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&RS\ULJKW��È��818�:,'(5�����
�&HQWUH� IRU� &RPSHWLWLRQ� DQG� 5HJXODWLRQ�� 8QLYHUVLW\� RI� (DVW� $QJOLD�� �&HQWUH� IRU� 0DQDJHPHQW� XQGHU
5HJXODWLRQ��8QLYHUVLW\�RI�:DUZLFN

7KLV�VWXG\�KDV�EHHQ�SUHSDUHG�ZLWKLQ�WKH�818�:,'(5�SURMHFW�RQ�7KH�6RFLDO�,PSDFW�RI�3ULYDWL]DWLRQ�DQG
5HJXODWLRQ� RI� 8WLOLWLHV� LQ� /DWLQ� $PHULFD�� ZKLFK� LV� FR�GLUHFWHG� E\� 'U�&HFLOLD� 8JD]�� 818�:,'(5
�+HOVLQNL��DQG�3URIHVVRU�&DWKHULQH�:DGGDPV�3ULFH��8QLYHUVLW\�RI�(DVW�$QJOLD��1RUZLFK��

818�:,'(5� JUDWHIXOO\� DFNQRZOHGJHV� WKH� ILQDQFLDO� FRQWULEXWLRQ� WR� WKH� SURMHFW� E\� WKH� 0LQLVWU\� IRU
)RUHLJQ�$IIDLUV�RI�)LQODQG�

'LVFXVVLRQ�3DSHU�1R���������

8.�8WLOLW\�5HIRUPV

'LVWULEXWLRQDO�,PSOLFDWLRQV�DQG�*RYHUQPHQW
5HVSRQVH

&DWKHULQH�:DGGDPV�3ULFH��DQG�$OLVRQ�<RXQJ�

0D\�����

$EVWUDFW

7KH�8.�ZDV�RQH�RI� WKH� HDUOLHVW� FRXQWULHV� WR� XQGHUWDNH� XWLOLW\� UHIRUP��ZKLFK� LQFOXGHG
FKDQJHV�LQ�RZQHUVKLS��LQ�WKH�UHJXODWRU\�UHJLPH�DQG�LQ�PDUNHW�VWUXFWXUH�DQG�FRPSHWLWLRQ�
:KLOH�PRVW�DJUHH�WKDW�WKH�SURJUDPPH�KDV�KDG�EHQHILFLDO�HIIHFWV�RQ�HIILFLHQF\��WKHUH�KDV
EHHQ� LQFUHDVLQJ� FRQFHUQ� DERXW� WKH� GLVWULEXWLRQ� RI� WKHVH� EHQHILWV� EHWZHHQ� DQG� ZLWKLQ
VWDNH� KROGHU� JURXSV�� UHVXOWLQJ� LQ� D� VHFRQG� SKDVH� RI� UHIRUP� XQGHU� WKH� /DERXU
*RYHUQPHQW�HOHFWHG�LQ�������7KLV�SDSHU�UHSRUWV�RQ�WKH�HIIHFW�RI�WKH�LQLWLDO�SURJUDPPH
RI�UHIRUPV��DQG�RQ�WKH�UHVSRQVH�RI�WKH�%ULWLVK�SXEOLF��WKH�JRYHUQPHQW�DQG�WKH�UHJXODWRUV�
:KLOH�WKH�8.�LV�YHU\�GLIIHUHQW�IURP�PRVW�/DWLQ�$PHULFDQ�FRXQWULHV��WKLV�VHFRQG�SKDVH
RI� UHIRUP� PD\� KROG� OHVVRQV� IRU� RWKHU� FRXQWULHV� DW� DQ� HDUOLHU� VWDJH� RI� XWLOLW\
UHRUJDQL]DWLRQ�

.H\ZRUGV�� GLVWULEXWLRQ�� ERXQGDULHV� RI� SXEOLF� DQG� SULYDWH� HQWHUSULVH�� SULYDWL]DWLRQ�
FRQWUDFWLQJ�RXW��HFRQRPLFV�RI�UHJXODWLRQ��XWLOLWLHV

-(/�FODVVLILFDWLRQ��'����/����/����/��
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� ,QWURGXFWLRQ

3ULYDWL]DWLRQ�DQG�GHUHJXODWLRQ�DUH�QRZ�XQGHU�ZD\�LQ�PDQ\�FRXQWULHV��LQFOXGLQJ�WKRVH�LQ
/DWLQ�$PHULFD��ZKLFK�KDYH�RIWHQ�EHHQ�LQ�WKH�IRUHIURQW�RI�GHYHORSPHQWV��DV�RWKHU�VWXGLHV
LQ�WKLV�SURMHFW�UHSRUW��,Q�PDQ\�SODFHV�D�QHZ�SKDVH�RI�UHIRUP�KDV�EHHQ�UHDFKHG��ZKHQ�WKH
LQLWLDO�HIIHFWV�DUH�DVVHVVHG��RIWHQ�E\�JRYHUQPHQWV� WKDW�GLG�QRW� WKHPVHOYHV� LQVWLJDWH� WKH
UHRUJDQL]DWLRQ��DQG�WKH�JHQHUDO�OHJLWLPL]DWLRQ�RI�WKH�DUUDQJHPHQWV�LV�UHYLHZHG��7KH�8.�
DOVR� D� SLRQHHU� LQ� WKLV� ILHOG� XQGHU� WKH�&RQVHUYDWLYH� JRYHUQPHQWV� RI� ����� WR� ����� KDV
QRZ� UHDFKHG� WKLV� VHFRQG� SKDVH�� %\� WKH� HQG� RI� WKH� SHULRG� YLUWXDOO\� DOO� WKH� IRUPHUO\
QDWLRQDOL]HG�LQGXVWULHV�ZHUH�SULYDWHO\�RZQHG��WHOHFRPV��ZDWHU��HOHFWULFLW\��JDV��UDLOZD\V�
DV�ZHOO� DV� FRDO�� LURQ�DQG� VWHHO� DPRQJ�RWKHUV��7KLV� VWXG\� FRQFHQWUDWHV�RQ� WKH� HIIHFW� RI
UHIRUP�RQ�WKH�ILUVW�IRXU�RI�WKHVH�LQGXVWULHV�� WKHLU� LPSDFW�RQ�GLIIHUHQW�KRXVHKROG�JURXSV
DQG� WKH� UHVSRQVH� RI� WKH� LQFRPLQJ� /DERXU� JRYHUQPHQW� VLQFH� ������ SDUWLFXODUO\� WKH
8WLOLWLHV�$FW�SDVVHG�LQ�������:KLOH�WKH�8.�LV�YHU\�GLIIHUHQW�IURP�PRVW�/DWLQ�$PHULFDQ
FRXQWULHV� LQ� WHUPV� RI� OHYHO� RI� LQFRPH� DQG� LQFRPH� GLVWULEXWLRQ�� SURYLVLRQ� RI� VRFLDO
VHFXULW\�VHUYLFHV�DQG�WKH�SHQHWUDWLRQ�OHYHOV�RI�XWLOLWLHV��LWV�XVH�DV�DQ�H[HPSODU�E\�PDQ\
HQWKXVLDVWV� IRU� UHIRUP� PDNHV� LWV� SLRQHHULQJ� SULYDWL]DWLRQ� SROLF\�� LWV� HIIHFWV� DQG
VXEVHTXHQW�SROLWLFDO�UHDFWLRQ�DQ�LQWHUHVWLQJ�FDVH�VWXG\�

6HFWLRQ�WZR�GHVFULEHV�WKH�GLIILFXOWLHV�IDFHG�E\�VRPH�%ULWLVK�FLWL]HQV�LQ�JDLQLQJ�DFFHVV�WR
XWLOLW\�VHUYLFHV��6HFWLRQ�WKUHH�JLYHV�D�VXPPDU\�RI�KRZ�WKH�IRXU�XWLOLWLHV�ZHUH�SULYDWL]HG
DQG�FRPSHWLWLRQ� LQWURGXFHG�DQG�GHVFULEHV� WKH�YDULHW\�RI�SD\PHQW�PHWKRGV��7KH� IRXUWK
VHFWLRQ� UHSRUWV� WKH� HIIHFWV� RI� SULFH� FKDQJHV� LQ� WKH� UHVLGHQWLDO� VHFWRU� IURP� WKH� WLPH� RI
SULYDWL]DWLRQ� �EHWZHHQ� ����� DQG� ������ WR� �������:H� FRQVLGHU� ERWK� FKDQJHV� LQ� SULFH
OHYHOV��DVVHVVLQJ�ZKHUH�WKHVH�FDQ�EH�DWWULEXWHG�WR�FKDQJLQJ�RZQHUVKLS�RU�UHJXODWLRQ��DQG
UHODWLYH�SULFHV��DQG�GLVFXVV�KRZ�SULFHV�KDYH�FKDQJHG�VLQFH�������6HFWLRQ�ILYH�FRQVLGHUV
WKH�SXEOLF� UHVSRQVH� WR� WKH� RULJLQDO� UHIRUPV�� DQG� WKH�/DERXU� JRYHUQPHQW¶V� DWWHPSWV� WR
LQWURGXFH�IXUWKHU�UHIRUPV� LQ�XWLOLW\�UHJXODWLRQ��6HFWLRQ�VL[� LGHQWLILHV� LQ�PRUH�GHWDLO� WKH
UHVSRQVH�RI�WKH�YDULRXV�UHJXODWRUV��DQG�VHFWLRQ�VHYHQ�FRQFOXGHV�

� &KDUDFWHULVWLFV�RI�YXOQHUDELOLW\

8QGHU�WKH�SULYDWL]DWLRQ�OHJLVODWLRQ��UHJXODWRUV�KDYH�KDG�D�UHVSRQVLELOLW\�WR�WDNH�DFFRXQW
RI� WKH�QHHGV�RI� WKRVH�RI�SHQVLRQDEOH�DJH�� WKH�FKURQLFDOO\� VLFN�DQG�GLVDEOHG�� DQG� WKRVH
OLYLQJ�LQ�UXUDO�DUHDV��IRU�HOHFWULFLW\�DQG�ZDWHU���7KH�8WLOLWLHV�$FW������DGGHG�ORZ�LQFRPH
JURXSV�WR�WKLV�OLVW�IRU�WKH�HQHUJ\�UHJXODWRU��7KRXJK�WKH�8.�LV�D�ULFK�FRXQWU\�FRPSDUHG
ZLWK�PDQ\�LQ�DOO�SDUWV�RI�WKH�ZRUOG��LQFUHDVLQJ�LQHTXDOLWLHV�KDYH�JLYHQ�ULVH�WR�FRQFHUQV
DERXW� WKRVH� FLWL]HQV� LQ� ORZ�LQFRPH�JURXSV��ZKR�ZKLOH� WKH\�PD\�QRW� VHHP� WR� EH� YHU\
GHSULYHG�E\�LQWHUQDWLRQDO�VWDQGDUGV��DUH�PXFK�ZRUVH�RII� WKDQ� WKH�DYHUDJH� LQ� WKHLU�RZQ
FRXQWU\��'XULQJ�WKH�����V�DQG�����V��LQFRPH�GLVWULEXWLRQ�LQ�WKH�8.�EHFDPH�PDUNHGO\
PRUH� XQHTXDO�� VRPHWKLQJ� ZKLFK� ZDV� QRW� WUXH� RI� RWKHU� (XURSHDQ� FRXQWULHV
�$WNLQVRQ��������%HWZHHQ�$SULO������DQG�$SULO������ WKH� UHDO� HDUQLQJV�RI� WKH� ERWWRP
GHFLOH�JUHZ�RQO\����SHU�FHQW��ZKLOH�WKRVH�RI�WKH�WRS�GHFLOH�JUHZ�E\����SHU�FHQW��)URP
�������� WKH�SURSRUWLRQ�RI� IDPLOLHV�ZLWKRXW� LQFRPH�IURP�ZRUN�JUHZ� IURP�RQH� ILIWK� WR
RQH�WKLUG���$�7UHDVXU\�GRFXPHQW�HVWLPDWHG�WKDW�DOPRVW���PLOOLRQ�PRUH�SHRSOH�WKDQ�LQ�WKH
����V�KDYH�LQFRPHV�EHORZ�KDOI�DYHUDJH��+0�7UHDVXU\������

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

� 7KHVH�UHVXOWV�ZHUH�ILUVW�SXEOLVKHG�LQ�:DGGDPV�3ULFH�DQG�+DQFRFN��������
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6XFK� UHODWLYH� GHSULYDWLRQ� RI� D� ODUJH� VHFWLRQ� RI� VRFLHW\²RIWHQ� ODEHOOHG� µVRFLDO
H[FOXVLRQ¶²LQFOXGHV� SUREOHPV� LQ� DIIRUGLQJ� XWLOLWLHV�� $FFHVV� WR� KHDW�� OLJKW�� ZDWHU� DQG
WHOHFRPPXQLFDWLRQV�DUH� D�QHFHVVDU\�FRQGLWLRQ�RI�SDUWLFLSDWLRQ� LQ� D�PRGHUQ� VRFLHW\�� ,Q
YLHZ�RI�WKH�%ULWLVK�FOLPDWH��DGHTXDWH�KHDWLQJ�LV�RIWHQ�JLYHQ�D�KLJK�SULRULW\��GHDWKV�IURP
K\SRWKHUPLD� DUH� FRPPRQHU� LQ� WKH�8.� WKDQ� LQ� 6FDQGLQDYLDQ� FRXQWULHV�ZLWK� D� KDUVKHU
FOLPDWH� ZKHUH� KRXVLQJ� LV� PRUH� HQHUJ\� HIILFLHQW� DQG� VRFLDO� VHFXULW\� VXSSRUW� PRUH
JHQHURXV�� ([SHQGLWXUH� RQ� HQHUJ\� LV� D� GLVSURSRUWLRQDWH� LWHP� LQ� WKH� EXGJHWV� RI� SRRU
SHQVLRQHU�KRXVHKROGV�DQG� WKRVH�RI� VLQJOH�SDUHQWV��6RFLDO� VHFXULW\�EHQHILWV� IRU� IDPLOLHV
ZLWK� FKLOGUHQ� DUH� LQVXIILFLHQW� WR� VXVWDLQ� D� EDVLF� VWDQGDUG� RI� OLYLQJ� �'7,� ����E�� ����
2WKHU� YXOQHUDEOH� JURXSV� LQFOXGH� WKH� GLVDEOHG�� VLFN�� DQG� WKH� HOGHUO\� LQ� ODUJH� KRXVHV�
3D\LQJ�IRU�ZDWHU�DQG�WHOHSKRQHV�PD\�DOVR�SUHVHQW�GLIILFXOWLHV�IRU�DOO�WKHVH�VRFLDO�JURXSV�
7KH� LQWURGXFWLRQ� RI� FRPSHWLWLRQ� LQWR� XWLOLWLHV�� ZKLFK� LPSOLHV� WKH� HURVLRQ� RI� ORQJ�
HVWDEOLVKHG�FURVV�VXEVLGLHV��SURPSWHG�SXEOLF�GHEDWH�RQ�WKH�LPSDFW�RI�WKLV�UHIRUP�RQ�WKH
JURXSV�PHQWLRQHG�DERYH��7KH�/DERXU�JRYHUQPHQW�HOHFWHG�LQ������KDV�PDGH�DWWHPSWV�WR
UHGUHVV�WKH�EDODQFH�LQ�WKHLU�IDYRXU��D�SROLF\�GLVFXVVHG�ODWHU�LQ�WKLV�VWXG\�

7KRXJK�DIIRUGDELOLW\�LV�DQ�LVVXH�IRU�D�VL]HDEOH�SURSRUWLRQ�RI�WKH�%ULWLVK�SRSXODWLRQ��WKH
FRVW�RI�DFFHVV�LV�UHDOO\�RQO\�DQ�LVVXH�IRU�UHPRWH�ORFDWLRQV��9LUWXDOO\�DOO�KRXVHKROGV�DUH
FRQQHFWHG�WR�DQ�HOHFWULFLW\�VXSSO\��DQG�ODFN�RI�FRQQHFWLRQ�WR�JDV��ZDWHU�RU�VHZHUDJH�LV
SUHGRPLQDQWO\� EHFDXVH� RI� JHRJUDSKLFDO� FKDUDFWHULVWLFV� UDWKHU� WKDQ� DIIRUGDELOLW\�
7HOHFRPPXQLFDWLRQV�PD\� EH� UDWKHU� GLIIHUHQW� EHFDXVH� RI� WKH� DGYHQW� RI� FRPSHWLWLRQ� LQ
QHWZRUNV�DQG�PRELOH�WHOHSKRQHV��DQG�WKH�FRQVHTXHQW�PRYH�WRZDUGV�FRVW�UHIOHFWLYLW\�LQ
SULFHV�WR�UHIOHFW�WKH�KLJKHU�FRVWV�RI�DFFHVV�LQ�UHPRWH�DUHDV�PD\�EH�D�SDUWLFXODU�SUREOHP
IRU�WKH�UXUDO�SRRU�

� 8.�XWLOLW\�UHIRUPV

$OO�WKH�PDMRU�8.�XWLOLWLHV�ZHUH�SULYDWL]HG�EHWZHHQ������DQG�������7KH�ILUVW�WR�EH�VROG
ZDV� %ULWLVK� 7HOHFRP� �%7�� LQ� ������ 8QOLNH� WKRVH� ZKLFK� FDPH� ODWHU�� ZKHQ� WKH
JRYHUQPHQW¶V� PRWLYDWLRQ� ZDV� RIWHQ� WR� JDLQ� FRQWURO� RI� WKH� SURFHHGV�� WKLV� VDOH� ZDV
PRWLYDWHG� SULPDULO\� E\� WKH� GLIILFXOW\� RI� UDLVLQJ� VXIILFLHQW� LQYHVWPHQW� ZKLOH� LW� ZDV� LQ
SXEOLF�RZQHUVKLS��EHFDXVH�ORDQV�WR�QDWLRQDOL]HG�LQGXVWULHV�ZHUH�FODVVLILHG�DV�SDUW�RI�WKH
SXEOLF� VHFWRU� ERUURZLQJ� UHTXLUHPHQW� �36%5���0DFURHFRQRPLF� RUWKRGR[\� RI� WKH� WLPH
SODFHG� JUHDW� HPSKDVLV� RQ� UHGXFLQJ� WKLV� ILJXUH�� DQG� WKH� LQYHVWPHQW� QHHGV� RI� QHZ
WHFKQRORJ\� LQ� WHOHFRPPXQLFDWLRQV� SRVHG� D� SDUWLFXODU� SUREOHP�� 7KRXJK� DOPRVW� ��� SHU
FHQW� RI� KRXVHKROGV�ZHUH� FRQQHFWHG� WR� WKH�PRQRSRO\� WHOHSKRQH� V\VWHP� DW� WKH� WLPH� RI
SULYDWL]DWLRQ��WKH�VHUYLFH�ZDV�SRRU�DQG�WKHUH�ZDV�ULVLQJ�GHPDQG�IRU�PRGHUQ�HTXLSPHQW
DQG�QHZ�GDWD�WUDQVPLVVLRQ�VHUYLFHV�WKDW�UHTXLUHG�JUHDWHU�FDSDFLW\�WKDQ�ZDV�DYDLODEOH��,W
ZDV�WKH�ODUJHVW�IORWDWLRQ�HYHU�PDGH�RQ�WKH�VWRFN�PDUNHW��DQG�WKHUH�ZHUH�UHDO�IHDUV�DW�WKH
WLPH�DERXW�LWV�IHDVLELOLW\�

*LYHQ� WKH� VXEVHTXHQW� VXFFHVV� RI� SULYDWL]DWLRQ� LQ� WKH� 8.�� LW� LV� GLIILFXOW� WR� UHFDOO� WKH
WUHSLGDWLRQ� WKDW� DFFRPSDQLHG� WKLV� LQQRYDWLRQ� DW� WKH� WLPH��7R� HQVXUH� D� VXFFHVVIXO� VDOH�
WKHUHIRUH��VKDUHV�ZHUH�RIIHUHG�DW�ORZ�SULFHV��ZLWK�DOPRVW����SHU�FHQW�UHVHUYHG�IRU�VPDOO
VKDUH� KROGLQJV� E\� WKH� JHQHUDO� SXEOLF� DQG� %7� HPSOR\HHV�� $� UHJXODWRU\� UHJLPH� ZDV
VRPHZKDW�KXUULHGO\�GHYLVHG�� D�QHZ� LQFHQWLYH� VFKHPH�GHVLJQHG�E\�6WHSKHQ�/LWWOHFKLOG
�������� RULJLQDOO\� DV� D� WHPSRUDU\�PHDVXUH� XQWLO� FRPSHWLWLRQ�ZDV� HVWDEOLVKHG�� ,QLWLDOO\
FRPSHWLWLRQ�WRRN�WKH�IRUP�RI�D�SURWHFWHG�GXRSRO\��WR�HQFRXUDJH�WKH�HQWU\�RI�WKH�VHFRQG
FRPSDQ\��0HUFXU\�� LQWR� WKH�PDUNHW��+RZHYHU� WKLV�ZDV� QRW� D� JUHDW� VXFFHVV�� DQG� DIWHU



�

�����WKHUH�ZDV�PRUH�RSHQ�DFFHVV��ZLWK�FRQVLGHUDEOH�HQWU\�GXULQJ�WKH�����V��IDFLOLWDWHG
E\�GHYHORSLQJ�WHFKQRORJ\�DV�ZHOO�DV�WKH�UHJXODWRU\�UHJLPH��'HVSLWH�H[WHQVLYH�HQWU\�DQG
ORVV� RI� PDUNHW� LQ� VRPH� DUHDV�� %7� VWLOO� UHWDLQV� ��� SHU� FHQW� RI� WKH� UHVLGHQWLDO� PDUNHW
�2IWHO�����E��� 5HJXODWLRQ� RI� ILQDO� SULFHV� LV� QRZ� UHVWULFWHG� WR� WKH� VXE�JURXS� RI� WKLV
PDUNHW� IRU�ZKLFK� WKHUH� LV� OHDVW� FRPSHWLWLRQ� �WKRVH�ZLWK� WKH� ORZHVW�XVDJH� OHYHOV���ZLWK
LQFUHDVLQJ� IRFXV� RQ� UHJXODWLQJ� LQWHU�FRQQHFWLRQ� DJUHHPHQWV� EHWZHHQ� FRPSDQLHV� UDWKHU
WKDQ�UHWDLO�SULFHV��7KH�UHJXODWLRQ�LWVHOI�FRQVLVWHG�RI�D�FRQVWUDLQW�RQ�RYHUDOO�UHYHQXH��ZLWK
D� VHSDUDWH� �VOLJKWO\� OD[HU�� FRQVWUDLQW� RQ� WKH� OLQH� UHQWDO� HOHPHQW� XQWLO� ������ 7KLV
FRQVWUDLQW�ZDV� YLUWXDOO\� DOZD\V� ELQGLQJ�� L�H�� WKH� FRPSDQ\�ZDQWHG� WR� UDLVH� WKLV� FKDUJH
ZLWKLQ� WKH� RYHUDOO� OLPLW� E\�PRUH� WKDQ� WKH� DPRXQW� SHUPLWWHG�� 7KH� SULFH� FDS�ZDV� RQ� D
EDVH�ZHLJKWHG�DYHUDJH�RI�SULFHV�

%ULWLVK�*DV�ZDV�WKH�QH[W�XWLOLW\�LQGXVWU\�WR�EH�SULYDWL]HG��LQ�������/LNH�%ULWLVK�7HOHFRP�
LW�ZDV�VROG�DV�D�WRWDOO\�YHUWLFDOO\�LQWHJUDWHG�FRPSDQ\��IURP�1RUWK�6HD� WR�EXUQHU���7KH
JRYHUQPHQW� DQG� WKH� FRPSDQ\� DUJXHG� WKDW� QR� UHJXODWLRQ�ZDV� QHHGHG� LQ� WKH� ODUJH� XVHU
PDUNHW��EHFDXVH�JDV�WR�JDV�FRPSHWLWLRQ�ZDV�WKHRUHWLFDOO\�SRVVLEOH��WKRXJK�QRQ�H[LVWHQW�
DQG�WKHUH�ZDV�FRPSHWLWLRQ�IURP�RWKHU�IXHOV��)HZ�FRPPHQWDWRUV�ZHUH�FRQYLQFHG�E\�WKLV
DUJXPHQW�� ZKLFK�ZDV� ZLGHO\� VHHQ� DV� OD[� UHJXODWLRQ� WR� HQVXUH� WKH� FRRSHUDWLRQ� RI� WKH
LQGXVWU\� DQG� D� TXLFN� VDOH� EHIRUH� WKH� IRUWKFRPLQJ� HOHFWLRQ�� &RPSHWLWLRQ� LQ� WKH� EXON
PDUNHW� GHYHORSHG� RQO\� DIWHU� FRQVLGHUDEOH� SUHVVXUH� IURP� FRPSHWLWLRQ� DXWKRULWLHV�
IROORZLQJ� WZR� 0RQRSROLHV� DQG� 0HUJHUV� &RPPLVVLRQ� HQTXLULHV� ������� ������ DQG� D
UHSRUW�E\�WKH�2IILFH�RI�)DLU�7UDGLQJ�LQ�������(YHQWXDOO\�WKH�FRPSDQ\�ZDV�VXEMHFWHG�WR
UHVWULFWLRQV�RQ�SULFH�RIIHUV��WR�EH�UHOD[HG�RQO\�DV�LW�ORVW�SUH�VHW�SURSRUWLRQV�RI�LWV�PDUNHW�
,Q������WKH�UHJXODWRU�DJUHHG�WKDW�LW�KDV�ORVW�HQRXJK�RI�WKH�LQGXVWULDO�PDUNHW�����SHU�FHQW
E\�YROXPH��WKDW�LW�FRXOG�UHWXUQ�WR�RSHUDWLQJ�XQGHU�FRQILGHQWLDO�SULFLQJ�DUUDQJHPHQWV�OLNH
LWV�FRPSHWLWRUV��ZLWK�QR�DGGLWLRQDO�UHVWULFWLRQV��2IJHP�����E������

7KH�*DV�$FW�JUDQWHG�DQ�LQGHILQLWH�PRQRSRO\�WR�WKH�FRPSDQ\�LQ�WKH�VPDOO�XVHU�PDUNHW�
3ULFH� FDS� UHJXODWLRQ� ZDV� DSSOLHG� WR� WKLV� PDUNHW�� ZKLFK� FRQVLVWHG� RI� WKH� UHVLGHQWLDO
VHFWRU��DQG�VPDOO� WR�PHGLXP�VL]HG� LQGXVWULDO�DQG�FRPPHUFLDO�XVHUV�� DV�ZLWK�%7�� WKHUH
ZDV�D�VHSDUDWH�FRQVWUDLQW�RQ�WKH�IL[HG�FKDUJH��EXW� WKLV�ZDV�QHYHU�ELQGLQJ�� ,Q������WKH
UHVWULFWLRQ� RQ� RYHUDOO� UHYHQXH� ZDV� DPHQGHG� WR� FDSV� RQ� LQGLYLGXDO� WDULII� HOHPHQWV�
UHGXFLQJ�WKH�LQFXPEHQW¶V�DELOLW\�WR�UHEDODQFH�SULFHV�LQ�UHVSRQVH�WR�QHZ�HQWU\�

&RPSHWLWLRQ�LQ�WKH�VPDOO�XVHU�PDUNHW�UHTXLUHG�QHZ�OHJLVODWLRQ��HQDFWHG�LQ�������&KRLFH
RI�VXSSOLHU�ZDV�LQWURGXFHG�JUDGXDOO\�DFURVV�UHJLRQV�EHWZHHQ������DQG�������7KHUH�DUH
DERXW����HQWUDQWV�WR�WKH�JDV�PDUNHW��PDLQO\�H[LVWLQJ�HOHFWULFLW\�LQFXPEHQWV��WKRXJK�QRW
DOO�RSHUDWLQJ�LQ�HYHU\�UHJLRQ��%\������MXVW�RYHU����SHU�FHQW�RI�KRXVHKROGV�KDG�VZLWFKHG
VXSSOLHU�� ZLWK� D� UDWKHU� KLJKHU� SURSRUWLRQ� DPRQJ� WKRVH� SD\LQJ� E\� GLUHFW� GHELW�� DQG� D
PXFK� ORZHU� SURSRUWLRQ� �DERXW� ��� SHU� FHQW�� DPRQJVW� SUHSD\PHQW� FRQVXPHUV�� ,Q�$SULO
�����WKH�SULFH�FDS�ZDV�UHPRYHG�IURP�WKH�GLUHFW�GHELW�PDUNHW��ZLWK�WKH�SURPLVH�WKDW�WKH
UHVW�RI�WKH�UHVLGHQWLDO�PDUNHW�ZRXOG�IROORZ�D�\HDU�ODWHU�

7KURXJKRXW� WKH� SHULRG�� WKH� PRQROLWKLF� FRPSDQ\� SULYDWL]HG� LQ� ����� FDPH� XQGHU
LQFUHDVLQJ� UHJXODWRU\� SUHVVXUH�� SDUWLFXODUO\� DV� FRPSHWLWLRQ� ZDV� LQWURGXFHG�� DQG� WKH
UHJXODWRU�LPSRVHG�µ&KLQHVH�ZDOOV¶�EHWZHHQ�WKH�PRQRSRO\�SLSHV�EXVLQHVV�DQG�WKH�VXSSO\
EXVLQHVV��UHVSRQVLEOH�IRU�DFTXLULQJ�JDV��VHOOLQJ�DQG�ELOOLQJ��ZKLFK�ZDV�FRPSHWLQJ�ZLWK
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QHZ�HQWUDQWV���+DYLQJ�VXUYLYHG�VHYHUDO�UHFRPPHQGDWLRQV�WKDW�LW�EH�IRUFLEO\�VSOLW�XS��WKH
FRPSDQ\�GHPHUJHG�YROXQWDULO\�LQ������LQWR�D�UHWDLO�EXVLQHVV��ZLWK�VRPH�1RUWK�6HD�JDV
VXSSOLHV��DQG�D�SLSHV�EXVLQHVV�WKDW�LQFOXGHG�H[SORUDWLRQ�DQG�LQWHUQDWLRQDO�EXVLQHVV��7KLV
ODWWHU�FRPSDQ\�IXUWKHU�VHSDUDWHG�LQ�2FWREHU������LQWR�WKH�/DWWLFH�JURXS��UHVSRQVLEOH�IRU
SLSHV�LQ�WKH�8.��DQG�%*�,QWHUQDWLRQDO�

7KH� QH[W� WZR� XWLOLWLHV� WR� EH� VROG� RII�� ZDWHU� DQG� HOHFWULFLW\�� DOUHDG\� KDG� HOHPHQWV� RI
UHJLRQDO�RUJDQL]DWLRQ��DQG�WKHUHIRUH�UHJLRQDO�PRQRSRO\�HOHFWULFLW\�GLVWULEXWRUV�DQG�ZDWHU
VXSSOLHUV�ZHUH�VHW�XS�LQ�(QJODQG�DQG�:DOHV��,Q�1RUWKHUQ�,UHODQG�DQG�6FRWODQG��KRZHYHU�
ZDWHU� UHPDLQHG� LQ� SXEOLF� RZQHUVKLS� DQG� WKH� HOHFWULFLW\� LQGXVWU\� ZDV� GLIIHUHQWO\
RUJDQL]HG��7KH�ZDWHU�LQGXVWU\��VROG�LQ�������ZDV�WKH�PRVW�ILHUFHO\�FRQWHVWHG�RI�WKH�IRXU�
ERWK�LQ�SDUOLDPHQW�DQG�LQ�WKH�FRXQWU\�DW� ODUJH��7KH�FKLHI�DUJXPHQW�EURXJKW� IRUZDUG� LQ
IDYRXU� RI� WKLV� VDOH� ZDV� WKDW� FRQVXPHUV� ZRXOG� EHQHILW� IURP� JUHDWHU� HIILFLHQF\�� 7KHUH
ZHUH� WHQ� UHJLRQDO� ZDWHU� DXWKRULWLHV�� LQ� HIIHFW� WHQ� ORFDO� QDWXUDO� PRQRSROLHV�� ZKRVH
UHVSRQVLELOLWLHV� LQFOXGHG� HQYLURQPHQWDO� UHJXODWRU\� IXQFWLRQV� DV� ZHOO� DV� WKH� VXSSO\� RI
ZDWHU� DQG� VHZHUDJH� VHUYLFHV� DQG�� LQ� DGGLWLRQ�� D� QXPEHU� RI� VPDOOHU� ZDWHU�RQO\
FRPSDQLHV�� (XURSHDQ� ODZ� ZRXOG� QRW� SHUPLW� WKH� WUDQVIHU� RI� WKHVH� HQYLURQPHQWDO
UHVSRQVLELOLWLHV� WR� SULYDWH� FRPSDQLHV�� &RQVHTXHQWO\�� WKH� UHJXODWRU\� IXQFWLRQV� ZHUH
WUDQVIHUUHG� WR� D� 1DWLRQDO� 5LYHUV� $XWKRULW\�� ODWHU� LQFRUSRUDWHG� LQWR� WKH� (QYLURQPHQW
$JHQF\��7KRXJK�WKH�ZDWHU�DQG�VHZHUDJH�FRPSDQLHV�ZHUH�VHW�XS�DV�YHUWLFDOO\�LQWHJUDWHG
PRQRSROLHV��WKH�OHJLVODWLRQ�DOVR�LQFOXGHG�WKH�SRVVLELOLW\�RI�FRPSHWLWLRQ�IRU�ODUJH�XVHUV�LQ
WKH� IRUP� RI� µLQVHW� DSSRLQWPHQWV¶� WKDW� FRXOG� EH� SHUPLWWHG� RQ� WKH� ERXQGDULHV� RI� ZDWHU
DUHDV��EXW�WKHUH�ZHUH�IHZ�LQVWDQFHV�RI�WKLV��+RZHYHU�WKH�HQIRUFHPHQW�RI�WKH�&RPSHWLWLRQ
$FW��������LQ������RIIHUHG�WKH�SRVVLELOLW\�RI�D�PXFK�PRUH�SRVLWLYH�UHJXODWRU\�DWWLWXGH
WR�FRPSHWLWLRQ��HYHQ�RI�WKH�UHJXODWRU�EHLQJ�IRUFHG�E\�SURVSHFWLYH�HQWUDQWV�WR� LQWURGXFH
FRPSHWLWLRQ�� :KHWKHU� WKH� QHZ� UHJXODWRU�� DSSRLQWHG� LQ� $XJXVW� ������ ZLOO� WDNH� D
SUR�FRPSHWLWLRQ� YLHZ� DQG� KRZ� IDU� FRPSHWLWLRQ� ZLOO� EH� YLDEOH�� JLYHQ� WKH� ODFN� RI� D
QDWLRQDO�ZDWHU�JULG��UHPDLQV�WR�EH�VHHQ�

7KRXJK� SHUKDSV� OHVV� FRQWURYHUVLDO� WKDQ� WKH� VDOH� RI� WKH� ZDWHU� FRPSDQLHV�� WKH
SULYDWL]DWLRQ�RI�WKH�HOHFWULFLW\�LQGXVWU\�ZDV�IDU�PRUH�FRPSOH[�DQG�WRRN�SODFH�LQ�VHYHUDO
VWDJHV�� )RUPHUO\� D� YHUWLFDOO\� LQWHJUDWHG� PRQRSRO\� FRQVLVWLQJ� RI� D� &HQWUDO� (OHFWULFLW\
*HQHUDWLQJ� %RDUG� WKDW� JHQHUDWHG� DQG� WUDQVPLWWHG� SRZHU�� DQG� ��� DUHD� ERDUGV� ZKLFK
GLVWULEXWHG�DQG�VXSSOLHG�HOHFWULFLW\�� WKH�(QJOLVK�HOHFWULFLW\� LQGXVWU\�ZDV� IXQGDPHQWDOO\
UHVWUXFWXUHG��7ZR�JHQHUDWLQJ�FRPSDQLHV�ZHUH�IORDWHG��1DWLRQDO�3RZHU�DQG�3RZHU*HQ��
WKH� IRUPHU� PXFK� ODUJHU� WKDQ� WKH� ODWWHU�� VLQFH� LW� ZDV� LQWHQGHG� WR� EHDU� WKH� EXUGHQ� RI
QXFOHDU�OLDELOLWLHV��7KH�RULJLQDO�LQWHQWLRQ�WR�VHOO�WKH�QXFOHDU�JHQHUDWRUV�DV�ZHOO�KDG�KDG�WR
EH�SRVWSRQHG�DW�DQ�HDUO\�VWDJH��7UDQVPLVVLRQ�EHFDPH�WKH�UHVSRQVLELOLW\�RI�WKH�1DWLRQDO
*ULG� &RPSDQ\� XQGHU� WKH� GLUHFWLRQ� DQG� RZQHUVKLS� RI� WKH� ��� 5HJLRQDO� (OHFWULFLW\
&RPSDQLHV� �5(&V��� ZKLFK� ZHUH� IORDWHG� LQ� 'HFHPEHU� ������ 7KH� 1DWLRQDO� *ULG
&RPSDQ\� LQ� WXUQ� ZDV� VROG� E\� WKH� 5(&V� RQ� WKH� VWRFN�PDUNHW� LQ� ������ 6KDUHV� LQ� WKH
JHQHUDWLQJ� FRPSDQLHV� ZHUH� VROG� LQ� WZR� WUDQFKHV�� LQ� ����� DQG� ������ 7KH� PDUNHW� IRU
HOHFWULFLW\�JHQHUDWLRQ�ZDV�VXSSRVHG�WR�EH�FRPSHWLWLYH�IURP�WKH�RXWVHW��ZLWK�WKH�UHJLRQDO
FRPSDQLHV�SHUPLWWHG�WR�JHQHUDWH�D�OLPLWHG�DPRXQW�RI�SRZHU�WKHPVHOYHV��7KH�LQIOXHQFH
RI�WKH�WZR�ELJ�JHQHUDWRUV�UHPDLQHG�VLJQLILFDQW�VLQFH�WKH\�KDG�IDU�JUHDWHU�FDSDFLW\�WKDQ

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

�� µ&KLQHVH�ZDOOV¶�LV�WKH�WHUP�IRU�DQ�DUWLILFLDO�VHSDUDWLRQ�RI�IXQFWLRQV�ZLWKLQ�FRPSDQLHV�WR�SUHYHQW�FURVV
VXEVLG\�DQG� LQDSSURSULDWH� H[FKDQJH�RI� LQIRUPDWLRQ��7KLV�ZLOO� XVXDOO\� LQFOXGH� ILQDQFLDO� ULQJ� IHQFLQJ
DQG� VHSDUDWH� UHSRUWLQJ� WR� HQVXUH� WUDQVSDUHQF\�� DQG� HYHQ� UHVWULFWLRQV� RQ�PRYHPHQW� RI� VWDII� EHWZHHQ
EXLOGLQJV�
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WKH� QHZ� HQWUDQWV�� 1HZ� HQWU\� ZDV� DOPRVW� HQWLUHO\� JHDUHG� WR� UXQQLQJ� EDVHORDG�� DQG
YDULDWLRQ� LQ� RXWSXW� ZDV�PRVWO\� SURYLGHG� E\� WKH� SODQW� RZQHG� E\� 1DWLRQDO� 3RZHU� DQG
3RZHU*HQ�ZKR�FRQVHTXHQWO\�VHW�WKH�SULFH�LQ�WKH�SRRO��VHH�*UHHQ�DQG�1HZEHU\������IRU
D�UHYLHZ�RI�WKLV�SURFHVV���,Q������WKH�SRRO�LQ�ZKLFK�HOHFWULFLW\�ZDV�ERXJKW�DQG�VROG�LV
GXH� WR� EH� UHSODFHG� E\� QHZ� WUDGLQJ� DUUDQJHPHQWV�� EXW� VRPH� VFHSWLFLVP� UHPDLQV� DERXW
WKHLU�HIIHFWLYHQHVV�LQ�FRXQWHUDFWLQJ�WKH�PRQRSRO\�SRZHU�RI�WKH�JHQHUDWRUV�

7KH�(OHFWULFLW\�$FW� �������SURYLGHG� IRU� WKH�SKDVHG� LQWURGXFWLRQ�RI� FRPSHWLWLRQ� LQ� WKH
UHWDLO�PDUNHW��9HU\� ODUJH� FRQVXPHUV�ZHUH� JLYHQ� D� FKRLFH� RI� VXSSOLHU� IURP� WKH� RXWVHW�
PHGLXP�VL]HG�XVHUV�KDG�D�FKRLFH�IURP�������DQG�FKRLFH�ZDV�H[WHQGHG�WR�DOO�UHVLGHQWLDO
XVHUV�E\�������$V�HDFK�RI�WKH�ILUVW�WZR�JURXSV�ZDV�RSHQHG�WR�HQWUDQWV��WKH�SULFH�FDS�ZDV
UHPRYHG�IURP�WKH�LQFXPEHQWV��3ULFH�FRQWURO�ZDV�DOVR�UHPRYHG�IURP�GLUHFW�GHELW�SD\HUV
LQ�$SULO�������ZLWK�WKH�H[SHFWDWLRQ�WKDW�WKH�FUHGLW�DQG�SUHSD\PHQW�WDULIIV�ZRXOG�IROORZ
WZR� \HDUV� ODWHU�� ,Q� 6FRWODQG� GLIIHUHQW� DUUDQJHPHQWV� ZHUH� SXW� LQ� SODFH�� WZR� YHUWLFDOO\
LQWHJUDWHG� FRPSDQLHV� ZHUH� HVWDEOLVKHG� ZKLFK� SHUIRUPHG� DOO� WKH� IXQFWLRQV� ZKLFK� LQ
(QJODQG�DQG�:DOHV�KDG�EHHQ�EURNHQ�XS�LQWR�IRXU�VHSDUDWH�RSHUDWLRQV�

��� 3D\PHQW�PHWKRGV

7KH�8.�KDV�WUDGLWLRQDOO\�RSHUDWHG�WZR�SD\PHQW�PHWKRGV�IRU�HQHUJ\��7KH�PRVW�XVXDO�KDV
EHHQ�D�TXDUWHUO\�ELOO��SD\DEOH�LQ�DUUHDUV�DIWHU�D�PHWHU�UHDGLQJ��7KLV�H[WHQGV�FUHGLW�WR�WKH
FXVWRPHU� DQG� WKXV� FDUULHV� D� ULVN� RI� QRQ�SD\PHQW�� 3DUWO\� LQ� UHVSRQVH� WR� WKLV�� DQ
DOWHUQDWLYH��SUHSD\PHQW�V\VWHP�ZDV�GHYHORSHG�ZKHUH�VPDUW�FDUGV�RU�NH\V�DUH�FKDUJHG�LQ
DGYDQFH� DQG� LQVHUWHG� LQWR�PHWHUV� WR� UHOHDVH� D� IORZ� RI� HQHUJ\� �FRLQV� ZHUH� SUHYLRXVO\
XVHG���:KHUH�WKHUH�LV�GHEW²WKH�PRVW�XVXDO�UHDVRQ�IRU�EHLQJ�RQ�D�JDV�SUHSD\PHQW�PHWHU
²WKH�PHWHU� FDQ�EH� VHW� WR� UHFODLP� D� SURSRUWLRQ�RI� WKH� GHEW� HDFK�ZHHN��6XFK�SD\PHQW
PHWKRGV�ZHUH� SUHGRPLQDQWO\� XVHG� IRU� WKRVH�ZLWK� ORZHU� LQFRPHV� DQG� D� KLJKHU� ULVN� RI
GHEW�

,PPHGLDWHO\�DIWHU�SULYDWL]DWLRQ�WKH�GLVFRQQHFWLRQ�UDWHV�IRU�QRQ�SD\PHQW�RI�JDV�ELOOV� LQ
WKH�UHVLGHQWLDO�PDUNHW�URVH�VKDUSO\��UHVXOWLQJ�LQ�UHJXODWRU\�LQWHUYHQWLRQ�ZKLFK�SUHYHQWHG
GLVFRQQHFWLRQ�XQOHVV�D�SUHSD\PHQW�PHWHU�ZDV�RIIHUHG�DV� DQ�DOWHUQDWLYH��7KH�FRPSDQ\
UHVSRQGHG�E\�LQFUHDVLQJ�WKH�QXPEHU�RI�SUHSD\PHQW�PHWHUV��OHDGLQJ�WR�DFFXVDWLRQV�WKDW�LW
ZDV� UHSODFLQJ� GLVFRQQHFWLRQ�ZLWK� µVHOI�GLVFRQQHFWLRQ¶� IRU� FRQVXPHUV� XQDEOH� WR� DIIRUG
IXHO��7KH�QXPEHUV�RI�ERWK�JDV�DQG�HOHFWULFLW\�SUHSD\PHQW�XQLWV�KDYH�EHHQ�ULVLQJ��VR�WKDW
LQ������DERXW���SHU�FHQW�RI�JDV�FRQVXPHUV�DQG����SHU�FHQW�RI�HOHFWULFLW\�FRQVXPHUV�ZHUH
SD\LQJ�LQ�WKLV�ZD\�

3UHSD\PHQW�� VLQFH� LW� LQYROYHV� IUHTXHQW� VPDOO� FDVK� SD\PHQWV�� LV� WKH� PRVW� H[SHQVLYH
PHWKRG�RI�SD\PHQW�IRU�WKH�FRPSDQ\��7KH�PHWHULQJ�HTXLSPHQW�LV�DOVR�PRUH�H[SHQVLYH�
SDUWLFXODUO\�IRU�JDV��7KLV�LV�UHIOHFWHG�LQ�KLJKHU�FKDUJHV�WR�WKH�VXSSOLHUV�E\�WKH�QHWZRUN
RZQHUV�� 7KH� FKHDSHVW� V\VWHP� IRU� WKH� FRPSDQLHV� LV� UHJXODU� PRQWKO\� GLUHFW� GHELW
SD\PHQWV� IURP�D�EDQN��ZLWK�DQ�DQQXDO� UHFRQFLOLDWLRQ��$V�FRPSHWLWLRQ�DSSURDFKHG�� WKH
LQFXPEHQWV� LQ� ERWK� JDV� DQG� HOHFWULFLW\�ZHUH� LQFUHDVLQJO\� DQ[LRXV� WR� UHIOHFW� WKHVH� FRVW
GLIIHUHQFHV� LQ� WKHLU� WDULIIV�� ZKLFK� KDG� KLWKHUWR� FRQWDLQHG� VRPH� FURVV�VXEVLG\� E\� WKH
GLUHFW�GHELW� FXVWRPHUV�RI� WKRVH�ZKR�XVHG�SUHSD\PHQW� DQG�TXDUWHUO\� FUHGLW��%HFDXVH� LW
RSHUDWHG�DJDLQVW�WKH�LQWHUHVWV�RI�ORZ�LQFRPH�FRQVXPHUV�RQ�DYHUDJH��VHH�VHFWLRQV�EHORZ��
WKLV�EHFDPH�D�VHQVLWLYH�SROLWLFDO�LVVXH��7KH�SD\PHQW�PHWKRG�LQ�WHOHFRPPXQLFDWLRQV��OLNH
WKH�WUDGLWLRQDO�PHWKRGV�IRU�HQHUJ\��ZDV�E\�TXDUWHUO\�ELOO��PDGH�XS�RI�OLQH�UHQWDO�DQG�FDOO
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FKDUJHV�ZKLFK�YDULHG�DFFRUGLQJ�WR�GLVWDQFH��WLPH�RI�GD\�DQG�GD\�RI�WKH�ZHHN��FKHDSHU�DW
HYHQLQJV�DQG�ZHHNHQGV��

8QWLO�SULYDWL]DWLRQ��KRXVHKROGV�LQ�WKH�UHQWHG�SXEOLF�VHFWRU�GLG�QRW�KDYH�WR�SD\�IRU�ZDWHU
DQG�VHZHUDJH�VHUYLFHV�DV�D�VHSDUDWH�LWHP��VLQFH�WKH\�ZHUH�LQFOXGHG�LQ�WKH�UHQW��ZKLFK�LQ
PDQ\�FDVHV�ZRXOG�KDYH�EHHQ�FRYHUHG�DW�OHDVW�SDUWO\�E\�VRFLDO�VHFXULW\�SD\PHQWV��0RVW
KRXVHKROGV�QRZ�SD\�IRU�WKHLU�ZDWHU�RQ�WKH�EDVLV�RI�D�SURSHUW\�WD[�RI�WKLUW\�\HDUV�DJR��WKH
VXSSO\�LV�XQPHDVXUHG��VR�WKH�PDUJLQDO�FRVW�LV�]HUR��$�PLQRULW\�KDYH�D�PHWHUHG�VXSSO\
DQG�SD\�IRU�WKH�ZDWHU�WKH\�XVH�DV�ZHOO�DV�D�IL[HG�FKDUJH��'HVSLWH�HQFRXUDJHPHQW�E\�WKH
UHJXODWRU�IRU�PHWHULQJ�WR�UHOD\�HFRQRPLF�VLJQDOV�DERXW�ZDWHU�XVDJH�WR�KRXVHKROGV��RQO\
DERXW�WZHQW\�SHU�FHQW�RI�WKH�WRWDO�KDYH�D�PHWHU��7KRXJK�FRPPLWWHG�WR�WKH�SULQFLSOH�RI
FKDUJLQJ�E\�YROXPH��WKH�JRYHUQPHQW�KDV�QRW�SXVKHG�DKHDG�ZLWK�WKLV�EHFDXVH�WKH�HIIHFWV
ZRXOG�EH�VR�UHJUHVVLYH��2QH�HDUO\�FRQFHUQ�RI�WKH�UHJXODWRU�ZDV�WR�HQVXUH�WKDW�PHWHUHG
FRQVXPHUV�ZHUH�FKDUJHG�D�IDLU�SULFH�LQ�UHODWLRQ�WR�RWKHUV��/HJLVODWLYH�FKDQJHV�IRU�ZDWHU
LQWURGXFHG�E\�WKH������/DERXU�JRYHUQPHQW�DUH�GHVFULEHG�EHORZ�

� 7DULII�FKDQJHV�DQG�WKHLU�GLVWULEXWLRQDO�LPSDFW

8.� XWLOLWLHV� KDYH� WKXV� EHHQ� VXEMHFWHG� WR� WKUHH�PDMRU� UHIRUPV� VLQFH� ������ 7KH\� KDYH
EHHQ�PRYHG�IURP�WKH�SXEOLF� WR� WKH�SULYDWH�VHFWRU�DQG�DV�D� UHVXOW� WKHLU�REMHFWLYHV�KDYH
EHHQ� WUDQVIRUPHG� IURP� D� VRPHZKDW� YDJXH� µSXEOLF� LQWHUHVW¶� WR� D� PXFK� PRUH� VSHFLILF
SURILWPDNLQJ�RQH��$W� WKH�VDPH� WLPH�� WR�FRXQWHUDFW� WKHVH�SURILW�PD[LPL]LQJ� LQFHQWLYHV�
H[SOLFLW� HFRQRPLF� UHJXODWLRQ�KDV�EHHQ� LQWURGXFHG²D� IXUWKHU� FRQWUDVW�ZLWK� WKH� XQFOHDU
DQG�XQHQIRUFHG�FRQVWUDLQWV�RI�HDUOLHU�GHFDGHV��7KLUGO\��FRPSHWLWLRQ�KDV�EHHQ�LQWURGXFHG
LQWR�PDUNHWV�ZKHUH�WKLV�VHHPHG�XQWKLQNDEOH�HYHQ�WZHQW\�\HDUV�DJR��7KH�HIIHFW�RI�HDFK
RI�WKHVH�FKDQJHV�RQ�SULFHV�LV�UDWKHU�GLIIHUHQW��ERWK�LQ�WKHRU\�DQG�LQ�SUDFWLFH�

0RVW�XWLOLWLHV� LQKHULWHG�D�SDWWHUQ�RI�SULFHV� WKDW� FRQWDLQHG�FRQVLGHUDEOH� FURVV�VXEVLGLHV�
7KH�JHQHUDO� HWKRV�ZKLOH� WKH\�ZHUH� LQ�SXEOLF�RZQHUVKLS�ZDV� WKDW� SULFHV� VKRXOG� UHIOHFW
DYHUDJH�FRVWV�RI�VXSSO\��VR�WKDW�KLJK�FRVW�FRQVXPHUV��WKRVH�XVLQJ�SUHSD\PHQW��OLYLQJ�LQ
UXUDO� DUHDV� RU� LPSRVLQJ� ODUJH� GHPDQGV� DW� SHDN�� ZRXOG� QRW� SD\�PRUH� WKDQ� WKRVH� ZKR
ZHUH� OHVV� H[SHQVLYH� WR� VXSSO\��3ULYDWL]DWLRQ� DQG� UHJXODWLRQ� H[HUWHG� WZR� LQIOXHQFHV� RQ
SULFHV��7KHUH�ZDV�D�QHZ�LQFHQWLYH�WR�ORZHU�FRVWV�EHFDXVH�WKH�VDYLQJV�FRXOG�EH�UHWDLQHG
XQGHU�SULFH�FDS� UHJXODWLRQ��DW� OHDVW�XQWLO� WKH�QH[W�SULFH� UHYLHZ�� DQG� WKH� ORZHU� OHYHO�RI
FRVWV�ZRXOG�EH�UHIOHFWHG�LQ�ORZHU�SULFH�OHYHOV�DIWHU�WKH�UHYLHZ��$GGLWLRQDOO\��PRUH�FRVW
UHIOHFWLYH�SULFHV�ZRXOG�LQFUHDVH�SURILWV��6RPH�SULFH�UHEDODQFLQJ�ZDV�SRVVLEOH�XQGHU�WKH
DYHUDJH�SULFH�FRQVWUDLQWV�DSSOLHG�WR�PRVW�RI�WKH� LQGXVWULHV��$V�D�UHVXOW�RI�SULYDWL]DWLRQ
DQG� UHJXODWLRQ�� WKH� OHYHOV� RI� SULFHV� LQ� WHOHFRPV�� JDV� DQG� HOHFWULFLW\� GLG� IDOO�� ,Q� VRPH
FDVHV� WKLV� WRRN� VHYHUDO� \HDUV� EHFDXVH� RI� SULFH� ULVHV� MXVW� EHIRUH� SULYDWL]DWLRQ�� DQG� OD[
LQLWLDO� SULFH� FDSV�� ,Q� ZDWHU�� DYHUDJH� SULFHV� KDYH� ULVHQ�� ODUJHO\� WR� DFFRPPRGDWH� WKH
DGGLWLRQDO� LQYHVWPHQW� QHHGHG� WR� PHHW� KLJKHU� TXDOLW\� VWDQGDUGV� LPSRVHG� E\� WKH� (8�
3URGXFWLYLW\� URVH� LQ� DOO� LQGXVWULHV�� WKRXJK� WKH� EHQHILWV� ZHUH� QRW� DOZD\V� VKDUHG� ZLWK
FRQVXPHUV�

+RZHYHU��FRPSDQLHV�UHVSRQGHG�YHU\�OLWWOH�WR�WKH�LQFHQWLYHV�WR�UHEDODQFH�EHWZHHQ�SULFHV
ZLWKLQ� WKH�SULFH�FDS� �*LXOLHWWL�DQG�:DGGDPV�3ULFH��������5HJXODWHG�PRQRSROLHV�ZHUH
PXFK�PRUH�UHVSRQVLYH�WR�LQIRUPDO�JXLGDQFH�IURP�WKH�UHJXODWRUV�WKDQ�WR�WKH�WKHRUHWLFDO
LQFHQWLYHV�RI� WKH� IRUPDO� SULFH� FRQVWUDLQW�� DQG� LW�ZDV� RQO\� WKH� SURVSHFW� RI� FRPSHWLWLRQ
WKDW� LQLWLDWHG� PDMRU� UHEDODQFLQJ� EHWZHHQ� SULFHV� �*LXOLHWWL� DQG� 2WHUR� ������� :H�
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WKHUHIRUH�� FRQFHQWUDWH� KHUH� RQ� WKH� FKDQJHV� LQ� UHVLGHQWLDO� SULFHV� DQG� WKH� LPSDFW� RQ
WHOHFRPV��JDV�DQG�HOHFWULFLW\�SULFHV��VLQFH�WKHUH�LV�DV�\HW�QR�FRPSHWLWLRQ�IRU�UHVLGHQWLDO
ZDWHU� VXSSO\��:H� GR� FRPPHQW� RQ� WKH� LPSDFW� RI� GLIIHUHQW� FKDQJHV� LQ� ZDWHU� ELOOV� LQ
GLIIHUHQW� DUHDV� DQG� LGHQWLI\� WKH� HIIHFWV� RQ� WKHVH� JURXSV�ZKHUH� DSSOLFDEOH�� 7KH� HIIHFWV
GHSHQG�RQ�XVH�DQG�SD\PHQW�PHWKRGV��ZKLFK�DUH�UHSRUWHG�LQ�7DEOHV���DQG���EHORZ�

Table 1
Use of telecoms, gas and electricity

Telecoms Gas Electricity

Use % Call-rel £pa Use % av cons kWhpa av cons kWhpa

All 87 135 78 20,300 3,018

Pensioner h’hold 90 89 73 16,400 2,977

On disability benefit 87 130 76 20,300 4,062

On income support 66 140 74 18,800 3,604

Lowest income quintile 71 137 74 18,800 3,437

2nd income quintile 83 112 75 17,900 3,400

3rd income quintile 91 127 78 20,200 3,928

4th income quintile 94 133 80 20,800 3,909

5th income quintile 95 163 81 28,300 4,171

Household nos 17,621 16,155 6,717

Source: Waddams Price and Hancock (1998).

Table 2
 Payment method for gas and electricity

(Percentage in each household category paying by each method)

Gas Electricity

Pre-
payment Credit

Direct
debit

Pre-
payment Credit

Direct
debit

All 4 59 38 11 62 27

Pensioner households 3 70 27 3 79 18

On disability benefit 7 55 38 16 60 24

On income support 12 54 34 29 49 22

Lowest income quintile 1 9 58 33 26 54 20

2nd income quintile 6 60 34 11 66 23

3rd income quintile 3 57 40 7 62 31

4th income quintile 2 57 41 5 64 31

5th income quintile 1 61 38 2 68 31

Note: 1 The numbers of low-income customers paying by direct debit for gas are higher than
reported in Hancock and Waddams Price (1995), which used 1991 data. However they are
consistent with a survey of the gas market in south-west England in November 1997 which
reported 37 per cent of low-income consumers paying for gas by direct debit (Waddams
Price 1998) and analysis of the most recent Family Expenditure Survey for 1995-96 which
shows 30 per cent of the lowest-income quintile pay for gas, and 17 per cent pay for
electricity by this means.

Source: Waddams Price and Hancock (1998).
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7KH�PDLQ�FKDQJH�LQ�WKH�VWUXFWXUH�RI�WHOHFRPV�FKDUJHV�KDV�EHHQ�DQ�LQFUHDVH�LQ�OLQH�UHQWDO�
HVSHFLDOO\�GUDPDWLF�LQ�WKH�FRQWH[W�RI�IDOOLQJ�RYHUDOO�ELOOV��%HWZHHQ������DQG�������OLQH
UHQWDOV� YLUWXDOO\� GRXEOHG� LQ� PRQH\� WHUPV�� ZKLOH� WKH� DYHUDJH� SULFH� IRU� UHVLGHQWLDO
WHOHSKRQ\��%7�DQG�RWKHU�SURYLGHUV��VWD\HG�DERXW�WKH�VDPH��,Q�UHDO�WHUPV��WKH�OLQH�UHQWDO
KDV�VWD\HG�DERXW� WKH�VDPH�DQG� WKH�SULFH�RI� WHOHFRPV�VHUYLFHV�DV�ZKROH�KDYH� IDOOHQ�E\
���SHU�FHQW��7KH�PDLQ�ORVHUV�IURP�WKLV�UHEDODQFLQJ�DUH�WKRVH�ZKR�XVH�WKH�WHOHSKRQH�OLWWOH
�PDLQO\�HOGHUO\�SHRSOH��DQG�WKRVH�ZKR�FDQQRW�DIIRUG�FRQQHFWLRQ�WR�WKH�V\VWHP��2YHU�WKH
SHULRG������ WR� ������:DGGDPV�3ULFH� DQG�+DQFRFN� ������� FDOFXODWHG� DQ� DYHUDJH� UHDO
UHGXFWLRQ�LQ�WHOHFRPV�ELOOV�RI������EXW�D�UHODWLYH�ORVV�IRU�SHQVLRQHU�KRXVHKROGV�DPRQJVW
XVHUV� RI� �������� /RZ�LQFRPH� KRXVHKROGV� DUH� PXFK� PRUH� OLNHO\� QRW� WR� KDYH� D� IL[HG
SKRQH�OLQH��7KH�SURSRUWLRQ�RI�VXFK�KRXVHKROGV�KDV�UHPDLQHG�VWHDG\�DW�DERXW���SHU�FHQW
RYHU�WKH�ODVW�ILYH�\HDUV��WKRXJK�WKH�ILJXUH�IRU�1RUWKHUQ�,UHODQG�LV�DERXW�WZLFH�WKLV��7KH
PDMRULW\�RI�WKRVH�ZLWKRXW�D�IL[HG�SKRQH�DUH�ORZ�VNLOOHG�ZRUNHUV�OLYLQJ�RQ�ORZ�LQFRPHV
LQ� UHQWHG� DFFRPPRGDWLRQ�� EXW� DERXW� KDOI� RI� WKHP� XVH� SUHSD\� SDFNDJHV� ZLWK� PRELOH
SKRQHV��$ERXW�RQH�LQ�ILYH�RI�WKRVH�ZKR�GR�QRW�KDYH�D�IL[HG�OLQH�FLWH�DIIRUGDELOLW\�DV�WKH
UHDVRQ��WKH\�DUH�SUHGRPLQDQWO\�PLGGOH�DJHG�DQG�OLYLQJ�LQ�VPDOO�KRXVHKROGV��7KXV�DERXW
�� SHU� FHQW� RI� WKH� SRSXODWLRQ� GR� QRW� KDYH� D� IL[HG� OLQH� SKRQH� EHFDXVH� RI� LWV� FRVW
�2IWHO�����D��� D� UHODWLYH� GLVDGYDQWDJH� ZKLFK� ZLOO� EH� H[DFHUEDWHG� E\� FRQWLQXLQJ
LQFUHDVHV�LQ�OLQH�UHQWDO��7DEOHV���DQG���VKRZ�WKH�FXPXODWLYH�HIIHFWV�RI�SULFH�FKDQJHV�RQ
YDULRXV�KRXVHKROG�JURXSV�XS�WR������

Table 3
 Real gains and losses for telecoms, gas and electricity since privatization, 1996 £s

Telecoms Gas Electricity Aggregate

Gain,
£pa

Propn
inc %

Gain,
£pa

Propn
inc %

Gain,
£pa

Propn
inc %

Gain,
£pa

Diff from
average

All 73 0.32 124 1.61 43 0.66 240 0

Pensioner
households

44 0.75 102 1.82 34 0.68 180 -60

On disability
benefits

70 0.84 122 1.60 45 0.59 237 -3

On income support 77 1.56 111 2.44 42 0.94 230 -10

1st income quintile 75 2.67 112 4.03 42 1.59 229 -11

2nd income quintile 58 0.91 110 1.78 39 0.66 207 -33

3rd income quintile 66 0.64 123 1.18 45 0.44 234 -5

4th income quintile 72 0.50 129 0.89 46 0.32 247 7

5th income quintile 92 0.41 142 0.64 47 0.22 281 41

Prepay    75 1.28 43 0.77

Credit tariff 105 1.47 38 0.58

Monthly 159 1.88 55 0.78

Household nos 17,621 16,155 6,717

Note: The table includes only users of gas and telecoms for these industries, and for electricity only
those households for whom we can identify electricity suppliers, so the samples for each utility
vary.

Source: Waddams Price and Hancock (1998).
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Table 4
Mean gains from price rebalancing, separately for each industry since privatization, 1996 £s pa

(consumers only)

Telecom Gas Electricity ‘Indicative total’

All 0.0 0.0 0.0 0.0

Pensioner household -10.5 -1.7 -1.2 -13.4

On disability benefit -1.3 0.0 -1.6 -2.9

On income support 1.9 -0.1 0.0 1.8

Lowest income quintile 1.6 -0.7 1.1 2.0

2nd income quintile -5.0 -0.4 -0.9 -6.3

3rd income quintile -2.5 0.4 -0.3 -2.4

4th income quintile -1.2 0.7 0.6 +0.1

5th income quintile 6.8 -0.2 -0.7 5.9

Prepayment n/a -3.1 -0.1

Quarterly credit n/a -8.9 -1.7

Monthly n/a 14.2 4.1

Household nos. 17,621 15,906 6,717

Source: Waddams Price and Hancock (1998).

,Q�JDV�DQG�HOHFWULFLW\�WKH�IL[HG�FKDUJH�ZDV�QRW�D�PDMRU�HOHPHQW�LQ�UHEDODQFLQJ��+RZHYHU
LQ� $SULO� ����� %ULWLVK� *DV� LQWURGXFHG� QHZ� WDULIIV� IRU� ERWK� WKH� ��� SHU� FHQW� RI� JDV
FRQVXPHUV� WKH\� VWLOO� VXSSOLHG�� DQG� WKHLU� QHZ� PDUNHW� LQ� HOHFWULFLW\�� ZLWK� QR� VWDQGLQJ
FKDUJH�� EXW� D� KLJKHU� UDWH� IRU� WKH� ILUVW� IHZ� XQLWV�� 7KLV� UHIOHFWHG� WKH� XQSRSXODULW\� RI
VWDQGLQJ�FKDUJHV��EXW�PRYHG�DJDLQVW�WKH�SDWWHUQ�RI�XQGHUO\LQJ�FRVWV��2YHUDOO�RQO\����SHU
FHQW� RI� FRQVXPHUV� JDLQHG� �DERXW� ���� D� \HDU� RQ� DYHUDJH��ZLWK� WKH� UHPDLQGHU� ORVLQJ� D
VPDOOHU� DPRXQW�� DERXW� �������� :KLOH� WKH� PRYH� KHOSHG� ORZ�LQFRPH� JURXSV
GLVSURSRUWLRQDWHO\� �EHFDXVH� FRQVXPSWLRQ� LQFUHDVHV� ZLWK� LQFRPH��� ORZ�LQFRPH� JURXSV
ZLWK�KLJK�FRQVXPSWLRQ��ZKR�KDG�UHFHQWO\�EHFRPH�D�KLJK�SULRULW\�JURXS�IRU�JRYHUQPHQW
SROLF\��VHH�EHORZ��ZHUH�DGYHUVHO\�DIIHFWHG��%HQQHWW��&RRNH�DQG�:DGGDPV�3ULFH�������

7KH� PDLQ� UHEDODQFLQJ� LQ� HQHUJ\� ZDV� EHWZHHQ� GLIIHUHQW� SD\PHQW� PHWKRGV�� :KLOH� DOO
FRQVXPHUV�VDZ�ORZHU�SULFHV�WKURXJK�WKH�RSHUDWLRQ�RI�SULFH�FDSV��SULFHV�IHOO�PXFK�IDVWHU
IRU� GLUHFW� GHELW� SD\HUV� WKDQ� IRU� SUHSD\PHQW� FRQVXPHUV�� 7KH� ODWWHU� DUH� SUHGRPLQDQWO\
ORZHU� LQFRPH�� VR� WKH\� EHQHILWHG� IDU� OHVV�� $IWHU� WKH� UHPRYDO� RI� SULFH� FDSV�� WKH� SULFHV
FKDUJHG�E\�WKH�LQFXPEHQW�WR�GLUHFW�GHELW�DQG�SUHSD\PHQW�XVHUV�ZLOO�EH�µWLHG¶�IRU�DW�OHDVW
D�\HDU�WR�SURWHFW�ORZ�LQFRPH�JURXSV�

,Q�ZDWHU� WKHUH�ZDV� UHEDODQFLQJ�EHWZHHQ� UHVLGHQWLDO�DQG�QRQ�UHVLGHQWLDO� FRQVXPHUV��$V
FRPSHWLWLRQ�EHFDPH� IHDVLEOH� IRU� ODUJH�FRQVXPHUV�� WKHLU�SULFHV�ZHUH� ORZHUHG�� DOORZLQJ
KLJKHU�SULFHV�IRU�UHVLGHQWLDO�FRQVXPHUV�ZLWKLQ�WKH�FDS��7KH�UHJXODWRU�GHDOW�ZLWK�WKLV�E\
VHSDUDWLQJ�WKH�WZR�JURXSV�LQWR�GLIIHUHQW�FDSSHG�EDVNHWV�VR�WKDW�VXFK�UHEDODQFLQJ�ZDV�QRW
SURILWDEOH�� $PRQJ� GRPHVWLF� XVHUV� WKHUH� ZDV� DOVR� VRPH� UHEDODQFLQJ� EHWZHHQ� WKRVH
SD\LQJ�IRU�D�PHDVXUHG�ZDWHU�VXSSO\�DQG�WKRVH�ZKRVH�VXSSO\�ZDV�XQPHDVXUHG��)RU�WKH
IRUPHU��WKH�IL[HG�HOHPHQW�RI�WKH�FKDUJHV�KDV�FRPH�GRZQ�VLQFH�SULYDWL]DWLRQ��UDWKHU�WKDQ
LQFUHDVHG��UHVSRQGLQJ�WR�WKH�UHJXODWRU¶V�H[KRUWDWLRQV�DQG�SROLWLFDO�SUHVVXUHV�UDWKHU�WKDQ
WKH�HFRQRPLF�LQFHQWLYHV��*LXOLHWWL�DQG�:DGGDPV�3ULFH�������
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,Q� DGGLWLRQ�� WKHUH� KDYH� EHHQ� FRQVLGHUDEOH� UHJLRQDO� GLIIHUHQFHV� LQ� WKH� ZDWHU� FKDUJH
LQFUHDVHV��,Q�SDUWLFXODU�WKH�VRXWKZHVW�UHJLRQ��ZLWK�D�ODUJH�OHQJWK�RI�FRDVWOLQH��KDV�KDG�WR
LQYHVW�KHDYLO\� LQ� VHZHUDJH� WUHDWPHQW�SODQWV� WR�PHHW�EDWKLQJ�ZDWHU� GLUHFWLYHV� IURP� WKH
(XURSHDQ�8QLRQ��7KRXJK�WKLV�UHJLRQ�LV�D�SRSXODU�KROLGD\�DUHD��LQFRPH�OHYHOV�DUH�EHORZ
DYHUDJH��DQG�VRPH�KDUGVKLS�KDV�UHVXOWHG�

Table 5
Average charges for domestic water and sewerage, 1989-2000

Water and sewerage bill
Average £pa, 2000-2001 prices

Water and sewerage company 1989-90 1999-2000

% increase in real water
and sewerage bill

1989-2000

Anglian 237 280 18

Welsh Water 226 304 35

North West 168 250 49

Northumbrian 164 246 50

Severn Trent 161 228 41

South West 223 360 62

Southern 189 278 47

Thames 154 211 37

Wessex 211 276 31

Yorkshire 187 246 31

Industry average 182 250 38

Table 6
Regional impact of price rebalancing in gas and telecoms (consumers only)

Percentage of group in quartile of gains
Mean gain £pa Lowest Highest

Telecom Gas Telecom Gas Telecom Gas

All 0.0 0.0 25 25 25 25

North -6.1 0.2 31 26 18 24

Yorks & Humberside -6.0 -1.5 34 30 20 19

NWest -2.2 -1.3 27 28 22 20

East Midlands -4.6 -3.5 29 41 21 11

West Midlands -2.8 -4.9 30 44 21 8

East Anglia -1.8 -0.5 28 23 23 23

Greater London 13.4 0.1 21 20 36 24

Rest SE 3.1 2.5 24 17 27 35

SWest -2.0 2.3 26 14 23 32

Wales -3.3 1.6 25 19 23 32

Scotland -0.3 4.2 23 17 21 31

Number 17,901 15,906

Boundary -£24.05 -£8.78 £9.03 £12.02

Source: Waddams Price and Hancock (1998).
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7KHUH�ZDV�D�UHJLRQDO�HIIHFW�IURP�WKH�GLIIHUHQWLDO�FKDQJHV�LQ�JDV��HOHFWULFLW\�DQG�WHOHFRPV
SULFHV��PRVWO\�FDXVHG�E\�GLIIHUHQW�SDWWHUQV�RI�XVDJH��LQFXPEHQW�JDV�DQG�WHOHFRPV�SULFHV
DUH� XQLIRUP� DFURVV� UHJLRQV��� %HFDXVH� RI� GLIILFXOW\� LQ� LGHQWLI\LQJ� UHJLRQDO� HOHFWULFLW\
VXSSOLHUV��RQO\�WKH�UHJLRQDO�HIIHFWV�IRU�JDV�DQG�WHOHFRPV�FRXOG�EH�UHOLDEO\�HVWLPDWHG�

7KH�FKDQJHV�UHSRUWHG�LQ�:DGGDPV�3ULFH�DQG�+DQFRFN�DQG�GLVFXVVHG�VR�IDU�LQ�WKLV�SDSHU
DUH�WKH�HIIHFW�RI�FKDQJHV�LQ�WKH�LQFXPEHQW¶V�SULFHV��7KLV�VHHPHG�UHDVRQDEOH��JLYHQ�WKDW
LQFXPEHQWV�UHWDLQ�DW�OHDVW����SHU�FHQW�RI�WKHLU�UHVLGHQWLDO�PDUNHW��+RZHYHU��PRVW�RI�WKH
SULFH� FKDQJHV� WKHPVHOYHV� KDYH� FRPH� DERXW� WKURXJK� FRPSHWLWLRQ� RU� LWV� WKUHDW�� DQG
FRQVXPHUV�PD\�KDYH�D�FKRLFH�RI� WDULII�VWUXFWXUHV�� ,Q�SUDFWLFH�FRQVXPHUV�VHHP�WR�KDYH
GLIILFXOW\� LQ� ILQGLQJ� LQIRUPDWLRQ�DERXW� DOWHUQDWLYHV�� DQG� DUH� QRW� DOZD\V� DZDUH�RI� WKHLU
RSWLRQV� �*LXOLHWWL�� :DGGDPV� 3ULFH� DQG� :DWHUVRQ� ������� ,Q� WHOHFRPV� KLJKHU� LQFRPH
FRQVXPHUV�DUH�PDUJLQDOO\�PRUH�OLNHO\�WR�VZLWFK��EXW�LQ�HQHUJ\�WKHVH�JURXSV�DUH�VOLJKWO\
OHVV� OLNHO\� WR� FKDQJH�� VR� WKHUH� VHHPV� WR� EH� OLWWOH� VHULRXV� ELDV� LQ� WHUPV� RI� EDUULHUV� WR
VZLWFKLQJ��%XW�ZKLOH�WKHUH�DUH�VRPH�LQQRYDWLYH�WDULIIV�DPRQJ�QHZ�HQWUDQWV��PDQ\�DFW�DV
SULFH� WDNHUV�� VHHNLQJ� WR� XQGHUFXW� QDUURZO\� WKH� EDVLF� SULFHV� RI� WKH� LQFXPEHQW�� ,W� LV
LQWHUHVWLQJ�WR�QRWH�WKDW�LQ�ERWK�JDV�DQG�HOHFWULFLW\��HQWUDQWV�RIIHU�PXFK�OHVV�UHGXFWLRQ��LI
DQ\��RQ�WKH�LQFXPEHQW¶V�SULFHV�IRU�SUHSD\PHQW�PHWHU�XVHUV�WKDQ�IRU�GLUHFW�GHELW�SD\HUV�
VXJJHVWLQJ�WKDW�UHJXODWRU\�FRQWUROV�PD\�KDYH�GHSUHVVHG�WKH�LQFXPEHQWV¶�SULFHV�IRU�WKHVH
FRQVXPHUV� VR� IDU� WKDW� WKHUH� LV� YHU\� OLWWOH� SURILW� PDUJLQ� WR� EH� H[SORLWHG� �2WHUR� DQG
:DGGDPV�3ULFH�����D�DQG�����E���:KHUH�WKHUH�LV�PRUH�LQQRYDWLRQ�LQ�SULFLQJ�RSWLRQV�
VXSSOLHUV�PD\�GHOLEHUDWHO\� SDFNDJH� WKHLU� SULFHV� LQ� D�ZD\� WKDW�PDNHV� WKHP�GLIILFXOW� WR
FRPSDUH�ZLWK�WKRVH�RI�FRPSHWLWRUV��7KLV�WUHQG�KDV�OHG�ERWK�WKH�WHOHFRPV�DQG�WKH�HQHUJ\
UHJXODWRUV� WR� LQVWLWXWH� V\VWHPV� WR� PDNH� FRPSDULVRQ� EHWZHHQ� WKH� SULFHV� RI� GLIIHUHQW
VXSSOLHUV�HDVLHU�IRU�FRQVXPHUV��VHH�VHFWLRQ���EHORZ��

2QH�FRPSOLFDWLQJ�IDFWRU�LQ�FRPSDULQJ�SULFHV�LV�WKH�GHYHORSPHQW�RI�XWLOLWLHV�VHOOLQJ�PRUH
WKDQ�RQH�XWLOLW\�SURGXFW��DQG�EXQGOLQJ�WKHVH�WRJHWKHU��HVSHFLDOO\�WKH�VR�FDOOHG�µGXDO�IXHO¶
RIIHUV� IRU� JDV� DQG� HOHFWULFLW\�� 7KHVH� RULJLQDOO\� GHYHORSHG� DV� D� UHVSRQVH� WR� WKH
DV\PPHWULF�UHJXODWLRQ�IRU�LQFXPEHQWV�DQG�HQWUDQWV�LQ�HDFK�PDUNHW��ZKHUH�DQ�LQFXPEHQW
HOHFWULFLW\� VXSSOLHU� KDG� PRUH� IUHHGRP� WR� SULFH� LQ� WKH� JDV� PDUNHW�� DQG� YLFH� YHUVD�
0RUHRYHU� D�QXPEHU�RI� LQQRYDWLYH�QHZ� WDULIIV�KDYH�EHHQ�GHYHORSHG� LQ� UHVSRQVH� WR� WKH
VRFLDO�DJHQGD�GHVFULEHG�EHORZ��ZKLFK�PD\�RIIHU�EHWWHU�GHDOV�WR�ORZ�LQFRPH�KRXVHKROGV�

)RU� WKH� JRYHUQPHQW�� WKH� FRPSOH[� LVVXHV� RI� KRZ� WR� GHDO� ZLWK� WKH� GLVDGYDQWDJHG
SUHVHQWHG� ERWK� HFRQRPLF� DQG� SROLWLFDO� SUREOHPV�� $IWHU� WKH� /DERXU� JRYHUQPHQW� ZDV
HOHFWHG� LQ� ������ LW� UDSLGO\� EHFDPH� FOHDU� WKDW� WKH� SUHYLRXV� HPSKDVLV� RQ� SUH�SD\PHQW
PHWHU� �330�� FXVWRPHUV� ZDV� LQDGHTXDWH�� %\� WKH� HQG� RI� ������ WKH� IRFXV� KDG� VKLIWHG
WRZDUGV� WKH� SUREOHP� RI� IXHO� SRYHUW\� �'7,� ����D��� 7KLV� ZDV� D� FRPSDUDWLYHO\� UHFHQW
FRQFHSW�� EXW� UHIOHFWHG� D� ORQJ�VWDQGLQJ� FRQFHUQ� DERXW� IXHO� H[SHQGLWXUH� LQ� WKH� 8.�� $
FRPELQDWLRQ�RI�FOLPDWLF�FRQGLWLRQV�DQG�SRRU�KRXVLQJ�VWRFN�OHDGV�WR�D�KLJK�SURSRUWLRQDWH
H[SHQGLWXUH� RQ� HQHUJ\�� SDUWLFXODUO\� DPRQJ� ORZ�LQFRPH� KRXVHKROGV�� 7KXV� ZKLOH� WKH
DYHUDJH�KRXVHKROG�H[SHQGLWXUH�RQ�HQHUJ\�LV�DERXW���SHU�FHQW�RI�GLVSRVDEOH�LQFRPH��WKH
SRRUHVW�WHQWK�RI�KRXVHKROGV�VSHQG�DQ�DYHUDJH�RI�����SHU�FHQW��EXW�IRU�VLQJOH�SHQVLRQHUV
ZKR� UHFHLYH� VRFLDO� VHFXULW\� EHQHILWV� WKLV� FDQ� ULVH� WR� ��� SHU� FHQW� RU� PRUH� �'7,
����E�������$�SDUWLFXODU� WDUJHW� JURXS�KDV� EHFRPH� WKRVH��SD�ZKR�QHHG� WR� VSHQG�PRUH
WKDQ� ���SHU� FHQW� RI� WKHLU� LQFRPH� RQ� IXHO� LQ� RUGHU� WR� DFKLHYH� WKH� SUHVFULEHG� DPELHQW
WHPSHUDWXUHV���(VWLPDWHV�RI�KRZ�PDQ\�KRXVHKROGV�IDOO�LQWR�WKLV�FDWHJRU\�YDU\�EHWZHHQ�D
������������������������������������������������

�� $PELHQW�WHPSHUDWXUHV�UHFRPPHQGHG�E\�WKH�:+2�DUH���R&�LQ�WKH�OLYLQJ�URRP�DQG���R&�HOVHZKHUH�
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WHQWK�DQG�D�WKLUG��DQG�GHSHQG�RQ�GHILQLWLRQV�RI� LQFRPH��DQG�FDOFXODWLRQV�RI�XQIXOILOOHG
QHHG�� �,W� LV� FRPSDUDWLYHO\� HDV\� WR�PHDVXUH� H[SHQGLWXUH�� EXW� YHU\� GLIILFXOW� WR�PHDVXUH
VHOI�GLVFRQQHFWLRQ�DQG�VHOI�UDWLRQLQJ�ZKLFK�SUHYHQW�WKH�UHFRPPHQGHG�OHYHOV�RI�FRPIRUW
EHLQJ�UHDFKHG��

� 3XEOLF�UHVSRQVH�DQG�QHZ�OHJLVODWLRQ

$W�WKH� WLPH�RI�SULYDWL]DWLRQ�� WKH�PDLQ�REMHFWLYH�KDG�EHHQ�D�VXFFHVVIXO�VDOH�RI� WKH� IRXU
LQGXVWULHV��&RQVXPHU�QHHGV��HVSHFLDOO\�WKRVH�RI�WKH�GLVDGYDQWDJHG��ZHUH�QRW�D�SULRULW\�LQ
WKH� OHJLVODWLRQ� WKDW� HVWDEOLVKHG� WKH� QHZ� UHJXODWRU\� UHJLPHV�� HYHQ� WKRXJK� WKH� VWDUWLQJ
SRLQW�IRU�UHJXODWLRQ�ZDV�RVWHQVLEO\�WKH�SURWHFWLRQ�RI�FRQVXPHUV��ODUJH�DQG�VPDOO��DJDLQVW
PRQRSRO\�SRZHU�

,Q�WKH�ILUVW�IHZ�\HDUV�DIWHU�WKH�LQGXVWULHV�KDG�EHHQ�VROG�RII��FRQVXPHUV�GLG�QRW�SHUFHLYH
WKDW�WKHLU�ORW�ZDV�LPSURYLQJ�LQ�WHUPV�RI�ORZHU�SULFHV�RU�EHWWHU�VWDQGDUGV�RI�VHUYLFH��HYHQ
WKRXJK� PRVW� SULFHV� IHOO� LQ� UHDO� WHUPV�� 7KH� H[FHSWLRQ� ZDV� ZDWHU� SULFHV�� ZKLFK� URVH
VWHHSO\� DQG� FRPSDQLHV� DQG� VKDUHKROGHUV� PDGH� ODUJH� SURILWV�� $� VHULHV� RI� QRWRULRXV
HSLVRGHV� KDG� IROORZHG� HDFK� RWKHU��7KHVH� LQFOXGHG� WKH� �����ZDWHU� FULVLV� LQ�<RUNVKLUH
ZKHQ�WKH�FRPSDQ\�ZDV�REOLJHG�WR�WUDQVSRUW�ZDWHU�E\�WUXFN�DW�D�FRVW�RI���P�SHU�GD\��D
SXEOLF� IXURUH� RYHU� ODUJH� VDODU\� LQFUHDVHV� IRU� GLUHFWRUV� DQG� FKLHI� H[HFXWLYHV�� DQG� WKH
KXPLOLDWLRQ�RI� WKH�HOHFWULFLW\� UHJXODWRU�ZKR�ZDV�REOLJHG� WR� UHRSHQ�KLV�SULFH� UHYLHZ�RI
WKH� GLVWULEXWLRQ� FRPSDQLHV�� FDXVLQJ� ODUJH� IDOOV� RQ� WKH� VWRFN� PDUNHW�� 7KHUH� ZDV� DOVR
FRQVLGHUDEOH�GLVVDWLVIDFWLRQ�ZKHQ�WKH�GRPHVWLF�JDV�PDUNHW�ZDV�RSHQHG�XS�LQ�HDUO\������
$OWKRXJK�E\�6HSWHPEHU� �����QHDUO\� ���SHU� FHQW� RI� FXVWRPHUV� KDG� VZLWFKHG� VXSSOLHU�
GLIILFXOWLHV�LQ�FRPSOHWLQJ�WKH�QHFHVVDU\�IRUPDOLWLHV�DQG�SUREOHPV�RYHU�µGRRUVWHS�VHOOLQJ¶
DV�ZHOO�DV�VRPH�HYLGHQFH�WKDW�WKH�QHZ�HQWUDQWV�ZHUH�DWWHPSWLQJ�WR�DYRLG�UHFUXLWLQJ�WKH
OHVV�ZHOO�RII�DQG�HOGHUO\�EURXJKW�IXUWKHU�RSSUREULXP�RQ�WKH�FRPSDQLHV�LQYROYHG�DQG�RQ
WKH� UHJXODWRU��$V�D� UHVXOW�RI� DOO� WKHVH�HYHQWV��E\� WKH�PLG�����V� WKH�XWLOLWLHV�ZHUH�YHU\
XQSRSXODU�

7KH� UHVHQWPHQW� ZKLFK� KDG� WKXV� EHHQ� JHQHUDWHG� ZDV� SXW� WR� JRRG� XVH� E\� WKH� /DERXU
RSSRVLWLRQ�� ZKLFK� LQ� ����� KDG� UHYHUVHG� LWV� SUHYLRXV� RSSRVLWLRQ� WR� SULYDWL]DWLRQ�� 7KH
SDUW\�GHFLGHG�WR�DFFHSW�ZLWK�UHVHUYDWLRQV�WKH�UHIRUPV�RI�WKH�&RQVHUYDWLYHV��LQFOXGLQJ�WKH
LQWURGXFWLRQ�RI� FRPSHWLWLRQ� LQWR� WKH� JDV� DQG� HOHFWULFLW\�PDUNHWV�� 7KH� OLNHO\� LPSDFW� RI
WKLV� UHIRUP�� HVSHFLDOO\� RQ� ORZHU� LQFRPH� JURXSV� EHFDPH� D� PDWWHU� RI� GHEDWH� DPRQJ
FRQVXPHU�JURXSV�DV�ZHOO�DV�SROLWLFLDQV��7KH�GLVWULEXWLRQDO� LPSOLFDWLRQV�RI�FRPSHWLWLRQ
ZHUH� QRW� DGGUHVVHG� EHIRUH� WKH� ����� HOHFWLRQ� EXW� ZHUH� VXEVHTXHQWO\� WR� EHFRPH� DQ
LPSRUWDQW�IRFXV�IRU�WKH�SDUW\��&XUULH�����������7KH�/DERXU�SRVLWLRQ�WKHUHIRUH�ZDV�RQH�RI
EURDG� FRQWLQXLW\� ZLWK� SUHYLRXV� JRYHUQPHQW� SROLF\�� FRPELQHG� ZLWK� D� PRGLFXP� RI
FKDQJH��$Q�LPSRUWDQW�HOHFWLRQ�SOHGJH�ZDV�WKH�LQWURGXFWLRQ�RI�D�µZLQGIDOO�WD[¶�RQ�XWLOLWLHV
ZKLFK�ZDV�WR�EH�XVHG�WR�ILQDQFH�HPSOR\PHQW�RSSRUWXQLWLHV�IRU�WKH�\RXQJ���,Q�DGGLWLRQ�
XWLOLW\� UHJXODWLRQ� ZDV� WR� EH� UHIRUPHG� VR� DV� WR� UHGUHVV� WKH� EDODQFH� LQ� IDYRXU� RI� WKH
FRQVXPHU��2QH�VWUDQG�RI�WKH�QHZ�JRYHUQPHQW¶V�SROLF\�ZDV�WR�WDFNOH�VRFLDO�H[FOXVLRQ��D

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

�� $�PHDVXUH�WR�ZKLFK�WKH�/DERXU�SDUW\�ZDV�FRPPLWWHG�ZHOO�EHIRUH�WKH������JHQHUDO�HOHFWLRQ��LQWHQGHG
WR�UHGLVWULEXWH�VRPH�RI�WKH�SURILWV�PDGH�E\�WKH�IRUPHU�QDWLRQDOLVHG�LQGXVWULHV�DQG�DV�D�ULSRVWH�WR�ODUJH
VDODU\�LQFUHDVHV�IRU�XWLOLW\�GLUHFWRUV�DQG�JHQHURXV�GLYLGHQGV�UHFHLYHG�E\�VKDUHKROGHUV�
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VLJQLILFDQW� FRPSRQHQW� RI� ZKLFK� ZDV� WR� PDNH� XWLOLW\� VHUYLFHV� DYDLODEOH� WR� DOO� DW
DIIRUGDEOH�SULFHV��LQ�SDUWLFXODU�WKH�OHVV�DGYDQWDJHG�

4XHVWLRQV�RI�HTXLW\�KDG�DOUHDG\�PDGH� WKHLU�DSSHDUDQFH�RQ� WKH�SROLWLFDO� DJHQGD�EHIRUH
/DERXU�WRRN�SRZHU��$V�QRWHG�DERYH��GXULQJ�WKH�����V�DQG�����V�LQFRPH�GLVWULEXWLRQ�LQ
WKH�8.�KDG� EHFRPH�PDUNHGO\�PRUH� XQHTXDO�� VRPHWKLQJ�ZKLFK�ZDV� QRW� WUXH� RI� RWKHU
(XURSHDQ�FRXQWULHV��$WNLQVRQ��������7KH�LVVXH�RI�IXHO�SRYHUW\�KDG�ILUVW�EHHQ�EURXJKW�WR
SXEOLF� DWWHQWLRQ� LQ� WKH�PLG�����V�DW� WKH� WLPH�RI� ODUJH� ULVHV� LQ� WKH� SULFH� RI� RLO��$V�ZH
KDYH� VHHQ�� WKH� DQQRXQFHPHQW� RI� FRPSHWLWLRQ� LQ� WKH� GRPHVWLF� JDV� PDUNHW� OHG� WR� WKH
LPPHGLDWH� LQWURGXFWLRQ� RI� GLVFRXQWV� IRU� GLUHFW� GHELW� SD\HUV� DQG� WKLV� JDYH� ULVH� WR
OREE\LQJ� DFWLYLW\� E\� FRQVXPHU� JURXSV��$� SDUOLDPHQWDU\� VHOHFW� FRPPLWWHH� �7,&� �����
DOVR� UHFRPPHQGHG� WKDW� UHJXODWRUV� VKRXOG� PRQLWRU� WKH� YXOQHUDEOH� FXVWRPHUV� DQG� WDNH
LQWR�DFFRXQW�WKH�QHHGV�RI� WKRVH�RQ� ORZ�LQFRPHV��2QFH� WKH�QHZ�JRYHUQPHQW�KDG�FRPH
LQWR� RIILFH� LQ� 0D\� ������ DQ� HDUO\� PRYH� ZDV� WR� VHW� XS� D� IXOO�VFDOH� HQTXLU\� LQWR� WKH
XWLOLWLHV�

7KH�*UHHQ�3DSHU�VHWWLQJ�RXW�WKH�UHVXOWV�RI�WKH�JRYHUQPHQW¶V�UHYLHZ�RI�WKH�XWLOLWLHV�ZDV
SXEOLVKHG�LQ�VSULQJ�������(QWLWOHG�$�)DLU�'HDO�IRU�&RQVXPHUV��LW�KDG�WKUHH�PDLQ�VWUDQGV
�'7,�����D��� µ*XLGDQFH¶�ZRXOG�EH� LVVXHG� WR�UHJXODWRUV�VR� WKHLU�GXWLHV�ZRXOG�EH�PRUH
FOHDUO\�GHILQHG��&RQVXPHU�QHHGV�ZRXOG�EH�SDUDPRXQW�DQG�QHZ�LPSURYHG�RUJDQL]DWLRQV
IRU�FXVWRPHU�UHSUHVHQWDWLRQ�ZRXOG�EH�VHW�XS��0RUH�KHOS�ZRXOG�EH�RIIHUHG�WR�ORZ�LQFRPH
FXVWRPHUV��VR�WKDW�WKH\�WRR�FRXOG�UHFHLYH�WKH�EHQHILWV�RI�FRPSHWLWLRQ��%XW�WKH�GRFXPHQW�
WKRXJK� LW� LGHQWLILHG� D� VRFLDO� GLPHQVLRQ� IRU� ZKLFK� WKH� JRYHUQPHQW� QRW� WKH� UHJXODWRU
VKRXOG� VHW� WKH� DJHQGD�� IDLOHG� WR� PDNH� SURJUHVV� RQ� WKH� SUDFWLFDO� DVSHFWV� RI� KHOSLQJ
ORZ�LQFRPH� JURXSV� DQG� KDG� QRWKLQJ� WR� DGG� RQ� KRZ� RU� LQGHHG� ZKHWKHU� WKH� WD[� DQG
EHQHILW�V\VWHP�VKRXOG�EH�XVHG�LQ�WKLV�FRQWH[W�

7KH�HQHUJ\�UHJXODWRUV�ZHUH�LQVWUXFWHG�WR�GHYHORS�D�VRFLDO�DFWLRQ�SODQ��3URGXFHG�XQGHU
WLPH�SUHVVXUH��ZKHQ�LW�DSSHDUHG�LQ�-XQH�������LW�WRR�KDG�OLWWOH�WR�FRQWULEXWH��7KH�GHFODUHG
DLP�ZDV�WR�HQVXUH� WKDW� WKH�GLVDGYDQWDJHG�FXVWRPHUV��DV�ZHOO�DV�RWKHUV��EHQHILWHG� IURP
LPSURYHG� HIILFLHQF\�� EXW� IDLUQHVV� ZDV� WR� EH� HTXDOO\� LPSRUWDQW�� QR� HDV\� WDVN� LQ� D
FRPSHWLWLYH�PDUNHW�� 7KH� UHJXODWRU¶V� UROH� WKHUHIRUH�ZDV� WR� DFKLHYH� D� EDODQFH� EHWZHHQ
HIILFLHQF\�DQG�VRFLDO�HTXLW\��VHH�VHFWLRQ���EHORZ�

)XHO� SRYHUW\� EHFDPH� D�PDMRU� �LI� LOO�GHILQHG�� IRFXV�� ZLWK� DQ� LQWHU�PLQLVWHULDO� ZRUNLQJ
JURXS�VHW�XS�WR�GHILQH��PHDVXUH�DQG�LGHQWLI\�SROLFLHV�WR�DOOHYLDWH�WKH�SUREOHP��7KRXJK
DOUHDG\�D�IDPLOLDU�FRQFHSW��LW�QRZ�DFTXLUHG�D�QHZ�FXUUHQF\�DQG�DOWHUHG�WKH�HPSKDVLV�RI
SROLF\��,W�KDG�WKH�DSSHDO�RI�EHLQJ�RSHQ�WR�SUDFWLFDO�VROXWLRQV�EDVHG�RQ�HQHUJ\�HIILFLHQF\�
$V� D� UHVXOW�� WKH� +RPH� (QHUJ\� (IILFLHQF\� 6FKHPH� �+((6�� VHW� XS� LQ� ������ ZKLFK
SURYLGHG�IRU�LQVXODWLRQ�DQG�KHDWLQJ�LPSURYHPHQWV��ZDV�H[WHQGHG��+((6�KDG�WKH�YLUWXH
RI� UHODWLYHO\� VLPSOH� WDUJHWLQJ�� VLQFH� HOLJLEOH� KRXVHKROGV� ZHUH� WKRVH� LQ� UHFHLSW� RI� DQ
LQFRPH��RU�GLVDELOLW\�EDVHG�EHQHILW�

7KH�JRYHUQPHQW�DOVR�PDGH�RWKHU�PRYHV�WR�KHOS�WKH�IXHO�SRRU��3HQVLRQHUV�OLYLQJ�LQ�ODUJH
KRXVHV� DUH� SDUWLFXODUO\� OLNHO\� WR� IDOO� LQWR� WKLV� FDWHJRU\�� 7KH� ����� EXGJHW� LQFOXGHG
SURYLVLRQ� RI� ����� IRU� HDFK� SHQVLRQHU� KRXVHKROG�� QRPLQDOO\� IRU� KHDWLQJ� QHHGV� IRU� WKH
QH[W�ZLQWHU��LQ�DGYDQFH�DQG�UHJDUGOHVV�RI�WKH�ZHDWKHU��7KLV�ZDV�UDLVHG�WR������DQG�WKHQ
����� LQ� WKH� IROORZLQJ� \HDU�� 7KH� ����� /DERXU� SDUW\� FRQIHUHQFH� VDZ� D� SOHGJH� E\� WKH
&KDQFHOORU� WR� LQVWDOO� FHQWUDO� KHDWLQJ� V\VWHPV� LQ� KRPHV� RI� ORZ�LQFRPH� JURXSV� IUHH� RI
FKDUJH�� WKURXJK� WKH� µ$IIRUGDEOH� :DUPWK¶� DJUHHPHQW� ZLWK� 7UDQVFR� �8WLOLW\� :HHN�� �
2FWREHU��������7KLV�ZDV�SXW�LQWR�HIIHFW� LQ�WKH�EXGJHW�RI�0DUFK�������,Q�$XJXVW�����
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WKH� 6HFUHWDU\� RI� 6WDWH� DW� WKH� 'HSDUWPHQW� RI� (QYLURQPHQW� 7UDQVSRUW� DQG� WKH� 5HJLRQV
�'(75�� DQQRXQFHG� IXUWKHU� SOHGJHV� RQ� IXHO� SRYHUW\�� 7KLV� SDUWLFXODU� LQLWLDWLYH� ZDV
LQWHQGHG�WR�EHQHILW�PRUH�WKDQ���PLOOLRQ�KRXVHKROGV�E\�LPSURYLQJ�LQVXODWLRQ�ZLWK�JUDQWV
RI�XS�WR�������DQG�WKXV�VSHHG�XS�WKH�HQGLQJ�RI�IXHO�SRYHUW\�E\�������'HILQLWLRQV�RI�IXHO
SRYHUW\� DUH� QRW� VWDWLF�� KRZHYHU�� DQG� WKH� JRYHUQPHQW� FDUULHG� RXW� LQ� VXPPHU� ����� D
FRQVXOWDWLRQ�RQ�ZKHWKHU�KRXVLQJ�FRVWV�VKRXOG�EH�LQFOXGHG�LQ�WKH�LQFRPH�FDOFXODWLRQV�WR
GHWHUPLQH�ZKHWKHU�IXHO�H[SHQVHV�DEVRUEHG�PRUH�WKDQ����SHU�FHQW�RI�KRXVHKROG�LQFRPH
�8WLOLW\�:HHN�����$XJXVW��������&OHDUO\�KRZ�LQFRPH�LV�GHILQHG�ZLOO�KDYH�D�FUXFLDO�HIIHFW
RQ�WKH�QXPEHUV�RI�KRXVHKROGV�ZKR�DUH�FODVVLILHG�DV�IXHO�SRRU��,Q�DGGLWLRQ�WR�WKHVH�GLUHFW
DWWHPSWV�WR�UHGXFH�IXHO�SRYHUW\��WKH�JRYHUQPHQW�DOVR�SUHSDUHG�OHJLVODWLRQ�WR�FKDQJH�WKH
ZD\�LQ�ZKLFK�WKH�XWLOLWLHV�ZHUH�UHJXODWHG��7ZR�VHSDUDWH�SROLF\�VWUDQGV�ZHUH�WKXV�EHLQJ
SXUVXHG� VLPXOWDQHRXVO\�� ZLWK� FRQVLGHUDEOH� LQWHU�GHSDUWPHQWDO� WHQVLRQV� RYHU
UHVSRQVLELOLWLHV�

7KLV� QHZ� IRFXV� ZDV� UHIOHFWHG� LQ� WKH� 8WLOLWLHV� $FW¶V� QHZ� SULQFLSDO� REMHFWLYH� IRU� WKH
HQHUJ\� UHJXODWRU� µWR� SURWHFW� WKH� LQWHUHVWV� RI� FRQVXPHUV¶�� WKRXJK� LQ� WKH� FRQWH[W� RI� WKH
GHVLUDELOLW\� RI� FRPSHWLWLRQ��7KH� FRQVXPHU� FRXQFLOV� VHW� XS� DW� SULYDWL]DWLRQ��ZKLFK� KDG
KDG� D� YHU\� ORZ� SXEOLF� SURILOH�� UHSUHVHQWHG� DOO� FRQVXPHUV�� ODUJH� DQG� VPDOO�� GRPHVWLF�
FRPPHUFLDO�DQG�LQGXVWULDO��7KH�QHZ�HQHUJ\�FRXQFLO��LQVWLWXWHG�E\�WKH�8WLOLWLHV�$FW��ZDV
LQWHQGHG�WR�EH�PRUH�LQGHSHQGHQW�WKDQ�WKRVH�SUHYLRXVO\�H[LVWLQJ�IRU�HOHFWULFLW\��ZDWHU�DQG
WHOHFRPPXQLFDWLRQV��ZKLFK�KDG�EHHQ�WR�DOO� LQWHQWV�DQG�SXUSRVHV�SDUW�RI� WKH� UHJXODWRU
V
RIILFH��5HIOHFWLQJ�WKH�DPDOJDPDWLRQ�RI�WKH�JDV�DQG�HOHFWULFLW\�UHJXODWRU\�RIILFHV��2))(5
DQG�2IJDV��D�QHZ�FRPELQHG�*DV�DQG�(OHFWULFLW\�&RQVXPHUV�&RXQFLO�HVWDEOLVKHG�E\�WKH
QHZ� $FW� LV� LQWHQGHG� WR� EH� D� KLJKO\� YLVLEOH�� SDUWLVDQ� FRQVXPHU� DGYRFDWH�� D� µWUXVWHG
JXLGH¶�� %XW� IHDUV� ZHUH� H[SUHVVHG� LQ� VRPH� TXDUWHUV� WKDW� LQGHSHQGHQFH� PLJKW� PHDQ
LPSRWHQFH��HVSHFLDOO\� VLQFH� WKH� UHJLRQDO�RUJDQL]DWLRQ�ZDV� WR�EH�VHYHUHO\� FXW�EDFN� DQG
WKH�UHVHDUFK�FDSDELOLW\�SRVVHVVHG�E\�WKH�IRUPHU�*DV�&RQVXPHUV�&RXQFLO�ZDV�QRW�WR�EH
UHSOLFDWHG��7KH� SURSRVDOV�ZHUH� QRW�ZHOFRPHG� E\� WKH� UHSUHVHQWDWLYHV� RI� FRQVXPHUV� RI
HOHFWULFLW\� DQG� ZDWHU�� VRPH� RI� ZKRP� IHOW� WKDW� WKH\� KDG� EHQHILWHG� IURP� WKH� FORVH
UHODWLRQVKLS� WKH\� KDG� KDG�ZLWK� WKHLU� UHJXODWRU��2WKHU� FULWLFLVPV� LQFOXGHG� WKH� SRWHQWLDO
FRQIOLFW�WKDW�PLJKW�DULVH�ZLWK�WKH�UHJXODWRU��QRZ�DOVR�FKDUJHG�ZLWK�FRQVXPHU�SURWHFWLRQ
DQG� UHSUHVHQWDWLRQ�� DQG� WKH� GDQJHU� WKDW� FRPSDQLHV� PLJKW� EORFN� SXEOLFDWLRQ� RI� VRPH
LQIRUPDWLRQ�

7KH� ZLWKGUDZDO� DW� DQ� HDUO\� VWDJH� RI� WKH� VHFWLRQV� RI� WKH� %LOO� GHDOLQJ� ZLWK� ZDWHU� DQG
WHOHFRPPXQLFDWLRQV� SURYLGHG� DQ� RSSRUWXQLW\� IRU� FRXQFLOV� IRU� WKHVH� LQGXVWULHV� WR� EH
IXUWKHU�GHEDWHG²DQG�DW� WKH�VDPH�WLPH�PDGH�LW�DQ�HQHUJ\�%LOO� LQ�DOO�EXW�QDPH��6LPLODU
UHIRUPV�DUH�SURSRVHG�IRU�ZDWHU�LQ�WKH�GUDIW�:DWHU�%LOO�SXEOLVKHG�LQ�1RYHPEHU�������$
FOHDUHU�GLVWLQFWLRQ�EHWZHHQ�UHSUHVHQWDWLRQ�DQG�DGYRFDF\�LV�QHHGHG��'LIIHUHQW�FRQVXPHUV
KDYH� GLIIHUHQW� LQWHUHVWV�� 8QOLNH� WKH� EHWWHU� RII�� ZKR� PD\� GHPDQG� KLJKHU� VHUYLFH
VWDQGDUGV��YXOQHUDEOH�FXVWRPHUV�PD\�ZDQW�FKHDSHU�SULFHV�DQG�HDVLHU�SD\PHQW�PHWKRGV�
LQ�RWKHU�ZRUGV��DIIRUGDELOLW\�DQG�DFFHVV��7KH\�PD\�EH�PRUH� LQWHUHVWHG� LQ�KRZ�GHEW� LV
KDQGOHG�DQG�DYRLGLQJ�GLVFRQQHFWLRQ�WKDQ�VHUYLFH�VWDQGDUGV�RU�PHFKDQLVPV�IRU�FRQVXPHU
UHSUHVHQWDWLRQ�

$� IXUWKHU� SURYLVLRQ� RI� WKH� $FW� ZDV� WKH� SRVVLELOLW\� RI� D� FURVV� VXEVLG\� IRU� WKH
GLVDGYDQWDJHG��D�SRZHU�JLYHQ�WR�WKH�6HFUHWDU\�RI�6WDWH��*XLGDQFH�IURP�WKH�'HSDUWPHQW
RI�7UDGH�DQG�,QGXVWU\�ZDV�DOVR�WR�EH�WDNHQ�LQWR�DFFRXQW�E\�UHJXODWRUV��ZKR�IRU�WKH�ILUVW
WLPH�EHFDPH�REOLJHG� WR�JLYH� UHDVRQV� IRU� WKHLU�GHFLVLRQV�� VRPHWKLQJ�ZKLFK�KDG�EHHQ� D
SRLQW� RI� FRQWURYHUV\� D� QXPEHU� RI� WLPHV� LQ� WKH� SUHFHGLQJ� \HDUV�� EXW� RQ� ZKLFK� WKH
&RQVHUYDWLYH� JRYHUQPHQW� KDG� UHIXVHG� WR� \LHOG�� ,Q� DGGLWLRQ�� FRPSDQLHV� EUHDFKLQJ� WKH
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OLFHQFHV� DQG� UHJXODWLRQV� ZRXOG� EHFRPH� OLDEOH� WR� ILQHV�� ZKLFK� FRXOG� EH� ODUJH�� 6RPH
DVSHFWV� RI� WKH� OHJLVODWLRQ�� WKHUHIRUH�� DSSDUHQWO\� EHVWRZHG� JUHDWHU� SRZHUV� RQ� WKH
UHJXODWRUV�� DQG� VRPH� DSSHDUHG� WR� LQFUHDVH� WKH� OLNHOLKRRG� RI� JRYHUQPHQW� LQWHUYHQWLRQ�
7KH�8WLOLWLHV� $FW� WUDQVIHUUHG� SRZHU� WR� WKH� *DV� DQG� (OHFWULFLW\�0DUNHWV� $XWKRULW\�� RI
ZKLFK�WKH�UHJXODWRU�EHFDPH�H[HFXWLYH�FKDLUPDQ��WKRXJK�QR�VXFK�FKDQJH�ZDV�LQFOXGHG�LQ
WKH�GUDIW�:DWHU�%LOO�

%HIRUH�WKH�IXOO�VFDOH�UHIRUP�LQWHQGHG�LQ�WKH�8WLOLWLHV�%LOO��WKH�:DWHU�,QGXVWU\�$FW�����
KDG�EHHQ�SDVVHG��7KLV�ZDV�D�UHVSRQVH�WR�D�MXGLFLDO�UXOLQJ�LQ������WKDW�WKH�XVH�RI�EXGJHW
SD\PHQW� XQLWV�� DQ� LQQRYDWLRQ� IRU�ZDWHU��ZHUH� LOOHJDO�� DV� LQGHHG�ZDV� GLVFRQQHFWLRQ� RI
GRPHVWLF� ZDWHU� VXSSO\� IRU� QRQ�SD\PHQW�� 7KH� $FW� DOORZHG� IRU� JRYHUQPHQW� WR� LVVXH
UHJXODWLRQV�RQ�WDULIIV�IRU�WKH�GLVDGYDQWDJHG�DQG�WKLV�ZDV�GRQH�LQ�6HSWHPEHU�������/RZ�
LQFRPH�FXVWRPHUV�RQ�D�PHWHUHG�VXSSO\�ZKR�KDYH�WKUHH�RU�PRUH�GHSHQGHQW�FKLOGUHQ�RU
FHUWDLQ�PHGLFDO�FRQGLWLRQV�PD\�DSSO\� IRU�PHDQV� WHVWHG�VSHFLDO�KHOS��EXW� WKLV�KDV�EHHQ
FULWLFL]HG�IRU�LPSUHFLVH�WDUJHWLQJ�DQG�ODFN�RI�FODULW\��$V�D�PHDVXUH�WR�KHOS�WKH�ZRUVW�RII
LW�KDV� VKRUWFRPLQJV�EHFDXVH� LW�GRHV�QRWKLQJ� IRU� WKRVH�ZKRVH�VXSSO\� LV�QRW�PHWHUHG�� ,W
SURYRNHG� QHJDWLYH� UHDFWLRQ� IURP� WKH� FRXQFLO� UHSUHVHQWLQJ� ZDWHU� FRQVXPHUV� ZKLFK
DUJXHG� WKDW� LW� ZDV� XQGHVLUDEOH� IRU� FXVWRPHUV� LQ� JHQHUDO� WR� VXEVLGL]H� WKRVH� ZLWK� ORZ
LQFRPHV�RU�VSHFLDO�QHHGV��DGGLQJ�WKDW�µWKH�ZDWHU�FKDUJLQJ�V\VWHP�VKRXOG�QRW�EH�XVHG�WR
DFKLHYH� WKH� JRYHUQPHQW¶V� VRFLDO� SROLF\� REMHFWLYHV¶� �2IZDW� 1DWLRQDO� &RQVXPHUV
&RPPLWWHH��3UHVV�5HOHDVH��1RYHPEHU��������/RZ�XVHU� WDULIIV�DUH�EHLQJ�FRQVLGHUHG�E\
PDQ\� FRPSDQLHV�� DQG� LPSOHPHQWHG� E\� VRPH�� EXW� DJDLQ� WDUJHWLQJ� LV� LPSHUIHFW�� IRU
H[DPSOH�SURYLGLQJ�KHOS�WR�RZQHUV�RI�VHFRQG�KRPHV��)XUWKHU�JXLGDQFH�LQ�)HEUXDU\�����
PDGH�LW�FOHDU�WKDW�FKDUJLQJ�VFKHPHV�VKRXOG�WDNH�LQWR�DFFRXQW�DELOLW\�WR�SD\�DQG�DGGUHVV
WKH� QHHGV� RI� WKRVH� RQ� ORZ� LQFRPHV� HVSHFLDOO\� ZKHUH� PHWHUHG�� 7KH� JRYHUQPHQW� ZHQW
IXUWKHU�LQ�DVNLQJ�FRPSDQLHV�WR�GHYHORS�LQQRYDWLYH�VRFLDO�WDULIIV�LQFOXGLQJ�VRPH�ZLWK�QR
VWDQGLQJ�FKDUJH�DQG�ORZ�XVHU�WDULIIV�

� 5HJXODWRU\�UHVSRQVH

7KH� ILUVW� YHUVLRQ� RI� WKH� 6RFLDO�$FWLRQ� 3ODQ� DSSHDUHG� LQ� ����� VKRUWO\� DIWHU� WKH� *UHHQ
3DSHU��ZKLFK�VHW�RXW�WKH�IUDPHZRUN�WKH�UHJXODWRUV�ZHUH�WR�IROORZ��6XEVHTXHQWO\�WKH�QHZ
UHJXODWRU�RI�ERWK�HOHFWULFLW\�DQG�JDV��ZKR�WRRN�RIILFH�LQ�-DQXDU\�������VKRZHG�D�JUHDWHU
ZLOOLQJQHVV� WKDQ� KLV� SUHGHFHVVRUV� WR� WDNH� XS� WKH� LVVXHV� LQYROYHG�� $� VHULHV� RI� SDSHUV
DSSHDUHG� IURP� 0D\� ����� WR� 0DUFK� ������ WKH� UHVXOWV� RI� H[WHQVLYH� UHVHDUFK� DQG
FRQVXOWDWLRQ� RQ� WKH� QDWXUH� DQG� H[WHQW� RI� GLVDGYDQWDJH� LQ� WKH� 8.� SRSXODWLRQ�� 7KH
IUDPHZRUN�FRQVLVWHG�RI�D�VHULHV�RI�ILYH�REMHFWLYHV�

²� 7R�UHGXFH�FRVWV�DQG�LPSURYH�WKH�HIILFLHQF\�RI�PHWHUV��HVSHFLDOO\�SUH�SD\PHQW
PHWHUV�

²� 7R� LQFUHDVH� WKH� FKRLFH�RI� WDULIIV� DQG� SD\PHQWV�PHFKDQLVPV� IRU� OHVV�ZHOO�RII
FXVWRPHUV�

²� 7R�KHOS�FRQVXPHUV�LQ�PDQDJLQJ�GHEW�

²� 7R�SURYLGH�EHWWHU�VHUYLFHV�IRU�SUH�SD\PHQW�FXVWRPHUV��DQG

²� 7R�VKDUH�WKH�EHQHILWV�RI�FRPSHWLWLRQ�DPRQJ�DOO�FRQVXPHUV�
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7KHVH�DLPV�ZHUH�WR�UHPDLQ�IDLUO\�FRQVWDQW�WKURXJKRXW�WKH�QH[W�PRQWKV��EXW�SXWWLQJ�WKHP
LQWR�SUDFWLFH�ZDV� D� VORZ� DQG� GLIILFXOW� SURFHVV��7KH� QHZ� UHJXODWRU� DQQRXQFHG� WKDW� WKH
LVVXHV�PXVW�EH�ORRNHG�DW�DIUHVK�DQG�WKDW�WKHUH�ZHUH�QR�HDV\�VROXWLRQV��+H�UHIXVHG�WR�WDNH
UHVSRQVLELOLW\� IRU� WKH�ZKROH� HIIRUW�� µ'HDOLQJ�ZLWK� WKHP� UHTXLUHV� D� UDQJH� RI� UHVSRQVHV
IURP�JRYHUQPHQW�DV�D�ZKROH¶�KH�VDLG��LQFOXGLQJ�WKH�'(75�DQG�WKH�'HSDUWPHQW�RI�6RFLDO
6HFXULW\��ORFDO�DXWKRULWLHV��VXSSOLHUV�RI�HOHFWULFLW\�DQG�JDV��SURYLGHUV�RI�EDQNLQJ�VHUYLFHV
WR� ORZ�LQFRPH� KRXVHKROGV�� YROXQWDU\� RUJDQL]DWLRQV� DQG� FRQVXPHU� UHSUHVHQWDWLYHV
�2))(5�2IJDV��3UHVV�5HOHDVH��)HEUXDU\�������

$� GLVFXVVLRQ� GRFXPHQW� RI� 0D\� ����� UHYHDOHG� WKH� µPXOWL�IDFHWHG¶� QDWXUH� RI
GLVDGYDQWDJH�� ,W�EHFDPH�FOHDU�WKDW�RI� ILYH�FDXVHV�RI� IXHO�SRYHUW\��RQO\�RQH�ZDV�ZLWKLQ
WKH�SRZHU�RI� WKH� UHJXODWRU� WR� UHPHG\��7KH\�ZHUH� OLVWHG�DV� ORZ� LQFRPH�� FRQGLWLRQ�DQG
VL]H� RI� WKH� SURSHUW\�� WKH� HIILFLHQF\�RI� WKH� KHDWLQJ� V\VWHP�� DQG� ODVWO\� WKH� SULFH� RI� IXHO
�2IJHP�����D������:KDW�ZDV�ZLWKLQ�2IJHP¶V�SRZHU�ZDV�WR�SXVK�IRU�LPSURYHPHQWV�IRU
WKRVH� ZKR� ZDQWHG� WR� PDNH� IUHTXHQW� SD\PHQWV�� EHWWHU� LQIRUPDWLRQ� IRU� SUH�SD\PHQW
FXVWRPHUV�� VHUYLFHV� IRU� WKH� HOGHUO\� HWF�� DQG� HQHUJ\� DGYLFH�� DQG� VRPH� RI� WKHVH� ZHUH
DFKLHYHG�LQ�0D\�������7KH�ODFN�RI�FOHDU�DQG�FRPSDUDEOH�SULFH� LQIRUPDWLRQ�� UHTXHVWHG
E\�FRQVXPHU�JURXSV�IRU�\HDUV��DW�ODVW�EHJDQ�WR�EH�UHPHGLHG��2IJHP�QRZ�SURGXFHV�IDFW
VKHHWV� IRU� JDV�� HOHFWULFLW\� DQG� µGXDO� IXHO¶�� VR� FXVWRPHUV� FDQ� PDNH� SULFH� FRPSDULVRQV
EHWZHHQ�%ULWLVK�*DV� DQG� LWV� FRPSHWLWRUV�� 7KH� FDOFXODWLRQV� DUH� TXLWH� FRPSOH[�� EXW� WKH
WDEOHV� LOOXVWUDWH� FOHDUO\� WKDW� IRU� PRVW� SUHSD\PHQW� XVHUV�� WKH� RSSRUWXQLWLHV� IRU� SULFH
UHGXFWLRQV� DUH� H[WUHPHO\� OLPLWHG��1HZ� HQHUJ\� VDYLQJ� VFKHPHV�� WDUJHWHG�PRVWO\� DW� WKH
SRRU�DQG�ILQDQFHG�E\�D�OHY\�RQ�DOO�FXVWRPHUV��ZLOO�SXW�����P��LQWR�LQVXODWLRQ�DQG�RWKHU
LPSURYHPHQWV�� 7KH� HQHUJ\� UHJXODWRU� DOVR� VHHV� FRPSHWLWLRQ� DV� DQ� LQVWUXPHQW� WR� DVVLVW
FRQVXPHUV��DQG�KDV�H[SUHVVHG�DQ�DPELWLRQ�WR�PRYH�IURP�DQ�µH[�DQWH¶�UHJXODWRU�WR�DQ�µH[
SRVW¶�FRPSHWLWLRQ�DXWKRULW\��XVLQJ�KLV�SRZHUV�XQGHU�WKH�&RPSHWLWLRQ�$FW�������%XW�ZH
KDYH�VHHQ�WKDW�WKLV�PD\�EULQJ�VKRUW�WHUP�FRVWV�WKURXJK�SULFH�UHEDODQFLQJ��ZLWK�D�GLIILFXOW
FKRLFH�IRU�WKH�UHJXODWRU�WR�PDNH�EHWZHHQ�VKRUW�WHUP�SURWHFWLRQ�IRU�FRQVXPHUV� WKURXJK
UHJXODWHG� SULFHV�ZKLFK�PD\� GHWHU� HQWUDQWV� DQG� WKH� ORQJ� WHUP� EHQHILWV� RI� FRPSHWLWLRQ�
0DQ\�DUHDV��KRZHYHU�� UHPDLQHG� WR�EH�SURSHUO\� WDFNOHG��QRWDEO\�VHOI�UDWLRQLQJ��KHOSLQJ
SHRSOH�WR�VZLWFK�IURP�SUHSD\PHQW�WR�FKHDSHU�WDULIIV�DQG�DFFHVV�WR�ILQDQFLDO�VHUYLFHV�

7KH�ZDWHU� LQGXVWU\��ZKHUH�FRPSHWLWLRQ� LV� VWLOO� HPEU\RQLF��SUHVHQWV� D�GLIIHUHQW�SLFWXUH�
1RW� RQO\� DUH� ZDWHU� FRPSDQLHV� VWLOO� YLUWXDOO\� PRQRSROLHV�� ZDWHU� LV� XQLTXH� LQ� LWV
µHVVHQWLDOQHVV¶� DQG� LQ� WKH� ZD\� LW� LV� FKDUJHG� IRU�� ,Q� DGGLWLRQ�� XQOLNH� HQHUJ\� RU
WHOHFRPPXQLFDWLRQV�� SULFHV� KDYH� JRQH� XS� QRW� GRZQ�� ,QGHHG� UHEDODQFLQJ� EHWZHHQ
PHWHUHG�DQG�XQPHWHUHG�FXVWRPHUV�KDV�WDNHQ�SODFH�VR�WKDW�WKH�IRUPHU�GR�QRW�JHW�FKDUJHG
H[FHVVLYHO\�� 7KLV� LV� D� FRPSOH[� VLWXDWLRQ�� LQ� ZKLFK� WKH� UHJXODWRU� WLOO� ������ ,DQ� %\DWW�
FRUUHFWO\� SHUFHLYHG� WKH� ODUJH� SROLWLFDO� HOHPHQW�� +H�ZDV� FRQWHQW� WR� EH� GLUHFWHG� E\� WKH
JRYHUQPHQW� RQ� ZDWHU� FKDUJHV�� EXW� DUJXHG� DJDLQVW� EHLQJ� DOORZHG� GLVFUHWLRQ� XQGHU
JRYHUQPHQW� JXLGDQFH� �2IZDW� ������� 7KH� HDV\� SD\PHQW� PHWKRGV�� ZKLFK� SUHVHQW
SUREOHPV� LQ� HQHUJ\�� DUH� DYDLODEOH� LQ� ZDWHU� ZLWK� QR� H[WUD� FKDUJH�� &URVV�VXEVLGLHV� DUH
WKHUHIRUH�ZHOO�HQWUHQFKHG�DQG�LQGHHG�DUH�EHLQJ�H[WHQGHG�E\�WKH�VSHFLDO�WDULIIV�IRU�WKRVH
RQ� ORZ� LQFRPHV� PHQWLRQHG� DERYH�� VHYHUDO� ZDWHU� FRPSDQLHV� KDG� DOUHDG\� LQWURGXFHG
WDULIIV�IRU�ODUJH�ORZ�LQFRPH�IDPLOLHV�DQG�VLQJOH�KRXVHKROGV��&RQVLGHUDEOH�UHOXFWDQFH�RQ
WKH�SDUW�RI�WKH�ZDWHU�FRPSDQLHV�WR�JR�DQ\�IXUWKHU�DORQJ�WKLV�URDG�PHDQV�WKDW�OLWWOH�IXUWKHU
SURJUHVV�VHHPV�OLNHO\�LQ�WKH�QHDU�IXWXUH�
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6RFLDO�REOLJDWLRQV� LQ� WHOHSKRQHV�DUH�ZHOO�HVWDEOLVKHG�DQG�KDYH�EHHQ�H[WHQGHG�RYHU� WKH
\HDUV��7KH\�LQFOXGH�SXEOLF�FDOO�ER[HV�DQG�HPHUJHQF\�VHUYLFHV��6SHFLDO�VFKHPHV�H[LVW�IRU
WKRVH�RQ�ORZ�LQFRPHV�RU�ZKR�DUH�ORZ�XVHUV��$�UHVLGHQWLDO�OLPLWHG�VHUYLFH�ZLWK�LQFRPLQJ
FDOOV� RQO\�� ORZ� UHQWDO� DQG� IUHH� FRQQHFWLRQ� ZDV� QRW� ZLGHO\� WDNHQ� XS�� 7KH� /LJKW� 8VHU
6FKHPH� DYDLODEOH� VLQFH� ����� WR� WKH� ERWWRP� ��� SHU� FHQW� E\� XVDJH� RIIHUV� FKHDSHU� OLQH
UHQWDO��EXW�KHUH�DJDLQ�WKHUH�LV�WKH�SRVVLELOLW\�RI�LWV�EHQHILWLQJ�WKH�EHWWHU�RII��&DYH�������
7KH�µXQSKRQHG¶�UHSUHVHQW�D�YHU\�VPDOO�SURSRUWLRQ�RI�WKH�SRSXODWLRQ�LQ�FRPSDULVRQ�ZLWK
WKRVH�ZLWK� LQDGHTXDWH� KHDWLQJ� RU� ODUJH�ZDWHU� FKDUJHV�� DERXW� �� SHU� FHQW�� WKRXJK� XS� WR
��������SHRSOH�ZLWK�QR�IL[HG� OLQH�ZRXOG� OLNH�RQH��2IWHO�����D������7KLV� LV�D�VLWXDWLRQ
ZKHUH�QHZ�WHFKQRORJ\�FDQ�EULGJH�WKH�JDS�IRU�WKH�OHVV�ZHOO�RII��$�SUH�SD\�PRELOH�SKRQH
UHSUHVHQWV�D�UHDVRQDEO\�FRVW�HIIHFWLYH�ZD\�RI�NHHSLQJ�LQ�WRXFK�IRU�WKLV�JURXS�DV�ZHOO�DV
IRU�PDQ\�RWKHUV�DQG�WKUHH�RXW�RI�ILYH�RI�WKLV�JURXS��L�H��� WKRVH�ZLWK�QR�IL[HG�SKRQH�RQ
ORZ�LQFRPHV��KDYH�D�PRELOH��1HZ�GHYHORSPHQWV�LQ�KLJKHU�EDQGZLGWK�VHUYLFHV�DUH�OLNHO\
WR�UDLVH�WKH�TXHVWLRQ�RI�XQLYHUVDO�DFFHVV�WR�WKH�LQWHUQHW��QRZ�DYDLODEOH�WR����SHU�FHQW�RI
WKH�SRSXODWLRQ�DW�KRPH��FROOHJH�RU�ZRUN��EXW�H[WHQGLQJ�WKH�8QLYHUVDO�6HUYLFH�2EOLJDWLRQ
�862��LV�QRW�OLNHO\�LQ�WKH�LPPHGLDWH�IXWXUH��$V�3URIHVVRU�0DUWLQ�&DYH�FRPPHQWHG��µ$
862�WKDW�ELWHV�LV�HVVHQWLDOO\�D�WD[�DQG�EHQHILW�V\VWHP�WKDW�RSHUDWHV�LQVLGH�WKH�WHOHFRPV
VHFWRU¶��������

� &RQFOXVLRQV

��� 7KH�LPSRUWDQFH�RI�WDUJHWLQJ

(YHQ�WKRXJK�WKH�8.�KDV�DQ�H[WHQVLYH�EHQHILWV�V\VWHP�DQG�DOPRVW�XQLYHUVDO�FRQQHFWLRQ
OHYHOV� IRU�XWLOLWLHV�� WKH�VRFLDO�GLPHQVLRQ�RI� UHJXODWLQJ�XWLOLWLHV� FRQWLQXHV� WR�EH�D�PDMRU
SROLWLFDO� LVVXH��7KRVH�ZKR� VSHDN� RQ� EHKDOI� RI� WKH� GLVDGYDQWDJHG� VWUHVV� WKDW� D� EODQNHW
DSSURDFK� LV� XQOLNHO\� WR� EH� HIIHFWLYH�� DQG� DUJXH� WKDW� D� GLVWLQFWLRQ� QHHGV� WR� EH� PDGH
EHWZHHQ�GLIIHUHQW� DJH� JURXSV� DQG� VXEJURXSV�RI� VRFLDO� FODVVHV��7KRXJK����SHU� FHQW� RI
SHQVLRQHUV�TXDOLI\�DV�IXHO�SRRU��RQO\�RQH�LQ�WHQ�FKRRVHV�D�SUH�SD\PHQW�PHWHU��EXW�D�WKLUG
RI�VLQJOH�SDUHQWV�XVH�WKLV�PHWKRG��ZKLOH�DOPRVW�KDOI�RI�WKH�YHU\�SRRUHVW�GR�QRW�KDYH�D
SUH�SD\PHQW�PHWHU�IRU�HOHFWULFLW\�RU�JDV��7KXV�DQ\�SODQ�WR�DSSO\�GLIIHUHQWLDO�FKDUJHV�WR
UHGXFH� WKH�EXUGHQ�RQ�330�XVHUV�ZRXOG�QRW�RQO\�EH�XQIDLU�EXW�DUWLILFLDOO\� LQFUHDVH� WKH
GHPDQG�IRU�VXFK�PHWHUV��%HQQHWW��&RRNH�DQG�:DGGDPV�3ULFH�������

��� 7KH�OLPLWDWLRQV�RI�UHJXODWLRQ

7KH�DELOLW\�RI�WKH�UHJXODWRU��RU�DXWKRULW\��WR�GHDO�ZLWK�ZKDW�DUH�XOWLPDWHO\�TXHVWLRQV�RI
VRFLDO�SROLF\�LV�OLPLWHG��7KH�VRFLDO�DFWLRQ�SODQ�ILQDO�GRFXPHQW�RI�0DUFK������PDNHV�LW
FOHDU�WKDW�WKH�EDVLF�FDXVH�RI�IXHO�SRYHUW\�LV�ODFN�RI�PRQH\��WKH�YDULRXV�SUREOHPV�ZKLFK
QHHG� VROXWLRQV�� VXFK� DV� SUH�SD\PHQW�� GHEW�PDQDJHPHQW� DQG� GLVFRQQHFWLRQ� DUH� ODUJHO\
SUREOHPV�RI�SRYHUW\�DQG�DUH�FRPPRQ�WR�RWKHU�SURGXFWV��VXFK�DV�ILQDQFLDO�VHUYLFHV�

��� 7KH�FRQIOLFW�EHWZHHQ�FRPSHWLWLRQ�DQG�VRFLDO�SROLF\

7KHUH� LV�D� FRQVWDQW�FRQIOLFW�EHWZHHQ�HIILFLHQF\�DQG� IDLUQHVV�� )RU� LQVWDQFH��RSHQLQJ�XS
PHWHULQJ�WR�FRPSHWLWLRQ�VKRXOG�\LHOG�HIILFLHQF\�JDLQV��EXW�LW�FRXOG�DOVR�KDYH�WKH�HIIHFW
RI�PDNLQJ� FXVWRPHUV� EHDU� D� ODUJHU� SDUW� RI� WKH� FRVW� RI� WKHLU�PHWHU��ZKLFK� FRXOG�PHDQ
KLJKHU�330�WDULIIV��7KH�UHJXODWRU¶V�QHZ�GXW\�WR�µWDNH�LQWR�DFFRXQW�WKH�QHHGV�RI�WKRVH�RQ
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ORZ� LQFRPHV¶�PD\�PHDQ� WKDW� KH�� KRZHYHU� UHOXFWDQWO\��PD\� EH� REOLJHG� WR� HQVXUH� WKDW
FURVV� VXEVLGLHV� DUH� XVHG� WR� OLPLW� WKH� GLVDGYDQWDJH� WR� WKH� SRRUHVW�� 7KH� ZLOOLQJQHVV� RI
FXVWRPHUV�WR�VXEVLGL]H�RWKHUV�PD\�QRW�H[WHQG�YHU\�IDU��6XFK�D�FURVV�VXEVLG\�ZRXOG�EH
WKH�UHVSRQVLELOLW\�RI� WKH�JRYHUQPHQW��EXW� WKH�TXDQWLW\�RI�GHWDLOHG� LQIRUPDWLRQ� UHTXLUHG
ZRXOG� LQYROYH� WKH� UHJXODWRU\� DXWKRULW\� DQG� WKH� FRPSDQLHV�� 7KH� VXJJHVWLRQ� WKDW� WKH
VXSSO\� RI� VHUYLFHV� WR� WKHVH� FRQVXPHUV� VKRXOG� EH� SDLG� IRU� LQ� D� GLIIHUHQW� ZD\�� WKDW� LV
WKURXJK�WKH�WD[�DQG�EHQHILW�V\VWHP��PDNHV�WKH�FURVV�VXEVLGLHV�PXFK�PRUH�RI�D�SROLWLFDO
LVVXH�WKDQ�WKH\�ZHUH�LQ�WKH�SDVW�

5HIHUHQFHV

$WNLQVRQ�� $�� %�� �������� µ%ULQJLQJ� ,QFRPH� 6XSSRUW� LQ� IURP� WKH� &ROG¶�� (FRQRPLF
-RXUQDO�������0DUFK�

%HQQHWW��0��'��&RRNH��DQG�&��:DGGDPV�3ULFH���������µ/HIW�2XW�LQ�WKH�&ROG"¶�&085
5HVHDUFK�3DSHU�1R��������&RYHQWU\��&HQWUH�IRU�0DQDJHPHQW�XQGHU�5HJXODWLRQ�

&DYH��0����������µ7KH�([WHQVLRQ�RI�8QLYHUVDO�6HUYLFH¶��8WLOLWLHV�-RXUQDO��6HSWHPEHU�

&XUULH��'����������µ7KH�/DERXU�9LHZ¶��LQ�0��(��%HHVOH\��HG����5HJXODWLQJ�WKH�8WLOLWLHV�
%URDGHQLQJ� WKH� 'HEDWH�� /RQGRQ�� ,QVWLWXWH� RI� (FRQRPLF� $IIDLUV�� /RQGRQ� %XVLQHVV
6FKRRO�

'7,�������D���$�)DLU�'HDO�IRU�&RQVXPHUV��&P������

'7,������E���7KH�(QHUJ\�5HSRUW��7UDQVIRUPLQJ�0DUNHWV�

*LXOLHWWL��0���DQG�-��2WHUR���������µ7KH�7LPLQJ�RI�7DULII�6WUXFWXUH�&KDQJHV�LQ�5HJXODWHG
,QGXVWULHV�� (YLGHQFH� IURP� (QJODQG� DQG�:DOHV¶�� &085�5HVHDUFK� 3DSHU� 1R�� �����
&RYHQWU\��&HQWUH�IRU�0DQDJHPHQW�XQGHU�5HJXODWLRQ�

*LXOLHWWL�� 0��� DQG� &�� :DGGDPV� 3ULFH� �������� µ,QFHQWLYH� 5HJXODWLRQ� DQG� (IILFLHQW
3ULFLQJ��(PSLULFDO�(YLGHQFH¶��&085�5HVHDUFK�3DSHU�1R��������&RYHQWU\��&HQWUH�IRU
0DQDJHPHQW�XQGHU�5HJXODWLRQ�

*LXOLHWWL�� 0��� &��:DGGDPV� 3ULFH�� DQG�0��:DWHUVRQ� �������� µ5HGXQGDQW� 5HJXODWLRQ"
&RPSHWLWLRQ�DQG�&RQVXPHU�&KRLFH�LQ�5HVLGHQWLDO�(QHUJ\�0DUNHWV¶��3DSHU�SUHVHQWHG
DW� WKH� &HQWUH� IRU� (FRQRPLF� 3ROLF\� DQG� 5HVHDUFK� LQGXVWULDO� HFRQRPLFV� ZRUNVKRS�
1RYHPEHU�

*UHHQ��5���DQG�'��1HZEHU\���������µ7KH�(OHFWULFLW\�,QGXVWU\�LQ�(QJODQG�DQG�:DOHV¶��LQ
'�� +HOP� DQG� 7�� -HQNLQVRQ� �HGV��� &RPSHWLWLRQ� LQ� 5HJXODWHG� ,QGXVWULHV�� 2[IRUG�
2[IRUG�8QLYHUVLW\�3UHVV�

+DQFRFN��5���DQG�&��:DGGDPV�3ULFH���������µ&RPSHWLWLRQ�LQ�WKH�'RPHVWLF�%ULWLVK�*DV
0DUNHW��(IILFLHQF\�DQG�(TXLW\¶��)LVFDO�6WXGLHV�����������������

+0� 7UHDVXU\� �������� µ7DFNOLQJ� 3RYHUW\� DQG� ([WHQGLQJ� 2SSRUWXQLW\¶�� /RQGRQ�� +HU
0DMHVW\¶V�7UHDVXU\�

/LWWOHFKLOG��6����������µ5HJXODWLRQ�RI�%ULWLVK�7HOHFRPPXQLFDWLRQV�3URILWDELOLW\¶��'7,�

0RQRSROLHV�DQG�0HUJHUV�&RPPLVVLRQ���������*DV��&P�����

0RQRSROLHV�DQG�0HUJHUV�&RPPLVVLRQ���������*DV�DQG�%ULWLVK�*DV��&P������



��

2IJHP������D���µ6RFLDO�$FWLRQ�3ODQ¶�

2IJHP� �����E��� µ$�5HYLHZ�RI� WKH�'HYHORSPHQW� RI�&RPSHWLWLRQ� LQ� WKH� ,QGXVWULDO� DQG
&RPPHUFLDO�*DV�6XSSO\�0DUNHW¶�

2IWHO������D���µ5HYLHZ�RI�8QLYHUVDO�7HOHFRPPXQLFDWLRQV�6HUYLFH¶��6HSWHPEHU�

2IWHO������E���µ$QQXDO�5HSRUW�����¶�

2IZDW���������/HWWHU�WR�0DQDJLQJ�'LUHFWRUV������6HSWHPEHU�

2WHUR�� -��� DQG� &�� :DGGDPV� 3ULFH� �����D��� µ,QFXPEHQW� DQG� (QWUDQW� 5HVSRQVH� WR
5HJXODWHG� &RPSHWLWLRQ�� 6LJQDOOLQJ� ZLWK� $FFRXQWLQJ� &RVWV� DQG� 0DUNHW� 3ULFHV¶�
-RXUQDO�RI�(FRQRPLFV�DQG�%XVLQHVV�����

2WHUR��-���DQG�&��:DGGDPV�3ULFH������E���µ3ULFH�'LVFULPLQDWLRQ��5HJXODWLRQ�DQG�(QWU\
LQ� WKH� 8.� 5HVLGHQWLDO� (OHFWULFLW\� 0DUNHW¶�� %XOOHWLQ� RI� (FRQRPLF� 5HVHDUFK�
IRUWKFRPLQJ�

7UDGH�DQG�,QGXVWU\�&RPPLWWHH��6HVVLRQ�����������VW�5HSRUW��+&�����(QHUJ\�5HJXODWLRQ�

:DGGDPV� 3ULFH�� &��� DQG� 5�� +DQFRFN� �������� µ'LVWULEXWLRQDO� (IIHFWV� RI� /LEHUDOL]LQJ
5HVLGHQWLDO�8WLOLW\�0DUNHWV�LQ�WKH�8.¶��)LVFDO�6WXGLHV���������





818�:RUOG� ,QVWLWXWH� IRU� 'HYHORSPHQW� (FRQRPLFV� 5HVHDUFK� �818�:,'(5�
ZDV� HVWDEOLVKHG� E\� WKH� 8QLWHG� 1DWLRQV� 8QLYHUVLW\� DV� LWV� ILUVW� UHVHDUFK� DQG
WUDLQLQJ�FHQWUH�DQG�VWDUWHG�ZRUN�LQ�+HOVLQNL��)LQODQG�LQ�������7KH�SXUSRVH�RI
WKH�,QVWLWXWH�LV�WR�XQGHUWDNH�DSSOLHG�UHVHDUFK�DQG�SROLF\�DQDO\VLV�RQ�VWUXFWXUDO
FKDQJHV� DIIHFWLQJ� WKH� GHYHORSLQJ� DQG� WUDQVLWLRQDO� HFRQRPLHV�� WR� SURYLGH� D
IRUXP� IRU� WKH� DGYRFDF\� RI� SROLFLHV� OHDGLQJ� WR� UREXVW�� HTXLWDEOH� DQG
HQYLURQPHQWDOO\� VXVWDLQDEOH� JURZWK�� DQG� WR� SURPRWH� FDSDFLW\� VWUHQJWKHQLQJ
DQG� WUDLQLQJ� LQ� WKH� ILHOG� RI� HFRQRPLF� DQG� VRFLDO� SROLF\�PDNLQJ�� ,WV� ZRUN� LV
FDUULHG�RXW�E\�VWDII�UHVHDUFKHUV�DQG�YLVLWLQJ�VFKRODUV�LQ�+HOVLQNL�DQG�WKURXJK
QHWZRUNV�RI�FROODERUDWLQJ�VFKRODUV�DQG�LQVWLWXWLRQV�DURXQG�WKH�ZRUOG�

818�:RUOG�,QVWLWXWH�IRU�'HYHORSPHQW�(FRQRPLFV�5HVHDUFK��818�:,'(5�
.DWDMDQRNDQODLWXUL���%��������+HOVLQNL��)LQODQG

&DPHUD�UHDG\�W\SHVFULSW�SUHSDUHG�E\�/LLVD�5RSRQHQ�DW�818�:,'(5
3ULQWHG�DW�818�:,'(5��+HOVLQNL

7KH� YLHZV� H[SUHVVHG� LQ� WKLV� SXEOLFDWLRQ� DUH� WKRVH� RI� WKH� DXWKRU�V��� 3XEOLFDWLRQ� GRHV� QRW� LPSO\
HQGRUVHPHQW�E\�WKH�,QVWLWXWH�RU�WKH�8QLWHG�1DWLRQV�8QLYHUVLW\��QRU�E\�WKH�SURJUDPPH�SURMHFW�VSRQVRUV��RI
DQ\�RI�WKH�YLHZV�H[SUHVVHG�

,661����������
,6%1����������������SULQWHG�SXEOLFDWLRQ�
,6%1����������������LQWHUQHW�SXEOLFDWLRQ�


