
5HVSRQVH
WR�

WKH�:ULJKW�5HYLHZ�RI�WKH�%&�)HUU\�&RUSRUDWLRQ

SUHSDUHG�E\
WKH

6RXWKHUQ�*XOI�,VODQGV�)HUU\�$GYLVRU\�&RPPLWWHH
)HEUXDU\���������

%ULDQ�+ROOLQJVKHDG5RVV�0F.LQQRQ&R�&KDLUV



� (;(&87,9(�6800$5<
7KH :ULJKW 5HSRUW KDV UHYLHZHG WKH ZHOO�GRFXPHQWHG KLVWRU\ RI WKH IDVWIHUULHV DQG WKH SURFHVV WKDW OHG WR WKHLU FRQVWUXFWLRQ� :H DUH EDVLFDOO\ LQDJUHHPHQW�ZLWK�WKH�FRQFOXVLRQV�UHJDUGLQJ�WKH�IDVW�IHUULHV�
7KH UHSRUW KDV DVVHVVHG %& )HUULHV IURP D ILQDQFLDO SHUVSHFWLYH� :H KDYHVRPH DUHDV RI VHULRXV FRQFHUQ ZLWK WKH DVVHVVPHQW� DV ZHOO DV D QXPEHU RIDUHDV RI DJUHHPHQW DQG VRPH OHVVHU DUHDV RI GLVDJUHHPHQW� 7KHVH DUH DVIROORZ�
7KH UHSRUW PDNHV QR UHIHUHQFH WR� DQG VHHPV WR DWWDFK QR YDOXH WR� WKH UROH RI%& )HUULHV DV SDUW RI WKH WUDQVSRUWDWLRQ LQIUDVWUXFWXUH RI WKH 3URYLQFH� QRWXQOLNH WKH KLJKZD\V RU WKH SXEOLF WUDQVLW V\VWHP� 7KH FRUSRUDWLRQ SOD\V DYLWDO UROH LQ VXSSRUWLQJ FRDVWDO FRPPXQLWLHV� RQH WKDW WUDQVFHQGV WKHLU RZQEDODQFH VKHHW� 7KHVH FRPPXQLWLHV GRQ©W H[SHFW IRXU�ODQH� &DGLOODF VHUYLFH�EXW WKH\ GR UHDVRQDEO\ H[SHFW FRQWLQXLW\ RI WKH EDVLF VHUYLFH QRZ LQ SODFH� ,QIDFW� WKH\ DUH FRPSOHWHO\ GHSHQGHQW XSRQ WKHLU IHUU\ VHUYLFH� 7KH\ KDYH QRKLJKZD\ DOWHUQDWLYHV� :KLOH WKH UHSRUW PD\ RYHUORRN DQ\ REOLJDWLRQ WR WKHFRDVWDO�FRPPXQLWLHV��LW�ZRXOG�EH�XQWKLQNDEOH�IRU�WKH�JRYHUQPHQW�WR�GR�VR�
7KH UHSRUW EDVHV LWV ZKROH DVVHVVPHQW RI V\VWHP DQG URXWH YLDELOLW\ RQ WKHDELOLW\ WR UHFRYHU WKH IXOO FRVW RI RSHUDWLRQV DQG FDSLWDO UHQHZDO IURP UHYHQXHDQG WKH IHGHUDO FRQWULEXWLRQ� :H EHOLHYH WKLV WR EH DQ DUELWUDU\� XQUHDFKDEOHH[SHFWDWLRQ���7KH�UHSRUW�FLWHV�QR�H[DPSOHV�RI�GRPHVWLF�IHUU\�VHUYLFH�VLPLODU�WRRXUV ZKHUH WKLV LV EHLQJ DFKLHYHG� 2XU UHVHDUFK� LQ IDFW� VKRZV %& )HUULHVKDV D PXFK KLJKHU UHFRYHU\ UDWH WKDQ RWKHU URXJKO\ FRPSDUDEOH V\VWHPV�LQFOXGLQJ�QHLJKERXULQJ�:DVKLQJWRQ�6WDWH�)HUULHV�
7KH UHSRUW PDNHV QR UHIHUHQFH WR SULFH HODVWLFLW\� ,W DSSHDUV WR EH SUHVXPHGWKDW IDUH LQFUHDVHV FDQ EH DFFHOHUDWHG DQG VHUYLFH FXW ZLWKRXW DQ\ LPSDFW RQWUDIILF� &RPPRQ VHQVH WHOOV XV WKDW VLPSO\ LV QRW WKH ZD\ WKLV RU DQ\ RWKHUPDUNHW ZRUNV� 2XU FRQFHUQ LV WKDW LI WKH FRUSRUDWLRQ XQGHUWDNHV WKHVXJJHVWHG IDUH LQFUHDVHV DQG VHUYLFH FXWV� WKH WUDIILF ZLOO GHFUHDVH� UHGXFLQJ�DQG�TXLWH�SRVVLEO\�UHYHUVLQJ��WKH�KRSHG�IRU�FRVW�UHFRYHU\�LPSURYHPHQWV�
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7KH UHSRUW VWURQJO\ DGYRFDWHV SULYDWH VHFWRU LQYROYHPHQW� :H KDYH QRREMHFWLRQ WR SULYDWH VHFWRU SDUWLFLSDWLRQ� SURYLGHG WKDW VHUYLFH DQG IDUHVFKHGXOHV DUH FOHDUO\ VSHFLILHG� ,I WKH SULYDWH VHFWRU FDQ GR LW PRUHHIILFLHQWO\� DQG VWLOO GHOLYHU WKH SURGXFW VDIHO\� UHOLDEO\ DQG ZLWKLQ WKH IDUHHQYHORSH DQWLFLSDWHG E\ %& )HUULHV� ZH ZRXOG QRW REMHFW� ,W VKRXOG EHUHPHPEHUHG��WKRXJK��WKDW�SULYDWH�FRPSDQLHV�DOVR�KDYH�XQLRQV�
7KH UHSRUW DGYRFDWHV SXUFKDVLQJ YHVVHOV RIIVKRUH WR WDNH DGYDQWDJH RI ZRUOGPDUNHW�SULFHV���:H�VXSSRUW�WKH�UHFRPPHQGDWLRQ�
7KH UHSRUW� E\ LPSOLFDWLRQ� FDVWV %& )HUULHV LQ D GDUNHU OLJKW WKDQ ZH EHOLHYHLV DSSURSULDWH� 7KH QHJDWLYH FRPPHQWV� LQ RXU YLHZ� DUH JUDWXLWRXV DQG�RUZLWKRXW�OHJLWLPDWH�VXEVWDQWLDWLRQ�
,W LV RXU YLHZ WKDW WKH UHSRUW UDLVHV VRPH LQWHUHVWLQJ LVVXHV EXW LV IODZHG WR WKHGHJUHH WKDW LW ZRXOG EH GDQJHURXV WR EDVH DQ\ VXEVWDQWLDO SROLF\ FKDQJHV RQLWV FRQFOXVLRQV� 7KH UHSRUW FDQ� DQG SUREDEO\ VKRXOG� EH XVHG DV D SRLQWHU WRDUHDV�WKDW�ZRXOG�OLNHO\�EHQHILW�IURP�IXUWKHU�LQYHVWLJDWLRQ�
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� 7+(�0$-25�,668(6
7KHUH�DUH�WKUHH�SULQFLSDO�LVVXHV�ZLWK�ZKLFK�ZH�WDNH�H[FHSWLRQ�¤� IDLOXUH RI WKH UHSRUW WR DFNQRZOHGJH WKH UROH RI %& )HUULHV LQ WKHWUDQVSRUWDWLRQ�LQIUDVWUXFWXUH�RI�%ULWLVK�&ROXPELD� SUHVXPSWLRQ WKDW RSHUDWLQJ WKH V\VWHP RQ D EUHDN HYHQ EDVLV LV WKHSUHIHUUHG�RXWFRPH�ZLWKRXW�UHJDUG�WR�FROODWHUDO�GDPDJH�WKDW�PD\�UHVXOW�� IDLOXUH WR DFNQRZOHGJH SULFH�GHPDQG HODVWLFLW\� RU WKH HIIHFW RQ WUDIILF WKDWZRXOG�EH�FDXVHG�E\�VXEVWDQWLDOO\�UDLVLQJ�IDUHV�DQG�UHGXFLQJ�VHUYLFH�
��� )HUULHV�DV�3URYLQFLDO�7UDQVSRUWDWLRQ�,QIUDVWUXFWXUH
%ULWLVK &ROXPELD LV D EHDXWLIXO SURYLQFH ZLWK D KXJH QDWXUDO ERXQW\ DQG ZLWKLWV RZQ VSHFLILF FKDOOHQJHV� ,W KDV UXJJHG PRXQWDLQ UDQJHV LQ WKH LQWHULRU� ,WKDV D FRDVWOLQH GRWWHG ZLWK D KRVW RI WKULYLQJ FRPPXQLWLHV RQ LWV PDQ\ LVODQGVDQG LQOHWV� $QG LW KDV 9DQFRXYHU ,VODQG MXVW D IHUU\ ULGH DZD\ RII LWV ZHVWFRDVW�
0DLQODQG FRPPXQLWLHV DUH OLQNHG E\ KLJKZD\V� PDQ\ RI WKHP RYHU KLJKPRXQWDLQ SDVVHV RU H[SRVHG WR WKH GHHS FROG RI WKH QRUWK� 7KHVH KLJKZD\VDUH H[SHQVLYH WR EXLOG DQG WR PDLQWDLQ� &RDVWDO FRPPXQLWLHV DUH OLQNHG E\WKH IHUU\ V\VWHP� LQ D PDWXUH UHODWLRQVKLS WKDW JRHV EDFN JHQHUDWLRQV� 3HRSOHFRXQW RQ WKH IHUU\ VHUYLFH� MXVW DV WKH\ GR XSRQ WKH KLJKZD\ V\VWHP� WRSURYLGH VDIH� UHOLDEOH DQG UHDVRQDEO\ SULFHG WUDQVSRUWDWLRQ� $VLGH IURP DLUWUDYHO��WKHUH�DUH�QR�DOWHUQDWLYH�WUDQVSRUWDWLRQ�PHDQV�DYDLODEOH�
:H EHOLHYH WKH 3URYLQFH KDV D IXQGDPHQWDO REOLJDWLRQ WR UHVSHFW WKH WDFLWEDUJDLQ LW PDGH ZLWK WKH SHRSOH ZKR LQYHVWHG WKHLU VDYLQJV DQG HQHUJ\ LQWRWKH FRDVWDO FRPPXQLWLHV� EDVHG RQ WKH H[SHFWDWLRQ RI VXVWDLQHG� UHDVRQDEO\SULFHG IHUU\ VHUYLFH� :H ZRXOG JR IXUWKHU DQG VXJJHVW WKDW LI LW WXUQV LWV EDFNRQ WKLV EDUJDLQ DQG REOLJHV WKH IHUU\ V\VWHP WR VKDUSO\ UDLVH IDUHV DQG�RUVXEVWDQWLDOO\ FXW VHUYLFH� LW ZLOO KDYH D FULSSOLQJ LPSDFW RQ WKH UHVLGHQWV DQGEXVLQHVVHV WKDW DUH WKH KHDUW RI WKH FRDVWDO FRPPXQLWLHV� /DQG YDOXHV ZLOOGURS� WRXULVW�GHSHQGHQW EXVLQHVVHV ZLOO ORVH WKHLU FOLHQWHOH DQG WKH FRVW RIWUDYHO IRU HVVHQWLDO SXUSRVHV ZLOO EHFRPH WRR H[SHQVLYH� WRR LQIUHTXHQW DQGSRVVLEO\ XQUHOLDEOH� ,Q WKH FDVH RI WKH *XOI ,VODQGV� PDQ\ RI WKH UHVLGHQWV DUHUHWLUHG RQ IL[HG LQFRPHV� $ VKDUS LQFUHDVH LQ WKH FRVW RI WKH IHUU\ VHUYLFHXSRQ�ZKLFK�WKH\�GHSHQG�FRXOG�KDYH�D�GHYDVWDWLQJ�HIIHFW�RQ�WKHP�
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&RPPHQW ¤ LW LV HQWLUHO\ LQDSSURSULDWH WR FRQWHPSODWH VXEVWDQWLDO FKDQJHV WRIDUHV RU VHUYLFH LQ WKH IHUU\ V\VWHP ZLWKRXW UHIHUHQFH WR WKH UROH %& )HUULHVSOD\V LQ WKH SURYLQFLDO WUDQVSRUWDWLRQ LQIUDVWUXFWXUH� 6DIH� UHOLDEOH DQGUHDVRQDEO\ SULFHG DUH WKH NH\ ZRUGV� $Q\ FRQWHPSODWHG FKDQJH PXVW WDNHLQWR FRQVLGHUDWLRQ WKH FROODWHUDO GDPDJH WKDW FRXOG EH FDXVHG WR IHUU\�GHSHQGDQW FRPPXQLWLHV� DQG WKHLU UHVLGHQWV DQG EXVLQHVVHV E\ SUHFLSLWRXVFKDQJHV�
��� )LQDQFLDO�$VVXPSWLRQV
7KH UHSRUW UHIHUV WR WKH WHUPV RI UHIHUHQFH KDYLQJ DV RQH RI LWV SULQFLSOH �VLF�REMHFWLYHV ¦,GHQWLI\LQJ WKH FKDQJHV QHFHVVDU\ WR HQDEOH %& )HUULHV WR SURYLGHDQ HIILFLHQW� FXVWRPHU�IRFXVHG IHUU\ VHUYLFH DW DQ DFFHSWDEOH FRVW WRWD[SD\HUV§� 7KLV LV D ZRUWK\ REMHFWLYH� VHWWLQJ DVLGH WKH LVVXH RI KRZ ZHOO WKHRUJDQL]DWLRQ�SUHVHQWO\�PHHWV�HDFK�RI�WKH�FULWHULD���
7KH UHSRUW WKHQ JRHV RQ WR VWDWH ¦7KH 3URYLQFH VKRXOG H[SHFW %& )HUULHV WRRSHUDWH RQ D EUHDN�HYHQ EDVLV DQG SURYLGH IRU WKH UHQHZDO RI LWV GHFLGHGO\DJLQJ YHVVHOV�§ )URP WKDW SRLQW RQ� WKH UHSRUW HTXDWHV ¦DFFHSWDEOH FRVW WR WKHWD[SD\HUV§ ZLWK ¦RSHUDWLQJ RQ D EUHDN�HYHQ EDVLV§� 7KHUH LV QR LQGLFDWLRQKRZ WKDW FRQFOXVLRQ ZDV UHDFKHG� QRU LV WKHUH DQ\ HYLGHQFH SURYLGHG WROHJLWLPL]H LW� ,I VRPH URXWHV KDYH WKH WUDIILF DQG FDSDFLW\ WR RSHUDWH DW DSURILW� ZK\ ZRXOG WKH\ QRW GR VR" %\ WKH VDPH WRNHQ� LI VRPH URXWHV QHHGDVVLVWDQFH WR SURYLGH EDVLF VHUYLFH� ZH EHOLHYH WKDW DVVLVWDQFH VKRXOG EHIRUWKFRPLQJ�
,Q UHYLHZLQJ RWKHU V\VWHPV� LW ZDV IRXQG WKDW WKH :DVKLQJWRQ 6WDWH )HUU\�:6)� V\VWHP UHFRYHUHG ����� RI WKHLU RSHUDWLQJ FRVWV IURP WKH IDUH ER[ LQILVFDO \HDU ����� $OO RI WKHLU FDSLWDO FRVWV� DV ZHOO DV WKH VKRUWIDOO LQ WKHLURSHUDWLQJ�UHYHQXHV��ZHUH�IXQGHG�E\�WKH�VWDWH�DQG�IHGHUDO�JRYHUQPHQWV���
%\ FRPSDULVRQ� LQ ���� %& )HUULHV IDUHER[HV SURGXFHG RYHU ��� RI WKHUHTXLUHG RSHUDWLQJ DQG FDSLWDO IXQGV� DFFRUGLQJ WR WKH UHSRUW©V SURMHFWLRQV�8VLQJ :6) FULWHULD� %& )HUULHV© RSHUDWLQJ IXQGV UHFRYHU\ IURP WKH IDUH ER[ZDV ����� %& )HUULHV DUH QRW QHFHVVDULO\ EHWWHU ¤ WKH\ PD\ RU PD\ QRW EH�7KH %& V\VWHP LV GLIIHUHQW WKDQ WKH :DVKLQJWRQ RQH� 7KH SRLQW LV WKDW DURXJKO\ FRPSDUDEOH IHUU\ VHUYLFH� DFFHSWHG DV SDUW RI WKH KLJKZD\ V\VWHP�RSHUDWHV ZLWK SURSRUWLRQDWHO\ IDU PRUH VXEVLG\ WKDQ %& )HUULHV UHFHLYHV� 7KHVXEVLG\�LV�VHHQ�DV�SDUW�RI�WKH�FRVW�RI�PDLQWDLQLQJ�FULWLFDO�LQIUDVWUXFWXUH���
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$QRWKHU FRPSDULVRQ LV 0DULQH $WODQWLF� WKH IHGHUDO FURZQ FRUSRUDWLRQSURYLGLQJ IHUU\ VHUYLFH EHWZHHQ 1RYD 6FRWLD DQG 1HZIRXQGODQG� )RU WKH\HDU ����� WKHLU FRPPHUFLDO UHYHQXH ZDV �����0 DQG WKHLU RSHUDWLQJ VXEVLG\ZDV �����0� 7KH\ UHFRYHUHG ��� RI WKHLU RSHUDWLQJ H[SHQVHV IURP WKHIDUHER[� 7KHLU FDSLWDO H[SHQGLWXUHV ZHUH IXOO\ IXQGHG E\ WKH IHGHUDOJRYHUQPHQW� $JDLQ� QRW D GLUHFW FRPSDULVRQ� EXW RQH WKDW VKRZV IHUU\VXEVLGLHV DUH LQ RUGHU ZKHQ URXWHV� WUDIILF DQG WKH FRPPXQLW\ JRRG ZDUUDQWWKHP���
7KH UHSRUW SURYLGHV QR HYLGHQFH WKDW WD[SD\HUV DUH SUHVHQWO\ GLVVDWLVILHG ZLWKWKH OHYHO RI IXQGLQJ SURYLGHG WR %& )HUULHV� FRPSDUHG WR RWKHU WUDQVSRUWDWLRQOLQNV�¤�%&�7UDQVLW��KLJKZD\V�PDLQWHQDQFH��7UDQV/LQN��
7KHUH LV QRWKLQJ LQ WKH UHSRUW WR VXSSRUW WKH QRWLRQ WKDW ���� FRVW UHFRYHU\IURP�WKH�IDUH�ER[�LV�WKH�RSWLPXP��RU�HYHQ�D�UHDVRQDEOH��H[SHFWDWLRQ�
&RPPHQW ¤ WKH RSLQLRQ WKDW WD[SD\HUV IHHO WKH SURYLQFLDO IXQGLQJ IRU %&)HUULHV LV XQDFFHSWDEO\ KLJK LV XQVXSSRUWHG� 7KH QRWLRQ WKDW WKH DFFHSWDEOHOHYHO� DQG WKXV WKH REMHFW RI WKH UHSRUW� LV ���� RSHUDWLQJ DQG FDSLWDOUHFRYHU\ IURP WKH IDUHER[ LV DOVR FRPSOHWHO\ XQVXSSRUWHG� ,Q IDFW� LQGXVWU\HYLGHQFH ZLWK VLPLODU IHUU\ VHUYLFHV LQGLFDWHV WKDW JRYHUQPHQW IXQGLQJVXSSRUW LV WKH QRUP� DQG XVXDOO\ WR D JUHDWHU H[WHQW WKDQ IRXQG LQ %&� ,I WKHSURYLQFH ZHUH WR XQGHUWDNH WKH UHSRUW©V UHFRPPHQGDWLRQV WR UHDFK WKLVDUELWUDU\ JRDO� WKHUH ZRXOG EH VHYHUH GDPDJH WR WKH FRDVWDO FRPPXQLWLHV DVZHOO DV WR WKH UHVLGHQWV DQG EXVLQHVVHV WKHUHLQ� (YHQ WKHQ� LW LV XQOLNHO\ WKHJRDO ZRXOG HYHU EH UHDFKHG DV WKH WUDIILF� DQG UHYHQXH� ZRXOG IDOO LQ UHDFWLRQWR�DFFHOHUDWHG�IDUH�LQFUHDVHV�DQG�FXWV�LQ�VHUYLFH�
���� 3ULFH�(ODVWLFLW\
7KH UHSRUW PDNHV QR UHIHUHQFH WR SULFH HODVWLFLW\� $VWRQLVKLQJO\� LW VHHPV WRWDNH WKH SRVLWLRQ WKDW WUDIILF ZRXOG QRW EH DIIHFWHG E\ IDUH LQFUHDVHV DQGVHUYLFH FXWV� 7KH UHSRUW VWDWHV ¦ � � � UHYHQXH RQ WKH +RUVHVKRH %D\ WR %RZHQ,VODQG UXQ FRXOG EH LQFUHDVHG E\ RYHU ��� LI FRPPXWHU GLVFRXQWV ZHUHUHPRYHG§� ,W DVNV \RX WR EHOLHYH WKDW LI SDVVHQJHU IDUHV ZHUH LQFUHDVHG E\��� DQG YHKLFOH IDUHV E\ ���� WKDW HYHU\ VLQJOH WULS QRZ WDNHQ ZRXOGFRQWLQXH�WR�EH�WDNHQ���&KDULWDEO\��WKLV�PLJKW�EH�GHVFULEHG�DV�QDwYH�
7KH�UHSRUW�YLHZV�WKH�GLVFRXQWHG�IDUHV�DV�¦FRPPXWHU§�IDUHV��VXJJHVWLQJ�SHRSOHDUH XVLQJ WKHP WR WUDYHO EDFN DQG IRUWK HYHU\ GD\� 7KDW PD\ EH WKH FDVH LQ
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VRPH LQVWDQFHV� EXW LQ PRVW� WKH GLVFRXQWHG IDUHV DUH XVHG E\ UHJXODU XVHUV RIWKH V\VWHP� WUDYHOLQJ WR DWWHQG WKH KRVW RI FRQFHUQV WKDW FDQQRW EH DGGUHVVHGRQ WKHLU LVODQG ¤ GRFWRUV� EXLOGLQJ VXSSOLHV� SURYLQFLDO VHUYLFHV� JURFHU\VKRSSLQJ� YLVLWLQJ IULHQGV LQ KRVSLWDO� ,I WKH GLVFRXQW ZHUH UHPRYHG� WKHUHZRXOG EH IHZHU WULSV PDGH DQG WKH DQWLFLSDWHG UHYHQXH JDLQV ZRXOGHYDSRUDWH� ZKLOH FRPSURPLVLQJ WKH KHDOWK DQG KDSSLQHVV RI WKH FRPPXQLWLHVDQG SHRSOH LQYROYHG� 7KLV FRXOG KDUGO\ EH YLHZHG DV FXVWRPHU�IRFXVHGVHUYLFH��RQH�RI�WKH�VWDWHG�REMHFWLYHV�
+DG WKH UHSRUW FRQVLGHUHG WKH HODVWLFLW\ IDFWRU� LW ZRXOG KDYH ILUVW KDG WRLGHQWLI\ ZKR WKH FXVWRPHUV ZHUH� DQG WKHQ DVVHVV KRZ DFFHOHUDWHG IDUHLQFUHDVHV DQG VHUYLFH FXWV ZRXOG OLNHO\ EH UHFHLYHG E\ WKH YDULRXV PDUNHWVHJPHQWV� 7KH UHSRUW DSSHDUV WR QRW KDYH WDNHQ LQWR DFFRXQW ZKR WKHFXVWRPHUV DFWXDOO\ DUH� )RU LQVWDQFH� LW UHIHUV WR ¦7KHVH URXWHV �VRXWKHUQ *XOI,VODQGV� UHTXLUH VL[ YHVVHOV DQG WHQ WHUPLQDOV WR VHUYH ILYH LVODQG FRPPXQLWLHVZLWK D FRPELQHG SRSXODWLRQ RI ������ DQG ORVH RYHU ��� PLOOLRQ ������� SHUFDSLWD� SHU \HDU EHIRUH RYHUKHDG�§ 7KH UHSRUW IDLOV WR UHFRJQL]H WKDW WKHUHVLGHQWV DUH RQO\ D SDUW RI WKH WUDIILF� 7KH IHUULHV DOVR VHUYH RII�LVODQGUHVLGHQWV� WRXULVWV DQG EXVLQHVV SHRSOH� ,W LV D IDFW WKDW KDOI RI WKH ������UHVLGHQWLDO SURSHUWLHV RQ WKH LVODQGV DUH RZQHG E\ SHRSOH OLYLQJ RII�LVODQG�0RVW RI WKHVH DUH ZHHNHQGHUV� KHDY\ WKRXJK GLVFUHWLRQDU\ XVHUV RI WKHV\VWHP� :KLOH WKH ZHHNHQGHUV DUH VHQVLWLYH WR IDUH DQG VHUYLFH DGMXVWPHQWV�WKH WRXULVWV ZKR IORFN WR WKH LVODQGV LQ WKH VXPPHU DUH HYHQ PRUHGLVFULPLQDWLQJ KRZ WKH\ VSHQG WKHLU YDFDWLRQ GROODUV� 7KH\ KDYH PDQ\FKRLFHV DQG KDYH QR SDUWLFXODU HTXLW\ LQ JRLQJ WR WKH *XOI ,VODQGV� RU9DQFRXYHU�,VODQG�IRU�WKDW�PDWWHU��WR�VSHQG�WKHLU�PRQH\�
7KH UHSRUW PDNHV D QXPEHU RI UHFRPPHQGDWLRQV IRU VXEVWDQWLDO IDUH LQFUHDVHVDQG VHUYLFH FXWV� FDOFXODWLQJ WKH LQFUHDVHG UHYHQXH DQG UHGXFHG H[SHQVHVZLWKRXW RQFH DFNQRZOHGJLQJ WKDW WKHUH ZRXOG EH FXVWRPHU UHDFWLRQ WR WKRVHFXWV� RIIVHWWLQJ WKH ILQDQFLDO EHQHILWV� RU HYHQ QHJDWLQJ WKHP� 2WKHU IHUU\VHUYLFH UHYLHZV WKDW KDYH FRQWHPSODWHG IDUH LQFUHDVHV DQG VHUYLFH FXWV KDYHLQFOXGHG�UHIHUHQFH�WR�WKH�SXEOLF©V�UHDFWLRQ�WR�WKHP���7KH\�KDYH�XUJHG�FDXWLRXVLQWURGXFWLRQ RI WKH FKDQJHV� VR WKDW QR JUHDW GDPDJH ZRXOG EH GRQH LI WKHDGMXVWPHQWV�ZHUH�WR�EDFNILUH�
$ FOHDU H[DPSOH RI SULFH HODVWLFLW\ FDXVH DQG HIIHFW FDQ EH IRXQG LQ WKLVUHSRUW DOWKRXJK LW LV QRW LGHQWLILHG DV VXFK� 2Q S ��� WKH UHSRUW FRQWDLQV DJUDSK GHSLFWLQJ WUDIILF JURZWK RQ WKH PDLQ URXWHV FKDUWHG DJDLQVW SRSXODWLRQJURZWK LQ WKH DUHDV VHUYHG E\ WKHP� 7KH UHSRUW VWDWHV ¦$FWXDO WUDIILF SDWWHUQV
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KDYH EHHQ HUUDWLF RYHU VKRUW SHULRGV EXW LQ OLQH ZLWK WKH SRSXODWLRQ JURZWKRYHU ORQJ SHULRGV�§ $W ILUVW JODQFH� WKH JUDSK ZRXOG DSSHDU WR VXSSRUW WKDWFRQFOXVLRQ� DV D UHVXOW RI FDUHIXO VHOHFWLRQ RI VFDOHV RQ WKH YHUWLFDO D[HV�+RZHYHU� ORRNLQJ PRUH FORVHO\ DW WKH QXPEHUV RQ WKH JUDSK� RQH VHHV WKDW LWEUHDNV LQWR WKUHH GLVFUHWH VHFWLRQV� 7KH ILUVW LV ���� WR ����� WKH ¨JURZWKSHULRG©� 7KH VHFRQG LV ���� WR ����� WKH ¨IODW SHULRG© DQG WKH WKLUG LV ���� WR����� WKH ¨RSWLPLVWLF IXWXUH©� ,Q WKH ILUVW SHULRG� WKH WUDIILF LQFUHDVHG DW ����ZKLOH WKH SRSXODWLRQ JUHZ DW ����� ,Q WKH VHFRQG SHULRG� WKH WUDIILFLQFUHDVHG DW ����� ZKLOH WKH SRSXODWLRQ JUHZ DW ����� )URP JURZLQJ DWWZLFH WKH UDWH RI WKH SRSXODWLRQ� IHUU\ WUDIILF OHYHOHG RII WR JURZ DW OHVV WKDQKDOI WKH UDWH RI WKH SRSXODWLRQ� 7KH IODW SHULRG FDQ DOVR EH GHILQHG DV WKHSHULRG GXULQJ ZKLFK WKH 1'3 JRYHUQPHQW LPSRVHG D VHULHV RI VWHHS IDUHLQFUHDVHV� ZLWK WKH GHFODUHG LQWHQW RI UHFRYHULQJ DOO WKH RSHUDWLQJ DQG FDSLWDOFRVWV IURP WKH IDUHER[� ,Q WKH WKLUG SHULRG� WKH UHSRUW SUHGLFWV WKDW WUDIILF ZLOOLQFUHDVH DW ����� PRUH WKDQ GRXEOH ZKDW KDV EHHQ KDSSHQLQJ IRU WKH SDVWGHFDGH��ZKLOH�WKH�SRSXODWLRQ�LV�H[SHFWHG�WR�JURZ�DW��������
7KH UHSRUW� RQ SDJH ��� VWDWHV ¦)URP ���� WR ����� WRWDO UHYHQXHV LQFUHDVHGDW ���� SHU DQQXP VXEVWDQWLDOO\ DV D UHVXOW RI LQFUHDVHG WDULIIV � � � ZKLOHSDVVHQJHU WUDIILF JUHZ DW OHVV WKDQ �� SHU DQQXP DQG YHKLFOH WUDIILF UHPDLQHGIODW�§ ,W IDLOV� KRZHYHU� WR FRQQHFW WKH GHFUHDVH LQ WUDIILF JURZWK WR WKHLQFUHDVH LQ IDUHV� 7KH TXHVWLRQ LV QRW DVNHG ZKDW WKH UHYHQXHV PLJKW KDYHEHHQ KDG WKH LGHRORJLFDOO\ PRWLYDWHG IDUH LQFUHDVHV EHHQ OHVV DPELWLRXV� 1RULV WKHUH DQ\ UHIHUHQFH WR WKH ORVW EXVLQHVV RSSRUWXQLWLHV DV IHUU\�UHODWHG WRXULVWWUDIILF�OHYHOHG�RXW�RU�GHFUHDVHG������
&RQWHPSODWLQJ WKH UHVXOWV RI WKH SUHYLRXV JRYHUQPHQW©V IDUH SROLFLHV� LW LVLQFRQFHLYDEOH WKDW WKH ILQDQFLDO SURMHFWLRQV RI WKH UHSRUW ZLOO KDYH DQ\ FKDQFHRI PDWHULDOL]LQJ LI WKH IDUH LQFUHDVHV DQG VHUYLFH FXWV UHFRPPHQGHG LQ WKHUHSRUW DUH LPSRVHG� ,W ZRXOG EH D VWUHWFK HYHQ ZLWK WKH PRGHVW IDUH LQFUHDVHVDQG OLPLWHG VHUYLFH DGMXVWPHQWV FRQWHPSODWHG E\ %& )HUULHV� 7KLV LV D PDWWHURI�FRPPRQ�VHQVH�
&RPPHQW ¤ 7KH ODFN RI UHIHUHQFH WR SULFH HODVWLFLW\� DQG WKH SUREDEOH HIIHFWVWKDW VKDUS IDUH LQFUHDVHV DQG VHUYLFH FXWV ZLOO KDYH RQ WUDIILF YROXPHV� LV DQLQFUHGLEOH RYHUVLJKW� 7KH UHVXOWLQJ DQDO\VHV DUH WKXV JURVVO\ RSWLPLVWLF DV WRWKH ILQDQFLDO EHQHILWV H[SHFWHG WR UHVXOW IURP WKH UHFRPPHQGDWLRQV DQGFDQQRW�EH�UHOLHG�XSRQ���7KH�FRQFHSW�LV�DQ�HOHPHQWDU\�RQH��LWV�DEVHQFH��D�IDWDOIODZ�
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� *(1(5$/�2%6(59$7,216
7KHVH�SRLQWV�RI�LQWHUHVW�JHQHUDOO\�IROORZ�WKH�IORZ�RI�WKH�UHSRUW����
��� ([HFXWLYH�6XPPDU\
����� (IILFLHQW� FXVWRPHU�IRFXVHG VHUYLFH ¤ FRPPHQW ¤ ZH DSSODXG WKHVH WZRREMHFWLYHV� :H WUXVW WKH 0LQLVWU\ ZLOO ZDQW WR SHUIRUP D OHJLWLPDWHDVVHVVPHQW RI KRZ ZHOO %& )HUULHV SUHVHQWO\ PHHWV WKHVH JRDOV� :H DUHFRPIRUWHG WKDW WKH UHSRUW LQFOXGHV FXVWRPHU FRQFHUQV DPRQJ LWV IXQGDPHQWDOREMHFWLYHV�
����� )DVW )HUULHV ¤ FRPPHQW � ZLWKRXW DFFHVV WR LQIRUPDWLRQ EH\RQG WKLVUHSRUW� ZH ZRXOG DJUHH WKDW FRQWLQXLQJ ZLWK WKH VDOHV SURFHVV IRU DIL[HG SHULRG LV SUXGHQW� 7KHUH VKRXOG� KRZHYHU� EH VRPH PRWLYDWLRQIRU WKH DJHQW WR ZRUN WRZDUG DQ HDUO\ VDOH� ZLWKRXW VHULRXVO\GLVFRXQWLQJ WKH VDOH SULFH WR JHW LW� 7KHUH VKRXOG EH D 3ODQ % LQ WKHHYHQW WKH YHVVHOV FDQQRW EH VROG IRU DQ\WKLQJ DSSURDFKLQJ WKH KRSHGIRU SULFH� *LYHQ WKH DVNLQJ SULFH DQG WKH PDQ\ VSHHG� UDQJH� ZHLJKWDQG FDSDFLW\ FRPSURPLVHV� WKH IDVW IHUULHV ZLOO QRW EH VHHQ DVEDUJDLQV� 7KH ELJJHVW GHWULPHQW ZLOO OLNHO\ EH WKHLU OLPLWHG ZDYHWROHUDQFH FDSDFLW\� ZKLFK SURKLELWV WKHP IURP VDLOLQJ LQ WKH RSHQ VHDZKHUH PRVW IDVW IHUULHV RSHUDWH� 7KHUH LV D KLJK OLNHOLKRRG WKDW %&)HUULHV ZLOO RZQ WKHVH YHVVHOV ZKHQ WKH WZR \HDU VHDUFK� QRZ D \HDUDQG�D�KDOI�ROG��LV�RYHU�
����� *RYHUQDQFH ¤ FRPPHQW ¤ DV ORQJ DV WKH IHUU\ VHUYLFH LQ %& LV HLWKHURZQHG RU UHJXODWHG E\ WKH JRYHUQPHQW� WKH JRYHUQPHQW ZLOO KDYH DOHJLWLPDWH LQWHUHVW LQ IDUHV� URXWHV DQG PDMRU FDSLWDO H[SHQGLWXUHV�+DYLQJ VDLG WKDW� PRVW RI WKH OHJLVODWLRQ DOUHDG\ H[LVWV WR DOORZ WKHDSSRLQWHG %RDUG WR JRYHUQ WKH V\VWHP� ,W ZRXOG SUREDEO\ EH XVHIXO WRSURYLGH WKHP ZLWK WKH DXWKRULW\ WR DSSURYH IDUH LQFUHDVHV XS WR &3,ZLWKRXW KDYLQJ WR VHHN SHUPLVVLRQ WR GR VR� %H\RQG WKH %RDUG� WKH0LQLVWHU©V RIILFH DQG 7UHDVXU\ %RDUG SURYLGH D OHJLWLPDWH RYHUVLJKWIXQFWLRQ� 7KH &URZQ &RUSRUDWLRQV 6HFUHWDULDW FRXOG SUREDEO\ EHWDNHQ�RXW�RI�WKH�ORRS�ZLWK�QR�JUHDW�ORVV�
����� 6HUYLFH�,PSURYHPHQW�$OWHUQDWLYHV�¤��
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7KH UHSRUW VWDWHV ¦6XFK D PRGHO �IHUU\ VHUYLFH WKDW RIIHUV FRQVXPHUV FKRLFHDQG SURYLGHV HIILFLHQW� FXVWRPHU�IRFXVHG VHUYLFH� ZRXOG FOHDUO\ UHTXLUHJUHDWHU SULYDWH VHFWRU LQYROYHPHQW�§ 7KH UHSRUW VHHPV FRQYLQFHG IURP WKHRXWVHW�WKDW�¦�������WKH��SULYDWH�VHFWRU�FDQ�GR�LW�EHWWHU�§��
7KH UHSRUW SURYLGHV QR FRPPHQW RQ WKH VHUYLFH WKDW SUHGDWHG %&)& RQ WKHPDLQ URXWHV� ,W ZDV SURYLGHG E\ %ODFN %DOO DQG &35 WR 1DQDLPR DQG &35 WR9LFWRULD� %ODFN %DOO SURYLGHG VLPSOH GLUHFW VHUYLFH� EXW ZDV VKXW GRZQ IRU DWOHDVW RQH OHQJWK\ ODERXU GLVSXWH� &35 SURYLGHG KDUERXU WR KDUERXU VHUYLFH�ZLWK SDLQIXOO\ VORZ DXWRPRELOH ORDGLQJ DQG XQORDGLQJ� %& )HUULHV WRRN RYHUWKH &KLQRRN DQG .DKORNH IURP %ODFN %DOO DQG EDVLFDOO\ UHSOLFDWHG WKH+RUVHVKRH %D\ WR 1DQDLPR VHUYLFH� EXW ZLWKRXW WKH H[SRVXUH WR ODERXUSUREOHPV �VWULNHV LQ WKH SXEOLF VHUYLFH ZHUH LOOHJDO DW WKH WLPH�� 7KH ¨QHZ©%& )HUULHV VHUYLFH FKRVH D PXFK VKRUWHU URXWH WR 9LFWRULD ZLWK QHZ YHVVHOVZLWK GUDPDWLFDOO\ UHGXFHG ORDGLQJ DQG XQORDGLQJ WLPHV� 7KH FXVWRPHUV ORYHGLW���
7KH UHSRUW UHIHUV WR ¦WKH PDMRULW\ RI PDULWLPH MXULVGLFWLRQV DURXQG WKH ZRUOGKDYH GLVFRYHUHG WKDW � � � WKH SULYDWH VHFWRU FDQ GR LW EHWWHU�§ 2Q S ��� WKHUHSRUW VWDWHV WKDW WKH PRYH WR SULYDWL]DWLRQ LV ¦� � � SDUWLFXODUO\ HYLGHQW LQ(XURSH � � � DQG LQ 1HZ =HDODQG EXW PLQLPDOO\ LQ 1RUWK $PHULFD�§ 1RH[DPSOHV DUH JLYHQ RI VSHFLILF IHUU\ V\VWHPV RU UHVXOWV DFKLHYHG� 2QHZRQGHUV LI WKH (XURSHDQ IHUU\ V\VWHPV UHIHUUHG WR DUH WKH RFHDQ JRLQJ YHVVHOVSO\LQJ WKH KHDY\ LQWHUQDWLRQDO WUDIILF URXWHV RI WKH 1RUWK 6HD� WKH (QJOLVK&KDQQHO DQG WKH 0HGLWHUUDQHDQ 6HD� ,I VR� WKRVH V\VWHPV DUH D ZRUOG DSDUWIURP RXU ORFDO VHUYLFH FLUFXPVWDQFHV� 7KH\ XVH ODUJH YHVVHOV� DV ELJ DV DQGELJJHU WKDQ RXU 6SLULW FODVV IHUULHV� WUDYHOOLQJ EHWZHHQ PDMRU SRUWV FDUU\LQJKHDY\ SDVVHQJHU DQG YHKLFOH ORDGV� 7KH SURILW SRWHQWLDO LV VXEVWDQWLDO� ,Q1HZ =HDODQG� WKH SULQFLSDO IHUU\ VHUYLFH LV WKH RQH DFURVV WKH &RRN 6WUDLWEHWZHHQ :HOOLQJWRQ DQG 3LFWRQ� D WKUHH KRXU DQG WZHQW\ PLQXWH FURVVLQJXVLQJ YHVVHOV ODUJHU WKDQ RXU 6SLULWV� $V WKH RQO\ IHUU\ VHUYLFH FRQQHFWLQJ WKH1RUWK DQG 6RXWK LVODQGV� LW HQMR\V KHDY\ WUDIILF DQG VXEVWDQWLDO SURILWSRWHQWLDO��
,W PD\ ZHOO EH WKDW VRPH W\SHV RI SULYDWH VHUYLFH FRXOG GR D EHWWHU MRE WKDQ%& )HUULHV LQ VRPH RU DOO DSSOLFDWLRQV� ,W VKRXOG EH QRWHG WKDW SULYDWHRSHUDWRUV ZLOO OLNHO\ KDYH XQLRQ LQIOXHQFH LQ WKHLU ZRUN SODFH ¤ TXLWH SRVVLEO\WKH IHUU\ ZRUNHUV XQLRQ� ,Q WKH LQWHUHVWV RI FXVWRPHU IRFXV� ZH ZRXOG ZDQW WRNQRZ WKDW WKH VHUYLFH SURYLGHG ZRXOG PHHW GHILQHG VSHFLILFDWLRQV IRU VHUYLFHDQG IDUHV� 7KLV KDV ZRUNHG IRU %& 7UDQVLW LQ WKHLU PXQLFLSDO WUDQVLW V\VWHPV

��



DURXQG WKH SURYLQFH DQG FRQFHLYDEO\ FRXOG ZRUN IRU %& )HUULHV� 2Q WKHRWKHU VLGH RI WKH FRLQ� SULYDWL]DWLRQ RI VRPH WUDQVLW VHUYLFHV LQ 1HZ =HDODQGWXUQHG LQWR D KXJH HPEDUUDVVPHQW ZKHQ WKH VWDQGDUGV ZHUH QRW GHILQHG�6HUYLFH IHOO DSDUW DQG ILQDQFLDO H[SHFWDWLRQV ZHUH QRW PHW� :H VXSSRUW WKHLQLWLDWLYH WR H[SORUH WKH PDUNHW WR ILQG RXW ZKDW PLJKW ZRUN KHUH� +RZHYHU�VWDUWLQJ ZLWK D EDVLF DVVXPSWLRQ WKDW WKH SULYDWH RSHUDWRU ZLOO GR D EHWWHU MRE�ZLWKRXW DQ\ VXSSRUWLQJ HYLGHQFH� LV GDQJHURXV� 7KH IDFW WKDW LW KDV QRW EHHQHPEUDFHG�LQ�1RUWK�$PHULFD�FRXOG�EH�D�ZDUQLQJ�IODJ�
FRPPHQW ¤ ZH KDYH QR REMHFWLRQ WR SULYDWH IHUU\ VHUYLFH� ,W PD\ RU PD\ QRWSURYLGH D SUHIHUUHG VROXWLRQ� :H EHOLHYH� KRZHYHU� WKDW LW LV GDQJHURXV WRVWDUW ZLWK WKH IXQGDPHQWDO DVVXPSWLRQ WKDW WKH SULYDWH VHUYLFH ZLOO� E\GHILQLWLRQ��¨GR�LW�EHWWHU©���
����� )LQDQFLDO )UDPHZRUN ¤ FRPPHQW ¤ DV GLVFXVVHG SUHYLRXVO\� ZH EHOLHYHWKH DVVXPSWLRQ WKDW WKH V\VWHP PXVW RSHUDWH RQ D EUHDN HYHQ EDVLV�DQG ZLOO JHW WKHUH E\ UDLVLQJ IDUHV DQG FXWWLQJ VHUYLFH ZLWKRXW UHJDUGWR FXVWRPHU EDFNODVK� LV XQVXSSRUWHG DQG LQDSSURSULDWH� :LWKRXWOLQNLQJ WUDIILF YROXPH FKDQJHV WKDW ZRXOG UHVXOW IURP WKH IDUHLQFUHDVHV�DQG�VHUYLFH�FXWV��WKH�FRQFOXVLRQV�DUH�PHDQLQJOHVV�
��� 5HTXHVW�IRU�3XEOLF�,QSXW
����� 3XEOLF DZDUHQHVV � FRPPHQW ¤ WKH VWXG\ ZDV ZHOO SXEOLFL]HG DPRQJLQWHUHVWHG SDUWLHV� 7KHUH ZDV QR VKRUWDJH RI WLPH RU RSSRUWXQLW\ WRFRPPHQW� +RZHYHU� WKHUH VHHPV WR KDYH EHHQ QR DWWHPSW WR VXUYH\ WKHVLOHQW PDMRULW\� WKRVH ZLWK QR D[H WR JULQG� 2Q�ERDUG SDVVHQJHUVXUYH\V ZRXOG KDYH SURYLGHG PXFK PRUH FUHGLEOH HYLGHQFH RI WKH OHYHORI FXVWRPHU VDWLVIDFWLRQ� RU GLVVDWLVIDFWLRQ� ZLWK WKH V\VWHP� ,Q WKHDEVHQFH RI VXFK LQSXW� WKH UHSRUW LV OHIW WR UHO\ XSRQ DQHFGRWDOLQIRUPDWLRQ FRPLQJ IURP D QRQ�UHSUHVHQWDWLYH VDPSOH RI UHVSRQGHQWVJHQHUDOO\ SUHORDGHG ZLWK D QHJDWLYH ELDV� 0RVW SHRSOH ZLOO QRW EHPRWLYDWHG WR ZULWH LQ WKDW WKH\ WKLQN WKH VHUYLFH LV MXVW ILQH� ��� SHRSOHLV D PLFURVFRSLF� QRQ�UDQGRP� VDPSOH RI WKH WRWDO IHUU\�WUDYHOOLQJSXEOLF� ,Q RXU FROOHFWLYH REVHUYDWLRQ� WKH FRQFOXVLRQ RI JHQHUDO ¨GHHSGLVHQFKDQWPHQW©�LV�QRW�YDOLG���:H�EHOLHYH�LW�WR�EH�D�JURVV�RYHUVWDWHPHQWDQG XQZDUUDQWHG� ,Q DQ\ HYHQW� WKHUH LV QR FUHGLEOH HYLGHQFHSUHVHQWHG WR VXSSRUW WKH GHVFULSWLRQ DV DSSO\LQJ WR WKH EURDG FXVWRPHUEDVH����7KH�FRQFOXVLRQ�LV�ZLWKRXW�FUHGHQFH�
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����� *XOI ,VODQGHU FRPSODLQWV ¤ FRPPHQW ¤ WKH DGYLVRU\ FRPPLWWHH DOVRKHDUV FRPSODLQWV IURP *XOI ,VODQGHUV ZKR EHOLHYH WKH IHUULHV VKRXOGUXQ OLNH D 6ZLVV ZDWFK� SURYLGLQJ VHUYLFH IRU WKHP ZKHQ DQG ZKHUHWKH\ ZDQW LW� ZLWK QR LQWHUPHGLDWH VWRSV� 7KH\ IDLO WR DFFHSW WKDW WKHUHDUH ILYH LVODQGV ZLWK VLPLODU ZDQWV� DQG WKUHH YHVVHOV VHUYLQJ WKH PRVWFRPSOLFDWHG URXWHV LQ WKH V\VWHP �� DQG ��� $V *XOI ,VODQGHUV� ZH PXVWFRPSURPLVH WR UHDOL]H WKH JUHDWHVW RYHUDOO JRRG� 7KDW LV D IDFW RI OLIH�:H NQRZ WKH V\VWHP LV RSHUDWLQJ XQGHU WLJKW ILVFDO UHVWUDLQW� ,W GRHVQRW� DQG ZLOO QRW� KDYH WKH UHVRXUFHV WR DGG H[WUD YHVVHOV RU RYHUWLPHWR WKH VHUYLFH� 7KH PDQDJHPHQW DQG VWDII GR D JRRG MRE ZLWK WKHUHVRXUFHV DW KDQG� 8QIRUWXQDWHO\� WKHUH DUH VRPH *XOI ,VODQGHUV ZKRIHHO HQWLWOHG WR &DGLOODF VHUYLFH RQ D &KHYUROHW EXGJHW DQG ZRQ©W EHVDWLVILHG XQWLO WKH\ JHW LW� 7KH\ H[SHFW FURZQ FRUSRUDWLRQV WR KDYH DQLQILQLWH FDSDFLW\ WR VHUYH WKHLU QHHGV� 7KH\ PD\ VSHDN ORXGO\� EXW WKH\GR�QRW�IRU�WKH�PDMRULW\�
����� :KLOH ZULWWHQ FRQWULEXWLRQV ZHUH VROLFLWHG� WKHUH VHHPV WR KDYH EHHQQR DWWHPSW WR HQJDJH IHUU\ DGYLVRU\ JURXSV RU IHUU\ GHSHQGDQWFRPPXQLWLHV LQ GLDORJXH ZLWK UHVSHFW WR VHUYLFH DQG IDUHV� ,W LV KRSHGWKDW�LI�V\VWHP�FKDQJHV�DUH�FRQWHPSODWHG��WKHUH�ZLOO�EH�PRUH�LQWHUDFWLRQZLWK WKH DIIHFWHG FRPPXQLWLHV� 6XFK GLVFXVVLRQV FRXOG RIIHU JXLGDQFHDV WR KRZ VHUYLFH PLJKW EH DOWHUHG ZLWK WKH OHDVW SRVVLEOH ORVV RI WUDIILFDQG WKH OHDVW GDPDJH WR WKH FRPPXQLWLHV� 7KHUH ZRXOG EH VWURQJUHVLVWDQFH WR DFFHOHUDWHG IDUH LQFUHDVHV� +RZHYHU WKHUH PD\ EHVHOHFWHG VHUYLFH UHGXFWLRQV WKDW ZRXOG EH PRUH WROHUDEOH DQG ZRXOGQRW�OLNHO\�VHULRXVO\�LPSDFW�WUDIILF�OHYHOV��
��� $OWHUQDWLYH�XVHV�IRU�WKH�)DVW�)HUULHV���FRPPHQW�¤�DV�HDUOLHU��ZH�DFFHSWWKH UHFRPPHQGDWLRQ WR FRQWLQXH WKH VDOHV SURFHVV� ZLWK WKH FDYHDW WKDWWKHUH VKRXOG EH D GURS GHDG GDWH ZKHQ WKH 3URYLQFH DFFHSWV WKDW WKHVHDUFK IRU D EX\HU DV FRQGXFWHG WKXV IDU LV IXWLOH� DQG JRHV WR 3ODQ %�:LWK WKH YHVVHO OLPLWDWLRQV DQG KLVWRU\� DQG DSSDUHQW ODFN RI EX\HULQWHUHVW DIWHU D \HDU DQG D KDOI� WKDW RXWFRPH LV PRUH WKDQ D PHUHSRVVLELOLW\�
��� 0RUILWW DQG *RUGRQ � FRPPHQW ¤ 7KH *RUGRQ DQG 0RUILWW UHSRUWVVSHDN IRU WKHPVHOYHV� ,W PXVW EH WDNHQ LQWR DFFRXQW WKDW WKH IDVW IHUULHVZHUH D SROLWLFDO FUHDWLRQ� XQGHUWDNHQ DJDLQVW WKH DGYLFH RI %& )HUULHV�DQG LQ D IDVKLRQ WRWDOO\ DW RGGV ZLWK WKH PDQDJHPHQW DQG FRQWUROSURFHVVHV RI DQ\ RWKHU SURMHFW WKH FRUSRUDWLRQ KDV EHHQ LQYROYHG ZLWK�
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:KLOH WKHUH FDQ DOZD\V EH LPSURYHPHQW LQ SURMHFW DSSURYDO DQGPDQDJHPHQW SURFHVVHV� WKH IDVW IHUULHV ZHUH QRW WKH FUHDWLRQ RI %&)HUULHV &RUSRUDWLRQ� ,W PLJKW EH XVHIXO WR H[DPLQH WKH UROH RI WKH&URZQ�&RUSRUDWLRQV�6HFUHWDULDW�LQ�WKLV�XQKDSS\�WDOH�
��� 6HUYLFH�,PSURYHPHQW�$OWHUQDWLYHV�¤�
7KH UHSRUW UHIHUV WR WKH ¦PDQ\ MXULVGLFWLRQV WKURXJK WKH ZRUOG �ZKLFK� KDYHGHYHORSHG DSSURDFKHV WR VHUYLFH GHOLYHU\ WKDW LQFRUSRUDWH FRPSHWLWLRQ�SULYDWH VHFWRU RSHUDWLRQV DQG SULYDWH VHFWRU ILQDQFH§� <HW QR H[DPSOHV DUHRIIHUHG WR SURYLGH WKH UHDGHU ZLWK D VHQVH RI DSSOLFDELOLW\ WR WKH %& VLWXDWLRQ�7KH UHFRPPHQGDWLRQ WR WDNH DV DQ REMHFWLYH ¦FRPPHUFLDOL]LQJ� WR WKH JUHDWHVWH[WHQW SRVVLEOH� WKH SURYLVLRQ RI IHUU\ VHUYLFHV§ DVNV WKH UHDGHU WR DFFHSW WKHXQVXSSRUWHG DVVXPSWLRQ WKDW SULYDWH LV EHWWHU� ,W QHHGV WR EH UHPHPEHUHG WKDWRQFH VHUYLFHV DUH SULYDWL]HG� LW ZRXOG EH YHU\ GLIILFXOW WR HYHU EULQJ WKHPEDFN�LQWR�D�FRQVROLGDWHG�JRYHUQPHQW�RSHUDWLRQ��
7KH UHSRUW IORDWV WKH LGHD RI XVLQJ IL[HG OLQNV WR UHSODFH VRPH RI WKH URXWHV�7KH LGHD PD\ KDYH PHULW DQG VKRXOG SUREDEO\ EH H[SORUHG� 7KHUH ZRXOGOLNHO\ EH PL[HG UHDFWLRQ WR DQ\ EULGJH SURSRVDO� +RZHYHU� LI EULGJHV DSSHDUWR�RIIHU�D�YLDEOH�RSWLRQ��WKH\�FRXOG��DQG�VKRXOG��UHDVRQDEO\�EH�FRQVLGHUHG�
FRPPHQW ¤ 7KH SULYDWH VHFWRU PD\ RIIHU VRPH EHQHILWV QRW SUHVHQWO\DYDLODEOH� +RZHYHU� LW LV QRW D SDQDFHD JXDUDQWHHG WR UHVROYH DOO WKHSHUFHLYHG SUREOHPV RI WKH V\VWHP� $Q\ IRUD\V LQWR SULYDWL]DWLRQ VKRXOG EHZHOO UHVHDUFKHG EHIRUHKDQG DQG H[HFXWHG ZLWK VXIILFLHQW FDUH WKDW WKHFXVWRPHU IRFXV ZLOO QRW EH VDFULILFHG� ,I SULYDWL]DWLRQ LV XVHG DV DPHFKDQLVP�WR�LPSRVH�DEUXSW�IDUH�LQFUHDVHV�DQG�VHUYLFH�UHGXFWLRQV��WKHUH�ZLOOVWLOO EH DQ LPSDFW RQ WUDIILF YROXPH DQG WKH KRSHG IRU ILQDQFLDO UHVXOWV ZLOOQRW EH UHDOL]HG� )L[HG OLQNV PD\ KDYH SRWHQWLDO� PRUH LQIRUPDWLRQ ZRXOG EHQHHGHG�LQ�RUGHU�WR�FRPPHQW�
��� 5HYLHZ�RI�%&�)HUU\�&RUSRUDWLRQ
����� 0DQDJHPHQW�¤�
7KH UHSRUW DWWULEXWHV %& )HUULHV ZLWK ¦ � � � D UHSXWDWLRQ IRU EHLQJXQDSSURDFKDEOH� XQEHQGLQJ DQG EXUHDXFUDWLF§� 7KH VDPH ZRXOG EH VDLG WRJUHDWHU RU OHVVHU GHJUHH IRU PRVW JRYHUQPHQW GHSDUWPHQWV DQG DJHQFLHV� ,WZRXOG DOVR EH VDLG DERXW &35� 7HOXV� LQVXUDQFH FRPSDQLHV� $LU &DQDGD�
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5RJHUV &DEOH DQG D KRVW RI RWKHU ODUJH� SULYDWH RUJDQL]DWLRQV� SDUWLFXODUO\WKRVH ZLWK PRQRSROLHV RU SRVLWLRQV RI QHDU DEVROXWH SRZHU RYHU WKHLUFXVWRPHUV� ,Q IDFW� LW LV WKH YLHZ RI RXU DGYLVRU\ FRPPLWWHH WKDW %& )HUULHVKDV ZRUNHG YHU\ KDUG WR KHDU DQG UHVSRQG WR WKH FRQFHUQV RI RXU FRQVWLWXHQWV�7KH IHUU\ DGYLVRU\ FRPPLWWHH ZRUNV GLUHFWO\ ZLWK WKH VKLSV© FDSWDLQV WR VHWVFKHGXOHV� WKHUH LV QR LQWHUPHGLDWH ¨EXUHDXFUDF\©� ,Q WKH DEVHQFH RI FUHGLEOHHYLGHQFH WR WKH FRQWUDU\� ZH VXEPLW WKDW WKH UHSXWDWLRQ DWWULEXWHG E\ WKHUHSRUW�LV�LQDFFXUDWH�DQG�XQGHVHUYHG�
5HIHUHQFH LV PDGH WR WKH ¦FRQVLGHUDEOH SURJUHVV§ DFKLHYHG XQGHU WKH FXUUHQWPDQDJHPHQW WHDP� :H DJUHH ZLWK DQG HQGRUVH WKH REVHUYDWLRQ� :H VXJJHVWWKDW WKH QRWHG SURJUHVV LV D FOHDU LQGLFDWLRQ WKDW %& )HUULHV LV FDSDEOH RIVXFFHVVIXOO\�DGGUHVVLQJ�WKH�LVVXHV�XQGHU�H[DPLQDWLRQ�LQ�WKH�UHSRUW�
7KH NH\ DVVXPSWLRQV LQ WKH VWUDWHJLF SODQ DUH VHQVLEOH DQG WDNH LQWRFRQVLGHUDWLRQ WKH IUDJLOH QDWXUH RI SULFH HODVWLFLW\� 7KH\ DUH DSSOLFDEOHZKHWKHU�WKH�VHUYLFH�LV�SURYLGHG�E\�%&�)HUULHV�RU�SULYDWH�RSHUDWRUV��
FRPPHQW ¤ WKH UHSXWDWLRQ DVFULEHG WR %& )HUULHV LV XQVXSSRUWHG E\ DQ\FUHGLEOH HYLGHQFH DQG IOLHV LQ WKH IDFH RI JHQHUDO RSLQLRQ DQG WKH RSLQLRQ RIWKLV IHUU\ DGYLVRU\ FRPPLWWHH� 7KH UHSRUW DFNQRZOHGJHV WKDW WKH FXUUHQWPDQDJHPHQW WHDP LV GRLQJ D JRRG MRE LQ DOO WKH LPSRUWDQW DUHDV� WKH\ ZRXOGVHHP WR KDYH HDUQHG WKH ULJKW WR SURFHHG ZLWK WKHLU SODQ� 7KH VWUDWHJLF SODQLV D FRQVHUYDWLYH RQH� UHFRJQL]LQJ WKH UHDOLWLHV RI WKH WUDQVSRUWDWLRQ PDUNHWLQ FRDVWDO %&� ,W UHVSRQGV WR WKH FXUUHQW ILQDQFLDO FRQVWUDLQWV XQGHU ZKLFKWKH SURYLQFLDO HFRQRP\ LV ODERXULQJ� ZKLOH DFFHSWLQJ %& )HUULHV©REOLJDWLRQV�WR�WKH�SHRSOH�DQG�FRPPXQLWLHV�LW�VHUYHV��
����� 3URIRUPD�+LVWRULFDO�)LQDQFLDO�5HVXOWV
7KLV DQDO\VLV UHIOHFWV WKH LPSDFW RI WKH IDUH LQFUHDVHV RQ WUDIILF RYHU WKH SDVWGHFDGH� 7KH VXPPDU\ RI ���\HDU SURIRUPD KLVWRULFDO ILQDQFLDO SHUIRUPDQFHLQGLFDWHV UHYHQXH LQFUHDVHG ���� SHU DQQXP ZKLOH SDVVHQJHU YROXPH JUHZ DW����� $V WKH IDUH LQFUHDVHV RXWVWULSSHG LQIODWLRQ� UHVLGHQWV� WRXULVWV DQGZHHNHQGHUV WUDYHOHG OHVV� 3HRSOH WUDYHOOLQJ RQ EXVLQHVV� LQFOXGLQJ WKHEXVLQHVV RI JRYHUQLQJ WKH SURYLQFH� WXUQHG LQFUHDVLQJO\ WR WKH KHOLFRSWHU DQGIL[HG ZLQJ DOWHUQDWLYHV DW OHDVW LQ SDUW GXH WR WKH LQFUHDVLQJ IHUU\ IDUHV� 2QHZRQGHUV KRZ WKH WUDIILF DQG UHVXOWLQJ UHYHQXH ZRXOG KDYH UHVSRQGHG WR PRUHPRGHVW IDUH LQFUHDVHV� $ VLJQLILFDQW GLIIHUHQFH EHWZHHQ WKH ODVW WHQ \HDUV DQGWKH VWUDWHJLF SODQ LV WKDW WKH SODQ FRQWHPSODWHV KROGLQJ IDUH LQFUHDVHV ZLWKLQ
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&3, OHYHOV� 7KDW LV IXQGDPHQWDO WR DFKLHYLQJ WKH DQWLFLSDWHG WUDIILF LQFUHDVH�WKH�FRPSRQHQW�VXSSUHVVHG�IRU�WKH�SDVW�GHFDGH�
FRPPHQW ¤ WKH SURIRUPD ILQDQFLDO SHUIRUPDQFH ILJXUHV DUH EDVHG RQ WKHDUELWUDU\ DVVXPSWLRQ WKDW WKH FRUSRUDWLRQ FDQ DQG VKRXOG EH DEOH WR IXQG LWVRSHUDWLQJ H[SHQVHV DQG FDSLWDO QHHGV IURP UHYHQXHV� 7KLV DUELWUDU\DVVXPSWLRQ LV XQVXSSRUWHG E\ DQ\ EXVLQHVV EDVHG UDWLRQDOH DW WKLV WLPH� $Q\FRQFOXVLRQV�GUDZQ�IURP�WKH�H[HUFLVH�DUH�WKXV�RI�OLPLWHG�YDOXH�
����� 6WUDWHJLF 3ODQ � FRPPHQW ¤ %& )HUULHV© VWUDWHJLF SODQ LV DFRQVHUYDWLYH RQH WKDW UHFRJQL]HV WKH UHDOLWLHV RI WKH FRDVWDOWUDQVSRUWDWLRQ PDUNHW LQ %&� 7KH WUDIILF LQFUHDVH VHHPV DPELWLRXV EXWLV QR GRXEW SUHGLFDWHG RQ PDLQWHQDQFH RI H[LVWLQJ VHUYLFH OHYHOV ZLWKRQO\ QRPLQDO IDUH LQFUHDVHV� 7KH SODQ VHHPV WR DFNQRZOHGJH WKH ILVFDOUHDOLW\ RI WKH WLPHV �QR QHZ URXWHV RU VHUYLFH H[SDQVLRQV�� :KHWKHUWKLV ZLOO EH DGHTXDWH WR VHUYLFH WKH QHZ VRXWKHUQ *XOI ,VODQGV 1DWLRQDO3DUN�DQG�WKH�RWKHU�DQWLFLSDWHG�JURZWK�UHPDLQV�WR�EH�VHHQ�
������� 6WUDWHJLF 3ODQ ¤ 5HYHQXH� ([SHQVH DQG &DSLWDO ([SHQGLWXUH$VVXPSWLRQV
��������� 9HKLFOH�DQG�SDVVHQJHU�IRUHFDVWV
7KH PDLQ URXWH VHFWLRQ LV GLVFXVVHG HDUOLHU LQ 6HFWLRQ ,, &� 3ULFH (ODVWLFLW\� ,IWKH PLQRU URXWH JURZWK LV EDVHG RQ SRSXODWLRQ DV LPSOLHG� LW ZLOO QRW KDYHFRQVLGHUHG WKH LPSDFW RI UHFUHDWLRQDO SURSHUW\ RZQHUV RU WRXULVWV� 7KHLUVHUYLFH QHHGV DFFRXQW IRU D VXEVWDQWLDO SDUW RI *XOI ,VODQGV WUDIILF� :LWK WKHRSHQLQJ RI WKH 3DFLILF 0DULQH +HULWDJH /HJDF\ 1DWLRQDO 3DUN LQ WKH VRXWKHUQ*XOI ,VODQGV� WKH VHUYLFH GHPDQG ZLOO LQFUHDVH� 7KHUH LV� WR RXU NQRZOHGJH�QR�SURYLVLRQ�LQ�WKH�SODQQHG�VHUYLFH�WR�DFFRPPRGDWH�WKLV�LQFUHDVHG�GHPDQG�
FRPPHQW ¤ :H DJUHH WKHUH LV OLNHO\ D PHGLXP ULVN DWWDFKHG WR DFKLHYLQJ WKHSURMHFWHG WUDIILF JURZWK� 7KH PRVW VHULRXV KD]DUGV IRU WKH SURMHFWHG JURZWKSDWWHUQV� KRZHYHU� ZLOO EH IDUHV DQG VHUYLFH OHYHOV� ,I IDUHV DUH UDLVHGVKDUSO\ RU VHUYLFH LV VHYHUHO\ UHGXFHG� WUDIILF ZLOO GHFUHDVH� TXLWH SRVVLEO\ WRWKH�SRLQW�ZKHUH�UHYHQXH�ZLOO�GHFUHDVH�PRUH�UDSLGO\�WKDQ�RSHUDWLQJ�FRVWV���
��������� 7DULII � FRPPHQW ¤ WKH SRVVLEOH WDULII JURZWK UDWH RI ��� RI WKH &3,LV GHHPHG E\ WKH UHSRUW WR EH D FRQVHUYDWLYH DVVXPSWLRQ� SRVLQJOLWWOH ULVN� ,W LV FRQVHUYDWLYH LQ WKDW LW ZRXOG OLNHO\ EH IRXQG
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WROHUDEOH P\ PRVW WUDYHOHUV� EXW LW ZRXOG EH SXVKLQJ WKH OLPLW�)DUH LQFUHDVHV DW RU DERYH WKH &3, JURZWK UDWH FRXOG EH H[SHFWHGWR�UHVXOW�LQ�FRQVWUDLQHG�RU�QHJDWLYH�WUDIILF�JURZWK��
��������� &DSLWDO 3ODQ � 9HVVHOV � FRPPHQW ¤ ZH FRQFXU ZLWK WKHUHFRPPHQGDWLRQ WR SXUFKDVH VWDQGDUG YHVVHOV� ZLWK SURYHQSHUIRUPDQFH LQ %& ZDWHUV� LQ WKH ZRUOG PDUNHWSODFH� ,I LW LVGHHPHG QHFHVVDU\ E\ JRYHUQPHQW WR SD\ D SUHPLXP WR HPSOR\ %&ZRUNHUV RU WR XWLOL]H %& VKLS\DUGV� WKHQ WKDW SUHPLXP VKRXOG EHERUQH�E\�WKH�UHFRPPHQGLQJ�DJHQF\��QRW�E\�%&�)HUULHV�
��������� &DSLWDO 3ODQ ¤ 7HUPLQDOV DQG ,QIRUPDWLRQ 7HFKQRORJ\ ¤ FRPPHQW ¤ZH DJUHH ZLWK WKH UHFRPPHQGDWLRQ UHJDUGLQJ WKH QHHG WR LPSURYHLQIRUPDWRLQ WHFKQRORJ\ V\VWHPV� :H ORRN IRUZDUG WR WKH WLPH ZKHQURXWH VFKHGXOLQJ VRIWZDUH LV LQ SODFH IRU WKH VRXWKHUQ *XOI ,VODQGVDQG WKH UHVHUYDWLRQ V\VWHP LV XSGDWHG WR WUDFN UHVHUYDWLRQVUHTXHVWV WKDW DUH GHQLHG IRU ODFN RI YHVVHO FDSDFLW\� :H DOVR DFFHSWWKDW WKH PRVW FULWLFDO V\VWHP VKRUWFRPLQJV VKRXOG EH DGGUHVVHGILUVW��ZLWK�WKH�UHVW�WR�IROORZ�
��������� /DERXU�&RVWV�
����������� 9HVVHO 2SHUDWLRQV¤ FRPPHQW ¤ ZH FRQFXU ZLWK WKH REVHUYDWLRQVUHJDUGLQJ ZDJH LQFUHDVHV SRVVLEO\ H[FHHGLQJ WKH &3, JURZWKDQG FKDQJHV LQ UHJXODWLRQV SRVVLEO\ UHTXLULQJ ODUJHU FUHZFRPSOHPHQWV� +RZHYHU� WKH GLUHFWLRQV QRZ EHLQJ HVWDEOLVKHGIRU ZDJH DQG FRQWUDFW SULFH FRQWUROV ZRXOG VXJJHVW WKDW ZDJHVPD\ UHDVRQDEO\ EH H[SHFWHG WR UHPDLQ ZLWKLQ WKH &3, HQYHORSH�$V ZHOO� WKH GLUHFWLRQ LQ WUDQVSRUWDWLRQ VWDIILQJ UHTXLUHPHQWV LVWRZDUG IHZHU� QRW PRUH� DV HYLGHQFHG E\ UHGXFHG VL]H RI WUDLQDQG DLUFUDIW FUHZV� ,I FXUUHQW GLUHFWLRQV DUH VXVWDLQHG� ZH VHHWKLV DV D ORZ ULVN HOHPHQW DV RSSRVHG WR WKH PHGLXP ULVN VKRZQLQ�WKH�UHSRUW�
����������� 9HVVHO 5HSDLUV DQG 0DLQWHQDQFH ¤ FRPPHQW ¤ LQ WKH DEVHQFH RIDQ\ H[SHUW RSLQLRQ FRXQWHULQJ %& )HUULHV PDLQWHQDQFHH[SHFWDWLRQV� ZH EHOLHYH WKH UHSRUW©V DVVHVVPHQW RI YHVVHO UHSDLUDQG PDLQWHQDQFH FRVWV WR EH KLJK ULVN WR EH RYHUVWDWHG� /RZULVN�ZRXOG�EH�PRUH�DSSURSULDWH�
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����������� 7HUPLQDO 2SHUDWLRQV DQG 0DLQWHQDQFH ¤ FRPPHQW ¤ LW VKRXOG EHQRWHG WKDW WKH ��� YHKLFOH WUDIILF LQFUHDVH RYHU ILIWHHQ \HDUV LVRQO\ ����� SHU \HDU� 7KDW LQFUHDVH LV SUHGLFDWHG RQ IDUHLQFUHDVHV ZLWKLQ WKH &3, DQG VXVWDLQHG VHUYLFH OHYHOV� ,I IDUHVLQFUHDVH PRUH UDSLGO\ RU VHUYLFH LV FXW VXEVWDQWLDOO\� WKHQ WKHWUDIILF LQFUHDVHV ZLOO QRW OLNHO\ RFFXU DQG PD\ ZHOO WXUQ RXW WREH WUDIILF GHFUHDVHV� ,Q DQ\ HYHQW� ZLWK WKH PDQDJHPHQWFRQWUROV QRZ LQ SODFH� WKHUH LV OLWWOH OLNHOLKRRG RI WKH IXWXUHZRUNIRUFH JURZWK UHIOHFWLQJ WKH JURZWK RI WKH SDVW WHQ \HDUV�/RZ�ULVN�ZRXOG�EH�PRUH�DSSURSULDWH�
����������� 5HJLRQDO DQG &RUSRUDWH 2YHUKHDG ¤ FRPPHQW ¤ WKH UHSRUW VHHVWKH DQWLFLSDWHG IXWXUH FRVW RI UHJLRQDO DQG FRUSRUDWH RYHUKHDGSUHVHQWLQJ D ORZ ULVN RI H[FHHGLQJ H[SHFWDWLRQV� :H FRQFXUZLWK�WKH�UHSRUW©V�REVHUYDWLRQV�
����������� &ROOHFWLYH %DUJDLQLQJ $JUHHPHQW ¤ FRPPHQW ¤ ZH DJUHH ZLWKWKH UHSRUW©V DVVHVVPHQW RI WKH VLJQLILFDQW LVVXHV LQKLELWLQJHIILFLHQW RSHUDWLRQV� ,W PLJKW EH QRWHG WKDW WKHVH LPSHGLPHQWVDUH IRXQG WR VRPH GHJUHH LQ PRVW FROOHFWLYH DJUHHPHQWV�LQFOXGLQJ WKRVH RI SULYDWH FRQWUDFWRUV� VXFK DV WKH KLJKZD\VPDLQWHQDQFH FRPSDQLHV� 7KH\ WHQG WR RFFXU PRUH LQ PRQRSRO\VLWXDWLRQV �ZKHUH FXVWRPHUV KDYH QR RWKHU FKRLFH�� $SDUW IURPWKH FRXQWHU�SURGXFWLYH XQLRQ LVVXHV� ZH ZRXOG SRLQW RXW WKDWPRVW IURQW OLQH FXVWRPHU FRQWDFW IHUU\ HPSOR\HHV ZRUN KDUG WRSURYLGH D SRVLWLYH H[SHULHQFH IRU WKH WUDYHOOLQJ SXEOLF� ,W LV WKHH[FHSWLRQDO�IHZ�ZKR�FUHDWH�WKH�LQGHOLEOH�QHJDWLYH�LPSUHVVLRQV�
��������� )XHO ¤ FRPPHQW ¤ ZKLOH IXHO SULFHV DUH EH\RQG WKH FRQWURO RI %&)HUULHV� WKHUH DUH KLVWRULF PDUNHW FHLOLQJV� 0DUNHW IRUFHV KDYHJHQHUDOO\ NHSW SULFHV EHQHDWK WKHVH FHLOLQJ DQG PD\ UHDVRQDEO\ EHH[SHFWHG WR GR VR LQ WKH IXWXUH� ,Q WKDW WKH DVVXPSWLRQV ZHUHFRQVHUYDWLYH WR EHJLQ ZLWK� WKH ULVN RI WKHLU EHLQJ H[FHHGHG LV OLNHO\PHGLXP�DW�WKH�KLJKHVW�DQG�QRW�KLJK�DV�VWDWHG�
��������� 5HSDLUV� 0DLQWHQDQFH� 0DWHULDOV DQG 6XSSOLHV ¤ FRPPHQW ¤ UHSDLUVDQG PDLQWHQDQFH IRU IDPLOLDU DVVHWV LV UHDVRQDEO\ SUHGLFWDEOH� :HEHOLHYH WKH ULVN LV RYHUVWDWHG DW KLJK� DQG PRUH DSSURSULDWHO\YLHZHG�DV�ORZ�
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��������� 2WKHU H[SHQVHV ¤ FRPPHQW � ZH FRQFXU ZLWK WKH REVHUYDWLRQUHJDUGLQJ WKH UHVXOWV RI FXUUHQW PDQDJHPHQW©V FRVW FRQWUROV� 7KH\DSSHDU WR KDYH HIIHFWLYH FRQWURO RI FRVWV� 5HVXOWV IURP WKHSUHYLRXV�GHFDGH�GR�QRW�JHQHUDOO\�DSSO\�WR�WKH�QHZ�UHJLPH�
��������� ,QVXUDQFH� 7D[HV DQG 8WLOLWLHV ¤ FRPPHQW ¤ ZH FRQFXU WKHUH LVPHGLXP ULVN RI WKHVH FRVWV H[FHHGLQJ SODQ� SDUWLFXODUO\ LQ WKH ZDNHRI�WKH�6HSW����WHUURULVW�DWWDFNV���
��������� &DWHULQJ DQG RWKHU 5HWDLO 6HUYLFHV ¤ FRPPHQW ¤ ZH FRQFXU ZLWK WKHFRPPHQWV UHJDUGLQJ %& )HUULHV© VXFFHVV LQ LQFUHDVLQJ WKHVHDQFLOODU\�UHYHQXHV�
������� 6WUDWHJLF�3ODQ�¤�6HQVLWLYLW\�$QDO\VLV
7KLV LV DQ XQXVXDO DQDO\VLV LQ WKDW VHQVLWLYLW\ DQDO\VHV W\SLFDOO\ DGMXVW WKH NH\IDFWRUV LQ ERWK IDYRXUDEOH DQG XQIDYRXUDEOH GLUHFWLRQV LI EHVW FDVH DQG ZRUVWFDVH VFHQDULRV DUH WR EH LOOXVWUDWHG� ,I ZRUVW FDVH RQO\ LV EHLQJ WHVWHG� WKHQWKH IDFWRUV ZLOO DOO EH DGMXVWHG LQ WKH XQIDYRXUDEOH GLUHFWLRQ� 7KH H[FHSWLRQWR WKLV ZRXOG EH LI RQH IDFWRU ZDV D IXQFWLRQ RI DQRWKHU LH PRYLQJ RQHXQIDYRXUDEO\ PHDQW DQRWKHU ZRXOG PRYH LQ WKH IDYRXUDEOH GLUHFWLRQ� 7KHUHSRUW LQFUHDVHV WKH WDULII JURZWK ��� KLJKHU WKDQ EDVLF SODQ �IDYRXUDEOH�ZKLOH DGMXVWLQJ WKH UHVW RI WKH IDFWRUV LQ DQ XQIDYRXUDEOH GLUHFWLRQ� ,W PD\ EHWKDW WKH WUDIILF DGMXVWPHQW ���� OHVV WKDQ SODQ� ZDV VHHQ DV D FRQVHTXHQFH RIWKH�WDULII�JURZWK�LQFUHDVH��EXW�QR�QDUUDWLYH�LV�SURYLGHG�WR�VXSSRUW�WKLV�OLQNDJH�
��������� 7DULII ¤ FRPPHQW ¤ DV QRWHG HOVHZKHUH� WDULIIV FDQ EH LQFUHDVHGRYHU D IDLUO\ ZLGH UDQJH� EXW WUDIILF ZLOO UHVSRQG WR WKRVHDGMXVWPHQWV� $V ORQJ DV &3, JURZWK UHPDLQV ORZ� DGMXVWLQJ WKHWDULII LQFUHDVHV WR PDWFK WKH &3, ZLOO OLNHO\ VORZ WUDIILF JURZWKEXW�QRW�UHYHUVH�LW�
��������� 7UDIILF ¤ FRPPHQW ¤ FRQVLGHULQJ WKH LQWHUHVW H[SUHVVHG LQDFFHOHUDWLQJ IDUH LQFUHDVHV DQG FXWWLQJ VHUYLFH� LW ZRXOG EHSUXGHQW WR FRQVLGHU PXFK ODUJHU QHJDWLYH DGMXVWPHQWV LQ WUDIILFJURZWK� VXFK DV ]HUR DQG ¤��� %RWK DUH HQWLUHO\ SRVVLEOH� 7KHUHSRUW�RQO\�WHVWV�WUDIILF�JURZWK�GURSSLQJ�IURP������WR�������
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��������� ,QWHUHVW 5DWHV ¤ FRPPHQW ¤ YDOLGLW\ RI WKLV DVVXPSWLRQ LV DWHFKQLFDO LVVXH EDVHG XSRQ KRZ FRQVHUYDWLYH WKH ���� XVHG LQWKH�SODQ�LV�
��������� 9HVVHO $FTXLVLWLRQ &RVWV ¤ FRPPHQW ¤ JLYHQ WKH UHSRUW©VREVHUYDWLRQ RQ S �� ¦ SULFHV IRU QHDUO\ DOO W\SHV KDYH YHVVHOVKDYH GHFOLQHG LQ UHFHQW \HDUV§� LW LV SX]]OLQJ WR VHH DQ LQFUHDVHRI ��� LQ DFTXLVLWLRQ FRVWV DV WKH WHVW IDFWRU� 7KDW LV D KXJHLQFUHDVH DQG� RQ WKH IDFH RI LW� WRWDOO\ XQOLNHO\� SURYLGHG WKHFRUSRUDWLRQ LV DOORZHG WR VHHN WKH EHVW YDOXH LQ WKH PDUNHWSODFH�,I WKH\ DUH IRUFHG WR SXUFKDVH ORFDOO\� WKHQ WKH SUHPLXP FDQQRWUHDVRQDEO\ EH FKDUJHG WR %& )HUULHV� RWKHU WKDQ E\ SROLWLFDOGHFUHH� $ PRUH UHDVRQDEOH WHVW IDFWRU ZRXOG EH LQ WKH UDQJH RI���WR�����
��������� ([SHQVH &RPSRXQG $QQXDO *URZWK 5DWH ¤ FRPPHQW ¤ SUREDEO\D�UHDVRQDEOH�KLJK�HQG�WHVW�IDFWRU�
��������� 6WUDWHJLF�3ODQ�6XPPDU\�DQG�$VVHVVPHQW�
7KH UHSRUW VWDWHV ¦LW LV FOHDU IURP WKH VHQVLWLYLW\ DQDO\VLV WKDW VPDOOXQIDYRXUDEOH FKDQJHV LQ WKH IRUHFDVW DVVXPSWLRQV FRXOG KDYH ODUJH QHJDWLYHLPSDFWV RQ WKH ILQDQFLDO SRVLWLRQ RI %& )HUULHV�§ $ ��� LQFUHDVH LQ YHVVHODFTXLVLWLRQ FRVWV� ZKLFK LQ LWVHOI LV D PDMRU FRPSRQHQW RI WKH ILQDQFLDOSLFWXUH� FRXOG KDUGO\ EH GHVFULEHG DV ¦VPDOO§� 7UDIILF JURZWK LV D PXFK PRUHLPSRUWDQW IDFWRU WR ZRUU\ DERXW� ,I LW IDOOV VLJQLILFDQWO\ EHORZ SODQ� WKHQ WKHILQDQFLDO UHVXOWV ZLOO EH LQ VHULRXV WURXEOH� 7KDW ULVN LV KLJK� LI IDUHV DQGVHUYLFH DUH DGMXVWHG XQIDYRXUDEO\ EH\RQG WKDW FRQWHPSODWHG LQ WKH SODQ� 7KDWFRQFHUQ LV YDOLG ZKHWKHU WKH VHUYLFH LV RSHUDWHG E\ %& )HUULHV RU D SULYDWHRSHUDWRU�
,W LV SX]]OLQJ WR QRWH LQ WKH VHFRQG SDUD� VHF K RQ S ��� WKDW ORQJ WHUP GHEWZLOO LQFUHDVH E\ DSSUR[LPDWHO\ ���� ELOOLRQ LI MXVW WZR RI WKH VHQVLWLYLW\DGMXVWPHQWV �YHVVHO FRVWV DQG H[SHQVHV� DUH UHDOL]HG� ,Q WKH ODVW SDUD RI VHF J�VDPH SDJH� WKH UHSRUW LQGLFDWHV WKDW ORQJ WHUP GHEW ZLOO LQFUHDVH E\ WKH VDPH�����ELOOLRQ�LI�DOO�ILYH IDFWRUV�DUH�WDNHQ�LQWR�DFFRXQW��
7KH DVVHVVPHQW LQFOXGHV FRQFOXGHV WKDW %& )HUULHV ZLOO QRW DFKLHYH LWV6WUDWHJLF�3ODQ�DQG�WKXV�IDLO�WR�PHHW�LWV�ILQDQFLDO�REMHFWLYHV���7KH�DVVHVVPHQW�LVEDVHG RQ WKH WHQ�\HDU KLVWRULFDO SHUIRUPDQFH� QRWZLWKVWDQGLQJ HDUOLHU
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REVHUYDWLRQV WKDW WKH FXUUHQW PDQDJHPHQW LV HIIHFWLYHO\ FRQWUROOLQJ FRVWV� DSURMHFW PDQDJHPHQW SODQ LV LQ SODFH DQG %&)& LV QRZ IUHH WR FRQVLGHUSXUFKDVLQJ�YHVVHOV�DW�ZRUOG�PDUNHW�SULFHV�
FRPPHQW ¤ WKH FRQFOXVLRQ LV EDVHG RQ GXELRXV DVVXPSWLRQV DQG DQ DQDO\VLVWKDW LQFOXGHV DQ XQUHDVRQDEO\ KLJK FRVW RI YHVVHOV DGMXVWPHQW� 7KH RQHPDMRU HOHPHQW WKDW FRXOG FDXVH %& )HUULHV WR IDLO WR PHHW WKHLU ILQDQFLDOREMHFWLYH LV LI WKH\ IDLO WR DWWUDFW WKH WUDIILF JURZWK WKH\ DQWLFLSDWH� 7KLV ZLOOVXUHO\ RFFXU LI IDUHV DUH UDLVHG WRR TXLFNO\ RU FULWLFDO VHUYLFH LV FXW� DQG ZLOORFFXU�UHJDUGOHVV�RI�ZKR�WKH�VHUYLFH�SURYLGHU�LV�
����� 6HUYLFH�/HYHO��7DULII�DQG�)LQDQFLDO�)UDPHZRUN
��������0DLQWDLQLQJ�([LVWLQJ�6HUYLFH�/HYHOV
:KLOH DFFHSWLQJ WKH QXPEHUV DW IDFH YDOXH� ZH WDNH H[FHSWLRQ WR WKHFKDUDFWHUL]DWLRQ RI WKH JDS EHWZHHQ UHYHQXH RQ RQH KDQG� DQG RSHUDWLQJ FRVWVDQG VXVWDLQLQJ FDSLWDO H[SHQGLWXUHV RQ WKH RWKHU� DV ORVVHV� 7KLV DPRXQW LVSDUW RI WKH FRVW RI PDLQWDLQLQJ D YLWDO VHJPHQW RI WKH SURYLQFLDO WUDQVSRUWDWLRQLQIUDVWUXFWXUH� 6RPH RI LW LV FRYHUHG E\ WKH VXUSOXV IURP 5RXWHV � DQG �� DQGWKH UHPDLQGHU FRPHV IURP SURYLQFLDO IXQGV� 8QWLO WKH FRVW RI EXLOGLQJ DQGPDLQWDLQLQJ KLJKZD\V LV FKDUDFWHUL]HG DV D ORVV� WKDW WHUP LV LQDSSURSULDWHZKHQ�DSSOLHG�WR�WKH�IHUU\�V\VWHP�LQIUDVWUXFWXUH���
,W PLJKW EH QRWHG WKDW WKH V\VWHP UHFRYHUHG RYHU ��� RI LWV WRWDO RSHUDWLQJDQG FDSLWDO IXQGLQJ UHTXLUHPHQWV� DQ DFKLHYHPHQW WKDW ZRXOG EH HQYLHG E\PRVW�IHUU\�V\VWHPV�LQ�1RUWK�$PHULFD�
FRPPHQW ¤ WKH UHSRUW LV SUHGLFDWHG RQ WKH REMHFWLYH RI WKH V\VWHP UHFRYHULQJLWV FRPSOHWH RSHUDWLQJ DQG FDSLWDO IXQGLQJ UHTXLUHPHQWV IURP UHYHQXHV� ,QWKH DEVHQFH RI DQ\ HYLGHQFH WR WKH FRQWUDU\� WKDW DSSHDUV WR EH DQ DUELWUDU\DVVXPSWLRQ DQG QRW RQH VXSSRUWHG E\ LQGXVWU\ SUDFWLFH� QRU DFFHSWHG E\ WKLVFRPPLWWHH�
������� &RPPXWHU�5RXWHV�DQG�'LVFRXQWV
,Q WKH VRXWKHUQ *XOI ,VODQGV� WKH IHUULHV VHUYH VRPH GDLO\ FRPPXWHUV DQGPDQ\ UHJXODU XVHUV ZKR DUH QRW GDLO\ FRPPXWHUV� 7KH GLVFRXQWHG UDWH LV VHHQDV ¨WKH© WDULII E\ WKRVH UHJXODU XVHUV� 5HGXFLQJ RU HOLPLQDWLQJ LW ZLOO EH VHHQDV D IDUH LQFUHDVH� DQG WUDIILF OHYHOV ZLOO UHVSRQG DFFRUGLQJO\� 3URYLGLQJ

��



VHUYLFH LQ RQO\ WKH ¦UXVK KRXUV§ LQ WKH VRXWKHUQ *XOI ,VODQGV ZRXOG QRW EH DQRSWLRQ VLPSO\ IRU WKH ODFN RI YHVVHOV WR PHHW WKH UHTXLUHPHQW DQG WKH WLPHUHTXLUHG IRU WKH WULSV� :KLOH LW PD\ RU PD\ QRW EH WKH FDVH RQ RWKHU URXWHV�WKH ODWHU PRUQLQJ WULSV DQG WKH DIWHUQRRQ WULSV RQ 5RXWHV � DQG �$ DUHJHQHUDOO\�ZHOO�XWLOL]HG���
7KH H[DPSOH RI %RZHQ ,VODQG LQFUHDVLQJ LWV UHYHQXH E\ ��� E\ HOLPLQDWLQJWKH GLVFRXQWV RQ WKH URXWH SUHVXPHV WKDW HYHU\RQH LV QRZ WDNLQJ DGYDQWDJH RIWKH GLVFRXQW� DQG HYHU\RQH ZRXOG FRQWLQXH WR PDNH DV PDQ\ WULSV DV WKH\ GRQRZ LQ WKH IDFH RI DQ ��� LQFUHDVH LQ SDVVHQJHU IDUHV DQG D ��� LQFUHDVH LQYHKLFOH�IDUHV���7KRVH�SUHVXPSWLRQV�VWUDLQ�WKH�OLPLWV�RI�FUHGLELOLW\�
FRPPHQW ¤ DV VWDWHG HOVHZKHUH� ZH EHOLHYH WKH REMHFWLYH WKDW HDFK URXWH PXVWFRYHU DOO LWV RSHUDWLQJ DQG FDSLWDO FRVWV LV DUELWUDU\ DQG LQDSSURSULDWH� ,W LVKLJKO\ XQOLNHO\ WKDW VKRUW RI VHOOLQJ WKH YHVVHOV DQG UHDO HVWDWH� DQGGLVPLVVLQJ WKH FUHZV� VXIILFLHQW UHYHQXH ZLOO HYHU EH FROOHFWHG WR FRYHU WKHIXOO�FRVWV�RI�PDQ\�RI�WKH�URXWHV�
������� 6RXWKHUQ�*XOI�,VODQGV
7KH UHSRUW FLWHV WKH VRXWKHUQ *XOI ,VODQGV UHTXLULQJ ¦ � � � VL[ YHVVHOV DQG WHQWHUPLQDOV WR VHUYH ILYH LVODQG FRPPXQLWLHV ZLWK D FRPELQHG SRSXODWLRQ RI������ DQG ORVH RYHU ��� PLOOLRQ �������� SHU FDSLWD SHU \HDU EHIRUHRYHUKHDG§ ZKLOH QRWLQJ WKH LVODQGV UHFHLYH ¦ � � � VHUYLFH IURP 6ZDUW] %D\ DQG7VDZZDVVHQ�§
$ OLWWOH FODULILFDWLRQ RI WKLV LPDJH RI VL[ IHUULHV EX]]LQJ DURXQG WKH VRXWKHUQ*XOI�,VODQGV�� WZR RI WKHVH YHVVHOV VHUYLFH 6DOW 6SULQJ H[FOXVLYHO\� FRQQHFWLQJ )XOIRUG+DUERXU�WR�6ZDUW]�%D\�DQG�9HVXYLXV�WR�&URIWRQ�� RQH RI WKHVH YHVVHOV LV D VWDQGE\ DQG UHSODFHPHQW XQLW IRU HLJKW PRQWKV RIWKH \HDU DQG SURYLGHV VXSSOHPHQWDU\ VXPPHU VHUYLFH� ,Q WKH VXPPHU LWVHUYHV 6DOW 6SULQJ SULPDULO\ EXW LV RI EHQHILW WR DOO WKH LVODQGV LQ UHOLHYLQJWKH�SUHVVXUH�RQ�WKH�PDLQODQG�VHUYLFH�� RQH�YHVVHO�LV�XVHG�DV�WKH�EDFNERQH�RI�VHUYLFH�WR�DQG�IURP�7VDZZDVVHQ� WZR YHVVHOV FRQQHFW *DOLDQR� 0D\QH� 6DWXUQD DQG 3HQGHU ,VODQGV ZLWK6ZDUW]�%D\��DQG�WR�D�OHVVHU�GHJUHH��ZLWK�HDFK�RWKHU�� WKHUH DUH� DV VWDWHG� DERXW ������ UHVLGHQWV RQ WKH LVODQGV� 7KHUH DUH�KRZHYHU� D JUHDW PDQ\ RII�LVODQG SURSHUW\ RZQHUV ZKR FRQVWLWXWH WKH EXONRI WKH WUDIILF WR DQG IURP 7VDZZDVVHQ� SDUWLFXODUO\ GXULQJ DQG DURXQG WKH
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ZHHNHQGV� 7KHUH DUH ������ UHVLGHQWLDO ODQG WLWOHV UHJLVWHUHG LQ WKHVRXWKHUQ *XOI ,VODQGV� ZLWK ������ RZQHUV� 2I WKHVH RZQHUV� ����� DUHQRQ�UHVLGHQWV� KDYLQJ ¨RII�LVODQG© DGGUHVVHV� 7KHUH DUH DOVR PDQ\ WRXULVWVIURP DFURVV 1RUWK $PHULFD ZKR DUH GUDZQ WR WKH LVODQGV HYHU\ VXPPHU�7KLV ZLOO LQFUHDVH DV WKH QHZ VRXWKHUQ *XOI ,VODQGV 1DWLRQDO 3DUN FRPHVRQ VWUHDP� ,PSO\LQJ WKDW WKH IHUULHV VHUYH RQO\ WKH UHVLGHQWV LV LQFRUUHFWDQG�PLVOHDGLQJ�
7KH UHSRUW DOVR QRWHV GLVVDWLVIDFWLRQ IURP WKH ¨UHVLGHQWV© ZLWK WKH FXUUHQWOHYHO RI VHUYLFH� ,I HYHU\ RQH RI WKH ��� LQGLYLGXDO UHVSRQVHV UHFHLYHG ZDVIURP D GLVVDWLVILHG VRXWKHUQ *XOI ,VODQG UHVLGHQW� WKDW ZRXOG EH D VDPSOH RI���� RI WKH FRPPXQLW\� ,W ZRXOG EH FRQVLGHUDEO\ OHVV LI WKH QXPEHU RIUHVLGHQWV ZDV H[SDQGHG WR LQFOXGH WKH RII�LVODQGHUV DQG WRXULVWV� 7KH SRLQW LVWKDW WKH VRXWKHUQ *XOI ,VODQG IHUU\ WUDIILF XQGRXEWHGO\ LQFOXGHV D IHZ SHRSOHZKR DUH GLVVDWLVILHG ZLWK WKH VHUYLFH DQG ZKR DUH RXWVSRNHQ RQ WKH VXEMHFW�2Q WKH RWKHU KDQG� WKH YDVW PDMRULW\ RI SHRSOH ZKR HQMR\ WKH VRXWKHUQ *XOI,VODQGV DUH RUGLQDU\ FLWL]HQV� ZKR DSSUHFLDWH WKH VHUYLFH WKH\ UHFHLYH DQG DUHFRQWHQW WR DUUDQJH WKHLU OLYHV DURXQG WKH VFKHGXOHV DQG IDUH VWUXFWXUHV RI WKHV\VWHP� +DG WKH PHDVXUH RI VDWLVIDFWLRQ RU GLVVDWLVIDFWLRQ EHHQ VDPSOHG RQERDUG WKH YHVVHOV� LW LV YHU\ OLNHO\ WKH RXWFRPH ZRXOG KDYH EHHQ PXFKGLIIHUHQW�WR�WKDW�FLWHG�LQ�WKH�UHSRUW�
FRPPHQW ¤ WKH REVHUYDWLRQV DQG DVVHVVPHQW DUH EDVHG RQ LQFRPSOHWH DQGVNHZHG LQIRUPDWLRQ� 7KH FRQFOXVLRQV DUH WKXV QRW RQO\ ZLWKRXW PHDQLQJ�WKH\ DUH PLVOHDGLQJ� DV WKH\ PLVUHSUHVHQW WKH VLWXDWLRQ� :LWK UHJDUG WR WKHUHSRUWV© SUHPLVH WKDW IXOO FRVW UHFRYHU\ VKRXOG EH WKH FULWHULD IRU URXWHYLDELOLW\� LW LV YLHZHG DV DQ DUELWUDULO\ VHOHFWHG JRDO DQG QRW SUDFWLFDO RUDFKLHYDEOH�LQ�WKHVH�FLUFXPVWDQFHV�
������� $OWHUQDWLYHV WR ([LVWLQJ 5RXWHV ¤ FRPPHQW ¤ WKH IL[HG OLQNDOWHUQDWLYH KDV EHHQ GLVFXVVHG LQ WKH SDVW� ,I D SURSHUO\SUHSDUHG FDVH FDQ EH PDGH IRU IL[HG OLQN FRQQHFWLRQV� PRVWLVODQGHUV ZRXOG EH RSHQ WR GLVFXVVLRQ RQ WKH VXEMHFW� :LWKUHVSHFW WR WKH VXJJHVWLRQ RI HOLPLQDWLRQ RI URXWHV� LW ZRXOG EHUHJDUGHG LQ WKH VDPH OLJKW DV FORVXUH RI KLJKZD\V EHWZHHQFRPPXQLWLHV�
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