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7KH .H\ WR 5LVN 0DQDJHPHQW=0DQDJHPHQW

$GULDQ (1 7VFKRHJOóó

7KH :KDUWRQ 6FKRRO RI WKH 8QLYHUVLW\ RI 3HQQV\OYDQLD/ 3KLODGHOSKLD/ 3$ 4<437/
86$1 (PDLO= WVFKRHJO#DOXP1PLW1HGX

$EVWUDFW= 7KH %DULQJV/ 'DLZD %DQN DQG 6XPLWRPR &RUS1 ILQDQFLDO GHEDFOHV LQ
WKH PLG04<<3V VXJJHVW WKDW PDQDJHPHQW IDLOXUHV UDWKHU WKDQ PLVIRUWXQH/ HUURUV/ RU
FRPSOH[LW\ DUH D PDMRU VRXUFH RI WKH ULVN RI ILQDQFLDO GHEDFOHV1 7KHVH HUURUV DUH
V\VWHPDWLF DQG DUH D FRQFRPPLWWDQW RI WKH VWUXFWXUH RI WUDGLQJ DQG RI KXPDQ
QDWXUH1 5LVN PDQDJHPHQW V\VWHPV PXVW WDNH WKHVH IDFWV LQWR DFFRXQW1

4 ,QWURGXFWLRQ

³:K\ LV LW WKDW VR PDQ\ RI WKH LPSRUWDQW WKLQJV DUH DOVR WKH PRVW ERULQJ"´
+$VKOHLJK %ULOOLDQW,

2QH GDUN/ ZHW QLJKW/ D SROLFHPDQ FDPH XSRQ D PDQ FUDZOLQJ RQ KDQGV DQG NQHHV
QHDU D VWUHHW ODPS1 7KH SROLFHPDQ DVNHG WKH PDQ ZKDW KH ZDV GRLQJ1 7KH PDQ/
FOHDUO\ LQHEULDWHG/ H[SODLQHG WKDW KH KDG ORVW KLV NH\V DQG ZDV DWWHPSWLQJ WR ILQG
WKHP1 7KH SROLFHPDQ/ ZLOOLQJ WR KHOS/ DVNHG ZKHUH WKH PDQ KDG ORVW WKH NH\V1 7KH
PDQ SRLQWHG VRPH ZD\ GRZQ WKH VWUHHW/ LQWR WKH VKDGRZV1 :KHQ WKH SROLFHPDQ
DVNHG/ ³:HOO WKHQ ZK\ DUH \RX ORRNLQJ IRU WKHP KHUH"´ WKH PDQ UHSOLHG/ ³%HFDXVH
WKH OLJKW LV EHWWHU KHUH1´

7KH DFDGHPLF ILQDQFH SURIHVVLRQ KDV WDNHQ D VLPLODU DSSURDFK WR WKH SUREOHP RI
ULVN PDQDJHPHQW1 ,Q JHQHUDO/ WKH DFDGHPLF OLWHUDWXUH KDV SDLG LWV DWWHQWLRQ WR
PDUNHW ULVN DQG FUHGLW ULVN1 7KH SURIHVVLRQ KDV LJQRUHG RSHUDWLRQDO ULVN/ D FDWFKDOO
WHUP WKDW LQFOXGHV LQWHU DOLD/ SUREOHPV ZLWK LQIRUPDWLRQ V\VWHPV/ RSHUDWLRQDO
SUREOHPV/ EUHDFKHV LQ LQWHUQDO FRQWURO/ IUDXG/ RU XQIRUHVHHQ FDWDVWURSKHV1 0DUNHW
DQG FUHGLW ULVN OHQG WKHPVHOYHV WR LQWHUHVWLQJ HFRQRPHWULF DQG WKHRUHWLFDO ZRUN1
2SHUDWLRQDO ULVN LV QRW WKHRUHWLFDOO\ LQWHUHVWLQJ> LW FRQVLVWV RI XQVWUXFWXUHG DQG
XQV\VWHPDWLF SUDFWLFDO SUREOHPV EHVW GHDOW ZLWK E\ PDQDJHUV WKHPVHOYHV1 +7KH
SUDFWLRQHU OLWHUDWXUH KDV GHDOW ZLWK RSHUDWLRQDO ULVN/ DW OHDVW RFFDVLRQDOO\1 2QH
W\SLFDO H[DPSOH LV +XQWLQJWRQ +4<<9,,1

ó , ZRXOG OLNH WR WKDQN .HQQHWK .RIRUG/ 0DUN /DWKDP/ 1LNRODM 6LJJHONRZ DQG 'DQLHOOH
:DUUHQ IRU KHOSIXO FRPPHQWV RQ DQ HDUOLHU GUDIW1 $OO IODZV UHPDLQ P\ UHVSRQVLELOLW\1



7KH ILQDQFH OLWHUDWXUH KDV DGGUHVVHG VRPH RUJDQL]DWLRQDO SUREOHPV XQGHU WKH
UXEULF RI WKH SULQFLSDO DJHQW SUREOHP1 .DSODQ DQG 6WU|PEHUJ +4<<<, KDYH D SDSHU
WKDW DQDO\]HV YHQWXUH FDSLWDO FRQWUDFWV LQ ZKLFK WKH\ KDYH D XVHIXO VKRUW VXUYH\ RI
WKH OLWHUDWXUH1 +RZHYHU/ QRQH RI WKH VL[ W\SHV RI SUREOHPV WKDW WKH\ GHVFULEH
FRYHUV WKH GHEDFOHV , H[DPLQH EHORZ1 8QOLNH WKH VLWXDWLRQ LQ WKH ³WUDGLWLRQDO´
WKHRULHV/ LQLWLDOO\ DW OHDVW LQ HDFK RI RXU VWRULHV/ WKH DFWHU¶V4 LQFHQWLYHV ZHUH DOLJQHG
ZLWK WKRVH RI WKHLU ILUPV1 /DWHU/ XQOLNH WKH VLWXDWLRQ LQ WKH ³VWHDOLQJ´ WKHRULHV/ FDVK
±IORZV ZHUH REVHUYDEOH DQG YHULILDEOH/ KDG WKH ILUPV FKRVHQ WR GR VR1

7KDW VDLG/ WKH DFDGHPLF PDQDJHPHQW OLWHUDWXUH WRR KDV QHJOHFWHG RSHUDWLRQDO
ULVN1 7KHUH DUH DOPRVW QR DUWLFOHV GHDOLQJ ZLWK PLVEHKDYLRU LQ RUJDQL]DWLRQV1 2QH
H[FHSWLRQ LV 9DUGL DQG :LHQHU +4<<9,1 ,Q WKHLU WHUPLQRORJ\/ WKH WKUHH FDVHV ,
H[DPLQH EHORZ DOO VWDUWHG DV SULPDULO\ 7\SH 2 RUJDQL]DWLRQDO PLVEHKDYLRU/ WKDW LV/
PLVEHKDYLRU ZKHUH WKH DFWHU LQWHQGV WR EHQHILW WKH RUJDQL]DWLRQ1 2I FRXUVH/ DOO DOVR
LQYROYHG 7\SH 6 PLVEHKDYLRU/ WKDW LV PLVEHKDYLRU ZKHUH WKH DFWHU LQWHQGV WR
EHQHILW KLPVHOI1 ,QLWLDOO\ WKH DFWHUV KRSHG WKDW WKHLU VXFFHVV RQ EHKDOI RI WKH ILUP
ZRXOG DGYDQFH WKHLU FDUHHUV1 /DWHU/ WKH DFWHUV DWWHPSWHG WR SURWHFW WKHLU MREV E\
WU\LQJ WR XQGR WKH GDPDJH WKH\ KDG GRQH1

:KDW 9DUGL DQG :LHQHU FDWFK WKDW WKH SULQFLSDO DJHQW OLWHUDWXUH GRHV QRW LV WKH
UROH RI LQWHQW1 7KH SULQFLSDO DJHQW OLWHUDWXUH DEVWUDFWV IURP WKH GLIIHUHQFH EHWZHHQ
LQWHQW DQG RXWFRPH DQG DVVXPHV WKDW DFWHUV LQWHQG DQG DFKLHYH WKHLU RZQ EHQHILW15
%\ FRQWUDVW/ WKH /DZ LV YHU\ FRQFHUQHG ZLWK ERWK LQWHQW DQG RXWFRPH1 $WWHPSWHG
PXUGHU LV D FULPH1 +RZHYHU NLOOLQJ D SHUVRQ PD\ EH KRPLFLGH/ PDQVODXJKWHU/ RU
HYHQ MXVWLILDEOH1 ,QWHQW LV FULWLFDO1

,Q QRQH RI WKH FDVHV EHORZ GLG WKH DFWHUV LQLWLDOO\ LQWHQG WR HQULFK WKHPVHOYHV DW
WKH H[SHQVH RI WKH ILUP1 $OWKRXJK DOO WKUHH VLWXDWLRQV LQYROYHG IUDXG/ QRQH ZDV DQ
H[DPSOH RI DQ DWWHPSW DW HPEH]]OHPHQW1 7KHUH LV QR VLJQ HYHQ WKDW WKH DFWHUV
HQJDJHG LQ WUXH JDPEOHV²WUDGHV ZLWK D QHJDWLYH H[SHFWHG YDOXH EXW ODUJH
YDULDQFH1 7KH DFWHUV DSSHDU WR KDYH HQWHUHG LQWR WUDGHV WKDW ZHUH DW WKH YHU\ OHDVW
IDLU EHWV EXW ZKLFK WKH DFWHUV WKRXJKW/ LQ WULXPSKV RI KRSH RYHU H[SHULHQFH/ ZHUH
EHWV ZLWK D SRVLWLYH H[SHFWHG YDOXH1

8QIRUWXQDWHO\/ WKH H[SHULHQFH RI WKH ODVW IHZ \HDUV VXJJHVWV WKDW LW KDV EHHQ
RSHUDWLRQDO ULVN WKDW KDV EHHQ UHVSRQVLEOH IRU PDQ\ RI WKH ODUJHVW GHEDFOHV DW
ILQDQFLDO LQVWLWXWLRQV1 $OWKRXJK , ZLOO QRW GHDO ZLWK WKH LVVXH/ HYHQ PDQ\ GUDPDWLF
FDVHV RI FUHGLW ORVVHV ZHUH LQ HVVHQFH FDVHV RI RSHUDWLRQDO ULVN1

4 , KDYH GHOLEHUDWHO\ FKRVHQ WKH WHUP ³DFWHU´ DV RQH ZKR SHUIRUPV DQ DFWLRQ/ LQ SUHIHUHQFH
WR ³DFWRU/´ RQH ZKR SOD\V D SDUW LQ D SOD\1 1RQH RI WKH LQGLYLGXDOV LQYROYHG ZDV SOD\LQJ D
SDUW/ RWKHU WKDQ SHUKDSV WKDW RI D VXFFHVVIXO WUDGHU/ DQG WKH HYHQWV ZHUH QR SOD\1
5 7KLV LV VLPLODU WR/ EXW QRW LGHQWLFDO ZLWK/ WKH FRQVSLUDFLVW OLWHUDWXUH1 $V 3LSHV +4<<:, SRLQWV
RXW/ FRQVSLUDFLVWV DVVXPH WKDW ZKDW RFFXUUHG ZDV LQWHQGHG DQG WKDW WKH EHQHILFLDU\ LQWHQGHG
WKH UHVXOW1



5 6RPH H[DPSOHV RI ILQDQFLDO GHEDFOHV

³)LUVW UXOH RI KROHV= ZKHQ \RX*UH LQ RQH/ VWRS GLJJLQJ1´ +$QRQ1,

,Q WKH GLVFXVVLRQ EHORZ/ , ZLOO VXPPDUL]H WKUHH PDMRU GHEDFOHV= WKH FDVHV RI
%DULQJV %URWKHUV +ORVV= 86'417EQ/ UHVXOWLQJ LQ EDQNUXSWF\,/ 'DLZD %DQN +ORVV=
86'414EQ,/ DQG 6XPLWRPR &RUSRUDWLRQ +ORVV= 86'519EQ,1 7KH WRWDO GLUHFW ORVVHV WR
WKH SDUHQW ILUPV LQ WKHVH WKUHH FDVHV DPRXQWHG WR 86'814EQ1 /RVVHV GXH WR OHJDO
FRQVHTXHQFHV SUREDEO\ LQFUHDVHG WKH WRWDO E\ DQRWKHU 58(1 +RZHYHU/ RI DOO WKH
ORVVHV/ ORVVHV LQ WKH IRUP RI IXQGV HPEH]]OHG E\ WKH DFWHUV SUREDEO\ DPRXQW WR
OHVV WKDQ 315(1 7KHVH GHEDFOHV ZHUH QRW WKH UHVXOW RI LQGLYLGXDOV DWWHPSWLQJ WR URE
WKHLU HPSOR\HUV1

514 %DULQJV %URWKHUV

+LVWRULFDO EDFNJURXQG +.XSULDQRY 4<<8,= 7KH ILYH VRQV RI D %UHPHQ PHUFKDQW
IRXQGHG WKH HSRQ\PRXV FRPSDQ\ LQ 4:95 DV D FRPPRGLWLHV WUDGLQJ KRXVH1 7KHLU
VHUYLFHV LQ KHOSLQJ WR ILQDQFH WKH 1DSROHRQLF ZDUV HDUQHG DOO ILYH NQLJKWKRRGV1
/DWHU/ WKH %DQN KDQGOHG )UHQFK UHSDUDWLRQV DIWHU :DWHUORR/ OHQW 7KRPDV -HIIHUVRQ
WKH PRQH\ WR EX\ /RXLVLDQD/ DFWHG DV ILQDQFLDO DJHQWV IRU WKH 86 DQG ,PSHULDO
5XVVLD/ DQG LVVXHG ERQGV IRU WKH &KLQHVH DQG -DSDQHVH JRYHUQPHQWV1 %DULQJV
FDPH FORVH WR EDQNUXSWF\ LQ 4;<3 ZKHQ LWV DFWLYLWLHV LQ $UJHQWLQH UDLOZD\ ERQGV
ZHQW DZU\1 7KH %DQN RI (QJODQG RUFKHVWUDWHG D UHVFXH EHFDXVH RI WKH %DQN¶V
LPSRUWDQFH WR WKH &LW\ RI /RQGRQ1 $W WKH WLPH RI WKH GHEDFOH , GLVFXV EHORZ/ WKH
565 \HDU0ROG %DULQJV %URWKHUV ZDV WKH ROGHVW %ULWLVK PHUFKDQW EDQN DQG D SLOODU RI
WKH HVWDEOLVKPHQW LQ WKH &LW\ RI /RQGRQ1

7KH HYROXWLRQ RI WKH GHEDFOH6= 1LFN /HHVRQ JUHZ XS LQ D ZRUNLQJ FODVV IDPLO\ LQ
/RQGRQ DQG OHIW VFKRRO DW HLJKWHHQ1 +LV ILUVW MRE ZDV DW &RXWWV ) &R1/ DQ H[FOXVLYH
EDQN/ ZKHUH KH VWDUWHG LQ 4<;8 DV D FOHUN1 +H WKHQ MRLQHG 0RUJDQ 6WDQOH\ ZKHUH
KH OHDUQHG WR GR WKH UHFRUGLQJ RI WKH WUDGHUV¶ SXUFKDVHV DQG VDOHV1 ,Q 4<;</ KH
MRLQHG %DULQJV/ VWLOO DV D VHWWOHPHQWV FOHUN1 ,Q 4<<5/ %DULQJV RIIHUHG KLP D SRVLWLRQ
LQ 6LQJDSRUH ZKHUH WKH ILUP ZDV VHWWLQJ XS D IXWXUHV WUDGLQJ RSHUDWLRQ1

:LWKLQ WKH \HDU/ /HHVRQ VDW IRU DQG SDVVHG WKH H[DP WR TXDOLI\ WR WUDGH RQ WKH
6LQJDSRUH ,QWHUQDWLRQDO 0RQHWDU\ ([FKDQJH +6,0(;,1 6KRUWO\ WKHUHDIWHU WKH ILUP
SURPRWHG KLP WR JHQHUDO PDQDJHU DQG KHDG WUDGHU/ EXW LQ D YHU\ OLPLWHG FDSDFLW\1
2ULJLQDOO\/ KLV MRE ZDV WR DUELWUDJH GLIIHUHQFHV EHWZHHQ IXWXUHV SULFHV DQG WKH FRVW

6 , KDYH EDVHG WKLV DFFRXQW RQ QXPHURXV SUHVV VRXUFHV LQFOXGLQJ +LQ QR SDUWLFXODU RUGHU,
$VLD0RQH\/ WKH 1HZ <RUN 7LPHV/ WKH 6XQGD\ 7HOHJUDSK/ WKH 'DLO\ 5HFRUG/ WKH
:DVKLQJWRQ 3RVW/ DQG WKH *XDUGLDQ/ DV ZHOO DV WKH DUWLFOHV LQ WKH VFKRODUO\ MRXUQDOV WKDW ,
FLWH LQ WKH WH[W1



RI WKH XQGHUO\LQJ EDVNHW +FDVK0IXWXUHV DUELWUDJH, E\ EX\LQJ RU VHOOLQJ IXWXUHV RQ
6,0(; DW WKH UHTXHVW RI WKH ILUP¶V WUDGHUV LQ /RQGRQ DQG 7RN\R17

7KH MRE JUHZ WR LQFOXGH DUELWUDJLQJ GLVFUHSDQFLHV LQ SULFHV EHWZHHQ WKH
6LQJDSRUH DQG 2VDND IXWXUHV FRQWUDFWV1 ,Q SULQFLSOH/ WKH EXVLQHVV ZDV ORZ ULVN DV
KH ZRXOG EH EX\LQJ WKH FKHDS FRQWUDFW DQG DOPRVW VLPXOWDQHRXVO\ VHOOLQJ WKH
H[SHQVLYH RQH1 %HFDXVH WKH ILUP YLHZHG WKH WUDQVDFWLRQV DV EHLQJ RI ORZ ULVN/ DQG
WR VDYH FRVWV/ LW SHUPLWWHG /HHVRQ ERWK WR WUDGH DQG WR UHFRUG KLV WUDGHV1 $OVR/
EHFDXVH WKH SULFH GLVFUHSDQFLHV KH ZDV DUELWUDJLQJ ZHUH VPDOO/ WR PDNH D SURILW KH
KDG WR WDNH ODUJH SRVLWLRQV1 7KLV DFWLYLW\ GHYHORSHG LQWR RXWULJKW VSHFXODWLRQ1 7KDW
LV/ /HHVRQ ZRXOG WDNH DQ RSHQ SRVLWLRQ ZKHUH D EX\ ZDV QRW PDWFKHG ZLWK D VHOO RU
YLFH0YHUVD1

$W VRPH SRLQW /HHVRQ FUHDWHG D QHZ FRPSXWHU UHFRUG/ ³$FFRXQW ;;;;;´ WR
FRQFHDO ORVLQJ WUDQVDFWLRQV1 +H VWDWHV LQ KLV ERRN/ 5RJXH 7UDGHU +/HHVRQ 4<<9,/
WKDW LQ -XO\ 4<<5/ RQH RI KLV VWDIIHUV ORVW 86'63/333 RQ D VLQJOH WUDGH> UDWKHU WKDQ
ILUH WKH ZRPDQ/ KH FUHDWHG WKH DFFRXQW WR KLGH WKH ORVV1 +RZHYHU/ WKLV LV D VHOI0
VHUYLQJ PHPRU\1 7KH HYLGHQFH VXJJHVWV WKDW KH KDG DOUHDG\ FUHDWHG DQG XVHG WKH
DFFRXQW1 /HHVRQ TXLFNO\ GHYHORSHG D SUDFWLFH RI RSHQO\ UHFRUGLQJ VXFFHVVIXO
WUDGHV/ DQG ERRNLQJ ORVLQJ WUDGHV WR $FFRXQW ;;;;;1 +H IXUWKHU LQVWUXFWHG KLV
FOHUNV QRW WR UHSRUW WKH DFFRXQW WR /RQGRQ DQG PDQLSXODWHG WKH DFFRXQWLQJ UHFRUGV
WR PLQLPL]H PDUJLQ FDOOV IURP 6,0(; DQG WR KLGH KLV DFWLYLWLHV1

$V D UHVXOW RI WKLV VHOHFWLYH UHSRUWLQJ/ /HHVRQ¶V DSSDUHQW SURILWV JUHZ IURP DERXW
86'5PQ LQ 4<<5 WR DERXW 86'47PQ LQ 4<<61 +LV ERQXV ZDV �69. LQ 4<<5/
�463. LQ 4<<6/ DQG ZDV WR KDYH EHHQ �783. LQ 4<<71 3HWHU %DULQJV/ WKH
&KDLUPDQ/ H[SHFWHG WR UHFHLYH �4PQ1 'HVSLWH EUDJJLQJ WR WKH FRQWUDU\/ WKHUH LV QR
HYLGHQFH WKDW /HHVRQ HPEH]]OHG DQ\ IXQGV1

%\ WKH HQG RI 4<<5/ /HHVRQ KDG DFFXPXODWHG D KLGGHQ ORVV RI �5PQ1 ,Q ODWH
4<<6 KLV ORVVHV LQFUHDVHG E\ �54PQ DQG LQ 4<<7 E\ �4;8PQ1 7KH FXPXODWLYH ORVV
DW WKH HQG RI 4<<7 ZDV �53;PQ1 ,Q 4<<7/ /HHVRQ KDG VWDUWHG WR WDNH XQDXWKRUL]HG
RSWLRQV SRVLWLRQV/ SDUWLFXODUO\ VWUDGGOHV +D VLPXOWDQHRXV VDOH RI D FDOO DQG D SXW, RQ
WKH 7RN\R LQGH[HV/ WKDW HDUQHG KLP SUHPLXP LQFRPH WKDW ZRXOG EH IUHH DQG FOHDU
LI WKH LQGH[ GLG QRW PRYH YHU\ PXFK EHIRUH WKH SRVLWLRQ H[SLUHG/ EXW WKDW FRXOG
UHVXOW LQ ODUJH ORVVHV LI WKH LQGH[ IHOO RU URVH VXEVWDQWLDOO\1

8QIRUWXQDWHO\/ RQ -DQXDU\ 4:/ 4<<8/ DQ HDUWKTXDNH VWUXFN LQ .REH/ WKH 7RN\R
VWRFNPDUNHW IHOO VKDUSO\/ DQG /HHVRQ¶V RSWLRQ SRVLWLRQ VXVWDLQHG ORVVHV RI DERXW
�9;PQ1 /HHVRQ EHJDQ EX\LQJ VWRFN LQGH[ IXWXUHV LQ DQ DWWHPSW WR VXSSRUW WKH
PDUNHW1 )RU D ZKLOH KH ZDV VHPL0VXFFHVVIXO DQG KLV FXPXODWLYH ORVV ZDV RQO\
�586PQ/ EXW WKHQ WKH PDUNHW VWDUWHG WR IDOO DJDLQ1 +H FRQWLQXHG WR EX\ PRUH VWRFN
LQGH[ IXWXUHV DQG VWDUWHG VHOOLQJ ERQG LQGH[ IXWXUHV DQG (XUR\HQ IXWXUHV1

7 6,0(; KDG ORZHU PDUJLQ UHTXLUHPHQWV WKDQ GLG WKH 2VDND 6HFXULWLHV ([FKDQJH WKRXJK
ERWK RIIHUHG IXWXUHV FRQWUDFWV RQ WKH 1LNNHL 558 VWRFN LQGH[ DQG 430\HDU -DSDQHVH
JRYHUQPHQW ERQGV1 /HHVRQ DQG %DULQJV ZHUH DOVR GHDOLQJ RQ WKH 7RN\R ,QWHUQDWLRQDO
)XWXUHV ([FKDQJH DQG WKH 7RN\R 6WRFN ([FKDQJH1



$V WKH VL]H RI KLV SRVLWLRQ JUHZ DQG KLV ORVVHV PRXQWHG/ /HHVRQ IDFHG PDVVLYH
PDUJLQ FDOOV1 +H DSSOLHG WR /RQGRQ IRU WKH IXQGV XVLQJ YDULRXV SUHWH[WV DQG
QRQVHQVLFDO MXVWLILFDWLRQV1 /RQGRQ VHQW KLP D WRWDO RI �:75PQ LQ VHYHUDO WUDQFKHV
DQG D VHQLRU PDQDJHU IOHZ RXW WR UHDVVXUH 6,0(; WKDW %DULQJV ZDV DZDUH RI
/HHVRQ¶V DFWLYLWLHV DQG ZRXOG VXSSRUW KLP1

$V %DULQJV VWDUWHG WR FKHFN WKH DFFRXQWV/ GLVFUHSDQFLHV DSSHDUHG1 2Q )HEUXDU\
56 /HHVRQ GLVDSSHDUHG ZLWK KLV ZLIH1 (YHQWXDOO\/ %DULQJV DFNQRZOHGJHG WKDW WRWDO
ORVVHV DPRXQWHG WR �<5:PQ +LQFOXGLQJ OLTXLGDWLRQ FRVWV,/ D VXP PRUH WKDQ GRXEOH
WKH ILUP¶V FDSLWDO RI �773PQ1 2Q )HEUXDU\ 59/ WKH %DQN RI (QJODQG SXW %DULQJV
LQWR DGPLQLVWUDWLRQ1 (YHQWXDOO\ ,1* %DQN +,QWHUQDWLRQDOH 1HGHUODQGHQ *URHS,
ERXJKW WKH EDQN IRU �4/ SOXV DQ LQIXVLRQ RI �993PQ WR UHFDSLWDOL]H WKH ILUP1

/HHVRQ ZDV DUUHVWHG LQ )UDQNIXUW DQG H[WUDGLWHG WR 6LQJDSRUH1 +H UHFHLYHG D MDLO
VHQWHQFH RI 9ò \HDUV1 :KLOH LQ SULVRQ KH GHYHORSHG FRORQ FDQFHU DQG KH ZDV
UHOHDVHG DIWHU VHUYLQJ 7ò \HDUV1

515 'DLZD %DQN

+LVWRULFDO EDFNJURXQG +7DPDNL 4<<8,= 1RPXUD 7RNXVKLFKL &R1 EHJDQ LQ 2VDND
LQ 4;:5 DQG E\ 4<37 ZDV ILUPO\ HVWDEOLVKHG LQ WKH PRGHUQ VHFXULWLHV EXVLQHVV1 ,Q
4<4;/ DIWHU D UH0RUJDQL]DWLRQ/ WKH 1RPXUD &R1 HVWDEOLVKHG WKH 2VDND 1RPXUD
%DQN/ ZKLFK LW VHSDUDWHG IURP WKH VHFXULWLHV EXVLQHVV LQ 4<581 /DWHU/ DV LQ
FRQQHFWLRQ ZLWK RWKHU SRVW0ZDU UHIRUPV/ WKH 86 2FFXSDWLRQ IRUFHG WKH 1RPXUD
%DQN WR FKDQJH LWV QDPH WR 'DLZD %DQN1 %HIRUH DQG GXULQJ WKH 6HFRQG :RUOG
:DU/ WKH 1RPXUD %DQN ZDV RQH RI WKH HLJKW JLDQW ]DLEDWVX EDQNV1

7KH HYROXWLRQ RI WKH GHEDFOH8= ,JXFKL 7RVKLKLGH9 ZDV D GHGLFDWHG HPSOR\HH DW
'DLZD %DQN¶V 1HZ <RUN EUDQFK1 +H KDG FRPH WR WKH 86 DIWHU IDLOLQJ WR TXDOLI\ WR
HQWHU D -DSDQHVH XQLYHUVLW\1 +H HDUQHG D %DWFKHORU¶V 'HJUHH LQ 3V\FKRORJ\ IURP
6RXWKZHVW 0LVVRXUL 6WDWH 8QLYHUVLW\ LQ 4<:8/ DQG WKHQ ZRUNHG EULHIO\ DV D FDU
VDOHVPDQ XQWLO KLV IDWKHU SXOOHG VWULQJV WR JHW KLP D MRE DW 'DLZD1 7KH EDQN RIIHUHG
KLP WKH MRE RI D FOHUN LQ WKH VHFXULWLHV GHSRVLW GHSDUWPHQW EHFDXVH WKHUH ZDV D
YDFDQF\ WKHUH DQG KH MRLQHG WKH EDQN LQ 4<:91

5HODWLYHO\ VRRQ/ 'DLZD SURPRWHG KLP WR ERQG WUDGHU RQ WKH EDVLV RI KLV
NQRZOHGJH RI VHFXULWLHV/ ZKLOH VWLOO SHUPLWWLQJ KLP WR UHWDLQ KLV GXWLHV DV FOHUN1
)LUVW KH ZRXOG WUDGH> WKHQ KH ZRXOG UHFRUG KLV WUDGHV1 8QXVXDOO\/ KH UHFRUGHG KLV
WUDGHV PDQXDOO\ RQ SDSHU/ QRW LQ D FRPSXWHU1 ,Q 4<:< KH EHFDPH DQ H[HFXWLYH YLFH
SUHVLGHQW DQG KHDG RI JRYHUQPHQW ERQG WUDGLQJ LQ 1HZ <RUN/ ZKHUH KH DQVZHUHG
RQO\ WR KLPVHOI1 ,JXFKL DSSHDUHG WR EH D WUXVWZRUWK\ HPSOR\HH ZKRVH FRPPLWPHQW
WR 'DLZD DQG KLV UHVSRQVLELOLWLHV OHG KLP QHYHU WR WDNH PRUH WKDQ D WZR0 RU WKUHH0

8 , KDYH EDVHG WKH DFFRXQW RQ QXPHURXV SUHVV VRXUFHV LQFOXGLQJ WKH 1HZ <RUN 7LPHV/
-DSDQ (FRQRPLF 1HZVZLUH/ 7KH (FRQRPLVW/ %XVLQHVV :HHN/ DQG WKH )LQDQFLDO 7LPHV1
9 $OO -DSDQHVH QDPHV DUH LQ WKH -DSDQHVH RUGHU/ VXUQDPH ILUVW1



GD\ YDFDWLRQ1 +H ZDV YDOXDEOH WR WKH %DQN DV KLV WUDGLQJ DFWLYLWLHV DFFRXQWHG IRU
DQ DSSDUHQW DYHUDJH RI 86'7 PLOOLRQ LQ SURILWV \HDU DIWHU \HDU1

%HFDXVH 'DLZD KDG KLUHG ,JXFKL LQ WKH 8161/ LW WUHDWHG KLP DV D ORQJ0WHUP ORFDO
KLUH1 +DG 'DLZD KLUHG KLP LQ -DSDQ DQG VHFRQGHG KLP WR 1HZ <RUN/ KH ZRXOG
KDYH EHHQ VXEMHFW WR WKH URWDWLRQ SROLF\ DSSOLFDEOH WR DOO -DSDQHVH PDQDJHULDO
HPSOR\HHV DQG ZRXOG KDYH UHWXUQHG WR -DSDQ ZLWKLQ WKUHH WR ILYH \HDUV1 +LV ORQJ
VWD\ LQ KLV SRVLWLRQ/ WRJHWKHU ZLWK WKH URWDWLRQ RI WKH RWKHU -DSDQHVH PDQDJHUV/
HQVXUHG WKDW KH KDG DQ H[SHUWLVH LQ WKH 86 JRYHUQPHQW ERQG PDUNHW WKDW QR RQH
HOVH LQ WKH EDQN FRXOG PDWFK1

8QIRUWXQDWHO\/ LQ 4<;7 KH PDGH DQ HUURU LQ IRUHFDVWLQJ WKH GLUHFWLRQ LQWHUHVW
UDWHV ZRXOG WDNH DQG PDGH D 86'830533/333 ORVV +DFFRXQWV GLIIHU,1 7KLV DPRXQW
ZDV RI QR VLJQLILFDQFH SHU VH WR 'DLZD/ ZKLFK KDG DVVHWV RI DURXQG 86'533EQ/
KRZHYHU WKH ORVV HPEDUUDVVHG ,JXFKL DQG KH DWWHPSWHG WR FRQFHDO LW1 7KH UHVXOW
ZDV WKDW ,JXFKL HQGHG XS VSHQGLQJ WKH EXON RI KLV FDUHHU DV D WUDGHU FRQFHDOLQJ WKH
RULJLQDO ORVV ZKLOH PDNLQJ HYHU PRUH ORVVHV XQWLO WKH DPRXQW UHDFKHG
DSSUR[LPDWHO\ 86'414EQ1

7R FRQFHDO KLV ORVVHV/ ,JXFKL ZRXOG VLPSO\ UDLG 'DLZD*V FXVWRPHU DFFRXQWV1 +H
ZRXOG VHOO WKH ERQGV LQ WKH DFFRXQWV/ DQG WKHQ IRUJH GRFXPHQWV WR PDNH LW DSSHDU
DV LI WKH FXVWRPHUV KDG DXWKRUL]HG WKH VDOH1 $V IDU DV FXVWRPHUV NQHZ/ WKH\ VWLOO
KDG ERQGV LQ FXVWRG\ DW 'DLZD> DV IDU DV 'DLZD NQHZ/ WKH FXVWRPHUV KDG VROG WKH
ERQGV DQG UHFHLYHG WKH SURFHHGV1

'DLZD¶V RZQ DXGLWV IDLOHG WR UHYHDO WKH SUREOHP1 %DQNHUV 7UXVW 1HZ <RUN ZDV
WKH FXVWRGLDQ RI WKH ERQGV EXW DOWKRXJK 'DLZD*V LQWHUQDO DXGLWRUV KDG FKHFNHG RXW
WKHLU RZQ 1HZ <RUN EUDQFK VHYHUDO WLPHV VLQFH 4<;7/ WKH\ QHYHU FURVVHG0FKHFNHG
'DLZD¶V UHFRUGV RI LWV ERQG KROGLQJV ZLWK %DQNHUV 7UXVW¶V UHFRUGV1 7KH H[WHUQDO
DXGLWRUV IRU WKH SDUHQW EDQN/ 6KRZD 2WD +SDUW RI (UQVW ) <RXQJ, DSSDUHQWO\ GLG
QRW H[DPLQH WKH 1< EUDQFK1 $Q LQVSHFWLRQ LQ 4<;</ E\ WKH 1< 6WDWH EDQNLQJ
DXWKRULWLHV/ DFFRPSDQLHG E\ D )HG H[DPLQHU/ GHWHFWHG QRWKLQJ1 7ZR FXUVRU\
LQVSHFWLRQV/ RQH LQ 4<<5 E\ H[DPLQHUV RI WKH 1< )HG DQG RQH LQ 4<<7 E\ YLVLWLQJ
DXGLWRUV IURP -DSDQ¶V 0LQLVWU\ RI )LQDQFH +02), GLG QRW GHWHFW WKH IUDXG1 7KH 86
H[DPLQHUV GLG RUGHU 'DLZD WR HQG ,JXFKL¶V GXDO FDSDFLW\ DV KHDG RI WUDGLQJ DQG DV
KHDG RI VHWWOHPHQW1 ,JXFKL DSSDUHQWO\ WKHQ FKRVH WR JLYH XS WKH EHWWHU0SDLG DQG
PRUH SUHVWLJLRXV SRVLWLRQ RI KHDG RI WUDGLQJ EXW WR UHWDLQ WKH SRVLWLRQ RI KHDG RI
VHWWOHPHQWV1 7KLV HQDEOHG KLP WR FRQWLQXH WR FRQFHDO KLV ORVVHV1

)LQDOO\/ XQDEOH WR WDNH WKH SUHVVXUH/ ,JXFKL FRQIHVVHG KLV HUURUV LQ D OHWWHU WR WKH
3UHVLGHQW RI 'DLZD %DQN RQ 57 -XO\ 4<<91 $ZDUH WKDW WKH\ KDG IDLOHG WR VXSHUYLVH
KLP SURSHUO\/ ,JXFKL¶V VXSHULRUV PDGH D IXUWKHU FULWLFDO HUURU RI MXGJPHQW= WKH\
GLWKHUHG1 $IWHU WZR ZHHNV 'DLZD LQIRUPDOO\ QRWLILHG 02)102) XOWLPDWHO\ KDG WR
H[SODLQ WR WKH )HG ZK\ LW KDG QRW LQVWUXFWHG 'DLZD WR QRWLI\ WKH )HG LPPHGLDWHO\1
,QVWHDG/ 02) NHSW TXLHW ZKLOH 'DLZD GHEDWHG LQWHUQDOO\ ZKDW WR GR1 )LQDOO\/ LQ
HDUO\ 6HSWHPEHU/ 'DLZD IRUPDOO\ QRWLILHG WKH 0LQLVWU\ DQG WKH )HG1 ,Q 1RYHPEHU
4<<8/ 'DLZD %DQN ZDV LQGLFWHG LQ WKH 86 RQ FKDUJHV RI FRQVSLULQJ WR KLGH WKH
WUDGLQJ ORVVHV1 7KH EDQN DJUHHG WR FORVH LWV 8161 RSHUDWLRQV +WKH )HGHUDO 5HVHUYH



UHYRNHG 'DLZD¶V 8161 EDQNLQJ OLFHQVH, DQG SD\ '673 PLOOLRQ/ WKH ODUJHVW FULPLQDO
ILQH HYHU1

(YHQWXDOO\ ,JXFKL KLPVHOI ZHQW WR MDLO IRU IRXU \HDUV DQG ZDV ILQHG 86'5PQ1 ,W
DOVR WXUQHG RXW WKDW KH KDG HPEH]]OHG '833/333 IRU KLV SHUVRQDO XVH/ DQ DPRXQW
HTXDO WR VRPH 31378( RI WKH WRWDO ORVV +QRW LQFOXGLQJ WKH ILQH,1

516 6XPLWRPR &RUSRUDWLRQ

+LVWRULFDO EDFNJURXQG +1RJXFKL 4<:<,= 6XPLWRPR 0DVDWRPR IRXQGHG WKH
6XPLWRPR PHUFKDQW KRXVH LQ .\RWR LQ WKH 49WK &HQWXU\1 7KH ILUP WRRN XS
VPHOWLQJ VLOYHU DQG FRSSHU DIWHU 6XPLWRPR 0DVDWRPR OHDUQHG WKH WHFKQLTXHV IURP
:HVWHUQ WUDGHUV LQ 48<41 %\ WKH WKLUG JHQHUDWLRQ/ WKH KRXVH KDG H[SDQGHG LQWR
EDQNLQJ DIWHU RSHQLQJ D PRQH\0FKDQJLQJ VWRUH LQ 2VDND1 6XPLWRPR URVH WR
SURPLQHQFH ZKHQ 6XPLWRPR 7RPR\RVKL GLVFRYHUHG WKH %HVKL FRSSHU PLQHV LQ
49<31 /DWHU/ 6XPLWRPRV DOVR PDQDJHG WKH 7RNXJDZD¶V 7DFKLNDZD FRSSHU PLQHV1

7KH HYROXWLRQ RI WKH GHEDFOH:= ,Q KLV KH\GD\/ +DPDQDND <DVXR KDG WKH
QLFNQDPH ³0U1 8(´/ UHIOHFWLYH RI WKH VKDUH RI WKH ZRUOG FRSSHU PDUNHW WKDW KH
VXSSRVHGO\ FRQWUROOHG RQ EHKDOI RI KLV HPSOR\HU/ 6XPLWRPR &RUSRUDWLRQ1 +H DOVR
KDG WKH QLFNQDPH ³7KH +DPPHU/´ D SOD\ RQ KLV QDPH DQG RQ KLV DELOLW\ WR
KDPPHU WKH PDUNHW1 6XPLWRPR &RUSRUDWLRQ ZDV SURXG RI KLV VWDWXUH LQ WKH
PDUNHWV DQG HYHQ IHDWXUHG KLV SKRWR RQ WKH FRYHU RI RQH RI LWV DQQXDO UHSRUWV1

+DPDQDND MRLQHG 6XPLWRPR &RUSRUDWLRQ LQ 4<:3 DQG LQ 4<:8 WKH FRPSDQ\
DVVLJQHG KLP WR WKH FRSSHU VHFWLRQ RI WKH QRQ0IHUURXV PHWDOV GLYLVLRQ1 ,Q WKH ODWH
4<:3V/ WKH FRPSDQ\ VHQW KLP WR /RQGRQ IRU D VKRUW SHULRG WR OHDUQ WKH /RQGRQ
0HWDO ([FKDQJH EXVLQHVV WKURXJK ZRUNLQJ DV D FOHUN LQ WLQ DQG QLFNHO1 7KHUHDIWHU
KH UHWXUQHG WR -DSDQ ZKHUH KH UHPDLQHG1 8QXVXDOO\ IRU D PDQDJHPHQW0WUDFN
HPSOR\HH/ KH VWD\HG LQ WKH FRSSHU VHFWLRQ IRU WKH UHPDLQGHU RI KLV FDUHHU/ UDWKHU
WKDQ URWDWLQJ WR RWKHU SDUWV RI WKH ILUP1 %\ 4<;6 KH ZDV VHOOLQJ 43/333 WRQV RI
FRSSHU SHU \HDU1

,Q 4<;7 KH MRLQHG ZLWK 6KLPL]X 6DEXUR/ WKH WKHQ KHDG RI WKH FRSSHU WUDGLQJ
WHDP/ LQ PDNLQJ XQDXWKRUL]HG VSHFXODWLYH IXWXUHV WUDQVDFWLRQV WR WU\ WR VXVWDLQ WKH
VHFWLRQ¶V SURILWDELOLW\1 8QIRUWXQDWHO\ WKH\ ZHUH QRW VXFFHVVIXO DQG WR FRQFHDO WKHLU
ORVVHV DQG SURWHFW WKHLU MREV/ WKH\ HQWHUHG LQWR RII0WKH0ERRNV GHDOV1

,Q 4<;:/ 6KLPL]X TXLW DQG +DPDQDND WRRN RYHU WKH VHFWLRQ1 7KH ORVVHV DW WKDW
SRLQW KDG FOLPEHG WR DERXW 86'8;PQ1 /RVVHV FRQWLQXHG WR VZHOO DV +DPDQDND
EHJDQ FDUU\LQJ KXJH SRVLWLRQV RQ WKH /RQGRQ 0HWDO ([FKDQJH +/0(,/ GHVSLWH
GUDZLQJ D ZDUQLQJ IURP WKH ([FKDQJH RYHU WKH YROXPH RI KLV WUDGLQJ1 +H QH[W
VWDUWHG GHDOLQJ ZLWK 0HUULOO /\QFK1 0HUULOO /\QFK DGYDQFHG KLP 86'483PQ/

: , KDYH EDVHG WKH DFFRXQW RQ QXPHURXV SUHVV VRXUFHV LQFOXGLQJ 5HXWHUV/ $JHQFH )UDQFH
3UHVVH/ %XVLQHVV :LUH/ WKH /$ 7LPHV/ -DSDQ (FRQRPLF 1HZVZLUH/ $3/ 3XUFKDVLQJ
0DJD]LQH/ DQG 7KH 'DLO\ 7HOHJUDSK1



ZKLFK HQDEOHG +DPDQDND WR PDNH D SD\PHQW HOVHZKHUH RI 86'433PQ DQG ZKLFK
OHG KLP WR WUDGH PRUH YLD 0HUULOO1

,Q 4<<3/ +DPDQDND EHJDQ ERUURZLQJ PRQH\ DJDLQVW 6XPLWRPR¶V FRSSHU VWRFNV
WR IXQG KLV WUDGLQJ SRVLWLRQV1 +H DOVR EHJDQ FDUU\LQJ RXW ILFWLWLRXV RSWLRQV WUDGHV WR
FUHDWH DQ LPSUHVVLRQ RI WUDGLQJ VXFFHVV LQ PDQDJHPHQW¶V H\HV DQG WKXV WR JDUQHU
IXUWKHU LQGHSHQGHQFH IURP RYHUVLJKW1

,Q 4<<4/ +DPDQDND DVNHG D 86 PHWDOV EURNHU LQ /RQGRQ WR LVVXH D EDFNGDWHG
LQYRLFH IRU ILFWLWLRXV WUDGHV/ UHSRUWHGO\ ZRUWK DERXW 86'683PQ1 7KH EURNHU
QRWLILHG WKH /0(/ ZKLFK QRWLILHG 6XPLWRPR1 6XPLWRPR UHSOLHG WKDW +DPDQDND
KDG PHUHO\ QHHGHG WKH LQYRLFH IRU WD[ UHDVRQV1

,Q 4<<6/ +DPDQDND VWDUWHG GHDOLQJ WKURXJK &UHGLW /\RQQDLV 5RXVH DV KLV ORVVHV
FRQWLQXHG WR PRXQW IROORZLQJ D SOXQJH LQ FRSSHU SULFHV1 +H ERUURZHG 86'433PQ
IURP ,1* %DQN RQ WKH VWUHQJWK RI IRUJHG VLJQDWXUHV RI VHQLRU PDQDJHUV1
6XPLWRPR EHJDQ DQ LQWHUQDO LQYHVWLJDWLRQ WKDW DSSHDUV QRW WR KDYH OHDG WR DQ\
LPPHGLDWH DFWLRQ1 7R UDLVH IXQGV/ +DPDQDND HQJDJHG LQ DQ XQDXWKRUL]HG VDOH RI
SXW RSWLRQV WR 0RUJDQ *XDUDQW\ 7UXVW/ EXW ORVW 86'6<6PQ RQ WKH RSWLRQV1

,Q 4<<7/ +DPDQDND HQJDJHG LQ D IXUWKHU XQDXWKRUL]HG VDOH RI SXWV DQG FDOOV YLD
0RUJDQ WR UDLVH 86'483PQ1 7KLV GHDO ORVW KLP 86'586PQ1 7R FRYHU WKH ORVV/
+DPDQDND KDG 6XPLWRPR +RQJ .RQJ ERUURZ 86'683PQ IURP VHYHQ EDQNV
+LQFOXGLQJ 6XPLWRPR %DQN,1 /DWHU KH DUUDQJHG IRU 6XPLWRPR +RQJ .RQJ WR
ERUURZ DJDLQ/ WKLV WLPH DERXW 86'753PQ/ WR SD\ 0RUJDQ1

,Q 4<<8/ WKH 86 &RPPRGLWLHV )XWXUHV 7UDGLQJ &RPPLVVLRQ +&)7&, DQG WKH
6HFXULWLHV ,QYHVWPHQW %RDUG +6,%, LQ %ULWDLQ ODXQFKHG LQYHVWLJDWLRQV LQWR XQXVXDO
IOXFWXDWLRQV LQ FRSSHU SULFHV1 6XPLWRPR UHSRUWV WKDW LW FRRSHUDWHG DQG VXEPLWWHG
DOO PDWHULDOV WKDW WKH LQYHVWLJDWRUV UHTXHVWHG1

,Q 0DUFK 4<<9/ 6XPLWRPR GLVFRYHUHG WKDW D VWDWHPHQW IURP D IRUHLJQ EDQN GLG
QRW PDWFK WKH UHFRUGV LQ LWV 7UHDVXU\ 'HSDUWPHQW1 7KH EDQN KDG FUHGLWHG
6XPLWRPR ZLWK IXQGV IURP DQ XQNQRZQ WUDQVDFWLRQ1 ,Q HDUO\ 0D\/ 6XPLWRPR
UHOLHYHG +DPDQDND RI KLV WUDGLQJ GXWLHV> LQ HDUO\ -XQH +DPDQDND FRQIHVVHG
HYHU\WKLQJ1 ,Q 1RYHPEHU 6XPLWRPR DQQRXQFHG WKDW LW KDG ORVW 86'5EQ LQ
XQDXWKRUL]HG WUDGLQJ LQ WKH VL[ PRQWKV WR HQG06HSWHPEHU1 7RWDO ORVVHV DSSDUHQWO\
ZHUH RQ WKH RUGHU RI 86'519EQ1

,Q 1RYHPEHU 4<<9/ +DPDQDND ZDV FKDUJHG LQ 7RN\R ZLWK IRUJHU\ DQG IUDXG1 ,Q
0DUFK 4<<:/ KH ZDV IRXQG JXLOW\ RI IRXU FRXQWV RI KDYLQJ IRUJHG WKH VLJQDWXUHV RI
KLV ERVVHV WR NHHS VHFUHW KLV RII0WKH0ERRNV WUDGLQJ DQG RI KDYLQJ VZLQGOHG
6XPLWRPR +RQJ .RQJ RI 86'::3PQ/ DQG UHFHLYHG D MDLO VHQWHQFH RI ; \HDUV1 ,Q D
VHSDUDWH DFWLRQ/ 6XPLWRPR ILOHG D FLYLO VXLW DFFXVLQJ +DPDQDND DQG KLV HUVWZKLOH
ERVV/ 6KLPL]X 6DEXUR/ RI KDYLQJ HPEH]]OHG DERXW 86':PQ1 7KLV ZRXOG DPRXQW WR
DERXW 315:( RI WKH WRWDO ORVVHV1

,Q 4<<;/ 6XPLWRPR &RUSRUDWLRQ SDLG D ILQH RI 86'483PQ LQ WKH 86 DQG
86';PQ LQ WKH 8. WR VHWWOH FKDUJHV E\ WKH &)7& DQG 6,% WKDW LW KDG PDQLSXODWHG
FRSSHU SULFHV1 ,Q FRQQHFWLRQ ZLWK FKDUJHV WKDW LW KDG DLGHG 6XPLWRPR LQ LWV LOOHJDO



DFWLYLWLHV/ 0HUULOO /\QFK DJUHHG WR SD\ D ILQH RI 86'48PQ LQ WKH 86 DQG
86'43PQ LQ WKH 8.1 1HLWKHU ILUP DGPLWWHG RU GHQLHG DQ\ ZURQJGRLQJ1

,Q -XQH 4<<</ 6XPLWRPR &RUSRUDWLRQ ILOHG VXLW DJDLQVW &KDVH 0DQKDWWDQ %DQN
+LQ WKH 86, DQG 8%6 $1*1 +LQ 7RN\R,/ IRU DERXW 86':93PQ1 7KH VXLW FKDUJHV WKDW
WKH EDQNV SURYLGHG +DPDQDND ORDQV GLVJXLVHG DV ³FRSSHU VZDS WUDQVDFWLRQV´ WR
HQDEOH KLP WR FRQWLQXH KLV LOOLFLW WUDGLQJ DFWLYLWLHV1

,Q -XO\ 4<<</ 6XPLWRPR &RUSRUDWLRQ ILOHG VXLW DJDLQVW &UHGLW /\RQQDLV 5RXVH
+LQ /RQGRQ, IRU DERXW 86'633PQ1 7KH VXLW DOOHJHV WKDW &UHGLW /\RQQDLV
GLVKRQHVWO\ DVVLVWHG +DPDQDND DQG2RU SURFXUHG D EUHDFK RI KLV HPSOR\PHQW
FRQWUDFW1

,Q $XJXVW 4<<</ 6XPLWRPR &RUSRUDWLRQ ILOHG VXLW DJDLQVW 0RUJDQ *XDUDQW\
7UXVW +LQ 1HZ <RUN, IRU DERXW 86':68PQ LQ FRPSHQVDWRU\ GDPDJHV/ DV ZHOO DV
SXQLWLYH GDPDJHV/ DQG WUHEOH WKH DPRXQW RI FRPSHQVDWRU\ GDPDJHV XQGHU WKH
IHGHUDO FLYLO 5,&2 VWDWXWH1 7KH VXLW FKDUJHV WKDW 0RUJDQ NQHZ RU VKRXOG KDYH
NQRZQ WKDW +DPDQDND ODFNHG WKH DXWKRULW\ WR HQJDJH LQ WKH WUDQVDFWLRQV WKDW LW
DUUDQJHG ZLWK KLP1 7KH VXLW DOOHJHV WKDW 0RUJDQ HQJDJHG LQ D XVXULRXV ORDQ RI
86'868PQ/ GLVJXLVHG DV D FRPSOH[ FRSSHU GHULYDWLYHV WUDQVDFWLRQ/ WR VXSSRUW KLV
LOOLFLW WUDGLQJ1 :KHQ WKH GHULYDWLYHV PDWXUHG/ +DPDQDND ZDV IRUFHG WR SD\
86'415EQ/ IRU DQ HIIHFWLYH LQWHUHVW UDWH RI 483(1 7KH VXLW IXUWKHU DOOHJHV WKDW
0RUJDQ WRRN LWV SOHGJH RI FRQILGHQWLDOLW\ WR +DPDQDND WR D ULGLFXORXV DQG
XQODZIXO H[WUHPH/ E\ DFWLYHO\ DVVLVWLQJ KLP LQ NHHSLQJ KLV WUDQVDFWLRQV KLGGHQ QRW
RQO\ IURP WKH RXWVLGH ZRUOG/ EXW DOVR IURP KLV VXSHULRUV DW 6XPLWRPR1 .HLWK
0XUSK\/ WKH 0RUJDQ 0DQDJLQJ 'LUHFWRU DVVRFLDWHG ZLWK WKH +DPDQDND
WUDQVDFWLRQV DQG QDPHG LQ WKH VXLW/ UHVLJQHG LQ WKH ZDNH RI WKH VFDQGDO1 0RUJDQ
KDV VWDWHG WKDW LW ZLOO FRQWHVW WKH VXLW/ ZKLFK LW GHVFULEHG DV EHLQJ ZLWKRXW PHULW1

6 &RQFHSWXDOL]LQJ GHEDFOHV DQG WKHLU SUHYHQWLRQ

³2QFH LV KDSSHQVWDQFH1 7ZLFH LV FRLQFLGHQFH1 7KUHH WLPHV LV HQHP\ DFWLRQ1´
+:LQVWRQ &KXUFKLOO,

7KH SRLQW RI WKH DERYH TXRWH IURP :LQVWRQ &KXUFKLOO LV WKDW DW VRPH SRLQW ZH
PXVW DFNQRZOHGJH WKDW ILQDQFLDO GHEDFOHV DUH QRW UDQGRP HYHQWV EXW UDWKHU PD\ EH
WKH RXWFRPH RI V\VWHPDWLF LQIOXHQFHV1 +RZHYHU/ WKH V\VWHPDWLF LQIOXHQFHV DUH
PDQDJHULDO/ QRW ILQDQFLDO1

)LUVW/ QRQH RI WKH GHEDFOHV , KDYH GLVFXVVHG DERYH ZDV WKH UHVXOW RI ILQDQFLDO ULVN
LQ WKH VHQVH WKDW ZKDW RFFXUUHG ZDV VLPSO\ D ³4330\HDU IORRG/´ L1H1/ D UDUH GUDZ
IURP WKH H[WUHPH WDLO RI D NQRZQ GLVWULEXWLRQ RI SRVVLEOH RXWFRPHV1 )XUWKHUPRUH/
*UDPPDWLNRV HW DO1/ +4<;9, IRXQG WKDW IRU D ³UHSUHVHQWDWLYH >8161@ EDQN/´ WKH ULVN
RI UXLQ IURP IRUHLJQ FXUUHQF\ DFWLYLWLHV ZDV DSSUR[LPDWHO\ ]HUR ZKHQ WKH\ MXGJHG
LW LQ FRPSDULVRQ ZLWK WKH FDSLWDO DYDLODEOH WR FXVKLRQ VXFK ULVNV1



6HFRQG/ DV 7LFNHOO +4<<9, SRLQWV RXW ZLWK UHVSHFW WR %DULQJV/ WKH SUREOHP ZDV
QRW D PHORGUDPDWLF FDVH RI KXEULV DQG RI DQ XSVWDUW IO\LQJ WRR KLJK1 7KHLU ILUPV
SHUPLWWHG /HHVRQ/ ,JXFKL DQG +DPDQDND WR FRQWLQXH WR WUDGH QRW EHFDXVH WKH\
DFWXDOO\ KDG GHPRQVWUDWHG WUDGLQJ DELOLW\ EXW EHFDXVH WKH\ KDG FUHDWHG DQ
LPSUHVVLRQ RI DELOLW\ E\ KLGLQJ WKHLU LQFRPSHWHQFH1 /DVWO\/ .XSULDQRY +4<<8,
PDNHV FOHDU/ DOVR ZLWK UHVSHFW WR %DULQJV/ WKDW WKH SUREOHP ZDV QRW D FRPSOH[
GHULYDWLYHV VWUDWHJ\ VRPH RI ZKRVH UDPLILFDWLRQV QR RQH XQGHUVWRRG1 %RWK LQ WKH
FDVH RI %DULQJV DQG WKH RWKHU WZR ILUPV DERYH/ GHULYDWLYHV ZHUH RQO\ WKH
LQVWUXPHQWV WKDW WKH WUDGHUV XVHG WR LPSOHPHQW UDWKHU VLPSOH EHWV1 ,Q HDFK FDVH WKH
HVVHQFH RI WKH SUREOHP ZDV XQDXWKRUL]HG WUDGLQJ WKDW WKH FXOSULW XQGHUWRRN WR
HQKDQFH KLV ILUP¶V SURILWDELOLW\/ DQG WKHUHIRUH KLV RZQ FDUHHU DQG SD\1

6HFRQG/ WKH SUREOHP ZDV SUREDEO\ QRW GXH WR D IDLOXUH RI HDUO\ ZDUQLQJ V\VWHPV1
, ZRXOG DUJXH WKDW LW LV QRW XQDPELJXRXVO\ FOHDU WKDW WKH GDPDJH FRXOG KDYH EHHQ
OLPLWHG1 ,Q DOO WKUHH FDVHV WKHUH ZHUH KLQWV DW VRPH HDUOLHU VWDJH RI SRVVLEOH
SUREOHPV/ KLQWV WKDW WKH ILUPV RU RXWVLGH UHJXODWRUV GLG QRW SXUVXH1 +RZHYHU/ RQH
FDQQRW PDNH WRR PXFK RI WKLV1 7KH IRON VD\LQJ ³+LQGVLJKW LV 53053´ LV DSURSRV1
+HXHU +4<:;, KDV DQ DFFHVVLEOH DUWLFOH RQ KLQGVLJKW DQDO\VLV DQG FLWHV UHVHDUFK
VKRZLQJ WKDW H[ SRVW DVVHVVPHQWV RI H[ DQWH SUREDELOLWLHV H[KLELW D VWURQJ XSZDUG
ELDV1 7KDW LV/ DQ HYHQW WKDW KDV KDSSHQHG DSSHDUV PXFK PRUH REYLRXVO\ OLNHO\ WKDQ
LW GLG DW WKH WLPH1 ,Q SUDFWLFH/ XVXDOO\ VLJQDOV WXUQ RXW WR EH IDOVH SRVLWLYHV1
/DXQFKLQJ IXOO0VFDOH LQYHVWLJDWLRQV HDFK WLPH VRPHRQH GHWHFWV D KLQW RI DQ
DQRPDO\ ZRXOG FULSSOH D ILUP1

7KLUG/ WKH SUREOHP ZDV SUHYHQWDEOH1 +RJDQ +4<<:, LV DEVROXWHO\ FRUUHFW LQ
LGHQWLI\LQJ D IDLOXUH RI JRYHUQDQFH ERWK ZLWKLQ WKH ILUP DQG RQ WKH SDUW RI WKH
UHJXODWRUV DV WKH VRXUFH RI WKH GHEDFOH DW %DULQJV1 , ZRXOG PDLQWDLQ WKH VDPH LV
WUXH LQ WKH FDVHV RI 'DLZD %DQN DQG 6XPLWRPR &RUSRUDWLRQ1 ,Q DOO WKUHH FDVHV WKH
GHEDFOH ZDV WKH UHVXOW RI XQDXWKRUL]HG WUDGLQJ1 +RZHYHU/ DV +XQWLQJWRQ +4<<9,
SRLQWV RXW/ IRU WKLV WR RFFXU/ WZR WKLQJV PXVW FRPH WRJHWKHU1 )LUVW/ FLUFXPVWDQFHV
ZLWKLQ WKH ILUP PXVW H[LVW RU KDYH EHHQ FUHDWHG WKDW SHUPLW WKH IUDXG1 6HFRQG/
SHRSOH ZLWKLQ WKH ILUP PXVW DOORZ WKH IUDXG WR KDSSHQ1 :H ZLOO UHWXUQ WR WKHVH
SRLQWV LQ D PRPHQW1

+XQWLQJWRQ DUJXHV WKDW WKUHH PDQDJHULDO WUHQGV KDYH LQFUHDVHG WKH VFRSH IRU
IUDXG LQ ILUPV= PDWUL[ PDQDJHPHQW/ GHFHQWUDOL]DWLRQ DQG WKH HQFRXUDJHPHQW RI
PDQDJHULDO HQWUHSUHQHXULDOLVP1 2I WKHVH/ GHFHQWUDOL]DWLRQ DQG WKH HQFRXUDJHPHQW
RI HQWUHSUHQHXULDOLVP DUH WKH PRVW UHOHYDQW WR RXU WKUHH FDVHV1 7RJHWKHU WKHVH KDYH
WKH HIIHFW RI JLYLQJ PDQDJHUV WKH DXWKRULW\ DQG WKH LQFHQWLYH WR VHHN RXW SURILW
RSSRUWXQLWLHV1

,Q WKH FDVHV RI %DULQJV/ 'DLZD %DQN/ DQG 6XPLWRPR &RUS/ WKH WUDGLQJ IXQFWLRQ
ZDV WDLORU0PDGH IRU SUREOHPV1 %HFDXVH LQ DOO WKUHH FRPSDQLHV/ WUDGLQJ ZDV
UHODWLYHO\ UHPRWH IURP WKH ILUPV¶ PDLQ DFWLYLWLHV/ WKH ILUPV GHFHQWUDOL]HG DXWKRULW\
WR WUDGH WR VSHFLDOLVW PDQDJHUV1 )XUWKHUPRUH/ WKH DFFRXQWV RI 7LFNHOO DQG +RJDQ
PDNH FOHDU WKDW %DULQJV LQ SDUWLFXODU ZDV WU\LQJ WR EHFRPH PRUH DJJUHVVLYH DQG
PRUH GDULQJ1 ,Q WKH RWKHU WZR/ WKH GDULQJ ZDV WROHUDWHG LI QRW DFWLYHO\ SURPRWHG1 ,W
LV QRW DQ DFFLGHQW WKDW LQ DOO WKUHH FDVHV WKH SUREOHP ZDV ZLWK WKH PDQDJHU RI WKH



RSHUDWLRQ/ QRW KLV VXERUGLQDWH1 7KH GLVFUHWLRQDU\ DXWKRULW\ ZDV DW WKDW OHYHO/ QRW D
ORZHU OHYHO1 ,I , PD\ SDUDSKUDVH D VD\LQJ RI WKH ODWH &KDLUPDQ 0DR 7VH 7XQJ/ LQ
FRPSDQLHV/ ³3ROLWLFDO SRZHU JURZV IURP WKH EDUUHO RI SURILWV1´

7UDGLQJ LV DQ DUHD ZKHUH FODVVLF KLHUDUFKLFDO RU EXUHDXFUDWLF PDQDJHPHQW LV
SDUWLFXODUO\ LQDSSURSULDWH1 :KHQ =DKHHU +4<<5, VWXGLHG IRUHLJQ H[FKDQJH GHDOLQJ
URRPV LQ 1HZ <RUN DQG 7RN\R/ VKH IRXQG WKDW GLIIHUHQFHV EHWZHHQ -DSDQHVH DQG
:HVWHUQ ILUPV LQ WKHLU LQWHUQDO RUJDQL]DWLRQ DIIHFWHG ULVN0WDNLQJ EHKDYLRU DQG
SURILW1 $OO WKH -DSDQHVH WUDGLQJ URRPV IROORZHG D EXUHDXFUDWLF0FODQ FRQWURO
VWUXFWXUH ZKLOH :HVWHUQ ILUPV IROORZHG D PDUNHW FRQWURO VWUXFWXUH1 7KH
EXUHDXFUDWLF0FODQ ILUPV WHQGHG WR KLUH DW HQWU\ OHYHO/ KDG ORZ ERQXVHV UHODWLYH WR
EDVH VDODU\ DQG XVHG SRVLWLRQV OLPLWV H[WHQVLYHO\ WR FRQWURO WUDGLQJ SRVLWLRQV1 7KH
PDUNHW FRQWURO ILUPV KLUHG H[SHULHQFHG WUDGHUV/ KDG ODUJH ERQXVHV UHODWLYH WR VDODU\
DQG XVHG IHZ RU QR SRVLWLRQ OLPLWV1

7KH PDUNHW FRQWURO WUDGLQJ URRPV SURGXFHG KLJKHU SURILWV SHU WUDGHU DOWKRXJK
WKH SRVLWLRQV ZHUH QR ODUJHU RQ DYHUDJH WKDQ LQ EXUHDXFUDWLF FODQ WUDGLQJ URRPV1
=DKHHU UHSRUWV WKDW SURIHVVLRQDOLVP/ PHDVXUHG E\ D WUDGHU*V FRPPLWPHQW WR D
FDUHHU LQ WUDGLQJ UDWKHU WKDQ D FDUHHU LQ EDQNLQJ/ ZDV XQUHODWHG WR ULVN0WDNLQJ EXW
SRVLWLYHO\ UHODWHG WR SURILW SHUIRUPDQFH1 7KH EXUHDXFUDWLF FODQ V\VWHP LV FRQVLVWHQW
ZLWK D JHQHUDOLVW SHUVRQQHO V\VWHP> WKH PDUNHW FRQWURO V\VWHP LV FRQVLVWHQW ZLWK D
VSHFLDOLVW SHUVRQQHO V\VWHP1 2I WKH WZR DSSURDFKHV RU DGPLQLVWUDWLYH WHFKQRORJLHV/
WKH PDUNHW FRQWURO V\VWHP DSSHDUV WR SURGXFH EHWWHU SHUIRUPDQFH/ EXW GHSHQGV
FULWLFDOO\ RQ WKH HQIRUFHPHQW RI VDIHW\ UXOHV IRU FRQWURO1

8QIRUWXQDWHO\/ DV '|UQHU +4<<:,/ LQ KLV ERRN RQ V\VWHP IDLOXUH SRLQWV RXW/
EUHDNLQJ VDIHW\ UXOHV IUHTXHQWO\ SD\V RII1 6DIHW\ UXOHV FRQVWUDLQ EHKDYLRU LQ ZD\V
DQG WR OHYHOV WKDW DUH JHQHUDOO\ ZHOO EHORZ FULVLV VWDJH1 %\ LJQRULQJ WKH UXOHV/ WKH
DFWHU JDLQV DQ LQFUHDVHG IUHHGRP RI DFWLRQ WKDW JHQHUDOO\ \LHOGV DQ LPSURYHG
LPPHGLDWH UHVXOW/ ZLWK QR LPPHGLDWH DGYHUVH FRQVHTXHQFHV1 3HUPLWWLQJ WKH VDPH
LQGLYLGXDO ERWK WR WUDGH DQG WR UHFRUG WKH WUDGHV SHUPLWWHG WZR UHODWLYHO\ VPDOO
RSHUDWLRQV/ 'DLZD 1< DQG %DULQJV 6LQJDSRUH/ WR VDYH WKH FRVWV RI D VNLOOHG
VHWWOHPHQWV FOHUN ZKR ZRXOG KDYH KDG UHODWLYHO\ OLWWOH WR GR1

)RXUWK/ ZKDW PDGH WKH VLWXDWLRQ ZRUVH LV WKDW WUDGLQJ DV D IXQFWLRQ LV SDUWLFXODUO\
SURQH WR WKH SUREOHP WKDW LQ DQ HDUOLHU ZRUN +7VFKRHJO 4<<8, , UHIHUUHG WR ZLWK WKH
PHWDSKRU RI 2G\VVHXV DQG WKH 6LUHQV* VRQJ1 +RPHU¶V 2G\VVH\ KDV RQH RI WKH
HDUOLHVW H[DPSOHV RI VROXWLRQV WR WKH SUREOHP RI PDQDJHPHQW EHFRPLQJ HQUDSWXUHG
ZLWK D FRXUVH RI DFWLRQ DQG EHFRPLQJ EOLQG WR WKH FRXUVH¶V GLVDVWURXV
FRQVHTXHQFHV1 2G\VVHXV¶ VROXWLRQ ZDV WR KDYH KLV FUHZ ELQG KLP WR WKH PDVW DQG
WR SXW ZD[ LQ WKHLU HDUV1 7KHVH PHDVXUHV IUHHG KLP WR KHDU WKH VRQJ DQG HQMR\ LW
EXW OHIW KLP XQDEOH WR VWHHU KLV YHVVHO WRZDUGV WKH 6LUHQV DQG URFNV WKH\ VDW XSRQ1
,I 2G\VVHXV KDG QRW SOXJJHG KLV FUHZ¶V HDUV ZLWK ZD[/ DOO ZRXOG KDYH HQMR\HG WKH
6LUHQV¶ VRQJ DQG DOO ZRXOG KDYH EHHQ ZHOO XQWLO WKH ODVW PRPHQW ZKHQ WKH ERDW
VPDVKHG XSRQ WKH URFNV1 ,Q RXU FRQWH[W/ WKH 6LUHQV¶ VRQJ RI GUDPDWLF SURILWV ZDV
VR DOOXULQJ WKDW LW OHG PDQDJHUV WR EDVN LQ WKH PXVLF DQG WR VXVSHQG WKHLU FULWLFDO
IDFXOWLHV1 7KLV LV +XQWLQJWRQ¶V SRLQW WKDW IUDXG RFFXUV ZKHQ PDQDJHUV OHW LW RFFXU1



:H ILQG PDQ\ H[DPSOHV LQ ERWK FRUSRUDWH DQG SROLWLFDO JRYHUQDQFH RI
PHFKDQLVPV WKDW DUH WKH HTXLYDOHQW RI ELQGLQJ RQHVHOI WR WKH PDVW1 :H VHH FUXGH/
ULJLG UXOHV VXFK DV OLPLWV RQ EDQNV¶ DXWKRULW\ WR OHQG PRUH WKDQ D SHUFHQWDJH RI
WKHLU FDSLWDO WR D SDUWLFXODU ERUURZHU/ RU LQ WKH SROLWLFDO UHDOP/ OLPLWV RQ D
3UHVLGHQW¶V ULJKW WR VXFFHHG KLPVHOI1 8QGHU WKH HFRQRPLVWV¶ XVXDO DVVXPSWLRQ RI
UDWLRQDO DFWRUV/ WKHVH UXOHV DUH DQ DQRPDO\1 2I FRXUVH/ UXOHV PD\ LPSURYH RQ
MXGJPHQW ZKHQ ZH GR QRW KDYH WKH LQIRUPDWLRQ QHFHVVDU\ IRU MXGJPHQW> WKLV LV
0LOWRQ )ULHGPDQ¶V DUJXPHQW IRU UXOH0EDVHG PRQHWDU\ SROLF\1 +RZHYHU/ WKH
SUREOHP RI WKH 6LUHQV¶ VRQJ LV VXEWOHU1 ,W LV QRW WKDW ZH GR QRW KDYH WKH LQIRUPDWLRQ
ZH QHHG IRU GLVFUHWLRQ WR EH EHWWHU WKDQ UXOHV1 5DWKHU/ ZH UHFRJQL]H WKDW ZH PD\
ILQG RXUVHOYHV LQ VLWXDWLRQV OLNH WKRVH IDFLQJ WKH XQIRUWXQDWH PDULQHUV LQ +RPHULF
*UHHFH1 :H FDQ EHFRPH HQUDSWXUHG/ LJQRUH ZKDW ZH RWKHUZLVH ZRXOG NQRZ DQG
GHVWUR\ RXUVHOYHV1 6R/ OLNH 2G\VVHXV/ ZH ELQG RXUVHOYHV WR WKH PDVW> WKH ILUP
LPSRVHV UXOHV WKDW SUHYHQW PDQDJHUV IURP JLYLQJ HYHQ D WUDGHU ZLWK DQ DSSDUHQWO\
³KRW0KDQG´ D IUHH KDQG1

7KLV UHFRJQLWLRQ WKDW RXU DFWLRQV DUH QRW DOZD\V UDWLRQDO RIIHQGV DJDLQVW WKH
FHQWUDO DVVXPSWLRQ RI PRGHUQ HFRQRPLFV/ WKDW DFWHUV DUH UDWLRQDO XWLOLW\
PD[LPL]HUV1 7KLV LV D SRZHUIXO DVVXPSWLRQ DQG RQH WKDW OHDGV WR XVHIXO WKHRULHV1
+RZHYHU/ LW LV DQ DVVXPSWLRQ DERXW DJJUHJDWH RU QRUPDO EHKDYLRU1 7KH FDVHV ,
GHVFULEHG GR QRW UHSUHVHQW QRUPDO EHKDYLRU LQ WKH VHQVH RI WKDW ZH REVHUYH WKHP
RFFXUULQJ IUHTXHQWO\1:KLOH QRW XQKHDUG RI/ GHEDFOHV DUH DUJXDEO\ VWLOO UDUH1

,I , PD\ SXUVXH WKH PHWDSKRU RI WKH 6LUHQV¶ 6RQJ D OLWWOH IXUWKHU/ LW LV LQWHUHVWLQJ
WR QRWH WKDW 2G\VVHXV¶ VROXWLRQ KDG WZR SDUWV1 +H LPSRVHG DUUDQJHPHQWV VR WKDW KH
FRXOG KHDU EXW QRW VWHHU/ DQG WKH FUHZ FRXOG VWHHU EXW QRW KHDU1 2G\VVHXV PDGH
VXUH WKDW WKRVH ZKR LPSRVHG WKH FRQVWUDLQWV/ L1H1/ WLHG KLP WR WKH PDVW/ DQG ZKR
FRXOG WKHUHIRUH XQWLH KLP/ ZHUH QRW VXEMHFW WR WKH VDPH LQIOXHQFHV DV KH ZDV1 ,Q
RXU FRQWH[W RI WKH PDQDJHPHQW RI ILUPV/ LW LV LPSRUWDQW WKDW WKRVH ZKR XOWLPDWHO\
LPSRVH WKH UXOHV QRW EH UHVSRQVLYH WR WKH VDPH LQIOXHQFHV DV WKRVH WR ZKRP WKH
UXOHV DSSO\1

1RZ OHW PH VZLWFK WR D OHVV OLWHUDU\ DQG SHUKDSV VOLJKWO\ PRUH IRUPDO PRGHO1
7KH IROORZLQJ VLPSOH PRGHO IURP .RIRUG DQG 7VFKRHJO +4<<<, WDNHV DV LWV EDVH D
*LEUDW PRGHO +*LEUDW 4<64> 6XWWRQ 4<<:, RI WKH JURZWK RI WKH ILUP1 7KH PRGHO
DVVXPHV WKDW WKH JURZWK RI WKH ILUP¶V DVVHWV LV D UDQGRP ZDON ZLWK GULIW=

OQ $W.4  P . OQ $W . HW

ZKHUH OQ $W LV WKH QDWXUDO ORJDULWKP RI WKH DVVHWV DW WLPH W/ P LV WKH H[SHFWHG
JURZWK RI WKH DVVHWV/ DQG HW LV WKH ILUP¶V RYHUDOO OXFN1 /XFN GHSHQGV RQ PDQ\
IDFWRUV DQG LV HTXDOO\ OLNHO\ WR EH JRRG RU EDG1 7KH PRGHO WKHUHIRUH WDNHV OXFN DV
KDYLQJ D 1RUPDO GLVWULEXWLRQ ZLWK PHDQ +3, DQG YDULDQFH +V5,1 2Q DYHUDJH WKH
ILUP¶V DVVHWV JURZ DV WKH PDQDJHUV SLFN SURMHFWV ZLWK SRVLWLYH H[SHFWHG
SURILWDELOLW\1 +RZHYHU/ OXFN PD\ EULQJ JURZWK WKDW LV DERYH RU EHORZ H[SHFWDWLRQV1
,I WKH ILUP¶V OXFN LV EDG HQRXJK/ DVVHWV PD\ GHFOLQH1 )XUWKHUPRUH/ WKH ILUP FDQ
LQFUHDVH LWV DVVHWV E\ ERUURZLQJ1 7KLV JLYHV ULVH WR D WKLUG SDUDPHWHU RI LQWHUHVW= 'W
²WKH DPRXQW E\ ZKLFK WKH ILUP¶V DVVHWV H[FHHG LWV OLDELOLWLHV1



7KH SUREDELOLW\ WKDW WKH ILUP ZLOO JR EDQNUXSW GHSHQGV RQ P/ V5 DQG '1 7KDW LV/
WKH ILUP LV LQVROYHQW ZKHQ OLDELOLWLHV H[FHHG DVVHWV +'W ? 3,1 7KH ILUP¶V H[SHFWHG
ILUVW SDVVDJH WLPH WR WKH SRLQW RI LQVROYHQF\ LQFUHDVHV ZLWK P DQG 'W/ DQG GHFUHDVHV
ZLWK V51 7KH PRUH SURILWDEOH WKH ILUP/ WKH OHVV OLNHO\ LW LV WKDW LW ZLOO JR EDQNUXSW
ZLWKLQ DQ\ JLYHQ SHULRG1 (TXDOO\/ WKH OHVV ULVN\ WKH ILUP/ WKH OHVV OLNHO\ WKDW LW ZLOO
JR EDQNUXSW1 /DVWO\/ WKH OHVV OHYHUHG WKH ILUP/ WKH OHVV OLNHO\ LW LV WKDW LW ZLOO JR
EDQNUXSW1

0DQDJHUV FDUH PRVW DERXW P/ DQG UHODWLYHO\ OLWWOH DERXW V5 DQG 'W1 7KH PDQDJHUV¶
VDODU\/ UHVSRQVLELOLW\ DQG SHUTXLVLWHV LQFUHDVH LQ P/ DQG WKHUH DUH FRPSHOOLQJ
UHDVRQV IRU ZK\ WKLV VKRXOG EH VR1 )XUWKHUPRUH/ ZKHQ WKH PDQDJHUV¶
FRPSHQVDWLRQ GHSHQGV LQ ODUJH SDUW RQ ERQXVHV/ DV WKH\ GLG/ IRU H[DPSOH DW
%DULQJV/ WKHQ WKH PDQDJHU ZLOO ZHOFRPH D ODUJH V51 %RQXVHV DUH D FDOO RSWLRQ RQ
SURILWV DQG WKH YDOXH RI WKH FDOO LQFUHDVHV ZLWK V51 ,QWHUHVWLQJO\/ LW LV QRW FOHDU LQ
RXU WKUHH FDVHV WKDW WKH VHQLRU PDQDJHUV ZKR IDLOHG WR SUHYHQW WKH GHEDFOHV
VXIIHUHG ILQDQFLDO RU FDUHHU KDUP GHVSLWH WKHLU FXOSDELOLW\ IRU WKHLU SDVVLYLW\1

2QH RI WKH UROHV RI WKH JRYHUQDQFH V\VWHP LV WR FRPSHQVDWH IRU PDQDJHUV¶
DV\PPHWULF FRQFHUQ1 7KH SULQFLSDO ORVHUV LQ RXU GUDPDV ZHUH WKH VKDUHKROGHUV RI
%DULQJV/ 'DLZD/ DQG 6XPLWRPR> WKH\ VKRXOG KDYH WKH PRVW LQWHUHVW LQ HIIHFWLYH
PRQLWRULQJ RI PDQDJHUV1 +RJDQ GLVFXVVHV WKH SDUWLFXODU SUREOHPV ZLWK %DULQJ¶V
JRYHUQDQFH JURZLQJ RXW RI WKH ILUP¶V RZQHUVKLS ZLWK QRQ0YRWLQJ VKDUHV LQ WKH
KDQGV RI WKH %DULQJV )RXQGDWLRQ +8.0UHJLVWHUHG FKDULW\, DQG WKH YRWLQJ VKDUHV LQ
WKH KDQGV RI VHQLRU PDQDJHPHQW1 7KH -DSDQHVH ILUPV WRR ZHUH VXEMHFW WR
JRYHUQDQFH SUREOHPV ZKLFK , GLVFXVV PRUH IXOO\ LQ 7VFKRHJO +4<<8,1 :DOWHU
+4<<5, KDV FKDUDFWHUL]HG WKH -DSDQHVH V\VWHP DV DQ XOWUD0LQVLGHU V\VWHP LQ ZKLFK
FRQWURO UHVWV LQ WKH KDQGV RI ILUPV OLQNHG WR HDFK RWKHU E\ FURVV0KROGLQJV RI VKDUHV1
7KHUH LV QR PDUNHW IRU FRQWURO²REYLDWLQJ VXFK D PDUNHW LV RQH RI WKH SXUSRVHV RI
WKH FURVV0KROGLQJV²VR WKH RQO\ UHPHG\ OHIW WR RXWVLGH VKDUHKROGHUV LV H[LW/ WR XVH
+LUVFKPDQ¶V +4<:<, SRZHUIXO DQG HYRFDWLYH WHUPLQRORJ\1

(YHQ LQ OHVV H[WUHPH VLWXDWLRQV WKDQ WKRVH RI %DULQJV RU PDMRU -DSDQHVH ILUPV/
FXUUHQW JRYHUQDQFH V\VWHPV DUH VXEMHFW WR D FULWLFDO ZHDNQHVV1 'LVSHUVHG
VKDUHKROGHUV IDFH D ODUJH IUHH0ULGHU SUREOHP LQ WDNLQJ DFWLRQ LQGLYLGXDOO\1 7KH
ERDUG RI GLUHFWRUV LV VXSSRVHG WR DFW LQ WKH RZQHU¶V FROOHFWLYH LQWHUHVW/ EXW WKHUH
DUH OLNHZLVH DJHQF\ SUREOHPV LQ WKH UHODWLRQVKLS EHWZHHQ RZQHUV DQG GLUHFWRUV1
/DWKDP +4<<;, KDV DQ LQQRYDWLYH SURSRVDO WKDW DLPV DW LQFUHDVLQJ GLUHFWRU OR\DOW\
WR VKDUHKROGHUV1; 7KH HVVHQFH RI WKH SURSRVDO LV WKH GHYHORSPHQW RI ILUPV WKDW
ZRXOG EH LQ WKH EXVLQHVV RI FRPSHWLQJ ZLWK HDFK RWKHU WR SURSRVH VODWHV RI %RDUGV
RI 'LUHFWRUV WKDW VKDUHKROGHUV WKHQ FRXOG FKRRVH DPRQJ1 +RZHYHU/ WKH ILUPV GR
QRW H[LVW DQG WKH VFKHPH LV QRW \HW LQ SODFH DW DQ\ ILUP1

)XUWKHUPRUH/ KLVWRULFDO HYLGHQFH VXJJHVWV WKDW RQH FDQQRW UHO\ RQ GLVFORVXUH
ZLWK VKDUHKROGHUV +RU WKHLU UHSUHVHQWDWLYHV, PDNLQJ LQGHSHQGHQW DVVHVVPHQWV RI P

; 6HH DOVR WKH &RUSRUDWH 0RQLWRULQJ ZHEVLWH DW KWWS=22ZZZ1FRUSPRQ1FRP2SXEOLFDWLRQV1KWP



DQG V1 $SSDUHQWO\ LQ VRPH FLUFXPVWDQFHV/ D FRPPXQLW\ RI RSLQLRQ RU LQIRUPDWLRQ
FDVFDGH PD\ IRUP +%LNKFKDQGDQL HW DO1/ 4<<5 DQG 2UOpDQV 4<<8, ZKLFK ZLOO OHDG
VKDUHKROGHUV/ WRJHWKHU ZLWK PDQDJHUV/ WR RYHUHVWLPDWH P DQG XQGHUHVWLPDWH V1

)RU VXFK FDVHV D UHPHG\ LV WR GHYHORS SDUWLHV WKDW KDYH PRUH RI D VWDNH LQ V5 DQG
'/ DQG OHVV RI D VWDNH LQ P1 )RU LQVWDQFH/ EDQNLQJ UHJXODWRUV KDYH D JUHDW FRQFHUQ
WKDW WKH EDQNV WKDW WKH\ UHJXODWH QRW JR EDQNUXSW1 7KLV PHDQV WKDW WKH UHJXODWRUV
KDYH UHODWLYHO\ OLWWOH FRQFHUQ ZLWK P/ EXW D PXFK JUHDWHU FRQFHUQ ZLWK V5 DQG '1
7KH FRQFHUQ ZLWK ' PDQLIHVWV LWVHOI DV D UHTXLUHPHQW IRU FDSLWDO DGHTXDF\1 7KH
FRQFHUQ DERXW V5 OHDGV WKH UHJXODWRUV WR HQIRUFH D EDQN¶V RZQ VDIHW\ UXOHV1
+RZHYHU/ LW LV FULWLFDO WKDW WKH UHJXODWRUV DFW LQ ZD\V WKDW RQH PLJKW FKDUDFWHUL]H DV
EXUHDXFUDWLF UDWKHU WKDQ IOH[LEOH/ L1H1/ WR IDYRU UXOHV RYHU GLVFUHWLRQ1

$V ZH KDYH GLVFXVVHG/ LQ WKH FDVHV RI %DULQJV DQG 'DLZD/ WKH EDQNV¶ IDLOHG WR
LPSOHPHQW DQG HQIRUFH WKH QHFHVVDU\ VDIHW\ UXOHV DQG WKH UHJXODWRUV DOVR GLG QRW
FDWFK WKH SUREOHP LQ WLPH1 ,Q WKH FDVH RI 6XPLWRPR/ WKHUH ZHUH QR UHJXODWRUV ZLWK
D YHVWHG LQWHUHVW/ KRZHYHU/ WKHUH ZHUH EDQNV WKDW OHQW WR 6XPLWRPR1 %DQNV/ ZKHQ
DFWLQJ DV FUHGLWRUV/ OLNH UHJXODWRUV/ KDYH UHODWLYHO\ OLWWOH LQWHUHVW LQ P/ DQG UHODWLYHO\
PRUH LQ V5 DQG 'W1 8QIRUWXQDWHO\/ 6XPLWRPR ZDV VR ODUJH UHODWLYH WR WKH ORDQV WKDW
+DPDQDND QHJRWLDWHG WKDW WKH OHQGHUV ZHUH DEOH VXFFHVVIXOO\ WR IRUHJR FDUHIXO
FUHGLW DQDO\VLV DQG YHWWLQJ1

7KH VXLWV E\ 6XPLWRPR DJDLQVW WKH EDQNHUV WKDW OHQW +DPDQDND WKH PRQH\ VHHP
WR DVVHUW WKDW WKH EDQNV LQYROYHG QRW RQO\ KDG DQ REOLJDWLRQ WR WKHLU RZQ
VKDUHKROGHUV WR DVVXUH WKH VDIHW\ RI WKH ORDQV/ EXW DQ DGGLWLRQDO REOLJDWLRQ WR
PRQLWRU WKH OHJLWLPDF\ RI WKH ERUURZHU¶V ORDQ UHTXHVW1 , GR QRW NQRZ HQRXJK DERXW
WKH ODZ WR NQRZ ZKHWKHU WKLV LV D QRYHO OHJDO WKHRU\ RU QRW1 7KH FDVHV QRZ SHQGLQJ
ZLOO SUREDEO\ VHWWOH ZKHWKHU LW LV D YLDEOH RQH1

7 &RQFOXVLRQ

³:H KDYH PHW WKH HQHP\ DQG KH LV XV$´
+3RUN\SLQH LQ :DOW .HOO\¶V FRPLF VWULS 3RJR,

6HYHUDO DUWLFOHV DQDO\]LQJ WKH %DULQJV GHEDFOH IURP GLIIHUHQW SHUVSHFWLYHV KDYH
DSSHDUHG LQ WKH VFKRODUO\ OLWHUDWXUH1 7KH 'DLZD DQG 6XPLWRPR GHEDFOHV KDYH
GUDZQ OHVV DWWHQWLRQ/ SHUKDSV EHFDXVH WKH\ DUH QHZHU DQG SHUKDSV EHFDXVH WKH\ DUH
OHVV DFFHVVLEOH1 6WLOO/ , KDYH GUDZQ RQ DOO WKUHH RI WKHVH FDVHV WR PDNH DQ
HVVHQWLDOO\ VLPSOH SRLQW DERXW ULVN PDQDJHPHQW1

5LVN PDQDJHPHQW LV D PDQDJHPHQW SUREOHP1 7KH GHEDFOHV ZHUH QRW UDQGRP
HYHQWV DQG WKH\ ZHUH QRW XQIRUWXQDWH GUDZV IURP D NQRZQ GLVWULEXWLRQ RI
RXWFRPHV1 7KH\ ZHUH DOO WKH UHVXOW RI D IDLOXUH RI JRYHUQDQFH WKDW JUHZ RXW RI WKH
QDWXUH RI WKH DFWLYLWLHV WKHPVHOYHV DQG RXW RI WKH QDWXUH RI KXPDQ EHLQJV1
3UHYHQWLQJ VXFK GHEDFOHV LQ WKH IXWXUH ZLOO UHTXLUH LPSURYHPHQW LQ JRYHUQDQFH



PHFKDQLVPV1 7KH QHFHVVDU\ PHFKDQLVPV PXVW/ KRZHYHU/ EH URRWHG LQ DQ
XQGHUVWDQGLQJ RI KXPDQ QDWXUH1 7KH DVVXPSWLRQ RI DFWHUV¶ UDWLRQDOLW\ LV
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SRVVLEOH WR VHW XS V\VWHPDWLF WHVWV IRU ZKHWKHU RU QRW D WUDGHU KDV DELOLW\ DW SRVLWLRQ
WDNLQJ1 $V 0HUWRQ +4<;3, SRLQWHG RXW/ RQH FDQ LPSURYH RQH¶V HVWLPDWHV RI WKH
YDULDQFH RI D SURFHVV +VXFK DV D WUDGHU¶V SRVLWLRQ, E\ REVHUYLQJ PRUH IUHTXHQWO\/
EXW QRW RI H[SHFWHG YDOXH1 (VWLPDWLQJ H[SHFWHG YDOXH VLPSO\ UHTXLUHV WKH SDVVDJH
RI WLPH1 6WLOO/ LQ HDUOLHU ZRUN +7VFKRHJO 4<;:, , GUHZ RQ ZRUN E\ :DOG +4<7:, DQG
%URZQ +4<:4, WR VXJJHVW D UDWLRQDOH IRU VWRS RUGHUV DQG VR0FDOOHG ³SV\FKRORJLFDO
EDUULHUV´ LQ ILQDQFLDO PDUNHWV1 2QH FRXOG XVH WKH VDPH PHWKRGRORJ\ WR WHVW IRU
WUDGHUV¶ DELOLW\1 ,I +HQULNVVRQ DQG 0HUWRQ¶V 4<;4, ZRUN RQ IXQG PDQDJHUV LV DQ\
JXLGH/ , VXVSHFW WKDW IHZ WUDGHUV ZLOO EH DEOH WR GHPRQVWUDWH DELOLW\ WKDW ZRXOG SDVV
WKH XVXDO WHVWV RI VWDWLVWLFDO VLJQLILFDQFH1 'HPRQVWUDWLQJ WKLV PLJKW OHDG PDQDJHUV
RI WUDGHUV WR EH PRUH FDXWLRXV LQ JUDQWLQJ GLVFUHWLRQ1 )XUWKHUPRUH/ LW ZRXOG DOVR
KHOS PDQDJHUV WR GHWHUPLQH ZKHQ D WUDGHU ZDV DFKLHYLQJ DQ LPSUREDEOH OHYHO RI
VXFFHVV PHULWLQJ IXUWKHU LQYHVWLJDWLRQ1

6HFRQG/ , VXVSHFW WKDW VXFK SURILWV WKDW GR DFFRPSDQ\ SRVLWLRQ WDNLQJ DUH
GLVSURSRUWLRQDWHO\ GXH WR WUDGLQJ ZLWK FRXQWHUSDUWLHV WKDW DUH QRW FRQVWUDLQHG E\
WKH QHHG WR EH SURILWDEOH/ L1H1/ FHQWUDO EDQNV +6]DNPDU\ DQG 0DWKXU 4<<:,/
IUDXGXOHQW LQVWLWXWLRQV VXFK DV %&&,/ DQG XQDXWKRUL]HG WUDGHUV VXFK DV WKH RQHV ,
KDYH H[DPLQHG DERYH1 7KH H[WUHPHO\ OLPLWHG HYLGHQFH RQ WKH VRXUFHV RI WUDGLQJ
SURILWV LQ IRUHLJQ H[FKDQJH WUDGLQJ DW EDQNV VXJJHVWV WKDW PRVW RI WKH SURILWV FRPH
QRW IURP SRVLWLRQ WDNLQJ EXW IURP PDUNHW PDNLQJ +$PPHU DQG %UXQQHU 4<<:>
/\RQV 4<<;,1 6WLOO WKHUH LV VRPH SURILW DW WKH EDQNV/ DQG SHUKDSV HYHQ PRUH VR
DPRQJ WKHLU FOLHQWV VXFK DV KHGJH IXQGV1 7KLV WKHQ UDLVHV WKH TXHVWLRQ RI ZKHWKHU
LPSURYHG PDQDJHPHQW DPRQJ DOO ILUPV LPSOLHV D PXFK0UHGXFHG UROH IRU SRVLWLRQ
WDNLQJ LQ ILQDQFLDO PDUNHWV1 $OWHUQDWLYHO\/ OHVVRQV OHDUQHG PD\ IDGH/ OHDGLQJ
PDQDJHUV WR VHW DVLGH UXOHV ZKRVH RULJLQV DQG UDWLRQDOH DUH ORVW LQ WLPH/ XQWLO D QHZ
GHEDFOH WHDFKHV DQ ROG OHVVRQ DJDLQ1
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