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,Q�WKH�1XFOHDU�3RZHU�,QGXVWU\�UHJXODWLRQV�DUH�GHOLQHDWHG��WKH�VWDQGDUGV�DUH�H[SOLFLW��
WKH�HQJLQHHULQJ�SURFHVVHV�DUH�PDWXUH�DQG�WHVWHG��DQG�RUJDQL]DWLRQV�DUH�WUDLQHG�WR�
DGKHUH�WR�UXOHV�RI�HQJDJHPHQW�DQG�WKH�,QGXVWU\�PDQGDWHV�D�FXOWXUH�RI�VKDULQJ�
KLVWRULFDO�H[SHULHQFH�WR�KHOS�DYRLG�WKH�SLWIDOOV�H[SHULHQFHG�E\�RWKHUV���7KH�ULJRU��WKH�
GLVFLSOLQH��WKH�VKDULQJ�RI�H[SHULHQFH��DQG�OHDUQLQJ�IURP�PLVWDNHV�VKRXOG�DOO�OHDG�WR�
EHWWHU�SODQQLQJ�DQG�H[HFXWLRQ���+RZHYHU��WKLV�GRHV�QRW�KROG�WUXH����7KH�SUREOHP�LV�RQH�
RI�NQRZLQJ�ZKDW�NQRZOHGJH�D�WHDP�QHHGV�WR�SODQ�D�VXFFHVVIXO�SURMHFW�DQG�KRZ�WR�
DFTXLUH�LW�IURP�WKH�PDUNHWSODFH���

)��$��YRQ�+D\HN��WKH�UHQRZQHG�HFRQRPLVW��FRQWHPSODWHG�RQ�WKH�IXOOHVW�XVH�RI�
NQRZOHGJH�LQ�WKH�SODQQLQJ�RI�HFRQRPLF�DFWLYLWLHV�LQ�VRFLHW\�DQG�LQ������SXEOLVKHG�KLV�
SDSHU�RQ�WKH�VXEMHFW�WLWOHG�³7KH�8VH�RI�.QRZOHGJH�LQ�6RFLHW\´�����+D\HN�SRVWXODWHV�
WKDW�LQ�WKH�PDUNHWSDOFH��SHRSOH��WKURXJK�WKH�IDFLWOLWLHV�RI�FRPPXQLFDWLRQ�DYDLODEOH�WR�
WKHP��FRPH�WR�WKH�UHVROXWLRQ�RI�FRQFHUQV�ZLWK�WKH�IRUPDWLRQ�RI�D�UDWLRQDO�RUGHU�ZKLFK�
HQVXUHV�WKH�EHVW�XVH�RI�DYDLODEOH�NQRZOHGJH����

7KLV�SDSHU�H[DPLQHV�+D\HN¶V�GLVFRXUVH�RQ�WKH�XVH�RI�NQRZOHGJH�LQ�VRFLHW\�DQG�
H[SODLQV�KRZ�SURMHFWV�FDQ�EHQHILW�IURP�LW�E\�WKH�FUHDWLRQ�RI�D�UDWLRQDO�RUGHU�WKURXJK�
VWRU\ERDUGLQJ���,W�SUHVHQWV�D�PHWKRGRORJ\�IRU�VWRU\ERDUGLQJ�WKDW�FDQ�FDSWXUH�WKH�YHU\�
HVVHQFH�RI�+D\HN¶V�LQTXLU\�LQWR�SODQQLQJ�WKURXJK�VL[�NH\�HOHPHQWV���,W�DOVR�GHOLEHUDWHV�
+D\HN¶V�SRVWXODWLRQV�DQG�SRLQWV�WR�H[DPSOHV�RI�VXFFHVV�DQG�IDLOXUHV�LQ�SURMHFWV�
LQFOXGLQJ�WKH�ZRUN�E\�RWKHU�VFKRODUV�ZKR�KDYH�FRQWULEXWHG�WR�WKH�PDQDJHPHQW�RI�
NQRZOHGJH�LQ�WKH�,QGXVWU\�DV�LW�OD\V�WKH�JURXQGZRUN�IRU�6WRU\ERDUGLQJ����
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+D\HN¶V�GLVFRXUVH�RQ�WKH�VXEMHFW�RI�NQRZOHGJH�GLVSHUVHPHQW��DFFXPXODWLRQ�DQG�
DSSOLFDWLRQ�LQ�VRFLHW\�OD\V�WKH�JURXQGZRUN�WR�SODQQLQJ�RI�FRPSOH[�HQGHDYRUV�LQ�WKH�
PDUNHWSODFH����3URMHFWV�DUH�HVVHQWLDOO\�WKH�FRPLQJ�WRJHWKHU�RI�SHRSOH�ZLWK�GLIIHUHQW�
SUHVSHFWLYHV�ZKRVH�LQSXWV�JXLGH�WKH�SODQQLQJ�SURFHVV����+D\HN¶V�SRVWXODWLRQV�DV�WKH\�
DSSO\�WR�SODQQHG�DQG�IRFXVVHG�DFWLYLWLHV�XQGHUWDNHQ�E\�RUJDQL]DWLRQV�LV�NH\�WR�
XQGHUVWDQGLQJ�KRZ�SHRSOH�EXLOG�QDUUDWLYHV�WKDW�OHDG�WR�DFWLRQ����7KH�SURFHVV�RI�
EXLOGLQJ�DQG�NQLWWLQJ�QDUUDWLYHV�WRJHWKHU�UHTXLUHV�DQ�XQGHUVWDQGLQJ�RI�DOO�RI�WKH�
HOHPHQWV�WKDW�+D\HN�DOOXGHV�WR��DORQJ�ZLWK�WKH�QXUWXULQJ�RI�D�WKRXJKW�SURFHVV�WKDW�
VHHNV�RXW�NQRZOHGJH������7KH�VL[�HVVHQWLDO�HOHPHQWV�RI�+D\HN¶V�REVHUYDWLRQV�DQG�



SRVWXODWLRQV�WKDW�QHHG�WR�EH�XQGHUVWRRG�DQG�HPEUDFHG�WR�FUHDWH�WKH�QDUUDWLYHV�WKDW�
EXLOG�WKH�VWRU\�RI�WKH�SURMHFW�DUH������

�� 7KH�UDWLRQDO�RUGHU�
�� 8VH�RI�IDFLOLWLHV�RI�FRPPXQLFDWLRQV
�� 'LVSHUVHG�1DWXUH�RI�.QRZOHGJH
�� +DELWV�RI�7KRXJKW
�� 0DQ�RQ�WKH�6SRW
�� 7KH�SULFH�V\VWHP

$�JURXQGLQJ�LQ�+D\HN¶V�GLVFRXUVH�LV�DQ�HVVHQWLDO�EHJLQQLQJ�WR�VWRU\ERDUGLQJ��7KH�
DUJXPHQWV�SUHVHQWHG�KHUHLQ�VXEVWDQWLDWH�+D\HN¶V�SRVWXODWLRQV�DV�LW�FKDONV�RXW�DQ�
DSSURDFK�DQG�PHWKRGROJ\�WR�VWRU\ERDUGLQJ�RI�SURMHFWV���
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&UHDWLQJ�D�5DWLRQDO�2UGHU
$�UDWLRQDO�RUGHU�FRPSULVHV�RI�SHRSOH��SURFHVV��NQRZOHGJH�DQG�WHFKQRORJLHV�DYDLODEOH�
LQ�WKH�PDUNHWSODFH�DQG�UHOHYDQW�WR�WKH�SODQQLQJ�HIIRUW���3ODQQLQJ�UHTXLUHV�WKH�VHOHFWLRQ�
RI�SHRSOH�ZKR�XQGHUVWDQG�WKH�IORZ�RI�LQIRUPDWLRQ�DQG�FRPPXQLFDWLRQ�RI�NQRZOHGJH�
LQ�FRPSOH[�QHWZRUNV�RI�SHRSOH�LQ�WKH�,QGXVWU\�DQG�PDUNHWSODFH���7KLV�UHTXLUHV�WKH�
FRQVWUXFWLRQ�RI�DQ�RUJDQL]DWLRQ�WKDW�XQGHUVWDQGV�WKH�FUHDWLRQ�RI�WKH��5DWLRQDO�2UGHU��
WR�KDUQHVV�WKH�NQRZOHGJH�WR�VXSSRUW�WKH�LQLWLDWLYH�����

7KH�SUREOHP�RI�FRQVWUXFWLQJ�D�UDWLRQDO�RUGHU�WR�XQGHUWDNH�WKH�SODQQLQJ�DQG�H[HFXWLRQ�
RI�D�SURMHFW�LV�FRPSOLFDWHG�E\�WKH�IDFW�WKDW�WKH�NQRZOHGJH�RI�DOO�WKH�FLUFXPVWDQFHV�D�
SODQ�PXVW�DFFRPPRGDWH�GRHV�QRW�H[LVW�LQ�D�FRQFHQWUDWHG�RU�LQWHJUDWHG�IRUP���7KLV�
NQRZOHGJH�H[LVWV�DV�GLVSHUVHG�ELWV�RI�LQFRPSOHWH�DQG�IUHTXHQWO\�FRQWUDGLFWRU\�
LQIRUPDWLRQ�LQ�LQGLYLGXDOV�ZKR�PD\�RU�PD\�QRW�EH�SDUW�RI�WKH�RUJDQL]DWLRQ�RI�SHRSOH�
SODQQLQJ�DQG�H[HFXWLQJ�WKH�DFWLYLWLHV���7KH�ZD\V�LQ�ZKLFK�NQRZOHGJH�LV�FRQYH\HG�WR�
WKH�SODQQHUV�DQG�WKH�SURFHVV�WKURXJK�ZKLFK�LW�LV�XVHG�LV�RQH�RI�WKH�FUXFLDO�SUREOHPV������

+D\HN¶V�GLVFRXUVH�RQ�SODQQLQJ�SURYLGHV�SURMHFWV�ZLWK�PXOWLSOH�DSSURDFKHV���6KRXOG�
WKLV�SODQQLQJ�EH�GRQH�FHQWUDOO\�E\�RQH�DXWKRULW\�IRU�WKH�ZKROH�SURMHFW�RU�VKRXOG�LW�EH�
GHFHQWUDOL]HG�DQG�SHUIRUPHG�E\�PDQ\�LQGLYLGXDOV��<HW�DQRWKHU�IRUP�LV�RQH�ZKHUH�
FHUWDLQ�SODQQLQJ�LV�GHOHJDWHG�WR�RUJDQL]HG�JURXSV�ZKHUH�WKH�QDUUDWLYH�RI�WKHVH�
RUJDQL]HG�JURXSV�VXSSRUWV�RQO\�SDUW�RI�WKH�QDUUDWLYH�DQG�DUH�UHPRYHG�IURP�WKH�
REMHFWLYHV�RI�WKH�FHQWUDO�SODQ���:KLFK�RI�WKHVH�V\VWHPV�LV�PRUH�HIILFLHQW�DQG�
DSSURSULDWH�GHSHQGV�VROHO\�RQ�ZKLFK�RI�WKHP�PDNHV�IXOOHU�XVH�RI�NQRZOHGJH���3URMHFW�
PDQDJHUV�VKRXOG�EH�DZDUH�RI�WKH�ELDV�WKDW�H[LVWV�ZLWKLQ�RUJDQL]DWLRQV�WKDW�DOO�WKDW�LV�
QHHGHG�LV�NQRZQ�DQG�ZKDW�LV�NQRZQ�LV�XQGHUVWRRG�E\�WKH�RUJDQL]DWLRQ���1RW�NQRZLQJ�



ZKDW�RQH�GRHV�QRW�NQRZ�LV�DW�WKH�URRW�RI�VXFK�SUREOHPV�ZKHUH�WKH�UDWLRQDO�RUGHU�
FUHDWHG�GRHV�QRW�FDSWXUH�WKH�NQRZOHGJH�UHTXLUHG���

7KH�8VH�RI�)DFLOLWLHV�RI�&RPPXQLFDWLRQ

+D\HN�SRVWXODWHG�WKDW�SHRSOH�VRPHKRZ�WKURXJK�WKH�IDFLOLWLHV�RI�FRPPXQLFDWLRQ�
DYDLODEOH�WR�WKHP�ILQG�ZD\V�WR�HIILFLHQWO\�RU�LQHIILFLHQWO\�DUULYH�DW�UHVROXWLRQV�WR�WKHLU�
FRQFHUQV���3URMHFWV�EULQJ�DERXW�WKH�RUJDQL]DWLRQ�RI�NQRZOHGJH��VNLOO��SURFHVV��WRROV��
WHFKQRORJ\��DQG�PDWHULDOV�LQ�VSHFLILF�KRUL]RQV�RI�WLPH����7KH\�H[LVW�LQ�DQ�HQYLURQPHQW�
ZLWKLQ�D�VRFLDO�VWUXFWXUH�ZLWK�SUH�HVWDEOLVKHG�EHKDYLRUDO�QRUPV�DQG�IRU�D�SXUSRVH�WR�
\LHOG�HFRQRPLF�UHWXUQV�LQ�SUH�GHWHUPLQHG�WLPH�IUDPHV�����+D\HN¶V�HQTXLU\�LQWR�KRZ�
SODQQLQJ�LV�FRQGXFWHG�WKURXJK�WKH�HPHUJHQFH�RI�D�UDWLRQDO�RUGHU�RSHQV�WKH�GRRU�WR�
FUHDWLQJ�RQH���3ODQQHUV�FDQ�EXLOG�WKH�VWRU\�WKURXJK�D�VHW�RI�TXHVWLRQV�UHOHYDQW�WR�WKH�
SODQQLQJ�RI�SURMHFWV����7KH�FOHDU�IRFXV�ZRXOG�EH�WKH�WZR�NH\�HOHPHQWV�RI�WKH�UDWLRQDO�
RUGHU��SHRSOH�DQG�FRPPXQLFDWLRQ�VWUXFWXUHV���$Q�HQTXLU\�LQLWLDWHG�E\�D�VHW�RI�
TXHVWLRQV�IRFXVHG�RQ�WKH�REMHFWLYHV�RI�WKH�SURMHFW�ZRXOG�KHOS�LQ�WKH�FUHDWLRQ�RI�D�
UDWLRQDO�RUGHU�������

�� +RZ�GR�ZH�NQRZ�ZKDW�LV�UHTXLUHG�DQG�ZKR�LV�WR�GHILQH�LW"�
�� +RZ�GR�ZH�DFTXLUH�DOO�WKH�UHOHYDQW�NQRZOHGJH�UHTXLUHG"��
�� +RZ�LV�WKLV�NQRZOHGJH�FRPPXQLFDWHG�DQG�XVHG�LQ�SODQQLQJ"��
�� +RZ�LV�WKLV�SODQQLQJ�WR�EH�GRQH"�
�� +RZ�GRHV�RQH�PHDVXUH�WKH�HIIHFWLYHQHVV�RI�VXFK�SODQQLQJ"�
�� +RZ�LV�WKH�ILQDO�RXWFRPH�GHWHUPLQHG"�
�� +RZ�DUH�ZH�WR�RUJDQL]H�WR�IRUPXODWH�D�SODQ�WKDW�FDSWXUHV�SRVVLEOH�DQG�UHOHYDQW�

UHVSRQVHV�WR�WKHVH�TXHVWLRQV"��

'HYHORSLQJ�UHVSRQVHV�WR�WKHVH�TXHVWLRQV�UHTXLUHV�DQ�XQGHUVWDQGLQJ�RI�KRZ�NQRZOHGJH�
IHHGV�SODQQLQJ���3URMHFWV�YHU\�RIWHQ�IDOO�SUH\�WR�WKH�DVVXPSWLRQ�WKDW�SHRSOH¶V�
NQRZOHGJH�FRUUHVSRQGV�ZLWK�WKH�REMHFWLYH�IDFWV�RI�WKH�VLWXDWLRQ���7KH�VKRUWFRPLQJV�LQ�
SHRSOH¶V�NQRZOHGJH�LV�QRW�HYLGHQW�XQOHVV�SUREHG���7KLV�FUHDWHV�D�QHHG�IRU�D�SURFHVV�E\�
ZKLFK�NQRZOHGJH�LV�FRQVLVWHQWO\�FRPPXQLFDWHG�DQG�DFTXLUHG���7KH�DUELWUDULO\�
VFDWWHUHG�DQG�LPSUHFLVH�QDWXUH�RI�NQRZOHGJH�LQ�WKH�PDUNHWSODFH��WKH�HYHUFKDQJLQJ�
VRFLDO�IDEULF�DQG�WKH�IDFLOLWLHV�RI�FRPPXQLFDWLRQ�ZLWKLQ�VRFLDO�QHWZRUNV�FRQWULEXWH�WR�
WKLV�EXUGHQ�RI�SODQQLQJ�SURMHFWV��7KH�FRPPXQLFDWLRQ�RI�NQRZOHGJH�WR�WKH�SODQQHUV�RI�
WKH�SURMHFW�FDQ�RQO\�RFFXU�LI�WKH�H[LVWHQFH�RI�SHRSOH�ZLWK�VSHFLDO�NQRZOHGJH�LV�NQRZQ�
WR�WKH�SODQQHUV���7KH�FHQWUDO�SODQQHUV�DUH�RFFXSLHG�ZLWK�FUHDWLQJ�D�SODQ�IRFXVHG�RQ�WKH�
VWUDWHJLF�REMHFWLYHV�ZKHUHDV�WKRVH�ZLWK�VSHFLDO�NQRZOHGJH�DUH�RFFXSLHG�ZLWK�VSHFLILF�
SUREOHPV�DQG�SRVVLEOH�VROXWLRQV���7KLV�GLIIHUHQFH�LQ�IRFXV�FDQ�PDNH�FRPPXQLFDWLRQ�
RI�VXFK�LQIRUPDWLRQ�GLIILFXOW��WKHUHE\�OLPLWLQJ�LWV�LQFOXVLRQ�LQ�WKH�SODQQLQJ�SURFHVV��
.QRZOHGJH�RI�VRFLDO�LQWHUDFWLRQV�LQ�WKH�PDUNHWSODFH�DQG�LQ�,QGXVWU\�DUH�YLWDO�WR�WKH�
DFTXLVLWLRQ�RI�SUDFWLFDO�NQRZOHGJH�����



'LVSHUVHG�1DWXUH�RI�.QRZOHGJH
:H�VSHDN�DERXW�NQRZOHGJH�DV�LI�LW�LV�VWUXFWXUHG�DQG�DYDLODEOH�WR�HYHU\RQH���7KH�
FRQWUDU\�LV�WUXH�DQG�DVVLPLODWLQJ�NQRZOHGJH�UHOHYDQW�WR�WKH�SURMHFW�EHLQJ�SODQQHG�
UHTXLUHV�DQ�XQGHUVWDQGLQJ�RI�ZKDW�FRQVWLWXWHV�NQRZOHGJH�DQG�KRZ�LW�UHVLGHV�ZLWKLQ�
SHRSOH�ZKR�PDNH�XS�WKH�PDUNHWSODFH���6FLHQWLILF�NQRZOHGJH��VXSSRUWHG�E\�VFLHQWLILF�
DQG�HQJLQHHULQJ�SULQFLSOHV��RFFXSLHV�VXFK�D�SURPLQHQW�SODFH�LQ�SHRSOH
V�PLQGV�WKDW�
WKH�UHOHYDQFH�RI�RWKHU�NLQGV�RI�NQRZOHGJH�DUH�TXLWH�RIWHQ�LJQRUHG���7KHUH�LV�D�ERG\�RI�
YHU\�LPSRUWDQW�EXW�XQRUJDQL]HG�NQRZOHGJH�ZKLFK�FDQQRW�EH�FDOOHG�VFLHQWLILF�DQG�
ZKLFK�KDV�D�EHDULQJ�RQ�DOO�SODQQLQJ�DQG�H[HFXWLRQ���7KH�NQRZOHGJH�RI�SDUWLFXODU�
FLUFXPVWDQFHV��RI�WLPH�DQG�SODFH��RI�REVHUYDWLRQV�RI�WKH�PDUNHWSODFH�DQG�RI�IDLOXUH�
DQG�VXFFHVV�WKDW�UHVLGH�ZLWKLQ�SHRSOH�DUH�YLWDO�WR�ERWK�SODQQLQJ�DQG�H[HFXWLRQ���
.QRZOHGJH�RI�PDUNHW�HFRQRPLFV��JOREDO�GHPDQG�DQG�VXSSO\��FRPSHWLWLRQ��WUDGH�
SROLFLHV��HQYLURQPHQWDO�LVVXHV��FXOWXUDO�FKDQJHV��SROLWLFDO�FKDQJHV��LPPLJUDWLRQ�
SROLFLHV��VNLOOHG�ODERU�DYDLODELOLW\��WUDQVSRUWDWLRQ�DQG�ORJLVWLFV��FRQWUDFWXDO�LVVXHV�HWF���
PD\�SOD\�D�YHU\�LPSRUWDQW�UROH�DQG�\HW�WKHUH�PD\�EH�RWKHU�DUHDV�VXFK�DV�NQRZOHGJH�RI�
FLUFXPVWDQFHV�DQG�VLWXDWLRQV�ZKLFK�PD\�QHYHU�VXUIDFH�XQWLO�IRUFHG�E\�HYHQWV����
.QRZOHGJH�RI�FRPPXQLFDWLRQV�DQG�RWKHU�UHOHYDQW�DUHDV�LV�QRW�MXVW�LJQRUHG�EXW�LV�
FRQVLGHUHG�LQIHULRU�WR�WKH�NQRZOHGJH�RI�VFLHQWLILF�IDFWV�DQG�ILJXUHV���7KLV�SUHMXGLFH�
KDV�WR�D�JUHDW�H[WHQW�DIIHFWHG�WKH�DWWLWXGH�WRZDUGV�FRPPHUFLDO�DVSHFWV�RI�SODQQLQJ�LQ�
JHQHUDO���

$�JRRG�H[DPSOH�RI�QRQ�VFLHQWLILF�NQRZOHGJH�LV�+RXVHNHHSLQJ���-DSDQHVH�FRPSDQLHV�
DGRSWHG�+LUR\XNL�+LUDQR
V��6�+RXVHNHHSLQJ�SURFHVV���6RUW��6HW�LQ�2UGHU��6KLQH��
6WDQGDUGL]H��DQG�6XVWDLQ��WR�LQWURGXFH�D�VWUXFWXUHG�WKRXJKW�SURFHVV�ZLWKLQ�WKH�
FRPSDQ\�LQ�GHYHORSLQJ�DQG�LQWHJUDWLQJ�KRXVHNHHSLQJ�SURFHVVHV�DQG�WHFKQRORJLHV�LQWR�
HFRQRPLF�DFWLYLWLHV�WR�\LHOG�LPSURYHPHQWV�LQ�TXDOLW\�DQG�FRVWV����7KH�SURFHVV�
HPSOR\HG�D�YHU\�GLIIHUHQW�NLQG�RI�NQRZOHGJH�ZKLFK�XQWLO�LWV�LQWURGXFWLRQ�ZDV�QRW�
XQGHUVWRRG�EXW�ZDV�DVVXPHG�WR�EH�FRPPRQ�NQRZOHGJH���<HW�DQRWKHU�H[DPSOH�LV�KRZ�
.QRZOHGJH�RI�WKH�FRPPRGLW\�PDUNHWV�DOORZHG�RQH�XWLOLW\�WR�KHGJH�RQ�WKH�SULFH�RI�
FRSSHU�DQG�VWHHO�XVHG�LQ�WKH�PDQXIDFWXUH�RI�ODUJH�WUDQVIRUPHUV���7KH�WUHDWPHQW�RI�D�
WHFKQLFDO�SURFXUHPHQW�DV�DQ�HFRQRPLF�DFWLYLW\�UHVXOWHG�LQ�WKH�DSSOLFDWLRQ�RI�
FRPPHUFLDO�DQG�PDUNHW�NQRZOHGJH�WR�SURFXUHPHQW�SODQQLQJ��ZKLFK�\LHOGHG�VDYLQJV�
E\�WLPLQJ�WKH�SXUFKDVH�RI�WKH�PHWDOV�WR�SULFH�GURSV����

$ERXW�7DFLW�DQG�([SOLFLW�.QRZOHGJH
3UDFWLFDO�NQRZOHGJH�PD\�EH�H[SOLFLW�DQG�PDGH�DYDLODEOH�WR�WKH�SODQQHUV�EXW�VRPH�RI�LW�
UHVLGHV�LQ�SHRSOH�DQG�GHVFULEHG�LQ�NQRZOHGJH�PDQDJHPHQW�WHUPV�DV��7DFLW�
.QRZOHGJH����.QRZOHGJH�DFTXLUHG�IURP�LQGLYLGXDOV�LV�QHYHU�LQ�WKH�IRUP�WKDW�LV�
UHDGLO\�XVDEOH�IRU�SODQQLQJ�SURMHFWV���7KLV�LV�EHVW�GHVFULEHG�E\�,NXMLUR�1RQDND�LQ�³7KH�
.QRZOHGJH�&UHDWLQJ�&RPSDQ\´��ZKHUH�KH�GHILQHV�WKH�FUHDWLRQ�RI�QHZ�NQRZOHGJH�
WKURXJK�LQWHUDFWLRQV�EHWZHHQ�WKRVH�WKDW�SRVVHVV�WKH�NQRZOHGJH�DQG�WKRVH�WKDW�WUDQVDFW�



IRU�LW�DQG�XVH�LW���3URMHFW�PDQDJHUV�VKRXOG�EH�DZDUH�RI�WKH�IRXU�EDVLF�LQWHUDFWLRQV�WKDW�
OHDG�WR�WKH�FUHDWLRQ�RI�NQRZOHGJH�UHTXLUHG�IRU�SODQQLQJ���)URP�7DFLW�WR�7DFLW��)URP�
([SOLFLW�WR�([SOLFLW��IURP�([SOLFLW�WR�7DFLW�DQG�IURP�7DFLW�WR�([SOLFLW���(DFK�RQH�RI�
WKHVH�LQWHUDFWLRQV�DUH�HVVHQWLDOO\�WUDQVDFWLRQV�ZKHUH�WKHUH�DUH�RIIHUV��DFFHSWDQFH��
UHMHFWLRQ��PRGLILFDWLRQ��DFNQRZOHGJHPHQW��DQG�DJUHHPHQW�LQ�VWUXFWXUHG�HQYLURQPHQWV�
GHVLJQHG�WR�VHHG��LQYRNH�DQG�VWLPXODWH�WKRXJKW�DQG�DQDO\VLV�WR�FUHDWH�QHZ�NQRZOHGJH����

7KH�+DELWV�RI�7KRXJKW
+D\HN�SRVWXODWHG�WKDW�XVH�RI�DYDLODEOH�NQRZOHGJH�LQ�VRFLHW\�VWHPV�IURP�KDELWV�RI�
WKRXJKW�FXOWLYDWHG�RYHU�\HDUV�DQG�LV�GHHS�URRWHG�LQ�WKH�FXOWXUH�DQG�WUDGLWLRQV�RI�
RUJDQL]DWLRQV���7KLV�KROGV�WUXH�IRU�RUJDQL]DWLRQV�WKDW�SODQ�DQG�H[HFXWH�SURMHFWV���
+DELWV�RI�WKRXJKW�DUH�SDUW�RI�RXU�SDVW��RXU�HGXFDWLRQ��RXU�FXOWXUH�DQG�RXU�H[SHULHQFHV�����
0RVW�PDQDJHUV�UHO\�KHDYLO\�RQ�H[SHULHQFH�DQG�RQ�WKHLU�RZQ�RUJDQL]DWLRQ�IRU�
NQRZOHGJH�UHOHYDQW�WR�WKHLU�SURMHFWV���7KH�WHQGHQF\�GULYHQ�E\�KDELWV�RI�WKRXJKW�KDV�
OHG�PDQDJHUV�WR�DFFHSW�RQO\�WKRVH�SODQV�WKDW�DUH�XQGHUVWRRG�E\�WKHLU�RUJDQL]DWLRQ�DQG�
LJQRUH�WKH�H[LVWHQFH�RI�RWKHU�IRUPV�RI�NQRZOHGJH�LQ�WKH�PDUNHWSODFH���5DWKHU�WKDQ�
VHHNLQJ�UHVSRQVHV�WR�WKH�TXHVWLRQV�UHOHYDQW�WR�WKH�SURMHFW�LQ�LWV�VSHFLILF�KRUL]RQ�RI�
WLPH�DQG�VSDFH��PDQDJHUV�ILQG�LW�FRQYHQLHQW�WR�SLFN�VROXWLRQV�EDVHG�RQ�SUHYLRXV�
VXFFHVVIXO�LPSOHPHQWDWLRQV���7KLV�ZRXOG�EH�DQDORJRXV�WR�D�IRRWEDOO�WHDP�SXUVXLQJ�D�
JDPH�SODQ�IURP�D�SUHYLRXV�YLFWRU\�DQG�H[SHFWLQJ�D�VLPLODU�UHVXOW���7KH�KDELWV�RI�
WKRXJKW�WKDW�KDYH�EHHQ�FXOWLYDWHG�LQ�,QGXVWU\�WR�GHDO�ZLWK�WKH�QDWXUDO�HYROXWLRQ�RI�
NQRZOHGJH�LQ�WKH�PDUNHWSODFH�UHTXLUH�RUJDQL]DWLRQV�WR�EULGJH�WKH�FKDVP�EHWZHHQ�
H[SHULHQFH�DQG�QHZ�NQRZOHGJH�����

$�IDOODF\�WKDW�LV�HPEHGGHG�LQ�WKHVH�KDELWV�RI�WKRXJKW�LV�WKDW�SUDFWLFDO�NQRZOHGJH�RI�
WKH�PDUNHWSODFH�DQG�RI�FLUFXPVWDQFHV�DQG�VLWXDWLRQV�LV�UHDGLO\�DYDLODEOH�DQG�DW�WKH�
FRPPDQG�RI�HYHU\RQH���7KHUH�LV�DOVR�DQ�DVVXPSWLRQ�WKDW�VXFFHVV�E\�RWKHUV�FDQ�EH�
UHSOLFDWHG���5HSOLFDWLQJ�WKH�SDVW�KDV�LWV�IODZV��6RPH�REYLRXV�RQHV�DUH���WKH�H[SHULHQFH�
RI�RUJDQL]DWLRQV�ZLWK�VLPLODU�VNLOOV�EXW�GLIIHUHQW�SHRSOH�KDYH�GLIIHUHQW�OHYHOV�RI�
FRPSHWHQF\�DQG�FDSDELOLW\��OHVVRQV�IURP�SUHYLRXV�H[HFXWLRQ�ZHUH�DW�D�GLIIHUHQW�WLPH�
DQG�SODFH��WKH�SULFLQJ�VWUXFWXUH�LQ�WKH�PDUNHWSODFH�LV�GLIIHUHQW��REVROHVFHQFH�RI�
PHWKRGV�DQG�WHFKQRORJLHV�DOWHU�WKH�FRQGLWLRQV�RI�VDWLVIDFWLRQ��QHZ�PHWKRGV�DQG�
DSSURDFKHV�HPEUDFHG�E\�WKH�,QGXVWU\�DOWHU�RXWFRPHV��QHZ�UHJXODWLRQV�FKDOOHQJH�WKH�
FULWHULD�IRU�DFFHSWDQFH��DQG�ORVV�RI�FULWLFDO�NQRZOHGJH�DQG�VNLOO�GXH�WR�DWWULWLRQ�FUHDWHV�
YRLGV�ZKLFK�DUH�GLIILFXOW�WR�RYHUFRPH�

0RVW�DVVHVVPHQWV�IRFXV�RQ�OHVVRQV�IURP�PLVWDNHV�PDGH�DQG�GR�QRW�HYDOXDWH�WKH�
FDXVHV�IRU�VXFFHVV���7KH�UHDVRQV�IRU�VXFFHVV�DUH�HPEHGGHG�LQ�SODQQLQJ�DQG�LQ�
RUJDQL]DWLRQ�RI�SHRSOH���VRPH�ZKR�KDYH�YHU\�OLWWOH�WR�GR�ZLWK�WKH�SURMHFW���,Q�H[DPSOH��
WKH�H[SHGLWHU�RI�D�VKLSPHQW�ZKR�KHOSV�PHHW�WKH�VFKHGXOH�XVHV�QHZ�NQRZOHGJH�LQ�WKH�
PDUNHWSODFH�WR�PRYH�JRRGV�DQG�VHUYLFHV�DQG�LV�REOLYLRXV�WR�ZKDW�WKH�SURMHFW�LV�WU\LQJ�



WR�DFFRPSOLVK�±�WKH�PDQ�RQ�WKH�VSRW���7KH�GLIILFXOW\�OLHV�LQ�WKH�IDFW�WKDW�SURMHFW�
H[HFXWLRQ�VHOGRP�GRFXPHQWV�WKH�UHDVRQV�IRU�VXFFHVV�RU�WKH�PHWKRG�E\�ZKLFK�
NQRZOHGJH�ZDV�FRPPXQLFDWHG�WR�DOO�WKH�PHPEHUV�RI�WKH�SURMHFW�WHDP���

0DQ�RQ�WKH�6SRW
7KH�VPDOO�FKDQJHV�WKDW�RFFXU�GXULQJ�WKH�H[HFXWLRQ�RI�D�SURMHFW�DQG�WKH�DGMXVWPHQWV�
PDGH�WR�RYHUFRPH�FRVW�LQFUHDVHV�GXULQJ�WKH�H[HFXWLRQ�RI�DFWLYLWLHV�DQG�WDVNV�KDYH�D�
VLJQLILFDQW�EHDULQJ�RQ�WKH�RXWFRPH���7KH�DFWLRQV�WR�FRXQWHU�WKH�FKDQJHV�UHTXLUH�WKH�
NLQG�RI�NQRZOHGJH�WKDW�LV�QHLWKHU�VFLHQWLILF�QRU�DUH�WKH\�H[SOLFLWO\�ODLG�RXW�LQ�WKH�SODQ�
RU�DQ\�RWKHU�GRFXPHQW����7KLV�NQRZOHGJH�LQ�SHRSOH�PD\�QHYHU�VXUIDFH�XQOHVV�D�
VLWXDWLRQ�RFFXUV�ZKHUH�WKH�FLUFXPVWDQFHV��ZKHQ�GHILQHG��WULJJHUV�LWV�H[WUDFWLRQ���/RJLF�
GLFWDWHV�WKDW�XOWLPDWH�GHFLVLRQV�EH�OHIW�WR�WKRVH�ZKR�DUH�IDPLOLDU�ZLWK�WKH�
FLUFXPVWDQFHV�DQG�ZKR�NQRZ�ZKDW�UHVRXUFHV�WKH\�QHHG�WR�EULQJ�WR�EHDU�DW�WKDW�SRLQW�
LQ�WLPH���7KH�G\QDPLF�QDWXUH�RI�VXFK�SUREOHPV�DQG�WKH�NQRZOHGJH�UHTXLUHG�WR�VROYH�
WKHP�UHVLGHV�VHYHUDO�OD\HUV�UHPRYHG�IURP�WKH�FHQWUDO�DXWKRULW\�ZKLFK�FRQWUROV�WKH�
VFRSH�DQG�FKDQJHV���+D\HN�GHILQHG�WKLV�DV�WKH�³0DQ�RQ�WKH�6SRW´����7KH�PDQ�RQ�WKH�
VSRW�LV�IDPLOLDU�ZLWK�WKH�VLWXDWLRQ�DQG�WKH�FLUFXPVWDQFH�DQG�KDV�LQWLPDWH�NQRZOHGJH�RI�
WKH�IDFWV�RI�WKH�LPPHGLDWH�VXUURXQGLQJ�EXW�GRHV�QRW�SRVVHVV�WKH�DELOLW\�WR�DVVHVV�WKH�
HQWLUH�VLWXDWLRQ���&RPPXQLFDWLQJ�WKLV�NQRZOHGJH�RI�FLUFXPVWDQFHV�WR�WKH�FHQWUDO�
DXWKRULW\�WR�DUULYH�DW�D�VROXWLRQ�LV�SUHFLVHO\�ZKHUH�RUJDQL]DWLRQV�GHVLJQHG�WR�FRQWURO�
SURMHFWV�WKURXJK�SURFHVVHV�IDLO�WR�JUDVS�WKH�QDWXUH�RI�WKLV�SUHGLFDPHQW�����

$Q�H[DPSOH�WKDW�LOOXVWUDWHV�WKLV�SUREOHP�LV�ZKHQ�D�QHZ�WUDQVIRUPHU�DW�D�SRZHU�SODQW�
WULSSHG�GXULQJ�VWDUWXS���7KH�RXWVLGH�FRQVXOWDQW����0DQ�RQ�WKH�6SRW��FRQFOXGHG�WKDW�WKH�
FRQGLWLRQ�WKDW�KDG�FDXVHG�WKH�WULS�ZDV�QRZ�QR�ORQJHU�SUHVHQW���7KH�SODQW�FRQWLQXHG�
ZLWK�WKH�SURFHVV�DQG�WKH�WUDQVIRUPHU�VXFFHVVIXOO\�ZHQW�RQOLQH���7KH�FRQVXOWDQW�
UHDFKHG�KLV�FRQFOXVLRQ�IURP�SUHYLRXV�H[SHULHQFH�DQG�NQRZOHGJH��7KH�ORVV�RI�UHYHQXH�
IURP�QRW�EHLQJ�DEOH�WR�JR�RQOLQH�DQG�WUDQVPLW�WKH�JHQHUDWHG�SRZHU�ZRXOG�KDYH�EHHQ�
YHU\�GLIILFXOW�WR�DFFHSW�DQG�H[SODLQ���

7KH�3ULFH�6\VWHP
2QH�DUHD�RI�NQRZOHGJH�WKDW�LV�ERWK�G\QDPLF�DQG�XQSUHGLFWDEOH�LV�WKH�SULFH�V\VWHP�LQ�
WKH�PDUNHWSODFH���$FFRUGLQJ�WR�)���$���+D\HN���1R�RWKHU�NQRZOHGJH�LQIOXHQFHV�WKH�
IRUPDWLRQ�RI�D�UDWLRQDO�RUGHU�LQ�WKH�PDUNHWSODFH�RWKHU�WKDQ�WKH�SULFH�V\VWHP���7KH�
SULFH�V\VWHP�FRPPXQLFDWHV�LQIRUPDWLRQ�WKDW�IRUPV�WKH�EDVLV�IRU�DFWLRQ�E\�LQGLYLGXDOV�
LQ�WKH�PDUNHWSODFH��HDFK�ZLWK�GLVSHUVHG��VXEMHFWLYH��DQG�RIWHQ�FRQWUDGLFWRU\�
NQRZOHGJH���7KH�NQRZOHGJH�FRPPXQLFDWHG�E\�WKH�SULFH�V\VWHP�GULYHV�WKH�
FRRUGLQDWLRQ�RI�DFWLRQV�LQ�WKH�PDUNHWSODFH���

4XRWHG�SULFHV�WKDW�DUH�KHDYLO\�UHOLHG�XSRQ�E\�SURMHFWV�XQGHUJR�FRQVWDQW�FKDQJHV�LQ�
WKH�PDUNHWSODFH���7KH�SULFH�V\VWHP�LV�QRW�D�SURGXFW�RI�KXPDQ�GHVLJQ�EXW�KXPDQ�



EHKDYLRU�LQ�WKDW�LW�LV�D�UHVSRQVH�WR�FLUFXPVWDQFHV�DQG�FRQGLWLRQV�DQG�LV�VSHFXODWLYH�LQ�
QDWXUH���,W�LV�D�SURGXFW�RI�VRFLDO�LQWHUDFWLRQV�LQ�WKH�PDUNHWSODFH�ZKHUH�YHU\�OLWWOH�
WKRXJKW�LV�JLYHQ�WR�WKH�FLUFXPVWDQFHV�HQFRXQWHUHG�DQG�UHVSRQVHV�DUH�GULYHQ�E\�
OHDUQHG�KXPDQ�EHKDYLRU�WKDW�UHIOHFWV�WKH�SUDFWLFHV�ZKLFK�HYROYHG�RYHU�\HDUV�RI�KXPDQ�
H[LVWHQFH�DQG�ZKLFK�KDYH�SURYHQ�WR�EH�VXFFHVVIXO�LQ�WKH�SDVW���7KH�SULFLQJ�V\VWHP�
HVWDEOLVKHV�WKH�WUXH�YDOXH�RI�ZKDW�LV�JDLQHG�DQG�ZKDW�LV�ORVW�RU�LQ�VKRUW��WKH�YDULDQFH�
IURP�WKH�SODQQHG�FRVWV���

7KH�3ULFH�6\VWHP�KHOSV�XV�GLVSHQVH�ZLWK�WKH�QHHG�IRU�FRQVFLRXV�FRQWURO�DQG�PRYH�WR�
SURYLGLQJ�WKH�QHFHVVDU\�LQGXFHPHQWV�WR�LQGLYLGXDOV�WR�GR�WKH�GHVLUDEOH�WKLQJV�ZLWKRXW�
DQ\RQH�SRLQWLQJ�WKHP�WR�ZKDW�WR�GR���,QGXFHPHQWV�WULJJHU�WKH�XVH�RI�VSHFLDO�
NQRZOHGJH�RI�FLUFXPVWDQFH�DQG�SURGXFH�WKH�UHTXLUHG�RXWFRPHV�ZLWKRXW�DQ\�
LQYROYHPHQW�IURP�WKRVH�FUHDWLQJ�WKH�LQGXFHPHQWV���7KH�GHVLJQ�RI�FRQWUDFWLQJ�
VWUDWHJLHV�WR�UHFRJQL]H�DQG�UHVSRQG�WR�WKH�SULFH�V\VWHP�DQG�WR�WKH�FKDQJH�LQ�VWDWHV�LQ�
WKH�PDUNHWSODFH�DUH�FULWLFDO�WR�SURMHFWV���7KH�FUHDWLYH�GHVLJQ�RI�LQGXFHPHQWV�WR�
VWLPXODWH�LQQRYDWLRQ�GHSHQGV�RQ�WKH�SODQQHUV�DQG�UHIOHFWV�WKH�HIIHFWLYHQHVV�RI�WKH�
UDWLRQDO�RUGHU�FRQVWUXFWHG���7KLV�LV�RQH�DUHD�WKDW�LV�EH\RQG�WKH�FRQWURO�RI�HYHU\�SURMHFW�
PDQDJHU�ZKR�QHHG�WR�EH�DZDUH�RI�WKH�IDFW�WKDW�SODQV�WKDW�UHO\�RQ�SDVW�SHUIRUPDQFH�
PD\�QRW�IXOO\�XQGHUVWDQG�WKH�FLUFXPVWDQFHV�XQGHUO\LQJ�WKH�IDYRUDEOH�SULFLQJ�DW�WKDW�
WLPH����

7+(�62/87,21�

&UHDWLQJ�D�5DWLRQDO�2UGHU�IRU�3URMHFWV�
7KH�VXFFHVV�RI�WKH�SURMHFWV�GHSHQGV�RQ�KRZ�WKH\�DUH�RUJDQL]HG�DQG�VWUXFWXUHG�WR�
H[WUDFW�IURP�WKH�PDUNHWSODFH�WKH�UHTXLVLWH�NQRZOHGJH�WKURXJK�DOO�WKH�VLWXDWLRQV�DQG�
FLUFXPVWDQFHV�IURP�LQFHSWLRQ�WR�FRPSOHWLRQ���7KH�UDWLRQDO�RUGHU�LV�QRW�FOHDUO\�REYLRXV�
XQWLO�RQH�HPEDUNV�RQ�GHILQLQJ�LW���,W�LV�WKLV�UHFRJQLWLRQ�DQG�FUHDWLRQ�RI�WKH�UDWLRQDO�
RUGHU�WKDW�KDV�EHHQ�WKH�URRW�RI�VXFFHVV�H[SHULHQFHG�E\�WKRVH�SODQQLQJ�FRPSOH[�ORQJ�
WHUP�HFRQRPLF�HQGHDYRUV���7KHVH�PD\�DSSHDU�WR�EH�DEVWUDFW�FRQFHSWV�EXW�DV�D�SURMHFW�
EHJLQV�WR�HPEDUN�RQ�VSHFLILFV��WKH�QDWXUH�DQG�IRUP�RI�WKH�RUGHU�DSSHDUV�LQ�WKH�
RUJDQL]DWLRQ�RI�SHRSOH�ZKR�LQ�PDQ\�ZD\V�DUH�QRW�HYHQ�DZDUH�RI�WKH�JRDOV�RI�WKH�
HQGHDYRU���,W�LV�WKLV�RUJDQL]DWLRQ�WKDW�KHOSV�EXLOG�D�SRZHUIXO�VWRU\ERDUG��7KH�SURFHVV�
RI�EXLOGLQJ�WKLV�VWRU\�HQWDLOV�WKH�IROORZLQJ�

�� %XLOGLQJ�WKH�SURMHFW�WHDP
�� 'HVLJQLQJ�&RQYHUVDWLRQV
�� &DSWXULQJ�WKH�(OHPHQWV�RI�6WRU\ERDUGLQJ
�� 0DQDJLQJ�5LVN
�� &UHDWLQJ�WKH�6WRU\



%XLOGLQJ�WKH�3URMHFW�7HDP�
$Q�HVVHQWLDO�SDUW�RI�WKH�VWRU\�LV�DERXW�EXLOGLQJ�WKH�SURMHFW�WHDP���7KH�REMHFWLYH�RI�D�
3URMHFW�LV�WR�EXLOG�DQ�RUJDQL]DWLRQ�ZLWK�WKH�VWUXFWXUH�HVVHQWLDO�WR�SODQQLQJ�WKDW�HQVXUHV�
WKH�IXOO�XVH�RI�NQRZOHGJH�DYDLODEOH�LQ�WKH�PDUNHWSODFH���7KLV�PD\�EH�DV�VLPSOH�DV�DQ�
RUJDQL]DWLRQ�RI�SHRSOH�LQ�D�VLQJOH�FRPPXQLW\�WR�D�QHWZRUN�RI�NQRZOHGJH�VRXUFHV�
LQWHUZRYHQ�LQWR�D�FRPSOH[�PHVK�ZKLFK�RQH�QHHGV�WR�VRUW�WKURXJK�WR�KDUQHVV�WKDW�
ZKLFK�LV�UHOHYDQW�WR�SODQQLQJ���7KH�QDWXUDO�WHQGHQF\�LV�WR�VHHN�H[SHULHQFH�DQG�QRW�WR�
HQTXLUH�DERXW�NQRZOHGJH���7KH�WHUP�H[SHULHQFH�KDV�EHHQ�XVHG�WR�UHVSRQG�WR�TXHULHV�
DERXW�NQRZOHGJH�DQG�WR�SDFLI\�WKH�DQ[LHWLHV�RI�PDQDJHPHQW���7KH�ULJKW�NLQG�RI�
H[SHULHQFH�LV�UHOHYDQW��DQG�WKH�NQRZOHGJH�EURXJKW�WR�EHDU�IURP�VXFK�H[SHULHQFH�LV�
YLWDO���+RZHYHU��LW�LV�LPSRUWDQW�WR�XQGHUVWDQG�ZKDW�H[SHULHQFH�PHDQV����

.QRZOHGJH�IURP�H[SHULHQFH�PD\�EH�ELDVHG�LQ�WKDW�LW�RQO\�UHIOHFWV�WKH�DELOLW\�RI�WKH�
RUJDQL]DWLRQ�DQG�QRW�ZKDW�ZDV�WKHQ�DYDLODEOH�LQ�WKH�PDUNHWSODFH���,W�GRHV�QRW�LQGLFDWH�
LI�WKH�H[SHULHQFH�PDGH�IXOO�XVH�RI�WKH�NQRZOHGJH�DYDLODEOH�LQ�WKH�PDUNHWSODFH�RU�WKH�
,QGXVWU\����,Q�WKH�FDVH�RI�SURMHFWV��WKH�VHOHFWLRQ�RI�D�IHZ�PHPEHUV�RI�D�SUHYLRXVO\�
VXFFHVVIXO�WHDP�WR�UHSOLFDWH�SHUIRUPDQFH�RI�D�GLVPDQWOHG�WHDP�LV�DW�WKH�KHDUW�RI�WKLV�
SUREOHP���3URMHFWV�WKDW�DVVXPH�WKDW�WKHLU�RUJDQL]DWLRQV�SRVVHVV�WKH�NQRZOHGJH�
UHTXLUHG�WR�QDYLJDWH�WKURXJK�DOO�WKH�FLUFXPVWDQFHV�WKDW�WKH\�PD\�HQFRXQWHU�GR�VR�DW�D�
YHU\�VHULRXV�ULVN���7KH\�EOLQG�WKHPVHOYHV�WR�WKH�H[LVWHQFH�RI�JDSV�LQ�NQRZOHGJH�
ZLWKLQ�WKHLU�RUJDQL]DWLRQ�ZKLFK�FRQWULEXWHV�WR�D�IDLOXUH�RI�FRPSUHKHQVLRQ�RI�VLWXDWLRQV�
DQG�FLUFXPVWDQFHV�WKDW�WKH�SURMHFW�QHHGV�WR�RYHUFRPH�ZKLFK�HYHQWXDOO\�OHDGV�WR�FRVW�
RYHUUXQV���7KLV�KDV�EHHQ�SURYHQ�WLPH�DQG�DJDLQ�LQ�PDQ\�D�SURMHFW��

7KH�SULPDU\�UROH�RI�PDQDJHPHQW�LV�WR�UHFRJQL]H�WKDW�D�SURMHFW�FRQFHLYHG�LQ�D�
PDUNHWSODFH�KDV�WR�GUDZ�IURP�LW�WKURXJK�LWV�RZQ�RUJDQL]DWLRQ�DQG�VWUXFWXUH���7KLV�LV�
DQDORJRXV�WR�D�SODQW�SODFHG�LQ�VRLO�ZKLFK�LV�WKH�VRXUFH�RI�DOO�QXWULHQWV�LW�QHHGV�WR�JURZ�
DQG�\LHOG�IUXLW���%RWDQLVWV�ZKR�XQGHUVWDQG�WKH�VFLHQFH�EHKLQG�SODQW�JURZWK�DQG�\LHOG��
UHFRJQL]H�WKH�FXUUHQW�FRQGLWLRQV��IXWXUH�VLWXDWLRQV�DQG�FLUFXPVWDQFH�DQG�SXW�LQ�SODFH�
PHFKDQLVPV�WR�RYHUFRPH�WKUHDWV�WR�WKH�JURZWK�RI�WKH�SODQW���7KLV�LV�DNLQ�WR�SURMHFWV�
XQGHUWDNHQ�E\�HQWLWLHV���$OORZLQJ�WKH�FUHDWLRQ�RI�FRPPXQLFDWLRQ�VWUXFWXUHV�WKDW�
H[WHQG�EH\RQG�WKH�RUJDQL]DWLRQDO�VWUXFWXUH�RI�WKH�HQWLW\�LQWR�WKH�PDUNHWSODFH�LQ�ZKLFK�
WKH�SURMHFW�KDV�WR�EH�SODQQHG�DQG�H[HFXWHG�LV�HVVHQWLDO�WR�UHDFKLQJ�WKH�FRQGLWLRQV�RI�
VDWLVIDFWLRQ�VRXJKW�E\�PDQDJHPHQW�

'HVLJQLQJ�&RQYHUVDWLRQV�
7KH�DFTXLVLWLRQ�RI�NQRZOHGJH�IURP�VRFLDO�HQYLURQPHQWV�LQ�D�VWUXFWXUHG�IRUP�H[SOLFLW�
HQRXJK�IRU�XVH�LQ�SODQQLQJ�LV�D�VXEMHFW�SDUWLDOO\�DGGUHVVHG�E\�+LUDQR�WKURXJK�KLV�
LQWURGXFWLRQ�WR�+RXVHNHHSLQJ�DV�D�WRSLF�RI�FRQYHUVDWLRQ���+LUDQR�UHFRJQL]HG�WKH�
LPSRUWDQFH�RI�FRQYHUVDWLRQV�GHVLJQHG�WR�FUHDWH��LQQRYDWH�DQG�DFW���$�NH\�HOHPHQW�WKDW�
LV�FULWLFDO�WR�DOO�HFRQRPLF�DFWLYLW\�LV�WKH�GHVLJQ�RI�FRQYHUVDWLRQV�DURXQG�SODQQLQJ���$V�
DOO�DFWLRQV�DUH�GHVLJQHG�IURP�QDUUDWLYHV�FRQVWUXFWHG�IURP�FRQYHUVDWLRQV�LW�LV�LPSRUWDQW�



WR�GHOYH�LQWR�WKH�RQWRORJ\�RI�FRQYHUVDWLRQDO�VWUXFWXUHV���&RQYHUVDWLRQV�LQ�VRFLDO�
HQYLURQPHQWV�FUHDWH�QDUUDWLYHV�ZKLFK�IRUPXODWH�WKH�EDVLV�IRU�DFWLRQ���7KH�GHVLJQ�RI�
DFWLRQV�LV�\HW�DJDLQ�LQLWLDWHG�LQ�FRQYHUVDWLRQ�GULYHQ�E\�WKRXJKW�DSSOLHG�WR�WKH�
QDUUDWLYH���7KRXJKWV�DUH�LQLWLDWHG�E\�,QIRUPDWLRQ�DQG�WKH�DQDO\WLFDO�DELOLW\�RI�WKH�
PHPEHUV�RI�VRFLDO�HQYLURQPHQWV���,QIRUPDWLRQ�KDV�FRQWH[W��KLVWRU\��EDFNJURXQG��
UHOHYDQFH�WR�SDVW�DQG�IXWXUH�DFWLRQ��OLQNHG�WR�DOUHDG\�H[LVWLQJ�SUDFWLFHV��WUHQGV�DQG�
EHKDYLRUDO�QRUPV���3URFHVVLQJ�LQIRUPDWLRQ�ZLWKLQ�DOO�FRPSOH[�VWUXFWXUHV�LV�
DFFRPSOLVKHG�E\�OLQNLQJ�NQRZOHGJH�IUDJPHQWV�WR�IRUP�H[SOLFLW�LQSXWV�WR�QDUUDWLYHV���
7KLV�OLQNLQJ�LV�DFFRPSOLVKHG�E\�WKH�VKDULQJ�RI�WKRXJKW�WKURXJK�FRQYHUVDWLRQV�LQ�D�
VWUXFWXUHG�HQYLURQPHQW�GHVLJQHG�WR�DOLJQ�ZLWK�PLVVLRQV�DQG�JRDOV���7KH�VWUXFWXUHG�
HQYLURQPHQWV�DUH�SODWIRUPV�WKDW�FDQ�EH�XVHG�WR�HVWDEOLVK�D�FDGHQFH�IRU�LQWHUDFWLYH�
H[FKDQJH�EHWZHHQ�NQRZOHGJHDEOH�LQGLYLGXDOV�WR�GHVLJQ�DFWLRQV���7KH�FKURQRORJLFDO�
NQLWWLQJ�RI�QDUUDWLYHV�IURP�LQWHUDFWLRQV�EHWZHHQ�SHRSOH�OD\V�WKH�IRXQGDWLRQ�WR�
VWRU\ERDUGLQJ���

&DSWXULQJ�WKH�(OHPHQWV�RI�6WRU\ERDUGLQJ�±
6WRU\ERDUGLQJ�LV�DQ�LPSRUWDQW�WRRO�IRU�SODQQLQJ�DQG�YLVXDOL]LQJ�WKH�SRVVLEOH�
RXWFRPHV���,W�LV�WKH�FUHDWLRQ�RI�WKH�IRXQGDWLRQ�XSRQ�ZKLFK�WKH�VWRU\�LV�EXLOW���
6WDNHKROGHUV�FDQ�YLVXDOL]H�DQG�ZHLJK�LQ�RQ�LQWHULP�VWDWHV�DQG�RXWFRPHV�DV�ZHOO�DV�
LGHQWLI\�ULVNV�SRVHG�E\�IXWXUH�FRQGLWLRQV�QRW�FRQVLGHUHG���$�WLPH�ODSVHG�GHSLFWLRQ�RI�D�
VFDOHG�PRGHO�SURYLGHV�WKH�SURMHFW�WHDP�ZLWK�D�YLHZ�LQWR�WKH�SUREOHPV�DQG�HIILFLHQFLHV�
RI�H[HFXWLRQ���7KHUH�LV�PRUH�WKDQ�RQH�ZD\�WR�FUHDWH�D�VWRU\ERDUG�DQG�WKH�PRVW�
HIIHFWLYH�DUH�WKH�RQHV�WKDW�XVH�D�FRPELQDWLRQ�RI�QDUUDWLYH��LPDJHV�DQG�YLUWXDO�UHDOLW\�
VRIWZDUH���(IIHFWLYH�VWRU\ERDUGV�ZULWWHQ�LQ�D�FOHDU��FRQFLVH�DQG�UHDGDEOH�VW\OH�PDNH�
IRU�HDV\�FRPSUHKHQVLRQ�DQG�OHDG�WR�EHWWHU�HQJDJHPHQW�RI�WKH�UHDGHUV���

$OO�VWRU\ERDUGV�DUH�GHILQHG�LQ�D�FKURQRORJ\�DQG�KDYH�D�EHJLQQLQJ�DQG�HQGLQJ���7KH\�
DUH�LQLWLDWHG�DW�D�VSHFLILF�WLPH�DQG�JURXQGHG�LQ�WKH�FXUUHQW�VWDWH�RI�WKH�PDUNHWSODFH���
&XUUHQW�VWDWHV�DUH�D�SURGXFW�RI�WKH�SDVW�DQG�UHIOHFW�WKH�VXFFHVVIXO�RU�XQVXFFHVVIXO�
H[HFXWLRQ�RI�SODQV�ZKLFK�PDGH�IXOO�RU�SDUWLDO�XVH�RI�DYDLODEOH�NQRZOHGJH���3UHGLFWLRQV�
RI�WKH�IXWXUH�EDVHG�RQ�FXUUHQW�VWDWHV�UHTXLUH�DQ�XQGHUVWDQGLQJ�RI�WKH�PDUNHWSODFH�DQG�
D�UHFRJQLWLRQ�RI�WKH�SODQV�DOUHDG\�LQ�PRWLRQ�WR�DOWHU�WKH�FXUUHQW�VWDWHV���3URMHFWV�KDYH�
WR�FRQWHQG�ZLWK�WKH�SUHGLFWLRQ�RI�VWDWHV�LQ�WKH�IRUP�RI�ULVN���.QRZOHGJH�WR�XQGHUVWDQG��
WUDQVIHU��DQG�PLWLJDWH�WKH�ULVNV�LV�FUXFLDO�WR�WKH�VXFFHVV�RI�WKH�SURMHFW�DQG�VKRXOG�EH�
FDSWXUHG�LQ�WKH�VWRU\ERDUG�

0DQDJLQJ�5LVN
7KH�VWRU\�RI�PDQDJLQJ�ULVN�LV�DQ�HVVHQWLDO�SDUW�RI�D�VWRU\�ERDUG��3URMHFWV�DUH�FUHDWHG�DV�
REMHFWLYHV�DQG�WKH�LGHQWLILFDWLRQ�RI�ULVNV�WKDW�FDQ�GULYH�YDULDELOLW\�LQ�SHUIRUPDQFH�LV�
OHIW�WR�WKH�SURMHFW�PDQDJHUV���7KH�SUREOHP�ZLWK�ULVN�PDQDJHPHQW�LV�WKDW�LW�LV�
GRPLQDWHG�E\�OHVVRQV�OHDUQHG�IURP�WKH�SDVW���7KH�UHOLDQFH�RQ�WKH�SDVW�EOLQGV¶�SURMHFWV�



WR�WKH�FXUUHQW�FRQGLWLRQV�LQ�WKH�PDUNHWSODFH�DQG�WKH�VLWXDWLRQV�DQG�FLUFXPVWDQFHV�WKDW�
PD\�KDYH�WR�EH�GHDOW�ZLWK�LQ�WKH�IXWXUH���.QRZOHGJH�UHTXLUHG�WR�DGGUHVV�WKH�VLWXDWLRQV�
DQG�FLUFXPVWDQFHV�RI�WKH�FXUUHQW�DQG�IXWXUH�PDUNHW�VWDWHV�UHVLGH�ZLWKLQ�SHRSOH�ZKR�
PD\�QRW�EH�ZLWKLQ�WKH�SURMHFW¶V�RUJDQL]DWLRQ���7KH�DZDUHQHVV�RI�WKLV�UHDOLW\�LV�FUXFLDO�
WR�SODQQLQJ�WKH�PLWLJDWLRQ�RI�WKH�ULVNV�LGHQWLILHG���

7KH�QDWXUH�RI�KXPDQ�EHLQJV�WR�LQQRYDWH�SURGXFHV�QHZ�FLUFXPVWDQFHV�DQG�DGGV�WR�QHZ�
SUREOHPV�DQG�GHPDQGV�QHZ�VROXWLRQV���7KHUH�DUH�QR�JRRG�DQVZHUV�WR�DQ\�RI�WKH�
FLUFXPVWDQFHV�DQG�VLWXDWLRQV�FDXVHG�E\�LQQRYDWLRQ���2UJDQL]DWLRQV�WKDW�SDUWDNH�LQ�
GLVFRXUVHV�DQG�GHOLEHUDWLRQV�DERXW�WKH�QHZ�FRQGLWLRQV�DUH�EHWWHU�HTXLSSHG�WR�DGGUHVV�
WKH�QHHGV�DULVLQJ�IURP�WKH�QHZ�HYHQWV���7KH�NH\�LV�WR�DFTXLUH�WKH�NQRZOHGJH�WR�EXLOG�
RUJDQL]DWLRQV�ZLWK�YLJLODQFH�DQG�LQWHOOLJHQFH�WR�DGGUHVV�WKH�VWUDWHJLF�ULVNV�IDFHG�E\�
WKH�HQWLW\�LQ�WKH�PDUNHWSODFH�E\�GHYHORSLQJ�WKH�VWRULHV�DERXW�ULVN���

&UHDWLQJ�WKH�6WRU\
$�SURMHFW�LV�WKH�VWRU\�DERXW�KRZ�DQ�RUJDQL]DWLRQ�WDVNHG�ZLWK�DFFRPSOLVKLQJ�WKH�
VWUDWHJLF�REMHFWLYH�SXWV�WRJHWKHU�DQ�DFWLRQDEOH�SODQ����7KH�VWRU\�LV�DERXW�KRZ�
LQGLYLGXDOV�DQG�RUJDQL]DWLRQV�LQWHUDFW�DQG�WUDQVDFW�ZLWK�HDFK�RWKHU�WR�GHYHORS�WKH�
QDUUDWLYH�ZKLFK�LV�WKH�SODQ���7KH�PDQQHU�LQ�ZKLFK�D�SURMHFW�FUHDWHV�WKH�LQWHUDFWLRQV�
DQG�WKH�GHVLJQ�RI�FRQYHUVDWLRQV�DUH�HVVHQWLDO�SDUWV�RI�WKH�VWRU\����0DQDJHPHQW�LV�
WDVNHG�ZLWK�SXOOLQJ�WRJHWKHU�DOO�WKH�NQRZOHGJH�UHTXLUHG�WR�SODQ�WKH�HQGHDYRU�DQG�WR�
GHYHORS�WKH�VWRU\�WKDW�FDQ�EH�QDUUDWHG�WR�WKH�SURMHFW�WHDP�DQG�WKH�VWDNH�KROGHUV���7KLV�
LV�RQH�RI�WKH�PRVW�GLIILFXOW�DVSHFWV�RI�SODQQLQJ��

7KH�WKUHH�HVVHQWLDO�LQJUHGLHQWV�WR�EXLOGLQJ�D�VWRU\�DUH�,QIRUPDWLRQ��NQRZOHGJH�DQG�
FRPPXQLFDWLRQ�VWUXFWXUHV�LQ�WKH�PDUNHWSODFH���$�IXQGDPHQWDO�XQGHUVWDQGLQJ�RI�WKHVH�
HOHPHQWV�OHDGV�WR�DQ�LQTXLU\�WKDW�IXHOV�WKH�QDUUDWLYH���7KH�NQLWWLQJ�RI�WKH�QDUUDWLYHV�
UHTXLUHV�NQRZOHGJH�RI�VLWXDWLRQV�DQG�FLUFXPVWDQFHV�WKDW�PD\�EH�HQFRXQWHUHG���
6WRU\ERDUGLQJ�LV�WKH�SURFHVV�WKURXJK�ZKLFK�D�ZHOO�WKRXJKW�RXW�SODQ�HPHUJHV�IURP�DQ�
HIIRUW�WKDW�IRFXVHV�RQ�SUH�SODQQLQJ����7KH�RUJDQL]DWLRQ�DQG�VWUXFWXUH�RI�WKH�HQGHDYRU�
EHJLQV�WR�HPHUJH�IURP�WKLV�HIIRUW�DQG�WKH�SODQ�EHJLQV�WR�WDNH�VKDSH���7KH�LQWHJUDWLRQ�
RI�WKH�SURMHFW¶V�REMHFWLYHV�ZLWK�WKH�PDUNHW�IRUFHV�EHFRPH�HYLGHQW�DQG�WKH�LVVXHV��
FRQVWUDLQWV��IXWXUH�VLWXDWLRQV�DQG�FLUFXPVWDQFHV�DUH�LGHQWLILHG�DQG�DFNQRZOHGJHG����
7KH�FUHDWLRQ�RI�SRZHUIXO�QDUUDWLYHV�UHTXLUHV�SURMHFWV�WR�UHFRJQL]H�WKH�YDOXH�RI�
VWRU\ERDUGLQJ�±EXLOGLQJ�QDUUDWLYHV�IURP�WUDQVDFWLRQV�RI�NQRZOHGJH�DQG�LQIRUPDWLRQ���

&21&/86,21
3URMHFWV�DUH�VWRULHV�DERXW�KRZ�RUJDQL]DWLRQV�SXW�WRJHWKHU�DQ�DFWLRQDEOH�SODQ�DQG�
H[HFXWH�LW���7KH�VWRULHV�DUH�DERXW�LQGLYLGXDOV�LQWHUDFWLQJ�DQG�WUDQVDFWLQJ�ZLWK�HDFK�
RWKHU�WR�GHYHORS�WKH�QDUUDWLYH��ZKLFK�LV�WKH�SODQ���7KH�VRXUFLQJ�RI�NQRZOHGJH�UHTXLUHG�
WR�VXSSRUW�WKH�QDUUDWLYH�DQG�DGGUHVV�WKH�VLWXDWLRQV�DQG�FLUFXPVWDQFHV�OHDGV�WR�



LGHQWLILFDWLRQ�RI�LQGLYLGXDOV�DQG�RUJDQL]DWLRQV�WKDW�PDNH�XS�WKH�UDWLRQDO�RUGHU���7KH�
FRQWULEXWLRQ�RI�DOO�WKH�LQGLYLGXDOV�ZKR�KDYH�D�UROH�WR�SOD\�LQ�WKH�VWRU\�KHOS�GHYHORS�
WKH�QDUUDWLYHV����7KH�NQLWWLQJ�RI�WKH�QDUUDWLYHV�ZLWK�NQRZOHGJH�RI�FXUUHQW�DQG�IXWXUH�
VWDWHV�EXLOGV�WKH�VWRU\ERDUG�IRU�WKH�SURMHFW���

3HUIRUPDQFH�PHDVXUHPHQWV�RI�VWRU\ERDUGHG�SURMHFWV�DUH�PRUH�UHOLDEOH�DQG�SURYLGH�IRU�
RSSRUWXQLWLHV�WR�LQWURGXFH�FRUUHFWLRQV�WR�WKH�QDUUDWLYHV�ZLWK�QHZ�NQRZOHGJH�RU�ZLWK�
H[SHUWV�ZKR�FDQ�VZLQJ�WKH�RXWFRPH�LQ�WKH�SURMHFW¶V�IDYRU�DV�LQ�³0DQ�RQ�WKH�6SRW´����
$V�VWDWHV�FKDQJH�VR�VKRXOG�WKH�QDUUDWLYHV�DQG�WKH�SURMHFW�SODQV���1DUUDWLYHV�WKDW�
FRQWDLQ�WKH�EDVLV�DQG�NQRZOHGJH�VRXUFHV�EHKLQG�WKH�SODQQHG�DFWLRQV�LQFOXGLQJ�WKH�
VLWXDWLRQV�DQG�FLUFXPVWDQFHV�OD\�WKH�JURXQGZRUN�IRU�FKDQJH���7KH�UDWLRQDO�RUGHU�WKDW�
HPHUJHV�IURP�WKH�QDUUDWLYHV�SOD\V�D�FULWLFDO�UROH�LQ�GHWHUPLQLQJ�QHZ�FRXUVHV�WKDW�
SURMHFWV�HPEDUN�RQ�DV�VWDWHV�FKDQJH���7KH�QDUUDWLYHV�DUH�DV�PXFK�DERXW�WKH�FUHDWLRQ�RI�
WKH�QDUUDWLYH�DV�WKH\�DUH�DERXW�WKH�FRQWHQW�RI�WKH�QDUUDWLYH���,W�LV�DERXW�WKH�IUDJPHQWV�
RI�NQRZOHGJH�GLVSHUVHG�DPRQJ�SHRSOH�ZLWKLQ�DQG�RXWVLGH�WKH�HQWLW\�SODQQLQJ�WKH�
HQGHDYRU��LW�LV�DERXW�WKH�VWDWH�RI�WKH�PDUNHWSODFH��LW�LV�DERXW�WKH�VLWXDWLRQ�DQG�
FLUFXPVWDQFHV�RI�WKH�IXWXUH�DQG�LWV�FDXVHV��LW�LV�DERXW�VWUDWHJLF�DQG�RSHUDWLRQDO�ULVNV��LW�
LV�DERXW�WKH�GHVLJQ�RI�FRQYHUVDWLRQV�DQG�FRPPXQLFDWLRQ�VWUXFWXUHV��LW�LV�DERXW�SORWV�
DQG�VXE�SORWV��LW�LV�DERXW�WKH�HQYLURQPHQW��LW�LV�DERXW�FKURQRORJLHV��LW�LV�DERXW�
XQFHUWDLQWLHV�DQG�FHUWDLQWLHV�DV�ZHOO�DV�SRVVLELOLWLHV��DQG�DERYH�DOO�ZLWKLQ�HDFK�
QDUUDWLYH�LW�FDSWXUHV�WKH�VWDWHV�RI�NQRZOHGJH��SDVW��FXUUHQW�DQG�WKH�IXWXUH���

7KH�SXUSRVH�RI�D�ZHOO�NQLW�VWRU\�LV�WR�VWLPXODWH�PLQGV�WR�UHPDLQ�YLJLODQW�WR�FKDQJLQJ�
VWDWHV���7KLV�YLJLODQFH�HQVXUHV�VRXUFLQJ�RI�WKH�UHTXLUHG�NQRZOHGJH�WR�RYHUFRPH�
FRQFHUQV�DQG�WR�PLWLJDWH�ULVNV�SRVHG�E\�VLWXDWLRQV�DQG�FLUFXPVWDQFHV���7KH�SRZHU�RI�
QDUUDWLYHV�KHOSV�GHILQH�WKH�UDWLRQDO�RUGHU�WKDW�HQVXUHV�WKH�IXOOHVW�XVH�RI�NQRZOHGJH�DQG�
KHOSV�EXLOG�WKH�VWRU\�WR�VXFFHVV���7KH�PRVW�LPSRUWDQW�DVSHFW�LV�WKH�DELOLW\�RI�
VWRU\ERDUGLQJ�WR�FDSWXUH�WKH�LPDJLQDWLRQ�RI�SHRSOH�ZLWKLQ�DQG�RXWVLGH�WKH�
RUJDQL]DWLRQ�WKURXJK�QDUUDWLYHV��7KH�VWRU\�FDQ�EH�PDGH�DYDLODEOH�WR�RWKHU�
RUJDQL]DWLRQV�ZKLFK�FDQ�ZLWK�LWV�RZQ�NQRZOHGJH�PRGLI\�LW�DQG�EOHQG�LW�LQWR�WKHLU�
VWRU\���7KHVH�VWRULHV�VSHDN�WR�WKRVH�ZKR�VHHN�WR�XQGHUVWDQG�DQG�EXLOG�D�UDWLRQDO�RUGHU�
IURP�WKH�PDUNHWSODFH���$OO�QDUUDWLYHV�DUH�UHOHYDQW�EXW�WKH�RQHV�ZKLFK�PDNH�IXOOHU�XVH�
RI�NQRZOHGJH�DUH�PRUH�SRZHUIXO�WKDQ�WKH�RQHV�WKDW�GRQ¶W���

5()(5(1&(6
�� +D\HN��)��$����������³7KH�8VH�RI�.QRZOHGJH�LQ�6RFLHW\´���$PHULFDQ�

(FRQRPLF�5HYLHZ��9RO�������1R�������6HS����������SS�������������
�� +LUR\XNL�+LUDQR���������³��3LOODUV�RI�WKH�9LVXDO�:RUNSODFH��7KH�

6RXUFHERRN�IRU��6�,PSOHPHQWDWLRQ��VW�(GLWLRQ
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