
&RPLWp�&RQVXOWDWLI�1DWLRQDO�G¶(WKLTXH�SRXU�OHV�VFLHQFHV�GH�OD�YLH�HW�GH�OD�VDQWp
5HIOHFWLRQV�&RQFHUQLQJ�DQ�([WHQVLRQ�RI�3UHLPSODQWDWLRQ�*HQHWLF'LDJQRVLV

1�����July 04, 2002
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V�DQDHPLD,9�'LDJQRVLV�E\�H[FOXVLRQ�IRU�+XQWLQJWRQ
V�FKRUHD9 &RQFOXVLRQ���2SLQLRQ�
3UHLPSODQWDWLRQ� JHQHWLF� GLDJQRVLV� �3*'�� KDV� EHHQ� DXWKRULVHG� LQ� )UDQFHVLQFH� ������ EXW� LV� VWULFWO\� OLPLWHG� WR� FDVHV� LQ� ZKLFK� WKHUH� LV� �WKHUH� LV� DVWURQJ�SUREDELOLW\� WKDW� WKH�XQERUQ�FKLOG�ZLOO�EH�DIIHFWHG�E\�D�SDUWLFXODUO\VHYHUH�GLVRUGHU��
2Q )HEUXDU\� �WK� DQG� -XO\� ��WK� ������ WKH� SRVVLELOLW\� RI� H[WHQGLQJ� WKLVLQGLFDWLRQ��DQG�RI�SHUIRUPLQJ�+/$�W\SLQJ� LQ� WKH�FRXUVH�RI� WKDW�GLDJQRVLV�IRU�IDPLOLHV�DIIHFWHG�E\�)$1&21,
V�DQDHPLD�VR�WKDW�D�GLVHDVH�IUHH�HPEU\RFRXOG� EH� WUDQVIHUUHG� DQG� EH� D� SRWHQWLDO� GRQRU� IRU� DQ� H[LVWLQJ� VLFN� FKLOG�ZDV�UHIHUUHG�WR�&&1(�
2Q $SULO� ��WK� ������ WKH� TXHVWLRQ� RI� WKH� OHJLWLPDF\� RI� XVLQJ� 3*'� IRU� DFRXSOH��LQ�ZKLFK�RQH�PHPEHU�EHORQJV�WR�D�IDPLO\�DIIHFWHG�E\�+XQWLQJWRQ
VGLVHDVH��ZLVKLQJ�WR�SURGXFH�D�GLVHDVH�IUHH�FKLOG��EXW�QRW�WR�EH�LQIRUPHG�RIWKHLU�RZQ�JHQHWLF�VWDWXV��ZDV�DOVR�UHIHUUHG�WR�&&1(�
7KHVH� WZR� UHIHUUDOV� UDLVH� WKH� LVVXH�RI�DQ�H[WHQVLRQ�RI�3*'��QR� ORQJHU� LQWKH�VROH�LQWHUHVW�RI�WKH�FKLOG��EXW�LQ�WKH�LQWHUHVW�RI�D�WKLUG�SDUW\�

, ,QWURGXFWLRQ
3UHLPSODQWDWLRQ� JHQHWLF� GLDJQRVLV�� ZKLFK� KDV� EHHQ� SHUPLWWHG� LQ� )UDQFHVLQFH�������FRQVLVWV�LQ�SHUIRUPLQJ�D�JHQHWLF�GLDJQRVLV�RQ�RQH�RU�WZR�FHOOVRI� DQ� HPEU\R� DW� WKH� ����� FHOO� VWDJH�� EHIRUH� LW� LV� WUDQVIHUUHG� LQ� XWHUR�7KHUHIRUH�� 3*'� FDQ� RQO\� EH� SHUIRUPHG� DIWHU� LQ� YLWUR� IHUWLOLVDWLRQ�)XUWKHUPRUH��DQ�,&6,��LQWUDF\WRSODVPLF�VSHUPDWR]RwG� LQMHFWLRQ�� LV�XVXDOO\UHTXLUHG� WR�DYRLG� FRQWDPLQDWLRQ�E\� WKH�'1$�RI� DQRWKHU� VSHUP� FHOO�� 3*'PXVW� EH� UHSHDWHG� ZLWK� VHYHUDO� HPEU\RV� VR� DV� WR� VHOHFW� RQH� ZKLFK� LVFHUWDLQO\�XQDIIHFWHG�E\�WKH�FRQGLWLRQ�ZKLFK�LW�LV�IHDUHG�PD\�EH�SUHVHQW��,WFDQ��RU�FRXOG��EH�XVHG�WR�VFUHHQ�IRU�RU�SUHYHQW���FDWHJRULHV�RI�GLVHDVHV��

- VH[�OLQNHG�JHQHWLF�GLVHDVHV�ZKHQ� WKHUH� LV�QR�SRVVLELOLW\�RIGLDJQRVLQJ� WKH� GLVHDVH� GLUHFWO\� �� WKH� HPEU\R
V� VH[� LV



GLDJQRVHG� DQG� DQ� HPEU\R� RI� WKH� VH[� ZKLFK� LV� QRWYXOQHUDEOH�WR�WKH�GLVHDVH�LV�LPSODQWHG��
- JHQHWLF� GLVHDVHV� LQ� ZKLFK� LW� LV� SRVVLEOH� WR� GHWHFW� WKHPROHFXODU� DQRPDO\� ZLWK� WKH� KHOS� RI� PROHFXODU� ELRORJ\WHFKQRORJ\��
� FKURPRVRPDO�DEQRUPDOLWLHV�

7KHVH�UHVXOWV�FDQ�DOVR�EH�REWDLQHG�WKURXJK�SUHQDWDO�GLDJQRVLV��31'��DIWHUDPQLRFHQWHVLV� RU� WURSKREODVW� ELRSV\�� LQ� WKH� FDVH� RI� �VSRQWDQHRXV�SUHJQDQF\�� ,Q� WKLV� FDVH�� GLVFRYHULQJ� DQ� DQRPDO\� PD\� OHDG� WKH� ZRPDQFRQFHUQHG�WR�UHTXHVW�D�WHUPLQDWLRQ�

,,�3UHVHQW�VLWXDWLRQ�LQ�ODZ�DQG�LQ�SUDFWLFH
3*'� LV� DOORZHG� E\� /DZ� Q�� �������� GDWHG� -XO\� ���� ������ JRYHUQLQJ� WKHGRQDWLRQ�DQG�XVH�RI�HOHPHQWV�DQG�SURGXFWV�RI�WKH�KXPDQ�ERG\��PHGLFDOO\DVVLVWHG�UHSURGXFWLRQ��DQG�SUHQDWDO�GLDJQRVLV�
$FFRUGLQJ�WR�DUWLFOH�����D�QHZ�DUWLFOH�/��������RI�WKH�&RGH�RI�3XEOLF+HDOWK��ZDV�LQVHUWHG�DIWHU�DUWLFOH���������UHDGLQJ���%LRORJLFDO�GLDJQRVLV�XVLQJ�FHOOV�WDNHQ�IURP�DQ�LQ�YLWUR�HPEU\R�LV�RQO\SHUPLWWHG�LQ�H[FHSWLRQDO�FLUFXPVWDQFHV�DV�IROORZV���$ SK\VLFLDQ�SUDFWLVLQJ�LQ�D�SOXULGLVFLSOLQDU\�$QWHQDWDO�'LDJQRVLV�&HQWUH�DVGHILQHG�E\�DUWLFOH�/��������PXVW�FHUWLI\�WKDW��EHFDXVH�RI�WKH�FRXSOH
VIDPLO\�FLUFXPVWDQFHV��WKHUH�LV�D�VWURQJ�SUREDELOLW\�WKDW�WKH�XQERUQ�FKLOGZLOO�EH�DIIHFWHG�E\�D�SDUWLFXODUO\�VHYHUH�GLVRUGHU��NQRZQ�WR�EH�LQFXUDEOH�DWWKH�WLPH�RI�GLDJQRVLV��'LDJQRVLV�PD\�QRW�EH�SHUIRUPHG�EHIRUH�SULRU�DQG�SUHFLVH�LGHQWLILFDWLRQKDV�EHHQ�PDGH��LQ�RQH�RU�RWKHU�SDUHQW��RI�WKH�DQRPDO\�RU�DQRPDOLHVZKLFK�DUH�WKH�FDXVH�RI�VXFK�D�GLVRUGHU��%RWK�PHPEHUV�RI�WKH�FRXSOH�H[SUHVV�LQ�ZULWLQJ�WKDW�WKH\�FRQVHQW�WR�VXFKGLDJQRVLV��'LDJQRVLV�PD\�KDYH�QR�RWKHU�SXUSRVH�WKDQ�WR�GHWHFW�WKLV�GLVRUGHU�DQG�WKHPHDQV�WR�SUHYHQW�DQG�FXUH�LW��,W FDQ�RQO\�EH�SHUIRUPHG�LQ�DQ�LQVWLWXWLRQ�ZKLFK�KDV�EHHQ�VSHFLDOO\OLFHQVHG�WR�WKLV�HIIHFW��ZLWK�WKH�DSSURYDO�RI�7KH�1DWLRQDO�&RPPLWWHH�IRU5HSURGXFWLYH�0HGLFLQH�DQG�%LRORJ\�DQG�$QWHQDWDO�'LDJQRVLV��DQG�LQFRQGLWLRQV�DV�GHFUHHG�E\�WKH�&RQVHLO�G
(WDW��
/DZPDNHUV� WKHUHIRUH� DXWKRULVHG� XVLQJ� 3*'� RQO\� LQ� H[FHSWLRQDOFLUFXPVWDQFHV�� DQG� VROHO\� WR� DYRLG� JLYLQJ� ELUWK� WR� D� VHULRXVO\� VLFN� RUGLVDEOHG� FKLOG�� 7KLV� DXWKRULVDWLRQ� UHIOHFWV� WKH� GHEDWH� UHJDUGLQJ� 3*'� DQGUHVHDUFK�RQ�HPEU\RV��DQG�WKH�GHVLUH�QRW�WR�DOORZ�WKLV�DFWLYLW\�WR�EHFRPHFRPPRQSODFH� EHFDXVH� RI� WKH� ULVN� RI� LWV� DEXVH� IRU� HXJHQLF� SXUSRVHV�� ,WPD\�EH�XVHIXO�WR�UHFDOO�WKDW�&&1(�KDV�DOUHDG\�SXEOLVKHG�VHYHUDO�2SLQLRQVUHODWHG�WR�WKLV�VXEMHFW��



� 2Q�'HFHPEHU�����������2SLQLRQ�Q����RQ�5HVHDUFK�DQG�XVH�RILQ�YLWUR�KXPDQ�HPEU\RV�IRU�VFLHQWLILF�DQG�PHGLFDO�SXUSRVHV��LQZKLFK�&&1(�UHFRPPHQGHG�WKDW�QR�PHGLFDO�LQGLFDWLRQ�IRU�,9)�(7�EH�SURSRVHG�DSDUW� IURP� LQIHUWLOLW\�RU�SURYHQ�K\SR�IHUWLOLW\�� 2Q�-XO\�����������2SLQLRQ�Q�����RQ�(PEU\R�UHVHDUFK�DLPLQJWR� DFKLHYH� SUH�WUDQVIHU� JHQHWLF� GLDJQRVLV� IRU� ZKLFK� DPRUDWRULXP�ZDV� GHFODUHG� LQ� ������ $W� WKH� WLPH�� WKLV� 2SLQLRQKDG�FRPH�WR�D�QHJDWLYH�FRQFOXVLRQ�DV�WR�HYHQ�WKH�SRVVLELOLW\�RISHUIRUPLQJ�3*'��DQG�PHQWLRQHG�WKH�ULVN�RI�DEXVH�RI�0$5�ZLWKIHUWLOH� FRXSOHV�� 8QFHUWDLQWLHV� FRQFHUQLQJ� VWLOO� KHVLWDQW� '1$UHVHDUFK� MXVWLILHG� D� H[WHQVLRQ� RI� WKH� PRUDWRULXP�� 2SLQLRQ� Q�� ��� RQ� WKH� 5H�H[DPLQDWLRQ� RI� WKH� ODZV� RQELRHWKLFV��SXEOLVKHG�RQ� WKH�RFFDVLRQ�RI� WKHLU� UHYLVLRQ��GLG�QRWPDNH�DQ\�VSHFLILF�VWDWHPHQW�RQ�DQ�H[WHQVLRQ�RI�3*'�
,Q )UDQFH��VLQFH�-XO\�������3*'�FDQ�EH�SHUIRUPHG�LQ�WZR�OLFHQVHG�FHQWUHV�RQH� LQ� 6WUDVERXUJ�� DQG� RQH� LQ� 3DULV�� $� WKLUG� FHQWUH� LQ� 0RQWSHOOLHU� ZDVDSSURYHG�LQ�-DQXDU\������
$Q DUWLFOH� SXEOLVKHG� LQ� ����� LQ� �0pGHFLQH� 6FLHQFHV�� UHSRUWV� RQ� WKHDFWLYLWLHV�RI�WKH�WKUHH�FHQWUHV�LQ�WKH�ODVW�WZR�PRQWKV�RI������DQG�IRU�WKHZKROH�RI������
�,Q WKH�SHULRG�FRQVLGHUHG��1RYHPEHU������WR�'HFHPEHU������������FDVHILOHV� KDYH� EHHQ� RSHQHG�� &\VWLF� ILEURVLV� UHSUHVHQWV� WKH� EXON� RI� UHTXHVWV������ IRU� DXWRVRPDO� UHFHVVLYH� GLVHDVHV�� DQG� VSLQDO� PXVFXODU� DWURSK\FRPHV� VHFRQG� ������� )RU� GRPLQDQW� GLVHDVHV�� WKHUH� LV� D� SUHYDOHQFH� RIWULQXFOHRWLGH� UHSHDW� H[SDQVLRQ� GLVHDVHV�� VXFK� DV� 6WHLQHUW� P\RWRQLFG\VWURSK\�� DQG�+XQWLQJWRQ
V� GLVHDVH�� )RU� WKH� ODWWHU�� KDOI� RI� WKH� UHTXHVWVFRPH�IURP�SDWLHQWV�ZKR�DUH�DZDUH�RI�WKHLU�JHQHWLF�VWDWXV��DQG�WKH�RWKHUKDOI�IURP�SDWLHQWV�UHIXVLQJ�SUH�V\PSWRPDWLF�GLDJQRVLV��DQG�IRU�ZKRP�3*'LV� SUHVHQWO\� OHJDOO\� QRW� DXWKRULVHG�� ,Q� ;�OLQNHG� GLVHDVHV�� WKHUH� LV� DSUHGRPLQDQFH� RI� 'XFKHQQH� G\VWURSK\�� DQG� RI� WKH� IUDJLOH� ;� V\QGURPH�&KURPRVRPDO� WUDQVORFDWLRQ� UHSUHVHQWV�D� WKLUG�RI�DSSOLFDWLRQV�� $�PDMRULW\RI� FRXSOHV� ������ KDYH� DOUHDG\� H[SHULHQFHG� RQH� RU� VHYHUDO� SULRUSUHJQDQFLHV�� )RUW\�IRXU� SHU� FHQW� RI� WKHP� KDG� DOUHDG\� H[SHULHQFHG� DSUHJQDQF\� EH\RQG� ��� ZHHNV�� 2QO\� ���� KDG� KDG� DW� OHDVW� RQH� KHDOWK\FKLOG������DW� OHDVW� RQH�DIIHFWHG� FKLOG�� DQG�����KDG�XQGHUJRQH�DW� OHDVWRQH� HOHFWLYH� DERUWLRQ� IRU�PHGLFDO� UHDVRQV�� 7KLV� EDFNJURXQG� H[SODLQV� WKHUHDVRQV� IRU� UHTXHVWV� IRU� 3*'�� JHQHWLF� ULVN� DQG� RSSRVLWLRQ� WR� PHGLFDOWHUPLQDWLRQ� RI� SUHJQDQF\� UHSUHVHQW� WZR� WKLUGV� RI� WKHVH� UHTXHVWV�� 7KHRWKHU�WKLUG�FRQFHUQV�FRXSOHV�DW�JHQHWLF�ULVN�DQG�ZLWK�ORZ�IHUWLOLW\�QHHGLQJPHGLFDOO\�DVVLVWHG�UHSURGXFWLRQ��0$5��WHFKQLTXHV��
$ UHFHQW�SXEOLFDWLRQ�E\�5HQp�)U\GPDQ�DQG�&ROO��DW�WKH�$FDGpPLH�QDWLRQDOHGH PpGHFLQH��GDWHG�0D\�����������SURYLGHV�WKH�UHVXOWV�RI�PHGLFDO�WHDPVLQ�3DULV�LQ������DQG������



)URP�-DQXDU\������WR�-XO\�������IRU����F\FOHV�����FRXSOHV�ZHUH�DVVLVWHG�2XW RI�WKH�����HPEU\RV�SURGXFHG������ZHUH�ELRSVLHG��DQG�JHQHWLF�UHVXOWVREWDLQHG�IRU�����RI�WKHP��������$�WRWDO�RI�����HPEU\RV�ZHUH�WUDQVIHUUHGZLWK� D� WRWDO� RI� ��� WUDQVIHUV�� 7KH� ELRORJLFDO� SUHJQDQFLHV� ZKLFK� HQVXHGQXPEHUHG�����DQG�WKHUH�ZHUH����FOLQLFDO�SUHJQDQFLHV����VLQJOH����VHWV�RIWZLQV��DQG���RI�WULSOHWV���$�WRWDO�RI����FKLOGUHQ�ZHUH�ERUQ��7KH�EUHDNGRZQRI�FRQGLWLRQV�IRU�ZKLFK�3*'�ZDV�XVHG�VKRZV�WKDW����FRXSOHV�ZHUH�DW�ULVNRI�FKURPRVRPDO� LPEDODQFH��DQG�WKDW����FRXSOHV�ZHUH�UXQQLQJ�WKH�ULVN�RIWUDQVPLWWLQJ� D� VLQJOH� JHQH� GLVHDVH�� 7KHVH� JHQHWLF� GHIHFWV� ZHUH� IRU� WKHPDMRU�SDUW�FRQQHFWHG�WR�DQ�DXWRVRPDO�UHFHVVLYH�FRQGLWLRQ��F\VWLF�ILEURVLV�RU� D� GRPLQDQW� GLVRUGHU� �6WHLQHUW� P\RSDWK\��� $V� UHJDUGV� ;�OLQNHGFRQGLWLRQV��'XFKHQQH�G\VWURSK\�RU�;�OLQNHG�PHQWDO�UHWDUGDWLRQ�IRUPHG�WKHEXON�RI�LQGLFDWLRQV�
7KHVH� WZR� VWXGLHV� UHYHDO� WKDW� OLPLWHG� XVH� LV�PDGH� RI� 3*'� DQG� WKDW� WKHVXFFHVV�UDWH�LV�UHODWLYHO\�PRGHVW�
$OWKRXJK�DQ�H[WHQVLRQ�RI�WKH�JHQHWLF�LQGLFDWLRQV�RI�3*'�IRU�WKH�VDNH�RI�WKHFKLOG�GRHV�QRW�UDLVH�DQ\�OHJDO�RU�HWKLFDO�SUREOHP�DV�VXFK��LW�GRHV�JLYH�ULVHWR� PDMRU� OHJDO� DQG� HWKLFDO� SUREOHPV� ZKHQ� LW� FRQFHUQV� WKH� LQWHUHVW� RI� DWKLUG� SDUW\� �FI�� 2SLQLRQ� Q�� ����� :RXOG� WKHUH� QRW� EH� LQ� WKLV� FDVH� DFRQWUDGLFWLRQ� ZLWK� WKH� SULQFLSOH� WKDW� D� FKLOG� VKRXOG� EH� ERUQ� IRU� KLV� RZQVDNH�"
 

,,,�3UHLPSODQWDWLRQ�JHQHWLF�GLDJQRVLV�WR�GHWHFW�+/$FRPSDWLELOLW\�LQ�D�FDVH�RI�IDPLOLDO�)DQFRQL
V�DQDHPLD

,,,�����$GGLWLRQ�RI�D�VHFRQGDU\�PRWLYH�IRU�VFUHHQLQJ
6WDUWLQJ�D�SUHJQDQF\�ZLWK�WKH�VLQJOH�DLP�RI�SURGXFLQJ�DQ�+/$�FRPSDWLEOHFKLOG�� ZKDWHYHU� PLJKW� EH� WKH� LQGLFDWLRQ� DV� MXVWLILHG� E\� WKH� VHYHUHLPSDLUPHQW�RI�D�VLEOLQJ��DSSHDUV� WR�EH� LQ� FRQWUDGLFWLRQ�ZLWK� WKH�SULQFLSOHWKDW�D�FKLOG�VKRXOG�QHYHU�EH�D�PHDQV�WR�DQRWKHU
V�HQGV��QRW�HYHQ�WR�VDYHWKDW� RWKHU�� +RZHYHU�� LQ� WKH� SDUWLFXODU� FDVH� UHIHUUHG� WR� &&1(�LPPXQRORJLFDO� FRPSDWLELOLW\� VFUHHQLQJ� LV� DGGHG� WR�ZKDW� VKRXOG� UHPDLQ� DSULRULW\���JLYH�ELUWK�WR�DQ�XQDIIHFWHG�FKLOG�
7KH REMHFW�RI� WKLV� IXUWKHU�VFUHHQLQJ� LV� WR�KHOS�D� VHULRXVO\� VLFN�FKLOG�E\�DWUDQVIXVLRQ�RI�VWHP�FHOOV�IURP�FRUG�EORRG� RQFH�WKH�QHZ�EURWKHU�RU�VLVWHULV�ERUQ��$V�QRWHG�DERYH��WKH�SUHVHQW�VWDWH�RI�WKH�ODZ�GRHV�QRW�DOORZ�VXFKVFUHHQLQJ��7KH�IXQFWLRQ�RI�3*'��DV�VWDWHG�E\�ODZ��LV�WR�FKRRVH�DQ�HPEU\RXQDIIHFWHG�E\�D�VHYHUH�JHQHWLF�GLVHDVH��WR�WKH�H[FOXVLRQ�RI�DQ\�RWKHU�QRQSDWKRORJLFDO�FKDUDFWHULVWLF��,I�3*'�ZHUH�WR�OHDG�WR�VHOHFWLQJ�DQ�HPEU\R�RXWRI�WKH�XQDIIHFWHG�HPEU\RV��EHFDXVH�LWV�LPPXQRORJLFDO�FRPSDWLELOLW\�ZRXOGEH RI�WKHUDSHXWLF�DGYDQWDJH�IRU�DQ�H[LVWLQJ�VLFN�FKLOG��WKHQ�WKH�LQGLFDWLRQVOLVWHG�E\�ODZ�ZRXOG�EH�H[FHHGHG�



,W�LV�RI�FRXUVH�YHU\�XQGHUVWDQGDEOH�WKDW�D�GLVWUHVVHG�FRXSOH�DQG�D�PHGLFDOWHDP��FRQIURQWHG�ZLWK�D�VHYHUH�OHWKDO�GLVHDVH�LQ�D�FKLOG��ZRXOG�ZLVK�WR�GRHYHU\WKLQJ� LQ� WKHLU� SRZHU� WR� VDYH� WKDW� FKLOG�� )URP� D� VWULFWO\� WKHUDSHXWLFYLHZ��WUDQVSODQWLQJ�VWHP�FHOOV�IURP�WKH�XPELOLFDO�FRUG�RI�WKH�VHFRQG�FKLOGZRXOG� DSSHDU� WR� EH� WKH� EHVW� VROXWLRQ� IRU� WKH� WLPH� EHLQJ� VLQFHLPPXQRORJLFDO�FRPSDWLELOLW\�REYLRXVO\�FRQGLWLRQV�DQ\�FKDQFHV�RI�VXFFHVV�
,,,�����0HGLFDO�SRVVLELOLWLHV
)DQFRQL
V�DQDHPLD�LV�D�KHUHGLWDU\�VLQJOH�JHQH�DXWRVRPDO�UHFHVVLYH�GLVHDVHZKLFK�PD\�EH� WKH� UHVXOW�RI�PXWDWLRQ� LQYROYLQJ�VHYHUDO�JHQHV��6\PSWRPVLQFOXGH� ERQH� PDUURZ� DSODVLD� ZKLFK� GHYHORSV� SURJUHVVLYHO\�� VWDUWLQJDURXQG���\HDUV�RI� DJH��'HDWK�KDELWXDOO\�RFFXUV� E\� WKH� DJH� RI� ��� RU� ���WKURXJK� LQIHFWLRQ� RU� KDHPRUUKDJH�� VRPHWLPHV� DFXWH� OHXNDHPLD�� RU� ODWHUWKURXJK� FDQFHU� ��PRUH� HVSHFLDOO\� RI� WKH� RURSKDU\QJHDO� DUHD�� $� VWXG\� RIDIIHFWHG�FKLOGUHQ�GHPRQVWUDWHG�WKDW�����ZHUH�OLNHO\�WR�GHYHORS�OHXNDHPLDRU�FDQFHU�
7UHDWPHQW� LQFOXGHV� SUHVFULELQJ� DQGURJHQV� DORQH� RU� LQ� FRPELQDWLRQ� ZLWKVWHURLGV��)RU�ZDQW�RI�FRUG�EORRG�FHOOV��DYDLODEOH�WKHUDS\�LV�PDLQO\�EDVHG�RQERQH�PDUURZ�WUDQVSODQW�
7KH PHGLFDO�EHQHILW�GHULYHG�IURP�FRUG�EORRG�FHOO� WUDQVSODQW��KDUYHVWHG�DWWKH�ELUWK�RI�DQ�+/$�FRPSDWLEOH�VLEOLQJ��DSSHDUV�WR�EH�YHU\�HQFRXUDJLQJ�IRUWKH�VLFN�FKLOG��DV�VRPH�UHVXOWV�RI� UHVHDUFK� LQ�)UDQFH�RU�HOVHZKHUH�EDVHGRQ�H[LVWLQJ�+/$� FRPSDWLEOH� FKLOGUHQ�KDYH� VKRZQ��7KH� WHFKQLTXH� LV� HDV\�DQG� LV� LQ� QR� ZD\� LPPHGLDWHO\� GHWULPHQWDO� WR� WKH� GRQRU� FKLOG�� +RZHYHU�WKHUH�PD\�EH� FDXVH�DW� D� ODWHU�GDWH��EHFDXVH�RI� UHQHZHG�KDHPDWRORJLFDOSUREOHPV�� WR� VXJJHVW� ERQH� PDUURZ� WUDQVSODQWV�� ,Q� WKLV� VLWXDWLRQ�� QHZLVVXHV� QHHG� WR� EH� DGGUHVVHG� VLQFH� UHQHZHG� �GRQDWLRQV�� E\� WKH� +/$FRPSDWLEOH� FKLOG� LV�ERXQG� WR�EH�RQH�RI� WKH�RSWLRQV�� )RU� WKDW�PDWWHU�� WKHJHQHUDOO\�VSXULRXV�QDWXUH�RI�D��GRQDWLRQ��E\�D�VPDOO� FKLOG��DOVR�DULVHV� LQWKLV�FRQWH[W�
7UDQVSODQWLQJ�FRUG�EORRG�FHOOV�� WDNHQ�IURP�D�FRPSDWLEOH�GRQRU�ERUQ�DIWHU3*'�� LV�D� UD\�RI�KRSH�VLQFH� LW�PHDQV� WKDW� WKH�KDHPDWRORJLFDO�DVSHFWV�RIWKH� FRQGLWLRQ� FDQ�EH� WUHDWHG��+RZHYHU�� LW� LV� QR�SUHYHQWLRQ�DJDLQVW� RWKHUPDQLIHVWDWLRQV� RI� WKH� GLVHDVH� �YDULRXV� PRUSKRORJLFDO� RU� YLVFHUDODQRPDOLHV��
,,,�����(WKLFDO�LVVXHV
7KLV�SDUWLFXODU�FDVH�WKHUHIRUH�UDLVHV�VHYHUDO�HWKLFDO�SUREOHPV��

� SURFHGXUDO�FRQVWUDLQWV� GLIIHUHQFHV�EHWZHHQ�31'�DQG�3*'� WKH�TXHVWLRQ�RI�D�PRGLILFDWLRQ�WR�WKH�RULJLQDO�LQWHQWLRQV�RI0$5� WKH�QHHG�WR�VHOHFW��DQG�WKH�FULWHULD�IRU�VHOHFWLQJ��WKH�HPEU\RIRU�WUDQVIHU



� WKH�LQVWUXPHQWDOLVDWLRQ�RI�WKH�FKLOG� LQWUD�IDPLO\�UHODWLRQDO�SUREOHPV
,,,�������0HGLFDO�FRQVWUDLQWV�RI�WKH�SURFHGXUH
)RU�WKH�PRWKHU��LQ�YLWUR�IHUWLOLVDWLRQ�LV�PDQGDWRU\��DV�LW�ZLOO�EH�QHFHVVDU\�LQDQ\�FDVH�WR�VFUHHQ�IRU�)DQFRQL
V�DQDHPLD��2YDULDQ�VWLPXODWLRQ�ZLOO�EH�XVHGWR�REWDLQ�D�ODUJH�QXPEHU�RI�RRF\WHV��6XFK�VWLPXODWLRQ���DQG�DOO�WKH�PRUHVR�EHFDXVH�D�QRUPDOO\� IHUWLOH�ZRPDQ� LV� FRQFHUQHG� �� UHSUHVHQWV�D� ULVN�RIRYHU�VWLPXODWLRQ��6HYHUDO�F\FOHV�DUH�JHQHUDOO\�QHHGHG�WR�REWDLQ�DERXW���HPEU\RV�� ,Q� WKLV� FRQQHFWLRQ�� LW� PXVW� EH� QRWHG� WKDW� DOWKRXJK� WKLV� LV� DUHODWLYHO\� HDV\� SURFHGXUH� EHIRUH� WKH� DJH� RI� ���� LW� EHFRPHV�PXFK�PRUHGLIILFXOW�ZLWK�DGYDQFLQJ�\HDUV��)RU� WKH�HPEU\R��VHYHUDO�HPEU\RV�PXVW�EHFUHDWHG�DQG�DQDO\VHG��$�PD[LPXP�RI�WZR�HPEU\RV�ZLOO�EH�WUDQVIHUUHG��DQGWKH� SUREDELOLW\� RI� DFKLHYLQJ� SUHJQDQF\� LV� DERXW� ��� WR� ����� 2EYLRXVO\�WKHVH� WHFKQLTXHV� DUH� IDU� IURP� DEVROXWHO\� UHOLDEOH�� +/$� VFUHHQLQJ�� XVLQJRQH�RU� WZR� FHOOV��PD\�EH� IUDXJKW�ZLWK�PHWKRGRORJLFDO� SUREOHPV�� )RU� WKHPHGLFDO� WHDP�� DZDLWLQJ� WKH� ELUWK� RI� D� FKLOG� WR� SURYLGH� RWKHUZLVHXQDYDLODEOH� WKHUDS\�� LV� DQ� XQFRPIRUWDEOH� DQG� GXELRXV� SRVLWLRQ�� ZKHUH� DQHZ�OLIH�LV�UHGXFHG�WR�WKH�GLPHQVLRQ�RI�D�WKHUDSHXWLF�SRVVLELOLW\��7KH�QHZSUHJQDQF\� PD\� EH� H[SHULHQFHG� DV� D� QRW� DOWRJHWKHU� DFFHSWDEOH� ZDLWLQJWLPH�WR�VDYH�D�VLFN�FKLOG��$Q\�PLVKDS�LQ�WKLV�K\SHUPHGLFDOLVHG�SUHJQDQF\FRXOG� EH� FDXVH� IRU� SDUWLFXODU� DQ[LHW\� RU� HYHQ� JXLOW� RQ� WKH� SDUW� RI� WKHPRWKHU�DQG�KHU�LQWLPDWHV��)XUWKHUPRUH��WKH�WKHUDSHXWLF�DLP�RI�VDYLQJ�WKHVLFN� FKLOG� PD\� RYHUULGH� WKH� VSHFLILF� H[SHFWDWLRQ� RI� WKH� VHFRQG� FKLOG�� ,WFRXOG�ZHOO� KDSSHQ� WKDW� DQ\�ZRUVHQLQJ� RI� WKH� VLFN� FKLOG
V� FRQGLWLRQ� FRXOGLQVSLUH�WKRXJKWV�RI�SURYRNLQJ�D�SUHPDWXUH�GHOLYHU\�VR�WKDW�FRUG�EORRG�FHOOVZRXOG�EH�DYDLODEOH�ZKHQ�ZDQWHG��DV�KDV�DOUHDG\�EHHQ�IRXQG�WR�KDSSHQ�LQFHUWDLQ�FLUFXPVWDQFHV�
,,,�������3UHQDWDO�GLDJQRVLV��31'��YHUVXV�3*'
7KHUH� LV� D� PDMRU� GLIIHUHQFH� EHWZHHQ� SUHQDWDO� GLDJQRVLV� DQGSUHLPSODQWDWLRQ� GLDJQRVLV�� 3*'� LV� QRW� VLPSO\� HDUO\� SUHQDWDO� GLDJQRVLV�0DGH�SRVVLEOH�E\�0$5�LQ�D�FRQWH[W�RI�SDUWLFXODUO\�VHYHUH�JHQHWLF�GLVHDVHV�LW�FDQ�DYRLG�KDYLQJ�WR�WHUPLQDWH�D�SUHJQDQF\�IRU�PHGLFDO�UHDVRQV��DQG� LVWKHUHIRUH�D�SRVVLELOLW\�RI�FKRRVLQJ�D�OHVVHU�HYLO��7KDW�31'�VKRXOG�EH�XVHGWR� GHWHFW� +/$� LPPXQRORJLFDO� FRPSDWLELOLW\�� LV� VLPSO\� QRW� DQ� RSWLRQ�� QRWHYHQ�D�VHFRQGDU\�RSWLRQ��7R�WHUPLQDWH�D�SUHJQDQF\�VROHO\�IRU�UHDVRQV�RILQFRPSDWLELOLW\� ZRXOG� LQGHHG� FRQVWLWXWH� LQWROHUDEOH� LQMXU\�� 3UHQDWDOGLDJQRVLV� LV� WKHUHIRUH� QRW� WKH� SURSHU� YHKLFOH� IRU� GHWHFWLQJ� +/$FRPSDWLELOLW\�
,,,�������7KH�LVVXH�RI�FKDQJH�LQ�WKH�LQLWLDO�LQWHQWLRQ�RI�0$5�DQG�WKHSRVVLELOLW\�RI�DEXVH
,QLWLDOO\��WKH�DLP�RI�0$5�ZDV�WR�FRXQWHUDFW�LQIHUWLOLW\��$GGLQJ�3*'�WR�0$5VHHNV� WR� DYRLG� WKH� ELUWK� RI� FKLOGUHQ� DIIHFWHG� E\� JHQHWLF� GLVRUGHUV�� DQGWKHUHIRUH� WR� DYRLG� WKH� FRQVHTXHQW� VXIIHULQJ�� ,I� 3*'� LV� QRW� VWULFWO\



FRQWUROOHG�� WKHUH� LV�D�ULVN�RI�H[WHQGLQJ� LWV�DSSOLFDWLRQV� WR�GLDJQRVLQJ� OHVVVHYHUH�ODWH�RQVHW�GLVRUGHUV��DQG�RI� LWV�XVH�IRU�UHVWRUDWLYH�SXUSRVHV��&RUGEORRG�� IXOO� RI� VWHP�FHOOV�� LV� LQ� IDFW�RQH�RI� WKH�VLPSOHVW�ZD\V�RI�REWDLQLQJFHOOXODU�PDWHULDO�UHTXLUHG�IRU�JUDIWLQJ�FKLOGUHQ�VXIIHULQJ�IURP�OHXNDHPLD�RUKDHPDWRORJLFDO� JHQHWLF� GLVHDVHV�� VXFK� DV� LQ� SDUWLFXODUKHPRJORELQRSDWKLHV��$GGHG�SRVVLELOLWLHV�PD\�EH�REWDLQHG�E\�IUHH]LQJ�VWHPFHOOV�� ,Q� VXFK� FLUFXPVWDQFHV��PHGLFDOO\� DVVLVWHG� UHSURGXFWLRQ� LV� GHYLDWHGIURP� LWV�RULJLQDO� LQWHQWLRQ�DQG�EHFRPHV�DVVLVWDQFH� WR� WKHUDS\� IRU� D� WKLUGSDUW\�� )XUWKHUPRUH�� WKHUH� ZRXOG� EH� D� ULVN� �DOUHDG\� IUHTXHQW� LQ� FHUWDLQFXOWXUHV��RI�FKRRVLQJ�JHQGHU�IRU�FRQYHQLHQFH�DQG�QRW�EHFDXVH�RI�;�OLQNHGGLVRUGHUV�
,,,������6HOHFWLQJ�DQ�HPEU\R�DQG�VHOHFWLRQ�FULWHULD
7KH�DLP�RI�3*'�LV�WR�VXSSO\�LQIRUPDWLRQ�VR�WKDW�D�FKRLFH�FDQ�EH�PDGH��,QWKH� VLWXDWLRQ� ZKLFK� ZDV� UHIHUUHG� WR� &&1(�� 3*'� LV� XVHG� WR� SURYLGHDVVXUDQFH� WKDW� WKH� HPEU\R� ZLOO� EH� XQDIIHFWHG� E\� D� JHQHWLF� PXWDWLRQ�QHJDWLYH� FKRLFH��� DQG� WKDW� IXUWKHUPRUH� LW� LV� FRPSDWLEOH� IRU� +/$� WLVVXHJURXSV�ZLWK�DQ�DIIHFWHG�H[LVWLQJ�UHFLSLHQW��SRVLWLYH�FKRLFH���+HDOWK\�VSDUHHPEU\RV�ZKLFK�DUH�QRW�WUDQVIHUUHG�LQWR�WKH�XWHUXV��DUH�IUR]HQ�IRU�SRVVLEOHODWHU� WUDQVIHU� RU� GRQDWLRQ�� ,Q� VRPH� FDVHV�� QRQH� RI� WKH� KHDOWK\� HPEU\RVDUH�FRPSDWLEOH��DQG� LQ�RWKHUV�� VHYHUDO�DUH�FRPSDWLEOH��6KRXOG�VHYHUDO� RIWKH� HPEU\RV� EH� XQDIIHFWHG� E\� WKH� JHQHWLF� PXWDWLRQ� DQG� \HW� EHFRPSDWLEOH��FKRRVLQJ�RQH�RI� WKHP� LV�QRW�D�SUREOHP��2QH�DOZD\V�DLPV� WRNHHS� WKH� QXPEHU� RI� WUDQVIHUUHG� HPEU\RV� WR� D� PLQLPXP�� ,I� RQ� WKHFRQWUDU\�� DOO� WKH� HPEU\RV� XQDIIHFWHG� E\� )DQFRQL
V� DQDHPLD� DUHLQFRPSDWLEOH��ZKDW�ZLOO�KDSSHQ�WR�WKHP�"�:RXOG�QRW�GHVWUR\LQJ�WKHP��RUVLPSO\�IUHH]LQJ�WKHP�ZLWKRXW�DQ\� IXWXUH�SDUHQWDO�SURMHFW��EH�HYLGHQFH�RIDQ�XQDFFHSWDEOH�LQVWUXPHQWDOLVDWLRQ�RI�HPEU\RV�"
$UH�WKHUH�DQ\�GHFLVLYH�REMHFWLRQV�WR�HPEU\R�VHOHFWLRQ�JXLGHG�E\�WKH�+/$FRPSDWLELOLW\�FULWHULRQ�"�,QVRIDU�DV�HPEU\R�VHOHFWLRQ�LV�LQKHUHQW�WR�,9)��DQGDVVXPLQJ� WKH� ILQDO� DLP� LV� ODXGDEOH�� GRHV� LW� EHFRPH� UHSUHKHQVLEOH� VROHO\EHFDXVH� LW� LV� JXLGHG� E\� WKH� VHDUFK� IRU� D� VSHFLILF� LWHP� RI� LQIRUPDWLRQUHJDUGLQJ�D�SDUWLFXODU�FKDUDFWHULVWLF�RI�HPEU\RV�"�,I�QR�VHOHFWLRQ�LV�PDGH�WKHQ� WKH� GHFLVLRQ� LV� OHIW� WR� FKDQFH�� :K\� VKRXOG� OHDYLQJ� IDWH� WR� GHFLGHUHSUHVHQW� D� KLJKHU�PRUDO� JURXQG� WKDQ�PDNLQJ� D� GHOLEHUDWH� FKRLFH� "� 7KHFULWHULD� XVHG� WR� PDNH� WKH� FKRLFH� DUH� VXUHO\� PRUH� WR� WKH� SRLQW�� $UH� WKHFULWHULD� DV� VXFK� PRUDOO\� XQDFFHSWDEOH� "� ,Q� IDFW�� WKH� FKRLFH� ZRXOG� EHXQDFFHSWDEOH� LI� LW�ZHUH� JXLGHG�E\� UDFLDO� FRQVLGHUDWLRQV�� RU� VRFLDO� YDOXHV�+RZHYHU��LQ�WKH�SUHVHQW�FDVH��WKHUH�LV�QR�WUDFH�RI�DQ�HIIRUW�WR��QRUPDOLVH�KXPDQ�UHSURGXFWLRQ��7KH�FKRLFH�LV�EDVHG�RQ�D�YHU\�JHQHUDO�DQG�UHODWLRQDOFKDUDFWHULVWLF��FRPSDWLELOLW\���)RU� WKDW�PDWWHU�� LI� FRPSDWLELOLW\�ZHUH� WR�EHIRXQG�H[LVWLQJ�DIWHU�VSRQWDQHRXV�IHUWLOLVDWLRQ��HYHU\RQH�ZRXOG�HDVLO\�DJUHHRQ� WKLV� EHLQJ� WKH� EHVW� SRVVLEOH� RXWFRPH�� 7KLV� GHPRQVWUDWHV� WKDW� WKHVLWXDWLRQ�RQH�KRSHV� WR�DUULYH�DW� �DQ�XQDIIHFWHG�FRPSDWLEOH�HPEU\R��FDQ�ZLWKRXW�UHVHUYDWLRQ��EH�YLHZHG�DV�JRRG�
,,,�������7KH�LVVXH�RI�WKH�LQVWUXPHQWDOLVDWLRQ�RI�WKH�FKLOG



)RU� D� FKLOG� WR� EH� ERUQ�� ZKR� ZLOO� EH� KHOSLQJ� WR� WUHDW� DQRWKHU� FKLOGVXEVHTXHQW�WR�DQ�DSSURSULDWH�VHOHFWLRQ��UDLVHV�WKH�PDMRU�LVVXH�RI�WKH�ULVNRI� LQVWUXPHQWDOLVDWLRQ� RI� WKH� XQERUQ� FKLOG�� 7KLV� IDFW� LV� ZRUWK\� RIFRQVLGHUDWLRQ��$V� LQ�.DQW
V�GLFWXP���1HYHU�XVH�KXPDQ�EHLQJV�VROHO\�DV�DPHDQV��EXW�DOZD\V�WUHDW�WKHP�DV�DQ�HQG��
,Q WKLV� FDVH�� LV� LQVWUXPHQWDOLVDWLRQ�D� IDFW� "� 7KH� FKLOG�ZLOO� EH� ERUQ� WR� KLVRZQ�IDWH�DQG�OLIH��+H�ZLOO�QRW�VLPSO\�EH�WKH�PHDQV�WR�DQ�HQG��$OWKRXJK�KLVH[LVWHQFH� LV� OLQNHG� WR� +/$� FRPSDWLELOLW\�� WKHUH� LV� PRUH� WR� KLV� H[LVWHQFHWKDQ� +/$� FRPSDWLELOLW\�� 7KH� VHOHFWLRQ� E\� LPPXQH� FRPSDWLELOLW\� FRXOG� EHHTXDWHG� WR� WKH� VROLGDULW\� ERUQ� RI� EURWKHUKRRG�� 7KH� FKLOG� ZLOO� VWLOO� EH� DVLQJXODU�EHLQJ�LQ�KLV�RZQ�ULJKW��DQG�LW�LV�WKDW�VLQJXODULW\�ZKLFK�PDNHV�KLPD XQLTXH�KXPDQ�EHLQJ���WKH�ELRORJLFDO�ERQG�LV�LQ�QR�ZD\�ZHDNHQHG�E\�LWVSURPLQHQFH�� 7KH�JLIW� RI� FRUG� EORRG� FHOOV� LV� QRQ� LQYDVLYH� DQG� WKHUHIRUH� DVLPSOH�SURFHGXUH��7KH�PDWWHU�LV�QRW�VR�VLPSOH�LQ�WKH�PHGLXP�WHUP�LI�RWKHUWUDQVSODQWV�WXUQ�RXW�WR�EH�QHFHVVDU\��VR�WKDW�WKH�SRVVLELOLW\�RI�FRPSXOVLRQ�DQG�WKHUHIRUH�RI�VXEPLVVLRQ�� LQ�WKH�FDVH�RI�UHSHDWHG�GRQDWLRQ��FDQQRW�EHHOXGHG�
6KRXOG� RQH� FRQVLGHU� WKDW� VHOHFWLRQ� RI� WKH� HPEU\R� OHDGV� QHFHVVDULO\� WR� DULVN�RI� LQVWUXPHQWDOLVDWLRQ�"� ,I�3*'�UHYHDOV� WKDW�RQH�RU� VHYHUDO� HPEU\RVDUH� XQDIIHFWHG�� EXW� DUH� QRW� +/$� FRPSDWLEOH�� WKH� IDFW� WKDW� WKH\�ZHUH� DOOUHMHFWHG�ZRXOG�LQGLFDWH�WKDW�WUXO\�WKH�XQERUQ�FKLOG�ZDV�QRW�ZDQWHG�IRU�KLVRZQ�VDNH��EXW�IRU�WKH�VDNH�RI�DQRWKHU��+RZ�WKHQ�QRW�FRQFOXGH�WKDW�KH�ZDVDERYH� DOO� YLHZHG� DV� WKH� LQVWUXPHQW� RI� WKH� WKHUDSHXWLF� LQWHUYHQWLRQ� WKDWZDV�WKH�UHDO�REMHFW�RI�GHVLUH�"�3DUHQWV�PXVW�EH�DSSULVHG�RI�WKLV�SRVVLELOLW\EHIRUH� DQ\� DFWLRQ� LV� WDNHQ�� +HDOWKFDUHUV� VKRXOG� EH� FRPPLWWHG� WR� JLYLQJSULRULW\�WR�WKH�WUDQVIHU�RI�XQDIIHFWHG�LPPXQR�FRPSDWLEOH�HPEU\RV��LI�WKHUHDUH� DQ\�� 2WKHUZLVH�� WKH\� ZRXOG� RIIHU� WR� WUDQVIHU� DYDLODEOH� XQDIIHFWHGHPEU\RV�� HYHQ� WKRXJK� WKH\� ZHUH� QRW� FRPSOHWHO\� VXLWDEOH� DV� UHJDUGVKLVWRFRPSDWLELOLW\� DQWLJHQV� IRU� D� SRVVLEOH� UHFLSLHQW�� +RZHYHU�� D� ZRPDQPXVW�FOHDUO\�QRW�EH�IRUFHG�WR�DFFHSW�DQ�HPEU\R�WUDQVIHU�VKH�UHMHFWV��%XWWKH�PHGLFDO� SURIHVVLRQ�ZKLFK� LQ� WKHVH� FDVHV� LV� DVNHG� WR� LQWHUYHQH��PXVWDQWLFLSDWH� WKH� SRVVLEOH� RFFXUUHQFH� RI� VXFK� D� VLWXDWLRQ� DQG� H[SODLQEHIRUHKDQG�WKH�PRUDO�FRPSOH[LWLHV�VR�DV�QRW�WR�EH�FDXJKW�ZKHQ�WKH�WLPHFRPHV�LQ�D�GLOHPPD�ZKHUH�WKH�LQWHUHVWV�RI�D�VLFN�FKLOG�ZRXOG�SUHYDLO�RYHUWKRVH�RI�DQ�XQERUQ�RQH�
,,,������,QWUD�IDPLO\�UHODWLRQDO�SUREOHPV
2QH�FDQQRW�GHQ\�WKDW�ERQGV�RI�GHSHQGHQFH�FRXOG�GHYHORS�IRU�D�FKLOG�ERUQDV�D�UHVXOW�RI�3*'�HPEU\R�VHOHFWLRQ��ZKRVH� LPPXQH�LGHQWLW\�ZDV�FKRVHQZLWK�D�YLHZ�WR�VDYLQJ�D�EURWKHU�RU�VLVWHU��&DQ�RQH�LJQRUH�WKH�SRVVLELOLW\�RISV\FKRORJLFDO� ULVNV� IRU� WKH� XQERUQ� FKLOG�� DQG� RI� SHUVRQDOLW\� FRQVWUXFWLRQKD]DUGV"2QH FRXOG�DOVR�UHYHUVH�WKH�VLWXDWLRQ�DQG�VXSSRVH�WKDW�VXFK�D�FKLOG�PLJKWIHHO�KLJKO\�YDOXHG�RQ�OHDUQLQJ�DERXW�WKH�YLWDO�KHDOWK�SUREOHPV�RI�KLV�ROGHUVLEOLQJ��DQG�DOO� WKDW�HQWDLOV��DQG�ZDV�DEOH� WR�DSSUHFLDWH� WKH�HIIRUWV�PDGHE\ KLV�SDUHQWV��6HHQ�IURP�WKLV�DQJOH��KH�FRXOG�XQGHUVWDQG�WKDW�KH� LV�WKH



FRUH�RI�WKLV�LQWUD�IDPLO\�VROLGDULW\��ZKLFK�ZRXOG�KDYH�EHHQ�LQ�KLV�IDYRXU�LIKH KDG� EHHQ� LQ� WKH� VDPH� VLWXDWLRQ� DV� KLV� ROGHU� VLEOLQJ�� 7KLV� GLUHFWUHFLSURFLW\�LV�RI�FRXUVH�RQO\�YLUWXDO��EXW�FRXOG�EH�SRWHQW�
%HWZHHQ� WZR� VXFK� WKHRUHWLFDO� SRVVLELOLWLHV� FRQFHUQLQJ� D� FKLOG� ERUQ� DIWHU3*'� VHOHFWLRQ�� UHDVRQ� FDQ� KDUGO\� FKRRVH�� +RZHYHU�� FRPSDULVRQ� ZLWKEHWWHU�NQRZQ�VLWXDWLRQV��WUDQVSODQWDWLRQ�ZLWKLQ�D�VLEVKLS��JLYHV�DQ� LQVLJKWDV�WR�WKH�VLWXDWLRQ�RI�WKRVH�GLUHFWO\�FRQFHUQHG�
:KDW�PXVW�EH�FRQVLGHUHG�KHUH�DUH�ERWK�WKH�IUDJLOLW\�RI�D�VLFN�FKLOG�GXULQJWKH� FUXFLDO� SHULRG� ZKHQ� HIIRUWV� DUH�PDGH� WR� VDYH� KLV� OLIH�� DQG� WKH� ODWHUSURORQJHG� IUDJLOLW\� �� SRVVLEO\� WKURXJKRXW� KLV� OLIHWLPH�� XQFHUWDLQ� EXWSRVVLEOH��RI�D�FKLOG�ERUQ�WR�VDYH�KLV�ROGHU�VLEOLQJ��7R�TXRWH�3��5LFRHXU��WKLVLV�D��FRQIURQWDWLRQ�EHWZHHQ�WKH�VLWXDWLRQ�RI�D�FKLOG�DERXW�WR�GLH��DQG�WKDWRI�D�FKLOG�ZKR�PD\�EH�HQWHULQJ�D�OLIHWLPH�RI�FRQVWUDLQW��
,V WKH� UHFLSLHQW
V� RZQ� LGHQWLW\� WKUHDWHQHG� "� 7KH� DFFRXQWV� RI� UHFLSLHQWFKLOGUHQ�DQG�GRQRU�FKLOGUHQ�UHYHDO� WKH� LPSRUWDQFH�DQG�FRPSOH[LW\�RI� WKHDFFRPSDQ\LQJ�V\PEROLF�SKHQRPHQD��EH�WKH\�WKH�VRXUFH�RI�WKH�WLJKWHVW�RIERQGV�RU�RI� ILHUFH�KDWUHGV�ZLWKLQ�WKH�VLEVKLS��ZKLFK� LV�UHDVRQ�HQRXJK�IRUIXWXUH� VWXGLHV� WR� EH� XQGHUWDNHQ� LQ� LQHYLWDEO\� GLIILFXOW� FRQGLWLRQV� RI� QRQ�GLVFULPLQDWLRQ�
3DUHQWV�PD\�DOVR�ILQG�LW�GLIILFXOW�WR�DGDSW�WR�WKLV�VLWXDWLRQ��LQ�SDUWLFXODU�LQFDVH� RI� IDLOXUH�� +RZ� FDQ� IHHOLQJV� RI� JXLOW� EH� RYHUFRPH� LI� KHOSLQJ� D� VLFNFKLOG� EHFRPHV� DQ� LPSRVVLELOLW\�� RU� LI� VXFK� IUDJLOH� SUHJQDQFLHV� IDLOUHSHDWHGO\��RQH�VKRXOG�QRW�IRUJHW�WKDW�WKH�FKDQFHV�RI�VXFFHVV�DUH�ORZ���RULI�WKH�WUDQVSODQW�LV�UHMHFWHG�"
,,,�����6RPH�ODQGPDUNV
,,,�������3ULQFLSOHV
7HFKQLFDO� SURJUHVV� VHHPV� WR� SRLQW� LQ� WKH� GLUHFWLRQ� RI� HYHU� LQFUHDVLQJFRQWURO�RYHU�OLIH��+RZHYHU��SHUKDSV��DXWKHQWLF��FRQWURO�LV�WR�NQRZ�ZKHUH�WRVWRS�� DQG� WR� WKLQN�DERXW� WKH�ERXQGDULHV�RI�ZKDW� FDQ�EH�GRQH� WR� WUHDW� DVLFN�FKLOG�
6RPH�RI�WKH�SULQFLSOHV�VHW�RXW�LQ�WKH�UHSRUWV�DQG�RSLQLRQV�RI�&&1(�PD\�EHTXRWHG��

� QRQ�LQVWUXPHQWDOLVDWLRQ�RI�LQGLYLGXDOV��ERUQ�RU�DV�\HW�XQERUQ�� UHVSHFW� IRU� WKH� LQWHJULW\� RI� D� SHUVRQ�� �� FKRRVLQJ� WKH� OHVVHUHYLO�ZKHQ�REMHFWLRQV�FDQ�EH�IRXQG�WR�DOO�SURSRVHG�VROXWLRQV�
2QH PXVW�EH�DZDUH�WKDW�WKLV�ODWWHU�SULQFLSOH��ZKLFK�LV�DNLQ�WR�WKH�ZHLJKWLQJSURFHVV� ZKLFK� LV� DQ� LQWHJUDO� SDUW� RI� PHGLFDO� GHFLVLRQ� PDNLQJ�� FDQVRPHWLPHV�EH� LQ� FRQIOLFW�ZLWK� SULQFLSOHV� WKDW� DUH� JHQHUDOO\� DFFHSWHG� DQGFRQVLGHUHG�VHHPO\�
,,,�������5LVNV�RI�H[WHQVLRQ�RI�+/$�FRPSDWLELOLW\�UHVHDUFK



6ROLGDULW\�ZLWK�RWKHU�KXPDQ�EHLQJV�LV�RQH�RI�WKH�SRZHUIXO�SULQFLSOHV�RI�RXUKXPDQLW\�� $� JUDIW� WDNHQ� IURP� D� OLYH� GRQRU� LV� RQH� RI� LWV� PRVW� SHUIHFWLOOXVWUDWLRQV�� +RZHYHU�� WKH� ERXQGDULHV� RI� WKLV� SKLORVRSK\� DUH� RQO\� WRRYLVLEOH� ZKHQ� ZH� HQFRXQWHU� LOOLFLW� WUDGLQJ� LQ� KXPDQ� RUJDQV� DQGFRPPRGLWLVDWLRQ� RI� OLIH� LWVHOI�� 2SHQLQJ� XS� 3*'� WR� UHVHDUFKLQJ� LPPXQHFRPSDWLELOLW\� FDUULHV� WKH� ULVN� RI� H[WHQVLRQ� WR� ZLGHVSUHDG� JHQHWLF� DQGKDHPDWRORJLFDO�GLVHDVHV��DIIHFWLQJ�SRVVLEO\�PLOOLRQV�RI�LQGLYLGXDOV��EXW�DOVRWR�FRXVLQV�RU�HYHQ�SDUHQWV�ZKR�PLJKW�ZDQW�DW�VRPH�SRLQW�WR�EHQHILW�IURPFRUG�EORRG�FHOO�WUDQVSODQW�IRU�RWKHU�UHDVRQV�LQ�YLHZ�RI�UHVWRUDWLYH�WKHUDS\�2EYLRXVO\��QR�REMHFWLRQ�WR�DQ\�VXFK�H[WHQVLRQ�FRXOG�EH�YRLFHG�DW�WKLV�SRLQWWR� UHMHFW� VXFK� UHTXHVWV�� DQG� WKH� ZKROH� VLWXDWLRQ� ZRXOG� EHFRPHXQPDQDJHDEOH�� ,Q� WKLV�ZD\�� VROLGDULW\� DV� D� YDOXH� LV� FRQIURQWHG�ZLWK� WKHXWRSLDQ�QDWXUH�RI�VXFK�SUDFWLFHV�
$ UHDO� GDQJHU� RI� DQRWKHU� NLQG� LV� UHSUHVHQWHG� E\� WKH� SUREDEOH� IXWXUHVLPSOLILFDWLRQ� RI� WKH� +/$� LGHQWLILFDWLRQ� WHFKQLTXH�� LW� ZRXOG� EHFRPHWHPSWLQJ�WR�FRQVWUXFW�V\VWHPDWLFDOO\�+/$�FRPSDWLEOH�IDPLOLHV�RI�VLEOLQJV�VRWKDW�WKH\�FRXOG�PXWXDOO\�DQG�HQGOHVVO\�UHSDLU�HDFK�RWKHU�
$Q\ WHFKQLTXH� DQG� DQ\� LQVWUXPHQW�� FDQ� EH� PDGH� WR� VHUYH� RSSRVLWHILQDOLWLHV�� VRPH�JRRG��DQG� VRPH�EDG�� ,W�PD\� VHHP�XQMXVWLILHG� WR� REMHFW�EHFDXVH� RI� ULVNV� ZKLFK� FDQ� QHYHU� EH� WRWDOO\� GLVFRXQWHG� �DOWKRXJK� WKHLUH[LVWHQFH�PD\� VRPHWLPHV� EH� WRWDOO\� GHYRLG� RI� HPSLULFDO� IRXQGDWLRQ��� WRKRSHV�LQGXFHG�E\�WKH�XVH�RI�QHZ�WHFKQLTXHV��RI�SURYHQ�HIILFDF\��+RZHYHU�VXFK�SURPLVHV�DUH�FRQIURQWHG�E\�OLPLWV�ZKLFK�VRFLHW\�PXVW�QHYHU�FHDVH�WRUHGHILQH�
,,,�������/LPLWV�DQG�SUHFDXWLRQV
,Q� WKH� SUHVHQFH� RI� VXFK� UHTXHVWV�� LV� LW� SRVVLEOH� WR� SURKLELW�� RU� DFFHSWH[FHSWLRQV��RU�DFFHSW�H[WHQVLRQV�"
7KH SRVVLELOLW\� WKDW� DQ� H[WHQVLRQ� RI� 3*'�� DV� LW� LV� FRQVLGHUHG� KHUH� IRU)DQFRQL
V� DQDHPLD�� EHFRPHV� D� PDWWHU� RI� URXWLQH� DSSOLFDEOH� WR� D� JUHDWQXPEHU� RI� FRQJHQLWDO� RU� DFTXLUHG� GLVRUGHUV�� LV� IRUELGGLQJ�� $OWKRXJK� RQHPD\�FRQVLGHU�WKDW�KDUYHVWLQJ�VWHP�FHOOV�IURP�WKH�XPELOLFDO�FRUG�LV�VXFK�DVLPSOH� QRQ� WUDXPDWLF� SURFHGXUH� WKDW� VRFLHW\� FRXOG� KDUGO\� VHH� LW� DV� DVHULRXV�SUREOHP��WKHUH�PXVW�EH�QR�IRUJHWWLQJ�WKDW�DQ�H[WHQVLRQ�RI�3*'�LQWKDW� VLWXDWLRQ� FDQ� OHDG� ODWHU� WR� SUHVVXUH� WR� �JLYH�� ERQH� PDUURZ�7KH SRVVLELOLW\�RI�SV\FKRORJLFDO� FRQVHTXHQFHV� IRU�D�FKLOG�ZKR� OHDUQV� WKDWRQH�RI� WKH� IDFWV�RI�KLV�H[LVWHQFH� LV� WKDW�KH�ZDV�FKRVHQ�VR� WKDW�KH�FRXOGVDYH� DQRWKHU� FKLOG� DQG� WKDW� KH� PLJKW� ODWHU� EH� VXEMHFWHG� WR� UHSHDWHG�GRQDWLRQV��� UHPDLQV�XQFHUWDLQ�� ,W� LV�HVVHQWLDO� WKDW�SDUHQWV� EH�DOHUWHG� WRWKH� IDU�UHDFKLQJ�VLJQLILFDQFH�EHFDXVH�RI� LWV� SRWHQWLDO� LPSOLFDWLRQV�� RI� WKLVDFWLRQ�� VR� WKDW� WKH\� DUH� QRW� VROHO\� DZDUH� RI� LWV� VDOYDWLRQ� YDOXH�� %XW� WKHIDPLO\�PXVW�EH�DOORZHG�WR�WKLQN�IRU�LWVHOI��2QH�FDQ�HDVLO\�XQGHUVWDQG�WKDW�DGLVWUHVVHG�FRXSOH��WRJHWKHU�ZLWK�D�PHGLFDO� WHDP��FRQIURQWHG�ZLWK�VHULRXVDQG� OHWKDO� VLFNQHVV� LQ� WKHLU� FKLOG��ZRXOG�ZDQW� WR� GR� HYHU\WKLQJ� KXPDQO\SRVVLEOH�WR�VDYH�WKDW�FKLOG��,QVRIDU�DV�WKH�JUDIW�RI�VWHP�FHOOV�DQG�ODWHU�RI



ERQH�PDUURZ�VHHPV� WR�EH� WKH�RQO\� SRVVLEOH� WKHUDS\� IRU� WKH� WLPH�EHLQJ�EHFDXVH�RI�LPPXQH�FRPSDWLELOLW\��WR�VLPSO\�SURKLELW�VHHPV�KDUVK��+DYLQJUHFRXUVH�WR�WKH�SULQFLSOH�RI�WKH�OHVVHU�HYLO�LV�XQGHUVWDQGDEOH�LQ�VXFK�FDVHV�EXW LW� GRHV� RSHQ� WKH� GRRU� WR� D� QHZ� NLQG� RI� UHVWRUDWLYH� PHGLFLQH� ZKLFKDJDLQ�UDLVHV�WKH� LVVXH�RI�WKH�ERXQGDU\�EHWZHHQ�D�UHDVRQDEOH�WKHUDSHXWLFHIIRUW�DQG�H[FHVVLYH�REVWLQDF\�
(YHU\WKLQJ�UHVWV�RQ�WKH�DZDUHQHVV�RI�WKH�PHGLFDO�WHDP��DQG�DERYH�DOO�RIWKH� IDPLO\�� WR� WKLV� SUREOHP�� 7KH� ILUVW� UHTXLUHPHQW� LV� D� WUXH� SDUHQWDOSURMHFW�� 7KH� ILUVW� MXVWLILFDWLRQ� IRU� SHUIRUPLQJ� 3*'� LV� WKH� ELUWK� RI� D� FKLOG�XQDIIHFWHG�E\� WKH� VHULRXV� JHQHWLF�GLVHDVH�ZKLFK� WKUHDWHQV� WR�DIIHFW�KLP�6HDUFKLQJ� IRU� LPPXQH� FRPSDWLELOLW\� ZLWK� D� VLFN� HOGHU� VLEOLQJ� PXVW� WDNHVHFRQG�SODFH�� RWKHUZLVH� WKH�JLIW� RI� FRUG� EORRG� LV� WDQWDPRXQW� WR� OLIH�ORQJVXEMHFWLRQ�� 7KLV� LPSHUDWLYH� LV� WKH� RQO\� VDIHJXDUG� IRU� WKH� IDPLO\�� DQGSURYLGLQJ�LQIRUPDWLRQ�WRJHWKHU�ZLWK�SV\FKRORJLFDO�VXSSRUW�PXVW�EH�VHHQ�WRFRQVWUXFW�D�VWURQJ�IDPLO\�ERQG��SUHVHUYLQJ�WKH�DXWRQRP\�DQG�LQWHJULW\�RIWKH�FKLOG�ERUQ�SRVW�3*'��7KH�LVVXH�LV�QRW�MXVW�VHOHFWLQJ�DQ�HPEU\R���RQO\SURIRXQG�UHVSHFW�IRU�RWKHUQHVV�FDQ��LQ�VXFK�D�VLWXDWLRQ��MXVWLI\�WKH�FKRLFHRI�D�WKHUDSHXWLF�REMHFWLYH�
,9�'LDJQRVLV�E\�H[FOXVLRQ�IRU�KXQWLQJWRQ
V�FKRUHD
2Q�$SULO�����������D�SUREOHP�FRQFHUQLQJ�3*'�IRU�+XQWLQJWRQ
V�&KRUHD�ZDVUHIHUUHG� WR� &&1(�� 7KH� SDUHQWV� GR� QRW� ZLVK� WR� NQRZ� ZKHWKHU� WKH\WKHPVHOYHV�DUH�DW� ULVN� RI� EHLQJ� DIIHFWHG� E\� WKLV� DSSDOOLQJ� GLVHDVH��$V� RIQRZ��WKH�ODZ�GRHV�QRW�SHUPLW�WKLV��VLQFH�3*'�PXVW�EH�OLPLWHG�WR�GHWHFWLQJD JHQHWLF� PXWDWLRQ� NQRZQ� WR� DIIHFW� WKH� SDUHQWV� DQG� WUDQVPLWWHG� WRHPEU\RV�� 7KH�SHUVRQ� FRQFHUQHG�ZLVKHV� WR� KDYH� D� GLVHDVH�IUHH� FKLOG� EXWFODLPV�WKH�ULJKW�QRW�WR�NQRZ�
7KLV�UDLVHV�VHYHUDO�SUREOHPV��

�� ��LJQRUDQFH�RI�SDUHQWDO�VWDWXV�FODLPHG�DV�WKH�ULJKW�QRW�WRNQRZ�� ��WKH�LVVXH�RI�DQ�H[FOXVLRQ�GLDJQRVLV�DV�UHJDUGV�FROOHFWLYHKHDOWK�FDUH�FKRLFHV��� ��GLVSDULW\�RI�VLWXDWLRQV�GHSHQGLQJ�RQ�SDUHQW�JHQGHU��� ��WKH�VWDWXV�RI�WKH�KHDOWK\�IXWXUH�FKLOG��� ��SRVVLEOH�H[WHQVLRQ�WR�RWKHU�JHQHWLF�VLWXDWLRQV��� ��FKLOGUHQ
V�ULJKWV�DQG�WKH�ULJKW�WR�EHDU�FKLOGUHQ�
,9�����,JQRUDQFH�RI�SDUHQWDO�VWDWXV�FODLPHG�DV�WKH�ULJKW�QRW�WRNQRZ
7KH� ULJKW� QRW� WR� NQRZ� LV� DQ� HVWDEOLVKHG� ULJKW��+XQWLQJWRQ
V� GLVHDVH� LV� LQIDFW� RQH� RI� LWV� PRVW� VLJQLILFDQW� H[DPSOHV� LQVRIDU� DV� LWV� IXOO� SHQHWUDQFHOHDGV� WR�D�ELQDU\�FRQFOXVLRQ��� WKH� ULVN� LV�HLWKHU�]HUR�RU�RQH�KXQGUHG�SHUFHQW��ZLWK�QHXURORJLFDO�DQG�SV\FKLDWULF�GLVRUGHUV�DW�DQ�DJH��ZKLFK�FDQQRWEH IRUHVHHQ�� RI� EHWZHHQ� ��� DQG� ��� \HDUV�� 7KHUH� LV� QR� ZDUQLQJ� VLJQ� RI



IXWXUH�GLVHDVH�VR� WKDW� LQGLYLGXDOV� FRQFHUQHG� FDQQRW� GHFLGH�ZKHWKHU� WKH\FDQ�VDIHO\�KDYH�FKLOGUHQ�XQOHVV�WKLV�WHVW�LV�XVHG��7KH�LVVXH�DURVH�WKHUHIRUHVLQFH�WKH���V�RI�ZKHWKHU�VXFK�SDWLHQWV�VKRXOG�EH�WROG��LI�WKH\�VR�UHTXHVW�WKDW� WKH� PXWDWLRQ� LV� SUHVHQW� RU� QRW�� 6LQFH� WKDW� WLPH�� PXOWLGLVFLSOLQDU\WHDPV� FRPSRVHG� RI� QHXURORJLVWV�� SV\FKLDWULVWV�� DQG� SV\FKRORJLVWV�� KDYHPDGH� LW� SRVVLEOH� IRU� WKDW� LQIRUPDWLRQ� WR� EH� JLYHQ� LQ� D� UHDVVXULQJHQYLURQPHQW�WR�WKRVH�ZKR�ZLVKHG�WR�NQRZ��%XW�WKLV�LQIRUPDWLRQ��KRZHYHUUHDVVXULQJ�� LV� VWLOO� DQ� LPPHQVH� VKRFN�� (YHQ� WKRXJK� SHUVRQV� FRQFHUQHGPD\�QRW�ZLVK�WR�NQRZ��WKHUH�LV�QRWKLQJ�WR�SUHYHQW�WKHP�KDYLQJ�FKLOGUHQ�VLQFH� WKH� RQVHW� RI� WKH� GLVHDVH� LV� RIWHQ� IDLUO\� DGYDQFHG� FRPSDUHG� WR� WKHUHSURGXFWLYH�SHULRG�LQ�D�OLIH�
7R KDYH� D� FKLOG� ZLWKRXW� WUDQVPLWWLQJ� WKH� GLVHDVH�� WKHUH� DUH� VHYHUDOSRVVLELOLWLHV��

� 7KH�VLPSOHVW�FRXUVH�LV�WR�GLDJQRVH�IRU�WKH�PXWDWLRQ��EXW�WKDWLPSOLHV�WKDW�WKRVH�FRQFHUQHG�DUH�DZDUH�RI��RU�GLVFRYHU�WKHLUVWDWXV��,I�WKH�PXWDWLRQ�LV�DEVHQW��LW�LV�SHUIHFWO\�VDIH�WR�KDYHFKLOGUHQ��,I�WKH�PXWDWLRQ�LV�SUHVHQW��D�GLUHFW�SUHQDWDO�GLDJQRVLVFDQ�EH�UHTXHVWHG�� ,I�WKH�IRHWXV�EHDUV�WKH�DQRPDO\��HOHFWLYH�DERUWLRQ�FDQ�EHRIIHUHG��)RU�SHUVRQV�ERUQ�RI�DQ�DIIHFWHG�SDUHQW��DQG�WKHUHIRUHDW�ULVN��DQG�ZKR�GR�QRW�ZLVK�WR�EH�LQIRUPHG�RI�WKHLU�RZQVWDWXV��DQ�LQGLUHFW�SUHQDWDO�H[FOXVLRQ�WHVW�FDQ�EH�SURYLGHG�7KLV�LV�D�YHULILFDWLRQ�WKDW�WKH�IRHWXV�KDV�RU�KDV�QRW�LQKHULWHG�DFKURPRVRPH���IURP�WKH�DIIHFWHG�JUDQG�SDUHQW��,I�WKDWFKURPRVRPH�LV�SUHVHQW��WKH�ULVN�LV�LGHQWLFDO�WR�WKDW�RI�WKHSDUHQW��������7KDW�OHDYHV�WZR�SRVVLELOLWLHV���HLWKHU�DERUW�WKLV�����ULVN��IRHWXV��ZLWK�DV�D�FRQVHTXHQFH�WKH�HOLPLQDWLRQ�RI�DQXQDIIHFWHG�IRHWXV�KDOI�RI�WKH�WLPH��RU�FRQWLQXLQJ�SUHJQDQF\�LIWKH�IRHWXV�KDV�LQKHULWHG�D�FKURPRVRPH���IURP�WKH�XQDIIHFWHGJUDQGSDUHQW��L�H��LV�LQ�D�YHU\�ORZ�ULVN�VLWXDWLRQ��7KH�JXLGHOLQHVZKLFK�JRYHUQ�WKH�SURWRFROV�IRU�SUHV\PSWRPDWLF�GLDJQRVHV�RIWKLV�GLVHDVH�DFFHSW�GH�IDFWR�WKDW�WKH�SUHQDWDO�H[FOXVLRQ�WHVW�FDQ�EH�D�SRVVLEOH�H[FHSWLRQ�WR�WKH�JHQHUDO�UXOH�ZKLFKVWLSXODWHV�WKDW�SUHQDWDO�GLDJQRVLV�LV�RQO\�SHUIRUPHG�LI�DW�ULVNLQGLYLGXDOV�DUH�UHDG\�WR�DFFHSW�GLVFORVXUH�RI�WKHLU�RZQ�VWDWXV�7KLV�H[FOXVLRQ�WHVW�LV��KRZHYHU��VRPHWLPHV�UHMHFWHG�EHFDXVH�LWUHVXOWV�LQ�WKH�HOLPLQDWLRQ�RI�DOO�����ULVN�IRHWXVHV��ZKHUHDV�LQWKHRU\�KDOI�RI�WKHP�DUH�XQDIIHFWHG��6WXGLHV�KDYH�UHYHDOHG��IRUWKDW�PDWWHU��WKDW�D�VLJQLILFDQW�QXPEHU�RI�SDUHQWV�ZKR�KDGDVNHG�IRU�WKLV�WHVW�WR�EH�SHUIRUPHG�DQG�ZKR�KDG�LQLWLDOO\LQWHQGHG�WR�DERUW�DW�����ULVN��ILQDOO\�FKDQJHG�WKHLU�PLQGV�DQGFRQWLQXHG�WKH�SUHJQDQF\�
,W LV� FOHDU� KRZHYHU� WKDW� WKH� SUHQDWDO� GLDJQRVLV� KXUWV� WKH�PRWKHU�ZKR� LVIDFHG� ZLWK� WKH� SRVVLELOLW\� RI� WHUPLQDWLRQ�� DQG� WKH� ZLVK� WR� WXUQ� WRSUHLPSODQWDWLRQ� GLDJQRVLV� LQVWHDG� LV� XQGHUVWDQGDEOH�� +HUH� DJDLQ�� WZR



SRVVLELOLWLHV� DUH� DYDLODEOH� ZKHQ� WKH� DW�ULVN� SDUHQW� GRHV� QRW� ZLVK� WRGLVFRYHU�KLV�KHU�RZQ�VWDWXV�DV�UHJDUGV�WKH�GLVHDVH��
� 7KH� ILUVW� SRVVLELOLW\� LV� GLUHFW� GLDJQRVLV� ZKLFK� PDNHV� LWSRVVLEOH� WR� VHOHFW� DQ� HPEU\R� ZKLFK� LV� XQTXHVWLRQDEO\XQDIIHFWHG�E\� WKH�GLVHDVH��7KH� UHVXOWV� FRQFHUQLQJ� WKH�DW�ULVNSDUHQW� DUH� QRW� GLVFORVHG� WR� WKH� FRXSOH�� DW� WKHLU� UHTXHVW�� EXWWKH�PHGLFDO�VWDII�PD\�EH�H[WUHPHO\�EXUGHQHG�E\�WKLV�VHFUHW��,IDOO� WKH� HPEU\RV� DUH� DIIHFWHG�� WKH� DEVHQFH� RI� WUDQVIHU� ZRXOGVXJJHVW�WKDW�WKH�SDUHQW�LV�DOVR�DIIHFWHG��DQG�WKH�QRWLRQ�WKDW�DSK\VLFLDQ� ZRXOG� SOD\� D� UROH� LQ� VLPXODWHG� WUDQVIHU� RUSUHYDULFDWH� DERXW� WKH� HPEU\R
V� QRQ�WUDQVIHUDEOH� VWDWXV�� WRSUHVHUYH�WKH�FRXSOH
V�ZLVK�QRW�WR�NQRZ��LV�XQDFFHSWDEOH��,I�DOOWKH� HPEU\RV� DUH� XQDIIHFWHG�� WKLV� FRXOG� EH� LQWHUSUHWHG� �ZURQJO\� �� DV� D� VLJQ� WKDW� WKH� DW�ULVN� SDUHQW� LV� QRW� D� FDUULHU�ZKLFK� FRXOG� WXUQ� RXW� WR� EH� HUURQHRXV�� $QRWKHU�SRVVLELOLW\�UHYHUWV�WR�WKH�LQGLUHFW�H[FOXVLRQ�WHVW��7KLVLV�WKH�VDPH�PHWKRG�DV�WKH�SUHQDWDO�H[FOXVLRQ�GLDJQRVLV��2QO\WKH� HPEU\RV�ZKLFK� KDYH� QRW� LQKHULWHG� WKH� FKURPRVRPH� �� RIWKH� DIIHFWHG� JUDQGSDUHQW� DUH� UHWDLQHG�� 7KHUH� DJDLQ�� WKHUH� LVDFFHSWDQFH� RI� WKH� SULQFLSOH� RI� GHVWUR\LQJ� HPEU\RV� RI� ZKLFKKDOI�DUH��LQ�IDFW��XQDIIHFWHG��)XUWKHUPRUH��WKLV�PHWKRG�UHGXFHVE\ KDOI� WKH�FKDQFHV�RI�VXFFHVV�RI� ,9)��ZKLFK�DUH� ORZ�WR�VWDUWZLWK�

$V LW�WXUQV�RXW��LQ�VXFK�D�VLWXDWLRQ��WKH�ZLVK�QRW�WR�NQRZ�LV�QRW�DV�HDV\�WRUHVSHFW�DV�RQH�PLJKW�VXSSRVH��7KH�GLUHFW�GLDJQRVLV�SURYLGHV�D�ERRPHUDQJGLDJQRVLV�IRU�WKH�SDUHQW��EXW�H[FOXGHV�HOLPLQDWLRQ�RI�DQ�XQDIIHFWHG�HPEU\R� WKH� LQGLUHFW� GLDJQRVLV� SURWHFWV� WKH�ZLVKHV� RI� WKH� DW�ULVN� SDUHQW�� EXW� LQRQH�FDVH�RXW�RI�HYHU\�WZR��HOLPLQDWHV�D�KHDOWK\�IRHWXV�
)XUWKHUPRUH��3*'�LV�RQO\�MXVWLILHG�LQ�WKLV�VLWXDWLRQ�E\�WKH�SDUHQW
V�ZLVK�WRLJQRUH� KLV�KHU� VWDWXV�� ,Q� IDFW�� LI� WKDW� SDUHQW� LV� QRW� D� FDUULHU� IRU� WKHPXWDWLRQ�� 3*'� LV� QRW� QHFHVVDU\� DW� DOO�� ,I� WKDW� SDUHQW� LV� D� FDUULHU� RI� WKHPXWDWLRQ�� RQO\� WKH� GLUHFW� HOLPLQDWLRQ� GLDJQRVLV� RI� DQ� DIIHFWHG� HPEU\RZRXOG�PDNH�DQ\�VHQVH��7KH�LQGLUHFW�GLDJQRVLV�LV�VXSHUIOXRXV�
7KHUH� LV� ILQDOO\� WKH� TXHVWLRQ� RI� WKH� UHVRXUFHV� PDGH� DYDLODEOH� ZLWK� WKHVLQJOH�DLP�RI�SURWHFWLQJ�VRPHRQH�IURP�DQJXLVK��$QG�\HW��WKH�ULJKW�QRW�WRNQRZ� LV� LQ� QR�ZD\� EODPHZRUWK\� DQG�PXVW� EH� UHVSHFWHG� LQ� WKH� QDPH� RIVROLGDULW\�ZLWK�WKH�PRVW�YXOQHUDEOH�RI�RXU�NLQG�
,9�����7KH�VWDWXV�RI�WKH�KHDOWK\�IXWXUH�FKLOG
0HPEHUV�RI�D�IDPLO\�DIIOLFWHG�E\�+XQWLQJWRQ
V�GLVHDVH�OLYH�LQ�D�YHU\�VSHFLDOFOLPDWH�RI�XQFHUWDLQW\�DQG�DQ[LHW\��7KHUH�LV�D�JRRG�FKDQFH��LI�WKH�IDWKHU�LVDIIHFWHG��WKDW�WKH�FKLOG�EHFRPHV�VRRQHU�RU�ODWHU�WKH�PDLQVWD\�RI�D�SDUHQWLQ�WKH�WKURHV�RI�WKLV� IHDUVRPH�QHXUR�GHJHQHUDWLYH�GLVRUGHU��7KH�VLWXDWLRQZLOO� EH� EHWWHU� RU�ZRUVH� DFFRUGLQJ� WR� WKH� TXDOLW\� RI� WKH� IDPLO\� DQG� VRFLDO



VXSSRUW� QHWZRUN�� 2QVHW� RI� WKH� SDUHQW
V� GLVHDVH� ZLOO� JHQHUDOO\� VXUIDFHGXULQJ� WKH� DGROHVFHQFH� RI� WKH� FKLOG� ZKR� ZLOO� VXIIHU� HYHUDIWHU� IURP� DSDWKRORJLFDO�SDUHQWDO�LPDJH��%XW�LV�LW�WKH�WDVN�RI�WKH�PHGLFDO�SURIHVVLRQ�WRFRQVLGHU�LWVHOI�WKH�PRUDO�MXGJH�RI�VXFK�IDPLO\�VLWXDWLRQV�ZKLFK�DUH�SHUKDSVWKH� VROH� SUHURJDWLYH� RI� WKRVH� IDPLOLHV� "� 1RU� FDQ� WKH� LVVXH� RI� WKHUHVSRQVLELOLW\�RI� WKH�PHGLFDO� SURIHVVLRQ� LQ�D�SURFHGXUH�ZKLFK� FRXOG� KDYHJUDYH�FRQVHTXHQFHV�IRU�WKH�IXWXUH�FKLOG�EH�HOXGHG��,W�LV�LPSRUWDQW�WKDW�WKHIXOOHVW�LQIRUPDWLRQ�VKRXOG�EH�JLYHQ�WR�WKH�IDPLO\�FRQFHUQHG��,Q�DQ\�HYHQW�WKHUH�PXVW� EH� DZDUHQHVV� RI� WKH� WUXO\� GUDPDWLF� VLWXDWLRQ� RI� WKH� SDUHQWV�DQG�HYHU\�DWWHPSW�PXVW�EH�PDGH�WR�KHOS�WKHP�ZLWKRXW�PDNLQJ�WKHP�IHHOJXLOW\�
,9�����3RVVLEOH�H[WHQVLRQ
7KH�ULVN�RI�DUULYLQJ�DW�DQ�H[WHQVLRQ�RI�SUHLPSODQWDWLRQ�GLDJQRVLV� WR�PRVWODWH�DSSHDULQJ� GLVHDVHV� LV� FRQVLGHUDEOH�� 7KHUH� LV� QR� UHDVRQ� ZK\+XQWLQJWRQ
V� GLVHDVH� VKRXOG� EH� VLQJOHG� RXW� WR� WKH� GHWULPHQW� RI� JHQHWLFIRUPV� RI� $O]KHLPHU
V� GLVHDVH�� SRVVLEO\� JHQHWLFDOO\� LQGXFHG� WXPRURXVGLVHDVHV��HWF���

9 ��&21&/86,21���23,1,21
&DUHIXO�H[DPLQDWLRQ�RI� WKH� WZR�FDVHV� LQ�TXHVWLRQ� OHDGV�&&1(� WR�H[SUHVVWKH�ZLVK�WKDW�WKH�IXQGDPHQWDO�SULQFLSOH�XQGHUO\LQJ�WKH�ODZ�VKRXOG�QRW�EHTXHVWLRQHG���DQ\�DFWLRQ�RU�PHGLFDO�SURFHVV�DIIHFWLQJ�DQ�HPEU\R��ZKLFK�LVWR� EH� UHLPSODQWHG�� PXVW� KDYH� DV� LWV� SULPDU\� DLP� WKH� ZHOIDUH� RI� WKHHPEU\R�LWVHOI�DQG�EH�RI�GLUHFW�EHQHILW�WR�WKH�IXWXUH�FKLOG��)RU�WKDW�PDWWHU�WKH�ODZ�DV�LW�QRZ�VWDQGV�GRHV�QRW�RIIHU�DQ\�VROXWLRQ�WR�WKH�WZR�SUREOHPVUDLVHG�
7KH &RPPLWWHH� ILQGV� WKDW� DOWKRXJK� WKH� WZR� TXHVWLRQV� SXW� WR� LW� DUHFRQQHFWHG�� VLQFH� ERWK� VXSSRVH� WKDW� DFFRXQW� EH� WDNHQ� ZKHQ� D� 3*'� LVSHUIRUPHG� RI� WKH� LQWHUHVW� RI� D� WKLUG� SDUW\�� WKH\� DUH� QHYHUWKHOHVVVLJQLILFDQWO\� GLIIHUHQW� EHFDXVH� WKDW� LQWHUHVW� LQ� WKH� WZR� FDVHV� YDULHV� LQGHJUHH�� 7KLV� GLIIHUHQFH� LPSOLHV� SDUWLFXODU� HWKLFDO� YDOXHV� DQG� WKHUHIRUHOHDGV�WR�GLVWLQFW�SRVLWLRQV�EHLQJ�DGRSWHG�
:RUNLQJ� RQ� WKH� K\SRWKHVLV� RI� DQ� +/$� FRPSDWLELOLW\� WHVW� LQ� IDPLOLDO)DQFRQL
V� DQDHPLD�� WKH� HVVHQWLDO� SUREOHP� LV� WKH� DXWKHQWLFLW\� RI� WKHSDUHQWDO� SURMHFW� DQG� WKHUHIRUH� RI� WKH� ULVN� RI� D� FKLOG� EHFRPLQJ� DFRPPRGLW\�
7KH OHJLWLPDWH�ZLVK� WR�EHDU�D�FKLOG�GRHV�QRW�HTXDWH� WKH� ULJKW� WR�D�FKLOG�REMHFW��-XVW�DV�HPEU\RV�PXVW�QRW�EH�PDQXIDFWXUHG�VSHFLILFDOO\�IRU�XVH� LQUHVHDUFK� DQG� KHDOWKFDUH�� D� SUHJQDQF\�PXVW� QRW� EH� HQWHUHG� LQWR� IRU� DQ\RWKHU�SXUSRVH�WKDQ�ZKDW�LV�ULJKW�IRU�WKH�FKLOG��9HU\�SUREDEO\��WKHUH�KDYHDOZD\V�EHHQ� �UHPHGLDO�� FKLOGUHQ��EXW� LQ� WKLV� FDVH� WKH�PHGLFDO� SURIHVVLRQ



SOD\V�D�GHFLVLYH�UROH��$�IRUWLRUL��VHOHFWLQJ�DQ�HPEU\R�DQG�SURGXFLQJ�D�EDE\GHVLJQHG�SXUHO\�D�SRWHQWLDO�GRQRU��DQG�QRW�IRU�WKH�VDNH�RI�WKH�FKLOG�LWVHOI�LV� XQWKLQNDEOH� LQ� WKH� OLJKW� RI� WKH� PRUDO� YDOXHV� WKDW� &&1(� KDV� DOZD\VGHIHQGHG�� +RZHYHU�� PDNLQJ� LW� SRVVLEOH� IRU� D� EDE\� WKH� IDPLO\� ZLVKHV� WRKDYH�DQ\ZD\�� WR�UHSUHVHQW���DOVR���D�UD\�RI�KRSH�RI�D�FXUH� IRU� WKH�ROGHUVLEOLQJ��LV�DQ�DFFHSWDEOH�REMHFWLYH��DOEHLW�QRW�WKH�SULPH�REMHFWLYH�
7KHVH�PDWWHUV�DUH�PRPHQWRXV��&RQWHPSRUDU\�PHGLFDO�VFLHQFH�RIIHUV�QHZDQG�XQWULHG�FKRLFHV�IRU�WKH�ELUWK�RI�D�FKLOG��%XW�H[WHQGLQJ�WKLV�SRVVLELOLW\�WRYDULRXV�SUHGLFWLYH�VLWXDWLRQV�UHSUHVHQWV�D�ULVN�RI�WXUQLQJ�FKLOG�EHDULQJ�DQGFKLOGUHQ�LQWR�FRPPRGLWLHV�
'HIHQGLQJ� WKLV� SULQFLSOH�� KRZHYHU�� GRHV� QRW� UXOH� RXW� WKDW� SRVVLEOHVHFRQGDU\�EHQHILWV�DIIHFWLQJ�RWKHUV�DQG�FRQQHFWHG�WR�DQ�H[WHQVLRQ�RI�3*'�FRXOG� EH� FRQVLGHUHG� DQG� IRXQG� WR� EH� OHJLWLPDWH�� DV� ORQJ� DV� WKHUH� LV� QREUHDFK�RI�WKH�SULQFLSOH�WKDW�WKH�FKLOG
V�EHVW�LQWHUHVWV�UHPDLQV�SDUDPRXQW�
7KH IDFW� LV� WKDW�DOWKRXJK� WKH�ZLVK� WR�KDYH�D�FKLOG�PXVW�SUHYDLO��RQH�FDQKDUGO\� SUHWHQG� WR� LJQRUH� WKH� JUDYLW\� RI� WKH� VLWXDWLRQ�� 7KH� PDMRU� ULVNKRZHYHU�LV� LQ�D�SUHJQDQF\�IRU�SXUSRVHV�ZKLFK�DUH�PRUH�WKHUDSHXWLF�WKDQFHQWUHG�RQ�WKH�IXWXUH�FKLOG��$QG�IRU�WKDW�PDWWHU�RQH�FRXOG�EH�GRXEWIXO�RIWKH� WUXH� EHQHILW� ZKHQ� WKHUDSHXWLF� EHQHILWV� DUH� RYHU� HVWLPDWHG� WR� WKHGHWULPHQW� RI� IXQGDPHQWDO� SULQFLSOHV� ZKLFK� SURWHFW� WKH� IXWXUH� FKLOG�
$V ORQJ�DV�WKH� LQWHUHVWV�RI� WKH� IXWXUH�FKLOG�DUH�SURWHFWHG��DEVROXWHO\�DQGDV�D�SULRULW\��WKH�PHGLFDO�NQRZOHGJH�RI�WKH�SRWHQWLDO�LQWHUHVW�WKDW�WKH�FKLOGDOVR� UHSUHVHQWV� IRU� D� NQRZQ� WKLUG� SDUW\�� LV� D� SRVVLELOLW\� RI� FRQIURQWLQJSDUWLFXODUO\�KDUURZLQJ�VLWXDWLRQV�LQ�D�VSLULW�RI�JHQHURVLW\�
,Q WKH�VSHFLILF�FDVH�RI�)DQFRQL
V�DQDHPLD�� LQ�DQ\�HYHQW�� WKH�SUDFWLWLRQHUVWUHDWLQJ� WKH� VLFN� FKLOG� PXVW� �� LQ� HDFK� FDVH�� IURP� WKH� RXWVHW�� DQGWKURXJKRXW� WUHDWPHQW� �� SURYLGH� FOHDU� DQG�SUHFLVH� LQIRUPDWLRQ� WR� SDUHQWVUHJDUGLQJ�WKH�EHQHILWV�DQG�GUDZEDFNV�RI�VXFK�FRPSDWLELOLW\�VFUHHQLQJ��7KLVLQIRUPDWLRQ�PXVW� OHDG�SDUHQWV� WR� EH� IXOO\� DZDUH�� ORQJ� LQ� DGYDQFH� RI� WKHVLWXDWLRQV� RI� DQJXLVK� DQG� GLVWUHVV� LQHYLWDEO\� JHQHUDWHG� E\� WKH� GLVHDVH
VSURJUHVVLRQ��RI�WKH�IDFW�WKDW�LI�WKH\�ZHUH�WR�ZDQW�WR�KDYH�DQRWKHU�FKLOG�DWVRPH� IXWXUH� WLPH�� 3*'� FRXOG� SURYLGH� WKHP� ZLWK� WKH� FHUWDLQ� NQRZOHGJHWKDW�WKHLU�FKLOG�ZRXOG�EH�IUHH�RI�WKH�GLVHDVH�WKH\�DUH�EDWWOLQJ�DJDLQVW��$V�DVHFRQGDU\� FRQVHTXHQFH�� VHUHQH� FRQVLGHUDWLRQ� FRXOG� EH� JLYHQ� WR� WKHSRVVLELOLW\�RI�WKDW�FKLOG�EHLQJ�D�SULYLOHJHG�GRQRU�� WKXV�FRQWULEXWLQJ� WR�WKHWUHDWPHQW�RI�WKH�VLEOLQJ�
3DUHQWV�PXVW�DOVR�EH�FOHDUO\� LQIRUPHG�WKDW�WKHUH� LV�D�SRVVLELOLW\� WKDW�+/$FRPSDWLEOH�HPEU\RV�PD\�QRW�EH�DYDLODEOH��7KLV�PHGLFDO�LQIRUPDWLRQ�VKRXOGDQWLFLSDWH� D� SRVVLEOH� GHFLVLRQ� WR� UHMHFW� WKH� WUDQVIHU� RI� KHDOWK\�� EXW� QRQFRPSDWLEOH��HPEU\RV��7KLV�ZRXOG�SURYLGH�SDUHQWV�ZLWK� WLPH� WR� UHIOHFW� RQZKDW�WKH\�ZRXOG�GHFLGH�LQ�VXFK�D�VLWXDWLRQ��6KRXOG�WKH�PHGLFDO�SURIHVVLRQFRQVHQW�WR�JLYH�SULRULW\� WR�VHOHFWLQJ�D�FKLOG� IRU� LWV�UHPHGLDO�SRWHQWLDO�DQGQRW�IRU�LWV�RZQ�VDNH��LW�ZRXOG�IRUIHLW�D�PDMRU�HWKLFDO�UHIHUHQFH�



7KH�&RPPLWWHH�ZRXOG�VHH�DV�XQDFFHSWDEOH��IRU�H[DPSOH��WKDW�D�FKLOG�ZKRLV�QRW�EHLQJ�VFUHHQHG�IRU�D�SDUWLFXODUO\�VHULRXV�JHQHWLF�GLVRUGHU��EH�FKRVHQVROHO\�RQ�WKH�EDVLV�RI�+/$�W\SH�ZKLFK�FRXOG�KHOS�WKH�ROGHU�VLEOLQJ�
6R DV� WR� HQFRXUDJH� SDUHQWV� QRW� WR� JLYH� XS� FRPSOHWHO\� KHDOWK\� HPEU\RVVLPSO\� EHFDXVH� WKH\� DUH� QRW� +/$� FRPSDWLEOH�� WKHLU� GRFWRU�PXVW� WU\� DQGKHOS�WKHP�XQGHUVWDQG�WKDW�JLYLQJ�ELUWK�WR�D�FKLOG�FDQQRW�EH� UHVWULFWHG� WRWKH�VROH�SXUSRVH�RI�SURGXFLQJ�D��UHPHG\���DOEHLW�WR�VDYH�WKHLU�H[LVWLQJ�VLFNFKLOG�
,Q VSLWH�RI�WKH�FRPSDVVLRQ�DQG�VROLGDULW\�RQH�ZRXOG�ZLVK�WR�H[SUHVV�WR�DIDPLO\� WRUPHQWHG� E\� WKH� VLFNQHVV� RI� D� ORYHG� RQH�� LW� GRHV� QRW� VHHPDFFHSWDEOH� WR� LQVWUXPHQWDOLVH�D�FKLOG��7KLV� LV� WKH�PDMRULW\�SRVLWLRQ�RI� WKHPHPEHUV� RI� WKH� SOHQDU\� &RPPLWWHH�� ZKLFK� WRRN� WKH� YLHZ� WKDW� WKHVHFRQGDU\� QDWXUH� RI� WKH� VFUHHQLQJ� SURFHVV� PXVW� QRW�� IRU� DQ\� UHDVRQZKDWVRHYHU��EH�DOORZHG�SULPDF\�RI�SODFH��$Q�RWKHUZLVH�KHDOWK\��EXW�+/$LQFRPSDWLEOH��HPEU\R��FDQQRW�EH�UHMHFWHG�IRU�WKDW�UHDVRQ�DORQH��$�FKLOG�LVQRW�ERUQ�VROHO\�IRU�WKH�VDNH�RI�FRPSDWLELOLW\�
&HUWDLQ�PHPEHUV�RI�&&1(��KRZHYHU��LQ�D�VSLULW�RI�VROLGDULW\��FRQVLGHU�WKDWWKH� SDUHQWV
�ZLVK� WR� UHSHDW� WKH� 3*'� SURFHGXUH� LQ� WKH� KRSH� RI� REWDLQLQJHPEU\RV�WKDW�DUH�ERWK�KHDOWK\�DQG�FRPSDWLEOH��FDQQRW�EH�RSSRVHG�
,Q WKH� FDVH� RI� +XQWLQJWRQ
V� GLVHDVH�� HPEU\RV� DUH� FKRVHQ� EHFDXVH� WKH\KDYH�QRW�LQKHULWHG�WKH�FKURPRVRPH�ZKLFK�FRXOG�EH�FDUU\LQJ�WKH�PXWDWLRQ�7KHUH� LV�QR�GRXEW� WKDW� WKH�SDUHQWV�DFWXDOO\�ZDQW�D�FKLOG�DQG� WKDW� WKLV� LVWKHLU�PDLQ� FRQFHUQ�� 6R� WKH� LQWHUHVW� RI� WKH� IXWXUH� FKLOG� LV� SURWHFWHG�� EXWWKHUH�DUH�VRPH�HWKLFDO�LVVXHV�QHYHUWKHOHVV�
� 8QDIIHFWHG�HPEU\RV�DUH�HOLPLQDWHG�LQ�WKH�LQWHUHVW�RI�D�SDUHQW�ZKR�GRHVQRW� ZLVK� WR� NQRZ� ZKHWKHU� KH� RU� VKH� KDV� LQKHULWHG� D� VHULRXV� JHQHWLFGLVHDVH�� +RZHYHU�� DOWKRXJK� WKH� HOLPLQDWLRQ� RI� HPEU\RV� LV� QDWXUDOO\LQKHUHQW� WR� 3*'� DQG� WR� ,9)�� DQG� IRU� WKDW� PDWWHU� WR� DQ\� KXPDQUHSURGXFWLRQ� SURFHVV�� WKH� GHOLEHUDWH� QDWXUH� RI� WKDW� HOLPLQDWLRQ� UDLVHVLVVXHV�DQG�PXVW�EH�DSSUHFLDWHG�LQ�WKH�OLJKW�RI�DLPV�SXUVXHG�
� 7KH�DFFRXQWDELOLW\�WR�IXWXUH�FKLOGUHQ�LQ�D�IDPLO\�WKUHDWHQHG�E\�WKH�ULVN�RIDQ�DSSDOOLQJ�JHQHWLF�GLVHDVH��FDQQRW�EH�HOXGHG�
� 7RWDO� SURWHFWLRQ� RI� DQ� LQGLYLGXDO
V� ULJKW� QRW� WR� NQRZ� LV� QRW� ZLWKRXWFRQVHTXHQFHV� DV� UHJDUGV� FROOHFWLYH� KHDOWKFDUH� GHFLVLRQV� LQ� D� FRQWH[WZKHUH�UHVRXUFHV�DUH�QHFHVVDULO\�ILQLWH��&&1(�FRQVLGHUV�KRZHYHU�WKDW�FRVWPXVW� UHPDLQ� D� VHFRQGDU\� SUHRFFXSDWLRQ� EHKLQG� WKH� GXW\� RI� VROLGDULW\�SDUWLFXODU� DV� UHJDUGV� WKH� PRUH� YXOQHUDEOH� PHPEHUV� RI� VRFLHW\�� &&1(HPSKDVLVHV�WKH�QHHG�WR�IXOO\�H[SODLQ�LQ�WKH�FRXUVH�RI�JHQHWLF� LQIRUPDWLRQJLYHQ� WR� SDUHQWV�� WKH� FRQVWUDLQWV� DQG� UHSHUFXVVLRQV� RI� XVLQJ� WKH� 3*'SURFHGXUH�
+RZHYHU�� WKHUH� LV� VWLOO� WKH� IHDU� RI� RSHQLQJ� WKH� GRRU� WR� XQFKDUWHGFRQWLQJHQFLHV��+XPDQLW\�FRXOG�JR�LQ�WKH�GLUHFWLRQ�RI�VHHLQJ�LWVHOI�DV�PHDQV



UDWKHU� WKDQ� DQ� HQG�� 2U� SUHGLFWLRQ� PDQLD� IRU� ODWH�RQVHW� GLVHDVHV� PD\EHFRPH� LUUHVLVWLEOH�� 7R� VKLIW� IURP� WKH� SRVVLEOH� HIILFDF\� RI� D� PHGLFDOWHFKQLTXH�WR�DQ�REOLJDWLRQ� LPSRVHG�RQ�PHGLFDO�VFLHQFH�FDQ� OHDG� WR�VRPHPDMRU�SDUDGR[LFDO�HWKLFDO�SUREOHPV�
&&1(� KDV� QR� LQWHQWLRQ� RI� SRVWXODWLQJ� LQ� WKLV� UHVSHFW� DQ\� FHQVRULRXV� RUSHUPLVVLYH�GRFWULQH�ZKLFK�FRXOG�DQ\ZD\�EH�FRQWUDGLFWHG�E\�QHZ�VFLHQWLILFEUHDNWKURXJKV��,W�VHHNV�UDWKHU�WR�GUDZ�DWWHQWLRQ�WR�WKH�VHULRXV�DQG�PDMRULVVXHV� WKDW� D� GHFLVLRQ� RI� WKLV� NLQG� FRQFHUQLQJ� D� FKLOG� FDQQRW� IDLO� WRJHQHUDWH��$�FKLOG
V�RZQ�LQWHUHVW�PXVW�QHYHU�EH�REVFXUHG�E\�WKH�LQWHUHVW�RIDQRWKHU�

3UHLPSODQWDWLRQ�JHQHWLF�GLDJQRVLV��3*'����(XURSHDQ�UHJXODWLRQV*ZHQ�7HUUHQRLUH��&156
,Q WKH�DEVHQFH�RI�DQ\�JOREDO�(XURSHDQ�UHJXODWLRQ�RQ�3*'� � DXWKRULVDWLRQFRQFHUQLQJ�LWV�SUDFWLFH�LV�WKH�UHVSRQVLELOLW\�RI�HDFK�VWDWH��6RPH�DXWKRULVHRU�IRUELG�LW�E\�D�VSHFLILF�ODZ��DQG�LQ�VRPH�FDVHV�D�ODZ�LV�LQ�WKH�SURFHVV�RIGLVFXVVLRQ��,Q�RWKHU�FRXQWULHV��WKH�SUDFWLFH�LV�LQGLUHFWO\�DXWKRULVHG�E\�DQDJHQF\�UHJXODWLQJ�0$5��RU�UHVHDUFK�RQ�WKH�HPEU\R��RU�E\�D�ODZ�JRYHUQLQJPHGLFDO�UHVHDUFK�$ QHJDWLYH�RSLQLRQ�RQ�3*'�ZDV�UHFHQWO\�H[SUHVVHG�DW�WKH�(XURSHDQ�OHYHOE\ WKH�WHPSRUDU\�FRPPLWWHH�RQ�KXPDQ�JHQHWLFV�DQG�RWKHU�QHZWHFKQRORJLHV�RI�PRGHUQ�PHGLFLQH�LQ�WKH�UHSRUW�LW�SUHVHQWHG�RQ�1RYHPEHU��������WR�WKH�(XURSHDQ�3DUOLDPHQW� � 7KH�&RPPLWWHH�IHDUHG�WKDWH[FHVVLYH�XVH�RI�JHQHWLF�WHVWLQJ��3*'�DQG�SUHQDWDO�GLDJQRVLV�LQ�SDUWLFXODU�FRXOG�OHDG�WR�HXJHQLF�SUDFWLFHV��+RZHYHU��WKLV�UHSRUW�ZDV�WRWDOO\�UHMHFWHGE\ WKH�(XURSHDQ�3DUOLDPHQW�
6WDWHV�ZLWK�D�VSHFLILF�ODZ� DXWKRULVLQJ�3*'
'HQPDUN/DZ�1�������GDWHG�-XQH�����������FRQFHUQLQJ�DUWLILFLDO�IHUWLOLVDWLRQLQ UHODWLRQ� WR� PHGLFDO� WUHDWPHQW�� GLDJQRVLV�� DQG� UHVHDUFK�� DQG2UGHU�1�������GDWHG�6HSWHPEHU�����������FRQFHUQLQJ�D�UHSRUW�RQWUHDWPHQW�DV�UHJDUGV�LQ�YLWUR�IHUWLOLVDWLRQ��HWF���DQG
SUHLPSODQWDWLRQ�JHQHWLF�GLDJQRVLV
3*'� LV� SHUPLWWHG�� EXW� LWV� DSSOLFDWLRQ� LV� OLPLWHG� WR� FDVHV�ZKHUH� WKH� FKLOGUXQV� WKH� ULVN� RI� EHLQJ� DIIHFWHG� E\� D� VHYHUH� KHUHGLWDU\� GLVHDVH� RU� DVLJQLILFDQW�FKURPRVRPDO�DEQRUPDOLW\�
&KDSWHU����3URKLELWLRQ�WR�WUHDW

$UWLFOH�������*HQHWLF�WHVWLQJ�RI�D�IHUWLOLVHG�RRF\WH�FDQ�RQO\�EH�SHUIRUPHG�LQ



FDVHV ZKHUH� WKHUH� LV� D� VHULRXV� DQG� NQRZQ� ULVN� WKDW� WKH� FKLOG� FRXOG� EHDIIHFWHG�E\�D�VHYHUH�KHUHGLWDU\�GLVRUGHU�
$UWLFOH� ����� *HQHWLF� WHVWLQJ� FDQ� DOVR� EH� SHUIRUPHG� LQ� FRQQHFWLRQ� ZLWKDUWLILFLDO� IHUWLOLVDWLRQ� H[WHUQDO� WR� WKH� ERG\� RI� WKH� ZRPDQ� FRQFHUQHG� IRUUHDVRQ�RI�LQIHUWLOLW\��ZKHQ�VXFK�D�WHVW�FDQ�FRQILUP�RU�H[FOXGH�WKH�SUHVHQFHRI D�VHYHUH�FKURPRVRPDO�DEHUUDWLRQ�
$UWLFOH� ��� $UWLILFLDO� IHUWLOLVDWLRQ� LQYROYLQJ� D� VHOHFWLRQ� RI� VSHUP� FHOOV� RU� RIIHUWLOLVHG�RRF\WHV�EHIRUH�LPSODQWDWLRQ�LQWR�D�ZRPDQ
V�XWHUXV�ZLWK�WKH�DLPRI�VHOHFWLQJ�WKH�VH[�RI�WKH�IXWXUH�FKLOG�LV�SURKLELWHG��XQOHVV�WKH�REMHFW�LV�WRSUHYHQW�D�VHULRXV�KHUHGLWDU\�VH[�OLQNHG�GLVRUGHU�DIIHFWLQJ�WKH�IXWXUH�FKLOG�
6SDLQ/DZ�Q�����GDWHG�1RYHPEHU����������DV�UHJDUG�PHGLFDOO\�DVVLVWHGUHSURGXFWLRQ�WHFKQLTXHV
3*'�LV�SHUPLWWHG��EXW�LWV�ILHOG�RI�DSSOLFDWLRQ�LV�OLPLWHG��$UWLFOHV����DQG���GHDO� ZLWK� GLDJQRVLV� DQG� WUHDWPHQW� IRU� SUHQDWDO� DQG� SUHLPSODQWDWLRQGLDJQRVLV������ 1R LQWHUYHQWLRQ� RQ� D� OLYH� SUHHPEU\R�� LQ� YLWUR�� ZLWK� D� YLHZ� WRGLDJQRVLV��PD\�KDYH�DQ\�RWKHU�DLP�WKDQ�HYDOXDWLQJ�LWV�FDSDFLW\�WR�VXUYLYHRU GHWHFWLQJ� KHUHGLWDU\� GLVHDVHV� WR� WUHDW� WKHP� LI� SRVVLEOH�� RU� WR� DGYLVHDJDLQVW�WUDQVIHU�IRU�UHSURGXFWLRQ�
����� 1R LQWHUYHQWLRQ� RQ� D� OLYH� SUHHPEU\R�� LQ� XWHUR�� IRU� WKHUDSHXWLFUHDVRQV� PD\�KDYH�DQ\�RWKHU�DLP� WKDQ� WUHDWLQJ�D�GLVHDVH��RU�SUHYHQWLQJLWV WUDQVPLVVLRQ��ZLWK�UHDVRQDEOH�DQG�FRQWUROOHG�DVVXUDQFHV�
����� 7UHDWPHQW�PD\�EH�SURYLGHG�IRU�SUHHPEU\RV�LQ�YLWUR�RU�SUHHPEU\RV«RQO\ LI�WKH�IROORZLQJ�FRQGLWLRQV�DUH�VDWLVILHG���«
G� 7UHDWPHQW� GRHV� QRW� HIIHFW� QRQ� SDWKRORJLFDO� KHUHGLWDU\� FKDUDFWHULVWLFVDQG�GRHV�QRW�VHHN�WR�LPSURYH��VHOHFFLRQ��LQGLYLGXDOV�RU�WKH�UDFH«
)UDQFH$UWLFOH� /�� ������� �&63�� RI� ODZ� ������� GDWHG� -XO\� ���� ������ HW'HFUHH�Q���������RI�0DUFK���������
%LRORJLFDO�GLDJQRVLV�EDVHG�RQ�FHOOV�VDPSOHG�IURP�DQ�HPEU\R�LQ�YLWUR�LV�RQO\SHUPLWWHG� LQ� H[FHSWLRQDO� FLUFXPVWDQFHV�� LQ� WKH� IROORZLQJ� FRQGLWLRQV� �$ SK\VLFLDQ� SUDFWLVLQJ� LQ� D� SOXULGLVFLSOLQDU\� SUHQDWDO� GLDJQRVLV� FHQWUH� DVGHILQHG�E\�DUWLFOH�/���������PXVW�FHUWLI\�WKDW�WKH�FRXSOH��EHFDXVH�RI�WKHLUIDPLO\� EDFNJURXQG�� KDV� D� VWURQJ� SRVVLELOLW\� RI� JLYLQJ� ELUWK� WR� D� FKLOGDIIHFWHG�E\�D�SDUWLFXODUO\�VHYHUH�JHQHWLF�GLVRUGHU��UHFRJQLVHG�DV�LQFXUDEOHDW�WKH�WLPH�RI�GLDJQRVLV�
'LDJQRVLV�FDQ�RQO\�EH�PDGH� LI� WKH�DQRPDO\�RU�DQRPDOLHV�FDXVLQJ�VXFK�DGLVRUGHU� KDYH� EHHQ� SUHYLRXVO\� DQG� VSHFLILFDOO\� LGHQWLILHG� LQ� RQH� RI� WKHSDUHQWV�



%RWK�PHPEHUV�RI�WKH�FRXSOH�PXVW�H[SUHVV�LQ�ZULWLQJ�WKHLU�FRQVHQW�WR�WKHGLDJQRVWLF�SURFHGXUH�
7KH GLDJQRVLV�FDQ�KDYH�QR�RWKHU�SXUSRVH�EXW� WR�GHWHFW� WKLV�GLVRUGHU�DQGVHHN WKH�PHDQV�RI�SUHYHQWLQJ�RU�WUHDWLQJ�LW�
7KH GLDJQRVLV� PD\� RQO\� EH� SHUIRUPHG� XQGHU� FHUWDLQ� FRQGLWLRQV�� LQ� DQLQVWLWXWLRQ�VSHFLILFDOO\� OLFHQVHG�WR�GR�VR�ZLWK� WKH�DSSURYDO�RI� WKH�1DWLRQDO&RPPLWWHH�IRU�5HSURGXFWLYH�DQG�3UHQDWDO�'LDJQRVLV�0HGLFLQH�DQG�%LRORJ\�
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