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New Zealand’s venture capital market is evolving rapidly as capital markets and 
associated professional service firms respond to the demand for private equity 
from businesses looking for capital and expertise to expand. The focus of this 
paper is on how the venture capital market in New Zealand is developing - the 
size, number and type of participants, the process of attracting and then 
selecting investments, expected returns, exit strategies possible gaps, and 
potential policy changes to assist the development of market. The paper is 
based on interviews with twenty market participants ranging from conventional 
venture capital firms to corporates with internal venture operations and 
professional service firms involved in the grooming of potential business 
opportunities. The market is still relatively immature and although there are 
currently gaps in the market they are by no means overwhelming. Furthermore, 
there is evidence that the market is segmenting and expanding to fill most of the 
obvious gaps, which tend to centre around information asymmetries. 
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([HFXWLYH�6XPPDU\�

��� 7KHUH� LV� D� ZLGHVSUHDG� SHUFHSWLRQ� WKDW� D� ODFN� RI� YHQWXUH� FDSLWDO� IRU� VPDOO�

EXVLQHVVHV� FRQVWUDLQV� WKHLU� JURZWK�� ZLWK� DGYHUVH� FRQVHTXHQFHV� IRU� WKH� ZLGHU�

HFRQRP\��

��� 1HZ�=HDODQG
V�EXVLQHVV�VHFWRU� LV�GRPLQDWHG�E\�VPDOO�EXVLQHVVHV�ZLWK�����RI�

DOO� HQWHUSULVHV� HPSOR\LQJ� IHZHU� WKDQ� ��� SHRSOH�� � 7KHUH� DOVR� DSSHDUV� WR� EH� D�

KLJK�EXVLQHVV�ELUWK�UDWH�ZLWK�VWDUW�XSV�LQ������HTXLYDOHQW�WR�������RI�DOO�VPDOO�

SULYDWH�QRQ�DJULFXOWXUDO�HQWHUSULVHV��

��� $OWKRXJK� WKH� KLJK� UDWH� RI� EXVLQHVV� VWDUW�XSV� SRLQWV� WR� D� SRWHQWLDOO\� VWURQJ�

GHPDQG�IRU�YHQWXUH�FDSLWDO��RXU�DVVHVVPHQW�LV�WKDW�SUREDEO\�IHZHU�WKDQ����RI�

DOO� VPDOO� DQG� PHGLXP� VL]HG� ILUPV� VHHN� VXFK� FDSLWDO�� � 7KH� PDMRULW\� RI� VPDOO�

EXVLQHVVHV� �HJ�� GDLULHV�� GR� QRW� VHHN� YHQWXUH� FDSLWDO� EHFDXVH� WKH\� QHLWKHU�

UHTXLUH� KLJK� ULVN� HTXLW\�� QRW� RIIHU� D� VXIILFLHQW� UHWXUQ� WR� HTXLW\� LQYHVWRUV���

*HQHUDOO\� WKH� VWURQJHVW� GHPDQG� FRPHV� IURP� QHZ� �DQG� DOPRVW� E\� GHILQLWLRQ��

VPDOO��FRPSDQLHV�ORRNLQJ�WR�GHYHORS�QHZ�SURGXFWV�DQG�PDUNHWV��ERWK�LQYROYLQJ�

KLJK� OHYHOV� RI� ULVN��� IRU� ZKLFK� WKH\� UHTXLUH� FDSLWDO� DV� ZHOO� DV� JRRG� VWUDWHJLF�

WKLQNLQJ� DQG� FRQWDFWV�� � &ULWLFDOO\�� VXFK� EXVLQHVVHV� SURYLGH� D� UHWXUQ� WKDW� LV�

FRPPHQVXUDWH�WR�WKH�ULVN�LQYROYHG�LQ�GHYHORSLQJ�WKHP��

��� $� JURZLQJ� QXPEHU� RI� ILUPV� DUH� DFWLYHO\� KHOSLQJ� VPDOO� EXVLQHVVHV� DQG�

HQWUHSUHQHXUV�VHFXUH�YHQWXUH�FDSLWDO���7KH�NH\�FRPSRQHQWV�RI�WKH�PDUNHW�DUH��

• 7KH�HQWUHSUHQHXUV�ZLWK�EXVLQHVV�SURSRVLWLRQV�ORRNLQJ�IRU�FDSLWDO��

• %XVLQHVV�DGYLVRUV��UDQJLQJ�IURP�LQGLYLGXDO�SUDFWLWLRQHUV�WR�ODUJH�SURIHVVLRQDO�

ILUPV�DQG�VWRFNEURNHUV��ZKR�ZRUN�ZLWK�HQWUHSUHQHXUV�WR�VHFXUH�FDSLWDO��

• 9HQWXUH� FDSLWDOLVWV�� LQFOXGLQJ� ZHDOWK\� LQGLYLGXDOV� WKURXJK� WR� ODUJH�

LQVWLWXWLRQDO�RU�FRUSRUDWH�IXQGV��VSHFLILFDOO\�RULHQWHG�WR�LQYHVWLQJ�LQ�EXVLQHVV�

YHQWXUHV��

• ([LW�RSWLRQV�ZKHWKHU�DQ�,32��RU�WUDGH�VDOH��

��� 7KH�VXSSO\�RI�FDSLWDO�KDV�LQFUHDVHG�VLJQLILFDQWO\�RYHU�WKH�SDVW�WKUHH�\HDUV�ZLWK�

WKH� HQWU\� RI� QHZ� OLVWHG� YHQWXUH� FDSLWDOLVWV�� ODUJH� LQVWLWXWLRQV�� EDQNV� DQG�

FRUSRUDWH� YHQWXUH� FDSLWDO� IXQGV�� � 7KH� HVWDEOLVKPHQW� RI� WKH� 6WRFN� ([FKDQJH
V�

1HZ�&DSLWDO�0DUNHW�KDV�DOVR�LQFUHDVHG�SRWHQWLDO�IXQGV�DYDLODEOH��

��� 7KHUH�LV�QR�FRQYLQFLQJ�VKRUWDJH�RI�KLJK�TXDOLW\�EXVLQHVV�SURSRVLWLRQV�WR�LQYHVW�

LQ�� �0RVW� YHQWXUH� FDSLWDO� ILUPV� DFNQRZOHGJH� �SHUKDSV�QRW� VXUSULVLQJO\�� D� KLJK�

OHYHO� RI� JRRG� TXDOLW\� LQTXLU\�� � ,Q� PDQ\� FDVHV� YHQWXUH� FDSLWDOLVWV� SURDFWLYHO\�

SXUVXH� SRWHQWLDO� GHDOV�� � 7KHUH� LV� VRPH� FRQFHUQ� WKDW� LQH[SHULHQFHG� YHQWXUH�

FDSLWDO� ILUPV�PD\� EH� FKDVLQJ� TXDQWLW\� UDWKHU� WKDQ� TXDOLW\�� LQ� WHUPV� RI� GHDOV���

7KLV� ZRXOG� QRW� EH� XQXVXDO� GXULQJ� D� SHULRG� RI� UDSLG� H[SDQVLRQ� LQ�D� FDSLWDO�

PDUNHW��

��� /HVV� WKDQ� ��� RI� LQLWLDO� LQTXLULHV� DW� PRVW� YHQWXUH� FDSLWDO� ILUPV� HYHQWXDOO\�

UHFHLYH� FDSLWDO�� �0RVW� ILUPV�KDYH�ZHOO�GHILQHG� DSSUDLVDO� SURFHVVHV�� � 7KH�PRVW�

FRPPRQ� UHDVRQV� IRU� UHMHFWLQJ� GHDOV� LV� WKDW� WKH\� DUH� DW� WKH� ZURQJ� VWDJH� RI�
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1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

EXVLQHVV� GHYHORSPHQW� �QRUPDOO\� WRR� HDUO\��� WKH� SURGXFW� RU� LGHD� LV� XQOLNHO\� WR�

VXFFHHG�LQ�WKH�SURSRVHG�PDUNHW��WKH\�ODFN�D�FUHGLEOH�EXVLQHVV�SODQ��RU�FDQQRW�

DJUHH� RQ� WKH� SURSRVHG� HTXLW\� DUUDQJHPHQWV�� � 3HUVRQDOLWLHV�� DV� ZHOO� DV� VNLOOV��

SOD\�D�GRPLQDQW�UROH�LQ�GHWHUPLQLQJ�GHDOV�²�WUXVW�LV�D�YLWDO�LQJUHGLHQW��

��� 9HQWXUH� FDSLWDO� ILUPV� DUH� JHQHUDOO\� DLPLQJ� IRU�� DQG� DFKLHYLQJ�� UHWXUQV� RI�

EHWZHHQ� ���� DQG� ���SD� IURP� WKHLU� SRUWIROLR�� � 9HQWXUH� FDSLWDOLVWV� GR� QRW�

H[SHFW� WR�PDNH� WKHVH� UHWXUQV�RQ�HDFK� LQYHVWPHQW�� EXW�XVH� LW� DV�D�KXUGOH� UDWH�

IRU� SURSRVLWLRQV�� � ,Q� UHDOLW\�� UHWXUQV� RQ� LQGLYLGXDO� LQYHVWPHQWV� UDQJH� IURP� D�

WRWDO�ORVV�WKURXJK�WR�PDQ\�WLPHV�WKH�RULJLQDO�VXP�LQYHVWHG���7KH�LPPDWXULW\�RI�

WKH�PDUNHW�PDNHV�LW�GLIILFXOW�WR�REWDLQ�UREXVW�LQYHVWPHQW�SHUIRUPDQFH�GDWD��

��� ([LW� VWUDWHJLHV� DUH� D� FHQWUDO� SDUW� RI� YLUWXDOO\� DOO� YHQWXUH� FDSLWDO� LQYHVWPHQWV���

+DYLQJ�D�GHWDLOHG�DQG�HIIHFWLYH�H[LW�SODQ�LV�UHJDUGHG�E\�PRVW�DV�IXQGDPHQWDO�WR�

UHDOLVLQJ� WKH� UHWXUQV� RQ� WKH� WLPH� DQG� FDSLWDO� WKDW� DUH� LQYHVWHG� LQ� EXVLQHVV�

YHQWXUHV���%XW�ZKHUH�WKHUH�LV�D�FOHDU�LQWHQW�WR�VHOO��YHQWXUH�FDSLWDOLVWV�DUH�OLDEOH�

WR� SD\� WD[� RQ� WKHLU� FDSLWDO� UHWXUQV�� � ,W� ZRXOG� HQFRXUDJH� YHQWXUH� FDSLWDO�

LQYHVWLQJ� LI� WKH�JRYHUQPHQW� UHPRYHG� WKH�DPELJXLW\� VXUURXQGLQJ� WKH� WUHDWPHQW�

RI�FDSLWDO�UHWXUQV�E\�PDNLQJ�LW�H[SOLFLW�WKDW�YHQWXUH�FDSLWDO�LQYHVWPHQWV�DUH�QRW�

VXEMHFW�WR�FDSLWDO�JDLQV�WD[�GHVSLWH�FOHDU�H[LW�LQWHQWLRQV��

���� 7KHUH�LV�QR�FOHDU�HYLGHQFH�WKDW�WKHUH�LV�HLWKHU�D�ODFN�RI�YHQWXUH�FDSLWDO�DYDLODEOH�

IRU�EXVLQHVVHV��QRU�D�VKRUWDJH�RI�JRRG�TXDOLW\�EXVLQHVV�SURSRVLWLRQV� WR� LQYHVW�

LQ�� � *DSV� DUH� PRVW� OLNHO\� WR� H[LVW� DURXQG� WKH� EXVLQHVV� VWDUW�XS� SRLQW�� ZKHUH�

LQIRUPDWLRQ� LV� GLIILFXOW� DQG� H[SHQVLYH� WR� ILQG� DQG� WKHUH� LV� D� KLJK� OHYHO� RI�

XQFHUWDLQW\� DERXW� TXDOLW\�� SHUIRUPDQFH� RI� WKH� SURGXFW� DV� ZHOO� DV� PDUNHW�

SURVSHFWV�� � ,I� WKHVH�JDSV�GR�H[LVW��WKH\�GR�QRW�QHFHVVDULO\�FRQVWLWXWH�D�PDUNHW�

IDLOXUH�� � 5DWKHU� WKH\� LQGLFDWH� WKH� GLIILFXOW\� LQ� WUDQVDFWLQJ� LQ� D� PDUNHW� ZKHUH�

LQIRUPDWLRQ�LV�FRVWO\��

���� 7KHUH�LV�VRPH�HYLGHQFH�RI�HQWUHSUHQHXUV�ODFNLQJ�WKH�WLPH��PRQH\�DQG�VNLOOV�WR�

SXW� WRJHWKHU� DQ� HIIHFWLYH� EXVLQHVV� SURSRVDO�� � 6RPH� YHQWXUH� FDSLWDOLVWV� DUJXH�

WKDW� LI� HQWUHSUHQHXUV� FDQQRW� ILJXUH� RXW� KRZ� WR� QHJRWLDWH� WKLV� ILUVW� KXUGOH� RI�

EXVLQHVV�� WKH\�PD\�QRW�KDYH� WKH�PHWWOH� WR�PDQDJH� WKH�PDQ\�RWKHU�FKDOOHQJHV�

WKH\�ZLOO�IDFH�LQ�EXLOGLQJ�WKHLU�EXVLQHVV��

���� 7KH�TXDOLW\�RI�GHFLVLRQ�PDNLQJ�DQG�DGYLVRU\�VHUYLFHV�ZLWKLQ�WKH�YHQWXUH�FDSLWDO�

PDUNHW�LV�FULWLFDO�WR�LWV�PHGLXP�WHUP�SHUIRUPDQFH���3ULYDWH�VHFWRU�DGYLVRUV�DQG�

LQYHVWRUV�KDYH�VWURQJ�LQFHQWLYHV�DV�ZHOO�DV� WKH�UHTXLVLWH�H[SHULHQFH� WR�SURYLGH�

KLJK�TXDOLW\� DGYLFH� DQG�PDNH�ZLVH� LQYHVWPHQW�GHFLVLRQV�� � $Q\� LQYROYHPHQW�E\�

WKH�JRYHUQPHQW�LQ�WKLV�PDUNHW�VKRXOG�LGHDOO\�EH�YLD�H[LVWLQJ�SOD\HUV�UDWKHU�WKDQ�

VWDQGDORQH�SXEOLF�DJHQFLHV��

���� $V� IRU� YHQWXUH� FDSLWDO� ILUPV� DQ� H[LW� VWUDWHJ\� VKRXOG� EH� D� SULRULW\� IRU� DQ\�

JRYHUQPHQW�SURJUDPPH�WR�DVVLVW�EXVLQHVV�GHYHORSPHQW�YLD�WKH�YHQWXUH�FDSLWDO�

PDUNHW�� � 7KH� PDUNHW� LV� PDWXULQJ� VWHDGLO\� ²� JDSV� DUH� EHLQJ� FORVHG� DQG� WKH�

PDUNHW� LV�VHJPHQWLQJ�WR�FDWHU� IRU�VSHFLILF�GHPDQGV�� �$OWKRXJK�WKLV�SURFHVV� LV�

VORZ�� WKH� LQFUHDVHG� QXPEHU� DQG� UDQJH� RI� EXVLQHVVHV� DFWLYH� LQ� WKH� YHQWXUH�

FDSLWDO�PDUNHW�RYHU� WKH�SDVW� ILYH� \HDUV�FRQILUPV� WKDW�SURJUHVV� LV�EHLQJ�PDGH���

,W� WHQGV� WR� EH� PRUH� GLIILFXOW� IRU� JRYHUQPHQWV� WR� ZLWKGUDZ� IURP� SURJUDPPHV�

WKDQ�WR�VWDUW�WKHP���7KH�PRUH�SHUPDQHQW�D�SURJUDPPH�LV�SHUFHLYHG�WR�EH��WKH�

PRUH�OLNHO\�LW�LV�WR�GLVWRUW�EXVLQHVV�EHKDYLRXU��
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1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

���� ,I�SURILWDEOH�SURMHFWV�DUH�EHLQJ� IRUHJRQH� LQ� WKH� YHQWXUH�FDSLWDO�PDUNHW� LW�PRVW�

SUREDEO\� UHODWHV� WR� LQIRUPDWLRQ�� � 'LIIHUHQFHV� LQ� WKH� TXDOLW\� DQG� GHSWK� RI�

LQIRUPDWLRQ� KHOG� E\� WKH� WZR� SDUWLHV� LQ� PRVW� YHQWXUH� FDSLWDO� GHDOV� FDQ� YDU\�

VLJQLILFDQWO\�� � 7KH� WLPH� DQG� FRVW� RI� DFKLHYLQJ� LQIRUPDWLRQ� V\PPHWU\� DQG�

WKHUHIRUH� DFKLHYLQJ� D� PXWXDOO\� DFFHSWDEOH� DJUHHPHQW� FDQ� EH� SURKLELWLYH� DQG�

WKHUHIRUH�QR�GHDO� LV� FRQVXPPDWHG�� � ,W� LV� GLIILFXOW� WR� FRQFOXGH� FRQILGHQWO\� WKDW�

VXFK�LPSDVVHV�FRQVWLWXWH�D�PDUNHW�IDLOXUH��

���� 7KH� ORJLFDO� SRLQW� IRU� WKH� JRYHUQPHQW� WR� LQWHUYHQH� ZRXOG� EH� WR� UHGXFH�

WUDQVDFWLRQ� FRVWV� IRU� SDUWLFLSDQWV�� � ,Q� WKH� ILUVW� LQVWDQFH�� WKLV� LV� SUREDEO\� EHVW�

DFKLHYHG� YLD� GLUHFW� DVVLVWDQFH� WR� WKRVH� DOUHDG\� LQYROYHG� LQ� JURRPLQJ� DQG�

PHQWRULQJ� SURVSHFWLYH� EXVLQHVVHV�� � 7KH� TXDOLW\� RI� WKLV� ZRUN� LV� FULWLFDO� DQG�

WKHUHIRUH� LV�EHVW� OHIW� LQ� WKH�KDQGV�RI� WKRVH�ZLWK� D� FOHDU� LQFHQWLYH� WR� FRPSOHWH�

WKH�WDVN�DFFXUDWHO\��SURPSWO\�DQG�VNLOIXOO\�²�JHQHUDOO\�SULYDWH�VHFWRU�EXVLQHVVHV�

DQG�LQGLYLGXDOV��

���� $� NH\� LVVXH� IRU� DQ\� LQWHUYHQWLRQ� LV� WR� DYRLG� GLVWRUWLQJ� WKH� LQFHQWLYHV� DQG�

GLVFLSOLQHV� WKDW� DUH� DOUHDG\� EHFRPLQJ� HVWDEOLVKHG� ZLWKLQ� WKH� YHQWXUH� FDSLWDO�

PDUNHW�� DQG� WR� DYRLG� GLVSODFLQJ� FXUUHQW� DQG� SRWHQWLDO� SOD\HUV�� � 7KLV� LV�

HVSHFLDOO\�LPSRUWDQW�LQ�D�PDUNHW�WKDW�KLVWRULFDOO\�KDV�EHHQ�TXLWH�IUDJLOH��

���� 1HZ�=HDODQG·V�YHQWXUH�FDSLWDO�PDUNHW� LV�PDWXULQJ�� �1RW� IDVW�HQRXJK� IRU� VRPH�

DQG�QRW�VRXQGO\�HQRXJK�IRU�RWKHUV���7KH�IXQGDPHQWDO�LVVXH�IRU�WKLV�PDUNHW�LV�WR�

EXLOG� FRQILGHQFH� DPRQJVW� LQYHVWRUV� DQG� HQWUHSUHQHXUV� WKDW� WKH�PDUNHW� ZLOO�

FRQWLQXH� WR� GHYHORS� HIIHFWLYHO\�� � 7KH� HPHUJHQFH� RI� ZHOO�PDQDJHG� DQG�

VXFFHVVIXO�SULYDWH�VHFWRU�YHQWXUH�FDSLWDO�EXVLQHVVHV�LV�DQ�LPSRUWDQW�HOHPHQW�LQ�

WKLV�SURFHVV���$Q\�JRYHUQPHQW�LQWHUYHQWLRQ�LQ�WKLV�PDUNHW�QHHGV�WR�EH�VHQVLWLYH�

WR� JHQHUDWLQJ� GLVWRUWLRQV� WKDW� FRXOG� XQGHUPLQH� FRQILGHQFH� LQ� WKH� YLJRXU� DQG�

VXVWDLQDELOLW\�RI�YHQWXUH�FDSLWDO�ILUPV��



�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

��� %DFNJURXQG�WR�WKLV�6WXG\�

���� 7KH�SHUFHLYHG�SUREOHP�

6PDOO�DQG�PHGLXP�VL]HG�EXVLQHVVHV�LQ�1HZ�=HDODQG�RIWHQ�FRPSODLQ�WKDW�WKH\�ILQG�LW�

GLIILFXOW� WR� VHFXUH� WKH� FDSLWDO� WKH\� UHTXLUH�� RQ� VXLWDEOH� WHUPV�� WR� XQGHUSLQ� WKHLU�

GHYHORSPHQW� DQG� H[SDQVLRQ�� � 7KH� SUHVHQFH� RI� VXFK� FDSLWDO� FRQVWUDLQWV� ZRXOG�

UHSUHVHQW� D� VHULRXV� KDQGLFDS� WR� WKH� SHUIRUPDQFH� RI� WKH� 1HZ� =HDODQG� HFRQRP\���

$IWHU�DQ�LQLWLDO�HVWDEOLVKPHQW�SHULRG��VRPH�RI�WKH�PRVW�UDSLG�JURZWK�LQ�ILUPV�RFFXUV�

DW�WKH�HDUO\�VWDJHV�RI�WKHLU�GHYHORSPHQW��

)URP� WKH� SRLQW� RI� YLHZ� RI� PDQ\� EXGGLQJ� EXVLQHVVHV�� WKH� SUREOHP� FHQWUHV� RQ� WKH�

UHOXFWDQFH�RI�EDQNV�DQG�YHQWXUH�FDSLWDO�ILUPV�WR�EDFN�EXVLQHVV�LGHDV��VWDUW�XSV�DQG�

H[SDQVLRQV�� � ,Q�FRQWUDVW�� LQYHVWRUV�SHUFHLYH� WKH�SUREOHP�DV�EHLQJ�D�ZHDN�VXSSO\�RI�

JHQXLQHO\�JRRG�EXVLQHVV�SURSRVLWLRQV�WR�EDFN��

:KDW�LV�FOHDU��LV�WKDW�WKHUH�LV�RQO\�D�ZHDN�FRQVHQVXV�RQ�ZKDW�WKH�UHDO�SUREOHP�LV��

• ,V�WKH�PDUNHW�IDLOLQJ�WR�EHKDYH�UDWLRQDOO\"�

• 'R�ILUPV�KDYH�XQUHDOLVWLF�H[SHFWDWLRQV�RI�WKHLU�YDOXH�WR�SRWHQWLDO�LQYHVWRUV"�

• $UH� WKHUH�VLJQLILFDQW� LQIRUPDWLRQ�JDSV� WKDW�EOXQW� WKH�HIIHFWLYH� IXQFWLRQLQJ�RI� WKH�

PDUNHW�IRU�EXVLQHVV�ILQDQFH"��

7KHVH�DUH� LPSRUWDQW� LVVXHV�WR�FRQVLGHU�EHIRUH�GHFLGLQJ�KRZ�WR�DGGUHVV�ZKDW�PLJKW�

EH�D�PDMRU� LPSHGLPHQW�WR�EXVLQHVV�GHYHORSPHQW�DQG�WKH�SHUIRUPDQFH�RI� WKH�ZLGHU�

HFRQRP\��

7KH�JRYHUQPHQW�PD\�EH�DEOH�WR�SOD\�D�XVHIXO�UROH�LQ�UHVROYLQJ�VRPH�VKRUWFRPLQJV�LQ�

WKH�EXVLQHVV� ILQDQFLQJ�PDUNHW�DQG� LW�KDV�FRPPLVVLRQHG�WKLV�VWXG\� WR�KHOS� LPSURYH�

LWV�XQGHUVWDQGLQJ�RI�WKH�YHQWXUH�FDSLWDO�PDUNHW��

���� 2EMHFWLYHV�RI�WKLV�VWXG\�

,Q�WKLV�VWXG\�ZH�IRFXV�RQ�DUHDV�LQFOXGLQJ��

��� 7KH� PDLQ� FKDUDFWHULVWLFV� RI� 1HZ� =HDODQG
V� EXVLQHVV� VHFWRU� UHOHYDQW� WR� WKH�

YHQWXUH�FDSLWDO�PDUNHW��

��� 7KH�VL]H�DQG�VFRSH�RI�WKH�YHQWXUH�FDSLWDO�PDUNHW��

��� 3RVVLEOH� JDSV�� LQ� WHUPV� RI� VFDOH� DQG� VFRSH�� LQ�1HZ�=HDODQG·V� YHQWXUH� FDSLWDO�

PDUNHW��

��� 7KH�QDWXUH�RI�WKH�GHDO�IORZ��

��� (YLGHQFH�RI�QRUPDO�FDSLWDO�UDWLRQLQJ�DQG�RU�PDUNHW�IDLOXUH��

��� ,QLWLDWLYHV�WKH�JRYHUQPHQW�FRXOG�WDNH�WR�LPSURYH�GHVLUHG�RXWFRPHV��



%DFNJURXQG�WR�WKLV�6WXG\�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

7KH�0LQLVWU\�RI�&RPPHUFH��QRZ�0LQLVWU\�RI�(FRQRPLF�'HYHORSPHQW��KDV�XQGHUWDNHQ�

DQ�DQQXDO� VXUYH\�RI� WKH� YHQWXUH�FDSLWDO�PDUNHW� LQ�1HZ�=HDODQG�� �7KHLU� ´6RXUFHV�RI�

FDSLWDO� DYDLODEOH� WR� VPDOO� DQG�PHGLXP� VL]H� ILUPVµ� UHSRUWV� SURYLGH� D� OLVW� RI� NQRZQ�

YHQWXUH�FDSLWDO�ILUPV�DQG�GHWDLOV�RI�WKH�ILUPV
�FDSLWDO�DQG�LQYHVWPHQW�VWUDWHJ\���7KH\�

KDYH�DOVR�FDUULHG�RXW�D�VWXG\�ORRNLQJ�DW�DFFHVV�WR�FDSLWDO�IRU�VPDOO�DQG�PHGLXP�VL]H�

ILUPV��60(V�����7KHVH�UHSRUWV�DUH�XVHIXO�EDFNJURXQG�WR�D�PRUH�GHWDLOHG�ORRN�DW�1HZ�

=HDODQG·V�YHQWXUH�FDSLWDO�PDUNHW��

7KH�FHQWUDO�DLP�RI�WKLV�VWXG\� LV�WR�H[SDQG�RXU�XQGHUVWDQGLQJ�RI�WKH�YHQWXUH�FDSLWDO�

VHFWRU�SDUWLFXODUO\�LWV�VL]H��VFRSH��SURFHVVHV��JDSV��HWF��DV�D�YDOXDEOH�LQSXW�WR�SROLF\�

GHOLEHUDWLRQV��

���� :KDW�LV�YHQWXUH�FDSLWDO"�

9HQWXUH� FDSLWDO� LV� D� VXEVHW� RI� WKH� EURDG� FDSLWDO� PDUNHW�� ZKLFK� HQFRPSDVVHV� DOO�

VRXUFHV�RI�ILQDQFH�WKDW�DUH�UHTXLUHG�WR�FRQGXFW�EXVLQHVV���$UJXDEO\�DOO�HTXLW\�FDSLWDO�

LV� D� IRUP� RI� YHQWXUH� FDSLWDO� LQ� WKH� VHQVH� WKDW� LW� LV� ULVN� FDSLWDO�� WKRXJK� FOHDUO\� WKH�

DPRXQW�RI�ULVN�YDULHV�FRQVLGHUDEO\�WKURXJKRXW�WKH�HTXLW\�PDUNHW��

:KDW�JHQHUDOO\�VHWV�YHQWXUH�FDSLWDO�DSDUW�IURP�HTXLW\�FDSLWDO�DV�D�ZKROH"�

• ,W�WHQGV�WR�EH�UHODWLYHO\�LOOLTXLG�DQG�KHQFH�WKH�WHUP�SDWLHQW�FDSLWDO��

• ,W�LV�PRUH�DFWLYH��RU�KDQGV�RQ��FDSLWDO�WKDQ�HTXLW\�JHQHUDOO\�²�YHQWXUH�FDSLWDOLVWV�

WDNH� PRUH� WKDQ� D� SDVVLQJ� LQWHUHVW� LQ� WKH� EXVLQHVV� DQG� DUH� H[SHFWHG� WR� RIIHU�

PRUH�WKDQ�VLPSO\�PRQH\��

• ,W�LV�DFFRPSDQLHG�E\�D�FOHDU�H[LW�VWUDWHJ\��UHIOHFWLQJ�WKH�UHODWLYH�LOOLTXLGLW\�RI�WKH�

FDSLWDO�LQYHVWPHQWV�XQGHUWDNHQ��

• ,W� LV� DQ� LQYHVWPHQW� LQ� UHDO� DQG� LQWDQJLEOH� DVVHWV�²� D� EXVLQHVV� ²� UDWKHU� WKDQ� D�

ILQDQFLDO�DVVHW�RU�LQVWUXPHQW�VXFK�DV�D�UHDGLO\�WUDGDEOH�VKDUH��

$V�FRPSDQLHV�JURZ�DQG�PDWXUH�WKH\�DUH�PRUH�OLNHO\�WR�DFFHVV�SXEOLF�HTXLW\�PDUNHWV�

DQG� FRQYHQWLRQDO� GHEW�PDUNHWV�� KLJKOLJKWLQJ� WKH� IDFW� WKDW� YHQWXUH� FDSLWDO� LV� VLPSO\�

WKH� KLJK� ULVN�� KLJK� UHWXUQ� FRPSRQHQW� RI� WKH� FDSLWDO� PDUNHW� ZLWK� D� IHZ� VSHFLILF�

FKDUDFWHULVWLFV��

���� 7KH�DSSURDFK�

7KH�DSSURDFK�ZH�KDYH�WDNHQ�WR�PHHW�WKH�REMHFWLYHV�RI�WKLV�VWXG\�LV�WR�FRQGXFW�ERWK�

GHVN�EDVHG� UHVHDUFK� DQG� D� VHULHV� RI� LQWHUYLHZV� ZLWK� SDUWLFLSDQWV� LQ� WKH� YHQWXUH�

FDSLWDO�PDUNHW�� �:H�KDYH�FDUULHG�RXW���� LQ�GHSWK� IDFH�WR�IDFH� LQWHUYLHZV�DQG�VHYHQ�

WHOHSKRQH� LQWHUYLHZV�� � *HQHUDOO\� LQWHUYLHZV� KDYH� EHHQ� FRQGXFWHG� XVLQJ� RQH� RI� WZR�

JXLGHV� WKDW� DUH� DWWDFKHG� DV� $SSHQGL[�,,� WR� WKLV� UHSRUW�� � +RZHYHU�� LQ� SUDFWLFH� WKH�

SHRSOH��RUJDQLVDWLRQV�ZHUH�RIWHQ�TXLWH�GLIIHUHQW�DQG�WKHUHIRUH�DGKHULQJ�VWULFWO\�WR�D�

VHW� RI� TXHVWLRQV� ZRXOG� KDYH� GHIHDWHG� RQH� RI� WKH�PDLQ� SXUSRVHV� RI� WKH� VWXG\�²� WR�

JDLQ�D�EHWWHU�LGHD�RI�WKH�VFRSH�RI�WKH�YHQWXUH�FDSLWDO�PDUNHW��

��������������������������������������������

�� )LQDQFH�6FRSLQJ�5HSRUW��-DVRQ�/HXQJ�:DL��0LQLVWU\�RI�&RPPHUFH��'HFHPEHU�������



%DFNJURXQG�WR�WKLV�6WXG\�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

7KH�PDWHULDO� IURP�WKH� LQWHUYLHZV�KDV�EHHQ�XVHG� WR�VKDSH� WKH�FRPPHQWV� WKDW�PDNH�

XS� WKH� EXON� RI� WKLV� UHSRUW�� � :KHUH� WKHUH� DUH� VSHFLILF� SRLQWV� IURP� LQWHUYLHZV� WKDW�

KLJKOLJKW��FRQILUP�RU�FRQWUDGLFW�RXU�REVHUYDWLRQV�ZH�KDYH�QRWHG�WKHP�LQ�WKH�IRUP�RI�

LQGHQWHG� WH[W� DQG� XVLQJ� D� VOLJKWO\� VPDOOHU� IRQW�� � 7KHVH� SLHFHV� RI� WH[W� DUH� QRW� WKH�

SUHFLVH�ZRUGV� XVHG�E\� LQWHUYLHZHHV� DQG�ZH� KDYH� WULHG� WR� HQVXUH� DQRQ\PLW\�� �0RVW�

DUH� EDVHG� RQ� FRPPHQWV� IURP� MXVW� RQH� RU� WZR� SHRSOH� DQG� FDQQRW� EH� UHJDUGHG� DV�

UHSUHVHQWDWLYH�� � 1RQHWKHOHVV�� WKH\� DUH� PDGH� E\� VRPH� RI� WKH� PRVW� VHQLRU� DQG�

H[SHULHQFHG� H[HFXWLYHV� ZLWKLQ� WKH� YHQWXUH� FDSLWDO� PDUNHW� DQG� LQ� RXU� YLHZ� SURYLGH�

YDOXDEOH� LQVLJKWV�� � ,Q�VRPH�FDVHV�ZH�KDYH�XVHG�FRPPHQWV� WKDW�VKRZ�WKH�VSUHDG�RI�

RSLQLRQ�LQ�WKH�PDUNHW�DERXW�ZKHUH�SRWHQWLDO�FRQVWUDLQWV�UHDOO\�OLH��

���� 2XWOLQH�RI�UHSRUW�

7KH�FRUH�VHFWLRQV�RI�WKLV�UHSRUW�DUH��

• $Q� DQDO\VLV� RI� WKH� EXVLQHVV� VHFWRU� LQ� 1HZ� =HDODQG� KLJKOLJKWLQJ� WKH� SDUWLFXODU�

FKDUDFWHULVWLFV� WKDW� KDYH� UDPLILFDWLRQV� IRU� FDSLWDO�PDUNHWV� DQG� SDUWLFXODUO\� WKH�

YHQWXUH�FDSLWDO�PDUNHW�²�&KDSWHU����

• $Q� RXWOLQH� RI� WKH� YHQWXUH� FDSLWDO� PDUNHW�²� LWV� VWUXFWXUH�� WKH� SDUWLFLSDQWV�� DQG�

VL]H�²�&KDSWHU����

• $� GLVFXVVLRQ� RI� ZKDW� FRQVWLWXWHV� PDUNHW� IDLOXUH� DQG� WKH� HYLGHQFH� DQG�

FKDUDFWHULVWLFV� RI� VXFK� IDLOXUH� ZLWKLQ� 1HZ� =HDODQG·V� YHQWXUH� FDSLWDO� PDUNHW� ²�

&KDSWHU����

• $�UHYLHZ�RI�WKH�SROLF\� LVVXHV�WKDW�DULVH� IURP�WKLV�VWXG\�DQG�VRPH�FRPPHQWV�RQ�

ZKDW�LQLWLDWLYHV�PLJKW�EH�FRQVLGHUHG�WR�IXUWKHU�HQKDQFH�WKH�HIIHFWLYHQHVV�RI�WKLV�

LPSRUWDQW�SDUW�RI�WKH�FDSLWDO�PDUNHW�²�&KDSWHU����



�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

��� 6WUXFWXUH�RI�%XVLQHVV�LQ�1HZ�=HDODQG�

1HZ� =HDODQG� LV� D� VPDOO� HFRQRP\�ZKHUH� EXVLQHVV� LV� FRQGXFWHG� RQ� D� VPDOO� VFDOH�²�

���� RI� HQWHUSULVHV� HPSOR\� ��� RU� IHZHU� IXOO� WLPH� VWDII� ²� VPDOO� DQG� PHGLXP�

HQWHUSULVHV� �60(V��� � ���� RI� HQWHUSULVHV� HPSOR\� ILYH� RU� IHZHU� SHRSOH� ²� VPDOO�

HQWHUSULVHV��

60(V� GRPLQDWH� WKH� 1HZ� =HDODQG� EXVLQHVV� VHFWRU� WR� D� GHJUHH� QRW� IRXQG� LQ� PRVW�

RWKHU�FRXQWULHV�� � ,Q�$XVWUDOLD�����RI�HQWHUSULVHV�HPSOR\����RU� IHZHU�SHRSOH� ������

GDWD��� FRPSDUHG� WR� ���� LQ� 1HZ� =HDODQG� LQ� ����� ����� LQ� ������� VHH� GHWDLOV� LQ�

)LJXUH�����EHORZ��

)LJXUH�����°�6L]H�'LVWULEXWLRQ�RI�0DQXIDFWXULQJ�,QGXVWU\��

� 3HUFHQWDJH�RI�(QWHUSULVHV���

(VWDEOLVKPHQWV�

3HUFHQWDJH�RI�(PSOR\PHQW�

� (QWHUSULVH�6L]H��)7(V�� (QWHUSULVH�6L]H��)7(V��

&RXQWU\� <HDU� ����� ������

����

���� ����� ����� ������

����

���� �����

$XVWUDOLD� ����� ����� ����� ���� ���� ����� ����� ����� �����

$XVWULD� ����� ����� ����� ����� ���� ���� ����� ����� �����

&DQDGD� ����� ����� ����� ����� ���� ���� ����� ����� �����

&]HFK�5HSXEOLF� ����� ����� ���� ���� ���� ����� ����� ����� �����

*HUPDQ\� ����� ����� ����� ���� ���� ����� ����� ����� �����

*UHHFH� ����� ����� ����� ���� ���� ����� ����� ����� �����

,WDO\� ����� ����� ���� ���� ���� ����� ����� ����� �����

-DSDQ� ����� ����� ����� ���� ���� ����� ����� ����� �����

.RUHD� ����� ����� ����� ���� ���� ����� ����� ����� �����

/X[HPERXUJ� ����� ����� ����� ���� ���� ����� ����� ����� �����

0H[LFR� ����� ����� ����� ���� ���� ����� ����� ����� �����

1HWKHUODQGV� ����� ����� ����� ���� ���� ����� ����� ����� �����

1HZ�=HDODQG� ����� ����� ���� ���� ���� ����� ����� ����� �����

1RUZD\� ����� ����� ����� ���� ���� ���� ����� ����� �����

3RUWXJDO� ����� ����� ����� ���� ���� ����� ����� ����� �����

6ZHGHQ� ����� ����� ����� ����� ���� ���� ����� ����� �����

6ZLW]HUODQG� ����� ����� ����� ���� ���� ����� ����� ����� �����

7XUNH\� ����� ����� ����� ����� ���� ���� ����� ����� �����

8QLWHG�.LQJGRP� ����� ����� ����� ���� ���� ����� ����� ����� �����

8QLWHG�6WDWHV� ����� ����� ����� ���� ���� ���� ����� ����� �����

$YHUDJH� ����� ����� ���� ���� ����� ����� ����� �����

127(�� 6WDWLVWLFDO�XQLW�²�HVWDEOLVKPHQW�H[FHSW�IRU�WKH�8QLWHG�6WDWHV��1HZ�=HDODQG��&]HFK�5HSXEOLF��

,WDO\��/X[HPERXUJ��3RUWXJDO��HQWHUSULVHV����6L]H�FODVVHV�GLIIHU���&DQDGD��1HZ�=H DODQG��������

0H[LFR����������������1RUZD\������������������������������&]HFK�5HSXEOLF��� ������������

��������������������������������������������

�� 0LQLVWU\�RI�&RPPHUFH��60(V�LQ�1HZ�=HDODQG��6WUXFWXUH�DQG�'\QDPLFV��-DQ�������7DEOH�����
S����



6WUXFWXUH�RI�%XVLQHVV�LQ�1HZ�=HDODQG�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

1RW� VXUSULVLQJO\� PRVW� EXVLQHVV� ELUWKV� DQG� GHDWKV� RFFXU� DPRQJVW� VPDOO� ILUPV�� � ,Q�

���������RI�DOO�VWDUW�XSV�DQG�IDLOXUHV�ZHUH� IRU�HQWHUSULVHV�HPSOR\LQJ� ILYH�RU� IHZHU�

SHRSOH��� � 6XUYLYDO� UDWHV� YDU\� GHSHQGLQJ� RQ� WKH� LQLWLDO� VL]H� RI� WKH� HQWHUSULVH�²� WKH�

VPDOOHU�WKH�EXVLQHVV�WKH�ORZHU�WKH�VXUYLYDO�UDWH��ZLWK� MXVW�����RI�VPDOO�HQWHUSULVHV�

VWLOO� RSHUDWLQJ�XQGHU� WKH� VDPH�RZQHUV� ILYH� \HDUV�DIWHU� VWDUWLQJ�� VHH�)LJXUH������ �$V�

WKH� DXWKRUV� RI� WKH� UHSRUW� IURP� ZKLFK� WKH� JUDSK� LV� WDNHQ� SRLQW� RXW�� WKH� VXUYLYDO�

VWDWLVWLFV�DUH�SHUKDSV�RYHUO\�VWULQJHQW�LQ�WKDW�HQWHUSULVHV�DUH�GHHPHG�WR�KDYH�IDLOHG�

LI�WKH\�VKLIW�ORFDWLRQ�RU�FKDQJH�RZQHUVKLS��

)LJXUH������

Survival Rates of 1995 Enterprise Births
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,Q������EXVLQHVV�VWDUW�XSV��RU�ELUWKV��DFFRXQWHG�IRU�MXVW�XQGHU�D�TXDUWHU�RI�DOO�QRQ�

DJULFXOWXUH� 60(V� LQ� 1HZ� =HDODQG�� � $OWKRXJK� ZH� KDYH� QRW� EHHQ� DEOH� WR� ORFDWH�

FRPSDUDWLYH�ILJXUHV�IRU�RWKHU�FRXQWULHV�ZH�UHJDUG�WKLV�UDWH�RI�VWDUW�XSV�DV�EHLQJ�YHU\�

KLJK���$W�OHDVW�WZR�LPSRUWDQW�LVVXHV�IORZ�IURP�WKH�UHODWLYHO\�KLJK�QXPEHU�RI�VWDUW�XSV�

DQG�WKH�VPDOO�VFDOH�RI�RXU�HQWHUSULVHV��

• 7KHUH�ZRXOG�DSSHDU�WR�EH�D�VWURQJ�GHPDQG�IRU�VHHG�DQG�VWDUW�XS�ILQDQFH���$V�ZH�

SRLQW�RXW�EHORZ�WKDW�GRHV�QRW�QHFHVVDULO\�PHDQ�EXGGLQJ�HQWUHSUHQHXUV�ZLOO�VHHN�

WKDW� ILQDQFH� IURP�WKH�YHQWXUH�FDSLWDO�PDUNHW�� �7KH\�PD\� WDNH�RQ�EDQN�GHEW� YLD�

WKHLU� KRXVH�� LQYHVW� WKHLU� RZQ� WLPH� IRU� OLWWOH� RU� QR� UHPXQHUDWLRQ�²� LQFUHDVLQJO\�

FRPPRQ� LQ� WKH� QHZ� KLJK� WHFK� DUHDV� ZKHUH� VRIWZDUH� GHYHORSPHQW� LV� QRW�

SDUWLFXODUO\�FDSLWDO��LQWHQVLYH��

• 1HZ�=HDODQG·V�EXVLQHVV�FXOWXUH�VHHPV�WR�FHQWUH�RQ�HVWDEOLVKLQJ�QHZ�EXVLQHVVHV�

DQG� GHYHORSLQJ� WKHP� WR� D� VL]H� FRQVLVWHQW� ZLWK� WKDW� RI� WKH� ORFDO� PDUNHW���

&RPSDQLHV� ZLWK� LQWHUQDWLRQDO� DSSHDO� ZLOO� RXWJURZ� WKH� W\SLFDO� 1HZ� =HDODQG�

EXVLQHVV��EXW��PRUH�RIWHQ� WKDQ�QRW�� WKHVH�EXVLQHVVHV�DUH� WKHQ�VROG� WR�RU� WDNHQ�

RYHU� E\�� IRUHLJQHUV�� � ,Q� VRPH� FDVHV� WKH� IRXQGLQJ� HQWUHSUHQHXUV� EHJLQ� WKH�

SURFHVV�DJDLQ�E\�EHFRPLQJ�DQJHO�LQYHVWRUV�²�KLJK�SURILOH�H[DPSOHV�LQFOXGH�'RXJ�

0\HUV��1HYLOOH�-RUGDQ��'HQQLV�&KDSPDQ��

��������������������������������������������

�� ,ELG��S�����
�� ,ELG�S����



6WUXFWXUH�RI�%XVLQHVV�LQ�1HZ�=HDODQG�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH���RI����

���� 'HPDQG�IRU�FDSLWDO�

$OWKRXJK� 60(V� DUH� D� GRPLQDQW� SDUW� RI� WKH�1HZ� =HDODQG� EXVLQHVV� VHFWRU�� WKH\� DUH�

QRW�QHFHVVDULO\� FDSLWDO�KXQJU\��SDUWLFXODUO\� IRU�HTXLW\�FDSLWDO��ZKLFK� LV� WKH� IRFXV�RI�

WKLV�VWXG\��

,Q�D�UHSRUW�UHYLHZLQJ�$XVWUDOLD·V�3RROHG�'HYHORSPHQW�)XQG���HVVHQWLDOO\�D�VFKHPH�WR�

HQFRXUDJH� YHQWXUH� FDSLWDO� LQYHVWPHQW�� WKH� DXWKRUV� SRLQW� WR� DQDO\VLV� WKDW� VXJJHVWV�

HTXLW\� IXQGLQJ� LV�QRW�DQ� LVVXH� IRU� WKH�YDVW�PDMRULW\�RI�60(V� LQ�$XVWUDOLD�� �7KH�%,(��

HVWLPDWHG� H[WHUQDO� HTXLW\� LQ� D� VDPSOH� RI� VPDOO� ILUPV� DW� DERXW� ���� � 7KH� ,QGXVWULHV�

&RPPLVVLRQ�� HVWLPDWHG� WKDW� OHVV� WKDQ� ��� RI� 60(V� ZLWK� �� WR� ��� HPSOR\HHV�

�LQFOXGLQJ� WKH�RSHUDWRU�� UHFHLYHG�HTXLW\� IURP� ¶EXVLQHVV�DQJHOV·��ZHDOWK\� LQGLYLGXDOV�

QRW� SUHYLRXVO\� DVVRFLDWHG� ZLWK� D� EXVLQHVV� ZKR� GLUHFWO\� LQYHVW� LQ� VPDOO� ILUPV�� � 7KH�

<HOORZ�3DJHV�6PDOO�%XVLQHVV�,QGH[��LPSOLHG�WKDW�IHZHU�WKDQ����RI�VPDOO�EXVLQHVVHV�

DUH�VHHNLQJ�HTXLW\�ILQDQFH��

7KH� FOHDU� LPSUHVVLRQ� IURP� WKH� DERYH� UHVHDUFK� LV� WKDW� WKH� SURSRUWLRQ� RI� 60(V�

DFWLYHO\� VHHNLQJ� YHQWXUH� FDSLWDO� LV� SUREDEO\� YHU\� VPDOO�� � 7KHUH� DUH� DSSUR[LPDWHO\�

��������VPDOO�QRQ�DJULFXOWXUDO�VHFWRU�EXVLQHVVHV�LQ�1HZ�=HDODQG���%DVHG�RQ�VD\����

YHQWXUH�FDSLWDO�ILUPV�LQ�1HZ�=HDODQG�UHYLHZLQJ�RQ�DYHUDJH�����LQGHSHQGHQW�UHTXHVWV�

IRU�FDSLWDO�D�\HDU��WKH�QXPEHU�RI�VPDOO�HQWHUSULVHV�VHDUFKLQJ�IRU�FDSLWDO�LV�SUREDEO\�

VRPHZKHUH�EHWZHHQ�������DQG���������RU� WR�EH�JHQHURXV��EHWZHHQ����DQG����RI�

DOO�60(V��

$QRWKHU�DSSURDFK�LV�WR�WDNH�WKH�UDWLR�RI�DFWXDO�LQYHVWPHQWV�WR�LQLWLDO�DSSUDLVDOV�WKDW�

PDQ\� YHQWXUH� FDSLWDO� ILUPV� SXW� DW� EHWZHHQ� �� WR� ��� DQG� WKHQ� DSSO\� WKDW� WR� WKH�

QXPEHU�RI�GHDOV�DFWXDOO\�FRQVXPPDWHG��

7KH�$XVWUDOLDQ� 9HQWXUH�&DSLWDO� -RXUQDO��3ULFHZDWHUKRXVH&RRSHUV� VXUYH\� RI� YHQWXUH�

FDSLWDO� LQ� $XVWUDOLD� DQG� 1HZ� =HDODQG� HVWLPDWHG� ��� QHZ� GHDOV� ZHUH� FRPSOHWHG� LQ�

1HZ�=HDODQG�RYHU��������(YHQ�LI�ZH�ZHUH�WR�EH�JHQHURXV�DQG�DUJXH�WKDW�����YHQWXUH�

FDSLWDO� GHDOV� ZHUH� FRPSOHWHG� LQ� D� \HDU�� DQG� WKH� FRQYHUVLRQ� UDWH� IURP� GHDOV�

DSSUDLVHG� WR� GHDOV� GRQH� ZDV� MXVW� ���� LW� LPSOLHV� D� WRWDO� RI� ����� ILUPV� DFWLYHO\�

ORRNLQJ�IRU�YHQWXUH�FDSLWDO��RU�OHVV�WKDQ����RI�DOO�QRQ�DJULFXOWXUH�60(V��

7KH� *UHDW� 1HZ� =HDODQG� %XVLQHVV� 9HQWXUH� FRPSHWLWLRQ� ORRNV� OLNH� UHFHLYLQJ� DURXQG�

����� LQLWLDO� LQTXLULHV�ZLWK�RYHU����� ILUPV�JRLQJ�RQ� WR�SUHSDUH�D� ILYH�SDJH�EXVLQHVV�

SODQ�� � 7KLV� UHVSRQVH� LV� ZHOO� DKHDG� RI� ZKDW� ZDV� H[SHFWHG� EDVHG� RQ� H[SHULHQFH� LQ�

RWKHU� FRXQWULHV�� � 1RQHWKHOHVV�� LQ� WKH� FRQWH[W� RI� WKH� WRWDO� 60(� SRSXODWLRQ�� �����

LQLWLDO�LQTXLULHV�LV�OHVV�WKDQ����RI�WKH�WRWDO�SRWHQWLDO�SRSXODWLRQ��

��������������������������������������������

�� 5HYLHZ�RI�WKH�3RROHG�'HYHORSPHQW�)XQGV�3URJUDPPH��D�UHSRUW�SUHSDUHG�E\�RIILFHUV�RI�WKH�
'HSDUWPHQW�RI�,QGXVWU\��6FLHQFH�DQG�5HVRXUFHV��7UHDVXU\�DQG�WKH�$XVWUDOLDQ�7D[�2IILFH��
���-XQH���������

�� %XUHDX�RI�,QGXVWU\�(FRQRPLFV���������,QQRYDWLYH�VPDOO�ILUPV�LQ�HPHUJLQJ�LQGXVWULHV��6PDOO�
%XVLQHVV�5HYLHZ�������SS��������$*36��&DQEHUUD��

�� ,QGXVWU\�&RPPLVVLRQ���������,QIRUPDO�(TXLW\�,QYHVWPHQW��6PDOO�EXVLQHVV�UHVHDUFK�SURJUDP��
$*36��&DQEHUUD����

�� <HOORZ�3DJHV�$XVWUDOLD���������6PDOO�%XVLQHVV�,QGH[��$�6SHFLDO�5HSRUW�°�6PDOO�%XVLQHVV�*URZWK�
$VSLUDWLRQV�DQG�WKH�5ROH�RI�([SRUWV��



6WUXFWXUH�RI�%XVLQHVV�LQ�1HZ�=HDODQG�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

0RVW�60(V�DUH�QRW�WU\LQJ�WR�JURZ�DQG�LQ�PDQ\�FDVHV�KDYH�OLWWOH�VFRSH�WR�JURZ�²�WKH�

FRUQHU�GDLU\�� WKH� OXQFK�EDU��VHUYLFH�VWDWLRQ��HWF�� �6PDOO�EXVLQHVVHV�WKDW�DUH� ORRNLQJ�

WR� JURZ� ZLOO� WHQG� WR� ORRN� DW� UHWDLQHG� HDUQLQJV� RU� GHEW� ILQDQFH� �HLWKHU� IRUPDO� RU�

LQIRUPDO�� VHFXUHG�RYHU� WKHLU�KRXVH�� � 9HQWXUH� FDSLWDO� LV�QRW� D� VRXUFH�RI� FDSLWDO� WKDW�

UHDGLO\� VSULQJV� WR� PLQG� IRU� WKH� WKRXVDQGV� RI� 60(V� WKDW� DUH� ORRNLQJ� IRU� VHFXULW\�

UDWKHU� WKDQ� DGYHQWXUH�� �0DQ\� DUH� KRVWLOH� WR� WKH� LGHD� RI� KDYLQJ� WR� UHOLQTXLVK� VRPH�

RZQHUVKLS� LQ� H[FKDQJH� IRU� FDSLWDO�� HYHQ� WKRXJK� FDSLWDO� LV� QRW� DOO� WKDW� LV� EHLQJ�

RIIHUHG�� � )URP� WKH� SHUVSHFWLYH� RI� WKH� YHQWXUH� FDSLWDOLVW�� WKHVH� EXVLQHVVHV� GR� QRW�

SURYLGH�VXIILFLHQW�VFRSH�IRU�JURZWK�DQG�WKHUHIRUH�SURILW��

$OWKRXJK��WKH�PDMRULW\�RI�ILUPV�VHHNLQJ�YHQWXUH�FDSLWDO�DUH�VPDOO��LW�LV�QRW�WKHLU�VL]H�

DORQH� WKDW� GLVWLQJXLVKHV� WKHP�� � 7KHLU� DJH� DQG� WKHLU� ULVN� DUH� DOVR� LPSRUWDQW�

FKDUDFWHULVWLFV�� � )LUPV� ORRNLQJ� IRU� YHQWXUH� FDSLWDO� DUH� JHQHUDOO\� \RXQJ� EXVLQHVVHV�

ORRNLQJ� WR� JURZ� DQG� WKH\� UHTXLUH� ERWK� FDSLWDO� DQG� FRQWDFWV� WR� KHOS� GHYHORS� QHZ�

SURGXFWV�DQG�RSHQ�XS�QHZ�PDUNHWV��

7KH�ULVNV�IRU�YHQWXUH�FDSLWDOLVWV�LQYHVWLQJ�LQ�VPDOO�DQG�\RXQJ�EXVLQHVV�DUH�JHQHUDOO\�

KLJKHU� WKDQ� LQYHVWLQJ� LQ� ZHOO�HVWDEOLVKHG� PHGLXP� VL]HG� EXVLQHVVHV�� � <RXQJ�

FRPSDQLHV�GR�QRW�KDYH�D�WUDFN�UHFRUG�WR�MXGJH�WKHP�E\���6PDOO�FRPSDQLHV�VWUXJJOH�

WR� GHOLYHU� WKH� WDOHQW� DQG� H[SHULHQFH� WR� UHDVVXUH� SRWHQWLDO� LQYHVWRUV� WKH\� FDQ� JURZ�

VXFFHVVIXOO\�� � +HQFH� WKH� IRFXV� RI� PDQ\� YHQWXUH� FDSLWDOLVWV� LV� RQ� ZHOO�HVWDEOLVKHG�

PHGLXP� VL]HG� EXVLQHVVHV� ORRNLQJ� WR� H[SDQG�� � +RZHYHU�� RYHUVHDV� H[SHULHQFH� KDV�

VKRZQ� WKDW� DV� SURILW� RSSRUWXQLWLHV� DUH� WUDGHG� DZD\� LQ� WKLV� VHJPHQW�� YHQWXUH�

FDSLWDOLVWV� WHQG� WR� KDYH� DFTXLUHG� WKH� H[SHULHQFH� QHWZRUNV� WR� DOORZ� WKHP� WR� SXVK�

GRZQ�LQWR�HDUOLHU�VWDJH�EXVLQHVV�LQYHVWPHQWV��



�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

��� 7KH�9HQWXUH�&DSLWDO�0DUNHW�

7KHUH� DUH� D� QXPEHU� RI� DVSHFWV� RI� WKH� YHQWXUH� FDSLWDO� PDUNHW� WKDW� KHOS� EXLOG� D�

FOHDUHU�SLFWXUH�RI�LWV�VFDOH�DQG�VFRSH��KRZ�LW�RSHUDWHV��WKH�FKDUDFWHULVWLFV�RI�VXSSO\�

DQG�GHPDQG�� WKH�QDWXUH�RI� WKH� IORZ�RI�GHDOV�DQG�ZKHUH� WKHUH�DUH�SRWHQWLDO�JDSV� LQ�

WKH�PDUNHW���,Q�WKH�IROORZLQJ�VHFWLRQV�ZH�GLVFXVV�WKHVH�LVVXHV��EXW�ILUVWO\�ZH�VHW�RXW�

D�EULHI�GHVFULSWLRQ�RI�WKH�YHQWXUH�FDSLWDO�PDUNHW�E\�VWDJH�RI�EXVLQHVV�GHYHORSPHQW��

���� 6WDJH�RI�PDWXULW\�

6HHG�FDSLWDO��

)HZ�HVWDEOLVKHG�YHQWXUH�FDSLWDO�ILUPV�JHW�LQYROYHG�LQ�SURYLGLQJ�VHHG�FDSLWDO�²�ILQDQFH�

WR� XQGHUWDNH� SURGXFW� UHVHDUFK�� GHYHORSPHQW� RI� DQ� LQLWLDO� FRQFHSW� DQG� VRPH�

DVVHVVPHQW�RI�PDUNHW�SURVSHFWV��RU�WKH�EXVLQHVV�FDVH��

7\SLFDOO\� LQFXEDWRUV�� ORFDO� DXWKRULW\� PDWFKLQJ� VHUYLFHV�� VSHFLDOLVW� VHHG� FDSLWDO�

IXQGV�� DQJHO� LQYHVWRUV��� XQLYHUVLWLHV� DQG� SURIHVVLRQDO� EXVLQHVV� VHUYLFH� SURYLGHUV�

VXFK�DV�DFFRXQWDQWV�DQG� ODZ\HUV�SURYLGH� LQSXW�DW� WKLV� YHU\�HDUO\�VWDJH�RI�EXVLQHVV�

GHYHORSPHQW�� � ,QGLYLGXDO� HQWUHSUHQHXUV� DQG� WKHLU� IULHQGV� DQG� IDPLO\� ZLOO� RIWHQ� EH�

LPSRUWDQW�VRXUFHV�RI�FDSLWDO�DW�WKLV�VWDUW�XS�VWDJH��

3UREDEO\� WKH� EHVW� H[DPSOH� RI� D� JHQXLQH� VHHG� FDSLWDO� IXQG� LQ� 1HZ� =HDODQG� LV�

8QL6HUYLFHV�²�FORVHO\�OLQNHG�WR�$XFNODQG�8QLYHUVLW\��

6WDUW�XS�FDSLWDO�

7R� WUDQVIRUP� LGHDV� LQWR�EXVLQHVVHV�QRUPDOO\� UHTXLUHV�FDSLWDO�EH\RQG� WKH�PHDQV�RU�

DSSHWLWH� RI� FRUH� HQWUHSUHQHXUV�� ZKR� PD\� KDYH� IXQGHG� WKH� EXVLQHVV� WR� WKLV� SRLQW���

7KH\� ZLOO� VHHN� DGGLWLRQDO� FDSLWDO� IURP� DQJHO� LQYHVWRUV� DQG� VPDOO� YHQWXUH� FDSLWDO�

ILUPV� DQG� DVVLVWDQFH� IURP� WKH� PDMRU� SXEOLF� DFFRXQWLQJ� ILUPV�� � 7KH� HTXLW\�� LQ� WKH�

IRUP� RI� FDSLWDO� RU� XQFKDUJHG� VHUYLFHV�� ZLOO� KHOS� WR� JHW� QHZ� YHQWXUHV� RSHUDWLQJ� DV�

IOHGJOLQJ�EXVLQHVVHV��ZLWK�SURGXFWV��D�PDUNHW�DQG�D�UHYHQXH�VWUHDP���7KLV�VWDJH�OD\V�

WKH�IRXQGDWLRQ�LQ�WKH�IRUP�RI�LQIRUPDWLRQ�DQG�FUHGLELOLW\�WR�DWWUDFW�IXUWKHU�FDSLWDO�IRU�

JURZWK�IURP�WUDGLWLRQDO�YHQWXUH�FDSLWDO�FRPSDQLHV�DW�D�ODWHU�VWDJH��

'HYHORSPHQW��H[SDQVLRQ�RU�H[LW�FDSLWDO�

0DQ\� VPDOO� EXW� ZHOO�HVWDEOLVKHG� EXVLQHVV� PD\� VHHN� YHQWXUH� FDSLWDO� QRW� MXVW� WR�

ILQDQFH�JURZWK��EXW�WR�SURYLGH�WKH�QHWZRUNV��PDUNHWV��VWUDWHJLF�YLVLRQ��HWF�FUXFLDO�WR�

HIIHFWLYH� JURZWK�� � 7UDGLWLRQDO� YHQWXUH� FDSLWDO� FRPSDQLHV� RIIHU� WKH� VRUW� RI� DFWLYH�

FDSLWDO�WKDW�VXSSRUWV�WKH�JURZWK�RI�VPDOO�FRPSDQLHV���)XQGV�PD\�EH�XVHG�WR�ILQDQFH�

LQFUHDVHG� SURGXFWLRQ� FDSDFLW\�� PDUNHW� RU� SURGXFW� GHYHORSPHQW� DQG�RU� SURYLGH�

DGGLWLRQDO� ZRUNLQJ� FDSLWDO�� � &DSLWDO� SURYLGHG� IRU� WXUQDURXQG� VLWXDWLRQV� LV� DOVR�

LQFOXGHG�LQ�WKLV�FDWHJRU\��DV�LV�WKH�UHILQDQFLQJ�RI�EDQN�GHEW��

��������������������������������������������

�� :H�XVH�WKH�WHUP�DQJHO�LQYHVWRUV�LQ�WKLV�UHSRUW�WR�LQFOXGH�KLJK�QHW�ZRUWK�LQGLYLGXDOV���6WULFWO\�
VSHDNLQJ�WKHUH�LV�D�GLIIHUHQFH�²�DQJHO�LQYHVWRUV�FDQ�EH�WKRXJKW�RI�DV�DFWLYH�HTXLW\�LQYHVWRUV��
ZKHUHDV�KLJK�QHW�ZRUWK�LQGLYLGXDOV�DUH�RIWHQ�SDVVLYH�LQYHVWRUV��



7KH�9HQWXUH�&DSLWDO�0DUNHW�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

,Q� VRPH� FDVHV� EXVLQHVV� RZQHUV� DUH� ORRNLQJ� IRU� LQYHVWRUV� ZKR� ZLOO� HQDEOH� WKHP� WR�

UHDOLVH� DW� OHDVW� VRPH� RI� WKH� HTXLW\� WKH\� KDYH� EXLOW� XS� LQ� WKHLU� FRPSDQ\�� DQG�

XOWLPDWHO\�WR�DUUDQJH�D�VXLWDEOH�H[LW�IRU�WKHP��YLD�D�SXEOLF�OLVWLQJ�RU�WUDGH�VDOHV��

0DQDJHPHQW�EX\�RXWV�DQG�EX\�LQV��

1RUPDOO\� WKLV� LQYROYHV� WKH� SURYLVLRQ� RI� FDSLWDO� WR� D� WHDP� RI� PDQDJHUV� ZLWKLQ� D�

UHODWLYHO\� PDWXUH� FRPSDQ\� WR� EX\� RXW� H[LVWLQJ� RZQHUV�� RU� WR� ILQDQFH� D� QHZ�

PDQDJHPHQW� WHDP� WR� WDNH�RYHU� DQ� H[LVWLQJ� RZQHU�RSHUDWHG� EXVLQHVV�� � 7KHUH� DUH�

VSHFLDOLVW� 0%2� ILUPV� RSHUDWLQJ� LQ� WKH� 1HZ� =HDODQG� PDUNHW� WKDW� KDYH� DWWUDFWHG�

YHQWXUH�FDSLWDO�IURP�PDMRU�LQVWLWXWLRQV��

)LJXUH�����°�&KDUDFWHULVWLFV�RI�WKH�YHQWXUH�FDSLWDO�PDUNHW�

�

,QFXEDWRU�

(DUO\�VWDJH�

�

'HYHORSPHQW�

([SDQVLRQ�

0DWXUH�

�

&KDUDFWHULVWLFV�RI�WKH�PDUNHW��

7KH�IROORZLQJ�JHQHUDOLVDWLRQV�KLJKOLJKW�VRPH�RI�WKH�LVVXHV�WKDW�VPDOO�EXVLQHVVHV�DQG�

YHQWXUH�FDSLWDOLVWV�HQFRXQWHU�ZKHQ�LQWHUDFWLQJ�ZLWK�FDSLWDO�PDUNHWV��

• 3RWHQWLDO� FDQGLGDWHV� IRU� YHQWXUH� FDSLWDO� DUH� QRW� JHQHUDOO\� IDPLOLDU� ZLWK�ZKDW� LV�

DYDLODEOH�IURP�FDSLWDO�PDUNHWV�DQG�ZKDW�LV�UHTXLUHG�WR�REWDLQ�ILQDQFH��

• 9HQWXUH�FDSLWDO�ILUPV�RIWHQ�VWUXJJOH�WR�FRVW�HIIHFWLYHO\�DVVHVV�SURMHFWV���7KH\�XVH�

VSHFLDOLVDWLRQ� DQG� QHWZRUNV� DV� D� FRXUVH� ILOWHU� IRU� SRWHQWLDO� SURMHFWV�� � 3RWHQWLDO�

LQYHVWRUV� ILQG� LW�GLIILFXOW� WR� MXVWLI\�WKH�WLPH�DQG�HIIRUW� LQYROYHG� LQ�SXUVXLQJ�VWDUW�

XS�RSSRUWXQLWLHV�JLYHQ�WKH�VPDOO�VXPV�LQYROYHG��

• 6RPH�HQWUHSUHQHXUV� WHQG� WR�VKXQ�HTXLW\� ILQDQFH��ZKLFK� WKH\�VHH�DV�D� WKUHDW� WR�

WKHLU� RZQHUVKLS�� � 7KH\� SUHIHU� WR� PRUWJDJH� WKHLU� KRPHV� WKDQ� WR� VKDUH� WKHLU�

SURVSHFWLYH�ZHDOWK��

• 0RVW� IRUPDO� LQYHVWPHQW� IXQGV� KDYH� LQYHVWPHQW� FULWHULD� WKDW� DUH� JHQHUDOO\� RQO\�

ORRVHO\�DGKHUHG�WR�²�DYRLGLQJ�LQYHVWLQJ�LQ�SURSHUW\�DQG�HDUO\�VWDJH�GHYHORSPHQW�

DSSHDU�WR�EH�WKH�WZR�FULWHULD�PRVW�VWULFWO\�FRPSOLHG�ZLWK��

• ,OOLTXLGLW\� LV�D�VHULRXV� LVVXH�IRU�SRWHQWLDO� LQYHVWRUV�� WKHUHIRUH�YHQWXUH�FDSLWDOLVWV�

SODFH� KXJH� LPSRUWDQFH� RQ� KDYLQJ� DQ� HIIHFWLYH� H[LW� VWUDWHJ\� LQ� SODFH� EHIRUH�

LQYHVWLQJ��

high 

rich 

poor 

low 

LQ
IR
UP

D
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�
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86�WUHQGV��

$Q�LQFUHDVLQJ�VKDUH�RI�WRWDO�YHQWXUH�FDSLWDO�LQYHVWHG�LQ�WKH�86�LV�JRLQJ�WR�HDUO\�VWDJH�

EXVLQHVV� GHYHORSPHQW�� � 2YHU� WKH� 'HFHPEHU� ����� DQG� 0DUFK� ����� TXDUWHUV� MXVW�

XQGHU� KDOI� RI� DOO� QHZ� YHQWXUH� FDSLWDO� LQYHVWHG� ZHQW� WR� HDUO\� VWDJH� GHYHORSPHQW�

FRPSDQLHV���2Q�DYHUDJH��IRUPDWLYH�VWDJH�FRPSDQLHV�UHFHLYHG�MXVW�RYHU�����PLOOLRQ�²�

QHDUO\�GRXEOH�WKH�DYHUDJH�DPRXQW�LQYHVWHG�LQ�WKHVH�VRUW�RI�FRPSDQLHV�D�\HDU�HDUOLHU���

7KHVH�VXPV�DUH� ODUJH�E\�1HZ�=HDODQG�VWDQGDUGV�DQG�KLJKOLJKW� WKH�JHQHUDOO\� ODUJHU�

VFDOH�RI�EXVLQHVVHV��HYHQ�DW�DQ�HDUO\�VWDJH���DQG�PDUNHW�RSSRUWXQLWLHV�FRPSDUHG�WR�

KHUH��

���� 6L]H�RI�WKH�PDUNHW��

,W� LV� FOHDU� WKDW� WKH� QXPEHU� RI� SOD\HUV� LQ� WKH� YHQWXUH� FDSLWDO�PDUNHW� KDV� LQFUHDVHG�

VLJQLILFDQWO\�RYHU�WKH�SDVW�WKUHH�\HDUV���7KH�DPRXQW�RI�FDSLWDO�DYDLODEOH�IRU�LQYHVWLQJ�

KDV�DOVR� LQFUHDVHG�VXEVWDQWLDOO\�DV� LQVWLWXWLRQV�DQG�PDMRU�FRPSDQLHV�KDYH�EHFRPH�

PRUH�DFWLYH�LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW��

(VWLPDWHV� RI� MXVW� KRZ�ELJ� WKH� YHQWXUH� FDSLWDO�PDUNHW� LV� LQ�1HZ�=HDODQG�DUH� URXJK��

EXW�RQH�SULYDWH�VHFWRU�HVWLPDWH� LV� WKDW� LW� LV�ZRUWK� LQ� WKH�RUGHU�RI����ELOOLRQ��KDOI�RI�

ZKLFK�LV�LQYHVWHG�DQG�WKH�RWKHU�KDOI�VWLOO�DYDLODEOH�IRU�LQYHVWLQJ��

7KDW� ILJXUH� LV� UHODWLYHO\� VPDOO� E\� FRPSDULVRQ� WR� WKH� WRWDO� YDOXH� RI�

VKDUHKROGHUV�HTXLW\� LQ� DOO� 1HZ� =HDODQG� EXVLQHVVHV� RI� �����ELOOLRQ� LQ� ������������

(YHQ�H[FOXGLQJ� WKH�YDOXH�RI� OLVWHG�HTXLW\�DW�DURXQG�����ELOOLRQ�� YHQWXUH�FDSLWDO� VWLOO�

RQO\�UHSUHVHQWV�OHVV�WKDQ����RI�DOO�XQOLVWHG�HTXLW\�LQYHVWPHQW��

%\� FRPSDULVRQ� ZLWK� EDQN� �0�� LQVWLWXWLRQV�� OHQGLQJ� WR� EXVLQHVVHV� RI� MXVW� RYHU�

����ELOOLRQ�� WKH�YHQWXUH�FDSLWDO� IXQGV�RI����ELOOLRQ� ORRNV�PRUH� LPSUHVVLYH�� �$QRWKHU�

SHUVSHFWLYH�LV�WR�FRPSDUH�EDQN�OHQGLQJ�WR�EXVLQHVVHV�RYHU������²������ELOOLRQ�²�ZLWK�

DQ� HVWLPDWH� RI� WKH� YDOXH� RI� YHQWXUH� FDSLWDO� GHDOV� FRPSOHWHG� ODVW� \HDU� ²�

��������PLOOLRQ����

7KH� IROORZLQJ� WDEOH� SURYLGHV� VRPH� LQWHUQDWLRQDO� SHUVSHFWLYH� RQ� WKH� UHODWLYH�

VLJQLILFDQFH� RI� YHQWXUH� FDSLWDO� LQYHVWPHQW� ZLWKLQ� WKH� FRQWH[W� RI� WRWDO� FDSLWDO�

H[SHQGLWXUH��

9DOXH�RI�QHZ�YHQWXUH�FDSLWDO�GHDOV�DV���WRWDO�SULYDWH�FDSLWDO�LQYHVWPHQW�VSHQGLQJ�

� 86� $XVWUDOLD�

1HZ�

=HDODQG�

������ ����� � �

����� ����� ����� �����

�

��������������������������������������������

��� %XVLQHVV�$FWLYLW\�6WDWLVWLFV��������6WDWLVWLFV�1HZ�=HDODQG��7DEOH�������
��� $XVWUDOLDQ�9HQWXUH�&DSLWDO�-RXUQDO��0DUFK�������S���
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���� 0DUNHW�SDUWLFLSDQWV�

,Q� WKLV� VHFWLRQ� ZH� RXWOLQH� WKH� UDQJH� RI� SOD\HUV� LQ� WKH� YHQWXUH� FDSLWDO� PDUNHW� DQG�

WKHLU�REMHFWLYHV�²�QRW�DOO�SDUWLFLSDQWV�DUH�IRFXVHG�RQ�WKH�SURYLVLRQ�RI�YHQWXUH�FDSLWDO��

7KHUH� DUH� WKUHH� EDVLF� SOD\HUV�²� WKH� HQWUHSUHQHXU� ZLWK� D� EXVLQHVV� SURSRVLWLRQ�� WKH�

LQYHVWRU�V���RU�YHQWXUH�FDSLWDOLVWV��DQG�D�UDQJH�RI�SHRSOH�DQG�RUJDQLVDWLRQV�FUXFLDO�LQ�

EULQJLQJ�WKHVH�WZR�SDUWLHV�WRJHWKHU�HIILFLHQWO\�DQG�VXFFHVVIXOO\��

7KH�HQWUHSUHQHXU��

7KH�HQWUHSUHQHXU� LV�ERWK�WKH�RULJLQDWRU�RI� WKH� LGHD�DQG�WKH�ILUVW� LQYHVWRU�� �7KH\�DUH�

SUHSDUHG�WR�ZRUN�RQ�WKH�LGHD�RIWHQ�IRU�QR�PRQHWDU\�UHZDUG���,Q�PDQ\�FDVHV�WKH\�ZLOO�

IXQG� GHYHORSPHQW� IURP� WKHLU� RZQ� FDSLWDO� UHVRXUFHV�� LQFOXGLQJ� PRUWJDJLQJ� WKHLU�

KRXVH���,Q�WKLV�VHQVH�WKH\�DUH�WKH�ILUVW�LQYHVWRUV���2YHU�WKH�\HDU�HQGHG�0DUFK�������

RYHU��������QHZ�HQWHUSULVHV�ZHUH�VWDUWHG�²�HTXLYDOHQW�WR�������RI�DOO�VPDOO�SULYDWH�

VHFWRU�QRQ�DJULFXOWXUDO�HQWHUSULVHV��

$Q� LPSRUWDQW� LVVXH�UDLVHG�GXULQJ� LQWHUYLHZV�ZLWK�SDUWLFLSDQWV� LQ� WKH�YHQWXUH�FDSLWDO�

PDUNHW� ZDV� ZKHWKHU� WKH� VRFLDO� DQG� HFRQRPLF� FOLPDWH� LQ� 1HZ� =HDODQG� ZDV�

VXIILFLHQWO\� FRQGXFLYH� WR� VWLPXODWLQJ� HQWUHSUHQHXULDO� DFWLYLW\�� DQG� WKHUHIRUH� WKH�

VXSSO\� RI� EXGGLQJ� EXVLQHVVHV�� � 6RPH� DUJXH� VWURQJO\� WKDW� EXVLQHVV� ULVN�WDNLQJ� E\�

LQGLYLGXDO�1HZ�=HDODQGHUV�KDV�EHHQ�VWLIOHG�E\�D�FXOWXUH�WKDW�FRQGHPQV�IDLOXUHV�DQG�

GHVSLVHV� VXFFHVV�� � 3HRSOH� PD\� IRUP� EXVLQHVVHV� EXW� WKH\� DUH� UHODWLYHO\�

XQDGYHQWXURXV�²�LQ�PRVW�FDVHV�VHHNLQJ�DQ�LQFRPH�DQG�D�OLIHVW\OH��UDWKHU�WKDQ�VWHDG\�

JURZWK��

7KHUH� DUH� D� KRVW� RI� LQQRYDWLYH� DQG� FOHYHU� SHRSOH� ZKR� KDYH� HVWDEOLVKHG� WKHLU� RZQ�

EXVLQHVV�� EH� LW� D� VPDOO� HQJLQHHULQJ� ZRUNVKRS�� RU� D� UHVWDXUDQW�� EXW� WKH\� DUH� UHDOO\�

KREE\� EXVLQHVVHV�� UDWKHU� WKDQ� ZHDOWK� FUHDWLQJ� HQWHUSULVH�� � ,W� LV� WKH� ODWWHU� W\SH� RI�

EXVLQHVV�ZH�ODFN��DFFRUGLQJ�WR�VRPH��

7KH�FRXQWHU�YLHZ�SXW�IRUZDUG�LV�WKDW�WKH�IORZ�RI�JRRG�SURVSHFWLYH�EXVLQHVVHV�LV�QRW�D�

SUREOHP�� � 7KH� KLJK� OHYHO� RI� LQLWLDO� LQTXLU\� IRU� WKH� *UHDW� 1HZ� =HDODQG� %XVLQHVV�

9HQWXUH� ZDV� FLWHG� DV� HYLGHQFH� RI� D� WKULYLQJ� EXVLQHVV� FXOWXUH�� � $FFRUGLQJ� WR� RQH�

VLJQLILFDQW� YHQWXUH� FDSLWDO� LQYHVWRU�� WKH� VXSSO\� RI� JRRG� LGHDV� DQG� JRRG� SHRSOH� WR�

EDFN�WKHP�LV�QRW�D�FRQVWUDLQW�LQ�1HZ�=HDODQG��

6XSSRUWHUV�

7KH� QH[W� JURXS� RI� ´LQYHVWRUVµ� LQ� WKH� YHQWXUH� FDSLWDO� SURFHVV� PLJKW� ORRVHO\� EH�

UHIHUUHG� WR� DV� VXSSRUWHUV�� � 7KHVH� DUH� SHRSOH� DQG� RUJDQLVDWLRQV� WKDW� KHOS�

HQWUHSUHQHXUV� WR� WUDQVODWH� WKHLU� LGHDV� LQWR� YLDEOH� EXVLQHVVHV�� � $VVLVWDQFH� UDQJHV�

IURP��

• &DVXDO�DGYLFH� IURP�D�PHQWRU�� IULHQGV��EXVLQHVV�DVVRFLDWHV��VSHFLDOLVW�VXSSOLHUV��

HWF��

• )DFLOLWLHV� WR� XQGHUWDNH� GHYHORSPHQW� ZRUN� ²� EXVLQHVV� LQFXEDWRUV� WKDW� SURYLGH�

VSDFH�DQG�LQ�VRPH�FDVHV�HTXLSPHQW��
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• %DVLF�EXVLQHVV�DGYLFH� IURP� ORFDO�DFFRXQWDQWV�� ODZ\HUV�DQG�EDQNV��DQG�VHUYLFHV�

VXFK�DV�%L]LQIR�DQG�ORFDO�DXWKRULW\�HFRQRPLF�GHYHORSPHQW�DJHQFLHV��

,W�ZDV�PDGH� FOHDU� E\� VHYHUDO� ILUPV� LQWHUYLHZHG� WKDW� WKH� TXDOLW\� RI� WKH� DGYLVRU\�

VHUYLFHV�ZDV�FUXFLDO� WR� WKH� VXFFHVV�RI� DQ\�GHDO�� �3XEOLFO\� IXQGHG�VHUYLFHV�ZHUH�

UHJDUGHG� DV� GHILQLWHO\� LQIHULRU� LQ� WHUPV� RI� TXDOLW\� FRPSDUHG� WR� SULYDWH� VHFWRU�

VHUYLFHV� WKDW� PRUH� UHDGLO\� GUHZ� RQ� GHHS� EXVLQHVV� H[SHULHQFH� DQG� H[WHQVLYH�

SHUVRQDO�DQG�EXVLQHVV�QHWZRUNV��

• (TXLW\� FDSLWDO� DQG� SURIHVVLRQDO� EXVLQHVV� SDUWLFLSDWLRQ� IURP� DQJHO� LQYHVWRUV� RU�

VHHG�FDSLWDO�IXQGV�DUH�DOVR�SDUW�RI�WKH�VXSSRUW�VWDJH��

7KHUH� LV�DW� OHDVW�RQH�VSHFLDOLVW�VHHG�FDSLWDO� IXQG�RSHUDWLQJ� LQ�1HZ�=HDODQG�DQG�

DW� OHDVW�RQH�FRUSRUDWH�DFWLYHO\�SURYLGLQJ�VHHG�DQG�VWDUW�XS�FDSLWDO� IRU�EXVLQHVV�

YHQWXUHV��

• %XVLQHVV�VWUDWHJ\�DQG�DGYLVRU\�VHUYLFHV�IURP�PDMRU�SXEOLF�DFFRXQWLQJ�ILUPV���,Q�

VRPH�FDVHV�WKHVH�ILUPV�DUH�ORRNLQJ�DW�SURYLGLQJ�VHUYLFHV�DW�OLWWOH�RU�QR�FKDUJH�LQ�

H[FKDQJH�IRU�HTXLW\��

7KH�FRQFHSW�RI�SURYLGLQJ�VHUYLFHV�IRU�IUHH�LQ�H[FKDQJH�IRU�HTXLW\�LV�DOLYH�ZLWKLQ�1HZ�

=HDODQG·V�YHQWXUH�FDSLWDO�PDUNHW�DQG�LV�DQ�LPSRUWDQW�UDWLRQDOH�IRU�EHLQJ�LQYROYHG�LQ�

WKLV� PDUNHW�� � 7KH� PDMRU� SURIHVVLRQDO� DFFRXQWLQJ� ILUPV� DUH� ORRNLQJ� DW� ZD\V� RI�

DFKLHYLQJ� D� WUDGH�RII� EHWZHHQ� WKHLU� IHHV� IRU� VHUYLFHV� SURYLGHG� DQG� D� VWDNH� LQ� WKH�

FOLHQW·V� EXVLQHVV�� � 7KH� SUDFWLFH� LV� FRPPRQ� LQ� RWKHU� FRXQWULHV��� ZKHUH� WKHVH� ILUPV�

RSHUDWH��EXW�WKH�H[WHQW�RI�WKLV�W\SH�RI�EXVLQHVV�LQ�1HZ�=HDODQG�PDNHV�LW�GLIILFXOW�IRU�

WKH� PDMRU� SURIHVVLRQDO� ILUPV� WR� MXVWLI\� VHWWLQJ� XS� D� QHDWO\� VHOI� FRQWDLQHG� XQLW���

5XQQLQJ� VXFK� D� VFKHPH� DV� SDUW� RI� WKH� JHQHUDO� EXVLQHVV� DGYLVRU\� VHUYLFHV� UDLVHV�

PDMRU�FRVW�DOORFDWLRQ�DQG�ULVN�LVVXHV��

$QRWKHU� LPSRUWDQW� UDWLRQDOH� IRU� EHLQJ� LQYROYHG� LQ� VXSSRUWLQJ� EXVLQHVV� VWDUW�XSV� LV�

WKDW� DW� OHDVW� VRPH� RI� WKHVH� FRPSDQLHV� EHFRPH� YDOXDEOH� IHH� SD\LQJ� FOLHQWV� DV� WKH\�

JURZ��

4XDOLW\�RI�VXSSRUW�

6HYHUDO� LQWHUYLHZHHV� QRWHG� WKDW� WKH� TXDOLW\� RI� WKH� VXSSRUW� DQG�PHQWRULQJ� VHUYLFHV�

ZDV�FUXFLDO�LQ�GHWHUPLQLQJ�ZKHWKHU�EXVLQHVV�LGHDV�ZHUH�VXFFHVVIXOO\�WUDQVODWHG�LQWR�

VXFFHVVIXO�EXVLQHVVHV���7KH�%L]LQIR�VHUYLFHV�ZHUH�QRW�UHJDUGHG�DV�EHLQJ�VXIILFLHQWO\�

VRSKLVWLFDWHG�WR�ODXQFK�VLJQLILFDQW�QHZ�EXVLQHVVHV��

7KH� LVVXH�RI�TXDOLW\�UHODWHV�WR� WKH� OHYHO�RI�H[SHULHQFH��DQG�SDUWLFXODUO\�WKH�FRQWDFWV�

DQG� QHWZRUNV�� WKDW� PHQWRUV� DQG� DGYLVRUV� FRXOG� EULQJ� WR� HPHUJLQJ� EXVLQHVV�� � 7KH�

HIILFLHQF\�� LQ� WHUPV� RI� WLPH� DQG� UHVRXUFHV�� ZLWK� ZKLFK� SURVSHFWLYH� EXVLQHVVHV� FDQ�

LGHQWLI\� WKH� DSSURSULDWH� URXWH� IRU� WKHLU� GHYHORSPHQW�� FDQ� PDNH� WKH� GLIIHUHQFH�

EHWZHHQ�VXFFHVV�DQG�IDLOXUH���7ZR�LQWHUYLHZHHV�HPSKDVLVHG�WKDW�WKH�SHUIRUPDQFH�RI�

WKLV�SDUW� RI� WKH� YHQWXUH� FDSLWDO�PDUNHW� LV� FUXFLDO�� �:KR�\RX�NQRZ� UDWKHU� WKDQ�ZKDW�

\RX�NQRZ�LV�FOHDUO\�D�YHU\�LPSRUWDQW�HOHPHQW�RI�VXFFHVV�LQ�GHYHORSLQJ�EXVLQHVVHV��

��������������������������������������������

��� &DVK"�+RZ�ROG�HFRQRP\��7KH�(FRQRPLVW��0D\���������S����
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9HQWXUH�HQWHUSULVH� FRPSHWLWLRQV� ²� WKH� *UHDW� 1HZ� =HDODQG� %XVLQHVV� 9HQWXUH���

FRPSHWLWLRQ� KDV� EHHQ� VXFFHVVIXO� DW� GHPRQVWUDWLQJ� WKHUH� LV� LQWHUHVW� IURP� EXGGLQJ�

HQWUHSUHQHXUV� DQG� VXSSRUW� IURP� EXVLQHVV�PHQWRUV�� SURIHVVLRQDO� VHUYLFH� ILUPV� DQG�

DQJHO� LQYHVWRUV� LQ�DFWLYH�HTXLW\� LQYHVWPHQW�� � ,W�KDV�UDLVHG�WKH�SURILOH�RI� WKH�YHQWXUH�

FDSLWDO� PDUNHW� DQG� KDV� DOVR� GHPRQVWUDWHG� WKH� ODWHQW� SRRO� RI� ERWK�EXVLQHVV� LGHDV�

DQG� WKH� ZLOOLQJQHVV� RI� H[SHULHQFHG� EXVLQHVV� SHRSOH� WR� FRQWULEXWH� HIIHFWLYHO\� �DQG�

JHQHURXVO\��WR�EXVLQHVV�GHYHORSPHQW���6HH�$SSHQGL[�,9�IRU�GHWDLOV��

)XQGHUV�

)RU� WKH� YHQWXUH� FDSLWDO�PDUNHW� WR� IXQFWLRQ�� WKHUH�PXVW� EH� SHRSOH�ZLWK� FDSLWDO� ZKR�

DUH�SUHSDUHG�WR�WDNH�ULVNV���9HQWXUH�FDSLWDOLVWV�GR�QRW�VLPSO\�SURYLGH�HTXLW\�FDSLWDO�

²�WKH\�SOD\�DQ�LPSRUWDQW�UROH�LQ�HQKDQFLQJ�EXVLQHVV�RSSRUWXQLWLHV�YLD�WKHLU�QHWZRUNV��

DVVRFLDWLRQV� DQG� VWUDWHJLF� WKLQNLQJ�� � 7KH� LPSRUWDQFH� RI� QHWZRUNV� DQG� FRQWDFWV� LV�

SDUWLFXODUO\� LPSRUWDQW� LQ� WKH� 1HZ� =HDODQG� YHQWXUH� FDSLWDO� PDUNHW� JLYHQ� WKH� VPDOO�

VL]H� RI� WKH� HFRQRP\� DQG� OLPLWHG�PDUNHW� SRWHQWLDO� ORFDOO\�� � $FFHVV� WR� LQWHUQDWLRQDO�

FRQWDFWV� LV� D� FUXFLDO� DVSHFW� RI� WKH� PRUH� VXFFHVVIXO� YHQWXUH� FDSLWDO� ILUPV� LQ� 1HZ�

=HDODQG��

7KHUH�LV�D�ZLGH�UDQJH�RI�YHQWXUH�FDSLWDO�SURYLGHUV��LQFOXGLQJ���

• $QJHO�LQYHVWRUV��

• 1HWZRUNV� RI� SULYDWH� LQYHVWRUV� RIWHQ� PDQDJHG� E\� SURIHVVLRQDO� ILUPV� DQG�

VWRFNEURNHUV��

• 6HHG�FDSLWDO�IXQGV�

• &RQYHQWLRQDO� YHQWXUH� FDSLWDO� IXQGV�� VHW� XS� ZLWK� WKH� VSHFLILF� SXUSRVH� RI� DFWLYH�

HTXLW\�LQYHVWLQJ���7KH�OLVW�RI�EXVLQHVVHV�LQYROYHG�LQ�YHQWXUH�FDSLWDO�KDV�H[SDQGHG�

VWHDGLO\� RYHU� WKH� SDVW� ILYH� \HDUV�� � ,Q� ����� WKH� 0LQLVWU\� RI� (FRQRPLF�

'HYHORSPHQW��� LGHQWLILHG����SURYLGHUV�RI�GHYHORSPHQW� FDSLWDO�� � 7ZR�\HDUV� ODWHU�

WKDW�QXPEHU�KDV�LQFUHDVHG�WR�QHDUO\�����

• &RUSRUDWHV�ZLWK�YHQWXUH�FDSLWDO�XQLWV��

• 7HOHFRP·V� MRLQW� YHQWXUH� ZLWK� $GYHQW� LQ� D� 707� �7HFKQRORJ\�� 0HGLD� DQG�

7HOHFRPPXQLFDWLRQV�� IXQG�EHLQJ�PDQDJHG� LQGHSHQGHQWO\�DQG�DGYLVHG�E\�'LUHFW�

&DSLWDO�3ULYDWH�(TXLW\�

− )OHWFKHU�&KDOOHQJH·V�,QYHQWXUH�

− &DUWHU�+ROW�+DUYH\�

− /LRQ�1DWKDQ�DOVR�KDYH�WKHLU�RZQ�YHQWXUH�IXQGV��

− 6WRFNEURNLQJ�ILUPV�DQG�WKH�1HZ�&DSLWDO�0DUNHW��1&0���

− 6XSHUDQQXDWLRQ�DQG�IXQGV�PDQDJHPHQW�FRPSDQLHV�

− %DQNV�

��������������������������������������������

��� $�FRPSHWLWLRQ�EDVHG�RQ�D�PRGHO�XVHG�E\�0F.LQVH\�	�&R�LQWHUQDWLRQDOO\���7KH�FRPSHWLWLRQ��
UXQ�IRU�WKH�ILUVW�WLPH�LQ�1HZ�=HDODQG�WKLV�\HDU��KDV�EHHQ�YHU\�VXFFHVVIXO�E\�FRPSDULVRQ�ZLWK�
0F.LQVH\·V�H[SHULHQFH�LQ�RWKHU�FRXQWULHV����

��� 6RXUFHV�RI�&DSLWDO�$YDLODEOH�WR�6PDOO�DQG�0HGLXP�(QWHUSULVHV��0LQLVWU\�RI�(FRQRPLF�
'HYHORSPHQW��ODWHVW�DQQXDO�UHSRUW�-XQH���������
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− 2YHUVHDV�LQYHVWRUV�²�DW�OHDVW�WZR�$XVWUDOLDQ�YHQWXUH�FDSLWDO�ILUPV��

− 7KH�JRYHUQPHQW��WKURXJK�LWV� LQYHVWPHQW� LQ�WKH�*UHHQVWRQH�)XQG��HVWDEOLVKHG�LQ�

�����

)URP�WKH�SURFHVV�RI�ILQGLQJ�UHOHYDQW�SHRSOH�RUJDQLVDWLRQV�WR�LQWHUYLHZ�IRU�WKLV�VWXG\�

LW�LV�FOHDU�WKDW�WKH�QXPEHU�RI�SRWHQWLDO�VRXUFHV�RI�YHQWXUH�FDSLWDO�KDV�JURZQ�VWURQJO\�

RYHU�WKH�SDVW�WKUHH�\HDUV���7KLV�SUREDEO\�UHIOHFWV�IRXU�NH\�WUHQGV��

• 3RRU� UHWXUQV� IURP� PDQ\� OLVWHG� HTXLW\� LQYHVWPHQWV� �VHH� WKH� $1=·V� ZRUN� RQ�

HFRQRPLF� YDOXH� DGGHG� E\� 1HZ� =HDODQG� EXVLQHVVHV��� ²� VDYHUV� DUH� ORRNLQJ� IRU�

EHWWHU�YDOXH�IURP�WKHLU�LQYHVWPHQWV���

• 7KH� QHHG� IRU� JRRG� VWUDWHJLF� WKLQNLQJ�� EHWWHU� EXVLQHVV� QHWZRUNV� DQG� OLQNV� LQWR�

LQWHUQDWLRQDO� PDUNHWV� KDV� LQWHQVLILHG� DV� PDQ\� VPDOO� DQG� PHGLXP� VL]HG�

EXVLQHVVHV� UHDOLVH� WKDW� WR�JURZ� WKH\�ZLOO� QHHG� WR�FRPSHWH� LQ� WKH�JOREDO�PDUNHW�

SODFH��UDWKHU�WKDQ�MXVW�1HZ�=HDODQG��

• 7KH�WHFKQRORJ\��LQIRUPDWLRQ�UHYROXWLRQ�KDV�UHGXFHG�RU�HOLPLQDWHG�HQWU\�EDUULHUV�

WR� PDQ\� ODUJH� DQG� YDOXDEOH� PDUNHWV�� � (QWUHSUHQHXUV� ZLWK� WKH� DSSURSULDWH�

WHFKQLFDO� VNLOOV� FDQ� ODXQFK� UHODWLYHO\� ORZ� FRVW� EXVLQHVVHV�� � $QG� LQ� VRPH� FDVHV�

WKHLU� SURGXFWV� RSHQ� XS� HQRUPRXV� JURZWK� SRWHQWLDO� WKDW� PXVW� EH� IXQGHG� ²�

6ZLFKWHF� LQ� &KULVWFKXUFK� LV� SUREDEO\� WKH� EHVW� UHFHQW� H[DPSOH� RI� WKLV�

SKHQRPHQRQ��

• 7KH� LQFUHDVH� LQ� WKH� QXPEHU� RI� SRWHQWLDO� VRXUFHV� RI� YHQWXUH� FDSLWDO� PD\� DOVR�

UHIOHFW� ULVLQJ� GHPDQG� IURP� WKH� JURZLQJ� QXPEHU� RI� VPDOO�QXUVHU\� EXVLQHVVHV�

ORRNLQJ� WR�H[SDQG�� �7KH� IDFW� WKDW�1HZ�=HDODQG� LV�VHHQ�DV�D� UHODWLYHO\�XQWDSSHG�

EXVLQHVV�QXUVHU\�PD\�DOVR�KDYH�DWWUDFWHG�RYHUVHDV�IXQGV�LQWR�WKLV�PDUNHW��

• ,QFUHDVHG� GHPDQG� FRXOG� DOVR� EH� GXH� WR� JRRG� GHDOV� EHLQJ� DUELWUDJHG� DZD\�

RIIVKRUH��

���� 6XSSO\��GHPDQG�DQG�GHDO�IORZV�

6XSSO\�

7KH�VXSSO\�RI�YHQWXUH�FDSLWDO�KDV�XQGRXEWHGO\� LQFUHDVHG�RYHU�WKH�SDVW�WKUHH�WR� ILYH�

\HDUV�� QRW� MXVW� EHFDXVH� RI� DQ� LQFUHDVH� LQ� WKH� QXPEHU� RI� SOD\HUV� LQ� WKH�PDUNHW� EXW�

DOVR� EHFDXVH� RI� ZKR� WKHVH� SOD\HUV� DUH�� � 7KH� HQWU\� RI� FRUSRUDWHV�� EDQNV�DQG� IXQG�

PDQDJHUV�KDV�VXEVWDQWLDOO\�LQFUHDVHG�WKH�DPRXQW�RI�FDSLWDO�SRWHQWLDOO\�DYDLODEOH��

6RPH� VSHFLDOLVW� YHQWXUH� FDSLWDO� FRPSDQLHV� KDYH� DOVR� HVWDEOLVKHG� RYHUVHDV�

UHODWLRQVKLSV� WKDW� KDYH� WKH� SRWHQWLDO� WR� SURYLGH� PRUH� FDSLWDO�� � 7KH� VWHDG\�

GHYHORSPHQW� RI� D� UHFRJQLVHG� DQG� UHOLDEOH� LQIUDVWUXFWXUH� ZLWKLQ� WKH� YHQWXUH� FDSLWDO�

PDUNHW� KDV� KHOSHG� ZHDOWK\� LQGLYLGXDOV� WR� DFFHVV� SRWHQWLDO� LQYHVWPHQWV� DQG� KDV�

DWWUDFWHG�PRUH�PRQH\�WR�WKLV�SDUW�RI�WKH�FDSLWDO�PDUNHW��

��������������������������������������������

��� 7KH�(9$�)RUXP��7KH�6KDUHKROGHU�9DOXH�3HUIRUPDQFH�RI�&RUSRUDWH�1HZ�=HDODQG��-RVHSK�
+HDO\��$1=�,QYHVWPHQW�%DQN�����)HEUXDU\�������
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7KH� ODXQFK� RI� WKH� VWRFN� H[FKDQJH
V�1HZ�&DSLWDO�0DUNHW� HDUO\� WKLV� \HDU� KDV� IXUWKHU�

H[SDQGHG�WKH�SRWHQWLDO�VXSSO\�RI�HTXLW\�FDSLWDO�WR�VPDOO�EXVLQHVVHV���7ZR�FRPSDQLHV�

KDYH� OLVWHG� RQ� WKH�1&0�VLQFH� WKH� VWRFN� H[FKDQJH�EHJDQ� DFFHSWLQJ� DSSOLFDWLRQV� RQ�

���0DUFK�������DQG�WKHUH�ZDV�RQH�QHZ�OLVWLQJ�SHQGLQJ�DV�DW�PLG�-XQH�������

7KHUH�ZDV�QR�VXJJHVWLRQ�IURP�WKRVH�ZH�LQWHUYLHZHG�WKDW�WKH�VXSSO\�RI�FDSLWDO�ZDV�D�

SUREOHP� IRU� WKH�1HZ� =HDODQG� YHQWXUH� FDSLWDO�PDUNHW�� � (YHQ� WKRVH� VHHNLQJ� YHQWXUH�

FDSLWDO�FRQFHGHG�WKDW�VXSSO\�RI�FDSLWDO�ZDV�PXFK�OHVV�RI�DQ�LVVXH�WKDQ�LW�KDG�EHHQ�²�

WKHUH�ZHUH�PRUH�RSWLRQV�DYDLODEOH��

6RPH� SDUWLFLSDQWV� SHUFHLYHG� WKDW� ZKLOH� WKH� VXSSO\� RI� PRQH\� ZDV� QRW� D� SUREOHP��

YHQWXUH� FDSLWDO� EXVLQHVVHV� DFWHG� PRUH� OLNH� EDQNHUV� WKDQ� ULVN� FDSLWDO� LQYHVWRUV���

$QRWKHU� LVVXH� UDLVHG� E\� DW� OHDVW� RQH� LQWHUYLHZHH� ZDV� WKH� ODFN� RI� XUJHQF\� YHQWXUH�

FDSLWDOLVW�VKRZHG�LQ�GHDOLQJ�ZLWK�IDVW�PRYLQJ�WHFKQRORJ\�EXVLQHVVHV��

$�JHQHUDO�SRLQW�UDLVHG�E\�RQH�SDUWLFLSDQW��EXW�DOVR�DOOXGHG�WR�E\�VHYHUDO�RWKHUV��ZDV�

WKH�VWDWH�RI�WKH�HFRQRP\��ZKLFK�IRU�WKH�SDVW�WZR�\HDUV�RU�VR�KDV�IDYRXUHG�LQYHVWRUV�

LQ�WHUPV�RI�VXEGXLQJ�EXVLQHVV�YDOXDWLRQV���7KLV�LV�VLJQLILFDQW�LQ�GHWHUPLQLQJ�PHGLXP�

WHUP�UHWXUQV�IURP�LQYHVWLQJ�DQG�WKHUHIRUH�WKH�IORZ�RI�FDSLWDO�WR�WKH�PDUNHW��

%HVLGHV�FDSLWDO�� WKH�DYDLODELOLW\�RI�VNLOOHG�SHRSOH� WR�PDQDJH�WKH�DSSUDLVDO��GHFLVLRQ�

PDNLQJ� DQG� VWUDWHJLF� WKLQNLQJ� SURFHVVHV� LV� FUXFLDO� WR� WKH� HIIHFWLYH� IXQFWLRQLQJ� RI�

YHQWXUH� FDSLWDO� EXVLQHVVHV�� � $OWKRXJK� WKH� UHTXLVLWH� VNLOOV� DUH� QRW� UHDGLO\� DYDLODEOH��

VHYHUDO� RI� WKRVH� LQWHUYLHZHG� QRWHG� WKDW� LW� LV� SRVVLEOH� WR� DWWUDFW� VDODULHG� H[HFXWLYHV�

ZLWK� WKH� DSSURSULDWH� VNLOOV� DQG� H[SHULHQFH� WR� WKH� YHQWXUH� FDSLWDO� EXVLQHVV�� � 7KH�

DWWUDFWLRQ� IRU� WKHVH� SHRSOH� VHHPV� WR� EH� WKH� JUHDWHU� H[FLWHPHQW� RIIHUHG� LQ� EXLOGLQJ�

EXVLQHVVHV�DV�RSSRVHG�WR�VLPSO\�PDQDJLQJ�WKHP��DQG�DOVR�WKH�SURVSHFW�RI�DQ�HTXLW\�

VWDNH�LQ�ZKDW�WKH\�DUH�GRLQJ��

7KH� UDSLG� JURZWK� LQ� WKH� QXPEHU� RI� YHQWXUH� FDSLWDO� ILUPV� RYHU� WKH� SDVW� WKUHH� \HDUV�

VXJJHVWV� D� GHDUWK� RI� JHQXLQHO\� H[SHULHQFHG� SHRSOH� ZLWKLQ� YHQWXUH� FDSLWDO�

EXVLQHVVHV�� �$OWKRXJK� ILUPV�PD\�ZHOO�EH�FRUUHFW� LQ�DUJXLQJ� WKDW� VNLOOHG�SHRSOH�FDQ�

EH�DWWUDFWHG�LQWR�WKLV�VHFWRU��LW�LV�GLIILFXOW�WR�EHOLHYH�WKHVH�SHRSOH�KDYH�WKH�UHTXLVLWH�

H[SHULHQFH� WR� PHHW� WKH� GHPDQGV� RI� YHQWXUH� FDSLWDO� LQYHVWLQJ�� � +RZHYHU�� DV� PRUH�

SURMHFWV�PRYH� WKURXJK� WKH� LQYHVWPHQW� F\FOH��PRUH� LQGLYLGXDOV�ZLOO� JDLQ�H[SHULHQFH��

FRQWULEXWLQJ�WR�WKH�SRRO�RI�SRWHQWLDO�YHQWXUH�FDSLWDOLVWV��

&ULWHULD�

0RVW� FRPSDQLHV� KDG� VRPH� FULWHULD� WKH\� XVHG� WR� JXLGH� WKHLU� LQYHVWPHQW� SROLF\���

*HQHUDOO\�� WKRXJK�� WKH� FULWHULD� FRQFHQWUDWHG� RQ� ZKDW� ZDV� H[FOXGHG� UDWKHU� WKDQ�

LQFOXGHG���0DQ\�DYRLGHG�LQYHVWLQJ�LQ�VWDUW�XSV�DQG�HDUO\�VWDJH�EXVLQHVVHV���9LUWXDOO\�

DOO� H[FOXGHG� LQYHVWLQJ� LQ� SURSHUW\� YHQWXUHV�� � 2WKHUZLVH� WKH� LQYHVWPHQW� VWUDWHJ\�

DSSHDUHG�WR�EH�YHU\�IOH[LEOH��

6RPH� YHQWXUH� FDSLWDO� ILUPV�ZHUH� WLJKWO\� IRFXVHG� RQ� WHFKQRORJ\�� DQG� LQ� WKH� FDVH� RI�

FRUSRUDWH�YHQWXUH�FDSLWDOLVWV��WKHUH�ZDV�D�UHDVRQDEO\�FOHDU�IRFXV�RQ�VWUDWHJLF�ILW���$Q�

H[SHULHQFHG� DQJHO� LQYHVWRU� KDG� WZR� FOHDU� WHVWV� KH� DSSOLHG� WR� DQ\� SURVSHFWLYH�

LQYHVWPHQW�DQG�D�WKLUG�IXQGDPHQWDO�LVVXH��
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• 'RHV� WKH�HQWUHSUHQHXU� LQVLVW�RQ� UHWDLQLQJ�FRQWURO�²�KROGLQJ�DW� OHDVW�����RI� WKH�

EXVLQHVV"�$OWKRXJK�WKDW�LV�QRW�QHFHVVDULO\�DQ�LVVXH�IRU�WKH�LQYHVWRU�DW�WKH�LQLWLDO�

VWDJH�LW�LV�D�ZDUQLQJ�VLJQ�WKDW�WKH�EXVLQHVV·V�DELOLW\�WR�H[SDQG�ZLOO�EH�OLPLWHG�E\�

WKH�HQWUHSUHQHXU��

• +RZ� HQWUHSUHQHXUV� ZDQW� WR� H[LW� WKHLU� EXVLQHVV�²� LI� WKH\� KDYHQ·W� WKRXJKW� DERXW�

WKLV�WKHQ�WKH\�DUH�LQ�ORYH�ZLWK�WKHLU�LGHD�UDWKHU�WKDQ�DQ\�FRQFHSW�RI�EXVLQHVV��

• 7KH� SHUVRQ� LV� FUXFLDO�� � 7KH� HQWUHSUHQHXU� LV� LQYHVWLJDWHG� LQ� FRQVLGHUDEOH� GHSWK�

EHFDXVH�WKLV�DQJHO�LQYHVWRU�ZRXOG�UDWKHU�GR�D�OHVV�WKDQ�LGHDO�GHDO�ZLWK�WKH�ULJKW�

SHUVRQ��WKDQ�D�JUHDW�GHDO�ZLWK�WKH�ZURQJ�SHUVRQ��

7KH�VWHDG\�VHJPHQWDWLRQ�RI� WKH�VXSSO\�RI�YHQWXUH�FDSLWDO� LQGLFDWHV� WKDW� WKH�PDUNHW�

LV�PDWXULQJ�� � ,W� DOVR�KLJKOLJKWV� WKH� IDFW� WKDW� WKH�PDUNHW�GRHV� UHVSRQG�RYHU� WLPH� WR�

GHPDQG�VLJQDOV��

'HPDQG�

7KH�YHU\�KLJK�UDWH�RI�EXVLQHVV�VWDUW�XSV�LQ�1HZ�=HDODQG���������ODVW�\HDU��VXJJHVWV�

WKDW�WKHUH�LV�QR�VKRUWDJH�RI�SRWHQWLDO�LQYHVWPHQW�SURVSHFWV���%XW�DV�ZH�GLVFXVVHG�LQ�

VHFWLRQ� ���� RQO\� D� VPDOO� SURSRUWLRQ� RI� DOO� VPDOO� EXVLQHVVHV� DFWXDOO\� UHTXLUH� HTXLW\�

FDSLWDO��RU�DUH�SUHSDUHG�WR�DFFHSW�LW��

)URP� LQWHUYLHZV�ZLWK� DURXQG� ��� SDUWLFLSDQWV�ZLWKLQ� WKH� YHQWXUH� FDSLWDO�PDUNHW� WKH�

VXSSO\�RI� GHDOV� LV� JHQHUDOO\�QRW� VHHQ�DV�D�SUREOHP� LQ� WHUPV�RI�TXDQWLW\�� �$OWKRXJK�

VRPH� H[SUHVVHG� FRQFHUQV� DERXW� WKH� TXDOLW\� RI� GHDOV� DYDLODEOH�� WKH� JHQHUDO�

FRQVHQVXV� ZDV� WKDW� WKH� VXSSO\� RI� JRRG� GHDOV� EDFNHG� E\� JRRG� SHRSOH� ZDV� QRW� D�

SUREOHP���2QH�LQYHVWRU�VWDWHG�WKDW�KH�KDG�WXUQHG�GRZQ�VRPH�JRRG�SURSRVLWLRQV�WKDW�

GLGQ·W�IDOO�ZLWKLQ�KLV�FULWHULD��

2QH�RI� WKH� LPSRUWDQW�VRXUFHV�RI�QHZ�HQWUHSUHQHXUV�DSSHDUV� WR�EH� IURP�ZLWKLQ�KLJK�

JURZWK� FRPSDQLHV�� � :KHUH� RZQHU�H[HFXWLYHV� LQ� WKHVH� FRPSDQLHV� FDQ� DFKLHYH� D�

VXLWDEOH�H[LW�WKH\�ZLOO�RIWHQ�WXUQ�DURXQG�DQG�VHW�XS�QHZ�EXVLQHVVHV��RU�GLUHFWO\�DVVLVW�

RWKHUV� WR�GR�VR�� �7KLV�VSDZQLQJ��RU�VHHGLQJ��SURFHVV�ZDV�SDUWLFXODUO\�FOHDU� IURP�DW�

OHDVW� WZR� LQWHUYLHZV� ZLWK� LQGLYLGXDOV� ZKR� KDYH� H[LWHG� VXFFHVVIXO� DQG� IDVW� JURZLQJ�

FRPSDQLHV� ZLWKLQ� WKH� ODVW� WKUHH� \HDUV�� � ,QWHUHVWLQJO\�� LQ� ERWK� FDVHV�� H[LWV�� LQ� WKH�

IRUP�RI�WUDGH�VDOHV�RU�SXEOLF�OLVWLQJV��ZHUH�D�FUXFLDO�FDWDO\VW�LQ�VSXUULQJ�WKH�VHHGLQJ�

SURFHVV���7KLV�HPSKDVLVHV�WKH�YDOXH�RI�D�G\QDPLF�HTXLW\�DQG�YHQWXUH�FDSLWDO�PDUNHW��

4XDQWLW\�YHUVXV�TXDOLW\�

7KH�LVVXH�IRU�WKH�1HZ�=HDODQG�YHQWXUH�FDSLWDO�PDUNHW��SDUWLFXODUO\�JLYHQ�LWV�UHODWLYH�

LPPDWXULW\��LV�QRW�WKH�YROXPH�RI�GHDOV�DYDLODEOH��EXW�WKH�TXDOLW\�RI�WKH�GHDOV�WKDW�DUH�

FORVHG��

6HYHUDO�RI� WKRVH�SHRSOH� LQWHUYLHZHG� IRU� WKLV�VWXG\�SRLQWHG�RXW� WKDW� IHZ�SDUWLFLSDQWV�

LQ�WKH�PDUNHW�KDYH�GHHS�H[SHULHQFH�RI�YHQWXUH�FDSLWDO�LQYHVWLQJ���)XUWKHUPRUH��PDQ\�

ZHUH� LQ� WKH� HDUO\� VWDJHV� RI� FRPSOHWLQJ� LQYHVWPHQWV� DQG�ZHUH� \HW� WR� HQFRXQWHU� WKH�

FRQVHTXHQFHV�RI�SRRU�LQYHVWPHQW�GHFLVLRQV��

$V� WKH�HFRQRP\�PRYHV� WKURXJK�D�FRPSOHWH�EXVLQHVV�F\FOH� WKH�SUHVVXUH�RQ�YHQWXUH�

FDSLWDO� EXVLQHVVHV� �SDUWLFXODUO\� QHZ� ILUPV�� WR� SHUIRUP�ZLOO� LQFUHDVH�� � 7KLV� SURFHVV�

ZLOO�VTXHH]H�RXW�SRRUHU�RSHUDWRUV�DQG�IRUFH�WKRVH�VXUYLYLQJ�WR�UDLVH�WKHLU�VNLOOV�²�DQ�

RXWFRPH�WKDW�LV�FRQVLVWHQW�ZLWK�D�PDWXULQJ�PDUNHW��
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1HZ� YHQWXUH� FDSLWDO� ILUPV� DUH� DOPRVW� FRPSHOOHG� WR� SXUVXH� YROXPH� LQ� WKH� HDUO\�

VWDJHV�� WR�JHW� IXQGV� LQYHVWHG�� WR�EXLOG�D�UHSXWDWLRQ� IRU�GRLQJ�GHDOV�DQG�WR�REWDLQ�D�

VSUHDG�RI�ULVN�LQ�WKHLU�SRUWIROLR��

&HUWDLQO\� LW�ZDV�WKH�YLHZ�RI�DW� OHDVW�RQH�H[SHULHQFHG�LQYHVWRU�WKDW�PDQ\�QHZFRPHUV�

WR�WKH�PDUNHW�KDYH�\HW�WR� IDFH�WKH�FKDOOHQJH�RI�GHDOLQJ�ZLWK� LQYHVWPHQWV�WKDW�EHJLQ�

WR�VWUXJJOH��

$V�WZR�ZKR�KDYH�KDG�WR�GHDO�ZLWK�VWUXJJOLQJ�EXVLQHVVHV�KDYH�DGPLWWHG��WKHUH�LV�UHDO�

SUHVVXUH� RQ� WKHP� WR� UHVFXH� WKHLU� GXG� LQYHVWPHQWV� WR� SURWHFW� WKHLU� UHSXWDWLRQ�� DW�

OHDVW� LQ� WKH� VKRUW� WHUP�� � 7KHLU� WUDFN� UHFRUG� RI� VXFFHVVIXO� LQYHVWPHQW� LV� FUXFLDO� LQ�

VHFXULQJ�IXQGLQJ�²�IDLOXUHV�FDOO�LQWR�TXHVWLRQ�WKHLU�FRPSHWHQFH�WR�DQDO\VH�DFFXUDWHO\�

DQG�PDNH� WKH� ULJKW� FDOOV�� �%XW� WKHUH� LV� OLWWOH� RU� QR� FRPPHUFLDO� MXVWLILFDWLRQ� IRU� WKH�

WLPH� DQG� UHVRXUFHV� LQYROYHG�� DQG� WKH\� FRQFHGH� WKDW� DV� WKH\� EHFRPH� PRUH�

HVWDEOLVKHG�� DV� YHQWXUH� FDSLWDOLVWV�� WKH\� ZLOO� EH� PRUH� UXWKOHVV� DW� GLWFKLQJ� GXG�

EXVLQHVVHV���0RVW�YHQWXUH�FDSLWDO�FRPSDQLHV�ZH�LQWHUYLHZHG�KDG�IHZHU�WKDQ�WHQ�OLYH�

LQYHVWPHQWV�� �7KH�PRUH�DFWLYH�LQYHVWPHQWV�D�EXVLQHVV�KDV��WKH�HDVLHU� LW� LV�WR�GXPS�

SRRU�SHUIRUPHUV�²�LW�PDNHV�OHVV�GLIIHUHQFH�WR�WKH�RYHUDOO�LQYHVWPHQW�SRUWIROLR��

,QWHUHVWLQJO\� WKRVH�UDLVLQJ�FRQFHUQV�DERXW� WKH�TXDOLW\�RI� WKH�GHDO� IORZ�WHQGHG�WR�EH�

DPRQJVW� WKH� PRUH� H[SHULHQFHG� YHQWXUH� FDSLWDOLVWV�� � 7KDW� PD\� UHIOHFW� JHQXLQH�

FRQFHUQV�DERXW�WKH�UREXVWQHVV�RI�WKH�LQYHVWPHQW�SURSRVLWLRQV�EHLQJ�EDFNHG�DQG�WKH�

ZLGHU� UHSXWDWLRQ� RI� WKH� PDUNHW�� RU� LW� FRXOG� EH� GLVPLVVHG� DV� HVWDEOLVKHG� SOD\HUV�

UHDFWLQJ� WR� LQFUHDVHG� FRPSHWLWLRQ� IRU� GHDOV�� � $� WKLUG� H[SODQDWLRQ� LV� WKDW� WKH�PRUH�

HVWDEOLVKHG�YHQWXUH�FDSLWDOLVWV�WHQG�WR�IRFXV�RQ�IHZHU�EXW�ODUJHU�GHDOV��ZKHUH�TXDOLW\�

LV�HYHU\WKLQJ��

7KH�TXDOLW\�RI�GHFLVLRQ�PDNLQJ� LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW�ZLOO� LPSURYH�RYHU�WLPH�

DV� SHRSOH� LQ� WKLV� PDUNHW� JDLQ� H[SHULHQFH� WKURXJK� WKH� QXPEHU� DQG� UDQJH� RI�

WUDQVDFWLRQV�XQGHUWDNHQ���7KH�YHQWXUH�FDSLWDO�SURFHVV�LQYROYHV�D�QXPEHU�RI�VWDJHV�²�

VHOHFWLRQ�� LQYHVWPHQW�� PDQDJHPHQW�� H[LW� ²� ZKLFK� FDQ� WDNH� DW� OHDVW� ILYH� \HDUV� WR�

FRPSOHWH�� � *HQXLQH� H[SHULHQFH�� WKHUHIRUH� WDNHV� WLPH� WR� DFTXLUH�� � 7KH� PDMRULW\� RI�

YHQWXUH�FDSLWDO� ILUPV�FXUUHQWO\�RSHUDWLQJ�LQ�1HZ�=HDODQG�KDYH�QRW�\HW�EHHQ�WKURXJK�

WKH�IXOO�F\FOH�IURP�VHOHFWLRQ�WR�H[LW���7KH\�PD\�DSSHDU�WR�EH�VXFFHVVIXO�RQ�WKH�EDVLV�

RI�WKH�QXPEHU�RI�GHDOV�WKH\�DUH�LQYHVWLQJ�LQ���%XW�PRVW�DUH�\HW�WR�IDFH�WKH�UHDO�WHVW�²�

GHOLYHULQJ� RQ� WKH� ´DFWLYHµ� FRPSRQHQW� RI� WKHLU� LQYHVWPHQW�� DFKLHYLQJ� DQ� H[LW� DQG�

FDOFXODWLQJ� WKH� ILQDO� UHWXUQV�� �7KDW�H[SHULHQFH� LV� OLNHO\� WR�SURYH�VREHULQJ� IRU�PDQ\��

DQG�ZLOO�EH�D�UHDO�WHVW�RI�WKH�UREXVWQHVV�RI�WKH�LQGXVWU\��

'HDO�IORZ��

$Q�LPSRUWDQW�DVSHFW�RI�WKH�LQWHUYLHZV�ZDV�WR�HVWDEOLVK�WKH�FKDUDFWHULVWLFV�RI�WKH�GHDO�

IORZV��

3UREDEO\�WKH�PRVW�VWULNLQJ�IHDWXUH�IURP�PRVW�RI�WKRVH�DFWLYHO\�LQYROYHG�LQ�SURYLGLQJ�

YHQWXUH� FDSLWDO� ZDV� WKH� KLJK� YROXPH� RI� SRWHQWLDO� GHDOV� ILUPV� ZHUH� KDQGOLQJ���

*HQHUDOO\� ILUPV� FODLPHG�GHDO� IORZV� RI� EHWZHHQ��� WR� ���SHU�ZHHN�GHSHQGLQJ� RQ� WKH�

VL]H� RI� WKH� EXVLQHVV�� � ,W� LV� LPSRUWDQW� WR� UHPHPEHU� WKDW� IRU� \RXQJ� YHQWXUH� FDSLWDO�

ILUPV�WKHLU�IRFXV�ZLOO�EH�RQ�VHFXULQJ�QHZ�LQYHVWPHQWV���$V�WKH\�PDWXUH�WKH�HPSKDVLV�

RI� WKHLU� EXVLQHVV� ZLOO� WHQG� WR� VKLIW� WR�PDQDJLQJ� LQYHVWPHQWV� DQG� ORRNLQJ� IRU� H[LWV��

UDWKHU�WKDQ�VHHNLQJ�SRWHQWLDO�GHDOV��
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0RVW� IRUPDO� SURSRVDOV� IRU� FDSLWDO� ZLOO� JHW� DW� OHDVW� D� EULHI� �XS� WR� KDOI� D� GD\��

DSSUDLVDO�� DQG� HLWKHU� EH� UHMHFWHG� ZLWK� VRPH� FRQVWUXFWLYH� DGYLFH�� UHIHUUHG� WR�

SURIHVVLRQDO� DGYLVRUV� IRU�PRUH�ZRUN� �JURRPLQJ� RU� VFUXEELQJ� XS��� UHIHUUHG� WR� RWKHU�

YHQWXUH� FDSLWDO� ILUPV�� RU� LQYHVWLJDWHG� IXUWKHU�� � 7KH� LQFUHDVLQJ� QXPEHU� RI� YHQWXUH�

FDSLWDO� ILUPV� SURYLGHV� PRUH� VFRSH� IRU� LQGLYLGXDO� SURSRVDOV� WR� ILQG� DQ� DSSURSULDWH�

PDWFK�EHWZHHQ�HQWUHSUHQHXUV�DQG�WKH�YHQWXUH�FDSLWDOLVWV��

7KH�QXPEHU�RI�GHDOV�WKDW�FDQ�EH�FRQVLGHUHG�VHULRXVO\�DW�DQ\�RQH�WLPH�DSSHDUV�WR�EH�

EHWZHHQ��� WR�����DJDLQ�GHSHQGLQJ�RQ� WKH�VL]H�RI� WKH� ILUP�� �7KH�PDMRULW\�RI�YHQWXUH�

FDSLWDO� ILUPV� KDYH� EHWZHHQ� WZR� DQG� IRXU� SULQFLSDOV� ZKR� KDYH� WKH� H[SHULHQFH� DQG�

H[SHUWLVH� WR� VLJQ�RII� DSSUDLVDOV� DQG� PDQDJH� LQYHVWPHQWV�� � 7KHUH� LV� FRQVLGHUDEOH�

SUHVVXUH� WR� FXOO� LQYHVWPHQW� SURSRVDOV� VRRQHU� UDWKHU� WKDQ� ODWHU� WR� DYRLG� RYHUKHDG�

FRVWV�VZDPSLQJ�SURVSHFWLYH�UHYHQXHV��

7KHUH� LV� DOVR� DQ� LQFHQWLYH� IRU� YHQWXUH� FDSLWDO� ILUPV� WR� EXLOG� XS� WKHLU� SRUWIROLR� RI�

LQYHVWPHQWV�UHODWLYHO\�TXLFNO\�WR�VSUHDG�WKHLU� ULVN�� �&OHDUO\�HYHU\�GHDO�WKH\�GR�PXVW�

VDWLVI\� WKHLU� ULVN� UHWXUQ� UHTXLUHPHQWV�� EXW� WKH� PRUH� OLYH� LQYHVWPHQWV� WKH� EURDGHU�

WKHLU� VSUHDG�RI� ULVN�� �&R�LQYHVWLQJ� LV�DQRWKHU�PHWKRG�RI� UHGXFLQJ� ULVN�E\�VSUHDGLQJ�

WKH�QXPEHU�RI�LQYHVWPHQWV�DQG�VKDULQJ�WKH�DSSUDLVDO�FRVWV�DQG�H[SHUWLVH��

7KH�SURFHVV�ILUPV�JR�WKURXJK�LQ�DSSUDLVLQJ�GHDOV�LV�SUREDEO\�EHVW�LOOXVWUDWHG�E\�WZR�

IRUPDO�SURFHGXUHV�RXWOLQHG� LQ�FRPSDQ\�GRFXPHQWV�DYDLODEOH� WR�EXVLQHVVHV�VHHNLQJ�

YHQWXUH�FDSLWDO���7KH\�DUH�SUHVHQWHG�LQ�$SSHQGL[�,,,�DW�WKH�EDFN�RI�WKLV�UHSRUW��

���� 5HWXUQV�

7KH�SULPH�PRWLYDWLRQ�RI�YHQWXUH�FDSLWDOLVWV�LV�WR�PDNH�PRQH\���7KDW�PHDQV�WKH\�DUH�

ORRNLQJ� IRU� LQYHVWPHQWV� WKDW�SURYLGH� UHWXUQV� FRPPHQVXUDWH�ZLWK� WKH� ULVNV� WKH\� DUH�

WDNLQJ�� �7KH�PDMRULW\�RI� WKHLU� UHWXUQV�FRPH� IURP�WKH� ULVH� LQ� WKH�YDOXH�RI� WKH�HTXLW\�

WKH\�LQYHVW�DQG�VR�H[LW�LV�D�NH\�LVVXH���6RPH�LQYHVWRUV�DOVR�JHQHUDWH�IHH�LQFRPH�IURP�

DGYLVRU\�ZRUN�DV�WKH\�GHYHORS�WKH�GHDO�DQG�VHHN�FR�IXQGLQJ��

([SHFWHG� UHWXUQV� YDU\� FRQVLGHUDEO\� WKURXJK� WKH� LQGXVWU\�� GHSHQGLQJ� ZKDW� SRLQW� RI�

WKH�ULVN��UHWXUQ�FXUYH�WKH\�DUH�RSHUDWLQJ�DW���)LUPV�LQYHVWLQJ�LQ�WKH�VWDUW�XS�RU�HDUO\�

VWDJH�RI�EXVLQHVV�GHYHORSPHQW�DUH� ORRNLQJ� IRU� UHWXUQV� UDQJLQJ� IURP�����WR�������

ZKHUHDV�ILUPV�IRFXVHG�RQ�WKH�H[SDQVLRQ��RU�EX\RXW�VWDJH�ZLOO�WHQG�WR�VHHN�UHWXUQV�RI�

EHWZHHQ� ���� DQG� ����� � 7KRVH� FRPSDQLHV� ZLWK� DQ� HVWDEOLVKHG� WUDFN� UHFRUG� DUH�

JHQHUDWLQJ�UHWXUQV�ZLWKLQ�WKHLU�H[SHFWHG�UDQJH���,Q�VRPH�FDVHV�HDUO\�VWDJH�LQYHVWRUV�

DUH� VHWWLQJ� WKHLU� UHWXUQ� WDUJHWV� LQ� WHUPV� RI� PXOWLSOHV� RI� WKHLU� RULJLQDO� LQYHVWPHQW���

6WDU� SHUIRUPHUV� ZLWKLQ� YHQWXUH� FDSLWDO� SRUWIROLRV� FDQ� SURGXFH� VSHFWDFXODU� UHWXUQV��

ZLWK� RQH� LQGLFDWLQJ� JDLQV� RI� ��� WLPHV� WKH� RULJLQDO� LQYHVWPHQW� LQ� OHVV� WKDQ� WKUHH�

\HDUV��

7KHUH�DUH�LQYHVWRUV�ZKR�DUH�QRW�VROHO\�IRFXVHG�RQ�HTXLW\�UHWXUQV���&RUSRUDWH�YHQWXUH�

FDSLWDOLVWV� KDYH� D� VWURQJ� VWUDWHJLF� HOHPHQW� WR� WKHLU� LQYHVWLQJ�²� HQVXULQJ� WKH� QHZ�

EXVLQHVVHV� WKH\� LQYHVW� LQ� KDYH� D� JRRG� ILW� ZLWK� WKHLU� RZQ� EXVLQHVV� RU� UHGXFH�

FRPSHWLWRU�DFWLYLW\�� � ,Q� WKH�FDVH�RI�EDQNV�DQG�VWRFNEURNHUV��DFWLYH�HTXLW\� LQYHVWLQJ�

LQ�D�VPDOO��RU�\RXQJ��FRPSDQ\�SRWHQWLDOO\�RIIHUV�D�YDOXDEOH�ORQJ�WHUP�UHODWLRQVKLS�WR�

JHQHUDWH� VHUYLFH� IHHV�� � 7KLV� UHODWLRQVKLS� LV� RIWHQ� D� SUHFRQGLWLRQ� RI� LQLWLDO� HTXLW\�

IXQGLQJ��
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6HYHUDO� YHQWXUH� FDSLWDOLVWV� SRLQWHG� RXW� WKDW� RYHUDOO� UHWXUQV�ZHUH� KHDYLO\� LQIOXHQFHG�

E\�WKH��YLQWDJH�\HDU��RI�WKH�LQYHVWPHQW�²�WKH�\HDU�LQ�ZKLFK�WKH�LQYHVWPHQW�ZDV�PDGH���

(VVHQWLDOO\��WKH�DUJXPHQW�LV�WKDW�LQYHVWLQJ�LQ�GLIILFXOW�HFRQRPLF�WLPHV�LV�PRUH�OLNHO\�

WR� JHQHUDWH� VRPH� DWWUDFWLYHO\�SULFHG� LQYHVWPHQWV� DV� ILUPV� VWUXJJOH� WR� ILQG� ILQDQFH�

DQG�SHUFHSWLRQV�RI�YDOXH�DUH�SHVVLPLVWLF���7KXV�WKH�VWDWH�RI�HFRQRPLF�FRQGLWLRQV�DW�

WKH�WLPH�RI�LQYHVWPHQW��DQG�H[LW��KDV�DQ�LPSRUWDQW�EHDULQJ�RQ�RYHUDOO�UHWXUQV��

,W�VHHPV�FOHDU�WKDW�FRPSDQ\�YDOXDWLRQV�LQ�1HZ�=HDODQG��HYHQ�IRU�WHFK�RULHQWHG�ILUPV�

ZLWK� JRRG� JOREDO� SURGXFW�� KDV� ODJJHG�ZHOO� EHKLQG� WKH� VRUW� RI� YDOXDWLRQV� DSSOLHG� WR�

VWDUW�XS� DQG� HDUO\� VWDJH� 86� EXVLQHVVHV�� � ,QGHHG� D� VLJQLILFDQW� SDUW� RI� RQH� 1HZ�

=HDODQG�YHQWXUH�FDSLWDO�FRPSDQ\
V�UDWLRQDOH�LV�WKH�VXEVWDQWLDO�GLIIHUHQFH�LQ�EXVLQHVV�

YDOXDWLRQV�EHWZHHQ�1HZ�=HDODQG�DQG�RWKHU�FRXQWULHV��

���� ([LW�DQG�FDSLWDO�JDLQV�

$� IXQGDPHQWDO� DVSHFW� RI� YHQWXUH� FDSLWDO� LQYHVWLQJ� LV� VHFXULQJ� DQ� H[LW� IURP� HDFK�

LQYHVWPHQW�� �1RW�XQWLO� WKLV�VWDJH�KDV�EHHQ�FRPSOHWHG� LV� WKHUH�D�FRQFUHWH�UHWXUQ� IRU�

WKH�YHQWXUH�FDSLWDO�FRPSDQ\��

7LPH�DQG�DJDLQ�YHQWXUH�FDSLWDOLVWV�HPSKDVLVHG�WKH�LPSRUWDQFH�RI�D�ZHOO�HVWDEOLVKHG�

H[LW� VWUDWHJ\�� � 6HYHUDO� YLHZHG� WKH� H[LW� VWUDWHJ\� DV� RQH� RI� WKH� NH\� LVVXHV� WR� UHVROYH�

EHIRUH�LQYHVWLQJ�LQ�D�EXVLQHVV���,Q�PDQ\�FDVHV�WKH�WLPLQJ��WKH�SURVSHFWLYH�EX\HU��LI�LW�

LV� LQWHQGHG�WR�EH�D�WUDGH�VDOH��� WKH�SURGXFW�UDQJH�DQG�ILQDQFLDO�SHUIRUPDQFH�RI�WKH�

EXVLQHVV�DUH�DOO�GHWHUPLQHG�DV�SDUW�RI�DFKLHYLQJ�D�VXFFHVVIXO�H[LW���,Q�WKLV�VHQVH�LW�LV�

D�PHWLFXORXVO\�SODQQHG�SURFHVV��

$Q�LPSRUWDQW�LVVXH�LV�H[SRVXUH�WR�WD[�RQ�FDSLWDO�JDLQV���7KH�SULRULW\�JLYHQ�WR�KDYLQJ�

D�ZHOO�GHILQHG�H[LW� IURP�DQ\� LQYHVWPHQW�FOHDUO\�GHPRQVWUDWHV�DQ�LQWHQWLRQ�WR�VHOO�DW�

WKH�WLPH�PRQH\�LV� LQYHVWHG�� �7KLV�WKHQ�PDNHV�WKHP�OLDEOH�WR�SD\�WD[�RQ�DQ\�FDSLWDO�

JDLQV�WKH\�PDNH�� �6RPH�YHQWXUH�FDSLWDO�EXVLQHVVHV�DYRLGHG�WKH�LVVXH�RI�H[LWLQJ�RXW�

RI�FRQFHUQ�IRU�WKH�WD[�LPSOLFDWLRQV���$QG�RQH�YHQWXUH�FDSLWDOLVW�KDG�EHHQ�DGYLVHG�WR�

SD\�WD[�RQ�WKHLU�WRWDO�UHWXUQV��

7KH�TXHVWLRQ�RI�WD[�RQ�FDSLWDO�JDLQV�LV�D�YHU\�LPSRUWDQW�LVVXH�IRU�WKH�YHQWXUH�FDSLWDO�

PDUNHW�� � $W� WKH� PRPHQW� PRVW� ILUPV� RSHUDWH� RQ� WKH� DVVXPSWLRQ� WKH\� ZLOO� QRW� EH�

VXEMHFW� WR� WD[� RQ� WKH� FDSLWDO� JDLQV� DFKLHYHG� LQ� WKHLU� LQYHVWPHQWV�� � 7KLV� DSSURDFK�

VLPSO\�DGGV�WR�WKH�ULVNV�LQYROYHG�LQ�YHQWXUH�FDSLWDO�LQYHVWLQJ���)RU�PDMRU�LQVWLWXWLRQV�

NHHQ�WR�SURWHFW�WKHLU�UHSXWDWLRQ�WKH�LVVXH�RI�FDSLWDO�JDLQV�WD[�LV�SDUWLFXODUO\�YH[LQJ�²�

LW�DSSHDUV� WKDW� WKH\� WHQG� WR�HUU�RQ� WKH�VDIH�VLGH�DQG�SD\� WD[�RQ� WKHLU�FDSLWDO�JDLQV�

WKHUHIRUH�LQFUHDVLQJ�WKH�UHWXUQV�WKH\�UHTXLUH�EHIRUH�LQYHVWLQJ��

,Q� $SSHQGL[� ,� ZH� UHSURGXFH� DQ� ,QIRPHWULFV� DUWLFOH� ILUVW� SXEOLVKHG� LQ� -XQH� �����

GLVFXVVLQJ� WKH� LPSOLFDWLRQV� RI� WKH� ODFN� RI� D� FDSLWDO� JDLQV� WD[� IRU� 1HZ� =HDODQG
V�

FRUSRUDWH�EHKDYLRXU���7KH�JLVW�RI�WKH�DUWLFOH�LV�WKDW�HQWUHSUHQHXUV�PD\�EH�SHUVXDGHG�

WR�VHOO� UDWKHU� WKDQ�H[SDQG� WKHLU�EXVLQHVV�EHFDXVH�RI� WKH� UHODWLYH� ULVNV�DQG�EHQHILWV�

UHODWLQJ�WR�HDFK�RSWLRQ��
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���� *DSV�

,Q� VLPSOH� WHUPV� WKH� JDS� LQ� WKH� YHQWXUH� FDSLWDO� PDUNHW� ZLOO� DOZD\V� EH� EHWZHHQ�

EXGGLQJ� EXVLQHVVHV� VHHNLQJ� ILQDQFH� DQG� WKH� ZLOOLQJQHVV� RI� YHQWXUH� FDSLWDOLVWV� WR�

SURYLGH�LW���7KLV�VR�FDOOHG�IXQGLQJ�JDS�GRHV�QRW�QHFHVVDULO\�PHDQ�WKDW�WKH�PDUNHW�LV�

QRW� RSHUDWLQJ� HIILFLHQWO\� LQ� WKLV� DUHD�� � 7KH� IDFW� WKDW� PDQ\� SRWHQWLDO� YHQWXUHV� DUH�

XQVXFFHVVIXO� LQ� VHFXULQJ� ILQDQFH�PD\� VLPSO\� UHIOHFW� D� UHDOLVWLF� DVVHVVPHQW�RI� WKHLU�

SURVSHFWV���7KH�JDS��WKHQ��LV�EHWZHHQ�IXQGLQJ�DQG�SURVSHFWV��

,Q� HVVHQFH� LW� LV� D� JDS� LQ� SHUFHSWLRQV� RI� ULVNV� DQG� UHZDUGV� DQG�PD\� ERLO� GRZQ� WR�

LQIRUPDWLRQ� DQG� WKH� FRVW� RI� REWDLQLQJ� ZKDW� LV� UHTXLUHG� WR� EULGJH� WKH� JDS� LQ�

SHUFHSWLRQV�� � ,I� WKHUH� LV� DQ� LQIRUPDWLRQ� JDS� WKHQ� WKHUH� ZRXOG� VHHP� WR� EH� DQ�

RSSRUWXQLW\�IRU�WKH�PDUNHW�WR�ILOO�LW��

0DMRU� SURIHVVLRQDO� DFFRXQWLQJ� ILUPV� DQG� D� VLJQLILFDQW� QXPEHU� RI� VPDOOHU� YHQWXUH�

FDSLWDO� EXVLQHVVHV� DUH� ORRNLQJ� WR� GR� MXVW� WKDW�� � 7KH� SURFHVV� RI� JURRPLQJ�� RU�

VFUXEELQJ�XS��EXVLQHVV�SODQV� WR�SUHVHQW� WR�SRWHQWLDO� LQYHVWRUV� LV�EHLQJ�XQGHUWDNHQ�

E\�WKHVH�ILUPV�LQ�DQ�DWWHPSW�WR�UHGXFH�WKH�SHUFHLYHG�ULVNV�DQG�LQIRUPDWLRQ�VKRUWIDOOV�

WKDW�FRQVWDQWO\�WKUHDWHQ�WR�VLQN�GHDOV��

7KH�PDLQ�SUREOHP��WKRXJK��LV�WKH�FRVW�RI�XQGHUWDNLQJ�WKLV�ZRUN��HVSHFLDOO\�JLYHQ�WKH�

ULVN� IRU� WKH� EXVLQHVV� DGYLVRU\� ILUP� RI� QRW� UHFHLYLQJ� DQ\� UHZDUGV� IRU� WKH� ZRUN�

XQGHUWDNHQ��RU�IRU�WKH�HQWUHSUHQHXU�SD\LQJ�IRU�VHUYLFHV�WKDW�VWLOO�GR�QRW�JHW�KLP�WKH�

PRQH\��

6RPH� YHQWXUH� FDSLWDO� DQG� SURIHVVLRQDO� VHUYLFHV� ILUPV� DUH� SUHSDUHG� WR� VKDUH� WKHVH�

ULVNV�E\�PDNLQJ�IHHV�GHSHQGHQW�RQ�WKH�VXFFHVV�LQ�UDLVLQJ�WKH�UHTXLUHG�FDSLWDO��

7KHUH�DUH�DW�OHDVW�WZR�LQIRUPDWLRQ�KXUGOHV�WR�RYHUFRPH��ILUVWO\�JHWWLQJ�WKH�GHWDLOV�RI�

WKH� SURSRVHG� EXVLQHVV� FOHDU�� � 7KLV� PHDQV� XQGHUVWDQGLQJ� WKH� LGHD�� EXLOGLQJ� DQ�

DFFXUDWH� SLFWXUH� RI� WKH� HQWUHSUHQHXU� �WUXVW� LV� FUXFLDO�� DQG� HVWDEOLVKLQJ� WKH�

ILQDQFLDO�EXVLQHVV� FUHGHQWLDOV�� � &OHDUO\� WKH� HQWUHSUHQHXU� JHQHUDOO\� KDV� D� EHWWHU�

KDQGOH� RQ� WKLV� LQIRUPDWLRQ� WKDQ� WKH� YHQWXUH� FDSLWDOLVW�� � 7KH� VHFRQG� NH\� DUHD� RI�

LQIRUPDWLRQ� LV� WKH� SRWHQWLDO� VXFFHVV� RI� WKH� FRQFHSW� LQ� WKH� PDUNHW� SODFH���

(QWUHSUHQHXUV� DUH� RIWHQ� SRRUO\� LQIRUPHG� DERXW� PDUNHW� SURVSHFWV� DQG� SULFLQJ�� � ,Q�

FRQWUDVW� YHQWXUH� FDSLWDOLVWV�� ZLWK� WKHLU� QHWZRUNV�� DUH� JHQHUDOO\� EHWWHU� SODFHG� WR�

DVVHVV�WKH�FRPPHUFLDO�YLDELOLW\�RI�WKH�FRQFHSW�WKDQ�WKH�HQWUHSUHQHXU��

7KH�FRQFHUQ�H[SUHVVHG�E\�D�QXPEHU�RI� YHQWXUH�FDSLWDOLVWV�ZDV� WKDW�PDQ\�EXVLQHVV�

SURSRVDOV� ODFNHG� WKH� OHYHO� DQG� UREXVWQHVV�RI� GHWDLO� UHTXLUHG� WR�PDNH� LW�ZRUWKZKLOH�

SURJUHVVLQJ�� �7KH� LQIHUHQFH� LV� WKDW� WKH�FRVWV� WKDW�ZRXOG�KDYH� WR�EH� LQFXUUHG�E\� WKH�

YHQWXUH�FDSLWDOLVW�WR�DVVHPEOH�DQG�YHULI\�WKH�UHTXLUHG�LQIRUPDWLRQ��LQ�UHODWLRQ�WR�WKH�

VL]H�RI�WKHVH�VRUW�RI�GHDOV��PDGH�WKHP�XQHFRQRPLF�WR�SXUVXH��

2XU� FRQFOXVLRQ� LV� WKDW� DQ� LQIRUPDWLRQ� JDS� GRHV� H[LVW�� DQG� WKDW� WKH� PDUNHW� LV�

DGGUHVVLQJ� WKH� JDS�� ZLWK� VSHFLDOLVW� ´JURRPLQJµ� VHUYLFHV� WU\LQJ� WR� ILQG� LQQRYDWLYH�

ZD\V�RI�EULGJLQJ�WKH�LQIRUPDWLRQ�HFRQRPLFDOO\���1RQHWKHOHVV��WKH�FRVWV�RI��JURRPLQJ��

UHODWLYH� WR� WKH� VL]H� RI� GHDOV� RQ� RIIHU� LV� DQ� LQHYLWDEOH� FRQVWUDLQW� WR� WKH� PDUNHW�

DGGUHVVLQJ� WKLV� LVVXH�PRUH� HIIHFWLYHO\� IRU�PDQ\� VPDOO� EXVLQHVVHV�� � 7KH�*UHDW�1HZ�

=HDODQG�%XVLQHVV�9HQWXUH�FRPSHWLWLRQ�KDV�KLJKOLJKWHG�WKH�LQIRUPDWLRQ�JDS�DQG�WR�D�

GHJUHH�KDV�KHOSHG�DGGUHVV� LW�E\�RIIHULQJ� WKH�VRUWV�RI� ´JURRPLQJµ�VHUYLFHV� UHTXLUHG�

IRU�IUHH��
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7UDQVDFWLRQ�FRVWV��LQIRUPDWLRQ��QHJRWLDWLRQ�DQG�FRQWUDFWLQJ��DUH�D�VLJQLILFDQW�SDUW�RI�

YHQWXUH�FDSLWDO�LQYHVWLQJ�HVSHFLDOO\�JLYHQ�WKH�LQWDQJLEOH�QDWXUH�RI�WKH�DVVHWV��DQG�WKH�

YRODWLOH� DQG� XQSURYHQ� UHWXUQV�� � $OWKRXJK� WUDQVDFWLRQ� FRVWV� DUH� XQDYRLGDEOH� ZHOO�

IXQFWLRQLQJ� PDUNHW� LQWHUPHGLDULHV� ZLOO� PLQLPLVH� WKHP� YLD� VSHFLDOLVDWLRQ� DQG�

VHJPHQWDWLRQ�� � (YLGHQFH� RI� ERWK� LV� DSSHDULQJ� LQ� WKH� 1HZ� =HDODQG� YHQWXUH� FDSLWDO�

PDUNHW��

$� XVHIXO� GLVFXVVLRQ� RI� SHUFHLYHG� ULVNV�� DQG� WKH� FRVW� RI� LQIRUPDWLRQ� LQ� UHODWLRQ� WR�

VFDOH� LV� SURYLGHG� LQ� D� UHYLHZ� RI� $XVWUDOLD
V� 3RROHG� 'HYHORSPHQW� )XQG��� �3')��

SURJUDPPH��

,Q� VRPH� FLUFXPVWDQFHV� LQIRUPDWLRQ� IORZV� FDQQRW� RYHUFRPH� SHUFHSWLRQV� DERXW� ULVN�� � 7KH�

FRQFHSWV� RI� DV\PPHWULF� LQIRUPDWLRQ� DQG� PRUDO� KD]DUG� DUH� FHQWUDO� WR� PDQ\� GLVFXVVLRQV�

DERXW� VPDOO� EXVLQHVV� ILQDQFH�� � ([WHUQDO� LQYHVWRUV� DUH�RIWHQ�KHOG� WR� KDYH� OHVV� LQIRUPDWLRQ�

DERXW� WKH�EXVLQHVV� WKDQ� WKH�RZQHU�� � �7KH� UHYHUVH� LV�DOVR�SRVVLEOH� IRU�VWDUW �XS�EXVLQHVVHV�

ZKHUH�SURIHVVLRQDO�H[WHUQDO�LQYHVWRUV�PD\�KDYH�D�EHWWHU�LGHD�RI�WKH�EXVLQHVV�HQYLURQPHQW�

WKDQ�WKH�RZQHU���

7KLV�LQIRUPDWLRQ�GLIIHUHQWLDO�EHWZHHQ�LQVLGHUV�DQG�RXWVLGH�LQYHVWRUV�FOHDUO\�H[LVWV�IRU�ODUJH�

DQG� VPDOO� EXVLQHVVHV� DOLNH�� � +RZHYHU�� WKH� WUDQVDFWLRQ� FRVWV� IRU� H[WHUQDO� LQYHVWRUV�

GLVFRYHULQJ� WKH� UHOHYDQW� LQIRUPDWLRQ� DERXW� D� VPDOO� LQYHVWPHQW� RSSRUWXQLW\� DUH�

SURSRUWLRQDOO\�ODUJHU�WKDQ�IRU�D�ODUJH�LQYHVWPHQW�RSSRUWXQLW\���7KHUH�PD\�EH�IL[HG�FRVWV�RU�

GHFOLQLQJ� PDUJLQDO� FRVWV� DVVRFLDWHG� ZLWK� GRLQJ� GXH� GLOLJHQFH� UHVHDUFK�� � )XUWKHU��

LQIRUPDWLRQ�DERXW� ODUJH� �OLVWHG�� ILUPV�FDQ�EH�RI�EHQHILW� WR�D� ODUJH�QXPEHU�RI� LQYHVWRUV� VR�

WKH\� DUH� HDFK� SUHSDUHG� WR� SD\� D� EURNHU� ZKR� FDQ� UHFRXS� WKH� FRVWV� RI� LQIRUPDWLRQ� IURP� D�

ODUJH� QXPEHU� RI� LQYHVWRUV� �D� SULFH�H[FOXGDEOH� SXEOLF� JRRG��� � $� ODUJH� H[LVWLQJ� ILUP� KDV� D�

KLVWRU\��ZKLFK�FDQ� UHODWLYHO\�HDVLO\�EH�HYDOXDWHG�E\�H[WHUQDO� LQYHVWRUV�� �$�QHZ�VPDOO� ILUP�

KDV�QR�KLVWRU\��

7KH�LQVLGHU�PD\�WKHUHIRUH�KDYH�D�GLIIHUHQW�YLHZ�RI�WKH�ULVNV�DVVRFLDWHG�ZLWK� LQYHVWPHQW� LQ�

WKH�VPDOO�HQWHUSULVH�WKDQ�WKH�RXWVLGHU�ZKR�LV�OHVV�FHUWDLQ�DERXW�WKH�LQIRUPDWLRQ�WKH\�KROG���

7KH� RXWVLGHU� PD\� MXGJH� LW� HFRQRPLFDOO\� XQSURILWDEOH� WR� VHHN� RXW� H[SHQVLYH� LQIRUPDWLRQ�

DERXW� VPDOO� LQYHVWPHQW� RSSRUWXQLWLHV�� � ,Q� WKHVH� FLUFXPVWDQFHV� D� SHUFHLYHG� JDS� DULVHV�

EHWZHHQ� WKH� VXSSO\� DQG� GHPDQG� IRU� ILQDQFH� DW� DQ\� JLYHQ� SULFH�� � 6PDOO� HQWUHSUHQHXUV�

EHOLHYH� WKDW� H[WHUQDO� LQYHVWRUV� DUH� H[FHVVLYHO\� ULVN� DGYHUVH� DQG� LQYHVWRUV� EHOLHYH � WKDW�

HQWUHSUHQHXUV�KDYH�DQ�XQUHDOLVWLF�H[SHFWDWLRQ�DERXW�WKH�FRVW�DQG�DYDLODELOLW\�RI�FDSLWDO� �

,Q� DGGLWLRQ�� WKH� H[WHUQDO� LQYHVWRU� IDFHV� D� PRUDO� KD]DUG� SUREOHP� WKDW� FRQWULEXWHV� WR� WKH�

SHUFHLYHG�IXQGLQJ�JDS���7KH�SURMHFWV�WKDW�HQWUHSUHQHXUV�DUH�ZKROO\�FRQIL GHQW�DERXW�DUH�WKH�

OHDVW�OLNHO\�WR�EH�RIIHUHG�WR�LQYHVWRUV�� �7KLV�PHDQV�WKDW�H[SHQVLYH�GXH�GLOLJHQFH�H[HUFLVHV�

DUH�UHTXLUHG�E\�H[WHUQDO�HTXLW\�LQYHVWRUV���(TXLW\�SDUWLFLSDWLRQ�HQDEOHV�DQ�H[WHUQDO�LQYHVWRU�

WR�SDUWLFLSDWH� LQ� WKH� VXFFHVV�RI� D�SURMHFW�� EXW�ZLWKRXW� WKH� VDIHW\�QHW� RI� FROODWHUDO�� � 7KHUH�

DUH�RQO\�LPSHUIHFW�JXDUDQWHHV�DERXW�WKH�DFWLRQV�RI�WKH�60(�RQFH�WKH�LQYHVWPHQW�LV�PDGH��

WKXV�LW�LV�XQOLNHO\�WKDW�WKH�LQYHVWRU�FDQ�YDOXH�D�GHDO�LQ�WKH�VDPH�ZD\�WKDW�WKH�HTXLW\�VHHNHU�

ZLOO���7KLV�GLIIHUHQFH�LQ�YDOXDWLRQ�ZLOO�DSSHDU�DV�DQ�HTXLW\�JDS�WR�60(V��

��������������������������������������������

��� 5HYLHZ�RI�WKH�3RROHG�'HYHORSPHQW�)XQGV�3URJUDPPH��D�UHSRUW�SUHSDUHG�E\�RIILFHUV�RI�WKH�
'HSDUWPHQW�RI�,QGXVWU\��6FLHQFH�DQG�5HVRXUFHV��7UHDVXU\�DQG�WKH�$XVWUDOLDQ�7D[�2IILFH��
���-XQH�������S�����
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+RZHYHU�� WKLV� GRHV� QRW� PHDQ� WKDW� WKHUH� LV� DQ� HTXLW\� JDS� WKDW� FDQ� EH� RYHUFRPH� E\�

JRYHUQPHQW� DFWLRQ�� �'LIIHUHQW� LQIRUPDWLRQ� VHWV� DQG� WKH� H[LVWHQFH� RI�PRUDO� KD]DUG� RU� ULVN�

DUH�QRW�LVVXHV�WKDW�FDQ�EH�RYHUFRPH�ZLWKRXW�FRVW���7KHVH�FRVWV�RI�GLVFRYHULQJ�LQIRUPDWLRQ�

DUH� UHDO� DQG� GR� QRW� FRQVWLWXWH� D� PDUNHW� IDLOXUH�� � 6LPSO\� WUDQVIHUULQJ� WKHVH� FRVWV� WR�

WD[SD\HUV�ZRXOG�QRW�LPSURYH�WKH�HFRQRPLF�HIILFLHQF\�RI�FDSLWDO�PDUNHWV� �

7KH� DERYH� WHQGV� WR� FRQILUP� RXU� YLHZ� WKDW� WKH� SDXFLW\��DQG� FRVW�� RI� LQIRUPDWLRQ�

DVVRFLDWHG�ZLWK� FRQVLGHULQJ� LQYHVWPHQW� LQ� VPDOO� EXVLQHVVHV�� DQG�SDUWLFXODUO\� DW� DQ�

HDUO\� VWDJH� RI� GHYHORSPHQW�� DUH� D� PDMRU� FRQVWUDLQW� ZLWKLQ� WKH� YHQWXUH� FDSLWDO�

PDUNHW�� � 6SHFLDOLVW� ILUPV� DUH� DZDUH� RI� WKH� RSSRUWXQLW\� WKDW� H[LVWV� WR�UHGXFH� WKH�

LQIRUPDWLRQ�ULVN�JDS��EXW�GRLQJ�VR�DW�UHDVRQDEOH�FRVW�LV�D�NH\�LVVXH��

2QH�SDUWLDO�VROXWLRQ�WR�WKH�ULVNV�DQG�LQIRUPDWLRQ�FRVWV�LQYROYHG�LQ�YHQWXUH�LQYHVWLQJ�

LV� WKH� SUDFWLFH� RI� FR�LQYHVWLQJ�� � 7KLV� DSSHDUV� WR� EH� FRPPRQ� LQ� 1HZ� =HDODQG���

,QYHVWRUV� VKDUH� WKH� FRVWV� RI� LQYHVWLQJ� DQG� WKH� ULVNV� LQYROYHG�� � ,W� VSHHGV� XS� WKH�

FUHDWLRQ� RI� D� EDODQFHG� SRUWIROLR�� ZKLFK� LV� LPSRUWDQW� LQ� UHGXFLQJ� ULVNV�� � ,W� DOVR�

SURYLGHV� DFFHVV� WR� VXEVHTXHQW� FDSLWDO� FDOOV� IURP� WKH� VDPH� EXVLQHVV�²� WKHVH� ZLOO�

WHQG�WR�EH�VLJQLILFDQWO\�PRUH�FRVW�HIIHFWLYH�JLYHQ�WKH�DFFXPXODWHG�NQRZOHGJH�DERXW�

WKH�EXVLQHVV�DQG� LWV�DELOLW\� WR�VXFFHHG�� �&R�LQYHVWLQJ�DOVR� LQFUHDVHV� WKH�QHWZRUN�RI�

FRQWDFWV�WR�KHOS�WKH�FRPSDQ\�VXFFHHG��

���� 6WRFN�RI�GHDOV�YHUVXV�WKH�IORZ�

7KH�UDSLG�JURZWK�LQ�WKH�YHQWXUH�FDSLWDO�VHFWRU�LQ�1HZ�=HDODQG�RYHU�WKH�SDVW�WKUHH�RU�

IRXU� \HDUV�PD\�VLPSO\� UHIOHFW� WKH�PDUNHW�FDWFKLQJ�XS�ZLWK�DQ�RSSRUWXQLW\� WKDW�KDV�

EHHQ�VWDULQJ�WKHP�LQ�WKH�IDFH�IRU�VRPH�\HDUV���7KH�LQFUHDVLQJ�DYDLODELOLW\�RI�YHQWXUH�

FDSLWDO� DQG� DVVRFLDWHG� VHUYLFHV� PD\� ZHOO� EH�HQFRXUDJLQJ� SUHYLRXVO\� GLVLOOXVLRQHG�

HQWUHSUHQHXUV�WR�RIIHU�WKHLU�LGHDV���7KHUH�ZLOO�EH��RI�FRXUVH��GHDOV�WKDW�DUH�UHODWLYHO\�

WLPH� VHQVLWLYH�� � ,7� RULHQWHG�EXVLQHVV�SURSRVDOV� DUH� OLNHO\� WR� DJH�TXLFNO\� DQG�ZRXOG�

WKHUHIRUH�QRW�EH�SDUW�RI�D�SRWHQWLDO�VWRFN�RI�GHDOV� WKDW�PD\�KDYH�DFFXPXODWHG�RYHU�

WKH�SDVW�ILYH�RU�VR�\HDUV��

,I� WKHUH� LV� D� VLJQLILFDQW� VWRFN� RI� GHDOV� WKDW� LV� DYDLODEOH� WR� LQYHVW� LQ� WKHQ� WKHUH� DUH�

VRPH�LPSRUWDQW�LPSOLFDWLRQV�IRU�YHQWXUH�FDSLWDO�ILUPV�RYHU�WKH�QH[W�ILYH�\HDUV��

• ,W�KDV�EHHQ�D�UHODWLYHO\�HDV\� WLPH� IRU�YHQWXUH�FDSLWDOLVWV� WR� ILQG�JRRG�GHDOV�RYHU�

WKH�SDVW�WKUHH�\HDUV�DV�WKH\�KDYH�ZRUNHG�WKHLU�ZD\�WKURXJK�D�EDFNORJ�RI�GHDOV��

• 7KH�VWURQJ�GHDO�IORZ�PD\�QRW�FRQWLQXH��

• 7KH�QXPEHU�RI�JRRG�TXDOLW\�GHDOV�ZLOO�GHFOLQH�DV�WKH�PDUNHW�PRYHV�WR�UHO\�RQ�WKH�

XQGHUO\LQJ�IORZ�RI�QHZ�GHDOV��

7KHVH�SUHVVXUHV�PD\�EHJLQ�WR�ELWH�MXVW�DV�VRPH�RI�WKH�GHDOV�WKH\�KDYH�WDNHQ�XS�RYHU�

WKH� SDVW� WZR� \HDUV� RU� VR� VWDUW� WR� ZREEOH�� � $V� ORQJ� DV� WKH� VNLOOV� DQG� UHVRXUFHV�

UHTXLUHG� WR� DSSUDLVH� GHDOV� FDQ� EH� VKLIWHG� LQWR� PDQDJLQJ� SUREOHP� EXVLQHVVHV��

YHQWXUH�FDSLWDO�ILUPV�ZLOO�UHPDLQ�EXV\��

7KH�VXUJH�LQ�YHQWXUH�FDSLWDO�DFWLYLW\�RYHU�WKH�SDVW�WKUHH�WR�ILYH�\HDUV�PD\�DOVR�UHIOHFW�

UHWXUQLQJ� FRQILGHQFH� LQ� WKLV� DUHD� RI� LQYHVWPHQW�� � $V� LQYHVWRUV� EHFRPH� PRUH�

FRQILGHQW�WKDW�WKHUH�LV�D�UREXVW�YHQWXUH�FDSLWDO�RSHUDWLQJ�WKH\�ZLOO�EH�ZLOOLQJ�WR�DSSO\�
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IXQGV�WR� LW�� �)XUWKHUPRUH�HQWUHSUHQHXUV�DQG�D�KRVW�RI�VXSSRUW�VHUYLFHV�ZLOO�EH�NHHQ�

WR�WDS�LQWR�WKH�PDUNHW��

0DUNHW� FRQILGHQFH� LV� IXQGDPHQWDO� WR� WKH� GHYHORSPHQW� RI� D� YLDEOH� PDUNHW�� � 1HZ�

=HDODQG� KDG� D� WKULYLQJ� YHQWXUH� FDSLWDO� PDUNHW� LQ� WKH� PLG�����V�� EXW� WKH� VKDUH�

PDUNHW� FUDVK� LQ� ������ DQG� VRPH� KLJK�SURILOH� IDLOXUHV� LQ� WKH� HDUO\� ����V� �WKH�

6NHOOHUXS�0%2��KDV�PDGH�LW�GLIILFXOW�WR�UHVWRUH�WKH�OHYHO�RI�FRQILGHQFH�UHTXLUHG�IRU�D�

YLJRURXV�PDUNHW�� � %XW� FXUUHQW� DFWLYLW\� LQ� WKH� YHQWXUH� FDSLWDO�PDUNHW� VXJJHVWV� UHDO�

SURJUHVV�LV�EHLQJ�DFKLHYHG��
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4. How Well is the Market Working? 

In this chapter we take a more theoretical look at how the capital market works with 
a particular focus on the tensions relevant to the venture capital market.  Our aim is 
to illustrate how the information gap discussed above actually impacts on the 
functioning of the venture capital market and how it may constitute a market failure. 

The key messages from this more technical analysis of the venture capital market 
are set out at the end of this section. 

4.1 Venture capitalism 

An investor contemplating different investment projects will be trading off the 
potential risks and returns associated with each project.  As the perception of risk 
rises the investor will seek a higher rate of return to justify taking that risk.  The 
risk/return line on the left-hand side of Figure 4.1 represents this trade off between 
risk and return. 

Figure 4.1 
The capital market 

 

The expected rate of return (gross) for any investment, RVCg, can be defined 
(ignoring tax impacts) as: 

 

RVCg, is equal to the risk-free rate of return, RF, plus the perceived riskiness of the 
investment, β, multiplied by the difference between the average market rate of 
return, RM, and the risk free rate. 

By definition the perceived risk of the average market investment is equal to unity.  
Projects with higher than average levels of risk associated with them will need to 
offer investors proportionally higher rates of return to attract sufficient funds to 

( )FMFVCg RRRR −β+=

ββββ
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XQGHUWDNH� WKH� SURMHFWV�� � 7KH� JURVV� ULVN�UHWXUQ� OLQH� LQ� )LJXUH� ���� UHSUHVHQWV� WKLV�

WUDGH�RII��

,QYHVWRUV� FRQWHPSODWLQJ� DQ� LQYHVWPHQW� ZLOO� XQGHUWDNH� VRPH� IRUP� RI� GXH� GLOLJHQFH�

EHIRUH�FRPPLWWLQJ�WKHLU� IXQGV�� �6XFK�LQYHVWLJDWLRQ� LV�QRW�FRVWOHVV��WKRXJK�IRU�PDQ\�

ORZ� ULVN� LQYHVWPHQWV� WKH� FRVWV� DUH� OLNHO\� WR� EH� VPDOO�� � $V� SHUFHSWLRQV� RI� ULVNLQHVV�

LQFUHDVH�²�JHQHUDOO\�D�IXQFWLRQ�RI�XQFHUWDLQW\�DQG�SDXFLW\�RI�LQIRUPDWLRQ�²�WKH�FRVWV�

RI�XQGHUWDNLQJ�GXH�GLOLJHQFH�ZLOO�DOVR� LQFUHDVH�� �7KHVH� WUDQVDFWLRQ�FRVWV� �7&��PXVW�

EH�GHGXFWHG� IURP� WKH�JURVV� UHWXUQV�� WKXV�SURGXFLQJ� WKH�QHW� ULVN� UHWXUQ� OLQH��ZKLFK�

FDQ�EH�GHILQHG�DV��

( ) TCRRRR FMFVCn −−β+= �

,W� VHHPV� UHDVRQDEOH� WR� FRQFOXGH� WKDW� GXH� GLOLJHQFH� FRVWV� ZLOO� LQFUHDVH�PRUH� WKDQ�

SURSRUWLRQDWHO\� DV� ULVN� LQFUHDVHV�� � 7KHUH� ZLOO� FRPH� D� SRLQW� ZKHUH� WKH� FRVWV� RI�

DVVHVVLQJ�DQG�VXSHUYLVLQJ�WKH�SHUIRUPDQFH�RI�SURVSHFWLYH�LQYHVWPHQWV�ZLOO�JHQHUDWH�

QR�H[WUD�UHWXUQ�²�WKH�SRLQW�ZKHUH�WKH�QHW�ULVN�UHWXUQ�OLQH�LV�KRUL]RQWDO��

,QYHVWPHQW� SURMHFWV� WKDW� KDYH� WUDQVDFWLRQ� DQG�PDQDJHPHQW� FRVWV� WKDW� H[FHHG� WKH�

H[SHFWHG�ULVN�DGMXVWHG�UHWXUQV�ZLOO�QRW�EH�XQGHUWDNHQ�� �$V� LOOXVWUDWHG� LQ�)LJXUH������

59&J�� UHSUHVHQWV� WKH� PD[LPXP� UDWH� RI� UHWXUQ� WKDW� D� ILQDQFLHU� ZLOO� EH� SUHSDUHG� WR�

ILQDQFH� D� SURMHFW� DW�� � %H\RQG� WKDW� SRLQW� WUDQVDFWLRQ� DQG� PDQDJHPHQW� FRVWV� ZLOO�

PRUH� WKDQ� RXWZHLJK� WKH� DGGLWLRQDO� SURVSHFWLYH� UHWXUQV� DYDLODEOH�� VR� LQ� QHW� WHUPV��

UHWXUQV�EHJLQ� WR�GHFOLQH�DV� ULVNV� LQFUHDVH�� �1R�VHQVLEOH� LQYHVWRU�ZLOO� VWUD\� LQWR� WKLV�

WHUULWRU\��

:H� FDQ� DVVXPH� WKDW� SURMHFWV� ZLWK� LQWHUHVW� FRVWV� RI� 5�0� RU� OHVV� ZLOO� JHQHUDOO\� EH�

ILQDQFHG� XVLQJ� WUDGLWLRQDO� EDQN� GHEW�� FRUSRUDWH� ERQGV�� RU� WKH� VWRFN� PDUNHW�� � )RU�

ULVNLHU� SURMHFWV�� PRUH� DFWLYH� VXSHUYLVLRQ� LV� UHTXLUHG�� � :H� DOVR� DVVXPH� WKDW�

SHUFHSWLRQV�RI�ULVN�ZLOO�EH�GLUHFWO\�UHODWHG�WR�FRPSDQ\�VL]H�DQG�H[SHULHQFH��

%XVLQHVV�FROODWHUDO�°�FUHGLELOLW\��H[SHULHQFH�

:H�KDYH�DWWHPSWHG�WR�FDSWXUH�WKLV�FRQFHSW�RQ�WKH�ULJKW�KDQG�VLGH�RI�)LJXUH������E\�

UHODWLQJ� WKH� WUDQVDFWLRQ� FRVWV� RI� XQGHUWDNLQJ� GXH� GLOLJHQFH� DQG� PDQDJLQJ�

LQYHVWPHQW�SURMHFWV�WR�WKH�DPRXQW�RI�FRPSDQ\�FROODWHUDO�RU�FUHGLELOLW\���:H�XVH�WKH�

WHUP� FROODWHUDO� LQ� D� YHU\� EURDG� VHQVH� WR� LQFOXGH� LQWDQJLEOH� IDFWRUV� DV� ZHOO� DV� WKH�

WDQJLEOH� ILQDQFLDO� SRVLWLRQ� RI� FRPSDQLHV�� � )RU� H[DPSOH�� DQ� LQGLYLGXDO� ZLWK� D� WUDFN�

UHFRUG�RI�VXFFHVVIXOO\�GHYHORSLQJ�QHZ�EXVLQHVVHV�LV�OLNHO\�WR�KDYH�JUHDWHU�VZD\�ZLWK�

ILQDQFLHUV�WKDQ�D�VLPSOH�DQDO\VLV�RI�KHU�FXUUHQW�DVVHWV�PLJKW�VXJJHVW��

7KH� WUDQVDFWLRQ� FRVWV� RI� DVVHVVLQJ� VRPHRQH�� RU� D� EXVLQHVV� SURSRVDO�� ZLWK� KLJK�

FROODWHUDO� ZLOO� EH� ORZHU� WKDQ� IRU� D� SURSRVDO� RU� LQGLYLGXDO� ZLWK� ORZ� FROODWHUDO� RU�

FUHGLELOLW\�� � ,Q� SUDFWLFH�� EXVLQHVV� FROODWHUDO� ZLOO� EH� JHQHUDOO\� KLJKHU� LQ� ODUJHU� DQG�

ZHOO�HVWDEOLVKHG�EXVLQHVVHV��WKDQ�LQ�VPDOO�DQG�HDUO\�VWDJH�RQHV���)XUWKHUPRUH��ZKHQ�

GHDOLQJ� ZLWK� D� ODUJH� FRPSDQ\�� DV� ORQJ� DV� WKH� FRPSDQ\� LV� ILQDQFLDOO\� VHFXUH�� WKH�

SHUIRUPDQFH�RI�WKH�VSHFLILF�SURMHFW�ZLOO�QRW�QHFHVVDULO\�KDUP�WKH�VHFXULW\�RU�UHWXUQV�

RI� WKH� ILQDQFLHU�� � )RU� D� VPDOO� ILUP�� WKH� YLDELOLW\� RI� WKH� SURMHFW� LV� HYHU\WKLQJ�� � 7KLV�

UHODWLRQVKLS� LV� UHSUHVHQWHG�E\� WKH� WUDQVDFWLRQ� FRVW� FXUYH�RQ� WKH� ULJKW� KDQG� VLGH�RI�

)LJXUH������
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$Q� LQWHUHVWLQJ� SRLQW� DULVLQJ� UHOHYDQW� WR� WKH� DERYH� SRLQW� ZDV� WKH� VWUDWHJ\� RI� D�

EXVLQHVV�IRFXVLQJ�RQ�WKH�,7�VHFWRU�ZLWK�UHVSHFW�WR�SRWHQWLDO��RU�DFWXDO��IDLOXUHV���7KH�

NH\� UHVRXUFH� �FROODWHUDO�� LQ� WKHVH� ILUPV� WHQGV� WR� EH� WKH� LQWHOOHFWXDO� FDSLWDO��

SDUWLFXODUO\� LQ� WKH� DUHD� RI� VRIWZDUH� GHYHORSPHQW�� � 7KHVH� UHVRXUFHV� DUH� UHODWLYHO\�

WUDQVIHUDEOH��DV�ZHOO�DV�EHLQJ�UHODWLYHO\�VFDUFH�� �7KH�VWUDWHJ\�WR�PLQLPLVH�GRZQVLGH�

ULVNV� LV� WR� HQVXUH� WKHVH� ,7� VNLOOV� FDQ� EH� WUDQVIHUUHG� WR� RWKHU� YHQWXUH� FRPSDQLHV�

ZLWKLQ�WKHLU�SRUWIROLR���,Q�WKLV�VHQVH�WKH�FROODWHUDO�LV�UHWDLQHG�DQG�UHGHSOR\HG��

%\�RXU�DVVXPSWLRQV��ILUPV�RU�LQGLYLGXDOV�ZKR�KDYH�FROODWHUDO�LQ�H[FHVV�RI�%��ZLOO�WHQG�

WR�KDYH�WKHLU�SURMHFWV�ILQDQFHG�E\�WKH�WUDGLWLRQDO�ILQDQFLDO�PDUNHWV��EDQNV��HWF�� LQ�D�

IDLUO\�KDQGV�RII�ZD\���)LUPV�RU�LQGLYLGXDOV�ZLWK�OHVV�FROODWHUDO�WKDQ�%��EXW�PRUH�WKDQ�

$��ZLOO�EH�VHUYLFHG�E\�YHQWXUH�FDSLWDO� ILUPV��RU�WKH�YHQWXUH�FDSLWDO�DUPV�RI� ILQDQFLDO�

ILUPV��� � )LUPV�RU� LQGLYLGXDOV�ZLWK� OHVV� FROODWHUDO� WKDQ�$�ZLOO� QRW� KDYH� WKHLU� SURMHFWV�

ILQDQFHG� ²� WKH� FRVWV� DVVRFLDWHG� ZLWK� DQDO\VLQJ� WKH� ULVNV� DUH� WRR� KLJK� WR� MXVWLI\�

ILQDQFLDO�VXSSRUW�� �7KDW� WKHVH�SURMHFWV�DUH�QRW�EHLQJ� ILQDQFHG�GRHV�QRW� UHSUHVHQW�D�

PDUNHW�IDLOXUH�²�WKH\�VLPSO\�GR�QRW�UHSUHVHQW�JRRG�EXVLQHVV�RSSRUWXQLWLHV��

���� 0DUNHW�IDLOXUH��RU�VLPSO\�KLJK�FRVW�RI�LQIRUPDWLRQ"�

0DUNHW�IDLOXUH�LQ�FDSLWDO�PDUNHWV�W\SLFDOO\�RFFXUV�ZKHQ�SDUWLFLSDQWV�PDNH�GHFLVLRQV�

EDVHG� RQ� LQDGHTXDWH� RU� LQDSSURSULDWH� LQIRUPDWLRQ�� ZKLFK� OHDGV� WR� VXE�RSWLPDO�

UHVRXUFH� DOORFDWLRQ�� � 7KH� YHQWXUH� FDSLWDO� PDUNHW� LV� FKDUDFWHULVHG� E\� VLJQLILFDQW�

LQIRUPDWLRQ� DV\PPHWULHV�� � 7KLV� LV� XQDYRLGDEOH� JLYHQ� WKH� QDWXUH� RI� WKH� DVVHWV�

LQYROYHG�� � 7KHVH� DV\PPHWULHV� PDNH� WUDQVDFWLQJ� LQ� WKLV� PDUNHW� ULVN\� DQG� GLIILFXOW���

7KH� SDUWLFXODU� LQVWLWXWLRQDO� VWUXFWXUHV� WKDW� KDYH� HYROYHG� DURXQG� YHQWXUH� FDSLWDO�

FRXQWHU� WKH� DV\PPHWULHV� WR� D� FHUWDLQ� H[WHQW� DOWKRXJK� WKH\� DUH� QRW� D� FRPSOHWH�

VROXWLRQ��

$Q� H[DPSOH� RI� D� SRWHQWLDO� PDUNHW� IDLOXUH� DQG� LWV� FRQVHTXHQFHV� LV� LOOXVWUDWHG� LQ�

)LJXUH� ����� � )LJXUH� ���� LV� VLPLODU� WR� )LJXUH� ����� H[FHSW� ZH� KDYH� DVVXPHG� WKDW�

LQIRUPDWLRQ�DV\PPHWULHV�UHVXOW� LQ�DQ�LQFUHDVH� LQ�WKH�WUDQVDFWLRQ�FRVWV�RI�DVVHVVLQJ�

LQYHVWPHQW�SURMHFWV���7KLV�LV�UHSUHVHQWHG�E\�DQ�RXWZDUG�VKLIW�LQ�WKH�WUDQVDFWLRQ�FRVW�

FXUYH�IURP�WKH�VROLG�OLQH��7&��WR�WKH�GDVKHG�OLQH��7&·��

6XFK�DQ�LQFUHDVH�LQ�FRVWV�ZRXOG�FKDQJH�SHUFHSWLRQV�DERXW�WKH�ULVNLQHVV�RI�GLIIHUHQW�

SURMHFWV�DQG�ZRXOG�WKHUHIRUH�FKDQJH�WKH�SUHSDUHGQHVV�RI�ILQDQFLHUV�WR�RIIHU�IXQGV�����

7KH� WUDGLWLRQDO� ILQDQFH� VHFWRU� ZRXOG� QRZ� RQO\� EH� SUHSDUHG� WR� RIIHU� IXQGV� WR� ILUPV�

ZLWK� FROODWHUDO� RI� '� DQG� RYHU� �WKXV� UHGXFLQJ� WKHLU� PDUNHW� E\� '²%��� � 9HQWXUH�

FDSLWDOLVWV�ZRXOG�EH�SUHSDUHG�WR�IXQG�WKHVH�SURMHFWV��EXW��ZLWK�KLJKHU�GXH�GLOLJHQFH�

FRVWV�� WKH\�ZRXOG�DOVR�GHPDQG�D�KLJKHU� OHYHO�RI�FROODWHUDO� IURP�SRWHQWLDO�FUHGLWRUV���

7KH�YHQWXUH�FDSLWDO�PDUNHW�QRZ�ILQDQFHV�ILUPV�ZLWK�FROODWHUDO�EHWZHHQ�&�DQG�'���7KH�

QHW�ORVV�LV�H[SHULHQFHG�E\�ILUPV�ZLWK�FROODWHUDO�EHWZHHQ�$�DQG�&��

��������������������������������������������

��� 7KLV�H[DPSOH�LV�QRW�D�FRPSUHKHQVLYH�H[SODQDWLRQ�RI�KRZ�PDUNHW�IDLOXUH�LPSDFWV�RQ�WKH�
ILQDQFLDO�PDUNHW���)RU�H[DPSOH��RQH�ZRXOG�DOVR�H[SHFW�WR�VHH�D�VKLIW�LQ�WKH�WUDQVDFWLRQ�FRVW�
FXUYH�RQ�WKH�OHIW�KDQG�VLGH��EXW�WKLV�ZDV�DYRLGHG�WR�VLPSOLI\�WKH�SUHVHQWDWLRQ�LQ�)LJXUH�������
2EYLRXVO\�RQFH�WKHUH�ZDV�D�FKDQJH�RQ�WKH�OHIW�KDQG�VLGH�ZH�ZRXOG�DOVR�H[SHFW�WR�VHH�FKDQJHV�
LQ�SURMHFW�UDWHV�RI�UHWXUQ��
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The key messages from this analysis are: 

• The inability of some entrepreneurs to access finance does not necessarily 
constitute a market failure.  It could merely reflect a rational assessment of the 
project’s merits in light of the costs likely to be incurred assembling the 
required information. 

• If market failures do exist, they are likely to disadvantage entrepreneurs with 
lower levels of collateral, but they will also reduce the market share of the 
“formal” finance market. 

• It is not obvious whether venture capitalists would necessarily benefit from a 
reduction in due diligence costs.  They might simply have a change in their 
client base. 

• If market failures do not exist, market interventions that promote venture capital 
activities would potentially impose net costs on the economy as the money 
spent would be on the high risk projects that rational agents would not support 
on their own volition. 

Risk aversion and the existence of risk per se are not market failures.  It is 
sometimes argued that governments are better able to pool risks than the private 
sector because of their longer time horizon and access to funds.  However, this 
argument only carries weight for high value risky investments.  For the relatively 
small investments relevant to the New Zealand venture capital market, the private 
sector is probably capable of providing the necessary risk pooling mechanisms, 
such as co-investing. 



�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

��� 3ROLF\�,VVXHV�

7KRVH�VPDOO�DQG�PHGLXP�VL]HG�EXVLQHVVHV�EDFNHG�E\�JRRG�YHQWXUH�FDSLWDOLVWV��ZLOO�

DUJXDEO\� SHUIRUP� EHWWHU� WKDQ� RWKHU� EXVLQHVVHV� LQ� WHUPV� RI� MRE� FUHDWLRQ�� H[SRUWV��

JURZWK��DQG�WKH�WDNH�XS�RI�WHFKQRORJ\���7R�WKH�H[WHQW�WKLV�SURSRVLWLRQ�LV�WUXH��WKHUH�

LV� D� FDVH� IRU� IRFXVLQJ� JRYHUQPHQW� SROLF\� RQ� HQVXULQJ� WKH� YHQWXUH� FDSLWDO� PDUNHW�

ZRUNV�ZHOO��

)URP�WKH�LQWHUYLHZV�FRQGXFWHG�DV�SDUW�RI�WKLV�VWXG\�DQG�RXU�DQDO\VLV�VHW�RXW�LQ�WKLV�

UHSRUW�WKHUH�DUH�DW�OHDVW�IRXU�LPSRUWDQW�FRQFOXVLRQV�WKDW�KDYH�LPSOLFDWLRQV�IRU�SROLF\�

GHYHORSPHQW��

• 7KH� YHQWXUH� FDSLWDO� PDUNHW� LV� VWLOO� UHODWLYHO\� LPPDWXUH� LQ� 1HZ� =HDODQG�� � $V� LW�

EURDGHQV� DQG� GHHSHQV� VRPH� RI� WKH� ERWWOHQHFNV� WKDW� FXUUHQWO\� DSSHDU� WR� H[LVW�

PD\�ZHOO�EH�UHVROYHG��

• 7KHUH� LV� QR� FOHDU� HYLGHQFH� WKDW� D� ODFN� RI� YHQWXUH� FDSLWDO� IRU� H[LVWLQJ� VPDOO�

EXVLQHVVHV�ZDQWLQJ� WR�H[SDQG� LV�D�PDMRU�FRQVWUDLQW� WR� WKH�JURZWK�RI� VPDOO� DQG�

PHGLXP�VL]HG�HQWHUSULVHV��

• 1RU�LV�WKHUH�D�FRQVHQVXV�ZLWKLQ�WKH�YHQWXUH�FDSLWDO�PDUNHW�WKDW�WKHUH�LV�D�ODFN�RI�

JRRG� EXVLQHVV� SURSRVDOV� EDFNHG� E\� JRRG� SHRSOH�� WKDW� LV�� WKH� VXSSO\� RI� JRRG�

LGHDV�LV�QRW�D�SUREOHP��

• 7KH�FRVW�DQG�SDXFLW\�RI� LQIRUPDWLRQ�LV�WKH�PDMRU�FRQVWUDLQW�WR�IXQGLQJ�EXVLQHVV�

YHQWXUHV��HVSHFLDOO\�WKRVH�DURXQG�WKH�VWDUW�XS�VWDJH��

• 7KH�PDUNHW� LV�KLVWRULFDOO\� IUDJLOH�DQG�WKHUHIRUH�DQ\�SROLF\� LQWHUYHQWLRQ�QHHGV� WR�

EH�FDUHIXOO\�FRQVLGHUHG��

���� ,QIRUPDWLRQ�

,Q�VHFWLRQ�����DERYH�ZH�SRVWXODWHG�WKDW�LQIRUPDWLRQ�LVVXHV�SUREDEO\�OLH�DW�WKH�URRW�RI�

DQ\�SHUFHLYHG�JDS�RU�FRQVWUDLQW�LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW���'LIILFXOW\�LQ�REWDLQLQJ�

DFFXUDWH�LQIRUPDWLRQ�DERXW��

• ,QGLYLGXDOV�²�KRZ�WKH\�ZLOO�UHVSRQG�WR�FRQVWDQW�DQG�VHYHUH�EXVLQHVV�FKDOOHQJHV��

• 3URGXFWV��FRQFHSWV�²�WKHLU�HDVH�RI�SURGXFWLRQ��UHOLDELOLW\��HWF��

• 0DUNHWV�²�KRZ�WKH\�PD\�FKDQJH��FRPSHWLWLYH�SUHVVXUHV��SULFLQJ��RSHQLQJ�XS�QHZ�

PDUNHWV��

8QFHUWDLQW\� DERXW� WKH� IXWXUH� SUHVHQWV� D� FRFNWDLO� RI� ULVNV� WKDW�PXVW� EH� VHW� DJDLQVW�

WKH�SRWHQWLDO�UHZDUGV�WKDW�WKH�SURMHFW�RIIHUV���2IWHQ�WKH�WLPH�DQG�FRVW�RI�UHFRQFLOLQJ�

WKHVH�WZR�IDFWRUV�ZLOO�EH�WRR�KLJK�IRU�WKH�GHDO�WR�EH�FRQVLGHUHG�LQ�DQ\�JUHDW�GHSWK��

7KH�FRVW�RI�JDWKHULQJ�DQG�DVVHVVLQJ�LQIRUPDWLRQ�LV�E\�QR�PHDQV�ERUQH�VROHO\�E\�WKH�

YHQWXUH�FDSLWDOLVWV�� � ,W� LV� FOHDU� WKDW�PDQ\�HQWUHSUHQHXUV� ILQG� LW�GLIILFXOW� WR� IXQG� WKH�

FRVW� RI� SUHVHQWLQJ� D� FUHGLEOH� EXVLQHVV� SODQ� ²� HLWKHU� WKH\� GRQ
W� KDYH� WKH� WLPH��

UHVRXUFHV� RU� VNLOOV� WR� GR� LW� WKHPVHOYHV�� RU� WKH\� FDQ
W� DIIRUG� WR� KDYH� WKHLU� SURSRVDO�

GHYHORSHG�E\�D�SURIHVVLRQDO�VHUYLFH�ILUP��



3ROLF\�,VVXHV�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

9HQWXUH�FDSLWDO� ILUPV�FDQQRW� MXVWLI\�SXUVXLQJ�WRR�PDQ\�GHDOV� LQ�GHSWK�WKDW�PD\� IDLO�

DW� WKH� ODVW� KXUGOH�� � 7KH� FRVW� RI� DVVHVVPHQWV� WKDW� DUH� HYHQWXDOO\� GXPSHG�

VXEVWDQWLDOO\�DGGV�WR�WKH�FRVWV�WKDW�PXVW�EH�UHFRYHUHG�IURP�VXFFHVVIXO�GHDOV��

3ROLF\� LPSOLFDWLRQ� ²� JLYHQ� WKDW� LQIRUPDWLRQ� FRVWV� DQG� DV\PPHWULHV� DUH� SRWHQWLDO�

VRXUFHV�RI�PDUNHW�IDLOXUH�LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW��DFWLRQ�WR�ORZHU�WKH�FRVWV�RI�

LQIRUPDWLRQ�JDWKHULQJ�DQG�SUHVHQWDWLRQ�PD\�LPSURYH�GHVLUHG�RXWFRPHV��

7KHUH� LV� DOUHDG\� D� UDQJH� RI� ILUPV� DQG� LQGLYLGXDOV� SURYLGLQJ� �JURRPLQJ�� VHUYLFHV� IRU�

WKH� YHQWXUH� FDSLWDO� PDUNHW�� � 7KH� *UHDW� 1HZ� =HDODQG� %XVLQHVV� 9HQWXUH� KDV�

GHPRQVWUDWHG� ERWK� WKH� ODWHQW� GHPDQG� IRU� JURRPLQJ� VHUYLFHV� DPRQJVW� EXGGLQJ�

HQWUHSUHQHXUV� DQG� WKH� ZLOOLQJQHVV� �DQG� JHQHURVLW\�� RI� WKH� EXVLQHVV� FRPPXQLW\� WR�

QXUWXUH� \RXQJ� EXVLQHVVHV�� � $UJXDEO\�� WKHUHIRUH�� WKH� PDUNHW� LV� VROYLQJ� WKH�

LQIRUPDWLRQ�GLYLGH��

$�SURJUDPPH�WKDW�XQGHUZULWHV�WKH�VHDUFK�DQG�DSSUDLVDO�FRVWV�EDVHG�RQ�D�PD[LPXP�

QXPEHU�SHU�YHQWXUH�FDSLWDO�EXVLQHVV��DQG�D�PD[LPXP�GROODU�DPRXQW�SHU�DSSUDLVDO��

ZRXOG� KHOS� UHVROYH� VRPH� RI� WKH� LQIRUPDWLRQ� SUREOHPV� WKDW� DUH� LQHYLWDEOH� LQ� WKH�

YHQWXUH� FDSLWDO� PDUNHW�� � :KHUH� GHDOV� DUH� VXFFHVVIXOO\� IXQGHG� QR�PRQH\� ZRXOG� EH�

DYDLODEOH�� � (VVHQWLDOO\� LW� ZRXOG� ORZHU� WKH� ULVNV� LQYROYHG� LQ� GHDO� VHDUFKHV� DQG�

WKHUHIRUH�LQFUHDVH�WKH�QXPEHU�RI�GHDOV�WKDW�DUH�VHULRXVO\�FRQVLGHUHG��

,W� LV� LPSRUWDQW� WR� OHDYH� WKH� LQIRUPDWLRQ� JDWKHULQJ� DQG� DSSUDLVDO� WR� WKH� PDUNHW� WR�

HQVXUH� VSHHG� DQG� TXDOLW\� RI� VHUYLFH� ²� ERWK� DUH� FUXFLDO�� � &RPPHQWV� IURP� WKH�

LQWHUYLHZV� DERXW� H[SHULHQFHG� H[HFXWLYHV� EHLQJ� NHHQ� WR� ZRUN� LQ� YHQWXUH� FDSLWDO�

EXVLQHVVHV�VXJJHVW�WKDW�WKH�VNLOO�EDVH�UHTXLUHG�WR�SURFHVV�PRUH�EXVLQHVV�SURSRVDOV�

FRXOG� EH� H[SDQGHG�� EXW� SUREDEO\� QRW� UDSLGO\�� � +DYLQJ� WKH� UHVRXUFHV� DQG� VNLOOV�

DYDLODEOH� WR� XQGHUWDNH� WKH� ZRUN� LV� FOHDUO\� DQ� LPSRUWDQW� SUHFRQGLWLRQ� WR� SURYLGLQJ�

ZKDW�DPRXQWV�WR�VXEVLG\�IRU�WUDQVDFWLRQ�FRVWV��

���� &DSLWDO�JDLQV�WD[�

7KH�TXHVWLRQ�RI�ZKHWKHU�YHQWXUH�FDSLWDO� LQYHVWRUV�DUH�VXEMHFW�WR�WD[�RQ�WKHLU�FDSLWDO�

JDLQV� LV� DQ� LPSRUWDQW� LVVXH� JLYHQ� WKH� SULRULW\� PDQ\� JLYH� WR� KDYLQJ� D� FOHDU� H[LW�

VWUDWHJ\� IRU� HDFK� RI� WKHLU� LQYHVWPHQWV�� � 7D[LQJ� FDSLWDO� UHWXUQV� ZRXOG� VLJQLILFDQWO\�

DOWHU� WKH� ULVN� UHZDUG� WUDGH�RII� WKDW� PDQ\� YHQWXUH� FDSLWDO� FRPSDQLHV� DUH� FXUUHQWO\�

ZRUNLQJ�ZLWK���7KH�RXWFRPH�ZRXOG�EH�D�UHGXFWLRQ�LQ�WKH�QXPEHU�RI�GHDOV�FRPSOHWHG�

DQG�WKH�DPRXQW�RI�YHQWXUH�FDSLWDO�DYDLODEOH��

3ROLF\� LPSOLFDWLRQ� ²� WKH� FXUUHQW� VLWXDWLRQ� VLPSO\� DGGV� WR� WKH� OHYHO� RI� XQFHUWDLQW\�

VRPH� YHQWXUH� FDSLWDO� FRPSDQLHV� KDYH� WR� FRSH� ZLWK�� � $� FOHDU� UXOLQJ�� RU� VSHFLILF�

OHJLVODWLRQ� ZRXOG� UHPRYH� XQFHUWDLQW\� IRU� LQYHVWRUV�� � 5XOHV� VXUURXQGLQJ� YHQWXUH�

FDSLWDO�LQYHVWLQJ�DUH�PRUH�H[SOLFLW��VHH�EHORZ��

���� 6HHG�HDUO\�VWDJH�LQYHVWPHQW��DQG�5	'�

7KH� ULVNV� DQG� LQIRUPDWLRQ� GLIILFXOWLHV�DUH�PRVW� LQWHQVH� DW� WKH� YHU\� HDUO\� VWDJHV� RI�

EXVLQHVV� GHYHORSPHQW�� � 7KHUH� DUH� IHZ� SULYDWH�� VWDQG� DORQH� RUJDQLVDWLRQV� WKDW�

SURYLGH�IXQGLQJ�IRU�SUH�PDUNHW�SURGXFW�UHVHDUFK�DQG�GHYHORSPHQW��



3ROLF\�,VVXHV�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

1RQHWKHOHVV�� WKHUH� LV� FOHDU� HYLGHQFH� WKDW� PDQ\� PHGLXP� WR� ODUJH� EXVLQHVVHV� DUH�

LQYHVWLQJ� LQ� SURGXFW� UHVHDUFK� DQG� GHYHORSPHQW� RI� WKHLU� RZQ�� HPSKDVLVLQJ� WKDW�

YHQWXUH�FDSLWDOLVP�LV�PRUH�ZLGHVSUHDG�WKDQ�VSHFLDOLVW�YHQWXUH�FDSLWDO�FRPSDQLHV��

7KH�FHQWUDO�LVVXH�KHUH�LV�KRZ�WR�FRPPHUFLDOLVH�PRUH�RI�WKH�QDWLRQ
V�SXEOLFO\�IXQGHG�

5	'� H[SHQGLWXUH�� � $OWKRXJK� WKLV� ZDV� QRW� D� IRFXV� RI� WKLV� VWXG\�� FRPPHQWV� IURP�

VHYHUDO� RI� WKRVH� LQWHUYLHZHG� SRLQWHG� WR� VRPH� GLVVDWLVIDFWLRQ� ZLWK� KRZ� WKH� &URZQ�

5HVHDUFK� ,QVWLWXWHV� LQWHUIDFHG� ZLWK� EXVLQHVVHV�� DQG� FRQFHUQ� DERXW� WKH� ODFN� RI�

LQIUDVWUXFWXUH�IRU��ODERUDWRU\��LGHDV�WR�EH�PDQDJHG�WKURXJK�WR�FRPPHUFLDOLVDWLRQ��

$�UHODWHG�SRLQW�UDLVHG�E\�DW�OHDVW�WKUHH�RI�WKRVH�LQWHUYLHZHG�ZDV�WKH�DSSDUHQW�ODFN�RI�

FRPPLWPHQW� E\� WKH� JRYHUQPHQW� DQG� SXEOLF� LQVWLWXWLRQV� WR� GHYHORSLQJ� WHFKQRORJ\�

LQWHQVLYH�EXVLQHVVHV���7KHLU�ZRUU\�LV�WKDW�WHFKQRORJLFDO�SURJUHVV�LV�DFFHOHUDWLQJ�DQG�

LI�1HZ�=HDODQG�WHFK�EXVLQHVVHV�ZDQW�WR�VHFXUH�IXQGLQJ��SRWHQWLDO�LQYHVWRUV�ZLOO�QHHG�

WR� EH� FRQYLQFHG� WKDW� WKH� HFRQRP\� KDV� WKH� GHSWK� RI� WDOHQW� DQG� LQIUDVWUXFWXUH� WR�

VXSSRUW� WKHP�� �7KHVH�VHQWLPHQWV�DUH�EDVHG�� WR�D�VLJQLILFDQW�GHJUHH��RQ�ZKDW� WKHVH�

EXVLQHVVHV�VHH�KDSSHQLQJ�LQ�$VLDQ�FRXQWULHV���7KH\�DUH�FRQFHUQHG�WKDW�1HZ�=HDODQG�

ZLOO�FRQWLQXH�WR�EHFRPH�D�EXVLQHVV�EDFNZDWHU��

3ROLF\� LPSOLFDWLRQ� ²� FRQVLGHU� FKDQJLQJ� WKH� ZD\� WKH� JRYHUQPHQW·V� VFLHQFH� DQG�

UHVHDUFK� IXQGLQJ� LV� GHSOR\HG� ZLWK� VSHFLILF� DWWHQWLRQ� JLYHQ� WR� WKH� LGHD� RI� WDNLQJ� D�

SURSRUWLRQ�RI�SXEOLF�H[SHQGLWXUH�RQ�UHVHDUFK�DQG�GHYHORSPHQW�DQG�DSSO\�LW�RQ�D�FR�

LQYHVWPHQW�EDVLV�WR�VWDUW�XS�DQG�SUH�VWDUW�XS�EXVLQHVVHV���,I�WKH�DLP�RI�JRYHUQPHQW�

LQYROYHPHQW� LQ� SURYLGLQJ� 5	'� IXQGLQJ� LV� WR� VWLPXODWH� WKH� FRPPHUFLDOLVDWLRQ� RI�

WHFKQRORJ\� WKHQ� FR�LQYHVWLQJ� LQ� SULYDWH� VHFWRU� VHHG� EXVLQHVVHV� DORQJVLGH� SULYDWH�

VHHG�YHQWXUH�FDSLWDOLVWV�LV�SHUKDSV�WKH�OHDVW�GLVWRUWLQJ�DSSURDFK��

���� 3UR[LPLW\�WR�WHFKQRORJ\�EXVLQHVV�IURQWLHU �

*RYHUQPHQW� IXQGHG� EXVLQHVV� DVVLVWDQFH� SURJUDPPHV� ZLOO� EH� PRVW� HIIHFWLYH� ZKHQ�

EXVLQHVVHV�DUH�RSHUDWLQJ�ZHOO�EHORZ�EHVW�EXVLQHVV�SUDFWLFH�VWDQGDUGV��

+XDQJ� DQG� ;X��� DUJXH� WKDW� WKH� SRWHQWLDO� VXFFHVV� RI� JRYHUQPHQW� VSRQVRUVKLS� RI�

LQGXVWULDO�GHYHORSPHQW�GHSHQGV�FULWLFDOO\�RQ�WKH�VWDWH�RI�WHFKQRORJLFDO�DGYDQFHPHQW�

LQ�DQ�HFRQRP\�� �$W� ORZ� WHFKQRORJ\� OHYHOV��PRVW�5	'�SURMHFWV�FDQ�EH�FKDUDFWHULVHG�

DV� LPLWDWLQJ�VXFFHVVIXO� LGHDV� IURP�DEURDG�� �7KH� ULVNV�RI� VXFK�SURMHFWV�DUH� ORZ�DQG�

JURZWK�FDQ�EH�SURPRWHG�E\�HQFRXUDJLQJ�JUHDWHU�DPRXQWV�RI� LQYHVWPHQW� �LH� FDSLWDO�

GHHSHQLQJ�LV�WKH�QDPH�RI�WKH�JDPH���

$V� D� QDWLRQ·V� WHFKQRORJ\� DGYDQFHV�� DQG� DSSURDFKHV� NQRZOHGJH� IURQWLHUV�� WKH�

XQFHUWDLQW\� RI� VXFFHVV� IURP� 5	'� SURMHFWV� LQFUHDVHV�� � 7KH� DELOLW\� RI� 5	'� SURMHFWV�

�DQG� LQYHVWPHQW� SURMHFWV� LQ� JHQHUDO�� WR� SURPRWH� JURZWK� KLQJHV�PRUH� DQG�PRUH� RQ�

WKH� VHOHFWLRQ� RI� SURMHFWV� UDWKHU� WKDQ� RQ� WKHLU� VFDOH� RU� YROXPH�� � +XDQJ� DQG� ;X�

FRQWHQG� WKDW� ILQDQFLHUV�RSHUDWLQJ� LQ�FRPSHWLWLYH� FDSLWDO�PDUNHWV�DUH�PRUH� OLNHO\� WR�

VHOHFW�ZLQQLQJ�SURMHFWV�WKDQ�JRYHUQPHQW�VSRQVRUVKLS�²�QRW�QHFHVVDULO\�EHFDXVH�WKHLU�

VHOHFWLRQ� SURFHVVHV� DUH� DQ\� EHWWHU�� EXW� EHFDXVH� WKH\� ZLOO� EH� PRUH� UXWKOHVV� LQ�

WHUPLQDWLQJ�EDG�SURMHFWV��

��������������������������������������������

��� ,QVWLWXWLRQV��,QQRYDWLRQV��DQG�*URZWK��+XDQJ�+�DQG�;X�&��,0)�:RUNLQJ�3DSHU��:3��������
,QWHUQDWLRQDO�0RQHWDU\�)XQG��������



3ROLF\�,VVXHV�

1HZ�=HDODQG·V�9HQWXUH�&DSLWDO�0DUNHW� 3DJH����RI����

3ROLF\� LPSOLFDWLRQ�� $Q� DFFHSWDQFH� RI� WKH� +XDQJ� DQG� ;X� DUJXPHQWV� LPSOLHV� WKDW�

JRYHUQPHQWV� QHHG� WR� EH� FDXWLRXV� DERXW� MXPSLQJ� LQWR� WKH� YHQWXUH� FDSLWDO� PDUNHW���

1HZ� =HDODQG� EXVLQHVVHV� PD\� EH� RSHUDWLQJ� ZHOO� ZLWKLQ� WKH� EHVW� EXVLQHVV� SUDFWLFH�

IURQWLHU�� LPSO\LQJ� WKHUH� LV� D� UHDVRQDEOH� SURVSHFW� RI� QHW� EHQHILWV� IORZLQJ� IURP�

JRYHUQPHQW�LQWHUYHQWLRQ���$V�WKH�PDUNHW�PDWXUHV��WKRXJK��WKH�SULRULW\�IRU�WKH�PDUNHW�

LV� WKH�TXDOLW\�RI�GHFLVLRQ�PDNLQJ�UDWKHU� WKDQ�WKH�TXDQWLW\�RI�FDSLWDO�DYDLODEOH�� �/LNH�

WKH�YHQWXUH�FDSLWDOLVWV��WKH�JRYHUQPHQW�QHHGV�D�FOHDU�H[LW�VWUDWHJ\��

���� 2WKHU�PRGHOV�

$XVWUDOLD�

7KH� IROORZLQJ� SDUDJUDSK� KLJKOLJKWV� WKH� UDWLRQDOH� EHKLQG� $XVWUDOLD
V� 3RROHG�

'HYHORSPHQW�)XQG��3')��SURJUDPPH�GHWDLOHG�EHORZ��

*LYHQ�WKH�LPSRUWDQFH�RI�60(V�LQ�WKH�$XVWUDOLDQ�HFRQRP\��DQG�WKH�ZLGHVSUHDG�SHUFHSWLRQ�

WKDW�60(V�KDYH�DQ�XQGXO\�GLIILFXOW� WLPH� LQ�DFFHVVLQJ�HTXLW\� ILQDQFH�� WKHUH�PD\�EH�D� U ROH�

IRU� JRYHUQPHQW� LQ� HGXFDWLQJ� WKH� PDUNHW� DERXW� XQH[SORLWHG� RSSRUWXQLWLHV�� HVSHFLDOO\� IRU�

KLJK�JURZWK�60(V�� � 7KHUH�PD\�DOVR�EH�D� UROH� WR�GHYHORS�DQG�GHHSHQ� WKH� YHQWXUH�FDSLWDO�

PDUNHW�E\�HQFRXUDJLQJ�QHZ�HQWUDQWV�LI�WKLV�FDQ�DFFHOHUDWH�WKH�DWWDLQPHQW�RI�HFRQRPLHV�RI�

VFDOH� DQG� VFRSH� E\� YHQWXUH� FDSLWDOLVWV� DQG� RWKHU� LQYHVWRUV� LQ� WKH� DQDO\VLV� RI� LQYHVWPHQW�

RSSRUWXQLWLHV�� �2Q� WKLV� UDWLRQDOH� WKH� SXUSRVH� RI� WKH�3')� VFKHPH�ZRXOG� EH� WR� HQFRXUDJH�

60(� LQYHVWPHQWV� WKDW� ZRXOG� RWKHUZLVH� QRW� RFFXU�� � 7KH� UHVXOWDQW� JUHDWHU� H[SHULHQFH� RI�

ERWK� 60(V� DQG� LQYHVWRUV� ZLWK� HTXLW\� ILQDQFLQJ� ZRXOG� VHH� WKH� GHYHORSPHQW� RI� LQFUHDVHG�

DZDUHQHVV�RI�PDUNHW�RSSRUWXQLWLHV�� LQFUHDVHG�VNLOOV�DQG�UHGXFHG�FRVWV� LQ�HYDOXDWLQJ�VXFK�

RSSRUWXQLWLHV�DQG� OHDG� WR�D�JUHDWHU�SDUWLFLSDWLRQ�� �2QFH� WKLV�SRLQW� KDG�EHHQ� UHDFKHG� WKH�

SURJUDP�ZRXOG�KDYH�DFKLHYHG�LWV�SXUSRVH�DQG�FRXOG�EH�ZRXQG�XS� �

7KH�PDLQ�IHDWXUHV�RI�$XVWUDOLD
V�3')�SURJUDPPH�DUH��

• 3')V�PXVW� LQYHVW� LQ�QHZO\� LVVXHG�RUGLQDU\�VKDUHV� LQ�$XVWUDOLDQ�FRPSDQLHV�ZLWK�

WRWDO�DVVHWV�RI�OHVV�WKDQ�����PLOOLRQ���7KLV�QHZ�HTXLW\�PXVW�EH�XVHG�WR�HVWDEOLVK�

D�QHZ�EXVLQHVV��VXEVWDQWLDOO\�H[SDQG�FDSDFLW\��RU�H[SDQG�RU�GHYHORS�PDUNHWV��

• 3')V�FDQQRW�LQYHVW� LQ�FRPSDQLHV�ZKRVH�SULPDU\�DFWLYLW\� LV�UHWDLOLQJ�RU�SURSHUW\�

GHYHORSPHQW��

• 7KHUH� LV� QR� OLPLW� WR� WKH� QXPEHU� RI� FRPSDQLHV� WKDW� FDQ� EH� UHJLVWHUHG� DV� 3')V��

EXW�DOO�PXVW�ILUVW�EH�DSSURYHG�E\�WKH�3')�5HJLVWUDWLRQ�%RDUG���,Q�JHQHUDO�WHUPV��

DQ� DSSOLFDQW� IRU� 3')� VWDWXV� QHHGV� WR� FRQYLQFH� WKH� %RDUG� WKDW� LW� KDV� D� JRRG�

VWUDWHJ\� IRU� UDLVLQJ�PRQH\�DQG� IRU�XVLQJ� WKDW�FDSLWDO� WR�SXUFKDVH�QHZ�HTXLW\� LQ�

$XVWUDOLDQ�FRPSDQLHV�LQ�D�PDQQHU�FRQVLVWHQW�ZLWK�WKH�LQWHQW�RI�WKH�SURJUDPPH���

7KH� DSSOLFDQW� DOVR� QHHGV� WR� VKRZ� WKDW� LW� KDV� WKH� UHVRXUFHV� DQG� H[SHUWLVH� WR�

LPSOHPHQW�WKDW�VWUDWHJ\��

• $�3')�FDQ� LQYHVW�XS� WR�����RI� LWV� LVVXHG�FDSLWDO� LQ�DQ\�RQH� LQYHVWHH�EXVLQHVV���

%XW�WKH�3')�5HJLVWUDWLRQ�%RDUG�KDV�GLVFUHWLRQ�WR�DOORZ�3')V�WR�H[FHHG�WKLV�OLPLW�

XQGHU�FRQGLWLRQV�DJUHHG�LQ�DGYDQFH�E\�WKH�%RDUG��

• 3')� SURILWV� IURP� LQYHVWHH� FRPSDQLHV� DUH� WD[HG� DW� ����� ZKLOH� SURILWV� IURP� DOO�

RWKHU� VRXUFHV� �HVVHQWLDOO\� LQWHUHVW� LQFRPH�RQ� IXQGV�QRW� \HW� LQYHVWHG�� DUH� WD[HG�

DW������
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• ,QYHVWRUV�LQ�3')V�DUH�H[HPSW�IURP�FDSLWDO�JDLQV�WD[�RQ�WKH�VDOH�RI�WKHLU�VKDUH�LQ�

D� 3')�� DQG� FRQVHTXHQWO\� WKHUH� LV� QR� GHGXFWLRQ� IRU� FDSLWDO� ORVVHV�� � 8QIUDQNHG�

3')� GLYLGHQGV� DUH� WD[� H[HPSW� LQ� WKH� KDQGV� RI� WKH� LQYHVWRUV�� � )UDQNHG� 3')�

GLYLGHQGV�DUH�DOVR�IUHH�RI�WD[�LQ�WKH�KDQGV�RI�LQYHVWRUV�XQOHVV�WKH�LQYHVWRU�HOHFWV�

WR�EH� WD[HG�� LQ�ZKLFK�FDVH� WKH\�FDQ�XVH� WKH� LPSXWDWLRQ�FUHGLWV�DWWDFKHG� WR� WKH�

GLYLGHQG� DW� WKH� FRUSRUDWH� WD[� UDWH� RI� ���� WR� RIIVHW� RWKHU� WD[� REOLJDWLRQV�� � 7KH�

HOHFWLRQ�WR�KDYH� IUDQNHG�GLYLGHQGV�WD[HG�WKURXJK�WKH� LPSXWDWLRQ�V\VWHP�FDQ�EH�

DWWUDFWLYH� WR� LQYHVWRUV�ZLWK�D�PDUJLQDO� WD[� UDWH�EHORZ� WKH�FRPSDQ\� WD[� UDWH�� HJ�

VXSHUDQQXDWLRQ�IXQGV���

• $�VKDUHKROGHU� �WRJHWKHU�ZLWK� DVVRFLDWHV��PD\�RZQ�XS� WR�����RI� D�3')�� H[FHSW�

IRU�EDQNV�DQG�OLIH�RIILFHV�IRU�ZKLFK�WKHUH�LV�QR�OLPLW���7KH�3')�5HJLVWUDWLRQ�%RDUG�

KDV�WKH�GLVFUHWLRQ�WR�YDU\�WKLV�UXOH��

*HUPDQ\�

7KH�*HUPDQ�JRYHUQPHQW�DVVLVWV� WKH�YHQWXUH�FDSLWDO� LQGXVWU\�E\� LQYHVWLQJ�DORQJVLGH�

SULYDWH�VHFWRU�LQYHVWRUV�DQG�DOVR�RIIHULQJ�WKHP�WZR�RSWLRQV��

• 3XW�RSWLRQ�� ,Q� WKH�HYHQW� WKDW�DQ� LQYHVWPHQW� WXUQV�VRXU�� WKH�FR�LQYHVWRU�FDQ�VHOO�

EDFN�LWV�HTXLW\�VKDUH�WR�WKH�JRYHUQPHQW�DW�D�JXDUDQWHHG�PLQLPXP�SULFH�OHYHO�RI�

����EHORZ�IDFH�YDOXH��

• &DOO� RSWLRQ�� ,Q� WKH� FDVH� RI� VWDU� SHUIRUPHUV�� WKH� FR�LQYHVWRU� FDQ� EX\� RXW� WKH�

JRYHUQPHQW� IRU� D� ���� SUHPLXP� RYHU� IDFH� YDOXH�� � 7KLV�� LQ� HIIHFW�� FDSV� WKH�

JRYHUQPHQW·V�XSVLGH��KDQGLQJ�LW�RYHU�WR�WKH�SULYDWH�VHFWRU��

1RW� VXUSULVLQJO\� WKLV� VFKHPH� LV� UHJDUGHG� DV� KDYLQJ� EHHQ� LQVWUXPHQWDO� LQ� MXPS�

VWDUWLQJ�WKH�*HUPDQ�YHQWXUH�FDSLWDO�PDUNHW��

1HWKHUODQGV�

$� UHSRUW� SUHSDUHG��� IRU� WKH�1HWKHUODQGV·�0LQLVWU\� RI� (FRQRPLF�$IIDLUV� DUJXHV� IRU� D�

VHHG�VWDUW�XS� IXQG� EDFNHG� HQWLUHO\� E\� WKH� JRYHUQPHQW� EHFDXVH� RI� WKH� XQDWWUDFWLYH�

ULVN�UHWXUQ� SURILOH� RI� VXFK� LQYHVWPHQWV�� � 7KH� FDVH� IRU� VXFK� GLUHFW� JRYHUQPHQW�

LQYROYHPHQW�UHVWV�RQ�UHVHDUFK�WKDW�VKRZV�WKDW��

• 7KHUH�LV�D�QHHG�IRU�FDSLWDO�DW�WKH�VHHG�VWDJH��

• 3URYLVLRQ�RI�WKLV�FDSLWDO�LV�KLJK�ULVN��DQG�XQOLNHO\�WR�EH�SURILWDEOH��

• 7KH�SULYDWH�VHFWRU�LQ�WKH�1HWKHUODQGV�LV�XQSUHSDUHG�WR�ILOO�WKLV�JDS��

• ([LVWLQJ�VHHG�VWDUW�XS�IXQGV�DUH�LQVXIILFLHQW�WR�PHHW�WKH�QHHGV�RI�HQWUHSUHQHXUV��

2XU� YLHZ� LV� WKDW� WKHVH� DUH� QRW� SDUWLFXODUO\� UREXVW� DUJXPHQWV� IRU� VXFK� GHFLVLYH�

LQWHUYHQWLRQ��

��������������������������������������������

��� 1HWKHUODQGV·�,&7�7ZLQQLQJ�&HQWUHV�DQG�,QYHVWPHQW�)XQGV��0LQLVWU\�RI�(FRQRPLF�$IIDLUV��
UHSRUW�SUHSDUHG�E\�%RR]��$OOHQ�	�+DPLOWRQ��)HEUXDU\���������
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+DV�WKH�ODFN�RI�D�FDSLWDO�JDLQV�WD[�KLQGHUHG�FRUSRUDWH�
GHYHORSPHQW"�

0DQ\� ILUPV� HVWDEOLVKHG� LQ� 1HZ� =HDODQG� KDYH� EHHQ� LQQRYDWLYH� DQG� VXFFHVVIXO�� EXW�

YHU\�IHZ��LI�DQ\��KDYH�NLFNHG�RQ�WR�EH�VXFFHVVIXO��LQQRYDWLYH��ODUJH�DQG�1HZ�=HDODQG�

RZQHG� FRUSRUDWLRQV�� � $� W\SLFDO� VFHQDULR� LV� IRU� D� FRPSDQ\� WR� EH� HVWDEOLVKHG� E\� D�

WDOHQWHG� LQGLYLGXDO� ZKR� WKURXJK� D� FRPELQDWLRQ� RI� LQQRYDWLYH� LGHDV�� JRRG�

PDQDJHPHQW��KDUG�ZRUN�DQG�SHUKDSV�DQ�RXQFH�RI�OXFN��H[SDQGV�WKH�FRPSDQ\�LQWR�D�

VXFFHVVIXO� PHGLXP� VL]HG� FRPSDQ\� �E\� 1HZ� =HDODQG� VWDQGDUGV��� � 7KLV� FRPSDQ\�

PLJKW�KDYH�D�PXOWL�PLOOLRQ�GROODU�WXUQRYHU��EXW�WKH�IRXQGHU�UHPDLQV�WKH�KHDUW�RI�WKH�

FRPSDQ\�� � +RZHYHU�� WKHUH� FRPHV� D� VWDJH� LQ� WKH� FRPSDQ\·V� GHYHORSPHQW� ZKHUH�

IXUWKHU� H[SDQVLRQ� UHTXLUHV� D� ODUJH� LQFUHPHQWDO� FDSLWDO� LQMHFWLRQ� DQG� D�

FRPSUHKHQVLYH�FKDQJH�LQ�PDQDJHPHQW�VWUXFWXUHV��

7KLV� H[SDQVLRQ� UHSUHVHQWV� D� KLJK�ULVN� SURSRVLWLRQ� IRU� WKH� RZQHU�IRXQGHU�� � ,I� WKH�

H[SDQVLRQ�GRHV�QRW�ZRUN�WKH�IRXQGHU�ULVNV�ORVLQJ�HYHU\WKLQJ�WKH\�EXLOW�XS�RYHU�PDQ\�

\HDUV�� �$OWKRXJK� WKH� UHZDUGV� IURP� WKH�H[SDQVLRQ�FRXOG�EH�FRQVLGHUDEOH�� WKH�RZQHU�

PD\� VWLOO� SODFH� D� ELJJHU� ZHLJKW� RQ� HDFK� SRWHQWLDO� GROODU� ORVW� FRPSDUHG� ZLWK� HYHU\�

SRWHQWLDO�GROODU�JDLQHG��

7KH� RZQHU�IRXQGHU� PD\� DOVR� UHVLVW� WDNLQJ� DGYDQWDJH� RI� SRWHQWLDO� H[SDQVLRQ�

SRVVLELOLWLHV� IRU� QRQ�ILQDQFLDO� UHDVRQV�� � )RU� H[DPSOH�� WKH\�PD\� QRW� ZDQW� WR� UHGXFH�

WKHLU�FRQWURO�RYHU�WKH�FRPSDQ\��HLWKHU�WKURXJK�KDQGLQJ�FRQWURO�WR�QHZ�VKDUHKROGHUV�

RU� WKURXJK� WKH� GHOHJDWLRQ� RI� UHVSRQVLELOLWLHV� LQ� D� ODUJHU� PDQDJHPHQW� WHDP���

$OWHUQDWLYHO\� WKHUH�PD\�EH� OLIHVW\OH�RU� FRPSDQ\�FXOWXUH� LVVXHV� WKDW� FRXOG�EH�SXW�DW�

ULVN�ZLWK�D� ODUJH�H[SDQVLRQ�� � ,QGHHG�PDQ\� ILUPV�KDYH�QRW�VXUYLYHG�WKH�GHSDUWXUH�RI�

WKHLU�IRXQGHU��

7KXV�D�ILUP�LQ�WKLV�SRVLWLRQ�KDV�WKUHH�SRVVLEOH�UHVSRQVHV��

• 7R�PDQDJH�WKH�SURSRVHG�H[SDQVLRQ��SHUKDSV�WKURXJK�D�SXEOLF�OLVWLQJ�

• 7R�PDLQWDLQ�RSHUDWLRQV�DW�FXUUHQW�OHYHOV��RU�

• 7R�VHOO� WKH�FRPSDQ\�²�HLWKHU� WR�EH�DPDOJDPDWHG�ZLWKLQ�WKH�FRUSRUDWH�VWUXFWXUH�

RI�DQ�H[LVWLQJ�ODUJH�VFDOH�EXVLQHVV�ZLWKLQ�WKH�LQGXVWU\�RU�WR�DQ�RUJDQLVDWLRQ�WKDW�

LV�EHWWHU�SODFHG�WR�PDQDJH�WKH�H[SDQVLRQ��

$� FRQFHUQ� ZH� KDYH� LV� WKDW� 1HZ� =HDODQG·V� WD[� V\VWHP�� LQ� SDUWLFXODU�D� ODFN� RI� D�

FRPSUHKHQVLYH� FDSLWDO� JDLQV� WD[� �&*7��� PD\� EH� HQFRXUDJLQJ� RZQHUV� WR� SUHIHU� WKH�

WKLUG�RSWLRQ��RU�DOWHUQDWLYHO\�WKH�VHFRQG�RSWLRQ�ZLWK�DQ�LQWHQWLRQ�WR�VHOO�HYHQWXDOO\����

$�SUHSRQGHUDQFH�RI�VXFK�GHFLVLRQV�FRXOG�EH�FRQWULEXWLQJ�WR�D�VFDUFLW\�RI�KRPH�EUHG�

FRUSRUDWH�PDQDJHPHQW�VNLOOV�LQ�1HZ�=HDODQG��DV�HYLGHQFHG�E\�WKH�SRRU�SHUIRUPDQFH�

RI�OLVWHG�FRPSDQLHV�LQ�1HZ�=HDODQG��
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7KH�PDUNHW�YDOXDWLRQ�RI�D�FRPSDQ\�ZLOO�LQFOXGH�D�YDOXDWLRQ�RI�LWV�FDSLWDO�DVVHWV�DQG�

DOVR� D� YDOXDWLRQ� RI� LWV� IXWXUH� SURVSHFWV�� � 6XFK� YDOXDWLRQV� ZLOO� LQFOXGH� PDQ\�

LQWDQJLEOH�IDFWRUV�VXFK�DV���

• EUDQG�YDOXHV���

• FRPSDQ\�UHSXWDWLRQV���

• HFRQRPLHV�RI�VFRSH���

• KXPDQ�FDSLWDO�DQG��

• WKH�LPSDFW�RI�H[SHFWHG�PDUNHW�GHYHORSPHQWV��

,Q�SULQFLSOH�WDNLQJ�WKHVH�IDFWRUV�LQWR�DFFRXQW�VKRXOG�EH�HTXLYDOHQW�WR�WKH�QHW�SUHVHQW�

YDOXH� RI� WKH� IXWXUH� HDUQLQJ� SRZHU� RI� WKH� FRPSDQ\�²� JLYHQ� FXUUHQW� LQIRUPDWLRQ� DQG�

H[SHFWDWLRQV�DQG�SURYLGLQJ�IRU�D�QRUPDO�UHWXUQ�IRU�DQ\�SRWHQWLDO�SXUFKDVHU���$V�VXFK�

WKH� FRPSDQ\� YDOXDWLRQ� ZLOO� LQFRUSRUDWH� DQ� DOORZDQFH� IRU� IXWXUH� LQFRPH� JURZWK�� �,I�

WKH�RZQHU�FKRRVHV�WR�VHOO�KH�RU�VKH�ZLOO�UHDOLVH�WRGD\�D�SURSRUWLRQ�RI�WKH�FRPSDQ\·V�

IXWXUH�LQFRPH�SRWHQWLDO��LH�WKH\�ZLOO�HDUQ�D�FDSLWDO�JDLQ��

7KHUH�LV�QRWKLQJ�ZURQJ�ZLWK�WKH�RZQHU�PDNLQJ�WKLV�FDSLWDO�JDLQ��LW�LV�D�IDLU�UHWXUQ�RQ�

SDVW�HIIRUW�DQG� LQQRYDWLRQ�� �+RZHYHU�� LV� LW� IDLU� WKDW�WKH\�SD\�QR�WD[�RQ�WKLV� LQFRPH"�

7KH� ODFN� RI� D� FDSLWDO� JDLQV� WD[� LV� OLNHO\� WR� VNHZ� RZQHUV� WRZDUGV� GHFLGLQJ� WR� VHOO�

UDWKHU�WKDQ�ULVN�FDUU\LQJ�RXW�DQ�H[SDQVLRQ�WKHPVHOYHV���%\�VHOOLQJ�WKH\�FDQ�UHDOLVH�D�

VKDUH�RI�IXWXUH�LQFRPH�JURZWK��ZLWKRXW�WDNLQJ�WKH�ULVN�DQG�ZLWK�D�ORZHU�WD[�EXUGHQ���

1RW� RQO\� GRHV� WKH� FXUUHQW� RZQHU� DFKLHYH� D� ULVN�IUHH� VKDUH� RI� IXWXUH� H[SDQVLRQ�

SURVSHFWV��V�KH�DOVR�UHFHLYHV�D�WD[�EUHDN�IRU�GRLQJ�VR��
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7KH�LQWHUYLHZ�JXLGHV�

'HDO�IORZV�SHUIRUPDQFH�

(VWDEOLVK�ZKDW�IXQGV�WKH�ILUP�HQWHUSULVH�KDV�DYDLODEOH�WR�LQYHVW� �

− 0('
V�YHQWXUH�FDSLWDO�ILUP�UHSRUW�SURYLGHV�LQLWLDO�JXLGH�

− ,V�FDSLWDO�DOO�SDLG�XS�²�ZHLJKW�RI�PRQH\�SUREOHPV�IRU�IXQG�PDQDJHUV�

− 2U�DYDLODEOH�WR�EH�FDOOHG�XS�IURP�LQYHVWRUV�IRUPDOO\�RU�LQIRUPDOO\��

− %DFNHG�E\�UHODWHG�SDUW\�EDODQFH�VKHHWV�²�LI�VXFFHVVIXO�SOHQW\�PRUH�DYDLODEOH�

• :KDW� UXOHV� JRYHUQ� XVH� RI� WKH� IXQGV� °� VHFWRU�� QDWLRQDOLW\�� GRPHVWLF�H[SRUW�� VLQJOH�

DPRXQWV�

• /HYHO�DQG�FKDUDFWHULVWLFV�RI�GHPDQG�

− +RZ�PDQ\� SURVSHFWLYH� LQYHVWPHQW� WDUJHWV� GR� WKH\� QRUPDOO\� KDYH� RQ� UHFRUG� DW�

DQ\�RQH�WLPH�

− 1XPEHU�WKDW�DUH�LQDFWLYH��DFWLYH��WRS�RI�WKH�LQYHVWPHQW�FRPPLWWHH�DJHQGD��

− 1XPEHU�WKDW�DUH�UHMHFWHG�DOPRVW�LPPHGLDWHO\��

− 7LPH�DQG�UHVRXUFHV�LQYROYHG�SHU�GHDO�

• :KDW�FKDQQHOV�GRHV�\RXU�ILUP�XVH�WR�LGHQWLI\�DWWUDFW�SRWHQWLDO�YHQWXUHV��

− $FWLYH�VHDUFK�DQG�GLUHFW�DSSURDFK�

− %URNHUV�²�DFFRXQWDQWV��EDQNV��VWRFN�EURNHUV��HWF��

• 'HDO�GURS�RII�UDWH��

− :KDW�VWDJHV�RI�DQDO\VLV�FRQVLGHUDWLRQ�GR�GHDOV�JR�WKURXJK�

− :KDW�LV�WKH�GURS�RII�UDWH�DW�HDFK�VWDJH�

− :KDW�SHUFHQWDJH�RI�ILUPV�LQLWLDOO\�FRQVLGHUHG��DFWXDOO\�UHFHLYH�IXQGLQJ��

− :KDW�FRPPRQ�IDFWRUV�LI�DQ\�DUH�WKHUH�LQ�WKRVH�SURSRVLWLRQV�WKDW�DUH�UHMHFWHG��

• ,QYHVWPHQW�FULWHULD�

− :KDW�DUH�WKH�ILUP
V�LQYHVWPHQW�FULWHULD�²�VL]H��LQGXVWU\��HTXLW\�RQO\��SHULRG�

− +RZ�VWULFWO\�GRHV�WKH�ILUP�VWLFN�ZLWK�WKH�FULWHULD"�
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• 6L]H�DQG�VWUXFWXUH�RI�GHDOV��

− :KDW�LV�WKH�DYHUDJH�VL]H�RI�D�GHDO��

− +RZ�LV�LW�QRUPDOO\�VWUXFWXUHG�HTXLW\��GHEW��RSWLRQV��HWF�

− $UH�ILUPV�VLPSO\�ORRNLQJ�IRU�FDSLWDO�RU�DUH�PDUNHWLQJ�FRQQHFWLRQV��PDQDJHPHQW�

H[SHUWLVH��HWF�FUXFLDO�LQJUHGLHQWV��

− %RDUG�UHSUHVHQWDWLRQ��UHSRUWLQJ�

− $Q\�FRQVLVWHQF\�DFURVV�LQGXVWULHV�DFWLYLWLHV��FRPSDQ\�VL]HV��

• :KDW�VWDJH�RI�GHYHORSPHQW�DUH�SRWHQWLDO�UHFLSLHQW�ILUPV�DW�LQ�SUDFWLFH�DQG�LGHDOO\ �

• )DLOXUH�UDWH�

− 2I�WKH�LQYHVWPHQWV�PDGH�KRZ�PDQ\�KDYH�QRW�UHWXUQHG�DQ\WKLQJ�DQG�DUH�XQOLNHO\�

WR�

− +RZ� PDQ\� KDYH� UHWXUQ� OHVV� WKDQ� ZDV� LQYHVWHG� DQG� KRZ� GR� \RX� UHWULHYH� WKDW�

PRQH\�

− :KDW� ZHUH� WKH� PDLQ� UHDVRQV� IRU� LQYHVWPHQWV� IDLOLQJ� ²� SRRU� MXGJHPHQW� E\�

LQYHVWRU�� XQIRUHVHHQ� WHFKQLFDO� SUREOHPV�� WDOHQW� FKDQJHV�� HFRQRPLF� FRQGLWLRQV��

HWF��

− +RZ�PDQ\�SURYLGH�DQ�LQDGHTXDWH�UHWXUQ�

− +RZ�PDQ\�SURYLGH�H[SHFWHG��RU�EHWWHU�WKDQ�H[SHFWHG��UHWXUQV�

*LYHQ� WKH� LPPDWXUH� VWDWH� RI� WKH� PDUNHW� LW� PLJKW� EH� GLIILFXOW� WR� JHW� JRRG�

TXDOLW\�DQVZHUV�WR�WKHVH�TXHVWLRQV��

• 5DWH�RI�UHWXUQ�

− :KDW�UDWH�RI� UHWXUQ�GR�\RX� ORRN� IRU�ZKHQ� LQYHVWLQJ��DQG� LQ�SUDFWLFH�ZKDW� LV� WKH�

UDQJH�RI�UHWXUQV�\RX�DUH�FXUUHQWO\�ORRNLQJ�DW�

− :KDW�LV�WKH�W\SLFDO�OHQJWK�RI�LQYHVWPHQW�

• &RPPRQ� SUREOHPV�PLVWDNHV� DVVRFLDWHG� ZLWK� DFWXDO� LQYHVWPHQWV� °� XQUHDOLVWLF�

EXGJHWV��SHRSOH�SUREOHPV��SRRU�LQIRUPDWLRQ�IORZV� �

• ([LW�VWUDWHJ\�

− :KDW�H[LWV�KDYH�EHHQ�DFKLHYHG�

− :KDW�DUH�WKH�RSWLRQV�²�FRQYHQWLRQDO��LQQRYDWLYH��
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*DSV�DQDO\VLV�²�LQIRUPDWLRQ��VNLOOV��IXQGLQJ��

��� :KDW�UROH�GR�\RX�VHH�\RXU�RUJDQLVDWLRQ�ILOOLQJ�LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW"�

• 6FUXEELQJ�XS�SURSRVDOV�

• %URNHULQJ�GHDOV�

• 3URYLGLQJ�FDSLWDO�

• (VWDEOLVKLQJ�LPSRUWDQW�UHODWLRQVKLSV�EHWZHHQ�EXVLQHVVHV�DQG�LQGLYLGXDOV�

�

��� :KDW�H[SHUWLVH�GR�\RX�EULQJ�WR�WKH�YHQWXUH�FDSLWDO�PDUNHW"�

• )LQDQFLDO�DQG�DFFRXQWLQJ�NQRZOHGJH�VNLOOV�

• 7HFKQLFDO�NQRZOHGJH�

• *HQHUDO�EXVLQHVV�VNLOOV�DQG�H[SHULHQFH��

• 0DUNHWLQJ�H[SHULHQFH�WR�UHILQH�VWUDWHJ\�DQG�EXLOG�HIIHFWLYH�FRQWDFWV�

• *RRG�QHWZRUN�IRU�UDLVLQJ�FDSLWDO�

�

��� :KDW� UHWXUQV�UHZDUGV� DUH� \RX� VHHNLQJ� IURP� \RXU� LQSXW� WR� WKH� YHQWXUH� FDSLWDO�

PDUNHW"�²�ZKDW·V�\RXU�EXVLQHVV�FDVH�RU�VWUDWHJ\"�

• 6WUDLJKW�ILQDQFLDO�UHWXUQ�RQ�WLPH�DQG�PRQH\�LQYHVWHG�

• /RQJ�WHUP�FDSLWDO�JDLQV�²��ZKDW�WD[�LPSOLFDWLRQV�DUH�WKHUH"���

• 1HZ�FXVWRPHUV�

�

��� :KHUH� LV� WKH� PDMRU� FRQVWUDLQW� WR� JURZWK� IRU� \RXU� YHQWXUH� FDSLWDO� UHODWHG�

EXVLQHVV"�

• 7KH�QXPEHU�RU�TXDOLW\�RI�ILUPV�VHHNLQJ�IXQGLQJ�

• &DSLWDO�WR�LQYHVW�

• $SSURSULDWH�H[SHUWLVH�WR�GHYHORS�VXFFHVVIXO�SURSRVDOV�

�

��� +RZ�PXFK�FDSLWDO�KDYH�\RX�EHHQ�GLUHFWO\�LQYROYHG�LQ�LQYHVWLQJ"�+RZ�PDQ\�ILUPV�

KDYH�\RX�´VDWLVILHGµ"��

• :DQW�D�IHHO�IRU�WKH�YROXPH�RI�EXVLQHVV�EHLQJ�FRQGXFWHG��

�
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��� :KHUH�GR�\RX�JHW�\RXU�FDSLWDO�IURP"�

• 3ULYDWH�LQGLYLGXDOV�²�DQJHO�LQYHVWRUV�

• )DPLO\�DQG�IULHQGV��

• 3RROHG�SULYDWH�IXQGV�

• ([LVWLQJ�YHQWXUH�FDSLWDO�FRPSDQLHV�

• 5HODWHG�EXVLQHVVHV��FRUSRUDWH�LQYHVWRUV�

• 2WKHU��

�

��� :KHUH�GR�\RX�VHH�WKH�PDLQ�JDSV�LQ�WKH�YHQWXUH�FDSLWDO�PDUNHW"�

• $UH� WKHVH� JDSV� EHLQJ� FORVHG� E\� QHZ� ILUPV� HQWHULQJ� WKH� PDUNHW�H[LVWLQJ�

ILUPV�FKDQJLQJ�WKHLU�EXVLQHVV"�

• 'R�\RX�SHUFHLYH�DQ\� UROH� IRU�JRYHUQPHQW� LQ�DGGUHVVLQJ�H[LVWLQJ�JDSV�²� LI�

VR�ZKDW�UROH"�

• +DYH�DQ\�JDSV�EHHQ�ILOOHG�RYHU�WKH�SDVW�ILYH�\HDUV�²�ZKLFK�RQHV"�

�

��� :KDW�UHODWLRQVKLSV�GR�\RX�KDYH�WKDW�DUH�FUXFLDO�LQ�SHUIRUPLQJ�\RXU�EXVLQHVV"�

• /DZ\HUV�DFFRXQWDQWV�

• %DQNV�

• 2WKHU�YHQWXUH�FDSLWDO�FRPSDQLHV�

• ,QGLYLGXDOV�ZLWK�VSHFLILF�WHFKQLFDO�EXVLQHVV�H[SHUWLVH�

• &URZQ�UHVHDUFK�DJHQFLHV��

• ,QWHUQDWLRQDO�EXVLQHVVHV�ORRNLQJ�IRU�ORFDO�SDUWQHUV��



�
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'HDO�DSSUDLVDO�SURFHVV�

&UDLJ�	�&R�

3URFHVV�

��� (QTXLU\�

• 5HVSRQG� ²� 2XWOLQLQJ�&UDLJ�	�&R�SURFHVV�

− 7HUPV�RI�HQJDJHPHQW�

− ,QYHVWRU�UHTXLUHPHQWV�

− &RQILGHQWLDOLW\�XQGHUWDNLQJ�

��� &RPSOHWH�0HPRUDQGXP�RI�8QGHUVWDQGLQJ�

• 60(�UHVSRQVLELOLW\�

• &UDLJ�	�&R�UROH�

• ,QIRUPDWLRQ�5HTXLUHPHQWV�� ²���E\�ZKR�

� � ²���ZKHQ�

• )HH�6WUXFWXUH�

��� (YDOXDWLRQ�3URFHVV�

• 4XHVWLRQQDLUH�

• ,QGHSHQGHQW�RSLQLRQV�DQG�DVVHVVPHQWV�

• 9DOXDWLRQV�

• 5HFRPPHQGDWLRQV�

��� 3DQHO�2SLQLRQ�

• 5HMHFW�6&0�²�,32�

• 5HIHU�9HQWXUH�&DSLWDOLVW�

• )XOO�,32�

• 7UDGH�6DOH�

• 3URFHHG�6&0�,32�

��� 6&0�

• ,32�352&(66�
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�

1(:�&$3,7$/�0$5.(76�

2YHUYLHZ�RI�&UDLJ�	�&R�3URFHVV�

�

�

�

�

�

�

(QTXLU\�IURP�VPDOO�WR�
PHGLXP�HQWHUSULVH�

60(�

�
(9$/8$7,21�352&(66�
4XHVWLRQQDLUH�(QTXLU\�

�%&��57%��1-&��

�

&5$,*�	�&2�3$1(/�'(&,6,21�

1&0�

,32�

)XOO�

,32�)ORDW�
7UDGH�6DOH�

5HIHU�WR�

9HQWXUH�

&DSLWDOLVW�RU�

$JHQW�

5HIHU�&OLHQW�

*URXS�

&UDLJ�	�&R�

%UDQFK�

9HQWXUH�

&DSLWDOLVW�RU�

RWKHU�$JHQF\�(QTXLU\�

Recommendation �

5HMHFW�

,32�

5HMHFW�
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&$/7(&+�,QYHVWPHQW�SURFHVV�

,QWURGXFWLRQ�

&DOWHFK�KDV�GHYHORSHG�D�FRPSUHKHQVLYH�LQYHVWPHQW�SURFHVV�LQYROYLQJ�D�WKUHH�SKDVH�

VFUHHQ�� � 7KH� SURFHVV� LV� GHVLJQHG� WR�PLQLPLVH� WKH� ULVN� RI� &'&)�*URXS� LQYHVWLQJ�LQ�

SRUWIROLR� HQWLWLHV� ZKLFK� DUH� XQDEOH� WR� DFKLHYH� &'&)� *URXS·V� UHWXUQ� REMHFWLYHV�� � $�

SUHOLPLQDU\� DVVHVVPHQW� RI� WKH� FRPSDQ\� LV� FDUULHG� RXW� LQ� SKDVH� RQH�� � 3KDVH� WZR�

LQYROYHV� DSSOLFDWLRQ� RI� WKH� FRPSUHKHQVLYH� %HOO�0DVRQ� LQYHVWPHQW� GLDJQRVWLF���

)XUWKHU� DQDO\VLV�� LQFOXGLQJ� GLVFXVVLRQV� ZLWK� H[WHUQDO� SDUWLHV� UHOHYDQW� WR� HDFK�

GLPHQVLRQ��LV�XQGHUWDNHQ�LQ�SKDVH�WKUHH��

)LUVW�VFUHHQ�²�7KH�&$/7(&+�

3KDVH�RQH�DVVHVVHV�SRWHQWLDO� LQYHVWHHV�DJDLQVW�WKH�&$/7(&+�SUHOLPLQDU\�VFUHHQLQJ�

FULWHULD�� � 7KHVH� FULWHULD� VHHN� WR� HVWDEOLVK� WKH� OLNHOLKRRG� RI� WKH� YHQWXUH� DFKLHYLQJ�

UDSLG�JURZWK�� �$UHDV�H[DPLQHG� WR�GHWHUPLQH� WKH�HFRQRPLF� YLDELOLW\�RI� WKH�EXVLQHVV�

DQG� LWV�SRWHQWLDO� WR�FRQWULEXWH� WR�&'&)·V� LQYHVWPHQW�VWUDWHJ\�DQG�UHWXUQ�REMHFWLYHV�

DUH��

&RPSHWLWLYH�$GYDQWDJH� XQLTXHQHVV�RI�WKH�SURGXFWV��RZQHUVKLS�RI�LQWHOOHFWXDO�SURSHUW\�

$OOLDQFHV�� VWUDWHJLF�DOOLDQFHV��HQGRUVHPHQWV�IURP�FOLHQWV��ERDUG�PHPEHUV�

/LPLW�RI�PDUNHW�� PDUNHW�DQG�VHJPHQW�VL]LQJ��FRPSHWLWLRQ��SDWKZD\�WR�PDUNHW�

7HDP�� FDOLEUH�DQG�VNLOOV�RI�WKH�PDQDJHPHQW�WHDP�

(QWUHSUHQHXU�� WUDFN�UHFRUG�DQG�DELOLW\�RI�WKH�FKLHI�H[HFXWLYH�

&DSLWDO�� FDSLWDO�UHTXLUHPHQWV��EXUQ�UDWH�DQG�YDOXDWLRQ�RI�WKH�YHQWXUH�

+LVWRU\�� PLOHVWRQHV� DFKLHYHG�� ILQDQFLDO� SHUIRUPDQFH�� DQG� VXFFHVVIXO�
FDSLWDO�UDLVLQJ�

�

6HFRQG�VFUHHQ�²�7KH�%HOO�0DVRQ�'LDJQRVWLF�

3KDVH� WZR� LQYROYHV� DSSOLFDWLRQ� RI� D� FRPSUHKHQVLYH� GLDJQRVWLF�PHWKRGRORJ\� DFURVV�

HDFK� RI� WZHOYH� EXVLQHVV� GLPHQVLRQV� EHLQJ� WHFKQRORJ\�� SURGXFW�� PDQXIDFWXULQJ��

EXVLQHVV� SODQ�� VDOHV�� PDUNHWLQJ�� FKLHI� H[HFXWLYH�� WHDP�� ERDUG�� FDVK�� ILQDQFHDELOLW\�

DQG�FRQWUROV���7KH�GLDJQRVWLF�LV�WKH�%HOO�0DVRQ�'LDJQRVWLF�DQG�LV�GHWDLOHG�RQ�SDJHV�

��� DQG���� RI� WKLV�0HPRUDQGXP�� � 7KH� UHVXOW� RI� DSSO\LQJ� WKH� GLDJQRVWLF� LV� D� JUDSK�

ZKLFK� LOOXVWUDWHV� D� JDS� DQDO\VLV� EHQFKPDUNHG� DJDLQVW� D� GDWDEDVH� RI� VL[� KXQGUHG�

VXFFHVVIXO�KLJK�JURZWK�FRPSDQLHV��

7HUPV�VKHHW�

7KH�WHUP�VKHHW�LV�WKH�KDQGVKDNH�´DJUHHPHQWµ�EHWZHHQ�&'&)�*URXS�DQG�WKH�LQYHVWHH�

FRPSDQ\�DQG�DFFRPSOLVKHV�WKH�IROORZLQJ�SXUSRVHV��

• LW� UHIOHFWV� WKH� DJUHHG� YDOXDWLRQ� RI� WKH� EXVLQHVV� DQG� WKH� SURSRVHG� DOORFDWLRQ� RI�

WKDW�YDOXH�EHWZHHQ�WKH�H[LVWLQJ�VKDUHKROGHUV�DQG�&'&)�*URXS��

• LW� VXPPDULVHV� WKH� NH\� ILQDQFLDO� DQG� OHJDO� WHUPV� RI� WKH� WUDQVDFWLRQ� ZKLFK� ZLOO�

VHUYH�DV�WKH�EDVLV�IRU�SUHSDULQJ�GHILQLWLYH�OHJDO�GRFXPHQWV��
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• RQ�RFFDVLRQ�� WKH� WHUPV�VKHHW�ZLOO� LPSRVH� OHJDO�REOLJDWLRQV�RQ� WKH�SDUWLHV�� VXFK�

DV�UHTXLULQJ�SD\PHQW�RI�H[SHQVHV�LQ�WKH�HYHQW�WKH�LQYHVWPHQW�GRHV�QRW�RFFXU�RU�

SURKLELWLQJ� QHJRWLDWLRQV� ZLWK� RWKHU� SDUWLHV� SHQGLQJ� WKH� FRPSOHWLRQ� RI� WKH�

WUDQVDFWLRQ��

$ERYH� DOO�� WKH� WHUPV� VKHHW� LV� XVHG� E\� &'&)� *URXS� WR� HOLFLW� WKRVH� FRQFHUQV� RI�

LQYHVWHH� FRPSDQ\�PDQDJHPHQW�ZKLFK�� LI� XQDGGUHVVHG� DQG� XQUHVROYHG��PLJKW� ODWHU�

GHYHORS�LQWR�´GHDO�NLOOHUVµ���7\SLFDOO\��WKH�&'&)�*URXS�WHUP�VKHHW�FRYHUV��

• WKH� VWUXFWXUH� DQG� IRUP� RI� WKH� LQYHVWPHQW� LQ� WHUPV� RI� IRUP� RI� VHFXULW\��

FRQYHUVLRQ��SUH�HPSWLYH�DQG�YRWLQJ�ULJKWV��

• ERDUG�UHSUHVHQWDWLRQ�DQG�PLQRULW\�SURWHFWLRQV��

• ZDUUDQWLHV�DQG�LQGHPQLWLHV���

• HPSOR\HH�FRQWUDFW�UHTXLUHPHQWV�DQG�UHVWUDLQW�RI�WUDGH�SURYLVLRQV��

• FRQGLWLRQV�LQFOXGLQJ�GXH�GLOLJHQFH��DQG�

• ZRUNDEOH�SURFHGXUHV�IRU�GLYHVWPHQW��

7KH�WKLUG�VFUHHQ�

3KDVH� WKUHH� LQYROYHV� DQ� LQ� GHSWK� DQDO\VLV� DQG� GLVFXVVLRQ� ZLWK� H[WHUQDO� SDUWLHV� RQ�

NH\� DVSHFWV� RI� HDFK� GLPHQVLRQ�� � 5HYLHZ� RI� GRFXPHQWDWLRQ� SURYLGLQJ� LQWHOOHFWXDO�

SURSHUW\� SURWHFWLRQ�� GLVFXVVLRQV� ZLWK� PDQXIDFWXUHUV� RU� NH\� FRPSRQHQW� VXSSOLHUV��

WHVWLQJ� RI� FRQVLVWHQF\� LQ� VWUDWHJLF� DQG� RSHUDWLRQDO� SODQV�� GLVFXVVLRQV� ZLWK�

FXVWRPHUV� DQG� OLFHQVHG� GLVWULEXWRUV�� GLVFXVVLRQV� ZLWK� SDVW� HPSOR\HUV�� UHYLHZ� RI�

HPSOR\PHQW�GRFXPHQWDWLRQ�LQFOXGLQJ�UHVWUDLQW�RI�WUDGH�DJUHHPHQWV�DQG�SURILW�VKDUH�

DJUHHPHQWV��DQDO\VLV�RI�ERDUG�PHHWLQJ�SURFHGXUHV�DQG�PLQXWHV��DVVHVVPHQW�RI�FDVK�

UHTXLUHPHQWV� PHDVXUHG� DJDLQVW� DFFXPXODWHG� OLDELOLWLHV� DQG� EXUQ� UDWHV�� UHYLHZ� RI�

FDSLWDO� VWUXFWXUH� DQG� UHWXUQ� REMHFWLYHV� DQG� UHYLHZ� RI� NH\� FRQWURO� V\VWHPV� DUH�

XQGHUWDNHQ��

/HJDO�GRFXPHQWV�

/HJDO� GRFXPHQWV� ZLOO� W\SLFDOO\� LQFOXGH� DQ� LQYHVWPHQW� DJUHHPHQW�� ZKLFK� ZLOO� GHWDLO�

WKH� WHUPV� RI� SXUFKDVH� DQG� WKH� SURYLVLRQV� RI� WKH� VHFXULWLHV� EHLQJ� DFTXLUHG�� � $OO�

REOLJDWLRQV�RU�OLPLWHG�REOLJDWLRQV�GHEHQWXUHV�DQG�ORDQ�DJUHHPHQWV�PD\�EH�UHTXLUHG���

$�PLQRULW\�VKDUHKROGHUV�DJUHHPHQW�ZLOO�GRFXPHQW�UHVWULFWLRQV�XSRQ�WKH�WUDQVIHU�DQG�

YRWLQJ� RI� VHFXULWLHV�� � $Q� HPSOR\HH� VKDUH� SXUFKDVH� DJUHHPHQW� ZKLFK� JRYHUQV� DQ\�

FXUUHQW�RU� IXWXUH�DOORFDWLRQ�RI�HTXLW\� LQ� WKH�EXVLQHVV� WR�NH\�HPSOR\HHV�PD\� IRUP�D�

VHSDUDWH�OHJDO�GRFXPHQW�RU�IRUP�D�SDUW�RI�WKH�LQYHVWPHQW�DJUHHPHQW���$GGLWLRQDOO\��

HPSOR\HH� FRQILGHQWLDOLW\� DQG� SURSULHWDU\� ULJKWV� DJUHHPHQWV� DVVXULQJ� WKH� UHWHQWLRQ�

E\� WKH� LQYHVWHH� FRPSDQ\� RI� LWV� LQWHOOHFWXDO� SURSHUW\� PD\� IRUP� SDUW� RI� OHJDO�

GRFXPHQWV��
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&DOWHFK�²�WKH�%HOO�0DVRQ�GLDJQRVWLF�

3URYHQ�HYDOXDWLRQ�PHWKRGRORJ\�GHYHORSHG�RYHU�ILIWHHQ�\HDUV�

7KH� %HOO�0DVRQ� 'LDJQRVWLF� LV� DQ� HYDOXDWLRQ� PHWKRGRORJ\� UHQRZQHG� LQ� WKH� 8QLWHG�

6WDWHV�� � &DOWHFK� KDV� DGRSWHG� LW� DV� SDUW� RI� LWV� HYDOXDWLRQ� SURFHVV� RI� &'&)� *URXS�

SRUWIROLR� FRPSDQLHV�� � 7KH� PHWKRGRORJ\� LV� DQ� H[SHUW� V\VWHP� ZKLFK� SURYLGHV� D�

ULJRURXV� DQG� VWUXFWXUHG� DSSURDFK� WR� DVVHVVLQJ� D� SURSRVHG� LQYHVWPHQW� DJDLQVW�

UHFRJQLVHG�EHQFKPDUNV��

7KH�DQDO\WLFDO�DSSURDFK�RI�WKH�%HOO�0DVRQ�'LDJQRVWLF�LV�EDVHG�XSRQ�HYDOXDWLRQ�UXOHV�

ZKLFK�KDYH�EHHQ�JHQHUDWHG� IURP� LQ�H[FHVV�RI� VL[�KXQGUHG�DFWXDO� FDVHV�RYHU� ILIWHHQ�

\HDUV���%\�FRPSDULQJ�WKH�LQYHVWHH�FRPSDQ\�WR�WKH�SRRO�RI�H[SHULHQFH��WKH�GLDJQRVWLF�

SURYLGHV� D� FRQVLVWHQW� DQG� REMHFWLYH� PHWKRGRORJ\� IRU� DQDO\VLQJ� DQG� FRPSDULQJ�

FRPSDQLHV��

$OWKRXJK�WKH�GLDJQRVWLF�ZDV�RULJLQDOO\�GHVLJQHG�WR�VHUYH�KLJK�JURZWK�FRPSDQLHV�WKH�

JXLGHOLQHV� DUH� HTXDOO\� XVHIXO� IRU� ODUJH� FRPSDQ\� LQWUDSUHQHXUV� DQG� LW� LV� XVHG� E\�

FRUSRUDWLRQV�VXFK�DV�0LWVXELVKL��0RWRUROD��'(&�DQG�3KLOLSV���([HFXWLYHV�ZLWKLQ�WKHVH�

ODUJH�FRUSRUDWLRQV�PXVW�GHDO�ZLWK�WKH�VDPH�LVVXHV�DV�HQWUHSUHQHXUV��

7KH� V\VWHP� DVVHVVHV� WKH� KHDOWK� RI� DQ\� EXVLQHVV� DW� HDFK� VWDJH� RI� LWV� GHYHORSPHQW�

IURP�FRQFHSW�WKURXJK�WR�DFKLHYLQJ�D�VWHDG\�VWDWH�LQ�WKH�PDUNHW�GHYHORSPHQW�VWDJH��

5HODWLRQDO�JUDSKLF�RXWSXW�

2QH�RI�WKH�IHDWXUHV�RI�WKH�%HOO�0DVRQ�'LDJQRVWLF�LV�WKH�ZD\�LW�GHSLFWV�WKH�UHVXOWV�RI�

WKH�DQDO\VLV�E\�XVH�RI�D�UHODWLRQDO�JUDSK���7KLV�HQDEOHV�&DOWHFK�WR�DVVHVV�D�FRPSDQ\�

E\� H[DPLQLQJ� WZHOYH� FULWLFDO� GLPHQVLRQV� DW� D� JLYHQ� VWDJH�� � 7KH� VKDSH� RI� WKH� LGHDO�

LQYHVWPHQW�KDV�EHHQ�IRUPHG�E\�REVHUYDWLRQ�DQG�WHVWLQJ��

7KH� IRXU� FRQFHQWULF� FLUFOHV� RQ� WKH� JUDSK� GHQRWH� WKH� GHYHORSPHQW� VWDJH� RI� WKH�

FRPSDQ\���7KH�WZHOYH�EXVLQHVV�GLPHQVLRQV�DUH�SORWWHG�RQ�WKH�JUDSK�IRU�WKH�LQYHVWHH�

FRPSDQ\�� � $W� HYHU\� VWDJH�� WKH� YDOXH� IRU� HYHU\� GLPHQVLRQ� VKRXOG� OLH� LQ� WKH� UDQJH�

EHWZHHQ�WKH�FLUFOHV�IRU�WKH�SUHYLRXV�DQG�FXUUHQW�VWDJHV�� �6LQFH�D�FRPSDQ\�PD\�QRW�

KDYH�FRPSOHWHG�DOO�RI�WKH�FXUUHQW�UHTXLUHPHQWV�IRU�D�SDUWLFXODU�VWDJH�� LW� LV�SRVVLEOH�

WKDW� WKH� YDOXH� IRU� RQH� RU� PRUH� GLPHQVLRQV� PD\� OLH� VRPHZKHUH� ZLWKLQ� D� SUHYLRXV�

VWDJH�� � 6XFK� D� GLVFUHSDQF\� LQGLFDWHV� WKDW� WKH� ILUP� LV� XQGHUGHYHORSHG� LQ�VRPH�

GLPHQVLRQV�IRU�WKH�VWDJH�DW�ZKLFK�LW�SXUSRUWV�WR�EH��

3RLQWV� SORWWHG� DW� WKH� FLUFXPIHUHQFH� RI� WKH� FLUFOH� IRU� D� JLYHQ� VWDJH� UHSUHVHQW� WKH�

GLPHQVLRQV� RI� JUHDWHVW� LPSRUWDQFH� DW� WKDW� VWDJH�� � )RU� LQVWDQFH�� DW� WKH� FRQFHSW�

VWDJH�� WKH� IRXU�GLPHQVLRQV� WKDW� IRUP�WKH�D[HV�²� WKH�EXVLQHVV�SODQ��&(2��FDVK��DQG�

WHFKQRORJ\�²�DUH�WKH�PRVW�FULWLFDO���$OO�GLPHQVLRQV�VKRXOG�EH�IXOO\�HYROYHG�DQG�OLH�RQ�

WKH�RXWHU�FLUFOH�E\�WKH�WLPH�WKH�FRPSDQ\�EHFRPHV�DQ�HVWDEOLVKHG�EXVLQHVV��

2EMHFWLYH�DVVHVVPHQW�DFURVV�WZHOYH�GLPHQVLRQV�

$SSOLFDWLRQ�RI�WKH�GLDJQRVWLF�DVVLVWV�LQ�HQVXULQJ�WKDW�WKH�0DQDJHU�LV�QRW�FDSWXUHG�E\�

VXEMHFWLYH� DVVHVVPHQWV� LQ� WZR� RU� WKUHH� GLPHQVLRQV� RI� D� FRPSDQ\� EXW� KDV� DQ�

REMHFWLYH� DVVHVVPHQW� DFURVV� WZHOYH� GLPHQVLRQV� RI� HDFK� FRPSDQ\�� � 3RUWIROLR�

FRPSDQLHV�DUH�QRW�H[SHFWHG�WR�GHPRQVWUDWH�SHUIHFW�SURILOHV���5DWKHU��WKH�GLDJQRVWLF�

SURYLGHV� D� FOHDU� DVVHVVPHQW� RI� ZKHUH� DQG� KRZ� &DOWHFK� LV� DEOH� WR� DGG� YDOXH� WR�

SRUWIROLR�FRPSDQLHV��
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7KH�*UHDW�1HZ�=HDODQG�%XVLQHVV�9HQWXUH��6WLPXODWLQJ�

,QQRYDWLYH�%XVLQHVV�*URZWK�LQ�1HZ�=HDODQG�

7KH� *UHDW� 1HZ� =HDODQG� %XVLQHVV� 9HQWXUH� LV� GHVLJQHG� WR� VWLPXODWH� HQWUHSUHQHXULDO�

DFWLYLW\�DQG�WR�HQKDQFH�WKH�GHYHORSPHQW�RI�QHWZRUNV�LQ�ZKLFK�LQQRYDWLYH�EXVLQHVVHV�

ZLOO� WKULYH�� �7KH� LQLWLDWLYH� LV�EDVHG�RQ�D�SURYHQ� IRUPDW�ZKLFK�KDV�EHHQ�VXFFHVVIXOO\�

LPSOHPHQWHG� E\� 0F.LQVH\� LQ� VHYHUDO� 86� DQG� (XURSHDQ� VWDWHV� LQ� UHFHQW� \HDUV�� � ,W�

UHSUHVHQWV� D� KLJK�LPSDFW�� SRSXODU� DQG� FRVW�HIIHFWLYH� PHWKRG� RI� PRELOLVLQJ� 1HZ�

=HDODQG·V�GRUPDQW�HQWUHSUHQHXULDO�SRWHQWLDO��DQG�ZLOO�UXQ�IURP�HDUO\�0DUFK�WKURXJK�

XQWLO�6HSWHPEHU�������

7KH�SULPDU\�DLP�RI�WKH�SURJUDPPH�LV�WR�EXLOG�D�VWURQJ�FXOWXUH�RI�HQWUHSUHQHXUVKLS�

ZLWKLQ�1HZ�=HDODQG���,WV�VSHFLILF�REMHFWLYHV�DUH���

• 7R�FUHDWH�PXOWLSOH�YLDEOH�QHZ�EXVLQHVVHV�

• 7R�HQKDQFH�WKH�GHYHORSPHQW�RI�QHWZRUNV�RI�HQWUHSUHQHXUV��SURIHVVLRQDO�DGYLVHUV�

DQG�YHQWXUH�FDSLWDOLVWV�IRFXVHG�DURXQG�WKH�´FRQFHSW�WR�FRPSDQ\µ�SKDVH��

7KH�LQLWLDWLYH�LV�HVVHQWLDOO\�D�EXVLQHVV�SODQ�DZDUGV�SURJUDPPH�LQ�ZKLFK�SDUWLFLSDQWV�

ZLOO�SURJUHVV�WKURXJK�D�WKUHH�VWDJH�SURFHVV�WR�FRPSOHWH�D�IXOO�VFDOH�EXVLQHVV�SODQ��

$� KLJK�SURILOH� SXEOLF� ODXQFK� ZLOO� EH� KHOG� LQ� HDFK� RI� WKH� WKUHH� PDLQ� FHQWUHV� ²�

$XFNODQG�� :HOOLQJWRQ� DQG� &KULVWFKXUFK� ²� LQ� WKH� ZHHN� EHJLQQLQJ� �� 0DUFK�� � 7KH�

FRPSHWLWLRQ�KDV�WKUHH�SKDVHV��

3KDVH����FRPPHQFLQJ���0DUFK���3UHSDUDWLRQ�RI�D�EXVLQHVV�LGHD��

3KDVH����FRPPHQFLQJ���0D\���3UHSDUDWLRQ�RI�D�EXVLQHVV�FDVH��LQFOXGLQJ�DQDO\VLV�

RI� WKH� PDUNHW�� SURGXFWLRQ� SURFHVVHV�� FDSLWDO� UHTXLUHPHQWV� DQG� PDUNHWLQJ�

VWUDWHJ\���

3KDVH����FRPPHQFLQJ����-XO\���3UHSDUDWLRQ�RI�D�GHWDLOHG�EXVLQHVV�SODQ��

&RDFKLQJ� DQG� PHQWRULQJ� RSSRUWXQLWLHV� ZLOO� EH� SURYLGHG� WR� FRQWHVWDQWV� �IUHH� RI�

FKDUJH��E\�PDQ\�RI�1HZ�=HDODQG·V�PDMRU�VHUYLFH�ILUPV���(QWU\�ZLOO�EH�RSHQ��EXW�WKHUH�

ZLOO� EH� D� SDUWLFXODU� HPSKDVLV� RQ� QHZ� WHFKQRORJ\� EXVLQHVVHV� �IRU� H[DPSOH� H�

FRPPHUFH�� ELRWHFKQRORJ\� DQG� KL�WHFK� EXVLQHVV�� ZLWK� D� IRFXV� RQ� VWDUW�XSV� DQG�

JURZWK�SKDVH�EXVLQHVVHV��

$W� HDFK� SKDVH� RI� WKH� FRPSHWLWLRQ� D� SDQHO� RI� MXGJHV� �YHQWXUH� FDSLWDOLVWV� DQG�

HQWUHSUHQHXUV�� ZLOO� HYDOXDWH� HQWULHV�� � 3UL]HV� GHVFULEHG� DV� ´VHHG� FDSLWDOµ� ZLOO� EH�

DZDUGHG� DW� WKH� FRQFOXVLRQ� RI� HDFK� SKDVH� ZLWK� WRWDO� SUL]H� PRQH\� RI� ���������

DYDLODEOH���$OO�SDUWLFLSDQWV�ZKR�FRPSOHWH�D�SKDVH�ZLOO�EH�HOLJLEOH�WR�SURJUHVV�WKURXJK�

WR�WKH�QH[W�SKDVH�RI�WKH�FRPSHWLWLRQ��

6LPLODU�EXVLQHVV�SODQ�DZDUGV�SURJUDPPHV�RYHUVHDV�KDYH�EHHQ�KLJKO\�VXFFHVVIXO� LQ�

FUHDWLQJ� YLDEOH� QHZ� EXVLQHVVHV� DQG�D� ORQJ�WHUP� LQIUDVWUXFWXUH�� � $�PRQWK� DIWHU� WKH�

ILUVW� DZDUGV� SURJUDPPHV� LQ� *HUPDQ\�� 6ZLW]HUODQG� DQG� WKH� 1HWKHUODQGV�� ���� QHZ�

EXVLQHVVHV�KDG�EHHQ�IRUPHG���7KH���\HDU�WDUJHWV�IRU�WKHVH�EXVLQHVVHV�DUH�UHYHQXHV�
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LQ� H[FHVV� RI� 1=���ELOOLRQ� DQG� ������ MREV�� � (DUO\� LQGLFDWLRQV� VXJJHVW� WKDW� WKH�

SURJUDPPHV�FUHDWH�JHQXLQHO\�QHZ�EXVLQHVVHV�ZLWK�LPSURYHG�FKDQFHV�RI�VXFFHVV��

7KH� *UHDW� 1HZ� =HDODQG� %XVLQHVV� 9HQWXUH� KDV� EHHQ� HVWDEOLVKHG� DV� D� &KDULWDEOH�

7UXVW���-RKQ�+RRG��9LFH�&KDQFHOORU�RI�WKH�8QLYHUVLW\�RI�$XFNODQG��LV�DQ�DGYLVRU�WR�WKH�

SURMHFW�� � 7KH� &KLHI� ([HFXWLYH� LV� %ULGJHW� :LFNKDP� DQG� VKH� LV� VXSSRUWHG� E\� D� FRUH�

WHDP�RI�SURPLQHQW�1HZ�=HDODQG�EXVLQHVV�SHRSOH��$QGUHZ�*UDQW�� -RQ�+DUWOH\��3DXO�

/RFNH\�DQG�6FRWW�3HUNLQV��

�

�

&RQWDFW�GHWDLOV� 32�%R[�������
� $XFNODQG�

:HEVLWH� ZZZ�JUHDWYHQWXUH�FR�Q]�

3KRQH� ����������������
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