
0 DJQLILHG�E\�WKH�HFRQRPLF�DQG�
KHDOWK�FDUH�LPSDFWV�RI�WKH�QRYHO�
FRURQDYLUXV��WKH�)ORULGD�OHJLVOD�
WXUH�LV�KRQLQJ�LQ�RQ�UHJXODWLRQV�

IRU�D�ORQJ-YHLOHG�PLGGOHPDQ�LQ�WKH�FKDLQ�RI�ULV�
LQJ�SUHVFULSWLRQ�GUXJ�SULFLQJ� 

,QWHQGHG�WR�VHUYH�DV�D�EHQHILFLDO�FRQVXPHU�JR-
EHWZHHQ�IRU�SKDUPDFLHV�DQG�KHDOWK�LQVXUDQFH�
FRPSDQLHV�WR�SURYLGH�FRVW�DQDO\VLV��3KDUPDF\�
%HQHILW�0DQDJHUV��3%0V��KDYH�LQVWHDG�WUDQV�
IRUPHG�LQWR�D�SURILW-GULYHQ�PRGHO�IDYRULQJ��
DPRQJ�RWKHU�WKLQJV��ODUJH�SKDUPDF\�FKDLQV�
RYHU�SD\HU�DQG�SDWLHQW�SRFNHWERRNV� 

7KH�FODVVLF�%LJ�*X\�YV��/LWWOH�*X\�\DUQ�ZDV�
WKUHDWHQLQJ�WR�VSLQ�RXW-RI-FRVW-FRQWURO�XQWLO�RU�
JDQL]HG�DGYRFDF\�JURXSV�DQG�OHJLVODWLYH�YRLFHV�
DGGHG�D�QHZ�WKUHDG�WR�WKH�VWRU\��5HJXODWLRQ�RI�

3%0V
�DELOLW\�WR�QHJRWLDWH�SULFHV�DQG�UHEDWHV� 

(FKRLQJ�HIIRUWV�LQ�VWDWHV�DFURVV�WKH�FRXQWU\�--�
ZKLOH�ZRUNLQJ�WR�SDYH�QHZ�UHJXODWRU\�JURXQG�-
-�UHFHQWO\�LQWURGXFHG�ELOOV�DFURVV�)ORULGD
V�FRQ�
JUHVVLRQDO�ERGLHV�DUH�WDNLQJ�ELSDUWLVDQ�DLP�DW�
3%0V
�GLFKRWRPLF�SUDFWLFHV���� 

�:H�GRQ
W�ZDQW�WR�UHJXODWH�3%0V�RXW�RI�EXVL�
QHVV�–�WKH\�GR�SOD\�D�UROH���VD\V�6HQ��*D\OH�

+DUUHOO��5���UHSUHVHQWLQJ�)ORULGD
V���UG�GLVWULFW���
�%XW��XQIRUWXQDWHO\��DV�3%0V�KDYH�EHFRPH�
PRUH�SRZHUIXO��WKH\
UH�UHDOO\�QRW�ZRUNLQJ�IRU�
WKH�FRQVXPHU�DQ\PRUH�–�WKH\
UH�ZRUNLQJ�IRU�
WKHPVHOYHV���$QG�ZKDW�,
P�VHHLQJ�QRZ��ZLWK�WKH�
SRZHU�RI�3%0V��DUH�WKDW�ORFDO�SKDUPDFLHV�DUH�
EHLQJ�SODFHG�DW�D�ELJ�GLVDGYDQWDJH�WR�WKH�ELJ�
FKDLQ�FRPSDQLHV�� 

+DUUHOO
V�SXUYLHZ�LV�HFKRHG�RQ�ERWK�VLGHV�RI�WKH�
LVOH� 

�7KLV�LV�QRW�D�SOHD�WR�EUHDN-XS�WKH�ELJ�SKDUPD�
FLHV��EXW��IRU�PDQ\�SHRSOH��WKHUH
V�D�UROH�DQG�D�
EHQHILW�LQ�GRLQJ�EXVLQHVV�ZLWK�WKH�LQGHSHQGHQW�
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3UHVFULSWLRQ�IRU�7UDQVSDUHQF\�� 

3KDUPDF\�%HQHILW�0DQDJHUV��3%0V��ZHUH�FUHDWHG�WR�EH�WKH�
PLGGOHPDQ�DQG�QHJRWLDWH�GUXJ�SULFHV��:RUNLQJ�ZLWK�WKH�KHDOWK�
FDUH�SURYLGHUV��SKDUPDFLHV�DQG�WKH�SKDUPDFHXWLFDO�FRPSDQLHV�
GHWHUPLQH�UHLPEXUVHPHQWV�DQG�ZKDW�WKH\
G�FKDUJH�WKH�SKDUPD�
FLHV��7KH�SUREOHP�LV�WKDW�ZLWKRXW�UHJXODWLRQ��WKH�3%0V�KDYH�

EDG�EXVLQHVV�SUDFWLFHV��7KH�IL[�LV�RQ�WKH�ZD\� 

6HQDWRU�*D\OH�+DUUHOO 

5HS��-RVHSK�*HOOHU� 



SKDUPDFLHV�DQG�KDYLQJ�PRUH�FKRLFHV���VD\V�
5HS��-RVHSK�*HOOHU��'��RI�)ORULGD
V�'LVWULFW������
DQG�WKH�VWDWH
V�IRUPHU�6HQDWH�0LQRULW\�/HDGHU� 

6HHNLQJ�VXFK�UHIRUP��+DUUHOO��FKDLU�RI�WKH�6HQ�
DWH�+HDOWK�3ROLF\�&RPPLWWHH��ILOHG�6%������
HDUOLHU�LQ�WKH�\HDU� 

3UHFHGLQJ�+DUUHOO
V�ELOO��5HS��-DFNLH�7ROHGR��5���
UHSUHVHQWLQJ�'LVWULFW�����ILOHG�+%�����LQ�������
WKH�+RXVH�ELOO�LV�FR-VSRQVRUHG�E\�5H��5DQG\�
)LQH��5��RI�)ORULGD
V���UG�'LVWULFW� 

�7UDQVSDUHQF\�LV�DEVROXWHO\�NH\��WKH�PRUH�ZH�
NQRZ�DERXW�WKLV��WKH�EHWWHU���VD\V�+DUUHOO�LQ�UHI�
HUHQFH�WR�KRZ�3%0V�RSHUDWH�LQ�UHJDUG�WR�UH�
EDWHV�WKH\�UHFHLYH�IURP�PDQXIDFWXUHUV���3DUW�RI�
WKH�SUREOHP�LV�WKDW�3%0V�DUH�XVLQJ�WUDGH�VH�
FUHWV�DV�SDUW�RI�WKHLU�DELOLW\�WR�KLGH�WKLQJV��DQG�
QRW�DOORZ�SHRSOH�WR�NQRZ�H[DFWO\�ZKDW�WUXH�
SULFHV�DUH�� 

$GGLQJ�WR�WKH�OHJLVODWLYH�YRLFHV�DUH�D�SDLU�RI�
LPSDVVLRQHG��VWDWHZLGH�FRDOLWLRQ�DGYRFDWHV��
3KDUPDFLVWV�8QLWHG�IRU�7UXWK�DQG�7UDQVSDUHQF\�
�3877��DQG�6PDOO�%XVLQHVV�3KDUPDFLHV�
$OLJQHG�IRU�5HIRUP��63$5���7KH�FROOHFWLYHV�
VXSSRUW�WKH�UHVSHFWLYH�ELOOV
�HIIRUWV�WR�OHJLVODWH�
DFFRXQWDELOLW\��WUDQVSDUHQF\�DQG�IUHH-PDUNHW�
SROLFLHV�GLUHFWO\�SHUWDLQLQJ�WR�3%0V� 

�7KH�DGYRFDF\�JURXSV�DUH�FDOOLQJ�IRU�UHIRUP��
FDOOLQJ�IRU�FKDQJH��DQG��LQ�P\�RSLQLRQ��FDOOLQJ�
QRW�RQO\�IRU�SURWHFWLQJ�FRQVXPHUV�RQ�WKH�SULFH�
IURQW��EXW�DOVR�FDOOLQJ�IRU�FRQVXPHU�SURWHFWLRQ�
LQ�WKH�DUHDV�RI�FKRLFH�RI�VHUYLFH�DQG�GLYHUVLW\�RI�
VHUYLFH�RSWLRQV���*HOOHU�VD\V����7KHVH�JURXSV�
DUH�LPSRUWDQW�–�VRPHERG\�KDV�WR�VSHDN�XS�IRU�
WKHVH�SKDUPDFLHV�DQG�VPDOO�EXVLQHVV�HQWLWLHV�� 

( DUO\�LQ�WKH�VXPPHU�RI�������D�3877-
OHG�VXUYH\�RI�����SKDUPDFLHV�LQ�
)ORULGD�UHYHDOHG�����ZHUH�IXOO�0HG�
LFDLG�SURYLGHUV��ZLWK�RYHU����SHUFHQW�

RI�UHVSRQGHQWV�SRLJQDQWO\�VWDWLQJ�WKDW���WKH\�
PD\�EH�IRUFHG�WR�GLVFRQWLQXH�WDNLQJ�0HGLFDLG�
SDWLHQWV�LI�FKDQJHV�DUH�QRW�PDGH�WR�WKH�SURJUDP�
WKDW�FXUUHQWO\�UHTXLUHV�QHLJKERUKRRG�SKDUPD�
FLHV�WR�VHOO�PRVW�SUHVFULSWLRQ�GUXJV�DW�D�ORVV���
*HOOHU�VD\V� 

+DUUHOO��ZKR�UDQ�D�PHGLFDO�IDFLOLW\�IRU�PDQ\�
\HDUV��LV�ZHOO-YHUVHG�RQ�WKH�LPSRUWDQFH�RI�ORFDO�
SKDUPDFLHV� 

�7KH�VXUYH\�UHYHDOHG�ZKDW
V�KDSSHQLQJ�IRU�RXU�
0HGLFDLG�SKDUPDFLHV��RXU�ORFDO�SKDUPDFLHV��
DQG�WKDW
V�ZKDW�ZH�QHHG�–�WR�NQRZ�H[DFWO\�
ZKDW
V�JRLQJ�RQ�RXW�WKHUH���VKH�VD\V���:H�QHHG�
WR�HQVXUH�WKDW�SDWLHQWV�KDYH�DFFHVV�WR�ORFDO�SKDU�
PDFLHV�WR�UHFHLYH�WKHLU�PHGLFDWLRQV��ZKHQ�WKLV�
VXUYH\�FDPH�EDFN��LW�ZDV�GLVWUHVVLQJ�WR�OHDUQ�
WKDW�PDQ\�RI�WKHVH�ORFDO�SKDUPDFLHV�DUH�ORVLQJ�
PRQH\�RQ�0HGLFDLG�SUHVFULSWLRQV��ZKLFK�PHDQV�
ZH�PD\�ORVH�VRPH�RI�WKHVH�SKDUPDFLHV�LQ�ORFDO�
RU�UXUDO�FRPPXQLWLHV�ZKHUH�SHRSOH�UHDOO\�GH�
SHQG�RQ�WKHP�� 

7ROHGR
V�RIILFH�SKRQH�ULQJV�WUXH�ZLWK�WKH�VXUYH\�
UHVXOWV� 

�:H
UH�QRZ�JHWWLQJ�FDOOV�IURP�PDQ\�SKDUPDFLHV�
VD\LQJ�WKH\�FDQ
W�VXVWDLQ�WKLV�W\SH�RI�ORVV��WKLV�
PRGHO�FDQ
W�FRQWLQXH���7ROHGR�VD\V����:LWK�OHVV�
PDUNHW�FRPSHWLWLRQ��WKH�ODUJH�FKDLQV�ZLOO�VWDUW�
WR�GLFWDWH�SULFHV�WKURXJK�WKHLU�RZQ�3%0V�� 

)LQH�HQGHDYRUV�WR�JLYH�OHJLVODWLYH�YRLFH�WR�WKH�
DGYRFDF\�JURXSV� 

�7KH\
UH�YHU\�JRRG��WKH\�UHSUHVHQW�WKH�OLWWOH�JX\�
EHLQJ�KXUW�E\�WKLV�V\VWHP���VD\V�)LQH�RI�3877�
�WUXWKU[�RUJ��DQG�63$5��VSDUIO�FRP�����:KHQ�
WKH�ODUJH�UHWDLO�SKDUPDFLHV�RZQ�3%0V��WKH\�
KDYH�DQ�DZIXO�ORW�RI�SRZHU���7KHVH�RUJDQL]D�
WLRQV��3877�DQG�63$5��WKH\�WDNH�WKH�VPDOOHU�
YRLFHV�ZKR�FRXOGQ¶W�EH�ORXG�RQ�WKHLU�RZQ�DQG�
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5HS��-DFNLH�7ROHGR� 



DJJUHJDWH�WKHP�WRJHWKHU�WR�JLYH�D�ODUJHU�YRLFH�� 

6LPSOLI\LQJ�WKH�PDWK��)LQH�FRQWLQXHV���:H�
VKRXOG�QRW�KDYH�D�V\VWHP�ZKHUH��LI�WKH�UHLP�
EXUVHPHQW�SULFH�LV�ORZHU�WKDQ�WKH�FRVW�WR�DF�
TXLUH�–�WKHUH
V�VRPHWKLQJ�WKDW
V�VFUHZHG�XS��7KH�
LGHD�LV�WR�PDQDJH�SULFLQJ�IRU�HIILFLHQF\���KH�
VD\V����%XW�JHWWLQJ�VRPHERG\�WR�VHOO�DW�D�ORVV�
PHDQV�VRPHWKLQJ�LV�EURNHQ�LQ�WKH�V\VWHP���,W
V�
RND\�IRU�VRPHERG\�WR�QRW�PDNH�D�ORW�RI�PRQH\�
VHOOLQJ�GUXJV�–�WKDW
V�KRZ�WKH�V\VWHP�LV�GH�
VLJQHG�WR�ZRUN�WR�FUHDWH�WKDW�HIILFLHQF\���%XW�LI�
\RX
UH�EHLQJ�UHLPEXUVHG�����IRU�VRPHWKLQJ�
ZKLFK�FRVW�\RX������WKHUH
V�VRPHWKLQJ�ZURQJ�
ZLWK�WKH�SURFHVV����� 

7R�WKH�EHQHILW�RI�WKH�FRQVXPHU��ODUJH�FRUSRUD�
WLRQV�FDQ�DIIRUG�WR�QRW�PD[LPL]H�SURILWV� 

�,Q�WKLV�FDVH��ZKDW�ZH�KDYH�LV�WZR�ELJ�EXVLQHVV�
LQWHUHVWV��LQ�ODUJH��QDWLRQDO�SKDUPDF\�FKDLQV�DQG�
WKHLU�LQVXUDQFH�FRPSDQLHV��ZKLFK�DUH�VRPH�
WLPHV�WKH�RZQHUV�RI�WKRVH�FKDLQV�DQG�ZKLFK�
KDYH�WKHLU�RZQ�LQWHUHVWV�DV�IDU�DV�WKH�PDVVLYH�
UHLPEXUVHPHQWV���*HOOHU�VD\V����$QG�LQ�P\�
VWDWH��ULJKW�QRZ��WKRVH�DUH�WKH�JURXSV�WKDW�DUH�
ZLQQLQJ���$QG�WKHQ�WKH�SHRSOH�JHWWLQJ�VTXDVKHG�
DUH�RIWHQ�VPDOO��IDPLO\-RZQHG�LQGHSHQGHQW�
SKDUPDFLHV��LQ�VRPH�LQVWDQFHV�WKH\�RZQ�RQH�
ORFDWLRQ�DQG��LQ�FHUWDLQ�LQVWDQFHV��WKH\�PLJKW�
RZQ�WKUHH���%XW�WKH\
UH�IDU�IURP�ODUJH��QDWLRQDO�
FKDLQV���$QG�IRU�WKH�FRQVXPHUV�ZKR�SUHIHU�GR�
LQJ�EXVLQHVV�ZLWK�WKHVH�ORFDO�SKDUPDFLHV��LQ�
)ORULGD��ZLWKRXW�UHIRUP��WKHVH�FXVWRPHUV�DUHQ
W�
EHLQJ�SURWHFWHG�� 

7 KH�VXVSHFW�V\VWHP�RI��VSUHDG�SULFLQJ��
LV�D�NH\�LVVXH�IRU�WKH�FROOHFWLYH�DGYR�
FDF\�DQG�OHJLVODWLYH�HIIRUWV�� 

�7KH�3%0V�ZHUH�FUHDWHG�WR�EH�WKH�
PLGGOHPDQ�DQG�QHJRWLDWH�GUXJ�SULFHV��ZRUNLQJ�
ZLWK�WKH�KHDOWK�FDUH�SURYLGHUV��WKH�SKDUPDFLHV�
DQG�WKH�SKDUPDFHXWLFDO�FRPSDQLHV�GHWHUPLQH�
UHLPEXUVHPHQWV��DQG�ZKDW�WKH\
G�FKDUJH�WKH�
SKDUPDFLHV���VD\V�7ROHGR��IRUPHU�0DMRULW\�
'HSXW\�:KLS�IURP�����-������%XW�WKH�SUREOHP�
LV�WKDW��ZLWK�QR�UHJXODWLRQ��WKH�3%0V�KDYH�EDG�
EXVLQHVV�SUDFWLFHV��SDUWLFXODUO\�EHFDXVH�RI�

VSUHDG�SULFLQJ�
�ZKHUH�WKH\�UHLPEXUVH�WKH�SKDU�

PDF\�DW�D�GLIIHUHQW�SULFH�WKDQ�WKH\�FKDUJH�WKH�
KHDOWK�SODQ���$QG��WKURXJK�WKLV��WKH�3%0V�DUH�
SRFNHWLQJ�WKLV�PRQH\��LW
V�QRW�WHFKQLFDOO\�LOOH�
JDO��EXW�LW�LV�LQFUHDVLQJ�WKH�FRVW�RI�SUHVFULSWLRQ�
GUXJV��ZKLFK�WKHQ�LQFUHDVHV�WKH�FRVW�RI�KHDOWK�
FDUH�� 

)LQH��ZLWK�DQ�0%$�IURP�+DUYDUG�%XVLQHVV�
6FKRRO��VHHV�FOHDUO\�WKH�VNHZHG�HFRQRPLFV�EH�
KLQG�3%0V� 

�7KHUH
V�D�VWUXFWXUDO�SUREOHP���3%0V�ZHUH�GH�
VLJQHG�WR�EH�PLGGOHPHQ�EHWZHHQ�LQVXUDQFH�
FRPSDQLHV�DQG�WKH�VWDWH�DQG�SKDUPDFLHV��ZLWK�
WKH�LQWHQWLRQ�RI�PDQDJLQJ�HIILFLHQF\�DQG�FRVW�
FRQWURO���)LQH�VD\V����7KH�SUREOHP�LV�WKDW�YHUWL�
FDO�LQWHJUDWLRQ�KDV�DOORZHG�IRU�D�VLWXDWLRQ�ZKHUH�
D�3%0�FDQ�DFWXDOO\�RZQ�D�SKDUPDF\��2QFH�WKDW�
FUHSW�LQWR�WKH�HTXDWLRQ��WKHUH
V�QR�ORQJHU�DQ�LQ�
FHQWLYH�WR�PDQDJH�FRVW��EXW�UDWKHU�WR�JURZ�
FRVWV���$QG�WKH�RWKHU�SUREOHP�LV�WKH�LQFHQWLYH�WR�
VWHHU�EXVLQHVV�IURP�SKDUPDFLHV�WKH\�GRQ
W�RZQ�
WRZDUG�SKDUPDFLHV�WKDW�WKH\�GR�–�DQG�WKDW
V�UH�
DOO\�ZKHUH�WKH�LQGHSHQGHQW�SKDUPDFLHV�JHW�
KXUW�� 

7KH�WLPLQJ�RI�WKH�OHJLVODWLRQ�–�ZLWK�ELOOV�ILOHG�
IROORZLQJ�WKH�1RYHPEHU�������HOHFWLRQV�–�KDV�
EHFRPH�SDUDPRXQW���:LWK�WKH�&29,'�–���SDQ�
GHPLF�GULYLQJ�PDVVLYH�QXPEHUV�WR�0HGLFDLG��
WKH�QDWLRQ
V�SDWLHQWV�DQG�SD\HUV�VLPSO\�FDQ
W�
DIIRUG�WKH�3%0�PDUNXSV�DQ\�IXUWKHU��QRU�WKH�
GDQJHU�RI�ODUJH�UHWDLOHUV�PRQRSROL]LQJ�WKH�SULFH�
PDUNHW���� 

�:KHQ�ZH�ORRN�DFURVV�RXU�VWDWH��ZH
UH�VHHLQJ�
VRPH�GLVSURSRUWLRQDWH�QXPEHUV�LQ�RXU�PLQRULW\�
FRPPXQLWLHV�DQG�ORZHU-LQFRPH�FRPPXQLWLHV�
EHLQJ�DIIHFWHG�E\�&29,'���+DUUHOO�FRQFOXGHV���
�$QG�HVSHFLDOO\�IRU�WKRVH�RQ�0HGLFDLG��LI�\RX�
GRQ
W�KDYH�DFFHVV�WR�WKH�ORFDO�SKDUPDF\��WKDW�
EHFRPHV�YHU\�SUREOHPDWLF���:LWK�ULVLQJ�QXP�
EHUV�RI�SDWLHQWV�JRLQJ�RQ�WR�0HGLFDLG�DV�SHRSOH�
DUH�ORVLQJ�WKHLU�MREV�DQG�WKHLU�KHDOWK�FDUH��LW
V�
YHU\�SUREOHPDWLF���—�%\�-XGG�6SLFHU��&DOLIRU�
QLD�%XVLQHVV�-RXUQDO�� 

 
&RS\ULJKW��������&DOLIRUQLD�%XVLQHVV�-RXU�
QDO��$OO�5LJKWV�5HVHUYHG� 
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