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(($·V PLVVLRQ

7KH (XURSHDQ (QYLURQPHQW $JHQF\ DLPV WR KHOS DFKLHYH VLJQLILFDQW DQG PHDVXUDEOH
LPSURYHPHQW LQ (XURSH·V HQYLURQPHQW WKURXJK WKH SURYLVLRQ RI WLPHO\� WDUJHWHG� UHOHYDQW DQG
UHOLDEOH LQIRUPDWLRQ WR SROLF\�PDNLQJ DJHQWV DQG WKH SXEOLF�

³ (XURSHDQ &RPPLVVLRQ 5HJXODWLRQ ������� DGRSWHG LQ 0D\ ����

$FNQRZOHGJHPHQWV

7KLV UHSRUW ZDV FRPSLOHG DQG HGLWHG E\� 3HQQ\ $OOHQ� &KULVWRSKH %RQD]]L �(&2 ���
$VVRFLDWLRQ IRU &ROORTXLD RQ WKH (QYLURQPHQW�� 'DYLG *HH DQG /RLV :LOOLDPVRQ �(XURSHDQ
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0HHWLQJ QHHGV� FRQVXPLQJ UHVRXUFHV�����������������������������������������������������������������������������������������������
([WUDFWV IURP (($ EDFNJURXQG SDSHU E\ 'DYLG *HH

7KH FKDOOHQJH RI HFR�HIILFLHQF\��������������������������������������������������������������������������������������������������������
E\ 'DYLG %X]]HOOL

~,QGXVWULDO HFRORJ\� ����������������������������������������������������������������������������������������������������������������� ��

,V LQGXVWULDO HFRORJ\ D QHZ VFLHQFH"�������������������������������������������������������������������������������������������������
E\ %UDG $OOHQE\� $7	7

~)URP SURGXFWV WR VHUYLFHV� ���������������������������������������������������������������������������������������������������� ��

/HDSIURJ� VKRUW�WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\ ����������������������������������������������������������������������������
E\ (]LR 0DQ]LQL

6KRUW�WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\����������������������������������������������������������������������������������������������������

/HDSIURJ VWUDWHJLHV LQ SUDFWLFH ����������������������������������������������������������������������������������������������������������������

7KLQNLQJ �DFWLQJ FLUFXODU� QRW OLQHDU ���������������������������������������������������������������������������������������� ��

5HPDUNV E\ .ODXV 7!SIHU� )URP DQ ~HQG�RI�SLSH� (QYLURQPHQW 0LQLVWHU WR
DQ ~LQWHJUDWLRQ� 0LQLVWHU �������������������������������������������������������������������������������������������������������������������

=HUR HPLVVLRQV ����������������������������������������������������������������������������������������������������������������������� ��

=HUR (PLVVLRQ� DQ HQYLURQPHQWDO HQJLQHHULQJ ILUP�V FKDOOHQJH ������������������������������������������������������
E\ +LUR\XNL )XMLPXUD

�� $Q DSSURDFK WR JOREDO HQYLURQPHQWDO SUREOHPV ����������������������������������������������������������������������������

�� 5HVSRQVLELOLWLHV RI HQYLURQPHQWDO HQJLQHHULQJ ILUPV ����������������������������������������������������������������������

�� =HUR (PLVVLRQ ,QGXVWULDO 6\VWHPV ����������������������������������������������������������������������������������������������������

�� $Q HQYLURQPHQWDO HQJLQHHULQJ ILUP�V FKDOOHQJH������������������������������������������������������������������������������

�� (FRQRPLF IHDVLELOLW\ RI =HUR (PLVVLRQ V\VWHPV��������������������������������������������������������������������������������

~0RQLWRULQJ ZKDW PDWWHUV������������������������������������������������������������������������������������������������������� ��

6RPH GHYHORSPHQWV ZLWK ,QGLFDWRUV z (($ �������������������������������������������������������������������������������������

~(QYLURQPHQWDO GLSORPDF\� ����������������������������������������������������������������������������������������������������� ��

7KH ULVH RI WKH ~ELR�GLSORPDW������������������������������������������������������������������������������������������������������������
E\ %HWWLQD /DYLOOH

(QYLURQPHQW DQG VHFXULW\ �����������������������������������������������������������������������������������������������������������������
E\ 86 $PEDVVDGRU 0DUN *� +DPEOH\
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7KH .HLGDQUHQ DSSHDO RQ HQYLURQPHQW��������������������������������������������������������������������������������������������
E\ <RVKLIXPL 7VXML

0HDVXUHV IRU IRXU XUJHQW LVVXHV ����������������������������������������������������������������������������������������������������������

3DUWQHUVKLSV EHWZHHQ JRYHUQPHQWV DQG EXVLQHVV ������������������������������������������������������������������ ��

-DSDQ�V HQYLURQPHQWDO SROLFLHV ��������������������������������������������������������������������������������������������������������
E\ .DWVXR 6HLNL

1HZ HQYLURQPHQWDO SROLFLHV RI -DSDQ �������������������������������������������������������������������������������������������������

7KH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV �����������������������������������������������������������������������������������������������

)ROORZ�XS RQ WKH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV��������������������������������������������������������������������������

7KH &DPSDQD�=DUDWH HQYLURQPHQWDO FDUH DJUHHPHQW LQ $UJHQWLQD ������������������������������������������������
E\ /DZUHQFH -� 6SHHU
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$Q RYHUYLHZ RI WRROV DQG VWUDWHJLHV IRU HQYLURQPHQWDO PDQDJHPHQW ���������������������������������������������
E\ %LOO /� /RQJ

(FRQRPLF LQVWUXPHQWV �������������������������������������������������������������������������������������������������������������������������

9ROXQWDU\ DSSURDFKHV DQG QHJRWLDWHG DJUHHPHQWV����������������������������������������������������������������������������

,QIRUPDWLRQ�EDVHG DSSURDFKHV �����������������������������������������������������������������������������������������������������������

&DVH VWXGLHV ����������������������������������������������������������������������������������������������������������������������������������������

7D[HV HDUPDUNHG IRU HQYLURQPHQWDO SURWHFWLRQ� WKH )UHQFK H[SHULHQFH�����������������������������������������
E\ -DFTXHV 9HUQLHU� $'(0(

7UDQVLWLRQ RI WKH ��V �������������������������������������������������������������������������������������������������������������������������

E\ 9DO�ULH 0DUWLQ

([DPSOH� -DSDQHVH SROLF\ LQ HQYLURPHQWDO PDQDJHPHQW �������������������������������������������������������������������

7RZDUGV D QHZ QRUP RI EXVLQHVV PDQDJHPHQW����������������������������������������������������������������������������������

6RPH IDFWV DERXW HQYLURQPHQWDO PDQDJHPHQW �6RXUFH� ,QWHUQDWLRQDO )HGHUDWLRQ RI &RQVXOWLQJ
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:KDW LV (QYLURQPHQWDO ,QIRUPDWLRQ 0DQDJHPHQW ([SORUHU �(,0(�"������������������������������������������������
E\ -HDQ )UDQ�RLV %HQVDKHO

2YHUYLHZ ���������������������������������������������������������������������������������������������������������������������������������������������
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,QWURGXFWLRQ

7DNLQJ WKH HQYLURQPHQW LQWR DFFRXQW PRGLILHV DOO DVSHFWV RI KXPDQ DFWLYLW\� LQFOXGLQJ LQGXVWULDO
DQG FRPPHUFLDO SUDFWLFHV� IURP WKH FRQFHSWLRQ RI SURGXFWV DQG IDFWRULHV� WR WKH JURZWK VWUDWHJLHV
RI PDMRU LQGXVWU\� WR ILQDQFLDO DQG RWKHU UHODWLRQVKLSV EHWZHHQ FXVWRPHUV DQG VXSSOLHUV� 7KH
HQYLURQPHQW LV QRZ D VWUDWHJLF FRQFHUQ IRU PDQ\ EXVLQHVVHV�

7KH HQYLURQPHQW KDV WKHUHIRUH EHFRPH D FRPSRQHQW RI FRPSHWLWLYHQHVV IRU VRPH EXVLQHVVHV DQG
QDWLRQV� ,W LV EHFRPLQJ D IHDWXUH RI PRGHUQ LQGXVWULDOLVDWLRQ� EXW SROLWLFDO OHDGHUVKLS LV RIWHQ
ODJJLQJ EHKLQG WKH FXWWLQJ HGJH RI EXVLQHVV�

&HUWDLQ EXVLQHVV LQLWLDWLYHV DSSHDU WR EH RXWSDFLQJ ERWK SROLWLFDO GHFLVLRQ�PDNLQJ DQG
DGPLQLVWUDWLYH GLUHFWLYHV� <HW� LI HQYLURQPHQWDOO\ IRFXVHG GHYHORSPHQWV E\ EXVLQHVV DUH QRW
UHFRJQLVHG� DQG FRPPXQLFDWHG WR SROLWLFLDQV� LW EHFRPHV PRUH GLIILFXOW IRU JRYHUQPHQWV WR VHW
KLJKHU JOREDO REMHFWLYHV ZLWKLQ D QHZ VRFLR�HFRQRPLF IUDPHZRUN WKDW VXSSRUWV ² UDWKHU WKDQ
KLQGHUV ² ¶VXVWDLQDEOH GHYHORSPHQW·� L�H� ¶PHHWLQJ WKH QHHGV RI WRGD\ ZLWKRXW FRPSURPLVLQJ WKH
DELOLW\ RI IXWXUH JHQHUDWLRQV WR PHHW WKHLU QHHGV·�

,W LV WKHUHIRUH LPSRUWDQW WR LOOXVWUDWH� LQ DFFHVVLEOH ZD\� KRZ VRPH EXVLQHVV OHDGHUV DQG SROLWLFLDQV
WKH ZRUOG RYHU DUH LQFRUSRUDWLQJ HQYLURQPHQWDO FRQFHUQV LQWR WKHLU EXVLQHVVHV DQG WKH HFRQRP\�
$W WKH VDPH WLPH DV ZH KDYH VWURQJ� IRUZDUG�WKLQNLQJ H[DPSOHV IURP YDULRXV EXVLQHVV OHDGHUV� LW
LV LPSRUWDQW WR HQFRXUDJH SROLWLFDO OHDGHUV WR EH HTXDOO\ FRXUDJHRXV DQG WR MRLQ WKH HIIRUWV RI
LQQRYDWRUV� EXVLQHVVHV DQG FRPPXQLWLHV LQ FUHDWLQJ PRUH ZHOIDUH IURP OHVV XVH RI QDWXUH�

+RZHYHU� DOWKRXJK EXVLQHVV H[DPSOHV DUH EHJLQQLQJ WR FKDQJH WKH JOREDO HQYLURQPHQW WKH\ DUH
QRW FKDQJLQJ WKH EDVLF UXOHV RI HFRQRPLFV� WUDGH DQG JURZWK ZKLFK XQGHUOLH WKH JOREDOLVDWLRQ RI
WKH PDUNHWSODFH� %XW VXFK SUREOHPV DV FOLPDWH FKDQJH DQG ELRGLYHUVLW\ ORVVHV FDQQRW EH VROYHG
ZLWKRXW D JOREDO FKDQJH WRZDUGV VXVWDLQDEOH GHYHORSPHQW� DQ LVVXH WKDW FDQ VHHP WRR ODUJH� WRR
DEVWUDFW� WRR VFDU\ WR GHDO ZLWK� 6R XVHIXO ZD\V WR JHW IURP ZKHUH ZH DUH WR ZKHUH ZH ZDQW WR EH ²
PHWDSKRUV IRU FKDQJH ² PD\ KHOS� $QG RQFH WKH VFDOH DQG GLUHFWLRQ RI FKDQJH LV SHUFHLYHG� WKHQ
JHWWLQJ WKHUH ZLOO UHTXLUH QHZ SDUWQHUVKLSV DQG WRROV�

7KHVH SDSHUV IURP WKH (&2 �� &RQIHUHQFH LOOXVWUDWH VRPH RI WKH ¶FKDQJH DJHQWV· QHHGHG WR KHOS
XV DFKLHYH VXVWDLQDEOH GHYHORSPHQW� PHWDSKRUV� SDUWQHUVKLSV DQG WRROV IRU FKDQJH� 7KH\
SURYLGH� DORQJ ZLWK DQ LQWURGXFWRU\ HVVD\ IURP WKH (XURSHDQ (QYLURQPHQW $JHQF\ �¶0HHWLQJ
QHHGV� FRQVXPLQJ UHVRXUFHV·�� XVHIXO EDFNJURXQG LQIRUPDWLRQ IRU WKH (&2 �� &RQIHUHQFH�
3URFHHGLQJV IURP ERWK &RQIHUHQFHV ZLOO EH SXEOLVKHG DV D ERRN ODWHU LQ WKH \HDU� &RQVWUXFWLYH
FRPPHQWV RQ WKH VWUXFWXUH DQG FRQWHQWV RI WKH SURSRVHG ERRN� SURYLVLRQDOO\ HQWLWOHG ¶%XVLQHVV
DQG WKH (QYLURQPHQW� IURP WKH 0DUJLQV WR WKH 0DLQVWUHDP"·� DUH ZHOFRPH�
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3DUW��� 0HWDSKRUV�IRU�FKDQJH

0HWDSKRUV IRU FKDQJH FDQ GHOLYHU WR WKH SXEOLF DQG WR GHFLVLRQ�PDNHUV QHZ SHUFHSWLRQV
�¶VWUXFWXUHG NQRZOHGJH·� WKDW FDQ KHOS LQWHUSUHW WKH SDVW DQG WKH SUHVHQW� DQG KHOS XV IRUJH WKH
IXWXUH� 7KH ZLGHU WKH JDS EHWZHHQ WKH ¶QRZ· DQG WKH ¶QHFHVVDU\·� WKH VWURQJHU WKH EULGJLQJ
SHUFHSWLRQV KDYH WR EH LQ RUGHU WR EUHDN WKURXJK EDUULHUV RI IHDU DQG FRQVHUYDWLVP�

(QYLURQPHQWDO TXHVWLRQV KDYH EHHQ GHDOW ZLWK PHWDSKRULFDOO\ XS WR QRZ HLWKHU E\ FDWDVWURSKLVP
RU PDQLFKHLVP �]HUR JURZWK� 0DOWKXVLDQLVP� 'HHS (FRORJ\� ¶PDQ LV WKH HQHP\·� HWF��� 7KHVH
PHWDSKRUV KDYH KDG OLPLWHG LPSDFW EHFDXVH WKH\ KDYH IDLOHG WR FRQQHFW ZLWK WKH PDLQVWUHDP RI
SROLWLFDO DQG EXVLQHVV LGHDV�

2WKHU FRQVWUXFWLYH FRQFHSWV DUH�

∗ ¶VXVWDLQDEOH GHYHORSPHQW· �IURP WKH %UXQWODQG UHSRUW� ����� ZKLFK LV QRW VSHFLILF HQRXJK WR
GLYHUW QHZ DFWLRQV�

∗ WKH ¶SROOXWHU SD\V SULQFLSOH· ZKLFK KDV ODXQFKHG QHZ WKLQNLQJ DQG UHJXODWLRQV�

∗ WKH ¶SUHFDXWLRQDU\ SULQFLSOH·� ZKLFK LV QRW ZHOO XQGHUVWRRG� RU FOHDUO\ GHILQHG� DQG ZKLFK KDV
JHQHUDOO\ QRW OHG WR SRVLWLYH HQYLURQPHQWDO DFWLRQ HDUO\ HQRXJK�

7KHUH DUH RWKHU FRQFHSWV ZKLFK KDYH WKH SRWHQWLDO WR EH HIIHFWLYH� $Q H[DPSOH RI VXFK D
PHWDSKRU LV� ¶SXW WKH HFR LQWR HFR�QRPLFV·� ZKLFK LQYROYHV LQWHJUDWLQJ HQYLURQPHQWDO RU
HFRORJLFDO FRQFHUQV LQWR WKH HFRQRP\ DQG EXVLQHVV� 7KLV UHTXLUHV D UDGLFDOO\ GLIIHUHQW DSSURDFK
WR KRZ ZH FRQVXPH UHVRXUFHV LQ RUGHU WR PHHW RXU QHHGV� DQG WKH RSHQLQJ FKDSWHU LQ WKLV
FROOHFWLRQ RI SDSHUV� H[WUDFWHG IURP WKH (XURSHDQ (QYLURQPHQW $JHQF\·V IRUWKFRPLQJ ERRN�
(QYLURQPHQW LQ WKH (XURSHDQ 8QLRQ DW WKH WXUQ RI WKH FHQWXU\�� SURYLGHV WKH EDFNJURXQG IRU WKH
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2.1. Meeting needs, consuming resources

1. Economic activity and the environment:
    links and limits.

It has been estimated that it took the whole
of human history to grow to the EUR 60
billion scale of the world economy of 1900
(Speth, 1989). The world economy now
grows by this amount about every two years
(Goodland, 1991), and is currently at EUR
39 trillion (1998).

It is the speed and scale of this economic
development which presents a threat to the
integrity of the environmental support
system that underpins economic activity
(Box 2.1.1), and it is this which has changed
most significantly over the last few decades.

Ecological services, unlike man-made tech-
nologies, are largely free, but their value can
depreciate, and may disappear with over-use,
as in the case of energy and materials taken
from the environment, converted into useful
products, then returned to the environment
as waste and emissions. Such ‘economic
metabolism’, if it exceeds the resilience of
the environment, could cause shortages of
both resources and ecological services.

However, managing the exploitation of the
sources of energy and materials from nature,
such as metals, minerals and forests, is much
easier than managing the ecological services
of nature, such as climate regulation, nutri-
ent recycling, waste assimilation, and radia-
tion protection from the ozone layer.

Shortages of materials can be overcome by
improvements in efficiency, or via alternative
products, such as plastics from biomass
waste. Furthermore, the deposits of metals
and fossil fuels are usually owned by some-
one, so that control over their use, via price
and other means, is possible. Scarcity, and its
associated price rises, stimulates invention,
and man-made capital can sometimes
replace natural materials from nature.

Ecological services are more difficult to deal
with. It is not possible to replace the ozone
layer (see Chapter 3.2) or the climate
regulatory systems with man-made capital,
and their efficient functioning can fail once
thresholds of ‘load’ are passed. Such ecologi-
cal services are not owned by anyone, nor do

Box 2.1.1. Economies depend on the
environment

The planet is an integrated system of energy
and material flows which involves the
circulation of carbon, chlorine, nitrogen,
sulphur, water and other key elements
between the environmental compartments
of air, water, soil and vegetation. The sun is
the initial driving force behind such
activity. This environmental system not only
sustains individual life via air, food and drink
but also enables us to collectively organise
food, clothing and shelter in an economic
sub-system through the provision of:

-Sources of energy and materials
-Sinks for waste and pollution
-Services such as water flow regulation; and
-Space for people, nature and aesthetics.

These four basic ‘life support’ functions of
the environment are essential to any
economy, but whilst the products of nature
such as food and drinking water are vital,
the more hidden, but essential, ecological
services are often ignored, or under-valued.
For example, rivers and wetlands not only
provide fish, water and facilities for
recreation but scientific advances show that
their servicing functions include holding
and circulating water, producing oxygen,
storing carbon dioxide, helping to regulate
climate, and filtering pollution.

Source: EEA

Figure 2.1.1Economies and the environment: key links
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Box 2.1.2. Living beyond our means?

‘The future of our planet is in the balance…The
present pattern of human activity, accentuated
by population growth, should make even the
most optimistic about future scientific progress
pause and reconsider the wisdom of ignoring
these threats to our planet. Unrestrained
resource consumption for energy production
and other uses, especially if the developing
world strives to achieve living standards based
on the same level of consumption as the
developed, could lead to catastrophic
outcomes for the global environment.’ (Royal
Society/National Academy of Sciences, 1992).

Two crises are nudging humanity towards the
‘outer limits’ of what earth can stand.

First are the pollution and waste that exceed
the planet’s sink capacities to absorb and
convert them. Use of fossil fuels is emitting
gases that change the ecosystem – annual
carbon dioxide (CO2) emissions have
quadrupled over the past 50 years. Global
warming is a serious problem, threatening to
play havoc with harvests, permanently flood
large areas, increase the frequency of storms
and droughts, accelerate the extinction of some
species, spread infectious diseases – and
possibly cause sudden and savage flips in
the world’s climates. And although material

resources may not be running out, waste is
mounting, both toxic and non-toxic. In
industrial countries, per capita waste
generation has increased almost threefold in
the past 20 years.

Second is the growing deterioration of
renewable resources – water, soil, forests, fish,
biodiversity:

- twenty countries already suffer from water
stress, having less than 1 000 cubic metres per
capita a year, and water’s global availability has
dropped from 17 000 cubic metres per capita
in 1950 to 7 000 today;

- a sixth of the world’s land area – nearly 2
billion hectares – is now degraded as a result of
over-grazing and poor farming practices;

- the world’s forests – which bind soil and
prevent erosion, regulate water supplies and
help govern the climate – are shrinking. Since
1970, the wooded area per 1 000 inhabitants
has fallen from 11.4 square kilometres to 7.3;

- fish stocks are declining, with about a quarter
currently depleted or in danger of depletion
and another 44% being fished at their
biological limit.

Source: United Nations Development Programme (UNDP), 1998

they usually have prices, so preserving them
via market mechanisms is not so easy.

It is therefore concern about the current
systems of economic activity overwhelming
the sinks and destroying the services from the
environment, rather than possible shortages
of energy or materials, that have moved
scientists, politicians and others to suggest
that radical change in the way that we meet
our needs is required (Box 2.1.2).

2. Natural and man-made resources:
    substitutes or complements?

Both the rate at which natural resources can
be safely exploited, and the particular use of
the resulting income stream for re-invest-
ment in replacement stocks, depends on
whether it is possible to replace the func-
tions of natural capital with those from man-
made capital. If such substitution is possible,
‘sustainability’ can be achieved by leaving a
constant stock of some combination of man-
made and natural capital for future genera-
tions – this is the ‘weak sustainability’ view
(Peskin, 1991). If substitution is not possible,
as is the case with such ecological services as
radiation protection from the ozone layer, or
climate regulation, then natural capital must

be preserved- the ‘strong sustainability view’
(Opschoor, 1992).

There may be cases where losses of small
amounts of natural capital, such as wetlands
or forests, could in theory be ‘compensated’
with the creation of similar resources, but
despite many attempts, particularly in the
USA, there have been few examples of the
successful recreation of complex ecosystems
such as wetlands (NRC, 1992).

There are clearly economic as well as physi-
cal limits to the replacement of free ecologi-
cal services by engineered systems powered
by fossil fuels. For example:

• replacing the functions of a forest
requires replacements for wood products
and the construction of erosion control
works, air pollution control technology,
water purification plants, flood control
works, air conditioning plants and
recreational facilities, all of which make
large demands on taxes, as well as the
consumption of other natural resources,
with the loss of their ecological func-
tions, such as soil (see Chapter 3.6);

• the functions of soil include food and
timber production; storing twice as
much carbon as the atmosphere; and
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providing home to the micro-organisms
which are responsible for the creation of
the oxygen-rich biosphere that permits
life, as well as contributing to the mainte-
nance of soil quality, the recycling of
nutrients, and the breakdown of pollu-
tion (European Commission, 1997);

• it may be possible to replace, or even
lose some of the millions of species in
the world without too much cost, but it is
very difficult to guess which species may
have ‘keystone ‘ functions that may be
highly critical for ecosystem functioning,
particularly under changing environ-
mental conditions which are themselves
difficult to predict (Frost et al, 1995).
Genetic variability is therefore an insur-
ance against the unforeseen (European
Commission,1998a). A rich array of plant
species, for example, ensures that when
drought or other environmental stress
causes some species loss, other species,
with different tolerances, can compen-
sate. Given the lack of knowledge about
how ecosystems function, the present
level of biodiversity may be the best
proxy that scientists have for a ‘safe’ level
of biodiversity (Baskin, 1997).

Research funded by European Commission
(DG XI) is underway into the identification
of critical natural capital and its manage-
ment (Ekins, 1998). Adequate supplies of
natural capital are also needed to maintain
the value of man-made capital, e.g. saw mills
without logs, or fishing boats without fish
rapidly lose their value.

3. Resources: stocks, flows, accounts and
    impacts

Before the beginning of the Industrial
Revolution, around 1750, economic activity
was mainly powered by the use of flows of
energy from the renewable resources of sun,
wind, wood and water. After the invention of
the steam engine, energy supplies moved to
the exploitation of non-renewable stocks of
fossil fuels, such as coal, then later oil and
gas (Table 2.1.1).

For non-energy products too, there has been
a similar shift towards using stocks of non-
renewable resources, such as metals and
minerals, rather than the flows of renewable
resources, such as biomass. Non-renewable
resources now account for about 70-75% of
total material flows in industrialised countries
compared to about 50% at the beginning of
this century (Jackson, 1996; Schuster, 1997).

Data on total material flows in the EU is
lacking, but indicative figures are available
for Germany and The Netherlands, and on a
comparable basis for the USA and Japan
(Figure 2.1.2).

Germany, the Netherlands and the USA
consume about 80 tons of materials per
person per year (excluding air and water),
with Japan consuming about half that. These
total material requirements of current
economic activity have been relatively stable
over the last 20 years, despite efficiency
improvements. They consist mainly of fossil
fuels, mining and construction materials.
Between a quarter and a half of these mate-
rial flows include over-burden from mining,
waste from logging etc. That do not enter
normal accounting systems and which are
therefore ‘hidden’ from the market. They
are also hidden from the direct experience
of the consumers, in that large amounts of
materials are imported. Between one and
two-thirds of these material flows are im-
ported into Germany and the Netherlands
respectively, representing part of the ‘eco-
logical footprint’ of their economic activity
on the rest of the world.

Stocks of non-renewable resources such as
fossil fuels and metals are by definition finite
but from a human perspective the stock is
dynamic because the boundaries between
the categories of resources that are ‘known’
and exploited move under changing market,
technological and geological conditions
(Figure 2.1.3).

How much of the stocks of such resources
are used depends on whether the resource
can be recycled (as with metals; and fossil
fuels used as materials), or not (as with fossil

Table 2.1.1.Main environmental re-sources: stocks and flows

Source: EEA, adapted from
RMNO, 1994

Stocks (‘Non-Renewable’) Flows (‘Renewable’)

Fossil fuels Permanently renewable:

- recyclable - oil for plastics Sunlight

- non-recyclable - oil for fuel Winds

Metals Tides

Minerals Conditionally renewable

Land Inland Water

Sea Air

Space Soil

Biodiversity

Biomass.
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fuels used as energy). Exploitation of re-
sources also depends on the environmental
impact of their use with available supplies
sometimes being unused where environmen-
tal impacts would be unacceptably high, as
with some mineral deposits.

The rate of exploitation of renewable re-
sources must not exceed their rate of re-
newal if the stock is not to decline, but this
principle is often ignored (Box 2.1.3).

3.1. Accounting for nature.
The market currently uses price and ac-
counting signals which encourage the
overuse of the environment. Firstly, current
methods of accounting for the use of na-
tional resources via production, consump-
tion and investment, and the associated
indicator, the GNP, overestimate real growth
of income because they fail to properly
account for both the depletion of natural
capital and for damage from pollution and
associated ‘defensive ‘ expenditures, such as
the health service costs of air pollution, or
the clean up of chemical spills. The con-
sumption of natural capital is treated as
income, which economists (Hicks, 1946;
Repetto et al., 1989) and business leaders
agree is unsound. Both ecological damage to
other countries (see Chapter 3.4), and the
loss of global welfare from the destruction of
tropical rain forests and other critical natu-
ral capital (see Chapter 3.11) need to be
properly accounted for if optimal global
well-being is to be achieved. However,
accounting for the hidden subsidies from
natural capital is not easy, particularly when
the value of, say, biological diversity is more
than the sum of its parts (Box 2.1.4).

In order to measure progress more accu-
rately, several proposals to environmentally

Figure 2.1.2 Total material requirements: annual flows and main
constituents

Source: Adriaanse et al.,
1997
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One way to picture the use of renewable resources
is to imagine a fish biomass as being like money in
a bank savings account. The money might earn 5%
interest a year. If at the end of each year, 5% of the
initial account were consumed, the balance of
money in the account would remain the same. If
more than 5% were consumed, the account would
get progressively smaller and if less than 5% were
consumed, the account would get bigger. Clearly,
the account remains the same size only if the
removal rate equals the interest rate.

This is approximately what happens with fish
populations when they are harvested. In fisheries, as
in banking, it is important to distinguish between

Box 2.1.3. Fisheries: living off the capital or the interest of nature?

capital and interest. It is always possible to fish
harder to get a higher harvest rate. However, this
leads to diminished capital and hence potentially to
reduced future income. Many of the world’s fish
stocks are being over-fished; e.g. the seven countries
of the North Atlantic Salmon Conservation
organisation agreed in June 1998 to a moratorium
on commercial salmon fishing (EEA, 1998a).

‘The bottom line is that the human species is living
more off the planet’s capital and less off the
interest … this is bad business … many of our
attempts to make progress are simply
unsustainable….fundamental change is needed.’
(Schmidtheiney/BCSD, 1992).
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Stocks of non-renewable resources are not static

Source: EEA
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Box 2.1.4.

‘How should the American oyster population of
the Chesapeake Bay be valued? Is its value what
it brings to market as seafood annually? Or is it
the value from the current population filtering a
volume of water equal to the entire bay once a
year? Or is it the value before pollution and
degradation, when it filtered that same
enormous volume once a week? Our economies
are riddled with such beneficial subsidies from
nature, for which there is no current accounting.
Similarly, our economies are riddled with
subsidies and incentives that lead to
environmental degradation.’ (Lovejoy, 1995).

adjust national accounts and associated
indicators have been made, such as the
Index of Sustainable Economic Welfare
(Jackson et al., 1997; Box 2.1.5), and the
‘genuine savings’ indicator, but much
further work is needed before environmen-
tally-adjusted accounts and indicators are
agreed and used. (Bouwer and Leipert,
1998)

Secondly, market prices do not include the
full costs of environmental damage which,
for transport for example, have been esti-
mated at 4% of the EU’s GNP in accidents,
congestion and pollution costs. Environmen-
tal costs need to be ‘internalised’ into
market prices, via taxes, etc. if overall welfare
is to be optimised (European Commission,
1998) (see Chapter 4.1).

3.2. Impacts of human activity
In pre-industrial economic activity, the flows
of carbon between the different compart-

Box 2.1.5. Measuring real progress?

The Index of Sustainable Economic Welfare
(ISEW) was originally pioneered for the United
States (Daly and Cobb, 1989) and further
developed in the UK (Jackson et al., 1997). It
starts with the GNP and then adjusts this figure
for inequalities in the distribution of incomes
using non-monetarised contributions to welfare
from services provided by household labour;
certain defensive expenditures against pollution;
changes in the capital base, e.g. the human
capital stock; and the loss of future ecological
services as a result of the depletion of natural
resources, the loss of habitats and the
accumulation of environmental pollution.

ISEWs have been computed for the UK, Sweden
and Germany, as well as the USA. They all show a
similar pattern, i.e. a lower growth rate than GDP
up to about the mid 1970s, then a decline,
resulting in a measure of welfare in 1996 that is
little higher than that in the 1950s.

ments of the environment were in balance,
but once the burning of fossil fuels began,
the previously ‘locked in’ carbon was re-
leased (Figure 2.1.5).

In a relatively short space of time, this
accumulated as carbon dioxide in the
atmosphere, where it and other greenhouse
gases contribute to global warming (see
Chapter 3.1). There have been large varia-
tions in levels of greenhouse gases such as
carbon dioxide and methane before now.
Some of them have led to rapid changes in
global temperature, such as an increase of
about 7°C in the Arctic during a 50-year
period some 10 700 years ago, according to
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Figure 2.1.5 Pre- and post-industrial carbon flows

Figure 2.1.6 Variations in some greenhouse gas concentrations
and global temperature

ice core evidence (Houghton, 1994). How-
ever, whilst it took nature about one million
years to lay down the fossil fuels, their
exploitation over the last 250 years has led to
relatively rapid rises in carbon dioxide and
methane concentrations in the atmosphere
(Figure 2.1.6).

A similar change has occurred with the
nitrogen cycle, with human additions of 150
million metric tons of nitrogen a year (90
from fertiliser, 40 from leguminous crops
and 20 from fossil fuel combustion), provid-
ing an approximate doubling of the pre-
industrial rate of nitrogen fixation (Ayres et
al., 1994). The speed of increase is again
significant. Half of the one billion extra tons
of global nitrogen added to nature from
fertilisers during the period 1920-1985
accumulated during the period 1975-85
(Smil, 1991). While a more fertile world can
have some benefits, the rate of increase of
additional nitrogen from human activity
seems to be too high for benign assimilation,
leading to eutrophication, and contributing
to acidification and photochemical smog.
However, whilst the carbon cycle has re-
ceived much attention from businesses and
politicians, leading to energy efficiency gains
etc., relatively little attention has so far been
paid to the disturbances of the nitrogen
cycle caused by fertilisers and fossil fuels.

Other human disturbances to the ‘grand
cycles’ of nature, such as the sulphur and
chlorine cycles, have led to problems of
acidification and ozone layer damage (see
Chapters 3.2 and 3.4). Although the human
additions to natural stocks and flows can
often be very small, they can be large
enough to disturb the system. For example,
the human-induced addition to the flow of
fixed ‘new’ nitrogen every year is only about
1 part in 30 million of the stock of nitrogen
in the atmosphere – but as nearly all of the
atmosphere stock is bio-unavailable, all life
depends on this trickle of fixed nitrogen,
and doubling its flow may have significant
impacts (Ayres, 1994).

Clearly, the use of resources to meet human
needs requires a radical change in the
efficiency with which they are exploited.

4. Eco-efficiency: getting more from less

Meeting needs with less use of natural and
man-made resources but with more use of
people has become an environmental and
economic imperative (Box 2.1.6). ‘Eco-
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efficiency’ aims at de-coupling resource use
and pollutant release from economic activity
and is becoming an object of environmental
policy (OECD,1998; EEA, 1998b).

The Agenda 21 up-date (UN, 1997), in its
paragraph on integration, notes the need to
improve the efficiency of resource use; to
consider a ten-fold improvement in resource
productivity in industrialised countries; and,
to promote measures favouring eco-effi-
ciency. This will require breaking the links
between use of nature, as measured by
environmental indicators, and economic
development, as measured by output indica-
tors, such as GDP, or passenger-kilometres in
transport for example. Both ‘use of nature’
and ‘welfare’ indicators need improving in
order to better reflect reality and human
needs, but some current trends in eco-
efficiency can be gauged from using existing
information.

Improved eco-efficiency is not a sufficient
condition for sustainable development, as
absolute reductions in the use of nature, and
associated environmental pressures, may be
necessary to get within the earth’s (and
human) carrying capacities, so that both
relative and absolute de-linking between the
use of nature and economic growth will be
necessary.

Figure 2.1.7 summarises progress with the
de-linking of some environmental indicators
from economic growth in the EU in the first
half of the 1990s, with outlooks to 2010.

The case of Austria, which was the first
country to adopt the Factor 10 target in its
national environmental plan, illustrates the
difference between relative eco-efficiency
gains and the continued rise in the absolute
use of resources from economic growth
(Figure 2.1.8).

Box 2.1.6. ‘Less nature, more people?’

‘The serious economic and social problems the
Community currently faces are the result of some
fundamental inefficiencies: an ‘under-use’ of the
quality and quantity of the labour force,
combined with an ‘over-use’ of natural and
environmental resources… The basic challenge of
a new economic development model is to
reverse the present negative relationship
between environmental conditions and the
quality of life in general, on the one hand, and
economic prosperity, on the other hand.’

Source: European Commission, 1993

’Welfare‘
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Eco-efficiency = more welfare from less natur e

’Use of nature‘

Relative and absolute de-linking: current
developments and future directions

Figure 2.1.7

Source: EEA
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There are two broad ways to enhance eco-
efficiency:

• via the more elegant and equitable use
of resources, through innovation in the
use of resources and labour; and

• via a focus on meeting human needs
more from labour-intensive services than
from capital-intensive products.

There is considerable potential for initia-
tives by firms and communities to improve
eco-efficiency using current technologies.
For example, manufacturers have found
profitable ways to reduce their use of
materials, energy and water per unit of
production by 10-40% (OECD, 1998) and
initiatives in the services sector, local gov-
ernments and households achieve similar
savings. Firms have also demonstrated
technologies that cut the use or emission of
toxic substances by 90% or more, although
these technologies are not always put into
place (OECD, 1998; Weizsäcker et al.,
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1997). A few firms have taken initiatives to
reduce environmental impacts during and
after the use of products, for example by
recovering used equipment and re-using
durable components (see Chapter 3.7).
Initiatives that address impacts over the full
life-cycle offer the greatest potential for
reducing pollution and resource use
economy-wide, but few firms have devel-
oped comprehensive strategies for achiev-
ing this. Business organisations such as the
World Business Council for Sustainable
Development (WBCSD) are encouraging
reductions in the intensity of energy and
materials use via the promotion of eco-
efficiency (Box 2.1.7). ‘Demand-side man-
agement’ in the energy, water, transport
and parts of the chemicals sector is begin-
ning to shift the focus from consuming
products to using services, with associated
eco-efficiency and employment gains.

Industrial ecology has been slowly emerging
as an approach to eco-efficiency and
sustainability since the early 1970s (Erkman,
1997). It includes the promotion of regional
recycling networks (or industrial ecosystems)
such as the Industrial Symbiosis networks in
Kalundborg, Denmark, parts of the Ruhr,
Germany, and Styria, Austria, which already
involve using the outputs of substantial
quantities of waste from some companies as
inputs for other companies. For example, of
the estimated 3.8m tonnes of non-construc-
tion waste generated each year in Styria,
about 1.5m is now used as production inputs
to iron manufacturing, construction materi-
als, paper and cement plants within the
recycling network (Schwarz and Steininger,
1997).

Eco-industrial parks (Lowe, 1997) are being
developed, mainly in the USA and Japan,
where the principles of industrial symbiosis
and ‘zero emissions’ (Pauli, 1997) are being
designed into the development plans of the
parks. Although there are thermo-dynamic,
energy and economic limits to recycling, the
current high ratio of wastes to useful prod-
ucts indicates that there is considerable
scope for the more efficient use of resources.

The search for innovative chemical processes
which facilitate less toxic and resource-
intensive chemical production (Box 2.1.8) is
being stimulated by ‘Green chemistry’
networks in Germany, Italy, the UK, Japan,
and the USA (Anastas and Breen, 1997;
Tundo and Breen, 1999; Royal Society of
Chemistry, 1999). As the US Academy of
Engineering has pointed out, ‘design should
not merely meet environmental regulations:
environmental elegance should be part of
the culture of engineering education.’
(Jackson, 1996). Those companies and
countries that first succeed in emulating
nature’s elegance in resource use will pro-
vide a great service to the environment and
human society (EEA/UNEP, 1998).

In general, the focus on eco-efficiency will
lead to the development of circular, rather
than linear economies, where wastes become
inputs rather than outputs.

The OECD has identified several ways in
which governments could encourage eco-
efficiency initiatives by firms and communi-
ties, such as: tax and subsidy reform; regula-
tions; promoting ‘extended producer
responsibility’; and supporting the develop-
ment of standard monitoring and reporting
procedures.

Source: OECD, 1998
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Box 2.1.7. Eco-efficiency criteria of the World
Business Council for Sustainable Development

1. minimise the material intensity of goods and
services;

2. minimise the energy intensity of goods and
services;

3. minimise toxic dispersion;

4. enhance material recyclability;

5. maximise the use of renewable resources;

6. extend product durability;

7. increase the service intensity of goods and
services.

Source: WBCSD/EPE, 1999

The materials intensity of two different types of
kitchen illustrate the application of some of these
criteria (Figure 2.1.9)

Box 2.1.8. Green chemistry: key objectives

• Clean synthesis (e.g. new routes to important chemical intermediates
including heterocycles).

• Enhanced atom utilisation (e.g. more efficient methods of bromination).

• Replacement of stoichiometric reagents (e.g. catalytic oxidations using air
as the only consumable source of oxygen).

• New solvents and reaction media (e.g. use of supercritical fluids and
reactions in ionic liquids).

• Water-based processes and products (e.g. organic reactions in high-
temperature water).

• Replacements for hazardous reagents (e.g. the use of solid acids as
replacements for traditional corrosive acids).

• Intensive processing (e.g. the use of spinning disc reactors).

• Novel separation technologies (e.g. the use of novel biphasic systems
such as those involving a fluorous phase);

• Alternative feedstocks (e.g. the use of plant-derived products as raw
materials for the chemical industry).

• New safer chemicals and materials (e.g. new natural product-derived
pesticides).

• Waste minimisation and reduction (e.g. applying the principles of atom
utilisation and the use of selective catalysts).

Source: ‘Green Chemistry’, Vol. 1, No. 1, Feb. 1999, University of York

Renewable
resources,1 kg

Air, 39 kg

Non renewable
resources, 228 kg

Water, 3739 kg

Plywood kitchenSawnwood kitchen

Renewable
resources, 13 kg

Air, 10 kg

Non renewable
resources, 60 kg

Water, 865 kg

Materials intensities: kitchens example Figure 2.1.9

Source: Liedtke et al., 1994

5. Equity and sustainable development

‘It took Britain half the resources of the
planet to achieve its prosperity: how many
planets will a country like India require?’
(Mahatma Gandhi, when asked if, after
independence, India would attain British
standards of living).

It has long been recognised that the rest of
the world could not achieve northern
standards of living by using the same re-
source consuming methods. ‘It will be
impossible for the habits of comfort prevail-
ing in western Europe to spread themselves
over the whole world and maintain them-
selves for many hundred years.’ (Marshall,
1920). The present global shares of re-
sources are very unequal (Box 2.1.9) and
have become more so in the last 40 years
(UNDP, 1998).

Both poverty and affluence can destroy
resources and damage ecological functions,
but whereas both cause local and regional
damage, only affluence causes widespread
global damage. ‘Sustainable Development’
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Box 2.1.9 Global inequity

• Developed economies with only 20% of the world’s population, consume
80% of its resources whilst sharing less of the world’s increasing wealth
with the 80% of the population in less ‘developed’ countries than 30 years
ago; despite consuming large proportions of resources from developing
countries, such as:

- 45% of all meat and fish; the poorest 20% of the world’s population
consume 5%;

- 58% of total energy, the poorest 20% of the world’s population consume
less than 4%.

• Consumption per capita has increased steadily in industrial countries
(about 2.3% annually) over the past 25 years. The average African
household today consumes 20% less than it did 25 years ago. The poorest
20% of the world’s people and more have been left out of the
consumption explosion.

• Deforestation is concentrated in developing countries. Over the last two
decades, Latin America and the Caribbean have lost 7 million hectares of
tropical forest; Asia and Sub-Saharan Africa 4 million hectares each. Most
of it has taken place to meet the demand for wood and paper, which has
doubled and quintupled respectively since 1950. But over half the wood
and nearly three-quarters of the paper is used in industrial countries.

Source: UNDP, 1998

The combined wealth of the world’s richest 225 people is $1 trillion, whilst the
combined annual income of the world’s poorest 2.5 billion people is also $1
trillion (Worldwatch Institute, 1999).

Current global shares of consumption and carbon dioxide are shown in figure
2.1.10.

therefore embraces equity and social consid-
erations as well as economic and environ-
mental issues.Trade issues are also impor-
tant. For example, improving the overall
efficiency of resource use by internalising
full environmental costs into market prices
can penalise the ‘pioneer’ countries who
adopt full cost pricing first, if ‘free trade’
prevails. International agreements are
therefore being proposed to help achieve
optimal global welfare (Box 2.1.10).

Achieving well-being depends on achieving
the optimal balance between the three
pillars of sustainability, the economic, the
social and the environmental (Box 2.1.10;
Figure 2.1.11).

6. Monitoring progress towards more
    welfare from less nature

Monitoring progress in using less nature to
meet human needs requires measures of
accounting and reporting that relate welfare
to the use of nature. In practice, this involves
measuring the eco-intensity of production
and consumption via efficiency indicators,
which are one of four main types of indica-
tors (EEA, 1999). New reporting systems,
such as the Transport and Environment
Reporting Mechanism (TERM) currently
being developed at EU level, are trying to
use a wider range of indicators to capture
both eco-intensity ratios, such as energy use
and pollutants per billion kilometres of
output, and performance against target
values, such as air quality standards.

Many firms have also developed indicators
and targets for reducing their intensity of
material use, energy consumption and toxic
emissions per unit of production (Box
2.1.11). They monitor progress towards these
targets and release the results in their annual
environmental reports. Few have yet devel-
oped quantitative indicators or targets for
concepts such as ‘service intensity’ (i.e. the
quality of the service they provide to their
customers), or for reducing impacts over the
life-cycle of their products and services.

At the level of the economy there is a need
to focus on key indicators for resource use
and associated impacts: nine have been
proposed by the EEA (Box 2.1.12) and
similar ones are being developed by coun-
tries such as Germany, Sweden, the Nether-
lands and the UK. They will be further
developed and described in the regular
indicator reports from the EEA, Eurostat,

Poorest fifth of the
world’s people

Richest fifth of the
world’s people

Private consumption 86% of global total

Carbon dioxide emissions 53% of global total

Private consumption
1.3% of global total

Carbon dioxide emissions
3% of global total

Fair global shares?Figure 2.1.10

Source: EEA, based on UNEP, 1992 and 1998
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Box 2.1.10. International commodity related environmental agreements?

The ‘internalisation’ of environmental costs into market prices can help
improve economic efficiency and welfare, but this approach is not usually
available to developing countries, who are usually ‘price takers’, with no
influence on world prices for their products. Where natural capital in
developing countries provides global ecological services (e.g. tropical rain
forests), or when full cost pricing for traded commodities is the objective,
then International Commodity Related Environmental Agreements (ICREA)
have been proposed. These involve import taxes in developed countries
which provide earmarked funds for developing countries to use on
environmental projects. Such taxes on ‘northern’ consumption represent full
cost pricing payments for the externalities of ecological damage and services.
As the trend in commodity prices has been in favour of ‘northern’ consumers
since 1970 (whilst interest on Third World debt payments has also risen), such
moves towards ‘fair and efficient pricing’ of commodities could contribute to
sustainability at global level.

Source: Kox and Linnemann, 1994

Box 2.1.11. Corporate reporting on eco-efficiency

The WBCSD’s working group ‘eco-efficiency metrics & reporting’ recom-
mends using the following ratio as a general equation to measure and report
eco-efficiency:

• eco-efficiency = unit of value provided per unit of environmental
burden

The following cross-comparable indicators have been considered by the
WBCSD working group:

Environmental Indicators Value Indicators

- Total Amount of Energy Use - Mass or Number of Product

- Total Amount of Materials Use - Number of Employees

- Greenhouse Gas Emissions - Sales/Turnover

- Ozone Depleting Substances Emissions - Gross Margin

- SO
2
 and NO

x
 Emissions - Value Added

Source: WBCSD: Executive Brief, January 1999

the European Commission and Member
States expected in 1999. In some cases, they
will be linked to targets for the use of nature
which are either linked to output, such as
the ‘Factor 4’ eco-efficiency target, which
assumes a doubling of welfare from a halving
of resource use (Weizsäcker et al., 1997), or
the target of ‘Factor 10’, which aims at the
absolute reduction of the global use of
nature, ‘over one generation’ by one half,
and its more equitable distribution across
the world. This will involve a ten-fold reduc-
tion in absolute resource use in industrial-
ised countries (Carnoules Declaration of the
Factor 10 Club, 1997).

Some Member States have referred to overall
resource-use targets, such as Germany
(‘Increasing raw materials productivity 2.5-
fold by 2020 compared to 1990’) and Austria
and Sweden (Factor 10), but there is as yet
little development of such targets at eco-
nomic sector level (EEA, in press).

Progress towards less use of nature will
require greater integration of economic and
environmental activity in sectors, such as
through the internalisation of external
environmental costs into market prices (see
Chapters 2.2 and 4.1).

ENVIRONMENT

“Sources” “Sinks”
SOCIETY

Activity Incomes

Food Shelter

ECONOMY

’Services‘ Jobs

Communities Security

“Services” “Space”

The three pillars of sustainability:
Economy, society and environment Figure 2.1.11

Source: EEA

Box 2.1.12. Nine possible key indicators for
resource use and associated impacts

Inputs (resource use): Outputs (impacts/
pollution)

- material input -  emission of
greenhouse gases

- energy use - emission of
acidifying substances

- land-use - emission of ozone-
depleting substances

- water consumption - generation of
(hazardous) waste

- hazardous chemicals
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WKDW RQH PXVW ORRN DW WKH IXQFWLRQ IXOILOOHG E\ WKH SURGXFW UDWKHU WKDQ WKH SURGXFW LWVHOI�

7KH (FR�,QQRYDWLRQ &RPSDVV FRPSHOV XV WR VFUXWLQLVH VL[ GLPHQVLRQV RI WKH WRWDO V\VWHP�

�� 0DVV� 7KH WRWDO RI UDZ PDWHULDOV� IXHOV DQG XWLOLWLHV FRQVXPHG LQ WKH V\VWHP GXULQJ
WKH OLIH F\FOH WR GHOLYHU WKH GHVLUHG IXQFWLRQ� 7KH RSSRUWXQLW\ LV WR VLJQLILFDQWO\
UHGXFH WKH PDVV EXUGHQV DQG GH�PDWHULDOLVH WKH ZD\ WKH V\VWHP SURYLGHV TXDOLW\ RI
OLIH DQG EHQHILWV WR WKH PDUNHW FKDLQ

�� (QHUJ\� 7KH RSSRUWXQLW\ LV WR VSRW WKH SDUWV RI WKH V\VWHP DQG WKH OLIH F\FOH ZKLFK
KDYH WKH KLJKHVW HQHUJ\ LQWHQVLW\ DQG UHGHVLJQ WKH SURGXFW RU LWV XVH WR SURYLGH
VLJQLILFDQW HQHUJ\ VDYLQJV�

�� (QYLURQPHQWDO 4XDOLW\ DQG +XPDQ +HDOWK� 5HGXFH DQG FRQWURO WKH GLVSHUVLRQ RI
HOHPHQWV WKDW KDYH QHJDWLYH HQYLURQPHQWDO RU KHDOWK LPSDFWV ZKHQ WKH\ UHDFK� RU
DFFXPXODWH WR� D OHYHO EH\RQG D FULWLFDO GRVH IRU WKH HQYLURQPHQW RU KXPDQV�

�� 0DWHULDO XWLOLVDWLRQ� 'HVLJQLQJ IRU UHF\FODELOLW\ LV LPSRUWDQW� UHF\FOLQJ HIIHFWLYHO\ DQG
HIILFLHQWO\ LV HYHQ PRUH LPSRUWDQW� $QRWKHU RSSRUWXQLW\ LV WR GHVLJQ WKH V\VWHP DV
SDUW RI D ODUJHU QDWXUDO F\FOH� 0DWHULDOV DUH ERUURZHG DQG UHWXUQHG WR QDWXUH ZLWKRXW
QHJDWLYHO\ DIIHFWLQJ WKH EDODQFH RI WKH F\FOH�

�� 5HQHZDEOH PDWHULDOV� ,Q VRPH FDVHV� WKHVH PDWHULDOV KDYH DGYDQWDJHV RYHU UHDFWLYH
FKHPLVWU\ IURP D WRWDO FUDGOH�WR�JUDYH SHUVSHFWLYH�

�� 'XUDELOLW\ DQG IXQFWLRQDOLW\� ([WHQGLQJ WKH GXUDELOLW\ DQG VHUYLFH SDUW RI D V\VWHP�
HVSHFLDOO\ LQ WKH XVDJH SKDVH� FDQ LPSURYH HFR�HIILFLHQF\� ,PSURYLQJ WKH
IXQFWLRQDOLW\ RI SURGXFWV DOVR LQFUHDVHV WKHLU HFR�HIILFLHQF\ �H�J� 6ZLVV DUP\ NQLIH��

*HWWLQJ HFR�HIILFLHQW LV D PDWWHU RI UH�GHVLJQLQJ D V\VWHP LQ HYHU\ SRVVLEOH UHVSHFW� 2QH PXVW
FRQVLGHU UHGXFWLRQV LQ PDVV DQG HQHUJ\ XWLOLVDWLRQ� IHZHU WR[LF FKHPLFDOV� LPSURYHPHQWV LQ
UHF\FOLQJ RU LQ WKH XVH RI UHQHZDEOH UHVRXUFHV� DQG LQQRYDWLRQ LQ VHUYLFH OLIH DQG IXQFWLRQDOLW\�
7KH VL[ GLPHQVLRQV DUH QRW LQGHSHQGHQW� 7KH\ RYHUODS DQG LQWHU�UHODWH VLJQLILFDQWO\�

$QG LW ZRUNV ��� +HUH DUH VRPH H[DPSOHV�

�� 'RZ GHYHORSHG ¶FORVHG�ORRS· V\VWHPV IRU FROOHFWLQJ� UHF\FOLQJ DQG XOWLPDWHO\
UHVHOOLQJ FKORULQDWHG VROYHQWV XVHG LQ WKH GU\ FOHDQLQJ DQG PHWDO FOHDQLQJ LQGXVWULHV
WKURXJKRXW PRVW (XURSHDQ FRXQWULHV� &ORVLQJ WKH ORRS RQ SURGXFWV UHGXFHV WKH QHW
HQYLURQPHQWDO LPSDFW RI RXU SURGXFWV DQG SURFHVVHV� ZKLOH VDWLVI\LQJ WKH QHHGV RI D
JURZLQJ PDUNHW� 7KH SURJUDP ZDV SLRQHHUHG E\ 'RZ DIILOLDWH 6DIHFKHP 8PZHOW
*PE+ LQ *HUPDQ\� $XVWULD DQG 6ZLW]HUODQG� �7KLV LV D ¶SURGXFW�WR�VHUYLFHV· VKLIW�
VHH WKH 0DQ]LQL SDSHU EHORZ��

�� 'RZ(ODQFR GHYHORSHG D QHZ WHFKQRORJ\ WR FRQWURO WHUPLWHV �6HQWULFRQ &RORQ\
(OLPLQDWLRQ 6\VWHP� ZKLFK LV PRUH HIIHFWLYH� OHVV WR[LF� OHVV RGRURXV DQG UHTXLUHV
VXEVWDQWLDOO\ IHZHU PDWHULDO LQSXWV WKDQ PRVW RWKHU PHWKRGV�
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�� 'XH WR LQFUHDVLQJ SXEOLF FRQFHUQ DERXW WR[LF PDWHULDOV LQ WHOHYLVLRQV� 6RQ\ (XURSH
GHYHORSHG WKH ¶*UHHQ 79· ZKLFK LV OLJKWHU� OHVV HQHUJ\ LQWHQVLYH DQG FUHDWHV OHVV
KHDOWK DQG HQYLURQPHQWDO ULVN WKDQ SUHYLRXV PRGHOV� ,W DOVR KDV EHWWHU SLFWXUH
TXDOLW\ DQG LV FKHDSHU WR SURGXFH WKDQ LWV SUHGHFHVVRU�

�� 'RZ GHYHORSHG D QDQRILOWUDWLRQ PHPEUDQH� ),/07(& 1)���%� IRU VXUIDFH ZDWHU
SRWDELOLDWLRQ IRU 6(',) �6\QGLFDO G·(DX GH O·,OH GH )UDQFH� WKDW UHPRYHV RUJDQLF
FRPSRQHQWV EHORZ WKH OHJDO OLPLWV DQG OLPLWV DOO SRVVLEOH IRRG VRXUFHV IRU EDFWHULD
ZKLOH LPSURYLQJ WKH RYHUDOO TXDOLW\ RI WKH GULQNLQJ ZDWHU�

$OO WKHVH H[DPSOHV VKRZ XV WKDW WKH QDPH RI WKH JDPH LV VLJQLILFDQW FKDQJH� QRW LQFUHPHQWDO
FKDQJH�
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&RSHQKDJHQ�
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~,QGXVWULDO�HFRORJ\�

&RQWLQXLQJ ZLWK WKH LGHD RI ¶SXWWLQJ WKH HFR LQ HFR�RPLFV·� %UDG $OOHQE\� 9LFH 3UHVLGHQW RI
$7	7 VSRNH RQ LQGXVWULDO HFRORJ\ DW (&2 ��� ZKLFK LV DERXW SXWWLQJ WKH ¶HFR· LQWR LQGXVWU\� $
IDWKHU RI WKH LQGXVWULDO HFRORJ\ ILHOG� 'U $OOHQE\ LV QRZ DJDLQ DW $7	7 DIWHU D VWLQW DV 'LUHFWRU�
(QHUJ\ DQG (QYLURQPHQWDO 6\VWHPV� /DZUHQFH /LYHUPRUH 1DWLRQDO /DERUDWRU\� 86$� ZKHUH KH
ZDV LQ FKDUJH RI D ���� PLOOLRQ UHVHDUFK SURJUDP� 7KH LQWHUHVW RI ODUJH JRYHUQPHQW DQG
LQGXVWULDO RUJDQLVDWLRQV LQ LQGXVWULDO HFRORJ\ LV FOHDUO\ KLJK� ,V LQGXVWULDO HFRORJ\ WKXV EHFRPLQJ D
QHZ VFLHQFH" 5HJDUGOHVV RI ZKDW LW LV FDOOHG� DFFRUGLQJ WR $OOHQE\� LW LV DSSDUHQW WKDW VXEVWDQWLDO
IXQGDPHQWDO UHVHDUFK LV UHTXLUHG LI VXVWDLQDELOLW\ DQG VXVWDLQDEOH GHYHORSPHQW DUH WR EHFRPH
PRUH WKDQ VORJDQV� )HZ SHRSOH� KRZHYHU� HYHQ UHFRJQLVH WKH SURIRXQG GHSWKV RI RXU LJQRUDQFH�
PXFK OHVV XQGHUVWDQG WKH QHHG IRU DQ LQWHJUDWHG� LQWHUQDWLRQDO 5HVHDUFK DQG 'HYHORSPHQW
SURJUDP�

,V�LQGXVWULDO�HFRORJ\�D�QHZ�VFLHQFH"

E\ %UDG $OOHQE\� $7	7

�� ,W LV LPSRUWDQW WR UHDOLVH WKH IXQGDPHQWDO QDWXUH RI WKH VKLIW RI HQYLURQPHQWDO LVVXHV IURP
RYHUKHDG WR VWUDWHJLF IRU FRQVXPHUV� SURGXFHUV DQG VRFLHW\� ZKLFK LV WKH HVVHQFH RI
VXVWDLQDELOLW\� $V SURIHVVLRQDOV� DV LQGXVWU\� DV VRFLHW\� ZH KDYH \HW WR UHFRJQLVH WKH FKDOOHQJH
SRVHG E\ WKLV VKLIW� RU KRZ SURIRXQG RXU LJQRUDQFH UHDOO\ LV� ,W LV QRW DQ LQVXOW WR FXUUHQW
UHVHDUFK HIIRUWV LQ VXFK DUHDV DV 'HVLJQ IRU (QYLURQPHQW �')(� RU /LIH &\FOH $VVHVVPHQW
�/&$� WR VD\ WKDW ZH NQRZ DOPRVW QRWKLQJ \HW DERXW VXVWDLQDELOLW\� 7KH UHVHDUFK QHFHVVDU\ WR
VXSSRUW VXFK FKDQJH KDV UHDOO\ QRW \HW EHJXQ LQ HDUQHVW� 7ZR H[DPSOHV PLJKW EH XVHIXO WR
LOOXVWUDWH WKLV SRLQW�

D� 7KHUH LV PXFK GLVFXVVLRQ DERXW ¶VXVWDLQDEOH FRPPXQLWLHV· DQG ¶VXVWDLQDEOH FRPSDQLHV·�
,I� DV LV OLNHO\� VXVWDLQDELOLW\ LV DQ HPHUJHQW FKDUDFWHULVWLF RI D SURSHUO\ VHOI�RUJDQLVHG
FRPSOH[ V\VWHP ² WKDW LV� WKH JOREDO HFRQRPLF VWUXFWXUH � WKHVH WHUPV DUH R[\PRURQLF�
VXVWDLQDELOLW\ LV D SURSHUW\ RI WKH ZKROH� DQG QRW RI WKH SDUWV� 7KH WHUPV DUH XVHIXO LQ WKDW
WKH\ LQGLFDWH D JHQHULF JRRGZLOO WRZDUGV WKH HQYLURQPHQW� 7R D VFLHQWLVW� KRZHYHU� WKH\
EHJ WKH TXHVWLRQ� 2QH PXVW EHJLQ E\ DVNLQJ� ZKDW LV WKH SK\VLFDO DQG HQHUJHWLF EDVLV RI
WKH FRPPXQLW\ RU ILUP LQ TXHVWLRQ" :KDW VWRFNV DQG IORZV RI PDWHULDOV VXSSRUW WKH
FRPPXQLW\" :KDW LV WKH OLQNDJH EHWZHHQ WKHVH SURFHVVHV DQG VXSSRUWLQJ QDWXUDO
V\VWHPV" :KDW DUH WKH HQYLURQPHQWDO LPSDFWV HPEHGGHG LQ SURGXFWV DQG PDWHULDOV
LPSRUWHG LQWR WKH FRPPXQLWLHV� ZKLFK KDYH WKH HIIHFW RI H[SRUWLQJ WKH FRPPXQLW\·V
LPSDFW DURXQG WKH ZRUOG" +RZ GR GLIIHUHQW FRPPXQLWLHV FRPSDUH DORQJ WKHVH
GLPHQVLRQV" $OWKRXJK VRPH VSRUDGLF� KLJK�OHYHO ZRUN KDV EHHQ GRQH RQ WKHVH LVVXHV� WKH
UHDO WDVN KDV \HW WR EH EHJXQ�

E� ,I D PDQXIDFWXUHU ZHUH WR DVN D GHVLJQHU WR GHVLJQ D ¶JUHHQ WHOHSKRQH·� VKH ZRXOG RI
FRXUVH VD\ \HV� DV IHZ DUH DFWLYHO\ DJDLQVW WKH HQYLURQPHQW� +HU ILUVW TXHVWLRQ� KRZHYHU�
ZRXOG EH ZKDW DUH WKH SUHIHUUHG PDWHULDOV IRU WKH YDULRXV DSSOLFDWLRQV" 6XFK GDWD GR QRW
QRZ H[LVW� ,I RQH FDQQRW DQVZHU HYHQ VXFK D VLPSOH� UHDVRQDEOH TXHVWLRQ� KRZ IDU DUH ZH
WKHQ IURP XQGHUVWDQGLQJ VXVWDLQDELOLW\"

�� ,Q FRQVLGHULQJ WKHVH LVVXHV� LW LV LPSRUWDQW WR ILUVW FRQVWUXFW DQ LQWHOOHFWXDO IUDPHZRUN� ZKLFK
VXSSRUWV D UHDVRQHG� UDWLRQDO DSSURDFK� $V PDWHULDOV FKRLFH� XVH� DQG PDQDJHPHQW RYHU WKH
OLIHF\FOH DUH REYLRXVO\ LPSRUWDQW DVSHFWV RI LPSURYLQJ WKH HQYLURQPHQWDO HIILFLHQF\ RI
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HFRQRPLF DFWLYLW\� WKHLU UHODWLRQVKLS WR OHYHOV RI WKH LQWHOOHFWXDO IUDPHZRUN DUH XVHG DV
LOOXVWUDWLRQV� ,W LV LPSRUWDQW WR QRWH WKDW RXU DELOLW\ WR XQGHUVWDQG ZKDW ¶VXVWDLQDEOH PDWHULDO
XVH· PLJKW EH LV YLUWXDOO\ QRQ�H[LVWHQW� EXW ZH FDQ FHUWDLQO\ PDNH SURJUHVV DW WKH ')(�/&$
OHYHO LQ LPSURYLQJ WKH HQYLURQPHQWDO HIILFLHQF\ RI FXUUHQW SUDFWLFHV DQG WHFKQRORJLHV�
)XQGDPHQWDO UHVHDUFK LV QRW� LQ RWKHU ZRUGV� D VXEVWLWXWH IRU LQFUHPHQWDO SURJUHVV ² RU D
UHDVRQ WR DYRLG PDNLQJ WRGD\ WKH LPSURYHPHQWV WKDW DUH SRVVLEOH� 5HVHDUFK DW DOO OHYHOV RI WKH
V\VWHP FDQ� DQG VKRXOG� SURFHHG VLPXOWDQHRXVO\�

�� ,Q EULHI� LW LV REYLRXVO\ GLIILFXOW WR VNHWFK RXW DQ HQWLUH UHVHDUFK DJHQGD� 0DQ\ REVWDFOHV WR
SURJUHVV LQ VXFK UHVHDUFK H[LVW� LQFOXGLQJ WKH IDFW WKDW UHGXFWLRQLVW VFLHQWLILF DSSURDFKHV�
ZKLFK LV WKH VWDQGDUG LQ :HVWHUQ FRXQWULHV� DUH RI OLWWOH YDOXH ZKHQ WKH SHUWXUEDWLRQV DUH
SURIRXQGO\ V\VWHP� 6RPH SURJUHVV LQ GHILQLQJ WKH QHHGV LV� KRZHYHU� EHLQJ PDGH� ,Q IDFW�
WKHUH LV D JURXS RI LQGXVWULDO HFRORJ\ H[SHUWV LQ WKH 8QLWHG 6WDWHV� NQRZQ DV WKH 9LVKQXV� WKDW
KDYH EHHQ ZRUNLQJ RQ MXVW VXFK DQ DJHQGD XQGHU WKH VSRQVRUVKLS RI /DZUHQFH /LYHUPRUH
1DWLRQDO /DERUDWRU\� 7KLV PXVW EH UHJDUGHG DV SUHOLPLQDU\ ZRUN� KRZHYHU� DQG RI FRXUVH LW
GRHV QRW EHJLQ WKH UHVHDUFK DFWXDOO\ UHTXLUHG�

�� 7ZR SRLQWV EHDU HPSKDVLVLQJ� )LUVW� RXU LJQRUDQFH LQ WKLV DUHD LV SURIRXQG DQG YDVW� PRVW
SHRSOH� HYHQ UHVHDUFKHUV� DUH XQDZDUH RI WKH H[WHQW WR ZKLFK RXU WHFKQRORJLHV� RXU VFLHQFH�
RXU FXOWXUHV PXVW FKDQJH LI ZH DUH WR DSSURDFK VXVWDLQDELOLW\� 6HFRQG� ZKHWKHU LW LV FDOOHG
LQGXVWULDO HFRORJ\ RU VRPHWKLQJ HOVH� D PDVVLYH VFLHQWLILF DQG WHFKQRORJLFDO UHVHDUFK DQG
GHYHORSPHQW HIIRUW ZLOO EH UHTXLUHG WR VXSSRUW VXFK DQ HYROXWLRQ� 6XFK DQ XQGHUVWDQGLQJ ZLOO
QRW EH VXIILFLHQW LQ LWVHOI WR DFKLHYH D VXVWDLQDEOH VWDWH� EXW LW LV DQ DEVROXWH SUHUHTXLVLWH WR LW�

  

5HIHUHQFH
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~)URP�SURGXFWV�WR�VHUYLFHV�

$QRWKHU PHWDSKRU IRU FKDQJH LV WKH PRYH IURP SURGXFWV WR VHUYLFHV� ZKHUH WKH FKDOOHQJH LV WR
GLVFRQQHFW HFRQRPLF JURZWK IURP LQFUHDVHG FRQVXPSWLRQ RI QDWXUDO UHVRXUFHV� E\ IRFXVVLQJ RQ
SURYLGLQJ WKH VHUYLFH IXQFWLRQV RI SURGXFWV UDWKHU WKDQ RQ VHOOLQJ WKH SURGXFWV WKHPVHOYHV�

)ROORZLQJ DUH H[FHUSWV IURP DQ (&2 �� WDON E\ (]LR 0DQ]LQL �3ROLWHFQLFR GH 0LODQR� RQ VWUDWHJLF
GHVLJQ IRU D QHZ SURGXFW�VHUYLFH PL[ ² ZLWK H[DPSOHV IURP EXVLQHVVHV VXFK DV 5DQN�;HUR[� &LED
*HLJ\� 'RZ� DQG %ODFN 	 'HFNHU� (QYLURQPHQWDO GHVLJQ� DFFRUGLQJ WR (]LR 0DQ]LQL� LV QRW MXVW
GUDZLQJ WKH VNHOHWRQ DQG RXWOLQH RI D SURGXFW� 5DWKHU� LW LQYROYHV XQGHUVWDQGLQJ WKH IXQFWLRQ RI
D SURGXFW RU VHUYLFH DQG WKHQ UH�LQYHQWLQJ LW ZLWK QHZ UXOHV� DOO RI ZKLFK UHTXLUH FKDQJHV LQ WKH
EXVLQHVV�DV�XVXDO DWWLWXGH� ,W LV RQ WKLV SURGXFW�VHUYLFH FXVS ZKHUH PXFK QHZ DFWLRQ RQ
VXVWDLQDEOH GHYHORSPHQW LV WDNLQJ SODFH� )RU WKH LQGXVWULDO GHVLJQHU� HQYLURQPHQWDO TXHVWLRQV
WDNH WKHLU SODFH DORQJVLGH HFRQRPLF DQG DHVWKHWLF GHPDQGV�

/HDSIURJ��VKRUW�WHUP�VWUDWHJLHV
IRU�VXVWDLQDELOLW\

E\ (]LR 0DQ]LQL

6XVWDLQDELOLW\� LQ LWV VWURQJHVW VHQVH� LPSOLHV VXFK D GHHS WUDQVIRUPDWLRQ RI SURGXFWLRQ DQG
FRQVXPSWLRQ DFWLYLWLHV DV WR UHSUHVHQW D ¶V\VWHPLF GLVFRQWLQXLW\·� D FKDQJH WKDW UHTXLUHV PXFK
PRUH WKDQ WKH LQFUHPHQWDO LQQRYDWLRQ RI WHFKQRORJLHV LQ XVH� RU UHGHVLJQLQJ ZKDW H[LVWV�
6XVWDLQDELOLW\ LV PRUH WKDQ D SDUWLDO PRGLILFDWLRQ RI WKH H[LVWLQJ QRQ�VXVWDLQDEOH ZD\V LQ ZKLFK
LQGXVWULDO VRFLHWLHV SURGXFH DQG FRQVXPH�

7KHUHIRUH� DFKLHYLQJ VXVWDLQDELOLW\ KDV WR EH FRQVLGHUHG D ¶WUDQVLWLRQ·� WKH WUDQVLWLRQ WRZDUGV D
QHZ V\VWHP RI SURGXFWLRQ DQG FRQVXPSWLRQ UHTXLULQJ D QHZ HFRQRP\ DQG D QHZ FXOWXUH�

)URP WKLV SHUVSHFWLYH� WKH VKRUW�WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\ PHDQV D VHW RI LQLWLDWLYHV ZKRVH
JRDO LV WR IDYRXU WUDQVLWLRQ DV ZHOO DV WR PDNH LW WDNH SODFH LQ WKH PRVW DFFHSWDEOH ZD\ IRU VRFLHW\�
WKDW LV WR VD\ DVVXPLQJ ERWK SURGXFWLRQ FRQWLQXLW\ DQG VRFLDO GHPRFUDF\�

6KRUW�WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\

$Q HQYLURQPHQWDO DQG LQGXVWULDO SROLF\ ZKLFK OHDGV WR DQ LQFUHDVH E\ RQH SRLQW LQ WKH HIILFLHQF\
RI H[LVWLQJ FDU HQJLQHV PD\ EH YHU\ VLJQLILFDQW LQ WHUPV RI LPPHGLDWH TXDQWLWDWLYH UHVXOWV� DQG
WKHUHIRUH D YHU\ SRVLWLYH HQYLURQPHQWDO SROLF\� 1RQHWKHOHVV� LW FDQQRW EH FRQVLGHUHG D VWUDWHJ\
IRU VXVWDLQDELOLW\� 2Q WKH TXDQWLWDWLYH VLGH� WKH LQFUHDVHG HQYLURQPHQWDO SHUIRUPDQFH RI H[LVWLQJ
HQJLQHV� HYHQ LI GULYHQ WR LWV XWPRVW SRVVLELOLW\� GRHV QRW JHW WR WKH URRWV RI WKH HQYLURQPHQWDO
DQG VRFLDO SUREOHP RI PRELOLW\� 2Q WKH FXOWXUDO VLGH� WR SURPRWH EHWWHU HIILFLHQF\ RI HQJLQHV
GRHVQ·W FKDQJH WKH XVHU·V DWWLWXGH WRZDUGV PRELOLW\� QRU WKH FRUSRUDWH FXOWXUH RI WKH
PDQXIDFWXUHU� )RU FDU LQGXVWULHV� LPSURYLQJ WKH HIILFLHQF\ RI HQJLQHV LV WKH PRVW QRUPDO DQG
LQVWLWXWLRQDO DFWLYLW\ WKDW WKHLU UHVHDUFK FHQWUHV FDQ GR� 7KXV WKLV SROLF\� EHLQJ HQWLUHO\ LQ NHHSLQJ
ZLWK WUDGLWLRQDO EHKDYLRXUV DQG EXVLQHVV�DV�XVXDO URXWLQHV� GRHVQ·W UHSUHVHQW DQ\ GLVFRQWLQXLW\
WRZDUGV VXVWDLQDELOLW\�

/HW·V QRZ FRQVLGHU D SROLF\ ZKLFK VHHNV WR LQFUHDVH VRPH IRUP RI VKDULQJ LQ FDU XWLOLVDWLRQ� IURP
WKH LGHD RI ¶UHQW�D�FLW\FDU·� WR WKDW RI WKH FROOHFWLYH WD[L� ULJKW XS WR WKH SURPRWLRQ RI FDU VKDULQJ
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RU FDU SRROLQJ V\VWHPV� (YHQ LI WKH RYHUDOO TXDQWLWDWLYH UHVXOWV DWWDLQDEOH E\ IROORZLQJ WKLV URDG
ZRXOG EH DOPRVW QHJOLJLEOH� D SROLF\ ZRUNLQJ LQ WKLV GLUHFWLRQ LV DEVROXWHO\ LQ OLQH ZLWK WKH
SURVSHFW RI VXVWDLQDELOLW\� DQG LV WR EH VHHQ DV D VKRUW�WHUP VWUDWHJ\ WR VXVWDLQDELOLW\� ,QGHHG�
ZKLOVW IRU WKH WLPH EHLQJ LQYROYLQJ RQO\ D PLQRULW\ RI XVHUV� WKH VKDUHG XVH RI FDUV SUHVHQWV D
UHOHYDQW SRLQW RI FXOWXUDO DQG EHKDYLRXUDO GLVFRQWLQXLW\� 2IIHULQJ D UHODWLRQ ZLWK FDUV GLIIHUHQW
IURP WKH RQH WKDW KDV UXOHG WR GDWH LV D SRWHQWLDO FRQWULEXWLRQ WR GHILQLQJ D QHZ LGHD RI PRELOLW\�

)XUWKHUPRUH� LQ WHUPV RI DQ LQFUHDVHG HFR�HIILFLHQF\ SHU XQLW RI VHUYLFH UHQGHUHG� ZLWK WKH
VLPSOH SDVVDJH IURP RQH SDVVHQJHU SHU YHKLFOH WR WZR SDVVHQJHUV SHU YHKLFOH� D IDU EHWWHU UHVXOW
LV DFKLHYHG WKDQ WKDW ZKLFK FRUSV RI HQJLQHHUV FRXOG KDYH DFFRPSOLVKHG E\ ZRUNLQJ IRU \HDUV RQ
WKH WHFKQRORJ\ RI HQJLQHV�

6KRUW�WHUP VWUDWHJLHV DV ¶OHDSIURJ VWUDWHJLHV·

6KRUW�WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\ DUH D VHW RI LQLWLDWLYHV SURPRWLQJ D GLUHFW VKLIW IURP D QRQ�
VXVWDLQDEOH PL[ RI SURGXFW DQG VHUYLFHV WR D VXVWDLQDEOH RQH� 7KLV GHILQLWLRQ UHTXLUHV VRPH
H[SODQDWLRQ� ,Q SDUWLFXODU VRPH LPSOLFLW DVVXPSWLRQV KDYH WR EH PDGH H[SOLFLW�

− ZKDW XVHUV GHPDQG LV QRW SURGXFWV RU VHUYLFHV� EXW WKH UHVXOWV WKDW WKHVH SURGXFWV DQG
VHUYLFHV SHUPLW WR DFKLHYH�

− JLYHQ D UHVXOW� LW FDQ EH DFKLHYHG E\ GLIIHUHQW FRPELQDWLRQV RI SURGXFWV DQG VHUYLFHV�

− D VKLIW LQ FRQVXPSWLRQ DQG EHKDYLRXU SDWWHUQV WDNHV SODFH LI QHZ DQG PRUH VXVWDLQDEOH
FRPELQDWLRQV RI SURGXFWV DQG VHUYLFHV DUH UHFRJQLVHG E\ XVHUV DV EHWWHU DQVZHUV WKDQ
H[LVWLQJ RQHV� RU EHFDXVH WKH\ PHHW D SUHYLRXVO\ XQDQVZHUHG GHPDQG�

/HDSIURJ VWUDWHJLHV LQ SUDFWLFH

,Q RUGHU WR GLVFXVV WKH FKDUDFWHULVWLFV DQG WKH SRWHQWLDO RI VKRUW WHUP VWUDWHJLHV IRU VXVWDLQDELOLW\�
VRPH H[DPSOHV RI WKHLU LPSOHPHQWDWLRQ IROORZ� 7KH\ DUH UHDO DQG UHODWLYHO\ ZHOO�NQRZQ
LQLWLDWLYHV WKDW KDYH WZR FRPPRQ GHQRPLQDWRUV� ([DPSOHV ZLOO EH JURXSHG RQ WKH EDVLV RI WZR
DSSURDFKHV� WKH UHVXOW�RULHQWHG DSSURDFK DQG WKH XWLOLW\�RULHQWHG DSSURDFK�

7KH UHVXOW�RULHQWHG DSSURDFK

:LWKLQ WKLV DSSURDFK WKH REMHFWLYH RI D EXVLQHVV EHFRPHV WR VHOO UHVXOWV UDWKHU WKDQ SK\VLFDO
SURGXFWV� ,Q WKLV IUDPHZRUN� ZKLFK LV DOVR GHILQHG DV WKH LQWHUQDOLVDWLRQ RI WKH SURGXFW� LW LV WKH
SURGXFHU·V HFRQRPLF LQWHUHVW WKDW SXVKHV WRZDUGV DQ LQFUHDVHG HFR�HIILFLHQF\ ZLWK WKH UHVXOW RI
H[WHQGLQJ WKH OLIH RI SURGXFWV� FRPSRQHQWV� DQG PDWHULDOV� DQG RSWLPLVLQJ WKHLU XWLOLVDWLRQ�

7KH GLVFRQWLQXLW\ WKDW WKHVH LQLWLDWLYHV SXW LQWR HIIHFW OLHV PDLQO\ RQ WKH SURGXFHU VLGH� ,Q IDFW�
WKH VKLIW IURP VHOOLQJ SURGXFWV WR RIIHULQJ D PL[ RI SURGXFWV DQG VHUYLFHV DVNV IRU D GHHS FKDQJH
LQ D FRPSDQ\·V PLVVLRQ DQG RUJDQLVDWLRQ�

,Q WKH WKHUPDO PDQDJHPHQW RI EXLOGLQJV WKHUH QRZ H[LVW IRUPV RI FRQWUDFW �'HPDQG�6LGH
0DQDJHPHQW DQG /HDVW�&RVW 3ODQQLQJ� ZKHUHE\ ZKDW LV RIIHUHG DQG JXDUDQWHHG LV D WKHUPDO
FRPIRUW VHUYLFH DQG QRW WKH DFWXDO TXDQWLW\ RI KHDWLQJ IXHO VXSSOLHG� :KDW LV LQWHUHVWLQJ LV WKDW LQ
DOO WKHVH FDVHV WKH HFRQRPLF LQWHUHVW RI WKH SURGXFHU EHFRPHV WKDW RI JXDUDQWHHLQJ WKH EHVW
SRVVLEOH VHUYLFH E\ UHGXFLQJ KLV RZQ FRVWV� WKDW LV� E\ UHGXFLQJ WKH FRQVXPSWLRQ RI IXHO�

,Q WKH 86$� IRU H[DPSOH� WKH (QHUJ\ 6HUYLFH &RPSDQLHV �(6&2V� VXSSO\ DQ RYHUDOO SDFNDJH RI
VHUYLFHV RQ D WXUQ�NH\ EDVLV� 7KH SDFNDJH FRPSULVHV� VXSSO\ RI HQHUJ\ UHVRXUFHV� LGHQWLILFDWLRQ
DQG VHOHFWLRQ RI FRQVHUYDWLRQ PHDVXUHV� DQG LQVWDOODWLRQ� RSHUDWLRQ DQG PDLQWHQDQFH RI WKH
HQHUJ\ VXSSO\� 6RPHWKLQJ YHU\ VLPLODU LV KDSSHQLQJ LQ (XURSH� 500 (QHUJ\ *PEK LV D
FRPSDQ\ WKDW KDV FRPSOHWHG VRPH ��� SURMHFWV LQ *HUPDQ\ DQG LQ 6ZLW]HUODQG VLQFH ����� 7KH
6WDGWZHUNH RI WKH &LW\ RI +DQQRYHU LV SHUIRUPLQJ RQH RI WKH PRVW FRPSUHKHQVLYH /&3 SURMHFWV
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ILQDQFHG E\ WKH (& LQ (XURSH DQG LV FR�RUGLQDWLQJ �� /&3 SLORW SURJUDPV RI RWKHU *HUPDQ
XWLOLWLHV LQLWLDWHG E\ WKH 6$9( 3URJUDPPH RI WKH (&� ,Q WKH 1HWKHUODQGV� WKH (QHUJ\ &RQWUDFW
3DUWQHUV DUH SURSRVLQJ WKH VDPH UDQJH RI VHUYLFHV RIIHUHG E\ WKH (6&2V LQ WKH 86$�

$ VLPLODU DSSURDFK KDV EHHQ IROORZHG LQ RWKHU ILHOGV� VXFK DV DJULFXOWXUH� LQGXVWULDO SDLQWLQJ� DQG
HQJLQHHUHG PDWHULDOV�

,Q DJULFXOWXUH� D SHVW�FRQWURO VHUYLFH FDQ EH RIIHUHG LQVWHDG RI DQWLSHVW FKHPLFDOV� )RU H[DPSOH�
=HQHFD *URXS 3/& KDV GHYHORSHG DQ LQWHJUDWHG 3HVW 0DQDJHPHQW SURJUDP WKDW FDQ EH WDLORUHG
WR WKH ORFDO VLWXDWLRQ� ,WV IHDWXUHV DUH WR FRUUHFWO\ LGHQWLI\ SHVWV DQG QDWXUDO HQHPLHV DQG WR WHDFK
IDUPHUV ZKHQ LW LV DEVROXWHO\ QHFHVVDU\ WR VSUD\ DQG KRZ WR SURPRWH QRQ�FKHPLFDO PHWKRGV RI
FRQWURO�

,Q WKH ILHOG RI LQGXVWULDO SDLQWLQJV� &LED LV PRYLQJ WR EHFRPH D VXSSOLHU RI FRORXU VHUYLFHV WR LWV
FXVWRPHUV UDWKHU WKDQ PHUHO\ VHOOLQJ G\HV DQG SLJPHQWV� ,Q WKH ILHOG RI HQJLQHHUHG PDWHULDOV� WKH
&RRNVRQ *URXS 3/&·V FHQWUDO VWUDWHJ\ LV WR UHWDLQ WKH RZQHUVKLS RI LWV SURGXFW WKURXJKRXW LWV OLIH
F\FOH� $OSKD�)U\� D &RRNVRQ VXEVLGLDU\ LQ *HUPDQ\� GHYHORSHG D WDNH�EDFN V\VWHP IRU WKHLU
VROGHU SDVWH SDFNDJLQJ DQG D QHZ NLQG RI SDFNDJLQJ� 7KLV QHZ W\SH RI MDU LV RI SXUH WLQ ZKLFK�
XSRQ UHWXUQ� LV WKURZQ LQWR D PHOWLQJ SRW DQG XVHG DV UDZ PDWHULDO LQ WKH PDQXIDFWXULQJ RI
VROGHU EDUV�

7KH VDPH DWWLWXGH WR VHOOLQJ UHVXOWV UDWKHU WKDQ SURGXFWV FDQ EH IRXQG LQ WKH ILHOG RI GXUDEOH
JRRGV DQG DSSOLDQFHV� 7KH PRVW ZHOO�NQRZQ FDVH LV WKDW RI 5DQN�;HUR[�

5DQN�;HUR[ *PEK SURSRVHG WKH LQWURGXFWLRQ RI D VXUURXQGLQJ FRS\�PDFKLQH� L�H� D IXQFWLRQ
FRPSRXQG FRQVLVWLQJ RI WKH FRSLHU� LWV PDLQWHQDQFH DQG UHSDLUV� WKH PDNLQJ RI WKH FRSLHV DQG
WKH FROOHFWLRQ DQG GHOLYHU\ RI WKH RULJLQDO GRFXPHQWV� 7KLV FRQFHSW� UHDOLVHG IRU WKH ILUVW WLPH LQ
WKH KHDG RIILFH RI WKH *HUPDQ +HQNHO .*D$� LV QRZ D IXQGDPHQWDO VWUDWHJ\ RI 5DQN�;HUR[� 7KH
UHPDQXIDFWXULQJ RI ROG SURGXFWV DQG UHXVLQJ RI FRPSRQHQWV LV WR D FRPSDQ\·V VWUDWHJLF
DGYDQWDJH� 7RGD\ UDQN�;HUR[ KDV QR PRGHOV ZLWK RQO\ QHZ SDUWV� DQG WKH SURGXFW UDQJH FRQVLVWV
RI QHZO\ PDQXIDFWXUHG SURGXFWV DQG UHPDQXIDFWXUHG SURGXFWV�

,I WKH FDVH RI 5DQN�;HUR[ LV WKH PRVW FOHDU� LW LV QRW WKH RQO\ RQH� $Q ,WDOLDQ FRPSDQ\� %LER�
ZKRVH LQLWLDO EXVLQHVV ZDV SURGXFLQJ PRQR�XVH SODVWLF GLVKHV� KDV VLQFH ����� EHHQ SURYLGLQJ D
VHUYLFH IRU FROOHFWLYH DQG SXEOLF UHVWRUDWLRQ VHUYLFHV� WKH\ VXSSO\� WDNH EDFN� DQG UHF\FOH SODVWLF
GLVKHV� UHWDLQLQJ WKH RZQHUVKLS RI WKHLU SURGXFWV WKURXJK WKH OLIH F\FOH�

7KH UHVXOW�RULHQWHG DSSURDFK FDQ EH H[WHQGHG DOVR WR VRPH FDVHV LQ ZKLFK WKH RIIHUHG UHVXOW LV
UHODWHG RQO\ WR VRPH DVSHFWV RI WKH SURGXFHU�XVHU UHODWLRQVKLS� DV� IRU LQVWDQFH� WKH SDFNDJLQJ�
7KHVH FDVHV DUH VLJQLILFDQW EHFDXVH ZLWKLQ WKLV DSSURDFK� VRPH FRPSDQLHV VLJQLILFDQWO\ FKDQJH
WKH ZD\ LQ ZKLFK WKH\ RSHUDWH DQG WKH LQWHUIDFH WKDW WKH\ KDYH ZLWK WKHLU FXVWRPHUV�

)RU LQVWDQFH� 6DIH&KHP LV D QHZ FRPSDQ\ HVWDEOLVKHG E\ 'RZ WR GHDO ZLWK FKORULQDWHG VROYHQWV�
,WV DFWLYLW\ LQFOXGHV� SURGXFW VWHZDUGVKLS� UHVSRQVLEOH FDUH DQG GLVWULEXWLRQ FRQVXOWLQJ VHUYLFHV RQ
KRZ WR FKDQJH HTXLSPHQW WR UHVSRQG WR WKH UHJXODWLRQ LQ *HUPDQ\ DQG WR UHF\FOH WKH XVHG
VROYHQW � 6DIH&KHP KDV GHYHORSHG D QHZ W\SH RI FRQWDLQHU� WKH 6DIHWDLQHU� WR DQVZHU WKH GHPDQG
RI DQ HIIHFWLYH FORVHG ORRS V\VWHP� 7KHVH DUH VSHFLDO FRQWDLQHUV ZLWK DQ DLU�WLJKW SXPSLQJ V\VWHP
ZKLFK HQVXUH WKDW ]HUR HPLVVLRQV RFFXU GXULQJ WKH WUDQVSRUW SKDVH DQG DW WKH SRLQW ZKHQ
VROYHQWV DUH WUDQVIHUUHG IURP WKH FRQWDLQHUV LQWR WKH GLVWLOODWLRQ HTXLSPHQW� 6R WKH\ QRZ VHOO GH�
JUHDVLQJ VHUYLFHV UDWKHU WKDQ VROYHQWV� 7KLV VKLIWV WKH LQFHQWLYH IURP VHOOLQJ PRUH VROYHQWV WR
SURYLGLQJ WKH OHDVW �DQG OHDVW WR[LF� VROYHQWV ZLWKLQ D EURDGHU �DQG PRUH YDOXH�DGGHG� SDFNDJH RI
GH�JUHDVLQJ VHUYLFHV�

7KH XWLOLW\�RULHQWHG DSSURDFK

:LWKLQ WKLV DSSURDFK� WKH REMHFWLYH RI D EXVLQHVV EHFRPHV WR SURPRWH WKH OHDVLQJ� SRROLQJ RU
VKDULQJ RI FHUWDLQ JRRGV� ZLWK WKH HQYLURQPHQWDO DGYDQWDJH RI RSWLPLVLQJ WKHLU XVH DQG UHGXFLQJ
WKH TXDQWLW\ RI SURGXFWV UHTXLUHG WR PHHW D JLYHQ UHVXOW� 7KH OHDS ZKLFK WKLV DSSURDFK SXWV LQWR
HIIHFW OLHV PDLQO\ RQ WKH XVHU VLGH DQG LV WKH UHTXLUHG FKDQJH LQ WKH EHKDYLRXU DQG FRQVXPSWLRQ
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SDWWHUQ �WKH VKLIW IURP LQGLYLGXDO XVH DQG RZQHUVKLS RI SURGXFWV WR WKH OHDVLQJ� SRROLQJ DQG
VKDULQJ RI VHUYLFHV�� ([DPSOHV RI QHZ OHDVLQJ VHUYLFHV �GR�LW�\RXUVHOI WRROV� VSRUWV HTXLSPHQW�
FRPSXWHU DQG HOHFWURQLF GHYLFHV� DUH DQ LPSURYHPHQW RI ZKDW WUDGLWLRQDOO\ H[LVWV�

%ODFN 	 'HFNHU *PE+ RIIHUV DQ HFR�OHDVLQJ VHUYLFH IRU D SURIHVVLRQDO VHULHV RI PHFKDQLFDO VDZV�
IRU WKH SULYDWH KDQG\PDQ RU HYHQ VRPH SURIHVVLRQDOV�

&DU�VKDULQJ LQLWLDWLYHV KDYH D ORQJ VWRU\ DQG KDYH WR EH FRQVLGHUHG DV IRUPV RI HQWUHSUHQHXULDO
DFWLYLWLHV� )RU LQVWDQFH� D FDU VKDULQJ V\VWHP H[LVWV LQ /HLGHQ XQGHU WKH QDPH +XXU�RS�0DW� DV D
FR�RSHUDWLRQ RI FDU UHQWDO FRPSDQLHV DQG FDU GHDOHUV� ZLWK WKH VXSSRUW RI WKH ORFDO JRYHUQPHQW�
,Q *HUPDQ\ WKHUH DUH �� RUJDQLVDWLRQV ZKLFK SURPRWH FDU VKDULQJ ² DQG WKHUH DUH RWKHU VFKHPHV
LQ $XVWULD� 6ZLW]HUODQG DQG )UDQFH�

&DU VKDULQJ FDQ EH UHODWHG DOVR WR FDU�IUHH�FLWLHV SURMHFWV� 7KH GHYHORSPHQW RI WKHVH SURMHFWV LV LQ
IDFW D VLJQLILFDQW DFWLYLW\ WKDW KDV WR EH VHHQ DV WKH UHDOLVDWLRQ RI D OHDSIURJ VWUDWHJ\� D GLUHFW OHDS
WR WKH LGHD WKDW� IRU VRPH XUEDQ GHYHORSPHQWV DQG IRU VRPH VSHFLILF WDUJHW JURXSV� EHLQJ FDU�
IUHH FRXOG EH DQ DGGHG YDOXH�

,Q (XURSH� IRU LQVWDQFH� WKHUH DUH VHYHUDO SURMHFWV RI FDU�IUHH FLWLHV� )RU LQVWDQFH� +ROOHUODQG LQ
%UHPH LQFOXGHV DERXW ��� EXLOGLQJV DQG IRUHVHHV VRPH SDUNLQJ SODFHV IRU FDU VKDULQJ�
:HVWHUSDUN LQ $PVWHUGDP DQG 6WDGWKDXV 6FKOXPS LQ %HUOLQ DUH RWKHU H[DPSOHV DQG WKHUH DUH
RWKHUV LQ 0RQDFR DQG 9LHQQD�
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7KLQNLQJ��DFWLQJ�FLUFXODU��QRW�OLQHDU

7KLQNLQJ�DFWLQJ FLUFXODU� QRW OLQHDU LV DQRWKHU SRVVLEOH PHWDSKRU IRU FKDQJH� ,W VXJJHVWV WKH
QRWLRQ RI ZDVWH DV SDUW RI D FLUFXODU UDWKHU WKDQ WKH SUHVHQWO\ SHUFHLYHG OLQHDU HFRQRP\�

,Q WKH IROORZLQJ H[FHUSWV IURP KLV SUHVHQWDWLRQ� 'U .ODXV 7|SIHU �*HUPDQ 0LQLVWHU RI 7RZQV�
3ODQQLQJ DQG 1HZ &RQVWUXFWLRQ DW WKH WLPH RI (&2 ��� DOVR IRUPHU *HUPDQ 0LQLVWHU RI
(QYLURQPHQW� IRUPHU 'LUHFWRU� 8QLWHG 1DWLRQV &RPPLVVLRQ RQ 6XVWDLQDEOH 'HYHORSPHQW� DQG
SUHVHQWO\ ([HFXWLYH 'LUHFWRU� 8QLWHG 1DWLRQV (QYLURQPHQW 3URJUDP�� SUHVHQWV KLPVHOI DV KDYLQJ
PRYHG IURP EHLQJ DQ ¶HQG�RI�WKH�SLSH· 0LQLVWHU RI WKH (QYLURQPHQW WR D PRUH LQWHJUDWHG
0LQLVWHU RI 8UEDQ $IIDLUV� &RQVXOWDWLRQ DQG 3ODQQLQJ� LQYROYHG LQ WKH FUHDWLRQ RI WKH QHZ %HUOLQ�

5HPDUNV�E\�.ODXV�7!SIHU

, EHFDPH 0LQLVWHU RI WKH (QYLURQPHQW LQ *HUPDQ\ LQ ���� DQG EHIRUH WKDW , ZDV (QYLURQPHQWDO
0LQLVWHU IRU WZR \HDUV LQ RQH RI RXU VWDWHV� WKH OlQGHU 5KHLQODQGSIDO]� $W WKDW WLPH RQH WRRN QR
ULVN DW DOO RUJDQLVLQJ D FRQIHUHQFH RQ WKH HQYLURQPHQW VXFK DV WKLV RQH� XQOLNH WRGD\ ZKHQ LW LV
FOHDUO\ QRW DQ HDV\ WDVN� %DFN WKHQ ZH DXWRPDWLFDOO\ KDG KXJH DXGLHQFHV DVNLQJ IRU YHU\ VLPSOH
WRSLFV OLNH ZDVWH PDQDJHPHQW� DLU SROOXWLRQ� ZDWHU DQG RWKHU WKLQJV� 6R ORRNLQJ EDFN� , WKLQN
WKLQJV KDYH FKDQJHG D OLWWOH ELW� HVSHFLDOO\ LQ (XURSH DQG SHUKDSV LQ RWKHU SDUWV RI WKH ZRUOG�
EHFDXVH WKLV LV XQIRUWXQDWHO\ QR ORQJHU WKH FDVH�

7KHUH LV RI FRXUVH RQH H[SODQDWLRQ� WKDW ZH VXFFHHGHG LQ UHDFKLQJ RXU DLPV� $V LI LW ZHUH QR
ORQJHU VR LPSRUWDQW WR JR HYHQ IXUWKHU� , ZDV DW WKH 5LR 6XPPLW RI ���� DV KHDG RI WKH *HUPDQ
GHOHJDWLRQ� $QG WKHQ , ZDV WKH VHFRQG FKDLUPDQ RI WKH &RPPLVVLRQ IRU 6XVWDLQDEOH
'HYHORSPHQW� WKH IROORZ�XS LQVWLWXWLRQ RI WKH 5LR 6XPPLW� DW WKH 8QLWHG 1DWLRQV LQ 1HZ <RUN�
.QRZLQJ WKH H[SHULHQFH VLQFH WKH 5LR 6XPPLW� ,·P QRW TXLWH VXUH WKDW WKLV LV WKH H[SODQDWLRQ�
WKDW ZH UHDFKHG DOO ZH ZDQWHG WR GR� )RU H[DPSOH LQ *HUPDQ\� , DOZD\V XQGHUOLQH ZKDW , VHH DV D
VLJQLILFDQW ZDUQLQJ VLJQDO QHHGLQJ DWWHQWLRQ ZKLFK LV WKDW LQ IRUPHU GD\V DJULFXOWXUH FODLPHG WKDW
LW ZDV D JUHHQ VHFWRU� $JULFXOWXUH ORVW LWV JUHHQ FRORXU WR TXLWH DQRWKHU PRYHPHQW� DQG LW LV UHDOO\
IDVFLQDWLQJ WR ORRN DW WKH LQWHUUHODWLRQV ZLWK DOO WKDW� 6R , GRQ·W EHOLHYH� E\ DQ\ PHDQV� WKDW WKH
IDFW ZH KDYH DFFRPSOLVKHG RXU JRDOV LV WKH UHDVRQ WKHUH DUH VR IHZ FRQIHUHQFHV RI WKLV NLQG�

2Q WKH RWKHU KDQG� , KDYH QR GRXEW ZH IDFH D ORW RI QHZ FKDOOHQJHV VLQFH WKH 5LR 6XPPLW� )RU
H[DPSOH� ZH KDYH WKLV KLVWRULFDO GHYHORSPHQW RI WKH RYHUFRPLQJ RI WKH ELSRODU ZRUOG� ZH KDYH QR
6RYLHW 8QLRQ DW DOO� +HDULQJ WKLV SURJQRVLV LQ ����� ZKHQ , ZDV DSSRLQWHG DV (QYLURQPHQWDO
0LQLVWHU IRU D UHXQLILHG *HUPDQ\� , ZDV DEVROXWHO\ FRQYLQFHG WKDW WKLV ZDV LPSRVVLEOH� EXW WKDW
FKDQJHG� DQG WKLV EULQJV D ORW RI FRQFUHWH� QHZ SUREOHPV� /RRNLQJ DW XQHPSOR\PHQW� ORRNLQJ DW
VROYLQJ WKH VRFLDO TXHVWLRQV� WKHVH DUH QRZ WKH WRS SULRULWLHV WRGD\ DQG WKHUHIRUH RUJDQLVLQJ D
FRQIHUHQFH� VXFK DV (&2 ���� LV GHILQLWHO\ PRUH ULVN\� EHFDXVH SHRSOH QRZ EHOLHYH WKDW WKH
HQYLURQPHQW LV QXPEHU ILYH RU VL[ RQ RXU SULRULW\ OLVW RI SROLWLFDO WDVNV�

,·P WRWDOO\ FRQYLQFHG WKLV LV D JUDYH PLVWDNH� ,·P DEVROXWHO\ FRQYLQFHG WKDW WKH IHHOLQJ DQG WKH
NQRZOHGJH DQG WKH FRQYLFWLRQ RI WKH SHRSOH LQ P\ FRXQWU\ ZLWK UHJDUG WR HQYLURQPHQW SROLF\ KDV
QRW FKDQJHG� 7UXH� LW LV D OLWWOH ELW RYHUUXOHG E\ DFWXDO FXUUHQW SUREOHPV� EXW WKH ORQJ�WHUP
REMHFWLYHV DUH DEVROXWHO\ WKH VDPH� 0\ PDLQ DLP ZDV� LV� DQG ZLOO EH� WR FKDQJH WKH VWUXFWXUH RI
PDUNHW HFRQRP\ WR IDFLOLWDWH HFRORJLFDO SURJUHVV�

/HW·V QRW IRUJHW WKH GD\V RI /XGZLJ (UKDUG� �LQ WKLV \HDU RQ WKH IRXUWK RI )HEUXDU\� LW ZDV KLV RQH
KXQGUHGWK DQQLYHUVDU\�� ZKR LQYHQWHG WKH VRFLDO PDUNHW HFRQRP\� $QG ,·P VXUH WKDW LW PXVW
FRPH� DQ HFRORJLFDO DQG VRFLDO PDUNHW HFRQRP\� ,·P D PDUNHW�RULHQWHG SROLWLFLDQ� ,W LV P\ EHOLHI
WKDW ZH QHHG SULFHV WR VWLPXODWH GHYHORSPHQW ZLWK UHJDUG WR WHFKQRORJLHV DQG EHKDYLRXU�
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7KH PRVW LPSRUWDQW SUREOHP LQ WKH SDVW ZDV WKDW ZH VXEVLGLVHG WKH XVH RI WKH HQYLURQPHQW·V
QDWXUDO UHVRXUFHV� $LU ZDV XVHG ZLWKRXW D SULFH DV D GXPS IRU &2� DQG 12[� 6R QRERG\ DVNHG
KRZ WR FOHDQ WKH JDVHV FRPLQJ IURP D FRDO SRZHU VWDWLRQ RU IURP D FDU� EHFDXVH QRERG\ ZDV
IRUFHG WR LQYHVW PRQH\ IRU WKDW� 6R P\ PRVW LPSRUWDQW DLP LV WR LQWHJUDWH� ZKHUHYHU SRVVLEOH� WKH
FRVW RI HQYLURQPHQW LQWR WKH VHOOLQJ SULFH RI WKH SURGXFW� 7KDW ZDV P\ PRVW LPSRUWDQW DLP ZLWK
UHJDUG WR ZDVWH�

:H KDYH DOZD\V KDG WR VWUXJJOH ZLWK WKH FODVVLF ZRUNLQJ GLYLVLRQV EHWZHHQ WKH FRPSDQ\ WKDW LV
UHVSRQVLEOH IRU SURGXFWLRQ� WKH RWKHU IRU SDFNDJLQJ� WKH WKLUG IRU VHOOLQJ� WKH IRXUWK IRU
FRQVXPSWLRQ DQG ILQDOO\ DW WKH HQG RI WKH FKDLQ WKHUH KDV EHHQ VRPHERG\ UHVSRQVLEOH IRU ZDVWH�
:LWK VXFK ZRUNLQJ GLYLVLRQV QRERG\ LQWHJUDWHV ZDVWH LQWR WKH FRQFHSWLRQ RI KRZ WR SURGXFH
VRPHWKLQJ� EHFDXVH WKDW·V QRW LQ KLV EXGJHW� 7KH (QYLURQPHQW 0LQLVWU\ ZDV DOZD\V EODPHG IRU
EHLQJ RQO\ D UHF\FOLQJ DJHQF\� 0\ PDLQ REMHFWLYH ZDV WR LQWHJUDWH WKH KDQGOLQJ FRVW RI ZDVWH LQWR
WKH VHOOLQJ SULFH RI SURGXFWV� WKHUHE\ FUHDWLQJ DQ LQFHQWLYH WR GHFUHDVH SDFNDJLQJ DQG WR GHYHORS
SDFNDJLQJ PDWHULDOV ZKLFK DUH HDVLHU DQG WKHUHIRUH FKHDSHU WR GLVSRVH RI ODWHU RQ� ,I \RX DUH RQO\
D UHF\FOLQJ DJHQF\� WKHQ IRUJHW LW� <RX DUH RQO\ GHDOLQJ ZLWK HQG�RI�WKH�SLSH WHFKQRORJ\ DQG LW LV
REYLRXV QRZ WKDW WKDW WKLQNLQJ KDV EHFRPH FRPSOHWHO\ REVROHWH�

2XU FKDOOHQJH WRGD\ LV WR VWDUW DW WKH YHU\ EHJLQQLQJ RI WKH SURGXFWLRQ RI WKH SURGXFW� QRW RQO\
ZLWK UHJDUG WR SDFNDJLQJ� EXW WKH UHF\FODELOLW\ RI WKH HQWLUH SURGXFW� ,Q WKLV UHJDUG , ZDV DOZD\V
ORRNLQJ IRU D VROXWLRQ IRU WR KDQGOH XVHG FDUV� :H ZHUH QRW DEVROXWHO\ VXFFHVVIXO LQ WKDW� , ZDV
DLPLQJ DW D VROXWLRQ WKDW UHTXLUHG WKH FDU SURGXFHUV WR WDNH EDFN WKHLU FDUV ZKHQ WKH\ ZHUH QR
ORQJHU LQ XVH� ZKHQ WKH\ EHFDPH ZDVWH� $W WKH VDPH WLPH LQGXVWU\ ZRXOG KDYH WKH LQFHQWLYH WR
FRQVWUXFW UHSDLUDEOH FDUV WKDW DUH WKHQ UHF\FODEOH� %XW LI \RX FDQQRW XVH WKH VHOI�LQWHUHVW RI WKH
PDUNHW DV DQ LQVWUXPHQW RI FKDQJH� , WKLQN \RX DUH DOZD\V DW WKH HQG�RI�WKH�SLSH�

8QIRUWXQDWHO\� WKLV OLIH F\FOH DSSURDFK LV YHU\ GLIILFXOW WR KDQGOH� :H VXFFHHGHG ZKHQ , ZDV
(QYLURQPHQW 0LQLVWHU WR DGRSW D OLIH�F\FOH ODZ� .UHLVODXV :LUWVFKDIW *HVHW] LQ *HUPDQ� 2I FRXUVH
LW ZDV QRW YHU\ HDV\ WR FRQYLQFH RXU LQGXVWU\ WR FRPH WR VXFK DQ DSSURDFK� EXW WKH PRVW
LPSRUWDQW DQG PRVW GLIILFXOW WKLQJ ZDV WR FRQYLQFH WKHP ZLWK UHJDUG WR WKH QDPH� 1RERG\ ZDQWV
WR WDNH IXOO UHVSRQVLELOLW\ EHFDXVH WKHQ WKH\ DUH UHVSRQVLEOH IURP FUDGOH WR JUDYH� 1RERG\ ZDQWV
WR GR WKDW� 7KH\ ZHUH DJDLQVW WKH QDPH PRUH WKDQ WKH FRQWHQWV RI WKH ODZ EHFDXVH LW JDYH IXOO
UHVSRQVLELOLW\ WR LQGXVWU\ WR GHDO ZLWK WKH LVVXHV�

7KH KLVWRU\ RI KRZ ZH DUULYHG DW WKLV SRLQW LV UHYHDOLQJ� ,Q *HUPDQ\� ZH KDG VWDUWHG D KLJK
FKLPQH\ SROLF\� <RX GLGQ·W KDYH WR GHFUHDVH HPLVVLRQV LI \RX KDG D EHWWHU FKLPQH\� D KLJKHU
FKLPQH\� DQG \RX FRXOG GR WKDW YHU\ HDVLO\� 6R� IRU D ORQJ WLPH LQ *HUPDQ\ ZH VLPSO\ WULHG WR
LQFUHDVH WKH FKLPQH\V� $QG WKHQ RI FRXUVH� \RX KDG WKH VDPH WKLQJ RQ WKH KRUL]RQWDO� , ZLOO QHYHU
IRUJHW ZKHQ , YLVLWHG P\ FROOHDJXH LQ 3RUWXJDO� ,Q WKRVH GD\V KH ZDV YHU\ SURXG DERXW WKH IDFW
WKDW WKH\ FROOHFWHG WKH ZDWHU LQ D ZDVWH�ZDWHU WUHDWPHQW VWDWLRQ� ZKLFK KDG D ��� NP�ORQJ SLSH
JRLQJ WR WKH $WODQWLF� 7KDW ZDV QRWKLQJ PRUH WKDQ D KLJK FKLPQH\ RQ D KRUL]RQWDO EDVLV WR EHWWHU
GLVWULEXWH DQG WR GHFUHDVH WKH VSHFLILF ORDG RI WKH SROOXWLRQ�

7KHQ WKH VHFRQG SKDVH WR FRPH ZDV WKH HQG�RI�WKH�SLSH WHFKQRORJ\� :H LQWHJUDWHG ILOWHUV LQWR
WKH FKLPQH\V RU ZH LQWHJUDWHG WKH ILOWHUV LQWR WKH ZDVWH�ZDWHU WUHDWPHQW SODQW GHVLJQ� :H ZHUH
QRW HOLPLQDWLQJ WKH XQGHVLUDEOH VXEVWDQFH EXW FRQFHQWUDWLQJ LW DQG UHQGHULQJ LW HDVLHU WR KDQGOH
IRU ODQGILOO RU ZKDWHYHU� 6R ZH FKDQJHG WKH VXEVWDQFH D OLWWOH ELW� :H ZHQW IURP D JDV WR ZDWHU RU
ZKDWHYHU VLWXDWLRQ� WKDW ZDV WKH VHFRQG SKDVH�

7KH WKLUG ZDV WR ORRN DW KRZ ZH FRXOG LQWHJUDWH DOO WKLV LQWR WKH WHFKQRORJLHV WKHPVHOYHV� :H
KDYH LQYHQWHG DQG SXW LQWR SODFH DOO WKH ODERXU VDYLQJ WHFKQRORJLHV LPDJLQDEOH� EXW QRW
HQYLURQPHQW RU HQHUJ\ VDYLQJ SROLFLHV� IRU WKH\ ZHUH QRW LQ WKH EDWWOH EDFN LQ WKRVH GD\V� 6R ZH
PLVSODFHG RXU UHVRXUFHV LQ KLJKO\ GHYHORSLQJ WKH ZURQJ WHFKQRORJLHV�

:KHQ , ZDV UHVSRQVLEOH IRU WKH &6' �&RPPLVVLRQ RQ 6XVWDLQDEOH 'HYHORSPHQW�� , ZDV DOZD\V
DVNHG� ¶+RZ GR ZH FRPH WR D EHWWHU WUDQVIHU RI WHFKQRORJLHV"· $QG , DOZD\V DVNHG� ¶'R ZH KDYH
WKH ULJKW WHFKQRORJLHV LQ WKH GHYHORSHG FRXQWULHV IRU VROYLQJ WKH SUREOHPV LQ WKH GHYHORSLQJ
ZRUOG"· , GRQ·W EHOLHYH VR� 7R H[SRUW RXU DJULFXOWXUDO WHFKQRORJLHV� IRU H[DPSOH� WR GHYHORSLQJ
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FRXQWULHV ZRXOG EH D GLVDVWHU� ,Q *HUPDQ\ DJULFXOWXUH LV WKH VHFRQG PRVW FDSLWDO�LQWHQVLYH
LQGXVWU\ LQ *HUPDQ\ QH[W WR WKH FKHPLFDO LQGXVWU\� 6R ZH KDYH D YHU\ KLJK FDSLWDO DQG HQHUJ\�
LQWHQVLYH DJULFXOWXUDO EXVLQHVV� ,V WKDW UHDOO\ WKH ULJKW WHFKQRORJ\ WR H[SRUW WR D UHJLRQ ZKHUH
WKHUH DUH D ORW RI ZRUNHUV ZKR QHHG ZRUN" 6R , KDYH WR DVN� ¶FDQ ZH QRW RQO\ ILOWHU RXW EXW
LQWHJUDWH"· ,VQ·W LW SRVVLEOH WR FUHDWH D QHZ WHFKQRORJLFDO HQYLURQPHQWDO IUDPHZRUN" , WKLQN WKLV LV
OLQNHG WR WKH TXHVWLRQ RI DQ HFRORJLFDO DQG VRFLDO PDUNHW HFRQRP\ DQG WKDW LV P\ UHVSRQVLELOLW\
QRZ WKDW ,·P GLUHFWO\ LQ WKLV ILHOG� $V (QYLURQPHQWDO 0LQLVWHU� , ZDV DOZD\V WKH HQG�RI�WKH�SLSH
0LQLVWHU LQ WKH *HUPDQ JRYHUQPHQW EHFDXVH , ZDV FRQVWUDLQHG WR ORRN DW ZKDW ZDV JRLQJ RQ LQ
DJULFXOWXUH� ZDLW D PLQXWH� HQYLURQPHQWDO DVVHVVPHQW DQDO\VLV� ZKDW LV JRLQJ RQ LQ WUDIILF� ZDLW D
PLQXWH� LV WKDW ULJKW" , ZDV DOZD\V WKH HQG�RI�WKH�SLSH 0LQLVWHU�

7RGD\� KRZHYHU� DV 0LQLVWHU RI 8UEDQ $IIDLUV� &RQVWUXFWLRQ DQG 3ODQQLQJ� , DP LQ D VLWXDWLRQ
ZKHUH , FDQ WU\ WR DFW ZLWKLQ WKH LQWHJUDWLRQ PRGHO� /HW·V ORRN IRU H[DPSOH DW FLWLHV� , ZDV WKH
KHDG RI WKH *HUPDQ GHOHJDWLRQ WR +DELWDW � LQ ,VWDQEXO ODVW \HDU LQ -XQH� 7KLV ZDV UHDOO\ D JRRG
EULGJH EHWZHHQ 5LR DQG ,VWDQEXO� ,W LV DQ DEVROXWH PXVW IRU DQ HQYLURQPHQWDOLVW WR FRQFHQWUDWH RQ
FLWLHV� EHFDXVH FLWLHV ZLOO EH WKH IXWXUH DOO DURXQG WKH ZRUOG� :H DUH JRLQJ QRW� DV 0DUVKDOO
0F/XDQ VDLG ZH ZRXOG� WRZDUGV DQ XUEDQ YLOODJH� EXW WR DQ XUEDQ DJJORPHUDWLRQ� WR DQ XUEDQ
FLW\�

0RUH WKDQ �� � RI WKH SRSXODWLRQ ZLOO OLYH LQ PHJD�FLWLHV� +RZ WR RUJDQLVH WKRVH FLWLHV ZLWK
UHJDUG WR VXVWDLQDELOLW\� HFRQRP\� HFRORJLFDO DQG VRFLDO TXHVWLRQV LV WKH PRVW GLIILFXOW FKDOOHQJH DW
KDQG WRGD\ )RU H[DPSOH� WKH PDLQ SUREOHP RI WUDIILF LQ WKH FLW\ FDQ QRW EH VROYHG RQO\ E\ D
EHWWHU PRGH RI WUDIILF EXW E\ D EHWWHU VHWWOHPHQW VWUXFWXUH� +RZ WR FKDQJH WKLV " :H KDYH D ORW RI
XQVXVWDLQDEOH FLW\ VWUXFWXUHV LQ *HUPDQ\ DQG LQ )UDQFH WRR�

,Q WKH ����V (XURSHDQ DUFKLWHFWV DJUHHG RQ D PRGHO ZKLFK VHSDUDWHG WKH GLIIHUHQW IXQFWLRQV RI
WKH FLW\ IURP HDFK RWKHU� ,I \RX JR WR %UDVLOLD� WKH FDSLWDO RI %UD]LO� \RX VHH WKLV PRGHO LQ UHDO
VWUXFWXUH� %XW LI \RX VHJUHJDWH� \RX REYLRXVO\ SURGXFH WUDIILF SUREOHPV� :KDW ZH QHHG QRZ LV WR
FUHDWH WKH FLW\ RI VKRUW GLVWDQFHV� WR LQWHJUDWH HYHU\WKLQJ DJDLQ� , KDYH GLVFXVVHG LW ZLWK DUFKLWHFWV�
ZLWK FLW\�SODQQHUV� DQG WKH LGHDO ZRXOG EH WR FUHDWH VRPHWKLQJ OLNH D QHZ FKDUWHU RI HWKLFV� D QHZ
PRGHO� D FRPSOHWHO\ QHZ SDUDGLJP�

,I \RX FRPH WR EHWWHU LQWHJUDWLRQ \RX GHFUHDVH WUDIILF QHHGV� :H XUJHQWO\ QHHG WKRVH FLWLHV
FRPELQHG IRU H[DPSOH ZLWK UHWDLO VKRSV� %XW QRZ ZH DUH IDFLQJ WKH $PHULFDQLVDWLRQ RI RXU FLWLHV�
7R KDYH WKH UHWDLO�VKRSV RQ WKH KLJKZD\ RXWVLGH WKH FLW\ EULQJV QR DQVZHU WR WKH FLW\ FHQWUH� ,W
RQO\ GHFUHDVHV WKH IXQFWLRQ RI WKH FLW\ FHQWUH UHVXOWLQJ LQ VRFLDO DQG HQYLURQPHQWDO SUREOHPV� 6R
ZH QHHG WR LQWHJUDWH HQYLURQPHQW LQWR FLW\ SODQQLQJ�

$QG WKHQ ZKDW LV WKH ULJKW UHJLRQDO VWUXFWXUH" 2I FRXUVH WKH *HUPDQ KLVWRU\ KDV D EHWWHU SUH�
FRQGLWLRQ IRU UHJLRQDO VWUXFWXUHV� :H GRQ·W KDYH DV LW LV VRPHWLPHV TXRWHG ¶3DULV DQG WKH GHVHUW·�
:H KDYH D IHGHUDWLRQ RI VWDWHV ZLWK WKHLU FDSLWDOV� 0XQLFK LV WKH FDSLWDO RI %DYDULD DQG WKH\ DUH
SURXG DERXW WKDW� 6R ZH KDYH D EHWWHU VHWWOHPHQW VWUXFWXUH� :H KDYH WR GR RXU XWPRVW WR VWDELOLVH
WKLV� %ULQJLQJ WKH JRYHUQPHQW WR %HUOLQ IRU H[DPSOH JLYHV PH WKH DEVROXWH QHFHVVLW\ WR WDNH
RWKHU LQVWLWXWLRQV RXW RI %HUOLQ� )RU H[DPSOH RXU HQYLURQPHQWDO SURWHFWLRQ DJHQF\ LQ %HUOLQ KDV
GHFLGHG WR JR WR RQH RI RXU FLWLHV LQ WKH (DVWHUQ SDUW RI *HUPDQ\� %XW LI ZH FDQ QRW GR WKDW� ZH
ZLOO KDYH VRPHWKLQJ OLNH WKH ¶PH]]RJLRUQR·� QLJKW DQG GD\� YHU\ VRRQ LQ *HUPDQ\ EHWZHHQ WKH
(DVW DQG WKH :HVW�

, NQRZ WKDW ZLWK UHJDUG WR KRXVLQJ� ZH QHHG D FKDQJH DQG ZH VWDUWHG WR FKDQJH RXU SROLF\ DQG RI
FRXUVH ,·YH VRPH H[DPSOHV LQ )UDQFH WRR� 2XU KRXVLQJ�VXEVLG\ V\VWHP EULQJV D SUHPLXP� DQ
DGGLWLRQDO LQFHQWLYH WR WKRVH OLYLQJ RXWVLGH RI WKH FLWLHV� 6R WKH UHVXOW LV ZH UHDOO\ KDYH RQO\ WKH
VLQJOHV OHIW LQ WKH FLW\ FHQWUHV� 6R LQ WKH FLW\� QRW RQO\ LQ WKH FHQWUH EXW LQ WKH FLW\ TXDUWHUV� ZH
ZDQW WR UHDUUDQJH LW� WR FUHDWH D EHWWHU VXEVLG\ LI \RX DUH LQ DQ LQWHJUDWHG SODFH LQ WKH FLW\�

1RZDGD\V� DQRWKHU GDQJHU LV WKDW \RX FDQ ORVH \RXU QHHG IRU WKH FLW\� ZH KDYH WHOHEDQNLQJ ZH
KDYH WHOHVKRSSLQJ� DOO WKDW LV D WHOHPDWLF FLW\ RI WKH IXWXUH� 1HJUR 3RQWL� WKLV JXUX RI LQIRUPDWLRQ
DQG FRPPXQLFDWLRQ DW 0,7 �0DVVDFKXVHWWV ,QVWLWXWH RI 7HFKQRORJ\� RQFH WROG PH ZH ZRXOG KDYH
WKH XUEDQ YLOODJHU� 7KDW·V WKH PRGHO RI ZKDW , ZDQWHG WR XQGHUOLQH� 6R , ZDQW PRUH VSDFH LQ WKH
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FLW\� :H KDYH QRZ ZKDW ZH FDOO WKH UHQDLVVDQFH RI WKH WUDLQ VWDWLRQV RI IRUPHU GD\V� 2XU WUDLQ
V\VWHP LV YHU\ LQWHQVLYH LQ XVLQJ WKH ODQG LQ WKH FLWLHV� 6R QRZ ZH DUH UHDUUDQJLQJ LW WKDW VR WKDW
WKHUH LV RSHQ ODQG LQ WKH FLW\ DJDLQ DQG ZH FDQ LQWHJUDWH KRXVLQJ DJDLQ LQ WKH FLW\� :H ZDQW WR GR
RXU XWPRVW LQ WKLV GLUHFWLRQ� :LWK UHJDUG WR WUDGH� WR UHWDLO� LW LV D KHOO RI D MRE�

$ YHU\ ZLVH PDQ RQFH VDLG� ¶7KH GLIIHUHQFH EHWZHHQ GHYHORSLQJ FRXQWULHV DQG GHYHORSHG
FRXQWULHV LV WKDW LQ WKH GHYHORSLQJ FRXQWULHV WKH VOXPV DUH RQ WKH RXWVNLUWV RI WKH FLWLHV DQG LQ
GHYHORSHG FRXQWULHV WKH VOXPV DUH LQ WKH FHQWUH RI WKH FLWLHV·� $QG LI \RX JR ZLWK PH WR GRZQWRZQ
:DVKLQJWRQ '�&� DQG WR VRPH RWKHU $PHULFDQ FLWLHV� DOVR LQ *HUPDQ\� \RX VHH WKLV VDPH
GHYHORSPHQW DUULYLQJ� , UHDOO\ ZDQW WR UHDUUDQJH WKLV DQG FUHDWH VXVWDLQDEOH FLWLHV�

:H DUH FRPLQJ WR QHZ RUJDQLVDWLRQ RI UHWDLO VKRSV� ZKDW WKH\ FDOO WKH IDFWRU\ RXWOHW� RXWVLGH WKH
FLW\� ZKDW WKH\ FDOO WKH ELJ JUHHQ JUDVV LQYHVWPHQW� ,I ZH FDQ QRW VWRS WKLV� ZH ZLOO GHVWUR\ WKH
FLWLHV DQG WKHUHIRUH ZH DUH WU\LQJ WR UHDUUDQJH RXU OHJDO EDVLV IRU WKDW� 7KLV JRYHUQPHQW
LQWHUYHQWLRQ LV HVVHQWLDO� 6R , ZDQW WR XQGHUOLQH ZKHUH P\ SRVVLELOLW\ WR LQWHJUDWH HQYLURQPHQWDO
SROLF\ LV WRGD\� , UHDOO\ EHOLHYH WKDW LI \RX RQO\ KDYH WKH ODLVVHU�IDLUH VWUDWHJ\� ZH ZLOO YHU\ VRRQ
KDYH DQ $PHULFDQLVDWLRQ RI RXU ODQGVFDSH�

,Q PRYLQJ WKH *HUPDQ FDSLWDO WR %HUOLQ� , ZDQW WR GR P\ XWPRVW QRW WR FUHDWH VRPHWKLQJ OLNH D
JRYHUQPHQW DQG SDUOLDPHQW JKHWWR LQ %HUOLQ� , ZDQW WKH JRYHUQPHQW DJHQFLHV WR EH LQWHJUDWHG
LQWR WKH FLW\� ,Q RUGHU WR DFFRPSOLVK WKLV ZH GHFLGHG WR XVH RQO\ H[LVWLQJ EXLOGLQJV ZLWK RQH
H[FHSWLRQ� 7KDW LV IRU WKH QHZ FKDQFHOORU� :H DUH FRQVWUXFWLQJ D QHZ EXLOGLQJ IRU WKH FKDQFHOORU�
%XW DOO WKH RWKHU PLQLVWULHV DUH JRLQJ LQWR H[LVWLQJ EXLOGLQJV� 7KDW LV DFWLQJ HQYLURQPHQWDOO\�
EHFDXVH WKDW LV D UHF\FOLQJ RI EXLOGLQJV� $QG LW LV D ZRQGHUIXO H[SHULHQFH WR VHH WKDW \RX KDYH D
GLUHFW FRUUHODWLRQ� WKH ROGHU WKH EXLOGLQJ WKH EHWWHU IRU UHF\FOLQJ� ,I \RX VHH WKH ILQH ROG 3UXVVLDQ
EXLOGLQJV� LW LV ZRQGHUIXO WR PDNH D QHZ XVH IRU WKRVH EXLOGLQJV� ,I \RX JR WR WKH SUHIDEULFDWHG
EXLOGLQJV RI WKH ����V RQ WKH RWKHU KDQG� LW LV D QLJKWPDUH WR FKDQJH WKHLU XVH DQG WR EULQJ QHZ
SRVVLELOLWLHV WR WKHP�

6R , ZDQW WR LQWHJUDWH WKH FLW\� , ZDQW WR EH GLUHFWO\ OLQNHG ZLWK D GLIIHUHQW OLIH�F\FOH RI WKH FLW\
DQG , KRSH WKDW ZH FDQ EH VXFFHVVIXO LQ WKLV ILHOG HVSHFLDOO\ ZLWK UHJDUG WR KRXVLQJ� , KDYH WR
FRQVWUXFW ��� ��� KRXVLQJ XQLWV IRU WKRVH SHRSOH FRPLQJ IURP %RQQ WR %HUOLQ� :H ZDQW WR DYRLG
FUHDWLQJ WKH %RQQ FHQWUH LQ %HUOLQ ZKHUH ZH ZRXOG KDYH VRPHWKLQJ OLNH D IHQFH DURXQG LW ZLWK DOO
WKH %RQQHUV OLYLQJ WKHUH� 6R ZH KDYH SLQSRLQWHG PRUH WKDQ ��� GLIIHUHQW ORFDWLRQV LQ WKH FLW\ WR
LQWHJUDWH WKHVH SHRSOH WKHUH� NQRZLQJ RI FRXUVH WKDW WKH %RQQHUV DUH PXFK PRUH FOHYHU DQG WKH\
DUH XVLQJ WKHLU RZQ JRRG FKRLFHV WR LQWHJUDWH WKHPVHOYHV LQWR WKH QHLJKERXUKRRGV�

7KHQ ZH IDFH WKH SUREOHPV RI JOREDOLVDWLRQ DQG XQLIRUPLW\� , WKLQN WKH QH[W VWHS ZLOO EH
JOREDOLVDWLRQ FRPELQHG ZLWK UHJLRQDO LGHQWLW\ DQG QRW ZLWK XQLIRUPLW\� ,·P TXLWH DZDUH WKDW WKLV LV
YHU\ LPSRUWDQW IRU VWDEOH GHYHORSPHQW RQ RXU JOREH� ,I ZH ORVH WKLV UHJLRQDO LGHQWLW\� , UHDOO\
EHOLHYH WKDW LW ZLOO EH D GHVWDELOLVLQJ IDFWRU LQ WKH RYHUDOO GHYHORSPHQW LQ WKH ZRUOG� 7KHUHIRUH�
DQG GRQ·W PLVXQGHUVWDQG PH� WKLV LV QRW QRVWDOJLD� ZH DEVROXWHO\ PXVW GR RXU XWPRVW LQ (XURSH
WR PDLQWDLQ WKH UHDO SURILOH RI WKH GLIIHUHQW UHJLRQV DQG WKH FRXQWULHV� ,I ZH PLVXQGHUVWDQG
(XURSHDQ XQLILFDWLRQ� DV XQLILFDWLRQ DOVR ZLWK UHJDUG WR FXOWXUH� SURGXFWLYLW\ DQG ZKDWHYHU� LW
ZRXOG EH D PLVGHYHORSPHQW RQ D YHU\ KLJK VFDOH�

, UHDOO\ EHOLHYH XQIRUWXQDWHO\ WKDW WKH TXHVWLRQ RI KRZ WR LQWHJUDWH VRFLHW\ ZLOO EH PRUH GLIILFXOW LQ
WKH IXWXUH� , PHQWLRQHG WKDW ZH DUH FRPLQJ WR D PRUH WHOHPDWLF ZD\ RI OLIH ZKHUH ZH DUH QRW
QHFHVVDULO\ OLQNHG ZLWK RXU QHLJKERXU LI ZH GRQ·W ZDQW WR EH� , UHDOO\ EHOLHYH WKDW WKLV LV RQH RI WKH
PRVW LQWHQVLYH SUREOHPV ZH ZLOO IDFH LQ WKH IXWXUH� 7KHUH·V D KLJK OHYHO DGYLVRU\ ERDUG WR WKH
6HFUHWDU\ *HQHUDO DW WKH 8QLWHG 1DWLRQV� $QG XQGHU WKH OHDGHUVKLS RI RXU IRUPHU FROOHDJXH�
%LUJLW $GDO IURP 6ZHGHQ� D YHU\� YHU\ RXWVWDQGLQJ ZRPDQ� WKH\ PDGH D JRRG UHSRUW LQ WKLV ILHOG
DERXW ZKDW PD\ EULQJ WKH GLVLQWHJUDWLRQ RI VRFLHWLHV LQ WKH IXWXUH� :H QRZ KDYH QRW RQO\ JOREDO
SURGXFWV DQG JOREDO SURGXFWLRQ SURFHVVHV� ZH DOVR KDYH JOREDO LQIRUPDWLRQ� :KHUHYHU \RX DUH�
\RX KDYH WKH VDPH LQIRUPDWLRQ DV HYHU\RQH HOVH VR \RX KDYH VRPHWKLQJ OLNH D XQLI\LQJ RI
LQIRUPDWLRQ DURXQG WKH ZRUOG� <RX FDQ KDYH ��� FKDQQHOV RQ WKH 79� EXW WKH\ DUH DOO YHU\
VLPLODU�
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7KHUHIRUH , DP SURPRWLQJ FRQFHQWUDWLRQ LQ WKH DJJORPHUDWLRQV� )RU H[DPSOH� \RX FDQQRW MXVW
OLYH LQ 0H[LFR &LW\� \RX FDQ OLYH LQ D QHLJKERXUKRRG RI 0H[LFR &LW\� DQG \RX PXVW KDYH VRPH
GHFLVLRQ PDNLQJ SRVVLELOLWLHV WR LQWHJUDWH SHRSOH LQWR \RXU QHLJKERXUKRRG� WR LQWHJUDWH WKHP
LQWR ZRUN WKHUH�

7KH IHHOLQJ RI WKH SHRSOH LV� , WKLQN� VRPHWKLQJ OLNH D UHQDLVVDQFH RI UHJLRQDO IHHOLQJ� 7KH
IXUWKHU \RX JR LQ WKH JOREDOLVDWLRQ RI WKH ZRUOG� WKH PRUH SHRSOH DUH ORRNLQJ IRU WKHLU KRPH�
WKHLU QHLJKERXUKRRG� ,Q *HUPDQ\ WKH\ DUH QRZ LQWHUHVWHG DJDLQ LQ VSHDNLQJ GLDOHFWV� <HDUV
EHIRUH LW ZDV QHDUO\ LPSRVVLEOH WR GR WKDW� EXW QRZ SHRSOH DUH LQWHUHVWHG LQ VXFK WKLQJV� DQG ,
WKLQN WKLV LV DOVR YHU\ YLWDO IRU HQYLURQPHQW SROLF\� 7KH LQWHUHVW LQ ZKDW·V JRLQJ RQ ZLWK P\ OLWWOH
ULYHU� ZKDW·V JRLQJ RQ ZLWK WKH W\SLFDO ELR�GLYHUVLW\ RI P\ UHJLRQ� HWF�

7KHUH LV WKH VWRU\ DERXW D KROLGD\ FDPS� ZLWK WKHVH \RXQJ *HUPDQV DQG \RXQJ )UHQFK VWXGHQWV
DQG WKH\ JDYH WKHP D WHVW� $QG WKH UHVXOWV VKRZHG WKDW ZLWK UHJDUG WR WKH WKHRUHWLFDO TXHVWLRQV
DERXW &2� DQG ZKDW GDPDJH LW FDXVHV DQG VR RQ� WKH *HUPDQV ZHUH PXFK EHWWHU� EXW ZLWK UHJDUG
WR WKH SUDFWLFDO TXHVWLRQV� VXFK DV ZKDW NLQG RI D WUHH LV WKLV� ZKDW PDNHV XS WKH W\SLFDO ODQGVFDSH�
WKH )UHQFK ZHUH PXFK EHWWHU�

$QG , WKLQN WKDW WKLV LV QHFHVVDU\� WR FRPH QRW IURP D YHU\ KLJK OHYHO EXW DOVR IURP WKH UDQNV� WR
UHDUUDQJH WKLV IHHOLQJ RI UHVSRQVLELOLW\ IRU \RXU GLUHFW HQYLURQPHQW� IRU \RXU QHLJKERXUKRRGV� IRU
QDWXUH� $QG LI \RX GR WKDW \RX ZLOO KDYH FUHDWHG WKH FXVWRPHU QHFHVVDU\ IRU WKRVH SURGXFWV WKDW
\RX ZLOO SURGXFH LQ QHZ LQGXVWULHV� WKDW \RX PXVW SURGXFH LQ WKH IXWXUH WR VDYH WKH ZRUOG PDUNHW
IRU WKH IXWXUH�

7KLV PHQWDOLW\ LV QRW DFFHSWHG RU SUDFWLVHG QRZ DQG ORRNLQJ IRU WKH SUDFWLFDO VROXWLRQV RU WKH
JRYHUQPHQW LPSRVHG PHWKRGV WR HQFRXUDJH WKLV LV GLIILFXOW� /RRN DW VWDWH DXWRURXWH WROOV� IRU
H[DPSOH�

,Q *HUPDQ\ ZH KDYH YHU\ EDG SUH�FRQGLWLRQ IRU WROOV EHFDXVH DOO RXU FLWLHV DUH OLQNHG QRW ZLWK RQH
RU WZR� WKUHH URXWHV ZLWK WKH VXUURXQGLQJ DUHDV� ,QVWHDG WKHUH DUH KXQGUHGV RI VWUHHWV JRLQJ LQ
DQG RXW� 6R HLWKHU \RX·OO KDYH D GLVWULEXWLRQ RI WKH LQFUHDVH LQ WUDIILF RU \RX·OO KDYH WR PDNH D ORW
RI WROO SRLQWV WR FROOHFW WKH PRQH\� ,W LV RI FRXUVH DOVR SRVVLEOH WR XVH RWKHU LQVWUXPHQWV� DQG LI
\RX JR WR 1RUZD\� LW LV DOVR LQ (XURSH QRW IDU DZD\� WKH\ KDYH VRPH VROXWLRQV LQ WKLV ILHOG� ,W LV
SRVVLEOH WR VROYH WKHVH SUREOHPV� :H QHHG LQWHQVLYH UHVHDUFK DQG SROLWLFDO GHFLVLRQ�PDNLQJ WR
RYHUFRPH WKRVH EXUGHQV�

,Q WKH SUDFWLFDO ILHOG QRZ ZH DUH VXEVLGLVLQJ PRELOLW\ PRUH DQG PRUH ZLWK WKH UHVXOW WKDW WKH
FLWLHV DUH GLUHFWO\ OLQNHG WR VXEVLGLVHG SULFHV� , DOZD\V XQGHUOLQH WKDW� WKH VWUXFWXUH RI WRGD\ LV WKH
UHVXOW RI SULFHV RI \HVWHUGD\ DQG WKH SULFHV RI WRGD\ GHWHUPLQH WKH VWUXFWXUH RI WRPRUURZ� 6R LI ZH
FDQ QRW VWDUW ZLWK FKDQJLQJ WKH SULFHV \RX GRQ·W KDYH WR ZDLW IRU WKH WLPH WR FRPH� %XW LI \RX VWDUW
QRZ� \RX SXQLVK WKRVH SHRSOH ZKR GHFLGHG WR OLYH RXWVLGH RI WKH FLW\ ZLWK WKHLU ZRUNLQJ SODFH LQ
WKH FLW\� DW D WLPH ZKHQ WKHUH ZDV QR VXFK SULFH V\VWHP� 1HYHUWKHOHVV , DP WU\LQJ WR EH D SUDFWLFDO
SROLWLFLDQ WR WU\ WR FRPH WR D WUDQVIRUPDWLRQ IURP RQH SRLQW WR DQRWKHU�

2I FRXUVH ZH KDYH GLVFXVVHG WKLV YHU\ LQWHQVHO\ LQ *HUPDQ\ ² LQFUHDVLQJ SHWURO SULFHV� IRU
H[DPSOH� <HVWHUGD\ ZH KDG D PHHWLQJ RI RXU ELJ ERVVHV ZLWK UHJDUG WR WKLV DQG WKH RSSRVLWLRQ
DVNHG IRU DQ HFR�WD[ WR LQFUHDVH WKH SULFH RI HQHUJ\� HVSHFLDOO\ IRU IXHO XS WR �� ELOOLRQ '0� 7KDW
ZRXOG PHDQ DQ LQFUHDVH LQ WKH SULFHV RI SHWURO RI VRPH �� SIHQQLJ� 7KDW·V RI FRXUVH D JUHDW MXPS
IRU WKRVH SHRSOH OLYLQJ LQ WKH UXUDO DUHDV QHHGLQJ D SULYDWH FDU� 7KRVH LQ WKH FLW\ VD\ 2.� WKDW·V
QRW YHU\ GLIILFXOW� EXW LW·V VLPSO\ QRW IDLU�

7KHUHIRUH ZH QHHG VRPHWKLQJ OLNH D VWHS�E\�VWHS DSSURDFK� , OHDUQHG D ORW IURP RXU %ULWLVK
FROOHDJXHV� 7KH\ GHFLGHG WR LQFUHDVH SHWURO SULFHV \HDU E\ \HDU LQ � � VWHSV VR WKDW \RX FDQ
DQQRXQFH WKDW DIWHU ��� \HDUV WKH SULFH RI SHWURO ZLOO EH VLJQLILFDQWO\ KLJKHU� ,I \RX KDYH WKLV \RX
FDQ SODQ IRU \RXU QH[W FDU WR EH D VPDOOHU RQH� DQG WR GHFUHDVH WKH XVH RI SHWURO \RX FDQ SODQ WR
OLYH HOVHZKHUH� %XW LI \RX GR LW IURP RQH GD\ WR WKH RWKHU \RX FDXVH ODUJH VKRFNV WKDW VWLPXODWH
RSSRVLWLRQ�



��

,·P WKHUHIRUH DVNLQJ IRU VORZ VROXWLRQV VR \RX KDYH D FOHDU VLJQDO RI ZKDW·V FRPLQJ� $OO WKH
ZRQGHUIXO LGHDV PXVW EH YLVLEOH LQ D GHPRFUDWLF VRFLHW\ WR FRQYLQFH SHRSOH WKDW WKLV LV WKH ULJKW
ZD\ WR JR� :H KDYH D ORW RI RWKHU WKLQJV� ZH PHQWLRQHG ZDVWH RI FRXUVH� ,I \RX KDYH \RXU KRPH LQ
D ZRQGHUIXO VN\VFUDSHU LW LV YHU\ GLIILFXOW WR EH UHVSRQVLEOH IRU WKH ZDVWH� 6R ZH KDYH WR GR LW VWHS
E\ VWHS WR NHHS WKH ULJKW PRPHQWXP�

:H GHFLGHG� WRJHWKHU ZLWK WKH %HUOLQ 6HQDWH� WKDW ZH ZLOO KDYH D OLPLW RI �� WR �� � RI LQGLYLGXDO
PRELOLW\ LQ WKH FHQWUH RI %HUOLQ� 2QO\ �� � LQGLYLGXDO PRELOLW\� �� � PDVV WUDQVLW� ,W ZLOO EH D KHOO
RI D MRE� QR GRXEW�

%XW ZH KDYH D UHDO FKDQFH WR DFFRPSOLVK WKLV EHFDXVH LI \RX VHH WKLV GLYLGHG FLW\� LW ZDV UHDOO\
GLYLGHG DOVR LQ WKHLU FLW\ SODQQLQJ YLVLRQ RQ ERWK VLGHV� 7KH\ DOO GHYHORSHG WKH FLW\ DJDLQVW XQLW\�
:H WULHG WR FKDQJH LW D OLWWOH ELW EXW , UHDOO\ EHOLHYH WKDW ZH FDQ GHFUHDVH WKH LQGLYLGXDO WUDIILF LQ
WKH FLW\� UHDOO\ GUDPDWLFDOO\ WR WKLV �� � VKDUH� :H DUH FULWLFLVHG E\ WKH RSSRVLWLRQ DQG E\ RXU
IULHQGV IURP WKH *UHHQ SDUW\ WKDW ZH DUH QRW GRLQJ HQRXJK LQ WKLV ILHOG DQG , KRSH WKDW ZH FDQ
GR D OLWWOH ELW PRUH�

2I FRXUVH WKHUH LV DOVR WKH QHHG IRU EHWWHU SURGXFWV� :H GLG RXU XWPRVW WR FKDQJH IRU H[DPSOH
WKH HPLVVLRQ�OLPLW YDOXHV IRU FDUV IRU 12

[
DQG IRU SDUWLFOHV HWF� $OO WKDW LV QHFHVVDU\� EXW LW VWLOO

WKLQNLQJ ¶HQG�RI�WKH�SLSH· �

0\ PDLQ DLP LV QRZ WR LQWHJUDWH HQYLURQPHQW PRUH DQG PRUH LQWR WKH VWUXFWXUH� WR LQWHJUDWH DQG
QRW WR PDNH WKLV WKH HQG�RI�WKH�SLSH 0LQLVWHU DV , GLG VHYHQ \HDUV EHIRUH�

:H KDYH D ORW RI EDG H[DPSOHV DQG EHOLHYH PH� P\ RSHQ ZRXQG ZDV WKLV VWXSLG VSHHG OLPLW
TXHVWLRQ� :KDWHYHU , VDLG� EHOLHYH PH� )UDQFH ZDV PXFK EHWWHU EHFDXVH LW KDG D VSHHG OLPLW� ,
GLGQ·W DQG VR WKHUH ZDV QR URRP� QR VSDFH IRU D PRGHO�

/RRNLQJ DW DOO WKRVH LQWHJUDWLRQ SUREOHPV� , KDYH WR XQGHUOLQH DJDLQ DQG DJDLQ WKDW VXVWDLQDELOLW\
GRHV QRW PHDQ QRW WRXFKLQJ WKH HQYLURQPHQW� 6XVWDLQDELOLW\ PHDQV GHYHORSPHQW� HFRQRPLF
GHYHORSPHQW� <RX FDQQRW JR WR WKH WKLUG ZRUOG DQG DVN IRU QR GHYHORSPHQW� :H KDG D ORQJ
GLVFXVVLRQ LQ ,VWDQEXO RYHU ZKHWKHU RU QRW ZH VKRXOG PHQWLRQ VXVWDLQDEOH GHYHORSPHQW IRU FLWLHV�
DQG WKH GHYHORSLQJ FRXQWULHV DVNHG IRU WKDW� <RX VHH WKH VROXWLRQ ZLWK WKRVH SUHIDEULFDWHG
EDQOLHXHV LQ %HUOLQ� DQG \RX VHH WKH LPSOLFLW HQYLURQPHQWDO SUREOHPV ZH GRQ·W ZDQW WR UHSHDW�

%XW P\ PDLQ WKRXJKW WRGD\ LV WKDW ZH DUH QRW VLJQDOOLQJ WR SHRSOH WKDW HQYLURQPHQW ZLOO EH WKH
SUREOHP LQ WKH QH[W GHFDGH� <RX PXVW VWLFN WR WKLV FRQYLFWLRQ� DQG ,·P YHU\ JODG WKDW ZH KDYH WR
FRRSHUDWH ZLWK LQGXVWU\� ,·P WRWDOO\ FRQYLQFHG WKDW WKRVH LQGXVWULHV QRW ORRNLQJ IRU HQYLURQPHQW�
IULHQGO\ SURGXFWV ZLOO ORVH WKHLU PDUNHWV LQ WKH IXWXUH� ,I ZH ORVH WKH VSLULW RI 5LR WKHQ LW LV D
IDLOXUH� <RX FDQ QRW GR TXLWH WKH VDPH \HDU E\ \HDU EHFDXVH WKHUH DUH RWKHU SULRULWLHV� %XW LI \RX
DEDQGRQ WKH ZKROH SURFHVV DQG ORVH WKH IHHOLQJ IRU UHVSRQVLELOLW\� WKDW ZRXOG EH D GLVDVWHU
EHFDXVH WKDW VHQGV WKH ZURQJ VLJQDO WR LQGXVWU\ WR GHYHORS QHZ SURGXFWV RU SURGXFWLRQ
SURFHVVHV� DQG VR RQ�

,Q FRQFOXVLRQ� , UHSHDW WKH HVVHQWLDOV JOHDQHG IURP P\ RZQ SHUVRQDO H[SHULHQFH� , VWDUWHG P\
EXVLQHVV OLIH LQ HFRQRPLF FRUSRUDWLRQ SROLF\� , ZDV LQ %UD]LO� , ZDV LQ 0DODZL IRU H[DPSOH�
VRXWKHUQ SDUW RI $IULFD� 7KH PRVW LPSRUWDQW WKLQJ , OHDUQHG� WR HQVXUH WKDW SHRSOH KDYH WKHLU
RZQ LGHQWLW\� WKDW WKH\ DUH UHDOO\ LQWHJUDWHG� DQG , UHDOO\ EHOLHYH WKDW LI ZH FDQQRW RYHUFRPH WKLV
FRQVHTXHQFH RI JOREDOLVDWLRQ WKDW ZRXOG UHDOO\ EH D GLVDVWHU� &RPLQJ EDFN WR LQGXVWU\� ,·P WRWDOO\
FRQYLQFHG WKDW LW LV DOVR DQRWKHU FKDQFH IRU LQGXVWU\ EHFDXVH \RX FDQ GHYHORS GLIIHUHQW W\SHV RI
SURGXFWV� GLIIHUHQW NLQGV RI GLUHFW FRQWDFW ZLWK \RXU FRQVXPHUV LQ WKLV ILHOG� 7R LQWHJUDWH WKHVH
UHJLRQDO SUREOHPV LQWR \RXU JOREDO VWUDWHJ\ LV RQH RI WKH PRVW LPSRUWDQW FRQVLGHUDWLRQV IRU DOO
EXVLQHVVHV�
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=HUR�HPLVVLRQV

¶=HUR HPLVVLRQ· LV D VWURQJ PHWDSKRU IRU FKDQJH� DQ LGHD WKDW KDV JDLQHG ZLGH IROORZLQJ LQ
-DSDQ� 7KH (&2 �� SUHVHQWDWLRQ E\ +LUR\XNL )XMLPXUD �3UHVLGHQW� (EDUD &RPSDQ\� -DSDQ��
GHVFULEHV WKHLU LQQRYDWLYH ]HUR�HPLVVLRQ FRQFHSW ZKLFK GHDOV ZLWK LQGXVWULDO HFRORJ\� ZKHUH
ZDVWHV DUH UHGHILQHG DV LQSXWV� SURYLGLQJ D SUDFWLFDO FKDOOHQJH IRU DQ\ HQJLQHHU RU LQGXVWULDO
GHVLJQHU� (EDUD PRYHG LQWR HQYLURQPHQWDO HQJLQHHULQJ E\ ZD\ RI SXPS SURGXFWLRQ� WKHQ E\
ZDWHU DQG DLU WUHDWPHQW� 7KH =HUR (PLVVLRQ DSSURDFK PDNHV XVH RI /LIH &\FOH $VVHVVPHQW �(($�
������

=HUR�(PLVVLRQ�
DQ�HQYLURQPHQWDO�HQJLQHHULQJ�ILUP�V�FKDOOHQJH

E\ +LUR\XNL )XMLPXUD

�� $Q DSSURDFK WR JOREDO HQYLURQPHQWDO SUREOHPV

,Q PRGHUQ VRFLHW\� ZH KDYH EHHQ SXUVXLQJ HFRQRPLF GHYHORSPHQW WKDW LV EDVHG RQ PDVV
SURGXFWLRQ� PDVV FRQVXPSWLRQ� DQG PDVV GLVSRVDO� $V D UHVXOW� ZH DUH QRZ IDFLQJ VHULRXV
HQYLURQPHQWDO SUREOHPV� ,Q RUGHU WR RYHUFRPH WKHVH SUREOHPV� LQGXVWULDOLVHG FRXQWULHV PXVW
VWULYH WR UHGXFH WKHLU HQYLURQPHQWDO ORDGV E\ FKDQJLQJ WKHLU VRFLDO�LQGXVWULDO VWUXFWXUHV DQG
EXLOGLQJ FRPSDWLEOH VRFLDO DQG LQGXVWULDO V\VWHPV�

'HYHORSLQJ FRXQWULHV PXVW UHYLHZ ERWK JRRG DQG EDG H[DPSOHV VHW E\ WKH LQGXVWULDOLVHG
FRXQWULHV LQ RUGHU WR DYRLG PDNLQJ WKH VDPH PLVWDNHV� (QYLURQPHQWDO SUHVHUYDWLRQ DQG HQHUJ\
FRQVHUYDWLRQ PXVW EH SODFHG DV WRS SULRULWLHV� DQG ORQJ�WHUP GHYHORSPHQW SODQV PXVW EH PDGH�
DQG IROORZHG� FDUHIXOO\� &RRSHUDWLRQ EHWZHHQ LQGXVWULDOLVHG FRXQWULHV DQG GHYHORSLQJ FRXQWULHV
LV YLWDO� DQG DOVR EHQHILFLDO WR DOO� 7HFKQLFDO DVVLVWDQFH LQFOXGLQJ VRPH WHFKQRORJ\ WUDQVIHU IURP
LQGXVWULDOLVHG QDWLRQV LV D NH\ HOHPHQW KHUH� ,W ZLOO VWLPXODWH WKH FKDQJH LQ VRFLHW\�

�� 5HVSRQVLELOLWLHV RI HQYLURQPHQWDO HQJLQHHULQJ ILUPV

-DSDQHVH LQGXVWULHV KDYH EHJXQ WKHLU HIIRUWV WR UHGXFH HQYLURQPHQWDO SUREOHPV� 7KHVH HIIRUWV
ZLOO EH PRVW HIIHFWLYH LI WKH\ DUH FRRUGLQDWHG� *RYHUQPHQWV PD\ SOD\ WKH UROH RI OHDGHU�
SURYLGLQJ WKH LQGXVWULHV ZLWK YLVLRQ DQG EDVLF GLUHFWLRQ� )RU H[DPSOH� WKH ,QGXVWULDO
(QYLURQPHQW 9LVLRQ� GUDZQ XS E\ WKH -DSDQHVH JRYHUQPHQW� RXWOLQHV WKH IUDPHZRUN IRU
HQYLURQPHQWDOO\ IULHQGO\ LQGXVWULDO DFWLYLWLHV� EDVHG RQ WKH QHZ GHYHORSPHQWV LQ HQYLURQPHQWDO
LVVXHV�

�� =HUR (PLVVLRQ ,QGXVWULDO 6\VWHPV

=HUR (PLVVLRQ ,QGXVWULDO 6\VWHPV DUH FRPSRVHG RI WZR OHYHOV RI V\VWHPV� 7KH\ DUH�

�� FOXVWHUV RI PDQXIDFWXULQJ SURFHVVHV ZLWK PLQLPDO HQYLURQPHQWDO ORDGV�

�� FOXVWHUV RI LQGXVWULHV OLQNHG IRU QHW PLQLPXP ZDVWH DQG PD[LPXP HQHUJ\ FRQVHUYDWLRQ�
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=HUR (PLVVLRQ DSSURDFK

2Q WRS RI ZDVWH PLQLPLVDWLRQ HIIRUWV WKURXJK FRQVFLRXV FKRLFHV LQ GDLO\ OLYHV DQG LQGXVWULDO
SURFHVVHV� LQFOXGLQJ UHF\FOLQJ� VWUDWHJLF FOXVWHULQJ RI LQGXVWU\ JURXSV DUH IRUPHG IRU IXUWKHU
ZDVWH XWLOLVDWLRQ� :DVWH IURP RQH LQGXVWU\ LV XVHG DV UDZ PDWHULDO RU IHHGVWRFN IRU WKH RWKHU�

$W WKH ILUVW OHYHO RI WKH =HUR (PLVVLRQ DSSURDFK� LQGLYLGXDO LQGXVWULHV PXVW PLQLPLVH WKHLU ZDVWH
E\�

�� XVLQJ ¶&OHDQ (QHUJ\· ZLWK ORZ HQYLURQPHQWD� ORDG�

�� XVLQJ ¶*UHHQ 0DWHULDOV· ZKLFK DUH UDZ PDWHULDOV WKDW FDQ EH REWDLQHG ZLWK PLQLPDO
GLVWXUEDQFH RI DQ HFR�V\VWHP�

�� XVLQJ ¶&OHDQ 0DWHULDOV· ZKLFK SURGXFH PLQLPDO ZDVWH DQG HQYLURQPHQWDO LPSDFW ZKHQ
SURFHVVHG�

�� LPSURYLQJ LQGXVWULDO SURFHVVHV LQ RUGHU WR DFKLHYH PD[LPXP SURFHVV HIILFLHQF\ ZLWK UHVRXUFH
DQG ZDVWH UHGXFWLRQ�

�� UHFRYHU\� UHXVH DQG UHF\FOLQJ RI HQHUJ\ DQG PDWHULDOV�

�� UHDVVHVVLQJ WKH IXQGDPHQWDO SURGXFW GHVLJQ ZLWK /&$ DQDO\VLV�

2I FRXUVH� LW LV DOVR LPSRUWDQW IRU LQGXVWULHV WR PDNH SURILWV� +RZHYHU� ZH EHOLHYH WKDW LPSURYLQJ
SURFHVVHV DQG FXWWLQJ HQHUJ\ UHTXLUHPHQWV DQG ZDVWH RXWSXW ZLOO FRQWULEXWH WR RYHUDOO FRVW
UHGXFWLRQV�

1RZ� OHW XV PRYH IURP WKH LQGLYLGXDO LQGXVWULHV WR WKH FOXVWHU RI LQGXVWULHV� ,Q WKH =HUR (PLVVLRQ
DSSURDFK� ZHEV RI LQGXVWULHV DUH HVWDEOLVKHG IRU HYHQ IXUWKHU ZDVWH PLQLPLVDWLRQ DW WKH JOREDO
VFDOH� :DVWH WR RQH LQGXVWU\ PD\ EH JROG WR WKH RWKHU� .HHSLQJ WKH PDWHULDO LQ WKH F\FOH
FRQWULEXWHV WR HQHUJ\ DQG RWKHU UHVRXUFHV FRQVHUYDWLRQ� DQG WR ZDVWH UHGXFWLRQ DV D ZKROH� 7KH
RSWLPXP UHVXOWV ZRXOG EH REWDLQHG E\ HPSOR\LQJ /&$ DQDO\VLV�

�� $Q HQYLURQPHQWDO HQJLQHHULQJ ILUP·V FKDOOHQJH

:H FDQ FRPSDUH DQ LQGXVWULDO LQIUDVWUXFWXUH WR WKH KXPDQ ERG\� ,Q -DSDQ� ZH RIWHQ UHIHU WR WKH
EXVLQHVV VHFWRU WKDW GHDOV ZLWK WKH WUHDWPHQW RI LQGXVWULDO ZDVWHV DV WKH ¶YHLQV RI LQGXVWU\·� DQG
WKH EXVLQHVV VHFWRU WKDW VXSSOLHV UHTXLUHG HQHUJ\ DQG PDWHULDOV WR WKH UHVW RI LQGXVWULHV DV WKH
¶DUWHULHV RI LQGXVWU\·� (EDUD &RUSRUDWLRQ KDV PDQ\ \HDUV RI H[SHULHQFHV LQ WKH HQG�RI�SLSH ZDVWH
WUHDWPHQW� %DVHG RQ WKLV H[SHULHQFH� (EDUD LV QRZ DOVR LQYROYHG LQ GHYHORSLQJ WKH FRQYHUVLRQ
WHFKQRORJLHV QHFHVVDU\ WR SURYLGH HQJLQHHULQJ VHUYLFHV IRU VXSSO\LQJ WKH ¶DUWHULHV· ZLWK WKH
YDOXDEOH HQHUJ\ RU UDZ PDWHULDOV WKDW DUH UHFRYHUHG IURP WKH ¶YHLQV�·

7KH )OXLGLVHG %HG *DVLILFDWLRQ 3URFHVV� SUHVHQWO\ EHLQJ GHYHORSHG E\ (%$5$� LV DQ H[DPSOH RI
HIILFLHQW FRQYHUVLRQ WHFKQRORJLHV� 7KLV V\VWHP LV YDVWO\ VXSHULRU WR WKH WUDGLWLRQDO V\VWHPV LQ
WKHUPDO HQHUJ\ UHFRYHU\ HIILFLHQF\ DQG UHGXFHG LPSDFW WR WKH HQYLURQPHQW� *UDQWHG� WKLV
JDVLILFDWRU VWLOO FDQQRW EH FDOOHG ���� =HUR (PLVVLRQ V\VWHP EHFDXVH RI WKH &2

� UHOHDVH IURP WKH
VWDFN� 7KHVH UHOHDVHV� KRZHYHU� DUH VLJQLILFDQWO\ OHVV WKDQ UHOHDVHV DVVRFLDWHG ZLWK &2� RIIJDVVLQJ
IURP WKH ZDVWH� KDG LW EHHQ ODQGILOOHG� $OVR� WKHUH DUH SURPLVLQJ WHFKQRORJLHV EHLQJ GHYHORSHG WR
UHGXFH WKH &2� HPLVVLRQ $Q H[DPSOH LV D UHG GLRGH ELJ�UHDFWRU� 2WKHU FKHPLFDO DEVRUSWLRQ
PHWKRGV DUH EHLQJ VWXGLHG DV ZHOO� SURGXFLQJ SURPLVLQJ UHVXOWV�

,Q DGGLWLRQ WR WKHUPDO UHF\FOLQJ� D UHVRXUFH UHFRYHU\ V\VWHP FDQ EH iQWHJUDWHG LQWR WKLV
JDVLILFDWRU� %HVLGHV PHWDOV � VXFK DV LURQ� FRSSHU� DOXPLQLXP� DQG QLFNHO�� YDOXDEOH VXEVWDQFHV
VXFK DV +D� DOFRKRO� PHWKDQH� JDVROLQH SUHFXUVRUV� DQG DPPRQLD PD\ EH UHFRYHUHG IURP
PXQLFLSDO DQG�RU LQGXVWULDO ZDVWH� 5HVLGXDO DVK FDQ EH PHOWHG WRJHWKHU DQG XWLOLVHG DV D
FRQVWUXFWLRQ PDWHULDO� RU DV DQ LQSXW IRU D FHPHQW� )XUWKHUPRUH� WKH JDVLILFDWLRQ SURFHVV
HIIHFWLYHO\ HOLPLQDWHV +&O DW D ORZ WHPSHUDWXUH� DQG WKH DWWDFKHG PHOWLQJ SURFHVV FRPSOHWHO\
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GHVWUR\V KD]DUGRXV FKHPLFDOV VXFK DV GLR[LQV DQG 3&%V ZLWK D UHGXFHG DLU UDWLR DW D KLJK
WHPSHUDWXUH�

$GYDQFHG SUHVVXULVHG JDVLILFDWLRQ�PHOWLQJ IXUQDFH PDNHV LW SRVVLEOH WR SURGXFH DPPRQLD IURP
PXQLFLSDO DQG�RU LQGXVWULDO ZDVWH� $PPRQLD LV RI YDOXH WR VHYHUDO LQGXVWULHV�

:LWK SURJUHVVLYH GHYHORSPHQW RI HIILFLHQW FRQYHUVLRQ WHFKQRORJLHV DQG V\VWHPV� HVWDEOLVKLQJ
YDULRXV =HUR (PLVVLRQ LQGXVWULDO V\VWHPV LV EHFRPLQJ D UHDOLW\�

%HORZ DUH VRPH H[DPSOHV RI =HUR (PLVVLRQ V\VWHPV ZKLFK PD\ EH UHDOLVHG LQ WKH QHDU IXWXUH�

$JULFXOWXUH LV RQH RI WKH PDLQ LQGXVWULHV LQ &KLQD� 7KHUH LV D JUHDW GHPDQG IRU FKHDS DQG
SURGXFWLYH IHUWLOLVHU� DQG ZH H[SHFW WKDW WKH GHPDQG ZLOO FRQWLQXH WR ULVH LQ WKH IXWXUH� ,Q �����
&KLQD SURGXFHG DSSUR[LPDWHO\ �� PLOOLRQ WRQV RI IHUWLOLVHU� 7KLV LV D ���� LQFUHDVH IURP WKH
TXDQWLW\ SURGXFHG �� \HDUV HDUOLHU� 1RZ WKH JRYHUQPHQW SODQV IXUWKHU LQFUHDVHV RI SURGXFWLRQ�
WR �� PLOOLRQ WRQV�\HDU E\ WKH \HDU ����� 3UHVHQWO\� DERXW ��� RI HOHFWULFLW\ LV JHQHUDWHG WKURXJK
IRVVLO IXHOV� HVSHFLDOO\ FKHDS DQG DEXQGDQW FRDO� 7KLV WUHQG LV H[SHFWHG WR FRQWLQXH� +RZHYHU�
FRDO�ILUHG SRZHU SODQWV SURGXFH R[LGLVHG VXOSKXUV DQG QLWURJHQ� D PDLQ FDXVH RI DFLG UDLQ� ZKLFK
KDV D GHWULPHQWDO HIIHFW RQ WKH HQYLURQPHQW�

+RZHYHU� EDVHG RQ WKH =HUR (PLVVLRQ FRQFHSW� (EDUD KDV FRPH XS ZLWK DQ LQQRYDWLYH FRQYHUVLRQ
V\VWHP ZKLFK ZH FDOO (OHFWURQ %HDP )XHO *DV 7UHDWPHQW 6\VWHP� 7KLV V\VWHP VROYHV WKH JDV
HPLVVLRQ SUREOHP ZKLOH FRQWULEXWLQJ WR WKH SURGXFWLRQ RI IHUWLOLVHU� 7U\ DGGLQJ DPPRQLD WR WKH
SRSRYHU SODQW IXUQDFH HIIOXHQW JDV� DQG WKHQ LUUDGLDWLQJ WKH HOHFWURQ EHDP� DPPRQLXP QLWUDWH
DQG DPPRQLXP VXOSKDWH DUH SURGXFHG DV E\�SURGXFWV� $PPRQLD QHHGHG LQ WKLV V\VWHP FDQ EH
REWDLQHG IURP PXQLFLSDO DQG�RU LQGXVWULDO ZDVWH� 7KH IHUWLOLVHU SURGXFHG IURP WKH IOXH JDV DQG
ZDVWH FDQ QRZ EH XVHG DV D YDOXDEOH PDWHULDO LQ DJULFXOWXUH� ,Q RWKHU ZRUGV� WKH V\VWHP WDNHV FDUH
RI ZDVWH ZKLOH KHOSLQJ WR SURGXFH IRRG IRU SHRSOH� ,W EHFRPHV D NLQG RI =HUR (PLVVLRQ V\VWHP�
ZKLFK DLPV DW SURPRWLQJ HFRQRPLF GHYHORSPHQW ZKLOH FRQVHUYLQJ QDWXUH DQG HQHUJ\�

�� (FRQRPLF IHDVLELOLW\ RI =HUR (PLVVLRQ V\VWHPV

,QWURGXFWLRQ RI =HUR (PLVVLRQ V\VWHPV LQWR RXU VRFLHW\ LV EHQHILFLDO IRU RXU SUHVHQW DQG IXWXUH
HQYLURQPHQW� (FRQRPLF IHDVLELOLW\ VWXGLHV KDYH VKRZQ WKDW =HUR (PLVVLRQ V\VWHPV FDQ EH IHDVLEOH
XQGHU WKH ULJKW FRQGLWLRQV�

)RU H[DPSOH� LQWURGXFWLRQ RI WKH HOHFWURQ EHDP �(%� V\VWHP LQ &KLQD VHHPV SURPLVLQJ� $VVXPH
WKDW ZH EXLOW D V\VWHP LQ &KLQD IRU D SRZHU SODQW WKDW SURGXFHV � PLOOLRQ 1P��K IOXH JDV� ,I WKH
SULFH RI DPPRQLD LV �� \HQ�NJ� DQG SULFH RI WKH QLWURJHQ EDVHG IHUWLOLVHU LV �� \HQ�NJ� WKH EUHDN�
HYHQ SRLQW IRU WKLV (% SODQW LV URXJKO\ HVWLPDWHG WR EH �� WR O� \HDUV� :KLOH WKH (% V\VWHP ZDV
RULJLQDOO\ EXLOW IRU GHVXOSKXULVDWLRQ RI WKH SRZHU SODQW IOXH JDV� LW FDQ DOVR SURGXFH SURILW DV D
IHUWLOLVHU PDQXIDFWXULQJ V\VWHP�

7KH DPPRQLD WR EH XVHG LQ WKH (% V\VWHP PD\ EH REWDLQHG IURP FDU VKUHGGHU GXVW WKDW LV
WUHDWHG E\ D FRQYHUVLRQ SURFHVV ZLWK WKH *DVLILFDWLRQ�0HOWLQJ )XUQDFH� 6KUHGGHU GXVW� DV ZH
NQRZ� LV \HW DQRWKHU LQGXVWULDO ZDVWH� ,Q RUGHU WR SURGXFH O��� W�GD\ DPPRQLD� LW ZRXOG WDNH
DERXW ��� W�GD\ RI VKUHGGHU GXVW DQG ��� W�GD\ RI FRDO� ,I ZH JHW �� ��� \HQ�W DV VKUHGGHU GXVW
GLVSRVDO IHHV IURP LWV SURGXFHUV� WKLV V\VWHP ZLOO SD\ IRU LWVHOI LQ VHYHUDO \HDUV� 7KHUHIRUH� ZKLOH
WKLV V\VWHP WDNHV FDUH RI WKH VKUHGGHU GXVW� LW DOVR IXQFWLRQ DV DQ LQGXVWULDO DPPRQLD
PDQXIDFWXULQJ SURFHVV�

7KHVH H[DPSOHV VKRZ WKDW WKHUH FRXOG EH SURILWDEOH DQG JUHHQHU IXWXUH ZLWK =HUR (PLVVLRQ
VWUDWHJLHV�

5HIHUHQFH

(($� ����� /LIH &\FOH $VVHVVPHQW �/&$�� $ JXLGH WR DSSURDFKHV� H[SHULHQFHV DQG LQIRUPDWLRQ
VRXUFHV� (QYLURQPHQWDO ,VVXHV 6HULHV QR �� (XURSHDQ (QYLURQPHQW $JHQF\� &RSHQKDJHQ� 2IILFH
IRU 2IILFLDO 3XEOLFDWLRQV RI WKH (XURSHDQ &RPPXQLWLHV� /X[HPERXUJ� ,6%1 ��������������
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0RQLWRULQJ�ZKDW�PDWWHUV

$QRWKHU SRWHQWLDO PHWDSKRU IRU FKDQJH LV ¶0RQLWRULQJ ZKDW PDWWHUV· ZKLFK LQFOXGHV ¶JUHHQ·
*13V RU ¶JHQXLQH VDYLQJV· DW WKH OHYHO RI WKH HFRQRP\� RU HQYLURQPHQWDO SHUIRUPDQFH LQGLFDWRUV
DQG ¶JUHHQ DFFRXQWLQJ· DW WKH OHYHO RI WKH ILUP� $V WKH RSHQLQJ FKDSWHU IURP WKH (($ VWDWH DQG
RXWORRN UHSRUW �(($� ����� ¶0HHWLQJ QHHGV� FRQVXPLQJ UHVRXUFHV· VKRZV� WKH *13 LV DQ
LQDGHTXDWH PHDVXUH IRU PRQLWRULQJ RYHUDOO SURJUHVV� DQG WKH ,QGH[ RI 6XVWDLQDEOH (FRQRPLF
:HOIDUH LV RQH RI WKH DGGLWLRQDO PHDVXUHV WKDW KDYH EHHQ GHYHORSHG UHFHQWO\� $V 3UHVLGHQW
.HQQHG\ REVHUYHG �� \HDUV DJR�

¶7RR PXFK DQG WRR ORQJ� ZH VHHP WR KDYH VXUUHQGHUHG FRPPXQLW\ H[FHOOHQFH DQG
FRPPXQLW\ YDOXHV LQ WKH PHUH DFFXPXODWLRQ RI PDWHULDO WKLQJV� 2XU JURVV
QDWLRQDO SURGXFW� QRZ� FRXQWV DLU SROOXWLRQ DQG FLJDUHWWH DGYHUWLVLQJ DQG
DPEXODQFHV WR FOHDU RXU KLJKZD\V RI FDUQDJH« ,W FRXQWV WKH GHVWUXFWLRQ RI RXU
UHGZRRGV DQG WKH ORVV RI RXU QDWXUDO ZRQGHU LQ FKDRWLF VSUDZO«

¶<HW WKH JURVV QDWLRQDO SURGXFW GRHV QRW DOORZ IRU WKH KHDOWK RI RXU FKLOGUHQ� WKH
TXDOLW\ RI WKHLU HGXFDWLRQ� RU WKH MR\ RI WKHLU SOD\« ,W PHDVXUHV QHLWKHU RXU ZLW
QRU RXU FRXUDJH� QHLWKHU RXU ZLVGRP QRU RXU OHDUQLQJ� QHLWKHU RXU FRPSDVVLRQ
QRU RXU GHYRWLRQ WR RXU FRXQWU\� LW PHDVXUHV HYHU\WKLQJ� LQ VKRUW� H[FHSW WKDW
ZKLFK PDNHV OLIH ZRUWKZKLOH�·

³ 5REHUW )� .HQQHG\� ¶5HFDSWXULQJ $PHULFD·V 0RUDO 9LVLRQ·� �� 0DUFK� ����

7KHUH DUH VWLOO PDQ\ VWDWLVWLFDO� SUDFWLFDO DQG SROLWLFDO SUREOHPV LQ ¶PRQLWRULQJ ZKDW PDWWHUV· DW
WKH OHYHO RI WKH HFRQRP\ DQG VRFLHW\� EXW PDQ\ FRXQWULHV DUH QRZ GHYHORSLQJ ¶KHDGOLQH
LQGLFDWRUV· WKDW WU\ WR FDSWXUH WKH HVVHQFH RI FKDQJHV LQ ¶ZHOO�EHLQJ·� 7KH KHDGOLQH LQGLFDWRUV
EHLQJ GHYHORSHG E\ WKH (($ DUH EULHIO\ GHVFULEHG LQ WKH RSHQLQJ FKDSWHU DQG WKH UHFHQW
SURSRVDOV IRU KHDGOLQH LQGLFDWRUV IURP *HUPDQ\� WKH 1HWKHUODQGV DQG WKH 8. DUH VXPPDULVHG
LQ WKH WDEOH EHORZ�

0HDQZKLOH� DW WKH OHYHO RI WKH ILUP WKHUH DUH PDQ\ LQQRYDWLYH SURSRVDOV WR PRQLWRU SURJUHVV ZLWK
HQYLURQPHQWDO DQG VRFLDO LPSDFWV� DV ZHOO DV ZLWK SURILWDELOLW\� L�H� WKH ¶WULSOH ERWWRP OLQH·� 7KH
:%&62 �:RUOG %XVLQHVV &RXQFLO IRU 6XVWDLQDEOH 'HYHORSPHQW� LV GHYHORSLQJ FULWHULD DQG
LQGLFDWRUV �%R[ �� IRU PRQLWRULQJ SURJUHVV ZLWK HFR�HIILFLHQF\ DW WKH FRUSRUDWH OHYHO� DQG WKHVH
DUH OLVWHG LQ WKH RSHQLQJ FKDSWHU�
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7DEOH �� 6\QRSVLV RI QDWLRQDO VHWV RI HQYLURQPHQWDO KHDGOLQH LQGLFDWRUV

�($3�($3

WKHPHVWKHPHV

(QYLURQPHQWDO 3ROLF\ 7KHPHV 	(QYLURQPHQWDO 3ROLF\ 7KHPHV 	

,QGLFDWRUV �WKH 1HWKHUODQGV�,QGLFDWRUV �WKH 1HWKHUODQGV�

(QYLURQPHQW(QYLURQPHQW

%DURPHWHU �*HUPDQ\�%DURPHWHU �*HUPDQ\�

6XVWDLQDELOLW\ &RXQWV6XVWDLQDELOLW\ &RXQWV

�8.��8.�

~*U~*U!!QD 1\FNHOWDO� �6ZHGHQ�QD 1\FNHOWDO� �6ZHGHQ�

&OLPDWH &KDQJH &OLPDWH FKDQJH �JUHHQKRXVH HIIHFW

	 GHSOHWLRQ RI R]RQH OD\HU��

&OLPDWH� &2� HPLVVLRQV &OLPDWH &KDQJH�

HPLVVLRQV RI

JUHHQKRXVH JDVHV

&OLPDWH &KDQJH� HPLVVLRQV RI &2�

,QGH[ EDVHG RQ HPLVVLRQV RI &2��

&+�� 1�2� DQG SURGXFWLRQ RI

&KORURIOXRURFDUERQV �&)&V� DQG

+DORQV

$FLGLILFDWLRQ DQG

$LU 4XDOLW\

$FLGLILFDWLRQ� ,QGLFDWRU EDVHG RQ

GHSRVLWLRQV RI 62�� 12[� 1+�

$LU� HPLVVLRQV RI 62��

12[� DQG 1+�

$LU 3ROOXWLRQ� GD\V RI

DLU SROOXWLRQ �XUEDQ

DQG UXUDO VLWHV�

$FLGLILFDWLRQ� HPLVVLRQV RI DFLGLI\LQJ

VXEVWDQFHV �12[ DQG 62��

8UEDQ

(QYLURQPHQW

'LVWXUEDQFH� 3HUFHQWDJH RI 'XWFK

SHRSOH DIIHFWHG E\ QRLVH DQG

RGRXU LQ 1HT �QRLVH HTXLYDOHQWV�

8UEDQ $LU 4XDOLW\� EHQ]HQH OHYHOV LQ

WKH DWPRVSKHUH �ZLQWHU KDOI�\HDU

PHDQ YDOXH LQ YDULRXV XUEDQ DUHDV

:DVWH

0DQDJHPHQW

:DVWH GLVSRVDO� ,QGH[ EDVHG RQ

WKH WRWDO TXDQWLW\ RI VROLG ZDVWH

GXPSHG DQQXDOO\

:DVWH� ZDVWH IRU ODQGILOO �GHSRVLWHG

TXDQWLWLHV RI ZDVWH PDWHULDO LQ

6ZHGHQ�

0DQDJHPHQW RI

:DWHU 5HVRXUFHV

:DWHU� SHUFHQWDJH RI

IORZLQJ ZDWHUV DW ZKLFK

WKH PDQGDWHG JRDO RI

FKHPLFDO TXDOLW\ FODVV ,,

IRU $2; DQG WRWDO

QLWURJHQ LV DFKLHYHG

:DWHU TXDOLW\� ULYHUV

RI JRRG DQG IDLU

TXDOLW\ �SHUFHQWDJH

RI WRWDO ULYHU OHQJWK�

&RDVWDO =RQHV (XWURSKLFDWLRQ� ,QGH[ EDVHG RQ

HPLVVLRQV RI SKRVSKDWHV DQG

QLWURJHQ WR VRLO DQG ZDWHU

&RDVWDO $UHDV 	 (XWURSKLFDWLRQ� ORDG

RI QLWURJHQ DQG SKRVSKRUXV LQWR WKH

VHD

3URWHFWLRQ RI

1DWXUH DQG %LR�

GLYHUVLW\

1DWXUH� HFRORJLFDO

SULRULW\ DUHDV �DEVROXWH

DQG DV SHUFHQWDJH RI

QRQ�VHWWOHG DUHD

VHH DOVR 6RLO &KDSWHU

:LOGOLIH� SRSXODWLRQV

RI ZLOG ELUGV �LQGH[�

1DWXUH� SURWHFWHG IRUHVWV �DV D

SRUWLRQ RI SURGXFWLYH IRUHVW ODQG�

7R[LF DQG KD]DUGRXV SROOXWDQWV�

,QGH[ EDVHG RQ WKH GLVSHUVLRQ RI

DJULFXOWXUDO SHVWLFLGHV� RWKHU

SHVWLFLGHV� SULRULW\ VXEVWDQFHV

�FDGPLXP� SRO\DURPDWLF

K\GURFDUERQV� PHUFXU\� GLR[LQ�

HSR[\HWKDQH� IOXRULGHV� FRSSHU��

DQG UDGLRDFWLYH VXEVWDQFHV

6RLO� LQFUHDVH SHU GD\ LQ

DUHD FRYHUHG E\ KXPDQ

VHWWOHPHQWV DQG WUDIILF

URXWHV

/DQG XVH� QHZ KRPHV

EXLOW RQ SUHYLRXVO\

GHYHORSHG ODQG

�SHUFHQWDJH�

5HVRXUFH GLVVLSDWLRQ� QRW LQFOXGHG

LQ $GULDDQVH

5HVRXUFHV�0DWHULDOV�

UHVRXUFH SURGXFWLYLW\

�*'3 SHU WRQ UDZ

PDWHULDOV�

5HVRXUFHV�(QHUJ\�

HQHUJ\ SURGXFWLYLW\

�*'3 SHU SULPDU\

HQHUJ\ FRQVXPSWLRQ�

(QHUJ\� XVH RI HQHUJ\ �HQHUJ\

FRQVXPSWLRQ UHODWHG WR *'3��

HOHFWULFLW\ IRU KHDWLQJ

7UDQVSRUW� URDG WUDIILF

�YHKLFOHV PLOHV�

7UDQVSRUW� HQYLURQPHQWDOO\ DGDSWHG

PHDQV RI WUDQVSRUW �WKH SRUWLRQ RI

MRXUQH\V WR DQG IURP ZRUN DQG VFKRRO

WDNHQ RQ IRRG� E\ ELF\FOH RU SXEOLF

WUDQVSRUW�� �SULYDWH WUDQVSRUW E\ FDU LQ

NLORPHWUHV SHU SHUVRQ DJHG �����

�6XVWDLQDEOH (QWHUSULVHV�� QXPEHU RI

HQYLURQPHQWDOO\ UHJLVWHUHG

HQWHUSULVHV �(0$6 RU ,62 ������

�$JULFXOWXUH�� UHFRYHU\ RI SKRVSKRUXV

LQ VOXGJH WR DJULFXOWXUH
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5HIHUHQFHV

'HSDUWPHQW RI WKH (QYLURQPHQW� 7UDQVSRUW DQG WKH 5HJLRQV �'(75�� ����� 6XVWDLQDELOLW\
&RXQWV� &RQVXOWDWLRQ SDSHU RQ D VHW RI ·KHDGOLQH· LQGLFDWRUV RI VXVWDLQDEOH GHYHORSPHQW� /RQGRQ�

(($� ����� (QYLURQPHQW LQ WKH (XURSHDQ 8QLRQ DW WKH WXUQ RI WKH FHQWXU\� 7R EH SXEOLVKHG LQ
)UDQFH� WKH 8. DQG RWKHU (8 FRXQWULHV RQ �� -XQH ����� 'HWDLOV IURP WKH (XURSHDQ
(QYLURQPHQW $JHQF\� .RQJHQV 1\WRUY �� '.����� &RSHQKDJHQ .� 7HO� ��� �� �� �� ��� ID[
��� �� �� �� ��� H�PDLO HHD#HX�LQW

)HGHUDO 0LQLVWU\ IRU WKH (QYLURQPHQW� ����� 'UDIW 3URJUDPPH IRU 3ULRULW\ $UHDV LQ
(QYLURQPHQWDO 3ROLF\� %RQQ�

0LQLVWU\ RI +RXVLQJ� 6SDWLDO 3ODQQLQJ DQG WKH (QYLURQPHQW HW DO� ������� 1DWLRQDO
(QYLURQPHQWDO 3ROLF\ 3ODQ �� 7KH +DJXH�

0LQLVWU\ RI WKH (QYLURQPHQW� ����� .H\ LQGLFDWRUV IRU HFRORJLFDOO\ VXVWDLQDEOH GHYHORSPHQW� $
SURSRVDO IURP WKH 6ZHGLVK (QYLURQPHQWDO $GYLVRU\ &RXQFLO� 6WRFNKROP�
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~(QYLURQPHQWDO�GLSORPDF\�

(QYLURQPHQWDO 'LSORPDF\ LV D UHODWLYHO\ QHZ GHYHORSPHQW LQ IRUHLJQ DIIDLUV ZKLFK LV QRW ZLGHO\
NQRZQ RXWVLGH WKH UDWKHU VPDOO JURXS RI LWV SUDFWLWLRQHUV� 7KH WHUP UHIOHFWV WKH UHFHQW
LQWHJUDWLRQ RI HQYLURQPHQWDO FRQFHUQV LQWR JOREDOLVDWLRQ DQG IRUHLJQ SROLF\�

)ROORZLQJ DUH H[FHUSWV IURP DQ DUWLFOH E\ %HWWLQD /DYLOOH �¶/H JOREH� O·pTXHUUH HW OH GLSORPDWH·�
$QQDOHV GHV 0LQHV� $SULO ������ LQ ZKLFK VKH GHILQHV HQYLURQPHQWDO GLSORPDF\��/DYLOOH ZDV DQ
H[SHUW SDQHOLVW DW (&2 ��� DQG LV QRZ (QYLURQPHQWDO $GYLVRU WR WKH )UHQFK 3ULPH 0LQLVWHU
/LRQHO -RVSLQ� )XUWKHU WKRXJKWV RQ WKH VXEMHFW DQG SUDFWLFH RI (QYLURQPHQWDO 'LSORPDF\ ZHUH
SURYLGHG LQ WKH WDON DW (&2 �� E\ $PEDVVDGRU 0DUN *� +DPEOH\� 8QLWHG 6WDWHV 6SHFLDO
5HSUHVHQWDWLYH WR WKH &6' DQG 6SHFLDO 1HJRWLDWRU RQ &OLPDWH &KDQJH� 0U +DPEOH\ GHVFULEHV
WKH 86 6WDWH 'HSDUWPHQW·V LQFOXVLRQ RI WKH HQYLURQPHQW LQWR LWV IRUHLJQ SROLF\�

7KH�ULVH�RI�WKH�~ELR�GLSORPDW�

E\ %HWWLQD /DYLOOH

7KH 8QLWHG 1DWLRQV &RQIHUHQFH RQ HQYLURQPHQW DQG GHYHORSPHQW KHOG LQ 5LR GH -DQHLUR LQ
���� JDYH WR LQWHUQDWLRQDO GLSORPDWV QHZ DQG HYHQ VXEWO\ UHYROXWLRQDU\ WDVNV WKDW ZHUH SHUKDSV
QRW UHFRJQLVHG DV VXFK E\ WKHLU JRYHUQPHQWV�

&HUWDLQO\� DV ZH RIWHQ KHDU� QRWKLQJ ZLOO EH WKH VDPH DIWHU 5LR� %XW LW VHHPV WKDW WKH GHEDWH WKHVH
GD\V IRFXVHV PRUH RQ WKH JOREDOLVDWLRQ RI WKH ZRUOG·V HFRQRPLF SURMHFWV WKDQ RQ WKH
LQWHUQDWLRQDOLVDWLRQ RI SROLFLHV DVVXULQJ LWV VXUYLYDO� 1HYHUWKHOHVV� OLWWOH QRWH KDV EHHQ WDNHQ RI WKH
IDFW WKDW QHJRWLDWLRQV RQ HQYLURQPHQWDO TXHVWLRQV KDYH OHIW D SDUWLFXODU PDUN RQ GLSORPDF\�
'LSORPDWV LQ FKDUJH RI WKH 5LR IROORZ�XS DSSHDU LQ VRPH ZD\V WR EH JXDUGLDQV RI WKLQJV LQYLVLEOH�
IUDJLOH ELRGLYHUVLW\ RU FOLPDWH VWDELOLW\� /LNH WKH VFLHQWLVW DQG YLVLRQDU\ 3WROHP\ GHVFULELQJ WKH
VKDSH RI WKH HDUWK ZLWKRXW UHDOO\ NQRZLQJ LW� WRGD\·V GLSORPDWV DUH DVNHG WR IL[ OLPLWV WR WKH
PRGHUQ ZRUOG·V QHJDWLYH HIIHFWV RQ WKH HDUWK� DQG WKLV ZLWK VRPHWLPHV ZHDN RU HYHQ
FRQWUDGLFWRU\ PDQGDWHV IURP WKHLU JRYHUQPHQWV� 7KH\ DUH RIWHQ DVNHG WR DUELWUDWH EHWZHHQ
VFLHQFH DQG SROLWLFV ZKLOH GLVSOHDVLQJ ERWK� HYHQ WKRXJK SROLWLFLDQV DUH RIWHQ VHFUHWO\ UHOLHYHG WR
OHDYH WR GLSORPDF\ WKH EXUGHQ DQG WKH SUHFDXWLRQDU\ ORQJ�WHUP UHVSRQVLELOLW\ RI VHFXULQJ
FRQGLWLRQV IRU IXWXUH ZHOO�EHLQJ�

$V D UHVXOW� LQWHUQDWLRQDO GLSORPDWV DUH DOZD\V ORRNLQJ IRU WKH PRVW UHOLDEOH LQIRUPDWLRQ DYDLODEOH
FRQFHUQLQJ FXUUHQW SK\VLFDO SKHQRPHQD� DQG WKH ZD\ VFLHQWLVWV DUH XVHG LQ WKLV SURFHVV SODFHV
WKHP XQGHU WHUULEOH SUHVVXUH� )LUVW� WKHUH LV WKH SUHVVXUH H[HUFLVHG E\ WKH LQGXVWULDO VHFWRU ZKLFK�
EHFDXVH RI HFRQRPLFV� UHVLVWV DQG VKDSHV WR LWV RZQ ORJLF DQ\ WHFKQRORJLFDO FKDQJH GHPDQGHG E\
JUHDWHU SODQHWDU\ VXUYLYDO�

$QG HYHQ WKRXJK VFLHQWLVWV DUH QRZ SUHVHQW LQ ZRUOGZLGH VXPPLWV VXFK DV WKRVH RQ FOLPDWH
FKDQJH� WKH\ DUH RIWHQ VLGHOLQHG ZKHQ LW FRPHV WLPH IRU GHILQLWLYH QHJRWLDWLRQV RU GHFLVLRQ�
PDNLQJ� GXH WR WKH PDNH�XS RI QDWLRQDO GHOHJDWLRQV RU WKH OLPLWHG ILQDQFLDO RU GLSORPDWLF PHDQV
RI PHPEHU FRXQWULHV�

%XW WKH VFLHQWLVWV ZKR SOD\ RQO\ D FRQVXOWLQJ UROH GXULQJ DFWXDO QHJRWLDWLRQV ORVH WKXV WKHLU
VWDNHKROGHU UROH� HYHQ WKRXJK RQH RI WKH DFFRPSOLVKPHQWV RI 5LR ZDV WR PDNH WKHP
VWDNHKROGHUV� ,W LV WKHUHIRUH GLSORPDWV ZKR PXVW EHFRPH GLSOR�VFLHQWLVWV DQG ZKR PXVW FRQVLGHU
FRPSOH[ FRQVWUDLQWV VXFK DV VFLHQWLILF GDWD� HFRQRPLF LPSDFWV� DQG JHRSROLWLFDO DFFRUGV� ,QVWHDG
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RI D WHFKQR�VFLHQFH� LW·V D GLSOR�VFLHQFH WKDW 5LR KDV JLYHQ XV� 'LSOR�VFLHQWLVWV PXVW EH ¶ELR�
GLSORPDWV· ZKR PDVWHU� LQ WKH FDVH RI FOLPDWH FKDQJH� VFLHQWLILF NQRZOHGJH DQG LQGXVWULDO
LQWHUHVWV� DQG DOO RI WKLV XQGHU WKH YLJLODQW H\H RI ODUJH PXOWLQDWLRQDOV�

,V WKLV WR VD\ WKDW HQYLURQPHQWDO GLSORPDF\ LV D PXOWLGLVFLSOLQDU\ GLSORPDF\� EXW QRQHWKHOHVV RQH
FRQILQHG WR H[SHUW GHEDWHV ZKLFK UHPDLQ LQDFFHVVLEOH WR WKH SXEOLF DQG VRPHWLPHV HYHQ WR
JRYHUQPHQW RIILFLDOV" -XVW DV LQ WKH VL[WHHQWK FHQWXU\� ZKHQ VFLHQWLVWV XQGHUVWRRG WKH ZRUOG
EHWWHU WKDQ WKH SROLWLFLDQV ZKR ZHUH JRYHUQLQJ LW� WRGD\ WKH DFWRUV DIIHFWLQJ JOREDO FKDQJH UHIOHFW
EHWWHU WKH VWDWH RI RXU ZRUOG WKDQ SUDFWLWLRQHUV RI FODVVLF GLSORPDF\�

  

(QYLURQPHQW�DQG�VHFXULW\

E\ 86 $PEDVVDGRU 0DUN *� +DPEOH\

8QWLO UHODWLYHO\ UHFHQWO\� HQYLURQPHQWDO FRQFHUQV WRRN D GHFLGHGO\ VHFRQG SODFH LQ WKH KLHUDUFK\
RI LVVXHV DWWUDFWLQJ WKH DWWHQWLRQ RI RXU FRXQWU\·V GLSORPDWV� 1RW DQ\ PRUH� 1RZDGD\V� WKH
LPSRUWDQFH RI WKH HQYLURQPHQW KDV FRPH WR EH UHFRJQLVHG DV D NH\ SULRULW\ IRU JRYHUQPHQWV�
ERWK GRPHVWLFDOO\ DQG LQWHUQDWLRQDOO\� 7KDW WKH ZRUOG QHHGV WR ILQG D EHWWHU ZD\ WR VXVWDLQ LWV
ILQLWH UHVRXUFHV ZDV DW WKH FUX[ RI WKH 8QLWHG 1DWLRQV &RQIHUHQFH RQ WKH (QYLURQPHQW DQG

'HYHORSPHQW LQ 5LR GH -DQLHUR LQ -XQH� �����

6LQFH 5LR� WKHUH KDV EHHQ D VLJQLILFDQW LQFUHDVH LQ WKH OHYHO RI ERWK PXOWLODWHUDO DQG ELODWHUDO
GLSORPDWLF HIIRUWV RQ HQYLURQPHQWDO LVVXHV� 7KUHH FRQYHQWLRQV IORZHG IRUWK IURP 5LR ² RQ
ELRGLYHUVLW\� GHVHUWLILFDWLRQ� DQG FOLPDWH FKDQJH� )LYH IROORZ�RQ ZRUOG VXPPLWV ZHUH ODXQFKHG ²
&DLUR RQ SRSXODWLRQ LVVXHV� &RSHQKDJHQ RQ VRFLDO LVVXHV� %HLMLQJ RQ ZRPHQ·V ULJKWV� ,VWDQEXO RQ
LVVXHV UHODWHG WR KDELWDW� DQG 5RPH RQ IRRG VHFXULW\�

,Q DGGLWLRQ� WKH &RPPLVVLRQ RQ 6XVWDLQDEOH 'HYHORSPHQW �&6'� ZDV FUHDWHG E\ WKH 81 *HQHUDO
$VVHPEO\ DV D GLUHFW UHVXOW RI WKH 5LR &RQIHUHQFH� 7KLV RUJDQLVDWLRQ KDV HQJHQGHUHG VFRUHV RI
PHHWLQJV LQ FLWLHV WKURXJKRXW WKH ZRUOG� 0DQ\ RI WKHVH PHHWLQJV KDYH EHHQ KHOG DW WKH WHFKQLFDO
H[SHUWV OHYHO� EXW GLSORPDWV DUH KHDYLO\ LQYROYHG LQ WKH DQQXDO SOHQDULHV RI WKH &6' ZKLFK
DWWHPSW WR SURPRWH SURJUHVV RQ VXFK LVVXHV DV VXVWDLQDEOH DJULFXOWXUH� WHFKQRORJLFDO WUDQVIHU WR
GHYHORSLQJ FRXQWULHV� ZD\V WR ILQDQFH VXVWDLQDEOH GHYHORSPHQW� DQG VXVWDLQDEOH IRUHVW
PDQDJHPHQW�

(QYLURQPHQWDO LVVXHV DUH QRZ LQ WKH PDLQVWUHDP RI $PHULFDQ IRUHLJQ SROLF\� 7KHUH DUH QRZ
JOREDO HQYLURQPHQWDO LVVXHV ZKLFK RXU GLSORPDF\ PXVW DGGUHVV LQ RUGHU WR SUHVHUYH D ZRUOG
ZKLFK LV ERWK KHDOWK\ DQG VXVWDLQDEOH IRU IXWXUH JHQHUDWLRQV�

(QYLURQPHQW DQG GLSORPDF\� VL[ DUHDV RI FRQFHQWUDWLRQ

)RUHVWV� )RUHVWV DUH D NH\ HQYLURQPHQWDO LVVXH ZKLFK KDYH DFTXLUHG FRQVLGHUDEOH GLSORPDWLF
DWWHQWLRQ� $V WKH ZRUOG·V ODUJHVW SURGXFHU DQG PDUNHW IRU ZRRG SURGXFWV� DQG WKH OHDGHU LQ
ELRWHFKQRORJ\� WKH 8QLWHG 6WDWHV ² OLNH PDQ\ FRXQWULHV ² KDV DQ HQRUPRXV VWDNH LQ WKH
VXVWDLQDEOH XVH RI WKH ZRUOG·V IRUHVWV� )RUHVW GHSOHWLRQ KDV VHULRXV UHSHUFXVVLRQV IRU JOREDO
ZDUPLQJ �WKH\ DUH KXJH FDUERQ VLQNV�� ELRGLYHUVLW\ FRQVHUYDWLRQ �WKH\ KDUERXU XQWDSSHG JHQHWLF
UHVRXUFHV�� DQG DJULFXOWXUH �WKH\ SUHYHQW HURVLRQ DQG VLOWDWLRQ��

$PHULFDQ GLSORPDF\ KDV EHHQ D VWURQJ SURSRQHQW RI WKH 81 &RPPLVVLRQ RQ 6XVWDLQDEOH
'HYHORSPHQW·V FRQVLGHUDWLRQ RI D ZLGH UDQJH RI IRUHVW LVVXHV XQGHU LWV ,QWHUJRYHUQPHQWDO 3DQHO
RQ )RUHVWV� ,Q FRQFHUW ZLWK RWKHU NH\ JRYHUQPHQW DJHQFLHV� 86 GLSORPDWV KDYH DOVR WDNHQ VHYHUDO
GLUHFW DFWLRQV LQ KLJK SULRULW\ DUHDV WR KHOS SURPRWH VXVWDLQDEOH XVH RI IRUHVWV RQ D ELODWHUDO EDVLV�
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)URP (DVWHUQ 6LEHULD WR 6XULQDPH� ZH KDYH SDUWLFLSDWHG LQ HIIRUWV WR DVVLVW ORFDO JRYHUQPHQWV WR
SODQ WKH UDWLRQDO XVH RI WKHLU IRUHVWV� RIWHQ LQ WKH IDFH RI SUHVVXUH WR WUDGH VKRUW�WHUP ILQDQFLDO
LQFHQWLYHV IRU HFRORJLFDOO\ GDPDJLQJ� FOHDU�FXWWLQJ GHDOV LQ PDQ\ RI WKH ZRUOG·V UHPDLQLQJ YLUJLQ
IRUHVW DUHDV�

0DULQH 3ROOXWLRQ� 0DULQH SROOXWLRQ DIIHFWV GLUHFWO\ WKH KHDOWK RI ILVKLQJ VWRFNV ZRUOGZLGH�
3ROOXWLRQ RI WKH PDULQH HQYLURQPHQW LV FDXVHG E\ WKH GHOLEHUDWH GXPSLQJ LQ WKH RFHDQ RI ZDVWHV�
DFWLYLWLHV RQ ODQG VXFK DV DJULFXOWXUDO DQG LQGXVWULDO UXQRIIV� VHZDJH GLVFKDUJH DQG YHVVHO
GLVFKDUJH�

7KHVH LVVXHV DUH DGGUHVVHG LQ D QXPEHU RI JOREDO DQG UHJLRQDO IRUD� 9HVVHO GLVFKDUJH LVVXHV DUH
DGGUHVVHG LQ WKH ,QWHUQDWLRQDO 0DULWLPH 2UJDQLVDWLRQ� GXPSLQJ LV UHJXODWHG XQGHU WKH *OREDO
/RQGRQ 'XPSLQJ &RQYHQWLRQ� DQG� IROORZLQJ WKH ���� :DVKLQJWRQ &RQIHUHQFH� WKHUH LV QRZ D
JOREDO SURJUDP RI DFWLRQ IRU DGGUHVVLQJ WKH ODQG�EDVHG DFWLYLWLHV�

&KHPLFDOV� 7KH XVH RI FHUWDLQ WR[LF FKHPLFDOV DQG SHVWLFLGHV �OLNH ''7 DQG 3&%V� LQ DUHDV
WKURXJKRXW WKH ZRUOG LV DQ LQFUHDVLQJ KHDOWK WKUHDW� ERWK WR WKH SHRSOH ZKR XVH WKHP DQG WR
LQGLYLGXDOV IDU IURP WKH DUHD LQ ZKLFK WKH\ DUH XVHG� %HFDXVH WKLV SRVHV D ORQJ�WHUP KHDOWK DQG
HQYLURQPHQWDO WKUHDW WR DOO FRXQWULHV� ZH KDYH SODFHG D KLJK SULRULW\ RQ GHYHORSLQJ LQWHUQDWLRQDO
DJUHHPHQWV WR UHJXODWH WKH WUDGH� SURGXFWLRQ� DQG XVH RI WKH PRVW KD]DUGRXV RI WKHVH FKHPLFDOV
DQG SHVWLFLGHV� DOVR NQRZQ DV SHUVLVWHQW RUJDQLF SROOXWDQWV �3236�� :H DUH SOHDVHG WKDW WKH 81
(QYLURQPHQW 3URJUDP KDV DJUHHG WR VSRQVRU QHJRWLDWLRQV EHJLQQLQJ LQ HDUO\ ���� RQ D JOREDO
FRQYHQWLRQ WR GHDO ZLWK 3236��

&OLPDWH &KDQJH� 3HUKDSV WKH OHDGLQJ HQYLURQPHQWDO LVVXH FRQIURQWLQJ WKH ZRUOG WRGD\ LV WKH
TXHVWLRQ RI JOREDO ZDUPLQJ RU FOLPDWH FKDQJH DV WKH SUREOHP LV PRUH DFFXUDWHO\ GHVFULEHG�
*LYHQ WKH LQWHUQDWLRQDO QDWXUH RI WKH FOLPDWH LVVXH� DQG WKH QHHG WR LQYROYH DOO UHJLRQV RI WKH
ZRUOG LQ WKH VROXWLRQ� WKH 'HSDUWPHQW RI 6WDWH KDV WKH OHDG LQ WKH LQWHUDJHQF\ SURFHVV DQG IRU WKH
LPSOHPHQWDWLRQ RI SROLF\ LQ WKH PXOWLSOH QHJRWLDWLQJ VHVVLRQV WDNLQJ SODFH HDFK \HDU�

7KH 'HSDUWPHQW RI 6WDWH LV FRPPLWWHG WR WDNLQJ WKH OHDG LQ HDFK DUHD UHODWHG WR RXU LQWHU�
QDWLRQDO HQYLURQPHQWDO FRQFHUQV� 7KLV ZLOO EH GRQH E\ EROVWHULQJ RXU DELOLW\ WR EOHQG GLSORPDF\
ZLWK VFLHQFH DQG WR QHJRWLDWH JOREDO DJUHHPHQWV WKDW SURWHFW RXU KHDOWK DQG ZHOO�EHLQJ�

$V SDUW RI WKLV SURFHVV� ZH DUH LQFRUSRUDWLQJ HQYLURQPHQWDO SODQQLQJ LQWR HDFK RI RXU EXUHDXV
DQG GHVLJQDWLQJ NH\ HPEDVVLHV DV HQYLURQPHQWDO KXEV WR DGGUHVV UHJLRQ�ZLGH QDWXUDO UHVRXUFH
DQG HQYLURQPHQWDO LVVXHV� 7KHVH UHJLRQDO KXEV ZLOO KHOS FRRUGLQDWH 86 RYHUVHDV HIIRUWV� DQG
ZRUN ZLWK QDWLRQDO JRYHUQPHQWV� UHJLRQDO RUJDQLVDWLRQV� 1*2V DQG WKH EXVLQHVV FRPPXQLW\ WR
LGHQWLI\ HQYLURQPHQWDO SULRULWLHV� 7R HIIHFWLYHO\ FRYHU WKH JOREH� WKH 'HSDUWPHQW SODQV WR
HVWDEOLVK D WRWDO RI �� KXEV� 7KH ILUVW WZR KXEV� LQ $PPDQ� -RUGDQ� DQG 6DQ -RVH� &RVWD 5LFD�
RSHQHG ODVW IDOO DQG IRXU PRUH ZLOO RSHQ E\ WKH VXPPHU RI �����

,Q VKRUW� WKH HQYLURQPHQW KDV YHU\ PXFK EHFRPH D NH\ ZDWFKZRUG IRU PRGHUQ GD\ $PHULFDQ
GLSORPDF\� :H KDYH ORQJ GHILQHG WKUHDWV WR WKH QDWLRQ·V HFRQRPLF ZHOO�EHLQJ DV VHFXULW\
FRQFHUQV� 5HWDLQLQJ DFFHVV WR FHUWDLQ PDUNHWV� SURWHFWLQJ WKH VHD ODQHV� DQG HQVXULQJ DFFHVV WR
HFRQRPLFDOO\ LPSRUWDQW UHVRXUFHV KDYH ORQJ EHHQ NH\ VHFXULW\ SULRULWLHV� &HUWDLQO\ FOLPDWH
FKDQJH� R]RQH GHSOHWLRQ� DQG ELRGLYHUVLW\ ORVV ² ZLWK WKHLU DWWHQGDQW LPSDFWV RQ 86 DJULFXOWXUH
DQG RWKHU VLJQLILFDQW HFRQRPLF VHFWRUV ² VKRXOG EH VHFXULW\ SULRULWLHV DV ZHOO�

  

� 6HH DOVR WKH (($�81(3 $QQXDO 0HVVDJH � RQ WKH 6WDWH RI (XURSH�V (QYLURQPHQW� &KHPLFDOV LQ WKH (XURSHDQ (QYLURQPHQW� /RZ 'RVHV�

+LJK 6WDNHV" (XURSHDQ (QYLURQPHQW $JHQF\� &RSHQKDJHQ� 81(3� *HQHYD� �����
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3DUW��� 3DUWQHUVKLSV�IRU�FKDQJH

$V LQ HYHU\ FULVLV� WKH HQYLURQPHQWDO FULVLV OHDGV DOO VWDNHKROGHUV WR VHH UHODWLRQVKLSV ZLWK WKHLU
SDUWQHUV DV XQVDWLVIDFWRU\� 7KH\ DUH PRYHG WR DQDO\VH WKHLU GLVVDWLVIDFWLRQ� WR VHH ZKHWKHU WKH
REMHFWLYHV RI WKHLU FXUUHQW UHODWLRQVKLSV DUH VWLOO VRXQG� DQG WKHQ WR UHGHILQH QHZ REMHFWLYHV� QHZ
SDUWQHUV� DQG QHZ ZD\V RI ZRUNLQJ WRJHWKHU�

3DUWQHUVKLSV�ZLWKLQ�LQGXVWU\
,Q -DSDQ� WKH .HLGDQUHQ �-DSDQ )HGHUDWLRQ RI (FRQRPLF 2UJDQLVDWLRQV� DQQRXQFHG LQ �����
YROXQWDU\ DFWLRQ E\ -DSDQHVH LQGXVWU\ GLUHFWHG DW FRQVHUYDWLRQ RI WKH JOREDO HQYLURQPHQW LQ WKH
��VW FHQWXU\� 7KH &KDLUPDQ RI WKH &RPPLWWHH RQ (QYLURQPHQW 	 6DIHW\ RI WKH .HLGDQUHQ�
<RVKLIXPL 7VXML �DOVR &KDLUPDQ RI WKH 1LVVDQ 0RWRU &R�� /WG�� FDPH WR (&2 �� WR SUHVHQW WKH
.HLGDQUHQ·V VWDWHPHQW UHJDUGLQJ YROXQWDU\ DFWLRQ�

7KH�.HLGDQUHQ�DSSHDO�RQ�HQYLURQPHQW

E\ <RVKLIXPL 7VXML

)LYH \HDUV KDYH SDVVHG VLQFH WKH .HLGDQUHQ LQVWLWXWHG WKH *OREDO (QYLURQPHQW &KDUWHU� 'XULQJ
WKLV SHULRG� ZH KDYH GHHSHQHG RXU FRQFHUQ DERXW HQYLURQPHQWDO SURWHFWLRQ DQG WDNHQ SRVLWLYH
VWHSV� ERWK DW KRPH DQG DEURDG� WR WDFNOH WKH PDWWHU� 1RQHWKHOHVV� WKH HQYLURQPHQWDO LVVXH�
LQFOXGLQJ JOREDO ZDUPLQJ� KDV EHFRPH LQFUHDVLQJO\ VHULRXV LQ UHFHQW \HDUV�

)RU LQVWDQFH� FRXQWULHV FRQFHUQHG DUH UHTXLUHG� XQGHU WKH )UDPHZRUN &RQYHQWLRQ RQ &OLPDWH
&KDQJH� WR WDUJHW WKH VWDELOLVDWLRQ RI WKH JURVV FDUERQ GLR[LGH YROXPH DW WKH ���� OHYHO LQ WKH
\HDU ����� EXW WKH YROXPH KDV LQVWHDG VKRZQ DQ XSWUHQG LQ -DSDQ� $V IRU ZDVWH GLVSRVDO� WKH /DZ
IRU 3URPRWLQJ RI 6RUWHG &ROOHFWLRQ DQG 5HF\FO\LQJ RI &RQWDLQHUV DQG 3DFNDJLQJ KDV EHHQ
HQDFWHG DV D VWHS WRZDUGV WKH HVWDEOLVKPHQW RI D UHF\FOH�EDVHG VRFLHW\� 7KH UHDOLVDWLRQ RI VXFK D
FRPPXQLW\� KRZHYHU� FDOOV IRU D EDVLF FKDQJH LQ WKH PRGH RI FRQFHSWLRQ� D FKDQJH WKDW WDUJHWV
¶UHVRXUFHV· RU ¶E\SURGXFWV· LQVWHDG RI ¶ZDVWH�· 2Q WKH RWKHU KDQG� WKHUH LV D JURZLQJ LQWHUQDWLRQDO
PRRG IRU HQYLURQPHQWDO PDQDJHPHQW DQG DXGLWLQJ� ZLWK WKH ,62����� VHULHV� D YROXQWDU\
LQWHUQDWLRQDO VWDQGDUG LQ WKH SULYDWH VHFWRU� VFKHGXOHG WR WDNH HIIHFW WKLV IDOO�

:LWK WKH ��VW FHQWXU\ GDZQLQJ LQ MXVW D IHZ \HDUV� LW LV WKH KRSH RI HYHU\RQH WR KDQG D ZHOO�
SURWHFWHG HQYLURQPHQW DQG LWV EOHVVLQJV RQ WR WKH QH[W JHQHUDWLRQV� :H VKRXOG UHVWUXFWXUH WKH
¶WKURZ�DZD\ FLYLOLVDWLRQ· WKDW OHDGV WR WKH ZDVWH RI UHVRXUFHV DQG DFKLHYH ¶VXVWDLQDEOH
GHYHORSPHQW· VR DV WR PHHW WKH QHHGV RI WKH SUHVHQW ZLWKRXW FRPSURPLVLQJ WKH DELOLW\ RI IXWXUH
JHQHUDWLRQV WR PHHW WKHLU RZQ QHHGV�

$V NH\ ZRUGV WR HPSOR\ LQ RXU HIIRUWV LQ WKDW GLUHFWLRQ� ZH WKHUHIRUH DWWDFK LPSRUWDQFH WR WKHVH
WKUHH JRDOV� �� UHFRQILUPDWLRQ RI ¶HQYLURQPHQWDO HWKLFV· IRU LQGLYLGXDOV DQG RUJDQLVDWLRQV WR
KRQRXU� �� UHDOLVDWLRQ RI ¶HFR�HIILFLHQF\�· D IDFWRU QHHGHG WR UHGXFH WKH HQYLURQPHQWDO ORDG
WKURXJK LPSURYHG WHFKQRORJ\ DQG HFRQRPLF HIILFLHQF\ DQG �� WLJKWHQLQJ RI ¶YROXQWDU\ HIIRUWV· WR
FRSH ZLWK WKH HQYLURQPHQWDO LVVXH�

0RWLYDWHG E\ WKLV FRQFHSW� ZH GHFODUH WKDW� LQ WKH VSLULW RI WKH .HLGDQUHQ *OREDO (QYLURQPHQW
&KDUWHU� ZKLFK VWDWHV WKDW JUDSSOLQJ ZLWK HQYLURQPHQWDO SUREOHPV LV HVVHQWLDO WR FRUSRUDWH
H[LVWHQFH DQG DFWLYLWLHV� ZH ZLOO WDNH D YROXQWDU\� UHVROXWH DQG UHVSRQVLEOH DSSURDFK LQ GHDOLQJ
ZLWK LPSRUWDQW WDVNV H[LVWLQJ LQ WKH HQYLURQPHQWDO ILHOG�

,Q IDFLQJ XS WR WKHVH SUREOHPV� ZH HVVHQWLDOO\ QHHG SDUWQHUVKLS ZLWK FRPSDQLHV� FRQVXPHUV�
FLWL]HQV� QRQ�JRYHUQPHQWDO RUJDQLVDWLRQV DQG WKH JRYHUQPHQW� (YHU\RQH VKRXOG EH ZHOO DZDUH RI
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EHLQJ D ¶JOREDO FLWL]HQ�· 6R VKRXOG HYHU\ FRPSDQ\ EH DZDUH RI EHLQJ D ¶JOREDO FRUSRUDWH FLWL]HQ·
DQG DFW LQ FRQFHUW ZLWK WKH JRYHUQPHQW� FRQVXPHUV� FLWL]HQV DQG 1*2V�

,Q RUGHU WR DZDNHQ WKH SHRSOH WR VXFK QHFHVVLW\� LW LV HIIHFWLYH IRU HQWHUSULVHV WR SURPRWH
HGXFDWLRQ RQ WKH HQYLURQPHQWDO SUREOHP DQG SRVLWLYHO\ WDFNOH HQYLURQPHQWDO HQOLJKWHQPHQW
DFWLYLWLHV ERWK LQVLGH DQG RXWVLGH FRPSDQLHV�

,Q WKH KRSH RI WKLQNLQJ DQG DFWLQJ WRJHWKHU ZLWK WKH JRYHUQPHQW� FRQVXPHUV� FLWL]HQV DQG 1*2V
DV ¶JOREDO FRUSRUDWH FLWL]HQV· ZH ZLOO WUDQVPLW WKLV GHFODUDWLRQ WKURXJK WKH ,QWHUQHW DQG DVN IRU
RWKHUV· YLHZV RQ RXU SURJUDP� :H LQWHQG WR UHIOHFW WKH FRPPHQWV DQG RSLQLRQV WKXV H[SUHVVHG LQ
PDSSLQJ RXW LQGXVWU\�ZLGH YROXQWDU\ DFWLRQ SODQV DLPHG DW SURWHFWLQJ WKH JOREDO HQYLURQPHQW�

0HDVXUHV IRU IRXU XUJHQW LVVXHV

�� 0HDVXUHV WR FRSH ZLWK JOREDO ZDUPLQJ

0DNLQJ LW D EDVLF SROLF\ WR UHYLHZ WKH ¶WKURZ�DZD\ HFRQRP\�· VWUXFWXUH D UHF\FOH�EDVHG VRFLHW\ DQG
LPSURYH HQHUJ\ HIILFLHQF\ DQG FDUERQ XWLOLVDWLRQ HIILFLHQF\� ZH DLP WR PDLQWDLQ WKH ZRUOG·V
SDUDPRXQW OHYHO RI HQYLURQPHQWDO WHFKQRORJ\� :H DOVR DLP WR LPSURYH HQHUJ\ XWLOLVDWLRQ
HIILFLHQF\ RQ D JOREDO VFDOH WKURXJK WUDQVIHU RI DSSURSULDWH WHFKQRORJ\ WR GHYHORSLQJ FRXQWULHV�

&RQFUHWH PHWKRGV

�� 3UHSDULQJ LQGXVWU\�ZLGH YROXQWDU\ DFWLRQ SODQV LQFRUSRUDWLQJ GHILQLWH JRDOV DQG VWHSV
WRZDUGV HQKDQFHPHQW RI HQHUJ\ HIILFLHQF\� DQG SHULRGLFDOO\ UHYLHZLQJ WKH SURJUHVV RI VXFK
DFWLRQV�

�� 5HFRYHU\ DQG XWLOLVDWLRQ RI KHDW H[KDXVWHG IURP FLWLHV DQG LQGXVWULHV� UHGXFWLRQ RI QDWXUDO
HQHUJ\ FRVWV� LPSURYHPHQW RI XWLOLVDWLRQ HIILFLHQF\ RI IRVVLO IXHOV WKURXJK FR�JHQHUDWLRQ DQG
FRPSRXQG JHQHUDWLRQ� DQG WKH VDIH� HIIHFWLYH XWLOLVDWLRQ RI DWRPLF HQHUJ\�

�� ,PSURYHPHQW RI HQHUJ\ HIILFLHQF\ WKURXJK LQWHU�LQGXVWU\ FROODERUDWLRQ EDVHG RQ WKH OLIH�
F\FOH DVVHVVPHQW �/&$� FRQFHSW�

�� &RRSHUDWLRQ LQ FRSLQJ ZLWK JOREDO ZDUPLQJ LQ WKH UHVLGHQWLDO DQG FRPPHUFLDO VHFWRU
WKURXJK GHYHORSPHQW RI HQHUJ\�VDYLQJ SURGXFWV�

�� 3RVLWLYH SDUWLFLSDWLRQ LQ ¶DFWLYLWLHV LPSOHPHQWHG MRLQWO\· WR WUDQVIHU WHFKQRORJ\ WR GHYHORSLQJ
FRXQWULHV LQ FORVH FRRSHUDWLRQ ZLWK WKH JRYHUQPHQW� DQG

�� 3URPRWLRQ RI IRUHVW SURWHFWLRQ DQG UHIRUHVWDWLRQ SURMHFWV LQ GHYHORSLQJ FRXQWULHV WKURXJK
EXVLQHVV FRUSRUDWLRQV WKHPVHOYHV DQG WKH .HLGDQUHQ 1DWXUH &RQVHUYDWLRQ )XQG�

�� 6WUXFWXULQJ RI UHF\FOH�EDVHG VRFLHW\

,Q RUGHU WR UHYLHZ WKH WKURZ�DZD\�W\SH HFRQRPLF FRPPXQLW\ ZKHUH UHVRXUFHV DUH OLDEOH WR EH
ZDVWHG DQG FRQYHUW LW LQWR D UHF\FOH�EDVHG VRFLHW\� ZH ZLOO ZRUN RQ ¶FOHDQHU SURGXFWLRQ�· GHVLJQHG
WR DWWDLQ RSWLPXP HIILFLHQF\ LQ DOO WKH SURFHVVHV IURP SURGXFW GHVLJQ WR GLVSRVDO� $W WKH VDPH
WLPH� ZH ZLOO UHYLVH WKH FRQYHQWLRQDO FRQFHSW RI ¶JDUEDJH· DQG WUHDW ZDVWH DV D YDOXDEOH UHVRXUFH�
WUDQVFHQGLQJ WKH ERXQGDULHV RI LQGLYLGXDO LQGXVWULHV� :H ZLOO WKXV DGGUHVV UHF\FOLQJ DV WKH PRVW
LPSRUWDQW WDVN LQ FRUSRUDWH PDQDJHPHQW DQG PDNH D V\VWHPDWLF DSSURDFK WRZDUGV UHGXFWLRQ RI
ZDVWH DQG UHF\FOLQJ�
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&RQFUHWH PHWKRGV

�� &RQWUROOLQJ WKH LQFLGHQFH RI ZDVWH DQG UH�XWLOLVLQJ LW IURP WKH YLHZSRLQW RI OLIH�F\FOH
DVVHVVPHQW �/&$� DQG GHYHORSLQJ SURGXFWV ZLWK IXOO FRQVLGHUDWLRQ JLYHQ WR WKH GHJUHH
RI UHF\FODELOLW\ DQG GLVSRVDELOLW\ �H�J� UHYLHZ RI WKH IUHTXHQF\ RI SURGXFW UHVW\OLQJ��

�� 'LVSRVDO RI ZDVWH SURGXFWV E\ DSSURSULDWH PHWKRGV�

�� 6WUXFWXULQJ V\VWHPV IRU UHFRYHU\ DQG GLVSRVDO RI ZDVWH SURGXFWV�

�� 8VH RI ZDVWH SURGXFWV DV UDZ PDWHULDOV E\ GHYHORSLQJ ZDVWH GLVSRVDO WHFKQRORJ\ WKURXJK
LQWHU�LQGXVWU\ FROODERUDWLRQ�

�� 6LPSOLILFDWLRQ RI SDFNDJLQJ DQG SURPRWLRQ RI UHF\FOLQJ� DQG

�� 3RVLWLYH LQWURGXFWLRQ RI SURGXFWV ZLWK OHVVHU HQYLURQPHQWDO ORDG DQG UHF\FODEOH
SURGXFWV�

�� 5HVWUXFWXULQJ RI HQYLURQPHQWDO PDQDJHPHQW V\VWHPV 	 HQYLURQPHQWDO DXGLWLQJ

:H ZLOO VWUXFWXUH DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP LQ DQ HIIRUW WR DGGUHVV WKH
HQYLURQPHQWDO SUREOHP YROXQWDULO\� HQVXUH LWV FRQWLQXRXV LPSURYHPHQW DQG SHUIRUP LQWHUQDO
DXGLWLQJ WR FRQILUP WKDW WKH V\VWHP ZLOO VWHDGLO\ ZRUN� .HLGDQUHQ KDV SRVLWLYHO\ SDUWLFLSDWHG LQ
WKH IRUPXODWLRQ RI WKH ,62 HQYLURQPHQWDO PDQDJHPHQW DQG DXGLWLQJ VWDQGDUGV VFKHGXOHG WR
FRPH LQWR HIIHFW WKLV IDOO� ,W LV UHFRPPHQGHG WKDW -DSDQHVH LQGXVWULHV� PDQXIDFWXULQJ RU QRQ�
PDQXIDFWXULQJ� VKRXOG XWLOLVH WKH VWDQGDUGV DV DQ HIIHFWLYH PHDQV RI HQYLURQPHQWDO
LPSURYHPHQW�

&RQFUHWH PHWKRGV

�� 3URPSW LQWURGXFWLRQ RI HQYLURQPHQWDO PDQDJHPHQW DQG DXGLWLQJ V\VWHPV LQWR
FRUSRUDWLRQV �H�J� DSSRLQWPHQW RI RIILFHUV LQ FKDUJH RI HQYLURQPHQWDO SUREOHPV�
FUHDWLRQ RI DQ HQYLURQPHQWDO GHSDUWPHQW DQG HQIRUFHPHQW RI LQWHUQDO DXGLWLQJ��

�� ,PSOHPHQWDWLRQ RI HQYLURQPHQWDO PDQDJHPHQW DQG DXGLWLQJ LQ FRQIRUPLW\ ZLWK WKH
,62 VWDQGDUGV RU WDNLQJ VWHSV WKDW FRUUHVSRQG WKHUHWR� DQG

�� 3OD\LQJ DQ DFWLYH UROH LQ WKH PDNLQJ RI HQYLURQPHQWDO ODEHOOLQJ� DVVHVVPHQW RI
HQYLURQPHQWDO SHUIRUPDQFH DQG /&$ LQWHUQDWLRQDO VWDQGDUGV XQGHU ,62�

�� (QYLURQPHQWDO FRQVLGHUDWLRQV LQ HYROYLQJ RYHUVHDV SURMHFWV

,QWHUQDWLRQDO EXVLQHVV DFWLYLWLHV E\ -DSDQHVH HQWHUSULVHV� VXFK DV RYHUVHDV SURGXFWLRQ DQG
GHYHORSPHQWDO LPSRUWV� DUH UDSLGO\ VSUHDGLQJ IURP WKH PDQXIDFWXULQJ LQGXVWU\ WR EDQNLQJ�
SK\VLFDO GLVWULEXWLRQ DQG VHUYLFH VHFWRUV� :H ZLOO JLYH FORVHU DWWHQWLRQ WR WKH HQYLURQPHQW LQ
VWHSSLQJ XS DQG GLYHUVLI\LQJ EXVLQHVV DFWLYLWLHV RYHUVHDV� DV ZHOO DV REVHUYLQJ WKH ¶7HQ�3RLQW�
(QYLURQPHQWDO *XLGHOLQHV IRU WKH -DSDQHVH (QWHUSULVHV 2SHUDWLQJ $EURDG· LQFRUSRUDWHG LQ WKH
.HLGDQUHQ *OREDO (QYLURQPHQW &KDUWHU�

,Q FRQFOXVLRQ� ZH UHDIILUP WKH LPSRUWDQFH DQG XUJHQF\ RI HYHU\ LQGXVWULDOLVW EHLQJ D ¶JOREDO
FLWL]HQ�· DQG H[SUHVV DOVR DV FLWL]HQV RXU GHWHUPLQDWLRQ WR LQQRYDWH RXU OLIHVW\OH WRZDUGV WKH JRDO
RI ¶VXVWDLQDEOH GHYHORSPHQW�·
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3DUWQHUVKLSV�EHWZHHQ�JRYHUQPHQWV�DQG�EXVLQHVV

,Q -DSDQ� WKH LQWHJUDWLRQ RI JRYHUQPHQWDO DQG EXVLQHVV SROLF\ LV D FOHDU H[DPSOH RI
3DUWQHUVKLSV EHWZHHQ JRYHUQPHQWV DQG EXVLQHVV� )ROORZLQJ DUH H[FHUSWV IURP DQ (&2 �� WDON
E\ .DWVXR 6HLNL �WKHQ ([HFXWLYH 'LUHFWRU RI WKH *OREDO ,QGXVWULDO DQG 6RFLDO 3URJUHVV 5HVHDUFK
,QVWLWXWH� 0,7,� -DSDQ� DERXW ILQGLQJ WKH ULJKW EDODQFH EHWZHHQ FRPPDQG DQG FRQWURO DQG
YROXQWDU\ DJUHHPHQWV� 7KH 0,7, LV WKH PRVW SRZHUIXO 0LQLVWU\ LQ -DSDQ� ,W LV WKH 0,7, WKDW
ILQDQFHV� GHYHORSV� DQG FRRUGLQDWHV� QDWLRQ�ZLGH� -DSDQHVH LQGXVWULDO SROLF\� D SROLF\ ZKLFK KDV
WUDGLWLRQDOO\ GUDZQ LWV VWUHQJWK IURP LWV ORQJ�WHUP DSSURDFK WKDW HPSKDVLVHV LQQRYDWLRQ� 0,7,
KDV QRZ GHYHORSHG D GRFXPHQW FDOOHG ¶7KH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV· ZKLFK VKDSHV
-DSDQHVH LQGXVWU\� VHFWRU E\ VHFWRU� DFFRUGLQJ WR OLIH�F\FOH WKLQNLQJ� ,QVWHDG RI D IUDJPHQWDU\
DSSURDFK� WKLV LQWHJUDWHG DSSURDFK VHHPV WR SXW -DSDQ DW WKH IRUHIURQW RI VXVWDLQDEOH EXVLQHVV
VWUDWHJLF GHYHORSPHQW� ZKLFK UHTXLUHV FORVH SDUWQHUVKLSV EHWZHHQ JRYHUQPHQW DQG EXVLQHVV�

-DSDQ�V�HQYLURQPHQWDO�SROLFLHV

E\ .DWVXR 6HLNL

1HZ HQYLURQPHQWDO SROLFLHV RI -DSDQ

:KDW ZH QHHG WRGD\ LV IRU ERWK JRYHUQPHQW DQG SULYDWH VHFWRU WR DGGUHVV QHZ HQYLURQPHQWDO
SUREOHPV ZLWK WKHLU XQLTXH IHDWXUHV DQG WR PRGLI\ SROLF\ LQVWUXPHQWV DQG PHDVXUHV DFFRUGLQJO\�

)LUVW� HQYLURQPHQWDO LVVXHV DUH LQFUHDVLQJO\ JHWWLQJ DFURVV QDWLRQDO ERUGHUV� DQG EHFRPLQJ
¶JOREDOLVHG�· 7KH W\SLFDO FDVHV LQFOXGH WKH FOLPDWH FKDQJH LVVXH UHODWHG WR WKH HPLVVLRQ RI
JUHHQKRXVH JDV VXFK DV &2�� WKH R]RQH GHSOHWLRQ LVVXH FDXVHG E\ DWPRVSKHULF UHOHDVH RI &)&�
DQG WKH LVVXH RI FURVV�ERUGHU KD]DUGRXV ZDVWH� 8QOLNH WUDGLWLRQDO SROOXWLRQ LVVXHV� ZKHUH WKH
DGYHUVH HIIHFWV DUH QRUPDOO\ OLPLWHG WR IDFWRULHV GLVFKDUJLQJ SROOXWDQWV DQG WKH VXUURXQGLQJ DUHD�
QHZO\ HPHUJLQJ LVVXHV DIIHFW ZLGHU UHJLRQV DFURVV ERUGHUV RU JOREDOO\� ,W LV HVVHQWLDO� WKHUHIRUH� WR
LQWHQVLI\ LQWHUQDWLRQDO FRRUGLQDWLRQ DQG FRRSHUDWLRQ HIIRUWV WR UHVROYH DQG PLWLJDWH VXFK LVVXHV�
,W PHDQV WKDW� LQ DGGLWLRQ WR HIIRUWV DOUHDG\ H[HUWHG E\ GHYHORSHG FRXQWULHV� DGGLWLRQDO
LQWHUQDWLRQDO FROODERUDWLRQ ZLOO EH UHTXLUHG EHWZHHQ GHYHORSHG DQG GHYHORSLQJ FRXQWULHV DQG
EHWZHHQ GHYHORSLQJ FRXQWULHV�

7KH VHFRQG FKDUDFWHULVWLF LV WKH ORQJHU WLPH IUDPH� $OWKRXJK VRPH GHJUHH RI OHDG WLPH GLG H[LVW
LQ FDVH RI SDVW SROOXWLRQ SUREOHPV EHWZHHQ SROOXWDQWV· GLVFKDUJH DQG WKHLU KD]DUGRXV
FRQVHTXHQFHV� FXUUHQW HQYLURQPHQWDO LVVXHV� RU WKRVH LVVXHV H[SHFWHG WR LQWHQVLI\ LQ VHYHULW\ LQ
WKH IXWXUH ZRXOG HPHUJH RU PDWHULDOLVH RYHU D PXFK ORQJHU WLPH IUDPH� ,Q WKH FDVH RI WKH &2�

LVVXH� IRU H[DPSOH� LWV FHQWXU\�ORQJ LPSDFW PDNHV LW GLIILFXOW WR IDWKRP KRZ WKH &2� HPLWWHG
WRGD\ ZRXOG DIIHFW KXPDQ VRFLHW\ LQ WKH IXWXUH� ,W LV TXLWH FRQFHLYDEOH WKDW� E\ WKH WLPH DQ\ VLJQ
RI KD]DUGRXV HIIHFW DULVHV� LW ZLOO EH WRR ODWH WR LQWURGXFH DQ\ HIIHFWLYH PLWLJDWLRQ PHDVXUHV� ,Q WKLV
HIIHFW� LW ZLOO EH H[WUHPHO\ LPSRUWDQW WR XVH WKH SUHFDXWLRQDU\ SULQFLSOH IRU LPSOHPHQWDWLRQ RI
SROLFLHV DQG PHDVXUHV�

7KH WKLUG IHDWXUH LV WKH LQYROYHPHQW RI D ZLGHU UDQJH RI KXPDQ DFWLYLWLHV DV D FDXVH RI
HQYLURQPHQWDO SUREOHPV� :KLOH WUDGLWLRQDO SROOXWLRQ IROORZHG D VLPSOHU IRUPXOD RI D
PDQXIDFWXULQJ SODQW EHLQJ WKH VRXUFH RI KD]DUGRXV PDWHULDOV� ZLWK VXUURXQGLQJ FRPPXQLW\
UHVLGHQWV DV YLFWLPV� FXUUHQW HPHUJLQJ HQYLURQPHQWDO LVVXHV SDLQW D PRUH FRPSOLFDWHG SLFWXUH
LQYROYLQJ ZLGHU UDQJH RI UHVLGHQWLDO DQG FRPPHUFLDO DFWLYLWLHV� 7DNH WKH &2� LVVXH� IRU H[DPSOH�
DQ\ VLQJOH HQWLW\ PD\ EH HPLWWLQJ &2� DQG� DW WKH VDPH WLPH� D YLFWLP RI LWV JOREDO LPSDFW�
7KHUHIRUH� LW LV QHFHVVDU\ WR LQWURGXFH DQG SURPRWH HQYLURQPHQWDO PHDVXUHV WR FRYHU HYHU\
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HQWLW\ RI HFRQRPLF DFWLYLWLHV� LQFOXGLQJ FLWL]HQV� EXVLQHVVHV� QDWLRQDO JRYHUQPHQWV� DQG ORFDO
DGPLQLVWUDWLRQV� DOO VKDULQJ UROHV HTXDOO\ DQG IDLUO\�

)RXUWKO\� PDQ\ RI WKH DIRUHPHQWLRQHG HQYLURQPHQWDO LVVXHV EHJLQ WR LQWURGXFH WKH FRQFHSW RI
OLIH�F\FOH RI SURGXFWV DQG VHUYLFHV� &RQFHUQLQJ WKH PDMRU UROH RI EXVLQHVV LQ WKH HFRQRP\� LW ZLOO
EH QHFHVVDU\ IRU EXVLQHVV WR LQFRUSRUDWH HQYLURQPHQWDO FRQFHUQV DW HDFK SKDVH RI D SURGXFW
F\FOH� VXFK DV UDZ PDWHULDO SURFXUHPHQW� PDQXIDFWXULQJ� GLVWULEXWLRQ� VDOHV� FRQVXPSWLRQ� DQG
ZDVWH GLVSRVDO� ZKHUHDV WKH FRQYHQWLRQDO SROOXWLRQ FRQFHSW UHTXLUHV WKH UHGXFWLRQ RI WKH
HQYLURQPHQWDO EXUGHQ LQ WKH PDQXIDFWXULQJ SURFHVV RQO\�

7R DGGUHVV VXFK HQYLURQPHQWDO LVVXHV DQG WR VWLSXODWH WKH SULQFLSOHV RI HQYLURQPHQWDO SROLFLHV�
WKH -DSDQHVH *RYHUQPHQW HVWDEOLVKHG WKH %DVLF (QYLURQPHQWDO /DZ LQ ����� ,WV EDVLF SKLORVRSK\
ZDV WR EXLOG D VXVWDLQDEOH VRFLHW\ ZLWK OHVV HQYLURQPHQWDO EXUGHQ� )RU WKLV� LW XUJHV HYHU\ VWDWH
DQG ORFDO JRYHUQPHQW� HYHU\ FRUSRUDWLRQ� HYHU\ FLWL]HQ WR LQWHJUDWH HQYLURQPHQWDO FRQFHUQV LQWR
GDLO\ DFWLYLWLHV� ZLWK D VSHFLDO HPSKDVLV RQ YROXQWDU\ PHDVXUHV� ,W DOVR UHTXHVWV QDWLRQDO
JRYHUQPHQWV WR LPSOHPHQW QHFHVVDU\ PHDVXUHV� VXFK DV WKH LQVWLWXWLRQ RI WHFKQRORJLFDO DVVLVWDQFH
SURJUDP� HWF�

7KH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV

0,7, KDV GHYHORSHG HQYLURQPHQWDO PHDVXUHV EDVHG RQ WKH FRQFHSW SXW IRUZDUG LQ WKH %DVLF
(QYLURQPHQWDO /DZ� ,W DOUHDG\ LQWURGXFHG SROLF\ LQVWUXPHQWV VXFK DV UHJXODWRU\ PHDVXUHV� WD[HV�
DQG VXEVLGLHV� DV ZHOO DV WKH PHDVXUHV WR SURPRWH YROXQWDU\ DFWLRQV E\ LQGXVWULHV WR DGGUHVV
HQYLURQPHQWDO LVVXHV� 6LQFH QR VLQJOH SROLF\ LQVWUXPHQW RU IHZ RI WKHP FDQ SURYLGH D NH\ WR
UHVROYH DQ\ LVVXHV� 0,7, FUHDWHG DQG LPSOHPHQWHG D FRPSUHKHQVLYH SDFNDJH RI SROLF\
LQVWUXPHQWV�

7R SURPRWH YROXQWDU\ DFWLRQV E\ LQGXVWULHV� 0,7, LQWURGXFHG YDULRXV UHOHYDQW SURJUDPV DV VHHQ
LQ WKH HVWDEOLVKPHQW RI JXLGDQFH IRU YROXQWDU\ DFWLRQV� LQVWLWXWLRQ RI HFR�ODEHOOLQJ� DQG D
FDPSDLJQ WR HQKDQFH SXEOLF DZDUHQHVV�

7KH (QYLURQPHQW 9LVLRQ RI ,QGXVWULHV� LQWURGXFHG LQ -XQH RI ���� E\ 0,7,� IRFXVHV RQ WKH
LQGXVWULDO VHFWRU� D PDMRU SDUWLFLSDQW LQ HFRQRPLF DFWLYLWLHV� ,WV SXUSRVH LV WR SURPRWH YROXQWDU\
DFWLRQV E\ LQGXVWULHV E\ VHWWLQJ IRUWK JXLGH OLQHV WR LOOXVWUDWH ZKDW HQYLURQPHQW�IULHQGO\ DFWLRQV
FDQ EH LQWHJUDWHG LQ WKHLU EXVLQHVV DFWLYLWLHV� 7KH JXLGH OLQHV KDYH EHHQ SXEOLVKHG DQG FLUFXODWHG
WR HQFRXUDJH SXEOLF DZDUHQHVV RI HQYLURQPHQWDO LVVXHV� 7KH GHWDLOV RI WKH 9LVLRQ DUH DV IROORZV�

)LUVW� HQYLURQPHQWDO LPSDFWV ZHUH DQDO\VHG DQG LGHQWLILHG IRU HYHU\ SOHDVH RI SURGXFW OLIH F\FOH LQ
�� PDMRU LQGXVWULHV� /LIH�F\FOH SKDVHV ZHUH UDZ PDWHULDO SURFXUHPHQW� PDQXIDFWXULQJ�
GLVWULEXWLRQ� VDOHV� FRQVXPSWLRQ� ZDVWH GLVSRVDO HWF� �� LQGXVWULHV LQFOXGH WKH PDQXIDFWXULQJ
LQGXVWULHV RI LURQ DQG VWHHO� DOXPLQLXP� QRQ�IHUURXV PHWDOV VXFK DV FRSSHU� OHDG� DQG ]LQF�
SURFHVVHG PHWDOV RI IRXQGULHV DQG IRUJHV� FKHPLFDOV� V\QWKHWLF WH[WLOHV� SXOS DQG SDSHU� FHPHQW�
DXWRPRELOHV� KRPH HOHFWULF DSSOLDQFHV VXFK DV 79V� DLU�FRQGLWLRQHUV� DQG UHIULJHUDWRUV� DQG
HOHFWURQLF DSSOLDQFHV DQG RIILFH PDFKLQHV LQFOXGLQJ SHUVRQDO FRPSXWHUV� DV ZHOO DV HOHFWULF SRZHU
JHQHUDWLRQ� JDV XWLOLW\� SHWUROHXP LQGXVWU\� DQG GLVWULEXWLRQ LQGXVWU\� 7KHVH �� LQGXVWULHV VKDUH
��� RI WRWDO SURGXFWLRQ RI PDQXIDFWXULQJ VHFWRU� DQG ��� RI &2� HPLVVLRQ IURP PDQXIDFWXULQJ
VHFWRU DV D ZKROH� 7KHUHIRUH� WKH VWXG\ RI WKHVH �� LQGXVWULHV ZRXOG SUDFWLFDOO\ FDSWXUH PDMRU
EXVLQHVV DFWLYLWLHV LQ -DSDQ�

6HFRQG� WKH 9LVLRQ VKRYHG D ZD\ IRU LQGXVWU\ WR LQFRUSRUDWH HQYLURQPHQWDO FRQFHUQV WR HDFK
SKDVH RI SURGXFW OLIH�F\FOH� 6XFK DFWLYLWLHV XVHG WR EH FDUULHG LQGLYLGXDOO\ DW HDFK FRPSDQ\� 0,7,
KDV VXFFHVVIXOO\ LQWHJUDWHG LQGLYLGXDO HIIRUWV� DQG SURPRWHG YROXQWDU\ DFWLRQ E\ LQGXVWULHV WR
LQWHJUDWH HQYLURQPHQWDO PHDVXUHV LQWR WKHLU EXVLQHVV DFWLYLWLHV� WKURXJK WKH HVWDEOLVKPHQW RI
9ROXQWDU\ 3ODQ IRU (QYLURQPHQW�

$URXQG WKH WLPH WKH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV ZDV LQWURGXFHG� 0,7, DOVR LQVWLWXWHG D
SURJUDP WR VXSSRUW WKH HVWDEOLVKPHQW RI HQYLURQPHQWDO PDQDJHPHQW DQG PRQLWRULQJ V\VWHP
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XQGHU ,62 ����� VHULHV� IRU WKH SXUSRVH RI IXUWKHULQJ WKH UHGXFWLRQ RI HQYLURQPHQWDO EXUGHQV
WKURXJK WKH GHYHORSPHQW RI FUHDWLYH PHDVXUHV DW LQGXVWULHV�

7KH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV VXFFHVVIXOO\ FODULILHG DQG VKRZHG D ZD\ IRU HDFK LQGXVWU\
WR LQFRUSRUDWH HQYLURQPHQWDO FRQFHUQV LQWR EXVLQHVV DFWLYLWLHV PRUH FRPSUHKHQVLYHO\ DQG
V\VWHPDWLFDOO\� $OVR� LW LOOXVWUDWHG D ZD\ WR DGGUHVV SDUWLFXODU W\SH DQG IHDWXUH RI HQYLURQPHQWDO
LVVXHV� ,Q VKRUW� WKH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV SUHVHQWHG D PHQX RI HIIHFWLYH PHDVXUHV
WR UHGXFH HQYLURQPHQWDO EXUGHQ LQ �� LQGXVWULHV� DQG HQGHDYRXUHG WR HQFRXUDJH LQGLYLGXDO
FRUSRUDWLRQV· HIIRUWV WR GHYHORS DQG DGRSW VXFK PHDVXUHV� 7KLV FDQ EH VHHQ W\SLFDOO\ LQ FDVH RI
LURQ DQG VWHHO PDQXIDFWXULQJ LQGXVWU\� 7KH 9LVLRQ HQFRUHG WKH GHYHORSPHQW RI KLJK�TXDOLW\ VWHHO
ERDUGV� SDUWLFXODUO\ KLJK WHQVLOH VWHHO ERDUGV� VR WR OLJKWHQ WKH ZHLJKW RI FRPPRGLWLHV VXFK DV
DXWRPRELOHV PDGH IURP VXFK VWHHO ERDUGV� DQG WKHUHE\ DFKLHYLQJ KLJKHU IXHO HIILFLHQF\ DQG
UHGXFWLRQ LQ IXHO FRQVXPSWLRQ�

7KLUG� WKH 9LVLRQ SURSRVHG LQWHU�LQGXVWULDO FROODERUDWLRQ DV D ZD\ WR UHGXFH HQYLURQPHQWDO
EXUGHQ DW HYHU\ SKDVH RI SURGXFWV· OLIH�F\FOH� ,W DOVR LGHQWLILHG V\VWHPDWLF ZD\ WR SURPRWH
FRRSHUDWLRQ EHWZHHQ GLIIHUHQW LQGXVWULHV� ([DPSOHV LQFOXGH WKH LQFUHDVHG XVH RI UHF\FOHG
UHVRXUFHV IRU UDZ PDWHULDOV DV D ZD\ WR LQFRUSRUDWH HQYLURQPHQWDO FRQFHUQ LQ UDZ PDWHULDO
SURFXUHPHQW SKDVH� 7KH HVWDEOLVKPHQW RI TXDOLW\ VWDQGDUGV IRU UHF\FOHG PDWHULDOV LQ FRRSHUDWLRQ
ZLWK ERWK PDQXIDFWXUHUV DQG FRQVXPHUV RI UHF\FOHG PDWHULDOV DOVR SURPRWHG WKH XVH RI UHF\FOHG
PDWHULDOV� &RDO DVKHV JHQHUDWHG IURP HOHFWULF SRSRYHU LQGXVWU\� IRU H[DPSOH� FDQ EH XVHG DV D
UDZ PDWHULDO IRU FHPHQW SURGXFWLRQ� DQG WKH 9LVLRQ SURSRVHG WR HVWDEOLVK -,6 6WDQGDUG WR
VWDQGDUGLVH TXDOLW\ RI FRDO DVKHV LQ RUGHU WR SURPRWH DQG VHFXUH LWV XWLOLVDWLRQ�

)ROORZ�XS RQ WKH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV

7KH (QYLURQPHQW 9LVLRQ RI ,QGXVWULHV ZDV SURSRVHG WR DGGUHVV�

• WKH QHHG WR HVWDEOLVK D IUDPHZRUN IRU HQYLURQPHQWDO�IULHQGO\ EXVLQHVV DFWLYLWLHV�

• WKH QHHG WR GHYHORS HQYLURQPHQWDO�IULHQGO\ WHFKQRORJLHV�

• WKH QHHG WR HVWDEOLVK HQYLURQPHQWDO�IULHQGO\ VRFLDO V\VWHP�

• HWF�

6HYHUDO PHDVXUHV IRU WKHVH KDYH EHHQ LPSOHPHQWHG DOUHDG\� 5HJDUGLQJ D IUDPHZRUN IRU
HQYLURQPHQWDO�IULHQGO\ EXVLQHVV DFWLYLWLHV� WKHUH KDV EHHQ WKH LQWURGXFWLRQ RI WKH ,62 �����
VHULHV WR HVWDEOLVK HQYLURQPHQW PDQDJHPHQW V\VWHPV� DQG WKH HVWDEOLVKLQJ RI QDWLRQDO VWDQGDUGV
IRU HQYLURQPHQWDO PRQLWRULQJ� 7KH /&$ -DSDQ )RUXP KDV EHHQ HVWDEOLVKHG DV D UHVHDUFK
LQVWLWXWH WR VWXG\ OLIH F\FOH DVVHVVPHQW�

,Q WHFKQRORJ\ GHYHORSPHQW PHDVXUHV� D SURJUDP WR GHYHORS UHF\FOLQJ WHFKQRORJ\ LV H[SHFWHG WR
SURPRWH RYHUDOO DFFHSWDQFH RI UHF\FOHG PDWHULDOV LQ WKH UDZ�PDWHULDO SURFXUHPHQW SKDVH�

,Q UHJDUGV WR VRFLDO V\VWHP EXLOGXS� YDULRXV UHODWLRQV ZHUH PRGLILHG XQGHU WKH JXLGDQFH RI WKH
(QYLURQPHQWDO 9LVLRQ RI LQGXVWULHV� VXFK DV WKRVH RQ ZDVWH WUHDWPHQW DQG UHF\FOLQJ�

)XUWKHUPRUH� 0,7, SODQV WR UH�UHYLHZ DQG DGMXVW WKH (QYLURQPHQWDO 9LVLRQ RI ,QGXVWULHV� 7KH
UHYLHZ VWDUWHG ODVW \HDU LQ YLHZ RI WKH LQWHUQDWLRQDO QHJRWLDWLRQ RQJRLQJ IRU WKH HPLVVLRQ
UHGXFWLRQ RI JUHHQKRXVH JDV VXFK DV FDUERQ GLR[LGHV DV WKH 7KLUG &RQIHUHQFH RI 3DUWLHV RI
81)&&& DSSURDFKHV� ,W ZLOO IRFXV SDUWLFXODUO\ RQ FDUERQ GLR[LGH HPLVVLRQ UHGXFWLRQ DQG HQHUJ\
VDYLQJ LVVXHV DQG LV WR EH FRPSOHWHG E\ �� 0DUFK RI WKLV \HDU� ,W LV H[SHFWHG WR OLVW PHDVXUHV IRU
LQGLYLGXDO FRUSRUDWLRQV� DQG LQWHU�LQGXVWULHV WR UHGXFH FDUERQ GLR[LGH HPLVVLRQ DQG WR LPSURYH
HQHUJ\ VDYLQJV� 7KH HVWDEOLVKPHQW DQG UHYLHZ RI WKH (QYLURQPHQWDO 9LVLRQ RI LQGXVWULHV PD\
KDYH VWLPXODWHG WKH LQVWLWXWLRQ RI WKH ,QGXVWULDO (QYLURQPHQWDO $FWLRQ 3ODQ GHYHORSHG DPRQJ
LQGXVWULHV E\ WKH .HLGDQUHQ�

7KH ,QGXVWU\ DQG (QYLURQPHQW 9LVLRQ� LQVWLWXWHG E\ 0,7,� KDV SOD\HG DQG ZLOO FRQWLQXH WR WDNH
DQ LPSRUWDQW UROH LQ VKRZLQJ WKH IXWXUH GLUHFWLRQ IRU HQYLURQPHQWDO SROLF\�PDNLQJ IRU WKH
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-DSDQHVH *RYHUQPHQW� ,W ZDV LQVWUXPHQWDO LQ SURPRWLQJ YROXQWDU\ DFWLRQV DPRQJ LQGXVWULHV WR
LQFRUSRUDWH HQYLURQPHQWDO FRQFHUQV LQWR WKHLU EXVLQHVV DFWLYLWLHV� ,W LV 0,7,·V LQWHQWLRQ WR
UHLQIRUFH LWV HIIRUWV WR SURPRWH WKH LQFRUSRUDWLRQ RI HQYLURQPHQW FRQFHUQ LQ LQGXVWULHV� DQG WR
HQFRXUDJH LQWHU�LQGXVWU\ FRRSHUDWLRQ� IRFXVHG RQ SURGXFW OLIH�F\FOH� WKURXJK D FRPSUHKHQVLYH
SDFNDJH RI HQYLURQPHQWDO SROLFLHV�

  

-RXUQDOLVW /DZUHQFH -� 6SHHU FRYHUHG (&2 �� DQG ZURWH DERXW WKH $UJHQWLQH &DPSDQD�=DUDWH
3URMHFW� DQ H[DPSOH RI D SDUWQHUVKLS EHWZHHQ JRYHUQPHQWV DQG LQGXVWU\� LQ ,QWHUQDWLRQDO
(QYLURQPHQW 5HSRUWHU� 0DUFK �� ����� .H\ SRLQWV DUH VXPPDULVHG EHORZ�

7KH�&DPSDQD�=DUDWH�HQYLURQPHQWDO�FDUH�DJUHHPHQW�LQ�$UJHQWLQD

E\ /DZUHQFH -� 6SHHU

,Q $UJHQWLQD� ZKHUH HQYLURQPHQWDO SULRULWLHV DUH SDUWLFXODUO\ IRFXVHG RQ DLU DQG ZDWHU SROOXWLRQ
LQ WKH PDLQ PHWURSROLWDQ DUHDV DQG LQGXVWULDO ZDVWH WUHDWPHQW DQG GLVSRVDO� D QHZ FRRSHUDWLYH
SURMHFW EHWZHHQ LQGXVWULDOLVWV DQG ORFDO JRYHUQPHQW LQ DQ LQGXVWULDO DUHD QRUWK RI %XHQRV $LUHV
PD\ SURYLGH WKH IXWXUH PRGHO IRU VHOI�UHJXODWLRQ�

7KH &DPSDQD�=DUDWH �&=� 3URMHFW LV D YROXQWDU\ SULYDWH VHFWRU LQLWLDWLYH WR LQFRUSRUDWH
VXVWDLQDEOH GHYHORSPHQW SULQFLSOHV LQWR LQGXVWULDO SROLF\ DFURVV WKH UHJLRQ� ZKLFK LV KRPH WR
VRPH ������� SHRSOH� DFFRUGLQJ WR -XOLR *DUFLD 9HODVFR� HQYLURQPHQW DQG WHFKQRORJ\ GLUHFWRU RI
WKH PXOWLQDWLRQDO 7HFKLQW *URXS� �*DUFLD 9HODVFR SUHVHQWHG KLV SURMHFW DW (&2 ����

7HFKLQW *URXS� ZKLFK RSHUDWHV D VWHHO IDFWRU\ LQ WKH UHJLRQ� LV D IRXQGLQJ PHPEHU RI WKH &=
3URMHFW� ZKLFK KDV �� PDMRU LQGXVWULDO PHPEHUV� LQFOXGLQJ FKHPLFDOV SURGXFHUV DQG UHILQHULHV�
7KH SURMHFW UXQV DQ HQYLURQPHQWDO UHVRXUFHV DQG SODQQLQJ FHQWUH� ZKLFK KDV FRQGXFWHG
WHFKQLFDO VWXGLHV RQ DLU DQG ZDWHU SROOXWLRQ� QRLVH PHDVXUHPHQW� DQG SRWHQWLDO LPSDFWV RI QHZ
IDFWRU\ LQVWDOODWLRQV�

,Q ����� WKH &= 3URMHFW PDGH D PDMRU VWHS WRZDUGV VHOI�UHJXODWLRQ ZLWK WKH GUDIWLQJ RI DQ
(QYLURQPHQWDO &DUH $JUHHPHQW� FRPPLWWLQJ PHPEHUV WR SHUPDQHQW LPSDFW PLQLPLVDWLRQ�
FRPSOLDQFH ZLWK DOO HQYLURQPHQWDO ODZV� RSHQ FRPPXQLFDWLRQV SROLFLHV� DQG FRRSHUDWLRQ ZLWK
JRYHUQPHQW LQ SROLF\�PDNLQJ DQG FRQWURO�

7RGD\� WKH SURMHFW PHPEHUV KRSH ¶WR PDNH WKH VHOI�UHJXODWRU\ DSSURDFK D UHDOLW\ LQ $UJHQWLQD�·
*DUFLD 9HODVFR VDLG� DGGLQJ WKDW ¶LPSOHPHQWDWLRQ RI ,62 ����� LV D PDMRU SDUW RI WKLV HIIRUW�·

$OWKRXJK WKH JRYHUQPHQW KDV PDGH PRYHV WRZDUGV VLPSOLILFDWLRQ� &= 3URMHFW PHPEHUV PDLQWDLQ
WKDW D ODFN RI FRRUGLQDWLRQ DPRQJ WKH YDULRXV OHYHOV RI JRYHUQPHQW FUHDWHV SUREOHPV GHDOLQJ ZLWK
DQ HQYLURQPHQWDO FRGH WKDW UHPDLQV ERWK FRQIXVLQJ DQG FRQWUDGLFWRU\� 7KH PXOWLSOH FRPSOLDQFH
FKHFNV GHPDQGHG E\ D KRVW RI UHJXODWRU\ DJHQFLHV DUH FRVWO\� ERWK LQ WHUPV RI SDSHUZRUN DQG
HPSOR\HH WLPH� *DUFLD 9HODVFR VDLG� DQG FRXOG EH HOLPLQDWHG XQGHU D VHOI�UHJXODWRU\ IUDPHZRUN�
$PRQJ WKH SRLQWV &= 3URMHFW PHPEHUV KRSH WR QHJRWLDWH ZLWK WKH $UJHQWLQH JRYHUQPHQW LV WKH
LQFRUSRUDWLRQ RI D VLQJOH UHJXODWRU\ FRPSOLDQFH LQVSHFWLRQ IRU ,62 ������FHUWLILHG ILUPV�

  

7KH SURSRVHG ERRN RI SDSHUV DQG SURFHHGLQJV RI WKH (&2 �� DQG (&2 �� &RQIHUHQFHV ZLOO
LQFOXGH RWKHU FKDSWHUV RQ 3DUWQHUVKLSV EHWZHHQ %XVLQHVV DQG 6WDNHKROGHUV �H�J� ZLWK VXSSOLHUV�
FXVWRPHUV� HPSOR\HHV DQG WKH ILQDQFLDO FRPPXQLW\�� SDUWQHUVKLSV ZLWKLQ FRPPXQLWLHV� DQG
SDUWQHUVKLSV EHWZHHQ UHVHDUFKHUV DQG XVHUV�
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3DUW��� 7RROV�IRU�FKDQJH

3ROLF\ SDFNDJHV RI WD[HV�VXEVLG\ UHIRUP� UHJXODWLRQV� YROXQWDU\ DJUHHPHQWV� ¶ULJKW WR NQRZ·
LQLWLDWLYHV DQG JRYHUQPHQW SXUFKDVLQJ� DUH MXVW VRPH RI WKH WRROV IRU FKDQJH WKDW DUH EHLQJ XVHG
WR KHOS DFKLHYH VXVWDLQDELOLW\�

1HDUO\ WZHQW\ \HDUV DJR� WKH 2(&'·V HQYLURQPHQW GLUHFWRUDWH LQWURGXFHG WKH SROOXWHU�SD\V
SULQFLSOH LQWR WKH GHEDWH� DQG VLQFH WKHQ WKH GLUHFWRUDWH KDV FRQWLQXHG WR FRQGXFW UHVHDUFK RQ
VWUDWHJLHV IRU LQWHJUDWLQJ HQYLURQPHQWDO FRQFHUQV LQWR WKH HFRQRPLHV RI WKH ZRUOG� ,Q ZRUNLQJ
IRU DOO PHPEHU FRXQWULHV ² WKH FOXE RI GHYHORSHG QDWLRQV ² WKH 2(&' GRHV DQ DQDO\VLV DQG
HYDOXDWLRQ RI WKH HQYLURQPHQWDO SROLFLHV RI HDFK FRXQWU\� OHDGLQJ WKH ZD\ LQ LWV UROH DV GLVSHQVHU
RI UDWLRQDO ZLVGRP� )ROORZLQJ DUH H[FHUSWV IURP D WDON E\ %LOO /RQJ �2(&' 'LUHFWRU RI
(QYLURQPHQW DW WKH WLPH RI (&2 ��� RQ WRROV DQG VWUDWHJLHV IRU HQYLURQPHQWDO PDQDJHPHQW�

$Q�RYHUYLHZ�RI�WRROV�DQG�VWUDWHJLHV
IRU�HQYLURQPHQWDO�PDQDJHPHQW

E\ %LOO /� /RQJ

7KH WRROV RI HQYLURQPHQWDO PDQDJHPHQW KDYH HYROYHG YHU\ UDSLGO\ RYHU �� \HDUV� DQG WRGD\
SROLF\PDNHUV KDYH DW WKHLU GLVSRVDO DQ H[WHQVLYH DUVHQDO RI VWUDWHJLF DQG WHFKQLFDO LQVWUXPHQWV�
)XUWKHU� WKH SDFH RI FKDQJH LV DFFHOHUDWLQJ ��� IRU WKHUH LV XQGHU ZD\ LQ 2(&' FRXQWULHV ZKDW
DPRXQWV WR D ODUJH H[SHULPHQW WR GHYHORS D ¶QH[W JHQHUDWLRQ· RI PDQDJHPHQW WRROV WR FRSH ZLWK
D QHZ JHQHUDWLRQ RI HQYLURQPHQWDO FKDOOHQJHV�

7R PDNH VRPH JHQHUDO REVHUYDWLRQV DW WKH RXWVHW�

• LQWHUHVW DQG DFWLYLW\ KDV VKLIWHG PDUNHGO\ LQ UHFHQW \HDUV

• LQ PRVW FDVHV� LQGLYLGXDO SROLF\ LQVWUXPHQWV DUH EHLQJ XVHG LQ FRPELQDWLRQ� DQG PDQ\
¶K\EULGV· DUH HYLGHQW�

• WKH FKRLFH RI LQVWUXPHQWV IRU FRPPRQ SUREOHPV LV OLNHO\ WR YDU\ TXLWH PDUNHGO\ IURP
FRXQWU\ WR FRXQWU\�

7DNHQ WRJHWKHU� WKHVH WRROV IRU HQYLURQPHQWDO PDQDJHPHQW ² DV DSSOLHG ZLWKLQ D PDUNHW
HFRQRP\ ² KDYH D QXPEHU RI LQWHUUHODWHG REMHFWLYHV�

− WR JHW WKH SULFHV ULJKW �DQG VHQG WKH ULJKW SULFH VLJQDOV WR WKH PDUNHW� ² WR VWLPXODWH
WHFKQRORJLFDO LQQRYDWLRQ DQG GLIIXVLRQ

− WR FKDQJH EHKDYLRXU

− WR EHWWHU LQIRUP WKH ¶EX\HUV· DQG ¶VHOOHUV· RI JRRGV DQG VHUYLFHV DERXW HQYLURQPHQWDO
FRVWV DQG EHQHILWV�

5HJDUGLQJ WKH RIW�TXRWHG SROLF\ REMHFWLYH RI FKDQJLQJ EHKDYLRXU� ZH PLJKW FRQVLGHU IRU D
PRPHQW WKH TXHVWLRQ� ¶:KRVH EHKDYLRXU DUH ZH WU\LQJ WR FKDQJH"· 7KHUH DUH� LQ IDFW� D UDQJH RI
¶DFWRUV· WKDW HQYLURQPHQWDO PDQDJHPHQW WRROV LQIOXHQFH ��� HLWKHU GLUHFWO\ RU LQGLUHFWO\� , ZLOO
VLPSO\ QRWH WKH KLJK GHJUHH RI DWWHQWLRQ EHLQJ SDLG DW WKH PRPHQW WR WKH VR�FDOOHG ¶JUHHQLQJ RI
JRYHUQPHQW·� SDUWLFXODUO\ ZLWK UHVSHFW WR SURFXUHPHQW SROLFLHV DQG RSHUDWLRQ RI IDFLOLWLHV� DQG
DOVR WR WKH LQWHUQDWLRQDO LPSOLFDWLRQV RI WKH HQYLURQPHQWDO SROLF\ WRROV EHLQJ LQWURGXFHG DW WKH
GRPHVWLF OHYHO�
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6LQFH WKH HDUO\ ����V� WKH HYROXWLRQ LQ WKH FKRLFH DQG GHVLJQ RI HQYLURQPHQWDO PDQDJHPHQW
WRROV KDV EHHQ VWULNLQJ� 7KLV HYROXWLRQ LV D UHIOHFWLRQ RI ���

− WKH FKDQJLQJ QDWXUH RI HQYLURQPHQWDO PDQDJHPHQW SULRULWLHV�

− WKH QHHG IRU SROLF\PDNHUV WR DFKLHYH JUHDWHU HFRQRPLF HIILFLHQF\ LQ WKH SXUVXLW RI
HQYLURQPHQWDO REMHFWLYHV�

− WKH QHHG WR DYRLG DQG HOLPLQDWH FRQIOLFWV EHWZHHQ HFRQRPLF DQG HQYLURQPHQWDO SROLFLHV�
DQG

− WKH H[SHULHQFHV �JRRG DQG EDG� RI JRYHUQPHQW DQG LQGXVWU\ LQ HQYLURQPHQWDO
PDQDJHPHQW RYHU VRPH WKUHH GHFDGHV�

6HYHUDO \HDUV DJR� D &(2 RI D ODUJH PXOWLQDWLRQDO FRUSRUDWLRQ GHVFULEHG WKH FKDQJHV DV WKH ¶�
'V·. +H REVHUYHG WKDW� LQ WKH ����V� WKH ¶'· UHSUHVHQWHG LQGXVWU\·V GHQLDO WKDW LW ZDV WKH YLOODLQ
DV LW UHVLVWHG JRYHUQPHQW SUHVVXUHV WR FKDQJH� LQ WKH ����V� WKH ¶'· VWRRG IRU GDWD� ZLWK
JRYHUQPHQW DQG LQGXVWU\ EDWWOLQJ RYHU ZKRVH GDWD ZDV EHWWHU� DV D EDVLV IRU GHFLGLQJ KRZ PXFK
FKDQJH ZDV QHFHVVDU\ DQG ZKDW WRROV WR XVH� EXW « LQ WKH O���V� WKH ¶'· VWDQGV IRU GLDORJXH� ZLWK
LQGXVWU\ DQG JRYHUQPHQW DJUHHLQJ WKDW LW LV EHWWHU WR ZRUN WRJHWKHU� WKDQ WR ILJKW DSDUW� 6RPH
PLJKW DUJXH WKDW WKLV LV DQ RYHUO\ RSWLPLVWLF YLHZ RI WKH FXUUHQW VLWXDWLRQ� EXW LW GRHV� LQ P\ YLHZ�
GHVFULEH TXLWH DFFXUDWHO\ DQ HQFRXUDJLQJ JHQHUDO WUHQG WRZDUGV HIIHFWLYH LQGXVWU\�JRYHUQPHQW
¶SDUWQHUVKLSV·�

,W LV LPSRUWDQW WR H[DPLQH VRPH RI WKH GHWDLOV RI WKLV FKDQJLQJ SDQRUDPD� )RU WKLV SXUSRVH LW LV
XVHIXO WR FRQVLGHU ZKDW KDV KDSSHQHG RYHU WKH \HDUV ZLWK HQYLURQPHQWDO UHJXODWLRQ ���

JRYHUQPHQW ¶FRPPDQG�DQG�FRQWURO· VWUDWHJLHV� 5HJXODWLRQ LV ZRUWK ORRNLQJ DW IRU DW OHDVW WKUHH
UHDVRQV� ��� LW ZDV WKH ILUVW WRRO HPSOR\HG E\ 2(&' FRXQWULHV DV WKH\ DGGUHVVHG HQYLURQPHQWDO
LVVXHV LQ ODWH ����V� ��� UHJXODWLRQ FRQWLQXHV WR IRUP WKH EHGURFN RI HQYLURQPHQWDO PDQDJHPHQW
�� DQG ZLOO OLNHO\ GR VR ZHOO LQWR WKH IXWXUH� DQG ��� UHIRUP RI JRYHUQPHQW UHJXODWLRQ DFURVV DOO
VHFWRUV LV D FXUUHQW SUHRFFXSDWLRQ RI YLUWXDOO\ DOO 2(&' c RXQWULHV�

5HJXODWLRQ ZDV WKH QDWXUDO WRRO IRU SROLF\PDNHUV WR JUDVS ZKHQ HQYLURQPHQWDO SUREOHPV EHJDQ
WR FRPPDQG DWWHQWLRQ LQ WKH ODWH ����V� 7KLV ZDV D WLPH RI UHVSRQGLQJ WR FULVHV� SHVWLFLGH
FRQWDPLQDWLRQ RI ZLOGOLIH� KLJKO\�SXEOLFLVHG PDULQH RLO VSLOOV� ¶NLOOHU· VPRJ LQFLGHQWV LQ /RQGRQ
DQG 3LWWVEXUJK� DQG UHSRUWV RI ¶G\LQJ· ODNHV DQG ULYHUV IURP LQGXVWULDO ZDVWHV� 2(&'
JRYHUQPHQWV� RSHUDWLQJ LQ D FULVLV PDQDJHPHQW PHQWDOLW\� WXUQHG WR FRPPDQG�DQG�FRQWURO
VWUDWHJLHV DQG SROLF\ LQVWUXPHQWV ZKLFK WKH\ MXGJHG WR EH TXLFN DQG VXUH�

$WWDFNLQJ HQYLURQPHQWDO SROOXWLRQ DQG UHVRXUFH GHJUDGDWLRQ ZDV DOVR SHUFHLYHG LQ OHJDOLVWLF

WHUPV ² DV D ¶FULPH DQG SXQLVKPHQW· XQGHUWDNLQJ� 7RGD\� WKH PHQWDOLW\ LV PRUH LQFOLQHG WRZDUGV
DFKLHYLQJ DQ HIILFLHQW DQG HTXLWDEOH EDODQFLQJ RI QDWLRQDO HFRQRPLF DQG HQYLURQPHQWDO SROLFLHV�

1RQHWKHOHVV� IRU WKUHH GHFDGHV� D UXOH�EDVHG� UHJXODWRU\ DSSURDFK WR HQYLURQPHQWDO
PDQDJHPHQW KDV SHUYDGHG DQG SHUVLVWHG� 7KLV LV� LQ SDUW� EHFDXVH UHJXODWRU\ DSSURDFKHV KDYH
FHUWDLQ LQWULQVLF VWUHQJWKV� LQ SDUW EHFDXVH HDFK DOWHUQDWLYH WR UHJXODWLRQ KDV LWV RZQ ZHDNQHVVHV�
DQG� LQ SDUW� EHFDXVH RI JRYHUQPHQW LQHUWLD� ,QGXVWU\ VXSSRUW IRU UHJXODWLRQ KDV EHHQ XQHYHQ�
6RPH ODUJH ILUPV KDYH IRXQG WKDW UHJXODWLRQ SURYLGHV JRRG RSSRUWXQLWLHV IRU EDUJDLQLQJ DQG
QHJRWLDWLRQ� DQG RWKHUV KDYH VHQVHG WKDW LW FDQ EH D YHKLFOH WR LQFUHDVH PDUNHW VKDUHV LI WKH\ FDQ
JHW UHJXODWRUV WR IDYRXU WKHLU DSSURDFKHV RU WHFKQRORJLHV �¶UHJXODWRU\ FDSWXUH·��

,Q WKH ����V� ILUVW�JHQHUDWLRQ HQYLURQPHQWDO UHJXODWLRQ IRFXVHG RQ UHPHGLDWLRQ ��� DQG RQ

FRUUHFWLQJ SDVW ¶ZURQJV· WKDW SRVHG ULVNV WR KXPDQ KHDOWK DQG ZHUH GHJUDGLQJ WKH TXDOLW\ RI DLU�
ZDWHU DQG ODQG UHVRXUFHV� ,QGXVWU\ ZDV SHUFHLYHG DV WKH YLOODLQ� ZLWK PRVW UHJXODWLRQV WDUJHWHG DW
SROOXWLRQ DQG ZDVWHV HPDQDWLQJ IURP IL[HG LQGXVWULDO LQVWDOODWLRQV�

%\ WKH HDUO\ ����V� JRYHUQPHQWV ZHUH EHJLQQLQJ WR JHW D JULS RQ WKH WUDGLWLRQDO VRXUFHV RI
SROOXWLRQ ² HQYLURQPHQWDO ¶LQVXOWV· WKDW FRXOG EH VHHQ� VPHOOHG RU KHDUG� $W WKH VDPH WLPH�
UHJXODWRUV ZHUH FRPLQJ WR VKDUH LQGXVWU\·V FRPSODLQWV DERXW WKH VWLIOLQJ ¶FXPXODWLYH LPSDFW· RI
WKH FRPPDQG DQG FRQWURO DSSURDFK� 3URWHVWV ZHUH KHDUG DERXW ERWK WKH UDSLG H[SDQVLRQ LQ WKH
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QXPEHU RI UHJXODWLRQV DQG WKHLU JURZLQJ FRPSOH[LW\� $QG� LQ SDUWLFXODU� UHJXODWLRQV ZHUH
VSULQJLQJ XS LQ DQ XQFRRUGLQDWHG IDVKLRQ IURP LQGHSHQGHQW DLU� ZDWHU DQG VROLG ZDVWH GLYLVLRQV
RI WKH VDPH QDWLRQDO HQYLURQPHQW DJHQFLHV�

%\ WKH PLG�����V� ¶UHIRUP· ² DLPHG DW UDWLRQDOLVLQJ DQG LPSURYLQJ UHJXODWRU\ PDFKLQHU\ DQG
SURFHGXUHV ² ZDV XQGHU ZD\ LQ PDQ\ 2(&' FRXQWULHV� 2QH RI WKH JRDOV �RQH WKDW FRQWLQXHV WR
UHFHLYH DWWHQWLRQ� ZDV WR FRPSUHVV DQG VWUHDPOLQH UHJXODWLRQV LQ RUGHU WR UHGXFH WKH
DGPLQLVWUDWLYH EXUGHQ DQG RWKHU FRVWV WR LQGXVWU\�

$ VHFRQG PDMRU JRDO RI UHJXODWRU\ UHIRUP LQ WKH ����V ZDV WR GHVLJQ D ¶QH[W JHQHUDWLRQ· RI SROLF\
WRROV� 7KHVH ZHUH QHHGHG�

− WR PDQDJH SROOXWDQWV WKDW H[LVWLQJ OHJLVODWLRQ ZDV MXVW WUDQVIHUULQJ IURP RQH PHGLXP
WR DQRWKHU �UHTXLULQJ QHZ LQWHJUDWHG� PXOWLPHGLD VWUDWHJLHV��

− WR LQIOXHQFH LQGXVWU\ WR PRYH DZD\ IURP HQG�RI�WKH�SLSH FDSWXUH RI SROOXWDQWV LQ
IDYRXU RI UHGXFWLRQ�DW�WKH�VRXUFH� ¶SUHYHQWDWLYH·� PDQXIDFWXULQJ SURFHVVHV� DQG

− WR FRSH ZLWK ZLGHO\ GLVSHUVHG QRQ�SRLQW VRXUFHV RI SROOXWLRQ �H�J�� DJULFXOWXUDO UXQRII�
HQYLURQPHQWDO LPSDFWV RI WUDQVSRUWDWLRQ V\VWHPV��

7KXV� E\ WKH PLG�����V� HQYLURQPHQWDO UHJXODWRUV ZHUH VKRZLQJ VWURQJHU LQWHUHVW LQ XVLQJ
PDUNHW�EDVHG VWUDWHJLHV DQG WRROV ² WR LPSURYH HFRQRPLF HIILFLHQF\ DQG HQYLURQPHQWDO
HIIHFWLYHQHVV� DQG WR SURPRWH WHFKQRORJLFDO LQQRYDWLRQ�

7KH QHHG WR PRGLI\ UHJXODWRU\ DSSURDFKHV� DQG WR ILQG QHZ WRROV IRU QHZ FKDOOHQJHV� ZDV
UHLQIRUFHG LQ WKH VHFRQG KDOI RI WKH ����V DV FRQFHUQ JUHZ RYHU JOREDO�VFDOH HQYLURQPHQWDO
WKUHDWV� VSHFLILFDOO\ VWUDWRVSKHULF R]RQH GHSOHWLRQ DQG FOLPDWH FKDQJH� $QG� DW WKH VDPH WLPH�
HQYLURQPHQWDO SROLF\PDNHUV ZHUH EHLQJ FKDOOHQJHG DJJUHVVLYHO\ E\ HFRQRPLF LQWHUHVWV ² LQ
JRYHUQPHQW� DQG LQ LQGXVWU\� WR WDNH EHWWHU DFFRXQW RI WKH HFRQRPLF FRQVHTXHQFHV RI
HQYLURQPHQWDO SROLF\ PHDVXUHV IRU WUDGH� FRPSHWLWLYHQHVV� LQYHVWPHQW DQG HPSOR\PHQW�

7KLV EHJDQ WR GHILQH WKH LQWHUQDWLRQDO GLPHQVLRQ RI HQYLURQPHQWDO SROLF\PDNLQJ� ZKLFK
LQFOXGHV D FRQWLQXLQJ TXHVW WR ¶KDUPRQLVH· DQG RWKHUZLVH FRRUGLQDWH HQYLURQPHQWDO SROLF\ WRROV
DW UHJLRQDO DQG JOREDO OHYHOV�

7KURXJK WKH GHFDGH RI WKH ¶��V�JRYHUQPHQW HIIRUWV WR LPSURYH WKH TXDOLW\ RI HQYLURQPHQWDO
UHJXODWLRQ� DQG WR ILQG QHZ PDQDJHPHQW WRROV� KDV DFFHOHUDWHG� 7KLV LV SDUWLDOO\ GXH WR
FRQWLQXLQJ SUHVVXUH IURP LQGXVWU\ IRU UHJXODWRU\ UHOLHI LQ D SHULRG RI ZLGHVSUHDG EXGJHW GHILFLWV
DQG LQWHQVLI\LQJ LQWHUQDWLRQDO FRPSHWLWLRQ� ,QGXVWU\ FOHDUO\ KDV IRXQG D PRUH UHFHSWLYH DXGLHQFH
LQ WKLV FOLPDWH WKDQ LQ HDUOLHU \HDUV�

7RGD\� HQYLURQPHQW SROLF\PDNHUV LQ 2(&' JRYHUQPHQWV DUH XQGHU KHDY\ SUHVVXUH WR
GHPRQVWUDWH ² WR LQGXVWU\� WR HFRQRPLF FRXQWHUSDUWV LQ RWKHU PLQLVWULHV� DQG WR WKH JHQHUDO
SXEOLF ² WKDW WKHLU SROLFLHV DUH HIILFLHQW DQG ¶GHOLYHULQJ YDOXH IRU PRQH\·�

7KH SUHVVXUH WR ILQG QHZ PDQDJHPHQW WRROV DOVR FRPHV IURP UHFRJQLWLRQ WKDW WKH HQYLURQPHQWDO
FKDOOHQJHV RI WKH IXWXUH DUH OLNHO\ WR EH PXFK PRUH GLIILFXOW WKDQ LQ WKH SDVW� 7KH FRVWV RI
FOHDQLQJ WKH DLU DQG ZDWHU FRQWLQXH WR ULVH� )XUWKHU� WKH LQWHUQDWLRQDO HFRQRPLF �DQG SROLWLFDO�
LPSDFWV RI HQYLURQPHQWDO SURWHFWLRQ PHDVXUHV DUH OLNHO\ WR EHFRPH PRUH FRQVHTXHQWLDO LQ WKLV
¶DJH RI JOREDOLVDWLRQ·� %HDULQJ WHVWLPRQ\ WR WKLV DUH WKH FRQFHUQV WKDW GHYHORSLQJ FRXQWULHV DUH
YRLFLQJ DERXW UHDO RU SHUFHLYHG HFRQRPLF FRQVHTXHQFHV �IRU WKHP� RI 2(&' FRXQWU\ HFR�WD[HV�
HFR�ODEHOV RQ WUDGHG SURGXFWV� DQG HPHUJLQJ SROLFLHV WR GHDO ZLWK FOLPDWH FKDQJH�

$V WKH GHFDGH RI WKH ����V FRPHV WR D FORVH� HQYLURQPHQWDO SROLF\PDNLQJ ² DQG WKH WRROV WR
LPSOHPHQW LW ² LV LQ D GLVWLQFWLYH� DQG G\QDPLF� WKLUG JHQHUDWLRQ�

*RYHUQPHQW HIIRUWV DUH PRYLQJ GRZQ WKUHH WUDFNV� )LUVW� VWUHDPOLQLQJ DQG XSJUDGLQJ RI WKH
TXDOLW\ RI H[LVWLQJ UHJXODWLRQV LV UHFHLYLQJ KLJK SULRULW\� 7KH VHFRQG WUDFN LQYROYHV DQ LQWHQVLYH
VHDUFK IRU QRQ�UHJXODWRU\ DOWHUQDWLYHV ² ZLWK D IRFXV RQ XWLOLVLQJ PDUNHW�EDVHG LQFHQWLYHV�
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YROXQWDU\ PHDVXUHV DQG H[SDQGHG LQIRUPDWLRQ DERXW HQYLURQPHQWDO ULVN WR EULQJ DERXW
FKDQJHV LQ HQYLURQPHQWDOO\�GDPDJLQJ SURFHVVHV DQG EHKDYLRXU� 7KH WKLUG WUDFN LQYROYHV D
VHDUFK IRU WKH EHVW PL[HV RI SROLF\ LQVWUXPHQWV IRU GHDOLQJ ZLWK SDUWLFXODU SUREOHPV �L�H��
FRPPDQG�DQG�FRQWURO LQVWUXPHQWV XVHG LQ FRPELQDWLRQ ZLWK HFRQRPLF LQVWUXPHQWV DQG
YROXQWDU\ DSSURDFKHV��

([SHULHQFH JDLQHG RYHU WKUHH GHFDGHV LQGLFDWHV WKDW WKHUH DUH IHZ FRPPRQ VROXWLRQV WR
HQYLURQPHQWDO SUREOHPV ��� DQG FHUWDLQO\ QR ¶VLOYHU EXOOHWV·� 7KH ¶FRUUHFW· SROLF\ WRRO GHSHQGV
KHDYLO\ XSRQ QDWLRQDO FXOWXUHV� SXEOLF DWWLWXGHV DERXW HQYLURQPHQWDO WKUHDWV� OHJLVODWLYH DQG
DGPLQLVWUDWLYH VWUXFWXUHV� DQG RWKHU FKDUDFWHULVWLFV WKDW FDQ YDU\ ZLGHO\ IURP FRXQW\ WR FRXQWU\�
)RU H[DPSOH� ZK\ LV LW WKDW $XVWULD DQG 6ZLW]HUODQG FDQ DSSO\ WKH VDPH OHYHO RI ¶HFR�WD[· WR
IHUWLOLVHUV DQG SHVWLFLGHV WR GHFUHDVH WKHLU XVH DQG JHW VWULNLQJO\ GLIIHUHQW UHVXOWV" �7KH DQVZHU LQ
WKLV FDVH VHHPV WR EH WKH DVVRFLDWLRQ RI DQ DJJUHVVLYH SXEOLF LQIRUPDWLRQ FDPSDLJQ LQ RQH RI WKH
FRXQWULHV��

$Q LPSRUWDQW IDFWRU LQ WKH HYROXWLRQ RI HQYLURQPHQWDO PDQDJHPHQW WRROV LQ WKH ODWH ����V LV WKH
HQKDQFHG UHSXWDWLRQ WKDW LQGXVWU\ HQMR\V DV D SRVLWLYH IRUFH IRU HQYLURQPHQWDO LPSURYHPHQW�
7KLV UHVXOWV IURP LQFUHDVHG SXEOLF DFFHSWDQFH RI LQGXVWU\·V PHVVDJH WKDW LW LV SRVVLEOH WR EH ERWK
¶FOHDQ DQG SURILWDEOH·� ([DPSOHV DUH JURZLQJ RI FRPSDQLHV ZKLFK KDYH WXUQHG WKH QHFHVVLW\ RI
LPSURYLQJ WKHLU HQYLURQPHQWDO SHUIRUPDQFH LQWR D SURILWDEOH YLUWXH� UHWKLQNLQJ WKHLU SURFHVVHV
DQG SURGXFWV� DQG FRPLQJ XS ZLWK VROXWLRQV WKDW KDYH QRW RQO\ EHQHILWHG WKH HQYLURQPHQW EXW
DOVR LPSURYHG WKHLU SURGXFWV� VDOHV DQG UDZ PDWHULDO FRQVXPSWLRQ�

7KLV KDV RSHQHG XS DQ DUUD\ RI QHZ RSSRUWXQLWLHV IRU JRYHUQPHQW SROLF\PDNHUV� 3URPLQHQW
DPRQJ WKHP LV WKH SRVVLELOLW\ RI HQWHULQJ LQWR YROXQWDU\ DJUHHPHQWV ZLWK LQGXVWU\� ZLWK D PXFK
EHWWHU OLNHOLKRRG RI JDLQLQJ SXEOLF VXSSRUW� 7KLV LV DOORZLQJ UHJXODWRUV WR VKLIW WKHLU DWWHQWLRQ
IURP WKH HQYLURQPHQWDO OHDGHUV LQ LQGXVWU\ �LQYDULDEO\ WKH ODUJHU ILUPV�� DQG WR IRFXV PRUH RQ
VWLPXODWLQJ DQG DVVLVWLQJ LPSURYHG HQYLURQPHQWDO SHUIRUPDQFH E\ PHGLXP DQG VPDOO�VL]H

ILUPV�

7R WKLV SRLQW , KDYH SDLQWHG D EURDG SDQRUDPLF YLHZ RI HQYLURQPHQW SROLF\ WRROV� DQG KDYH
WUDFHG WKHLU JHQHUDO HYROXWLRQ VLQFH WKH ODWH ����V� XVLQJ FKDQJLQJ DWWLWXGHV WRZDUGV JRYHUQPHQW
UHJXODWLRQ DV WKH SULQFLSDO UHIHUHQFH SRLQW�

, QRZ SURSRVH WR DGGUHVV WKH DOWHUQDWLYHV DQG FRPSOHPHQWV WR UHJXODWLRQ ��� DQG WKHQ WR
FRQFOXGH E\ UHIHUULQJ WR VHYHUDO VSHFLILF DSSOLFDWLRQV RI HQYLURQPHQWDO SROLF\ WRROV ZKLFK
KLJKOLJKW FXUUHQW DWWLWXGHV DQG GLUHFWLRQV�

(FRQRPLF LQVWUXPHQWV

2(&' VXUYH\V LQGLFDWH WKDW� DPRQJ WKH DUUD\ RI PDUNHW�EDVHG WRROV IRU HQYLURQPHQWDO
PDQDJHPHQW� WD[HV� FKDUJHV DQG GHSRVLW�UHIXQG V\VWHPV DUH LQ ZLGHVW XVH WRGD\ ² DQG WKHLU XVH
LV H[SDQGLQJ LQ RXU 0HPEHU FRXQWULHV� 6LJQLILFDQWO\� WKLV LV DOVR RFFXUULQJ EH\RQG WKH 2(&'
IDPLO\ RI QDWLRQV� $V RQH YHU\ QRWDEOH H[DPSOH� ODVW \HDU &KLQHVH DXWKRULWLHV DSSURDFKHG WKH
2(&' WR LQLWLDWH D GLDORJXH RQ WKH ¶XVH RI PDUNHW�EDVHG LQVWUXPHQWV IRU HQYLURQPHQWDO
PDQDJHPHQW· ��� DQG D SURJUDPPH RI FRRSHUDWLRQ ZLWK &KLQD LV QRZ XQGHU ZD\�

0DQ\ FUHDWLYH HIIRUWV WR DSSO\ HFRQRPLF LQVWUXPHQWV DUH XQGHU ZD\ LQ 2(&' FRXQWULHV� 7DNH� IRU
H[DPSOH� 2(&'·V QHZHVW 0HPEHU ��� 6RXWK .RUHD� 8QWLO ����� WKH VDOH RI ERWWOHG ZDWHU LQ .RUHD
ZDV LOOHJDO� DV WKH JRYHUQPHQW GLG QRW ZLVK WR DODUP WKH SXEOLF DERXW ZDWHU TXDOLW\� 1RZ� WKHUH LV
D ��� FKDUJH IRU SURGXFHUV DQG LPSRUWHUV RI ERWWOHG ZDWHU� ZLWK WKH UHYHQXHV DSSOLHG WR
JURXQGZDWHU DQG GULQNLQJ ZDWHU SURWHFWLRQ�

.RUHD KDV DOVR LQWURGXFHG D YROXPH�EDVHG FKDUJH IRU KRXVHKROG ZDVWH� &RQVXPHUV SXUFKDVH
SODVWLF ZDVWH GLVSRVDO EDJV IURP WKH JURFHU� DQG DUH WKHQ FKDUJHG RQ WKH EDVLV RI WKH QXPEHU RI
EDJV VHW RXW IRU FROOHFWLRQ� 5HFHQW GDWD LQGLFDWH WKDW XUEDQ KRXVHKROG ZDVWH KDV EHHQ UHGXFHG E\
���� DQG UHF\FOLQJ LQFUHDVHG E\ ���� ,QFUHDVHG EXUQLQJ RI ZDVWH E\ KRXVHKROGV KDV� KRZHYHU�
HPHUJHG DV D TXLWH VHULRXV DLU TXDOLW\ SUREOHP�
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7KHUH LV DOVR D WUHQG WRZDUGV WKH FUHDWLRQ RI PDUNHWV ² SDUWLFXODUO\ LQ WKH IRUP RI ¶SHUPLWV· �IRU
SROOXWLRQ UHOHDVHV RU IRU ILVK FDWFKHV� ZKLFK FDQ EH ERXJKW� VROG DQG WUDGHG DPRQJ YDULRXV
SDUWLHV� 7UDGHDEOH SHUPLWV DUH JHWWLQJ D ¶KDUG ORRN· DV D SRVVLEOH WRRO IRU FRSLQJ ZLWK FOLPDWH
FKDQJH RQ DQ LQWHUQDWLRQDO OHYHO� $V ZLWK RWKHU HFRQRPLF LQVWUXPHQWV� SHUPLWV FDQ SURYLGH
VWURQJ LQFHQWLYHV IRU SROOXWHUV DQG UHVRXUFH XVHUV WR LPSURYH WHFKQRORJ\ RQ D FRQWLQXLQJ EDVLV�

'HSRVLW�UHIXQG VFKHPHV ZHUH RULJLQDOO\ DSSOLHG WR UHWXUQDEOH ERWWOHV� DQG KDYH SURYHG WR EH
TXLWH HIIHFWLYH� :LWKLQ WKH SDVW ILYH \HDUV� WKH UHODWHG DQG PRUH H[SDQVLYH FRQFHSW NQRZQ DV
¶([WHQGHG 3URGXFHU 5HVSRQVLELOLW\· KDV EHJXQ WR WDNH KROG� 7KH SKLORVRSK\ LV WKDW WKH
PDQXIDFWXUHU VKRXOG EHDU UHVSRQVLELOLW\ IRU D EURDG UDQJH RI SURGXFWV IURP FUDGOH WR JUDYH ��� IRU
H[DPSOH� E\ UHFODLPLQJ FDUV� UHIULJHUDWRUV DQG RWKHU DSSOLDQFHV IURP FRQVXPHUV DIWHU WKH
SURGXFW·V XVHIXO OLIH� 7R FLWH .RUHD DJDLQ� XQGHU D V\VWHP LQWURGXFHG LQ ����� ERWK SURGXFHUV
DQG LPSRUWHUV RI FHUWDLQ SURGXFWV SD\ D GHSRVLW ZKLFK LV UHIXQGHG ZKHQ WKH SURGXFWV DUH
UHFODLPHG� *RYHUQPHQW ILJXUHV LQGLFDWH WKDW WKLV KDV UHVXOWHG LQ D ��� UHFRYHU\ RI XVHG WLUHV� D
��� UHFRYHU\ RI EDWWHULHV� D ��� UHFRYHU\ RI OXEULFDQWV� DQG DQ �� UHFRYHU\ RI EHYHUDJH
FRQWDLQHUV� 7KLV LV SUHVVXULQJ PDQXIDFWXUHUV ² LQ .RUHD DV ZHOO DV LQ RWKHU FRXQWULHV ² WR GHVLJQ
SURGXFWV ZLWK ORQJHU OLIHVSDQV� DQG�RU ZKLFK FDQ EH GLVDVVHPEOHG HDVLO\ IRU UHXVH RU UHF\FOLQJ� $W
WKH VDPH WLPH� WKH LQWHUQDWLRQDO WUDGH LPSOLFDWLRQV RI ([WHQGHG 3URGXFHU 5HVSRQVLELOLW\
VWUDWHJLHV KDV HPHUJHG WR EHFRPH D PDWWHU RI FRQVLGHUDEOH GHEDWH DQG DQDO\VLV�

,W LV QRWHZRUWK\ WKDW ² GHVSLWH WKHLU ZHOO�SXEOLFLVHG WKHRUHWLFDO DGYDQWDJHV RYHU FRPPDQG�DQG�
FRQWURO DSSURDFKHV ² WKH DSSOLFDWLRQ RI HFRQRPLF LQVWUXPHQWV IRU HQYLURQPHQWDO PDQDJHPHQW
KDV EHHQ UDWKHU VORZ LQ GHYHORSLQJ� 7KHVH DGYDQWDJHV LQFOXGH GHOLYHULQJ HQYLURQPHQWDO EHQHILWV
DW ORZHU FRVW� DQG SURYLGLQJ D FRQWLQXLQJ LQFHQWLYH IRU WHFKQRORJLFDO LQQRYDWLRQ �L�H�� WKHLU
¶G\QDPLF HIILFLHQF\· IXQFWLRQ�� 2QH RI WKH GLIILFXOWLHV WKH\ IDFH LV WKH SROLWLFDO UHDOLW\ WKDW ² XQOLNH
JRYHUQPHQW UHJXODWLRQ ² WKH FRVWV RI HFRQRPLF LQVWUXPHQWV �HVSHFLDOO\ FKDUJHV DQG WD[HV� DUH
VWULNLQJO\ YLVLEOH WR FRQVXPHUV DQG WR ILUPV� )XUWKHU� LQGXVWU\ RIWHQ H[SUHVVHV WKH FRQFHUQ WKDW
¶HFR�WD[HV· ZLOO PHUHO\ EH DGGLWLYH WR WKH UHJXODWRU\ FRPSOLDQFH FRVWV WKH\ IDFH� UDWKHU WKDQ D
VXEVWLWXWLRQ� DQG WKDW HQYLURQPHQWDO WD[HV WRR RIWHQ DUH XVHG E\ JRYHUQPHQW WR UDLVH QHZ JHQHUDO
UHYHQXH UDWKHU WKDQ WR DFKLHYH HQYLURQPHQWDO REMHFWLYHV�

7KLV DYHUVLRQ WR QHZ WD[HV KDV JLYHQ ULVH WR WKH FRQFHSW RI ¶JUHHQ WD[ UHIRUP· ² LQFOXGLQJ PDMRU
PRGLILFDWLRQ RI QDWLRQDO WD[ V\VWHPV ² ZKHUHE\ WKH ULVLQJ FRVWV RI HQYLURQPHQWDO SURWHFWLRQ �H�J��
WKURXJK QHZ WD[HV RQ SROOXWLRQ DQG UHVRXUFH FRQVXPSWLRQ� DUH RIIVHW E\ UHGXFHG WD[HV RQ ODERXU
DQG FDSLWDO� 6XFK ¶UHYHQXH QHXWUDO· DSSURDFKHV KDYH EHHQ �DQG DUH EHLQJ� VWXGLHG E\ KLJK�OHYHO
JRYHUQPHQW FRPPLVVLRQV LQ D QXPEHU RI 2(&' FRXQWULHV� QRWDEO\ 6ZHGHQ� 1HWKHUODQGV�
1RUZD\ DQG 'HQPDUN� 2(&' EHOLHYHV WKDW ILVFDO DQG HQYLURQPHQWDO SROLFLHV ERWK VKRXOG DQG
FDQ EH PDGH PXWXDOO\ UHLQIRUFLQJ�

&XUUHQW JRYHUQPHQW HIIRUWV WR UHIRUP PDUNHWV ² HVSHFLDOO\ WR UHGXFH VXEVLGLHV LQ WKH VHFWRUV RI
HQHUJ\� DJULFXOWXUH DQG WUDQVSRUW ² KDYH LPSRUWDQW LPSOLFDWLRQV IRU HQYLURQPHQWDO PDQDJHPHQW�
)RU H[DPSOH� SUHVVXUHV IRU JRYHUQPHQW UHJXODWLRQ VKRXOG OHVVHQ DV HOLPLQDWLRQ RI SURGXFWLRQ
VXEVLGLHV OHDGV WR UHGXFHG XVH RI SHVWLFLGHV DQG IHUWLOLVHUV� DQG GHFUHDVHG FXOWLYDWLRQ RI PDUJLQDO
ODQGV� $QG� WKH PRYH DZD\ IURP VXEVLGLVDWLRQ RI DJULFXOWXUDO SURGXFWLRQ WRZDUGV GLUHFW LQFRPH
VXSSRUW� DQG DJUL�HQYLURQPHQW SD\PHQWV� WR IDUPHUV �WR PDLQWDLQ WKH FRXQWU\VLGH DQG ZLOGOLIH� LV
DQRWKHU LPSOLFLW PDUNHW�EDVHG LQVWUXPHQW IRU HQYLURQPHQW PDQDJHPHQW�

2Q WKH RWKHU KDQG� PDUNHW OLEHUDOLVDWLRQ DQG UHJXODWRU\ UHIRUP KDYH WKH SRWHQWLDO WR H[DFHUEDWH
DQG FUHDWH HQYLURQPHQWDO SUREOHPV� )RU H[DPSOH� LQ WKH HQHUJ\ VHFWRU� GH�UHJXODWLRQ FRXOG
WULJJHU H[SDQGHG XVH RI ORZ�TXDOLW\ IRVVLO IXHOV� $QG� WKH LPSOLFDWLRQV IRU HQHUJ\ HIILFLHQF\
SURJUDPPHU� DQG IRU WKH H[SDQVLRQ RI UHQHZDEOH HQHUJ\� DUH XQFOHDU� ,Q OLJKW RI WKH KHDY\
SUHVVXUHV JRYHUQPHQWV DUH XQGHU WR OLEHUDOLVH PDUNHWV E\� LQWHU DOLD� GLVPDQWOLQJ UHJXODWRU\
VWUXFWXUHV� WKH SRVVLEOH HQYLURQPHQWDO FRVWV RI VXFK VWUDWHJLHV WR SURPRWH HFRQRPLF JURZWK QHHG
FORVH VFUXWLQ\�
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$Q 2(&' SDSHU EHLQJ SUHSDUHG IRU WKH -XQH ���� 6SHFLDO 6HVVLRQ RI WKH 81 *HQHUDO $VVHPEO\
RQ (QYLURQPHQW DQG 'HYHORSPHQW FRQWDLQV WKHVH FRQFOXVLRQV DERXW ¶HFRQRPLF LQVWUXPHQWV· DV
DSSOLHG LQ WKH ILHOG RI HQYLURQPHQW�

• %\ KDUQHVVLQJ WKH SRZHU RI WKH PDUNHW� HFRQRPLF LQVWUXPHQWV FRQWULEXWH WR WKH LQWHJUDWLRQ RI
HQYLURQPHQWDO FRQFHUQV LQWR HFRQRPLF SROLFLHV E\ EULQJ PDUNHW VLJQDOV FORVHU WR WKHLU VRFLDOO\
GHVLUDEOH OHYHOV ² D QHFHVVDU\ FRQGLWLRQ IRU VXVWDLQDEOH GHYHORSPHQW�

• (FRQRPLF LQVWUXPHQWV KDYH� WR GDWH� JHQHUDOO\ EHHQ LQWURGXFHG DV VXSSOHPHQWV WR UHJXODWLRQ�
ZLWK D YLHZ WR FROOHFWLQJ UHYHQXH� UDWKHU WKDQ WR FKDQJH WKH HQYLURQPHQWDO EHKDYLRXU RI
HFRQRPLF DJHQWV�

• 7KHUH FRQWLQXHV WR EH OLWWOH V\VWHPDWLF HYDOXDWLRQ RI WKH SHUIRUPDQFH RI HFRQRPLF LQVWUXPHQWV
RQ HQYLURQPHQWDO SROLF\� RU RI SROLF\ LQVWUXPHQWV PRUH JHQHUDOO\�

• $Q LPSRUWDQW HOHPHQW RI SURPRWLQJ VXVWDLQDEOH GHYHORSPHQW LV HQVXULQJ WKDW H[LVWLQJ
JRYHUQPHQW SROLFLHV GR QRW HQFRXUDJH XQVXVWDLQDEOH EHKDYLRXU� $ UHYLHZ RI H[LVWLQJ VXEVLG\
VFKHPHV DQG WD[HV WKDW VHUYH DV GLVLQFHQWLYHV WR VRXQG HQYLURQPHQWDO SUDFWLFHV ZLOO FRQWULEXWH
WR WKLV JRDO� $ NH\ FKDOOHQJH ZLOO EH WR LGHQWLI\ FOHDU FDVHV IRU ¶ZLQ�ZLQ· VLWXDWLRQV� LQ ZKLFK
ERWK WKH HQYLURQPHQW DQG WKH HFRQRP\ FDQ EHQHILW IURP SROLF\ UHIRUP�

9ROXQWDU\ DSSURDFKHV DQG QHJRWLDWHG DJUHHPHQWV

9ROXQWDU\ DJUHHPHQWV EHWZHHQ LQGXVWU\ DQG JRYHUQPHQW KDYH EHHQ LQFUHDVLQJ UDSLGO\ LQ WKH
����V LQ 2(&' FRXQWULHV� 7KHLU SRWHQWLDO IRU DFKLHYLQJ HQYLURQPHQWDO JRDOV ZLWKRXW WKH
DGPLQLVWUDWLYH DQG WUDQVDFWLRQ FRVWV RI UHJXODWRU\ DQG HFRQRPLF LQVWUXPHQWV PDNHV WKHP
DWWUDFWLYH SROLF\ FKRLFHV� ,Q PDQ\ LQVWDQFHV� LQGXVWU\ LV DJUHHLQJ WR WDNH PHDVXUHV WKDW JR EH\RQG
H[LVWLQJ UHJXODWRU\ UHTXLUHPHQWV ��� LQ H[FKDQJH IRU FRPPLWPHQWV E\ JRYHUQPHQWV WR SURYLGH
YDULRXV W\SHV RI UHJXODWRU\ ¶UHOLHI·� IRU H[DPSOH LQ WKH IRUP RI VLPSOLILHG SHUPLWWLQJ SURFHVVHV RU
GLPLQLVKHG IUHTXHQF\ RI UHSRUWLQJ DQG LQVSHFWLRQV�

,Q VRPH FDVHV� WKH DJUHHPHQWV DUH QRW H[DFWO\ ¶YROXQWDU\·� 7KH 1HZ =HDODQG (QYLURQPHQW
0LQLVWHU� IRU H[DPSOH� JDYH GRPHVWLF ILUPV WKUHH \HDUV WR ¶YROXQWDULO\· PHHW D QDWLRQDO WDUJHW IRU
&2� UHGXFWLRQ ² DIWHU ZKLFK KH ZRXOG UHJXODWH LI ¶YROXQWDULVP· GRHV QRW ZRUN�

7KH SROLWLFDO DFFHSWDELOLW\ RI YROXQWDU\ �RU ¶QHJRWLDWHG·� DJUHHPHQWV WRGD\ GHSHQGV RQ SXEOLF
FRQILGHQFH WKDW LQGXVWU\ LV ERWK IXOO\ FRPPLWWHG� DQG DEOH� WR PHHW LWV HQG RI WKH EDUJDLQ� 7KH
FKHPLFDO LQGXVWU\·V XQLODWHUDO ¶5HVSRQVLEOH &DUH· LQLWLDWLYH ODXQFKHG E\ &DQDGLDQ LQGXVWU\ LQ
���� VHW WKH VWDJH IRU D ¶QHZ SDUWQHUVKLS· ZLWK JRYHUQPHQW� 7KH 86 (QYLURQPHQWDO 3URWHFWLRQ
$JHQF\·V ¶����� 3URJUDPPH· GHPRQVWUDWHG LQ WKH ILUVW KDOI RI WKH ����V WKDW LQGXVWU\ FRXOG
LQGHHG PHHW� DQG HYHQ H[FHHG� WRXJK QHJRWLDWHG WDUJHWV IRU UHGXFLQJ WKH XVH RI D EURDG DUUD\ RI
WR[LF VXEVWDQFHV�

7R GDWH� YROXQWDU\ DJUHHPHQWV KDYH PRVWO\ LQYROYHG ODUJHU ILUPV� XVXDOO\ WKH HQYLURQPHQWDO
¶SDWKILQGHUV·� &R�RSHUDWLRQ SURYLGHV FRUSRUDWH OHDGHUVKLS ZLWK JUHDWHU ¶RZQHUVKLS· RI
HQYLURQPHQWDO FRPPLWPHQWV� DQG DOVR WKH HQKDQFHG SXEOLF YLVLELOLW\ ZKLFK FDQ FRPH IURP JRRG
SHUIRUPDQFH� +RZHYHU� PDQ\ ILUPV WKDW DUH ZLOOLQJ� LQ SULQFLSOH� WR HQWHU LQWR YROXQWDU\
DUUDQJHPHQWV DUH FRQGLWLRQLQJ WKHLU SDUWLFLSDWLRQ RQ JRYHUQPHQW·V DELOLW\ WR SURYLGH D PLQLPXP
EDVH RI UHJXODWLRQ WR SUHYHQW ¶IUHH ULGLQJ· E\ WKHLU FRPSHWLWRUV� 7KLV LV DQRWKHU H[DPSOH RI WKH
WUHQGV WRZDUGV WKH MXGLFLRXV XVH RI ¶PL[HV· RI SROLF\ WRROV WR DGGUHVV HQYLURQPHQWDO SUREOHPV�

,QIRUPDWLRQ�EDVHG DSSURDFKHV

, UHFDOO DQ DGYHUWLVLQJ VORJDQ SOD\HG UHSHDWHGO\ RQ WKH UDGLR LQ WKH 86 LQ P\ \RXQJHU \HDUV� ¶$Q
LQIRUPHG FRQVXPHU LV RXU PRVW FKHULVKHG FXVWRPHU·� �7KH IDFW WKDW WKLV PHVVDJH ZDV GHOLYHUHG
RQ EHKDOI RI D PDQXIDFWXUHU RI IXU FRDWV SUREDEO\ VKRXOG QRW EH UHYHDOHG WR WKLV DXGLHQFH�� ,W
PDNHV D JRRG SRLQW� KRZHYHU� ¶ZRUNLQJ ZLWK WKH JUDLQ RI WKH PDUNHW· WR SURWHFW WKH HQYLURQPHQW
FOHDUO\ UHTXLUHV NQRZOHGJHDEOH EX\HUV DQG VHOOHUV RI JRRGV DQG VHUYLFHV�
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7KLV SKLORVRSK\ OLHV DW WKH KHDUW RI D EURDG VSHFWUXP RI LQIRUPDWLRQ�EDVHG WRROV WKDW KDYH
HPHUJHG RYHU WKH SDVW WZR GHFDGHV� 7KHVH LQFOXGH HFR�DXGLWV� HFR�ODEHOOLQJ� SROOXWDQW UHOHDVH
LQYHQWRULHV� FRVW�EHQHILW DQDO\VLV� DQG OLIH�F\FOH DQDO\VLV�

3XEOLF GLVFORVXUH RI HQYLURQPHQW�UHODWHG LQIRUPDWLRQ E\ LQGXVWU\� HLWKHU YROXQWDULO\ RU XQGHU
OHJLVODWLYH PDQGDWH� LV UDSLGO\ EHFRPLQJ D ZLGHO\�XVHG HQYLURQPHQWDO PDQDJHPHQW WRRO�
¶&RPPXQLW\�ULJKW�WR�NQRZ· SURJUDPPHU� GHVLJQHG WR SURYLGH JUHDWHU SXEOLF DFFHVV WR
LQIRUPDWLRQ DERXW WKH VRXUFHV DQG QDWXUH RI LQGXVWULDO HPLVVLRQV� DUH SURYLGLQJ D SRZHUIXO
VWLPXOXV IRU LPSURYHG HQYLURQPHQWDO VWHZDUGVKLS E\ LQGXVWU\ �� DQG LQ FRXQWULHV EH\RQG WKH
2(&'�

7KH *RYHUQPHQW RI ,QGRQHVLD DQG WKH :RUOG %DQN KDYH UHFHQWO\ UHSRUWHG VXFFHVVIXO UHVXOWV
IURP D SLORW HIIRUW RQ ¶SXEOLF GLVFORVXUH·� 7KLV LQYROYHG SXEOLVKLQJ LQ ORFDO QHZVSDSHUV WKH QDPHV
RI WKH PRVW HJUHJLRXV LQGXVWULDO SROOXWHUV� 7KLV DSSURDFK ZDV WDNHQ ZKHQ LW EHFDPH FOHDU WKDW� DW
SUHVHQW� ,QGRQHVLD ODFNV WKH LQVWLWXWLRQDO DQG ILQDQFLDO FDSDFLW\ WR ULJRURXVO\ PRQLWRU DQG
HQIRUFH FRPSOLDQFH ZLWK LWV SROOXWLRQ FRQWURO OHJLVODWLRQ�

7KH 2(&' LV DOVR VXSSRUWLQJ LQIRUPDWLRQ�EDVHG� QRQ�UHJXODWRU\ DSSURDFKHV� D UHFHQW H[DPSOH
EHLQJ WKH QHJRWLDWLRQ ODVW \HDU RI DQ 2(&' &RXQFLO $FW RQ ¶3ROOXWDQW 5HOHDVH DQG 7UDQVIHU
5HJLVWHUV·� 7KLV FRQVLVWV RI D VHW RI SULQFLSOHV� DQG GLVFUHWH SURFHGXUHV DQG DFWLRQV� IRU
JRYHUQPHQW DQG LQGXVWU\ WR IROORZ WR SURYLGH FLWL]HQV ZLWK H[SDQGHG LQIRUPDWLRQ DERXW VRXUFHV
DQG SRWHQWLDO LPSDFWV RI LQGXVWULDO SROOXWLRQ� $OWKRXJK WKLV ZDV GHYHORSHG DV D UHFRPPHQGDWLRQ

WR 2(&' JRYHUQPHQWV� VHYHUDO RI RXU 0HPEHUV DUH PRYLQJ WR SODFH WKH ¶3575· DSSURDFK RQ D
VWDWXWRU\ IRRWLQJ� )XUWKHU� FKHPLFDO ILUPV LQ 1RUWK $PHULFD DQG (XURSH DUH EHJLQQLQJ WR XVH WKH
UHVXOWV IURP 3575 SURJUDPPHV ² ZKLFK ZHUH VHW XS WR UHJLVWHU SROOXWLRQ ² DV D QHZ WRRO LQ
SURGXFWLRQ GHVLJQ DV ZHOO DV LQ WKHLU RFFXSDWLRQDO KHDOWK SURJUDPPHV �VDIHU DOWHUQDWLYHV� DQG
IDFWRU\ VDIHW\ SODQV �DFFLGHQW SUHYHQWLRQ��

,QWHUQDWLRQDO LQWHUHVW KDV JURZQ UDSLGO\ LQ UHFHQW \HDUV LQ VWDQGDUGLVHG ¶HQYLURQPHQW
PDQDJHPHQW V\VWHPV· IRU XVH E\ LQGXVWULDO ILUPV� 7KLV EXLOGV RQ WKH H[SHULHQFH SUHYLRXVO\
DFTXLUHG E\ LQGXVWU\ LQ FDUU\LQJ RXW ¶HFR�DXGLWV· RI SODQW RSHUDWLRQV� )LUPV FRQWLQXH WR UHSRUW
WKDW ¶HFR�DXGLWLQJ· LV HQDEOLQJ WKHP WR ERWK EHWWHU FRQWURO SROOXWLRQ HPLVVLRQV DQG LQFUHDVH
SURILWDELOLW\ E\ FRQVHUYLQJ UDZ PDWHULDOV IRUPHUO\ ZDVWHG�

3DUWLFXODU DWWHQWLRQ LV EHLQJ IRFXVHG DW WKH PRPHQW RQ D QHZ VHW RI YROXQWDU\ HQYLURQPHQWDO
PDQDJHPHQW VWDQGDUGV IURP WKH ,QWHUQDWLRQDO 2UJDQLVDWLRQ RI 6WDQGDUGLVDWLRQ �,62�� 0DQ\ LQ
LQGXVWU\� DQG LQ JRYHUQPHQW HQYLURQPHQW DJHQFLHV� VHH WKHVH VWDQGDUGV ² NQRZQ DV WKH ¶,62�

����� VHULHV· ² DV D SURPLVLQJ IUDPHZRUN IRU UHGHVLJQLQJ WKH ZD\ WKDW LQGXVWU\ LV UHJXODWHG�
:KLOH ZDLWLQJ IRU ,62 ������ (XURSHDQ EXVLQHVVHV KDYH EHHQ UHJLVWHULQJ WKHLU IDFLOLWLHV XQGHU
WKH (XURSHDQ (FR�0DQDJHPHQW DQG $XGLW 6\VWHPV �(0$6�� RU WKH %ULWLVK 6WDQGDUG RQ
(QYLURQPHQWDO 0DQDJHPHQW 6\VWHPV� 6RPH ��� ILUPV DUH FXUUHQWO\ UHJLVWHUHG XQGHU (0$6� ���
KHDGTXDUWHUHG LQ *HUPDQ\�

&RPSDQLHV� DQG SDUWLFXODUO\ WKRVH ZLWK ELJ H[SRUW EXVLQHVVHV� HQYLVLRQ LPSRUWDQW FRPSHWLWLYH
DGYDQWDJHV DFFUXLQJ IURP REWDLQLQJ ¶FHUWLILFDWLRQ· XQGHU VXFK VFKHPHV� DV ZHOO DV WKH SURVSHFW RI
UHJXODWRU\ UHOLHI DQG EHWWHU FUHGLW UDWLQJ IURP ILQDQFLDO LQVWLWXWLRQV� $W WKH VDPH WLPH�
JRYHUQPHQW HQYLURQPHQW DJHQFLHV DUH HQWLFHG E\ QHZ RSSRUWXQLWLHV IRU UHJXODWRU\ UHIRUP
HPHUJLQJ IURP ,62 ������ 2QH GLIILFXOW\ ² ZKLFK KDV JHQHUDWHG RSSRVLWLRQ IURP QRQ�
JRYHUQPHQWDO HQYLURQPHQWDO JURXSV ² LV WKDW ,62 ����� LV D YROXQWDU\ PDQDJHPHQW VWDQGDUG� LW
GRHV QRW VHW SHUIRUPDQFH WDUJHWV� QRU GRHV LW UHTXLUH SXEOLF GLVFORVXUH RI WKH VWHSV WDNHQ E\ ILUPV
LQ UHVSRQVH WR WKH VWDQGDUG� QRU RI WKH DFWXDO HIIHFWV RQ WKH HQYLURQPHQW� 6WURQJ FRPSOLDQFH
PRQLWRULQJ ZLOO XQGRXEWHGO\ KDYH WR EH SDUW RI DQ\ UHJXODWRU\ WUDFN EDVHG RQ VXFK
HQYLURQPHQWDO PDQDJHPHQW V\VWHPV�

,QIRUPDWLRQ�EDVHG HQYLURQPHQWDO PDQDJHPHQW WRROV DOVR LQFOXGH ¶HFR�ODEHOV·� 7KH XVH RI
ODEHOOLQJ WR LGHQWLI\ ¶HQYLURQPHQWDOO\�IULHQGO\· ² RU ¶IULHQGOLHU· ² SURGXFWV LV JURZLQJ� LQFOXGLQJ LQ
GHYHORSLQJ FRXQWULHV� 7KLV LV GHVSLWH WKH FRQFHUQ UHJLVWHUHG ZLWKLQ WKH WUDGH FRPPXQLW\� DQG E\
GHYHORSLQJ FRXQWULHV� WKDW VXFK ODEHOOLQJ FUHDWHV QRQ�WDULII WUDGH EDUULHUV� 7KH 2(&' LV SUHVHQWO\
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VWXG\LQJ KRZ WUDGH FRQFHUQV DUH EHLQJ ² DQG FRXOG EH ² DGGUHVVHG LQ WKH GHVLJQ DQG FRQGXFW RI
HFR�ODEHOOLQJ�

$QRWKHU WRRO ZKLFK KDV DWWUDFWHG FRQVLGHUDEOH DWWHQWLRQ LQ WKH ODVW IHZ \HDUV LV ¶OLIH�F\FOH
DQDO\VLV·� 7KLV FRQFHSW ZDV DGYDQFHG� LQ SDUW� E\ LQWHUHVW LQ HFR�ODEHOOLQJ VLQFH� ¶+RZ FDQ RQH
GHFLGH LI D SURGXFW LV IULHQGO\ WR WKH HQYLURQPHQW XQOHVV RQH LQYHVWLJDWHV LWV HQYLURQPHQWDO
LPSDFWV IURP WKH JHQHUDWLRQ RI WKH UDZ PDWHULDO LQSXWV WKURXJK WKH SURGXFW·V ILQDO GLVSRVDO"·
0HWKRGRORJLFDO SUREOHPV LQ FDUU\LQJ RXW OLIH�F\FOH DQDO\VHV DUH FRQVLGHUDEOH� KRZHYHU ² DV
DWWHVWHG WR E\ WKH H[SHULHQFH RI WKH (XURSHDQ &RPPLVVLRQ� DQG DQ DUUD\ RI 2(&' JRYHUQPHQWV
DQG YDULRXV SULYDWH ILUPV� 1RQHWKHOHVV� LW FDQ EH D SRZHUIXO WRRO IRU FRQWUROOLQJ SROOXWLRQ DW WKH
VRXUFH� HYHQ LQ WKH DEVHQFH RI D FRPSOHWH DQDO\VLV� )RU H[DPSOH� WKH $7	7 FRUSRUDWLRQ KDV
DGRSWHG D ¶OLIH�F\FOH· SKLORVRSK\ DQG DSSURDFK HYHQ WKRXJK LW KDV HQFRXQWHUHG GLIILFXOW\ ZLWK
ULJRURXV OLIH�F\FOH DQDO\VLV� JLYHQ WKH GHOD\V WKDW FRPSUHKHQVLYH DQDO\VLV ZHUH FDXVLQJ LQ
EULQJLQJ SURGXFWV WR PDUNHW� 7KH FRUSRUDWLRQ·V DSSURDFK DW SUHVHQW LV WR DVVHPEOH FRPSDQ\
H[SHUWV ZKR ZRXOG RSHUDWH DW NH\ SRLQWV DORQJ WKH GHVLJQ� SURGXFWLRQ DQG FRQVXPSWLRQ FKDLQ RI
D SURSRVHG QHZ SURGXFW WR GLVFXVV ZKHUH WKH PDMRU HQYLURQPHQWDO SUREOHPV PLJKW FURS XS ���
DQG WR ZUHVWOH ZLWK WKH TXHVWLRQ� ¶:KDW LI ZH GLG LW WKLV ZD\ LQVWHDG"·�

&DVH VWXGLHV

, ZLOO FRQFOXGH E\ FLWLQJ H[DPSOHV RI FXUUHQW WUHQGV DQG GLUHFWLRQV LQ WKH XVH RI HQYLURQPHQWDO
PDQDJHPHQW WRROV�

��� 2]RQH SURWHFWLRQ LQ WKH 8QLWHG 6WDWHV

,Q -DQXDU\ ����� WKH 8QLWHG 6WDWHV� WKH ZRUOG·V OHDGLQJ FRQVXPHU RI R]RQH�GHSOHWLQJ FKHPLFDOV�
PHW WKH LQWHUQDWLRQDO GHDGOLQH IRU SKDVLQJ RXW SURGXFWLRQ RI &)&V IRU GRPHVWLF XVH� 7KLV ZDV
GRQH RQ VFKHGXOH� DQG ZLWKRXW GHYDVWDWLQJ WKH QDWLRQDO HFRQRP\� RU GHVWUR\LQJ LQGXVWULDO ILUPV�
DV VRPH KDG SUHGLFWHG� 7RGD\� 86 LQGXVWU\ KDV GHYHORSHG DOWHUQDWLYHV IRU YLUWXDOO\ DOO CFC
DSSOLFDWLRQV� DQG WKH SXEOLF KDV QRW EHHQ GHQLHG SRSXODU SURGXFWV� ,Q FDVH DIWHU FDVH� ILUPV
HOLPLQDWHG CFCs DW IDVWHU WKDQ SUHGLFWHG UDWHV� DW ORZHU FRVW� DQG ZLWK JUHDWHU WHFKQRORJLFDO
LPSURYHPHQWV WKDQ DQ\RQH KDG IRUHVHHQ�

7ZR LQQRYDWLYH� PDUNHW�EDVHG WRROV ZHUH XVHG WR DFFRPSOLVK WKLV� 2QH ² LQLWLDWHG LQ ���� E\ WKH
(QYLURQPHQW 3URWHFWLRQ $JHQF\ ² LQYROYHG WKH XVH RI D SHUPLW V\VWHP WKDW FRQWUROOHG WKH
SURGXFWLRQ DQG LPSRUWDWLRQ RI CFCs. 3HUPLWV �FDOOHG ¶DOORZDQFHV·� ZHUH DOORFDWHG WR 86
PDQXIDFWXUHUV DQG LPSRUWHUV RQ DQ DQQXDO EDVLV� 7KH\ ZHUH IXOO\ WUDFHDEOH �L�H�� FRXOG EH ERXJKW
DQG VROG�� DQG WKH QXPEHU RI SHUPLWV ZDV UHGXFHG HDFK \HDU WR VTXHH]H GRZQ WRWDO QDWLRQDO
SURGXFWLRQ DQG FRQVXPSWLRQ� 7KLV ZDV FRXSOHG ZLWK D WD[ RQ R]RQH�GHSOHWLQJ FKHPLFDOV� ZKLFK
ZDV LQFUHDVHG HDFK \HDU� UDLVLQJ UHYHQXH LQ WKH SURFHVV DQG JLYLQJ XVHUV D ILQDQFLDO LQFHQWLYH WR
FRQVHUYH WKH FKHPLFDOV DQG WR DGRSW DOWHUQDWLYHV�

,Q D UHFHQW HYDOXDWLRQ RI WKLV H[SHULHQFH� WKH :DVKLQJWRQ�EDVHG :RUOG 5HVRXUFHV ,QVWLWXWH GUHZ
ILYH FRQFOXVLRQV WKDW DUH XVHIXO OHVVRQV IRU WKH GHVLJQ DQG XVH RI HQYLURQPHQWDO PDQDJHPHQW
WRROV PRUH EURDGO\�

• ,W LV FUXFLDO WR KDYH PDQDJHPHQW WRROV WKDW FDQ EH DGMXVWHG WR UHIOHFW QHZ VFLHQWLILF
LQIRUPDWLRQ� �,Q WKH FDVH RI &)&V, WKH LQWHUQDWLRQDO FRPPXQLW\ NHSW DGMXVWLQJ LWV SKDVH�RXW
WDUJHWV DV DFFXPXODWLQJ VFLHQWLILF HYLGHQFH FRQILUPHG WKH VHULRXVQHVV RI WKH SUREOHP��

• (FRQRPLF LQVWUXPHQWV FDQ KHOS JRYHUQPHQW DQG LQGXVWU\ DFKLHYH HQYLURQPHQWDO JRDOV ZLWK
JUHDWHU IOH[LELOLW\ DQG DW ORZHU FRVW�

• ,QQRYDWLYH JRYHUQPHQW LQLWLDWLYHV FDQ UHPRYH EDUULHUV WKDW NHHS LQGXVWU\ IURP VROYLQJ
HQYLURQPHQWDO SUREOHPV FRVW�HIIHFWLYHO\� �7KH 86 (QYLURQPHQWDO 3URWHFWLRQ $JHQF\ ZRUNHG
FORVHO\ ZLWK LQGXVWU\� VHUYLQJ DV DQ LQIRUPDWLRQ�EURNHU WR KHOS ILUPV ILQG DOWHUQDWLYHV WR
&)&s, DQG DFFHOHUDWLQJ WKH DSSURYDO SURFHVV IRU &)& VXEVWLWXWHV�� �
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• *LYHQ WKH RSSRUWXQLW\� LQGXVWU\ OHDGHUV FDQ ILQG ZD\V WR LQQRYDWH DQG JDLQ FRPSHWLWLYH
DGYDQWDJHV LQ UHVSRQVH WR HQYLURQPHQWDO FKDOOHQJHV�

• ,QLWLDO FRVW SURMHFWLRQV RIWHQ IDU H[FHHG WKH DFWXDO FRVW RI FRPSO\LQJ ZLWK HQYLURQPHQWDO
UHJXODWLRQV� SULQFLSDOO\ EHFDXVH WKH\ IDLO WR UHIOHFW WKH WHFKQRORJLFDO LQQRYDWLRQ WKDW
HQYLURQPHQWDO WRROV FDQ VWLPXODWH�

��� 1RUZHJLDQ *UHHQ 7D[ &RPPLVVLRQ

,Q ODWH ����� D ¶*UHHQ 7D[ &RPPLVVLRQ· ZDV HVWDEOLVKHG E\ WKH 1RUZHJLDQ *RYHUQPHQW�
&RPSULVHG RI ERWK ILQDQFH DQG HQYLURQPHQW H[SHUWV� WKH &RPPLVVLRQ KDV FRQVLGHUHG WKH VFRSH
IRU QHZ HFR�WD[HV WR LPSURYH WKH HIIHFWLYHQHVV DQG HIILFLHQF\ RI 1RUZD\·V DSSURDFK WR
HQYLURQPHQWDO PDQDJHPHQW� ,W KDV DOVR DVVHVVHG KRZ HQYLURQPHQWDO SROLFLHV PLJKW FRQWULEXWH WR
PDFUR�HFRQRPLF JRDOV� LQFOXGLQJ HPSOR\PHQW� DQG WKH SRWHQWLDO IRU UHGXFLQJ HQYLURQPHQWDOO\�
GDPDJLQJ VXEVLGLHV DQG GLVWRUWLRQDU\ WD[HV� 2QH RI WKH &RPPLVVLRQ·V FRQFOXVLRQV LV WKDW D EURDG�
EDVHG ¶JUHHQ WD[ UHIRUP·� ZLWK D JUDGXDO VKLIW LQ WD[DWLRQ DZD\ IURP ODERXU DQG WRZDUGV
HQYLURQPHQWDOO\�GDPDJLQJ SURGXFWV ² WRJHWKHU ZLWK UHGXFHG VXEVLGLVDWLRQ RI SURGXFWV DQG
DFWLYLWLHV ² ZLOO KHOS WR VWUHQJWKHQ WKH HQYLURQPHQW RI 1RUZD\�

:LWK UHVSHFW WR WKH TXHVWLRQ RI ZKDW SROLF\ WRROV DUH OLNHO\ WR EH PRVW FRVW�HIIHFWLYH LQ DGGUHVVLQJ
1RUZD\·V SULRULW\ HQYLURQPHQWDO SUREOHPV� WKH &RPPLVVLRQ FRQFOXGHG �QRW VXUSULVLQJO\� WKDW
JUHDWHU UHOLDQFH VKRXOG EH SODFHG RQ WKH XVH RI HFRQRPLF LQVWUXPHQWV� RIWHQ LQ FRPELQDWLRQ ZLWK
UHJXODWLRQ� :KDW ZDV UDWKHU VXUSULVLQJ ZDV WKH ODUJH QXPEHU RI WLPHV WKDW WKH &RPPLVVLRQ
FRQFOXGHG WKDW PDLQWDLQLQJ WKH H[LVWLQJ UHJXODWLRQ�EDVHG DSSURDFK WR FRSLQJ ZLWK SDUWLFXODU
HQYLURQPHQWDO SUREOHPV ZDV WKH EHVW DSSURDFK� 7KH &RPPLVVLRQ·V FRQFOXVLRQV ZHUH FRQVLVWHQW
ZLWK D JHQHUDO YLHZ DFURVV 2(&' FRXQWULHV UHJDUGLQJ UHJXODWRU\ UHIRUP� WKH JRDO LQ WKH ILHOG RI
HQYLURQPHQW �XQOLNH RWKHU ILHOGV� VXFK DV WHOHFRPPXQLFDWLRQV� VKRXOG $G EH VHHQ DV WKH
GLVPDQWOLQJ RI UHJXODWLRQ� EXW UDWKHU DV WKH LPSURYHPHQW RI WKH TXDOLW\ RI HQYLURQPHQWDO
UHJXODWLRQ�

��� :DWHU SROOXWLRQ LQ WKH (XURSHDQ 8QLRQ

7KH (XURSHDQ &RPPLVVLRQ KDV UHFHQWO\ SURSRVHG D IUDPHZRUN GLUHFWLYH WKDW ZRXOG PDNH DOO
ZDWHU XVHUV SD\ WKH ¶IXOO HFRQRPLF FRVW· RI ZDWHU ² LQ D GULYH WR HOLPLQDWH VHULRXV ZDWHU SROOXWLRQ
DQG WR UHGXFH ZDVWH� $ PDMRU IRFXV LV RQ GLVSHUVHG SROOXWLRQ IURP DJULFXOWXUDO RSHUDWLRQV� ZLWK
IDUPHUV H[SHFWHG WR SD\ WKH IXOO FRVW RI WKH GHJUDGDWLRQ FDXVHG E\ WKH XVH RI IHUWLOLVHUV DQG
SHVWLFLGHV� 7KH GUDIW GLUHFWLYH GHILQHV WKH ¶IXOO· FRVW RI ZDWHU DV LQFOXGLQJ D FKDUJH IRU
HQYLURQPHQWDO FRVWV RQ WRS RI RSHUDWLRQDO DQG PDQDJHPHQW FRVWV� FDSLWDO FRVWV DQG UHVHUYHV IRU
IXWXUH LQYHVWPHQW� 7KLV W\SLILHV H[SDQGLQJ HIIRUWV LQ PDQ\ 2(&' FRXQWULHV WR LQFOXGH
HQYLURQPHQWDO GDPDJH FRVWV LQ WKH SULFH RI JRRGV DQG VHUYLFHV�

,W LV DOVR QRWHZRUWK\ WKDW WKH (XURSHDQ &RPPLVVLRQ EHOLHYHV WKDW WKH GLUHFWLYH FDQ RQO\ EH IXOO\
VXFFHVVIXO LI FDUULHG RXW LQ FRQMXQFWLRQ ZLWK UHIRUP RI WKH &RPPRQ $JULFXOWXUDO 3ROLF\� D SROLF\
ZKLFK HQFRXUDJHV RYHU�SURGXFWLRQ DQG H[FHVVLYH XVH RI DJULFXOWXUDO FKHPLFDOV� 7KLV LOOXVWUDWHV
ERWK WKH LPSRUWDQFH RI SROLF\ UHIRUP DV D YLWDO HQYLURQPHQWDO PDQDJHPHQW WRRO� DQG WKH XVH RI
GLIIHUHQW WRROV LQ FRPELQDWLRQ WR DFKLHYH HQYLURQPHQWDO REMHFWLYHV PRVW HIILFLHQWO\�

�:KHWKHU WKLV SDUWLFXODU GLUHFWLYH ZLOO HYHU EH DGRSWHG ZLWKLQ WKH (XURSHDQ 8QLRQ LV XQFOHDU�
+RZHYHU� WKH IDFW WKDW D SROLF\ LQVWUXPHQW RI WKLV VFRSH DQG FRQWHQW LV HYHQ EHLQJ FRQVLGHUHG LV
QRWHZRUWK\� DQG LW UHIOHFWV WUHQGV DQG WKLQNLQJ LQ HQYLURQPHQWDO PDQDJHPHQW ZHOO EH\RQG WKH
(8�

��� (QYLURQPHQWDO HIIHFWV RI WUDQVSRUW

&RQWUROOLQJ WKH HQYLURQPHQWDO LPSDFWV RI WUDQVSRUW DSSHDUV WR PDQ\ REVHUYHUV WR EH WKH
XOWLPDWH HQYLURQPHQWDO FKDOOHQJH� 0DQ\ VWUDWHJLHV DQG WRROV DUH EHLQJ WULHG� ZLWK QR RQH
FODLPLQJ PXFK VXFFHVV WR GDWH� ,Q D FRQWULEXWLRQ EHLQJ SUHSDUHG IRU WKH 81 *HQHUDO $VVHPEO\
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6SHFLDO 6HVVLRQ RQ (QYLURQPHQW DQG 'HYHORSPHQW VFKHGXOHG IRU QH[W -XQH� WKH (XURSHDQ
&RQIHUHQFH RI 0LQLVWHUV RI 7UDQVSRUW �DQ 2(&' DIILOLDWH� KDV VHW RXW VRPH RI WKH FXUUHQW
WKLQNLQJ LQ WKH WUDQVSRUW FRPPXQLW\ HQYLURQPHQWDO SROLF\�

7KH (&07 SDSHU VWDWHV WKDW ZD\V PXVW EH IRXQG WR SDVV RQ WR XVHUV� DV GLUHFWO\ DV SRVVLEOH� WKH
HQYLURQPHQWDO FRVWV RI WUDQVSRUW VHUYLFHV� LI LQGLYLGXDO EHKDYLRXU LV WR EH FKDQJHG VLJQLILFDQWO\�
:KLOH REVHUYLQJ WKDW WKLV ZLOO UHTXLUH D PL[ RI UHJXODWRU\ DQG SULFLQJ LQVWUXPHQWV� WKH (&07
FRQFOXGHV WKDW WKLV GRHV QRW QHFHVVDULO\ PHDQ LQFUHDVHG SULFHV �VLQFH URDG WUDQVSRUW LV DOUHDG\
KHDYLO\ WD[HG LQ VRPH FRXQWULHV�� 5DWKHU� SULFHV VKRXOG EH EHWWHU VWUXFWXUHG DQG WDUJHWHG WR
SURYLGH VWURQJHU LQFHQWLYHV IRU EHKDYLRXUDO FKDQJH� 7KH SDSHU JRHV RQ WR VD\ WKDW URDG SULFLQJ
LV WKH PRVW SURPLVLQJ LQVWUXPHQW IRU LQWHUQDOLVLQJ HQYLURQPHQWDO FRVWV RYHU WKH ORQJ WHUP� DQG
WKDW WKLV VKRXOG LQYROYH YDU\LQJ FKDUJH UDWHV DFFRUGLQJ WR WKH WLPH RI GD\ �KLJKHU FKDUJHV IRU
SHDN WLPHV� DQG DOVR WR WKH VSHFLILF SROOXWLRQ FKDUDFWHULVWLFV RI WKH YHKLFOHV� ,W LV QRWHZRUWK\ LQ
WKLV�

5HJDUGLQJ WKH FKRLFH RI LQVWUXPHQWV� WKH (&07 VWDWHV WKDW� DOWKRXJK LQWURGXFLQJ PDUNHW IRUFHV
LV OLNHO\ WR EH WKH PRVW HIIHFWLYH DSSURDFK WR LPSURYLQJ HIILFLHQF\ LQ WUDQVSRUW� FRPSOHPHQWDU\
UHJXODWRU\ LQWHUYHQWLRQV ZLOO EH UHTXLUHG� 7KHVH UHJXODWLRQV PXVW� KRZHYHU� EH GHVLJQHG WR
PLQLPLVH SHUYHUVH VHFRQGDU\ HIIHFWV �VXFK DV GLVFRXUDJLQJ WHFKQLFDO LQQRYDWLRQ RU UHWDUGLQJ
DGMXVWPHQWV WR FKDQJHV LQ FRPPRGLW\ RU ODERXU PDUNHWV�� :KLOH UHJXODWLRQV KDYH SURYHG
VXFFHVVIXO LQ UHGXFLQJ WKH OHYHOV RI VRPH SROOXWDQWV IURP WKH WUDQVSRUW VHFWRU� WKH\ KDYH SURYHG
OHVV HIILFLHQW DW LQIOXHQFLQJ IXHO HIILFLHQF\ DQG &2� HPLVVLRQV� DQG HFRQRPLF LQVWUXPHQWV DUH
OLNHO\ WR RIIHU EHWWHU UHVXOWV� 2QH DSSURDFK WKDW WKH (&07 HQGRUVHV LV SURGXFW ODEHOOLQJ
FRPELQHG ZLWK KLJKHU WD[HV IRU FHUWDLQ &2� VRXUFHV� 7KH (&07 SDSHU DOVR QRWHV WKH LPSRUWDQFH
RI ODQG XVH DQG GHYHORSPHQW SODQQLQJ DV DQ HVVHQWLDO SDUW RI EURDGHU HIIRUWV WR UHGXFH WKH
HQYLURQPHQWDO LPSDFW RI WKH WUDQVSRUW VHFWRU�

6ZHGHQ LV ZRUNLQJ ZLWKLQ WKH (XURSHDQ 8QLRQ WR SXVK WKH IURQWLHUV IRU EULQJLQJ FOHDQHU YHKLFOHV
LQWR WKH PDUNHWSODFH� ,W KDV SURSRVHG D QHZ HQYLURQPHQW UDWLQJ V\VWHP IRU FDUV� ORUULHV DQG
EXVHV ZKLFK FRXOG SURYLGH WKH EDVLV IRU GLIIHUHQWLDWHG URDG WD[HV DQG KHOS PDQXIDFWXUHUV LQ
PDUNHWLQJ ¶JUHHQ· YHKLFOHV� 6ZHGHQ·V (QYLURQPHQWDO 3URWHFWLRQ $JHQF\ FODLPV WKDW H[LVWLQJ
DSSURDFKHV ² LQ 6ZHGHQ DQG WKURXJKRXW (XURSH ² GHDO ZLWK ¶\HVWHUGD\·V SUREOHPV· ² VXFK DV
QLWURJHQ R[LGH DQG SDUWLFXODWHV� :KDW LV QHHGHG DUH SROLF\ PHDVXUHV WR DGGUHVV JOREDO ZDUPLQJ�
HPLVVLRQ RI SROOXWDQWV ZKLFK FDXVH DVWKPD DQG DOOHUJLHV� DQG HQG�RI�OLIH PDQDJHPHQW RI YHKLFOHV�
7KH UDWLQJ V\VWHP EHLQJ GHVLJQHG ZRXOG DZDUG SRLQWV IRU IDFWRUV VXFK DV HPLVVLRQ RI &2��

HPLVVLRQV RI VSHFLILF SROOXWDQWV FRQVLGHUHG KD]DUGRXV WR KHDOWK� WKH HIILFLHQF\ DQG GXUDELOLW\ RI D
YHKLFOH·V HPLVVLRQ FRQWURO V\VWHP� DQG WKH SRWHQWLDO IRU UHFRYHU\ DIWHU VFUDSSLQJ� )RU H[DPSOH�
VRPH YHKLFOHV PLJKW EH H[HPSWHG IURP DQQXDO URDG WD[HV IRU XS WR ILYH \HDUV� GHSHQGLQJ RQ WKH
HQYLURQPHQWDO FKDUDFWHULVWLFV�

��� &OLPDWH FKDQJH PDQDJHPHQW LQ &DQDGD

,Q ���� &DQDGD HVWDEOLVKHG D PXOWL�VWDNHKROGHU ¶&DQDGLDQ (FRQRPLF ,QVWUXPHQWV &ROODERUDWLYH·

�(,&� WR LQYHVWLJDWH WKH DSSOLFDWLRQ RI HFRQRPLF LQVWUXPHQWV WR DLU TXDOLW\ LVVXHV� ,Q D UHFHQW
UHSRUW� WKH &ROODERUDWLYH DGGUHVVHG WKH FOLPDWH FKDQJH LVVXH� ,W UHFRPPHQGHG WKDW SURYLGLQJ
HFRQRPLF LQFHQWLYHV WR UHGXFH JUHHQKRXVH JDV HPLVVLRQV UHTXLUHV� DV D ILUVW VWHS� HOLPLQDWLQJ
VXEVLGLHV DQG RWKHU SROLFLHV ZKLFK VHUYH DV EDUULHUV WR ¶QR UHJUHWV· DFWLRQV� DQG FRQFXUUHQWO\
PRYLQJ WRZDUGV IXOO�FRVW SULFLQJ IRU HQHUJ\� $IWHU FRQVLGHULQJ VSHFLILF HFRQRPLF LQVWUXPHQWV�
SDUWLFXODUO\ FDUERQ WD[HV DQG HPLVVLRQ WUDGLQJ� WKH (,& SURSRVHG D WZR�SDUW ¶K\EULG· LQVWUXPHQW�
RQH WKDW ZRXOG FRPELQH WKH IOH[LELOLW\ RI WUDFHDEOH FUHGLWV ZLWK D FKDUJH OHYLHG RQ &2� HPLVVLRQV
IURP ODUJH VWDWLRQDU\ VRXUFHV� DV ZHOO DV RQ WKH FDUERQ FRQWHQW RI IRVVLO IXHOV XVHG E\ VPDOO
VWDWLRQDU\ DQG PRELOH VRXUFHV� WR SURYLGH D FOHDU SULFH VLJQDO�
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��� /LIH�F\FOH LPSDFWV RI DXWRPRWLYH SDUWV

7KH 86 (QYLURQPHQWDO 3URWHFWLRQ $JHQF\ LV UHFRPPHQGLQJ WR FDU PDQXIDFWXUHUV WKDW WKH\
GHYHORS PHWKRGV WR PHDVXUH WKH ¶OLIH�F\FOH LPSDFW· RI WKH SDUWV WKH\ DVVHPEOH LQWR ILQLVKHG
DXWRPRELOHV� $FFRUGLQJ WR WKH (3$� FRRSHUDWLRQ EHWZHHQ SDUWV VXSSOLHUV DQG DXWR DVVHPEOHUV
FRXOG OHDG WR D UHGXFWLRQ LQ WKH XVH RI HQYLURQPHQWDOO\�GDPDJLQJ PDWHULDOV� ERRVW WKH XVH RI
UHF\FOHG PDWHULDOV� OHDG WR SURFHVV GHVLJQV WKDW HQFRXUDJH UHF\FOLQJ� DQG PLQLPLVH
HQYLURQPHQWDO EXUGHQV DFURVV WKH OLIH F\FOH RI SDUWV�

$GYRFDWHV RI WKLV DSSURDFK SRLQW RXW WKDW� LI DXWR PDQXIDFWXUHUV EHJLQ WR FROOHFW GDWD UHODWHG WR
OLIH�F\FOH LPSDFWV RI SDUWV� WKH\ FRXOG H[HUW WUHPHQGRXV SUHVVXUH RQ VXSSOLHUV WR UHGXFH
HQYLURQPHQWDO LPSDFWV� 7KH PRWLYDWLQJ IDFWRU IRU PDQXIDFWXUHUV ZRXOG EH QRW RQO\
HQYLURQPHQWDO UHVSRQVLELOLW\ DQG REOLJDWLRQV� EXW DOVR WKH LGHD WKDW D OHVV HQYLURQPHQWDOO\�
GDPDJLQJ SURGXFW LV RIWHQ WKH PRVW HIILFLHQWO\ SURGXFHG RQH� 0DQXIDFWXUHUV PLJKW DOVR VHH WKLV
DV D ZD\ WR UHGXFH HQYLURQPHQWDO OLDELOLW\� (3$ DUJXHV WKDW� ¶(QYLURQPHQWDO UHVSRQVLELOLW\ VKRXOG
EH VKDUHG DORQJ WKH VXSSO\ FKDLQ� ILQDO PDQXIDFWXUHUV VKRXOG QRW KDYH WR EHDU WKH HQWLUH
EXUGHQ·�

$W WKH VDPH WLPH� (3$ DFNQRZOHGJHV WKDW WKH FRQFHSW LV OLPLWHG DW SUHVHQW E\ WKH VHYHUH ODFN RI
GDWD ² RQ HQHUJ\� VROLG ZDVWH DQG HPLVVLRQV ² IRU HDFK OLIH�F\FOH VWDJH RI PRVW SURGXFWV� 0RVW
GDWD FROOHFWLRQ IRU HQYLURQPHQWDO SXUSRVHV LV FXUUHQWO\ GULYHQ E\ UHJXODWRU\ UHSRUWLQJ
UHTXLUHPHQWV� DQG GRHV QRW OHQG LWVHOI UHDGLO\ WR OLIH�F\FOH DQDO\VLV DSSOLFDWLRQV�

)URP 2(&'·V VXUYH\V RI 0HPEHU FRXQWULHV� DQG FDVH VWXGLHV VXFK DV WKH IRUHJRLQJ� LW LV SRVVLEOH
WR LGHQWLI\ D UDQJH RI FRQVLGHUDWLRQV WKDW SROLF\PDNHUV DUH WDNLQJ LQWR DFFRXQW WRGD\ DV WKH\
GHVLJQ DQG VHOHFW HQYLURQPHQW PDQDJHPHQW VWUDWHJLHV DQG WRROV�

�� HQYLURQPHQWDO HIIHFWLYHQHVV

�� HFRQRPLF HIILFLHQF\

�� LQFHQWLYH IXQFWLRQ �SROOXWLRQ UHGXFWLRQ� WHFKQRORJ\ LQQRYDWLRQ�

�� IOH[LELOLW\

�� VLPSOLFLW\ RI RSHUDWLRQ

�� FRVW RI LPSOHPHQWDWLRQ �PRQLWRULQJ� OLFHQVLQJ� HQIRUFHPHQW�

�� LQWHJUDWLRQ LQ VHFWRULDO SROLFLHV �FRVW LQWHUQDOLVDWLRQ� UHPRYDO RI SROLF\ FRQIOLFWV�

�� VRFLDO HTXLW\ �PLQLPLVDWLRQ RI UHJUHVVLYH GLVWULEXWLRQDO HIIHFWV�

�� HFRQRPLF LPSDFW �SULFHV� HPSOR\PHQW� LQGXVWU\ SURILWDELOLW\� HFRQRPLF JURZWK�

��� WUDGH DQG LQWHUQDWLRQDO FRPSHWLWLYHQHVV LPSDFWV

��� FRQIRUPLW\ ZLWK LQWHUQDWLRQDO DJUHHPHQWV

��� SROLWLFDO DFFHSWDELOLW\�

:KLOH HDFK DQG HYHU\ SROLF\ LQVWUXPHQW FDQQRW EH H[SHFWHG WR VFRUH KLJK LQ HYHU\ FDWHJRU\�
QRQHWKHOHVV WKHVH FRQVLGHUDWLRQV DUH DOO ZHLJKLQJ KHDYLO\ WRGD\ LQ WKH GHVLJQ DQG VHOHFWLRQ RI
SROLF\ WRROV IRU HQYLURQPHQWDO PDQDJHPHQW� 7KLV UHSUHVHQWV D FRQVLGHUDEOH VWHS IRUZDUG IURP
WKH HDUO\ ����V ZKHQ WKH DSSURDFK ZDV ODUJHO\ RQH RI GHFLGLQJ RQ ZKLFK UHJXODWLRQ ZRXOG
FRQWURO D SDUWLFXODU HQYLURQPHQWDO SUREOHP LQ WKH VKRUWHVW SHULRG RI WLPH�
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2Q WKH TXHVWLRQV RI HQYLURQPHQWDO ILQDQFLQJ DQG WD[HV� )UDQFH KDV PDGH VRPH LQWHUHVWLQJ
PRYHV� FUHDWLQJ ILVFDO PHFKDQLVPV IRU ILQDQFLQJ HQYLURQPHQWDO DJHQFLHV HQJDJHG LQ VSHFLILF
WDVNV� )RU H[DPSOH� WKH $'(0( LV ILQDQFHG SDUWO\ E\ D WD[ RQ ZDVWH HPLVVLRQ� FHUWDLQ ZDWHU
GLVWULFWV IXQFWLRQ LQ WKH VDPH ZD\� 7KHUH LV D ILVFDO SHQDOW\ OHYLHG RQ LQGXVWULDO HPLVVLRQV LQ RUGHU
WR DSSO\ SUHVVXUH WR UHGXFH WKHP� ,Q WKH FDVH RI WKH $'(0(� WKH FRQWLQXHG SURGXFWLRQ RI
FHUWDLQ LQGXVWULDO ZDVWHV OHDGV WR IXQGLQJ IRU UHVHDUFK RU DFWLYLWLHV VHHNLQJ WR PHGLDWH WKHLU
SURGXFWLRQ� WKH SROOXWHU�SD\V SULQFLSOH� 6XFK HDUPDUNHG WD[HV IXQFWLRQ ZHOO ZKHQ WKH FROOHFWLRQ
DQG XVH RI VXFK IXQGV LV FRQVWDQWO\ PRQLWRUHG� ,QGHHG� KRZ DUH )UHQFK HDUPDUNHG WD[HV ZRUNLQJ
QRZ DIWHU �� \HDUV· RSHUDWLRQ" ,V WKH LGHD H[SRUWDEOH" )ROORZLQJ DUH H[FHUSWV IURP D SUHVHQWDWLRQ
E\ -DFTXHV 9HUQLHU� 3UHVLGHQW� )UHQFK (QYLURQPHQWDO $JHQF\ $'(0( DW WKH WLPH RI (&2 ���

7D[HV�HDUPDUNHG�IRU�HQYLURQPHQWDO�SURWHFWLRQ�
WKH�)UHQFK�H[SHULHQFH

E\ -DFTXHV 9HUQLHU� $'(0(

(QYLURQPHQWDO WD[HV KDYH EHFRPH XQEHDWDEOH LQVWUXPHQWV IRU HQYLURQPHQWDO SROLWLFV� XQEHDWDEOH
LQ WKH ZD\ WKH\ FDQ UDLVH PRQH\ IRU HQYLURQPHQWDO LQYHVWPHQWV� XQEHDWDEOH LQ WKH ZD\ WKH\
PDUU\ WKH ¶SROOXWHU�SD\V SULQFLSOH· WR WKH UXOH WKDW KH ZKR GRHVQ·W SROOXWH RU ZKR LQYHVWV LQ RUGHU
WR DYRLG SROOXWLQJ LV JLYHQ D ILVFDO UHZDUG� <HW VXFK WD[HV DUH QRW LPSOHPHQWHG UDQGRPO\ EXW YLD
D ODUJH� YDULHG� DQG LQWHJUDWHG VWUXFWXUH RI UHJXODWLRQ� UHJLRQDO RU GHSDUWPHQWDO XUEDQ SODQQLQJ�
DQG ILQDQFLDO DQG WHFKQLFDO WRROV� 0DQ\ GLIIHUHQW SXEOLF ERGLHV DUH LQYROYHG� WKH VWDWH� UHJLRQDO
JURXSV� ZDWHU DJHQFLHV� SOXV WKH $'(0( �WKH $JHQF\ IRU (QYLURQPHQW DQG (QHUJ\
&RQVHUYDWLRQ�� 7KH DJHQFLHV DUH DW WKH KHDUW RI WKH FROOHFWLRQ DQG GLVSHUVDO RI WD[ PRQLHV
UHJDUGLQJ ZDWHU� DLU� ZDVWH� RLO� DQG DLUSRUW QRLVH�

8VH RI WD[HV HDUPDUNHG IRU HQYLURQPHQWDO SURWHFWLRQ EHJDQ LQ )UDQFH LQ WKH ��V� ILUVW LQ WKH
ZDWHU VHFWRU� ZLWK WKH FUHDWLRQ RI OHJLVODWLRQ LQ ���� DQG WKHQ DSSOLFDWLRQ WR ZDWHU SROOXWLRQ
EHJLQQLQJ LQ ����� ,Q WKH ����V� WKH SUDFWLFH ZDV H[WHQGHG WR DLU SROOXWLRQ� ZLWK D WD[ RQ
DWPRVSKHULF SROOXWLRQ HVWDEOLVKHG LQ ���� DQG FRQWLQXHG LQ ���� LQ ���� ZLWK PRGLILFDWLRQV RI
WKH DUHDV DQG WKH WD[ UDWHV� +RXVHKROG ZDVWH EHFDPH VXEMHFW WR D WD[ IRU WUHDWPHQW DQG GLVSRVDO
ZLWK WKH ���� ODZ� DQG VLQFH ����� LQGXVWULDO ZDVWH WD[HV FRQWULEXWH WR D VSHFLDO IXQG IRU WKH
UHKDELOLWDWLRQ RI SROOXWHG VLWHV� 7KHUH DUH RWKHU LQVWUXPHQWV� VXFK DV WKRVH XVHG E\ (FR�
(PEDOODJHV� 6�$�� LQ ZKLFK IHHV SDLG E\ EXVLQHVVHV FRYHU WKH FRVWV RI VHSDUDWHG ZDVWH FROOHFWLRQ
DQG VRUWLQJ RI ZDVWH SDFNDJLQJ� 2WKHU HDUPDUNHG WD[HV UHODWH WR DLUSRUW QRLVH DQG GHYHORSPHQW
WKDW PDLQWDLQV QDWXUDO RSHQ VSDFH�

7KH JURZWK LQ HDUPDUNHG WD[HV LV SDUW RI DQG D UHLQIRUFHPHQW RI HQYLURQPHQWDO SROLF\ ZKLFK
LPSOHPHQWV QDWLRQDO SROLF\� (XURSHDQ SROLF\� DQG LQWHUQDWLRQDO FRPPLWPHQWV PDGH E\ )UDQFH�

7KH QHHG IRU HDUPDUNHG WD[HV FDQ EH IRXQG LQ DPELWLRXV PDQDJHPHQW DQG SROOXWLRQ�SUHYHQWLRQ
REMHFWLYHV� 0RVW IXQGLQJ IRU QDWLRQDO VSHQGLQJ RQ WKH HQYLURQPHQW ² E\ WKH 0LQLVWU\ RI
(QYLURQPHQW� RU E\ RWKHU 0LQLVWULHV RU DJHQFLHV ZRUNLQJ ZLWK WKH 0LQLVWU\ RI (QYLURQPHQW ²
FRPHV IURP WD[HV RQ DLU DQG ZDWHU SROOXWLRQ� DQG RQ ZDVWH�

7R WDNH VRPH H[DPSOHV� LQ ����� WKH EXGJHW RI WKH (QYLURQPHQW 0LQLVWU\ ZDV DSSUR[LPDWHO\ �
ELOOLRQ IUDQFV� WKH PRQLHV IURP WD[HV RQ DLU DQG QRLVH SROOXWLRQ� RLOV DQG ZDVWH PDQDJHG E\ WKH
$'(0( ZDV ��� ELOOLRQ IUDQFV� 7KH EXGJHWV RI :DWHU $JHQFLHV UHDFK ���� IUDQFV �IURP XVHU IHHV�
IURP LQGXVWULDO DQG GRPHVWLF SROOXWLRQ� DQG IURP UHSD\PHQW RI LQIUDVWUXFWXUH ORDQV��

(DUPDUNHG WD[HV DUH RIWHQ FULWLFLVHG LQ WKH QDPH RI QHXWUDO� DQ\�XVH ILVFDOLW\� EHFDXVH VXFK WD[HV
DUH DVVHVVHG E\ GHFUHH RQ VSHFLILF VLWHV DQG VRXUFH SRLQWV DQG DUH RIWHQ PDLQWDLQHG DW WKH VDPH
OHYHO IRU VHYHUDO \HDUV� ,W ZRXOG RI FRXUVH EH EHVW LI LQWHUPLQLVWHULDO QHJRWLDWLRQV WRRN WKH SXEOLF
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LQWHUHVW WR KHDUW ZKHQ LW FDPH WR HQYLURQPHQWDO SURWHFWLRQ� EXW QDWLRQDO EXGJHW GHILFLWV FDQ
XQGHUPLQH WKH EHVW HIIRUWV RI WKH (QYLURQPHQW 0LQLVWU\ ZKHQ LW FRPHV WR DQ\�XVH PRQLHV�
,QGHHG� ZKDW RQH VHHV LV D JHQHUDO UHGXFWLRQ RI JHQHUDO�IXQG PRQLHV DV HDUPDUNHG PRQLHV
LQFUHDVH� 7KH $'(0( FDQ DWWHVW WR WKLV LQ UHJDUG WR LWV EXGJHW� DQG LW LV WKXV WKDW HQHUJ\
FRQVHUYDWLRQ� HYHQ DW WKLV FUXFLDO PRPHQW� KDV EHFRPH WKH SRRU UHODWLYH RI RWKHU HQYLURQPHQWDO
SROLFLHV�

:LWK UHJDUG WR WKH DQQXDO YHUVXV SOXUL�DQQXDO EXGJHW� WKH DGYDQWDJH IRU HQYLURQPHQWDO DJHQFLHV
OLHV LQ WKH YLVLELOLW\ DQG QHHG IRU D SRVVLEOH ORQJ�WHUP ZKHQ LW FRPHV WR WKH FRQVLGHUDEOH
LQYHVWPHQWV UHTXLUHG� 6KRUW�WHUP IXQGLQJ ZRXOG VLPSO\ QRW VXIILFH� $QG� IXUWKHUPRUH� WKHUH LV
VRPH GHPRFUDWLF FRQWURO RYHU HYHQ ORQJ�WHUP WD[HV� WKH WD[ RQ DWPRVSKHULF SROOXWLRQ ZDV UH�
FRQVLGHUHG LQ ���� DQG ���� EHIRUH EHLQJ UH�DSSOLHG ORQJ�WHUP� 2WKHU GHPRFUDWLF FRQWUROV
LQFOXGH ZDWHU�EDVLQ FRPPLVVLRQV RU FRPPLVVLRQV FKDUJHG ZLWK PDQDJLQJ WD[HV RQ DLU SROOXWLRQ
RU ZDVWH� DORQJ ZLWK UHJLRQDO DXWKRULWLHV� QRQ�JRYHUQPHQWDO RUJDQLVDWLRQV�

6R LW LV GLIILFXOW WR LPDJLQH WRGD\ ZKDW V\VWHP PLJKW UHSODFH HDUPDUNHG WD[HV DV D PHDQV RI
UHLQIRUFLQJ HQYLURQPHQWDO SURWHFWLRQ� DQG� DV D PDWWHU RI IDFW� PRVW VWDNHKROGHUV DSSURYH RI WKH
V\VWHP�

6PDOO HDUPDUNHG WD[HV OLQNLQJ WKH SROOXWHU�SD\V SULQFLSOH DQG WKH SULQFLSOH RI DLGLQJ WKRVH ZKR
LQYHVW WR DYRLG SROOXWLQJ DUH SDUW RI D FRPSOH[ V\VWHP RI UHJXODWLRQ DQG LQFHQWLYHV� 7KHVH WD[HV�
�� IUDQFV SHU WRQ RI KRXVHKROG ZDVWH LQ -DQXDU\ ����� WZLFH WKDW IRU LQGXVWULDO ZDVWH� RU ���
IUDQFV SHU WRQ RI� IRU H[DPSOH RI QLWUDWHV� H[LVW LQ SODFH RI WKH OHVV�DFFHSWHG HFR�WD[HV ZKLFK
PLJKW PRUH DFFXUDWHO\ UHIOHFW HQYLURQPHQWDO FRVWV�

5HDOLVWLFDOO\� WKHUH LV QR DJUHHPHQW RQ WKH UHDO HFRQRPLF FRVWV RI FHUWDLQ DFWLYLWLHV RQ WKH
HQYLURQPHQW RU RQ KXPDQ KHDOWK� )XUWKHU� WKH LQWURGXFWLRQ RI JHQXLQH HFR�WD[HV LV VWLOO D
SROLWLFDOO\� VRFLDOO\� DQG HFRQRPLFDOO\ XQDFFHSWDEOH VROXWLRQ� ,VVXHV RI FRPSHWLWLYHQHVV LQ WKH
DEVHQFH RI LQWHUQDWLRQDO KDUPRQLVDWLRQ RI VWDQGDUGV� FRVWV� DQG SULFHV DUH SUREOHPDWLFDO� 0DQ\
DUJXPHQWV H[LVW LQ RSSRVLWLRQ WR HFRQRPLF HQYLURQPHQWDO WKHRU\ DV SXW IRUZDUG E\ LQWHUQDWLRQDO
LQVWLWXWLRQV VXFK DV WKH 2(&'� <HW ZH DUH HYHQ QRZ RQ WKH YHUJH RI KDYLQJ DQ HFR�WD[ RQ &2�

HPLVVLRQV� (DUPDUNHG WD[HV DUH DQ HYROXWLRQ LQ WKH ULJKW GLUHFWLRQ�

:KLOH QRW HYHU\RQH LV LQ DJUHHPHQW DERXW WKH UHVSHFWLYH PHULWV RI YDULRXV HFRQRPLF LQFHQWLYHV
YHUVXV KDUVK UHJXODWLRQV� DOPRVW HYHU\ DJUHHV WR WKH QHHG WR VHQG D VLJQDO WR WKH PDUNHW DERXW
WKH FRVWV RI HQYLURQPHQWDO GHJUDGDWLRQ� 7KXV� PRGHV RI SURGXFWLRQ DQG FRQVXPSWLRQ ZKLFK
FDXVH OHVV GDPDJH WR WKH HQYLURQPHQW DUH HQFRXUDJHG� DQG RWKHU PRUH GHVWUXFWLYH PRGHV DUH
GLVFRXUDJHG� )LVFDO LQVWUXPHQWV DYDLODEOH WR DFFRPSOLVK VXFK HQGV JR EH\RQG HDUPDUNHG WD[HV WR
LQFOXGH WD[ GHGXFWLRQV RU ORZHU WD[HV RQ SURFHVVHV WKDW UHVSHFW WKH HQYLURQPHQW� 7KH VLPSOH IDFW
RI KDYLQJ WKH HQYLURQPHQW D IDFWRU LQ WD[DWLRQ SOD\V D PDMRU UROH� ,QYHVWRUV DUH PDGH DZDUH RI
WKH EHVW ZD\V WR DYRLG SROOXWLRQ RU WR WUHDW HPLVVLRQV� GLVFKDUJHV� DQG JHQHUDO ZDVWH� RU HOVH WKH\
SD\ DFFRUGLQJ WR WKH GDPDJH FDXVHG� /RJLFDOO\� UHYHQXHV IURP HQYLURQPHQWDO WD[DWLRQ RXJKW WR
HQG XS DV SDUW RI WKH VWDWH·V JHQHUDO IXQGV� WKXV DYRLGLQJ D VSHFLILF DGPLQLVWUDWLRQ IRU HDUPDUNHG
WD[HV�

%XW WKLQJV DUH QRW VR VLPSOH� 7KH IDFWV VKRZ WKDW� RYHU WKH ORQJ WHUP� WKH WD[ RQ SHWUROHXP
SURGXFWV ZKLFK UDLVHV WKH SULFH RI IXHO WR WKH FRQVXPHU LQ )UDQFH KDV KDG D EHQHILFLDO HIIHFW RQ
WHFKQRORJLFDO FKRLFHV� 7KLV GRHVQ·W PHDQ WKHUH KDYH EHHQ QR SUREOHPV� VXFK DV ZKHQ WKLV NLQG RI
WD[ JRHV FRXQWHU WR JRRG HQYLURQPHQWDO VHQVH� VXFK DV ZKHQ SULFHV JR XS RQ XQ�OHDGHG JDV DQG
GRZQ RQ JD]ROH�

2Q WKH RWKHU KDQG� LI ZH ZHUH WR VXGGHQO\ LQWURGXFH JHQXLQH HFR�WD[HV� LQWHUQDOLVHG ZLWKLQ FRVWV�
HYHQ LI ZH ZHUH WR VDWLVIDFWRULO\ VHWWOH TXHVWLRQV RI LQWHUQDWLRQDO KDUPRQLVDWLRQ� RI QHXWUDOLW\� WKH
VLWXDWLRQ ZRXOG VWLOO EH EUXWDOO\ DEUXSW� OHDGLQJ WR WKH QHHG IRU D QHZ FROOHFWLYH PRELOLVDWLRQ WR UH�
ILQDQFH LQ DFFRUGDQFH ZLWK HQYLURQPHQWDO REMHFWLYHV� 7KH JRDO RI HQYLURQPHQWDO SURWHFWLRQ
PLJKW QRW EH UHDFKHG� DQG QR OHYHO RI WD[DWLRQ FRXOG LPPHGLDWHO\ DPHOLRUDWH UHDO HQYLURQPHQWDO
GDPDJH� :LWK HQYLURQPHQWDO GHPDQGV VLPSO\ D EXGJHW LWHP LQ WKH JHQHUDO EXGJHW� ZH DUH EDFN
WR DUELWUDWLQJ DPRQJVW YDULRXV SXEOLF QHHGV�



��

(DUPDUNHG WD[HV ZKLFK IXQG VSHFLILF HQYLURQPHQWDO REMHFWLYHV DSSHDU WR KDYH VHYHUDO
DGYDQWDJHV�

�� 7KH\ VLJQDO WKH SXEOLF LQWHUHVW LQ SROOXWLRQ SUHYHQWLRQ� WKHUH LV ERWK D FOHDU LQWHUHVW LQ GHDOLQJ
ZLWK FHUWDLQ NLQGV RI SROOXWLRQ DQG DQ DYDLODELOLW\ RI IXQGV�

�� 7KH\ DSSO\ WKH SROOXWHU�SD\V SULQFLSOH DW DQ DFFHSWDEOH OHYHO�

�� 7KH\ IDYRXU HFRQRPLF DQG HQYLURQPHQWDO HIILFLHQF\ ZLWK D WD[ WKDW LV ORZ DQG EHFDXVH WKRVH
ZKR LQYHVW WR UHGXFH SROOXWLRQ DUH DLGHG�

�� %HFDXVH WKH\ DUH JUDGXDWHG DFFRUGLQJ WR WKH OHYHO RI SROOXWLRQ RU XVH �DV LQ WKH WD[ RQ ZDVWH��
WKH\ DUH FOHDU DQG DOORZ WKH XVHU WR DGDSW DQG DQWLFLSDWH�

�� 7KH\ DOORZ IRU ILQDQFLQJ RI LQWHUYHQWLRQ SURJUDPV DQG HQFRXUDJH LQQRYDWLRQ�

  

$W WKH FRUSRUDWH OHYHO HQYLURQPHQWDO PDQDJHPHQW V\VWHPV DQG WRROV �/&$� 5LVN $VVHVVPHQW�
HFR�GHVLJQ� HFR�ODEHOOLQJ DQG FRPSDQ\ HQYLURQPHQWDO UHSRUWLQJ�UDQNLQJ DUH VRPH RI WKH WRROV
IRU FKDQJH EHLQJ XVHG E\ LQFUHDVLQJ QXPEHUV RI FRPSDQLHV� ,UD )� )HOGPDQ RI *7 6WUDWHJLHV �
6ROXWLRQV LV D FRQVXOWDQW LQ (QYLURQPHQWDO 0DQDJHPHQW DQG IRUPHU GLUHFWRU RI WKH 86
(QYLURQPHQWDO 3URWHFWLRQ $JHQF\·V (QYLURQPHQWDO /HDGHUVKLS 3URJUDP� +H FRQGXFWHG D
ZRUNVKRS RQ 6WUDWHJLF (QYLURQPHQWDO 0DQDJHPHQW DW (&2 ��� $PRQJ WKRVH SDUWLFLSDWLQJ ZDV
9DOpULH 0DUWLQ RI WKH )UHQFK $JHQF\ IRU (QYLURQPHQW DQG (QHUJ\ &RQVHUYDWLRQ� )ROORZLQJ DUH
H[FHUSWV IURP KHU UHSRUW�

7UDQVLWLRQ�RI�WKH���V

E\ 9DOpULH 0DUWLQ

%XVLQHVVHV DUH VXEMHFW WR JURZLQJ H[WHUQDO DQG LQWHUQDO SUHVVXUHV WR LQWHJUDWH HQYLURQPHQWDO
FRQVLGHUDWLRQV LQWR WKHLU VWUDWHJLHV� LQFUHDVLQJO\ DZDUH FLWL]HQV� HOHFWHG RIILFLDOV DQG
DGPLQLVWUDWLRQV� FOLHQW SUHVVXUHV� WKH GHYHORSPHQW RI LQWHUQDWLRQDO VWDQGDUGV� WKH HYROXWLRQ RI
UHJXODWLRQV� WKH JURZLQJ LQWHUHVW IURP WKH ILQDQFLDO VHFWRU� (QYLURQPHQWDO DZDUHQHVV FDQ DOVR EH
VHHQ DV SDUW RI WKH VRFLDO UROH RI EXVLQHVV ZLWK WKH QHZ HPSKDVLV RQ HQYLURQPHQWDO TXDOLW\ DV SDUW
RI ZRUNLQJ FRQGLWLRQV�

7KH %UXQGWODQG 5HSRUW� ¶2XU &RPPRQ )XWXUH�· E\ WKH *OREDO &RPPLVVLRQ RQ (QYLURQPHQW DQG
'HYHORSPHQW� KHDGHG E\ *UR +DUOHP %UXQGWODQG� ZDV SXEOLVKHG LQ 0DUFK� ����� ,W ZDUQHG RI
WKH GDQJHUV LPSOLHG E\ HQYLURQPHQWDO GHWHULRUDWLRQ DQG LGHQWLILHG SRYHUW\ DV LWV PDMRU FDXVH�
DQG� WKXV� HQYLURQPHQWDO SURWHFWLRQ WRRN RQ D QHZ LQWHUQDWLRQDO UROH� $QDO\VLQJ WKH SROLWLFV RI
HDFK FRXQWU\� WKH UHSRUW VKRZHG WKDW HQYLURQPHQWDO FRQFHUQV PXVW EH SDUW RI GHYHORSPHQW LQ
RUGHU WKDW GHYHORSPHQW EH VXVWDLQDEOH� 6XVWDLQDEOH GHYHORSPHQW ZDV GHILQHG DV GHYHORSPHQW
ZKLFK PHHWV WKH QHHGV RI WKH SUHVHQW ZLWKRXW FRPSURPLVLQJ WKH FDSDFLW\ WR PHHW WKH QHHGV RI
IXWXUH JHQHUDWLRQV� 7KH UHSRUW EHFDPH D EDVLV RI WKH ���� 5LR GH -DQHLUR 6XPPLW�

7KH 8QLWHG 1DWLRQV &RQIHUHQFH RQ (QYLURQPHQW DQG 'HYHORSPHQW DW 5LR DGRSWHG LWV
'HFODUDWLRQ� $FWLRQ ��� DQG 3ULQFLSOHV LQ -XQH� ����� 7KH 'HFODUDWLRQ FRQVHFUDWHG WKH
LQWHUGHSHQGHQFH RI HFRORJLFDO� HFRQRPLF� DQG VRFLDO SUREOHPV� ,W DGYDQFHG WKH LPSRUWDQFH RI D
JOREDO SDUWQHUVKLS� LQYROYLQJ DOO FLWL]HQV� WR SURWHFW SODQHWDU\ UHVRXUFHV� ,W SURSRVHG SULQFLSOHV RI
HTXDOLW\ DQG VROLGDULW\ DPRQJ QDWLRQV� DORQJ ZLWK WKH SUHFDXWLRQDU\ SULQFLSOH� 6LJQLILFDQWO\�
PDQ\ IURP WKH ZRUOGV RI EXVLQHVV DQG LQGXVWU\ ZHUH DVVRFLDWHG ZLWK 5LR� $FWLRQ �� FRQVWLWXWHG
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WKH DFWLRQ SODQ DSSURYHG E\ WKH 5LR &RQIHUHQFH� XQGHUOLQLQJ WKH QHHG IRU ��� ELOOLRQ D \HDU E\
WKH \HDU ����� 7KH FRQYHQWLRQ RQ FOLPDWH FKDQJH ZDV DOVR GHYHORSHG� QDWLRQV UDWLI\LQJ WKH
FRQYHQWLRQ ZRXOG FRQILUP WKHLU ZLOOLQJQHVV WR DGRSW D SUHFDXWLRQDU\ SRVLWLRQ LQ UHJDUG WR
DWPRVSKHULF DQG JUHHQKRXVH JDV FRQGLWLRQV�

7KH %UXQGWODQG 5HSRUW DQG WKH 5LR 6XPPLW ZHUH VWUDWHJLFDOO\ VLJQLILFDQW IRU ERWK JRYHUQPHQWV
DQG LQGXVWU\ DQG EHFDPH WKH EDVLV IRU HQYLURQPHQWDO SROLWLFV PRYLQJ LQWR WKH ��VW FHQWXU\� 0DQ\
HFRQRPLVWV DQG SROLWLFLDQV EHOLHYH WKDW WKH QH[W WKLUW\ \HDUV ZLOO EH GHILQLWLYH IRU WKH IXWXUH
�*RUH� $O� (DUWK LQ WKH %DODQFH� +DUSHU 5RZ� 1HZ <RUN� ������ ,Q (XURSH� WKH OHJLVODWLYH
DGYDQFHV RI WKH ��V �WKH (XURSHDQ 'LUHFWLYH RQ XUEDQ ZDVWH ZDWHU� ����� WKH )UHQFK ZDWHU ODZ RI
����� WKH )UHQFK ZDVWH�WUHDWPHQW ODZ RI ����� HWF�� DUH HYLGHQFH RI D WUDQVLWLRQ IURP D V\VWHP
EDVHG RQ UHSDLULQJ GDPDJH WR WKH HQYLURQPHQW WR D V\VWHP WR SUHYHQW GDPDJH� 1HZ UHFRJQLWLRQ
RI HQYLURQPHQWDO TXHVWLRQV KDV DOVR FRPH IURP WKH EXVLQHVV VHFWRU� WKH ,QWHUQDWLRQDO &KDPEHU RI
&RPPHUFH 'HFODUDWLRQ� HFR�ODEHOV� HFR�DXGLW UHJXODWLRQ� WKH ,62 ����� VHULHV� HWF�

8S XQWLO WKH SUHVHQW PRPHQW� PRVW QDWLRQDO HQYLURQPHQWDO SROLFLHV KDYH EHHQ EDVHG RQ WKH
¶&RPPDQG DQG &RQWURO $SSURDFK�· $V -HDQ 3KLOLSSH %DUGH GHVFULEHV LW LQ KLV ERRN (FRQRP\ DQG
(QYLURQPHQWDO 3ROLF\� FRPPDQG DQG FRQWURO LV WKH PHFKDQLVPV RI HQYLURQPHQWDO SROLF\ ZKLFK
LQFOXGH ODZV� HPLVVLRQ VWDQGDUGV� SHUPLWV� HWF� 7KLV DSSURDFK LV FKDUDFWHULVHG E\ DQ
DGPLQLVWUDWLYH DQG UHJXODWLQJ IRUFH� ZKLFK VHWV REMHFWLYHV� JHQHUDO SULQFLSOHV� SURFHGXUHV� DQG
LPSOHPHQWDWLRQ SURFHGXUHV� 'LIILFXOW WR HVWDEOLVK� DQG WR FKDQJH� VXFK PHFKDQLVPV KDYH WKH
DGYDQWDJH RI RIIHULQJ FHUWDLQ JXDUDQWHHV DQG UHVXOWV�

3URJUHVVLYHO\� SXEOLF RIILFLDOV DUH HQJDJHG LQ SURPRWLQJ QHZ VWUXFWXUHV ZKLFK HQFRXUDJH UDWKHU
WKDQ SHQDOLVH� ZKLFK PDNH HQYLURQPHQWDO FRQFHUQV D IDFWRU RI GHYHORSPHQW UDWKHU WKDQ D
FRQVWUDLQW IDFWRU� $PRQJ WKH FKDQJHV HQYLVLRQHG LV WKH LQYROYHPHQW RI YDULRXV HFRQRPLF SOD\HUV
LQ ERWK WKH GHILQLWLRQ DQG DSSOLFDWLRQ RI HQYLURQPHQWDO SROLF\� ,Q WKLV GRPDLQ� IRU PDQ\
VWDNHKROGHUV� WKH ,62 ����� VWDQGDUGLVDWLRQV ZLOO OHDG WR IXOO SDUWLFLSDWLRQ LQ HQYLURQPHQWDO
PDQDJHPHQW�

([DPSOH� -DSDQHVH SROLF\ LQ HQYLURQPHQWDO PDQDJHPHQW

1DWLRQDO FRQVLGHUDWLRQ RI LVVXHV RQ WKH HFRQRPLF�HQYLURQPHQW LQWHUIDFH LV XQGHUWDNHQ E\ WKH
0LQLVWU\ RI 7UDGH DQG ,QGXVWU\ �0,7,�� ,Q DGGLWLRQ� -DSDQHVH EXVLQHVVHV DUH H[SHFWHG WR IROORZ
OHJLVODWLRQ SXW IRUZDUG E\ WKH 0LQLVWU\ RI (QYLURQPHQW� 7KHUH LV QRZ D UDSLGO\�JURZLQJ HFR�
EXVLQHVV VHFWRU DV D UHVXOW RI WKH -DSDQHVH SXEOLF·V LQWHUHVW LQ HQYLURQPHQWDO TXHVWLRQV DQG RI WKH
IDFW WKDW D PDMRULW\ RI ODUJH ILUPV KDYH HQYLURQPHQWDO GLUHFWRUV DQG HQYLURQPHQWDO VWUDWHJLHV�
$IWHU WKH ,62 ����� VWDQGDUGV ZHUH SXEOLVKHG LQ ����� WKH 0,7, FUHDWHG WKH -DSDQ 6PDOO
%XVLQHVV &RUSRUDWLRQ IRU WKH SXUSRVH RI LQIRUPLQJ DQG DVVLVWLQJ VPDOO DQG PHGLXP�VL]HG
EXVLQHVVHV ZLWK ,62 ������ ,W LV QRWDEOH� KRZHYHU� WKDW VXFK D ZULWWHQ SUHVFULSWLRQ LV UDWKHU
XQXVXDO LQ D FXOWXUH ZKHUH WKH JHQHUDO WHQGHQF\ LV IRU WDFLW DJUHHPHQW� 1HYHUWKHOHVV� WKH
0LQLVWULHV RI &RQVWUXFWLRQ DQG RI +HDOWK GHSHQG KHDYLO\ RQ ,62 ������ 6RPHWLPHV WKH
PRWLYDWLRQ IRU DGRSWLQJ HQYLURQPHQWDO PDQDJHPHQW VWDQGDUGV OLHV DEURDG� SDUWLFXODUO\ LQ
(XURSH� ZKHUH� IRU H[DPSOH� &DQRQ %ULWWDQ\ ZDV RQH RI WKH ILUVW FRPSDQLHV LQ )UDQFH WR EH
FHUWLILHG LQ FRQIRUPDQFH ZLWK ,62 ������ ,Q JHQHUDO� WKH LQWHUHVW LQ -DSDQ LQ HQYLURQPHQWDO
PDQDJHPHQW LV KLJK� ö RI DOO EXVLQHVVHV FODLP WR VHHN ,62 ����� FHUWLILFDWLRQ �HVSHFLDOO\ WKH
ODUJH JURXSV DORQJ ZLWK H[SRUW JURXSV�� ��� RI -DSDQHVH EXVLQHVVHV IHHO WKDW WKH ODFN RI
FHUWLILFDWLRQ ZLOO EH KHOG DJDLQVW WKHP� 7KH 0LQLVWU\ RI (QYLURQPHQW KDV FUHDWHG DQ
(QYLURQPHQWDO 3HUIRUPDQFH (YDOXDWLRQ 3URJUDP ZKLFK WUDLQV FRQVXOWDQWV ZKR LQ WXUQ WUDLQ VPDOO
DQG PHGLXP�VL]HG EXVLQHVVHV�
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:LWK HQYLURQPHQWDO PDQDJHPHQW VSUHDGLQJ UDSLGO\ WKURXJKRXW WKH ZRUOG� WKH LVVXH EHFRPHV
KRZ WR UHFRQFLOH LQGXVWULDO VWUDWHJ\ DQG HQYLURQPHQWDO SROLF\� (QYLURQPHQWDO FRQFHUQV DUH
HQWHULQJ LQWR LQGXVWULDO VWUDWHJLHV� 7KH TXHVWLRQV DUH WKHVH� :KDW LV DW VWDNH ZKHQ D EXVLQHVV
DGRSWV HQYLURQPHQWDO PDQDJHPHQW" :KDW LV WKH UROH RI YDULRXV HQYLURQPHQWDO PDQDJHPHQW
WRROV" +RZ GR WKHVH WRROV FRPSHWH ZLWK RQH DQRWKHU" &DQ D EXVLQHVV JHW DORQJ ZLWKRXW WKHP"

7RZDUGV D QHZ QRUP RI EXVLQHVV PDQDJHPHQW

$V D PHDQV RI UHVSRQGLQJ WR SXEOLF GHPDQG IRU DQ HQYLURQPHQWDOO\�UHVSRQVLYH EXVLQHVV VHFWRU�
EXVLQHVVHV PXVW UHFRQFLOH SURILWDELOLW\ ZLWK HQYLURQPHQWDO DZDUHQHVV� 9ROXQWDU\ DFWLRQ RQ WKH
SDUW RI WKH EXVLQHVV VHFWRU LV WKH FUXFLDO IDFWRU KHUH�

D� :K\ LQWHJUDWH HQYLURQPHQWDO PDQDJHPHQW LQWR EXVLQHVV VWUDWHJ\"

9DULRXV EXVLQHVV PRWLYDWLRQV DUH�

− WR DVVXUH EHWWHU LQWHUQDO RUJDQLVDWLRQ� LGHQWLILFDWLRQ RI WDVNV DQG DFWRUV�

− IRU PDQDJHUV� WR GHYHORS D EHWWHU NQRZOHGJH RI WKH IDFWRU\ DQG LWV ZRUN IORZ�

− WR LQFUHDVH HQYLURQPHQWDO DZDUHQHVV DQG WR DQWLFLSDWH IXWXUH UHJXODWLRQ�

− WR EH UHFRJQLVHG DV D JRRG�FLWL]HQ EXVLQHVV� WR EH VRFLDOO\ UHVSRQVLEOH�

− WR LQWHJUDWH HQYLURQPHQWDO VRXQGQHVV DV D GULYLQJ IDFWRU HTXDO WR TXDOLW\�

:LWKLQ D FRPPXQLW\� PRWLYDWLRQV DUH�

− WR EHWWHU LQWHJUDWH WKH EXVLQHVV LQWR WKH FRPPXQLW\�

− WR FUHDWH FRQILGHQFH DQG JRRG ZLOO IRU WKH EXVLQHVV YLV�j�YLV WKH ORFDO SRZHU VWUXFWXUH�

− WR LPSURYH FRPPXQLFDWLRQ ZLWK WKH PHGLD �DQG QRW JHW FDXJKW VKRUW��

,Q WKH PDUNHWSODFH� PRWLYDWLRQV DUH�

− WR PHHW WKH GHPDQGV RI ODUJH FOLHQWV�

− WR EHDW WKH FRPSHWLWLRQ�

− WR DVVXUH WKH ILQDO EX\HU RI WKH HQYLURQPHQWDO TXDOLW\ RI WKH SURGXFW DQG WKH EXVLQHVV�

E� 'LIIHUHQW SRVVLEOH UHVSRQVHV WR WKH HQYLURQPHQWDO FKDOOHQJH

)DFHG ZLWK WKLV QHZ FKDOOHQJH� VWUDWHJLHV DGRSWHG E\ YDULRXV EXVLQHVVHV DUH PXOWLSOH� $� /RXSSH
DQG $� 5RFDER\ �/RXSSH $OEHUW� 5RFDER\� $QQH� ¶*UHHQ FRQVXPHULVP DQG 0DUNHWLQJ�· )UHQFK
0DQDJHPHQW 5HYLHZ� Q� ��� 0DUFK�$SULO�0D\� ������ GLVWLQJXLVK EHWZHHQ ILYH SRVVLEOH VWUDWHJLHV�
D KRVWLOH UHVSRQVH �DOO HFRORJLFDO FRQFHUQV DUH E\ QDWXUH XQHFRQRPLFDO�� D GHIHQVLYH UHVSRQVH �WKH
HQYLURQPHQWDO IDFWRU LV FRQVLGHUHG D WKUHDW�� DQ DFFHSWLQJ DWWLWXGH �WKH HQYLURQPHQWDO IDFWRU LV D
OHJLWLPDWH VRFLDO FRQFHUQ EXW QRW WKH UHVSRQVLELOLW\ RI EXVLQHVV�� D FRRSHUDWLYH UHVSRQVH �D
ZLOOLQJQHVV WR EH LQYROYHG LQ HQYLURQPHQWDO REMHFWLYHV�� DQG D SURDFWLYH UHVSRQVH �PDQDJHUV
LQWHJUDWH HQYLURQPHQWDO VRXQGQHVV LQWR WKHLU TXDOLW\ REMHFWLYHV�� 7KH ODWWHU LV VWLOO D UDUH
UHVSRQVH�

1HYHUWKHOHVV� LQFUHDVLQJO\� ODUJH FRUSRUDWLRQV DUH EHFRPLQJ DZDUH RI WKH QRWLRQ RI VXVWDLQDEOH
GHYHORSPHQW� 0DQ\ RI WKHP KDYH GHYHORSHG LPSURYHG UHODWLRQVKLSV ZLWK WKHLU VXE�FRQWUDFWRUV
UHTXLULQJ HQYLURQPHQWDO DZDUHQHVV LQ SURGXFWV DQG SURFHVVHV� DQG GLUHFWRUV RI HQYLURQPHQW DUH
QRZ SDUW RI WKH OHDGHUVKLS WHDP�

,Q ����� WKH :RUOGZDWFK ,QVWLWXWH RI :DVKLQJWRQ '& JDYH WKH ZRUOG RQO\ IRUW\ \HDUV WR PRYH
WRZDUGV DQ HQYLURQPHQWDOO\�VWDEOH VRFLHW\� ¶,I ZH GRQ·W DFFRPSOLVK WKLV ZLWKLQ WKH WLPH OLPLW�
HQYLURQPHQWDO GHWHULRUDWLRQ DQG HFRQRPLF GHFOLQH ZLOO JURZ WRJHWKHU� WKURZLQJ WKH ZRUOG LQWR
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VRFLDO GHFOLQH DV ZHOO�· �&RXUULHU ,QWHUQDWLRQDO� Q� ���� 7RP $OWKDQDVLRX�� ,W LV JHQHUDOO\ DJUHHG
WKDW HQYLURQPHQWDO TXHVWLRQV JR EH\RQG FODVVLFDO PDQDJHPHQW VROXWLRQV� 7KXV� WKH GHYHORSPHQW
RI HQYLURQPHQWDO PDQDJHPHQW LV HQWUXVWHG WR VSHFLDOLVHG PDQDJHUV� ZKLFK FOHDUO\ LV DQ HQWLUHO\
QHZ UHVSRQVH VXLWHG WR D ��VW FHQWXU\ FKDOOHQJH� *HRUJ :LQWHU� LQ KLV FODVVLF ERRN %XVLQHVV DQG

(QYLURQPHQW� $ 1HZ 6\QHUJ\� 0F*UDZ�+LOO� ����� VWDWHV WKDW ¶HYHU\ &(2 VHHNLQJ WR JXDUDQWHH
WKH ORQJ�WHUP H[LVWHQFH DQG SURILWDELOLW\ RI KLV EXVLQHVV PXVW DV VRRQ DV SRVVLEOH LQWHJUDWH
HQYLURQPHQWDO PDQDJHPHQW LQWR KLV WKLQNLQJ�·

,Q WHUPV RI RUJDQLVDWLRQDO VWUXFWXUH� WKH LQWHJUDWLRQ RI HQYLURQPHQWDO SULQFLSOHV OHDGV WR QHZ
SRVLWLRQV LQ HYHU\ GLYLVLRQ� WKXV DOWHULQJ KLHUDUFKLFDO GRPLQDQFH� ,QGHHG� WKH S\UDPLG VWUXFWXUH
RIWHQ IRXQG LQ ERWK $PHULFDQ DQG (XURSHDQ EXVLQHVVHV UHTXLUHG VWULFW FHQWUDOLVDWLRQ DQG OLWWOH
RSSRUWXQLW\ IRU FRRSHUDWLRQ ZLWKLQ VHSDUDWH GLYLVLRQ LQ D EXVLQHVV� %XVLQHVVHV RUJDQLVHG LQ D
VWUXFWXUH FKDUDFWHULVHG PRUH E\ D KRUL]RQWDO VKDSH VHHP WR EH PRUH IOH[LEOH ZKHQ LW FRPHV WR
HQYLURQPHQWDO PDQDJHPHQW� VSHFLILFDOO\ EHFDXVH RI WKHLU RSHQQHVV WR FROOHFWLYH FRPPXQLFDWLRQ�

$FFRUGLQJ WR WKH -DSDQHVH HFRQRPLVW 0� $RNL� RQH RI WKH GHWHUPLQLQJ IDFWRUV LQ DQ
RUJDQLVDWLRQ·V FDSDFLW\ WR UHDFW LV WKH DYDLODELOLW\ RI LQIRUPDWLRQ� 7KH RUJDQLVDWLRQ RI D W\SLFDO
-DSDQHVH ILUP� FKDUDFWHULVHG E\ LWV KRUL]RQWDO LQIRUPDWLRQDO VWUXFWXUH� IDFLOLWDWHV FRPPXQLFDWLRQ
ZLWKLQ WKH FRPSDQ\� 7KLV VWUXFWXUH OHDGV WR LPSURYHG VKDULQJ RI LQIRUPDWLRQ DPRQJ GLIIHUHQW
GLYLVLRQV� )XUWKHU� HPSOR\HHV EHFRPH DFWLYH VWDNHKROGHUV DV SUREOHPV DUH WUHDWHG DW HYHU\ OHYHO�
,QWHJUDWLRQ RI HQYLURQPHQWDO SUHRFFXSDWLRQV LV WKXV JHQHUDOO\ VXSHULRU� JLYHQ WKDW WKH\ DUH RIWHQ
QHZ RU FRPSOH[ TXHVWLRQV�

F� 7KH ZLOOLQJQHVV RQ WKH SDUW RI EXVLQHVV WR IDFH FKDQJH DQG SURJUHVV

7KH JURZWK RI WKH QHZ HQYLURQPHQWDOO\�DZDUH FXOWXUH ZLWKLQ WKH EXVLQHVV ZRUOG LV HQFRXUDJHG E\
OHDGLQJ &(2V� )UHTXHQWO\� WKH\ HVWDEOLVK QHZ WUDGH RU VHFWRU DVVRFLDWLRQV ZKLFK ZRUN WRZDUGV D
EHWWHU UHODWLRQVKLS EHWZHHQ HFRQRPLF GHYHORSPHQW DQG HQYLURQPHQWDO SURWHFWLRQ� DW WKH VDPH
WLPH� WKH\ HQKDQFH D ¶VXVWDLQDEOH· FRUSRUDWH LPDJH� 7KH �� SULQFLSOHV SXW IRUWK E\ WKH
,QWHUQDWLRQDO &KDPEHU RI &RPPHUFH LQ $SULO� ���� UHJDUGLQJ HQYLURQPHQWDO PDQDJHPHQW
V\VWHPV DQG VXVWDLQDEOH GHYHORSPHQW DUH WKH IROORZLQJ�

�� KLJK SULRULW\ IRU EXVLQHVV

�� LQWHJUDWHG PDQDJHPHQW

�� SURFHVV RI LPSURYHPHQW

�� WUDLQLQJ RI SHUVRQQHO

�� FRQWLQXRXV HYDOXDWLRQ

�� SURGXFWV DQG VHUYLFHV

�� FRQVXPHU DGYLFH

�� QHZ DFWLYLWLHV

�� UHVHDUFK

��� SUHYHQWLYH PHDVXUHV

��� VXE�FRQWUDFWRUV DQG VXSSOLHUV

��� HPHUJHQF\ SODQV

��� WHFKQRORJ\ WUDQVIHU

��� EXLOGLQJ D FRPPRQ HIIRUW

��� UHPDLQLQJ RSHQ WR GLDORJXH

��� UHVSHFW IRU REMHFWLYHV DQG LQIRUPDWLRQ�
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7KH %XVLQHVV &RXQFLO IRU 6XVWDLQDEOH 'HYHORSPHQW� OHG E\ 6� 6FKPLGKHLQ\� KDV SOD\HG DQ
LPSRUWDQW UROH� D QRQ�JRYHUQPHQWDO JURXS PDGH XS RI FRPSDQ\ OHDGHUV VHHNLQJ WR SOD\ D
FDWDO\VW UROH� WKH\ KDYH DGYRFDWHG LQWHJUDWLRQ RI HQYLURQPHQWDO FRQFHUQV LQWR PDQDJHPHQW�
&UHDWHG LQ ���� LQ SUHSDUDWLRQ IRU WKH 5LR 6XPPLW VR WKDW WKH EXVLQHVV SRLQW RI YLHZ FRXOG EH
LQFOXGHG LQ GLVFXVVLRQV RUJDQLVHG E\ WKH 8QLWHG 1DWLRQV &RPPLVVLRQ RQ 7UDGH DQG
'HYHORSPHQW� WKH JURXS DQWLFLSDWHG WKH PDMRU WKHPHV GHYHORSHG DW 5LR� ,Q (XURSH�
RUJDQLVDWLRQV VXFK DV WKH ,QWHUQDWLRQDO 1HWZRUN IRU (QYLURQPHQWDO 0DQDJHPHQW� (QWUHSULVHV
SRXU O·(QYLURQQHPHQW� DQG 25(( DOO HQFRXUDJH HQYLURQPHQWDO PDQDJHPHQW�

3URJUHVVLYHO\� SURJUDPV SURPRWLQJ YROXQWDU\ DJUHHPHQWV DUH DSSHDULQJ LQ LQGXVWULDOLVHG
FRXQWULHV� LQ YDULHG IRUPV� ,Q -DSDQ� IRU H[DPSOH� YROXQWDU\ DJUHHPHQWV DUH HVVHQWLDOO\ ORFDO
DJUHHPHQWV EHWZHHQ PXQLFLSDOLWLHV DQG LQGXVWULDO JURXSV� LQ WKH 8QLWHG 6WDWHV� WKH\ RIWHQ
HODERUDWH XSRQ WKH YROXQWDU\ SURJUDPV IRU SROOXWLRQ UHGXFWLRQ DV RXWOLQHG E\ UHJXODWRU\
DJHQFLHV� LQ WKH (XURSHDQ 8QLRQ� WKH FRH[LVWHQFH RI PRUH WKDQ ��� YROXQWDU\ DJUHHPHQWV
UHFRJQLVHG E\ WKH DXWKRULWLHV� ZLWK VSHFLDO DWWHQWLRQ WR WKH 'XWFK ¶FRYHQDQWV�· (VVHQWLDOO\ WRROV IRU
LPSOHPHQWLQJ UHJXODWLRQ� WKH FRYHQDQWV� ZKLFK UHODWH WR ERWK SURGXFWV DQG WKH SURGXFWLRQ
SURFHVV� DUH RQH RI WKH PDMRU HOHPHQWV RI QHZ 'XWFK HQYLURQPHQWDO SROLF\� 7KH\ DUH LPSOLFDWHG
LQ WKH SHUPLW V\VWHP �UHODWLQJ WR OHYHOV RI HPLVVLRQV LQ IDFWRULHV�� EHFDXVH WKHLU REMHFWLYHV DUH
LQWHJUDWHG LQ WKH SHUPLW V\VWHP� 7KH JRDO RI WKH 'XWFK DXWKRULWLHV LV WR GHYHORS D VKDUHG
UHVSRQVLELOLW\ IRU HQYLURQPHQWDO SURWHFWLRQ�

9ROXQWDU\ DJUHHPHQWV FDQ EH GHILQHG DV PLVVLRQV XQGHUWDNHQ E\ D VLQJOH ILUP RU E\ DFFRUGV
VLJQHG E\ D JURXS RI ILUPV� 9DULRXV NLQGV RI DFFRUGV KDYH EHHQ LGHQWLILHG� GHSHQGLQJ RQ WKUHH
YDULDEOHV� WKH QDWXUH RI WKH LQGXVWU\� WKH ZHLJKW JLYHQ WR WKH SXEOLF DXWKRULWLHV LQ WKH DJUHHPHQW�
DQG WKH W\SH RI VDQFWLRQV OHYHOOHG RQ WKRVH QRW UHVSHFWLQJ WKH DFFRUG� 9ROXQWDU\ DJUHHPHQWV ²
FROOHFWLYH DFFRUGV QHJRWLDWHG ZLWK SXEOLF DXWKRULWLHV EXW ZLWKRXW MXGLFLDO VWDWXV� DUH WKXV WKH PRVW
FRPPRQ�

G� (QYLURQPHQWDO PDQDJHPHQW ² WKH DGYDQWDJHV DQG GLVDGYDQWDJHV

7KH DGYDQWDJHV�

�� UHGXFWLRQ RI FRVWV �UHGXFHG XVH RI SULPDU\ UHVRXUFHV� DFFLGHQW SUHYHQWLRQ� HWF��

�� LPSURYHG TXDOLW\

�� UHGXFWLRQ RI OLDELOLWLHV DQG FRPSODLQWV

�� DQWLFLSDWLRQ RI UHJXODWLRQ

�� LQYROYHPHQW RI DOO HPSOR\HHV

�� VWLPXODWLRQ RI LQQRYDWLRQ

�� LPSURYHG LPDJH�

7KH GLVDGYDQWDJHV�

�� VWDUW�XS FRVWV

�� LQFUHDVHG EXUHDXFUDF\

�� SRWHQWLDO FRQIOLFWV ZLWK H[LVWLQJ PDQDJHPHQW V\VWHPV�
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6RPH IDFWV DERXW HQYLURQPHQWDO PDQDJHPHQW
�6RXUFH� ,QWHUQDWLRQDO )HGHUDWLRQ RI &RQVXOWLQJ (QJLQHHUV ² %HUQG .RUGHV�

1XPEHU RI FRPSDQLHV LQYROYHG ZRUOGZLGH� ��� ���

1XPEHU RI VLWHV SHU FRPSDQ\� �

$YHUDJH FRVW SHU VLWH� ��� ���

$YHUDJH DQQXDO FRVW SHU VLWH DIWHU VWDUW�XS� ��� ���

8VH RI RXWVLGH VHUYLFHV� ���

7RWDO PDUNHW IRU VWDUW�XS� �� ��� ��� ���

7RWDO PDUNHW IRU RSHUDWLRQ� ���� ��� ��� SHU \HDU

6WDUWLQJ XS DQ (QYLURQPHQWDO 0DQDJHPHQW 6\VWHP� VWDQGDUGV� UHJXODWLRQV� WRROV� HWF�

6WDUWLQJ XS DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP RIWHQ LQYROYHV WZR W\SHV RI SUREOHPV� D SUH�
H[LVWLQJ DQG LQFRPSDWLEOH TXDOLW\�FRQWURO V\VWHP RU WKH LQDELOLW\ �GXH WR DEVHQFH RI SHUVRQQHO RU
PHWKRGRORJ\� WR VWDUW XS D QHZ V\VWHP�

,Q WKH ILUVW FDVH� PDQ\ EXVLQHVVHV WU\ WR DQQH[ DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP RQWR WKHLU
SUH�H[LVWLQJ TXDOLW\�FRQWURO V\VWHP� 7KH IROORZLQJ JUDSK VKRZV ZKHUH FRPPRQDOLWLHV PLJKW H[LVW�

4XDOLW\ &RQWURO 6\VWHP4XDOLW\ &RQWURO 6\VWHP (QYLURQPHQWDO 0DQDJHPHQW 6\VWHP(QYLURQPHQWDO 0DQDJHPHQW 6\VWHP

2EMHFWLYHV

3URFHGXUHV

2SHUDWLQJ 0RGHV

7KXV� WKH ,62 ���� VWDQGDUGV �TXDOLW\� HPSKDVLVH HOHPHQWV UHODWHG WR SURFHVV� ZKLOH WKH ,62
����� VWDQGDUGV �HQYLURQPHQWDO PDQDJHPHQW� HPSKDVLVH EXVLQHVV VWUDWHJ\� REMHFWLYHV� DQG
FRPPXQLFDWLRQ� ,62 ����� VWDQGDUGV LQVLVW RQ SROOXWLRQ SUHYHQWLRQ DQG SHUIRUPDQFH
LPSURYHPHQW� %XW WKH WZR V\VWHPV DUH VLPLODU LQ WKHLU IXQFWLRQLQJ�

&HUWDLQ H[SHUWV EHOLHYH WRGD\ WKDW WKH SUH�H[LVWHQFH RI DQ ,62 ���� V\VWHP GRHVQ·W KLQGHU WKH
VWDUW�XS RI DQ ,62 ����� EXW LQVWHDG DFFHOHUDWHV WKH ODWWHU IRU IRXU UHDVRQV� D V\VWHP �SROLF\�
REMHFWLYHV� SURJUDPV� SURFHGXUHV� WUDLQLQJ� GRFXPHQW PDQDJHPHQW� SHUIRUPDQFH UHYLHZ� LV
DOUHDG\ LQ SODFH� D PHDQV IRU HVWDEOLVKLQJ SURFHGXUHV DOUHDG\ H[LVWV DQG LW LV HDV\ IRU WKH EXVLQHVV
WR DGG SDUDJUDSKV UHODWHG WR WKH HQYLURQPHQW� WKH EXVLQHVV DOUHDG\ KDV D V\VWHP RI ZRUNLQJ
PHHWLQJV UHODWHG WR TXDOLW\� SURJUHVV RU LPSURYHPHQWV� DQG� WKXV� TXHVWLRQV FRQFHUQLQJ
HQYLURQPHQW FDQ VLPSO\ EH DGGHG WR WKLV VWUXFWXUH� SURFHGXUHV IRU WUHDWLQJ QRQ FRPSOLDQFH
DOUHDG\ H[LVW VR WKH\ FDQ VLPSO\ EH DSSOLHG WR HQYLURQPHQWDO QRQ FRPSOLDQFH�

2Q WKH RWKHU KDQG� WKH SUH�H[LVWHQFH RI DQ ,62 ���� V\VWHP KDV D WHQGHQF\ WR UHGXFH RU VLPSOLI\
UDGLFDOO\ WKH VSHFLILFLWLHV RI DQ ,62 ����� V\VWHP�

$UHD LQ$UHD LQ

&RPPRQ&RPPRQ
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2ULJLQ DQG KLVWRU\ RI WKH ,62 ����� VWDQGDUGV

,62 ����� VWDQGDUGV KDYH EHFRPH PRUH DFFHVVLEOH DV D UHVXOW RI DOO WKH ZRUN GRQH RQ WKHP E\
YDULRXV H[SHUWV� 7KH ,QWHUQDWLRQDO 6WDQGDUG 2UJDQLVDWLRQ �,62� GHYHORSHG WKH ,62 �����
VWDQGDUGV WKURXJK WKH ZRUN RI WKH 7HFKQLFDO &RPPLWWHH ��� ZKRVH REMHFWLYH ZDV WR SURYLGH
LQWHUHVWHG RUJDQLVDWLRQV ZLWK D FRPPRQ DSSURDFK WR HQYLURQPHQWDO PDQDJHPHQW�

2UJDQLVDWLRQ RI 7HFKQLFDO &RPPLWWHH ���

,62 ����� ,62 �����

(YDOXDWLRQ RI WKH RUJDQLVDWLRQ (YDOXDWLRQ RI SURGXFWV DQG SURFHVVHV

7KH (XURSHDQ V\VWHP (0$6 ZDV DOVR D VLJQLILFDQW VWHS LQ WKH GHYHORSPHQW RI WRROV�

D� 7KH ,62 ����� VWDQGDUGV

7HFKQRORJLFDO ZDUQLQJ V\VWHP� WRRO IRU REVHUYLQJ FRPSHWLWRUV RU IRU SURWHFWLQJ RQH·V SURGXFWV�
ZLQGRZ RQWR WHFKQLFDO HYROXWLRQV ² WKHVH GHVFULSWLRQV DUH DOO DWWULEXWHG WR WKH VWDQGDUGV� )XUWKHU�
XQOLNH UHJXODWLRQV� D VWDQGDUG LV D YROXQWDU\ DFWLRQ� ,Q D IHZ EULHI \HDUV� VWDQGDUGLVDWLRQ KDV
FRPSOHWHO\ FKDQJHG� )RUPHUO\ SURWHFWLRQLVW DQG SXUHO\ WHFKQLFDO� LW KDV EHFRPH D VWUDWHJLF DQG
PDUNHWLQJ WRRO� 1RZ WKH SULQFLSOH RI HQYLURQPHQWDO PDQDJHPHQW ORRNV OLNH WKLV�

'HPLQJ�V :KHHO

$FW 3ODQ

&KHFN 'R

33OODDQQ��'HFLVLRQ E\ 0DQDJHPHQW
3ROLF\�2EMHFWLYHV�3ODQQLQJ�3URJUDP

''RR�� 6WDUW�XS RI HOHPHQWV

&&KHKHFFNN�� 5HYLHZ�$XGLW

$$FFWW�� 6\VWHP 5HYLHZ
6\VWHP (IILFLHQF\
0RGLILFDWLRQ RI 2EMHFWLYHV�5HDFWLRQV

&RQW&RQWLLQXQXRRXXVV LLPPSSUURRYYHHPPHQHQWW

(QYLURQPHQWDO 0DQDJHPHQW(QYLURQPHQWDO 0DQDJHPHQW

6\VWHP RI HQYLURQPHQWDO
PDQDJHPHQW

(YDOXDWLRQ RI
HQYLURQPHQWDO
SHUIRUPDQFH

(QYLURQPHQWDO
DXGLW

/LIH &\FOH $VVHVVPHQW

(QYLURQPHQWDO
ODEHOOLQJ

(QYLURQPHQWDO DVSHFWV RI
SURGXFW VWDQGDUGV
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7KH ,62 ����� VWDQGDUGV ¶GLUHFWLYHV IRU D PDQDJHPHQW V\VWHP· GHILQH WKH SULQFLSOHV DQG WKH
UHFRPPHQGDWLRQV IRU VWDUWLQJ XS DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP� 7KH ,62 �����
¶VSHFLILFDWLRQV DQG LQVWUXFWLRQV IRU XVH· GHILQH WKH UHTXLUHPHQWV D V\VWHP RXJKW WR VDWLVI\� 7KH\
EHFRPH WKH PHDQV E\ ZKLFK D WKLUG SDUW\ FDQ FHUWLI\ WKDW D EXVLQHVV LV GHPRQVWUDWH LWV FDSDFLW\ WR
FRQWURO HQYLURQPHQWDO LPSDFWV� $OO EXVLQHVVHV� ZKDWHYHU WKHLU VL]H RU WKHLU VHFWRU� FDQ REWDLQ DQ
,62 ����� FHUWLILFDWLRQ� ,W FDQ DSSO\ WR D SDUWLFXODU VLWH RU WR WKH ZKROH EXVLQHVV� /RFDO
JRYHUQPHQWV FDQ DOVR DSSO\ VXFK VWDQGDUGV WR ZDVWH WUHDWPHQW SODQWV� WR LQGXVWULDO ]RQHV RU WR
WKH PDLQWHQDQFH RI RSHQ VSDFHV� 7KH SKLORVRSK\ RI ,62 ����� LV EDVHG RQ LWV YROXQWDU\ QDWXUH�
DQG RQ LWV GHILQLWLRQ RI REMHFWLYHV DQG WDUJHWV�

7KH QHFHVVDU\ VWHSV DUH DV IROORZV�

(QYLURQPHQWDO $VSHFWV(QYLURQPHQWDO $VSHFWV (QYLURQPHQWDO 3ROLF\(QYLURQPHQWDO 3ROLF\ 5HJXODWLRQV5HJXODWLRQV

7KH EDVLF ,62 ����� VWDQGDUGV ZHUH SXEOLVKHG LQ 6HSWHPEHU� ����� DQG WKHUHIRUH HVWDEOLVKHG
WKH H[LVWHQFH RI HQYLURQPHQWDO PDQDJHPHQW V\VWHPV� 6XFK V\VWHPV GR QRW UHSODFH UHJXODWLRQ�
EXW FDQ� DV ,UD )HOGPDQ RI *7 6WUDWHJLHV � 6ROXWLRQV SRLQWV RXW� DLG DQG VWLPXODWH LQGXVWU\ LQ
GHYHORSLQJ EH\RQG UHJXODWLRQ�

7KH XVH RI ,62 ����� VWDQGDUGV FDQ EH VHHQ LQ IRXU ZD\V�

�� LQWHUQDO IXQFWLRQLQJ� LQWHUUHODWLRQVKLS EHWZHHQ GLYLVLRQV FRQFHUQHG ZLWK HQYLURQPHQWDO
TXHVWLRQV�

�� FUHDWLRQ RI LQWHU�VLWH OHDGHUVKLS �FRPSHWLWLRQ EHWZHHQ VLWHV��

�� H[WHUQDO DVVLVWDQFH� DV LQ ZLQQLQJ FRQWUDFWV ZKHUH FHUWLILFDWLRQ LV D UHTXLUHPHQW�

�� WKH FHUWLILFDWLRQ LWVHOI DV D VRXUFH RI FRPSHWLWLYH DGYDQWDJH�

(QYLURQPHQWDO PDQDJHPHQW LV RFFXUULQJ LQ ERWK GHYHORSHG DQG GHYHORSLQJ FRXQWULHV� HYHQ
WKRXJK DW ILUVW LW ZDV SHUFHLYHG DV DQ REVWDFOH LQ WUDGH ZLWKLQ FHUWDLQ GHYHORSLQJ FRXQWULHV� ,Q
IDFW� LW LV IDFLOLWDWLQJ WUDGH� ,Q WKH 8QLWHG 6WDWHV� FHUWLILFDWLRQ LV VSUHDGLQJ UDSLGO\� ,Q )UDQFH� LW LV
QRW� ,Q -DSDQ� FHUWLILFDWLRQ KDV JURZQ UDSLGO\� ZLWK PRUH WKDQ ��� EXVLQHVVHV ������ FHUWLILHG LQ
WKH HOHFWURQLFV LQGXVWU\ DQG PRUH WKDQ ��� H[SHFWHG E\ �����

,UD )HOGPDQ SRLQWV RXW IRXU PDMRU SRLQWV WKDW DWWUDFW EXVLQHVVHV WR ,62 ����� FHUWLILFDWLRQ�

2EMHFWLYHV

,QWHUQDO DXGLWV

&RUUHFWLYH $FWLRQV

0DQDJHU UHYLHZ

6\VWHP RI
HQYLURQPHQWDO
PDQDJHPHQW

3XEOLF &RPPXQLFDWLRQ

&HUWLILFDWLRQ



��

�� VWD\LQJ LQ WKH UDFH�

�� LPSURYLQJ HIILFLHQF\ DQG UHGXFLQJ FRVWV

�� DQWLFLSDWLQJ UHJXODWLRQ

�� REWDLQLQJ SUHIHUHQWLDO WUHDWPHQW IURP EDQNV DQG LQVXUHUV

E� 7KH (XURSHDQ (FR�$XGLW 6\VWHP �(0$6�

7KH (XURSHDQ (FR�$XGLW UHJXODWLRQV ZHUH RULJLQDO LQ WKHLU OHJDOLVWLF VWUXFWXUH DQG LQ WKHLU
RSHUDWLRQ� $IWHU YDULRXV V\VWHPV ZHUH GHYHORSHG WKURXJKRXW WKH (XURSHDQ 8QLRQ �%ULWLVK %6
���� VWDQGDUGV� )UHQFK ; ������ VWDQGDUGV� ,ULVK ,6 ��� VWDQGDUGV� 6SDQLVK 81( ������
VWDQGDUGV� HWF��� WKH (XURSHDQ &RXQFLO DGRSWHG LQ -XQH� ���� D V\VWHP RI UHJXODWLRQ DOORZLQJ IRU
YROXQWDU\ SDUWLFLSDWLRQ RQ WKH SDUW RI EXVLQHVVHV� 7KLV V\VWHP LV LQ HIIHFW VLQFH $SULO� ����� ,WV
REMHFWLYH ZDV WR HQFRXUDJH LQGXVWULDOLVWV WR DGRSW VLWH�EDVHG HQYLURQPHQWDO PDQDJHPHQW V\VWHPV
DQG WR FRPPXQLFDWH DERXW WKHP ZLWK WKH SXEOLF� 7KH V\VWHP LV HQWLUHO\ YROXQWDU\� $W SUHVHQW�
(0$6 FRQFHUQV RQO\ LQGXVWULDO SURGXFWLRQ VLWHV� ZLWK SODQV WR H[WHQG LW WR WUDQVSRUWDWLRQ�
WRXULVP� EDQNLQJ DQG LQVXUDQFH�

-� &� %LQHWWL RI *XW *PE+ GHVFULEHV WKH VSHFLILF REMHFWLYHV RI (0$6 DV PXOWLSOH� WR SURPRWH
FRQWLQXRXV LPSURYHPHQW LQ HQYLURQPHQWDO SHUIRUPDQFH WKURXJK HVWDEOLVKLQJ SROLFLHV�
SURJUDPV� DQG PDQDJHPHQW V\VWHPV� WR HVWDEOLVK D V\VWHPDWLF� SHULRGLF� DQG REMHFWLYH HYDOXDWLRQ�
DQG WR IXUQLVK DGHTXDWH LQIRUPDWLRQ DERXW WKH VXEMHFW WR WKH SXEOLF�



��

,Q RUGHU IRU D VLWH WR EH UHJLVWHUHG LQ WKH (8·V HQYLURQPHQWDO PDQDJHPHQW V\VWHP� WKH EXVLQHVV
PXVW GR WKH IROORZLQJ�

(QYLURQPHQWDO $VVHVVPHQW (QYLURQPHQWDO 3ROLF\ 5HJXODWLRQ

2EMHFWLYHV2EMHFWLYHV

$XGLW 3URFHGXUHV

$QQXDO (QYLURQPHQWDO 5HSRUW �DUW � RI UHJXODWLRQV�

2SHUDWLQJ PRGH IRU H[WHUQDO YHULILFDWLRQ DOORZLQJ
IRU YDOLGDWLRQ RI WKH DVVHVVPHQW� WKH V\VWHP� WKH DXGLW�

DQG WKH UHSRUW E\ D

5HJLVWHUHG 9DOLGDWRU
�DUW � RI UHJXODWLRQV�

3XEOLF UHSRUW YHULILHG

*RYHUQPHQW LQVSHFWLRQ

8VH RI ORJR

3XEOLFDWLRQ

�DUWLFOH � RI UHJXODWLRQV�

7KH (0$6 ORJR FDQQRW EH SODFHG RQ SURGXFWV LQYROYHG� (0$6 ZLOO KDYH EHHQ UHYLVHG LQ �����
DQG WKH (XURSHDQ &RPPLVVLRQ ZDV WR ORRN DW WKH TXHVWLRQ RI ORJR XVH� )XUWKHU� WKH &RPPLVVLRQ
ZLOO KDYH DOVR H[DPLQHG WKH TXHVWLRQ RI PDNLQJ WKH V\VWHP REOLJDWRU\�

,Q *HUPDQ\� ��� FRPSDQLHV DUH FHUWLILHG (0$6� DQG PRVW ODUJH *HUPDQ FRPSDQLHV DOUHDG\
KDYH DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP DQG DGKHUH WR (0$6� :K\ LV FHUWLILFDWLRQ VR GHQVH
LQ *HUPDQ\" $ VWXG\ E\ WKH )ULHQGV RI WKH (DUWK IRU (QWHUSULVHV SRXU O·(QYLURQQHPHQW �D VWXG\
RI *HUPDQ\� )UDQFH� 1HWKHUODQGV� DQG 8QLWHG .LQJGRP� %pQpGLFWH $FKDUG� 6HSWHPEHU� �����
VKRZV WKDW (0$6 LV SRSXODU LQ *HUPDQ\ DQG WKH 8QLWHG .LQJGRP EHFDXVH RI WLJKW UHODWLRQV
EHWZHHQ LQGXVWULDOLVWV DQG WKH DGPLQLVWUDWLYH RUJDQLVDWLRQ� OHDGLQJ WR UHOD[LQJ RI UHJXODWLRQ DV
ZHOO DV LQIUHTXHQW XQH[SHFWHG LQVSHFWLRQV� DQG EHFDXVH WKH WHFKQRORJ\ LV WUDQVIHUUHG UHDGLO\ WR
VPDOO DQG PHGLXP�VL]HG EXVLQHVVHV� ,Q )UDQFH� WKH DGPLQLVWUDWLYH V\VWHP LV FXPEHUVRPH� DQG WKH
LQGXVWULDO FRPPXQLW\ LV XQFRQYLQFHG RI WKH V\VWHP·V YDOXH�

6\VWHP RI
PDQDJHPHQW
RI WKH VLWH

RI LQIR

H[FKDQJH 5HJLVWHULQJ RUJDQLVP �DUWLFOH � RI
UHJXODWLRQV� UHFHLYHV WKH UHSRUW� FRQILUPV
UHJXODWLRQV� GHFLGHV LI DOO FRQGLWLRQV RQ VLWH

DUH VXIILFLHQW
&HUWLI\LQJ RUJDQLVP
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)RU DOO RI (XURSH LQ -XQH� ����� WKH 0LQLVWU\ RI (QYLURQPHQW LQ )UDQFH SURYLGHV WKH IROORZLQJ
ILJXUHV RQ UHJLVWHUHG (0$6 VLWHV�

5HJLVWHUHG VLWHV5HJLVWHUHG VLWHV &HUWLILHG LQVSHFWRUV&HUWLILHG LQVSHFWRUV

*HUPDQ\*HUPDQ\ ��� ���

$XVWULD$XVWULD �� ��

%HOJLXP%HOJLXP � �

'HQPDUN'HQPDUN �� �

6SDLQ6SDLQ � �

)LQODQG)LQODQG � �

)UDQFH)UDQFH � ��

*UHHFH*UHHFH � �

,UHODQG,UHODQG � �

,WDO\,WDO\ � �

/X[HPERXUJ/X[HPERXUJ � �

1RUZD\1RUZD\ �� �

1HWKHUODQGV1HWKHUODQGV �� �

3RUWXJDO3RUWXJDO � �

8QLWHG .LQJGRP8QLWHG .LQJGRP �� �

6ZHGHQ6ZHGHQ �� �

727$/727$/ ������ ������

$FFRUGLQJ WR -�&� %LQHWWL� DUJXPHQWV LQ IDYRXU RI (0$6 DGRSWLRQ LQFOXGH WKH UHGXFWLRQ RI ULVN�
UHVSHFW IRU WKH ODZ� FRPSHWLWLYHQHVV� UHGXFWLRQ RI FRVWV� DQG LPSURYHG JHQHUDO RUJDQLVDWLRQ�

&RPSDULVRQV EHWZHHQ (0$6 DQG ,62 �����

7KH GLIIHUHQFHV DUH WZRIROG� (0$6 UHTXLUHV D PRUH FRPSOHWH LQLWLDO HQYLURQPHQWDO UHYLHZ DV ZHOO
DV D GHFODUDWLRQ RI FRPSOLDQFH IURP D WKLUG SDUW\� 7KLV OHDGV WR VXEVWDQWLDO SHUIRUPDQFH
HYDOXDWLRQV� (0$6 DWWDFKHV PXFK PRUH LPSRUWDQFH WR LPSURYHPHQW RI HQYLURQPHQWDO
SHUIRUPDQFH WKDQ ,62 ������ ZKLFK HPSKDVLVHV SULPDULO\ VWDUW�XS DQG LPSURYHPHQW RI WKH
V\VWHP LWVHOI�

,W LV LQWHUHVWLQJ WR FRPSDUH WKH JURZWK RI WKH WZR V\VWHPV� ,Q (XURSH� WKH UHJXODWLRQV DUH
FKDQJLQJ LQ VL[ ZD\V�

�� UHJLVWHUHG FRPSDQLHV DUH DGRSWLQJ VWDQGDUGV�

�� V\VWHPV WKURXJKRXW (XURSH DUH EHLQJ KDUPRQLVHG�

�� WRROV DUH EHLQJ GHYHORSHG IRU VLWHV RI IHZHU WKDQ ��� HPSOR\HHV�

�� DVVLVWDQFH LV EHFRPLQJ DYDLODEOH�

�� SURPRWLRQ DQG DZDUHQHVV FDPSDLJQV DUH GHYHORSLQJ�

�� (0$6 DQG ,62 ����� DUH EHFRPLQJ FRPSDWLEOH�

$SSOLFDWLRQ LQ WKH GHYHORSLQJ FRXQWULHV

,Q GHYHORSLQJ FRXQWULHV� WKH 8QLWHG 1DWLRQV (QYLURQPHQW 3URJUDP �81(3� DQG WKH
,QWHUQDWLRQDO )HGHUDWLRQ RI WKH (QJLQHHUV &RQVXOWDQWV �),',&� QRWLFH WKDW WKH LQFUHDVH LQ XVH RI
HQYLURQPHQWDO PDQDJHPHQW V\VWHPV �DQG SDUWLFXODUO\ ,62 ������ ZKLFK KDV DQ LQWHUQDWLRQDO
VFRSH� LV GXH WR D ORQJ SHULRG RI ¶FRPPDQG DQG FRQWURO·� 7KLV FKDQJH VHHPV WR EH YHU\ SRVLWLYH�
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HYHQ LI LW ZRXOG QRW EH JRRG WR KDYH RQO\ YROXQWDU\ VWDQGDUGV� 2Q WKH FRQWUDU\� WKH\ VKRXOG
GHYHORS DORQJ ZLWK ¶FRPPDQG DQG FRQWURO· LQ RUGHU WR JXDUDQW\ HQYLURQPHQWDO SHUIRUPDQFH�

F� 7KH GHYHORSPHQW RI HQYLURQPHQWDO PDQDJHPHQW WRROV EH\RQG FHUWLILFDWLRQ

,Q ����� IROORZLQJ WKH UHIOHFWLRQV WKDW OHG WR WKH HODERUDWLRQ RI WKH 1DWLRQDO 3ODQ IRU WKH
(QYLURQPHQW� WKH 0LQLVWU\ IRU WKH (QYLURQPHQW� WKH $'(0( ZLVKHG WR VHW XS D SDUWQHUVKLS ZLWK
WKH HFRQRPLF VHFWRU� 7KH (QYLURQPHQW (QWHUSULVH 3ODQ LV WKH WRRO RI WKLV SROLF\� 7KH RULJLQDOLW\
RI WKH SDUWQHUVKLS LV WKDW LW FRQFHUQV DOO FRPSDQLHV ZKDWHYHU WKHLU VWDWXV� DFWLYLW\ VHFWRU RU VL]H� DV
ZHOO DV WKHLU IXQFWLRQV� VXSSO\� SURGXFWLRQ� GLVWULEXWLRQ� ILQDQFH� KXPDQ UHVRXUFHV� UHVHDUFK DQG
GHYHORSPHQW� RUJDQLVDWLRQ� PDUNHWLQJ� :H FDQ SUHVHQW WKH (QYLURQPHQW (QWHUSULVH 3ODQ DV D
WRRO DLPHG DW WKH FUHDWLRQ RI VWUDWHJLF EXVLQHVV SROLF\ DV ZHOO DV LQIRUPDWLRQ DQG FRPPXQLFDWLRQ�

7KH (QYLURQPHQW (QWHUSULVH 3ODQ LV�

� D WRRO IRU VWUXFWXULQJ WKH HQYLURQPHQWDO SROLF\ RI D FRPSDQ\� ZKLFK FDQ GHILQH� JUDGH
DQG TXDQWLI\ WKH REMHFWLYHV DV ZHOO DV HODERUDWH DQ DFWLRQ SODQ�

� D PHWKRGRORJLFDO DQG FRQFHSWXDO IUDPH WR FRQFHLYH DQG LQLWLDWH DQ HQYLURQPHQWDO SROLF\�

$'(0( KDV WKH PLVVLRQ WR DGDSW WKH (QYLURQPHQW (QWHUSULVH 3ODQ WR VPDOO HQWHUSULVHV
�60(�60,�� 7R DGDSW LW WR VPDOO DQG PHGLXP�VL]HG EXVLQHVVHV UHTXLUHG DGDSWDWLRQV WR PDNH LW
PRUH DFFHVVLEOH� WKH REMHFWLYH RI $'(0( LV WR KHOS DOO HFRQRPLF DFWRUV DQWLFLSDWH EHWWHU WKH
HYROXWLRQ RI UHJXODWLRQV� WR DLG WKHLU GHFLVLRQV DQG WR DPHOLRUDWH WKH HIILFLHQF\ RI WKHLU
HQYLURQPHQWDO PDQDJHPHQW�

7KHUH VWLOO D ODVW SRLQW WR GHYHORS� ZKHWKHU RU QRU FKRRVLQJ DQ H[WHUQDO FRQVXOWDQW WR DVVLVW LQ WKH
VWDUW�XS RI DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP� 2QH PXVW XQGHUOLQH WKH IXQGDPHQWDO
LPSRUWDQFH RI WKH LPSOLFDWLRQ RI DOO FRPSDQ\ HPSOR\HHV LQ WKLV GHFLVLRQ� )RU WUDLQLQJ LQ WKH
SURFHVV� 81(3� WKH ,&& DQG WKH ),',& KDYH GHYHORSHG D NLW IRU HQYLURQPHQWDO PDQDJHPHQW
V\VWHPV�

&RQFOXVLRQ

(QYLURQPHQW DSSHDUV IRU VRPH FRPSDQLHV DV D VWUDWHJLF RSSRUWXQLW\� (QYLURQPHQWDO TXHVWLRQV
FDQ EH WUDQVIRUPHG LQWR QHZ FRPPHUFLDO RSSRUWXQLWLHV DQG UHSUHVHQW RQH D UDUH RSSRUWXQLW\ WR
GLVWLQJXLVK RQHVHOI IURP FRPSHWLWRUV� (QYLURQPHQWDO PDQDJHPHQW FDQ EH D PHDQV IRU D
FRPSDQ\ WR SRVLWLRQ LWV SURGXFWV DQG WR VKRZ DQ ¶HFR�FLWL]HQVKLS· WRZDUGV LWV HPSOR\HHV� FOLHQWV�
DQG VKDUHKROGHUV� (QYLURQPHQWDO PDQDJHPHQW LV D JHQXLQH WHFKQLFDO DQG RUJDQLVDWLRQDO
LQQRYDWLRQ� SDUWLFXODUO\ EHFDXVH RI WKH PDMRU HFRQRPLF LVVXH WKDW D EHWWHU LQWHJUDWLRQ RI
HQYLURQPHQW LQWR SXEOLF DQG SULYDWH VWUDWHJLHV UHSUHVHQWV� +RZHYHU� LQ RUGHU WR IL[ SHUPDQHQWO\
WKH SODFH RI HQYLURQPHQWDO TXHVWLRQLQJ ZLWKLQ FRPSDQLHV� LW LV LPSRUWDQW WKDW FRPSDQLHV GHYHORS
DQ LQWHJUDWHG VWUDWHJ\ LQ RUGHU WR JDWKHU DOO LQYROYHG SDUWQHUV WRJHWKHU DURXQG D PRUH SRVLWLYH
DQG SUR�DFWLYH YLVLRQ RI HQYLURQPHQW� $OVR� WKH VHW�XS RI DQ HQYLURQPHQWDO PDQDJHPHQW V\VWHP
VKRXOG IDFLOLWDWH DFFHVV WR ILQDQFLDO PDUNHWV� 7KH PDLQ JRDO RI WKLV VSHFLILF V\VWHP LV WKH
RSWLPLVDWLRQ RI JOREDO DQG HQYLURQPHQWDO UHVXOWV� 7R DFKLHYH WKLV� D V\VWHP PXVW EH SHULRGLFDOO\
UH�HYDOXDWHG DQG UHYLVHG� 7KH H[LVWHQFH RI VXFK D V\VWHP FDQ RIIHU FHUWDLQ JXDUDQWHHV WR LQYHVWRUV
DQG LQVXUHUV� 7KH TXHVWLRQ RI RXWVLGH FHUWLILFDWLRQ LV SUREOHPDWLFDO� 6RPH FRPSDQLHV KDYH
FUHDWHG H[FHOOHQW LQWHUQDO DXGLWV� 7KH SXUSRVH RI WKH V\VWHP LV WR KDYH D VWDWH�RI�WKH�DUW VWDQGDUG
UHFRJQLVHG E\ DOO� ,W LV JHQHUDOO\ YROXQWDU\ DQG VKRZV WKH XVHU·V GHVLUH WR PHHW FHUWDLQ VWDQGDUGV�

%XW DUHQ·W HQYLURQPHQWDO VWDQGDUGV UHDOO\ D PHDQV RI FUHDWLQJ KLGGHQ WUDGH EDUULHUV RU WDULIIV"
(Q IDFW� WKH SUROLIHUDWLRQ RI QDWLRQDO� UHJLRQDO� DQG LQWHUQDWLRQDO VWDQGDUGV� HYHQ WKRVH EDVHG RQ
SXEOLF GHPDQG� UHLQIRUFHV REVWDFOHV WR IUHH WUDGH� %XW HQYLURQPHQWDO UHJXODWLRQV ZLOO KDYH DQ
LQFUHDVLQJO\ LPSRUWDQW UROH LQ IXWXUH PDUNHWV DQG ZLOO WKXV HIIHFW FRPSHWLWLYHQHVV�
(QYLURQPHQWDO SHUIRUPDQFH ZLOO WDNH LWV SODFH ZLWKLQ EXVLQHVV DORQJVLGH KXPDQ UHVRXUFHV� WKH
WZR DUH HTXDO SDUWQHUV LQ VXVWDLQDEOH GHYHORSPHQW�



��

  

:LWKLQ ILYH \HDUV RI LWV IRXQGLQJ� (FRELODQ ZDV WKH ZRUOG OHDGHU LQ PDWWHUV RI DSSOLHG
OLIH�F\FOH DVVHVVPHQW� 7KH FRPSDQ\ QRZ KDV EUDQFKHV LQ ILYH FRXQWULHV� DQG LV WKHUHIRUH D
SULYLOHJHG REVHUYHU RI WKH GHYHORSPHQW RI HQYLURQPHQWDO SROLF\ LQ WKH ODUJH LQGXVWULDO JURXSV�
(FRELODQ DOVR IXQFWLRQV DV D SURVHO\WLVHU IRU WKH WHFKQLTXHV RI OLIH�F\FOH DQDO\VLV DV DSSOLHG WR
LQGXVWULDO VWUDWHJ\� :KDW DUH WKHLU WRROV" /&$ LQYROYHV DFFRXQWLQJ IRU DOO FRQVXPSWLRQ DQG
HPLVVLRQV GXULQJ WKH OLIH F\FOH RI D SURGXFW RU RI VHYHUDO DOWHUQDWLYH SURGXFWV IXOILOOLQJ WKH VDPH
IXQFWLRQ� IURP WKH H[WUDFWLRQ RI SULPDU\ PDWHULDOV WKURXJK WKH WUHDWPHQW RI ZDVWHV� 7RGD\� OLIH�
F\FOH DQDO\VLV LV ,62 VWDQGDUGLVHG� EXW LWV XVHV DQG IRUPV FRQVWDQWO\ HYROYH� $W (&2 ��� -HDQ
)UDQoRLV %HQVDKHO� 3UHVLGHQW RI (FRELODQ DW WKH WLPH� SUHVHQWHG D QHZ PHWKRG DQG LQIRUPDWLRQ
V\VWHP �(,0(� GHYHORSHG ZLWK VHYHUDO ODUJH LQGXVWULDO JURXSV IRU WKH GHVLJQLQJ RI VXVWDLQDEOH
SURGXFWV� 7KH V\VWHP SURYHG LQWHUHVWLQJ IDU EH\RQG WKLV FRQVRUWLXP� $PRQJ WKH ILUVW FOLHQWV ZHUH
.RGDN DQG (ULNVVRQ� DQG QRZ �VSULQJ� ������ PDMRU DXWRPRELOH PDQXIDFWXUHUV DUH VWXG\LQJ WKH
V\VWHP IRU XVH LQ DXWRPRELOH GHVLJQ� )XUWKHU� WKH )pGpUDWLRQ GH OD 3ODVWXUJLH KDV ODXQFKHG
UHVHDUFK RQ WKH GHYHORSPHQW RI DQ DGDSWDWLRQ RI (FRELODQ·V (,0( V\VWHP IRU WKHLU VHFWRU�

,W·V FOHDU� WKRXJK� WKDW VRXQG SURGXFW FRQFHSWLRQ LV QRW MXVW D TXHVWLRQ RI VRIWZDUH� $V FRQVWUDLQWV
LQFUHDVH� LQGXVWULDO FRQFHSWLRQ SURFHVVHV SRVH SDUWLFXODUO\ GHPDQGLQJ PDQDJHPHQW SUREOHPV�
KRZ WR FRRUGLQDWH LQWR FRQFXUUHQW HQJLQHHULQJ WKH JURZLQJ QXPEHU RI H[SHUWV ZLWK SRVVLEO\
FRQWUDGLFWRU\ SRLQWV RI YLHZ " +RZ WR VWHHU WKH SURFHVV WRZDUGV D WHFKQLFDO FRPSURPLVH WKDW LV
LQQRYDWLYH \HW JRDO�RULHQWHG LQ WHUPV RI TXDOLW\� FRVW� DQG GHVLJQ GHDGOLQHV " +RZ WR HIILFLHQWO\
DUWLFXODWH UHVHDUFK REMHFWLYHV DQG VROXWLRQV DQG WKH DFWXDO SURGXFW�FRQFHSWLRQ SKDVH " $OO RI
WKHVH TXHVWLRQV DUH DW WKH KHDUW RI LQWHJUDWHG HFR�FRQFHSWLRQ RI SURGXFWV DQG DUH WKH VXEMHFW RI D
WKUHH�\HDU MRLQW UHVHDUFK SURMHFW (FRELODQ�&HQWUH GH *HVWLRQ 6FLHQWLILTXH GH O·(FROH GHV 0LQHV GH
3DULV LQ FRRSHUDWLRQ ZLWK DQ HOHFWURQLF VHFWRU JURXS�

:KDW�LV�(QYLURQPHQWDO�,QIRUPDWLRQ�0DQDJHPHQW�([SORUHU��(,0(�"

E\ -HDQ )UDQoRLV %HQVDKHO

2YHUYLHZ

0RUH DQG PRUH FRQFHUQHG ZLWK PDQXIDFWXULQJ SURGXFWV ZLWK LPSURYHG HQYLURQPHQWDO SURILOHV�
FRPSDQLHV VWULYH WR LQWHJUDWH HQYLURQPHQWDO FRQVWUDLQWV HDUO\ LQ WKH GHVLJQ SKDVH� 7KLV HQVXUHV
WKH HIILFLHQW XVH RI QDWXUDO UHVRXUFHV DQG PLQLPLVDWLRQ RI HQYLURQPHQWDO LPSDFWV� WKH
DFNQRZOHGJHPHQW RI LQFUHDVLQJ SURGXFW�EDVHG UHJXODWLRQV DQG VWDQGDUGV VXFK DV (FRODEHOV� WKH
IXOILOPHQW RI FXVWRPHU QHHGV� DQG WKH FRQVLVWHQW LPSOHPHQWDWLRQ RI WKH FRPSDQ\·V
HQYLURQPHQWDO SROLF\�

7KDW LV ZK\ ,%0� $/&$7(/� /(*5$1'� 6&+1(,'(5 DQG 7+20621 0XOWLPpGLD GHFLGHG WR
MRLQ IRUFHV DQG VHOHFW WKH (FRELODQ *URXS WR EULQJ IRUZDUG D QHZ VRIWZDUH GHVLJQ WRRO� GDWDEDVH�

DQG HQYLURQPHQWDO PDQDJHPHQW V\VWHP � (�,�0�(� � (QYLURQPHQWDO ,QIRUPDWLRQ DQG
0DQDJHPHQW ([SORUHU� 7KLV IOH[LEOH� XVHU�IULHQGO\� \HW SRZHUIXO 'HVLJQ IRU WKH (QYLURQPHQW
�')(� WRRO�

• SURYLGHV UHDO WLPH DFFHVV WR GLVWULEXWHG GDWD�

• FDQ EH XVHG FRQFXUUHQWO\ E\ VHYHUDO SHUVRQV DQG DOORZV IRU WKH VKDULQJ RI GHVLJQ GDWD�

• DOORZV WKH FRPSDULVRQ RI WKH HQYLURQPHQWDO SURILOHV RI GLIIHUHQW GHVLJQ DOWHUQDWLYHV�
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• JLYHV FRQWH[WXDO ZDUQLQJV DQG ¶WR GR· UHPLQGHUV GXULQJ WKH SURGXFW GHVFULSWLRQ
SURFHVV�

• DOORZV IRU WKH GHWHUPLQDWLRQ RI HQYLURQPHQWDO WDUJHW YDOXHV WR EH XVHG E\ GHVLJQHUV LQ
EHQFKPDUNLQJ WKHLU GHVLJQ DOWHUQDWLYHV�

7KH (FRELODQ *URXS LV WKH SURSULHWRU RI WKH (,0( FRGH� 'HYHORSPHQWV DQG DGYDQFHV LQ
UHJXODWRU\ DVSHFWV� LPSDFW DVVHVVPHQW PHWKRGRORJLHV DQG GHFLVLRQ DQDO\VLV PHWKRGV ZLOO EH
UHIOHFWHG LQ IXWXUH YHUVLRQV RI WKH WRRO�

7KLV WRRO GLIIHUV IURP /LIH &\FOH $VVHVVPHQW �/&$� LQ WKDW /&$ LV XVHG WR REWDLQ YHU\ GHWDLOHG
UHVXOWV RI WKH HQYLURQPHQWDO LPSDFW RI D VSHFLILF RSWLRQ DQG UHTXLUHV DQ LQ�GHSWK NQRZOHGJH RI
WKH WHFKQLTXH� 2IWHQ� WKH VFRSH DQG EUHDGWK RI DQ /&$ SUHFOXGHV LW IURP EHLQJ V\VWHPDWLFDOO\
XVHG LQ WKH GHVLJQ RI QHZ SURGXFWV� /&$ LV WKHQ XVHG WR GHULYH JHQHUDO JXLGHOLQHV DSSOLFDEOH WR D
EURDG UDQJH RI SURGXFWV VKDULQJ VLPLODU LVVXHV�

')( LV FRPSOHPHQWDU\ DQG JHDUHG WRZDUGV WKH DFWXDO LPSOHPHQWDWLRQ RI VXFK JHQHUDO OLIH
F\FOH JXLGHOLQHV DQG WKHUHIRUH LQYROYHV PDQ\ SDUWLFLSDQWV LQ DQ RUJDQLVDWLRQ� )XUWKHUPRUH�
QRW RQO\ LV TXDQWLWDWLYH OLIH F\FOH LQIRUPDWLRQ DGGUHVVHG LQ ')(� EXW DOVR QRQ�/&$
LQIRUPDWLRQ VXFK DV WR[LFRORJ\� UHJXODWRU\� HQG�RI�OLIH DQG GLVPDQWOLQJ DVSHFWV�

'LIIHUHQW LQWHUIDFHV IRU GLIIHUHQW XVHUV

(,0( LV EXLOW RQ D FOLHQW�VHUYHU DUFKLWHFWXUH� 'LIIHUHQW LQWHUIDFHV KDYH EHHQ GHYHORSHG LQ
RUGHU WR DQVZHU WR GLIIHUHQW QHHGV IURP GLIIHUHQW GHSDUWPHQWV LQVLGH WKH FRPSDQ\� GHVLJQ�
HQYLURQPHQW� VDOHV DQG PDUNHWLQJ� UHF\FOLQJ ��� $OO WKHVH LQWHUIDFHV KDYH DFFHVV WR WKH VDPH
GDWDEDVH�

ST R U C T UR E  O F  THE  S O FT W A R E T O OL
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:KR ZLOO PDQDJH WKH WRRO"

7KH FRPSDQ\·V HQYLURQPHQWDO H[SHUWV� E\�

• IHHGLQJ DQG XSGDWLQJ WKH GDWDEDVH�

• VSHFLI\LQJ LQWHUQDO HQYLURQPHQWDO SROLF\ �WDUJHW YDOXHV SHU IDPLO\ RI SURGXFWV� HWF���

• XSGDWLQJ UHJXODWRU\ LQIRUPDWLRQ�

• SUHSDULQJ DQG PDQDJLQJ WXWRULDOV�

• FHUWLI\LQJ WKH HQYLURQPHQWDO TXDOLW\ RI WKH GHVLJQHU·V ZRUN�
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:KDW ZLOO EH QHZ IRU WKH GHVLJQHUV"

7KH GHVLJQHUV ZLOO EH HPSRZHUHG WR HDVLO\ HYDOXDWH WKH HQYLURQPHQWDO LPSDFW RI WKHLU GHVLJQ
DOWHUQDWLYHV� LPSURYH WKHP� DQG EH VXUH WKDW WKH\ DUH LQ FRPSOLDQFH ZLWK FOLHQWV· VSHFLILFDWLRQV�
LQWHUQDO HQYLURQPHQWDO UHTXLUHPHQWV� DQG UHJXODWLRQV� 7KH\ ZLOO QRW QHHG WR EH HQYLURQPHQWDO
H[SHUWV� /&$ OLWHUDWH QRU ZLOO WKH\ QHHG WR FROOHFW GDWD� 7KHLU SULQFLSDO LQSXW ZLOO EH SODFLQJ
SURGXFW GHVFULSWLRQV LQWR JHQHULF SDUWV DQG SURFHVVHV SUHVHQW LQ WKH GDWDEDVH�

7KURXJK WKH XVH RI FOLHQW�VHUYHU WHFKQRORJ\� WKLV WRRO ZLOO DOVR SURYLGH WKH DGGHG EHQHILW RI
HQKDQFLQJ FRPPXQLFDWLRQ EHWZHHQ PDUNHWLQJ� 5	'� DQG HQYLURQPHQWDO VWDII�

(,0(� GHVLJQHU LQWHUIDFH

'HVLJQHUV FUHDWH SURGXFW GHVLJQV E\ GUDJJLQJ DQG GURSSLQJ PDWHULDOV� FRPSRQHQWV� OLQNV�

DQG SURFHVVHV IURP WKH H[WHQVLYH (,0( GDWDEDVH DV VKRZQ LQ WKH IROORZLQJ ILJXUH�

7KH WRS ULJKW ZLQGRZ LV ZKHUH WKH JUDSKLFDO LQWHUIDFH RI WKH SURGXFW GHVLJQ LV VKRZQ�
%HORZ LV ZKHUH WKH GDWDEDVH LV FRQWDLQHG� +HUH GHVLJQHUV FKRRVH IURP D ZLGH YDULHW\ RI
PDWHULDOV� SURFHVVHV� OLQNV� DGGLWLYHV� DQG HOHFWURQLFV FRPSRQHQWV� 7KH ERWWRP OHIW ZLQGRZ
LV WKH SURMHFW PDQDJHPHQW ZLQGRZ ZKHUH WKH RQH FDQ VHH WKH GLIIHUHQW XVHUV WKDW KDYH

DFFHVV WR (,0( DV ZHOO DV WKH GLIIHUHQW SURMHFWV DVVRFLDWHG ZLWK WKH XVHUV� 7KH WRS OHIW
ZLQGRZ VKRZV SURGXFW GHVLJQ LQ D KLHUDUFKLFDO RU WUHH VWUXFWXUH VKRZLQJ WKH GLIIHUHQW
DVVHPEOLHV DQG VXEDVVHPEOLHV RI WKH GHVLJQ�

'HVLJQHUV FDQ HYDOXDWH DQG HYHQWXDOO\ LPSURYH WKH HQYLURQPHQWDO SURILOH RI WKHLU SURGXFWV
WKURXJK PHWULFV� (QYLURQPHQWDO LPSDFW DQG GHVLJQ PHWULFV DUH VKRZQ ERWK LQ WDEXODWHG
IRUP DQG LQ JUDSKLFDO IRUP� 7DEXODWHG OLIH�F\FOH LPSDFW LQGLFDWRUV FDQ EH VKRZQ DV IROORZV
IRU D SURGXFW GHVLJQ�
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7KH\ FDQ DOVR EH VKRZQ JUDSKLFDOO\ XVLQJ D UDGDU JUDSK� ,Q WKLV FDVH� WZR GLIIHUHQW SURGXFW
GHVLJQV FDQ EH FRPSDUHG ZLWK UHVSHFW WR WKH GLIIHUHQW LPSDFW LQGLFDWRUV�

$OVR� GHVLJQ LQGLFDWRUV VXFK DV QXPEHU RI KD]DUGRXV PDWHULDOV� QXPEHU RI GLVWLQFW PDWHULDOV� DQG
QXPEHU RI SDUWV DUH DOVR WDEXODWHG IRU D SDUWLFXODU GHVLJQ�

(,0(� H[SHUW LQWHUIDFH

:LWKLQ (,0(� GHVLJQHUV DQG HQYLURQPHQWDO H[SHUWV HDFK KDYH WKHLU RZQ LQWHUIDFH�
¶([SHUWV· XVH WKHLU LQWHUIDFH WR FXVWRPLVH WKH VRIWZDUH IRU WKH GHVLJQHUV� (QYLURQPHQWDO
H[SHUWV FDQ XVH WKH VRIWZDUH DV DQ HQYLURQPHQWDO PDQDJHPHQW WRRO WR SDVV DORQJ
HQYLURQPHQWDO UHJXODWLRQV� FRPSDQ\ WDUJHWV� RU HQYLURQPHQWDO QHZV WR GHVLJQHUV� ([SHUWV
FDQ DOVR SURYLGH ¶SRS�XS· ZDUQLQJV WR GHVLJQHUV VR WKDW WKH\ UHFHLYH LQVWDQW IHHGEDFN
GXULQJ WKH GHVLJQ SURFHVV�



��

(QYLURQPHQWDO LQGLFDWRUV FDQ DOVR EH FXVWRPLVHG VR WKDW HDFK FRPSDQ\ FDQ XVH WKH LQGLFDWRU�V�
WKDW LV EHVW VXLWHG IRU WKHP� )LQDOO\� WKH H[SHUW FDQ FXVWRPLVH WKH PRGXOH GDWDEDVH DQG DGG LQWR
WKH GDWDEDVH WKH FRPSRQHQWV VSHFLILFDOO\ XVHG ZLWKLQ D UHVSHFWLYH FRPSDQ\�

'DWDEDVH

7KH HPEHGGHG GDWDEDVH FRQWDLQV ��� PRGXOHV RQ WKH PRVW FRPPRQO\ XVHG PDWHULDOV DQG
VXE�FRPSRQHQWV ZLWKLQ WKH HOHFWURQLF DQG HOHFWULF LQGXVWU\� ,W VSHFLILFDOO\ FRQWDLQV� ��
SODVWLFV� �� FKHPLFDOV� � ODPLQDWHV� �� PHWDOV� � SDSHU DQG FDUGERDUG PRGXOHV� � IDFLOLWLHV�
� HQHUJLHV� �� HOHFWURQLF SDUWV �VXFK DV UHVLVWRUV� FDSDFLWRUV� EDWWHULHV� LQWHJUDWHG FLUFXLWV�
GLRGHV� TXDUW]� DQG FDSDFLWRUV�� �� LQGXVWULDO SURFHVVHV� �� OLQNV� DQG � WUDQVSRUWDWLRQ
PRGXOHV� &RPSDQ\ VSHFLILF PRGXOHV FDQ EH DGGHG DV ZHOO� HLWKHU E\ XVLQJ RWKHU LQ�KRXVH
GDWDEDVHV RU E\ FRPSLOLQJ DQG FXVWRPLVLQJ PRUH FRPSOH[ PRGXOHV RXW RI WKH VWDUWLQJ
GDWDEDVH�
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6RPH RI WKH GDWD FRPHV IURP WKH (FRELODQ *URXS GDWDEDVH� VRPH IURP UDZ PDWHULDO SURGXFHUV
DQG SXEOLF GDWDEDVHV� DQG PRVW RI WKH GDWD IRU WKH HOHFWURQLFV FRPSRQHQWV DQG SDUWV FRPHV IURP
WKH ILYH LQGXVWULDO SDUWQHUV DQG WKHLU VXSSOLHUV�

7KHVH GDWD LQFOXGH JHQHULF TXDQWLWDWLYH OLIH�F\FOH IORZV� WR[LFRORJ\ DQG UHJXODWRU\
LQIRUPDWLRQ� SURGXFW GHVFULSWLRQV DQG HQG�RI�OLIH DVSHFWV� 7KH HPEHGGHG OLIH�F\FOH GDWD
KDV EHHQ SHHU�UHYLHZHG E\ /&$ SURIHVVLRQDOV H[WHUQDO WR WKLV ')( SURMHFW� DQG ZLOO IXUWKHU
EH YDOLGDWHG E\ H[WHUQDO LQWHUQDWLRQDO H[SHUWV �FRPSOHWHG HQG RI ������
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39
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0HWULF

7KUHH W\SHV RI RXWSXW PHWULFV�

• (QYLURQPHQWDO ,PSDFW ,QGLFDWRUV� PDQXIDFWXULQJ� XVH DQG GLVWULEXWLRQ

− 0DWHULDO GHSOHWLRQ

− 3RWHQWLDO LPSDFWV LQ WKH DLU

− 3RWHQWLDO LPSDFWV LQ ZDWHU

− 3URGXFWLRQ RI :DVWH

• 'HVLJQ ,QGLFDWRUV

− 3K\VLFDO &KDUDFWHULVWLFV

− 8VH SKDVH LQIRUPDWLRQ

− (QG�RI�OLIH LQIRUPDWLRQ

• %LOO RI 0DWHULDOV

6RPH LQGLFDWRUV DUH FXVWRPLVDEOH� ,QGLFDWRU FRQWULEXWRUV FDQ EH PRGLILHG� DQG LQGLFDWRUV FDQ EH
FRPELQHG WR FUHDWH PRUH JHQHUDO ¶(FR�LQGLFDWRUV·� 7KH HQYLURQPHQWDO H[SHUW ZLOO EH DEOH WR
VHOHFW SDUW RI WKH LQGLFDWRUV� ZKLFK DUH UHOHYDQW IRU D JLYHQ IDPLO\ RI SURGXFWV�
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/LIH &\FOH ,QGLFDWRUV

0DWHULDO GHSOHWLRQ

7KH 50' �5DZ 0DWHULDO 'HSOHWLRQ� LQGLFDWRU FDOFXODWHV WKH GHSOHWLRQ RI QDWXUDO UHVRXUFHV�
WDNLQJ LQWR DFFRXQW WKH VL]H RI WKH UHVHUYH IRU WKDW UHVRXUFH LQ WKH JURXQG DQG WKH FRQVXPSWLRQ
UDWH RI WRGD\·V HFRQRP\�

7KH (' �(QHUJ\ 'HSOHWLRQ� LQGLFDWRU LQGLFDWHV WKH FRQVXPSWLRQ �RU XVH� RI HQHUJ\� HLWKHU
GHULYHG RI WKH FRPEXVWLRQ RI IXHOV �IRVVLO RU QRW� RU IURP RWKHU VRXUFHV �K\GURHOHFWULFLW\� WLGDO�
VRODU� ZLQG�� 1XFOHDU HOHFWULFLW\ LV LQFOXGHG LQ HQHUJ\ IURP XUDQLXP IXHO� 7KH LQGLFDWRU DOVR
FRQVLGHUV WKH ODWHQW HQHUJ\ LQ PDWHULDOV �ZKLFK LV SURGXFHG GXULQJ WKH FRPEXVWLRQ RI WKH
PDWHULDO� W\SLFDOO\ DW WKH HQG RI LWV OLIH��

7KH:' �:DWHU 'HSOHWLRQ� LQGLFDWRU FDOFXODWHV WKH FRQVXPSWLRQ RI ZDWHU� L�H� WKH VXP RI DQ\
NLQG RI ZDWHU VRXUFH RU TXDOLW\ �GULQNDEOH� LQGXVWULDO�«��

3RWHQWLDO LPSDFWV LQ WKH DLU

7KH *:3 �*OREDO :DUPLQJ 3RWHQWLDO� LQGLFDWRU FDOFXODWHV WKH FRQWULEXWLRQ WR WKH JOREDO
ZDUPLQJ RI WKH DWPRVSKHUH E\ WKH UHOHDVH RI VSHFLILF JDVHV�

7KH 2' �2]RQH 'HSOHWLRQ� LQGLFDWRU FDOFXODWHV WKH FRQWULEXWLRQ WR WKH GHSOHWLRQ RI WKH
VWUDWRVSKHULF R]RQH OD\HU E\ WKH UHOHDVH RI VSHFLILF JDVHV�

7KH $7 �$LU 7R[LFLW\� LQGLFDWRU FDOFXODWHV WKH DLU WR[LFLW\ LQ D KXPDQ HQYLURQPHQW� WDNLQJ LQWR
DFFRXQW WKH XVXDOO\ DFFHSWHG FRQFHQWUDWLRQV WROHUDWHG IRU VHYHUDO JDVHV DQW WKH TXDQWLW\ UHOHDVHG�

7KH 32& �3KRWRFKHPLFDO 2]RQH &UHDWLRQ� LQGLFDWRU FDOFXODWHV WKH SRWHQWLDO FUHDWLRQ RI
WURSRVKHULF R]RQH �¶VPRJ·� E\ WKH UHOHDVH RI VSHFLILF JDVHV ZKLFK ZLOO EHFRPH R[LGDQWV LQ WKH ORZ
DWPRVSKHUH XQGHU WKH DFWLRQ RI WKH VRODU UDGLDWLRQ�

7KH $$ �$LU $FLGLILFDWLRQ� LQGLFDWRU SUHVHQWV WKH DLU DFLGLILFDWLRQ E\ JDVHV UHOHDVHG WR WKH
DWPRVSKHUH�

3RWHQWLDO LPSDFWV LQ ZDWHU

7KH:( �:DWHU (XWURSKLFDWLRQ� LQGLFDWRU FDOFXODWHV WKH ZDWHU HXWURSKLFDWLRQ �HQULFKPHQW LQ
QXWULWLYH HOHPHQWV� RI ODNHV DQG PDULQH ZDWHUV E\ WKH UHOHDVH RI VSHFLILF VXEVWDQFHV LQ WKH
HIIOXHQWV�

7KH:7 �:DWHU 7R[LFLW\� LQGLFDWRU FDOFXODWHV WKH ZDWHU WR[LFLW\ WDNLQJ LQWR FRQVLGHUDWLRQ WKH
XVXDOO\ DFFHSWHG FRQFHQWUDWLRQV WROHUDWHG IRU VHYHUDO VXEVWDQFHV DQG WKH TXDQWLW\ UHOHDVHG�

3URGXFWLRQ RI ZDVWH

7KH +:3 �+D]DUGRXV :DVWH 3URGXFWLRQ� LQGLFDWRU FDOFXODWHV WKH TXDQWLW\ RI KD]DUGRXV ZDVWH
SURGXFHG IRU D JLYHQ SURGXFW� ,W LV DGGHG WR WKH IORZV RI WKH /&$ LQYHQWRU\ ZKLFK FRUUHVSRQG WR
KD]DUGRXV ZDVWH�

'HVLJQ ,QGLFDWRUV

3K\VLFDO FKDUDFWHULVWLFV

7KH &RPSXWHG ZHLJKW RI WKH SURGXFW VXPV WKH VSHFLILHG ZHLJKW RI HYHU\ PRGXOH �0DWHULDO�
&RPSRQHQW� 3URFHVV� WKDW FRPSRVH WKH 3URGXFW� H[FOXGLQJ WKRVH IRU WKH GLVWULEXWLRQ DQG XVH
SKDVHV �3DFNDJLQJ� ,QVWDOODWLRQ FRPSRQHQWV� &RQVXPDEOH��
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7KH 5HF\FOHG &RQWHQW LQGLFDWRU LV WKH VXP IRU DOO PRGXOHV LQ WKH 3URGXFW RI WKHLU ZHLJKW RI
UHF\FOHG PDWHULDO� GLYLGHG E\ WKH WRWDO ZHLJKW�

7KH 6SHFLDO +DQGOLQJ 6XEVWDQFHV LQ &RPSRVLWLRQ LV WKH ZHLJKW UDWLR RI VXEVWDQFHV LQ WKH SURGXFW

ZKLFK EHORQJ WR WKH OLVW RI 6SHFLDO +DQGOLQJ 6XEVWDQFHV LQGHSHQGHQWO\ RI WKH UDWLRV� ,W GHDOV RQO\
ZLWK WKH SURGXFW �LW GRHV QRW LQFOXGH SDFNDJLQJ PDWHULDO RU DQ\WKLQJ UHODWHG WR WKH GLVWULEXWLRQ
DQG XVH SKDVHV�

7KH 9ROXPH LV WKH YDOXH WKDW \RX PD\ KDYH VSHFLILHG LQ WKH 3URGXFW GDWD�

7KH 1XPEHU RI SDUWV �RU HOHPHQWV� VXPV WKH YDOXH VSHFLILHG IRU HYHU\ 3DUW� HYHU\ &RPSRQHQW
PRGXOH DQG HYHU\ 6LPSOLILHG 6XEDVVHPEO\ WKDW FRPSRVH WKH 3URGXFW� ZLWKRXW &RQVXPDEOH 	
0DLQWHQDQFH QRU ,QVWDOODWLRQ FRPSRQHQWV�

8VH FKDUDFWHULVWLFV

3RZHU FRQVXPSWLRQ� (OHFWURPDJQHWLF UDGLDWLRQ DQG QRLVH OHYHO�

(QG RI OLIH FKDUDFWHULVWLFV

7KH (QG RI /LIH YDORULVDWLRQ LQGLFDWRUV DUH FRPSXWHG IRU WKH 3URGXFW ZLWKRXW LWV 3DFNDJLQJ QRU
,QVWDOODWLRQ FRPSRQHQWV QRU &RQVXPDEOH 	 0DLQWHQDQFH� 7KH DOJRULWKP LV TXLWH FRPSOH[ EXW
FRXOG EH VLPSOLILHG EDVHG RQ WKH IROORZLQJ SULQFLSOHV�

7KH SURGXFW �ZLWKRXW LWV SDFNDJLQJ QRU XVH SKDVH PDWHULDOV� LV VRUWHG LQWR IRXU FDWHJRULHV
GHSHQGLQJ RQ WKH VFHQDULR FKRVHQ IRU LWV HQG RI OLIH� 7KH HOHPHQWV DUH GHWHUPLQHG E\ DQ
DOJRULWKP WKDW VLPXODWHV WKH GLVPDQWOLQJ RU JULQGLQJ RI WKH SURGXFW� WDNLQJ LQWR FRQVLGHUDWLRQ
WKH OLQNV EHWZHHQ WKH SDUWV� 7KH VRUW GHSHQGV RQ WKH UHXVDEOH� UHF\FODEOH DQG KD]DUGRXV
SURSHUWLHV RI WKH HOHPHQWV DV ZHOO DV RQ WKH FRPSDWLELOLW\ RI WKH FRQVWLWXHQWV RI HDFK HOHPHQW�

7KH HQG�RI OLIH LQGLFDWRUV DUH OLVWHG EHORZ�

• :HLJKW UDWLR RI H[WUDFWDEOH VSHFLDO KDQGOLQJ FRPSRQHQWV

• :HLJKW UDWLR RI UHXVDEOH FRPSRQHQWV

• :HLJKW UDWLR RI UHF\FODEOH FRPSRQHQWV

• :HLJKW UDWLR RI ZDVWH

• 1XPEHU RI SUREOHPDWLF OLQNV

• 1XPEHU RI GLVWLQFW PDWHULDOV

%LOO RI 0DWHULDOV ,QGLFDWRU

7KH %LOO RI 0DWHULDOV LQGLFDWRU PDNHV WKH LQYHQWRU\ RI DOO WKH PDWHULDOV XVHG LQ WKH FDVH DQG WKLV
IRU HDFK SKDVH� PDQXIDFWXULQJ� GLVWULEXWLRQ DQG XVH�

  

7KH ERRN RI SDSHUV DQG SURFHHGLQJV IURP (&2 �� DQG (&2 �� &RQIHUHQFHV ZLOO KDYH D IRXUWK
VHFWLRQ� ¶'HPRFUDFLHV IRU &KDQJH· ZKLFK ZLOO LQFOXGH VHFWLRQV RQ WKH UROH RI WKH PHGLD�
FRPPXQLW\ DFWLRQV VXFK DV /RFDO $JHQGD �� DQG WKH LPSOLFDWLRQV IRU GHPRFUDF\ RI VXVWDLQDEOH
GHYHORSPHQW� SXEOLF DZDUHQHVV� LQIRUPDWLRQ DQG SDUWLFLSDWLRQ�



��

0HDQZKLOH� WR HQG WKLV FROOHFWLRQ RI SDSHUV� 7RGG *LWOLQ� ZKR ZDV D PRGHUDWRU DW (&2 ��� KDG
PXFK WR VD\ DERXW WKH GLIILFXOW\ RI ILQGLQJ VHULRXV HQYLURQPHQWDO FRYHUDJH LQ WKH PHGLD� 7KH
DXWKRU RI VHYHQ ERRNV� OHFWXUHU� FROXPQLVW� 7RGG *LWOLQ LV D SURIHVVRU DW 1HZ <RUN 8QLYHUVLW\ LQ
FRPPXQLFDWLRQ� MRXUQDOLVP� DQG VRFLRORJ\� DV ZHOO DV 6HQLRU )HOORZ DW WKH 0HGLD 6WXGLHV &HQWUH
LQ 1HZ <RUN� )ROORZLQJ DUH H[FHUSWV IURP DQ LQWHUYLHZ ZLWK *LWOLQ ZKLFK DSSHDUHG LQ WKH :LOG

'XFN 5HYLHZ� 9RO� 9 1R� �� :LQWHU� ���� �1HYDGD &LW\� &DOLIRUQLD�� ¶'RQ·W OHDYH
HQYLURQPHQWDOLVP WR WKH SXUH�RI�KHDUW�· KH ZDUQV� 7KLV PLJKW EH ZRUVH WKDQ OHDYLQJ SROLWLFV WR
WKH SROLWLFLDQV�

$�FRPPHQW�RQ�(&2���

E\ 7RGG *LWOLQ

���3ROLWLFDO LQVWLWXWLRQV� LQFOXGLQJ WKH SUHVV� PRUH RU OHVV FROOXGH LQ NHHSLQJ KXJH TXHVWLRQV RII
WKH DJHQGD� HLWKHU EHFDXVH WKH\·UH EOLQG RU EHFDXVH WKH\·UH ZLOIXOO\ GHFHSWLYH DQG H[FOXVLRQDU\�
7KHQ LW WDNHV VRFLDO PRYHPHQWV WR EULQJ WKHVH TXHVWLRQV WR WKH IRUH� 2QO\ WKHQ GR ZH JHW D
QHFHVVDU\ GHEDWH� 7KLV LV WKH FDVH QRZ ZLWK HQYLURQPHQWDOLVP�

���7R PH� WKH TXHVWLRQ LV� ZKHUH FDQ WKH GHEDWHV WDNH SODFH" 2EYLRXVO\ WKH\·UH QRW JRLQJ WR WDNH
SODFH RQ $%& 79� DQG WKH\·UH QRW JRLQJ WR JR RQ LQ WKH :DOO 6WUHHW -RXUQDO RU 7KH 1HZ <RUN
7LPHV� ,·P KROGLQJ LQ VXVSHQVH WKH TXHVWLRQ RI ZKHWKHU WKH ULJKW LGHDV H[LVW VRPHZKHUH RQ WKH
SODQHW� %XW VXUHO\ D JUHDW GHDO LV NQRZQ DERXW VWUDWHJLHV IRU KHDOWK\ V\VWHPV� DQG WKH YDULRXV
SRVLWLRQV RXJKW WR FRQWHQG LI WKHUH DUH JRLQJ WR EH GHPRFUDWLF GHFLVLRQV«�, KDYH EHHQ LQYROYHG
LQ FRQYHUVDWLRQV HQRXJK RYHU WKH ODVW IHZ \HDUV WR NQRZ WKHUH DUH GHEDWHV� WKHUH DUH SURSRVDOV�
DQG WKDW WKHVH DUH JOREDO� :KDW LV IUXVWUDWLQJ LV WKDW \RX·G KDYH QR LGHD� IURP PRPHQW WR
PRPHQW� DV D 86 FLWL]HQ� OHW DORQH DV DQ DFWLYLVW� RI WKH UDQJH RI WKHVH GLVFXVVLRQV�

���)RU H[DPSOH� LQ ���� , ZDV LQYLWHG WR D FRQIHUHQFH LQ 3DULV FDOOHG (&2 ��� 7KH DSSURDFK RI
WKLV FRQIHUHQFH ZDV WR EULQJ SHRSOH WRJHWKHU ZKR ZHUH HLWKHU EXVLQHVV RU SROLWLFDO SRZHUKRXVHV�
DQG GLVFXVV SUDFWLFDO VFKHPHV LQ (XURSH� 86� -DSDQ� DQG 6RXWK $PHULFD� VFKHPHV WKDW DUH HLWKHU
LQ SODFH RU FRQWHPSODWHG DQG SURPLVLQJ� 7KH HPSKDVLV ZDV RQ SUDJPDWLVP� 1RZ� , IRXQG LW
H[WUHPHO\ LQWHUHVWLQJ� YHU\ GLIIHUHQW IURP WKH DEVWUDFWLRQV VR JDLO\ DQG IRUPXODLFDOO\ WRVVHG
DURXQG RQ WKH OHIW� , ZDV LQYLWHG VLPSO\ WR DVN WRXJK TXHVWLRQV RI WKH SDQHOLVWV� DV ZDV 0DUN
+HUWVJDDUG� WKH MRXUQDOLVW� 7KH WZR RI XV ZHUH OREELQJ TXHVWLRQV DW ((& ILJXUHV� WKH *HUPDQ
(QYLURQPHQWDO 0LQLVWHU� WKH )UHQFK (QYLURQPHQWDO 0LQLVWHU� &OLQWRQ $GPLQLVWUDWLRQ SHRSOH�
H[HFXWLYHV IURP 'RZ &KHPLFDO� $7	7� 1LVVDQ 0RWRU� DQG VR RQ� , FDPH DZD\ VRPHZKDW
KHDUWHQHG E\ WKH NQRZOHGJH WKDW WKHUH ZHUH SRZHUIXO SHRSOH WDONLQJ DERXW SUDFWLFDOLWLHV ² ZKDW LV
DFWXDOO\ GRDEOH� RQ WKLV VLGH RI VRPH PLOOHQQLDO IDQWDV\ RI UHYROXWLRQ� , GRQ·W NQRZ LI ,·G FDOO LW D
GLDORJXH� EXW DW OHDVW WKHUH ZDV D UHVSHFWIXO H[SUHVVLRQ RI SRVLWLRQV� 6RPH SDUWLFLSDQWV ZHUH
SURPRWLQJ IRUPV RI LQGXVWULDO DFWLYLW\ WKDW VHHPHG WR EH FRPPRQ NQRZOHGJH WR WKH VSHFLDOLVWV
EXW ZHUH QHZ WR PH� 7KH VR�FDOOHG HFR�HIILFLHQF\ DUUDQJHPHQWV DUH QRW RXW LQ WKH RSHQ IRU SXEOLF
GLVFXVVLRQ� 7KH SHRSOH ZKR RUJDQLVHG WKH FRQIHUHQFH ZRUNHG KDUG WR JHW RXW WKH ZRUG DERXW
ZKDW WKH\ ZHUH GRLQJ� WR JHW SUHVV FRYHUDJH� EXW XQIRUWXQDWHO\ ZLWKRXW PXFK VXFFHVV� 7KHUH·V D
VHFRQG VXFK FRQIHUHQFH LQ 3DULV WKLV -XQH� (&2 ��� DQG , KRSH WKH PHGLD SD\ PRUH DWWHQWLRQ�
WKRXJK , DP QRW KROGLQJ P\ EUHDWK� 7KHUH·V D VSHFLILF H[DPSOH RI D IUDPHZRUN IRU WKLQNLQJ WKDW
LV FRQVWUXFWLYH ² QRW PLOOHQQLDO� EXW FRQVWUXFWLYH ² DQG LV VLPSO\ XQNQRZQ WR $PHULFDQV�

  


