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VZLWFKLQJ� VXUJH� YROWDJHV� WKDW� LW� FDQ� WROHUDWH�ZLWKRXW� GDPDJH�� � � 6XUJH� DUUHVWHUV�PXVW� EH� FDUHIXOO\� VHOHFWHG� LQRUGHU�WR�HQVXUH�WKDW�WKH\�ZLOO�ZRUN�DV�LQWHQGHG�DQG�ZKHQ�DQG�RQO\�ZKHQ�LQWHQGHG���$�WUDQVIRUPHU�WKDW�KDV�IDLOHGGXH�WR�D�OLJKWQLQJ�RU�VZLWFKLQJ�VXUJH�JHQHUDOO\�GLVSOD\V�GDPDJH�WKDW�LV�ORFDOL]HG�QHDU�WKH�OLQH�HQG�WHUPLQDOV�x 3DUWLDO�GLVFKDUJH����6RPHWLPHV�UHIHUUHG�WR�DV�FRURQD��SDUWLDO�GLVFKDUJH�FDQ�EH�FDXVHG�E\�SRRU�LQVXODWLRQ�V\VWHPGHVLJQ��E\�PDQXIDFWXULQJ�GHIHFWV��DQG�RU�E\�FRQWDPLQDWLRQ�RI� WKH� LQVXODWLRQ� V\VWHP� �ERWK� WKH� VROLG� LQVXODWLRQDQG� RLO��� � 3DUWLDO� GLVFKDUJH� FDQ� EH� OLNHQHG� WR� D� ORZ� LQWHQVLW\� DUFLQJ� DQG� ZLOO� FDXVH� ORFDOL]HG� GDPDJH� WR� WKHLQVXODWLRQ�DQG�FRQGXFWRUV���(YLGHQFH�RI�FRURQD�FDQ�EH�VHHQ�LQ�SLWWLQJ�RI�WKH�FHOOXORVH�LQVXODWLRQ�DQG�FRQGXFWRUDQG�� LQ� PRUH� DGYDQFHG� FDVHV�� ZLGHVSUHDG� EODFN� WUDFNLQJ� ZKLFK� UHVHPEOHV� �FURZ©V�IHHW��� � 7KLV� WUDFNLQJ� LVHOHFWULFDOO\� FRQGXFWLYH� DQG� FDQ�EH� YLVLEOH� RQ� LQVXODWLQJ�EDUULHU� ERDUGV� LQ� WKH� YLFLQLW\� RI� WKH� SDUWLDO� GLVFKDUJHDFWLYLW\���7KH�EODFN�FRORU�RI�WKH�WUDFNV�LV�IRUPHG�E\�FDUERQL]DWLRQ�RI�WKH�LQVXODWLQJ�RLO�E\�WKH�SDUWLDO�GLVFKDUJH�x 6WDWLF�HOHFWULILFDWLRQ����7KLV�SKHQRPHQRQ�LV�OLPLWHG�WR�YHU\�KLJK�YROWDJH�WUDQVIRUPHUV��RYHU�����N9����:KHQ�WKHWHPSHUDWXUH� RI� D� WUDQVIRUPHU
V� LQVXODWLQJ� RLO� LV� IDLUO\� ORZ� DQG� WKH� WKLFNHQHG� RLO� LV� FLUFXODWHG� UDSLGO\�� D� VWDWLFFKDUJH� LV� GHYHORSHG�EHWZHHQ� WKH� RLO� DQG�PHWDO� FRPSRQHQWV� RI� WKH� WUDQVIRUPHU�� �:KHQ� WKH�PDJQLWXGH� RI� WKLVFKDUJH�H[FHHGV�WKH�LQVXODWLQJ�RLO
V�GLHOHFWULF�FDSDELOLW\��LW�ZLOO�IODVK�RYHU�DQG�WKH�WUDQVIRUPHU�FDQ�EH�GHVWUR\HG�RUVHYHUHO\�GDPDJHG�LQ�WKH�SURFHVV���(YLGHQFH�RI�VWDWLF�HOHFWULILFDWLRQ�FDQ�EH�VHHQ�E\�SDUWLDO�GLVFKDUJH�WUDFNLQJ�RQLQVXODWLQJ�EDUULHU�ERDUGV�7KHVH�IDLOXUH�PRGHV�PD\�EH�GLVFRYHUHG�LQ�FRPELQDWLRQ�ZLWK�RQH�DQRWKHU�RU�LQ�FRPELQDWLRQ�ZLWK�RWKHU�PHFKDQLFDO�RUWKHUPDO�HYLGHQFH���,W�LV�LPSRUWDQW�IRU�DOO�HYLGHQFH�WR�EH�HYDOXDWHG�WRJHWKHU�LQ�RUGHU�WR�GHYHORS�DQ�DFFXUDWH�IDLOXUHVFHQDULR�0HFKDQLFDOO\�,QGXFHG�)DFWRUV$�PHFKDQLFDOO\�LQGXFHG�IDFWRU�W\SLFDOO\�UHVXOWV�LQ�WKH�GHIRUPDWLRQ�RI�D�WUDQVIRUPHU
V�ZLQGLQJV��UHVXOWLQJ�LQ�WKHDEUDVLRQ�RU�UXSWXULQJ�RI�LWV�FHOOXORVH�LQVXODWLRQ���,I�WKH�GDPDJH�LV�VHYHUH�HQRXJK��WKH�WUDQVIRUPHU�FDQ�IDLO�HOHFWULFDOO\�,W�LV�GLIILFXOW�WR�SUHGLFW�KRZ�ORQJ�D�WUDQVIRUPHU�FDQ�VXUYLYH�ZLWK�WKLV�NLQG�RI�GDPDJH�DQG�LV�HQWLUHO\�GHSHQGHQW�XSRQLWV�VHYHULW\���:LQGLQJ�GHIRUPDWLRQ�W\SLFDOO\�RFFXUV�LQ�RQH�RI�WZR�ZD\V���VKLSSLQJ�GDPDJH�RU�HOHFWURPHFKDQLFDOIRUFHV�6KLSSLQJ�RU�PRYHPHQW�RI�WKH�WUDQVIRUPHU���$OWKRXJK�D�WUDQVIRUPHU�VKRXOG�EH�LQWHUQDOO\�EUDFHG�E\�WKHPDQXIDFWXUHU�WR�ZLWKVWDQG�WKH�IRUFHV�DVVRFLDWHG�ZLWK�WKLV�W\SH�RI�PRYHPHQW��WKH�EUDFLQJ�PD\�QRW�EH�DGHTXDWHHQRXJK��WKH�VKLSSHU�PD\�QRW�KDYH�IROORZHG�WKH�PDQXIDFWXUHU
V�ULJJLQJ�LQVWUXFWLRQV��RU�DQ�DFFLGHQW�PD\�KDYHRFFXUUHG�GXULQJ�WKH�WUDQVSRUWDWLRQ�0DJQHWLFDOO\� LQGXFHG� HOHFWURPHFKDQLFDO� IRUFHV�� � $GYDQFHV� LQ�PDWHULDOV� DQG� ZLQGLQJ� GHVLJQ� KDYH� UHVXOWHG� LQPXFK� VWURQJHU�ZLQGLQJV�� EXW�PDQ\� ROGHU� WUDQVIRUPHUV� DUH� VWLOO� LQ� VHUYLFH� WKDW� KDYH� QRW� EHQHILWHG� IURP� WKHVHDGYDQFHV���:KHQ�D�WUDQVIRUPHU�H[SHULHQFHV�DQ�LQWHUQDO�IDXOW�WKH�ZLQGLQJV�FDQ�EH�VXEMHFWHG�WR�PDJQHWLF� IRUFHVWKDW�DUH�VLJQLILFDQWO\�EH\RQG�WKHLU�GHVLJQ�FDSDELOLW\�,Q�HLWKHU�RI�WKHVH�FDVHV��ZLQGLQJ�GHIRUPDWLRQ�FDQ�RFFXU���7KH�PRVW�FRPPRQ�PHFKDQLFDOO\�LQGXFHG�IDFWRUV�DUHVXPPDUL]HG�DV�IROORZV�x +RRS��LQZDUG�UDGLDO��EXFNOLQJ�RI�WKH�LQQHUPRVW�ZLQGLQJ����,Q�WKLV�FDVH��WKH�FRQGXFWRU�ZLOO�EXFNOH�LQZDUG�WRZDUGWKH�FRUH�EHWZHHQ�WKH�D[LDO�VSDFHUV�DQG�ZLOO�WUDQVPLW�WKH�EXFNOLQJ�WR�WKH�FRUH�LQVXODWLQJ�F\OLQGHU�DW�WKH�D[LDOVSDFHU�ORFDWLRQV���$�VHYHUH�FDVH�RI�EXFNOLQJ�ZLOO�UHVXOW�LQ�GDPDJH�WR�WKH�SDSHU�LQVXODWLRQ���7KH�GHJUHH�RI�GDPDJHZLOO�GHWHUPLQH�ZKHWKHU�RU�QRW�D�IDLOXUH�ZLOO�RFFXU�LPPHGLDWHO\�x &RQGXFWRU�WLSSLQJ����7KLV�LV�D�SUREOHP�W\SLFDOO\�DVVRFLDWHG�ZLWK�KHOLFDO�ZLQGLQJV�ZKLFK�XWLOL]H�SDSHU�LQVXODWHG&RQWLQXRXVO\�7UDQVSRVHG�&DEOH��&7&����,Q�WKLV�FDVH��D[LDO�IRUFHV�WKDW�H[FHHG�WKH�&7&�EXQGOH©V�FRPSUHVVLYHFDSDELOLW\�ZLOO�FDXVH�WKH�EXQGOH�WR�WLS���:KHQ�WKH�EXQGOH�WLSV��WKH�SDSHU�LQVXODWLRQ�ZLOO�WHDU�RSHQ�DQG�H[SRVH�WKHHQHUJL]HG�FRQGXFWRU���%HFDXVH�RI�WKH�DPRXQW�RI�LQVXODWLRQ�GDPDJH�W\SLFDOO\�UHVXOWLQJ�IURP�FRQGXFWRU�WLSSLQJ�DQ�HOHFWULFDO�IDLOXUH�ZLOO�XVXDOO\�RFFXU��DOPRVW�LPPHGLDWHO\�x &RQGXFWRU�WHOHVFRSLQJ����7KLV�LQYROYHV�OD\HU�ZLQGLQJV�PDGH�XS�RI�WKLQ�IODW�FRQGXFWRUV�ZKLFK�DUH�VXSSRUWHG�HQG�WR�HQG���:KHQ�H[SRVHG�WR�H[FHVVLYH�D[LDO�IRUFHV��WKH�LQGLYLGXDO�FRQGXFWRUV�ZLOO�WHOHVFRSH�RYHU�RQH�DQRWKHU�7KLV�FDXVHV�WKH�HQWLUH�OD\HU�WR�EHFRPH�PHFKDQLFDOO\�XQVWDEOH��DV�ZHOO�DV�GDPDJLQJ�WKH�SDSHU�LQVXODWLRQ���7KHGHJUHH�RI�GDPDJH�WR�WKH�LQVXODWLRQ�ZLOO�GHWHUPLQH�ZKHWKHU�RU�QRW�D�IDLOXUH�ZLOO�RFFXU�LPPHGLDWHO\�x 6SLUDO�WLJKWHQLQJ�����7KLV�DJDLQ�LQYROYHV�OD\HU�ZLQGLQJV�DQG�LV�FDXVHG�E\�UDGLDO�IRUFHV�WKDW�WLJKWHQ�WKH�ZLQGLQJ�7KLV�FDQ�EH�HYLGHQFHG�E\�D�VSLUDO�PRYHPHQW�RU�VKLIWLQJ�RI�WKH�NH\�VSDFHUV�RYHU�WKH�HQWLUH�KHLJKW�RI�WKH�ZLQGLQJ��
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7KHUPDOO\�,QGXFHG�)DFWRUV7KH�GHJUDGDWLRQ�RI�D�FHOOXORVH�LQVXODWLRQ�V\VWHP�LV�WR�EH�H[SHFWHG�RYHU�WLPH���1RUPDO�KHDWLQJ�JHQHUDWHG�E\�WKHORDGLQJ�RI�D�WUDQVIRUPHU�ZLOO�WKHUPDOO\�GHJUDGH�WKH�LQVXODWLRQ���7KHUPDO�GHJUDGDWLRQ�UHVXOWV�LQ�WKH�ORVV�RI�SK\VLFDOVWUHQJWK�RI� WKH�LQVXODWLRQ�WKDW��RYHU� WLPH��ZLOO�ZHDNHQ� WKH�SDSHU� WR� WKH�SRLQW�ZKHUH� LW�FDQ�QR� ORQJHU�ZLWKVWDQG� WKHPHFKDQLFDO� GXW\� LPSRVHG� RQ� LW� E\� WKH� YLEUDWLRQ� DQG�PHFKDQLFDO�PRYHPHQW� LQVLGH� RI� D� WUDQVIRUPHU�� � +RZHYHU�� DWUDQVIRUPHU�GHVLJQHU� LV� FRJQL]DQW�RI� WKHVH� LPSOLFDWLRQV�DQG�DOORZV� IRU� WKHP� LQ� WKH� GHVLJQ�� �$�ZHOO�GHVLJQHG� �DQGSURSHUO\�RSHUDWHG�DQG�PDLQWDLQHG��WUDQVIRUPHU
V�LQVXODWLRQ�V\VWHP�VKRXOG�EH�DEOH�WR�SURYLGH�UHOLDEOH�VHUYLFH�IRU���WR����\HDUV�RU�PRUH���7KH�UHDVRQV�IRU�WKH�SUHPDWXUH�IDLOXUH�RI�D�WUDQVIRUPHU�DUH�JHQHUDOO\�HLWKHU�SRRU�RSHUDWLQJ�DQGPDLQWHQDQFH�SUDFWLFHV��RU�GHIHFWLYH�ZRUNPDQVKLS�DQG�RU�PDWHULDOV���7KH�PRVW�FRPPRQ�WKHUPDOO\�LQGXFHG�IDFWRUV�DUHVXPPDUL]HG�DV�IROORZV�
x 2YHUORDGLQJ�RI�WKH�WUDQVIRUPHU�EH\RQG�LWV�GHVLJQ�FDSDELOLW\�IRU�H[WHQGHG�SHULRGV�RI�WLPH�x )DLOXUH�RI�D�WUDQVIRUPHU
V�FRROLQJ�V\VWHP���7KLV�FDQ�LQFOXGH�EORFNLQJ�RU�IRXOLQJ�RI�WKH�UDGLDWRUV�RU�FRROHUV��WKHIDLOXUH�RI�WKH�RLO�SXPSV��DQG�WKH�IDLOXUH�RI�D�GLUHFWHG�IORZ�RLO�GLVWULEXWLRQ�V\VWHP�x %ORFNDJH�RI�D[LDO�RLO�GXFW�VSDFHV��OLPLWLQJ�WKH�DPRXQW�RI�FRROLQJ�RLO�WR�WKH�ZLQGLQJV�LQ�WKH�LPPHGLDWH�DUHD�x 2SHUDWLQJ� D� WUDQVIRUPHU� LQ� DQ� RYHUH[FLWHG� FRQGLWLRQ� �RYHU�YROWDJH� RU� XQGHU�IUHTXHQF\��� � 7KLV� FDQ� FDXVHH[FHVVLYH�VWUD\�PDJQHWLF�IOX[�WR�VHYHUHO\�RYHUKHDW� LQVXODWLRQ�LQ�FORVH�SUR[LPLW\�WR�WKH�FRUH�RU�RWKHU�VWUXFWXUDOPHPEHUV�x 2SHUDWLRQ�RI�WKH�WUDQVIRUPHU�XQGHU�H[FHVVLYH�DPELHQW�WHPSHUDWXUH�FRQGLWLRQV�,I� HYLGHQFH� RI� WKHUPDOO\� LQGXFHG� SUREOHPV� LV� IRXQG�� LW� PXVW� EH� FRQVLGHUHG� DQG� FRPELQHG� ZLWK� DQ\� RWKHUHYLGHQFH�GLVFRYHUHG�RI�PHFKDQLFDO�RU�HOHFWULFDO�SUREOHPV�WR�GHYHORS�D�FRPSOHWH�IDLOXUH�VFHQDULR�
&21'8&7,1*�7+(�)$,/85(�,19(67,*$7,21$V� DQ� DLG� WR� WKH� LQYHVWLJDWLRQ��ZH� UHFRPPHQG� WKH� ,(((�6WDQGDUG�&������� ¦*XLGH� IRU� )DLOXUH� ,QYHVWLJDWLRQ�'RFXPHQWDWLRQ��DQG�$QDO\VLV�IRU�3RZHU�7UDQVIRUPHUV�DQG�6KXQW�5HDFWRUV§�>�@���7KLV�JXLGH�FDQ�EH�XVHG�WR�HQVXUH�WKDWDOO� LPSRUWDQW� IDFWRUV� DUH�FRQVLGHUHG�DQG�H[DPLQHG� LQ�D� IDLOXUH� LQYHVWLJDWLRQ�� �7KH� ,(((�GRFXPHQW� LV� DQ� H[FHOOHQWVRXUFH�RI�LQIRUPDWLRQ�IRU�DQ�,QYHVWLJDWRU�WR�KHOS�GHYHORS�D�JHQHUDO�¦EDWWOH�SODQ§�SULRU�WR�DUULYLQJ�DW�WKH�VLWH��DQG�WKHYDULRXV�FKHFNOLVWV�DUH�YHU\�XVHIXO���7KH�JXLGH�DOVR�FRQWDLQV�FRPSUHKHQVLYH�DSSHQGLFHV�RQ�WUDQVIRUPHU�FRQVWUXFWLRQ�GLDJQRVWLF�WHVWLQJ��DQG�VDPSOH�IDLOXUH�LQYHVWLJDWLRQ�FDVH�KLVWRULHV� �



$�IDLOXUH�LQYHVWLJDWLRQ�W\SLFDOO\�EHJLQV�DIWHU�D�WUDQVIRUPHU�KDV�EHHQ�WULSSHG�RII�OLQH�E\�D�SURWHFWLYH�GHYLFH��RUZKHQ�VRPHRQH�VXVSHFWV�WKDW�WKH�WUDQVIRUPHU�LV�QR�ORQJHU�VXLWDEOH�IRU�VHUYLFH���7KH�GHFLVLRQ�RI�ZKDW�WR�GR�QH[W��DIWHUD�WUDQVIRUPHU�KDV�EHHQ�WULSSHG�E\�D�SURWHFWLYH�GHYLFH��ZLOO�YDU\�GHSHQGLQJ�RQ�WKH�FLUFXPVWDQFHV�DQG�WKH�RSHUDWLQJSURFHGXUHV�RI� WKH�RZQHU�XVHU�� �%XW��ZKHQ�D� WUDQVIRUPHU� IDLOV�� WLPH� LV�RI� WKH�HVVHQFH�DQG�D�SURPSW� LQYHVWLJDWLRQ� LVSDUDPRXQW�� �:RUN� FUHZV� DUH� DOPRVW� DOZD\V� RQ� VLWH� EHIRUH� WKH� ,QYHVWLJDWRU� DUULYHV�� �9DOXDEOH� LQIRUPDWLRQ� FDQ� EHLQQRFHQWO\� GHVWUR\HG� E\� ZRUN� FUHZV� DWWHPSWLQJ� WR� UHVWRUH� VHUYLFH�� � 7KHUHIRUH�� XSRQ� QRWLILFDWLRQ� RI� D� IDLOXUH�LQVWUXFWLRQ�VKRXOG�EH�JLYHQ�WR�WKH�ZRUN�FUHZ�WR�PLQLPL]H�DQ\�GLVUXSWLYH�LPSDFW�RQ�WKH�LQYHVWLJDWLRQ���&RRSHUDWLRQ�DWDOO�OHYHOV�RI�WKH�RZQHU�XVHU�FDQ�VSHHG�XS�WKH�LQYHVWLJDWLRQ�DW�WKH�VLWH�DQG�LPSURYH�WKH�DFFXUDF\�RI�WKH�GLDJQRVLV�7KH�LQYHVWLJDWLRQ�LV�FRPSULVHG�RI�IRXU�PDMRU�FRPSRQHQWV�� �3UHSDUDWLRQ��7HVWLQJ��,QVSHFWLRQ��DQG�&RQFOXVLRQV�7KH�SUHSDUDWLRQ�EHJLQV�DV�VRRQ�DV� WKH�,QYHVWLJDWRU� LV�QRWLILHG�� �7KH�7HVWLQJ�DQG� WKH�2Q�6LWH� ,QVSHFWLRQ�PD\�RFFXUVLPXOWDQHRXVO\���,Q�VRPH�VLWXDWLRQV��WKH�,QYHVWLJDWRU�PD\�EH�DEOH�WR�SUHVFULEH�D�VHULHV�RI�WHVWV��EHIRUH�DUULYLQJ�RQ�VLWH�7KH� ,QVSHFWLRQ� PD\� LQYROYH� WKUHH� VWHSV� ¤� DQ� H[WHUQDO� H[DPLQDWLRQ�� DQ� LQWHUQDO� H[DPLQDWLRQ�� DQG� D� WHDUGRZQLQVSHFWLRQ�� � 2QFH� VXIILFLHQW� GDWD� KDV� EHHQ� JDWKHUHG� IURP� WKH� LQVSHFWLRQ� DQG� WHVW�� WKH� HQJLQHHULQJ� DQDO\VLV� FDQKRSHIXOO\�OHDG�WR�FRQWULEXWLQJ�FDXVDO�IDFWRUV�
35(3$5$7,21��,1)250$7,21�*$7+(5,1*6RPH�SUHSDUDWLRQ��SULRU�WR�DUULYDO�DW�WKH�VLWH�PD\�SURYH�WR�EH�YDOXDEOH��DQG�VDYH�FRQVLGHUDEOH�WLPH�DQG�HIIRUW�,QIRUPDWLRQ�WKDW�VKRXOG�EH�UHTXHVWHG�RU�JDWKHUHG�SULRU�WR�WKH�,QYHVWLJDWRU©V�DUULYDO�ZRXOG�LQFOXGH�x $OO�KLVWRULFDO�'*$�WHVW�UHVXOWVx $OO�KLVWRULFDO�RLO�VFUHHQ�WHVW�UHVXOWV��H�J���GLHOHFWULF�EUHDNGRZQ��DFLGLW\��LQWHUIDFLDO�WHQVLRQ�x $OO�KLVWRULFDO�GLDJQRVWLF�ILHOG�WHVW�UHSRUWV��H�J���'REOH�SRZHU�IDFWRU��IUHTXHQF\�UHVSRQVH�DQDO\VLV�x $�FRS\�RI�WKH�WUDQVIRUPHU�QDPHSODWHx $OO�PDLQWHQDQFH�DQG�RWKHU�ZRUN�UHFRUGVx $�FRS\�RI�WKH�IDFWRU\�WHVW�GDWD�VKHHWVx $�UHFRUG�RI�ORFDO�ZHDWKHU�FRQGLWLRQV�DW�WKH�WLPH�RI�IDLOXUHx $�UHFRUG�RI�WKH�DSSUR[LPDWH�ORDGLQJ�DW�WKH�WLPH�RI�IDLOXUHx $�V\VWHP�RQH�OLQH�GLDJUDP�VKRZLQJ�WKH�ORFDWLRQV�DQG�W\SHV�RI�SURWHFWLYH�GHYLFHVx $�UHFRUG�RI�DOO�UHOD\�RSHUDWLRQV��¦IODJV§�RU�¦WDUJHWV§��DW�WKH�WLPH�RI�WKH�IDLOXUHx $Q\�V\VWHP�GLVSDWFKHU©V�ORJERRN�SDJHV�ZKLFK�SHUWDLQ�WR�WKH�IDLOXUHx $�OLVW�RI�DQ\�IDXOWV�RU�VZLWFKLQJ�HYHQWV�LQ�WKH�V\VWHP�MXVW�SULRU�WR�WKH�IDLOXUHx ,I�WKH�WUDQVIRUPHU�LV�HTXLSSHG�ZLWK�VXUJH�DUUHVWRUV�WKDW�KDYH�RSHUDWLRQ�FRXQWHUV��GLG�DQ\�RI�WKH�DUUHVWRUV�RSHUDWHMXVW�SULRU�WR�WKH�IDLOXUH"x $�OLVW�RI�DQ\�UHFHQW�DQFLOODU\�HTXLSPHQW�SUREOHPV��VXFK�DV�&7�RU�37�IDLOXUHV��RU�EORZQ�IXVHV�RQ�FDSDFLWRU�EDQNV�
7KLV�LQIRUPDWLRQ�ZLOO�SURYLGH�D�KLVWRU\�RI�WKH�FRQGLWLRQ�RI�WKH�WUDQVIRUPHU�DQG�PD\�JLYH�VRPH�LQGLFDWLRQV�RI�V\VWHPFRQGLWLRQV�WKDW�PD\�KDYH�FRQWULEXWHG�WR�RU�FDXVHG�WKH�IDLOXUH�
21�6,7(�,163(&7,217KH� RQ�VLWH� LQVSHFWLRQ� LV� WKH� ORJLFDO� QH[W� VWHS� LQ� WKH� SURFHVV�� � 8SRQ� DUULYDO� DW� WKH� VLWH� WKH� ,QYHVWLJDWRU� VKRXOGLQWHUYLHZ� DQ\� HPSOR\HHV� ZKR� PD\� KDYH� EHHQ� LQ� WKH� YLFLQLW\� DW� WKH� WLPH� RI� WKH� IDLOXUH�� � 7U\� WR� JHW� DV� PXFKLQIRUPDWLRQ� DERXW� ZKDW� WKH\� VDZ� DQG� KHDUG�� :KHQ� DOO� LQWHUYLHZV� DUH� FRQFOXGHG�� D� YLVXDO� LQVSHFWLRQ� VKRXOG� EHSHUIRUPHG�
([WHUQDO� ,QVSHFWLRQ� ��3KRWRJUDSKV� DUH� DQ� HVVHQWLDO� SDUW� RI� DQ� H[WHUQDO� LQVSHFWLRQ� DQG� KHOS� WR� UHFRUG�RU� GRFXPHQWYDOXDEOH� LQIRUPDWLRQ� IRU� ODWHU� DQDO\VLV�� � 7KH� H[SHULHQFHG� LQYHVWLJDWRU� ZLOO� ORRN� IRU� WKH� IROORZLQJ� YLVLEOHDEQRUPDOLWLHV�LQ�WKH�WUDQVIRUPHU�x %XOJLQJ�RU�UXSWXUH�RI�WKH�H[WHUQDO�WDQNx (YLGHQFH�RI�DQ�RLO�VSLOO�RU�D�ILUHx (YLGHQFH�RI�WKH�RSHUDWLRQ�RI�D�SUHVVXUH�UHOLHI�GHYLFHx 'DPDJH�WR�WKH�EXVKLQJV�RU�VXUJH�DUUHVWRUVx 'DPDJH�WR�WKH�UDGLDWRUV��IDQV��RU�SXPSV

x 'DPDJH�WR�WKH�FRQVHUYDWRUx /RZ�RLO�OHYHO�LQ�PDLQ�WDQNx (YLGHQFH�RI�RYHUKHDWLQJ��EOLVWHUHG�SDLQW��HWF��x (YLGHQFH�RI�D�IRUHLJQ�REMHFW�RU�DQLPDO�FRQWDFW��EXUQPDUNV�RU�GHEULV�RQ�WRS�RI�WKH�WDQN�RU�QHDUE\�EXV� �



x (YLGHQFH�RI�YDQGDOLVP�RU�VDERWDJHx 3RVLWLRQ�RI�WKH�/7&�¤�DV�IRXQGx 3RVLWLRQ�RI�WKH�'(7&���DV�IRXQG
x 2LO�/HYHO�LQ�WKH�/7&�FRPSDUWPHQWx 'DPDJH�WR�WKH�&RQWURO�&DELQHW

&DUHIXO�QRWHV�VKRXOG�EH�WDNHQ�WR�VXSSOHPHQW�SKRWRJUDSKV���$Q\�LWHPV�LQ�WKH�3UHSDUDWRU\�OLVW��VXFK�DV�KLVWRULFDOWHVW�GDWD��RU�UHOD\�¦IODJV§��WKDW�ZHUH�QRW�DYDLODEOH�LQ�DGYDQFH�VKRXOG�EH�JDWKHUHG�DW�WKLV�WLPH���,I�QR�YLVLEOH�GDPDJH�LVIRXQG�H[WHUQDOO\��WKH�QH[W�VWHS�LQ�WKH�LQYHVWLJDWLRQ�LV�XVXDOO\�D�SUHVFULEHG�VHW�RI�GLDJQRVWLF�WHVWV��ZKLFK�DUH�RXWOLQHGLQ�WKH�QH[W�VHFWLRQ�
,QWHUQDO� ,QVSHFWLRQ� ��'HSHQGLQJ� RQ� WKH� QDWXUH� RI� WKH� IDLOXUH�� WKHUH�PD\� EH� YHU\� OLWWOH� WR� VHH� H[WHUQDOO\�� � ,Q� VRPHVLWXDWLRQV��DQ�LQWHUQDO�LQVSHFWLRQ�PD\�EH�SHUIRUPHG�RQ�VLWH� WR�DVVHVV� WKH�H[WHQW�RI�GDPDJH�� �6RPHWLPHV�WKH�WDQN�LVFRPSOHWHO\�GUDLQHG�RI�RLO��ZKLOH�LQ�VRPH�FDVHV�WKH�RLO�LV�MXVW�ORZHUHG�HQRXJK�WR�H[SRVH�WKH�WRS�RI�WKH�FRUH�DQG�FRLODVVHPEO\�%HIRUH�HQWHULQJ�WKH�WDQN��DOO�6$)(7<�UXOHV�PXVW�EH�REVHUYHG���,Q�PDQ\�FDVHV��VDIHW\�RIILFLDOV�PD\�FRQVLGHU�WKHWUDQVIRUPHU�WDQN�D�¦&RQILQHG�6SDFH§��DQG�D�&RQILQHG�6SDFH�(QWU\�SURJUDP�PXVW�EH�IROORZHG���'R�QRW�DWWHPSW�WKLVDORQH���7KH�WDQN�PXVW�EH�YHQWHG�WR�WKH�DWPRVSKHUH�IRU�D�UHDVRQDEOH�DPRXQW�RI�WLPH�WR�H[SHO�WKH�FRPEXVWLEOH�JDVHV�&RPEXVWLEOH�JDVHV�LQ�WKH�WDQN�DUH�KHDYLHU�WKDQ�DLU��DQG�SUHVHQW�DQ�DVSK\[LDWLRQ�KD]DUG���$IWHU�WKH�WDQN©V�DWPRVSKHUHKDV�EHHQ�WHVWHG�DQG�GHWHUPLQHG�WR�EH�VDIH��ZH�UHFRPPHQG�SHUVRQQHO�ZHDU�D�FDOLEUDWHG�&RQILQHG�6SDFH�0RQLWRU�IRUWKH� GXUDWLRQ� RI� WKH� LQWHUQDO� LQVSHFWLRQ�� � ,I� WKH� JDV� PRQLWRUV� LQGLFDWH� D� ORZ� R[\JHQ� OHYHO� DW� DQ\� WLPH� GXULQJ� WKHLQVSHFWLRQ��DOO�SHUVRQQHO�LQVLGH�WKH�WDQN�VKRXOG�EH�HYDFXDWHG�3ULRU� WR�HQWHULQJ�WKH�WDQN��DOO�SHUVRQQHO�VKRXOG�UHPRYH�ORRVH�SHUVRQDO� LWHPV��VXFK�DV� MHZHOU\��ZDOOHWV��FRPEV�SDSHU�FOLSV��SRFNHW�FKDQJH��DQG�WKH�OLNH����7KH�RQO\�LWHPV�WKDW�VKRXOG�EH�FDUULHG�LQVLGH�WKH�WDQN�DUH�D�FDPHUD��SHQ�DQGSDSHU�� DQG� D� IODVKOLJKW�� � 7KHVH� LWHPV� VKRXOG� EH� UHFRUGHG� EHIRUH� HQWU\�� DQG� WKHQ� YHULILHG� DIWHU� OHDYLQJ� WKH� WDQN�/HDYLQJ� D� IODVKOLJKW� LQVLGH� D� KLJK� YROWDJH� WUDQVIRUPHU� FRXOG� ODWHU� EH� FDWDVWURSKLF�� � � �,W©V� SRVVLEOH� WR� ILQG� DOPRVWDQ\WKLQJ� LQVLGH� RI� D� IDLOHG� WUDQVIRUPHU�� LQFOXGLQJ� VFUHZGULYHUV�� SOLHUV�� ZHOGLQJ� URGV�� DQG� VDIHW\� JODVVHV� IURP� DSUHYLRXV�ZRUN�FUHZ©V�FDUHOHVVQHVV���,Q�RQH�WUXH�VWRU\��D�ZRRGHQ�ODGGHU�ZDV�IRXQG�LQVLGH�D�ODUJH�SRZHU�WUDQVIRUPHUWKDW�KDG�EHHQ�LQ�VHUYLFH�IRU�RYHU�WZHQW\�\HDUV�EHIRUH�LW�VXIIHUHG�D�IDLOXUH��,QWHUQDO�DEQRUPDOLWLHV�WR�ORRN�IRU�LQVLGH�WKH�WUDQVIRUPHU�LQFOXGH�x 7KH�RGRU�RI�EXUQW�LQVXODWLRQx 7KH�DSSHDUDQFH�RI�EXUQW�RLO�RU�LQVXODWLQJ�IOXLG��¦JRRG§�RLO�KDV�D�FOHDU�DPEHU�FRORU��EXUQW�RLO�LV�GDUN�DQGRSDTXH��VLPLODU�WR�EXUQW�FRIIHH��ZLWK�DQ�XQPLVWDNDEOH�DFULPRQLRXV�RGRU��x (YLGHQFH�RI�PHWDO�GHSRVLWV��VSODWWHU�RU�¦%%©V§��x (YLGHQFH�RI�EURNHQ�LQVXODWLQJ�PDWHULDO��SDSHU��ZRRG��EDUULHU�ERDUG�x 2EYLRXV�SK\VLFDO�GDPDJH��EURNHQ�SRUFHODLQ��EXUQW�RU�FKDUUHG�OHDGV�x 'LVSODFHPHQW�RI�WKH�FRLOVx 'DPDJH�WR�WKH�FRLO�FODPSLQJ�V\VWHPx (YLGHQFH�RI�DUFLQJ�EHWZHHQ�WXUQV��RU�EHWZHHQ�ZLQGLQJVx (YLGHQFH�RI�SDUWLDO�GLVFKDUJH�DFWLYLW\��FDUERQL]HG�WUDFNLQJ�PDUNV�x (YLGHQFH�RI�DQ\�IUHH�ZDWHU�LQ�WKH�ERWWRP�RI�WKH�WDQN���6LQFH�ZDWHU�LVKHDYLHU�WKDQ�RLO��WKH�SUHVHQFH�RI�ZDWHU�LQ�WKH�WDQN��ZLOO�FDXVH�UXVW�DW�WKH�ERWWRP��

� 0ROWHQ� GURSOHWV� RI� PHWDO� IRUP� WLQ\� VSKHUHV�� VLPLODU� WR� ¦%%©V§�� � 7KHVH� GHSRVLWV� FDQ� EH� IRXQG� DOPRVWDQ\ZKHUH�LQ�WKH�WUDQVIRUPHU��LQFOXGLQJ�WKH�WRS�RI�WKH�\RNH��WKH�WRSV�RI�WKH�FRLOV��RQ�LQWHUQDO�OHGJHV�RI�WKH�WDQN�DQG�RQ�WKH�ERWWRP�RI�WKH�WDQN�
,I� WKH� LQWHUQDO� LQVSHFWLRQ� GRHV� QRW� SURYLGH� VXIILFLHQW� LQIRUPDWLRQ� DV� WR� WKH� FDXVH� RI� WKH� IDLOXUH�� LW� PD\� EHQHFHVVDU\� WR� GH�WDQN� WKH� WUDQVIRUPHU� DQG�SHUIRUP�D� GLDJQRVWLF� WHDUGRZQ� WR� VHDUFK� IRU� WKH� GDPDJH� DQG� FOXHV�� � �$GLDJQRVWLF�WHDUGRZQ�LV�D�SDLQVWDNLQJ��PHWLFXORXV�SURFHVV�WKDW�LV�XVXDOO\�DFFRPSOLVKHG�LQ�WKH�VKRS�RI�D�UHSDLU�ILUP�RUPDQXIDFWXUHU���,I�WKH�WUDQVIRUPHU�LV�ODUJH�HQRXJK��LW�LV�TXLWH�FRPPRQ�IRU�D�WHDUGRZQ�WR�LQYROYH�SHUVRQQHO�IURP�WKHRZQHU��WKH�LQVXUHU��WKH�PDQXIDFWXUHU��DQG�RQH�RU�PRUH�FRQVXOWDQWV�WR�UHSUHVHQW�WKHLU�YDULRXV�LQWHUHVWV�

�



',$*1267,&�7(67,1*,Q� PDQ\� RI� RXU� LQYHVWLJDWLRQV�� ZKHQ� D� WUDQVIRUPHU� IDLOXUH� KDV� EHHQ� UHSRUWHG�� WKHUH� LV� QR� REYLRXV� H[WHUQDOGDPDJH�WR�EH�VHHQ���:H�PXVW�WKHQ�GHSHQG�XSRQ�GLDJQRVWLF�WHVWLQJ�WR�KHOS�LGHQWLI\�H[LVWLQJ�ZHDNQHVVHV�RU�IDXOWV�DQGWR� JLYH� VRPH� LQGLFDWLRQ�RI� WKH� SRVVLELOLWLHV� IRU� UHSDLU�� � 1R�RQH� HOHFWULFDO� WHVW� FDQ� DVVXUH� FRQWLQXHG� RSHUDWLRQ� RUH[SHFWHG� VHUYLFH� UHOLDELOLW\�� DQG� QR� FRPELQDWLRQ� RI� HOHFWULFDO� WHVWV� FDQ� VXEVWLWXWH� IRU� D� FDUHIXO� YLVXDO� LQWHUQDOLQVSHFWLRQ���2QO\�WKH�FDUHIXO�UHFRUGLQJ�DQG�SORWWLQJ�RI�WKH�WHVW�UHVXOWV�PDNHV�LW�SRVVLEOH�WR�JHW�WKH�QHHGHG�LQIRUPDWLRQRXW�RI�D�WHVW�DQG�WR�FRPSDUH�WKH�YDOXHV�ZLWK�WKRVH�RI�SUHYLRXVO\�FRQGXFWHG�WHVWV���,W�VKRXOG�EH�QRWHG�WKDW�VHYHUDO�WHVWVPD\�EH�LQWHUSUHWHG�WRJHWKHU�WR�GLDJQRVH�D�SUREOHP���7KH�PDQXIDFWXUHU
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6XVSHFWHG�3UREOHP 3UHVFULEHG�7HVWV
7XUQ�WR�7XUQ�6KRUWV 2LO�7HVW 7XUQV�5DWLR :LQGLQJ5HVLVWDQFH ([FLWLQJ&XUUHQW ,QGXFHG9ROWDJH��5,9 )5$����
2SHQ�:LQGLQJ 2LO�7HVW 7XUQV�5DWLR :LQGLQJ5HVLVWDQFH
0DMRU�,QVXODWLRQ�'DPDJH�3KDVH�WR�*URXQG��HWF� 2LO�7HVW 3RZHU�)DFWRU ,QVXODWLRQ5HVLVWDQFH ([FLWLQJ&XUUHQW ,QGXFHG9ROWDJH��5,9 )5$
+LJK�0RLVWXUH�/HYHOV 2LO�7HVW 3RZHU�)DFWRU ,QVXODWLRQ5HVLVWDQFH
0HFKDQLFDO�'DPDJH 2LO�7HVW ([FLWLQJ&XUUHQW ,QGXFHG9ROWDJH�5,9���� )5$
&RUH�2YHUKHDWLQJ 2LO�7HVW ,QVXODWLRQ5HVLVWDQFH�&RUH�*URXQG�

([FLWLQJ&XUUHQW
�� )UHTXHQF\�5HVSRQVH�$QDO\VLV�� 5DGLR�,QIOXHQFH�9ROWDJH
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,168/$7,21�5(6,67$1&(�DQG�32/$5,=$7,21�,1'(; >�@7KH�LQVXODWLRQ�UHVLVWDQFH�WHVW�LV�RQH�RI�WKH�OHDVW�FRVWO\�WR�SHUIRUP�LQ�WHUPV�RI�WHVW�HTXLSPHQW�DQG�KDV�EHFRPH�RQHRI�WKH�PRVW�SRSXODU�GLDJQRVWLF�WHVWV��7KH�LQVXODWLRQ�UHVLVWDQFH�DQG�SRODUL]DWLRQ�LQGH[��3,��WHVWV�DUH�XVHIXO�LQGLFDWRUVRI�FRQWDPLQDWLRQ�DQG�PRLVWXUH�RQ� WKH�H[SRVHG� LQVXODWLRQ�VXUIDFHV�RI�D�ZLQGLQJ�� HVSHFLDOO\�ZKHQ� WKHUH�DUH�FUDFNV�SLQKROHV�RU�ILVVXUHV�LQ�WKH�LQVXODWLRQ�7KH�LQVXODWLRQ�UHVLVWDQFH�LV�WKH�UDWLR�RI�WKH�'&�YROWDJH�DSSOLHG�DQG�WKH�UHVXOWDQW�FXUUHQW��:KHQ�D�'&�YROWDJH�LVDSSOLHG�EHWZHHQ�WKH�ZLQGLQJ�DQG�JURXQG��IRXU�FRPSRQHQWV�RI�FXUUHQW�ZLOO�IORZ���7KH�ILUVW�WZR�FXUUHQW�FRPSRQHQWVGHFD\�TXLFNO\�ZLWK�WLPH��7KH�VHFRQG�WZR�DUH�GHWHUPLQHG�SULPDULO\�E\�WKH�SUHVHQFH�RI�PRLVWXUH�RU�D�JURXQG�IDXOW�DQGDUH�UHODWLYHO\�FRQVWDQW�ZLWK�WLPH��0RLVWXUH�PD\�EH�DEVRUEHG�ZLWKLQ�WKH�LQVXODWLRQ�DQG�RU�FRQGHQVHG�RQ�WKH�VXUIDFHVWKDW�DUH�RIWHQ�GLUW\��,I�WKLV�OHDNDJH�RU�FRQGXFWLRQ�FXUUHQW�LV�ODUJHU�WKDQ�WKH�ILUVW�WZR�FRPSRQHQWV��WKH�WRWDO�FKDUJLQJFXUUHQW��WKDW�LV��WKH�LQVXODWLRQ�UHVLVWDQFH��ZLOO�QRW�FKDQJH�VLJQLILFDQWO\�ZLWK�WLPH��7KXV��WR�KHOS�GHWHUPLQH�KRZ�GU\DQG�FOHDQ� WKH�ZLQGLQJ� LV�� WKH� LQVXODWLRQ� UHVLVWDQFH� LV�RIWHQ�PHDVXUHG�DIWHU���PLQXWH�DQG�DIWHU����PLQXWHV�� DQG� WKHUDWLR�RI�WKH����PLQXWH�UHDGLQJ�RYHU�WKH���PLQXWH�UHDGLQJ�LV�FDOOHG�WKH�SRODUL]DWLRQ�LQGH[��3,�� ��
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:KHQ�DQ�DFWXDO�IDXOW�RU�LQVXODWLRQ�SXQFWXUH�KDV�RFFXUUHG��WKH�LQVXODWLRQ�UHVLVWDQFH�ZLOO�EH�FORVH�WR�]HUR��DQG�WKLVLV� HDVLO\� UHFRJQL]HG� DV� EHLQJ� XQDFFHSWDEOH�� +RZHYHU�� LW� LV� GLIILFXOW� WR� VHW� D� SUDFWLFDO� SDVV�IDLO� FULWHULRQ� IRU� WKHLQVXODWLRQ� UHVLVWDQFH� WHVW�ZKHQ� WKH� LQVXODWLRQ� LV�QRW�SXQFWXUHG�� � ,QGXVWU\�SUDFWLFH� IRU� DQ�DFFHSWDEOH�PLQLPXP� LV� �0HJRKP� IRU� HDFK�.9� �� ��0HJRKP�� �*RRG� GU\� LQVXODWLRQ� ZLOO� KDYH� DQ� LQVXODWLRQ� UHVLVWDQFH� RI� VHYHUDO� KXQGUHG0HJRKPV�RU�PRUH�

:,1',1*�5(6,67$1&(�7(67��>�@,W�LV�DOZD\V�GHVLUDEOH�WR�GHWHUPLQH�WKH�SUHVHQFH�RI�DQ\�KLJK�UHVLVWDQFH�MRLQWV��FRUURVLRQ��IUDFWXUHV�RU�GLPHQVLRQDOUHGXFWLRQV�LQ�WKH�FURVV�VHFWLRQDO�DUHD�RI�FRQGXFWRUV��:LWK�WLPH�LQ�VHUYLFH��WKH�PHFKDQLFDO�YLEUDWLRQ�RI�RSHUDWLRQ�FDQOHDG� WR� IDLOXUH�RU�SDUWLDO� IDLOXUH�RI� FRQGXFWRUV�� ,QVXODWLQJ�EORFNV�FDQ�DOVR�YLEUDWH�DQG�ZHDU�DZD\�SDUW�RI� WKH�FURVVVHFWLRQ�RI�FRSSHU�FRQGXFWRUV��2QO\� WKH�SUHFLVLRQ�RI� UHVLVWDQFH�PHDVXUHPHQW�RIIHUHG�E\�D�.HOYLQ�EULGJH�RU�PLFUR�RKPPHWHU�ZLOO�DOORZ�WKH�GHWHFWLRQ�RI� WKH�VXEWOH�FKDQJHV�LQ�FRQGXFWRU�UHVLVWDQFH�FDXVHG�E\�WKHVH�W\SHV�RI�GDPDJH�7KHVH� LQVWUXPHQWV� LQFRUSRUDWH� D� PHDVXUHPHQW� UDQJH� WKDW� VSDQV� WKH� UHVLVWDQFH� YDOXHV� RIIHUHG� E\� PRVW� FRSSHUZLQGLQJV� DQG� FRQGXFWRUV� XVHG� LQ� HOHFWULF� SRZHU� DSSDUDWXV��.HOYLQ� EULGJHV� DQG�PLFUR�RKPPHWHUV�PHDVXUH� WR� ILYHVLJQLILFDQW�GLJLWV�ZLWK�DW�OHDVW������SHUFHQW�DFFXUDF\�7KH� WHVW� UHVXOWV� IRU� HDFK� SKDVH� DUH� FRPSDUHG� ZLWK� WKH� RWKHU� WZR� SKDVHV�� DQG� FRPSDUHG� ZLWK� WKH� RULJLQDOUHVLVWDQFH� WHVW�� �$� ORZHU�WKDQ�QRUPDO� UHVLVWDQFH�PLJKW� LQGLFDWH� D� WXUQ�WR�WXUQ� VKRUW�FLUFXLW�ZKHUHDV� D� KLJKHU�WKDQ�QRUPDO� UHVLVWDQFH�FDQ�EH� WKH� UHVXOW�RI�D�EDG�FRQQHFWLRQ�RU�GDPDJHG�ZLQGLQJV��$� WZR�SHUFHQW� �����YDULDQFH� IURPH[SHFWHG�LV�XVXDOO\�DQ�LQGLFDWLRQ�RI�DQ�DEQRUPDOLW\�LQ�WKH�ZLQGLQJ�FLUFXLW��,W�VKRXOG�EH�QRWHG�WKDW�ZLWK�RQO\�D�WZR�SHUFHQW�GHYLDWLRQ�IURP�H[SHFWHG�EHLQJ�D�VLJQLILFDQW� LQGLFDWLRQ�� WKH�SURSHU�FDOLEUDWLRQ�RI� WKH�LQVWUXPHQW�DQG�SURSHUPHDVXUHPHQW�WHFKQLTXHV�DUH�FULWLFDO�
29(5327(17,$/�$1'�'&�/($.$*(�7(6767KH� WUDGH� QDPH� �+L�3RW�� LV� XVHG� XQLYHUVDOO\�� WKURXJKRXW� WKH� LQGXVWU\�� EXW� WKH� FRUUHFW� JHQHULF� QDPH� LVRYHUSRWHQWLDO�WHVW���7KH�KL�SRW�WHVW�LV�D�ZLGHO\�XVHG�WHVW��UHFRPPHQGHG�E\�PDQ\�2(0
V��DQG�SRWHQWLDOO\�D�GHVWUXFWLYHWHVW���,W�LV�XVHG�WR�WHVW�WKH�LQVXODWLRQ�LQWHJULW\�RI�DOO�W\SHV�RI�HOHFWULFDO�DSSDUDWXV��LQFOXGLQJ�WUDQVIRUPHUV��JHQHUDWRUV�PRWRUV�� EXV�� DQG� FDEOHV�� � $� KLJK� YROWDJH� LV� DSSOLHG� EHWZHHQ� WKH�ZLQGLQJV� DQG� JURXQG�� � $� IODZ� LQ� WKH� LQVXODWLRQV\VWHP�LV�GHWHFWHG�E\�D�EUHDNGRZQ�RI�WKH�LQVXODWLRQ���7KH�IDLOXUH�WKHQ�QHHGV�WR�EH�UHSDLUHG�EHIRUH�WKH�HTXLSPHQW�LVUHWXUQHG�WR�VHUYLFH�+6%©V�2SSRVLWLRQ���)RU�GHFDGHV��HQJLQHHUV�DW�+6%�KDYH�GLVDJUHHG�ZLWK�2(0�HQJLQHHUV�RYHU�WKH�PHULWV�RI�WKHVHWHVWV� DV� DQ� DQQXDO� PDLQWHQDQFH� SUDFWLFH�� � ,I� WKH� WHVW� LV� FRQGXFWHG�� DQG� D� IDLOXUH� GRHV� QRW� RFFXU�� VRPH� HQJLQHHUVEHOLHYH�WKHUH�LV�D�FHUWDLQ�DVVXUDQFH�RI�VDIH�RSHUDWLRQ�DW�QRUPDO�YROWDJH�IRU�WKH�QH[W�RSHUDWLQJ�SHULRG���%XW��WKHVH�WHVWVPD\�UHVXOW�LQ�WKH�EUHDNGRZQ�RI�D�ZLQGLQJ�ZKLFK�RWKHUZLVH�PLJKW�KDYH�ODVWHG�IRU�D�FRQVLGHUDEO\�ORQJHU�WLPH���7KHRZQHU�XVHU� PD\� ZHLJK� WKLV� ULVN� DJDLQVW� WKH� SRVVLELOLW\� RI� D� IDLOXUH� RFFXUULQJ� GXULQJ� D� OHVV� FRQYHQLHQW� WLPH� DQGGHFLGH�WR�UXQ�WKH�WHVW�DQ\ZD\�
)5(48(1&<�5(63216(�$1$/<6,6 >�@)UHTXHQF\�5HVSRQVH� $QDO\VLV� �)5$�� LV� D� GLDJQRVWLF� WHVW� WKDW� LV� XVHG� WR� KHOS� LGHQWLI\� SRVVLEOH� GHIRUPDWLRQV� DQGPRYHPHQWV� LQ� WKH� WUDQVIRUPHU©V� FRUH�DQG�FRLO� DVVHPEO\�DQG�RWKHU� LQWHUQDO� IDXOWV�� �)5$�FRQVLVWV�RI�PHDVXULQJ� WKHLPSHGDQFH� RI� WUDQVIRUPHU� ZLQGLQJV� RYHU� D� ZLGH� UDQJH� RI� IUHTXHQFLHV� DQG� FRPSDULQJ� WKH� UHVXOWV� RI� WKHVHPHDVXUHPHQWV�ZLWK�SUHYLRXV�UHVXOWV�RU�UHVXOWV�IURP�DQ�LGHQWLFDO�WUDQVIRUPHU����7KH�EDVLV�RI�WKH�)5$�WHFKQLTXH�LV�WKDWWKH� LPSHGDQFH� RI� WKH� WUDQVIRUPHU� �UHVLVWDQFH�� LQGXFWDQFH� DQG� FDSDFLWDQFH�� LV� UHODWHG� WR� WKH� FRQVWUXFWLRQ� DQGJHRPHWU\� RI� WKH�ZLQGLQJV��'HIRUPDWLRQV� DQG�PRYHPHQWV� KDYH� DQ� HIIHFW� RQ� ERWK� LQGXFWDQFH� DQG� FDSDFLWDQFH� WKDWPD\�EH�UHIOHFWHG�LQ�WKH�UHVXOWLQJ�IUHTXHQF\�UHVSRQVH�0HDVXULQJ� WKH� IUHTXHQF\� UHVSRQVH� RI� D�ZLQGLQJ�ZLWKLQ� D� WUDQVIRUPHU� JLYHV� D� ILQJHUSULQW� IRU� WKDW� ZLQGLQJ� RUWUDQVIRUPHU���7KH�DQDO\VLV�UHTXLUHV�PHDVXUHPHQW�RI�ERWK�LQSXW�DQG�RXWSXW�VLJQDOV��ZKLFK�DUH�WKHQ�UDWLRHG�WR�JLYH�WKHUHVSRQVH�� � 7KHUH� DUH� EDVLFDOO\� WZR� PHWKRGV�� � LPSXOVH� PHWKRG� DQG� VZHHS� IUHTXHQF\� PHWKRG�� � %RWK� PHWKRGV� DUHFXUUHQWO\�XVHG�ZLWKLQ�WKH�LQGXVWU\� ��



$SSHQGL[�����(OHFWULFDO�'LDJQRVWLF�7HVWLQJ3$57,$/�',6&+$5*(�'(7(&7,21��>�@3DUWLDO�'LVFKDUJH�RFFXUV� LQ� DQ� LQVXODWLRQ� V\VWHP�ZKHQ� D� ORFDO� EUHDNGRZQ�RI� WKH� LQVXODWLRQ�PHGLXP� FDXVHV� DUHGLVWULEXWLRQ� RI� FKDUJH� ZLWKLQ� WKH� V\VWHP�� � 3DUWLDO�'LVFKDUJH� JHQHUDWHV� ORZ�DPSOLWXGH� FXUUHQW� SXOVHV� WKDW� DUH� RIVKRUW�GXUDWLRQ�� �7ZR�GLIIHUHQW� WHFKQLTXHV�DUH� LQ�FRPPRQ�XVH� WR�GHWHFW� DQG�PHDVXUH� WKHVH� VLJQDOV� LQ� WUDQVIRUPHUV�2QH�WHFKQLTXH�FRQVLVWV�RI�PHDVXUHPHQWV�ZLWK�D�UDGLR�QRLVH�PHWHU��OHYHOV�DUH�PHDVXUHG�LQ�PLFURYROWV�DQG�DUH�UHIHUUHGWR� DV� 5,9� VLJQDOV�� � �6HH� ,QGXFHG�9ROWDJH� 7HVW�� � 7KH� RWKHU�PHWKRG� FRQVLVWV� RI� DFRXVWLFDO� PHDVXUHPHQWV� ZLWK� DQXOWUDVRQLF�WUDQVGXFHU�7KH�DFRXVWLF�PHWKRG�RI� GHWHFWLQJ�SDUWLDO� GLVFKDUJH�RIIHUV� JRRG� VHQVLWLYLW\� WR�PDQ\� W\SHV� RI� SDUWLDO� GLVFKDUJHVRXUFHV�� DQG� LQ� VRPH� VLWXDWLRQV�� SHUPLWV� WKH� VLWH� RI� WKH� VRXUFH� WR� EH� ORFDWHG�� � � 7KH� DFRXVWLF� WHFKQLTXH� KDV� WKHDGYDQWDJH�WKDW�LW�FDQ�EH�XVHG�RQ�HQHUJL]HG�HTXLSPHQW��DQG�LW�LV�QRW�VXVFHSWLEOH�WR�LQWHUIHUHQFH�IURP�RXWVLGH�VRXUFHV�ZKHQ�SURSHUO\�DSSOLHG�� $FRXVWLF�VLJQDOV�DUH�PHDVXUHG�XVLQJ�XOWUDVRQLF�WUDQVGXFHUV�WKDW�DUH�FRXSOHG�WR�WKH�RXWVLGHZDOO�RI�WKH�WUDQVIRUPHU�WDQN���,Q�DGGLWLRQ�WR�WKH�WUDQVGXFHUV�� WKH�RWKHU� WHVW�HTXLSPHQW�FRPSRQHQWV�DUH�DQ�DPSOLILHUDQG� D� GLVSOD\� GHYLFH�� � 6HOI�FRQWDLQHG�� SRUWDEOH� DFRXVWLF� GHWHFWRUV� DUH� DYDLODEOH� IRU� TXLFN� JR�QR�JR� ILHOG� WHVWSURJUDPV���+RZHYHU��ORFDWLQJ�WKH�SDUWLDO�GLVFKDUJH�VRXUFH�UHTXLUHV�VSHFLDOL]HG�PHDVXUHPHQWV�DQG�FXVWRP�GHVLJQHGVRIWZDUH�DQG�HTXLSPHQW�
'(*5((�2)�32/<0(5,=$7,21��'3��>�@7KH�GHJUHH�RI�SRO\PHUL]DWLRQ�WHVW� LV�XVHG�WR�DVVHVV�LQVXODWLRQ�DJLQJ�DQG�LV�SHUIRUPHG�RQ�SDSHU�VDPSOHV� WDNHQGLUHFWO\�IURP�WKH�WUDQVIRUPHU�VR�LW�LV�DQ�LQWUXVLYH�WHVW���7KH�'3�SURYLGHV�DQ�HVWLPDWH�RI�WKH�DYHUDJH�SRO\PHU�VL]H�RIWKH� FHOOXORVH� PROHFXOHV� LQ� PDWHULDOV� VXFK� DV� SDSHU� DQG� SUHVVERDUG�� � 7KH� '3� FRUUHODWHV� ZHOO� ZLWK� PHFKDQLFDOSURSHUWLHV�VXFK�DV�WHQVLOH�VWUHQJWK�EXW�KDV�WKH�DGYDQWDJH�WKDW�LW�FDQ�EH�SHUIRUPHG�RQ�XVHG�PDWHULDOV�WKDW�KDYH�WDNHQ�DVHW�GXULQJ�VHUYLFH�OLIH���*HQHUDOO\��SDSHU�LQ�QHZ�WUDQVIRUPHUV�KDV�D�'3�RI�DERXW��������$JHG�SDSHU�ZLWK�D�'3�RI���������KDV�OLWWOH�UHPDLQLQJ�PHFKDQLFDO�VWUHQJWK��WKHUHIRUH�PDNLQJ�WKH�ZLQGLQJV�PRUH�VXVFHSWLEOH�WR�PHFKDQLFDO�GDPDJHGXULQJ�SK\VLFDO�PRYHPHQW��ZKLFK�FDQ�FDXVH�WKH�SDSHU�WR�WHDU�RU�FUXPEOH�� �7KLV�PD\�RFFXU�ZKHQ� WUDQVIRUPHUV�DUHPRYHG�RU�GXULQJ�HYHQWV�VXFK�DV�WKURXJK�IDXOWV���6LQFH�SDSHU�LQVXODWLRQ�GRHV�QRW�DJH�XQLIRUPO\�GXH�WR�WKHUPDO��ZDWHU�R[\JHQ�DQG�E\SURGXFW�FRQFHQWUDWLRQ�JUDGLHQWV�� VDPSOHV� IURP�VHYHUDO�GLVWLQFW� ORFDWLRQV�SURYLGH� WKH�EHVW�GLDJQRVLV�7KH� '3� WHVW� SURYLGHV� WKH� PRVW� UHOLDEOH� LQGLFDWLRQ� RI� WKH� RYHUDOO� DJLQJ� RI� WKH� SDSHU� LQVXODWLRQ�� DV� LW� LV� D� GLUHFWPHDVXUHPHQW�
,1'8&('�92/7$*(�7(67��>�@7KH�$&�,QGXFHG�9ROWDJH� WHVW� LV�SHUIRUPHG�DW� WKH� IDFWRU\�DQG� LQ� WKH� ILHOG�� WR�YHULI\� WKH� WXUQ�WR�WXUQ�� OD\HU�WR�OD\HU�DQG�VHFWLRQ�WR�VHFWLRQ�LQVXODWLRQ�RI�WKH�ZLQGLQJV�RI�D�WUDQVIRUPHU���7KH�WUDQVIRUPHU�PXVW�EH�GH�HQHUJL]HG�DQGGLVFRQQHFWHG���7KH�XVH�RI�DQ�LQGXFHG�YROWDJH�WHVW�LQ�WKH�ILHOG��KRZHYHU��LV�YHU\�OLPLWHG�GXH�WR�WKH�VL]H�DQG�FRVW�RI�WKHWHVW�HTXLSPHQW�UHTXLUHG����)RU�ODUJH�SRZHU�WUDQVIRUPHUV��WKLV�HTXLSPHQW�PLJKW�LQFOXGH�D�ODUJH�HQJLQH�JHQHUDWRU�VHW��DVWHS�XS� WUDQVIRUPHU�� SRZHU� IDFWRU� FRUUHFWLRQ� UHDFWRUV�� DQG� D� WXQLQJ� WUDQVIRUPHU� WR� JHW� D� KLJKHU� IUHTXHQF\�� � �$IUHTXHQF\�UDQJH�RI�����WR����K]�LV�XVHG�WR�DYRLG�VDWXUDWLRQ�RI�WKH�FRUH�ZKHQ�DSSO\LQJ�D�YROWDJH�EH\RQG�WKH�QRUPDOUDWLQJ�RI�WKH�WUDQVIRUPHU����7KLV�HTXLSPHQW�LV�W\SLFDOO\�PRXQWHG�RQ�D�VSHFLDO��ODUJH�HLJKWHHQ�ZKHHO�WUDFWRU�WUDLOHU�%HFDXVH�WKH�WHVW�YROWDJH�FDQ�EH�EH\RQG�WKH�QRUPDO�YROWDJH�UDWLQJ��WKLV�FDQ�EH�D�GHVWUXFWLYH�WHVW�DQG�FDQ�FDXVHIXUWKHU�GDPDJH����,Q�UHDFKLQJ�WKH�EDVLF�GHFLVLRQV�UHODWLYH�WR�SHUIRUPDQFH�RI�D�SRWHQWLDO�GHVWUXFWLYH�WHVW��WKH�RZQHU�LVIDFHG�ZLWK� GLYHUJHQW� DQG� FRQIOLFWLQJ� DOWHUQDWLYHV�� � ,Q� WKH� ILQDO� DQDO\VLV�� WKLV� LV� D� ULVN� DVVHVVPHQW� GHFLVLRQ� IRU� WKHRZQHU���7KHLU�MXGJPHQW�ZLOO�GHSHQG�RQ�WKH�LPSRUWDQFH�RI�D�SDUWLFXODU�WUDQVIRUPHU�WR�WKHLU�V\VWHP�DQG�RWKHU�EXVLQHVVDQG� HFRQRPLF� IDFWRUV�� � 7KH� RZQHU� DQG� WKH� PDQXIDFWXUHU�UHSDLU� ILUP� VKRXOG� DJUHH� XSRQ� WKH� WHVW� YROWDJH� EHIRUHFRPPHQFLQJ�WKH�WHVW����,Q�WKH�IDFWRU\��WKLV�WHVW�OHYHO�LV�W\SLFDOO\������RI�UDWHG�YROWDJH��EXW��WKH�PD[LPXP�OHYHO�LQ�WKHILHOG�LV�XVXDOO\������RI�UDWHG�YROWDJH�7KH� WHVW� VHW� VXSSOLHV�DQ�$&�YROWDJH� WR� WKH� ORZ�YROWDJH�ZLQGLQJ��ZKLFK� LQGXFHV�D�YROWDJH� LQ� WKH� KLJK� YROWDJHZLQGLQJ���7KH�WHVW�YROWDJH�LV�W\SLFDOO\�DSSOLHG�IRU�D�GXUDWLRQ�RI�DERXW�RQH�KRXU���&XUUHQW�LV�PHDVXUHG�RQ�HDFK�SKDVHRI� WKH� ORZ� YROWDJH� ZLQGLQJ�� � 3DUWLDO� 'LVFKDUJH� DFWLYLW\� LV� PRQLWRUHG� XVLQJ� WKH� +9� EXVKLQJ� FDSDFLWDQFH� WDSV� RUSRWHQWLDO�WDSV�RI�WKH�XQLW�XQGHU�WHVW���7KH�VLJQDO�DYDLODEOH�IURP�WKH�FDSDFLWDQFH�WDS�LV�D�ORZ�YROWDJH�UHSUHVHQWDWLRQ�RIWKH�YROWDJH�H[LVWLQJ�RQ� WKH�EXVKLQJ� WRS�� �7KH� ORZ�YROWDJH�VLJQDO� LV� IHG� LQWR�D�VHQVLWLYH�PHWHULQJ�FLUFXLW� �FDOOHG�DQ5,9�PHWHU��GHVLJQHG�WR�PHDVXUH�SDUWLDO�GLVFKDUJH���5DGLR�,QIOXHQFH�9ROWDJH��5,9��LV�PHDVXUHG�LQ�PLFURYROWV� ��
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$�WUDQVIRUPHU�LV�FRQVLGHUHG�WR�KDYH�VXFFHVVIXOO\�FRPSOHWHG�WKH�WHVW�LI�WKH�FXUUHQW�IORZLQJ�GXULQJ�WKH�WHVW�GRHVQRW� H[FHHG� WKH� H[SHFWHG� H[FLWDWLRQ� FXUUHQW�� DQG� WKHUH� LV� QR� HYLGHQFH� RI� XQDFFHSWDEOH� 3DUWLDO� 'LVFKDUJH� �FRURQD�DFWLYLW\�� � � 1HZ� WUDQVIRUPHUV� XQGHU� IDFWRU\� WHVW� VKRXOG� KDYH� 5,9� OHVV� WKDQ� ���� PLFURYROWV�� � )RU� ILHOG� WHVWV�� 5,9PHDVXUHPHQWV�DUH�XVXDOO\�WDNHQ�RQ�HDFK�SKDVH�HYHU\���PLQXWHV��DQG�WKH�UHVXOWV�RI�WKH�WKUHH�SKDVHV�DUH�FRPSDUHG�WRRQH�DQRWKHU���$�SUREOHP�SKDVH�ZLOO�W\SLFDOO\�KDYH�PXFK�KLJKHU�5,9�PHDVXUHPHQWV�WKDQ�WKH�RWKHU�WZR�
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