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2SHQ�OHWWHU�UH�\RXU�5HYLHZ�LQWR�WKH�)XWXUH�6HFXULW\�RI�WKH�1DWLRQDO�(OHFWULFLW\�0DUNHW�

,�KDYH�UHDG�\RXU�UHFHQW�UHSRUW�ZLWK�LQWHUHVW�� �2YHU�DERXW�KDOI�D�FHQWXU\�,�KDYH�REVHUYHG�WKDW�
JRYHUQPHQW� UHSRUWV� DUH� VRPHWLPHV� GLVKRQHVW�� LGHRORJLFDO�� REIXVFDWRU\�� DXWKRULWDULDQ��
EXUHDXFUDWLVHG��ZDQWLQJ�LQ�FRXUDJH��LOORJLFDO�DQG�VRPHWLPHV�GRZQULJKW�VWXSLG��

,�KDYH�WR�VDOXWH�\RX�VLU���<RXU�UHFHQW�UHSRUW�DSSHDUV�WR�KDYH�VHW�QHZ�KHLJKWV�LQ�WKLV�UHVSHFW��

/HW�PH�WDNH�VRPH�WLPH�WR�H[SODLQ�ZK\�\RXU�UHSRUW�VR�TXDOLILHV��

'LVKRQHVW\�

8QGHU�VHFWLRQ����������RI�WKH�&ULPLQDO�&RGH�$FW�������D�SHUVRQ�FRPPLWV�DQ�RIIHQFH�LI�WKH\�
JLYH�LQIRUPDWLRQ�WR��L��D�&RPPRQZHDOWK�HQWLW\��RU��LL��D�SHUVRQ�ZKR�LV�H[HUFLVLQJ�SRZHUV�RU�
SHUIRUPLQJ� IXQFWLRQV� XQGHU�� RU� LQ� FRQQHFWLRQ� ZLWK�� D� ODZ� RI� WKH� &RPPRQZHDOWK�� $1'� WKH�
SHUVRQ� �WKH� VRXUFH� RI� WKH� LQIRUPDWLRQ�� GRHV� VR� NQRZLQJ� WKDW� WKH� LQIRUPDWLRQ� �L�� LV� IDOVH� RU�
PLVOHDGLQJ��RU��LL��RPLWV�DQ\�PDWWHU�RU�WKLQJ�ZLWKRXW�ZKLFK�WKH�LQIRUPDWLRQ�LV�PLVOHDGLQJ��

$V�ZLOO�EH�VHHQ�EHORZ��\RXU�UHSRUW�DSSHDUV�WR�PHHW�DOO�RI�WKHVH�FRQGLWLRQV���1RZ�,�NQRZ�WKDW�
KROGLQJ� JRYHUQPHQW� RIILFLDOV� WR� WKH� VDPH� OHJDO� VWDQGDUGV� DV� DSSO\� WR� RWKHU� FLWL]HQV� LV�
FRQVLGHUHG��LQ�RIILFLDO�FLUFOHV��WR�EH�XQVSRUWLQJ���,�DOVR�DSSUHFLDWH�WKDW�WKH�3ULPH�0LQLVWHU�DQG�
VXQGU\�0LQLVWHUV�DQG�RWKHU�RIILFLDOV�ZRXOG�ILQG� LW�HQRUPRXVO\�HPEDUUDVVLQJ�ZHUH�WKH�DXWKRU�
RI�\RXU�UHSRUW�WR�EH�WDNHQ�EHIRUH�WKH�FRXUWV���6R�,�VXVSHFW�WKH�FKDQFH�RI�\RX�DFWXDOO\�KDYLQJ�WR�
IDFH�FKDUJHV�LV�SUHWW\�VOLP��

7KDW�GRHV�QRW�DOWHU�WKH�IDFW�WKDW�\RXU�UHSRUW�DSSHDUV�LQ�EUHDFK�RI�VHFWLRQ����������RI�WKH�$FW�LQ�
D�ZD\�WKDW�ZRXOG�OHDG�WR�SHQDOWLHV�IRU�OHVV�SULYLOHJHG�PRUWDOV��

6R�DV�WR�WKH�GHWDLOV���7KH�GRFXPHQW�LV�IDOVH�DQG�PLVOHDGLQJ�LQ�QXPHURXV�ZD\V��EXW�IRU�EUHYLW\�
ZH�ZLOO�VWLFN�ZLWK�WKH�IROORZLQJ��

x WKH�ELJ�OLH�RI�WKH�³&OHDQ�(QHUJ\�7DUJHW´��

x RPLVVLRQ�RI�DQ�DFFXUDWH�H[SODQDWLRQ�RI�KRZ�DQG�ZK\�FRDO�ILUHG��RQ�GHPDQG�SODQWV�DUH�
EHLQJ�GULYHQ�IURP�RXU�HOHFWULFLW\�V\VWHP��

x JURVVO\� PLVOHDGLQJ� VWDWHPHQWV� DERXW� UHODWLYH� FRVWV� RI� YDULRXV� IRUPV� RI� HOHFWULFLW\�
JHQHUDWLRQ��

x RPLVVLRQ�RI�DQ\�PHQWLRQ�RI� WKH�PLQXWH�HIIHFW�� LI� DQ\�� WKDW� \RXU�SURSRVHG�SROLF\�ZLOO�
KDYH�RQ�WHPSHUDWXUHV�IRU�$XVWUDOLD�DQG�WKH�HDUWK�DV�D�ZKROH��

x RPLVVLRQ�RI�GHWDLOV�RI�WKH�EURDG�VRFLDO�DQG�HFRQRPLF�LPSDFWV�DQG�GLIIHUHQW�EDODQFH�RI�
SD\PHQW�FRQVHTXHQFHV�RI�WKH�DOWHUQDWLYH�IRUPV�RI�JHQHUDWLRQ�FRQVLGHUHG��



��

7KH�%LJ�/LH�RI�WKH�³&OHDQ�(QHUJ\�7DUJHW´�

7KH�ZRUG�³FOHDQ´�RFFXUV�DERXW����WLPHV�LQ�\RXU�UHSRUW��SDUWLFXODUO\�LQ�FRQMXQFWLRQ�ZLWK�ZKDW�
\RX�ODEHO�D�³&OHDQ�(QHUJ\�7DUJHW´�� �7KLV�QRPHQFODWXUH�LV�D�VWURNH�RI�ZKLFK�-RVHI�*RHEEHOV�
ZRXOG�EH�SURXG��

,W�FOHDUO\�LPSOLHV�WKDW�WKH�DOWHUQDWLYH��LQ�SDUWLFXODU�RXU�IRVVLO�IXHO�EDVHG�OHJDF\�V\VWHP��ZKLFK�
LV�VWLOO� WKH�VRXUFH�RI� WKH�YDVW�PDMRULW\�RI�$XVWUDOLD¶V�HOHFWULFLW\�SURGXFWLRQ�� LV�GLUW\�DQG� WKXV�
RXJKW�WR�EH�UHSODFHG��

,W� LV� UHSXWHG� WKDW� \RX�DUH� D� VFLHQWLVW�� �$V� VXFK�� \RX�PXVW�EH� DZDUH� WKDW� WKH�PDLQ� HPLVVLRQV�
IURP� IRVVLO�IXHO�JHQHUDWRUV� DUH�ZDWHU�YDSRXU� DQG�FDUERQ�GLR[LGH� �&2��� DQG�QRW� WKH� HOHPHQW�
FDUERQ� LQ� PROHFXODU� RU� SDUWLFXODWH� IRUP�� � $IWHU� DOO�� WKH� ZKROH� $QWKURSRPRUSKLF� *OREDO�
:DUPLQJ� WKHVLV� LV� DERXW� WKH� SXUSRUWHG� LPSDFW� RI� HOHYDWHG� OHYHOV� RI� DWPRVSKHULF� FDUERQ�
GLR[LGH�RQ�JOREDO�FOLPDWH��QRW�HOHYDWHG�OHYHOV�RI�FDUERQ��

$V�D�VFLHQWLVW��\RX�PXVW�EH�DZDUH�WKDW�WKLV�QHIDULRXV�VXEVWDQFH��LPSOLFLWO\�ODEHOOHG�³XQFOHDQ´�
LQ�\RXU� UHSRUW��GRHV�QRW�DFWXDOO\�EODFNHQ�RU�GLVFRORXU�FORWKHV�RQ� WKH�ZDVKLQJ� OLQH��GRHV�QRW�
GHJUDGH�RXU�SK\VLFDO�LQIUDVWUXFWXUH��GRHV�QRW�LQWHUIHUH�ZLWK�WKH�RSHUDWLRQ�RI�PDFKLQHU\��GRHV�
QRW�FDXVH�XQIRUWXQDWH�RGRXUV��GRHV�QRW�REVFXUH�WKH�VN\��GRHV�QRW�LUULWDWH�WKH�VNLQ�RU�H\HV��DQG�
GRHV�QRW�FDXVH�KDUP�WR�RXU�OXQJV�RU�RWKHU�SDUWV�RI�WKH�KXPDQ�ERG\���,Q�VKRUW��LW�GRHV�QRWKLQJ�
WKDW�ILWV�ZLWK�ZKDW�SHRSOH�QRUPDOO\�XQGHUVWDQG�DV�³XQFOHDQ´�RU�³SROOXWLRQ´��

,QGHHG�� \RX� DUH� QR� GRXEW� DZDUH� WKDW� HYHU\� EUHDWK� \RX�� DQG� WKH� UHVW� RI� XV�� H[KDOH� KDV� D�
FRQFHQWUDWLRQ�RI�&2��DERXW�����WLPHV�KLJKHU�WKDQ�LQ�WKH�DWPRVSKHUH���3HUKDSV�\RX�LQWHQG�WR�
FODLP�WKDW�DOO�PDQNLQG�KDV�XQFOHDQ�EUHDWK�RQ�WKLV�EDVLV��

<RX�DUH� DOVR�XQGRXEWHGO\� DZDUH� WKDW�ZLWKRXW� FDUERQ�GLR[LGH� WKHUH�ZRXOG�EH�QR� OLIH�� DV�ZH�
NQRZ�LW��RQ�HDUWK��WKDW�LW�LV�DV�HVVHQWLDO�IRU�RXU�OLIH�DV�DUH�ZDWHU��R[\JHQ�DQG�OLJKW���<RX�PXVW�
NQRZ�WKDW��WRJHWKHU�ZLWK�OLJKW�DQG�ZDWHU��LW�LV�WKH�FULWLFDO�LQSXW�IRU�SODQW�OLIH��WR�EH�FRQYHUWHG�
LQWR�FDUERQ�FRPSRXQGV�XSRQ�ZKLFK�RXU�RZQ�VXVWHQDQFH�WKHQ�GHSHQGV��

'R�\RX�FODLP�WKDW�ZDWHU��OLJKW�DQG�R[\JHQ�DUH�DOVR�³XQFOHDQ´"�

7KH�VLPSOH�IDFW�LV�WKDW�FDUERQ�GLR[LGH�LQ�QR�ZD\�PHHWV�DQ\�FULWHULD�IRU�EHLQJ�³XQFOHDQ´�DQG�
\RX�NQRZ� WKDW�\RX�KDYH� LQWHQWLRQDOO\�XVHG�D� IDOVH� ODEHO� WR�HPRWLRQDOO\�PLVOHDG� WKH�EURDG�
PDMRULW\�RI�WKH�FRPPXQLW\��LQFOXGLQJ�PDQ\�SROLWLFLDQV��DERXW�WKH�WUXH�QDWXUH�RI�WKH�HPLVVLRQV�
IURP�IRVVLO�IXHO�SODQWV��

2PLVVLRQ�RI�DFFXUDWH�UHDVRQ�IRU�WKH�GLVSODFHPHQW�RI�FRDO�ILUHG�JHQHUDWRUV�

<RXU� UHSRUW� UHIHUV� WR� WKH� FORVXUH� RI� FRDO�ILUHG� SRZHU� VWDWLRQV� DQG� DQWLFLSDWHV� FRQWLQXLQJ�
FORVXUHV���,Q�IDFW�\RX�UHDOLVH�WKLV�LV�UDSLGO\�EHFRPLQJ�GLVDVWURXV�IRU�WKH�WRWDO�HOHFWULFLW\�V\VWHP�
VR�\RX�SURSRVH�D�GUDFRQLDQ�UXOH�WKDW�RSHUDWRUV�RI�VXFK�SODQWV�PXVW�JLYH�WKUHH�\HDUV�QRWLFH�RI�
FORVXUH��DQ�DXWKRULWDULDQ�DFWLRQ�ZKLFK�DSSHDUV�WR�KDYH�UHDO�SUREOHPV�DW�ODZ��

,W�LV�FOHDU�\RX�UHDOLVH�WKH�SUREOHP���%XW�LW�LV�RQO\�SRVVLEOH�WR�RIIHU�D�SURSHU�VROXWLRQ�LI�\RX�DUH�
KRQHVW�DERXW�WKH�FDXVH���$QG�\RX�VXUHO\�NQRZ�WKDW�WKHVH�FORVXUHV�DUH�GXH�WR�WKH�5(7�VFKHPH�
DQG� WKH� PDVVLYH� VXEVLGLHV� LW� RIIHUV� WR� XQSUHGLFWDEOH�� LQWHUPLWWHQW� HOHFWULFLW\� GHYLFHV� �,('V��
�L�H��WKH�RQHV�\RX�TXDLQWO\�FDOO�95(V���ZKLFK�\RXU�UHSRUW�GRHV�QRW�KRQHVWO\�DGPLW��
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8QGHU� WKH�5(7�VFKHPH�� IRVVLO�IXHO�JHQHUDWRUV�KDYH�D� VLQJOH� VRXUFH�RI� LQFRPH��ZKLFK� LV� WKH�
PRQH\�SDLG�IRU�WKH�HOHFWULFLW\�WKH\�VHOO�LQWR�WKH�JULG���,('V�KDYH�WZR�VRXUFHV��PRQH\�SDLG�IRU�
HOHFWULFLW\� VROG� LQWR� WKH� JULG� DQG� PRQH\� SDLG� �XOWLPDWHO\� E\� HOHFWULFLW\� FRQVXPHUV�� IRU� WKH�
5(&V� WKH� IHGHUDO� JRYHUQPHQW�DXWKRULVHV� WKHP� WR�SULQW�DQG�ZKLFK�HOHFWULFLW\�GLVWULEXWRUV�DUH�
FRPSHOOHG�WR�EX\��

/DVW�\HDU�WKH�DYHUDJH�$(02�16:�HOHFWULFLW\�SULFH�ZDV��������SHU�0:K����,W�ZDV��������LQ�
�����DQG��������VR�IDU�IRU����������2YHU�WKH�ODVW�VL[�PRQWKV��WKH�VSRW�SULFH�IRU�/DUJH�6FDOH�
*HQHUDWLRQ�&HUWLILFDWHV��/*&���PDQGDWHG�XQGHU�WKH�5(7��KDV�YDULHG�DURXQG�����SHU�0:K���

6R��LQ�WKDW�SHULRG��XVLQJ�URXQGHG�QXPEHUV�IRU�LOOXVWUDWLRQ���D�FRDO�ILUHG�JHQHUDWRU�VHOOLQJ�LQWR�
WKH�JULG�DW�VSRW�SULFHV�PLJKW�UHFHLYH�����SHU�0:K�VXSSOLHG���+RZHYHU��DQ�,('�ZRXOG�UHFHLYH�
WKH� VDPH� VSRW� SULFH� RI� ���� SHU�0:K�$1'�D� IXUWKHU� ���� SHU�0:K� IURP� VHOOLQJ� WKH�5(7�
PDQGDWHG�/*&�LW�LV�DXWKRULVHG�WR�FUHDWH�IRU�HDFK�0:K�VXSSOLHG�LQWR�WKH�JULG���6R��IRU�VHOOLQJ�
WKH�VDPH�DPRXQW�RI�HOHFWULFLW\��WKH�FRDO�ILUHG�JHQHUDWRU�UHFHLYHV������ZKLOH�WKH�,('�UHFHLYHV�
������

2I�FRXUVH��DV�\RX�NQRZ��WKH�V\VWHP�LV�HYHQ�PRUH�ZHLJKWHG�WR�WKH�EHQHILW�RI�WKH�,('���7KH�VSRW�
SULFH� YDULHV� JUHDWO\� HYHQ� ZLWKLQ� D� GD\� EXW� LQ� D� ZD\� WKDW� JXDUDQWHHV� WKH� ,('� SURYLGHU� ZLOO�
DOZD\V� UHFHLYH� PRUH� LQ� WRWDO� SHU� 0:K� WKDQ� WKH� IRVVLO�IXHO� JHQHUDWRU� EHFDXVH� RI� WKDW� /*&�
VXEVLG\�ZKLFK�HOHFWULFLW\�FRQVXPHUV�DUH�DOO�IRUFHG�WR�SD\��

%HFDXVH�RI� WKH�FRPELQDWLRQ�RI� WKH�VXEVLGLHV�DQG�WKH�$(02¶V�UXOHV�IRU�VXSSO\�RI�HOHFWULFLW\�
LQWR�WKH�JULG��,('V�DUH�HIIHFWLYHO\�JXDUDQWHHG�WR�EH�DEOH�WR�VHOO�LQWR�WKH�JULG�DOO�WKH�HOHFWULFLW\�
WKH\� SURGXFH� �ZKHQ� WKH� ZLQG� LV� EORZLQJ� ULJKW� RU� WKH� VXQ� LV� VKLQLQJ�� ZKLOH� IRVVLO�IXHO�
JHQHUDWRUV� DUH� DOORZHG� WR� VXSSO\� RQO\� WKH� EDODQFH� QHHGHG� WR� PHHW� GHPDQG�� GHVSLWH� WKHLU�
FDSDFLW\�WR�SURYLGH�UHOLDEOH�SRZHU�������

6R��WKDQNV�WR�IHGHUDO�DQG�VWDWH�JRYHUQPHQWV��ZH�KDYH�D�FRPELQDWLRQ�RI�PDUNHW�VWUXFWXUHV�DQG�
VXEVLGLHV�ZKLFK� SD\�PRUH�PRQH\� IRU� HOHFWULFLW\� IURP� WKH� OHDVW� UHOLDEOH� DQG�PRVW� H[SHQVLYH�
JHQHUDWRUV� DQG� JLYHV� WKRVH� JHQHUDWRUV� SULYLOHJHG� DFFHVV� WR� WKH� JULG�� JXDUDQWHHLQJ� WKHLU�
SUROLIHUDWLRQ�ZKLOH�PDNLQJ�IRVVLO�IXHO�JHQHUDWRUV�XQHFRQRPLF�� �7KH�PRUH� ,('V�DGGHG� WR� WKH�
JULG�� WKH� OHVV� HFRQRPLF� IRVVLO�IXHO� JHQHUDWRUV� ZLOO� EHFRPH�� WKXV� GULYLQJ� WKHP� IURP� RXU�
HOHFWULFLW\�V\VWHP�DQG�LQFUHDVLQJ�ERWK�WKH�SULFH�WR�HOHFWULFLW\�FRQVXPHUV�DQG�WKH�XQUHOLDELOLW\�
DQG�LQVHFXULW\�RI�WKH�JULG��

,W�ZRXOG�EH�KDUG�WR�GHYLVH�D�PRUH�SHUYHUVH�V\VWHP�LI�WKH�DLP�LV�WR�SURYLGH�ORZ�FRVW��VHFXUH�DQG�
UHOLDEOH�HOHFWULFLW\�IRU�WKH�SHRSOH�RI�$XVWUDOLD�±�DV�\RXU�WHUPV�RI�UHIHUHQFH�VSHFLI\��

)DLOLQJ�WR�VSHOO�WKDW�RXW�LQ�D�UHSRUW�RQ�³WKH�IXWXUH�VHFXULW\�RI�WKH�QDWLRQDO�HOHFWULFLW\�PDUNHW´�LV�
FOHDUO\� D� PDWHULDO� RPLVVLRQ� ZKRVH� HIIHFW� LV� WR� PLVOHDG� DQG� WKXV� EUHDFK� V��������� RI� WKH�
&ULPLQDO�&RGH�$FW�������

0LVOHDGLQJ�VWDWHPHQWV�DERXW�UHODWLYH�FRVWV�RI�YDULRXV�IRUPV�RI�HOHFWULFLW\�JHQHUDWLRQ�

*LYHQ� WKDW� HOHFWULFLW\� SULFHV� DQG� FRVWV� WR� FRQVXPHUV� DQG� LQGXVWU\� DUH� SDUW� RI� \RXU� WHUPV� RI�
UHIHUHQFH��LW�VHHPV�VWUDQJH�WKDW�\RXU�UHSRUW�LJQRUHV�WKH�KLVWRU\�RI�HOHFWULFLW\�SULFHV�LQ�$XVWUDOLD�

��6RXUFH��KWWSV���ZZZ�DHPR�FRP�DX�(OHFWULFLW\�1DWLRQDO�(OHFWULFLW\�0DUNHW�1(0�'DWD�GDVKERDUG�DYHUDJH�
SULFH�WDEOH�
��6RXUFH��KWWS���JUHHQPDUNHWV�FRP�DX�UHVRXUFHV�OJF�PDUNHW�SULFHV�



��

DQG� SUHIHUV�� LQVWHDG�� WR� GDEEOH� LQ� SULFH� IRUHFDVWV� GHVSLWH� WKH� IRUHFDVWHUV� KDYLQJ� D� KLVWRU\� RI�
EHLQJ�EDGO\�ZURQJ��

3UHVXPDEO\�\RX�DUH�IDPLOLDU�ZLWK�WKH�JHQHUDO�KLVWRULFDO�SDWWHUQ�RI�FRQVXPHU�HOHFWULFLW\�SULFHV�
VKRZQ�LQ�WKH�JUDSK�EHORZ��ZKLFK�VKRZV�UHDO�SULFHV�DV�DQ�LQGH[�IRU�WKH�SHULRG������±��������
7KH�KLJKOLJKWV�DUH��

x 'XULQJ� WKH� IRXU� GHFDGHV� FRYHUHG� LQ� ZKLFK� VWDWH� JRYHUQPHQWV� ZHUH� LQGHSHQGHQWO\�
UHVSRQVLEOH� IRU� SURGXFLQJ� DQG� GLVWULEXWLQJ� HOHFWULFLW\� LQ� WKHLU� VWDWHV�� UHDO� HOHFWULFLW\�
SULFHV�IHOO�E\�DERXW������SURYLGLQJ�D�ODUJH�EHQHILW�WR�FRQVXPHUV�DQG�LQGXVWU\��

x ,Q�WKH�WZR�GHFDGHV�VLQFH�WKH�LQFHSWLRQ�RI�WKH�1DWLRQDO�(OHFWULFLW\�0DUNHW��ZKLFK�ZDV�
VXSSRVHG�WR�IXUWKHU�UHGXFH�SULFHV��$XVWUDOLD�KDV�KDG�D�PRUH�WKDQ�����LQFUHDVH�LQ�UHDO
HOHFWULFLW\�SULFHV�� VR� WKDW� WKH\�KDYH�ZLSHG�RXW�DOO� WKH�JDLQV�PDGH�EHWZHHQ� WKH�����V�
DQG�����V��QRZ�H[FHHG�WKH�UHDO�SULFH�LQ�������DQG�DSSHDU�KHDGHG�³WR�WKH�PRRQ´��

x 0RVW� RI� WKH� LQFUHDVH� LQ� UHDO� SULFHV� KDV� RFFXUUHG� RYHU� WKH� ODVW� GHFDGH� RU� VR� DQG� LV�
VWURQJO\�FRUUHODWHG�ZLWK�WKH�LQFUHDVH�LQ�SURGXFWLRQ�IURP�,('V��

,�DSSUHFLDWH�WKDW�FRUUHODWLRQ�LV�QRW�FDXVDWLRQ�EXW�QRUPDOO\�LQ�VFLHQFH�ZKHQ�D�FRUUHODWLRQ�H[LVWV�
SHRSOH�GR� DW� OHDVW� ORRN� FORVHO\� WR� WU\� WR�GHWHUPLQH�ZKHWKHU� WKLV� LV� D� VSXULRXV� FRUUHODWLRQ�RU�
ZKHWKHU�WKHUH�LV�D�UHDO�FRQQHFWLRQ���<RXU�UHSRUW�DSSHDUV�WR�LQWHQWLRQDOO\�DYRLG�VXFK�D�QRUPDO�
SUDFWLFH��

0RVW�SHRSOH�FRQVLGHULQJ�WKH�KLVWRU\�VKRZQ�LQ�WKH�JUDSK�ZRXOG�DW�OHDVW�VHW�RXW�WR�HYDOXDWH�WKH�
K\SRWKHVLV� WKDW� WKH� HOHFWULFLW\� VXSSO\� DUUDQJHPHQWV� $XVWUDOLD� KDG�� LQ� WKH� SHULRG� EHIRUH� WKH�



��

1(0� DQG� LQWHUPLWWHQW� HQHUJ\�� ZHUH� LQ� IDFW� VXSHULRU� WR� ZKDW� QRZ� H[LVWV� LQ� WHUPV� RI� SULFH��
UHOLDELOLW\�DQG�VHFXULW\��

<HW� \RX� KDYH� HVFKHZHG� OD\LQJ� RXW� WKLV� LQIRUPDWLRQ� IRU� JRYHUQPHQWV� DQG� WKH� FRPPXQLW\��
LQIRUPDWLRQ� ZKLFK� PLJKW� OHDG� WR� YHU\� GLIIHUHQW� FRQFOXVLRQV� WKDQ� DGYRFDWHG� LQ� \RXU� UHSRUW���
<RX�SURYLGH�QR�DQDO\VLV�DV�WR�ZK\�$XVWUDOLD�LV�SUHYHQWHG�IURP�UHYHUWLQJ�WR�WKH�EHQHILWV�RI�ORZ�
FRVW��UHOLDEOH�HOHFWULFLW\�VXSSO\�DQG�WKH�PHDQV�WKURXJK�ZKLFK�WKDW�ZDV�GHOLYHUHG��

,QVWHDG�\RX�VLPSO\�DVVHUW��ZLWKRXW�DQ\�ORJLFDO�DUJXPHQW�RU�HYLGHQFH��³7KHUH�LV�QR�JRLQJ�EDFN�
IURP� WKH� PDVVLYH� LQGXVWULDO�� WHFKQRORJLFDO� DQG� HFRQRPLF� FKDQJHV� IDFLQJ� RXU� HOHFWULFLW\�
V\VWHP�´��S������<HW�LQ�\RXU�RZQ�UHSRUW�\RX�WHOO�XV�WKDW�LQ�����������RI�HOHFWULFLW\�LQ�WKH�1(0�
FDPH�IURP�FRDO�ILUHG�JHQHUDWRUV��S�������

,QFOXGLQJ�K\GUR� DQG� JDV�ILUHG� VWDWLRQV��ZKLFK� DOVR� DUH�RQ�GHPDQG��RYHU� ����RI�$XVWUDOLD¶V�
HOHFWULFLW\� SURGXFWLRQ� LV� VWLOO� IURP� QRQ�LQWHUPLWWHQW� JHQHUDWRUV�� � 'HVSLWH� WKDW�� \RX� ZDQW� WR�
FODLP� LW� LV� LPSRVVLEOH� WR� FDOO� D� KDOW� WR� WKH� OHPPLQJ�OLNH� UXVK� WR� LQVWDOO� PRUH� ,('V� EHFDXVH�
³WKHUH�LV�QR�JRLQJ�EDFN´��

,W�LV�SDWHQWO\�REYLRXV�WKDW�LI�$XVWUDOLD�ZDQWV�WR�UHJDLQ�D�ORZ�FRVW��UHOLDEOH�HOHFWULFLW\�VXSSO\�LW�
LV� LQ�D�SRVLWLRQ� WR�GR�VR�� �&HUWDLQO\� VRPH�RI� WKRVH�JHQHUDWRUV�ZLOO�KDYH� WR�EH� UHSODFHG�RYHU�
WLPH���7KDW�LV�WKH�FDVH�ZLWK�DQ\�LQGXVWULDO�IDFLOLW\��HYHQ�ZLQG�WXUELQHV��

<RX�QRWH��S������WKDW�WKH�ZHLJKWHG�FRVW�RI�FDSLWDO�IRU�FRDO�ILUHG�VWDWLRQV�LV�QRZ�PXFK�KLJKHU�
WKDQ�IRU�LQWHUPLWWHQW�JHQHUDWRUV���7KDW�KDV�QRWKLQJ�WR�GR�ZLWK�WKH�WHFKQRORJ\�SHU�VH���&RVW�RI�
FDSLWDO�LV�DOZD\V�UHODWHG�WR�ULVN���7KH�SUR�LQWHUPLWWHQW��DQWL�IRVVLO�IXHO�SROLFLHV�RI�JRYHUQPHQWV��
WRJHWKHU�ZLWK�RVFLOODWLQJ�SROLFLHV� DV� HPLVVLRQ� IDQWDVLHV�NHHS�FROOLGLQJ�ZLWK� UHDOLW\�� KDV�QRZ�
FDXVHG�H[WUHPH�ULVN�IRU�DQ\�SULYDWH�JHQHUDWRU�QRW�EDFNHG�E\�VXEVLGLHV��

2XU� FRDO�ILUHG� HOHFWULFLW\� LQIUDVWUXFWXUH� EHIRUH� WKH� 1(0� DFWXDOO\� KDG� ORZ� FRVW� RI� FDSLWDO��
EHFDXVH�LW�ZDV�D�ORZ�ULVN�DFWLYLW\�LQ�JRYHUQPHQW�KDQGV��

%HFDXVH�RI�WKH�XQFHUWDLQW\�FUHDWHG�E\�JRYHUQPHQWV��$XVWUDOLD�ZLOO�RQO\�EXLOG�PRUH�ORZ�FRVW��
UHOLDEOH�HOHFWULFLW\�JHQHUDWRUV�ZKHQ�LW�LV�HLWKHU�GRQH�E\�JRYHUQPHQW�RU�GRQH�ZLWK�D�WDNH�RU�SD\�
FRQWUDFW�ZLWK�JRYHUQPHQW���7KH�RQO\�ZD\�$XVWUDOLD�ZLOO�EH�DEOH�WR�UHJDLQ�D�ORZ�FRVW�UHOLDEOH�
DQG�VHFXUH�HOHFWULFLW\�VXSSO\�LV�WKURXJK�WKH�PHDQV�WKDW�SURGXFHG�LW�LQ�WKH�SDVW��

2I� FRXUVH� WKDW� DOVR�PHDQV� DEROLWLRQ�RI� WKH�1(0�DQG� WKH�PDVVLYH� DUP\�RI�ZHOO� SDLG�SDSHU�
SXVKHUV� ZKLFK� KDYH� FRPH� ZLWK� LW�� � 7KH\� KDYH� DGGHG� QRWKLQJ� WR� WKH� VHFXULW\� RI� $XVWUDOLD¶V�
HOHFWULFLW\� VXSSO\� EXW� KDYH�� DV� WKH� GDWD� VKRZV�� PDVVLYHO\� LQIODWHG� WKH� FRVW� RI� $XVWUDOLD¶V�
HOHFWULFLW\���7KH\�DUH�WKHPVHOYHV�DQ�DGGLWLRQDO�H[SHQVH�IRU�ZKLFK�FRQVXPHUV�DUH�IRUFHG�WR�SD\��

7KH�IDFW�WKDW�\RX�KDYH�IDLOHG�WR�SUHVHQW�DQG�H[SODLQ�KRZ�$XVWUDOLD�SURYLGHG�VHFXUH��ORZ�FRVW�
HOHFWULFLW\�ZLWK�JHQHUDOO\�GHFOLQLQJ�UHDO�SULFHV�LQ�WKH�PRUH�WKDQ�IRXU�GHFDGHV�EHIRUH�WKH�1(0�
LV�D�PDMRU� LQVWDQFH�RI�SUHVHQWLQJ�PLVOHDGLQJ� LQIRUPDWLRQ� WKURXJK�RPLVVLRQ� WKXV�D�EUHDFK�RI�
V���������RI�WKH�&ULPLQDO�&RGH�$FW�������

'HVWUXFWLYH�FRPSOH[LW\�DQG�ODFN�RI�DFFRXQWDELOLW\�

,QFUHDVHG� RUJDQLVDWLRQ� FRPSOH[LW\� WHQGV� WR� GHJUDGH� SHUIRUPDQFH�� � $XVWUDOLD¶V� HOHFWULFLW\�
V\VWHP�SUH�1(0�ZDV�PXFK� VLPSOHU� WKDQ� WKDW�ZKLFK� QRZ� H[LVWV�� � ,Q� HDFK� VWDWH� WKHUH�ZDV� D�
XQLWDU\�RUJDQLVDWLRQ�UHVSRQVLEOH�IRU�WKH�HIILFLHQW�DQG�VHFXUH�SURGXFWLRQ�RI�HOHFWULFLW\��XVLQJ�D�
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VPDOO� QXPEHU� RI� KLJK� FDSDFLW\� SODQWV�� � /LNHZLVH� WKH� WUDQVPLVVLRQ� V\VWHP� ZDV� UHODWLYHO\�
VLPSOH��EHLQJ�IRFXVHG�RQ�PRYLQJ�HOHFWULFLW\�IURP�WKDW�VPDOO�QXPEHU�RI�SODQWV�WR�HQG�XVHUV���,Q�
DGGLWLRQ�� WKHUH�ZDV�VWURQJ�DFFRXQWDELOLW\� IRU�SHUIRUPDQFH� WKRXJK�VWDWH�JRYHUQPHQWV�HDFK�RI�
ZKLFK� ZDV� ZKROO\� LQ� FKDUJH� RI� SURGXFLQJ� DQG� GLVWULEXWLQJ� WKH� VWDWH¶V� HOHFWULFLW\� DQG�
DFFRXQWDEOH�WR�WKH�HOHFWRUDWH�IRU�WKH�UHOLDELOLW\�DQG�SULFH�RI�GRLQJ�VR��

7KH� 1(0� IUDJPHQWHG� WKH� SURGXFWLRQ� FRPSRQHQWV� DQG� RYHUODLG� WKDW� ZLWK� PXOWLSOH� RWKHU�
RUJDQLVDWLRQV��HDFK�RI�ZKLFK�KDV�DQ�LQWHUDFWLQJ�UROH�ZLWK�RWKHUV�DQG�HDFK�RI�ZKLFK�DGGV�WR�WKH�
FRPSOH[LW\�RI�WKH�ZKROH�LQGXVWU\��

,Q�DGGLWLRQ��DFFRXQWDELOLW\�WR�HOHFWRUDWHV�KDV�EHHQ�GHVWUR\HG���7KH�LQGXVWU\�LV�QRZ�QRWLRQDOO\�
RYHUVHHQ� E\� &2$*� ±� EXW� FLWL]HQV� GRQ¶W� JHW� WR� YRWH� RQ� &2$*� DQG� WKH� UHVXOWV� FLWL]HQV�
H[SHULHQFH� PD\� EH� SUHGRPLQDQWO\� GHWHUPLQHG� E\� PHPEHUV� RI� &2$*� RWKHU� WKDQ� WKHLU� RZQ�
VWDWH�UHSUHVHQWDWLYHV���7KHUH�LV�QR�GLUHFW�DFFRXQWDELOLW\�WR�YRWHUV�E\�WKH�PXOWLSOH�ERGLHV�HDFK�
RI�ZKLFK�ILGGOHV�ZLWK�WKH�HOHFWULFLW\�V\VWHP�EXW�QRQH�RI�ZKLFK�KDV�DFWXDO�RYHUDOO�FRQWURO��

(OHFWULFLW\� VXSSO\� LV� LQKHUHQWO\� D� PRQRSRO\� RU� ROLJRSRO\� DFWLYLW\�� HVSHFLDOO\� LQ� D� VPDOO�
HFRQRP\�VXFK�DV�$XVWUDOLD¶V���3UH�1(0�WKHUH�ZDV�D�VWDWH�PRQRSRO\�LQ�WKH�KDQGV�RI�HDFK�VWDWH�
JRYHUQPHQW�� UHVSRQVLEOH� WR� LWV� YRWHUV� IRU� WKH� GLVFKDUJH� RI� WKDW� PRQRSRO\�� DQG� WKRVH� ORFDO�
PRQRSROLHV�ZHUH�LQ�FRPSHWLWLRQ�ZLWK�RQH�DQRWKHU�WR�DWWUDFW�LQGXVWU\�WR�WKHLU�VWDWHV���:KHQ�WKH�
1(0�FDPH�LQWR�EHLQJ��WKRVH�ORFDO�PRQRSROLHV�ZHUH�EURNHQ�XS�EXW�WKH\�DUH�QRZ�UHIRUPLQJ�DV�
DQ�ROLJRSRO\�VSDQQLQJ�WKH�FRXQWU\�DQG�QRW�XQGHU�WKH�FRQWURO�RI�YRWHUV��

<RX�UHSRUW��S������WKDW�³,Q�WKH�SHULRG�IURP������WR�������WKH�PDMRU�UHWDLOHUV�KDYH�LQFUHDVHG�
WKHLU�VKDUH�RI�1(0�JHQHUDWLRQ�FDSDFLW\�IURP����SHU�FHQW�WR����SHU�FHQW´���7KH�ORJLF�RI�WKHLU�
DFWLRQ�� IURP� WKHLU� SHUVSHFWLYH�� LV� XQDVVDLODEOH�� � 6R� ZH� DUH� LQ� WKH� SURFHVV� RI� UHSODFLQJ� ZKDW�
ZHUH� VWDWH�PRQRSROLHV�XQGHU� WKH�FRQWURO�RI� VWDWH�YRWHUV��ZLWK�D� WKUHH�PHPEHU�ROLJRSRO\�QRW�
XQGHU�FRQWURO�RI�WKH�YRWHUV���:H�DUH�KHDGLQJ�IRU�JUHDWHU�FRQFHQWUDWLRQ�LQ�FRQWURO�RI�HOHFWULFLW\�
JHQHUDWLRQ� WKDQ� ZH� KDYH� LQ� ILQDQFLDO� VHUYLFHV�� ZLWK� WKDW� ROLJRSRO\� EHLQJ� H[SORLWHG� WR� WKH�
EHQHILW�RI�LWV�RZQHUV��ZLWK�JUHDWHU�IRUHLJQ�FRQWURO��UDWKHU�WKDQ�WKDW�RI�WKH�FLWL]HQV�RI�VWDWHV��

,Q� D� FKDSWHU� KHURLFDOO\� HQWLWOHG� 6WURQJHU� *RYHUQDQFH�� \RX� UHIHU� WR� PXOWLSOH� LQVWLWXWLRQV�
QHHGLQJ� WR� KDYH� ³VKDUHG� DFFRXQWDELOLW\´�� � $Q\RQH� ZLWK� WKH� OHDVW� XQGHUVWDQGLQJ� RI�
RUJDQLVDWLRQV�NQRZV�WKLV�LV�DQ�R[\PRURQ���³6KDUHG�DFFRXQWDELOLW\´�PHDQV�QR�RQH�FDQ�DFWXDOO\�
EH�KHOG�WR�DFFRXQW��L�H��SHQDOLVHG�IRU�EDG�SHUIRUPDQFH���$UJXLQJ�IRU�³VKDUHG�DFFRXQWDELOLW\´�WR�
SURGXFH� VWURQJHU� JRYHUQDQFH� LV� SLRXV� FDQW�� � (LWKHU� WKHUH� LV� VRPH� LGHQWLILHG� SDUW\� ZLWK�
DXWKRULW\��ZKR�FDQ�EH�GLVPLVVHG�E\�WKH�YRWHUV��RU�QR�RQH�LV�DFFRXQWDEOH��

<RXU�³VROXWLRQ´�WR�WKLV�SUREOHP�LV�WKH�DGGLWLRQ�RI�PRUH�LQVWLWXWLRQV�WKDW�ZLOO�PDNH�WKH�ZKROH�
V\VWHP�HYHQ�PRUH�FRPSOH[�DQG�HYHQ�IXUWKHU�UHPRYHG�IURP�WKH�FRQWURO�RI�FLWL]HQV��

&RHUFLQJ�FRQVXPHUV�

3DUW�RI�\RXU�SHUYHUVH�³VROXWLRQ´�LV�WR�PDNH�FRQVXPHUV�DGMXVW�WKHLU�HOHFWULFLW\�GHPDQG�WR�ILW�WKH�
YDJDULHV� RI� SURGXFWLRQ� E\� ,('V�� VRPHWKLQJ�ZKLFK�ZDV� XQQHFHVVDU\� EHIRUH� VXEVLGLVHG� ,('V�
ZHUH�LQWURGXFHG�WR�RXU�HOHFWULFLW\�V\VWHP��

,Q� D�PDVWHUSLHFH� RI�2UZHOOLDQ� ODQJXDJH��ZRUWK\� RI������� \RX� FODLP� WR� SURSRVH� ³UHZDUGLQJ�
FRQVXPHUV´��&KDSWHU����ZKHQ�LQ�UHDOLW\�\RXU�SODQ�LV�DOO�DERXW�SXQLVKLQJ�$XVWUDOLDQV�ZKR�ZLVK�
WR� FRQVXPH� HOHFWULFLW\� EXW� \RX�ZLOO� SXQLVK� WKHP�D� OLWWOH� OHVV� LI� WKH\� FRQVXPH�RQO\� DW� WLPHV�
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ZKLFK�VXLW� WKH�YDJDULHV�RI� \RXU� V\VWHP�ZKRVH�SXUSRVH� LV� WR� IRVWHU� WKH� LQWURGXFWLRQ�RI�PRUH�
,('V��

<RX�VWDWH�WKDW�³$Q�LQFUHDVLQJ�SURSRUWLRQ�RI�LQYHVWPHQW�LQ�QHZ�JHQHUDWLRQ�DVVHWV�FRPHV�IURP�
LQGLYLGXDO� FRQVXPHUV�´� �S�� ����� � 3HUKDSV� \RX� LPDJLQH� FRQVXPHUV� MXVW� ZDQW� WR� DGRUQ� WKHLU�
URRIWRSV�ZLWK�VRODU�SDQHOV��

7KH� UHDO� UHDVRQ� LV�� RI� FRXUVH�� VKRZQ� LQ� WKH� HDUOLHU� JUDSK�� L�H�� WKH� PDVVLYH� DQG� FRQWLQXLQJ�
LQFUHDVH�LQ�UHDO�HOHFWULFLW\�SULFHV�WKURXJK�WKH�JULG�DV�D�FRQVHTXHQFH�RI�WKH�H[SORVLRQ�RI�,('V��
WRJHWKHU�ZLWK�WKH�LQFHQWLYHV�JRYHUQPHQWV�SURYLGHG�IRU�SHRSOH�WR�LQVWDOO�VRODU�SDQHOV��

7KDW�LQ�WXUQ�OHDGV�WR�LQHIILFLHQW�XVH�RI�WKH�HOHFWULFDO�GLVWULEXWLRQ�LQIUDVWUXFWXUH�ZKLFK�VWLOO�PXVW�
EH�SDLG�IRU���6R�XQGHU�WKH�)LQNHO�JUDQG�SODQ��DQ\RQH�FRQQHFWHG�WR�WKH�JULG�ZLOO�KDYH�HVFDODWLQJ�
FRVWV�IRU�EHLQJ�FRQQHFWHG�WR�LW��ZKLOH�PDQ\�VSHQG�PRQH\�RQ�KRPH�EDVHG�JHQHUDWLRQ�EHFDXVH�
RI�WKH�HYHU�ULVLQJ�SULFH�RI�SRZHU�SXUFKDVHG�WKURXJK�WKH�JULG��

:KDW�$XVWUDOLDQV�ZDQW�IURP�DQ�HOHFWULFLW\�V\VWHP�LV�SUHWW\�VLPSOH��ORZ�FRVW�HOHFWULFLW\�ZKLFK�
LV�UHOLDEO\�DYDLODEOH�ZKHQHYHU�WKH\�ZDQW�LW���:H�KDG�HOHFWULFLW\�RQ�WKDW�EDVLV�IRU�GHFDGHV�DQG
ZH�VWLOO�ZDQW�LW�RQ�WKDW�EDVLV��

,QVWHDG�\RX�RIIHU�DQ�DXWKRULWDULDQ�V\VWHP�LQ�ZKLFK�FRQVXPHUV�DQG�LQGXVWU\�DUH�WR�EH�FRHUFHG�
WR� DGMXVW� WKHLU� GHPDQG� WR� VXLW� WKH� UHTXLUHPHQWV�RI� \RXU� ,('�IRVWHULQJ� V\VWHP��ZKLOH�SD\LQJ�
FRQWLQXRXVO\�LQFUHDVLQJ�UHDO�SULFHV��DOUHDG\�GRXEOH�ZKDW�ZH�RQFH�SDLG���7KLV�LV�WR�EH�SURYLGHG�
WKURXJK�D�IDVFLVW�V\VWHP�RI�D�WLJKW�ROLJRSRO\��ZLWK�LQFUHDVLQJ�IRUHLJQ�RZQHUVKLS��KDQG�LQ�KDQG�
ZLWK� D�SOHWKRUD�RI�JRYHUQPHQW� DJHQFLHV� DQG�EXUHDXFUDWV� WHQGLQJ� WKH�QHHGV�RI� ,('V�DQG� WKH�
ROLJRSRO\��DQG�ZKROO\�UHPRYHG�IURP�DQ\�GHPRFUDWLF�FRQWURO�E\�WKH�YRWHUV�RI�HLWKHU�LQGLYLGXDO�
VWDWHV�RU�WKH�FRXQWU\�DV�D�ZKROH���,W�LV�DQ�HGLILFH�WUXO\�ZRUWK\�RI������RU 0XVVROLQL�DQG�QRW�WKH�
IRUP�RI�VRFLHW\�IRU�ZKLFK�,�DQG�PDQ\�RWKHUV�KDYH�IRXJKW�RQ�EHKDOI�RI�$XVWUDOLD��

<RXU�HPLVVLRQV�IHWLVK�

<RXU�UHSRUW�LV�ODUGHG�ZLWK�PHQWLRQV�RI�HPLVVLRQV�DQG�HPLVVLRQ�UHGXFWLRQ��ZKLFK�GR�QRW�DSSHDU�
LQ�\RXU�WHUPV�RI�UHIHUHQFH��

7KH� SUHIDFH� RI� \RXU� UHSRUW� VD\V� ³&2$*� (QHUJ\� &RXQFLO� DVNHG� WKH� 5HYLHZ� 3DQHO� WR�
UHFRPPHQG� HQKDQFHPHQWV� WR� WKH� 1DWLRQDO� (OHFWULFLW\� 0DUNHW� WR� RSWLPLVH� VHFXULW\� DQG�
UHOLDELOLW\�� DQG� WR�GR�VR�DW� ORZHVW�FRVW�´� �1R�PHQWLRQ�RI�HPLVVLRQV�RU�HPLVVLRQ� UHGXFWLRQ� LQ�
WKDW�WDVN�±�EXW�QRWH�WKH�UHIHUHQFH�WR�³ORZHVW�FRVW´��

<RX�ZHUH�DVNHG�WR�GR�VR�FRQVLVWHQW�ZLWK�WKH�1DWLRQDO�(QHUJ\�2EMHFWLYH�ZKLFK��DFFRUGLQJ�WR�
WKH�1DWLRQDO�(OHFWULFLW\�/DZ�LV��

WR�SURPRWH�HIILFLHQW� LQYHVWPHQW� LQ��DQG�HIILFLHQW�RSHUDWLRQ�DQG�XVH�RI�� HOHFWULFLW\�
VHUYLFHV� IRU� WKH� ORQJ�WHUP� LQWHUHVWV� RI� FRQVXPHUV� RI� HOHFWULFLW\� ZLWK� UHVSHFW� WR�
SULFH�� TXDOLW\�� VDIHW\�� UHOLDELOLW\�� DQG� VHFXULW\� RI� VXSSO\� RI� HOHFWULFLW\�� DQG� WKH�
UHOLDELOLW\��VDIHW\�DQG�VHFXULW\�RI�WKH�QDWLRQDO�HOHFWULFLW\�V\VWHP��

$JDLQ�� QR� UHIHUHQFH� WR� HPLVVLRQV� RU� HPLVVLRQ� UHGXFWLRQ�� � 'HVSLWH� WKDW�� \RXU� UHSRUW� LV� EXLOW�
DURXQG�UHGXFLQJ�HPLVVLRQV�RI�FDUERQ�GLR[LGH��

*LYHQ� WKDW� LQWHQW�SOD\V� VR� ODUJH� D�SDUW� LQ� \RXU� UHSRUW�� DQG�GULYHV� WKH�ZKROH� VWUXFWXUH�RI� WKH�
HOHFWULFLW\�V\VWHP�\RX�SURSRVH��LW�LV�LQFXPEHQW�RQ�\RX�WR�EH�SXEOLFO\�FOHDU�DERXW�ZKDW�ZLOO�EH�
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WKH�DFWXDO�EHQHILW� WR�$XVWUDOLD�DQG�LWV�FLWL]HQV�LI�$XVWUDOLD¶V�FDUERQ�GLR[LGH�HPLVVLRQV�IDOO�DV�
\RX�SURSRVH��

7KHUH�LV�SOHQW\�RI�SXEOLF�HYLGHQFH�WKDW�HYHQ�ZHUH�\RXU�SURSRVHG�WDUJHWV� WR�EH�DFKLHYHG�� WKH�
FRQVHTXHQFHV�IRU�JOREDO� WHPSHUDWXUHV�DQG�$XVWUDOLDQ�WHPSHUDWXUHV�ZRXOG�EH�VR�PLQXWH�DV�WR�
EH� HIIHFWLYHO\� XQPHDVXUDEOH�� � ,W� LV� DOVR� EH\RQG� GLVSXWH� WKDW� \RXU� WRWDO� WDUJHW� UHGXFWLRQV� IRU�
$XVWUDOLD�DUH�VZDPSHG�E\� WKH�LQFUHDVHG�HPLVVLRQV��HDFK�DQG�HYHU\�\HDU��E\�ERWK�&KLQD�DQG�
,QGLD�� QRW� WR� PHQWLRQ� WKH� LQFUHDVHG� HPLVVLRQV� E\� RWKHU� XQGHYHORSHG� FRXQWULHV� ZLWK� UDSLG�
LQFUHDVHV�LQ�SRSXODWLRQ��

,QGHHG�� DW� D� 6HQDWH� KHDULQJ� RQ� -XQH� �� WKLV� \HDU�� LQ� DQVZHU� WR� D� TXHVWLRQ� IURP� 6HQDWRU� ,DQ�
0DF'RQDOG�� \RX� VDLG� WKDW� WRWDOO\� DEROLVKLQJ�$XVWUDOLD¶V� HPLVVLRQV�RI� FDUERQ�GLR[LGH�ZRXOG�
PDNH�YLUWXDOO\�QR�GLIIHUHQFH�WR�WKH�ZRUOG¶V�FOLPDWH���7KLV�LV�LQIRUPDWLRQ�WKDW�WKH�JRYHUQPHQW�
DQG�SXEOLF�VXUHO\�QHHG�WR�KDYH��

<HW� WKDW� IXQGDPHQWDOO\� LPSRUWDQW� SLHFH� RI� LQIRUPDWLRQ�� DQG� WKH� FRUROODU\� WKDW� UHVWULFWLQJ�
FDUERQ�GLR[LGH�SURGXFWLRQ�LQ�$XVWUDOLD�ZLOO�KDYH�QR�PDWHULDO�EHQHILW�IRU�WKH�FRXQWU\��GRHV�QRW�
PDNH�LWV�ZD\�LQWR�\RXU�HPLVVLRQV�FHQWULF�UHSRUW��

)DLOLQJ�WR�SURYLGH�KRQHVW�LQIRUPDWLRQ�DERXW�WKDW�PDWWHU��ZKLFK�JRHV�WR�WKH�KHDUW�RI�WKH�,('�
GULYHQ�HOHFWULFLW\�V\VWHP�\RX�SURSRVH��DSSHDUV�WR�EH�DQRWKHU�PDWHULDO�RPLVVLRQ�ZKRVH�HIIHFW�LV�
WR�PLVOHDG�DQG�WKXV�EUHDFK�V���������RI�WKH�&ULPLQDO�&RGH�$FW�������

,JQRUHV�VDIHW\�

3DUW�RI�WKH�1DWLRQDO�(OHFWULFLW\�2EMHFWLYH��FLWHG�DERYH��LV�WR�SURGXFH�DQG�GLVWULEXWH�HOHFWULFLW\�
VDIHO\���<RX�PXVW�VXUHO\�EH�DZDUH�WKDW�WKHUH�DUH�RQJRLQJ�FODLPV�RI�KDUP�IURP�ZLQG�IDUPV�WR�
PHPEHUV�RI�ORFDO�FRPPXQLWLHV���&HUWDLQO\�VRPH�PHPEHUV�RI�\RXU�SDQHO�DUH�DZDUH�RI�LW��

,�DSSUHFLDWH�WKDW�WKH�PDWWHU�LV�VWLOO�RQH�RI�FRQWHQWLRQ���+RZHYHU��LW�KDV�EHHQ�GHHPHG�VLJQLILFDQW�
HQRXJK� E\� WKH� 1+05&� IRU� WKDW� ERG\� WR� FRPPLVVLRQ� VWXGLHV� RI� WKH� PDWWHU�� DV� DUH� DOVR�
RFFXUULQJ�DURXQG�WKH�ZRUOG��

,W� ZRXOG� EH� XQUHDVRQDEOH� WR� H[SHFW� \RX� WR� PDNH� D� GHILQLWLYH� VWDWHPHQW� RQ� WKLV� SRLQW�� EXW�
HTXDOO\�\RX�DUH�QRW�LQ�D�SRVLWLRQ�WR�EH�VXUH�WKHUH�DUH�QRW�KHDOWK�SUREOHPV�ZKLFK�ZLOO�EHFRPH�
PRUH�ZLGHVSUHDG� LI� \RXU� ,('�IRVWHULQJ�SROLF\� LV� DGRSWHG� DQG�ZKLFK�PLJKW� WKHQ� UHQGHU� WKDW�
SROLF\�XQYLDEOH��

<RXU� UHSRUW� LV� VLPLODU� WR� VRPHRQH� GHFDGHV� DJR� HYDOXDWLQJ� EXLOGLQJ� PDWHULDOV�� ODXGLQJ� WKH�
EHQHILWV� RI� DVEHVWRV� SURGXFWV� IRU� EXLOGLQJ� SXUSRVHV�ZLWKRXW�PHQWLRQLQJ� WKDW� WKHUH� DUH� VRPH�
NQRZQ�JURXQGV�IRU�VXVSHFWLQJ�WKH\�PD\�EH�KDUPIXO�WR�KHDOWK��

,W� LV� WHOOLQJ�WKDW�\RXU�UHSRUW�UHIHUV� WR�SRVVLEOH�VDIHW\�LVVXHV�LQ�UHODWLRQ�WR�EDWWHU\�WHFKQRORJ\��
GHYHORSPHQW�RI�JDV�UHVHUYHV��DQG�LQ�UHODWLRQ�WR�VPDOO�PRGXODU�QXFOHDU�UHDFWRUV�EXW�PDNHV�QR�
PHQWLRQ�LQ�UHODWLRQ�WR�ZLQG�IDUPV��GHVSLWH�WKDW�WKH�KHDOWK�HIIHFWV�RI�ZLQG�IDUP�HPLVVLRQV�LV�WKH�
RQO\�RQH�IRU�ZKLFK�WKH�1+05&�DSSHDUV�WR�KDYH�DZDUGHG�UHVHDUFK�JUDQWV��

7KLV�DSSHDUV�WR�EH�D�GHOLEHUDWH�GHFLVLRQ�RQ�\RXU�SDUW�WR�PDNH�QR�PHQWLRQ�RI�WKH�PDWWHU�OHVW�LW�
EH� VRPH� WKUHDW� WR� \RXU� SURSRVHG� SROLF\�� DQG� WKXV� WR� EH� DQRWKHU� LQVWDQFH� RI�PLVOHDGLQJ� E\�
RPLVVLRQ��



��

2PLVVLRQ�RI�EURDG�HFRQRPLF�LPSDFW�

<RXU� WHUPV�RI� UHIHUHQFH�ZHUH� IRFXVHG�RQ�FRVW�� UHOLDELOLW\�� VDIHW\� DQG�VHFXULW\�RI�$XVWUDOLD¶V�
HOHFWULFLW\�V\VWHP���+RZHYHU��\RX�FKRVH�WR�PDNH�HPLVVLRQV�UHGXFWLRQ�WKH�FRUQHU�VWRQH�RI�\RXU�
UHYLHZ���7KDW�LPSOLHV�\RX�LPSXWH�VRPH�VLJQLILFDQW�EHQHILW�IURP�UHGXFWLRQV�LQ�FDUERQ�GLR[LGH�
HPLVVLRQV��WKRXJK�\RX�DSSDUHQWO\�GLG�QRW�VHH�WKH�QHHG�WR�H[SODLQ�RU�TXDQWLI\�WKDW�LPSDFW��

,I� \RX�DUH�EURDGHQLQJ� WKH� VFRSH�� WKHQ� UHDVRQDEO\� \RX� FDQ�EH� H[SHFWHG� WR�GLVFXVV� WKH�ZLGHU�
HFRQRPLF�DQG�VRFLDO�LPSDFWV�RI�\RXU�SURSRVDOV�DQG�DGYLFH��VRPHWKLQJ�\RX�DSSDUHQWO\�GHFLGHG�
WR�LJQRUH��

7KH�$XVWUDOLDQ�HFRQRP\�DQG�LWV�SHRSOH�UHFHLYHG�D�YHU\�ODUJH�EHQHILW�IURP�WKH�ELJ�UHGXFWLRQ�LQ�
UHDO� HOHFWULFLW\� SULFHV� IURP� WKH� ����V� WR� WKH� ����V�� LQFOXGLQJ� VXSSRUW� IRU� LQGXVWULDO�
GHYHORSPHQW���&RQYHUVHO\��WKH\�KDYH�H[SHULHQFHG�D�YHU\�ODUJH�GLVEHQHILW�RYHU�WKH�ODVW�GHFDGH�
DV�UHDO�HOHFWULFLW\�SULFHV�KDYH�GRXEOHG��GH�LQGXVWULDOLVLQJ�WKH�FRXQWU\�ZLWK�FRQVHTXHQW�ORVV�RI�
MREV�DQG�VNLOOV�DQG�ZLWK�DGYHUVH�EDODQFH�RI�SD\PHQW�HIIHFWV��

<RXU� ,('�FRVVHWLQJ�SROLF\�ZLOO� LQHYLWDEO\� IXUWKHU� LQFUHDVH� UHDO�HOHFWULFLW\�SULFHV�DQG� IXUWKHU�
GHVWUR\�$XVWUDOLDQ�LQGXVWU\�DQG�MREV��

7KHUH�LV�DQRWKHU�DVSHFW�RI�WKLV�SROLF\���1RW�RQO\�LV�WKH�IXOO�FRVW�RI�,('�HOHFWULFLW\�PXFK�JUHDWHU�
WKDQ� WKDW� IURP� IRVVLO�IXHOV�� DV� RXU� KLVWRU\� KDV� VKRZQ�� EXW� HOHFWULFLW\� IURP� LQWHUPLWWHQW�
HOHFWULFLW\� JHQHUDWRUV� LV� PRUH� FDSLWDO� LQWHQVLYH� WKDQ� IURP� IRVVLO�IXHO� JHQHUDWRUV�� � 6LQFH� ZH�
PDNH�QRQH�RI�WKRVH�JHQHUDWRUV��DQG�ZLOO�QRW��DOO�PXVW�EH�LPSRUWHG��

,Q� WKH� FDVH� RI� IRVVLO�IXHO� VRXUFHG� HOHFWULFLW\�� SDUW� RI� WKH� FRVW� LV� LPSRUWHG� SODQW� DQG� SDUW� LV�
ORFDOO\�SURGXFHG�FRDO�RU�JDV��RI�ZKLFK�$XVWUDOLD�KDV�D�PDVVLYH�VXSSO\���,Q�WKH�FDVH�RI�,('V��
WKH�FRVW�LV�SUHGRPLQDQWO\�LPSRUWHG�SODQW���&RQVHTXHQWO\�WKH�ODWWHU�FUHDWH�D�ODUJHU�GHILFLW�RQ�RXU�
EDODQFH�RI�SD\PHQWV�ZKLOH�WKH�IRUPHU�SURYLGH�JRRG�MREV��LQ�$XVWUDOLD��PLQLQJ�DQG�GLVWULEXWLQJ�
WKH�IXHO�XVHG��

)DLOXUH� WR� GLVFXVV� WKHVH� LPSRUWDQW� HIIHFWV� LQ� DQ\� ZD\� DJDLQ� PLVOHDGV� DERXW� WKH� OLNHO\�
FRQVHTXHQFHV� RI� WKH� SROLF\� \RX� DGYRFDWH�� � ,W� DSSHDUV� WR� VXERUGLQDWH� WKH� ZHOIDUH� RI� WKH�
$XVWUDOLDQ�SHRSOH�WR�WKH�LQWHUHVWV�RI� WKRVH�DVVRFLDWHG�ZLWK�RU�IRU�RWKHU�UHDVRQV�VXSSRUWLYH�RI�
,('V��

6XPPDU\�

<RXU� UHSRUW� DSSHDUV� WR�EUHDFK� VHFWLRQ����������RI� WKH�&ULPLQDO�&RGH�$FW������ LQ�PXOWLSOH��
KLJKO\� PDWHULDO�� ZD\V� ZKRVH� HIIHFW� LV� WR� PLVOHDG� ZKLOH� DGYRFDWLQJ� D� SROLF\� ZKLFK� OHQJWK\�
KLVWRULFDO�HYLGHQFH�VKRZV�KDV�FUHDWHG�KDUP�WR�WKH�SHRSOH�RI�$XVWUDOLD�DQG�FUHDWHV�PRUH�KDUP�
WKH�ORQJHU�LW�LV�SXUVXHG��

,W�LV�H[HPSOLILHG�LQ�WKH�ELJ�OLH�DERXW�³&OHDQ�(QHUJ\´�DV�WKRXJK�RXU�IRVVLO�IXHO�SRZHU�VRXUFHV�
DUH�XQFOHDQ�ZKHQ�WKHLU�SUHGRPLQDQW�HPLVVLRQV�DUH�ZDWHU�YDSRXU�DQG�FDUERQ�GLR[LGH�ZKLFK�LV�
QR�PRUH�³XQFOHDQ´�WKDQ�R[\JHQ�DQG�QLWURJHQ�ZKLFK��WRJHWKHU�ZLWK�FDUERQ�GLR[LGH�DQG�ZDWHU�
YDSRXU��IRUP�PRVW�RI�RXU�DWPRVSKHUH��

<RX� IDLO� WR� FOHDUO\� H[SODLQ� WKH� SHUYHUVH� QDWXUH� RI� WKH� V\VWHP� ZKLFK� SD\V� PRUH� PRQH\� IRU�
HOHFWULFLW\�IURP�WKH�OHDVW�UHOLDEOH�DQG�PRVW�H[SHQVLYH�JHQHUDWRUV��LQWHUPLWWHQW�ZLQG�DQG�VRODU��
DQG�JLYHV�WKRVH�JHQHUDWRUV�SULYLOHJHG�DFFHVV�WR�WKH�JULG��JXDUDQWHHLQJ�WKHLU�SUROLIHUDWLRQ�ZKLOH�



���

PDNLQJ� IRVVLO�IXHO� JHQHUDWRUV�XQHFRQRPLF� DQG�GULYLQJ� WKH� ODWWHU� IURP�RXU� HOHFWULFLW\� V\VWHP�
GHVSLWH�WKH�IDFW�WKDW�WKH\�DUH�WKH�RQHV�WKDW�SURYLGH�ORZ�FRVW��UHOLDEOH�SRZHU��

<RX� IDLO� WR� GUDZ� DWWHQWLRQ� WR� $XVWUDOLD¶V� KLVWRU\� RI� HOHFWULFLW\� VXSSO\� DQG� LWV� LPSOLFDWLRQV���
7KDW� KLVWRU\�ZDV� RI� D� ���� UHGXFWLRQ� LQ� UHDO� HOHFWULFLW\� SULFHV�� RYHU� DERXW� �� GHFDGHV��ZKHQ�
VWDWH�JRYHUQPHQWV�ZHUH� UHVSRQVLEOH� IRU� WKH�SURGXFWLRQ�DQG�GLVWULEXWLRQ�RI�HOHFWULFLW\�� � ,W�KDV�
EHHQ� IROORZHG� E\� D� GRXEOLQJ� RI� UHDO� HOHFWULFLW\� SULFHV� VLQFH� WKH� LQFHSWLRQ� RI� WKH�1(0�DQG�
SDUWLFXODUO\�RYHU� WKH�ODVW�GHFDGH�DV� ,('V�KDYH�EHFRPH�D�PDWHULDO�� WKRXJK�VWLOO�VPDOO��SDUW�RI�
RXU�HOHFWULFLW\�V\VWHP��

<RX�KDYH�RIIHUHG�QR�HYLGHQFH�WKDW�WKLV�H[SORVLRQ�LQ�FRQVXPHU�SULFHV�LV�JRLQJ�WR�DEDWH�XQGHU�
\RXU�SROLF\���,QGHHG�DV�ZH�KDYH�VHHQ�LQ�WKH�ODVW�PRQWK��WKH\�DUH�DERXW�WR�MXPS�����RU�PRUH�LQ�
UHDO�WHUPV�IURP�-XO\�������VRPHWKLQJ�QRW�IRUHFDVW�LQ�\RXU�UHSRUW��

7KDQNV� WR� WKH� 1(0�� ZH� DOUHDG\� KDYH� DQ� H[WUHPHO\� FRPSOH[� HOHFWULFLW\� LQGXVWU\� VWUXFWXUH��
ZKLFK�KDV�EURXJKW�QR�EHQHILWV�WR�FRQVXPHUV��DQG�LV�XQDFFRXQWDEOH�WR�WKH�YRWHUV�RI�VWDWHV�DQG�
WKH�FRXQWU\�DV�D�ZKROH���<RXU�SROLF\�LV�WR�PDNH�LW�HYHQ�PRUH�FRPSOH[�DQG�OHVV�DFFRXQWDEOH��
ZKLFK�JXDUDQWHHV�LW�ZLOO�VHUYH�FRQVXPHUV�HYHQ�PRUH�SRRUO\��

<RX�DGYRFDWH�D�SROLF\�ZKLFK�ZLOO�QRW�RQO\�PDNH�FRQVXPHUV�VXEMHFW�WR�HYHQ�KLJKHU�SULFHV�DQG�
V\VWHP�LQVHFXULW\�EXW�UHTXLUH�WKH\�EH�EHKDYLRXUDOO\�FRHUFHG��GHVSLWH�WKHLU�SUHIHUHQFHV��WR�ILW�LQ�
ZLWK�WKH�YDJDULHV�RI�HOHFWULFLW\�VXSSO\�XQGHU�\RXU�,('�FRVVHWLQJ�SROLF\��

<RX� LJQRUH�SRWHQWLDO�DGYHUVH�VDIHW\�FRQVHTXHQFHV�RI�\RXU�SROLF\��HVSHFLDOO\� LQYROYLQJ�ZLQG�
IDUPV���<RX�DOVR�LJQRUH�WKH�RQJRLQJ�GHLQGXVWULDOLVDWLRQ�RI�$XVWUDOLD�GULYHQ�E\�WKLV�SROLF\�DQG�
WKH�DGYHUVH�EDODQFH�RI�SD\PHQWV�HIIHFWV��

$OO�RI� WKHVH� WKLQJV�DSSHDU� WR�EH� LJQRUHG�EHFDXVH�RI�\RXU� IRFXV�RQ� UHGXFLQJ� WKH�HPLVVLRQ�RI�
FDUERQ�GLR[LGH��ZKLFK�ZDV�QRW�DFWXDOO\�SDUW�RI�\RXU�WHUPV�RI�UHIHUHQFH��DQG�GHVSLWH� WKH�IDFW�
WKDW�\RX�DUH�DSSDUHQWO\�XQDEOH�WR�TXDQWLI\�DQ\�PDWHULDO�EHQHILW�WR�WKH�SHRSOH�RI�$XVWUDOLD�IURP�
VXFK�UHGXFWLRQV��

*LYHQ� WKH� RSSRUWXQLW\� WR� GR� D� JUHDW� VHUYLFH� IRU� WKH� SHRSOH� RI� $XVWUDOLD� DQG� FODULI\� WKH�
EDQNUXSWF\�RI�HQHUJ\�SROLF\�RYHU�WKH�ODVW�WZR�GHFDGHV��\RX�KDYH�FKRVHQ�WR�DGYRFDWH�PRUH�RI�
ZKDW�LV�IDLOLQJ�EDGO\��WR�REIXVFDWH�ZLWK�PRUH�JRYHUQPHQW�DJHQFLHV�RXWVLGH�WKH�FRQWURO�RI�WKH�
FLWL]HQV�ZKR�DUH�EHLQJ�IRUFHG�WR�SD\�\RX�IRU�WKLV��DQG�WR�DGYRFDWH�PRUH�DXWKRULWDULDQ�FRQWURO�
RYHU�WKHP��

,Q�VKRUW��\RXU�UHSRUW�LV�D�WUDYHVW\�RI�ZKDW�\RX�ZHUH�DVNHG�WR�GR��

3HUKDSV� WKLV� LV� WKH� EHVW� RI�ZKLFK� \RX�ZHUH� FDSDEOH�� �2U� SHUKDSV� \RX�ZHUH� RYHUFRPH� E\� D�
UHOLJLRXV�GHVLUH�WR�OLPLW�DWPRVSKHULF�FDUERQ�GLR[LGH��LUUHVSHFWLYH�RI�RWKHU�FRQVLGHUDWLRQV���2U�
SHUKDSV� WKHUH� ZDV� D� ZDQW� RI� FRXUDJH� WR� H[SODLQ� WR� WKH� SROLWLFDO� HVWDEOLVKPHQW� ZK\� WKH�
HOHFWULFLW\�SROLFLHV�RI�WKH�ODVW�WZR�GHFDGHV�KDYH�EHHQ�VR�GLVDVWURXV�DQG�ZLOO�EHFRPH�HYHQ�PRUH�
VR��

'U�0LFKDHO�&UDZIRUG�
PFUDZIRUG�ERUR#JPDLO�FRP

FF��0HPEHUV�RI�$XVWUDOLDQ�3DUOLDPHQW�DQG�RWKHU�LQWHUHVWHG�SDUWLHV�


