� 9HQH]XHOD
V� RLO� UHYHQXHV� LV� RQH� RI� WKH� FRUQHUVWRQHV� RI� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��DV�WKH�IROORZLQJ�OLQHV�VKRZ�WKH� QDWXUDO� WR� DQG� IUR� PRYHPHQW� RI� WKH� PDUNHW� RVFLOODWHV� EHWZHHQ� D� SRVLWLRQ� RI�VWUHQJWK�IRU�WKH�VHOOHU�WR�SRVLWLRQV�ZKHUH�WKH�EX\HUV�DUH�VXSUHPH���9HUWLFDO�LQWHJUDWLRQ�JXDUDQWHHV� WKDW�� E\� FRQWUROOLQJ� DOO� WKH� VHJPHQWV� RI� WKH� LQGXVWU\�� YROXPH� FDQ� EH�PDLQWDLQHG� DQG� UHYHQXHV� PD[LPLVHG�� HLWKHU� IURP� WKH� SURGXFWLRQ� VHJPHQW� RU� IURP�UHILQLQJ� DQG� UHWDLO� VDOHV�� DFFRUGLQJ� WR� WKH� FRQGLWLRQV� RI� WKH� PDUNHW� �� �� �� � >7KH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH@� VHHNV� WR�PD[LPLVH� WKH�1DWLRQ
V� >RLO@� UHYHQXHV� DQG�PLQLPLVH�VXEVWDQWLDO�YDULDWLRQV�LQ�WKRVH�UHYHQXHV�>VLF�@��JLYHQ�WKHLU�LPSRUWDQFH�WR�WKH�1DWLRQ���

9HQH]XHOD��3'96$
V�KLJK�GHJUHH�RI�GRPHVWLF�LQWHJUDWLRQ�KDV�OHG�WR�VWDWLVWLFDOO\�LQVLJQLILFDQW�UHGXFWLRQV�LQ�WKH�RYHUDOO�YRODWLOLW\�RI�H[SRUW�DQG�WD[�UHYHQXHV��LELG�����8QWLO�UHFHQWO\��WKH�RQO\�3'96$�VXEVLGLDU\�DFWLYH�LQ�WKHVH�PDUNHWV�RQ�D�UHJXODU�EDVLV�ZDV�&LWJR���&(3(7��RS��FLW�����������5HYHQXH�VWDELOLVDWLRQ�KDV�EHHQ�RQH�RI�WKH�PDLQ�UHDVRQV�ZK\�WKH�9HQH]XHODQ�JRYHUQPHQW� KDV� VXSSRUWHG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� �VHH� �9HQH]XHOD� /RRNV� 2YHUVHDV� WR�0DLQWDLQ� 2LO� 5HYHQXHV���)7�� -XQH� ��� ������ ����� � $FFRUGLQJ� WR�3ODWW
V� &DUORV� $QGUpV� 3pUH]� ZDV�FRQYLQFHG� QRW� WR� RSSRVH� 3'96$
V� GHDO� ZLWK� 8QRFDO� EHFDXVH� WKH� FRPSDQ\
V� ERDUG�DUJXHG� WKDW�



���
+RZHYHU��LW�LV�SHUIHFWO\�REYLRXV�WKDW�3'96$�KDV�QRW�JUDQWHG�SULRULW\�VWDWXV�WR�WKH�REMHFWLYH�RI�VWDELOLVLQJ�WKH�9HQH]XHODQ�JRYHUQPHQWV
�RLO�UHYHQXHV���7KH�ZD\�WR�SURYH�WKLV�LV�WR�ORRN�DW�WKH�GLYLGHQG�SD\PHQWV�RI�3'96$
V�UHILQLQJ�VXEVLGLDULHV��DIWHU�DOO��LI�3'96$
V�FRPPLWPHQW�WR� WKH�REMHFWLYH�RI�UHYHQXH�VWDELOLVDWLRQ�ZHUH�JHQXLQH��RQH�ZRXOG�H[SHFW�WKHVH�SD\PHQWV�WR�LQFUHDVH LQ�\HDUV�RI�ORZ�RLO�SULFHV��RWKHUZLVH��WKH�FDVK�IORZV�JHQHUDWHG�E\�WKHVH�FRPSDQLHV�ZRXOG� QRW� FRPSHQVDWH� � HYHQ� LPSHUIHFWO\� � WKH� UHYHQXH� VKRUWIDOO� H[SHULHQFHG� E\� WKH�9HQH]XHODQ� WUHDVXU\�� EHFDXVH� WKHVH� VXEVLGLDULHV� DUH� EH\RQG� WKH� ILVFDO� UHDFK� RI� WKH�9HQH]XHODQ�JRYHUQPHQW����)RUWXQDWHO\��ERWK�&LWJR�DQG�1\QlV�SXEOLVK�GHWDLOHG�DQQXDO�UHSRUWV�ZKLFK� LQFOXGH� LQIRUPDWLRQ� RQ� WKH� SD\PHQW� RI� GLYLGHQGV� WR� WKHLU� SDUHQW� FRPSDQLHV�� � 7DEOH�7������ VKRZV� WKH� EHKDYLRXU� RI�&LWJR
V� GLYLGHQGV�� VKDUHKROGHU� HTXLW\� DQG� UHWDLQHG� HDUQLQJV�VLQFH������� �$V�FDQ�EH�VHHQ��LW� LV�TXLWH�FOHDU�WKDW�FKDQJHV�LQ�WKH�SULFH�RI�9HQH]XHODQ�FUXGH�KDYH�KDG�QR�LQIOXHQFH�RQ�WKHVH�YDULDEOHV���&LWJR
V�GLYLGHQG�SD\PHQWV�VLQFH������KDYH�VKUXQN�TXLWH� GUDPDWLFDOO\� �ERWK� LQ� DEVROXWH� WHUPV� DQG� LQ� UHODWLRQ� WR� WKH� WRWDO� FDSLWDOLVDWLRQ� RI� WKH�FRUSRUDWLRQ���� HYHQ� WKRXJK�� RQ� WKH� RQH� KDQG�� WKH� SULFH� RI� RLO� GHFOLQHG�DIWHU� WKH� HQG�RI� WKH�*XOI�ZDU�DQG��RQ�WKH�RWKHU�KDQG��&LWJR�DEVRUEHG�WZR�RWKHU�ILUPV�� &KDPSOLQ�DQG�6HDYLHZ��ZKLFK� SUHVXPDEO\� XVHG� WR� SD\� GLYLGHQGV� RI� WKHLU� RZQ� WR� 3'96$�� � :KDW� LV� PRUH�� WKH�VKDUHKROGHU�HTXLW\�QXPEHUV� LQGLFDWH� WKDW�� LQ�VRPH�\HDUV��3'96$�KDV�LQYHVWHG�FRQVLGHUDEOH�VXPV� RI� IUHVK� FDSLWDO� LQ� DGGLWLRQ� WR� WKH� DOUHDG\� VLJQLILFDQW� FRQWULEXWLRQ� ZKLFK� &LWJR
V�XQGLVWULEXWHG� HDUQLQJV� UHSUHVHQW�� � 7KLV� EHKDYLRXU� SDWWHUQ� DSSHDUV� HYHQ�PRUH� H[WUDRUGLQDU\�ZKHQ� LW� LV� YLHZHG� LQ� WKH� FRQWH[W� RI� WKH� $PHULFDQ� RLO� LQGXVWU\� DW� ODUJH� �7DEOH� 7$���� LQ�$QQH[H� �� SUHVHQWV� D� PRUH� GHWDLOHG� FRPSDULVRQ� EHWZHHQ� &LWJR
V� EHKDYLRXU� DQG� D�UHSUHVHQWDWLYH�FURVV�VHFWLRQ�RI�86�UHILQHUV��� 7DEOH�7������SURYLGHV�DQRWKHU�JRRG�LOOXVWUDWLRQ�RI�3'96$
V�SX]]OLQJ�UHOXFWDQFH�WR�GHPDQG�GLYLGHQGV�IURP�LWV�VXEVLGLDULHV�DEURDG���$V�FDQ�EH�DSSUHFLDWHG��1\QlV�FKRVH�QRW�WR�GLVWULEXWH�DQ\�HDUQLQJV�WR�VKDUHKROGHUV�XQWLO�������WKH�\HDU�LQ�ZKLFK�1HVWH��D�FRPSDQ\�ZKLFK�SUHVXPDEO\�KDV�QR�DYHUVLRQ� WR�UHFHLYLQJ�GLYLGHQGV��ERXJKW�RXW�3'96$
V�RULJLQDO�SDUWQHU�LQ�WKLV�UHILQLQJ�YHQWXUH���
�9HQH]XHOD
V� VHULRXV� IRUHLJQ�H[FKDQJH�SUREOHP�ZRXOG�EH�DOOHYLDWHG� LQ�SDUW�E\� WKH�GROODUV� WKH�YHQWXUH�ZRXOG�EULQJ�LQ���321��'HFHPEHU���������������%HIRUH�������6RXWKODQG�DQG�3'96$�UHFHLYHG�KDOI�RI�&LWJR
V�GLYLGHQGV�HDFK�� �$V�RI�������3'96$�KDV�EHHQ�WKH�VROH�FODLPDQW�RI�&LWJR
V�GLYLGHQGV�



���
7$%/(�7������ &LWJR��%HKDYLRXU�RI�6HOHFWHG�)LQDQFLDO�9DULDEOHV����������'LYLGHQGV 5HWDLQHG 6KDUHKROGHU $VVHWV )2%�SULFH�RI�9HQH]XHODQSDLG HDUQLQJV HTXLW\ FUXGH�WR�86�GHVWLQDWLRQV�LQ�WKRXVDQGV�RI�GROODUV� �86'�%EO����� � ������ ������� ��������� ��������� � ������ ������� ��������� ��������� ������ ������ ������� ��������� ��������� ������ ������ ������� ��������� ��������� � ������� ������� ��������� ���������
 ����� ������ ������� ��������� ����������� ������ ����� ��������� ��������� ��������� ������ ������� ��������� ��������� ��������� � ������� ��������� ��������� ��������� � ������� ��������� ��������� �����
$V�DGMXVWHG�LQ�����6RXUFHV� &LWJR� 0(5

7$%/(�7������ 1\QlV���%HKDYLRXU�RI�6HOHFWHG�)LQDQFLDO�9DULDEOHV����������'LYLGHQGV 5HWDLQHG 7RWDO &UXGH�2LO�,PSRUW�&RVWVSDLG HDUQLQJV DVVHWV �&,)��RI�6ZHGHQ�LQ�WKRXVDQGV�RI�6ZHGLVK�NURQRU� �86'�%EO����� � ������ ������� ��������� � ������ ��������� ������ � ������ ��������� ��������� � ������ ��������� ��������� ������ ����� ��������� ��������� ������ ������ ��������� ��������� ������ ������� ��������� ��������� ������ ������� ��������� �������� ������� ������� ��������� ��������� ������� ������� ��������� �����
6RXUFHV� 1\QlV� 426(%
2Q�WKH�VWUHQJWK�RI�WKHVH�WZR�WDEOHV��ZH�KDYH�WR�FRQFOXGH�WKDW�WKH�FRQWULEXWLRQ�RI�&LWJR�DQG�1\QlV� �DQG�� E\� DQDORJ\�� WKH� UHVW� RI� 3'96$
V� RYHUVHDV� VXEVLGLDULHV�� WR� WKH� VWDELOLW\� RI� WKH�9HQH]XHODQ�JRYHUQPHQW
V�RLO�UHYHQXHV�KDV�EHHQ�QHJOLJLEOH��� 7KXV��JLYHQ�WKH�DEVHQFH�RI�DQ\�LQGLFDWLRQ�WKDW�ILQDQFLDO�WUDQVIHUV�IURP�3'96$
V�RYHUVHDV�VXEVLGLDULHV�WR�WKH�SDUHQW�FRPSDQ\�
��,Q� WKLV� \HDU�� GLYLGHQG� SD\PHQWV� DUH� UHODWLYHO\� KLJK� EHFDXVH� RI� FKDQJHV� LQ� WKH� &LWJR
V� DFFRXQWLQJ�SULQFLSOHV� �&LWJR�� ������ ����� � 'LYLGHQGV� IRU� ����� DQG� ����� EHIRUH� UHVWDWHPHQW� DPRXQWHG� WR� �������0086'� DQG� �������0086'�� UHVSHFWLYHO\�� � 5HWDLQHG� HDUQLQJV� IRU� ������ EHIRUH� WKH� UHVWDWHPHQW��DPRXQWHG� WR���������0086'�� �+DG�&LWJR�QRW� WDNHQ�DQ�H[WUDRUGLQDU\�FKDUJH�RI��������0086'�LQ�������UHWDLQHG�HDUQLQJV�IRU�WKDW�\HDU�ZRXOG�KDYH�EHHQ��������0086'���3'96$�LWVHOI�DFFHSWV�DV�PXFK���,WV����)�IRUP��3'96$��������E������LWDOLFV�RXUV��ODFRQLFDOO\�VWDWHV���3'96$�KDV�SHUPLWWHG�>LWV@�VXEVLGLDULHV�DQG�MRLQW�YHQWXUHV�WR�UHWDLQ�IRU�UHLQYHVWPHQW�WKH�YDVW PDMRULW\�RI�WKH�FDVK�IORZ�JHQHUDWHG�E\�WKHLU�RSHUDWLRQV��



���
KDYH� LQFUHDVHG� LQ� WLPHV� RI� ZHDNQHVV� IRU� WKH� RLO� PDUNHW�� RQH� KDV� WR� FRQFOXGH� WKDW�LQWHUQDWLRQDOLVDWLRQ�KDV�QHYHU�EHHQ�XVHG�WR�VWDELOLVH�9HQH]XHOD
V�RLO�H[SRUW�HDUQLQJV����������6HFXULQJ�2XWOHWV�IRU�9HQH]XHODQ�&UXGHV,Q�DOPRVW�DOO�WKH�VSDFH�ZKLFK�WUDGH�MRXUQDOV�KDYH�GHGLFDWHG�WR�3'96$
V�LQWHUQDWLRQDO�YHUWLFDO�LQWHJUDWLRQ�GULYH��RQH�FDQ�ILQG�VHQWHQFHV� OLNH� WKHVH���WKH�DGGLWLRQ�RI�\�UHILQHU\�WR�3'96$
V�RYHUVHDV�UHILQLQJ�V\VWHP�ZLOO�JLYH�WKH�FRPSDQ\�DQ�DVVXUHG�RXWOHW�IRU�[ WKRXVDQG�EDUUHOV�SHU�GD\�RI�KDUG�WR�SODFH�KHDY\�FUXGH��RU��DIWHU�LWV�ODWHVW�DFTXLVLWLRQ��3'96$�LV�QRZ�LQ�D�SRVLWLRQ�WR�UXQ�WKURXJK�LWV�RZQ�UHILQHULHV�] SHU�FHQW�RI�WKH�WRWDO�9HQH]XHODQ�FUXGH�SURGXFWLRQ����7KH�DEXQGDQFH�RI�VWDWHPHQWV WR�WKLV�HIIHFW�LV�VR�PDUNHG�WKDW�RQH�PXVW�FRQFOXGH�WKDW�RLO�DQDO\VWV�KDYH� HOHYDWHG� WKH� VHDUFK� IRU� VHFXUH� RXWOHWV� WR� WKH� SODFH� RI� SULYLOHJH� LQ� WKH�PRWOH\�PL[� RI�DUJXPHQWV�ZLWK�ZKLFK� 3'96$� KDV� GHIHQGHG� LWV� LQWHJUDWLRQ� HIIRUWV�� � ,Q� WKLV� WKH\� DUH� TXLWH�ULJKW� VLQFH�WKH�RIILFLDO�9HQH]XHODQ�SRVLWLRQ�RQ�YHUWLFDO�LQWHJUDWLRQ�VWUHVVHV�WKDW��LQ�D�VLWXDWLRQ�RI�JOREDO�H[FHVV�VXSSO\�>OLNH�WKH�RQH�WKDW�KDV�FKDUDFWHULVHG�WKH�LQWHUQDWLRQDO�RLO�PDUNHW�VLQFH�����@��WKH�IRUHPRVW ULVN�WKDW�KDV�WR�EH�IDFHG�LV�WKH�ORVV�RI�PDUNHW�DFFHVV��DQG��DV�D�UHVXOW�RI�WKLV�� �WKH� LQWHUQDWLRQDOLVDWLRQ� >SURJUDPPH@� SXUVXHV� WKH� EDVLF� LPPHGLDWH� REMHFWLYH >VLF�@� RI�VROYLQJ�WKLV�SUREOHP�ZLWK�WKH�JUHDWHVW�SULRULW\�>VLF�@����7KH�LGHD�WKDW�DQ�RLO�SURGXFHU�FDQ�DVVXUH�DQ�RXWOHW�IRU�D�FHUWDLQ�SURSRUWLRQ RI�KLV�FUXGH�YROXPH�E\�RZQLQJ�D�UHILQLQJ�V\VWHP�DEURDG�LV�XQDVVDLODEOH�IURP�D�VWULFWO\�ORJLFDO�YLHZSRLQW��DIWHU�DOO��DQ� LQWHJUDWHG�SURGXFHU�KDV�HYHU\�ULJKW�WR�UHIXVH�WR�SURFHVV�DQ\WKLQJ�EXW�KLV�HTXLW\�FUXGH�� �$W� ILUVW� JODQFH�� WKLV�ZRXOG� VHHP� WR�PDNH� WKH� RSWLRQ� RI� DFTXLULQJ� UHILQHULHV� DEURDG�TXLWH�DWWUDFWLYH�IRU�WKH�UHYHQXH�PD[LPLVLQJ�JRYHUQPHQWV�RI�VRPH�RI�RLO�H[SRUWLQJ�FRXQWULHV���+RZHYHU��RXWULJKW�DFTXLVLWLRQ�LV�E\�QR�PHDQV�WKH�RQO\�ZD\�LQ�ZKLFK�D�FRPPHUFLDO�HQWLW\�FDQ�WDNH�RYHU�WKH�UHVLGXDO�ULJKWV�RI�FRQWURO�ZKLFK�RQH�RI�LWV�FOLHQW�KDV�RYHU�FHUWDLQ�DVVHWV��WKHUH�LV�D�SDQRSO\�RI�FRQWUDFWXDO�SUDFWLFHV�ZKLFK�DOVR�WHQG�WR�EOXU�WKH�ERXQGDULHV�EHWZHHQ�ILUPV�DQG�PDUNHWV� DQG� ZKLFK�� KHQFH�� FDQ� JLYH� D� ILUP� D� JUHDWHU� VHFXULW\� RI� RXWOHW� WKDQ� WKDW� ZKLFK� LW�ZRXOG�KDYH LI� LW� UHOLHG�VROHO\�RQ�VSRW�PDUNHWV� WR�SODFH� LWV�RXWSXW�� �*UDQWHG��DFTXLVLWLRQ�KDV�RQH�FUXFLDO� DGYDQWDJH�YLV�j� YLV� WKHVH�RWKHU�PHFKDQLVPV�� LW� FRPSOHWHO\�VXSSUHVVHV� WKH� ILUP�YHUVXV�PDUNHW� GLYLGH� DQG�� KHQFH�� FDQ� RIIHU� IXOO� YROXPHWULF� VHFXULW\� WR� WKH� RZQHU� RI� WKH�GRZQVWUHDP�DVVHWV���+RZHYHU��LW�GRHV�VR�DW�D�FRVW�ZKLFK�LV�PDQ\�WLPHV�JUHDWHU�WKDQ�WKH�FRVWV�DVVRFLDWHG�ZLWK�FRPPRQ�TXDVL�LQWHJUDWLRQ�PHFKDQLVPV��OLNH�QHWEDFN�SULFLQJ�GHDOV�RU�WROOLQJ�DJUHHPHQWV����7KXV��LW�LV�QRW�XQDPELJXRXVO\�FOHDU�WKDW�YHUWLFDO�LQWHJUDWLRQ�WKURXJK�DFTXLVLWLRQ�RI� UHILQLQJ� DQG� PDUNHWLQJ� DVVHWV� RIIHUV� FUXGH� H[SRUWLQJ� FRXQWULHV� WKH� PRVW� FRVW�HIIHFWLYH�
��:KHQ�3'96$�DFTXLUHG� WKH�VHFRQG�KDOI�RI�&LWJR�� LW� WHUPLQDWHG�WKH�FRPSDQ\
V�HVWDEOLVKHG�UHYROYLQJ�FUHGLW� IDFLOLWLHV� DQG� HQWHUHG� LQWR� QHZ� FRYHQDQWV�ZKLFK� �ZHUH�FRQVLGHUDEO\�PRUH� UHVWULFWLYH DV� WR� WKH�DOORZDQFH�RI�GLYLGHQGV���&LWJR������������LWDOLFV�RXUV����&(3(7�� RS�� FLW��� ����� LWDOLFV� RXUV�� � $V�3,: �6HSWHPEHU� ��� ������ ��� SXWV� LW�� �D� EDVLF� RSHUDWLQJ�REMHFWLYH�LV�WR�ILQG�
FDSWLYH
�GRZQVWUHDP�PDUNHWV�DEURDG�WKDW�FDQ�DVVXUH�9HQH]XHOD�RI�D�JXDUDQWHHG�HQG�XVHU�RXWOHW�IRU�LWV�FUXGH�DQG�SURGXFWV��



���
RSWLRQ�WR�VHFXUH�RXWOHWV�IRU�WKHLU�H[SRUWV���,Q�RUGHU�WR�DVFHUWDLQ�ZKHWKHU�WKLV�LV�LQGHHG�WKH�FDVH��RQH� KDV� WR� ZHLJK� WKH� H[WUD� FRVWV� WKDW� DVVHW� DFTXLVLWLRQ� HQWDLOV� DJDLQVW� WKH� YDOXH� RI� WKH�LQFUHPHQWDO� VHFXULW\� DIIRUGHG� WR� WKH� SURGXFHU�E\� WKHVH� DVVHWV� �H[SUHVVHG�DV� WKH�QHW�SUHVHQW�YDOXH�RI� WKH�FUXGH�YROXPHV� WKDW�ZRXOG�QRW�KDYH�IRXQG�D�KRPH�KDG�WKH�SURGXFHU�QRW�RZQHG�WKH�DVVHWV��$�XVHIXO�SRLQW�RI�GHSDUWXUH� WR� WDFNOH� WKH�SUREOHP�RI� WKH�SULFH� WKDW�DQ�RLO�H[SRUWLQJ�FRXQWU\�VKRXOG�SD\�IRU�WKH�SULYLOHJH�RI�VHFXUH�H[SRUW�RXWOHWV�LV�D�PRGHO�SURSRVHG�E\�*UHHQ����LQ�ZKLFK� ILUPV� LQWHJUDWH� YHUWLFDOO\� WR� DVVXUH� HLWKHU� WKH� VXSSO\� RI� D� SHULVKDEOH� LQSXW� RU WKH�GHPDQG�IRU�D�SHULVKDEOH�RXWSXW�LQ�DQ�LQWHUPHGLDWH�SURGXFW�PDUNHW���7KLV�PRGHO�DVVXPHV�WKH�H[LVWHQFH� RI� SULFH� ULJLGLWLHV� LQ� WKH� PDUNHW�� ZKLFK� JLYH� ULVH� WR� SHULRGLF� DQG� UHFXUUHQW�SURGXFWLRQ�VKRUWDJHV�RU�VXUSOXVHV�DQG��LQ�WXUQ��WR�UDWLRQLQJ�RQ�WKH�GHPDQG DQG�VXSSO\�VLGHV�RI�WKH�PDUNHW�� UHVSHFWLYHO\�� �8QGHUO\LQJ� WKH�PRGHO� DUH� WKUHH� FUXFLDO� DVVXPSWLRQV�� ILUVWO\�� WKDW�WKLV�UDWLRQLQJ��RFFXUV�RQ�DQ�DOO�RU�QRWKLQJ�EDVLV� WR�WKH�LQGLYLGXDO�ILUPV��ZLWK�WKH�SHUFHQW�RI�ILUPV� VR� UDWLRQHG� �LQSXW� SURGXFHUV� LQ� VLWXDWLRQV� RI� H[FHVV� VXSSO\� DQG� LQSXW� FRQVXPHUV� LQ�VLWXDWLRQV� RI� H[FHVV� GHPDQG�� YDU\LQJ� ZLWK� IOXFWXDWLRQV� LQ� H[RJHQRXV� H[FHVV� GHPDQG���VHFRQGO\��WKDW��LQGLYLGXDO�ILUPV�DUH����XQDEOH�WR�DIIHFW�WKH�SUREDELOLW\�RI�EHLQJ�VXEMHFW�WR�VXFK�UDWLRQLQJ� �WKURXJK� �� �� �� ORQJ� WHUP�FRQWUDFWV�RU� LQWHU�ILUP� WLHV�RI�D� OHVV� IRUPDO�YDULHW\����DQG�ILQDOO\�� WKDW� DOO� WKH� JRRGV� H[FKDQJHG� LQ� WKH� PDUNHW� DUH� SHULVKDEOH��� 7KH� HIIHFWV� RI� WKLV�VWRFKDVWLF� UDWLRQLQJ� RQ� PDUNHW� SDUWLFLSDQWV� DUH� FRQVLGHUDEOH�� QRQ�UDWLRQHG� ILUPV� HQMR\� D�FRQVWDQW� �H[RJHQRXV�� SULFH� IRU� WKHLU� LQSXWV� RU� RXWSXWV��ZKLOH� UDWLRQHG� ILUPV� DUH� FRQIURQWHG�ZLWK� DQ� HIIHFWLYH� SULFH� RI� HLWKHU� ]HUR� RU� LQILQLW\� �DFFRUGLQJ� WR�ZKHWKHU� WKH\� DUH� VHOOHUV� RU�EX\HUV� LQ� WKH� PDUNHW��� � 7KH� FRQFOXVLRQ� ZKLFK� *UHHQ� GHULYHV� IURP� WKHVH� SUHPLVHV� LV� QRW�VXUSULVLQJ�� �VLQFH� LQWHJUDWHG� ILUPV� DUH� DOORZHG� WR� WUDQVIHU� WKH� RXWSXW� RI� WKHLU� XSVWUHDP�GLYLVLRQV�GLUHFWO\�LQWR�WKH�QH[W�VWDJH�RI�SURGXFWLRQ�ZLWKRXW�IDFLQJ�WKH�ULVN�RI�EHLQJ�UDWLRQHG��DQ� LQFHQWLYH� IRU� YHUWLFDO� LQWHJUDWLRQ� H[LVWV� LQ� WKH� SRWHQWLDO� IRU� FLUFXPYHQWLQJ� DQ� LPSHUIHFW�PDUNHW����$FFHSWLQJ� WKDW�*UHHQ
V�PRGHO� SUHVHQWV� D� UHDVRQDEO\� DFFXUDWH� SLFWXUH� RI� WRGD\
V� RLO�PDUNHW� LV� WDQWDPRXQW� WR� FRQFOXGLQJ� WKDW� DOO� RLO� FRPSDQLHV� KDYH� WR� EH� LQWHJUDWHG� WR� VRPH� �SUHIHUDEO\� ODUJH� � GHJUHH�� �)XUWKHUPRUH��FUXGH�ORQJ�12&V�ZRXOG�EH�H[SHFWHG� WR�H[KLELW�DQ�HYHQ�JUHDWHU�SURSHQVLW\� WRZDUGV� LQWHJUDWHG�RSHUDWLRQV��EHFDXVH� WKHLU�YHU\� ODUJH� UHVHUYHV�WR�SURGXFWLRQ�UDWLRV�PHDQ�WKDW��IRU�WKHP��WKH�YDOXH�RI�FUXGH�ZKRVH�SURGXFWLRQ�LV�IRUHJRQH�WRGD\�LV� � LQ�ILQDQFLDO� WHUPV�� HVVHQWLDOO\�ORVW�IRUHYHU��� 0RUHRYHU��JLYHQ�WKH�KDYRF�ZKLFK�HYHQ�D�WHPSRUDU\� H[FOXVLRQ� IURP� WKH�ZRUOG� RLO�PDUNHW�ZRXOG�ZUHDN� RQ� WKH� HFRQRP\�RI�PRVW� RLO�H[SRUWLQJ�FRXQWULHV��LW�ZRXOG�VHHP�VHQVLEOH�IRU�12&V�ZLWK�ODUJH�VXUSOXVHV�RI�FUXGH�WR�SURWHFW�
��,Q�%ODLU�DQG�.DVHUPDQ��RS��FLW����������,ELG���,ELG���7KLV�FKDUDFWHULVWLF�PDNHV�RLO�D�SHULVKDEOH�JRRG�LQ�D�ILQDQFLDO�VHQVH�



���
WKHPVHOYHV� IURP� VXFK� UDWLRQLQJ� E\� PHDQV� RI� YHUWLFDO� LQWHJUDWLRQ� SURJUDPPHV� IRFXVHG� RQ�WKRVH� FRXQWULHV�ZKLFK� DEVRUE� WKH�PDMRULW\� RI� WKHLU� H[SRUW� YROXPHV�� � 6HHQ�XQGHU� WKLV� OLJKW��3'96$
V� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� DSSHDUV� DV� D� IXQGDPHQWDOO\� VRXQG� LQYHVWPHQW���$IWHU�DOO��WKH�FRPSDQ\�KDV�DFTXLUHG�D�QXPEHU�RI�ZRUOG�FODVV�FRQYHUVLRQ�IDFLOLWLHV�LQ�LWV�PDLQ�H[SRUW�PDUNHWV� DW� UHODWLYHO\� UHDVRQDEOH� SULFHV��� 2I� FRXUVH�� WKH�YDOLGLW\�RI� WKLV� FRQFOXVLRQ�GHSHQGV�HQWLUHO\�RQ�DFFHSWLQJ�WKDW��DW�SUHVHQW��WKH�ZRUOG�SHWUROHXP�PDUNHW�LV FKDUDFWHULVHG�E\�WKH� H[WUHPH� UDWLRQLQJ� FRQGLWLRQV� RI� *UHHQ
V� PRGHO�� � 7KLV�� KRZHYHU�� LV� QRW� WKH� FDVH�� WKH�WKHRUHWLFDO�UHVXOWV�REWDLQHG�IURP�*UHHQ
V�PRGHO�� ILW�WKH�HQYLURQPHQW�WKDW�SUHYDLOHG�LQ�WKH�RLO�LQGXVWU\� LQ� WKH� HUD� RI� DVFHQGDQF\� RI� WKH� 6HYHQ� 6LVWHUV� �ZKHQ� WKH� YDVW� PDMRULW\� RI�LQWHUQDWLRQDOO\�WUDGHG�FUXGH�RLO�PRYHG�WKURXJK�LQWHJUDWHG�FKDQQHOV��DQG�QRQ�LQWHJUDWHG�ILUPV�FRXOG� EH� VXEMHFW� WR� SULFH�LQHODVWLF� UDWLRQLQJ���� PXFK� EHWWHU� WKDQ� WKH\� GR� WKH� KLJKO\��FRPPRGLWLVHG��RLO�PDUNHW�RI�WRGD\��ZKHUH�WKH�PDMRU�LQWHJUDWHG�FRPSDQLHV�WU\�WR�EHKDYH�DV�LI�WKH\�ZHUH�QRW�LQWHJUDWHG��EHFDXVH�WKH�WUDGLQJ�IXQFWLRQ�KDV�GULYHQ�D�PDUNHW�ZHGJH�EHWZHHQ�WKHLU�GLIIHUHQW�FRQVWLWXHQW�SDUWV��ZKHUH�PDQ\�DUELWUDJHXUV�� WUDGLQJ�KRXVHV��LQYHVWPHQW�EDQNV��:DOO�6WUHHW�UHILQHUV�� DUH�UHDG\�WR�WDNH�DGYDQWDJH�RI�DQ\�SULFH�RU�VXSSO\�GLVUXSWLRQ��KRZHYHU�VOLJKW�� DQG� ZKHUH� FRPPRGLW\� H[FKDQJHV� JLYH� DOPRVW� DQ\ERG\� ZLWK� PRQH\� WR� JDPEOH� WKH�FKDQFH�WR�SDUWLFLSDWH�LQ�WKH�RLO�PDUNHW�PHUHO\�E\�SLFNLQJ�XS�D�SKRQH�DQG�FDOOLQJ�D�EURNHUDJH�KRXVH�� 2Q� WKH� VWUHQJWK� RI� WKH� DERYH� PHQWLRQHG� IDFWV�� LW� ZRXOG� DSSHDU� WKDW�� QRZDGD\V��YHUWLFDO�LQWHJUDWLRQ�LV�GHILQLWHO\�QRW�WKH�RQO\�RSWLRQ�DYDLODEOH�IRU�D�FUXGH�H[SRUWHU�VHHNLQJ�WR�SURWHFW�LWV�PDUNHW�VKDUH�� �+RZHYHU�� WKHUH�DUH�WKRVH�WKDW�LQVLVW�WKDW�WKH�H[SHULHQFHV�RI�23(&�FRXQWULHV�GXULQJ�WKH�HDUO\�����V�LQGLFDWH�RWKHUZLVH���*UDQWHG��GXULQJ�WKLV�SHULRG��D�QXPEHU�RI�23(&�FRXQWULHV��9HQH]XHOD�DPRQJ�WKHP��VDZ�WKHLU�UHVSHFWLYH�PDUNHW�VKDUHV�DQG�SURGXFWLRQ�ILJXUHV� VKULQN�� VRPHWLPHV� GUDPDWLFDOO\� VR�� � +RZHYHU�� DV� $LW�/DRXVVLQH DQG�:RRG�&ROOLQV�SRLQW�RXW���LW�ZRXOG�EH�D�JURVV�RYHUVLPSOLILFDWLRQ�WR�VXJJHVW�WKDW�WKHVH�FRXQWULHV�ORVW�PDUNHW�
��6HH�3,:
V�VSHFLDO�VXSSOHPHQWV�RQ�ZRUOGZLGH�UHILQHU\�GHDOV��0DUFK��������������0DUFK��������������$SULO�������������0D\�������������0D\�������������$SULO����������������7KH�FRPSDQ\�KDV�FODLPHG�WKDW��QRZDGD\V�� LW�ZRXOG�WDNH���������������0086'�LQ������WHUPV�WR�EX\�WKH�UHILQHULHV�IRU�ZKLFK�LW�KDV�SDLG�������0086'� LQ�QRPLQDO� WHUPV� �3,:��1RYHPEHU��������������� WKLV��KRZHYHU�� LV�DQ�DWWHPSW� WR�FDVW� LWV� GRZQVWUHDP�DFTXLVLWLRQV� LQ� DQ HVSHFLDOO\� IDYRXUDEOH� OLJKW�� EHFDXVH�ZKLOH� WKH� IRUPHU� ILJXUH� LV�FOHDUO\� WKH� IXOO� UHSODFHPHQW� FRVW� RI� WKH� IDFLOLWLHV�� WKH� ODWWHU� ILJXUH� GRHV� QRW� LQFOXGH� DVVXPHG� GHEW��DGGLWLRQDO�LQYHVWPHQWV�RU��MXVW�DV�LPSRUWDQWO\��WKH�RSSRUWXQLW\�FRVW�RI�WKH�GLVFRXQWV�LPSOLFLW�LQ�3'96$
V�SULFLQJ�IRUPXODH��VHH�EHORZ����7ZR�UHVXOWV�HPHUJH�IURP�WKLV�PRGHO���)LUVWO\��WKH�RQO\�RSWLPDO�RUJDQLVDWLRQDO�FKRLFH�IRU�D�ILUP�LV�WR�EDODQFH�LWV�RSHUDWLRQV�SHUIHFWO\�DQG�DYRLG�SDUWLFLSDWLRQ�LQ�WKH�PDUNHW�IRU�WKH�LQWHUPHGLDWH�JRRG��6HFRQG��WKH�PRGHO� LV� LQKHUHQWO\�XQVWDEOH�DW�HTXLOLEULD� LQ�ZKLFK�D�PL[HG�RUJDQLVDWLRQDO�VWUXFWXUH�LV�SUHVHQW��L�H��RQH� LQ�ZKLFK� LQWHJUDWHG� ILUPV� FR�H[LVW�ZLWK� QRQ�LQWHJUDWHG� RQHV��� � 7KLV�PHDQV� WKDW� WKH�PDUNHW� WHQGV�WRZDUGV�WKH�H[WUHPHV�RI�WRWDO�LQWHJUDWLRQ�RU�RI�QRLQWHJUDWLRQ�ZKDWVRHYHU����,Q�KLV�IDPRXV�VWXG\�RI�WKH�LQWHUQDWLRQDO�RLO�FDUWHO��%ODLU�UHPDUNHG���WKH�GDWD�FOHDUO\�LQGLFDWH�WKDW�WKH�HLJKW� ODUJHVW� ILUPV� KDYH� GHDOW� RQO\� QRPLQDOO\� ZLWK� LQGHSHQGHQW� PDUNHWHUV��VHYHUDO� KDYH� WHVWLILHG� LQ�LQYHVWLJDWLYH�KHDULQJV�WKDW�WKH\�ZLOO�QRW�VHOO�WR�LQGHSHQGHQWV��UHJDUGOHVV�RI�SULFH���RS��FLW����������7KH�RLO� FDUWHO
V�'UDIW�0HPRUDQGXP�RI� 3ULQFLSOHV� ������� VWDWHG�� �H[FHSW� DV� KHUHLQEHIRUH� SURYLGHG� IRU��QR�SDUWLFLSDQW�VKDOO�EH�IUHH�WR�VHOO�WR�RXWVLGHUV�HLWKHU�FUXGH�RLO�RU�ILQLVKHG�SURGXFWV��LELG�������



���
VKDUH�EHFDXVH�WKH\�ZHUH�DEVHQW�IURP�WKH�GRZQVWUHDP�EXVLQHVV���� 5DWKHU��WKH�GHFOLQH�LQ�WKHLU�FRPPHUFLDO�IRUWXQHV�ZDV�DQ�LQHYLWDEOH�FRQVHTXHQFH�RI�WKHLU�DGKHUHQFH�WR�D�PRULEXQG�23(&�TXRWD� DUUDQJHPHQW� �HYHQ� LQ� WKH� IDFH� RI� V\VWHPDWLF� YLRODWLRQV� E\� RWKHU� PHPEHUV� RI� WKH�RUJDQLVDWLRQ��DQG�23(&
V�PLQLPDOO\�UHVSRQVLYH�SULFLQJ�V\VWHP��D�VOXJJLVK�UDWH�RI�JURZWK�LQ�ZRUOG�RLO�GHPDQG�DQG�UDSLGO\�ULVLQJ�SURGXFWLRQ�IORZV�IURP�QRQ�23(&�UHJLRQV���,QGHHG��LW�LV�IDLU�WR�VD\�WKDW�HYHQ�XQGHU�H[FHSWLRQDOO\�WXUEXOHQW�PDUNHW�FRQGLWLRQV��VXFK�DV�WKRVH�WKDW�EHVHW�WKH�RLO�PDUNHW�LQ���������D�SURGXFHU
V�DELOLW\�WR�PHHW�D�VSHFLILHG�H[SRUW�WDUJHW�GHSHQGV�PRUH�XSRQ�LWV�IUHHGRP�WR�VHW�LWV�H[SRUW�SULFH�WKDQ�RQ�WKH�H[WHQW�RI�LWV�GRZQVWUHDP�LQYROYHPHQW�����WKHUHIRUH��VHFXULW\�RI�RXWOHW�FDQ�EH�VDLG�WR�EH�PRUH��D�IXQFWLRQ�RI�SULFH�FRPSHWLWLYHQHVV�WKDQ�RI�DVVHW�RZQHUVKLS�>EHFDXVH@�WKHUH�LV�DPSOH�HYLGHQFH�WKDW�XQGHU�D�IUHH�PDUNHW�SULFLQJ V\VWHP�������SURGXFHUV�ZLWKRXW�GRZQVWUHDP�LQYROYHPHQW�GR�QRW�IDFH�D�VLJQLILFDQW�GLVSRVDO�SUREOHP����:KDW� WKLV�PHDQV� � SDUWLFXODUO\� LQ� WRGD\
V�KLJKO\�FRPPRGLWLVHG�RLO�PDUNHW� � LV� WKDW� WKH�QRQ�LQWHJUDWHG�SURGXFHU�ZKR�LV�ERWK�UHDG\�DQG�DEOH�WR�XQGHUFXW�KLV�FRPSHWLWRUV
�SULFHV�DOO�WKH�WLPH�FDQ�H[SHFW�WR�KDYH�RQO\�PDUJLQDOO\�OHVV�WURXEOH�LQ�ILQGLQJ�D�KRPH�IRU�KLV�H[SRUW�YROXPHV�WKDQ�D�KLJKO\�LQWHJUDWHG�SURGXFHU��� 1RZ��DFTXLULQJ�DQG�PDQDJLQJ�UHILQHULHV�LV��E\�DOO�DFFRXQWV��D�YHU\�H[SHQVLYH�HQWHUSULVH��QRW�RQO\ LQ�PRQHWDU\�WHUPV�EXW�DOVR�LQ�WHUPV�RI�WKH�GHPDQGV�ZKLFK�YHUWLFDO�LQWHJUDWLRQ�PDNHV�RQ�D�FRPSDQ\
V�KXPDQ�UHVRXUFHV������,Q�FRQWUDVW��VHOOLQJ�FUXGH�E\�PHDQV� RI� GLVFRXQWV� LV� ERWK� VLPSOH� DQG� FKHDS�� � 7KHUHIRUH��ZH� IHHO� MXVWLILHG� LQ� VD\LQJ� WKDW��SXUHO\�DV�D�PHDQV�RI�VHFXULQJ�RXWOHWV�IRU�FUXGH�RLO��YHUWLFDO�LQWHJUDWLRQ�ZRXOG�QRW�EH�D�YHU\�FRVW�HIIHFWLYH� RSWLRQ� IRU� 12&V� ZKHQ� FRPSDUHG� WR� D� FRPPHUFLDO� SROLF\� SUHGLFDWHG� RQ�MXGLFLRXV�SULFH�GLVFRXQWLQJ�XQOHVV�WKH�RZQHUVKLS�RI�GRZQVWUHDP�DVVHWV�PDGH�LW�SRVVLEOH�IRU�FRPSDQLHV�WR�DYRLG�JUDQWLQJ�GLVFRXQWV�LQ�RUGHU�WR�PRYH�WKHLU�FKRVHQ�H[SRUW�YROXPHV���7KH�NH\�DVVXPSWLRQ�XQGHUO\LQJ�WKLV�ODVW�VHQWHQFH�� WKDW�DQ�LQSXW�VXSSOLHU��E\�YLUWXH�RI�PHUJLQJ� ZLWK� RQH� RI� LWV� FXVWRPHUV�� HIIHFWLYHO\� UHPRYHV� WKH� ILUP
V� SXUFKDVHV� IURP� WKH�
��$LW�/DRXVVLQH�DQG�:RRG�&ROOLQV������������,ELG�������,ELG���$V�D�IRUPHU�&KLHI�(FRQRPLVW�RI�$VKODQG�2LO�EOXQWO\�SXW�LW���D�SURGXFLQJ�FRXQWU\�FDQ�DFKLHYH�DOPRVW�DOO�RI� WKH�REMHFWLYHV�RI�GRZQVWUHDP� LQWHJUDWLRQ� WKURXJK�QHWEDFN�GHDOV�DQG� VDYH� LWVHOI� WKH�KXQGUHGV�RI�PLOOLRQV�RI� GROODUV� UHTXLUHG�XS� IURQW� LQ� D� MRLQW� YHQWXUH�DUUDQJHPHQW�� �7DKPDVVHEL������������ �7KDW� LV�ZK\��DV� IDU�EDFN�DV�������$UWXUR�+HUQiQGH]�*ULVDQWL�� ZKR�ZDV�WKHQ�$'�VSRNHVSHUVRQ�RQ�SHWUROHXP�DQG� ODWHU� EHFDPH� RLO� PLQLVWHU� XQGHU� /XVLQFKL� � GHPDQGHG� WKDW� WKH� +HUUHUD� DGPLQLVWUDWLRQ� DQVZHU��ZKHWKHU�9HQH]XHOD�� WR� SODFH� LWV� FUXGH� DEURDG�� UHDOO\� KDV� WR� JR� DURXQG� EX\LQJ� UHILQHULHV�� �&DOGHUyQ�%HUWL�������������� �0RUH� UHFHQWO\�� DQG� IRU�PXFK� WKH� VDPH�UHDVRQV��$OEHUWR�4XLUyV�SXEOLFO\�HQWUHDWHG�3'96$�WR��ORRN�LQWR�WKH�LQWHUQDWLRQDOLVDWLRQ�SROLF\��DQG�DVN�LWVHOI���KRZ�PXFK�RI�D�VKDUHKROGLQJ�LV�LW�QHFHVVDU\� WR�PDLQWDLQ� WKH�EHQHILWV�REWDLQHG�IURP�WKHVH�RSHUDWLRQV"�:KDW�DUH�WKHVH�EHQHILWV� LQ�UHDOLW\"��+RZ�FDQ� WKH� DGGLWLRQDO� EHQHILWV� UHFHLYHG�E\�YLUWXH�RI� EHLQJ� VROH� VKDUHKROGHU�RI� D�JLYHQ�FRPSDQ\�EH�TXDQWLILHG"� �� �� �� ,V� LW�QHFHVVDU\� WR�FRQWLQXH�EHLQJ�WKH�RZQHU�RI�����SHU�FHQW�RI�&LWJR��� �� �� WR�HQMR\�WKH�EHQHILWV�WKDW�LWV�RSHUDWLRQV�JHQHUDWH"���������'�����$V�6NHHW��������SRLQWV�RXW��12&V�DUH�SDUWLFXODUO\�OLPLWHG�LQ�WKLV�UHVSHFW����%\�HVWDEOLVKLQJ� WLHV�ZLWK� UHILQHUV�DQG�PDUNHWHUV��SURGXFHUV� �� �� �� >FDQ@�IRUFH�WKHLU�FUXGH�WKURXJK�WKH�V\VWHP�DQG�DYRLG�GLVFRXQWLQJ�KHDYLO\�RQ�WKH�ODVW�IHZ�PDUJLQDO�EDUUHOV�WKDW�ZRXOG�RWKHUZLVH�QRW�ILQG�D�KRPH���(PRQG������������



���
SUHVVXUHV� RI� RSHQ� PDUNHW�� � LV� KLJKO\� TXHVWLRQDEOH�� � $OOHQ�� IRU� LQVWDQFH�� HVWDEOLVKHG� WKDW�YHUWLFDOO\� LQWHJUDWHG� ILUPV� RSHUDWLQJ� LQ� UHDVRQDEO\� OLTXLG�PDUNHWV� KDYH� WR� VHW� WKHLU� WUDQVIHU�SULFHV� DFFRUGLQJ� WR� WKH�RSHQ�PDUNHW�SULFHV� �LQ�RWKHU�ZRUGV�� WKH\�ZLOO�HQWHU� WKH�PDUNHW� � DV�EX\HUV� RU� VHOOHUV� � D� VRRQ�DV� WKH�PDUNHW�SULFH� IRU� D�JLYHQ�SURGXFW�GLIIHUV� IURP� WKH� LQWHUQDO�SULFH� DW� ZKLFK� WKHLU� LQWHUQDO� VXSSO\� DQG� GHPDQG� FXUYHV� LQWHUVHFW��� RU� LQFXU� FRQVLGHUDEOH�RSSRUWXQLW\�FRVWV��� 7KXV�� LQWHJUDWHG�SURGXFHUV��HYHQ� LI� UXQQLQJ� WKHLU�RZQ�RLO� WKURXJK�WKHLU�RZQ� UHILQLQJ� V\VWHP�� LQ� WKH� HQG� KDYH� WR� IDFH� PXFK� WKH� VDPH� FKRLFHV� WKDW� FRQIURQW� QRQ�LQWHJUDWHG� SURGXFHUV� FRPSHWLQJ� LQ� DQ� RYHUVXSSOLHG� PDUNHW�� FXWWLQJ� YROXPH� RU� FXWWLQJ�SULFHV��� 7KH� DVVHUWLRQ� WKDW� GRZQVWUHDP� LQWHJUDWLRQ� FDQ� DOORZ� SURGXFLQJ� FRXQWULHV� WR�PDLQWDLQ�ERWK�WKHLU�FUXGH�SULFHV�DQG�WKHLU�SURGXFWLRQ�DW�OHYHOV�ZKLFK�SOHDVH�WKHP�ZRXOG�KROG�LI�DQG�RQO\�LI LQWHJUDWHG�SURGXFHUV�ZHUH�DEOH�WR�SUHYHQW�RWKHU�SURGXFHUV�IURP�JDLQLQJ�DFFHVV�WR�DQ\�JLYHQ�UHILQHU\��UHJDUGOHVV�RI�WKH�SULFH�DW�ZKLFK�WKH�ODWWHU�RIIHUHG�WKHLU�FUXGH �LQ�RWKHU�ZRUGV��LI�WKH�RLO�ZRUOG�UHDOO\�EHKDYHG�OLNHG�*UHHQ
V�PRGHO����6XFK�D�FRQGLWLRQ�FRXOG�EH��DQG�RIWHQ�ZDV�� IXOILOOHG�GXULQJ� WKH�SHULRG�RI�KHJHPRQ\�RI� WKH�6HYHQ�6LVWHUV� �DV�SULPH�PLQLVWHU�0RVVDGHJK IRXQG�WR�KLV�FRVW���KRZHYHU��WKLV�LV�QR�ORQJHU�WKH�FDVH�WRGD\�0F%ULGH
V�LQYHVWLJDWLRQ�RI�WKH�$PHULFDQ�FHPHQW�LQGXVWU\�RIIHUV�D�JRRG�LOOXVWUDWLRQ�RI�WKH� OLPLWHG�HIIHFW�ZKLFK�YHUWLFDO� LQWHJUDWLRQ�KDV� LQ� UHGXFLQJ�FRPSHWLWLRQ�YLD�SULFHV�� � ,Q� WKH�ODWH�����V� FHPHQW�ILUPV�� ZKLFK�HQMR\�D�KLJK�GHJUHH�RI�VSDWLDO�PRQRSRO\�GXH�WR�WKH�KLJK�FRVW�RI�WUDQVSRUWLQJ�FHPHQW�UHODWLYH�WR�WKH�YDOXH�RI�WKH�SURGXFW�� ZHUH�HDJHU�WR�DYRLG�JHQHUDOLVHG�SULFH�FRPSHWLWLRQ�GXULQJ�PDUNHW�GRZQWXUQV��PDLQO\�EHFDXVH�WKLV�ZRXOG�KDYH�PHDQW H[WUDFWLQJ�D�VPDOOHU�VXUSOXV�IURP�WKHLU�FDSWLYH�FXVWRPHUV���7KHVH�ILUPV��KRZHYHU��DOVR�KDG�WR�PDLQWDLQ�D�KLJK�OHYHO�RI�FDSDFLW\�XWLOLVDWLRQ��EHFDXVH�RI�WKH�KLJK�IL[HG�FRVWV�RI�FHPHQW�PDQXIDFWXULQJ����'RZQVWUHDP�YHUWLFDO� LQWHJUDWLRQ��WKH�DFTXLVLWLRQ�RI�FRQFUHWH�PDNLQJ�FRQFHUQV��ZDV�VHHQ�E\�PDQ\�FHPHQW�SURGXFHUV�DV�D�ZD\�RI�DFKLHYLQJ��VHFXULW\�RI�RXWOHW��ZLWKRXW�DQ\�VDFULILFH�RQ�SULFH���,Q�SUDFWLFH��0F%ULGH�IRXQG�WKDW���WKH�FXPXODWLYH�HIIHFW�RI�YHUWLFDO�LQWHJUDWLRQ�>ZDV@�WR�EULQJ� WKH� FHPHQW� SULFH� OHYHO� GRZQ��� EHFDXVH� LQWHJUDWHG� FHPHQW� PDQXIDFWXUHUV� LQ� HIIHFW�H[SRUWHG� ORZ�FDSDFLW\� XWLOLVDWLRQ� UDWHV� WR� QRQ�LQWHJUDWHG� ILUPV��ZKR� FRXOG� RQO\� UHVSRQG�E\�GURSSLQJ� WKHLU� SULFHV� �WKXV� GHSUHVVLQJ� SULFHV� LQ� WKH� ZKROH�PDUNHW���� 6WUDQJHO\�� PRVW� RLO�DQDO\VWV�GR�QRW�WKLQN�WKDW�VLPLODU�G\QDPLFV�PLJKW�EH�DW�ZRUN�LQ�WKH�RLO�PDUNHW���)RU�LQVWDQFH��
��%ODLU�DQG�.DVHUPDQ��RS��FLW���������$OOHQ���������$Q�LQWHJUDWHG�FRPSDQ\�WUDGLQJ�DFWLYHO\�LQ�WKH�VSRW�PDUNHW�PD\�VRPHWLPHV�GLUHFW�D�FUXGH�FDUJR�WR�LWV�RZQ�UHILQHU\�LI��IRU�LQVWDQFH��LW�IHHOV�WKDW�WKH�PDUNHW�FDQQRW�DEVRUE�DQ\�PRUH�YROXPH�RI�WKLV�SDUWLFXODU�FUXGH� ZLWKRXW� D� IDOO� LQ� LWV� SULFH�� DQG� LW� KDV� DQ� LQWHUHVW� LQ� SUHYHQWLQJ� VXFK� D� IDOO� IURP� WDNLQJ� SODFH��EHFDXVH�LW�KDV�ILYH�PRUH�FDUJRHV�RI�WKH�VDPH�FUXGH�EHLQJ�SULFHG�RQ�D�JLYHQ�GD\��VD\����(YHQ�WKRXJK�WKLV�ODVW� FDUJR� KDV� WR� EH� SULFHG� DW� D� GLVFRXQW� WR� WKH� RWKHUV� �EHFDXVH� WKH� UHILQHU\� KDV� WR� GHIHQG� LWV� RZQ�SURILW�ORVV� SRVLWLRQ��� WKH� LQWHJUDWHG� FRPSDQ\�ZLOO� EHQHILW� EHFDXVH� WKH� WUDQVDFWLRQ�ZLOO� KDYH�EHHQ�NHSW�KLGGHQ�IURP�WKH�PDUNHW���2I�FRXUVH��WKLV�LV�D�XVHIXO�SURFHGXUH�LI�D�FRPSDQ\�ZDQWV�WR�GDPSHQ�WKH�LPSDFW�RI�VRPH�XQIRUHVHHQ�VKRUW�WHUP�GLVUXSWLRQ��EXW�LW�FDQQRW�EH�XVHG�WR�SURS�XS�DUWLILFLDOO\�DQ�RYHUVXSSOLHG�PDUNHW�IRU�DQ\�OHQJWK�RI�WLPH���0F%ULGH�������������



���
ZKHQ� 6DXGL�$UDPFR
V� DVVRFLDWLRQ�ZLWK�7H[DFR� �LQYROYLQJ� WKUHH� UHILQHULHV� DQG� D� ����0%'�VXSSO\� FRQWUDFW�� ZDV� DQQRXQFHG�� WKH� FRQYHQWLRQDO� ZLVGRP� UHJDUGLQJ� WKLV� GHDO� ZDV� WKDW� LW�ZRXOG��OHDG�WR�PRUH�VWDELOLW\�LQ�WKH�XQGHUO\LQJ�PDUNHW��DOWKRXJK�DW�WKH�PDUJLQV�WKHUH�PD\�EH�VRPH�YRODWLOLW\����*LYHQ�WKDW�LW�LV�WKH�PDUJLQDO�EDODQFH�RI�VXSSO\�DQG�GHPDQG�WKDW�GHWHUPLQHV�SULFHV� LQ� DQ\� UHDVRQDEO\� FRPSHWLWLYH�PDUNHW�� LW� LV�TXLWH� VXUSULVLQJ� WR� ILQG�RQO\�RQH�DQDO\VW�GLVVHQWLQJ��IURP�WKH�PDMRULW\�YLHZ���DQG�SRLQWLQJ�RXW�WKDW�WKH�GHDO�ZRXOG�PDNH��WKH�UHVLGXDO�GHPDQG�IRU�FUXGH�������OHVV�HODVWLF��DQG�WKDW��DV�D�UHVXOW���PRUH�GUDVWLF�SULFH�FXWV�>ZRXOG@�KDYH�WR� EH�PDGH�E\� WKRVH�ZULWWHQ� RXW� RI� WKH� VFHQDULR� LQ� RUGHU� IRU� WKHP� WR�PRYH� WKHLU�GLVSODFHG�FUXGHV����,Q�JHQHUDO�WHUPV��WKHQ��LW�VHHPV�FOHDU�WKDW�YHUWLFDO�LQWHJUDWLRQ�FDQQRW�UHDOO\�EH�ELOOHG�DV��WKH�QDWXUDO�FKRLFH��IRU�RLO�H[SRUWLQJ�FRXQWULHV��EHFDXVH�WKHUH�DUH�RWKHU�RSWLRQV�ZKLFK�JLYH�WKHVH�FRXQWULHV�DQ�DFFHSWDEOH�GHJUHH�RI�YROXPHWULF�VHFXULW\�DW�D�PXFK�OHVVHU�FRVW���2I�FRXUVH��WKLV�VWDWHPHQW�GRHV�QRW�QHFHVVDULO\�FDVW�D�TXHVWLRQ�PDUN�RYHU�WKH�FRPPHUFLDO�FRPPRQ�VHQVH�RI�DOO�WKRVH�12&V�WKDW�KDYH�GHFLGHG�WR�H[SDQG�GRZQVWUHDP��VLQFH�WKHUH�DUH�FRQGLWLRQV�XQGHU�ZKLFK�YHUWLFDO�LQWHJUDWLRQ�FDQ�H[HUW�D�SRVLWLYH�LQIOXHQFH�RQ�D�FRPSDQ\
V�FRPSHWLWLYH�VLWXDWLRQ�DQG�DGG�YDOXH�WR�LWV�DFWLYLWLHV��VHH�VHFWLRQ�����EHORZ����7KXV��EHIRUH�SDVVLQJ�D�YHUGLFW�RI�WKLV�QDWXUH�RQ�DQ\�SDUWLFXODU�LQWHJUDWLRQ�SURJUDPPH��RQH�KDV�WR�PDNH�VXUH�WKDW�LWV�FRVWV�GR�LQGHHG�RXWZHLJK�LWV�EHQHILWV���+RZHYHU��LW�KDV�WR�EH�VDLG�WKDW�WKH�9HQH]XHODQ�PRGHO�RI�LQWHJUDWLRQ�LV�LQ�D�FODVV�RI�LWV�RZQ�LQ�WHUPV�RI�XQDWWUDFWLYHQHVV�IRU�SRWHQWLDO�LPLWDWRUV��EHFDXVH�LW�VRPHKRZ�PDQDJHV� WR�FRPELQH� WKH�VXEVWDQWLDO�RXWOD\V�LQKHUHQW�LQ�DVVHW�DFTXLVLWLRQ�ZLWK�WKH�FRVWV�RI�D�SULFH� SROLF\� EDVHG� RQ� GLVFRXQWV� DQG�� WR� FDS� LW� DOO�� D� IDU�IURP�QHJOLJLEOH� GHJUHH� RI� UHVLGXDO�YROXPHWULF� LQVHFXULW\� IRU� WKRVH� FUXGH� YROXPHV� ZKLFK� LW� GRHV� QRW� SODFH� WKURXJK� LQWHJUDWHG�FKDQQHOV�)RU� REYLRXV� UHDVRQV� RI� FRUSRUDWH� VHFUHF\�� LW� LV� LPSRVVLEOH� IRU� WKH� DQDO\VW� WR� EH�FRJQL]DQW� RI� WKH� VSHFLILF� SURYLVRV� RI� 3'96$
V� ORQJ� WHUP� VXSSO\� FRQWUDFWV� ZLWK� RYHUVHDV�DIILOLDWHV���+RZHYHU��WKH�GHWDLOHG�UHSRUWV�ZKLFK�3'9�$PpULFD�ILOHV�ZLWK�WKH�6(&�DV�JXDUDQWRU�RI WKUHH�LVVXHV�RI�3'96$�VHQLRU�QRWHV�OLVWHG�LQ�1<6(�FOHDUO\�VWDWH�WKDW�DOO�WKHVH�FRQWUDFWV�DUH�VWUXFWXUHG� DURXQG� SULFLQJ� IRUPXODH� EDVHG� RQ� WKH� VSRW� PDUNHW� YDOXH� RI� D� VODWH� RI� UHILQHG�SURGXFWV� DVVXPHG� WR� EH� SURGXFHG� IURP� HDFK� FUXGH� �RU� IHHGVWRFN�� DW� HDFK� UHILQHU\� XQGHU�W\SLFDO� FRQGLWLRQV��� 7KLV� YDOXH� LV� DGMXVWHG� GRZQZDUGV� E\� VXEWUDFWLQJ� FHUWDLQ� LQIODWLRQ�LQGH[HG� GHHPHG� UHILQLQJ� FRVWV�� WUDQVSRUWDWLRQ� FRVWV�� LPSRUW� GXWLHV�� WD[HV� DQG� D� GHHPHG�UHILQLQJ�PDUJLQ�� FDOFXODWHG��WR�DVVXUH� WKH�UHILQHU\�RI�D�SURILWDEOH�OHYHO�RI�DFWLYLW\��� � IRU�HDFK�VRUW�RI�FUXGH�� �,Q�WKH�RLO� LQGXVWU\��WKLV�QHWEDFN�W\SH�SULFLQJ�PHFKDQLVP�JRHV�XQGHU�WKH�VHHPLQJO\�WDXWRORJLFDO�QDPH�RI�PDUNHW�UHODWHG�SULFLQJ �WDXWRORJLFDO�EHFDXVH�QRZDGD\V�WKHUH�DUH� QR� LQWHUQDWLRQDOO\�WUDGH� FUXGHV� RU� SURGXFWV� ZKRVH� SULFH� LV� QRW� UHODWHG� LQ� VRPH�ZD\� WR�
��321��-XQH���������������3'96$��E��������������,3)��0D\��������������LWDOLFV�RXUV�



���
HLWKHU� WKH� PDMRU� VSRW� RU� SDSHU� PDUNHWV��� � ,Q� UHDOLW\�� WKLV� WHUP� LV� XVHG� WKURXJKRXW� WKH� RLO�LQGXVWU\� DV� DQ�HXSKHPLVP� IRU�GLVFRXQWHG�SULFHV� WKDW� DUH� LQIHULRU WR� WUXH�VSRW�SULFHV��DV� WKH�IROORZLQJ�OLQHV�PDNH�DEXQGDQWO\�FOHDU�LQ�������7DPRLO�>,WDOLDQ�DUP�RI�WKH�/LE\DQ�VWDWH�RLO�FRPSDQ\@�������ZDV�WKH�RQO\�PDMRU�,WDOLDQ�PDUNHWHU� WR�PDNH�D�SURILW��QRQH�RI� WKH�FRQYHQWLRQDO� >VLF�@� UHILQHUV� LV�DEOH� WR�VWD\� LQ� WKH�EODFN� LQ� D�PDUNHW�ZKHUH�SULFHV� DUH� FRQWUROOHG�DW� WKH�DYHUDJH�RI�SURGXFW�SULFHV� LQ� ILYH�RWKHU�(XURSHDQ�FRXQWULHV� �� �� ��7KH� UHDVRQ� >EHKLQG� WKLV@� LV� VLPSOH� �� �� �2YHU� ���� RI� WKH� FUXGH� UHILQHG� E\� 7DPRLO� �� �� �� FDPH� IURP� /LE\D�� DQG�� DOWKRXJK�>7DPRLO
V�DQQXDO@�UHSRUW�GRHV�QRW�VD\�VR��WKH�/LE\DQV�PXVW�KDYH�LQYRLFHG�7DPRLO�DW�PDUNHW�UHODWHG�SULFHV���1RZ��3'96$
V��PDUNHW�UHODWHG�SULFLQJ��LV�JHUPDQH�WR�WKH�LVVXH�RI�WKH�HYDOXDWLRQ�RI�WKH�FRPSDQ\
V� LQWHJUDWLRQ�VWUDWHJ\�EHFDXVH� WKLV� VDOHV�PHFKDQLVP�VXEVWDQWLDOO\� LQFUHDVHV� WKH�DOUHDG\� TXLWH� GDXQWLQJ� SULFH� WDJ� DWWDFKHG� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� � ,Q� WKHLU�GLVFXVVLRQ�RI� WKH�SURV�DQG�FRQV�RI�YHUWLFDO� LQWHJUDWLRQ�VWUDWHJLHV��$LW�/DRXVVLQH�DQG�:RRG�&ROOLQV�UHPDUN� WKDW��D� ORZ�DFTXLVLWLRQ�SULFH�GRHV�QRW�QHFHVVDULO\�UHIOHFW�WKH�IXOO�FRVW�RI�WKH�WUDQVDFWLRQ�IRU�WKH�EX\HU�������LI�DGGLWLRQDO�LQYHVWPHQWV�DUH�QHHGHG�WR�EULQJ�WKH�DVVHWV�XS�WR�DQ�DFFHSWDEOH� VWDQGDUG�� WKHVH� UHTXLUHPHQWV� RI� FRXUVH� PXVW� EH� IDFWRUHG� LQWR� WKH� DFTXLVLWLRQ�SULFH���� 1R� ILQDQFLDO� DQDO\VW� ZRXOG� ILQG� IDXOW� ZLWK� WKLV� RSLQLRQ�� DIWHU� DOO�� DGGLWLRQDO�LQYHVWPHQWV� UHGXFH� WKH� FDVK� IORZ�ZKLFK� WKH� DVVHW�ZLOO� JHQHUDWH� LQ� WKH� IXWXUH� DQG� WKXV�� IRU�SXUSRVHV�RI�DFTXLVLWLRQ��WKH�QHW�SUHVHQW�YDOXH�RI�WKH�DVVHW�KDV�WR�EH�GLVFRXQWHG�DFFRUGLQJO\���%\�WKH�VDPH�WRNHQ��LI�D�12&�WKDW�KDV�DFTXLUHG�D�VWDNH�LQ�D�UHILQHU\�DGRSWV�D��PDUNHW�UHODWHG�SULFLQJ�� SROLF\� LQ� RUGHU� WR� DVVXUH� WKDW� LWV� MRLQW� YHQWXUH� SDUWQHU� OLIWV� LWV� RLO�� WKH� QHW� SUHVHQW�YDOXH�RI�DQ\�GLVFRXQW�RYHU�DQG�DERYH WKH�RQH� WKDW�ZRXOG�KDYH�EHHQ�QHFHVVDU\� WR�PRYH�WKH�FUXGH� LQ� WKH�RSHQ�PDUNHW� VKRXOG� DOVR�EH� LQFOXGHG� LQ� WKH� WRWDO� FRVW� FDOFXODWLRQV� �VLQFH�VXFK�GLVFRXQWV�UHGXFH� WKH� LQFRPH�VWUHDP�ZKLFK� WKH�SURGXFHU�GHULYHV�IURP�VDOHV�RI�FUXGH��� �7KLV�PHDQV� WKDW� DW� OHDVW� SDUW� RI� WKH� QHW� SUHVHQW� YDOXH� RI� WKH� JHQHURXV� GLVFRXQWV�ZKLFK� 3'96$�JLYHV�WR�LWV�IRUHLJQ�DIILOLDWHV�VKRXOG�EH�LQFOXGHG�LQ�LWV�UHILQHU\�DFTXLVLWLRQ�FRVWV�$OWKRXJK�TXDQWLI\LQJ�WKHVH�UHEDWHV�DFFXUDWHO\�LV�QRW�UHDOO\�IHDVLEOH��LW�LV�QRQHWKHOHVV�SRVVLEOH� WR� LOOXVWUDWH� D� JURVVR�PRGR WKH� KLJK� SULFH�ZKLFK� 3'96$� SD\V� IRU� LWV� YROXPHWULF�VHFXULW\���$�JRRG�H[DPSOH�RI�WKLV�DUH�WKH�DGMXVWPHQWV�LQWURGXFHG�LQ������WR�WKH�FUXGH�VXSSO\�FRQWUDFWV� IRU� LWV� /DNH� &KDUOHV�� &RUSXV� &KULVWL� DQG� 3DXOVERUR� UHILQHULHV�� DQG� ZKRVH� VWDWHG�REMHFWLYH� ZDV� WR� LQFUHDVH� WKHVH� SODQWV
� DVVXUHG� PDUJLQV� IRU� WKH� \HDUV� ������� LQ� RUGHU� WR�FRPSHQVDWH� WKHP� IRU� H[SHQGLWXUHV�QHFHVVDU\� WR� FRPSO\�ZLWK� WKH�SURYLVRV�RI� WKH�&OHDQ�$LU�$FW� $PHQGPHQW� %LOO� RI� ������ � :KHQ� WKHVH� DGGLWLRQDO� GLVFRXQWV�� DUH� PXOWLSOLHG� E\� WKH�DYHUDJH�YROXPH�RI�FUXGH�UXQ�WKURXJK�WKH�SODQWV�RQ�D�\HDUO\�EDVLV��RQH�DUULYHV�DW�D�ILJXUH�RI����0086'�SHU�\HDU�
��7KH�%DUUHO��0D\��������������LWDOLFV�RXUV���$LW�/DRXVVLQH�DQG�:RRG�&ROOLQV��RS��FLW�������7KH�DGMXVWPHQW�IRU�WKH�&RUSXV�&KULVWL�UHILQHU\�WUDQVODWHV�LQWR�D�SULFH�UHGXFWLRQ�RI�����86'�%EO��ZKLOH�WKH�RWKHUV�UHFHLYH�D�UHGXFWLRQ�RI����86'�%EO��3'96$��E������������



���
8QR�9HQ
V�/HPRQW� UHILQHU\�SURYLGHV�DQ�HYHQ�EHWWHU�H[DPSOH�RI� WKH�KLGGHQ�FRVWV�RI�WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� �7KLV� SODQW� LV� TXLWH� FRPSOH[�� DQG�\HW� LW� UXQV� UHODWLYHO\�OLJKW� 9HQH]XHODQ� FUXGHV� �EHFDXVH� RI� YLVFRVLW\� UHVWULFWLRQV� RQ� WKH�&RORQLDO� SLSHOLQH��ZKLFK�FRQQHFWV�LW�WR�WKH�86�*XOI�&RDVW����7KLV�PDNHV�UXQQLQJ�9HQH]XHODQ�FUXGH�WKURXJK�WKH�IDFLOLW\�DQ�XQDWWUDFWLYH�SURSRVLWLRQ��EHFDXVH�WKH�PDUJLQV�WKDW�FDQ�EH�REWDLQHG�E\�SURFHVVLQJ�KHDYLHU�&DQDGLDQ�FUXGHV�DUH�EHWWHU���)LJXUH�)��������SRLJQDQWO\�XQGHUVFRUHV�WKLV�IDFW��HYHQ�ZKHQ�RQH�PDNHV� DPSOH� DOORZDQFHV� IRU� SRVVLEOH� PHDVXUHPHQW� HUURUV�� H[FHVVLYH� JHQHUDOLVDWLRQ� LQ� WKH�UHILQLQJ�PRGHO� DQG� WKH� OLNH��� DV� FDQ� EH� VHHQ�� WKH� QHWEDFN�PDUJLQ� GLIIHUHQWLDO� EHWZHHQ� 7tD�-XDQD�/LJHUR�DQG�%RZ�5LYHU�%OHQG�LV�KHDYLO\�LQ�IDYRXU�RI�WKH�&DQDGLDQ�FUXGH�EHFDXVH��RQ�WKH�RQH�KDQG��LWV�\LHOG�LQ�D�FRNLQJ�FRQILJXUDWLRQ�LV�EHWWHU�DQG��RQ�WKH�RWKHU�KDQG��EHFDXVH�LWV�SULFH�LV�ORZHU�WKDQ�WKH�RIILFLDO�SULFH�RI�7tD�-XDQD��HYHQ�LQ�)2%�WHUPV����7KXV��WKH�IDFW�WKDW�EHWZHHQ��������� 8QRFDO�PHW�PRVW� RI� LWV� RZQ� FUXGH� UHTXLUHPHQWV� IRU� WKH� SODQW� DOPRVW� H[FOXVLYHO\�ZLWK�9HQH]XHODQ�FUXGHV��DQG�GLG�QRW�OHW�KHDYLHU�&DQDGLDQ�EDUUHOV�GLVSODFH�WKHP��PHDQV�WKDW�WKH�SULFH� LW�SDLG�IRU� LWV�VXSSOLHV�RI�7tD�-XDQD�/LJHUR�RU�HTXLYDOHQW�9HQH]XHODQ�FUXGHV�PXVW�KDYH�EHHQ��RQ�DYHUDJH��DW�OHDVW������86'�%EO�EHORZ�WKH�
RIILFLDO
�9HQH]XHODQ�SRVWHG�SULFH���

),*85(�)���������1(7%$&.�0$5*,1�',))(5(17,$/�,1�&2.,1*�&21),*85$7,21��7Ë$-8$1$�/,*(52���%2:�5,9(5��&+,&$*2���������

SOURCE: PLATT'S; for margin calculations see Annexe 5

U
S
D
/
B
b
l

����
����
����
����
����
����
����
����

-�� ) 0 $ 0 - $ 6 2 1 ' -�� ) $ 0 - - $ 6 2 ' -�� ) 0 $ 0 - $ 6 2 1 ' -�� 0 $ 0 - - $ 6 1 ' -�� ) 0 $ - - $ 6 2 1 '

7KHUH� LV� RQH� ODVW� SRVVLEOH� LQGLFDWLRQ� RI� WKH� UHDO� FRVW� RI� WKH� SURJUDPPH� ZKLFK� LV�ZRUWK\� RI� PHQWLRQ�� � 3'96$
V� VWDWLVWLFDO� DQQXDO� SXEOLVKHV� WKH� DYHUDJH� SULFH� RI� WKH� FUXGH�SURFHVVHG� E\� &LWJR�� �ZKLFK� SUHVXPDEO\� UHSUHVHQWV� WKH� ODQGHG� FRVW� RI� FUXGH� DW� &LWJR
V�
��$� WHFKQLFDO� DVLGH� LV� LQ�RUGHU�� WKLV�HYDOXDWLRQ�PHWKRG�GRHV�QRW�PDNH�DQ\�DGMXVWPHQWV� IRU�PDVV�DQG��WKHUHIRUH��LV�DFWXDOO\�ELDVHG�LQ�IDYRXU RI�WKH�9HQH]XHODQ�FUXGH���7KH�PDUJLQ�GLIIHUHQWLDO�FRPSDULVRQ�LV�EDVHG� RQ� WKH�*URVV� 3URGXFW�:RUWK� �*3:��ZKLFK� UHILQLQJ� DQ� DGGLWLRQDO� EDUUHO� RI�%RZ�5LYHU� RU�7tD�-XDQD�/LJHUR�FUXGH�LQ�FRNLQJ�PRGH�ZLOO�SURGXFH�DW�WKH�PDUJLQ���+RZHYHU��VLQFH�WKH�9HQH]XHODQ�FUXGH�\LHOGV�OHVV�FRNHU�IHHG�WKDQ�WKH�&DQDGLDQ�RQH��WKLV�PHDQV�WKDW�D�UHILQHU�KDV�WR�SURFHVV�PRUH�RI�WKH�IRUPHU�LQ�RUGHU�WR�REWDLQ�D�JLYHQ�DPRXQW�RI�FRNHU�IHHG���7KLV�GLVSODFHPHQW�HIIHFW�PDNHV�7tD�-XDQD�HYHQ�PRUH�FRVWO\�WR�UHILQH�LQ�D�FRNLQJ�PRGH�WKDQ�%RZ�5LYHU���3'96$��F������������



���
UHILQHULHV�� LQFOXVLYH�RI� WUDQVSRUWDWLRQ�FRVWV��KDUERXU�GXHV��DQG�YDULRXV�GXWLHV�DQG� WD[HV��� � ,I�RQH� GLVDJJUHJDWHV� WKLV� ILJXUH� LQWR� LWV� FRPSRQHQWV� �RQ� WKH� EDVLV� RI� WKH� FUXGH� LPSRUWV� GDWD�SURYLGHG�E\�WKH�$3,��DQG�3(0(;�DQG�(,$�SULFH�GDWD���RQH�FDQ�GHGXFH�WKH�SULFH�RI�&LWJR
V�9HQH]XHODQ�FUXGH�� �$QG��DV�FDQ�EH�VHHQ� LQ�7DEOH�7��������� WKH�SULFH�RI�&LWJR
V�9HQH]XHODQ�FUXGH� DV GHULYHG� E\� WKLV� PHWKRG� LV� FRQVLVWHQWO\� LQIHULRU� WR� WKH� DYHUDJH� ODQGHG� FRVW� RI�9HQH]XHODQ�FUXGH�LPSRUWV�RI�WKH�86��HYHQ�WKRXJK�WKH�TXDOLW\�RI�&LWJR
V�FUXGH�RYHU�WKH��������� SHULRG� ZDV� EHWWHU� WKDQ� WKDW� RI� WKH� DYHUDJH� 9HQH]XHODQ� FUXGH� VXSSOLHG� WR� WKLV� PDUNHW���+RZHYHU��WKLV�UHVXOW�GHSHQGV�RQ�WKH�IROORZLQJ�DVVXPSWLRQV�D��LQ�DQ\�JLYHQ�\HDU��&LWJR�UXQV�DOO�LWV�0H[LFDQ�DQG��RWKHU�OLJKW��FUXGH�LPSRUWV��EXW�QRW�DOO�RI�LWV�LPSRUWV�IURP�9HQH]XHOD�E��&LWJR�GRHV�QRW�UXQ�FUXGH�IURP�LQYHQWRULHV�F��WKH�SULFH�RI�%UHQW�LV�D�JRRG�SUR[\�IRU�WKH�SULFH�RI�DOO��RWKHU�OLJKW�FUXGH��LPSRUWV���G��WKH�//6�%UHQW�GLIIHUHQWLDO��DGGHG�WR�WKH�SULFH�RI�WKH�ODWWHU��LV�D�JRRG�SUR[\�IRU�WKH�SULFH�RI�OLJKW�86�FUXGHV�UXQ�E\�&LWJR�
7$%/(�7������� ��&LWJR���3ULFH�%UHDNGRZQ�RI�&UXGH�6XSSOLHV����������
Year Processed crude Average price /DQGHG�SULFH����WD[HV��RI�FUXGH� $3,�JUDYLW\��VXOSKXU� Landed price (+ taxes)

(MBD) (USD/Bbl) * Mexican+ US++ Other Venezuelan RI�9HQH]XHODQ�VXSSOLHV�� of Venezuelan crude

light++ Citgo USA (rest) imports to the US+++

1989 282 17.46 16.03 20.82 19.23 16.55 26.03 (1.5) 23.7 (1.68) 16.89

1990 269 21.79 17.83 30.87 29.73 19.67  25.5  (1.2) 23.3 (1.68) 20.41

1991** 377 17.72 13.74 24.94 22.57 16.55 24.02 (1.36) 23.07 (1.69) 16.03

1992*** 431 16.27 14.04 22.55 21.08 14.78 23.89 (1.41) 22.67 (1.75) 15.24

1993**** 439 14.10 12.68 20.03 18.42 11.43 22.97 (1.63) 22.17 (1.68) 13.506RXUFHV�
�3'96$��F����������,ncludes volumes for Corpus Christi (**), Paulsboro (***), Savannah (****) from mark onwards. ��3(0(;����30$ ���0(5

6LQFH� WKHVH� DVVXPSWLRQV� DUH� WRR� VLPSOLVWLF�� WKH� UHVXOW� FDQQRW� EH� VHHQ� DV� FRQFOXVLYH���1RQHWKHOHVV��ZH�KDYH�FRPH�DFURVV�FOXHV�WKDW�VHHP�WR�FRQILUP�WKDW��LQ�DFWXDO�IDFW��LW�PD\�QRW�EH�WRR�ZLGH�RI�WKH�PDUN��3'9�$PpULFD
V����.�UHSRUW�VWDWHV�WKDW�WKH�XQLWDU\�SULFH�WKDW�8QR�9HQ�SDLG�IRU�LWV�FUXGH�VXSSOLHV�LQ�������������DQG������ZDV��������������DQG�������86'�%��UHVSHFWLYHO\���ZKLOH� WKH�DYHUDJH� ODQGHG�FRVW�RI� �KHDYLHU�DQG�PRUH�VXOSKXURXV��9HQH]XHODQ�FUXGH� LPSRUWV� WR� WKH� 86� IRU� WKRVH� VDPH� \HDUV� ZDV� ������� ������ DQG� ������ 86'�%��UHVSHFWLYHO\����
��:HLJKWHG�ODQGHG�SULFH�RI�%UHQW�WR�WKH�86��LQ�30$����3'9�$PpULFD����.���������������$�9HQH]XHODQ� UHVHDUFKHU� IRXQG�D�3'96$�GRFXPHQW� �ZKLFK�VKH�XQIRUWXQDWHO\�GLG�QRW�LGHQWLI\��ZKLFK�VWDWHG�WKDW��LQ�������WKH�DYHUDJH�SULFH�RI�DOO�9HQH]XHODQ�FUXGH�DQG�SURGXFWV� H[SRUWV� ZDV� ������ 86'�%EO�� ZKLOH� WKH� DYHUDJH� SULFH� RI� WKH� FUXGH� DQG� SURGXFWV� ERXJKW� E\�3'96$
V�RYHUVHDV�VXEVLGLDULHV�ZDV�RQO\�������86'�%EO��7URWWD�GH�*RGR\��RS��FLW����������$W�D�SUHVV�FRQIHUHQFH�KHOG� LQ�9HQH]XHOD� LQ�HDUO\�������3'96$�VSRNHVSHUVRQV�GLVFORVHG�WKDW� WKH�UHDOL]HG�SULFHV�IRU�FUXGH�VDOHV�WR�DIILOLDWHV�DQG�WKLUG�SDUWLHV�GXULQJ������DQG������KDG�EHHQ�������86'�%EO�YV��������86'�%EO��DQG�������86'�%EO�YV��������86'�%EO��UHVSHFWLYHO\��SHUVRQDO�LQWHUYLHZ��
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%RVFiQ�RXWSXW 86�%RVFiQ�LPSRUWV��LQFO��+DZDLL�DQG�3XHUWR�5LFR�

,Q� YLHZ� RI� WKH� YHU\� KLJK� FRVWV� RI�3'96$
V� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� RQH� LV�QDWXUDOO\� LQFOLQHG� WR� WKLQN� WKDW� LW�PXVW�JLYH� WKH�FRPSDQ\ D�YROXPHWULF�VHFXULW\�WKDW�LW�FRXOG�QRW� RWKHUZLVH� DSSUR[LPDWH�� HYHQ� LI� LW� ZHUH� UHDG\� WR� VHOO� LWV� FUXGH� DW� NQRFN�GRZQ� SULFHV���+RZHYHU�� RI� WKH� ��� UHILQHULHV� WKDW� 3'96$� KDV� ERXJKW�� WKHUH� LV� RQO\� RQH� IRU� ZKLFK� WKLV�DSSUHFLDWLRQ� LV� WUXH��&LWJR�$VSKDOW� 6DYDQQDK�� �+DG� 3'96$�QRW� ERXJKW� WKLV� SODQW��$PRFR�ZRXOG� FHUWDLQO\� KDYH� FORVHG� LW� DQG�� DV� )LJXUH� )�������� VKRZV�� WKLV�ZRXOG� KDYH� KDG� D� YHU\�QHJDWLYH�LPSDFW�RQ�LWV�XQSRSXODU�VROH�IHHGVWRFN�7KHUH�LV�RQH�ILQDO�IDFWRU�ZKLFK�PDNHV�LW�GLIILFXOW�QRW�WR�TXHVWLRQ�3'96$
V �VHFXULW\�RI� SODFHPHQW� WKURXJK� LQWHJUDWLRQ�� VWUDWHJ\�� QDPHO\�� WKH� PDQQHU� LQ� ZKLFK� 3'96$
V� FUXGH�VXSSO\� FRQWUDFWV� ZLWK� QRQ�DIILOLDWHG� FRPSDQLHV� IXQFWLRQ�� � 9HQH]XHODQ� WHUP� FRQWUDFWV� DUH�RSWLRQV�� UDWKHU�WKDQ�REOLJDWLRQV�� WR�EX\�VSHFLILHG�YROXPHV�RI�D�VSHFLILF�FUXGH�JUDGH�HYHU\�[�SHULRG� RI� WLPH��� 7KLV� PDNHV� WKHP� YHU\� GLIIHUHQW� IURP� WKH� UHODWLYHO\� VWULQJHQW� VXSSO\�FRQWUDFWV�XVHG�E\��IRU�LQVWDQFH��3(0(;���0H[LFDQ�WHUP�FRQWUDFWV�VWLSXODWH�WKDW�WKH�FXVWRPHU�KDV�WKH�REOLJDWLRQ�WR�OLIW�WKH�VSHFLILHG�YROXPH�RI�FUXGH�HYHU\�[ GD\V��DQG�WR�PDNH�JRRG�ORVVHV�GXH�WR�XQGHUOLIWLQJ�ZLWKLQ�WKH�GXUDWLRQ�RI�WKH�FRQWUDFW��LQ�FRQWUDVW��9HQH]XHODQ�FRQWUDFWV�JUDQW�WKH�EX\HU�WKH�GLVFUHWLRQDU\�SRZHU�WR�GHFLGH�ZKHWKHU�KH�ZLOO�OLIW�RLO�RU�QRW�LQ�D�JLYHQ�PRQWK��LI�WKH�FOLHQW�GHFLGHV�QRW�WR�OLIW�D�FDUJR��KH�GRHV�QRW�KDYH�WR�GHFODUH� IRUFH�PDMHXUH��QRU�GRHV�KH�MHRSDUGLVH� KLV� SRVVLELOLWLHV� RI� OLIWLQJ� 9HQH]XHODQ� RLO� LQ� WKH� IXWXUH� �LQ� RWKHU� ZRUGV�� D�9HQH]XHODQ� FRQWUDFW� JLYHV� WKH� UHILQHU� WKH� ULJKW� WR� OLIW� ZKHQ� KH� WKLQNV� WKDW� WKH� FUXGH� LV�DWWUDFWLYHO\� SULFHG�� WKH� UHILQHU� LV� REOLJHG� WR� OLIW� RQO\� D� FHUWDLQ� SURSRUWLRQ� � VSHFLILHG�FDVXLVWLFDOO\�� RI�WKH�FRQWUDFWXDO�YROXPH�RYHU�WKH�OLIH�RI�WKH�FRQWUDFW������,Q�WKHRU\��RQH�ZRXOG�
��3,: FDOOV�WKHVH�RSWLRQDO�FRQWUDFWV��IUDPH�FRQWUDFWV����0D\�����������VSHFLDO�VXSSOHPHQW�������9HQH]XHODQ� FRQWUDFWV� GR� QRW� QHFHVVDULO\� KDYH� D� \HDUO\� GXUDWLRQ�� �3,: �0D\� ���� ������ VSHFLDO�VXSSOHPHQW�����VWDWHV�WKDW��D�VLQJOH�>9HQH]XHODQ@�FOLHQW�PD\�KROG�DQ�DQQXDO�FRQWUDFW�IRU�RQH�YROXPH�DQG�TXDUWHUO\�FRQWUDFWV�IRU�LQFUHPHQWDO�DPRXQWV��ZKLOH�DOVR�SXUFKDVLQJ�FUXGH�VSRUDGLFDOO\�RQ�D�VSRW�EDVLV�DW�GLIIHUHQW�SULFH� IRUPXODV��� �$FFRUGLQJ� WR�,3) �-XO\���������������3'96$�KDV�QHJRWLDWHG�D�QXPEHU�RI�



���
H[SHFW�WKH�FUXGH�OLIWLQJV�RI�D�SURGXFHU�ZLWK�VXFK�D�FRQWUDFWXDO�DUUDQJHPHQW�WR�H[KLELW�D�KLJKHU�YDULDQFH�WKDQ�WKH�OLIWLQJV�RI�D�SURGXFHU�ZLWK�D�PRUH�UHVWULFWLYH�V\VWHP�LQ�SODFH��LQ�SUDFWLFH��LW�LV� LPSRVVLEOH� WR� GHWHUPLQH� ZKHWKHU� WKLV� LV� LQGHHG� WKH� FDVH� �EHFDXVH� YDULDWLRQV� LQ� H[SRUW�YROXPHV� IURP� PRQWK� WR� PRQWK� FDQ� EH� GXH� WR� LQVXIILFLHQW� FUXGH� QRPLQDWLRQV� EXW� DOVR� WR�ORJLVWLFDO�SUREOHPV�LQ�WHUPLQDOV��WHPSRUDO�UHGXFWLRQV�LQ�SURGXFWLRQ��IRUFH�PDMHXUH��RU�HYHQ�WR�WKH�ZD\�LQ�ZKLFK�WKH�FRQWUDFW�RI�D�SDUWLFXODU�FOLHQW�LV�VWUXFWXUHG����1HYHUWKHOHVV���LW�LV�IDLU�WR�DVVXPH�WKDW�WKLV�FRQWUDFWXDO�V\VWHP�ZLOO��DW�WKH�YHU\�OHDVW��WHQG�WR�GLPLQLVK�WKH�SUHGLFWDELOLW\RI�D�FRPSDQ\
V�FUXGH�QRPLQDWLRQV��VLQFH�LW�JLYHV�LWV�FOLHQWV�WKH�FKDQFH�WR�DGMXVW�FRQWUDFWXDO�YROXPHV�DOPRVW�DW�ZLOO��DW�QR�JUHDW�FRVW����5HFRQFLOLQJ�WKH�SLWIDOOV�� UHDO�RU�SRWHQWLDO�� RI�WKLV�HVRWHULF�FRQWUDFWXDO� V\VWHP�ZLWK�3'96$
V�FRQFHUQ�IRU�YROXPHWULF�VHFXULW\� LV�YHU\�GLIILFXOW���7KHUHIRUH��RQH�KDV�WR�FRQFOXGH�WKDW��KDG�3'96$
V�PDQDJHUV�UHDOO\�EHHQ�LQWHUHVWHG�LQ�D�FRVW�HIIHFWLYH� UHFLSH� IRU� �VHFXULW\� RI� RXWOHW��� WKH\� ZRXOG� KDYH� VWDUWHG� E\� UHIRUPLQJ� WKHLU�FRQWUDFWXDO�SUDFWLFHV���7KH�IDFW�WKDW�WKH\�KDYH�QRW�GRQH�VR�OHDGV�XV�WR�GRXEW�WKDW�WKH�TXHVW�IRU�VHFXULW\� ZDV� UHDOO\� WKH� SULPH� PRWLYDWLRQ� EHKLQG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH��ZKDWHYHU��VHFXULW\�� LV�DIIRUGHG�3'96$�E\�LWV� UHILQHULHV�DEURDG�FOHDUO\�H[LVWV�RQO\�EHFDXVH�WKH�9HQH]XHODQ�12&�KDV� EHHQ�ZLOOLQJ� WR� VHW� WKH� SULFH� RI� WKHLU� FUXGH� VXSSOLHV� DW� WKH� OHYHO�QHFHVVDU\�HLWKHU�WR�SHUVXDGH�LWV�SDUWQHUV�LQ�VRPH�UHILQHULHV�WR�SURFHVV�WKH�FUXGH��RU�WR�DVVXUH�LWV�ZKROO\�RZQHG�UHILQHULHV�RI D�YHU\�KLJK�OHYHO�RI�SURILWDELOLW\��������7KH�&DSWXUH�RI�3URILWV�LQ�9DULRXV�6HJPHQWV�RI�WKH�2LO�,QGXVWU\3'96$
V� RIILFLDO� OLQH� RQ� WKH� ODVW� RI� LWV�PDLQ�PRWLYHV� WR� SXUVXH� D� VWUDWHJ\� RI� LQWHUQDWLRQDO�YHUWLFDO�LQWHJUDWLRQ�UXQV�WKXV���>YHUWLFDO�LQWHJUDWLRQ@ KDV�WR�GR�ZLWK�PD[LPLVDWLRQ�RI�UHYHQXHV��ZKLFK� LW� IDYRXUV� �� �� �� >EHFDXVH@� HDFK� VHJPHQW� RI� WKH� LQGXVWU\� KDV� WR� SURGXFH� SURILW� LQ� WKH�PHGLXP� DQG� ORQJ� WHUP� WR� MXVWLI\� LWV� FRQWLQXLW\�� � 7KHUHIRUH�� DQ� HQWHUSULVH� WKDW� GRHV� QRW�SDUWLFLSDWH� LQ� RQH� RU� VHYHUDO� VHJPHQWV� RI� WKH� LQGXVWU\� ZLOO� EH� VDFULILFLQJ� WKH� LQFRPH� DQG�PDUJLQV�JHQHUDWHG�E\� WKRVH� VHJPHQWV���� 7KLV�DUJXPHQW��KRZHYHU�� LV�ZHDN�� �$IWHU�DOO�� WKH�SULQFLSOH�RI�FRPSDUDWLYH�DGYDQWDJH�DQG�WKH�ODZ�RI�GHFUHDVLQJ�UHWXUQV�WR�FRUSRUDWH�VL]H�VXIILFH�WR� H[SODLQ� ZK\� D� FRPSDQ\� ZRXOG� FKRRVH� WR� IRUHJR� FHUWDLQ� LQFRPH� VWUHDPV� E\� QRW�SDUWLFLSDWLQJ�LQ�VRPH�RI�WKH�VHJPHQWV�RI�D�SDUWLFXODU�LQGXVWULDO�FKDLQ���,QGHHG��VXFK�D�GHFLVLRQ�ZRXOG� QRW� EH� TXHVWLRQDEOH�� VR� ORQJ� DV� LW� GLG� QRW� EULQJ� DERXW� DQ� HURVLRQ� LQ� WKH� FRPSDQ\
V�FRPSHWLWLYH�SRVLWLRQ�GXH�WR�DQ�LQFUHDVH�LQ�LWV�WUDQVDFWLRQ�FRVWV�$V�KDV�EHHQ�VHHQ�� WKH�SHFXOLDU� IRUP�RI� LQGXVWULDO�RUJDQLVDWLRQ�ZKLFK� WKH�RLO�PDUNHW�DVVXPHG� LQ� LWV�HDUO\�VWDJHV�RI�GHYHORSPHQW� LPSRVHG�VXEVWDQWLDO�SHQDOWLHV�RQ�QRQ�LQWHJUDWHG�FRPSHWLWRUV�� �%XW�PDQ\�RI� WKH� LPSHUIHFWLRQV�ZKLFK�SODJXHG� WKH�RLO�PDUNHW� LQ� WKH�SDVW�KDYH�GLVDSSHDUHG��DQG�ZLWK�WKHP�KDYH�JRQH�WKH�UHQWV�WKDW�XVHG�WR�PDNH�YHUWLFDO�LQWHJUDWLRQ�VXFK�DQ�DWWUDFWLYH� SURSRVLWLRQ�� � 7KH� VHOHFWLYH� UHWUHQFKPHQW� RI� DOO� WKH� PDMRU� SXEOLFO\�WUDGHG� RLO�
ORQJHU�WHUP� FRQWUDFWV� �ZLWK� OLIHWLPHV�EHWZHHQ� WZR� DQG� WHQ�\HDUV�� IRU� WKH� VDOH� RI� KHDY\� FUXGHV�ZLWK� D�QXPEHU�RI�PDMRUV���&(3(7��RS��FLW��������LWDOLFV�RXUV�



���
FRPSDQLHV� DFURVV� DOO� VHJPHQWV� RI� WKH� LQGXVWU\� FRQVWLWXWHV� FOHDU� SURRI� RI� WKLV�� � 7KLV�UHWUHQFKPHQW�KDV�QRW�EHHQ�KRPRJHQRXV��VLQFH�WKH�GHFLVLRQV�RI�HDFK�FRPSDQ\�KDYH�GHSHQGHG�RQ�LWV�SDUWLFXODU�VLWXDWLRQ�DW�D�JLYHQ�SRLQW�LQ�WLPH��DQG�\HW��LQ�HYHU\�FDVH��LW�KDV�EHHQ SURPSWHG�E\� D� GHVLUH� WR� HQKDQFH� VKDUHKROGHUV
� YDOXH� E\� DEDQGRQLQJ� WKRVH� OLQHV� RI� EXVLQHVV� ZKRVH�UHWXUQV� GR� QRW� H[FHHG� FRVWV� RI� FDSLWDO�� � ,Q� RWKHU� ZRUGV�� WKHVH� FRPSDQLHV� KDYH� GHFLGHG� WR�VDFULILFH�DW�OHDVW�SDUW�RI�WKH�PDUJLQV�ZKLFK�WKHVH�VHJPHQWV�JHQHUDWH��IRU�WKH�YHU\�JRRG�UHDVRQ�WKDW� WKHLU� LQYHVWPHQW�FDSLWDO�FDQ�HQMR\�VXSHULRU�UHWXUQV�LQ�RWKHU�DFWLYLWLHV�� �1HHGOHVV�WR�VD\��WKLV�VRUW�RI�EHKDYLRXU�LV�FRPSOHWHO\�UDWLRQDO��DV�GH�&KD]HDX�DQG�.DKQ�SXW�LW���LI�LQWHJUDWLRQ�FRQIHUUHG�QR�DGGLWLRQDO�PRQRSRO\�SRZHU��D UDWLRQDO�VHOOHU�ZRXOG�LQWHJUDWH�EDFNZDUG�RQO\�LI�KH� FRXOG� SHUIRUP� VXSSOLHU�RU�GLVWULEXWRU� IXQFWLRQV�PRUH� FKHDSO\� WKDQ� WKH\�ZHUH�SUHYLRXVO\�EHLQJ� SHUIRUPHG���� ,Q� UHFHQW� WLPHV�� DV� D� UHVXOW� RI� WKH� LQFUHDVLQJ� GHJUHH� RI� VSHFLDOLVDWLRQ�ZKLFK� QRZ� FKDUDFWHULVHV� DOO� VHJPHQWV� RI� WKH� LQGXVWU\�� IXOILOOLQJ� WKLV� FRQGLWLRQ� KDV� EHFRPH�SURJUHVVLYHO\�PRUH� GLIILFXOW� IRU� RLO� FRPSDQLHV�� �7KH� HIIHFWV� RI� WKLV� VSHFLDOLVDWLRQ� KDYH� QRW�EHHQ� FLUFXPVFULEHG� WR� �VHFRQG� HFKHORQ�� DFWLYLWLHV� �OLNH� GULOOLQJ� RU� VXUYH\LQJ��� TXLWH� WKH�FRQWUDU\�� WKH� OLQNV� EHWZHHQ� �ILUVW� HFKHORQ�� DFWLYLWLHV� WKHPVHOYHV� � (	3�� UHILQLQJ��WUDQVSRUWDWLRQ� DQG� UHWDLOLQJ� � KDYH� DOVR� WDNHQ� TXLWH� D� EDWWHULQJ�� � 3XW� TXLWH� VLPSO\�� VWRFN�PDUNHWV�KDYH�IRUFHG�RLO�PHQ�WR�UHFRJQL]H�WKDW�WKHLU�FRPSDQLHV�GR�QRW�QHFHVVDULO\�KDYH�ZKDW�LW�WDNHV� WR� FDUU\� RXW�� VLPXOWDQHRXVO\� DQG� LQ� DQ� HIILFLHQW� PDQQHU�� DOO� WKHVH� YHU\� GLVSDUDWH�DFWLYLWLHV���:KHQ� RQH� H[DPLQHV� WKH� GHFODUDWLRQV� RI� 3'96$� RIILFLDOV�� RQH� GRHV� QRW� JHW� WKH�LPSUHVVLRQ�WKDW�WKLV�VWUDWHJ\�KDV�EHHQ�YHU\�WKRURXJKO\�WKRXJKW�RXW���7DNH�WKH�IROORZLQJ�TXRWH�IURP�WKH�3'96$�SUHVLGHQW�ZKR�RYHUVDZ�WKH�SHULRG�RI�PRVW�LQWHQVH�LQWHUQDWLRQDO�GRZQVWUHDP�H[SDQVLRQ�E\�WKH�FRPSDQ\�WKH� DFWLYLWLHV� RI� >3'96$
V� VXEVLGLDULHV� DEURDG@� ZLOO� QRW� EH� OLPLWHG� WR�PDLQWDLQLQJ�FRQWUDFWV� RI� VXSSO\� ZLWK� >GRPHVWLF@� 3'96$� VXEVLGLDULHV� DQG� RSHUDWLQJ� WKHLU�UHILQHULHV� HIILFLHQWO\�� UDWKHU�� LW� >VLF�@� ZLOO� H[WHQG�� ZLWK� JUHDW� HPSKDVLV� >VLF�@� WR�JDUQHULQJ�HYHU�LQFUHDVLQJ�PDUNHW�VKDUHV��UHDFKLQJ�WKH�ILQDO�FRQVXPHU�������>DV�ZHOO�DV@�UHYDPSLQJ� UHILQHULHV�� EXLOGLQJ� RU� DFTXLULQJ� QHZ� UHILQHULHV�� EXLOGLQJ� RU� HVWDEOLVKLQJ�GLVWULEXWLRQ�QHWZRUNV�DQG�IODJJLQJ�WKH�ODUJHVW�SRVVLEOH�QXPEHU�RI�VHUYLFH�VWDWLRQV������>ZLWK�WKH�DLP@�RI�REWDLQLQJ��GD\�E\�GD\��DQ�LQFUHDVHG�PDUNHW�VKDUH��>EHFDXVH@�WKLV�LV�SDUW�RI�JOREDOLVDWLRQ�>VLF�@���2I�FRXUVH��RQH�PXVW�QRW�WDNH�VXFK�GHFODUDWLRQV�DW�IDFH�YDOXH���0RUH�HYLGHQFH�LV�QHHGHG�EHIRUH�RQH�FRXOG�DVVHUW�WKDW�3'96$
V�LQWHUQDWLRQDO�H[SDQVLRQ�GHFLVLRQV�KDYH�EHHQ�WDNHQ�RQ�WKH�EDVLV�RI�WKH�MXVWLILFDWLRQ�WKDW�3'96$�KDG�WR�SDUWLFLSDWH�LQ�HYHU\�RQH�RI�WKH�RLO LQGXVWU\
V�VHJPHQWV���:H�WKLQN��KRZHYHU��WKDW�VXFK�HYLGHQFH�FDQ�EH�IRXQG�E\�H[DPLQLQJ�WKH�LPSOHPHQWDWLRQ�RI�RQH�RI� WKH� FDUGLQDO� �SULQFLSOHV� RI� LQWHUQDWLRQDOLVDWLRQ��� QDPHO\�� WKDW� �LW� LV� DEVROXWHO\�
��'H�&KD]HDX�DQG�.DKQ��RS��FLW��������6RVD�3LHWUL��RS��FLW�������



���
LQGLVSHQVDEOH�WKDW�>DOO�SRWHQWLDO�SDUWQHUV@�KDYH�WKH�PHDQV RI�FKDQQHOLQJ�WKHLU�VDOHV�WR�WKH�OHYHO�RI�WKH�ILQDO�FRQVXPHU�>VLF�@����7KH� GHIHQGHUV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDYH� QRW� H[SODLQHG� ZK\�3'96$
V�SURVSHFWLYH�SDUWQHUV�QHFHVVDULO\�KDYH� WR�FRXQW�ZLWK�UHWDLOLQJ�RSHUDWLRQV�� � ,QVWHDG��WKH\�KDYH�DVVHUWHG� WKDW� WKH� WZLQ�REMHFWLYHV�RI�SDUWLFLSDWLQJ� LQ�DOO�VWDJHV�RI� WKH� LQGXVWU\�DQG��UHDFKLQJ� WKH� ILQDO� FRQVXPHU�� DUH� FRPSOHPHQWDU\� DQG� JRRG� LQ� WKHPVHOYHV��� 7KHVH�DUJXPHQWV� RYHUORRN� WZR� LPSRUWDQW� IDFWV�� WKDW� �LW� LV� HFRQRPLF� VXUSOXV � QRW� YDOXH� DGGHG�RU�FORVHQHVV� WR� WKH� FRQVXPHU� � WKDW� GULYHV� VXSHULRU� UHWXUQV��� RQ� WKH� RQH� KDQG�� DQG� WKDW� �LW� LV�PHUHO\�FRLQFLGHQWDO�LI�WKH�VXUSOXV�DULVLQJ�LQ�RQH�VWDJH�RI�DQ�LQGXVWU\�FKDLQ�LV�SURSRUWLRQDO�WR�LWV�YDOXH�DGGHG��������>EHFDXVH@�WKH�SDWWHUQ�RI�HFRQRPLF�VXUSOXV�DORQJ�LQGXVWU\�FKDLQV�LV�KLJKO\�YDULDEOH���RQ�WKH�RWKHU�KDQG��� 2QFH�DJDLQ��WKRXJK��DQG�QRWZLWKVWDQGLQJ�WKH�DSSDUHQW�GHDUWK�RI�FRJHQW�DUJXPHQWV� LQ�VXSSRUW�RI�3'96$
V�GHFLVLRQ�WR�SDUWLFLSDWH�LQ�WKH�86�UHWDLO�PDUNHW��RQH� FDQQRW� LPPHGLDWHO\� FRQFOXGH� WKDW� WKLV� GHFLVLRQ� ZDV� QRW� WKH� SURGXFW� RI� FDUHIXO� DQG�PHWKRGLFDO�HFRQRPLF�DQDO\VLV�UHJDUGLQJ�WKH�SDVW�DQG�SUHVHQW�SURILWDELOLW\�RI�UHWDLOLQJ�DVVHWV��LQYHVWPHQW� UHTXLUHPHQWV� DQG� JURZWK� SHUVSHFWLYHV� RI� WKH� UHWDLOLQJ� VHJPHQW�� DQG� VR� RQ���+RZHYHU�� WKH� HPSLULFDO� HYLGHQFH� DIIRUGHG E\� WKH� SDWWHUQ� RI� JURZWK� RI� &LWJR
V� UHWDLOLQJ�RSHUDWLRQV�RYHU�WKH�ODVW�GHFDGH�LV�UHYHDOLQJ�LQ�WKLV�UHJDUG�3ULPD� IDFLH�� D� FRPSDULVRQ� EHWZHHQ� WKH� FXUUHQW� VWDWH� RI� &LWJR
V� JDVROLQH� UHWDLOLQJ�RSHUDWLRQV�DQG�WKHLU�SRVLWLRQ�LQ������OHDYHV�QR�URRP�WR�WKLQN�WKDW�WKH�FRPSDQ\
V�IRUD\�LQ�WKH�86�DXWRPRWLYH�IXHOV�PDUNHW�KDV�EHHQ�DQ\WKLQJ�EXW�VXFFHVVIXO���,Q�������������VWDWLRQV�IOHZ�&LWJR
V�EDQQHU��DQG�WKH�FRPSDQ\�ZDV�WKH�HLJKW�ODUJHVW�JDVROLQH�UHWDLOHU�LQ�WKH�86��ZLWK�WRWDO�VDOHV� RI� ������ PLOOLRQ� JDOORQV� DQG� D� ����� SHU� FHQW� PDUNHW� VKDUH�� � %\� ������ RQO\� WZR�FRPSDQLHV� � 0RELO� DQG� 6KHOO� � KDG� JDVROLQH� VDOHV� WKDW� ZHUH� VXSHULRU� WR� &LWJR
V� ��������PLOOLRQ� JDOORQV�� HTXLYDOHQW� WR� D� ����� SHU� FHQW� PDUNHW� VKDUH��� DQG� LWV� VWDWLRQ� QHWZRUN��FRPSRVHG� RI� ������� VWDWLRQV� LQ� ��� VWDWHV�� KDG� EHFRPH� WKH� ODUJHVW� LQ� WKH� 86�� � +RZHYHU��FORVHU� DQDO\VLV� UHYHDOV� WKDW� &LWJR
V� DFKLHYHPHQWV� LQ� JDVROLQH� UHWDLOLQJ� KDYH� FRPH� DW� D�FRQVLGHUDEOH�FRVW�
��&(3(7��RS��FLW���������7KXV�&(3(7��LELG�����WKH�LQWHUQDWLRQDOLVDWLRQ�>SURJUDPPH@�DLPV�WR�HQVXUH�VWDEOH�PDUNHWV�LQ�WKH�ORQJ�WHUP�IRU�RXU�SURGXFWLRQ�E\�PHDQV�RI�DWWUDFWLYH�FRPPHUFLDO�PHFKDQLVPV�ZKLFK�JXDUDQWHH�WKDW�ZH�UHDFK�WKH�ILQDO�FRQVXPHU����6WXFNH\�DQG�:KLWH��RS��FLW��������$OVR��LW�VKRXOG�EH�QRWHG�HQ�SDVVDQW WKDW�PXFK�RI�WKH�DSSDUHQW�VXUSOXV�LQ� RLO� UHILQLQJ� DQG�PDUNHWLQJ� LV� DFWXDOO\� DFFRXQWHG� IRU� E\� H[FLVH� WD[HV� OHYLHG�E\� WKH�JRYHUQPHQWV� RI�FRQVXPLQJ�FRXQWULHV�
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$V� )LJXUH� )������� VKRZV�� JDVROLQH� VDOHV� LQ� WKH� 86� VLQFH� ����� KDYH� H[KLELWHG� D�SRVLWLYH�WUHQG��ZKLOH�WKH�QXPEHU�RI�JDVROLQH�VWDWLRQV�IO\LQJ�WKH�EDQQHU�RI�PDMRU�RLO�FRPSDQLHV�KDV� VWHDGLO\� GHFUHDVHG��� +RZHYHU�� WKH�PDMRU
V� VKDUH� RI� WKH� JDVROLQH�PDUNHW� KDV� JRQH� XS�GXULQJ� WKLV� SHULRG� �)LJXUH� )���������� � 7KH� EHKDYLRXU� RI� WKHVH� YDULDEOHV� UHIOHFWV� WKH�FRQVLGHUDEOH� UDWLRQDOLVDWLRQ� WR� ZKLFK� LQWHJUDWHG� FRPSDQLHV� KDYH� VXEMHFWHG� WKHLU� JDVROLQH�UHWDLOLQJ�RSHUDWLRQV���'XH�WR�D�YDULHW\�RI�IDFWRUV�� LQFUHDVHV�LQ�UHDO�HVWDWH�FRVWV�LQ�XUEDQ�]RQHV��HYHU�VWULFWHU� HQYLURQPHQWDO� UHJXODWLRQV�� QHZ� VSHFLILFDWLRQV� IRU� SURGXFWV�� LQFUHDVHV� LQ�PDLQWHQDQFH� FRVWV� � WKHVH� FRPSDQLHV� KDYH� VRXJKW� WR� UHGXFH� WKH� VL]H� RI� WKHLU� UHWDLOLQJ�QHWZRUNV�E\� VKHGGLQJ�PDUJLQDO� VLWHV� DQG� LQYHVWLQJ� VHOHFWLYHO\� LQ� WKRVH�PDUNHWV�ZKHUH� WKH\�HQMR\� VRPH� VRUW� RI� FRPSDUDWLYH� DGYDQWDJH� �VXFK� DV� RSHUDWLQJ� DQ� HIILFLHQW� UHILQHU\� LQ� WKH�
��0DMRUV� LQFOXGH�� $PRFR�� $5&2�� %3�� &KHYURQ�� &RQRFR�� ([[RQ�� 0DUDWKRQ�� 0RELO�� 3KLOOLSV�� 6KHOO��6XQ��7H[DFR��ZLWK�6WDU�(QWHUSULVH��DQG�8QRFDO��ZLWK�8QR�9HQ��



���
UHJLRQ��� � ,Q� RWKHU� ZRUGV�� WKH�PDMRUV� KDYH� WULHG� WR� ERRVW� WKH� SURGXFWLYLW\� RI� WKHLU� UHWDLOLQJ�RSHUDWLRQV�� DQG� WKHLU� DFKLHYHPHQWV� LQ� WKLV� UHJDUG� �DV� 7DEOH� 7�������� VKRZV�� KDYH� EHHQ�LPSUHVVLYH�
7$%/(�7�������� 7RWDO�*DVROLQH�6DOHV�WR�5HWDLO�6LWHV��5DWLR�RI�0DMRU�86�2LO�&RPSDQLHV�����������%DVH�<HDU���������� ���� ���� ���� ���� ���� ���� ���� ���� ����$PRFR ��� ����� ����� ����� ����� ����� ����� ����� ����� �����$UFR�
 ��� ����� ���� ���� ���� ���� ���� ���� ���� ����$UFR�

 � � ��� ����� ����� ����� ����� ����� ����� �����%3�


 ��� ����� ����� ����� ����� ����� ����� ������� ����� �����&KHYURQ ��� ����� ������� ����� ����� ����� ����� ������� ����� �����&LWJR ��� ���� ���� ���� ���� ���� ����� ����� ����� �����&RQRFR ��� ����� ����� ����� ����� ����� ����� ����� ����� �����([[RQ ��� ����� ����� ����� ����� ����� ����� ����� ����� �����0DUDWKRQ ��� ����� ����� ����� ����� ����� ����� ����� ����� �����0RELO ��� ����� ����� ����� ����� ����� ����� ����� ����� �����3KLOOLSV ��� ����� ����� ����� ����� ����� ����� ����� ����� �����6KHOO ��� ����� ����� ����� ����� ����� ����� ����� ����� �����6XQ ��� ����� ���� ����� ����� ����� ����� ����� ����� �����7H[DFR�



 ��� ����� ����� ����� ����� ����� ����� ����� ����� �����8QRFDO��




 ��� ����� ����� ����� ����� ����� ����� ����� ����� �����

�,QFOXGHV�/\RQGHOO�3HWUROHXP�XQWLO��������

�:LWKRXW�/\RQGHOO��EDVH�\HDU���������


��6WDQGDUG�RI�2KLR�XQWLO�����




�,QFOXGHV�6WDU�(QWHUSULVH�IURP������������




��,QFOXGHV�8QR�9HQ�IURP�����6RXUFH� 131)% ���������
$PLGVW� WKLV� SDQRUDPD� RI� JHQHUDOL]HG� SURGXFWLYLW\� LQFUHDVHV�� WZR� FRPSDQLHV� VHHP� WR� KDYH�EHHQ�PDUFKLQJ�WR�D�GLIIHUHQW�GUXPEHDW��$UFR�DQG�&LWJR���7KH�UHDVRQ�EHKLQG�$UFR
V�DSSDUHQW�VOXJJLVKQHVV� LV� UHDGLO\� LGHQWLILDEOH�� WKH� FRPSDQ\
V� WRWDO� VDOHV� ILJXUHV� IRU� ����� DQG� �����LQFOXGH� /\RQGHOO� 3HWUROHXP
V� JDVROLQH� VDOHV�� � /XPSLQJ� WRJHWKHU� /\RQGHOO
V� YROXPHV� ZLWK�WKRVH�RI�LWV�IRUPHU�RZQHU�GLVWRUWV�WKH�ODWWHU
V�SURGXFWLYLW\�ILJXUHV�IRU�WKRVH�\HDUV��DOO�WKH�PRUH�VR�VLQFH�/\RQGHOO�GLG�QRW�KDYH�DQ\�UHWDLO�VLWHV��ZKLFK�PHDQV�WKDW�LWV�VXEVWDQWLDO�VDOHV�YROXPH�KDV� WR�EH�SDUFHOHG�RXW�DPRQJ�$UFR
V� UHODWLYHO\�VPDOO�QXPEHU�RI� VLWHV��� �+RZHYHU�� LI�$UFR
V�SURGXFWLYLW\� LV� PHDVXUHG� VWDUWLQJ� LQ� WKH� \HDU� ������ RQH� FDQ� VHH� WKDW� WKH� FRPSDQ\
V�SHUIRUPDQFH�KDV�EHHQ�UHDVRQDEO\�JRRG���,Q� YLHZ� RI� WKH� DERYH�� DQG� LQ� WKH� DEVHQFH� RI� DQ\�PLWLJDWLQJ� FLUFXPVWDQFHV� VXFK� DV�WKRVH� LGHQWLILHG� LQ� WKH�FDVH�RI�$UFR��RQH�FDQ�RQO\�FRQFOXGH�WKDW�WKH�PDQQHU�LQ�ZKLFK�&LWJR�
��1RW�DOO�RI�WKHVH�FRPSDQLHV�SXEOLVK�LQIRUPDWLRQ�RQ�ZKDW�SURSRUWLRQ�RIWKHLU�JDVROLQH�YROXPHV�LV�VROG�WKURXJK�WKHLU�UHWDLOLQJ�QHWZRUNV���7KHUHIRUH��ZH�KDYH�KDG�WR�XVH�WKHLU�WRWDO�JDVROLQH�VDOHV�DV�DQ�LPSHUIHFW�SUR[\��VLQFH�WKLV�YROXPH�LQFOXGHV�FDUJRHV�RU�RGG�ORWV�VROG�WR�RWKHU�FRPSDQLHV����7KH�UDWH�RI�JURZWK�RI�$UFR
V�UHWDLOLQJ�SURGXFWLYLW\�KDV�EHHQ�OHVV�VSHFWDFXODU�WKDQ�WKDW�RI�LWV�SHHUV��EXW�WKLV�LV�SUREDEO\�EHFDXVH�WKH�FRPSDQ\�VHOOV�DOO�LWV�JDVROLQH�LQ�D�YHU\�PDWXUH�PDUNHW��WKH�86�:HVW�&RDVW��LQ�ZKLFK�LW�HQMR\V�D�GRPLQDQW�SRVLWLRQ��DERXW����SHU�FHQW�PDUNHW�VKDUH��



���
KDV�FRQGXFWHG�LWV�UHWDLOLQJ�RSHUDWLRQV�LQ�UHFHQW�\HDUV�KDV�EHHQ�YHU\�LQHIILFLHQW��WKH�KLJK�UDWH�RI�JURZWK�LQ�LWV�JDVROLQH�YROXPHV�LV�QRW�D�IXQFWLRQ�RI�KLJKHU�SURGXFWLYLW\�EXW�D�UHIOHFWLRQ�RI�WKH�XQEULGOHG�H[SDQVLRQ�RI� LWV� UHWDLOLQJ�QHWZRUN���ZLWK�&LWJR�EUDQGLQJ�PDQ\�RI�WKH�VWDWLRQV�VKHG� E\� WKH� RWKHU� PDMRUV� ZLWK� VHHPLQJO\� OLWWOH� WKRXJKW� IRU� ORJLVWLFDO� FRQVLGHUDWLRQV������*UDQWHG�� WKH� IDFW� WKDW� WKH� FRPSDQ\� FDUULHV� RXW� LWV� GLVWULEXWLRQ� WKURXJK� ���� LQGHSHQGHQW�MREEHUV� RU� FRPPLVVLRQHG� DJHQWV� JUHDWO\� UHGXFHV� LWV� RYHUKHDGV�� DV� ZHOO� DV� LWV� FDSLWDO� DQG�ORJLVWLFV� UHTXLUHPHQWV�� LQ� FRQWUDVW�� PRVW� RI� WKH� RWKHU� PDMRUV� VXSSO\� D� VL]DEOH� � DOEHLW�LQFUHDVLQJO\�VPDOOHU�� SURSRUWLRQ�RI�WKHLU EUDQGHG�VWDWLRQV�GLUHFWO\��VHH�7DEOH�7����������DQG�WKLV�FDQ�LQFUHDVH�GLVWULEXWLRQ�FRVWV�TXLWH�VXEVWDQWLDOO\���+RZHYHU��WKLV�VWLOO�GRHV�QRW�PHDQ�WKDW��&LWJR
V� JURZ�WLOO�\RX�GURS� SKLORVRSK\��� LV� FRPPHUFLDO�� HVSHFLDOO\� DV� RWKHU� FRPSDQLHV�ZKLFK�DOVR�HQWUXVW�MREEHUV�DQG�GHDOHUV�WR�FDUU\�RXW�D�ODUJH�SURSRUWLRQ�RI�WKHLU�IXHO�GLVWULEXWLRQ�KDYH�QRW�GLVSOD\HG�D�VLPLODU�SHQFKDQW�IRU�XQUHVWUDLQHG�H[SDQVLRQ�
7$%/(�7�������� *DVROLQH�'LVWULEXWLRQ�6HW�XSV�RI�6HOHFWHG�2LO�&RPSDQLHV�LQ�WKH�86�������7RWDO�EUDQGHG�RXWOHWV� +RZ�VXSSOLHG�'LUHFWO\ 7KURXJK�MREEHUV��DJHQWV$PRFR ����� ����� �����$UFR ����� ����� ���%3 ����� ����� �����&KHYURQ ����� ����� �����&LWJR ������ �� ������&RQRFR ����� ��� �����([[RQ ����� ����� �����0DUDWKRQ ����� ��� �����0RELO ����� ����� �����3KLOOLSV ����� ��� �����6KHOO ����� ����� �����6WDU�(QWHUSULVH ����� ����� �����6XQ ����� ����� �����7H[DFR ����� ����� �����8QRFDO ����� ����� �8QR�9HQ ����� �� �����
6RXUFH� 131)%������

��,W� VKRXOG� EH� NHSW� LQ�PLQG� WKDW�� XS� XQWLO� WKH� MRLQW� YHQWXUH� DJUHHPHQW�ZLWK�/\RQGHOO�ZDV� FRQFOXGHG��&LWJR
V� FKURQLF� VKRUW� SRVLWLRQ� LQ� JDVROLQH� PHDQW� WKDW� LW� KDG� WR� FRYHU� D� VL]DEOH� SURSRUWLRQ� RI� LWV�FRQWUDFWXDO�FRPPLWPHQWV�ZLWK�VSRW�PDUNHW�SXUFKDVHV���(YHQ�DIWHU�WKLV�DFTXLVLWLRQ��KRZHYHU��&LWJR�VWLOO�KDV� WR�EX\� ODUJH�YROXPHV�RI�JDVROLQH� WR� VXSSO\� LWV�GLVWULEXWRUV� LQ� WKH�0LG�:HVW�� �)RUPHU�&(2�5DOSK�&XQQLQJKDP�VDLG� LQ������ WKDW� WKH�FRPSDQ\
V��FKURQLF�VKRUWDJH�RI�SURGXFWV�>PDGH@�D�UHILQHU\�EX\�>LQ�WKH�0LG�:HVW@�QHFHVVDU\���862:��-XQH����������������7KLV�VWDWHPHQW�LV�SX]]OLQJ�EHFDXVH�WKH�SURGXFW�GHILFLW�LV�RI�WKH�FRPSDQ\
V�RZQ�PDNLQJ���,QGHHG��LW�ZRXOG�KDYH�PDGH�IDU�PRUH�VHQVH�KDG�&XQQLQJKDP�VDLG�WKDW�&LWJR
V�SURGXFW�GHILFLW�PDGH�WKH�VKHGGLQJ�RI�VRPH�RI�LWV�PDUJLQDO�VWDWLRQV�QHFHVVDU\���,QVWHDG��&LWJR�KDV�GHFODUHG�WKDW�LW�DQWLFLSDWHV�WKDW��LWV�SXUFKDVHG�SURGXFW�UHTXLUHPHQWV�ZLOO�FRQWLQXH�WR�LQFUHDVH��LQ�YROXPH�DQG�DV�D�SHUFHQWDJH�RI�UHILQHG�SURGXFWV�VROG��LQ�RUGHU�WR�PHHW�PDUNHWLQJ�GHPDQGV���&LWJR��6���$���������������$�IHOLFLWRXV�SKUDVH�FRLQHG�E\862: �$XJXVW��������������



���
7KH�UHDVRQ�EHKLQG�WKLV�GLIIHUHQFH�LQ�EHKDYLRXU�LV�HDV\�WR�SLQSRLQW��XQOLNH�&LWJR��RWKHU�PDMRU�86� RLO� FRPSDQLHV� KDYH� QRW� EHHQ�ZLOOLQJ� WR� LPSOHPHQW� D� FRPPHUFLDO� SROLF\� SUHGLFDWHG� RQ�VXEVWDQWLDO�GLVFRXQWV�LQ�RUGHU�WR�DWWUDFW�LQGHSHQGHQW�MREEHUV�WR�WKHLU�RUELWV���7KHLU�UHOXFWDQFH�WR�GR�VR�LV�D�FRQVHTXHQFH�RI�WKH�RSSRUWXQLW\�FRVWV�RI�VXFK�D�SROLF\���&LWJR�VHOOV�JDVROLQH�WR�LWV�MREEHUV�XQGHU�D�TXDVL�QHWEDFN�IRUPXOD�ZKLFK�OLQNV�WKH�SULFH�RI�WKHLU�JDVROLQH�YROXPHV�WR�WKH�SUHYDLOLQJ�UHWDLO�SULFH�IRU�WKHLU�VSHFLILF�ORFDWLRQ��PLQXV�D�QHW�GLVFRXQW��HTXLYDOHQW�WR�D�JURVV�UHWDLOLQJ�PDUJLQ�RI�DERXW�WHQ�FHQWV�D�JDOORQ��RU������86'�%EO���� $W�ILUVW�JODQFH��WKLV�PDUJLQ�GRHV� QRW� DSSHDU� XQGXO\� PXQLILFHQW�� LW LV� HTXLYDOHQW� WR� WKH� KLVWRULFDO� DYHUDJH� EUHDN�HYHQ�PDUJLQ�IRU�JDVROLQH�UHWDLOLQJ� LQ� WKH�86����DQG� LW� LV� LQ�HYHU\�ZD\�FRPSDUDEOH�WR�WKH�PDUJLQV�ZKLFK� WKH�GLVWULEXWRUV�RI�RWKHU�RLO�FRPSDQLHV�FDQ�DFKLHYH�IRU�HYHU\�JDOORQ�RI�JDVROLQH� WKH\�VHOO���&LWJR
V�JHQHURVLW\�EHFRPHV�UDWKHU�PRUH�DSSDUHQW�ZKHQ�RQH�WKLQNV�WKDW�LWV�VDOHV�IRUPXOD��LQ�WKH�VDPH�ZD\�DV�D�QHWEDFN�� JXDUDQWHHV�WKLV�PDUJLQ�WR�LWV�MREEHUV�DQG�FRPPLVVLRQHG�DJHQWV�IRU�HYHU\�JDOORQ�RI�JDVROLQH�WKH\�EX\���7KHUHIRUH��WKH�IRUPXOD�JLYHV�WKHVH�DJHQWV�DQ�XQXVXDO�GHJUHH� RI� IUHHGRP� WR� XQGHUFXW� FRPSHWLWRUV� LQ� WKHLU� ORFDOLWLHV����ZKLFK� LQ� WXUQ�ZRXOG� LPSO\�WKDW�D�VXEVWDQWLDO�SURSRUWLRQ�RI�&LWJR
V�UHWDLOLQJ�VLWHV�FDQ�RQO\�EH�PDUJLQDOO\�SURILWDEOH�IRU�WKH�FRPSDQ\�� �7KLV�� RI� FRXUVH��PXVW� EH� SDUWLFXODUO\� WUXH� IRU� DOO� WKRVH� VLWHV�ZKLFK�&LWJR�KDV� WR�VXSSO\�ZLWK�JDVROLQH�DFTXLUHG� LQ� WKH�VSRW�PDUNHW�� �&RQILUPDWLRQ�RI� WKH�UDWKHU�VOLP�PDUJLQV�ZKLFK�&LWJR�REWDLQV�LQ�LWV�FDSDFLW\�DV�PDMRU�ZKROHVDOH�UHVHOOHU�RI�OLJKW�IXHOV�FDQ�EH�IRXQG�LQ�WKH�FRPSDQ\
V�ILOLQJV�WR�WKH�6(&���7KH�IDFW�WKDW�&LWJR�UHOLHV�RQ�LQGHSHQGHQW�GHDOHUV��DV�RSSRVHG�WR�LWV��RZQ��SXPSV��WR�PRYH�DOO�LWV�JDVROLQH�YROXPHV�KDV�DQRWKHU��YHU\�LPSRUWDQW��LPSOLFDWLRQ���7KRVH�RLO�FRPSDQLHV�WKDW� IXOO\�FRQWURO� WKHLU�SXPSV�FDQ� �DQG� UHSXWHGO\��GR�� WDNH�DGYDQWDJH�RI� WKH��VWLFNLQHVV��RI�UHWDLO�SURGXFW�PDUNHWV�WR�GHOD\�WKH�WUDQVPLVVLRQ�RI�FKDQJHV�LQ�FUXGH�SULFHV�GRZQ�WR�WKH�UHWDLO�OHYHO� �D� SUDFWLFH� ZKLFK� ZH� FDQ� GHVLJQDWH� PDUNHW� PLFUR�PDQDJHPHQW�� IRU� ZDQW� RI� D� EHWWHU�WHUP��� � 2LO� FRPSDQLHV� FDQ� PLFUR�PDQDJH� HLWKHU� E\� NHHSLQJ� UHWDLO SULFHV� FRQVWDQW� DQG�DEVRUELQJ�DQ\�FUXGH�SULFH�LQFUHDVHV�GXULQJ�EXOO�PDUNHW�VSHOOV��D�JHQHURXV�FRQGXFW�ZKLFK�WKH�
��3,:��$SULO���������������3,: REVHUYHG�WKDW�&LWJR
V�DUUDQJHPHQW��LV�XQFKDUDFWHULVWLF�RI�WKH�86�UHWDLO�PRWRU�IXHO�LQGXVWU\�DQG�FRXOG�SRWHQWLDOO\�UHYROXWLRQL]H�WKH�JDVROLQH�GLVWULEXWLRQ�V\VWHP����(&��$SULO ��������������6PDOO�ZRQGHU� WKDW� WKH�MREEHUV�RI�RWKHU�RLO�FRPSDQLHV�ILQG�LW�VR�GLIILFXOW� WR�FRPSHWH�DJDLQVW�&LWJR
V���)RU� LQVWDQFH�� 6KHOO�86$
V� MREEHUV� LQ� WKH�(DVW�&RDVW� KDYH� FRPSODLQHG� WKDW� WKH� FRPSDQ\
V� UDFN�SULFHV�OHDYHV�WKHP�RSHQ�WR�XQGHUFXWWLQJ�E\�&LWJR
V�MREEHUV���6KHOO�KDV�UHIXVHG�WR�FRPSHWH�RQ�SULFH�WHUPV�ZLWK�&LWJR�� VD\LQJ� WKDW� WKH� ODWWHU� GRHV� QRW� EHKDYH� OLNH� D�PDMRU� RLO� FRPSDQ\�ZRXOG� �862:�� 6HSWHPEHU� ���������������0DUJLQV�RQ�SXUFKDVHG�SURGXFWV�������DUH�VRPHZKDW�ORZHU�WKDQ�PDUJLQV�RQ�SURGXFHG�SURGXFWV�GXH�WR�WKH�IDFW�WKDW�&LWJR�FDQ�RQO\�UHFHLYH�WKH�PDUNHWLQJ�SRUWLRQ�RI�WKH�WRWDO�PDUJLQ�UHFHLYHG�RQ�WKH�SURGXFHG�UHILQHG�SURGXFWV��+RZHYHU��SXUFKDVHG�SURGXFWV�DUH�QRW�VHJUHJDWHG�IURP�&LWJR�SURGXFHG�SURGXFWVDQG�PDUJLQV�PD\�YDU\�GXH�WR�PDUNHW�FRQGLWLRQVDQG�RWKHU�IDFWRUV�EH\RQG�WKH�&RPSDQ\
V�FRQWURO���$V�VXFK��LW�LV� GLIILFXOW� WR� PHDVXUH� WKH� HIIHFWV� RQ� SURILWDELOLW\� RI� FKDQJHV� LQ� YROXPHV� RI� SXUFKDVHG� SURGXFWV>�@���&LWJR��6���$���������������&LWJR
V�UHILQHG�SURGXFW�SXUFKDVHV�UHSUHVHQWHG���������������DQG�����RI�WKH�FRPSDQ\
V�WRWDO�FRVW�RI�VDOHV�IRU�WKH�\HDUV������������������DQG�������UHVSHFWLYHO\��LELG���



���
SXEOLF�DW� ODUJH�GRHV�QRW�EHOLHYH� WKH\�IROORZ�DW�DOO����RU�E\�IUHH]LQJ�UHWDLO�SULFHV�DW� WLPHV�RI�IDOOLQJ�FUXGH�SULFHV��D�FRXUVH�RI�DFWLRQ�ZKLFK�WKH\�DUH�RIWHQ�DFFXVHG�RI�LQGXOJLQJ�LQ���� 7KH�IUHTXHQF\�DQG�H[WHQW�RI��SUHGDWRU\�PLFUR�PDQDJHPHQW��LV�D�PDWWHU�RI�FRQWHQWLRQ��DV�'XII\�'HQR�QRWHV�LQ�KLV�OLWHUDWXUH�UHYLHZ�RQ�WKH�VXEMHFW�RI�UHWDLO�SULFH�DV\PPHWULHV��DFDGHPLF�DQG�JRYHUQPHQW� HFRQRPHWULF� DQDO\VHV� RI� WKH� 86� JDVROLQH�PDUNHW� KDYH� QRW� EHHQ� DEOH� WR� UHMHFW�GHFLVLYHO\� WKH� K\SRWKHVLV� RI� SULFH� V\PPHWU\� EHWZHHQ� UHWDLO� JDVROLQH� SULFHV� DQG�ZKROHVDOH�JDVROLQH� DQG� FUXGH� RLO� SULFHV��� ,Q� DQ\� FDVH�� ZKDWHYHU� WKH� WUXH� H[WHQW� RI� PDUNHW� PLFUR�PDQDJHPHQW� WKURXJKRXW WKH� LQGXVWU\�PLJKW� EH�� LW� VKRXOG� EH� VWUHVVHG� WKDW�&LWJR� LV� QRW� LQ� D�SRVLWLRQ� WR� HQJDJH� LQ� WKLV� SUDFWLFH� �ZKLFK� FRXOG�PDNH� LW� ZRUWK� DQ� RLO� FRPSDQ\
V�ZKLOH� WR�LQWHJUDWH�LQWR�UHWDLOLQJ����&LWJR
V�ZKROHVDOH�SULFLQJ�PHFKDQLVP�PHDQV�WKDW��RQ�WKH�RQH�KDQG��LW�FDQQRW� IUHH]H� LWV� UHWDLO� SULFHV� GXULQJ� EXOO� PDUNHW� VSHOOV� �EHFDXVH� LW� ZRXOG� VTXHH]H� LWV�GLVWULEXWRUV��DQG��RQ�WKH�RWKHU�KDQG��WKDW�LW�ZRXOG�SUREDEO\�QRW�NHHS�LWV�UHWDLO�SULFHV�XS�GXULQJ�D�EHDULVK�VSHOO�IRU�H[�UHILQHU\�SULFHV��EHFDXVH�LWV�GHDOHUV�ZRXOG�UHDS�DOO�WKH�ILQDQFLDO�EHQHILWV�LI�LW�GLG��&LWJR
V�JDVROLQH�EXVLQHVV�� WKHQ��KDV�EHHQ�D�VXFFHVV� LQ�DSSHDUDQFH�RQO\��EHFDXVH� WKH�H[SDQVLRQ�RI�LWV�UHWDLOLQJ�V\VWHP�DQG�WKH�JURZWK�LQ�LWV�JDVROLQH�VDOHV�KDYH�EHHQ�DFKLHYHG�DW�D�FRVW�ZKLFK�DOPRVW�DQ\�RWKHU�RLO�FRPSDQ\�ZRXOG�KDYH�IRXQG�SURKLELWLYH���2U��WR�SXW�LW�DQRWKHU�ZD\��&LWJR
V� UHWDLOLQJ�RSHUDWLRQV�KDYH�EHHQ�SURILWDEOH�RQO\�EHFDXVH�3'96$�KDV�VXEVLGLVHG�WKHP��RQ�WKH�JURXQGV�WKDW�VXFK�LV�WKH�SULFH�WKDW�LW�KDV�KDG�WR�SD\�IRU�WKH�GXELRXV�SULYLOHJH�RI�EHLQJ�SUHVHQW�LQ DOO�WKH�SULPDU\�OLQNV�RI�WKH�LQGXVWULDO�FKDLQ�RI�RLO�������9HUWLFDO�0DUNHW�)DLOXUHV��WKH�7UXH�0RWLYHV�EHKLQG�3'96$
V�,QWHUQDWLRQDOLVDWLRQ"7KH�PDUNHW�LV�D�ZRQGHUIXO�WKLQJ)ULHGULFK�+D\HN8QGHU� WKH� DVVXPSWLRQV� RI� WKH� SHUIHFW� FRPSHWLWLRQ� SDUDGLJP� � WKH� FRUQHUVWRQH� RI� WKH�QHRFODVVLFDO� WKHRU\� RI� WKH� ILUP� � D� ILUP� LV� �D� GLPHQVLRQOHVV� DQG� LQGLYLVLEOH�GHFLVLRQ�WDNLQJ�
��$OWKRXJK�WKHUH�DUH�VRPH�FRPSDQLHV�WKDW�ZLOO�UHDGLO\�WDNH�FUHGLW�IRU�LW��VHH�$UFR�������������$V�'XII\�'HQR� ������� ���� QRWHV�� �WKH� W\SLFDO� FRQVXPHU�RI�JDVROLQH� LQ� WKH�86$�DSSHDUV� WR�EHOLHYH�WKDW� UHWDLO� JDVROLQH�PDUNHWV� DUH� FKDUDFWHULVHG� E\� SULFH� DV\PPHWULHV�� � ,Q� UHVSRQVH� WR� KLJKHU� FUXGH� RLO�SULFHV�DQG��KHQFH��KLJKHU�ZKROHVDOH�SULFHV��UHWDLO��SXPS��SULFHV�ULVH�TXLFNO\�DQG�FRPSOHWHO\���%XW�ZKHQ�ZKROHVDOH�SULFHV�GHFOLQH��UHWDLO�SULFHV�IDOO�DW�D�PXFK�VORZHU�UDWH�DQG�PD\�QRW�IXOO\�DGMXVW�WR�WKH�ORZHU�ZKROHVDOH�SULFH�HQYLURQPHQW���7KLV�SHUFHSWLRQ�KDV�OHDG�>VLF�@�PDQ\�DQ�RLO�LQGXVWU\�H[HFXWLYH�WR�GHIHQG�KLV� SULFLQJ� VWUDWHJLHV� EHIRUH� 86� FRQJUHVVLRQDO� LQTXLULHV��� �7KH� SHUFHSWLRQ� KDV� DOVR� SURPSWHG� WKUHH�LQTXLULHV�E\�WKH�0RQRSROLHV�DQG�0HUJHUV�&RPPLVVLRQ�LQ�WKH�8.��VHH�%DFRQ����������������'XII\�'HQR��RS��FLW��������$OO�RI�WKHVH�VWXGLHV�KDYH�EHHQ�EDVHG�RQ�QDWLRQDO�SULFHV�ZKLFK�PD\�QRW�EH�UHDOO\� VXLWDEOH� IRU� VWXG\LQJ� WKH� G\QDPLFV� RI� ORFDO� PDUNHWV�� � %DFRQ� �������� KRZHYHU�� KDV� DUULYHG� DW�VRPHZKDW�PRUH�FRQFOXVLYH�UHVXOWV�IRU�WKH�8.�PDUNHW���2Q�RQH�RFFDVLRQ��DQ�LQVWLWXWLRQDO�DGYLVRU�FDXWLRQHG�SHQVLRQ�IXQGV�DJDLQVW�EX\LQJ�6RXWKODQG��&LWJR
V�IRUPHU�SDUHQW��VKDUHV��UHPDUNLQJ�� SURSKHWLFDOO\��DV�LW�WXUQHG�RXW�� WKDW��MXVW�EHFDXVH�WKH\�KDYH�JDVROLQH�VWDWLRQV�GRHVQ
W�PHDQ�WKDW�WKH\�FDQ�PDNH�PRQH\���,3)��'HFHPEHU���������������3'96$�ZRXOG�VHHP�WR�GHVHUYH�H[DFWO\�WKH�VDPH�FULWLFLVP���&LWJR�QRZ�HQYLVDJHV�D�\HDUO\�JURZWK�UDWH�LQ�JDVROLQH�VDOHV�RI��RQO\��HLJKW��DV�RSSRVHG�WR�WZHQW\��SHUFHQW�DQG�KDV�GHFODUHG�WKDW�LW�ZLOO�OLPLW�LWV�JDVROLQH�VLWHV�WR�D�PD[LPXP�RI�DURXQG���������862:��6HSWHPEHU��������������



���
XQLW�� ZKLFK� DSSHDUV� �TXLWH� XQUHFRJQL]DEOH� WR� HYHQ� WKH�PRVW� VXSHUILFLDO� REVHUYHU� RI� DFWXDO�ILUPV� RSHUDWLQJ� LQ� DQ� RUGLQDU\� LQGXVWULDO� FRQWH[W����� DV RSSRVHG� WR� DQ� LGHDO� ZRUOG� ZKHUH�WKLQJV� OLNH� H[WHUQDOLWLHV�� FXUUHQFLHV�� JRYHUQPHQWV� DQG� WD[HV�GR�QRW� H[LVW�� �7KLV�SDUDGLJP� LV�RQO\� UHODWLYHO\� XVHIXO� IRU� WDFNOLQJ� TXHVWLRQV� UHODWHG� WR� WKH� RUJDQLVDWLRQDO� FKRLFH� RI� ILUPV� �VXFK� DV� �ZKDW� IDFWRUV� GHWHUPLQH� WKH� LQVWLWXWLRQDO� DUUDQJHPHQWV� WKDW� JRYHUQ� VXSSO\�UHODWLRQVKLSV� EHWZHHQ� LQSXW� VXSSOLHU� DQG� WKHLU� FXVWRPHUV"� � :K\� DUH� VRPH� WUDQVDFWLRQV�LQWHUQDOLVHG�WKURXJK�YHUWLFDO�LQWHJUDWLRQ"�:K\�DUH�PDQ\�WUDQVDFWLRQV�JRYHUQHG�E\�ORQJ�WHUP�FRQWUDFWV"��:KDW�GHWHUPLQHV�WKH�VWUXFWXUH�RI�VXFK�FRQWUDFWV�DQG�ZK\�DUH�WKH\�XVHG�LQVWHDG�RI�VLPSOH� VSRW� WUDQVDFWLRQV"��� � IRU� WKH� VLPSOH� UHDVRQ� WKDW� LWV� SRLQW� RI� GHSDUWXUH� LV� WKDW��UHJDUGOHVV�RI�KRZ�D�ILUP�LV�RUJDQLVHG��LW�ZLOO�DOZD\V�IDFH�D�SHUIHFWO\�HODVWLF�GHPDQG�IXQFWLRQ�LQ� D� IULFWLRQOHVV�PDUNHW�� �7KLV�YLVLRQ� LV��RI�FRXUVH�� WRR�VLPSOLVWLF��PDQ\� ILUPV�HQMR\�D�QRQ�QHJOLJLEOH�DPRXQW�RI�PDUNHW�SRZHU��ZKLFK�WKH\�PD\�H[SORLW�WR�WKH�GHWULPHQW�RI�RWKHU�ILUPV��DQG��PRUH� LPSRUWDQWO\��PDQ\�PDUNHWV� DUH� IDU� IURP�EHLQJ� �ZRQGHUIXO�� �EHFDXVH� WKH� FRVW� RI�WUDQVDFWLQJ�LQ�WKHP�LV�WRR�KLJK��7KHVH� WZR� IDFWV� RI� OLIH� FDQ� EHVW� EH� LQFRUSRUDWHG� LQWR� D� WKHRU\� RQ� WKH� EHKDYLRXU� RI�ILUPV�LI��DV�WUDQVDFWLRQLVW�DSSURDFKHV�WR�LQGXVWULDO�HFRQRPLFV�GR��RQH��VWDWHV�WKH�TXHVWLRQ�RI�HFRQRPLF�RUJDQLVDWLRQ�DV�D�SUREOHP�LQ�FRQWUDFWLQJ���� $V�RQH�RI�WKH�PDLQ�SURSRQHQWV�RI�WKLV�DSSURDFK� H[SODLQV�� WUDQVDFWLRQ�FRVW� HFRQRPLFV� �WULHV� WR� LGHQWLI\� D� VHULHV� RI� HQYLURQPHQWDO�IDFWRUV�ZKLFK�H[SODLQ� WKH�FLUFXPVWDQFHV�XQGHU�ZKLFK�LW�ZLOO�EH�FRVWO\�WR�ZULWH��H[HFXWH�DQG�HQIRUFH�FRPSOH[�FRQWLQJHQW�FRQGLWLRQV�FRQWUDFWV���DQG�ZKLFK�PLJKW�SURPSW�ILUPV��WR�DYRLG�WKH� PDUNHW� DOWRJHWKHU� DQG� WR� UHVRUW� WR� KLHUDUFKLFDO�PRGHOV� RI� RUJDQLVDWLRQ����� OLNH� YHUWLFDO�LQWHJUDWLRQ�� �$W�ILUVW�JODQFH�� WKHUH�VHHPV�WR�EH�QR�SODFH�ZLWKLQ�WKLV�WKHRUHWLFDO�DSSURDFK�IRU�WZR�RI�WKH�PRVW�SRSXODU�PRWLYHV�SXW�IRUZDUG�WR�H[SODLQ�ILUPV
�GHFLVLRQV�WR�LQWHUQDOLVH�FHUWDLQ�WUDQVDFWLRQV��FUHDWLQJ�RSSRUWXQLWLHV�IRU�WKH�H[HUFLVH�RI�PRQRSRO\�SRZHU��RQ�WKH�RQH�KDQG��DQG�DFKLHYLQJ�WHFKQRORJLFDO�DQG�VFDOH�HFRQRPLHV��RQ�WKH�RWKHU���8SRQ�PRUH�FDUHIXO�FRQVLGHUDWLRQ��KRZHYHU�� RQH� FDQ� VHH� WKDW� WKLV� LV�QRW� WKH� FDVH��PRQRSRO\�DQG�KLJK� WUDQVDFWLRQ�FRVWV� DUH� LQ�UHDOLW\� QRWKLQJ�PRUH� WKDQ� RSSRVLWH� DQG� FRPSOHPHQWDU\� VLGHV� RI� WKH� VDPH� FRLQ� �RQH� ILUP
V�PRQRSRO\� SRZHU� LV� VRPH� RWKHU� ILUP
V� WUDQVDFWLRQDO� QLJKWPDUH����� DQG� WKHUH� LV� QR�WHFKQRORJLFDO� HIILFLHQF\� LVVXH� ZKLFK� FDQQRW� EH� IXOO\� DQG� DGHTXDWHO\� H[SUHVVHG� DV� D�FRQWUDFWLQJ�SUREOHP���
��+D\�DQG�0RUULV������������-RVNRZ��������������:LOOLDPVRQ������������:LOOLDPVRQ�������������$�SRLQW�RYHUORRNHG�E\�QHRFODVVLFDO�DSSURDFKHV�WR�YHUWLFDO�LQWHJUDWLRQ���,W� LV� RIWHQ� DVVXPHG� WKDW� WKHUH� DUH� FHUWDLQ� VXFFHVVLYH� SURFHVVHV� ZKLFK�� RQ� VWULFWO\� WHFKQRORJLFDO�JURXQGV��KDYH�WR�EH�RUJDQLVHG�E\�RQH�ILUP���7KLV�DVVXPSWLRQ�LV�IRU�WKH�PRVW�SDUW�XQZDUUDQWHG���7DNH�WKH�FDVH�RI� WKH� VWHHO� LQGXVWU\� �DQ� LQGXVWU\�ZKHUH� WKHUPDO� HFRQRPLHV� DUH� RI� WKH�XWPRVW� LPSRUWDQFH��� �7KH�UHDVRQ�ZK\�KRW�PHWDO�SURGXFWLRQ�DQG�VWHHO�PDNLQJ�DUH�DOPRVW�DOZD\V�IRXQG�XQGHU�FRPPRQ�RZQHUVKLS�LV� WKDW� KRW�PHWDO� WUDGLQJ�� DOWKRXJK�QRW� WHFKQRORJLFDOO\� LQHIILFLHQW�SHU� VH�� LV� IUDXJKW�ZLWK� WUDQVDFWLRQDO�SUREOHPV��VHH�6WXFNH\�DQG�:KLWH��RS��FLW���



���
$FFRUGLQJ� WR� WUDQVDFWLRQLVW� HFRQRPLVWV�� YHUWLFDO� LQWHJUDWLRQ� FDQ� EH� D� JRRG�RUJDQLVDWLRQDO�VWUDWHJ\�IRU�ILUPV�WKDW�HLWKHU�KDYH�WR�IDFH�D�ELODWHUDO�PRQRSRO\�LQ�WKH�SURGXFWV�WKH\�VHOO�RU�WKH�IHHGVWRFNV�WKH\�XWLOLVH��WKDW�PDLQWDLQ�YHUWLFDO�PDUNHW�UHODWLRQVKLSV�ZLWK�ILUPV�ZKRVH�PDUNHW�SRZHU�JUHDWO\�H[FHHGV�WKHLU�RZQ��WKDW�KDYH�WR�VHOO�WKHLU�SURGXFWV�LQ�LPPDWXUH��XQGHYHORSHG� PDUNHWV�� RU� ILQDOO\�� WKDW� DUH� LQ� D� SRVLWLRQ� WR� SULFH�GLVFULPLQDWH� DPRQJ� WKHLU�FXVWRPHUV��,Q�WKH�IROORZLQJ�VHFWLRQV��ZRUNLQJ�XQGHU�WKH�DVVXPSWLRQ�WKDW�3'96$�PLJKW�KDYH�FKRVHQ�QRW� WR�UHYHDO� WKH��WUXH��JURXQGV�EHKLQG� LWV� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��ZH�VKDOO�LQYHVWLJDWH� ZKHWKHU� DQ\� RI� WKHVH� PRWLYHV� IRU� YHUWLFDO� LQWHJUDWLRQ� FDQ� H[SODLQ� 3'96$
V�GRZQVWUHDP�H[SDQVLRQ�� �2XU�FRQFOXVLRQ� LQ� WKLV� UHJDUG� LV�TXLWH�SDUDGR[LFDO��YHUWLFDO�PDUNHW�IDLOXUHV�KDYH�QRW�UHDOO\�LQIOXHQFHG�3'96$
V�LQWHUQDWLRQDOLVDWLRQ�SROLF\��HYHQ�WKRXJK�WKH\�DUH�HQGHPLF�LQ�WKH�PDUNHW�LQ�ZKLFK�WKH�FRPSDQ\�SDUWLFLSDWHV�7KHUH�LV�D�IXUWKHU�LQFHQWLYH�IRU�YHUWLFDO�LQWHJUDWLRQ�ZKLFK�ZH�ZLOO�FRQVLGHU�LQ�D�ODWHU�FKDSWHU��QDPHO\��WKDW�D�YHUWLFDOO\�LQWHJUDWHG�PXOWLQDWLRQDO�FRUSRUDWLRQ�FDQ�XVH�WUDQVIHU�SULFHV�WR�VKLIW�SURILWV�EHWZHHQ�FRXQWULHV��DQG�VR�UHGXFH�LWV�WD[�SD\PHQWV��DW�OHDVW�LI�WD[�UDWHV�GLIIHU�VLJQLILFDQWO\�EHWZHHQ�WKH�YDULRXV�FRXQWULHV�LQ�ZKLFK�LW�RSHUDWHV���7KH�UHDVRQ�IRU�WKLV�RPLVVLRQ�LV�WKDW�WD[�RSWLPLVDWLRQ�IDOOV�ZLWKLQ�RXU�DUELWUDULO\�GUDZQ�ERXQGDU\�IRU��SROLWLFDOO\�PRWLYDWHG��DFWLRQV��WD[HV�DQG�GLIIHUHQWLDO�WD[�UDWHV��DIWHU�DOO��DUH�QRW�LQWULQVLF�IHDWXUHV�RI�PDUNHWV���������%LODWHUDO�0RQRSRO\�LQ�WKH�0DUNHW�IRU�+HDY\�6RXU�&UXGHV2QH� RI� WKH� FHQWUDO� FRQFHUQV� RI� WUDQVDFWLRQ� FRVW� HFRQRPLFV� LV� WKH� FRQGLWLRQ� RI� ELODWHUDO�PRQRSRO\�EURXJKW�DERXW�E\�DVVHW�VSHFLILFLW\���$V�:LOOLDPVRQ�QRWHV���XQGHU�D�VPDOO�QXPEHUV�FRQGLWLRQ�� WKH� VLWXDWLRQ� RI� H[FKDQJH� LV� JUHDWO\� WUDQVIRUPHG� �� �� �� >7KH@� SUREOHP� RI� ELODWHUDO�PRQRSRO\�������>LV�WKDW@�WKH�FRXQWHUSDUWV�KDYH�DQ�LQFHQWLYH�WR�H[FKDQJH�WKH�TXDQWLW\�WKDW�MRLQWO\�PD[LPLVHV�WKHLU�SURILWV��EXW�WKH\�DOVR�WHQG�WR�VSHQG�FRQVLGHUDEOH�UHVRXUFHV�LQ�KDJJOLQJ�RYHU�WKH�SULFH�DW�ZKLFK�WKH�H[FKDQJH�KDV�WR�WDNH�SODFH���� 6XFK�KDJJOLQJ�LV�SUREOHPDWLF�EHFDXVH�LW�ZLOO�DOZD\V�WDNH�SODFH�XQGHU�FRQGLWLRQV�RI�RSSRUWXQLVWLF�EHKDYLRXU�DQG�ERXQGHG�UDWLRQDOLW\���7KLV� LQFUHDVHV� WKH� WUDQVDFWLRQ� FRVWV� ZKLFK� WKH� SDUWLHV� WR� D� FRPPHUFLDO� DJUHHPHQW� KDYH� WR�IDFH�� IRU� WZR�UHDVRQV�� �)LUVWO\��RSSRUWXQLVP�LPSOLHV� WKDW�FRPPHUFLDO�FRXQWHUSDUWV�FDQ�PDNH�HPSW\ WKUHDWV� RU� SURPLVHV�� LQ� WKH� H[SHFWDWLRQ� WKDW� WKH\�ZLOO� UHDS� VRPH� DGYDQWDJH� IURP� VR�GRLQJ����VHFRQGO\��ERXQGHG�UDWLRQDOLW\�OLPLWV�WKH�UHDFK�RI�SODQQLQJ��DQG�PDNHV�LW�LPSRVVLEOH�WR�DVFHUWDLQ�ZKHWKHU�WKH�SUREOHPV�WKDW�PLJKW�VXUIDFH�GXULQJ�WKH�OLIHWLPH�RI�D�FRQWUDFW�DUH�WKH�

��:LOOLDPVRQ�������������,Q� WKHRU\�� LQ� WKH� DEVHQFH� RI�DQ\� RQH RI� WKH� IROORZLQJ� WKUHH� FRQGLWLRQV� �DVVHW� VSHFLILFLW\�� ERXQGHG�UDWLRQDOLW\�DQG�RSSRUWXQLVP���WKH�PDUNHW�ZLOO�DOORFDWH�UHVRXUFHV�HIIHFWLYHO\��VHH�.D\�����������������,Q�WKLV� VHFWLRQ� ZH� KDYH� JLYHQ� WKH� ILUVW� FRQGLWLRQ� SUHFHGHQFH� RYHU� WKH� RWKHU� WZR� EHFDXVH�� ZKHUHDV� LW� LV�SRVVLEOH� WR� LPDJLQH� PDQ\�UHDO VLWXDWLRQV� ZKHUH� DVVHW� VSHFLILFLW\�PLJKW� QRW H[LVW�� WKH� VDPH� SUREDEO\�FDQQRW�EH�VDLG�IRU�RSSRUWXQLVP��DQG�FHUWDLQO\�FDQQRW�EH�VDLG�IRU�ERXQGHG�UDWLRQDOLW\���7KLV�LV�ZKDW�6FKHOOLQJ��������FDOOV��VWUDWHJLF�PLVUHSUHVHQWDWLRQ��



���
UHVXOW�RI�JHQXLQHO\�XQIRUHVHHQ�FLUFXPVWDQFHV�� UDWKHU� WKDQ�RI�D�FRXQWHUSDUW
V�GHOLEHUDWH�QRQ�FRPSOLDQFH�ZLWK�FRQWUDFWXDO�WHUPV�DQG�FRQGLWLRQV���7KH�VLPXOWDQHRXV�SUHVHQFH�RI�VPDOO�QXPEHUV�FRQGLWLRQV��VWRFKDVWLF�PDUNHWV��ERXQGHG�UDWLRQDOLW\�DQG�RSSRUWXQLVWLF�EHKDYLRXU�LQ�UHFXUUHQW�WUDQVDFWLRQV�SRVHV�D�GLOHPPD�WKH� SDUWLHV� WKDW� FRQWUDFW� QRZ� NQRZ� WKDW� ODWHU� RQ� WKHUH� ZLOO� EH� JDLQV� IURP� WUDGH�EHWZHHQ�WKHP�WR�EH�H[SORLWHG���,W�LV�LPSRUWDQW�WKDW�WKHVH�JDLQV�IURP�WUDGH�EH�H[SORLWHG�FRUUHFWO\��L�H��� WKDW�WKHUH�EH�DQ�HIILFLHQW�DPRXQW�RI�WUDGLQJ�H[�SRVW��DQG�WKDW�WKH\�EH�GLYLGHG� SURSHUO\� LQ� RUGHU� WR� LQGXFH� WKH� HIILFLHQW� DPRXQW� RI� VSHFLILF� LQYHVWPHQW� H[�DQWH� �� �� �� >+RZHYHU�@�XQGHU�ELODWHUDO�PRQRSRO\��HDFK�SDUW\�ZDQWV� WR�DSSURSULDWH� WKH�FRPPRQ� VXUSOXV�H[�SRVW�� WKXV� MHRSDUGLVLQJ� WKH�HIILFLHQW� UHDOLVDWLRQ�RI� WUDGH�H[�SRVWDQG�WKH�HIILFLHQW�DPRXQWV�RI�VSHFLILF�LQYHVWPHQWV�H[�DQWH���7KHVH� XQGHVLUDEOH� FRQVHTXHQFHV�� ZKLFK� VWHP� IURP� WKH� IDFW� WKDW� WKHUH� LV� QR� HIILFLHQW�EDUJDLQLQJ�PHFKDQLVP�XQGHU�FRQGLWLRQV�RI�DV\PPHWULFDO�LQIRUPDWLRQ����UHIOHFW�WKH�UHOXFWDQFH�RI� UDWLRQDO� HFRQRPLF� DFWRUV� WR� XQGHUWDNH� GXUDEOH� LQYHVWPHQWV� LQ� VXSSRUW� RI� VSHFLILF�WUDQVDFWLRQV� DV� ORQJ� DV� WKHUH� LV� D� SRVVLELOLW\� WKDW� WKHVH� WUDQVDFWLRQV� PLJKW� EH� WHUPLQDWHG�SUHPDWXUHO\�DQG�XQLODWHUDOO\�E\�DQRWKHU�SDUW\�*LYHQ� WKDW� XQFHUWDLQW\� DQG� FRPSOH[LW\� PDNH� WKH� H[LVWHQFH� RI� SHUIHFW� FRQWUDFWV�LPSRVVLEOH�� �DV� GXUDEOH� WUDQVDFWLRQ�VSHFLILF� LQYHVWPHQWV� EHFRPH� PRUH� LPSRUWDQW�� WKH�WUDQVDFWLRQ� FRVWV� DVVRFLDWHG� ZLWK� PHGLDWLQJ� YHUWLFDO� UHODWLRQVKLSV� XVLQJ� FRQYHQWLRQDO� VSRW�PDUNHWV� LQFUHDVH��� EHFDXVH� �WUDQVDFWLRQ�VSHFLILF� VXQN� LQYHVWPHQWV� JHQHUDWH� D� VWUHDP� RI�SRWHQWLDOO\�DSSURSULDEOH�TXDVL�UHQWV�HTXDO�WR�WKH�GLIIHUHQFH�EHWZHHQ�WKH�DQWLFLSDWHG�YDOXH�LQ�WKH� XVH� WR�ZKLFK� WKH� LQYHVWPHQWV�ZHUH� FRPPLWWHG�DQG� WKH�QH[W�EHVW�XVH���� 1DWXUDOO\�� WKH�H[LVWHQFH�RI�WKHVH�TXDVL�UHQWV�SURYLGHV�ILUPV�ZKLFK�ZRXOG�ORVH�RXW�LI�D�FRPPHUFLDO�FRDOLWLRQ�ZHUH�WR�IDOO�DSDUW�ZLWK�DQ�LQFHQWLYH�WR�GHVLJQ�LQVWLWXWLRQDO�VDIHJXDUGV�WR�SUHVHUYH�LW�DQG�GHIXVH�WKH�WKUHDWV�SRVHG�WR�LW�E\�RWKHU�SDUWLHV���9HUWLFDO�LQWHJUDWLRQ�LV�WKH�PRVW�SRZHUIXO�DPRQJ�WKHVH�VDIHJXDUGV��EHFDXVH�WKH�GDQJHUV�RI�GHVHUWLRQ�DQG�PLVUHSUHVHQWDWLRQ�ZKLFK�DULVH�LQ�DQ\�DFFRUG�IRU�WKH�MRLQW�PD[LPLVDWLRQ�RI�SURILWV�DUH�WR�D�YHU\�ODUJH�GHJUHH�QHXWUDOLVHG�LI�WKH�FRXQWHUSDUWV�WR�WKH�DJUHHPHQW�FRPH�XQGHU�FRPPRQ�RZQHUVKLS���$FFRUGLQJ� WR�DO�2EDLGDQ�DQG�6FXOO\��DVVHW�VSHFLILFLW\�LQ�WKH�ZRUOG�RLO�PDUNHW�LV�DOO�SHUYDVLYH��EHFDXVH��DOO� UHILQHULHV�DUH�FXVWRP�EXLOW� WR�KDQGOH�D�SDUWLFXODU�W\SH�RI�FUXGH��DQG�WKH� FRVW� RI� VZLWFKLQJ� EHWZHHQ� FUXGHV� LV� SURKLELWLYHO\� KLJK��� 7KLV� DVVHUWLRQ�� KRZHYHU�� LV�LQDFFXUDWH�EHFDXVH� WKH�RQO\�PRGHUQ�UHILQHULHV� WKDW�KDYH�D�WUXO\�OLPLWHG�IHHGVWRFN�IOH[LELOLW\��DQG�FDQ� WKHUHIRUH�VXIIHU� IURP�FRQGLWLRQV�RI�ELODWHUDO�PRQRSRO\��DUH� OXEHV�SODQWV�DQG�KLJK�
��$V�+D\�DQG�0RUULV��RS��FLW�������SRLQW�RXW�ZLWK�UHJDUG�WR�FDUWHOLVWLF DJUHHPHQWV���VWRFKDVWLF�GHPDQG�PHDQV�WKDW�ILUPV�PD\�H[SHULHQFH�VRPH�ORVV�RI�GHPDQG�HYHQ�WKRXJK�QR�RWKHU�PHPEHU�RI�WKH�FDUWHO�KDV�FKHDWHG��DQG�������>WKLV�IDFW�LQ�LWVHOI@�FUHDWHV�WKH�VFRSH�IRU�FKHDWLQJ�����7LUROH��RS��FLW��������0\HUVRQ�DQG�6DWWHUWKZDLWH���������-RVNRZ��RS��FLW���������:LOOLDPVRQ��������������$O�2EDLGDQ�DQG�6FXOO\�������������



���
FRQYHUVLRQ�SODQWV�GHVLJQHG�WR�SURFHVV�KHDY\�VRXU�FUXGHV���+RZHYHU��WKLV�VKRXOG�QRW�EH�WDNHQ�WR�PHDQ�WKDW�DVVHW�VSHFLILFLW\�LQ�WKH�RLO�PDUNHW�LV�QRW�LPSRUWDQW��WKH�OLPLWHG�IOH[LELOLW\�RI�WKHVH�UHILQHULHV� LV� HQRXJK� WR� PDNH� WKLV� PDUNHW� D� KLJKO\� VHJPHQWHG� RQH� �DV� )LJXUH� )�������VKRZV����� DQG� WR� GLYLGH� LW� LQWR� WZR� PDMRU� VXE�PDUNHWV� ZLWK� YHU\� GLIIHUHQW� VWUXFWXUDO�FKDUDFWHULVWLFV�� � 7KH� ILUVW� VXE�PDUNHW� �IRU� OLJKW� DQG� PHGLXP� FUXGHV�� LV� YHU\� OLTXLG� DQG�UHDVRQDEO\�HIILFLHQW��EHFDXVH� ODUJH�QXPEHUV�RI�EX\HUV�DQG�VHOOHUV�H[FKDQJH� LQ� LW�D� IXQJLEOH�FRPPRGLW\�� � ,Q� WKLV� VXE�PDUNHW�� WKH� ODZ�ZKLFK� SUHYDLOV� LV� WKDW� RI� WKH� W\SLFDO� QHRFODVVLFDO�FRQWUDFW�IRU�GLVFUHWH��L�H��VLQJOH��WUDQVDFWLRQV���VKDUS�LQ�E\�FOHDU�DJUHHPHQW��VKDUS�RXW�E\�FOHDU�SHUIRUPDQFH���� 7KH� RWKHU� VXE�PDUNHW� �IRU� KHDY\� FUXGH� RLOV�� LV� PDGH� XS� RI� D� YHU\� VPDOO�QXPEHU�RI�EX\HUV�DQG�VHOOHUV�WKDW�H[FKDQJH�DQ�LGLRV\QFUDWLF�FRPPRGLW\�ZKRVH�XVH�YDOXH�LQ�VSHFLDOL]HG� IDFLOLWLHV� LV� YHU\� KLJK� DQG�� FRQYHUVHO\�� YHU\� ORZ� LQ� QRQ�VSHFLDOL]HG� IDFLOLWLHV���&RPPHUFLDO� FRXQWHUSDUWV� LQ� WKLV� PDUNHW� DUH IRUFHG� WR� PDLQWDLQ� ORQJ�WHUP� FRQWUDFWXDO�UHODWLRQVKLSV�ZKLFK�DUH�DOZD\V�XQGHU� WKUHDW� IURP�WKH�FRXQWHUSDUWV
� LPSRVVLELOLW\� WR�GHVFULEH��DOO� UHOHYDQW� FRQWLQJHQFLHV� SHUWDLQLQJ� WR� WKH� VXSSO\� RI� D� JRRG� RU� VHUYLFH�� DQG� WR� GLVFRXQW�WKHVH�FRQWLQJHQFLHV��ZLWK�UHVSHFW�WR�ERWK�OLNHOLKRRG�DQG�IXWXULW\����7KH� UHOHYDQFH� ZKLFK� WKLV� KDV� WR� WKH� PDWWHU� DW� KDQG� EHFRPHV� HYLGHQW� ZKHQ� RQH�FRQVLGHUV� WKDW�9HQH]XHOD� KDV� YDVW� UHVHUYHV� RI� H[WUHPHO\� YLVFRXV��PHWDO� DQG� VXOSKXU�ODGHQ�KHDY\�FUXGH��DQG�UHODWLYHO\�HOVH��XSZDUGV�RI����SHU�FHQW�RI�9HQH]XHODQ�SURYHG�FUXGH�UHVHUYHV�FRQVLVWV� RI� FUXGHV� ZKRVH� JUDYLW\� LV� LQIHULRU� WR� ���� $3,�� � *LYHQ� WKH� FRPSRVLWLRQ� RI� WKH�9HQH]XHODQ� UHVRXUFH� EDVH�� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZRXOG� VHHP� WR�EH� D� UDWLRQDO�SROLF\� UHVSRQVH�RQ� WKH�SDUW�RI� DQ�DVWXWH� FRPSDQ\�ZRUULHG�E\� WKH�SUREOHPDWLF� WUDQVDFWLRQDO�FKDUDFWHULVWLFV� RI� WKH�PDUNHW� IRU� KHDY\� VRXU� FUXGHV� �SDUWLFXODUO\� VLQFH� 3'96$
V� ILUVW� MRLQW�YHQWXUH� URXJKO\� FRLQFLGHG�ZLWK� D� VKDUS� FRQWUDFWLRQ� LQ� WKH� H[SRUWDEOH� VXUSOXV� RI� UHODWLYHO\�OLJKW�9HQH]XHODQ�FUXGH�RLOV����+RZHYHU��JRRG�DV�WKLV�K\SRWKHVLV�VRXQGV��LW�LV�QRW�ERUQH�RXW�E\�DYDLODEOH�HYLGHQFH�

��7KH�RLO�PDUNHW�FDQ�EH�UHSUHVHQWHG�DV�D�GLVFRQWLQXRXV�SURGXFWLRQ�IXQFWLRQ��LQ�ZKLFK�WKH�<�YDOXHV�DUH�WKH� W\SLFDO� UHILQLQJ�PDUJLQV� IRU� WKH�GLIIHUHQW� UHILQLQJ�FRQILJXUDWLRQV� �DUUDQJHG�RUGLQDOO\���ZKLOH� WKH�;�YDOXHV�UHSUHVHQW�WKH�WRWDO�SURFHVVLQJ�FDSDFLW\�DYDLODEOH�IRU�HDFK�RQH�RI�WKRVH�FRQILJXUDWLRQV���0DFQHLO��������������7KH� HQRUPRXV� FRVW� RI� KLJK� FRQYHUVLRQ� IDFLOLWLHV� PHDQV� WKDW� WKH� QXPEHU� RI� UHILQHUV� ZKLFK� FDQ�SURILWDEO\�SURFHVV�KHDY\�FUXGHV�LV�FRQVLGHUDEO\�VPDOOHU�WKDQ�WKH�QXPEHU�RI�UHILQHUV�ZKLFK�FDQ�SURFHVV�OLJKWHU�FUXGHV���:LOOLDPVRQ������������
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&RPSOH[�UHILQHULHV
$VSKDOWV��LQ�VHDVRQ� )&&��PDUJLQDO�UHILQLQJ�FDSDFLW\��L�H�PDUJLQ�RI�]HUR�LQ�WKH�ORQJ�UXQ�

/XEHV

6HPL�FRPSOH[�UHILQHULHV

+\GURVNLPPLQJ

+HDY\�FUXGHV/LJKW�DQG�PHGLXP�FUXGHV

),*85(�)�������� 6&+(0$7,&�5(35(6(17$7,21�2)�7+(�86�&58'(�2,/�0$5.(7

86'�%EO

�FRQVLVWHQWO\�QHJDWLYHPDUJLQV�

7R�EHJLQ�ZLWK��ZKHQ�WKH�GHDO�ZLWK�9HED�ZDV�VLJQHG��3'96$�ZDV�DFWXDOO\�LQ�WKH�SURFHVV�RI�FXUWDLOLQJ� SURGXFWLRQ� RI� LWV� KHDYLHU� FUXGH� VWUHDPV� WR� FRPSO\� ZLWK� 9HQH]XHOD
V� 23(&�FRPPLWPHQWV���0RUHRYHU��VLQFH�������WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDV�QRW�EHHQ�XVHG�WR� UHPHG\� VRPH� RI� WKH� ODWHQW� GDQJHUV� SRVHG� E\� 3'96$
V� LGLRV\QFUDWLF� FRPPHUFLDO�UHODWLRQVKLSV�DQG�LW�PD\�KDYH��LI�DQ\WKLQJ��PDGH�VRPH�RI�WKHP�SRWHQWLDOO\�PRUH�DFXWH���7KLV�FRQWHQWLRXV�SRLQW�FDQ�EH�EHWWHU�DSSUHFLDWHG�E\�H[DPLQLQJ�WKH�SDWWHUQ�RI�3'96$
V�H[SRUWV�RI�OLJKW�DQG�PHGLXP�FUXGH�WR�WKH�86��SORWWHG�LQ�)LJXUH�)���������
),*85(�)���������9(1(=8(/$1�(;32576�2)�/,*+7�0(',80�&58'(�72�7+(86����������
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7RWDO�H[SRUWV�RI������$3,�FUXGH�RLO 3URSRUWLRQ�DEVRUEHG�E\�3G96$
V�UHILQHULHV�
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$V�WKH�ILJXUH�VKRZV��3'96$
V�UHILQHULHV�LQ�WKH�8QLWHG�6WDWHV�KDYH�DEVRUEHG�WKH�PDMRULW\�RI�WKH� 9HQH]XHODQ� OLJKW� FUXGH� SODFHG� LQ� WKLV� PDUNHW� VLQFH� ������ � 7KLV� PHDQV� WKDW� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� ZLWKGUDZQ IURP� WKH� PDUNHW� WKRVH� 9HQH]XHODQ� FUXGHV�ZKRVH�FRPPHUFLDOLVDWLRQ�VKRXOG��LQ�WKHRU\��SRVH�QR�JUHDW�SUREOHPV���,Q�RWKHU�ZRUGV��3'96$�KDV� XVHG� SXUH�PDUNHW�PHFKDQLVPV� WR� SODFH� SUHFLVHO\� WKRVH� FUXGHV� WKDW� ZRXOG� VHHP� EHWWHU�VXLWHG� WR� PRYH� WKURXJK� LQWHJUDWHG� FKDQQHOV�� ,QGHHG�� DV� 7DEOH� 7�������� LQGLFDWHV� ZLWK� WKH�H[FHSWLRQ� RI� &LWJR
V� DVSKDOW� UHILQHULHV�� WKH� TXDOLW\� RI� WKH� FUXGH� ZKLFK� 3'96$
V� 86�VXEVLGLDULHV�KDYH�OLIWHG�EHWZHHQ������DQG������KDV�EHHQ�DSSUHFLDEO\�EHWWHU��L�H��KLJKHU�$3,�JUDYLW\� DQG� ORZHU� VXOSKXU� FRQWHQW�� WKDQ� WKDW�RI� WKH�FUXGH�ERXJKW�E\�3'96$
V�DUPV
�OHQJWK�FXVWRPHUV�
7$%/(�7�������� :HLJKWHG�$3,�*UDYLW\�DQG�6XOSKXU�&RQWHQW�RI�3'96$
V�&UXGH�([SRUWV�WR�WKH�86����������&LWJR�6DYDQQDK &LWJR�3DXOVERUR 8QR�9HQ�/HPRQW &LWJR�&RUSXV�&KULVWL$3, 6 $3, 6 $3, 6 $3, 6���� � � � � � � ������ ��������� � � � � � � ������ ��������� � � � � ������ ����� ������ ��������� � � ������ ����� ������ ����� ������ ��������� � � ������ ����� ������ ����� ������ ��������� � � ������ ����� ������ ����� ������ ��������� ������ ����� ������ ����� ������ ����� ������ ��������� ������ ����� ������ ����� ������ ����� ������ ��������� ������ ����� ������ ����� ������ ����� ������ �����

&LWJR�/DNH�&KDUOHV /\RQGHOO�&LWJR�+RXVWRQ 2WKHU�86�FOLHQWV$3, 6 $3, 6 $3, 6���� ������ ����� �� �� ������ ��������� ������ ����� �� �� ������ ��������� ������ ����� �� �� ������ ��������� ������ ����� �� �� ������ ��������� ������ ����� �� �� ������ ��������� ������ ����� �� �� ������ ��������� ������ ����� ������ ����� ������ ��������� ������ ����� ������ ����� ������ ��������� ������ ����� ������ ����� ������ �����
6RXUFH� $3,��D�

$Q� LPSRUWDQW� SURSRUWLRQ� RI� WKH� YROXPH� WKDW� 3'96$� SODFHV� LQ� DUPV
�OHQJWK�WUDQVDFWLRQV� LQ� WKH� 86� JRHV� WR� WKH� VHJPHQW� RFFXSLHG� E\� DVSKDOW� UHILQHUV��� 7KLV� VHJPHQW�FRQVWLWXWHV� D� IDU� OHVV� DWWUDFWLYH� GHVWLQ\� WKDQ� WKH� VHJPHQW� RFFXSLHG� E\� UHILQHUV� ZLWK� KLJK�FRQYHUVLRQ�SODQWV��SDUWLFXODUO\�IURP�WKH�SRLQW�RI�YLHZ�RI�D�FRPSDQ\�WKDW�VHHNV�WR�FKDQQHO�LWV�YROXPHV�WR�HQG�XVHUV�WKDW�JLYH�9HQH]XHOD��WKH�EHVW�LQ�WHUPV�RI�HFRQRPLF�YDOXH��VWDELOLW\�DQG�VHFXULW\�RI�RXWOHW���� 7KH�UHDVRQ�ZK\�DVSKDOW�UHILQHUV�RIIHU�D�OHVV�IDYRXUDEOH�PDUNHW�RXWOHW�LQ�
��6HH�7DEOH�7$����LQ�$QQH[H�����&(3(7��RS��FLW���Y��,,������
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FRPSDULVRQ� WR� KLJK� FRQYHUVLRQ� UHILQHUV� KDV� WR� GR� ZLWK� WKH� SURQRXQFHG� VHDVRQDOLW\� RI� WKH�DVSKDOW� PDUNHW� �LOOXVWUDWHG� LQ� )LJXUH� )���������� � 7KH� ODUJH� YDULDWLRQV� LQ� GHPDQG� IRU� WKLV�SURGXFW�PHDQ�WKDW�WKH�GHPDQG�IRU�FUXGH�RLO�RI�DVSKDOW�UHILQHUV�IOXFWXDWHV�VHQVLEO\�WKURXJKRXW�WKH�\HDU��WKH�FRQWUDU\�LV�WUXH�IRU�PRUH�FRPSOH[�UHILQHULHV��ZKLFK�QHHG�WR�UXQ�DW�IXOO�FDSDFLW\�DOO� WKH� WLPH��� �7KXV��RYHU� WLPH�� WKH�UHVHUYDWLRQ�SULFHV�RI�DVSKDOW� UHILQHUV�ZLOO�EH� ORZHU� WKDQ�WKRVH�RI�KLJK�FRQYHUVLRQ�UHILQHUV��EHFDXVH�� LQWHUUXSWLRQV� LQ�RSHUDWLRQV�DV�D�UHVXOW�RI�VXSSO\�VKRUWIDOOV�DUH�FRVWOLHU�IRU�WKH�ODWWHU��
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2YHU�WKH�ODVW�IHZ�\HDUV��WKHVH�VWUXFWXUDO�FKDUDFWHULVWLFV�RI�WKH�DVSKDOW�PDUNHW�KDYH� SURPSWHG� 3(0(;� � WKH� RWKHU� ODUJH� VHOOHU� RI� KHDY\� VRXU� FUXGH� RLO� LQ� WKH� $PHULFDQ�FRQWLQHQW� � WR�PD[LPLVH� WKH�SURSRUWLRQ�RI�0D\D�FUXGH� WKDW� LW�VHOOV�WR�UHILQHUV�ZLWK�FRPSOH[�IDFLOLWLHV��DW�WKH�H[SHQVH�RI�WKH�YROXPHV�LW�VHOOV�WR�DVSKDOW�UHILQHUV���$V�D�FRQVHTXHQFH�RI�WKLV��WKH�ZHLJKWHG�FRPSOH[LW\�RI�LWV�DUP
V�OHQJWK�FXVWRPHU�EDVH�KDV�EHHQ�FRQVLVWHQWO\�KLJKHU�WKDQ�WKDW�RI�3'96$
V��7DEOH�7���������

7$%/(�7�������� &RPSDULVRQ�RI�WKH�0H[LFDQ�DQG�9HQH]XHODQ�86�&OLHQW�%DVHV�IRU�+HDY\�6RXU�&UXGHV
:HLJKWHG�&RPSOH[LW\��1*&,� 9ROXPH�(TXLYDOHQW $YHUDJH�9ROXPH�/LIWHG�E\�WKHRI�$UP
V�OHQJWK�&OLHQWV
�3ODQWV RI�&RPSOH[LW\�'LIIHUHQWLDO ��0RVW�,PSRUWDQW�$UP
V�OHQJWKLQ�7HUPV�RI�&RQYHUVLRQ &OLHQWV��%EO�'�3(0(; 3'96$ 'LIIHUHQFH &DSDFLW\��%EO�'� 3(0(; 3'96$���� ����� ����� ����� ������ ������ ���������� ����� ���� ����� ������ ������ ���������� ���� ����� ������ ������ ������ ���������� ���� ����� ������ ������ ������ ���������� ������ ����� ����� ������ ������ ���������� ���� ���� ����� ������ ������ ���������� ����� ����� ������ ������ ������ ���������� ����� ����� ������ ������ ������ ���������� ����� ����� ������ ������ ������ ������

0H[LFR �0D\D������$3,���9HQH]XHOD �&UXGHV�IURP�����$3,�WR�����$3,6RXUFHV� $3,��D�� 2	*-'%
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7KH�FRPSDULVRQ�EHWZHHQ�WKH�FRPPHUFLDO�VWUDWHJLHV�RI�3(0(;�DQG�3'96$�LV�TXLWH�UHYHDOLQJ� EHFDXVH�� LQ� PDQ\�ZD\V�� LW� ZRXOG� VHHP� WKDW�� DW� OHDVW� XQWLO� ������ WKH� FRPSHWLWLYH�SRVLWLRQ�RI�WKH�ODWWHU�FRPSDQ\�LQ�WKH�86�PDUNHW�KDV�JHQHUDOO\�EHHQ�OHVV�IDYRXUDEOH�WKDQ�WKH�IRUPHU
V�� HYHQ� WKRXJK�3(0(;�HQWHUHG� WKLV�PDUNHW�DW�D� ODWHU�GDWH� WKDQ� LWV�KLJKO\�LQWHJUDWHG�9HQH]XHODQ� SHHU�� � ,QGHHG�� QRW� RQO\� GLG� WKH� DYHUDJH� 3(0(;� � FOLHQW� RZQ� D�PRUH� FRPSOH[�UHILQHU\� WKDQ� WKH� DYHUDJH� 3'96$� FOLHQW�� LW� DOVR� OLIWHG� ODUJHU� YROXPHV� RI� FUXGH� �7DEOH�7���������� � 6R� KRZ�GRHV� RQH� DFFRXQW� IRU� WKLV� FRQWUDVW� EHWZHHQ� WKH� FRPPHUFLDO� SRVLWLRQ� RI�ERWK�FRPSDQLHV��SDUWLFXODUO\�LQ�WKH�OLJKW�RI�WKH�IDFW�WKDW�ERWK�SDUWLFLSDWH�LQ�D�PDUNHW�ZKHUH�LQWHJUDWHG�RSHUDWLRQV�DUH�VXSSRVHG�WR�FRQIHU�D�FUXFLDO�FRPSHWLWLYH�DGYDQWDJH"��$V�ZH�VKDOO�QRZ�VHH�LQ�WKH�IROORZLQJ��PRUH�FRPSUHKHQVLYH��FRPSDULVRQ�EHWZHHQ�WKH�FRPPHUFLDO�SROLFLHV�RI� 3(0(;� DQG� 3'96$�� WKLV� DSSDUHQW� DQRPDO\� LV� QRW� D� UHIOHFWLRQ� RI� IDXOWV� LQ� WKH�LPSOHPHQWDWLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� VR� PXFK� DV� D� E\�SURGXFW� RI� � WKH�FUHGLEOH� FRPPLWPHQWV� WKDW� IRUP� WKH� EDFNERQH� RI� 3(0(;
V� FRPPHUFLDO� SROLF\�� � )DU� IURP�LPLWDWLQJ� WKHVH�FRPPLWPHQWV��3'96$�KDV�FRQVLVWHQWO\� WULHG� WR�XQGHUPLQH�WKHP��E\�WXUQLQJ�RYHU� WKH� IXQFWLRQ� RI� SULFH� OHDGHU� IRU� WKH� PDUNHW� IRU� KHDY\� FUXGH� WR� 3(0(;� DQG� WKHQ�XQGHUFXWWLQJ�0H[LFDQ�RLO�SULFHV����$V�ZH�VKDOO�QRZ�VHH��XS�XQWLO�������WKLV�EHKDYLRXU�ZRUNHG�PDLQO\�WR�3'96$
V�GHWULPHQW�:LOOLDPVRQ� GHILQHV� FUHGLEOH� FRPPLWPHQWV� DV� WKRVH� PHDVXUHV� ZKLFK�� E\� IRVWHULQJ�PXWXDO� WUXVW� EHWZHHQ� FRQWUDFWLQJ� SDUWLHV�� FDQ� H[SDQG� EH\RQG� UHVWULFWLYH� ERXQGDULHV� WKRVH�FRPPHUFLDO�UHODWLRQVKLSV�FKDUDFWHULVHG�E\�D KLJK�GHJUHH�RI�FORVXUH��� &UHGLEOH�FRPPLWPHQWV��LQ� RWKHU� ZRUGV�� JLYH� FRXQWHUSDUWV� WKDW� FDQQRW� �RU� GR� QRW� ZDQW� WR�� LQWHJUDWH� YHUWLFDOO\� WKH�SRVVLELOLW\�RI�PDLQWDLQLQJ�DQ�RSWLPDO�YROXPH�RI�WUDGH�WKDQNV�WR�WKH�GHOLEHUDWH��YROXQWDU\�DQG�YHULILDEOH�OLPLWDWLRQ�RI�WKH�OLEHUW\�RI�DFWLRQ�DQG�GHFLVLRQ�RI�HLWKHU�RQH��RU�ERWK��RI�WKHP���7KH�DEGLFDWLRQ�RI�FHUWDLQ�SUHURJDWLYHV��WKH�IDFXOW\�WR�VHW�WKH�SULFH�RI�D�SURGXFW�XQLODWHUDOO\��VD\��IXQFWLRQV� DV� D� JXDUDQWHH� RI� JRRG� EHKDYLRXU� RQ� WKH� SDUW� RI� WKH� SDUW\� VLJQLQJ� WKH� FRQWUDFW��UHJDUGOHVV�RI�IOXFWXDWLQJ�PDUNHW�FRQGLWLRQV���7KXV��FUHGLEOH�FRPPLWPHQWV�FRQIHU�IOH[LELOLW\�WR�SRWHQWLDOO\�SUREOHPDWLF�UHODWLRQVKLSV�E\�HQDEOLQJ�VLJQDWRULHV�WR�D�FRQWUDFW�WR�PHHW�D�YDULHW\�RI�XQIRUHVHHQ�FLUFXPVWDQFHV�ZLWKRXW�GLVVLSDWLQJ�YDOXDEOH� UHVRXUFHV� LGHQWLI\LQJ�SRVVLEOH� IXWXUH�FRQWLQJHQFLHV��FRGLI\LQJ�DFFHSWDEOH�UHVSRQVHV� WR� WKHVH�FRQWLQJHQFLHV�DQG��ODVW�EXW�QRW�OHDVW��PRQLWRULQJ� WKH� DFFRUG�� � 7KLV� LV� RI� WKH� XWPRVW� LPSRUWDQFH� IRU� ILUPV� WKDW� FRPSHWH� LQ� YHU\�YRODWLOH�VWRFKDVWLF�PDUNHWV��OLNH�WKDW�RI�FUXGH�RLO��EHFDXVH��DV�7LUROH�UHPDUNV�WKH�PRVW�������LPSRUWDQW�OLPLWDWLRQ�RI�D�ORQJ�UXQ�UHODWLRQVKLS�LV�WKH�SUHVHQFH�RI�RXWVLGH�RSSRUWXQLWLHV������� �>)@RUFLQJ�WKH�SDUWLHV�WR�VWLFN�WR�HDFK�RWKHU�WKURXJK�KLJK�SHQDOWLHV�IRU� EUHDFK�PD\� KXUW� WKHP� LI� WKHUH� DUH� QR� JDLQV� IURP� WUDGH� RU� �� �� �� LI� EHWWHU� RXWVLGH�RSSRUWXQLWLHV�DUH�DYDLODEOH�WR�RQH�RU�ERWK�RI�WKH�SDUWLHV���$V�EUHDFK�PD\�EH�GHVLUDEOH��WKH�FRQWUDFW�PXVW�ILQG�WKH�RSWLPDO�WUDGH�RII�EHWZHHQ�IOH[LELOLW\�DQG�WKH�SUHYHQWLRQ�RI�RSSRUWXQLVP���

��:LOOLDPVRQ��������������7LUROH��RS��FLW������
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7KH�FRQWUDFWXDO�PHFKDQLVP�WKDW�KDV�HQDEOHG�3(0(;�WR�FRPSO\�ZLWK�WKH�IOH[LELOLW\�UHTXLUHPHQWV�RI� WRGD\
V� LQWHUQDWLRQDO�RLO�PDUNHW�ZKLOH�VLPXOWDQHRXVO\� OLPLWLQJ�RSSRUWXQLVWLF�EHKDYLRXU�RQ�WKH�SDUW�RI�LWV�FRPPHUFLDO�FRXQWHUSDUWV�LV�IRUPXOD�SULFLQJ��DQ�LQQRYDWLRQ�ZKLFK�KDV�EHHQ�DGRSWHG�E\�PDQ\�RLO�H[SRUWHUV�DV�DQ�DOWHUQDWLYH�WR�SULFH�DGPLQLVWUDWLRQ�DQG�QHWEDFN�SULFLQJ��� �7KH�GHVLJQHUV�RI�3(0(;
V�RULJLQDO�IRUPXODH�XQGHUVWRRG�WKDW�WKH�IRUPXODH�ZRXOG�RQO\� EH� DFFHSWHG� LI�� RQ� WRS� RI� PHHWLQJ� WKH� WZR� PLQLPXP� UHTXLVLWHV� ZKLFK� DQ\� H[SRUWLQJ�FRXQWU\� H[SHFWV� RI� D� SULFLQJ�PHFKDQLVP� �QDPHO\� �WR� HQVXUH� �� �� �� WKDW� WKH� H[SRUWHU� UHDOL]HV�SULFHV�ZKLFK�UHIOHFW�PRYHPHQWV�LQ�WKH�JHQHUDO�RLO�SULFH�OHYHO�LQ�WKH�ZRUOG�SHWUROHXP�PDUNHW��DQG��WR�HQVXUH�FRPSHWLWLYHQHVV�EHWZHHQ�WKH�H[SRUW�FUXGH�ZKLFK�D�FRXQWU\�ZDQWV�WR�VHOO�DQG�WKH�VHW�RI�FORVH�VXEVWLWXWHV�ZKLFK�RWKHU�FRXQWULHV�DOVR�VHOO� LQ� WKH�VDPH�PDUNHW����� WKH\�DOVR�VDWLVILHG�WKH�GHPDQGV�RI�UHILQHUV�LQ�WKH�VHQVH�WKDW�WKH�WDVN�RI�GLVFRYHULQJ�WKH�
HFRQRPLF
�SULFH�RI� FUXGH� EH� HQWUXVWHG� H[FOXVLYHO\� WR� WKH �PDUNHW��� � 7KHVH� FRQIOLFWLQJ� H[LJHQFLHV� YLUWXDOO\�GLFWDWHG�WKH�FUXGHV�DURXQG�ZKLFK�WKH�0H[LFDQ�SULFH�IRUPXODH�ZRXOG�KDYH�WR�EH�VWUXFWXUHG��:76��//6��$16��%UHQW� � EHFDXVH�� DOWKRXJK�DQ\�FUXGH�PLJKW�KDYH� VDWLVILHG� WKH� ILUVW� VHW�RI�UHTXLUHPHQWV��WKH�VHFRQG�VHW�FRXOG�RQO\�EH�PHW�E\��PDUNHU��FUXGHV�ZKLFK�D��ZHUH�TXRWHG�GDLO\�LQ�UHOLDEOH�RLO�SULFH�LQIRUPDWLRQ�VHUYLFHV�OLNH�3ODWW
V�E��VXSSRUWHG�D�VL]DEOH�YROXPH�RI�VSRW�WUDGH���F��ZHUH�QRW�YXOQHUDEOH�WR�PRQRSROLVWLF�PDQLSXODWLRQ��� DQGG��ZHUH�QRW�VXEMHFW�WR�23(& SURGXFWLRQ�TXRWDV�RU�VLPLODU�SURGXFWLRQ�UHVWULFWLRQV�3(0(;
V� GHFLVLRQ� WR� XVH� IRUPXODH� WR� SULFH� HYHQ� LWV� KHDY\�0D\D� FUXGH�ZDV� TXLWH�ULVN\��EXW�DOVR�IDU�VLJKWHG���7KH�ULVN�HOHPHQW�KDG�WR�GR�ZLWK�WKH�IDFW�WKDW��LQ�VWULFWO\�WHFKQLFDO�WHUPV��KHDY\�FUXGHV�GR QRW�OHQG�WKHPVHOYHV�DW�DOO�ZHOO�WR�EHLQJ�SULFHG�ZLWK�IRUPXODH���7KLV�LV�GXH�WR�WZR�UHDVRQV���)LUVWO\��WKH�LQHYLWDEOH�VLPSOLILFDWLRQV�ZKLFK�KDYH�WR�EH�LQFRUSRUDWHG�LQWR�WKH� FDOFXODWLRQ� RI� UHOHYDQW� WUDQVSRUWDWLRQ� FRVWV� DQG�PDUJLQDO� UHILQLQJ�FRQILJXUDWLRQ� IRU�DQ\IRUPXOD� PD\� OHDG� WR� WKH� H[SRUWHU
V� VHWWLQJ� WKH� SULFH� RI� FUXGH� ; DW� D� OHYHO� WKDW� PDNHV� LW�FRPSHWLWLYH�ZLWK�D�FHUWDLQ�UHIHUHQFH�FUXGH�LQ�WKH�H\HV�RI�WKH�UHILQHU�WKDW�YDOXHV�FUXGH�; WKH�OHDVW� �LQ� RWKHU� ZRUGV�� WKH� FUXGH� ZLOO� EH� XQGHUYDOXHG� IRU� DOO� EX\HUV H[FHSW� RQH��� � 7KLV�VKRUWFRPLQJ� LV� VHULRXV�EHFDXVH� WKH�PDUNHG�VHJPHQWDWLRQ�ZLWKLQ� WKH�KHDY\�FUXGH�RLO�PDUNHW�PHDQV� WKDW� WKH� GLIIHUHQFHV� EHWZHHQ� WKH� UHVHUYDWLRQ� SULFHV� RI� PDUJLQDO� DQG� LQWUD�PDUJLQDO�FXVWRPHUV�FDQ�EH�YHU\�ODUJH��7KH�VHFRQG�SUREOHP�KDV�WR�GR�ZLWK�WKH�IDFW�WKDW�QHDUO\�DOO�WKH�LQWHUQDWLRQDO�PDUNHU�FUXGHV�DUH�OLJKW�DQG�VZHHW��ZKLFK�PDNHV�LW�TXLWH�GLIILFXOW�IRU�WKH�SULFHV�JHQHUDWHG� E\� D� KHDY\� VRXU� FUXGH� IRUPXOD� WR� WUDFN� WKH� PDUJLQDO� UHILQLQJ� YDOXH� RI� PDUNHU�FUXGHV�� �7KLV�PHDQV� WKDW� WKH�GLVFUHWLRQDO�DGMXVWPHQW� IDFWRU�FDUULHV�D� ORW�RI�ZHLJKW� LQ�KHDY\�

��+RUVQHOO�DQG�0DEUR��RS��FLW���������7KH�ILUVW�0H[LFDQ�IRUPXODH�IRU�(XURSH�LQFRUSRUDWHG�)ORWWD�DQG�8UDOV�FUXGHV��QHLWKHU�RI�ZKLFK�PHW�WKH�OLTXLGLW\�UHTXLVLWHV���%HFDXVH�RI�WKLV��(XURSHDQ�UHILQHUV�UHMHFWHG�WKHP��3,:.���������������7KLV� PHDQV� WKDW� WKH� RZQHUVKLS� RI� WKH� ILHOGV� IURP� ZKLFK� D� PDUNHU� FUXGH� LV� SURGXFHG� KDV� WR� EH�UHDVRQDEO\�GLVSHUVHG�



���
FUXGH�IRUPXODH��IDU�PRUH�WKDQ�ZRXOG�EH�LGHDOO\�GHVLUDEOH�IRU�ZKDW�LV�VXSSRVHG�WR�EH�D�ILQH�WXQLQJ�LQVWUXPHQW���SDUWLFXODUO\�ZKHQ�WKH�SULFH�VSUHDGV�EHWZHHQ�OLJKW�DQG�KHDY\�SURGXFWV�DQG�KLJK� DQG�ORZ�VXOSKXU�UHVLGXDOV�DUH�YHU\�YRODWLOH�3(0(;� UHFRJQL]HG� WKDW� IRUPXODH�EDVHG� WHUP� FRQWUDFWV� FRPSHQVDWHG� IRU� WKHVH�GUDZEDFNV�E\�HQDEOLQJ�WKH�VHOOHU�WR�PDNH�D�QXPEHU�KLJK�SRZHU�FUHGLEOH�FRPPLWPHQWV�ZKLFK�ZRXOG�EH�YHU\�DWWUDFWLYH�IRU�UHILQHUV�ZLWK�FRPSOH[�SODQWV���7KHVH�DUH�D�*XDUDQWHH�RI�QRQ�H[SURSULDWLRQ�RI�TXDVL�UHQWV� :KHQ�D�VHOOHU�DGRSWV�D�SULFLQJ�IRUPXOD��KH�LV� DFFHSWLQJ� H[SOLFLWO\� WKDW�PRVW� RI� WKH� YDOXH� RI� KLV� FUXGH� EH� GHWHUPLQHG� E\�PDUNHWV� RYHU�ZKLFK�KH�PD\�KDYH�VRPH�LQIOXHQFH��EXW�QR�FRQWURO�� �)RU�D�UHILQHU�ZKR�LV�VDWLVILHG�ZLWK� WKH�FRPSRVLWLRQ� RI� WKH� IRUPXOD� �LQ� WHUPV� RI� LWV� FRQVWLWXHQW� HOHPHQWV�� WKH� UHODWLYH� ZHLJKWV�DFFRUGHG� WR� HDFK� RQH� RI� WKHP� DQG� WKH� VL]H� RI� WKH� DGMXVWPHQW� IDFWRU��� WKLV� DPRXQWV� WR� D�FUHGLEOH�SURPLVH�RI�QRQ�H[SURSULDWLRQ�RI� WKH�TXDVL�UHQWV�JHQHUDWHG�E\�YHU\�FRPSOH[�SODQWV���,Q�RWKHU�ZRUGV��E\�W\LQJ�KLPVHOI�WR�D�IRUPXOD��WKH�VHOOHU�LV��XS�WR�D�SRLQW��RSHQO\�UHQRXQFLQJ�WKH�RSWLRQ�RI�EHKDYLQJ�RSSRUWXQLVWLFDOO\�LQ�RUGHU�WR�DSSO\�H[WRUWLRQDWH�SULFHV�WR�KLV�FXVWRPHUV�LQ�WLJKW�PDUNHWV���7KLV�KDV D�SRVLWLYH�LQIOXHQFH�RQ�WKH�UHVHUYDWLRQ�SULFHV�RI�UHILQHUV����E�*XDUDQWHH�RI�XQLIRUP�SULFLQJ� 5HILQLQJ�LV�D�EXVLQHVV�RI�PDUJLQV�DQG��WKHUHIRUH��WKH�PDLQ�IRFXV�RI�D�UHILQHU
V�DWWHQWLRQ�ZLOO�DOZD\V�EH�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�SULFH�RI�FUXGH�DQG�SURGXFWV �UDWKHU� WKDQ� MXVW� WKH� DEVROXWH� SULFH� RI� FUXGH� LWVHOI��� � %HFDXVH� RI� WKLV�� D� UHILQHU
V�JUHDWHVW� ZRUU\� ZLOO� DOZD\V� EH� WKDW� RQH� RU� PRUH� RI� KLV� FRPSHWLWRUV� JHW� DFFHVV� WR� FKHDSHU�VRXUFHV�RI�FUXGH�RLO�EHFDXVH��DQ\�FRPSDQ\�WKDW�DFTXLUHV�RLO�RQ�DGYDQWDJHRXV�WHUPV�FDQ�FDXVH�GDPDJH� WR� WKH� SURILWDELOLW\� DQG� SURGXFWLRQ� RI� RWKHU� UHILQHUV� LI� LW� KDV� H[FHVV� FDSDFLW\� DW� LWV�GLVSRVDO����� $V� %DFRQ� DQG�0DEUR� LQGLFDWH�� �GLIIHUHQW� W\SHV� RI� SURSHUW\� ULJKWV�� GLIIHUHQW�PRGHV�RI�DFFHVV�WR�SULPDU\�VXSSOLHV�RI�FUXGH�RLO�DQG�GLIIHUHQFHV�LQ�EDUJDLQLQJ�SRZHU�YLV�j�YLV SURGXFHUV�PHDQ� WKDW� FUXGH� RLO� RI� WKH� VDPH� VSHFLILFDWLRQ� >FDQ� EH@� DFTXLUHG� DW� GLIIHUHQW�SULFHV�DQG�RQ�GLIIHUHQW�WHUPV�E\�GLIIHUHQW�EX\HUV������ZLWK�WKH�SULFH�GLIIHUHQWLDO�RI�FUXGH�RLO�H[FKDQJHG� XQGHU� ORQJ�WHUP� FRQWUDFWV� DQG�RLO VROG� LQ� D� VSRW� WUDQVDFWLRQ� �XQOLNHO\� WR� UHIOHFW�H[DFWO\� WKH�HFRQRPLF�YDOXH�RI� WKH�VHFXULW\� WKDW� WHUP�FRQWUDFWV�DIIRUG����� 3ULFLQJ�IRUPXODH�DGGUHVV�WKLV�SUREOHP��WKHLU�WUDQVSDUHQF\�DVVXUHV�EX\HUV�WKDW�WKH�)2%�SULFH�RI�D�FHUWDLQ�FUXGH�ZLOO� EH� WKH� VDPH� IRU�DOO�RI� WKHP��DOWKRXJK��RI�FRXUVH�� IRUPXODH�FDQQRW�HOLPLQDWH� ORFDWLRQDO�UHQWV��
���.OHPSHUHU
V������D������E��PRGHO�RI�PDUNHWV�ZLWK�KLJK�VZLWFKLQJ�FRVWV��OLNH�WKH�PDUNHW�IRU�KHDY\�FUXGHV��VKRZV�WKDW�FXVWRPHUV
�UHVHUYDWLRQ�SULFHV�ZLOO�EH�ORZHU�WKDQ�RQH�ZRXOG�UHDVRQDEO\�H[SHFW�LI�WKH�VHOOHU�KDV�D�UHSXWDWLRQ�IRU�H[SORLWLQJ�WHPSRUDU\�PRQRSRO\�VLWXDWLRQV����%DFRQ�DQG�0DEUR��RS��FLW��������,I�D�UHILQHU�ZLWK�DFFHVV�WR�SUHIHUHQWLDOO\�SULFHG�FUXGH�KDV�QR�H[FHVV�FDSDFLW\�DW�KLV�GLVSRVDO�KH�FDQ�DFKLHYH�PRUH�SURILWV��EXW�QRW�DW�WKH�GHWULPHQW�RI�RWKHU�UHILQHUV����,ELG���������,ELG������



���
F�,QVXUDQFH� DJDLQVW� PDUNHW� YRODWLOLW\� 3ULFLQJ� IRUPXODH� JHQHUDOO\� LQFRUSRUDWH� D� GHOD\HG�YDOXDWLRQ�HOHPHQW�ZKLFK�SURWHFWV�WKH�FOLHQW�DJDLQVW�PRYHPHQWV�LQ�WKH�SULFH�RI�RLO�WDNLQJ�SODFH�ZKLOVW�FDUJRHV�DUH�LQ�WUDQVLW�WR�WKHLU�ILQDO�GHVWLQDWLRQ�G�/LPLWHG� LQVXUDQFH� DJDLQVW� ORFDO� PDUNHW� GLVWRUWLRQV� 7KLV� IHDWXUH� FDQ� RQO\� EH� IRXQG� LQ�0H[LFDQ� IRUPXODH�� ZKLFK� DUH� VWUXFWXUHG� DURXQG� EDVNHWV� RI� GLIIHUHQW� FUXGHV� DQG� SURGXFWV���7KH�GLIIHUHQW�FRPSRQHQWV�RI�WKH�IRUPXOD�GR�QRW�PRYH�LQ�XQLVRQ��DQG�WKLV�HQDEOHV�WKH�IRUPXOD�WR� GDPSHQ� DQ\� GLVWRUVLRQDU\� HIIHFWV� DULVLQJ� IURP� WHPSRUDO� VXSSO\�GHPDQG� LPEDODQFHV�DIIHFWLQJ�RQO\�RQH�FUXGH�RU�ORFDO�PDUNHW�H�,QWHUWHPSRUDO�FRPSHQVDWLRQ�IRU�SULFH�GLVWRUWLRQV� 7KH SULFHV�JHQHUDWHG�E\�IRUPXODH�FDQQRW�WUDFN�PDUJLQDO�UHILQLQJ�\LHOGV�H[DFWO\�� �+RZHYHU��WKLV�EHFRPHV�OHVV�RI�D�SUREOHP�ZLWKLQ�WKH�FRQWH[W�RI�D�ORQJ�WHUP�FRPPHUFLDO�UHODWLRQVKLS��EHFDXVH�SRVLWLYH�DQG�QHJDWLYH�GLVWRUWLRQV�LQ�WKH�IRUPXOD�SULFH�WHQG�WR�HYHQ�RXW RYHU�WLPH�$� VHOOHU� ZKR� XQLODWHUDOO\� JUDQWV� DOO� WKHVH� JXDUDQWHHV� LV� LQ� HIIHFW� HVWDEOLVKLQJ� D�VHTXHQWLDO�DXWKRULW\�UHODWLRQVKLS�EHWZHHQ�KLPVHOI�DQG�WKH�EX\HU�ZKLFK�UHGXFHV�WKH�LQFHQWLYH�ZKLFK� WKH� ODWWHU� KDV� IRU� EDUJDLQLQJ�� RQ� WKH� RQH� KDQG�� DQG� IRU� HQJDJLQJ� LQ� VWUDWHJLF�PLVUHSUHVHQWDWLRQ��RQ�WKH�RWKHU�KDQG���� 7KH�PHUH�H[LVWHQFH�RI�D�IRUPXOD�LV�D�FOHDU�VLJQDO�WR�KLV�FOLHQWV�WKDW�KH�ZLVKHV�WR�DSSO\�D�XQLIRUP�RSHQ�SULFH�LQ�D�JLYHQ�JHRJUDSKLFDO�DUHD�DQG�WKDW��LQ� FRQVHTXHQFH�� DQ\� KDJJOLQJ� RU� O\LQJ� RQ� WKHLU� SDUW ZLWK� D� YLHZ� WR� REWDLQLQJ� FDVXLVWLF�GLVFRXQWV�ZLOO�EH�D�ZDVWH�RI�WLPH���7R�SXW�LW�DQRWKHU�ZD\��XVLQJ�+LUVFKPDQ
V�WHUPLQRORJ\���D�SULFLQJ�IRUPXOD�LQKLELWV�D�EX\HU
V�QDWXUDO�WHPSWDWLRQ�WR�XVH�KLV��YRLFH��LQGLVFULPLQDWHO\�LQ�DQ�DWWHPSW� WR� DOWHU� D� FRPPHUFLDO� UHODWLRQVKLS� LQ� KLV� IDYRXU�ZLWKRXW� GZHOOLQJ� RQ� WKH� SRWHQWLDO�GDPDJH�WKDW�VXFK�D�EHKDYLRXU�FDQ�FDXVH�WR�WKH�JRRG�ZLOO�RQ�ZKLFK�WKLV�UHODWLRQVKLS�LV�EXLOW���7KLV� GRHV� QRW� PHDQ�� RI� FRXUVH�� WKDW� IRUPXODH� HIIHFWLYHO\� FORVH� FRPPXQLFDWLRQ� FKDQQHOV�EHWZHHQ� FRPPHUFLDO� FRXQWHUSDUWV�� LI� D� EX\HU� IHHOV� WKDW� WKH� VLWXDWLRQ� PHULWV� LW�� KH� FDQ�FRPPXQLFDWH� WR� WKH� VHOOHU� KLV� GLVSOHDVXUH� ZLWK� WKH� EHKDYLRXU� RI� D� IRUPXOD� RYHU� D� JLYHQ�SHULRG�� DQG�H[SHFW� DQ� LPSURYHPHQW� IRU� WKH�QH[W�SHULRG�� �7KH�VHOOHU� LV�QRW� OHJDOO\�ERXQG� WR�JLYH� VDWLVIDFWLRQ� WR� WKHVH� FRPSODLQWV�� EXW� WKHUH� LV� QR� GRXEW� WKDW�� ZHUH� KH� WR� LJQRUH� VXFK�FRPSODLQWV�FRQVLVWHQWO\��KH�ZRXOG�VRRQ�ILQG�KLPVHOI�ZLWKRXW�FOLHQWV��EHFDXVH�WKHLU�IUXVWUDWLRQ�ZLOO�OHDG�WKHP�WR�FKRRVH�WKH��H[LW��RSWLRQ����� +RZHYHU��VR�ORQJ�DV�WKH�VHOOHU�WDNHV�GXH�FDUH�WKDW�KLV�IRUPXODH�ZRUN�DV�DGYHUWLVHG��KH�FDQ�H[SHFW�KLV�FOLHQWV�WR�JR�IRU�WKH��OR\DOW\��RSWLRQ��D�TXDOLILHG�VRUW�RI�OR\DOW\��SHUKDSV��EXW�OR\DOW\�LQ�WKH�HQG��
���6HTXHQWLDO� DXWKRULW\� UHODWLRQVKLSV�DUH�FKDUDFWHULVHG�E\� WKH� IDFW� WKDW� �RQH�SDUW\�KDV� WKH�DXWKRULW\� WR�FKRRVH�WKH�SULFH�DQG�WKH�RWKHU�SDUW\�KDV�RQO\�WKH�DXWKRULW\�RYHU�WKH�WUDGH�GHFLVLRQ���7LUROH��RS��FLW���������,Q�WKLV�FDVH��WKH�VHTXHQWLDO�DXWKRULW\�UHODWLRQVKLS�KDV�WR�EH�FDOOHG��DWWHQXDWHG���EHFDXVH�WKH�VHOOHU�KDV�WKH�OLEHUW\�WR�GHILQH�WKH�SDUDPHWHUV�RI�WKH�IRUPXOD�DQG�FKDQJH�WKH�DGMXVWPHQW�IDFWRU��EXW�QRW�WR�VHW�WKH�SULFH�RI�WKH�FUXGH����/HVW�ZH�EH DFFXVHG�RI� UKDSVRGLVLQJ� DERXW�3(0(;
V�FRPPHUFLDO�SROLF\��ZH�SRLQW�RXW� WKDW�TXLWH�D�IHZ� RI� LWV� (XURSHDQ� FXVWRPHUV� KDYH� FKRVHQ� WKLV� RSWLRQ� EHFDXVH� WKH\� KDYH� QRW� EHHQ� IDYRXUDEO\�LPSUHVVHG�ZLWK�WKH�ZD\�WKH�FRPSDQ\�KDV�KDQGOHG�WKH�YHU\�ODUJH�DGMXVWPHQW�IDFWRUVRI�LWV�IRUPXODH�IRU�WKH�UHJLRQ�



���
6R�ZKDW�ZRXOG�ZH�H[SHFW�WR�VHH�ZKHQ�D�KHDY\�FUXGH�RLO�VHOOHU�UHIXVHV��OLNH�3'96$�WR� FRPPLW� LQ� WKLV�ZD\"� �7KH� DQVZHU� LV� WKLV�� LQ� DQ\�PDUNHW�ZKHUH�� JLYHQ� D� FHUWDLQ�GHPDQG�IXQFWLRQ�� SULFHV� UHIOHFW� WKH� VXSSO\� GHFLVLRQV� RI� VHOOHUV� WR� D� UHDVRQDEOH� GHJUHH�� D� QRQ�FRPPLWWHG� VHOOHU� ZLOO� DFWXDOO\� EH� ZRUVH� RII� WKDQ� D� FRPPLWWHG� RQH� EHFDXVH� VHTXHQWLDO�DXWKRULW\�PHFKDQLVPV�KDYH�D�VWDELOLVLQJ�HIIHFW�RQ�FRPPHUFLDO�UHODWLRQVKLSV�FKDUDFWHULVHG�E\�D�KLJK�GHJUHH�RI�FORVXUH���7KH�EHVW�ZD\�RI�DSSUHFLDWLQJ�WKLV�SRLQW�LV�WR�FRPSDUH�WKH�VXFFHVV�RI�IRUPXOD�SULFLQJ�ZLWK�WKH�UHVRXQGLQJ�IDLOXUH�RI�DUP
V�OHQJWK QHWEDFN�SULFLQJ���$W�ILUVW�JODQFH��LW� ZRXOG� VHHP� ORJLFDO� WR� H[SHFW� QHWEDFN� FRQWUDFWV� WR� IRVWHU� VWURQJHU� DQG� PRUH� VWDEOH�FRPPHUFLDO�UHODWLRQVKLSV�EHWZHHQ�D�FUXGH�VHOOHU�DQG�KLV�FOLHQWV�WKDQ�WKRVH�WKDW�ZRXOG�REWDLQ�IURP� UHODWLRQVKLSV�PHGLDWHG� E\� RSHQ� SULFLQJ� IRUPXODH�� DIWHU� DOO�� XQOLNH� IRUPXODH�� QHWEDFNV�JXDUDQWHH D�SRVLWLYH�PDUJLQ� IRU� HYHU\�EDUUHO�RI�FUXGH�SURFHVVHG� �DQG�RQH�ZRXOG� WKLQN� WKDW�UHILQHUV�ZRXOG�KHVLWDWH� WR� MHRSDUGL]H�VXFK�D�FR]\�DUUDQJHPHQW�E\�EHKDYLQJ�PHUFHQDULO\�IRU�WKH� VDNH� RI� VPDOO� WHPSRUDU\� JDLQV������ � ,Q� SUDFWLFH�� WKRXJK�� WKLV� DVVXPSWLRQ� KDV� QRW� KHOG��GXULQJ�������QHWEDFN�FRQWUDFWV�H[HUWHG�D�SHUQLFLRXV�LQIOXHQFH�RQ�WKH�RLO�PDUNHW��EHFDXVH�RI�WKHLU� VWUXFWXUDO� XQVXLWDELOLW\� DV� D� PHDQV� RI� FRQYH\LQJ� LQIRUPDWLRQ�� � 7KLV� XQVXLWDELOLW\�VWHPPHG� IURP� D� QXPEHU� IDFWRUV�� � )LUVWO\�� WKH� SULFHV� IRU� LQGLYLGXDO� FDUJRHV� JHQHUDWHG� E\�QHWEDFNV�ZHUH�YHU\�RSDTXH��DV�WKH\�ZHUH�GHULYHG�H[�SRVW IURP�SURGXFW�SULFHV�XQNQRZQ�DW�WKH�WLPH�HDFK�FDUJR�ZDV�OLIWHG���7KLV�RSDFLW\�ZDV�FRPSRXQGHG�E\�WKH�IDFW�WKDW�WKH�SDUDPHWHUV�RI�HDFK QHWEDFN� IRUPXOD� ZHUH� VHFUHWO\� DQG� LQGLYLGXDOO\� QHJRWLDWHG� ZLWK� HYHU\� UHILQHU��VRPHWLPHV� IRU� HDFK� RQH� RI� KLV� UHILQHULHV��� � 0RUHRYHU�� WKH� FDOFXODWLRQ� RI� HDFK� IRUPXOD�LQYROYHG� D� VLJQLILFDQW� VXEMHFWLYH� HOHPHQW� RQ� WKH� SDUW� RI� WKH� VHOOHU�� DQG� HQWDLOHG� WKH� XVH� RI�DVVXPSWLRQV�WKDW�PDQ\�WLPHV�ZHUH�QRWKLQJ�VKRUW�RI�KHURLF��LQ�WHUPV�RI�UHOHYDQW�UHILQLQJ�FRVWV��WUDQVSRUWDWLRQ� FRVWV�� SURGXFWV� SULFHV�� HWF���� � )LQDOO\�� WKH� IXQFWLRQLQJ� RI� QHWEDFNV� GHSHQGHG�KHDYLO\� RQ� WKH� GLVFORVXUH� WR� RYHU�HDJHU� VHOOHUV� RI� LQIRUPDWLRQ� SULY\� WR� SRWHQWLDO� EX\HUV���8QGHUVWDQGDEO\��UHILQHUV�WULHG�WR�WXUQ�DOO�WKHVH�IDFWRUV�WR�WKHLU�DGYDQWDJH�E\�SUHVVLQJ�VHOOHUV�WR�LQFOXGH� LQ� WKHLU�QHWEDFN� IRUPXODH�DV�PDQ\�FRVW�HOHPHQWV�DV�SRVVLEOH��ZLWK�VXLWDEO\� LQIODWHG�YDOXHV���RQ�WKH�RQH�KDQG��DQG�WR�JLYH�WKHP�YHU\�DWWUDFWLYH�SURFHVVLQJ�IHHV��RQ�WKH�RWKHU���,Q�WKLV�ZD\�� HYHU\� UHILQHU� FRXOG�EH� VXUH�RI� DFKLHYLQJ�D�SRVLWLYH� UHILQLQJ�PDUJLQ� �ZKRVH�H[DFW�VL]H� RQO\� KH� NQHZ�� ZKHQ� UXQQLQJ� FUXGH� DFTXLUHG� XQGHU� QHWEDFN� FRQGLWLRQV�� � &UXFLDOO\��WKRXJK��KH�FRXOG�QRW EH�VXUH�WKDW�KLV�FRPSHWLWRUV�ZRXOG�QRW�EH�DEOH�WR�QHJRWLDWH�EHWWHU�WHUPV�IRU� WKHPVHOYHV�� � ,Q� WKH� HQG�� DQG� VRRQHU� UDWKHU� WKDQ� ODWHU�� WKLV� XQFHUWDLQW\� � FRXSOHG�ZLWK� D�SHUVLVWHQW�VXSSO\�RYHUKDQJ�� GURYH�HDFK�UHILQHU�WR��FKDOOHQJH�VHOOHUV�E\�SRLQWLQJ�WR�WKH�PRUH�DWWUDFWLYH�WHUPV�RI�FRPSHWLWRUV��RIWHQ�RQ�WKH�EDVLV�RI�IOLPV\�LQIRUPDWLRQ������ORQJ�EHIRUH�WKH�WHUPV� RULJLQDOO\� DJUHHG� XSRQ� ZHUH� GXH� WR� H[SLUH�� � 7KXV�� WKH� G\QDPLFV� EHKLQG� WKH� DEUXSW�

���$V�WKH�KHDG�RI�DQ�LQGHSHQGHQW�(XURSHDQ�UHILQHU�SXW�LW�WR�3,: LQ�WKH�PLGVW�RI�WKH�QHWEDFN�FULVLV���P\�ERDUG� RI� GLUHFWRUV� ZDQWV� D� VXUH� UHILQLQJ�PDUJLQ� DQG� LV�ZLOOLQJ� WR� IRUJR� WKH� SRVVLELOLW\� RI� WKH� ELJJHU�SURILWV�DJJUHVVLYH�WUDGLQJ�PLJKW�EULQJ���3,:.��RS��FLW����������,ELG�����



���
�GHDWK� VSLUDO�� WKDW� REWDLQHG� RQFH�PRVW� RLO� H[SRUWHUV� FODPEHUHG� RQ� WKH� QHWEDFN EDQGZDJRQ�ZHUH� D� GLUHFW� FRQVHTXHQFH� RI� WKH� RSDFLW\� DQG� VHFUHF\� RI� QHWEDFN� FRQWUDFWV�� � 7KHVH�FKDUDFWHULVWLFV�JDYH�FUXGH�EX\HUV�HYHU\�LQFHQWLYH�WR�UHQHJRWLDWH�DQG�RU�GHVHUW�VXSSO\�DFFRUGV�PRUH� RIWHQ� WKDQ�ZRXOG� KDYH�EHHQ� WKH� FDVH�KDG�PRVW�SURGXFHUV�EHHQ� VHOOLQJ� WKHLU� FUXGH�RQ�VRPH�RWKHU�EDVLV����7KLV�EULHI�GHWRXU�LQWR�WKH�GHPLVH�RI�QHWEDFN�SULFLQJ�VKRXOG�PDNH�LW�TXLWH�FOHDU�ZK\��DV�D�UHVXOW�RI� WKH�IDFW� WKDW� WKH\�HQKDQFH��UDWKHU� WKDQ�UHGXFH��PDUNHW� WUDQVSDUHQF\��IRUPXODH�DUH�D�EHWWHU�RSWLRQ�� LQ�WKHRU\�� IRU�SURGXFHUV�ZRUULHG�DERXW�WKH�VWDELOLW\�RU�GXUDELOLW\�RI�WKHLU�FRPPHUFLDO�UHODWLRQVKLSV���,Q�SUDFWLFH��RI�FRXUVH��WKH�DGYDQWDJHV�LQKHUHQW�WR�SULFLQJ�IRUPXODH�ZLOO�WHQG�WR�YDQLVK�LI�WKH�FOLHQWV�RI�DQ�12&�DUH�QRW�JHQXLQHO\�FRQYLQFHG�RI�WKH�LPSRVVLELOLW\�RI� QHJRWLDWLQJ� GLVFRXQWV� ZLWK� LWV� RIILFHUV� EHKLQG� FORVHG� GRRUV� �LQ� VXFK� FDVHV�� WKH� SULFHV�JHQHUDWHG�E\�IRUPXODH�DVVXPH�D�PHUHO\�LQGLFDWLYH�FKDUDFWHU����� 3(0(;��KRZHYHU��KDV�EHHQ�DEOH� WR� HVWDEOLVK� D� UHSXWDWLRQ� IRU� QHYHU� UHVRUWLQJ� WR� FRPSDQ\�VSHFLILF� GLVFRXQWV� WR� VKLIW�YROXPH�� � ,WV� FUHGLELOLW\� LQ� WKLV� UHJDUG� KDV� EHHQ� EROVWHUHG� E\� LWV� UHIXVDO� WR� VHOO� � WR� EURNHUV��WUDGHUV�RU�DQ\�RWKHU� W\SH�RI�LQWHUPHGLDU\�����E\�LWV�UHIXVDO�WR�VHOO�XQGHU�DQ\WKLQJ�RWKHU�WKDQ�FRQWUDFWXDO�WHUPV��HYHQ�WR�QRQ�FRQWUDFWXDO�FXVWRPHUV���DQG�E\�XQHTXLYRFDO�GHFODUDWLRQV�LQ�WKH�VHQVH� WKDW� LW� SUHIHUV� WR� VHOO� FUXGH ZLWKLQ� WKH� IUDPHZRUN� RI� ORQJ�WHUP� FRQWUDFWXDO�UHODWLRQVKLSV���� %HFDXVH�RI�WKLV�� WKH�0H[LFDQ�FRPSDQ\�KDV�EHHQ�DEOH�WR�VLJQ�FRQWUDFWV�IRU�YHU\� ODUJH�YROXPHV�RI�0D\D�ZLWK� UHILQHUV� WKDW�KDYH�KLJK� UHVHUYDWLRQ�SULFHV�IRU� WKLV� W\SH�RI�FUXGH�DQG�DUH�WKHUHIRUH�ZLOOLQJ�WR�SD\�D�VOLJKW�SUHPLXP�IRU�WKH�SULYLOHJH�RI�PDLQWDLQLQJ�WKLV�UHODWLRQVKLS� IORZLQJ� VPRRWKO\���� *LYHQ� WKLV� IDFW�� DQG� WKH� JUHDW� VLPLODULWLHV� ZKLFK� H[LVW�
���0DEUR� VD\V� WKDW� QHWEDFNV�� E\� SUHYHQWLQJ� �SULFHV� IURP� SHUIRUPLQJ� WKHLU� UROH� DV� VLJQDOV� IRU� WKH�HIILFLHQW� DOORFDWLRQ� RI� UHVRXUFHV� �� �� �� FRQIXVH>G@� HFRQRPLF� DJHQWV� DQG� HOLFLW>HG@� LPSHUIHFW� UHVSRQVHV��IURP WKHP���������������7KDW�LV�ZK\��DV�$GHOPDQ�VD\V��DQ\�VPDOO��ORFDO�GLVFRXQW�KDV�WKH�SRWHQWLDO�RI�EHFRPLQJ�D�JHQHUDOLVHG�GLVFRXQW��������������7KH�FRPSDQLHV�ZKRVH�IRUPXODH�VHUYH�SXUHO\�IRU��LQGLFDWLYH�SXUSRVHV��FDQ�EH�LGHQWLILHG�E\�WKH�ODUJH�QXPEHU�RI� WUDGHUV WKDW� WKH\�KDYH�DV�FOLHQWV��LW�JRHV�ZLWKRXW�VD\LQJ�WKDW��LI�WUDGHUV�ZHUH�QRW�DEOH�WR�JHW�GLVFRXQWHG�FUXGH�WKH\�ZRXOG�QRW�EH�DEOH�WR�UHVHOO�LW�DW�D�SURILW�����1RWLFH�KRZ�ZH�GR�QRW� VD\�D� ORQJ�WHUP�FRQWUDFW�� �3(0(;�GRHV�QRW�DWWHPSW� WR� WLH� LWV�FXVWRPHUV� LQ�ORQJ�WHUP�FRQWUDFWV��0H[LFDQ�FRQWUDFWV�DUH�HYHUJUHHQ��EXW�KDYH�D�QRPLQDO�GXUDWLRQ�RI�D�\HDU����7KLV�W\SH�RI�FRQWUDFWXDO�DUUDQJHPHQW�LV�W\SLFDO�RI�EX\HUV
�PDUNHWV��VHH�$JKLRQ�DQG�%ROWRQ����������$V�7LUROH��RS��FLW�������VD\V���D�OLPLWDWLRQ�RI�ORQJ�UXQ�UHODWLRQVKLSV�PD\�EH�GXH�WR�WKH�IDFW�WKDW�D�VKRUW�WHUP�UHODWLRQVKLS�LV�JHQHUDOO\�PRUH�DGYDQWDJHRXV� WR�D�SDUW\�ZKR�NQRZV� WKDW�KH�ZLOO�KDYH�JRRG�RXWVLGH�RSSRUWXQLWLHV�LQ�WKH�IXWXUH�� �%HFDXVH�JRRG�RXWVLGH�RSSRUWXQLWLHV�WRPRUURZ�DUH�UHODWHG�WR�KLV�JHQHUDO�DELOLW\�WR�SHUIRUP�ZHOO�DQG�WKXV�LPSURYH�KLV�EDUJDLQLQJ�SRVLWLRQ�WRGD\��WKLV�SDUW\�KDV�DQ�LQFHQWLYH�WR�VLJQDO�WKHP�WKURXJK�WKH� VLJQDWXUH� RI� D� VKRUW�WHUP� FRQWUDFW� �SRVVLEO\� GLVJXLVHG� DV� D� ORQJ�WHUP� FRQWUDFW���� � $Q� HYHUJUHHQ�FRQWUDFW� LV� LQ� IDFW� D� VKRUW�WHUP� FRQWUDFW� GLVJXLVHG� DV� D� ORQJ�WHUP� FRQWUDFW�� � )RU� REYLRXV� UHDVRQV��HYHUJUHHQ� FRQWUDFWV� DOVR� GHIXVH� WKH� �HQGJDPH�� SUREOHP� �L�H�� WKH� JURZLQJ� LQFHQWLYH� RQH� SDUW\� KDV� WR�FKHDW�DV�D�FRQWUDFW�LV�FRPLQJ�WR�DQ�HQG�����%HIRUH�������RLO�H[SRUWHUV�DVVXPHG�� ZURQJO\�� WKDW�EX\HUV�ZRXOG�DOZD\V�EH�ZLOOLQJ�WR�SD\�RYHU�WKH�RGGV�WR�PDLQWDLQ�ORQJ�WHUP�UHODWLRQVKLSV�ZLWK�WKHP�LQ�WKH�LQWHUHVWV�RI��VHFXULW\�RI�VXSSO\��HYHQ�WKRXJK�WKH�YDOXH�RI� WKH�VHFXULW\�WKHVH�UHODWLRQVKLSV�RIIHUHG�ZDV�TXHVWLRQDEOH��JLYHQ�WKH�IUHTXHQF\�ZLWK�ZKLFK�FRQWUDFWXDO WHUPV�ZHUH�DOWHUHG����,Q�WKH�ZRUGV�RI�WKH�&KHYURQ�&(2��WKHVH�ZHUH�ORQJ�WHUP�UHODWLRQVKLSV�WKDW�DGGHG�QRWKLQJ�WR�WKH�RLO�FRPSDQLHV
�ERWWRP�OLQH��3,:��2FWREHU����������������7KH�W\SH�RI�VHFXULW\�



���
EHWZHHQ�3(0(;�DQG�3'96$��LQ�WHUPV RI�WKH�W\SH�RI�FUXGH�WKH\�KDYH�WR�VHOO��WKH�SURILOH�RI�WKHLU� 
LGHDO� FOLHQW
�� HWF���� LW� VHHPV� TXLWH� H[WUDRUGLQDU\� WKDW� WKH�9HQH]XHODQ� FRPSDQ\� VKRXOG�KDYH� FKRVHQ� QRW� WR� IROORZ� 3(0(;
V� OHDG� LQ� WHUPV� RI� SULFLQJ� PHWKRGV� �SDUWLFXODUO\� VLQFH�3'96$� ZRXOG� KDYH� KDG QR� WURXEOH� LQ� HVWDEOLVKLQJ� D� FRPPHUFLDO� UHSXWDWLRQ� VLPLODU� WR�3(0(;
V�YLV�j�YLV WKH�LVVXH�RI�GLVFRXQWV��ZKLFK�LV�PRUH�WKDQ�FDQ�EH�VDLG�RI�RWKHU�12&V����$W�RQH�SRLQW��VXFK�D�GHFLVLRQ�FRXOG�KDYH�EHHQ�DWWULEXWHG�WR�XQGHUVWDQGDEOH�FDXWLRQ�RQ�WKH�SDUW�RI�WKH�9HQH]XHODQ�FRPSDQ\��VLQFH� WKH�FRQFHSW�RI�IRUPXODH�ZDV�QHZ�DQG�XQWHVWHG���EXW�WKLV�LV�FOHDUO\�QR�ORQJHU�WKH�FDVH��3'96$�LV�QRZ�RQH�RI�WKH�IHZ�12&V�WKDW�GR�QRW�XVH�RSHQ�SULFLQJ�IRUPXODH����,QGHHG��WKH�FRQWUDVW�EHWZHHQ�WKH�FRPPHUFLDO�SURFHGXUHV�RI�ERWK�FRPSDQLHV�FRXOG�QRW� EH� PRUH� PDUNHG� :KHUHDV� 3(0(;� KDV� UHQRXQFHG� WKH� IDFXOW\� RI� VHWWLQJ� LWV� SULFHV�XQLODWHUDOO\��3'96$�KDV�UHVLVWHG�D�VLPLODU�PRYH�E\�DGGXFLQJ�WKDW�LW�UHSUHVHQWV�DQ�LQWROHUDEOH�DEGLFDWLRQ� RI�9HQH]XHODQ� �SULFLQJ� VRYHUHLJQW\������ZKLOVW� 3(0(;�KDV� RSWHG� IRU� D� SULFLQJ�PHWKRG� WKDW� LV� VLPSOH� DQG� GRHV� QRW� LQYROYH� WRR� PDQ\� SHRSOH�� 3'96$� KDV� FOXQJ� WR� D�FXPEHUVRPH� V\VWHP�ZKLFK� RIWHQ� LQYROYHV� DW� OHDVW� ������� SHRSOH� DW� GLIIHUHQW� OHYHOV�� HYHU\�WLPH�SULFHV�KDYH�WR�EH�VHW�DQG�DSSURYHG�����ILQDOO\��ZKHUH�WKH�0H[LFDQ�FRPSDQ\�KDV�VRXJKW�WR� LQWURGXFH� OLJKW� DQG� WUDQVSDUHQF\�� WKH� 9HQH]XHODQ� FRPSDQ\� KDV� SUHIHUUHG� GDUNQHVV� DQG�RSDFLW\�3'96$
V�SULFLQJ�V\VWHP� LV�YHU\�DUFDQH��DQG�FRQFUHWH� LQIRUPDWLRQ�DERXW� LW� LV�VFDQW���7KH�FRPSDQ\�LWVHOI�GRHV�QRW�JR�IXUWKHU�WKDQ�WKLV�LQ�GHVFULELQJ�LW�SULFLQJ�PHFKDQLVPV�KDYH�HYROYHG�ZLWK�WKH�REMHFW�RI�DGDSWLQJ�DGHTXDWHO\�WR�FKDQJLQJ�PDUNHW�FLUFXPVWDQFHV�DQG�WR�LQFUHDVH�FRPPHUFLDO�IOH[LELOLW\���,Q������������>3'96$@�HVWDEOLVKHG�WKH�VR�FDOOHG�DVVHVVHG�SULFHV�>ZKLFK�DUH�SRVWHG�SULFHV�WKDW�VXEVWLWXWHG�WKH�RIILFLDO�SULFHV�WLHG�WR�23(&@��ZKLFK�FDQ�UHSUHVHQW�LQYRLFH�SULFHV�IRU�FHUWDLQ�PDUNHWV�RU�ZKLFK�FDQ�EH�XVHG�DV� LQGLFDWRUV� WR�GHWHUPLQH� WKH� ILQDO� LQYRLFLQJ�SULFHV� LQ�RWKHU�PDUNHWV����,W� LV� NQRZQ�� KRZHYHU�� WKDW� 3'96$
V� SXEOLVKHG�SRVWHG� SULFHV� DUH� XVHG� VROHO\� WR� LQYRLFH� LWV�FXVWRPHUV�LQ�&HQWUDO�$PHULFD���� 7KH�IRUP�LQ�ZKLFK�3'96$
V�RSHUDWLQJ�VXEVLGLDULHV�LQYRLFH�RWKHU� FXVWRPHUV� LV� �WDLORUHG� LQGLYLGXDOO\� WR� HDFK� FOLHQW� DQG� SHJJHG� DJDLQVW� EDVNHWV� RI�FRPSHWLQJ� FUXGHV� RU� SURGXFWV� VROG� LQ� WKH� FOLHQW
V�PDUNHWLQJ� DUHD������ FDUJRHV� IRU� VRPH�86�FOLHQWV� DUH� SULFHG� RQ� WKH� EDVLV� RI� �DGMXVWDEOH�QRWLILHG�SULFHV���ZKLOH�RWKHUV� DUH�SULFHG�RQ�D�SXUH�QHWEDFN�EDVLV�RU�D�PL[WXUH�RI�QHWEDFNV�DQG�DVSKDOW�SRVWLQJV��VRPH�FXVWRPHUV�KDYH�WKH�RSWLRQ�RI�IL[LQJ�OLJKW�KHDY\�DQG�RU�VZHHW�VRXU�GLIIHUHQWLDOV�IRU�D�SDUWLFXODU�FDUJR�RU�FDUJRHV��ZKLOH� VRPH� RWKHUV� FDQ� FKRRVH� WR� OLIW� DOO� FDUJRHV� GXULQJ� D� JLYHQ� SHULRG� �ZKLFK� FDQ� ODVW�
3(0(;�RIIHUV��KRZHYHU��GRHV�FRQWULEXWH�WR�LWV�FXVWRPHUV�ERWWRPOLQH��VLQFH�WKHLU�SURILWV�KLQJH�RQ�WKH�UHOLDELOLW\�RI�VXSSO\�RI�RQH�VSHFLILF�JUDGH�RI�FUXGH�����3,:��-DQXDU\��������������2FWREHU����������������3,:��2FWREHU��������������1RYHPEHU����������������&(3(7��RS��FLW���Y��,,�������LWDOLFV�RXUV����,QWHUHVWLQJO\� HQRXJK�� WKHVH� DUH� FOLHQWV� WKDW� DUH� VXSSRVHG� WR� JHW� SUHIHUHQWLDO� WUHDWPHQW� IURP�9HQH]XHOD����321��-DQXDU\�������������



���
DQ\WKLQJ� IURP� D� PRQWK� WR� \HDUV�� DW� D� IL[HG� SULFH���� 2I� ODWH�� 3'96$� KDV� LQFUHDVLQJO\�UHVRUWHG� WR� SULFLQJ� LWV� KHDY\� EOHQGV� E\� WKH� VLPSOH� H[SHGLHQW� RI� JLYLQJ� LQGLYLGXDO� FOLHQWV�YDULDEOH�GLVFRXQWV�IURP�WKH�3(0(;�0D\D�IRUPXOD�DSSOLFDEOH�WR�WKHLU�KRPH�PDUNHW���� 7KH�SDUWLFXODUV� RI� HDFK� RQH� RI� WKHVH�PHWKRGV� DUH� QRW� UHDOO\� LPSRUWDQW��ZKDW� FDQQRW�EH� VWUHVVHG�HQRXJK�LV�WKDW�DOO�RI�WKHP�DUH�YHU\�RSDTXH��DQG�LQYROYH�DQ�LPSRUWDQW�HOHPHQW�RI�KDJJOLQJ�ZLWK�WKH� FXVWRPHUV�� �6LQFH�PDQ\�RLO�SURGXFHUV�KDYH� IRXQG� LW� LQ� WKHLU� LQWHUHVW� WR�EDQLVK�KDJJOLQJ�IURP� WKHLU� SULFLQJ�PHWKRGV� � LQ� RUGHU� WR� SUHYHQW�*UHVKDP
V� ODZ� RI� DGYHUVH� VHOHFWLRQ� IURP�UXOLQJ� �DQG� UXLQLQJ�� WKHLU�FRPPHUFLDO� UHODWLRQVKLSV� � RQH� LV�QDWXUDOO\�SURPSWHG� WR�DVN�ZKDW�SRVVLEOH�PRWLYH�FDQ�3'96$�KDYH�IRU�PDLQWDLQLQJ�VXFK�DQ�DZNZDUG�V\VWHP�LQ�RSHUDWLRQ�7KH�PDLQ�UHDVRQ�DGYDQFHG�WR�MXVWLI\�WKH�UHWHQWLRQ�RI�D�SULFLQJ�V\VWHP�ZKLFK�LV�RXW�RI�VWHS�ZLWK�WKH�RLO�PDUNHW
V�REVHVVLRQ�IRU�WUDQVSDUHQF\�DQG�VLPSOLFLW\�LV�WKDW�LW�HQDEOHV�3'96$�WR�SULFH�WKH�FDUJRHV�RI�HYHU\�FXVWRPHU�DFFRUGLQJ�WR�WKHLU�SDUWLFXODU�FLUFXPVWDQFHV��ORFDWLRQ��FRPSOH[LW\� RI� WKH� UHILQHU\�� HWF���� DQG� WR� WKH� VWDWH� RI� WKH� PDUNHW� DW� DQ\� JLYHQ� PRPHQW����+RZHYHU��QR�RWKHU�LQWHJUDWHG�RU�QRQ�LQWHJUDWHG�12&��QRW�HYHQ�6DXGL�$UDPFR��KDV�EHHQ�DEOH�WR� WKUXVW� VXFK�DQ�DUUDQJHPHQW�XSRQ� LWV�FOLHQWV�� �)XUWKHU��HYHQ� WKRXJK�&LWJR�DQG�8QR�9HQ� �WKDQNV� WR� WKHLU� VKDUHKROGLQJV� LQ� PDQ\� LPSRUWDQW SLSHOLQHV�� WR� WKHLU� H[WHQVLYH� UHWDLOLQJ�RSHUDWLRQV�DQG�WR�WKHLU�VL]DEOH�LPSRUWV�RI�QRQ�9HQH]XHODQ�FUXGHV�� JLYH�3'96$�D�NQRZOHGJH�VXSHULRU�WR�WKDW�RI�DQ\�RWKHU�12&�UHJDUGLQJ�WKH��PLFUR��FRQGLWLRQV�RI�WKH�86�RLO�PDUNHW��WKH�VPRRWK�RSHUDWLRQ�RI�D�GLVFULPLQDWRU\�SULFLQJ�V\VWHP�OLNH�WKLV�RQH�ZRXOG�VWLOO�UHO\�KHDYLO\�RQ�WKH� DFFXUDWH� GLVFORVXUH� WR� 3'96$� E\� LWV� FOLHQWV� RI� LQIRUPDWLRQ� SULY\� WR� WKHP� �DQG� WKHVH�FOLHQWV�ZRXOG�REYLRXVO\�KDYH�HYHU\�LQFHQWLYH�WR�FRQFHDO����0RVW�UHYHDOLQJ�RI�DOO��KRZHYHU��LV�WKH�IDFW�WKDW�PDQ\�RI�WKH�SULFLQJ�RSWLRQV�ZKLFK�3'96$�KDV�JLYHQ�LWV�FOLHQWV�DUH�V\PSWRPDWLF�RI�D�JUHDW�GHDO�RI�ZHDNQHVV��UDWKHU�WKDQ�VWUHQJWK��LQ�RWKHU�ZRUGV��3'96$�ZRXOG�VHHP�WR�EH�DWDUJHW�IRU�GLVFULPLQDWLRQ�RQ�WKH�SDUW�RI�LWV�FXVWRPHUV��UDWKHU�WKDQ�WKH�RSSRVLWH����)RU�LQVWDQFH��ZKHQ�3'96$�SHUPLWV�D�FOLHQW�WR�IL[�D�OLJKW�KHDY\�GLIIHUHQWLDO�DW�ZLOO�DW�QR�DGGLWLRQDO�FRVW��LW�LV�JLYLQJ�DZD\�QRWKLQJ� OHVV� WKDQ�D�JDVROLQH�IXHO�RLO�VZDS��EHFDXVH�3'96$�DVVXPHV�DOO� WKH�ULVN� WKDW� WKLV� GLIIHUHQWLDO�PLJKW� GLPLQLVK� DQG� UHFHLYHV� QRWKLQJ� LQ� H[FKDQJH��� � %\� WKH� VDPH�WRNHQ��D�VXSSO\�FRQWUDFW�OLNH�WKH�RQH�0DUDYHQ�DOOHJHGO\�RIIHUHG�&KHYURQ�LQ����������\HDUV
�ZRUWK�RI� FUXGH�DW� D� IL[HG�SULFH�� LV� WKH�HTXLYDOHQW�RI�D� IUHH� ORQJ�WHUP�VZDS�RQ�D�YHU\� ODUJH�YROXPH�RI�KHDY\�VRXU�FUXGH���� 7KH�IDFW� WKDW�3'96$�KDV�KDG� WR�JR� WR�VXFK� OHQJWKV�ZKLOH�
���2Q�DGMXVWHG�SRVWHG�SULFHV�VHH�3,:.��RS��FLW�������RQ�WKH�PL[WXUH�RI�QHWEDFNV�DQG�DVSKDOW�SRVWLQJV�VHH�3,:��0D\������������������3HUVRQDO�LQWHUYLHZV����3HUVRQDO�LQWHUYLHZ����$V� DQ� DQFLOODU\� SDUW� RI� DQ� RLOILHOG� UHDFWLYDWLRQ� GHDO�� 0DUDYHQ� VXEVFULEHG� WKUHH� VHSDUDWH� VXSSO\�FRQWUDFWV�IRU�&KHYURQ
V�3DVFDJRXOD��3HUWK�$PER\�DQG�:HVW�&RDVW�UHILQHULHV�� �3DVFDJRXOD�ZLOO�UHFHLYH����0%'�RI�FUXGH��ZLWK�WKLV�YROXPH SRVVLEO\�LQFUHDVLQJ�WR����0%'�DW�D�ODWHU��XQVSHFLILHG��GDWH���3HUWK�$PER\�ZLOO�UHFHLYH�EHWZHHQ����DQG����0%'�RI�KHDY\�FUXGHV��PRVWO\�%RVFiQ����)LQDOO\��WKH�WZR�:HVW�&RDVW� UHILQHULHV� ZLOO� UHFHLYH� DERXW� ���0%'� RI� %RVFiQ�� � $�0DUDYHQ� VRXUFH� VDLG� WKDW� WKHVH� VXSSO\�FRQWUDFWV�ZRXOG�EH�PDLQWDLQHG�DW�D�TXRWHG�SULFH�IRU����\HDUV��321��-XQH�������������



���
RWKHU�SURGXFHUV�KDYH�QRW�LW�LV�TXLWH�UHYHDOLQJ�RI�WKH�LQDELOLW\�RI�WKH�9HQH]XHODQ�FRPSDQ\�WR�GLFWDWH�FRPPHUFLDO�WHUPV�WR�WKH�FRPSDQLHV�WKDW�OLIW�LWV�FUXGH�,W�VHHPV�TXLWH�FOHDU�WKDW�3'96$
V�H[SOLFLW�UHIXVDO�WR�GLFWDWH�LWV�SULFHV�XQLODWHUDOO\��IDU�IURP�UHSRUWLQJ�WKH�FRPSDQ\�DQ\�EHQHILWV��KDV�DFWXDOO\�UHGXFHG�WKH�LQFHQWLYHV�ZKLFK�LWV�FOLHQWV�ZLWK� SRWHQWLDOO\� ODUJH� DSSURSULDEOH� TXDVL�UHQWV� KDYH� WR� VXEVFULEH� WHUP� FRQWUDFWV� IRU� ODUJH�YROXPHV� RI� FUXGH�� DQG� KDV� VWUHQJWKHQHG� WKH� SURSHQVLW\� RI� WKHVH� FOLHQWV� WR� EHKDYH�RSSRUWXQLVWLFDOO\�� � ,Q�RWKHU�ZRUGV��3'96$
V�UHWHQWLRQ�RI�DQ�RSDTXH�SULFLQJ�PHFKDQLVP�KDV�WHQGHG� WR� H[DFHUEDWH� WKH� ELODWHUDO� PRQRSRO\� SUREOHPV� LQKHUHQW� LQ� UHSHDWHG� WUDQVDFWLRQV�LQYROYLQJ� KHDY\� FUXGHV� �E\� HURGLQJ� WKH� DOUHDG\� VFDUFH� WUDQVSDUHQF\� LQ� WKH� KHDY\� FUXGH�PDUNHW���DQG�WR�LQFUHDVH�WKH�EDUJDLQLQJ�SRZHU�RI�LWV�FRPPHUFLDO�FRXQWHUSDUWV���� 7KLV�SDWWHUQ�RI�EHKDYLRXU� LV�EL]DUUH��DQG�GHILQLWHO\�QRW�ZKDW�RQH�ZRXOG�H[SHFW� IURP�D�FRPSDQ\�ZRUULHG�DERXW� WKH� �FORVXUH HIIHFW�� RI� LWV� FRPPHUFLDO� UHODWLRQVKLSV� �LW� LV� TXLWH� REYLRXV� WKDW� �DQ�HIIHFWLYH� FRPSHWLWLYH� VWUDWHJ\� WDNHV� RIIHQVLYH� RU� GHIHQVLYH� DFWLRQ� LQ� RUGHU� WR� FUHDWH� D�GHIHQGDEOH >VLF�@�SRVLWLRQ�DJDLQVW�������IRUFHV�DIIHFWLQJ�FRPSHWLWLRQ�LQ�DQ�LQGXVWU\������DQG�QRW�WKH� RWKHU� ZD\� DURXQG��� � 7KHUHIRUH�� ZH� KDYH� WR� FRQFOXGH� WKDW� UHPHG\LQJ� WKHVH� ELODWHUDO�PRQRSRO\� SUREOHPV� FDQQRW� KDYH� EHHQ� RQH� RI� WKH� SULRULWLHV� RI� WKH� 9HQH]XHODQ�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��������3URMHFWLRQ�RI�3'96$
V�0DUNHW�3RZHU3'96$�RIILFLDOV� VWDWH� WKDW� WKHLU� SULFLQJ�PHFKDQLVPV� KDYH� EHHQ�GHVLJQHG�ZLWK� RQH� JRDO� LQ�PLQG��HQVXULQJ� WKDW� WKH�SULFH�SDLG�E\� UHILQHUV� IRU�HYHU\�FDUJR�RI�9HQH]XHODQ�FUXGH�UHIOHFWV�ERWK� WKHLU� JHRJUDSKLFDO� ORFDWLRQ� �L�H�� ORFDWLRQDO� UHQWV�� DQG WKH�PDUJLQV� REWDLQDEOH� LQ� WKHLU�SDUWLFXODU� UHILQLQJ�FRQILJXUDWLRQV�ZKHQ� WKH�FUXGH� LV�SURFHVVHG� �L�H��DVVHW�TXDVL�UHQWV����� ,I�WUXH�� WKLV�ZRXOG�PHDQ�WKDW�DQ�LPSRUWDQW�SDUW�RI�WKH�FRPSDQ\
V�FRPPHUFLDO�VWUDWHJ\�UHYROYHV�DURXQG�SULFH�GLVFULPLQDWLRQ���� *LYHQ�WKDW��LQ�PDQ\�FLUFXPVWDQFHV��LQWHJUDWHG�ILUPV�PD\�EH�PRUH� OLNHO\� WR� HQJDJH� LQ� SULFH� GLVFULPLQDWLRQ� WKDQ� QRQ�LQWHJUDWHG� ILUPV� �EHFDXVH� YHUWLFDO�LQWHJUDWLRQ�FDQ�PDNH�LW�HDVLHU�IRU�D�ILUP�WR�LVRODWH�WKRVH�FOLHQWV�ZKLFK�DUH�ZLOOLQJ�WR�SD\�WKH�KLJKHVW� SULFHV� IRU� LWV� SURGXFW������ FRXOG� RQH� DUJXH� WKDW 3'96$� PLJKW� KDYH� GHFLGHG� WR�LQWHJUDWH�YHUWLFDOO\�LQ�RUGHU�WR�SURMHFW�LWV�PDUNHW�SRZHU�PRUH�HIIHFWLYHO\"��9HUWLFDO�LQWHJUDWLRQ�LV�QRW�D�QHFHVVDU\ FRQGLWLRQ�IRU�VXFFHVVIXO�SULFH�GLVFULPLQDWLRQ��ZKDW� LV� QHFHVVDU\�� WKRXJK�� LV� WKDW� WKH� ILUP� HQMR\� VRPH� GHJUHH� RI� PRQRSRO\� SRZHU� LQ� WKH�
���0RUHRYHU��3'96$
V�SULFLQJ�DQWLFV�KDYH�DOVR�FRPSOLFDWHG�WKH�OLYHV�RI�LWV�FRPSHWLWRUV�LQ�WKLV�PDUNHW��IRU�WKH�VDPH�UHDVRQV����3RUWHU������������LWDOLFV�LQ�RULJLQDO����3HUVRQDO�LQWHUYLHZ����3ULFH�GLVFULPLQDWLRQ�FDQ�EH�GHILQHG�DV�WKH�SUDFWLFH�RI�FKDUJLQJ�GLIIHUHQW�SULFHV�WR�GLIIHUHQW�FXVWRPHUV�IRU�DQ�LGHQWLFDO�SURGXFW�RU��DOWHUQDWLYHO\��FKDUJLQJ�D�XQLIRUP�SULFH�IRU�D�SURGXFW�UHJDUGOHVV�RI�WKH�IDFW�WKDW�WKH�FRVWV�RI�VXSSO\LQJ LW�WR�GLIIHUHQW�FXVWRPHUV�YDU\��VHH�3LJRX�������������������7KH� FDVH� RI� D� VXSSOLHU�ZKR�� KDYLQJ� LGHQWLILHG� GLIIHUHQW� HODVWLFLWLHV� LQ� WKH� GHPDQG� IXQFWLRQV� RI� LWV�FOLHQWV�� DFTXLUHV� WKRVH�ZKR�KDYH�KLJKHU�GHPDQG�HODVWLFLWLHV�DQG�FKDUJHV� WKH� UHVW�D�SULFH�SUHPLXPLV�D�FODVVLF�H[DPSOH�RI�WKLV��VHH�7LUROH��RS��FLW��������



���
PDUNHW� IRU� LWV�SURGXFW�� �7KHUH� DUH� WZR�PRUH� UHTXLVLWHV�ZKLFK�SRWHQWLDO�SULFH�GLVFULPLQDWRUV�DOVR�KDYH�WR�PHHW���)LUVWO\��WKH\�PXVW�EH�DEOH�WR�LGHQWLI\�HLWKHU�WKH�UHVHUYDWLRQ�SULFHV�RI�WKHLU�YDULRXV� FOLHQWV� RU�� DW� WKH� YHU\� OHDVW�� WKH� GHPDQG� HODVWLFLWLHV� RI� GLIIHUHQW� PDUNHW� VHJPHQWV��RWKHUZLVH� WKH\� ZLOO� ODFN� WKH� LQIRUPDWLRQ� WR� SUHSDUH� D� GLVFULPLQDWRU\� SULFLQJ� VFKHGXOH���VHFRQGO\��WKH\�PXVW�EH�LQ�D�SRVLWLRQ�WR�HOLPLQDWH�DUELWUDJH�RSSRUWXQLWLHV�IRU�WKHLU�SURGXFW��RU�HOVH�WKRVH�FOLHQWV WR�ZKRP�WKH\�VHOO�DW�D�ORZ�SULFH�ZLOO�UHVHOO�WKH�SURGXFW�WR�WKRVH�FOLHQWV�WR�ZKRP�WKH\�DSSO\�KLJKHU�SULFHV����,I�ZH�DQDO\]H�WKH�VXSSO\�DQG�GHPDQG�FRQGLWLRQV�WKDW�SUHYDLO�LQ�WKH�$PHULFDQ�KHDY\�FUXGH�RLO�PDUNHW��QRW�LQFOXGLQJ�WKH�:HVW�&RDVW���ZH�VHH�WKDW�3'96$�LV� UHVSRQVLEOH� IRU� DERXW� D� WKLUG� RI� WKH� LPSRUWHG� KHDY\� FUXGH� UHTXLUHPHQWV� RI� WKLV� KLJKO\�VHJPHQWHG�PDUNHW���,Q�DGGLWLRQ�WR�WKLV��WKH�*HQHUDO�7HUPV�DQG�&RQGLWLRQV��*7&
V��IRU�FUXGH�RLO� VDOHV� RI� 3'96$
V� RSHUDWLQJ� VXEVLGLDULHV� EDU� FXVWRPHUV� IURP� UHVHOOLQJ DQ\�9HQH]XHODQ�FUXGH�FDUJR�EHIRUH�LW�LV�RII�ORDGHG�DW�WKH�GHVWLQDWLRQ�VWDWHG�LQ�WKH�%LOO�RI�/DGLQJ�RI�WKH�YHVVHO�FDUU\LQJ� LW���� 7KHVH� WZR� IDFWRUV� FRXOG� VXJJHVW� WKDW� 3'96$�KDV� D� FRQVLGHUDEOH� VFRSH� IRU�SULFH�GLVFULPLQDWLRQ�ZLWKLQ� WKLV�PDUNHW�� �+RZHYHU�� VLQFH� WKLV� VFRSH�KDV� OLWWOH� WR�GR�ZLWK� LWV�KLJK�GHJUHH�RI�LQWHJUDWLRQ��3'96$�FRXOG�SHUKDSV�EH�DFFXVHG�RI��RYHUNLOO��LQ�KDYLQJ�SXUVXHG�D�SROLF\�RI�DJJUHVVLYH�GRZQVWUHDP�H[SDQVLRQ�LI�WKH�VROH�REMHFWLYH�RI�WKLV�SROLF\�KDG�EHHQ�WR�JLYH�LW�WKH�FDSDELOLW\�WR�SULFH�GLVFULPLQDWH�DPRQJ�LWV�$PHULFDQ�FOLHQWV�7KHUH�DUH�WKUHH�UHDVRQV�ZK\�VXFK�DQ�DFFXVDWLRQ�PLJKW�EH�XQIDLU���7KH�ILUVW�RQH�LV�WKDW�3'96$
V�RSHUDWLQJ�VXEVLGLDULHV�GR�QRW�KDYH�WRWDO�FRQWURO�RYHU�WKH�UHVDOH�RI�LWV�FUXGHV��RQFH�DQ�$PHULFDQ�FXVWRPHU�KDV�XQORDGHG�D 9HQH]XHODQ�FDUJR�DW�D�WHUPLQDO��LW�FDQ�WDNH�DGYDQWDJH�RI� WKH�H[WHQVLYH�86�SLSHOLQH�QHWZRUN� WR�VHOO� WKH�YROXPH�WR�VRPH�RWKHU�FRPSDQ\�DW�D�SURILW�ZLWKRXW� IHDU� RI� GLVFRYHU\� �DQG� KHQFH�� RI� UHSULVDOV��� � 7KLV� W\SH� RI� WUDGLQJ� LV� E\� QR�PHDQV�FRPPRQ�� LQ� WKH� PDLQ�� LW� LV� UHVWULFWHG� WR� UHILQHUV� ZKLFK� VHOO� OLPLWHG� YROXPHV� RI� FUXGH� DW�SUHPLXP�SULFHV�� DQG�WKHQ�RQO\�H[FHSWLRQDOO\�� WR�UHILQHUV�WKDW�XQH[SHFWHGO\�ILQG�WKHPVHOYHV�LQ�D�GLVWUHVVHG�SRVLWLRQ���1RQHWKHOHVV��RQH�ZRXOG�H[SHFW�VXFK�SUDFWLFHV�WR�EH�PRUH�SUHYDOHQW�DPRQJVW� FXVWRPHUV� RI� FRPSDQLHV� WKDW� SULFH�GLVFULPLQDWH�� � 7KHUHIRUH�� LW� LV� FRQFHLYDEOH� WKDW�3'96$�FRXOG�KDYH�XVHG� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� WR� IRUHFORVH�SUHHPSWLYHO\� WKLV�
ERRWOHJ
�PDUNHW��VR�DV�WR�XQGHUSLQ�D�GLVFULPLQDWRU\�SULFLQJ�VFKHGXOH���7KH�VHFRQG�UHDVRQ�KDV�WR� GR� ZLWK� WKH� LPSRUWDQW� HOHPHQW� RI� VSDWLDO� GLVFULPLQDWLRQ� ZKLFK� DOOHJHGO\� SHUPHDWHV� WKH�FRPSDQ\
V� SULFLQJ� PHFKDQLVP�� EHFDXVH� 3'96$
V� RZQHUVKLS� RI� FHUWDLQ� GRZQVWUHDP� DVVHWV��QRWDEO\�LWV�VKDUHKROGLQJV�LQ�YDULRXV�LQWHU� DQG�LQWUD�VWDWH�SLSHOLQH�V\VWHPV�LQ�WKH�86��PLJKW�HQDEOH� LW� WR� DSSURSULDWH� D� ODUJHU� SURSRUWLRQ� RI� LWV� FOLHQWV
� VXUSOXV� WKURXJK� DQ� DFFXUDWH�TXDQWLILFDWLRQ� RI� WKH� ORFDWLRQDO� UHQWV�ZKLFK� WKHVH� FOLHQWV�ZRXOG� UHDS� LI� FUXGH�ZHUH� VROG� WR�WKHP�RQ� DQ� XQLIRUP�)2%�EDVLV�� �7KH� WKLUG� DQG� ILQDO� UHDVRQ� LV� UHODWHG� WR� WKH� LQIRUPDWLRQDO�GHPDQGV�ZKLFK� SULFH�GLVFULPLQDWLQJ� ILUPV�PLJKW� IDFH� LQ�YHU\�XQVWDEOH�PDUNHWV�� �*LYHQ� WKH�YRODWLOLW\�RI� WKH�RLO�PDUNHW�� DQG� WKH�GLIILFXOWLHV� LQKHUHQW� LQ�TXDQWLI\LQJ� UHILQLQJ�PDUJLQV�E\�PHDQV�RI�PRGHOV�EDVHG�RQ�QHFHVVDULO\�VLPSOLVWLF�DVVXPSWLRQV��WKH�SURSHUW\�RI�UHILQLQJ�DVVHWV�
���6HH�3'96$��H�����������



���
FRXOG� FRQFHLYDEO\� JLYH� D� SULFH�GLVFULPLQDWLQJ� FUXGH� RLO� VHOOHU� D� ILUVW�KDQG� PHDQV� WR� NHHS�DEUHDVW�RI�YDULDWLRQV�LQ�WKH�PDUJLQV�RI�GLIIHUHQW�UHILQLQJ�FRQILJXUDWLRQV�VR�DV�WR�DOWHU�LWV�SULFHV�UDSLGO\�DQG�DFFXUDWHO\�HQRXJK�WR�DEVRUE�D�ODUJH�VKDUH�RI�LWV�FOLHQWV
�VXUSOXV�FRQVLVWHQWO\�RYHU�WLPH�� �7KHVH�� WKHQ�� DUH� WKH� DEVWUDFW� UHDVRQV�ZKLFK�PLJKW�KDYH�PDGH� LW�HLWKHU�FRQYHQLHQW�RU�QHFHVVDU\� IRU� D� FRPSDQ\� OLNH� 3'96$� WR� LQWHJUDWH� YHUWLFDOO\� LQ� RUGHU� WR� SULFH�GLVFULPLQDWH�HIIHFWLYHO\�� � /HW� XV� QRZ� VHH� ZKHWKHU� 3'96$
V� DFTXLVLWLRQ� RI� UHILQLQJ� DVVHWV� ZDV� LQ� IDFW�SURPSWHG�E\�VXFK�D�GHVLUH�2QH� ZRXOG� WKLQN� WKDW� DQVZHULQJ� WKLV� TXHVWLRQ� UHTXLUHV�� DW� WKH� YHU\� OHDVW�� VRPH�NQRZOHGJH� �KRZHYHU� LPSHUIHFW�� RI� WKH� SULFHV DW� ZKLFK� 3'96$� LQYRLFHG� D� UHSUHVHQWDWLYH�VDPSOH� RI� LWV� FOLHQWV� EHIRUH� DQG� DIWHU� LW� DFTXLUHG� WKH� DVVHWV�� � 7KLV� LV� D� SUREOHPDWLF�UHTXLUHPHQW��VLQFH�WKH�DIRUHPHQWLRQHG�REVFXULW\�RI�WKH�9HQH]XHODQ�SULFLQJ�PHFKDQLVP�PDNHV�LW� LPSRVVLEOH� WR� DVFHUWDLQ�ZKHWKHU� WKH H[SDQVLRQ� RI�3'96$
V� LQWHUQDWLRQDO� UHILQLQJ� V\VWHP�KDV� FRLQFLGHG�ZLWK� D� FKDQJH� LQ� WKH� SULFHV�ZKLFK� LWV� RSHUDWLQJ� VXEVLGLDULHV� FKDUJH� WR� WKHLU�FOLHQWV�ZLWK� FRPSOH[� UHILQLQJ� FRQILJXUDWLRQV� UHODWLYH� WR� WKRVH�ZKLFK� WKH\� FKDUJH� WR� FOLHQWV�ZLWK�VLPSOHU�FRQILJXUDWLRQV���+RZHYHU��WKH�IDFW�WKDW�WKLV�LQIRUPDWLRQ�LV�QRW�UHDGLO\�DYDLODEOH�QHHG�QRW�PHDQ�WKDW�ZH�FDQQRW�LGHQWLI\�WKH�OLQNV�EHWZHHQ�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DQG� 3'96$
V� DOOHJHG� SULFH�GLVFULPLQDWLRQ� DJDLQVW� FRPSOH[� UHILQHULHV�� � ,QGHHG�� WKH�FRQFOXVLRQV�DGYDQFHG� LQ� WKH�SUHYLRXV�VHFWLRQ�ZLWK� UHJDUG� WR� WKH�SUDFWLFDO�GUDZEDFNV�RI� WKH�9HQH]XHODQ�SULFLQJ�PHFKDQLVP�PDNH�LW�FOHDU�WKDW�VXFK�OLQNV�GR�QRW�H[LVW DQG�WKDW��LI�DQ\WKLQJ��LW�LV�3'96$�WKDW�LV�EHLQJ�GLVFULPLQDWHG�DJDLQVW�E\�LWV�ODUJH�FRQWUDFWXDO�FOLHQWV�7KHUH�UHPDLQV�WKH�SRVVLELOLW\�WKDW�3'96$�PLJKW�KDYH�WDNHQ�DGYDQWDJH�RI�LWV�VWDWXV�DV�VROH�SURYLGHU�RI�VXEVWDQWLDO�YROXPHV�RI�VSRW�ZDWHUERUQH�KHDY\�FUXGHV�WR�WKH�$PHULFDQ�PDUNHW�LQ� RUGHU� WR� SULFH�GLVFULPLQDWH� ZLWKLQ� LWV� FOLHQW� EDVH� IRU� WKLV� W\SH� RI� FDUJR�� � +RZHYHU�� WKLV�VXSSRVLWLRQ� LV� ZHDNHQHGZKHQ� RQH� FRQVLGHUV� WKH� PDQQHU� LQ� ZKLFK� /DJRYHQ��0DUDYHQ� DQG�&RUSRYHQ� XVHG� WR� SODFH� WKHLU� FUXGH� LQ� WKH�$PHULFDQ� VSRW�PDUNHW� XQWLO� YHU\� UHFHQWO\�� �7KH�PRGXV�RSHUDQGL RI� WKHVH� DIILOLDWHV� �FKDUDFWHULVHG�E\�D� VWURQJ�GHJUHH�RI�FRPSHWLWLRQ�����QRW�RQO\�GLG�QRW�IRUFH�FOLHQWV�WR�ELG�DJDLQVW�HDFK�RWKHU�IRU�FDUJRHV��VR�WKDW�FUXGH�VXSSOLHV�FRXOG�EH�FKDQQHOHG�WRZDUG�WKRVH�FOLHQWV�WKDW�UHYHDOHG�KLJKHU�UHVHUYDWLRQ�SULFHV��EXW�DFWXDOO\�WXUQHG�3'96$� LWVHOI� LQWR� DQ� HDV\� WDUJHW IRU� RSSRUWXQLVWLF� SUDFWLFHV� RQ� WKH� SDUW� RI� LWV� FOLHQWV���$FFRUGLQJ� WR� 3,:�� EX\HUV� RI� 9HQH]XHODQ� VSRW� FDUJRHV� IRXQG� WKDW� �WKH� WKUHH� RSHUDWLQJ�GLYLVLRQV� �� �� �� >ZHUH@� VR� DJJUHVVLYH� LQ� WKHLU� LQGHSHQGHQW� PDUNHWLQJ� WKDW� WKH\� VRPHWLPHV�XQGHUFXW�HDFK�RWKHU�RQ�WKH�VDOH�RI�WKH�VDPH�VSRW�FDUJR��EHFDXVH��HYHQ�WKRXJK��HDFK�GLYLVLRQ�>ZDV@� WHFKQLFDOO\� LQ� FKDUJH� RI� VHOOLQJ� LWV� RZQ� DOORWPHQWV�� >LQ� SUDFWLFH@� WKH\� >SODFHG@� HDFK�
���$V� WKH�(QHUJ\�(FRQRPLVW �'HFHPEHU���������������SXWV� LW�� �WR� VRPH�� WKH� WKUHH�DUH�EURWKHUV�� HDFK�VHHNLQJ�WR�H[FHO�DJDLQVW� WKH�ZRUOG�LQ�WKH�LQWHUHVWV�RI�DOO�� �7R�RWKHUV�� WKH\�DUH�DJDLQ�WKUHH�EURWKHUV��\HW�WKLV� WLPH� ILJKWLQJ� DJDLQVW� HDFK� RWKHU� WR� EH� WRS� GRJ�� � 7R� RXWVLGHUV�� WKH� DPELJXLW\� VHHPV� WR� UHDFK� LWV�RGGHVW�IRUP�ZKHQ�WKUHH�VHWV�RI�ORJRV�GRPLQDWH�WKUHH�GLIIHUHQW�W\SHV�RI�JDVROLQH�VHUYLFH�VWDWLRQV���+HUH��D�IHURFLRXV� PDUNHWLQJ� ILJKW� VHHPV� WR� EH� JRLQJ� RQ� EHWZHHQ� WKUHH� LGHQWLFDO� SURGXFWV� WR� VHQG� PRQH\� WR�H[DFWO\�WKH�VDPH�XOWLPDWH�GHVWLQDWLRQ��



���
RWKHUV
� VXSSOLHV� IURP� WLPH� WR� WLPH���� DQG� RIWHQ� WULHG� WR� �OXUH� FXVWRPHUV� >DZD\@� IURP� WKH�RWKHUV����� 8QVXUSULVLQJO\�� PDQ\� UHILQHUV� HQGHG� XS� E\� EHFRPLQJ� �SURILFLHQW� DW� ORZHULQJ�DFTXLVLWLRQ�FRVWV�E\�QHJRWLDWLQJ�WKH�VDPH�VSRW�FDUJR�ZLWK�DOO�WKUHH�>3'96$@�XQLWV����� 7KXV��GXULQJ� WKRVH� \HDUV� LQ� ZKLFK� LWV� LQWHUQDWLRQDO� UHILQLQJ� V\VWHP� XQGHUZHQW� DFFHOHUDWHG�H[SDQVLRQ�� 3'96$� FRQVHQWHG WKDW� LWV� DIILOLDWHV� HQJDJH� LQ� D� VWHULOH� FRPSHWLWLRQ� DPRQJVW�WKHPVHOYHV�� � 7KLV� SUHYHQWHG� 3'96$� IURP� SUHVHQWLQJ� D� XQLILHG� IDFDGH� LQ� LWV� LQWHUQDWLRQDO�FUXGH�GHDOV�DQG��KHQFH��QXOOLILHG�ZKDWHYHU�OHYHUDJH�WKH�FRPSDQ\�PLJKW�KDYH�KDG�LQ�WKH�KHDY\�FUXGH�VSRW�PDUNHW�� �%HFDXVH�RI� WKLV��ZH�DOVR�KDYH� WR�GLVFDUG� WKH�K\SRWKHVLV� WKDW�RQH�RI� WKH�PRWLYHV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� GULYH�PLJKW� KDYH� EHHQ� WKH� GHVLUH� WR� HQKDQFH� 3'96$
V�FDSDELOLW\�WR�SULFH�GLVFULPLQDWH�LQ�WKH�VSRW�PDUNHW����������3URWHFWLRQ�IURP�WKH 0DUNHW�3RZHU�RI�3'96$
V�&RPPHUFLDO�&RXQWHUSDUWV0RVW�LQGXVWULDO�HFRQRPLVWV�DJUHH�WKDW�LW�LV�YHU\�XQGHUVWDQGDEOH�IRU�D�ILUP�WR�LQWHJUDWH�XS� RU�GRZQVWUHDP�LI�ILUPV�RFFXS\LQJ�VWDJHV�DGMDFHQW�WR�LWV�RZQ�LQ�D�YHUWLFDOO\�UHODWHG�PDUNHW�HQMR\�DQ� XQXVXDO� GHJUHH RI� PDUNHW� SRZHU�� � 8QGHU� WKHVH� FLUFXPVWDQFHV�� YHUWLFDO� LQWHJUDWLRQ�FRQVWLWXWHV� D� VDIHJXDUG� DJDLQVW� WKH� GDQJHU� �ODWHQW� RU� PDQLIHVW�� WKDW� D� ILUP
V� FRPPHUFLDO�FRXQWHUSDUWV�PLJKW�DYDLO� WKHPVHOYHV�E\�IRUFH�WR�SRUWLRQV�RI�WKH�HFRQRPLF�VXUSOXV�JHQHUDWHG�E\� LWV� RSHUDWLRQV�� � $V� ZH� VKDOO� QRZ� VHH�� 3'96$� VXIIHUHG� DW� ILUVW� KDQG� WKH� GLVDJUHHDEOH�FRQVHTXHQFHV� RI� FRPPHUFLDO� UHODWLRQVKLSV� FKDUDFWHULVHG� E\� PDVVLYH� DV\PPHWULHV� LQ� WKH�FRXQWHUSDUWV
� EDUJDLQLQJ� SRZHU� GXULQJ� WKH� ILUVW� IRXU� \HDUV� DIWHU� WKH� QDWLRQDOLVDWLRQ� RI� WKH�9HQH]XHODQ�RLO� LQGXVWU\� �D�YHU\�GHOLFDWH� MXQFWXUH� LQ� WKH�FRPSDQ\
V�KLVWRU\��� �6LQFH� LW� LV�QRW�XQUHDVRQDEOH� WR� VXJJHVW� WKDW� 3'96$
V� PDQDJHUV� ZHUH� OHIW� ZLWK� D� SDUWLFXODUO\� GHHS�LPSUHVVLRQ� E\� WKLV� H[SHULHQFH�� FRXOG� RQH� FRQVLGHU� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� DV� D�UHVSRQVH�WR�WKLV�W\SH�RI�YHUWLFDO�PDUNHW�IDLOXUH"8S� XQWLO� ������ WKH� FRPPHUFLDOLVDWLRQ� RI� 9HQH]XHOD
V� SHWUROHXP� H[SRUWV� ZDV�HVVHQWLDOO\� DQ� H[FOXVLYH� UHVHUYH� RI� WKH� FRQFHVVLRQDLUHV� RSHUDWLQJ� LQ� WKH� FRXQWU\���� ,Q�DGGLWLRQ�� WKH� DPRXQW� RI� FRQWDFW�ZKLFK� WKH� FRQFHVVLRQDLUHV
�9HQH]XHODQ�SHUVRQQHO�KDG�ZLWK�WKH� LQWHUQDWLRQDO�RLO�PDUNHW�ZDV�YHU\� OLPLWHG��VLQFH� � ZLWK� WKH�QRWDEOH�H[FHSWLRQ�RI�6KHOO� �
���3,:��1RYHPEHU�����������������3'9�5HVWUXFWXUHV�LQ�(IIRUW�WR�*HW�0RUH�7HUP�'HDOV���3,:��-XO\�����������������3'9
V�'RZQVWUHDP�0RGHO�7DUQLVKHG�E\�86�6DOHV�:RHV���3,:��)HEUXDU\����������������,Q� LWV� HDUO\� \HDUV� RI� H[LVWHQFH�� 3'96$� KDG� GLVFRYHUHG� WKDW� LQWHU�DIILOLDWH� FRPSHWLWLRQV� ZDV� TXLWH�VWHULOH� DQG� KDG� WDNHQ� VWHSV� WR� SUHYHQW� LW�� �$V�&RURQHO� ������� ������� UHPDUNHG�� �ZLWK�PRUH� WKDQ� RQH�9HQH]XHODQ� RLO� FRPSDQ\� VHOOLQJ� RLO� DEURDG� WKHUH� >H[LVWHG� WKH� ULVN� RI@� �� �� �� PRUH� WKDQ� RQH� FRPSDQ\�FRPSHWLQJ�IRU�WKH�VDPH�FOLHQW�DQG�VHOOLQJ�RLO�DW�OHVV�WKDQ�DQ�RSWLPXP�SULFH���6HYHUDO�FDVHV�RI�WKLV�W\SH�RFFXUUHG�GXULQJ�WKH�ILUVW�\HDUV�RI�QDWLRQDOLVDWLRQ�������7KLV�VLWXDWLRQ�ZDV�VDWLVIDFWRULO\�UHVROYHG�ZKHQ�WKH�WHFKQLFDO�WUDGLQJ�FRPPLWWHH�VWDUWHG�WR�PHHW�WR�DQDO\]H�FOLHQWV�DQG�SRWHQWLDO�PDUNHWV�DQG�DVVLJQ�WKHP�WR�HDFK�RI�WKH�FRPSDQLHV���7KH�DVVLJQPHQWV�ZHUH�EDVHG�RQ�WKH�W\SH�RI�K\GURFDUERQV�EHLQJ�PDUNHWHG��WKH�H[SHULHQFH�RI� WKH�FRPSDQLHV�LQ�GLIIHUHQW�JHRJUDSKLFDO�DUHDV�DQG�WKH�H[LVWLQJ�FRPPHUFLDO� WLHV�EHWZHHQ�WKH�FOLHQW� DQG�RUJDQLVDWLRQV��� � ,Q� WKH� OLJKW�RI� WKHVH�DQWHFHGHQWV��3'96$
V�ZLOOLQJQHVV� WR�FRXQWHQDQFH�LQWHU�DIILOLDWH�FRPSHWLWLRQ�RQFH�DJDLQ�DSSHDUV�HYHQ�PRUH�SX]]OLQJ�����&93
V�H[SRUWV�ZHUH�DOZD\V�QHJOLJLEOH�



���
QRQH�RI�WKHP�PDLQWDLQHG�D�GHGLFDWHG�FUXGH�WUDGLQJ�GHSDUWPHQW�LQ�9HQH]XHOD���7KXV��DIWHU�WKH�9HQH]XHODQ�QDWLRQDOLVDWLRQ��3'96$�IRXQG�LWVHOI�LQ�D�UDWKHU�XQFRPIRUWDEOH�VLWXDWLRQ�DV�IDU�DV�PDUNHWLQJ�LWV�FUXGH�RXWSXW�ZDV�FRQFHUQHG��RQ�WKH�RQH�KDQG��LWV�FRPPHUFLDO�GHSHQGHQFH�YLV�j�YLV D�YHU\�VPDOO�EDVH�RI�FRQWUDFWXDO�FOLHQWV��PDLQO\�H[�FRQFHVVLRQDLUHV��ZDV�H[FHVVLYH�E\ DQ\�VWDQGDUGV��RQ�WKH�RWKHU�KDQG��LWV�PDQDJHUV
�ODFN�RI�LQWHUQDWLRQDO�PDUNHWLQJ�H[SHULHQFH�ZRXOG�KDYH� FRQGHPQHG� WR� IDLOXUH� DQ\� DWWHPSW� WR� SODFH� LWV� FUXGHV� LQ� DOWHUQDWLYH� GHVWLQDWLRQV���8QVXUSULVLQJO\�� LQ� WKH� QHJRWLDWLRQV� WKDW� IROORZHG� WKH� QDWLRQDOLVDWLRQ� 9HQH]XHODQ� FOLHQWV�SOD\HG� WKH� WUXPS�FDUG�RI�3'96$
V�YXOQHUDELOLW\�IRU�DOO� LW�ZDV�ZRUWK��DQG�ZHUH�WKXV�DEOH�WR�JDLQ�IURP�3'96$�PDQ\�XQXVXDO�SULYLOHJHV��WR�ZLW�D��([�FRQFHVVLRQDLUHV�UHFHLYHG�D�IHH�RI�DERXW�����86'�IRU�HYHU\�EDUUHO�RI�RLO�WKH\�OLIWHG����E��([�FRQFHVVLRQDLUHV�KDG� WKH� ULJKW� WR� UHGXFH��XQLODWHUDOO\�� WKHLU�FUXGH� OLIWLQJV�E\�XS� WR� WHQ�SHUFHQW�RI�FRQWUDFWXDOO\�VWLSXODWHG�YROXPHV��ZKHQHYHU�WKH\�GHHPHG�PDUNHW�FLUFXPVWDQFHV�WR�EH� XQIDYRXUDEOH� �RU�� DOWHUQDWLYHO\�� WR� LQFUHDVH� OLIWLQJV� E\� WHQ� SHUFHQW� GXULQJ� EXR\DQW�SHULRGV�����F�� 3'96$� ZDV� EDUUHG� IURP� �HQWHULQJ� PDUNHWV� VHUYHG� E\� WKH� EX\HUV� RI� LWV� FUXGH� LI� WKH\�>MXGJHG@� WKDW� >WKLV@� ZRXOG� DIIHFW� WKHLU� VDOHV�� LQ� WKRVH� PDUNHWV�� � PRUHRYHU�� LQ� WKRVH� FDVHV�ZKHUH�3'96$�PLJKW�EH�LQWHUHVWHG�WR�SUHVHQW�ELGV�LQ�RUGHU WR�SHQHWUDWH�D�PDUNHW�QRW�VHUYHG�E\�WKH�H[�FRQFHVVLRQDLUHV��WKH�ODWWHU�UHVHUYHG�WKH�ULJKW�WR�XQGHUFXW�3'96$
V�ELG�ZLWK�ELGV�RI�WKHLU�RZQ��ZKLFK��DW�WKHLU�GLVFUHWLRQ��FRXOG�LQFOXGH�9HQH]XHODQ�FUXGH�VXSSOLHV�����G��0(0� DEURJDWHG� WKH� ULJKW� WR� VHW� LWV� H[SRUW� SULFHV� XQLODWHUDOO\� �LW� FRXOG� RQO\�PRGLI\� LWV�SULFHV�TXDUWHUO\��DQG�WKHQ�RQO\�DIWHU�FRQVXOWLQJ�3'96$
V�FOLHQWV�����H��([�FRQFHVVLRQDLUHV�FRXOG�WHUPLQDWH�WKHLU�FRQWUDFWV�XQGHU�YHU\�IDYRXUDEOH�FRQGLWLRQV����I��3'96$�DJUHHG�WR�OHW�VXSSO\�FRQWUDFWV�UXQ�IRU�WZR�\HDUV��H[WHQGDEOH�E\�WZR�PRUH�\HDUV�DW�WKH�EHKHVW�RI�RQO\�RQH RI�WKH�SDUWLHV�WR�WKH�FRQWUDFW��
���7KLV� ILJXUH� ZDV� LQ� OLQH� ZLWK� WKH� IHHV� WKDW� RWKHU� QHZ� 23(&� 12&V� KDG� WR� SD\� WR� WKHLU� RZQ� H[�FRQFHVVLRQDLUHV����,Q�DQ\�JLYHQ�TXDUWHU��EX\HUV�FRXOG�YDU\�WKHLU�OLIWLQJV�E\�XS�WR����SHU�FHQW�RI�VWLSXODWHG�YROXPHV��VR�ORQJ�DV�WKH�YDULDWLRQ�LQ�WKHLU�OLIWLQJV�DW�WKH�HQG�RI�WKH�\HDU�GLG�QRW�H[FHHG����SHU�FHQW�RI�WKH�VWLSXODWHG�YROXPHV����0D]D�=DYDOD�DQG�0DODYp�0DWD��RS��FLW����������&DOGHUyQ� %HUWL�� ������ ���� � 7KLV� FODXVH� ZDV� H[FHSWLRQDOO\� IDYRXUDEOH� IRU� WKH� H[�FRQFHVVLRQDLUHV��EHFDXVH�WKH�QRWLILFDWLRQ�DQG�QHJRWLDWLRQ�SHULRGV�JHQHUDOO\�ODVWHG�ILIWHHQ�GD\V�HDFK���7KLV�PHDQW�WKDW�XS�WR�WKLUW\�GD\V�FRXOG�HODSVH�EHIRUH�D�SULFH�PRGLILFDWLRQ�ZHQW�LQWR�IRUFH�DQG��GXULQJ�WKLV�SHULRG��WKH�EX\HU�FRXOG�VWLOO�OLIW�FUXGH�DW�WKH�ROG�SULFH�DQG�UHVHOO�LW�DW�WKH�QHZ�SULFH����,I� EX\HUV� EHFDPH� GLVSOHDVHG� ZLWK� 9HQH]XHODQ� SULFHV�� WKH\� FRXOG� SKDVH� RXW� WKHLU� SXUFKDVHV� RI�9HQH]XHODQ� FUXGH�RYHU� D�ZKROH�\HDU� ����SHU� FHQW� RI� WKHLU� YROXPH�SHU� TXDUWHU��� �2IILFLDO�9HQH]XHODQ�SULFHV�ZHUH�QRW�DSSOLHG�WR�WKH�FDUJRHV�OLIWHG�GXULQJ�WKH�SKDVH�RXW�SHULRG��SULFHV�IRU�WKHVH�FDUJRHV�ZHUH�GHWHUPLQHG� E\� DYHUDJLQJ� WKH� �QHZ�� RIILFLDO� SULFH� ZLWK� WKH� SULFH� SUHYDLOLQJ� EHIRUH� WKH� GLVDJUHHPHQW�EHWZHHQ�WKH�FRXQWHUSDUWV�RFFXUUHG�� LQ�QR�FDVH�FRXOG�WKLV�DYHUDJH�H[FHHG�WKH��ROG��SULFH�E\�PRUH�WKDQ����SHU�FHQW��



���
J��7KH�FRQFHVVLRQDLUHV�ZHUH�UHFRJQL]HG�WKH�ULJKW�WR�WUDQVIHU�WKHLU�FRQWUDFWXDO�ULJKWV�WR�WKLUG�SDUWLHV� DQG� WR� UHVHOO� WKHLU� DVVLJQHG� YROXPHV� RI� FUXGH� IUHHO\�� ZLWK� QR� UHVWULFWLRQV� RQ� ILQDO�GHVWLQDWLRQ�,Q�WKH�VKRUW�UXQ��3'96$�ZDV�QRW�LQ�D�SRVLWLRQ�WR�UHIXVH�WKH�H[�FRQFHVVLRQDLUHV
�GHPDQGV�����VLQFH�WKLV�SUREDEO\�ZRXOG�KDYH�KDG�FDODPLWRXV�HIIHFWV�RQ�LWV�H[SRUW�YROXPHV��8QGHU�WKLV�OLJKW��LW�LV�TXLWH�HDV\�WR�XQGHUVWDQG�ZK\�3'96$�PDGH�WKH�UHGXFWLRQ�RI�LWV�FRPPHUFLDO�GHSHQGHQF\�YLV�j�YLV WKH�H[�FRQFHVVLRQDLUHV�RQH�RI� WKH�IRXU�IXQGDPHQWDO�REMHFWLYHV�RI� LWV� ILUVW�PHGLXP�WHUP�VWUDWHJLF�EXVLQHVV�SODQ����7KH�FRPSDQ\
V� HIIRUWV� WR�PRGLI\� LWV�SRUWIROLR�RI�FRQWUDFWXDO�FOLHQWV�KDYH�EHHQ�YHU\�VXFFHVVIXO�� ZKHUHDV� LQ� ����� WKH� OLIWLQJV� RI� 9HQH]XHODQ� H[�FRQFHVVLRQDLUHV� DFFRXQWHG� IRU�DERXW����SHU�FHQW�RI�WKH�LWV�H[SRUWV�� WKH\�QRZ�DFFRXQW�IRU�RQO\����SHU�FHQW�RI�WKH�WRWDO��VHH�7DEOH� 7$������ � 6LQFH� WKH� YROXPHV� ZKLFK� 3'96$
V� DIILOLDWHV� DEURDG� DEVRUE� KDYH� FRPH� WR�VXSSODQW�WKRVH�WKDW�LW�XVHG�WR�VHOO�WR�9HQH]XHODQ�H[�FRQFHVVLRQDLUHV��LW�ZRXOG�EH�WHPSWLQJ�WR�FRQFOXGH� WKDW� 3'96$
V� LQWHUQDWLRQDOLVDWLRQ� GULYH� SOD\HG� D� PDMRU� UROH� LQ� WKH� FRPSDQ\
V�FRPPHUFLDO� HPDQFLSDWLRQ�� � +RZHYHU�� DYDLODEOH� HYLGHQFH� LQGLFDWHV� WKDW�� E\� WKH� WLPH� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� JDWKHUHG� SDFH� LQ� HDUQHVW� �������� 3'96$� KDG� DOUHDG\�PDQDJHG�WR�WLOW�WKH�EDODQFH�RI�FRPPHUFLDO�EDUJDLQLQJ�SRZHU�LQ�LWV�IDYRXU�,Q� UHDOLW\�� WKH� HYHQW� WKDW� SXW� 3'96$� RXW� RI� LWV� FRPPHUFLDO� PLVHU\� ZDV� WKH� �����,UDQLDQ� UHYROXWLRQ�� � 7KH� FKDRV�ZKLFK� GHVFHQGHG� RQ� WKH� RLO�PDUNHW� LQ� WKH� DIWHUPDWK� RI� WKH�UHYROXWLRQ�VZHOOHG�WKH�UDQNV�RI�SRWHQWLDO�FOLHQWV�ZLOOLQJ�WR�SD\�KLJK�SULFHV�IRU�23(&�FUXGHV���$V� OXFN�ZRXOG�KDYH� LW�� WKLV�HYHQW�FRLQFLGHG�ZLWK� WKH�PRPHQW�ZKHQ� WKH�9HQH]XHODQ�VXSSO\�FRQWUDFWV�VLJQHG�LQ������ZHUH�FRPLQJ�XS�IRU�UHQHZDO���/RJLFDOO\��WKH�H[LVWHQFH�RI�D�ORQJ�OLVW�RI� LQWHUHVWHG�EX\HUV�EROVWHUHG�3'96$
V�QHJRWLDWLQJ�SRVLWLRQ�� DQG� WKH�9HQH]XHODQ�FRPSDQ\�WRRN� IXOO� DGYDQWDJH� RI� WKLV� WR� ULG� LWVHOI� RI� WKRVH FRQWUDFWXDO� FODXVHV� ZKLFK� LW� IRXQG� PRVW�REMHFWLRQDEOH��DUJXLQJ�� ZLWK�LPSODFDEOH�ORJLF�� WKDW��FKDQJHG�FRQGLWLRQV�IURP�ILYH�\HDUV�DJR�UHTXLUH� QHZ� DUUDQJHPHQWV����� 7KXV�� DIWHU� ������ 9HQH]XHODQ� FXVWRPHUV� IRXQG� WKDW� WKHLU�FRQWUDFWV�ZRXOG�QR� ORQJHU�JLYH� WKHP�HLWKHU�YROXPHWULF�IOH[LELOLW\�RU� ORQJ�SKDVH�RXW�SHULRGV�DQG� WKDW�� DV�ZHOO� DV� KDYLQJ� D� UHGXFHG�GXUDWLRQ� RI� RQO\� RQH� \HDU�� WKH\�ZRXOG� FRQWDLQ� VWULFW�GHVWLQ\� FODXVHV�� PDQ\� UHVDOH� UHVWULFWLRQV� DQG� VXEVWDQWLDO� LQFUHDVHV� LQ� WKH� DPRXQW� RI� KHDY\�
���7KH�9HQH]XHODQ�/HIW��KRZHYHU��VDZ�WKLV�DV�FOHDU�SURRI�WKDW�LPSHULDOLVW�LQWHUHVWV�KDG�FKRVHQ�WR�H[SORLW�9HQH]XHOD�WKURXJK�D��WUDQVQDWLRQDOLVHG�QDWLRQDO�SHWUROHXP�LQGXVWU\���ZLWK�WKH�HQWKXVLDVWLF�FROODERUDWLRQ�RI�3'96$
V�PDQDJHUV��VHH�0D]D�=DYDOD�DQG�0DODYp�0DWD��RS��FLW����������(YHQ�PRUH�EDODQFHG�0DU[LVW�LQWHUSUHWDWLRQV�RI�WKH������QDWLRQDOLVDWLRQ��VHH�5LYHUR��RS��FLW����������IDLOHG�WR�DSSUHFLDWH�WKDW��DIWHU�WKH�ILUVW�RLO�VKRFN��WKH�FRPPHUFLDO�SRVLWLRQ�RI�WKH�QHZ�FUXGH�ORQJ�12&V�OLNH�3'96$�ZDV�TXLWH�YXOQHUDEOH��GXH� WR� WKH� IDFW� WKDW� D�PDMRULW\� RI� LQWHUQDWLRQDOO\�WUDGHG� FUXGH� VWLOO�KDG� WR� IORZ� WKURXJK� WKH� LQWHJUDWHG�V\VWHPV�RI�WKH�6HYHQ�6LVWHUV����7KH�RWKHU�WKUHH�ZHUH�WKH�PRGLILFDWLRQ�RI�WKH�\LHOG�SDWWHUQV�RI�WKH�9HQH]XHODQ�UHILQHULHV��WKH�VHDUFK�IRU�QHZ�DFFXPXODWLRQV�RI�OLJKW�DQG�PHGLXP�FUXGHV��DQG�WKH�H[SDQVLRQ�RI�(	3�DFWLYLWLHV�LQ�WKH�2ULQRFR�EHOW����6HH��3'96$�KDV�(GJH�LQ�5HQHJRWLDWLQJ�ZLWK�0DMRUV���3,:��1RYHPEHU�������������



���
FUXGH� ZKLFK� ZRXOG� KDYH� WR� EH� OLIWHG� LQ� H[FKDQJH� IRU� DQ� HQWLWOHPHQW� WR� OLJKW� DQG�PHGLXP�FUXGHV���� (YHQ�DIWHU�WKLV�H[WHQVLYH�UHYDPSLQJ�RI�3'96$
V�FRQWUDFWXDO�SRUWIROLR��KRZHYHU��6KHOO� DQG� ([[RQ� PDQDJHG� WR� KROG� RQ� WR� FHUWDLQ� LPSRUWDQW� SULFLQJ� SULYLOHJHV� �YROXPHV�GHVWLQHG� IRU� WKHLU� UHILQHULHV� LQ� $UXED� DQG� &XUDoDR� ZRXOG� FRQWLQXH� WR� EH� SULFHG� ZLWK�SUHIHUHQWLDO� IRUPXODH�ZKLFK� LQFOXGHG�DQ�DGMXVWPHQW�IDFWRU�UHODWHG�WR�WKH�SULFH�RI�IXHO�RLO� LQ�1HZ�<RUN�KDUERXU��� � ,Q� WKH�HYHQW��RQO\�D�FRXSOH�RI�\HDUV�SDVVHG�EHIRUH�3'96$�UHVFLQGHG�WKHVH FRQWUDFWXDO�FODXVHV�DV�ZHOO��ZKHUHXSRQ�LWV��FRPPHUFLDO�HPDQFLSDWLRQ��ILQDOO\�EHFDPH�D�WDQJLEOH�UHDOLW\����,W� LV� DSSDUHQW�� WKHQ�� WKDW� EHWZHHQ� ����� DQG� ����� � ZKHQ� WKH� VFRSH� RI� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV�VWLOO�UDWKHU�PRGHVW�� 3'96$�GLG�QRW�UHDS�JUHDW�EHQHILWV�IURP�LWV�RZQHUVKLS�RI�UHILQLQJ�DVVHWV�RXWVLGH�RI�9HQH]XHOD���$QG��TXLWH�VXUSULVLQJO\��WKH�JUHDW�H[SDQVLRQ�ZKLFK�WKH�SURJUDPPH�KDV�XQGHUJRQH�VLQFH������KDV�QRW�OHG�WR�DQ\�LPSURYHPHQW�RI�WKH�FRPSDQ\
V�VWUDWHJLF�SRVLWLRQ�YLV�j�YLV LWV�PDMRU�FOLHQWV���2Q�WKH�FRQWUDU\��WKH�UHVXOWV�RI�RXU� H[DPLQDWLRQ� RI� 3'96$
V� FXUUHQW� FRPPHUFLDO� SUDFWLFHV� LQGLFDWH� WKDW� WKH� JURZWK� RI� WKH�9HQH]XHODQ� FRPSDQ\
V� UHILQLQJ� HPSLUH� KDV�� LI� DQ\WKLQJ�� FRLQFLGHG� ZLWK� D� VHQVLEOH�GHWHULRUDWLRQ�LQ�LWV�FDSDELOLWLHV�WR�GLFWDWH�WHUPV�WR�WKH�FRPSDQLHV�WKDW�EX\�FUXGH�IURP�LW���:KDW�DUH�ZH�WR�PDNH�RI�WKLV"2QH� IDFWRU� FDQ�EH�KHOG� UHVSRQVLEOH� IRU�PRVW RI� WKH�HURVLRQ� LQ�3'96$
V�EDUJDLQLQJ�SRZHU�DIWHU�������QDPHO\��WKH�VWUXFWXUDO�WUDQVIRUPDWLRQ�RI�WKH�LQWHUQDWLRQDO�RLO�PDUNHW�LQWR�D�EX\HUV
� PDUNHW�� � $V� D� UHVXOW� RI� WKH� SHUVLVWHQW� VXSSO\� RYHUKDQJ� ZKLFK� KDV� SODJXHG� WKH� RLO�PDUNHW�VLQFH� WKHQ��DOO�RLO�H[SRUWHUV��LQFOXGLQJ�WKRVH�ZLWK�DFFHVV�WR�DQ�LQWHUQDWLRQDO�UHILQLQJ�V\VWHP��KDYH�EHHQ�IRUFHG�WR�DFFHSW�FHUWDLQ�FRPPHUFLDO�SUDFWLFHV�� VXFK�DV�IRUPXODH�EDVHG�RQ�PDUNHU� FUXGHV� RU� GLIIHUHG� SULFLQJ� IRU� ORQJ�KDXO� FDUJRHV� � ZKLFK� WKH\� ZRXOG� QHYHU� KDYH�FRXQWHQDQFHG�ZKLOH�WKH�SKDQWRP�RI�D�WKLUG�RLO�VKRFN�VWLOO�ORRPHG�RYHU�WKH�KHDGV�RI�FRQVXPHU�FRXQWULHV���+RZHYHU��HYHQ�LI�LW�LV�WUXH�WKDW�DOO�FUXGH�ORQJ�12&V�KDYH�KDG�WR�JLYH�XS�PDQ\�RI�WKH�WKLQJV�ZKLFK�WKH\�WRRN�IRU�JUDQWHG�DIWHU�������LW�LV�GLIILFXOW�QRW�WR�QRWLFH�WKDW�3'96$�KDV�UHOLQTXLVKHG� PRUH� SULYLOHJHV� WKDQ� LWV� SHHUV�� � ,Q� RWKHU� ZRUGV�� 3'96$
V� FOLHQWV� HQMR\�FRPPHUFLDO�FRQGLWLRQV�ZKLFK�VHHP�JHQHURXV�LQ�FRPSDULVRQ�WR�WKRVH�ZKLFK�RWKHU�12&V�JLYH�WR� WKHLU� RZQ� FOLHQWV�� � $� FOHDU� H[DPSOH� RI� WKLV�� RQFH� DJDLQ�� LV� 3'96$
V� FUXGH� YDOXDWLRQ�PHFKDQLVPV�ZKLFK��DV�D�UHVXOW�RI�WKHLU�EHLQJ�VWUXFWXUHG�DURXQG�D�ELODWHUDO�KDJJOLQJ�SURFHVV��JLYH� FOLHQWV� DQ� XQXVXDO� GHJUHH� RI� VD\� LQ� WKH� GHWHUPLQDWLRQ� RI� 9HQH]XHODQ� H[SRUW� SULFHV���*LYHQ�3'96$
V�YHU\�KLJK� LQWHJUDWLRQ� LQGH[�� WKHVH�ILQGLQJV�DSSHDU�KLJKO\�FRXQWHU�LQWXLWLYH���7KHUHIRUH��ZH�KDYH�WR�FORVH�WKLV�VHFWLRQ�ZLWK�D�QHJDWLYH�FRQFOXVLRQ�RQFH�DJDLQ��WKH�VHDUFK�IRU�SURWHFWLRQ�DJDLQVW�WKH�PDUNHW�SRZHU�RI�WKH�PDLQ�EX\HUV�RI�9HQH]XHODQ�FUXGH�RLO�ZDV�FOHDUO\�
���3,:��LELG��&(3(7��RS��FLW����������2QH�H[DPSOH�VXIILFHV�WR�LOOXVWUDWH�MXVW�KRZ�IDYRXUDEOH�WKHVH�IRUPXODH�ZHUH��ZKLOH�WKH�$UXED�UHILQHU\�SRVWHG�DQQXDO�SURILWV�RI�������0086'�ZKLOH� WKH�ROG� IRUPXODH�ZHUH� LQ� IRUFH��([[RQ�IRUHFDVW� WKDW� LW�ZRXOG�ORVH�DERXW����0086'�D�\HDU�ZLWK�WKH�QHZ�IRUPXODH�



���
QRW� DPRQJ� WKH� PRWLYHV� WKDW� SURPSWHG� 3'96$� WR� DFTXLUH� LWV� H[WHQVLYH� RYHUVHDV� UHILQLQJ�V\VWHP�������'HYHORSPHQW�RI�0DUNHW�1LFKHV�IRU�9HQH]XHODQ�&UXGHV$FFRUGLQJ� WR� WKH� 
RIILFLDO� KLVWRU\
� RI� WKH� 9HQH]XHODQ� RLO� LQGXVWU\�� 3'96$
V� LQWHUHVW� LQ�LQWHUQDWLRQDO�YHUWLFDO�LQWHJUDWLRQ�EHJDQ�DW�WKH�YHU\�PRPHQW�WKDW�WKH�FRPSDQ\�ZDV�ERUQ��WKH�1DWLRQDO�3HWUROHXP�,QGXVWU\�KDV�DOZD\V�EHHQ�FRQVFLRXV�RI�WKH�QHHG�WR�LQWHJUDWH�YHUWLFDOO\� LQ� PDUNHWV� RXWVLGH� 9HQH]XHOD� �� �� �� >DQG@� IURP� WKH� ILUVW� \HDU� RI� WKH�QDWLRQDOLVDWLRQ� RQZDUGV�� >3'96$@� DQG� LWV� VXEVLGLDULHV� ZHUH� DQDO\]LQJ� LQYHVWPHQW�DOWHUQDWLYHV� DEURDG� �� �� �� ,Q� ������ LQ� WKH� SUHVHQFH� RI� VLJQV� ZKLFK� LQGLFDWHG� WKDW� D�VLWXDWLRQ�RI�ZHDNQHVV�LQ�WKH�PDUNHW�ZDV WR�EH�H[SHFWHG�LQ�WKH�VKRUW�WHUP��3'96$������JLYHV� WKH� LQWHUQDWLRQDOLVDWLRQ�PD[LPXP�SULRULW\�� � /RJLFDOO\�� WKLV� EHLQJ� VXFK� D� QHZ�VXEMHFW�� DQG�9HQH]XHOD�EHLQJ�D�SLRQHHU��� >VLF�@�� WKH�VWXG\�DQG�QHJRWLDWLRQV� IRU� WKH�ILUVW� DJUHHPHQW� WRRN� VRPH� WLPH�� DQG� LW� ZDV� RQO\� LQ� ����� WKDW� WKH� ILUVW� DVVRFLDWLRQ�DJUHHPHQW�ZDV�VLJQHG���������2QH�FRXOG� WKLQN� WKDW� WKH� LQFOXVLRQ�RI� WKH�TXHVWLRQ�RI�H[WUD�WHUULWRULDO�YHUWLFDO� LQWHJUDWLRQ� LQ�WKH� 9HQH]XHODQ� RLO� DJHQGD� DV� HDUO\� DV� ����� VKRZV� FRPPHQGDEOH� IRUHVLJKW� RQ� WKH� SDUW� RI�3'96$
V�PDQDJHUV�� DIWHU� DOO��PDQ\� \HDUV�ZHUH� WR� SDVV� EHIRUH� WKH� VXEMHFW� RI� LQWHUQDWLRQDO�YHUWLFDO� LQWHJUDWLRQ� EHFDPH� GH� ULJHXU IRU� RWKHU� 12&V�ZLWK� H[SRUWDEOH� VXUSOXVHV� RI� FUXGH���+RZHYHU�� 3'96$
V� FODLP� WKDW� LWV� LQYHVWLJDWLRQ� RI� WKH� SUR
V� DQG� FRQ
V� RI� LQWHJUDWLRQ� ZDV�SURPSWHG�E\�LWV�DQWLFLSDWLRQ�RI�D�GHWHULRUDWLRQ�LQ�WKH�LQWHUQDWLRQDO�RLO�PDUNHW�VRXQGV�UDWKHU�LV�XQGHUPLQHG�E\�WKH�PDQQHU�LQ�ZKLFK�WKH�FRPSDQ\�IDFHG�WKH������SULFH�ZDU���3'96$�JDYH�QR�VLJQ�RI�KDYLQJ�DQWLFLSDWHG�WKLV�HYHQW��QRU�GLG�LW�EHKDYH�OLNH�D�FRPSDQ\�LQ�SRVVHVVLRQ�RI�WKH�NH\� WR�VROYH� WKH�FRQXQGUXP�SRVHG�E\� WKH�YHU\�XQIDYRXUDEOH�PDUNHW�FRQGLWLRQV�RI� WKH� WLPH���,QGHHG�� WKH�PHFKDQLVP�HYHQWXDOO\� DGRSWHG� E\�3'96$� WR� GHIHQG� LWV� H[SRUW� YROXPHV� �SULFH�GLVFRXQWV��ZDV�DQ\WKLQJ�EXW RULJLQDO�RU�LQQRYDWLYH���:KDW�LV�PRUH��LI�RQH�FRPSDUHV�3'96$
V�UHDFWLRQV�WR�WKRVH�RI�RWKHU�12&V��WKH�9HQH]XHODQ�FRPSDQ\�GRHV�QRW�IDUH�DW�DOO�ZHOO�LQ�WHUPV�RI� LWV� FDSDFLW\� WR� UHVSRQG� TXLFNO\� DQG� HIIHFWLYHO\� WR� FKDQJLQJ� PDUNHW� FRQGLWLRQV�� 0(0
V�VWHDGIDVW�VXSSRUW�RI�23(&
V�RIILFLDO�SULFH�DFFRUGV��� � DW�D�PRPHQW�ZKHQ�DOO�RI�9HQH]XHOD
V�PDLQ� FRPSHWLWRUV� LQ� WKH� RLO�PDUNHW� �EDU�0H[LFR��ZHUH� VHOOLQJ� WKHLU� FUXGH� WKURXJK� QHWEDFN�DUUDQJHPHQWV�� OHG�WR�D�PDVVLYH�UHGXFWLRQ�LQ�WKH�FRXQWU\
V�H[SRUWV��ZKLFK�ZDV�RQO\�UHYHUVHG�ZKHQ�3'96$�EHJDQ�GLVFRXQWLQJ�KHDYLO\�����$OO�RI� WKH�DERYH�QRWZLWKVWDQGLQJ�� LW� LV�D� IDFW� WKDW�DW�DQ�HDUO\�VWDJH�RI� LWV�H[LVWHQFH��3'96$�GLG FRQVLGHU� WKH�RSWLRQ�RI� IRUPLQJ� VWUDWHJLF�DOOLDQFHV�ZLWK�PDMRU�PXOWLQDWLRQDO�RLO�
���$OWKRXJK�9HQH]XHODQV�PDNH�PXFK�RI� WKLV�SLRQHHULQJ�VSLULW��WKH�WUXWK�LV�WKDW�9HQH]XHOD�ZDV�QRW�WKH�ILUVW�RLO�H[SRUWHU�WR�DFTXLUH�UHILQLQJ�FDSDFLW\�RYHUVHDV���7KH�JRYHUQPHQW�RI�,UDQ�DFTXLUHG�D������SHU�FHQW�VWDNH�LQ�6RXWK�$IULFD
V�1DWUHI�UHILQHU\�DV�IDU�EDFN�DV��������3(0(;�ERXJKW����SHU�FHQW�RI�D�6SDQLVK�UHILQHU\��3HWURQRU��LQ�������ZKLOH�.3&�VWDUWHG�LWV�RZQ�GRZQVWUHDP�H[SDQVLRQ�LQ���������&(3(7��RS��FLW����������9HQH]XHOD� ILQDOO\� FXW� DOO� WLHV� WR� RIILFLDO� 23(&� SULFLQJ� LQ� )HEUXDU\� ����� �VHH�3,:�� )HEUXDU\� ���������������3UHYLRXVO\��ILHUFH�FRPSHWLWLRQ�LQ�WKH�KHDY\�FUXGH�PDUNHW�KDG�IRUFHG�LW�WR�ZLWKGUDZ�LWV�KHDY\�FUXGHV�IURP�WKH�23(&�SULFLQJ�V\VWHP��3,:��-DQXDU\�����������������6HH��9HQH]XHOD�-RLQV�3ULFLQJ�)UHH�IRU�$OO�DV�23(&�7LHV�(URGH���3,:��)HEUXDU\����������������



���
FRPSDQLHV���,QLWLDOO\�����������3'96$�FRQFHQWUDWHG�RQ�WKH�SRVVLELOLW\�RI�DFTXLULQJ�VWDNHV�LQ�WKH� $UXED� DQG� &XUDoDR� UHILQHULHV� �SUHIHUDEO\� LQ� H[FKDQJH� IRU� VKDUHV� LQ� LWV� WZR� H[SRUW�UHILQHULHV�LQ�WKH�3DUDJXDQi�SHQLQVXOD���DV�D�TXLFN�DQG�FKHDS�ZD\�WR�DGG�YDOXH�WR�9HQH]XHOD
V�FUXGH� RLO� H[SRUWV���� 7KH� UDSLGLW\�ZLWK�ZKLFK 3'96$
V� HQWKXVLDVP� IRU� WKHVH�SODQV�ZDQHG�RQFH� WKH� HFRQRPLF� XQYLDELOLW\� RI� WKH� SODQWV� EHFDPH� DSSDUHQW�� KRZHYHU�� VKRZV� WKDW� WKHVH�HDUOLHVW� PDQLIHVWDWLRQV� RI� LQWHUHVW� LQ� YHUWLFDO� LQWHJUDWLRQ� ZHUH� HVVHQWLDOO\� D� SURGXFW� RI�LQVWLWXWLRQDO� LQHUWLD� �D� GHVLUH� RQ� WKH� SDUW� RI� LWV� DIILOLDWHV� WR� FRQWLQXH� KDYLQJ� D� YHU\� FORVH�FRPPHUFLDO� UHODWLRQVKLS� ZLWK� WKH� WUDGLWLRQDO� EX\HUV� RI� 9HQH]XHODQ� RLO��� UDWKHU� WKDQ� RI� D�FULWLFDO�UHDSSUDLVDO�RI�WKH�FRPSDQ\
V�SRVLWLRQ�LQ�WKH�ZRUOG�RLO�PDUNHW���+HQFH��WKHVH�VWLOOERUQ�SURMHFWV�GR�QRW�UHIXWH�WKH�DOOHJDWLRQ�PDGH�DERYH�LQ�WKH�VHQVH�WKDW�3'96$�GLG�QRW�JHW�DQ�HDUO\�VWDUW�GRZQ�WKH�SDWK�RI�YHUWLFDO�LQWHJUDWLRQ�EHFDXVH�LW�ZDV�DEOH�WR�GHWHFW��WKH�SUHVHQFH�RI�VLJQV�WKDW�KHUDOGHG�WKDW�D�VLJQLILFDQW�GHWHULRUDWLRQ�LQ�PDUNHW�FRQGLWLRQV���� EHIRUH�DQ\�RWKHU�12&�%XW� ZKDW� DERXW� 3'96$
V� DWWHPSWV� WR� LQWHJUDWH� GRZQVWUHDP� E\� EXLOGLQJ� KLJKO\�VRSKLVWLFDWHG� JUDVVURRWV� UHILQHULHV� LQ� DVVRFLDWLRQ� ZLWK� WKUHH�PDMRU� (XURSHDQ� RLO� ILUPV� �(OI�$FTXLWDLQH�� 9HED� gO� DQG� $JLS�"� � 7KHVH� SURMHFWV�� ZKLFK� GLG� LQYROYH� D� PDMRU� UHWKLQN� RI�3'96$
V� FRPPHUFLDO� JRDOV�� H[SOLFLWO\� SXUVXHG� DQ� REMHFWLYH� WUDGLWLRQDOO\� DVVRFLDWHG� ZLWK�YHUWLFDO�LQWHJUDWLRQ��WKH�FUHDWLRQ�RI�D�QHZ�PDUNHW�RU�PDUNHW�QLFKH�IRU�D�SURGXFW����+RZHYHU��E\�FRQWUDVWLQJ�VRPH�RI� WKHLU�SHFXOLDULWLHV�ZLWK� WKRVH�RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��ZH�VKDOO�GHPRQVWUDWH�WKDW�WKH�REMHFWLYH�RI�PDUNHW�FUHDWLRQ�RU�GHYHORSPHQW�KDV�TXLWH�FOHDUO\�QRW EHHQ�DPRQJ�WKRVH�SXUVXHG�E\�WKH�ODWWHU�SURJUDPPH�,Q�RUGHU�WR�XQGHUVWDQG�WKH�UDLVRQ�G
rWUH RI�WKHVH�UHILQLQJ�SURMHFWV��ZH�KDYH�WR�PDNH�D�TXLFN�UHIHUHQFH�WR�WKH�VLWXDWLRQ�SUHYDLOLQJ�LQ�WKH�9HQH]XHODQ�XSVWUHDP�VHFWRU�GXULQJ�����������$W�WKDW�SRLQW��3'96$
V�SRVLWLRQ�ZDV�SUHFDULRXV�EHFDXVH��DV�ZH�KDYH�VHHQ��FUXGH�H[WUDFWLRQ�LQ�9HQH]XHOD
V� WUDGLWLRQDO� SURGXFLQJ� DUHDV� EHJDQ� WR� GHFOLQH� DIWHU �������� 7KXV�� 3'96$
V�OHDGHUV� FRQFOXGHG� WKDW� WKH� FRPSDQ\
V� IXWXUH�ZRXOG� LQHYLWDEO\�EH� WLHG� WR� WKH�H[SORLWDWLRQ�RI�QHZ�VRXUFHV�RI�K\GURFDUERQV��WKH�PRVW�SURPLVLQJ�DPRQJ�ZKLFK�VHHPHG�WR�EH�WKH�2ULQRFR�RLO�EHOW�� � 3'96$
V� SODQV� FRQWHPSODWHG� H[WUDFWLQJ� DERXW� � 00%'�RI� FUXGH� E\� WKH�PLG�����V�IURP� WKLV� DUHD���� 7KHVH� SODQV� ZHUH� H[WUHPHO\� DPELWLRXV�� VLQFH� WKH� DGYHUVH� SK\VLFDO�FKDUDFWHULVWLFV�RI�WKH�2ULQRFR�FUXGHV�PHDQW�WKDW�WKH\�FRXOG�QRW�EH�SURFHVVHG�HFRQRPLFDOO\�LQ�D� FRQYHQWLRQDO� UHILQHU\�� � 7KLV� ZDV� TXLWH� DQ� LQFRQYHQLHQFH� VLQFH�� DV� D� IRUPHU� 3'96$�SUHVLGHQW�XVHG�WR�UHPDUN���WKHUH�LV�QR�UHDVRQ�WR�SURGXFH�RU�GHYHORS�������WKLV�W\SH�RI�RLO�LI�\RX�
���&KiYH]� RS��FLW�����������&(3(7��RS��FLW���Y��,,���������,Q�������RLO�SURGXFWLRQ�LQ�WKH�VL[�PRVW� LPSRUWDQW�VWUXFWXUHV�LQ�WKH�0DUDFDLER�EDVLQ�FDPH�WR�EDUHO\�����00%'���,Q�FRQWUDVW��LQ�������SURGXFWLRQ�LQ�WKHVH�ILHOGV�ZDV�����00%'��HTXLYDOHQW�WR����SHU�FHQW�RI� WRWDO�9HQH]XHODQ�SURGXFWLRQ��� �%HWZHHQ������ DQG������� WRWDO�9HQH]XHODQ�FUXGH�H[WUDFWLRQ� IHOO�E\�������00%'�����&RURQHO������������



���
FDQQRW�VHOO�LW����� 7KURXJK�D�OLQH�RI�UHDVRQLQJ�DQDORJRXV�WR�WKH�RQH�ZKLFK�OHG�86�FRPSDQLHV�OLNH�7H[DFR��8QLRQ�2LO�DQG�*XOI� WR�LQFOXGH�SHWUROHXP�UHILQLQJ�DPRQJ�WKHLU�FKRVHQ�EXVLQHVV�DFWLYLWLHV� GXULQJ� WKH� ODWH� QLQHWHHQWK� FHQWXU\����� WKH� GLUHFWRUV� RI� WKH� 9HQH]XHODQ� FRPSDQ\�FRQFOXGHG�WKDW�SODFLQJ�2ULQRFR�FUXGHV�LQ�WKH�LQWHUQDWLRQDO�PDUNHW�ZRXOG�UHTXLUH�VRPH�VRUW�RI�FORVH� YHUWLFDO� LQWHJUDWLRQ� DUUDQJHPHQW� ZLWK� SURVSHFWLYH� FOLHQWV�� � 3'96$� QHYHU� VHULRXVO\�FRQVLGHUHG� WKH� SRVVLELOLW\� RI� UHVHUYLQJ� IRU� LWVHOI� WKH� WDVN� RI� EXLOGLQJ� DQG� RSHUDWLQJ� WKH�UHILQHULHV� IRU� WKHVH� FUXGHV� DQG�� LQVWHDG�� FKRVH� �D� QHZ� NLQG� RI� DJUHHPHQW� >RIILFLDOO\� FDOOHG�
WHFKQLFDO� VDOHV
@� ZKHUHE\� WKH� VDOH� RI� K\GURFDUERQV� XQGHU� ORQJ�WHUP�� SUHIHUHQWLDO�� WHUPV�>ZRXOG�EH@�OLQNHG�WR�WKH�SURYLVLRQ�RI�VRPH�WHFKQRORJLFDO�LQSXW���� E\�WKHVH�WKUHH�(XURSHDQ�UHILQHUV�3'96$
V� �WHFKQLFDO� VDOHV�� SURJUDPPH� �DOO� RI� ZKRVH� FRPSRQHQWV� ZHUH� HYHQWXDOO\�FDQFHOOHG��DQG�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�SURSHU�GLIIHU�LQ�VR�PDQ\�UHVSHFWV�WKDW�LW�LV�GLIILFXOW� WR� VHH� KRZ� DQ\RQH� FDQ� WDNH� VHULRXVO\� 3'96$
V� FODLPV� LQ� WKH� VHQVH� WKDW� WKH\� DUH�VXFFHVVLYH�VWDJHV�RI� WKH�VDPH�EDVLF�PDVWHU�SODQ���� 6RPH�RI� WKHVH�GLIIHUHQFHV�DUH�DFWXDOO\�OHVV�VLJQLILFDQW�WKDQ�WKH\�DSSHDU��VLQFH�WKH\�UHIOHFW�VWUXFWXUDO�FKDQJHV�LQ�WKH�RLO�PDUNHW�RYHU�ZKLFK� 3'96$� KDG� QR� FRQWURO���� %XW� WKHUH� LV� RQH� WKLQJ� ZKLFK� FOHDUO\� VHSDUDWHV� ERWK�SURJUDPPHV�� QDPHO\�� WKDW� ZKLOH� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� DOZD\V� KDG� D�FRQVHUYDWLYH� DQG� UHDFWLYH� FKDUDFWHU� �ZLWK� LWV� PDLQ� REMHFWLYH� EHLQJ� WKH� SUHVHUYDWLRQ� RI� WKH�VKDUH�RI�9HQH]XHODQ�FUXGH�LQ�WKH�PDUNHWV�RI�FHUWDLQ�FRXQWULHV������LWV�VXSSRVHG�IRUHEHDU�KDG�DQ�HPLQHQWO\�SURDFWLYH�FKDUDFWHU��EHLQJ�DV�LW�DVSLUHG�WR�FUHDWH�D�WRWDOO\�QHZ�PDUNHW�VHJPHQW��WR�EH�RFFXSLHG�E\�2ULQRFR�FUXGHV�����
���=ODWQDU������������6HH�DOVR��&DUDFDV�(\HLQJ�*OREDO�1HWZRUN�RI�+HDY\�2LO�3ODQWV���3,:��$XJXVW������������������7KRVH� $PHULFDQ� FRPSDQLHV� ZHUH� DPRQJ� WKH� ILUVW� WR� GLVFRYHU� FUXGH� DFFXPXODWLRQV� LQ� 7H[DV��2NODKRPD� DQG� &DOLIRUQLD�� � 2LO� IRXQG� LQ� WKHVH� DFFXPXODWLRQV� KDG� D� KLJKHU� VXOSKXU� FRQWHQW� WKDQ�3HQQV\OYDQLD�DQG�2KLR�FUXGHV��DQG�WKLV�PDGH�LW�XQDWWUDFWLYH�WR�UHILQHUV��EHFDXVH�LWV�NHURVHQH�FXWZDV�RI�DQ�XQDFFHSWDEOH� TXDOLW\��� �7KXV�� WKH�GLVFRYHUHUV�RI� WKHVH�FUXGHV�ZHUH� OLWHUDOO\� IRUFHG� WR�GHYHORS�QHZ�SURFHVVLQJ�PHWKRGV� IRU� WKHP� DQG� WR� EXLOG� UHILQHULHV� LQFRUSRUDWLQJ� WKHVH� WHFKQRORJLFDO� DGYDQFHV�� � ,Q�RWKHU�ZRUGV��WKHVH�FRPSDQLHV�KDG�WR�LQWHJUDWH��PHUHO\�LQ�RUGHU�WR�JLYH�YDOXH�DERYH�JURXQG�WR�ZKDW�WKH\�ZHUH�ILQGLQJ�EHORZ���GH�&KD]HDX�DQG�.DKQ��RS��FLW�����������9LOODOED��RS��FLW����������3'96$
V� WHFKQLFDO� VDOHV� GULYH� WDUJHWHG� VWDWH� RLO� FRPSDQLHV�� ZKLOH� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� KDV� SULPDULO\ LQYROYHG� QRQ�VWDWH� RLO� FRPSDQLHV�� � 0RUHRYHU�� WKH� IRFXV� RI� WKH� HDUO\�SURJUDPPH�ZDV�(XURSH��ZKLOH�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDV�FRQFHQWUDWHG�PDLQO\�RQ�WKH�86����7KH� FKDQJH� LQ� JHRJUDSKLFDO� IRFXV�� IRU� LQVWDQFH�� LV� D�FRQVHTXHQFH�RI� WKH�GLVDSSHDUDQFH�RI23(&
V�RIILFLDO�SULFLQJ�V\VWHP���:KLOH�WKLV�V\VWHP�ZDV�LQ�SODFH��RLO�H[SRUWHUV�ZHUH�LQGLIIHUHQW�WR�WKH�ORFDWLRQ�RI�WKHLU�FOLHQWV��EHFDXVH�WKH�RIILFLDO�SULFHV�ZHUH�XQLIRUP�)2%�SULFHV����+RZHYHU��WKH�LQWURGXFWLRQ�RI�VSRW�PDUNHW�UHODWHG�SULFLQJ�PHFKDQLVPV�PDGH�VRPH�PDUNHWV�PRUH�DWWUDFWLYH�IRU�FHUWDLQ�H[SRUWHUV��WKLV�ZDV�WKH� FDVH� RI� WKH� 86� IRU� 9HQH]XHOD��� � 7KH� IDFW� WKDW� 12&V� KDYH� QRW� KDG� D� SURPLQHQW� SODFH� LQ� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�LV�D�QDWXUDO�FRQVHTXHQFH�RI� WKH�FKDQJH� LQ�JHRJUDSKLFDO� IRFXV��DV�VWDWH�RLO�FRPSDQLHV�KDYH�QHYHU�EHHQ�SOHQWLIXO�LQ�WKH�86����,Q� WKH� ZRUGV� RI� IRUPHU� &RUSRYHQ� SUHVLGHQW� DQG� 3'96$� YLFH�SUHVLGHQW� )UDQN� $OFRFN�� WKH� PDLQ�UHDVRQ� ZKLFK� GURYH� 3'96$� WR� WKH� GRZQVWUHDP� ZDV� �WR� SURWHFWV� LWV� VKDUH� LQ� VRPH� RI� WKH� PRVW�FRPSHWLWLYH�PDUNHWV�ZKHUH�LW�ZDV�SUHVHQW���RS��FLW����������&DOGHUyQ�%HUWL�����������



���
2QH� PLJKW� WKLQN� WKDW� WKH� GLIIHUHQFH� LQ� HPSKDVLV� EHWZHHQ� ERWK� SURJUDPPHV� LV� D�ORJLFDO�FRQVHTXHQFH�RI�WKH�IDFW�WKDW��ZKLOH�WKH�2ULQRFR�FUXGHV�ZHUH�HVVHQWLDOO\�DQ�XQNQRZQ�TXDQWLW\�DW�WKH�WLPH�3'96$�VWDUWHG�VHDUFKLQJ�IRU�SDUWQHUV�ZLOOLQJ�WR�SURFHVV�WKHP��WKH�FUXGHV�WKDW� KDYH� EHHQ� LQYROYHG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDG� EHHQ� SUHVHQW� LQ� WKH�LQWHUQDWLRQDO�RLO�PDUNHW�IRU�D�ORQJ�WLPH�E\�WKH�WLPH�WKH�SURJUDPPH�ZDV�FRQFHLYHG�� ,Q�RWKHU�ZRUGV�� WKH� WHQXRXV� RU� QRQ�H[LVWHQW� DFWLYLVP� � WKDW� LV�� WKH� GHOLEHUDWH� FUHDWLRQ� RI� GHPDQG� �FKDUDFWHULVWLF� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� PLJKW� EH� D� FRQVHTXHQFH� RI� WKH� ORQJ�FRPPHUFLDO�KLVWRU\�RI�WKH�PDMRU�9HQH]XHODQ�FUXGH�VWUHDPV��DIWHU�DOO��WKH�WDVN�RI�GHYHORSLQJ�D�PDUNHW�IRU�FUXGHV�WKDW�KDYH�EHHQ�PDUNHWHG�DFWLYHO\�IRU�GHFDGHV�FRXOG�EH�VHHQ�DV�D�UHGXQGDQW�WDVN����+RZHYHU��WKLV�DUJXPHQW�RYHUORRNV�DQ�LPSRUWDQW�GHWDLO��GHYHORSLQJ�D�PDUNHW�QHHG�QRW�PHDQ�FUHDWLQJ� LW�H[�QLKLOR��EHFDXVH�PHUHO\�PRGLI\LQJ� WKH�VWUXFWXUH�RI�D�PDUNHW�PD\� WRWDOO\�DOWHU� WKH� GHPDQG� SDWWHUQ� RI� D� SURGXFW� RU� FRPPRGLW\�� � 7KLV�PHDQV� WKDW� WKH�PDUNHW� IRU� DQ\�SURGXFW� FDQ�FRQFHLYDEO\�EH� WKH� VXEMHFW�RI�D�SURDFWLYH�GHYHORSPHQW� VWUDWHJ\� �XQGHUVWRRG�DV�WKH� LGHQWLILFDWLRQ� DQG� H[SORLWDWLRQ� RI� QHZ� DQG� PRUH� DWWUDFWLYH� PDUNHW� QLFKHV�� RU� WKH�LPSOHPHQWDWLRQ� RI� DFWLRQV�PHDQW� WR� FUHDWH�DGGLWLRQDO GHPDQG� LQ� WKHVH�QLFKHV��� HYHQ� LI� WKLV�SURGXFW�KDV�EHHQ�VROG�LQ�RWKHU�VHJPHQWV�RI�WKH�VDPH�PDUNHW�IRU�D�ORQJ�SHULRG�RI�WLPH�)RU�WKH�FDVH�DW�KDQG��WKLV�ODVW�SRLQW�LV�RI�JUHDW�LPSRUWDQFH��SDUWLFXODUO\�ZKHQ�YLHZHG�LQ�WKH�FRQWH[W�RI�WKH�G\QDPLFV�RI�WKH�KHDY\�FUXGH�RLO�PDUNHW�DIWHU��������8S�XQWLO�WKLV�GDWH��WKH�PDMRULW\�RI�UHILQHUV�WKDW�ERXJKW�KHDY\�FUXGH�GLG�VR�ZLWK�RQH�REMHFWLYH�LQ�PLQG��SURGXFLQJ�YDVW�DPRXQWV�RI�UHVLGXDO�IXHO�RLO�GHVWLQHG�IRU�HOHFWULFLW\�JHQHUDWLRQ���7KH�LQFUHDVH�LQ�WKH�SULFH�RI�RLO� OHG� WR� WKLV�SURGXFW�EHLQJ�GLVSODFHG� IURP� WKLV� �QLFKH�E\�RWKHU�SULPDU\�HQHUJ\�VRXUFHV��QDWXUDO� JDV�� QXFOHDU� HQHUJ\��� �1DWXUDOO\�� WKLV� UHGXFHG� LWV� YDOXH� UHODWLYH� WR� RWKHU� SHWUROHXP�SURGXFWV��DQG�WKH�YDOXH�RI�KHDY\�FUXGHV�UHODWLYH�WR�OLJKWHU�FUXGHV�IHOO�� �,Q�WXUQ��WKLV�EURXJKW�DERXW� D� VWUXFWXUDO� LQFUHDVH� LQ� WKH� VORSH� RI� WKH� GHPDQG� FXUYH� IRU� KHDY\� FUXGHV� �GXH� WR� WKH�ZLGHQLQJ�GLIIHUHQWLDO�EHWZHHQ�WKH�PDUJLQV�REWDLQDEOH�LQ�KLJK�FRQYHUVLRQ�DQG�VLPSOH�UHILQLQJ�FRQILJXUDWLRQV��RU��WR�SXW�LW�DQRWKHU�ZD\��D�PRUH�SURQRXQFHG�VHJPHQWDWLRQ�RI�WKH�PDUNHW�IRU�KHDY\�FUXGH�RLO�7KLV�QHZ�GHPDQG�FXUYH�FRQILJXUDWLRQ�KDV�DQ�LPSRUWDQW�LPSOLFDWLRQ�IRU�WKH�HYDOXDWLRQ�RI� WKH� YHUWLFDO� LQWHJUDWLRQ� VWUDWHJ\� RI� KHDY\� VRXU� FUXGH� RLO� H[SRUWHUV�� DQ\� LQFUHDVH� LQ� WKH�LQVWDOOHG� FRQYHUVLRQ� FDSDFLW\� LQ� WKH�PDUNHW� WKDW� LV� QRW� DFFRPSDQLHG� E\� DQ� LQFUHDVH� LQ� WKH�VXSSO\�RI�KHDY\� VRXU� FUXGHV�ZLOO� KDYH�D�SRVLWLYH� LPSDFW�RQ� WKH�SULFH�RI�DOO� WKH�KHDY\�VRXU�FUXGH� LQ� WKH�PDUNHW� � DQG�QRW� MXVW�RQ� WKH�FUXGH�SURFHVVHG� LQ� WKH�QHZ�FRQYHUVLRQ�FDSDFLW\� �EHFDXVH�WKH�HQWLUH�GHPDQG�FXUYH�ZLOO�VKLIW�WRZDUGV�WKH�OHIW��)LJXUH�)������������

���7KH�FRPLQJ�RQ�VWUHDP�RI�QHZ�SODQWV�IRU�OLJKW�FUXGHV�DOVR�KDV�D�SRVLWLYH��EXW�PXFK�OHVV�SURQRXQFHG��HIIHFW�RQ�WKH�VORSH�RI�WKH�GHPDQG�FXUYH�IRU�OLJKW�FUXGHV���7KLV�LV�EHFDXVH�WKH�PDUNHW�IRU�OLJKW�FUXGHV�LV�QRW�DV�PDUNHGO\�VHJPHQWHG�DV�WKH�PDUNHW�IRU�KHDY\�FUXGHV��VLQFH�WKH�*3:V�REWDLQHG�IURP�OLJKW�FUXGHV�LQ�KLJK�FRQYHUVLRQ�SODQWV�DUH�RQO\�VOLJKWO\�EHWWHU�WKDQ�WKH�RQHV�ZKLFK�FDQ�EH�REWDLQHG�LQ�OHVV�FRPSOH[�SODQWV��
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6ORSH�RI�WKH�FXUYH�EHIRUH�WKH�DGGLWLRQ�RI�QHZ�FRQYHUVLRQ�XQLWV6ORSH�RI�WKH�FXUYH�DIWHU�WKH�DGGLWLRQ�RI�QHZ�FRQYHUVLRQ�XQLWV

&219(56,21�&$3$&,7<�,1�7+(�0$5.(7�)25�+($9<�&58'(�2,/

:KDW�HIIHFW�ZRXOG�ZH�H[SHFW�WKLV�WR�KDYH�RQ�WKH�LQWHJUDWLRQ�FKRLFHV�RI�KHDY\�FUXGH�RLO�SURGXFHUV"��7KH�DQVZHU�LV�VLPSOH��LGHDOO\��D�KHDY\�VRXU�FUXGH�RLO�VHOOHU�VKRXOG�DOZD\V�WU\�WR�LQFUHDVH�WKH�DJJUHJDWH�GHPDQG�IRU�WKHVH�FUXGHV��VLQFH�WKLV�ZLOO�KDYH�D�SRVLWLYH�UHSHUFXVVLRQ�RQ� WKH� SULFH� RI� WKH� UHVW� RI� WKH� YROXPH� WKDW� WKH� SURGXFHU� PRYHV� WKURXJK� QRQ�LQWHJUDWHG�FKDQQHOV���� ,Q�RWKHU�ZRUGV��D�KHDY\�VRXU�FUXGH�SURGXFHU�ZLVKLQJ� WR� LQWHJUDWH�GRZQVWUHDP�VKRXOG�WU\�WR�EXLOG�QHZ�FRQYHUVLRQ�SODQWV�RU�H[SDQG�H[LVWLQJ�RQHV��DQG�QRW�EH�FRQWHQW�HLWKHU�ZLWK� GLVSODFLQJ� KLV� FRPSHWLWRUV
� FUXGHV� �VLQFH� WKHVH� FRPSHWLWRUV� ZLOO� KDYH� WR� UHVSRQG� E\�VODVKLQJ� WKHLU� SULFHV�� WKXV� GHSUHVVLQJ� WKH� SULFH� RI� WKH� HQWLUH� YROXPH� RI� KHDY\� FUXGH� LQ� WKH�PDUNHW���RU�ZLWK�UXQQLQJ�KLV�FUXGH�WKURXJK�LQHIILFLHQW�RU�XQVXLWDEOH�UHILQHULHV����7KH� HYROXWLRQ� RI� WKH� FUXGH� LPSRUWV� RI�3'96$
V� UHILQHULHV� DEURDG�EHIRUH� DQG� DIWHU�WKHLU�DFTXLVLWLRQ�E\�WKH�9HQH]XHODQ�FRPSDQ\�FDQ�OHDYH�QR�GRXEW�WKDW�WKH�FUHDWLRQ�RI�GHPDQG�IRU� KHDY\� FUXGH� KDV�QRW�EHHQ� WKH�PRWRU�EHKLQG�9HQH]XHODQ�GRZQVWUHDP�DFTXLVLWLRQV�� HYHQ�WKRXJK� RQH� RI� WKH� JXLGHOLQHV� RI� WKH� SURJUDPPH� VWDWHV� WKDW� LW� LV� GHVLUDEOH� IRU� 3'96$� WR�
���2I�FRXUVH�� LI�DOO WKH�VHOOHUV RI�KHDY\�VRXU�FUXGHV�GHFLGHG�WR�EXLOG�QHZ�UHILQLQJ�FDSDFLW\�WR�SURFHVV�WKHP�� WKH� OLJKW�KHDY\�GLIIHUHQWLDO�ZRXOG�QDUURZ�� DQG� WKH�SURILWDELOLW\� RI� WKH�QHZ�FDSDFLW\�ZLOO� VXIIHU���1HYHUWKHOHVV�� LQGLYLGXDO� VHOOHUV� RI� VXFK� FUXGH� ZLOO� DOZD\V� KDYH� DQ� LQFHQWLYH� WR LQFUHDVH� DJJUHJDWH�GHPDQG�IRU�VXFK�FUXGHV����$V�%DFRQ� DQG�0DEUR� �RS�� FLW��� ���� REVHUYH�� �WKH� LPSDFW� RI� GRZQVWUHDP� LQWHJUDWLRQ� E\� SURGXFLQJ�FRXQWULHV� UHODWHV� WR� WKH�WRWDO FDSDFLW\� RI� WKH� �� �� �� UHILQHU\� LI� WKLV� UHILQHU\� ZRXOG� RWKHUZLVH� KDG� EHHQ�VFUDSSHG�� RU� WR� WKH�GLIIHUHQFH EHWZHHQ� WKH� UDWH� RI� XWLOLVDWLRQ� XQGHU� WKH� QHZ� RZQHU� DQG� WKH� UDWH� WKDW�ZRXOG�KDYH�REWDLQHG�LI�WKH�UHILQHU\�KDG�QRW�EHHQ�VROG�WR�D�SURGXFLQJ�FRXQWU\�DQG�NHSW�LQ�XVH��



���
DVVRFLDWH��ZLWK� WKRVH�FRPSDQLHV� WKDW�HLWKHU�KDYH� WKH�FDSDELOLW\�WR�SURFHVV�PRVW�RI�WKH�ZLGH�UDQJH� RI� FUXGHV� SURGXFHG� E\� 9HQH]XHOD� RU� ZKRVH� LQIUDVWUXFWXUH� DQG� HFRQRPLF� FRQGLWLRQV�PLJKW� MXVWLI\� WKH� HPSODFHPHQW� RI� GHHS� FRQYHUVLRQ� SODQWV� LQ� WKHLU� UHILQLQJ� IDFLOLWLHV� LQ� WKH�IXWXUH������ �$OO�RI� WKH�FRPSDQ\
V�RYHUVHDV�DVSKDOW�SODQWV�XVHG� WR�SURFHVV�9HQH]XHODQ�FUXGH�H[FOXVLYHO\� EHIRUH� EHLQJ� SXUFKDVHG� E\� 3'96$�� DQG� WKHLU� DFTXLVLWLRQ� KDV� QRW� OHG� WR� DQ\�VXEVWDQWLDO�LQFUHDVHV�LQ�WKHLU�FUXGH�UXQV���7KH�&RUSXV�&KULVWL�UHILQHU\�DOVR�XVHG�WR�VDWLVI\�LWV�LPSRUWHG�FUXGH� UHTXLUHPHQWV�H[FOXVLYHO\�ZLWK�9HQH]XHODQ�FUXGH�EHIRUH�3'96$�DFTXLUHG�D�VWDNH�LQ�LW���7KH�ODUJH�LQFUHDVH�LQ�WKH�UHILQHU\
V�LPSRUWV�RI�9HQH]XHODQ�FUXGH�VLQFH������KDV�QRW�EHHQ�GXH�WR�WKH�FRPLQJ�RQ�VWUHDP�RI�QHZ�FRQYHUVLRQ�FDSDFLW\��UDWKHU��LW�LV�D�UHIOHFWLRQ�RI�WKH�EDFNLQJ�RXW�RI�86�FUXGHV�E\�9HQH]XHODQ�FUXGHV��RQ� WKH�RQH�KDQG��DQG�RI�PXFK�KLJKHU�XWLOLVDWLRQ�UDWHV�LQ�WKH�OHVV�FRPSOH[�SODQWV RI�WKH�UHILQHU\��RQ�WKH�RWKHU�7KH�FDVH�RI� WKH�/DNH�&KDUOHV�UHILQHU\� LV� OHVV�VWUDLJKWIRUZDUG�� � ,WV� LPSRUWV�RI�KHDY\�FUXGH�H[SHULHQFHG�D�VHQVLEOH�H[SDQVLRQ�DIWHU�������DQG�PRVW�RI�WKLV�LQFUHDVH�FDPH�DV�D�UHVXOW�RI�WKH�FRPLQJ�RQ�VWUHDP�RI�QHZ�FRNLQJ�DQG�K\GURFUDFNLQJ�SODQWV�LQ�WKH�UHILQHU\���+RZHYHU��WKH�GHFLVLRQ�WR�EXLOG�WKHVH�SODQWV��GHVLJQHG�WR�UXQ�0H[LFDQ�0D\D�FUXGH��KDG�EHHQ�WDNHQ�E\�WKH�PDQDJHUV�RI�&LWLHV�6HUYLFHV�DV�IDU�EDFN�DV�������ZD\�EHIRUH�WKH�DFTXLVLWLRQ�RI�&LWLHV�E\�2FFLGHQWDO� DQG� WKH� VDOH� RI� WKH� /DNH� &KDUOHV� UHILQHU\� WR� 6RXWKODQG���� 7KLV� PHDQV� WKDW�3'96$�KDG�QRWKLQJ� WR�GR�ZLWK� WKH�SURFHVV� WKDW� OHG� WR� WKH�FRQVWUXFWLRQ�RI� WKHVH�SODQWV�DQG�WKDW��WKHUHIRUH��WKH�9HQH]XHODQ�FRPSDQ\�VKRXOG�QRW�EH�FUHGLWHG�ZLWK�WKH�LQFUHDVH�LQ�GHPDQG�IRU�KHDY\�FUXGH�ZKLFK�WKH�QHZ�FRQYHUVLRQ�SODQWV�JHQHUDWHG�7KH� 8QR�9HQ� UHILQHU\� LV� D� EHWWHU� H[DPSOH� RI� 3'96$
V� FRQIXVHG� SULRULWLHV�� WKH�9HQH]XHODQ� FUXGH� SURFHVVHG� LQ� /HPRQW� VLQFH� ����� KDV� EHHQ�� RQ� DYHUDJH�� OLJKWHU� WKDQ� WKH�&DQDGLDQ�FUXGH�ZKLFK�XVHG�WR�EH�UXQ�WKHUH������$3,�DJDLQVW�����$3,���ZKLFK�PHDQV�WKDW�WKH�DFTXLVLWLRQ�RI�WKH�UHILQHU\�E\�3'96$�KDV�DFWXDOO\�UHGXFHG�WKH�DJJUHJDWH�GHPDQG�IRU�KHDY\�FUXGH� LQ� WKH�86�0LG�&RQWLQHQW�� �$V� IRU�5XKU�� WKHUH� LV�QR�GRXEW� WKDW�3'96$
V� DVVRFLDWLRQ�ZLWK�9HED�RSHQHG� D� QHZ�PDUNHW� IRU�9HQH]XHODQ�FUXGH� LQ�(XURSH�����QHYHUWKHOHVV�� WKHUH� LV�OLWWOH�GRXEW� WKDW� VXSSO\LQJ�5XKU
V� UHPRWH� ODQGORFNHG�*HUPDQ� UHILQHULHV� LV�DQ�RSHUDWLRQ� WKDW�KDV� HQWDLOHG� YHU\� ODUJH� RSSRUWXQLW\� FRVWV� IRU� 3'96$� �DQG� WKH� VXEVWDQWLDO� UHGXFWLRQ� LQ� WKH�DPRXQW�RI�9HQH]XHODQ�FUXGH�VHQW�WR�WKHVH�UHILQHULHV�VHHPV�WR�EH�D�WDFLW�DGPLVVLRQ�RI�WKLV�IDFW�
���&(3(7��RS��FLW���Y��,,�������VHH�ILJXUHV�LQ�$QQH[H������,3)��$SULO����������������/DFN� RI� LQIRUPDWLRQ� PDNHV� LW� LPSRVVLEOH� WR� NQRZ� WKH� $3,� JUDYLW\� RI� WKH� 9HQH]XHODQ� FUXGHV�SURFHVVHG�LQ�5XKU
V�*HUPDQ�SODQWV�RU��LQGHHG��WKH�TXDOLW\�RI�WKH�FUXGHV�ZKLFK�WKH\�GLVSODFHG�IURP�WKHVH�SODQWV� �5XKU
V�DQQXDO�UHSRUWV�PDNH�QR�PHQWLRQ�RI� WKH�TXDOLW\�RI� LWV�FUXGH�RLO� LPSRUWV��� �&RQWUHUDV�DQG�7K|QH� �����������KRZHYHU�� VWDWH� WKDW� WKH� OLJKW�YHUVXV�KHDY\�UDWLR�RI� WKH�9HQH]XHODQ�FUXGH�VXSSOLHV� LV���������� � ,W� VKRXOG�EH�QRWHG� WKDW� ILJXUHV� IRU�*HUPDQ�DQG�6ZHGLVK�SXUFKDVHV�RI�9HQH]XHODQ�FUXGH�DUH�SXEOLVKHG�E\�0(0��RQ�WKH�RQH�KDQG��DQG�WKH�0LQHUDO|OZLUWVFKDIWYHUEDQG��0=��DQG�,($��426(%���RQ�WKH� RWKHU� KDQG�� LQ� GLIIHUHQW� XQLWV� �EDUUHOV� DQG� WRQQHV�� UHVSHFWLYHO\��� � ,Q� WKHRU\�� WKLV� VKRXOG� PDNH� LW�SRVVLEOH� WR� FDOFXODWH� WKH� $3,� JUDYLW\� RI� WKH� FUXGH�� EXW� WKH� QRQVHQVLFDO� UHVXOWV� REWDLQHG� IURP� WKLV�SURFHGXUH�LQGLFDWH�WKDW�WKH�GDWD�VHWV�DUH�LQFRPSDWLEOH�



���
E\� WKH� FRPSDQ\������ � )LQDOO\�� /&5&� LV� D� VXL� JHQHULV FDVH� LQ� WKH� KLVWRU\� RI� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH���1RWZLWKVWDQGLQJ�WKH�IDFW�WKDW�9HQH]XHODQ�FUXGHV�GLVSODFHG�0D\D� DQG� $UDE� +HDY\� FUXGHV� IURP� WKH� UHILQHU\
V� IHHGVWRFN� VODWH� EHIRUH� WKH� DVVRFLDWLRQ�DFFRUG�EHWZHHQ�&LWJR�DQG�/\RQGHOO�ZDV�VLJQHG��/&5&�VWDQGV�DSDUW�IURP�WKH�UHVW�RI�3'96$
V�UHILQLQJ�YHQWXUHV�EHFDXVH� LW� LV� WKH�RQO\�RQH� WR�KDYH�EHHQ�SODQQHG� IURP� WKH�RXWVHW�ZLWK� WKH�REMHFWLYH�RI�LQFUHDVLQJ�WKH�DJJUHJDWH�GHPDQG�IRU�KHDY\�FUXGH�LQ�PLQG��������&RQFOXVLRQV:KHQ�\RX�KDYH�HOLPLQDWHG�WKH�LPSRVVLEOH��ZKDWHYHU�UHPDLQV��KRZHYHU�LPSUREDEOH��PXVW�EH�WKH�WUXWK�6LU�$UWKXU�&RQDQ�'R\OH��7KH�6LJQ�RI�)RXU-XGJLQJ� IURP� WKH� HYLGHQFH� SUHVHQWHG� LQ� WKLV� FKDSWHU�� LW� ZRXOG� DSSHDU� WKDW� WKH� PDLQ�EHQHILFLDULHV�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDYH�EHHQ�3'96$
V�UHILQLQJ�SDUWQHUV�DQG�ZKROO\�RZQHG� RYHUVHDV� VXEVLGLDULHV�� � $VVRFLDWLRQ� ZLWK� WKH� 9HQH]XHODQ� FRPSDQ\� KDV�PXOWLSOLHG� WKHLU� GRZQVWUHDP� HDUQLQJV�� VKRUHG� XS� WKHLU� ILQDQFLDO� SRVLWLRQ� DQG� FRQVLGHUDEO\�VLPSOLILHG� WKHLU� ORJLVWLFDO� DQG�RSHUDWLRQDO� UHTXLUHPHQWV���� ,QGHHG�� LW� LV�QR�H[DJJHUDWLRQ� WR�VD\�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�VXUHO\�KDV�IXOILOOHG�WKHVH�UHILQHUV
�PRVW�VDQJXLQH�H[SHFWDWLRQV���7R�DSSUHFLDWH�ZK\��RQH�QHHG�RQO\�FRQVLGHU�WKH�UHVSRQVH�ZKLFK�WKH�FKDLUPDQ�RI�$VKODQG� 2LO� JDYH� ZKHQ� DVNHG� DERXW� WKH� SRVVLEOH� SUREOHPV� ZKLFK� PLJKW� REVWUXFW� RU�FRPSOLFDWH�DVVRFLDWLRQV�EHWZHHQ�86�UHILQHUV�DQG�FUXGH�ORQJ�12&V�WKH�SULFH�RI�UDZ�PDWHULDO�LV�D FULWLFDO�LVVXH�IRU�������UHILQHUV���3HUKDSV�WKH�EHVW�RI�>DOO@�ZRUOGV� IRU�D� UHILQHU� >LV@� WR�KDYH�VRPH�W\SH�RI�PDUJLQ�JXDUDQWHHG�RU�SURWHFWHG�>EXW@�WKLV�W\SH�RI�DUUDQJHPHQW�LV�QRW�������DWWUDFWLYH�WR�SURGXFHUV�������>6LQFH@�WKH�SULFH�RI�WKH�UDZ�PDWHULDO�LV�WKH�RQH�LVVXH�RQ�ZKLFK�WKH�LQWHUHVW�RI�HDFK�SDUWQHU�>LQ�D�GRZQVWUHDP�MRLQW� YHQWXUH@� LV� GLIIHUHQW� �� �� �� >LW@� FRXOG� EH� WKH� ELJJHVW� VRXUFH� RI� FRQIOLFW� LQ� WKH�SDUWQHUVKLS����7KLV�VRXUFH�RI�FRQIOLFW��WKRXJK��KDV�QRW�DIIHFWHG�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH��EHFDXVH�3'96$� KDV� FRQVHQWHG� WR� VHW� WKH� SULFH� RI� LWV� FUXGH� DW� ZKDWHYHU� OHYHO� LV� QHFHVVDU\� IRU� LWV�SDUWQHUV� RU� VXEVLGLDULHV� WR� PDNH� D� WLG\� SURILW� E\� SURFHVVLQJ� LW�� � ,Q� RWKHU� ZRUGV�� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� SHUPLWWHG�3'96$
V� SDUWQHUV� WR� LQWHJUDWH� EDFNZDUGV��DW�QR�DSSDUHQW�FRVW�WR�WKHPVHOYHV���%XW�ZKHUHDV�LW�LV�HDV\�WR�VHH�ZK\�D�UHILQHU�ZRXOG�ZDQW�WR�JHW�
���,QGHHG�� 3'96$� KDV� QRZ� PDGH� LW� TXLWH� FOHDU� WKDW� LW� KDV� QR� IXUWKHU� SODQV� WR� H[SDQG� LWV� UHILQLQJ�FDSDFLW\�LQ�(XURSH��:3$��'HFHPEHU������������������7KH�FRQWUDVW�EHWZHHQ�3(0(;�DQG�3'96$�LQ�WKLV�UHJDUG�FRXOG�QRW�EH�JUHDWHU���3(0(;�DOZD\V�KDG�WKH�REMHFWLYH�RI�LQFUHDVLQJ�DJJUHJDWH�GHPDQG�IRU�KHDY\�FUXGH�LQ�PLQG�ZKHQ�LW�GHFLGHG�WR�EHFRPH�6KHOO�86$
V�SDUWQHU�LQ�D�KLJK�FRQYHUVLRQ�UHILQLQJ�YHQWXUH�LQ�'HHU�3DUN��7H[DV��7KH�FRPSDQ\FDOFXODWHG�WKDW��VR�ORQJ�DV�WKH�YROXPH�RI�KHDY\�FUXGH�VXSSOLHG�WR�WKH�86�PDUNHW�UHPDLQHG�UHODWLYHO\�VWDEOH�RYHU�����������DQG�EH\RQG�� WKH�VKLIW� LQ�WKH�0D\D�GHPDQG�FXUYH�EURXJKW�DERXW�E\�WKH�FRPLQJ�RQ�VWUHDP�RI�WKLV�UHILQHU\�ZRXOG�JHQHUDWH�PRQHWDU\�EHQHILWV�ZD\�LQ�H[FHVV�RI�WKH�SURILWV�H[SHFWHG�RI�WKH�QHZ�SODQW����$� FRQVWDQW� VXSSO\� RI� FUXGH� RLO� RI� XQLIRUP�TXDOLW\�PHDQV� WKDW� D� UHILQHU� FDQ� DGMXVW� KLV� IDFLOLWLHV� WR�ERRVW� KLV� \LHOGV� RI� VRPH� SURGXFWV� WKURXJK� DQ� LPSURYHG� RSWLPLVDWLRQ� RI� FXW� SRLQWV� DQG� XQLW�SURFHVVVHYHULWLHV�� HQKDQFH� WKH� TXDOLW\� RI� KLV� SURGXFWV� WKDQNV� WR� VLPSOLILHG� EOHQGLQJ�� UHGXFH� LQYHQWRU\�UHTXLUHPHQWV��UHGXFH�GRZQWLPH�LQ�KLV�SODQWV�DQG��ILQDOO\��UHGXFH�GLUHFW�DQG�LQGLUHFW�ODERXU����-RKQ�+DOO��LQ�,3)��2FWREHU���������������



���
KROG�WKURXJK�EDFNZDUG�LQWHJUDWLRQ�RI�DW�OHDVW�D�VPDOO�SDUW�RI�WKH�JURXQG�UHQW�HOHPHQW�SUHVHQW�LQ�WKH�SULFH�RI�FUXGH�RLO��LW�LV�QRW�DW�DOO�FOHDU�ZK\�D�12&�OLNH�3'96$�ZRXOG�ZDQW�WR�GLVVLSDWH�WKLV� UHQW� GHOLEHUDWHO\�� E\� HQWHULQJ� WKH� LQWHUQDWLRQDO� UHILQLQJ� VHFWRU� LQ� WKH� PDQQHU� LW� KDV���0RUHRYHU�� WKLV� ILQGLQJ� EHJV� RQH� IXUWKHU� DZNZDUG� TXHVWLRQ�� ZK\� KDV� 3'96$� IRXQG� LW�QHFHVVDU\� WR� VXUUHQGHU� VR� PXFK� LQ� LWV� MRLQW� YHQWXUH� DJUHHPHQWV�� ZKHQ� WKH� GLUH� ILQDQFLDO�VLWXDWLRQ�RI�LWV�SDUWQHUV�DW�WKH�WLPH�WKH�DJUHHPHQWV�ZHUH�VLJQHG�SUREDEO\�PDGH�LW�HDVLHU�IRU�WKH�9HQH]XHODQ�FRPSDQ\�WR�H[WUDFW�FRQFHVVLRQV�IURP�WKHP��DQG�QRW�WKH�RWKHU�ZD\�DURXQG"���7KH� H[SODQDWLRQ� IRU� WKH� 3'96$
V� JHQHURVLW\� FOHDUO\� GRHV� QRW� OLH� LQ� $OFRFN
V�DUJXPHQW�WKDW�DFTXLULQJ�UHILQHULHV�DEURDG�LV�D�MXVWLILDEOH�DFWLRQ�EHFDXVH�LW�DIIRUGV�12&V�WKH�RSSRUWXQLW\�WR�NQRZ�WKH�PRVW�REVFXUH�GHWDLOV�RI�DQ�DGPLWWHGO\�YHU\�LQWULFDWH�EXVLQHVV�����DIWHU�DOO�� LW� LV�VDIH� WR�VD\�WKDW�QR�SULYDWH�RLO�FRPSDQ\�ZRXOG�GDUH�GHIHQG�WKH�H[SHQGLWXUH�RI�PRUH�WKDQ� ������0086'�RI� LWV� VKDUHKROGHUV
� IXQGV� DGGXFLQJ�SXUHO\�GLGDFWLF�SXUSRVHV���� $QG�ZKDW�DERXW�WKH�RIW�LQYRNHG�DGYHUVH�SK\VLFDO�FKDUDFWHULVWLFV�RI�9HQH]XHODQ�FUXGH�RLO"��,I�RQH�OHDYHV� WKH� UDWKHU� VSHFLDO� FDVH�RI� WKH�6DYDQQDK� UHILQHU\�DVLGH�� WKLV� H[SODQDWLRQ� LV�DOVR�TXLWH�XQFRQYLQFLQJ�� DQG� WR� VHH� ZK\� RQH� QHHG� RQO\� FRQVLGHU� WKH� FDVH� RI� WKH� RWKHU� :HVWHUQ�KHPLVSKHUH�12&�ZKLFK�DOVR�KDV�WR�VHOO�ODUJH�YROXPHV�RI�QRQ�IXQJLEOH�KHDY\�FUXGH��3(0(;���8QOLNH�3'96$��3(0(;�KDV�QRW�IRXQG�LW�QHFHVVDU\�WR�LQFOXGH�QHWEDFN�SULFLQJ�FODXVHV�LQ�LWV�VROH� MRLQW� YHQWXUH� VXSSO\� FRQWUDFW�� HYHQ� WKRXJK� LWV� SDUWQHU� LQ� WKLV� YHQWXUH� LV� 6KHOO�86$� �D�FRPSDQ\�ZKRVH�VL]H�DQG�ILQDQFLDO�VROLGLW\�JLYH�LW�D�YDVWO\�VXSHULRU EDUJDLQLQJ�SRZHU�WR�WKH�RQH� ZKLFK� 3'96$
V� SDUWQHUV� HQMR\HG� ZKHQ� WKH\� QHJRWLDWHG� WKHLU� UHVSHFWLYH� GHDOV����0RUHRYHU���WKH�RSHUDWLRQV�RI�WKH�0H[LFDQ�12&�� SUHGLFDWHG�RQ�FUHGLEOH�FRPPLWPHQWV�RI�QRQ�H[SURSULDWLRQ�RI�TXDVL�UHQWV�DQG�ORQJ�WHUP�FRQWUDFWXDO�UHODWLRQVKLSV�� SURYH�WKDW�LW�LV�SRVVLEOH�IRU� D� FUXGH�ORQJ� FRPSDQ\� WR� HQMR\� D� UHDVRQDEOH� GHJUHH� RI� YROXPHWULF� VHFXULW\� IRU� H[SRUWV�HYHQ� LI� LW� LV�QRW�KLJKO\� LQWHJUDWHG�DQG�GRHV�QRW�GLVFRXQW� LWV�FDUJRHV�� � ,Q�PDUNHG�FRQWUDVW� WR�3(0(;��3'96$�KDV�UHQRXQFHG�WKH�RSWLRQ�RI�VHOOLQJ�VL]DEOH�YROXPHV�RI�LWV�FUXGH�DW�DQ\WKLQJ�UHVHPEOLQJ� WUXH� PDUNHW� SULFHV� DQG�� LQ� H[FKDQJH�� KDV� RQO\� DWWDLQHG� D� VKDN\� VHFXULW\� RI�SODFHPHQW� GXULQJ� EHDU�PDUNHW� VSHOOV� �ZKLOH� LW� LV� WUXH� WKDW� URXJKO\� KDOI� RI� WKH�9HQH]XHOD
V�FUXGH�H[SRUWV�KDYH�D�VHFXUH�KRPH�DEURDG��FRQVLGHUDEOH�XQFHUWDLQW\�KDV�SODJXHG� WKH�UHVW�� WR�
���)RU�LQVWDQFH��ZKHQ�6RXWKODQG�HQWHUHG�LQWR�LWV�MRLQW�YHQWXUH�DJUHHPHQW�ZLWK�3'96$��LW�H[FKDQJHG�LWV�H[LVWLQJ�&LWJR� VKDUHV� IRU� ������ VKDUHV� RI� FRPPRQ� VWRFN�&ODVV�$� DQG������� VKDUHV� RI� FRPPRQ� VWRFN�&ODVV�%��DQG� WKHQ�VROG� WR�3'96$�DOO� WKH�&ODVV�$�FRPPRQ�VWRFN�� �6XUSULVLQJO\�HQRXJK�RQO\�&ODVV�%�VWRFN� FRXOG� YRWH� �RQ� GLVSXWHV� UHODWHG� WR� D� FUXGH� VXSSO\� DJUHHPHQW�� �GLVSXWHV� ZKLFK� ZHUH� RI� JUHDW�FRQFHUQ�IRU�3'96$���ZKLOH�&ODVV�$�VWRFN�YRWHG��RQ�GLVSXWHV�UHODWHG�WR�>WKH@�SURGXFW�SXUFKDVH�DJUHHPHQW���&LWJR���������������7KLV�DXWKRU�FRQWHQGV WKDW��WKHUH�LV�QR�VXEVWLWXWH�WR�EHLQJ�SUHVHQW�LQ�WKH�PDUNHW�RQ�D�GD\�WR�GD\�EDVLV���$OFRFN��RS��FLW���������7KLV�DVVHUWLRQ�LV�TXLWH�FRQWUDGLFWRU\��VLQFH�YHUWLFDO�LQWHJUDWLRQ�LV�VXSSRVHG�WR�EH�D�PHDQV�ZKHUHE\� ILUPV�DYRLG FRQWDFW�ZLWK� WKH�PDUNHW�� �3DUDGR[LFDOO\��6RVD�3LHWUL�ZURWH� WKDW�3'96$
V�GRPHVWLF� VXEVLGLDULHV� IUHTXHQWO\� FRPSODLQHG� WKDW� �WKDQNV� >VLF�@� WR� &LWJR� DQG� 3'9�(XURSD�� WKH\� ORVH�FRQWDFW�ZLWK�WKH�PDUNHW��VLQFH�HYHU\WKLQJ�KDV�WR�EH�FKDQQHOHG�WKURXJK�WKHVH�HQWHUSULVHV���RS��FLW�����������$V�6NHHW�����������ULJKWO\�VD\V���WKH�ZLVK�WR�LPSURYH�XQGHUVWDQGLQJ�RI�WKH�RLO�PDUNHW�������FDQ�EH�QR�PRUH�WKDQ�D�XVHIXO�VSLQ�RII�RI�DGYDQWDJH�IURP�D�GHFLVLRQ�WDNHQ�IRU�PRUH�ZHLJKW\�UHDVRQV���



���
WKH� H[WHQW� WKDW� 3'96$� IHOW� REOLJHG� WR� DFTXLUH� YDVW� DPRXQWV� RI� VWRUDJH� FDSDFLW\� LQ� WKH�&DULEEHDQ�������$V�RI�HDUO\�������3(0(;
V�FRPPHUFLDO�VLWXDWLRQ��SDUWLFXODUO\�LQ�WHUPV�RI�LWV�YROXPHWULF� VHFXULW\�� KDV� EHFRPH�PXFK� OHVV� IDYRXUDEOH� WKDQ� LW�ZDV� LQ� WKH�SDVW�� ODUJHO\� DV� D�UHVXOW� RI�3'96$
V�GHFLVLRQ� WR� LQFUHDVH� LWV�SURGXFWLRQ�RI�KHDY\�FUXGH�DQG� WR�XQGHUFXW�YHU\�DJJUHVVLYHO\�WKH�SULFH�RI�0D\D�FUXGH���+RZHYHU��LW�VKRXOG�EH�VWUHVVHG�RQFH�DJDLQ�WKDW��HYHQ�LQ�WKLV�UHVSHFW��3'96$�VWLOO�GRHV�QRW�HQMR\�D�UHDO�DGYDQWDJH�YLV�j�YLV 3(0(;��WKH�9HQH]XHODQ�FRPSDQ\�KDV�RQO\�SXUFKDVHG� WKH�DSSHDUDQFH RI�YROXPHWULF�VHFXULW\�IRU� LWVHOI�E\�FRQFHGLQJ�RYHU�WKH�RGGV�GLVFRXQWV�WR�LWV�FXVWRPHUV�,Q�RQH�RI� WKH�PRUH� WKRXJKWIXO� LQWHUYHQWLRQV�E\�DQ�RLO� LQGXVWU\� LQVLGHU� LQ� WKH�GHEDWH�FRQFHUQLQJ� WKH� GRZQVWUHDP� H[SDQVLRQ� RI� WKH� PDMRU� FUXGH�ORQJ� 12&V�� 6LOYDQ� 5RELQVRQ��IRUPHU�KHDG�RI�6,7&2�� WULHG� WR�PDNH� LW�FOHDU� WR� WKRVH�12&V�ZKLFK�KDG�DFTXLUHG� UHILQLQJ�DVVHWV�LQ�2(&'�FRXQWULHV�� RU�ZHUH�WKLQNLQJ�DERXW�GRLQJ�VR�LQ�WKH�IXWXUH�� WKDW�WKHLU�LQWHUHVWV��DQG�WKH�LQWHUHVWV�RI�WKH�RLO�LQGXVWU\�DW�ODUJH��ZRXOG�EH�EHWWHU�VHUYHG�LI�D��WKH\�GLG�QRW�\LHOG�WR�WKH�WHPSWDWLRQ�RI�EX\LQJ�XQSURILWDEOH�UHILQHULHV����E�� WKH\� UHIUDLQHG� IURP� DFFHSWLQJ� DUWLILFLDOO\� ORZ� QHWEDFNV� IRU� FUXGH� VXSSOLHG� WR� WKHLU�UHILQHULHV�DEURDG��HYHQ�LI�WKLV�ZDV�WKH�RQO\�ZD\�ZKLFK�WKH�SXUFKDVH�RI�WKHVH�DVVHWV�FRXOG�EH�
HFRQRPLFDOO\
�MXVWLILHG�����F�� WKH\� GLG� QRW� YDOXH� WKH� FDSLWDO� HPSOR\HG� LQ� WKHLU� UHILQHULHV� DW� DQ\WKLQJ� OHVV� WKDQ� LWV� WUXH�PDUNHW�YDOXH����G��WKH\�GLG�QRW�DFTXLUH�WKHVH�DVVHWV�ZLWK�WKH�LGHD�RI�SURFHVVLQJ�FUXGH�j�RXWUDQFH LQ�WKHP�DQG��LQVWHDG��ZHUH�ZLOOLQJ�WR�UHGXFH�WKHLU�FUXGH�UXQV�LQ�PDUJLQDO�SODQWV�ZKHQ�PDUNHW�FRQGLWLRQV�VR�GHPDQGHG����0RVW� RI� WKH� 12&V� ZKLFK� KDYH� SXUVXHG� LQWHUQDWLRQDO� YHUWLFDO� LQWHJUDWLRQ� VWUDWHJLHV� KDYH�LJQRUHG� 5RELQVRQ
V� DGYLFH� WKDW� WKH\� VKRXOG� VHW� WKHLU� WUDQVIHU� SULFHV� DQG� HYDOXDWH� WKH�SURILWDELOLW\� RI� WKHLU� LQYHVWPHQW� FDSLWDO� DFFRUGLQJ� WR� VWULFWO\� FRPPHUFLDO� FULWHULD�� QRQH��KRZHYHU��FDQ�EH�VDLG�WR�KDYH�GRQH�VR�ZLWK�PRUH�DODFULW\�DQG�GLVUHJDUG�IRU�ERWK�WKH�HFRQRPLF�
���3DUDGR[LFDOO\��3'96$
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North Sea Africa Near East Venezuela Russia Others

Veba phases out Saudi contract

Ruhr Öl form ed

Ruhr charter expanded to cover all Veba refineries

Acquisition of stake in Schwedt refinery

Shares in Speyer and Ingolstadt refineries sold to Deutsche BP

50 per cent of share in Neustadt refinery sold to Saarberg

Em den refinery shut down
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PDVSA crude exports to Curaçao Crude runs at the refinery

Shell announces that it will shut refinery down

Refinería Isla starts operations
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Venezuelan heavy crudes

Antwerp refinery bought and reactivated

Long-term  supply contract signed with M araven (later am ended to include preferential pricing clauses)

PDVSA and Axel Johnson form  joint venture

Acquisition of Dundee and Eastham  refineries

Axel Johnson bought out by Neste Öy

M alm ö refinery shut down
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Venezuelan (25°+API) Other light crudes M aya Venezuelan heavy

PDVSA and Southland form  joint venture and sign contract for 120 M BD of crude

Southland buys Citgo from  Occidental

Refinery running at 40 %  of capacity; Citgo losing about 15 M M USD per m onth

Southland involved in leveraged buy-out

PDVSA buys Southland out
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Venezuelan (25°+ API) Other light crudes Venezuelan heavy Other heavy crudes

Union Pacific and PDVSA form  joint venture and sign supply contract for 80 M BD of crude

PDVSA buys Union out and expands supply contract to 120 M BD
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Canada Venezuela

PDVSA and Unocal sign joint venture accord and supply contract for 135 M BD of crude
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Venezuelan crudes Other crudes

Citgo buys 50 per cent of Seaview

Citgo buys the rest of Seaview
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Venezuelan heavy crude (13° API or less)

Am oco decides to shut down refinery; Citgo Asphalt buys it

Citgo resum es operations at the refinery
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M aya M aya + Arab Heavy Venezuelan crudes (15-28°)

M aya contract phased out

PDVSA and Lyondell sign joint venture accord
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V� IDLOXUH� WR� DGGUHVV� D� QXPEHU� RI� UDWKHU� VHULRXV� SUREOHPV� UHODWHG� WR� LWV�LPSOHPHQWDWLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� WRJHWKHU� ZLWK� LWV� VHOHFWLYH� FRPSOLDQFH�ZLWK�LWV�RZQ�LQWHUQDWLRQDOLVDWLRQ�JXLGHOLQHV��JLYH�WKH�DQDO\VW�D�FOHDU�LGHD�RI�ZKDW�WKH�SURJUDPPH�FDQQRW� EH �DQ� LQVWUXPHQW� WR� FRXQWHUDFW� YHUWLFDO� IDLOXUHV� LQ� WKH� PDUNHW� IRU� KHDY\� FUXGH�� IRU�LQVWDQFH����+RZHYHU��WKHVH�FRQWUDGLFWLRQV�DOVR�GHOLQHDWH�WKH�HOHPHQWV�ZKLFK�DQ\�K\SRWKHVLV�DV�WR�ZKDW�WKH�SURJUDPPH�PLJKW�EH KDV�WR�FRQWDLQ�LI�LW�LV�WR�EH�WDNHQ�VHULRXVO\���$IWHU�DOO��HYHQ�WKRXJK�WKH\�DUH�QRW�LPPHGLDWHO\�REYLRXV�WR�WKH�RXWVLGHU��WKH�DQWLQRPLHV�RI�WKH�9HQH]XHODQ�FRPPHUFLDO�SROLF\�DUH� VHULRXV� HQRXJK� WR�PDNH� LW� LQFRQFHLYDEOH� WKDW� WKH�GHFLVLRQ�WDNHUV� UHVSRQVLEOH� IRU� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�PLJKW�KDYH�IDLOHG�WR�QRWLFH�WKHP���7KH�IDFW�WKDW�QR�RQH�ZLWKLQ�WKH�9HQH]XHODQ�RLO�HVWDEOLVKPHQW�KDV�VHHQ�ILW�WR�DGGUHVV�WKHP�H[SOLFLWO\ DW�DQ\�SRLQW�LQ�WKH�HYROXWLRQ�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�VXUHO\�LQGLFDWHV�WKDW�WKH�UHWHQWLRQ�RI�WKH�HOHPHQWV�WKDW�JLYH�
�0DMRQH��RS��FLW��������:LOGDYVN\�������



���
ULVH� WR� WKHP� KDV� SURYHQ� DGYDQWDJHRXV LQ� VRPH� ZD\� DQG� WKDW�� WKHUHIRUH�� WKHVH� FRQWUDGLFWLRQV�UHIOHFW� GHOLEHUDWH� GHFLVLRQV� WDNHQ� E\� DW� OHDVW� VRPH� RI� WKH� DFWRUV� LQYROYHG� LQ� WKH� GHVLJQ��LPSOHPHQWDWLRQ��DSSURYDO��H[SDQVLRQ�DQG�HYDOXDWLRQ�RI�WKH�SURJUDPPH���+HQFH�RXU�EHOLHI�WKDW�DQ�K\SRWKHVLV�DV�WR WKH�UHDO�PRWLYHV�RI�WKH�SURJUDPPH�ZLOO�RQO\�PDNH�VHQVH�LI�LW�DQVZHUV�DOO RI�WKH�IROORZLQJ� TXHVWLRQV� �ZKLFK� DUH� UHODWHG� ERWK� WR� WKH� WLPLQJ� DQG� IRUP� RI� LPSOHPHQWDWLRQ� RI� WKH�SURJUDPPH�DQG�WR�WKH�WHQVLRQV�RI�ORJLF�ZLWKLQ�9HQH]XHODQ�FRPPHUFLDO�RLO�SROLF\�DV�D ZKROH��D�� LI�3'96$�LV�ZRUULHG�DERXW�WKH�FORVXUH�HIIHFWV�RI�VRPH�RI�LWV�FRPPHUFLDO�UHODWLRQVKLSV��ZK\�GRHV�LW�FRQGXFW�LWV�RSHUDWLRQV�LQ�D�PDQQHU�WKDW�H[DFHUEDWHV�WKH�DOUHDG\�XQIDYRXUDEOH�WUDQVDFWLRQDO�FKDUDFWHULVWLFV�RI�WKH�PDUNHW�IRU�KHDY\�FUXGH"E��LI�3'96$�\HDUQV�IRU�YROXPHWULF�VHFXULW\��ZK\�GRHV�LW�VHOO�LWV�DUP
V�OHQJWK�FUXGH�LQ�D�PDQQHU�WKDW� ERWK� GHFUHDVHV� WKH� SUHGLFWDELOLW\� RI� LWV� H[SRUW� IORZV� DQG� IRVWHUV� WKH� DSSHDUDQFH� RI�RSSRUWXQLVWLF�SDWWHUQV�RI�EHKDYLRXU�DPRQJ�LWV�FRPPHUFLDO�FRXQWHUSDUWV"F��LI�3'96$�LV�VR�FRQFHUQHG�DERXW�WKH�VWDELOLW\�RI�LWV�LQFRPH��ZK\�KDV�LW�LJQRUHG�WKH�SRVVLELOLW\�RI�SDUWLFLSDWLQJ�LQ�IXWXUHV�DQG�GHULYDWLYHV�PDUNHWV�WR�KHGJH�LWV�SULFH�H[SRVXUH��VLPLODUO\��ZK\�KDV�LW�UHIXVHG�WR�FODLP�GLYLGHQGV�IURP�LWV�RYHUVHDV�DIILOLDWHV"G�� ZK\� KDV� 3'96$� VWXFN� WR� D� FXPEHUVRPH� DQG� RSDTXH� FRPPHUFLDO�PRGXV� RSHUDQGL ZKRVH�UHSODFHPHQW�ZRXOG� EH� TXLWH� D� VWUDLJKWIRUZDUG�PDWWHU�� DQG�ZKLFK� LV� QRW� RQO\� RXW� RI� V\QFKURQ\�ZLWK�FXUUHQW�RLO�PDUNHW�SUDFWLFHV�EXW�PD\�DOVR�FDXVH�VHULRXV�SUREOHPV�RI�DGYHUVH�VHOHFWLRQ�LQ�LWV�FRPPHUFLDO�UHODWLRQVKLSV"H��LI�3'96$�ZDQWV�WR�FKDQQHO�LWV�FUXGH�YROXPHV�WR�ILQDO�XVHUV�WKDW�KDYH�KLJKHU�UHVHUYDWLRQ�SULFHV�DQG� RIIHU� PRUH� VWDEOH� DQG� VHFXUH� RXWOHWV� IRU� FUXGH�� ZK\� KDV� LW� UHIXVHG� WR� PDNH� FUHGLEOH�FRPPLWPHQWV� WKDW� PLJKW� DSSHDO� WR DUP
V�OHQJWK� FXVWRPHUV� ZLWK� KLJK� FRQYHUVLRQ� IDFLOLWLHV��SDUWLFXODUO\�VLQFH�LW�LV�REYLRXV�WKDW�LW�FDQQRW�SULFH�GLVFULPLQDWH�DJDLQVW�WKHP�"I�� LI�3'96$�LV�FRQFHUQHG�DERXW�RYHUVXSSO\� LQ� WKH�FUXGH�PDUNHW��ZK\�KDV� LW�QRW�VKRZQ�JUHDWHU�LQWHUHVW�LQ�LQFUHDVLQJ�WKH�DJJUHJDWH�GHPDQG�IRU�KHDY\�FUXGHV�LQVWHDG�RI�PHUHO\�GLVSODFLQJ�FUXGH�IURP�FRPSHWLWRUV"J�� LI� KHDY\� FUXGH� SRVHV�PRUH� FRPPHUFLDOLVDWLRQ�SUREOHPV� WKDQ� OLJKW� FUXGH��ZK\�GRHV�3'96$�SODFH�PRVW�RI�LWV�EHWWHU�TXDOLW\�FUXGHV�WKURXJK�LQWHJUDWHG�FKDQQHOV�ZKLOH�UHO\LQJ�RQ�WKH�PDUNHW�WR�VHOO�LWV�QDVWLHU�EOHQGV"K��LI�3'96$�WUXO\�SULFH�GLVFULPLQDWHV�DJDLQVW�VRPH�RI�LWV�FXVWRPHUV��ZK\�KDV�LW�EHHQ�ZLOOLQJ�WR�FRXQWHQDQFH�FRPPHUFLDO�FRPSHWLWLRQ�EHWZHHQ�LWV�RSHUDWLQJ�DIILOLDWHV"L��:K\�KDV� LW�QRW� VROG� WKRVH�RYHUVHDV�SODQWV�ZKLFK�HLWKHU�DUH�QRW�YHU\�SURILWDEOH�RU�FDQQRW�UXQ�PXFK�9HQH]XHODQ�FUXGH"



���
M�� LI�3'96$�UHDOO\�GLDJQRVHG� WKH�ZHDNHQLQJ�RI� WKH� LQWHUQDWLRQDO�PDUNHW�DV�HDUO\�DV�������ZK\�GLG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� RQO\� JDWKHU� PRPHQWXP� ZLWK� WKH� RLO� SULFH� FROODSVH� RI�����"N��ZK\�KDV�3'96$�UHVWULFWHG�LWV�DFTXLVLWLRQV�WR�UHILQHULHV�LQ�VHULRXV�ILQDQFLDO�WURXEOHV"O�� LI� WKH�SURPLVHV�RI� WKH� LQWHJUDWLRQ�SURJUDPPH�KDYH� LQGHHG�EHHQ�RYHUVWDWHG�E\� LWV� VXSSRUWHUV��ZK\�KDYH�LWV�JRYHUQPHQWDO�RYHUVHHUV�QRW�EHHQ�DEOH�WR�PRQLWRU�LW PRUH�FORVHO\��DQG�ZK\�KDYH�LWV�GHWUDFWRUV�QRW�EHHQ�DEOH�WR�PRXQW�DQ�HIIHFWLYH�RSSRVLWLRQ�DJDLQVW�LW"2QH� FRXOG�� RI� FRXUVH�� VLGHVWHS� WKH� UHTXLUHPHQW� RI� DQVZHULQJ� DOO� WKHVH� TXHVWLRQV� E\�GHQ\LQJ� WKDW� WKHUH� LV�DQ\� LQWHQWLRQDOLW\� LQ� WKH�FRQWUDGLFWLRQV� WKDW�XQGHUOLH�WKHP���+RZHYHU�� WKLV�UHTXLUHV� WKH� LQYRFDWLRQ� RI� D�GHXV� H[�PDFKLQD WR� H[SODLQ� WKH�GXUDELOLW\�RI� WKHVH� FRQWUDGLFWLRQV��QDPHO\�� LQFRPSHWHQFH� RQ� WKH� SDUW� RI� ERWK� 3'96$
V� PDQDJHUV� DQG� WKHLU� RYHUVHHUV� ZLWKLQ� WKH�9HQH]XHODQ� JRYHUQPHQWDO� DSSDUDWXV� �ODFN� RI FRQVLVWHQF\� LV� QRW� D� SUREOHP� LI� RQH� SRVLWV� WKDW�3'96$
V� LQWHJUDWLRQ�VWUDWHJ\�ZDV�HLWKHU�PLVFRQFHLYHG�DQG�RU�SRRUO\�LPSOHPHQWHG�E\�FRPSDQ\�RIILFLDOV�DQG�ZDV�DSSURYHG�DQG�RYHUVHHQ�E\�JRYHUQPHQW�RIILFLDOV�ZKR�ZHUH�MXVW�DV�PLVLQIRUPHG����6XFK�DQ�DSSURDFK��KRZHYHU��LV�XQVDWLVIDFWRU\��PDLQO\�EHFDXVH�WKH�WZR�DVVXPSWLRQV�WKDW�XQGHUOLH�LW� � WKDW� WKLV� LQFRPSHWHQFH� KDV� EHHQ� WUDQVPLWWHG� EHWZHHQ� PDQ\� VXEVHTXHQW� JHQHUDWLRQV� RI�FRPSDQ\�PDQDJHUV�DQG�JRYHUQPHQW�RIILFLDOV��DQG�WKDW�QRW�RQH�PDQDJHU�RU�RIILFLDO�VLQFH�DW�OHDVW����� KDV� EHHQ� LPPXQH� WR� LW� � IDOO� IRXO� RI�2FFDP
V� SULQFLSOHV� RI� HSLVWHPRORJLFDO� HFRQRP\�� RQ�WKUHH�JURXQGV��ILUVWO\��WKH\�DUH�VWDWLVWLFDOO\�YHU\�LPSUREDEOH��VHFRQGO\��WKH\�VLW�WRJHWKHU�XQHDVLO\�ZLWK�WKH�IDFW�WKDW��E\�DOO�DFFRXQWV��DQG�WKH�SHUVRQDO�H[SHULHQFH�RI�WKH�DXWKRU���9HQH]XHODQ�RLOPHQ�DUH�YHU\�NQRZOHGJHDEOH�DERXW�DOO�DVSHFWV�RI�WKH�LQGXVWU\�DQG�QRWKLQJ�LI�QRW�H[WUHPHO\�FRPSHWHQW��ILQDOO\��WKH\�UXQ�FRXQWHU�WR�3'96$
V�LPSUHVVLYH�DFKLHYHPHQWV�LQ�LWV�PDQ\�RWKHU�FKRVHQ�ILHOGV�RI�HQGHDYRXU� EHVLGHV� LQWHUQDWLRQDO� UHILQLQJ�� � 7KXV�� ZH� IHHO� MXVWLILHG� LQ� DOVR� UHMHFWLQJ� WKLV� UDWKHU�OLEHORXV�QXOO�K\SRWKHVLV�RXW�RI�KDQG�$OWHUQDWLYHO\��RQH�FRXOG�SRVLW�WKDW�WKH�DQWLQRPLHV�ZH�REVHUYH�LQ�9HQH]XHODQ�FRPPHUFLDO�RLO�SROLF\�DUH�WKH�XQLQWHQWLRQDO�UHVXOW�RI�RUJDQLVDWLRQDO�SURFHVVHV��LQ�RWKHU�ZRUGV��WKH��RXWSXWV�RI�ODUJH� RUJDQLVDWLRQV� IXQFWLRQLQJ� DFFRUGLQJ� WR� VWDQGDUG� SDWWHUQV� RI� EHKDYLRXU����� � 6XFK� DQ�K\SRWKHVLV�ZRXOG�GHPDQG��QR�LQJHQLRXV�UDWLRQDOH�IRU�������GLYHUJHQW�SDWWHUQV�RI�DFWLYLW\��IURP�DQ�DQDO\VW�ZKRVH� �RUJDQLVDWLRQDO�RULHQWDWLRQ� OHDGV�KLP� WR�H[SHFW� WKDW� WKH� OHIW�DQG� ULJKW�KDQGV� �� �� �RIWHQ� RSHUDWH� LQGHSHQGHQWO\�� DQG� ZKR�� WKHUHIRUH�� LV� RQO\� LQWHUHVWHG� LQ� HVWDEOLVKLQJ� �WKH�RUJDQLVDWLRQDO� LQWHUHVWV��GHPDQGV�DQG� LQGHSHQGHQW�DFWLRQV� WKDW�\LHOG� WKHVH�GLYHUJHQW�SDWWHUQV���7KLV�K\SRWKHVLV��PRUHRYHU��DSSHDUV�WR�EH�ZHOO�VXLWHG�IRU�WKH�FDVH�DW�KDQG�EHFDXVH��DV�ZH�VDZ�LQ�&KDSWHU����3'96$�ZDV�IRUPHG�DV�DQ�DJJORPHUDWLRQ�RI�RUJDQLVDWLRQV�WKDW�QRW�RQO\�ZHUH�YHU\�VHW�
�$OOLVRQ������������,ELG������



���
LQ�WKHLU�WUDGLWLRQDO�ZD\V�EXW�DOVR�ZHUH�QRW�WRR�NHHQ�RQ�FRRSHUDWLRQ�ZLWK�RQH�DQRWKHU�� +RZHYHU��ZH�ZLOO�VKRZ�WKDW�3'96$
V�SUHVHQW�FRPPHUFLDO�SROLF\�LQ�IDFW�UHSUHVHQWV�D�PDMRU�GHSDUWXUH�IURP�WKH� WUDGLWLRQDO�FHQWULIXJDO�ZD\V�RI� WKRVH�RUJDQLVDWLRQV��D�GHSDUWXUH�SURPSWHG�E\�WKH�XQGHQLDEOH�IDLOXUH� RI� WKHLU� UHSHUWRLUHV� DQG� SURFHGXUHV� WR� FRSH� ZLWK� PDMRU� FKDQJHV� LQ� WKH� SROLWLFDO�HQYLURQPHQW�RI�WKH�9HQH]XHODQ�RLO� LQGXVWU\�LQ�WKH�HDUO\�����V��EURXJKW�DERXW�E\�WKH�LQFUHDVLQJ�SHQXU\� RI� WKH� FHQWUDO� JRYHUQPHQW�� � 3'96$
V� SUHVHQW� FRPPHUFLDO� RLO� SROLF\� LV� DFWXDOO\� EHVW�XQGHUVWRRG� DV� WKH SURGXFW� RI� UDWLRQDO� GHFLVLRQV� WDNHQ� E\� ZKDW� LV� HVVHQWLDOO\� D� XQLWDU\� DFWRU�VHHNLQJ� WR�PD[LPLVH� D� VSHFLILF� YDULDEOH� �RSHUDWLRQDO� DQG� ILQDQFLDO� DXWRQRP\��ZKLOH� RSHUDWLQJ�XQGHU� VRPH� YHU\� WLJKW� FRQVWUDLQWV�� � ,Q� RWKHU� ZRUGV�� RXU� K\SRWKHVLV� HVFKHZV� DSRORJHWLFV� �L�H��H[FXVLQJ�RU�H[SODLQLQJ�DZD\�IDXOWV� LQ� WKH�FRQVWLWXWLRQ�RI�9HQH]XHODQ�FRPPHUFLDO�RLO�SROLF\��LQ�IDYRXU�RI�DQ�DSSURDFK�WKDW�WDNHV�WKH�FRPSOLFDWHG�WHQVLRQV�RI�ORJLF�WKDW�FKDUDFWHULVH�WKLV�SROLF\�DV�LWV�SRLQW�RI�GHSDUWXUH��DQG�DVVXPHV�WKDW�LWV�GLIIHUHQW�IDFHWV�PDNH�VHQVH��DOEHLW�SUREOHPDWLF�VHQVH����7KLV�K\SRWKHVLV�YLHZV� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DV� WKH�RXWFRPH�RI� WKH�EUHDNGRZQ�RI�WKH� HQWHQWH� FRUGLDOH HVWDEOLVKHG� EHWZHHQ� WKH� QDWLRQDOLVHG� RLO� LQGXVWU\� DQG� WKH� 9HQH]XHODQ�([HFXWLYH�LQ���������EURXJKW�DERXW�E\�WKH�ILVFDO�FULVLV�GHULYHG�IURP�WKH�ILQDQFLDO�SURIOLJDF\�RI�WKH�9HQH]XHODQ� JRYHUQPHQW�� DQG� SRVLWV� WKDW� WKH�ZHDNHQLQJ� RI� WKH� RLO�PDUNHW� LQ� ����� DQG� WKH�FROODSVH�RI�RLO�SULFHV�LQ������SUHVHQWHG�3'96$�DQG�LWV�DIILOLDWHV�ZLWK�WKH�RSSRUWXQLW\��PRUH�WKDQ�WKH�PRWLYDWLRQ�� WR� H[SDQG�GRZQVWUHDP�� � ,Q� DGGLWLRQ�� RXU� K\SRWKHVLV� DIILUPV� WKDW� WKH� HYHQW� WKDW�SUHFLSLWDWHG� WKLV�EUHDNGRZQ�ZDV�DV�PXFK�WKH�XQGHVLUDEOH�UHVXOWDQW�RI�EDUJDLQLQJ�JDPHV�DPRQJ�SOD\HUV� ZLWKLQ� WKH� RLO� LQGXVWU\� LWVHOI� DV� WKH� ORJLFDO� FRQFOXVLRQ� RI� DQ� XQHTXDO� SRZHU� VWUXJJOH�EHWZHHQ� 3'96$� DQG� WKH� 9HQH]XHODQ� JRYHUQPHQW�� � 7KLV� K\SRWKHVLV� KDV� VRPH� VWURQJ�LPSOLFDWLRQV��QDPHO\�D�� 7KH� LPSRUWDQFH� JLYHQ� E\� 3'96$
V� OHDGHUV� WR� YROXPHWULF� VHFXULW\� KDV� EHHQ� OHVV� WKDQ� WKDW�LQGLFDWHG�E\�WKHLU�SXEOLF�GHFODUDWLRQV�E��3'96$
V� OHDGHUV� WXUQHG� WKH� LGHD�RI�YROXPHWULF� VHFXULW\� LQWR� WKH�FRUQHUVWRQH�RI�9HQH]XHODQ�FRPPHUFLDO�RLO�SROLF\�RQO\�EHFDXVH�WKH\�SHUFHLYHG�WKDW�WKH�DWWUDFWLRQ�ZKLFK�VXFK�DQ�LGHD�ZRXOG�HQMR\�LQ�JRYHUQPHQW�VSKHUHV�ZRXOG�HQDEOH�WKHP�WR�GHIHQG�WKH�FRPSDQ\�DJDLQVW�WKH�JRYHUQPHQW
V�GHVLUH�WR�VHFXUH�UHQWLHU�LQFRPH�PRUH�HIIHFWLYHO\�F��WKH�REMHFWLYH�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDV�EHHQ�WR�SXW�FDSLWDO�UHVHUYHV�WKH�ILVFDO�UHDFK�RI�WKH�9HQH]XHODQ�JRYHUQPHQW���3'96$�KDV�DFKLHYHG�WKLV��ILUVWO\��E\�WUDQVIHUULQJ�FUXGH�WR�LWV� VXEVLGLDULHV� DEURDG� DW� EHORZ� PDUNHW� SULFHV� DQG�� VHFRQGO\�� E\� FRQYHUWLQJ� WKH� PRQH\� WKXV�
�$V�0LHUHV� �����������ZDV� WROG�E\�D�0DUDYHQ�H[HFXWLYH���RXU�FRUSRUDWH�FXOWXUH�LV�$QJOR�6D[RQ��RU�PRUH�DSSURSULDWHO\�6KHOO�������2XU�QHLJKERXUV��WKRVH�RI�/DJRYHQ��KDYH�D�7H[DQ�RUJDQLVDWLRQDO�DQG�DGPLQLVWUDWLYH�FXOWXUH��WKH\�DGGXFH�WKDW�WKHLUV�LV�EHWWHU��EXW�ZH�WKLQN�WKDW�RXUV�LV�EHWWHU��



���
WUDQVIHUUHG� LQWR� LOOLTXLG� DVVHWV� ZKLFK� � XQOLNH� IRUHLJQ� FXUUHQF\� KROGLQJV�� RU� VHFXULWLHV�GHQRPLQDWHG�LQ�KDUG�FXUUHQFLHV�� DUH�QRW�YXOQHUDEOH�WR�VXPPDU\�FRQILVFDWLRQ�7KURXJKRXW�WKH�UHPDLQGHU�RI�WKLV�FKDSWHU��ZH�VKDOO�PDNH�D�UHFRQVWUXFWLRQ�RI�WKH�SROLWLFDO�HYHQWV�DQG� H[FKDQJHV� WKDW�PLJKW� KDYH� VKDSHG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� DQG� GHWHUPLQHG� LWV�HYROXWLRQDU\�SDWK�
���� 7KH� 7ULJJHULQJ� )DFWRU"� � 7KH� %UHDNGRZQ� RI� WKH� &R�H[LVWHQFH� $UUDQJHPHQW� EHWZHHQ�3'96$�DQG�WKH�9HQH]XHODQ�*RYHUQPHQW�GXULQJ�WKH�3UHVLGHQF\�RI�+HUUHUD�&DPStQV�7KH�TXHVWLRQ�LV���VDLG�+XPSW\�'XPSW\���ZKLFK�LV�WR�EH�WKH�PDVWHU�� WKDW
V�DOO�/HZLV�&DUUROO��7KURXJK�WKH�/RRNLQJ�*ODVV7R� WKH� GLVWUHVV� RI� 3'96$
V� PDQDJHUV�� IURP� ODWH� ����� RQZDUGV� HQHUJ\� PLQLVWHU� +XPEHUWR�&DOGHUyQ�%HUWL��LQ�DQ�DWWHPSW�WR�FRQIRUP�D�SRZHU�EDVH�WKDW�ZRXOG�HQDEOH�KLP�WR�PDNH�D�ELG�IRU�WKH�3UHVLGHQF\�RI�WKH�5HSXEOLF�LQ�WKH�IXWXUH���EHJDQ�WR�WUDQVJUHVV�LQ�D�V\VWHPDWLF�IDVKLRQ�PDQ\�RI�WKH�XQZULWWHQ� UXOHV� WKDW�KDG� UHJXODWHG� WKH�SROLWLFDO� LQWHUDFWLRQ�EHWZHHQ� WKH�RLO� LQGXVWU\�DQG� WKH�9HQH]XHODQ�([HFXWLYH�� 8QVXUSULVLQJO\�� WKLV�SURYRNHG�DQ� LQFUHDVH� LQ� WKH�DOUHDG\�FRQVLGHUDEOH�WHQVLRQ�EHWZHHQ�3'96$�DQG�0(0�XQWLO�WKHQ�� 1RQHWKHOHVV��LW�ZRXOG�EH�DQ�H[DJJHUDWLRQ�WR�VD\�WKDW��DW� WKDW�SRLQW� LQ� WLPH�� WKH� UHODWLRQV�EHWZHHQ�FRPSDQ\�DQG�JRYHUQPHQW�GHWHULRUDWHG�EH\RQG�UHSDLU� �LQGHHG�� LW� VHHPV� UHDVRQDEOH� WR� DVVXPH� WKDW�� KDG� WKH� +HUUHUD� &DPStQV� DGPLQLVWUDWLRQ�DGRSWHG�D�PRUH�FRQFLOLDWRU\�VWDQFH��VHQLRU�PDQDJHUV�LQ�WKH�RLO�LQGXVWU\�PLJKW�KDYH�IRUJLYHQ�WKH�VOLJKWV�ZKLFK�OHG�WR�WKHLU�EHFRPLQJ�LQFUHDVLQJO\�GLVLOOXVLRQHG�ZLWK�WKHLU�SROLWLFDO�PDVWHUV�LQ�WKH�ILUVW� SODFH���� � +RZHYHU�� LQVWHDG� RI� DEDQGRQLQJ� LWV� KDUG� OLQH�� SUHGLFDWHG� RQ� D� GHJUHH� RI�LQWHUIHUHQFH�LQ�WKH�DIIDLUV�RI�WKH�LQGXVWU\�ZKLFK�LWV�PDQDJHUV�FRQVLGHUHG�LQWROHUDEOH��WKH�+HUUHUD�DGPLQLVWUDWLRQ�� VSXUUHG�E\�WKH�ILQDQFLDO�SUHGLFDPHQW�WKDW�ZRXOG�HYHQWXDOO\�OHDG�WR�WKH�FROODSVH�RI�WKH�EROtYDU RQ�%ODFN�)ULGD\��)HEUXDU\������������ WRRN D�FRXSOH�RI��FRQWHQWLRXV�DQG�XQSRSXODU�GHFLVLRQV� ZKLFK� JULHYRXVO\� DIIHFWHG� 3'96$� DQG� LWV� RSHUDWLQJ� VXEVLGLDULHV�� � 7KHVH� GHFLVLRQV�
�6HH�&DOGHUyQ�%HUWL��������������&DOGHUyQ
V�DEUDVLYH�SRVWXUH�WRZDUGV�3'96$
V�WRS�PDQDJHPHQW�ZDV�SDUWO\�D�UHVXOW�RI�WKH�SHUVRQDO�DQLPRVLW\�KH�IHOW�WRZDUGV�*HQHUDO�$OIRQ]R��ZKR�KDG�QRW�RQO\�WULHG�WR�NLOO�&DOGHUyQ
V�SHW�SURMHFW� �WKH�FUHDWLRQ�RI� ,17(9(3��EDFN� LQ�������EXW�KDG�DOVR�YHWRHG�KLV�DSSRLQWPHQW�DV� WKH�KHDG�RI�,17(9(3��&DOGHUyQ�UHGXFHG�WKH�WHQXUH�RI�PHPEHUV�RI�3'96$
V�ERDUG�RI�GLUHFWRUV�IURP���WR���\HDUV��FUHDWHG�WKH�SRVW�RI�VHFRQG�YLFH�SUHVLGHQW��WR�ZKLFK�KH�DSSRLQWHG�D�SHUVRQDO�IULHQG�ZKRP�KH��PLJKW�WHOHSKRQH�GLUHFWO\��RYHU�WKH� KHDGV� RI� WKH� SUHVLGHQW� DQG� ILUVW� YLFH�SUHVLGHQW� RI� 3'96$��� -RKQVRQ� GH� 9RJHOHU��RS�� FLW��� ������ DQG�DWWHPSWHG� WR� SDFN� WKH� 3'96$�ERDUG� RI� GLUHFWRUV�ZLWK� 
KLV
�PHQ�� �+H� DOVR� JDYH� WKH�PLQLVWU\� WKH� ULJKW� WR�DSSURYH�RU�GLVDSSURYH�WKH�FRQVROLGDWHG�EXGJHWV�RI�3'96$�DQG�LWV�VXEVLGLDULHV�EHIRUH�WKHLU�VXEPLVVLRQ�WR�WKH�VKDUHKROGHUV
�DVVHPEO\��DQG�RUGHUHG�WKH�UHPRYDO�RI�0HQHYHQ
V�KHDGTXDUWHUV�IURP�&DUDFDV�WR�3XHUWR�/D�&UX]��&DOGHUyQ
V�DFWLRQV�OHG�HYHQ�WKH�QRUPDOO\�FRQFLOLDWRU\�4XLUyV�WR�GHFODUH�WKDW�WKH�KRQH\PRRQ�EHWZHHQ�0(0�DQG�3'96$�ZDV�RYHU��:DOO�6WUHHW�-RXUQDO��)HEUXDU\����������������&RURQHO�������������������



���
ZHUH� WKH� FRQILVFDWLRQ� RI� WKH� RLO� LQGXVWU\� LQYHVWPHQW� IXQG� �ZRUWK� E\� WKHQ� PRUH� WKDQ� ������0086'���RQ�WKH�RQH�KDQG��DQG�WKH�VXEVHTXHQW�DSSOLFDWLRQ�RI�D�������0086'�IRUFHG�ORDQ�WR�WKH�FRPSDQ\�WR�IXQG� WKH�EDLORXW�RI�WKH�VWDWH�FRQWUROOHG�:RUNHU
V�%DQN��ZKLFK�ZDV�WHHWHULQJ�RQ�WKH�EULQN�RI�LQVROYHQF\�DV�D�UHVXOW�RI�ODUFHQ\�DQG�PLVPDQDJHPHQW���RQ�WKH�RWKHU�KDQG�7KHVH�WZR�HYHQWV��XSRQ�ZKRVH�GHWDLOV�ZH�VKDOO�QRW�GZHOO��DV�WKH\�KDYH�EHHQ�DGHTXDWHO\�FRYHUHG� HOVHZKHUH���� WRJHWKHU� FRQVWLWXWH� D� FUXFLDO� PLOHVWRQH� LQ� WKH� SROLWLFDO� KLVWRU\� RI� WKH�QDWLRQDOLVHG�SHWUROHXP� LQGXVWU\� LQ�9HQH]XHOD��DQG�QRW�RQO\�EHFDXVH� WKH\�FRQILUPHG� WKH�HQG�RI�WKH�HUD�RI�VXSHUDEXQGDQFH�WKDW�KDG�EHJXQ�LQ��������,Q�HIIHFW��E\�VWULNLQJ�D�FULSSOLQJ�EORZ�DJDLQVW�3'96$
V�ILQDQFLDO�VHOI�VXIILFLHQF\��WKH�FRUQHUVWRQH�RI�&DUORV�$QGUpV�3pUH]
V�+REEHVLDQ�EDUJDLQ�ZLWK� WKH� LQGXVWU\��� WKH\� DOVR� JDYH� QRWLFH� WR� FRPSDQ\� PDQDJHUV� WKDW� WKH JRYHUQPHQW� KDG� QR�LQWHQWLRQ�RI�DELGLQJ�E\�WKH�IXQGDPHQWDO�WHUPV�RI�WKLV�DJUHHPHQW�LQ�WKH�OHDQ�\HDUV�DKHDG���,Q�WKH�PLQGV�RI�HYHQ�WKH�OHDVW�DQWL�JRYHUQPHQW�RLOPHQ��WKH�ORVV�RI�WKH�LQYHVWPHQW�IXQG��FRXSOHG�ZLWK�WKH�SDWHQW� ODFN� RI� SXEOLF� VXSSRUW� IRU� 3'96$
V� SUHGLFDPHQW���� FRXOG� KDYH� RQO\� RQH� RXWFRPH�� WKH�FRPSDQ\� ZRXOG� JUDGXDOO\� EH� DVVLPLODWHG� �WR� WKH� JHQHUDOLVHG� GLVRUGHU� RI� WKH� SXEOLF�DGPLQLVWUDWLRQ���DQG�LWV�SURMHFWV�ZRXOG�EH�VDFULILFHG�RQ�WKH�DOWDU�RI�WKH�SULRULWLHV�RI�D�VSUDZOLQJ�DQG� LQHIILFLHQW� VWDWH��� 6RPH�%&9�DQG�)LQDQFH�PLQLVWU\� RIILFLDOV� VDLG� WKDW�3'96$�ZRXOG�EH�FRPSHQVDWHG�IRU�LWV�ORVV�WKURXJK�D�UHGXFWLRQ�LQ�WD[HV�DQG�WKDW��LQ�DQ\�FDVH��WKH�
FHQWUDOLVDWLRQ�RI�IRUHLJQ� UHVHUYHV
� �WKH� RIILFLDO� QDPH� JLYHQ� WR� WKH�PHDVXUH��ZDV� WR� EH� DQ� HPHUJHQF\� VKRUW�WHUP�PHDVXUH�ZKLFK�ZRXOG�QRW�OHDG�WR�GHSOHWLRQ�RI�WKH�FRPSDQ\
V�IXQGV��� +RZHYHU��WKHVH�VWDWHPHQWV�PXVW� KDYH� GRQH� OLWWOH� WR� UHDVVXUH� H[HFXWLYHV� LQ� ERWK� WKH� KROGLQJ� DQG� WKH� RSHUDWLQJ� FRPSDQLHV���$IWHU�DOO��3'96$�KDG�WULHG�PDQ\�WLPHV�LQ�WKH�SDVW��ZKHQ�SXEOLF�ILQDQFHV�ZHUH�VWLOO�UHDVRQDEO\�KHDOWK\�� WR� FRQYLQFH� WKH� JRYHUQPHQW� WKDW� SHWUROHXP� SURGXFW� VXEVLGLHV� EH� UHGXFHG� DQG� WKH�FRPSDQ\
V� WD[HV� FXW�� EXW� WR� QR� DYDLO�� �0RUHRYHU�� WKH� GHFODUDWLRQV� RI� RQH� RI� WKH� SULPH�PRYHUV�EHKLQG� WKH� FHQWUDOLVDWLRQ� RI� UHVHUYHV� �/HRSROGR�'tD]�%UX]XDO�� KHDG�RI�%&9�� LQ� WKH� VHQVH� WKDW�
��$�VKRUW�VXPPDU\�LV�LQ�RUGHU��WKRXJK� ,Q�6HSWHPEHU�������WKH�JRYHUQPHQW�IRUFHG�3'96$�WR�SXW�DOO�WKH�IXQGV� ZKLFK� LW� KHOG� LQ� GROODUV� LQ� D� WUXVW� IXQG� DFFRXQW� LQ� EROtYDUHV� KHOG� LQ� WKH� %&9� �HYHQ� WKRXJK� D�GHYDOXDWLRQ�RI�WKH�9HQH]XHODQ�FXUUHQF\�ZDV�LQ�WKH�ZLQJV����6KRUWO\�DIWHUZDUGV��LW�VWURQJ�DUPHG�WKH�ERDUG�RI�GLUHFWRUV�LQWR�DFTXLULQJ�ERQGV�IRU�D�WRWDO�RI�����ELOOLRQ�EROtYDUHV��LQ�RUGHU�WR�UHVFXH�WKH�:RUNHU
V�%DQN�IURP�LQVROYHQF\�� � 6HH� &RURQHO�� ������ �������� DQG�0DODYp�0DWD��RS�� FLW��� ������� RQ� WKH� LQWHUYHQWLRQ� RI� WKH�:RUNHU
V�%DQN��VHH�*yPH]�&DOFDxR�HW��DO�������������������7KH�FRPSDQ\�ZDV�JHQXLQHO\�GLVDSSRLQWHG�WKDW��QR�QDWLRQDO�JURXS�>RXWVLGH�D�SROLWLFDO�SDUW\�FRQWH[W@�FDPH�IRUZDUG�WR�GHIHQG�WKH�LQGXVWU\�DW�WKDW�WLPH���-RKQVRQ�GH�9RJHOHU��RS��FLW����������$'�ORXGO\�FRQGHPQHG�WKH�FRQILVFDWLRQ� RI� WKHVH� IXQGV� �&RURQHO�� ������ �������� EXW� LW� LV� FOHDU� WKDW� 3'96$� WKRXJKW� LW� GLG� VR� RQO\�EHFDXVH�LW�ZDV�LQ�RSSRVLWLRQ��DQG�KHQFH�UHDG\�WR�UHMHFW�LQ�SULQFLSOH�HYHU\WKLQJ�WKH�+HUUHUD�JRYHUQPHQW�GLG���2QO\�LQ�$SULO�������IRU�LQVWDQFH��WRS�$'�SHUVRQDOLWLHV�� H[�PLQLVWHU�2FWDYLR�/HSDJH��SHWUROHXP�VSRNHVPDQ�&HOHVWLQR�$UPDV�DQG�$'�SUHVLGHQW�*RQ]DOR�%DUULRV�� KDG�KHDYLO\�FULWLFLVHG�DOOHJHG��H[WUDYDJDQFHV�RI�WKH�LQGXVWU\��DQG�FRQFOXGHG�WKDW�WKH�9HQH]XHODQ�&RQJUHVV�ZDV�WR�EODPH�EHFDXVH�LW�KDG�JLYHQ�3'96$�WRR�PXFK�IUHHGRP��(O�'LDULR�GH�&DUDFDV��$SULO����������������6RVD�3LHWUL��RS��FLW��������321��6HSWHPEHU��������������2FWREHU������������



���
�WKHUH� >ZDV@� QR� UHDVRQ�ZK\� WKH� &HQWUDO� %DQN� VKRXOG� VKRXOGHU� WKH� EXUGHQ� RI� FDSLWDO� RXWIORZV�DORQH��� DW�D�PRPHQW�ZKHQ�WKH�FDSLWDO�RXWIORZV�RI�WKH�9HQH]XHODQ�SULYDWH�VHFWRU�ZHUH�UXQQLQJ�DW�DQ� DYHUDJH� RI� ������ 0086' SHU� PRQWK�� DQG� WKH� JRYHUQPHQW� ZDV� UHVLVWLQJ� FDOOV� WR� UDLVH�GRPHVWLF�LQWHUHVW�UDWHV�WR�LQWHUQDWLRQDO�OHYHOV��PXVW�KDYH�LQGLFDWHG�WR�PDQDJHUV�LQ�WKH�RLO�LQGXVWU\�WKDW� D� JRRG� SURSRUWLRQ� RI� WKHLU� LQYHVWPHQW� IXQG� ZDV� EHLQJ� RIIHUHG� IRU� VDOH� DW� DQ� RYHUYDOXHG�H[FKDQJH�UDWH�LQ�RUGHU�WR�ILQDQFH�FDSLWDO�IOLJKW���)LQDOO\��WKH�EXGJHWDU\�DGMXVWPHQWV�PDGH�E\�WKH�JRYHUQPHQW�� PRVW�RI�ZKLFK�FRQFHQWUDWHG�RQ�RLO�LQGXVWU\�H[SHQGLWXUH�� VKRZHG�WKDW�WKH�EXUGHQ�RI�DGMXVWPHQW�WR�WKH�FULVLV�ZDV�WR�EH�GLVWULEXWHG�YHU\�LQHTXLWDEO\��4XLUyV�FRPPHQWHG�DW�WKH�WLPH�WKDWD�KLHUDUFKLVDWLRQ�RI�SULRULWLHV�ZRXOG�LQGLFDWH�WKDW�WKH�RLO�LQGXVWU\�VKRXOG�EH�WKH�ODVW�WR�EH�DIIHFWHG�LQ�LWV�ILQDQFLDO�UHVRXUFHV�DQG�LQYHVWPHQWV�EHFDXVH�LW�LV�WKH�RQO\�UHDOO\�SURGXFWLYH�>9HQH]XHODQ� VWDWH� LQGXVWU\@�� � %HIRUH� UHGXFLQJ� WKH� EXGJHW� RI� WKH� RLO� LQGXVWU\�� KRZHYHU�MXVWLILHG�WKLV�PD\�DSSHDU��DQ\�SURIHVVLRQDO�V\VWHP�RI�SULRULWLVDWLRQ�ZRXOG�KDYH�WR�GHFODUH�LQ�D�VWDWH�RI�HPHUJHQF\�DOO�WKRVH�VWDWH�FRPSDQLHV�DQG�LQVWLWXWLRQV�ZKRVH�ILQDQFLDO�OHDNV������� ZHUH� WKH\� WR� EH� SOXJJHG�� ZRXOG� UHSUHVHQW� SRWHQWLDO� VDYLQJV� IRU� WKH� JRYHUQPHQW� RI�ELOOLRQV�RI�EROtYDUHV���+RZHYHU��WKH�JRYHUQPHQW�GHFLGHG�WKDW��UDWKHU�WKDQ�DGRSW�VXFK�D�V\VWHP�RI�SULRULWLVDWLRQ��ZKLFK�ZRXOG�KDYH�EHHQ�TXLWH�FRVWO\�LQ�WHUPV�RI�LWV�UHODWLRQVKLS�ZLWK�VRPH�NH\�SROLWLFDO�FRQVWLWXHQFLHV��VD\�� RUJDQLVHG� ODERXU� LQ� WKH� *XD\DQD� UHJLRQ� � ZKLFK� KDG� VXFFHVVIXOO\� DSSURSULDWHG� D� VL]DEOH�IUDFWLRQ� RI� 9HQH]XHOD
V� ZLQGIDOO� HDUQLQJV� VLQFH� ��������� LW� ZRXOG� JR� IRU� WKH� HDVLHU� RSWLRQ� RI�WD[LQJ� WKH� RLO� LQGXVWU\� LQ� WKH� WUDGLWLRQDO�PDQQHU� DQG� XVLQJ� WKH� SURFHHGV� IRU� �WKH� IRUPDWLRQ� RI�ZRUNLQJ�FDSLWDO�DQG�HYHQ�WKH�ILQDQFLQJ�RI�RSHUDWLQJ�FRVWV�RI�PDQ\�W\SLFDOO\�GHILFLWDU\�RUJDQLVPV��HYHQ� WKRXJK� WKHLU� LQDELOLW\� WR� JHQHUDWH� WKH� IXQGV� UHTXLUHG� WR� VHUYLFH� WKHLU� GHEWV� ZDV� UHDGLO\�DFNQRZOHGJHG����%HFDXVH� RI� DOO� WKHVH� IDFWRUV�� WKH� XQGHUKDQGHG� FRQILVFDWLRQ� RI� 3'96$
V� LQYHVWPHQW�IXQG�� JHQHUDWHG�ZLGHVSUHDG�GLVFRQWHQW�DQG�GHVSRQGHQF\�ZLWKLQ�WKH�UDQNV�RI�WKH�RLO�LQGXVWU\���$V�DQ�HGLWRULDO�LQ�D�&DUDFDV�GDLO\�SXW�LW�WKHUH� LV�QRWKLQJ� WR�JXDUDQWHH�3'96$�WKDW� WKH�JRYHUQPHQW�ZLOO�QRW�GHPDQG�� WRPRUURZ��DQRWKHU� �� ELOOLRQ� EROtYDU� ORDQ�� EDFNHG� E\� PRUH� SXEOLF� GHEW� ERQGV� VR� �VROLG�� DQG�
��321��6HSWHPEHU���������������%HWZHHQ�2FWREHU������DQG�)HEUXDU\�������ZKHQ�H[FKDQJH�FRQWUROV�ZHUH�ILQDOO\�LQWURGXFHG�E\�+HUUHUD���FDSLWDO�IOLJKW�IURP�9HQH]XHOD�WRWDOHG�DERXW�������0086'���4XLUyV��������������3DOPD��RS��FLW���������$OWKRXJK� VRPH� 3'96$� PDQDJHUV� �4XLUyV� DQG� &RURQHO�� IRU� LQVWDQFH�� DGPLWWHG� WKDW� WKH� JRYHUQPHQW
V�GHFLVLRQ�WR�WDNH�RYHU�WKH�UHVHUYHV��ZDV�WHFKQLFDOO\�OHJDO��WKH\�VWLOO�FRQGHPQHG�LW�IRU�WKH�YHU\�GHYLRXV�PDQQHU�LQ�ZKLFK� LW� KDG� EHHQ� FDUULHG� RXW� �+HUUHUD� DQQRXQFHG� WKH� GHFLVLRQ�ZKLOH�$OIRQ]R�5DYDUG�ZDV� RXW� RI� WKH�FRXQWU\�� DQG� ZLWKRXW� FRQVXOWLQJ� RLO� LQGXVWU\� SHUVRQQHO��� � +RZHYHU�� D� 9HQH]XHODQ� OHJDO� H[SHUW�� VWULFWO\�QHXWUDO�LQ�WKLV�GLVSXWH��VDLG�WKDW�WKH�([HFXWLYH�SUREDEO\�KDG�H[FHHGHG�KLV�DWWULEXWLRQV�LQ�RUGHULQJ�WKH�WUDQVIHU�RI�IXQGV��%UHZHU�&DUtDV��SURORJXH�WR�9LORULD�������������
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�GHVLUDEOH�� WKDW�QRERG\�ZRXOG�WDNH�WKHP��HYHQ�LI� WKH\�ZHUH�JLYHQ�DZD\��� �� �>��@�:LWKLQ�WKH�RLO�LQGXVWU\��LQ�WKH�PLQGV�RI�WHQV�RI WKRXVDQGV�RI�HPSOR\HHV��WKH�IXQGDPHQWDO�GRXEWV�QRZ�DUH��:KDW�ZLOO�KDSSHQ�WRPRUURZ"��:KDW�VKRXOG�ZH�EH�UHDG\�IRU"��+RZ�FDQ�ZH�NHHS�WKH�LQGXVWU\�JRLQJ"�������,Q�D�VLQJOH�DFW�>WKH�JRYHUQPHQW@�GHVWUR\HG�WKH�SROLWLFDO�DJUHHPHQW��� �� ��ZKLFK�SURWHFWHG� WKH�RLO� LQGXVWU\� IURP� WKH� IDWH�RI�RWKHU� VWDWH�RZQHG�HQWHUSULVHV� >LQ�9HQH]XHOD@��LW�IRUJRW�WKH�OHWWHU�DQG�VSLULW�RI�WKRVH�DJUHHPHQWV���+RZHYHU��WKLV�HYHQW�PXVW�DOVR�KDYH�JLYHQ�WKH�PDQDJHUV�RI�3'96$�DQG�LWV�RSHUDWLQJ�VXEVLGLDULHV�WKH�
ZRQGHUIXO�FRQFHQWUDWLRQ�RI�WKH�PLQG
�WKDW�'U��-RKQVRQ�DVVRFLDWHG�ZLWK�PRXQWLQJ�WKH�JDOORZV�IRU� RQH
V� H[HFXWLRQ� DQG�� DV� D� UHVXOW�� WKH\� PXVW� KDYH� TXLFNO\� UHDFKHG� WKH� IROORZLQJ� VREHULQJ�FRQFOXVLRQV� UHJDUGLQJ� WKH� FRQGLWLRQV� RI� IXWXUH� FRH[LVWHQFH� EHWZHHQ� WKHPVHOYHV� DQG� WKH�JRYHUQPHQW�D��WKDW�ZLWK�QR�HQG�LQ�VLJKW�IRU�WKH�9HQH]XHODQ�HFRQRPLF�FULVLV��SDUWLFXODUO\�DIWHU�%ODFN�)ULGD\���WKH� FRPSDQ\
V� ILQDQFLDO� SRVLWLRQ�ZDV� ERXQG� WR� GHWHULRUDWH� HYHQ� IXUWKHU� EHFDXVH�� UHJDUGOHVV� RI�ZKLFK�RI�WKH�WZR�PDLQ�9HQH]XHODQ�SROLWLFDO�SDUWLHV�ZDV�LQ�RIILFH�DW�DQ\�SDUWLFXODU�PRPHQW��WKH�JRYHUQPHQW�ZRXOG�FRQWLQXH�PLONLQJ�WKH�LQGXVWU\�WR�ILQDQFH�LWV�FXUUHQW�H[SHQGLWXUHV��WR�XQGHUSLQ�WKH�RWKHU�9HQH]XHODQ�62(V��DQG�WR�VXEVLGLVH�WKH�GRPHVWLF�SULFH�RI�IXHOV��IRRGVWXIIV��HWF����E��WKDW�WKH\�ZRXOG�EH�XQDEOH�WR�DFFXPXODWH WKH�QHFHVVDU\�SROLWLFDO�FDSLWDO�WR�PRXQW�DQ�HIIHFWLYH�GHIHQVH� RI� 3'96$
V� ORQJ� WHUP� SURMHFWV� IURP�ZLWKLQ� WKH� 9HQH]XHODQ� JRYHUQPHQWDO� DSSDUDWXV��SDUWO\� EHFDXVH� WKHLU� EDUJDLQLQJ�SRVLWLRQ� KDG�ZHDNHQHG� VXEVWDQWLDOO\� �WKH� ILQDQFLDO�ZRHV�RI� WKH�JRYHUQPHQW� PHDQW� WKDW� LWV� SHWUROHXP� VWUDWHJ\� IRFXVHG� RQ� VKRUW�WHUP� FRQVLGHUDWLRQV� WR� WKH�H[FOXVLRQ� RI� HYHU\WKLQJ� HOVH�� DQG� WKLV� HURGHG� WKH� H[FKDQJH� YDOXH� RI� WKH� EDUJDLQLQJ� FKLS� WKDW�3'96$
V�OHDGHUV�KDG�XVHG�WR�VXFK�JRRG�HIIHFW�EDFN�LQ���������QDPHO\��WKDW�WKH\�ZHUH�WKH�RQO\�RQHV� LQ� D� SRVLWLRQ� WR� HQVXUH� WKH� ORQJ�WHUP� KHDOWK� RI� WKH� LQGXVWU\�� DQG� SDUWO\� EHFDXVH� RI� WKH�FRPSDQ\
V� FRQVSLFXRXV� ODFN� RI� VXSSRUW� ZLWKLQ� ERWK� WKH� 9HQH]XHODQ� SROLWLFDO� V\VWHP� DQG�9HQH]XHODQ�VRFLHW\�DW�ODUJH�

��,QGHHG��VKRUWO\�DIWHU�WKLV�ZDV�ZULWWHQ��WKH�WUXVW�DJUHHPHQW�ZDV�UHVFLQGHG�DQG�3'96$�UHFHLYHG�WKH�DPRXQW�LQ�WUXVW�LQ�ERQGV�RI�WKH�QDWLRQDO�SXEOLF�GHEW���/DWHU�RQ��WKH�PDWXUDWLRQ�VFKHGXOH�RI�WKHVH�ERQGV�ZDV�PRGLILHG��WR�HDVH�WKH�FRPSDQ\
V�OLTXLGLW\�SUREOHPV���(O�'LDULR�GH�&DUDFDV��'HFHPEHU���������������$V� LW� ZDV�� VKRUWO\� DIWHU� WKH� �FHQWUDOLVDWLRQ� RI� IXQGV��� 3'96$� EDUHO\� PDQDJHG� WR� WKZDUW� VRPH� RWKHU�PHDVXUHV��QRWDEO\�WKH�WUDQVIHU�RI�WKH�DGPLQLVWUDWLRQ�RI�LWV�OHWWHUV�RI�FUHGLW�IURP�LWV�VXEVLGLDULHV�WR�%&9��WKDW�ZRXOG� KDYH� JLYHQ� HIIHFWLYH� FRQWURO� RI� LWV� VDOHV� RSHUDWLRQV� WR� WKH� EDQN� �321�� 1RYHPEHU� ��� ������ �����0RUHRYHU�� WKH� 9HQH]XHODQ� &RQJUHVV� JDYH� WKH� FRPSDQ\� QR� JXDUDQWHHV� WKDW� LW� ZRXOG� SURWHFW� LWV� ILQDQFLDO�UHVRXUFHV��321��'HFHPEHU��������������DQG�ERWK�'tD]�%UX]XDO�DQG�0DULW]D�,]DJXLUUH��KHDG�RI�&RUGLSODQ��VWDWHG�WKDW�3'96$�VKRXOG�VWRS�FRPSODLQLQJ�DERXW�LWV�IXQGV��DQG�LQVWHDG�ERUURZ�LQ�WKH�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�WR�ILQDQFH�LWV�RSHUDWLRQV��321��1RYHPEHU��������������OLNH�HYHU\�RWKHU�9HQH]XHODQ�62(�



���
F�� WKDW� WKHUH� ZDV� D� YHU\� UHDO� ULVN� WKDW� WKH� 2ULQRFR� SURMHFWV� �FRQVLGHUHG� E\� WKHP� WR� EH� WKH�FRUQHUVWRQH�RI�WKH�ORQJ�WHUP�SURVSHFWV�RI�WKH�RLO�LQGXVWU\��ZRXOG�VXIIHU�� DQG�SHUKDSV�EH�IDWDOO\�ZHDNHQHG�� XQOHVV�DOWHUQDWLYH�VRXUFHV�RI�IXQGV�WR�ILQDQFH�WKHP�ZHUH�VHFXUHG���G�� WKDW� DQ\� DFFXPXODWLRQ� RI� �UREXVW�� OLTXLG� DVVHWV� �FDVK� KROGLQJV� LQ� VWURQJ� FXUUHQFLHV�� RU�VHFXULWLHV�GHQRPLQDWHG�LQ�VXFK�FXUUHQFLHV��E\�WKH�FRPSDQ\�ZRXOG�SUREDEO\�GUDZ�WKH�XQZHOFRPH�DWWHQWLRQ�RI�WKH�JRYHUQPHQW�RQFH�DJDLQ�H��WKDW�DFWLYH��ORXG��UHVLVWDQFH�E\�3'96$�WR�JRYHUQPHQW�ILDW�ZRXOG�QRW�RQO\�EH�IUXLWOHVV�EXW�DOVR�TXLWH� GDQJHURXV� �VLQFH� VXFK� UHVLVWDQFH� FRXOG� WHPSW� WKH� JRYHUQPHQW� WR� �FRORQLVH�� WKH�DGPLQLVWUDWLYH�UDQNV�RI�WKH�FRPSDQ\�ZLWK�SHUVRQV�ZKRVH�ILUVW�DOOLDQFH�OD\�ZLWK�D�SROLWLFDO�OHDGHU�RU�SDUW\����,Q� VXP�� WKH� HYHQWV� RI� ������� JDYH� 3'96$� DQG� LWV� DIILOLDWHV� D� SDLQIXO� OHVVRQ� LQ� WKH�LQFRQYHQLHQFHV� RI� WKHLU� OHJDO� REOLJDWLRQ� WR� �IROORZ� WKH� GLVSRVLWLRQV� GLFWDWHG� E\� WKH� 1DWLRQDO�([HFXWLYH�� DQG� LPSOHPHQWLQJ� WKH� GHFLVLRQV� RI� WKH� VKDUHKROGHUV
� DVVHPEO\� RI� WKH� KROGLQJ�FRPSDQ\��� 3'96$
V�ILUVW�JHQHUDWLRQ�OHDGHUV�KDG�XQHQWKXVLDVWLFDOO\�DFFHSWHG�WKLV�REOLJDWLRQ�LQ�WKH�XQGHUVWDQGLQJ�WKDW��DV�4XLUyV�KDG�VDLG�EDFN�LQ���������WKH�IXWXUH�RI�WKH�LQGXVWU\�>ZRXOG�QRW@�GHSHQG�RQ� D� IDYRXUDEOH� YRWH� LQ� D� FRQJUHVVLRQDO� VHVVLRQ�� DQG� WKH�RSHUDWLRQV�RI� WKH�RLO LQGXVWU\�>ZRXOG� QHYHU� EH@� D�PDWWHU� IRU� SROLWLFDO� QHJRWLDWLRQV� EHWZHHQ�SDUWLHV���� +RZHYHU�� WKH�FRXS�GH�PDLQ RI�WKH�+HUUHUD�JRYHUQPHQW�UDLVHG�WKH�SRVVLELOLW\�WKDW�VXFK�HYHQWXDOLWLHV�PLJKW�RFFXU�LQ�WKH�QRW�WRR�GLVWDQW� IXWXUH�� �7KXV��DOWKRXJK� WKH�SUDJPDWLVWV� LQ� WKH�RLO� LQGXVWU\� OHDGHUVKLS�DSSDUHQWO\�VWLOO� UHIXVHG� WR� WDNH� WKH� LVVXH� RI� DEVROXWH� ILQDQFLDO� DXWRQRP\� DW� IDFH� YDOXH� �HYHQ� DIWHU� WKH�FRQILVFDWLRQ� RI� WKH� LQYHVWPHQW� IXQG����� WKH\� ZHUH� FOHDUO\� YHU\� ZRUULHG� DERXW� WKH� GDQJHU� RI�SRODULVDWLRQ� ZLWKLQ� WKH� UDQNV� RI� WKH� LQGXVWU\� ZKLFK� WKH� JRYHUQPHQW
V� XQLODWHUDO� DFWLRQ� FRXOG�SURYRNH�� WR� VD\� QRWKLQJ� DERXW� WKH� ZLGHU� SROLWLFDO� DQG� HIILFLHQF\�UHODWHG� LPSOLFDWLRQV� RI� WKH�JRYHUQPHQW
V�FXSLGLW\���$V�4XLUyV��ZKRVH�RSLQLRQ�DERXW�WKH�9HQH]XHODQ�JRYHUQPHQW�ZDV�IDU�OHVV�QHJDWLYH�WKDQ�WKDW�RI�KLV�FROOHDJXHV�DW�/DJRYHQ��SXW�LW�
��7KH� RIILFLDO� 3'96$� YLHZ� ZDV� WKDW�� XQOHVV� WKH� 2ULQRFR� EHOW� ZDV� GHYHORSHG�� 9HQH]XHOD
V� H[SRUWDEOH�VXUSOXV�ZRXOG�KDOYH�E\�������DQG�ZRXOG�GLVDSSHDU�DOWRJHWKHU�LI�LW�RQO\�H[WUDFWHG�FUXGH�IURP�ILHOGV�WKDW�ZHUH�DFWLYH�LQ�������321��)HEUXDU\�������������&RURQHO���������������7KH� FRPSRVLWLRQ�RI�3'96$
V� VHFRQG�ERDUG� �LQ�ZKLFK� VRPH�&23(,� V\PSDWKL]HUV� ILJXUHG�SURPLQHQWO\��ZDV� DQ�RPHQ� IRU� WKH� LQGXVWU\�� DQG� WKH� DSSRLQWPHQW� RI�&DOGHUyQ�%HUWL� WR� WKH�SUHVLGHQF\�RI�3'96$�PXVW�KDYH� VSHOW� RXW� HYHQ�PRUH� FOHDUO\� WKH� ULVNV� RI� DQWDJRQLVLQJ� WKH� JRYHUQPHQW� �WKDW� LV� SUREDEO\�ZK\�� LQ� WKH�DIWHUPDWK� RI� WKH� LQYHVWPHQW� IXQG� LQFLGHQW�� 4XLUyV� SXEOLFO\� ZDUQHG� KLV� FROOHDJXHV� LQ� WKH� RWKHU� RSHUDWLQJ�FRPSDQLHV�DJDLQVW�DFWLQJ�HLWKHU��VWXEERUQO\�RU�LQGLIIHUHQWO\���321��2FWREHU����������������$W� WKDW� SRLQW�� VL[� RXW� RI� IRXUWHHQ�PHPEHUV� RI� 3'96$
V� GLUHFWRUV� RZHG� WKHLU� SUHVHQFH� LQ� WKH� ERDUG� WR�&DOGHUyQ�%HUWL���&KiYH]��RS��FLW��������4XLUyV� ������� ����� GL[LW�� �WKH� RLO� LQGXVWU\� KDV� QHYHU� KDG� DQG� ZLOO� QHYHU� KDYH� >WRWDO@� ILQDQFLDO�LQGHSHQGHQFH��



���
WKH� UHFHQW�GHFLVLRQ� >WR� VHL]H�3'96$
V� LQYHVWPHQW� IXQG@� VKRXOG�KDYH�EHHQ� WDNHQ�XQGHU�WKH� DHJLV� RI� SROLWLFDO� FRQVHQVXV�� � >7KH� IDFW� WKDW� LW� ZDV� QRW@� FRXOG� ZHOO� FUHDWH� D� QHZ�VLWXDWLRQ�� ZKHUH� WKH� LQWURGXFWLRQ� RI� WKH� SDUW\� SROLWLFV� YDULDEOH�PLJKW� EHJLQ� WR� WDNH� DQ�LPSRUWDQFH�ZKLFK�KDV�EHHQ�XQNQRZQ�DQG�UHMHFWHG�XQWLO�QRZ�>EHFDXVH�WKRVH�LQ�3'96$�WKDW� KDG� DSSURYHG� WKH�PHDVXUH�PLJKW� EH� LGHQWLILHG� ZLWK� WKH� SDUW\� LQ� SRZHU�� DQG� YLFH�YHUVD@���7KXV����RQH�FRXOG�SDVV�WR�D�QHZ�V\VWHP�RI�SHUVRQQHO�VHOHFWLRQ��WR�D�QHZ�V\VWHP�RI�VDODULHV�� WR� D� QHZ� FRQWUDFWLQJ� V\VWHP� �� �� �� WR� D� QHZ� V\VWHP�RI�PDQDJHPHQW� E\� H[FXVH��FDSULFH�DQG�FRQYHQLHQFH���,Q� WKH� IROORZLQJ� VHFWLRQV��ZH� VKDOO� VKRZ�KRZ� VHQLRU�PDQDJHUV� LQ�3'96$�DQG� LWV� VXEVLGLDULHV�GHIXVHG�ZKDW�WKH\�SHUFHLYHG�WR�EH�D�JUDYH�WKUHDW�WR�WKH�YLDELOLW\�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\�E\�WDNLQJ� DGYDQWDJH� RI� D� IRUWXLWRXV� FRLQFLGHQFH� � WKH� IDFW� WKDW� WKH� FUXGH� PDUNHW� ZHDNHQHG�VXEVWDQWLDOO\�DW�WKH�PRPHQW�WKH�FRPSDQ\�ZDV�KROGLQJ�FRQYHUVDWLRQV�ZLWK�9HED�gO�UHJDUGLQJ�WKH�SRVVLELOLW\�RI�HVWDEOLVKLQJ�D�MRLQW�YHQWXUH�WR�SURFHVV�2ULQRFR�FUXGH�� WR�SXVK�IRU�WKH�DGRSWLRQ�RI�D�VWUDWHJ\� VXSSRVHGO\� LQWHQGHG� WR� SURWHFW� WKH� PDLQ� VRXUFH� RI� LQFRPH� RI� WKH� JRYHUQPHQW�� � 7KH�9HQH]XHODQ� ([HFXWLYH� JDYH� WKLV� VWUDWHJ\� WKH� JR�DKHDG�� ZLWKRXW� UHDOL]LQJ� WKDW� LW� ZDV� LQ� IDFW� D�VXUUHSWLWLRXV��H[LW��PHFKDQLVP��ZKRVH�WUXH�REMHFWLYH�ZDV�WR�VDIHJXDUG��RXWVLGH�9HQH]XHOD��IXQGV�LQWHQGHG�IRU�WKH�IXWXUH�GHYHORSPHQW�RI�WKH�2ULQRFR�EHOW���,Q�RWKHU�ZRUGV��ZKHQ�3'96$
V�OHDGHUV�IRXQG�WKH\�KDG�EHHQ�GHDOW�D�VKRGG\�KDQG�E\�D�JRYHUQPHQW�WKDW�ZDV�PDNLQJ�XS�WKH�UXOHV�RI�WKH�JDPH�RQ� WKH� KRRI�� WKH\� GHFLGHG� WR� DOWHU� SUHHPSWLYHO\� WKHVH� UXOHV� LQ� WKHLU� IDYRXU���� UDWKHU� WKDQ�FRQWLQXH�SOD\LQJ�D�JDPH�WKH\�FRXOG�QRW�ZLQ�������7KH�5DWLRQDOH�RI�WKH�9HED�'HDO�5HFRQVLGHUHG,Q� ������ SHWUROHXP�H[SRUWLQJ� FRXQWULHV� GLVFRYHUHG� WKDW� RLO� QR� ORQJHU� �VROG� LWVHOI�� DQG� WKDW� WKH�PDUNHW�FRXOG�QRW�VXVWDLQ�WKH�GL]]\�KHLJKWV�ZKLFK�LW�KDG�DWWDLQHG�LQ�WKH�DIWHUPDWK�RI�WKH�,UDQLDQ�UHYROXWLRQ���$V�D�PDMRU�LQWHUQDWLRQDO�GDLO\�SXW�LW�GR]HQV� RI� RLO� FRPSDQLHV� KDYH� VXVSHQGHG� RU� SKDVHG� RXW� >FRQWUDFWV@� �� �� ��$IWHU� \HDUV� RI�VXEPLVVLRQ�WR�WKH�SULFH�GHPDQGV�RI�WKH�RLO�H[SRUWHUV��WKH�ZLOOLQJQHVV�RI�RLO�FRPSDQLHV�WR�IRUFH� D� VKRZGRZQ�ZLWK� �� �� �� SURGXFHUV� KDV� FRPH� DV� TXLWH� D� VKRFN�� � 
,� KDYH�QHYHU� VHHQ�FRQWUDFWV� VXVSHQGHG� RQ� WKLV� VFDOH
� VDLG� WKH� FKLHI� QHJRWLDWRU� IRU� DQ� RLO� FRPSDQ\� �� �� �>3UHYLRXVO\@�HYHQ�LQ�WLPHV�RI�RYHUVXSSO\�OLNH�WKH�SUHVHQW��WKH�FRPSDQLHV�ZHUH�ZLOOLQJ�WR�SD\�XQHFRQRPLF�SULFHV�MXVW�WR�PDLQWDLQ�D�������UHODWLRQVKLS�ZLWK�D�SURGXFLQJ�FRXQWU\���%XW�WLPHV�KDYH�FKDQJHG���

��4XLUyV��������������$V�0DMRQH�QRWHV���WKH�SROLF\�SURFHVV�EHFRPHV�PXFK�PRUH�XQGHUVWDQGDEOH�LI�RQH�DVVXPHV�WKDW�DFWRUV�YLHZ�WKH�UXOHV�RI�WKH�JDPH�DV�SRVVLEOH�WDUJHWV�RI�SROLWLFDO�DFWLRQ���EHFDXVH��DWWHPSWV�WR�PRGLI\�SURFHGXUDO�UXOHV�DQG�RWKHU�LQVWLWXWLRQDO�FRQVWUDLQWV�DUH�VR�SHUYDVLYH�WKDW�QR�GHVFULSWLYH�RU�SUHVFULSWLYH�SROLF\�DQDO\VLV�FDQ�EH�FRPSOHWH�WKDW�GRHV�QRW�H[SOLFLWO\�WDNH�LQVWLWXWLRQ�FKDQJLQJ�EHKDYLRXU�LQWR�FRQVLGHUDWLRQ���RS��FLW������������$V�+LUVFKPDQ�VD\V���WKH�GHFLVLRQ�ZKHWKHU�WR�H[LW�ZLOO�RIWHQ�EH�WDNHQ�LQ�WKH�OLJKW�RI�WKH�SURVSHFWV�IRU�WKH�HIIHFWLYH�XVH�RI�YRLFH���RS��FLW���������1<7��$XJXVW����������'��



���
7KH�FOHDUHVW�FRQILUPDWLRQ�RI�MXVW�KRZ�PXFK�WLPHV�KDG�FKDQJHG�OD\�LQ�WKH�IDFW�WKDW��LQ�0DUFK�RI�WKDW�\HDU��23(&�ZDV�IRUFHG�WR�LPSOHPHQW�D�V\VWHP�RI�SURGXFWLRQ�TXRWDV�IRU�WKH�ILUVW�WLPH�LQ�LWV�KLVWRU\��HYHQ�WKRXJK�WZR RI�LWV�PRVW�LPSRUWDQW�PHPEHUV�ZHUH�EXVLO\�ZDJLQJ�D�ZDU�RI�DQQLKLODWLRQ�DJDLQVW� HDFK� RWKHU�� � 23(&
V� ILUVW� TXRWD� DJUHHPHQW� IDLOHG� WR� VWRS� WKH� URW�� KRZHYHU�� DQG� LWV�PHPEHUV�FRQWLQXHG�WR�ORVH�PDUNHW�VKDUH�UHOHQWOHVVO\��ZLWK�WKRVH�WKDW�KDG�WR�FRPSHWH�KHDG�WR�KHDG�ZLWK� 1RUWK� 6HD� SURGXFHUV� EHLQJ� WKH� KDUGHVW� KLW� RI� DOO����� � 2QO\�ZKHQ� 6DXGL�$UDELD� H[SOLFLWO\�DVVXPHG� WKH� UROH�RI� VZLQJ�SURGXFHU�ZDV� WKH�VXSSO\�GHPDQG�EDODQFH� LQ� WKH�PDUNHW� WHPSRUDULO\�VWDELOLVHG�(YHQ�WKRXJK�LW�WLJKWHQHG�WKH�VTXHH]H�RQ�WKH�DOUHDG\�VWUHWFKHG�ILQDQFHV�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\��WKH������PDUNHW�GRZQWXUQ��WRJHWKHU�ZLWK�WKH�0H[LFDQ�GHEW�FULVLV��ZDV�D�JRGVHQG�RI�VRUWV� IRU�3'96$�DQG� LWV�DIILOLDWHV�� �$OWKRXJK� WKH�PDUNHW� IRU�KHDY\�FUXGHV�IDUHG�VOLJKWO\�EHWWHU�WKDQ�WKH�RQH�IRU�OLJKW�FUXGHV��PDLQO\�EHFDXVH�KHDY\�FUXGHV�DFFRXQWHG�IRU�PRVW�RI�WKH�VKXW�GRZQ�SURGXFWLRQ� FDSDFLW\� LQ� 23(&� FRXQWULHV��� WKH� KLJKO\�OHYHUDJHG� � DQG� KLJKO\� UHQW�GHSHQGHQW� �9HQH]XHODQ� JRYHUQPHQW� ZDV� QHUYRXV� DERXW� WKH� EOHDN� RLO� PDUNHW� SURVSHFWV�� � 7KLV� HQDEOHG� RLO�LQGXVWU\� OHDGHUV� WR� LGHQWLI\� D� SROLWLFDO� JRRG�ZKLFK� KDG� D� FRQVLGHUDEOH� H[FKDQJH� YDOXH� IRU� WKH�JRYHUQPHQW� DW� WKDW� SRLQW�� VHFXULW\� LQ� WKH� SODFHPHQW� RI� FUXGH� H[SRUWV�� � 3'96$� RIILFLDOV� WRRN�DGYDQWDJH�RI�WKHLU�NQRZOHGJH�RI�WKH�PDUNHW�WR�FRPELQH�WKLV�SROLWLFDO�JRRG�ZLWK�RWKHU�OHVVHU�� EXW�VWLOO� TXLWH� DWWUDFWLYH� � JRRGV� ��DFFHVV� WR� QHZ� WHFKQRORJ\� DQG� >GHYHORSPHQW� RI@� 9HQH]XHODQ�SHUVRQQHO����� DQG� WKH� SRVVLELOLW\� WKDW� 3'96$
V� SDUWQHUV� FRXOG� IRRW� SDUW� RI� WKH� ELOO� IRU� WKH�GHYHORSPHQW� RI� WKH� 2ULQRFR� %HOW��� DOO� DW� D� UHDVRQDEO\� ORZ� FRVW���� LQ� WKH� H[SHFWDWLRQ� WKDW� WKH�JRYHUQPHQW�ZRXOG�ILQG�WKH�ZKROH�SDFNDJH�YHU\�DSSHDOLQJ�3'96$
V� GLDJQRVH� RI� WKH� JRYHUQPHQW
V�ZHDN� VSRW� SURYHG� WR� EH� VRXQG�� LWV� GHFLVLRQ� WR�H[SORLW� WKLV�GLDJQRVH�E\�HQWHULQJ� LQWR�DQ�DUUDQJHPHQW�WKDW�HVVHQWLDOO\�DPRXQWHG�WR�D�YHU\�ORQJ�WHUP� SURFHVVLQJ� GHDO� ZLWK� 9HED� ZDV� SUREDEO\� GXH� WR� WKH� IDFW� WKDW� WKLV� ZDV� WKH� PRVW�VWUDLJKWIRUZDUG� PHWKRG�� ZKLFK� RLOPHQ� UDLVHG� LQ� WKH� 6HYHQ� 6LVWHUV
� VFKRRO� RI� WKRXJKW� FRXOG�
��,Q�0DUFK�������1LJHULD�ZDV�SURGXFLQJ�RQO\�����0%'�RXW�RI�D�TXRWD�RI�����00%'���3'96$��D��������������3'96$�DUJXHG�WKDW�WKH�DVVRFLDWLRQ�ZLWK�9HED�ZRXOG�JLYH�LW�DFFHVV�WR�VRSKLVWLFDWHG�UHILQLQJ�FDSDFLW\�DW�D�FRVW�RI�������86'�%EO��HTXLYDOHQW� WR����SHU�FHQW�RI�WKH�UHILQHU\
V�UHSODFHPHQW�YDOXH���DQG�FRQWUDVWHG�WKLV�ILJXUH�ZLWK�WKH���������86'�%EO�HVWLPDWHG�FRVW�IRU�WKH�XSJUDGLQJ�SURMHFW�ZLWK�(OI��DQG�WKH��������86'�%EO�FRVW� IRU� UHYDPSLQJ� WKH�$PXD\� UHILQHU\� �&DOGHUyQ�%HUWL�� ������ ����� �1HYHUWKHOHVV�3'96$
V� GHFLVLRQ� WR�LQYHVW�LQ�:HVW�*HUPDQ\�ZDV�ILHUFHO\�FULWLFLVHG�LQ�9HQH]XHOD�RQ�DFFRXQW�RI�LWV�FRVW���7KLV�SURPSWHG�3'96$�WR� LQWURGXFH� D� QHZ� JXLGHOLQH� IRU� WKH� SURJUDPPH�� QDPHO\�� WKDW� LW� ZRXOG� DOZD\V� VHHN� �WR� REWDLQ� ILQDQFLDO�WHUPV�ZKLFK�ZRXOG�SHUPLW�LW WR�DFTXLUH�DVVHWV�E\�SXWWLQJ�WKH�ORZHVW�SRVVLEOH�TXDQWLW\�RI�FDVK�XS�IURQW��DQG�WR�OLTXLGDWH�DFTXLVLWLRQV�E\�SD\PHQWV�LQ�NLQG�DQG�WKH�FDVK�IORZ�JHQHUDWHG�E\�WKH�FRPSDQ\���&(3(7��RS��FLW���Y��,,���������$V�&\HUW� DQG�0DUFK� ������� ������� DUJXH�� RUJDQLVDWLRQV SXUVXH� VDWLVIDFWRU\� �UDWKHU� WKDQ�RSWLPDO�� JRDOV�DQG� WHQG� WR� VHOHFW� WKH� ILUVW� DOWHUQDWLYH� WKH\� ILQG� WKDW� SURPLVHV� WR� IXOILOO� WKHLU� UHTXLUHPHQWV�� EHFDXVH�RUJDQLVDWLRQDO� HPSKDVLV� LV� DOZD\V� RQ� VROYLQJ� SUHVVLQJ� SUREOHPV� UDWKHU� WKDQ� RQ� GHYHORSLQJ� ORQJ�UXQ�



���
GHYLVH�IRU�UHFRQFLOLQJ�WKH�FRPSDQ\
V�QHHG�WR�VHFXUH�IXQGV�IRU�2ULQRFR GHYHORSPHQW�LQ�WKH�IDFH�RI�D�ILVFDO�VTXHH]H�ZLWK�LWV�ODFN�RI�FRQWURO�RYHU�9HQH]XHODQ�RLO�H[SRUW�SULFHV�DQG�LWV�LQFDSDFLW\�WR�DFFXPXODWH� ILQDQFLDO� UHVHUYHV�� � ,Q� WXUQ�� LW� LV�QRW�XQUHDVRQDEOH� WR� VXJJHVW� WKDW� WKH�JRYHUQPHQW
V�IDPLOLDULW\�ZLWK�WKH�LQWHJUDWHG�SUDFWLFHV�RI�LWV�IRUPHU�FRQFHVVLRQDLUHV�DQG�LWV�VWURQJ�EHOLHI�LQ�WKH�LQHYLWDELOLW\� RI� YHUWLFDO� LQWHJUDWLRQ� LQ� WKH� RLO� LQGXVWU\� SOD\HG� DQ� LPSRUWDQW� UROH� LQ� LWV� HYHQWXDO�DFFHSWDQFH�RI�3'96$
V�SURSRVDO�7KH� FRQYHUVDWLRQV� ZKLFK� 9HED� DQG� /DJRYHQ�ZHUH� KDYLQJ� UHJDUGLQJ� WKH� SRVVLELOLW\� RI�MRLQWO\�EXLOGLQJ�FRQYHUVLRQ�SODQWV�IRU�2ULQRFR�FUXGHV�DOVR�JDYH�3'96$�RIILFLDOV�WKH�RSSRUWXQLW\�RI�SUHVHQWLQJ�WKH�JRYHUQPHQW�ZLWK�D�FRPSOHWH�MRLQW�YHQWXUH�SURSRVDO�VKRUWO\�DIWHU�WKH�ODWWHU�PDGH�D�PRYH�IRU� WKH�RLO� LQGXVWU\� LQYHVWPHQW�IXQG�� �'LVFXVVLRQ�DERXW�WKH�KHDY\�RLO�XSJUDGLQJ�SURMHFW�PXVW�KDYH�SURPSWHG�D�VL]DEOH�IORZ�RI�ILQDQFLDO�LQIRUPDWLRQ�JHUPDQH�WR�WKH�SURMHFW��VR�LW�LV�VDIH�WR�DVVXPH�WKDW�3'96$
V�PDQDJHUV�ZHUH�DZDUH�WKDW�9HED
V�UHILQLQJ�RSHUDWLRQV�ZHUH�JRLQJ�WKURXJK�ILQDQFLDO� GLIILFXOWLHV� DQG� WKDW� WKH� *HUPDQ� FRPSDQ\� ZDV� ORRNLQJ� IRU� RSWLRQV� WR� HQKDQFH� WKH�SURILWDELOLW\�RI�LWV�UHILQLQJ�DVVHWV��OLNH�DVVRFLDWLQJ�ZLWK�D�12&�IURP�DQ�H[SRUWLQJ�FRXQWU\����6R�ZKHQ� WKH� 9HQH]XHODQ�PDQDJHUV� VXGGHQO\� IRXQG� WKHPVHOYHV� KDYLQJ� WR� LPSURYLVH D� VWUDWHJ\� WR�VDIHJXDUG�IXQGV�DEURDG��DQG�WKH�ILQDQFLDO�DVSHFWV�RI�WKH�5XKU�SDUWQHUVKLS�DSSHDUV�WR�KDYH�EHHQ�GHVLJQHG�ZLWK� WKLV� JRDO� FOHDUO\� LQ�PLQG����� WKH\�ZHUH� DEOH� WR� GUDIW� � � ZLWK�9HED
V� HQWKXVLDVWLF�FROODERUDWLRQ� � D� SURSRVDO� WKDW� ZDV� FRPSOHWH� LQ� PRVW� GHWDLOV�� DQG� RQO\� QHHGHG� SUHVLGHQWLDO�DSSURYDO�WR�NLFN�RII��� +RZHYHU��RQH�PXVW�QRW�EH�PLVOHG�LQWR�WKLQNLQJ�WKDW�3'96$�FKRVH�9HED�DV�LWV�ILUVW�SDUWQHU�VROHO\�EHFDXVH�WKH�*HUPDQ�FRPSDQ\�KDSSHQHG�WR�EH�LQ�WKH�ULJKW�SODFH�DW�WKH�ULJKW�WLPH���$GPLWWHGO\��WKHUH�DUH�VRPH�IDFWRUV�ZKLFK�FRXOG�EH�VDLG�WR�SRLQW�WRZDUGV�9HED
V�EHLQJ�VRPHWKLQJ� RI� D� WDUJHW� RI� RSSRUWXQLW\� �ILUVWO\�� WKH� *HOVHQNLUFKHQ� FRPSOH[� ZDV� LOO�VXLWHG� IRU�SURFHVVLQJ� KHDY\� VRXU� FUXGHV���� VHFRQGO\�� 3'96$�EHJDQ� WR� VXEVWLWXWH�9HQH]XHODQ� FUXGH�ZLWK�
VWUDWHJLHV���7KH�VHDUFK�IRU�VROXWLRQV�LQ�RUJDQLVDWLRQV�LV�QRUPDOO\�ELDVHG�DFFRUGLQJ�WR�WKH�VSHFLDO�WUDLQLQJ�DQG�H[SHULHQFH�RI�WKHLU�FRQVWLWXHQW�PHPEHUV���5XKU� LV� LQWHQGHG� WR�EUHDN�HYHQ�DOZD\V�RQ� LWV� UHILQLQJ�RSHUDWLRQV��9HED�VHOOV�5XKU
V�SHWUROHXP�SURGXFWV�DQG�FUHGLWV�3'96$�ZLWK�WKH�QHW�SURFHHGV�DIWHU�GHGXFWLQJ�XQGLVFORVHG�DWWULEXWDEOH�KDQGOLQJ��WUDQVSRUWDWLRQ��UHILQLQJ�DQG�PDUNHWLQJ�FRVWV����:LWK� 9HED
V� SURSRVDO� LQ� KDQG�� 3'96$� VRXJKW� LQWHUQDO� DQG� RXWVLGH� DGYLFH� RQ� WKH� OHJDO�� WHFKQLFDO��ILQDQFLDO��WD[��DFFRXQWLQJ�DQG�ODERXU�DVSHFWV�RI�LW���,Q�$XJXVW�������WKH�3'96$�%RDUG�DSSURYHG�D�OHWWHU�RI�LQWHQW�>IRU�WKH�SURMHFW@�������7KH�ILUVW�VKLSPHQWV�RI�FUXGH�ZHUH�VHQW�LQ�'HFHPEHU�������
DV�LI
�WKH�FRQWUDFW�ZHUH�VLJQHG�� �-RKQVRQ� GH�9RJHOHU��RS�� FLW��� ������ � 3'96$�SUHVHQWHG� WKH� SURSRVDO� WR�0(0�DQG� WKH�$WWRUQH\�*HQHUDO� LQ�HDUO\������� DQG� WKH� VWRFNKROGHU
V� DVVHPEO\�RQO\�DSSURYHG� LW� LQ�$SULO�������E\�ZKLFK� WLPH��RI�FRXUVH�� WKH� MRLQW� YHQWXUH� ZDV� ZHOO� XQGHU� ZD\��� � ,QFLGHQWDOO\�� WKH� SUHVHQWDWLRQ� RI� D�IDLW� DFFRPSOL IRU�JRYHUQPHQWDO� UXEEHU�VWDPSLQJ� HYHU\� WLPH� 3'96$� ZDQWHG� WR� EX\� D� QHZ� UHILQHU\� EHFDPH� DQ� HQGXULQJ�FKDUDFWHULVWLF� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� � )RU� LQVWDQFH�� LQ� ����� HQHUJ\� PLQLVWHU� +HUQiQGH]�*ULVDQWL�GHFODUHG�WKDW�9HQH]XHOD�ZDV��SDUWLFLSDWLQJ�IXOO\�>VLF�@�LQ�WKH�VDOHV�UHYHQXHV�DQG�SURILWV�RI�5XKU������1\QlV� �� �� ��&LWJR�DQG�&KDPSOLQ� �� �� ��HYHQ�WKRXJK�QR�IRUPDO�FRQWUDFWV�>KDG@�\HW�EHHQ�VLJQHG�ZLWK�WKH�ODWWHU�WZR�ILUPV���321��6HSWHPEHU���������������321��-DQXDU\������������



���
8UDOV DOPRVW� DV� VRRQ� DV� WKH� LQN� RQ� WKH� DJUHHPHQW� KDG� GULHG���� WKLUGO\�� WKH� *HUPDQ� UHILQLQJ�LQGXVWU\�ZDV��E\�IDU��WKH�PRVW�XQSURILWDEOH�LQ�ZHVWHUQ�(XURSH�DW�WKDW�WLPH������%XW�WKHUH�DUH�RWKHU�LQGLFDWLRQV�WKDW�3'96$�DVVRFLDWHG�ZLWK�WKH�*HUPDQ�FRPSDQ\�PDLQO\�EHFDXVH LWV�JD]H�ZDV�VWLOO�ILUPO\�IL[HG�RQ�GHYHORSLQJ�WKH�2ULQRFR�RLO�SURYLQFH��� 7KXV��ERWK�FRPSDQLHV�PDGH�LW�FOHDU�WKDW�WKH� 5XKU� SDUWQHUVKLS� ZDV� D� SUHOLPLQDU\� VWHS� IRU� IXUWKHU� LQYHVWPHQWV� LQ� D� ���� 0%'�FRPELFUDFNLQJ� SODQW� WKDW� ZRXOG� HYHQWXDOO\� HQDEOH� WKH� UHILQHU\� WR� UXQ� 2ULQRFR� JUDGHV����PRUHRYHU��9HED� LQVWDOOHG� D� TXLWH� VRSKLVWLFDWHG�SLORW�SODQW�JHDUHG� IRU� WKLV� W\SH�RI� FUXGH�� �$V� LW�WXUQHG�RXW��WKH�5XKU�SDUWQHUV�GLG�QRW�SURFHHG�ZLWK�WKH�FRQVWUXFWLRQ�RI�WKH�FRPELFUDFNHU��EXW�QRW�IRU�ODFN�RI�WU\LQJ��WKH�SURMHFW�ZDV�SUREDEO\�DEDQGRQHG�RQ�DFFRXQW�RI�WKH�SUREOHPV�HQFRXQWHUHG�LQ�WKH�WHUUHVWULDO�DQG�PDULWLPH�WUDQVSRUWDWLRQ�RI�XOWUD�YLVFRXV�FUXGH�� DQG�WKH�GHPHWDOOLVDWLRQ�DQG�FUDFNLQJ�RI�2ULQRFR�FUXGH�YDFXXP�ERWWRPV��� �%XW�SHUKDSV� WKH�FOHDUHVW� LQGLFDWLRQ� WKDW�3'96$�ZDV�QRW� LQ� WKH�PDUNHW� IRU� MXVW�DQ\ UHILQHU\� LV� WR�EH�IRXQG�LQ� WKH�FRPSDQ\
V� UHIXVDO� WR� LQYHVW� LQ�([[RQ
V�$UXED� UHILQHU\�� �$OO� WKURXJKRXW� ����� DQG�PXFK�RI� ������ WKH�$PHULFDQ� FRPSDQ\�KDG�WULHG�WR�FRQYLQFH�3'96$�WR�NHHS�$UXED�RSHQ�DQG�WKXV�SUHVHUYH�DQ�DVVXUHG�RXWOHW�IRU�D�VL]DEOH�FUXGH�YROXPH���+RZHYHU��QRW�RQO\�GLG�3'96$�UHIXVH�WR�XQGHUZULWH�WKLV�SURMHFW��LW�DOVR�PDGH�LW�FOHDU� WKDW� LW�ZRXOG�KDYH� WR�SKDVH�RXW�([[RQ
V�FRQWUDFW� LI� WKH�$PHULFDQ�PDMRU�GLG�QRW�DVVXPH�D�PRUH�FRRSHUDWLYH�VWDQFH�ZLWK�UHJDUGV�WR�SULFHV�� �WKLV� WRJHWKHU�ZLWK�WKH�IDFW�WKDW�WKH�MRLQW�YHQWXUH�DJUHHPHQW�ZLWK�9HED� LW�GLG�QRW� LQFOXGH�D�ORQJ�WHUP�VXSSO\�FRQWUDFW�IRU�WKH�UHILQHULHV�LQYROYHG��ZRXOG�DOVR�VHHP�WR�FRQILUP�WKDW�WKH�LVVXH�RI�YROXPHWULF�VHFXULW\�ZDV�QRW�IRUHPRVW�LQ�WKH�PLQGV�RI�3'96$
V�PDQDJHUV�ZKHQ�WKH\�SURSRVHG�WKH�5XKU�GHDO�WR�WKH�9HQH]XHODQ�JRYHUQPHQW��,Q� VXP��3'96$
V� ILUVW� RYHUVHDV� MRLQW�YHQWXUH�EHDUV� WKH� LPSULQW�RI�EHLQJ�DQ�HPHUJHQF\��DOEHLW� QRW� D� KDSKD]DUG�� PHDVXUH�� SURPSWHG� E\� D� FDWDVWURSKLF� HYHQW�� � -RKQVRQ� GH� 9RJHOHU�LPSODXVLEO\�DVFULEHV�WKH�PDMRU�SROLWLFDO�GLIILFXOWLHV�ZKLFK�WKH�5XKU�GHDO�HQFRXQWHUHG�WR�WKH�IDFW�WKDW��VL[�\HDUV�DIWHU�WKH�QDWLRQDOLVDWLRQ�RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\��3'96$
V�PDQDJHUV�ZHUH�
��321��$XJXVW��������������&DOGHUyQ�%HUWL��QR�GRXEW�KDYLQJ�EHHQ�FRQYLQFHG�E\�3'96$�SHUVRQQHO��GHIHQGHG�WKH�9HED�DFTXLVLWLRQ�E\�VD\LQJ�WKDW��LQ�D�GHSUHVVHG�PDUNHW��RQH�KDG�WR�ORRN�IRU�D�VWDEOH�RXWOHW�>IRU�FUXGH@��OLNH�WKH�)5*���������������+H�DOVR�VDLG�WKDW�WKH�*HUPDQ�PDUNHW�ZDV�DWWUDFWLYH�IRU�9HQH]XHOD�EHFDXVH��WKHUH�ZDV�QR�VWDWH�UHJXODWLRQ�RU�LQWHUIHUHQFH�LQ�WKH�VHWWLQJ�RI�SULFHV�������LQ�WKLV�PRVW�LPSRUWDQW�(XURSHDQ�PDUNHW���LELG����������,URQLFDOO\��LW�ZDV�SUHFLVHO\�WKH�ODFN�RI�VXFK�UHJXODWLRQ�WKDW�PDGH�WKH�*HUPDQ�PDUNHW�VR�XQSURILWDEOH�DQG XQVWDEOH���(YHQ�DIWHU�WKH�ORVV�RI�LWV�LQYHVWPHQW�IXQG��WKH�FRPSDQ\�SUHVVHG�DKHDG�ZLWK�WKH�IXOO�VFDOH�LPSOHPHQWDWLRQ�RI�WKH�FKHDSHU�RI�LWV�WZR�2ULQRFR�SURMHFWV��DQG�NHSW�WKH�'$60�PHJDSURMHFW�RQ�D�ORZ�EXUQHU���6HH�SDUWLFXODUO\�'6�������������������$IWHU�WKH�FHQWUDOLVDWLRQ�RI�UHVHUYHV��9HQH]XHODQ�RLO�LQGXVWU\�VRXUFHV�ZHUH� UHSRUWHG�DV� VD\LQJ� WKDW� �D�PDMRU� UHYLHZ�RI� WKH�2ULQRFR�SURMHFW� >KDG�EHHQ@�XQGHU�ZD\�EHIRUH� WKH�RLO�IXQG� WUDQVIHU��� ZKRVH� REMHFWLYH� ZDV� WR� HYDOXDWH� �YDULRXV� RSWLRQV� �� �� �� IRU� ILQDQFLQJ� 2ULQRFR� %HOW�GHYHORSPHQW�� LQFOXGLQJ� FR�ILQDQFLQJ�ZLWK� FRQVXPHUV� DQG� MRLQW� YHQWXUH� SURMHFWV��� � 7KH� UHSRUW�ZHQW� RQ� WR�VD\���WKH�ILUVW�VXFK�>L�H��MRLQW�YHQWXUH@�GHDO��LQYROYLQJ�QHZ�UHILQHU\�FDSDFLW\��LV�EHLQJ�QHJRWLDWHG�ZLWK�9HED���321��2FWREHU��������������VHH�DOVR�$SULO����������������7KHVH�SUREOHPV�ZHUH�RQO\�VROYHG�PXFK�ODWHU��ZLWK�WKH�LQYHQWLRQ�RI�2ULPXOVLRQ���3,:��$XJXVW�������������



���
VWLOO� DIIOLFWHG�ZLWK� VRPH� VRUW� RI� VFKL]RSKUHQLD� VWHPPLQJ� IURP� WKH� FRPSDQ\
V� OHJDO� VWDWXV�� �WKH�9HED� FRQWUDFW� �� �� �� ZDV� VXFFHVVIXO� LQ� EXVLQHVV� WHUPV� EXW� QRW� LQ� WHUPV� RI� WKH� QDWLRQDO� SROLWLFDO�HQYLURQPHQW� >EHFDXVH� WKH\@� ZHUH� QRW� �� �� �� VXUH� ZKHWKHU� WKH\�ZHUH� SDUW� RI� D� SULYDWH� RU� SXEOLF�HQWHUSULVH�� DQG� WKLV� KDPSHUHG� WKHP� IURP� GHDOLQJ� ZLWK� W\SLFDO� VWDWH�RZQHG� HQWHUSULVH�GLOHPPDV���� ,Q�IDFW��WKH�H[DFW�RSSRVLWH�LV�WUXH��WKLV�GHDO�RQO\�JRW�RII�WKH�JURXQG�EHFDXVH�WKHVH�PDQDJHUV�NQHZ�H[DFWO\�ZKHUH�WKH\�VWRRG��DQG�ZHUH�QRW�ORDWK�WR�WDNH�UDGLFDO�PHDVXUHV�WR�DUUHVW�WKH�LQGXVWU\
V�H[RJHQRXVO\�JHQHUDWHG�ILQDQFLDO�GHFOLQH��KRZHYHU��DV�ZH�VKDOO�VHH�LQ�WKH�IROORZLQJ�VHFWLRQ��HYHQ�WKRXJK�VRPH�RI�WKHVH�PDQDJHUV�PD\�KDYH�VHHQ�WKH�ZULWLQJ�RQ�WKH�ZDOO�EHIRUH�������LQWHUQHFLQH� VWUXJJOHV� LQ� 3'96$� KDG� UHQGHUHG� WKHP� XQDEOH� RI� WDNLQJ� DSSURSULDWH� UHPHGLDO�DFWLRQ�� ,W� LV� KLJKO\� XQOLNHO\� WKDW�� LQ� �������� 3'96$� FRQVLGHUHG� WKH� DFWLRQ� RI� VDIHJXDUGLQJ�PRQH\� DEURDG� DV� DQ� HQG� LQ� LWVHOI�� ZKDWHYHU� IXQGV� LW� PDQDJHG� VWDVK� DZD\� LQ� *HUPDQ\� ZHUH�SUREDEO\�HDUPDUNHG�IRU�FRQFUHWH�SURMHFWV��LQYROYLQJ�2ULQRFR�FUXGHV����$IWHU�������KRZHYHU��WKH�FRPSDQ\�HVVHQWLDOO\�JDYH�XS�RQ�WKH�SRVVLELOLW\�WKDW�WKH�JRYHUQPHQW�FRXOG�HYHU�EH�WUXVWHG�WR�PDNH�VRXQG� MXGJHPHQWV� DERXW� WKH�PDJQLWXGH� RI� WKH� ILQDQFLDO� GHPDQGV� ZKLFK� LW� FRXOG�PDNH� RQ� WKH�LQGXVWU\��DQG�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�EHFDPH�D ZD\�RI�PDNLQJ�VXUH�WKDW�WKHVH�OLPLWV�ZRXOG� QRW� EH� YXOQHUDWHG�� ILUVWO\��E\�DUWLILFLDOO\� UHGXFLQJ� WKH� DSSURSULDEOH� VXUSOXV�JHQHUDWHG�E\�WKH� LQGXVWU\�� VHFRQGO\�� E\�PDNLQJ� LW� LPSRVVLEOH� IRU� WKH� JRYHUQPHQW� WR� NQRZ� KRZ�PXFK�PRUH�VXUSOXV�WKH�LQGXVWU\�FRXOG�KDYH�JHQHUDWHG���7KLV�H[SODLQV�ZK\��DIWHU�������WKH�LQWHUQDWLRQDOLVDWLRQ�VWUDWHJ\�WRRN�D�YHU\�GLIIHUHQW�WXUQ��WKH�WUDQVIHU�RI�UHQW�DEURDG�EHFDPH�WKH�FHQWUDO�FRQFHUQ�RI�WKH�SURJUDPPH����DQG�3'96$�DGRSWHG�D�OHVV�GHPDQGLQJ�DWWLWXGH�LQ�WHUPV�RI�WKH�UHILQHULHV�LW�ZRXOG�FRQVLGHU�IRU�LQFOXVLRQ�LQ�WKH�SURJUDPPH�����$�%ULHI�'LYHUVLRQ��WKH�3UREOHP�RI�3'96$
V�,QWHUQDO�&RKHVLRQ����������7KH� K\SRWKHVLV� SUHVHQWHG� LQ� WKH� SUHFHGLQJ� VHFWLRQV� WDNHV� DV� LWV� VWDUWLQJ� SRLQW� D� SUHPLVH��HVVHQWLDOO\� GHULYHG� IURP� 2OVRQ
V� ORJLF� RI� FROOHFWLYH� DFWLRQ�� ZKLFK� VD\V� WKDW�� HYHQ� LQ� WKRVH�FLUFXPVWDQFHV�ZKHQ�3'96$
V�EDUJDLQLQJ�SRZHU�LV�ORZ��WKH�FRPSDQ\�LV�ERXQG�WR�HQMR\�D�GLVWLQFW�DGYDQWDJH�LQ�FRQIURQWDWLRQV�ZLWK�D�VSUDZOLQJ�9HQH]XHODQ�JRYHUQPHQW��ZKLFK�LV�KRVWDJH�WR�PDQ\�FRQIOLFWLQJ�LQWHUHVWV���EHFDXVH�WKH�IRUPHU
V�VXSHULRULW\�RQ�WKH�WHFKQLFDO�DQG�RUJDQLVDWLRQDO�SODQHV�ZLOO� HQKDQFH� LWV� FDSDELOLW\� WR� DOWHU� WKH� UXOHV� RI� WKH� JDPH�RI� SROLWLFDO� H[FKDQJH� LQ� LWV� IDYRXU���
��-RKQVRQ�GH�9RJHOHU��RS��FLW���������3HUKDSV�WKH�FOHDUHVW�LQGLFDWLRQ�WKDW�WKH�MRLQW�YHQWXUH�DJUHHPHQW�ZLWK�9HED�SXUVXHG�PRGHVW�DQG�WHPSRUDU\�JRDOV�LQ�WHUPV�RI�WKH�WUDQVIHU�RI�UHQW�DEURDG�ZDV�WKDW��XQOLNH�DOO�RI�3'96$
V�VXEVHTXHQW�LQWHUQDWLRQDOLVDWLRQ�DJUHHPHQWV��LW�GLG�QRW�LQFOXGH�D�ORQJ�WHUP�VXSSO\�FRQWUDFW�IRU�WKH�UHILQHULHV�LQYROYHG�����6L]H�LV�RQH�RI�WKH�GHWHUPLQLQJ�IDFWRUV�LQ�GHFLGLQJ�ZKHWKHU�RU�QRW�LW�LV�SRVVLEOH�WKDW�WKH�YROXQWDU\��UDWLRQDO�SXUVXLW� RI� LQGLYLGXDO� LQWHUHVW� ZLOO� EULQJ� IRUWK� JURXS�RULHQWHG� EHKDYLRU�� � 6PDOO� JURXSV� ZLOO� IXUWKHU� WKHLU�FRPPRQ�LQWHUHVWV�EHWWHU�WKDQ�ODUJH�JURXSV���2OVRQ������������



���
+RZHYHU�� RXU� K\SRWKHVLV� DOVR� FODLPV� WKDW�� WKLV� FUXFLDO� DGYDQWDJH� QRWZLWKVWDQGLQJ� LQ� �����3'96$�FRXOG�GR�QRWKLQJ�WR�WKZDUW�WKLV�LQHIIHFWXDO�JRYHUQPHQW�IURP�FRQILVFDWLQJ�LWV�LQYHVWPHQW�IXQG���9HQH]XHODQ�RLOPHQ�KDYH�UHDGLO\�SXW�3'96$
V�KHOSOHVVQHVV�LQ������GRZQ�WR�WKH�IDFW�WKDW�WKH�FRQILVFDWLRQ�ZDV�D�WUHDFKHURXV�GDZQ�UDLG�E\�D�JRYHUQPHQW GHVSHUDWH�IRU�FDVK�DQG�REOLYLRXV�WR�WKH�ULVNV�LQKHUHQW�LQ�DOLHQDWLQJ�WKH�RLO�LQGXVWU\���8QIRUWXQDWHO\��HYHQ�WKRXJK�LWV�FKDUDFWHULVDWLRQ�RI�WKH�JRYHUQPHQW
V�PRWLYHV�LV�DFFXUDWH��WKLV�H[SODQDWLRQ�GRHV�QRW�RIIHU�D�ZD\�RXW�RI�RXU�ORJLFDO�LPSDVVH�� �7R�DSSUHFLDWH�ZK\��RQH�QHHG�RQO\�FRQVLGHU� WKH�EHKDYLRXU�RI� WKH�9HQH]XHODQ�SULYDWH�VHFWRU� GXULQJ� �������� � +DXVPDQQ� KDV� HVWDEOLVKHG� WKDW� WKH� PDVVLYH� FDSLWDO� IOLJKW�� LQYHQWRU\�DFFXPXODWLRQ�RI�LPSRUWV�DQG�UHGXFWLRQ�LQ�WKH�SXUFKDVH�RI�QRQ�WUDGDEOH�FDSLWDO�JRRGV�ZKLFK�WRRNSODFH�LQ�9HQH]XHOD�DW�WKDW�WLPH�ZHUH�SUHHPSWLYH�PHDVXUHV�E\�DJHQWV�LQ�WKH�SULYDWH�VHFWRU�ZKLFK��XSRQ�SHUFHLYLQJ� WKH�JRYHUQPHQW
V� �LQVXIILFLHQW� ILVFDO�DGMXVWPHQW� WR� WKH� >QHJDWLYH�RLO@�VKRFN�����UHDOL]HG��WKDW�WKH�������>SUHYDLOLQJ@�SROLF\�IUDPHZRUN�>ZDV@�QR ORQJHU�YLDEOH�DQG�������>DWWHPSWHG@�WR�VHFXUH�WKHLU�DVVHWV�WKURXJK�VSHFXODWLYH�DWWDFNV�LQ�DQWLFLSDWLRQ�RI�GHEW�UHSXGLDWLRQ��GHYDOXDWLRQ�RU�UHJLPH�FKDQJH���� $UH�ZH�VXSSRVHG�WR�EHOLHYH��WKHQ��WKDW�RLO� LQGXVWU\�H[HFXWLYHV�GLG�QRW�UHDFK�VLPLODU� FRQFOXVLRQV� DERXW� WKH� LPPLQHQFH� RI� D� ILVFDO� FROODSVH� �HYHQ� WKRXJK� WKH\�KDG� ILUVW�KDQG�LQGLFDWLRQV� DERXW� WKH� SDUORXV� VWDWH� RI� WKH� JRYHUQPHQW
V� ILQDQFHV���� RU�� HYHQ�PRUH� LPSODXVLEO\��WKDW� WKH\� IDLOHG� WR� JUDVS� ZKDW� WKH� JRYHUQPHQW
V� LPSHQGLQJ� LQVROYHQF\� ZRXOG� PHDQ� IRU� WKHLULQYHVWPHQW�IXQG"�� &OHDUO\�QRW���%XW�WKLV�PHDQV��WKHQ��WKDW�WKH�FRQILVFDWLRQ�RFFXUUHG�GHVSLWH�WKH�IDFW� WKDW�PDQ\� LQ� WKH�RLO� LQGXVWU\�PXVW�KDYH�EHHQ�H[SHFWLQJ� LW��� 'RHV� WKLV�QRW�XQGHUPLQH�RXU�K\SRWKHVLV� IXUWKHU�� SHUKDSV� HYHQ� IDWDOO\"� � 6XUSULVLQJO\� HQRXJK� WKH� DQVZHU� LV� QHJDWLYH�� EXW� WR�VKRZ�ZK\��LW� LV�QHFHVVDU\�WKDW�ZH�GHOYH�LQWR�3'96$
V�YHU\�FRPSOH[�LQWHUQDO�G\QDPLFV���,Q�WKH�IROORZLQJ�SDUDJUDSKV��ZH�ZLOO�VKRZ�WKDW��LQ�DGGLWLRQ WR�EHLQJ�WKH�RXWFRPH�RI�WKH�EUHDNGRZQ�RI�D�WDFLW� SROLWLFDO� DFFRUG� EHWZHHQ� WKH� FRPSDQ\� DQG� WKH� 9HQH]XHODQ� ([HFXWLYH�� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�LV�DOVR�WKH�PRVW�HYLGHQW�DQG�LPSRUWDQW�PDQLIHVWDWLRQ�RI�D�SROLWLFDO�SDFW� WKDW�� E\� SXWWLQJ� DQ� HQG� WR� WKH� GHELOLWDWLQJ� DQG� VWHULOH� VTXDEEOLQJ� RI� 3'96$
V� RSHUDWLQJ�DIILOLDWHV�� FXUHG�3'96$�RI� WKH� LQVWLWXWLRQDO�SDUDO\VLV� WKDW�KDG�PDGH� WKH�FRPSDQ\� LQFDSDEOH�RI�UHVLVWLQJ�WKH�JRYHUQPHQW
V�GLNWDWV ZKHQ�LWV�ILUVW�UHDOO\�PDMRU�VKRZGRZQ�ZLWK�WKH�ODWWHU�RFFXUUHG�LQ������
��+DXVPDQQ��������������7KH�UHDFWLRQ�RI�SULYDWH�DJHQWV�ZDV�GRPLQDWHG�E\�VWUDWHJLHV�GHVLJQHG�WR�DYRLG�WKH�FRVWV�DVVRFLDWHG�ZLWK�WKH�HYHQWXDO�SXEOLF�GHIDXOW���LELG���������,ELG�������,Q� HDUO\� ������ ERWK� &RUGLSODQ� DQG� %&9� KDG� UHTXHVWHG� XUJHQW� FDVK� ORDQV� IURP� 3'96$�� RQO\� WR� EH�UHEXIIHG �-RKQVRQ�GH�9RJHOHU��RS��FLW����������$OUHDG\�LQ�0DUFK�������WKH�FDELQHW�ZDV�GLVFXVVLQJ�WKH�SRVVLELOLW\�RI�WDNLQJ�RYHU�WKH�IXQG�WR�VWDYH�RII�WKH�LPSHQGLQJ�FULVLV��ZKLOH�WKH�SUHVLGHQW�RI�WKH�9HQH]XHODQ�&RQJUHVV�ZDV�DVNLQJ�ZK\��9HQH]XHOD�������>KDG�WR@�ERUURZ�IURP�WKH�IRUHLJQ�EDQNV�DW�H[RUELWDQW�UDWHV��ZKHQ�LW�KDG�SOHQW\�RI�FDVK�DYDLODEOH�LQ�WKH�IXQG��321��0DUFK����������������6HH�&RURQHO��������������
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7KXV� IDU� LQ� WKLV� FKDSWHU��ZH�KDYH�VSRNHQ�RI�3'96$�DV�HVVHQWLDOO\�D� VLQJOH�HQWLW\��DQG�KDYH�QRW�GUDZQ�DQ\�GLVWLQFWLRQV�EHWZHHQ�WKH�KROGLQJ�FRPSDQ\�SHU�VH DQG�LWV�WKUHH�� XQWLO�������IRXU�� PDLQ�RSHUDWLQJ�DIILOLDWHV���,Q�RWKHU�ZRUGV��ZH�KDYH�IROORZHG�WKH�RIILFLDO�3'96$�OLQH�RQ�WKH�LVVXH� RI� LQWUD�FRPSDQ\� SROLWLFV�� ZKLFK� QRW� RQO\� VWUHVVHV� WKH� VHDPOHVV� XQLW\� RI� LWV� YDULRXV�FRQVWLWXHQW� SDUWV� EXW� DOVR� DVFULEHV� WKH�YHU\�GLIIHUHQW� UHVSRQVHV�ZKLFK�D�QXPEHU�RI� LVVXHV�KDYH�HOLFLWHG�IURP�LWV�DIILOLDWHV�WR�QRWKLQJ�PRUH�VHULRXV�WKDQ�FRUSRUDWH�FXOWXUDO�QXDQFHV���+RZHYHU��DV�ZH�VKRZHG�LQ�FKDSWHU���� WKLV�FRQFHSWLRQ�LV�YHU\�VLPSOLVWLF��3'96$��WKH�KROGLQJ�FRPSDQ\��WKDW�LV�� KDV�QHYHU�EHHQ�HQWLUHO\� V\QRQ\PRXV�ZLWK� WKH�QDWLRQDOLVHG�9HQH]XHODQ�RLO� LQGXVWU\��DQG� WKH�LQWHUDFWLRQ� EHWZHHQ� LWV� DIILOLDWHV� KDV�PDQ\� WLPHV� JRQH�ZD\� EH\RQG�ZKDW� DQ\� QHXWUDO� REVHUYHU�ZRXOG� FRQVLGHU� D� IULHQGO\� ULYDOU\�� � ,QGHHG�� DV� ZH� PDGH� FOHDU� ZKHQ� ZH� GLVFXVVHG� WKH� GLVSXWH�EHWZHHQ�0DUDYHQ�DQG�/DJRYHQ�RYHU� WKH�GHYHORSPHQW�RI� WKH�2ULQRFR�RLO�SURYLQFH�� WKH� LQWHUQDO�VWULIH��DQG��E\�H[WHQVLRQ��LQWHUQDO�GLVDUUD\��RI�WKH�9HQH]XHODQ�RLO�LQGXVWU\�UHDFKHG�D�SHDN�MXVW�DW�D�PRPHQW�ZKHQ�WKH�JRYHUQPHQW�ZDV�EHJLQQLQJ�WR�HQFURDFK�RQ�LWV�GD\�WR�GD\�DFWLYLWLHV�DQG�WR�FDVW�FRYHWRXV� H\HV� RQ� LWV� FDSLWDO� UHVHUYHV�� � 3'96$� �WKH� KROGLQJ� FRPSDQ\�� GLG� QRW� KDYH� HLWKHU� WKH�SRZHU�RU�WKH�PHDQV�WR�UHGUHVV�WKLV�VLWXDWLRQ��DQG�LWV�LPSRWHQFH�LV�SHUKDSV�QRZKHUH�PRUH�HYLGHQW�WKDQ� LQ�*HQHUDO�$OIRQ]R�5DYDUG
V�SHUPDQHQFH�DW� WKH�KHOP�RI� WKH�FRUSRUDWLRQ�DV�D��ODPH�GXFN��SUHVLGHQW����RQ�WKH�RQH�KDQG��DQG�LQ�WKH�JUDGXDO�FRORQLVDWLRQ�RI�WKH�FRPSDQ\
V�ERDUG�RI�GLUHFWRUV�ZLWK�PHQ�ZKR�ZHUH� SHUKDSV� WRR�FORVHO\� LGHQWLILHG�ZLWK�RQH�SDUWLFXODU�SROLWLFDO�SDUW\���� RQ� WKH�RWKHU�� �2XU� FRQWHQWLRQ� LV� WKDW� WKLV� LPSRWHQFH� DW� D� FRUSRUDWH� OHYHO�ZDV� UHVSRQVLEOH� LQ� QR� VPDOO�GHJUHH�IRU�WKH�ORVV�RI�WKH�LQGXVWU\
V�LQYHVWPHQW�IXQG�LQ�������SDUWO\�EHFDXVH�LW�FDXVHG�WKLV�IXQG�WR�JURZ�WRR�PXFK��DQG�SDUWO\�EHFDXVH�LW�EROVWHUHG�WKH�JRYHUQPHQW
V�FRQILGHQFH�WKDW�FRQILVFDWLQJ�WKLV�IXQG�ZRXOG�EH�HDVLHU�WKDQ�HQDFWLQJ�RWKHU�PHDVXUHV�LQ�RUGHU�WR�IDFH�LWV�ILVFDO�HPHUJHQF\�:KHQ� WKH� FRQILVFDWLRQ� RI� WKH� RLO� LQGXVWU\� LQYHVWPHQW� IXQG� WRRN� SODFH�� WKH� VHOI�SUHVHUYDWLRQ� LQVWLQFWV� RI� WKH� PDQDJHUV� LQ� WKH� DIILOLDWHV� ZHUH� DZDNHQHG� DW� ORQJ� ODVW�� DV� WKH\�UHDOL]HG�WKDW�� WR�SDUDSKUDVH�%HQMDPLQ�)UDQNOLQ�� LI�WKH\�GLG�QRW�KDQJ�WRJHWKHU�WKH\�ZRXOG�DOO�EH�KXQJ�VHSDUDWHO\�� � ,Q�D�YHU\�UHDO�VHQVH��WKHQ�������PDUNHG�WKH�ELUWK�RI�3'96$�DV�D�FRUSRUDWLRQ�

��:KLOH� LW� LV� WUXH� WKDW� WKH� *HQHUDO
V� DSSRLQWPHQW� �PD\� KDYH� UHIOHFWHG� D� GHVLUH� WR� LQGLFDWH� WKDW� WKH�QDWLRQDOLVHG�LQGXVWU\�>ZRXOG�QRW�EH@�UXQ�E\�DQ\RQH�DVVRFLDWHG�ZLWK�WKH�PXOWLQDWLRQDOV���LW�DOVR��RIIHUHG�DQ�HDV\� VROXWLRQ� WR� WKH� SUREOHP� RI� GHFLGLQJ� ZKLFK� RSHUDWLQJ� FRPSDQ\
V� FKLHI� H[HFXWLYH� RIILFHU� VKRXOG� UXQ�3'96$���5DQGDOO��RS��FLW���������+LV�VWD\�IRU�D�IXUWKHU�WZR�WHUPV�DW�3'96$
V�KHOP�UHIOHFWHG�WKH�IDFW�WKDW�WKH�RSHUDWLQJ� DIILOLDWHV� ZHUH� XQDEOH� WR� DJUHH� RQ� D� VXFFHVVRU� DFFHSWDEOH� WR� DOO� RI� WKHP�� HYHQ� WKRXJK� WKH�UHTXLUHPHQW�WKDW�ERWK�WKH�FRPSDQ\
V�SUHVLGHQW�DQG�YLFH�SUHVLGHQW�KDG�WR�EH�PHPEHUV�RI�3'96$
V�ERDUG�RI�GLUHFWRUV�ZDV�GURSSHG�LQ��������/LNH�:ROI�3HW]DOO��0DQXHO�3XOLGR�DQG�$QWRQLR�&DVDV�LQ�������DQG�(QULTXH�'DERtQ�DQG�)UDQFLVFR�*XpGH]�LQ� ������ � &RURQHO
V� FRPPHQWV� LQ� WKLV� UHJDUG� DUH� SDUWLFXODUO\� LOOXPLQDWLQJ�� 
WKH� TXHVWLRQ�ZKLFK� LQHYLWDEO\�DULVHV� LV� ZK\� 3'96$� DFFHSWHG� WKHVH� �� �� �� FDQGLGDWHV� DV� QHZ� ERDUG�PHPEHUV�� � 7KH� DQVZHU� VHHPV� WR� EH�EHFDXVH�WKH\�KDG�QR�FKRLFH���*HQHUDO�$OIRQ]R�ZDV�DJDLQ�ILJKWLQJ�IRU�VXUYLYDO��DQG�KH�VLPSO\�ZDV�QRW�VWURQJ�HQRXJK�WR�EORFN�WKHVH�QRPLQDWLRQV��������������
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SURSHU��DV�RSSRVHG�WR�DQ�XQVWDEOH�DJJORPHUDWLRQ�RI�ZDUULQJ�DIILOLDWHV����,W�ZDV�DW�WKLV�SRLQW�WKDW�WKH� PDMRULW\� RI� H[HFXWLYHV� LQ� WKH� YDULRXV� FRPSDQLHV� ILQDOO\� XQGHUVWRRG� WKDW� �WKH� ORJLF� RI�FROOHFWLYH�DFWLRQ�RI�WKH�UHODWLYHO\�SRZHUOHVV�GLIIHUV�IURP�WKDW�RI�WKH�UHODWLYHO\�SRZHUIXO�LQ�WKDW�WKH�IRUPHU�LPSOLHV�D�SDUDGR[�WKDW�LV�DEVHQW�IURP�WKH�ODWWHU�� WKH�SDUDGR[�WKDW�LQWHUHVWV�FDQ�RQO\�EH�PHW�WR� WKH� H[WHQW� WKDW� WKH\�DUH�SDUWO\� UHGHILQHG����� DQG�DFWHG� LQ� FRQVHTXHQFH�� �7KH�PRVW� LPSRUWDQW�RXWFRPH� RI� WKH� TXLFN� UHGHILQLWLRQ� RI� WKHLU� FROOHFWLYH� DQG� LQGLYLGXDO� LQWHUHVWV� ZDV� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� � 7KH� WZLQ� FRUQHUVWRQHV� RI� WKLV� SURJUDPPH�ZHUH� WKH� DIILOLDWHV
�QHZO\�IRXQG� UHDGLQHVV� WR� DFW� LQ� XQLVRQ� �E\� VWUHQJWKHQLQJ� WKH� KROGLQJ� FRPSDQ\� DW� WKH� FRVW� RI�ZHDNHQLQJ� WKHLU�RZQ�LQGHSHQGHQFH���RQ�WKH�RQH�KDQG��DQG�WKHLU�ZLOOLQJQHVV�WR�FRPSURPLVH��E\�VDFULILFLQJ�VRPH�RI�WKHLU� LQGLYLGXDO�SHW�SURJUDPPHV�IRU�WKH�VDNH�RI�WKH�FRPPRQ�DGYDQFHPHQW���RQ�WKH�RWKHU��� ,QGHHG��WKH�IDFW�WKDW�3'96$�GLG�QRW�LQVLVW�HLWKHU�RQ�WKH�LPPHGLDWH�UHVWLWXWLRQ�RI�LWV�ILQDQFLDO�DVVHWV�� �LQ�VSLWH�RI�ZKDW�LW�SUHVHQWHG�DV�XUJHQW�LQYHVWPHQWV�QHHGHG�MXVW�WR�NHHS�WKH�LQGXVWU\�DIORDW��RU�RQ�WKH�QRQ�SRVWSRQHPHQW�RI�WKH�DPELWLRXV�ORQJ�WHUP�SURMHFWV�WKDW�KDG�SXW�WKH�LQGXVWU\�DW�ORJJHUKHDGV�ZLWK�WKH�+HUUHUD�DGPLQLVWUDWLRQ�� WKH�H[SDQVLRQV�RI�0HQHYHQ
V�3XHUWR�/D�&UX]�DQG�0DUDYHQ
V�&DUGyQ�UHILQHULHV��DQG�WKH�������0086'�/DJRYHQ�'$60�2ULQRFR�PHJD�SURMHFW� � PXVW� KDYH� JRQH� D� ORQJ� ZD\� WRZDUGV� HDVLQJ� WKH� WUDQVLW� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURSRVDO�WKURXJK�WKH�KRVWLOH�FRUULGRUV�RI�0LUDIORUHV�3DODFH���7KH� SURFHVV� RI� FRUSRUDWH� *OHLFKVKDOWXQJ ZKLFK� EHJDQ� LQ� ����� ZLWK� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� JDWKHUHG� SDFH� DIWHU� %UtJLGR� 1DWHUD� EHFDPH� WKH� SUHVLGHQW� RI�3'96$� �KLV� WHUP� LQ� RIILFH� VDZ� WKH� LQWURGXFWLRQ� RI� LQGXVWU\�ZLGH� FRXUVHV� LQ� ILQDQFH�� KXPDQ�
��2IIH����������������,QGHHG��WKH�9HED�GHDO�LWVHOI�ZDV�D�FOHDU�H[SUHVVLRQ�RI�WKLV�FKDQJH�RI�DWWLWXGH�E\�3'96$
V�DIILOLDWHV��DV�LW�ZDV�HVVHQWLDOO\�D�V\QWKHVLV�RI�WKH�WZR�YHU\�GLIIHUHQW�FRQFHSWLRQV�RQ�LQWHUQDWLRQDO�GRZQVWUHDP�HVSRXVHG�XQWLO�WKDW�PRPHQW�E\�0DUDYHQ�DQG�/DJRYHQ��$FFRUGLQJ�WR�GH�/XJR��������������LQ������0DUDYHQ�DQG�/DJRYHQ�KDG�SUHVHQWHG�VRPH�LQWHUQDWLRQDOLVDWLRQ�SURSRVDOV��ZKLFK�KDG�QRW�SURVSHUHG��WR�3'96$���7KLV�DXWKRU�ZULWHV�WKDW�� HYHQ� WKRXJK� LW�ZDV�0DUDYHQ� WKDW� SLRQHHUHG� WKH� LQWHUQDWLRQDOLVDWLRQ� VWUDWHJ\� LQ� LWV� SODQQLQJ� H[HUFLVH�FDOOHG� 3HUVSHFWLYD� ���� �0DUDYHQ� E�� ������� 0DUDYHQ� DFWXDOO\� JLYHV� FUHGLW� IRU� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�WR�/DJRYHQ��ZKLFK�QHJRWLDWHG�WKH�GHDO�ZLWK�9HED����,Q�DFWXDO�IDFW��QHLWKHU�RI�WKH�WZR�FRPSDQLHV�ZDV�UHVSRQVLEOH�IRU�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�LQ�LWV�ILQDO�IRUP��ERWK�KDG�EHHQ�EXV\�SXUVXLQJ�WKHLU�RZQ�GLVWLQFW�FRPPHUFLDO�DJHQGDV�EHIRUH�������DQG�WKHVH�ZHUH�UHWURDFWLYHO\�WXUQHG�LQWR�DQWHFHGHQWV�RI�WKH�9HED�GHDO�LQ�RUGHU�WR�EROVWHU�WKH�OHJLWLPDF\�RI�WKH�ODWWHU��WKLV�HQDEOHG�&23(,
V�&DOGHUyQ�%HUWL��IRU�LQVWDQFH��WR� GHIHQG� LW� IURP� DWWDFNV� E\� $'
V� FRQJUHVVLRQDO� IUDFWLRQ� E\� VD\LQJ� WKDW� WKH� LQWHUQDWLRQDOLVDWLRQ� VWUDWHJ\�DFWXDOO\� GDWHG� IURP� WKH� WLPH�ZKHQ� WKH� 3pUH]� RFFXSLHG� WKH� 3UHVLGHQF\� RI� WKH�5HSXEOLF�� VHH�0DUW]�� �������������*HQHUDO� $OIRQ]R� 5DYDUG�� KRZHYHU��GLG VD\� WKDW� KH� KRSHG� WKH� IRUHLJQ� H[FKDQJH� DJUHHPHQW� ZLWK� %&9�ZRXOG� �EH� WHPSRUDU\� EHFDXVH� WKH� EHVW� WKLQJ� WKDW� FRXOG� KDSSHQ� LV� WKDW� WKH� UHDVRQV� WKDW� REOLJHG� WKH�JRYHUQPHQW�WR�WDNH�WKH�PHDVXUH�ZLOO�GLVDSSHDU�DQG�3'96$�FDQ�UHDVVXPH�FRQWURO�RYHU�LWV�ILQDQFHV��321��1RYHPEHU�������������� �$IWHU� WKH�*HQHUDO
V�UHWLUHPHQW��3'96$�GURSSHG�WKH�LVVXH�RI�WKH�UHVWLWXWLRQ�RI�WKH�LQYHVWPHQW�IXQG����>3'96$
V@� GHFLVLRQ� WR� SRVWSRQH� WKUHH�PDMRU� RLO� SURMHFWV� DW� KRPH� LV� QRW� H[SHFWHG� WR� VORZ� LWV� GULYH� WR�RSHQ�QHZ�PDUNHWV�DEURDG�IRU�ULVLQJ�RXWSXW�RI�KHDY\�RLOV�������,Q�FRQWUDVW�WR�XS�WR���ELOOLRQ�RI�KRPH�RXWOD\V�EHLQJ�SXW�RII�������WKH�*HUPDQ�YHQWXUH�ZRXOG�UHTXLUH�UHODWLYHO\�PRGHVW�VXPV���3,:��-DQXDU\�������������
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UHVRXUFHV�DQG�
FRUSRUDWH�YLVLRQ
��WKH�ILQDO�KRPRJHQLVDWLRQ�RI�WKH�DIILOLDWHV
�UHSRUWLQJ�IRUPDWV�DQG�LQIRUPDWLRQ�V\VWHPV��WKH�FHQWUDOLVDWLRQ�RI�DOO�RYHUVHDV�SXUFKDVHV�RI�PDWHULDOV�DQG�VXSSOLHV�ZLWKLQ�%DULYHQ���� WKH� FUHDWLRQ� RI� D� FRXSOH� RI� VXEVLGLDULHV� WDVNHG�ZLWK�PDUNHW� LQWHOOLJHQFH� IXQFWLRQV� �3'9��8.��DQG�3'9�86$�� WKDW�ZRXOG�UHSRUW�GLUHFWO\�WR�WKH�KROGLQJ�FRPSDQ\�DQG��ODVW�EXW�QRW�OHDVW��D�PDUNHG�LQFUHDVH�LQ�WKH�URWDWLRQ�RI�SHUVRQQHO�EHWZHHQ�FRPSDQLHV�DW�ERWK�D�ERDUG�DQG�DQ�RSHUDWLYH� OHYHO����� �7KLV�SURFHVV� UHDFKHG�D�QHZ�KLJK� LQ�������ZKHQ�3'96$�DQQRXQFHG� WKDW� LW�ZRXOG� UHGXFH� WKH� QXPEHU� RI� LWV� RSHUDWLQJ� VXEVLGLDULHV� WR� WKUHH� �0HQHYHQ� ZDV� FKRVHQ� DV� WKH�FRPSDQ\� WKDW�ZRXOG GLVDSSHDU�� SRVVLEO\� EHFDXVH� RI� WKH� UHODWLYH� FRUGLDOLW\�RI� LWV� UHODWLRQV�ZLWK�0(0����� DQG� WKDW� LW� ZRXOG� HVWDEOLVK� DQRWKHU� VXEVLGLDU\� � ,QWHUYHQ� � H[SUHVVO\� GHGLFDWHG� WR��ILQGLQJ�DOWHUQDWLYHV�IRU� WKH� LQWHUQDWLRQDOLVDWLRQ�SROLF\���� 7KLV�UHRUJDQLVDWLRQ��DOOHJHGO\�WDNHQ�DV�D�FRVW�FXWWLQJ�PHDVXUH��ZDV�DFWXDOO\�PXFK�PRUH�H[WHQVLYH�WKDQ�LW�ORRNHG�RQ�SDSHU��0HQHYHQ
V�SURGXFWLRQ�DVVHWV�ZHUH�GLVWULEXWHG�EHWZHHQ�ERWK�0DUDYHQ�DQG�&RUSRYHQ����VR�LWV�GLVDSSHDUDQFH�OHG�WR�WKH�FRQVROLGDWLRQ�RI�WKUHH�RSHUDWLQJ�VXEVLGLDULHV�ZKRVH�RSHUDWLRQV�DQG�RLO�UHVHUYHV��E\�VL]H�DQG�W\SH��ZHUH�PRUH�HYHQO\�EDODQFHG�WKDQ�KDG�EHHQ�WKH�FDVH�LQ�WKH�SDVW���7KH�FUHDWLRQ�RI�,QWHUYHQ�DOVR�WLJKWHQHG�3'96$
V�JULS�RQ�RLO�H[SRUWV��VDOHV�WR�QHZ�MRLQW�YHQWXUH�SDUWQHUV��&LWJR��&KDPSOLQ�DQG�� ODWHU�� 8QRFDO� DQG� 6HDYLHZ�� ZHUH� PDGH� WKH� UHVSRQVLELOLW\� RI� OHWWHUER[� FRPSDQLHV��&RPPHUFLW�� &RPPHUFKDPS� DQG� 7UDGHFDO�� UHVSHFWLYHO\�� ZKLFK� ZHUH� FRRUGLQDWHG� E\� WKH� QHZ�DIILOLDWH��DQG�QRW�E\�/DJRYHQ��0DUDYHQ�RU�&RUSRYHQ��VHH�)LJXUH�)�������
��7KLV�VXEVLGLDU\�ZDV�FUHDWHG�LQ������ EXW�LW�RQO\�EHJDQ�FRYHULQJ�WKH�IXOO�UHTXLUHPHQWV�RI�DOO�RI�3'96$
V�DIILOLDWHV�LQ�������EHFDXVH�/DJRYHQ�DQG�0DUDYHQ�LQVLVWHG�RQ�KDQGOLQJ�GLUHFWO\�WKH�PDMRULW\�RI�WKHLU�RYHUVHDV�SXUFKDVHV�XS�XQWLO�ODWH�������VHH�3'96$�D��������������2Q�D�V\PEROLF�SODQH��WKH PRVW�LPSRUWDQW�DPRQJ�DOO�WKH�PRYHV�SURPSWHG�E\�WKLV�URWDWLRQ�ZDV�WKH�RQH�WKDW�WRRN�0DUDYHQ�SUHVLGHQW�4XLUyV�WR�WKH�SUHVLGHQF\�RI�/DJRYHQ���$FFRUGLQJ� WR� &RURQHO�� WKH� LQH[SHULHQFHG�0HQHYHQ� ERDUG� PHPEHUV� ZHUH� �FRQVWDQWO\� OHDQLQJ� RQ� RWKHU�RUJDQLVDWLRQV�� LQFOXGLQJ� WKH�0LQLVWU\� RI�(QHUJ\� DQG�0LQHV� �� �� � WR�REWDLQ� UHDVVXUDQFH� IRU� WKHLU�GHFLVLRQV����������������7KH�FRPSDQ\
V�SURGXFWLRQ�GLUHFWRU��)UDQFLVFR�*XpGH]��KDG�DOZD\V�EHHQ��RQH�RI�WKH�VWDXQFKHVW�DOOLHV�RI�>0(0@�LQ�WKH�ILJKW�IRU�SRZHU�EHWZHHQ�WKH�PLQLVWU\�DQG3'96$���&RURQHO�ZURWH�WKDW��KH�KDG�GRQH�DOO�KH�FRXOG�WR�UHLQIRUFH�WKH�DXWKRULW\�RI�WKH�PLQLVWU\��VRPHWLPHV�DW�WKH�H[SHQVH�RI�WKH�DXWKRULW\�RI�3'96$�>DQG� DV� D� UHVXOW� RI� WKLV@� WKH� TXDOLW\� RI� WKH� UHODWLRQVKLS� EHWZHHQ� 0HQHYHQ� DQG� 3'96$� KDG� GHHSO\�GHWHULRUDWHG�� �LELG��� ��������� �7KXV��0HQHYHQ
V� GLVDSSHDUDQFH� FRXOG�SHUKDSV�EH� LQWHUSUHWHG� LQ� WHUPV�RI�D�GHVLUH�E\�3'96$�WR�JHW�ULG�RI�D�SUR�JRYHUQPHQWDO�ILIWK�FROXPQ�IURP�LWV�PLGVW���,QGHHG��WKLV�ZRXOG�SUREDEO\�H[SODLQ�ZK\�WKH�UHWLUHG�4XLUyV��ZKRVH�SRVLWLRQ�RQ�WKH�LVVXH�RI�3'96$
V�GHVLUDEOH�IRUP�RI�UHODWLRQVKLS�ZLWK�0(0�DQG�WKH�JRYHUQPHQW�ZDV�UHODWLYHO\�GRYLVK��VWURQJO\�FULWLFLVHG�WKH�PHDVXUH��FDOOLQJ�LW��DQRWKHU�LQVWDQFH�RI�TXHVWLRQDEOH�PDQDJHPHQW��������>ZKLFK@�FRXOG�OHDG�WR�H[FHVVLYH�FHQWUDOLVDWLRQ���321��0D\���������������3HWUyOHRV� ,QIRUPD�� ������ � ,QWHUYHQ�ZDV�FUHDWHG�DW� WKH� WLPH�RI� WKH�DJUHHPHQW�ZLWK�9HED�� �+RZHYHU�� WKLV�VXEVLGLDU\� ZDV� RQO\� DFWLYDWHG� LQ� 0D\� ������ DIWHU� WKH� VXVSHQVLRQ� LPSRVHG� RQ� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�ZDV�OLIWHG��321��0D\���������������(DFK� RQH� RI� WKHVH� FRPSDQLHV� EHFDPH�� DW� OHDVW� IURP� WKH� SURGXFWLRQ� SRLQW� RI� YLHZ�� �D� ZKROO\� QHZ�FRPSDQ\���&(3(7��RS��FLW���Y��,,�������� �0DUDYHQ�UHFHLYHG�0HQHYHQ
V�SUROLILF�0DUDFDLER�RSHUDWLRQV��DQG�&RUSRYHQ
V� DFUHDJH� LQ� WKH�2ULQRFR�� �&RUSRYHQ� UHFHLYHG� WKH$QDFR� ILHOGV� IURP�0DUDYHQ�� DQG�0HQHYHQ
V�2ULQRFR�DFUHDJH�DQG�DOO�LWV�RLOILHOGV�LQ�WKH�2ILFLQD�DUHD�
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,Q� WKLV�ZD\�� 3'96$� LQFUHDVHG� LWV� SRZHU� YLV�j�YLV LWV� RSHUDWLQJ� DIILOLDWHV� HYHQ�PRUH� DQG�� DV� D�UHVXOW��WKH�FULSSOLQJ�FHQWULIXJDO�WHQGHQFLHV�ZKLFK�KDG�EHHQ�VR�PXFK�LQ�HYLGHQFH�GXULQJ�WKH�HDUO\�\HDUV� RI� WKH� QDWLRQDOLVHG�9HQH]XHODQ� RLO� LQGXVWU\� UHFHGHG� LQWR� WKH� EDFNJURXQG� DIWHU� WKLV� GDWH��H[HFXWLYHV� LQ� WKH�RSHUDWLQJ�FRPSDQLHV�QR� ORQJHU� IHOW� WKDW�3'96$
V� UROH� VKRXOG�EH�FRQILQHG� WR�WDNLQJ� �WKH� EXUGHQV� RI� GHDOLQJ� ZLWK� >0(0@� �� �� �� RII� WKHLU� VKRXOGHUV��� DQG�� KHQFH�� 3'96$
V��WHQGHQF\�WR�FHQWUDOLVH�RSHUDWLRQV��VWRSSHG�EHLQJ��D�PDMRU�VRXUFH�RI�GLVDJUHHPHQW���� *UDQWHG��LQWHU�DIILOLDWH�ULYDOULHV�GLG�QRW�GLVDSSHDU�FRPSOHWHO\����QHYHUWKHOHVV��WKH�VWUHQJWK�RI�WKHVH�ULYDOULHV�ZDV� PXFK� GLPLQLVKHG� E\� WKH� HPHUJHQFH� RI� �SURFHGXUHV�� UHFLSURFDO� UHFRJQLWLRQV�� QHJRWLDWLRQV�ZKLFK�>UHGXFHG@� WKH�PHQDFH�RI�GLYLVLYH�DQWDJRQLVP�DQG�>WXUQHG@�HQHPLHV� LQWR�SDUWLFLSDQWV� LQ�D�JDPH���� $V�D�UHVXOW�RI�WKLV��VLQFH�������3'96$�DQG�LWV�DIILOLDWHV�KDYH�VSRNHQ�ZLWK�RQH�YRLFH�RQ�PRVW� UHOHYDQW� LVVXHV�� WKH� IDFW� WKDW� WKLV� KDV� FRPH� WR� SDVV� DW� DOO� LV� D� WHVWLPRQ\�RI� WKH� HQRUPRXV�VXFFHVV�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�DW�WKH�OHYHO�RI�LQWUD�FRPSDQ\�SROLWLFV�

��&RURQHO��������������,ELG��� ���� � $IWHU� ������ �LQWHUDIILOLDWH� FRPPLWWHHV� EHFDPH� VWURQJHU� DV� D� FRQVHQVXV� DQG� SRZHU�VKDULQJ�PHFKDQLVP�>VLF�@��ZLWK�WKH�3'96$�FRRUGLQDWRU�DW� WKH�FHQWUH���(DFK�DIILOLDWH�RIIHUHG�VSHFLILF�VWUHQJWKV����� �DQG� 3'96$� EXLOW� XSRQ� WKHP� DQG� VR� DFKLHYHG� LQWHUQDO� YDULHW\� WKDW� KHOSHG� PDNH� WKH� RUJDQLVDWLRQ� PRUH�UHVSRQVLYH�WR�LWV�HQYLURQPHQW���-RKQVRQ�GH�9RJHOHU��RS��FLW����������)RU� LQVWDQFH� ZKHQ� /DJRYHQ� DQQRXQFHG� WKDW� LW� ZRXOG� EHJLQ� WR� VHOO� 2ULPXOVLRQ�� 0DUDYHQ� H[SUHVVHG�RSSRVLWLRQ�WR�WKLV�RQ�WKH�JURXQGV�WKDW�WKH�QHZ�IXHO�ZRXOG�UHSODFH�UHVLGXDOV�DQG�KHDY\�FUXGHV�LQ�VRPH�RI�WKH�PDUNHWV�ZKLFK�LW�VXSSOLHG��321��0DUFK����������������$OHVVDQGUR�3L]]RUQR��LQ�5XVFRQL�����������



���
����7KH�,QWHUQDWLRQDOLVDWLRQ�3URJUDPPH�DQG�WKH�2LO�0DUNHW�&UDVK�RI�����(YHU\ZKHUH�GR�,�SHUFHLYH�D�FHUWDLQ�FRQVSLUDF\�RI�ULFK�PHQ�VHHNLQJ�WKHLU�RZQ�DGYDQWDJH�XQGHU�WKH�QDPH�DQG�SUHWH[W�RI�WKH�FRPPRQZHDOWK6LU�7KRPDV�0RUH7KH�PDQQHU�LQ�ZKLFK�D�XQLWHG�3'96$��LQYHLJOHG�WKH�9HQH]XHODQ�JRYHUQPHQW�LQWR�HQGRUVLQJ�LWV�ILUVW� MRLQW� YHQWXUH� DJUHHPHQW� VHHPV� D� SHUIHFW� H[DPSOH� RI� WKH� IRUP� LQ�ZKLFK� WHFKQLFDOO\�QDLYH�SROLWLFLDQV� UXQ� WKH� ULVN� RI� EHFRPLQJ� �SDVVHQJHUV�RQ�D�P\VWHU\� WRXU��GLUHFWHG�E\� WHFKQRFUDWV����WKRVH�UHVSRQVLEOH�IRU�GHYLVLQJ�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�QHYHU�PDGH�LW�FOHDU�WKDW�WKHLU�PXFK� WUXPSHWHG� VHFXULW\� RI� RXWOHW� ZRXOG� EH� ERXJKW� ZLWK� GLVFRXQWV� �GLVFRXQWV� ZKLFK� GLG� QRW�DIIHFW�3'96$��EHFDXVH� WKH\�FDPH�RXW�RI� WKH�JRYHUQPHQW
V� UHQW��� �%HFDXVH�RI� WKLV�� LW�ZRXOG�EH�HDV\� WR� UHDG� WRR�PXFK� LQWR� WKLV� LQFLGHQW�� DQG� WKLQN� WKDW� WKH� VLJQLQJ� RI� WKH� DFFRUG�PDUNHG� WKH�EHJLQQLQJ�RI�DQ�HUD�RI�DVFHQGDQF\�RI�WKH�FRUSRUDWLRQ�RYHU�WKH�JRYHUQPHQW���7KLV��KRZHYHU��ZDV�QRW� WKH�FDVH�� WKURXJKRXW�������3'96$�DQG� LWV�RSHUDWLQJ�DIILOLDWHV�ZHUH�NHSW�RQ� WKH�GHIHQVLYH��PDLQO\�EHFDXVH�WKH�DQLPRVLW\�RI�WKH�+HUUHUD�DGPLQLVWUDWLRQ�WRZDUGV�WKH�RLO�LQGXVWU\�GLG�QRW�IODJ��DV�SURYHQ�E\�WKH�IDFW�WKDW�+HUUHUD
V�SDUWLQJ�VKRW�WR�3'96$�ZDV�WR�DSSRLQW�&DOGHUyQ�%HUWL�� WKH�ErWH�QRLUH RI� WKH� LQGXVWU\�� WR� WKH�SUHVLGHQF\�RI� WKH�KROGLQJ�FRPSDQ\��� �0RUHRYHU��ZKHQ�VRPH�$'�FRQJUHVVPHQ� IRXQG� WKDW� WKH�QHWWHG�EDFN�)2%�SULFH�RQ� WKH�YROXPHV�GHVWLQHG� IRU�5XKU�ZDV�ORZHU�WKDQ�RIILFLDO�9HQH]XHODQ�SRVWHG�SULFHV��WKH\�UDLVHG�D�VFDQGDO�ZKLFK�DOPRVW�VDQN�WKH�ZKROH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH���7KH�GHIHDW� RI� WKH�&23(,� SDUW\� �WR�ZKLFK� ERWK�+HUUHUD� DQG�&DOGHUyQ�EHORQJHG�� LQ� WKH�SUHVLGHQWLDO� HOHFWLRQV RI� ����� SUHVHQWHG� WKH� JRYHUQPHQW� ZLWK� DQ� RSSRUWXQLW\� WR� QRUPDOLVH� LWV�UHODWLRQV� ZLWK� 3'96$� �DQG� YLFH� YHUVD��� � +HUUHUD
V� VXFFHVVRU�� -DLPH� /XVLQFKL��ZDV� DSSDUHQWO\�HDJHU�WR�GLVSHO�WKH�LOO�ZLOO�WKDW�WKH�IRUPHU�KDG�SURYRNHG�DPRQJ�WKH�UDQNV�RI�WKH�LQGXVWU\����DQG�KH�JDYH�SDOSDEOH�VLJQV�RI�KLV�JRRG�LQWHQWLRQV�ZKHQ�KH�VDFNHG�ERWK�&DOGHUyQ�%HUWL�DQG�'tD]�%UX]XDO�IURP�WKHLU�SRVWV��DQG�DSSRLQWHG�D�YHWHUDQ�RLOPDQ��1DWHUD��WR�WKH�SUHVLGHQF\�RI�3'96$��� 2QH�
��5RVH��������������6HH� WKH� ERRN� E\�$'� FRQJUHVVPDQ�*XHYDUD� ������� ����� LQ�0D\� ������ FRQJUHVVPDQ�/HRQDUGR�0RQWLHO�2UWHJD� FODLPHG� WKDW� LQWHUQDWLRQDO� SULFHV�ZHUH� ����86'�%EO� KLJKHU� WKDQ� WKH�SULFHV� UHDOL]HG�E\�3'96$� LQ�*HUPDQ\��5DQGDOO��RS��FLW�� �������,Q�UHVSRQVH��4XLUyV�GLVLQJHQLRXVO\�DFFXVHG�WKH�FULWLFV�RI�WKH�SURJUDPPH�RI�QRW�VHHLQJ�WKH�ZRRG�IRU�WKH�WUHHV���9HED�WDNHV�OHVV�WKDQ���SHU�FHQW�RI�RXU�H[SRUWV�������EXW�WKH�SRVVLELOLW\�WKDW� WKLV�FRQWUDFW�PLJKW�KDYH�EHHQ�FRQFOXGHG� LQ�DQ� LQFRQYHQLHQW�PDQQHU�RU� WKDW� LWV� UHVXOWV�DUH�ZRUVH� WKDQ�VRPH�RWKHU�DOWHUQDWLYH�>VLF�@�������KDV�XQOHDVKHG�D�QDWLRQDO�FRQWURYHUV\�ZKLFK�FRQFHQWUDWHV�RQ�WKLV�VHYHQ�SHU�FHQW�DQG�LJQRUHV�WKH�RWKHU�QLQHW\�WKUHH�SHU�FHQW�RI�WKH�FRPPHUFLDO�DFWLYLW\�RI�WKH�RLO�LQGXVWU\��������������&RQJUHVVLRQDO� LQGLJQDWLRQ� VXUURXQGLQJ� WKH�GHDO�ZLWK�9HED�DOVR�KDG�D� ORW� WR�GR�ZLWK� WKH� IDFW� WKDW�3'96$�KDG�QRW�VRXJKW�&RQJUHVVLRQDO�DSSURYDO�EHIRUH�VLJQLQJ� LW�� LQ�DOOHJHG�FRQWUDYHQWLRQ�WR�$UWLFOH���RI�WKH� 5HVHUYDWLRQ� /DZ� �DOWKRXJK� WKH $WWRUQH\� *HQHUDO� XQHTXLYRFDOO\� FOHDUHG� WKH� FRPSDQ\� RI� DQ\�ZURQJGRLQJ��� � ,QWHUHVWLQJO\��&DOGHUyQ�%HUWL�GHFODUHG�SXEOLFO\� WKDW� LI�KH�KDG� LQIRUPHG�&RQJUHVV�DERXW� WKH�GHDO��3'96$�ZRXOG�QRW�KDYH�VLJQHG�LW��-RKQVRQ�GH�9RJHOHU��RS��FLW�����������3HUVRQDO�LQWHUYLHZ���3'96$�WRRN�WKH�RSSRUWXQLW\�WR�UHPRYH�IURP�LWV�ERDUG�WKRVH�PHQ�LGHQWLILHG�ZLWK�&DOGHUyQ�%HUWL��



���
FRXOG�WKLQN��WKHQ��WKDW�WKH�ULVH�RI�WKH�IULHQGO\�/XVLQFKL�WR�WKH�SUHVLGHQF\�RI�WKH�UHSXEOLF�ZDV�WKH�IDFWRU� WKDW� SURPSWHG� 3'96$� WR� KDOW� WKH� H[SDQVLRQ� RI� WKH� SURJUDPPH�� � $V� D� PDWWHU� RI� IDFW��WKRXJK��WKLV�VXVSHQVLRQ�ZDV�RUGHUHG�E\�/XVLQFKL�KLPVHOI��LQ�WKH�IDFH�RI�LQWHQVH�SUHVVXUH�H[HUWHG�E\�$'
V�FRQJUHVVLRQDO�IUDFWLRQ���SRVVLEO\�EHFDXVH�GXULQJ���������QHLWKHU�WKH�RLO�SULFH�GHFOLQH�QRU�3'96$
V� PDUNHWLQJ� SUREOHPV� ZHUH� VHYHUH� HQRXJK� WR� FRQYLQFH� KLP� WKDW� IXUWKHU� UHILQHU\�DFTXLVLWLRQV� ZHUH� QHFHVVDU\� WR� VDIHJXDUG� WKH� JRYHUQPHQW
V� RLO� LQFRPH�� �$V� IRU� WKH� FRPSDQ\
V�PDQDJHUV�� WKH\ GLG�QRW� OHW�/XVLQFKL
V�DSSDUHQWO\�JRRG�GLVSRVLWLRQ� WRZDUGV� WKH� LQGXVWU\�PLVOHDG�WKHP�LQWR�DVVXPLQJ�WKDW�WKH�PRWLYHV�ZKLFK�OD\�EHKLQG�WKHLU�ILUVW�IRUD\�LQWR�UHILQLQJ�DEURDG�KDG�GLVDSSHDUHG� RU� WKDW� WKH\� FRXOG� DIIRUG� WR� EHJLQ� VTXDEEOLQJ� DJDLQ�� � ,Q� IDFW�� LW� LV� FOHDU� WKDW� WKH\�UHDFKHG� WKH� SHVVLPLVWLF� � EXW�� LQ� WKH� HYHQW�� FRUUHFW� � FRQFOXVLRQ� WKDW� 9HQH]XHOD
V� PRXQWLQJ�HFRQRPLF�WURXEOHV�ZRXOG�PDNH�WKHLU�DUPLVWLFH�ZLWK�/XVLQFKL�VKRUW�OLYHG���(YHQ�WKRXJK�/XVLQFKL�DWWDFNHG�+HUUHUD
V�GLVDVWURXV�HFRQRPLF�SROLFLHV�DQG VSRNH�RI�WKH�LPSHULRXV� QHHG� WR� SXW� WKH� RLO� LQGXVWU\� EDFN�RQ� D� VRXQG� ILQDQFLDO� IRRWLQJ�� KLV� DFWLRQV� UDQ� YHU\�PXFK�FRXQWHU�WR�KLV�ZRUGV����KH�SXPSHG�ODUJH�DPRXQWV�RI�FDVK�LQWR�WKH�5%,�VLQNV�LQ�*XD\DQD����DQG� WKUHDWHQHG� WR� UHIRUP�9HQH]XHODQ� RLO� OHJLVODWLRQ�ZLWK� D� YLHZ� WR� WLJKWHQLQJ�0(0
V� FRQWURO�RYHU�3'96$�� �MXVW�WR�DGG�LQVXOW�WR�LQMXU\��KH�DOVR�ORZHUHG�WKH�VDODULHV�RI�RLO�H[HFXWLYHV�E\�WHQ�SHU�FHQW�������7KXV��LW�LV�QRW�VXUSULVLQJ�WR�ILQG�WKDW��UHJDUGOHVV�RI�WKH�IDFW�WKDW�WKH�SURJUDPPH�KDG�EHHQ� RIILFLDOO\� VXVSHQGHG�� 3'96$� FRQWLQXHG� VRXQGLQJ� RXW� SRWHQWLDO� SDUWQHUV� IRU� RYHUVHDV�UHILQLQJ�MRLQW�YHQWXUHV�ZKLFK��XQOLNH�5XKU��ZRXOG�KDYH�WKH�VROH�UDLVRQ�G
rWUH RI�SXWWLQJ�D�SDUW�RI�WKH�FRUSRUDWLRQ
V�RLO�UHYHQXHV�EH\RQG�WKH�ILVFDO�UHDFK�RI�WKH�9HQH]XHODQ�JRYHUQPHQW���3'96$
V�SHUVHYHUDQFH�ZDV� WR� SD\� RII� KDQGVRPH� GLYLGHQGV� LQ� ������ � ,Q� WKDW� \HDU��ZKLFK�GRHV PDUN� WKH�
��1RLVHV� FRPLQJ� IURP� WKH� $'� FDPS� EHIRUH� WKH� ����� HOHFWLRQ� KDG� EHHQ� IDU� IURP� HQFRXUDJLQJ� IRU� WKH�FRPSDQ\�� �)RUPHU�HQHUJ\�PLQLVWHU�9DOHQWtQ�+HUQiQGH]�� ZKR�ZDV DOVR�DQ�DGYLVRU� WR�$'
V�WRS�PHPEHUV��KDG�VDLG�LQ�PLG������WKDW�2ULQRFR�GHYHORSPHQW�VKRXOG�EH�VWRSSHG��WKDW�3'96$
V�KDQGOLQJ�RI�9HQH]XHOD
V�LQWHUHVWV�ZLWKLQ�23(&�ZDV��GDQJHURXVO\�FRQIXVHG���DQG�WKDW�WKHUH�ZDV�D�GXDO�QHHG�IRU�VWULFWHU�VXSHUYLVLRQ�RQ�3'96$
V�DIIDLUV�DQG�VWUHQJWKHQLQJ�RI�0(0��321��$XJXVW����������������7R� WKH�H[WHQW� WKDW��QRW� WRR� ORQJ�DIWHU�KLV�GHVLJQDWLRQ��1DWHUD�DOOHJHGO\�GUDIWHG�KLV�UHVLJQDWLRQ��ZKLFK�KH�ZDV� VDLG� WR� FDUU\� LQ� KLV� SRFNHW� DOZD\V� �6RVD� 3LHWUL��RS�� FLW��� ����� �1DWHUD� UHVLJQHG� D VKRUW�ZKLOH� LQWR�KLV�VHFRQG�SHULRG�DV�3'96$�SUHVLGHQW�� �+LV�VXFFHVVRU�� -XDQ�&KDFtQ��KDG�DQ�HDVLHU�ULGH�SDUWO\�EHFDXVH�RI�KLV�IDPLO\�WLHV�ZLWK�/XVLQFKL��EXW�DOVR�EHFDXVH�KH�KDG�VSHQW�KLV�SUH�QDWLRQDOLVDWLRQ�FDUHHU�LQ�&93��DV�RSSRVHG�WR�D�IRUHLJQ�RLO�FRPSDQ\����/XVLQFKL�ZDV� HDJHU� WR� FRXUW� WKH�PDVWHUV� RI� WKH�$'� VWURQJKROG� LQ�&LXGDG�*XD\DQD�� DQG� WR� SURYH� LW� KH�HOHYDWHG�&9*�KHDG�/HRSROGR�6XFUH�)LJDUHOOD� WR� WKH� OHYHO�RI�D�FDELQHW�PLQLVWHU��DQG�FRPPLWWHG��VR�PXFK�PRQH\�WR�>&9*
V@�IXWXUH�H[SDQVLRQ�������WKDW�WKH�QH[W�JRYHUQPHQW��QR�PDWWHU�ZKR�>ZDV@�UXQQLQJ�LW��>ZRXOG@�QRW�>KDYH�EHHQ@�DEOH�WR�EDFN�RII�IURP�WKRVH�SODQV���)7��2FWREHU�����������VSHFLDO�VXUYH\��������2Q� -XO\���� ������/XVLQFKL�GHFUHHG� WKH�FUHDWLRQ�RI� WKH�3UHVLGHQWLDO�&RPPLVVLRQ� IRU� WKH�5HYLVLRQ�RI� WKH�-XULGLFDO�$UUDQJHPHQWV� IRU�+\GURFDUERQV��ZLWK� WKH�DYRZHG�REMHFWLYH�RI�HVWDEOLVKLQJ��WKH�EDVLV� IRU�D�QHZ�MXULGLFDO� DUUDQJHPHQW�� XQLYRFDO� DQG� PRGHUQ� DQG� ZLWK� YRFDWLRQ� IRU� SHUPDQHQFH� >VLF�@�� GXH� WR� WKH�VXUPRXQWLQJ�RI�WKH�KLVWRULFDO�PRPHQWV�LQ�ZKLFK�WKH�OHJLVODWLRQ�FXUUHQWO\�LQ�YLJRXU�ZDV�LQVFULEHG���7URWWD�GH�*RGR\��RS��FLW�� ����VHH�LELG���������IRU�WKH�YDULRXV�SURSRVDOV�VWXGLHG�E\�WKH�FRPPLVVLRQ����-RKQVRQ�GH�9RJHOHU��RS��FLW�������



���
EHJLQQLQJ�RI�3'96$
V�DVFHQGDQF\�RYHU�WKH�JRYHUQPHQW��WKH�LQWHUQDWLRQDO�RLO�PDUNHW�RQFH�DJDLQ�FDPH�WR�WKH�UHVFXH�RI�WKH�9HQH]XHODQ�12&�E\�FUDVKLQJ�LQ�D�PDQQHU�UHPLQLVFHQW�RI�LWV�EHKDYLRXU�LQ�WKH�DIWHUPDWK�RI�WKH�GLVFRYHU\�RI�WKH�(DVW�7H[DV�ILHOG�$W�WKH�EHJLQQLQJ�RI�������9HQH]XHODQ�FUXGH�H[SRUWV�IHOO�EHOORZ�WKH���00%'�PDUN���$V�D�UHVXOW�RI� WKLV�GHYHORSPHQW��3'96$
V�VWRFN� LQ� WKH�H\HV�RI�WKH�9HQH]XHODQ�JRYHUQPHQW�URVH����DQG�WKH�LGHD�WKDW�KDYLQJ�FDSWLYH�FOLHQWV�ZRXOG�LQFUHDVH�9HQH]XHOD
V�YROXPHWULF�VHFXULW\�UHJDLQHG�PXFK� RI� WKH� OXVWUH� LW� KDG� ORVW� DIWHU� 23(&
V� 0DUFK� ����� SURGXFWLRQ� DFFRUG� HQDEOHG� PHPEHU�FRXQWULHV��6DXGL�$UDELD�H[FHSWHG��WR�SODFH�WKHLU�FUXGH�ZLWK�UHODWLYHO\�PRUH�HDVH�WKDQ�LQ��������,QGHHG��WKH������FULVLV�SXW�WKH�SURJUDPPH�EH\RQG�WKH�SDUWLVDQ�ELFNHULQJ�ZKLFK�KDG�REVWUXFWHG�LWV�SURJUHVV� XQWLO� WKHQ�� DQG� LQWHUQDWLRQDOLVDWLRQ� VXGGHQO\� EHFDPH� DQ� LVVXH� RI� OLIH� RU� GHDWK� IRU� WKH�9HQH]XHODQ�JRYHUQPHQW��� 6RVD�3LHWUL
V�VWDFFDWR�DFFRXQW�RI�WKLV�JRYHUQPHQWDO�DERXW�IDFH�LV�TXLWH�UHYHDOLQJ�LQ�-DQXDU\�������H[SRUWV�DUH�EHORZ�WKH�PLOOLRQ�EDUUHO�SHU�GD\�PDUN��DQG�WKHUH�DUH�GD\V�ZLWKRXW�DQ\� OLIWLQJV�� �7KH�QDWLRQDO�JRYHUQPHQW�LV�DODUPHG�DQG�LW�KDV�PRUH�WKDQ�HQRXJK�UHDVRQV�WR�EH���������>7KHQ@�ZLWK�VDOHV�DW�WKHLU�ORZHVW�SRLQW�HYHU��WKH�JRYHUQPHQW�������JLYHV�EDFN� WR�3'96$�WKH� OLEHUW\� WR�GHWHUPLQH�SULFHV�DV�ZHOO�DV� WKH� OLEHUW\� WR�DVVXUH�PDUNHWV�DQG� DYRLG� D� UHSHWLWLRQ� RI� VLWXDWLRQV� OLNH� WKRVH� H[SHULHQFHG� LQ� -DQXDU\�� � 7KXV�� WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�EHJLQV�DQHZ���/LNHZLVH��DQ�LQWHUYLHZ�JUDQWHG�E\�HQHUJ\�PLQLVWHU�+HUQiQGH]�*ULVDQWL�WR�3ODWW
V VKRZV�DOVR�WKDW�WKH�PDQQHU LQ�ZKLFK�3'96$�SUHVHQWHG�WKH�FDXVHV�DQG�SRVVLEOH�UHSHUFXVVLRQV�RI�WKH������FULVLV�WR� WKH� 9HQH]XHODQ ([HFXWLYH� ZDV� WKH� IDFWRU� UHVSRQVLEOH� IRU� WKH� FHOHULW\� ZLWK� ZKLFK� WKH�SURJUDPPH�ZDV�SXW�EDFN�LQWR�JHDU�
��/XVLQFKL�IRUJRW�DOO�DERXW�WKH�UHIRUP�RI�WKH�OHJDO�VWDWXV�RI�9HQH]XHODQ�K\GURFDUERQV��IRU�D�PRUH�FRPSOHWH�DFFRXQW��VHH�7URWWD�GH�*RGR\��RS��FLW����������,Q�2FWREHU� ������ -RKQVRQ�GH�9RJHOHU� LQWHUYLHZHG� D�3'96$�H[HFXWLYH�ZKR�JORDWHG� DERXW� WKH� VDOXWDU\�HIIHFW�ZKLFK� WKH� GHWHULRUDWLQJ�PDUNHW� VLWXDWLRQ� KDG� H[HUWHG� HYHQ� RQ�9HQH]XHOD
V�PRVWUDGLFDO� SROLWLFLDQV���1RWLFH� WKDW� 5DGDPpV� >/DUUD]iEDO�� RI� WKH�0$6�SDUW\@� GRHVQ
W� RSSRVH� WKH� >9HED@� FRQWUDFW� QRZ�� �+H� MXVW�REMHFWV�WR�VRPH�RI�WKH�FODXVHV���RS��FLW����������$V� &DOGHUyQ� %HUWL� REVHUYHG�� �RLO� H[SRUWV� KDG� WR� GHFOLQH�� IRUHLJQ� H[FKDQJH� HDUQLQJV�KDG� WR� GURS�DODUPLQJO\�DQG� WKH� LQWHUQDWLRQDO�RLO�PDUNHW
V�GHWHULRUDWLRQ�KDG� WR�ZRUVHQ�IRU� WKH�JRYHUQPHQW� WR� >DSSURYH@�WKH�QHJRWLDWLRQV�3'96$�KDG�EHHQ�FRQGXFWLQJ�ZLWK�VHYHUDO�FRPSDQLHV�DQG�WR�DFFHSW�WKDW�LQWHUQDWLRQDOLVDWLRQ�LV�JRRG�IRU�WKH�FRXQWU\

��321��-DQXDU\����������������6RVD�3LHWUL��RS��FLW����������+LV�UHSRUW�LV�EDVHG�XSRQ�RUDO�WHVWLPRQ\�E\�&KDFtQ�DQG�3'96$�YLFH�SUHVLGHQW�3DEOR� 5HLPSHOO�� � $FFRUGLQJ� WR�3ODWW
V� �-DQXDU\� ���� ������ ���� WKHVH� H[HFXWLYHV� VDLG� DW� DQ� H[WUDRUGLQDU\�VKDUHKROGHUV
�DVVHPEO\�PHHWLQJ�DWWHQGHG�E\�/XVLQFKL�DQG�&23(,�SDUW\�OHDGHUV�WKDW�9HQH]XHOD�FRXOG��DYRLG�QHWEDFN�SULFLQJ� DUUDQJHPHQWV� E\�HQWHULQJ� LQWR� WKHVH�RYHUVHDV� MRLQW�YHQWXUHV�� >HYHQ� WKRXJK� WKHVH�YHQWXUHV�ZRXOG� IXQFWLRQ� RQ� WKH� EDVLV� RI� QHWEDFNV�@�� DQG� WKDW�� �DOWKRXJK� 9HQH]XHOD
V� EURDG� UDQJH� RI� FUXGHV� DQG�SURGXFWV� KDG� SHUPLWWHG� 3'96$� WR� VHOO� DW� DERYH�PDUNHW� SULFHV>�@�� LQ� ODWH� ������3'96$�ZRXOG�SUREDEO\�HQFRXQWHU� �YROXPH� DQG� SULFLQJ� SUREOHPV� DV� RI� �� �� ��$SULO� >����@� LI� LQYHVWPHQW� SODQV� >ZHUH@� GHOD\HG� DQ\�IXUWKHU���EHFDXVH��VRPH�RI�LWV�FXVWRPHUV�>PLJKW@�VZLWFK�WR�RWKHU�RLO�VXSSOLHUV�ZLWK�ZKRP�QHWEDFN�GHDOV�KDG�DOUHDG\�EHHQ�ZRUNHG�RXW��



���
ZLWKRXW�HODERUDWLQJ��+HUQiQGH]�*ULVDQWL�VDLG�WKDW�
WKRVH�RI�XV�ZKR�KDYH�WKH�UHVSRQVLELOLW\�DQG� WKH� LQIRUPDWLRQ
� >IXUQLVKHG�E\�3'96$��RI�FRXUVH@�UHJDUGLQJ�PDUNHW�FRQGLWLRQV�DUH�DZDUH�WKDW�
EHJLQQLQJ�0DUFK�RU�$SULO�>VLF�@�WKH�VLWXDWLRQ�FRXOG�EHFRPH�FRPSOLFDWHG
��>DOO�RI�ZKLFK�PHDQW@�WKDW�WKH�JRYHUQPHQW�ZRXOG�KDYH�WR�PDNH�GHFLVLRQV�YHU\�VRRQ��EHFDXVH�WKHUH�ZHUH� 
D� VHULHV� RI� HOHPHQWV� LQ� WKH�SHWUROHXP�PDUNHW� VLWXDWLRQ� WKDW� FRXOG�PDNH� WKH�SODFLQJ� RI� RXU� H[SRUWV� GLIILFXOW
�� +H� GHVFULEHG� WKH� GHFLVLRQV� WR� EH� WKRVH� LQYROYLQJ�
FRQFUHWH�LQWHUQDWLRQDOLVDWLRQ�DJUHHPHQWV�WR�JXDUDQWHH�SODFHPHQW�RI�9HQH]XHODQ�RLO���7KH�FROODSVH�RI�WKH�RLO�PDUNHW��WKHQ��JDYH�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�D�GHFLVLYH�LPSXOVH��PDLQO\�EHFDXVH� LW�VHUYHG� WR�FRQYLQFH� WKH�9HQH]XHODQ�JRYHUQPHQW� WKDW� WKH�SURJUDPPH�PHULWHG� LWV� LUUHVWULFWHG� EDFNLQJ� �LW� ZDV� RQO\� DIWHU� WKLV� HYHQW� WKDW� WKH� JRYHUQPHQW� DFFHSWHG� WKH�
QHFHVVLW\
�RI�SODFLQJ�����0%'�� � KDOI�RI�9HQH]XHOD
V�H[SRUWV�� LQ�SODQWV�FRQWUROOHG�E\�3'96$��RQ� WKH�RQH�KDQG��DQG�SURSHUO\� LQVWLWXWLRQDOLVHG� WKH�SURJUDPPH�E\�DOORZLQJ�3'96$�WR�DFWLYDWH�,QWHUYHQ�� RQ� WKH� RWKHU��� � %XW� LW� DOVR�ZDV� LPSRUWDQW� EHFDXVH�� WKDQNV� WR� LW�� WKH� JRYHUQPHQW�ZDV�SHUVXDGHG� WKDW�3'96$
V�DIILOLDWHV�QHHGHG�PRUH��FRPPHUFLDO�IOH[LELOLW\��� �� �� WR�DGDSW� �� �� �� WR�WKH�QHZ�G\QDPLFV�RI�WKH�SHWUROHXP�PDUNHW�����DQG�WKDW�VXFK�IOH[LELOLW\�FRXOG�RQO\�EH�DFKLHYHG�LI�WKH\�ZHUH� DEOH� WR� VHW� 9HQH]XHODQ� H[SRUW� SULFHV� ZLWK� FRPSOHWH� GLVFUHWLRQ� �L�H�� ZLWKRXW� FRQVXOWLQJ�0(0��� � 7KLV� DUJXPHQW� ZDV� WUXH� HQRXJK�� EXW� WKH� RSHUDWLQJ� DIILOLDWHV� WRRN� WKHLU� QHZ� SULFLQJ�IDFXOWLHV� WR� WKHLU� OLPLWV��DQG�DGRSWHG�DQ�RSDTXH�SULFLQJ�V\VWHP�ZKLFK�SXW�DOO WKHLU� WUDQVDFWLRQV��DUP
V�OHQJWK� DQG� LQWHUQDO� DOLNH�� EH\RQG� VFUXWLQ\�� � 7KH� FRQYHQLHQFH� RI� DQ� RSDTXH� SULFLQJ�PHFKDQLVP�IRU�WKH�XQIROGLQJ�LQWHUQDWLRQDOLVDWLRQ�VWUDWHJ\�ZDV�REYLRXV��QRW�RQO\�GLG�LW�UXOH�RXW�D�SRVVLEOH� UHSHWLWLRQ� RI� WKH� HPEDUUDVVLQJ� HSLVRGH� RI�5XKU
V� QHW� UHDOL]DWLRQ� SULFHV� �ZKLFK� KDG� VR�GDPDJHG� WKH� SURJUDPPH�EDFN� LQ� ������� LW� DOVR� JDYH�3'96$� WKH� FKDQFH� WR� GHVLJQ� LWV� LQWHUQDO�QHWEDFN� IRUPXODH�DFFRUGLQJ� WR� LWV�XQLTXH� 
WD[�RSWLPLVDWLRQ
� UHTXLUHPHQWV��� ,Q�RWKHU�ZRUGV��RLO�LQGXVWU\� H[HFXWLYHV� FRUUHFWO\� FRQFOXGHG� WKDW�� VLQFH� RQO\� �WKH� H[LVWHQFH� LQ� WKH� ZRUOG� RI� DUP
V�OHQJWK�PDUNHWV�PDNHV�LW�SRVVLEOH�WR�JDXJH�WKH�H[WHQW�RI�H[FHVVLYH�WUDQVIHU�SULFHV�����HOLPLQDWLQJ�WKH�9HQH]XHODQ�SULFH�GDWD�JHQHUDWHG�LQ�VXFK�PDUNHWV�ZRXOG�PDNH�LW�YHU\�GLIILFXOW�IRU�DQ�RXWVLGHU�WR�WHOO�ZKHWKHU�3'96$
V�RZQ�WUDQVIHU�SULFHV�UHIOHFWHG�WKH�IDLU�PDUNHW�YDOXH�RI�LWV�FUXGHV���$QG�VXUH� HQRXJK�� IURP� WLPH� WR� WLPH�� 3'96$� KDV� VLOHQFHG� WKH� FULWLFV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� DGGXFLQJ� WKDW� VDOHV� WR� LWV� VXEVLGLDULHV� DUH� PRUH� SURILWDEOH� �RIWHQ� E\� YHU\� ODUJH�

��321��-DQXDU\��������������DQG�VHH�DOVR�+HUQiQGH]�*ULVDQWL���������$�ILJXUH�ZKLFK�ZDV��VRPH���������E�G�DERYH�WKH�OHYHO�SUHYLRXVO\�PHQWLRQHG�E\�(QHUJ\�0LQLVWHU�$UWXUR�+HUQiQGH]� *ULVDQWL�� �321�� )HEUXDU\� ���� ������ ���� � 0RUHRYHU�� WKH� SUHVLGHQW� RI� ,QWHUYHQ� VDLG� WKDW� WKLV�YROXPH� ZDV� QRW� D� IL[HG� REMHFWLYH�� DQG� WKDW� RQFH� 3'96$� KDG� DWWDLQHG� LW�� LW� ZRXOG� �GHFLGH� ZKHWKHU� WR�LQFUHDVH�RU�ORZHU�WKLV�WDUJHW��GHSHQGLQJ�RQ�ZRUOG�RLO�PDUNHW�FRQGLWLRQV���-XO\����������������321��)HEUXDU\���������������,W�VKRXOG�EH�SRLQWHG�RXW�WKDW��E\�WKH�WLPH�LWV�DIILOLDWHV�ZHUH�JUDQWHG�WKH�IDFXOW\�RI�GHWHUPLQLQJ�SULFHV�IRU�DOO�RI�9HQH]XHOD
V�RLO�H[SRUWV��3'96$�DOUHDG\�IXOO\�DSSUHFLDWHG�WKH�DGYDQWDJHV�RI�VXFK�D�V\VWHP���,Q�ODWH�������WKH�FRPSDQ\�KDG�EHHQ�JLYHQ�SHUPLVVLRQ�WR�VHW�H[�&XUDoDR�SURGXFWV�SULFHV�ZLWKRXW�DSSURYDO�IURP�0(0���%HUWUDQG��RS��FLW������



���
DPRXQWV���� WKDQ� VDOHV� WR�XQUHODWHG�SDUWLHV��HYHQ� WKRXJK� WKH� WZR� W\SHV�RI�FRPPHUFLDO�RSHUDWLRQ�DUH� QRW� VWULFWO\� FRPSDUDEOH� RQ� SULFH� WHUPV� DORQH�� EHFDXVH� WKH� FUXGH� WKDW� WKH� FRPSDQ\
V�VXEVLGLDULHV�EX\�LV�RI�D�PXFK�EHWWHU�TXDOLW\�WKDQ�WKH�RQH�ERXJKW�E\�WKH�UHVW�RI�LWV�FOLHQWV���7KDQNV� WR� WKH� RSDFLW\� RI� LWV� SULFLQJ� PHFKDQLVPV�� WKHQ�� 3'96$� KDV� EHHQ� DEOH� WR� SXW�PLOOLRQV�RI�GROODUV�EH\RQG� WKH� UHDFK�RI� WKH�9HQH]XHODQ� WUHDVXU\��E\�PHDQV�RI�GLVFRXQWV�ZKLFK�HYHQ�DQ�H[SHUW�ZRXOG� ILQG�TXLWH�GLIILFXOW� WR�GHWHFW� �D� VOLJKWO\�XQIDYRXUDEOH�GHHPHG�\LHOG� IRU�D�FUXGH�� D� FKDQJH� LQ� WKH� UHIHUHQFH� VSRW� PDUNHW� IRU� D� FHUWDLQ� SURGXFW� RU� DQG� DGMXVWPHQW� LQ� WKH�GHHPHG� UHILQLQJ�PDUJLQ�� WR� JLYH� EXW� WKUHH� REYLRXV� H[DPSOHV���� ,W� VKRXOG� EH� SRLQWHG� RXW� WKDW�3'96$
V� GRPHVWLF� UHILQLQJ� V\VWHP�� LQ� DOO� OLNHOLKRRG�� KDV� DOVR� EHHQ� XVHG� E\� WKH� FRPSDQ\� WR�WUDQVIHU�UHQW�DEURDG��LQ�WKH�ODVW�IHZ�\HDUV��D�VL]DEOH�SURSRUWLRQ�RI�9HQH]XHODQ�SURGXFWV�H[SRUWV�WR�WKH� 86� KDYH� EHHQ� FKDQQHOHG� WKURXJK� &LWJR��� ,Q� DGGLWLRQ�� LW� LV� DOVR� SUREDEOH� WKDW� 3'96$
V�GHFLVLRQ�WR�VXSSO\�LWV�86�UHILQHULHV�ZLWK�LWV�RZQ�WDQNHUV�PLJKW�KDYH�DW�OHDVW�DV�PXFK�WR�GR�ZLWK�WKH� IDFW� WKDW� IUHLJKW� UDWHV� DUH� DQRWKHU� HOHPHQW� ZKLFK� FDQ� EH� PDQLSXODWHG� WR� LPSXWH� FRVWV� WR�9HQH]XHODQ� FUXGH� DV�ZLWK� WKH� GLIILFXOW\� LQ� ILQGLQJ� DQG� FKDUWHULQJ� VWDWH�RI�WKH�DUW�� HFRORJLFDOO\�VRXQG��GRXEOH�KXOOHG�WDQNHUV���)LJXUH� )������ UHYHDOV� RQH� RI� WKH� FRVW�LPSXWLQJ� IDFHWV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH� DW� ZRUN�� � $V� FDQ� EH� DSSUHFLDWHG�� 30,�3HWURPDU
V� RSHUDWLRQDO� FRVWV� DUH� TXLWH�VXEVWDQWLDO�� HYHQ� WKRXJK�WKHVH�3'96$�VXEVLGLDULHV�DUH�DFWXDOO\�QRWKLQJ�PRUH� WKDQ�EUDVV�SODWHV�RQ� D�3DQDPDQLDQ� OHWWHUER[�� �*LYHQ� WKDW� WKH�PDMRULW\� �LI� QRW� DOO�� RI�30,�3HWURPDU
V�RSHUDWLRQDO�FRVWV�DUH�DFFRXQWHG�IRU�E\�WKH�FRPPLVVLRQV�ZKLFK�WKH\�SD\�WR�WKH�3'96$�DIILOLDWHV�ZKLFK�VHOO�FUXGH�DQG�SURGXFWV�RQ�WKHLU�EHKDOI��WKH�WD[�LPSOLFDWLRQV�DUH�VLJQLILFDQW���0RUHRYHU��WKH�DFFRXQWV�RI� 30,�3HWURPDU� DQG� DOO� WKH� RWKHU� 3'96$� RYHUVHDV� VXEVLGLDULHV� DUH� DXGLWHG� LQGLYLGXDOO\ E\�
��:KHQ�WKH�9HQH]XHODQ�FRQJUHVV�WULHG�WR�EORFN�WKH�SXUFKDVH�RI�&LWJR��3'96$�SRLQWHG�RXW��WR�JUHDW�HIIHFW��WKDW�LWV�FUXGH�DQG�SURGXFWV�VDOHV�WR�WKLV�FRPSDQ\�ZHUH�DOOHJHGO\�HDUQLQJ�DQ�DYHUDJH���86'�%EO�RYHU�PDUNHW�SULFHV��3,:��-XQH����������������6HH�&DOGHUyQ�%HUWL������������321��6HSWHPEHU�������������1RYHPEHU��������������0RUHRYHU��WKHUH�LV�QR�LQGLFDWLRQ� LQ� DQ\� RI� WKHVH� FRPSDULVRQV� ZKHWKHU� WKH� UHDOL]HG� SULFHV� WKH\� TXRWH� KDYH� EHHQ� QHWWHG� EDFN� WR�9HQH]XHOD���)LQDOO\��LW�VKRXOG�EH�SRLQWHG�RXW�WKDW��DW�OHDVW�LQ�WKH�FDVH�RI�5XKU��UHODWLYHO\�KLJK�UHDOL]HG�SULFHV�KDYH��RQ�RFFDVLRQ��EHHQ�WKH�UHVXOW�RI�FXUUHQF\�IOXFWXDWLRQV��3,:��0D\����������������,Q� WKLV� FRQWH[W�� LW� LV� ZRUWKZKLOH� WR� UHPHPEHU� WKH� UHDVRQV� ZK\� (QULFR�0DWWHL� DOZD\V� SUHIHUUHG� EDUWHU�WUDQVDFWLRQV�WR�VWUDLJKWIRUZDUG�WUDGHV���LW�ZDV�QHYHU�HDV\�WR�NQRZ�H[DFWO\�ZKDW�WKH�RLO�ZKLFK�(1,�DFWXDOO\�JRW� FRVW�� QRU� FRXOG� WKH� ,WDOLDQ� H[SRUW� SULFHV� EH� DVVHVVHG� RQ� WKHLU� RZQ�� � 7KLV� XQFHUWDLQW\� >PHDQW� WKDW@� QR�RXWVLGH�REVHUYHU�FRXOG�HYHU�EH�VXUH�DERXW�WKH�HFRQRPLF�VLJQLILFDQFH�RI�WKH�GHDOV�>DQG�VR�0DWWHL@�ZDV�IUHH�WR�SUHVHQW�WKHP�LQ�ZKDWHYHU�OLJKW�KH�IDQFLHG��DW�DQ\�JLYHQ�WLPH���)UDQNHO���������������3'96$
V�DERUWHG�MRLQW�YHQWXUH�ZLWK�6WHXDUW�3HWUROHXP�ZDV�SUREDEO\�PRWLYDWHG�E\�LWV�GHVLUH�WR�H[WHQG�WKH�EHQHILWV� RI� LQWHUQDWLRQDOLVDWLRQ� WR� LWV� PDUNHWLQJ� RI� SHWUROHXP� SURGXFWV�� LW� LV� OLNHO\� WKDW� WKH� 9HQH]XHODQFRPSDQ\� KDV� QRW� SXUVXHG� RWKHU� 6WHXDUW�W\SH� MRLQW� YHQWXUHV� EHFDXVH� &LWJR� KDV� SURYHG� TXLWH� FDSDEOH� RI�DEVRUELQJ�D�ODUJH�SURSRUWLRQ�RI�3'96$
V�SURGXFW�H[SRUWV���,Q������DQG����������SHU�FHQW�DQG����SHU�FHQW��UHVSHFWLYHO\��RI�&LWJR
V�LPSRUWV�ZHUH�GHOLYHUHG�RQWDQNHUV�RZQHG�E\�3'96$�0DULQD��&LWJR����.��������6���$����������$OO�RI�8QR�9HQ
V�LPSRUWV�DUH�WUDQVSRUWHG�LQ��3'96$�0DULQD�WDQNHUV�



���
GLIIHUHQW�SXEOLF�DFFRXQWLQJ�ILUPV�DQG�WKH�ILUP�ZKLFK�DXGLWV�3'96$
V�FRQVROLGDWHG EDODQFH�VKHHW�DQG�LQFRPH�VWDWHPHQW�GRHV�QRW�KDYH�DFFHVV�WR�WKHVH�VXEVLGLDULHV
�ERRNV�DQG�RQO\�UHFHLYHV�UHSRUWV�FRQWDLQLQJ� UHYHQXH� DQG� FRVW� ILJXUHV� ZKLFK� KDYH� EHHQ� SUHYLRXVO\� FROODWHG� DQG� FRQVROLGDWHG�HOVHZKHUH���
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SOURCE: PDVSA (c)
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:H�DUH�QRW� LPSO\LQJ� WKDW�3'96$�GRHV�RU�FDQ FRQYHUW�DOO� WKH�� WD[�GHGXFWLEOH�� H[SHQVHV�RI�LWV�RYHUVHDV� FRVW� FHQWUHV� LQWR� FDVK� IORZ� �WKHUH� DUH� QRW� HQRXJK� KDUG� GDWD� WR� FRQGXFW� WKH� IRUHQVLF�DFFRXQWLQJ�H[HUFLVH�QHHGHG�WR�SURYH�VXFK�DOOHJDWLRQ�LQ�D�FRQFOXVLYH�PDQQHU����1HYHUWKHOHVV��WKH�ODUJH�ULVH�LQ�WKH�FRPSDQ\
V�RSHUDWLQJ�FRVWV�UHJLVWHUHG�RYHU�WKH�ODVW�IHZ�\HDUV�DQG�WKH�FRQFRPLWDQW�VTXHH]H� RQ� WKH� JRYHUQPHQW
V� ILVFDO� UHYHQXHV� �SDUWLFXODUO\� DIWHU� ������ ZKHQ� WKH� DFFRXQWV� RI�ZKROO\�RZQHG� RYHUVHDV� DIILOLDWHV� ZHUH� FRQVROLGDWHG� ZLWK� 3'96$
V� LQ� WKH� ODWWHU
V� ILQDQFLDO�VWDWHPHQWV��LQGLFDWH�WKH�VFRSH�WKDW�WKH�FRPSDQ\�KDV�WR�HQJDJH�LQ�VXFK�DFFRXQWLQJ�PDQRXYUHV��VHH�)LJXUH�)�������� �0RUHRYHU��DV�WKLV�VDPH�ILJXUH�VKRZV��3'96$�KDV�KDG�QR�TXDOPV�LQ�VTXHH]LQJ�ZKDW�� LQ�WKHRU\�DW�OHDVW��LV�VXSSRVHG�WR�EH�WKH�PDLQ�VRXUFH�RI�LQFRPH�IRU�WKH�ZKROH�FRUSRUDWLRQ��WKH����SHU�FHQW�RI�QHW�9HQH]XHODQ�RLO�H[SRUW�LQFRPH�WKDW�LWV�RSHUDWLQJ�VXEVLGLDULHV�JLYH�LW�DV�D�WD[�H[HPSW� FRQWULEXWLRQ��� � 7KH� UHDVRQ� IRU� WKLV� LV� VLPSOH�� DQ\� JRYHUQPHQW� ZRXOG� EH� YHU\�VXVSLFLRXV�LI�QRQ�UR\DOW\�FRVWV�GLUHFWO\�LPSXWDEOH�WR�H[SRUWV�GLPLQLVKHG�RU�VWD\HG�FRQVWDQW�ZKLOH�
��6LQFH� ������ WKH� OHWWHU� WR� 3'96$
V� VKDUHKROGHU� DQG� ERDUG� RI� GLUHFWRUV� SUHSDUHG� E\� WKH� FRPSDQ\
V�DFFRXQWDQWV� KDV� FRQWDLQHG� D�GLVFODLPHU� DORQJ� WKH� IROORZLQJ� OLQHV�� �7KH� ILQDQFLDO� VWDWHPHQWV� RI� FHUWDLQ�VXEVLGLDULHV� DQG� DIILOLDWHV��ZKLFK� VWDWHPHQWV� UHIOHFW� DVVHWV� WKDW� UHSUHVHQW���� DQG���� DW�'HFHPEHU� ��������� DQG� ������ UHVSHFWLYHO\�� DQG� UHYHQXHV� WKDW� UHSUHVHQW����� ��� DQG� ��� RI� WKH� FRUUHVSRQGLQJ�FRQVROLGDWHG� WRWDOV IRU� WKUHH�\HDUV� LQ� WKH�SHULRG�HQGHG�'HFHPEHU�����������UHVSHFWLYHO\��ZHUH�DXGLWHG�E\�RWKHU�DXGLWRUV�ZKRVH�UHSRUWV�WKHUHRQ�KDYH�EHHQ�IXUQLVKHG�WR�XV��DQG�RXU�RSLQLRQ�H[SUHVVHG�KHUHLQ��LQVRIDU�DV�LW�UHODWHV�WR�WKH�DPRXQWV�LQFOXGHG�IRU�VXFK�VXEVLGLDULHV�DQG�DIILOLDWHV��LV�EDVHG�VROHO\�RQ�WKH�UHSRUWV�RI�WKH�RWKHU�LQGHSHQGHQW�SXEOLF�DFFRXQWDQWV���3'96$��D�������������LWDOLFV�RXUV����7KH�ILJXUHV�LQ�LWDOLFV�YDU\�IURP�\HDU�WR�\HDU��EXW�WKH\�DUH�DOZD\V�YHU\�ODUJH�



���
WRWDO�RSHUDWLQJ�FRVWV�VN\URFNHWHG��DV�ZRXOG�EH�WKH�FDVH�LI�WKH�FRPSDQ\�ZHUH�WU\LQJ�WR�PD[LPLVH�QHW�H[SRUW�LQFRPH�ZKLOH�PLQLPLVLQJ�LWV�QHW�WD[DEOH�LQFRPH����7KXV��WKH�IDFW�WKDW�3'96$�KDV�EHHQ�ZLOOLQJ�WR�HQJDJH�LQ�WKLV�WUDGHRII�DW�DOO�VSHDNV�YROXPHV�DERXW�WKH�FRQVLGHUDEOH�DPRXQW�RI�PRQH\�WKDW�PXVW�KDYH�IRXQG�LWV�ZD\�WR�LWV�VXEVLGLDULHV�DEURDG��DOWKRXJK�LW�PXVW�EH�ERUQH�LQ�PLQG�WKDW�WKH�IDOO� LQ�9HQH]XHODQ�QHW�H[SRUW�LQFRPH�UHFRUGHG�VLQFH������KDV�DOVR�EHHQ�SURYRNHG�E\�D�PDUNHG�LQFUHDVH� LQ�3'96$
V�GRPHVWLF� LQYHVWPHQW��ZKLFK� WKH�FRPSDQ\�KDV�UHSRUWHG�XQGHU� WKH�JXLVH�RI�RSHUDWLRQDO� H[SHQGLWXUHV��� � 1HYHUWKHOHVV�� WKHUH� LV� D� OLPLW� WR� KRZ�PXFK� HYHQ� WKH�PRVW� FUHDWLYH�DFFRXQWLQJ�FDQ�KLGH��DQG�LW�KDV�QRW�HVFDSHG�WKH�DWWHQWLRQ�RI�VRPH�9HQH]XHODQ�DFDGHPLFV�WKDW�WKH�UDWKHU�VPDOO�GLVWULEXWDEOH�FDVK�IORZV�RI�3'96$
V�IRUHLJQ�VXEVLGLDULHV�VHHPLQJO\�EHDU�QR�UHODWLRQ�WR�WKHLU�KXJH�UHYHQXHV��VHH�$QQH[H���IRU�DQ�H[DPSOH���� 3'96$�KDV�UHVSRQGHG�WR�WKLV�FULWLFLVP�E\� VD\LQJ� WKDW� WKLV� LPEDODQFH� LV� D� UHVXOW� RI� LWV� HIIRUWV� WR� GLPLQLVK� LWV� WD[� ORDG� LQ� WKH� IRUHLJQ�FRXQWULHV�LQ�ZKLFK�LW�RSHUDWHV���

FIGURE F6.4.2: SELECTED FINANCIAL VARIABLES AS A PROPORTION OF GROSS VENEZUELAN OIL
EXPORT INCOME (1976-95)

SOURCE: MEM
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Income Tax, Royalties
and Other Taxes

Operating Costs Operating Companies'
Legal Contribution to
PDVSA

%XW�LI�LW�LV�WUXH�WKDW�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�LV�JHDUHG�WRZDUGV�WKH�WUDQVIHU�RI�UHQW� DEURDG�� ZK\� DUH� WKH� FRIIHUV� RI� 3'96$
V� VXEVLGLDULHV� QRW� RYHUIORZLQJ� ZLWK� FDVK"� � 7KH�DQVZHU�WR�WKLV�TXHVWLRQ�LV�TXLWH�VWUDLJKWIRUZDUG��DV�7DEOH�7������PDNHV�FOHDU��WKH�FRPSDQ\�LV�QRW�NHHQ�WR�KROG�OLTXLG�DVVHWV�ZKLFK�FDQ�EH�WDNHQ�RYHU�DW�VKRUW�QRWLFH�E\�WKH�9HQH]XHODQ�JRYHUQPHQW���,QVWHDG��LWV�VXEVLGLDULHV�KDYH�XVHG�WKH�UHQWV�WUDQVIHUUHG�WR�WKHP�WR�H[SDQG�WKURXJK�WKH�DFTXLVLWLRQ�
��0HQGR]D�3RWWHOOi��������7URWWD�GH�*RGR\��RS��FLW����������7URWWD� GH�*RGR\��LELG� &LWJR� DQG�8QR�9HQ�KDYH� D� WD[� DOORFDWLRQ� DJUHHPHQW�ZLWK�3'9�$PpULFD�� XQGHU�ZKLFK� WKH\� KDYH� WR� SURYLGH� WKH� ODWWHU� FRPSDQ\� ZLWK� VXIILFLHQW� FDVK� WR� SD\� LWV� FRQVROLGDWHG� LQFRPH� WD[�OLDELOLWLHV� 3'9�$PpULFD
V�SURYLVLRQV�IRU�LQFRPH�WD[HV�LQ������DQG�������UHVSHFWLYHO\��ZHUH����0086'�DQG�����0086'�� WKHVH� ILJXUHV� UHSUHVHQW�DQ�HIIHFWLYH� WD[� UDWH�RI�RQO\����SHU�FHQW� �3'9�$PpULFD����.�������� ����� ZKLFK� FRPSDUHV� UDWKHU� IDYRXUDEO\� ZLWK� 9HQH]XHOD
V� �����SHU� FHQW� LQFRPH� WD[� UDWH� IRU�K\GURFDUERQV�DFWLYLWLHV�



���
RI�UHILQLQJ��PDUNHWLQJ�DQG�WUDQVSRUWDWLRQ�DVVHWV�ZKLFK��E\�YLUWXH�RI�WKHLU�EHLQJ�LOOLTXLG��DUH�YHU\�GLIILFXOW�WR�FRQILVFDWH���+HQFH��WKH�UHODWLYHO\�PRGHVW�JURZWK�RI�DIILOLDWHV�OLNH�5XKU�DQG�8QR�9HQ�LV� GXH� WR� WKH� IDFW� WKDW� WKHLU� ORFDWLRQDO� GLVDGYDQWDJHV� GLVVLSDWH� D� VL]DEOH� SURSRUWLRQ� RI� WKHLU�WUDQVIHUUHG�UHQWV��LQ�FRQWUDVW��&LWJR�KDV�KDG�WR�H[SDQG�DW�D�EUHDNQHFN�SDFH�EHFDXVH�RQO\�WKXV KDV�LW� EHHQ� DEOH� WR� DEVRUE� WKH� VXUSOXV� JHQHUDWHG� LQ� LWV� UHILQLQJ� V\VWHP�ZLWKRXW� DFFXPXODWLQJ� ODUJH�DPRXQWV� RI� OLTXLG� DVVHWV� �)LJXUH� )�������� � 3ROLWLFDO� IDFWRUV� �3'96$
V� GHVLUH� WR� HQKDQFH� LWV�HQWUHSUHQHXULDO� DXWRQRP\� E\� LQFUHDVLQJ� LWV� VKDUH� RI� 9HQH]XHOD
V� SHWUROHXP� UHQW� DW� WKH�JRYHUQPHQW
V�H[SHQVH��KDYH�VKLIWHG�WKH�ORFXV�DW�ZKLFK�WKH�FRPSDQ\
V�LQWHUQDO�VXSSO\�DQG�GHPDQG�FXUYHV� LQWHUVHFW� DQG� KDYH� DOWHUHG� LWV� UHVSRQVLYHQHVV� WR� PDUNHW� VLJQDOV�� � $V� D� UHVXOW�� WKH�9HQH]XHODQ� 12&� KDV� LQYHVWHG� FDSLWDO� LQ� DVVHWV� ZKLFK� RWKHU� FRPSDQLHV� ZRXOG� FRQVLGHU� ERWK�H[SHQVLYH� DQG� XQSURILWDEOH�� EXW�ZKLFK� LW� ILQGV� ERWK� FKHDS� �VLQFH� WKH\� KDYH� EHHQ� ERXJKW�ZLWK�PRQH\� WKDW� WKH�FRPSDQ\�ZRXOG�QRW�RWKHUZLVH�KDYH�KDG�DFFHVV� WR�����DQG�SURILWDEOH��VLQFH� WKH\�JLYH�LW�WKH�SRVVLELOLW\�WR�PRQHWLVH�HYHU�ODUJHU�WUDQVIHUUHG�UHQWV��
7$%/(�7��������&RPSRVLWLRQ�RI�3'96$
V�DVVHWV��LQ�SHUFHQWDJHV������������&DVK�DQG %&9��JRYHUQPHQW $FFRXQWV ,QYHQWRULHV

 ',7��33;�� ,QYHVWPHQWV��� 33(����HTXLYDOHQWV ERQGV�
 UHFHLYDEOH���� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ���������


 ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� ��������� ����� ����� ����� ����� ����� ����� �����

�/LTXLG�DVVHWV�KHOG�E\�%&9� RU�9HQH]XHODQ�JRYHUQPHQW�ERQGV

��&UXGH��SURGXFWV��PDWHULDOV��VXSSOLHV��IHUWLOLVHUV��HWF� 


��$IWHU�UHVWDWHPHQW�LQ�������'HIHUUHG�LQFRPH�WD[HV�DQG�SUH�SDLG�H[SHQVHV���,QFOXGHV�LQYHVWPHQWV�LQ�3HTXLYHQ��3DOPDYHQ��&DUER]XOLD��LQFOXGHV�&LWJR�DQG &KDPSOLQ�XQWLO������EXW�QRW�,VOD�DOVR�LQFOXGHV�5XKU��8QR�9HQ�DQG�1\QlV�����3URSHUW\��SODQW�DQG�HTXLSPHQW��LQFOXGHV�&LWJR�DIWHU�������DQG�&DULEEHDQ�VWRUDJH�IDFLOLWLHV�
6RXUFH��3'96$��D�
��3'96$
V�GRZQ�SD\PHQWV�IRU�LWV�UHILQHU\�DFTXLVLWLRQV�KDYH�EHHQ�FRYHUHG�ZLWK�FUXGH�LQYHQWRULHV�WKDW�KDYH�SDLG�QR�UR\DOW\�RU� LQFRPH� WD[��EXW�ZKRVH�H[WUDFWLRQ�FRVWV�KDYH�EHHQ�H[SHQVHG�IRU� LQFRPH� WD[�FDOFXODWLRQ�SXUSRVHV��SHUVRQDO�LQWHUYLHZ��



���

),*85(�)�������&20326,7,21�2)�&,7*2
6�$66(7�%$6(����������

SOURCE: Citgo
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PDVSA assumes control of 100 % of Citgo

2QH� RI� WKH� PDLQ� FRQVHTXHQFHV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� EHHQ� WR�LQFUHDVH� WKH� FDSDELOLW\� RI� 3'96$
V� PDQDJHPHQW� WR� UHVLVW� SDVVLYHO\� WKH� GLUHFWLYHV� RI� WKH�JRYHUQPHQW�� SDUWLFXODUO\� WKRVH� WKDW� DIIHFW�ZKDW� WKH� FRPSDQ\� VHHV� DV� LWV� SURSULHWDU\� UHVRXUFHV���7KH� EHVW� H[DPSOH� RI� WKLV�� LURQLFDOO\� HQRXJK�� LV� WKH�PDQQHU� LQ�ZKLFK�3'96$�GHILHG�3UHVLGHQW�3pUH]� ZKHQ� KH� RUGHUHG� WKH� FRPSDQ\� WR� VHOO� KDOI� RI� &LWJR�� � (YHQ� WKRXJK� VRPH� RLO� LQGXVWU\�H[HFXWLYHV�H[SUHVVHG� WKHLU�FRQWHPSW� IRU� WKLV�GLUHFWLYH�DQG�RSHQO\�TXHVWLRQHG�3pUH]
V� MXGJPHQW��RWKHUV� MXVW� SRLQWHG� RXW� WKDW� 3pUH]
V� ZLVKHV� FRXOG� QRW� EH� IXOILOOHG�� EHFDXVH� WKH� UHFHVVLRQ� LQ�GHYHORSHG�FRXQWULHV�DQG�WKH�FRQGLWLRQV�LQ�WKH�RLO�PDUNHW�PHDQW�WKDW�QRERG\�ZRXOG�SD\�WKH�SULFH�ZKLFK� 9HQH]XHOD� � WKDW� LV�� 3'96$� � ZRXOG� GHPDQG� IRU� &LWJR��� ,QGHHG�� D� YHU\� SHUFHSWLYH�DQRQ\PRXV�3'96$�RIILFLDO�REVHUYHG�WKDW�QHJRWLDWLQJ�WKH�RSHUDWLRQ�ZRXOG�WDNH�VR�ORQJ�WKDW��E\�WKH� WLPH� LW�ZDV� UHDG\��3pUH]�ZRXOG�SUREDEO\�KDYH� OHIW� RIILFH�DQG� WKH�VDOH�RI�&LWJR��ZRXOG�QRW�HYHQ�EH�DQ�LVVXH�DQ\PRUH���� 7KLV�GLDJQRVH��RI�FRXUVH��WXUQHG�RXW�WR�EH�YHU\�DFFXUDWH��3pUH]�ZDV�LPSHDFKHG�ORQJ�EHIRUH�3'96$�KDG�WDNH�DQ\�FRQFUHWH�VWHSV�WR�FRPSO\�ZLWK�KLV�RUGHUV��LW�LV�VDIH�WR�DVVXPH�WKDW��KDG�3pUH]�QRW�EHHQ�LPSHDFKHG��WKH�FRPSDQ\�FRXOG�KDYH�JRQH�RQH�VWRQHZDOOLQJ�WKH�JRYHUQPHQW�IRU�WKH�UHPDLQGHU�RI�KLV�WHUP��DQG�EH\RQG��

��321��6HSWHPEHU��������������,ELG�����



���
���� %XW� +RZ� +DYH� 7KH\� *RW� $ZD\� ZLWK� ,W"� 7KH� $QWLQRPLHV� RI� 3'96$
V�&RPPHUFLDO�2LO�3ROLF\�5HYLVLWHG$OO�P\�PHDQV�DUH�VDQH��P\�PRWLYH�DQG�REMHFW�DUH�PDG+HUPDQ�0HOOYLOOH��0RE\�'LFN$V�0DMRQH�QRWHV���GHVSLWH�WKH�VXEVWDQWLDO�FRVW�RI�PRGLI\LQJ�LQVWLWXWLRQDO�FRQVWUDLQWV��H[SHULHQFHG�DFWRUV� KDYH� DOZD\V� UHFRJQLVHG� WKH� DGYDQWDJH� RI� LQIOXHQFLQJ� SROLF\� RXWSXWV� E\� VXFK� LQGLUHFW�PHWKRGV���EHFDXVH�WKH\�NQRZ�WKDW��LW�LV�RIWHQ�PRUH�HIILFLHQW�WR�XVH�>WKHLU@�UHVRXUFHV�WR�LQIOXHQFH�WKH� LQVWLWXWLRQDO�PHFKDQLVPV� WKDW�ZLOO�SURGXFH� IXWXUH�VWUHDPV�RI�YDOXHG�RXWFRPHV��� UDWKHU� WKDQ��GLVSHUVLQJ� UHVRXUFHV� LQ� WU\LQJ� WR� VHFXUH� IDYRXUDEOH� UHVRXUFHV� SLHFHPHDO���� 2Q� D� QXPEHU� RI�RFFDVLRQV�� 3'96$� KDV� GHPRQVWUDWHG� QRW� RQO\� WKDW� LW XQGHUVWDQGV� WKH� VXSHULRULW\� RI� VXFK�URXQGDERXW�PHWKRGV� EXW� DOVR� WKDW� LW� LV�ZHOO� YHUVHG� LQ� WKH� DUW� RI� XVLQJ� WKHP� WR� IXOO� DGYDQWDJH���$PRQJ� WKH� URXQGDERXW� VWUDWHJLHV� ZKLFK� WKH� FRPSDQ\� KDV� DGRSWHG� RYHU� WKH� \HDUV�� WKH�LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� PXVW� EH� VLQJOHG� RXW� DV� WKH� PRVW� DFFRPSOLVKHG� RI� DOO�� � 7KLV�SURJUDPPH� KDV� XQGRXEWHGO\� VHUYHG� WR� LQFUHDVH� ERWK� WKH� OHQJWK� RI� WLPH� DQG� WKH� OHYHUDJH� WKDW�3'96$� KDV� WR� UHVSRQG� WR� KRVWLOH�PRYHPHQWV� RQ� WKH� SDUW� RI� WKH� JRYHUQPHQW�� � 7KH� FRPSDQ\
V�JUHDWHU�PDUJLQ�IRU�PDQRXYUH� LQ�WXUQ��KDV�HQDEOHG�WKH�9HQH]XHODQ�RLO�WHFKQRFUDF\�WR�EHKDYH�PRUH�DQG�PRUH�OLNH�WKH�QRWRULRXV�EXUHDXFUDF\�RI�WKH�+DEVEXUJ�PRQDUFK\��ZKRVH�IDYRXULWH�PRWWR�ZDV�REHGH]FR�SHUR�QR�FXPSOR �L�H��,�KHHG�RUGHUV��EXW�GR�QRW�FDUU\�WKHP�RXW����7KH�JUHDW�PHULW�RI�WKRVH�ZKR�FRQFHLYHG�WKH�SURJUDPPH�OLHV�LQ�WKH�EULOOLDQW�IDVKLRQ�LQ�ZKLFK�� LQ�DXWKHQWLF�:HEHULDQ�VSLULW�� WKH\� XVHG� WKHLU� VXSHULRU� NQRZOHGJH� �DERXW� WKH� RLO�PDUNHW� DQG� WKH� RLO� LQGXVWU\� LQ� JHQHUDO�� WR�FRQYLQFH� WKH� +HUUHUD� DGPLQLVWUDWLRQ� WR� DGRSW� D� SURJUDPPH� WKDW� ZRXOG� DOWHU� WKH� FRQGLWLRQV� RI�SROLWLFDO� H[FKDQJH� EHWZHHQ� WKH� 9HQH]XHODQ� ([HFXWLYH� DQG� 3'96$� LQ� IDYRXU� RI� WKH� ODWWHU���0RUHRYHU��RLO�LQGXVWU\�PDQDJHUV�KDYH�GHPRQVWUDWHG�JUHDW�UHVLOLHQFH�DQG�LQJHQXLW\�DW�DGDSWLQJ�WKH�SURJUDPPH� WR� FKDQJLQJ� DQG� HYHU� PRUH� WU\LQJ� FLUFXPVWDQFHV�� DQG� FRQYLQFLQJ� VXFFHVVLYH�9HQH]XHODQ�DGPLQLVWUDWLRQV�WR�VDQFWLRQ�LWV�H[SDQVLRQ���7KLV�KDV�EHHQ�QR�VPDOO�IHDW�� SDUWLFXODUO\�LI�RQH�FRQVLGHUV�WKDW�WKH�9HQH]XHODQ�JRYHUQPHQW�KDV�QHYHU�WUXVWHG�3'96$��RQ�WKH�RQH�KDQG��DQG�WKDW� PDQ\� SROLWLFLDQV� KDYH� VWURQJO\� TXHVWLRQHG� WKH� DOOHJHG� EHQHILWV� RI� WKH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�� DQG�LW�EHJV�RQH�NH\�TXHVWLRQ��KRZ�KDYH�WKH\�EHHQ�DEOH�WR�GR�LW"2QH�FRXOG�WKLQN�WKDW�3'96$
V�VXFFHVV�LV�D�UHIOHFWLRQ�RI�WKH�IDFW�WKDW��SDUWLFXODUO\�VLQFH�ODWH� ������ LW� KDV�PDQLSXODWHG� WKH�9HQH]XHODQ� RLO� DJHQGD� DW� LWV� OHLVXUH� WKDQNV� WR� WKH� LJQRUDQFH�DERXW�RLO�PDWWHUV�ZKLFK�SHUYDGHV�WKH�9HQH]XHODQ�SROLWLFDO�VSKHUH���$IWHU�DOO�LI� WKHUH� LV� D� PRQRSRO\� DJHQGD� VHWWHU� � VRPHRQH� ZKR� LV� FRPSOHWHO\� DQG� XQLTXHO\�HPSRZHUHG�WR�SLFN�DQG�RUGHU�HOHPHQWV�RI�DQ�DJHQGD�� WKHQ���� ��WKHUH�LV�DOZD\V�VXIILFLHQW�RSSRUWXQLW\�IRU�KLP�WR�PDQLSXODWH�WKH�VHTXHQFH�RI�YRWHV�WR�SURGXFH�DQ\�ILQDO�RXWFRPH�KH�GHVLUHV�� WKH�SUHIHUHQFHV�RI�RWKHU�DJHQWV�DUH�QR�FRQVWUDLQW�RQ�WKH�ILQDO�RXWFRPH�� �2Q�WKH�
��0DMRQH��RS��FLW������



���
RWKHU KDQG�� LI� WKH�DJHQGD� LV�EXLOW� UDQGRPO\�RU�E\�DQ� 
RSHQ
�SURFHVV� LQ�ZKLFK�DQ\�DJHQW�PD\� SURSRVH� DQ� DOWHUQDWLYH�� WKHQ� WKH� UHVXOWV� LPSO\� WKDW� QR� PDWWHU� ZKHUH� WKH� SURFHVV�EHJLQV��WKHUH�LV�QR�WHOOLQJ�ZKHUH�LW�ZLOO�HQG���+RZHYHU��3'96$�KDV�QHYHU� UHDOO\�EHHQ� LQ� D�SRVLWLRQ� WR� H[FOXGH� WRWDOO\�RWKHU�DJHQWV� IURP� WKH�IRUPDWLRQ�RI�WKH�DJHQGD�DQG�WR�RIIHU�WKH�JRYHUQPHQW�D�
WDNH�LW�RU�OHDYH�LW
�DOWHUQDWLYHV���*UDQWHG��WKH�FRPSDQ\�KDV�EHHQ�DEOH�WR�PDVVDJH�WKH�DJHQGD�LQ�VXFK�D�ZD\�WKDW�WKH�JRYHUQPHQW�KDV�HQGHG�XS� E\� IRFXVLQJ� RQ� RQH� SUREOHP� �WKH� YRODWLOLW\� RI� WKH� RLO� PDUNHW�� WKURXJK� D� SDUWLFXODU� OHQV� RI�3'96$
V� FKRRVLQJ� �YROXPHWULF� VHFXULW\� WKURXJK� LQWHJUDWLRQ��� �7KLV� VLWXDWLRQ��KRZHYHU��GLG�QRW�FRPH�DERXW�DV�D�UHVXOW�RI�DQ�XOWLPDWXP�GHOLYHUHG�E\�WKH�12&��DV�ZH�KDYH�VKRZQ��WKH�GHILQLWLYH�SXVK� IRU� WKH� SURJUDPPH�ZDV� WKH� FRQVHTXHQFH� RI� DQ� H[WHUQDO� HYHQW�� DQG�ZKHQ� WKLV� HYHQW� WRRN�SODFH�� WKHUH�ZDV� QR� FDVW�LURQ� JXDUDQWHH� IRU�3'96$� WKDW� WKH� JRYHUQPHQW�ZRXOG� UHDFW� DV� LW� GLG��DIWHU�DOO��3UHVLGHQW�/XVLQFKL�FRXOG�KDYH�RUGHUHG� WKDW�3'96$ LQYHVWLJDWH� VRPH�RWKHU�RSWLRQ� WR�IDFH�WKH�FULVLV��IROORZLQJ�WKH�H[DPSOH�RI��VD\��3(0(;����2I�FRXUVH��WKLV�GRHV�QRW�PHDQ�WKDW�WKH�VXSHULRU� WHFKQLFDO�NQRZOHGJH�RI�RLO� LQGXVWU\�PDQDJHUV�KDV�QRW�SOD\HG�DQ� LPSRUWDQW� UROH� LQ� WKH�SURPRWLRQ�DQG�GHIHQVH�RI�WKH�SURJUDPPH��EHFDXVH�LW�KDV���%XW�WKLV�DFNQRZOHGJHG�VXSHULRULW\�LV�QRW�HQRXJK�WR�H[SODLQ�WKH�FRQWLQXLW\�RI�DQ�H[WUHPHO\�H[SHQVLYH�DQG�FRQWURYHUVLDO�SURJUDPPH�WKDW�KDV� EHHQ� EDVHG� RQ� D� VLQJOH� SUHPLVH� � WKDW� VHFXULW\� RI� RXWOHW� IRU� FUXGH� H[SRUWV� FDQ� RQO\� EH�DFKLHYHG� WKURXJK� YHUWLFDO� LQWHJUDWLRQ� DEURDG� � ZKLFK� HYHQ� D� OD\PDQ� FRXOG� XQGHUPLQH�ZLWK� QR�JUHDW�WURXEOH��E\�SRLQWLQJ�RXW��IRU�LQVWDQFH��WKDW�WKHUH�DUH�FUXGH�H[SRUWHUV�ZKLFK�GR�QRW�KDYH�VXFK�SUREOHPV�HYHQ�WKRXJK�WKH\�DUH�QRW�YHUWLFDOO\�LQWHJUDWHG��RQ�WKH�RQH�KDQG��DQG�HYHQ�WKRXJK�WKH\�VHOO�DSSUR[LPDWHO\�WKH�VDPH�YROXPH�RI�FUXGHV�ZKLFK�DUH�VLPLODU�WR�3'96$
V��RQ�WKH�RWKHU��2QH� FRXOG� DUJXH� WKDW� WKH� FRPSDQ\
V� WDVN� LQ� WKLV� UHJDUG� KDV� EHHQ� PDGH� HDVLHU� E\� WKH�SUHFLSLWRXV� GHFOLQH� RI� LWV� QRPLQDO� RYHUVHHU�� 0(0�� � ,Q� ����� WKLV� PLQLVWU\� ZDV� DFFXUDWHO\�GHVFULEHG�DV��WKH�PRVW�VRSKLVWLFDWHG�DQG�H[SHUW�VWDWH�DJHQF\�ZKLFK�LQWHUQDWLRQDO�RLO�FRPSDQLHV�KDYH� WR�GHDO�ZLWK�LQ�DQ\�RLO�H[SRUWLQJ�FRXQWU\���� 7RGD\��LW� LV�ZLGHO\�DFNQRZOHGJHG�� HYHQ�E\�0(0�SHUVRQQHO� � WKDW� WKH�PLQLVWU\� LV�EXW� D� VKDGRZ�RI� LWV� IRUPHU� VHOI�� DQG� WKDW� LWV�RQFH�SURXG�KHULWDJH� LV� LQ� WDWWHUV��� 7KLV� GHFOLQH� KDV� FRPH� DERXW� WKURXJK� WKH� FRQMXQFWLRQ� RI� WZR� IDFWRUV���)LUVWO\��WKH�GH�MXUH XQUHVROYHG�LVVXH�RI�ZKR�ZDV�WR�GHFLGH�H[DFWO\�KRZ�WKH�RLO�LQGXVWU\�FRPSOLHG�ZLWK� WKH� JHQHUDO� JXLGHOLQHV� VHW� E\� WKH� 9HQH]XHODQ� ([HFXWLYH� �WKH� LVVXH� DW� WKH� FRUH� RI� WKH�FRQWURYHUV\�VXUURXQGLQJ�WKH�YDOLGLW\�RI�'HFUHH�����DIWHU�������ZDV�GH�IDFWR UHVROYHG�LQ�IDYRXU�RI�3'96$��ZLWK� WKH�FRQVHTXHQFH� WKDW�0(0�KDV� LQFUHDVLQJO\�IRXQG�LWVHOI� UHOHJDWHG� WR� WKH�UROH�RI�

��6KHSVOH�������������7KH�(FRQRPLVW��2FWREHU�����������������(O� 1DFLRQDO�� -DQXDU\� ���� ������ '����� � 7KLV�� KRZHYHU�� LV� QRW� D� QHZ� GHYHORSPHQW�� LQ� ������ PLQLVWU\�HPSOR\HHV�ZHUH�DOUHDG\�FRPSODLQLQJ� LQ� WKH�QDWLRQDO�SUHVV� WKDW� �D� ODFN�RI�FRKHUHQW�DGPLQLVWUDWLYH�DFWLYLW\�>KDG�EURXJKW� DERXW@� D� GHWHULRUDWLRQ�RI� WKH� UROH� RI� WKH�PLQLVWU\� �� �� �� D� FOLPDWH�RI�XQFHUWDLQW\�DQG� �� �� �� >DQ@�DEVHQFH�RI�SODQV�DQG�ZRUN�SURJUDPPHV��(O 1DFLRQDO��0DUFK�����������'����



���
�JDWKHULQJ� LQIRUPDWLRQ� WR� MXVWLI\� SROLF\���� LQLWLDWHG� LQ�3'96$����� 6HFRQGO\�� WKH�PLQLVWU\� KDV�EHHQ�JUHDWO\�GHELOLWDWHG�E\�D�PDVV�H[RGXV�RI�SHUVRQQHO��D�FRQVHTXHQFH�RI�WKH�YHU\�SRRU�VDODULHV�SDLG� LQ� WKH�9HQH]XHODQ�SXEOLF� VHFWRU��� �7KH�ZDJH�GLIIHUHQWLDO�EHWZHHQ�9HQH]XHOD
V�SULYDWH�DQG�SXEOLF� VHFWRUV� ZDV� FDXVLQJ� SUREOHPV� IRU� 0(0� HYHQ� EHIRUH� WKH� QDWLRQDOLVDWLRQ� RI� WKH� RLO�LQGXVWU\�����EXW�WKHVH�SUREOHPV�EHFDPH�PXFK�PRUH�DFXWH�DIWHU�������SDUWO\�EHFDXVH�RI�3'96$
V�XUJHQW�UHTXLUHPHQWV�IRU�TXDOLILHG SHUVRQQHO��WR�VXEVWLWXWH�WKRVH�SHUVRQV�WKDW�OHIW�WKH�LQGXVWU\�DV�D�UHVXOW� RI� QDWLRQDOLVDWLRQ� DQG� WR� DGGUHVV� LWV� VKRUWDJH� RI� PLGGOH� PDQDJHPHQW������ EXW� PRVWO\�EHFDXVH� WKH� IDLOXUH� RI� JRYHUQPHQWDO� VDODULHV� WR� NHHS� XS� ZLWK� LQIODWLRQ� DQG� VXFFHVVLYH�GHYDOXDWLRQV�RI�WKH�EROtYDU�KDV�PDGH�WKLV�ZDJH�GLIIHUHQWLDO�HQRUPRXV���� 7KXV��3'96$�DQG�LWV�DIILOLDWHV� KDYH� EHHQ� DEOH� WR� UHFUXLW�PDQ\�SHUVRQV�ZKR�ZRXOG� RWKHUZLVH�KDYH� 
JRQH�RYHU� WR� �RU�VWD\HG� ZLWK�� WKH� HQHP\
�� � 3'96$
V� XQXVXDO� IHGHUDWLYH� VWUXFWXUH�� ZLWK� LWV� DPSOH� VFRSH IRU�GXSOLFDWLRQ�RI�FOHULFDO��DGPLQLVWUDWLYH�VXSSRUW�DQG�PLGGOH�PDQDJHPHQW�IXQFWLRQV��PD\�KDYH�EHHQ�D�YHU\�XVHIXO�DLG� LQ� WKH�SURFHVV�RI�DEVRUELQJ�SHUVRQQHO�FRPLQJ�RYHU� IURP�0(0�� �1R�GDWD�DUH�DYDLODEOH�WKDW�FRQILUP�ZKHWKHU�WKLV�ZDV�LQGHHG�WKH�FDVH��EXW�D�ORRN�DW�WKH�HYROXWLRQ�RI�3'96$
V�ZRUNIRUFH� UHYHDOV� WKDW� ZKLWH� FROODU� MREV� DFFRXQW� IRU� DOO� RI� WKH� LQFUHDVH� LQ� WRWDO� HPSOR\PHQW�UHJLVWHUHG� VLQFH� ������ HYHQ� WKRXJK� WKH� FRPSDQ\
V� PRUH� ODERXU�LQWHQVLYH� DFWLYLWLHV� �QRWDEO\�H[SORUDWLRQ��H[SDQGHG�JUHDWO\�RYHU�WKLV�SHULRG��)LJXUH�)����������

���-RKQVRQ�GH�9RJHOHU��RS��FLW�����������7KH�GLIIHUHQFHV�EHWZHHQ�WKH�OHYHO�RI�UHPXQHUDWLRQ�IRU� WKRVH�SURIHVVLRQDOV� WKDW�ZRUN��� � ��LQ�0(0������DQG� WKRVH� WKDW�ZRUN� LQ� WKH� RLO� FRPSDQLHV� LV� QRZ� TXLWH� ODUJH�� DQG� WKLV� KDV�PDGH� LW�TXLWH� GLIILFXOW� IRU� WKH�0LQLVWU\� WR� UHFUXLW� SHUVRQQHO� RI� DQ� DGHTXDWH� OHYHO�� �6LOYD�0LFKHOHQD� DQG�6RXEOHWWH��RS�� FLW������� VHH�DOVR�&DOGHUyQ�%HUWL�� ������ ����� � &RQFUHWH� ILJXUHV� RQ� RLO� LQGXVWU\� VDODULHV� LQ� WKH� HDUO\� ����V� FDQ� EH� IRXQG� LQ�6iGHU�3pUH]����������������$�VWHDG\�WULFNOH�RI�SHUVRQQHO�EHFDPH�D�KDHPRUUKDJH�GXULQJ�WKH�WLPH�LQ�RIILFH�RI�&DOGHUyQ�%HUWL��ZKHQ�����TXDOLILHG�SHUVRQV�DUH�VDLG�WR�KDYH�OHIW�WKH�PLQLVWU\�IRU�WKH�FRPSDQ\��0HQGR]D�3RWWHOOi����������������)RU� DQ� RIILFLDO� DFNQRZOHGJPHQW� RI� WKH� SUREOHPV� EURXJKW� DERXW� E\� WKH� 
UHPXQHUDWLRQ� TXHVWLRQ
�� VHH�&DOGHUyQ�%HUWL������������,Q�������WKH�SUHVLGHQW�RI�3'96$�HDUQHG��������EROtYDUHV��ZKLOH�WKH�SUHVLGHQW�RI�9HQH]XHOD� HDUQHG� ������� EROtYDUHV�� � 7RGD\�� HYHQ� D� PLGGOH� PDQDJHU� LQ� 3'96$� HDUQV� PRUH� WKDQ� WKH�3UHVLGHQW� RI� WKH� 5HSXEOLF� �WKH� DYHUDJH� \HDUO\� FRPSHQVDWLRQ� SDLG� LQ� ����� WR� HDFK� RQH� RI� 3'96$
V� ���GLUHFWRUV� DQG� H[HFXWLYH� RIILFHUV�� LQFOXGLQJ� GHIHUUHG� FRPSHQVDWLRQ�� FDPH� WR� ��������86'�� 3'96$� E���������������6LOYD�0LFKHOHQD�DQG�6RXEOHWWH��RS��FLW���HVWLPDWHG WKDW�WKH�VHFXODU�WHQGHQF\�WRZDUGV�OHVV�HPSOR\PHQW�LQ�WKH� LQGXVWU\� FRXOG� RQO\� EH� UHYHUVHG� WKURXJK� UHQHZHG� H[SORUDWLRQ� DFWLYLWLHV�� � $IWHU� QDWLRQDOLVDWLRQ��H[SORUDWLRQ�DFWLYLWLHV� LQFUHDVHG�HQRUPRXVO\��EXW�3'96$
V�EOXH�FROODU�ZRUNIRUFH�KDV�FRQWLQXHG�WR�GHFOLQH��DV�D�UHVXOW�RI�WHFKQRORJLFDO�LPSURYHPHQWV�DQG�JUHDWHU�SURGXFWLYLW\�



���
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SOURCES: MEM, Silva Michelena and Soublette, 1976
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:H�WKLQN��KRZHYHU��WKDW�LW�LV�RQO\�WRR�HDV\�WR�RYHUVWDWH�WKH�UROH�ZKLFK�0(0
V�GHFOLQH�KDV�SOD\HG� LQ� WKH� XQFKHFNHG� H[SDQVLRQ� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�� � $IWHU� DOO�� WKRVH�SROLWLFLDQV� ZKR� ILQG� WKHPVHOYHV� DV� SDVVHQJHUV� LQ� D�P\VWHU\� WRXU� RUJDQLVHG� E\� WHFKQRFUDWV� DUH�IXOO\� FDSDEOH� RI� UHFRJQL]LQJ� IHDWXUHV� RI� WKH� ODQGVFDSH� DORQJ� WKH�ZD\� DIWHU� VRPH� WLPH�� DQG� WR�GHYHORS�VRPH�UXGLPHQWDU\�VHQVH�RI�GLUHFWLRQ��UHJDUGOHVV�RI�KRZ�LJQRUDQW�WKH\�PLJKW�KDYH�EHHQ�DW�WKH� EHJLQQLQJ� RI� WKH� MRXUQH\�� � 7KH� DVVXPSWLRQ� WKDW� WKH� JXOOLELOLW\� RI� XQLQIRUPHG� DFWRUV� LV�OLPLWOHVV� LV� WKH� NH\� IODZ� RI� VXSSRVHGO\� DUFK�UHDOLVW�� XOWUD�0DFKLDYHOOLDQ� PRGHOV� RI� SROLWLFDO�LQWHUDFWLRQ�OLNH�WKH�QRWRULRXV�RQH�DGYDQFHG�E\�&ODSPDULXV�LQ�KLV�'H�DUFDQD�UHUXP�SXEOLFDUXP���&ODSPDULXV
�FRQFHSWLRQ�RI�KRZ�VRPH�DFWRUV�PD\�KROG�RQ�WR�SRZHU�E\�HQJDJLQJ�LQ�VLPXODFUD � WKH�WUDQVIRUPDWLRQ� RI� UHDOLW\� LQWR� DSSHDUDQFHV�� RI� HIIHFWLYH� SRZHU� LQWR� SUDLVHV� DQG� DGXODWLRQV��EODQGLPHQWD��IRU�LWV�OHJLWLPDWH�EXW�GLVSRVVHVVHG�KROGHUV��DQG�RI�ULJKWV�LQWR�VKDPV��LXUD�LQDQLD���ULQJV�SODXVLEOH�HQRXJK��EXW�LW�LJQRUHV�D�FDUGLQDO�UXOH�RI�FRPPRQ�VHQVH��QDPHO\��WKDW�\RX�FDQ�IRRO�PRVW�SHRSOH�VRPH�RI�WKH�WLPH��EXW�\RX�FDQQRW�IRRO�DOO�WKH�SHRSOH�DOO�WKH�WLPH���7KLV UXOH�PDNHV�D�&ODSPDULDQ�PRGHO�XQVWDEOH�ZKHQ�WKH�VLPXODFUD LQ�TXHVWLRQ�GR�QRW�FRQWDLQ�DW�OHDVW�VRPH�JUDLQ�RI�WUXWK��DV�FRQILUPHG��IRU�LQVWDQFH��E\�.DPEKX
V�IRUPDOLVHG�WUHDWPHQW�RI�WKH�UHODWLRQVKLSV�EHWZHHQ�UHJXODWRUV�DQG�UHJXODWHG�ILUPV���.DPEKX
V�PRGHO�LQGLFDWHV�WKDW�ZKHQ�IDOVH�UHSRUWV�WR�WKH�UHJXODWRU�DUH� XQGHWHFWDEOH�� UHJXODWHG� ILUPV�ZKRVH� UHSRUWV�ZLOO� EH�EHOLHYHG�ZLOO� FKRRVH� WR� OLH�� �+RZHYHU��ZKHQ�IDOVH�UHSRUWV�DUH�XQGHWHFWDEOH��WKH�UHJXODWRU�ZLOO�GLVEHOLHYH�DOO�UHSRUWV�DQG�ILUPV�ZLOO�HLWKHU�DGRSW�D�FRQVWDQW�VWUDWHJ\�WKDW�FRQWDLQV�QR�LQIRUPDWLRQ��RU�XQLODWHUDOO\�GLVFORVH�DGGLWLRQDO�SULYDWH�LQIRUPDWLRQ� WR� WKH�UHJXODWRU���� 7KH� LQWXLWLRQ� WKDW�GLVFORVXUH�PD\�DULVH�HQGRJHQRXVO\�IURP�WKH�VWUDWHJLF� LQWHUDFWLRQ� EHWZHHQ� DGYHUVDULDO� DFWRUV� LV� RI� JUHDW� LPSRUWDQFH� IRU� WKH� FDVH� DW� KDQG�
���.DPEKX��������������



���
EHFDXVH� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� KDV� DOZD\V� EHHQ� GHSHQGHQW� XSRQ� VRPH� VRUW� RI�H[WHUQDO� DSSURYDO� WR� SURFHHG�� � 7KXV�� ZH� KDYH� WR� FRQFOXGH� WKDW� WKH� SROLWLFLDQV� ZKR� KDYH� � RQ�VXFFHVVLYH� RFFDVLRQV� � FRQVHQWHG� WR� WKH� FRPSDQ\
V� RYHUVHDV� H[SDQVLRQ�� KDYH� RQO\� GRQH� VR�EHFDXVH� WKH\� KDYH� VHHQ� WKH� SUREOHP� RI� YROXPHWULF� LQVHFXULW\� IRU� WKHPVHOYHV�� DQG� QRW� EHFDXVH�WKH\�KDYH� KDG�EOLQG� IDLWK� LQ�3'96$
V� DELOLW\� WR� GLDJQRVH�PDUNHW� WUHQGV� �LQ� RWKHU�ZRUGV�� HYHQ�WKRXJK� WKH� RLO� PDUNHW� KDV� QRW� UHJLVWHUHG WXUPRLO� RQ� WKH� VFDOH� WKDW� VKRRN� LW� LQ� ������ WKH�9HQH]XHODQ�SROLWLFDO�FODVV�KDV�VXIIHUHG�WKH�FRQWLQXRXV�H[SDQVLRQ�RI�WKH�SURJUDPPH�QRW�EHFDXVH�LW� KDV� KHDUG� 3'96$� FU\LQJ� ZROI�� EXW� EHFDXVH� LW� KDV� FRPH� IDFH� WR� IDFH� ZLWK� WKH� FUHDWXUH� LQ�TXHVWLRQ��,W�LV�FOHDU��WKHQ��WKDW�LQ�RUGHU�IRU�ERWK�WKH�EXUHDXFUDWV�DW�0(0�DQG�WKHLU�RYHUVHHUV�WR�KDYH�EHFRPH�FRQYLQFHG�RI�WKH�IDFW�WKDW�YROXPHWULF�LQVHFXULW\�ZDV�D�UHDO�SUREOHP��3'96$�ZRXOG�KDYH�KDG� WR� H[SHULHQFH� JHQXLQH� � DQG� UHFXUUHQW� � GLIILFXOWLHV� LQ� LWV� DUP
V�OHQJWK FUXGH� VDOHV� DIWHU��������� ,I� RQH� WDNHV� 3(0(;� DV� D� UHIHUHQFH� �DW� OHDVW� XS� XQWLO� ������� LW� LV� KDUG� WR� VHH� ZK\�3'96$
V�RSHUDWLQJ�VXEVLGLDULHV�VKRXOG�KDYH�HQFRXQWHUHG�VXFK�SUREOHPV��DIWHU�DOO��WKH�QXPEHU�RI�RFFDVLRQV�ZKHQ� WKH�0H[LFDQ�12&�KDV� IRXQG� LWVHOI� LQ� WKH� SRVLWLRQ� RI� KDYLQJ� WR� SODFH� D� FUXGH�FDUJR� DW� DQ\� FRVW� �RU� IDFH� VKXWWLQJ� VRPH� SURGXFWLRQ� LQ�� FDQ� EH� FRXQWHG� RQ� WKH� ILQJHUV� RI� RQH�KDQG���� %XW� WKLV� LV�ZKHUH� WKH� H[RWLF� IHDWXUHV�RI�3'96$
V� FRPPHUFLDO�SROLF\�FRPH� LQWR� WKHLU�RZQ���$V�KDV�EHHQ�VKRZQ��WKH�FRQWUDFWXDO�UHODWLRQVKLSV�RI�/DJRYHQ��0DUDYHQ�DQG�&RUSRYHQ�DUH�GLVWLQJXLVKHG�E\�WKHLU�YXOQHUDELOLW\�WR�RSSRUWXQLVP�DQG�E\�WKH�IRUP�LQ�ZKLFK�WKH\�LQFUHDVH�WKHLU�YROXPHWULF�XQFHUWDLQW\��WKLV�FKDUDFWHULVWLF��LQH[SOLFDEOH�DW�ILUVW�VLJKW��PDNHV�IDU�PRUH�VHQVH�ZKHQ�FRQVLGHUHG�LQ�WKH�FRQWH[W�RI�3'96$
V�QHFHVVLW\�WR�FRQYLQFH�RXWVLGH�REVHUYHUV�WKDW�LW�KDV�VHULRXV�SUREOHPV�LQ�SODFLQJ�LWV�FUXGH�H[SRUWV���$IWHU�DOO��WKH�9HQH]XHODQ�FRPPHUFLDO�VWUDWHJ\�FDQ��E\�LWV�YHU\�QDWXUH��JLYH�ULVH�WR�UDQGRP VDOHV�FULVHV��DOO�LW�WDNHV�LV�IRU D�FRXSOH�RI�FOLHQWV�� IRU�ZKDWHYHU�UHDVRQV�� WR�VXVSHQG�OLIWLQJV�RU� OLIW� OHVV�RQ�DQ\�PRQWK��IRU�3'96$�WR�ILQG�LWVHOI� LQ�D�YHU\�WLJKW�VLWXDWLRQ��ZLWK� D�QXPEHU�RI�GLVWUHVVHG�FDUJRHV�RQ� LWV�KDQGV�DQG� LWV� VWRUDJH� IDFLOLWLHV� IXOO� WR� WKH�EULP���1HHGOHVV�WR�VD\� QR�UHFRUGV�DV�WR�WKH�QXPEHUV�RU�VHULRXVQHVV�RI�VXFK�LQFLGHQWV�H[LVW�RXWVLGH�3'96$�� EXW� WKHUH� DUH� UHDVRQV� WR� EHOLHYH� WKDW� WKH\� FRXOG� EH� FRPPRQSODFH����� DQG� WKDW� WKHLU�

���3'96$� PLJKW� DFWXDOO\� EH� LQ� D� SRVLWLRQ� WR� �PDQXIDFWXUH�� VXFK� GLIILFXOWLHV� E\� PDQLSXODWLQJ� WUDQVIHUV�ZLWKLQ� LWV� V\VWHP�� EXW� VXFK� DQ� DFWLRQ�ZRXOG� SUREDEO\� EH� VHOI�GHIHDWLQJ�� EHFDXVH� WKH� FRPSDQ\
V� RYHUVHHUV�ZRXOG�XOWLPDWHO\�JHW�ZLVH�RQ�WKH�WULFN����3HUVRQDO�LQWHUYLHZ����,Q�HDUO\�������WKH�DXWKRU�ZDV�DW�D�PHHWLQJ�ZLWK�VRPH�PHPEHUV�RI�WKH�WUDGLQJ�WHDP�RI�RQH�RI�3'96$
V�GRPHVWLF� DIILOLDWHV�� DQG� VXFK� ZDV� WKH� VHYHULW\� RI� WKH�SODFHPHQW� WURXEOHV� ZKLFK� WKHLU� FRPSDQ\� KDG�HQFRXQWHUHG�LQ�ODWH������DQG�HDUO\������WKDW�WKH\�UHIXVHG�WR�EHOLHYH�WKDW�3(0(;�KDG�QRW�KDG�WR�UHVRUW�WR�ZKROHVDOH�GLVFRXQWLQJ�WR�PRYH�0D\D�FDUJRHV�DW�DQ\�SRLQW�LQ�WLPH�WKURXJKRXW�WKLV�SHULRG�



���
UHFXUUHQFH�PLJKW�KDYH�VHUYHG�WR�FRQILUP�SHULRGLFDOO\�WR�WKH�JRYHUQPHQW�WKH�QHFHVVLW\�WR�DVVXUH�LWV�FUXGH�H[SRUWV�WKURXJK�WKH�DFTXLVLWLRQ�RI�RYHUVHDV�UHILQLQJ�DVVHWV����2QFH� ZH� KDYH� UHFRQFLOHG� WKH� FRH[LVWHQFH� ZLWKLQ� 3'96$
V� FRPPHUFLDO� VWUDWHJ\� RI�PHFKDQLVPV�GHVLJQHG�WR��EX\��YROXPHWULF�VHFXULW\�WR�FRH[LVW�ZLWK�PHFKDQLVPV�WKDW�FRQWULEXWH�WR�GLVVLSDWH� LW�� ZH� FDQ� DGGUHVV� WKH� IHZ� UHPDLQLQJ� TXLUNV� RI� WKLV� VWUDWHJ\�� � 7DNH� WKH� FRPSDQ\
V�GLVPLVVLYH�DWWLWXGH�WRZDUGV�ILQDQFLDO�RLO�GHULYDWLYHV��SHUIHFWO\�HQFDSVXODWHG�LQ�WKH�DQVZHU�JLYHQ�E\� D� VHQLRU� 3'96$� RIILFLDO� ZKHQ� DVNHG� ZKDW� WKH� FRPSDQ\� WKRXJKW� DERXW� ULVN� PDQDJHPHQW���:K\�VKRXOG�ZH�KHGJH�IRU�D�IHZ�SHQQLHV�D�EDUUHO"��������$W�ILUVW�VLJKW��WKLV�DWWLWXGH�DSSHDUV�TXLWH�VXUSULVLQJ��VLQFH�IRU�DOO�WKH�PXOWLQDWLRQDO�RLO�FRPSDQLHV�WKDW�3'96$�VR�NHHQO\�DVSLUHV�WR�HPXODWH�WKHVH� SHQQLHV� FRQVWLWXWH� UHDVRQ� HQRXJK� WR� SDUWLFLSDWH� LQ� IXWXUHV� DQG� GHULYDWLYHV� PDUNHWV� DQG�PDLQWDLQ�GHGLFDWHG�ULVN�PDQDJHPHQW�DQG�WUDGLQJ�WHDPV��LW�PDNHV�IDU�PRUH�VHQVH��KRZHYHU��ZKHQ�ZH�WKLQN�DERXW�LW�LQ�WKH�FRQWH[W�RI�3'96$
V�QHHG�WR�FRQYLQFH�WKH�JRYHUQPHQW�WKDW�WKHUH�LV�RQO\�RQH�JRRG�ZD\�WR�SURWHFW�9HQH]XHOD
V�RLO�H[SRUWV��EX\LQJ�UHILQHULHV�DEURDG����7KH� UHDVRQ� ZK\� 3'96$� SODFHV� VL]DEOH� YROXPHV� RI� LWV� EHWWHU� TXDOLW\� FUXGHV� WKURXJK�LQWHJUDWHG�FKDQQHOV�ZKLOH�UHO\LQJ�RQ�WKH�PDUNHW�WR�VHOO�LWV�KHDYLHU�EOHQGV�LV�DOVR�HDV\�WR�IDWKRP���)LUVWO\�� WKHVH�FUXGHV�UHSUHVHQWHG�D� ODUJH�SURSRUWLRQ�RI�WKH�YROXPH�ZKLFK�3'96$�KDG�DYDLODEOH�IRU� VDOH� IURP������XQWLO� ����� �RYHU� WKLV�SHULRG��9HQH]XHOD�KDG� WR� VKXW�LQ� D� VL]DEOH� DPRXQW�RI�KHDY\� FUXGH� SURGXFWLRQ� FDSDFLW\� WR� PHHW� LWV� 23(&� FRPPLWPHQWV��� VHFRQGO\�� VLQFH� OLJKW� DQGPHGLXP�FUXGHV�FRPPDQG�KLJKHU�SULFHV� LQ� WKH� LQWHUQDWLRQDO�PDUNHWSODFH� WKDQ�KHDY\�FUXGHV�� WKH�IRUPHU�FDQ�VXVWDLQ� ODUJHU�DEVROXWH GLVFRXQWV�DQG�FRVW� LPSXWDWLRQV�ZLWKRXW�QHFHVVDULO\�DURXVLQJ�WKH� VXVSLFLRQ� RI� WKH� WD[PDQ�� �0RUHRYHU�� 3'96$
V� LQFHQWLYH� WR� VHOO� LWV� EHWWHU� EOHQGV� WR� LWVHOI�

���3,:��6HSWHPEHU�����������������IRU�LQVWDQFH��RQFH�FDUULHG�D�VWRU\�DERXW�WKH�ZD\�3'96$
V��FXPEHUVRPH�RIILFLDO�SRVWHG�SULFH�V\VWHP��DJJUDYDWHG�WKH�PDUNHWLQJ�GLIILFXOWLHV�EHLQJ�H[SHULHQFHG�E\�3'96$�GXULQJ�D�WLPH�RI�SOHQWLIXO�FUXGH�VXSSO\����UHJXODU�FXVWRPHUV�������WXUQLQJ�GRZQ�FRQWUDFW�VXSSOLHV�RU�DVNLQJ�IRU�OLJKWHU�JUDGHV�������GHVSLWH�������FXWV�LQ�>3'96$
V@�KHDY\�FUXGH�H[SRUW�SULFHV�����&RLQFLGHQWDOO\��WKLV�VWRU\�UDQ�DERXW���� GD\V� EHIRUH� 3'96$� PDQDJHG� WR� FRQYLQFH� SUHVLGHQWLDO� FDQGLGDWH� &DUORV� $QGUpV� 3pUH]� WR� EDFN� LWV�SURSRVHG MRLQW�YHQWXUH�ZLWK�8QRFDO����(&����$XJXVW���������2QO\�UHFHQWO\�KDV�3'96$�VWHSSHG�XS�LWV�LQYROYHPHQW�ZLWK�RLO�GHULYDWLYHV�PDUNHWV��LQ�DQ�HIIRUW� WR�KHGJH� LWV�H[SRVXUH� WR�YDULDWLRQV� LQ�UHILQLQJ�PDUJLQV��3'96$
V�ILQDQFH�FRRUGLQDWRU�0DQXHO�8UGDQHWD� KDV� VDLG� WKDW� WKH� FRPSDQ\� QRZ� URXWLQHO\� KHGJHV� XS� WR� ���0086'� ZRUWK� RI� RLO� D� GD\� �(&��)HEUXDU\���������������DOWKRXJK�WKLV�ILJXUH�KDV�EHHQ�GLVSXWHG�E\�RWKHU�FRPSDQ\�RIILFLDOV����,Q� $XJXVW� ������ IRU� LQVWDQFH�� 0DUDYHQ� LQWURGXFHG� D� SLORW� VFKHPH� WR� KHGJH� DURXQG� ��� 0%'� RI�9HQH]XHODQ�FUXGH�DQG�SURGXFWV��XVLQJ�VZDSV�WR��ORFN�LQ�PDUJLQV�EHWZHHQ�FUXGH�SXUFKDVHV�IRU�UHILQHULHV�LQ�&KLFDJR�DQG�&XUDoDR�DQG� WKH�VDOH�RI� WKHLU�JDVROLQH�� MHW�DQG�JDVRLO�RXWSXW��>EXW�QRW@� WKH�SULFH�RI�3'96$
V�RZQ�SURGXFWLRQ���(&��0D\��������������LWDOLFV RXUV����6LPLODUO\��WKH�FRPSDQ\�KDV�PDGH�QR�DWWHPSW�WR�XVH�GHULYDWLYHV� WR� VHW� XS� DQ� RLO� VWDELOLVDWLRQ� IXQG� �OLNH� WKH� RQH� SURSRVHG� LQ�&ODHVHQV� DQG�9DUDQJLV��RS�� FLW����SUHVXPDEO\�VLQFH�VXFK�D�IXQG�ZRXOG�EHQHILW�PDLQO\�WKH�9HQH]XHODQ�JRYHUQPHQW�



���
SUREDEO\�LQFUHDVHG��DIWHU�������DV�QHZ�OLJKW�DQG�PHGLXP�FUXGH�RLOILHOGV�GLVFRYHUHG�LQ������FDPH�RQ�VWUHDP��DQG�LW�IRXQG�LWVHOI�LQ�D�SRVLWLRQ�WR�H[SRUW�ODUJHU�YROXPHV�RI�KLJKHU�YDOXH�FUXGHV����%XW�JLYHQ�WKDW�3'96$�FRXOG�DOVR�XVH�LWV�GRPHVWLF�UHILQHULHV�IRU�UHQW�WUDQVIHU��ZK\�KDV�LW�QRW� LQYHVWHG�PRUH� LQ� UHILQLQJ�SODQW�ZLWKLQ�9HQH]XHOD"� �$IWHU�DOO��PDUNHWLQJ�DFWLYLWLHV�SUREDEO\�RIIHU� D� VLPLODU� VFRSH� IRU� WD[� RSWLPLVDWLRQ� DQG� LQIODWLRQ� RI� FRVWV� DV� UHILQLQJ�� � 7KH� FUXFLDO�GLIIHUHQFH�EHWZHHQ�WKHVH�RSWLRQV��WKRXJK��ZRXOG�VHHP�WR�OLH�LQ�WKDW�3'96$
V�IRUHLJQ�DFTXLVLWLRQV�FDQ� EH� FRYHUHG� E\� SD\PHQWV� LQ� NLQG�� UHWDLQHG� HDUQLQJV� DQG� �PRVW� LPSRUWDQWO\�� LPSOLFLW�GLVFRXQWV���� 0RUHRYHU�� DVVRFLDWLQJ� ZLWK� IRUHLJQ� UHILQHUV� LQ� ILQDQFLDO� GLIILFXOWLHV� KDV� WKHDGGLWLRQDO�DGYDQWDJH�WKDW�WKHLU�WD[�FUHGLWV�RQ�SDVW�FDSLWDO�DQG�RSHUDWLQJ�ORVVHV�RIIHU�DQRWKHU�VORW�WR� SODFH� WUDQVIHUUHG� UHQWV�� � ,QGHHG�� LI� 3'96$
V� IRUHLJQ� DFTXLVLWLRQV� KDYH� RQH� VHULRXV�GLVDGYDQWDJH��LW�LV�WKDW�WKH\�DUH�QRW�HDV\�WR�GLYHVW��HYHQ�ZKHQ�WKH�UHILQHULHV�LQYROYHG�DUH�QRW�YHU\�SURILWDEOH�RU�FDQQRW� UXQ�PXFK�9HQH]XHODQ�FUXGH�� �:K\"� �%HFDXVH�GLYHVWLWXUH�ZRXOG�EH�D WDFLW�DGPLVVLRQ� RQ�3'96$
V� SDUW� WKDW� LW� VKRXOG� QRW� KDYH� SXUFKDVHG� WKH�SODQW� LQ� WKH� ILUVW� SODFH�� DQG�VXFK� DQ� DFNQRZOHGJPHQW� FRXOG� FRQFHLYDEO\� FRPSURPLVH� WKH� UHVW� RI� WKH� FRPSDQ\
V� RYHUVHDV�RSHUDWLRQV��VLQFH�QRW�RQH�RI�WKHP�LV�UHDOO\�DGYDQWDJHRXV�IRU�WKH�JRYHUQPHQW����0RUHRYHU��DW�OHDVW�LQ� VR� IDU� DV� WKH� FRPSDQ\
V� MRLQW� YHQWXUHV� JR�� GLYHVWLWXUH� LV� QRW� UHDOO\� DQ� RSWLRQ�� EHFDXVH� WKH�FRPSDQ\�LV�FRQWUDFWXDOO\�ERXQG�WR�VXSSO\�WKH�UHILQHULHV�ZLWK�FUXGH�IRU�SHULRGV�RI�������\HDUV����)LQDOO\�� ZH� VKRXOG� PHQWLRQ� WKDW� WKH� DSSDUHQWO\� QRQVHQVLFDO� FRPPHUFLDO� FRPSHWLWLRQ�EHWZHHQ�3'96$
V�GRPHVWLF� VXEVLGLDULHV�DIWHU������ZDV� UHDOO\�D�PDQLIHVWDWLRQ�RI� WKH� OHIW�KDQG�QRW� NQRZLQJ� ZKDW� WKH� ULJKW� KDQG� ZDV� GRLQJ� �D� FRQVHTXHQFH� RI� WKH� RSDFLW\� RI� WKH� FRPSDQ\
V�FRPPHUFLDO�RSHUDWLRQV���UDWKHU�WKDQ�� DV�ZDV�WKH�FDVH�EHIRUH������� D�IUDWULFLGDO�VWUXJJOH�EHWZHHQ�ULYDO� FRPSDQLHV� EHQW� XSRQ� EHLQJ� �NLQJ� RI� WKH� KLOO��� � ,Q� WKH� HDUO\� ����V�� D� WHFKQLFDO� WUDGLQJ�FRPPLWWHH� �FRPSRVHG� RI� WKH� WUDGLQJ� PDQDJHUV� RI� WKH� RSHUDWLQJ� FRPSDQLHV� DQG� WKH� 3'96$�FRRUGLQDWRU� IRU� LQWHUQDWLRQDO� WUDGLQJ� DQG� KLV� VXSSRUW� VWDII�� KDG� VROYHG� WKH� SUREOHP� RI� LQWHU�DIILOLDWH� FRPSHWLWLRQ� E\� DVVLJQLQJ� FOLHQWV� DQG� SRWHQWLDO� PDUNHWV� WR� /DJRYHQ�� 0DUDYHQ� DQG�
���,QGHHG�� DIWHU� 3'96$
V� MRLQW� YHQWXUH� ZLWK� 8QLRQ� 3DFLILF� ZDV� DQQRXQFHG�� DQ� RIILFLDO� LQ� D� PDMRU� RLO�FRPSDQ\�UHPDUNHG�WKDW�3'96$�DSSHDUHG��WR�EH�ZDONLQJ�DZD\�IURP�LWV�GHFDGH�ROG�VWUDWHJ\�RI�GHYHORSLQJ�D�ORQJ�WHUP� FOLHQWHOH� IRU� KDUG�WR�PDUNHW� KHDY\� FUXGHV�� �321�� 0DUFK� ��� ������ ���� � $� VHQLRU� RIILFLDO� DW�,QWHUYHQ� WHOOLQJO\� UHYHDOHG� WKDW� WKLV� FKDQJH� RI� HPSKDVLV� ZDV� GXH� WR� 3'96$
V� GLVFRYHU\� RI� ODUJH� QHZ�DFFXPXODWLRQV�RI�OLJKW�FUXGHV��//��'HFHPEHU����������������$V�3ODWW
V QRWHV���WKH�EXON�>RI�3'96$
V@�SXUFKDVHV�KDYH�EHHQ�ILQDQFHG�ZLWK�FUXGH�GHOLYHULHV��DQG� �� �� �>GHEW�FHQWUHG@�ILQDQFLDO�VWUDWHJLHV�ZKLFK�DPRXQW�WR�OHYHUDJHG�EX\RXWV���321��1RYHPEHU��������������VLQFH�&LWJR
V� FKRVHQ� �GHEW� LQVWUXPHQWV� LPSRVH� VLJQLILFDQW� UHVWULFWLRQV� RQ� >LWV@� DELOLW\� WR� LQFXU� DGGLWLRQDO� GHEW��SODFH�OLHQV�RQ�SURSHUW\� >DQG@� VHOO� �� �� �� IL[HG�DVVHWV�� �&LWJR�6���$�������������� � ,W� LV�DOVR�TXLWH� WHOOLQJ� WKDW�6RVD� 3LHWUL� RQFH� GHIHQGHG� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� LQ� WKH� IROORZLQJ� WHUPV�� �DOO� RI� 3'96$
V�IRUHLJQ� LQYHVWPHQWV� FDQ� EH� ILQDQFHG� H[WHUQDOO\�� ZKLFK� PHDQV� QR� UHVRXUFHV� ZLWKLQ� 9HQH]XHOD� DUH� EHLQJ�GLYHUWHG�IURP�HVVHQWLDO�VRFLDO�DQG�LQIUDVWUXFWXUH�SURMHFWV���321��$SULO����������������3'96$�KDV�EHHQ�DEOH�WR�UHGXFH�WKH�DPRXQW�RI�9HQH]XHODQ�FUXGH�LW�VHQGV�WR�5XKU��EXW�RQO\�EHFDXVH�LW�QHYHU�VLJQHG�D�ORQJ�WHUP�VXSSO\�GHDO�ZLWK�9HED�



���
&RUSRYHQ�RQ�WKH�EDVLV�RI�D�QXPEHU�RI�REMHFWLYH�SDUDPHWHUV���7KLV�FRPPLWWHH�DOVR�KDG�WKH�WDVN�RI�UHFRPPHQGLQJ� SULFLQJ� DQG� PDUNHWLQJ� VWUDWHJLHV� IRU� WKH� LQGXVWU\� WR� D� VHFRQG� FRPPLWWHH��FRPSRVHG�RI� WKH� WUDGLQJ�GLUHFWRUV�� WKH�SUHVLGHQWV�RI� WKH�RSHUDWLQJ�FRPSDQLHV�DQG� WKH�3'96$�GLUHFWRU� LQ� FKDUJH� RI� WUDGLQJ��� ZKLFK� HYDOXDWHG� DQG� � LI� QHFHVVDU\� � PRGLILHG� WKHP�� DQG� WKHQ�SUHVHQWHG�LWV�RZQ�UHFRPPHQGDWLRQV�WR�WKH�3'96$�ERDUG�DQG�0(0�IRU�DSSURYDO���� )RU�REYLRXV�UHDVRQV��WKLV�FXPEHUVRPH�V\VWHP�ZDV�VZDPSHG�E\�LQFUHDVLQJ�PDUNHW�YRODWLOLW\�DQG��DIWHU�������DOO� WKH� UHVSRQVLELOLW\� IRU� RSHUDWLRQDO� WUDGLQJ� PDWWHUV� UHYHUWHG� WR� 0DUDYHQ�� /DJRYHQ� DQG�&RUSRYHQ�� �6LQFH� WKHVH�FRPSDQLHV�KDYH�QR�ZD\�RI�NQRZLQJ�KRZ�PXFK�RLO� WKH\�ZLOO�EH�DEOH�WR�VHOO LQ� D�JLYHQ�SHULRG� � RSHUDWLQJ�DV� WKH\�GR�XQGHU� �IUDPH�FRQWUDFWV�� � WKH\�REYLRXVO\�KDYH�DQ�LQFHQWLYH�WR�VKLIW�DV�PXFK�YROXPH�DV�WKH\�FDQ�ZKHQHYHU�WKH\�FDQ��HYHQ�DW�WKH�ULVN�RI�XQGHUFXWWLQJ�RU�GLVSODFLQJ�WKHLU�VLVWHUV
�FDUJRHV�:H�KDYH�QRZ�DQVZHUHG�DOO�WKH TXHVWLRQV�WKDW�ZH�DVNHG�DW�WKH�EHJLQQLQJ�RI�WKLV�FKDSWHU���,QGHHG�� LI� WKHUH� LV� D� SUREOHP�ZLWK� WKH� SLFWXUH� RI� WKH� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH�ZH� KDYH�SDLQWHG� VR� IDU�� LW� LV� WKDW� LW� DSSHDUV� WR� ILW� WRJHWKHU� IDU� WRR� QHDWO\�� � 7KLV� LV� D� FDXVH� IRU� FRQFHUQ�EHFDXVH� WKH� IDFW� WKDW� DOO� WKH� GLIIHUHQW� HOHPHQWV�RI�3'96$
V� FRPPHUFLDO� VWUDWHJ\� VHHP�VR�ZHOO�VXLWHG�IRU�LQFUHDVLQJ�WKH�FRPSDQ\
V�VKDUH�RI�9HQH]XHOD
V�JURXQG�UHQW�DW�WKH�JRYHUQPHQW
V�H[SHQVH�FRXOG� EH� LQWHUSUHWHG� DV�PHDQLQJ� WKDW� WKRVH� UHVSRQVLEOH� IRU� WKH� FRPSDQ\
V� ILUVW� MRLQW�YHQWXUH� LQ������ KDG� DQ� XQEHOLHYDEOH� IRUHVLJKW�� DQG� FRXOG� DFFXUDWHO\� SUHGLFW� QRW� RQO\� IXWXUH� RLO� PDUNHW�GHYHORSPHQWV� EXW� DOVR� WKH� UHDFWLRQ� WKDW� VXFK� GHYHORSPHQWV� ZRXOG� HOLFLW� IURP� WKH�9HQH]XHODQ�JRYHUQPHQW� DQG�� IRU� JRRG� PHDVXUH�� WKH� RSSRUWXQLWLHV� WKDW� WKHVH� UHDFWLRQV� ZRXOG� RSHQ� IRU�3'96$���6XFK�DQ�LQIHUHQFH��KRZHYHU��ZRXOG�SXW�XV�VTXDUHO\�LQWR�FRQVSLUDF\�WKHRU\�WHUULWRU\�DQG�ZH� GR� QRW� ZDQW� RXU� VWXG\� WR� EH� GLVPLVVHG� DV� 
WKH� SURWRFROV� RI� WKH� (OGHUV� RI� $YHQLGD�/LEHUWDGRU
���� 2QFH�DJDLQ�� WKRXJK�� WKH�TXLUNV��RGGLWLHV�DQG� LPSHUIHFWLRQV� WKDW�FKDUDFWHULVH�WKH�SROLF\� VSDFH� WKDW� ZH� KDYH� EHHQ� IRFXVLQJ� RQ� HQDEOH� XV� WR� OD\� EDUH� WKH� SDWKZD\V� RI� WKH�SURJUDPPH
V�KLVWRU\�DQG�WR�SURYH�WKDW�LW�GLG�QRW�VSULQJ��3DOODV�OLNH��IXOO\�JURZQ�DQG�DUPHG�IURP�D�VXSHUKXPDQ�FROOHFWLYH�LQWHOOHFW���$OO�ZH�QHHG�WR�UHPHPEHU�LV�WKDW��DV�:LOGDYVN\�VD\V��WKH�HYHQWV�WKDW�WDNH�SODFH�ZLWKLQ�D�GHQVH�SROLF\�VSDFH�LQFUHDVLQJO\�GHWHUPLQH�PRVW�RI�ZKDW�ZLOO�KDSSHQ�LQ�WKDW�VSDFH�LQ�WKH�IXWXUH��ZLWK�WKH�UHVXOW�WKDW�SROLF\�HYHQWXDOO\�EHFRPHV�LWV RZQ�FDXVH���� 7KXV��3'96$
V�GHDO�ZLWK�9HED�ZDV�DQ�XQGHUVWDQGDEOH�ORFDO�DGDSWDWLRQ�E\�WKH�KROGLQJ�FRPSDQ\�DQG�LWV�RSHUDWLQJ� VXEVLGLDULHV� WR� D� YDULDWLRQ� LQ� WKHLU� SROLWLFDO� HQYLURQPHQW� DW� RQH� SRLQW� LQ� WLPH� �DQ�DGDSWDWLRQ�VHOHFWHG�IURP�WKH�VPDOO�QXPEHU�RI�DOWHUQDWLYHV�ZKLFK�RIIHUHG�3'96$�D�ZD\�WR�VROYH�WKH� SUHVVLQJ� SUREOHP� RI� VHWWLQJ� IXQGV� DVLGH� IRU� 2ULQRFR� GHYHORSPHQW� ZLWKRXW� DFFXPXODWLQJ�
���&RURQHO���������������7KH�VWUHHW�ZKHUH�3'96$
V�KHDGTXDUWHUV�DUH�ORFDWHG����:LOGDYVN\��RS��FLW���������



���
ILQDQFLDO� UHVHUYHV��� � $V� WKLV� HQYLURQPHQW� FRQWLQXHG� WR� FKDQJH� IRU� WKH� ZRUVH�� 3'96$� DQG� LWV�RSHUDWLQJ� VXEVLGLDULHV� LGHQWLILHG� ERWK� WKH� GHVLUDELOLW\� WR� H[SDQG� WKH�SURJUDPPH� �WKHLU�PHQX�RI�DOWHUQDWLYHV� EHLQJ� DJDLQ� UHGXFHG�E\� WKH� IDFW� WKDW� WKH� H[LVWHQFH�RI�5XKU� FRPPLWWHG� WKHP� WR� WKH�SROLF\�RI�GRZQVWUHDP�LQWHJUDWLRQ��DQG�WKH�PDLQ�REVWDFOHV�LQ�WKH�ZD\�RI�VXFK�H[SDQVLRQ��SXEOLF�NQRZOHGJH� DERXW�9HQH]XHODQ� RIILFLDO� SULFHV�� SXEOLF� FRQFHUQ� DW� WKH� YHU\� KLJK� FRVW� RI� WKH�5XKU�MRLQW�YHQWXUH�DQG�SXEOLF�RSSRVLWLRQ�WR�WKH�VSHQGLQJ�RI�ODUJH�VXPV�RI�PRQH\�RXWVLGH�9HQH]XHOD�DV�ORQJ�DV� WKH� FRXQWU\
V� HFRQRPLF� VLWXDWLRQ�FRQWLQXHG� WR�EH�SUHFDULRXV��� �$W� WKH� VDPH� WLPH�� VLQFH�3'96$� FRXOG� QRW� PRGLI\� 9HQH]XHODQ� H[SRUW� SULFHV� LQ� RUGHU� WR� IDFH� LQFUHDVLQJO\� WRXJK�FRPSHWLWLRQ��DQG�0(0
V�SULFLQJ�ZDV�QRW�SDUWLFXODUO\�PDUNHW�UHVSRQVLYH��/DJRYHQ��0DUDYHQ�DQG�&RUSRYHQ�ZHUH� IRUFHG� WR� GHIHQG� WKHLU�PDUNHW� VKDUH� E\� JLYLQJ� WKHLU� FOLHQWV� JUHDWHU� IUHHGRP� WR�DGMXVW�WKHLU�OLIWLQJV��LQ�WHUPV�RI�YROXPH�DQG�FUXGH�TXDOLW\��DFFRUGLQJ�WR�PDUNHW�FRQGLWLRQV���:KHQ�WKH�RLO�PDUNHW�FUDVKHG�LQ�������3'96$�VHL]HG�LWV�FKDQFH�WR�EX\�PRUH�RYHUVHDV�UHILQHULHV�DQG�WR�DGRSW� DQ� RSDTXH� SULFLQJ� V\VWHP�� � +RZHYHU�� LWV� RSHUDWLQJ� DIILOLDWHV� FRXOG� QRW� UHYDPS� WKHLU�FRQWUDFWXDO�DUUDQJHPHQWV�EHFDXVH��LQ�WKH�DEVHQFH�RI�FUHGLEOH�SULFH�FRPPLWPHQWV�VLPLODU�WR�WKRVH�HPERGLHG� LQ� WKH� WUDQVSDUHQW� SULFLQJ� IRUPXODH� DGRSWHG� E\� RWKHU� FUXGH� VHOOHUV �FRPPLWPHQWV�ZKLFK� WKH\�FRXOG�QRW�LPLWDWH��JLYHQ�3'96$
V�UHTXLUHPHQW�IRU�SULFH�RSDFLW\��� WKHLU�FOLHQWV�ZHUH�ORDWK� WR�JLYH�XS� WKH� OLIWLQJ�SULYLOHJHV�DQG� IOH[LELOLW\� WR�ZKLFK� WKH\�KDG�EHFRPH�DFFXVWRPHG����:LWK� WKHVH� HOHPHQWV� � DOO� RI� ZKLFK� DUH� FRQGXFLYH� WR� SUREOHPV� RI� DGYHUVH� VHOHFWLRQ� DQG�RSSRUWXQLVP�� LQ�SODFH��WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�FRXOG�QRW�EXW�H[SDQG�DV�LW�KDV��HYHQ�WKRXJK� WKHUH� KDV� QHYHU� EHHQ� D� 0DVWHU� 3ODQ� DV� VXFK� EHKLQG� LW��� � 3'96$
V� LQLWLDO� VXFFHVV� DW�WUDQVIHUULQJ� UHQW� DEURDG� DQG� LWV� UHVHQWPHQW� DW� ZKDW� LW� FRQVLGHUHG� H[FHVVLYH� WD[DWLRQ� JDYH� WKH�FRPSDQ\�SRZHUIXO� LQFHQWLYHV� WR�EX\�PRUH�GRZQVWUHDP�DVVHWV� �LQFHQWLYHV�ZKLFK�SUREDEO\�ZHUH�HQKDQFHG�IURP�HDUO\������RQZDUGV��DV�WKH�RSHUDWLQJ�FRPSDQLHV�IRXQG�WKHPVHOYHV�DEOH�WR�H[SRUW�VLJQLILFDQW� YROXPHV� RI� KLJKHU�YDOXH� FUXGHV� GXH� WR� IRUWXLWRXV� RLO� GLVFRYHULHV��� � 0RUHRYHU�� WKH�UHFXUUHQFH�RI�UDQGRP�VDOHV�FULVHV�IXUQLVKHG�3'96$�ZLWK�QXPHURXV�RSSRUWXQLWLHV�DQG�DUJXPHQWV�WR� FRQYLQFH� VXFFHVVLYH� DGPLQLVWUDWLRQV� �ZKRVH� FDSDFLW\� WR� ILQG� IDXOW�ZLWK� WKH� FRPSDQ\
V� ORJLF�ZDV�XQGHUPLQHG�E\�0(0
V�GHFOLQH��WKDW�LW�ZDV�LQ�WKHLU�LQWHUHVW�WR�VDQFWLRQ�IXUWKHU�H[SDQVLRQV�RI�WKH� SURJUDPPH�� � ,QGHHG�� WKH� H[SDQVLRQ� RI� 3'96$
V� LQWHUQDWLRQDOLVDWLRQ� SURJUDPPH� LV� D� JRRG�H[DPSOH�RI�5DEHODLV
�IDPRXV�PD[LP��O
DSSpWLW�YLHQW�HQ�PDQJHDQW�

���3,:��6HSWHPEHU���������������
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7$%/(�7$���� 3'9�$PpULFD���%HKDYLRXU�RI�6HOHFWHG�)LQDQFLDO�9DULDEOHV���������,QFRPH�6WDWHPHQW�'DWD ���� ���� ���� ���� ����6DOHV ������ ������ ������ ������� �������(TXLW\�LQ�HDUQLQJV��ORVVHV��RI�DIILOLDWHV ��� ��� ��� ��� ���1HW�UHYHQXHV ������ ������ ������ ������� �������,QFRPH�EHIRUH�H[WUDRUGLQDU\�FKDUJHV�DQGFXPXODWLYH�HIIHFW�RI�DFFRXQWLQJ�FKDQJHV ���� ���� ���� ���� ����([WUDRUGLQDU\�JDLQ��FKDUJHV� �� �� ��� �� ��&XPXODWLYH�HIIHFW�RI�DFFRXQWLQJ�FKDQJHV ���� ����� ��� �� ��1HW�LQFRPH��ORVV��EHIRUH�WD[ ���� ���� ���� ���� ����
%DODQFH�6KHHW�'DWD7RWDO�DVVHWV ������ ������ ������ ������ ������/RQJ�WHUP�GHEW��H[FOXGLQJ�FXUUHQW�SRUWLRQ� ������ ������ ������ ������ ������7RWDO�GHEW ������ ������ ������ ������ ������6KDUHKROGHU
V�HTXLW\ ������ ������ ������ ������ ������
6RXUFH� 3'9�$PpULFD����.������
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��),1$/�5()/(&7,216��7+(�,17(51$7,21$/,6$7,21�352*5$00(�$1'�7+(�32/,7,&$/�287/22.�)25�7+(�1$7,21$/,6('�2,/�,1'8675<�,1�9(1(=8(/$
:H�DUH�QRW�LQWHUHVWHG�LQ�WKH�SRVVLELOLWLHV�RI�GHIHDW��WKH\�GR�QRW�H[LVW�4XHHQ�9LFWRULD��WR�$�-��%DOIRXU�������

,Q� JHQHUDO�� 12&V� DOO� RYHU� WKH� ZRUOG� KDYH� WUDGLWLRQDOO\� IRXQG� LW� GLIILFXOW� WR� VHW� XS� VWDEOH�LQVWLWXWLRQDO� DUUDQJHPHQWV� ZLWK� WKHLU� UHVSHFWLYH� QDWLRQDO� JRYHUQPHQWV�� JRRG� IHQFHV� PLJKW�JRRG�QHLJKERXUV�PDNH��EXW�IHZ�12&V�VHHP�WR�KDYH�SURYHQ�DGURLW�DW�IHQFH �EXLOGLQJ���,W�LV�QR�FRLQFLGHQFH� WKDW� WKH� 12&V� WKDW� KDYH� IDLOHG� PRVW� QRWLFHDEO\� LQ� WKLV� UHVSHFW� KDYH� EHHQ�FRPSDQLHV� ZLWK� ODUJH� H[SRUWDEOH� VXUSOXVHV� RI� FUXGH�� WKLV� LV� D� ORJLFDO� FRQVHTXHQFH� RI� WKH�GLYHUJHQFHV� RI� HFRQRPLF� LQWHUHVW� WKDW� KDYH� DULVHQ� ZKHQHYHU� VWDWHV� �ZKRVH� SULRUL W\� DV�ODQGORUGV� LV� WR� LQFUHDVH� WKH� JURXQG� UHQW� WKH\� UHFHLYH� IRU� HYHU\� EDUUHO� RI� RLO� SURGXFHG�� DQG�WKHLU� WHQDQW�RLO� FRPSDQLHV� �ZKLFK�� DV� FDSLWDOLVW�HQWHUSULVHV� � UHJDUGOHVV�RI�ZKHWKHU� WKH\�DUH�SULYDWHO\� RU� VWDWH�RZQHG� ��� VWULYH� WR� SD\�DV� OLWWOH�JURXQG� UHQW� WR� WKH� ODQGRZQHU� DV�SRVVLEOH��KDYH� WULHG� WR� GLYLGH� EHWZHHQ� WKHPVHOYHV� WKH� LQYDULDEO\� ODUJH� LQFRPH� VWUHDPV� JHQHUDWHG� E\�SHWUROHXP� H[SRUWV�� 7KLV� IXQGDPHQWDO� DQWDJRQLVP� FRXOG� FRQFHLYDEO\� EH� GHIXVHG� WKURXJK�LQVWLWXWLRQDO�DUUDQJHPHQWV�WKDW��RQ�WKH�RQH�KDQG��J XDUDQWHHG�WKH�GHYHORSPHQW�RI�WKH�RLO�VHFWRU��E\� IRUFLQJ� WKH� JRYHUQPHQW� WR� DFNQRZOHGJH� �WKH� OHJLWLPDF\�RI�SURILW� DERYH�DQG�EHIRUH� WKH�JURXQG�UHQW��� DQG�� RQ� WKH� RWKHU� KDQG�� VDIHJXDUGHG� WKH� LQWHUHVWV� RI� WKH� ODQGORUG� VWDWH� �E\�IRUFLQJ�WHQDQW�FRPSDQLHV��LQ�WXUQ ��WR�UHFRJQL]H��WKH�OHJLWLPDF\�RI�JURXQG �UHQW������+RZHYHU��QR� VXFK� SURGXFHU�UHQWLHU� FRPSURPLVH� KDV� HPHUJHG� LQ� DQ\� RI� WKH� RLO �H[SRUWLQJ� FRXQWULHV�ZKLFK� QDWLRQDOLVHG� WKHLU� RLO� FRQFHVVLRQV� LQ� WKH� HDUO\� ����V��12&V� LQ� WKHVH� FRXQWULHV� KDYH�EHHQ� VTXHH]HG�E\�JRYHUQPHQWV�GHVSHUDWH� WR�SOXJ� WKH�KROHV�ZKLFK� WKH�FRPELQHG� UDYDJHV�RI�'XWFK�GLVHDVH��GHILFLWDU\�VSHQGLQJ�DQG�H[FHVVLYH�IRUHLJQ�LQGHEWHGQHVV�KDYH�FDXVHG�WR�DSSHDU�LQ� WKHLU� UHVSHFWLYH� VKLSV� RI� VWDWH� �LQGHHG�� ZKHQ� RQH� FRQVLGHUV� WKH� HFRQRPLF� LQWHUDFWLRQ�EHWZHHQ�WKHVH�FRPSDQLHV�DQG�WKHLU�KRPH�JRYHUQPHQWV���RQH�LV�UHPLQGHG�RI�WKH�KHUR�RI�-XOHV�9HUQH
V� $URXQG� WKH�:RUOG� LQ� (LJKW\�'D\V RQ� KLV� GHVSHUDWH� ODVW� ODS� WR�/RQGRQ�� IUDQWLFDOO\�IHHGLQJ�KLV�ZRRGHQ�SDGGOH�VWHDPHU�WR�WKH�VKLS
V�ERLOHU����3'96$�LV�RQH�RI�WKRVH�FUXGH�ORQJ�12&V�WKDW�KDYH�IRXQG�WKDW�HVWDEOLVKLQJ�D�VWDEOH�PRGXV� YLYHQGL ZLWK� WKHLU� KRPH�JRYHUQPHQW� LV� QR� VLPSOH�PDWWHU�ZKHQ� �WKHLU� RYHUKHDG�FRVW�LQFOXGHV� WKH� FRVW� RI� UXQQLQJ� WKH�ZKROH� FRXQWU\�� � 2YHU� WKH� SDVW� ILYH� \HDUV�� KRZHYHU�� WKH�
�7KH�FRQIOLFW�EHWZHHQ�ODQGORUG�VWDWHV�DQG�WHQDQW�RLO�FRPSDQLHV�KDV�UHDUHG�LWV�KHDG�LQ�DOO�SODFHV�ZKHUH�WKH� RLO� LQGXVWU\� KDV� HVWDEOLVKHG� D� IRRWKROG�� ZLWK� WKH� VROH� H[FHSWLRQ� RI� WKH� 86�� � 7KHUH�� DV�0RPPHU�������� ����� REVHUYHV�� �D� VWDEOH� FRPSURPLVH� EHWZHHQ� WKH� LQWHUHVWV� RI� FDSLWDOLVWV� DQG� ODQGORUGV� ZLWK�UHVSHFW�WR�UHQW�������ZDV�LPSRVHG�E\�FDSLWDO��WKURXJK�D�FRXSOH�RI�ODQGPDUN�6XSUHPH�&RXUW�UXOLQJV��0RPPHU������������*XVWDIVRQ��RS��FLW�������5RELQVRQ��������E�����



���
FRPSDQ\� KDV� 
FRPH� RXW� RI WKH� EDUUDFNV
� DQG� KDV� VXFFHHGHG� LQ� XQGHUPLQLQJ� � DQG�� LQ� VRPH�FDVHV��RYHUWXUQLQJ� � WKH� WUDGLWLRQDO�SLOODUV�RI�9HQH]XHODQ�RLO�SROLF\��DV�HPERGLHG� LQ� WKH� 
RLO�SHQWDJRQ
����7KXV��DIWHU�WZR�GHFDGHV�RI�UHQW�PD[LPLVDWLRQ��UHVWUDLQHG�RXWSXW�DQG�WKH�H[FOXVLRQ�RI�SULYDWH�FDSLWDO�IURP�RLO�DFWLYLWLHV��3'96$�KDV�PDQDJHG�WR�LPSRVH�DQ�RLO�SROLF\�SUHGLFDWHG�RQ�WKH�SULQFLSOHV�RI�DEVROXWH�SULPDF\�RI�SURILW�RYHU�JURXQG�UHQW��YROXPH�PD[LPLVDWLRQ��ORZ�WD[DWLRQ� DQG� SURPRWLRQ� RI� � LI� QRW� RXWULJKW� UHOLDQFH� RQ� � IRUHLJQ� LQYHVWPHQW� �ZLWK� DOO� WKH�FRUROODULHV�WKDW�WKHVH�SULQFLSOHV�LPSO\��WKH�DEDQGRQPHQW�RI�9HQH]XHOD
V�23(&�FRPPLWPHQWV��WKH� DSSOLFDWLRQ� RI� LQWHUQDWLRQDO� SULFHV� WR� WKH� GRPHVWLF� IXHOV� PDUNHW�� WKH� UHWXUQ� RI� WKH� RLO�PDMRUV�WR�WKH�FRXQWU\�DQG��ODVW�EXW�QRW�OHDVW��WKH�WUDQVIR UPDWLRQ�RI�WKH�JRYHUQPHQW
V�ILVFDO�RLO�UHYHQXH� LQWR�D� UHVLGXDO� IXQFWLRQ�RI�3'96$
V� LQYHVWPHQW�EXGJHW ���� �7KH� LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�KDV�SOD\HG�DQ�LPSRUWDQW�UROH�LQ�WKLV�DEUXSW�FKDQJH�RI�WDFN�EHFDXVH��WKDQNV�WR�WKH�
VXFFHVV
�RI�WKH�SURJUDPPH��3'96$�EHFDPH�LQFUHDVLQJO\�EROG�LQ�LWV�GHDOLQJV�ZLWK�D�VHTXHQFH�RI� LQHIIHFWXDO�9HQH]XHODQ�JRYHUQPHQWV�DQG�HQGHG�XS�E\�XVXUSLQJ�PDQ\�RI�0(0
V� WXWHODU\�DQG� UHJXODWRU\� IDFXOWLHV� �WKH� JUDQWLQJ� RI� FRQFHVVLRQV�� WKH� FROOHFWLRQ� RI� WD[HV� DQG� UR\DOWLHV�IURP�FRQFHVVLRQDLUHV�� WKH�PRQLWRULQJ�RI� DFWLYLWLHV�XQGHUWDNHQ�E\�FRQFHVVLRQDLUHV�� DQG�HYHQ�WKH� FRQWURO�RI�SULYDWH�9HQH]XHODQ� LQYHVWPHQW� LQ�RLO��� � � ,Q�RWKHU�ZRUGV��3'96$
V�PDQDJHUV�LQWHUSUHWHG� WKH� IDFW� WKDW� WKH\� ZHUH� DEOH� WR� LQFUHDVH� ZLWK� LPSXQLW\� WKH� FRPSDQ\
V� VKDUH� RI�9HQH]XHOD
V� SHWUROHXP� UHQW� LQ� � WHUPV� RI� WKH�/HQLQLVW�PD[LP�ZKLFK� VD\V�� 
VWULNH� DQG� LI� \RX�VWULNH�VWHHO��SXOO�EDFN��LI�\RX�VWULNH�PXVK��NHHS�JRLQJ
�,W�LV�QR�FRLQFLGHQFH�WKDW�WKH�LQWHUYDO�GXULQJ�ZKLFK�3'96$�KDV�JUDGXDOO\�EHFRPH� � LQ�GHHG�LI�QRW�LQ�ODZ� � WKH�DGPLQLVWUDWLYH�DJHQF\�LQ�FKDUJH�RI�9HQH]XHOD
V�RLO�UHVRXUFHV�DQG�WKH�PDLQ�LQWHUPHGLDU\�EHWZHHQ�WKH�RLO�VHFWRU�DQG�WKH�UHVW�RI�WKH�HFRQRP\��KDV�DOVR�ZLWQHVVHG�WKH�FRXQWU\
V� GHVFHQW� LQWR� D� SROLWLFR �HFRQRPLF� PRUDVV� ZKLFK� 9HQH]XHODQV� KDYH� FDOOHG� WKH�
ODWLQDPHULFDQLVDWLRQ
�RI�WKH�FRXQWU\��L�H��D�VWDWH�RI�DIIDLUV�FKDUDFWHULVHG�E\��HFRQRPLF�GHFOLQH��LQIODWLRQ�� FXUUHQF\� VZLQJV� �� �� �� LQVWLWXWLRQDO� FROODSVH�� SROLWLFDO� GHFD\� DQG� D� UHVXUJHQFH� RI�SHUVRQDOLVW� SROLWLFV�� JURZLQJ� FULPH�� FLYLO� YLROHQFH�� FRQVSLUDFLHV� DQG� PLOLWDU\ FRXSV������$OWKRXJK� DQ� LQ�GHSWK� DQDO\VLV� RI� WKH� FLUFXPVWDQFHV� VXUURXQGLQJ� WKLV�SURFHVV� LV�EH\RQG� WKH�REMHFWLYHV�RI� WKLV�VWXG\� WKH�NH\�PLOHVWRQHV�RI�9HQH]XHOD
V� WUDQVLWLRQ�IURP��SROLWLFDO�GDUOLQJ�RI� WKH� GHYHORSPHQW� VHW�� DQG� �WH[WERRN� FDVH� RI� VWHS �E\�VWHS� SURJUHVV�� WR� SROLWLFDO� DQG�HFRQRPLF�EDVNHW�FDVH�PHULW�DW�OHDVW�D�FXUVRU\�PHQWLRQ�>RQ@�%ODFN�)ULGD\�������WKH�FXUUHQF\�FROODSVHG��LQLWLDWLQJ���� ��>D@�SHULRG�RI�GHSUHFLDWLRQ��HFRQRPLF� VWDJQDWLRQ� DQG� LQIODWLRQ�� � 6L[� \HDUV� ODWHU� FDPH� WKH� EORRG\� XUEDQ� ULRWVWRXFKHG� RII� RQ� ��� )HEUXDU\� ����� ����)��� DV� D� VSRQWDQHRXV� UHVSRQVH� WR� WKH� QHZ�JRYHUQPHQW
V� VWUXFWXUDO� DGMXVWPHQW� SDFNDJH�� � >7KHQ@� FDPH� WKH� DWWHPSWHG� FRXSV� RI�
�3'96$
V�VSHQGLQJ�LQ������DPRXQWHG�WR�������0086'��DQ�LQFUHDVH�RI����SHU�FHQW�RQ�WKH�FRPSDQ\
V�PHDQ�DQQXDO�LQYHVWPHQW�VLQFH�������LQ������WKH�ILJXUH�ZDV�������0086'��RI�ZKLFK�������0086'�ZHUH�ILQDQFHG�ZLWK�GHEW���DQ�LQFUHDVH�RI�PRUH�WKDQ�����SHU�FHQW�RQ�WKH�KLVWRULF�PHDQ���1RZDGD\V��WKH�FRPSDQ\�LV�VSHQGLQJ�WKH�HTXLYDOHQW�RI����SHU�FHQW�RI�WKH�JRYHUQPHQW
V�DQQXDO�EXGJHW��/HYLQH�������������.DUO�����������



���
������RQ���)HEUXDU\����)��DQG����1RYHPEHU�����1���WKH�ILUVW�VXFK�LQ�WKUHH�GHFDGHV���)XUWKHU� VKRFNV ZHUH� SURGXFHG� E\� WKH� LPSHDFKPHQW� DQG� UHPRYDO� IURP� RIILFH� RI�3UHVLGHQW�&DUORV�$QGUpV� 3pUH]� �� �� �� LQ�0D\������� IROORZHG�E\� WKH�'HFHPEHU� �����HOHFWLRQ�RI�IRUPHU�SUHVLGHQW�5DIDHO�&DOGHUD��ZKR�DEDQGRQHG�WKH�SDUW\�KH�KLPVHOI�KDG�IRXQGHG� >&23(,@� �� �� �� DQG� UDQ� D� EULOOLDQW� FDPSDLJQ� WR� ZLQ� D� ��ZD\� UDFH� RQ� DQ�H[SOLFLWO\�DQWL�SDUW\�SODWIRUP��$V� /HYLQH� QRWHV�� �DW� HDFK� RI� WKHVH� SRLQWV�� D� NH\� SLOODU� RI� WKH� >9HQH]XHODQ@� V\VWHP� ZDV�XQGHUPLQHG�RU�UHPRYHG������HFRQRPLF�VWUHQJWK��%ODFN�)ULGD\�������VRFLDO�SDFWV��FRQWURO�DQGFLYLO� RUGHU� ����)��� ���� D� GHSROLWLFLVHG� DQG� FRQWUROOHG� PLOLWDU\� � ��) DQG� ���1��� DQG� ����XQTXHVWLRQHG� H[HFXWLYH� GRPLQDQFH� DQG� SDUW\� KHJHPRQ\� �WKH� GRZQIDOO� RI� 3pUH]� DQG� WKH�HOHFWLRQ�RI�&DOGHUD���� 7KH�ODVW�WKUHH�SRLQWV��LQ�SDUWLFXODU��KHUDOGHG�WKH�WHUPLQDO GHFD\�RI�WKH�9HQH]XHODQ�SROLWLFDO�V\VWHP�DV�FRQFHLYHG�LQ������DW�3XQWR�)LMR��DQG�WKH�DSSHDUDQFH�RI�SRZHU�YDFXXPV�ZKLFK�3'96$�ZDV�YHU\�TXLFN�WR�ILOO���+RZHYHU��LW�LV�FOHDU�WKDW�3pUH]
V�LPSHDFKPHQW��D�FRQVHTXHQFH�RI�WKH�IDLOXUH�RI�D�UHIRUP�SURJUDPPH�EDVHG�R Q�,0)�SROLFLHV�ZKLFK�3pUH]�KDG�SUHYLRXVO\�GHQRXQFHG�DV��JHQRFLGDO� ����PDUNHG�WKH�WUXH�WXUQLQJ�SRLQW�IRU�WKH�FRPSDQ\��DIWHU�WKLV�HYHQW��3'96$
V�PDQDJHUV�� ZKR��WR�SDUDSKUDVH�6RVD�3LHWUL��ZHUH�DOZD\V��UHDG\�WR�GHIHQG�WKH� FRUSRUDWLRQ� DQG� LWV� IXQGDPHQWDO� YDOXHV LQ� WKH� SUHVHQW� DQG� IXWXUH�� IDU� IURP� SROLWLFDO�JDPHV��� EXW�KDG�QHYHU�IHOW�FRQILGHQW�HQRXJK�WR�ULGH�URXJKVKRG�RYHU�0(0� � HVVHQWLDOO\�JDYH�XS�DOO�SUHWHQVH�RI�FRQVXOWLQJ��LQIRUPLQJ�RU�HYHQ�ERWKHULQJ�WR�GXSH�WKH�9HQH]XHODQ�([HFXWLYH�EHIRUH� WDNLQJ� NH\� SROLF\� GHFLVLRQV��� 7KLV� FKDQJH� LQ� DWWLWXGH� LV� UHDGLO\� GLVFHUQLEOH�� IRU�LQVWDQFH�� LQ�WKH�PDQQHU�WKDW�3'96$�KDV�XQLODWHUDOO\�GHWHUPLQHG�QRW�WR�VWLFN�WR�9HQH]XHOD
V�23(&�FRPPLWPHQWV��ZKHUHDV� HYHQ� DV� ODWH� DV������� WKH� FRPSDQ\�KDG� WR� UHVRUW� WR� FRPSOH[�VWUDWDJHPV�LQ�RUGHU� WR�RYHU�SURGXFH���� WRGD\�LWV�PDQDJHUV�WKLQN�QRWKLQJ�RI�HLWKHU�H[FHHGLQJ�

�/HYLQH��RS��FLW���������)RU�GHWDLOV�DERXW�WKHVH�HYHQWV�VHH�2FKRD�$QWLFK��������1DtP� RS��FLW���1DYDUUR��������6RQQWDJ�DQG�0DLQJyQ���������0F&R\�DQG�6PLWK��������/�5��5RGUtJXH]��������6FKX\OHU��������&ULVS��������/HYLQH�� LELG� 7R� WKHVH�HYHQWV�RQH�FDQ�DGG� WKH�HIIHFWLYH�FROODSVH�RI� WKH�9HQH]XHODQ�EDQNLQJ�V\VWHP�GXULQJ�������WKH�FRVW� WR� WKH JRYHUQPHQW�RI�EDLOLQJ�RXW�9HQH]XHOD
V�EDQNV�ZDV�SXW�DW�������0086'��WKH�HTXLYDOHQW�RI����SHU�FHQW�RI�*'3����6RQQWDJ�DQG�0DLQJyQ��RS��FLW��������6RVD�3LHWUL��RS��FLW���������$Q�DQHFGRWH�UHFRXQWHG�E\�3UHVLGHQW�9HOi]TXH]
V�SUHVV�VHFUHWDU\�LV�TXLWH�LOOXVWUDWLYH�RI�WKLV��ZKHQ�WKH�PDWWHU�RI�3'96$
V������EXGJHW�FDPH�XS� LQ� WKH�&DELQHW�PHHWLQJ�RI�-XO\����������9HOi]TXH]�� DZDUH�WKDW� WDSH� UHFRUGHUV� LQ�0LUDIORUHV� ZHUH� UHJLVWHULQJ� KLV� ZRUGV� IRU� SRVWHULW\� � FRPSODLQHG� �WKDW� KH� KDG�FDOOHG�>3'96$�SUHVLGHQW@�*XVWDYR�5RRVHQ�DW�OHDVW�HOHYHQ�WLPHV�WR�DVN�IRU�LQIRUPDWLRQ�RQ�WKH�SRVLWLRQ�RI� WKH� FRPSDQ\��ZLWKRXW� REWDLQLQJ� D� UHVSRQVH�� �+H� DGGHG� WKDW�0U��5RRVHQ� FRXOG�QRW� LJQRUH� WKDW� WKH�FHQWUH�RI�JUDYLW\�RI�WKH�FRXQWU\�ZDV�WKH�3UHVLGHQF\�������DQG�WKDW�WKH�RQO\�UHDVRQ�ZK\�KH�GLG�QRW�GHSRVH�KLP�LPPHGLDWHO\�ZDV�WR�DYRLG�D�QDWLRQDO�SROLWLFDO�FULVLV�������+H�DOVR�ZDUQHG�WKDW�LI�5RRVHQ�ZDQWHG�WKLV�EXGJHW� WR� EH� DSSURYHG�� KH�ZRXOG� KDYH� WR� GHIHQG� LW� LQ� WKH�&DELQHW��� �+RZHYHU�� WZR� GD\V� ODWHU�� DIWHU�5RRVHQ� KDG� UHWXUQHG� IURP� D� WULS� DEURDG�� 9HOi]TXH]� UHFHLYHG� KLP� LQ� KLV� SULYDWH� RIILFH� DQG�� WR� WKH�VXUSULVH�RI�KLV�FORVHVW�FROODERUDWRUV���GLG�QRW�JLYH�KLP�WKH�GUHVVLQJ�GRZQ�WKDW�HYHU\ERG\�H[SHFWHG����$�VKRUW� WLPH� DIWHU� WKLV� LQFLGHQW�� WKH� FRPSDQ\
V� EXGJHW� ZDV� DSSURYHG� E\� ERWK� &DELQHW� DQG� &RQJUHVV��ZLWKRXW�VXEVWDQWLDO�PRGLILFDWLRQV��(VFDODQWH�������������$V�6RVD�3LHWUL�XQDVKDPHGO\�FRQIHVVHG�� LQ��������ZH�KDG�LQFUHDVHG�RXU�VWRUDJH�FDSDFLW\�>E\�EX\LQJ�%25&2�DQG�%23(&�@� LQ�RUGHU� WR�SURGXFH�EH\RQG�RXU�TXRWD���,Q�WKLV�PDQQHU��ZH�ZHUH�SUHSDULQJ�IRU�DQ\�FKDQJH�LQ�WKH�RIILFLDO�VWUDWHJ\�RU�ZRUOG�HYHQW�>VLF�@�ZKLFK�ZRXOG�SHUPLW�XV�WR�VHOO�DERYH�RXU�TXRWD���



���
9HQH]XHOD
V� TXRWD� ZLWK� HQWKXVLDVWLF� DEDQGRQ� RU� RI� SXEOLFO\� VWUHVVLQJ� WKDW� WKH� FRXQWU\
V�SURGXFWLRQ�OHYHOV�ZLOO�QHYHU�DJDLQ�EH�GHWHUPLQHG�E\�VXFK�D�TXRWD� ��7KHUH� FDQ� EH� QR� GRXEW� WKD W� WKH�PRVW� LPSRUWDQW�PDQLIHVWDWLRQV� RI�3'96$
V� UHFHQW�DVFHQGDQF\�RYHU�WKH�JRYHUQPHQW�KDYH�EHHQ�WKUHH�SURJUDPPHV��WKH�UHDFWLYDWLRQ�RI�
PDUJLQDO
�RLOILHOGV�� WKH� 
VWUDWHJLF� DOOLDQFHV
� IRU� WKH� FRPPHUFLDO� H[SORLWDWLRQ� RI� H[WUD �KHDY\� 2ULQRFR�FUXGHV�DQG�RIIVKRUH� QDWXUDO�JDV�ILHOGV��DQG�WKH�SURILW �VKDULQJ�GHDOV�IRU�(	3�DFWLYLWLHV�LQ�
KLJK�ULVN
�DUHDV��ZKLFK�KDYH�EURXJKW�DERXW�D� UDGLFDO�DOWHUDWLRQ� LQ� WKH�VWUXFWXUH�RI�SURSHUW\�ULJKWV�SUHYDLOLQJ�LQ�WKH�9HQH]XHODQ�RLO�VHFWRU���$OWKRXJK�WKH�VWDWHG�DLP�RI�WKHVH�SURJUDPPH V ZDV�WR�EULQJ�EDFN� IRUHLJQ� FDSLWDO� WR� WKH�9HQH]XHODQ�XSVWUHDP�XQGHU� IDYRXUDEOH� WHUPV� �VXSSRVHGO\�EHFDXVH�D�FDVK�VWUDSSHG�3'96$�ZDV�LQ�QR�FRQGLWLRQ�WR�VKRXOGHU�DOO�WKH�WDVNV�WKDW�QHHGHG�WR�EH�GRQH�WR�HQVXUH�9HQH]XHOD
V�SHUPDQHQFH�LQ�WKH�OHDJXH�RI�PDMRU�RLO SURGXFHUV���WKHLU�DLPV� �L�H��WKRVH�WKDW�FDQ�EH�GHGXFHG�IURP�WKH�FRQWHQWV�RI�FRQWUDFWV��UDWKHU�WKDQ�IURP�GHFODUDWLRQV�RI�LQWHQW�SUHSDUHG�IRU�SXEOLF�FRQVXPSWLRQ� � DFWXDOO\�DSSHDU�WR�EH�DV�IROORZV�D��7R�FRQVWUDLQ�WKH�VWDWH�LQ�LWV�H[HUFLVH�RI�LWV�ULJKWV� TXD PLQHUDO�UHVRXUFH�RZQHU�DQG�VRYHUHLJQ�HQWLW\� 7KLV�LQWHQWLRQ�LV�UHDGLO\�DSSDUHQW��IRU�LQVWDQFH��LQ�WZR�RI�WKH�PRUH�QRWHZRUWK\�FODXVHV�LQFOXGHG�LQ�3'96$
V�VWUDWHJLF�DOOLDQFH�DJUHHPHQWV���7KH�ILUVW�RQH�VWDWHV�WKDW�WKH�DVVRFLDWLRQ�FRQWUDFW� VKDOO� LQFOXGH��SURYLVLRQV�ZKLFK�ZLOO�SHUPLW� >3'96$�DIILOLDWHV@� WR�FRPSHQVDWH� �� �� �IRUHLJQ� VKDUHKROGHUV� IRU� DQ\� VLJQLILFDQW� DQG� DGYHUVH� SDWULPRQLDO� FRQVHTXHQFHV� GHULYHG�GLUHFWO\�IURP�DFWV�RU���� ��GHFLVLRQV�WDNHQ�E\�QDWLRQDO��SURYLQFLDO�RU�PXQLFLSDO�DGPLQLVWUDWLYH�DXWKRULWLHV��RU�E\�FKDQJHV�LQ�OHJLVODWLRQ�ZKLFK�������LPSOLHG�DQ�XQMXVW�GLVFULPLQDWRU\�WUHDWPHQW�RI� WKH� >SDUWQHUVKLS@���� 7KH� VHFRQG� FODXVH� VWDWHV� WKDW� �DQ\� FRQWURYHUV\� RU� FODLP� �� �� �� LQ�UHODWLRQ� WR� WKH�$VVRFLDWLRQ�$JUHHPHQW� �� �� � ZLOO�EH� UHVROYHG� �� �� �E\� LQWHUQDW LRQDO�DUELWUDWLRQ��DFFRUGLQJ�WR�WKH�UXOHV�RI�WKH�,QWHUQDWLRQDO�&KDPEHU�RI�&RPPHUFH�RI�3DULV��LQ�WKH�FLW\�RI�1HZ�<RUN���� $OWKRXJK�3'96$�DQG� LWV� VXEVLGLDULHV�PDLQWDLQ� WKDW�QHLWKHU� FODXVH� LV�GHWULPHQWDO��WR� WKH�VRYHUHLJQ�ULJKW� WR� OHJLVODWH�� LQKHUHQW� WR� WKH�H [LVWHQFH�LWVHOI�RI�WKH�QDWLRQDO��VWDWH�DQG�PXQLFLSDO� OHJLVODWLYH� SRZHUV����� WKH� IDFW� WKDW� LQWHUQDWLRQDO� DUELWUDWRUV� ZLOO� LQWHUSUHW� ZKLFK�
7KLV� ZDV�� SUHFLVHO\�� WKH� FLUFXPVWDQFH� WKDW� ZRXOG� DULVH� �� � �>DIWHU@� WKH� FUXHO�� VDYDJH� DQG� XQMXVWLILDEOH�LQYDVLRQ� RI�.XZDLW� E\� ,UDT�� �LELG��� ����� ������ �0XFK� WR�&HOHVWLQR�$UPDV
� FKDJULQ�� 6RVD� XQLODWHUDOO\�KLNHG�9HQH]XHODQ�SURGXFWLRQ�RQ�WKH�YHU\�GD\�RI�WKH�LQYDVLRQ��RVWHQVLEO\�WR�EXLOG�XS�VWUDWHJLF�VWRFNV�LQ�3'96$
V�VWRUDJH�IDFLOLWLHV�DEURDG���LELG�� ����������0(0
V� LQLWLDO� SRVLWLRQ� YLV�j�YLV WKLV� TXRWH�EXVWLQJ� ZDV� WR� GHQ\� WKDW� 9HQH]XHOD� ZDV� EUHDNLQJ� LWV�FRPPLWPHQWV��HQHUJ\�PLQLVWHU�(UZLQ�$UULHWD�UHVRUWHG�WR�DOO�VRUWV�RI�XQOLNHO\�H[SODQDWLRQV�WR�DFFRXQW�IRU�WKH�GLVFUHSDQFLHV�EHWZHHQ� 
RIILFLDO
�9HQH]XHODQ�ILJXUHV�DQG� WKRVH�SXEOLVKHG�LQ�VHFRQGDU\�VRXUFHV�DQG��TXLWH�FRQYHQLHQWO\��KH�DOVR�GHFODUHG�WKDW�VR�ORQJ�DV��WKH�ILJXUHV�IURP�WKH�VHFRQGDU\�VRXUFHV�>ZHUH@�XVHG�IRU�UHIHUHQFH�LQ�23(&
V�DQDO\VLV��9HQH]XHOD�ZRXOG�DEVWDLQ�IURP�JLYLQJ�RIILFLDO�ILJXUHV���321��0D\����������������:KHQ�HYHQ�WKH�9HQH]XHODQ�&RPSWUROOHU�*HQHUDO � RQ�WKH�EDVLV�RI�3'96$�ILJXUHV�� UHYHDOHG�WKDW�9HQH]XHOD
V������SURGXFWLRQ�KDG�H[FHHGHG�LWV�TXRWD�E\�DERXW�����0%'��WKH�PLQLVWU\�DEDQGRQHG�DOO� SUHWHQVH� RI� 23(&� FRPSOLDQFH� �2	*-��0D\� ���� ������ ����� � $W� SUHVHQW�� 9HQH]XHOD� LV� SURGXFLQJ�DSSUR[LPDWHO\���00%'�RYHU�TXRWD���*DFHWD�2ILFLDO��6HSWHPEHU�����������������������������,ELG�������������,ELG������������
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�GHFLVLRQV� WDNHQ� E\� QDWLRQDO�� SURYLQFLDO� RU� ORFDO� DGPLQLVWUDWLYH� DXWKRULWLHV�� RU� ZKLFK��FKDQJHV�LQ�OHJLVODWLRQ��TXDOLI\� DV�GLVFULPLQDWRU\�XQGHU�WKH�WHUPV�RI�WKH�DJUHHPHQW�UHSUHVHQWV�D� VLJQLILFDQW� UHWURJUDGH� VWHS� IRU� WKH� 9HQH]XHODQ� JRYHUQPHQW� ZKHQ� FRPSDUHG� WR� DQ\� RWKHU�PLQLQJ� ODZ� SURPXOJDWHG� LQ� WKH� FRXQWU\� GXULQJ� WKLV� FHQWXU\�� � ,Q� IDFW�� WKHVH� FODXVHV� DUH� D�SHUIHFW� H[SUHVVLRQ RI� WKH� LQVWLWXWLRQDO� IDLOXUH� RI� WKH�9HQH]XHODQ� QDWLRQDOLVDWLRQ�� DQG� WR� VHH�ZK\� RQH� QHHG� RQO\� EULQJ� WR�PLQG� WKH� UHIXVDO� RI� WKH�9HQH]XHODQ� JRYHUQPHQW� WR� DFFHSW� WKH�ZRUGLQJ� RI� DQ� DUWLFOH� LQ� WKH� GUDIW� IRU� WKH� ����� +\GURFDUERQV� /DZ� ZKLFK� VWDWHG� WKDW� �DOO�FRQFHVVLRQ�KROGHUV�ZRXOG�SD\�JHQHUDO� WD[HV��RI�ZKDWHYHU�VRUW�� WKDW�ZRXOG�HTXDOO\�DIIHFW� DOOHQWHUSULVHV���� $V�0RPPHU�QRWHV��RQ�WKDW�RFFDVLRQ�WKH�JRYHUQPHQW
V�YLHZSRLQW�ZDV� �� �� � YHU\�H[SOLFLW�� LW�FODLPHG�WKH�OHJLWLPDWH�ULJKW�RI�9HQH]XHOD�� DV� WKH� UHVRXUFH� RZQHU�� WR� >DQ\@� H[FHVV� SURILWV� WKDW�PLJKW� DFFUXH� LQ� WKH�H[SORLWDWLRQ�>RI�LWV�RLO@�������)LIW\�\HDUV�ODWHU�>ZKHQ�WKH�&ULVWyEDO�&ROyQ�/1*�SURMHFW�ZDV�ODXQFKHG@��D�VWDWH�RZQHG�RLO�FRPSDQ\��/DJRYHQ��DJUHHG�ZLWK�LWV�IRUHLJQ�SDUWQHUV�WR�GHQ\�WKLV�ULJKW�RI�WKH�QDWLRQ��L�H��� WR�GHQ\�WKH�YHU\�HVVHQFH�RI�QDWLRQDOLVDWLRQ��� � ��>,W@�HQVKULQHG�WKLV�FRQFHVVLRQ�������E\�DJUHHLQJ�WR�FRPSHQVDWH�>LWV�IRUHLJQ�SDUWQHUV@�������LQ� WKH� DGYHQW� RI� DQ\� XQIDYRXUDEOH� FKDQJH� LQ� WKH� ODZ�� >0RUHRYHU�@� EHLQJ� WKH�JXDUDQWRU��/DJRYHQ�FDQQRW�RSW�RXW�IURP�WKH�SDUWQHUVKLS���7KH� 
VWDWH� FRQWURO
� FODXVHV� RI� WKH� SURILW �VKDULQJ� GHDOV� DSSHDU� WR� EH� VOLJKWO\� PRUH�IDYRXUDEOH� IRU� WKH� 9HQH]XHODQ� JRYHUQPHQW� WKDQ� WKRVH� RI� WKH� 
VWUDWHJLF� DOOLDQFHV
�� EXW� WKLV�LPSUHVVLRQ� LV� GHFHSWLYH�� VLQFH� &93� PD\� H[HUFLVH� LWV� S RZHU� RI� YHWR� RQO\� ZKHQ� 
QDWLRQDO�LQWHUHVWV
�DUH�DW�VWDNH��D�YHU\�QDUURZ�VHW�RI�LVVXHV� � VXFK�DV�WKH�DSSURYDO�RI�DPHQGPHQWV�WR�WKH�PLQLPXP�ZRUN�SURJUDPPHV��WKH�DSSURYDO�RI�H[WHQVLRQV�WR�WKH�H[SORUDWLRQ�DQG�GHYHORSPHQW�SKDVHV��WKH�DGRSWLRQ�RI�SURGXFWLRQ�FXUW DLOPHQWV�EXW�QRW��IRU�LQVWDQFH��WKH�GHFLVLRQ�RQ�ZKHWKHU�D�JLYHQ�RLO� VWULNH�PHULWV�FRPPHUFLDO�GHYHORSPHQW� � LV�FRQVLGHUHG� WR�KDYH�DQ\� LQFLGHQFH�RQ�WKHVH� 
QDWLRQDO� LQWHUHVWV
�� KRZHYHU��� � 0RUHRYHU�� WKH� SURILW �VKDULQJ� FRQWUDFWV� JLYH� SULYDWH�LQYHVWRUV� WKH� ULJKW WR� H[SORLW� DQ\� K\GURFDUERQ� UHVHUYRLUV ZKLFK� WKH\� PLJKW� GLVFRYHU� �DV�RSSRVHG� WR� VSHFLILF� WUDFWV� RI� ODQG��� � ,Q� DGGLWLRQ�� ZKHUHDV� 3'96$� LQFOXGHG� LQ� ERWK� WKH�VWUDWHJLF� DOOLDQFHV� DQG� WKH� SURILW �VKDULQJ� GHDOV� LQFOXGH� FODXVHV� WKDW� ZRXOG� DOORZ� WKH�9HQH]XHODQ�12&�WR�H[WHQG�WKH�GXUDWLRQ�RI�WKH�DJUHHPHQWV�LI�RXWSXW�KDV�WR�EH�FXUWDLOHG�DW�DQ\�WLPH�GXH�WR�D�VRYHUHLJQ�GHFLVLRQ�E\�WKH�9HQH]XHODQ�JRYHUQPHQW�DULVLQJ�IURP�DQ�LQWHUQDWLRQDO�WUHDW\�REOLJDWLRQ��DQG�WR�LQGHPQLI\�IRUHLJQ�FDSLWDOLVWV�LI�WKH�JRYHUQPHQW�LQFUHDVHG�RL O�UHODWHG�WD[HV����WKH�FRPSDQ\�GLG�QRW�LQFOXGH�DQ\�SURYLVLRQ�WKDW�ZRXOG�HLWKHU�JXDUDQWHH�WKH�FRQWLQXLW\�RI�RSHUDWLRQV�DW�WKH�HQG�RI�DJUHHPHQWV�RU�FRYHU�DQ\�DEDQGRQPHQW�FRVWV�IROORZLQJ�VKXW �GRZQ���)LQDOO\�� LW� LV� DOVR� ZRUWK� QRWLQJ� WKDW� WKH� RSHUDWLQJ� FRQWUDFW� VWUDWHJLF� DOOLDQFHV� DQG� SURILW �VKDULQJ�FRQWUDFWV�DOLNH�HVVHQWLDOO\�EDU�WKH�9HQH]XHODQ�JRYHUQPHQW��L�H��0(0��IURP�FRPLQJ�
��0RPPHU�������������0RPPHU�� ������ ���� � 7KH� SULQFLSOH� RI� LQWHUQDWLRQDO� DUELWUDWLRQ� ZDV� LQFRUSRUDWHG� WR� WKH� VHUYLFH�FRQWUDFW�DJUHHPHQWV�LQ�-XQH��������3'96$�ZRXOG�QRW�KDYH�WR�LQGHPQLI\�LWV�IRUHLJQ�SDUWQHUV�LI�WKH�9HQH]XHODQ�JRYHUQPHQW�LQFUHDVHG�WKH�EDVLF UDWH�RI�LQFRPH�WD[��EXW�LW�ZRXOG�KDYH�WR�GR�VR�LI�D�WD[�KLNH�ZHUH�RQO\�DSSOLFDEOH�WR�K\GURFDUERQV�UHODWHG�DFWLYLWLHV�
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LQWR� FRQWDFW�ZLWK� WKH� IRUHLJQ� LQYHVWRUV� RWKHU� WKDQ� WKURXJK� WKH� LQWHUPHGLDWLRQ�RI�3'96$�RU�RQH�RI�LWV�VXEVLGLDULHV���7KXV��3'96$
V�UROH� LQ�DOO�RI�WKHVH�VR�FDOOHG�
DVVRFLDWLRQV
�ZLOO�QRW�EH�WKDW� RI� D� WUXH� SDUWQHU�� LQVWHDG�� WKH� FRPSDQ\�ZLOO� EH� VHUYLQJ� DV� D� KRVWDJH� WR� JXDUDQWHH� WKH�IXWXUH� JRRG� EHKDYLRXU� RI� WKH� 9HQH]XHODQ� JRYHUQPHQW�� RQ� WKH� RQH� KDQG�� ZKLOH� DOVR�IXQFWLRQLQJ�DV�D�WD[�FROOHFWRU�� RQ�WKH�RWKHU�KDQG�E�� 7R� LQWURGXFH�� IRU� WKH� EHQHILW� RI� IRUHLJQ� FDSLWDOLVWV�� D� UHQW �PLQLPLVLQJ� ILVFDO� UHJLPH� LQ�9HQH]XHOD
V� XSVWUHDP� VHFWRU� 2Q� DYHUDJH�� 3'96$
V� DIWHU�WD[� FDVK� IORZ� �LQFOXGLQJ� WKH� WD[ �IUHH�FRQWULEXWLRQ�IURP�LWV�DIILOLDWHV��KDV�EHHQ�URXJKO\�F RPSDUDEOH�WR�WKH�LQWHUQDOO\�JHQHUDWHG�IXQGV�ZKLFK�PDQ\�PXOWLQDWLRQDO�RLO�FRPSDQLHV�KDYH�KDG�DYDLODEOH�IRU�LQYHVWPHQW�DIWHU�WD[HV�DQG� WKH� SD\PHQW� RI� GLYLGHQGV ���� KRZHYHU�� PRVW� RI� WKH� IRUPHU
V� PDQDJHUV� KDYH� DOZD\V�PDLQWDLQHG� WKDW� WKHLU� VROH� VKDUHKROGHU� DSSURS ULDWHV� WRR� ODUJH� D� SDUW� RI� WKH�9HQH]XHOD
V� RLO�H[SRUW� HDUQLQJV�� RQO\� WR� SXW� WKHVH� UHVRXUFHV� WR� VSHFWDFXODUO\� XQSURGXFWLYH� XVHV� �� 7KH�$SHUWXUD�� KRZHYHU�� KDV� JLYHQ� WKHP� D� FKDQFH� WR�PDNH� JRRG� WKHLU� FUHHG� WKDW� RLO� �VKRXOG� EH�UHJDUGHG� DV� D� WD[�JHQHUDWLQJ� EXVLQHVV� OLNH� DQ\� RWKHU���� $Q� DFURVV�WKH�ERDUG� UHGXFWLRQ� LQ�K\GURFDUERQV�WD[DWLRQ�WR�D�OHYHO�VLPLODU�WR�WKDW�SUHYDLOLQJ�LQ�WKH�QRQ �RLO�HFRQRP\�ZRXOG�KDYH�EHHQ�SROLWLFDOO\�LPSRVVLEOH�WR�DFKLHYH��EXW�3'96$�KDV�FRQWULYHG�WR�GR�WKH�QH[W�EHVW�WKLQJ��WR�UHGXFH�GUDPDWLFDOO\�WKH�WD[�OLDELOLW\�RI�WKH�IRUHLJQ�FRPSDQLHV�WKDW�ZLOO�EH�UHVSRQVLEOH�IRU�WKH�EXON� RI�9HQH]XHOD
V� LQFUHPHQWDO DQG� GHSOHWLRQ� UHSODFHPHQW RXWSXW�� LQ� WKH� \HDUV� WR� FRPH���7KH�
VWUDWHJLF�DOOLDQFHV
��IRU�LQVWDQFH��DUH�WR�EH�WD[HG�DW�WKH�UDWH�SUHYDLOLQJ�LQ� WKH�9HQH]XHODQ�QRQ�RLO�VHFWRU��LQVWHDG�RI�WKH�XVXDO�UDWH�UHVHUYHG�IRU�K\GURFDUERQ �UHODWHG�DFWLYLWLHV����3'96$�REWDLQHG�WKLV�UHGXFWLRQ�LQ�������FLWLQJ�WKH�ORZ�SURILWDELOLW\�HVWLPDWHV�RI�/1*�DQG�H[WUD �KHDY\�FUXGH�YHQWXUHV�� WKHQ�� LQ������� WKH�FRPSDQ\�VDLG�WKD W�DGGLWLRQDO�WD[�UHOLHI� � LQ�WKH�IRUP�RI�D�UHGXFWLRQ�LQ�UR\DOW\�UDWHV� � ZRXOG�EH�QHHGHG�WR�PDNH�WKH�SURMHFWV�HFRQRPLFDOO\�IHDVLEOH��WKH�9HQH]XHODQ�FRQJUHVV�GXO\�DSSURYHG�WKLV�UHGXFWLRQ�ZKHQ�3'96$�DUJXHG�WKDW��RWKHUZLVH��WKH�VWUDWHJLF�DOOLDQFHV�ZRXOG��JR�WR WKH�EDFN�RI�WKH�TXHXH�IRU�LQWHUQDWLRQDO�ILQDQFLQJ� ������6LPLODU�
��/�5��5RGUtJXH]��RS��FLW��������3'96$
V�HDUQLQJV�KDYH�KLVWRULFDOO\�EHHQ�WD[HG�DW�D�PXFK�KLJKHU�EDVLF�UDWH�WKDQ�WKRVH�RI�WKH�PXOWLQDWLRQDO�RLO�FRPSDQLHV���7KH�ODWWHU��KRZHYHU��DUH�QRW�HQWLWOHG�WR�NHHS����SHU�FHQW� RI� LWV� QHW� H[SRUW� HDUQLQJV� WD[� IUHH�� DV� LV� 3'96$�� �0RUHRYHU�� 3'96$� GLG� QRW� GHFODUH� D VLQJOH�GLYLGHQG�EHWZHHQ������DQG��������7KHUHIRUH��JUHDW�FRQFHUQ�ZDV�H[SUHVVHG��ZKHQ�3'96$��IRU�WKH�ILUVW�WLPH� LQ� LWV� KLVWRU\�� GHFODUHG� D� GLYLGHQG� DPRXQWLQJ� WR� DURXQG� ���� 0086'�� EHFDXVH� WKLV� PRYH� �UHSHDWHG�LQ������� ZDV�LQWHUSUHWHG�DV�PDUNLQJ�D�UHVXPSWLRQ�RI�WKH�JRYHUQPHQW
V�VXSSRVHGO\�LQJUDLQHG�WHQGHQF\�WR�GUDLQ�3'96$�RI�IXQGV��321��0DUFK����������������:KDW�REVHUYHUV�IDLOHG�WR�UHFRJQL]H�ZDV�WKDW��ZLWK�WKH�GLVDSSHDUDQFH�RI�WKH�)59��GLYLGHQGV�RIIHUHG�WKH�RQO\�PHDQV�LQ�ZKLFK�WKH�FRPSDQ\�FRXOG�GLVWULEXWH� SDUW� RI� LWV� H[FHVV� SURILWV� WR� LWV� VKDUHKROGHU�� ,Q� DQ\� FDVH�� WKH� DPRXQW� RI�PRQH\� GLVWULEXWHG�WKURXJK�WKH�GLYLGHQG�ZDV�DSSUHFLDEO\�VPDOOHU�WKDQ�WKH�H[WUD�QHW�LQFRPH�ZKLFK�3'96$�KDV�REWDLQHG�DV�D�UHVXOW�RI�WKH�GLVDSSHDUDQFH�RI�WKH�)59�DQG�WKH�LQFUHDVHV�LQ�GRPHVWLF�IXHO�SULFHV���$FWXDOO\��LW�LV�QRW�XQIDLU�WR�VD\�WKDW�WKHVH�PDQDJHUV�EHOLHYH�WKDW�WKH�9HQH]XHODQ�JRYHUQPHQW
V��SRZHU�WR�WD[�LV��LQGHHG��WKH�SRZHU�WR�GHVWUR\���*DOEUDLWK����������������/XLV�*LXVWL��TXRWHG�LQ�7KH�'DLO\�-RXUQDO��-XO\����������������,W�LV�ZRUWK�UHPHPEHULQJ�WKDW�9HQH]XHOD�ZLOO�KDYH�WR�UHSODFH�DERXW�����0%'�RI�SURGXFWLRQ�FDSDFLW\�HYHU\�\HDU�WR�VXVWDLQ�DQ�RXWSXW�RI������00%'���7KH�'DLO\�-RXUQDO��0D\���������������8QGHU�WKH�QHZ�UR\DOW\�DUUDQJHPHQWV��DOO�WKRVH�SURMHFWV�ZKRVH�H[SHFWHG LQWHUQDO�UDWH�RI�UHWXUQ��,55��IDOOV�EHORZ�D�JHQHURXV����SHU�FHQW�ZLOO�EH�DEOH�WR�FODLP�UR\DOW\�
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UR\DOW\� UHOLHI� DUUDQJHPHQWV� KDYH� QRZ� EHHQ� DGRSWHG� IRU� ERWK� WKH� PDUJLQDO� ILHOG� RSHUDWLQJ�FRQWUDFWV�DQG�WKH�SURILW �VKDULQJ�GHDOV���)RUHLJQ� LQYHVWRUV� SDUWLFLSDWLQJ� LQ� 3'96$
V� (	3� ULVN� H[SORUDWLR Q� VFKHPH� ZLOO� EH�OLDEOH� IRU� RQH�PDLQ� SHWUROHXP�VSHFLILF� FRQWULEXWLRQ�� NQRZQ� DV� WKH� 3(*� �3DUWLFLSDFLyQ� GHO�(VWDGR�HQ�ODV�*DQDQFLDV��RU�3DUWLFLSDWLRQ�RI�WKH�6WDWH�LQ�WKH�3URILWV�� �� $V�LWV�QDPH�LPSOLHV��WKLV� FRQWULEXWLRQ� ZLOO� EH� DVVHVVHG� RQ� WKH� SURILWV ZKLFK WKH� GLIIHUHQW� SURGXFWLRQ� FRQVRUWLD�HYHQWXDOO\� UHDOL]H� IURP� WKHLU� RLO� H[SRUWV�� � 7KLV� UHSUHVHQWV� D� PDMRU� GHSDUWXUH� IURP� WKH�WUDGLWLRQDO�9HQH]XHODQ�ILVFDO�UHJLPH��ZKLFK�ZDV�SUHGLFDWHG�RQ�WKH�SULQFLSOH�WKDW�WKH�VWDWH��DV�WKH�RZQHU�RI�WKH�FRXQWU\
V�RLO��ZDV�HQ WLWOHG�WR�FODLP�D�FHUWDLQ�VKDUH�RI�D�FRQFHVVLRQDLUH
V�RLO�UHYHQXHV UHJDUGOHVV RI�ZKHWKHU�WKH�ODWWHU�PDGH�D�SURILW�7KH�WD[�VLWXDWLRQ�RI�WKH�FRPSDQLHV�SDUWLFLSDWLQJ�DV�RSHUDWLQJ�FRQWUDFWRUV�LQ�3'96$
V�PDUJLQDO�ILHOG�UHDFWLYDWLRQ�VFKHPH�LV�WKDW�WKH\�DUH�RQO \�UHTXLUHG�WR�SD\�WKH�QRQ�RLO�LQFRPH�WD[�UDWH�RQ�WKHLU�SHU�EDUUHO�RSHUDWLQJ�IHH���7KLV�ZRXOG�QRW�EH�QRWHZRUWK\�LI�WKHVH�LQYHVWRUV�ZHUH�FRQWUDFWRUV�LQ�WKH�WUXH�VHQVH�RI�WKH�ZRUG�EXW��DV�LW�KDSSHQV��WKH\�DUH�RQO\�FRQFHVVLRQDLUHV�LQ�GLVJXLVH�� �7KH�XVH�RI� WKLV ZRUG�PLJKW�VHHP�LQDSSURSULDWH��JLYHQ� WKDW� WKH�FRQWUDFWRUV�GR�QRW�KDYH�WKH�OLEHUW\�WR�GLVSRVH�RI�WKHLU�FUXGH�RLO�RXWSXW��ZKLFK�OHJDOO\�UHPDLQV��DW�DOO�WLPHV��WKH�H[FOXVLYH� SURSHUW\� RI� 3'96$� DQG� LWV� DIILOLDWHV��� �+RZHYHU��ZKHQ� RQH� FRQVLGHUV� WKDW� WKHLU�RSHUDWLQJ�IHH�LV� LQGH[HG�WR�WKH�LQWHUQDWLRQDO�SULFH�RI�RLO �� �DQG��KHQFH��LV�PXFK�PRUH�WKDQ�D�VLPSOH�SD\PHQW� IRU� VHUYLFHV� UHQGHUHG���RQH�FDQ�VHH� WKDW� WKHVH�VR �FDOOHG�RSHUDWLQJ�FRQWUDFWV�DUH�LQ�IDFW�SURGXFWLRQ�FRQFHVVLRQV�ZLWK�WKH�DGGHG�IHDWXUH�WKDW�WKH�FRQFHVVLR QDLUHV�DUH�REOLJHG�WR� VHOO� DOO� RI� WKHLU� RXWSXW� WR� 3'96$� DW� LQWHUQDWLRQDO� PDUNHW� SULFHV� PLQXV� D� JLYHQ�SHUFHQWDJH��� 7KLV�IOH[LEOH�SHUFHQWDJH��LQ�WXUQ��LV�FDOFXODWHG�LQ�VXFK�D�ZD\�WKDW�3'96$�FDQ�PHHW�DOO� WKH� VSHFLILF�K\GURFDUERQV� WD[HV� IURP�ZKLFK� WKH�FRQWUDF WRU� LV�FRQWUDFWXDOO\�H[HPSW��WKHUHE\�JXDUDQWHHLQJ�WKDW�3'96$�ZLOO� DOZD\V DEVRUE�DQ\�LQFUHDVH�LQ�K\GURFDUERQ �VSHFLILF�WD[HV����
UHOLHI�DFFRUGLQJ�WR�D�VOLGLQJ�VFDOH�IRUPXOD���,I�WKH�,55�LV�EHORZ�WZHOYH�SHU�FHQW��WKH�UR\DOW\�ZLOO�EH�VHW�DW�RQH�SHU�FHQW���7KH� UR\DOW\� SD\PHQWV� RI� HDFK� SURMHFW� ZLOO� EH� FDOFXODWHG� FDVXLVWLFDOO\�� LQ� WKHRU\�� WKH� FRPSOLFDWHG�IRUPXOD� XVHG� IRU� UR\DOW\� FDOFXODWLRQ� FDQ� \LHOG� YDOXHV� LQ� D� UDQJH� JRLQJ� IURP� RQH� WR� D� PD[LPXP� RI�VL[WHHQ�SHU�FHQW��LQ�SUDFWLFH��VLQFH�WKH�IRUPXOD�ZLOO�EH�D�IXQFWLRQ�RI�WKH�H[SHFWHG UHWXUQ�RI�HDFK�RQH�WKH�YHQWXUHV�� LW� LV�HQWLUHO\�UHDVRQDEOH�WR�VXSSRVH�WKDW�QRQH�ZLOO�SD\�D�UR\DOW\�DSSUHFLDEO\�JUHDWHU�WKDQ�RQH�SHU�FHQW��VHH�0RPPHU����������&UXGH� H[WUDFWHG� IURP� WKH� DUHDV� RIIHUHG� IRU� ULVN� H[SORUDWLRQ� DOVR� KDV� WR� SD\� WKH� UR\DOW\�� EXW� WKH�FRQWUDFWV� DOORZ� FDSLWDOLVWV WR� UHTXHVW� D� UHGXFWLRQ� RI� WKH� UR\DOW\� LI� WKH� H[SHFWHG UDWH� RI� UHWXUQ� RI� WKH�LQYHVWPHQWV�ZKLFK�WKH\�FRQVLGHU�QHFHVVDU\�IRU�FRPPHUFLDO�GHYHORSPHQW�LV�EHORZ����SHU�FHQW���7KH� GHIODWRU� XVHG� WR� DGMXVW� WKH� IHH� LV� WKH�(QHUJ\�3ULFH� ,QGH[�RI� WKH�86�&RQVXPHU�3ULFH�,QGH[� IRU�8UEDQ�&RQVXPHUV��ZKLFK�PHDQV� WKDW� WKH� IHH�YDULHV� LQ�KDUPRQ\�ZLWK� WKH� LQWHUQDWLRQDO�SULFH�RI�RLO� �L�H�ZLWK�WKH�SULFH�RI�WKH�
FRQWUDFWRU
V��RXWSXWV��QRW�WKHLU�LQSXWV����7KH� VHUYLFH� FRQWUDFW� DJUHHPHQWV� ZLWK� FRPSDQLHV� WKDW� ELG� VXFFHVVIXOO\� LQ� WKH� WKLUG� ELGGLQJ� URXQG�LQFRUSRUDWH�D�FODXVH�JLYLQJ�
RSHUDWRUV
�ILUVW�FDOO��HQ�OLHX RI�WKH�RSHUDWLQJ�IHH��RQ�DOO�FUXGH�SURGXFHG�E\�WKHP���$� IDLU� SURSRUWLRQ� RI� WKH�PDUJLQDO� ILHOG� SURGXFWLRQ�KDV� DFWXDOO\� FRPH� IURP� UHVHUYHV� O\LQJ�EHORZ�RU�DGMDFHQW� WR� WKH� GRUPDQW� ILHOGV� WKDW�ZHUH� VXSSRVHG� WR� EH� UHDFWLYDWHG� �LQ� RWKHU�ZRUGV�� IURP�ZKDW� DUH��



���
F��7R� LQFUHDVH� WKH�QXPEHU�RI�SRWHQWLDOO\�KRVWLOH� LQWHUORFXWRUV�ZKLFK�DQ\�IXWXUH�9HQH]XHODQ�JRYHUQPHQW�ZLOO�KDYH�WR�GHDO�ZLWK�LI�LW GHFLGHV�WR�WDNH�DFWLRQV�DIIHFWLQJ�WKH�RLO�LQGXVWU\� 7KH�PDQQHU� LQ� ZKLFK� 3'96$� KDQGOHG� WKH� DXFWLRQ� RI� WKH� ��� �KLJK �ULVN�� H[SORUDWLRQ� EORFNV�RIIHUHG�WR�IRUHLJQ�LQYHVWRUV�LQ�6HSWHPEHU������PDNHV�LW�TXLWH�FOHDU�WKDW�WKH�FRPSDQ\�ZDV�IDU�PRUH� LQWHUHVWHG� LQ�EULQJLQJ�EDFN� IRUHLJQ�RLO�FRPSDQLHV� LQWR� WKH�FRXQWU\�ZLWKLQ� WKH�VKRUWHVW�SRVVLEOH�VSDFH�RI�WLPH��UHJDUGOHVV�RI�FRVWV��WKDQ�LQ�REWDLQLQJ�D�JRRG�GHDO�IRU�WKH�9HQH]XHODQ�VWDWH�� � )RU� VWDUWHUV�� 3'96$� PDGH� WKH� GLVWULEXWLRQ� RI� SURILWV� EHWZHHQ� WKH� VWDWH� DQG� LWV�SURVSHFWLYH� WHQDQWV� DQ� REMHFW� RI� DXFWLRQ IRU� WKH� ILUVW� WLPH� LQ� 9HQH]XHODQ� KLVWRU\�� WKH�SDUDPHWHU� XVHG� E\� WKH� FRPSDQ\� WR� MXGJH� ULYDO� ELGV� ZDV� WKH� FRQWULEXWLRQ� � H[SUHVVHG� DV� D�SHUFHQWDJH�RI�SUH�WD[�SURILWV�� ZKLFK�IRUHLJQ�LQYHVWRUV�ZHUH�SUHSDUHG�WR� RIIHU WKH�9HQH]XHODQ�VWDWH�RQ�WKH�ILUVW�������0086'�ZRUWK�RI�FUXGH�SURGXFHG�LQ�HDFK�DUHD���6HFRQGO\��3'96$�VHW�D�FHLOLQJ � DQG�QRW��DV�RQH�ZRXOG�KDYH�H[SHFWHG�LQ�DQ\�UHDVRQDEOH�DXFWLRQ��D� IORRU �L�H��D�UHVHUYDWLRQ�SULFH�� � IRU�WKH�3(*�DW�D�YDOXH�RI����SHU�FHQW���%XW�SHU KDSV�WKH�FOHDUHVW�LQGLFDWLRQ�RI� 3'96$
V� SULRULWLHV� ZDV� WKH� IDFW� WKDW� WKH� FRPSDQ\� KDG� WR� EH� FRQYLQFHG E\� SURVSHFWLYH�LQYHVWRUV� WKDW� LW� VKRXOG� DOORZ� WKHP� WR� LQFOXGH�VXSSOHPHQWDU\�FDVK�ERQXVHV� LQ� WKHLU�ELGV�� LQ�FDVH� DQ� DUHD� GUHZ� PRUH� WKDQ� RQH� ELG� RIIHULQJ� WKH PD[LPXP� DOORZDEOH� 3(*� �3'96$
V�RULJLQDO�SURSRVDO�WR�&RQJUHVV�GLG�QRW�FRQWHPSODWH�WKH�SD\PHQW�RI�VXFK�ERQXVHV�� ��,W�LV�FOHDU��WKHQ��WKDW�WKH�UHWXUQ�RI�SULYDWH�IRUHLJQ�FDSLWDO�WR�WKH�9HQH]XHODQ�XSVWUHDP�XQGHU� WKH� IUDPHZRUN� LPSOHPHQWHG� E\� 3'96$� ZLOO� EH� EUL QJLQJ� PRGHVW� EHQHILWV� WR� WKH�9HQH]XHODQ�JRYHUQPHQW��PXFK�VPDOOHU�� LQ�IDFW�� WKDQ�WKRVH�ZKLFK�LW�XVHG�WR�REWDLQ�IURP�WKH������YLQWDJH�FRQFHVVLRQV��� � ,QGHHG�� LW� LV�GLIILFXOW� WR�DYRLG� WKH�FRQFOXVLRQ� WKDW�� LI� WKH�SROLF\�JRDOV� ZKLFK� 3'96$� FODLPHG� WR� EH� SXUVXLQJ� E\� UHRSHQLQJ� WKH� 9HQH]XHODQ� XSVWUHDP� WR�IRUHLJQ� FDSLWDO�ZHUH� JHQXLQH�� WKHQ� WKHVH� RSHUDWLQJ� FRQWUDFWV�� VWUDWHJLF� DOOLDQFHV� DQG� SURILW �VKDULQJ� GHDOV�ZHUH� SUREDEO\� WKH�ZRUVW�ZD\� LQ�ZKLFK� WKH� FRPSDQ\� FRXOG� KDYH� JRQH� DERXW�DFKLHYLQJ� WKHP� �DJDLQ�� 
ROG�VW\OH
� FRQFHVVLRQV� ZRXOG� KDYH� RIIHUHG� D� PXFK� VXSHULRU�DOWHUQDWLYH����7R�D� ODUJH�H[WHQW��3'96$�KDV�EHHQ�DEOH� WR�SURFHHG�ZLWK� WKH� $SHUWXUD�EHFDXVH� WKH�9HQH]XHODQ� JRYHUQPHQW� KDV� DEGLFDWHG� DOO� UHVSRQVLELOLW\� IRU� RLO� SROLF\� LQ� IDYRXU� RI� WKH�
WHFKQLFDOO\�VSHDNLQJ��QHZ�UHVHUYRLUV����7KH�SURGXFWLRQ�ILJXUHV�DFKLHYHG�LQ�VRPH�RI�WKHVH�ILHOGV�FOHDUO\�LQGLFDWH�WKDW� WKH\�DUH�QRW��PDUJLQDO��DW�DOO�� �)RU�LQVWDQFH��%3�H[SHFWV� WKDW��E\�ODWH�������RXWSXW�LQ�WKH�3HGHUQDOHV�ILHOG�ZLOO�UHDFK�����0%'��3,:��0DUFK���������������,Q� WKH� HQG�� WKH� ELGGHUV� SDLG� D� YHU\� UHVSHFWDEOH� VXP� WR� 3'96$� LQ� ERQXVHV�� EXW� WKH� ����0086'�ZKLFK� WKH�FRPSDQ\�UHFHLYHG�IRU�EORFNV�ZLWK�D�FRPELQHG�DUHD�RI��������NP� ORRNV� OHVV� LPSUHVVLYH� LI�RQH�FRQVLGHUV�WKDW�ZKHQ�IHGHUDO�OHDVHV�LQ�GHHS�ZDWHUV�RI�WKH�*XOI�RI�0H[LFR�ZHUH�DXFWLRQHG�LQ�0DUFK�������YDULRXV�RLO� FRPSDQLHV�SDLG� WKH�86�JRYHUQPHQW�D� WRWDO�RI�����0086'�LQ�ERQXVHV� IRU�D�PXFK�VPDOOHU�DPRXQW�� ������NP� � RI�PXFK�PRUH�FKDOOHQJLQJ�DFUHDJH��0RPPHU���������������0RUHRYHU��LQ�RQH� FDVH�� DQ� DUHD� ZKLFK� GUHZ� WKH� PD[LPXP� 3(*� DOVR� DWWUDFWHG� D� � ERQXV� RIIHU�� ZKLFK� 3'96$�JUDFLRXVO\�UHIXVHG�WR�GLVFORVH�RU�FROOHFW�EHFDXVH�QR�RWKHU�ELGGHU�KDG�RIIHUHG�WKH�PD[LPXP�3(*���,QGHHG�� WKLV� LV RQH� RI� WKH� UHDVRQV�ZK\� 3'96$�ZDV� VR� DQ[LRXV� WR� EH� ULG� RI�$UWLFOH� �� RI� WKH� �����+\GURFDUERQV� /DZ�� ZKLFK� VWDWHG� WKDW� �WKH� WHUPV� DQG� FRQGLWLRQV� LQ� HYHU\� FRQWUDFW� PXVW� EH� PRUH�IDYRXUDEOH�WR�WKH�1DWLRQ�WKDQ�WKRVH�IRUHVHHQ�E\�WKH�SUHVHQW�ODZ�IRU�FRQFHVVLRQV���VHH�QRWH����EHORZ��



���
FRPSDQ\�� �+RZHYHU�� WKH�SURJUHVV�RI� WKH�$SHUWXUD SROLF\�KDV�QRW�EHHQ�HQWLUHO\�XQUHODWHG� WR�WKH� ZD\� LQ� ZKLFK� WKH� FRPSDQ\� KDV� KRQHG� WR� SHUIHFWLRQ� WKH� WDFWLF� RI� REWDLQLQJ� �WKH�DXWKRUL]DWLRQ�RI�&RQJUHVV�������LQ�IODJUDQW�FRQWUDGLFWLRQ�ZLWK�9HQH]XHODQ�ODZ�������DQG�WKHQ��� �����>EULQJLQJ@�SUHVVXUH�WR�EHDU�RQ�WKH�������JRYHUQPHQW�IRU�IDYRXUDEOH�OHJDO�UHIRUPV�� �� 7DNH��IRU�LQVWDQFH�� WKH� 
PDUJLQDO� ILHOG
� UHDFWLYDWLRQ�SURJUDPPH�� �2ULJLQDOO\��3'96$�VDLG� WKDW�SULYDWH�RSHUDWRUV�ZRXOG�RQO\�EH�DOORZHG� WR�GULOO� DSSUDLVDO�DQG�GHYHORSPHQW�ZHOOV� LQ� WKHLU DVVLJQHG�ILHOGV��DQG�WKDW�DQ\�FRPSDQ\�WKDW�ZDQWHG�WR�GULOO�EH\RQG�WKH�SD\�]RQHV�WDSSHG�ZKHQ�WKH�ILHOGV�ZHUH� ODVW� RSHUDWLQJ� ZRXOG� KDYH� WR� QHJRWLDWH� D� QHZ� H[SORUDWLRQ� DQG� SURGXFWLRQ� FRQWUDFW� ��7KHQ�� 3'96$� EHJDQ� WR� DUJXH� WKDW� LW� ZDV� LQ� 9HQH]XHOD
V� EHVW� LQWH UHVW� WR� DOORZ� SULYDWH�FRPSDQLHV� WR� GULOO� EH\RQG� VSHFLILHG� FRQWUDFWXDO� GHSWKV� �WKLV� LWHP�ZDV�GXO\� LQFOXGHG� LQ� WKH�VHFRQG� OLFHQVLQJ� URXQG� IRU� PDUJLQDO� ILHOGV�� DQG�� ILQDOO\�� LQ� WKH� WKLUG� OLFHQVLQJ� URXQG�� WKH�FRPSDQ\� RIIHUHG� DUHDV� ZKLFK� LQFOXGHG� QRQ �GRUPDQW� ILHOGV� �WKDW� LV�� ILHOGV� ZKLFK� ZHUH�SURGXFLQJ�DQ\WKLQJ�IURP����WR����0%'�DQG��KHQFH��ZHUH�QRW�LQ�QHHG�RI�UHDFWLYDWLRQ�DV�VXFK����,Q�D�VLPLODU�IDVKLRQ��WKH�RULJLQDO�LGHD�EHKLQG�WKH�(	3�SURILW �VKDULQJ�GHDOV�ZDV�WKDW�IRUHLJQ�RLO�FRPSDQLHV�ZLWK�DFFHVV�WR�IXQGV�DQG�DGYDQFHG�WHFKQRORJ\�ZRXOG�EH�OXUHG�EDFN�WR�WKH�FRXQWU\�ZLWK� WKH� RIIHU� RI� HTXLW\� VWDNHV� LQ� VRPH� RI� WKH� PRUH� DPHQDEOH� WUDFWV� RI� WKH� 9HQH]XHODQ�XSVWUHDP�VHFWRU�EXW�RQO\� LQ�H[FKDQJH IRU�ORQJ�WHUP�FRPPLWPHQWV�RQ�WKHLU�SDUW�WR�SDUWLFLSDWH�LQ� WKH� GHYHORSPHQW� RI WKH� 2ULQRFR� EHOW��� $IWHU� WKH� IDOO� RI� 3pUH]�� WKRXJK�� WKHVH� JRRG�LQWHQWLRQV�ZHUH�IRUJRWWHQ�DQG��LQVWHDG��WKH�FRPSDQ\�SXVKHG�IRU�DQG�REWDLQHG� � WR�SDUDSKUDVH�D�3'96$�H[HFXWLYH� � �D�VWUXFWXUDO�UHIRUP�OLNH�WKH������/DZ�WKDW�JUDQWHG��� �\HDU�FRQFHVVLRQV�WR�WKH�IRUHLJQ�RLO�FRPSDQLHV���� $QG�WKHUH�LV�D�ZHDOWK�RI�DGGLWLRQDO�H[DPSOHV�FRQILUPLQJ�WKH�H[WHQW�WR�ZKLFK�3'96$�KDV�PDQDJHG�WR�LQWURGXFH�PDQ\�NH\�MXULGLFDO�LQQRYDWLRQV� � UHJDUGLQJ�IRUHLJQ�DUELWUDWLRQ��UR\DOW\�DQG�LQFRPH�WD[�FDOFXODWLRQ��DOORZDEOH�GXUDWLRQ�RI�D JUHHPHQWV�DQG�WKH� OLNH� � E\� UHO\LQJ� RQ� ZKDW� -HOOLQHN� FDOOHG� GLH� QRUPDWLYH� .UDIW� GHV� )DNWLVFKHQ �WKH�QRUPDWLYH�SRZHU�RI�WKH�IDFWLF���UDWKHU�WKDQ�RQ�LWV�DELOLW\�WR�VZD\�JRYHUQPHQWDO�RSLQLRQ�ZLWK�ZKDW�6LPyQ�%ROtYDU�FDOOHG��WKH�PRVW�FRQYLQFLQJ�DUJXPHQW�RI�DOO� WUXWK�FOHDQ�DQG�SXUH���� ,Q�WKLV�VHQVH��WKH�$SHUWXUD LV�D�WUXH�SROLWLFDO�GHVFHQGDQW�RI�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH���3'96$� SUHVHQWV� LW� DV� WKH� FXOPLQDWLRQ� RI� D� ORQJ �WHUP� DGDSWLYH� UHVSRQVH� WR� WKH� HFRQRPLF�UDWLRQDOLW\�LQWULQVLF�WR�WKH�RLO�EXVLQHVV��ZK LFK�LW�VHW�LQ�PRWLRQ�ZKHQ�LW�ERXJKW�LWV�ILUVW�UHILQHU\�RYHUVHDV����LQ�UHDOLW\��WKRXJK��WKH�OLQN�EHWZHHQ�WKHVH�VWUDWHJLHV�OLHV�QRW�LQ�DQ�HQWLUHO\�VSXULRXV�
��0RPPHU�������������2	*-��)HEUXDU\����������������7KH�3pUH]�DGPLQLVWUDWLRQ�JDYH�WKH�FRPSDQ\�SHUPLVVLRQ�WR�H[SORUH�ZD\V�RI�HVWDEOLVKLQJ��D�IUDPHZRUN�WKDW�ZRXOG� SHUPLW� D� FRPELQDWLRQ� RI� ORQJ�WHUP� DVVRFLDWLRQV� LQ� H[WUD�KHDY\� FUXGHV�ZLWK�(	3�GHDOV� WR�GHYHORS�OLJKW�PHGLXP�FUXGH�SRWHQWLDO�LQ��������KLJK�ULVN�DUHDV���321��2FWREHU����������������321��$SULO��������������6R�PDQ\�� LQGHHG�� WKDW� WKH\� FDQQRW� DOO� EH� H[SORUHG� LQ� GHWDLO�KHUH�� �7KH� UHDGHU� LV� LQVWHDG� UHIHUUHG� WR�0RPPHU����������$W�WKH�EHJLQQLQJ�RI�WKH�����V��3'96$�LGHQWLILHG�WKH�FRQYHQLHQFH�RI�SXUVXLQJ�DQ�LQWHUQDWLRQDOLVDWLRQ�VWUDWHJ\�������$V�D�QDWXUDO�FRPSOHPHQW�WR�WKLV�VWUDWHJ\��DW�WKH�EHJLQQLQJ�RI�>WKH�����V@��WKHUH�EHJLQV�WKH�



���
LPSHUDWLYH�WR�UHLQWHJUDWH�WKH�RLO�LQGXVWU\�EXW�LQ�WKH�IDFW�WKDW��MXVW�OLNH�WKH�LQWHUQDWLRQDOLVDWLRQ�SURJUDPPH�� WKH� $SHUWXUD ZDV� ODUJHO\� PDGH� SRVVLEOH� E\� D� PRGXV� RSHUDQGL ZKLFK� JDYH�3'96$� WKH� ZKHUHZLWKDO� WR� FRQTXHU� VWHDGLO\� ODUJHU� DUHDV� RI� WKH� RLO� SROLF\� VSDFH� ZLWKRXW�DOHUWLQJ�WKH�9HQH]XHODQ�JRYHUQPHQW�DV�WR�WKH�FRPSDQ\
V�XOWLPDWH�LQWHQWLRQV�3'96$
V� WRS� H[HFXWLYHV� VLQFH� ����� KDYH� QRW� EHHQ� JUHDWO\� FRQFHUQHG� E\� WKH�LUUHJXODULWLHV�� WKDW� KDYH� YLWLDWHG� WKH� GHPDQG�GULYHQ� SULYDWLVDWLRQ� SURFHVV �� ZKLFK� WKH$SHUWXUD HIIHFWLYHO\�LV���,QGHHG��WKH�DFWLRQV�DQG�GHFODUDWLRQV�RI�WKHVH�PDQDJHUV�LQGLFDWH�WKDW�WKH\� VHH� WKHVH� LUUHJXODULWLHV� DV� EHLQJ� ODUJHO\� LUUHOHYDQW�ZKHQ� YLHZHG� DJDLQVW� VXFK� SRVLWLYH�GHYHORSPHQWV� OLNH� WKH� UHPDUNDEOH� WXUQ� LQ� 3'96$
V� ILQDQFLDO� IRUWXQHV ���� RU� WKH� DSSDUHQW�LPPLQHQFH� RI� WKH� FRPSDQ\
V� ORQJ�KHOG� GUHDP� RI� RSHQLQJ� XS� WKH� 2ULQRFR� WR� ODUJH �VFDOH�FRPPHUFLDO H[SORLWDWLRQ��� 7KHLU�LQVRXFLDQFH�LV�HVVHQWLDOO\�D�UHIOHFWLRQ�RI�WKH�IDFW�WKDW�WKHVH�PDQDJHUV�KDYH� LQWHUSUHWHG��WKH�JHQHUDO� OHYHO�RI�GLVFRQWHQW� WRZDUGV� WKH�SROLWLFDO�V\VWHP�DQG�WKH� UHSUHVHQWDWLYHQHVV� RI� WKH� WUDGLWLRQDO� DQG� HPHUJHQW� SROLWLFDO� SDUWLHV�� DV� Z HOO� DV� WKH�ZLGHVSUHDG�GLVHQFKDQWPHQW�ZLWK�WKH�SHUIRUPDQFH�RI�WKH�JRYHUQPHQW�DQG�WKH�SROLFLHV�XVHG�WR�IDFH�WKH�HFRQRPLF�DQG�VRFLDO�FULVLV� �� DV�D�WDFLW�PDQGDWH�WR�SUHYHQW�WKH�VWDWH��FRQWUROOHG�E\�D�SROLWLFDO� FODVV�ZKLFK� WKH\�DFFXVH�RI�KDYLQJ� VTXDQGHUHG� WKH�� �������0086'�WKDW�3'96$�KDV� SDLG� LQ� WD[HV� DQG� UR\DOWLHV� VLQFH� ������ IURP� SODFLQJ� DQ\�PRUH� UHQWLVWLF� IHWWHUV� � WD[HV�KLJKHU� WKDQ� WKRVH� OHYLHG� RQ� WKH� QRQ �RLO� HFRQRP\�� SURGXFWLRQ� UHVWULFWLRQV�� OLPLWDWLRQV� RQ�
SURFHVV�RI�DSHUWXUD RI�WKH�RLO�EXVLQHVV�LQ�RXU�FRXQWU\���TXRWHG�E\�0HQGR]D�3RWWHOOi�������������LWDOLFV�RXUV��VHH�DOVR��*LXVWL��VXFFHVV�LQ�WKH�RLO�EXVLQHVV�OLHV�LQ�LQWHJUDWLRQ���(FRQRPtD�+R\��$SULO����������������:KHQ��MXVWLFH�5RPiQ�'XTXH�&RUUHGRU�UHSHDOHG�DUWLFOHV���DQG���RI�WKH������*DV�1DWLRQDOLVDWLRQ�/DZ�DQG�$UWLFOH���RI�WKH������+\GURFDUERQV�/DZ�LQ�UHVSRQVH�WR�/DJRYHQ
V�UHTXHVW��KH�DOVR DQQXOOHG�$UWLFOH���RI�WKH������/DZ��VRPHWKLQJ�ZKLFK�/DJRYHQ�KDG�QRW DVNHG�IRU����$OWKRXJK�WKLV�ZRXOG�DSSHDU�WR�UHQGHU�KLV�VHQWHQFH�LQYDOLG�RQ�JURXQGV�RI�XOWUD�SHWLWLD��QRW�PDQ\�SHRSOH�LQ�9HQH]XHOD�KDYH�EHHQ�ERWKHUHG�E\�WKLV� UDWKHU� LPSRUWDQW� GHWDLO� �9DOOHQLOOD�� ������ �������� � ,QWHUHVWLQJO\�� 'XTXH� &RUUHGRU� LV� FXUUHQWO\�3'96$
V�OHJDO�FRXQVHO�LQ�D�FRXUW�FDVH�VXUURXQGLQJ�WKH�FRQVWLWXWLRQDOLW\�RI�WKH�FRPSDQ\
V�SURILW�VKDULQJ�GHDOV�� DQG� KH� XVHG� WR� EH� D� 3'96$� UHWDLQHU� LQ� WKH� ODWH� ����V� �VHH� 'XTXH� &RUUHGRU�� RS�� FLW��� �����0RUHRYHU�� KH� KDG� H[SUHVVHG� DOO� WKH� DUJXPHQWV�ZLWK�ZKLFK� KH� VXSSRUWHG�KLV� OHJDO� GHFLVLRQ� LQ� D� ERRN�SXEOLVKHG�EDFN�LQ�������LELG������������������VR�LW�LV�SUREDEO\�IDLU�WR�DVN�ZKHWKHU�KLV�VHOHFWLRQ�WR�KHDU�WKLV�SDUWLFXODU�FDVH�ZDV�MXVW�D�IRUWXQDWH�FRLQFLGHQFH�IRU�3'96$���7KLV� GH� IDFWR SULYDWLVDWLRQ� SURFHVV�� ZKLFK� KDV� DOPRVW� FRPSOHWHO\� RYHUWXUQHG� WKH�9HQH]XHODQ� OHJDO�UHJLPH�JRYHUQLQJ�RLO� DFWLYLWLHV�� FDQ�EH� VDLG� WR� KDYH�EHHQ�GHPDQG� UDWKHU� WKDQ�SROLF\�GULYHQ�EHFDXVH��UDWKHU�WKDQ�UHVXOW�RI�D�GHOLEHUDWH�JRYHUQPHQW�DFWLRQ�DQG��LQVWHDG��VWHPPHG�IURP�WKH�GHFLVLRQV�RI�D�ILUP�WKDW�WKH�JRYHUQPHQW�KDV�SURYHQ�XQDEOH�WR�FRQWURO��VHH�6WDUU��������������2QO\�UHFHQWO\��LQ�DQ�XQSUHFHGHQWHG�JHVWXUH�RI�WULXPSKDOLVP��3'96$�GHFODUHG�LWVHOI�WR�EH��ILQDQFLDOO\�WKH� ZRUOG
V� IRUHPRVW� RLO� FRPSDQ\�� �VHH� �3'96$�� )LQDQFLDOO\� WKH�:RUOG
V� )RUHPRVW� 2LO� &RPSDQ\���3'96$�1HZV����$OWKRXJK�WKLV�FODLP�ZDV�PDGH�E\�DQ�
RXWVLGHU
��WKH�FRPSDQ\
V��PDLQ�ILGXFLDU\�RIILFHU��WKH�PDQQHU� LQ� ZKLFK� LW� ZDV� SXEOLVKHG�PHDQV� WKDW� 3'96$� WDNHV� LW� VHULRXVO\�� � 7KH� HYLGHQFH� XVHG� WR�VXVWDLQ� 3'96$
V� FODLP� ZDV� WKDW�� DPRQJ� D� JURXS� RI� HLJKW� PDMRU� FRPSDQLHV� �6KHOO�� ([[RQ�� 0RELO��&KHYURQ�� $PRFR�� %3�� 7H[DFR� DQG� 3'96$�� WKH� 9HQH]XHODQ� FRPSDQ\� KDG� WKH� KLJKHVW� UDWLR� RI� QHW�SURILWV�WR�LQFRPH��DQG�QHW�SURILWV�LQIHULRU�RQO\�WR�WKRVH�RI�6KHOO�DQG�([[RQ��FRPSDQLHV�ZKRVH�UHYHQXHV�DUH�ILYH�WLPHV�JUHDWHU�WKDQ�3'96$
V�����,W�LV�VWLOO�WUXH�WKDW��WR�SDUDSKUDVH�D�3'96$�H[HFXWLYH���WKH�ILUVW���������E�G�RI�UHIRUPXODWHG�JDVROLQH�IURP�ELWXPHQ�ZLOO�PDNH�9HQH]XHOD�WKH�ODUJHVW�SHWUROHXP�SURYLQFH�LQ�WKH�ZRUOG��((��'HFHPEHU�������������0DLQJyQ�����������



���
DFFHVV� WR� RLO�EHDULQJ� ODQGV�� H[FOXVLRQ� RI� IRUHLJQ� F DSLWDO� � RQ� WKH� IUHH� GHYHORSPHQW� RI� D�YLJRURXV�RLO�VHFWRU���-XVW�KRZ�OHJLWLPDWH�WKH\�FRQVLGHU�WKLV�PDQGDWH�WR�EH�FDQ�EH�JDXJHG�IURP�&RURQHO
V�FRPPHQW�LQ�WKH�VHQVH�WKDW��WKH�FULPH�FRPPLWWHG�E\�WKH���� �����SROLWLFLDQV�ZKLFK�KDYH� KDG� WKH�PRVW� DEVROXWH� SRZHU� GXULQJ� WKLV� SHULRG� LV� FRPSDUDEOH� �� �� �� WR� WKH�ZDU� FULPHV�FRPPLWWHG�E\�WKH�1D]LV�GXULQJ�::,,�� �7KH�GLIIHUHQFH�LV�WKDW�ZKLOH�WKH�ODWWHU�ZHUH�KDQJHG��WKH�IRUPHU�OLYH�LQ�0LDPL�RU��LQ�RXU�PLGVW��FDOP��IDW�DQG�VPLOLQJ��ZLWKRXW�SXQLVKPHQW�RU�JXLOW\�FRQVFLHQFHV�� WKLQNLQJ� WKDW� WKH\� KDYH� D� YRLFH� DQG� D� YRWH� LQ� WKH� VRFLHW\� ZKLFK� WKH\�GHVWUR\HG���� 2QH� PLJKW� WDNH� H[FHSWLRQ� DW� &RURQHO
V� DSSDOOLQJ� VHQVH� RI� KLVWRULFDO�SHUVSHFWLYH��EXW� WKHUH� LV�QR�GRXEWLQJ� WKH� LQWHQVLW\�RI�KLV�RXWUDJH�DW� WKH��GUDPDWLF�IDLOXUH�RI�>9HQH]XHODQ@ HFRQRPLF�SROLF\�XQGHU� WKH�PRVW� IDYRXUDEOH�FRQGLWLRQV�� �� &UXFLDOO\��PRVW�RI�3'96$
V�FXUUHQW�PDQDJHPHQW�VKDUH�&RURQHO
V�LQGLJQDWLRQ�LQ�WKLV�UHJDUG��DQG�WKLV�LGHRORJLFDO�SRVWXUH� JRHV� D� ORQJ�ZD\� WRZDUGV� H[SODLQLQJ�ZK\� WKHLU� DFWLRQV� LQ� HIIHFW�GHQ\� WKDW� WKH� VW DWH�PLJKW�EH�HQWLWOHG�WR�DQ\�EHQHILW�GHULYHG�IURP�RLO�DFWLYLWLHV�RWKHU�WKDQ�WKH�PXOWLSOLHU�HIIHFWV�RI�LQYHVWPHQW�� RU�ZK\� WKH\� DSSHDU� WR� EH� VR� NHHQ� RQ� WUDQVIRUPLQJ� 3'96$� LQWR� WKH� FRUSRUDWH�HTXLYDOHQW�RI�WKH�3UXVVLDQ�DUP\��DQ�RLO�FRPSDQ\�ZLWK�D�FRXQWU\�DWWDF KHG�WR�LW���3HUKDSV� VXUSULVLQJO\��3'96$
V�PHVVDJH� WKDW� WKH� $SHUWXUD ZLOO�KHUDOG�D�QHZ�HUD�RI�SURVSHULW\�IRU�ERWK�WKH�RLO�LQGXVWU\�DQG�IRU�9HQH]XHOD�DV�D�ZKROH�KDV�EHHQ�ZHOO�UHFHLYHG�E\�9HQH]XHODQ��SXEOLF�RSLQLRQ���7KLV�LV�D�UHIOHFWLRQ�RI�WKH�UDWKHU�XQFULW LFDO�DFFHSWDQFH�DFFRUGHG�LQ� WKLV� FRXQWU\� �DV� LQ� PXFK� RI� WKH� GHYHORSLQJ� ZRUOG�� WR� WKH� SURSHUW\� ULJKWV� WKHRU\� RI�SULYDWLVDWLRQ�SURSRXQGHG�E\� WKH� ,0)�DQG�RWKHU� VXSUDQDWLRQDO� ILQDQFLDO�RUJDQLVDWLRQV�� �7KLV�WKHRU\��GRHV�QRW�LGHQWLI\�DQ\�SDUWLFXODU�FRQGLWLRQV�RU FKDUDFWHULVWLFV�WKDW�PLJKW�FDXVH�SXEOLF�LQVWLWXWLRQV�WR�SHUIRUP�ZHOO�������>DQG�MXVW@�VD\V�WKDW�VRFLHW\�ZRXOG�EH�EHWWHU�RII�LI��LQVWHDG�RI�PHHWLQJ�DSSURYDO�LQ�WKH�SROLWLFDO�SURFHVV��SXEOLF�RUJDQLVDWLRQV�RU�WKHLU�DVVHWV�ZHUH�SULYDWHO\�RZQHG���� 7KH�YLHZ�WKDW��ZKDWHYHU�WKH�JRYHUQPHQW�GRHV��WKH�SULYDWH�VHFWRU�FDQ�GR�EHWWHU� ��KDV�DQ�REYLRXV�DSSHDO�LQ�D�FRXQWU\�OLNH�9HQH]XHOD��ZKLFK�VLQFH������KDV�EHHQ�WKH�VFHQH�IRU�RQH� RI� WKH�ZRUVW� FDVHV� RI� ILVFDO�PLVPDQDJHPHQW� HYHU� UHFRUGHG�� �+RZHYHU�� EHVLGHV�EHLQJ�D�PHFKDQLVP�IRU�WKH�UHDOLJQPHQW�RI�SURSHUW\�ULJKWV�DQG�PDQDJHULDO�LQFHQWLYHV��SULYDWLVDWLRQ�LV�DOVR� D� YHKLFOH� IRU� WKH� UHRUGHULQJ� RI� FODLPV� ZLWKLQ� VRFLHW\�� D� UHRUGHULQJ� ZKLFK� FDQ� KDYH�PDVVLYH�GLVWULEXWLYH�LPSOLFDWLRQV��SDUWLFXODUO\�ZKHQ�LW�DIIHFWV�D�TXLQWHVVHQWLDOO\� SXEOLF JRRG�OLNH� RLO� UHQW�� ZKLFK� LQ� WKHRU\� VKRXOG� DFFUXH� HTXLWDEO\� WR� WKH� FROOHFWLYH� ZKLFK� RZQV� WKH�UHVRXUFH�WKDW�JHQHUDWHV�WKH�UHQW����$V�3DXO�6WDUU�REVHUYHV���SULYDWLVDWLRQ�GHVFULEHV�D�GLUHFWLRQ�RI�FKDQJH��EXW�LW�GRHV�QRW�GHQRWH�D�VSHFLILF�RULJLQ�RU�GHVW LQDWLRQ���,WV�PHDQLQJ�GHSHQGV�RQ�WKH�SRLQW�RI�GHSDUWXUH� � WKH�SXEOLF�SULYDWH�EDODQFH�SUHYLRXVO\�VWUXFN�LQ�D�SDUWLFXODU�GRPDLQ���$QG�
��&RURQHO������������*HOE�HW��DO���RS��FLW���������7KH� WLWOH�JLYHQ�E\�&RURQHO� WR�RQH�RI�KLV�QHZVSDSHU�DUWLFOHV�� �3'96$
V�9HQH]XHOD DQG� WKH�2IILFLDO�9HQH]XHOD��� LV��XQLQWHQWLRQDOO\��TXLWH�UHYHDOLQJ��&RURQHO��������LWDOLFV�RXUV�����6WDUU��RS��FLW��������,ELG������



���
LW�LV�D�FULWLFDO�TXHVWLRQ�ZKHWKHU�PRYLQJ�IURP�SXEOLF�WR�SULYDWH�LQ�WKH�VHQVH�RI�VWDWH�WR�QRQVWDWH�HQWDLOV�D�PRYHPHQW� LQ�RWKHU�VHQVHV�� IURP�RSHQ� WR�FORVHG��LQ�DFFHVV�WR�LQIRUPDWLRQ��RU�IURP�WKH�ZKROH�WR�WKH�SDUW��SDUWLFXODUO\�LQ�WKH�GLVWULEXWLRQ�RI�EHQHILWV��� �� -XVW�KRZ�FULWLFDO�LQGHHG�WKLV� TXHVWLRQ� LV� FDQ� EH� DVFHUWDLQHG� E\� UHPHPEHULQJ� WKH� FDVHV� RI� WKRVH� ILUPV� ZKRVH�SULYDWLVDWLRQ�KDV�RQO\�VHUYHG� WR�SHUSHWXDWH�SUHFLVHO\�WKH�ZRUVW�DPRQJ�WKH�PDQ\�XQGHVLUDEOH�FKDUDFWHULVWLFV� ZKLFK� WKH\� GHYHORSHG� ZKLOH� WKH\� ZHUH� XQGHU� VWDWH� RZQHUVKLS� ��8QIRUWXQDWHO\�� WKH� LQVWLWXWLRQDO� OHVVRQV� DIIRUGHG� E\� WKHVH� ILUPV� KDYH� PDGH� QR� LPSDFW� RQ�SURSRQHQWV RI�WKH�YLHZ�WKDW�D�GHHSHQLQJ�RI�WKH�SULYDWLVDWLRQ�RI�WKH�9HQH]XHODQ�RLO�VHFWRU��WKLV�WLPH�LQYROYLQJ�WKH�VDOH�RI�SDUW�RI�WKH�FRPSDQ\�WR�VKDUHKROGHUV�ZKR�ZRXOG��LGHDOO\���OLPLW�WKH�UROH� RI� JRYHUQPHQW� LQ�PDQDJLQJ� 3'96$����� LV� WKH� RQO\�ZD\� LQ�ZKLFK� WKH� TXDQWXP JDLQV�ZKLFK� WKH�FRPSDQ\�KDV�PDGH�VLQFH������FDQ�EH�FRPSOHWHO\�VHFXUHG�DJDLQVW� WKH�HYHQWXDOLW\�WKDW�D�JRYHUQPHQW�GLVHQFKDQWHG�ZLWK�LWV�DOORWWHG�VKDUH�RI�UHYHQXHV�XQGHU�WKH� $SHUWXUD VFKHPH�PLJKW�GHFLGH� WR�GHPDQG�PDVVLYH�WD[�DQG�RU�GLYLGHQG�LQFUHDVHV�ZKLFK�3 '96$�� DV�PDWHULDO�DQG�LQWHOOHFWXDO�DXWKRU�RI�WKLV�VFKHPH� � ZRXOG�EH�LQ�D�ZHDN�SRVLWLRQ�WR�UHVLVW� ���7KH� WKHRU\�RI�SURSHUW\�ULJKWV���VD\V�6WDUU���PLVVHV�WKH�VSHFLDO�FODLPV�RI�WKH�SXEOLF�VSKHUH� LQ�D�GHPRFUDWLF� VRFLHW\� � FODLPV� IRU�JUHDWHU�GLVFORVXUH�RI� LQI RUPDWLRQ��ZKLFK�VKRXOG�LPSURYH� WKH�VRFLDO�FDSDFLW\� WR�PDNH�FKRLFHV��DQG�IRU� ULJKWV�RI�SDUWLFLSDWLRQ�DQG�GLVFXVVLRQ��ZKLFK�SHUPLW�WKH�GLVFRYHU\�DQG�IRUPDWLRQ�RI�SUHIHUHQFHV�WKDW�DUH�PRUH�FRQVLVWHQW�ZLWK�ORQJ �WHUP�VRFLHWDO�LQWHUHVWV���� ,Q�WKH�OLJKW�RI�WKLV�DVVHUWLRQ��ZH�KDYH�WR�DVN��ZLOO�WKH�$SHUWXUD DQG�LWV� IRUHVHHDEOH� VHTXHOV� OHDG� WR� DQ� LPSURYHPHQW� LQ� WKH� FDSDFLW\� RI� 9HQH]XHODQV� WR� PDNH�FKRLFHV�UHJDUGLQJ�WKH�GHYHORSPHQW�RI�WKH�RLO�LQGXVWU\�RU��E\�H[WHQVLRQ��RI�WKHLU�FRXQWU\"��7KLV�LV�KLJKO\�XQOLNHO\�� WKH�$SHUWXUD � ZKLFK� LV�PHUHO\�D�UHIOHFWLRQ�RI� WKH� LPEDODQFH�RI�SROLWLFDO�SRZHU� EHWZHHQ� 3'96$� DQG� WKH�9HQH]XHODQ� JRYHUQPHQW� UDWKHU� WKDQ� RI� D� VKDUHG� GHVLUH� E\�ODQGORUG� DQG� WHQDQW� WR� FUHDWH� D�YLDEOH� IRUPXOD� IRU� WKH� UHFRQFLOLDWLRQ�RI� WKHLU� LQWHUHVWV� � KDV�RQO\�H[FKDQJHG�D�VHW�RI�UHPRWH�DQG�XQDFFRXQWDEOH�GHFLVLRQ �PDNHUV��3'96$
V�PDQDJHUV��IRU�WKH� HTXDOO\� UHPRWH� DQG� XQDFFRXQWDEOH� QRPHQNODWXUD ZKLFK� XVHG� WR� EH� LQ� FKDUJH� RI� WKH�FRXQWU\
V�RLO�DQG�GHYHORSPHQW�SROLFLHV�� �,QGHHG��WKH�FRPSDQ\
V�ORQJ �WHUP�EXVLQHVV�SODQ�LV�D�QDWLRQDO�GHYHORSPHQW�SODQ�LQ�DOO�EXW�QDPH��VXFK�LV�LWV�PDJQLWXGH�UHODWLYH�WR�WKH�WRWDO�UHVRXUFHV�WKDW�ZLOO�EH�DYDLODEOH�IRU� WKH�9HQH]XHODQ�JRYHUQPHQW�RYHU� WKH�QH[W�GHFDGH�RU�VR� �� %\�WKH�
��6WDUU��RS��FLW��������7KH�FDVHV�RI�WKH�0H[LFDQ�WHOHSKRQH�FRPSDQ\�DQG�WKH�0H[LFDQ�EDQNLQJ�V\VWHP�FRPH�WR�PLQG���(&��)HEUXDU\�������������/XLV�*LXVWL�KDV�UHSHDWHGO\�GHFODUHG�WKDW��WKH�DSHUWXUD VKRXOG�OHDG�WRZDUGV�D�SROLF\�RI�SULYDWLVLQJ�3'96$�DQG�LWV�DIILOLDWHV���(FRQRPtD�+R\��������������������0RPPHU������D�������6WDUU� LELG��������8UEDQHMD���������E\�QR�PHDQV�D�GHWUDFWRU�RI�3'96$��QHYHUWKHOHVV�KDV�WKLV�WR�VD\�DERXW�WKH�$SHUWXUD���3'96$�KDV�VHW� LQ�PRWLRQ�DQG�JRW� WKH�VWDWH� WR�DGRSW�DV� LWV�RZQ��DQ�H[SDQVLRQ�SODQ�ZKLFK� LV�E\�QRZ�LUUHYHUVLEOH�� DQG�ZKLFK� LPSOLHV� D�JOREDO� WUDQVIRUPDWLRQ�RI�9HQH]XHODQ� VRFLHW\�� �3'96$�KDV�FKDQJHG�RXU�OLIH��ZLWKRXW�RXU�NQRZLQJ�LW�� �7KH�SXEOLF�GHEDWH�ZKLFK�KDV�WDNHQ�SODFH��LQ�UHODWLRQ�WR�WKH�SRWHQWLDO�FRQVHTXHQFHV�RI�WKLV�SODQ�������LV�ULGLFXORXV��ERWK�LQ�LWV�YROXPH�DQG�TXDOLW\���$QG�QRZ�WKLV�FRXQWU\�UXQV�WR�WKH�FRPSDVV������ RI�D�SURJUDPPH�GHVLJQHG�������E\�WKH�RLO�WHFKQR�EXUHDXFUDF\���,W�PD\�VRXQG�VWUDQJH�



���
VDPH� WRNHQ�� ZLOO� WKH� $SHUWXUD SHUPLW� 9HQH]XHODQV� WR� PDNH� EHWWHU� FKRLF HV� UHJDUGLQJ� WKH�XWLOLVDWLRQ�RI�RLO�UHQW"��2QFH�DJDLQ��WKH�DQVZHU�LV�QHJDWLYH��3'96$�KDV�GHFLGHG�WKDW�WKLV�UHQW�� ZKLFK� KDV� EHHQ�� E\� IDU�� WKH� PRVW� LPSRUWDQW� G\QDPLF� IDFWRU� LQ� 9HQH]XHOD
V� HFRQRPLF�GHYHORSPHQW� � FRQVWLWXWHV� DQ�REVWDFOH� LQ� WKH�SDWK�RI� WKH� IUH H�GHYHORSPHQW�RI� WKH�RLO� VHFWRU�DQG�� KHQFH�� VKRXOG� EH� WHUPLQDWHG� ZLWK� H[WUHPH� SUHMXGLFH� �DV� KDV� EHHQ� GRQH� LQ� WKH� 1RUWK�6HD���� 7R� FRQFOXGH�� ZH� ZRXOG� OLNH� WR� FRPH� EDFN� WR� /HQLQ
V� DQDO\VLV� RI� WKH� SROLWLFDO�UHTXLUHPHQWV�IRU�D�ODVWLQJ�DJUDULDQ�UHIRUP�LQ�5XVVLD ���3OHNKDQRY�DQG�KLV�IROORZHUV�DUJXHG�WKDW�WKH� RQO\� ZD\� LQ� ZKLFK� WKH� UHVWRUDWLRQ� RI� IHXGDO� VWUXFWXUHV� DIWHU� VXFK� D� UHIRUP� FRXOG� EH�SUHYHQWHG�ZDV�WR�SUHVHUYH�WKH�WLHV�WKDW�ERXQG�FHUWDLQ�FRPPXQLWLHV�WR�FHUWDLQ�ODQGV��EHFDXVH�WKLV� ZRXOG� PDNH� WKH� WUDQVLWLRQ� WR D� FDSLWDOLVW� PRGH� RI� SURGXFWLRQ� OHVV� WUDXPDWLF� IRU� WKH�SHDVDQWU\���,Q�FRQWUDVW��/HQLQ�ZDQWHG�WR�DEROLVK�DOO�VXFK�WLHV��L�H��KH�DGYRFDWHG�QDWLRQDOLVDWLRQ�UDWKHU�WKDQ�PXQLFLSDOLVDWLRQ����/HQLQ�FULWLFLVHG�WKH�0HQVKHYLN�VWDQFH�E\�SRLQWLQJ�RXW�WKDWQDWLRQDOLVDWLRQ�PDNHV�LW�SRVVLEOH�WR�WHDU�GRZQ� DOO WKH�IHQFHV�RI�ODQGRZQHUVKLS�WR�WKH�XWPRVW�GHJUHH��DQG�WR�
FOHDU
�DOO�WKH�ODQG�IRU�WKH� QHZ�V\VWHP�RI�HFRQRP\ VXLWDEOH�WR�WKH�UHTXLUHPHQWV�RI�FDSLWDOLVP���2I�FRXUVH��HYHQ��� �� ��>WKLV@�DIIRUGV�QR�JXDUDQWHH�DJDLQVW�WKH�UHWXUQ�WR�WKH�ROG�RUGHU�������%XW�VXFK�D�FOHDULQJ�RI�WKH�ROG� V\VWHP�RI�ODQGRZQHUVKLSZLOO�HQDEOH�WKH�QHZ�V\VWHP�RI�HFRQRP\ WR�EHFRPH�VR�ILUPO\�URRWHG�WKDW�D�UHWXUQ�WR�WKH�ROG�IRUPV�RI�ODQGRZQHUVKLS�ZRXOG�EH�H[WUHPHO\�GLIILFXOW�������8QGHU�PXQLFLSDOLVDWLRQ�KRZHYHU��>VXFK@�D�UHWXUQ���� ��LV� HDVLHU��EHFDXVH�PXQLFLSDOLVDWLRQ�SHUSHWXDWHV WKH�
SDOH�RI� VHWWOHPHQW
�� WKH� ERXQGDU\� WKDW� VHSDUDWHV� PHGLHYDO� RZQHUVKLS� IURP� WKH� QHZ��PXQLFLSDOLVHG�IRUP���$IWHU�QDWLRQDOLVDWLRQ��UHVWRUDWLRQ�ZLOO�KDYH�WR�EUHDN�XS�PLOOLRQV�RI QHZ��FDSLWDOLVW�IDUPV�LQ�RUGHU�WR�UHVWRUH�WKH�ROG�V\VWHP���� ��$IWHU�PXQLFLSDOLVDWLRQ��UHVWRUDWLRQ�ZLOO�QRW�KDYH�WR�EUHDN�XS�DQ\�IDUPV�RU�VHW�XS�DQ\�QHZ�ODQG�ERXQGDULHV� ��7KH�HVVHQFH�RI�WKLV�FULWLFLVP�LV�RI�UHOHYDQFH�WR�RXU�H[SRVLWLRQ�EHFDXVH�LW�VHHPV�W R�XV�WKDW�WKH������ QDWLRQDOLVDWLRQ� RI� RLO� LQ� 9HQH]XHOD� ZDV� WKH� SDUDOOHO� RI� WKH� 0HQVKHYLN
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UHDVRQDEOH� SDUWLFLSDWLRQ
�� EXW� DOVR� IRU� LWV� SURGXFWLYH� GHSOR\PHQW� �WKH� 
VRZLQJ� RI� RLO
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� DQG� WKH� JHQHUDO� VHFUHWLYHQHVV� RI� P XOWLQDWLRQDO�FRUSRUDWLRQV� �� �� �� >PHDQW@� WKDW�RQO\� IRUFHIXO� DQG�DGPLWWHGO\� H[SHULPHQWDO� LQLWLDWLYHV�VHHPHG� WR� SURYLGH� SROLF\PDNHUV� ZLWK� DQ� DFFXUDWH� VHQVH� RI� WKH� UDQJH� RI� FKRLFH�DYDLODEOH�WR�WKHP���+RZ�PXFK�LQFRPH�FRXOG�WKH\�H[WUDFW"��+RZ�PXFK�FRQWURO�FRXOG�WKH\� LPSRVH"� � :KDW� ZHUH� WKH� EHVW� ZD\V� WR� IRUFH� JRYHUQPHQW� YDOXHV� XSRQ� WKH�FRUSRUDWLRQV"� � 7KHVH� TXHVWLRQV� FRXOG� RQO\� EH� DQVZHUHG� E\� FRQWLQXRXV�H[SHULPHQWDWLRQ� >L�H�� WKURXJK� FRQWLQXRXV� FODVKHV� EHWZHHQ� 0(0� DQG� WKH�FRPSDQLHV@���2I� FRXUVH�� EHIRUH� WKH� 9HQH]XHOD Q� JRYHUQPHQW� FRXOG� FRQIURQW� 3'96$� DQG� LWV� SDUWQHUV� DV�HIIHFWLYHO\� DV� LW� RSSRVHG� WKH� IRUPHU� FRQFHVVLRQDLUHV�� WKH�9HQH]XHODQ� SROLWLFDO� V\VWHP� DV� D�ZKROH�ZRXOG�ILUVW�KDYH�WR�ILQG�LWV�IHHW�DJDLQ��DQG�LW�GRHV�QRW�ORRN�DV�LI�FRQGLWLRQV�IDYRXUDEOH�WR� VXFK� D� VWDELOLVDWLRQ� ZLOO� EH� PDWHULDOLVLQJ� DQ\� WLPH� VRRQ��� � 1HYHUWKHOHVV�� VRPH� SROLWLFDO�REVHUYHUV�VXVSHFW�WKDW�VRPH�GHFDGHV�KHQFH��WKH� $SHUWXUD ZLOO�EH�UHPHPEHUHG�DV�MXVW�DQRWKHU�HSLVRGH�GXULQJ�ZKLFK�WKH�GUDJRQ
V�WHHWK�RI�IXWXUH�RLO�VWULIH�LQ�9HQH]XHOD�ZHUH�SODQWHG�� UDWKHU�WKDQ�DV�D�ZDWHUVKHG�ZKLFK�VDZ�WKH�OD\LQJ�GRZQ�RI�WKH�IRXQGDWLRQV�RI�D�VWDEOH�RLO�UHJLPH�WKDW�HQDEOHG� 3'96$� DQG� WKH� 9HQH]XHODQ� JRYHUQPHQW� WR� VRZ� WKH� RLO� IUXLWIXOO\� DW� ORQJ� ODVW� ��+RZHYHU��ZH�ZRXOG� VXJJHVW� WKDW� WKH� VLWXDWLRQ� LV� LQ� IDFW� HYHQ�PRUH� VHUL RXV� WKDQ� WKLV�� �7KH�$SHUWXUD�� DIWHU� DOO�� LPSOLHV� WKH� FRPSOHWH� DEDQGRQPHQW� RI� WKH� IXQGDPHQWDO� WHQHW� RI�9HQH]XHODQ�RLO�SROLF\�� WKDW� WKH�VWDWH�LV�HQWLWOHG�WR�FRPSHQVDWLRQ��L�H��JURXQG�UHQW��IRU�HYHU\�VLQJOH�EDUUHO�RI�RLO�SURGXFHG�IRU�H[SRUW��RYHU�DQG�DERYH�LQ FRPH�WD[HV���7R�D�ODUJH�H[WHQW��LW�LV�DOVR� SUHGLFDWHG� RQ� WKH� SULYDWLVDWLRQ� RI� 3'96$
V� RSHUDWLQJ� DIILOLDWHV �� �L�H�� RQ� WKH�GHQDWLRQDOLVDWLRQ�RI�WKH�QDWLRQDOLVHG�RLO�LQGXVWU\����7KXV��HYHU\WKLQJ�VHHPV�WR�LQGLFDWH�WKDW��D�IHZ�\HDUV�GRZQ�WKH�URDG��WKH�9HQH]XHOD Q�VWDWH�PD\�ILQG�LWVHOI�HVVHQWLDOO\�ZLWKRXW�RLO�UHQW�WR�VRZ�
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�$PpULTXH�ODWLQH�������������0RPPHU��%HUQDUG���� ��9DORUHV�LQWHUQDFLRQDOHV�\�ORV�WpUPLQRV�DEVROXWRV�GH�LQWHUFDPELR�GHO�SHWUyOHR�YHQH]RODQR��������������LQ�5HQWD�GHO�VXHOR�\�HFRQRPtD�LQWHUQDFLRQDO��*��)OLFKPDQ��/��+DJHGRRUQ�DQG�-��6WURRP��HGV�����$PVWHUGDP��&HQWUXP�YRRU�6WXGLH�HQ�'RFXPHQWDWLH�YDQ�/DWLMQV�$PHULND��,QFLGHQWHOH�3XEOLFDWLHV���������������� /D�FXHVWLyQ�SHWUROHUD���&DUDFDV���$VRFLDFLyQ�GH�3URIHVRUHV�GH�OD�8QLYHUVLGDG�&DWyOLFD�GH�9HQH]XHOD�(GLWRULDO�7URS\NRV����� ¢(V�SRVLEOH�XQD�SROtWLFD�SHWUROHUD�QR�UHQWLVWD"��5HYLVWD�GHO�%DQFR�&HQWUDO�GH�9HQH]XHOD�����QXPEHU��������������� 7KH�3ROLWLFDO�5ROH�RI�1DWLRQDO�2LO�&RPSDQLHV�LQ�([SRUWLQJ�&RXQWULHV���WKH�9HQH]XHODQ�&DVH���2[IRUG��2[IRUG�,QVWLWXWH�IRU�(QHUJ\�6WXGLHV������ �3ROtWLFD�SHWUROHUD�GH�DSHUWXUD��ORV�FRQYHQLRV�GH�DVRFLDFLyQ�HQ�FUXGRV�OLYLDQRV�\�PHGLDQRV�SURSXHVWRV�SRU�HO�HMHFXWLYR�QDFLRQDO���5HYLVWD�9HQH]RODQD�GH�(FRQRPtD�\�&LHQFLDV�6RFLDOHV�����������������D �9HQH]XHODQ�5RXOHWWH��WKH�3'96$�8PEUHOOD���*HRSROLWLFV�RI�(QHUJ\������QXPEHU�������������E �,QWHJUDWLQJ�WKH�2LO��D�6WUXFWXUDO�$QDO\VLV�RI�3HWUROHXP�LQ�WKH�9HQH]XHODQ�(FRQRP\���/DWLQ�$PHULFDQ�3HUVSHFWLYHV������QXP����������������� 9HQH]XHODQ�2LO��IURP�1DWLRQDOL]DWLRQ�WR�$SHUWXUD���)RUWKFRPLQJ0RPPHU��'RURWKHD���� (O�HVWDGR�YHQH]RODQR�\�OD�LQGXVWULD�SHWUROHUD� &DUDFDV��8QLYHUVLGDG�&HQWUDO�GH�9HQH]XHOD�0\HUVRQ��5RJHU�DQG�6DWWHUWKZDLWH��0DUN���� �(IILFLHQW�0HFKDQLVP�IRU�%LODWHUDO�7UDGLQJ���-RXUQDO�RI�(FRQRPLF�7KHRU\��������������1DtP��0RLVpV���� 3DSHU�7LJHUV�DQG�0LQRWDXUV��WKH�3ROLWLFV�RI�9HQH]XHOD
V�(FRQRPLF�5HIRUP�:DVKLQJWRQ��'�&���&DUQHJLH�(QGRZPHQW�IRU�,QWHUQDWLRQDO�3HDFH�1DtP��0RLVpV��DQG�3LxDQJR��5DPyQ���� (O�FDVR�9HQH]XHOD��XQD�LOXVLyQ�GH�DUPRQtD���&DUDFDV��(GLFLRQHV�,(6$�
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V�(QF\FORSHGLD�RI�1HWEDFN�DQG�)RUPXOD�3ULFLQJ�7HFKQLTXHV���1HZ�<RUN��3,:�
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W�:KDW�<RX�7KLQN���3,:��$SULO������������F �2LO�7UDGLQJ��<HVWHUGD\��7RGD\�DQG�7RPRUURZ���LQ�7KH�2LO�0DUNHW�LQ�WKH�����V���&KDOOHQJHV�IRU�WKH�1HZ�(UD���(VVD\V�LQ�+RQRU�RI�-RKQ�.��(YDQV���5�*��5HHG�,,,�DQG�)��)HVKDUDNL��HGV�����%RXOGHU��:HVWYLHZ�3UHVV���������5RGUtJXH]��0DULR���� �1DWLRQDO�2LO�&RPSDQLHV��WKH�9LHZ�IURP�9HQH]XHOD���LQ�eFRQRPLHV�HW�VRFLHWpV������QXPEHU���������5RGUtJXH]�(UDVR��*XLOOHUPR���� �$VSHFWRV�RUJDQL]DFLRQDOHV�\�DGPLQLVWUDWLYRV���LQ�3'96$��G���Y������������5RHEHU��-RH���� �7KH�(QG�RI ,QWHJUDWLRQ���LQ�&UXGH�2LO�DQG�5HILQLQJ���7KH�(FRQRPLFV��WKH�3ROLWLFV���1HZ�<RUN��3ODWW
V�0F*UDZ�+LOO�����SS�5RVH��5LFKDUG���� �6WHHULQJ�WKH�6KLS�RI�6WDWH��2QH�7LOOHU�EXW�7ZR�3DLUV�RI�+DQGV���%ULWLVK�-RXUQDO�RI�3ROLWLFDO�6FLHQFH�������������5XSWXUD��&RPLVLyQ�,GHROyJLFD�GH�5XSWXUD����� /DV�JDQDQFLDV�H[WUDRUGLQDULDV�\�OD�VREHUDQtD�QDFLRQDO���9ROXPH���RI�(O�LPSHULDOLVPR�SHWUROHUR�\�OD�UHYROXFLyQ�YHQH]RODQD���&DUDFDV��(GLWRULDO�5XSWXUD�5XVFRQL��*LDQ�(QULFR���� 6FDPELR��PLQDFFLD��GHFLVLRQH��HOHPHQWL�GL�VR]LRORJLD�SROLWLFD���%RORJQD��,O�0XOLQR����� 3UREOHPDV�DFWXDOHV�GH�WHRUtD�SROtWLFD���0p[LFR��8�1�$�0�
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6iGHU�3pUH]��5XEpQ���� /D�HPSUHVD�HVWDWDO�\�ORV�FRQWUDWRV�GH�VHUYLFLR���&DUDFDV��(GLFLRQHV�&93����� 7KH�9HQH]XHODQ�6WDWH�2LO�&RPSDQ\�5HSRUWV WR�WKH�3HRSOH���&DUDFDV��(GLFLRQHV�&93����� +DFLD�OD�QDFLRQDOL]DFLyQ�SHWUROHUD���&DUDFDV��6tQWHVLV�'RVPLO�6FKHOOLQJ��7KRPDV�&����� 7KH�6WUDWHJ\�RI�&RQIOLFW���&DPEULGJH��0DVV���+DUYDUG�8QLYHUVLW\�3UHVV�6FKQHLGHU��6WHYHQ�$����� 7KH�2LO�3ULFH�5HYROXWLRQ���%DOWLPRUH��-RKQV�+RSNLQV�6FKX\OHU��*HURJH�:����� �3HUVSHFWLYHV�RQ�9HQH]XHODQ�'HPRFUDF\����/DWLQ�$PHULFDQ�3HUVSHFWLYHV������������6KHSVOH��.HQQHWK�$����� �,QVWLWXWLRQDO�(TXLOLEULXP�DQG�(TXLOLEULXP�,QVWLWXWLRQV���LQ�+HUEHUW�)��:HLVEHUJ��HG����3ROLWLFDO�6FLHQFH��7KH�6FLHQFH�RI�3ROLWLFV���1HZ�<RUN��$JDWKRQ��������6LOYD�0LFKHOHQD��-RVp�$JXVWtQ��DQG�6RXEOHWWH��)pOL[���� 1DFLRQDOL]DFLyQ�SHWUROHUD��UHFXUVRV�KXPDQRV���&DUDFDV��8&9�6NHHW��,DQ���� 'RZQVWUHDP�6WUDWHJ\�RI�0LGGOH�(DVW�2LO�3URGXFHUV�DQG�WKH�(IIHFW�RQ�WKH�,QWHUQDWLRQDO�2LO�,QGXVWU\���-,0(�6HPLQDU��&DLUR��)HEUXDU\���������������SS����� �,QWHJUDWLRQ�DQG�3ULFH�0DQDJHPHQW���2LO�5HJLPH�3URVSHFWV�DQG�WKH�0XOWLQDWLRQDO�&RPSDQLHV���LQ�*LOOHVSLH�DQG�+HQU\����������������6PLWK��.�9��DQG�6FKUHLQHU��-�&����� �$�3RUWIROLR�$QDO\VLV�RI�&RQJORPHUDWH�'LYHUVLILFDWLRQ���-RXUQDO�RI�)LQDQFH�������������6RVD�3LHWUL��$QGUpV���� 3HWUyOHR�\�SRGHU���&DUDFDV��3ODQHWD�9HQH]RODQD�6WDUU��3DXO���� �7KH�0HDQLQJ�RI�3ULYDWLVDWLRQ���LQ�3ULYDWLVDWLRQ�DQG�WKH�:HOIDUH�6WDWH��6�%��.DPHUPDQ�DQG�$�-��.DKQ��HGV�����3ULQFHWRQ��3ULQFHWRQ�8QLYHUVLW\�3UHVV���������6WXFNH\��-RKQ���� 9HUWLFDO�,QWHJUDWLRQ�DQG�-RLQW�9HQWXUHV�LQ�WKH�$OXPLQXP�,QGXVWU\���&DPEULGJH��0DVV���+DUYDUG�8QLYHUVLW\�3UHVV�6WXFNH\��-RKQ�DQG�:KLWH��'DYLG���� �:KHQ�DQG�:KHQ�1RW WR�,QWHJUDWH���7KH�0F.LQVH\�4XDUWHUO\��QXPEHU���������6]pNHO\��*DEULHO���� /D�HFRQRPtD�SROtWLFD�GHO�SHWUyOHR�HQ�0p[LFR�������������0p[LFR��(O�&ROHJLR�GH�0p[LFR�7DKPDVVHEL��&\UXV�+����� 23(&
V�0RYH�LQWR�'RZQVWUHDP�,QWHJUDWLRQ��*RDOV�DQG�5DPLILFDWLRQV���,QWHUQDWLRQDO�$VVRFLDWLRQ�RI�(QHUJ\�(FRQRPLVWV���WK�$QQXDO�1RUWK�$PHULFDQ�0HHWLQJ��+RXVWRQ��2FWREHU��������������SS�7LUROH��-HDQ���� 7KH�7KHRU\�RI�,QGXVWULDO�2UJDQL]DWLRQ��&DPEULGJH��0DVV���7KH�0,7�3UHVV�7XJZHOO��)UDQNOLQ����� 7KH�3ROLWLFV�RI�2LO�LQ�9HQH]XHOD���6WDQIRUG��6WDQIRUG�8QLYHUVLW\�3UHVV�8QLWHG�6WDWHV�6HQDWH���� 7KH�,QWHUQDWLRQDO�3HWUROHXP�&DUWHO���6WDII�5HSRUW�WR�WKH�)HGHUDO�7UDGH�&RPPLVVLRQ�6XEPLWWHG�WR�WKH�6XEFRPPLWWH�RQ�0RQRSRO\�RI�WKH�6HOHFW�&RPPLWWHH�RQ�6PDOO�%XVLQHVVHV��8QLWHG�6WDWHV�6HQDWH� :DVKLQJWRQ�'�&���*RYHUQPHQW�3ULQWLQJ�2IILFH�8UEDQHMD��'LHJR�%DXWLVWD���� 3XHEOR�\�SHWUyOHR�HQ�OD�SROtWLFD�YHQH]RODQD�GHO�VLJOR�;;���&DUDFDV��&(3(7����� �-XHJR�GH�SROHDV���(O�8QLYHUVDO��-XO\���
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���

7KHVHV
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V�DIILOLDWHV�ZKR�GLVFXVVHG�ZLWK�WKH�RWKHU�WRSLFV�UHODWHG�WR�WD[DWLRQ�LVVXHV�� � 7KH� RQO\� RWKHU� PDMRU� LQWHUYLHZ� LQ� WKH� VWXG\� LQYROYHG� 'U�� $OLULR� 3DUUD�� IRUPHU�9HQH]XHODQ�PLQLVWHU�RI�(QHUJ\�DQG�0LQHV�
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$PHULFDQ�3HWUROHXP�,QVWLWXWH��$3,���:DVKLQJWRQ��'�&���$3,�)LQDQFH�$FFRXQWLQJ�DQG�6WDWLVWLFV�'HSDUWPHQW��D���,PSRUWHG�&UXGH�2LO�	�3HWUROHXP�3URGXFWV���������E���%DVLF�3HWUROHXP�'DWD�%RRN���3HWUROHXP�,QGXVWU\�6WDWLVWLFV���������'HSDUWPHQW�RI�(QHUJ\��(QHUJ\�,QIRUPDWLRQ�$GPLQLVWUDWLRQ��'2(�(,$���:DVKLQJWRQ��'�&���1DWLRQDO�(QHUJ\ ,QIRUPDWLRQ�&HQWHU�0RQWKO\�(QHUJ\�5HYLHZ��0(5����������3HWUROHXP�0DUNHWLQJ�$QQXDO��30$����������3HWUROHXP�6XSSO\�$QQXDO��36$����������,QWHUQDWLRQDO�(QHUJ\�$JHQF\��,($��2UJDQLVDWLRQ�IRU�(FRQRPLF�&R�2SHUDWLRQ�DQG�'HYHORSPHQW��2(&'���3DULV�4XDUWHUO\�2LO�6WDWLVWLFV�DQG�(QHUJ\�%DODQFHV��426(%����������(QHUJ\�3ULFHV�DQG�7D[HV �(37����������,QWHUQDWLRQDO�0RQHWDU\�)XQG��,0)���:DVKLQJWRQ�'�&�,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN�
0LQHUDO|OZLUWVFKDIWYHUEDQG�H�Y���+DPEXUJ�DP�0DLQ0LQHUDO|O�=DKOHQ �0=����������
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3HULRGLFDOV��1HZVSDSHUV��7UDGH�-RXUQDOV��$QQXDOV�DQG�(QF\FORSDHGLDV

7KH�%DUUHO%ORRPEHUJ�2LO�%X\HUV
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