
Sussex Police and Crime Panel

Members are hereby requested to attend the meeting of the Sussex Police and 
Crime Panel, to be held at 10.30 am on Friday, 28 June 2019 at County Hall, 
Lewes.

Tony Kershaw
Clerk to the Police and Crime Panel

20 June 2019

Webcasting Notice 
Please note: This meeting will be filmed for live or subsequent broadcast via East 
Sussex County Council’s website on the internet – at the start of the meeting the 

Chairman will confirm that the meeting is to be filmed. Generally the public gallery 
is not filmed. However, by entering the meeting room and using the public seating 
area you are consenting to being filmed and to the possible use of those images 

and sound recordings for webcasting and/or training purposes. The webcast will be 
available via the link below: http://www.eastsussex.public-i.tv/core/.

Agenda

10.30 am 1.  Appointment of Independent Members 

The Police Reform and Social Responsibility Act 2011 requires 
the Panel to have a minimum of two Independent Co-opted 
Members. Independent Co-opted Members have one-year terms 
and can be re-appointed annually for up to five years. 
At its meeting in July 2016, the Panel agreed the appointment 
of Mr Peter Nightingale to the vacant role of Independent Co-
opted Member. At its meeting in June 2017 the Panel agreed 
the appointment of Mrs Susan Scholefield to the vacant role of 
Independent Co-opted Member.
The Panel is asked to renew the appointment of Mr Peter 
Nightingale, Independent Co-opted Member, to take effect 
immediately.
The Panel is asked to renew the appointment of Mrs Susan 
Scholefield, Independent Co-opted Member, to take effect 
immediately.

10.30 am 2.  Appointment of Chairman and Vice Chairman 

The Panel will be invited to appoint a Chairman and Vice 
Chairman for the 2019/20 municipal year. 

10.35 am 3.  Declarations of Interest 

Members and officers must declare any pecuniary or personal 
interest in any business on the agenda. They should also make 
declarations at any stage such an interest becomes apparent 
during the meeting. Consideration should be given to leaving 
the meeting if the nature of the interest warrants it. If in doubt 
contact Democratic Services, West Sussex County Council, 

Public Document Pack

Page 1

http://www.eastsussex.public-i.tv/core/


before the meeting.

10.40 am 4.  Minutes of the Previous Meeting (Pages 5 - 14)

To confirm the minutes of the previous meeting on 26 April 
2019 (cream paper).

10.40 am 5.  Urgent Matters 

Items not on the agenda which the Chairman of the meeting is 
of the opinion should be considered as a matter of urgency.

10.40 am 6.  Annual Review of Membership and Proportionality (Pages 
15 - 22)

Report by the Clerk of the Police and Crime Panel.

The Panel is required to undertake an annual review of 
proportionality to take account of any changes to the political 
composition of constituent authorities during the course of the 
previous year. The attached report provides the latest political 
composition of local authorities in Sussex and a calculation of 
proportionality of the Panel. 

The Panel is required to consider the appointment of any 
additional members from the county councils and Brighton and 
Hove City Council to address any imbalance in political 
proportionality. 

10.50 am 7.  Public Question Time (Pages 23 - 24)

Members of the public wishing to ask a written question of the 
Commissioner or Panel will need to submit their question no 
later than two weeks prior to the date of the meeting. 
Responses will be tabled at the meeting. Panel members will be 
invited to ask supplementary questions, based upon the written 
response.  

11.05 am 8.  The Sussex Police and Crime Commissioner's Annual 
Report and Financial Outturn Report 2018/19 (Pages 25 - 
48)

The Police and Crime Panel is required to review the 
Commissioner’s annual report. The Commissioner will outline 
the attached annual report which provides an update on the 
performance against the priorities, objectives and measures set 
out in the Police and Crime Plan for the period 1 April 2018 – 31 
March 2019. 

The Financial Outturn Report presents a summary of the 
revenue and capital outturn for 2018/19 subject to audit for the 
overall police fund under the direction of the Police and Crime 
Commissioner. 
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The Panel is asked to review, put questions to the 
Commissioner, and make recommendations on the annual 
report and financial outturn report if necessary. All 
recommendations agreed by the Panel will be published in a 
report from the Chairman to the Commissioner.

12.15 pm 9.  Her Majesty's Inspectorate of Constabulary and Fire & 
Rescue Services Inspection of Stalking and Harassment 
(Pages 49 - 146)

At a previous meeting of the Panel, the Police and Crime 
Commissioner informed members of Sussex Police’s 
Improvement Plan, and her request that HMICFRS inspect the 
plan. 

The Panel is asked to consider the Commissioner’s actions and 
decisions following Her Majesty’s Inspectorate of Constabulary 
and Fire and Rescue Services’ inspection of Sussex Police’s 
response to harassment and stalking.

12.40 pm 10.  Annual Report from the Host Authority (Pages 147 - 150)

Report by the Clerk to the Police and Crime Panel. 

The Host Authority is required to submit to the Panel an annual 
budget report detailing income and expenditure of the Panel 
during the previous year. The report also includes a summary 
of the main achievements of the Panel over the last year.

The Panel is asked to scrutinise its annual report and budget 
outturn for 2018/19.

12.55 pm 11.  Quarterly Report of Complaints 

No correspondence has been received since the last meeting of 
the Panel. 

There are no ongoing matters to report. 

12.55 pm 12.  Commissioner’s Question Time 

The Panel is asked to raise any issues or queries concerning 
crime and policing in Sussex with the Commissioner.

There will be one question per member only and one 
supplementary question; further supplementary questions 
allowable only where time permits.  The Chairman will seek to 
group together questions on the same topic.

1.15 pm 13.  Date of Next Meeting and Future Meeting Dates 

The next meeting of the Panel will take place on 27 September 
at 10.30 a.m. at County Hall, Lewes.
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Future meeting dates below:

31 January 2020
17 February 2020 (to be cancelled if not required).

To all members of the Sussex Police and Crime Panel
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Sussex Police and Crime Panel 
 

26 April 2019 – At a meeting of the Panel held at 10.30 am at County Hall, 
Lewes. 
 

Present:  

 

Cllr Bill Bentley 

(Chairman) 

East Sussex County 

Council 

Cllr 

Christian Mitchell 
(Vice-Chairman) 

West Sussex 

County Council 

Cllr Dave Simmons Adur District 
Council 

Cllr Mike Clayden Arun District 
Council 

Cllr Eileen Lintill Chichester District 
Council 

Cllr Carolyn  
Lambert 

East Sussex County 
Council 

Cllr Judy Rogers Hastings Borough 
Council 

Cllr Norman  
Webster 

Mid Sussex District 
Council 

Cllr Tony Nicholson Lewes District 

Council 

Cllr Tricia Youtan Horsham District 

Council 

Cllr Claire Dowling Wealden District 

Council 

Mr Peter 

Nightingale 

Independent 

member 

Miss Susan  

Scholefield 

Independent 

member 

Cllr John Ungar Eastbourne 

Borough Council 

Cllr Val Turner Worthing Borough 

Council 

  

 

Apologies were received from Cllr Brenda Smith (Crawley Borough Council), Cllr 
Michael Jones (Crawley Borough Council),  Cllr Colin Fitzgerald (Hastings 

Borough Council), Cllr Mo Marsh (Brighton and Hove City Council), Cllr Joe Miller 
(Brighton and Hove City Council), Cllr Eleanor Kirby-Green (Rother District 
Council), Cllr Chris Saint (Rother District Council), Cllr John Barnes (Rother 

District Council).  
 

 

 
Part I 

 
34.   Declarations of Interest  

 
34.1 In accordance with the code of conduct members of the Panel 
declared the personal interests contained in the table below. 

 

Panel Member Personal Interest 

Bill Bentley Lead Member for Communities and Safety 

Chairman East Sussex Safer Communities 
Civil Military Partnership Board 

Mike Clayden  Chairman of Safer Arun Partnership 
 

Claire Dowling Chairman of Safer Wealden Partnership 
 

Colin Fitzgerald Employed by Solace Women’s Aid Charity 
Chairman of Safer Hastings Partnership 
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Eleanor Kirby-Green Member of Safer Rother Partnership 

 

Carolyn Lambert Member of East Sussex Fire Authority 

Vice Chair of Sussex Inshore Fisheries and 
Conservation Authority 

Eileen Lintill Member of Chichester Community Safety 
Partnership 

Mo Marsh 
 

Lead Councillor for Community Safety (BHCC) 
Deputy Chair of the Neighbourhoods Inclusion 

Communities and Equalities Committee (BHCC) 

Tony Nicholson Co-Chairman of Eastbourne & Lewes Community 

Safety Partnership 

Susan Scholefield  A serving Magistrate  
Chair of the Competition Appeal Tribunal and 
Competition Service 

Non-Executive Director of Surrey and Borders 
Partnership NHS Foundation Trust 

Dave Simmons Chairman of Adur and Worthing Safer Communities 
Partnership 

Sussex Partnership NHS Foundation Trust Council of 
Governors. 

Val Turner Member of Safer Communities Partnership, Adur 
and Worthing 
 

John Ungar Co-Chairman of Eastbourne & Lewes Community 

Safety Partnership 
 

Norman Webster Member of Mid Sussex Community Safety 
Partnership 
Stakeholder Governor of Queen Victoria Hospital 

NHS Foundation Trust East Grinstead. 
 

Tricia Youtan Member of Horsham Community Safety Partnership 
Cabinet Member for Community Safety at Horsham 

District Council 
 

 
34.2 Cllr Judy Rogers declared that she was the Safeguarding Manager 

for Table Tennis England.  
 

35.   Minutes  

 
35.1   Resolved – that the minutes of the last meeting held on 1 February 

2019 be approved as a correct record and that they be signed by the 
Chairman.  
 

36.   Public Question Time  
 

36.1 Mr Moore asked the following question of the Police and Crime 
Commissioner (PCC): 
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1. I have received the following data as a result of a Freedom of 

Information Act request from Sussex Police which is correct as at the 18th 
March 2019. 
Since the 1st April 2018: 

Number of police officers recruited 267 
Number of police officers retired 133 

Number of police officers resigning 83 
That means that it terms of additional police officers for that period 
(1.4.2018 – 18.3.2019) the total is 51.  

 
1. In light of this does the PCC wish to re-consider her target of an EXTRA 

200 police officers being in place within Sussex by 2020? 
2. What does she intend to do regarding the high numbers of police 

officers resigning from the force? 

 
36.2 The Commissioner gave the following response to Mr Moore’s 

question: 
 
1. In 2018/19, I increased the police precept by £12 per year for an 

average Band D property. This decision, combined with the £17m that was 
already authorised from reserves, substantially reduced the planned 

savings requirement for Sussex Police.  
  
The Sussex Police 2018/22 Transformation Strategy sets out how the 

Force will use the additional funding to strengthen the Local Policing Model 
(LPM), improve contact with members of the public and modernise further 

the policing service to meet a range of complex crime demands. The 
Strategy can be viewed through the following link: 

https://sussex.police.uk/media/8394/sussex-policetransformation-
strategy_7-rev-web.pdf  
  

In 2019/20, I increased the precept by £24 per year for an average Band 
D property. This extra investment will ensure that by March 2023 there 

are 250 more police officers, 100 more Police Community Support Officers 
and 50 more specialist staff than there were in March 2018 – a total 
increase of 400 individuals.   

  
I will continue to monitor closely the delivery of this investment  

through the LPM and revised Transformation Strategy and will challenge 
Sussex Police on behalf of the public, where appropriate.  
  

2. I can confirm that the number of police officers leaving Sussex Police by 
resignation has actually decreased in each of the past three years. The 

number of officers transferring to other police force areas has remained 
consistent over this period too.  
  

Sussex Police has a turnover rate of less than 3% (if retirements are 
excluded from the figures) and 7% (if retirements are included). This is 

very low and is not something I am unduly concerned with at this moment 
in time.  
  

The Chief Constable is accountable in law for the exercise of police powers 
and retains direction and control of the Force’s police officers and staff, 

including monitoring the number of officers leaving Sussex Police.  
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36.3 Mr Jacklin asked the following question of the Commissioner: 
 
I am aware that Sussex Police have taken steps to encourage more Black 

Asian and Minority Ethnic (BAME) applicants to redress the under-
representation of this group in the police force.  
 

How confident is the PCC that BAME residents are treated fairly and with 
appropriate cultural sensitivity by Sussex Police? 

 
What measures (other that those to encourage BAME applicants) is the 
force undertaking to achieve this? 

 
36.4 The Commissioner gave the following response to Mr Jacklin’s 
question: 

 
I am confident that the Black, Asian and Minority Ethnic (BAME) residents 

are treated fairly and with appropriate cultural sensitivity by Sussex Police.  
  
The Force aims to provide an equitable service to everyone in Sussex, 

regardless of ethnicity. The Code of Ethics sets and defines the exemplary 
standards of behaviour for everyone who works in policing in England and 
Wales. The Code is produced by the College of Policing in its role as the 

professional body for policing. One of the standards of professional 
behaviour contained within relates to equality and diversity, in respect of 

acting with fairness and impartiality and not discriminating unlawfully or 
unfairly. The Code of Ethics can be viewed in full through the following 
link: https://www.college.police.uk/Whatwe-

do/Ethics/Documents/Code_of_Ethics.pdf  
  
Sussex Police monitor feedback regarding the service delivered across the 

county through a combination of quantitative and qualitative approaches. 
This approach is complemented by proactive engagement with BAME 

community members throughout the year and is reinforced within 
individual performance management.  
As an employer, there is a range of organisational activity delivered by 

Sussex Police to ensure that all individuals are treated fairly and are 
involved in the development and delivery of policing in Sussex.  
  

Sussex Police has a mechanism called ‘Focus’ for line managers to 
regularly meet and discuss the performance of their individual team 

members. This approach provides line managers with an opportunity to 
understand better how individuals are using the Code of Practice to 
underpin their work in Sussex, including areas such interactions with 

BAME individuals and communities. Training and development needs are 
raised and agreed at these meetings if any particular concerns about 
performance are highlighted.    

  
The Force also has number of staff networks including: disability and 

carers; BAME; lesbian, gay, bisexual, and transgender; gender and faith. 
Each of these networks is part of the organisational policy framework 
which ensures that all policies are subject to consultation to provide 

reassurance for both colleagues in the workplace and policy authors. 
Equality Impact Assessments are also conducted for any new policies, 
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policy changes or business cases to ensure that those implementing the 

change have gone through a process of considering whether any groups or 
people with particular characteristics would be disadvantaged in any way.  
  

As a service provider, Sussex Police conducts victim satisfaction surveys to 
understand better the experience of individuals who report crime. The 
data obtained through these surveys indicates that 80% of victims who 

identified themselves as BAME were satisfied with the way they were 
treated by the Force. There is no statistically significant difference 

between the satisfaction for BAME victims compared with those victims 
who identified themselves as white.  
  

Sussex Police also facilitate a Race Advisory Group. This is an independent 
external reference group, chaired by a member of the public, comprising 
representatives from BAME communities across Sussex. The Group meets 

regularly to provide qualitative insight around community issues, identify 
engagement  

opportunities and advise the Force on its strategic approach in this area.  
  
The Force also hosts a Stop and Search Scrutiny Panel to provide 

independent scrutiny of police powers. The Panel, again chaired 
independently, comprises members of the public from a diverse range of 
community groups and meets on a quarterly basis throughout the year. 

The Panel scrutinises the following areas: disproportionality of those 
stopped and search; use of force; lawfulness of grounds; outcomes of 

activity; complaints relating to stop and search; use of Body Worn Video 
and the use of ‘no-suspicion’ stop and searches (Section 60).  
  

In addition, I have supported the Chief Constable by opening the 
recruitment processes for police officers to increase the overall resources 
available in Sussex.  

  
I continue to challenge the Chief Constable regarding the recruitment 

processes, including what Sussex Police is doing to encourage applications 
from those individuals with a protected characteristic at both my informal 
weekly meetings and my formal monthly Performance & Accountability 

Meetings (PAMs).  
  
Most recently, police officer recruitment was a theme at my PAMs on 21 

September 2018, 19 October 2018 and 19 January 2019. These sessions 
are archived and can be viewed on the my webcast through the following 

link: www.sussexpcc.gov.uk/get-involved/webcasting/ 
 
36.5 Mr Jacklin asked the following supplementary question of the 

Commissioner: 
 
In your answer you refer to statistics from the victim or complainant 

survey.  My concern is whether people accused of crimes are given an 
equal or fair treatment. Are there any statistics on the outcomes for 

defendants or those accused of crimes? 
 
In his 2017 review MP David Lammy concluded that “BAME individuals still 

face bias, including overt discrimination, in parts of the justice system.”  
The statistics showed that, whilst there were small differences in 
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conviction rates between BAME and white men for most classes of offence, 

for Public Order Offences the conviction rate for BAME men was 5 times 
higher than for white men.  
[www.theguardian.com/law/2017/sep/08/racial-bias-uk-criminal-justice-

david-lammy]   
 

Given the ‘discretion’ the police may have when pursuing public order 
offences, and the risk that they may believe one complainant in preference 
to another, in my view there is a clear risk of bias in these types of 

offences.   
 

36.6 The Commissioner advised she would provide a response to Mr 
Jacklin’s supplementary question as part of the actions arising from the 
meeting.  

 
37.  The Role of the Commissioner in Ensuring Sussex Police Provide 

an Effective Response to the Possession and Use of Offensive 
Weapons in Sussex 
 

37.1 The Panel considered a report by the Sussex Police and Crime 
Commissioner. The report was introduced by Mark Streeter, Chief 

Executive and Monitoring Officer for the Office of the PCC. The following 
key points were highlighted from the report: 
 

• Over the last 3 years, the PCC has had a specific focus on the use 
and possession of knives and offensive weapons.  

• The PCC holds the Chief Constable and his staff to account at 
monthly Performance and Accountability meetings (PAMs).  

• The Serious Violence Strategy published in April 2018 suggested 

that Sussex appeared to be an anomaly in terms of the low 
statistics of knife enabled crime. 

• The PCC challenged the Chief Constable at a PAM for a proper 
understanding of these low figures. 

• Further investigation by Sussex Police revealed that force systems 
were not always picking up where there was use or possession of a 
knife or offensive weapon. The figures were not being recorded 

correctly, given an inaccurate account of these types of crimes. 
• The Deputy Chief Constable acknowledged the problem at a PAM 

and confirmed it had been remedied.  
• The PCC recognises this is a key area of public concern. 
• Performance figures show a steady increase in the number of knife 

and sharp instrument offences in Sussex in the last 3 years. 
• In order to increase policing powers, the Government is seeking to 

amend the Offensive Weapons Bill to introduce Knife Crime 
Prevention Orders, banning the use of and access to offensive 
weapons.  

• Sussex Police uses 3 strands to respond to knives and offensive 
weapons. These are prevention, education and enforcement. 

• Stop and search powers are used where there is suspicion that an 
individual is carrying an offensive weapon.  

• Operation Sceptre was launched by the Metropolitan (Met) police, 

and other forces around the country have followed. The campaign 
takes place twice a year and involves operational and educational 

activities to discourage the use of knives and offensive weapons. 
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• In March 2019, Sussex Police supported an Operation Sceptre 

campaign, whereby Amnesty Bins were made available in police 
stations.  

• In order to effectively respond to the problem, Sussex Police require 

partnership working with others such as the NHS and local 
authorities.  

• Prevention Youth Officers (PYOs) in Sussex have been working with 
schools, and engaged approximately 3k students in highlighting the 
risks of possessing and using knives and other offensive weapons. 

• The PCC allocated £1.215m to the Community Safety Partnerships 
(CSPs) in Sussex for 2019/20. The PCC was also successful in an 

application to the Early Intervention Youth Fund (EIYF) and secured 
£890,616.  

• The EIYF will contribute to the Reboot programme, aimed at 

engaging with those under 18 at risk of committing serious 
violence. Early feedback indicates this programme is going well. 

Further results would be brought back to the Panel at an 
appropriate time. 

• Sussex Police were also recently awarded an additional £1m from 

the Serious Violence Fund. 
• The PCC remains intrusive in both challenging and supporting the 

Chief Constable in terms of tackling this growing menace.  
 
37.2 The Chairman invited questions from the Panel. A summary of their 

questions, and responses from the PCC, were as follows: 
 

• Members queried whether under paragraphs 5.2 and 5.3 of the 
report, the number of offences in 2018 involving a knife or sharp 

instrument (979) included the number of possessions in 2018 of a 
knife or sharp instrument (781). The PCC advised she would confirm 
as part of the actions arising from the meeting. 

• Members of the Panel queried whether the reported data included 
records on the possession of weapons in schools. The PCC advised 

the data only reflected situations where there was police 
intervention. 

• Members considered that better police liaison in schools was 

required, and reported a lack of uniform presence advising students 
in schools about the risks of knife crime. The PCC advised that it 

was not possible to go into every school, but that where problem 
areas were identified, resources were targeted accordingly. The PCC 
further considered that schools and other partner agencies were 

responsible for finding solutions to this problem, as well as the 
police, and encouraged more partnership working.  

• Members expressed concern about public understanding of the 
police, and particularly young people who avoid reporting offences 
involving weapons. The PCC explained that all cohorts and 

communities should feel confident in reporting crime to the police. 
She added that the police were not just an enforcement arm, but 

there also for protection and safeguarding. 
• Members of the Panel considered that the low levels of crime 

reported was a major issue, and made a plea that any available 

tools were used to get the message out that crimes must be 
reported. The PCC responded that crimes such as domestic abuse, 

stalking and harassment, and child abuse and exploitation were 
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seeing an increase in reporting, and that she would continue to 

support this drive for all crime at a national level.  
• The Panel considered the performance data in paragraphs 5.2 and 

5.3, and noted the lack of important detail, such as demographic 

and contextual identities, locations of these offences, and so on. 
The Panel felt without knowing where, and within which cohorts the 

problem sat, how could it be effectively tackled. Members 
considered this may also highlight some successes where numbers 
of offences might be decreasing.  

• The PCC advised her role was to provide an overview of the 
information from Sussex Police. The PCC reported that Sussex 

Police where one of eighteen force areas to receive additional 
funding from the Serious Violence Fund to enable them to further 
investigate the problem of possession and use of offensive 

weapons. The Panel requested an updated report on both the 
spending of the additional funding, and a more comprehensive 

consideration of the data behind the figures in paragraphs 5.2 and 
5.3 to return to the September 2019 meeting.  

• Members of the Panel reported they were not aware that during a 

999 call if a person is in danger and unable to speak, they can enter 
55 on their telephone keypad. They suggested more publicity 

around this would be useful. The PCC advised that if prompted the 
caller can press 55 and the operator will transfer them to the police. 
The initiative had been publicised recently, however the PCC would 

raise this with the Chief Constable. The Chairman suggested all 
ways of contacting the police be provided to the Panel via the action 

list.  
 

37.3 Resolved –  
 

1. That the Panel requests an updated report in September 2019 on 

the spending of the additional £1m from the Serious Violence Fund, 
to include a more comprehensive breakdown of the data on 

possession and use of offensive weapons. 
2. That the Panel notes the report.  

 

38.   Quarterly Report of Complaints 
 

38.1 The Panel considered a report from the Clerk to the Panel, providing 
an update on complaints received in the last quarter. 
 

38.2 The Clerk drew members attention to paragraphs 1.6.3, and 1.6.4. 
 

38.3 Resolved – that the Panel agreed to note the report. 
 

39.   Commissioner's Question Time  

 
39.1 The Chairman invited questions from the Panel for the 

Commissioner. A summary of the main questions and responses were as 
follows: 
 

• Members of the Panel noted that in other parts of the country, 60% 
of crimes reported were no longer investigated or closed within 24 

hours. Is the Commissioner, in consultation with the Chief 
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Constable, convinced that Sussex Police’s figures are more 

encouraging to those who wish to report crime, bearing in mind the 
low levels of reporting. The PCC advised that crimes were dealt with 
in many different ways, and enforcement at the end isn’t always the 

outcome. There is a huge reliance on crimes being accurately 
recorded in the first instance, in order for the correct results to be 

achieved.  
• Members of the Panel further suggested that confidence in the 

police was undermined by these negative reports of non-

investigation, and what were Sussex Police doing to ensure positive 
messaging about the importance of reporting crime. The PCC 

explained in circumstances where immediate response wasn’t 
required or necessary, the report is recorded as an incident and 
then passed to a local prevention team to devise a plan of action. 

The person who reports the crime would not be fed back the 
progress or action taken because it would be unfeasible to do so in 

every case. Technology was being considered by Sussex Police, and 
forces nationally, in order to give the public confidence that action is 
being taken where reports are made. Online reporting and feedback 

loops were being trialled to try and tackle this issue, but intelligence 
from the public remains vital.   

• Members noted the heavy equipment police were required to wear, 
and asked whether there were plans to revise this for reasons of 
health and safety. The PCC confirmed that officers were required to 

carry a large amount of equipment, but that is was now much 
lighter than it used to be. The PCC explained that police equipment 

was procured nationally, but that she had the responsibility for 
estates and ensured adequate gym and occupational health 

facilities. The PCC encouraged members of the public to thank 
police when they see them. 

• Members noted at a previous meeting of the Panel a HMIC report 

had uncovered problems with accurate reporting. The Panel were 
subsequently reassured by the PCC there were no problems going 

forward. The report on Sussex Police’s response to the use and 
possession of offensive weapons has highlighted that knife crime 
was not being recorded in the correct way. Is the PCC concerned 

that there are fundamental issues with the way crime types are 
reported, and if so what is proposed to be done about it. The PCC 

advised she was monitoring the integrity of how crimes were 
recorded. It was around 5 or 6 years ago that HMIC did their crime 
integrity inspection, and Sussex Police were the highest performing 

force at that time when it came to accuracy of recording. The issue 
of the offensive weapon recording identified a lack of process, so 

other crime types are now being considered to ensure there are no 
other discrepancies. HMIC is expected to undertake another 
investigation into crime data integrity in the near future.  

 
40.   Date of Next Meeting and Future Meeting Dates  

 
40.1 The next meeting of the Panel would take place on 28 June 2019 at 
10.30am at County Hall, Lewes. The Chairman thanked those members 

of whom it would be their last meeting for their hard work on the Panel. 
 

The meeting ended at 12.08pm 
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Chairman 
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Recommendations

That the Panel: 

1. Agrees that Brighton and Hove City Council be invited to appoint a 
Conservative second representative to the Panel.

2. Agrees if either or both of East or West Sussex County Councils should be 
invited to appoint an additional local authority member (see para 2.7), for a 
one-year period of office; and

3. Subject to agreeing recommendations 1 and 2, agrees the appointment of a 
Liberal Democrat councillor from East Sussex County Council (see 2.8 and 
2.9), to take effect immediately. 

1. Background

1.1 The Constitution of Sussex Police and Crime Panel requires it to review its 
political make-up and size once a year, at its annual meeting.

1.2 To inform this consideration, following May’s local authority (LA) elections, 
officers in each of the 15 local authorities in Sussex provided the host 
authority with details of the political make-up of their authority, summarised 
in Appendix 1.

1.3 For comparison, Appendix 2 gives the equivalent data for 2018/19.

2. Discussion

2.1 The Panel at its annual meeting must consider the political composition of 
borough, county, district and unitary authorities across Sussex to ensure that 
the political proportionality of the Panel mirrors (as closely as is practical) the 
political make-up of Sussex as a whole. During the review of the membership 
the Panel must agree: if it approves the reappointment of the independent 
co-opted members (see item 1 of this agenda); the political affiliation of the 
second Brighton and Hove City Council representative if the county councils 

Sussex Police and Crime Panel

28 June 2019

Annual Review of Membership and Proportionality

Report by The Clerk to Sussex Police and Crime Panel 
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in Sussex should provide a second representative; and the political affiliation 
of any additional county council members.

Additional Local Authority Members

2.2 Schedule 6, paragraph 31 of the Police Reform and Social Responsibility Act 
2011 requires the Panel to consider (“from time to time”) whether available 
seats could be assigned to additional local authority (LA) members to enable 
the balanced appointment objective to be met, or more effectively met. If so, 
the Act requires the Panel to exercise this option. The balanced appointment 
objective is that the LA Members of the Panel (when taken together) 
represent the political make-up of the relevant local authorities (when taken 
together). 

2.3 The Panel can have no more than 20 members. Given that two must be 
Independent Members, the Panel can have a maximum of 18 LA Panel 
Members. However, while understanding the underlying statutory duties, the 
shadow Panel (which met during summer 2012) supported a guiding principle 
that the Panel should strive to have as few members as possible.

2.4 The Constitution grants Brighton and Hove City Council (BHCC) an additional 
seat, to address geographical imbalance. The additional seat needs to be re-
appointed by BHCC annually, and must be used, as far as possible, to 
redress any political imbalance. 

2.5 Referring to appendix 1, as BHCC has no Liberal Democrat councillors, the 
allocation of the second BHCC seat to a Conservative councillor for 2019/20 
is the most effective means of contributing towards the balanced 
appointment objective. 

2.6 For clarity, (including an additional Conservative member from BHCC, based 
on the recommendation set out in para 2.9) a 16-councillor Panel (15 
principal members + the second BHCC appointment) for 2019/20 would 
comprise:

Conservative: 9
Labour 3
Liberal Democrat: 2
Green 1
Association of Independents 1

Total “core” LA members:16

2.7 The Panel Constitution states that an additional Local Authority Member may 
be appointed from each of the county councils on the agreement of the 
Panel, to address any perceived imbalance in political proportionality. Such 
members will have a one-year period of office. The Panel should today review 
its proportionality against the political make-up of Sussex and determine the 
arrangement it wishes to operate for 2019/20.

2.8 In 2018/19 East Sussex County Council was invited to appoint an additional 
Liberal Democrat councillor.  Considering the data in appendix 1, and 
assuming under recommendation 3 that the Panel agrees the additional 
member from BHCC for 2019/20 is Conservative, the most politically 
proportionate Panel would arise if one of the county councils were to appoint 
a Liberal Democrat councillor.
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2.9 Since the Liberal Democrats hold 11 of 50 seats in East Sussex County 
Council (ESCC), but 9 of 70 seats in West Sussex County Council, it is 
proposed that, for this year, ESCC be again invited to appoint an additional 
Liberal Democrat councillor for 2019/20.

2.10 For clarity, make-up of the resulting 17-councillor Panel, by political party, 
will be as below (shown in parenthesis is the politically proportionate 
aspiration):

Conservative: 9 (8.98)
Labour 3 (3.13)
Liberal Democrat: 3 (2.56)
Green 1 (1.04)
Association of Independents 1 (0.34)

Total LA Members 17

3. Resource Implications and Value for Money

3.1 For 2019/20, the Home Office will provide up to £920 per Panel Member for 
travelling expenses.

4. Risk Management Implications

4.1 The Panel must strive to be politically and geographically proportionate. 
Failure to adequately do so risks breaching the relevant terms of the Act.

5. Other Considerations – Equality – Crime Reduction – Human Rights 

5.1 Not applicable. 

Tony Kershaw
Clerk to Sussex Police and Crime Panel

Contact:

Ninesh Edwards 
(T) 0330 222 2542
(E) ninesh.edwards@westsussex.gov.uk

Appendices

Appendix 1 - Political Make-up of Sussex Local Authorities (19/20)
Appendix 2 - Political Make-up of Sussex Local Authorities (18/19) 
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Political Make-Up of Sussex Local Authorities (May 2019)

Authority

Principal 

Member's 

Party

Con LD Lab Green AOI2

Arun 

Ind

Group

Ind 

Dem

Green 

and Ind 

Burgess 

Hill*

ESCC

Ind

Group
UKIP

CDC

Local 

Alliance

LDC

Ind

Group
Ind1

Shoreham 

Beach 

Residents' 

Assoc

Vacancy Total

Adur Cons 16 8 1 2 2 29

Arun Lib Dem 21 22 1 2 7 1 54

Brighton & Hove Lab 14 20 19 1 54

Chichester Cons 18 11 2 2 2 1 36

Crawley Lab 17 19 36

East Sussex Cons 30 11 4 2 3 50

Eastbourne Lib Dem 9 18 27

Hastings Lab 8 23 1 32

Horsham Cons 32 13 2 1 48

Lewes Green 19 8 3 9 2 41

Mid Sussex Cons 34 13 4 3 54

Rother AOI 14 8 3 13 38

Wealden Cons 34 4 2 4 1 45

West Sussex Cons 56 9 5 70

Worthing Cons 22 3 10 1 1 37

Total 344 120 98 36 13 7 6 4 3 2 2 2 12 2 651

Proportionality 52.84% 18.43% 15.05% 5.53% 2.00% 1.08% 0.92% 0.61% 0.46% 0.31% 0.31% 0.31% 1.84% 0.31%

Seats 16 8.45 2.95 2.41 0.88 0.32 0.17 0.15 0.10 0.07 0.05 0.05 0.05 0.29 0.05

Seats 17 8.98 3.13 2.56 0.94 0.34 0.18 0.16 0.10 0.08 0.05 0.05 0.05 0.31 0.05

Seats 18 9.51 3.32 2.71 1.00 0.36 0.19 0.17 0.11 0.08 0.06 0.06 0.06 0.33 0.06

Summary of 15 Principal Members:                                     Conservative 8
Labour                                  3 3
Liberal Democrat                 2
Green 1
Assoc of Independents 1

Notes:

Ind1  Proportionality calculated for a group. However, since this category comprises several separate independent members, the actual proportionality is lower

AOI2  Association of Independents

* This was updated following the statutory despatch, there is no change to proportionality. 

P
age 19

A
genda Item

 6
P

roportionality R
eport A

ppendix 1

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text

gyum3590
Typewritten Text



T
his page is intentionally left blank



Political Make-Up of Sussex Local Authorities (May 2018)

Authority Control Con Lab LD UKIP Green Ind1 Ind Dem
Arun Ind

Group

CDC

Ind

Group

ESCC

Ind

Group

LDC

Ind

Group

Ind

Green

SBRA/I

nd

Ind

Cons AOI2 Vacancy Total

Adur Con 16 7 4 2 29
Arun Con 43 1 7 3 54
Brighton & Hove NOC Labour 20 22 11 1 54
Chichester Con 39 5 4 48
Crawley Lab 17 20 37
East Sussex Con 30 4 11 2 3 50
Eastbourne LD 8 18 1 27
Hastings Lab 8 24 32
Horsham Con 38 4 2 44
Lewes NOC Con 20 11 3 6 1 41
Mid Sussex Con 53 1 54
Rother Con 31 3 1 3 38
Wealden Con 49 2 4 55
West Sussex Con 56 5 9 70
Worthing Con 28 5 2 1 1 37
Total 456 88 71 5 14 6 6 3 4 3 6 1 2 2 3 0 670
Proportionality 68.06% 13.13% 10.60% 0.75% 2.09% 0.90% 0.90% 0.45% 0.60% 0.45% 0.90% 0.15% 0.30% 0.30% 0.45%
Seats 16 10.89 2.10 1.70 0.12 0.33 0.14 0.14 0.07 0.10 0.07 0.14 0.02 0.05 0.05 0.07
Seats 17 11.57 2.23 1.80 0.13 0.36 0.15 0.15 0.08 0.10 0.08 0.15 0.03 0.05 0.05 0.08
Seats 18 12.25 2.36 1.91 0.13 0.38 0.16 0.16 0.08 0.11 0.08 0.16 0.03 0.05 0.05 0.08
Summary of council control across Sussex:                 Conservative                       11

Labour                                  3

Liberal Democrat                 1

Notes:

Ind1  Proportionality calculated for a group. However, since this category comprises several separate independent members, the actual proportionality is lower

AOI2  Association of Independents
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Sussex Police and Crime Panel

28 June 2019

Public Questions to the Commissioner and Panel

Report by the Clerk to the Police and Crime Panel

The table below provides a schedule of the questions received prior to this meeting and where possible responses have been 
included. Responses will be tabled at the meeting that were not available at the time of despatch. Written Questions must be 
received 2 weeks before a meeting of the Panel and the Commissioner or Panel Chairman is invited to provide a response by 
noon of the day before the meeting. 

Questions that relate to operational matters of Sussex Police will be passed to a relevant officer at Sussex Police for a 
response and a brief summary of the question will be provided below. For the current meeting nine questions have been 
received for a response by the Commissioner.   

Question Response
1. Could you please explain to me why you are not recruiting Special Constables, when there is 
a shortage of officers? I have been looking on your website but there is nothing there.

Mr Novo, North Bersted. 

2. I realise this may appear to be a very operational issue, only we have taken this problem up 
with local PCSO's up through the ranks right up to the PCC before over a number of years. We 
were informed some time ago that up to 400 vehicles were checked and none were found 
speeding. However, on a daily basis a large number of drivers are still speeding along the 
40MPH roads within Ford and the police don't seem to do anything to stop this from 
happening. 

As a member of Ford Parish council, I have raised this problem a number of times at meetings, 
some of which a representative of Sussex police attended and still nothing seems to be done to 
stop the drivers from speeding along the 40MPH roads within Ford, especially near the railway 
crossing. Even if a camera was put up or a police car was parked from time to time, it may 
show the speeding drivers that a check is being made on a regular basis and then they would 
start staying within the 40MPH. 

Given the PCC gave a commitment that the 18/19 precept increase would in part fund 
improvements in roads policing, is the Commissioner satisfied the investment has been well 
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spent? Has the Commissioner noticed a reduction in correspondence from residents in other 
parts of Sussex on this issue?

Mr and Mrs Merritt, Ford. 

No background papers.  
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Recommendations

That the Panel: 

1. Reviews, puts questions to the Commissioner, and makes recommendations 
on the Annual Report and draft Financial Outturn Report for 2018/19. 

1. Background

1.1 In accordance with the Police Reform and Social Responsibility Act 2011, the 
Commissioner must provide the Panel with their Annual Report, and the Panel 
must question the Commissioner and review it. 

1.2 Following the meeting, the Panel must make and publish a report to the 
Commissioner. The Commissioner must respond to the report and publish the 
response.

2. Discussion

2.1 The content and structure of the Report should be determined on the basis of 
local preferences and need, and might include:

o How the PCC has exercised and fulfilled his statutory duties and functions in 
each financial year

o The progress that has been made in the year in meeting the objectives in 
the PCC’s Police and Crime Plan

o End-of-year performance against any targets set, including exception 
reporting on any areas in which performance has substantially fallen short 
of, or exceeded, expectations

Sussex Police and Crime Panel

28 June 2019

Sussex Police and Crime Commissioner’s Annual Report and 
Financial Outturn Report 2018/19

Report by The Clerk to Sussex Police and Crime Panel 
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o Performance outcomes in relation to specific crime, community safety or 
criminal justice grants or feedback on delivery at a geographical area or 
departmental level 

o End-of-year financial positions, including how resources have been allocated, 
details of any significant under or overspend and the decisions made with 
regard to council tax precept

o Aims and aspirations for the following year, based on any re-evaluation of 
local need.

2.2 Following the meeting, a report will be prepared in consultation with the 
Chairman, and dispatched and published within two working days. 

Tony Kershaw
Clerk to Sussex Police and Crime Panel

Contact:

Ninesh Edwards 
(T) 0330 222 2542
(E) ninesh.edwards@westsussex.gov.uk
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To:  The Sussex Police & Crime Panel 

From: The Sussex Police & Crime Commissioner 

Subject: The Sussex Police & Crime Commissioner’s Annual Report and 

Financial Outturn Report 2018/19 

Date: 28 June 2019 

 
1.0 Introduction 

 
1.1 This report provides an update on performance against the policing and crime 

objectives set out in the Police & Crime Plan 2017/21 for the period 1 April 

2018 to 31 March 2019. 
 

1.2 The PCC has a statutory duty to produce an Annual Report as set out in Chapter 
3 – Section 12(1) of the Police Reform and Social Responsibility Act 2011.  
 

1.3 The content of the Annual Report should include (a) the exercise of the elected 
local policing body’s functions in each financial year, and (b) the progress which 

has been made in the financial year in meeting the policing and crime 
objectives in the body’s Police & Crime Plan. 
 

2.0 Police & Crime Plan 2017/21  
 

2.1 The Commissioner published a new Police & Crime Plan on 31 March 2017 
which set out the strategic policing direction for the county and with objectives 
for how policing services will be delivered in Sussex up to 2021. 

 
2.2 A small refresh to the Plan was carried out by the Commissioner in April 2019 

to ensure that it remains current, up-to-date and fit for purpose.  
 
2.3 The four policing and crime objectives in the Plan remain unchanged: 

strengthen local policing; work with local communities and partners to keep 
Sussex safe; protect our vulnerable and help victims cope and recover from 

crime and abuse and improve access to justice for victims and witnesses.  
 

3.0 Progress made in 2018/19 
 

3.1 The achievements, areas of work and progress made by the Commissioner and 

her office in 2018/19 are summarised in the Annual Report under each of the 
four policing and crime objectives in the Plan.  

 
3.2 The draft financial outturn position for the year ended 31 March 2019 is 

included within the report, ahead of the audited accounts being published on 31 

July 2019. 
 

 
 
Mark Streater          

Chief Executive & Monitoring Officer  
Office of the Sussex Police & Crime Commissioner  
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ANNUAL
REPORT
2018/19

Stay in Touch
The Office of the Sussex
Police & Crime Commissioner

Sackville House

Brooks Close

Lewes

East Sussex 

BN7 2FZ

@sussexPCC

www.sussex-pcc.gov.uk

Or you can contact the office on: 01273 481561

Please visit my website and sign up to

my email newsletter: www.sussex-pcc.gov.uk
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The following pages in this report
show the extent of my
responsibilities as your elected
Police & Crime Commissioner (PCC)
to ensure an efficient and effective
police force exists in Sussex. The
report also highlights some of the
programmes I lead to prevent crime
and protect vulnerable people,
together with the services I support
to help victims of crime.

From savings to investment: Last year marked a
turning point for Sussex Police, with an
unprecedented funding injection from a £12
increase in the police precept and £17m which I
authorised from our reserves. This reduced the
substantial savings requirement facing the Force,
meaning that we could protect 476 posts and
start to recruit the extra police officers the public
had been calling for.

Acting on your concerns: In response to the boost
in funding, the Chief Constable developed a
Transformation Strategy to guide the Force over
the next four years. It included a commitment to
increase and improve visible policing and to
address the main local policing concerns of
residents: contacting police; rural crime; anti-social
behaviour; safer roads; theft and burglary and
feeling safe in public spaces and at night time.

WELCOME TO MY 2018/19 ANNUAL REPORT

1
INTRODUCTION  

5

This was welcome news to communities across
the county – particularly those in rural and
isolated areas – who wanted the reassuring
presence of uniformed policing.

Strengthening local policing: It takes time to
attract, recruit, train and then deploy trained
police officers. However, the Force geared up its
recruitment and training processes and by the
end of the year had recruited 270 officers (some
of whom were needed to replace those leaving
or retiring).

As Sussex Police was seen to be strengthening
local policing, the public were supportive and
looking forward to seeing more officers.

Support for visible policing: In the focus groups
and consultations I held from November 2018 to
January 2019, people were clearly in favour of
paying more for policing within their council tax
in the coming year if they could see and feel the
presence of more police. 

The Chief Constable acknowledged that residents
missed their Police Community Support Officers
(PCSOs) after the changes to deployment that
started in 2015. By the end of the year, the Force
presented a proposal to me to put 100 new
PCSOs back into communities, with more powers
and more training to help their police officer
colleagues with investigations. 

The Force also asked me to support the
recruitment of 50 more police officers as well as
50 investigators and specialist staff.

After the Government lifted the cap on local
police precept levels, I was able to take a
proposal to the Police & Crime Panel in February
2019 to increase the precept in Sussex by £24 for
a Band D household. 

Biggest recruitment push for over ten years:
For the first time ever, Panel members were
unanimous in their support of the increase. As a
result, the Force was able to step up recruitment
plans in the biggest expansion for over 10 years,
planning to bring in 400 more officers, PCSOs
and specialist staff by 2023.

Performance: Policing is not just about numbers,
though. I was pleased that Her Majesty’s
Inspectorate of Constabulary and Fire & Rescue
Services (HMICFRS) have previously judged
Sussex to be good across each of the areas of
Police Effectiveness, Efficiency and Legitimacy
(PEEL).

I continued to webcast my scrutiny of Force
performance through the monthly Performance
and Accountability meeting (PAM), with a focus
on the non-emergency call handing time to 101,
violent crime and anti-social behaviour. It was
through my persistence in the PAMs that the
Force had to acknowledge it had not been
accurately recording knife crime.

Under-reported crime means that victims are not
getting justice and perpetrators are still free to
harm others. Therefore, I have been driving
better services for victims of domestic and sexual
abuse, along with more awareness of domestic
abuse, sexual offences and stalking, so victims
have the confidence they will be taken seriously.

A key responsibility of a PCC is to listen to public
concerns and articulate them to the Chief
Constable to help guide police priorities,
especially regarding neighbourhood policing. I
speak to thousands of people across the county
every year, collating public feedback and ideas
and making sure individuals feel that their voices
are heard. 

Local communities often have the best ideas for
preventing crime, which is why I am still committed
to making funds available from my Safer in Sussex
Community Fund. Since I became PCC, 292
projects in Sussex have been backed with over
£1.5m of funds. Another 44 projects have
benefited from this funding in the last year alone.

The award-winning Sussex Restorative Justice
Partnership (SRJP) is consistently delivering well
above the national average in outcomes for
victims of crime seeking restitution. There were
334 referrals with 187 outcomes and 73% face to
face conferences. The SRJP continues to support

Police & Crime Commissioner Annual Report 2018/19
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6

restorative justice when delivered through the
Community Remedy process, with 231 cases
successfully resolved through this option. 

I am particularly delighted that our Independent
Custody Visiting (ICV) Scheme was one of only
two schemes to be recognised with Platinum
status by the ICV Association for safeguarding
those individuals who are detained in police
custody.

Over the past year, we have worked more closely
with Community Safety Partnerships (CSPs)
following a review that rebalanced the allocation
of the £1.2m in funds I provide to the 12 CSPs,
West and East Sussex County Councils and
Brighton & Hove City Council. My Partnerships
team have reported improved collaboration
between CSPs and partners, with further
collaborative work to address countywide
problems.

Some of those countywide issues are modern
slavery; county lines and serious organised crime
leading to both exploitation of young people and
serious violence. Over the past year (and into
next year), I have funded a dedicated Modern
Slavery Delivery Manager post to develop
training and awareness packages within the
Force and to help regional partners co-ordinate
their response.  

To help prevent young people being drawn into
crime and serious violence, my office secured
£891,000 last autumn to develop an Early
Intervention Youth Programme which we have
branded as REBOOT.

As chair of the Sussex Criminal Justice Board I
get to hear what works in preventing crime and
re-offending as well as how victims of crime may
be left to feel further victimised by an impersonal
and often antiquated justice process.

That is why I remain committed to funding the
best value and best quality services for crime
victims to help them cope and recover. It is also
why I continue to drive the Video Enabled Justice
Programme – a unique approach in harnessing
technology to make court appearances easier
and more comfortable and drive huge savings for
police and criminal justice partners.

Over the past 12 months, there has been
continuing collaboration with regional forces and
PCCs through the South East Regional
Integration Partnership (SERIP). This has
identified 500 potential projects where sharing
technology, aligning processes and creating
common systems will improve data sharing,
forensics and digital investigations.

None of the programmes and results described in
this report could have been achieved without the
dedication and professionalism of my staff and a
host of police officers and police staff at all ranks
and grades, or without the enthusiasm and
perseverance of our partners and countless
volunteers.

I also wanted to thank Sussex residents for their
continuing support as I seek to keep your county
a safe place to live with a trusted police force
that responds to your concerns.

I look forward to continuing to build on our
collective achievements over the next year to
keep us all Safer in Sussex.

KATY BOURNE OBE

Sussex Police & Crime Commissioner

7

2
PROGRESS MADE
AGAINST THE
POLICING AND
CRIME OBJECTIVES  

Police & Crime Commissioner Annual Report 2018/19
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POLICE OFFICER
RECRUITMENT
In 2018/19, the PCC protected 476
police officer and staff posts and put
plans in place to recruit an additional
200 police officers by March 2022. 
Following a public consultation, the PCC was given
public support to increase the policing part of the
Council Tax for 2018/19. This added an extra £12 a
year per Band D property and was supported and
endorsed by the Police & Crime Panel at their
meeting in January 2018. This precept increase,
together with the use of £17m of reserves, reduced
the funding gap for Sussex Police and enabled the
Force to invest in these additional police officers. 

INCREASED REPORTING
The PCC has continued to seek an
increase in the reporting of under-
reported crimes to ensure that:
•   victims have confidence to report these

crimes to Sussex Police

•   vulnerable victims identified can be fully
supported

•   offenders are brought to justice for their
actions

* across 2018/19, in comparison to the same period a year earlier 

2a
STRENGTHEN
LOCAL POLICING

• Ensure local policing services are
accessible

• Provide effective specialist
capabilities to support local
policing

• Maintain engagement in the
delivery of local policing services
to improve public confidence

227 MORE REPORTS OF
HATE CRIMES (+10%)*

2,450 MORE REPORTS
OF DOMESTIC ABUSE
(+17%)*

“In 2019/20, I increased the
precept by £24 per year for an
average Band D property. This
extra investment will ensure that
by March 2023 there are 250 more
police officers, 100 more Police
Community Support Officers and
50 more specialist staff than there
were in March 2018 – a total
increase of 400 individuals.”

89 MORE REPORTS OF
MODERN SLAVERY
(114%)*

123 MORE REPORTS OF
SERIOUS SEXUAL
OFFENCES (+4%)*

23 MORE REPORTS OF
HUMAN TRAFFICKING
(110%)*

61 MORE REPORTS OF
CHILD SEXUAL
EXPLOITATION (+8%)*
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WIDEST PUBLIC
ENGAGEMENT TO DATE 
The PCC continued to participate in a
range of public engagement events
through her #TalkSussex programme,
providing residents with the
opportunity to inform local policing
and budget decisions and discuss any
issues or concerns directly. Over the
past year, a number of surveys and
polls provided further mechanisms for
the public to have a say about local
policing and crime issues in Sussex.

As in previous years, the PCC continued to take
part in telephone surgeries allowing residents
greater access and the ability to speak to their PCC
directly. During 2018/19, the Office of the Sussex
Police & Crime Commissioner ran a series of 14
geographically-based focus groups and public
meetings, with specialist groups across Sussex, to
understand better the public’s views about policing
issues in their area. These took place at: Arundel;
Battle; Burgess Hill; Crawley; Eastbourne; East
Grinstead; Hailsham; Hastings; Horsham; Hove;
Midhurst; Newhaven; Ticehurst and Uckfield.  

The PCC’s Communications and Insight Team
have an established evaluation process to see
where and how the work of the PCC is reported
in the media, newspapers, broadcast and online.
This measures the proportion of media coverage
on the policing and crime objectives set out in
the Police & Crime Plan and showed the highest
levels of media coverage for the last six years.

ESTABLISHED AN EARLY
INTERVENTION YOUTH
PROGRAMME: REBOOT 
The PCC secured a total of £891,616
from the Home Office – the 7th highest
award in England and Wales – to divert
young people away from crime as part
of a two-year programme. 
This funding was secured following a successful
application to the Early Intervention Youth Fund
after demonstrating that ‘county lines’ is one of
the biggest emerging threats in Sussex. County
lines is a term used to describe gangs and
organised criminal networks involved in
exporting illegal drugs into one or more
importing areas within the UK, using dedicated
mobile telephone lines. 

The PCC has used the funding to establish a
Sussex Early Intervention Youth Programme,
called REBOOT, with the aim of engaging
positively with those under the age of 18 at risk
of committing serious violence, and those who
have already come to the attention of the police
through anti-social behaviour and low-level
crime. REBOOT will work with local authorities
and statutory partners in health, police and
probation, together with schools and other
educational establishments, and the Voluntary,
Community and Social Enterprise (VCSE) sector.

SUSSEX POLICE 2018/22
TRANSFORMATION
STRATEGY 
The Sussex Police 2018/22
Transformation Strategy was
launched in April 2018 and set out
how the Force would use the
additional funding raised by the
precept uplift in 2018/19 and the use
of reserves, to modernise and
strengthen local policing in Sussex.

The Transformation Strategy describes how
Sussex Police will strengthen local policing
through the Local Policing Model (LPM). The LPM
is intended to create a modern workforce of
highly trained officers and staff, who are able to
respond dynamically to the needs of the public
and the changing types of crime, based on
threat, risk and harm. The PCC has continued to
hold the Chief Constable to account for the
delivery of the LPM in respect of police officer
and staff numbers, recruitment timescales and
public confidence and engagement. 

Police & Crime Commissioner Annual Report 2018/19 Police & Crime Commissioner Annual Report 2018/19

LAUNCH OF A RURAL
CRIME STRATEGY
The PCC remains strongly committed
towards ensuring that rural crimes are
taken as seriously as urban crimes in
Sussex. In September 2018, the
Sussex Police Rural Crime Strategy
was launched and outlined how the
Force will incorporate rural crime and
protecting rural communities into the
wider approach to deliver their
policing priorities. 

The Strategy recognises both the specific crime
types which can affect rural communities as well
as the unique vulnerabilities of those who live
and work in rural areas. The Strategy will provide
an enhanced understanding of rural-specific
crimes and the scale and impact that these
crimes can have.

A ‘Rural Crime Network’ of 40 police officers and
staff has been developed to provide extra
awareness around what rural crime is and the
impact it can have. All new recruits will each be
given specific and practical rural and wildlife
crime training from local farmers during their
initial training. The Force is deploying the latest
technology for rural policing through the greater
use of Automatic Number Plate Recognition
(ANPR) and drone technology. 

“I will keep this Strategy under
constant review to ensure that it
delivers the best possible
outcomes for all rural residents and
stakeholders.”

ANPR AND DRONE
TECHNOLOGY ARE USED
TO SUPPORT RURAL
POLICING

£891K SECURED -
7TH HIGHEST IN THE
COUNTRY

The PCC has also secured further
funding of £1.340 million from the
Serious Violence Fund to tackle
serious violence in Sussex, with a
particular focus on knife crime.
Sussex Police was one of 18 police
force areas in England and Wales
to be awarded this funding. 
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The PCC continued to hold Sussex
Police to account for police
effectiveness, efficiency and
legitimacy (PEEL) to improve the
service provided to people in Sussex. 
Her Majesty’s Inspectorate of Constabulary and
Fire & Rescue Services (HMICFRS) have
previously judged the Force to be ‘good’ in
respect of the efficiency, effectiveness and
legitimacy with which it keeps people safe and
reduces crime. 

HMICFRS will again inspect the performance of
Sussex Police in each of the core PEEL inspection
areas across 2019/20. 

The inspection reports for Sussex continue to
remain subject to extensive scrutiny by the PCC
at her webcast Performance & Accountability
Meetings (see below). 

As per her statutory obligation, the PCC has
responded to each of the inspection reports –
these can be viewed here: https://www.sussex-
pcc.gov.uk/get-involved/watch-live/

POLICE EFFECTIVENESS, EFFICIENCY AND
LEGITIMACY INSPECTION 

The PCC continued to use publicly
webcast monthly Performance &
Accountability Meetings (PAMs) to
hold the Chief Constable to account
for the performance of Sussex Police. 

The PAMs continue to provide transparency
over a broad range of police functions and
decisions. In 2018/19, challenges in the PAM
included non-emergency call handling times,
response times, road safety, and police
officer recruitment. 

As a result of this public scrutiny,
improvements have been made to a number
of areas within Sussex Police including the

accuracy of knife crime recording, improved
use of the Threat, Harm, Risk, Investigation,
Vulnerability and Engagement (THRIVE)
decision-making model, and changes to the
Force’s response and prevention capabilities
for rural crime.

The PAMs continue to be recognised as
good practice nationally by both the Home
Secretary and the Minister of State for
Policing and the Fire Service. Each of the
PAM sessions are archived and, together
with the minutes from the meetings, can be
viewed in full here: https://www.sussex-

pcc.gov.uk/get-involved/webcasting/

PERFORMANCE & ACCOUNTABILITY MEETINGS 

Police & Crime Commissioner Annual Report 2018/19 Police & Crime Commissioner Annual Report 2018/19

2b
WORK WITH LOCAL
COMMUNITIES AND
PARTNERS TO KEEP
SUSSEX SAFE

• Encourage and support local
communities to prevent crime
disorder

• Work with partners to reduce
offending and reoffending

• Catch criminals and prevent serious
and organised crime and terrorism
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The PCC’s Sussex Restorative Justice
Partnership (SRJP) continued to
provide successful outcomes for crime
victims seeking restitution and closure
by confronting perpetrators and
describing the impact of their crime on
them and their family.

The SRJP follows national best practice and
brings together twenty statutory and voluntary
sector organisations across Sussex with a joint
commitment “to create and offer a complete
victim-focused restorative justice service at
different stages in the criminal justice system
for all victims of crime.”

Since its establishment, the SRJP has won a
number of awards, including ‘Finance
Innovation – Best Use of Public Money’ and
national ‘Quality Mark’ recognition. The
National Police Chiefs’ Council (NPCC) also
identified the SRJP as a ‘best practice’ model
for others to follow during their visit in 2018/19.

The award winning SRJP continues to evolve
and respond to the needs of victims and
offenders who seek remedies alongside or as
an alternative to justice through the courts. The
SRJP has also been able to support its wider
membership with Brighton & Hove becoming a
‘Restorative City’ and supporting members of
the Citywide Champions Network to become

‘Quality Marked’ and ‘Accredited’. The PCC
remains committed to supporting innovation
and the development of restorative justice and
associated practices across the county.

In 2018/19, a total of 334 referrals were made
to the SRJP and taken forward by the three
Restorative Justice Hubs in Brighton & Hove,
East Sussex and West Sussex. A total of 187
restorative outcomes were delivered across
this period, of which 138 (73%) were face-to-
face conferences. A further 164 finalisations
were also made across the year where both
parties were satisfied with the final outcome.
The SRJP continues to support Out of Court
Disposals delivered through the Community
Remedy process – with 231 cases resolved
through this particular option. The volume of
referrals and outcomes demonstrated by the
SRJP continues to remain well above the
national average. 

In December 2018, BBC News attended and
filmed an event held by an SRJP member in
Her Majesty’s Prison Lewes where offenders
and victims described the lasting impact of
restorative justice on them and their loved
ones. The High Sheriffs in Sussex were also
witness to similar evidence at other events held
during National Restorative Justice Week in
2018/19.

NATIONALLY RECOGNISED RESTORATIVE
JUSTICE PARTNERSHIP 

14

QUALITY MARK
RECOGNITION AND
NATIONAL AWARDS

231 OUT OF COURT
DISPOSALS SUPPORTED
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The PCC allocated £151,623 from her
SiSCF in 2018/19 to support 44 local
projects across Sussex to tackle crime
and improve community safety,
including support for young and older
people, homelessness, scams and
fraud awareness and businesses
affected by crime.  

The Safer in Sussex Community Fund (SiSCF)
provides financial support (grant awards up
to £5,000) to a diverse range of local
organisations and community projects that
aim to reduce crime and improve community
safety. In total, £1.527m has been allocated to
support 292 projects since the SiSCF was
created. 

A list of each of the successful applications to
the SiSCF can be viewed in full here:
https://www.sussex-pcc.gov.uk/apply-for-
funding/

SAFER IN SUSSEX COMMUNITY FUND 

The PCC protected community
safety funding in 2018/19 for the
sixth year running. A total of £1.2m
was allocated to Brighton & Hove
City Council, East Sussex County
Council and West Sussex County
Council and each of the 12
Community Safety Partnerships
(CSPs) in Sussex. 

Many of the CSPs have been working
increasingly more collaboratively across
2018/19 and it is evident that strong
working relationships exist with wider
partnership members and the local
communities. In February 2019, the PCC
welcomed the formal merger of the Lewes
and Eastbourne CSPs.

Further to the review of CSP funding that
was completed in 2017/18, a new funding
formula has been established to rebalance
the funds better across the county – this
will apply from 2019/20 onwards. Work to
scope, establish and support centrally
commissioned projects will continue next
year too. 

The PCC continues to support the CSPs to
implement activity and to respond
dynamically to emerging threats and issues
in line with their strategic objectives. The
PCC has also made a further commitment
to protect the community safety funding in
2019/20. 

COMMUNITY SAFETY PARTNERSHIP FUNDING

£1.53 MILLION FOR 292
COMMUNITY PROJECTS
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SUSSEX CRIMINAL
JUSTICE BOARD  
The PCC continued to chair the
Sussex Criminal Justice Board
(SCJB) to convene and
coordinate the activity of local
criminal justice agencies.
The SCJB aims to improve access to justice,
reduce offending, and expand the use of
restorative justice across Sussex. The SCJB also
wants to improve outcomes and support for
victims and witnesses and to reduce re-offending
through enhanced pathways for offenders as part
of their two-year Delivery Plan.

The SCJB remains committed to tackling
domestic abuse, rape and serious sexual offences
through multi-agency groups and performance
scrutiny. The provision of accommodation for

homeless offenders has emerged as a priority for
the SCJB in 2019/20 – building on from a
successful event held at Her Majesty’s Prison Ford
in March 2019 that brought together key criminal
justice, local authority and third sector partners.

The PCC continues to lead the innovative Video
Enabled Justice Programme that will enable
police officers and staff to give evidence
remotely from a police station without the need
to physically attend court through the provision
of ‘Live Links’ across the Sussex Police estate
(see 2d. Improve access to justice for victims and
witnesses for more information).

The PCC is the Victim and Witness Advocate for
Sussex and, as such, a new and effective voice for
victims and witnesses. Through the SCJB, the
PCC continues to oversee the development of a
consistent approach to seeking views from
victims on their experience of support services
and the criminal justice system.

The PCC has continued to
support and contribute funding
worth £72,000 to the Sussex
Mediation Alliance (SMA). 
The SMA is made up of four service providers:
West Sussex Mediation Service, Mediation East
Sussex, Brighton & Hove Mediation Service and
Mediation Plus. 

In 2018/19, 138 referrals were made directly by
Sussex Police to the SMA for resolution through
mediation to prevent the conflict from escalating
any further. Anti-social behaviour was the most
common type of dispute and accounted for 80
cases (and 58%), followed by neighbour disputes
(26 and 19%) and property (12 and 9%). 

A total of 46 (and 33%) of these referrals resulted
in successful mediations and actions, whilst a
further 62 received support over the telephone
and 24 received home visits, contributing to
reducing the demand on Sussex Police. 

TACKLING ANTI-SOCIAL BEHAVIOUR 
THROUGH MEDIATION  

16

‘PLATINUM’
INDEPENDENT CUSTODY
VISITING SCHEME 
The PCC continues to oversee an
established and effective
Independent Custody Visiting
(ICV) Scheme. 
The Scheme has up to 45 dedicated volunteers
who visit the detainees in each of the four
‘active’ police custody centres in Sussex:
Brighton, Crawley, Eastbourne and Worthing.
The custody centre in Chichester was closed in
November 2018 and work has started to
modernise Hastings Custody Centre – this is
expected to be reopened in summer 2019.

There were increases in both the number of visits
conducted (+4%) and the number of detained
persons who accepted visits from the ICVs (+2%)
in 2018/19, in comparison to the year before. 

A number of positive changes were introduced by
the ICV Scheme across 2018/19 and included:
amending Force policy in respect of female
hygiene and nicotine lozenges (in line with
recommendations from HMICFRS), doubling the
thickness of the mattresses available in all custody
suites and improving the drinking water provisions
for all detainees to ‘self serve’ in the cells.

138 MEDIATION 
REFERRALS

4% INCREASE IN 
VISITS CARRIED OUT 4%
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The ICV Scheme successfully
achieved Platinum status for the
Quality Assurance Framework
awarded by the Independent
Custody Visiting Association (ICVA)
in May 2019. This was the highest
possible award and one of only two
presented to the ICV schemes
throughout England and Wales.
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Last year, the PCC created and funded
a dedicated Modern Slavery Delivery
Manager post to work with partners
across Sussex to raise awareness,
develop a coordinated response and
provide support to local communities
in tackling modern slavery. 

Tackling modern slavery continues to remain
a priority for the law enforcement agencies
throughout the UK. The Delivery Manager has
contributed to increased reporting of modern
slavery by +89 (and 114%) in 2018/19, in
comparison to the same period a year earlier.

In 2018/19, there has been a significant and
visible uplift in the approach to Modern
Slavery. Supported at Command level, the
Modern Slavery Delivery Manager has
delivered more than 50 bespoke inputs to
police teams, local authorities, businesses,
academic establishments and major faith
dioceses across the county. 

The Manager has also established trusted and
effective working relationships with local,
regional and national partners responsible for
Modern Slavery.

This approach has enabled Sussex Police to
satisfy 85% of the 52 deliverables set out in
the National Strategic Action Plan, with plans
in place to discharge the remaining 15%. The
Force remains fully supportive of this work
and the funding for the post has been
extended to May 2020. 

Sussex, Surrey, Hampshire and Thames
Valley police forces have, with the
backing of the Sussex PCC and
regional PCC colleagues, formed the
South East Regional Integration
Partnership (SERIP) to deliver
business, process and technical change
across the four police force areas. 

Over 500 change projects have been
identified within contact management,
regional forensics, digital intelligence and
investigations, data exchange, interoperability
and scalable Enterprise Resource Planning for
the police and other emergency services (to
automate back-office functions). 

In March 2019, the PCCs and Chief Constables
for Sussex Police, Surrey Police, Hampshire

Constabulary and Thames Valley Police
signed a Section 22 Agreement that set out
the proposed approach to the national and
regional programme for police collaboration
and transformation for the SERIP.  

FUNDING A DEDICATED MODERN SLAVERY
DELIVERY MANAGER 

SOUTH EAST REGIONAL INTEGRATION PARTNERSHIP 

114% INCREASE 
IN REPORTS OF 
MODERN SLAVERY
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2c
PROTECT OUR
VULNERABLE AND
HELP VICTIMS COPE
AND RECOVER FROM
CRIME AND ABUSE

• Commission high quality services
which support victims

• Prioritise access to services for
vulnerable victims

• Enhance our understanding and
meet the needs of victims in Sussex
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The PCC, in partnership with Victim
Support, introduced a structured
needs assessment to ensure that
victims in Sussex understand exactly
what support is available to them to
enable services to be tailored to meet
their needs more effectively.

In 2018/19, Victim Support successfully contacted
over 40,758 victims to offer support. Of those
victims contacted, 2,730 individuals received
face-to-face tailored support. In addition, more
than 1,508 victims were also referred to other
local specialist service providers such as those
for domestic abuse, stalking or sexual violence to
receive enhanced support. 

Data from Victim Support has demonstrated that
62% of victims contacted have the necessary
resilience to cope with the crimes committed
against them, without requiring support from an
external agency. The remaining 38% of victims
have presented with complex needs, which
require more time and specialist skills to help
them to cope and recover. The PCC has used this
information to commission a new model to
support those with complex needs more
effectively. During the year a procurement
exercise was undertaken to find a suitable
supplier for the new model of service. Victim
Support was successful in securing that contract
and they will provide the new service during
2019/20.

Sussex Fraud Case Workers supported 638
victims over the last 12 months. Many of these
victims have experienced substantial financial
loss and have various additional needs such as
physical frailty that make them more vulnerable
to being repeat victims.

In addition, a week long exhibition took place in
January 2019 to celebrate local victim support
services. The exhibition showcased six Sussex
women who regained their version of A Life More
Ordinary, photographed in environments that
they would not have been able to return to
without the help of the provisions in place for
victims in Sussex.

VICTIMS’ SERVICES

OVER 40,000 VICTIMS
CONTACTED - 
2,730 RECEIVED 
FACE-TO-FACE SUPPORT

Police & Crime Commissioner Annual Report 2018/19 Police & Crime Commissioner Annual Report 2018/19

DOMESTIC ABUSE 
The PCC has continued to serve on the
National Oversight Group for Domestic
Abuse, following her appointment by
the Home Secretary, to inform, advise
and set the direction for national policy. 

The PCC is also the Lead Commissioner for
the Drive Project – Domestic Abuse
Perpetrator Programme – which aims to
reduce the number of child and adult victims
of domestic abuse by developing a ‘whole
system response’ that directly holds
perpetrators to account through a range of
enforcement tactics and enables longer term
behavioural change. 

The Project has been running for three years
to the period ending 31 March 2019. In this
time, 242 high-risk perpetrators who are
associated to 259 victims and 298 children
have been allocated to the Project. This
highlights how perpetrators will frequently
have more than a single victim and that a
risk-based approach to managing these high-
risk perpetrators is necessary to continue to
prevent the greatest level of harm.

A total of 195 cases have been closed across
the above period, of which 88 resulted in
direct contact (45%) with an engagement rate
of 56% and 107 resulted in disruption activity
(55%) to prevent abuse from taking place.

Severity of abuse assessments are carried
out at both the entry to, and exit of, the
Project. The data highlights significant
reductions in the severity of high-risk abuse
including a 93% reduction in sexual abuse,
89% reduction in physical abuse, 74%
reduction in harassment and 65% reduction
in jealous and controlling behaviour.

PERPETRATOR
ENGAGEMENT RATE 
OF 56% WITH 107
SUCCESSFUL
INTERVENTIONS

SUSSEX FRAUD 
CASE WORKERS
SUPPORTED 
638 VICTIMS

242 HIGH RISK
PERPETRATORS
ALLOCATED TO THE
PROJECT
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540% INCREASE IN
REPORTS OF STALKING
SINCE 2016/17 
Following an increase to the precept
in 2017/18, Sussex Police is now better
equipped and trained to recognise
and deal with stalking and
harassment.  
As a result of this additional investment and
improvements to training for officers and
prosecutors, Sussex Police has seen a 540%
increase since 2016/17 and a 54% increase in
reports of stalking in 2018/19, from 1,006 reports
in 2017/18 to 1,545 reports a year later. A total of
188 of these crimes were solved in 2018/19,
compared to 173 solved in 2017/18. 

The PCC also commissioned HMICFRS to
undertake a thematic inspection into the Sussex

Police response to stalking and harassment that
took place in December 2018. The inspection
report was published in April 2019 and can be
viewed in full here:

https://www.justiceinspectorates.gov.uk/hmicfrs/
wp-content/uploads/stalking-and-harassment-
inspection-sussex-police-commissioned-pcc-
update-national-recommendations.pdf

In 2018/19, the PCC continued to fund a local,
specialist advocacy service in Sussex to help
victims of stalking cope and recover and to raise
awareness of the risks associated with stalking
behaviours.

NEW TEAM OF SEXUAL
OFFENCES
INVESTIGATION
TRAINED OFFICERS 
The precept increase in 2018/19 was
also used to fund a new team of 20
Sexual Offences Investigation Trained
(SOIT) officers. The team was
launched in September 2018 and
comprises of police officers and staff
specifically trained to support victims
of serious sexual assaults.  
The SOIT officers act as a single point of contact
for victims throughout a criminal investigation,
from initial reporting through to court
proceedings and beyond. The officers are based
alongside colleagues in the Safeguarding

Investigations Units at locations throughout
Sussex. The SOIT team is the first of its kind to be
established by any of the police force areas in
England and Wales. 

Sussex Police has deployed SOITs to 952 serious
sexual offences since September 2018 – this
equates to an average of 119 deployments per
month. This represents a significant reduction in
investigator workload and, more importantly, a
huge improvement in the service that is delivered
to victims of the most serious sexual offences.
The SOITs are expected to contribute towards
improved outcomes for victims at court in 2019/20.   

SOITS DEPLOYED  
TO 952 SERIOUS 
SEXUAL OFFENCES

In April 2019, the PCC held a
national policy roundtable in
Parliament (pictured below) with
PCC colleagues and national leads,
to work towards providing victims
of stalking with the greatest
possible protection and support.
The PCC was joined by two female
victims of stalking from Sussex
whose experiences were used to
inform national recommendations. 

STALKING REPORTS 
UP BY 54% LAST YEAR
AND BY 540% OVER
THREE YEARS

54%

In 2016/17, the PCC launched
SAFE:SPACE Sussex, the first online
directory of all victim support
services across Sussex. The site allows
victims to find the most relevant
support service for them, through a
safe and confidential route.
In 2018/19, the site received over 1,800 visitors,
with 77% of those originating in the UK,
continuing to show a very high level of ‘genuine’
usage and an increase in traffic by 33%
compared to 2017/18. The top three pages
accessed on the site were: Reporting a Crime,
About Different Types of Crime and All
Providers, further demonstrating the needs of
victims in Sussex. This approach complements
the Code of Practice for Victims of Crime which
entitles all victims to receive appropriate
support regardless of whether they choose to
report this to the police or not. 

22
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The PCC continued to seek to reduce
the risk of vulnerable victims and
witnesses travelling long distances to
give evidence at court. 
A ‘Live Link’ video facility was introduced in West
Sussex to enable vulnerable witnesses to give
evidence remotely without the need to physically
attend court (see 2d. Improve access to justice
for victims and witnesses for more information). 

This Live Link has supported 10 children and
young people to access court proceedings since
September 2017. 

The PCC has also supported 109 young people
attending court this year either as victims of
crime or witnesses to it, through the Young
Witness Service. It remains a commitment of
the PCC to ensure victims and witnesses have
the most positive experience of the criminal
justice system. 

INTRODUCING A VULNERABLE WITNESS SUITE 

Two further Live Link sites are
currently under development and
will start operating in 2019/20 to
ensure countywide access to these
facilities. 

YOUNG WITNESS SERVICE
SUPPORTED 109 VICTIMS 
AND WITNESSES

As part of a commitment to develop a
diverse landscape of support services,
this financial year the PCC has
invested over £530,000 in funding
projects to support some of the most
vulnerable victims and help inform
her commissioning strategy. 
The Safe:Space Sussex Funding Network was
launched in February 2018. There are currently
27 ‘approved’ providers of specialist support
services within the Funding Network who have
each been able to demonstrate the high levels
of quality standards and assurance required.

This year, seven new domestic abuse and sexual
violence projects received funding from the
Network, for projects supporting children and
young people as well as family members. 

The Funding Network was a finalist for a ‘Public
Finance Award for Alternative Service Delivery
Model of the Year’ in 2019.

Please find more details as follows:
https://www.sussex-pcc.gov.uk/get-
involved/apply-for-funding/

£530,000 FOR A NEW FUNDING NETWORK 

PCC FUNDED 7 NEW 
DA AND SEXUAL VIOLENCE
PROJECTS

2d
IMPROVE ACCESS
TO JUSTICE FOR
VICTIMS AND
WITNESSES

• Ensure victims and witnesses have
the most positive experience of the
criminal justice system

• Support vulnerable victims and
witnesses

• Maximise the use of technology to
improve access to justice for all

The PCC continues to lead the £40
million innovative Video-Enabled
Justice (VEJ) programme on behalf of
criminal justice partners across Sussex,
Surrey, Kent, Norfolk and Suffolk.  
The Programme aims to provide victims and
witnesses with a better experience of giving
evidence whilst driving out significant efficiency
savings for the police and other court users.

In September 2017, the PCC secured a further £11.5m
from the Police Transformation Fund to implement
the new model across the South East Region,
Norfolk and Suffolk over the next three years. The
funding will enable the Programme to embed VEJ
across the criminal justice system to deliver greater
flexibility and access to court time, saving valuable
time for police officers, victims and witnesses, and
the removal of the requirement for defendants to be
conveyed to court for remand hearings. In June
2018, a Proof of Concept programme was launched
in Kent and introduced a VEJ Video Manager tool
across seven police custody suites and at Medway
Magistrates’ Court to streamline the practice of
police witnesses giving evidence in summary trials,
increasing the time saved.

The PCC has introduced 14 ‘Live Links’ video end
points into specially adapted rooms across the
Sussex Police estate enabling police officers and
staff to give evidence remotely without the need
to physically attend court. 

The PCC also funded a multi-agency initiative to
convert premises in West Sussex into a Live Link
suite for vulnerable witnesses, one of only a handful
of such facilities throughout England and Wales. 

In 2018/19, 406 police officers gave evidence
using Live Links. This saved up to 1,928 hours of
police time or 241 shifts, including an average
saving of more than four-and-a-half hours per
officer per court appearance. Where trials did not
proceed on the day, or when pleas were changed
to guilty, the Live Links initiative has ensured
further time savings in time and money with police
witnesses not having wasted journeys to court. 

LEADING THE £40 MILLION VIDEO-ENABLED
JUSTICE PROGRAMME 

VIDEO EVIDENCE FROM
406 POLICE OFFICERS
SAVED NEARLY 
2,000 HOURS

In 2019/20, two additional Live
Link suites for vulnerable
witnesses will be introduced in
Sussex providing more individuals
with the opportunity to give
evidence remotely.
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The PCC secured Government funding
of almost £194,000 to develop a
multi-agency approach to divert
female offenders away from crime.
The Whole Systems Approach (WSA) model to
support female offenders is based on assessing
their needs at the very first point they enter the

criminal justice system (on arrest) before referring
women to local support services that can deal with
their often complex vulnerabilities including:
domestic abuse, drug and alcohol misuse, mental
health issues, and other barriers to education,
training and employment. The WSA model was
launched in May 2018 and assisted more than 350
women across 2018/19.

SUPPORTING FEMALE OFFENDERS 
and overall energy consumption by 10%. This
approach has also resulted in combined savings of
approximately £200,000 across 2018/19.

In 2017/18, the Commissioner worked closely with
the Joint Commercial Planning Manager for Sussex
Police to secure an additional £1.3 million from
district and borough councils across Sussex
through Section 106 Agreements. 

In 2018/19, another £537,000 was secured locally
and will be used to support further investment and
improvements in the Sussex Police estate and
existing policing infrastructure.

Since 2017/18, the Commissioner has worked closely
with the Joint Commercial Planning Manager for
Sussex Police to obtain over £1.3 million through
Section 106 agreements. A Section 106 agreement

is an agreement between a developer and a local
planning authority about measures that the
developer must take to reduce their impact on the
community. 

In 2018/19, another £537,000 was secured locally
and will be used to support further investment and
improvements in the Sussex Police estate and
existing policing infrastructure.

A total of £4.7m was invested in the
Sussex Police estate in 2018/19. The
PCC has also continued to ensure that
no police facility with a public
reception will be removed until a
suitable local alternative is identified. 
The Commissioner is responsible for the Sussex
Police estate and, as the landlord, has developed
an Estates Strategy to enable the effective
governance of all land and property. The land and
site was valued at £154m as at 31 March 2019. 

The Estates Strategy 2018/23 is a key element of
the capital programme and aims to make sure that
the property used for policing is in the right place,
is fit for purpose and efficient. The PCC closely
scrutinised the revisions made to the Estates
Strategy in 2018/19, through a monthly Estates

Board, to ensure that it continued to provide a
working environment fit for 21st century policing,
was cost effective and demonstrated an accessible
community footprint. 

Where the estate is underused, the PCC is
examining options for sharing with partners and
disposal for redevelopment. This approach has
resulted in the provision of a new shared policing
base in Pulborough, in partnership with the South
East Coast Ambulance Service (SECAmb). The
£13m refurbishment to Brighton Police Station was
completed in 2018/19, alongside the datacentres at
Brighton and Lewes.

The vehicle workshop in Crawley Down is now fully
functional and the Force is working with the Surrey
Fire & Rescue Service to provide further facilities in
order to maintain their vehicle fleet. Refurbishment
works remain ongoing for Hastings Custody
Centre, Steyning Police Station, Operations
Command, together with the expansion to the car
park at Sussex Police Headquarters in Lewes. 

Sussex Police has embarked on a programme of
improvements to deliver efficiencies in energy
costs and maintenance, including the installation of
Light-Emitting Diode (LED) lighting, solar panels
and closer monitoring of CO2 consumption. This
has contributed to reductions in heating bills by
more than 8%, electricity bills by more than 12%

INNOVATIVE ESTATES INVESTMENT 

Police & Crime Commissioner Annual Report 2018/19

£537K SECURED 
FROM NEW
DEVELOPMENTS

PCC SECURED £1.3M 
EXTRA FROM 
COMMERCIAL PLANNING 
BY COUNCILS

10% ENERGY 
REDUCTION 
SAVED £200K
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The PCC has continued to invest in the
purchase and rollout of Body Worn
Video (BWV) cameras which have
increased to nearly 1,700 devices. 
This approach has ensured that all frontline
police officers and staff are equipped with
personal-issue BWV cameras. This includes an
additional 135 BWV devices that are used by
armed officers to support local policing teams
when they are not being deployed or in training. 

The BWV cameras are now an established way of
securing and capturing real-time evidence in an
easy to use and accessible digital format. This
technology is particularly useful for increasing the
number of convictions for domestic abuse crimes
using evidence captured through BWV, including
victimless prosecutions where the victim does not
want to support a prosecution. BWV also ensures
that interactions with members of the public are
professional and accountable at all times and
helps to safeguard officers and staff by reducing
the number of assaults. 

BODY WORN VIDEO
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The PCC has continued to be a
leading sponsor of the highly
effective Empowering Communities
Inclusion & Neighbourhood
management System (ECINS) on
behalf of all local authority areas
across Sussex. 

The ECINS facilitates real-time information
sharing between signed up partners and has now
been adopted across all local authority areas in
Sussex and embedded into Sussex Police
processes. The PCC jointly funded ECINS with
Sussex Police across 2018/19 and has taken a
decision to continue to extend this funding until
March 2021.

Mobile Data Terminals (MDTs), including smart
phones have been provided to all frontline police
officers and staff to ensure that they have access
to the information they need as and when they
need it. Productivity has reportedly increased by
up to 20% as a result of officers embracing the
MDTs and the new agile ways of working they
provide. An ongoing programme of developments
is in place to update these devices and enhance
their capabilities, in line with the priorities
highlighted by the officers using this technology.

IMPROVED INFORMATION SHARING 

In 2019/20, Sussex Police and Surrey
Police will work collaboratively to
ensure that their BWV devices are
fully equipped with the latest
technological developments
available in order to streamline
processes, accessibility and
management of police information.

1,700 BODY WORN
VIDEOS IN USE 
AND 135 FOR 
ARMED OFFICERS

3
MANAGING
RESOURCES
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3a
SUMMARY OF
FINANCIAL CONTEXT
2018/19 

The Police Reform and Social
Responsibility Act 2011 created two
separate corporations sole: the PCC
and the Chief Constable.

The PCC is responsible for:

• The finances of the whole Group

• Receiving all income and funding

• Making all payments for the Group
from the overall Police Fund

• Control of all assets, liabilities and
reserves

The Chief Constable fulfils his functions under the
Act within an annual budget set by the PCC in
consultation with the Chief Constable. A scheme
of delegation is in operation between the two
bodies determining their respective
responsibilities, as well as local arrangements in
respect of the use of the PCC’s assets and staff.
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Financial planning sits at the heart of good public
financial management. Alongside budget
preparation, performance management and
reporting, the ability to look strategically beyond
the current budget period is a crucial process to
support the PCC’s resilience and long-term
financial sustainability. The four-year strategic
financial planning tool – the Medium Term
Financial Strategy (MTFS) – is one of the key
planning tools that helps identify available
resources and options for delivering the PCC’s
Police & Crime Plan priorities and the Force’s
strategic policing requirements.

Where we have come from

By 2016/17, Sussex Police had made savings and
efficiencies totalling £76m to balance the books
because of reductions in core grants, limited
increases to the precept and inflationary
increases to costs since 2010/11. 

In 2017/18, the four year MTFS set out a
challenging financial situation in which further
reductions of £26.5m and the loss of a further
476 police officer posts were essential to balance
the books, despite the opportunity to increase
the precept by £5. Faced with such a significant
reduction in budget, the PCC authorised the
release of £17m of reserves to provide the Chief
Constable with one-off cash so he could defer
the immediate impact of the loss of those posts.

From savings to investment mode

The PCC lobbied hard during 2017 to secure the
best possible funding arrangements for policing.
This led to the Government allowing PCCs to raise
the police precept above the previous limit per
household/dwelling of £5 to £12 per annum. The
Government indicated that this increase would be
available in 2019/20 also, if PCCs and police could
demonstrate ongoing efficiencies and
transparency in the use of reserves. 

With Sussex Police facing such significant
reductions in funding and officers, this extra
funding was an opportunity not to be missed.

The PCC worked with the Chief Constable to
develop a new financial strategy that would seek
to provide the resources to enable Sussex Police
to protect those 476 posts under threat, enable
the recruitment of additional officers and replace
those that were due to leave. 

The PCC decided to increase the precept in
2018/19 by £12 per year for an average band D
property (the fifth lowest in England and Wales).
Combined with the £17m that the PCC had already
authorised from reserves, it substantially reduced
the previously planned savings requirements for
2018/19. 

Medium Term Financial Strategy
2018/19 – 2021/22

In addition, the PCC set out in the MTFS a
proposed increase to the precept of £12 in
2019/20, £5 in 2020/21 and £5 in 2021/22. The
plan reduced the overall savings target to £3.0m
from £26.5m, which protected the 476 posts that
would have been lost. It also provided funds to
replace 600 police officers over the 4 years of the
plan and, most significantly, to recruit an
additional 200 police officers. 

Police officer establishment, as at 31 March 2018,
would increase by 200 officer posts to 2,700 by 31
March 2022.

The MTFS sets out that over £1.1bn of revenue,
£37.89m of capital and reserves of £17.6m will be
spent over the period of the 4 years from 2018/19
to 2021/22.

The 2018/19 budget was approved by the PCC in
February 2018 at £265.988m.
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3b
SUMMARY OF FINANCIAL
PERFORMANCE 2018/19 

Sussex Police & Crime Commissioner Direct Operating Costs                Cost £     Total Cost £

Sussex Police & Crime                    Democratic representation                                  0.1m                           
Commissioner Direct                      Community Safety                                               1.7m
Operating and Commissioning       Victim Support, Restorative
Costs                                                Justice, and Drive Project                                    2.1m
                                                        Office of the Police & Crime
                                                        Commissioner                                                      1.2m
                                                        less Government Grant funding                      (£2.1m)
                                                                                                                                                                3.0m

Policing services provided             Police Officers                                                  148.6m
by Sussex Police                             Police Staff (including PCSOs)                         80.5m                           
                                                        Other Employee Costs*                                       7.6m
                                                        Buildings                                                            12.0m
                                                        Transport                                                             5.9m
                                                        Supplies and Services                                       52.3m
                                                        Third Party Payments**                                      9.0m                           
                                                        less Sussex Police income                             (57.3m)
                                                                                                                                                            258.6m

Capital Financing                            Capital financing costs                                       3.0m
                                                        Less interest income on balances                    (0.4m)
                                                                                                                                                                2.6m

Planned transfers to/(from)
reserves                                                                                                                                                  0.8m

Total Cost of Services                                                                                                                         263.4m

Funded by                                       Funding from Government                           (162.8m)
                                                        Council Tax                                                   (103.2m)
                                                        Total funding                                                                           (266.0m)
Net revenue (under)/overspend                                                                                                          (2.6m)

*   Includes ill health pension payments, employee
expenses, training and restructure costs;

** Includes third party payments to other government
bodies, partnerships and external initiatives

The figures shown in the above table are as
per the draft Statement of Accounts 2018/19.
They include all office costs and services
commissioned by the PCC, and the cost of all
activities carried out by Sussex Police. 
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Revenue Budget Summary 2018/19                             Gross        Grants        Income            Net
                                                                                           £m              £m              £m             £m

Chief Constable's Operational Delivery Budget       296.826       (6.920)      (22.662)      267.244

Office of The Police and Crime Commissioner              1.286                                              1.286

Community Safety                                                          1.635                                              1.635

Victim Support Services and Restorative Justice         1.954        (1.954)                           0.000

Financial Provisions                                                       3.397                                             3.397

Treasury Management Interest                                      0.201                        (0.500)      (0.299)

Transfers to/(from) Earmarked Reserves                      1.083                         (8.358)       (7.275)

Total Net Budget Requirement 2018/19                  306.382       (8.874)      (31.520)     265.988

The resources allocated by the PCC through the
four year 2018/22 MTFS have enabled the Chief
Constable to plan the resource requirements for
Sussex Police more effectively. The Sussex Police
Transformation Strategy 18/22, and the
Operational Delivery Plan 2018, demonstrates
how the Force is transforming its services from
then up to 2022 whilst continuing to deliver
efficiencies and changes. 

Throughout the year, the PCC has closely
scrutinised the spending of the precept, delivery
of the policing investment and performance set
out in the Transformation Strategy 18/22. Scrutiny
has been through a variety of public facing
Performance & Accountability Meetings, monthly
Local Policing Accountability Board meetings,
financial monitoring and other monitoring within
the scheme of governance. 

The unprecedented level of recruitment of
officers, the largest intake since 2008, formed
one of the most important elements of the
investment plans and the PCC has monitored the
recruitment processes closely.

To recruit 800 officers by 2022 requires over
4,000 applicants to be assessed and around 200
successful recruits joining each year, across four
intakes.

https://www.sussex.police.uk/media/8394/sussex-
police-transformation-strategy_7-rev-web.pdf

https://sussex.police.uk/about-us/priorities-and-
direction/operational-delivery-plan/
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3d
FINANCIAL
OUTLOOK FOR
2019/20 AND
BEYOND

After a year of dialogue with
Government, PCCs secured the best
possible funding arrangements for
policing in the current financial
climate, with the Government
recognising the need to provide
additional resources for local and
national policing. 
On 13 December 2018, the Minister for Policing
and the Fire Service announced the provisional
police financial settlement for 2019/20. This
proposed a total settlement of up to £14 billion,
which is an increase of up to £970 million
compared to 2018/19.

This is the largest annual increase in funding since
2010 and includes increases to police funding in
work to combat serious and organised crime and
in counter terrorism.

There has been no change to the policing funding
formula, the method the Government uses to
distribute grant to forces, and it is not expected to
change until 2020 at the earliest.

The offer for 2019/20 included an increase of 2.1%
to the main Home Office grants and the
opportunity for all PCCs to increase their precept
by up to £24. The Home Secretary and Policing
Minister stated that they expect PCCs to take
advantage of this increased flexibility but that
they also expect police forces to continue to find
savings and become more efficient.

The settlement also addressed the majority of the
additional cost that has arisen because of a
revaluation of the police pension scheme. A
combination of an increase in core grant, a special
one-off grant and the removal of a surcharge
levied by HM Treasury, leaves all but £0.1m net
additional cost.

The 2018/19 to 2021/22 MTFS had included the
assumption of a freeze to the Government grant
and a £12 increase to the precept in each of the
first two years and a £5 per year increase to the
precept in the final two years of the MTFS period. 

The 2019/23 MTFS sets out the financial context
for revenue budget, capital programme and
precept decision for 2019/20, and estimates for a
further three financial years.

It brings together all resources including revenue,
fees and charges, income for special policing and
use of reserves and capital.

It also includes the revenue generated by a £24
increase to the precept in 2019/20 and £5 per
year in each of the three following years.

In total £32m is available for investment over the
four-year plan, subject to approval of the
futureprecept estimates.

The Strategy also recognises that £1.3m has been
approved from developer contributions through
the planning process (Section 106/Community
Infrastructure Levy) to fund a wide range of
policing projects. 
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3c
SUMMARY OF
FINANCIAL
HEADLINES 2018/19 

The key financial headlines from the
revenue outturn for 2018/19 can be
summarised as follows:

• £2.6m (0.9%) underspend on the
net revenue budget of £266m

• £0.715m of the underspend was on
the police Operational Delivery
Budget delegated to the Chief
Constable, generated in the main by
additional income. Expenditure was
in line with the revised budget.

• £0.179m of the underspend on the
budgets which are the responsibility
of the Office of the Sussex Police &
Crime Commissioner (£0.074m
underspend on the office budget,
£0.056m underspend on the
Community Safety budget and the
balance of the underspend of
£0.049m within the victims budget
and restorative justice budget).

• £1.708m net underspend on other
budgets mostly arising from the
lower utilisation of reserves than
planned. 

• The precept was increased by £12
that provided net resources of
£7.4m that was invested as set out
within the Sussex Police

Transformation Strategy 2018/22.

• Savings achieved in year of
£12.248m, of which £9.100m was
repurposed and reallocated to
support additional one-off costs in
other areas of the business

• Budget pressures were contained
(e.g. pay increase, inflation)

• General Reserves were maintained
at £10.807m – this was 4% of the
net revenue budget

The 2018/19 underspend has been returned
to reserves and will be used in accordance
with the approved MTFS 2019/20 – 2022/23. 

A total of £25.267m was invested in capital
schemes during the year. These schemes
included investment in the police estate
including the refurbishment of Brighton
Police Station and improvements at
Headquarters, investment in ICT, vehicles
and equipment. A further £2.899m of
resources have been carried over to 2019/20
to complete schemes that were delayed in
2018/19.

The Statement of Accounts includes further
details of the financial performance of 

2018/19. The draft accounts subject to audit
can be viewed here. 

www.sussex-pcc.gov.uk/accounts

Police & Crime Commissioner Annual Report 2018/19

P
age 46

A
genda Item

 8



3736

Police & Crime Commissioner Annual Report 2018/19

MTFS Precept Investment                2019/20       2020/21        2021/22       2022/23          Total
                                                                   £m                £m                £m                £m             £m

Precept Investment Proposed              7.589            7.900            8.287            8.691       32.467

Phasing to and (from) reserves 
to maintain a balanced budget              1.152            3.022         (0.835)         (3.339)     (0.000)

Proposed Investment Requirement      8.741           10.922            7.452            5.352       32.467

A spending review is due in 2019 and a new
settlement is expected in 2020, including the
possibility of a new funding formula.

The opportunity presented by the Government’s
provisional police grant settlement for 2019/20
enabled the PCC to build on the plans as set out in
the MTFS 2018/19 – 2021/22. The Chief Constable
presented a plan to the PCC that identified
priorities where a further precept investment of
£12 was needed.

The PCC approved an increase to the precept of
£24 on the basis of the plan to recruit 100 more
PCSOs, 50 more police officers and 50 more
specialist staff. This is in addition to the extra 200
police officers already being recruited over the
period.

In addition to the local work in
Sussex, the PCC has also made the
following contributions nationally:  

• Chair of the Board of the Police ICT Company

• Chair of the Association of Police & Crime
Commissioners – Digital Policing and Technology
Portfolio (and national spokesperson)

• Co-Chair of the Home Office – Law
Enforcement Portfolio Technology Allocation
Scrutiny Group

• PCC representative on the Home Secretary’s
National Oversight Board for Domestic
Abuse, Stalking and Harassment.

• The Office of the Sussex Police & Crime
Commissioner made a significant
contribution to the continuity of police
forensic services nationally. The Chief
Finance Officer led an in-depth review of
forensic service costs and pricing and helped
to co-ordinate a national agreement
supported by all PCCs and police forces.

4
NATIONAL
CONTRIBUTION
AND INFLUENCE

By 2023 there will be up to 
250 more police officers, 
50 more specialist staff and 
100 more PCSOs than there were 
in March 2018 – a total increase of
400 officers and staff. 
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Recommendations

That the Panel considers the Commissioner’s actions and decisions following Her 
Majesty’s Inspectorate of Constabulary and Fire and Rescue Services’ inspection 
of Sussex Police’s response to harassment and stalking. 

1. Background

1.1 Her Majesty’s Inspectorate of Constabulary and Fire and Rescue Services 
(HMICFRS) conducted an inspection into how the police and Crown 
Prosecution Service dealt with stalking and harassment, publishing its 
report in July 2017. Sussex Police was one of six forces visited as part of 
the inspection.

1.2 Following the murder of Shana Grice in August 2016, the Panel 
questioned the Commissioner on the issues of stalking and harassment 
at its meeting in April 2017. The Panel learned that the Commissioner 
(PCC) had commissioned HMICFRS to inspect Sussex Police’s response to 
harassment and stalking. The PCC invited the Panel to consider the 
results of this inspection, and the PCC’s response to it, at the appropriate 
time. The inspection was carried out in November and December 2018.

1.3 “Stalking and Harassment – An Inspection of Sussex Police commissioned 
by the Police and Crime Commissioner, and an update on National 
Recommendations in HMICFRS’s 2017 Report” was published in April 
2019. In response, the Commissioner questioned the Chief Constable 
about the HMICFRS findings at a Performance and Accountability Meeting 
(PAM) in April 2019, and the Commissioner wrote to HMICFRS in May 
2019. PAMs are “an opportunity for the Commissioner to hold the Chief 
Constable to account on behalf of the public in an open and transparent 
way”.

2. Discussion

2.1 To inform this scrutiny, the following appendices have been provided:

Sussex Police and Crime Panel

28 June 2019

Her Majesty’s Inspectorate of Constabulary and Fire and Rescue 
Service’s Inspection of the Sussex Police Response to Stalking and 
Harassment 

Report by The Clerk to Sussex Police and Crime Panel 
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Appendix 1: “Stalking and Harassment – An Inspection of Sussex Police 
commissioned by the Police and Crime Commissioner, and 
an update on National Recommendations in HMICFRS’s 2017 
report (published April 2019)

Appendix 2: Minutes of the Performance and Accountability Meeting of 12 
April 2019 (at which the PCC held the Chief Constable to 
account for the issues highlighted in the HMICFRS Report)

Appendix 3: The Commissioner’s letter (dated May 2019) of response to 
the HMICFRS Report

The following background reading and viewing is also suggested:

 Webcast of 12 April PAM: http://bit.ly/2Ff7ElK
 Original HMICFRS Stalking and Harassment Report of July 2017: 

http://bit.ly/2IMsLN6
 Minutes of PCP meeting on 7 April 2017: http://bit.ly/2Zv2qd6

Tony Kershaw
Clerk to Sussex Police and Crime Panel

Contact:

Ninesh Edwards 
(T) 0330 222 2542
(E) ninesh.edwards@westsussex.gov.uk
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IURP�WKH�RIILFHUV�WDVNHG�ZLWK�UHVSRQGLQJ�WR�WKH�DOOHJDWLRQV��:H�ZHUH�SOHDVHG�WR�ILQG�
WKDW�6XVVH[�3ROLFH�KDG�UHFHQWO\�LQWURGXFHG�VRPH�QHZ�SUDFWLFHV��ZKLFK�RWKHU�IRUFHV�
FRXOG�OHDUQ�IURP�

6XVVH[�3ROLFH�KDV�WDNHQ�SRVLWLYH�VWHSV�WR�LQFUHDVH�WKH�QXPEHU�RI�VWDONLQJ�FULPHV�
WKDW�DUH�UHFRUGHG��7KH�FKDOOHQJH�QRZ�LV�WR�LQFUHDVH�WKH�SURSRUWLRQ�RI�WKHVH�
UHFRUGHG�FULPHV�WKDW�UHVXOW�LQ�D�FKDUJH��DV�WKLV�LV�QRZ�ORZHU�WKDQ�WKH�(QJODQG�DQG�
:DOHV�DYHUDJH��7KLV�ZLOO�DOVR�EH�D�SUREOHP�IRU�RWKHU�IRUFHV��DV�WKHLU�FULPH�UHFRUGLQJ�
SUDFWLFHV�LPSURYH�

1DWLRQDO�RUJDQLVDWLRQV�VXFK�DV�WKH�&36�KDYH�DOVR�PDGH�VRPH�JRRG�SURJUHVV�RQ�
VRPH�RI�RXU�UHFRPPHQGDWLRQV��DQG�FRQWLQXH�WR�ZRUN�RQ�RWKHUV�� +RZHYHU��WKHUH�LV�
PRUH�ZRUN�WR�GR��DQG�LQ�VRPH�FDVHV�XUJHQW�ZRUN��WR�HQVXUH�WKDW�WKH�SROLFH�SURWHFW�
YLFWLPV�RI�ERWK�VWDONLQJ�DQG�KDUDVVPHQW�IURP�WKH�PRPHQW�ZKHQ�D�YLFWLP�UHSRUWV�D�
FULPH��WKURXJKRXW�WKH�FULPLQDO�MXVWLFH�SURFHVV��DQG�WKHUHDIWHU�

5HFHQWO\�SXEOLVKHG�UHFRUGHG�FULPH�ILJXUHV�VKRZ�WKDW�WKH�QXPEHU�RI�VWDONLQJ�DQG�
KDUDVVPHQW�FULPHV�KDV�LQFUHDVHG�E\����SHUFHQW�LQ�������FRPSDUHG�ZLWK�WKH�

� 6HH�SDJH��� IRU GHWDLOV�RI�VRPH�ZRUN�LQ�UHVSRQVH�WR�VRPH�RI�WKHVH�UHFRPPHQGDWLRQV�ZKLFK�WKH�
&ROOHJH�RI�3ROLFLQJ�DQG�1DWLRQDO�3ROLFH�&KLHIV¶ &RXQFLO�OHDG�ODXQFKHG�RQ���$SULO�������IRU�LQVWDQFH�
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SUHYLRXV�\HDU�� 7KLV�LV�WKH�ODUJHVW�LQFUHDVH�RI�DQ\�FULPH�FDWHJRU\�DQG�PHDQV�WKDW�
WKHUH�DUH�PRUH�YLFWLPV�WKDQ�HYHU�ZKR�UHTXLUH�DQ�HIILFLHQW��HIIHFWLYH�DQG�FDULQJ�
SROLFH�UHVSRQVH��7KLV�LQFUHDVH�LQ�WKH�QXPEHU�RI�UHFRUGHG�FULPHV�FRXOG�EH�EHFDXVH�
YLFWLPV�RI�ERWK�VWDONLQJ�DQG�KDUDVVPHQW�DUH�PRUH�FRQILGHQW�LQ�FRPLQJ�IRUZDUG�WR�
UHSRUW�DOOHJDWLRQV��RU�WKDW�IRUFHV�DUH�QRZ�PRUH�SURILFLHQW�DW�UHFRUGLQJ�VXFK�RIIHQFHV��
:KDWHYHU�WKH�UHDVRQV��SROLFH�IRUFHV�PXVW�EH�YLJLODQW�LQ�SURYLGLQJ�YLFWLPV�RI�WKHVH�
RIIHQFHV�ZLWK�WKH�PRVW�HIIHFWLYH VHUYLFH�WR�NHHS�WKHP�VDIH�

:H�ZLOO�FRQWLQXH�WR�PRQLWRU�KRZ�WKH�SROLFH�UHVSRQG�WR�WKHVH�VHULRXV�DQG�
GDPDJLQJ�FULPHV��9LFWLPV�GHVHUYH�QR�OHVV�

:HQG\�:LOOLDPV
+0�,QVSHFWRU�RI�&RQVWDEXODU\

� &ULPH�LQ�(QJODQG�DQG�:DOHV��\HDU�HQGLQJ�6HSWHPEHU�������2IILFH�IRU�1DWLRQDO�6WDWLVWLFV�������
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,QWURGXFWLRQ

$ERXW�WKLV�UHSRUW

,Q����������WRJHWKHU�ZLWK�+HU�0DMHVW\¶V�&URZQ�3URVHFXWLRQ�6HUYLFH�,QVSHFWRUDWH�
�+0&36,���ZH�FDUULHG�RXW�D�WKHPDWLF�LQVSHFWLRQ�RI�WKH�ZD\�WKDW�WKH�SROLFH�DQG�WKH�
&36�GHDOW�ZLWK�VWDONLQJ�DQG�KDUDVVPHQW��7KH�UHVXOWLQJ�UHSRUW��/LYLQJ�LQ�IHDU�± WKH�
SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ� ZDV�SXEOLVKHG�LQ�-XO\�������
:H�YLVLWHG�6XVVH[�3ROLFH�DV�SDUW�RI�WKDW�LQVSHFWLRQ�

,Q�WKH�UHSRUW��ZH�FRQFOXGHG�WKDW�ERWK�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�ZHUH�UHODWLYHO\�
FRPPRQSODFH�DQG�FRXOG�LQ�VRPH�LQVWDQFHV�KDYH�D�VHULRXV�HIIHFW�RQ�YLFWLPV��
:H�IRXQG�WKDW�WKH�SROLFH�UHVSRQVH�KDG�RIWHQ�OHW�GRZQ�YLFWLPV��DQG�EHFDXVH�RI�WKLV�
ZH�PDGH�VHYHUDO�UHFRPPHQGDWLRQV�IRU�LPSURYHPHQW�

3DUWO\�EHFDXVH�RI�RXU�SUHYLRXV�YLVLW�WR�6XVVH[�3ROLFH��WKH�SROLFH�DQG�FULPH�
FRPPLVVLRQHU�IRU�6XVVH[�DVNHG�XV�WR�FDUU\�RXW�D�IXUWKHU�GHWDLOHG�LQVSHFWLRQ�RI�WKH�
6XVVH[�3ROLFH�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW��3DUW�$�RI�WKLV�UHSRUW�GHDOV�
VSHFLILFDOO\�ZLWK�ZKDW�ZH�IRXQG�

6LQFH�������UHFRUGHG�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�KDYH�FRQWLQXHG�WR�LQFUHDVH�
VLJQLILFDQWO\��VRPHWLPHV�ZLWK�WUDJLF�FRQVHTXHQFHV�IRU�WKH�YLFWLPV��3ROLFH�IRUFHV�DQG�
QDWLRQDO�RUJDQLVDWLRQV�KDYH�DOO�GRQH�VRPH�LPSRUWDQW�ZRUN�WR�LPSURYH�WKH�SROLFH�
UHVSRQVH��DQG�ZH�JLYH�DQ�XSGDWH�RQ�SURJUHVV�DJDLQVW�RXU�UHFRPPHQGDWLRQV�LQ�3DUW�
%�RI�WKLV�UHSRUW�

:KDW�LV�VWDONLQJ�RU�KDUDVVPHQW"

+DUDVVPHQW

+DUDVVPHQW�LV�D�FULPH�LQYROYLQJ�EHKDYLRXU�WKDW�WDNHV�SODFH�PRUH�WKDQ�RQFH��DQG WKH�
SHUSHWUDWRU¶V�DFWLRQV�PXVW�KDYH�DQ�XQZDQWHG�HIIHFW�RQ�WKH�YLFWLP�

8QGHU�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�������LW�LV�DQ�RIIHQFH�IRU�D�SHUVRQ�WR�
SXUVXH�D�FRXUVH�RI�FRQGXFW�WKDW�DPRXQWV�WR�KDUDVVPHQW�RI�DQRWKHU�SHUVRQ��DQG�WKDW�
WKH\�NQRZ��RU�RXJKW�WR�NQRZ��DPRXQWV�WR�KDUDVVPHQW�� 7KH�$FW�GHILQHV�KDUDVVPHQW�
DQG�VWDWHV��³5HIHUHQFHV�WR�KDUDVVLQJ�D�SHUVRQ�LQFOXGH�DODUPLQJ�WKH�SHUVRQ�RU�
FDXVLQJ�WKH�SHUVRQ�GLVWUHVV�´�

$�µFRXUVH�RI�FRQGXFW¶�LQ�WKH�FDVH�RI�KDUDVVPHQW�RI�D�VLQJOH�SHUVRQ�PXVW�LQYROYH�
FRQGXFW�RQ�DW�OHDVW�WZR�RFFDVLRQV��7KH�FRXUVH�RI�FRQGXFW�LQ�UHODWLRQ�WR�WZR�RU�

� 3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�������VHFWLRQ���

� 3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�������VHFWLRQ������
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PRUH�SHUVRQV�PHDQV�FRQGXFW�RQ�DW�OHDVW�RQH�RFFDVLRQ�LQ�UHODWLRQ�WR�HDFK�RI�
WKRVH�SHUVRQV��

6WDONLQJ

$IWHU�D�FRQVXOWDWLRQ�RQ�VWDONLQJ�LQ�������DQG�DQ�,QGHSHQGHQW�3DUOLDPHQWDU\�,QTXLU\�
LQWR�VWDONLQJ�LQ�������QHZ�RIIHQFHV�RI�VWDONLQJ�ZHUH�LQVHUWHG�LQWR�WKH�3URWHFWLRQ�IURP�
+DUDVVPHQW�$FW������LQ�������+RZHYHU��WKH�$FW�GRHV�QRW�JR�RQ�WR�GHWDLO�ZKDW�
SDUWLFXODU�FLUFXPVWDQFHV�GLVWLQJXLVK�WKHVH�DFWV�IURP�KDUDVVPHQW�

6HFWLRQ��$�RI�WKH������$FW�SURKLELWV�D�SHUVRQ�IURP�SXUVXLQJ�D�FRXUVH�RI�FRQGXFW�WKDW�
DPRXQWV�WR�VWDONLQJ�

6HFWLRQ��$�RI�WKH������$FW�SURKLELWV�D�FRXUVH�RI�FRQGXFW�ZKLFK�DPRXQWV�WR�VWDONLQJ�
DQG�FDXVHV�HLWKHU�WKH�YLFWLP�WR�IHDU��RQ�DW�OHDVW�WZR�RFFDVLRQV��WKDW�WKH�SHUSHWUDWRU�
ZLOO�XVH�YLROHQFH�DJDLQVW�KLP�RU�KHU��RU�FDXVHV�WKH�YLFWLP�VHULRXV�DODUP�RU�GLVWUHVV�
ZKLFK�KDV�D�VXEVWDQWLDO�DGYHUVH�HIIHFW�RQ�KLV�RU�KHU�XVXDO�GD\�WR�GD\�DFWLYLWLHV ZKHUH�
WKH�SHUSHWUDWRU�NQRZV�RU�RXJKW�WR�NQRZ�WKDW�WKHLU�FRXUVH�RI�FRQGXFW�ZLOO�FDXVH�WKH�
UHOHYDQW�IHDU��DODUP�RU�GLVWUHVV�

,Q�RXU�WKHPDWLF�LQVSHFWLRQ�RI�VWDONLQJ�DQG�KDUDVVPHQW�ZH�FRQFOXGHG�WKDW�WKH�SROLFH�
DQG�WKH�&36�RIWHQ�VWUXJJOHG�WR�VHSDUDWH�WKH�RIIHQFHV�RI�VWDONLQJ�DQG�KDUDVVPHQW��
%HFDXVH�RI�WKLV��ZH�UHFRPPHQGHG�WKDW�WKH�+RPH�2IILFH�VKRXOG�UHYLHZ�WKH�
3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�ZLWK�UHIHUHQFH�WR�GHILQLQJ�VWDONLQJ�PRUH�FOHDUO\��
7KH�+RPH�2IILFH�GHFLGHG�QRW�WR�XQGHUWDNH�VXFK�D�UHYLHZ�DQG�ZH�FRQVLGHU�WKLV��DQG�
RXU�RWKHU�UHFRPPHQGDWLRQV��ODWHU�LQ�WKLV�UHSRUW��OLQN�WR�3DUW�%��

2UJDQLVDWLRQV�UHSUHVHQWLQJ�YLFWLPV�RI�VWDONLQJ�RIWHQ�WDON�DERXW�WKH�IL[DWHG�DQG�
REVHVVLYH�QDWXUH�RI�WKH�SHUSHWUDWRU¶V�DFWLRQV�DV�DQ�HOHPHQW�RI�VWDONLQJ��

7KLV�LV�HFKRHG�LQ�WKH�MRLQW�SROLFH�DQG�&36�SURWRFRO�WKDW�VHWV�RXW�KRZ�VWDONLQJ�RU�
KDUDVVPHQW�FDVHV�VKRXOG�EH�GHDOW�ZLWK�

,Q�VRPH FDVHV��WKH�GLVWLQFWLRQ�EHWZHHQ�VWDONLQJ�DQG�KDUDVVPHQW�ZLOO�QRW�EH�
FOHDU�FXW��DV�WKH�GHILQLWLRQV�FDQ�RYHUODS��7KHUH�LV�QR�VSHFLILF�OHJDO�GHILQLWLRQ�
RI�VWDONLQJ��+RZHYHU��IRU�SROLFH�DQG�SURVHFXWRUV�LW�LV�KHOSIXO�WR�NQRZ�WKDW�LQ�
FDVHV�RI�VWDONLQJ�WKHUH�LV�D SDWWHUQ�RI�XQZDQWHG��IL[DWHG�DQG�REVHVVLYH�
EHKDYLRXU�ZKLFK�LV�LQWUXVLYH��,W�FDQ�LQFOXGH�KDUDVVPHQW�WKDW�DPRXQWV�WR�
VWDONLQJ�RU�VWDONLQJ�WKDW�FDXVHV�IHDU�RI�YLROHQFH�RU�VHULRXV�DODUP�RU�GLVWUHVV��

� 3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�������VHFWLRQ������

� )RU�H[DPSOH��WKH�3DODGLQ�1DWLRQDO�6WDONLQJ�$GYRFDF\�6HUYLFH DQG�WKH�6X]\�/DPSOXJK�7UXVW�

� 3URWRFRO�RQ�WKH�DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�EHWZHHQ�WKH�1DWLRQDO�3ROLFH�
&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�6HUYLFH��13&&�	�&36��������SDJH���
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,Q�WKH�6XVVH[�DUHD��9HULWDV�-XVWLFH VXSSRUWV�VRPH�YLFWLPV�RI�VWDONLQJ��DQG�WKLV�
RUJDQLVDWLRQ�KDV�DGRSWHG�WKH�IROORZLQJ�GHVFULSWLRQ�RI�VWDONLQJ�

6WDONLQJ�LV�GHILQHG�DV�D�SDWWHUQ�RI�UHSHDW�DQG�SHUVLVWHQW�EHKDYLRXU�WKDW�LV�
LQWUXVLYH�DQG�HQJHQGHUV�IHDU��2QH�SHUVRQ�EHFRPHV�IL[DWHG�RU�REVHVVHG�ZLWK�
DQRWKHU�DQG�WKH�DWWHQWLRQ�LV�XQZDQWHG��

,Q�WKH�DEVHQFH�RI�DQ\�PRUH�IRUPDO�GHILQLWLRQ�RI�VWDONLQJ��LQ�WKLV�LQVSHFWLRQ�ZH�KDYH�
DOVR�WDNHQ�WKH�YLHZ�WKDW�VWDONLQJ�GLIIHUV�IURP�KDUDVVPHQW�EHFDXVH�RI�WKH�DSSDUHQWO\�
IL[DWHG�DQG�REVHVVLYH�DFWLRQV�RI�DOOHJHG�SHUSHWUDWRUV��+RZHYHU��DV�ZH�FRQFOXGHG�LQ�
RXU�WKHPDWLF�UHSRUW��EHFDXVH�WKH�DVVHVVPHQW�RI�WKH�PRWLYDWLRQ�RI�WKH�SHUSHWUDWRU�LV�
VXEMHFWLYH��WKLV�OHDGV�WR�HUURUV��RPLVVLRQV�DQG�GLIIHUHQFHV�RI�LQWHUSUHWDWLRQ�ZKLFK�FDQ�
KDYH�VHULRXV�FRQVHTXHQFHV�IRU�YLFWLPV�

� 6HH�9HULWDV�-XVWLFH¶V�SDJH��:KDW�LV�VWDONLQJ"�
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3DUW $�± $Q�LQVSHFWLRQ�RI�WKH�6XVVH[�3ROLFH�
UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW

%DFNJURXQG

,Q�$XJXVW�������6KDQD�*ULFH�ZDV�VWDONHG�DQG�WKHQ�PXUGHUHG�E\�0LFKDHO�/DQH�LQ�
(DVW�6XVVH[��6XVVH[�3ROLFH�DSRORJLVHG�IRU�WKH�ZD\�WKDW�LW�KDG�KDQGOHG�WKH�FDVH��DQG�
WKH�,QGHSHQGHQW�3ROLFH�&RPSODLQWV�&RPPLVVLRQ��,3&&��ODXQFKHG�DQ�LQYHVWLJDWLRQ��
6XVVH[�3ROLFH�VHW�XS�D�*ROG�*URXS� WR�PDQDJH�LWV�UHVSRQVH�WR�WKH�LQFLGHQW��
LQFOXGLQJ�WKH�LQLWLDO�UHFRPPHQGDWLRQV�IURP�WKH�,3&&�LQYHVWLJDWLRQ��7KH�IRUFH�DOVR�
FUHDWHG�D�VWDONLQJ�LPSURYHPHQW�SODQ�ZKLFK VHQLRU�RIILFHUV�ZRXOG�RYHUVHH�

,Q�)HEUXDU\�������6XVVH[�3ROLFH�ZDV�RQH�RI�VL[�IRUFHV�ZKLFK�ZH�YLVLWHG�DV�SDUW�RI�
RXU�QDWLRQDO�KDUDVVPHQW�DQG�VWDONLQJ�LQVSHFWLRQ��,Q�FRPPRQ�ZLWK�DOO�WKH�IRUFHV�ZH�
LQVSHFWHG��ZH�IRXQG�D�JHQHUDOO\�SRRU�UHVSRQVH�WR�YLFWLPV�RI�ERWK�VWDONLQJ�DQG�
KDUDVVPHQW�LQ�6XVVH[��7KH�UHFRPPHQGDWLRQV�UHVXOWLQJ�IURP�WKH�LQVSHFWLRQ�ZHUH�
DOVR�LQFOXGHG�LQ�WKH�IRUFH¶V�VWDONLQJ�LPSURYHPHQW�SODQ�

$ERXW�WKLV�LQVSHFWLRQ

3ROLFH�DQG�FULPH�FRPPLVVLRQHUV�IRU�SROLFH�DUHDV��DQG�WKHLU�PD\RUDO�HTXLYDOHQWV��DUH�
GHPRFUDWLFDOO\�HOHFWHG�WR�UHSUHVHQW�WKHLU�ORFDO�FRPPXQLWLHV��ZLWK�UHVSRQVLELOLW\�IRU�
VHFXULQJ�HIILFLHQW�DQG�HIIHFWLYH�SROLFLQJ�

3ROLFH�DQG�FULPH�FRPPLVVLRQHUV FDQ�DVN�+0,&)56�WR�FDUU\�RXW�LQVSHFWLRQV�LQ�WKHLU�
SROLFH�DUHDV��� ,Q�$SULO�������WKH�SROLFH�DQG�FULPH�FRPPLVVLRQHU�IRU�WKH�6XVVH[�
3ROLFH�DUHD��.DW\�%RXUQH��ZURWH�WR�+HU�0DMHVW\¶V�,QVSHFWRU�=Rs�%LOOLQJKDP�� DVNLQJ�
XV�WR�LQVSHFW�6XVVH[�3ROLFH¶V�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW�

7KH�SROLFH�DQG�FULPH�FRPPLVVLRQHU DVNHG�XV�WR�H[DPLQH�VSHFLILFDOO\�WKH�IROORZLQJ�
DUHDV�

x WKH�DFFXUDF\�RI�WKH�IRUFH¶V�LGHQWLILFDWLRQ�RI�VWDONLQJ�DV�D�FULPH��WR�LQFOXGH�
FRQVLGHUDWLRQ�RI�DQ\�GLVWLQFWLRQ�EHLQJ�PDGH�EHWZHHQ�VWDONLQJ�LQ�FXUUHQW�DQG�
QRQ�FXUUHQW�LQWLPDWH�UHODWLRQVKLSV�

� $�*ROG�*URXS�LV�D�PHHWLQJ�GHVLJQHG�WR�DGG�YDOXH�WR�WKH�SROLFH�UHVSRQVH�WR�DQ�LQWHUQDO�RU�H[WHUQDO�
LQFLGHQW��FULPH�RU�RWKHU�PDWWHU��,W�LQYROYHV�EULQJLQJ�WRJHWKHU�LQWHUQDO�RU�H[WHUQDO�LQWHUHVWHG�SDUWLHV ZKR�
FDQ�DGYLVH��JXLGH�RU�RWKHUZLVH�VXSSRUW�WKH�PDQDJHPHQW�RI�DQ�HIIHFWLYH�UHVSRQVH�

�� 8QGHU�3ROLFH�$FW�������VHFWLRQ�����%$��

�� +0,�=Rs�%LOOLQJKDP�KDV�UHVSRQVLELOLW\�IRU�6XVVH[�3ROLFH�
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x WKH�SRZHUV�WKH�SROLFH�DUH�XVLQJ�LQ�WKHLU�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW�
RIIHQFHV��VXFK�DV�KDUDVVPHQW�RUGHUV��VWDONLQJ�SURWHFWLRQ�RUGHUV�>632V@��
GRPHVWLF�YLROHQFH�SURWHFWLRQ�RUGHUV�>'932V@�DQG�&ODUH¶V�/DZ���WR�LQFOXGH�D�
UHYLHZ�RI�WKH�TXDOLW\�RI�WKH�GHFLVLRQV�WR�XVH�WKHVH�SRZHUV�

x WKH�ZRUN�RI�WKH�VWDONLQJ�DPEDVVDGRUV�� DQG�WKH�HIILFDF\�RI�WKHLU�UROH��WR�
LQFOXGH�FRQVLGHUDWLRQ�RI�KRZ�WKH\�GLVVHPLQDWH�LQIRUPDWLRQ�DQG�OHDUQLQJ�
WKURXJKRXW�WKH�IRUFH��DQG�WKHLU�UROH�LQ�PRQLWRULQJ�SHUIRUPDQFH�

x WKH�IRUFH¶V�XVH�RI�WKH�GRPHVWLF�DEXVH� VWDONLQJ��KDUDVVPHQW�DQG�KRQRXU�
EDVHG�YLROHQFH�ULVN�DVVHVVPHQW��'$6+��DQG�RWKHU�ULVN�DVVHVVPHQW�WRROV��

x ZKHWKHU�DQ\�ELDV�H[LVWV�LQ�WKH�ZD\�WKH�IRUFH�UHVSRQGV�WR��DQG�LQYHVWLJDWHV��
VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV��ZLWK�SDUWLFXODU�FRQVLGHUDWLRQ�RI�JHQGHU��DQG

x ZKHWKHU�WKHUH�LV�DQ\�ZLGHU�DQG�RU�QDWLRQDO�OHDUQLQJ�WKDW�ZH�KDYH�LGHQWLILHG�LQ�
RWKHU�DUHDV�WKDW�FRXOG�EH�EURXJKW�LQWR�SUDFWLFH�LQ�6XVVH[�

2XU�LQVSHFWLRQ�PHWKRGRORJ\�LV�VHW�RXW�LQ�DQQH[�$��DQG�FRYHUV�WKHVH�DUHDV��

:H�FDUULHG�RXW�WKH�LQVSHFWLRQ�RYHU�WZR�ZHHNV�LQ�1RYHPEHU�DQG�'HFHPEHU������

3UHYDOHQFH�RI�VWDONLQJ�DQG�KDUDVVPHQW�LQ�6XVVH[

1DWLRQDOO\��KDUDVVPHQW�PDNHV�XS���SHUFHQW�RI�DOO�FULPH�DQG�VWDONLQJ�PDNHV�XS�
����SHUFHQW�RI�FULPH��0DOLFLRXV�FRPPXQLFDWLRQV�DOVR�PDNH�XS���SHUFHQW�RI�FULPH��
,Q�6XVVH[��KDUDVVPHQW�PDNHV�XS���SHUFHQW�RI�FULPH��VWDONLQJ���SHUFHQW�DQG�
PDOLFLRXV�FRPPXQLFDWLRQV���SHUFHQW��6R��WKLV�W\SH�RI�FULPH�LV�TXLWH�FRPPRQ�

6XPPDU\�RI�PDLQ�ILQGLQJV

:H�IRXQG�WKDW�6XVVH[�3ROLFH�KDV�PDGH�VRPH�VLJQLILFDQW�LPSURYHPHQWV�WR�WKH�ZD\�
WKDW�LW�GHDOV�ZLWK�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV��+RZHYHU��WKH�IRUFH�KDV�PXFK�
PRUH�ZRUN�WR�GR��$OWKRXJK�ZH�IRXQG�VRPH�JRRG�H[DPSOHV�RI�FDVHV�WKDW�WKH�IRUFH�
KDG�GHDOW�ZLWK�ZHOO��WKHVH�ZHUH�RXWZHLJKHG�E\�WKH�QXPEHU�RI�FDVHV�WKDW�LW�KDG�QRW�
GHDOW�ZLWK�ZHOO�HQRXJK��:LWKLQ�WKHVH��ZH�IRXQG�D�VPDOO�QXPEHU�RI�FDVHV�ZKHUH�ZH�
ZHUH�QRW�UHDVVXUHG�WKDW�WKH�IRUFH�KDG�SURSHUO\�VDIHJXDUGHG�WKH�YLFWLP�DV�ZHOO�DV�LW�
FRXOG�KDYH�GRQH��DQG�ZH�DVNHG�WKH�IRUFH�WR�WDNH�LPPHGLDWH�UHPHGLDO�DFWLRQ��

7KH�PDLQ�ILQGLQJV�EHORZ�DUH�WKH�PRVW�VLJQLILFDQW��6RPH�DUH�OLNHO\�WR�KDYH�
LPSOLFDWLRQV�IRU�WKH�ZD\�WKDW�RWKHU�IRUFHV�GHDO�ZLWK�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV��

�� 3ROLFH�RIILFHUV�DQG�VWDII�ZKR�UHFHLYH�HQKDQFHG�WUDLQLQJ��PDLQO\�WR�JLYH�DGYLFH�DQG�VXSSRUW�WR�
RWKHU�RIILFHUV�
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3OHDVH�UHDG�WKH�ZKROH�UHSRUW�IRU�D�PRUH�FRPSOHWH�SLFWXUH�RI�RXU�ILQGLQJV��DQG�VRPH�
H[DPSOHV�RI�HIIHFWLYH�DQG�SRRU�SUDFWLFH�

&ULPH�UHFRUGLQJ

$FFXUDWH�FULPH�UHFRUGLQJ�LV�HVVHQWLDO�IRU�WKH�HIIHFWLYH�UHVSRQVH�WR�DOO�FULPHV��,W�KHOSV�
IRUFHV�WR�XQGHUVWDQG�WKH�QDWXUH�RI�YLFWLPLVDWLRQ�LQ�WKHLU�DUHDV��DQG�WR�GHFLGH�ZKHUH�WR�
DOORFDWH�WKHLU�RIILFHUV�DQG�VSHQG�WKHLU�PRQH\��,W�DOVR�KHOSV�SROLFH�DQG�FULPH�
FRPPLVVLRQHUV�WR�PDNH�LQIRUPHG�GHFLVLRQV�DERXW�ZKDW�YLFWLP�VHUYLFHV�WKH\�VKRXOG�
FRPPLVVLRQ�LQ�WKHLU�DUHDV���

:H�IRXQG�WKDW�WKH�QXPEHU�RI�VWDONLQJ�FULPHV�UHFRUGHG�E\�6XVVH[�3ROLFH�KDG�
LQFUHDVHG�E\����SHUFHQW�LQ�WKH����PRQWKV�WR����6HSWHPEHU�������DQG�WKDW�6XVVH[�
QRZ�UHFRUGV�WKH�VHFRQG�KLJKHVW�QXPEHU�RI�VWDONLQJ�RIIHQFHV�LQ�(QJODQG�DQG�:DOHV��
7KLV�LV�JRRG�HYLGHQFH�WKDW�WKH�IRUFH�LV�LQFUHDVLQJO\�DFFXUDWH�LQ�WKH�LGHQWLILFDWLRQ�DQG�
UHFRUGLQJ�RI�VWDONLQJ�RIIHQFHV��+RZHYHU��ZH�VWLOO�IRXQG�WKDW�PDQ\�DVSHFWV�RI�WKH�
UHFRUGLQJ�RI�ERWK�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�ZHUH�LQDGHTXDWH�

,PSURYHPHQWV�LQ�WKH�SROLFH�UHVSRQVH

6XVVH[�3ROLFH�KDV�D�SROLF\�WKDW�WUDLQHG�LQYHVWLJDWRUV�ZLOO�GHDO�ZLWK�DOO�VWDONLQJ�
RIIHQFHV��DQG�PRVW�KDUDVVPHQW�RIIHQFHV��7KLV�LV�SRVLWLYH�DQG�VKRXOG�UHVXOW�LQ�EHWWHU�
RXWFRPHV�IRU�YLFWLPV��+RZHYHU��ZH�IRXQG�WKDW�WKH�IRUFH�GRHV�QRW�DOZD\V�DGKHUH�WR�
WKLV�SROLF\��DQG�WKHUH�ZDV�VRPH�LQFRQVLVWHQF\�ZLWKLQ�WKH�IRUFH�DUHD�DERXW�WKH�SRLQW�
ZKHQ�WKH�RIILFHU�WDNLQJ�WKH�UHSRUW�VKRXOG�KDQG�RYHU�WR�WKH�LQYHVWLJDWRU��

7KH�IRUFH�KDV�PDGH�VHYHUDO�SRVLWLYH�FKDQJHV�WR�WKH�UHVSRQVH�WR�VWDONLQJ�DQG�
KDUDVVPHQW��7KHVH�LQFOXGH�

x XVLQJ�VWDONLQJ�µIODJV¶��D�VWDONLQJ�PDUNHU�RQ�WKH�FULPH�V\VWHP�DJDLQVW�WKH�
GHWDLOV�RI�YLFWLPV�DQG�SHUSHWUDWRUV��WR�KHOS�WKH�IRUFH�LGHQWLI\�UHSHDW�DFWLYLW\�DQG�
VDIHJXDUG�YLFWLPV�PRUH�HDVLO\�

x SURYLGLQJ DQ�HQKDQFHG�VHUYLFH�WR�µKLJK�ULVN¶�VWDONLQJ�YLFWLPV�WKURXJK�WKH�
IRUFH¶V�F\EHU�FULPH�XQLW���

x VWRSSLQJ WKH�XVH�RI�SROLFH�LQIRUPDWLRQ�QRWLFHV��3,1V��� IRU�DOO�FDVHV�RI�VWDONLQJ�
DQG�KDUDVVPHQW�

x XVLQJ�VWDONLQJ�DPEDVVDGRUV��DQG

�� 3ROLFH�DQG�FULPH�FRPPLVVLRQHUV�DUH�UHVSRQVLEOH�IRU�SURYLGLQJ�YLFWLP�VXSSRUW�VHUYLFHV�LQ�
IRUFH�DUHDV�

�� 7KLV�XQLW�LV�D�MRLQW�SURMHFW�ZLWK�6XUUH\�3ROLFH�

�� 3ROLFH�LQIRUPDWLRQ�QRWLFHV�DUH�XVHG�WR�LQIRUP�DOOHJHG�VWDONLQJ�DQG�KDUDVVPHQW�SHUSHWUDWRUV�WKDW�
WKHLU�DFWLRQV�PD\�FRQVWLWXWH�DQ�RIIHQFH�
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x LQFOXGLQJ�VWDONLQJ�FULPHV�LQ�WKH�GDLO\�PDQDJHPHQW�PHHWLQJ�� SURFHVV�WR�
HQVXUH�WKHVH�FULPHV�KDYH�HQKDQFHG�RYHUVLJKW�E\�VHQLRU�PDQDJHUV�

5LVN�DVVHVVPHQWV

:H�ZHUH�GLVDSSRLQWHG�WR�ILQG�WKDW�WKH�IRUFH�GRHV�QRW�PDNH�ULVN�DVVHVVPHQWV�RI�
VWDONLQJ�RU�KDUDVVPHQW�FDVHV�LI�WKH\�GR�QRW�UHODWH�WR�GRPHVWLF�DEXVH��7KLV�LV�YHU\�
GLVWXUELQJ��SDUWLFXODUO\�DV�ZH�UDLVHG�WKLV�DV�D�SUREOHP�LQ�RXU�WKHPDWLF�UHSRUW�

7KH�IRUFH�GRHV�UHTXLUH�DOO�FDVHV�RI�VWDONLQJ�DQG�KDUDVVPHQW�WR�EH�VXEMHFW�WR�D�
VFUHHQLQJ�SURFHVV�WR�LGHQWLI\�VWDONLQJ�EHKDYLRXUV��7KH�VHW�RI�TXHVWLRQV�LV�FDOOHG�DQ�
6�'$6+��+RZHYHU��ZH�IRXQG�WKDW�XVH�RI�WKH�6�'$6+�ZDV�LQFRQVLVWHQW�

7KH�LGHQWLILFDWLRQ�RI�EHKDYLRXU�WKDW�PD\�EH�VWDONLQJ�E\�XVLQJ�WKH�6�'$6+�LV�QRW�RI�
LWVHOI�D�ULVN�DVVHVVPHQW�SURFHVV��,W�FRXOG�EHVW�EH�GHVFULEHG�DV�WKH�ILUVW�SDUW�RI�D�
FRQWLQXXP�RI�DFWLYLW\�WKDW�VHHNV�ERWK�WR�HVWDEOLVK�WKH�OLNHOLKRRG�RI�WKH�EHKDYLRXUV�
FRQWLQXLQJ�DQG�WR�TXDQWLI\�WKH�VHYHULW\�RI�WKH�HIIHFW�RQ�WKH�YLFWLP��7KLV�VKRXOG�OHDG�WR�
RIILFHUV�XVLQJ�SURIHVVLRQDO�MXGJPHQW�WR HVWDEOLVK�WKH�DFWLRQ�WKDW�PD\�EH�QHFHVVDU\�WR�
UHGXFH�WKH�ULVNV�WKDW�KDYH�EHHQ�LGHQWLILHG��ZKLFK�LV�RIWHQ�FDOOHG�ULVN�PDQDJHPHQW�

,Q�6XVVH[��VRPH�DVSHFWV�RI�WKH�UHVSRQVH�WR�VWDONLQJ�UHO\�RQ�D�ULVN�DVVHVVPHQW�
SURFHVV WR�WDNH�SODFH��WR�GHFLGH�ZKDW�VXEVHTXHQW�DFWLRQ�LV�QHHGHG��)RU H[DPSOH��WKH�
6SHFLDOLVW�,QYHVWLJDWLRQ�8QLW�VKRXOG�LQYHVWLJDWH�KLJK�ULVN�FDVHV��7KH�SURFHVV�ZLOO�ZRUN�
LQ�GRPHVWLF�DEXVH�FDVHV�EHFDXVH�D�'$6+�ULVN�DVVHVVPHQW�WDNHV�SODFH�

+RZHYHU��LQ�QRQ�GRPHVWLF�DEXVH�FDVHV��EHFDXVH�QR�ULVN�DVVHVVPHQW�WDNHV�SODFH��
WKH�IRUFH�KDV�QR�FRQVLVWHQW�ZD\�RI�HQVXULQJ�WKDW�RIILFHUV�ZKR�KDYH�WKH�ULJKW�VNLOOV�DQG�
WUDLQLQJ�DOZD\V�LQYHVWLJDWH�WKHVH�FDVHV��,Q�DGGLWLRQ��WKH�IRUFH�PLJKW�QRW�FRQVLVWHQWO\�
DVVHVV�WKH�ULVNV�WR�YLFWLPV�DQG�PLJKW�QRW�FRQVLVWHQWO\�VDIHJXDUG�YLFWLPV�DV�ZHOO�DV�
LW�FRXOG�

:H�DOVR�IRXQG�LQ�WKH�FDVHV�ZH�H[DPLQHG��LI�D�ULVN�DVVHVVPHQW�VXFK�DV�D�'$6+�
KDG�EHHQ�FRPSOHWHG��LW�ZDV�PRUH�OLNHO\�WKDW�D�ULVN�PDQDJHPHQW�SODQ�ZRXOG�DOVR�
EH�FUHDWHG�

7KLV�ODFN�RI�D�ULVN�DVVHVVPHQW�SURFHVV�IRU�QRQ�GRPHVWLF�DEXVH�VWDONLQJ�RU�
KDUDVVPHQW�YLFWLPV�LV�OLNHO\�WR�EH�D�SUREOHP�WKDW�FRQWLQXHV�WR�H[LVW�LQ�RWKHU�IRUFHV��
:H�KDYH�FRQVLGHUHG�WKLV�IXUWKHU�LQ�3DUW�%�

�� 7KH�GDLO\�PDQDJHPHQW�PHHWLQJ LV�D GDLO\�PHHWLQJ�FKDLUHG�E\�D�VHQLRU�RIILFHU�WR�RYHUVHH�WKH�
GD\�WR�GD\�EXVLQHVV�RI�SROLFLQJ��WDNLQJ�LQWR�DFFRXQW�LQFLGHQWV�RYHU�WKH�ODVW�DQG�QH[W����KRXUV�
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%UHDFKHV�RI�UHVWUDLQLQJ�RUGHU

$�FRXUW�FDQ�LPSRVH�UHVWUDLQLQJ�RUGHUV�� RQ�D�SHUSHWUDWRU�HLWKHU�DIWHU�FRQYLFWLRQ�
RU�DFTXLWWDO��0DQ\�UHVWUDLQLQJ�RUGHUV�ZLOO�EH�LPSRVHG�RQ�EHKDOI�RI�YLFWLPV�ZKR�KDYH�
EHHQ�WKH�VXEMHFW�RI�VWDONLQJ�RU�KDUDVVPHQW��,I�WKH�SHUSHWUDWRU�WKHQ�EUHDFKHV�WKH�
RUGHU�RQ�PRUH�WKDQ�RQH�RFFDVLRQ��IRU�H[DPSOH�E\�FRQWDFWLQJ�WKH�YLFWLP��WKLV�LV�IXUWKHU�
HYLGHQFH�RI�VWDONLQJ�RU�KDUDVVPHQW��VHH SDJH��� IRU PRUH�RQ�WKLV�VXEMHFW��

,W�LV�LPSRUWDQW�WR�WDNH�WKLV�YLHZ��VR�WKDW�WKH�SROLFH�GR�QRW�WUHDW�WKH�EUHDFK�LQ�LVRODWLRQ��
EXW�LQVWHDG�FRQVLGHU�WKH�IXOO�SUHYLRXV�RIIHQGLQJ�KLVWRU\�ZKHQ�GHFLGLQJ�ZKDW�DFWLRQ
WR�WDNH�

,Q�6XVVH[�3ROLFH�ZH�IRXQG�WKDW�WKH�SROLFH�ZHUH�OLNHO\�WR�WUHDW�EUHDFKHV�RI�D�
UHVWUDLQLQJ�RUGHU�LQ�LVRODWLRQ�DQG��IRU�H[DPSOH��PLJKW�QRW�UHFRUG�IXUWKHU�FULPHV�RI�
VWDONLQJ�RU�KDUDVVPHQW�

7KLV�LV�DOVR�OLNHO\�WR�EH�WKH�FDVH�LQ�RWKHU�IRUFHV��7KHUH�LV�OLWWOH�JXLGDQFH�WR�KHOS�
RIILFHUV�WR�XQGHUVWDQG�WKDW�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�PLJKW�EH�D�FRQWLQXDWLRQ�
DQG�HVFDODWLRQ�RI�WKH�EHKDYLRXU�IRU�ZKLFK�WKH�PDJLVWUDWHV�RU�MXGJH�RULJLQDOO\�LPSRVHG�
WKH�RUGHU�

$OWKRXJK�DOO�IRUFHV�VKRXOG�FRQVLGHU�WKH�ILQGLQJV�LQ�6XVVH[��DQG ZKHWKHU�WKH\�FDQ�
OHDUQ�IURP�WKHP��ZH�DUH�VR�FRQFHUQHG�DERXW�WKH�LQHIIHFWLYH�UHVSRQVH�WR�EUHDFKHV�RI�
UHVWUDLQLQJ�RUGHUV�WKDW�ZH�DUH�WDNLQJ�WKH�H[WUDRUGLQDU\�VWHS�RI�PDNLQJ�VHYHUDO�QHZ�
QDWLRQDO�UHFRPPHQGDWLRQV�

)ROORZLQJ�RXU�LQVSHFWLRQ��ZH�DOHUWHG�WKH�+RPH�2IILFH�WR�WKH�SUREOHPV�ZH�KDG�IRXQG�
ZLWK�WKH�FULPH�UHFRUGLQJ�JXLGDQFH��:H�DUH�SOHDVHG�WKDW�WKH�+RPH�2IILFH�KDV�WROG�XV�
WKDW�LW�LQWHQGV�WR�FKDQJH�WKH�JXLGDQFH�WR�PDNH�LW�FOHDU�WKDW�FULPHV�RI�VWDONLQJ�RU�
KDUDVVPHQW�VKRXOG�EH�UHFRUGHG�DV�ZHOO�DV�EUHDFKHV�RI�RUGHUV��ZKHQ�LW�LV�FOHDU�WKDW�
WKH�YLFWLPLVDWLRQ�KDV�WDNHQ�SODFH�PRUH�WKDQ�RQFH�DIWHU�WKH�RUGHU�KDV�EHHQ�LPSRVHG�

7UDLQLQJ

$IWHU�WKH�PXUGHU�RI�6KDQD�*ULFH�LQ�6XVVH[�LQ�������WKH�IRUFH�ZRUNHG�ZLWK�D�ORFDO�
VWDONLQJ�VHUYLFH��9HULWDV�-XVWLFH��WR�JLYH�WUDLQLQJ�WR RIILFHUV�DQG�VWDII��7KLV�WUDLQLQJ�
ZDV�PDLQO\�GHVLJQHG�WR�KHOS�RIILFHUV�DQG�VWDII�WR�XQGHUVWDQG�VWDONLQJ��DQG�WKH�ZD\�
WKDW�LW�DIIHFWV�YLFWLPV��PRUH�WKRURXJKO\�

7KLV�WUDLQLQJ�SURJUDPPH�ZDV�QHYHU�IXOO\�FRPSOHWHG��,Q�PRVW�RI�WKH�FDVHV�ZH�
H[DPLQHG��WKH�LQYHVWLJDWLQJ�RIILFHUV�KDG�QRW�UHFHLYHG�WKLV�WUDLQLQJ�

�� 6HFWLRQ���RI�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������HQDEOHV�D�FULPLQDO�FRXUW�WR�PDNH�D�
UHVWUDLQLQJ�RUGHU�IROORZLQJ�D�FRQYLFWLRQ�XQGHU�HLWKHU�VHFWLRQ���RU�VHFWLRQ���RI�WKH�$FW��6LQFH ������
VHFWLRQ����RI�WKH�'RPHVWLF�9LROHQFH��&ULPH�DQG�9LFWLPV�$FW������H[WHQGHG�WKH�SRZHU�WR�LPSRVH�
RUGHUV�IRU�DQ\�FULPLQDO�RIIHQFH��DQG�RQ�DFTXLWWDO�DV�ZHOO�DV�FRQYLFWLRQ�
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,Q�DGGLWLRQ��WKH�WUDLQLQJ�LWVHOI�FRQWDLQHG�OLWWOH�GHWDLO�DERXW�DFWLRQV�WKDW�RIILFHUV�VKRXOG�
WDNH�ZKHQ�WKH\�KDG�LGHQWLILHG�VWDONLQJ��IRU�H[DPSOH��KRZ�WKH\�VKRXOG�UHFRUG�WKH�
FULPH�FRUUHFWO\�

2QOLQH�FULPH

,Q�WKH FDVHV�ZH�H[DPLQHG��ZH�IRXQG�D�VLJQLILFDQW�PDMRULW\�RI�FDVHV�KDG�VRPH�
HOHPHQW�RI�GLJLWDO�RU�RQOLQH�RIIHQGLQJ��7KLV�IRUP�RI�YLFWLPLVDWLRQ�VHHPV�WR�KDYH�
LQFUHDVHG�VLJQLILFDQWO\�VLQFH�ZH�YLVLWHG�6XVVH[�3ROLFH�DV�SDUW�RI�RXU�WKHPDWLF�
LQVSHFWLRQ�LQ���������

$V�VWDONLQJ�DQG�KDUDVVPHQW�LQYROYH�UHSHWLWLYH�EHKDYLRXU��DQG�EHFDXVH�RIIHQGHUV�FDQ�
FRPPLW�RIIHQFHV�RQOLQH�IUHHO\�ZLWK�YLFWLPV�EHLQJ�DEOH�WR�GR�OLWWOH�DERXW�LW��WKLV�LV�D�
ZRUU\LQJ�WUHQG��,Q�VRPH�FDVHV��ZH�IRXQG�WKDW�WKH�SROLFH�JDYH�SRRU�DGYLFH�WR�YLFWLPV�
DERXW WKH�ZD\V�WKH\�FRXOG�SURWHFW�WKHPVHOYHV�IURP�RQOLQH�VWDONLQJ�RU�KDUDVVPHQW�

7KH�+RPH�2IILFH�UHTXLUHV�IRUFHV�WR�LGHQWLI\�FDVHV�WKDW�KDYH�DQ�RQOLQH�HOHPHQW�ZLWK�
D�µF\EHU�HQDEOHG¶�IODJ��/LNH�PRVW�IRUFHV��6XVVH[�DUH�LOO�SODFHG�WR�XQGHUVWDQG�WKLV�
LQFUHDVLQJO\�FRPPRQ�SUREOHP�EHFDXVH�WKH�XVH�RI��DQG�WKH�NQRZOHGJH�RI��WKH�
F\EHU�HQDEOHG�IODJ�LV�YHU\�SRRU��:H�DOVR�KLJKOLJKWHG�LQ�RXU������KDWH�FULPH�WKHPDWLF�
UHSRUW�� WKDW�WKLV�ZDV�D�SUREOHP�LQ�WKH�IRUFHV�ZH�YLVLWHG�

9LFWLP�VXSSRUW

$�ORFDO�VWDONLQJ�VXSSRUW�VHUYLFH��9HULWDV�-XVWLFH��FDQ�VXSSRUW�YLFWLPV�RI�
VWDONLQJ�LQ�6XVVH[��9HULWDV�-XVWLFH�LV�PDLQO\�IXQGHG�E\�WKH�6XVVH[ SROLFH�DQG�
FULPH�FRPPLVVLRQHU�

:H�IRXQG�WKDW�WKH�SURFHVV�6XVVH[�3ROLFH�XVHV�WR�UHIHU�YLFWLPV�RI�VWDONLQJ�WR�9HULWDV�
-XVWLFH�ZDV�LQFRQVLVWHQW��9HULWDV -XVWLFH�RQO\�UHFHLYHG�DERXW�����UHIHUUDOV�IURP�WKH�
SROLFH�LQ�WKH�\HDU�EHIRUH�RXU�LQVSHFWLRQ��7KLV�FRPSDUHG�ZLWK�����UHFRUGHG�VWDONLQJ�
RIIHQFHV�GXULQJ�WKH�VDPH�SHULRG��2I�WKH�FDVHV�ZH�H[DPLQHG��WKH�IRUFH�KDG�RQO\�
UHIHUUHG�RQH�WR�9HULWDV�-XVWLFH��7KLV�PHDQV WKH�IRUFH�LV�SRWHQWLDOO\�PLVVLQJ�
RSSRUWXQLWLHV�WR�UHIHU�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW�WR�VSHFLDOLVW�VHUYLFHV�WKDW�
FRXOG�SURYLGH�DGGLWLRQDO�VXSSRUW�

9LFWLP�6XSSRUW�SURYLGHV�PRUH�JHQHUDO�YLFWLP�VXSSRUW�VHUYLFHV��$OWKRXJK�WKH�SROLFH�
ZLOO�DXWRPDWLFDOO\�UHIHU�DOO�YLFWLPV�LQ�WKH�6XVVH[�DUHD�WR�9LFWLP�6XSSRUW�XQOHVV�WKH�
YLFWLP�DVNV�WKHP�QRW�WR��WKH�DFWXDO�WDNH�XS�RI�VHUYLFHV�LQ�WKH�VWDONLQJ�DQG�KDUDVVPHQW�
FDVHV�ZH�H[DPLQHG ZDV�YHU\�ORZ�

�� 8QGHUVWDQGLQJ�WKH�GLIIHUHQFH��WKH�LQLWLDO�SROLFH�UHVSRQVH�WR�KDWH�FULPH��+0,&)56� ������SDJH����
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3RZHU�RI�HQWU\�DQG�VHDUFK

7KH������VWDONLQJ�OHJLVODWLRQ�LQWURGXFHG�D�SURYLVLRQ�WR�DOORZ�RIILFHUV�LQYHVWLJDWLQJ�
VWDONLQJ�RIIHQFHV�XQGHU�VHFWLRQ��$�RI�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������WR�
DSSO\�WR�D�PDJLVWUDWH�IRU�D�ZDUUDQW�WR�HQWHU�DQG�VHDUFK�SUHPLVHV�IRU�HYLGHQFH���

7KLV�SRZHU�RI�HQWU\�DQG�VHDUFK�DOORZV�RIILFHUV�WR�JDWKHU�HYLGHQFH�DQG�EXLOG�VWURQJ�
FDVHV�DJDLQVW�SHUSHWUDWRUV��:H�IRXQG�WKDW�6XVVH[�3ROLFH�GLG�QRW�XVH�WKLV�SRZHU�DV�
RIWHQ�DV�LW�FRXOG�KDYH�GRQH�

&DXVHV�RI�FRQFHUQ�DQG�UHFRPPHQGDWLRQV

)RU�6XVVH[�3ROLFH

�� 3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������ VHFWLRQ��%�

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�LQ�FDVHV�RI�QRQ�GRPHVWLF�DEXVH�VWDONLQJ�RU�KDUDVVPHQW��
WKH�IRUFH�GRHV�QRW�PDNH�ULVN�DVVHVVPHQWV�DQG�WKHUHIRUH�WKH�IRUFH�PLJKW�QRW�EH�
SURSHUO\�SURWHFWLQJ�YLFWLPV�IURP�WKH�GDQJHU�RI�EHFRPLQJ�UHSHDW�YLFWLPV�

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�IRUFH�GHFLGHV�KRZ�LW�FDQ�LPSURYH�WKH�
ULVN�DVVHVVPHQW�SURFHVV�IRU�VWDONLQJ�DQG�KDUDVVPHQW�

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�6XVVH[�3ROLFH�GRHV�QRW�XVH�WKH�SRZHU�RI�HQWU\�DQG�
VHDUFK�HIIHFWLYHO\��DQG�WKHUHIRUH�VWDONLQJ�LQYHVWLJDWLRQV�DUH�QRW�DV�WKRURXJK�DV�
WKH\�FRXOG�EH�

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�6XVVH[�3ROLFH�UHPLQGV�RIILFHUV�RI�WKH�
QHHG�WR�FRQVLGHU�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�IRU�VWDONLQJ�LQYHVWLJDWLRQV��WKDW�WKH�
IRUFH�GLS�VDPSOHV�LQYHVWLJDWLRQV�WR�HQVXUH�WKDW�RIILFHUV�DUH�FRQVLGHULQJ�WKLV��DQG�
WKDW�WKH�IRUFH�LQWURGXFHV�SHUIRUPDQFH�PHDVXUHV�WR�ILQG�RXW�LI�RIILFHUV�DUH�XVLQJ�WKH�
SRZHUV�HIIHFWLYHO\�
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&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�6XVVH[�3ROLFH�LV�QRW�SURSHUO\�SURWHFWLQJ�VRPH�YLFWLPV�RI�
VWDONLQJ�RU�KDUDVVPHQW�ZKR�KDYH�EHHQ�YLFWLPLVHG�RQOLQH�EHFDXVH�

x RIILFHUV�UHFRUG�VRPH�RI�WKHVH�FULPHV�LQFRUUHFWO\�DV�PDOLFLRXV�
FRPPXQLFDWLRQV�RQO\��DQG�RU

x WKH�FULPH�SUHYHQWLRQ�DGYLFH�WKH�IRUFH�JLYHV�WR�YLFWLPV�LV�QRW�DOZD\V�
DSSURSULDWH�

5HFRPPHQGDWLRQV

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�
UHYLHZV�WKLV�FULPH�W\SH�WR�HQVXUH�WKDW�WKH�IRUFH�UHFRUGV�DQG�FODVVLILHV�WKHVH�
FULPHV�FRUUHFWO\��DQG�WUHDWV�YLFWLPV�DSSURSULDWHO\�DV�D�UHVXOW�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�6XVVH[�3ROLFH�JLYHV�H[SOLFLW�JXLGDQFH�WR�
RIILFHUV�DQG�VWDII�DERXW�WKH�DGYLFH�WKDW�WKH\�VKRXOG�JLYH�WR�YLFWLPV�RI�RQOLQH�
VWDONLQJ�RU�KDUDVVPHQW��,Q�IXWXUH��WKH�IRUFH�VKRXOG�LQFRUSRUDWH�WKLV�LQWR�WKH�WUDLQLQJ�
RI�RIILFHUV�

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�6XVVH[�3ROLFH¶V�UHVSRQVH�WR�YLFWLPV�RI�VWDONLQJ�RU�
KDUDVVPHQW�LV�QRW�DOZD\V�DV�HIIHFWLYH�DQG�FRQVLVWHQW�DV�LW�FRXOG�EH��7KLV�LV�
EHFDXVH�QRW�DOO�RIILFHUV�KDYH�UHFHLYHG�HQKDQFHG�VWDONLQJ�WUDLQLQJ��

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�
UHYLHZV�ZKHWKHU�WKH�FXUUHQW�WUDLQLQJ�SURYLVLRQ�UHJDUGLQJ�VWDONLQJ�DQG�KDUDVVPHQW�
LV�DGHTXDWH�
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1HZ�QDWLRQDO�UHFRPPHQGDWLRQV

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�SROLFH�IRUFHV�DUH�GHDOLQJ�ZLWK�EUHDFKHV�RI�RUGHUV�LQ�
LVRODWLRQ��DQG�DUH�QRW�UHFRJQLVLQJ�RU�SURSHUO\�DGGUHVVLQJ�WKH�ZLGHU�SDWWHUQV�
RI�YLFWLPLVDWLRQ��$V�D�UHVXOW��IRUFHV�PLJKW�QRW�EH�DGHTXDWHO\�DVVHVVLQJ�WKH�ULVNV�WR�
VRPH�YLFWLPV��DQG�PLJKW�QRW�EH�DSSURSULDWHO\�LQYHVWLJDWLQJ�DQG�SURVHFXWLQJ�FDVHV�

5HFRPPHQGDWLRQV

:LWKLQ�VL[�PRQWKV�FKLHI�FRQVWDEOHV�VKRXOG�HQVXUH�WKDW�IRUFHV�UHFRUG�VWDONLQJ�RU�
KDUDVVPHQW�FULPHV�LI�DSSURSULDWH�ZKHQ�YLFWLPV�UHSRUW�EUHDFKHV�RI�RUGHUV�

:LWKLQ�VL[�PRQWKV�WKH�1DWLRQDO�3ROLFH�&KLHIV¶�&RXQFLO��13&&��OHDG�DQG�WKH�&36�
OHDG�VKRXOG�FRQVLGHU�ZKHWKHU�WKH\�FDQ�GR�PRUH�WR�LQIRUP�SROLFH�RIILFHUV�DQG�
ODZ\HUV�RI�WKH�LPSRUWDQFH�RI�WUHDWLQJ�EUHDFKHV�RI�RUGHUV�DV�HYLGHQFH�RI�D�ZLGHU�
SDWWHUQ�RI�RIIHQGLQJ��DQG�ZKHQ�DQG�LQ�ZKDW�FLUFXPVWDQFHV�RIILFHUV�DQG�ODZ\HUV�
VKRXOG�WUHDW�WKLV�DV�IXUWKHU�HYLGHQFH�RI�VWDONLQJ�RU�KDUDVVPHQW�

:LWKLQ�VL[�PRQWKV�FKLHI�FRQVWDEOHV�VKRXOG�HQVXUH�WKDW�RIILFHUV�DUH�DZDUH�RI�WKH�
LPSRUWDQFH�RI�WUHDWLQJ�EUHDFKHV�RI�RUGHUV��ZKHUH�DSSURSULDWH��DV�SDUW�RI�D�ZLGHU�
SDWWHUQ�RI�RIIHQGLQJ��DQG�HQVXUH�WKDW�IRUFH�SROLF\�DQG�JXLGDQFH�KHOSV�RIILFHUV�WR�
GR�WKLV�
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$UHDV�IRU�LPSURYHPHQW

$UHDV�IRU�LPSURYHPHQW

:LWKLQ�WKUHH�PRQWKV�WKH�IRUFH�VKRXOG�UHYLHZ�WKH�UROH�RI�VWDONLQJ�DPEDVVDGRUV�DQG�
FRQVLGHU�ZKHWKHU�DQ�DPEDVVDGRU�VKRXOG�UHYLHZ�DOO�VWDONLQJ�FULPHV��DQG�ZKHWKHU�
DPEDVVDGRUV�VKRXOG�SOD\�D�PRUH�SURDFWLYH�UROH�LQ�YLFWLP�FDUH�LQ�SDUWQHUVKLS�ZLWK�
YLFWLP�VXSSRUW�RUJDQLVDWLRQV��

6R�WKDW�RIILFHUV�UHFRUG�WKH�RXWFRPHV�RI�FULPHV�DFFXUDWHO\��ZLWKLQ�WKUHH�PRQWKV�WKH�
FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�VKRXOG�HQVXUH�WKDW�RIILFHUV�XQGHUVWDQG�RXWFRPH�
FRGHV�DQG�XVH�WKHP�FRUUHFWO\��DQG�WKDW�WKH�IRUFH�KDV�D�UREXVW�SURFHVV�WR HQVXUH�
WKDW�RIILFHUV�GR�WKLV�

6R�WKDW�WKH�IRUFH�JLYHV�DOO�YLFWLPV�RI�VWDONLQJ�WKH�RSSRUWXQLW\�RI�UHFHLYLQJ�VSHFLDOLVW�
VXSSRUW��ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�VKRXOG�UHYLHZ�
WKH�SURFHVV�E\�ZKLFK�WKH�IRUFH�PDNHV�UHIHUUDOV��7KH�FKLHI�FRQVWDEOH�VKRXOG�ZRUN�
ZLWK�WKH�DSSURSULDWH�VHUYLFH�SURYLGHUV�DQG�WKH�SROLFH�DQG�FULPH�FRPPLVVLRQHU�WR�
HQVXUH�WKDW�WKHUH�LV�VXIILFLHQW�FDSDFLW\�WR�RIIHU�WKLV�VHUYLFH�

6R�WKDW�6XVVH[�3ROLFH�JLYHV�DOO�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW�DQ�HIIHFWLYH�DQG�
FRQVLVWHQW�VHUYLFH��ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�
VKRXOG�UHJXODUO\�PRQLWRU�WKH�QDWLRQDO�VWDONLQJ�SURWRFRO�WR�HQVXUH�WKDW�WKH�IRUFH�LV�
FRPSO\LQJ�ZLWK�LW��7KH�FKLHI�FRQVWDEOH�VKRXOG�FRQVLGHU�WKH�EHVW�ZD\�WR�GR�WKLV��
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3DUW�$ ± ,QVSHFWLRQ�ILQGLQJV

'DWD

,Q�WKH����PRQWKV�WR����6HSWHPEHU�������6XVVH[�3ROLFH�UHFRUGHG�������VWDONLQJ�
RIIHQFHV��WKH�VHFRQG�KLJKHVW�QXPEHU�RI�VWDONLQJ�RIIHQFHV�UHFRUGHG�E\�D�IRUFH�LQ�
(QJODQG�DQG�:DOHV��7KLV�LV�DQ�LQFUHDVH�RI����SHUFHQW�IURP�WKH�����UHFRUGHG�LQ�WKH�
���PRQWKV�WR����6HSWHPEHU������

,Q�FRQWUDVW��LQ�WKH����PRQWKV�WR����6HSWHPEHU�������KDUDVVPHQW�RIIHQFHV�GHFOLQHG�
E\����SHUFHQW�RQ�WKH�SUHYLRXV����PRQWKV��IURP�������WR��������7KLV�GHFOLQH�PD\�
SDUWO\�EH�EHFDXVH�LQ���������D�QHZ�FDWHJRU\�RI�PDOLFLRXV�FRPPXQLFDWLRQV�FULPHV�
ZDV�LQWURGXFHG��� 6R�FULPHV�WKDW�ZHUH�SUHYLRXVO\�UHFRUGHG�DV�KDUDVVPHQW�RIIHQFHV�
ZHUH�UHFRUGHG�DV�PDOLFLRXV�FRPPXQLFDWLRQV�LQVWHDG��6RPH�RI�WKLV�UHGXFWLRQ�LQ�WKH�
QXPEHU�RI�UHFRUGHG�KDUDVVPHQW�FULPHV�FRXOG�DOVR�EH�EHFDXVH�WKH�IRUFH�LV�UHFRUGLQJ�
VWDONLQJ�FULPHV LQVWHDG�

)LJXUH����1XPEHU�RI�UHFRUGHG�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�LQ�6XVVH[�3ROLFH�DUHD���2FWREHU�
�����WR����6HSWHPEHU�����

6RXUFH��+RPH�2IILFH�GDWD�SXEOLVKHG�E\�WKH�2IILFH�IRU�1DWLRQDO�6WDWLVWLFV

�� ,Q�WKH����PRQWKV�WR����6HSWHPEHU�������6XVVH[�3ROLFH�UHFRUGHG�������PDOLFLRXV�FRPPXQLFDWLRQV�
FULPHV�FRQWUDU\�WR�VHFWLRQ���RI�WKH�0DOLFLRXV�&RPPXQLFDWLRQV�$FW������
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7KH�LQFUHDVH�LQ�UHFRUGHG�VWDONLQJ�FULPH��DQG�WKH�GHFUHDVH�LQ�UHFRUGHG�
KDUDVVPHQW�FULPH��LV�LQ�OLQH�ZLWK�WKH�(QJODQG�DQG�:DOHV�WUHQG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�FULPHV��7KH�(QJODQG�DQG�:DOHV�DYHUDJH�� IRU�VWDONLQJ�RIIHQFHV�
LQFUHDVHG�IURP�����LQ�WKH����PRQWKV�WR����6HSWHPEHU������WR�����LQ�WKH����PRQWKV�
WR����6HSWHPEHU�������DQ�LQFUHDVH�RI�����SHUFHQW��,Q�FRQWUDVW��WKH�(QJODQG�DQG�
:DOHV�DYHUDJH�IRU�KDUDVVPHQW�FULPHV�GHFUHDVHG�IURP�������LQ�WKH����PRQWKV�WR�
���6HSWHPEHU������WR�������LQ�WKH����PRQWKV�WR����6HSWHPEHU�������D�GHFUHDVH�RI�
��SHUFHQW�

)LJXUH����1XPEHU�RI�UHFRUGHG�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�LQ�(QJODQG�DQG�:DOHV���2FWREHU�
�����WR����6HSWHPEHU�����

6RXUFH��+RPH�2IILFH�GDWD�SXEOLVKHG�E\�WKH�2IILFH�IRU�1DWLRQDO�6WDWLVWLFV

2YHUDOO��WKH�SURSRUWLRQ�RI�QRQ�GRPHVWLF�DEXVH�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV�WKDW�
6XVVH[�3ROLFH�UHFRUGHG�KDV�LQFUHDVHG�IURP����SHUFHQW�LQ�WKH����PRQWKV�WR����0DUFK�
�����WR����SHUFHQW�LQ�WKH����PRQWKV�WR����0DUFK ������ZKLOH�WKH�SURSRUWLRQ�RI�
GRPHVWLF�DEXVH�UHODWHG�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�IHOO�E\����SHUFHQW��IURP����
SHUFHQW�WR����SHUFHQW�LQ�WKLV�SHULRG�

�� 7KH�DYHUDJH�IRU�(QJODQG�DQG�:DOHV�LV�FDOFXODWHG�E\�VXPPLQJ�WKH�QXPEHU�RI�WKH�RIIHQFHV�
UHFRUGHG�E\ DOO�IRUFHV�LQ�(QJODQG�DQG�:DOHV�DQG�GLYLGLQJ�WKH�WRWDO�E\�WKH�QXPEHU�RI�IRUFHV��L�H�������
7KH�DYHUDJH�LV�OLDEOH�WR�EH�LQIOXHQFHG E\�µRXWOLHU¶�IRUFHV�WKDW�DUH�HLWKHU�PXFK�ODUJHU�RU�PXFK�VPDOOHU�
WKDQ�D�µW\SLFDO�IRUFH¶��EXW�WKLV�PHDVXUH�FDQ�VWLOO�SURYLGH�D�XVHIXO�EDVHOLQH�IRU�FRPSDULVRQ�
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)LJXUH����3HUFHQWDJH�RI�UHFRUGHG�'$�DQG�QRQ�'$�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�LQ�6XVVH[�
3ROLFH�DUHD������WR�����

6RXUFH��+RPH�2IILFH�GDWD�IURP�WKH�+RPH�2IILFH�GDWD�KXE

7KH�SURSRUWLRQ�RI�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�WKDW�DUH�IODJJHG�DV�EHLQJ�UHODWHG�
WR�GRPHVWLF�DEXVH�LQ�6XVVH[�3ROLFH�LV�EURDGO\�VLPLODU�WR�WKH�QDWLRQDO�SLFWXUH�

)LJXUH����3HUFHQWDJHV�RI�UHFRUGHG�'$�DQG�QRQ�'$�VWDONLQJ�DQG�KDUDVVPHQW�FULPH�LQ�(QJODQG�
DQG�:DOHV����� WR�����

6RXUFH��+RPH�2IILFH�GDWD�IURP�WKH�+RPH�2IILFH�GDWD�KXE
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+RZHYHU��WKHUH�LV�D�GLIIHUHQFH�LQ�WKH�SURSRUWLRQ�RI�VWDONLQJ�FDVHV�WKDW�DUH�GRPHVWLF�
DEXVH�UHODWHG��FRPSDUHG�ZLWK�KDUDVVPHQW�FDVHV��,Q�6XVVH[�LW�DSSHDUV�WKDW�VWDONLQJ�
LV�PRUH�OLNHO\�WR EH�GRPHVWLF�DEXVH�UHODWHG�WKDQ�KDUDVVPHQW�

)LJXUH����3HUFHQWDJH�RI�'$�IODJV�IRU�VWDONLQJ�DQG�KDUDVVPHQW�LQ�6XVVH[����� WR�����

6RXUFH��+RPH�2IILFH�GDWD�IURP�WKH�+RPH�2IILFH�GDWD�KXE

1DWLRQDOO\��KDUDVVPHQW�PDNHV�XS���SHUFHQW�RI�DOO�FULPH�DQG�VWDONLQJ�PDNHV XS�
����SHUFHQW��0DOLFLRXV�FRPPXQLFDWLRQV�DOVR�PDNH�XS���SHUFHQW�RI�FULPH��,Q�6XVVH[��
KDUDVVPHQW�PDNHV�XS���SHUFHQW�RI�DOO�FULPH��VWDONLQJ���SHUFHQW�DQG�PDOLFLRXV�
FRPPXQLFDWLRQV���SHUFHQW��6R��WKLV�W\SH�RI�FULPH�LV�TXLWH�FRPPRQ�

$OWKRXJK�DOO�WKH�DERYH�ILJXUHV�JLYH�VRPH�XVHIXO�LQGLFDWLRQV�DERXW�WKH�QDWXUH�RI�
VWDONLQJ�DQG�KDUDVVPHQW��RXU�LQVSHFWLRQV�KDYH�VKRZQ�WKDW�RIILFHUV�KDYH�GLIILFXOW\�
GLVWLQJXLVKLQJ�VWDONLQJ�IURP�KDUDVVPHQW��7KHUHIRUH��ZH�KDYH�UHVHUYDWLRQV�DERXW�WKH�
DFFXUDF\�RI�WKH�UHFRUGHG�FULPH�VWDWLVWLFV��:H�KDYH�DOVR�IRXQG�LQ�RWKHU�LQVSHFWLRQV�
WKDW�RIILFHUV�GR�QRW�DOZD\V�DGG�WKH�µ'$¶�IODJ�WR�WKH�FULPH�UHSRUW�ZKHQ�WKH\ VKRXOG�

:H�DOVR�H[DPLQHG�WKH�UHFRUGHG�RXWFRPHV�RI�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV�
LQ�6XVVH[�

)RU�VWDONLQJ�RIIHQFHV��WKH�SURSRUWLRQ�WKDW�UHVXOWHG�LQ�D�FKDUJH�VXPPRQV�LQ�WKH����
PRQWKV�WR����6HSWHPEHU������ZDV����SHUFHQW��7KLV�LV�LQ�OLQH�ZLWK�WKH�(QJODQG�DQG�
:DOHV�UDWH�RI����SHUFHQW�IRU�WKH�VDPH�SHULRG��+RZHYHU��WKLV�LV�D�ODUJH�GURS�IURP�WKH�
SURSRUWLRQ�WKDW�UHVXOWHG�LQ�D�FKDUJH�VXPPRQV�LQ�WKH����PRQWKV�WR����6HSWHPEHU�
������ZKLFK�ZDV����SHUFHQW��,W�LV�LPSRUWDQW�WR�QRWH�WKDW�WKH�IRUFH¶V�UHFRUGLQJ�UDWH�
VKRXOG�EH�WDNHQ�LQWR�DFFRXQW�ZKHQ�LQWHUSUHWLQJ�RXWFRPH�UDWHV��EHFDXVH�WKLV�FRXOG�
FDXVH�WKH�RXWFRPH�UDWH�WR�DSSHDU�ORZHU��7KH�DFWXDO�QXPEHU�RI�FKDUJHV�RYHU�WKH�
DERYH�SHULRGV�LQFUHDVHG�IURP�����WR������ZKLFK�LV�SRVLWLYH�
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)RU�KDUDVVPHQW�RIIHQFHV��WKH�SURSRUWLRQ�WKDW�UHVXOWHG�LQ�D�FKDUJH�VXPPRQV�LQ�WKH�
���PRQWKV�WR����6HSWHPEHU������ZDV����SHUFHQW��WKH�(QJODQG�DQG�:DOHV�UDWH�ZDV�
���SHUFHQW��7KLV�LV�VOLJKWO\�KLJKHU�WKDQ�WKH�SURSRUWLRQ�WKDW�UHVXOWHG�LQ�D�
FKDUJH�VXPPRQV�LQ�6XVVH[�LQ�WKH����PRQWKV�WR����6HSWHPEHU�������ZKLFK�ZDV�
��SHUFHQW��7KHUH�KDV�WKHUHIRUH�EHHQ�D�VPDOO�EXW�SRVLWLYH�LPSURYHPHQW�LQ�WKH�
SHUFHQWDJH�RI�KDUDVVPHQW�FULPHV�WKDW�UHVXOW�LQ�D�FKDUJH�LQ�WKH�ODVW�\HDU�

)LJXUH����6WDONLQJ�DQG�KDUDVVPHQW�FULPHV�UHVXOWLQJ�LQ�D�FKDUJH�RU�VXPPRQV�LQ�6XVVH[�
FRPSDUHG�WR�(QJODQG�DQG�:DOHV�LQ�WKH����PRQWKV�WR��� 6HSWHPEHU�����

6RXUFH��+RPH�2IILFH�GDWD�SXEOLVKHG�E\�WKH�2IILFH�IRU�1DWLRQDO�6WDWLVWLFV

:H�GR�QRW�NQRZ�ZK\�WKH�SHUFHQWDJH�RI�VWDONLQJ�FKDUJH�VXPPRQV�FULPHV�LV�ORZHU�LQ�
6XVVH[�WKDQ�HOVHZKHUH��+RZHYHU��DV�ZH�KDYH�VKRZQ�DERYH��6XVVH[�3ROLFH�QRZ�KDV�
D�KLJKHU�UDWH�RI�UHFRUGLQJ�IRU�VWDONLQJ�FULPHV��7KLV�PHDQV�WKDW�WKH�FKDUJH�VXPPRQV�
UDWH�LV�FDOFXODWHG�DV�D�SURSRUWLRQ�RI�D�ODUJHU�QXPEHU�WKDQ�RWKHU�IRUFHV�LQ�(QJODQG�
DQG�:DOHV��PDNLQJ�LW�VHHP�FRPSDUDWLYHO\�ORZ��:H�VHW�RXW�EHORZ�VRPH�RWKHU�IDFWRUV�
WKDW�PLJKW�H[SODLQ�ZK\�VRPH�FULPHV�GR�QRW�UHVXOW�LQ�D�FKDUJH�

)RU�WKRVH�FDVHV�WKDW�GLG�QRW�UHVXOW�LQ�D�FKDUJH��ZH�IRXQG�6XVVH[�3ROLFH�ZDV�PRUH�
OLNHO\�WKDQ�WKH�(QJODQG�DQG�:DOHV�DYHUDJH�WR�UHFRUG�DQ�RXWFRPH�WKDW�WKH�YLFWLP�ZDV�
QRW�ZLOOLQJ�WR�VXSSRUW�D�SURVHFXWLRQ��7KLV�LQ�VRPH�FDVHV�FRXOG�LQGLFDWH�WKDW�WKH�SROLFH
KDG�QRW�SURSHUO\�VXSSRUWHG�WKH�YLFWLP�WKURXJKRXW�WKH�LQYHVWLJDWLYH�SURFHVV��DOWKRXJK�
WKH�UHDVRQV�ZK\�D�YLFWLP�PLJKW�QRW�ZDQW�WR�SXUVXH�DQ�DOOHJDWLRQ�YDU\��

:H�DOVR�IRXQG�WKDW�WKH�IRUFH�ZDV�PRUH�OLNHO\�WKDQ�WKH�(QJODQG�DQG�:DOHV�DYHUDJH�WR�
UHFRUG�DQ�RXWFRPH�WKDW�DQ�LQYHVWLJDWLRQ�KDG�QRW�LGHQWLILHG�D�VXVSHFW��HYHQ�WKRXJK�
WKH�YLFWLP�ZRXOG�KDYH�EHHQ�ZLOOLQJ�WR�VXSSRUW�D�SURVHFXWLRQ��7KLV�LQ�VRPH�FDVHV�
FRXOG�LQGLFDWH�WKDW�WKH�LQYHVWLJDWLRQ�ZDV�QRW�DV�WKRURXJK�DV�LW�FRXOG�KDYH�EHHQ��
:H�IRXQG�VRPH�HYLGHQFH�RI�WKLV�LQ�RXU�FDVH�DVVHVVPHQWV�
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+RZHYHU��DV�ZLWK�WKH�FKDUJH�VXPPRQV�UDWH��GLIIHUHQFHV�LQ�RXWFRPH�UDWHV�FRXOG�EH�
WKH�UHVXOW�RI�D�ODUJHU�QXPEHU�RI�RIIHQFHV�EHLQJ�UHFRUGHG�E\�6XVVH[�3ROLFH�WKDQ�E\�
RWKHU�IRUFHV�LQ�(QJODQG�DQG�:DOHV�

,Q�RXU�LQVSHFWLRQ��ZH�IRXQG�VRPH�HYLGHQFH�WKDW�RIILFHUV�GLG�QRW�SURSHUO\�XQGHUVWDQG�
WKH�RXWFRPH�FRGHV��DQG�WKH�IRUFH�DXGLW�SURFHVV�ZDV�QRW�UREXVW�HQRXJK�WR�FRUUHFW�
WKHVH�HUURUV��7KLV�PD\�H[SODLQ�VRPH�RI�WKH�GLIIHUHQFHV�LQ�WKH�UHFRUGHG�RXWFRPHV�RI�
FULPHV�WKDW�GR�QRW�UHVXOW�LQ�D�FKDUJH��:H�KDYH�H[DPLQHG�WKLV�LQ�PRUH�GHWDLO�EHORZ�

7KH�SROLFH�DQG�FULPH�FRPPLVVLRQHU¶V VSHFLILF�LVVXHV

7KH�SROLFH�DQG�FULPH�FRPPLVVLRQHU DVNHG�XV�WR�H[DPLQH�VL[�VSHFLILF�DUHDV�RI�WKH�
SROLFH�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW��DQG�ZH�KDYH�GHWDLOHG�WKHVH�EHORZ�DORQJ�
ZLWK�RXU�ILQGLQJV��:H�DOVR�DVVHVVHG�YDULRXV�RWKHU�DVSHFWV�RI�VWDONLQJ�DQG�
KDUDVVPHQW�DQG�WKHVH�DUH�FRQWDLQHG�LQ�RXU�µ&ULWHULD�DQG�LQGLFDWRUV¶�GRFXPHQW�
FRQWDLQHG�LQ�DQQH[�%��7KH�DGGLWLRQDO�ILQGLQJV�DUH�DOVR�OLVWHG�EHORZ�

���7KH�DFFXUDF\�RI�WKH�IRUFH¶V�LGHQWLILFDWLRQ�RI�VWDONLQJ�DV�D�FULPH��WR�LQFOXGH�
FRQVLGHUDWLRQ�RI�DQ\�GLVWLQFWLRQ�EHLQJ�PDGH�EHWZHHQ�VWDONLQJ�LQ�FXUUHQW�DQG�
QRQ�FXUUHQW�LQWLPDWH�UHODWLRQVKLSV

$V�ZH�KDYH�VWDWHG�DERYH��6XVVH[�3ROLFH�UHFRUGHG�VXEVWDQWLDOO\�PRUH�VWDONLQJ�FULPHV�
LQ�WKH����PRQWKV�WR����6HSWHPEHU������WKDQ�LQ�WKH����PRQWKV�WR����6HSWHPEHU�
������7KLV�LV�JRRG�HYLGHQFH�WKDW�WKH�IRUFH�LV�EHWWHU�DW�UHFRJQLVLQJ�VWDONLQJ�

+RZHYHU��LQ�WKH�FDVHV�ZH�DVVHVVHG��ZH�GLG�ILQG�WKDW�WKH�DFFXUDF\�RI�WKH�
LGHQWLILFDWLRQ�RI�VWDONLQJ�ZDV�LQDGHTXDWH��:H�IRXQG�FDVHV�WKDW�

x RIILFHUV�KDG�LQFRUUHFWO\�FODVVLILHG�DV�KDUDVVPHQW��UDWKHU�WKDQ�VWDONLQJ�

x WKH�LQYHVWLJDWLQJ�RIILFHU�KDG�UHFRUGHG�DV�KDUDVVPHQW��EXW�WKH�FULPH�
PDQDJHPHQW�XQLW�KDG�UH�FODVVLILHG�DV�VWDONLQJ�

x RIILFHUV�KDG�UHFRUGHG�DV�VHFWLRQ��$�VWDONLQJ�ZKHQ�WKHUH�ZDV�HYLGHQFH�RI�WKH�
PRUH�VHULRXV�RIIHQFH�RI�VWDONLQJ�XQGHU�VHFWLRQ��$�

x RIILFHUV�KDG UHFRUGHG�DV�VHFWLRQ��$�VWDONLQJ�ZKHQ�WKH\�VKRXOG�KDYH�UHFRUGHG�
WKHP�DV�VHFWLRQ��$��DQG

x RIILFHUV�KDG�UHFRUGHG�DV�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHU�ZKHQ�WKH\�VKRXOG�KDYH�
UHFRUGHG�WKHP�DV�VWDONLQJ�RU�KDUDVVPHQW��ZH�FRQVLGHU�WKLV�LVVXH�IXUWKHU�XQGHU�
µ%UHDFKHV�RI�UHVWUDLQLQJ�RUGHU¶�EHORZ��

7KLV�LQGLFDWHV�WKDW�DOWKRXJK�UHSRUWLQJ��LQYHVWLJDWLYH�DQG�VXSHUYLVRU\�RIILFHUV�KDYH�
LPSURYHG�WKHLU�DELOLW\�WR�UHFRJQLVH�VWDONLQJ��LW�LV�VWLOO�QRW�JRRG�HQRXJK��:H�FRQVLGHU�
WKH�SRVVLEOH�UHDVRQV�IRU�WKLV�LQ WKH�VHFWLRQ JXLGDQFH��DZDUHQHVV�UDLVLQJ�DQG�
WUDLQLQJ�EHORZ�

Page 74

Agenda Item 9
Appendix 1



��

:H�GLG�QRW�ILQG�DQ\�HYLGHQFH�WKDW�WKH�IRUFH�PDNHV�DQ�LQDSSURSULDWH�GLVWLQFWLRQ�
EHWZHHQ�VWDONLQJ�LQ�FXUUHQW�DQG�QRQ�FXUUHQW�LQWLPDWH�UHODWLRQVKLSV��

:H�IRXQG�WKDW�6XVVH[�3ROLFH KDG�UHFHQWO\�LQWURGXFHG�D�V\VWHP�RI�VWDONLQJ�µIODJV¶�WR�
EH�SODFHG�RQ�WKH�FULPH�UHSRUW�ZKHQ�D�YLFWLP�UHSRUWHG�DQ�RIIHQFH��7KH�IRUFH�KDG�DOVR�
GHFLGHG�WR�SODFH�WKHVH�IODJV�RQ�SUHYLRXVO\�UHFRUGHG�VWDONLQJ�RIIHQFHV��7KLV�LV�
SRVLWLYH�DV�LW�ZLOO�DOORZ�WKH�IRUFH�WR�DQDO\VH�PRUH�VWDONLQJ�FULPHV�WR�JDLQ�D�PRUH�
FRPSOHWH�SLFWXUH�RI�WKH�SUREOHP�

���7KH�SRZHUV�WKH�SROLFH�DUH�XVLQJ�LQ�WKHLU�UHVSRQVH�WR�VWDONLQJ�DQG�
KDUDVVPHQW�RIIHQFHV��VXFK�DV�KDUDVVPHQW�RUGHUV��632V��'932V�DQG�&ODUH¶V�
/DZ���WR�LQFOXGH�D�UHYLHZ�RI�WKH�TXDOLW\�RI�WKH�GHFLVLRQV�WR�XVH�WKHVH�SRZHUV

:H�IRXQG�WKDW�RIILFHUV�KDG�DUUHVWHG�SHUSHWUDWRUV�WR�SURWHFW�YLFWLPV�DSSURSULDWHO\�LQ�
PRVW�RI�WKH�FDVHV�ZH�H[DPLQHG��,Q�WKH�FDVHV�WKDW�KDG�UHVXOWHG�LQ�D�FKDUJH��ZH�
IRXQG�WKDW�RIILFHUV�KDG�FRQVLGHUHG�WKH�LPSRVLWLRQ RI�UHVWUDLQLQJ�RUGHUV�DSSURSULDWHO\��
7KLV�LV�SRVLWLYH�

���7KH�ZRUN�RI�WKH�VWDONLQJ�DPEDVVDGRUV�DQG�WKH�HIILFDF\�RI�WKHLU�UROH��WR�
LQFOXGH�FRQVLGHUDWLRQ�RI�KRZ�WKH\�GLVVHPLQDWH�LQIRUPDWLRQ�DQG�OHDUQLQJ�
WKURXJKRXW�WKH�IRUFH��DQG�WKHLU UROH�LQ�SHUIRUPDQFH�PRQLWRULQJ

6XVVH[�3ROLFH�RSHUDWHV�D�V\VWHP�RI�VWDONLQJ�DPEDVVDGRUV��7KHVH�DUH�RIILFHUV�DQG�
VWDII�ZKR�UHFHLYH�HQKDQFHG�WUDLQLQJ�LQ�VWDONLQJ�DQG�ZKR�FDQ�

x JLYH DGYLFH�DQG�JXLGDQFH�WR�RIILFHUV�

x UHLQIRUFH�PHVVDJHV�UHJDUGLQJ�SROLF\�DQG�EHVW�SUDFWLFH��LQFOXGLQJ�EULHILQJ�RWKHU�
VWDII��DQG

x GR�RQH�RII�DXGLWV�RI�VWDONLQJ�FULPHV�

:H�VSRNH�WR�VHYHUDO�VWDONLQJ�DPEDVVDGRUV�GXULQJ�RXU�LQVSHFWLRQ��:H�IRXQG�WKDW�WKH\�
ZHUH�FRPPLWWHG�DQG�ZHOO�LQIRUPHG��EXW�WKH�IRUFH�ZDV�QRW�XVLQJ�WKHLU�VNLOOV�DQG�
H[SHULHQFH�WR�EHVW�HIIHFW�

,Q�WKH�FDVHV�ZH�H[DPLQHG��ZH�RQO\�IRXQG�HYLGHQFH�LQ�RQH�FDVH�WKDW�D�VWDONLQJ�
DPEDVVDGRU�KDG�JLYHQ�DGYLFH�DQG�JXLGDQFH�WR�WKH�LQYHVWLJDWLQJ�RIILFHU��,W�LV�SRVVLEOH�
WKDW�WKLV�LV�KDSSHQLQJ��EXW�LV�QRW�EHLQJ�UHFRUGHG��WKH�JXLGDQFH�IRU�VWDONLQJ�
DPEDVVDGRUV�GRHV QRW�UHTXLUH�WKHP�WR�XSGDWH�WKH�FULPH�UHFRUG�ZKHQ�WKH\�KDYH�
EHHQ�FRQVXOWHG��+RZHYHU��ZLWKRXW�WKLV��RU�DQ\�QRWH�WR�WKH�VDPH�HIIHFW�IURP�WKH�

7KH�YLFWLP�KDG�HQGHG�DQ�DEXVLYH�UHODWLRQVKLS�ZLWK�WKH�SHUSHWUDWRU��
7KH�SHUSHWUDWRU�EHJDQ�WR�VWDON�WKH�YLFWLP��+RZHYHU��WKH�LQYHVWLJDWLQJ�
RIILFHU�KDG�LQFRUUHFWO\�LGHQWLILHG�WKH�RIIHQFH�DV�KDUDVVPHQW��7KH�FDVH�ZDV�
UHYLHZHG�E\�D�VWDONLQJ�DPEDVVDGRU ZKR�LGHQWLILHG�WKLV�HUURU�DQG�JDYH�D�
FRPSUHKHQVLYH�H[SODQDWLRQ�RI�VWDONLQJ�DQG�D�GHWDLOHG�LQYHVWLJDWLRQ�SODQ�
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LQYHVWLJDWLQJ�RIILFHUV��LW�ZDV�GLIILFXOW�IRU�XV�RU�WKH�IRUFH�WR�DVVHVV�KRZ�HIIHFWLYH�WKH�
VWDONLQJ�DPEDVVDGRUV�KDG�EHHQ�LQ�KHOSLQJ�WKH�HIIHFWLYHQHVV�RI�WKH�LQYHVWLJDWLRQ�

7KHUH�LV�DQ�RSSRUWXQLW\�IRU�WKH�IRUFH�WR�XVH�WKH�DPEDVVDGRUV�LQ�D�PRUH�SURDFWLYH�
ZD\��IRU�H[DPSOH��IRU�DQ�DPEDVVDGRU�WR�UHYLHZ�DOO�FDVHV�RI�VWDONLQJ��7KLV�FRXOG�KDYH�
D�GHPRQVWUDEOH�HIIHFW�RQ�WKH�TXDOLW\�RI�LQYHVWLJDWLRQV�DQG�WKH�FDUH�WKH�IRUFH�JLYHV�WR�
YLFWLPV�± IRU�LQVWDQFH��WKH�DPEDVVDGRUV�FRXOG�EH�XVHG�WR�VXSSRUW�YLFWLPV�DQG�GLUHFW�
WKHP�WR�VSHFLDOLVW�VXSSRUW�VHUYLFHV��

7KH�RQH�FDVH�ZH�IRXQG�WKDW�D�VWDONLQJ�DPEDVVDGRU�KDG�UHYLHZHG�ZDV�DQ�H[FHOOHQW�
H[DPSOH�RI�WKH�SRWHQWLDO�YDOXH�D�PRUH�SURDFWLYH�DSSURDFK�FRXOG�EULQJ��:H�LQFOXGH�D�
VXLWDEO\�UHGDFWHG�YHUVLRQ�RI�WKLV�UHYLHZ�LQ�DQQH[�&�

���7KH�IRUFH¶V�XVH�RI�'$6+�DQG�RWKHU�ULVN�DVVHVVPHQW�WRROV

7KH�IRUFH�SROLF\�VWDWHV�WKDW�LQ�DOO�FDVHV�RI�VWDONLQJ�RU�KDUDVVPHQW��RIILFHUV�VKRXOG�
FRPSOHWH�D�VLQJOH�FRPELQHG�DVVHVVPHQW�RI�ULVN�IRUP��6&$5)���$�6&$5)�LV�DQ�
RQOLQH�WRRO�WKDW�HQDEOHV�RIILFHUV�WR�ULVN�DVVHVV�VHYHUDO�GLIIHUHQW�FDWHJRULHV�RI�FULPH��
7KH�ULVN�DVVHVVPHQW�LWVHOI�YDULHV�GHSHQGLQJ�RQ�WKH�W\SH�RI�FULPH��

)RU�VWDONLQJ�RU�KDUDVVPHQW�FULPHV�WKDW�LQYROYH�D�YLFWLP�RI�GRPHVWLF�DEXVH��WKH�
SROLF\�VWDWHV�WKDW�RIILFHUV�VKRXOG�PDNH�D�'$6+�ULVN�DVVHVVPHQW��)RU�VWDONLQJ�
RU�KDUDVVPHQW�FULPHV�WKDW�GR�QRW�LQYROYH�GRPHVWLF�DEXVH��RIILFHUV�PXVW�FRPSOHWH�
DQ�6�'$6+�

+RZHYHU��DQ�6�'$6+�LV�QRW�D�ULVN�DVVHVVPHQW�SURFHVV��,W�LV�D�VHULHV�RI�TXHVWLRQV�
WKDW�VHHN�WR�GHVFULEH�WKH�QDWXUH�RI�WKH�VWDONLQJ�RU�KDUDVVPHQW��UDWKHU�WKDQ�WR�DVVHVV�
WKH�ULVNV�RI�WKH�RIIHQGHU¶V�EHKDYLRXU�WRZDUGV�WKH�YLFWLPV�LQ�D�TXDQWLILDEOH�ZD\��
:H�SURYLGH�H[DPSOHV�RI�D�'$6+�DQG�6�'$6+�IRUP�LQ�DQQH[�'�

,Q�RXU�WKHPDWLF�UHSRUW�ZH�VWDWHG�WKDW�WKH�XVH�RI�6�'$6+V�DUH�

LQVXIILFLHQW�RQ�WKHLU�RZQ�WR�SURSHUO\�DVVHVV�WKH�ULVNV�WR�WKH�YLFWLP�DQG�VKRXOG�
EH�UHDG�LQ�FRQMXQFWLRQ�ZLWK�TXHVWLRQV�UHJDUGLQJ�WKH�HIIHFW RI�WKH�EHKDYLRXU�RQ�
WKH�YLFWLP���

�� /LYLQJ�LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ��+0,&�DQG�+0&36,��
������SDJH ���

$UHD�IRU�LPSURYHPHQW

:LWKLQ�WKUHH�PRQWKV�WKH�IRUFH�VKRXOG�UHYLHZ�WKH�UROH�RI�VWDONLQJ�DPEDVVDGRUV�DQG�
FRQVLGHU�ZKHWKHU�DQ�DPEDVVDGRU�VKRXOG�UHYLHZ�DOO�VWDONLQJ�FULPHV��DQG�ZKHWKHU�
DPEDVVDGRUV�VKRXOG�SOD\�D�PRUH�SURDFWLYH�UROH�LQ�YLFWLP�FDUH�LQ�SDUWQHUVKLS�ZLWK�
YLFWLP�VXSSRUW�RUJDQLVDWLRQV�
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,Q�6XVVH[�DERXW����SHUFHQW�RI�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV�DUH�QRW�IODJJHG�
DV�EHLQJ�UHODWHG�WR�GRPHVWLF�DEXVH��ZKLFK�VXJJHVWV�� WKDW�PRVW�YLFWLPV�DUH�
QRW�ULVN�DVVHVVHG��7KLV�LV�RI�FRQVLGHUDEOH�FRQFHUQ�

,Q�$SULO�������WKLV�SUREOHP�ZDV�UDLVHG�DW�WKH�6XVVH[�VWDONLQJ�DQG�KDUDVVPHQW�
ZRUNLQJ�JURXS��ZKLFK�GHFLGHG�WR�FRQVLGHU�WKLV�IXUWKHU��6LQFH�WKDW�WLPH�WKH�IRUFH�KDV�
WDNHQ�OLWWOH�SRVLWLYH�DFWLRQ�WR�UHVROYH�WKH�SUREOHP�

,Q�RXU�WKHPDWLF�UHSRUW��ZH�PDGH�WZR�UHFRPPHQGDWLRQV�WR�WKH�13&&�OHDG�UHJDUGLQJ�
WKH�ODFN�RI�ULVN�DVVHVVPHQWV�LQ�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV��� :H�DUH�
GLVDSSRLQWHG�WKDW�WR�GDWH�OLWWOH�SURJUHVV�KDV�EHHQ�PDGH�QDWLRQDOO\�RQ�WKLV�SUREOHP��
DQG�ZH�GLVFXVV�WKLV�IXUWKHU�LQ�3DUW�%�

,Q�WKH�6XVVH[�3ROLFH�VWDONLQJ�RU�KDUDVVPHQW�FDVHV�ZH�H[DPLQHG�WKDW�DOVR�LQYROYHG�
GRPHVWLF�DEXVH��ZH�IRXQG�WKDW�RIILFHUV�FRQVLVWHQWO\�FRPSOHWHG�D�'$6+�ULVN�
DVVHVVPHQW��DOWKRXJK�ZH�GLG�QRW�DOZD\V�DJUHH�ZLWK�WKH�UHVXOWLQJ�ULVN�JUDGLQJ��
,Q�VRPH�FDVHV�ZH�FRQVLGHUHG�WKDW�RIILFHUV�KDG�DVVHVVHG�WKH�ULVN�DV�WRR�ORZ��7KLV�LV�
LPSRUWDQW�EHFDXVH�WKH�ULVN�OHYHO�LQIOXHQFHV�VXEVHTXHQW�ZRUN��VXFK�DV�WKH�VNLOOV�OHYHO�

�� 7KLV�FRQFOXVLRQ�LV�EDVHG�RQ�WKH�DVVXPSWLRQ�WKDW�DOO�FULPHV�KDYH�EHHQ�FRUUHFWO\�IODJJHG��,W�LV�
SRVVLEOH�WKDW�WKH�'$�IODJ�KDV�QRW�EHHQ�DGGHG�WR�FULPHV�ZKHQ�LW�VKRXOG�KDYH�EHHQ��EXW�ZH�KDYH�QR�
ZLGHU�HYLGHQFH�RI�WKLV�IURP WKH�LQVSHFWLRQ�

�� /LYLQJ�LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ� +0,&�DQG�+0&36,��
������SDJH ���

7KH�YLFWLP�FRQWDFWHG�WKH�SROLFH��UHSRUWLQJ�WKDW�VKH�KDG�UHFHLYHG�EHWZHHQ����
DQG����VLOHQW�SKRQH�FDOOV�HDFK�QLJKW�LQ�WKH�ZHHN�EHIRUH�VKH�PDGH�WKH�UHSRUW��
$OWKRXJK�WKH�SHUSHWUDWRU�GLG�QRW�VSHDN��VKH�FRXOG�KHDU�EUHDWKLQJ�RQ�WKH�RWKHU�HQG�
RI�WKH�OLQH��7KH�YLFWLP�WROG�SROLFH�WKH�ILUVW�QDPH�RI�WKH�SHUVRQ�VKH�VXVSHFWHG�RI�
PDNLQJ�WKH�FDOOV��7KH�SROLFH�FDOO�KDQGOHU�GLG�QRW�DVN�WKH�YLFWLP�ZKR�WKLV�SHUVRQ�
ZDV��RU�ZK\�WKH�FDOOHU�VXVSHFWHG�WKDW�SHUVRQ�RI�KDUDVVLQJ�KHU��7KH�FDOO�KDQGOHU�
GLG�QRW�PDNH�DQ�LQLWLDO�ULVN�DVVHVVPHQW�DQG�DOWKRXJK�WKH�FDOO�KDQGOHU�UHFRUGHG�WKH�
FULPH��WKH�UHSRUW�ZDV�FORVHG��DQG�QR�IXUWKHU�LQYHVWLJDWLRQ�WRRN�SODFH��7KHUH�ZDV�
QR�HQKDQFHG�ULVN�DVVHVVPHQW�RU�UHIHUUDO�IRU�VXSSRUW��HYHQ�WKRXJK�WKH YLFWLP�KDG�
D�IRXU�\HDU�ROG�VRQ�

5HFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�LQ�FDVHV�RI�QRQ�GRPHVWLF�DEXVH�VWDONLQJ�RU�KDUDVVPHQW��
WKH�IRUFH�GRHV�QRW�PDNH�ULVN�DVVHVVPHQWV�DQG�WKHUHIRUH�WKH�IRUFH�PLJKW�QRW�EH�
SURSHUO\�SURWHFWLQJ�YLFWLPV�IURP�WKH�GDQJHU�RI�EHFRPLQJ�UHSHDW�YLFWLPV�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�IRUFH�GHFLGHV�KRZ�LW�FDQ�LPSURYH�WKH�
ULVN�DVVHVVPHQW�SURFHVV�IRU�VWDONLQJ�DQG�KDUDVVPHQW�
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RI�WKH�LQYHVWLJDWRU�WKH�IRUFH�DVVLJQV�WR�WKH�FDVH��DQG�ZKHWKHU�RIILFHUV�UHIHU�WKH�FDVH�
WR�D�PXOWL�DJHQF\�ULVN�DVVHVVPHQW�FRQIHUHQFH�

,Q�WKH�FDVHV�ZH�H[DPLQHG��ZH�IRXQG�WKDW�LI�D�VHFRQGDU\�ULVN�DVVHVVPHQW�VXFK�DV�D�
'$6+�WRRN�SODFH��WKHQ�LW�ZDV�PRUH�OLNHO\�WKDQ�QRW�WKDW�D�ULVN�PDQDJHPHQW�SODQ�
ZRXOG�DOVR�EH�FUHDWHG� :H�FRQVLGHU�WKLV�IXUWKHU�XQGHU�5LVN�0DQDJHPHQW�EHORZ�

���:KHWKHU�DQ\�ELDV�H[LVWV�LQ�WKH�ZD\�WKH�IRUFH�UHVSRQGV�WR��DQG�LQYHVWLJDWHV��
VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV��ZLWK�SDUWLFXODU�FRQVLGHUDWLRQ�RI�JHQGHU

,Q�WKH�FDVHV�ZH�H[DPLQHG�ZH�GLG�QRW�ILQG�DQ\�HYLGHQFH�RI�ELDV�LQ�WKH�ZD\�WKDW�WKH�
IRUFH�GHDOV�ZLWK�VWDONLQJ�RU�KDUDVVPHQW�DOOHJDWLRQV��+RZHYHU��RXU�DQDO\VLV�RI�DQQXDO�
FULPH�GDWD�VKRZV�WKDW�LI�D�IHPDOH�YLFWLP�PDNHV�DQ�DOOHJDWLRQ��LW�LV�PRUH�OLNHO\�WKDW�WKH�
SROLFH�ZLOO�FKDUJH�WKH�SHUSHWUDWRU�WKDQ�LI�D�PDOH�YLFWLP�PDNHV�DQ�DOOHJDWLRQ��,I�D�PDOH�
YLFWLP�PDNHV�DQ�DOOHJDWLRQ��LW�LV�PRUH�OLNHO\�WKDW�WKH�LQYHVWLJDWLRQ�ZLOO�QRW�GLVFRYHU�WKH�
LGHQWLW\�RI�WKH�VXVSHFW�WKDQ�LI�D�IHPDOH�YLFWLP�PDNHV�WKH�DOOHJDWLRQ�

:H�DVVHVVHG�LQ�GHWDLO�D�FRPSDUDWLYHO\�YHU\�VPDOO�QXPEHU�RI�FULPHV�DQG�EHFDXVH�RI�
WKLV�ZH�FDQQRW�VD\�ZK\�WKHUH�DSSHDU�WR�EH�GLIIHUHQFHV�LQ�RXWFRPHV�GHSHQGLQJ�RQ�WKH�
JHQGHU�RI�YLFWLPV�

���:KHWKHU�+0,&)56�KDV�LGHQWLILHG�DQ\�ZLGHU�DQG�RU�QDWLRQDO�OHDUQLQJ�LQ�RWKHU�
DUHDV�ZKLFK�FRXOG�EH�EURXJKW�LQWR�SUDFWLFH�LQ�6XVVH[

:H�KDYH�DOUHDG\�H[DPLQHG�WKH�ZRUN�RI�WKH�VWDONLQJ�DPEDVVDGRUV��,Q������ZH�PDGH�
D�WKHPDWLF�LQVSHFWLRQ�RI�KDWH�FULPH�� DQG�YLVLWHG�*ZHQW�3ROLFH��*ZHQW�3ROLFH�
RSHUDWHV�D�V\VWHP�RI�KDWH�FULPH�VLQJOH�SRLQWV�RI�FRQWDFW��632&V��WR�JLYH�DGYLFH�DQG�
VXSSRUW�WR�ERWK�RIILFHUV�DQG�YLFWLPV��*ZHQW�3ROLFH�DVVLJQV�WKH�632&V�WR�FULPHV�DQG�
WKH\�SOD\�D�SURDFWLYH�UROH�LQ�WKH�LQYHVWLJDWLRQV��WKH\�DOVR�FRQWDFW�YLFWLPV�WR�JLYH�
VXSSRUW�DQG�GLUHFW�WKHP�WR�VSHFLDOLVW�RUJDQLVDWLRQV�

6XVVH[�3ROLFH�FRXOG�FRQVLGHU�ZKHWKHU�LW�FRXOG�DGDSW�WKH�SULQFLSOHV�*ZHQW�3ROLFH�
XVHV�LQ�UHODWLRQ�WR�LWV�KDWH�FULPH�632&V��WR�LPSURYH�VWDONLQJ�DQG�KDUDVVPHQW�
LQYHVWLJDWLRQV�LQ�6XVVH[�DQG�JLYH�EHWWHU�VXSSRUW�WR�YLFWLPV�

$OVR��VRPH�IRUFHV�RSHUDWH�D�V\VWHP�RI�µVWDONLQJ�XQLWV¶��7KHVH�DUH�D�PXOWL�DJHQF\�
UHVSRQVH�WR�VWDONLQJ�WKDW�LQYROYHV�D�FRPELQDWLRQ�RI�HQKDQFHG�VXSSRUW�IRU�
YLFWLPV�DORQJVLGH�D�FR�RUGLQDWHG�DSSURDFK�WR�WU\�WR�DGGUHVV�WKH�PRWLYDWLRQV�RI�

�� 8QGHUVWDQGLQJ�WKH�GLIIHUHQFH��WKH�LQLWLDO�SROLFH�UHVSRQVH�WR�KDWH�FULPH� +0,&)56� ������SDJH����

7KH�YLFWLP�KDG�EHHQ�VXEMHFWHG�WR�VWDONLQJ��7KH�SHUSHWUDWRU�KDG�EHHQ�FRQYLFWHG�RI�
WKH�RIIHQFH�DQG�D�UHVWUDLQLQJ�RUGHU�LVVXHG�E\�WKH�FRXUW��7KH�SHUSHWUDWRU�FRQWLQXHG�
WR�RIIHQG��3ROLFH�DWWHQGHG�EXW�GLG�QRW�FRPSOHWH�D�ULVN�DVVHVVPHQW�RQ�WKH�YLFWLP�
DQG�DV�D�UHVXOW�QR�ULVN�PDQDJHPHQW�SODQ�ZDV�SXW�LQ�SODFH��7KH�SHUSHWUDWRU�ZDV�
DUUHVWHG�EXW�UHOHDVHG�XQGHU�LQYHVWLJDWLRQ��EXW�KH�FRQWLQXHG�WR�VWDON�WKH�YLFWLP��
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WKH�SHUSHWUDWRUV��7KH�RYHUDOO�DLP�LV�WR�SURWHFW�WKH�YLFWLPV�RI�VWDONLQJ�DQG�DWWHPSW�WR�
SUHYHQW�DQ\�IXUWKHU�RIIHQGLQJ��:H�GLVFXVV�WKHVH�XQLWV�LQ�PRUH�GHWDLO�LQ�3DUW�%�

6XVVH[�3ROLFH�DOUHDG\�ZRUNV�ZLWK�VHYHUDO�ORFDO�SDUWQHUV�DQG�LV�ZHOO�SODFHG�WR�
FRQVLGHU�ZKHWKHU�LW�FRXOG�DGRSW�WKLV�ZD\�RI�ZRUNLQJ�LQ�6XVVH[��,Q�RXU�YLHZ��D�
VSHFLDOLVW�VWDONLQJ�XQLW�KDV�WKH�SRWHQWLDO�WR�LPSURYH�WKH�FXUUHQW�SROLFH�DQG�SDUWQHUVKLS�
SURYLVLRQ�RI�VHUYLFHV�WR�VWDONLQJ�YLFWLPV�DQG�LV�WKHUHIRUH�ZRUWK�FRQVLGHULQJ�LQ�GHWDLO�

2WKHU�ILQGLQJV

$V�ZHOO�DV�DVVHVVLQJ�WKH�DUHDV�RI�WKH�SROLFH�UHVSRQVH�DERYH��ZH�DOVR�FRQVLGHUHG�
ZKDW�HOVH�WKH�SROLFH�GLG�WR�LQYHVWLJDWH�DOOHJDWLRQV�RI�VWDONLQJ�RU�KDUDVVPHQW��DQG�KRZ�
LW�NHSW�YLFWLPV�VDIH��:H�UHYLVLWHG�VRPH�DVSHFWV�WKDW�ZH�KDG�DOUHDG\�FRQVLGHUHG�LQ�
RXU�WKHPDWLF�UHSRUW��EXW�ZH�H[DPLQHG�RWKHU�DUHDV�± VXFK�DV�EUHDFKHV�RI�UHVWUDLQLQJ�
RUGHUV�± IRU�WKH�ILUVW�WLPH�

%UHDFKHV�RI�UHVWUDLQLQJ�RUGHUV

5HVWUDLQLQJ�RUGHUV��LPSRVHG�E\�D�FULPLQDO�FRXUW��SURKLELW�SHUSHWUDWRUV�IURP�
GRLQJ�DQ\WKLQJ�VSHFLILHG�LQ�WKH�RUGHU��IRU�WKH�SXUSRVHV�RI�SURWHFWLQJ�YLFWLPV�RU�
SRWHQWLDO�YLFWLPV��6HFWLRQ���RI�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������HQDEOHV�D�
FULPLQDO�FRXUW�WR�PDNH�D�UHVWUDLQLQJ�RUGHU�IROORZLQJ D�FRQYLFWLRQ�XQGHU�HLWKHU�VHFWLRQ�
��RU�VHFWLRQ���RI�WKH�$FW��6LQFH�������VHFWLRQ����RI�WKH�'RPHVWLF�9LROHQFH��&ULPH�
DQG�9LFWLPV�$FW������H[WHQGHG�WKH�SRZHU�WR�LPSRVH�RUGHUV�IRU�DQ\�FULPLQDO�RIIHQFH��
DQG�RQ�DFTXLWWDO�DV�ZHOO�DV�FRQYLFWLRQ�

,Q�PDQ\�FDVHV��FRXUWV�ZLOO�LPSRVH�UHVWUDLQLQJ�RUGHUV�RQ�SHUSHWUDWRUV�ZKR�KDYH�
EHHQ�VWDONLQJ�RU KDUDVVLQJ�WKHLU�YLFWLPV��7KH�SXUSRVH�LV�WR�VWRS�SHUSHWUDWRUV�
IURP�FRQWLQXLQJ�WR�EHKDYH�LQ�WKLV�ZD\��,Q�VRPH�FDVHV��FRXUWV�ZLOO�LPSRVH�
UHVWUDLQLQJ�RUGHUV�LQ�UHODWLRQ�WR�RWKHU�UHODWHG�EHKDYLRXU��VXFK�DV�FRHUFLYH�DQG�
FRQWUROOLQJ�EHKDYLRXU��� ,I�D�SHUSHWUDWRU�WKHQ�EUHDFKHV�WKH�RUGHU��YLFWLPV�FDQ�TXLWH�
ULJKWO\�EHOLHYH�WKDW�WKLV�LV�D�FRQWLQXDWLRQ�RI�WKH�SUHYLRXV�EHKDYLRXU��UDWKHU�WKDQ�DQ�
LVRODWHG�XQUHODWHG�HYHQW�

:KLOH�YLFWLPV�PD\�VHH�DQ\�EUHDFK�RI�DQ�RUGHU�DV�D�UHSHWLWLRQ�RI�SUHYLRXV�EHKDYLRXU��
OHJDOO\�WKH�SRVLWLRQ�LV�GLIIHUHQW��2QH�VLQJOH�DFW�LQ�EUHDFK�RI�DQ�RUGHU�FDQQRW�EH�
WUHDWHG�DV�VWDONLQJ�RU�KDUDVVPHQW��DOWKRXJK�WKHUH�LV�DQ�H[SHFWDWLRQ�WKDW�SROLFH�DQG�
WKH�&36�ZLOO�WDNH�VZLIW�DFWLRQ�WR�GHDO�ZLWK�WKH�EUHDFK��+RZHYHU��ZKHQ�WKH�SHUSHWUDWRU�
EUHDFKHV�DQ�RUGHU�PRUH�WKDQ�RQFH��D�FRXUVH�RI�FRQGXFW�KDV�EHHQ�HVWDEOLVKHG�DQG�
VWDONLQJ�RU�KDUDVVPHQW�FULPHV�PD\ WKHQ�KDYH�DOVR�EHHQ�FRPPLWWHG�

,Q�6XVVH[��ZH�H[DPLQHG�VHYHQ�FDVHV�WKDW�WKH�IRUFH�KDG�UHFRUGHG�DV�EUHDFKHV�RI�D�
UHVWUDLQLQJ�RUGHU�

�� 8QGHU�WKH�6HULRXV�&ULPH�$FW������SDUW����VHFWLRQ����
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7KH�+RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH�� JLYHV�JXLGDQFH�WR�IRUFHV�RQ�
KRZ�WR�UHFRUG�VXFK�FULPHV��7KH�JHQHUDO�JXLGDQFH�LQGLFDWHV�WKDW�LI�D�EUHDFK�RI�D�
UHVWUDLQLQJ�RUGHU�DOVR�FRQVLVWV�RI�D�IXUWKHU�FULPH RI�VWDONLQJ�RU�KDUDVVPHQW��WKH�IRUFH�
VKRXOG�RQO\�UHFRUG�WKH�VWDONLQJ�RU�KDUDVVPHQW���

7KH�VSHFLILF�JXLGDQFH�LQ�UHODWLRQ�WR�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�VWDWHV�

³%UHDFK�RI�+DUDVVPHQW�,QMXQFWLRQ��1RQ�0ROHVWDWLRQ�RU�UHVWUDLQLQJ�2UGHU��RQH�
FULPH�IRU�HDFK�RIIHQGHU´�>HPSKDVLV�DGGHG@

+RZHYHU��WKH�JXLGDQFH�JRHV�RQ�WR�VD\�

,I�D�SHUVRQ�FRPPLWV�RIIHQFHV�ZKLOVW�LQ�EUHDFK�RI�D�KDUDVVPHQW�
LQMXQFWLRQ�UHVWUDLQLQJ�RU�QRQ�PROHVWDWLRQ�RUGHU��DQG�WKHVH�RIIHQFHV�DUH�
GLVWLQFW�IURP�WKH�EUHDFK >HPSKDVLV�DGGHG@��WKHQ�FRXQW�WKHP�LQ�DGGLWLRQ�WR�
WKH�EUHDFK���

,Q�D�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU�WKDW�FRQVLVWV�RI�IXUWKHU�VWDONLQJ�RU�KDUDVVPHQW��
WKLV�VXJJHVWV�WKDW�WKH�SROLFH�VKRXOG�RQO\�UHFRUG�RQH�FULPH��WKDW�RI�VWDONLQJ�RU�
KDUDVVPHQW���,I�WKH�EHKDYLRXU�LV�GLIIHUHQW��IRU�H[DPSOH�D�EXUJODU\��WKHQ�WKH�SROLFH�
VKRXOG�UHFRUG�WZR�RIIHQFHV��EXUJODU\�DQG�EUHDFK�RI�UHVWUDLQLQJ�RUGHU���7KLV�LV�OLNHO\�WR�
FRQIXVH�RIILFHUV�

:H�H[DPLQHG�VHYHQ�FDVHV�RI�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV��,Q�RXU�YLHZ��RIILFHUV�
VKRXOG�KDYH�UHFRUGHG�DOO�RI�WKHP�DV�VWDONLQJ�RU�KDUDVVPHQW��:H�FRQFOXGHG�WKDW�
RIILFHUV�KDG�WUHDWHG�WKH�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�LQ�LVRODWLRQ��DQG�KDG�QRW�
FRQVLGHUHG�WKH�SUHYLRXV�YLFWLPLVDWLRQ�ZKHQ�GHFLGLQJ�KRZ�WR�UHFRUG�WKH�FULPH��,W�LV�
DOVR�SRVVLEOH�WKDW�WKH�RIILFHUV�ZHUH�QRW�VXIILFLHQWO\�DZDUH�RI�WKH�FULPH�UHFRUGLQJ�
UXOHV��DQG�WKDW�WKH�IRUFH�ZDV�QRW�JRRG�HQRXJK�DW�FKHFNLQJ�WKDW�RIILFHUV�KDG�UHFRUGHG�
WKHVH�FULPHV�FRUUHFWO\�

�� +RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH�������

�� +RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH��&ULPH�UHFRUGLQJ�JHQHUDO�UXOHV�������

�� +RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH��&RXQWLQJ�UXOHV�IRU�YLROHQFH�DJDLQVW�WKH�SHUVRQ��
�����
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:H�DOVR�IRXQG�DQ�H[DPSOH�RI�D�FDVH�ZKLFK�WKH�IRUFH�KDG�UHFRUGHG�DV�VWDONLQJ�EXW�
ZKHUH�WKHUH�ZDV�QR�HYLGHQFH�RI�DQ\�UHFHQW�FRXUVH�RI�FRQGXFW�RU�REVHVVLYH�DQG�
IL[DWHG�EHKDYLRXU��,Q�WKLV�FDVH�ZH�FRQVLGHUHG�WKDW�WKH�IRUFH VKRXOG�LQVWHDG�KDYH�
UHFRUGHG�LW�DV�D�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU��7KLV�VKRZV�WKDW�WKHUH�LV�VRPH�
FRQIXVLRQ�DERXW�KRZ�RIILFHUV�VKRXOG�UHFRUG�VXFK�HYHQWV�

,Q�RXU�WKHPDWLF�UHSRUW�ZH�IRXQG�WKDW�DFFXUDWH�FULPH�UHFRUGLQJ��DQG�LQ�SDUWLFXODU�WKH�
LGHQWLILFDWLRQ�DQG�UHFRUGLQJ�RI�VWDONLQJ��LV�YLWDO�WR�SURGXFLQJ�JRRG�RXWFRPHV�IRU�
YLFWLPV��,Q�VRPH�FDVHV��LW�LV�SRVVLEOH�WKDW�LI�RIILFHUV�GR�QRW�UHFRJQLVH�VWDONLQJ�EXW�WUHDW�
LW�LQVWHDG�DV�D�FDVH�RI�D�EUHDFK�RI�DQ�RUGHU��WKH�SROLFH�PLJKW�QRW�WUHDW�WKH�FDVH�DV�
XUJHQWO\�DV�WKH\�FRXOG�GR�

$OWKRXJK�WKH�&ROOHJH�RI�3ROLFLQJ�DQG�WKH�&36�JLYH�VRPH�JXLGDQFH�WR�RIILFHUV�DQG�
ODZ\HUV�DERXW�UHVWUDLQLQJ�RUGHUV��WKH\�JLYH�OLWWOH�LQIRUPDWLRQ�WR�KHOS�RIILFHUV�DQG�
ODZ\HUV�FRQVLGHU�ZKHWKHU�WKH�EUHDFK�LV�SDUW�RI�D�ZLGHU�SDWWHUQ�RI�EHKDYLRXU��
6LPLODUO\��6XVVH[�3ROLFH�FXUUHQWO\�GRHV�QRW�JLYH�VSHFLILF�JXLGDQFH�WR�RIILFHUV�
DERXW�WKLV�

$�SHUSHWUDWRU�KDG�EHHQ�FRQYLFWHG�RI�VWDONLQJ�DQG�ZDV�VXEMHFW�WR�D�UHVWUDLQLQJ�
RUGHU�SUHYHQWLQJ�KLP�IURP�FRQWDFWLQJ�WKH�YLFWLP��+RZHYHU��WKH�SHUSHWUDWRU�VWDUWHG�
WR�VWDON�WKH�YLFWLP�DJDLQ�WKURXJK�VRFLDO�PHGLD�DQG�RQ�WKH�SKRQH��7KH�SHUSHWUDWRU�
DOVR�EHJDQ�WR�VWDON�WKH�YLFWLP¶V�QHZ�SDUWQHU��3ROLFH�DFWHG�SURPSWO\�DQG�DUUHVWHG�
WKH�SHUSHWUDWRU�DQG�VRXJKW�D�UHPDQG�LQ�FXVWRG\��7KH�SHUSHWUDWRU�ZDV�FKDUJHG�
ZLWK�D�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU��7KH�PDQDJHPHQW�RI�WKH�ULVN�WR�YLFWLP�ZDV�
DSSURSULDWH��DQG�RIILFHUV�PDGH�D�UHIHUUDO�WR�D�VXSSRUW�JURXS��+RZHYHU��WKHUH�ZDV�
QR�FRQVLGHUDWLRQ�RI�FKDUJLQJ�WKH�SHUSHWUDWRU�ZLWK�VWDONLQJ�± HLWKHU�DJDLQVW�WKH�
YLFWLP�RU�WKH�QHZ�SDUWQHU�

$Q�RIIHQGHU�KDG�VWDONHG�D�YLFWLP�DQG�KDG�EHHQ�FRQYLFWHG�E\�D�FRXUW��7KH�FRXUW�
KDG�LPSRVHG�D�UHVWUDLQLQJ�RUGHU��7ZHOYH�PRQWKV�DIWHU�WKH�FRQYLFWLRQ��WKH�
RIIHQGHU�ZDONHG�SDVW�WKH�YLFWLP¶V�KRPH�DGGUHVV��ZKLFK�ZDV�D�EUHDFK�RI�WKH�
UHVWUDLQLQJ�RUGHU��7KH�SROLFH�DUUHVWHG�WKH�RIIHQGHU�DQG�UHOHDVHG�KLP�RQ�
SUH�FKDUJH�EDLO��2IILFHUV�UHFRUGHG�WKH�LQFLGHQW�LQFRUUHFWO\�DV�VWDONLQJ��7KH�RIIHQFH�
ZDV�D�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU�EHFDXVH�WKLV�ZDV�DQ�LVRODWHG�LQFLGHQW�

$�SHUSHWUDWRU�ZDV�FRQYLFWHG�RI�KDUDVVPHQW�DQG�WKH�FRXUW�LPSRVHG�D�
UHVWUDLQLQJ�RUGHU��7KH�SHUSHWUDWRU�EUHDFKHG�WKH�UHVWUDLQLQJ�RUGHU�RYHU�VHYHUDO�
GD\V��DQG�WKH�EHKDYLRXU�EHFDPH�PRUH�VHYHUH��7KH�YLFWLP�UHSRUWHG�WKLV�WR�
WKH�SROLFH��7KH�SROLFH�GLG�QRW�DOORFDWH�WKH�FULPH�WR�DQ�LQYHVWLJDWRU�LPPHGLDWHO\��
7KH�SROLFH�DUUHVWHG�WKH�SHUSHWUDWRU�IRU�WKH�EUHDFK�RI�WKH�UHVWUDLQLQJ�RUGHU�
EXW�GLG�QRW�FRQVLGHU�WKH�RIIHQFH�RI�VWDONLQJ��7KH�SHUSHWUDWRU�ZDV�UHOHDVHG�
XQGHU�LQYHVWLJDWLRQ��7KHUH�ZHUH�ORQJ�GHOD\V�LQ�REWDLQLQJ�VWDWHPHQWV�GXULQJ�ZKLFK�
WLPH�WKH�SHUSHWUDWRU�FRQWLQXHG�WR�FRPPLW�IXUWKHU�RIIHQFHV�DJDLQVW�WKH�YLFWLP�
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7KH�3URWRFRO�RQ�WKH�DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�
EHWZHHQ�WKH�1DWLRQDO�3ROLFH�&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�
6HUYLFH�� VWDWHV�

3ROLFH�DQG�&36�VKRXOG�EH�DZDUH�WKDW�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU��DV�ZHOO�DV�
EHLQJ�DQ�RIIHQFH�LWVHOI��LV�RIWHQ�HYLGHQFH�RI�IXUWKHU�VWDONLQJ�RU�KDUDVVPHQW��
:KHQ�WKLV�RFFXUV��WKH�SROLFH�ZLOO�WDNH�H[SHGLWLRXV�DQG�UREXVW�DFWLRQ�WR�GHDO�
ZLWK�WKH�EUHDFK�DQG�WR�EULQJ�VXFK�DOOHJHG�RIIHQGLQJ�EHIRUH�WKH�FRXUW�LQ�D�
WLPHO\�PDQQHU�

6R��LW�LV�QRW�FOHDU�ZKHQ�DQG�LQ�ZKDW�FLUFXPVWDQFHV�LW�LV�DSSURSULDWH�IRU�RIILFHUV�WR�
FRQVLGHU�WUHDWLQJ�WKH�EUHDFK�RI�D�UHVWUDLQLQJ�RUGHU�DV�D�IXUWKHU�LQFLGHQW�RI�VWDONLQJ�RU�
KDUDVVPHQW�DQG�LQYHVWLJDWH�DQG�SURVHFXWH�LW�DV�VXFK�

,W�LV�DOVR�WKH�FDVH�WKDW�WKH�SUREOHP�ZH�KDYH�LGHQWLILHG��WKDW�RIILFHUV�PLJKW�QRW�WUHDW�
EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�DV�IXUWKHU�DFWV�RI�VWDONLQJ�RU�KDUDVVPHQW��GRHV�QRW�
UHODWH�VROHO\�WR�UHVWUDLQLQJ�RUGHUV��9LFWLPV�FDQ�DOVR�EH�SURWHFWHG�IURP�IXUWKHU�
RIIHQGLQJ�E\�RWKHU�RUGHUV�VXFK�DV�QRQ�PROHVWDWLRQ�RUGHUV�� DQG�'932V���

9LFWLPV�FDQ�VHHN�QRQ�PROHVWDWLRQ�RUGHUV�SULYDWHO\�ZLWKRXW�UHIHUHQFH�WR�WKH�SROLFH��VR�
DQ\�EUHDFKHV�YLFWLPV�UHSRUW�WR�WKH�SROLFH�PLJKW�EH�WKH�ILUVW�LQGLFDWLRQ�WKH�SROLFH�KDYH�
WKDW�WKH�YLFWLP�LV�EHLQJ�VWDONHG�RU�KDUDVVHG�

:H�FRQVLGHU�WKDW�WKH�SUREOHPV�ZLWK�UHVWUDLQLQJ�RUGHUV�ZH�KDYH�IRXQG�LQ�
6XVVH[�DUH�DOVR�OLNHO\�WR�H[LVW�LQ�RWKHU�IRUFHV��DQG�WKHUHIRUH�ZH�KDYH�PDGH�
VHYHUDO�UHFRPPHQGDWLRQV�

)ROORZLQJ�RXU�LQVSHFWLRQ��ZH�DOHUWHG�WKH�+RPH�2IILFH�WR�WKH�SUREOHPV�ZH�KDG�IRXQG�
ZLWK�WKH�FULPH�UHFRUGLQJ�JXLGDQFH��:H�DUH�SOHDVHG�WKDW�WKH�+RPH�2IILFH�KDV�WROG�XV�
WKDW�LW�LQWHQGV�WR�FKDQJH�WKH�JXLGDQFH�WR�PDNH�LW�FOHDU�WKDW�FULPHV�RI�VWDONLQJ�RU�
KDUDVVPHQW�VKRXOG�EH�UHFRUGHG�DV�ZHOO�DV�EUHDFKHV�RI�RUGHUV��ZKHQ�LW�LV�FOHDU�WKDW�D�
FRXUVH�RI�FRQGXFW�KDV�WDNHQ�SODFH��

:H�EHOLHYH�WKDW�PDNLQJ�FKDQJHV�WR�WKH�JXLGDQFH�UHJDUGLQJ�WKH�EUHDFKHV�RI�RUGHUV�
ZLOO�KHOS�RIILFHUV�WR�UHFRJQLVH�WKDW�WKH�RIIHQGLQJ�VKRXOG�QRW�EH�WUHDWHG�LQ�LVRODWLRQ��
DQG�WKDW�LQVWHDG�WKH�ZKROH�RIIHQGLQJ�KLVWRU\�VKRXOG�EH�FRQVLGHUHG ZKHQ�GHDOLQJ�
ZLWK�YLFWLPV�

�� 3URWRFRO�RQ�WKH�DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�EHWZHHQ�WKH�1DWLRQDO�
3ROLFH�&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�6HUYLFH��13&&�DQG�&36��������SDJH����

�� 9LFWLPV��RU�WKHLU�UHSUHVHQWDWLYHV��FDQ�FXUUHQWO\�REWDLQ�D�QRQ�PROHVWDWLRQ�RUGHU�XQGHU�VHFWLRQ�������
RU�VHFWLRQ��������H[�SDUWH�DSSOLFDWLRQV��RI�WKH )DPLO\�/DZ�$FW�������RU�D�KDUDVVPHQW�LQMXQFWLRQ�XQGHU�
VHFWLRQ���RI�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������

�� '932V�ZHUH�LQWURGXFHG�LQ������E\�VHFWLRQ����RI�WKH�&ULPH�DQG�6HFXULW\�$FW������
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&ULPH�UHFRUGLQJ

:H�KDYH�DOUHDG\�FRQVLGHUHG�WKH�DFFXUDF\�RI�WKH�IRUFH¶V�LGHQWLILFDWLRQ�RI�VWDONLQJ�DV�
D�FULPH��:H�FRQFOXGHG�WKDW�DOWKRXJK�WKH�IRUFH�KDV�PDGH�JRRG�SURJUHVV��WKLV�LV�VWLOO�
QRW�JRRG�HQRXJK��:H�KDYH�DOVR�FRQFOXGHG�DERYH�WKDW�WKHUH�DUH�SUREOHPV�ZLWK�WKH�
ZD\�WKH�IRUFH�UHFRUGV�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�

$FFXUDWH FULPH�UHFRUGLQJ�LV�LPSRUWDQW�DV�LW�RIWHQ�LQIOXHQFHV�VXEVHTXHQW�ZRUN��IRU�
H[DPSOH��ZKLFK�GHSDUWPHQW�RI�D�SROLFH�IRUFH�ZLOO�LQYHVWLJDWH�WKH�FULPH��)RUFHV�DOVR�
QHHG�UHOLDEOH�LQIRUPDWLRQ�WR�XQGHUVWDQG�WKH�QDWXUH�RI�FULPH�LQ�WKHLU�DUHD�DQG�KRZ�WR�
DOORFDWH�WKHLU�UHVRXUFHV��DQG�DOVR�WR�KHOS�SURYLGH�VXSSRUW�WR�YLFWLPV��:H�H[SODLQ�ZK\�
DFFXUDWH�FULPH�UHFRUGLQJ�LV�VR�LPSRUWDQW�LQ�RXU�UHSRUW�&ULPH�UHFRUGLQJ��PDNLQJ�WKH�
YLFWLP�FRXQW�

,Q�DGGLWLRQ�WR�WKLV�LQVSHFWLRQ�DQG�RXU�SUHYLRXV�WKHPDWLF�LQVSHFWLRQV��VLQFH�$SULO������
ZH�KDYH�EHHQ�FDUU\LQJ�RXW�D�UROOLQJ�SURJUDPPH�RI�LQVSHFWLRQV�H[DPLQLQJ�WKH�
DFFXUDF\�RI�FULPH�UHFRUGLQJ�E\�SROLFH�IRUFHV��� ,Q������ZH�LQVSHFWHG�6XVVH[�3ROLFH�

�� 0RUH�LQIRUPDWLRQ�RQ�RXU�UROOLQJ�SURJUDPPH�RI�FULPH�GDWD�LQWHJULW\�LQVSHFWLRQV�LV�DYDLODEOH�RQ�RXU
ZHEVLWH�

5HFRPPHQGDWLRQV

:H�DUH�FRQFHUQHG�WKDW�RIILFHUV�DUH�GHDOLQJ�ZLWK�EUHDFKHV�RI�RUGHUV�LQ�
LVRODWLRQ�DQG�DUH�QRW�UHFRJQLVLQJ�DQG�SURSHUO\�DGGUHVVLQJ�WKH�ZLGHU�SDWWHUQV�
RI�YLFWLPLVDWLRQ��$V�D�UHVXOW��RIILFHUV�PLJKW�QRW�EH�DVVHVVLQJ�WKH�ULVNV�WR�
VRPH�YLFWLPV�DGHTXDWHO\�DQG�PLJKW�QRW�EH�DSSURSULDWHO\�LQYHVWLJDWLQJ�DQG�
SURVHFXWLQJ�FDVHV�

:LWKLQ�VL[�PRQWKV�FKLHI�FRQVWDEOHV�VKRXOG�HQVXUH�WKDW�RIILFHUV�UHFRUG�VWDONLQJ�RU�
KDUDVVPHQW�FULPHV�ZKHQ�D�YLFWLP�UHSRUWV�D�EUHDFK�RI�DQ�RUGHU�

:LWKLQ�VL[�PRQWKV�WKH�13&&�OHDG�DQG�WKH�&36�OHDG�VKRXOG�FRQVLGHU�ZKHWKHU�
WKH\�FDQ�GR�PRUH�WR�LQIRUP�RIILFHUV�DQG�ODZ\HUV�RI�WKH LPSRUWDQFH�RI�WUHDWLQJ�
EUHDFKHV�RI�RUGHUV�DV�HYLGHQFH�RI�D�ZLGHU�SDWWHUQ�RI�RIIHQGLQJ��DQG�ZKHQ�DQG�
LQ�ZKDW�FLUFXPVWDQFHV�RIILFHUV�VKRXOG�WUHDW�WKLV�DV�IXUWKHU�HYLGHQFH�RI�VWDONLQJ�
RU�KDUDVVPHQW�

:LWKLQ�VL[�PRQWKV�FKLHI�FRQVWDEOHV�VKRXOG�HQVXUH�WKDW�RIILFHUV�DUH�DZDUH�RI�WKH�
LPSRUWDQFH�RI�WUHDWLQJ�EUHDFKHV�RI�RUGHUV��ZKHUH�DSSURSULDWH��DV�SDUW�RI�D�ZLGHU�
SDWWHUQ�RI�RIIHQGLQJ�DQG�HQVXUH�WKDW�IRUFH�SROLF\�DQG�JXLGDQFH�KHOSV�RIILFHUV�WR�
GR�WKLV�

Page 83

Agenda Item 9
Appendix 1



��

DV�SDUW�RI�WKLV�SURJUDPPH�DQG�LW�UHFHLYHG�D�UDWLQJ�RI�JRRG��� 7KLV�LQVSHFWLRQ�GLG�QRW�
VROHO\�FRYHU�VWDONLQJ�RU KDUDVVPHQW�FULPHV�

,Q�WKH����FDVHV�ZH�H[DPLQHG�LQ�RXU�ODWHVW�VWDONLQJ�DQG�KDUDVVPHQW�LQVSHFWLRQ��ZH�
IRXQG�SUREOHPV�ZLWK����FDVHV�ZKLFK�PHDQW�WKDW�WKH\�GLG�QRW�FRPSO\�ZLWK�+RPH�
2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH���

$W�WKH�WLPH�RI�RXU�LQVSHFWLRQ�WKH�IRUFH�KDG�UHFHQWO\�FDUULHG�RXW�LWV�RZQ�UHYLHZ�RI�
VWDONLQJ�DQG�KDUDVVPHQW�LQFLGHQWV�DQG�FULPHV� DORQJ�ZLWK�FULPH�UHODWHG�LQFLGHQWV�RI�
PDOLFLRXV�FRPPXQLFDWLRQV��7KH�6XVVH[�UHYLHZ FRQFOXGHG�WKDW�RXW�RI�����FULPHV�
ZKLFK�VKRXOG�KDYH�EHHQ�UHFRUGHG� ����ZHUH�UHFRUGHG� 2I�WKH�PLVVLQJ�FULPHV�WZR�
ZHUH�VWDONLQJ�DQG����ZHUH�KDUDVVPHQW�FULPHV� 7KH�IRUFH�KDV�XVHG�WKH�UHVXOWV�WR�
LGHQWLI\�ZKHUH�FULPH�UHFRUGLQJ�FRXOG�EH�LPSURYHG�

7KH�+RPH�2IILFH�UHTXLUHV�IRUFHV�WR�UHFRUG�WKH�RXWFRPHV�IRU�UHFRUGHG�FULPHV��� ,W�LV�
LPSRUWDQW�WKDW�RIILFHUV�UHFRUG�WKH�RXWFRPHV�FRUUHFWO\�VR�WKDW�IRUFHV�FDQ�XQGHUVWDQG�
ZKHWKHU�RIILFHUV�DUH�PDNLQJ�LQYHVWLJDWLRQV�HIILFLHQWO\��RU�ZKHWKHU�LQ�VRPH�FDVHV�
YLFWLPV�DUH�IDLOLQJ�WR�VXEVWDQWLDWH�DOOHJDWLRQV�DQG�PD\�QHHG�DGGLWLRQDO�VXSSRUW�

,Q�WKLV�LQVSHFWLRQ��ZH�H[DPLQHG�FDVHV�WKDW�KDG�EHHQ�ILQDOLVHG�ZLWK�WKH�RXWFRPH�RI�

x D�FKDUJH �RXWFRPH����

x RIILFHUV�KDG�LGHQWLILHG�D�VXVSHFW��EXW�WKH�YLFWLP�GLG�QRW�ZDQW�WR�SURFHHG�
ZLWK�WKH�DOOHJDWLRQ��RXWFRPH������DQG

x WKH�YLFWLP�ZDQWHG�WR�SURFHHG�ZLWK�DQ�DOOHJDWLRQ��EXW�RIILFHUV�KDG�QRW�
LGHQWLILHG�D�VXVSHFW �RXWFRPH�����

,W�LV�XQOLNHO\�WKDW�HUURUV�H[LVW LQ�WKH�GDWD�UHODWHG�WR�RXWFRPH����7KLV�LV�EHFDXVH�WKHUH�
LV�OLWWOH�URRP�WR�PLVLQWHUSUHW�ZKDW�WKLV�PHDQV�

�� 6XVVH[�3ROLFH��&ULPH�'DWD�,QWHJULW\�LQVSHFWLRQ�������+0,&�������

�� +RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH�������

�� +RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH��&ULPH�UHFRUGLQJ�JHQHUDO�UXOHV��6HFWLRQ�+�������

7KH�YLFWLP�KDG�UHFHLYHG�QXPHURXV�SKRQH�FDOOV��WH[W�PHVVDJHV�DQG�FRQWDFW�
WKURXJK�VRFLDO�PHGLD IURP�KHU�HVWUDQJHG�SDUWQHU�RYHU�D�SHULRG��7KH�SROLFH�
LQWHUYLHZHG�WKH�SHUSHWUDWRU�EXW�GLG�QRW�DUUHVW�KLP��2IILFHUV�GLG�QRW�UHFRUG�WKH�
LQFLGHQW�DV�D�FULPH�DQG�FORVHG�WKH�FDVH��7KH�SROLFH�GLG�QRW�UHIHU�WKH�FDVH�WR�WKH�
&36�IRU�D�FKDUJLQJ�GHFLVLRQ��HYHQ�WKRXJK WKLV�ZDV�D�GRPHVWLF�DEXVH�FDVH��
$OWKRXJK�RIILFHUV�FDUULHG�RXW�D�ULVN�DVVHVVPHQW�RQ�WKH�YLFWLP��WKH\�RQO\�SXW�OLPLWHG�
VDIHW\�PHDVXUHV�LQ�SODFH�
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2XWFRPH����LV�WKH�PRVW�FRPPRQO\�XVHG�RXWFRPH�FRGH�IRU�VWDONLQJ�DQG�KDUDVVPHQW�
FULPHV�LQ�6XVVH[��$W�WKH�WLPH�RI�RXU�LQVSHFWLRQ�WKH�DYDLODEOH�GDWD�����PRQWKV�WR����
0DUFK�������VKRZHG�WKDW�WKH�IRUFH�KDG�ILQDOLVHG����SHUFHQW�RI�VWDONLQJ�DQG����
SHUFHQW�RI�KDUDVVPHQW�FULPHV�LQ�VXFK�D�ZD\��3ULRU�WR�RXU�LQVSHFWLRQ��WKH�IRUFH�KDG�
UXQ�GLS�VDPSOLQJ�H[HUFLVHV�WR�HVWDEOLVK�LI�WKH�KLJKHU�WKDQ�DYHUDJH�UDWH�RI�XVH�RI�WKLV�
RXWFRPH�ZDV�D�FDXVH�IRU�FRQFHUQ�

6LQFH�WKH�LQVSHFWLRQ��PRUH�UHFHQW�SXEOLVKHG�GDWD�����PRQWKV�WR����6HSWHPEHU�������
KDV�VKRZQ�WKDW�WKH�IRUFH�ILQDOLVHG����SHUFHQW�RI�VWDONLQJ�DQG����SHUFHQW�RI�
KDUDVVPHQW�FULPHV�XVLQJ�RXWFRPH�����7KLV�FRPSDUHV�WR�WKH�QDWLRQDO�UDWH�RI����
SHUFHQW�IRU�VWDONLQJ�DQG����SHUFHQW�IRU�KDUDVVPHQW�LQ�WKLV�SHULRG��7KH�UHGXFWLRQ�LQ�
WKH�SURSRUWLRQ�RI�FDVHV�WKDW�UHVXOWHG�LQ�RXWFRPH����LV�SRVLWLYH��

)LJXUH����3HUFHQWDJH�RI�VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV�DVVLJQHG�RXWFRPH����LQ�6XVVH[�
FRPSDUHG�WR�(QJODQG�DQG�:DOHV�LQ����PRQWKV�WR����6HSWHPEHU�����

6RXUFH��+RPH�2IILFH�

,Q�WKH�VPDOO�QXPEHU�RI�FDVHV�ZH�H[DPLQHG�WKDW�WKH�IRUFH�KDG�ILQDOLVHG�ZLWK�RXWFRPH�
����ZH�GLG�QRW�ILQG�DQ\�DSSDUHQW�HUURUV�LQ�WKH�RXWFRPH�FRGH�LWVHOI�

7KHUH�DUH�YDULRXV�UHDVRQV�ZK\�YLFWLPV�PLJKW�WHOO�SROLFH�DERXW�D�FULPH�DQG�ZKR�
KDG�GRQH�LW�EXW�WKHQ�GHFLGH�WKDW�WKH\�GLG�QRW�ZDQW�WR�SURFHHG�ZLWK�WKH�DOOHJDWLRQ��
2QH�UHDVRQ�FRXOG�EH�WKDW�YLFWLPV�IHDU�ZKDW�PLJKW�KDSSHQ�WR�WKHP��DQG�GR�QRW�IHHO�
WKDW�WKH�SROLFH�DUH�VXSSRUWLQJ�WKHP�DGHTXDWHO\��:H�IRXQG�QR�HYLGHQFH�RI�WKLV��EXW�LQ�
YLHZ�RI�WKH�KLJKHU�WKDQ�DYHUDJH�QXPEHU�RI�WLPHV�WKDW�RIILFHUV�XVH�RXWFRPH����LQ�
6XVVH[�WR�ILQDOLVH�FDVHV�RI�VWDONLQJ��WKH�IRUFH�VKRXOG�PRQLWRU�WKLV�FORVHO\��

7KH�XVH�RI�RXWFRPH����VKRXOG�EH�XQXVXDO�LQ�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV��DV�LW�LV�
PRUH�RIWHQ�WKH�FDVH�WKDW�YLFWLPV�NQRZ�WKH�LGHQWLW\�RI�WKH�DOOHJHG�SHUSHWUDWRU��� ,I�WKH�

�� ,W�LV�DFNQRZOHGJHG�WKDW�WKLV�PD\�QRW�DOZD\V�EH�WKH�FDVH�LQ�RIIHQGLQJ�FRPPLWWHG�E\�GLJLWDO�PHDQV�
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UDWH�RI�RXWFRPH����LV�KLJK��LW�FRXOG�LQGLFDWH�WKDW�IRUFHV�DUH�QRW�LQYHVWLJDWLQJ�FULPHV�
HIIHFWLYHO\�HQRXJK�WR�LGHQWLI\�SHUSHWUDWRUV� $QRWKHU�UHDVRQ�LV�WKDW�IRUFHV�PD\�QRW�EH�
XVLQJ�WKLV�RXWFRPH�FRGH�FRUUHFWO\�

$W WKH�WLPH�RI�RXU�LQVSHFWLRQ��WKH�DYDLODEOH�GDWD�����PRQWKV�WR����0DUFK�������
VKRZHG�WKDW�WKH�IRUFH�KDG�ILQDOLVHG���SHUFHQW�RI�VWDONLQJ�FULPHV�DQG����SHUFHQW�RI�
KDUDVVPHQW�FULPHV XVLQJ�RXWFRPH�����

6LQFH�WKH�LQVSHFWLRQ��PRUH�UHFHQW�SXEOLVKHG�GDWD�����PRQWKV�WR����6HSWHPEHU�������
KDV�VKRZQ�WKDW�LQ�6XVVH[�RXWFRPH����ZDV�WKH�UHFRUGHG�RXWFRPH�LQ���SHUFHQW�RI�
VWDONLQJ�FDVHV�DQG����SHUFHQW�RI�KDUDVVPHQW�FDVHV��7KLV�FRPSDUHV�ZLWK�WKH�QDWLRQDO�
UDWH�RI���SHUFHQW�IRU�VWDONLQJ�RIIHQFHV�DQG����SHUFHQW�IRU�KDUDVVPHQW�

)LJXUH����3HUFHQWDJH�RI�VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV�DVVLJQHG�RXWFRPH����LQ�6XVVH[�
FRPSDUHG�WR�(QJODQG�DQG�:DOHV�LQ����PRQWKV�WR����6HSWHPEHU�����

6RXUFH��+RPH�2IILFH�

,Q�WKLV LQVSHFWLRQ�ZH�IRXQG�D�IHZ�FDVHV�ZKHUH�ZH�GLG�QRW�DJUHH�WKDW�RXWFRPH����ZDV�
WKH�DSSURSULDWH�RXWFRPH�FRGH�

2IILFHUV�ZKR�ZH�VSRNH�WR�ZHUH�QRW�FRQILGHQW�LQ�WKH�XVH�RI�RXWFRPH�FRGHV�PRUH�
JHQHUDOO\�DQG�KDG�UHFHLYHG�OLWWOH�WUDLQLQJ�DERXW�KRZ�WR�XVH�WKHP��)XUWKHUPRUH��LQ�WKH�
FDVHV�ZH�H[DPLQHG��WKH�FULPH�PDQDJHPHQW�XQLW�GLG�QRW�FKDOOHQJH�WKH�RIILFHUV¶�
LQFRUUHFW�XVH�RI�WKH�RXWFRPH�FRGHV�VXIILFLHQWO\�UREXVWO\�

7KH�YLFWLP�UHSRUWHG�WKDW�WKH�SHUSHWUDWRU��KHU�HPSOR\HU��KDG�SODFHG�D�WUDFNLQJ�DSS
RQ�KHU�PRELOH�SKRQH��3ROLFH�GLG�QRW�DWWHQG�WR�VSHDN�ZLWK�WKH�YLFWLP�LQ�SHUVRQ�DQG�
WZR�GD\V�ODWHU�WKH�YLFWLP�ZLWKGUHZ�KHU�DOOHJDWLRQ�VWDWLQJ�WKDW�LQVWHDG��KHU�KXVEDQG�
ZDV�JRLQJ�WR�VSHDN�WR�WKH�HPSOR\HU��7KH�LQFLGHQW�ZDV�FORVHG�XVLQJ�RXWFRPH�����
LQGLFDWLQJ�WKDW�QR�RIIHQGHU�KDG�EHHQ�LGHQWLILHG��$V�D�UHVXOW��WKH�SHUSHWUDWRU ZDV�
QHYHU�VSRNHQ�WR�E\�SROLFH�
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7KH�SUREOHPV�WKDW�ZH�KDYH�IRXQG�ZLWK�WKH�XVH�RI�RXWFRPH�FRGH����DUH�OLNHO\�WR�EH�
SUHVHQW�LQ�DOO�FULPHV��QRW�MXVW�WKRVH�RI�VWDONLQJ�RU KDUDVVPHQW��$OWKRXJK�ZH�IRXQG�
OLWWOH�HYLGHQFH�RI�WKLV�SUREOHP�EHFDXVH�RI�WKH�OLPLWHG�QDWXUH�RI�WKLV�LQVSHFWLRQ��LW�LV�
DOVR�SRVVLEOH�WKDW�WKH�SUREOHP�H[LVWV�LQ�UHODWLRQ�WR�GLIIHUHQW�RXWFRPH�FRGHV��:H�GLG�
QRW�WHVW�WKH�DFFXUDF\�RI�RXWFRPH�FRGHV�LQ�RXU�UROOLQJ�SURJUDPPH�RI�FULPH�GDWD�
LQWHJULW\�LQVSHFWLRQV��LQ�ZKLFK�ZH�JDYH 6XVVH[�D�JRRG�JUDGLQJ�LQ������

5LVN�DVVHVVPHQW

)RU�WKH�SXUSRVHV�RI�WKLV�LQVSHFWLRQ�ZH�XVH�WKH�WHUP�ULVN�DVVHVVPHQW�DV�PHDQLQJ��

WKH�SURFHVV�RI�HVWLPDWLQJ�DQG�UHJXODUO\�UHYLHZLQJ�WKH�OLNHOLKRRG�DQG QDWXUH�RI�
D�ULVN�SRVHG�E\�D�SHUSHWUDWRU�WR�D�SDUWLFXODU�YLFWLP��FKLOGUHQ�RU�RWKHUV���

'XULQJ�WKH�LQVSHFWLRQ�ZH�FRQVLGHUHG�ULVN�DVVHVVPHQWV�LQ�WZR�ZD\V��

x ZKHWKHU��DW�WKH�YLFWLP¶V�LQLWLDO�SRLQW�RI�FRQWDFW�ZLWK�WKH�SROLFH��RIILFHUV�KDG�
XVHG�D�ULVN�DVVHVVPHQW VFUHHQLQJ�WRRO�WR�DVVHVV�WKH�ULVN�WR�YLFWLPV�DQG�
IDPLOLHV��DQG

x ZKHWKHU�DQ�µHQKDQFHG¶�ULVN�DVVHVVPHQW�KDG�WDNHQ�SODFH�VXEVHTXHQWO\�

,QLWLDO�ULVN�DVVHVVPHQWV�KHOS�WKH�SROLFH�WR�FRQVLGHU�WKH�LPPHGLDWH�ULVNV�WR�YLFWLPV��
)RUFHV�XVH�WKHP�WR�GHWHUPLQH�WKH�SULRULW\�RI�WKHLU�UHVSRQVH��DQG�WR�GHFLGH�ZKDW�
PHWKRGV�RIILFHUV�VKRXOG�XVH�WR�FRQWDFW�YLFWLPV�

:H�ZHUH�SOHDVHG�WR�ILQG�WKDW�LQ�PRVW�RI�WKH�FDVHV�ZH�H[DPLQHG��FDOO�KDQGOHUV�LQ�WKH�
IRUFH�FRQWURO�URRP�KDG�PDGH�D�ULVN�DVVHVVPHQW�XVLQJ�WKH�7+5,9(�� SURFHVV�WR�
GHWHUPLQH�WKH�DSSURSULDWH�LQLWLDO�SROLFH�UHVSRQVH�

�� $XWKRULVHG�3URIHVVLRQDO�3UDFWLFH�RQ�GRPHVWLF�DEXVH��8QGHUVWDQGLQJ�ULVN�DQG�YXOQHUDELOLW\�LQ�WKH�
FRQWH[W�RI�GRPHVWLF�DEXVH� &ROOHJH�RI�3ROLFLQJ�������

�� 7+5,9(�VWDQGV�IRU�WKUHDW��KDUP��ULVN��LQYHVWLJDWLRQ��YXOQHUDELOLW\��HQJDJHPHQW�DQG�LV�DQ�
DVVHVVPHQW�WRRO�GHYHORSHG�E\�:HVW�0LGODQG�3ROLFH�WR�GHWHUPLQH�WKH�DSSURSULDWH�LQLWLDO�UHVSRQVH�
WR�LQFLGHQWV�

$UHD�IRU�LPSURYHPHQW

6R�WKDW�RIILFHUV�UHFRUG�WKH�RXWFRPHV�RI�FULPHV�DFFXUDWHO\��ZLWKLQ�WKUHH�PRQWKV�WKH�
FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�VKRXOG�HQVXUH�WKDW�RIILFHUV�XQGHUVWDQG�RXWFRPH�
FRGHV�DQG�XVH WKHP�FRUUHFWO\��DQG�WKDW�WKH�IRUFH�KDV�D�UREXVW�SURFHVV�WR HQVXUH�
WKDW�RIILFHUV�GR�WKLV�
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2IILFHUV�PDNH�HQKDQFHG�ULVN�DVVHVVPHQWV�RQFH�WKH\�KDYH�VSRNHQ�WR�D�YLFWLP�DQG�
DUH�DEOH�WR�FRQVLGHU�WKH�YLFWLP¶V�FLUFXPVWDQFHV�PRUH�IXOO\��$WWHQGLQJ�RIILFHUV�XVXDOO\�
FRPSOHWH�HQKDQFHG�ULVN�DVVHVVPHQWV�

:H�KDYH�GHVFULEHG��RQ�SDJH�����KRZ ZH�FRQVLGHUHG�WKDW�WKH�V\VWHP�IRU�FRPSOHWLQJ�
HQKDQFHG�ULVN�DVVHVVPHQWV�ZDV�LQ�VRPH�UHVSHFWV�XQVDWLVIDFWRU\�

5LVN�PDQDJHPHQW

:H�KDYH�XVHG�WKH�GHILQLWLRQ�RI�ULVN�PDQDJHPHQW�DV�

WKH�PDQDJHPHQW�RI�WKH�UHVSRQVHV�DGRSWHG�LQ�FDVHV�ZKHUH�ULVN�LV�LGHQWLILHG��WR�
PLQLPLVH�ULVN�RI�IXUWKHU�KDUP�E\�WKH�RIIHQGHU���

5LVN�PDQDJHPHQW�SODQV�DUH�D�YLWDO�ZD\�RI�NHHSLQJ�YLFWLPV�VDIH�EHFDXVH�WKH\�HQDEOH�
WKH�SROLFH�WR�

x XQGHUVWDQG�WKH�ULVNV�WR�WKH�YLFWLP�WKDW�RIILFHUV�KDYH�LGHQWLILHG�

x FRQVLGHU�ZKDW�LQWHUYHQWLRQV�DUH�DYDLODEOH��DQG�

x FKRRVH�DQG�LPSOHPHQW�WKH�PRVW�VXLWDEOH�DFWLRQV�WR�PDQDJH�WKH�LGHQWLILHG�
ULVNV�DQG�SURWHFW�WKH�YLFWLP�

6XVVH[�3ROLFH�XVHV�WKH�6&$5)�WR�UHFRUG�WKH�LQLWLDO�VWHSV�RIILFHUV�VKRXOG�WDNH�WR�
PDQDJH�WKH�ULVNV�WR�WKH�YLFWLP��7KLV�LV�D�JRRG�V\VWHP�EHFDXVH�LW�SURPSWV�RIILFHUV�WR�
PDQDJH�WKH�ULVNV�WKH\�KDYH�LGHQWLILHG�LQ�WKH�ULVN�DVVHVVPHQW��:H�DGYRFDWHG�VXFK�DQ�
DSSURDFK�LQ�RXU�WKHPDWLF�UHSRUW�

,Q�WKH�FDVHV�ZH�H[DPLQHG��ZH�IRXQG�WKDW�RIILFHUV�GLG�QRW�DOZD\V�FRPSOHWH�D�
VWUXFWXUHG ULVN�PDQDJHPHQW�SODQ�IRU�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW��2QO\����RXW�RI�
���FDVHV�KDG�D�ULVN�PDQDJHPHQW�SODQ��7KLV�ZDV�EHFDXVH�ZKHWKHU�RIILFHUV�
FRPSOHWHG�D�ULVN�PDQDJHPHQW�SODQ�GHSHQGHG�RQ�ZKHWKHU�WKH\�KDG�FRPSOHWHG�D�
6&$5)��ZKLFK�RIWHQ�WKH\�KDG�QRW��:KHUH�ZH�GLG�ILQG�D�ULVN�PDQDJHPHQW�SODQ��ZH�
IRXQG�WKDW�WKH�SODQ�ZDV�RIWHQ�OLPLWHG�WR�WKH�LQLWLDO�DFWLRQV�RIILFHUV�VKRXOG�WDNH�DQG�GLG�
QRW�KDYH�D�FOHDUO\�GHILQHG�VWUXFWXUH��7KHUH�ZDV�OLWWOH�HYLGHQFH�RI�RIILFHUV�UHYLHZLQJ�
ULVN�PDQDJHPHQW�SODQV�GXULQJ�LQYHVWLJDWLRQV�

2IILFHUV�FDQ�PDQDJH�ULVNV�WR�YLFWLPV�E\�DUUHVWLQJ�SHUSHWUDWRUV�DQG�DSSURSULDWHO\�
LPSRVLQJ�EDLO�FRQGLWLRQV�RU�UHPDQGLQJ�SHUSHWUDWRUV�LQ�FXVWRG\��:H�IRXQG�H[DPSOHV�
RI�VXFK�DFWLRQV�LQ�WKH�FDVHV�ZH�H[DPLQHG��SUHGRPLQDQWO\�LQ�WKH�VWDONLQJ�FDVHV��
:H�DOVR�IRXQG�WKDW�LQ�WKH�FDVHV�ZKHUH�RIIHQGHUV�KDG�EHHQ�FKDUJHG��RIILFHUV�
URXWLQHO\�FRQVLGHUHG�DQG�DSSOLHG�IRU�UHVWUDLQLQJ�RUGHUV�WR�SURWHFW�YLFWLPV�
PRUH�FRPSUHKHQVLYHO\�

�� $XWKRULVHG�3URIHVVLRQDO�3UDFWLFH�RQ�GRPHVWLF�DEXVH��8QGHUVWDQGLQJ�ULVN�DQG�YXOQHUDELOLW\�LQ�WKH�
FRQWH[W�RI�GRPHVWLF�DEXVH��&ROOHJH�RI�3ROLFLQJ�������
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$OORFDWLRQ�RI�LQYHVWLJDWLRQV

6WDONLQJ�DQG�KDUDVVPHQW�FULPHV�FDQ�EH�FRPSOH[��$Q�RIIHQGHU�PLJKW�KDYH�FRPPLWWHG�
WKH�RIIHQFHV�RYHU�D�ORQJ�SHULRG�RI�WLPH��2IIHQFHV�QRZ�DOVR�LQFUHDVLQJO\�LQYROYH�WKH�
XVH�RI�VRFLDO�PHGLD��0DQ\�FULPHV�LQYROYH�YXOQHUDEOH�YLFWLPV��ZKLFK�PHDQV�WKDW�
RIILFHUV�PXVW�KDYH�VSHFLDOLVHG�LQWHUYLHZ�VNLOOV�

,W�LV�HQFRXUDJLQJ�WKDW�WKH�IRUFH�KDV�D�SROLF\�WKDW�LQYHVWLJDWRUV�ZLOO�GHDO�ZLWK�DOO�FDVHV�
RI�VWDONLQJ��DQG�PRVW�FDVHV�RI�KDUDVVPHQW��+RZHYHU��ZH�IRXQG�WKDW�WKH�IRUFH�GRHV�
QRW�DOZD\V�FRPSO\�ZLWK�WKLV�SROLF\�LQ�SUDFWLFH��DQG�ZH�IRXQG�H[DPSOHV�RI�IURQWOLQH�
RIILFHUV�GHDOLQJ�ZLWK�VXFK FDVHV�

2I�WKH����FDVHV�ZH�H[DPLQHG�����FDVHV�ZHUH�GHDOW�ZLWK�E\�DQ�RIILFHU�IURP�
LQYHVWLJDWLRQV�RU�WKH�VSHFLDOLVW�LQYHVWLJDWLRQ�XQLW��,Q����RI�WKH����FDVHV��WKH�
LQYHVWLJDWRU�ZDV�IURP�D�UHVSRQVH��QHLJKERXUKRRG�RU�RWKHU�WHDP�

7KH�IRUFH�SROLF\�VWDWHV�WKDW�RIILFHUV�IURP�WKH�VSHFLDOLVW�LQYHVWLJDWLRQ�XQLW�ZLOO�
LQYHVWLJDWH�DOO�µKLJK�ULVN¶�FDVHV��� :H�IRXQG�WKDW�WKLV�GLG�QRW�DOZD\V�KDSSHQ��
+RZHYHU��RI�JUHDWHU�FRQFHUQ�ZDV�WKDW�WKH�IRUFH�EDVHG�LWV�FULPH�DOORFDWLRQ�SROLF\�RQ�
WKH�DVVHVVPHQW�RI�ULVN��:H�KDYH�VWDWHG�DERYH WKDW�IRU�QRQ�GRPHVWLF�DEXVH�FDVHV�
WKH�IRUFH�GRHV�QRW�KDYH�D�ULVN�DVVHVVPHQW�SURFHVV��6R��WKH�GHFLVLRQ�DERXW�ZKHWKHU�
D�FULPH�LV�KLJK�ULVN�RU�QRW�LV�VXEMHFWLYH��DQG�OLNHO\�WR�EH�LQFRQVLVWHQW�

6XVVH[�3ROLFH�WROG�XV�WKDW�DIWHU�D�YLFWLP�KDV�UHSRUWHG�DQ�RIIHQFH��WKH�DWWHQGLQJ�RIILFHU�
VKRXOG�RQO\�FDUU\�RXW�LQLWLDO�HQTXLULHV��DQG�WKHQ�KDQG�WKH�FDVH�RYHU�WR�DQ�LQYHVWLJDWRU��
+RZHYHU��ZH�IRXQG�VRPH�LQFRQVLVWHQF\�WKURXJKRXW�WKH�6XVVH[�3ROLFH�DUHD�DERXW�
WKH�SRLQW�ZKHQ�WKH�DWWHQGLQJ�RIILFHU�VKRXOG�SDVV�WKH�FDVH�WR�DQ�LQYHVWLJDWRU��
6RPHWLPHV��WKLV�KDG�FDXVHG�GHOD\V��)RU�H[DPSOH��LQ�RQH�DUHD�ZH�ZHUH�WROG�WKDW�WKH�
DWWHQGLQJ�RIILFHU�ZRXOG�RQO\�KDQG�WKH�FDVH�RYHU�WR�LQYHVWLJDWRUV�DIWHU�WKH�RIILFHU�KDG�

�� 6SHFLDOLVW�LQYHVWLJDWLRQ�XQLW�RIILFHUV�UHFHLYH�HQKDQFHG�WUDLQLQJ�DQG�RIWHQ�LQYHVWLJDWH�DOOHJDWLRQV�RI�
GRPHVWLF�DEXVH�

$�FRXSOH�KDG�VHSDUDWHG�DIWHU�WKH�SHUSHWUDWRU�KDG�KDG�DQ�DIIDLU��7KH�SHUSHWUDWRU�
EHJDQ�WR�VWDON�WKH�YLFWLP��DQG�KLV�EHKDYLRXU�LQFOXGHG�EUHDNLQJ�LQWR�DQG�KLGLQJ�LQ�
KHU�KRPH��2IILFHUV�RULJLQDOO\�UHFRUGHG�WKH�FDVH�LQFRUUHFWO\�DV�KDUDVVPHQW�
EXW�FRUUHFWHG�WKLV��DQG�WKH�IRUFH�DOORFDWHG�WKH�FDVH�WR�D�WUDLQHG�LQYHVWLJDWRU��
2IILFHUV�FRUUHFWO\�JUDGHG�WKH�ULVNV�WR�WKH�YLFWLP�DV�KLJK�DQG�SXW�DSSURSULDWH�VDIHW\�
PHDVXUHV�LQ�SODFH��$OWKRXJK�WKHUH�ZHUH�GHOD\V�WR�WKH�LQYHVWLJDWLRQ��WKLV�ZDV�
PDLQO\�EHFDXVH�WKH�SHUSHWUDWRU�OLYHG�RXWVLGH�6XVVH[��7KH�SHUSHWUDWRU�ZDV�
DUUHVWHG�DQG�ZDV EDLOHG�ZLWK�FRQGLWLRQV�WR�SURWHFW�WKH�YLFWLP��7KH�YLFWLP��DOWKRXJK�
DW�ILUVW�UHOXFWDQW�WR�SXUVXH�WKH�FRPSODLQW��ZDV�VXSSRUWHG�E\�VSHFLDOLVW�SROLFH�
RIILFHUV�WKURXJKRXW�
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WDNHQ�DOO�LQLWLDO�YLFWLP�VWDWHPHQWV��,Q�RWKHU�DUHDV�WKH�UHVSRQVLELOLW\�IRU�WDNLQJ�WKH�
VWDWHPHQWV ZRXOG�IDOO�WR�WKH�LQYHVWLJDWRU DQG�QRW�WKH�DWWHQGLQJ�RIILFHU�

,Q����RI�WKH����FDVHV�ZH�DVVHVVHG��WKH�IRUFH�FRXOG�KDYH�DYRLGHG�WKH�GHOD\V�WKDW�
ZH�IRXQG�

7KH�QHJDWLYH�HIIHFW�RI�GHOD\HG�LQYHVWLJDWLRQV�RQ�YLFWLPV�LV�VLJQLILFDQW��'HOD\V�PD\�
OHDG�WR�LQFUHDVHG�DQ[LHW\��UHSHDW�YLFWLPLVDWLRQ�DQG�RU�PD\�OHDG�WR�WKH�YLFWLP�
EHFRPLQJ�GLVLOOXVLRQHG�DQG�GHFLGLQJ�QRW WR�VXSSRUW�WKH�LQYHVWLJDWLRQ��7KLV�PLJKW�EH�
RQH�H[SODQDWLRQ�ZK\�VRPH�FDVHV�RI�VWDONLQJ�DQG�KDUDVVPHQW�LQ�6XVVH[�GLG�QRW�
SURFHHG�WR�D�FKDUJH�

9LFWLP�FDUH

:H�NQRZ�WKDW�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW�FULPHV�FDQ�EH�YXOQHUDEOH�EHFDXVH�
WKH\�KDYH�RIWHQ�VXIIHUHG�UHSHDWHG�YLFWLPLVDWLRQ�DQG�DEXVH�IURP�SHUSHWUDWRUV��
'RPHVWLF�DEXVH�VXUYLYRUV�ZKR�KDYH�VXIIHUHG�FRHUFLYH�DQG�FRQWUROOLQJ�UHODWLRQVKLSV�
FDQ�DOVR�EHFRPH�WKH�YLFWLPV�RI�DQ�H[WHQVLRQ�RI�WKLV�EHKDYLRXU�E\�ZD\�RI�VWDONLQJ�
RU�KDUDVVPHQW�

:LWKLQ�6XVVH[��9LFWLP�6XSSRUW�� FDQ�SURYLGH�VXSSRUW�IRU�YLFWLPV�RI�FULPH��
6XVVH[�3ROLFH�DXWRPDWLFDOO\�UHIHUV�DOO�YLFWLPV�RI�FULPH�WR�9LFWLP�6XSSRUW��XQOHVV�WKH�
YLFWLP�VD\V�WKDW�WKH\�ZRXOG�SUHIHU�WKDW�WKH�SROLFH�GLG�QRW�GR�WKLV���7KLV�LQFOXGHV�
GRPHVWLF�DEXVH�YLFWLPV��:H�FRQVLGHU�WKDW�WKLV�LV�SRVLWLYH�

7KH�9LFWLPV¶�&RGH�RI�3UDFWLFH�VWDWHV�

,I�\RX�DUH�D�YLFWLP�RI «�GRPHVWLF�YLROHQFH��WKH�SROLFH�ZLOO�VHHN�\RXU�H[SOLFLW�
FRQVHQW�EHIRUH�VHQGLQJ�\RXU�GHWDLOV�WR�YLFWLP�VXSSRUW�VHUYLFHV���

�� 9LFWLP�6XSSRUW�LV�DQ�LQGHSHQGHQW�FKDULW\�WKDW�LV�FRPPLVVLRQHG�E\�WKH�6XVVH[�3ROLFH�DQG�&ULPH�
&RPPLVVLRQHU�WR�VXSSRUW�SHRSOH�DIIHFWHG�E\ FULPH�

�� &RGH�RI�3UDFWLFH�IRU�9LFWLPV�RI�&ULPH��0LQLVWU\�RI�-XVWLFH��������SDJH����

$�SHUSHWUDWRU��ZKR�OLYHG�RXWVLGH�6XVVH[��VWDONHG�D�WHHQDJH�YLFWLP�WKURXJK�
VRFLDO�PHGLD��:KHQ�WKH�YLFWLP�UHSRUWHG�WKLV�WR�WKH�SROLFH��RIILFHUV�GLG�QRW�PDNH�
DQ�LQLWLDO�WKUHDW�DVVHVVPHQW��+RZHYHU��RIILFHUV�VXEVHTXHQWO\�PDGH�D�GHWDLOHG�
ULVN�DVVHVVPHQW�DQG�SXW�VDIHW\�PHDVXUHV�LQ�SODFH��LQFOXGLQJ�VHFXULW\�ORFNV�DQG�
SDQLF�DODUPV��$�QHLJKERXULQJ�IRUFH�GLG�QRW�DUUHVW�WKH�SHUSHWUDWRU�DW�RQFH�DQG�WKH�
SHUSHWUDWRU�ZDV�DEOH�WR�FRQWLQXH�WR�RIIHQG�DJDLQVW�WKH�YLFWLP�XQWLO�EDLO�FRQGLWLRQV�
ZHUH�DSSOLHG��7KH�SROLFH�DSSOLHG�WR�WKH�FRXUW�IRU�D�UHVWUDLQLQJ�RUGHU�IROORZLQJ�
FRQVXOWDWLRQ�ZLWK�YLFWLP�VXSSRUW�VHUYLFHV�
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,Q�6XVVH[�ZH�ZHUH�QRW�FRQYLQFHG�WKDW�RIILFHUV�XQGHUVWRRG�WKH�QHFHVVLW\�RI�
VSHFLILFDOO\�DVNLQJ�YLFWLPV�ZKHWKHU�WKH\�FRQVHQWHG�WR�DQ�DXWRPDWLF�UHIHUUDO�LQ�OLQH�
ZLWK�WKH�9LFWLPV¶�&RGH�RI�3UDFWLFH��,Q�WKH�FDVHV�ZH�H[DPLQHG��ZH�IRXQG�QR�VSHFLILF�
UHIHUHQFH�WR�RIILFHUV�KDYLQJ�DVNHG�YLFWLPV�DERXW�WKLV�

,Q�WKH�FDVHV�RI�VWDONLQJ�DQG�KDUDVVPHQW�ZH�H[DPLQHG��WKH�DFWXDO�WDNH�XS�RI�WKH�
VHUYLFHV�RIIHUHG�E\�9LFWLP�6XSSRUW�ZDV�YHU\�ORZ��2QO\�WZR�YLFWLPV�RXW�RI����HQJDJHG�
ZLWK�WKH�VHUYLFH���

$V�ZHOO�DV�KHOS�IURP�9LFWLP�6XSSRUW��YLFWLPV�RI�VWDONLQJ�LQ�6XVVH[�FDQ�JHW�KHOS�IURP�
9HULWDV�-XVWLFH��D�VSHFLDOLVW�VWDONLQJ�VXSSRUW�VHUYLFH��9HULWDV�-XVWLFH�UHFHLYHV�IXQGLQJ�
IURP�WKH�6XVVH[�SROLFH�DQG�FULPH�FRPPLVVLRQHU�

:H�IRXQG�WKDW�WKH�SURFHVV�WKH�SROLFH�XVHG�WR�UHIHU�YLFWLPV�RI�VWDONLQJ�WR�9HULWDV�
-XVWLFH�ZDV�LQFRQVLVWHQW��9HULWDV�-XVWLFH�KDG�RQO\�UHFHLYHG�DERXW�����UHIHUUDOV�IURP�
WKH�SROLFH�LQ�WKH�\HDU�EHIRUH�RXU�LQVSHFWLRQ��GHVSLWH�WKH�����UHFRUGHG�VWDONLQJ�
RIIHQFHV�GXULQJ�WKH�VDPH�SHULRG��2I WKH����VWDONLQJ�FDVHV�ZH�H[DPLQHG��WKH�SROLFH�
KDG�RQO\�UHIHUUHG�RQH�WR�9HULWDV�-XVWLFH�

:H�ZHUH�WROG�WKDW�WKH SURFHVV�IRU�6XVVH[�3ROLFH�UHIHUULQJ�FDVHV�WR�9HULWDV�-XVWLFH�
ZDV�WKDW�WKH�LQYHVWLJDWLQJ�RIILFHU�VKRXOG�LQGLFDWH�RQ�WKH�6&$5)�WKDW�WKH�RIILFHU�KDG
WROG�WKH�YLFWLP�DERXW�WKH�VHUYLFH��DQG�WKDW�WKH�YLFWLP�KDG�FRQVHQWHG�WR�D�UHIHUUDO��
7KH�PXOWL�DJHQF\�VDIHJXDUGLQJ�KXE��0$6+��� FRYHULQJ�WKH�DUHD�ZKHUH�WKH�YLFWLP�
OLYHV�FRQVLGHUV�6&$5)V�DQG�LV�UHVSRQVLEOH�IRU�RQZDUG�UHIHUUDOV�

+RZHYHU��ZH�IRXQG�WKDW�VRPH�RI�WKH�0$6+V�LQ�WKH�IRUFH�DUHD�ZHUH�QRW�FRQVLVWHQWO\�
PDNLQJ�UHIHUUDOV��2IILFHUV�RIWHQ�PDGH�UHIHUUDOV�GLUHFWO\�E\�SKRQH�RU�HPDLO�ZLWK�OLWWOH�
FRQWURO�RU�RYHUVLJKW�

:H�QRWHG�WKDW�9HULWDV�-XVWLFH�KDG�OLPLWHG�FDSDFLW\�WR�SURYLGH�DOO�WKH�VHUYLFHV�WKDW�
WKH\�RIIHU� 7KLV�ZDV�SDUWO\�FDXVHG�E\�WKH�UDSLG�LQFUHDVH�LQ�WKH�QXPEHU�RI�VWDONLQJ�
RIIHQFHV�WKDW�WKH�IRUFH�KDG�UHFRUGHG��DQG�WKH�FRUUHVSRQGLQJ�LQFUHDVH�LQ�UHIHUUDOV�

�� :H�H[DPLQHG����FDVHV�WR�DVVHVV�WKH�WDNH�XS�RI�YLFWLP�VXSSRUW�

�� 7KH�PXOWL�DJHQF\�VDIHJXDUGLQJ�KXE�D�VLQJOH�SRLQW�RI�FRQWDFW�WR�UHSRUW�DOO�VDIHJXDUGLQJ�FRQFHUQV�

$UHD�IRU�LPSURYHPHQW

6R�WKDW�DOO�YLFWLPV�RI�VWDONLQJ�DUH�JLYHQ�WKH�RSSRUWXQLW\�WR�UHFHLYH�VSHFLDOLVW�
VXSSRUW��ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�VKRXOG�UHYLHZ�
WKH�SURFHVV�E\�ZKLFK�WKH�IRUFH�PDNHV�UHIHUUDOV��7KH�FKLHI�FRQVWDEOH�VKRXOG�ZRUN�
ZLWK�WKH�DSSURSULDWH�VHUYLFH�SURYLGHUV�DQG�WKH�SROLFH�DQG�FULPH�FRPPLVVLRQHU�WR�
HQVXUH�WKDW�WKHUH�LV�VXIILFLHQW�FDSDFLW\�IRU�WKH�IRUFH�WR�SURYLGH�WKLV�VHUYLFH�
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3RZHU�RI�VHDUFK

7KH�OHVV�VHULRXV�RIIHQFH�RI�VWDONLQJ�XQGHU�VHFWLRQ��$�RI�WKH�3URWHFWLRQ�IURP�
+DUDVVPHQW�$FW������LV�D�VXPPDU\�RQO\�RIIHQFH��PHDQLQJ�WKDW�FDVHV�FDQ�RQO\�EH�
KHDUG�LQ�WKH�PDJLVWUDWHV¶�FRXUW��7KH�ODZ�GRHV�QRW�RUGLQDULO\�DOORZ�RIILFHUV�WR�VHDUFK�
SUHPLVHV�IRU�HYLGHQFH�ZKHQ�WKH\�LQYHVWLJDWH�VXFK�RIIHQFHV�

+RZHYHU��WKH������VWDONLQJ�OHJLVODWLRQ�LQWURGXFHG�D�SURYLVLRQ�WR�DOORZ�RIILFHUV�
LQYHVWLJDWLQJ�VWDONLQJ�RIIHQFHV�XQGHU�VHFWLRQ��$ RI�WKH�3URWHFWLRQ�IURP�
+DUDVVPHQW�$FW������WR�DSSO\�WR�D�PDJLVWUDWH�IRU�D�ZDUUDQW�WR�HQWHU�DQG�VHDUFK�
SUHPLVHV�IRU�HYLGHQFH���

,Q�RXU�SUHYLRXV�WKHPDWLF�LQVSHFWLRQ��ZH�VDZ�YHU\�OLWWOH�VLJQ�RI�RIILFHUV�XVLQJ�
WKLV�SRZHU�

,Q�6XVVH[��LQ�WKH�HLJKW�FDVHV�LQ�ZKLFK�RIILFHUV�FRXOG�KDYH�XVHG�WKLV�SRZHU��WKH\�GLG�
QRW�XVH�LW�RQFH��:H�QRWHG�WKDW�WKH�IRUFH�KDG�WROG�RIILFHUV�DERXW�WKH�XVH�RI�WKLV�VHDUFK�
SRZHU��EXW�LW�VHHPV�WKDW�RIILFHUV�DUH�VWLOO�QRW�FRQVLGHULQJ�LW�VXIILFLHQWO\�

7KH�IRUFH�WROG�XV�WKDW�LQ�WKH�\HDU�EHIRUH�RXU�LQVSHFWLRQ��RIILFHUV�RQO\�PDGH�IRXU�
VHDUFKHV�XVLQJ�WKH�SRZHUV�VSHFLILFDOO\�FRQWDLQHG�ZLWKLQ�WKH�3URWHFWLRQ�IURP�
+DUDVVPHQW�$FW�������7KLV�LV�VHW�DJDLQVW�D�WRWDO�QXPEHU�RI������ VWDONLQJ�FULPHV�LQ�
ZKLFK�RIILFHUV�FRXOG�KDYH�XVHG�WKH�SRZHU�

$OWKRXJK�ZH�DUH�HQFRXUDJHG�WKDW�WKH�IRUFH�QRZ�KDV�V\VWHPV�LQ�SODFH�WR�LGHQWLI\�WKH�
QXPEHU�RI�VHDUFKHV�WKDW�RIILFHUV�KDYH�PDGH��ZH�EHOLHYH�WKDW�WKH�IRUFH�FDQ�GR�PRUH�
WR�HQFRXUDJH�JUHDWHU�DZDUHQHVV�DQG�XVH�RI�WKLV�SRZHU�

�� 6HFWLRQ��%��3URWHFWLRQ�IURP�+DUDVVPHQW�$FW������

�� 6XVVH[�3ROLFH�WROG�XV�WKDW�����VHFWLRQ��$�VWDONLQJ�RIIHQFHV�ZHUH�UHFRUGHG�E\�WKHP�EHWZHHQ�
1RYHPEHU����� DQG�2FWREHU������

7KH�YLFWLP�UHSRUWHG�WKDW�VKH�EHOLHYHG�WKDW�VKH�KDG�EHHQ�FRQWDFWHG�E\�
KHU�H[�SDUWQHU�XVLQJ�D�IDOVH�,QVWDJUDP�DFFRXQW��7KLV�ZDV�LQ�EUHDFK�RI�D�
UHVWUDLQLQJ�RUGHU��7KH�H[�SDUWQHU�KDG�D�KLVWRU\�RI�VLPLODU�EHKDYLRXU��7KH�SROLFH�
DUUHVWHG�WKH�H[�SDUWQHU�DQG�H[DPLQHG�KLV�SKRQH�EXW�IRXQG�QR�HYLGHQFH��
+RZHYHU��DV�WKHUH�ZDV�QR�FRQVLGHUDWLRQ�RI�VWDONLQJ��WKH�SROLFH�GLG�QRW�VHDUFK�WKH�
H[�SDUWQHU¶V�DGGUHVV��$V�WKH�SROLFH�KDG�QRW�JDWKHUHG�VXIILFLHQW�HYLGHQFH��QR�
IXUWKHU�DFWLRQ�ZDV�WDNHQ�
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2QOLQH�RIIHQGLQJ

6WDONLQJ�DQG�KDUDVVPHQW�DUH�FULPHV�QRWDEOH�IRU�WKH�SHUVLVWHQFH�ZLWK�ZKLFK�WKH�
SHUSHWUDWRU�FRQWDFWV��RU�RWKHUZLVH�RIIHQGV�DJDLQVW��WKH�YLFWLP��,Q�D�GLJLWDO�DJH��WKH�
HDVH�DQG�IUHTXHQF\�ZLWK�ZKLFK�RIIHQGHUV�FDQ�FRPPLW�WKHVH�FULPHV�LV�LOOXVWUDWHG�E\�
WKH�UHFHQW�ODUJH�LQFUHDVH�LQ�YROXPH�RI�WKHVH�RIIHQFHV�

2QOLQH�VWDONLQJ�RU�KDUDVVPHQW�FDQ�KDYH�D�GHYDVWDWLQJ�HIIHFW�RQ�YLFWLPV��EHFDXVH�
RIIHQFHV�FDQ�WDNH�SODFH�DQ\ZKHUH��DW�DQ\�WLPH��DQG�FDQ�WDNH�SODFH�ZKHQ�YLFWLPV�
PLJKW�RWKHUZLVH�IHHO�VDIH�LQ�WKHLU�KRPHV�

,W�LV WKHUHIRUH�LPSRUWDQW�WKDW�IRUFHV�KDYH�D�JRRG�XQGHUVWDQGLQJ�RI�WKH�SUREOHP��VR�
WKDW�WKH\�FDQ�DOLJQ�UHVRXUFHV�DQG�SURSHUO\�HTXLS�RIILFHUV�WR�UHVSRQG�WR�WKHP�

7R�PDNH�VXUH�WKHUH�LV�D�EHWWHU�XQGHUVWDQGLQJ�RI�RQOLQH�RIIHQGLQJ�RI�DOO�W\SHV��LQ������
WKH�+RPH 2IILFH�LQWURGXFHG�D�UHTXLUHPHQW�IRU�IRUFHV�WR�IODJ�F\EHU�HQDEOHG�RIIHQFHV��
7KLV�IODJ�DSSOLHV�WR�RIIHQFHV�WKDW�RIIHQGHUV�KDYH�FRPPLWWHG�LQ�IXOO�RU�LQ�SDUW�WKURXJK�D�
FRPSXWHU��FRPSXWHU�QHWZRUN�RU�FRPSXWHU�HQDEOHG�GHYLFH�

,Q�6XVVH[�ZH�IRXQG�WKDW�NQRZOHGJH�DQG�XVH RI�WKH�IODJ�ZDV�SRRU��7KH�IRUFH�KDG�
DOUHDG\�UHFRJQLVHG�WKLV�DV�D�SUREOHP��7KLV�PHDQV�WKDW�WKH�IRUFH�LV�LOO�SODFHG�WR�
XQGHUVWDQG�RQOLQH�FULPH�RI�DOO�W\SHV��LQ�WKLV�FDVH�VSHFLILFDOO\�VWDONLQJ�RU KDUDVVPHQW�

,Q�������LQ�RXU�WKHPDWLF�UHSRUW�DERXW�KDWH�FULPH��� ZH�PDGH�D�UHFRPPHQGDWLRQ�IRU�
DOO�FKLHI�FRQVWDEOHV�WR�LPSURYH�WKH�XVH�RI�WKH�F\EHU�HQDEOHG�IODJ��:H�ZLOO�FRQWLQXH�WR�
PRQLWRU�WKH�SURJUHVV�RI�6XVVH[�3ROLFH�RQ�WKLV�UHFRPPHQGDWLRQ�

:H�IRXQG�HYLGHQFH�RI�VRPH�XVH�RI�GLJLWDO�DQG�RU�FRPPXQLFDWLRQV�WHFKQRORJ\�LQ����RI�
WKH����VWDONLQJ�RU�KDUDVVPHQW�FDVHV�ZH�H[DPLQHG��([DPSOHV�LQFOXGHG�WKH�XVH�RI�
VRFLDO�PHGLD��HPDLOV��WH[WLQJ�DQG�WHOHSKRQH�FDOOV�

�� /LYLQJ�LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ� +0,&�DQG�+0&36,��
������SDJH ���

5HFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�6XVVH[�3ROLFH�GRHV�QRW�XVH�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�
HIIHFWLYHO\��DQG�WKHUHIRUH�VWDONLQJ�LQYHVWLJDWLRQV�DUH�QRW�DV�WKRURXJK�DV�WKH\�
FRXOG�EH�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�6XVVH[�3ROLFH�UHPLQGV�RIILFHUV�RI�WKH�
QHHG�WR�FRQVLGHU�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�IRU�VWDONLQJ�LQYHVWLJDWLRQV��WKDW�WKH�
IRUFH�GLS�VDPSOHV�LQYHVWLJDWLRQV�WR�HQVXUH�WKDW�RIILFHUV�DUH�FRQVLGHULQJ�WKLV��DQG�
WKDW�WKH�IRUFH�LQWURGXFHV�SHUIRUPDQFH�PHDVXUHV�WR�ILQG�RXW�LI�RIILFHUV�DUH�XVLQJ�WKH�
SRZHUV�HIIHFWLYHO\�
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,Q�DGGLWLRQ�WR�WKH����FDVHV�ZH�H[DPLQHG��ZH�DOVR�GLS�VDPSOHG�FULPHV�UHFRUGHG�
XQGHU�WKH�FDWHJRU\�RI�PDOLFLRXV�FRPPXQLFDWLRQV��� 8QGHU�WKH�0DOLFLRXV�
&RPPXQLFDWLRQV�$FW������LW�LV�DQ�RIIHQFH�WR�VHQG��GHOLYHU�RU�WUDQVPLW�D�OHWWHU��
HOHFWURQLF�FRPPXQLFDWLRQ�RU�RWKHU�DUWLFOH�IRU�WKH�SXUSRVH�RI�FDXVLQJ�GLVWUHVV�
RU�DQ[LHW\���

7KH�IRUFH�UHFRUGHG�������PDOLFLRXV�FRPPXQLFDWLRQV�FULPHV�LQ�WKH ���PRQWKV�WR����
6HSWHPEHU������

,Q�WKH�VPDOO�QXPEHU�� RI�FDVHV�ZH�H[DPLQHG��ZH�IRXQG�WKDW�RIILFHUV�VKRXOG�KDYH�
UHFRUGHG�WKHVH�FULPHV�DV�VWDONLQJ�RU�KDUDVVPHQW�DV�ZHOO�DV�PDOLFLRXV�
FRPPXQLFDWLRQV��EHFDXVH�LW�ZDV�REYLRXV�WKDW�WKHUH�KDG�EHHQ�D�µFRXUVH�RI�FRQGXFW¶��
)RU�H[DPSOH��WKHUH�KDG�EHHQ�D�VHULHV�RI�FRPPXQLFDWLRQV�UDWKHU�WKDQ�RQH�
LVRODWHG�LQFLGHQW�

%HFDXVH�WKH�IRUFH�KDG�LQFRUUHFWO\�UHFRUGHG�WKH�FULPH�MXVW�DV�PDOLFLRXV�
FRPPXQLFDWLRQV��UDWKHU�WKDQ�UHFRUGLQJ�WKH�VWDONLQJ�RU�KDUDVVPHQW�DV�ZHOO��WKH�
HQKDQFHG�VHUYLFHV�WKDW�WKH�IRUFH�FRXOG�KDYH�JLYHQ�WR�WKH�YLFWLPV��VXFK�DV�PRUH�
GHWDLOHG�ULVN�DVVHVVPHQWV�DQG�DQ�HQKDQFHG�LQYHVWLJDWLYH�UHVSRQVH��PLJKW QRW�KDYH�
EHHQ�DYDLODEOH�

,W�LV�DOVR�SRVVLEOH�WKDW�FULPHV�GHDOW�ZLWK�DV�PDOLFLRXV�FRPPXQLFDWLRQV�PD\�QRW�EH�
VXEMHFW�WR�DSSOLFDWLRQV�WR�FRXUWV�IRU�UHVWUDLQLQJ�RUGHUV�WR�EH�LPSRVHG�RQ�SHUSHWUDWRUV��
7KLV�LV�EHFDXVH�LW�PD\�EH�OHVV�REYLRXV�WKDW�WKH�EHKDYLRXU�KDV�EHHQ�UHSHDWHG�DQG�LV�
OLNHO\�WR�FRQWLQXH��DQG�WKDW�WKHUH�LV�D�FRQWLQXLQJ�QHHG�WR�SURWHFW�WKH�YLFWLP�

�� &RQWUDU\�WR�VHFWLRQ���RI�WKH�0DOLFLRXV�&RPPXQLFDWLRQV�$FW������

�� )RU�DQ�RIIHQFH�WR�EH�FRPPLWWHG�WKH�FRPPXQLFDWLRQ�PXVW�FRQYH\���L��D�PHVVDJH�ZKLFK�LV�LQGHFHQW�RU
JURVVO\�RIIHQVLYH���LL��D�WKUHDW��RU��LLL��LQIRUPDWLRQ�ZKLFK�LV�IDOVH�DQG�NQRZQ�RU�EHOLHYHG�WR�EH�IDOVH�E\�
WKH�VHQGHU�

�� :H�H[DPLQHG�IRXU�FDVHV�WKDW�KDG�EHHQ�UHFRUGHG�DV�PDOLFLRXV�FRPPXQLFDWLRQV�FULPHV�

7KH�YLFWLP�UHFHLYHG�VRPH�IORZHUV�DW�KHU�KRPH�DGGUHVV�DQG�GLG�QRW�NQRZ�ZKR�
KDG�VHQW�WKHP��6KH�WKHQ�UHFHLYHG�DQ�HPDLO�IURP�VRPHRQH�VKH�GLG�QRW�NQRZ��
7KH�YLFWLP�GLVFRYHUHG�WKDW�VRPHRQH�KDG�VHHQ�KHU�SURILOH�RQ�D�GDWLQJ�ZHEVLWH��
DQG�KDG�HPSOR\HG�D�SULYDWH�LQYHVWLJDWRU�WR�ILQG�RXW�ZKHUH�VKH�OLYHG��7KH�YLFWLP�
ZDV�QHYHU�VHHQ�LQ�SHUVRQ��DQG�WKH�SHUSHWUDWRU�ZDV�ZDUQHG�UHJDUGLQJ�KLV�
IXWXUH�EHKDYLRXU�
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:H�GLG�QRWH��DQG�ZHUH�HQFRXUDJHG�E\��WKH�UHFHQW�LQWURGXFWLRQ�RI�WKH�F\EHU�FULPH�XQLW�
WR�VXSSRUW�YLFWLPV�RI�RQOLQH�FULPH��7KH�IRUFH�QHHGV�WR�EH�DZDUH�RI�WKH�OLNHO\�
H[WUHPHO\�KLJK�GHPDQG�IRU�WKLV�VHUYLFH�DQG�WKH�OLNHO\�ULVNV�LQ�WKH�PDQDJHPHQW�RI�WKLV�
GHPDQG��7KLV�LV�EHFDXVH�RIILFHUV�XVH�D�ULVN�DVVHVVPHQW�JUDGLQJ�DV�WKH�EDVLV�IRU�
UHIHUUDO�WR�WKH�VHUYLFH��HYHQ�WKRXJK��DV�ZH KDYH�VDLG�DERYH��ZH�DUH�FRQFHUQHG�DERXW�
WKH�ODFN�RI�ULVN�DVVHVVPHQWV�LQ�QRQ�GRPHVWLF�DEXVH�FDVHV�

&ULPH�SUHYHQWLRQ�DGYLFH

$V�ZH�KDYH�VWDWHG�DERYH��ZH�KDYH�VHHQ�ZKDW�DSSHDUV�WR�EH�D�ODUJH�LQFUHDVH�LQ�
WKH�XVH�RI�GLJLWDO�PHWKRGV�E\�SHUSHWUDWRUV�ZKR�FRPPLW�RIIHQFHV�RI�ERWK�VWDONLQJ�
DQG�KDUDVVPHQW��:KHQ�YLFWLPV�UHSRUW�GLJLWDO�VWDONLQJ�RU�KDUDVVPHQW��LW�LV�YHU\�
LPSRUWDQW�WKDW�RIILFHUV�DQG�VWDII�DUH�ZHOO�LQIRUPHG�DERXW�WKH�DGYLFH�WKDW�WKH\�VKRXOG�
JLYH�WR�YLFWLPV�WR�NHHS�WKHP�VDIH�

,Q�RXU���������QDWLRQDO�LQVSHFWLRQ�RI�WKH�ZD\�WKDW�WKH�SROLFH�DQG�WKH�&36�GHDOW�ZLWK�
VWDONLQJ�DQG�KDUDVVPHQW��ZH�IRXQG�WKDW�SROLFH�RIILFHUV�DQG�VWDII�VRPHWLPHV�DGYLVHG�
YLFWLPV�WR�FKDQJH�WKHLU�SKRQH�QXPEHUV��RU�QRW�WR�FKHFN�WKHLU�)DFHERRN�DFFRXQWV��
7KLV�DGYLFH�FDQ�LQFUHDVH�WKH�ULVNV�WR�YLFWLPV�EHFDXVH�LW�PLJKW�FDXVH�SHUSHWUDWRUV�WR�
ILQG�RWKHU�ZD\V�RI�RIIHQGLQJ��IRU�H[DPSOH�E\�YLVLWLQJ�WKH�YLFWLP¶V�KRPH��,W�LV�DOVR�
SRWHQWLDOO\�XQUHDOLVWLF�

:H�PDGH�D�UHFRPPHQGDWLRQ�IRU�WKH�&ROOHJH�RI�3ROLFLQJ�LQ�WKH�QDWLRQDO�UHSRUW�DERXW�
FULPH�SUHYHQWLRQ�DGYLFH�DQG�ZH�FRQVLGHU�WKLV�IXUWKHU�LQ�3DUW�%�

,Q�6XVVH[�ZH�IRXQG�WKDW�RXW�RI�WKH����FDVHV�WKDW�LQYROYHG�WKH�XVH�RI�GLJLWDO�DQG�RU�
FRPPXQLFDWLRQV�WHFKQRORJ\��DFFRUGLQJ�WR�WKH�FULPH�UHSRUW�RIILFHUV�RQO\�JDYH�FULPH�
SUHYHQWLRQ�DGYLFH�WR�WHQ�YLFWLPV�

7KH�YLFWLP�KDG�SUHYLRXVO\�EHHQ�LQ�D�UHODWLRQVKLS�ZLWK�WKH�SHUSHWUDWRU��
+RZHYHU��WKH�SHUSHWUDWRU�KDUDVVHG�WKH�YLFWLP�WKURXJK�WH[W�PHVVDJHV�DQG�
VRFLDO�PHGLD��$OWKRXJK�UHSRUWHG�WR�SROLFH��WKH�LQFLGHQW�ZDV�UHFRUGHG�DV�D�
PDOLFLRXV�FRPPXQLFDWLRQV�RIIHQFH�E\�SROLFH��7KH�SROLFH�WROG�WKH�YLFWLP�WKDW�WKLV�
ZDV�EHFDXVH�VKH�KDG�UHVSRQGHG�WR�VRPH�RI�WKH�WH[W�PHVVDJHV��7KH�SHUSHWUDWRU�
ZDV�QHYHU�VSRNHQ�WR�DQG�WKH�LQYHVWLJDWLRQ�FORVHG�ZLWK�QR�IXUWKHU�SROLFH�DFWLRQ�

5HFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�6XVVH[�3ROLFH�LV QRW�SURSHUO\�SURWHFWLQJ�VRPH�YLFWLPV�RI�
VWDONLQJ�RU�KDUDVVPHQW�ZKR�KDYH�EHHQ�YLFWLPLVHG�RQOLQH��EHFDXVH�RIILFHUV�KDYH�
LQFRUUHFWO\�UHFRUGHG�VRPH�RI�WKHVH�FULPHV�DV PDOLFLRXV�FRPPXQLFDWLRQV�RQO\�

:H�UHFRPPHQG�WKDW�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�UHYLHZV�WKLV�W\SH�RI�
FULPH�WR�HQVXUH�WKDW�WKH�IRUFH�UHFRUGV�DQG�FODVVLILHV�WKHVH�FULPHV�FRUUHFWO\��DQG�
WUHDWV�YLFWLPV�DSSURSULDWHO\�DV�D�UHVXOW�
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:H�ZHUH�FRQFHUQHG�WR�ILQG�VRPH�H[DPSOHV�RI�RIILFHUV�JLYLQJ�SRRU�DQG�SRWHQWLDOO\�
GDQJHURXV�FULPH�SUHYHQWLRQ�DGYLFH�WR�YLFWLPV�ZKR�KDG�VXIIHUHG�IURP�RQOLQH�
KDUDVVPHQW�DQG�VWDONLQJ��IRU�H[DPSOH�E\�VXJJHVWLQJ�WKDW�YLFWLPV�SUHYHQW�WKH�RIIHQGHU�
IURP�FRQWDFWLQJ�WKHP� 6XFK�DGYLFH�QRW�RQO\�IDLOV�WR�UHFRJQLVH�WKDW�WKLV�PD\�FDXVH�WKH�
SHUSHWUDWRU�WR�ILQG�RWKHU�ZD\V�RI�RIIHQGLQJ��EXW�LW�DOVR�GRHV�QRW�DOORZ�WKH�YLFWLP�WR�
PRQLWRU�DQG�XQGHUVWDQG�WKH�QDWXUH�RI�WKH�ULVNV�WKDW�WKH\�IDFH�DQG�UHSRUW�WKHP�

$V�SDUW�RI�WKH�JXLGDQFH�6XVVH[�3ROLFH�JLYHV�WR�RIILFHUV��LW�SURYLGHV�VHYHUDO�RQOLQH�
OLQNV�WR�UHVRXUFHV�WKDW�FDQ�KHOS�RIILFHUV�WR�XQGHUVWDQG�ZKDW�DGYLFH�WKH\�VKRXOG�RIIHU�
WR�YLFWLPV�RI�RQOLQH�FULPH��

$OWKRXJK�WKLV�WUDLQLQJ�RXWOLQHV�WKH�W\SH�RI�EHKDYLRXU�YLFWLPV�PLJKW�H[SHULHQFH��LW�LV�
QRW�VXIILFLHQWO\�H[SOLFLW�DERXW�ZKDW�RIILFHUV�VKRXOG�DGYLVH�WKH�YLFWLPV�WR�GR�WR�SUHYHQW�
LW�IURP�KDSSHQLQJ DJDLQ��7KLV�PRUH�GHWDLOHG�JXLGDQFH�LV�DYDLODEOH�E\�DFFHVVLQJ�
RWKHU�ZHEVLWHV�

1DWLRQDO�VWDONLQJ�SURWRFRO

,Q�0D\�������WKH�13&&�DQG�WKH�&36�SXEOLVKHG�D�UHYLVHG�3URWRFRO�RQ�WKH�
DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�E\�WKH�1DWLRQDO�3ROLFH�
&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�6HUYLFH�

7KH�YLFWLP�DQG�SHUSHWUDWRU�ZHUH�DQ�HVWUDQJHG�FRXSOH��7KH�SHUSHWUDWRU�KDUDVVHG�
WKH�YLFWLP�WKURXJK�WH[W�PHVVDJHV�DQG�VRFLDO�PHGLD��3ROLFH�VSRNH�WR�WKH�YLFWLP�
DQG�SURYLGHG�FULPH�SUHYHQWLRQ�DGYLFH��7KH�SROLFH�WROG�WKH�YLFWLP�WR�EORFN�WKH�
H[�SDUWQHU¶V�SKRQH�DQG�DGYLVHG�KHU�WR�FKDQJH�KHU�PRELOH�QXPEHU��7KH�SROLFH�
DOVR�WROG�WKH�YLFWLP�WR�VHQG�D�WH[W�PHVVDJH�WR�WKH�SHUSHWUDWRU��WHOOLQJ�KLP�QRW�
WR�FRQWDFW�KHU�DQ\PRUH�DQG�WKDW�LI�KH�GLG��LW�ZRXOG�EH�UHSRUWHG�WR�WKH�SROLFH��
7KH�SROLFH�WRRN�QR�IXUWKHU�DFWLRQ�DJDLQVW�WKH�SHUSHWUDWRU��7KH�SROLFH�WROG�WKH�
YLFWLP�WKDW�LI�VKH�KDG�DQ\�IXUWKHU�FRQWDFW�ZLWK�WKH�SHUSHWUDWRU��WKLV�PLJKW�OLPLW�WKH�
SROLFH�UHVSRQVH�

5HFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�WKH�FULPH�SUHYHQWLRQ�DGYLFH�6XVVH[�3ROLFH�JLYHV�WR�YLFWLPV�
RI�RQOLQH�VWDONLQJ�RU�KDUDVVPHQW�GRHV�QRW�DOZD\V�PDNH�YLFWLPV�DV�VDIH�DV�WKH\�
FRXOG�EH�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�6XVVH[�3ROLFH�JLYHV�H[SOLFLW�JXLGDQFH�
WR�RIILFHUV�DQG�VWDII�DERXW�WKH�DGYLFH�WKH\�VKRXOG�RIIHU�WR�YLFWLPV�RI�RQOLQH�
VWDONLQJ�RU�KDUDVVPHQW��,Q�IXWXUH��WKH�IRUFH�VKRXOG�LQFRUSRUDWH�WKLV�LQWR�WKH�WUDLQLQJ�
RI�RIILFHUV�
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7KH�SXUSRVH�RI�WKH�SURWRFRO�LV�WR�LPSURYH�WKH�VWDQGDUG�DQG�FRQVLVWHQF\�RI�WKH�SROLFH�
DQG�&36�UHVSRQVH�WR�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW��2QH�RI�WKH�LPSRUWDQW�
UHYLVLRQV�LV�JXLGDQFH�WR�KHOS�RIILFHUV�DQG�ODZ\HUV�LQ�GLVWLQJXLVKLQJ�VWDONLQJ�
IURP�KDUDVVPHQW�

,Q�RXU�WKHPDWLF�UHSRUW��ZH�UHFRPPHQGHG�WKDW�FRPSOLDQFH�ZLWK�WKH�SURWRFRO�VKRXOG�
EH�PRQLWRUHG���

,Q�6XVVH[��ZH�ZHUH�GLVDSSRLQWHG�WR�ILQG�WKDW�VR�IDU�WKHUH�KDV�EHHQ�OLWWOH�MRLQW�
PRQLWRULQJ�RI�FRPSOLDQFH�ZLWK�WKH�SURWRFRO��:H�ZHUH�WROG�E\�WKH�SROLFH�WKDW�WKH�ORFDO�
&36�DUHD�ZDV�LQ�WKH�SURFHVV�RI�JDWKHULQJ�VRPH�LQIRUPDWLRQ�IRU�SUHVHQWDWLRQ�DW�WKH�
SDUWQHUVKLS�VWDONLQJ�DQG�KDUDVVPHQW�ZRUNLQJ�JURXS��� $OWKRXJK�WKLV�JURXS�PHHWV�WR�
GLVFXVV�YDULRXV�DVSHFWV�RI�WKH�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW��ZH�DUH�QRW�
FRQYLQFHG�WKDW�WKLV�LV�WKH�FRUUHFW�IRUXP�IRU�KROGLQJ�HLWKHU�WKH�SROLFH�RU�WKH�&36�
WR�DFFRXQW�

:H�EHOLHYH�WKDW�6XVVH[�3ROLFH�VKRXOG�FRQVLGHU�ZKHWKHU�WKH�SURFHVV�RI�PRQLWRULQJ�
FRPSOLDQFH�ZLWK�WKH�QDWLRQDO�VWDONLQJ�SURWRFRO�VKRXOG�URXWLQHO\�EH�GRQH�ZLWK�SDUWQHUV�
LQ�WKH�VDPH�ZD\�DV�IRU�RWKHU�FULPLQDO�MXVWLFH�SHUIRUPDQFH�PHDVXUHPHQWV�

*XLGDQFH��DZDUHQHVV�UDLVLQJ�DQG�WUDLQLQJ

6XVVH[�3ROLFH�KDV�DQ�DSSURSULDWH�SROLF\�RQ�VWDONLQJ�DQG�KDUDVVPHQW�WKDW�LV�HDVLO\�
DYDLODEOH�WR�RIILFHUV��:H�QRWHG�WKDW�WKH�IRUFH�KDV�UHFHQWO\�UHYLHZHG�DQG�XSGDWHG�WKLV�

:H�IRXQG�WKDW�VHQLRU�OHDGHUV�DUH�PDNLQJ�D�GHWHUPLQHG�HIIRUW�WR�HQVXUH�WKDW�DOO�
RIILFHUV�XQGHUVWDQG�WKDW�VWDONLQJ�LV�D�SULRULW\�IRU�WKH�IRUFH��7KLV�PHVVDJH�LV�EDFNHG XS�
E\�UHJXODU�FRPPXQLFDWLRQ�IURP�WKH�IRUFH�OHDG�RQ�WKH�IRUFH�LQWUDQHW�

,W�LV�DOVR�YLWDOO\�LPSRUWDQW�WKDW�RIILFHUV�DQG�VWDII�UHFHLYH�UHOHYDQW�DQG�XS�WR�GDWH�
WUDLQLQJ��VR�WKDW�RIILFHUV�FDQ�JLYH�DQ�DSSURSULDWH�DQG�FRQVLVWHQW�UHVSRQVH�WR�YLFWLPV�
RI�VWDONLQJ�DQG�KDUDVVPHQW�

�� /LYLQJ�LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ��+0,&�DQG�+0&36,��
������SDJH ���

�� :H�IRXQG�WKDW�WKLV�KDG�DOVR�EHHQ�GRFXPHQWHG�LQ�WKH�ZRUNLQJ�JURXS�PLQXWHV�

$UHD�IRU�LPSURYHPHQW

6R�WKDW�6XVVH[�3ROLFH�JLYHV�DOO�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW�DQ�HIIHFWLYH�DQG�
FRQVLVWHQW�VHUYLFH��ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�
VKRXOG�UHJXODUO\�PRQLWRU�WKH�QDWLRQDO�VWDONLQJ�SURWRFRO�WR�HQVXUH�WKDW�WKH�IRUFH�LV�
FRPSO\LQJ�ZLWK�LW��7KH�FKLHI�FRQVWDEOH�VKRXOG�FRQVLGHU�WKH�EHVW�ZD\�WR�GR�WKLV�
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7KH�&ROOHJH�RI�3ROLFLQJ�LQWURGXFHG�DQ�H�OHDUQLQJ�1DWLRQDO�&HQWUH�IRU�$SSOLHG�
/HDUQLQJ�7HFKQRORJLHV��1&$/7��SDFNDJH�LQ�������7KLV�RQOLQH�WUDLQLQJ PRGXOH�IRU�
VWDONLQJ�DQG�KDUDVVPHQW�UHPDLQV�WKH�SULPDU\�PHDQV�RI�WHDFKLQJ�RIILFHUV�DQG�VWDII�
KRZ�WR�UHFRJQLVH�DQG�GHDO�ZLWK�WKHVH�RIIHQFHV�

0RVW RI�WKH�RIILFHUV�ZH�VSRNH�WR�GXULQJ�RXU�ILHOGZRUN�KDG�GRQH�WKH�1&$/7�FRXUVH��
DOWKRXJK�PDQ\�KDG�IRUJRWWHQ�WKH�VSHFLILF�FRQWHQW��6RPH�RIILFHUV�DOVR�WROG�XV�WKDW�
WKH\�KDG�UHFHLYHG�VRPH�IRUP�RI�OHVV�VSHFLILF�WUDLQLQJ�DERXW�VWDONLQJ�DQG�KDUDVVPHQW��
IRU�H[DPSOH�DV�SDUW�RI�GRPHVWLF�DEXVH�WUDLQLQJ�

,Q�DGGLWLRQ��6XVVH[�3ROLFH¶V�OHDUQLQJ�DQG�GHYHORSPHQW�GHSDUWPHQW�KDV�GHYHORSHG�D�
VWDONLQJ�DQG�KDUDVVPHQW�WUDLQLQJ�SDFNDJH��ZKLFK�DOO�QHZ�UHFUXLWV�UHFHLYH�DV�SDUW�RI�
WKHLU�LQLWLDO�WUDLQLQJ�

,Q�SDUWQHUVKLS�ZLWK�9HULWDV�-XVWLFH��6XVVH[�3ROLFH�JDYH�VSHFLILF�VWDONLQJ�WUDLQLQJ�WR�
����RIILFHUV�DQG�VWDII�GXULQJ����������7KH�FRXUVH�ZDV�LQWHQGHG�WR�KHOS�RIILFHUV�DQG�
VWDII�WR�UHFRJQLVH�VWDONLQJ�DQG�WR�XQGHUVWDQG�WKH�SRVVLEOH�HIIHFWV�RQ�YLFWLPV�

$Q�H[DPLQDWLRQ�RI�WKH�WUDLQLQJ�UHFRUGV�LQGLFDWHG�WKDW�WKH�WUDLQLQJ�RI�RIILFHUV�LQ�
IURQWOLQH�DQG�LQYHVWLJDWLYH�UROHV�± WKH�YHU\�SHRSOH�ZKR�ZRXOG�EHQHILW�IURP�WKLV�
LQIRUPDWLRQ�± ZDV�QRW�DV�JRRG�DV�LW�FRXOG�KDYH�EHHQ��2QO\�WKUHH�RI�WKH�FDVHV�ZH�
H[DPLQHG�� ZHUH�EHLQJ�LQYHVWLJDWHG�E\�RIILFHUV�ZKR�KDG�UHFHLYHG�WKLV�WUDLQLQJ�

:H�DVNHG�6XVVH[�3ROLFH�WR�WHOO�XV�KRZ�PDQ\�RIILFHUV�KDG�UHFHLYHG�WKLV�
HQKDQFHG�WUDLQLQJ��:H�VKRZ�EHORZ�WKH�QXPEHU�RI�RIILFHUV�ZKR�UHFHLYHG�WKH�VWDONLQJ�
WUDLQLQJ�DQG�KRZ�WKLV�FRPSDUHV�ZLWK�WKH�WRWDO�QXPEHU�RI�RIILFHUV�LQ�FHUWDLQ�UROHV�

7DEOH��� 1XPEHU�RI�RIILFHUV�JLYHQ�HQKDQFHG�WUDLQLQJ�LQ�FRPSDULVRQ�ZLWK�WRWDO�RIILFHUV�LQ�UROH

5ROH 1XPEHU�LQ�
UROH

1XPEHU�
UHFHLYHG�WUDLQLQJ

3HUFHQWDJH�
UHFHLYHG�WUDLQLQJ�

,QYHVWLJDWLRQV� ��� �� ���

3UHYHQWLRQ ��� ��� ���

5HVSRQVH ��� �� ���

6DIHJXDUGLQJ�
LQYHVWLJDWLRQ�XQLW

��� �� ���

6RXUFH��6XVVH[�3ROLFH

�� :H�H[DPLQHG�D�WRWDO�RI����FDVHV�WR�VHH�LI�WKH�RIILFHUV�KDG�UHFHLYHG�WKLV�WUDLQLQJ�
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7KHUHIRUH��DOWKRXJK�LW�LV�YDOXDEOH��WKH�9HULWDV�-XVWLFH�WUDLQLQJ�SURYLVLRQ�PLJKW�
QRW�KDYH�DGHTXDWHO\�FRYHUHG�WKH�RIILFHUV�DQG�VWDII�ZKR�PRVW�QHHG�WKH�WUDLQLQJ��
$OVR��EHFDXVH�9HULWDV�-XVWLFH�VWDII�ODUJHO\�SURYLGHG�WKH�WUDLQLQJ��DQG�EHFDXVH�LW�ZDV�
GHVLJQHG�WR�UDLVH�DZDUHQHVV�RI�VWDONLQJ�DQG�WKH�ULVNV�LW�SRVHV�WR�YLFWLPV��LW�GLG�
QRW�DSSHDU�DGHTXDWHO\�WR�FRYHU�WKH�SURFHGXUDO�DVSHFWV�RI�WKH�SROLFH�UHVSRQVH��
VXFK�DV�SROLFH�UHFRUGLQJ�SUDFWLFH�RU�WKH�VSHFLILF�SRZHU�RI�VHDUFK�XQGHU�WKH�
VWDONLQJ�OHJLVODWLRQ��$V�RXU�ILQGLQJV�RQ�FULPH UHFRUGLQJ�VKRZ��WKHUH�ZRXOG�EH�EHQHILWV�
LI�WKH�IRUFH�LQFUHDVHG�RIILFHUV¶�NQRZOHGJH�RI�WKLV�VXEMHFW��7KLV�ZRXOG�DOVR�LPSURYH�WKH�
FRQVLVWHQF\�RI�FULPH UHFRUGLQJ�

7KH�IDFW�WKDW�VRPH�RIILFHUV�DQG�VWDII�KDYH�QRW�UHFHLYHG�HQKDQFHG�VWDONLQJ�WUDLQLQJ��
DQG�WKDW�WKH�WUDLQLQJ�JLYHQ�WR�VRPH�RIILFHUV�GLG�QRW�FRYHU�VRPH�LPSRUWDQW�DVSHFWV�RI�
WKH�H[SHFWHG�SROLFH�UHVSRQVH��PD\�SDUWO\�H[SODLQ�VRPH�RI�WKH�LQFRQVLVWHQW�SUDFWLFH�
ZH KDYH�IRXQG�LQ�WKLV�LQVSHFWLRQ�

3RVLWLYH SUDFWLFH�DQG�LQQRYDWLRQ

$V�ZHOO�DV�EHLQJ�LPSUHVVHG�ZLWK�WKH�SRWHQWLDO�RI�WKH�F\EHU�FULPH�XQLW��ZH�DOVR�VDZ�
VRPH�RWKHU�SUDFWLFH�ZH�WKLQN�LV�ZRUWK\�RI�QRWH�DQG�FRQVLGHUDWLRQ�E\�RWKHU�IRUFHV�

7KH�IRUFH�KDG�UHFHQWO\�LQWURGXFHG D�VWDONLQJ�µIODJ¶�RU�PDUNHU�RQ�LWV�FULPH�
PDQDJHPHQW�V\VWHP��7KLV�LV�SODFHG�DJDLQVW�WKH�YLFWLP�WR�DOHUW�RWKHU�RIILFHUV�WR�WKH�
IDFW�WKDW�WKH�YLFWLP�LV�YXOQHUDEOH�DQG�OLNHO\�WR�EH�WKH�YLFWLP�RI�UHSHDWHG�EHKDYLRXU��
7KHUH�LV�DOVR�WKH�IDFLOLW\�WR�SXW�D�IODJ�DJDLQVW�D�SHUSHWUDWRU�VR�WKDW�WKH�IRUFH�FDQ�
LGHQWLI\�UHSHDW�RIIHQGHUV�

7KH�IRUFH�KDG�DOVR�GHFLGHG�WR�SODFH�WKLV�IODJ�RQWR�SUHYLRXVO\�UHFRUGHG�VWDONLQJ�
FULPHV��ZKLFK�LV�D�SRVLWLYH�VWHS��$OWKRXJK�WKLV�V\VWHP�RI�IODJV�LV�VWLOO�QHZ��LW�FRXOG�
DOORZ�WKH�IRUFH�WR�KDYH�D�EHWWHU�XQGHUVWDQGLQJ�RI�VWDONLQJ�FULPH��,W�FRXOG��IRU�
H[DPSOH��DOORZ�WKH�IRUFH�WR�SURILOH�OLNHO\�VWDONLQJ�YLFWLPV�DQG�SHUSHWUDWRUV�DQG�WDNH�
SUHYHQWDWLYH�DFWLRQ�

7KH�IRUFH�KDV�UHFHQWO\�LQWURGXFHG�D�SROLF\�WKDW�GDLO\�PDQDJHPHQW�PHHWLQJV�VKRXOG�
GLVFXVV�VWDONLQJ�FULPHV��7KLV�VKRXOG�DOORZ�VHQLRU�OHDGHUV�WR�KDYH�PRUH�RYHUVLJKW�
RI�VWDONLQJ�FULPHV�DQG�HQVXUH�WKDW�WKH�IRUFH�GHDOV�ZLWK�WKHVH�FULPHV�DSSURSULDWHO\�
DQG�FRQVLVWHQWO\�

5HFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�WKH�6XVVH[�3ROLFH�UHVSRQVH�WR�YLFWLPV�RI�VWDONLQJ�DQG�
KDUDVVPHQW�LV�QRW�DOZD\V�DV�HIIHFWLYH DQG�FRQVLVWHQW�DV�LW�FRXOG�EH�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH�
UHYLHZV�ZKHWKHU�WKH�FXUUHQW�WUDLQLQJ�SURYLVLRQ�UHJDUGLQJ�VWDONLQJ�DQG�KDUDVVPHQW�
LV�DGHTXDWH�
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&RQFOXVLRQ

:H�DUH�JUDWHIXO�WR�WKH�SROLFH�DQG�FULPH�FRPPLVVLRQHU�IRU�DVNLQJ�XV�WR�PDNH�
WKLV�LQVSHFWLRQ��:H�VHH�JUHDW�YDOXH�LQ�ZRUNLQJ�FORVHO\�ZLWK�SROLFH�DQG�FULPH�
FRPPLVVLRQHUV�WR�JLYH�LQGHSHQGHQW�UHDVVXUDQFH�RI�WKH�HIIHFWLYHQHVV�RI�SROLFH�IRUFHV�
LQ�VSHFLILF�DUHDV�RI�WKH�SROLFH�UHVSRQVH�WR�SDUWLFXODU�FULPHV�

7KLV�LQVSHFWLRQ�KDV�DOVR�DOORZHG�XV�DQ�RSSRUWXQLW\�WR�UHYLHZ�WKH�SURJUHVV�RI�IRUFHV�
VLQFH�ZH�SXEOLVKHG�RXU�WKHPDWLF�UHSRUW�LQ�������,Q�GRLQJ�VR��ZH�KDYH�FRQVLGHUHG�
SUREOHPV�RI�QDWLRQDO�LPSRUWDQFH�DQG�PDGH�UHFRPPHQGDWLRQV�WKDW�ZH�WUXVW�WKH�
UHOHYDQW�QDWLRQDO�OHDGV�ZLOO�FRQVLGHU�FDUHIXOO\�

,Q�6XVVH[�ZH�IRXQG�WKDW�WKH�IRUFH�KDV�GRQH�PXFK�ZRUN�WR�LPSURYH�WKH�UHVSRQVH�WR�
VWDONLQJ�DQG�KDUDVVPHQW�FULPHV��7KLV�LQFOXGHV�WKH�LQWURGXFWLRQ�RI�VWDONLQJ�
DPEDVVDGRUV��WKH�XVH�RI�D�VWDONLQJ�IODJ�IRU�YLFWLPV�DQG�SHUSHWUDWRUV�DQG�LQFUHDVLQJ�
WKH�DZDUHQHVV�RI�RIILFHUV�DQG�VWDII�RI�VWDONLQJ�DQG�LWV�HIIHFWV�RQ�YLFWLPV�

7KH�PRVW�REYLRXV�UHVXOW�RI�WKLV�ZRUN�LV�WKH�LQFUHDVH�LQ�UHFRUGHG�VWDONLQJ�RIIHQFHV��
7KLV�LV�FRPPHQGDEOH�DQG�GHPRQVWUDWHV�WKDW�WKH�IRUFH�LV�QRZ�EHWWHU�DW�
UHFRJQLVLQJ�VWDONLQJ��7KH�IRUFH�KDV�DOVR�LQWURGXFHG�VHYHUDO�ZD\V�RI�ZRUNLQJ�WKDW�
VKRXOG�LPSURYH�LWV�UHVSRQVH�VWLOO�IXUWKHU��VXFK�DV�WKH�F\EHU�FULPH�XQLW�

+RZHYHU��WKH�IRUFH�VWLOO�KDV�PXFK�ZRUN�WR�GR��7KH�FRUUHFW�UHFRUGLQJ�RI�FULPH�LV�WKH�
IRXQGDWLRQ�RQ�ZKLFK�HIIHFWLYH�SROLFH�ZRUN�LV�EXLOW��:H UHDFKHG�WKLV�FRQFOXVLRQ�LQ�RXU�
WKHPDWLF�UHSRUW��DQG�WKLV�LQVSHFWLRQ�KDV�JLYHQ�PRUH�HYLGHQFH�RI�WKH�LPSRUWDQFH�RI�
JHWWLQJ�WKLQJV�ULJKW�ILUVW�WLPH�

:H�KDYH�PDGH�VRPH�UHFRPPHQGDWLRQV�IRU�WKH�FKLHI�FRQVWDEOH�RI�6XVVH[�3ROLFH��
:H�DUH�FRQILGHQW�WKDW��LI�LPSOHPHQWHG��WKH�IRUFH�ZLOO�PDNH�IXUWKHU�SURJUHVV�DQG�WKDW�
YLFWLPV�RI�VWDONLQJ�DQG�KDUDVVPHQW�LQ�WKH�6XVVH[�DUHD�ZLOO�UHFHLYH�D�FRQVLVWHQWO\�
JRRG�VHUYLFH�

:H�DUH�DOVR�FRQFHUQHG�HQRXJK�DERXW�VRPH�DVSHFWV�RI�WKH�SROLFH�UHVSRQVH�WR�
EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV�WKDW�ZH�KDYH�PDGH�QDWLRQDO�UHFRPPHQGDWLRQV�IRU�
RWKHU�RUJDQLVDWLRQV��7KLV�LV�EHFDXVH�ZH�WKLQN�WKDW�RWKHU�IRUFHV�QHHG�WR�EH�DZDUH�RI�
WKH�OLNHO\�LPSOLFDWLRQV�IRU�YLFWLPV�RI�WUHDWLQJ�WKH�EUHDFKHV�LQ�LVRODWLRQ��2IILFHUV�DQG�
VWDII�VKRXOG�XQGHUVWDQG�WKDW�WKH�EUHDFKHV�PD\�EH�IXUWKHU�HYLGHQFH�RI�VWDONLQJ�RU�
KDUDVVPHQW��RU�LQ�VRPH�FDVHV�FRHUFLYH�DQG�FRQWUROOLQJ�EHKDYLRXU�
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3DUW�%�± 7KH�SROLFH�DQG�&36�UHVSRQVH�WR�WKH������
KDUDVVPHQW�DQG�VWDONLQJ�QDWLRQDO�WKHPDWLF�
LQVSHFWLRQ�UHSRUW

,QWURGXFWLRQ

,Q����������WRJHWKHU�ZLWK�+0&36,��ZH�FDUULHG�RXW�D�WKHPDWLF�LQVSHFWLRQ�RI�WKH�ZD\�
WKDW�WKH�SROLFH�DQG�&36�GHDOW�ZLWK�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV��7KH�UHSRUW�/LYLQJ�
LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ ZDV�SXEOLVKHG�LQ�
-XO\������

:H�PDGH�VHYHUDO�LPSRUWDQW�UHFRPPHQGDWLRQV�LQ�WKH�UHSRUW�WR�YDULRXV�SHRSOH��
JRYHUQPHQW�DJHQFLHV�DQG�GHSDUWPHQWV��0RUH�WKDQ�RQH�\HDU�KDV�SDVVHG�VLQFH�ZH�
PDGH�WKH�UHFRPPHQGDWLRQV�DQG�ZH�KDYH�GHFLGHG�WKDW�LW�LV�D�JRRG�WLPH�WR�UHYLHZ�
SURJUHVV�DJDLQVW�WKHP��DV�ZHOO�DV�WR�JLYH�DQ�RYHUYLHZ�RI�FKDQJHV�LQ�UHFRUGHG�FULPH�
VLQFH������

:H�KDYH�OLVWHG�EHORZ�WKH�UHFRPPHQGDWLRQV�ZH�PDGH�LQ�RXU������UHSRUW��DORQJ�ZLWK�
DQ�XSGDWH�UHJDUGLQJ�WKH�UHVSRQVHV�WR�WKH�UHFRPPHQGDWLRQV�

:H�KDYH�D�µUHFRPPHQGDWLRQV�UHJLVWHU¶��ZKLFK�ZH�XVH�WR�PRQLWRU�WKH�UHVSRQVH�WR�
RXU�UHFRPPHQGDWLRQV��)RU�UHFRPPHQGDWLRQV�PDGH�IRU�FKLHI�FRQVWDEOHV��ZH�KDYH�D�
QHWZRUN�RI�IRUFH�OLDLVRQ�OHDGV�ZKR�DUH�UHVSRQVLEOH�IRU�LQGLYLGXDO�IRUFHV��)RUFH�OLDLVRQ�
OHDGV�ZLOO�FRQVXOW�IRUFHV�WR�VHH�LI�WKH�IRUFHV�KDYH�LPSOHPHQWHG�WKH�UHFRPPHQGDWLRQV�
DQG�LI�QRW��ZK\�QRW��,Q�VRPH�FDVHV��WKH�IRUFH�OLDLVRQ�OHDGV�ZLOO�WHVW�ZKHWKHU�WKH�
IRUFHV�KDYH�LPSOHPHQWHG�WKH�UHFRPPHQGDWLRQV�E\�DWWHQGLQJ�PHHWLQJV�DQG�VSHDNLQJ�
WR�RIILFHUV��:H�FDOO�WKLV�µUHDOLW\�WHVWLQJ¶�

$V�SDUW�RI�RXU�FRQWLQXLQJ�UHVSRQVLELOLW\�WR�SURPRWH�LPSURYHPHQWV�LQ�SROLFLQJ��ZH�DOVR�
PDLQWDLQ�UHODWLRQVKLSV�ZLWK�LPSRUWDQW�LQWHUHVWHG�SDUWLHV�DQG�DWWHQG�QDWLRQDO�PHHWLQJV�
DERXW�VWDONLQJ�DQG�KDUDVVPHQW��:H�KDYH�REWDLQHG�VRPH�RI�WKH�XSGDWHV�DERXW�RXU�
UHFRPPHQGDWLRQV�WKURXJK�WKHVH�HQJDJHPHQWV�

:H�KDYH�DOVR�XVHG�LQIRUPDWLRQ�JDLQHG�IURP�RXU�6XVVH[�LQVSHFWLRQ�WR�VKRZ�KRZ�WKH�
UHFRPPHQGDWLRQV�ZH�PDGH�KDYH�EHHQ�SXW�LQWR�SUDFWLFH�

,Q�-DQXDU\�������'HSXW\�&KLHI�&RQVWDEOH�3DXO�0LOOV�RI�:LOWVKLUH�3ROLFH�EHFDPH�WKH�
QDWLRQDO�SROLFLQJ�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW��6LQFH�WKHQ��WKHUH�KDV�EHHQ�D�
VKLIW�LQ�WKH�SDFH�RI�SURJUHVV��LQFOXGLQJ�DJDLQVW�RXU�RULJLQDO�UHFRPPHQGDWLRQV��
:RUN�KDV�LQFOXGHG�

x WKH�SURYLVLRQ�RI�D�GHGLFDWHG�VWDII�RIILFHU�WR�KHOS�EULQJ�VXVWDLQHG�IRFXV�DQG�
GULYH�LPSURYHPHQWV�

Page 101

Agenda Item 9
Appendix 1



��

x WKH�LQWURGXFWLRQ�RI�D�TXDUWHUO\�QDWLRQDO�ZRUNLQJ�JURXS��ZHOO�DWWHQGHG�
E\�SDUWQHUV�

x D�TXDUWHUO\�PHHWLQJ�ZLWK�WKH�1DWLRQDO�6WDONLQJ�+HOSOLQH�DQG�$GYRFDF\�6HUYLFH�
DLPHG�DW�LGHQWLI\LQJ�DQG�UHVROYLQJ�FRPPRQ�SUREOHPV�IDFHG�E\�YLFWLPV�DQG�WKH�
RUJDQLVDWLRQV�WKDW�UHSUHVHQW�WKHP�

x WKH�GHYHORSPHQW�DQG�LQWURGXFWLRQ�RI�WKH�1DWLRQDO�6WDONLQJ�DQG�
+DUDVVPHQW�,PSURYHPHQW�3ODQ�����±������OLQNHG�WR�WKH�1DWLRQDO�
9XOQHUDELOLW\�$FWLRQ�3ODQ�

x D�QDWLRQDO�SROLFH�DQG�&36�VWDONLQJ�DQG�KDUDVVPHQW�FRQIHUHQFH�LQ�-DQXDU\�
������WKLV�ZDV�HVSHFLDOO\�IRU�IRUFH�632&V�DQG�ZDV�DOVR�DWWHQGHG�E\�D�ZLGH�
UDQJH�RI�SDUWQHUV���DQG

x WKH�LQWURGXFWLRQ�RI�QDWLRQDO�ZRUNLQJ�JURXSV�WR�UHYLVH�SROLFH�JXLGDQFH�

:H�KDYH�DOVR�LQFOXGHG�H[DPSOHV�RI�RWKHU�ZRUN�OHG�E\�WKH�13&&�OHDG�DJDLQVW�
VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH�UHOHYDQW�VHFWLRQV�EHORZ�

:H DUH�YHU\�SOHDVHG�ZLWK�WKH�SURJUHVV�WKDW�KDV�EHHQ�PDGH��+RZHYHU��WKLV�UHYLHZ�
KDV�KLJKOLJKWHG�WKDW�PRUH�ZRUN�QHHGV�WR�EH�GRQH��DQG�LQ�VRPH�FDVHV�XUJHQW�ZRUN��
:H�KDYH�KLJKOLJKWHG�EHORZ�ZKHUH�ZH�KDYH�FRQFHUQV�DQG�KDYH�PDGH�VRPH�
DGGLWLRQDO�UHFRPPHQGDWLRQV�WR�LPSURYH�WKH�SROLFH�UHVSRQVH�

7R�QRWH��2Q���$SULO�������DIWHU�WKH�LQVSHFWLRQ�ZDV�FRPSOHWHG��WKH�&ROOHJH�RI�3ROLFLQJ�
DQG�13&&�OHDG�ZURWH�MRLQWO\�WR�FKLHI�FRQVWDEOHV��7KH�OHWWHU�LQWURGXFHG�QHZ�DGYLFH�
SURGXFWV�IRU�ILUVW�UHVSRQGHUV�DQG�FDOO�KDQGOHUV��UHFRPPHQGHG WKDW�IRUFHV�DGRSW�
D�FRPPRQ�GHVFULSWLRQ�RI�VWDONLQJ��DQG�DVNHG�FKLHI�FRQVWDEOHV�WR�UHPRYH�SROLFH�
LQIRUPDWLRQ�QRWLFHV�IURP�XVH��SHQGLQJ�D�UHYLHZ�RI�WKH�LPSDFW�RI�WKLV�LQ�RQH�
\HDU¶V�WLPH�

:KLOH�WKH�WLPLQJ RI�WKHVH�FKDQJHV PHDQV WKH\ DUH QRW�UHIOHFWHG�LQ�WKLV�UHSRUW�± DQG�LW�
LV�WRR�HDUO\�WR�DVVHVV�WKH�VXFFHVV�RI�WKHVH�PHDVXUHV�± ZH�ZHOFRPH�WKLV�VLJQLILFDQW�
VWHS�IRUZDUG��DQG�ZLOO�FRQVLGHU�KRZ�WR�LQVSHFW�RQ�LWV�LPSDFW�LQ�WKH�IXWXUH�

&KDQJHV�LQ�UHFRUGHG�FULPH

:H�KDYH�GHWDLOHG�DERYH�RQ�SDJH �� �ILJXUH����WKH�ODWHVW�UHFRUGHG�FULPH�GDWD�IRU�ERWK
VWDONLQJ�DQG�KDUDVVPHQW��7KLV�VKRZV�WKDW�WKHVH�FULPHV�KDYH�LQFUHDVHG�VLJQLILFDQWO\�
RYHU�UHFHQW�\HDUV��7KLV�PDNHV�LW�HYHQ�PRUH�LPSRUWDQW�WKDW�IRUFHV�DFW�RQ�WKH�
UHFRPPHQGDWLRQV�IURP�RXU������QDWLRQDO�WKHPDWLF�UHSRUW�
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)XUWKHU�UHFRPPHQGDWLRQV

%HFDXVH�RI�WKLV�UHYLHZ�RI�SURJUHVV�PDGH�DJDLQVW�RXU������QDWLRQDO�WKHPDWLF�UHSRUW�
UHFRPPHQGDWLRQV��ZH�KDYH�PDGH�VHYHUDO�IXUWKHU�UHFRPPHQGDWLRQV��WR�PDNH�VXUH�
WKDW�LPSURYHPHQWV�FRQWLQXH�WR�EH�PDGH�DQG�YLFWLPV�DUH�PDGH�VDIHU�

&DXVH�RI�FRQFHUQ

:H�UHPDLQ�FRQFHUQHG�WKDW�WKHUH�LV�QR�VLQJOH�GHILQLWLRQ�RI�VWDONLQJ�WKDW�DOO�SROLFH�
IRUFHV�DQG�JRYHUQPHQW�GHSDUWPHQWV�KDYH�DGRSWHG��$V�D�UHVXOW��SROLFH�IRUFHV�DUH�
QRW�FRQVLVWHQWO\�LGHQWLI\LQJ�VWDONLQJ��DQG�DUH�QRW�SURWHFWLQJ�YLFWLPV�DV�D�UHVXOW��

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�VL[�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�UHYLHZV�ZKHWKHU�DOO�SROLFH�IRUFHV�VKRXOG�DGRSW�RQH�VLQJOH�GHILQLWLRQ�RI�
VWDONLQJ��DQG�WKDW�WKH�+RPH�2IILFH�ZRUNV�ZLWK�WKH�13&&�OHDG�DQG�SDUWQHUV�
QDWLRQDOO\�WR�UHYLHZ�ZKHWKHU�D�FURVV�JRYHUQPHQW�GHILQLWLRQ�RI�VWDONLQJ�FRXOG�DQG�
VKRXOG�EH�DGRSWHG�

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�IRUFHV�KDYH�QRW�SURSHUO\�LPSOHPHQWHG�WKH�FKDQJHV�PDGH�
WR�WKH�+RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH��DV�WKH\�UHODWH�WR�
PDOLFLRXV�FRPPXQLFDWLRQ�RIIHQFHV��VWDONLQJ�RU�KDUDVVPHQW��,W�LV�SRVVLEOH�WKDW�
IRUFHV�PLJKW�QRW�EH�SURSHUO\�DVVHVVLQJ�WKH�ULVNV�WR�YLFWLPV�DQG�WKH�OLNHOLKRRG�RI�
UHSHDW�RIIHQGLQJ�

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�ZULWHV�WR�FKLHI�FRQVWDEOHV�WR�UHLQIRUFH�WKH�LPSRUWDQFH�RI�PDNLQJ�
VXUH�WKDW�FULPHV�ZKLFK�IRUFHV�DUH�UHFRUGLQJ�DV�PDOLFLRXV�FRPPXQLFDWLRQV�DUH�
SURSHUO\�DVVHVVHG��WR�VHH�LI�IRUFHV�VKRXOG�DOVR�EH�UHFRUGLQJ�WKHP�DV�VWDONLQJ�
RU�KDUDVVPHQW�
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&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�IRUFHV�DUH�QRW�SURWHFWLQJ�YLFWLPV�RI�KDUDVVPHQW�DV�ZHOO�DV�
WKH\�FRXOG��EHFDXVH�WKH\�DUH�QRW�XVLQJ�LQMXQFWLRQV�WR�SUHYHQW�QXLVDQFH�DQG�
DQQR\DQFH�FRQVLVWHQWO\��

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�VL[�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�
UHYLHZV�WKH�XVH�RI�LQMXQFWLRQV�WR�SUHYHQW�QXLVDQFH�DQG�DQQR\DQFH�WR�SURWHFW�
KDUDVVPHQW�YLFWLPV��)ROORZLQJ�WKLV�UHYLHZ��LI�QHFHVVDU\�WKH�13&&�OHDG�VKRXOG�
ZULWH�WR�FKLHI�FRQVWDEOHV�WR�HQVXUH�WKDW�IRUFHV�URXWLQHO\�FRQVLGHU�VXFK�SRZHUV�
ZKHQ�GHDOLQJ�ZLWK�YLFWLPV�RI�KDUDVVPHQW�

&DXVH�RI�FRQFHUQ

:H�DUH�FRQFHUQHG�WKDW�SROLFH�IRUFHV�GR�QRW�XVH�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�
HIIHFWLYHO\��DQG�WKHUHIRUH�VWDONLQJ�LQYHVWLJDWLRQV�DUH�QRW�DV�WKRURXJK�DV�WKH\�
FRXOG�EH�

5HFRPPHQGDWLRQ

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�UHPLQGV�FKLHI�FRQVWDEOHV�RI�WKH�QHHG�WR�HQVXUH�WKDW�

x RIILFHUV�DUH�DZDUH�RI�WKH�SRZHUV�RI�HQWU\�DQG�VHDUFK�IRU�VWDONLQJ��DQG�XVH�
WKHP�DSSURSULDWHO\��DQG

x IRUFHV�FRPSLOH�DGHTXDWH�UHFRUGV�RI�WKHVH�VHDUFKHV�IRU�DXGLW�DQG�
FRPSOLDQFH�SXUSRVHV�

$UHD�IRU�LPSURYHPHQW

:LWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�VKRXOG�UHPLQG�
FKLHI�FRQVWDEOHV�WKDW�WKH\�VKRXOG�UHJXODUO\�PRQLWRU�FRPSOLDQFH�ZLWK�WKH�QDWLRQDO�
VWDONLQJ�SURWRFRO��DQG�HQVXUH�WKDW�VXLWDEOH�JRYHUQDQFH�DUUDQJHPHQWV�DUH�LQ�SODFH�
IRU�WKHP�WR�GR�VR�
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5HFRPPHQGDWLRQV�IURP�WKH������WKHPDWLF�UHSRUW

:H�KDYH�OLVWHG�EHORZ�WKH�UHFRPPHQGDWLRQV�IURP�RXU�WKHPDWLF�UHSRUW�DQG�JLYHQ�DQ�
XSGDWH�RQ�SURJUHVV��:H�KDYH�DOVR�UHYLHZHG�ZKHWKHU�PRUH�FDQ�EH�GRQH�WR�PDNH�
VXUH�WKDW�YLFWLPV�RI ERWK VWDONLQJ�DQG�KDUDVVPHQW�UHFHLYH�WKH�EHVW�SRVVLEOH�VHUYLFH��

5HFRPPHQGDWLRQ

7KH�+RPH�2IILFH�VKRXOG�XQGHUWDNH�D�UHYLHZ�RI�WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�
�����ZLWK�SDUWLFXODU�UHIHUHQFH�WR�

x LQFOXGLQJ�D�SURYLVLRQ�IRU�KDUDVVPHQW�FDXVLQJ�VHULRXV�GLVWUHVV�WR�EULQJ�WKLV�LQWR�
OLQH�ZLWK�WKH�VWDONLQJ�SURYLVLRQV��DQG

x GHILQLQJ�VWDONLQJ�PRUH�FOHDUO\�

$IWHU�ZH�SXEOLVKHG�RXU�UHSRUW��ZH�HQJDJHG�ZLWK�WKH�UHOHYDQW�VWDONLQJ�DQG�KDUDVVPHQW�
OHDGV�LQ�WKH�+RPH�2IILFH��7KH\�WROG�XV�WKDW�WKH�+RPH�2IILFH�GLG�QRW�LQWHQG�WR�UHYLHZ�
WKH�3URWHFWLRQ�IURP�+DUDVVPHQW�$FW�EHFDXVH�WKH\�GLG�QRW�FRQVLGHU�WKDW�WKHUH�ZDV�
VXIILFLHQW�QHHG�WR�GR�WKLV�

5HJDUGLQJ�WKH�QHHG�WR�GHILQH�VWDONLQJ�PRUH�FOHDUO\��WKLV�LQVSHFWLRQ�KDV�VKRZQ�
WKDW�SROLFH�RIILFHUV�DUH�VWLOO�YHU\�XQFHUWDLQ�DERXW�WKH�GLIIHUHQFH�EHWZHHQ�VWDONLQJ�
DQG�KDUDVVPHQW��DQG�WKH�GLIIHUHQFHV�EHWZHHQ�WKH�VWDONLQJ�RIIHQFHV�WKHPVHOYHV��
7KH�DFFXUDWH�LGHQWLILFDWLRQ�RI�VWDONLQJ�DW�WKH�ILUVW�SRVVLEOH�RSSRUWXQLW\�LV�RI SDUDPRXQW�
LPSRUWDQFH�WR�WKH�VXEVHTXHQW�UHVSRQVH�

6XVVH[�3ROLFH�KDV�VHHQ�D�YHU\�ODUJH�SHUFHQWDJH�LQFUHDVH�LQ�WKH�RYHUDOO�QXPEHU�RI�
VWDONLQJ�RIIHQFHV�LW�KDV�UHFRUGHG��DQG�KDV�GHYRWHG�WLPH�DQG�UHVRXUFHV�WR�KHOSLQJ�
RIILFHUV�WR�XQGHUVWDQG�ZKDW�VWDONLQJ�LV�DQG�KRZ�WR�UHFRJQLVH�LW��+RZHYHU��LI�WKHUH�LV�
VWLOO�D�UHFXUULQJ�DQG�SHUVLVWHQW�FRQIXVLRQ�ZLWK�WKH�DFFXUDWH�LGHQWLILFDWLRQ�RI�VWDONLQJ��
WKHQ�WKLV�DJDLQ�WHOOV�XV�WKDW�WKH�SUREOHP�LV�PRUH�IXQGDPHQWDO��DQG�WKH�VROXWLRQ�
UHTXLUHV�PRUH�WKRXJKW�

7KHUH�LV�VWLOO�QR�RQH�VLQJOH�GHILQLWLRQ�RI�VWDONLQJ�ZKLFK�DOO�JRYHUQPHQW�GHSDUWPHQWV�
DQG�SROLFH�IRUFHV�KDYH�DGRSWHG��,Q�FRQWUDVW��D�FURVV�JRYHUQPHQW�GHILQLWLRQ�RI�
GRPHVWLF�DEXVH�KDV�H[LVWHG�IRU�VHYHUDO�\HDUV��DQG�WKH�JRYHUQPHQW�KDV�UHFHQWO\�VDLG�
WKDW�LW�LQWHQGV�WR�OHJLVODWH�IRU D�VWDWXWRU\�GHILQLWLRQ��$�FRQVLVWHQW�DQG�QDWLRQDO�
GHILQLWLRQ�RI�VWDONLQJ�ZRXOG�

x KHOS RIILFHUV�WR�LGHQWLI\�VWDONLQJ�LQ�WKH�ILUVW�SODFH�

x KHOS�RIILFHUV�WR�IRUP�FRPPRQ�JURXQG�ZLWK�WKH�&36�ZKHQ�VHHNLQJ
FKDUJLQJ�DGYLFH�

x KHOS�&36�ODZ\HUV�WR�JLYH�FRQVLVWHQW�FKDUJLQJ�DGYLFH��DQG
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x KHOS�SUREDWLRQ�VHUYLFH�RIILFHUV��DQG�RWKHUV�LQYROYHG�LQ�WKH�UHKDELOLWDWLRQ�RI�
RIIHQGHUV��WR�XQGHUVWDQG�VWDONLQJ�DQG�WKH�ULVNV�WKDW�WKLV�IRUP�RI�RIIHQGLQJ�
SRVHV�WR�YLFWLPV�

:H�KDYH�EHHQ�WROG�WKDW�WKH�UHDVRQ�WKDW�VWDONLQJ�ZDV�QRW�VSHFLILFDOO\�GHILQHG�LQ�
ODZ�ZDV�WR�DYRLG�LQDGYHUWHQWO\�H[FOXGLQJ�FHUWDLQ�EHKDYLRXUV�IURP�EHLQJ�WUHDWHG�
DV�VWDONLQJ��+RZHYHU��JLYHQ�WKH�FRQWLQXLQJ�LQFRQVLVWHQFLHV�LQ�XQGHUVWDQGLQJ�DQG�
FDWHJRULVLQJ�VWDONLQJ��ZH�EHOLHYH�WKHUH�LV�VWLOO�PHULW�LQ�LQWURGXFLQJ�D�FRPPRQ�GHILQLWLRQ�
WKURXJKRXW�SROLFLQJ�DQG�JRYHUQPHQW�

2Q���$SULO�������WKH�&ROOHJH�RI�3ROLFLQJ�DQG�13&&�OHDG�ZURWH�MRLQWO\�WR�FKLHI�
FRQVWDEOHV�DVNLQJ�WKHP�WR�DGRSW�D�FRPPRQ�GHVFULSWLRQ�RI�VWDONLQJ�

:H�DUH�DOVR�DZDUH�WKDW�WKH�+RPH�2IILFH�ZLOO�EH�ZRUNLQJ�ZLWK�SDUWQHUV�WR�GHYHORS�
VWDWXWRU\�JXLGDQFH�RQ�VWDONLQJ�SURWHFWLRQ�RUGHUV�WR�LQFUHDVH�SROLFH�XQGHUVWDQGLQJ�RI�
VWDONLQJ��ZKDW�VWDONLQJ�EHKDYLRXU�LQYROYHV��DQG�KRZ�LW�GLIIHUV�IURP�KDUDVVPHQW��
+RZHYHU��LQ�RXU�YLHZ��RQ�LWV�RZQ�WKLV�ZLOO�EH�XQOLNHO\�WR�OHDG�WR�FKDQJHV�LQ�
RSHUDWLRQDO�SUDFWLFH�

5HFRPPHQGDWLRQ

7KH�+RPH�2IILFH�VKRXOG�HQVXUH�EHWWHU�UHFRUGLQJ�SUDFWLFHV�IRU�KDUDVVPHQW�DQG�
VWDONLQJ�FULPHV��E\�FKDQJLQJ�WKH�+RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�UHFRUGHG�FULPH�
VR�WKDW�KDUDVVPHQW�FULPHV�DUH�UHFRUGHG�LQ SUHIHUHQFH�WR�DQ\�RWKHU�FULPHV��LQ�
SDUWLFXODU�PDOLFLRXV�FRPPXQLFDWLRQV��ZKHUH�LW�LV�REYLRXV�WKDW�WKHUH�KDV�EHHQ�D�
µFRXUVH�RI�FRQGXFW¶�

:H�DUH�SOHDVHG�WKDW�IROORZLQJ�WKLV�UHFRPPHQGDWLRQ��WKH�+RPH�2IILFH�FKDQJHG�WKH�
+RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH�

1HZ�UHFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�WKHUH�LV�QR�VLQJOH�GHILQLWLRQ�RI�VWDONLQJ�WKDW�DOO�SROLFH�IRUFHV�
DQG�JRYHUQPHQW�GHSDUWPHQWV�KDYH�DGRSWHG��$V�D�UHVXOW��SROLFH�IRUFHV�DUH�QRW�
FRQVLVWHQWO\�LGHQWLI\LQJ�VWDONLQJ�DQG�DUH�QRW�SURWHFWLQJ�YLFWLPV��

:H�UHFRPPHQG�WKDW�ZLWKLQ�VL[�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�
UHYLHZV�ZKHWKHU�DOO�SROLFH�IRUFHV�VKRXOG�DGRSW�RQH�VLQJOH�GHILQLWLRQ�RI�VWDONLQJ��
DQG�WKDW�WKH�+RPH�2IILFH�ZRUNV�ZLWK�WKH�13&&�OHDG�DQG�SDUWQHUV�QDWLRQDOO\�
WR�UHYLHZ�ZKHWKHU�D�FURVV�JRYHUQPHQW�GHILQLWLRQ RI�VWDONLQJ�FRXOG�DQG�VKRXOG�
EH�DGRSWHG�
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2XU�DQDO\VLV�VKRZV�WKDW�LQ�(QJODQG�DQG�:DOHV��PDOLFLRXV�FRPPXQLFDWLRQV�FULPHV�
ZHUH����SHUFHQW�KLJKHU�LQ�WKH�VL[�PRQWKV�� WR����6HSWHPEHU������WKDQ�LQ�WKH�VL[
PRQWKV�WR����6HSWHPEHU������

7KH�ODUJH�LQFUHDVH�LQ�PDOLFLRXV�FRPPXQLFDWLRQ�FULPHV�LV�PRVW�OLNHO\�WR�EH�WKH�UHVXOW�
RI�WKH�LQWURGXFWLRQ�RI�WKH�PDOLFLRXV�FRPPXQLFDWLRQV�FULPH�UHFRUGLQJ�FDWHJRU\��ZKLFK�
LQFOXGHV�RIIHQFHV�WKDW�PD\�KDYH�SUHYLRXVO\�EHHQ�FODVVLILHG�XQGHU�WKH�JHQHUDO�
KDUDVVPHQW�RIIHQFH�FDWHJRU\��,W�FRXOG�DOVR�EH�H[SODLQHG�E\�WKH�LQFUHDVHG�XVH�RI�
GLJLWDO�PHDQV�WR�FRPPLW�FULPHV�

2XU�DQDO\VLV�DOVR�VKRZV�WKDW�KDUDVVPHQW�FULPHV�KDYH�GHFOLQHG�RYHU�WKH�VDPH�
SHULRG��EXW�UHFRUGHG�VWDONLQJ�FULPH�KDV�LQFUHDVHG��,W�LV�SRVVLEOH�WKDW�VRPH�
FULPHV�SUHYLRXVO\�UHFRUGHG�DV�KDUDVVPHQW�DUH�QRZ�UHFRUGHG�DV�HLWKHU�VWDONLQJ�RU�
PDOLFLRXV�FRPPXQLFDWLRQV��,I�LW�LV�WKH�IRUPHU��WKHQ�WKLV�LV�SRVLWLYH�EHFDXVH�LW�VKRZV�
WKDW�RIILFHUV�DUH�EHWWHU�DW�GLVWLQJXLVKLQJ�EHWZHHQ�VWDONLQJ�DQG�KDUDVVPHQW�

,Q�RXU�6XVVH[�LQVSHFWLRQ��ZH�GLS�VDPSOHG�VHYHUDO�FDVHV�RI�FULPHV�WKDW�WKH�IRUFH�KDG�
UHFRUGHG�DV�PDOLFLRXV�FRPPXQLFDWLRQV��� :H�IRXQG�WKDW�LQ�WKH�VPDOO�QXPEHU�RI�
FDVHV�ZH�H[DPLQHG��RIILFHUV�VKRXOG�DOVR�KDYH�UHFRUGHG�WKH�FULPHV�DV�VWDONLQJ�RU�
KDUDVVPHQW�EHFDXVH�WKHUH�KDG�EHHQ�D�FRXUVH�RI�FRQGXFW�LQ�WKH�ZD\�WKDW�WKH�
RIIHQGHU�EHKDYHG�

:H�PDGH�WKH�DERYH�UHFRPPHQGDWLRQ�EHFDXVH�ZH�EHOLHYHG�WKDW�SROLFH�IRUFHV�DUH�
OLNHO\�WR�WUHDW�FULPHV�VXFK�DV�PDOLFLRXV�FRPPXQLFDWLRQ�LQ�LVRODWLRQ��DQG�GR�QRW�
FRQVLGHU�WKH�IXOO�QDWXUH�RI�WKH�SUHYLRXV�RIIHQGLQJ��:H�EHOLHYHG�WKDW�LW�ZDV�SRVVLEOH�
WKDW�SROLFH�IRUFHV�ZRXOG��WKHUHIRUH��QRW�SURSHUO\�FRQVLGHU�WKH�IXOO�QDWXUH�RI�WKH�ULVNV�WR�
WKH�YLFWLP��DQG�WKH�OLNHOLKRRG�WKDW�WKH�RIIHQGHU�ZRXOG�UHSHDW�WKH�EHKDYLRXU�

$OWKRXJK�WKH�QXPEHU�RI�FDVHV�ZH�H[DPLQHG�LQ�6XVVH[�ZDV�VPDOO��ZH�EHOLHYH�WKDW�
WKH�SUREOHP�LV�OLNHO\�WR�EH�RQH�WKDW�VWLOO�H[LVWV�LQ�RWKHU�IRUFHV��,Q�D�GLJLWDO�DJH�ZH�FDQ�
H[SHFW�WKLV�W\SH�RI�RIIHQGLQJ�WR�LQFUHDVH��VR�ZH�EHOLHYH�WKDW�WKH�13&&�OHDG�IRU�
VWDONLQJ�DQG�KDUDVVPHQW�VKRXOG�WDNH�IXUWKHU�DFWLRQ�

�� 7KH�GDWD�LV�FXUUHQWO\�WRR�QHZ�WR�HQDEOH�D����PRQWK�FRPSDULVRQ�

�� 8QGHU�VHFWLRQ���RI�WKH�0DOLFLRXV�&RPPXQLFDWLRQV�$FW������
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5HFRPPHQGDWLRQ

7KH�+RPH�2IILFH�VKRXOG�LQWURGXFH�SURWHFWLRQ�RUGHUV�IRU�KDUDVVPHQW�FULPHV�WR�FORVH�
D�JDS�LQ�WKH�FXUUHQW��DQG�SURSRVHG��SURYLVLRQ�RI�RUGHUV�

$W�WKH�WLPH�RI�PDNLQJ�WKLV�UHFRPPHQGDWLRQ��WKH�JRYHUQPHQW�KDG�DQQRXQFHG�LWV�
LQWHQWLRQ�WR�LQWURGXFH�632V��,W�ZDV�IHOW�E\�D�IHZ�QDWLRQDO�SDUWQHUV�WKDW�WR�LQWURGXFH�D�
KDUDVVPHQW�SURWHFWLRQ�RUGHU�ZRXOG�GLOXWH�WKH�ZRUN�WKDW�KDG�DOUHDG\�EHHQ�GRQH�WR�
LQWURGXFH�632V��,W�LV�QRZ�OLNHO\�WKDW�WKH�JRYHUQPHQW�ZLOO�LQWURGXFH�632V DW�VRPH�
SRLQW�ODWHU�WKLV�\HDU�

+RZHYHU��GXULQJ�RXU�RULJLQDO�LQVSHFWLRQ�DQG�LQ�VXEVHTXHQW�LQVSHFWLRQV�VLQFH�WKHQ��IRU�
H[DPSOH�WKH�LQVSHFWLRQ�RI�KDWH�FULPH�� DQG�WKLV�6XVVH[�LQVSHFWLRQ��ZH�IRXQG�
H[DPSOHV RI�YLFWLPV�ZKR�KDG�EHHQ�KDUDVVHG�LQ�D�FRQFHUWHG�DQG�VXVWDLQHG�ZD\�ZLWK�
YHU\�VHULRXV�FRQVHTXHQFHV��ZLWK�OLWWOH�FRQVLGHUDWLRQ�IURP�WKH�SROLFH�RI�PHDVXUHV�WR�
SURWHFW�WKHP�

�� 8QGHUVWDQGLQJ�WKH�GLIIHUHQFH��WKH�LQLWLDO�SROLFH�UHVSRQVH�WR�KDWH�FULPH� +0,&)56� �����

1HZ�UHFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�IRUFHV�KDYH�QRW�SURSHUO\�LPSOHPHQWHG�WKH�FKDQJHV�
PDGH�WR�WKH�+RPH�2IILFH�&RXQWLQJ�5XOHV�IRU�5HFRUGHG�&ULPH ZKHUH�WKHVH�
UHODWH�WR�PDOLFLRXV�FRPPXQLFDWLRQ�RIIHQFHV��VWDONLQJ�RU�KDUDVVPHQW��,W�LV�SRVVLEOH�
WKDW�IRUFHV�DUH�QRW�SURSHUO\�DVVHVVLQJ�ULVNV�WR�YLFWLPV�DQG�WKH�OLNHOLKRRG�RI�
UHSHDW�RIIHQGLQJ�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�ZULWHV�WR�FKLHI�FRQVWDEOHV�WR�UHLQIRUFH�WKH�LPSRUWDQFH�RI�HQVXULQJ�
WKDW�FULPHV�ZKLFK�SROLFH�IRUFHV�DUH�UHFRUGLQJ�DV�PDOLFLRXV�FRPPXQLFDWLRQV�
DUH�SURSHUO\�DVVHVVHG�WR�VHH�LI�IRUFHV�VKRXOG�DOVR�EH�UHFRUGLQJ�WKHP�DV�VWDONLQJ�
RU�KDUDVVPHQW�

7KH�YLFWLP�KDG�EHHQ�VXEMHFW�WR�UDFLDO�DEXVH�DQG�WKUHDWV�IURP�D�QHLJKERXU�
VLQFH�������7KH�YLFWLP�KDG�VHDOHG�XS�KLV�OHWWHU�ER[�EHFDXVH�KH�KDG�D�VWURQJ�IHDU�
WKDW�WKH�RIIHQGHU�ZDV�JRLQJ�WR�SXW�VRPHWKLQJ�GDQJHURXV�WKURXJK�LW��7KH�SROLFH�GLG�
QRW�SD\�VXIILFLHQW�DWWHQWLRQ�WR�WKH�SUHYLRXV�LQFLGHQWV��,W�WRRN�SROLFH�WKUHH�PRQWKV�WR�
WDNH�WKH�YLFWLP¶V�VWDWHPHQW��DQG�WKH\�GLG�WKLV�RYHU�WKH�WHOHSKRQH��'XULQJ�WKLV�WLPH�
WKH�SROLFH�KDG�QRW�WDNHQ�DQ\�VWHSV�WR�SURWHFW�WKH�YLFWLP�IURP�UHSHDW�RIIHQGLQJ��
7KH�SROLFH�FODVVLILHG�WKH�FULPH�LQFRUUHFWO\�DV�KDUDVVPHQW�DQG�RYHUORRNHG�WKH�
UDFLDO�DVSHFW�RI�WKH RIIHQGLQJ�
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7KH�&ROOHJH�RI�3ROLFLQJ JLYHV�H[DPSOHV RI�VLPLODU�FDVHV LQ�LWV�JXLGDQFH�RQ�
FULWLFDO�LQFLGHQWV�

&DVH�VWXG\�± )LRQD�3LONLQJWRQ

7KH�)LRQD�3LONLQJWRQ�FDVH�KDG�LWV�RULJLQV�LQ�KDUDVVPHQW�DQG $6%��)LRQD�DQG�
KHU�GDXJKWHU�VXIIHUHG�IUHTXHQW�DQG�VXVWDLQHG�ORFDO�GLVRUGHU��RIWHQ�GLUHFWHG�DW�
WKHLU�KRPH��RYHU�D�SHULRG�RI�VHYHUDO�\HDUV��7KLV�ZDV�UHSRUWHG�WR�WKH�SROLFH��EXW�
µLQFLGHQWV�ZHUH�WRR�RIWHQ�GHDOW�ZLWK�E\�SROLFH�RIILFHUV�LQ�LVRODWLRQ�DQG�ZLWK�DQ�
XQVWUXFWXUHG�DSSURDFK¶��,3&&���������7KLV�DQG�RWKHU�IDFWRUV��VXFK�DV�QRW�
LGHQWLI\LQJ�WKH�IDPLO\�DV�YXOQHUDEOH��DQG�QRW�UHFRJQLVLQJ�WKH�$6%�DQG�
KDUDVVPHQW�DV�WDUJHWHG�KDWH�FULPH��FDXVHG�IUXVWUDWLRQ��)LRQD�HYHQWXDOO\�WRRN�
KHU�RZQ�OLIH�DQG�WKDW�RI�KHU�GLVDEOHG�GDXJKWHU��)UDQFHFFD�

&DVH�VWXG\�± 'DYLG�$VNHZ

'DYLG�$VNHZ�FROODSVHG�DQG�GLHG�DIWHU�DQ�LQFLGHQW�LQ�ZKLFK�\RXWKV�ZHUH�
UHSRUWHGO\�FDXVLQJ�D�QXLVDQFH�DW�KLV�KRPH�LQ�+DWWHUVOH\��*UHDWHU�0DQFKHVWHU�
3ROLFH�KDG�EHHQ�LQ�FRQWDFW�ZLWK�0U�$VNHZ�DQG�KLV�UHODWLYHV�RYHU�D�QXPEHU�RI�
\HDUV�LQ�UHODWLRQ�WR�UHSHDWHG�DOOHJDWLRQV�RI�$6%��$Q ,3&& LQYHVWLJDWLRQ ZDV�
VXEVHTXHQWO\�XQGHUWDNHQ�DQG�WKH�ILQGLQJV�SXEOLVKHG����0DUFK��������

:H�WKHUHIRUH�FRQVLGHU�WKDW�WKHUH�LV�VWLOO�DQ�REYLRXV�QHHG�IRU�WKH�SROLFH�WR�FRQVLGHU�
ZKDW�SRZHUV�DUH�DYDLODEOH�WR�SURWHFW�YLFWLPV�RI�KDUDVVPHQW�LQ�VLPLODU�FLUFXPVWDQFHV�

,Q�������FLYLO�LQMXQFWLRQV��� RIWHQ�NQRZQ�DV�LQMXQFWLRQV�WR�SUHYHQW�QXLVDQFH�DQG�
DQQR\DQFH��,31$V���UHSODFHG�DQWL�VRFLDO�EHKDYLRXU�RUGHUV��,Q�WKH�FDVHV�ZH�
H[DPLQHG�LQ�RXU�RULJLQDO�WKHPDWLF�LQVSHFWLRQ��DQG�VXEVHTXHQWO\�LQ�ERWK�RXU�KDWH�
FULPH�LQVSHFWLRQ�DQG�WKLV�LQVSHFWLRQ��ZH�KDYH�IRXQG�QR�HYLGHQFH�WKDW�RIILFHUV�DUH�
FRQVLGHULQJ�WKH�XVH�RI�,31$V�WR SURWHFW�YLFWLPV�RI�KDUDVVPHQW�

:KLOH�WKH�SXUSRVH�RI�,31$V�LV�WR�SUHYHQW�DQWL�VRFLDO�EHKDYLRXU��ZH�EHOLHYH�
WKDW�LI�WKH\�DUH�XVHG�FRUUHFWO\�WKH\�FRXOG DOVR�FRQWULEXWH�WR�SURWHFWLQJ�YLFWLPV�
IURP�KDUDVVPHQW�

:LWK�WKH�LQWURGXFWLRQ�RI�632V��WKH�GLIIHUHQFHV�LQ�KRZ�IRUFHV�DSSURDFK�SURWHFWLQJ�
YLFWLPV�RI�VWDONLQJ�DQG�SURWHFWLQJ�YLFWLPV�RI�KDUDVVPHQW�DUH�OLNHO\�WR�ZLGHQ��7KLV�LV�
QRW�D�VDWLVIDFWRU\�SRVLWLRQ��EHFDXVH�YLFWLPV�RI�KDUDVVPHQW�PD\�EH�MXVW�DV�
YXOQHUDEOH�WR�UHSHDWHG�DQG�DFFXPXODWLYH�EHKDYLRXU��DQG�VRPHWLPHV�WKLV�ZLOO�DOVR�
KDYH�WUDJLF�FRQVHTXHQFHV�

�� $XWKRULVHG�3URIHVVLRQDO�3UDFWLFH�RQ�FULWLFDO�LQFLGHQW�PDQDJHPHQW��,QWURGXFWLRQ�DQG�W\SHV�RI�FULWLFDO�
LQFLGHQWV��&ROOHJH�RI�3ROLFLQJ�������

�� 8QGHU�3DUW���RI�WKH�$QWL�VRFLDO�%HKDYLRXU��&ULPH�DQG�3ROLFLQJ�$FW������
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5HFRPPHQGDWLRQ

&KLHI�FRQVWDEOHV�VKRXOG�VWRS�WKH�XVH�RI�3ROLFH�,QIRUPDWLRQ�1RWLFHV�DQG�WKHLU�
HTXLYDOHQWV�LPPHGLDWHO\��WR�HQVXUH�WKDW�DOO�YLFWLPV�RI�KDUDVVPHQW�DQG�VWDONLQJ�DUH�
SURWHFWHG��DQG�FULPHV�DUH�LQYHVWLJDWHG�DSSURSULDWHO\��

:H�DUH�SOHDVHG�WKDW�PRVW�FKLHI�FRQVWDEOHV�KDYH�GHFLGHG�WR�VWRS�XVLQJ�3,1V��
'HSXW\�&KLHI�&RQVWDEOH�3DXO�0LOOV��WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW��WROG�
XV�WKDW�KH�VXSSRUWV�RXU�UHFRPPHQGDWLRQ�DQG�WKDW�KH�ZRXOG�OLNH�WR�VHH�DOO�IRUFHV�VWRS�
XVLQJ�WKHP�

2Q���$SULO�������WKH�&ROOHJH�RI�3ROLFLQJ�DQG�13&&�OHDG�ZURWH�MRLQWO\�WR�FKLHI�
FRQVWDEOHV�DVNLQJ�WKHP�WR�UHPRYH�SROLFH�LQIRUPDWLRQ�QRWLFHV�IURP�XVH��SHQGLQJ�D�
UHYLHZ�RI�WKH�LPSDFW�RI�WKLV�LQ�RQH�\HDU¶V�WLPH�

,Q�6XVVH[��ZH�IRXQG�WKDW�WKH�IRUFH�QR�ORQJHU�XVHV�3,1V��,Q�WKH�FDVHV�ZH�H[DPLQHG��
ZH�GLG�QRW�ILQG�DQ\�HYLGHQFH�RI�DQ\�DGYHUVH�FRQVHTXHQFHV�IURP�WKHLU�UHPRYDO��
2Q WKH�FRQWUDU\��LQ�WZR�RI�WKH�FDVHV�ZH�H[DPLQHG��WKH�SUHYLRXV�LQHIIHFWLYH�XVH�RI�D�
3,1�KDG�UHVXOWHG�LQ�WKH�YLFWLP�UHSRUWLQJ�IXUWKHU�RIIHQFHV�WR�WKH�SROLFH��RQH�RI�ZKLFK�
UHODWHG�WR�VWDONLQJ�

,Q�RWKHU�IRUFHV�WKDW�KDYH�VWRSSHG�XVLQJ�3,1V��ZH�KDYH�EHHQ�WROG�WKDW�WKHUH�KDV�EHHQ�
D�GHPRQVWUDEOH�LQFUHDVH�LQ�FRUUHFWO\�UHFRUGHG�FULPH�DQG�HIIHFWLYH�LQYHVWLJDWLRQV�

:H�ZLOO�FRQWLQXH�WR�PRQLWRU�WKLV�VLWXDWLRQ�DV�ZH�FRQWLQXH�WR�EHOLHYH�WKDW�3,1V�DUH�
XQQHFHVVDU\�DQG�DFW�DV�D�EDUULHU�WR�WKH�HIIHFWLYH�LQYHVWLJDWLRQ�RI�DOOHJDWLRQV�DQG�DOO�
WKH�FLUFXPVWDQFHV�WKDW�VXUURXQG�WKHP�

1HZ�UHFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�IRUFHV�DUH�QRW�SURWHFWLQJ�YLFWLPV�RI�KDUDVVPHQW�DV�ZHOO�DV�
WKH\ FRXOG�LI�WKH\�ZHUH�WR�XVH�LQMXQFWLRQV�WR�SUHYHQW�QXLVDQFH�DQG�DQQR\DQFH�

:H�UHFRPPHQG�WKDW�ZLWKLQ�VL[�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�
UHYLHZV�WKH�XVH�RI�LQMXQFWLRQV�WR�SUHYHQW�QXLVDQFH�DQG�DQQR\DQFH�WR�SURWHFW�
KDUDVVPHQW�YLFWLPV��)ROORZLQJ�WKLV�UHYLHZ��LI�QHFHVVDU\��WKH�13&&�OHDG�VKRXOG�
ZULWH�WR�FKLHI�FRQVWDEOHV�WR�HQVXUH�WKDW�WKH\�URXWLQHO\�FRQVLGHU�VXFK�SRZHUV�ZKHQ�
GHDOLQJ�ZLWK�YLFWLPV�RI�KDUDVVPHQW�
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5HFRPPHQGDWLRQ

&KLHI�FRQVWDEOHV�VKRXOG�PDNH�VXUH�VWDONLQJ�LQYHVWLJDWLRQV DUH�LPSURYHG�E\�
HQVXULQJ�WKDW�

x RIILFHUV�DUH�DZDUH�RI�WKH�SRZHUV�RI�HQWU\�DQG�VHDUFK�IRU�VWDONLQJ��DQG�XVH�
WKHP�DSSURSULDWHO\��DQG

x DGHTXDWH�UHFRUGV�RI�WKHVH�VHDUFKHV�DUH�FRPSLOHG�IRU�DXGLW�DQG�FRPSOLDQFH�
SXUSRVHV�

$FFRUGLQJ�WR�RXU�UHFRPPHQGDWLRQV�UHJLVWHU��RQO\����IRUFHV�KDYH�VDWLVILHG�XV�WKDW�
WKH\�KDYH�DFWHG�RQ�WKLV�UHFRPPHQGDWLRQ��7KLV�LV�GLVDSSRLQWLQJ��DV�WKH�SRZHU�RI�
VHDUFK�IRU�VWDONLQJ�VKRXOG�EH�DQ�HIIHFWLYH�DQG�ZLGHO\�XVHG�PHDQV�RI�FROOHFWLQJ�
HYLGHQFH�DIWHU�DQ�DOOHJDWLRQ�RI�VWDONLQJ�KDV�EHHQ�PDGH�

,Q�RXU�SUHYLRXV�WKHPDWLF�LQVSHFWLRQ��ZH�VDZ�IRUFHV�PDNLQJ�YHU\�OLWWOH�XVH�RI�
WKLV�SRZHU��,Q�6XVVH[��DV�ZH�KDYH�GHWDLOHG�DERYH��WKH�SRZHU�LV�VWLOO�OLWWOH�XVHG�

7KHUH�PD\�EH�VHYHUDO�UHDVRQV�ZK\�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�PLJKW�QRW�EH�EHLQJ�
XVHG�DV�RIWHQ�DV�LW�FRXOG�EH��,Q�YLHZ�RI�DOO�WKH�DERYH��ZH�WKLQN�LW�LV�OLNHO\�WKDW�RIILFHUV�
DUH�VWLOO�QRW�VXIILFLHQWO\�DZDUH�WKDW�WKH�SRZHU�RI�HQWU\ DQG�VHDUFK�H[LVWV�

5HFRPPHQGDWLRQ

&KLHI�FRQVWDEOHV�VKRXOG�ZRUN�ZLWK�FULPLQDO�MXVWLFH�SDUWQHUV�WR�LGHQWLI\�ZKDW�
SURJUDPPHV�DUH�DYDLODEOH�WR�PDQDJH�RIIHQGHUV�FRQYLFWHG�RI�KDUDVVPHQW�DQG�
VWDONLQJ�RIIHQFHV�LQ�WKHLU�UHVSHFWLYH�IRUFH�DUHDV��,Q�WKH�DEVHQFH�RI�VXFK
SURJUDPPHV��WKH\�VKRXOG�UHYLHZ�ZKHWKHU�LQWHUYHQWLRQV�FRXOG�DQG�VKRXOG�
EH�HVWDEOLVKHG�

1HZ�UHFRPPHQGDWLRQ

:H�DUH�FRQFHUQHG�WKDW�SROLFH�IRUFHV�GR�QRW�XVH�WKH�SRZHU�RI�HQWU\�DQG�VHDUFK�
HIIHFWLYHO\��DQG�WKHUHIRUH�VWDONLQJ�LQYHVWLJDWLRQV�DUH�QRW�DV�WKRURXJK�DV�WKH\�
FRXOG�EH�

:H�UHFRPPHQG�WKDW�ZLWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�
KDUDVVPHQW�UHPLQGV�FKLHI�FRQVWDEOHV RI�WKH�QHHG�WR�PDNH�VXUH�WKDW�

x RIILFHUV�DUH�DZDUH�RI�WKH�SRZHUV�RI�HQWU\�DQG�VHDUFK�IRU�VWDONLQJ��DQG�XVH�
WKHP�DSSURSULDWHO\��DQG

x IRUFHV�FRPSLOH�DGHTXDWH�UHFRUGV�RI�WKHVH�VHDUFKHV�IRU�DXGLW�DQG�
FRPSOLDQFH�SXUSRVHV�
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2QO\�QLQH�IRUFHV��DFFRUGLQJ�WR�RXU�UHJLVWHU��KDYH�VR�IDU�FRPSOHWHG�WKLV�
UHFRPPHQGDWLRQ��$JDLQ��ZH�DUH�GLVDSSRLQWHG�WKDW�IRUFHV�KDYH�EHHQ�VORZ�WR�EHJLQ�
DQG�VORZ�WR�FRPSOHWH�WKLV�ZRUN�EHFDXVH�WKLV�UHFRPPHQGDWLRQ�ZDV�LQWHQGHG�WR�
LQFUHDVH�WKH�IRFXV�RI�SROLFH�IRUFHV�DQG�SDUWQHUV�RQ�FRQVLGHULQJ�DQG�DGGUHVVLQJ�WKH�
PRWLYDWLRQV RI�SHUSHWUDWRUV�

$V�ZH�KDYH�VWDWHG�DERYH��ZH�DUH�DZDUH�RI�WKUHH�IRUFHV�� ZKLFK�KDYH�LQWURGXFHG�
VSHFLDOLVW�VWDONLQJ�XQLWV��7KHVH�PXOWL�DJHQF\�VWDONLQJ�LQWHUYHQWLRQ�SURJUDPPHV�KDYH�
UHFHLYHG�3ROLFH�7UDQVIRUPDWLRQ�)XQGLQJ�XQWLO�0DUFK�������DQG�ZH�H[SHFW�RWKHU�
IRUFHV�WR�ZDWFK�WKHVH�GHYHORSPHQWV�FORVHO\�DQG�WR�XVH�WKH�HYDOXDWHG�UHVXOWV�DV�D�
EDVLV�IRU�LPSOHPHQWLQJ�WKH�DERYH�UHFRPPHQGDWLRQ�

:KLOH�WKH�UHFRPPHQGDWLRQ�ZDV�IRU�WKH�SROLFH�WR�ZRUN�ZLWK�FULPLQDO�MXVWLFH�SDUWQHUV��
ZH�DUH�DZDUH�WKDW�VRPH�IRUFHV�DUH�DOVR�ZRUNLQJ�ZLWK�SDUWQHUV�LQ�WKH�KHDOWK�VHFWRU��
7KLV�LV�D�SRVLWLYH�GHYHORSPHQW�EHFDXVH�LW�KHOSV�SDUWQHUV�WR�XQGHUVWDQG�WKH�
PRWLYDWLRQV�RI�SHUSHWUDWRUV�DQG�WDLORU�WKHLU�UHVSRQVHV�DFFRUGLQJO\�

5HFRPPHQGDWLRQ

&KLHI�FRQVWDEOHV�DQG�&36�$UHD�OHDGV�VKRXOG�PRQLWRU�DQG�HQVXUH�FRPSOLDQFH�ZLWK�
WKH�QDWLRQDO�VWDONLQJ�SURWRFRO�

,Q�0D\�������WKH�13&&�DQG�WKH�&36�SXEOLVKHG�D�UHYLVHG�3URWRFRO�RQ�WKH�
DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�EHWZHHQ�WKH�1DWLRQDO�3ROLFH�
&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�6HUYLFH���

:H�ZHOFRPH�WKLV�GHYHORSPHQW�DQG�WKH�LQFUHDVHG�ULJRXU�WKDW�LW�VKRXOG�EULQJ�WR�WKH�
LQYHVWLJDWLRQ�DQG�SURVHFXWLRQ�RI�VWDONLQJ�DQG�KDUDVVPHQW�FULPHV��+RZHYHU��ZLWKRXW�
VFUXWLQ\�WR�HQVXUH�WKDW�IRUFHV�DUH�XVLQJ�WKH�SURWRFRO�DQG�DSSO\LQJ�LW�FRUUHFWO\��VRPH�
RI�WKH�EHQHILWV�RI�WKH�UHYLVHG�DSSURDFK�PD\�EH�ORVW�

2XU�UHFRPPHQGDWLRQV�UHJLVWHU�VKRZV�WKDW�RQO\����IRUFHV�KDYH�VR�IDU�FRPSOHWHG�WKLV�
UHFRPPHQGDWLRQ�WR�WKH�VDWLVIDFWLRQ�RI�WKH�+0,&)56�IRUFH�OLDLVRQ�OHDG��,Q�RXU�6XVVH[�
LQVSHFWLRQ��ZH�IRXQG�WKDW�VR�IDU�WKH�IRUFH�KDV�GRQH�OLWWOH�PRQLWRULQJ�RI�WKH�SURWRFRO�WR�
PDNH�VXUH�WKDW�LW�ZDV�XVLQJ�LW�FRUUHFWO\�DQG�FRPSO\LQJ�ZLWK�LW��:H�WKHUHIRUH�WKLQN�WKDW�
PRUH�FDQ�EH�GRQH�WR�UHPLQG�FKLHI�FRQVWDEOHV�RI�WKH�LPSRUWDQFH�RI�WKH�SURWRFRO�

�� 0HWURSROLWDQ�3ROLFH�6HUYLFH��+DPSVKLUH�3ROLFH�DQG�&KHVKLUH�3ROLFH�

�� 3URWRFRO�RQ�WKH�DSSURSULDWH�KDQGOLQJ�RI�VWDONLQJ�RU�KDUDVVPHQW�RIIHQFHV�EHWZHHQ�WKH�1DWLRQDO�
3ROLFH�&KLHIV¶�&RXQFLO�DQG�WKH�&URZQ�3URVHFXWLRQ�6HUYLFH��13&&�DQG�&36�������
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5HFRPPHQGDWLRQ

7KH�&ROOHJH�RI�3ROLFLQJ�VKRXOG�HQVXUH�WKDW�WKHUH�LV�D�FRQVLVWHQW�DQG�DSSURSULDWH�
DSSURDFK�WR�KDUDVVPHQW�DQG�VWDONLQJ�LQYHVWLJDWLRQV�E\�SXEOLVKLQJ�WKH�QHZ�
KDUDVVPHQW�DQG�VWDONLQJ�$XWKRULVHG�3URIHVVLRQDO�3UDFWLFH�DV�D�PDWWHU�RI�XUJHQF\��
7KLV�VKRXOG�LQFOXGH�

x KLJKOLJKWLQJ�WKH�FRPSOH[LWLHV�DQG�ULVNV�DVVRFLDWHG�ZLWK�KDUDVVPHQW�DQG�
VWDONLQJ�RIIHQFHV��DQG DGYLVLQJ�IRUFHV�WR�FRQVLGHU�WKHP�DV�SDUW�RI WKH�FULPH�
DOORFDWLRQ�SURFHVV�

x XVLQJ�GDWD�RQ�WKH�SRZHU�RI�VHDUFK�LQ�VWDONLQJ�FDVHV�DV�EHVW�SUDFWLFH�LQ�DXGLW�
DQG�SHUIRUPDQFH�DUUDQJHPHQWV��DQG

x SURYLGLQJ�LPSURYHG�JXLGDQFH�WR�RIILFHUV�RQ�FULPH�SUHYHQWLRQ�DGYLFH�IRU�
YLFWLPV��SDUWLFXODUO\�DERXW�RQOLQH�RIIHQGLQJ�

7KH�&ROOHJH�RI�3ROLFLQJ�DQG�WKH�13&&�OHDG�IRUPHG�D�ZRUNLQJ�JURXS�WR�FRQVLGHU�
FKDQJHV�WR�WKH�JXLGDQFH�JLYHQ�WR�RIILFHUV��:H�KDYH�EHHQ�LQYROYHG�LQ�WKLV�ZRUN��$W�WKH�
WLPH�RI�RXU�6XVVH[�LQVSHFWLRQ��RQH�LPSRUWDQW�SURGXFW�RI�WKH�ZRUNLQJ�JURXS�± WKH�
JXLGH�IRU�ILUVW�UHVSRQGHUV�± KDG�QRW�EHHQ�SXEOLVKHG��

2Q���$SULO�������WKH�&ROOHJH�RI�3ROLFLQJ�DQG�13&&�OHDG�ZURWH�MRLQWO\�WR�FKLHI�
FRQVWDEOHV�LQWURGXFLQJ�QHZ�DGYLFH�SURGXFWV�IRU�ILUVW�UHVSRQGHUV�DQG�FDOO�KDQGOHUV�

:RUN�LV�FRQWLQXLQJ�RQ�WKH�QH[W�SKDVH�RI�WKH�JXLGDQFH��ZKLFK�ZLOO�EH�IRU�
VHFRQGDU\�LQYHVWLJDWRUV�

,Q�RXU�UHFRPPHQGDWLRQ��ZH�KDG�KRSHG�WKDW�WKLV�ZRUN�ZRXOG�KDYH�EHHQ�FRPSOHWHG�
ZLWK�VRPH�XUJHQF\��$OWKRXJK�SURJUHVV�KDV�EHHQ�VORZ��ZH�DUH�VDWLVILHG�WKDW�ZKDW�
KDV�EHHQ�SURGXFHG�KDV�FRYHUHG��RU�ZLOO�FRYHU�LQ�WKH�IXWXUH��WKH�DUHDV�RI�FRQFHUQ�WKDW�
ZH�KLJKOLJKWHG�

5HFRPPHQGDWLRQ

7KH�&ROOHJH�RI�3ROLFLQJ�VKRXOG�FRQVLGHU�KRZ�WR�UDLVH�DZDUHQHVV�RI�WKH�GLIIHUHQFHV�
EHWZHHQ�KDUDVVPHQW�DQG�VWDONLQJ��LQFOXGLQJ�KRZ�WR�HQVXUH�WKDW�WKHVH�FULPHV�DUH�
FRUUHFWO\�UHFRUGHG��$V�SDUW�RI�WKLV�UHYLHZ��ZH�SURSRVH�WKDW�WKH�WUDLQLQJ�SURYLGHG�WR�
IRUFH�FULPH�UHJLVWUDUV�LQFRUSRUDWHV�D�VSHFLILF�PRGXOH�RQ�KDUDVVPHQW�DQG�VWDONLQJ�

1HZ�DUHD�IRU�LPSURYHPHQW

:LWKLQ�WKUHH�PRQWKV�WKH�13&&�OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�VKRXOG�UHPLQG�
FKLHI�FRQVWDEOHV�WKDW�WKH\�VKRXOG�UHJXODUO\�PRQLWRU�FRPSOLDQFH�ZLWK�WKH�QDWLRQDO�
VWDONLQJ�SURWRFRO��DQG�PDNH�VXUH�WKDW�VXLWDEOH�JRYHUQDQFH�DUUDQJHPHQWV�DUH�LQ�
SODFH�WR�GR�VR�
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$V�ZH�KDYH�VWDWHG�DERYH��ZH�DUH�VDWLVILHG�WKDW�ZRUN�LV�FRQWLQXLQJ�WR�JLYH�EHWWHU�
JXLGDQFH�WR�RIILFHUV�

7KH�&ROOHJH�RI�3ROLFLQJ�KDV�LQWURGXFHG�D�YXOQHUDELOLW\�WUDLQLQJ�SDFNDJH�ZKLFK�
LQFOXGHV�VWDONLQJ�DQG�KDUDVVPHQW�FDVH�VWXGLHV�

5HJDUGLQJ�WKH�SDUW�RI�WKH�UHFRPPHQGDWLRQ�DERXW�WKH�WUDLQLQJ�RI�FULPH�UHJLVWUDUV��ZH�
DUH�SOHDVHG�WKDW�WKH�WUDLQLQJ�FRXUVH�QRZ�FRYHUV�WKH�UHFRUGLQJ�RI�D�VWDONLQJ�FDVH�

5HFRPPHQGDWLRQ

7KH�&36�VKRXOG�HQVXUH�WKDW�LPSURYHPHQWV�DUH�PDGH�WR�WKH�SURVHFXWLRQ�RI�
KDUDVVPHQW�DQG�VWDONLQJ�RIIHQFHV�E\�

x UHLQIRUFLQJ�DQG�UHLWHUDWLQJ�JXLGDQFH�WR�SURVHFXWRUV�RQ�DFFHSWLQJ�SOHDV�WR�
KDUDVVPHQW�LQVWHDG�RI�SXUVXLQJ�VWDONLQJ�FKDUJHV�

x HQVXULQJ�WKDW�DOO�SURVHFXWRUV�KDYH�UHFHLYHG�WUDLQLQJ�DERXW�KDUDVVPHQW�DQG�
VWDONLQJ�

x PRQLWRULQJ�DQG�HQVXULQJ�FRPSOLDQFH�ZLWK�WKH�QDWLRQDO�VWDONLQJ�SURWRFRO��DQG

x FRQVLGHULQJ�WKH�FRQWHQWV�RI�WKLV�UHSRUW��DQG�WKH�&ROOHJH�RI�3ROLFLQJ�$XWKRULVHG�
3URIHVVLRQDO�3UDFWLFH�ZKHQ�SXEOLVKHG�DQG�UHYLHZLQJ�WKH�FXUUHQW�&36�
OHJDO�JXLGDQFH�

7KH�&36�KDV�XSGDWHG�LWV�JXLGDQFH�WR�SURVHFXWRUV�RQ�DFFHSWLQJ�SOHDV�WR�KDUDVVPHQW�
LQVWHDG�RI�SXUVXLQJ�VWDONLQJ�FKDUJHV��,Q�DGGLWLRQ��WKLV�SURPSW�KDV�EHHQ�LQFRUSRUDWHG�
LQWR�WKH�FKHFNOLVW�ZKLFK�PXVW�DFFRPSDQ\�DOO�FDVHV�RI�VWDONLQJ�RU KDUDVVPHQW�

7KH�&36�XSGDWHG�LWV�WZR�H�OHDUQLQJ�PRGXOHV�RQ�VWDONLQJ�DQG�KDUDVVPHQW��DQG�RQ�
UHVWUDLQLQJ�RUGHUV��LQ�����±����7KH�&36�WROG�SURVHFXWRUV�WKDW�WKH\�KDG�WR�FRPSOHWH�
WKH�WUDLQLQJ�E\�WKH�HQG�RI�6HSWHPEHU������IROORZLQJ�WKH�LQWURGXFWLRQ�RI�WKH�UHYLVHG�
VWDONLQJ�SURWRFRO�

7KH�&36�WROG�XV�WKDW�DUHD�632&V�DUH�PRQLWRULQJ�ORFDO�FRPSOLDQFH�ZLWK�WKH�UHYLVHG�
SURWRFRO�DQG�DUH�VHQGLQJ�WKH�UHVXOWV�WR�WKH�QDWLRQDO�OHDG�

%HFDXVH�WKH�&ROOHJH�RI�3ROLFLQJ�KDV�\HW�WR�UHYLVH�WKH�$XWKRULVHG�3URIHVVLRQDO�
3UDFWLFH�IXOO\��WKH�&36�KDV�QRW�\HW�KDG�FDXVH�WR�UHYLHZ�LWV�RZQ�OHJDO�JXLGDQFH�WR�
HQVXUH�WKDW�LW�LV�FRPSDWLEOH�
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5HFRPPHQGDWLRQ

7KH�&36�VKRXOG�HQVXUH�WKDW�WKH�SURVHFXWLRQ�RI�KDUDVVPHQW�DQG�VWDONLQJ�RIIHQFHV�LV�
VXEMHFW�WR�FRQWLQXDO�LPSURYHPHQW�E\�

x LQWURGXFLQJ�D�SURFHVV�LQWR�VFUXWLQ\�SDQHOV�WR�H[DPLQH�KDUDVVPHQW�DQG�
VWDONLQJ FDVHV�RQ�D�UHJXODU�EDVLV��DQG

x LPSURYLQJ�WKH�SURFHVV�ZKHUHE\�OHVVRQV�OHDUQHG�FDQ�EH�SDVVHG�EHWZHHQ�&36�
'LUHFW�DQG�&36�$UHDV�

7KH�&36�WROG�XV�WKDW�DOO�ORFDO�VFUXWLQ\�DQG�LQFOXVLRQ�SDQHOV��/6,3V��FRQVLGHULQJ�
PDWWHUV�WKDW�UHODWH�WR�YLROHQFH�DJDLQVW�ZRPHQ�DQG�JLUOV�VKRXOG EH�FRQVLGHULQJ�
VWDONLQJ�FDVHV�

7R�LQFUHDVH�XQGHUVWDQGLQJ�IXUWKHU�DERXW�WKHVH�FDVHV��WKH�&36�SUHSDUHG�D�
3RZHU3RLQW�SUHVHQWDWLRQ�LQ������IRU�DOO�/6,3V�ZLWK�D�UHFRPPHQGDWLRQ�WKDW�LQFOXVLRQ�
DQG�HQJDJHPHQW�PDQDJHUV�DQG�VWDONLQJ�OHDGV�VKRZ�WKLV�WR�SDQHO�PHPEHUV�EHIRUH�
VWDONLQJ�FDVHV�DUH�KHDUG��7KLV�VKRXOG�HQVXUH�WKDW�WKH\�FRQVLGHU�WKH�UHOHYDQW�PDWWHUV�
ZKHQ�WKH\�UHYLHZ�WKHVH�FDVHV��$V�ZHOO�DV�LQFOXGLQJ�VWDONLQJ�FDVHV�DV�SDUW�RI�
FRQWLQXLQJ�/6,3V��VRPH�&36�$UHDV�KDYH�DOVR�FKRVHQ�WR�KDYH�D�SDQHO�PHHWLQJ�
GHGLFDWHG�WR�FDVHV�RI�VWDONLQJ�DQG�KDUDVVPHQW�

$OO�&36�$UHDV��LQFOXGLQJ�&36�'LUHFW��DUH�QRZ�DVNHG�WR�JLYH IHHGEDFN�WR�WKH�QDWLRQDO�
&36�OHDG�RQ�EHVW�SUDFWLFH�DQG�OHVVRQV�OHDUQHG��7KH�QDWLRQDO�&36�OHDG�DOVR�HQVXUHV�
$UHD�VWDONLQJ�OHDGV�DUH�PDGH�DZDUH�RI�OHDUQLQJ�JDWKHUHG�DW�VFUXWLQ\�SDQHOV�DQG�
RWKHU�QDWLRQDO�SRLQWV�RI�OHDUQLQJ�

5HFRPPHQGDWLRQ

7KH�&ROOHJH�RI�3ROLFLQJ�DQG�WKH�&36�VKRXOG�HQVXUH�WKDW�YLFWLPV�DUH�SURSHUO\�
SURWHFWHG�WKURXJK�WKH�XVH�RI�UHVWUDLQLQJ�RUGHUV�E\�UHVSHFWLYHO\�

x UHYLVLQJ�WKH�VXPPDU\�RI�HYLGHQFH�IRUP�WR�HQVXUH�D�FRQVLVWHQW�DQG�DSSURSULDWH�
UHVSRQVH�WR�VXFK�DSSOLFDWLRQV��DQG

x SURYLGLQJ�FOHDU�JXLGDQFH�DERXW�DSSOLFDWLRQV�IRU�UHVWUDLQLQJ�RUGHUV�

7KH�VXPPDU\�RI�HYLGHQFH�IRUP�KDV�QRW�EHHQ�UHYLVHG��,QVWHDG�WKLV�UHFRPPHQGDWLRQ�
KDV�EHHQ�LQFRUSRUDWHG�LQWR�WKH�VWDONLQJ�FKHFNOLVW�ZKLFK�PXVW�DFFRPSDQ\�DOO�FDVHV�RI�
VWDONLQJ�RU�KDUDVVPHQW�WKDW�WKH�SROLFH�VXEPLW�WR�WKH�&36��:KHQ�WKH\�XVH�WKH�
FKHFNOLVW��SROLFH�RIILFHUV�PXVW�DQVZHU�WKLV�TXHVWLRQ��µ5HVWUDLQLQJ�2UGHU�± GRHV�WKH�
FRPSODLQDQW�ZDQW�RQH�DQG�LI�VR�ZLWK�ZKDW�WHUPV"¶

7KH�VDPH�FKHFNOLVW�DOVR�SURPSWV�SURVHFXWRUV�WR�PDNH�VXUH�WKDW�WKH\�PDNH�WLPHO\�
DSSOLFDWLRQV��DQG�WKH�&36�JXLGDQFH�UHLQIRUFHV�WKLV�
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5HFRPPHQGDWLRQ

7KH�1DWLRQDO�3ROLFH�&KLHIV¶�&RXQFLO�OHDG�DQG�WKH�&36�SROLF\�OHDG�IRU�KDUDVVPHQW�
DQG�VWDONLQJ�VKRXOG�HQVXUH�WKDW�WKH�LQYHVWLJDWLRQ�DQG�SURVHFXWLRQ�RI�KDUDVVPHQW�DQG�
VWDONLQJ�RIIHQFHV�LV�LPSURYHG�E\�

x UHYLHZLQJ�DQG�UH�LVVXLQJ�WKH�QDWLRQDO�VWDONLQJ�SURWRFRO�WR�IRUFHV�DQG�&36�
$UHDV��DQG

x UHYLHZLQJ�WKH�VWDONLQJ�VLQJOH�SRLQW�RI�FRQWDFW��632&��V\VWHP�DQG�HQVXULQJ�
WKDW�LW�LV�IXOO\�HIIHFWLYH�DQG�RSHUDWLQJ�FRQVLVWHQWO\�IRU�YLFWLPV�LQ�DOO�DUHDV�

,Q�0D\�������WKH�13&&�OHDG�DQG�WKH�&36�LVVXHG�D�UHYLVHG�QDWLRQDO�VWDONLQJ�
SURWRFRO��:H�DUH�FHUWDLQ�WKDW�WKLV�QHZ�SURWRFRO�ZLOO�LPSURYH�WKH�VHUYLFH�WKDW�YLFWLPV�
UHFHLYH��DQG�ZH�DUH�JUDWHIXO�IRU�WKH�ZRUN�ZKLFK�ZDV�GRQH�WR�SURGXFH�WKLV�GRFXPHQW�

7KH�13&&�OHDG�KDV�DOVR�UHYLHZHG�WKH�632&�V\VWHP��DQG�QRZ�NHHSV�DQ�XS�WR�GDWH�
OLVW�RI�DOO�632&V��$OVR��IRUFHV�DUH�JURXSHG�JHRJUDSKLFDOO\��DQG�HDFK�DUHD�LV�
UHSUHVHQWHG�DW�WKH�13&&�QDWLRQDO�ZRUNLQJ�JURXS��7KLV�DOORZV�LPSRUWDQW�PHVVDJHV�WR�
EH�SDVVHG�IURP�WKH�13&&�OHDG�WR�IRUFHV��DQG�DOORZV�WKH�13&&�OHDG�WR�SHUVRQDOO\�
WHVW�WKH�SURJUHVV�RI�IRUFHV�

,Q�DGGLWLRQ��WKH�13&&�OHDG�UHFHQWO\�KHOG�D�ZHOO�DWWHQGHG�WUDLQLQJ�HYHQW�IRU�632&V��
DQG�WKH�13&&�OHDG�DOVR�LQYLWHG�RWKHU�SDUWQHUV�DQG�LQWHUHVWHG�SDUWLHV�

5HFRPPHQGDWLRQ

7KH�1DWLRQDO�3ROLFH�&KLHIV¶�&RXQFLO�OHDG�VKRXOG�HQVXUH�WKDW�WKH�ULVNV�WR�YLFWLPV�RI�
KDUDVVPHQW�DQG�VWDONLQJ�DUH�SURSHUO\�DVVHVVHG�DQG�PDQDJHG�E\�

x FRPPLVVLRQLQJ�ZRUN�WR�GHYHORS�DQ�HYLGHQFH�EDVHG�DSSURDFK�WR�ULVN�
DVVHVVPHQW�LQ�KDUDVVPHQW�DQG�VWDONLQJ�FULPHV�

x HQVXULQJ�WKDW�DQ\�UHYLHZ�FRQVLGHUV�ZKHWKHU�D�ULVN�PDQDJHPHQW�SODQ�VKRXOG�
EH�LQFOXGHG�ZLWK�DQ\�ULVN�DVVHVVPHQW�WRRO��DQG

x DGYLVLQJ�IRUFHV�WKDW�XQWLO�WKH�DERYH�UHYLHZ�KDV�EHHQ�FRPSOHWHG��IRUFHV�VKRXOG�
XVH�D�GRPHVWLF�DEXVH��VWDONLQJ��KDUDVVPHQW�DQG�KRQRXU�EDVHG�YLROHQFH�ULVN�
LGHQWLILFDWLRQ��DVVHVVPHQW�DQG�PDQDJHPHQW�PRGHO��RU�HTXLYDOHQW��IRU�DOO�
KDUDVVPHQW�DQG�VWDONLQJ�FULPHV�DV�DQ�LQWHULP�PHDVXUH�

:H�DUH�GLVDSSRLQWHG�WKDW�WKHUH�KDV�EHHQ�OLWWOH�SURJUHVV�DJDLQVW�WKLV�
UHFRPPHQGDWLRQ��7R�RXU�NQRZOHGJH��WKH�13&&�KDV�VR�IDU�JLYHQ�QR�DGYLFH�WR�IRUFHV�
DERXW�KRZ�WKH\�VKRXOG�DVVHVV�ULVNV�WR�YLFWLPV�RI�VWDONLQJ�RU�KDUDVVPHQW�LQ�FDVHV�
ZKLFK�GR�QRW�LQYROYH�GRPHVWLF�DEXVH��,Q�RXU�6XVVH[�UHSRUW�ZH�KDYH�VKRZQ�WKDW�WKLV�
LV�D�SUREOHP�ZKLFK�LV�VWLOO�RI�FRQVLGHUDEOH�FRQFHUQ�
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:H�DUH�DZDUH�WKDW�WKH�13&&�OHDG�KDV�QRZ�VWDUWHG�ZRUN�RQ�WKLV�UHFRPPHQGDWLRQ��
DQG�WKH�QDWLRQDO�ZRUNLQJ�JURXS�LV�FR�RUGLQDWLQJ�WKLV�

$OVR��PRUH�JHQHUDOO\��WKH�&ROOHJH�RI�3ROLFLQJ�LV�ZRUNLQJ�RQ�JXLGHOLQHV�WKDW�ZLOO�GHOLYHU�
VXSSRUW�WR�RIILFHUV�WR�LGHQWLI\�DQG�UHVSRQG�WR�YXOQHUDELOLW\��7KH�JXLGHOLQHV ZLOO�VXSSRUW�
RUJDQLVDWLRQV�LQ�GHYHORSLQJ�SUDFWLWLRQHUV¶ VNLOOV�DQG�KHOSLQJ�WKHP�WR�XVH�SURIHVVLRQDO�
MXGJPHQW�WR LGHQWLI\�DQG�UHVSRQG�WR�YXOQHUDELOLW\�DQG�ULVN�

&RQFOXVLRQ

7KH�UHFRPPHQGDWLRQV�LQ�RXU������MRLQW�WKHPDWLF�UHSRUW�ZHUH�YDULHG�DQG�UHODWHG�
WR�PDQ\�SHRSOH��JRYHUQPHQW�GHSDUWPHQWV�DQG�DJHQFLHV��7KLV�ZDV�EHFDXVH�
ZH�IRXQG�WKDW�YLFWLPV�ZHUH�WRR�RIWHQ�EHLQJ�OHW�GRZQ��DQG�ZH�EHOLHYHG�WKDW�
GLIIHUHQW�RUJDQLVDWLRQV��LQ�GLIIHUHQW�SDUWV�RI�WKH�FULPLQDO�MXVWLFH�SURFHVV��QHHGHG�
WR�DFW�XUJHQWO\�

,Q�WKH�IRUHZRUG�WR�RXU�RULJLQDO�UHSRUW��+HU�0DMHVW\¶V�,QVSHFWRU�RI�&RQVWDEXODU\�:HQG\�
:LOOLDPV�VDLG�

7KLV�UHSRUW�PXVW�EH�D�FDWDO\VW�IRU�FKDQJH�DQG�LPSURYHPHQW��LQ�VRPH�FDVHV�
YLFWLPV¶�OLYHV�ZLOO�GHSHQG�RQ�LW���

7KLV�VWDWHPHQW�UHPDLQV�WUXH��6LQFH������PRUH�YLFWLPV�KDYH�GLHG�DIWHU�WKH\�KDG�EHHQ�
VWDONHG�RU�KDUDVVHG��7KHUHIRUH��ZH�FRQVLGHU�WKDW�RXU�FRQWLQXHG�HPSKDVLV�RQ�
LPSURYLQJ�WKLV�DVSHFW�RI�SROLFLQJ�LV�RI�FULWLFDO�LPSRUWDQFH�

,Q�RXU�WKHPDWLF�UHSRUW�ZH�PDGH�UHFRPPHQGDWLRQV�WR�YDULRXV�RUJDQLVDWLRQV�DQG�
LQGLYLGXDOV��:H�DUH�SOHDVHG�ZLWK�VRPH�RI�WKH�SURJUHVV�PDGH�LQ�UHODWLRQ�WR�VRPH�
RI�RXU�UHFRPPHQGDWLRQV��+RZHYHU��WKH�UHVSRQVH�WR�VRPH�RI�RXU�UHFRPPHQGDWLRQV�
KDV�EHHQ�WRR�VORZ��RU�QRQ�H[LVWHQW��%HFDXVH�RI�WKLV��ZH�KDYH�PDGH�IXUWKHU�
UHFRPPHQGDWLRQV�LQ�WKLV�UHSRUW��:H�KDYH�DOVR�PDGH�UHFRPPHQGDWLRQV�ZKHUH�
ZH�EHOLHYH�WKDW�WKH�ILQGLQJV�IURP�RXU�6XVVH[�LQVSHFWLRQ�DUH�OLNHO\�WR�KDYH�
QDWLRQDO�LPSOLFDWLRQV�

:H�KDYH�VHHQ�WKDW�ZKHQ�RUJDQLVDWLRQV�DQG�SHRSOH�DUH�FRPPLWWHG�WR�FKDQJLQJ�
SUDFWLFH�DQG�SURFHGXUH��WKLV�FDQ�KDYH�D�SRVLWLYH�HIIHFW�RQ�YLFWLPV��KHOSLQJ�WR�SURWHFW�
WKHP�IURP�FULPHV�ZKLFK�FDQ�KDYH�VHULRXV��DQG�VRPHWLPHV�WUDJLF��FRQVHTXHQFHV�

:H�ZLOO�FRQWLQXH�WR�PRQLWRU�DQG�UHSRUW�RQ�SURJUHVV�DJDLQVW�RXU�UHFRPPHQGDWLRQV��
DQG�ZH�ZLOO�ZRUN�FORVHO\�ZLWK�WKH�13&&�OHDG��WKH�&ROOHJH�RI�3ROLFLQJ�DQG�WKH�+RPH�
2IILFH�WR�HQVXUH�WKDW�HYHU\RQH�PDLQWDLQV�PRPHQWXP�

�� /LYLQJ�LQ�IHDU�± WKH�SROLFH�DQG�&36�UHVSRQVH�WR�KDUDVVPHQW�DQG�VWDONLQJ� +0,&�DQG�+0&36,��
������SDJH ��
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$QQH[�$�± )LHOGZRUN�PHWKRGRORJ\

,QWURGXFWLRQ

7KLV�WKHPDWLF�LQVSHFWLRQ�RI�VWDONLQJ�DQG�KDUDVVPHQW�KDV�EHHQ�FRPPLVVLRQHG�E\�WKH�
6XVVH[�3ROLFH�DQG�&ULPH�&RPPLVVLRQHU��.DW\�%RXUQH�

,Q�KHU�FRPPLVVLRQLQJ�OHWWHU�WR�+0,&)56��WKH�FRPPLVVLRQHU�VWDWHV�WKDW�VKH�
UHFRJQLVHV�WKDW�6XVVH[�3ROLFH�RSHUDWHV�RQ�D�FRQWLQXRXV�LPSURYHPHQW�PRGHO�DQG�
ILQGLQJV�IURP�SUHYLRXV�LQVSHFWLRQV�ZLOO�DOUHDG\�KDYH�OHG�WR�LPSURYHPHQWV�LQ�
SUDFWLFH� +RZHYHU��VKH�ZDQWV�WR�XQGHUVWDQG�WKH�HIIHFWLYHQHVV�RI�DQ\�FKDQJHV�DQG�
HVWDEOLVK�ZKHUH�IXUWKHU�LPSURYHPHQWV�FRXOG�EH�PDGH�

7KH�FRPPLVVLRQHU�KDV�DOVR�DVNHG�WKDW�WKH�IROORZLQJ�DUHDV�DUH�DVVHVVHG�LQ�
WKH�LQVSHFWLRQ�

x WKH�DFFXUDF\�RI�WKH�IRUFH¶V�LGHQWLILFDWLRQ�RI�VWDONLQJ�DV�D�FULPH��WR�LQFOXGH�
FRQVLGHUDWLRQ�RI�DQ\�GLVWLQFWLRQ�EHLQJ�PDGH�EHWZHHQ�VWDONLQJ�LQ�FXUUHQW�DQG�
QRQ�FXUUHQW�LQWLPDWH�UHODWLRQVKLSV�

x WKH�SRZHUV�WKH�SROLFH�DUH�XVLQJ�LQ�WKHLU�UHVSRQVH�WR�VWDONLQJ�DQG�KDUDVVPHQW�
RIIHQFHV��VXFK�DV�KDUDVVPHQW�RUGHUV��632V��'932V��DQG�&ODUH¶V�/DZ���WR�
LQFOXGH�D�UHYLHZ�RI�WKH�TXDOLW\�RI�WKH�GHFLVLRQV�WR�XVH�WKHVH�SRZHUV�

x WKH�ZRUN�RI�WKH�VWDONLQJ�DPEDVVDGRUV�DQG�WKH�HIILFDF\�RI�WKHLU�UROH��WR�LQFOXGH�
FRQVLGHUDWLRQ�RI�KRZ�WKH\�GLVVHPLQDWH�LQIRUPDWLRQ�DQG�OHDUQLQJ�WKURXJKRXW�
WKH�IRUFH��DQG�WKHLU�UROH�LQ�SHUIRUPDQFH�PRQLWRULQJ�

x WKH�IRUFH¶V�XVH�RI�'$6+��GRPHVWLF�DEXVH��VWDONLQJ�DQG�KRQRXU�EDVHG�
YLROHQFH��DQG RWKHU�ULVN�DVVHVVPHQW�WRROV�

x ZKHWKHU�DQ\�ELDV�H[LVWV�LQ�WKH�ZD\�WKH�IRUFH�UHVSRQGV�WR�DQG�LQYHVWLJDWHV�
VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV��SDUWLFXODUO\�ZLWK�UHJDUG�WR�JHQGHU��DQG

x ZKHWKHU�WKHUH�LV�DQ\�ZLGHU�DQG�RU�QDWLRQDO�OHDUQLQJ�WKDW�+0,&)56�KDV�
LGHQWLILHG�LQ�RWKHU�DUHDV�WKDW�FRXOG�EH�LPSOHPHQWHG�LQ�6XVVH[�

7KH�SXUSRVH�RI�WKLV�GRFXPHQW�LV�WR�SURYLGH�DQ�RXWOLQH�RI�WKH�PHWKRGRORJ\�IRU�WKH�
ILHOGZRUN SDUW�RI�WKH�LQVSHFWLRQ�
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%DFNJURXQG

6XVVH[�3ROLFH�ZDV�LQVSHFWHG�DV�SDUW�RI�WKH�MRLQW�+0,&)56�DQG�+0&36,�KDUDVVPHQW�
DQG�VWDONLQJ�WKHPDWLF�LQVSHFWLRQ LQ�)HEUXDU\�������7KH�SULQFLSDO�ILQGLQJV�WKDW�ZHUH�
VSHFLILF�WR�6XVVH[�3ROLFH�ZHUH�WKDW�

x LW�ZRXOG�EH�EHQHILFLDO�WR�KDYH�D�FRPSUHKHQVLYH�SUREOHP�SURILOH�WR�KHOS�
XQGHUVWDQG�WKH�QDWXUH�RI�VWDONLQJ�DQG�KDUDVVPHQW�LQ�WKH�DUHD�

x VRPHWLPHV��LQDSSURSULDWH�DFWLRQ�RU�QR�DFWLRQ�DW�DOO�ZDV�WDNHQ�LQ�UHVSRQVH�WR�
WKH�UHSRUWLQJ�RI�DOOHJDWLRQV�

x YLFWLP�FDUH�QHHGHG�WR�EH�LPSURYHG�LQ�WKH�FULPLQDO�MXVWLFH�V\VWHP��DQG

x FDVH�ILOH�TXDOLW\�ZDV�SRRU�

7KH�WKHPDWLF�UHSRUW�DOVR�FRQWDLQHG�VRPH�UHFRPPHQGDWLRQV�IRU�DOO�FKLHI�FRQVWDEOHV�

7KH�,QGHSHQGHQW�3ROLFH�&RPSODLQWV�&RPPLVVLRQ�PDGH�VL[�IXUWKHU�UHFRPPHQGDWLRQV�
WR�6XVVH[�3ROLFH�LQ�$SULO�������IROORZLQJ�WKH�GHDWK�RI�6KDQD�*ULFH�

7R�VDWLVI\�WKH�WHUPV�RI�WKH�FRPPLVVLRQ��WKH�LQVSHFWLRQ�ZLOO�PDNH�VXUH�WKHUH�LV�D�IRFXV�
RQ�WKH�SURJUHVV�PDGH�E\�6XVVH[�3ROLFH�RQ�DOO�WKH�DERYH�PDWWHUV�

7KH�VSHFLILF�DGGLWLRQDO�DUHDV�WKH�FRPPLVVLRQHU�KDV�DVNHG�WR�EH�DVVHVVHG�ZLOO�EH�
LQVSHFWHG�XVLQJ�WKH�PHWKRGV�GHVFULEHG�EHORZ�

)LHOGZRUN�PHWKRGRORJ\

7KH�LQVSHFWLRQ�ZLOO�EH�FDUULHG�RXW�LQ�WZR�GLVWLQFW�SKDVHV��

&DVH�ILOH�DVVHVVPHQWV

,QVSHFWLRQ�RIILFHUV�IURP�+0,&)56�ZLOO�H[DPLQH����FDVHV�UHODWHG�WR�VWDONLQJ�DQG�
KDUDVVPHQW�LQ�WKH�ZHHN�FRPPHQFLQJ����1RYHPEHU������

7KHVH�FDVHV�ZLOO�EH�VSOLW�DV�IROORZV�

x ���KDUDVVPHQW�LQFLGHQWV�

x ���VWDONLQJ�LQFLGHQWV�

x ILYH�PDOLFLRXV�FRPPXQLFDWLRQV�

x ILYH�EUHDFKHV�RI�UHVWUDLQLQJ�RUGHUV��DQG

x ILYH�KDUDVVPHQW�LQFLGHQWV�WKDW�KDYH�QRW�EHHQ�UHFRUGHG�DV�FULPHV�
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7KH�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV�ZLOO�EH�GLYLGHG�HTXDOO\�EHWZHHQ�WKRVH�ILQDOLVHG�
E\�D�FKDUJH��E\�RXWFRPH����DQG�E\�RXWFRPH������

7KH�FDVHV�ZLOO�EH�FKRVHQ�DW�UDQGRP�IURP�D�OLVW�WKDW�ZLOO�EH�VXSSOLHG�E\�WKH�IRUFH�DQG�
KDYH�EHHQ�ILQDOLVHG�LQ�WKH�VL[�PRQWKV�EHIRUH WKH�LQVSHFWLRQ�

7R�PDNH�VXUH�WKH�VDPSOH�FRQWDLQV�DV�ZLGH�D�UDQJH�RI�HOHPHQWV�DV�SRVVLEOH��FKRVHQ�
FDVHV�LQ�HDFK�FDWHJRU\�ZLOO�QRW�KDYH�D�GRPHVWLF DEXVH�IODJ�RQ�SROLFH�V\VWHPV��
&XUUHQW�GDWD�IURP�6XVVH[�3ROLFH�VXJJHVWV�WKDW�RQO\�RQH�WKLUG�RI�KDUDVVPHQW�DQG�
VWDONLQJ�FDVHV�DUH�IODJJHG�µ'$¶��VR�FDVHV�ZLOO�EH�VHOHFWHG�EDVHG�RQ�RQH�WKLUG�EHLQJ�
GRPHVWLF�DEXVH�UHODWHG�DQG�WZR�WKLUGV�EHLQJ�QRQ�GRPHVWLF�DEXVH�UHODWHG�

'XULQJ�WKH�FDVH�DVVHVVPHQW�SURFHVV��LI��LQ�WKH�YLHZ�RI�WKH�LQVSHFWRUV��DQ\�FDVHV�
UHTXLUH�UHPHGLDO�DFWLRQ�WR�SUHYHQW�KDUP�RU�SRWHQWLDO�KDUP�WR�WKH�YLFWLP�V��FRQFHUQHG��
WKH�UHOHYDQW�FDVHV�ZLOO�EH�EURXJKW�WR�WKH�DWWHQWLRQ�RI�WKH�IRUFH��ZLWK�DQ�H[SHFWDWLRQ�
WKDW�LW�ZLOO�SURYLGH�DQ�XSGDWH�DV�VRRQ�DV�SRVVLEOH�RQ�DQ\�DFWLRQ�WDNHQ�

$IWHU�WKH�FDVH�DVVHVVPHQW�SURFHVV��WKH�IRUFH�ZLOO�EH�SURYLGHG�ZLWK�D�OLVW�RI�WKH�FDVH�
UHIHUHQFH�QXPEHUV��WKH�RIILFHUV�ZKR�KDYH�GHDOW�ZLWK�WKH�FDVHV�DQG�WKH�VXSHUYLVRUV�
FRQFHUQHG��7KH�IRUFH�ZLOO�EH�DVNHG�WR�DVFHUWDLQ�ZKHWKHU�WKHVH�RIILFHUV�KDYH�EHHQ�
WUDLQHG�LQ�VWDONLQJ�DQG�KDUDVVPHQW��DQG�WKH�QDWXUH�RI�WKH�WUDLQLQJ��7KLV�LQIRUPDWLRQ�
ZLOO�EH�DQRQ\PLVHG�DQG�FRPSDUHG�DJDLQVW�WKH�MXGJPHQWV�IRU�WKH�FDVH�DQG��LQ�VR�
GRLQJ��ZLOO�HVWDEOLVK WKH�YDOXH�DQG�HIIHFWLYHQHVV�RI�WKH�WUDLQLQJ�SURYLVLRQ�

,Q�DGGLWLRQ��ZKHUH�SRVVLEOH��WKH�RIILFHUV�LQYROYHG�LQ�WKH�VDPSOHG�FDVHV�VKRXOG�EH�
DPRQJ�WKRVH�VHOHFWHG�E\�WKH�IRUFH�WR�WDNH�SDUW�LQ�IRFXV�JURXSV��DV�EHORZ�

7KH�IRUFH�DQG�WKH�FRPPLVVLRQHU�ZLOO�DOVR�EH�SURYLGHG�ZLWK�D�OLVW�RI�WKH�FDVHV�WKDW�
KDYH�EHHQ�DVVHVVHG�DQG�D�VXPPDU\�RI WKH�MXGJPHQWV�PDGH�DERXW�WKHP�

,Q�IRUFH�LQWHUYLHZV�DQG�IRFXV�JURXSV

7KLV�HOHPHQW�RI�WKH�ILHOGZRUN�LV�VFKHGXOHG�WR�WDNH�SODFH�LQ�WKH�ZHHN�EHJLQQLQJ����
'HFHPEHU������DQG�ZLOO�FRQVLVW�RI�LQWHUYLHZV�DQG�IRFXV�JURXSV��WR�LQFOXGH�

x DQ�LQWHUYLHZ�ZLWK�WKH�IRUFH�VWDONLQJ�DQG�KDUDVVPHQW�VWUDWHJLF�OHDG�

x DQ�LQWHUYLHZ�ZLWK�WKH�IRUFH�VWDONLQJ�DQG�KDUDVVPHQW�RSHUDWLRQDO�OHDG�
�LI�GLIIHUHQW��

x DQ�LQWHUYLHZ�ZLWK�WKH�IRUFH�FULPH�UHJLVWUDU�

x DQ�LQWHUYLHZ�ZLWK�ORFDO�VWDONLQJ�DQG�KDUDVVPHQW�VSHFLILF�YLFWLP�VXSSRUW�JURXSV�

�� 2XWFRPH����LV�XVHG�IRU�FDVHV�ILQDOLVHG�DV�VXVSHFW�LGHQWLILHG��EXW�YLFWLP�GRHV�QRW�ZLVK�WR�SURFHHG��
DQG�RXWFRPH����IRU�FDVHV�ILQDOLVHG��EXW�QR�VXVSHFW�LGHQWLILHG�

Page 120

Agenda Item 9
Appendix 1



��

x D�IRFXV�JURXS��RSHUDWLRQDO�IURQWOLQH���ZKHUH�SRVVLEOH�FRPSULVLQJ�RIILFHUV�
LGHQWLILHG�DV�GHDOLQJ�ZLWK�FDVHV�DVVHVVHG�DV�DERYH�

x D�IRFXV�JURXS��LQYHVWLJDWLYH�VSHFLDOLVWV�ZKR�GHDO�ZLWK�VWDONLQJ DQG�KDUDVVPHQW�
FDVHV���ZKHUH�SRVVLEOH�FRPSULVLQJ�RIILFHUV�LGHQWLILHG�DV�GHDOLQJ�ZLWK�FDVHV�
DVVHVVHG�DV�DERYH��DQG

x D�IRFXV�JURXS�RI�VWDONLQJ�DQG�KDUDVVPHQW�DPEDVVDGRUV�

)HHGEDFN

)HHGEDFN�ZLOO�EH�JLYHQ�WR�WKH�FRPPLVVLRQHU�DQG�WKH�IRUFH�VWUDWHJLF�OHDGV�RQ���
'HFHPEHU�������,W�LV�DQWLFLSDWHG�WKDW�WKLV�ZLOO�LQFOXGH�WKH�UHVXOWV�RI�WKH�FDVH�ILOH�
DVVHVVPHQWV�DV�DERYH��LQFOXGLQJ�WKH�ILQDO�MXGJPHQWV�DQG�UDWLRQDOHV�
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$QQH[�%�± ,QVSHFWLRQ�FULWHULD�DQG�LQGLFDWRUV

6XVVH[�3ROLFH�VWDONLQJ�DQG�KDUDVVPHQW�FULWHULD�DQG�LQGLFDWRUV

���7KHUH�DUH�HIIHFWLYH�VWUDWHJLHV�
DQG�SURFHVVHV�LQ�SODFH�DQG�VWURQJ�
OHDGHUVKLS�LV�GHPRQVWUDWHG�DW�IRUFH�
OHYHO�

����7KHUH�LV�HIIHFWLYH�VWUDWHJLF�OHDGHUVKLS�DW�
IRUFH�OHYHO�

����7KH�IRUFH�KDV�DQ�HIIHFWLYH�RSHUDWLRQDO�
OHDG�IRU�VWDONLQJ�DQG�KDUDVVPHQW�

����7KH�IRUFH�XQGHUVWDQGV�WKH�QDWXUH�DQG�
H[WHQW�RI�VWDONLQJ�DQG�KDUDVVPHQW�

����7KH�IRUFH�KDV�HIIHFWLYH�SDUWQHUVKLS�
DUUDQJHPHQWV�LQ�SODFH�

����7KH�IRUFH�KDV�HIIHFWLYH�SURFHVVHV�IRU�WKH�
DOORFDWLRQ�RI�LQYHVWLJDWLRQV�UHOHYDQW�WR�
VWDONLQJ�DQG�KDUDVVPHQW�FDVHV�

����7KH�IRUFH�KDV�DQ�XSGDWHG��HIIHFWLYH��
FOHDUO\�VWDWHG�SROLF\�RQ�VWDONLQJ�DQG�
KDUDVVPHQW�

����7KH�IRUFH�KDV�RYHUVLJKW�DQG�
SHUIRUPDQFH�PDQDJHPHQW�DUUDQJHPHQWV�LQ�
SODFH�IRU�VWDONLQJ�DQG�KDUDVVPHQW�

����7KH�IRUFH�SURYLGHV�HIIHFWLYH�WUDLQLQJ�WR�
RIILFHUV�ZKR�UHVSRQG�WR�DQG�LQYHVWLJDWH�
VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV�

����7KH�IRUFH�KDV�HIIHFWLYH�SODQQLQJ�LQ�SODFH�
WR�LGHQWLI\�DQG�PHHW�FXUUHQW�DQG�IXWXUH�
GHPDQG�IRU�GHDOLQJ�ZLWK�VWDONLQJ�DQG�
KDUDVVPHQW�

�����7KH�IRUFH�GHPRQVWUDWHV�WKDW�LW�VHHNV�WR�
LPSURYH�LWV�UHVSRQVH�WR�KDUDVVPHQW�DQG�
VWDONLQJ�E\�LPSOHPHQWLQJ�UHFRPPHQGDWLRQV�
IURP�UHOHYDQW�UHSRUWV��DXGLWV�DQG�
LQYHVWLJDWLRQV�
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���7KH�SROLFH�KDYH�D�JRRG�
XQGHUVWDQGLQJ�RI�VWDONLQJ�DQG�
KDUDVVPHQW��DQG�LGHQWLI\�UHSRUWV�
HIIHFWLYHO\��

����7KH�SROLFH�UHFRJQLVH�UHSRUWV�RI�VWDONLQJ�
DQG�KDUDVVPHQW��LQFOXGLQJ�RIIHQFHV�
FRPPLWWHG�YLD�GLJLWDO�PHDQV�

����7KH�SROLFH�UHFRJQLVH�WKH�OLNHO\�LPSDFW�RI�
VWDONLQJ�DQG�KDUDVVPHQW�RIIHQFHV�RQ�YLFWLPV��

����7KH�SROLFH�XQGHUVWDQG�WKH�OLQNV�EHWZHHQ�
VWDONLQJ�DQG�KDUDVVPHQW�DQG�GRPHVWLF�
DEXVH��DQG WKH�OLNHO\�ULVNV�WR�YLFWLPV�

����7KH�SROLFH�UHFRUG�VWDONLQJ�DQG�
KDUDVVPHQW�FULPHV�FRUUHFWO\�DQG�LQ�
DFFRUGDQFH�ZLWK�WKH�1DWLRQDO�&ULPH�
5HFRUGLQJ�6WDQGDUG�

���7KH�SROLFH�DVVHVV�DQG�PDQDJH�
WKH�ULVN�WR�YLFWLPV�IURP�RIIHQGHUV�
HIIHFWLYHO\�

����7KH�SROLFH�XVH�ULVN�DVVHVVPHQW�
VFUHHQLQJ�WRROV�HIIHFWLYHO\�WR�DVVHVV�ULVN�WR�
YLFWLPV�DQG�WKHLU�IDPLOLHV�

����7KH�SROLFH�FDQ�LGHQWLI\�DQG�KLJKOLJKW�
UHSHDW�YLFWLPV�DQG�UHSHDW�RIIHQGHUV�

����7KH�SROLFH�UHVSRQG�DSSURSULDWHO\�WR�
PDQDJH�ULVNV�IURP�RIIHQGHUV�WR�VWDONLQJ�DQG�
KDUDVVPHQW�YLFWLPV�

���9LFWLPV�UHFHLYH�DSSURSULDWH�FDUH�
DQG�VXSSRUW�IURP�DJHQFLHV�

����7KH�SROLFH�DUH�UHVSRQVLYH�WR�WKH�QHHGV�RI�
YLFWLPV�

����9LFWLPV�UHFHLYH�WKH�HQKDQFHG�
HQWLWOHPHQWV�RI�WKH�&RGH�RI�3UDFWLFH�IRU�
9LFWLPV�RI�&ULPH�

���3ROLFH�LQYHVWLJDWLRQV�DUH
FRQGXFWHG�HIIHFWLYHO\�

����3ROLFH�LQYHVWLJDWLRQV�DUH�WLPHO\�DQG�
WKRURXJK�

����,QYHVWLJDWLRQV�DUH�HIIHFWLYHO\�VXSHUYLVHG�

����'HFLVLRQV�DERXW�WKH�GLVSRVDO�RI�FDVHV�
DUH�DSSURSULDWH�DQG�WDNHQ�DW�WKH�ULJKW�OHYHO�
�L�H��SROLFH�&36��LQ�DFFRUGDQFH�ZLWK�
JXLGDQFH�SURWRFROV�

����9LFWLPV�DUH�QRWLILHG�RI�GHFLVLRQV�LQ�D�
WLPHO\�PDQQHU�WR�HQVXUH�WKH\�DUH�NHSW�VDIH��
HVSHFLDOO\�ZKHUH�WKHUH�LV�KLJKHU�ULVN�

Page 123

Agenda Item 9
Appendix 1



��

���7KH�SROLFH�ZRUN�ZLWK�SDUWQHUV�WR�
SURJUHVV�FDVHV�LQYROYLQJ�VWDONLQJ�
RU�KDUDVVPHQW�WR�FRXUW�HIIHFWLYHO\�

����3ROLFH�FDVH�ILOHV�DFFRUG�ZLWK�QDWLRQDO�ILOH�
VWDQGDUGV�

����7KH�1DWLRQDO�3ROLFH�&KLHIV¶�&RXQFLO���
&URZQ�3URVHFXWLRQ�6HUYLFH�SURWRFRO�LV�
HPEHGGHG�DQG�XVHG�HIIHFWLYHO\�

����7KH�QHHGV�RI�YLFWLPV�DQG�ZLWQHVVHV�DUH�
PHW�WKURXJKRXW�WKH�FULPLQDO�MXVWLFH�SURFHVV��

���3RVW�FRQYLFWLRQ��RIIHQGHUV�DUH�
PDQDJHG�DSSURSULDWHO\�WR�UHGXFH�
WKH�ULVN�RI�UHRIIHQGLQJ�

����6XLWDEOH�SURJUDPPHV�DUH�DYDLODEOH�IRU�
RIIHQGHUV�VHQWHQFHG�WR�VWDONLQJ�DQG�
KDUDVVPHQW�RIIHQFHV�
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$QQH[�&�± ([DPSOH�RI�VWDONLQJ�DPEDVVDGRU�HQWU\�RQ�
D�FULPH�UHSRUW�LQYHVWLJDWLRQ�ORJ

7KLV�PDWWHU�ZKLFK�LV�FULPH�WR�EH�KDUDVVPHQW�FOHDUO\�VKRZV�VLJQV�RI�EHLQJ�D�VHFWLRQ�
�$�VWDONLQJ�DQG�VKRXOG�EH�LQYHVWLJDWHG�DV�VXFK�

6WDONLQJ�LV�D�SDWWHUQ�RI�XQZDQWHG��IL[DWHG�DQG�REVHVVLYH�EHKDYLRXU�ZKLFK�LV�
LQWUXVLYH�DQG�FDXVHV�IHDU�RI�YLROHQFH�RU�VHULRXV�DODUP�RU�GLVWUHVV��,W�LQFOXGHV�
UHSHDWHG�DWWHPSWV�WR�LPSRVH�XQZDQWHG�FRPPXQLFDWLRQ�DQG�RU�FRQWDFWV�RQ�
DQRWKHU�LQ�D�PDQQHU�WKDW�FRXOG�EH�H[SHFWHG�WR�FDXVH�GLVWUHVV�DQG�RU�IHDU�LQ�DQ\�
UHDVRQDEOH�SHUVRQ�

'LUHFW EHKDYLRXUV�PD\�LQFOXGH�FDOOV��WH[WV��OHWWHUV��H�PDLOV��IROORZLQJ��ZDLWLQJ�IRU��
WXUQLQJ�XS��DSSURDFKLQJ��DFFRVWLQJ��VHQGLQJ�RU�OHDYLQJ�XQVROLFLWHG�JLIWV��PHVVDJHV�RQ�
VRFLDO�QHWZRUNLQJ�VLWHV��WKUHDWV�DQG�RU�YLROHQFH�

,QGLUHFW�EHKDYLRXUV�PD\�LQFOXGH�JUDIILWL��FDQFHOOLQJ�RUGHULQJ�JRRGV��PDNLQJ�JHWWLQJ�
RWKHUV�WR�PDNH�YH[DWLRXV�FRPSODLQWV��FRQWDFWLQJ�RWKHUV��HQWHULQJ�YLFWLP¶V�ZRUNSODFH�
RU�KRPH��F\EHUVWDONLQJ��WKUHDWV��SURSHUW\�YHKLFOH�GDPDJH��OHDYLQJ�GHDG�DQLPDOV�
DQG�YLROHQFH�

6HFWLRQ��$�LV�D�VXPPDU\�RQO\�RIIHQFH�KRZHYHU�6HFWLRQ��$�ZKLFK�LV�VWDONLQJ�LQYROYLQJ�
IHDU�RI�YLROHQFH�RU�VHULRXV�DODUP�RU�GLVWUHVV�ZKLFK�LPSDFWV�RQ�WKH�YLFWLP¶V�GD\�WR�
GD\�DFWLYLWLHV��:H�VKRXOG�DOZD\V�ORRN�WR�FKDUJH�VHFWLRQ��$�ZKLFK�FDUULHV�D����\HDU�
VHQWHQFH�DQG�DOVR�JLYHV�XV�DGGLWLRQDO�SRZHUV�RI�VHDUFK�IROORZLQJ�DUUHVW�

,QYHVWLJDWRUV�PXVW�FRQVLGHU�WKH�ULVN�RI�VHULRXV�KDUP�SRVHG�E\�WKH�VWDONHU��GHWDLOV�RI�
WKH�EHKDYLRXU�DUH�FUXFLDO�WR�WKLV�

7KLV�EHLQJ�DQ�H[�LQWLPDWH�FDVH�D�IXOO�'$6+�DVVHVVPHQW�DQG�WKH�6�'$6+�VKRXOG�
EH�FRPSOHWHG�

7KH�GLUHFW EHKDYLRXUV�ZH�KDYH�LQ�WKLV�FDVH�UHODWLQJ�WR�6XVVH[�DUH�

�� 8QZDQWHG�FRQWDFW

�� (PRWLRQDO�PDQLSXODWLRQ�

�� $WWHPSWLQJ�WR�ORFDWH

�� /RFDWHG�SODFH�RI�ZRUN

�� &RQWDFWHG�ZRUN�SXUSRUWLQJ�WR�EH�EURWKHU

�� 8QZDQWHG�FDVK�JLIWV�SDLG�LQWR�YLFWLP¶V�EDQN�DFFRXQW
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'LUHFW�EHKDYLRXUV�ZH�KDYH�UHODWLQJ�WR�HYHQWV�LQ�;;;;;�DUH�

�� &RQWUROOLQJ�DQG�FRKHVLYH�EHKDYLRXU�

�� $EXVH

�� )DOVH�VWDWHPHQW�PDGH�WR�YLFWLP¶V�HPSOR\HU

7KH�OLVW�LV�OLNHO\�WR�EH�IDU�PRUH�FRPSUHKHQVLYH�DQG�WKDW�ZLOO�QHHG�WR�EH�H[SORUHG�E\�
ZD\�RI�31'�DQG�IXUWKHU�PRUH�GHWDLOHG�VWDWHPHQW�IURP�YLFWLP�

%HLQJ�WKDW�ZH�DUH�QRZ�LQYHVWLJDWLQJ�D�VHFWLRQ��$�RIIHQFH�ZKLFK�LV�VXPPDU\�RQO\�ZH�
PD\�RQO\�EHLQJ�ORRNLQJ�WR�FKDUJH�WKH�PRUH�UHFHQW�FDXVHV�RI�FRQGXFW�EXW�WKH�KLVWRU\�
ZRXOG�EH�UHTXLUHG�

$FWLRQV�WR�EH�FRPSOHWHG�RU�FRQVLGHUHG�

%HOLHYH�WKH�YLFWLP�DQG�HQVXUH�WKH\�DUH�DZDUH�\RX�EHOLHYH�WKHP�

5HIHU�WKH�YLFWLP�WR�9HULWDV�DQG�VLJQSRVW�WR�SRUWDO�VXSSRUW�LI�QRW�DOUHDG\�FRPSOHWHG�

&ROOHFW�$//�DYDLODEOH�HYLGHQFH��6WDONHUV�ZLOO�LQYROYH�WKLUG�SDUWLHV�IRU�D�QXPEHU�RI�
UHDVRQV�LQFOXGLQJ�WR�XSVHW�WKH�YLFWLP��REWDLQ�LQIRUPDWLRQ��UHPRYH�SHUFHLYHG�
REVWDFOHV�DQG�RU�SXQLVK�WKRVH�SHUFHLYHG�DV�KHOSLQJ�RU�VKLHOGLQJ�WKH�YLFWLP�

:RUN�FROOHDJXHV�WKDW�DUH�DZDUH�RI�WKH�DERYH�RU�LQYROYHG�LQ�WKH�DERYH�GLUHFW�
EHKDYLRXUV�DUH�WR�EH�LQWHUYLHZHG�DQG�VWDWHPHQWV�WDNHQ��&RS\�RI�UHFRUGHG�SKRQH�FDOO�
PDGH�WR�YLFWLP¶V�SODFH�RI�ZRUN�WR�EH�REWDLQHG�

'LVFXVV�ZLWK�YLFWLP�LI�WKLV�LV�HIIHFWLQJ�KHU�KHDOWK�IRU�ZKLFK�VKH�LV�UHFHLYLQJ�PHGLFDO�
WUHDWPHQW��LI�VR�FRQVLGHU�VWDWHPHQW�IURP�*3�

)XUWKHU�VWDWHPHQW�WR�EH�WDNHQ�IURP�WKH�YLFWLP�WR�UHFRUG�LQ�GHWDLO�WKH VXEVWDQWLDO�
DGYHUVH�HIIHFW�RQ�XVXDO�GD\�WR�GD\�DFWLYLWLHV�DQG�WKH�YLFWLP¶V�SHUFHSWLRQ�RI�WKH�ULVN�RI�
KDUP��REWDLQ�PHGLFDO�FRQVHQW�³WKLV�LV�DOO�HYLGHQFH�´

936�FRPSOHWHG�EXW�FRQVLGHUDWLRQ�WR�EH�JLYHQ�WR�UHJXODUO\�XSGDWHV�

%XLOG�D�SURILOH�RI�WKH�VXVSHFW��FKHFN�IRU�DQ\�UHOHYDQW�KLVWRU\��FDXWLRQV��FRXUW�RUGHUV�
RU�3,1V�

(QVXUH�WKH�YLFWLP�LV�SDUW�RI�WKH�ULVN�PDQDJHPHQW�SODQ��(QVXUH�WKH\�DUH�DZDUH�RI�WKH�
��*ROGHQ�5XOHV�DQG�DUH�DGYLVHG�WR�NHHS�D�GLDU\�RI�DOO�VWDONLQJ�LQFLGHQWV�DQG�UHWDLQ�DOO�
PHVVDJHV��JLIWV�HWF�

'R�1RW

'R�QRW�DVN�WKH�YLFWLP�µZKDW�GR�\RX�ZDQW�XV�WR�GR"¶�<RX�ZRXOG�QRW�DVN�WKDW�IRU�D�*%+�

'R�QRW�WKLQN�LW�DQ\�OHVV�VHULRXV�EHFDXVH�QR�SK\VLFDO�YLROHQFH�
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'R�QRW�VXJJHVW�WKDW�WKH�YLFWLP�WDON�PHHW�ZLWK�WKH�VWDONHU�WR�UHVROYH�LVVXHV�

'R�QRW�WHOO�WKH�YLFWLP�WR�FKDQJH�WKHLU�SKRQH�QXPEHU��WKLV�ZLOO�QRW�VWRS�WKH�EHKDYLRXU��
7KH\�ZLOO�ILQG�RWKHU�PHDQV�RI�FRQWDFW�

'R�QRW�PHGLDWH�

)XUWKHU�UHYLHZ�WR�EH�FRPSOHWHG�RQFH�31'�UHVXOW�REWDLQHG�DQG�WKH�H[WHQW�RI�WKH�
RIIHQGLQJ�LQ�;;;;; REWDLQHG�
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$QQH[�'�± '$6+�DQG�6�'$6+�IRUPV

:H�VKRZ�RQ�SDJHV���±�� DQ H[DPSOH�RI�WKH�VLQJOH�FRPELQHG�DVVHVVPHQW�RI�ULVN�
IRUP��6&$5)��ZKLFK�WKH�SROLFH�XVH�IRU�GHDOLQJ�ZLWK�VWDONLQJ�DQG�KDUDVVPHQW�FDVHV�
7KLV�LQFOXGHV '$6+�DQG�6�'$6+�IRUPV� 7KH�6�'$6+�LV�FDOOHG�µ6WDONLQJ�TXHVWLRQV¶�
RQ�WKH�6&$5)�

'$6+�IRUPV�FRQWDLQ�LPSRUWDQW�TXHVWLRQV�WKDW�WKH�6�'$6+�GR�QRW�

6RPH�TXHVWLRQV RQ�WKH�'$6+�IRUP KHOS�SROLFH�WR�XQGHUVWDQG�WKH�HIIHFW�RI�WKH�
EHKDYLRXU�RQ�WKH�YLFWLP�

x :KDW�DUH�\RX�DIUDLG�RI"

x 'R�\RX�IHHO�LVRODWHG�IURP�IDPLO\�IULHQGV"

x $UH�\RX�IHHOLQJ�GHSUHVVHG�RU�KDYLQJ�VXLFLGDO�WKRXJKWV"

6RPH '$6+�TXHVWLRQV�KHOS�SROLFH�WR�XQGHUVWDQG�WKH�QDWXUH�DQG�VFDOH�RI�WKH�
UHSHWLWLRQ�DQG�HVFDODWLRQ�

x ,V�WKH�DEXVH�KDSSHQLQJ�PRUH�RIWHQ"

x ,V�WKH�DEXVH�JHWWLQJ�ZRUVH"

2WKHU�'$6+�TXHVWLRQV�KHOS�WKH SROLFH WR�XQGHUVWDQG�WKH�SHUSHWUDWRU�

x 'R�\RX�NQRZ�LI�WKH\�KDYH�HYHU�EHHQ�LQ�WURXEOH�ZLWK�WKH�SROLFH�RU�KDYH�D�
FULPLQDO�UHFRUG"

x ,V�WKHUH�LQWHOOLJHQFH�RQ�WKH�VXVSHFW"
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$QQH[�(�± $ERXW�WKH�GDWD

7KH�LQIRUPDWLRQ�SUHVHQWHG�LQ�WKLV�UHSRUW�FRPHV�IURP�D�UDQJH�RI�VRXUFHV��LQFOXGLQJ�
RIILFLDO�FULPH�VWDWLVWLFV��FDVH�ILOH�UHYLHZV��DQG�LQWHUYLHZV�DQG�IRFXV�JURXSV�ZLWK�
SROLFH�RIILFHUV�

6RXUFH 1RWHV�DERXW�WKH�GDWD�

3ROLFH�5HFRUGHG�&ULPH�DQG�2XWFRPHV 'DWD�RQ�WKH�YROXPH�RI�UHFRUGHG�VWDONLQJ�DQG�
KDUDVVPHQW��6	+��FULPHV�DQG�RXWFRPHV�LV�
SURYLGHG�E\�WKH�+RPH�2IILFH�IRU�(QJODQG�DQG�
:DOHV��$Q�DQQXDO�SHULRG��LQ�WKLV�UHSRUW��UXQV�
IURP�2FWREHU�WR�6HSWHPEHU��XQOHVV�RWKHUZLVH�
VWDWHG�

+0,&)56�FDVH�ILOH�UHYLHZV +0,&)56�FRPSOHWHG�DVVHVVPHQWV�RI����FDVH�
ILOHV�UHODWLQJ�WR�6	+�FULPHV�DQG�LQFLGHQWV�LQ�
6XVVH[�3ROLFH��7KH�FDVHV�FRPSULVHG����FULPHV�
DQG�ILYH�LQFLGHQWV�

+0,&)56�LQWHUYLHZV�DQG�IRFXV�JURXSV ,QVSHFWLRQ�RIILFHUV�FRQGXFWHG�RQH�WR�RQH�
LQWHUYLHZV�ZLWK�RIILFHUV�RI�GLIIHUHQW�UDQNV��
)RFXV�JURXSV�ZHUH�DOVR�KHOG�

+RPH�2IILFH�GDWD�RQ�YLFWLP�JHQGHU 'DWD�RQ�WKH�YROXPH�RI�6	+�FULPHV�DQG�
RXWFRPHV�GLVDJJUHJDWHG�E\�YLFWLP�JHQGHU�ZDV�
SURYLGHG�E\�WKH�+RPH�2IILFH�GDWD�KXE�IRU�
6XVVH[�3ROLFH��7KLV�LV�XQSXEOLVKHG�GDWD�

+RPH�2IILFH�GDWD�RQ�GRPHVWLF�DEXVH�
VWDONLQJ�DQG�KDUDVVPHQW�FULPHV

'DWD�RQ�WKH�YROXPH�RI�6	+�FULPHV�WKDW�
LQYROYHG�GRPHVWLF�DEXVH�ZDV�SURYLGHG�E\�
WKH�+RPH�2IILFH�GDWD�KXE�IRU�6XVVH[�3ROLFH��
7KH�DYHUDJH�QXPEHU�RI�VXFK�FULPHV�WKDW�ZHUH�
GRPHVWLF�DEXVH�UHODWHG�DFURVV�DOO�IRUFHV�LQ�
(QJODQG�DQG�:DOHV�ZDV�DOVR�SURYLGHG��7KLV�LV�
XQSXEOLVKHG�GDWD�
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PERFORMANCE & ACCOUNTABILITY MEETING        

 

DATE:  12 April 2019  

 

LOCATION: Office of the Sussex Police & Crime Commissioner, Sackville House, Lewes 

 

PRESENT: Police & Crime Commissioner – Katy Bourne (KB)  

Chief Executive Officer – Mark Streater (MS) 

Chief Constable – Giles York (GY) 

Deputy Chief Constable – Jo Shiner (JS) 

Executive Director of Commercial and Financial Services – Peter Gillett (PG) 

Digital Content Officer – Sammi Carwardine (webcasting) 

Senior Communications Manager – Mandy Jameson (observing) 

Head of Performance – Graham Kane (minutes) 

 

HMICFRS – HARASSMENT AND STALKING INSPECTION 

 

Last year, I commissioned Her Majesty’s Inspectorate of Constabulary and Fire 

& Rescue Service (HMICFRS) to undertake a thematic inspection into the 

Sussex Police response to stalking and harassment. The inspection report was 

published earlier this week. 

 

A. How have you reflected on the findings of the report? 

B. HMICFRS highlighted that whilst the Force is “increasingly accurate in the 

identification and recording of stalking offences” there were still many aspects 

of the recording process that were inadequate. How is this being addressed?  

C. HMICFRS were “disappointed” to understand that the Force does not make 

risk-assessments for stalking and harassment cases if they do not relate to 

domestic abuse. Are you concerned that the identification of risks and the 

safeguarding of victims might not be as consistent as they possibly could be?  

D. The report recognised that Sussex Police treat breaches of restraining orders 

in isolation and that there is little guidance to help officers to understand that 

breaches might be a continuation and escalation of the behaviour the order was 

originally imposed for. What are your thoughts on this?  

E. The report also found that Sussex Police did not use the ‘power of entry and 

search’ to gather evidence and build strong cases against perpetrators as often 

as they could. Are you concerned that previous stalking investigations may not 

have been as thorough, without the use of these powers?  

F. HMICFRS found that inconsistent processes for referring victims to the 

specialist stalking support service existed. Do you agree that opportunities to 

refer victims are potentially being missed and what is Sussex Police doing to 

increase the number of referrals made to this specialist service?  

G. The report identified a number of local and national causes of concern, 

recommendations and areas for improvement. What plans are in place to 

ensure that each of these is progressed within the prescribed timescales?  

H. Today is the last day of National Stalking Awareness Week 2019. What has 

Sussex Police done to raise awareness, empower and support victims to report 

these crimes as part of this campaign? 

 

GY reflected on the content of the report as “hard reading” in respect of the number of 

additional responsibilities that are placed on the Force and the changes that are still 

required by Sussex Police a year after HMICFRS published their previous report into the 

policing response to harassment and stalking.  

 

The Chief Constable reiterated the apologies made to victims of stalking and their 

families previously who have been let down by the Sussex Police response. The Force 

has learnt lessons from these past mistakes and is now in a much better position to 

understand and respond to reports of stalking offences. Sussex Police is actively seeking 

to recover service where victims are making further contact with the Force. 
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Sussex Police can also take some encouragement from the report in respect of the 

progress and improvements that have been made by the Force. This also provides an 

“incredibly useful benchmark” when compared with the performance of other police force 

areas in England and Wales. Sussex Police has already adopted some of the new 

material that has been produced by the College of Policing (CoP) in this area. GY will also 

ask for agenda item at a forthcoming National Police Chief’s Council (NPCC) meeting to 

emphasise the importance of all forces working towards the nationally identified 

priorities.  

 

It was highlighted that whilst a very different approach now exists across the Force, 

there are still a number of changes required. The Chief Constable and his senior team 

remain “absolutely committed” to continuing to improving the journey and experience of 

victims and to holding offenders to account for these behaviours and crimes.      

 

The HMICFRS report recognised that stalking and harassment crimes can be complex. 

This is because whilst there is a definition for harassment, there is no definition that 

exists for stalking. This makes it difficult to prove an offence has taken place in law and 

can be confusing for police officers and the Crown Prosecution Service (CPS). The Chief 

Constable confirmed that the accurate recording of these offences remains “critical” 

because this sets the baseline for how the Force will respond and the level of service the 

victim will receive. Further work is required to resolve some of the confusion in place 

around the Home Office recording rules for these offences.  

 

Another challenge for Sussex Police in the recording process is to understand exactly 

what has happened, particularly when the individuals concerned may have complex 

relationships, history and emotional connections. The investigating officers need to 

understand the circumstances around what has happened and seek clarity in the law 

before any decision can be taken as to whether to record an offence or not. The victims 

must always be placed at the heart of these recording decisions. 

 

The report recognised that whilst Sussex Police has made “several positive changes” to 

improve the policing response, the Force does not make risk-assessments for stalking 

and harassment cases if they do not relate to domestic abuse. This was identified as a 

“gap” by HMICFRS because Sussex Police does not make a judgement as to whether a 

case is low, medium or high risk, as part of their assessment. In an attempt to close this 

gap, the Force is proposing changes to an existing screening form and process to identify 

stalking behaviours, known as an S-DASH. This is being taken to the Vulnerability Board 

for a decision next week.  

 

The Chief Constable confirmed that breaches of restraining orders and/or injunctions are 

recognised to be a national issue in England and Wales. If the breach of an injunction is 

in line with the original behaviour, then it should be seen as a continuation of the 

stalking or harassment behaviour. If the breach of an injunction relates to something 

completely different, then it should be seen as an offence in isolation. It was also 

recognised that the Home Office guidance is confusing in this area because this states 

that the predominant offence is the breach and does not necessarily consider the full 

previous offending history. Sussex Police is seeking to influence and change this 

guidance. 

 

GY confirmed that whilst there are a number of powers of search available to police 

forces in England and Wales, the police need justification and grounds in order to carry 

out these searches, in the first instance, based on the individual circumstances of each 

case. The Force is currently revisiting the training that is provided to officers regarding 

these powers. 

 

 

 

 

Page 138

Agenda Item 9
Appendix 2



  12 April 2019 

3 

 

The Chief Constable stated that he did not recognise the inconsistent processes for 

referring victims to the specialist stalking support service, Veritas Justice, highlighted in 

the report. It was confirmed that every victim of crime in Sussex is referred to Victim 

Support, in the first instance, unless they confirm that they do not want this support. It 

was, however, reported that only one in 10 victims of stalking and harassment currently 

take up this offer of support. The Force is also introducing a new procedure into the risk 

assessment process to confirm that they have asked the question to the victim, together 

with recording the answer given, when someone is identified as being vulnerable. 

 

GY confirmed that each of the local recommendations highlighted in the report has been 

used to enhance the existing stalking and harassment improvement plan. These will be 

prioritised within the timescales set out by HMICRFS. Sussex Police will also work closely 

with the CoP and the NPCC to influence the national recommendations. 

 

The report recognised that 99% of Prevention officers had received the enhanced 

stalking training. The Chief Constable was reassured by this because these are the 

officers that will be responding to and investigating the vast majority of stalking and 

harassment offences. It was also emphasised that this training was delivered in 

partnership with other agencies from within the criminal justice system too, including the 

CPS and Probation, to give them a greater understanding of the complexities involved.  

 

Sussex Police supported the National Stalking Awareness Week which ran between 8 and 

12 April 2019 through positive engagement on social media. The Force encouraged 

individuals to report instances of stalking and harassment to the police as part of this 

campaign because this information and intelligence is required in order to provide an 

efficient and effective policing response. 
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CROSS-BORDER COOPERATION  

 

Criminals do not respect traditional borders and will often carry out their 

activities across multiple police force areas. 

 

A. How do police forces cooperate in respect of cross-border operations? 

B. Who retains overall control and accountability of the policing operations – 

both when Sussex Police is policing in neighbouring counties and, vice-versa, 

when neighbouring forces are policing in Sussex? 

C. Are there national guidelines and standards that all police force areas are 

trained to in order to ensure a consistent approach exists? 

D. How does interoperability improve the effectiveness of the cooperation 

between police force areas? 

 

JS confirmed that good and effective relationships exist between Sussex Police and the 

other four areas that border the county: Hampshire, Kent, Surrey and Thames Valley. It 

was emphasised that this cooperation also extends to police forces beyond the 

immediate borders of Sussex, throughout England and Wales.  

 

Sussex Police cooperate openly and fully with other police force areas through a 

nationally agreed structure to ensure that these relationships are as effective as 

possible. The Deputy Chief Constable confirmed that all police forces in England and 

Wales use the National Intelligence Model (NIM) to ensure that a consistent approach to 

sharing information exists.  

 

The Force also cooperates with other agencies that work across borders, including 

Neighbourhood Watch, to obtain, gather and share local intelligence. 

 

The control and overall accountability of a policing operation is determined on a case-by-

case basis, taking considerations into account about who is the best placed force to 

respond to a particular crime type, who has the appropriate resources available and who 

has the greatest likelihood of securing a detection or conviction. The best interests of the 

victim will always remain at the heart of any decision-making in this area. 

 

There is clear guidance and practice in place for any cross-border operations that involve 

the use of armed or offensive weapons. This Authorised Professional Practice (APP) is 

adhered to by all police forces in England and Wales and sets out who will manage and 

control an operation and make decisions regarding the tactics that are used.  

 

The Chief Constable of a geographic police force area will maintain overall control and 

ownership of a policing operation. For example, in respect of a road traffic pursuit, well 

rehearsed plans and procedures are in place to command those resources on the ground. 

This command and control structure will transfer to the relevant Chief Constable once 

the pursuit crosses a geographic border.  

 

The Joint Emergency Services Interoperability Principles (JESIP) set out the required 

skills to command and control major incidents, into the business of the emergency 

services and wider responders. It was emphasised that all police officers are trained to a 

set of national standards and regularly work together with other officers from different 

police force areas. Sussex Police also works with other emergency service providers, 

including the South East Coast Ambulance Service (SECAmb), East Sussex Fire & Rescue 

Service and West Sussex Fire & Rescue Service. Debriefs take place routinely after 

collaborative operations to ensure that the response provided is as efficient and effective 

as it can be. The JESIP seek to improve the effectiveness of the cooperation that exists 

between these emergency service providers. 
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POLICE USE OF PRE-CHARGE BAIL 

 

In April 2017, changes were made to pre-charge bail as part of the Policing and 

Crime Act 2017. The main change implemented was that there is now a 

presumption of release without bail, unless necessity criteria are met. 

 

A. What impact have these changes to pre-charge bail had on Sussex Police? 

B. For the benefit of the viewers, can you explain what it means to be ‘released 

under investigation’, what are the processes in place for managing individuals 

RUI and how are the safeguarding responsibilities satisfied for victims?  

C. How many individuals were RUI by Sussex Police in 2018 and has this 

increased the overall time taken pre-charge?   

D. What impact is the combination of greater disclosure demands, changes to 

pre-charge bail and those RUI having on partner agencies and the timeliness in 

which cases are taking to get to court?    

 

JS confirmed that Sussex Police made a number of changes to their practices following 

the legislative changes to pre-charge bail in April 2017. The Force assesses every case 

on its own merits and ensures that appropriate safeguarding arrangements are in place 

for victims before any individuals are released from police custody. The decisions about 

whether to release an individual under investigation, bail or bail with conditions are 

subject to well rehearsed procedures.   

 

The Deputy Chief Constable summarised the processes in place for managing those 

individuals RUI, whilst simultaneously safeguarding the victims. Following the initial 

arrest of an individual they are taken to police custody and the standard custody 

processes are explained to them before a decision is made about whether to release 

them under investigation or through bail.  

 

The specific nature of the offence, availability of any witnesses and the vulnerability of 

the victim are all safeguarding concerns that will be taken into consideration when 

making a decision about whether the necessity and proportionality criteria to bail an 

individual are met. If no concerns exist then an individual will be RUI but, where 

concerns do exist, bail will be imposed (either with or without conditions) in order to 

safeguard the victim and/or witnesses. 

 

It was highlighted that across 2018/19, 23,122 individuals were RUI – this equated to 

34%. This also compared favourably with the 33% of individuals RUI in 2017/18. This is 

in line with the performance demonstrated by other police force areas in England and 

Wales in respect of RUI. 

 

The changes to pre-charge bail have provided police officers with more opportunities and 

incentives to carry out enhanced investigations whilst individuals are still in police 

custody. The Deputy Chief Constable concluded that it is too early to confirm whether 

the legislative changes have had any impact on the time taken pre-charge. This area 

remains subject to ongoing work nationally.   

 

Sussex Police has maintained a consistent approach in terms of the time it takes to get 

cases to court in light of the greater disclosure demands, changes to pre-charge bail and 

those RUI. This is attributed to the enhancements that have been made to file quality, 

together with maximising the opportunities to improve the investigations, prior to 

individuals being charged.  

 

The Force has also noted improved levels of performance in some of the areas monitored 

by the CPS, particularly in respect of a greater number of guilty pleas being recorded. In 

particular, it was highlighted that guilty pleas at the first-hearing at the Magistrates’ 

Court equate to 75% of all cases and 46% for cases heard at the Crown Court. This has 

resulted in conviction rates increasing to more than 80% on further hearings at the 

Crown Court. 
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SUSSEX POLICE BUDGET 2018/19 

 

I provided a gross budget of £297m for policing in 2018/19. Whilst the 

majority of that budget was spent on employee costs, some £65m was planned 

to be invested in buildings and premises, transport, supplies and services and 

other costs.  

 

A. What was the forecast value of savings in 2018/19 and what were the key 

areas in which these were found?  

B. Sussex and Surrey Police have been collaborating for a number of years now 

with closely aligned teams, process and standards. What assurances can you 

provide that all costs and savings are appropriately shared between the two 

forces?  

C. Sussex Police has issued over 2,000 Mobile Data Terminals to officers using 

some of the best equipment available in the UK. What is the total cost of these 

MDTs and what financial and other benefits have been realised to date?  

D. How and where is Sussex Police making efficiencies on its premises and 

transport costs and what are the financial and other benefits of these? 

E. What investment has been or is planned to develop and maintain the 

financial skills of police officers and staff within the Force? 

 

PG confirmed that Sussex Police achieved budget savings of £11.9 million across 

2018/19. A total of £9.2 million of these savings were realised from changes that were 

made to the Local Policing Model in 2017/18 and the introduction of the Sussex Police 

Transformation Strategy 2018/22. The balance of these savings (£2.7 million) was 

achieved through efficiency savings relating to the Sussex Police estate and through 

collaborated services with Surrey Police. This has provided the Force with a positive 

position to build on in future years.   

 

Sussex Police and Surrey Police share a number of collaborated services. The costs for 

these services are generally split between the two force areas as follows: 55% Sussex 

and 45% Surrey. This approach has been externally validated. The significance of having 

effective governance arrangements in place to support this collaboration was highlighted. 

This includes the provision of formal Section 22 Agreements, signed by both Chief 

Constables and Police & Crime Commissioners, setting out the methodology for sharing 

these costs and ensuring that an appropriate level of legal cover exists. It was 

highlighted that the 55%/45% split will not be used where other more appropriate cost 

drivers exist, such as fleet. In this situation, the number of vehicles for both forces is 

known so any translatable costs are apportioned on this basis instead.   

 

PG explained that his role as Executive Director of Commercial and Financial Services 

sits across both police force areas and that he works closely with the Chief Finance 

Officer within the Office of the Sussex Police & Crime Commissioner and his counterpart 

in Surrey. A statement of the collaborated costs is produced, presented and reviewed on 

a regular basis at the Financial Planning and Performance Board. These collaborated 

costs are also formally reviewed and signed-off in the annual Statement of Accounts.  

 

It was recognised that the Force has provided more than 2,000 Mobile Data Terminals 

(MDTs) to all frontline police officers to ensure that they have access to the information 

they need as and when they need it. The total cost of leasing the MDT handsets is 

approximately £700,000 a year, together with a cost of £8,000 per month for operating 

the Pronto system – this is equivalent to £320 per device, per year. The use of MDTs has 

contributed towards estimated savings of at least 45 minutes per officer, per shift. The 

number of officers using these MDTs is continuing to increase. This improving trend is 

attributed to positive changes that have been made in respect of leadership, direction 

and culture. A commitment to drive forward further efficiency savings in this area was 

made including plans to look at associated products, such as provisions for taking 

biometric fingerprints on these devices. PG agreed to share some further information 

with KB about the use of MDTs in Sussex.   
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Sussex Police and Surrey Police operate a Joint Transport Service across both police 

force areas. It was highlighted that the Sussex Police vehicle fleet drives more than 13 

million miles a year to deliver policing services across the county. Both forces are 

currently in the process of installing and rolling out a telematics solution in each of their 

vehicles throughout 2019/20 to enable them to review more effectively where their 

vehicles are, how they are being used and understand driver behaviour better. The Force 

expects to make efficiency savings of at least 1p per mile, equating to savings of 

approximately £100,000 a year.  

 

The Joint Transport Service also has 60 electric vehicles, shared equally across both 

police force areas. The Force will soon be completing an evaluation process to 

understand the benefits these electric vehicles have demonstrated, both financially and 

operationally. These vehicles are expected to contribute savings of approximately 

£120,000 a year. The Force is currently in the process of trialling two hydrogen powered 

vehicles too. 

 

The Executive Director of Commercial and Financial Services confirmed that Sussex 

Police has embarked on a programme to install Light-Emitting Diode (LED) lighting 

across all premises and estate, together with the installation of solar panels and closer 

monitoring of CO2 consumption. This has contributed to reductions in heating bills by 

more than 8%, electricity bills by more the 12% and overall energy consumption by 

10% – this has resulted in combined savings of approximately £200,000 a year.  

 

In addition, the Force has looked at further opportunities to increase rental income 

where partners share buildings within the Sussex Police estate and through the sale of 

found property and from property confiscated by court orders. The Force is continuing to 

look at each of these areas to ascertain where further efficiency savings can be made to 

support further reinvestment in frontline police officers and staff.  

 

Sussex Police is continuously seeking to improve and develop the financial management 

skills of serving police officers and staff. It was emphasised that the Force is currently 

piloting a NPCC initiative to Achieve Finance Excellence in Policing to ensure that an 

appropriate level of skill, governance and structure exists across the organisation. A key 

element of this work involves a third-party Financial Management Capability Review by 

the Chartered Institute of Public Finance and Accountancy (CIPFA). The Force is also 

seeking to upskill further the Finance Business Partners through a formal qualification to 

improve their understanding of the strategic needs of the Force and to develop them as 

budget holders and future leaders. 

 

ACTION: PG agreed to share some further information with KB about the use of 

Mobile Data Terminals in Sussex.   
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CODE OF PRACTICE FOR VICTIMS OF CRIME 

 

The Code of Practice for Victims of Crime sets out a number of key entitlements 

that all victims of crime are entitled to.  

 

A. How does Sussex Police adhere to the Code of Practice for Victims of Crime?   

B. For the benefit of the viewers, can you explain what the process looks like 

for referring victims of crime to appropriate support services?  

C. How do police officers and staff keep victims of crime informed about police 

investigations, including whether a suspect has been arrested and charged and 

whether any bail conditions have been imposed? 

D. How do you monitor officer and staff compliance with these processes?  

E. Every victim has a right to make a Victim Personal Statement to explain how 

the crime has affected them. How do Sussex Police encourage victims to make 

these statements and how are they then used in the criminal justice process?   

 

GY confirmed that Sussex Police has automated systems and processes in place to meet 

the varied, individual and changing needs of victims of crime. This consistent approach 

involves the completion of standardised forms that then automatically trigger access to 

the services required by the victim, as appropriate.  

 

It was highlighted that the responsibility for providing support to victims of crime 

remains with the investigating police officer whilst the case progresses, up until the point 

that a suspect is formally charged. Every victim of crime in Sussex will also be asked 

whether they would be happy to be referred to Victim Support, the organisation 

responsible for supporting victims of crime in Sussex, in the first instance.  

 

The Chief Constable provided KB was assurances that each of the investigating officers 

within Sussex Police is aware of the Code of Practice and the key entitlements for victims 

of crime contained within it. It is the responsibility of the officer to explain the options 

available to the victim, to listen to their replies and to support these needs in the most 

appropriate way.  

 

This should include the creation of an individual victim contract, setting out the 

frequency of the updates required by the victim, the regularity that it will be refreshed 

and the frequency that it should be reviewed by a supervisor. The contract should set 

out the process for providing significant updates, including whether a suspect has been 

arrested and charged and whether any bail conditions have been imposed. It was also 

emphasised that there should be a maximum of 28 days between the updates provided 

by the officer to the victim.  

 

The Chief Constable is satisfied that routine supervision by first-line managers, together 

with dip-checking the satisfaction of victims, ensures that these processes are adhered 

to by all officers and staff. 

 

The responsibility for keeping a victim updated transfers to the Witness Care Unit (WCU) 

once a suspect has been charged. If a guilty plea is anticipated, the WCU will explain to 

the victim what the process is, what is required from them and the date of the trial. After 

the case has been to court, further contact with the victim will be made, updating them 

on the outcome. For not guilty pleas, the process will again be explained to victim, 

together with providing them with an opportunity to visit the court beforehand (if it is 

likely they will be called as a witness) and to establish whether any special measures are 

required. 

 

GY is confident that Sussex Police routinely offer victims of crime the opportunity to 

make a Victim Personal Statement (VPS), particularly once a case reaches court, to 

explain further how the crime has affected them. This includes the entitlement to read a 

VPS aloud or have it read aloud on your behalf, if a defendant is found guilty at court.   
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Sussex Police and Crime Panel

28 June 2019

Annual Report from the Host Authority

Report by The Clerk to Sussex Police and Crime Panel 

1. Background

1.1 The Panel incurred the costs below in respect of its operation in the period 1 
April 2018 to 31 March 2019. 

  £69,630 for administrative expenses.
 £1,899 for members’ expenses.

Total: £71,529

In line with the terms of the grant, the Host Authority (West Sussex County 
Council) submitted a claim for this amount in April 2019.

1.2 The Panel considers a summary of its operating costs every year, at its 
Annual Meeting. A breakdown of expenses can be found on the Panel’s 
webpage: www.westsussex.gov.uk/pcp. 

2. Discussion

2.1 The Panel met formally four times in 2018/19. 

2.2 At its Meeting in April 2018 the Panel scrutinised the Sussex Police 2018/22 
Transformation Strategy, and how Sussex Police were spending the 
additional spending approved by the Commissioner. Members were 
particularly interested in work to address issues commonly raised by 
residents - the visible policing presence, road safety and enforcement, and 
public confidence in reporting crimes, and whether the Commissioner was 
satisfied with progress. 

2.3 At its 2018 Annual Meeting, the Panel undertook its statutory duty to 
scrutinise the Commissioner’s Annual Report, under the four strands of the 
Police and Crime Plan. Members explored the flexibility inherent in the 
Medium Term Financial Strategy to accommodate, for example, increased 
demand from new housing. The work and limited-term nature of the 
Commissioner’s Youth Commission was considered, and its impact on Sussex 
Police’s policies and practices. The impact of cuts in funding to partners was 
also recognised as a concern, further highlighting the importance of 
partnership working. 
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2.4 The Panel received an update report on the Commissioner’s role in Sussex 
Police’s work to improve the BME and gender balance within the force. The 
Panel had originally looked into this issue after Home Office data ranked 
Sussex Police 35th of 43 for black and minority ethnic representation among 
forces in England and Wales. Significant effort had gone into addressing 
disparities, and there had been encouraging signs following a campaign in 
winter 2018, but it could not be yet said that the make-up of the workforce 
reflected that of the Sussex population.

2.5 The Panel worked with the Commissioner’s officers, in Working Group 
meetings, to consider development of the 2019/20 budget and precept. The 
Group shifted its focus somewhat from previous years and also examined 
how funds raised from previous precept increases had been spent, and the 
progress in implemented the associated plans/projects. 

Meetings were held in different locations within Sussex Police’s estate, to 
allow the Group to observe at first-hand how capital funds had previously 
been invested. At the Crawley Down Workshop the Group considered the 
efficiencies delivered through the Joint Transport Service and Investment 
Strategy. At the Training Facility at Kingstanding, the Group considered the 
benefits of investment in training, which included revenue-raising 
opportunities. 

The precept increase for 2018/19 had in the main been intended to fund the 
Transformation Strategy 2018/22, which aimed to recruit 800 new police 
officers by 2022. The Group looked in detail at the challenges this presented, 
the plans and resources put in place to address these, informed by a 
presentation by the Director of People Services for Sussex Police. Other 
issues the Group considered included:

 The Implementation of Force Management Statements
 Value for Money Profiles
 Income Generating Opportunities
 Assumptions underlying the Medium Term Financial Strategy
 The National Policing Grant Settlement
 Precept Consultation
 Precept Options

The Group made numerous comments to guide the Commissioner’s office in 
their decision-making. 

2.6 Informed by the Working Group’s final report, the Panel reviewed and 
supported the PCC’s proposed precept in February 2019, while stressing the 
significant concerns raised by residents across Sussex in respect of a visible 
policing presence and ongoing problems with the Contact Centre.

2.7 The chairmen and vice chairmen from Sussex, Surrey, Hampshire and 
Thames Valley Police and Crime Panels wrote jointly to their respective 
Commissioners to raise concerns about how their Panels could undertake 
their statutory scrutiny roles in respect of work being undertaken 
collaboratively by the four forces. 

2.8 New members of the Panel undertook a tour of Sussex Police’s Contact 
Centre in autumn 2018.

2.9 The Panel commissioned a new website, which does not present residents 
with the branding of the host authority. The website will “go live” once the 
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Panel has confirmed its membership for 2019/20 (under other items on this 
agenda).

Funding for 2019/2020 

2.10 The Home Office has confirmed that funding will remain unchanged for 
2019/20, comprising £53,300 for Panel administration costs, and up to 
£18,400 (20 x £920), available for members’ allowable expenses. The two 
sums are not ring-fenced. 

2.11 The funding will be paid in arrears, in six-monthly instalments. The PCP must 
publish details of all Panel expenditure, including administration costs and 
individual Panel member claims for expenses, on its website. Per para 1.2, 
the Panel has complied with this requirement.

2.12 It is anticipated that the staff costs of administering the Panel will be 
achieved within the envelope of funding provided by the Home Office for the 
forthcoming year. 

3. Resource Implications and Value for Money

3.1 The Constitution of Sussex Police and Crime Panel states that its total 
running costs shall be contained within the funding provided by the Home 
Office.

4. Risk Management Implications

4.1 None

5. Other Considerations – Equality – Crime Reduction – Human Rights 

5.1 Not applicable

Tony Kershaw
Clerk to Sussex Police and Crime Panel

Contact:

Ninesh Edwards 
(T) 0330 222 2542
(E) ninesh.edwards@westsussex.gov.uk
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