
�
IN�THE�UNITED�STATES�DISTRICT�COURT�

FOR�THE�WESTERN�DISTRICT�OF�PENNSYLVANIA�
�

JONAS�SEBASTIAN�JODICKLE,�
�
� Plaintiff,�
v.�
�
SCHEDULE�A�DEFENDANTS,��
�
� Defendants.�

�
Civil�Action�No.�26-cv-207�

�
�
�

FILED�UNDER�SEAL�
�

�
DECLARATION�OF�STANLEY�D.�FERENCE�III�IN�SUPPORT�OF�PLAINTIFF’S�
�EX�PARTE�APPLICATION�FOR�ENTRY�OF�A�TEMPORARY�RESTRAINING�

ORDER�AND�PRELIMINARY�INJUNCTION�

I,�STANLEY�D.�FERENCE�III,�hereby�declare�as�follows:�

1.� I�am�an�attorney�with�the�law�firm�of�Ference�&�Associates�LLC�(“the�Ference�

Firm”),�located�at�409�Broad�Street,�Pittsburgh,�Pennsylvania�15143�and�represent�Plaintiff�in�the�

above-referenced�action.���

2.� I�make�and�submit�this�declaration�in�support�of�Plaintiff’s�ex�parte�application�

for�the�following:��1)�a�temporary�restraining�order;�2)�an�order�restraining�assets�and�Merchant�

Storefronts;�3)�an�order�to�show�cause�why�a�preliminary�injunction�should�not�issue;�and�4)�an�

order�authorizing�expedited�discovery�against�the�above-named�Defendants,�Third�Party�Service�

Providers,�and�Financial�Institutions,�in�light�of�Defendants’�intentional�and�willful�offerings�for�

sale�and/or�sales�of�Infringing�Products�(“Application”).���

Document�Authentication�

3.� According�to�the�Fiscal�Year�2021�U.S.�Customs�and�Border�Protection�(“CBP”)�

Intellectual�Property�Seizure�Statistics�Report,�e-commerce�sales�have�resulted�in�a�sharp�
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increase�in�the�shipment�of�unauthorized�products�into�the�United�States.�Over�89%�of�all�CBP�

intellectual�property�seizures�were�smaller�international�mail�and�express�shipments�(as�opposed�

to�large�shipping�containers).��Id.��Over�half�(51%)�of�CBP�seizures�originated�from�mainland�

China�and�Hong�Kong.��Id.��A�true�and�correct�copy�of�an�excerpt�of�this�report�is�attached�hereto�

as�Exhibit�1.��

4.� According�to�Daniel�C.K.�Chow,�in�“Alibaba,�Amazon,�and�Counterfeiting�in�the�

Age�of�the�Internet,”�40�NW.�J.�INT’L�L.�&�BUS.�157,�186�(2020),�third-party�service�providers�

do�not�adequately�subject�new�sellers�to�verification�and�confirmation�of�their�identities,�allowing�

counterfeiters�to�“routinely�use�false�or�inaccurate�names�and�addresses�when�registering�with�

these�e-commerce�platforms.”��Further,�“E-commerce�platforms�create�bureaucratic�or�technical�

hurdles�in�helping�brand�owners�to�locate�or�identify�sources�of�counterfeits�and�counterfeiters”�

(pages�186-187).��A�true�and�correct�copy�of�this�report�is�attached�hereto�as�Exhibit�2.��

5.� A�report�on�“Combating�Trafficking�in�Counterfeit�and�Pirated�Goods”�prepared�

by�the�U.S.�Department�of�Homeland�Security’s�Office�of�Strategy,�Policy,�and�Plans�(Jan.�24,�

2020)�finds�that�on�“at�least�some�e-commerce�platforms,�little�identifying�information�is�

necessary�for�a�counterfeiter�to�begin�selling”�and�recommending�that�“[s]ignificantly�enhanced�

vetting�of�third-party�sellers”�is�necessary.��Counterfeiters�hedge�against�the�risk�of�being�caught�

and�having�their�websites�taken�down�from�an�e-commerce�platform�by�preemptively�

establishing�multiple�virtual�store-fronts.�Since�platforms�generally�do�not�require�a�seller�on�a�

third-party�marketplace�to�identify�the�underlying�business�entity,�counterfeiters�can�have�many�

different�profiles�that�can�appear�unrelated�even�though�they�are�commonly�owned�and�operated.�

A�true�and�correct�copy�of�this�report�is�attached�hereto�as�Exhibit�3.�
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Rule�65(b)�Certifications�

6.� In�my�experience�policing�the�Plaintiff’s�products�and�based�upon�my�review�of�

lawsuits�filed�by�other�brand�owners,�sellers�of�counterfeit�and/or�infringing�products,�

particularly�those�sellers�whose�product�listings�are�removed,�merely�change�the�description�or�

photograph�and�then�re-post�the�listing�for�the�products�on�their�respective�Merchant�Storefront1�

or�modify�or�create�a�new�User�Account2�and/or�Merchant�Storefront�and�proceed�to�sell�the�

same�product�again.�Likewise,�these�counterfeit�sellers�are�sophisticated�enough�to�monitor�the�

US�courts�through�PACER�and�the�like�looking�for�lawsuits�that�name�them�or�their�associates�

Merchant�Storefronts�and�will�drain�their�related�financial�accounts�upon�any�notice�that�a�

lawsuit�is�filed�against�their�activity.��

7.� Based�upon�my�personal�experience�and�my�review�of�lawsuits�filed�by�other�

brand�owners,�I�have�learned�that�the�Defendants�selling�on�online�marketplaces�do�not�display�

their�registered�business�name�or�trade�name,�contact�name,�complete�address,�phone�numbers,�

or�any�other�contact�information.�These�Defendants�use�their�respective�Merchant�Storefronts�

and�User�Accounts�to�anonymously�sell�their�Infringing�Products.3��Likewise,�these�Defendants�

typically�use�shipping�services�like�EMS�and�DHL�and�ePacket.��These�shipping�services�provide�

�
1�� As�defined�in�the�Complaint,�a�“User�Account”�is�any�and�all�accounts�with�online�marketplace�platforms�such�

as,�Amazon.com,�Temu.com,�and�Walmart.com,�as�well�as�any�and�all�as�yet�undiscovered�accounts�with�
additional�online�marketplace�platforms�held�by�or�associated�with�Defendants,�their�respective�officers,�
employees,�agents,�servants�and�all�other�persons�in�active�concert�with�any�of�them.�

�
2�� As�defined�in�the�Complaint,�a�“Merchant�Storefront”�is�any�and�all�User�Accounts�through�which�Defendants,�

their�respective�officers,�employees,�agents,�servants�and�all�persons�in�active�concert�or�participation�with�any�
of�them�operate�storefronts�to�manufacture,�import,�export,�advertise,�market,�promote,�distribute,�display,�offer�
for�sale,�sell�and/or�otherwise�deal�in�products,�including�Infringing�Products,�which�are�held�by�or�associated�
with�Defendants,�their�respective�officers,�employees,�agents,�servants�and�all�persons�in�active�concert�or�
participation�with�any�of�them.�

�
3�� As�alleged�in�the�Complaint,�Defendants�are�using�without�authorization�Plaintiff’s�Works.�Defendants�are�

manufacturing,�importing,�exporting,�advertising,�marketing,�promoting,�distributing,�offering�for�sale�and/or�
selling�unlicensed�products�that�infringe�Plaintiff’s�Works.�
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minimal�tracking�and/or�use�incomplete�or�made-up�return�addresses�to�further�secret�their�

identities.��

8.� Based�upon�the�foregoing�facts�and�supported�by�the�evidence,�including�the�

Declarations�of�Jonas�Sebastian�Jodickle�and�Dee�Odell,�it�is�submitted�that�providing�notice�of�

the�Motion�for�Temporary�Restraining�Order�and�the�restraints�of�the�Defendants’�Merchant�

Storefronts�and�Accounts�would�allow�the�Defendants�to�avoid�the�Court’s�Order�thus�depriving�

the�Plaintiff�of�any�damage�recovery�and�otherwise�prevent�the�full�operation�of�the�Court’s�

Order.��

9.� To�prevent�the�Defendants�from�escaping�the�effects�of�the�Court’s�Order,�

Plaintiff,�Plaintiff’s�Counsel�and�their�agents�have�not�publicized�the�filing�of�this�lawsuit�or�the�

request�for�ex�parte�relief.�

10.� It�is�respectfully�submitted�that�based�upon�the�Complaint�allegations,�and�the�

declarations�and�exhibits�submitted�therewith,�Plaintiff�has�met�the�requirements�of�Fed.�R.�Civ.�

P.�65�(b)�in�its�application�to�the�court�for�an�Ex�Parte�Temporary�Restraining�Order�because:�

(a)�� the�specific�facts�in�the�affidavit�and�the�complaint�clearly�show�that�

immediate�and�irreparable�injury,�loss,�or�damage�will�result�to�the�movant�before�the�

adverse�party�can�be�heard�in�opposition;�and��

(b)�� the�movant’s�attorney�(undersigned)�has�herein�certified�in�writing�that�

notice�would,�in�this�case,�defeat�the�purposes�of�the�application�for�the�ex�parte�

temporary�restraining�order�and�asset�restraint.�

Jurisdiction�Over�Online�Marketplaces�and�Financial�Institutions�
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11.� Defendants�at�least�use�the�Third�Party�Service�Providers�Amazon.com,�Temu,�

and�Walmart.com�to�support�and�drive�consumer�traffic�to�their�counterfeiting�operation.�

Defendants�also�use�the�services�of�the�Financial�Institutions�Amazon�pay,�PayPal,�and�Walmart�

Pay�operated�by�Wal-Mart.com�USA,�LLC�(as�more�fully�described�below)�to�transmit�money�

derived�from�their�transactions�on�the�Third�Party�Platforms.�Based�upon�my�own�research,�

experience,�and�communications�with�various�Parties�to�be�enjoined,�the�paragraphs�below�set�

forth�my�information�and�belief�about�the�identity�of�each,�service�addresses,�and�willingness�to�

accept�service,�submit�to�jurisdiction�of�this�court,�and�comply�with�court�any�orders.�

12.� Based�upon�my�own�research�and�a�review�of�pleadings�(including�declarations)�

in�multiple�past�actions�by�other�brand�owners,�as�described�above,�Amazon.com�is�an�online�

marketplace�and�e-commerce�platform�that�is�owned�and�operated�by�Amazon.com,�Inc.�and�its�

affiliate,�Amazon�Services�LLC,�a�Nevada�Corporation,�with�a�registered�address�of�Corporation�

Service�Company,�is�a�foreign�registered�corporation�in�the�Commonwealth�of�Pennsylvania�

with�a�registered�address�of�c/o�Corporation�Services�Company,�Dauphin�County�and�300�

Deschutes�Way,�SW,�Suite�304,�Tumwater,�WA�98501,�ATTN:�Legal�Department.�As�such,�the�

Court�has�jurisdiction�over�Amazon�Services�LLC.�

13.� Wal-Mart.com�USA,�LLC�is�a�foreign�registered�corporation�in�the�

Commonwealth�of�Pennsylvania�with�a�registered�address�of�“c/o�CT�Corporation�System�

Allegheny,�600�North�2nd�Street,�Suite�401,�Harrisburg,�Pennsylvania�17101.”�Wal-Mart’s�legal�

team�has�indicated�by�email�that�it�will�cooperate�with�any�court�order�issued�by�this�Court.�

14.� Amazon�is�an�e-commerce�marketplace�that�allows�Defendants�to�conduct�their�

commercial�transactions�privately�via�Amazon’s�payment�processing�and�retention�service,�

Amazon�Payments,�Inc.��As�such,�Defendants’�payment�information�is�not�publicly�disclosed.��I�
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know�from�multiple�past�actions�filed�by�brand�owners�that�counterfeiters�do�not�identify�the�

payment�accounts�they�are�using�in�attempts�to�evade�detection.��Because�Amazon�also�operates�

as�a�money�transmitter�for�sales�made�on�Amazon,�however,�it�has�the�ability�to�identify�and�

restrain�the�payment�accounts�associated�with�Defendants.��Amazon�Payments,�Inc.�admits�on�its�

website,�https://pay.amazon.com/us/help/82972�(last�accessed�on�January�7,�2026),�it�is�a�

licensed�money�transmitter�under�Pennsylvania’s�Transmitting�Money�Act�(License�#17489).��As�

such,�this�Court�has�jurisdiction�over�Amazon�Payments,�Inc.�

15.� PayPal,�Inc.�is�foreign�registered�corporation�in�the�Commonwealth�of�

Pennsylvania�with�a�registered�address�of�“c/o�CT�Corporation�System�Dauphin”�which�indicates�

“c/o�C�T�Corporation�System,�600�North�2nd�Street,�Suite�401,�Harrisburg,�Pennsylvania�

17101.”�According�to�PayPal’s�website�at�https://www.paypal.com/us/webapps/mpp/licenses�

(last�accessed�on�January�7,�2026),�it�is�a�licensed�money�transmitter�under�Pennsylvania’s�

Transmitting�Money�Act�(License�#0043).�As�such,�this�Court�has�jurisdiction�over�PayPal,�Inc.�

16.� Wal-Mart.com�operated�by�Walmart�Inc.�and�Wal-Mart.com�USA,�LLC�

(collectively�“Walmart”)�is�an�e-commerce�marketplace�that�allows�Defendants�to�conduct�their�

commercial�transactions�privately�via�Walmart’s�payment�processing�and�retention�service,�

Walmart�Pay.��As�such,�Defendants’�payment�information�is�not�publicly�disclosed.��I�know�from�

multiple�past�actions�filed�by�brand�owners�that�counterfeiters�do�not�identify�the�payment�

accounts�they�are�using�in�attempts�to�evade�detection.��Wal-Mart.com,�however,�has�the�ability�

to�identify�and�restrain�the�payment�accounts�associated�with�Defendants�and�has�indicated�that�it�

will�cooperate�with�counsel�to�comply�with�any�restraining�orders.�

17.� Klarna,�Inc.�is�foreign�registered�corporation�in�the�Commonwealth�of�

Pennsylvania�with�a�registered�address�of�“c/o�CT�Corporation�System�Dauphin”�which�indicates�
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“c/o�C�T�Corporation�System,�600�North�2nd�Street,�Suite�401,�Harrisburg,�Pennsylvania�

17101.”�According�to�NMLS’s�website�at�

https://www.nmlsconsumeraccess.org/EntityDetails.aspx/COMPANY/1353190�(last�accessed�on�

January�7,�2026),�it�is�a�licensed�money�transmitter�under�Pennsylvania’s�Transmitting�Money�

Act�(License�#60039).�As�such,�this�Court�has�jurisdiction�over�Klarna,�Inc.�

18.� Temu�Marketplace�is�owned�and�operated�by�Whaleco�Inc.,�a�Delaware�

Corporation,�which�is�a�wholly�owned�subsidiary�of�Pinduoduo�Inc.�which�is�owned�by�PDD�

Holdings�(collectively,�“Temu”).�Temu�has�the�ability�to�identify�owners�of�Temu�storefronts,�

restrain�seller’s�accounts�and�take�down�infringing�listings.�Temu�has�confirmed�for�Plaintiff’s�

counsel�that�it�will�comply�with�any�court�orders�issued�against�sellers�on�the�Temu�Marketplace.�

I�declare�under�penalty�of�perjury�that�the�foregoing�is�true�and�correct.�

Dated:�Pittsburgh,�Pennsylvania�
� March�15,�2026�

�����/Stanley�D.�Ference�III/�������
� � � � � � ������Stanley�D.�Ference�III�
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Seizure�Lines�By�Economy�FY�2021

China

Hong�Kong

Turkey

Philippines

Colombia

All�Other�Countries

33%

18%
11%

6%

6%

27%

Number�of�Seizure�Lines:�102,490

Seizure�Lines�By�Economy�FY�2020

China

Hong�Kong

Turkey

Vietnam

Thailand

All�Other�Countries

37%

32%

9%

3%

2%

16%

Number�of�Seizure�Lines:�72,357
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*�The�aggregate�seizure�data�re�ect�the�reported�country�of�origin,�not�necessarily�where�the�
seized�goods�were�produced.�Because�the�individual�percentage��gures�are�rounded,�in�
some�cases,�the�sum�of�the�rounded�percentages�for�a�given��scal�year�is�slightly�higher�or�
O��H����D������SH��H���

Seizures�Lines�and�Related�MSRP�by�Economy�–�FY�2021

Trading�Partner �Seizure�Lines� %�of�Total �MSRP�

China �33,323� 33% �$1,888,298,761�

Hong�Kong �18,466� 18% �$613,462,655�

Turkey �10,781� 11% �$60,347,048�

Philippines �6,416� 6% �$45,692,010�

Colombia �5,912� 6% �$23,980,798�

All�Other�Countries �27,592� 27% �$698,256,079�

Total �102,490� 100% �$3,330,037,350�

Seizures�Lines�and�Related�MSRP�by�Economy�–�FY�2020

Trading�Partner �Seizure�Lines� %�of�Total �MSRP�

China �26,985� 37% �$660,767,476�

Hong�Kong �23,493� 32% �$428,961,694�

Turkey �6,831� 9% �$31,237,035�

Vietnam �2,123� 3% �$25,803,755�

Thailand �1,445� 2% �$12,601,807�

All�Other�Countries �11,480� 16% �$149,784,743�

Grand�Total �72,357� 100% �$1,309,156,510�
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Northwestern�Journal�of�International�Law�&�Business�Northwestern�Journal�of�International�Law�&�Business�

Volume�40�
Issue�2�Winter� Article�1�

Winter�2020�
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ALIBABA,�AMAZON,�AND�
COUNTERFEITING�IN�THE�AGE�OF�
THE�INTERNET�

Daniel�C.K.�Chow �

Abstract:�

The�advent�of�e-commerce�marketplaces�such�as�Alibaba�and�Amazon�in�the�new�
millennium�has�led�to�the�proliferation�of�the�sale�of�counterfeit�goods�around�the�
world� through� the� Internet.� Brand� owners� find� that� Internet� counterfeiters�
operating�in�the�digital�world�present�even�more�challenges�than�those�using�only�
brick-and-mortar�operations.�Internet�counterfeiters�have�unprecedented�access�
to�consumers.�They�use�false�identities�and�addresses�and�vanish�into�cyberspace�
at�the�first�sign�of�trouble.�Brand�owners�seeking�help�from�Alibaba�and�Amazon�
to�remove�listings�of�counterfeits�have�become�frustrated�by�their�convoluted�and�
labyrinthine�notice�and�take-down�procedures.�Even�when�these�procedures�are�
used�successfully,�brand�owners� find� that� the�process�can�take�months�only� to�
have�the�counterfeiter�reappear�in�short�order�using�a�new�false�identity.�Many�
brand� owners� find� that� dealing� with� Alibaba� and�Amazon� only� adds� to� their�
misery�and�believe�that�both�tolerate�counterfeits�as�they�earn�revenue�from�all�
sales,�including�sales�of�counterfeit�goods.�

This� Article� sets� forth� for� the� first� time� how� brand� owners� can� use� a� set� of�
currently� available� information� technology� tools� to� help� create� an� effective�
deterrent� to� counterfeits� on� the� Internet.�Using� these� tools,� brand�owners�can�
force�counterfeiters�to�abandon�the�subterfuge�and�disguise�that�they�rely�on�so�
that� brand� owners� can—without� the� assistance� of� e-commerce� platforms—
directly�pursue�counterfeiters�in�civil�and�criminal�actions�in�China�where�most�
of�the�counterfeiters�are�located�and�in�the�United�States.�The�proposed�approach�
should� help� deter� counterfeiters�who� always�work� in� secrecy�and� disguise� by�

�����������������������������������������������������������
*�B.A.,�JD,�Yale�University.�Bazler�Chair�in�Business�Law,�The�Ohio�State�University�Michael�
E.� Moritz� College� of� Law.� The� author� lived� and� worked� in� China� as� head� of� the� legal�
department� for� a� multinational� company� in� the� consumer� products� business� with� serious�
counterfeiting� issues.�The�author� also�helped� to�organize�and� served�as� the� first�executive�
secretary� for� the�China�Anti-Counterfeiting�Coalition,� a� lobby�group� for�multinationals� in�
China�(now�known�as�the�Quality�Brands�Protection�Committee),�and�was�the�principal�author�
of�the�white�paper�on�counterfeiting�in�China�commissioned�by�the�PRC�State�Council.�More�
recently,�in�addition�to�academic�duties,�the�author�served�as�an�attorney�and�expert�witness�in�
U.S.� litigation�involving� the� sale�of� counterfeit� cigarettes�and� internet�e-commerce� sites� in�
China�and�the�United�States.�The�opinions�expressed�in�this�Article�are�the�author’s�own�but�
the�author�has�profited�from�many�discussions�with�colleagues.�The�author�also�thanks�Natasha�
Landon,�Moritz�Law�Librarian�for�her�excellent�research�help.�
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exposing� them� to� what� they� fear� and� loathe� the� most:� transparency� and�
accountability�for�their�illegal�actions.�
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I.�INTRODUCTION�

The� advent� of� internet� commerce� (e-commerce)� in� the� early� 2000s�
coincided�with�the�unprecedented�and�historic�rise�of�counterfeiting� in�the�
People’s�Republic�of�China�(PRC�or�China)� that�had�begun�in�the�1990s.1�
Although�sales�of�counterfeits�through�brick-and-mortar�establishments�had�
already�gained�a�substantial�share�of�the�market�in�China�by�the�early�2000s,2�
the�rise�of�the�Internet�in�the�new�millennium�has�allowed�counterfeiters�in�
China� unparalleled� access� to�consumers� not� just� in�China� but� also� in� the�
United� States� and� worldwide� by� transcending� the� physical� limitations�
inherent�in�the�use�of�brick-and-mortar�operations.3�Recent�studies�show�that�
counterfeits� and� infringing� products� have� proliferated� on� the� Internet� and�
have� reached� levels� of� saturation� that�were� unattainable� by� counterfeiters�
selling�through�brick-and-mortar�distributors.4�For�example,�Xinhua,�China’s�
official� news� agency� stated� that� more� than� 40%� of� all� goods� sold� online�
through�Chinese�e-commerce�platforms�in�a�recent�year�were�“counterfeits�
or�of�bad�quality.”5�Since�Xinhua�is� controlled�by�the�Communist�Party�of�
China�(the�Party)�and�would�want�to�present�China�in�the�best�light�possible,�
the�40%�figure�might�understate�the�severity�of�the�problem.�Most�consumers�
in� China� believe� that� the� likelihood� of� a� product� sold� on� the� Internet� is�
counterfeit�is�very�high,�and�those�who�wish�to�buy�genuine�products�avoid�
the�use�of�the�Internet�altogether.6�This�40%�figure�cited�by�Xinhua�is�double�
the� estimated� 15-20%� rate� of� counterfeits� sold� in� brick-and-mortar�
establishments�in�China.7�In�the�United�States,�the�U.S.�General�Accounting�
Office� recently�conducted�a� study�and�found�that�among�a�selection�of�47�
items� belonging� to� four� types� of� frequently� counterfeited� goods� (i.e.,�
sneakers,�mugs,�cosmetics,�and�phone�chargers)�purchased�online,�27�were�

�����������������������������������������������������������
� 1� See�Daniel�C.K.�Chow,�Counterfeiting� in�the�People’s�Republic�of�China,�78�WASH.�
U.L�Q.�1,�3�(2000).�
� 2� By�the�early�2000s,�brand�owners�estimated�that�counterfeits�comprised�15-20%�of�all�
goods� sold�on� the�market� in�China.�See� id.� at�3�n.3�(citing� Joseph�T.�Simone,�Countering�
Counterfeiters,�CHINA�BUS.�REV.,�Jan.�1,�1999,�at�12).�
� 3� See� U.S.� GOV’T� ACCOUNTABILITY� OFFICE,� GAO-18-216,� INTELLECTUAL� PROPERTY:�
AGENCIES� CAN� IMPROVE� EFFORTS� TO� ADDRESS� RISKS� POSED� BY� CHANGING� COUNTERFEITS�
MARKET�11�(2018),�https://www.gao.gov/assets/690/689713.pdf�(discussing�how�the�use�of�
the� internet� allows� counterfeiters� to� transcend� limits� of� brick� and� mortar� counterfeiting)�
[hereinafter�GAO�REPORT].�
� 4� See�infra�Parts�II.A�&�II.B.�
� 5� More� than� 40� Per� Cent� of� China’s� Online� Sales� ‘Counterfeits� or� Bad� Quality’,�
TELEGRAPH� (Nov.� 3,�2015),� https://www.telegraph.co.uk/news/worldnews/asia/china/11971�
401/More-than-40-per-cent-of-Chinas-online-sales-counterfeit-or-bad-quality.html.� Xinhua�
does�not�distinguish�between�counterfeits�and�products�of�poor�quality;�it�is�unclear�whether�
Xinhua�believes�that�these�are�two�separate�categories�of�goods�or�a�single�category�as�most�
counterfeits�are�of�poor�quality.�
� 6� This� observation� is� based� upon� the� author’s�own� experience� living� and�working� in�
China�and�on�discussions�with�colleagues�and�associates.�
� 7� See�Chow,�supra�note�1,�at�3�n.3.�
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authentic�and�20�were�counterfeit.8�After�Seattle-based�Amazon�made�efforts�
in� 2015� to� woo� Chinese� manufacturers� to� sell� directly� on� its� platform,�
complaints�about�counterfeits�and�infringing�products�sold�on�Amazon�have�
risen�sharply.9�

Efforts�by�multinational�companies� (MNCs)� that� own�trademarks� (or�
brands),�copyrights,�and�other�intellectual�property�rights�to�stem�the�flow�of�
counterfeits�through�the�Internet�have�been�largely�unsuccessful,�leading�to�
anger�and�frustration.10�Under�current�legal�regimes,�e-commerce�platforms�
are�in�general�not�liable�for�counterfeits�sold�by�third-party�online�vendors�
using�the�site;11�liability�lies�with�the�vendor�itself,�but�many�brand�owners�
argue� that� Internet� commerce�sites� facilitate� the� sales� of� counterfeits.12�E-
commerce� platforms� earn� revenues� from� sales,� including� sales� of�
counterfeits.13� Many� brand� owners� argue� that� e-commerce� platforms�
facilitate� counterfeiting� by� allowing�webpages� or� postings� of� counterfeit�
goods�to�remain�on�their�sites�despite�the�many�protests�of�brand�owners.14�
Some�of� these�offending�webpages�are� removed�after�brand�owners� suffer�
through� a� long� and� convoluted� notice� and� takedown� procedure� only� to�
reappear� under� a� new� false� name� and� address� in� short� order.15� In� China,�

�����������������������������������������������������������
� 8� See�GAO�REPORT,�supra�note�3,�at�15.�The�products�were�Nike�Air�Jordan�shoes,�Yeti�
travel�mugs,�Urban�Decay�cosmetics,�and�UL-certified�phone�chargers.�Id.�
� 9� Wade�Shepard,�How�Amazon’s�Wooing�of�Chinese�Sellers�Is�Killing�Small�American�
Businesses,� FORBES� (Feb.� 14,� 2017),� https://www.forbes.com/sites/wadeshepard/2017/02�
/14/how-amazons-wooing-of-chinese-sellers-is-hurting-american-innovation/#13af78741d�
f2.�
� 10� See�infra�Parts�II.B�&�II.D.�
� 11� See�Digital�Millennium�Copyright�Act�of�1998�(DMCA),�17�U.S.C.�§�512�(Westlaw�
through�Pub.�L.�No.�116-68)�(creating�a�“safe�harbor”�from�vicarious�liability�for� ISPs�that�
upon�notification�remove�infringing�material�expeditiously).�For�cases�holding�that�the�ISP�is�
not�vicariously�liable�for�the�sale�by�third�party�vendors,�see�generally�Milo�&�Gabby,�LLC�v.�
Amazon.com,� Inc.,� 2015� WL� 4394673� (W.D.� Wash.� July� 16,� 2015);� Perfect� 10,� Inc.� v.�
Amazon.com,�Inc.,�2009�WL�1334364�(C.D.�Cal.�May�12,�2009);�Hendrickson�v.�Amazon.com,�
Inc.,�298�F.�Supp.�2d�914�(C.D.�Cal.�2003).�
� 12� See�infra�Parts�II.B,�II.D�&�II.E.�
� 13� See� David� Pierson,� Extra� Inventory.� More� Sales.� Lower� Prices.� How� Counterfeits�
Benefit� Amazon,� L.A.� TIMES� (Sept.� 28,� 2018),� https://www.latimes.com/business/�
technology/la-fi-tn-amazon-counterfeits-20180928-story.html� (“Not� only� has� [Amazon]�
avoided�any�serious�backlash�for�allowing�the�sale�of�fake�goods,�it’s�actually�thrived�from�it,�
say�more�than�two�dozen�brand�owners,�e-commerce�consultants,�attorneys,�investigators�and�
public�policy�experts.”).�
� 14� See�infra�Parts�II.D�&�II.E.�
� 15� See�Pierson,�supra�note�13�(“[I]f�Amazon�shutters�one�store�for�selling�knockoffs,�the�
owner�often�shifts�operations�to�another.”);�Alana�Semuels,�Amazon�May�Have�a�Counterfeit�
Problem,� THE� ATLANTIC� (Apr.� 20,� 2018),� https://www.theatlantic.com/technology/archive/�
2018/04/amazon-may-have-a-counterfeit-problem/558482/�(“‘These�problems�come�up�once�
a�week.’”).�Cf.�Jeff�Bercovici,�Huge�Counterfeiting�Problem.�This�“Shark�Tank”�Company�Is�
Fighting�Back,� INC.COM� (Apr.� 2019),� https://www.inc.com/magazine/201904/jeff-bercovici�
/amazon-fake-copycat-knockoff-products-small-business.html� (“A� recent� Pointer� report�
noted�that�Amazon�in�among�the�least�responsive�of�all�e-commerce�platforms�to�takedown�



Northwestern�Journal�of�
International�Law�&�Business� 40:157�(2020)�

162�

MNCs�have�waged�a�decades-long�struggle�against�Alibaba�to�stem�the�sale�
of�counterfeits�with�few�tangible�results.16�Although�Alibaba�claims�to�have�
made�many�serious�efforts�in�combatting�the�sale�of�counterfeit�goods,�many�
brand�owners�remain�frustrated�and�dissatisfied.17�As�in�the�case�of�Alibaba,�
brand�owners�in�the�United�States�are�frustrated�with�what�they�perceive�to�
be� Amazon’s� half-hearted�efforts� to�battle� the� flow�of�counterfeits.18�This�
Article�examines�counterfeiting�on�the�Internet�with�a�focus�on�Alibaba�and�
Amazon,�the�largest�e-commerce�platforms�in�China�and�the�United�States�
respectively� and� in� the� world.19� The� lessons� learned� can� be� immediately�
applied�to�other�e-commerce�platforms.��

This�Article�focuses�on�why�the�sale�of�counterfeits�on�the�Internet�has�
exploded� and� allowed� counterfeiters� to� penetrate� markets� that� were�
previously�unavailable�when�counterfeiters�were�limited�to�brick�and�mortar�
operations.� Not� only� has� the� Internet� given� counterfeiters� vast� new�
opportunities�for�profit�but�it�has�also�allowed�them�to�operate�in�the�digital�
world� in� the� open,� while� simultaneously� being� able� to� use� false� cyber�
identities�and�addresses�to�evade�detection�and�capture�by�brand�owners�and�
law� enforcement� authorities.20� With� the� emergence� of� the� Internet,�
counterfeiting�and�piracy—already�a�worldwide�problem—have�entered�into�
a�new�and�even�more�potent�phase.21�Up� to�the�present,�MNCs�have� been�
frustrated� by� their� inability� to� curtail� the� growth� of� counterfeits� on� the�
Internet.22�

Although�the�problems�created�by�the�Internet�are�daunting,�this�Article�
argues� that� a� simple� and� effective� deterrent� exists� in�China� but� has� been�
overlooked� or�ignored� by�MNCs� and� e-commerce� platforms� and� explains�
how�this�deterrent�can�be�used�effectively.�This�Article�sets�forth�for�the�first�
time�how�these� remedial�measures�can�be�used� to�curtail� the�explosion�of�

�����������������������������������������������������������
notices,�removing�only�25�percent�of�infringing�listings.”).�
� 16� See�infra�Part�II.D.�
� 17� See�id.�
� 18� According�to�one�brand�owner�representative,�“Amazon�is�making�money�hand�over�
fist�from�counterfeiters,�and�they’ve�done�about�as�little�as�possible�for�as�long�as�possible�to�
address�the�issue.”�Ari�Levy,�Amazon’s�Chinese�Counterfeit�Problem�Is�Getting�Worse,�CNBC�
(July� 8,� 2016),� https://www.cnbc.com/2016/07/08/amazons-chinese-counterfeit-problem-is-
getting-worse.html.� See� also� Semuels,� supra� note� 15� (describing� Amazon’s� low� level� of�
responsiveness�to�brand�owner�concerns).�
� 19� Alibaba� is� the�world’s� largest� e-commerce� marketplace� and�Amazon� is� the� second�
largest.�See�infra�notes�103�&�107.�
� 20� See�Pierson,�supra�note�13.�
� 21� See� BUS.� ACTION� TO� STOP� COUNTERFEITING� AND� PIRACY� &� INT’L� CHAMBER� OF�
COMMERCE,� ROLES� AND� RESPONSIBILITIES� OF� INTERMEDIARIES:� FIGHTING� COUNTERFEITING�
AND� PIRACY� IN� THE� SUPPLY� CHAIN� 5� (2015),� https://iccwbo.org/publication/roles-respon�
sibilities-intermediaries/�(“The�Internet�has�been�particularly�vulnerable�.�.�.�to�counterfeiters�
and� other� criminal� capitalizing� on� the� success� (and� intellectual� property)� of� legitimate�
businesses�while�remaining�anonymous�and�avoiding�detection.”).�
� 22� See�infra�Part�III.�
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counterfeits�on� the� Internet.� In� setting� forth� this� analysis,� this�Article�will�
underscore�the�following�three�major�points�that�must�be�understood�by�all�
MNCs�and�other�brand�owners�in�modern�e-commerce.�� First,�the� �
emergence� of� e-commerce� platforms� such� as� Alibaba� and� Amazon� have�
given�counterfeiters�a�vast�new�tool�to�reach�end�use�consumers.�Prior�to�the�
Internet,� counterfeiters�were� subject� to� the� physical� limitations�created�by�
brick-and-mortar� distribution�and� retail� sites� and�were� unable� to�penetrate�
distribution�channels�that�would�allow�them�to�sell�counterfeits�in�reputable�
retail� outlets.23�Consumers�had� to� travel� to� less� desirable� locations� to� buy�
counterfeits�as�state-owned�department�stores�and�high�end�retailers�in�China�
and�large�reputable�retail�chains�such�as�Walmart,�Target,�and�Costco�in�the�
United�States�refused�to�deal�with�distributors�of�counterfeit�goods.24�Instead,�
consumers�in�China�or�the�United�States�who�wished�to�purchase�counterfeits�
had�to�go�to�small�discount�stores,�mom-and-pop�stores,�flea�markets,�street�
vendors,�or�private�addresses�in�side�streets,�back�alleys�or�other�undesirable�
locations,�a�prospect�that�deterred�many�consumers.25�The�emergence�of�the�
Internet�has�now�given�what�counterfeiters�have�always�sought:�a�legitimate�
distribution� channel� that� consumers� can� access� at� any� time� from� their�
computers� without� having� to� travel� to� undesirable� locations� to� buy�
counterfeits� from� brick-and-mortar� sellers.26� The� Internet� also� gives�
counterfeiters�the�ability�to�disguise�their�identities�and�to�disappear�into�the�
vastness�of� cyberspace�at� the� first� sign�of� trouble.27�All�counterfeiters� and�
pirates,� whether� they� sell� in� brick-and-mortar� locations� or� through� the�
Internet,�are�very�fearful�of�detection�and�capture.28�Counterfeiters�that�use�
brick-and-mortar�establishments�are�subject�to�surprise�raids�and�seizures�by�
enforcement�authorities,29�but�Internet�counterfeiters�have�found�ways�to�use�
false� identities� that�are�untraceable� by� brand� owners;� even�when� they�are�
detected,�Internet�pirates�that�are�shut�down�are�able�to�immediately�create�
new�false�identities�and�return�to�their�illegal�operations�on�the�Internet.30�

Second,�PRC�enforcement�officials�have�recently�acknowledged�in�an�

�����������������������������������������������������������
� 23� See�GAO�REPORT,�supra�note�3,�at�11.�
� 24� This�observation�is�based�on� the�author’s�own�experience� as�an�attorney�working�for�
U.S.�brand�owners�in�tracking�the�distribution�channel�of�counterfeits.�
� 25� Id.� See� GAO� REPORT,� supra� note� 3,� at� 10� (counterfeits� were� traditionally� sold� in�
“underground”�or�secondary�markets�such�as�flea�markets�or�sidewalk�vendors).�
� 26� See�GAO�REPORT,�supra�note�3,�at�11–12.�
� 27� See�id.�
� 28� This� observation� is� based� on� the� author’s� firsthand� experience� in� pursuing�
counterfeiters.�
� 29� See� Chow,� supra� note� 1,� at� 19� –21� (describing� raids� conducted� in� Yiwu� City,� “a�
significant�wholesale�distribution�center� for� counterfeit�goods�in�the�PRC[,]”� from�1998� to�
1999).�
� 30� See�Pierson,�supra�note�13�(“[B]rands�say�the�same�fraudsters�keep�showing�up�under�
different� names[.]”);� Semuels,� supra� note� 15� (“Milo� and� Gabby� tried� to� track� down� the�
[counterfeit]�sellers,�but�almost�all�of�the�sellers�had�given�false�names�when�setting�up�their�
Amazon�seller�accounts,�and�the�addresses�they�gave�turned�out�to�be�bogus�as�well[.]”).�
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official�report�that�Alibaba�sees�itself�as�above�the�law�in�China�and�feels�no�
need� to� follow� it.31�MNCs� have� long� suspected� that�Alibaba� tolerates� or�
encourages� counterfeiting� on� its� sites.32� Brand� owners� have� persistently�
complained�that�Alibaba�and�Amazon�appear�reluctant�to�assist�brand�owners�
in� tracking� down� counterfeiters� and� create� unnecessary� bureaucratic� and�
technical� hurdles� in� the� detection� of� counterfeiters.33� Some� brand� owners�
have� attributed� these� difficulties� to� an� economic� motive:� e-commerce�
platforms�earn�revenue�through�sales,�including�sales�of�counterfeit�goods.34�

In�the�case�of�Alibaba,�brand�owners�have�long�suspected�that�it�tolerates�or�
supports�counterfeiting�and�these�sentiments�have�been�confirmed�by�official�
statements� by� PRC� enforcement� authorities.� According� to� PRC� officials,�
Alibaba’s�attitude�towards�the�law�and�enforcement�authorities�is�marked�by�
a�fundamental�“arrogance.”35�In�China,�it�is�not�unusual�for�powerful�entities�
to� view� themselves� as� above� the� law.36� The� Communist� Party,� the� most�
powerful�entity�of�all,�sees�the�law�as�a�mere� instrument�to�be�used�to�serve�
the� ends� of� the� Party.37� Alibaba� is� not� intimidated� by� or� fearful� of� law�
enforcement�authorities;�to�the�contrary,�Alibaba�sees�itself�as�more�powerful�
than� government� law�enforcement� authorities� and�answerable� only� to� the�
Party.38�For�these�reasons,�MNCs�must�accept�the�reality�that�Alibaba,�in�the�
words� of� PRC� officials,� tolerates� and� supports� counterfeiters� in� order� to�
protect�its�revenues�from�sales�of�counterfeit�goods�and�that�it�will�likely�take�
an�intervention�by�the�Party�at�its�highest�levels�to�effect�meaningful�change�
in�Alibaba’s�conduct.�Any�plan�to�stem�the�sales�of�counterfeits�on�Alibaba’s�
platform�that�requires�Alibaba’s� active�participation�must�proceed�with�the�
assumption�that�it�will�be�met�with�resistance�or�efforts�that�are�half-hearted.�

Third,� although� the� use� of� the� Internet� to� sell� counterfeits� presents�
formidable�new�challenges�to�brand�owners,�this�Article�argues�that�simple�
and�effective�measures�are�available�under�PRC�law�to�brand�owners�to�deter�
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� 31� See�Gongshang�Zongju� (工商总局),�Guanyu�Dui�Alibaba� Jituan� Jinxing�Xingzheng�
Zhidao�Gongzuo�Qingkuang�de�Baipishu�(关于对阿里巴巴集团进行行政指导工作情况的
白皮书),� translated� in� STATE� ADMIN.� OF� INDUS.� &� E-COMMERCE,� PEOPLE’S� REPUBLIC� OF�
CHINA,� WHITE� PAPER� ON� ALIBABA� GROUP� HOLDINGS� ADMINISTRATIVE� GUIDANCE� WORK�
SITUATION�(2015)�[hereinafter�SAIC�WHITE�PAPER].�A�partial�English�translation�is�available�
at�Zheping�Huang,�The�Chinese�Government�Has�Erased�a�Damning�Report�on�Alibaba,�but�
You� Can� Read� It� Here,� QUARTZ� (Jan.� 29,� 2015),� https://qz.com/335675/the-chinese-
government-has-erased-a-damning-report-on-alibaba-but-you-can-read-it-here/.� The� SAIC�
White�Paper�is�extensively�discussed�in�Part�II.B.�
� 32� See�infra�Part�II.B.�
� 33� See�infra�Part�III.A.�
� 34� See�e.g.,�Pierson,�supra�note�13�(“Not�only�has�[Amazon]�avoided�any�serious�backlash�
for�allowing� the� sale�of� fake�goods,� it’s�actually� thrived� from� it,� say�more�than� two�dozen�
brand�owners,�e-commerce�consultants,�attorneys,�investigators�and�public�policy�experts.”).�
� 35� SAIC�WHITE�PAPER,�supra�note�31,�at�20.�
� 36� See�infra�Part�II.D.2.b.�
� 37� Id.�
� 38� Id.�
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many�counterfeiters�from�using�the�Internet�and�to�detect�and�identify�those�
that�do.39�This�Article�proposes�and�sets�forth�for�the�first�time�a�set�of�simple�
and�effective�methods�that�MNCs�can�use�to�create�effective�deterrence�to�
counterfeiting�on� the� Internet.40�To� the�best�of� the� author’s�knowledge,�no�
MNC,�brand�owner,�or� any�professional�or�academic� study�has� previously�
identified�these�methods,�although�they�are�openly�available�in�plain�sight�in�
China’s�legal�system,�and�their�use�is�required�and�regularly�encouraged�by�
PRC�officials.�Although�certain�aspects�of�China’s�information�technology�
industry,�such�as�protection�and�enforcement�of�intellectual�rights,�are�weak�
by�comparison� to� the�United� States,�other� aspects� of�China’s� information�
technology�industry�are�far�ahead�of�the�United�States.41�In�particular,�China’s�
obsessive�need�to�exert�pervasive�control�over�and�to�monitor�its�citizens�and�
all�aspects�of�Chinese�society�have�created�the�informational�technology�tools�
available�to�deter�counterfeiters.42�In�fact,�Chinese�government�officials�have�
urged� Internet�sites� to�use�the�tools�available�to�control�entry�onto�Internet�
sites�and�to�monitor�entities�on�the�Internet.43�Brand�owners,�however,�either�
do�not�trust�PRC�officials�or�understand�the�potential�effectiveness�of�these�
tools.�

Unlike� brick-and-mortar� counterfeiters� who� need� no� permission� to�
operate,�counterfeiters�must�obtain�a�“pass”�through�a�digital�port�of�entry�in�
order�to�obtain�access�to�the�Internet�to�sell�their�products.44�Operators�of�e-
commerce�platforms�have�the�ability�to�exercise�absolute�control�over�entry.�
Controlling�this�point�of�entry�through�the�use�of�tools�created�by�the�PRC�
government� is� the� key� to� controlling� counterfeiting� on� the� Internet.�
Counterfeiters�wish� to�operate� in�hiding�and�secrecy;� they� fear� and�detest�
transparency� and� accountability.� E-commerce� platforms� can� remove� the�
anonymity�of�the�Internet�by�following�a�straightforward�registration�system�
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� 39� See�infra�Part�III.�
� 40� Id.�
� 41� China�is�far�ahead�of�the�U.S.�in�the�use�of�technologies,�such�as�facial�recognition,�to�
closely� monitor� its� citizens.� See� Zhou� Jiaquan,�Drones,� Facial� Recognition,� and� a� Social�
Credit�System:�10�Ways�China�Monitors�Its�Citizens,�S.�CHINA�MORNING�POST�(Aug.�4,�2018),�
https://www.scmp.com/news/china/society/article/2157883/drones-facial-recognition-and-
social-credit-system-10-ways-china.�
� 42� China�closely�monitors�its�citizens.�Recently,�China�announced�a�“social�credit”�system�
in�which�the�activities�of�each�citizen�will�be�ranked,�and�each�citizen�given�a�score�evaluating�
the�social�merit�of�his�or�conduct.�For�a�discussion�on�how�China�monitors�its�citizens,�see�
Charlie�Campbell,�How�China�Is�Using�“Social�Credit�Scores”� to�Rewards�and�Punish�Its�
Citizens,�TIME�(Jan.�16,�2019),�https://time.com/collection/davos-2019/5502592/china-social-
credit-score/.�
� 43� See�infra�Part�III.�
� 44� Online� vendors� are� required� by� e-commerce� platforms� to� register� before� they� are�
allowed�to�access�the�site.�See�e.g.,�Selling�on�Amazon:�Frequently�Asked�Questions,�AMAZON,�
https://services.amazon.com/selling/faq.htm�(last�visited� July�1,�2019)�(requiring�a�business�
name,�address,�and�contact�information�among�other�information�in�order�to�open�an�Amazon�
seller�account).�
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as�required�by�PRC� law.45�However,�Alibaba�does�not�faithfully�apply� the�
requirements�of�PRC�law�but�instead�is�careless�and�loose�in�verifying�entity�
registration.46�Brand�owners�also�complain�that�Amazon�has�lax�registration�
requirements� and� registers� many� entities� with� fictitious� identities� and�
addresses.47�

As�a�condition�of�gaining�access�to�e-commerce�sites,�PRC�law�requires�
all� vendors� to� submit� a� business� license� issued� by� PRC� government�
authorities.�These�licenses�have�strict�disclosure�requirements�that�will�reveal�
their�true�legal�identities�and�locations�in�strict�accordance�with�the�detailed�
and�specific�information�contained�in�official�PRC�government�records�and�
electronically�on�government�websites�to�the�public.48�To�obtain�this�official�
business� license,� business� operators� must� undergo� a� review� and� approval�
process� by� PRC� government� authorities� over� the� legality� and� economic�
feasibility�of�their�proposed�business�operations.49�Most� counterfeiters�will�
not�wish�to�submit�to�such�an�approval�process�for�fear�of�being�detected�and�
being�subject�to�capture�and�prosecution.�Those�entities�that�do�undergo�this�
official�review�will�then�need�to�openly�display�their�business�licenses�on�the�
website� In� turn,�counterfeiters�will�be�unable�to�escape� detection�as� brand�
owners�will�be�able�to�bring�suit�directly�against�them.50��

A�unique�concept�of�PRC�law�is�that�each�business�entity�must�have�a�
natural�person�who�serves�as� its� legal�representative�and�who�is�subject�to�
civil� liability� and� criminal� prosecution.51�The� legal� representative�must�be�
identified�in�the�business�license�so�brand�owners�will�have�a�person�in�flesh�
and� blood�against�whom� they� can�directly� file� civil�or� criminal� actions� in�
China�or�in�the�United�States�if�U.S.�contacts�exist.52�The�faithful�execution�
of�these�requirements�should�help�brand�owners�to�deter�many�counterfeiters�
from�selling�through�Internet�sites.�Currently,�however,�brand�owners�do�not�
insist�on�enforcement�of�these�requirements�and�neither�Alibaba�nor�Amazon�
faithfully�follows�PRC�law�on�entity�registration.53�

This�Article�will�proceed�as�follows.�Part�II�examines�the�background�
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� 45� See�infra�Part�III.�
� 46� See�text�accompanying�notes�231-34�infra.�
� 47� See�infra�note�95.�
� 48� See�Administrative�Measures� for�Online�Trading,�art.�23� (promulgated� by� the� State�
Admin.� of� Indus.�&�E-Commerce,�Order�No.� 60,� Jan.�26,�2014,�effective�Mar.� 15,� 2014),�
CLI.4.218557(EN),� http://en.pkulaw.cn/display.aspx?id=16309&lib=law&EncodingName=�
big5.�See�also�infra�Part�III.�
� 49� See�infra�Part�III.�
� 50� Id.�
� 51� See�General�Principles�of�the�Civil�Law�of�the�People’s�Republic�of�China,�ch.�III,�art.�
57�(promulgated�by�the�Nat’l�People’s�Cong.,�Order�No.�66,�Mar.�15,�2017,�effective�Oct.�1,�
2017),�translated�by�Whitmore�Gray�&�Henry�Ruiheng�Zheng,�General�Principles�of�the�Civil�
Law� of� the�People’s�Republic� of�China,�34� AM.� J.�COMP.�L.� 715,� 726� (1986)� [hereinafter�
General�Principles�of�the�Civil�Law�of�the�PRC].�
� 52� See�infra�Part�III.�
� 53� Id.�
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of�counterfeiting�in�China�and�how�the�advent�of�the�Internet�has�propelled�
this� illegal� activity� to� new� heights.� The� ability� to� transcend� the� physical�
limitations�created�by�brick-and-mortar�counterfeiting�operations�has�created�
a� vast� new� opportunity� in� cyberspace� for� counterfeiters� who� can� now�
compete�directly�with�genuine�goods�and�vanish�at�the�first�sign�of�trouble.�
Part�II�also�discusses�brand�owner�concerns�about�Alibaba�and�Amazon.�In�
the�case�of�Alibaba,�brand�owners�have�long�claimed�that�Alibaba�tolerates�
or�supports�counterfeiting�on�its�websites.�A�recent�in-depth�investigation�and�
report�by�PRC�national�authorities�not�only�confirms�this�suspicion�but�also�
sets�forth�the�PRC�government’s�view�that�Alibaba�sees�itself�as�being�above�
the�law.�Brand�owners�have�also�complained�that�Amazon�is�unresponsive�to�
their�concerns�about�counterfeits,�requiring�byzantine�notice�and�takedown�
procedures� that� only� add� to� brand� owners’� misery.� Part� III� examines� the�
hurdles� that�brand�owners�claim�that� they� face� in�attempting� to�work�with�
Alibaba�and�Amazon�in�removing�infringing�webpages�or�postings�from�their�
sites;� these� frustrations� are� due� to� cumbersome� notice� and� takedown�
procedures�that�can�take�months�and�tax�brand�owners�through�heavy�costs�
in�time,�energy,�and�money.�Part�III� then�sets�forth�this�Article’s�proposed�
method�of�using�existing�online�tools�in�the�PRC�to�help�create�deterrents�to�
counterfeiting�on�the�Internet.�These�tools�can�be�used�to�combat�counterfeits�
on�Alibaba�and�Amazon�as�well�as�on�other�e-commerce�platforms.�Part�IV�
contains�concluding�observations.�

II.�COUNTERFEITING�AND�THE�INTERNET�

A.�Brief�Overview�of�Counterfeiting�in�China�

As� early� as� 2000,� China� was� described� as� having� the� most� serious�
counterfeiting�problem�in�world�history.54�The�origin�of�this�problem�can�be�
traced�to�1)�China’s�access�to�advanced�technology�(i.e.�intellectual�property)�
brought�into�China�by�MNCs�that�make�foreign�direct�investments�in�China�
and�2)�to�China’s�weak�and�developing�legal�system,55�which�does�not�create�
effective�deterrence�for�counterfeiters�and�infringers�of�intellectual�property�
rights.56�Although�U.S.�companies�have�made�many�efforts�through�the�first�
two�decades�of� the�twenty-first�century� to�combat�counterfeiting�in�China,�
China�remains�the�largest�source�of�counterfeits�in�the�world.�For�example,�a�
recent�study�cited�in�Forbes�indicates�that�China�produces�80%�of�the�world’s�
counterfeits�and�that�counterfeiting�is�now�a�$1.7�trillion�per�year�industry.57�
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� 54� Chow,� supra� note� 1,�at� 3.�The� background� and�history� of� the� rise�of� counterfeiting�
before�the�advent�of�the�internet�is�set�forth�in�this�article.�See�infra�Parts�II.A�&�II.B.�
� 55� DANIEL� C.K.� CHOW� &� THOMAS� J.� SCHOENBAUM,� INTERNATIONAL� BUSINESS�
TRANSACTIONS�537–38�(3d.�ed.�2015).�
� 56� DANIEL�C.K.�CHOW�&�THOMAS�J.�SCHOENBAUM,�INTERNATIONAL�TRADE�LAW�643�(3d.�
ed.�2017)�(China’s�weak�legal�system�does�not�create�effective�deterrence.).�
� 57� Wade� Shepard,� Meet� the� Man� Fighting� America’s� Trade� War� Against� Chinese�
Counterfeits� (It’s�Not�Trump),�FORBES�(Mar.�29,�2018),�https://www.forbes.com/sites/wade�
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The� U.S.� General� Accountability� Office� reports� that� in� 2016,� 88%� of� all�
seized� counterfeit� goods� by� the� United� States� originated� from� China� and�
Hong�Kong.58�The�European�Union�claims�that�China�is�the�largest�source�of�
counterfeit� goods� sold� into� the� EU.59� Counterfeiting� is� now� the� largest�
criminal� enterprise� in� the� world,60� and� China� is� the� epicenter� of�
counterfeiting.61� The� highest� number� of� shipments� of� counterfeits� seized�
around�the�world�originates�from�East�Asia,�with�China�as�the�top�source.62��

On� April� 3,� 2019,� the� Trump� Administration� issued� a� Presidential�
Memorandum� announcing� that� combatting� counterfeiting� and� piracy� had�
been� elevated� to� a� new� level� of� priority� for� the� United� States.63� The�
memorandum�specifically�tasked�the�Justice�Department�and�the�Department�
of� Homeland� Security� to� focus� on� and� investigate� “online� third� party�
marketplaces.”64� This� indicates� a� recognition� by� the� United� States� that�
counterfeiting� on� e-commerce� platforms� is� a� specialized� priority� area� of�
concern.�

B.�The�Advent�of�the�Internet�

The�rise�of�Internet�sales�platforms�in�the�early�2000s�created�a�valuable�
new�opportunity� for� counterfeiters.�To� understand�the� significance� of� this�
development,�it�is�necessary�to�recognize�that�there�are�two�main�components�
to�counterfeiting:�manufacturing�and�distribution.65�

The�manufacturing� of� counterfeits� tends� to� arise� in�proximity� to� the�
manufacturing�of�genuine�goods.66�In�the�early�1990s,�one�of�the�first�areas�
open�to�foreign�investment�in�China�was�in�the�southern�region�of�Guangdong�
Province,�near�Hong�Kong.�MNCs�opened�manufacturing�facilities�in�special�
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shepard/2018/03/29/meet-the-man-fighting-americas-trade-war-against-chinese-
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PIRATED� GOODS:� MAPPING� THE� ECONOMIC� IMPACT� 49� (2016),� http://dx.doi.org/10.1787/�
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(Apr.� 3,� 2019),� https://www.whitehouse.gov/presidential-actions/memorandum-combating-
trafficking-counterfeit-pirated-goods/.�
� 64� Id.�
� 65� Daniel� C.K.� Chow,� Organized� Crime,� Local� Protectionism� and� the� Trade� in�
Counterfeit�Goods�in�China,�14�CHINA�ECON.�REV.�473,�474�(2003).�
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economic�zones�that�created�financial�incentives�for�investment.67�Soon�after�
these� facilities�were�established,� the� brand�owners� found� that� counterfeits�
began� to�appear�in�the�same� locations.68�MNCs� discovered� that�employees�
working�in�their�facilities�or�their�relatives,�friends,�or�associates�had�begun�
to�use�the�know-how�that�they�acquired�from�the�MNC�to�establish�their�own�
manufacturing�operations�in�order�to�produce�counterfeits.69��

A�counterfeiter�that�has�manufactured�a�fake�good�must�then�sell�it�to�
consumers.� The� illegal� factory� may� be� located� far� away� from� densely�
populated�urban�areas�where�large�numbers�of�consumers�are�found,�so�the�
counterfeiter�must�find�a�distribution�channel�for�the�goods�to�reach�the�end-
use�consumer.�Distribution�is�the�second�major�component�of�counterfeiting.�

Prior� to� the� rise� of� the� Internet,� counterfeiters� faced� a� problem:�
legitimate�distributors�would�have�nothing�to�do�with�counterfeits.70�MNCs�
distribute�their�products�in�China�only�through�qualified�distributors�that�are�
able�to�sell�to�high-end�state-owned�department�stores�and�other�retail�outlets�
in�high-end�shopping�centers.71�Qualified�distributors�are�those�entities�that�
are�able�to�pass�a�stringent�set�of�criteria�established�by�brand�owners.72�These�
distributors�will�not�work�with�counterfeiters�for�fear�of�losing�their�contracts�
with�legitimate�brand�owners,�and,�as�a�result,�counterfeiters�are�unable� to�
penetrate�into�legitimate�distribution�channels�to�reach�high-end�retailers.73�

Rather,�counterfeiters�had�to�rely�on�brick-and-mortar�wholesale�distributors�
of�lesser�and�questionable�repute�who�would�be�willing�to�sell�counterfeits,�
smuggled�goods,�and�inferior�quality�products.74�These�wholesale�distributors�
are�found�in�markets�in�China�that�are�either�enclosed�or�open�air�spaces�with�
hundreds� or� thousands� of� wholesale� vendors.75� Retailers� appear� at� these�
wholesale�markets�with�trucks�or�vans�to�transport�the�counterfeits�purchased�
at�these�markets.76�Large�reputable�retailers,�such�as�state-owned�department�
stores,�do�not�buy�at�these�wholesale�markets.77�Only�retailers�that�are�small�
mom�and�pop�stores,�street�stalls,�or�open�air�vendors�in�China�will�purchase�
from�these�markets.78�This�left�the�counterfeiter�with�the�problem�that�it�could�
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� 68� See�id.�at�474–75.�
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counsel�for�an�MNC�with�major�operations�in�China.�It�is�a�pattern�that�is�repeatedly�occurs�in�
China:�counterfeiting�tends�to�arise�in�locations�with�legitimate�manufacturing�operations.�
� 70� See�Chow,�supra�note�65,�at�476.�
� 71� Id.�
� 72� Id.�
� 73� Id.�
� 74� See�id.�at�476–77.�
� 75� Id.�at�476.�
� 76� See�Chow,�supra�note�65,�at�476.�
� 77� Id.�
� 78� Id.�
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almost� never� penetrate� into� high-end� retail� stores.79� Purchasers� of�
counterfeits�would�have�to�travel�to�side�streets,�back�alleys,�and�other�areas�
in� less� desirable� urban� locations� to� buy� counterfeits� from� small� and� less�
reputable�retailers.80�The�need�to�travel�to�unsavory�locations�deterred�many�
consumers.�

In� the� United� States,� counterfeits� are� also� unable� to� penetrate� into�
legitimate� distribution� channels� to� reach� large� department� stores� or� other�
large� retailers.81�Counterfeits� are� almost� never� found� in� large� chain� stores�
such�as�Costco,�Target,�or�Walmart.�These�companies� either�use� qualified�
distributors�or�have�vertically�integrated�business�models�that�allow�them�to�
control� distribution� themselves.82� These� distributors� refuse� to� deal� in�
counterfeits,� smuggled�goods,�or�gray�market� goods.83�Only� less� reputable�
distributors�will�deal�in�these�secondary�goods,�but�they�do�not�sell�to�large�
and�high�end�retailers�who�refuse�to�deal�with�them.84�These�distributors�sell�
to� discount� stores,� small� mom-and-pop� stores,� street� vendors,� or� private�
persons�who�arrange� for� sales�through�word�of�mouth.85The�advent�of�the�
Internet� has� now� given� counterfeiters� what� they� have� long� sought:� a�
legitimate�and�broad-reaching�distribution�channel�to�reach�retail�consumers�
who�are�now�able�to�purchase�products�without�having�to�travel�to�specific�
and�undesirable�locations�where�counterfeits�are�sold.�Counterfeiters�can�now�
place�their�products�on�the�Internet�to�reach�consumers�worldwide�and�are�no�
longer� confined� to� using� illegal� wholesale� markets� to� reach� lower� retail�
quality�stores.�While�in�the�past,�consumers�would�not�encounter�counterfeits�
on� the� next� shelf� adjacent� to� authentic� goods� in� brick� and�mortar� stores�
because� high�end� retailers� refused� to� deal�with� distributors� of� counterfeit�
goods,� the� same� is� no� longer� true� on� the� Internet.� It� is� now� possible� for�
counterfeits�to�be�on�the�digital�shelf�next�to�genuine�goods�on�the�same�or�
an�adjacent�webpage.86�Counterfeits�can�now�compete�directly�with�genuine�
goods.87�Counterfeiters� can� also�use� false�digital� images� that�hide� the� low�
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� 79� Id.�
� 80� Id.�
� 81� This�observation�is�based�on�the�author’s�own�experience�as�an�expert�witness�in�U.S.�
litigation�involving�U.S.�multinational�companies�in�cases�involving�counterfeits�from�China.�
� 82� Id.�
� 83� Gray�market�goods�(sometimes�also�called�parallel�imports)�are�genuine�goods�that�are�
intended�for�sale�in�a� foreign�market�but�that� are�purchased�abroad�and�shipped�back�to�the�
home� market.� For� example,�genuine�goods� that� are�sold�by� the�manufacturer� to� Japan�are�
purchased�by�a�foreign�distributor�in�Japan�who�then�resells�them�to�an�importer�in�China.�The�
foreign�distributor�is�able�to�take�advantage�of�a�lower�price�in�Japan�or�favorable�currency�
exchange�rates�in�order�to�sell�the�products�in�China�at�a�price�that�is�lower�than�the�genuine�
goods�are�sold�directly�by�the�manufacturer�to�buyers�in�China.�See�CHOW�&�SCHOENBAUM,�
supra�note�55,�at�567-68.�
� 84� See�Chow,�supra�note�65,�at�476.�
� 85� Id.�
� 86� See�GAO�REPORT,�supra�note�3,�at�11.�
� 87� Id.�(“In�the�past,�consumers�could�often�rely�on�indicators�such�as�appearance,�price,�or�
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quality�of�their�goods�in�competition�with�genuine�goods.88��
The�rise�of�counterfeits�coincides�with�shifts�in�consumer�habits.�In�June�

2000,�approximately�22%�of�U.S.�consumers�purchased�goods�online,�but�by�
December� 2016� that� portion� had� risen� to� 79%.89� By� 2020,� worldwide� e-
commerce�sales�are�expected�to�reach�$4�trillion,�and�e-commerce�is�expected�
to�reach�nearly�15%�of�global�retail�spending�by�2020.90�

Prior�to�the�advent�of�the�Internet,�counterfeiters�in�China�that�sought�to�
sell� their� goods� in� the�United� States� loaded� the� goods� in� large� shipping�
containers�with�false�documentation�to�transport�the�goods�by�ocean�carriage�
to�a�port�in�the�United�States.91�While�detection�was�difficult,�if�a�brand�owner�
had�reliable�specific�intelligence�of�an�illegal�shipment,92�customs�authorities�
in�the�United�States�would� open�and�inspect�the�container.93�With� Internet�
sales,�thousands�or�hundreds�of�thousands�of�small,�individual�packages�are�
now�shipped� to� the�United� States�by�mail,�making�it�nearly� impossible� to�
detect�and�stop�these�shipments.94�

Not�only�do�e-commerce�platforms�allow�counterfeiters�unprecedented�
access�to�end�use�consumers,�counterfeiters�are�also�able�to�take�advantage�
of�the�anonymity�of�the�internet�to�evade�capture�and�detection�by�using�false�
identities,� business� names,� and� locations.95� The� Internet� has� created� an�
irresistible� new� opportunity� for� counterfeiters� and� has� opened� vast� new�
avenues�for�generating�profit.�

C.�Liability�Regimes�for�Internet�Service�Providers�

Under�the�Digital�Millennium�Copyright�Act�(DMCA)96�in�the�United�
�����������������������������������������������������������
location� of� sale� to� identify� counterfeit� goods� in� the�marketplace,� but� counterfeiters� have�
adopted�new�ways�to�deceive�customers.”).�
� 88� Id.�Cf.�id.�(“The�physical�appearance�of�counterfeit�goods�may�no�longer�serve�as�a�‘red�
flag’�for�consumers�that�the�good�they�are�considering�purchasing�is�not�genuine.�Counterfeit�
goods�and� their�packaging� are� becoming�more� sophisticated�and�closely� resemble� genuine�
goods[.]”).�
� 89� Id.�at�12.�
� 90� Id.�
� 91� See�Chow,�supra�note�65,�at�475.�
� 92� Such�intelligence�can�be�gathered�through�the�use�of�private� investigation�companies�
that� penetrate� counterfeit� rings.� A� number� of� companies,� such� as� Kroll� and� Pinkerton,�
specialized�in�these�investigations.�
� 93� The�author�was�involved�as�an�attorney�in�a�counterfeiting�case�in�the�United�States�in�
which�U.S.�Customs�authorities�stated�that�they�would�be�willing�to�conduct�an�inspection�of�
shipping�containers�but�only�on�the�basis�of�reliable�specific�information.�
� 94� See�Pierson,�supra�note�13�(“Customs�agents�had�a�fighting�chance�when�pirated�goods�
predominantly�arrived�in�cargo�containers.�But�with�the�rise�of�e-commerce,�counterfeiters�and�
their�middlemen�can�ship�goods�in�parcels�too�innumerable�to�catch.”).�
� 95� See�id.�(“[B]rands�say�the�same�fraudsters�keep�showing�up�under�different�names[.]”);�
Semuels,�supra�note�15�(“Milo�and�Gabby�tried�to�track�down�the� [counterfeit]� sellers,�but�
almost�all�of�the�sellers�had�given�false�names�when�setting�up�their�Amazon�seller�accounts,�
and�the�addresses�they�gave�turned�out�to�be�bogus�as�well[.]”).�
� 96� 17�U.S.C.�§�512�(Westlaw�through�Pub.�L.�No.�116-68).�DMCA�implements�two�World�
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States�and�similar�provisions�in�China,97�Internet�service�providers�(ISPs)�are�
not�directly�liable�for�the�sale�of�counterfeits�listed�on�their�sites�by�third-
party� vendors.98� While� ISPs� may� be� subject� to� vicarious� liability� for�
facilitating�the�sales,�DCMA�provides�a�“safe�harbor.”99�ISPs�are�entitled�to�
immunity� from� vicarious� liability� for� third-party� listings� and� sales� of�
counterfeit�goods�if�they�have�no�knowledge�of�the�infringing�material�and�
remove� it� expeditiously� upon� receiving� notice� of� its� illegal� nature.100� To�
implement�DCMA�and�the�corresponding�PRC�law,�e-commerce�companies�
such�as�Alibaba� and�Amazon�have� set� forth� internal�notice� and�takedown�
procedures� that� brand� owners� are� required� to� follow� when� they� find�
infringing� material.101� As� detailed� in� a� later� section,� brand� owners� often�
complain� that� these� procedures� are� cumbersome,� time� consuming,� and�
ineffective.102�

D.�Alibaba�

1.�Brand�Owner�Concerns�

Alibaba� is� currently� the� world’s� largest� e-commerce� platform� in� the�
world.103�In�2016,�Alibaba’s�Internet�marketplaces�in�China�had�423�million�

�����������������������������������������������������������
Intellectual�Property�Organization�(WIPO)�treaties:�the�WIPO�Copyright�Treaty�and�the�WIPO�
Performances�and� Phonograms� Treaty.�WIPO�Copyright� Treaty,� Dec.� 20,� 1996,�112�Stat.�
2861,�2186�U.N.T.S.�121;�WIPO�Performances�and�Phonograms�Treaty,�Dec.�20,�1996,�112�
Stat.�2861,�2186�U.N.T.S.�203.�As�of�2007,�the�United�States�and�the�People’s�Republic�of�
China�are�now�contracting�parties� to�both� treaties.�Contracting�Parties�–�WIPO�Copyright�
Treaty,� WIPO,� https://www.wipo.int/treaties/en/ShowResults.jsp?lang=en&treaty_id=16�
(last� visited� July� 1,� 2019);� Contracting� Parties� –� WIPO� Performances� and� Phonograms�
Treaty,� WIPO,� https://www.wipo.int/treaties/en/ShowResults.jsp?� lang=en&treaty_id=20�
(last�visited�July�1,�2019).�
� 97� See�generally�Trademark�Law�of�the�People’s�Republic�of�China�(promulgated�by�the�
Nat’l�People’s�Cong.,�adopted�Aug.�23,�1982,�most�recently�revised�Apr.�23,�2019,�effective�
Nov.� 1,� 2019);� Law� Against� Unfair� Competition� of� the� People’s� Republic� of� China�
(promulgated�by�the�Nat’l�People’s�Cong.,�Order�No.�10,�Sept.�2,�1993,�revised�Nov.�4,�2017,�
amended�Apr.�23,�2019).�
� 98� See�17�U.S.C.�§�512(c)(1).�
� 99� Id.�See� generally�Susanna�Monseau,�Fostering�Web�2.0� Innovation:�The�Role�of�the�
Judicial�Interpretation�of� the�DMCA�Safe�Harbor,�Secondary�Liability�and�Fair�Use,�12�J.�
MARSHALL�REV.�INTELL.�PROP.�L.�70�(2012).�
� 100�See�17�U.S.C.�§�512(c)(1).�
� 101�See� Intellectual� Property� Policy� for� Sellers,� AMAZON,� https://sellercentral.�
amazon.com/gp/help/external/201361070� (last� visited� July� 1,� 2019);� Intellectual� Property�
Rights�(IPR)�Protection�Policy,�ALIBABA,�https://rule.alibaba.com/�rule/detail/2049.htm�(last�
visited�July�1,�2019).�
� 102�See�infra�Part�III.�
� 103�Comment� Submitted� by� Eric�Pelletier,�Vice� President� of�Alibaba,� to� the� Honorable�
Probir�Mehta,�Assistant�United�States�Trade�Representative�re:�2016�Special�301�Out-of-Cycle�
Review� Notorious� Markets� (Docket� Number� USTR-2016-2013),� at� 2� (Oct.� 7,� 2016),�
https://www.alizila.com/wp-content/uploads/2016/10/P-Alibaba-Group-Comments-for-
2016-Notorious-Markets-Report-2_FINAL_compressed.pdf?x95431� (last� visited� Nov.� 25,�



Alibaba,�Amazon,�and�Counterfeiting�in�the�Age�of�the�Internet�
40:157�(2020)�

173�

active� purchasers� with� a� combined� gross�merchandise� volume� (GMV)� of�
$485�billion.104�In�2018,�in�the�span�of�just�two�years,�active�purchasers�in�
China�grew�to�636�million�and�GMV�grew�to�exceed�$768�billion,105�creating�
the�prospect�that�Alibaba’s�users�may�soon�surpass�one�billion�and�its�GMV�
may�soon�surpass�$1�trillion,�numbers�that�seemed�almost�inconceivable�just�
a� decade� ago.� In� 2015,� package� delivery� from� Alibaba’s� e-commerce�
platform�in�China�averaged�thirty�million�per�day.106�The�sheer�size�and�scope�
of� Alibaba’s� operations� dwarfs� even� that� of� its� closest� competitors.� For�
example,�Alibaba’s�GMV�in�2018�at�$768�billion�is�more�than� three�times�
that�of�Amazon,�the�world’s�second�e-commerce�platform,�at�$239�billion.107�

From�Alibaba’s�earliest�days�of�operation,�back�in�1999,�MNCs�have�
claimed�that�counterfeits�are�abundantly�available�on�Alibaba’s�websites.108�
Frustrated�with�the�lack�of�results�in�China,�U.S.�companies�have�raised�these�
concerns� with� the� U.S.� government� and,� as� a� result,� Alibaba� has� been�
repeatedly�placed�on�U.S.�government�blacklists.�Despite� its�many�claims�
that�it�is�implementing�new�changes�to�effectively�combat�counterfeiting�on�
its�websites,�Alibaba�was�first�placed�on�the�Out-of-Cycle�Notorious�Markets�
List�in�2011109�and�sought�to�remove�itself�from�the�list�in�anticipation�of�its�
initial�public�offering�(IPO)�in�the�United�States�in�2014.�Although�Alibaba�
was�dropped� from�the� 2012� list,110�Alibaba�found� itself�once�again�on� the�
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2019).�
� 104� Id.�
� 105�Press�Release,�Alibaba�Group�Announces�December�Quarter�2018�Results� (Jan.�30,�
2019),�https://www.alibabagroup.com/en/news/press_pdf/p190130.pdf.�
� 106� Jen�Wieczner,�Alibaba:�Here’s�Why�Our�Mind-Blowing�Numbers�Are�Real,�FORTUNE�
(Sept.�23,�2015),�https://fortune.com/2015/09/23/alibaba-says-numbers-real-not-fake/.�
� 107�Adam�Levy,�The�7�Largest�E-Commerce�Companies�in�the�World,�THE�MOTLEY�FOOL�
(Dec.� 26,� 2018),� https://www.fool.com/investing/2018/12/26/the-7-largest-e-commerce-
companies-in-the-world.aspx.�
� 108�See,� e.g.,�Alibaba� and� the� 2,236� Thieves:� An�Online-Fraud� Scandal� in� China,� THE�
ECONOMIST�(Feb.�22,�2011),�https://www.economist.com/newsbook/2011/02/22/alibaba-and-
the-2236-thieves;�
� 109�OFFICE�OF�U.S.�TRADE�REPRESENTATIVE,�2011�OUT-OF-CYCLE�REVIEW�OF�NOTORIOUS�
MARKETS�3�(Dec.�20,�2011),�https://ustr.gov/sites/default/files/uploads/gsp/speeches/reports/�
2011/Notorious%20Markets%20List%20� FINAL.pdf� (discussing� Alibaba’s� subsidiary� site�
Taobao.com).�
� 110�Doug�Palmer,�U.S.�Drops�China’s�Taobao�Website� from�“Notorious”�List,�REUTERS�
(Dec.� 13,� 2012),� https://www.reuters.com/article/net-us-usa-trade-piracy/u-s-drops-chinas-
taobao-website-from-notorious-list-idUSBRE8BC1IG20121213.�
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Notorious�Markets�list�in�2014111,�2016112,�2017113,�and�2018114.�Furthermore,�
in� 2016,� a� group� of� 17� international� trade� associations� reiterated� their�
concerns�in�a�letter�to�USTR,�stating:�

During�the�ten�months�since�USTR�published�[the�2015�USTR�Special�
301�Notorious�Markets�Report]�we�have�seen�little�evidence�that�there�
has�been�any�noticeable�change�on�the�Alibaba�platforms�themselves;�
and�at� any�given�moment,� a�consumer�around� the�world�can�chose�
from� hundreds� of� thousands� of� counterfeit� clothes,� shoes,� travel�
goods,� handbags,� toys,� auto� parts,� jewelry,� watches,� furniture,�
electronics,�pharmaceuticals,�and�other�articles.115�

Many� brand� owners� have� concluded� that� Alibaba,� despite� its�
protestations�to�the�contrary,�actually�tolerates�and�supports�counterfeiting�on�
its�websites�because�Alibaba�earns�revenues�from�all�sales,�including�sales�of�
counterfeit�goods.�Labelling�Alibaba�as�“our�most�dangerous�and�damaging�
adversary,”116�one�brand�owner�stated:�

Alibaba’s� strategy� has� consistently� been� to� provide� lip� service� to�
supporting�brand�enforcement�efforts�while�doing�as�little�as�possible�
to� impede� the� massive� flow� of� counterfeit� merchandise� on� its�
platforms.117�
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� 111�OFFICE�OF� U.S.�TRADE�REPRESENTATIVE,�2014�OUT-OF-CYCLE�NOTORIOUS�MARKETS�
LIST� 8� (Mar.� 5,� 2015),� https://ustr.gov/sites/default/files/2014%20Notorious%20Markets�
%20List%20-%20Published_0.pdf�(discussing�Alibaba’s�subsidiary�site�Taobao.com).�
� 112�OFFICE�OF� U.S.�TRADE�REPRESENTATIVE,�2016�OUT-OF-CYCLE�NOTORIOUS�MARKETS�
LIST� 12–13� (Dec.� 2016),� https://ustr.gov/sites/default/files/2016-Out-of-Cycle-Review-
Notorious-Markets.pdf�(discussing�Alibaba’s�subsidiary�site�Taobao.com).�
� 113�OFFICE�OF� U.S.�TRADE�REPRESENTATIVE,�2017�OUT-OF-CYCLE�NOTORIOUS�MARKETS�
LIST� 20–23� (Jan.� 11,� 2018),� https://ustr.gov/sites/default/files/files/Press/Reports/�
2017%20Notorious%20Markets%20List%201.11.1� 8.pdf� (discussing� Alibaba’s� subsidiary�
site�Taobao.com).�
� 114�OFFICE�OF� U.S.�TRADE�REPRESENTATIVE,�2018�OUT-OF-CYCLE�NOTORIOUS�MARKETS�
LIST� 26–27� (Jan.� 11,� 2018),� https://ustr.gov/sites/default/files/2018_Notorious� Markets_�
List.pdf�(discussing�Alibaba’s�subsidiary�site�Taobao.com).�
� 115�Comment�Submitted�AFL-CIO�et�al.�to�the�Honorable�Probir�Mehta,�Assistant�United�
States�Trade�Representative�re:� 2016�Special�301�Out-of-Cycle�Review�Notorious�Markets�
(Docket� Number� USTR-2016-2013),� at� 2� (Oct.� 26,� 2016),� https://www.mema.org/sites/�
default/files/resource/Multi-Org%20Letter%20on%20Alibaba%20102616.pdf.�
� 116�Letter� from�Lee�S.�Sporn� of�Michael�Kors� (USA),�Inc.� to�Bob�Barchiesi,�President,�
International�Anti-Counterfeit�Coalition�(IACC),�at�2�(Apr.�21,�2016)�[Hereinafter�Letter�from�
Lee�S.� Sporn].�See�Erika�Kinetz,� Some�Howl�Over�Alibaba’s�Place� in�Anti-Counterfeiting�
Group,�ASSOC.�PRESS� (May�5,�2016),�https://www.apnews.com/2c9381cb0c2841aba956abe�
f1a3005b3.�
� 117�Letter�from�Lee�S.�Sporn,�supra�note�116,�at�2.�See�Kathy�Chu,�Brands�Voice�Doubts�
After� Alibaba� Joins� Group� Fighting� Fake� Goods ,� WALL� ST.� J.� (Apr.� 28,� 2016),�
https://www.wsj.com/articles/brands-voice-doubts-after-alibaba-joins-group-fighting-fake-
goods-1461763178.�
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a.�Alibaba’s�Defense�of�Counterfeits�

Many�brand�owners’�skepticism�about�Alibaba’s�sincerity�in�combatting�
counterfeiting� can� be� attributed� to� statements�made� by� its�Chairman� and�
founder,�Jack�Ma,�that�defend�counterfeiting.�In�responding�to�criticism�by�
luxury�brands�about�the�sale�of�counterfeits�on�Alibaba,�Ma�made�clear�his�
position�in�2015.�A�commentator�observed:�

The�longer�Ma�talks,�the�more�it’s�clear�where�his�sentiments�fall.�The�
second-richest�man� in�China�thinks�the�very�idea�of�luxury� retail—
selling�belts�and�accessories�and�the�like�for�thousands�of�dollars—is�
inherently�absurd.�“How�can�you�sell�Gucci�or�whatever�branded�bag�
for� so� much� money?� It� is� ridiculous,”� he� says.� “I� understand� the�
branded�companies�are�not�happy,�but�I�also�say�that’s�your�business�
model.�You�have�to�check�your�business�model,�too.”118�

The�following�year,�in�a�speech�at�Alibaba’s�headquarters,�Ma�stated:�

The�problem�is�the�fake�products�today�are�of�better�quality�and�better�
price� than� the� real� names.� They� are� exactly� the� [same]� factories,�
exactly�the�same�raw�materials�but�they�do�not�use�the�names.119�

These� statements� suggest� that�Ma� believes� that� there� is� a� normative�
justification�for�Alibaba’s�support�of�counterfeits.�Ma�believes�luxury�brands�
like�Gucci�are�inviting�unauthorized�copies�by�charging�prices�so�high�that�
they�are�“absurd.”�Alibaba�sees�itself�as�helping�out�small-time�sellers�that�
sell� counterfeits� or� infringing�products� to� lift� themselves� into� the�middle�
class.�Jack�Ma�and�Alibaba�take�on�a�modern�“Robin�Hood”�persona.�Just�as�
the�fictional�Robin�Hood�robbed�from�the�rich�to�give�to�the�poor,�Alibaba�is�
assisting� small-time�Chinese� sellers� to� take�a� free� ride� on� the� goodwill�of�
luxury�brands�owned�by�MNCs�that�have�invited�counterfeiting�through�their�
greed,�avarice,�and�attempts�to�gouge�vulnerable�Chinese�consumers.�China’s�
consumers�also�benefit�from�having�access�to�fakes�that�are�“of�better�quality�
and�better�price�than�thee�real�names.”120�Ma’s�position�may�help�Alibaba�to�
further� gain� popularity� in� China� by� enhancing� Ma’s� reputation� as� a� true�
national�hero�and�great�patriot�of�China,�but�it�also�infuriates�brand�owners.121�
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� 118�Michael�Schuman,�Why�Alibaba’s�Massive�Counterfeit�Problem�Will�Never�Be�Solved,�
FORBES� (Nov.�4,�2015),�https://www.forbes.com/sites/michaelschuman/2015/11/04/alibaba-
and-the-40000-thieves/#31848fd729dc.�
� 119�Charles�Clover,�Alibaba’s�Jack�Ma�Says�Fakes�Are�Better�Than�Originals,�FIN.�TIMES�
(June�14,�2016),�https://www.ft.com/content/6700d5cc-3209-11e6-ad39-3fee5ffe5b5b.�
� 120� Id.�
� 121�See�Letter�from�Lee�S.�Sporn,�supra�note�116.�When�Alibaba�was�accepted�as�a�member�
of� the� International�Anti-Counterfeiting� Coalition,� Sporn,�who� represents�Michael�Kors,� a�
fashion�house,�resigned�in�protest.�Chu,�supra�note�117.�
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b.�Counterfeits�for�Sale�on�Alibaba�

To� test� the� claims� of� brand� owners� that� counterfeits� are� found� in�
abundance�on�Alibaba’s� sites,� the� author� recently� did� a�search� of�Alibaba�
sites�and�immediately�found�many�examples�of�counterfeits�and�infringing�
products.�Photographs�of�the�webpages�containing�three�of�these�examples�
are� set� forth� in�the�Appendices.�These�examples� are� discussed�below,�but�
there�are�other�examples�on�this�site�that�are�too�numerous�to�discuss�within�
the�confines�of�this�Article.�

(a)�Appendix�1�is�an�advertisement�for�handbags�being�sold�under�a�
“big�brand�name”�(“Da�Pai”)�called�“Gucci�Guccio.”�These�handbags�
copy�the�design�and�trade�dress�of�Gucci�handbags�and�use�the�name�
“Gucci”� as� part� of� their� brand� name.122� Gucci� was� singled� out� by�
Alibaba� Chairman� Jack� Ma� as� a� luxury� brand� owner� selling� its�
products� at� absurdly� high� prices.123� The� advertised� price� for� these�
products�is�1500�Renminbi�(“people’s�currency”�or�RMB,�the�Chinese�
fiat�currency).�At�the�currency�exchange�rate�of�1�RMB�to�0.15�U.S.�
dollar,� this� price� is� the� equivalent� of� about� $225� U.S.� dollars.� On�
Gucci’s�website�in�the�United�States,�genuine�Gucci�bags�similar� to�
the�ones�advertised�on�Alibaba�sell�for�over�$2000�U.S.�dollars�with�
some�bags�selling�for�as�much�as�$7500.124�It�is�highly�unlikely�for�a�
genuine�Gucci�handbag�of�the�type� in� this�advertisement� to� sell� for�
$225.� It� is� also� highly� unlikely� that� these� types� of� prices� can� be�
charged� for� gray� market� goods.125� In� addition,� nothing� in� the�
advertisement� indicates� that� these� are� second� hand� or� used� goods.�
Chinese�consumers�have�an�aversion�to�purchasing�secondhand�goods�
due� to� cultural� reasons,� and� Chinese�merchants� are� well� aware� of�
consumers’�dislike�of�secondhand�goods.126�It�is�highly�likely�that�the�
products�advertised�in�the�attached�Alibaba�webpage�are�counterfeits.�

(b)�Appendix�2�is�an�advertisement�for�a�700�ml�bottle�of�Hennessy�
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� 122�The� author�was� told� by� an�associate� in�China�that�Alibaba�did�not� consider� “Gucci�
Guccio”�to�be�an�infringing�or�counterfeit�use�because�the�name�“Gucci”�did�not�appear�alone�
but�was�accompanied�or�modified�by�another�name�as�part�of�the�product’s�brand�name.�Only�
the�unauthorized� use�of� a� trademark� such�as�Gucci� appears�alone�would�be�considered�an�
infringing�use.�
� 123�See�infra�text�accompany�note�117.�
� 124�Women’s� Handbags,� GUCCI,� https://www.gucci.com/us/en/ca/women/womens-
handbags-c-women-handbags/1�(last�visited�July�1,�2019).�
� 125�While� prices�for�gray�market�goods�are�usually� lower�than�prices�for�genuine�goods�
intended�for�the�home�market,�the�price�differential�would�not�be�as�great�as�that�set�forth�in�
the�case�of�the�handbags�in�Appendix�1,�i.e.�it�would�be�highly�unlikely�that�a�genuine�handbag�
that�sold�for�approximately�$2,000�to�$7,500�in�Japan�could�be�sold�as�a�gray�market�good�in�
China�for�$225.�CHOW�&�SCHOENBAUM,�supra�note�55,�at�567.�
� 126�See�Yiling�Pan,�Why� the�Second�Hand�Luxury�Market� isn’t�Thriving� in�China,� JING�
DAILY� (Aug.� 24,� 2017),� https://jingdaily.com/what-blocks-secondhand-luxury-market-
thriving-in-china/�(last�visited�July�12�2019)�(Chinese�consumers�“still�prefer�to�purchase�new�
luxury�goods�and�look�down�on�the�value�of�second-hand�goods”).�
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XO�cognac�with�an�advertised�price�of�432�RMB�or�$65.�A�similarly�
sized� bottle� (750� ml)� sells� for� approximately� $160� in� the� United�
States.127�It�is�highly�likely�that�the�bottle�sold�on�the�Alibaba�website�
is�a�counterfeit.�

(c)�Appendix�3�is�an�advertisement� for�fashion�workout�pants�made�
by�Abercrombie�and�Fitch,�based�in�Columbus,�Ohio,�selling�at�a�price�
of� 80� RMB� or� $12.� Based� on� the� photograph� and� the� author’s�
experience� in� tracking� counterfeiters� in� the� consumer� products�
industry,�it�is�apparent�that�these�products�are�of�low�quality�and�are�
inferior�to�what�Abercrombie�and�Fitch�would�sell�in�retail�stores.�By�
comparison,� Appendix� 4� includes� a� photograph� of� a� similar�
Abercrombie�and�Fitch�product�from�its�website�that�sells�for�$58.128�
These�facts�indicate�that�it�is�highly�likely�that�the�product�advertised�
on�the�Alibaba�website�is�a�counterfeit.�

To�understand�why�brand�owners�view�examples�such�as�these�as�threats�
to�their�business,� it�is�necessary�to�realize� that� in�China� (as� in�many�other�
countries)�there�is�a�huge�appetite�for�counterfeit�goods,�and�many�consumers�
actively�search�for�and�buy�counterfeits.129�The�vast�majority�of�consumers�
in�China�who�visit�the�webpages�for�the�products�described�in�the�examples�
above�are�fully�aware�that�these�are�counterfeit�goods,�but�these�consumers�
are�actively�seeking�these�goods.130�In�the�case�of�counterfeit�Gucci�handbags�
and� counterfeits� of� other� famous� brand� names,� consumers� are� actively�
seeking�to�buy�cheap�imitations�of�the�famous�brand�that�they�can�purchase�
for� a� tenth�or� less� than�the�genuine�product.131�These�consumers�want� the�
prestige�of�the�brand,�trademark,�or�trade�dress�and�are�not�concerned�about�
the�quality�of�the�actual�merchandise�itself.132�So�long�as�the�product�has�the�
trademark�or�trade�dress,�the�purchaser�of�the�counterfeit�is�able�to�enjoy�the�
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� 127�Hennessy� Cognac� XO,� WINE� CHATEAU,� https://www.winechateau.com/products/�
hennessy-cognac-xo�(last�visited�July�1,�2019).�
� 128�See�Appendix�4�infra.�
� 129� Jay�Kennedy,�Commentary:�More� Buying� Counterfeits� and� Knockoff� -� It’s�Costing�
Billions� and� More� (May� 12,� 2019),� CHANNEL� NEWS� ASIA,� https://www.channelnews�
asia.com/news/commentary/more-buy-knock-off-counterfeit-fake-goods-branded-drug-
crime-11499382� (noting� that� “there� are� many� consumers� who� willingly� buy� counterfeit�
goods”).�See�also�The�Counterfeit�Goods�Industry�in�Modern�China�(April�15,�2019),�DAXUE�
CONSULTING,� https://daxueconsulting.com/counterfeit-products-in-china/� (noting� that� “the�
market�for�fake�goods�in�China�is�largely�driven�by�consumers�who�actively�search�for�and�
purchase�counterfeit�products”).�
� 130�This�observation�is�based�on�the�author’s�own�experience�in�China.�See�Liz�Robbins,�
Investigators� Seize� Fake� Luxury� Goods,� N.Y.� TIMES� (Aug.� 16,� 2018),�
https://www.nytimes.com/2018/08/16/nyregion/fake-luxury-goods-handbags.html.� �
� 131�This�observation�is�based�on� the�author’s�work�with�private� investigation�companies�
tracking�counterfeiters�in�China.�
� 132�See� DANIEL� C.K.�CHOW�&�EDWARD� LEE,� INTERNATIONAL� INTELLECTUAL�PROPERTY:�
PROBLEMS,�CASES,�AND�MATERIALS�784�(3d�ed.�2017)�(consumers�will�knowingly�purchase�
fake�luxury�goods).�
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good�will�associated�with�the�brand�name�or�trademark.133�In�China�today�(as�
in�many�other�countries),�there�is�an�enormous�demand�for�counterfeit�luxury�
branded�handbags�that�offer�the�prestige�of�the�genuine�brand�at�a�fraction�of�
the�price�of�the�genuine�product.134�

The�same�is�true�with�counterfeit�liquor�as�shown�in�example�(b)�above.�
Consumers�in�China�who�purchase�counterfeit�bottles�of�famous�brand�name�
liquor� are� not� in� general� buying� the� liquor� for� private� or� personal�
consumption.135�In�China,�for�personal�or�professional�reasons,�people�often�
have� banquets� or� dinners� where� highly� alcoholic� drinks� are� served� and�
consumed�in�large�quantities�as�part�of�social�drinking�rituals.136�It�is�a�mark�
of�prestige� for�a�host�to�serve�a�famous�foreign�brand�of� liquor,�such�as�a�
French�made�cognac�like�Hennessy�or�a�western�brand�of�whiskey�such�as�
Johnny� Walker� Black� Label.137� There� is� a� huge� demand� for� this� type� of�
counterfeit�liquor,�where�the�counterfeiter�uses�a�bottle�that�is�either�a�copy�
or�a�genuine�used�bottle�and�fills�it�with�a�cheap�but�potent�liquor.138�The�host�
can�enjoy�the�good�will�of�serving�his�guests�a�high�prestige�brand�while�only�
paying�for�a�common�liquor�that,�while�inexpensive,�is�just�as�potent�but�is�
not�contaminated�or�harmful�to�the�guests.�

In�the�case�of�(c),�young�adults� in�China�are�highly�fashion-conscious�
and�are�hungry�for�famous�international�brands.139�Most�consumers�viewing�
the� webpage�with� Abercrombie� and� Fitch�pants� selling� for� $12� are� fully�
aware�that�these�are�counterfeits�and�that�the�product�is�of�low�quality.�They�
reason,�however,� that� they�can�pay�about�the�same�price�for� a� low-quality�
product�without�the�prestige�of�the�counterfeit�Abercrombie�label�or� pay�a�
little�bit�more�for�the�same�low-quality�product�but�enjoy�the�prestige�of�the�
Abercrombie�brand�name.�Many�consumers�will�choose�the�latter.140�
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� 133� Id.�
� 134� Id.�
� 135�These�observations�about�the�use�of�alcohol�in�China�are�based�upon�the�author’s�own�
experience�and�based�on�discussions�with�colleagues�and�associates.�
� 136�See�Nathan�H.�Gray,�“Gan�Bei”:�Business�and�Ritualistic�Drinking�in�China,�WORD�
PRESS� (Apr.� 22,� 2010),� https://nathanhgray.wordpress.com/2010/04/22/gam-bei-business-
and-ritualistic-drinking-in-china/�(discussing�the�importance�of�drinking�rituals).�
� 137�See�Jiani�Ma,�Rich�Post-80s�Drive�Chinese�Whiskey�Market�Growth,�JING�DAILY�(Apr.�
16,�2018),� https://jingdaily.com/chinese-whiskey-market/� (noting� the� demand� for� premium�
and�super�premium�brands�of�whiskey�and�cognac�in�China).�
� 138�Natalie�Wang,�Nearly�40%�of�Chinese�Consumers�Admit�to�Purchasing�Fake�Booze,�
THE�DRINKS� BUS.� (Mar.� 19,�2018),� https://www.thedrinksbusiness.com/2018/03/nearly-40-
chinese-consumers-admit-to-purchasing-fake-booze/� (noting� that� consumers� admit� to�
intentionally�purchase�fake�booze�in�China).�
� 139�See�e.g.,�Luxury�Brands�Tailor�Their�Marketing�to�Asian�Millennial�Consumers,�THE�
FASHION� LAW� (Aug.� 7,� 2018),� http://www.thefashionlaw.com/home/luxury-brands-tailor-
their-marketing-to-millennial-consumers-in-the-far-east.�
� 140�This� observation� is� based� upon� the�authors’� experience� in� investigating� counterfeit�
consumer�products�in�China.�
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2.�Alibaba’s�“Arrogance”�and�Illegal�Activities�

While� MNCs� have� consistently� complained� about� Alibaba’s� tacit�
approval� and� support� of� counterfeiting,� these� sentiments� were� recently�
confirmed�for�the�first�time�by�enforcement�authorities�in�China�in�connection�
with� an� extraordinary� national� level� investigation� of� Alibaba.� The� State�
Administration�of� Industry� and�Commerce� (SAIC)� and� its� local� branches�
(AICs)�are�charged�with�maintaining� orderly�markets� in� the� PRC� and�are�
primarily�responsible�for�stemming�the� flow�of�counterfeit�goods.141� In�the�
case� of�Alibaba,� the� SAIC� took� the� unprecedented� step� of� conducting� an�
administrative�guidance�meeting�with�Alibaba�officials�in�July�2014.142�The�
Director�of�the�SAIC�emphasized�the�unique�nature�of�the�meeting�when�he�
stated,�“For�this�meeting,�I�didn’t�know�whether�it’s�the�first�ever�of�its�kind,�
or�the�last,�but�I�hope�that�this�would�be�the�last�time�for�a�meeting�of�this�
nature.”143�

Enforcement� actions�are�usually� the�provenance�of� local�AICs�as� the�
SAIC,�the�central�level�authority,�is�a�supervisory�and�policy-making�body.144�
However,�the�SAIC�believed�that�in�the�case�of�Alibaba,�it�was�necessary�for�
the�agency�to�step� in�to�resolve�a�case�that�had�proven�to�be�intractable�to�
local� authorities.145� In� the� administrative�guidance�meeting,� the� SAIC�and�
appropriate�local�level�AICs�met�with�Alibaba�officials�in�order�to�set�forth�
an� agreed� upon� set� of� steps� to� remediate� counterfeiting� on� Alibaba�
platforms.146�

The� administrative�guidance�meeting� between� the�SAIC�and�Alibaba�
executives�occurred�on�July�16,�2014,147�and�on�January�28,�2015,�the�SAIC�
issued�a�White�Paper�as�a�follow�up�to� the�meeting� to�formally�set�forth�a�
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� 141�State� Administration� of� Industry� and� Commerce,� IP� CHANNEL� (Feb.� 9,� 2010),�
http://ip.people.com.cn/�GB/152255/10960401.html.�
� 142�See�Transcript�of�Administrative�Guidance�Meeting�Between�SAIC�and�Alibaba�(held�
July�14,�2016)� (on� file�with�author)� [hereinafter�Transcript�of�Admin.�Guidance�Meeting];�
Huang,�supra�note�31�(“On�July�16,�2014,�the�administrative�guidance�group�of�the�Internet�
Supervision�Department�.�.�.�held�an�administrative�guidance�forum�at�the�Zhejiang�Province�
Industry� and� Commerce� Bureau.� Principal� officers� and� management� teams� of� the� core�
departments�of�Alibaba�Group�attended�the�meeting�and�accepted�administrative�guidance.”).�
See�also�Heather�Timmons,�Chinese�Regulators�Flagged�Illegal�Practices�at�Alibaba�Months�
Before�Its�Monster�IPO,�QUARTZ�(Jan.�28,�2015),�https://qz.com/334863/chinese-regulators-
flagged-illegal-practices-at-alibaba-months-before-its-monster-ipo/.�Administrative�guidance�
is� governed� by� the� SAIC’s� Comprehensive� Promotion� of�Administrative� Guidance�Work�
(2009).�
� 143�Transcript�of�Admin.�Guidance�Meeting,�supra�note�142,�at�128.�
� 144�State�Administration�of�Industry�and�Commerce,�supra�note�141�(“The�[SAIC]�.�.�.� is�
the� competent� authority� of�ministerial� level� directly� under� the� State�Council� in� charge� of�
market�supervision/regulation�and�related�law�enforcement�through�administrative�means.”).�
� 145�See�SAIC�WHITE�PAPER,�supra�note�31,�at�11–12.�
� 146�The�steps�were�later�summarized�in�the�SAIC�White�Paper.�Id.�at�19.�
� 147�See�id.;�Huang,�supra�note�31.�
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plan�of�remediation.148�In�both�the�transcript�of�the�meeting�and�in�the�SAIC�
White� Paper,� the�SAIC�makes� the� point� repeatedly� that�at� the� time�of� the�
meeting�in�July�2014�there�were�numerous�counterfeits,�infringing�products,�
and�other�violations�of�Chinese�laws�on�advertising,�product�information,�and�
licensing�on�Alibaba’s�websites.149�

However,� the�point�being�made�by�the�SAIC�White�Paper�and�during�
the� administrative� guidance�meeting� is�more� subtle,� and�even�more�deep-
seated,�than�the�need�to�control�persistent�illegal�activities.�For�example,�the�
SAIC�states:�

Alibaba� Group,� for� a� long� time,� has� failed� to� take� seriously� the�
operational�violations�on� its�e-commerce�platforms�and�did�not� take�
effective�measures�to�address�the�violations.�This�caused�a�miniscule�
issue� to� snowball� into� a� serious� problem,� leading� Alibaba� to� its�
greatest�crisis�since�its�incorporation.150�

This�critique�is�not�directed�at�practices�involving�IP�rights;�it�is�directed�
at�an�underlying�culture�at�Alibaba,�which�is�one�of�viewing�itself�as�above�
the�law,�including�an�attitude�of�a�willful�refusal�to�obey�the�law.�At�another�
point,�the�SAIC�White�Paper�states:�

It�is�suspected�that�[Alibaba]�knowingly,�intentionally,�by�negligence�
or� in� spite� of� their� presumed� knowledge� facilitates� unlicensed�
operations,� trademark� infringements,� untruthful� publicity,� pyramid�
schemes�and�violations�of�consumers’�rights.151�

The� SAIC� traces� Alibaba’s� flouting� of� the� law� to� an� attitude� of�
“arrogance.”152�An�AIC�official�at�the�July�16,�2014�meeting�stated�that�when�
speaking�to�Alibaba�employees,�he�felt�“a�kind�of�arrogant�emotion�sprouting�
and�growing.”153�In�its�White�Paper,�the�SAIC�specifically�tells�Alibaba�that�
it�should� “redress�arrogance.”154�The�SAIC� informs�Alibaba�that�it� cannot�
expect�to�“receive�special�treatment�under�law.�.�.�.�Regulators�.�.�.�shall�treat�
businesses� equally� under� law.”155� The� SAIC� also� admonishes� Alibaba� to�
“ethically�conduct�business”�and�warns� that� “[a]n�enterprise� shall�not� get�
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� 148�See�SAIC�WHITE�PAPER,�supra�note�31.�The�purpose�of�the�White�Paper�is�to�provide�
“various�understandings�and�information�about�the�said�administrative�guidance�meeting”�to�
Alibaba.�See�id.�at�11.�
� 149�Transcript�of�Admin.�Guidance�Meeting,�supra�note�142,�at�3–8.�
� 150�SAIC�WHITE�PAPER,�supra�note�31,�at�11–12�(emphasis�added).�
� 151� Id.�at�14.�
� 152� Id.�at�20.�
� 153�Transcript�of�Admin.�Guidance�Meeting,�supra�note�141,�at�117.�
� 154�SAIC�WHITE�PAPER,�supra�note�31,�at�20.�
� 155�“No�market� player� shall� receive� special� treatment� under� law.�The� management� of�
Alibaba�family� shall�understand�their�bottom�line.�Regulators� in�the�applicable� jurisdiction�
shall�treat�businesses�equally�under�law.”�Id.�
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what�it�wants�at�its�own�will.”156�The�SAIC�additionally�warns�Alibaba�that�
it�cannot�flout�the�law�when�it�finds�the�law�interferes�with�its�interests�and�
then�assert�the�law�when�it�needs�the�law’s�protection�despite�acting�without�
credibility�or�integrity.157�

Although�the�SAIC�stood�in�the�position�of�a�government�regulator�at�
the� meeting,� it� at� times� seemed� to� descend� into� the� role� of� a� sycophant�
flattering� the�Alibaba� executives� for� the�purpose�of�cajoling� and�pleading�
with� them� to� respect�the� law.�For�example,� at� the�administrative�guidance�
meeting,�AIC�officials� lavishly�praised�Alibaba,�telling�the�executives�how�
proud�the�PRC�was� of� their�accomplishment,158�mentioning�that�all�of�the�
Alibaba� executives� at� the� meeting� were� “famous� people”159and� “big�
shots,”160� and� joking� that� the� monthly� salary� of� just� one� of� the� Alibaba�
executives� were� as� much� as� the� combined� annual� salaries� of� all� the� AIC�
officials�present�at�the�meeting.161�

a.�Specific�Practices�

Alibaba’s�lack�of�respect�for�the� law�manifested�in�two�practices�that�
drew�the�SAIC’s�special�attention�and�were�the�focus�of�discussion�during�
the� administrative� guidance� meeting:� taking� bribery� from� the� platform�
participants�and�colluding�with�the� counterfeiters.�The�SAIC�states�that�“a�
large�number�of�Alibaba�staffers�take�business�bribes�in�exchange�for�giving�
platform� participants� [preferential� business� opportunities]� to� squeeze� out�
their� competitors.”162� While� Alibaba� was� already� aware� of� the� bribery�
problem�and�took�some�steps�to�control�it,�the�AICs�stated�that�bribery�was�
still� a�problem�as�of�the�July�16,�2014�administrative�guidance�meeting,163�
and�an�Alibaba�vice�president�at�the�meeting�acknowledged�that�“temptation�
from�the�outside”�is�a�problem�among�the�Alibaba�staff.164�The�SAIC�also�
cited�Alibaba�employees’�active�participation�in�misleading�consumers�and�
committing�various�consumer�protection�violations.�For�example,�the�SAIC�
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what�was�included�in�governance,�that�is,�the�commercial�bribery�existing�among�the�staff�of�
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notes�that�“[s]ome�of�the�online�shops,�through�the�trading�with�others,�delete�
negative�comments,�providing�business�information�to�themselves�and�others�
that� disrupts� normal�business� order� .� .� .� .�But� [Alibaba’s]� supervision� and�
punishment�are�not�strict�enough.�There�are�staff�in�[Alibaba]�involved�in�this�
violation.”165�A�second�set�of�practices�involves�Alibaba�employees�working�
together�with� counterfeiters,� tipping� the� counterfeiters� off� to� enforcement�
actions.�For�example,�an�SAIC�official�stated�that�in�one�instance�the�SAIC�
asked�Alibaba� for�information�about� ten�online�stores� suspected�of�selling�
counterfeits;�although�Alibaba�provided�the�information,�seven�of�the�stores�
promptly� closed,� two� cancelled� their� accounts,� and� one� started� to� sell�
authentic�products.166�The�SAIC�concluded�that�“[t]his�indicated�information�
disclosure� by� your� company� staff”167� to� the� counterfeiters.� In� another�
instance,� the� SAIC� stated� that� after� local� AICs� provided� Taobao,� an� e-
commerce� platform� owned� by� Alibaba,� with� information� about� their�
investigations,� Taobao� was� suspected� of� tipping� off� counterfeiters� and�
manufacturers�of�illegal�narcotics.168�

The� unlawful� activities� by� Alibaba� employees� discussed� at� the�
administrative�guidance�meeting�in�July�2014�came�just�three�years�after�a�
major�scandal�in�2011�that�involved�about�100�Alibaba�employees,�including�
supervisors� and� sales� managers,� who� after� an� internal� investigation� were�
found� to� be� directly� responsible� for� allowing� over� 2,300� China� Gold�
Suppliers�to�defraud�international�buyers.169�Long�time�CEO�David�Wei�Zhe�
and� COO� Elvis� Lee� Shi� Huei� were� forced� to� resign� as� a� result� of� the�
scandal.170�According�to�news�reports,�Alibaba�lost�$933�million�in�market�
share�due�to�the�scandal.171�Three�years�after�this�scandal,�according�to�the�
SAIC,� numerous� members� of�Alibaba’s� staff� continued� to� conduct� illegal�
activities� adding� further� to� its� perception� of� a� culture� of� lawlessness� at�
Alibaba.�
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b.�Above�the�Law�in�China�

Alibaba’s�“arrogance”�needs�to�be�understood�in�the�context�of�China’s�
legal� and�political� culture.� In�China� today,� it� is� not�unusual� for� powerful�
entities� to� routinely� disregard� the� law.� In� general,� the� more� powerful� an�
entity,� the� less� compelled� it� feels� to� follow� the� law.� Alibaba� is� among� a�
handful� of� the� most� powerful� entities� in� China.� As� a� mundane� example�
familiar�to�every�citizen�in�China,�cars�registered�to�the�People’s�Liberation�
Army�(“PLA”)�do�not�obey�traffic�laws.172�Every�car�registered�to�the�PLA�
has�a�special�license�plate.�These�cars�will�routinely�drive�through�red�lights,�
speed,�and�refuse�to�pay�tolls.�Under�China’s�current�security�systems,�cars�
that�drive�through�red�lights�are�recorded�by�cameras�stationed�at�every�traffic�
stop,� and� letters� containing� fines� are� sent� to� transgressors.� PLA� cars,�
however,�do�not�pay�fines.�No�regular�police�officer�with�the�Public�Security�
Bureau�will�dare�to�stop�a�PLA�car�for�a�traffic�violation,�and�no�toll�collector�
will�dare�to�challenge�a�PLA�car�that�refuses�to�pay�the�toll.�This�is�a�deeply�
embedded�cultural�attitude�that�starts�at�the�top�with�the�most�powerful�entity�
of�all�in�Chinese�society:�the�Communist�Party,�which�views�itself�as�above�
the�law�and�views�the�law�as�a�mere�instrument�for� it� to�use�to�achieve� its�
own�ends.173�These�Party�attitudes�will�be�familiar�to�Jack�Ma,�the�chairman�
of�Alibaba,�who�is�also�a�member�of�the�Communist�Party,174�as�are�other�
senior�Alibaba�executives.175�

As�noted�earlier,�Alibaba’s� size�is�prodigious,�and�its�financial�power�
overwhelming.176�In�China�today,�an�entity�that�is�as�large�and�powerful�as�
Alibaba� does� not� believe� that� it� needs� to� answer� to� lowly� government�
enforcement� officials.� Alibaba� executives,� such� as� Chairman� Jack� Ma,�
himself�a�Communist�Party�member,�and�other�senior�Alibaba�officials�who�
are�also�Party�members,�believe�that�they�do�not�answer�to�the�law�but�only�
to�the�Party,�the�ultimate�authority�in�China.177�One�example�of�the�close�link�
between�Alibaba�and�the�Party�is�that�Alibaba�runs�China’s�new�social�credit�
system.178� Alibaba� assigns� a� three� digit� score� (from� 350� to� 950)� to� each�
citizen� in� China� based� on� the� social� desirability� of� the� citizen’s� conduct,�

�����������������������������������������������������������
� 172�The�author�has�witnessed�these�practices�by�the�PLA�firsthand�in�China.�
� 173�DANIEL�C.K.�CHOW,�THE�LEGAL�SYSTEM�OF�CHINA�IN�A�NUTSHELL�62�(3d� ed.�2015):�
“[N]either�Imperial�China�nor�pre-reform�modern�China�recognized�or�accept�the�rule�of�law�
.�.�.�.�[T]he�Communist�Party�views�itself�as�holding�unchallenged�authority.�In�modern�China,�
the�Communist�Party�is�supreme.”�
� 174�Li�Yuan,�Jack�Ma,�China’s�Richest�Man�Belongs�to�the�Communist�Party.�Of�Course.,�
N.Y.� TIMES� (Nov.� 27,� 2018),� https://www.nytimes.com/2018/11/27/business/jack-ma-
communist-party-alibaba.html.�
� 175�The�author�has�personal� knowledge� that� senior�Alibaba�officials� are�Party�members�
from�his�current�work�as�a�legal�expert�in�litigation�involving�China.�
� 176�See�supra�text�accompanying�notes�103–107.�
� 177�This�observation�is�based�upon�the�author’s�own�assessment�and�analysis.�
� 178�Campbell,�supra�note�42.�



Northwestern�Journal�of�
International�Law�&�Business� 40:157�(2020)�

184�

allowing�the�government�to�punish�or�reward�its�citizens.179�These�close�ties�
further� suggest� that�Alibaba� is� not� intimidated�by�and�does� not�fear� PRC�
enforcement� authorities.� For� their� part,� PRC� enforcement� authorities� are�
reluctant�to�shut�down�or�seriously�harm�Alibaba�because�such�actions�will�
lead�to�significant�financial�losses�for�China�and�the�possible�demise�of�one�
of�the�world’s�leading�technology�companies�and�a�great�source�of�national�
pride.180�

An�indication�of�how�Alibaba�continues�to�view�itself�as�above�the�law�
in�China�is�that�on�April�25,�2019,�the�USTR�placed�Alibaba�on�its�Notorious�
Markets�List�for� the�third�year� in�a� row.181�This�designation�occurred�five�
years�after�the�SAIC�administrative�guidance�meeting�in�July�2014�and�four�
years�after�the�SAIC�issued�the�White�Paper�detailing�a�plan�of�remediation�
in�2015.�In�its�2018�report,�the�USTR�stated,�“[a]lthough�Alibaba�has�taken�
some�steps�to�curb�the�offer�and�sale�of�infringing�products,�right�holders�.�.�
.�continue�to�report�high�volumes�of�infringing�products�and�problems�with�
using� takedown� procedures.”182� After� a� history� of� misconduct,� scandals,�
vehement� protests� by� brand� owners,� an� extraordinary� effort� by� the� PRC�
government,� and� numerous� blacklists� by� the� U.S.� government,�Alibaba’s�
conduct� has� not� changed� appreciably.� Under� these� circumstances,� brand�
owners� must� confront� the� reality� that�Alibaba� is� not� likely� to� change� its�
conduct�without�intervention�by�the�highest�levels�of�the�Party,�probably�only�
by� a� personal� decision� by� Xi� Jinping,�China’s� President� and� the�General�
Secretary�of� the�Communist�Party.183�Until� senior� Party�leaders� intervene,�
brand�owners�must� accept� the� likelihood� that�Alibaba�believes� that� it�can�
operate� outside� of� the� law� in� China� with� impunity� and� without� fear� of�
government�reprisals.�

E.�Amazon�

Amazon�is�currently�the�largest�e-commerce�marketplace�in�the�United�
States184�and�is�the�second�largest�in�the�world,�trailing�only�Alibaba.185�As�
of�2016,�the�market�value�of�Amazon�exceeded�that�of�the�eight�largest�U.S.�
brick-and-mortar� retailers� combined,� including�Walmart,� Target,� and�Best�
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Buy.186�In�December�2018,�Amazon’s�GMV�reached�$239�billion.187�One�of�
its� most�popular� online� retail� services,� Amazon�Prime,� now� has� over�100�
million�members�worldwide.188�Amazon’s�official�anti-counterfeiting�policy�
states�that�it� is�the�responsibility�of�the�seller�or�supplier� to�ensure�that�its�
products�are�genuine,�not�counterfeits.189�Two�aspects�of�Amazon’s�business�
practices�have�led�to�a�rise�in�online�counterfeits.�

Once� a� brand� owner� agrees� to� sell� its� products� on� Amazon’s� e-
commerce� marketplace,� Amazon� will� source� products� not� only� from� the�
brand�owner,�but�also�from�other� third-party�vendors�that�sell� the�branded�
products.�In�order�to�have�sufficient� inventory�on�hand� to�satisfy�customer�
orders� expeditiously,�Amazon’s�warehouses�will� co-mingle�products�from�
the�brand�owner�and�from�other�third-party�vendors�into�a�single�source�of�
supply.190�If� a�third-party�vendor�ships�a�counterfeit�product�to�Amazon,�it�
becomes�co-mingled�with�genuine�products�in�Amazon’s�warehouse.�When�
a�customer�orders�a�product�online,�the�customer�may�receive�a�product�from�
the�warehouse� from�either�the�brand�owner�or�a�third-party�vendor,�which�
might�be�a�counterfeit.�The�source�of�the�product�is�not�clear�to�the�customer�
when�he�or�she�makes�a�purchase,�but�the�customer�will�generally�assume�
that�it�was�manufactured�by�the�brand�owner.�

Unable�to�make�inroads�into�China’s�e-commerce�marketplace�against�
competitors� such� as� Alibaba,� Amazon� decided� in� 2015� to� woo� Chinese�
manufacturers�to�sell�directly�to�U.S.�consumers�on�its�e-commerce�site.191�
As� China� is� the� world’s� largest� source� of� counterfeits,� the� result� was�
predictable:� beginning� in� 2015,� counterfeits� soon� began� to� proliferate� on�
Amazon’s�e-commerce�sites,�much�to�the�chagrin�and�exasperation�of�brand�
owners.�Brand�owners’�complaints�against�Amazon�also�echo�some�of�the�
complaints� against� Alibaba.� For� example,� according� to� one� brand� owner�
representative,�“Amazon�is�making�money�hand�over�fist�from�counterfeiters,�
and�they’ve�done�about�as�little�as�possible�for�as�long�as�possible�to�address�
the�issue.”192� �
�
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�
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III.�ENTITY�VERIFICATION�MEASURES�AND�THE�
REQUIREMENTS�OF�PRC�LAW�

The�discussion�in�Part�II�centers�on�how�the�concern�is�different�in�each�
case,� although� brand� owners� voice� similar� concerns� about� counterfeits�
available�on�Alibaba�and�Amazon.�The�major�complaint�by� brand�owners�
with�Alibaba�is�that�it�facilitates�the�sale�of�counterfeits�in�order�to�satiate�the�
enormous�appetite�for�counterfeits�among�China’s�consumers.�In�the�case�of�
Amazon,�the�major�concern�of�brand�owners�is�that�U.S.�consumers�who�seek�
to� purchase� genuine� products� are� instead� deceived� into� purchasing� a�
counterfeit.�In�both�cases,�brand�owners�have�expressed�frustration�with�the�
lack� of� effective� enforcement� by� these� e-commerce� platforms� against�
webpages�or�postings�selling�counterfeits�on�Alibaba�or�Amazon’s�websites.�
These�problems�are�further�discussed�below.�

A.� Problems�with�Enforcement��

Although� brand� owners� have� many� complaints� about� enforcement�
issues�against�counterfeiters�on�Alibaba�and�Amazon�platforms,�the�crux�of�
these�complaints�can�be�summarized�as�follows:�(1)�counterfeiters�use�false�
identities� and�addresses� and� thus� are� untraceable;� (2)� brand�owners� must�
suffer�through�the�use�of�cumbersome�and�ineffective�notice�and�takedown�
procedures;�and�(3)�existing�measures�used�by�e-commerce�platforms�do�not�
deter�repeat�infringing�activity.�

1.� False�Names,�Identities,�and�Addresses�

Current�e-commerce�platforms,�including�Alibaba�and�Amazon,�do�not�
subject�new�sellers�to�adequate�verification�or�confirmation�although�Alibaba�
is� required� to� do� so� under� PRC� law;� without� an� enforced� verification� or�
confirmation�process,�counterfeiters�routinely�use�false�or�inaccurate�names�
and�addresses�when�registering�with�these�e-commerce�platforms.193�When�
brand�owners�pursue�counterfeiters�in�enforcement�actions,�they�discover�that�
names�and�addresses�are�fictional,�and�the�counterfeiters�then�disappear�into�
the� vast� expanse� of� cyberspace.� Brand� owners� argue� that� Alibaba� and�
Amazon�have�few�requirements�for�registration�and�that�verification�of�this�
information�is�not�thorough�or�adequate.�In�the�case�of�Alibaba,�the�SAIC�
White�Paper� stated� that�“only� lip� service� is�paid� to�credential� review�and�
registration�of� vendors.”194� Brand� owners�often�complain� that�vendors�on�
Amazon�use�fictitious�names�and�addresses.195�

2.�Burdensome�Notice�and�Takedown�Procedures�

E-commerce� platforms� create� bureaucratic� or� technical� hurdles� in�
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helping� brand� owners� to� locate� or� identify� sources� of� counterfeits� and�
counterfeiters.196� These� hurdles� delay,� frustrate,� and� create� additional�
financial�burdens�for�brand�owners.197�Both�Amazon�and�Alibaba�use�a�notice�
and� takedown� procedure� that� is� based� upon� requirements� set� forth� in� the�
DMCA198�and�similar�provisions�in�PRC�law,�respectively.199�When�a�brand�
owner� discovers� an� offending� webpage� or� posting,� the� brand� owner� is�
required�to�submit�notices�to�the�ISP�under�a�certain�set�of�criteria�that�results�
in�the�ISP�requiring�the�removal�of�an�offending�webpage�or�posting.�Brand�
owners� have� described� the� experience� of� using� notice� and� takedown�
procedures�as�“Kafka-esque”200�and�likened�their�use�to�being�imprisoned�in�
“Amazon�purgatory.”201�Brand�owners�are�required�to�place�an�order�for�the�
counterfeit�goods,�buy�and�receive�the�goods�from�the�offending�website,�test�
the� goods,� verify� that� they� are� counterfeit,� and� then� submit� both� the�
counterfeit�and�genuine�product�with�notices�documenting�these�actions.202�
Alibaba�has� a�“three�strikes”�policy,203� requiring�proof�of�three� completed�
transactions� involving� counterfeits� and� submission� of� notices� before� an�
offending� webpage� can� be� removed.� This� process� can� take� months,� is�
expensive,� and� consumes� significant� time� and� effort� by� the�brand� owner.�
Even�when�brand�owners�satisfy�this�arduous�process,�they�complain�that�the�
notices�are�still�often�ultimately�rejected�for�technical�reasons.204�

3.� Lack�of�Deterrence�

In�those�instances�in�which�brand�owners�can�achieve�a�takedown�of�the�
offending� website� or� otherwise� bring� pressure� to� bear� on� counterfeiters,�
brand� owners� complain� that� once� the� counterfeit� goods� disappear,� they�
reappear�in�short�order�on�a�new�webpage.205�Some�brand�owners�refer�to�this�
process� as� a� futile� game� of� “Whac-A-Mole”� in� which� a� counterfeiter�
disappears�only� to� immediately� reemerge� under�a�new�name,�identity,�and�
location�to�resume�its�counterfeiting�operations.206�In�the�meanwhile,�brand�
owners�have�expended�significant�time,�effort,� and�money�in�pursuing� the�
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� 198�See� 17�U.S.C.� §�512� (Westlaw� through� Pub.� L.�No.� 116-68).�See� also� Intellectual�
Property� Policy� for�Sellers,� supra� note� 101� (Amazon);� Intellectual� Property�Rights� (IPR)�
Protection�Policy,�supra�note�101�(Alibaba).�
� 199�See�generally�Trademark�Law�of�the�People’s�Republic�of�China,�supra�note�97;�Law�
Against�Unfair�Competition�of�the�People’s�Republic�of�China,�supra�note�97.�
� 200�Bercovici,�supra�note�15.�
� 201� Id.�
� 202� Id.�
� 203�Enforcement� Actions� for� Intellectual� Property� Rights� Infringements� Claims� on�
Alibaba.com,�ALIBABA�(Nov.�1,�2017),�https://rule.alibaba.com/rule/detail/2043.htm.�
� 204�See�Bercovici,�supra�note�15.�
� 205�See�supra�text�accompanying�note�15.�
� 206�Bercovici,�supra�note�15.�
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counterfeiting�without�achieving�any�tangible�results.�

B.�Proposed�Remedial�Measures�

While� counterfeiting� on� the� Internet� is� a� daunting� problem,� China�
provides� the� information� technology� tools� that� can� be� used� to� deter�
counterfeiters�and�that�can�address�each�of�the�three�major�enforcement�issues�
faced�by�brand�owners:�false�identities�and�addresses,�convoluted�notice�and�
takedown� procedures,� and� rampant� recidivism.� Most� brand� owners� are�
completely�unaware�of�or�otherwise�do�not�understand�these�potent�tools.�

1.�AIC�Business�License�

As�part�of�China’s�extensive�system�of�industrial�and�social�control,�a�
legal�regime�of�identification�and�attribution�of�legal�liability�exists�that�can�
be�used�against�counterfeiters�involved�in�e-commerce�commerce.�Both�in�
the�July�16,�2014�administrative�guidance�meeting�and�in�its�White�Paper,�
the�SAIC�repeatedly�refers�to�Alibaba’s�need�to�control�counterfeiting�at�the�
point�of�entry�(i.e.,�registration�on�the�Alibaba�websites).�The�AICs�stressed�
that�if�entry�is�well�controlled,�many�of�Alibaba’s�current�problems�can�be�
solved.207�This�Article�argues�that�brand�owners�should�heed�the�advice�of�
China’s� enforcement� authorities� and� seek� to� have� e-commerce� platforms�
implement�effective�registration�procedures�in�accordance�with�the�specific�
requirements�of�PRC�law.�These�measures�can�create�prophylactic�measures�
at�the�point�of�entry�that�can�create�an�effective�deterrent�to�counterfeiting.��

Article�23�of�SAIC�Order�No.�60,�Measures�on�the�Administration�of�
Online� Transactions� (“MAOT”)208� requires� business� operators� of� online�
platforms�to�verify�the�legal�identities�of�all�entities�or�persons�applying�for�
access�to�their�platform�for�the�sale�of�products:�

The� business� operator� of� a� third-party� transaction� platform� shall�
examine�and�register�as�business�operators�the�identities�of�the�legal�
persons,�other�economic�organizations�or� industrial�and�commercial�
sole�proprietors�that�apply�for�access�to�the�said�platform�for�sale�of�
products� or� provision� of� services,� establish� registration� files� and�
conduct� regular� verification� and� updating,� and� make� public� the�
information�specified�in�their�business�licenses�or�provide�electronic�
links�to�their�business�licenses�in�eye-catching�locations�on�its�main�
web�pages�for�business�activities.209�

As� set� forth� above,� Article� 23� requires� the� e-commerce� platform� to�
display� information� in� the� business� licenses� of� business� operators� or� to�

�����������������������������������������������������������
� 207�Hua�Yu�of�Fujian�Provincial�AIC:�“Until�now,�it�seems�that�there�are�some�difficulties�
in�solving�some�problems.�But�in�fact,�if�the�entity�is�well�controlled,�I�don’t�think�it�will�be�a�
problem.”�Transcript�of�Admin.�Guidance�Meeting,�supra�note�141,�at�27.�
� 208�See�Administrative�Measures�for�Online�Trading,�supra�note�48.�
� 209� Id.�at�art.�23�(emphasis�added).�
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provide� a� link� to� their� business� licenses.210�Under�PRC� law,� every� lawful�
business�entity�in�the�PRC�must�have�a�business�license�issued�by�the�local�
AICs�that�contains�the�lawful�business�scope�of�the�entity,�its�address,�and�
the�name�of�its�legal� representative.211�All�lawful�enterprises�must�have�an�
official,�AIC-issued�business�license;�any�entity�that�does�not�have�a�business�
license� cannot� lawfully� operate.212Business� operators� obtain� a� business�
license� by� applying� to� local� AICs� that� review� their� proposed� business�
operations�to�ascertain�that�they�are�lawful�and�economically�feasible.213�For�
example,� if�a�business�operator�proposes�to�sell� trademarked�products,� the�
AICs�will� ask�for�proof�of�a� trademark� registration�or� trademark�licensing�
agreement.214�The�issuance�of�a�business�license�means�that�the�AICs�have�
reviewed�and�approved�the�proposed�business�plan�of�the�applicant�and�found�
it�to�be�lawful.��

Among� its� other� functions,� the� business� license� sets� forth�the� lawful�
business�scope�of�the�entity.�For�example,�a�business�license�might�state�that�
the�entity�is�lawfully�authorized�to�engage�in�the�sale�of�laundry�detergent�or�
other�cleansing�agents�for�laundry.�Such�an�entity�would�be�acting�unlawfully�
if�it�engaged�in�any�business�outside�of�that�scope,�such�as,�for�example,�the�
sale� of�peripheral�equipment� for� computers�or�mobile� phones.�A� business�
operator�that�obtains�a�business�license�for�the�sale�of�genuine�products�but�
instead� sells� counterfeits� is� in� violation� of� its� license� and� faces� a� fine� or�
suspension�of�the�license,�which�would�require�ceasing�business�operations.��

The�business�license�also�prevents�the�business�operator�from�using�a�
business�name�and�address�on�an�e-commerce�site�different�from�that�on�the�
business�license.�Only�the�business�identified�in�the�license�by�its�name�and�
address�is�lawfully�entitled�to�use�the�business�license,�i.e.�such�licenses�are�
not� transferable� and� cannot� be� used� by� an� entity� other� than� the� one� that�

�����������������������������������������������������������
� 210� Id.�
� 211�Companies�Law�of�the�People’s�Republic�of�China,�ch.�I,� art.�7� (promulgated�by� the�
President�of�the�PRC,�Order�No.�42,�Oct.�27,�2005,�effective�on�Jan.�1,�2006)�(“The�business�
license�for�a�company�shall�state�therein�such�matters�as�the�name,�domicile,�registered�capital,�
actual�paid-up�capital,�business�scope,�the�name�of�the�legal�representative,�etc.”)�[hereinafter�
Companies�Law�of�the�PRC].�
� 212�See�id.�(“Company�registration�authorities�shall�issue�business�licenses�for�companies�
established�under�the�law.�The�date�of�issuance�of�a�business�license�for�a�company�shall�be�
the� date� of� establishment� of� the� company.”).�See� National� Enterprise�Credit� Information�
Publicity�System,�SAIC,�http://www.gsxt.gov.cn/index.html� (last� visited� July�1,�2019).� See�
also� The� 5-in-1� China� Business� License� (WFOE/WOFE),� FDI� CHINA� (July� 11,� 2018),�
https://www.fdichina.com/blog/china-company-registration/wfoe-wofe/5-in-1-business-
license/.�
� 213�This�observation�is�based�upon�the�author’s�own�experience�in�applying�for�business�
licenses� in�China.�See�Matt�Slater,�What�Is�a�China�AIC?,�CHINA�CHECKUP�(Dec.�9,�2013),�
https://www.chinacheckup.com/blogs/articles/china-aic� (“China� AICs� .� .� .� provide� official�
registration�records�for�all�companies�in�their�jurisdiction[.]”).�
� 214�The�author� has�applied�for�business�licenses� in�China�and�was�asked� by� the�AIC�to�
provide�proof�of�ownership�or�authorized�use�of�trademark�rights�for�products�sold�under�the�
mark�to�ensure�that�the�business�had�the�legal�right�to�sell�the�branded�products.�
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applied�for�and�received�the�business�license.�A�business�operator�that�has�
sold�counterfeit�goods�and�that�has�been�the�subject�of�an�enforcement�action�
cannot�just�simply�disappear�and�reappear�on�the�Internet�under�a�different�
business�name�and�address;�if�the�name�and�address�do�not�match�that�on�the�
license,�the�use�of�the�license�is�unlawful.�Strictly�verifying�the�information�
on� the� business� license� will� prevent� business� operators� accused� of�
counterfeiting� from� disappearing� and� immediately� reappearing� under� a�
different�name�and�address.�To�use�a�different�name�and�address,�the�business�
operator�would�have� to�apply� for� a� new�business� license� from� the�AIC,�a�
process�that�could�take�months.215�

Requiring� a� valid� business� license� will� preclude� many� underground�
counterfeiting�factories,�petty�criminal�organizations,�smugglers,�and�other�
illegal�entities�from�registering�to�sell�on�an�e-commerce�platform�because�
such�entities�are�unwilling�to�undergo�scrutiny�by�the�AICs�for�fear�that�their�
illegal�activities�will�be�exposed,�leading�to�prosecution�by�AICs�and�other�
PRC�authorities,�such�as�the�Public�Security�Bureau�(the�police).�These�types�
of� nefarious� entities� and� persons� are� also� involved� in� brick-and-mortar�
counterfeiting;� they� operate� illegal� underground� factories� and� have� no�
business�licenses.216�However,�without�a�valid�business�license,�these�entities�
will�be� unable� to� register�on�an�e-commerce� platform� such� as�Alibaba� in�
accordance�with�Article�23�of�the�MAOT.�

2.�Legal�Representative�

The�business�license�will�also�contain�the�name�of�the�business�entity’s�
legal�representative.217�Under�PRC�law,�every�lawful�business�must�have�a�
natural�person�who�serves�as�the�legal�representative�of�the�business�entity.218�
According�to�PRC�law,�the�legal�representative�has�the�clear�authority�to�act�
on�behalf�of�the�business�entity�and�can�bind�the�business�entity�to�contracts�
and�other�legal�relationships.219�In�many�cases,�the�chairman�of�the�board�of�
directors�of�a�company�or�a�person�of�a�similar�rank�in�other�organizations�
will�serve�as�the�legal�representative.220�PRC�authorities�wanted�to�make�sure�
that� under� the� law,� it� was� always� clear� which� person� within� a� business�
enterprise� could� sign� a� legally� binding� contract� or� create� other� legal�

�����������������������������������������������������������
� 215�This� observation� is� based� on� the� author’s�own� personal� experience� in� applying� for�
business�licenses�in�China.�
� 216�The�author’s�own�experience�is�that�many�of�these�counterfeiters�do�not�operate�their�
businesses�within�the�boundaries�of�the�laws�and�regulations.�
� 217�Companies�Law�of�the�PRC,�supra�note�211,�at�ch.�I,�art.�7�
� 218�General�Principles�of�the�Civil�Law�of�the�PRC,�supra�note�51,�at�ch.�III,�art.�38�(“In�
accordance�with� the� law�or� the� articles� of� association� of� the� legal� person,� the� responsible�
person�who�acts�on�behalf�of�the�legal�person�in�exercising�its�functions�and�powers�shall�be�
its�legal�representative.”).�
� 219� Id.�
� 220�Any�person�can�serve�as�a�legal�representative,�but�companies�usually�appoint�a�high�
ranking�official.�
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relationships.221� Although� not� specifically� required� by� the� MAOT,� e-
commerce�platforms�should�require�the�business�entity’s�legal�representative�
to�undergo�the�registration�procedures�so�as�to�make�certain�that�the�business�
entity�has�lawfully�committed�to�legal�obligations�created�by�registration.��

Under�PRC�law,�the� legal� representative� is�also�personally� subject� to�
administrative�and�criminal�liability�whenever�the�company�conducts�illegal�
operations�beyond� the�range�approved�by�registration�authorities,�commits�
fraud,� secretly� withdraws� or� transfers� funds,� or� engages� in� other� illegal�
activities.222� The� existence� of� the� legal� representative� ensures� the� PRC�
government� that� there� is� always� a� flesh� and� blood� person� who� will� be�
responsible�to�PRC�authorities�for�violations�of�the�law�by�legal�“persons,”�
such�as�a�business�enterprise.�223�PRC�authorities�did�not�want�ultimate�civil�
or�criminal�liability�to�rest�solely�with�a�legal�fiction�while�natural�persons�
escaped�responsibility.224�

By�identifying�a�business�entity’s�legal�representative�through�requiring�
submission�of� its�business�license,� e-commerce�platforms�such�as�Alibaba�
would�provide�the�brand�owner�with�a�flesh�and�blood�person�against�whom�
it�can�directly�bring�a�complaint�in�a�civil�lawsuit�under�the�PRC�Trademark�
Law225� or� Anti-Unfair� Competition� Law226� or� whom� the� Public� Security�
Bureau�(the�police)�can�arrest�under�the�PRC�Criminal�Law.227��

With� these�requirements,�brand�owners�would�not�be�limited�to�using�
the�e-commerce�platform�owner’s�internal�enforcement�mechanism,�such�as�

�����������������������������������������������������������
� 221�General�Principles�of�the�Civil�Law�of�the�PRC,�supra�note�51,�at�ch.�III,�art.�38.�
� 222�General�Principles�of�Civil�Law�of�the�People’s�Republic�of�China,�Article�49:�
Under�any�of�the�following�circumstances,�an�enterprise�as�legal�person�shall�bear�liability,�its�
legal�representative�may�additionally�be�given�administrative�sanctions�and�fined�and,�if�the�
offence�constitutes�a�crime,�criminal�responsibility�shall�be�investigated�in�accordance�with�
the�law:�
(1)� conducting� illegal� operations� beyond� the� range� approved� and� registered� by� the�
registration�authority;�
(2)�concealing�facts�from�the�registration�and�tax�authorities�and�practicing�fraud;�
(3)�secretly�withdrawing�funds�or�hiding�property�to�evade�repayment�of�debts;�
(4)�disposing�of�property�without�authorization�after�the�enterprise�is�dissolved,�disbanded�
or�declared�bankrupt;�
(5)�failing�to�apply�for�registration�and�make�a�public�announcement�promptly�when�the�
enterprise� undergoes� a� change� or� terminates,� thus� causing� interested� persons� to� suffer�
heavy�losses;�
(6)�engaging�in�other�activities�prohibited�by�law,�damaging� the�interests�of�the�State�or�
the�public�interest.�

General�Principles�of�the�Civil�Law�of�the�PRC,�supra�note�51,�at�ch.�II,�art.�49.�
� 223�General�Principles�of�the�Civil�Law�of�the�PRC,�supra�note�51,�at�ch.�III,�arts.�38�&�49.�
� 224� Id.�
� 225�Trademark�Law�of�the�People’s�Republic�of�China,�supra�note�97.�
� 226�Law�Against�Unfair�Competition�of�the�People’s�Republic�of�China,�supra�note�97.�
� 227�Selling�counterfeits�violates�Article�140�of�the�Criminal�Law�of�the�People’s�Republic�
of�China.�See�Criminal�Law�of�the�People’s�Republic�of�China,�ch.�III,�art.�140�(promulgated�
by�the�President�of�the�PRC,�Order�No.�83,�Mar.�14,�1997).�
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the�notice�and�takedown�procedures.�As�PRC�law�requires�that�the�business�
operator�make�its�business�license�available�on�the�e-commerce�platform�and�
as�business� licenses�are�publicly� available�on�the�AIC�websites,� the�brand�
owner�does�not�need�to�go�through�the�platform�owner�to�obtain�the�necessary�
information� to� directly� pursue� the�business� operator.228� Instead,� the� brand�
owner� can� immediately� act� against� the� legal� representative� listed� in� the�
business� license�upon�discovering�an�offending�webpage�or�posting�rather�
than�be�subject�to�the�long�and�frustrating�delays�of�the�notice�and�takedown�
procedures.�Of�course,�the�brand�owner�can�also�use�the�platform�owner’s�
internal� procedures� in� addition� to� bringing� an� action� directly� against� the�
business� operator� through� PRC� enforcement� authorities� or,� under� some�
circumstances,� in� the� United� States� if� the� offender� has� sufficient� U.S.�
contacts.229�

The� use� of� an� enforcement�method� that� does� not� rely� on� the� active�
participation�of�the�e-commerce�platform�is�particularly�useful�in�the�case�of�
Alibaba,�which�the�PRC�authorities�themselves�have� identified�as�viewing�
itself�above�the�law.�Any�method�of�enforcement�against�counterfeiters�that�
requires�the�active�participation�of�Alibaba�could�be�met�with�half-hearted�
efforts�or�resistance,�as�many�brand�owners�have�persistently�suspected�and�
complained.� Directly� pursuing� the� counterfeiter� will� also� relieve� brand�
owners�from�the�burden�of�using�Amazon’s�convoluted�internal�procedures.�

3.�Verification�and�Deterrence�

Requiring,�verifying,�and�displaying�seller�information�should�create�an�
effective� deterrent� against� selling� counterfeits� on� Alibaba� and� other� e-
commerce�platforms,�since�fewer�counterfeit�sellers�would�even�turn�to�the�
platform� in� the� first� place� if� such� sufficient� safeguards� were� in� place.�
Counterfeiters� always� rely�on� the� use�of� false� identities,� false�names,� and�
false� addresses� because� they� are� fearful� of� detection,� capture,� arrest,� and�
prosecution.230�This� is� true� of� counterfeiters�who� sell� in� brick-and-mortar�
outlets�as�well�as�counterfeiters�who�sell�on�the�Internet.�The�essential�tools�

�����������������������������������������������������������
� 228�A�similar�procedure�can�be�used�in�the�case�of�sole�proprietorships�that�would�require�
individuals� to� register,� i.e.� Alibaba� should� do� a� strict� review� of� the� identity� card� of� the�
registrant.�“A�natural�person�who�intends�to�engage�in�online�product�transactions�shall�carry�
out�business� activities� via� a� third-party� transaction�platform,�and�submit� to� the� third-party�
transaction�platform�his/her�name,�address,�valid�identity�proof,�valid�contact�details�and�other�
real�identity�information.”�General�Principles�of�the�Civil�Law�of�the�PRC,�supra�note�51,�at�
ch.�I,�art.�7.�The�same�principle�applies:�identifying�the�name�and�address�of�a�flesh�and�blood�
person�who�can�be�held�civilly�and�criminally�responsible�can�be�an�effective�deterrent�against�
counterfeits�on�Alibaba�websites.�
� 229� It�would�be�possible�to�file�an�action�against�a�Chinese�counterfeiter�in�the�United�States�
only� if� the� counterfeiter� is� subject� to� the� personal� jurisdiction� of� U.S.� courts� under� the�
minimum� contacts� standard� set� forth� in� Int’l� Shoe� v.�Wash.,�326�U.S.� 310� (1945)� and� its�
progeny.�
� 230�This� observation� is� based� on� the� author’s� own� extensive� experience� in� pursuing�
counterfeiters�in�China�and�in�the�United�States.�
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of�the�counterfeiter�are� secrecy,� subterfuge,�and�artifice.�The�counterfeiter�
relies� on� these� tools� to�disappear�at� the� first� sign� of� trouble.�Denying� the�
counterfeiter�the�use�of�these�tools�of�secrecy�and�disguise�would�force�the�
counterfeiter�to�operate�openly�and�transparently�subject�to�legal�actions�in�
China�or� in� the�United�States,� a� prospect� that� counterfeiters� abhor.�Many�
counterfeiters�would�find�the�price�of�transparency�and�the�risks�of�capture�
too�high�a�price�to�pay�for�operating�on�the�Internet�and,�as�a�result,�will�be�
deterred�from�registering�on�e-commerce�platforms.��

Currently,� however,� as� the� SAIC� notes,� Alibaba� “only� pays� lip�
service”231�to�verifying�information.�The�SAIC�specifically�criticized�Alibaba�
for� numerous� careless� and� lax� practices� in� its� examination� of� business�
licenses�that�fail�to�verify�that�the�entity�named�in�the�business�license�was�
the�user�of�the�license.232�A�review�of�the�Alibaba�webpages�contained�in�the�
Appendix� indicates� the� business� operator� has� not� displayed� or� provided�
access�to�its�business�license�on�its�webpage�as�required�by�Article�23�of�the�
MAOT.233�At�present,�many� individuals� register�on�Alibaba’s�websites�by�
using�false�identification�papers,�sets�of�which—as�the�SAIC�noted—can�be�
purchased�on�Alibaba’s�websites.234�Under�its�guidelines,�Amazon�does�not�
require� online� sellers� from� China� to� submit� an� AIC� business� license� or�
identify�a�legal�representative.�Currently,�Amazon�only�requires�a�business�
name,�a�telephone�number,�and�some�form�of�personal�identification,�and,�as�
a�result,�many�vendors�provide�fictitious�information.235�

4.�Amazon�and�PRC�Law�

Although� Alibaba� is� clearly� subject� to� the� SAIC� Measures� on� the�
Administration�of�Online�Transactions,� it� is� arguable� that�Amazon� is� also�
subject� to� these� provisions� as� applied� to� business� entities� in� China� that�
register�on�Amazon.�Under�traditional�choice�of�law�principles,�the�physical�
location� of� the� business� entities� in� China� provides� a� basis� for� choosing�
Chinese�law�to�govern�the�matter�of�the�registration�of�those�entities.236�Even�
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� 231�SAIC�WHITE�PAPER,�supra�note�31,�at�13.�
� 232�“Some�online�stores�that�are�required�to�upload�business�licenses�to�pass�the�true�name�
authentication�have�an�entity�name,�business�address,�residential�information�that�apparently�
are�not�consistent�with�the�entity�name,�business�address�or�residential�address�on�the�business�
license.�Some�vendors�uploaded�business�license�information�of�other�companies.”�Id.�
� 233�See�Appendices�1-3.�
� 234�Transcript�of�Admin.�Guidance�Meeting,�supra�note�142,�at�98.�
� 235�Selling�on�Amazon:�Frequently�Asked�Questions,�supra�note�44�(requiring�a�business�
name,�address,�and�contact�information�among�other�information�in�order�to�open�an�Amazon�
seller� account);� see� also� supra� note� 13� (brand� owners� find� vendors� provide� bogus�
information).�
� 236�Under�the�Restatement� (Second)�of�Conflicts�of�Law�§�188(2),�the� following�factors�
would� support� a� finding� of�PRC� law� to� govern� the� registration� requirements:� (a)� place� of�
contracting,�(c)�place�of�performance,�(d)�location�of�the�subject�matter�of� the�contract,�and�
(e)� place� of� incorporation� and� place� of� business� of� the� parties.� Restatement� (Second)� of�
Conflicts�of�Law�§�188(2)�(Am.�Law�Inst.�1971).�
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if�choice�of�law�rules�do�not�dictate�the�application�of�the�SAIC�Measures,�
nothing�prevents�Amazon�from�choosing�on�its�own,�through�a�choice�of�law�
clause� in� its� contracts�with� vendors,� to� follow�PRC� law� and� require� each�
Chinese�business�to�submit�an�AIC�business�license�or�a�link�to�the�license�
on� its� websites� as� well� as� requiring� the� legal� representative� to� undergo�
registration�procedures.237�This�process�will�allow�brand�owners�in�the�United�
States�to�bring�an�action�directly�against�business�operators�in�China�that�use�
offending�webpages�or�posts�on�Amazon�in�lieu�of�or�in�addition�to�pursing�
notice� and� takedown� procedures.� As� the� vast� majority� of� counterfeits�
originate� from�China,238� such�measures�could�be� an�effective� deterrent� to�
counterfeits�on�Amazon.�

5.�Consent�to�Arbitration�before�CIETAC�

Although�not�required�by�MAOT�or�other�PRC�law,�e-commerce�sites�
should� also� include� in� their� registration� procedures� a� clause� requiring� the�
resolution�of�disputes�involving� foreign�elements�by�arbitration�before� the�
China� International� Economic� and� Trade� Arbitration� Commission�
(CIETAC).239�CIETAC�has�its�headquarters�in�Beijing�and�facilities�in�other�
cities� in�China�and�Hong�Kong;240� it� lists�many�foreign�experts� among�its�
roster�of�arbitrators,241�and�parties�can�choose�English�as�the�language�of�the�
arbitration.242� The� clause� should� include� a� provision� that� the� business�
operator�consents�to�the�arbitration�of�disputes�with�the�platform�owner�or�an�
entity�authorized�by�the�platform�owner,�i.e.,�the�brand�owner.�

Arbitration�clauses�providing�for�resolution�of�disputes�by�CIETAC�are�
now�commonly�used�by�many�companies�to�resolve�international�business�
disputes�that�involve�China,243�and�arbitration�is�generally�the�normal�method�
for�resolving�international�disputes.244�The�advantage�of�such�a�clause�for�the�
brand� owner� is� the� certainty� that� an� action� can� be� filed� against� the� legal�

�����������������������������������������������������������
� 237�Parties�can�also�choose�the�applicable�law�through�a�choice�of�law�provision.�See�id.�§�
187.�
� 238�See�supra�Part�II.A.�
� 239�China�Int’l�Econ.�&�Trade�Arbitration�Comm’n�(CIETAC)�Arbitration�Rules,�art.�3(2)�
(revised�and�adopted�by�the�China�Council�for�the�Promotion�of�International�Trade�and�China�
Chamber� of� International� Commerce� on� Nov.� 4,� 2014� and� effective� on� Jan.� 1,� 2015),�
http://www.cietac.org/Uploads/201904/5caae5be03bb5.pdf�[hereinafter�CIETAC�Arbitration�
Rules].�
� 240�CIETAC�Arbitration�Rules,�supra�note�239,�art.�2(3).�
� 241�Arbitrators,� CIETAC,� http://www.cietac.org/index.php?g=User&m=Arbitrator&a=�
index&l=en�(last�visited�July�1,�2019).�
� 242�CIETAC�Arbitration�Rules,�supra�note�239,�art.�30.�
� 243�See�Model�Clause:�China�International�Economic�and�Trade�Arbitration�Commission�
(CIETAC),�INT’L�TRADE�CENTR.,�http://www.intracen.org/Model-Clause-China-International-
Economic-and-Trade-Arbitration-Commission-CIETAC/� (last� visited� July� 1,� 2019)�
(promoting�the�use�of�a�model�arbitration�clause�using�the�CIETAC).�
� 244�CHOW�&�SCHOENBAUM,�supra�note�55,�at�593�(noting�that�arbitration�is�now�the�normal�
way�to�resolve�international�business�disputes).�
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representative�of�the�business�operator�with�CIETAC�and�that�CIETAC�will�
have�jurisdiction�over�the�respondent.�This�will�allow�brand�owners�to�move�
expeditiously�when� filing� an� action�with�CIETAC�without� having� to� deal�
with� the� uncertainty� of� preliminary� issues� such� as� proper� notice� and�
jurisdiction�in�a�court-based�litigation.�The�brand�owner�will�also�not�need�to�
suffer� through� the� agony� of�waiting�months� required� by� using�notice�and�
takedown�procedures.��

CIETAC�awards�enjoy�a�high�degree�of�respect� and�enforceability�in�
China.�PRC�law�requires�parties� to� implement�CIETAC�arbitral� awards245�
and� the� awards� are� enforceable� by� Chinese� courts� at� the� local� level.246�
Consent�to�arbitration�before�a�prestigious�entity�such�as�CIETAC�would�act�
as�a� further�powerful�deterrent�to�counterfeiters� in�China,�who�are�used�to�
dodging�legal�authorities�not�consenting�to�appear�before�them.�The�threat�of�
being� brought� before� CIETAC� should� further� deter� counterfeiters� from�
registering�on�e-commerce�platforms.�For�those�merchants�that�do�register,�
brand�owners�will�have�a�quick�and�effective�method�of�enforcement.�

IV.�CONCLUSION�

The�dawn�of�the�age�of�e-commerce�in�the�new�millennium�opened�new�
possibilities� for� legitimate� commerce,� but� it� also� created� vast� new�
opportunities� for� illegal�commerce,� such� as� the� sales� of� counterfeits� on� a�
previously�impossible�scale�and�level�of�penetration.�This�Article�has�detailed�
some�of�the�daunting�challenges�the�Internet�created�for�brand�owners�and�
the�brand�owners’�numerous�but�frustrated�efforts�in�dealing�with�this�potent�
new�threat.� �

This�study�has�focused�on�the�two�largest�e-commerce�sites�in�the�world�
that�dominate�online�retail�services� in�China�and�the�United�States�and�the�
lessons� learned� can� be� immediately� applied� to� other� sites.� The� kinds� of�
problems�that�brand�owners�face�on�Alibaba�and�Amazon�are�both�different�
and�similar.��

The� problems� are� different� in� that� Alibaba� facilitates� the� sale� of�
counterfeits� to� satiate� the� enormous� demand� for� counterfeits� by� Chinese�
consumers,�whereas�Amazon�sells�counterfeits�on�its�e-commerce�site�to�U.S.�
consumers�who�are�deceived�into�buying�a�counterfeit�when�they�sought�to�
buy� a� genuine� product.� Together,� Alibaba� and� Amazon� can� deliver� a�
crippling� one-two� punch� to� brand� owners:� Alibaba� facilitates� the� sale� of�
counterfeits� of� their� products� to� those� consumers� who� seek� them,� and�
Amazon�facilitates�the�sale�of�counterfeits�to�those�who�do�not.�Considering�

�����������������������������������������������������������
� 245�CIETAC�Arbitration�Rules,�supra�note�239,�art.�55(1)�(“The�parties�shall�perform�the�
arbitral�award�within�the�time�period�specified�in�the�award.�If�no�time�period�is�specified�in�
the�award,�the�parties�shall�perform�the�award�immediately.”)�
� 246�CIETAC� Arbitration� Rules,� supra� note� 239,� art.� 55(2)� (“Where� one� party� fails� to�
perform� the�award,�the�other�party�may�apply�to�a�competent�court� for�enforcement� of�the�
award�in�accordance�with�the�law.”)�
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that�there�are�other�huge�e-commerce�sites�such�as�JD.com�and�Tencent�in�
China�and�e-Bay�and�Groupon�in�the�United�States�with�similar�issues,�brand�
owners�are�faced�with�numerous�dangerous�threats.��

The� problems� are� similar� in� that� brand� owners� find� the� pursuit� of�
counterfeiters� through� these� two� e-commerce� giants� to� be� frustrating� and�
ineffective� and� the� direct� pursuit� of� counterfeiters� to� be� futile,� as�
counterfeiters�quickly�vanish�into�cyberspace�at�the�first�sign�of�trouble.��

Both�sets�of�problems�can�be�remediated�through�the�suggested�course�
of�action�set�forth�in�this�Article.�However,�while�brand�owners�have�made�
many� demands� to� Alibaba� and� Amazon� to� streamline� and� improve� their�
internal�procedures� for�the�monitoring�of�counterfeits�and�their�notice�and�
takedown�procedures,�to�the�best�of�the�author’s�knowledge,�no�brand�owner�
has�looked�closely�at�PRC�law�for�help�despite�the�urging�of�PRC�officials.247�
Given�the�poor�reputation�of�China�in�protecting�foreign�intellectual�property�
rights,248� this� lack�of� trust� in�PRC� law� is� understandable,�but� information�
technology� tools� are�available� that� can�be�put� to�effective�use.�Of�course,�
these�tools�were�not�created�by�the�PRC�with�the�goal�of�protecting�foreign�
brand� owners,� but� instead� for� the� purpose�of� satisfying�China’s�obsessive�
need�to�closely�monitor�all�aspects�of�Chinese�civil�society.�While�China�is�
far�behind�the�United�States�in�protecting�intellectual�property�rights,�China�
is�far�ahead�of�most�countries�in�using�information�technology�to�monitor�and�
supervise�all�aspects�of�Chinese�civil�society.249�These� tools�can�provide�a�
level�of�effective�deterrence�to�Chinese�counterfeiters�that�seek�to�sell�their�
illegal�wares�on�internet�commerce�sites�based�in�China�or�the�United�States.�
Brand�owners�can�use� the�tools�detailed�in� this�Article�on�their�own,�or�in�
conjunction� with� existing� and� developing� new� tools� through� internet�
commerce�sites�as�an�overall�strategy�of�deterrence.��

To�be�able�to�use�the�tools�discussed�in�this�Article,�brand�owners�only�
need�to�insist�on�what�they�have�every�right�to�receive:�e-commerce�sites�in�
China,�such�as�Alibaba,�must�faithfully�obey�relevant�provisions�of�PRC�law�
that� are� simple� and� straightforward,� an� area� in� which� Alibaba� falls� far�
short;250� and� e-commerce� sites� in� the� United� States,� including� Amazon,�
should�apply�PRC�law�on�entity�registration�of�Chinese�business�operators�
�����������������������������������������������������������
� 247�See�supra�note�206.�
� 248�See�Daniel� C.K.�Chow,�The�Myth� of�China’s�Open�Market�Reforms�and� the�World�
Trade�Organization,�U.�PENN.�J.�INT’L�L.�8�(forthcoming�2019)�(file�on�copy�with�the�author).�
� 249�One�example�is�China’s�recent�social�credit�system,�which�involves�assigning�a�social�
credit�score�indicating�the�desirability�of�a�citizen’s�conduct�to�each�citizen�in�China,�a�country�
of�over�1.38�billion�people.�See�supra�note�42.�There�is�also�a�more�menacing�side�to�China’s�
use�of�technology�in�monitoring�its�citizens.�Critics�have�argued�that�China�has�used�advanced�
technology�to�create�an�“all�seeing�police�state”�in�the�rebellious�Muslim-dominated�area�of�
Xinjiang� Province.� See� China’s� Hi-Tech� Police� State� in� Fractious� Xinjiang� a� Boon� for�
Security� Firms,� S.� CHINA� MORNING� POST� (Jun.� 27,� 2018),� https://www.scmp.com/�
news/china/diplomacy-defence/article/2152749/chinas-hi-tech-police-state-fractious-
xinjiang-boon.�
� 250�See�supra�Part�II.D.2.�
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under�traditional�choice�of�law�rules,�a�choice�of�law�clause,�or�voluntarily.�
Verification�of�entity�registration�should�become�easier�with�the�enactment�
of� proposed� new� data� security� legislation� that� would� impose� civil� and�
criminal� liability� for� the�misuse� of� electronic� information.251� Entities� that�
register� on� e-commerce� sites� could� become� liable� for� the� use� of� false,�
misleading,�or�inaccurate�business�licenses�and�thus�would�have�an�additional�
legal�incentive�to�use�business�licenses�accurately. �252� �

Alibaba�poses�a�particularly�formidable�challenge�to�brand�owners�due�
to� its� overwhelming� size� and� power� within� China�and� its� leading� role� in�
facilitating�the�online�sale�of�counterfeits.�Alibaba’s�prodigious�wealth�and�
strength�has�led,�in�the�words�of�PRC�officials,�to�a�culture�of�“arrogance.”253�
Brand� owners� have� suspected� for� years� that� Alibaba� tacitly� tolerates� and�
supports�counterfeiting�in�order�to�earn�revenue�from�these�sales.�Recently,�
PRC�national�government�authorities�have�confirmed�these�suspicions�as�the�
result�of�an�extraordinary�national-level� intervention�intended�to�discipline�
Alibaba.� Beyond� tolerating� and� supporting� counterfeiting,�Alibaba,� in� the�
words�of�PRC�national�authorities,�views�itself�as�above�the�law�and�unafraid�
of� and� not� intimidated� by� PRC� enforcement� authorities.254� In� fact,� the�
opposite�seems�to�be�the�case,�as�the�2014�investigation�of�Alibaba�by�the�
SAIC�indicates:�government�authorities�are�reluctant�to�seriously�discipline�
Alibaba�or�its�business�due� to�Alibaba’s�exalted�stature�and�reputation�as�a�
national� paragon� in�China.255� This� raises� a� deeper� issue�with�Alibaba� for�
brand�owners,�as�this�attitude�is�unlikely�to�change�without�intervention�by�
the� highest� levels� of� the� Communist� Party,� a� topic� that� deserves� further�
scholarly�exploration�but�is�beyond�the�scope�of�this�Article.��

The� proposed� course� of� action� described� in� this� Article� has� the�
advantage�of�not�having�to�rely�on�Alibaba’s�active�participation;�all�that�is�
required� is� that� Alibaba� mechanically� apply� the� law� as� is� required� for�
registration�of�online�vendors,�and�brand�owners�can�on�their�own�enforce�
their�rights�against�offending�parties�in�civil�and�criminal�actions�in�China�or�
the� United� States.� The� proposals� set� forth� in� this� Article� also� apply� to�
problems� that� brand� owners� face� on� Amazon� and� other� U.S.-based� e-
commerce�sites,�so�long�as�these�sites�apply�PRC�law�as�a�result�of�choice�of�
law� analysis,� a� choice� of� law� clause,� or� voluntarily.� So� long� as� Amazon�
follows�PRC�law�in�entity�registration�verification,�brand�owners�can�proceed�
directly�with�legal�actions�against�counterfeiters�and�infringers�in�China�or�

�����������������������������������������������������������
� 251�Shuju�Anquan�Guanli�Banfa�(Zhengjiu�Yijian�Gao)�Di�Si� Tiao� (数据安全管理办法
（征求意见稿）第四条),� translated� in� Security�Measures� for�Data� Security�Management�
(Draft� for� Comments),� art.� 4,� COVINGTON� UNOFFICIAL� TRANSLATION,� https://www.inside�
privacy.com/wp-content/uploads/sites/6/2019/05/Measures-for-Data-Security-
Management_Bilingual-1.pdf�(last�visited�Nov.�25,�2019).�
� 252� Id.�
� 253�See�supra�text�accompanying�note�151.�
� 254�See�supra�text�accompanying�notes�151-156.�
� 255�See�supra�text�accompanying�note�182.�
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the�United� States�and�are�not� relegated� to� the�misery� of� relying� solely�on�
Amazon’s�convoluted�and�cumbersome�internal�procedures.��

Ironically,� while� most�brand� owners� have� focused� their� attention� on�
streamlining�the� internal�monitoring�procedures�of�e-commerce�platforms,�
they�have�ignored�the�more�effective�tools�that�are�available�in�plain�sight�in�
China’s�legal�system.�By�using�these�tools�created�by�China’s�obsessive�need�
to�closely�monitor�and�control�all�aspects�of�its�civil�society,�brand�owners�
can�help�to�deter�counterfeiters�by�forcing�them�to� shed�their�concealment�
and�anonymity�and�by�exposing�them�to�what�they�fear�and�loathe�the�most:�
transparency�and�accountability�for�their�illegal�actions.�
� �
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V.�APPENDICES�

Appendix�1.�Alibaba�Listing:�Gucci�Guccio�Handbags�

�

�

� �



Northwestern�Journal�of�
International�Law�&�Business� 40:157�(2020)�

200�

Appendix�2.�Alibaba�Listing:�Hennessy�XO�
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Appendix�3.�Alibaba�Listing:�Abercrombie�&�Fitch�Sweatpants�
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Appendix�4.�Abercrombie�&�Fitch�Sweatpants�
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&RQV�PHUV� P�VW� EH� FRQILGHQW� LQ� WKH� VDIHW��� T�DOLW��� DQG�
D�WKHQWLFLW�� RI� WKH� SURG�FWV� WKH�� S�UFKDVH� RQOLQH�� '�6� LV�
FRPPLWWHG�WR�FRPEDWLQJ�FR�QWHUIHLWHUV�DQG�SLUDWHV��LWK�WKH�KHOS�
RI� R�U� 8�6�� �RYHUQPHQW� SDUWQHUV� DQG� SULYDWH� VHFWRU�
VWDNHKROGHUV����KR�DUH�FULWLFDO�WR�KHOSLQJ�VHF�UH�V�SSO��FKDLQV�
WR�VWHP�WKH�WLGH�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���

�&RPEDWLQJ�7UDIILFNLQJ�LQ�&R�QWHUIHLW�DQG�3LUDWHG��RRGV���KDV�EHHQ�SUHSDUHG�E�� WKH�8�6��
'HSDUWPHQW�RI��RPHODQG�6HF�ULW��V�2IILFH�RI�6WUDWHJ���3ROLF���DQG�3ODQV��7KH�UHSRUW��VHV�
DYDLODEOH� GDWD�� V�EVWDQWLDO� S�EOLF� LQS�W�� DQG� RWKHU� LQIRUPDWLRQ� WR� GHYHORS� D� GHHSHU�
�QGHUVWDQGLQJ� RI� KR�� H�FRPPHUFH� SODWIRUPV�� RQOLQH� WKLUG�SDUW�� PDUNHWSODFHV�� DQG� RWKHU�
WKLUG�SDUW�� LQWHUPHGLDULHV� IDFLOLWDWH� WKH� LPSRUWDWLRQ� DQG� VDOH� RI� PDVVLYH� DPR�QWV� RI�
FR�QWHUIHLW� DQG� SLUDWHG� JRRGV�� 7KH� UHSRUW� LGHQWLILHV� DSSURSULDWH� DGPLQLVWUDWLYH�� VWDW�WRU���
UHJ�ODWRU���DQG�RWKHU�DFWLRQV��LQFO�GLQJ�HQKDQFHG�HQIRUFHPHQW�PHDV�UHV��PRGHUQL]DWLRQ� RI�
OHJDO�DQG�OLDELOLW��IUDPH�RUNV��DQG�EHVW�SUDFWLFHV�IRU�SULYDWH�VHFWRU�VWDNHKROGHUV��7KHVH�VWURQJ�
DFWLRQV� FDQ�EH� LPSOHPHQWHG� V�LIWO�� WR� V�EVWDQWLDOO�� UHG�FH� WUDIILFNLQJ� LQ� FR�QWHUIHLW� DQG�
SLUDWHG�JRRGV��KLOH�SURPRWLQJ�D�VDIHU�$PHULFD���

7KLV� UHSRUW� �DV� SUHSDUHG� S�UV�DQW� WR� 3UHVLGHQW� 'RQDOG� -�� 7U�PS�V� $SULO� ��� ������
0HPRUD�G�P�R��&RPEDWL�J�7UDIILFNL�J�L��&R��WHUIHLW�D�G�3LUDWHG��RRG���7KH�3UHVLGHQW�V�
KLVWRULF�PHPRUDQG�P�SURYLGHV�D�P�FK��DUUDQWHG�DQG�ORQJ�RYHUG�H�FDOO�WR�DFWLRQ�LQ�WKH�8�6��
�RYHUQPHQW�V�ILJKW�DJDLQVW�D�PDVVLYH�IRUP�RI�LOOLFLW�WUDGH�WKDW�LV�LQIOLFWLQJ�VLJQLILFDQW�KDUP�
RQ�$PHULFDQ�FRQV�PHUV�DQG�E�VLQHVVHV��7KLV�LOOLFLW�WUDGH�P�VW�EH�VWRSSHG�LQ�LWV�WUDFNV��

7KLV�UHSRUW��DV�SUHSDUHG�LQ�FRRUGLQDWLRQ��LWK�WKH�6HFUHWDULHV�RI�&RPPHUFH�DQG�6WDWH��WKH�
$WWRUQH�� �HQHUDO�� WKH� 2IILFH� RI� 0DQDJHPHQW� DQG� %�GJHW�� WKH� ,QWHOOHFW�DO� 3URSHUW��
(QIRUFHPHQW� &RRUGLQDWRU�� WKH� 8QLWHG� 6WDWHV� 7UDGH� 5HSUHVHQWDWLYH�� WKH� $VVLVWDQW� WR� WKH�
3UHVLGHQW�IRU�(FRQRPLF�3ROLF���WKH�$VVLVWDQW�WR�WKH�3UHVLGHQW�IRU�7UDGH�DQG�0DQ�IDFW�ULQJ�
3ROLF��� DQG��LWK�RWKHU� SDUWQHUV� LQ� WKH�8�6�� �RYHUQPHQW�� 7KH� UHSRUW� DOVR� EHQHILWWHG� IURP�
H[WHQVLYH�HQJDJHPHQW��LWK�WKH�SULYDWH�VHFWRU��

6LQFHUHO����
�
&KDG�:ROI�
$FWLQJ�6HFUHWDU����
8�6��'HSDUWPHQW�RI��RPHODQG�6HF�ULW��



�

��

��� ([HF�WLYH�6�PPDU��
�

7KH�3UHVLGHQW�V�$SULO����������0HPRUD�G�P�R��&RPEDWL�J�7UDIILFNL�J�L��&R��WHUIHLW�D�G�3LUDWHG�
�RRG�� FDOOV� SURPSW� DWWHQWLRQ� WR� LOOLFLW� WUDGH� WKDW� HURGHV� 8�6�� HFRQRPLF� FRPSHWLWLYHQHVV� DQG�
FDWDO�]HV�FRPSR�QGLQJ�WKUHDWV�WR�QDWLRQDO�VHF�ULW��DQG�S�EOLF�VDIHW���
�

&R�QWHUIHLWLQJ� LV� QR� ORQJHU� FRQILQHG� WR� VWUHHW�FRUQHUV� DQG� IOHD� PDUNHWV�� 7KH� SUREOHP� KDV�
LQWHQVLILHG�WR�VWDJJHULQJ�OHYHOV��DV�VKR�Q�E��D�UHFHQW�2UJDQLVDWLRQ�IRU�(FRQRPLF�&RRSHUDWLRQ�DQG�
'HYHORSPHQW� �2(&'�� UHSRUW�� �KLFK� GHWDLOV� D� ���� SHUFHQW� LQFUHDVH� LQ� FR�QWHUIHLWV� WUDGHG�

LQWHUQDWLRQDOO����IURP������ELOOLRQ�LQ������WR������ELOOLRQ�LQ�������6LPLODU�LQIRUPDWLRQ�FROOHFWHG�
E��WKH�8�6��'HSDUWPHQW�RI��RPHODQG�6HF�ULW���'�6��EHW�HHQ������DQG������VKR�V�WKDW�VHL]�UHV�

RI�LQIULQJLQJ�JRRGV�DW�8�6��ERUGHUV�KDYH�LQFUHDVHG����IROG��IURP�������VHL]�UHV�SHU��HDU�WR����������
�
5HOHYDQW� WR� WKH� 3UHVLGHQW�V� LQT�LU�� LQWR� WKH� OLQNDJHV� EHW�HHQ� H�FRPPHUFH� DQG� FR�QWHUIHLWLQJ��

2(&'�UHSRUWV�WKDW��(�FRPPHUFH�SODWIRUPV�UHSUHVHQW�LGHDO�VWRUHIURQWV�IRU�FR�QWHUIHLWV�DQG�SURYLGH�
SR�HUI�O� SODWIRUP�V�� IRU� FR�QWHUIHLWHUV� DQG� SLUDWHV� WR� HQJDJH� ODUJH� Q�PEHUV� RI� SRWHQWLDO�

FRQV�PHUV���� 6LPLODUO��� WKH� 8�6�� �RYHUQPHQW� $FFR�QWDELOLW�� 2IILFH� ��$2�� IR�QG� WKDW� H�
FRPPHUFH�KDV�FRQWULE�WHG� WR� D� VKLIW� LQ� WKH� VDOH�RI� FR�QWHUIHLW� JRRGV� LQ� WKH�8QLWHG�6WDWHV���LWK�
FRQV�PHUV�LQFUHDVLQJO��S�UFKDVLQJ�JRRGV�RQOLQH�DQG�FR�QWHUIHLWHUV�SURG�FLQJ�D��LGHU�YDULHW��RI�

JRRGV�WKDW�PD��EH�VROG�RQ��HEVLWHV�DORQJVLGH�D�WKHQWLF�SURG�FWV��
�

5HVSRQGHQWV�WR�WKH�-�O������������)HGHUDO�5HJLVWHU�1RWLFH�LVV�HG�E��WKH�'HSDUWPHQW�RI�&RPPHUFH�
HFKRHG�WKHVH�REVHUYDWLRQV����3HUKDSV�PRVW�QRWDEO���WKH�,QWHUQDWLRQDO�$QWL�&R�QWHUIHLWLQJ�&RDOLWLRQ�
�,$&&��UHSRUWV�WKDW�WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�LQ�H�FRPPHUFH�LV�D�WRS�SULRULW��

IRU�HYHU��VHFWRU�RI�LWV�PHPEHUVKLS���FRPSULVHG�RI�PRUH�WKDQ�����FRUSRUDWLRQV��LQFO�GLQJ�PDQ��
RI� WKH��RUOG�V�EHVW�NQR�Q�EUDQGV�LQ�WKH�DSSDUHO�� D�WRPRWLYH��HOHFWURQLFV��HQWHUWDLQPHQW��O�[�U��

JRRGV��SKDUPDFH�WLFDO��SHUVRQDO�FDUH�DQG�VRIW�DUH�VHFWRUV���7KH�,$&&�V�EPLVVLRQ�JRHV�RQ�WR�VD���
�

�FUR��� HYHU�� �HFWRU� RI� W�H� ,�&&��� PHPEHU��LS�� W�H� �HHG� WR� DGGUH��� W�H�
WUDIILFNL�J�RI�FR��WHUIHLW�D�G�SLUDWHG�JRRG��L��H�FRPPHUFH��D��EHH��FLWHG�D��D�
WRS� SULRULW��� 7�H� YD�W� DPR��W�� RI� UH�R�UFH�� R�U� PHPEHU�� P��W� GHGLFDWH� WR�
H���UL�J�W�H��DIHW��D�G�YLWDOLW��RI�W�H�R�OL�H�PDUNHWSODFH��EHDU��R�W�W�H�WU�W��RI�
W�H�L���H��LJ�OLJ�WHG�E��3HWHU�1DYDUUR�����L�WD�W�WR�W�H�3UH�LGH�W�IRU�7UDGH�D�G�
0D��IDFW�UL�J� 3ROLF��� L�� �L�� �SULO� ��� �����2S�(G� SLHFH� L�� 7�H�:DOO� �WUHHW�
-R�U�DO���W�DW�W�H��DOH�RI�FR��WHUIHLW�EUD�G��DPH�JRRG��SUH�H�W��D�SHUYD�LYH�D�G�
HYHU�JUR�L�J� W�UHDW� L�� W�H�R�OL�H��SDFH��2�H� ,�&&�PHPEHU� UHSRUWHG�PDNL�J�

�������������������������������������������������
��2(&'����������RYHU�D�FH�)UDPH�RUN��WR�&R��WHU�,OOLFLW�7UDGH��,OOLFLW�7UDGH��2(&'�3�EOLVKLQJ��
3DULV��KWWSV���GRL�RUJ�����������������������HQ��
��8QGHU�)HGHUDO�5HJLVWHU�1RWLFH�����)5���������WKH�'HSDUWPHQW�RI�&RPPHUFH�VR�JKW��FRPPHQWV�IURP�LQWHOOHFW�DO�SURSHUW��
ULJKWV�KROGHUV��RQOLQH�WKLUG�SDUW��PDUNHWSODFHV�DQG�RWKHU�WKLUG�SDUW��LQWHUPHGLDULHV��DQG�RWKHU�SULYDWH�VHFWRU�VWDNHKROGHUV�RQ�WKH�
VWDWH�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�WUDIILFNLQJ�WKUR�JK�RQOLQH�WKLUG�SDUW��PDUNHWSODFHV�DQG�UHFRPPHQGDWLRQV�IRU�F�UELQJ�WKH�
WUDIILFNLQJ�LQ�V�FK�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���

�



�

��

���GUHG��RI�L�YH�WLJDWLYH�R�OL�H�WH�W�S�UF�D�H��RYHU�W�H�SD�W��HDU���LW��D��HDUO��
������FFH��I�OO��UH��OWL�J�L��W�H�UHFHLSW�RI�D�FR��WHUIHLW�LWHP���

�
7KH�VFDOH�RI�FR�QWHUIHLW�DFWLYLW��RQOLQH�LV�HYLGHQFHG�DV��HOO�E��WKH�VLJQLILFDQW�HIIRUWV�H�FRPPHUFH�
SODWIRUPV� WKHPVHOYHV� KDYH� KDG� WR� �QGHUWDNH�� $� PDMRU� H�FRPPHUFH� SODWIRUP� UHSRUWV� WKDW� LWV�
SURDFWLYH�HIIRUWV�SUHYHQWHG�RYHU���PLOOLRQ�V�VSHFWHG�EDG�DFWRUV�IURP�S�EOLVKLQJ�D�VLQJOH�SURG�FW�
IRU�VDOH�WKUR�JK�LWV�SODWIRUP�DQG�EORFNHG�RYHU���ELOOLRQ�V�VSHFWHG�FR�QWHUIHLW�OLVWLQJV�IURP�EHLQJ�
S�EOLVKHG�WR�WKHLU�PDUNHWSODFH��'HVSLWH�HIIRUWV�V�FK�DV�WKHVH��SULYDWH�VHFWRU�DFWLRQV�KDYH�QRW�EHHQ�
V�IILFLHQW�WR�SUHYHQW�WKH�LPSRUWDWLRQ�DQG�VDOH�RI�D��LGH�YDULHW��DQG�ODUJH�YRO�PH�RI�FR�QWHUIHLW�DQG�
SLUDWHG�JRRGV�WR�WKH�$PHULFDQ�S�EOLF���
�
7KH�SURMHFWHG�JUR�WK�RI�H�FRPPHUFH�I�HOV�PR�QWLQJ�IHDUV�WKDW�WKH�VFDOH�RI�WKH�SUREOHP��LOO�RQO��
LQFUHDVH��HVSHFLDOO���QGHU�D�E�VLQHVV�DV��V�DO�VFHQDULR��&RQVHT�HQWO���DQ�HIIHFWLYH�DQG�PHDQLQJI�O�
UHVSRQVH�WR�WKH�3UHVLGHQW�V�PHPRUDQG�P�LV�D�PDWWHU�RI�QDWLRQDO�LPSRUW��
�

�FWLR�V�WR�EH�7DNH��E����6�D�G�WKH�8�6���R�HU�PH�W�

�
'HVSLWH�S�EOLF�DQG�SULYDWH�HIIRUWV�WR�GDWH��WKH�RQOLQH�DYDLODELOLW��RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�
FRQWLQ�HV�WR�LQFUHDVH��6WURQJ�JRYHUQPHQW�DFWLRQ�LV�QHFHVVDU��WR�I�QGDPHQWDOO��UHDOLJQ�LQFHQWLYH�
VWU�FW�UHV�DQG�WKHUHE��HQFR�UDJH�WKH�SULYDWH�VHFWRU�WR�LQFUHDVH�VHOI�SROLFLQJ�HIIRUWV�DQG�IRF�V�PRUH�
LQQRYDWLRQ�DQG�H[SHUWLVH�RQ� WKLV�YLWDO�SUREOHP��7KHUHIRUH��'�6��LOO�LPPHGLDWHO���QGHUWDNH�WKH�
IROOR�LQJ�DFWLRQV�DQG�PDNH�UHFRPPHQGDWLRQV�IRU�RWKHU�GHSDUWPHQWV�DQG�DJHQFLHV�WR�FRPEDW�WKH�
WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���
�

�����������������������������������������������������h���������������

��� (�V�UH�(��L�LHV��L���)L�D�FLDO�,��HUHV�V�L��,PSRU�V��HDU�5HVSR�VLELOL���

��� ,�FUHDVH�6FU��L���RI�6HF�LR������(��LUR�PH���

��� 6�VSH�G�D�G��HEDU�5HSHD��2IIH�GHUV���F����DL�V��1R���RPSOLD���,��HU�D�LR�DO�3RV�V�

��� �SSO���L�LO�)L�HV��3H�DO�LHV�D�G�,�M��F�L�H��F�LR�V�IRU�9LROD�L�H�,PSRU�HG�3URG�F�V�

��� /H�HUD�H��G�D�FH�(OHF�UR�LF��D�D�IRU�0DLO�0RGH�
��� ���L��R���HUIHL�L����R�VRU�L�P��R�,GH��LI��2�OL�H�1HIDULR�V��F�RUV����7,21��3OD��

��� ��DO��H�(�IRUFHPH���5HVR�UFHV�

��� �UHD�H�0RGHU�L�HG�(��RPPHUFH�(�IRUFHPH���)UDPH�RUN�

��� �VVHVV��R��ULE��RU��7UDGHPDUN�,�IUL��HPH���/LDELOL���IRU�3OD�IRUPV�

����5H�(�DPL�H���H�/H�DO�)UDPH�RUN�6�UUR��GL���1R��5HVLGH���,PSRU�HUV�

����(V�DEOLV��D�1D�LR�DO��R�V�PHU���DUH�HVV��DPSDL����

�
�

�
�

�������������������������������������������������
��,QWHUQDWLRQDO�$QWL�&R�QWHUIHLWLQJ�&RDOLWLRQ�V�FRPPHQWV�PDGH�RQ�WKH�'HSDUWPHQW�RI�&RPPHUFH��,QWHUQDWLRQDO�7UDGH�
$GPLQLVWUDWLRQ��2IILFH�RI�,QWHOOHFW�DO�3URSHUW��5LJKWV���5HSRUW�RQ�WKH�6WDWH�RI�&R�QWHUIHLW�DQG�3LUDWHG��RRGV�7UDIILFNLQJ�
5HFRPPHQGDWLRQV�����-�O��������3RVWHG�RQ���$�J�VW�������KWWSV�������UHJ�ODWLRQV�JRY�GRF�PHQW�' '2&����������������
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��

�HVW�3UDFWLFHV�IRU����RPPHUFH�3ODWIRUPV�D�G�7KLUG�3DUW��

0DUNHWSODFHV�

�
�RYHUQPHQW�DFWLRQ�DORQH�LV�QRW�HQR�JK�WR�EULQJ�DER�W�WKH�QHHGHG�SDUDGLJP�VKLIW�DQG��OWLPDWHO��
VWHP�WKH�WLGH�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��$OO�UHOHYDQW�SULYDWH�VHFWRU�VWDNHKROGHUV�KDYH�FULWLFDO�
UROHV�WR�SOD��DQG�P�VW�DGRSW�LGHQWLILHG�EHVW�SUDFWLFHV���KLOH�UHGR�EOLQJ�HIIRUWV�WR�SROLFH�WKHLU�R�Q�
E�VLQHVVHV�DQG�V�SSO��FKDLQV���
�
:KLOH�WKH�8�6��EULFN�DQG�PRUWDU�UHWDLO�VWRUH�HFRQRP��KDV�D��HOO�GHYHORSHG�UHJLPH�IRU�OLFHQVLQJ��
PRQLWRULQJ�� DQG� RWKHU�LVH� HQV�ULQJ� WKH� SURWHFWLRQV� RI� LQWHOOHFW�DO� SURSHUW�� ULJKWV� �,35��� D�
FRPSDUDEOH� UHJLPH� LV� ODUJHO��QRQ�H[LVWHQW� IRU� LQWHUQDWLRQDO� H�FRPPHUFH� VHOOHUV�� 7KH� IROOR�LQJ�
WDEOH�FDWDORJV�D�VHW�RI�KLJK�SULRULW���EHVW�SUDFWLFHV��WKDW�VKDOO�EH�FRPP�QLFDWHG�WR�DOO�UHOHYDQW�SULYDWH�
VHFWRU�VWDNHKROGHUV�E��WKH�1DWLRQDO�,QWHOOHFW�DO�3URSHUW��5LJKWV�&RRUGLQDWLRQ�&HQWHU��,W�VKDOO�EH�WKH�
&HQWHU�V�G�W��WR�PRQLWRU�DQG�UHSRUW�RQ�WKH�DGRSWLRQ�RI�WKHVH�EHVW�SUDFWLFHV��LWKLQ�WKH�VFRSH�RI�WKH�
OHJDO�D�WKRULW��RI�'�6�DQG�WKH�)HGHUDO�JRYHUQPHQW����

�
)RUHPRVW� DPRQJ� WKHVH� EHVW�SUDFWLFHV� LV� WKH� LGHD� WKDW� H�FRPPHUFH�SODWIRUPV��RQOLQH� WKLUG�SDUW��
PDUNHWSODFHV�� DQG� RWKHU� WKLUG�SDUW�� LQWHUPHGLDULHV� V�FK� DV� F�VWRPV� EURNHUV� DQG� H[SUHVV�
FRQVLJQPHQW� FDUULHUV� P�VW� WDNH� D� PRUH� DFWLYH� UROH� LQ� PRQLWRULQJ�� GHWHFWLQJ�� DQG� SUHYHQWLQJ�
WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��
�
�

� �

��������������������������������������������d�����������D������������

��� �RPSUH�H�VL�H��7HUPV�RI�6HU�LFH����UHHPH��V�

��� 6L��LILFD��O��(��D�FHG�9H��L���RI�7�LUG�3DU���6HOOHUV�

��� /LPL�D�LR�V�R���L���5LVN�3URG�F�V�

��� 5DSLG�1R�LFH�D�G�7DNHGR���3URFHG�UHV�

��� (��D�FHG�3RV���LVFR�HU���F�LR�V�

��� ,�GHP�L���5HT�LUHPH��V�IRU�)RUHL���6HOOHUV�

��� �OHDU�7UD�VDF�LR�V�7�UR�����D�NV���D���RPSO���L���8�6��(�IRUFHPH���5HT�HV�V�IRU�

,�IRUPD�LR���5),��

��� 3UH�6DOH�,GH��LILFD�LR��RI�7�LUG�3DU���6HOOHUV�

��� (V�DEOLV��0DUNH�SODFH�6HOOHU�,��

�����OHDUO��,GH��LILDEOH��R���U��RI�2UL�L���LVFORV�UHV�
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��

��� ,QWURG�FWLRQ�
�
(�FRPPHUFH�SODWIRUP��UHSUH�H�W�LGHDO��WRUHIUR�W��IRU�FR��WHUIHLW��D�G�SURYLGH�
SR�HUI�O�SODWIRUP����IRU�FR��WHUIHLWHU��D�G�SLUDWH��WR�H�JDJH�ODUJH���PEHU��RI�
SRWH�WLDO�FR���PHU����

��2U�D�LVD�LR��IRU�(FR�RPLF��RRSHUD�LR��D�G��H�HORSPH����
�
7KH�UDSLG�JUR�WK�RI�H�FRPPHUFH�SODWIRUPV��I�UWKHU�FDWDO�]HG�E��WKLUG�SDUW��RQOLQH�PDUNHWSODFHV�
FRQQHFWHG�WR�WKH�SODWIRUPV��KDV�UHYRO�WLRQL]HG�WKH��D��SURG�FWV�DUH�ER�JKW�DQG�VROG���2QOLQH�WKLUG�
SDUW��PDUNHWSODFH��PHDQV�DQ���HE�EDVHG�SODWIRUP�WKDW�LQFO�GHV�IHDW�UHV�SULPDULO��GHVLJQHG�IRU�
DUUDQJLQJ� WKH�VDOH��S�UFKDVH��SD�PHQW��RU� VKLSSLQJ�RI�JRRGV��RU�WKDW�HQDEOHV�VHOOHUV�QRW�GLUHFWO��
DIILOLDWHG��LWK�DQ�RSHUDWRU�RI�V�FK�SODWIRUPV� WR�VHOO�SK�VLFDO� JRRGV�WR�FRQV�PHUV�ORFDWHG�LQ� WKH�
8QLWHG�6WDWHV��
�
,Q�WKH�8QLWHG�6WDWHV��H�FRPPHUFH��HDU�RYHU��HDU�UHWDLO�VDOHV�JUH��E�������SHUFHQW�LQ�WKH�VHFRQG�
T�DUWHU�RI�������KLOH�WRWDO�UHWDLO� VDOHV� LQFUHDVHG�E��RQO������SHUFHQW� DV�EULFN�DQG�PRUWDU�UHWDLO�
FRQWLQ�HG�LWV�UHODWLYH�GHFOLQH����)RU�H[DPSOH��$PD]RQ�UHSRUWV�WKLUG�SDUW��VDOHV�RQ�LWV�PDUNHWSODFH�
JUH��IURP������PLOOLRQ�LQ������WR������ELOOLR��LQ��������,Q������DORQH��:DOPDUW�H[SHULHQFHG�DQ�
H�FRPPHUFH�VDOHV�LQFUHDVH�RI����SHUFHQW����
�
&R�QWHUIHLWV�WKUHDWHQ�QDWLRQDO�VHF�ULW��DQG�S�EOLF�VDIHW��GLUHFWO���KHQ�LQWURG�FHG�LQWR�JRYHUQPHQW�
DQG�FULWLFDO�LQIUDVWU�FW�UH�V�SSO��FKDLQV��DQG�LQGLUHFWO��LI��VHG�WR�JHQHUDWH�UHYHQ�H�IRU�WUDQVQDWLRQDO�

FULPLQDO� RUJDQL]DWLRQV�� &R�QWHUIHLWV� DOVR� SRVH� ULVNV� WR� K�PDQ� KHDOWK� DQG� VDIHW��� HURGH� 8�6��
HFRQRPLF�FRPSHWLWLYHQHVV�DQG�GLPLQLVK�WKH�UHS�WDWLRQV�DQG�WU�VW�RUWKLQHVV�RI�8�6��SURG�FWV�DQG�

SURG�FHUV��$FURVV�DOO�VHFWRUV�RI�WKH�HFRQRP���FR�QWHUIHLW�JRRGV��QIDLUO��FRPSHWH��LWK�OHJLWLPDWH�
SURG�FWV�DQG�UHG�FH�WKH�LQFHQWLYHV�WR�LQQRYDWH��ERWK�LQ�WKH�8QLWHG�6WDWHV�DQG�DEURDG���
�

:KLOH� WKH� H[SDQVLRQ� RI� H�FRPPHUFH�KDV� OHG� WR�JUHDWHU� WUDGH� IDFLOLWDWLRQ�� LWV� RYHUDOO�JUR�WK��
HVSHFLDOO�� WKH� JUR�WK� RI� FHUWDLQ� UHODWHG� E�VLQHVV� PRGHOV�KDV� IDFLOLWDWHG� RQOLQH� WUDIILFNLQJ� LQ�

FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��$PHULFDQ�FRQV�PHUV�VKRSSLQJ�RQ�H�FRPPHUFH�SODWIRUPV�DQG�RQOLQH�
WKLUG�SDUW��PDUNHWSODFHV�QR��IDFH�D�VLJQLILFDQW�ULVN�RI�S�UFKDVLQJ�FR�QWHUIHLW�RU�SLUDWHG�JRRGV��
7KLV�ULVN�FRQWLQ�HV�WR�ULVH�GHVSLWH�F�UUHQW�HIIRUWV�DFURVV�H�FRPPHUFH�V�SSO��FKDLQV�WR�UHG�FH�V�FK�

WUDIILFNLQJ��
�

�������������������������������������������������
��2(&'����������RYHU�D�FH�)UDPH�RUN��WR�&R��WHU�,OOLFLW�7UDGH��,OOLFLW�7UDGH��2(&'�3�EOLVKLQJ��
3DULV��KWWSV���GRL�RUJ�����������������������HQ��
��'HSDUWPHQW�RI�&RPPHUFH��8�6��&HQV�V�%�UHD���(FRQRPLF�,QGLFDWRUV�'LYLVLRQ���4�DUWHUO��5HWDLO�(�&RPPHUFH�6DOHV��QG�
4�DUWHU�����������$�J�VW�������KWWSV��������FHQV�V�JRY�UHWDLO�UHOHDVHV�KLVWRULFDO�HFRPP���T��SGI��
��-HII�%H]RV��������/HWWHU�WR�6KDUHKROGHUV���7�H��PD]R��%ORJ�����$SULO�������KWWSV���EORJ�DER�WDPD]RQ�FRP�FRPSDQ��
QH�V������OHWWHU�WR�VKDUHKROGHUV�
��1RWH��:DOPDUW�GRHV�QRW�VHSDUDWH�R�W�WKH�SHUFHQWDJH�RI�WKLUG�SDUW��YHQGRU�VDOHV��0RUH�LQIRUPDWLRQ�FDQ�EH�IR�QG���HUH��-DLV�DO��
$EKLVKHN����HWWLQJ�6WDUWHG�6HOOLQJ�RQ�:DOPDUW�LQ�������$Q�,QVLGHU�V���LGH�WR�6�FFHVV���%LJ&RPPHUFH��
KWWSV�������ELJFRPPHUFH�FRP�EORJ�VHOOLQJ�RQ��DOPDUW�PDUNHWSODFH��PLOOHQQLDOV�DUH�WKH�GULYHUV�RI�OHJDF��EUDQG�FKDQJH�
LQFO�GLQJ��DOPDUW���HH�DO�R���:DOPDUW�0DUNHWSODFH��)UHT�HQWO��$VNHG�4�HVWLRQV���:DOPDUW��
KWWSV���PDUNHWSODFH��DOPDUW�FRP�UHVR�UFHV�����������������HGI���E��ED���

�
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��

7KH�2(&'�UHSRUWV� LQWHUQDWLRQDO�WUDGH�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�DPR�QWHG�WR�DV�P�FK�DV�
�����ELOOLRQ�LQ�������7KLV�UHSUHVHQWV�D�����SHUFHQW�LQFUHDVH�IURP������DV�D�SURSRUWLRQ�RI��RUOG�
WUDGH��)URP�������WKUR�JK�������VHL]�UHV�RI�LQIULQJLQJ�JRRGV�E��WKH�8�6��&�VWRPV�DQG�%RUGHU�
3URWHFWLRQ��&%3��DQG�8�6��,PPLJUDWLRQ�DQG�&�VWRPV�(QIRUFHPHQW��,&(��LQFUHDVHG�IURP�������WR�
������� �KLOH� WKH� GRPHVWLF� YDO�H� RI� VHL]HG� PHUFKDQGLVH� �� DV� PHDV�UHG� E�� PDQ�IDFW�UHU�V�
V�JJHVWHG� UHWDLO�SULFH�RI�WKH�OHJLWLPDWH�JRRG��0653����LQFUHDVHG� IURP�����PLOOLRQ�LQ������WR�
�����ELOOLRQ�LQ��������
��
7KH� ULVH� LQ� FRQV�PHU� �VH� RI� WKLUG�SDUW�� PDUNHWSODFHV� VLJQLILFDQWO�� LQFUHDVHV� WKH� ULVNV� DQG�
�QFHUWDLQW�� IRU�8�6��SURG�FHUV��KHQ�FUHDWLQJ�QH��SURG�FWV�� ,W� LV�QR�ORQJHU�HQR�JK� IRU�D� VPDOO�
E�VLQHVV�WR�GHYHORS�D�SURG�FW��LWK�VLJQLILFDQW�ORFDO�FRQV�PHU�GHPDQG�DQG�WKHQ��VH�WKDW�UHYHQ�H�
WR�JUR��WKH�E�VLQHVV�UHJLRQDOO���QDWLRQDOO���DQG�LQWHUQDWLRQDOO���LWK�WKH�EUDQG�SURWHFWLRQ�HIIRUWV�
H[SDQGLQJ� LQ�VWHS�� ,QVWHDG���LWK�WKH� LQWHUQDWLRQDO�VFRSH�RI�H�FRPPHUFH�SODWIRUPV��RQFH�D�VPDOO�
E�VLQHVV�H[SRVHV�LWVHOI�WR�WKH�EHQHILWV�RI�SODFLQJ�SURG�FWV�RQOLQH����KLFK�FUHDWHV�D�JHRJUDSKLF�
VFRSH� IDU�JUHDWHU� WKDQ� LWV�PRUH� OLPLWHG�EUDQG�SURWHFWLRQ�HIIRUWV�FDQ�KDQGOH��� LW�EHJLQV�WR� IDFH�
LQFUHDVHG�IRUHLJQ�LQIULQJHPHQW�WKUHDW���
�
0RUHRYHU��DV�FRVWV�WR�HQWHU�WKH�RQOLQH�PDUNHW�KDYH�FRPH�GR�Q��V�FK�PDUNHW�HQWU��LV�KDSSHQLQJ�
HDUOLHU� DQG� HDUOLHU� LQ� WKH� SURG�FW� F�FOH�� I�UWKHU� HQKDQFLQJ� ULVN�� ,I� D� QH�� SURG�FW� LV� D� V�FFHVV��
FR�QWHUIHLWHUV��LOO�DWWHPSW��RIWHQ�LPPHGLDWHO���WR�R�WFRPSHWH�WKH�RULJLQDO�VHOOHU��LWK�OR�HU�FRVW�
FR�QWHUIHLW�DQG�SLUDWHG�YHUVLRQV��KLOH�DYRLGLQJ�WKH�LQLWLDO�LQYHVWPHQW�LQWR�UHVHDUFK�DQG�GHVLJQ���
�
,Q� RWKHU� �RUGV�� RQ� WKHVH� SODWIRUPV�� WKH� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� FRPSHWH� �QIDLUO�� DQG�
IUD�G�OHQWO��DJDLQVW�WKH�JHQ�LQH�LWHPV��:KLOH�FR�QWHUIHLW� DQG�SLUDWHG�JRRGV�KDYH�EHHQ�VROG� IRU�
�HDUV�RQ�VWUHHW�FRUQHUV��DOOH�V��DQG�IURP�WKH�WU�QNV�RI�FDUV��WKHVH�LOOLFLW�JRRGV�DUH�QR��PDUNHWHG�WR�
FRQV�PHUV�LQ�WKHLU�KRPHV�WKUR�JK�LQFUHDVLQJO��PDLQVWUHDP�H�FRPPHUFH�SODWIRUPV�DQG�WKLUG�SDUW��
RQOLQH�PDUNHWSODFHV�WKDW�FRQYH��DQ�DLU�RI�OHJLWLPDF���
�
:LWK� WKH�ULVH�RI�H�FRPPHUFH��WKH�SUREOHP�RI�FR�QWHUIHLW�WUDIILFNLQJ�KDV� LQWHQVLILHG��7KH�2(&'�
GRF�PHQWV�D�����SHUFHQW�LQFUHDVH�LQ�FR�QWHUIHLWV�WUDGHG�LQWHUQDWLRQDOO���IURP������ELOOLRQ�LQ������
WR������ELOOLRQ�LQ���������'DWD�FROOHFWHG�E��&%3�EHW�HHQ������DQG������VKR�V�WKDW�VHL]�UHV�RI�
LQIULQJLQJ�JRRGV�DW�8�6��ERUGHUV��P�FK�RI�LW�WUDIILFNHG�WKUR�JK�H�FRPPHUFH��KDV�LQFUHDVHG�WHQ�IROG���
2YHU����SHUFHQW�RI�WKH�FRQWUDEDQG�VHL]HG�E��&%3�DUULYHG�IURP�&KLQD�DQG��RQJ�.RQJ��7KHVH�KLJK�
UDWHV�RI�VHL]�UHV�DUH�FRQVLVWHQW��LWK�D�NH��2(&'�ILQGLQJ���
�

&R��WHUIHLW� D�G� SLUDWHG� SURG�FW�� FRPH� IURP� PD��� HFR�RPLH��� �LW�� &�L�D�
DSSHDUL�J�D�� W�H� �L�JOH� ODUJH�W�SURG�FL�J�PDUNHW��7�H�H� LOOHJDO�SURG�FW��DUH�
IUHT�H�WO��IR��G�L��D�UD�JH�RI�L�G��WULH���IURP�O�[�U��LWHP���H�J��ID��LR��DSSDUHO�
RU�GHO�[H��DWF�H����YLD�L�WHUPHGLDU��SURG�FW�����F��D��PDF�L�H����SDUH�SDUW��RU�

�������������������������������������������������
�����������������������������������������������������z�������/����������������������������������
�������������������������������������������������������������������/������������������z�����������
���2(&'�(8,32���������7UDGH�LQ�&R�QWHUIHLW�DQG�3LUDWHG��RRGV��0DSSLQJ�WKH�(FRQRPLF�,PSDFW��2(&'�3�EOLVKLQJ��3DULV���
KWWSV�������RHFG�LOLEUDU��RUJ�GRFVHUYHU���������������
HQ�SGI�H[SLUHV �����������LG LG�DFFQDPH LG�����FKHFNV�P ���%)���'�(�����($)�(�(')�)������
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F�HPLFDO���WR�FR���PHU�JRRG��W�DW��DYH�D��LPSDFW�R��SHU�R�DO��HDOW��D�G��DIHW��
���F��D��S�DUPDFH�WLFDO���IRRG�D�G�GUL�N��PHGLFDO�HT�LSPH�W��RU�WR��������

�

2SHUDWLR��0H�D��OH��

�
,Q�������LQ�UHVSRQVH�WR�WKH�DODUPLQJO��KLJK�UDWHV�RI�FRQWUDEDQG��QFRYHUHG�E��'�6�DQG�D�UHT�HVW�
IURP� WKH� :KLWH� �R�VH� 2IILFH� RI� 7UDGH� DQG� 0DQ�IDFW�ULQJ� 3ROLF�� �2703��� &%3� LQLWLDWHG�
2SHUDWLRQ�0HJD�)OH[��7KLV�RSHUDWLRQ��VHV�HQKDQFHG�LQVSHFWLRQ�DQG�PRQLWRULQJ�HIIRUWV�WR�LGHQWLI��
KLJK�ULVN� YLRODWRUV� WKDW� DUH� VKLSSLQJ� DQG� UHFHLYLQJ� LOOLFLW� FRQWUDEDQG� WKUR�JK�LQWHUQDWLRQDO�PDLO�
IDFLOLWLHV�DQG�H[SUHVV�FRQVLJQPHQW�K�EV���
�
7KH� SHULRGLF��EOLW]�RSHUDWLRQV��FRQG�FWHG��QGHU�WKH�D�VSLFHV�RI�2SHUDWLRQ�0HJD�)OH[�H[DPLQH�
WKR�VDQGV�RI�SDUFHOV� IURP�&KLQD�DQG��RQJ�.RQJ�DQG�FDUHI�OO�� FDWDORJ�WKH�UDQJH�RI�FRQWUDEDQG�
VHL]HG��7R�GDWH��V�FK�RSHUDWLRQV�KDYH�LQFO�GHG�YLVLWV�WR�VHYHQ�RI�&%3�V�LQWHUQDWLRQDO�PDLO�IDFLOLWLHV�
DQG�IR�U�H[SUHVV�FRQVLJQPHQW�K�EV�DQG�WKH�FRPSOHWLRQ�RI�RYHU��������DGGLWLRQDO�LQVSHFWLRQV��7KH�
IROOR�LQJ�WDEOH�V�PPDUL]HV�WKH�ILQGLQJV�RI�WKUHH�0HJD�)OH[�EOLW]HV�FRQG�FWHG�EHW�HHQ�-�O��DQG�
6HSWHPEHU�RI��������
�
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6R�UFH��8�6����V�RPV�D�G��RUGHU�3UR�HF�LR����

�
$PRQJ�WKH�GLVFUHSDQFLHV��QFRYHUHG�E��2SHUDWLRQ�0HJD�)OH[��HUH�������VKLSPHQWV�RI�FR�QWHUIHLW�
SURG�FWV��7KHVH�FR�QWHUIHLWV�UDQJH�IURP�IDNH�QDPH�EUDQG�LWHPV��OLNH�/R�LV�9�LWWRQ�EDJV�WR�VSRUWV�
HT�LSPHQW�PDGH��LWK�ID�OW��SDUWV��2WKHU�FRQWUDEDQG�LQFO�GHG�GU�J�SDUDSKHUQDOLD��GHDGO��RSLRLGV��
DQG�FR�QWHUIHLW�GULYHUV��OLFHQVHV���� ,Q�DOO�� FR�QWHUIHLWV� FRQVWLW�WHG�PRUH� WKDQ�RQH�RI�HYHU�� WKUHH�
GLVFUHSDQFLHV��QFRYHUHG�E��LQVSHFWRUV�����

�������������������������������������������������
���2(&'�(8,32���������7UDGH�LQ�&R�QWHUIHLW�DQG�3LUDWHG��RRGV��0DSSLQJ�WKH�(FRQRPLF�,PSDFW��2(&'�3�EOLVKLQJ��3DULV���
KWWSV�������RHFG�LOLEUDU��RUJ�GRFVHUYHU���������������
HQ�SGI�H[SLUHV �����������LG LG�DFFQDPH LG�����FKHFNV�P ���%)���'�(�����($)�(�(')�)������
��2UHQ�)OLHJHOPDQ���0DGH�LQ�&KLQD��)DNH�,'V���7�H�1H���RUN�7LPH�����)HEU�DU��������
KWWSV�������Q�WLPHV�FRP������������HG�FDWLRQ�HGOLIH�IDNH�LGV�RU��K���R�OG�D�VW�GHQW�RUGHU�D�WHD�VHW�KWPO�
���$PRQJ�WKH�QHDU�������GLVFUHSDQFLHV������RI�WKHP��HUH�DJULF�OW�UDO�YLRODWLRQV��V�FK�DV�EDG�PHDW��IU�LW��RU�SURG�FH���QVDIH�IRU�
WKH�$PHULFDQ�FRQV�PHU��7KHVH�DJULF�OW�UDO�GLVFUHSDQFLHV�DUH�GDQJHUR�V�WR�WKH�8QLWHG�6WDWHV�EHFD�VH�WKH��PD��FRQWDLQ�GLVHDVHV�
RU�SHVWV�WKDW�FDQ�JUHDWO��LPSDFW�DJULF�OW�UH��)RU�H[DPSOH��RQ�2FWREHU�����������&%3�VHL]HG�QHDUO������SR�QGV�RI�PLWWHQ�FUDEV�
IURP�DQ�LQFRPLQJ�&KLQHVH�IUHLJKW��,Q�$VLD��PLWWHQ�FUDEV�DUH�FRQVLGHUHG�D�VHDVRQDO�GHOLFDF���KR�HYHU��WKH��KDYH�D�GLVDVWUR�V�
LPSDFW�RQ�RWKHU�JOREDO�KDELWDWV�DQG�DUH�ODEHOHG�DV�DQ�LQYDVLYH�VSHFLHV��6HH��'HSDUWPHQW�RI��RPHODQG�6HF�ULW���8�6��&�VWRPV�DQG�
%RUGHU�3URWHFWLRQ���&%3�3UHYHQWV�6P�JJOLQJ�RI�1HDUO������3R�QGV�RI�,QYDVLYH�0LWWHQ�&UDEV������2FWREHU�������
KWWSV�������FES�JRY�QH�VURRP�QDWLRQDO�PHGLD�UHOHDVH�FES�SUHYHQWV�VP�JJOLQJ�QHDUO������SR�QGV�LQYDVLYH�PLWWHQ�FUDEV��
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�
$�WKRULWLHV�DOVR�VHL]HG�����FRQWUROOHG�RU�SURKLELWHG�V�EVWDQFHV��LQFO�GLQJ��UHFUHDWLRQDO�GU�JV�OLNH�
/6'�� FRFDLQH��'07��HFVWDV���PDULM�DQD��P�VKURRPV�� DQG� SRSS��SRGV� DV��HOO� DV� VWHURLGV� DQG�
KLJKO��DGGLFWLYH�SDLQNLOOHUV�OLNH�7UDPDGRO���
�
,W�LV�QRW�M�VW�D�ULVH�LQ�WKH�YRO�PH�RI�FR�QWHUIHLWV��H�DUH��LWQHVVLQJ���$2�QRWHV�WKDW�FR�QWHUIHLWHUV�
DUH� LQFUHDVLQJO�� SURG�FLQJ� D� ��LGHU� YDULHW�� RI� JRRGV� WKDW� PD�� EH�VROG� RQ� �HEVLWHV� DORQJVLGH�
D�WKHQWLF�SURG�FWV�����
�
'�6�ILQGV�WKH�F�UUHQW�VWDWH�RI�H�FRPPHUFH�WR�EH�DQ�LQWROHUDEOH�DQG�GDQJHUR�V�VLW�DWLRQ�WKDW�P�VW�
EH�DGGUHVVHG�ILUPO��DQG�V�LIWO��E��VWURQJ�DFWLRQV��LWKLQ�WKH�'HSDUWPHQW�DQG�DFURVV�RWKHU�UHOHYDQW�
DJHQFLHV�RI�WKH�8�6���RYHUQPHQW��86����7KHVH�LQFO�GH��7KH�)HGHUDO�%�UHD��RI�,QYHVWLJDWLRQ�DQG�
WKH�'HSDUWPHQW�RI�-�VWLFH��WKH�'HSDUWPHQW�RI�&RPPHUFH��DQG�WKH�'HSDUWPHQW�RI�WKH�7UHDV�U���7KLV�
UHSRUW�SURYLGHV�D�EO�HSULQW� IRU�V�LIW�DQG�FRQVWU�FWLYH�FKDQJHV�DQG�VHWV�IRUWK�VHYHUDO�DFWLRQV�IRU�
LPPHGLDWH�LPSOHPHQWDWLRQ���
�

��� 2YHUYLH��RI�&R�QWHUIHLW�DQG�3LUDWHG��RRGV�
7UDIILFNLQJ�

�
:KLOH�PRVW�H�FRPPHUFH�WUDQVDFWLRQV�LQYROYH�OHJLWLPDWH�VHOOHUV�DQG�SURG�FWV��IDU�WRR�PDQ��LQYROYH�
WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�DQG�H[SRVH�OHJLWLPDWH�E�VLQHVVHV�DQG�FRQV�PHUV�
WR� V�EVWDQWLDO� ULVNV�� 7KLV� LV� D� JOREDO� SKHQRPHQRQ�� WKH� 2(&'� UHSRUWV� LQWHUQDWLRQDO� WUDGH� LQ�
FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�DPR�QWHG�WR�DV�P�FK�DV�KDOI�D�WULOOLRQ�GROODUV�LQ���������
�
.H���UL�HUV�RI��R��WHUIHLWL���D�G�3LUDF��L�����RPPHUFH�

�
�LVWRULFDOO���PDQ��FR�QWHUIHLWV��HUH�GLVWULE�WHG�WKUR�JK�V�DS�PHHWV�DQG�LQGLYLG�DO�VHOOHUV�ORFDWHG�
RQ�VWUHHW�FRUQHUV��7RGD���FR�QWHUIHLWV�DUH�EHLQJ�WUDIILFNHG�WKUR�JK�YDVW�H�FRPPHUFH�V�SSO��FKDLQV�
LQ�FRQFHUW��LWK�PDUNHWLQJ��VDOHV��DQG�GLVWULE�WLRQ�QHW�RUNV��7KH�DELOLW��RI�H�FRPPHUFH�SODWIRUPV�
WR�DJJUHJDWH�LQIRUPDWLRQ�DQG�UHG�FH�WUDQVSRUWDWLRQ�DQG�VHDUFK�FRVWV�IRU�FRQV�PHUV�SURYLGHV�D�ELJ�
DGYDQWDJH� RYHU� EULFN�DQG�PRUWDU� UHWDLOHUV�� %HFD�VH� RI� WKLV�� VHOOHUV� RQ� GLJLWDO� SODWIRUPV� KDYH�
FRQV�PHU�YLVLELOLW���HOO�EH�RQG�WKH�VHOOHU�V�QDW�UDO�JHRJUDSKLFDO�VDOHV�DUHD���
�
6HOOLQJ� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� WKUR�JK� H�FRPPHUFH� LV� D� KLJKO�� SURILWDEOH� DFWLYLW���
SURG�FWLRQ� FRVWV�DUH� OR���PLOOLRQV� RI�SRWHQWLDO� F�VWRPHUV� DUH� DYDLODEOH�RQOLQH�� WUDQVDFWLRQV� DUH�
FRQYHQLHQW�� DQG� OLVWLQJ� RQ��HOO�EUDQGHG� H�FRPPHUFH� SODWIRUPV� SURYLGHV� DQ� DLU� RI� OHJLWLPDF���

�������������������������������������������������
2WKHU�GLVFUHSDQFLHV�IR�QG�E��&%3�LQ�WKH�EOLW]�RSHUDWLRQV�LQFO�GHG�����HDSRQ�PRGLILFDWLRQV�DQG�J�Q�SDUWV����RFF�UUHQFHV�RI�GU�J�
SDUDSKHUQDOLD��DQG���SLOO�SUHVVHV��)RU�I�OO�V�PPDU��RI�ILQGLQJV��VHH��'HSDUWPHQW�RI��RPHODQG�6HF�ULW���8�6��&�VWRPV�DQG�%RUGHU�
3URWHFWLRQ��2SHUDWLRQ�0HJD�)OH[�,��,,�DQG�,,,�6�PPDULHV��������
��8�6���RYHUQPHQW�$FFR�QWDELOLW��2IILFH�5HSRUW�WR�WKH�&KDLUPDQ��&RPPLWWHH�RQ�)LQDQFH��8�6��6HQDWH��,�WHOOHFW�DO�3URSHUW���
�JH�FLH��&D��,PSURYH�(IIRUW��WR��GGUH����L�N��3R�HG�E��&�D�JL�J�&R��WHUIHLW��0DUNHW���$2���������:DVKLQJWRQ��'&��
�RYHUQPHQW�$FFR�QWDELOLW��2IILFH��-DQ�DU��������KWWSV�������JDR�JRY�DVVHWV������������SGI��
��6HH�2(&'��7UHQGV�LQ�7UDGH�LQ�&R�QWHUIHLW�DQG�3LUDWHG��RRGV��0DUFK��������DYDLODEOH�DW�
KWWSV�������RHFG�RUJ�JRYHUQDQFH�ULVN�WUHQGV�LQ�WUDGH�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�J�J�I����HQ�KWP�
��6HH�3DUNHU�HW�DO�������
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:KHQ�VHOOHUV�RI�LOOLFLW�JRRGV�DUH�LQ�DQRWKHU�FR�QWU���WKH��DUH�ODUJHO��R�WVLGH�WKH�M�ULVGLFWLRQ� IRU�
FULPLQDO�SURVHF�WLRQ�RU�FLYLO�OLDELOLW��IURP�8�6��OD��HQIRUFHPHQW�DQG�SULYDWH�SDUWLHV��
�
7�H��ROH�RI�2�OL�H�7�LUG�3DUW��0DUNHWSODFH��
�
7KLUG�SDUW�� RQOLQH� PDUNHWSODFHV� FDQ� T�LFNO�� DQG� HDVLO�� HVWDEOLVK� DWWUDFWLYH� �VWRUH�IURQWV�� WR�
FRPSHWH��LWK�OHJLWLPDWH�E�VLQHVVHV��2Q�VRPH�SODWIRUPV��OLWWOH�LGHQWLI�LQJ�LQIRUPDWLRQ�LV�QHFHVVDU��
WR�EHJLQ�VHOOLQJ���
�
$�FR�QWHUIHLWHU�VHHNLQJ�WR�GLVWULE�WH�IDNH�SURG�FWV��LOO�W�SLFDOO��VHW��S�RQH�RU�PRUH�DFFR�QWV�RQ�
RQOLQH�WKLUG�SDUW��PDUNHWSODFHV��7KH�DELOLW��WR�UDSLGO��SUROLIHUDWH�WKLUG�SDUW��RQOLQH�PDUNHWSODFHV�
JUHDWO��FRPSOLFDWHV�HQIRUFHPHQW�HIIRUWV��HVSHFLDOO��IRU�LQWHOOHFW�DO�SURSHUW��ULJKWV�KROGHUV��5DSLG�
SUROLIHUDWLRQ�DOVR�DOOR�V�FR�QWHUIHLWHUV�WR�KRS�IURP�RQH�SURILOH�WR�WKH�QH[W�HYHQ�LI�WKH�RULJLQDO�VLWH�
LV� WDNHQ� GR�Q� RU� EORFNHG�� 2Q� WKHVH� VLWHV�� RQOLQH� FR�QWHUIHLWHUV� FDQ� PLVUHSUHVHQW� SURG�FWV� E��
SRVWLQJ�SLFW�UHV�RI�D�WKHQWLF�JRRGV��KLOH�VLP�OWDQHR�VO��VHOOLQJ�DQG�VKLSSLQJ�FR�QWHUIHLW�YHUVLRQV���
�
&R�QWHUIHLWHUV�KDYH�WDNHQ�I�OO�DGYDQWDJH�RI�WKH�D�UD�RI�D�WKHQWLFLW��DQG�WU�VW�WKDW�RQOLQH�SODWIRUPV�
SURYLGH��:KLOH�H�FRPPHUFH�KDV�V�SSRUWHG�WKH�OD�QFK�RI�WKR�VDQGV�RI�OHJLWLPDWH�E�VLQHVVHV��WKHLU�
PRGHOV�KDYH�DOVR�HQDEOHG� FR�QWHUIHLWHUV� WR�HDVLO��HVWDEOLVK�DWWUDFWLYH��VWRUH�IURQWV�� WR�FRPSHWH�
�LWK�OHJLWLPDWH�E�VLQHVVHV���
�
3ODWIRUPV��VH�WKHLU�WKLUG�SDUW��PDUNHWSODFH�I�QFWLRQV�WR�OHYHUDJH��W�R�VLGHG��QHW�RUN�HIIHFWV�WR�
LQFUHDVH�SURILWDELOLW��IRU�WKH�SODWIRUP�E��DGGLQJ�ERWK�PRUH�VHOOHUV�DQG�PRUH�E��HUV��%HFD�VH�VHOOHUV�
EHQHILW��LWK�HDFK�DGGLWLRQDO�E��HU��VLQJ�WKH�SODWIRUP��PRUH�FRQV�PHUV�WR�VHOO�WR���DQG�E��HUV�DUH�
PRUH�OLNHO��WR�MRLQ��VH�WKH�SODWIRUP��LWK�HDFK�DGGLWLRQDO�VHOOHU��PRUH�VHOOHUV�WR�E���IURP���WKHUH�
FDQ�EH�GLPLQLVKHG�LQWHUQDO�UHVLVWDQFH�WR�DGGLQJ�OR�HU�T�DOLW��VHOOHUV���
�
3ODWIRUPV� WKDW�UHFRJQL]H� WKLV�VWUDWHJ��PD��LQFHQWLYL]H�VHOOHU�OLVWLQJV�WR�VWLP�ODWH�I�UWKHU�JUR�WK�
DQG� LQFUHDVH�SURILWV�E�W�GR�VR��LWKR�W�DGHT�DWH�VFU�WLQ���$V� M�VW�RQH�LQFHQWLYH��PDQ��SODWIRUPV�
FUHDWH��IULFWLRQOHVV�HQWU���E��UHG�FLQJ�WKH�FRVWV�IRU�VHOOHUV�DQG�E��HUV�WR�MRLQ��WKHUHE��LQFUHDVLQJ�
WKH�OLNHOLKRRG�WKDW�WKH�SODWIRUP��LOO�UHDFK�DQ�HIILFLHQW�DQG�KLJKO��SURILWDEOH�VFDOH�� �
�
3ODWIRUPV�DOVR�JHQHUDWH�YDO�H�E��RSHQLQJ�SUHYLR�VO���Q�VHG��RU�OHVV�IUHT�HQWO���VHG��PDUNHWV��,Q�
DGGLWLRQ�� RQOLQH� SODWIRUPV� UHG�FH� WUDQVDFWLRQ� FRVWV� E�� VWUHDPOLQLQJ� WKH� DFW�DO� WUDQVDFWLRQ�� IRU�
H[DPSOH��E��HUV�DQG�VHOOHUV��VH�D�VWDQGDUGL]HG�WUDQVDFWLRQ�PHWKRG�WKDW�VLPSOLILHV�LQWHUDFWLRQV��LWK�
E��HUV�DQG�UHG�FHV�WKH�ULVN�WKDW�WKH�E��HU��LOO�QRW�SD����
�
)RU�H[DPSOH��EHIRUH�WKH�ULVH�RI�H�FRPPHUFH��VHFRQGKDQG�SURG�FWV�FR�OG�EH�VROG�DW�JDUDJH�VDOHV�RU�
LQ�FODVVLILHG�QH�VSDSHU�DGYHUWLVHPHQWV��(�FRPPHUFH�FUHDWHG�D�SURFHVV� IRU�DOOR�LQJ�E��HUV�DQG�
VHOOHUV�WR�WUDGH�JRRGV�GLJLWDOO���UHG�FLQJ�WUDQVDFWLRQ�FRVWV�DQG�FUHDWLQJ�D�JOREDO�PDUNHWSODFH�IRU�
�VHG��E�W�WRR�RIWHQ�FR�QWHUIHLW��SURG�FWV���
�
$QRWKHU��D��SODWIRUPV�JHQHUDWH�YDO�H�LV�E��DJJUHJDWLQJ�LQIRUPDWLRQ�DQG�UHG�FLQJ�VHDUFK�FRVWV��$�
E��HU�PD��VHDUFK�IRU�D�SURG�FW��HLWKHU�E��NH��RUG�RU�SURG�FW�FDWHJRU���DW�OR�HU�VHDUFK�FRVW�WKDQ�
YLVLWLQJ� EULFN�DQG�PRUWDU� VWRUHV�� %HFD�VH� RI� WKLV�� VHOOHUV� RQ� GLJLWDO� SODWIRUPV� KDYH� FRQV�PHU�
YLVLELOLW���HOO�EH�RQG�WKH�VHOOHU�V�QDW�UDO�JHRJUDSKLFDO�VDOHV�DUHD���
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�
,Q�DGGLWLRQ��FRQV�PHUV��KR�KDYH�PDGH�D�S�UFKDVH�PD���VH�WRROV�SURYLGHG�E��WKH�PDUNHWSODFH�WR�
UDWH�WKH�SURG�FW�DQG�WKH�VHOOHU�LQYROYHG��7KHVH�UDWLQJV�FUHDWH�DQ�LPSRUWDQW�PHFKDQLVP�WR�IDFLOLWDWH�
I�W�UH�FRQV�PHU�WU�VW�LQ�DQ�RWKHU�LVH��QNQR�Q�VHOOHU���
�
,Q�SULQFLSOH��V�FK�D�UDWLQJ�V�VWHP�SURYLGHV�D�NH��WR�RYHUFRPLQJ�D�FRPPRQ�HFRQRPLF�SUREOHP�WKDW�
PLJKW�RWKHU�LVH�SUHFO�GH�VDOHV���LWKR�W�D�OR��FRVW�WU�VW�E�LOGLQJ�IHDW�UH�WKDW�DOVR�FRPP�QLFDWHV�
T�DOLW���DQG�LQ�D�PDUNHW��LWK�VLJQLILFDQW�Q�PEHUV�RI�OR��T�DOLW��SURG�FWV��E��HUV�PD��UHI�VH�WR�
S�UFKDVH�DQ��SURG�FW�DW�DOO��RU��R�OG�GHPDQG�D�OR�HU�SULFH�WR�UHIOHFW�WKH��QFHUWDLQW���2QH�IUHT�HQW�
UHV�OW� LV� WKDW� OR�� FRVW� FR�QWHUIHLWV� GULYH� R�W� KLJK� T�DOLW��� WU�VWHG� EUDQGV� IURP� WKH� RQOLQH�
PDUNHWSODFH�� ,Q� SUDFWLFH�� HYHQ� WKH� UDWLQJV� V�VWHPV�DFURVV� SODWIRUPV�KDYH� EHHQ�JDPHG�� DQG� WKH�
SUROLIHUDWLRQ�RI�IDNH�UHYLH�V�DQG�FR�QWHUIHLW�JRRGV�RQ�WKLUG�SDUW��PDUNHWSODFHV�QR��WKUHDWHQV�WKH�
WU�VW�PHFKDQLVP�LWVHOI����
�
�R�HU��WDUW�S�D�G�3URG�FWLR��&R�W��
�
7KH�UHODWLYH�HDVH�RI�VHWWLQJ��S�DQG�PDLQWDLQLQJ�H�FRPPHUFH��HEVLWHV�PDNHV�RQOLQH�PDUNHWSODFHV�
D�SULPH�ORFDOH�IRU�WKH�UHWDLOLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��(�FRPPHUFH�UHWDLOHUV�HQMR��OR��
IL[HG�FRVWV�RI�VHWWLQJ��S�DQG�PDLQWDLQLQJ��HE�E�VLQHVVHV�DQG�OR�HU�FRVWV�IRU�FDUU�LQJ�R�W�QRUPDO�
E�VLQHVV�RSHUDWLRQV�V�FK�DV�PDQDJLQJ�PHUFKDQW�DFFR�QWV��7KHVH�YHQW�UHV�FDQ�EH�VHW��S�T�LFNO��
�LWKR�W�P�FK�VRSKLVWLFDWLRQ�RU�VSHFLDOL]HG�VNLOOV���
�
6RPH�RQOLQH�SODWIRUPV�DOOR��UHWDLOHUV�WR��VH�SUH�PDGH�WHPSODWHV�WR�FUHDWH�WKHLU�VWRUHV��KLOH�RWKHU�
SODWIRUPV�RQO��UHT�LUH�WKDW�D�VHOOHU�FUHDWH�DQ�DFFR�QW��7KHVH�E�VLQHVVHV�IDFH�P�FK�OR�HU�RYHUKHDG�
FRVWV�WKDQ�WUDGLWLRQDO�EULFN�DQG�PRUWDU�VHOOHUV�EHFD�VH�WKHUH�LV�QR�QHHG�WR�UHQW�UHWDLO�VSDFH�RU�WR�
KLUH� LQ�SHUVRQ�F�VWRPHU�IDFLQJ� VWDII��1RW�RQO��FDQ�FR�QWHUIHLWHUV�VHW� �S�WKHLU�YLUW�DO� VWRUHIURQWV�
T�LFNO��DQG�HDVLO���E�W�WKH��FDQ�DOVR�VHW��S�QH��YLUW�DO�VWRUHIURQWV��KHQ�WKHLU�H[LVWLQJ�VWRUHIURQWV�
DUH� VK�W� GR�Q� E�� HLWKHU� OD�� HQIRUFHPHQW� RU� WKUR�JK� YRO�QWDU�� LQLWLDWLYHV� VHW� �S� E�� RWKHU�
VWDNHKROGHUV�V�FK�DV�PDUNHW�SODWIRUPV��DGYHUWLVHUV��RU�SD�PHQW�SURFHVVRUV��
�
,Q�WKH�SURG�FWLRQ�VWDJH��FR�QWHUIHLWHUV�NHHS�FRVWV�OR��E��VWHDOLQJ�SURG�FW�VHFUHWV�RU�WHFKQRORJLFDO�
NQR�OHGJH�� H[SORLWLQJ� QH�� SURG�FWLRQ� WHFKQRORJLHV�� DQG� GLVWULE�WLQJ� RSHUDWLRQV� DFURVV�
M�ULVGLFWLRQV��2QH�PHWKRG�LQYROYHV�HPSOR�HHV��KR�VHOO�WUDGH�VHFUHWV�WR�D�WKLUG�SDUW���KR��LQ�W�UQ��
GHYHORSV�DQG�VHOOV�FR�QWHUIHLW�SURG�FWV�EDVHG�RQ�WKH�VWROHQ�VHFUHWV��$QRWKHU�PHWKRG�UHOLHV�RQ�DQ�
LQWHUPHGLDU�� WR� VWHDO� D� ILUP�V� SURG�FW� RU� WHFKQRORJ��� 7KH� �VH� RI� LQWHUPHGLDULHV� UHG�FHV� WKH�
WUDFHDELOLW��WR�WKH�FR�QWHUIHLWHU���
�
&R�QWHUIHLWLQJ�DQG�SLUDF��RSHUDWLRQV�DOVR�WDNH�DGYDQWDJH�RI�QH��OR��FRVW�SURG�FWLRQ�WHFKQRORJLHV��
)RU�H[DPSOH��WKH�WHFKQRORJLFDO�DGYDQFHV�LQ�PRGHOLQJ��SULQWLQJ�DQG�VFDQQLQJ�WHFKQRORJLHV�V�FK�DV�
�'�SULQWLQJ�UHG�FH�WKH�EDUULHUV�IRU�UHYHUVH�HQJLQHHULQJ�DQG�WKH�FRVWV�RI�PDQ�IDFW�ULQJ�FR�QWHUIHLW�
SURG�FWV���
�
/R�HU� SURG�FWLRQ� FRVWV� FDQ� DOVR� EH� DFKLHYHG� WKUR�JK� GLVWULE�WHG� SURG�FWLRQ� RSHUDWLRQV�� 2QH�
PHWKRG�LQYROYHV�PDQ�IDFW�ULQJ�WKH�FR�QWHUIHLW�JRRG�LQ�D�IRUHLJQ�PDUNHW�WR�OR�HU�WKH�FKDQFHV�RI�
GHWHFWLRQ�DQG�WR�PLQLPL]H�OHJDO�OLDELOLW��LI�SURVHF�WHG��7KLV�FDQ�EH�FRPELQHG��LWK�LPSRUWDWLRQ�RI�
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WKH�FR�QWHUIHLW�ODEHOV�VHSDUDWHO��IURP�WKH�LWHPV���LWK�WKH�ODEHOV�EHLQJ�DSSOLHG�WR�WKH�SURG�FWV�DIWHU�
ERWK�LWHPV�DUULYH�LQ�WKH�8�6��
�
,Q�DGGLWLRQ��LW�LV�P�FK�FKHDSHU�WR�PDQ�IDFW�UH�LOOLFLW�JRRGV�EHFD�VH�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�
DUH�RIWHQ�SURG�FHG�LQ��QVDIH��RUNSODFHV��LWK�V�EVWDQGDUG�DQG��QVDIH�PDWHULDOV�E���RUNHUV��KR�
DUH�RIWHQ�SDLG�OLWWOH�DQG�VRPHWLPHV�QRWKLQJ�LQ�WKH�FDVH�RI�IRUFHG�ODERU��0RUHRYHU��LQ�WKH�FDVH�RI�
JRRGV� JRYHUQHG� E�� )HGHUDO� KHDOWK� DQG� VDIHW�� UHJ�ODWLRQV�� LW� RIWHQ� FRVWV�P�FK� OHVV� WR�SURG�FH�
FR�QWHUIHLW�YHUVLRQV�WKDW�GR�QRW�PHHW�WKHVH�KHDOWK�DQG�VDIHW��VWDQGDUGV���
�
�R�HU�0DUNHWL�J�&R�W��
�
%�VLQHVVHV�WKDW��VH�RQO��DQ�LQWHUQHW�SUHVHQFH�DV�WKHLU�FRQV�PHU�IDFLQJ�DVSHFW�W�SLFDOO��HQMR��OR�HU�
FRVWV�RI�GHVLJQLQJ��HGLWLQJ��DQG�GLVWULE�WLQJ�PDUNHWLQJ�PDWHULDOV��&R�QWHUIHLWHUV�DOVR�EHQHILW�IURP�
JUHDWHU�DQRQ�PLW��RQ�GLJLWDO�SODWIRUPV�DQG��HE�VLWHV�DQG�JUHDWHU�HDVH�WR�UHWDUJHW�RU�UHPDUNHW�WR�
F�VWRPHUV��)RU�H[DPSOH��FR�QWHUIHLWHUV��VH�OHJLWLPDWH�LPDJHV�DQG�GHVFULSWLRQV�RQ�RQOLQH�SODWIRUPV�
WR�FRQI�VH�F�VWRPHUV��DQG�WKH��RSHQ�P�OWLSOH�VHOOHU�DFFR�QWV�RQ�WKH�SODWIRUP�VR�WKDW�LI�RQH�DFFR�QW�
LV�LGHQWLILHG�DQG�UHPRYHG��WKH�FR�QWHUIHLWHU�FDQ�VLPSO���VH�DQRWKHU��
�
7KH�SRS�ODULW��RI�VRFLDO�PHGLD�DOVR�KHOSV�UHG�FH�WKH�FRVWV�RI�DGYHUWLVLQJ�FR�QWHUIHLW�SURG�FWV��7KH�
QDW�UH� RI� VRFLDO� PHGLD� SODWIRUPV� KDV� DLGHG� LQ� WKH� SUROLIHUDWLRQ� RI� FR�QWHUIHLWV� DFURVV� DOO� H�
FRPPHUFH�VLWHV��,QVWDJUDP��VHUV��IRU�H[DPSOH��FDQ�WDNH�DGYDQWDJH�RI�FRQQHFWLYLW��DOJRULWKPV�E��
�VLQJ�WKH�QDPHV�RI�O�[�U��EUDQGV�LQ�KDVKWDJV��)ROOR�HUV�FDQ�VHDUFK�E��KDVKWDJ�DQG��Q�LWWLQJO��
ILQG� FR�QWHUIHLW� SURG�FWV�� �KLFK� DUH� FRPLQJOHG� DQG� GLIILF�OW� WR� GLIIHUHQWLDWH� IURP� OHJLWLPDWH�
SURG�FWV�DQG�VHOOHUV���
�
�R�HU��L�WULE�WLR��&R�W��
�
7UDGLWLRQDOO���PDQ��FR�QWHUIHLW�JRRGV��HUH�GLVWULE�WHG�WKUR�JK�V�DS�PHHWV�DQG�LQGLYLG�DO�VHOOHUV�
ORFDWHG� RQ� VWUHHW� FRUQHUV��:LWK� WKH� ULVH� RI�RQOLQH� SODWIRUPV� IRU� VKRSSLQJ�� F�VWRPHUV� FDQ� KDYH�
SURG�FWV�GHOLYHUHG�WR�WKHP�GLUHFWO����
�
)RUHLJQ�HQWLWLHV�WKDW�WUDIILF�LQ�FR�QWHUIHLWV��QGHUVWDQG�KR��WR�OHYHUDJH�QH�HU�GLVWULE�WLRQ�PHWKRGV�
EHWWHU� V�LWHG�WR�H�FRPPHUFH� WKDQ� WKH� WUDGLWLRQDO� WUDGH�SDUDGLJP��L�H��� LPSRUWV�DUULYLQJ�YLD� ODUJH�
FDUJR�FRQWDLQHUV��LWK�GRPHVWLF�GLVWULE�WLRQ�QHW�RUNV���7RGD���PDLO�SDUFHO� VKLSPHQWV��LQFO�GLQJ�
WKUR�JK�H[SUHVV�FRQVLJQPHQWV��DFFR�QW�IRU�PRUH�WKDQ�����PLOOLRQ�SDFNDJHV�HDFK��HDU����6HL]�UHV�
LQ�WKH�VPDOO�SDFNDJH�HQYLURQPHQW�PDGH��S����SHUFHQW�RI�DOO�VHL]�UHV�LQ�������D���SHUFHQW�LQFUHDVH�
RYHU� ������ )URP� ����� WR� ������ WKH� Q�PEHU� RI� VHL]�UHV� IURP� H[SUHVV� FRQVLJQPHQW� FDUULHUV�
LQFUHDVHG�E������SHUFHQW��DQG�WKH�0653�RI�WKRVH�VHL]�UHV�KDG�D�����SHUFHQW�LQFUHDVH����,Q�FRQWUDVW��
VHL]�UHV�IURP�FDUJR�GHFUHDVHG�E�����SHUFHQW�IURP�)����WR�)�����
�

�������������������������������������������������
��KWWSV�������FES�JRY�VLWHV�GHID�OW�ILOHV�DVVHWV�GRF�PHQWV������$SU�)�����������6HL]�UH���6WDWV���%RRNOHW����
���������&RPSOLDQW�SGI�S�����
��KWWSV�������JDR�JRY�DVVHWV������������SGI�PRG DUWLFOHBLQOLQH�S�����
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7KH�,QWHUQDWLRQDO�&KDPEHU�RI�&RPPHUFH�IR�QG�WKDW�FR�QWHUIHLWHUV��VH�LQWHUQDWLRQDO�DLU�SDFNDJHV�
EHFD�VH�WKH�KLJK�YRO�PH�RI�WKHVH�SDFNDJHV�PDNHV�HQIRUFHPHQW�PRUH�GLIILF�OW����$�UHFHQW�UHSRUW�
E��WKH�2(&'�SRLQWV�R�W�WKDW�GLVWULE�WLQJ�FR�QWHUIHLWV�DFURVV�D�VHULHV�RI�VPDOO�SDFNDJHV�VSUHDGV�WKH�
ULVN�RI�GHWHFWLRQ��DQG�OR�HUV�WKH�ORVV�IURP�KDYLQJ�RQH�RU�PRUH�VKLSPHQWV�VHL]HG��V�JJHVWLQJ�WKDW�
ORVVHV�WR�WKH�FR�QWHUIHLWHU�RQ�DQ�RQJRLQJ�EDVLV��R�OG�EH��LWKLQ�D�WROHUDEOH�UDQJH�����
�
7KH�2(&'�UHSRUW�DOVR�QRWHV�WKDW�LW�LV�KDUGHU�IRU�D�WKRULWLHV�WR�GHWHFW�FR�QWHUIHLWV�LQ�VPDOO�SDUFHOV�
WKDQ� LQ� VKLSSLQJ�FRQWDLQHUV�EHFD�VH� FDUJR�FRQWDLQHUV�PDNLQJ� HQWU�� DW� D�PDULWLPH� SRUW� SURYLGH�
F�VWRPV�RIILFLDOV��LWK�PRUH�LQIRUPDWLRQ���HOO�LQ�DGYDQFH�RI�DUULYDO��0RUHRYHU��WKH�HIIRUW�UHT�LUHG�
IRU�&%3�WR�VHL]H�D�VKLSPHQW�GRHV�QRW�YDU��E��VL]H�RI�WKH�VKLSPHQW��PHDQLQJ�WKDW�D�SDFNDJH�RI�D�
IH��LQIULQJLQJ�JRRGV�UHT�LUHV�WKH�VDPH�UHVR�UFHV�WR�VHL]H�DV�D�FDUJR�FRQWDLQHU��LWK�K�QGUHGV�RI�
LQIULQJLQJ�JRRGV���
�
6HFWLRQ� ���� RI� WKH�7DULII� $FW� RI������KDV� OLNH�LVH� HQFR�UDJHG� FR�QWHUIHLWHUV� WR� IDYRU� VPDOOHU�
SDUFHO�GHOLYHU���8QGHU�6HFWLRQ������D�IRUHLJQ�JRRG�YDO�HG�DW�RU� OHVV�WKDQ������DQG� LPSRUWHG�E��
RQH�SHUVRQ�RQ�RQH�GD��LV�QRW�V�EMHFW�WR�WKH�VDPH� IRUPDO�F�VWRPV�HQWU��SURFHG�UHV�DQG�ULJRUR�V�
GDWD� UHT�LUHPHQWV� DV� KLJKHU�YDO�H� SDFNDJHV� HQWHULQJ� WKH� 8QLWHG� 6WDWHV�� 7KLV� UHG�FHG� OHYHO� RI�
VFU�WLQ��LV�DQ�RSHQ�LQYLWDWLRQ�WR�H[SORLW�6HFWLRQ�����U�OHV�WR�WUDQVSRUW�DQG�GLVWULE�WH�FR�QWHUIHLWV��
�
5�OHV�VHW�E��WKH�8QLYHUVDO�3RVWDO�8QLRQ��838��KDYH�KLVWRULFDOO��FRQWULE�WHG�WR�WKH�GLVWRUWLRQ�LQ�
UDWHV� IRU� GHOLYHU�� RI� LQWHUQDWLRQDO� H�FRPPHUFH� S�UFKDVHV� WR� WKH� 8QLWHG� 6WDWHV���� � � 838�
UHLPE�UVHPHQW� UDWHV� KDYH� �QGHUSULFHG� GRPHVWLF� SRVWDJH� UDWHV� IRU� VPDOO� SDUFHOV�� 7KLV� PDUNHW�
GLVWRUWLRQ�PDGH�LW�FKHDSHU�IRU�VPDOO�SDFNDJH�H[SRUWV�WR�WKH�8QLWHG�6WDWHV��IURP�FHUWDLQ�FR�QWULHV�
WKDQ��R�OG�RWKHU�LVH�EH�HFRQRPLFDOO��IHDVLEOH�DQG�KDV� HQFR�UDJHG�WKH��VH�RI�WKH�LQWHUQDWLRQDO�
SRVWDO�PRGH�RYHU�RWKHU�VKLSPHQW�FKDQQHOV��7KH�8QLWHG� 6WDWHV�UHFHQWO��VFRUHG�D�KLVWRULF�YLFWRU��
�KHQ� WKH� 838� RYHUKD�OHG� LWV� WHUPLQDO� G�HV� V�VWHP���� HIIHFWLYHO�� HOLPLQDWLQJ� WKLV� R�WGDWHG�
SROLF�� ����
�
&R���PHU��WWLW�GH��D�G�3HUFHSWLR���
�
7KH� VDOH�RI� FR�QWHUIHLWV� D�D�� IURP� VR�FDOOHG� ��QGHUJUR�QG�� RU� VHFRQGDU��PDUNHWV� �H�J�� VWUHHW�
FRUQHUV��IOHD�PDUNHWV��WR�H�FRPPHUFH�SODWIRUPV�LV�UHVKDSLQJ�FRQV�PHU�DWWLW�GHV�DQG�SHUFHSWLRQV��
:KHUH�LQ�WKH�SDVW��FRQV�PHUV�FR�OG�LGHQWLI��SURG�FWV�E��UHO�LQJ�RQ��UHG�IODJ��LQGLFDWRUV�V�FK�DV�
D� V�VSLFLR�V� ORFDWLRQ�RI� WKH� VHOOHU�� SRRU�T�DOLW��SDFNDJLQJ��RU�GLVFR�QW�SULFLQJ�FRQV�PHUV�DUH�
QR��UHJ�ODUO��H[SRVHG�WR�FR�QWHUIHLW�SURG�FWV�LQ�VHWWLQJV�DQG��QGHU�FRQGLWLRQV��KHUH�WKH�DUWLFOHV�
DSSHDU�JHQ�LQH���
�
:KLOH�WKH�ULVNV�RI�UHFHLYLQJ�D�FR�QWHUIHLW�PD��KDYH�EHHQ�REYLR�V�WR�D�FRQV�PHU�S�UFKDVLQJ�LWHPV�
RQ�VWUHHW�FRUQHUV���LWK�WKH�ULVH�RI�RQOLQH�SODWIRUPV��LW�LV�QRW�VR�REYLR�V�DQ�PRUH��)RU�H[DPSOH��LW�LV�
�������������������������������������������������
��KWWSV���FGQ�LFF�ER�RUJ�FRQWHQW��SORDGV�VLWHV�����������,&&�%$6&$3�5ROHV�DQG�5HVSRQVLELOLWLHV�RI�,QWHUPHGLDULHV�SGI�S�����
��2(&'�(8,32���������0L���H�RI��PDOO�3DUFHO��IRU�7UDGH�L��&R��WHUIHLW��RRG���)DFW��D�G�7UH�G���,OOLFLW�7UDGH��2(&'�
3�EOLVKLQJ��3DULV��KWWSV���GRL�RUJ�����������������������HQ�S�����
��7KH�838�LV�D�VSHFLDOL]HG�DJHQF��RI�WKH�8QLWHG�1DWLRQV�WKDW�FRRUGLQDWHV�SRVWDO�SROLFLHV�EHW�HHQ�����FR�QWULHV��,PSRUWDQWO���
WKHVH�WUHDWLHV�GHWHUPLQH�WKH�FRVW�RI�VKLSSLQJ�EHW�HHQ�WKH�YDULR�V�FR�QWULHV�DQG�RIIHUV�OR��UDWHV�WR�PDLO�RULJLQDWLQJ�IURP�DEURDG��
DV�FRPSDUHG�WR�GRPHVWLF�SRVWDJH�UDWHV��
���h����������������h�������������������������������������������������������������������
�����������������������������������������������������d������������������������������������
���KWWSV�������Q�WLPHV�FRP������������E�VLQHVV��QLYHUVDO�SRVWDO��QLRQ��LWKGUD��KWPO�
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���

�QOLNHO��WKDW� DQ�RQH��R�OG� VHW�R�W�WR�S�UFKDVH�D�FR�QWHUIHLW�ELF�FOH�KHOPHW�JLYHQ�WKH�SRWHQWLDO�
VDIHW��ULVNV��KR�HYHU��V�FK�LWHPV�DUH�UHDGLO��DYDLODEOH�WR��QV�VSHFWLQJ�FRQV�PHUV�RQ�H�FRPPHUFH�
�HEVLWHV���
�
5HSRUWV�LQGLFDWH�WKDW�VRPH�WKLUG�SDUW��PDUNHWSODFH�OLVWLQJV�IDOVHO��FODLP�WR�KDYH�FHUWLILFDWLRQV��LWK�
KHDOWK� DQG� VDIHW�� VWDQGDUGV� RU� RIIHU� LWHPV� EDQQHG� E�� IHGHUDO� UHJ�ODWRUV� RU� HYHQ� WKH� SODWIRUPV�
WKHPVHOYHV��&R�SOHG��LWK�WKH�LQDELOLW��RI�E��HUV�WR�DFF�UDWHO��GHWHUPLQH�WKH�PDQ�IDFW�UHU�RU�WKH�
RULJLQ�RI�WKH�SURG�FW��LW�LV�FKDOOHQJLQJ�IRU�E��HUV�WR�PDNH�LQIRUPHG�GHFLVLRQV�LQ�WKH�H�FRPPHUFH�
HQYLURQPHQW���
�
,Q�������0DUN0RQLWRU�IR�QG�WKDW����SHUFHQW�RI�DOO��Q�LWWLQJ�S�UFKDVHV�RI�FR�QWHUIHLW�JRRGV��HUH�
ER�JKW�WKUR�JK�RQOLQH�WKLUG�SDUW��PDUNHWSODFHV�����6HOOHUV�RQ�ODUJH��HOO�NQR�Q�SODWIRUPV�UHO��RQ�
WKH�WU�VW�WKDW�WKRVH�SODWIRUPV�KRVWLQJ�RI�WKH�PDUNHWSODFH�HOLFLWV��7KH�UHV�OWV�RI�WKLV�V�UYH��LQGLFDWH�
WKDW�EDG�DFWRUV� VHOOLQJ�FR�QWHUIHLW�JRRGV�RQ� OHJLWLPDWH�RQOLQH�SODWIRUPV�HURGHV�WU�VW� LQ�ERWK�WKH�
EUDQGV�DQG�WKH�SODWIRUPV�WKHPVHOYHV���
�
,Q� ������ ,QFRSUR� FRQG�FWHG� D� V�UYH�� IRF�VLQJ� RQ�8QLWHG� .LQJGRP� �8.�� FRQV�PHUV��KR� KDG�
�Q�LWWLQJO��S�UFKDVHG�FR�QWHUIHLW�JRRGV�DQG�KR��WKHLU�SHUFHSWLRQV�RI�RQOLQH�PDUNHWSODFHV��HUH�
DIIHFWHG�DV�D�UHV�OW�����7KH�UHV�OWV�RI�WKLV�V�UYH��VKR��WKDW����SHUFHQW�RI�UHVSRQGHQWV�UHSRUWHG�WKDW�
WKH��KDG��Q�LWWLQJO��S�UFKDVHG�FR�QWHUIHLWV��2I� WKHVH����� SHUFHQW� UHSRUWHG� WKDW� WKH��KDG� QHYHU�
UHFHLYHG�D�UHI�QG�DIWHU�UHSRUWLQJ�D�VHOOHU�WR�RQOLQH�PDUNHWSODFHV���
�
,Q�DGGLWLRQ��UR�JKO��RQH�WKLUG�RI�UHVSRQGHQWV�UHSRUWHG�WKDW�WKH���R�OG�EH�OHVV�OLNHO��WR�E���D��LGHO��
FR�QWHUIHLWHG�SURG�FW� IURP�DQ�RQOLQH�PDUNHWSODFH��KLOH����SHUFHQW� UHSRUWHG�QR� ORQJHU��VLQJ� D�
SDUWLF�ODU�RQOLQH�PDUNHWSODFH�DIWHU� UHFHLYLQJ�FR�QWHUIHLW�JRRGV��5HVSRQGHQWV�DOVR� UHSRUWHG�WKDW��
�KHQ� WU�LQJ� WR� GLIIHUHQWLDWH� EHW�HHQ� JHQ�LQH� DQG� FR�QWHUIHLW� SURG�FWV�� WKH�� FRQVLGHU� RQOLQH�
UHYLH�V�DORQJ��LWK�WKH�UHS�WDWLRQ�RI�RQOLQH�PDUNHWSODFHV���
�
7KHVH�UHFHQW�ILQGLQJV��DJDLQVW�WKH�ODUJHU�EDFNGURS�RI�WKH�H�FRPPHUFH�HQYLURQPHQW��GHPRQVWUDWH�
WKH�LPPHGLDF��RI�WKH�SUREOHP�DV�FRQV�PHU�FRQILGHQFH�DQG�EUDQG�LQWHJULW��FRQWLQ�H�WR�V�IIHU�LQ�
WKH�UHDOP�RI�RQOLQH�WKLUG�SDUW��PDUNHWSODFHV���
�

7RS�3URG�FWV�3UR�H�WR��R��WHUIHLWL���D�G�3LUDF��

�
&R�QWHUIHLWHUV�VHOO�IDNH�JRRGV�DV�D�WKHQWLF�JRRGV���IRU�H[DPSOH��D�FRS��RI�D�/R�LV�9�LWWRQ�EDJ�
RU� 5ROH[� �DWFK� IUD�G�OHQWO�� VROG� DV� WKH� �UHDO� WKLQJ��� &R�QWHUIHLWHUV� �VH� LGHQWLFDO� FRSLHV� RI�
UHJLVWHUHG�WUDGHPDUNV��LWKR�W�WKH�D�WKRUL]DWLRQ�RI�WKH�ULJKWI�O�R�QHU���
�
3LUDF��W�SLFDOO��UHIHUV�WR�WKH�DFW�RI�FRS�LQJ�D�SURWHFWHG��RUN��V�FK�DV�D�ERRN��PRYLH��RU�P�VLF��
�LWKR�W�WKH�FRQVHQW�RI�WKH�ULJKWV�KROGHU�RU�SHUVRQ�G�O��D�WKRUL]HG�E��WKH�ULJKWV�KROGHU���
�

�������������������������������������������������
��0DUN0RQLWRU���������0DUN0R�LWRU�2�OL�H�%DURPHWHU���OREDO�R�OL�H���RSSL�J���UYH���������FR���PHU�JRRG���'R�QORDGHG�
IURP�KWWSV�������PDUNPRQLWRU�FRP�GR�QORDG�UHSRUW�0DUN0RQLWRUB2QOLQHB6KRSSLQJB5HSRUW������8.�SGI��S����
��,1&2352��������&R�QWHUIHLW�3URG�FWV�DUH�(QGHPLF���DQG�LW�LV�GDPDJLQJ�EUDQG�YDO�H��,1&2352�0DUNHW�5HVHDUFK�5HSRUW�
DYDLODEOH�DW�KWWSV�������LQFRSURLS�FRP�FPV��S�FRQWHQW��SORDGV�������������B,QFRSURB0DUNHW�5HVHDUFK�UHSRUW�SGI��
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7KH�EHOR��WDEOH�SURYLGHV�D�V�PPDU��RI�WKH�DQQ�DO�,35�VHL]�UH�VWDWLVWLFV�FROOHFWHG�E��&%3�LQ�)�����
LQFO�GLQJ� LWHPV�IURP�DOO�PRGHV�RI� WUDQVSRUWDWLRQ��$SSDUHO�DQG�RWKHU� W�SHV�RI�DFFHVVRULHV��DORQJ�
�LWK� IRRW�HDU�� WRS� WKH� OLVW� DW� ��� SHUFHQW� DQG� ��� SHUFHQW� RI� VHL]�UHV�� UHVSHFWLYHO��� &RPPRQO��

FR�QWHUIHLWHG�LWHPV�LQ�WKHVH�FDWHJRULHV�LQFO�GH�EUDQG�QDPH�VKRHV�V�FK�DV�1LNH�DQG�$GLGDV��DV��HOO�
DV�1)/�MHUVH�V��

�
:DWFKHV�DQG�MH�HOU��IROOR��DW����SHUFHQW�RI�WRWDO�VHL]�UHV��'�ULQJ�WKH�0HJD�)OH[�RSHUDWLRQ�RQ�
$�J�VW�����������IRU�H[DPSOH��&%3�RIILFHUV�VHL]HG�FR�QWHUIHLW�5ROH[��DWFKHV�YDO�HG�DW�RYHU������
PLOOLRQ���DQGEDJV�DQG��DOOHWV�UHSUHVHQWHG�QHDUO�����SHUFHQW�RI�DOO�VHL]�UHV��LQFO�GLQJ�FR�QWHUIHLWV�
RI� O�[�U�� EUDQGV� V�FK� DV� /R�LV� 9�LWWRQ�� 0LFKDHO� .RUV�� DQG� ��FFL�� &RQV�PHU� HOHFWURQLFV�
UHSUHVHQWHG����SHUFHQW�RI�VHL]�UHV�� LQFO�GLQJ�SURG�FWV� V�FK�DV� L3KRQHV��KRYHU�ERDUGV�� HDUE�GV��
PLFURFKLSV��DQG�RWKHUV���
�
3KDUPDFH�WLFDOV�DQG�SHUVRQDO�FDUH�LWHPV�DFFR�QW�IRU�RQO����SHUFHQW�RI�WRWDO�VHL]�UHV���R�HYHU��DV�
GLVF�VVHG�LQ�WKH�QH[W�VHFWLRQ��PDQ��RI�WKH�SURG�FWV�LQ�WKHVH�FDWHJRULHV�SRVH�VLJQLILFDQW�GDQJHUV�WR�
WKH�FRQV�PHU��)DNH�SUHVFULSWLRQ�GU�JV�FDQ�ODFN�DFWLYH�LQJUHGLHQWV��FRQWDLQ�LQFRUUHFW�GRVDJHV��RU�
LQFO�GH� GDQJHUR�V� DGGLWLYHV�� )DNH� SHUVRQDO� FDUH� LWHPV� V�FK� DV� FRVPHWLFV� KDYH� EHHQ� IR�QG� WR�
FRQWDLQ�HYHU�WKLQJ�IURP�KDUPI�O�EDFWHULD�WR�K�PDQ��DVWH��%HW�HHQ������DQG�������&%3�DQG�,&(�
�RPHODQG�6HF�ULW��,QYHVWLJDWLRQV���6,��VHL]HG�RYHU�����PLOOLRQ�LQ�IDNH�SHUI�PHV�IURP�&KLQD���
�
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6R�UFH��8�6����V�RPV�D�G��RUGHU�3UR�HF�LR��

�

��� �HDOWK�DQG�6DIHW���(FRQRPLF��DQG�1DWLRQDO�6HF�ULW��
5LVNV��

�
&R�QWHUIHLW� WUDIILFNLQJ�H[SRVHV�$PHULFDQ�FRQV�PHUV�WR�VLJQLILFDQW�KHDOWK�DQG�VDIHW��ULVNV���LQ�
DGGLWLRQ�WR�VLJQLILFDQW�HFRQRPLF�LPSDFWV�DQG��LQ�VRPH�FDVHV��WKUHDWV�WR�QDWLRQDO�VHF�ULW���
�
�HDOWK�D�G�6DIHW��

�
7KH�W�SHV�RI�FR�QWHUIHLW�JRRGV�DYDLODEOH�RQ�H�FRPPHUFH�SODWIRUPV�JR�IDU�EH�RQG�WKRVH�SURG�FWV�
�LWK�SRWHQWLDO�KLGGHQ�WR[LQV���OLNH�VSRUWV�MHUVH�V��MH�HOU��DQG�S�UVHV�DQG�LQFO�GH�PDQ��SURG�FWV�
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���

WKDW�FDQ�SRVH�PRUH�REYLR�V�VHULR�V�ULVNV�WR�KHDOWK�DQG�VDIHW���OLNH�SUHVFULSWLRQ�GU�JV�DQG�DLU�EDJV��
,W� LV�QRW�RQO�� WKH�VHOOHUV�RI�WKH� FR�QWHUIHLW�JRRGV��E�W�DOVR� WKH� H�FRPPHUFH�SODWIRUPV�DQG�RWKHU�
WKLUG�SDUW�� LQWHUPHGLDULHV� �H�J��� VKLSSHUV�� WKDW� IDFLOLWDWH� WKHLU� VDOH�� WKDW� DUH� SURILWLQJ� IURP� WKH�
PDUNHWLQJ�DQG�GLVWULE�WLRQ�RI�WKHVH�LOOLFLW�SURG�FWV�WR�WKH�$PHULFDQ�S�EOLF��
�
7KH�SURILW�PDUJLQV�DUH�HVSHFLDOO��KLJK�IRU�FR�QWHUIHLWHUV�LQ�WKH�VDOH�RI�FR�QWHUIHLW�SKDUPDFH�WLFDOV��
,Q�WKH�SDVW��FR�QWHUIHLW�SUHVFULSWLRQ�GU�JV�SULPDULO��LQYROYHG�VR�FDOOHG�OLIHVW�OH�GU�JV�OLNH�VLOGHQDILO�
�9LDJUD���7RGD���WKLV�PDUNHW�KDV�H[SDQGHG�WR�LQFO�GH�DOO�W�SHV�RI�WKHUDSH�WLF�PHGLFLQHV��LQFO�GLQJ�
LQV�OLQ��FDQFHU�PHGLFDWLRQV��DQG�FDUGLRYDVF�ODU�GU�JV���
�
&R�QWHUIHLWLQJ�KDV�DOVR�VSUHDG�LQWR�RYHU�WKH�FR�QWHU�PHGLFLQHV�OLNH�FR�JK�V�U�S�DQG��HLJKW�ORVV�
GU�JV��$V�PRUH�$PHULFDQV�S�UFKDVH� GU�JV� RQOLQH��PDQ��8�6�� FRQV�PHUV� DSSHDU� WR� EH� ODUJHO��
�QD�DUH�RI�WKH�SRWHQWLDO�GDQJHUV�RI�S�UFKDVLQJ�FR�QWHUIHLW�GU�JV�IURP�LQWHUQHW�SKDUPDFLHV���
�
8QOLNH�OHJLWLPDWH�GU�J�PDQ�IDFW�UHUV�WKDW�DUH�V�EMHFW�WR�LQVSHFWLRQV�E��WKH�8�6��)RRG�DQG�'U�J�
$GPLQLVWUDWLRQ��ODEV�WKDW�PDQ�IDFW�UH�FR�QWHUIHLWV�KDYH�QR�V�FK�RYHUVLJKW��$FFRUGLQJ�WR�D������
%HWWHU� %�VLQHVV�%�UHD�� VW�G��� �FRPSDQLHV� EDVHG� LQ�&KLQD���RQJ�.RQJ�� 6LQJDSRUH�� DQG� ,QGLD�
VKLSSHG����SHUFHQW�RI�WKH�FR�QWHUIHLW�PHGLFLQHV�VHL]HG�LQ�WKH�8�6�����
�
,Q�0DUFK�������(�URSRO��WKH�(�URSHDQ�8QLRQ�V�OD��HQIRUFHPHQW�DJHQF���VHL]HG����PLOOLRQ�GRVHV�
RI�FR�QWHUIHLW�PHGLFLQH�UDQJLQJ�IURP�RSLRLGV�WR�KHDUW�PHGLFDWLRQ��(�URSRO�QRWHG�WKDW�WKLV�W�SH�RI�
FR�QWHUIHLWLQJ�LV�RQ�WKH�ULVH�G�H�WR�WKH�UHODWLYHO��OR��ULVN�RI�FULPLQDO�GHWHFWLRQ����
�
&R�QWHUIHLW�PHGLFLQHV� QRW� RQO��GHIUD�G�FRQV�PHUV��KR� DUH�RIWHQ� DIIOLFWHG��LWK� VHULR�V� KHDOWK�
LVV�HV��WKH��FDQ�DOVR�EH�OHWKDO��)DNH�SUHVFULSWLRQ�RSLRLGV�DUH�RIWHQ�ODFHG��LWK�GHDGO��IHQWDQ�O��P�FK�
RI��KLFK�RULJLQDWHV�LQ�&KLQD��,Q�UDLVLQJ�D�DUHQHVV�RI�WKH�GDQJHUV��WKH�1DWLRQDO�,QVWLW�WHV�RI��HDOWK�
�1,���KDV��DUQHG��
�

3UHYH�WL�J� FR��WHUIHLW� PHGLFL�H�� IURP� H�WHUL�J� W�H� 8�LWHG� �WDWH�� L�� H�SHFLDOO��
GLIILF�OW�� L�� SDUW� EHFD��H� �HDUO�� ��� SHUFH�W� RI� GU�J�� DUH� PDGH� RYHU�HD�� D�G�
DSSUR[LPDWHO�� ��� SHUFH�W� RI� W�H� DFWLYH� PHGLFL�DO� FRPSR�H�W�� RI� GU�J�� DUH�
LPSRUWHG��%HFD��H�PD���RI�W�H�H�PHGLFL�H��DUH�H[SH��LYH��E��HU��DUH�DWWUDFWHG�E��
OR�HU�SULFH���7�H�UL�H�RI�,�WHU�HW�S�DUPDFLH��PDNH��UHJ�ODWLR��RI�GU�J��DIHW��PRUH�
GLIILF�OW�����

�

�������������������������������������������������
��%DNHU��&��6WHYHQ���)DNHV�DUH�1RW�)DVKLRQDEOH��$�%%%�6W�G��RI�WKH�(SLGHPLF�RI�&R�QWHUIHLW��RRGV�6ROG�2QOLQH���%HWWHU�
%��L�H���%�UHD���0D��������KWWSV�������EEE�RUJ�JOREDODVVHWV�ORFDO�EEEV�VW�OR�LV�PR�����VWBOR�LVBPRB����VW�GLHV�FR�QWHUIHLW�
JRRGV�%%%�6W�G��RI�&R�QWHUIHLW��RRGV�6ROG�2QOLQH�SGI�
��%DNHU��&��6WHYHQ���)DNHV�DUH�1RW�)DVKLRQDEOH��$�%%%�6W�G��RI�WKH�(SLGHPLF�RI�&R�QWHUIHLW��RRGV�6ROG�2QOLQH���%HWWHU�
%��L�H���%�UHD���0D��������3J�����KWWSV�������EEE�RUJ�JOREDODVVHWV�ORFDO�EEEV�VW�OR�LV�PR�
����VWBOR�LVBPRB����VW�GLHV�FR�QWHUIHLW�JRRGV�%%%�6W�G��RI�&R�QWHUIHLW��RRGV�6ROG�2QOLQH�SGI�
��1DWLRQDO�,QVWLW�WHV�RI��HDOWK��%ODFNVWRQH��(U�LQ�$���-RVHSK�3��)�KU�-U���DQG�6WHYH�3RFLDVN���7KH��HDOWK�DQG�(FRQRPLF�(IIHFWV�
RI�&R�QWHUIHLW�'U�JV����PHULFD���HDOW��D�G��U�J�%H�HILW�����������������
KWWSV�������QFEL�QOP�QLK�JRY�SPF�DUWLFOHV�30&����������6HH�DOVR��0DFNH���7LP�.���HW�DO����$IWHU�FR�QWHUIHLW�$YDVWLQ�����KDW�
KDYH��H�OHDUQHG�DQG��KDW�FDQ�EH�GRQH���1DW�UH��HYLH���&OL�LFDO�2�FRORJ���������������������
KWWSV�������QDW�UH�FRP�DUWLFOHV�QUFOLQRQF���������SGI�

�
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�HDOWK�DQG� VDIHW�� ULVNV� H[WHQG� IDU�EH�RQG� IDNH�SUHVFULSWLRQ�GU�JV��&R�QWHUIHLW�FRVPHWLFV� RIWHQ�
FRQWDLQ� LQJUHGLHQWV� V�FK� DV� DUVHQLF��PHUF�U��� DO�PLQ�P�� RU� OHDG� DQG�PD�� EH�PDQ�IDFW�UHG� LQ�
�QVDQLWDU��FRQGLWLRQV���KLFK�FDQ��OWLPDWHO��OHDG�WR�SUREOHPV��LWK�RQH�V�H�HV�RU�VNLQ���
�
$Q�LQYHVWLJDWLRQ�RI�FR�QWHUIHLW�L3KRQH�DGDSWHUV�FRQG�FWHG�E��WKH��$2�IR�QG�D����SHUFHQW�IDLO�UH�
UDWH�LQ�����FR�QWHUIHLW�DGDSWHUV�WHVWHG�IRU�VDIHW���ILUH��DQG�VKRFN�KD]DUGV��DQG�IR�QG�WKDW����RI�WKH�
DGDSWHUV�SRVHG�D�ULVN�RI�OHWKDO�HOHFWURF�WLRQ� WR�WKH��VHU����,Q�'HFHPEHU�������&%3�VHL]HG�������
KRYHU�ERDUGV��LWK�FR�QWHUIHLW�EDWWHULHV���KLFK�FDQ�FD�VH�ILUHV�UHV�OWLQJ�LQ�LQM�U��RU�GHDWK�����
�
&KLOGUHQ�V�WR�V��VRPH�ODFHG��LWK�GHDGO��PHWDOV�OLNH�FDGPL�P�DQG�OHDG��UHSUHVHQW�DQRWKHU�DUHD�LQ�
�KLFK�FR�QWHUIHLWHUV�KDYH�WDNHQ�DGYDQWDJH�RI�H�FRPPHUFH�E�VLQHVV�PRGHOV�WKDW�SURYLGH�OLPLWHG�WR�
QR�DFFR�QWDELOLW��IRU�VHOOHUV���
�
7KH�'HSDUWPHQW�RI�-�VWLFH�KDV�SURVHF�WHG�LQGLYLG�DOV�IRU�WKH�RQOLQH�VDOH�RI�D��KLJK�YDO�H�WDUJHW��

RI�FR�QWHUIHLWHUV���QDPHO���DLUEDJV�����$ORQJ��LWK�RWKHU�FR�QWHUIHLW�D�WRPRWLYH�SDUWV�OLNH�EUDNH�
SDGV���KHHOV��DQG�VHDW�EHOWV���QVDIH�DLUEDJV�FDQ�KDYH�FDWDVWURSKLF�FRQVHT�HQFHV�IRU�GULYHUV��DV��HOO�
DV�IRU�WKHLU�SDVVHQJHUV�DQG�RWKHUV�RQ�WKH�URDG��%LF�FOH�KHOPHWV��DQRWKHU�IDYRULWH�RI�FR�QWHUIHLWHUV��
OLNH�LVH�FDQ�OHDG�WR�FDWDVWURSKLF�FRQVHT�HQFHV�IRU�F�FOLVWV��
�
2I�WKH�FRQWUDEDQG�SURG�FWV�VHL]HG�LQ������E��&%3�DQG�,&(��6,��DQ�DVWRQLVKLQJ����SHUFHQW�SRVHG�
GLUHFW�DQG�REYLR�V�WKUHDWV�WR�KHDOWK�DQG�VDIHW�����(�FRPPHUFH�DOVR�IDFLOLWDWHV�WKH��LGHVSUHDG�VDOH�
RI�SLUDWHG�YHUVLRQV�RI�FRS�ULJKWHG��RUNV��3LUDWHG�PHGLFDO�ERRNV����KLFK�FDQ�FRQWDLQ�HUURUV�WKDW�
HQGDQJHU� SDWLHQWV�� OLYHV� �� KDYH� EHHQ� IR�QG� RQ� SODWIRUPV� DORQJ� �LWK� RWKHU� SLUDWHG� ERRNV�
�WH[WERRNV�DQG�WUDGH�ERRNV��DQG�LOOLFLW�UHSURG�FWLRQV�RI�P�VLF�&'�ER[�VHWV��

�

�FR�RPLF��DUP�

�
7KH� JUR�WK� LQ� RQOLQH� VDOHV� RI� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� GLUHFWO�� KDUPV� �� DQG� �QIDLUO��
FRPSHWHV� DJDLQVW��� WKH�PDQ�� OHJLWLPDWH� FRPSDQLHV� WKDW� SURG�FH�� VHOO� DQG� GLVWULE�WH� JHQ�LQH�
JRRGV��RIWHQ� UHV�OWLQJ� LQ� ORVW�SURILWV�� HPSOR�HH� OD�RIIV��DQG� GLPLQLVKHG� LQFHQWLYHV� WR� LQQRYDWH��
)URQWLHU�(FRQRPLFV��������ILQGV�WKDW�FR�QWHUIHLW�JRRGV�GLVSODFHG�UR�JKO��KDOI�D�WULOOLRQ�GROODUV�RI�
JOREDO�VDOHV�RI�OHJLWLPDWH�FRPSDQLHV�LQ������DQG�IRUHFDVWV�WKLV�GLVSODFHPHQW�WR�UHDFK����WR������
WULOOLRQ�E����������7KH�VW�G��DOVR�HVWLPDWHV�WKDW�JOREDO�HPSOR�PHQW�ORVVHV�G�H�WR�FR�QWHUIHLW�JRRGV�

�������������������������������������������������
��8QGHU�ULWHUV�/DERUDWRU���8/����&R�QWHUIHLW�L3KRQH�$GDSWHUV���DYDLODEOH�DW��KWWSV���OHJDF���SORDGV��O�FRP��S�
FRQWHQW��SORDGV�VLWHV������������������&R�QWHUIHLWL3KRQH�:3��LJK5HVB),1$/�SGI��$OVR��HH��8�6���RYHUQPHQW�$FFR�QWDELOLW��
2IILFH�5HSRUW�WR�WKH�&KDLUPDQ��&RPPLWWHH�RQ�)LQDQFH��8�6��6HQDWH��,�WHOOHFW�DO�3URSHUW����JH�FLH��&D��,PSURYH�(IIRUW��WR�
�GGUH����L�N��3R�HG�E��&�D�JL�J�&R��WHUIHLW��0DUNHW���$2���������:DVKLQJWRQ��'&���RYHUQPHQW�$FFR�QWDELOLW��2IILFH��
-DQ�DU��������3J�����KWWSV�������JDR�JRY�DVVHWV������������SGI��
��8�6���RYHUQPHQW�$FFR�QWDELOLW��2IILFH�5HSRUW�WR�WKH�&KDLUPDQ��&RPPLWWHH�RQ�)LQDQFH��8�6��6HQDWH��,�WHOOHFW�DO�3URSHUW���
�JH�FLH��&D��,PSURYH�(IIRUW��WR��GGUH����L�N��3R�HG�E��&�D�JL�J�&R��WHUIHLW��0DUNHW���$2���������:DVKLQJWRQ��'&��
�RYHUQPHQW�$FFR�QWDELOLW��2IILFH��-DQ�DU��������KWWSV�������JDR�JRY�DVVHWV������������SGI��
��'HSDUWPHQW�RI�-�VWLFH��8�6��$WWRUQH��V�2IILFH��:HVWHUQ�'LVWULFW�RI�1H���RUN���7�R�0HQ�&KDUJHG��LWK�,PSRUWLQJ�DQG�6HOOLQJ�
&R�QWHUIHLW�$LUEDJV������2FWREHU�������KWWSV�������M�VWLFH�JRY��VDR��GQ��SU�W�R�PHQ�FKDUJHG�LPSRUWLQJ�DQG�VHOOLQJ�
FR�QWHUIHLW�DLUEDJV��'HSDUWPHQW�RI�-�VWLFH��8�6��$WWRUQH��V�2IILFH��:HVWHUQ�'LVWULFW�RI�1H���RUN���&KHHNWR�DJD�0DQ�6HQWHQFHG�
IRU�%��LQJ�DQG�6HOOLQJ�&R�QWHUIHLW�$LUEDJV�����0D��������
��'HSDUWPHQW�RI��RPHODQG�6HF�ULW���8�6��&�VWRPV�DQG�%RUGHU�3URWHFWLRQ���,QWHOOHFW�DO�3URSHUW��5LJKWV��)LVFDO��HDU������
6HL]�UH�6WDWLVWLFV���$�J�VW�������KWWSV�������FES�JRY�VLWHV�GHID�OW�ILOHV�DVVHWV�GRF�PHQWV������$�J�,35B$QQ�DO�5HSRUW�)��
�����SGI�
��KWWSV���LFF�ER�RUJ�S�EOLFDWLRQ�HFRQRPLF�LPSDFWV�FR�QWHUIHLWLQJ�SLUDF��UHSRUW�SUHSDUHG�EDVFDS�LQWD���



�

���

�HUH�EHW�HHQ���PLOOLRQ�DQG�����PLOOLRQ�MREV�LQ��������LWK�MRE�GLVSODFHPHQW�H[SHFWHG�WR�GR�EOH�E��
�������
�
&R�QWHUIHLW�JRRGV�DOVR�GDPDJH�WKH�YDO�H�RI�OHJLWLPDWH�EUDQGV��:KHQ�EUDQG�R�QHUV�ORVH�WKH�DELOLW��
WR�FROOHFW�D�SULFH�SUHPL�P�IRU�EUDQGHG�JRRGV��LW�OHDGV�WR�GLPLQLVKHG�LQQRYDWLRQ�DV�EUDQG�R�QHUV�
DUH�OHVV�OLNHO��WR�LQYHVW�LQ�FUHDWLQJ�LQQRYDWLYH�SURG�FWV��/HJLWLPDWH�FRPSDQLHV��DQG�SDUWLF�ODUO��
VPDOO�E�VLQHVVHV��UHSRUW�GHYDVWDWLQJ�LPSDFWV�G�H�WR�WKH�DE�QGDQFH�RI�FRPSHWLQJ�RQOLQH�FR�QWHUIHLWV�
DQG�SLUDWHG�JRRGV��0RUHRYHU���KLOH�H�FRPPHUFH�SODWIRUPV�FDQ�EHQHILW�OHJLWLPDWH�E�VLQHVVHV�E��
KHOSLQJ�WKHP�WR�UHDFK�F�VWRPHUV��LWK�D�QH��SURG�FW��WKH�VDPH�SURFHVV�DQG�WHFKQRORJ��DOVR�PDNHV�
LW�HDVLHU�IRU��QVFU�S�OR�V�ILUPV�WR�LGHQWLI��SRS�ODU�QH��SURG�FWV��SURG�FH�LQIULQJLQJ�YHUVLRQV�RI�
WKHP��DQG�VHOO�WKHVH�LOOLFLW�JRRGV�WR�WKH�E�VLQHVV�V�SRWHQWLDO�F�VWRPHUV��
�
$V�SUHYLR�VO��QRWHG��WKH� VSHHG�DW��KLFK�FR�QWHUIHLWHUV�FDQ�VWHDO�LQWHOOHFW�DO�SURSHUW��WKUR�JK�H�
FRPPHUFH� FDQ� EH� YHU�� UDSLG�� ,I� D� QH�� SURG�FW� LV� D� V�FFHVV�� FR�QWHUIHLWHUV� PD�� DWWHPSW� WR�
LPPHGLDWHO��R�WFRPSHWH�WKH�RULJLQDO�VHOOHU��LWK�OR�HU�FRVW�FR�QWHUIHLW�YHUVLRQV����KLOH�DYRLGLQJ�
UHVHDUFK�DQG� GHYHORSPHQW� FRVWV�� 7KH� UHV�OW�� FR�QWHUIHLWHUV�PD�� KDYH� D� VLJQLILFDQW� FRPSHWLWLYH�
DGYDQWDJH�LQ�D�YHU��VKRUW�SHULRG�RI�WLPH�RYHU�WKRVH��KR�VHOO�WU�VWHG�EUDQGV���
�
6�FK�IDVW�WUDFN�FR�QWHUIHLWLQJ�SRVHV��QLT�H�DQG�VHULR�V�SUREOHPV�IRU�VPDOO�E�VLQHVVHV���KLFK�GR�
QRW�KDYH�WKH�VDPH�ILQDQFLDO�UHVR�UFHV�DV�PDMRU�EUDQGV�WR�SURWHFW�WKHLU�LQWHOOHFW�DO�SURSHUW���/DFNLQJ�
WKH� DELOLW�� WR� LQYHVW� LQ�EUDQG�SURWHFWLRQ�DFWLYLWLHV�� V�FK� DV�FRQWLQ�DOO��PRQLWRULQJ� H�FRPPHUFH�
SODWIRUPV�WR�LGHQWLI��LOOLFLW�JRRGV��SHUIRUP�WHVW�E��V��DQG�VHQG�WDNHGR�Q�QRWLFHV�WR�WKH�SODWIRUPV��
VPDOOHU�E�VLQHVVHV�DUH�PRUH�OLNHO��WR�H[SHULHQFH�UHYHQ�H�ORVVHV�DV�F�VWRPHUV�S�UFKDVH�FR�QWHUIHLW�
YHUVLRQV�RI�WKH�EUDQGHG�SURG�FWV���
�
,Q�PDQ��FDVHV��$PHULFDQ�HQWHUSULVHV�KDYH�OLWWOH�UHFR�UVH�DVLGH�IURP�LQLWLDWLQJ�OHJDO�DFWLRQ�DJDLQVW�
D� SDUWLF�ODU�YHQGRU��6�FK� OHJDO� DFWLRQ� FDQ�EH�H[WUHPHO�� GLIILF�OW��0DQ��H�FRPPHUFH� VHOOHUV�RI�
LQIULQJLQJ�SURG�FWV�DUH�ORFDWHG�R�WVLGH�WKH�M�ULVGLFWLRQ�RI�WKH�8QLWHG�6WDWHV��RIWHQ�LQ�&KLQD��H[LVWLQJ�
OD�V�DQG�UHJ�ODWLRQV�ODUJHO��VKLHOG�IRUHLJQ�FR�QWHUIHLWHUV�IURP�DQ��DFFR�QWDELOLW����
�
2U�D�L�HG��ULPH�D�G�7HUURULVP�

�
7KH� LPSDFW� RI� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� LV� EURDGHU� WKDQ� M�VW� �QIDLU� FRPSHWLWLRQ�� /D��
HQIRUFHPHQW� RIILFLDOV� KDYH��QFRYHUHG� LQWULFDWH� OLQNV�EHW�HHQ� WKH� VDOH�RI� FR�QWHUIHLW�JRRGV� DQG�
WUDQVQDWLRQDO�RUJDQL]HG� FULPH��$� VW�G�� E�� WKH� %HWWHU� %�VLQHVV�%�UHD�� QRWHV� WKDW� WKH� ILQDQFLDO�
RSHUDWLRQV� V�SSRUWLQJ� FR�QWHUIHLW� JRRGV� W�SLFDOO�� UHT�LUH� FHQWUDO� FRRUGLQDWLRQ�� PDNLQJ� WKHVH�
DFWLYLWLHV�DWWUDFWLYH�IRU�RUJDQL]HG�FULPH���LWK�JUR�SV�V�FK�DV�WKH�0DILD�DQG�WKH�-DSDQHVH��DN�]D�
KHDYLO��LQYROYHG����&ULPLQDO�RUJDQL]DWLRQV��VH�FRHUFHG�DQG� FKLOG� ODERU�WR�PDQ�IDFW�UH�DQG�VHOO�
FR�QWHUIHLW�JRRGV��,Q�VRPH�FDVHV��WKH�SURFHHGV�IURP�FR�QWHUIHLW�VDOHV�PD��EH�V�SSRUWLQJ�WHUURULVP�
DQG�GLFWDWRUVKLSV�WKUR�JKR�W�WKH��RUOG����
�

�������������������������������������������������
��KWWSV�������EEE�RUJ�JOREDODVVHWV�ORFDO�EEEV�VW�OR�LV�PR�����VWBOR�LVBPRB����VW�GLHV�FR�QWHUIHLW�JRRGV�%%%�6W�G��RI�
&R�QWHUIHLW��RRGV�6ROG�2QOLQH�SGI�
��8QLWHG�1DWLRQV�2IILFH�RI�'U�JV�DQG�&ULPH��812'&���)RF���2���7�H�,OOLFLW�7UDIILFNL�J�RI�&R��WHUIHLW��RRG��D�G�
7UD���DWLR�DO�2UJD�L]HG�&ULPH��DYDLODEOH�DW��
KWWSV��������QRGF�RUJ�GRF�PHQWV�FR�QWHUIHLW�)RF�V6KHHW�&R�QWHUIHLWBIRF�VVKHHWB(1B�,5(6�SGI�



�

���

1DWLR�DO�6HF�ULW� �

�
2QH�RI�WKH�JUHDWHVW�WKUHDWV�FR�QWHUIHLWV�SRVH�WR�QDWLRQDO�VHF�ULW��LV�WKHLU�HQWU��LQWR�WKH�V�SSO��FKDLQ�
RI� $PHULFD�V�GHIHQVH� LQG�VWULDO�EDVH�� 7KLV�GHIHQVH�LQG�VWULDO� EDVH� LQFO�GHV� ERWK�SULYDWH� VHFWRU�
FRQWUDFWRUV�DQG�JRYHUQPHQW�DJHQFLHV��SDUWLF�ODUO��WKH�'HSDUWPHQW�RI�'HIHQVH���
�
,Q�)�����������SHUFHQW�RI�'�6�VHL]�UHV� LQFO�GHG� FR�QWHUIHLW�YHUVLRQV� RI� FULWLFDO� WHFKQRORJLFDO�
FRPSRQHQWV��D�WRPRWLYH�DQG�DHURVSDFH�SDUWV��EDWWHULHV��DQG�PDFKLQHU���(DFK�RI�WKHVH�LQG�VWULDO�
VHFWRUV�KDYH�EHHQ�LGHQWLILHG�DV�FULWLFDO�WR�WKH�GHIHQVH�LQG�VWULDO�EDVH��DQG�WK�V�FULWLFDO�WR�QDWLRQDO�
VHF�ULW���2QH�H[DPSOH�GUD�Q�IURP�D������VW�G��E��WKH�%�UHD��RI�,QG�VWU��DQG�6HF�ULW���LWKLQ�WKH�
'HSDUWPHQW�RI�&RPPHUFH�IHDW�UHG�WKH�LPSRUW�RI�FR�QWHUIHLW�VHPLFRQG�FWRUV�RU��7URMDQ�FKLSV��IRU�
�VH�LQ�GHIHQVH�PDQ�IDFW�ULQJ�DQG�RSHUDWLRQV ����6�FK�7URMDQ�FKLSV�FDQ�FDUU��YLU�VHV�RU�PDO�DUH�
WKDW� LQILOWUDWH� DQG� �HDNHQ� $PHULFDQ� QDWLRQDO� VHF�ULW��� 7KH� SUREOHP� RI� FR�QWHUIHLW� FKLSV� KDV�
EHFRPH�VR�SHUYDVLYH�WKDW�WKH�'HSDUWPHQW�RI�'HIHQVH�KDV�UHIHUUHG�WR�LW�DV�DQ��LQYDVLRQ���&RPSDQLHV�
IURP�&KLQD�DUH�WKH�SULPDU��SURG�FHUV�RI�FR�QWHUIHLW�HOHFWURQLFV� ����
�

��� �R��(�&RPPHUFH�)DFLOLWDWHV�&R�QWHUIHLW�
7UDIILFNLQJ�

�
:KLOH�H�FRPPHUFH�KDV�V�SSRUWHG�WKH�OD�QFK�RI�WKR�VDQGV�RI�OHJLWLPDWH�E�VLQHVVHV��H�FRPPHUFH�
SODWIRUPV�� WKLUG�SDUW�� PDUNHWSODFHV�� DQG� WKHLU� V�SSRUWLQJ� LQWHUPHGLDULHV� KDYH� DOVR� VHUYHG� DV�
SR�HUI�O� VWLP�ODQWV� IRU� WKH� WUDIILFNLQJ� RI�FR�QWHUIHLW� DQG�SLUDWHG�JRRGV��7KH� FHQWUDO�HFRQRPLF�
GULYHU�RI� V�FK�WUDIILFNLQJ� LV� WKLV�EDVLF� UHDOLW���6HOOLQJ�FR�QWHUIHLW�DQG�SLUDWHG� JRRGV� WKUR�JK�H�
FRPPHUFH�SODWIRUPV�DQG�UHODWHG�RQOLQH�WKLUG�SDUW��PDUNHWSODFHV�LV�D�KLJKO��SURILWDEOH�YHQW�UH��
�
)RU�FR�QWHUIHLWHUV��SURG�FWLRQ�FRVWV�DUH�OR���PLOOLRQV�RI�SRWHQWLDO�F�VWRPHUV�DUH�DYDLODEOH�RQOLQH��
WUDQVDFWLRQV� DUH� FRQYHQLHQW�� DQG� OLVWLQJ� JRRGV� RQ� �HOO�NQR�Q� SODWIRUPV� SURYLGHV� DQ� DLU� RI�
OHJLWLPDF���:KHQ�VHOOHUV�RI�LOOLFLW�JRRGV�DUH�LQ�DQRWKHU�FR�QWU���WKH��DUH�DOVR�H[SRVHG�WR�UHODWLYHO��
OLWWOH�ULVN�RI�FULPLQDO�SURVHF�WLRQ�RU�FLYLO�OLDELOLW���QGHU�F�UUHQW�OD��HQIRUFHPHQW�DQG�UHJ�ODWRU��
SUDFWLFHV�� ,W� LV�FULWLFDO�WKDW�LPPHGLDWH�DFWLRQ�EH�WDNHQ� WR�SURWHFW�$PHULFDQ�FRQV�PHUV�DQG�RWKHU�
VWDNHKROGHUV�DJDLQVW�WKH�KDUP�DQG�ORVVHV�LQIOLFWHG�E��FR�QWHUIHLWHUV��
�

�������������������������������������������������
��KWWSV�������ELV�GRF�JRY�LQGH[�SKS�GRF�PHQWV�WHFKQRORJ��HYDO�DWLRQ����GHIHQVH�LQG�VWULDO�EDVH�DVVHVVPHQW�RI�FR�QWHUIHLW�
HOHFWURQLFV������ILOH�
��6D�QGHUV���UHJRU��DQG�7LP�.RF]DQNVL���&R�QWHUIHLWV����HIH��H��WD�GDUGL]DWLR��3URJUDP�-R�U�DO��2FWREHU�'HFHPEHU�������
KWWSV�������GVS�GOD�PLO�3RUWDOV����'RF�PHQWV�3�EOLFDWLRQV�-R�UQDO��������'63-�SGI�
�
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���

)LJ�UH�2QH�SURYLGHV�D�VLPSOLILHG�RYHUYLH��RI�KR��FR�QWHUIHLW�SURG�FWV�PRYH�IURP�SURG�FWLRQ�
E��FR�QWHUIHLWHUV�WR�VDOHV�WR�$PHULFDQ�FRQV�PHUV��

�
�

�R��WHUIHLW�3URG�FWLR��D�G��LVWULE�WLR��

�
7KH�FR�QWHUIHLW�VDOHV�SURFHVV�EHJLQV��LWK�VRPH�W�SH�RI�SURG�FWLRQ�FDSDELOLW��IRU�WKH�FR�QWHUIHLW�
JRRG��,Q�WKLV�VWDJH��FR�QWHUIHLWHUV�HQMR��HQRUPR�V�SURG�FWLRQ�FRVW�DGYDQWDJHV�UHODWLYH�WR�OHJLWLPDWH�
E�VLQHVVHV��&R�QWHUIHLWV� DUH�RIWHQ�SURG�FHG� LQ��QVDIH��RUNSODFHV���LWK�V�EVWDQGDUG�DQG��QVDIH�
PDWHULDOV��E���RUNHUV��KR�DUH�RIWHQ�SDLG�OLWWOH�RU�VRPHWLPHV�QRWKLQJ�LQ�WKH�FDVH�RI�IRUFHG�ODERU���
�
,Q�WKH�FDVH�RI�JRRGV�V�EMHFW�WR�IHGHUDO�KHDOWK�DQG�VDIHW��UHJ�ODWLRQV��LW�FRVWV�P�FK�OHVV�WR�SURG�FH�
FR�QWHUIHLW�YHUVLRQV�WKDW�GR�QRW�PHHW�WKHVH�KHDOWK�DQG�VDIHW��UHT�LUHPHQWV�WKDW�PDNH�WKH�OHJLWLPDWH�
SURG�FWV�VR�VDIH��
�
&R�QWHUIHLWHUV� OLNH�LVH� PLQLPL]H� WKH� QHHG� IRU� LQF�UULQJ� VLJQLILFDQW� UHVHDUFK� DQG� GHYHORSPHQW�
H[SHQGLW�UHV� E�� VWHDOLQJ� LQWHOOHFW�DO� SURSHUW��� WHFKQRORJLHV��DQG� WUDGH� VHFUHWV��7KH��DOVR� VKDYH�
SURG�FWLRQ�FRVWV��VLQJ�LQIHULRU�LQJUHGLHQWV�RU�FRPSRQHQWV���
�
)RU� H[DPSOH�� D� FRPPRQ� �D�� IRU� FR�QWHUIHLWHUV� WR� SURG�FH� IDNH� SUHVFULSWLRQ� RSLRLGV� OLNH�
2[�FRQWLQ��RU�D�SUHVFULSWLRQ�GU�J�OLNH�9LDJUD��LV�WR�VWDUW��LWK�WKH�UHDO�SLOOV�DV�D�EDVLF�LQJUHGLHQW��
7KHVH�UHDO�SLOOV�DUH� WKHQ�JUR�QG��S�LQWR�D�SR�GHU��GLO�WHG��LWK�VRPH�W�SH�RI� �VRPHWLPHV�WR[LF��
SR�GHU�ILOOHU��DQG�WKHQ��VSLNHG���LWK�DQ�LOOHJDO�DQG�GHDGO��QDUFRWLF�OLNH�IHQWDQ�O��LQ�WKH�FDVH�RI�
IDNH�RSLRLGV��RU�LOOHJDO�DQG�GHDGO��DPSKHWDPLQHV�RU�VWU�FKQLQH��LQ�WKH�FDVH�RI�9LDJUD��
�
,Q�WKH�FDVH�RI�DSSDUHO��V�FK�DV�U�QQLQJ�VKRHV��HPSOR�HHV�IURP�D�OHJLWLPDWH�EUDQGHG�FRPSDQ��PD��
OHDYH� WKH� FRPSDQ�� DQG� VHW� �S� WKHLU� R�Q� IDFLOLW��� 7KHVH� HPSOR�HHV� KDYH� WKH� H[SHUWLVH� WR�
PDQ�IDFW�UH� LGHQWLFDO�ORRNLQJ� VKRHV�� E�W� WKH�� �LOO� W�SLFDOO�� GR� VR� �LWK� FKHDSHU�� LQIHULRU�
FRPSRQHQWV��7KH�UHV�OW��WKH�VKRHV�PD��IDLO�G�ULQJ�DFWLYLW���LQM�UH�WKH��VHU��LWK�DQ�LQIHULRU�LQVROH��
RU��DW�D�PLQLP�P���HDU�R�W�IDVWHU�WKDQ�WKH�UHDO�SURG�FW����

�������������������������������������������������
��'HSDUWPHQW�RI��RPHODQG�6HF�ULW���8�6��&�VWRPV�DQG�%RUGHU�3URWHFWLRQ���&%3�6HL]HV�2YHU������0LOOLRQ��RUWK�RI�)DNH�1LNH�
6KRHV�DW�/$�/RQJ�%HDFK�6HDSRUW�����2FWREHU�������KWWSV�������FES�JRY�QH�VURRP�ORFDO�PHGLD�UHOHDVH�FES�VHL]HV�RYHU����
PLOOLRQ��RUWK�IDNH�QLNH�VKRHV�ODORQJ�EHDFK�VHDSRUW�
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���

�
7KH�WHFKQRORJLFDO�DGYDQFHV�LQ�PRGHOLQJ��SULQWLQJ��DQG�VFDQQLQJ�WHFKQRORJLHV�V�FK�DV��'�SULQWLQJ��
KDYH�DOVR�VLJQLILFDQWO��UHG�FHG�WKH�EDUULHUV�IRU�UHYHUVH�HQJLQHHULQJ�DQG�WKH�FRVWV�RI�PDQ�IDFW�ULQJ�
FR�QWHUIHLW�SURG�FWV��$JDLQ��RQH� SUREOHP� WKDW�PD��DULVH�PD��EH� WKH��VH�RI� LQIHULRU�SURG�FWLRQ�
LQS�WV�WKDW�OHDG�WR�SURG�FW�IDLO�UH��
�
7KHVH� DUH� M�VW� D� IH�� RI� WKH� PDQ�� �D�V� FR�QWHUIHLWV� EHJLQ� WKHLU� ORQJ� MR�UQH�� LQWR� $PHULFDQ�
KR�VHKROGV��7KHUH�LV�RIWHQ�QR��D��IRU�OHJLWLPDWH�E�VLQHVVHV�WR�FRPSHWH��RQ�D�SURG�FWLRQ�FRVW�EDVLV��
�LWK�FR�QWHUIHLWHUV��7KHUH�LV� DOVR� RIWHQ�QR��D�� IRU�D�FRQV�PHU� WR�WHOO� WKH�GLIIHUHQFH�EHW�HHQ�D�
FR�QWHUIHLW�DQG�OHJLWLPDWH�JRRG��
�
7KLUG�3DUW��0DUNHWSODFHV�D�G��R��WHUIHLWHU��HEVLWHV�

�
$�FR�QWHUIHLWHU�VHHNLQJ�WR�GLVWULE�WH�IDNH�SURG�FWV��LOO�W�SLFDOO��VHW��S�RQH�RU�PRUH�DFFR�QWV�RQ�
WKLUG�SDUW�� PDUNHWSODFHV�� DQG� WKHVH� DFFR�QWV� FDQ� RIWHQ� EH� VHW� �S� T�LFNO�� DQG� �LWKR�W� P�FK�
VRSKLVWLFDWLRQ�RU�PDQ��VSHFLDOL]HG�VNLOOV��8QGHU�V�FK�FLUF�PVWDQFHV�� LW� LV� D[LRPDWLF�WKDW�RQOLQH�
UHWDLOHUV�IDFH�P�FK�OR�HU�RYHUKHDG�FRVWV�WKDQ�WUDGLWLRQDO�EULFN�DQG�PRUWDU�VHOOHUV��7KHUH�LV�QR�QHHG�
WR�UHQW�UHWDLO�VSDFH�RU�WR�KLUH�LQ�SHUVRQ��F�VWRPHU�IDFLQJ�VWDII���
�
,Q�D�FRPPRQ�VFHQDULR��WKLUG�SDUW��PDUNHWSODFH��HEVLWHV�FRQWDLQ�SKRWRV�RI�WKH�UHDO�SURG�FW��IDNH�
UHYLH�V�RI�WKH�FR�QWHUIHLW�SURG�FW��DQG�RWKHU�V�FK�GLVLQIRUPDWLRQ�GHVLJQHG�WR�PLVOHDG�RU�IRRO�WKH�
FRQV�PHU�LQWR�EHOLHYLQJ�WKH�OHJLWLPDF��RI�WKH�SURG�FW��7KH�SUROLIHUDWLRQ�RI�V�FK�GLVLQIRUPDWLRQ�LV�
WKH�KDOOPDUN�RI�WKH�V�FFHVVI�O�RQOLQH�FR�QWHUIHLWHU��6�FK�GHFHSWLRQ�QRW�RQO��SURYLGHV�FR�QWHUIHLWHUV�
�LWK� DQ� HQRUPR�V� FRPSHWLWLYH� DGYDQWDJH� RYHU� WKHLU� EULFN�DQG�PRUWDU� FR�QWHUSDUWV�� OHJLWLPDWH�
VHOOHUV�RQ�WKH�LQWHUQHW�DUH�KDUPHG�DV��HOO���
�
,Q�VRPH�FDVHV��FR�QWHUIHLWHUV�KHGJH�DJDLQVW�WKH�ULVN�RI�EHLQJ�FD�JKW�DQG�WKHLU��HEVLWHV�WDNHQ�GR�Q�
IURP�DQ�H�FRPPHUFH�SODWIRUP�E��SUHHPSWLYHO��HVWDEOLVKLQJ�P�OWLSOH�YLUW�DO� VWRUH�IURQWV��$� NH��
�QGHUO�LQJ� SUREOHP� KHUH� LV� WKDW� RQ� DW� OHDVW� VRPH� H�FRPPHUFH� SODWIRUPV�� OLWWOH� LGHQWLI�LQJ�
LQIRUPDWLRQ�LV�QHFHVVDU��IRU�D�FR�QWHUIHLWHU�WR�EHJLQ�VHOOLQJ��,Q�WKH�DEVHQFH�RI�I�OO�WUDQVSDUHQF���
FR�QWHUIHLWHUV� FDQ� T�LFNO�� DQG� HDVLO�� PRYH� WR� D� QH�� YLUW�DO� VWRUH� LI� WKHLU� RULJLQDO� WKLUG�SDUW��
PDUNHWSODFH�LV�WDNHQ�GR�Q��
�
7KH� SRS�ODULW�� RI� VRFLDO� PHGLD� DOVR� KHOSV� SUROLIHUDWH� FR�QWHUIHLWV� DFURVV� YDULR�V� H�FRPPHUFH�
SODWIRUPV��,QVWDJUDP��VHUV��IRU�H[DPSOH��FDQ�WDNH�DGYDQWDJH�RI�FRQQHFWLYLW��DOJRULWKPV�E���VLQJ�
WKH�QDPHV�RI� O�[�U��EUDQGV�LQ�KDVKWDJV��)ROOR�HUV�FDQ� VHDUFK�E��KDVKWDJ�DQG��Q�LWWLQJO�� ILQG�
FR�QWHUIHLW�SURG�FWV���KLFK�DUH�FRPLQJOHG�DQG�GLIILF�OW� WR�GLIIHUHQWLDWH�IURP�OHJLWLPDWH�SURG�FWV�
DQG�VHOOHUV��
�
$FFRUGLQJ�WR�D������UHSRUW��,��WDJUDP�D�G�&R��WHUIHLWL�J��QHDUO�����SHUFHQW�RI�WKH�SRVWV�DQDO�]HG�
DER�W�IDVKLRQ�SURG�FWV�RQ� ,QVWDJUDP�IHDW�UHG�FR�QWHUIHLW�RU� LOOLFLW�SURG�FWV����0RUH�WKDQ��������
,QVWDJUDP�DFFR�QWV��HUH�LGHQWLILHG�DV�SURPRWLQJ�DQG�VHOOLQJ�FR�QWHUIHLWV��D�����SHUFHQW�LQFUHDVH�
IURP�D�SULRU������DQDO�VLV�� ,QVWDJUDP�V�6WRU�� IHDW�UH���KHUH�FRQWHQW�GLVDSSHDUV� LQ� W�HQW��IR�U�
KR�UV���DV�VLQJOHG�R�W�DV�SDUWLF�ODUO��HIIHFWLYH�IRU�FR�QWHUIHLW�VHOOHUV��

�������������������������������������������������
��6WURSSD��$QGUHD��HW�DO����,QVWDJUDP�DQG�FR�QWHUIHLWLQJ�LQ�������QH��IHDW�UHV��ROG�SUREOHPV�����R�W��DWD����$SULO�������5RPH��
1H���RUN��KWWSV���JKRVWGDWD�LR�UHSRUW�,QVWDJUDPB&R�QWHUIHLWLQJB�'�SGI�
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�
$�PRUH�UHFHQW�GHYHORSPHQW�RQ�VRFLDO�PHGLD�LV�WKH�SUROLIHUDWLRQ�RI��KLGGHQ�OLVWLQJV��IRU�WKH�VDOH�RI�
FR�QWHUIHLWV��6RFLDO�PHGLD�LV��VHG�WR�SURYLGH�GLUHFW�K�SHUOLQNV�LQ�SULYDWH�JUR�SV�RU�FKDWV�WR�OLVWLQJV�
IRU�FR�QWHUIHLW�JRRGV�WKDW�S�USRUW�WR�EH�VHOOLQJ��QUHODWHG�OHJLWLPDWH�LWHPV��%��DFFHVVLQJ�WKH�OLQN��
E��HUV�DUH�EUR�JKW�WR�DQ�H�FRPPHUFH�SODWIRUP��KLFK�DGYHUWLVHV�DQ��QUHODWHG�OHJLWLPDWH�LWHP�IRU�
WKH�VDPH�SULFH�DV�WKH�FR�QWHUIHLW�LWHP�LGHQWLILHG�LQ�WKH�SULYDWH�JUR�S�RU�FKDW��7KH�E��HU�LV�GLUHFWHG�
WR�S�UFKDVH� WKH��QUHODWHG� LWHP� LQ� WKH� OLVWLQJ� E�W��LOO� UHFHLYH� WKH� VR�JKW�DIWHU� FR�QWHUIHLW� LWHP�
LQVWHDG��

�
2UGHU���OILOOPH�W�L�����RPPHUFH�

�
7KH� IRUHLJQ� FR�QWHUIHLWHU� P�VW� ILUVW� FKRRVH� EHW�HHQ� VHQGLQJ� D� SDFNDJH� HLWKHU� E�� H[SUHVV�
FRQVLJQPHQW� FDUULHU� RU� WKUR�JK� WKH� LQWHUQDWLRQDO� SRVW�� $V� D� JHQHUDO� SURSRVLWLRQ�� H[SUHVV�
FRQVLJQPHQW�VKLSSHUV���V�FK�DV�'�/�([SUHVV��)HGHUDO�([SUHVV��DQG�WKH�8QLWHG�3DUFHO�6HUYLFH���
�HUH�V�EMHFW�WR�GDWD�UHT�LUHPHQWV�EHIRUH�WKH���HUH�H[WHQGHG�WR�WKH�LQWHUQDWLRQDO�SRVWV���
�
,Q�WKH�QH[W�VWHS�DORQJ�WKH�GHOLYHU��FKDLQ��D�SDUFHO��LOO�DUULYH�DW�D�SRUW�RI�HQWU���QGHU�WKH�D�WKRULW��
RI�&%3��0LOOLRQV�RI�SDUFHOV�DUULYH�GDLO���DQG� LW� LV�LPSRVVLEOH�WR�LQVSHFW�PRUH�WKDQ�D�YHU��VPDOO�
IUDFWLRQ��
�
$OWKR�JK�RFHDQ�VKLSSLQJ�LV�VWLOO�D�PDMRU�PRGH�RI�WUDQVSRUW�IRU� FR�QWHUIHLWV�� WKH�UDSLG�JUR�WK�RI�
RWKHU�PRGHV�� V�FK� DV� WU�FN� DQG� DLU� SDUFHO� GHOLYHU��� WKUHDWHQ� WR� �SHQG� HVWDEOLVKHG� HQIRUFHPHQW�
HIIRUWV��DQG�DV�V�FK��LV�LQFUHDVLQJO���VHG�E��LQWHUQDWLRQDO�FR�QWHUIHLWHUV��7KLV�FRQWLQ�HG�VKLIW�IURP�
E�ON�FDUJR�GHOLYHU��WR�RWKHU�PRGHV�E��FR�QWHUIHLWHUV�LV�LOO�VWUDWHG�LQ�WKH�WUHQGV�LQ�VHL]�UH�VWDWLVWLFV���
�
,W�LV�FOHDU�IURP�WKHVH�REVHUYDWLRQV�WKDW�FR�QWHUIHLW�WUDIILFNHUV�KDYH�OHDUQHG�KR��WR�OHYHUDJH�QH�HU�
DLU� SDUFHO�GLVWULE�WLRQ�PHWKRGV� WKDW�YDU��IURP�WKH�WUDGLWLRQDO�EULFN�DQG�PRUWDU� UHWDLO�PRGHO� �IRU�
H[DPSOH��LPSRUWV�DUULYLQJ�YLD�ODUJH�FDUJR�FRQWDLQHUV��LWK�GRPHVWLF�GLVWULE�WLRQ�QHW�RUNV���7KLV�LV�
DQ�LVV�H�WKDW�P�VW�EH�GLUHFWO��DGGUHVVHG�E��ILUP�DFWLRQV�IURP�&%3��
�
6HFWLR�������H�0L�LPLV���HPSWLR��D�G��R��WHUIHLW�7UDIILFNL���

�
8QGHU�6HFWLRQ����� RI� WKH� 7DULII�$FW�RI������� DV�DPHQGHG� E�� WKH�7UDGH�)DFLOLWDWLRQ�DQG�7UDGH�
(QIRUFHPHQW�$FW�RI�������7)7($���DUWLFOHV��LWK�D�YDO�H�RI������RU�OHVV��LPSRUWHG�E��RQH�SHUVRQ�
RQ�RQH�GD���FDQ�EH�DGPLWWHG�IUHH�RI�G�W��DQG�WD[HV��8QGHU����&)5����������DQG����&)5�SDUW������
6�ESDUW�&��WKRVH�LPSRUWDWLRQV�DUH�RIWHQ�QRW�V�EMHFW�WR�WKH� VDPH�IRUPDO�F�VWRPV�SURFHG�UHV�DQG�
ULJRUR�V�GDWD�UHT�LUHPHQWV�DV�KLJKHU�YDO�H�SDFNDJHV�HQWHULQJ�WKH�8QLWHG�6WDWHV��,QVWHDG��WKH�OR��
YDO�H�VKLSPHQWV�FDQ�EH�DGPLWWHG�LQWR�8�6��FRPPHUFH��LWK�WKH�SUHVHQWDWLRQ�RI�D�ELOO�RI�ODGLQJ�RU�D�
PDQLIHVW�OLVWLQJ�HDFK�ELOO�RI�ODGLQJ�DQG�D�OLPLWHG�GDWD�VHW��7KH�UHODWLYHO��OLPLWHG�QDW�UH�RI�WKH�GDWD�
UHT�LUHPHQWV�FRPSOLFDWHV� WKH� LGHQWLILFDWLRQ� RI� KLJK�ULVN� JRRGV� E��&%3� DQG� RWKHU� HQIRUFHPHQW�
DJHQFLHV��8QGHU����&)5�����������&%3�KDV� H[LVWLQJ�D�WKRULW�� WR�UHT�LUH�IRUPDO�HQWU���DQG� WKH�
FRPSOHWH� GDWD� VHW� IRU� DQ�� VKLSPHQW�� IRU� DQ�� PHUFKDQGLVH�� LI� GHHPHG� QHFHVVDU�� IRU� LPSRUW�
DGPLVVLELOLW�� HQIRUFHPHQW� S�USRVHV�� UHYHQ�H� SURWHFWLRQ�� RU� WKH� HIILFLHQW� FRQG�FW� RI� F�VWRPV�
E�VLQHVV���
�
�
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�DUHKR�VHV����OILOOPH�W��H�WHUV�D�G��R��WHUIHLW�7UDIILFNL�� �

�
&HUWDLQ� H�FRPPHUFH� SODWIRUPV� KDYH� DGRSWHG� D� E�VLQHVV�PRGHO� WKDW� UHOLHV� RQ�1RUWK� $PHULFDQ�
�DUHKR�VHV�WR�SURYLGH�VSDFH�IRU�IRUHLJQ�PDGH�JRRGV��IROOR�HG�E��RQH�DW�D�WLPH�RUGHU�I�OILOOPHQW��
DW��KLFK�SRLQW�WKH�JRRGV�DUH�LQGLYLG�DOO��SDFNHG�DQG�VKLSSHG�WR�8�6��FRQV�PHUV�RQ�P�FK�VKRUWHU�
GHOLYHU��WLPHOLQHV��7KH�SODWIRUPV�WKDW��VH�WKLV�PRGHO�PD��DOVR�FRRUGLQDWH��LWK�F�VWRPV�EURNHUV��
DV��HOO�DV�SURYLGH�WKLUG�SDUW�� ORJLVWLFV�DQG� IUHLJKW� IRU�DUGLQJ�VHUYLFHV� WR�DVVLVW��LWK� WKH�LQLWLDO�
GHOLYHU��RI�JRRGV�WR�WKH��DUHKR�VH���
�
$OWKR�JK�WKLV�PRGHO�LV�D�VLJQLILFDQW�LQQRYDWLRQ�IRU�OHJLWLPDWH�FRPPHUFH�DQG�SURYLGHV�EHQHILWV�WR�
FRQV�PHUV� LQ�WKH� IRUP�RI� UHG�FHG� FRVWV�DQG� VKLSSLQJ� WLPH�� LW� FUHDWHV� D�PHFKDQLVP� WKDW� DOOR�V�
FR�QWHUIHLW�WUDIILFNHUV�WR�PLQLPL]H�WUDQVSRUWDWLRQ�FRVWV�DV��HOO���KLOH�LQWHUPLQJOLQJ�KDUPI�O�JRRGV�
DPRQJ� OHJLWLPDWH�JRRGV�� )URP�D� ULVN�SHUVSHFWLYH�� WKLV�PRGHO�DOOR�V�JRRGV�WR�HQWHU� WKH�8QLWHG�
6WDWHV� LQ�D�GHFHQWUDOL]HG�PDQQHU�� DOOR�LQJ�D�FR�QWHUIHLW� WUDIILFNHU� WR� VSUHDG� WKH� ULVN� RI� VHL]�UH�
DFURVV�D�Q�PEHU�RI�OR��YDO�H�SDFNDJHV��,Q�VLW�DWLRQV��KHUH�WKH�I�OILOOPHQW�FHQWHU�LV�R�WVLGH� WKH�
8�6��&�VWRPV�DUHD�� WKLV�PRGHO�SURYLGHV� WKH�RSSRUW�QLW��WR��VH�RFHDQ�FRQWDLQHU�VKLSSLQJ�DV�WKH�
SULPDU��PRGH�RI�WUDQVLW� IRU� WKH�VKLSPHQW���KLFK�NHHSV�RYHUDOO�VKLSSLQJ�FRVWV� UHODWLYHO�� OR��DV�
RFHDQ�FDUJR�LV�P�FK�FKHDSHU�WKDQ�DLU�GHOLYHU���,W�LV�LQ�SDUW�EHFD�VH�RI�WKHVH�LQFHQWLYHV�WKDW�WKHVH�
I�OILOOPHQW�FHQWHUV�KDYH�HPHUJHG�DV�DQ�LPSRUWDQW�HOHPHQW�RI�WKH�V�SSO��FKDLQV�IRU�PDQ��FR�QWHUIHLW�
WUDIILFNHUV��
�

��� 3ULYDWH�6HFWRU�2�WUHDFK�DQG�3�EOLF�&RPPHQW�
�
7KLV�UHSRUW�EHQHILWWHG�IURP�H[WHQVLYH�R�WUHDFK�WR��DQG�FRPPHQWV�IURP��Q�PHUR�V�SULYDWH�VHFWRU�
VWDNHKROGHUV�LQ�UHVSRQVH�WR�WKH�)51������������LVV�HG�RQ�-�O������������5HVSRQGHQWV�LQFO�GHG��
H�FRPPHUFH�SODWIRUPV�WKDW�RSHUDWH�WKLUG�SDUW��PDUNHWSODFHV�� WKLUG�SDUW��VHOOHUV��VKLSSHUV�� WKLUG�
SDUW��ORJLVWLFV�SURYLGHUV��SD�PHQW�SURFHVVRUV��DQG�LQWHOOHFW�DO�SURSHUW��ULJKWV�KROGHUV���
�
5L�KWV�KROGHUV�D�G�6WDNHKROGHUV��HHGEDFN�

�
,Q�SURYLGLQJ�FRPPHQWV�RQ�SODWIRUPV��F�UUHQW�SUHYHQWDWLYH�HIIRUWV��ULJKWV�KROGHUV�DUJ�HG�WKDW�VRPH�
SODWIRUPV�GR�QRW�GR�HQR�JK�WR�HQV�UH�WKDW�VHOOHUV�SURYLGH�DFF�UDWH�LQIRUPDWLRQ��7KH��DOVR�VWUHVVHG�
WKDW�WKH�RQERDUGLQJ�DQG�YHWWLQJ�RI�VHOOHUV�UHPDLQV�D�FRQFHUQ�RI�WKH�KLJKHVW�SULRULW����
�
6RPH�FRPPHQWHUV�I�UWKHU�DUJ�HG�WKDW�VHOOHUV��LOO�QRW�EH�V�IILFLHQWO��GHWHUUHG��QOHVV�WKH��FDQ�EH�
LGHQWLILHG�DQG�S�QLVKHG�IRU�SURPRWLQJ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�YLD�RQOLQH�SODWIRUPV��)�UWKHU��
WKH��FRQWHQGHG�WKDW�SODWIRUPV�VKR�OG�EH�PRUH�SURDFWLYH�LQ�WKHLU�DSSURDFK�WR�FRPEDWLQJ�,35�WKHIW�
DQG�PLV�VH��&RPPHQWHUV�DOVR�DGYLVHG�WKDW�WKH�ODFN�RI�UHOHYDQW�SROLFLHV�DQG�SURFHG�UHV�WR�YHULI��
VHOOHUV�� WU�H� QDPHV� DQG� DGGUHVVHV�� DQG� WR� FRQG�FW� WKH� QHFHVVDU�� YHWWLQJ� DQG� G�H� GLOLJHQFH��
FRQWULE�WHV�WR�D�UDQJH�RI�LPSHGLPHQWV�WR�HIIHFWLYH�HQIRUFHPHQW��
�
5LJKWV� KROGHUV��LGHO�� YLH�� WKH� SUHVHQW� OHJLVODWLYH� ODQGVFDSH� IRU�RQOLQH� HQIRUFHPHQW����KHUH�
RQOLQH�LQWHUPHGLDULHV�DUH�JHQHUDOO��QRW�VWULFWO��OLDEOH�IRU�WKH�SURG�FWV�VROG�RQ�WKHLU�PDUNHWSODFHV�
E�� WKLUG� SDUWLHV� �� WR� EH� R�W� RI� GDWH�� :KLOH� LQ� WKH� EULFN�DQG�PRUWDU� HFRQRP��� FRQWULE�WRU��
LQIULQJHPHQW�OLDELOLW��KDV�EHHQ��HOO�GHYHORSHG�WKUR�JK�FDVH�OD��IRU�WKH�OLFHQVLQJ�DQG�RYHUVLJKW�RI�
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���

VHOOHUV��D�FRPSDUDEOH�UHJLPH�LV�ODUJHO��QRQ�H[LVWHQW�LQ�WKH�H�FRPPHUFH�UHDOP��$�NH��SUREOHP�KHUH�
LV� WKDW� WKH� OD�V� WKDW� DSSO�� WRGD�� KDYH� UHPDLQHG� ODUJHO�� �QFKDQJHG� VLQFH� WKH�HDUO�� GD�V� RI� H�
FRPPHUFH��7KH���HUH�GHYHORSHG�DW�D�WLPH��KHQ�&RQJUHVV��SULPDU��FRQFHUQ��DV�WR� DYRLG�RYHU�
UHJ�ODWLRQ�RI�WKH�QDVFHQW�PDUNHW���DV�H[HPSOLILHG�E��WKH�Q�PHUR�V�VDIH�KDUERUV�DQG�OLPLWDWLRQV�
RQ�OLDELOLW��IRU�WKLUG�SDUW��LQWHUPHGLDULHV���
�
5LJKWV� KROGHUV� I�UWKHU� DUJ�HG� WKDW� WKH� F�UUHQW� U�OHV�� UHJ�ODWLRQV�� DQG� SUDFWLFHV� JRYHUQLQJ� H�
FRPPHUFH� GLVSURSRUWLRQDWHO�� SODFH� WKH� E�UGHQ� RI� HQIRUFHPHQW� RQ� ULJKWV� KROGHUV�� :KLOH� H�
FRPPHUFH�SODWIRUPV�WKDW�RSHUDWH�WKLUG�SDUW��PDUNHWSODFHV�SURYLGH�YDULR�V�WRROV�IRU�ULJKWV�KROGHUV�
WR�UHSRUW�FR�QWHUIHLW�OLVWLQJV�RI�WKHLU�EUDQGV��WKH��KDYH�HIIHFWLYHO��VKLIWHG�WKH�SULPDU��UHVSRQVLELOLW��
WR�PRQLWRU��GHWHFW��DQG�UHPRYH�LQIULQJLQJ�SURG�FWV�WR�WKH�ULJKWV�KROGHUV��
�
&RPPHQWHUV� DOVR� QRWHG� VHYHUDO� GLVSDULWLHV� DFURVV� H�FRPPHUFH� SODWIRUPV�� )RU� H[DPSOH�� DPRQJ�
WKLUG�SDUW��PDUNHWSODFHV�WKDW�FRQWURO��KR�PD��OLVW�SURG�FWV�RQ�WKHLU�VLWH�IRU�VDOH��VRPH�VFU�WLQL]H�
WKHLU� VHOOHUV�P�FK�PRUH� WKDQ�RWKHUV��6RPH�DOOR��DQ�RQH�WR�VHOO� D�SURG�FW� LI� WKH��SURYLGH�EDVLF�
LQIRUPDWLRQ�DER�W�WKHPVHOYHV��V�FK�DV�FUHGLW�FDUG�DQG�WD[�LGHQWLW��LQIRUPDWLRQ��2WKHUV�UHT�LUH�PRUH�
GHWDLOHG�LQIRUPDWLRQ��V�FK�DV�DQ�H[LVWLQJ�RQOLQH�SUHVHQFH��SURRI�WKDW�WKH�VHOOHU�LV�D�E�VLQHVV�HQWLW��
DQG�QRW�DQ�LQGLYLG�DO��DQG�WKDW�WKH�VHOOHU�KDV�HVWDEOLVKHG�F�VWRPHU�V�SSRUW���
�
6�EPLVVLRQV��HUH�DOVR�UHFHLYHG�IURP�VHYHUDO�SODWIRUPV�QRWLQJ�WKDW�WKH��KDYH�LQYHVWHG�KHDYLO��LQ�
SURDFWLYH�HIIRUWV�WR�SUHYHQW�FR�QWHUIHLWV�IURP�UHDFKLQJ�WKHLU�RQOLQH�VWRUHV��DQG�VHYHUDO�FRPPHQWHUV�
QRWHG� WKDW� VRPH� SODWIRUPV� KDYH� VLJQLILFDQW� LQWHUDFWLRQV� �LWK� OD�� HQIRUFHPHQW� WR� FRPEDW�
FR�QWHUIHLWV�WUDIILFNLQJ��$GGLWLRQDOO���WKHUH��DV�FRQFHUQ�H[SUHVVHG�E��VRPH�UHVSRQGHQWV�WKDW��KLOH�
VHYHUDO�RI�WKH�OHDGLQJ�RQOLQH�SODWIRUPV�KDYH�E�LOW�R�W�V�EVWDQWLDO�SURJUDPV��PDQGDWLQJ�WKDW�WKHVH�
SUDFWLFHV� EH� DGRSWHG� E�� DOO� RQOLQH� SODWIRUPV� FR�OG� KDYH� VLJQLILFDQW� FRQVHT�HQFHV� IRU� VPDOOHU�
FRPSHWLWRUV��
�
2EVHU�DWLR�V�L��6�SSRUW�RI�6WUR����R�HU�PH�W��FWLR��

�
)LYH�REVHUYDWLRQV�HPHUJHG�IURP�WKLV�VWDNHKROGHU�R�WUHDFK�DQG�D�EURDGHU�UHYLH��RI�WKH�H�FRPPHUFH�
ODQGVFDSH��ILUVW��DFWLRQV�E��WKH�SULYDWH�VHFWRU�FRPSRQHQWV�RI�WKH�H�FRPPHUFH�V�SSO���GLVWULE�WLRQ��
DQG� VDOHV�FKDLQ��LOO�EH� FULWLFDO� WR� UHG�FLQJ� WKH�KHDY�� YRO�PH�RI� FR�QWHUIHLW� DQG�SLUDWHG�JRRGV�
FLUF�ODWLQJ� LQ� WKH� 8�6�� HFRQRP��� 7KLV� LV� SDUWLF�ODUO�� WU�H� IRU� WKLUG�SDUW�� PDUNHWSODFHV�� �KLFK�
SURYLGH�WRROV�WKDW�SURG�FHUV�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�FDQ�H[SORLW���
�
:LWK�UHVSHFW�WR�V�FK�DFWLRQV��SODWIRUPV�DUH�LQFUHDVLQJO��GHYHORSLQJ�PHWKRGV�WR�UHPRYH�FR�QWHUIHLW�
OLVWLQJV�DQG�FRPSHQVDWH�FRQV�PHUV��KR�KDYH��Q�LWWLQJO��S�UFKDVHG�FR�QWHUIHLW�JRRGV��3ODWIRUPV�
DUH� DOVR� LPSURYLQJ� WKHLU� FDSDELOLWLHV� WR�PRUH� T�LFNO�� LGHQWLI�� FR�QWHUIHLWV� DV� �HOO� DV� LGHQWLI��
SURG�FW�VHFWRUV�WKDW�DUH�PRUH�Y�OQHUDEOH�WR�FR�QWHUIHLWLQJ���
�
6HFRQG��GHVSLWH�V�FK�DFWLRQV��SULYDWH�VWDNHKROGHUV�KDYH�IDOOHQ�IDU�VKRUW�RI�DGHT�DWHO��DGGUHVVLQJ�
WKH�V�EVWDQWLDO� FKDOOHQJHV� WKDW�P�VW�EH� V�UPR�QWHG� LI� WKH� WUDIILFNLQJ� RI�FR�QWHUIHLW� DQG�SLUDWHG�
JRRGV�LV�WR�EH�GHWHUUHG��6�FK�WUDIILFNLQJ�FRQWLQ�HV�WR�JUR��ERWK�LQ�WKH�YRO�PH�DQG�DUUD��RI�JRRGV�
WUDIILFNHG��$� NH��IDLOLQJ��LWKLQ�WKH�SULYDWH�VHFWRU� LV�D� ODFN�RI� D�FRPPRQO��DFFHSWHG�VHW�RI� EHVW�
SUDFWLFHV�WR�FRPEDW�FR�QWHUIHLW�WUDIILFNLQJ���
�



�

���

7KLUG�� ULJKWV� KROGHUV� DUH� RIWHQ� E�UGHQHG� E�� H�FRPPHUFH� SODWIRUPV� WKDW� RSHUDWH� WKLUG�SDUW��
PDUNHWSODFHV��LWK�D�GLVSURSRUWLRQDWH�VKDUH�RI�WKH�FRVWV�RI�PRQLWRULQJ��GHWHFWLRQ��DQG�HQIRUFHPHQW�
IDOOLQJ�RQ� ULJKWV�KROGHUV��7KLV�E�UGHQ�IDOOV�KHDYLO��RQ� VPDOOHU�$PHULFDQ�HQWHUSULVHV�WKDW� FDQQRW�
VSUHDG� WKH� FRVWV� G�H� WR� WUDGHPDUN� LQIULQJHPHQWV� DQG� EUDQG� HQIRUFHPHQW� RYHU� ODUJH� VDOHV� DQG�
LQYHQWRULHV��
�
)R�UWK��QR�DPR�QW�RI�RIILFHUV�RU�JRYHUQPHQW�UHVR�UFHV�DORQH�FDQ�VWHP�WKLV�WUDIILFNLQJ��
�
)LIWK��DEVHQW�WKH�DGRSWLRQ�RI�D�VHW�RI�EHVW�SUDFWLFHV�DQG�D� I�QGDPHQWDO�UHDOLJQPHQW�RI�LQFHQWLYHV�
EUR�JKW�DER�W�E��VWURQJ�JRYHUQPHQW�DFWLRQV��WKH�SULYDWH�VHFWRU��LOO�FRQWLQ�H�WR�IDOO�IDU�VKRUW�LQ�
SROLFLQJ�LWVHOI��,QGHHG��WKH�F�UUHQW�LQFHQWLYH�VWU�FW�UH�WHQGV�WR�UH�DUG�WKH�WUDIILFNLQJ�LQ�FR�QWHUIHLW�
DQG�SLUDWHG�JRRGV�PRUH�WKDQ�WKHVH�LQFHQWLYHV�KHOS�WR�GHWHU�V�FK�WUDIILFNLQJ��
�
7KH� QH[W� W�R� VHFWLRQV� RI� WKLV� UHSRUW� LGHQWLI�� D� VHW�RI� VWURQJ� JRYHUQPHQW� DFWLRQV�WKDW� '�6�� LQ�
FRQV�OWDWLRQ� �LWK� WKH� LQWHUDJHQF��� EHOLHYHV� LV� QHFHVVDU�� WR� EULQJ� DER�W� WKLV� I�QGDPHQWDO�
UHDOLJQPHQW� RI� LQFHQWLYHV� �� DQG� WKHUHE�� HQV�UH� WKDW� H�FRPPHUFH� VWDNHKROGHUV� DSSURSULDWHO��
VKR�OGHU�P�FK�PRUH�RI�WKH�UHVSRQVLELOLW��IRU�SUHYHQWLQJ�WKH�RQOLQH�WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�
SLUDWHG�JRRGV��
�

��� ,PPHGLDWH�$FWLRQ�E��'�6�DQG�5HFRPPHQGDWLRQV�
IRU�WKH�86���

�
&%3�DQG�,&(�DUH�WKH�SULPDU��IHGHUDO�DJHQFLHV�UHVSRQVLEOH�IRU�VHF�ULQJ�$PHULFD�V�ERUGHUV��$�NH��
UHVSRQVLELOLW��LV�WR�SUHYHQW�JRRGV�WKDW�LQIULQJH�8�6��FRS�ULJKWV��UHJLVWHUHG�WUDGHPDUNV��DQG�FHUWDLQ�
SDWHQWV�IURP�HQWHULQJ�WKH�8QLWHG�6WDWHV��&%3�V�LQWHUGLFWLRQ�RI�FR�QWHUIHLW�JRRGV�DW�8�6��3RUWV�RI�
(QWU���32(��LV�WKH�IURQWOLQH�RI�86��,35�HQIRUFHPHQW���
�
,Q�PHHWLQJ�WKHLU�UHVSRQVLELOLWLHV��&%3�DQG�,&(�KDYH�WKH�VWDW�WRU��D�WKRULW��WR�LQVSHFW�D���SDFNDJH�
DV�LW�LV�LPSRUWHG�LQWR�8�6��WHUULWRU���&%3�DQG�,&(�PD��GUD���SRQ�Q�PHUR�V�RWKHU�D�WKRULWLHV�WR�
VWRS�DQG�SUHYHQW�WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��IURP�WKH�DVVHVVPHQW�RI�FLYLO�ILQHV�
DQG�RWKHU�SHQDOWLHV�WR�GHEDUULQJ�DQG�V�VSHQGLQJ�LUUHVSRQVLEOH�DFWRUV��0DQ��RI�WKHVH�D�WKRULWLHV�DUH�
�QGHU�WLOL]HG�RU��QGHUGHYHORSHG�WR�PDWFK�WKH�ULVNV�LQ�WKH�HYROYLQJ�H�FRPPHUFH�HQYLURQPHQW��
�
7KH� SUHYLR�V� VHFWLRQV� RI� WKLV� UHSRUW� KDYH� SURYLGHG� DQ� RYHUYLH�� RI� WKH� FR�QWHUIHLW� WUDIILFNLQJ�
ODQGVFDSH�DQG�LGHQWLILHG�NH��SUREOHPV�WKDW�QHHG�WR�EH�DGGUHVVHG�ILUPO��DQG�V�LIWO���7KLV�VHFWLRQ�
LGHQWLILHV�D�VHW�RI�DFWLRQV�'�6��LOO�PDNH�WKUR�JK�HQIRUFHPHQW�DFWLRQV��V�E�UHJ�ODWRU��FKDQJHV��
DQG� DV� QHFHVVDU��� QRWLFH� DQG� FRPPHQW� U�OHPDNLQJ� RU� UHT�HVWHG� VWDW�WRU�� DPHQGPHQWV�� 7KHVH�
DFWLRQV�DUH�V�PPDUL]HG�LQ�WKH�IROOR�LQJ�WDEOH��
�

������������������������d����������������������������������������h���������������

��� (�V�UH�(��L�LHV��L���)L�D�FLDO�,��HUHV�V�L��,PSRU�V��HDU�5HVSR�VLELOL����

��� ,�FUHDVH�6FU��L���RI�6HF�LR������(��LUR�PH���

��� 6�VSH�G�D�G��HEDU�5HSHD��2IIH�GHUV���F����DL�V��1R���RPSOLD���,��HU�D�LR�DO�3RV�V�

��� �SSO���L�LO�)L�HV��3H�DO�LHV�D�G�,�M��F�L�H��F�LR�V�IRU�9LROD�L�H�,PSRU�HG�3URG�F�V�
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���

��� /H�HUD�H��G�D�FH�(OHF�UR�LF��D�D�IRU�0DLO�0RGH�
��� ���L��R���HUIHL�L����R�VRU�L�P��R�,GH��LI��2�OL�H�1HIDULR�V��F�RUV����7,21��3OD��

��� ��DO��H�(�IRUFHPH���5HVR�UFHV�

��� �UHD�H�0RGHU�L�HG�(��RPPHUFH�(�IRUFHPH���)UDPH�RUN�

��� �VVHVV��R��ULE��RU��7UDGHPDUN�,�IUL��HPH���/LDELOL���IRU�3OD�IRUPV�

����5H�(�DPL�H���H�/H�DO�)UDPH�RUN�6�UUR��GL���1R��5HVLGH���,PSRU�HUV�

����(V�DEOLV��D�1D�LR�DO��R�V�PHU���DUH�HVV��DPSDL���

�
8QOHVV�WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�LV�JUHDWO��UHG�FHG��$PHULFDQV��LOO�FRQWLQ�H�
WR�IDFH��QDFFHSWDEO��KLJK�KHDOWK�DQG�VDIHW��ULVNV��$PHULFDQ�HQWHUSULVHV�DQG��RUNHUV��LOO�FRQWLQ�H�
WR�HQG�UH�VHYHUH�QHJDWLYH�LPSDFWV��LQQRYDWLRQ�DQG�HFRQRPLF�JUR�WK��LOO�V�IIHU��DQG�$PHULFD��LOO�
FRQWLQ�H�WR�EH�H[SRVHG�WR�VLJQLILFDQW�QDWLRQDO�VHF�ULW��ULVNV���
�

��� ��V�UH� ��WLWLHV� �LWK� �L�D�FLDO� ,�WHUHVWV� L�� ,PSRUWV� �HDU�

5HVSR�VLELOLW��

�
'�6��LOO�S�UV�H�D�PRGHUQL]HG�HQIRUFHPHQW�DQG�UHJ�ODWRU��IUDPH�RUN�WKDW�UHIOHFWV�WKH�HFRQRPLF�
UHDOLWLHV� RI� LQWHUQDWLRQDO� H�FRPPHUFH�DQG� HQV�UHV� WKDW�WKH� IOR��RI� FRQWUDEDQG� LV� VWRSSHG� DW� LWV�
VR�UFH���
��

•� &%3��LOO� DGM�VW� LWV� HQWU�� SURFHVVHV� DQG� UHT�LUHPHQWV�� DV� QHFHVVDU��� WR� HQV�UH� WKDW� DOO�
DSSURSULDWH� SDUWLHV� WR� LPSRUW� WUDQVDFWLRQV� DUH� KHOG� UHVSRQVLEOH� IRU�H[HUFLVLQJ� D� G�W�� RI�
UHDVRQDEOH�FDUH��
�

•� &%3��LOO�WUHDW�GRPHVWLF��DUHKR�VHV�DQG�I�OILOOPHQW�FHQWHUV�DV�WKH��OWLPDWH�FRQVLJQHH�IRU�
DQ��JRRG�WKDW�KDV�QRW�EHHQ�VROG�WR�D�VSHFLILF�FRQV�PHU�DW�WKH�WLPH�RI�LWV�LPSRUWDWLRQ��$V�
GLVF�VVHG�LQ�WKLV�UHSRUW��FR�QWHUIHLW�SURG�FWV�HYDGH�GHWHFWLRQ�DQG�VLW�LQ�I�OILOOPHQW�FHQWHUV�
�DLWLQJ� IRU� S�UFKDVH� E�� D� FRQV�PHU�� %�� WUHDWLQJ� GRPHVWLF� �DUHKR�VHV� DQG� I�OILOOPHQW�
FHQWHUV� DV� FRQVLJQHHV� LQ� V�FK�FLUF�PVWDQFHV��&%3� FDQ� HQKDQFH� WKHLU� DELOLW�� WR� LGHQWLI��
6HFWLRQ�����DE�VHV�FRQVLVWHQW��LWK�F�UUHQW�D�WKRULWLHV��DV��HOO�DV��VH�LWV�RWKHU�VWDW�WRU��DQG�
UHJ�ODWRU�� D�WKRULWLHV� WR� FRPEDW� WUDIILFNLQJ� RI� FR�QWHUIHLW� JRRGV� LQ� WKH� SRVVHVVLRQ� RI�
GRPHVWLF��DUHKR�VHV�DQG�I�OILOOPHQW�FHQWHUV��
�

•� '�6��LOO�HQFR�UDJH�SODWIRUPV�DQG�RWKHU� WKLUG�SDUW�� LQWHUPHGLDULHV� WKDW�R�Q�RU�RSHUDWH�
�DUHKR�VHV� RU� I�OILOOPHQW� FHQWHUV� WR� S�UV�H�� LQ� FRRUGLQDWLRQ� �LWK� ULJKWV� KROGHUV�� E�ON�
DEDQGRQPHQW�DQG�GHVWU�FWLRQ�RI�FRQWUDEDQG�JRRGV�WKDW��HUH�QRW�LQWHUGLFWHG�E��&%3�E�W�
DUH� LQ� WKH� SODWIRUP�V� RU� RWKHU� WKLUG�SDUW�� LQWHUPHGLDU��V� SRVVHVVLRQ� LQ� D� �DUHKR�VH� RU�
I�OILOOPHQW�FHQWHU��,Q�FDVHV��KHUH�&%3�V�VSHFWV�PHUFKDQGLVH�GHVWLQHG�IRU�D�8�6��I�OILOOPHQW�
FHQWHU� YLRODWHV� WUDGH� OD�V� SURKLELWLQJ� LPSRUWDWLRQ� RI� FR�QWHUIHLW� JRRGV� DQG� LQLWLDWHV� D�
VHL]�UH� SURFHVV� IRU� PHUFKDQGLVH�� &%3� �LOO� QRWLI�� WKH� SODWIRUP� RU� RWKHU� WKLUG�SDUW��
LQWHUPHGLDU�� RSHUDWLQJ� WKH� I�OILOOPHQW� FHQWHU� RU� �DUHKR�VH� DQG� UHT�HVW� WKH�� S�UV�H�
DEDQGRQPHQW�DQG�GHVWU�FWLRQ��LWK�WKH�ULJKWV�KROGHUV�RI�DQ��LGHQWLFDO�RIIHQGLQJ�JRRGV�LQ�
WKHLU� SRVVHVVLRQ��)DLO�UH�WR�FRRSHUDWH�IROOR�LQJ�V�FK�QRWLILFDWLRQ�FR�OG�EH�D�IDFWRU��KHQ�
&%3�DQG�,&(�LGHQWLI��FR�QWHUIHLW�FDVHV�WR�S�UV�H��QGHU�WKHLU�H[LVWLQJ�D�WKRULWLHV���

�



�

���

•� &%3��LOO�UHT�LUH�IRUPDO�HQWU��IRU�VKLSPHQWV�GHHPHG�KLJK�ULVN��QRW�LWKVWDQGLQJ�WKDW�V�FK�
VKLSPHQWV�PLJKW� RWKHU�LVH� T�DOLI�� IRU� G�W��IUHH� RU� LQIRUPDO� HQWU�� WUHDWPHQW���LJK�ULVN�
PHUFKDQGLVH� VKDOO� LQFO�GH� WKRVH� FDWHJRULHV� RI� JRRGV� WKDW� SRVH� DQ� HOHYDWHG� ULVN� RI�
FR�QWHUIHLWLQJ�DQG�VKDOO�FRQVLGHU�WKH�VR�UFH�RI�WKH�PHUFKDQGLVH���

�
•� &%3��LOO�DGGUHVV�V�FK�KLJK�ULVN�VKLSPHQWV��LWKLQ�LWV�F�UUHQW�ERQGLQJ�UHJLPH��GHYHORSLQJ�

D�IUDPH�RUN�IRU�D�QH��W�SH�RI�ERQG�VSHFLILFDOO��IRU�FR�QWHUIHLW�ULVN��OLNH�ERQGV�UHT�LUHG�
IRU�DQWL�G�PSLQJ�DQG�FR�QWHUYDLOLQJ�G�WLHV����
�

•� ,Q�FRQV�OWDWLRQ��LWK�WKH�'HSDUWPHQW�RI�-�VWLFH��&%3��LOO�SURYLGH�J�LGDQFH�UHJDUGLQJ�WKH�
W�SHV�RI�F�VWRPV�YLRODWLRQV�WKDW�FR�OG�EH�DFWLRQDEOH��QGHU�WKH�)DOVH�&ODLPV�$FW��)&$��
DQG��LOO�PDNH�LQIRUPDWLRQ�UHJDUGLQJ�V�FFHVVI�O�)&$�FODLPV�S�EOLFO��DYDLODEOH�WR�LQIRUP�
DQG�HQDEOH�WKH�S�EOLF�WR�LGHQWLI��DQG�EULQJ�V�FK�YLRODWLRQV�WR�WKH�DWWHQWLRQ�RI�WKH�
JRYHUQPHQW��
�

��� ,�FUHDVH�6FU�WL���RI�6HFWLR���������LUR�PH�W�

�
$V� GHVFULEHG� DERYH�� H[LVWLQJ� OD�V� DQG� DGPLQLVWUDWLYH� SUDFWLFHV� PD�� QRW� V�IILFLHQWO�� GHILQH�
UHVSRQVLELOLWLHV�LQ�WKH�H�FRPPHUFH�HQYLURQPHQW��LQFO�GLQJ��KR��LWKLQ�DQ�H�FRPPHUFH�WUDQVDFWLRQ�
EHDUV� UHVSRQVLELOLW��DQG� OHJDO� OLDELOLW�� IRU� LOOLFLW�PHUFKDQGLVH� DQG�RWKHU�YLRODWLRQV��6WDW�WHV�DQG�
DGPLQLVWUDWLYH� SUDFWLFHV� FDQ� EH� FODULILHG� DQG� �SGDWHG� WR� SURYLGH� JUHDWHU� WUDQVSDUHQF�� DQG�
LQIRUPDWLRQ�DER�W� WKH�YDULR�V�SDUWLHV�LQYROYHG�VR� WKDW�'�6�FDQ� LGHQWLI��KLJK�ULVN�WUDQVDFWLRQV��
LQWHUGLFW�GDQJHUR�V�PHUFKDQGLVH��DQG�FD�VH�EDG�DFWRUV�WR�SD��WKH�SULFH�IRU�WKHLU�DFWLRQV��7R�DGGUHVV�
WKLV�SUREOHP�LQ�WKH�6HFWLRQ�����HQYLURQPHQW��&%3�VKDOO�UHT�LUH�GDWD�WKDW�V�IILFLHQWO��LGHQWLILHV�WKH�
WKLUG�SDUW�� VHOOHU� DQG� WKH� QDW�UH� DQG� YDO�H� RI� WKH� LPSRUWHG� PHUFKDQGLVH�� DV� �HOO� DV� RWKHU�
LQIRUPDWLRQ� WKDW� LV� QHFHVVDU�� WR� GHWHUPLQH� WKH� UHVSRQVLEOH� SDUW�� IRU� 6HFWLRQ� ���� HOLJLELOLW��
S�USRVHV��FRQVLVWHQW��LWK�H[LVWLQJ�OHJDO�D�WKRULWLHV��7KLV��LOO�EH�LQIRUPHG�E��WKH�IROOR�LQJ�HIIRUWV���

�
•� �D��HU� ,�IRUPD�LR�� ��UR���� 3LOR�� 3UR�UDP�� &%3� KDV� EHHQ� H[DPLQLQJ� GLIIHUHQW� H�

FRPPHUFH�SODWIRUP�E�VLQHVV�PRGHOV�DQG�KDV�LQLWLDWHG�VHYHUDO�SLORW�SURJUDPV�GHVLJQHG�WR�
EHWWHU��QGHUVWDQG�WKH�G�QDPLFV�LQYROYHG��DQG�WKH�W�SH�RI�LQIRUPDWLRQ�WKDW�WKH�JRYHUQPHQW�
VKR�OG�EH�FROOHFWLQJ��LQFO�GLQJ�WKH��6HFWLRQ�����'DWD�3LORW��VSHFLILFDOO��IRU�6HFWLRQ�����
HQWULHV�� ��� )HG� 5HJ�� ������ �-�O�� ���� ������� &%3� SODQV� WR� FRQWLQ�H� WKHVH� HIIRUWV� IRU�
DSSUR[LPDWHO��W�R��HDUV�DQG��LOO��VH�WKH�LQIRUPDWLRQ�JDLQHG�WR�EHWWHU�WDUJHW�FR�QWHUIHLWV�
LQ�WKH�6HFWLRQ�����HQYLURQPHQW��WR�KHOS�VKDSH�WKH�VFRSH�RI�I�UWKHU�SROLF��IRUPDWLRQ��DQG�
HQV�UH�FRPSOLDQFH��LWK�F�VWRPV�OD�V���

�
•� (��D�FHG��D�D�5HT�LUHPH��V��8SRQ�FROOHFWLRQ�RI�DGHT�DWH�DPR�QWV�RI�GDWD�WKUR�JK�WKH�

6HFWLRQ�����'DWD�3LORW�WR�LGHQWLI��JDSV�LQ�WKH�F�UUHQW�GDWD�FROOHFWLRQ�IUDPH�RUN��E�W�QR�
ODWHU�WKDQ�VL[�PRQWKV�IURP�WKH�LVV�DQFH�RI�WKLV�UHSRUW��&%3��LOO��FRQVLVWHQW��LWK�DSSOLFDEOH�
OD��� WDNH� DOO� QHFHVVDU�� VWHSV��� LQFO�GLQJ�� DV� DSSOLFDEOH�� LVV�LQJ� D� QRWLFH� RI� SURSRVHG�
U�OHPDNLQJ���WR�LQLWLDWH�D�QH��GDWD�FROOHFWLRQ�SURFHVV��7KLV�SURFHVV��LOO�LQFO�GH�FROOHFWLQJ�
FHUWDLQ� LQIRUPDWLRQ� IURP� GRPHVWLF��DUHKR�VHV� RU� I�OILOOPHQW� FHQWHUV� DER�W� WKLUG�SDUW��
VHOOHUV� LQ� WUDQVDFWLRQV� IRU��KLFK� WKH� WKLUG�SDUW�� VHOOHU� �WLOL]HV�D� GRPHVWLF��DUHKR�VH�RU�
I�OILOOPHQW�FHQWHU�WR�VWRUH�LQYHQWRU��IRU�I�UWKHU�VDOH�WR�GRPHVWLF�FRQV�PHUV��7KH�FROOHFWLRQ�
�LOO�DOVR�LQFO�GH�GDWD�WKDW�V�IILFLHQWO��LGHQWLILHV�WKH� WKLUG�SDUW��VHOOHU�DQG�WKH�QDW�UH�DQG�
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YDO�H� RI� WKH� LPSRUWHG� PHUFKDQGLVH�� DV� �HOO� DV� RWKHU� LQIRUPDWLRQ� WKDW� LV� QHFHVVDU�� WR�
GHWHUPLQH� WKH� UHVSRQVLEOH� SDUW�� IRU� 6HFWLRQ� ���� HOLJLELOLW�� S�USRVHV�� FRQVLVWHQW� �LWK�
H[LVWLQJ�OHJDO�D�WKRULWLHV��$V�DSSURSULDWH��WKH�GRPHVWLF��DUHKR�VH�RU�I�OILOOPHQW�FHQWHU�PD��
EH�GHHPHG�WKH��SHUVRQ��IRU�6HFWLRQ�����HOLJLELOLW��LI�WKH��DUHKR�VH�RU�I�OILOOPHQW�FHQWHU�
IDLOV�WR�SURYLGH�&%3��LWK�V�FK�LQIRUPDWLRQ���
�

•� ,VV�H� ��LGD�FH�� 7R� SUHYHQW� DE�VH� RI� 6HFWLRQ� ����� &%3� �LOO� GHYHORS� DGPLQLVWUDWLYH�
J�LGDQFH�DQG��LI�QHFHVVDU���FRQVLGHU��KHWKHU�SURP�OJDWLQJ�QH��UHJ�ODWLRQV�LV�QHFHVVDU��WR�
EHWWHU�GHILQH�DQG�V�EVHT�HQWO��HQIRUFH�6HFWLRQ�����HOLJLELOLW��UHT�LUHPHQWV��$W�D�PLQLP�P�
WKLV�J�LGDQFH��LOO�DGGUHVV�WKH�IROOR�LQJ���
�

�� :KDW�YDO�H�QHHGV�WR�EH�UHSRUWHG�IRU�D�6HFWLRQ�����HQWU���DQG��
�

�� :KDW�LQIRUPDWLRQ��LOO�EH�QHFHVVDU��WR��QLT�HO��LGHQWLI��WKH��OWLPDWH�FRQVLJQHH��
�

�� � 6�VSH�G�D�G��HEDU�5HSHDW�2IIH�GHUV���FW���DL�VW�1R��

�RPSOLD�W�,�WHU�DWLR�DO�3RVWDO�2SHUDWRUV�

�

,Q�DSSURSULDWH�FLUF�PVWDQFHV��&%3�DQG�,&(�F�UUHQWO��WDNH�VWHSV�WR�DGG�SHUVRQV��ERWK�HQWLWLHV�DQG�
LQGLYLG�DOV�� WKDW� KDYH� EHHQ� IR�QG� WR� ODFN� SUHVHQW� UHVSRQVLELOLW�� WR� WKH� IHGHUDO� V�VSHQVLRQ�DQG�
GHEDUPHQW� OLVW�� 7KRVH� SHUVRQV� RQ� WKLV� V�VSHQVLRQ� DQG� GHEDUPHQW� OLVW� DUH� SURKLELWHG� IURP�
SDUWLFLSDWLQJ� LQ� ERWK� JRYHUQPHQW� SURF�UHPHQW� DQG� FHUWDLQ� RWKHU� QRQ�SURF�UHPHQW� DFWLYLWLHV��
�R�HYHU��F�UUHQW�DJHQF��SUDFWLFHV�FRQWLQ�H�WR�SHUPLW�WKHVH�SHUVRQV�WR�REWDLQ�LPSRUWHU�RI�UHFRUG�
Q�PEHUV�DQG�LPSRUW�JRRGV�LQWR�WKH�8QLWHG�6WDWHV���
�
([SOLFLWO��FODULI�LQJ�WKH�VFRSH�RI�V�VSHQVLRQ�DQG�GHEDUPHQW�WR�SUHYHQW�SDUWLFLSDWLRQ�LQ�WKH�LPSRUWHU�
RI� UHFRUG�SURJUDP�E��DPHQGLQJ�([HF�WLYH�2UGHU��������LOO� DVVLVW�&%3� LQ� UHT�LULQJ� UHJ�ODWHG�
HQWLWLHV�WR�VFUHHQ� WKHLU� F�VWRPHUV�DJDLQVW� WKH� V�VSHQVLRQ�DQG� GHEDUPHQW� OLVW��7KLV��LOO� LPSURYH�
WDUJHWLQJ�DQG�UHG�FH�WKH�Q�PEHU�RI�SDFNDJHV�VHQW�E��UHSHDW�RIIHQGHUV��WKHUHE��VWRSSLQJ�WKH�IOR��
RI�FRQWUDEDQG�DW�WKHLU�VR�UFHV��
�

•� &%3� UHFRPPHQGV� DPHQGLQJ� ([HF�WLYH� 2UGHU� ������ WR� H[SOLFLWO�� EDU� V�VSHQGHG� DQG�
GHEDUUHG�SHUVRQV�IURP�SDUWLFLSDWLQJ�LQ�WKH�,PSRUWHU�RI�5HFRUG�3URJUDP���
�

•� )ROOR�LQJ� V�FK� DQ� DPHQGPHQW�� RU� DV� RWKHU�LVH� FRQVLVWHQW� �LWK� DSSOLFDEOH� OD�� DQG�
([HF�WLYH� 2UGHUV�� &%3� �LOO� UHT�LUH� H[SUHVV� FRQVLJQPHQW� RSHUDWRUV�� FDUULHUV�� DQG� K�E�
IDFLOLWLHV�WR�YHULI��WKHLU�F�VWRPHUV�KDYH�QRW�EHHQ�V�VSHQGHG�RU�GHEDUUHG�IURP�SDUWLFLSDWLQJ�

LQ�WKH�,PSRUWHU�RI�5HFRUG�3URJUDP�DQG�UHI�VH�WR�SURYLGH�LPSRUW�UHODWHG�VHUYLFHV�WR�V�FK�
V�VSHQGHG�RU�GHEDUUHG�F�VWRPHUV���
�

•� &RQVLVWHQW��LWK�DSSOLFDEOH�OD���&%3��LOO�FRQGLWLRQ�FRQWLQ�HG�DFFHVV�WR�LWV��WU�VWHG�WUDGHU�
SURJUDPV��E��H[SUHVV�FRQVLJQPHQW�RSHUDWRUV��FDUULHUV�� DQG�K�E� IDFLOLWLHV�RQ�FRPSOLDQFH�
�LWK�WKLV�YHULILFDWLRQ�SURFHVV�WKDW�GHWHUPLQHV��KHWKHU�D�F�VWRPHU�KDV�EHHQ�V�VSHQGHG�RU�
GHEDUUHG��

�



�

���

•� &RQVLVWHQW��LWK�DSSOLFDEOH�OD���&%3�DOVR��LOO�LGHQWLI��QRQ�FRPSOLDQW�LQWHUQDWLRQDO�SRVWDO�
RSHUDWRUV� DQG� LQWHUQDWLRQDO�SRVWV�E��GHYHORSLQJ� DQ� ,QWHUQDWLRQDO�0DLO�1RQ�&RPSOLDQFH�
PHWULF�DQG��LOO�WDNH�HQIRUFHPHQW�DFWLRQV�EDVHG�RQ�WKHVH�PHWULFV���

�
����SSO���L�LO ��L�HV��3H�DOWLHV��D�G�,�M��FWL�H��FWLR�V �IRU�9LRODWL�H�

,PSRUWHG�3URG�FWV�

�
,W�LV�FULWLFDO�WR�WKH�LQWHJULW��RI�H�FRPPHUFH�DQG�IRU�WKH�SURWHFWLRQ�RI�FRQV�PHUV�DQG�ULJKWV�KROGHUV�
WKDW� H�FRPPHUFH� SODWIRUPV� WKDW� RSHUDWH� WKLUG�SDUW�� PDUNHWSODFHV�� DQG� RWKHU� WKLUG�SDUW��
LQWHUPHGLDULHV�DVV�PH�JUHDWHU�UHVSRQVLELOLW���DQG�WKHUHIRUH�JUHDWHU�OLDELOLW��IRU�WKHLU�UROHV�LQ�WKH�
WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��7R�WKDW�HQG��&%3�DQG�,&(��LOO��VH�H[LVWLQJ�VWDW�WRU��
DQG� UHJ�ODWRU�� D�WKRULWLHV� WR� UHDFK� WKH� DFWLYLWLHV� RI� WKLUG�SDUW�� PDUNHWSODFHV� DQG� RWKHU�
LQWHUPHGLDULHV��KHUH�HYLGHQFH�GHPRQVWUDWHV�WKH��KDYH��QOD�I�OO��DVVLVWHG�LQ� WKH�LPSRUWDWLRQ�RI�
FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�WKUR�JK�WKH�IROOR�LQJ�DFWLRQV���
�

•� &%3�DQG�,&(��LOO�LPPHGLDWHO��EHJLQ�WR�LGHQWLI��FDVHV�LQ��KLFK�WKLUG�SDUW��LQWHUPHGLDULHV�
KDYH�GHPRQVWUDEO��GLUHFWHG��DVVLVWHG�ILQDQFLDOO���RU�DLGHG�DQG�DEHWWHG�WKH�LPSRUWDWLRQ�RI�
FR�QWHUIHLW�PHUFKDQGLVH��,Q�FRRUGLQDWLRQ��LWK�WKH�'HSDUWPHQW�RI�-�VWLFH��&%3�DQG�,&(��LOO�
VHHN�DOO�DYDLODEOH�VWDW�WRU��D�WKRULWLHV�WR�S�UV�H�FLYLO�ILQHV�DQG�RWKHU�SHQDOWLHV�DJDLQVW�WKHVH�
HQWLWLHV��LQFO�GLQJ�UHPHGLHV��QGHU����8�6�&���������I���DV�DSSURSULDWH���
�

•� '�6� UHFRPPHQGV� WKH�DGPLQLVWUDWLRQ�S�UV�H� D� VWDW�WRU��FKDQJH� WR�H[SOLFLWO��SHUPLW� WKH�
JRYHUQPHQW� WR� VHHN� LQM�QFWLYH� UHOLHI� DJDLQVW� WKLUG�SDUW�� PDUNHWSODFHV� DQG� RWKHU�
LQWHUPHGLDULHV�GHDOLQJ�LQ�FR�QWHUIHLW�PHUFKDQGLVH���
�

•� ,Q� WKH� LQWHULP�� '�6��LOO� SURYLGH� LQIRUPDWLRQ� DQG� V�SSRUW� WR� UHJLVWHUHG� EUDQG� R�QHUV�
ORRNLQJ�WR��WLOL]H�VWDW�WRU��D�WKRULWLHV�WR�VHHN� LQM�QFWLYH�UHOLHI�DJDLQVW�SHUVRQV�GHDOLQJ�LQ�
FR�QWHUIHLW�PHUFKDQGLVH���KHWKHU� WKUR�JK� GLUHFW� VDOHV� RU� IDFLOLWDWLRQ� RI� VDOHV�� IROOR�LQJ�
VHL]�UHV�RI�JRRGV�WKDW�DUH�LPSRUWHG�FRQWUDU��WR�OD����
�

•� ,&(�VKDOO�SULRULWL]H�LQYHVWLJDWLRQV�LQWR�LQWHOOHFW�DO�SURSHUW��EDVHG�FULPHV�UHJDUGOHVV�RI�VL]H�
DQG��LOO�PDNH�UHIHUUDOV�IRU�DOO�V�FK�LQYHVWLJDWLRQV��KHUH�DSSURSULDWH��
�

•� ,&(��LOO�FRRUGLQDWH��LWK�WKH�'HSDUWPHQW�RI�-�VWLFH�WR�GHYHORS�D�VWUDWHJ��WR�LQYHVWLJDWH�DQG�
SURVHF�WH�LQWHOOHFW�DO�SURSHUW��YLRODWLRQV�DW�DOO�OHYHOV�RI�WKH�V�SSO��FKDLQ�DW�D�V�IILFLHQWO��
KLJK�OHYHO�WR�UHVSRQG�WR�WKH�FRQFHUQV�UDLVHG�LQ�WKLV�UHSRUW�DQG�DFFRUGLQJ�WR�LWV�E�GJHW�DQG�
EURDGHU�PLVVLRQ�JRDOV���
�

��� �H�HUD�H��G�D�FH��OHFWUR�LF��DWD�IRU�0DLO�0RGH�

�
7KH� 8QLWHG� 6WDWHV� 3RVWDO� 6HUYLFH� �8636�� LV� UHVSRQVLEOH� IRU� WKH� SUHVHQWDWLRQ� RI� PDLO� DQG� WKH�
SURYLVLRQ�RI�DGYDQFH�HOHFWURQLF�GDWD��$('��WR�&%3�IRU�DUULYLQJ�LQWHUQDWLRQDO�PDLO�SDUFHOV��8636�
UHFHLYHV�V�FK�$('�IURP�LQWHUQDWLRQDO�SRVWV��$V�KDV�EHHQ�QRWHG��JLYHQ�WKH�Q�PEHU�RI�H�FRPPHUFH�
WUDQVDFWLRQV�WKDW�DUH�VHQW�E��PDLO��WKHUH�LV�D�VLJQLILFDQW�JDS�LQ�WKH�LQIRUPDWLRQ�&%3�UHFHLYHV���8636�
DQG� &%3� KDYH� HQKDQFHG� WKHLU� FROODERUDWLRQ� LQ� WKH� WDUJHWLQJ� DQG� LGHQWLILFDWLRQ� RI� RIIHQGLQJ�



�

���

PHUFKDQGLVH� WKDW� LV� LPSRUWHG� WKUR�JK� LQWHUQDWLRQDO�PDLO��%RWK�DJHQFLHV� DUH� LPSOHPHQWLQJ� QH��
VWUDWHJLHV�IRU�OHYHUDJLQJ�WKH�$('�DOUHDG��DYDLODEOH�WR�LGHQWLI��RIIHQGLQJ�PHUFKDQGLVH�E��WDNLQJ�
WKH�IROOR�LQJ�DFWLRQV����
�

•� '�6�DQG�8636�KDYH�VLJQHG�D�OHWWHU�RI�LQWHQW�WKDW�HQDEOHV�WKH�8636�WR��RUN�DORQJVLGH�&%3�
G�ULQJ� VSHFLDO�RSHUDWLRQV� WR�EHFRPH� D� IRUFH�P�OWLSOLHU� LQ� WKH� LQWHUGLFWLRQ� RI�FR�QWHUIHLW�
SURG�FWV��
�

•� 8SRQ�FRPSOHWLRQ�DQG�S�EOLFDWLRQ�RI� WKH�6�QWKHWLFV�7UDIILFNLQJ�DQG�2YHUGRVH�3UHYHQWLRQ�
�6723��$FW�LPSOHPHQWLQJ� UHJ�ODWLRQV��'�6��LOO��VH� LQIRUPDWLRQ�JOHDQHG�IURP� WKH�����
'DWD�3LORW�DQG��LOO�PDNH�UHFRPPHQGDWLRQV�WR�8636�WR�DGGUHVV�DQ��FULWLFDO�GDWD�JDSV�WKDW�
UHPDLQ�EHW�HHQ��KDW�LV�UHT�LUHG�RI�PDLO�YHUV�V�DLU�FDUJR��$W�D�PLQLP�P��WKLV�HIIRUW��LOO�
VHHN�WR�HQKDQFH�WKH�LQGLYLG�DOL]HG� WUDFNLQJ�RI�LQWHUQDWLRQDO�PDLO�SDUFHOV�VHQW� WKUR�JK�DLU�
FDUJR���

�
��� 3OD��IRU���7,21�

�

&R�QWHUIHLW� QHW�RUNV� FDQ� EH� FRPSOH[� DQG� P�OWLGLPHQVLRQDO�� H[SORLWLQJ� OHJDO� DQG� UHJ�ODWRU��
Q�DQFHV� LQ�WKH�GLIIHUHQW� VWDJHV� DQG� DVSHFWV�RI� LQWHUQDWLRQDO� WUDGH���HW��IRU� D�YDULHW��RI� UHDVRQV��

LQFO�GLQJ�FRPSHWLWLRQ�OD��DQG�WUDGH�VHFUHWV�SURWHFWLRQ��YDULR�V�VWDNHKROGHUV� LQ�WKH�H�FRPPHUFH�
V�SSO�� DQG�GLVWULE�WLRQ� FKDLQV� KLVWRULFDOO�� KDYH� QRW� VKDUHG� LQIRUPDWLRQ�RQ�SUREOHPDWLF� VHOOHUV��

VKLSSHUV��IUHLJKW�IRU�DUGHUV��EURNHUV��DQG�RWKHU�WKLUG�SDUW��LQWHUPHGLDULHV�LQYROYHG�LQ�FR�QWHUIHLW�
WUDIILFNLQJ��
�

7R�DGGUHVV�WKLV�LVV�H��WKH�,35�&HQWHU�HVWDEOLVKHG�WKH�(�&RPPHUFH�:RUNLQJ��UR�S��(&:���WR�
IRVWHU�DQG�HQFR�UDJH�WKH�IOR��RI�DFWLRQDEOH�GDWD�DQG�LQIRUPDWLRQ�EHW�HHQ�SODWIRUPV�DQG�UHOHYDQW�

WKLUG�SDUW�� LQWHUPHGLDULHV� DV� �HOO� DV� DIIHFWHG� FDUULHUV�� VKLSSHUV�� VHDUFK� HQJLQHV�� DQG� SD�PHQW�
SURFHVVRUV��'�6�V�SSRUWV�WKH�HIIRUWV�RI�WKH�,35�&HQWHU�V�(&:��DQG�UHFRPPHQGV�WKH�IRUPDWLRQ�
RI�WKH�$QWL�&R�QWHUIHLWLQJ�&RQVRUWL�P�WR�,GHQWLI��2QOLQH�1HIDULR�V�$FWRUV��$&7,21���6SHFLILF�

$&7,21�HIIRUWV��LOO�LQFO�GH�WKH�IROOR�LQJ���
�

•� 6KDULQJ�LQIRUPDWLRQ��LWKLQ�WKH�$&7,21�IUDPH�RUN�RQ�VHOOHUV��VKLSSHUV��DQG�RWKHU�WKLUG�
SDUW��LQWHUPHGLDULHV�LQYROYHG�LQ�WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��
�

•� 6KDULQJ�RI�ULVN�D�WRPDWLRQ�WHFKQLT�HV�DOOR�LQJ�$&7,21�PHPEHUV�WR�FUHDWH�DQG�LPSURYH�
RQ� SURDFWLYH� WDUJHWLQJ� V�VWHPV� WKDW� D�WRPDWLFDOO�� PRQLWRU� RQOLQH� SODWIRUP� VHOOHUV� IRU�

FR�QWHUIHLWV�DQG�SLUDWHG�JRRGV��
�

•� ,Q� DGGLWLRQ�� $&7,21� PHPEHUV� PD�� HQWHU� QRQ�ELQGLQJ� PHPRUDQGD� RI� �QGHUVWDQGLQJ�
�028���LWK�WKH�,35�&HQWHU��FRQVLVWHQW��LWK�8�6��OD���WR�FODULI��WKH�H[SHFWDWLRQV�DQG�OHJDO�
�QGHUVWDQGLQJ�IRU�GDWD�VKDULQJ�DQG�FRRUGLQDWHG�,35�HQIRUFHPHQW�PRYLQJ� IRU�DUG��6�FK�
028V� �LOO�SURYLGH�D�YHKLFOH� WR� FUHDWH� D�FRPSOLDQFH�VFRULQJ�PHFKDQLVP��DV��HOO� DV� WR�
GHOLQHDWH� UHDVRQDEOH�HIIRUWV� WR�NQR��WKH�VHOOHU�DV��HOO�DV�WKH�VFRSH�RI�SURG�FWV�LQYROYHG�



�

���

�H�J��� IDVW�PRYLQJ�FRQV�PHU� JRRGV�� FRQV�PHU� HOHFWURQLFV�� IDVKLRQ� DQG� O�[�U�� SURG�FWV��
VSRUWV�JRRGV��VRIW�DUH��DQG�JDPHV��DQG�WR�V����

�
�����DO��H���IRUFHPH�W�5HVR�UFHV�

�
3DFNDJHV� VKLSSHG� WKUR�JK� WKH� LQWHUQDWLRQDO� PDLO� HQYLURQPHQW� DFFR�QW� IRU� DSSUR[LPDWHO�� ����
PLOOLRQ�SDFNDJHV�DQQ�DOO���7KLV�GRHV�QRW�LQFO�GH�WKH�PLOOLRQV�RI�SDFNDJHV�VHQW�R�W�GDLO��YLD�H[SUHVV�
FRQVLJQPHQW� FDUULHUV�� $PLGVW� WKLV� IORRG� RI� SDFNDJHV�� LQV�IILFLHQW� UHVR�UFHV� FDQ� FUHDWH� D� NH��
OLPLWDWLRQ�RQ�WKH�FDSDELOLWLHV�RI�'�6�DQG�RWKHU�JRYHUQPHQW�DJHQFLHV�WR�VFUHHQ��WDUJHW��DQG�GHWHFW�
WKH�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�WKDW�KLGH�DPRQJVW�WKH�LQFUHDVLQJ�PDVVLYH�IOR��RI�VPDOO�SDFNDJHV���
�
$� ODFN� RI� UHVR�UFHV� DOVR� OLPLWV� WKH� DELOLW�� RI� LQWHOOLJHQFH� JDWKHULQJ� DQG� DQDO�VLV�� WKH� SURSHU�
GHWHUPLQDWLRQ�RI��KHWKHU�V�VSHFW�JRRGV�PD��EH�FR�QWHUIHLW��WKH�FROOHFWLRQ�RI�FRPSUHKHQVLYH�GDWD�
RQ� WKH� WUDIILFNLQJ� LQ� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV�� DQG� WKH� DELOLW�� WR� FRQG�FW� FULPLQDO�
LQYHVWLJDWLRQV�LQWR�WKH�RUJDQL]DWLRQV�WKDW�WUDIILF�LQ�FR�QWHUIHLW�JRRGV��7R�DGGUHVV�WKHVH�LVV�HV��WKH�
IROOR�LQJ�DFWLRQV�VKDOO�EH�WDNHQ��
�

•� �&%3��LOO�DQDO�]H��KHWKHU�WKH�IHHV�FROOHFWHG�E��&%3�DUH�F�UUHQWO��VHW�DW�V�IILFLHQW�OHYHOV�
WR�UHLPE�UVH�WKH�FRVWV�DVVRFLDWHG��LWK�SURFHVVLQJ��LQVSHFWLQJ��DQG�FROOHFWLQJ�G�WLHV��WD[HV��

DQG� IHHV�IRU�SDUFHOV��&%3�VKDOO�DOVR� SURYLGH� UHFRPPHQGDWLRQV� WR� WKH�'HSDUWPHQW�RI�WKH�
7UHDV�U��UHJDUGLQJ�DQ��IHH�DGM�VWPHQWV�WKDW��R�OG�EH�QHFHVVDU��WR�I�QG�DQG�UHLPE�UVH�WKH�

IHGHUDO�JRYHUQPHQW�V�FRVWV�IRU�PRUH�HIIHFWLYHO��FRPEDWLQJ�WKH� WUDIILFNLQJ�RI�FR�QWHUIHLW�
DQG�SLUDWHG�JRRGV��

�

����UHDWH�0RGHU�L�HG����RPPHUFH���IRUFHPH�W��UDPH�RUN�

�
'�6��LOO�S�UV�H�D�PRGHUQL]HG� HQIRUFHPHQW� IUDPH�RUN� WKDW� UHIOHFWV� WKH� HFRQRPLF� UHDOLWLHV� RI�
LQWHUQDWLRQDO�H�FRPPHUFH��7KLV�QH��IUDPH�RUN�PD��UHO��RQ�WKH�SURYLVLRQ�RI�SULYLOHJHV�RU�EHQHILWV�
E��&%3�WR�H�FRPPHUFH�HQWLWLHV�LQ�H[FKDQJH�IRU�WKH�V�EPLVVLRQ�RI�DGGLWLRQDO�GDWD�HOHPHQWV�DQG�
V�IILFLHQW�LQWHUQDO�FRQWUROV�WKDW�GHPRQVWUDWH�WKH�HQWLWLHV��DELOLW��WR�LGHQWLI��DQG�PDQDJH�ULVN��LWKLQ�
WKHLU�UHVSHFWLYH�V�SSO��FKDLQV��7KLV�QH��IUDPH�RUN�PD��DOVR�UHT�LUH��SGDWHV�WR�H[LVWLQJ�VWDW�WHV�
DQG� UHJ�ODWLRQV�WR��QGHUSLQ�WKLV�HIIRUW��.H��HOHPHQWV�RI�D�PRGHUQL]HG�H�FRPPHUFH�HQIRUFHPHQW�
IUDPH�RUN�FR�OG�LQFO�GH��E�W�DUH�QRW�OLPLWHG�WR��
�

•� 6HHNLQJ� VWDW�WRU�� D�WKRULW�� WR� WUHDW� ,35� LQIULQJLQJ� JRRGV� DV� V�PPDULO�� IRUIHLWHG� �SRQ�
GLVFRYHU��E��&%3�RU�,&(�VLPLODU�WR�WKH�WUHDWPHQW�RI�6FKHG�OH�,�DQG�,,�QDUFRWLFV��QGHU�7LWOH�
��� RI� WKH� 8�6�� &RGH�� 7KLV� �LOO� VHQG� D� FOHDU� PHVVDJH� DER�W� WKH� LPSRUWDQFH� RI� ,35�
HQIRUFHPHQW��DQG�VLP�OWDQHR�VO��VWUHDPOLQH�WKH�GLVSRVLWLRQ�RI�&%3�HQIRUFHPHQW�DFWLRQV��
�

•� 3�UV�LQJ�VWDW�WRU��DQG�RU�UHJ�ODWRU��FKDQJHV��DV�QHFHVVDU���VR�WKDW�&%3�FDQ�EHWWHU� VKDUH�
LQIRUPDWLRQ��LWK�WKH�SULYDWH�VHFWRU��
�

•� ,PSOHPHQWLQJ�D�ULVN�EDVHG�ERQGLQJ�UHJLPH�IRU�H�FRPPHUFH�WUDQVDFWLRQV��DQG�
�

•� $GRSWLQJ�VWUHDPOLQHG�HQIRUFHPHQW�SURFHVVHV�IRU�VHL]HG��DEDQGRQHG��DQG�IRUIHLWHG�JRRGV��



�

���

�
��� �VVHVV��R�WULE�WRU��7UDGHPDUN�,�IUL��HPH�W��LDELOLW��IRU���

�RPPHUFH�

�
2QOLQH�SODWIRUPV�KDYH�DYRLGHG�FLYLO� OLDELOLW��IRU�FRQWULE�WRU��WUDGHPDUN�LQIULQJHPHQW�LQ�VHYHUDO�

FDVHV���LYHQ�WKH�DGYDQFH�DQG�H[SDQVLRQ�RI�H�FRPPHUFH��'�6�UHFRPPHQGV�WKDW�WKH�'HSDUWPHQW�
RI�&RPPHUFH�FRQVLGHU�WKH�IROOR�LQJ�PHDV�UHV��
�

•� $VVHVV�WKH�VWDWH�RI�OLDELOLW��IRU�WUDGHPDUN�LQIULQJHPHQW�FRQVLGHULQJ�UHFHQW�M�GLFLDO�RSLQLRQV��
DQG� WKH�LPSDFW�RI�WKLV�UHSRUW�LQFO�GLQJ�SODWIRUPV��LPSOHPHQWDWLRQ�RI�WKH�EHVW�SUDFWLFHV�

GLUHFWHG�KHUHLQ��
�

•� 6HHN� LQS�W� IURP� WKH� SULYDWH� VHFWRU� DQG� RWKHU� VWDNHKROGHUV� DV� WR� WKH� DSSOLFDWLRQ� RI� WKH�

WUDGLWLRQDO� GRFWULQHV� RI� WUDGHPDUN� LQIULQJHPHQW� WR� WKH� H�FRPPHUFH� VHWWLQJ�� LQFO�GLQJ�
�KHWKHU� WR� S�UV�H� FKDQJHV� LQ� WKH� DSSOLFDWLRQ� RI� WKH� FRQWULE�WRU�� DQG�RU� YLFDULR�V�
LQIULQJHPHQW�VWDQGDUGV�WR�SODWIRUPV��

�

��� � 5H���DPL�H�WKH��H�DO��UDPH�RUN�6�UUR��GL���1R��5HVLGH�W�

,PSRUWHUV�

�
&�UUHQWO���QRQ�UHVLGHQW�LPSRUWHUV�FDQ�OHJDOO��HQWHU�JRRGV�LQWR�WKH�8QLWHG�6WDWHV�SURYLGHG�WKH��KDYH�
D��UHVLGHQW�DJHQW��DV�GHILQHG�LQ�UHJ�ODWLRQ��,Q�SUDFWLFH��LW�FDQ�EH�GLIILF�OW�WR�FRPSHO�QRQ�UHVLGHQW�
LPSRUWHUV�WR�SD��FLYLO�SHQDOWLHV�DQG�UHVSRQG�WR�RWKHU�HQIRUFHPHQW�DFWLRQV�DYDLODEOH�WR�WKH�86���

:LWK�WKLV�LQ�PLQG��'�6�VKR�OG�UHHYDO�DWH�WKH�OHJDO�IUDPH�RUN�IRU�DOOR�LQJ�QRQ�UHVLGHQW�LPSRUWHUV�
LQ�WKH�6HFWLRQ�����GH�PL�LPL��OR��YDO�H�VKLSPHQW�HQYLURQPHQW��

��� � �VWDEOLVK�D�1DWLR�DO��R�V�PHU���DUH�HVV��DPSDL���

�
�LYHQ�WKH�FULWLFDO� UROH� WKDW�FRQV�PHUV�FDQ�SOD�� LQ�WKH�EDWWOH� DJDLQVW�RQOLQH�FR�QWHUIHLWLQJ��'�6�
UHFRPPHQGV� WKH� GHYHORSPHQW� RI� D� QDWLRQDO� S�EOLF�SULYDWH� D�DUHQHVV� FDPSDLJQ�� 7KH� QDWLRQDO�
S�EOLF�D�DUHQHVV�FDPSDLJQ�UHFRPPHQGHG�E��'�6�VKR�OG�LQYROYH�SODWIRUPV��ULJKWV�KROGHUV��DQG�
WKH� DSSOLFDEOH� JRYHUQPHQW� DJHQFLHV� WR�SURYLGH�HG�FDWLRQ� IRU�FRQV�PHUV� UHJDUGLQJ� WKH� ULVNV� RI�
FR�QWHUIHLWV�DV��HOO�DV�WKH�YDULR�V��D�V�FRQV�PHUV�FDQ��VH�WR�VSRW�FR�QWHUIHLW�SURG�FWV��$W�SUHVHQW��
PDQ��FRQV�PHUV� UHPDLQ��QLQIRUPHG�DV� WR� WKH� ULVNV� RI�E��LQJ�FR�QWHUIHLW� DQG�SLUDWHG�SURG�FWV�
RQOLQH��7KHVH�ULVNV�DUH�ERWK�GLUHFW�WR�WKHP��H�J���WDLQWHG�EDE��IRRG���DV��HOO�DV�LQGLUHFW��H�J���VDOHV�
UHYHQ�HV�FDQ�I�QG�WHUURULVP����
�
0DQ��FRQV�PHUV�DUH�DOVR��QD�DUH�RI�WKH�VLJQLILFDQW�SUREDELOLWLHV�WKH��IDFH�RI�EHLQJ�GHIUD�GHG�E��
FR�QWHUIHLWHUV��KHQ�WKH��VKRS�RQ� H�FRPPHUFH�SODWIRUPV��$V� WKLV� UHSRUW�KDV�GRF�PHQWHG�� WKHVH�
SUREDELOLWLHV�DUH��QDFFHSWDEO��KLJK�DQG�DSSHDU�WR�EH�ULVLQJ��(YHQ�WKRVH�FRQV�PHUV�PRWLYDWHG�WR�
FRQG�FW�UHVHDUFK�DQG�VWD��LQIRUPHG�PLJKW�ODFN�WKH�VSHFLDOL]HG�NQR�OHGJH�DQG�HIILFLHQW��VHU�WRROV�
WR�PDNH�GLOLJHQW�RQOLQH�E��LQJ�GHFLVLRQV���
�
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���

$� VWURQJ� DQG� RQJRLQJ� QDWLRQDO� FDPSDLJQ� WR� LQFUHDVH� S�EOLF� D�DUHQHVV� DER�W� WKH� ULVNV� RI�
FR�QWHUIHLWV�LQ�DQ�H�FRPPHUFH��RUOG�VKR�OG�KHOS�DOHUW�FRQV�PHUV�DER�W�WKH�SRWHQWLDO�GDQJHUV�RI�
VRPH� RQOLQH� S�UFKDVHV�� 7R� WKH� H[WHQW� H�FRPPHUFH� SODWIRUPV� HPSR�HU� WKHLU� FRQV�PHUV� WR�
SDUWLFLSDWH�LQ�WKH�PRQLWRULQJ�DQG�GHWHFWLRQ�RI�FR�QWHUIHLWV��H�J���E��LPSOHPHQWLQJ�VHYHUDO�RI�WKH�
EHVW�SUDFWLFHV�UHFRPPHQGHG�LQ�WKLV�UHSRUW��WKLV��LOO�DOVR�KHOS�LQ�WKH�ILJKW�DJDLQVW�WKH�WUDIILFNLQJ�LQ�
FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���
�
7KLV� HIIRUW� FR�OG� �VH� WHFKQRORJ�� DV� �HOO� DV� SURYLGH� RQOLQH� HG�FDWLRQ�� )RU� H[DPSOH�� RQOLQH�
PDUNHWSODFHV�FR�OG�SURPLQHQWO��GLVSOD��PHVVDJHV�RQ�WKHLU�KRPH�SDJHV��DV��HOO�DV�RQ�KLJK�ULVN�
LWHP�SDJHV���DUQLQJ�F�VWRPHUV�DER�W�WKH�GDQJHUV�RI�FR�QWHUIHLWV�DQG��UJLQJ�UHVSHFW�IRU�LQWHOOHFW�DO�
SURSHUW�� ULJKWV�� $GGLWLRQDOO��� WKH� FDPSDLJQ� FR�OG� EH� SDLUHG� �LWK� WHFKQRORJLFDOO��HQDEOHG�
DVV�UDQFHV� RI� D�WKHQWLFLW��� 6�FK� DQ� DSSURDFK� �R�OG� SURYLGH� FRPPHUFLDO� DGYDQWDJHV� WR� WKH�
SODWIRUPV�WKDW�DGRSW�LW��KLOH�DOVR�EHQHILWLQJ�FRQV�PHUV�DQG�ULJKWV�KROGHUV�WKUR�JK�UHOLDEOH�PHWKRGV�
WR�LGHQWLI��DQG�FHUWLI��WKH�D�WKHQWLFLW��RI�EUDQGHG�SURG�FWV�DFURVV�RQOLQH�SODWIRUPV��
�

��� 3ULYDWH�6HFWRU�%HVW�3UDFWLFHV��
�
7KH�IROOR�LQJ�WDEOH�FDWDORJV�D�VHW�RI�KLJK�SULRULW���EHVW�SUDFWLFHV��WKDW�VKR�OG�EH�V�LIWO��DGRSWHG�
E�� H�FRPPHUFH� SODWIRUPV� WKDW� RSHUDWH� WKLUG�SDUW�� PDUNHWSODFHV�� DQG� RWKHU� WKLUG�SDUW��
LQWHUPHGLDULHV��8QGHU�WKH�D�WKRULW��RI�WKH�6HFUHWDU��RI�WKH�'HSDUWPHQW�RI��RPHODQG�6HF�ULW���WKHVH�
EHVW�SUDFWLFHV�VKDOO�EH�UHFRPPHQGHG�DQG�FRPP�QLFDWHG�WR�DOO�UHOHYDQW�SULYDWH�VHFWRU�VWDNHKROGHUV�
E��WKH�,&(��6,�OHG�,35�&HQWHU���
�
,W�VKDOO�EH�D�G�W��RI�WKH�,35�&HQWHU�WR�HQFR�UDJH��PRQLWRU��DQG�UHSRUW�RQ�WKH�DGRSWLRQ�RI��DQG�WKH�
SURJUHVV�DQG�HIIHFWLYHQHVV�RI��WKHVH�EHVW�SUDFWLFHV��WKUR�JK�DOO�PHDQV�QHFHVVDU���LWKLQ�WKH�VFRSH�
RI�WKH�OHJDO�D�WKRULW��RI�'�6�DQG�WKH�)HGHUDO��RYHUQPHQW���
�

��������������������������������������������d�����������D������������

��� �RPSUH�H�VL�H��7HUPV�RI�6HU�LFH����UHHPH��V�

��� 6L��LILFD��O��(��D�FHG�9H��L���RI�7�LUG�3DU���6HOOHUV�

��� /LPL�D�LR�V�R���L���5LVN�3URG�F�V�

��� (IILFLH���1R�LFH�D�G�7DNHGR���3URFHG�UHV�

��� (��D�FHG�3RV���LVFR�HU���F�LR�V�

��� ,�GHP�L���5HT�LUHPH��V�IRU�)RUHL���6HOOHUV�

��� �OHDU�7UD�VDF�LR�V�7�UR�����D�NV���D���RPSO���L���8�6��(�IRUFHPH���5HT�HV�V���

��� 3UH�6DOH�,GH��LILFD�LR��RI�7�LUG�3DU���6HOOHUV�

��� (V�DEOLV��0DUNH�SODFH�6HOOHU�,�V�

�����OHDUO��,GH��LILDEOH��R���U��RI�2UL�L���LVFORV�UHV�

�
�� ��RPSUHKH�VL�H��7HUPV�RI�6HU�LFH����UHHPH�WV�

�
,W�LV�FULWLFDO�WKDW�SODWIRUPV�UHT�LUH�DOO�WKLUG�SDUW��VHOOHUV�WR�VLJQ�FRPSUHKHQVLYH�DQG�VWULQJHQW�WHUPV�
RI� VHUYLFH� DJUHHPHQWV� WKDW� PD[LPL]H� WKH� D�WKRULWLHV� RI� WKH� SODWIRUPV� WR� FRPEDW� FR�QWHUIHLW�
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���

WUDIILFNLQJ��7HUPV�RI�VHUYLFH�DJUHHPHQWV��LOO�SURYLGH�SODWIRUPV��LWK�DQ�LPSRUWDQW�OHJDO�PHDQV�WR�
FRPEDW�FR�QWHUIHLW�WUDIILFNLQJ�
�
0RVW� REYLR�VO��� WKHVH� WHUPV� RI� VHUYLFH� VKR�OG� LQFRUSRUDWH� H[SOLFLW� SURKLELWLRQV� RQ� VHOOLQJ�
FR�QWHUIHLW� DQG� SLUDWHG� JRRGV��2QFH� WKH� SODWIRUP�KDV� DIILUPDWLYHO��GHWHFWHG� LQIULQJHPHQW�RQ� D�
VHOOHU�SURILOH��WKH�DFWLRQV�OLVWHG�EHOR���QGHU�WKH�FDWHJRU��RI��SRVW�GLVFRYHU��DFWLRQV�� VKR�OG�EH�
DOOR�HG��QGHU�WKH�WHUPV�DQG�WDNHQ�V�LIWO����
�
7KH� WHUPV� RI� VHUYLFH� VKR�OG� DOVR� OLVW� WKH� SRWHQWLDO� UHSHUF�VVLRQV� VHOOHUV� IDFH� IRU� YLRODWLRQV��
�HQHUDOO��� WKHVH� UHSHUF�VVLRQV� VKR�OG�DOOR��SODWIRUPV�WR� LPSRVH� VDQFWLRQV�V�FK�DV� V�VSHQVLRQ��
WHUPLQDWLRQ��DQG�GHEDUPHQW��LWKR�W��DLWLQJ�IRU�D�GHWHUPLQDWLRQ�E��D�FR�UW�IRU�VHOOHUV��KR�YLRODWH�
WKH�WHUPV�RI�WKH�DJUHHPHQW��7KH�WHUPV�VKR�OG�LQFO�GH�HVFDODWLQJ�FDSDELOLWLHV�WR�V�VSHQG��WHUPLQDWH��
DQG�GHEDU�FR�QWHUIHLW�WUDIILFNHUV�DQG�WKHLU�DIILOLDWHV���
�
6SHFLILFDOO���WKH��VKR�OG�DOOR��WKH�SODWIRUP�WR�FRQG�FW��DW�D�PLQLP�P��WKH�IROOR�LQJ�DFWLRQV�LQ�
UHVSRQVH�WR�YLRODWLRQV�RU�LGHQWLILHG�ULVN�IDFWRUV�LQ�WKH�VHOOHU�V�SURILOH�DQG�SURG�FW�SRVWLQJV��LWKR�W�
�DLWLQJ�IRU�D�GHWHUPLQDWLRQ�E��D�FR�UW���
�

����WHUPLQDWH�RU�V�VSHQG�D�VHOOHU�DFFR�QW�EDVHG�RQ�WKH��VH�RU�UHIHUHQFH�WR�D��VHUQDPH�WKDW�
LV�FRQI�VLQJO��VLPLODU�WR�D�UHJLVWHUHG�WUDGHPDUN���
�
����WDNH�GR�Q�RU�V�VSHQG�DQG�NHHS�GR�Q�LQGLYLG�DO�SURG�FW�SRVWLQJV�EDVHG�RQ�WKH�PLV�VH�
RI�SKRWRJUDSKV�� ORJRV��H[WHUQDO� OLQNV�WR�LQIULQJLQJ�FRQWHQW�� FHUWDLQ� FRGHG�PHVVDJHV��LWK�
DFW�DO�LQWHOOHFW�DO�SURSHUW��UHIHUHQFHV�UHPRYHG��RU�LPEHGGHG�RIIHUV�WR�PDQ�IDFW�UH��DQG��
�
����DOOR��IRU�DQ�HVFDODWLQJ�HQIRUFHPHQW�VWU�FW�UH�WKDW�UHV�OWV�LQ��IRU�PDMRU�LQIUDFWLRQV�DQG�RU�
UHSHDW�PLQRU� LQIUDFWLRQV��SHUPDQHQW� UHPRYDO�RI� WKH� VHOOHU�� DQG�DQ��NQR�Q�UHODWHG�VHOOHU�
SURILOHV��IURP�WKH�PDUNHWSODFH�IHDW�UH�RI�WKH�SODWIRUP�DQG�I�UWKHU�UHV�OWV�LQ�IRUIHLW�UH�DQG�
GHVWU�FWLRQ� RI� DOO�RIIHQGLQJ� JRRGV� LQ� �DUHKR�VHV� RU� I�OILOOPHQW�FHQWHUV�RSHUDWHG� E���RU�
�QGHU�WKH�FRQWURO�RI��WKH�SODWIRUP���

�
7R�PD[LPL]H�SODWIRUP�D�WKRULWLHV��DQG�DV�H[SODLQHG�I�UWKHU�EHOR���V�FK�WHUPV�RI�VHUYLFH�VKR�OG�
DOVR� DOOR�� SODWIRUPV� WR� LPSRVH� DSSURSULDWH� OLPLWDWLRQV� RQ� SURG�FWV� OLVWHG�� UHT�LUH� FOHDUO��
LGHQWLILDEOH�FR�QWU��RI�RULJLQ�GLVFORV�UHV��LPSRVH�8�6��EDQNLQJ�DQG�LQGHPQLW��UHT�LUHPHQWV��DQG�
VLJQLILFDQWO��LPSURYH�SUH�VDOH�LGHQWLILFDWLRQ�RI�WKLUG�SDUW��VHOOHUV���
�

���6L��LILFD�WO����KD�FHG�9HWWL���RI�7KLUG�3DUW��6HOOHUV�

�
6LJQLILFDQWO��HQKDQFHG� YHWWLQJ�RI� WKLUG�SDUW�� VHOOHUV� LV� RQH� RI� WKH�PRVW� HIIHFWLYH� IRUPV�RI� G�H�
GLOLJHQFH� SODWIRUPV� FDQ� HQJDJH� LQ� WR� UHG�FH� WKH� ULVN� RI� FR�QWHUIHLWV� HQWHULQJ� WKH� H�FRPPHUFH�
VWUHDP��3ODWIRUPV�VKR�OG�KDYH�D��QLIRUP�DQG�DUWLF�ODEOH�YHWWLQJ�UHJLPH�WR�GHWHUPLQH�LI�D�VHOOHU��LOO�
EH�DOOR�HG�WR�OLVW�SURG�FWV�IRU�VDOH���
�
7R�IDFLOLWDWH�HQKDQFHG�YHWWLQJ��SODWIRUPV�VKR�OG��DW�D�PLQLP�P��UHT�LUH�WKH�IROOR�LQJ���
�
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����V�IILFLHQW�LGHQWLILFDWLRQ�RI�WKH�VHOOHU��LWV�DFFR�QWV�DQG�OLVWLQJV��DQG�LWV�E�VLQHVV�ORFDWLRQV�
SULRU�WR�DOOR�LQJ�WKH�VHOOHU�WR�OLVW�SURG�FWV�RQ�WKH�SODWIRUP���
�
����FHUWLILFDWLRQ�IURP�WKH�VHOOHU�DV�WR��KHWKHU�LW��RU�UHODWHG�SHUVRQV��KDYH�EHHQ�EDQQHG�RU�
UHPRYHG� IURP� DQ�� PDMRU� H�FRPPHUFH� SODWIRUPV�� RU� RWKHU�LVH� LPSOLFDWHG� LQ� VHOOLQJ�
FR�QWHUIHLW�RU�SLUDWHG�SURG�FWV�RQOLQH��DQG��
�
����DFNQR�OHGJPHQW���KHUH�DSSOLFDEOH��WKDW�WKH�VHOOHU�LV�RIIHULQJ�WUDGHPDUNHG�SURG�FWV�IRU�
�KLFK�WKH�VHOOHU�GRHV�QRW�R�Q�WKH�ULJKWV��HLWKHU�EHFD�VH�WKH��DUH�D�UHVHOOHU�RU�VHOOHU�RI��VHG�
SURG�FWV���

�
,QIRUPDWLRQ�SURYLGHG�E��SRWHQWLDO�VHOOHUV�VKR�OG�DOVR�EH�YHWWHG�IRU�DFF�UDF���LQFO�GLQJ�WKUR�JK�WKH�
IROOR�LQJ�HIIRUWV���
�

�����VH�RI�WHFKQRORJLFDO�WRROV��DV��HOO�DV�DQDO�VHV�RI�KLVWRULFDO�DQG�S�EOLF�GDWD��WR�DVVHVV�
ULVN�RI�VHOOHUV�DQG�SURG�FWV��DQG��
�
����HVWDEOLVKPHQW�RI�DQ�D�GLW�SURJUDP�IRU�VHOOHUV��FRQFHQWUDWLQJ�RQ� UHSHDW�RIIHQGHUV�DQG�
WKRVH�VHOOHUV�H[KLELWLQJ�KLJKHU�ULVN�FKDUDFWHULVWLFV��

�
$Q��IDLO�UH� WR�SURYLGH�DFF�UDWH�DQG�UHVSRQVLYH� LQIRUPDWLRQ�VKR�OG�UHV�OW� LQ� D�GHWHUPLQDWLRQ� WR�
GHFOLQH�WKH�VHOOHU�DFFR�QW�DQG�RU�WR�KROG�WKH�VHOOHU�LQ�YLRODWLRQ�RI�WKH�SODWIRUP�V�WHUPV�RI�VHUYLFH���
�

��� �LPLWDWLR�V�R���L�K�5LVN�3URG�FWV�

�
3ODWIRUPV�VKR�OG�KDYH�LQ�SODFH�SURWRFROV�DQG�SURFHG�UHV�WR�SODFH�OLPLWDWLRQV�RQ�WKH�VDOH�RI�SURG�FWV�
WKDW�KDYH�D�KLJKHU�ULVN�RI�EHLQJ�FR�QWHUIHLWHG�RU�SLUDWHG�DQG�RU�SRVH�D�KLJKHU�ULVN�WR�WKH�S�EOLF�
KHDOWK�DQG� VDIHW��� �)RU� H[DPSOH�� VRPH� RI� WKH�PDMRU� SODWIRUPV� FRPSOHWHO�� SURKLELW� WKH� VDOH� RI�
SUHVFULSWLRQ�PHGLFDWLRQV�E��WKLUG�SDUW��VHOOHUV�LQ�WKHLU�PDUNHWSODFHV��0DQ��SODWIRUPV�DOVR�EDQ�WKH�
VDOH�RI�SURG�FWV�WKDW�DUH�NQR�Q�WR�EH�SDUWLF�ODUO��Y�OQHUDEOH�WR�FR�QWHUIHLWLQJ�DQG�WKDW�SRVH�D�VDIHW��
ULVN��KHQ�VROG�RQOLQH��([DPSOHV�LQFO�GH�FDU�DLUEDJ�FRPSRQHQWV��LQIDQW�IRUP�OD��DQG�QH��EDWWHULHV�
IRU�FHOO�ODU�SKRQHV���
�
3ODWIRUPV�FDQ�DOVR�SODFH�RWKHU�W�SHV�RI� UHVWULFWLRQV�RQ�WKLUG�SDUW��VHOOHUV�EHIRUH�FHUWDLQ�KLJK�ULVN�
FDWHJRULHV�RI�JRRGV�PD��EH�VROG��)RU�H[DPSOH��VRPH�SODWIRUPV�UHT�LUH�SULRU�DSSURYDO�IRU�LWHPV�
V�FK�DV�D�WRPRWLYH�SDUWV�� MH�HOU���DUW��IRRG��FRPS�WHUV�� VSRUWV�FROOHFWLEOHV��'9'V��DQG��DWFKHV�
WKDW�DUH�SDUWLF�ODUO��SURQH�WR�FR�QWHUIHLWLQJ���
�
3ODWIRUPV� VKR�OG� SURPLQHQWO�� S�EOLVK� D� OLVW� RI� LWHPV� WKDW� PD�� QRW� EH� VROG� RQ� WKLUG�SDUW��
PDUNHWSODFHV��QGHU�DQ��FLUF�PVWDQFHV��SURKLELWHG���DV��HOO�DV�D�OLVW�RI�LWHPV�WKDW�FDQ�RQO��EH�VROG�
�KHQ�DFFRPSDQLHG�E��LQGHSHQGHQW�WKLUG�SDUW��FHUWLILFDWLRQ��UHVWULFWHG���,Q�FRQVWU�FWLQJ�WKHVH�OLVWV��
SODWIRUPV�VKR�OG�FRQVLGHU��DPRQJ�RWKHU�WKLQJV���KHWKHU�D�FR�QWHUIHLW�YHUVLRQ�RI�WKH��QGHUO�LQJ�
SURG�FW�SUHVHQWV�LQFUHDVHG�ULVNV�WR�WKH�KHDOWK�DQG�VDIHW��RI�8�6��UHVLGHQWV�RU�WKH�QDWLRQDO�VHF�ULW��
RI� WKH� 8QLWHG� 6WDWHV�� :KHQ� D� VHOOHU� FODLPV� WKHLU� PHUFKDQGLVH� KDV� DQ� LQGHSHQGHQW� WKLUG�SDUW��
FHUWLILFDWLRQ��DQG�WKLV�FHUWLILFDWLRQ�LV�UHT�LUHG�LQ�RUGHU�IRU�WKH�SURG�FW�WR�EH�OHJDOO��RIIHUHG�IRU�VDOH�
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LQ�WKH�8QLWHG�6WDWHV��SODWIRUPV�VKR�OG�PDNH�JRRG�IDLWK�HIIRUWV�WR�YHULI��WKH�D�WKHQWLFLW��RI�WKHVH�
FHUWLILFDWLRQV���
�

��� �IILFLH�W�1RWLFH�D�G�7DNHGR���3URFHG�UHV�

�
1RWLFH�DQG� WDNHGR�Q� LV� WKH�PRVW� FRPPRQ�PHWKRG�RI� UHPRYLQJ�FR�QWHUIHLW� OLVWLQJV� IURP�WKLUG�
SDUW��PDUNHWSODFHV�DQG�H�FRPPHUFH� SODWIRUPV��7KLV�QRWLFLQJ�SURFHVV�FDQ� EH� SDUWLF�ODUO�� WLPH�
FRQV�PLQJ�DQG�UHVR�UFH�LQWHQVLYH�IRU�ULJKWV�KROGHUV��KR�F�UUHQWO��EHDU�D�KLJKO��GLVSURSRUWLRQDWH�
VKDUH�RI�WKH�E�UGHQ�RI�LGHQWLI�LQJ�WKH�FR�QWHUIHLW�OLVWLQJV�IRU�QRWLFLQJ��
�
7KHVH�ULJKWV�KROGHUV�P�VW�LQYHVW�VLJQLILFDQW�UHVR�UFHV�WR�VFR�U�PLOOLRQV�RI�OLVWLQJV�DFURVV�P�OWLSOH�
SODWIRUPV�WR�LGHQWLI��SRWHQWLDOO��FR�QWHUIHLW�OLVWLQJV�DQG�QRWLI��WKH�WKLUG�SDUW��PDUNHWSODFH�RU�H�
FRPPHUFH�SODWIRUP��7KLV�NLQG�RI�FRPSUHKHQVLYH�SROLFLQJ�RI�H�FRPPHUFH�RIWHQ�LV�QRW�SRVVLEOH�IRU�
VPDOOHU�HQWHUSULVHV��
�
$V� D� I�UWKHU�E�UGHQ��VRPH� WKLUG�SDUW��PDUNHWSODFHV� UHT�LUH� ULJKWV�KROGHUV� WR�E��� WKH�V�VSHFWHG�
SURG�FWV�IURP�WKH�VHOOHUV�WR�YHULI��WKDW�WKH��DUH�LQ�IDFW�FR�QWHUIHLW��7KHUH�RIWHQ�LV�D�GHOD��RI�D�GD��
RU� ORQJHU�EHW�HHQ�WKH�WLPH�WKDW�QRWLFH�LV�SURYLGHG��DQG�WKH�WLPH�OLVWLQJ�LV�UHPRYHG��'�ULQJ�WKLV�
SHULRG��FR�QWHUIHLWHUV�PD��FRQWLQ�H�WR�GHIUD�G�$PHULFDQ�FRQV�PHUV��
�
7R�DGGUHVV�WKHVH�DE�VHV���DQG�DVV�PH�D�P�FK�JUHDWHU�VKDUH�RI�UHVSRQVLELOLW��IRU�WKH�SROLFLQJ�RI�
H�FRPPHUFH���SODWIRUPV� VKR�OG� FUHDWH� DQG�PDLQWDLQ� FOHDU��SUHFLVH��DQG� REMHFWLYH�FULWHULD� WKDW�
DOOR��IRU�T�LFN�DQG�HIILFLHQW�QRWLFH�DQG�WDNHGR�QV�RI�LQIULQJLQJ�VHOOHU�SURILOHV�DQG�SURG�FW�OLVWLQJV��
$Q� HIIHFWLYH� UHJLPH� VKR�OG� LQFO�GH�� DW� D� PLQLP�P�� WKH� IROOR�LQJ�� ���� PLQLPDO� UHJLVWUDWLRQ�
UHT�LUHPHQWV� IRU� DQ� LQWHUHVWHG� SDUW�� WR� SDUWLFLSDWH� LQ� WKH� QRWLFH� DQG� WDNHGR�Q� SURFHVV�� ����
UHDVRQDEOH� U�OHV� WKDW� WUHDW� SURILOH� R�QHUV� RIIHULQJ� ODUJH� T�DQWLWLHV� RI� JRRGV� RQ� FRQV�PHU�WR�
FRQV�PHU�SODWIRUPV�DV�E�VLQHVVHV��DQG�����WUDQVSDUHQF��WR�WKH�ULJKWV�KROGHUV�DV�WR�KR��FRPSODLQWV�
DUH�UHVROYHG�DORQJ��LWK� UHOHYDQW� LQIRUPDWLRQ�RQ�RWKHU� VDOHV�DFWLYLW��E�� WKH�VHOOHU� WKDW�KDV�EHHQ�
LPSOLFDWHG���
�

��� ��KD�FHG�3RVW��LVFR�HU���FWLR�V�

�
8SRQ�GLVFRYHU��WKDW�FR�QWHUIHLW�RU�SLUDWHG�JRRGV�KDYH�EHHQ�VROG��SODWIRUPV�VKR�OG�FRQG�FW�D�VHULHV�
RI��SRVW�GLVFRYHU���DFWLRQV�WR�UHPHGLDWH�WKH�IUD�G��7KHVH�VKR�OG�LQFO�GH���
�

����QRWLILFDWLRQ�WR�DQ��E��HU�V��OLNHO��WR�KDYH�S�UFKDVHG�WKH�JRRGV�LQ�T�HVWLRQ��LWK�WKH�RIIHU�
RI�D�I�OO�UHI�QG���
�
���� QRWLILFDWLRQ� WR� LPSOLFDWHG� ULJKWV� KROGHUV�� �LWK� GHWDLOV� RI� WKH� LQIULQJLQJ� JRRGV�� DQG�
LQIRUPDWLRQ�DV�WR�DQ��UHPDLQLQJ�VWRFN�RI�WKH�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�KHOG�LQ��DUHKR�VHV���
�
���� LPSOHPHQWDWLRQ� RI� SUDFWLFHV� WKDW� UHV�OW� LQ� WKH� UHPRYDO� RI� FR�QWHUIHLW� DQG� SLUDWHG�JRRGV�
�LWKLQ� WKH� SODWIRUP�V� HIIHFWLYH� FRQWURO� DQG� LQ�D�PDQQHU� WKDW� SUHYHQWV� V�FK� JRRGV� IURP� UH�
HQWHULQJ�WKH�8�6��RU�EHLQJ�GLYHUWHG�WR�RWKHU�PDUNHWV��DQG��
�



�

���

���� LPPHGLDWH� HQJDJHPHQW��LWK� OD�� HQIRUFHPHQW� WR� SURYLGH� LQWHOOLJHQFH� DQG� WR� GHWHUPLQH�
I�UWKHU�FR�UVHV�RI�DFWLRQ��

�
��� ,�GHP�LILFDWLR��5HT�LUHPH�WV�IRU��RUHL���6HOOHUV�

�
)RU�D�ODUJH�SRUWLRQ�RI�H�FRPPHUFH��IRUHLJQ�VHOOHUV�GR�QRW�SURYLGH�VHF�ULW��RU�SURWHFWLRQ�DJDLQVW�D�
ORVV�RU�RWKHU�ILQDQFLDO�E�UGHQ�DVVRFLDWHG��LWK�WKH�SURG�FWV�WKH��VHOO�LQ�WKH�8QLWHG�6WDWHV��%HFD�VH�
WKHVH�VHOOHUV�DUH�ORFDWHG�R�WVLGH�WKH�8QLWHG�6WDWHV��WKH��DOVR�PD��QRW�EH�V�EMHFW�WR�WKH�M�ULVGLFWLRQ�

RI�8�6��FR�UWV�LQ�FLYLO�OLWLJDWLRQ�RU�JRYHUQPHQW�HQIRUFHPHQW�DFWLRQV��)�UWKHU�DGGLQJ�WR�WKLV�OLDELOLW��
JDS��WKHUH�LV�WKLV���KLOH�H�FRPPHUFH�SODWIRUPV�JHQHUDOO��KDYH�D�8�6��SUHVHQFH�DQG�DUH��QGHU�8�6��

M�ULVGLFWLRQ���QGHU� WKH�F�UUHQW� LQWHUSUHWDWLRQV�RI�$PHULFDQ� OD�V�DQG� UHJ�ODWLRQV�� WKH��DUH�RIWHQ�
IR�QG�QRW�WR�EH�OLDEOH�IRU�KDUP�FD�VHG�E��WKH�SURG�FWV�WKH��VHOO�RU�GLVWULE�WH���

�
7KH�UHV�OW�RI�WKLV�M�ULVGLFWLRQDO�DQG�OLDELOLW��JDS�LV�WKDW�FRQV�PHUV�DQG�ULJKWV�KROGHUV�GR�QRW�KDYH�
DQ�HIILFLHQW�RU�SUHGLFWDEOH�IRUP�RI�OHJDO�UHFR�UVH��KHQ�WKH��DUH�KDUPHG�E��IRUHLJQ�SURG�FWV�VROG�

RQ�WKLUG�SDUW��PDUNHWSODFHV��$FFRUGLQJO���H�FRPPHUFH�SODWIRUPV�VKR�OG�UHT�LUH�IRUHLJQ�VHOOHUV�WR�
SURYLGH�VRPH�IRUP�RI�VHF�ULW��LQ�FDVHV��KHUH�D�IRUHLJQ�SURG�FW�LV�VROG�WR�D�8�6��FRQV�PHU��6�FK�

IRUP�RI�VHF�ULW��VKR�OG�EH�VSHFLILFDOO��GHVLJQHG�WR�FRYHU�WKH�SRWHQWLDO�W�SHV�DQG�VFRSH�RI�KDUP�WR�
FRQV�PHUV�DQG�ULJKWV�KROGHUV�IURP�FR�QWHUIHLW�RU�SLUDWHG�SURG�FWV���
�

1RWH� WKDW� WKHUH�DUH�VHYHUDO��D�V� WKDW�SODWIRUPV�PLJKW� IOH[LEO��DFKLHYH� WKLV�JRDO��)RU�H[DPSOH��
UHT�LULQJ� SURRI� RI� LQV�UDQFH��R�OG� SURYLGH� D� IRUP�RI� VHF�ULW�� IRU� DQ�� UHDVRQDEO�� IRUHVHHDEOH�

GDPDJHV�WR�FRQV�PHUV�WKDW�PLJKW�IOR��IURP�WKH��VH�RI�WKH�SURG�FW��5LJKWV�KROGHUV�FR�OG�DOVR�EH�
FRPSHQVDWHG�LQ�FDVHV�RI�LQIULQJHPHQW���
�

����OHDU�7UD�VDFWLR�V�7KUR��K��D�NV�WKDW��RPSO���LWK�8�6��

��IRUFHPH�W�5HT�HVWV�

��
0DQ��IRUHLJQ�VHOOHUV�RQ�WKLUG�SDUW��PDUNHWSODFHV�GR�QRW�KDYH�D�ILQDQFLDO�QH[�V�WR�WKH�8QLWHG�6WDWHV��
PDNLQJ�LW�GLIILF�OW�WR�REWDLQ�ILQDQFLDO�LQIRUPDWLRQ�DQG�WR�V�EMHFW�DOO�SDUWV�RI�WKH�WUDQVDFWLRQ�WR�8�6��

OD��HQIRUFHPHQW�HIIRUWV���
�

3ODWIRUPV� VKR�OG�FORVH� WKLV� ORRSKROH� E�� HQFR�UDJLQJ� DOO� VHOOHUV� WR�FOHDU� WUDQVDFWLRQV� RQO���LWK�
EDQNV�DQG�SD�PHQW�SURYLGHUV�WKDW�FRPSO���LWK�8�6��OD��HQIRUFHPHQW�UHT�HVWV�IRU�LQIRUPDWLRQ�DQG�
OD�V�UHODWHG�WR��UHOHYDQW�WR��WKH�ILQDQFLQJ�RI�FR�QWHUIHLW�DFWLYLW���

�

��� 3UH�6DOH�,GH�WLILFDWLR��RI�7KLUG�3DUW��6HOOHUV�

�
6WDNHKROGHUV�KDYH��DW�WLPHV��UHSRUWHG�WKDW�E��HUV�KDYH�EHHQ�V�USULVHG�WR�GLVFRYHU��SRQ�FRPSOHWLRQ�
RI�DQ�RQOLQH�VDOHV�WUDQVDFWLRQ��WKDW�WKH�RUGHU��LOO�EH�I�OILOOHG�E��DQ��QNQR�Q�WKLUG�SDUW��VHOOHU�DQG�
�RW�WKH�SODWIRUP�LWVHOI��:LWKR�W�DGGUHVVLQJ�WKH�VHSDUDWH�OHJDO�T�HVWLRQ�RI��KHWKHU�WKLV�FRPSULVHV�
GHFHSWLYH�DFWLRQ�SHU��H��DW�OHDVW�VRPH�E��HUV�PD��KDYH�PDGH�GLIIHUHQW�S�UFKDVLQJ�GHFLVLRQV�LI�WKH��



�

���

KDG�NQR�Q��SULRU�WR�S�UFKDVH��WKH�LGHQWLW��RI�WKH�WKLUG�SDUW���VWRUHIURQW��R�QHU��DQG�RU�WKH�SDUW��
�OWLPDWHO��UHVSRQVLEOH�IRU�I�OILOOLQJ�WKH�WUDQVDFWLRQ���
�
7R� LQFUHDVH� WUDQVSDUHQF�� RQ� WKLV� LVV�H�� SODWIRUPV� VKR�OG� VLJQLILFDQWO�� LPSURYH� WKHLU� SUH�VDOH�
LGHQWLILFDWLRQ� RI� WKLUG�SDUW�� VHOOHUV� VR� WKDW� E��HUV� FDQ� PDNH� LQIRUPHG� GHFLVLRQV�� SRWHQWLDOO��
IDFWRULQJ�LQ�WKH�OLNHOLKRRG�RI�EHLQJ�VROG�D�FR�QWHUIHLW�RU�,35�LQIULQJLQJ�PHUFKDQGLVH��3ODWIRUPV�
VKR�OG� LPSOHPHQW� DGGLWLRQDO� PHDV�UHV� WR� LQIRUP� FRQV�PHUV�� SULRU� WR� WKH� FRPSOHWLRQ� RI� D�
WUDQVDFWLRQ��RI�WKH�LGHQWLW��RI�VWRUHIURQW�R�QHUV�DQG�RU�WKRVH�UHVSRQVLEOH�IRU�I�OILOOLQJ�D�WUDQVDFWLRQ��
DV��HOO�DV�DQ��DOOHJDWLRQV�RI�FR�QWHUIHLWV�EHLQJ�VROG�E��D�SDUWLF�ODU�VHOOHU��2Q� WKH�FRQYHUVH��LI�D�
SDUWLF�ODU�VHOOHU�LV�D�OLFHQVHG�UHVHOOHU�RI�WKH�SURG�FW��WKLV�LQIRUPDWLRQ�VKR�OG�DOVR�EH�SURYLGHG���
�
(YHQ�LI�WKLV�LQIRUPDWLRQ�PD��EH�F�UUHQWO��DYDLODEOH��ILUP�VWHSV�VKR�OG�EH�WDNHQ�WR�HQV�UH�WKDW�WKLV�
LQIRUPDWLRQ� LV� IHDW�UHG� SURPLQHQWO�� LQ� SURG�FW� OLVWLQJV�� 7KLV� �LOO� SURPSW� JUHDWHU� FRQV�PHU�
D�DUHQHVV�DQG�OHDG�WR�PRUH�LQIRUPHG�GHFLVLRQ�PDNLQJ��
�

��� �VWDEOLVK�0DUNHWSODFH�6HOOHU�,�V�

�
3ODWIRUPV�JHQHUDOO��GR�QRW�UHT�LUH�D�VHOOHU�RQ�D�WKLUG�SDUW��PDUNHWSODFH�WR�LGHQWLI��WKH��QGHUO�LQJ�
E�VLQHVV�HQWLW���QRU�WR�OLQN�RQH�VHOOHU�SURILOH�WR�RWKHU�SURILOHV�R�QHG�E��WKDW�VDPH�E�VLQHVV��RU�E��
UHODWHG�E�VLQHVVHV�DQG�R�QHUV��,Q�DGGLWLRQ��WKH�SDUW��WKDW�DSSHDUV�DV�WKH�VHOOHU�RQ�WKH�LQYRLFH�DQG�

WKH�E�VLQHVV�RU�SURILOH�WKDW�DSSHDUV�RQ�WKH�SODWIRUP�WR�EH�WKH�VHOOHU��PD��QRW�DO�D�V�EH�WKH�VDPH���
7KLV� ODFN�RI� WUDQVSDUHQF�� DOOR�V�RQH�E�VLQHVV� WR�KDYH�PDQ��GLIIHUHQW�SURILOHV� WKDW�FDQ�DSSHDU�
�QUHODWHG�� ,W�DOVR�DOOR�V�D�E�VLQHVV�WR�FUHDWH�DQG�GLVVROYH�SURILOHV��LWK�JUHDWHU�HDVH���KLFK�FDQ�
REI�VFDWH�WKH�PDLQ�PHFKDQLVP�WKDW�FRQV�PHUV��VH�WR�M�GJH�VHOOHU�FUHGLELOLW���QDPHO��UHYLH�V�E��
RWKHU�E��HUV���

�
3ODWIRUPV�VKR�OG�UHT�LUH�VHOOHUV�WR�SURYLGH�WKH�QDPHV�RI�WKHLU��QGHUO�LQJ�E�VLQHVV�RU�E�VLQHVVHV�
�LI�DSSOLFDEOH���DV��HOO�DV�DQ��RWKHU�UHODWHG�VHOOHU�SURILOHV�R�QHG�RU�FRQWUROOHG�E��WKDW�VHOOHU�RU�WKDW�
FOHDU�WUDQVDFWLRQV�WKUR�JK�WKH�VDPH�PHUFKDQW�DFFR�QW��3ODWIRUPV�FDQ��VH�WKLV�VHOOHU�,'�LQIRUPDWLRQ�
LQ�WKUHH�KHOSI�O��D�V���
�
)LUVW��WR�FRPP�QLFDWH�WR�WKH�FRQV�PHU�D�PRUH�KROLVWLF�YLH��RI���KR��LV�VHOOLQJ�WKH�JRRGV��DOOR�LQJ�
WKH� FRQV�PHU� WR� LQVSHFW�� DQG� FRQV�OW� UHYLH�V� RI�� DOO� UHODWHG� VHOOHU� SURILOHV� WR� GHWHUPLQH�
WU�VW�RUWKLQHVV��6HFRQG��OLQNLQJ�DOO�UHODWHG�VHOOHUV�WRJHWKHU��LOO�DVVLVW�ULJKWV�KROGHUV�LQ�PRQLWRULQJ�
�KR�LV�VHOOLQJ�JRRGV�WKDW�WKH��EHOLHYH�WR�EH�LQIULQJLQJ��7KLUG��WKH�SODWIRUP�FDQ��VH�WKH�FRQQHFWLRQV�
WR�RWKHU�VHOOHU�SURILOHV�WR�EHWWHU�FRQG�FW�LWV�R�Q�LQWHUQDO�ULVN�DVVHVVPHQW��DQG�PDNH�ULVN�PLWLJDWLRQ�
GHFLVLRQV� �H�J��� UHT�LULQJ� FDVK� GHSRVLWV� RU� LQV�UDQFH�� DV� DSSURSULDWH� EDVHG� RQ� WKH� YRO�PH� DQG�
VRSKLVWLFDWLRQ�RI�WKH�VHOOHU��
�

��� � �OHDUO��,GH�WLILDEOH��R��WU��RI�2UL�L���LVFORV�UHV�

�
%ULFN�DQG�PRUWDU�UHWDLO�VWRUHV�DUH�UHT�LUHG�WR�KDYH�ODEHOV�RQ�WKHLU�SURG�FWV�WKDW�FOHDUO��LGHQWLI��WKH�
FR�QWU��RU�FR�QWULHV�RI�RULJLQ��1R�V�FK�UHT�LUHPHQW�DSSOLHV�WR�RQOLQH�H�FRPPHUFH��
�



�

���

3ODWIRUPV�VKR�OG�UHT�LUH�VHOOHUV�WR�GLVFORVH�WKH�FR�QWU��RI�RULJLQ�RI�WKHLU�SURG�FWV��DQG�SODWIRUPV�
VKR�OG�SRVW�WKLV�FR�QWU��RI�RULJLQ�LQIRUPDWLRQ�IRU�DOO�WKH�SURG�FWV�WKH��VHOO��7KLV��LOO�DVVLVW�ERWK�
WKH�SODWIRUPV�DQG�FRQV�PHUV�LQ�HYDO�DWLQJ�WKH�ULVNV�WKDW�D�SURG�FW�PLJKW�EH�FR�QWHUIHLW���



�

���

��� &RQFO�VLRQV�
�
%RWK�SULYDWH� VHFWRU� DQG�86��LQS�W� WR� WKLV� UHSRUW� KDYH� VKR�Q� WKDW� WKH� IORRG� RI� FR�QWHUIHLW� DQG�
SLUDWHG� JRRGV� QR�� EHLQJ� WUDIILFNHG� WR� $PHULFDQ� FRQV�PHUV� WKUR�JK� RQOLQH� WKLUG�SDUW��
PDUNHWSODFHV�LV�WKUHDWHQLQJ�ERWK�WKH�S�EOLF�KHDOWK�DQG�VDIHW��DV��HOO�DV�QDWLRQDO�VHF�ULW���7KH�ODFN�
RI�HIIHFWLYH�PHWKRGV�IRU�DGGUHVVLQJ�FR�QWHUIHLW�JRRGV�VWLIOHV�$PHULFDQ�LQQRYDWLRQ�DQG�HURGHV�WKH�
FRPSHWLWLYHQHVV�RI�8�6��PDQ�IDFW�UHUV�DQG��RUNHUV��'HVSLWH� LQFUHDVHG�HIIRUWV�RI�ERWK�WKH�86��
DQG� SULYDWH� VHFWRU� VWDNHKROGHUV�� WKH� WUDIILFNLQJ� RI� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� FRQWLQ�HV� WR�
�RUVHQ��LQ�ERWK�WKH�YRO�PH�DQG�WKH�DUUD��RI�SURG�FWV�EHLQJ�WUDIILFNHG���
�
7KLV�UHSRUW� WR�3UHVLGHQW�'RQDOG�-��7U�PS�KDV� LGHQWLILHG�D�VHW�RI�VWURQJ�JRYHUQPHQW�DFWLRQV�WKDW�
'�6� DQG� RWKHU� IHGHUDO� DJHQFLHV� FDQ� EHJLQ� H[HF�WLQJ� LPPHGLDWHO�� WR� DGGUHVV� D� FULVLV� WKDW� LV�
�QGHUPLQLQJ�$PHULFD�V�WU�VW�LQ�H�FRPPHUFH�HYHQ�DV�LW�LV�H[SRVLQJ�WKH�$PHULFDQ�S�EOLF�WR��QG�H�
DQG��QDFFHSWDEOH�ULVNV���
�
$GGLWLRQDOO��� WKLV�UHSRUW�KDV�SURSRVHG�D�VHW�RI�EHVW�SUDFWLFHV�IRU�SULYDWH�VHFWRU� VWDNHKROGHUV�WKDW�
'�6�EHOLHYHV� VKR�OG�EH�DGRSWHG� V�LIWO���$V� WKH� ORQJVWDQGLQJ�H[SHULHQFHV�RI� EULFN�DQG�PRUWDU�
VWRUHV�GHPRQVWUDWH��WKH�SULYDWH�VHFWRU�LV�FDSDEOH�RI�RSHUDWLQJ�E�VLQHVVHV�WKDW�VHOO�OHJLWLPDWH��QRW�
LOOLFLW��JRRGV�WR�$PHULFDQ�FRQV�PHUV��:H�VKR�OG�H[SHFW�WKH�VDPH�OHYHO�RI�FDUH�IURP�RQOLQH�WKLUG�
SDUW��PDUNHWSODFHV�WKDW��H�H[SHFW�IURP�WKH�VWRUHV�SK�VLFDOO��ORFDWHG�LQ�R�U�FRPP�QLWLHV��

�

'�ULQJ�WKH�WLPH��R��KDYH�VSHQW�UHDGLQJ�WKLV�UHSRUW��K�QGUHGV�RI�WKR�VDQGV�RI�QH��FOLFNV�LQ�RQOLQH�
WKLUG�SDUW��PDUNHWSODFHV�KDYH�VWDUWHG�WKH�SURFHVV�IRU�D�QH���DYH�RI�FR�QWHUIHLWV�IORRGLQJ�LQWR�WKH�
8QLWHG� 6WDWHV��$OWKR�JK� WKH�86���LOO� FRQWLQ�H� WR�EHQHILW� IURP�DGGLWLRQDO� LQIRUPDWLRQ� IOR�LQJ�
IURP�F�UUHQW�U�QQLQJ�SLORW�SURJUDPV��DQG�ORQJHU�WHUP�OHJLVODWLYH�DQG�UHJ�ODWRU��HIIRUWV��WKH�WLPH�
KDV�FRPH�IRU�DFWLRQ��ERWK�IURP�WKH�86��DQG�WKRVH�SULYDWH�VHFWRU�FRPSDQLHV�WKDW�GHVLUH�WR�EH�JRRG�
SDUWQHUV�LQ�FRPEDWLQJ�WKH�VFR�UJH�RI�FR�QWHUIHLWLQJ��

� �
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���

����$SSHQGL[�$��7KH�,35�&HQWHU�
�
7KH�1DWLRQDO�,QWHOOHFW�DO�3URSHUW��5LJKWV�&RRUGLQDWLRQ�&HQWHU��,35�&HQWHU��LV�OHG�E���RPHODQG�
6HF�ULW��,QYHVWLJDWLRQV��7KH� ,35�&HQWHU�SOD�V�DQ�LPSRUWDQW�UROH�LQ�FRQV�PHU�DQG�ULJKWV�KROGHUV�
HG�FDWLRQ� RQ� WKH� GDQJHUV� RI� S�UFKDVLQJ� FR�QWHUIHLW� JRRGV� DQG� RQ� KR�� WR� UHSRUW� D� V�VSHFWHG�
FR�QWHUIHLW�WR�OD��HQIRUFHPHQW���
�
,Q� ������ WKH� ,35� &HQWHU� FRQG�FWHG� ���� ,35� DQG� FRPPHUFLDO� IUD�G�UHODWHG� R�WUHDFK� HIIRUWV��
UHDFKLQJ��������SHRSOH��$V�UHFRPPHQGHG�LQ�WKLV�UHSRUW��WKLV�,35�&HQWHU�VKR�OG�SOD��D�FULWLFDO�DQG�
H[SDQGHG�UROH�LQ�WKH�RQJRLQJ�EDWWOH�DJDLQVW�FR�QWHUIHLW�WUDIILFNLQJ���
�
7KLV�$SSHQGL[�GHVFULEHV�VRPH�RI�WKH�PDMRU�LQLWLDWLYHV�WKH�,35�&HQWHU�LV�F�UUHQWO��LQYROYHG�LQ��
�
%DFNJUR��G�R��W�H�,3��&H�WHU�
�
7KH� ,35�&HQWHU�EULQJV�WRJHWKHU����8�6��RYHUQPHQW�DQG�IRUHLJQ�JRYHUQPHQW�DJHQFLHV� LQ�D�WDVN�
IRUFH� VHWWLQJ��VLQJ� D� WKUHH�SURQJHG� DSSURDFK� WR�FRPEDW� LQWHOOHFW�DO� SURSHUW�� DQG� WUDGH� FULPH��
LQWHUGLFWLRQ��LQYHVWLJDWLRQ��DQG�R�WUHDFK�WR�WKH�S�EOLF�DQG�OD��HQIRUFHPHQW��,W�VHHNV�WR�FRRUGLQDWH�
D��QLILHG�86��UHVSRQVH�WR�WKH�JUR�LQJ�WKUHDW�RI�FR�QWHUIHLWLQJ�DQG�KDV�VLJQLILFDQWO��H[SDQGHG�WKH�
RULJLQDO�P�OWL�DJHQF��OD��HQIRUFHPHQW�DQG�UHJ�ODWRU��HQGHDYRU�FUHDWHG�WR�WDUJHW�,35�FULPHV���
�
$V� SDUW� RI� WKLV� HIIRUW�� ULJKWV� KROGHUV�� RQOLQH�PDUNHWSODFHV�� SD�PHQW� SURFHVVHUV� DQG� FRPSDQLHV�
LQYROYHG�LQ�DOO�SRLQWV�DFURVV�WKH�V�SSO��FKDLQ�UHJ�ODUO��PHHW��LWK�PHPEHUV�RI�WKH�,35�&HQWHU�WR�
VKDUH�WKHLU�EHVW�SUDFWLFHV��FRQFHUQV��DQG�V�JJHVWLRQV��7KH�LQIRUPDWLRQ�JDWKHUHG�DW�WKHVH�HYHQWV�FDQ�
OHDG� WR� I�UWKHU� FROODERUDWLRQ� DFURVV� VHFWRUV� WR� GHYHORS� LQQRYDWLYH� VRO�WLRQV� WR� FRPSOH[� FURVV�
F�WWLQJ� FKDOOHQJHV�� LQFO�GLQJ� HQKDQFHG� LQIRUPDWLRQ� VKDULQJ�� MRLQW� HQIRUFHPHQW� DFWLRQV�� DQG�
VSHFLDOL]HG��WDUJHWHG�WUDLQLQJ�DQG�R�WUHDFK���
�
,3��7UDL�L�J�
�
7KH� ,35�&HQWHU���LWK�DVVLVWDQFH�IURP�WKH�'HSDUWPHQW�RI�6WDWH���RUNV�FORVHO���LWK�,QWHUQDWLRQDO�
1DUFRWLFV�DQG�/D��(QIRUFHPHQW�$IIDLUV� �'26�,1/��DQG�'2-�,QWHUQDWLRQDO�&RPS�WHU��DFNLQJ�
DQG�,QWHOOHFW�DO�3URSHUW��6HFWLRQ��IRUPHUO��,QWHOOHFW�DO�3URSHUW��/D��(QIRUFHPHQW�&RRUGLQDWRU���
,3/(&���,Q�FRQM�QFWLRQ��LWK�,&(�$WWDFKp�RIILFHV��WKH�,35�&HQWHU�GLUHFWV��RUJDQL]HV�DQG�GHOLYHUV�
UHJLRQDO� ,35� WUDLQLQJ� LQ� WKH� IRUP� RI� OHFW�UHV� DQG� SUHVHQWDWLRQV� WR� IRUHLJQ� F�VWRPV�� SROLFH��
SURVHF�WRUV��DQG�PDJLVWUDWHV���
�
,35�&HQWHU� WUDLQLQJ�SURJUDPV�DUH��V�DOO�� ����GD�V� LQ� OHQJWK� DQG� HPSKDVL]H� ,35� HQIRUFHPHQW��
SDUWLF�ODUO�� WKH� LQYHVWLJDWLRQ� DQG� SURVHF�WLRQ� RI� ,35� YLRODWLRQV� DQG� DVVRFLDWHG� FULPHV� V�FK�DV�
VP�JJOLQJ�DQG�PRQH��OD�QGHULQJ���
�
7KH�WUDLQLQJ�SURJUDPV�DUH�LQWHUDFWLYH��RUNVKRSV�OHG�E��V�EMHFW�PDWWHU�H[SHUWV�DQG�IRF�V�RQ�KHDOWK�
DQG� VDIHW�� ULVNV� DVVRFLDWHG� �LWK� FR�QWHUIHLWHG� LWHPV� V�FK� DV� SKDUPDFH�WLFDOV�� HOHFWURQLFV��
D�WRPRWLYH� SDUWV�� DQG� KHDOWK� DQG� EHD�W�� SURG�FWV�� :LWK� WKH� JUR�LQJ� Q�PEHU� RI� H�FRPPHUFH�
PDUNHWSODFHV��WKH�WUDLQLQJ�SURJUDPV�KDYH�DQ�,QWHUQHW�LQYHVWLJDWLRQV�IRF�V�DV��HOO���
�
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3ULYDWH�VHFWRU�UHSUHVHQWDWLYHV�RU�DVVRFLDWLRQV�DUH�DOVR�LQYLWHG�WR�SDUWLFLSDWH�LQ�WKH�WUDLQLQJ�SURJUDPV�
WR�KLJKOLJKW�WKH�FKDOOHQJHV�WKHLU�LQG�VWU��VHFWRU�PD��IDFH�LQ�D�SDUWLF�ODU�UHJLRQ�DQG�WR�KLJKOLJKW�WKH�
QHFHVVLW��RI�JRYHUQPHQW�DQG�LQG�VWU��FRRSHUDWLRQ��
�
��WRPRWLYH���WL�&R��WHUIHLWL�J�&R��FLO
�
7KH� ,35�&HQWHU�PHHWV� UHJ�ODUO���LWK�D�WRPRWLYH�RULJLQDO� HT�LSPHQW�PDQ�IDFW�UHUV�WKUR�JK�WKH�
$�WRPRWLYH�$QWL�&R�QWHUIHLWLQJ�&R�QFLO��$�&���WR�DGGUHVV�WKH�VDOH�DQG�GLVWULE�WLRQ�RI�FR�QWHUIHLW�
SDUWV� DQG�FRPSRQHQWV� WR��QV�VSHFWLQJ�FRQV�PHUV��LQFO�GLQJ�WKH�GLVWULE�WLRQ�RI�FR�QWHUIHLW�SDUWV�
WKUR�JK�WKLUG�SDUW��PDUNHWSODFHV��7KH�,35�&HQWHU�DQG�WKH�$�&���RUN�WRJHWKHU�WR�SURYLGH�WUDLQLQJ�
WR�IHGHUDO�DQG�ORFDO�OD��HQIRUFHPHQW�SDUWQHUV�DQG�SD�PHQW�SURFHVVRUV�RQ�UHFRJQL]LQJ�FR�QWHUIHLW�
D�WRPRWLYH�SDUWV�DQG�FRQG�FWLQJ�FULPLQDO�LQYHVWLJDWLRQV�DQG�SURVHF�WLRQV��
�
�HIH��H�,�G��WULDO�%D�H���SSO��&�DL��
�
$GGUHVVLQJ�FR�QWHUIHLWV�LQ�WKH�GHIHQVH�LQG�VWULDO�EDVH�V�SSO��FKDLQ�LV�FULWLFDO�WR�QDWLRQDO�VHF�ULW���
$�ID�OW��FR�QWHUIHLW�SURG�FW�FDQ�KDUP�QRW�RQO��WKH�LQGLYLG�DO��KR��VHV�LW��,W�FDQ�LPSDFW�WKH�VDIHW��
DQG�VHF�ULW��RI�WKH�HQWLUH�FR�QWU��LI�GDQJHUR�V�FR�QWHUIHLWV�DUH��VHG�LQ�FRPEDW�VLW�DWLRQV���
�
7KH�'HIHQVH�)HGHUDO�$FT�LVLWLRQ�5HJ�ODWLRQ�6�SSOHPHQW��')$56��LV�D�'HSDUWPHQW�RI�'HIHQVH�
�'2'��VSHFLILF� V�SSOHPHQW� WR� WKH� )HGHUDO� $FT�LVLWLRQV� 5HJ�ODWLRQ� �)$5��� �KLFK� HVWDEOLVKHV�
JRYHUQPHQW��LGH� UHJ�ODWLRQV� JRYHUQLQJ� H[HF�WLYH� DJHQF�� SURF�UHPHQW� FRQWUDFWV�� ')$56�
��������������&RQWUDFWRU�&R�QWHUIHLW�(OHFWURQLF�3DUW�'HWHFWLRQ�DQG�$YRLGDQFH�6�VWHP��UHT�LUHV�
WKDW�FHUWDLQ�JRYHUQPHQW�FRQWUDFWRUV�LQVWLW�WH�DQG�LPSOHPHQW�D�FR�QWHUIHLW�GHWHFWLRQ�DQG�DYRLGDQFH�
V�VWHP�IRU�HOHFWURQLF�SDUWV��LQFO�GLQJ�HVWDEOLVKLQJ�WKH�PLQLP�P�UHT�LUHPHQWV� IRU�V�FK�D�V�VWHP�
DQG�SHQDOWLHV�IRU�D�IDLO�UH�WR�FRPSO���,Q�DGGLWLRQ��FRQWUDFWRUV�FDQ�UHFRYHU�WKH�FRVWV�RI�DQ��UH�RUN�
RU�FRUUHFWLYH�DFWLRQ�WDNHQ�WR�UHPHG��DQ��FR�QWHUIHLWV�SDUWV�IURP�V�EFRQWUDFWRUV���
�
2SHUDWLRQ�&KDLQ�5HDFWLRQ��2&5��LV�DQ�,&(�OHG�LQLWLDWLYH�DW�WKH�,35�&HQWHU�WKDW�WDUJHWV�FR�QWHUIHLWV�
HQWHULQJ�WKH�V�SSO��FKDLQV�RI�WKH�'2'�DQG�RWKHU�86��DJHQFLHV��2&5�EHJDQ�LQ�-�QH�������DQG�LW�
FRPELQHV� WKH� H[SHUWLVH� RI� ��� IHGHUDO� DJHQFLHV�� (DFK� �HDU�� WKH� 2&5� 7DVN� )RUFH� FR�KRVWV� WKH�
&R�QWHUIHLW� 0LFURHOHFWURQLFV� :RUNLQJ� �UR�S� �&0:��� �LWK� WKH� 'HSDUWPHQW� RI� -�VWLFH�V�
&RPS�WHU�&ULPHV�DQG� ,QWHOOHFW�DO�3URSHUW��6HFWLRQ��&&,36���$WWHQGHHV�LQFO�GH� UHSUHVHQWDWLYHV�
IURP� LQG�VWU��� OD�� HQIRUFHPHQW�� 'HSDUWPHQW� RI� 'HIHQVH� �'2'��� DQG� $VVLVWDQW� 8QLWHG� 6WDWHV�
$WWRUQH�V� �$86$V��� 7KH� IRF�V� RI� WKH� PHHWLQJV� LV� WR� HQKDQFH� FRPP�QLFDWLRQ� EHW�HHQ� OD��
HQIRUFHPHQW�DQG�LQG�VWU��DQG�GLVF�VV�WKH�ODWHVW�WUHQGV�LQ�WKH�FR�QWHUIHLWLQJ�RI�LQWHJUDWHG�FLUF�LWV��
7KH�&0:��V�UROH�LV�WR�SURWHFW�WKH�'2'�V�SSO��FKDLQ�WKUR�JK�H[WHQVLYH�FROODERUDWLRQ���
�
� �
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����$SSHQGL[�%��2QJRLQJ�&%3�$FWLYLWLHV�WR�&RPEDW�
&R�QWHUIHLW�7UDIILFNLQJ�

�
7KLV�DSSHQGL[�SURYLGHV�D�EULHI�V�PPDU��RI�VRPH�RI�WKH�PDMRU�DFWLYLWLHV�&%3�DQG�'�6�HQJDJH�LQ�
DV�SDUW�RI�WKH�EDWWOH�DJDLQVW�WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��
�
1DWLR�DO�7DUJHWL�J�&H�WHU�
�
&%3�V�1DWLRQDO�7DUJHWLQJ�&HQWHU��17&��FDUULHV�R�W�GDLO��WDUJHWLQJ�RQ�,35�UHFLGLYLVWV���KLFK�RIWHQ�
�VH�WKLUG�SDUW��PDUNHWSODFHV�IRU�FR�QWHUIHLW�WUDIILFNLQJ��,W�PDNHV� UHIHUUDOV�WR�WKH�,35�&HQWHU�IRU�
UHYLH��DQG�GLVWULE�WLRQ�WR�LWV�ILHOG�RIILFHV�IRU�I�UWKHU�LQYHVWLJDWLRQ��,W�DOVR�SURYLGHV�UHDO�WLPH�,35�
FDVH�V�SSRUW�IRU��RPHODQG�6HF�ULW��,QYHVWLJDWLRQV�DQG�FROODERUDWHV��LWK�WKH�17&�V�LQYHVWLJDWLRQV�
GLYLVLRQ�WR�FROODERUDWH�RQ�,35�FULPLQDO�OHDGV�DQG�H[LVWLQJ�FDVHV��
�
&2�&�(�&RPPHUFH�:RUNL�J��UR�S�
�
7KH�&RPPHUFLDO�&�VWRPV�2SHUDWLRQV�$GYLVRU��&RPPLWWHH��&2$&��SURYLGHV�UHFRPPHQGDWLRQV�
WR�WKH�6HFUHWDULHV�RI�WKH�7UHDV�U��DQG�'�6�RQ�LPSURYHPHQWV�WR�WKH�FRPPHUFLDO�RSHUDWLRQV�RI�&%3��
7KH�&2$&�FRQVLVWV�RI����PHPEHUV�DSSRLQWHG�E��WKH�6HFUHWDU��RI�WKH�7UHDV�U��DQG�WKH�6HFUHWDU��
RI�'�6���
�
&2$&� PHPEHUV� DUH� UHSUHVHQWDWLYH� RI� WKH� LQGLYLG�DOV� DQG� ILUPV� DIIHFWHG� E�� WKH� FRPPHUFLDO�
RSHUDWLRQV�RI�&%3��&%3�V�2IILFH�RI�7UDGH�OHDGV�WKH�&2$&�(�&RPPHUFH�:RUNLQJ��UR�S���KLFK�
IRF�VHV� RQ� SROLF�� FKDOOHQJHV� V�UUR�QGLQJ� WKH� LQFUHDVH� RI� H�FRPPHUFH� VKLSPHQW� YRO�PHV�� 7KH�
JUR�S�UHFHQWO��ILQDOL]HG�D�V�SSO��FKDLQ�PDS�WKDW�WKH�&2$&�UHFRPPHQGHG�&%3��VH�IRU�R�WUHDFK�
DQG�SROLF��PDNLQJ�HQGHDYRUV���
�
2�WUHDF��
�
6HFWLRQ�����RI�WKH�7UDGH�)DFLOLWDWLRQ�DQG�7UDGH�(QIRUFHPHQW�$FW��7)7($���FRGLILHG�DW����8�6�&��
�� ������ FDOOV� IRU� '�6� WR� GHYHORS� DQG� H[HF�WH� DQ� HG�FDWLRQDO� D�DUHQHVV� FDPSDLJQ� DLPHG� DW�
LQIRUPLQJ�LQWHUQDWLRQDO�WUDYHOHUV�DER�W�WKH�OHJDO��HFRQRPLF��DQG�S�EOLF�KHDOWK�DQG�VDIHW��LPSDFWV�
RI� LPSRUWLQJ� ,35�LQIULQJLQJ�PHUFKDQGLVH�� 7KHUH� KDYH� EHHQ� IR�U� SKDVHV� WR� GDWH� LQ� WKH� �7U�WK�
%HKLQG�&R�QWHUIHLWV�� ,35�S�EOLF�D�DUHQHVV�FDPSDLJQ�V�PPHU� ������ KROLGD�V� ������ V�PPHU�
������DQG�KROLGD�V��������
�
'�ULQJ�HDFK�RI�WKHVH�IR�U�SKDVHV��DGYHUWLVHPHQWV�KDYH�U�Q�RQ�ODUJH�VFDOH�ELOOERDUGV�LQ�PDMRU�8�6��
DLUSRUWV�WKUR�JKR�W�WKH�FR�QWU���7KHUH�KDV�DOVR�EHHQ�D�GLJLWDO�FRPSRQHQW�WR�WKH�FDPSDLJQ��KHUH�
WKH�DGV�U�Q�RQ�UHOHYDQW�WUDYHO�UHODWHG��HEVLWHV���
�
&%3�FRQWLQ�HV�WR�SDUWQHU��LWK�WKH�SULYDWH�VHFWRU�WR�FRQG�FW�,35�ULVN�DVVHVVPHQWV�E��DOOR�LQJ�,35�
R�QHUV�WR�DVVLVW�&%3�LQ�LGHQWLI�LQJ�D�WKHQWLF�DQG�OR��ULVN�VKLSPHQWV��&%3�LV�DOVR�KLJKO��HQJDJHG�
�LWK� WKH�SULYDWH� VHFWRU� WKUR�JK� SDUWLFLSDWLRQ� LQ� WKH� ,35�:RUNLQJ��UR�S� RI� WKH�&2$&�V�7UDGH�
(QIRUFHPHQW�DQG�5HYHQ�H�&ROOHFWLRQ�6�EFRPPLWWHH��DQG�WKH�'HSDUWPHQW�RI�&RPPHUFH�V�,QG�VWU��
7UDGH�$GYLVRU��&RPPLWWHH�RQ�,QWHOOHFW�DO�3URSHUW��5LJKWV���
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�
,Q�)��������&%3�FRQG�FWHG�UR�QGWDEOHV� WR�EULQJ�WRJHWKHU�SHUVRQQHO� IURP�WKH�OD��HQIRUFHPHQW�
FRPP�QLW��DQG�LQG�VWU��VWDNHKROGHUV�IRU�LQIRUPDWLRQ�VKDULQJ�DPRQJ�PHPEHUV��7KLV�SURYLGHG�DQ�
RSSRUW�QLW�� IRU� LQG�VWU�� VWDNHKROGHUV� WR� VKDUH� VSHFLILF� LQG�VWU�� VWDQGDUGV��LWK� ILHOG� SHUVRQQHO�
�RUNLQJ� WR� SURWHFW� VWDNHKROGHU� ULJKWV� DW� WKH� ERUGHU�� ,Q� )��������&%3� KHOG� UR�QGWDEOHV� DW� WKH�
$�WRPRWLYH�DQG�$HURVSDFH�&HQWHU�RI�([FHOOHQFH�DQG�([SHUWLVH�,35�&RQIHUHQFH���
�
&%3�SHUVRQQHO�IURP�KHDGT�DUWHUV��WKH�SRUWV��WKH�FHQWHUV��17&��DQG�WKH�WDUJHWLQJ�JUR�SV�DOVR�PHHW�
UHJ�ODUO���LWK�SULYDWH�VHFWRU�VWDNHKROGHUV�DQG� WUDGH�DVVRFLDWLRQV�WR�GLVF�VV�WUHQGV��WHFKQRORJLHV��
DQG��D�V�WR�FRRSHUDWH�RQ�,35�HQIRUFHPHQW��&%3�PDLQWDLQV�,35�HQIRUFHPHQW�SHUVRQQHO�DFURVV�WKH�
FR�QWU��� DOOR�LQJ� &%3� SHUVRQQHO� WR� PHHW� �LWK� E�VLQHVVHV� DQG� WUDGH� DVVRFLDWLRQV� HLWKHU� DW�
KHDGT�DUWHUV� RU� LQ� ORFDWLRQV� FORVH� WR� �KHUH� WKH� FRPSDQLHV� DUH� ORFDWHG� RU� GR� E�VLQHVV�� &%3�
SHUVRQQHO�UHJ�ODUO��PHHW��LWK�EUDQG�SURWHFWLRQ�DQG�RWKHU�FRUSRUDWH�RIILFLDOV�RQ�D�FRPSDQ��VSHFLILF�
EDVLV���
�
$GGLWLRQDOO��� &%3� S�UV�HV� ELODWHUDO� DQG�P�OWLODWHUDO� HQJDJHPHQWV��LWK� IRUHLJQ�FR�QWHUSDUWV� WR�
FRQG�FW� MRLQW� F�VWRPV� ,35� HQIRUFHPHQW� RSHUDWLRQV�� VKDUH�HIIHFWLYH�HQIRUFHPHQW� SUDFWLFHV�� DQG�
H[FKDQJH�LQIRUPDWLRQ�RQ�,35�YLRODWLRQV�WR�LPSURYH�WDUJHWLQJ�DQG�LQWHUGLFWLRQ�RI�FR�QWHUIHLW�DQG�
SLUDWHG�JRRGV���
�
&%3��LQ�FRRUGLQDWLRQ��LWK� ,&(��6,��IRF�VHV�LWV�ELODWHUDO�HQJDJHPHQW�HIIRUWV�RQ�WKRVH�FR�QWULHV�
�LWK� �KLFK� &%3� DQG� ,&(��6,� KDYH� D� &�VWRPV�0�W�DO� $VVLVWDQFH� $JUHHPHQW� �&0$$�� DQG�
FRQWLQ�HV�WR�S�UV�H�HVWDEOLVKLQJ�QH��&0$$V��LWK�IRUHLJQ�JRYHUQPHQWV�DUR�QG�WKH��RUOG��&%3�
DWWDFKpV� VWDWLRQHG� DW� HPEDVVLHV� DUR�QG� WKH� �RUOG� IDFLOLWDWH� FRRSHUDWLRQ� WKUR�JK� RSHUDWLRQDO�
SODQQLQJ�� LQIRUPDWLRQ�H[FKDQJH��DQG� VKDULQJ�EHVW� SUDFWLFHV� EHW�HHQ�&%3�DQG� IRUHLJQ� F�VWRPV�
D�WKRULWLHV���
�
7UDL�L�J��
�
&%3�V�,35�UHODWHG�WUDLQLQJ�IRF�VHV�RQ�WUDLQLQJ�IURQW�OLQH�DQG�&HQWHU�RI�([FHOOHQFH�DQG�([SHUWLVH�
�&HQWHU��SHUVRQQHO�RQ�KR�� GHWHFW�� H[DPLQH��DQG�HQIRUFH� ,35�YLRODWLRQV��6HYHUDO�RIILFHV��LWKLQ�
&%3�FROODERUDWH� WR� SURYLGH�D� URE�VW� ,35� LQVWU�FWRU�OHG� WUDLQLQJ�FR�UVH� WKDW� FRYHUV� ,35�VHL]�UH�
D�WKRULW���HQIRUFHPHQW�EHVW�SUDFWLFHV��DGPLQLVWUDWLYH�,35�SURFHG�UHV��DQG�RWKHU�FULWLFDO�OHJDO�DQG�
SROLF��WRSLFV���
�
&%3�V�2IILFH�RI�7UDGH�DOVR�FRQG�FWV�,35��HELQDUV�WR�HG�FDWH�SRUW�DQG�&HQWHU�SHUVRQQHO�RQ�,35�
LQIULQJLQJ� SURG�FWV�� 5LJKWV� KROGHUV� SURYLGH� LQIRUPDWLRQ� RQ� KR�� WR� UHFRJQL]H� ,35�LQIULQJLQJ�
SURG�FWV��ODEHOV��DQG�SDFNDJLQJ��&%3�LV�DOVR�GHYHORSLQJ�D�IRUPDOL]HG�$GYDQFHG�,35�(QIRUFHPHQW�
7UDLQLQJ�FR�UVH� WKDW��LOO�H[SDQG� RQ� WKH�H[LVWLQJ�,35� ,QVWU�FWRU�OHG�7UDLQLQJ�FR�UVH�WR� LQFUHDVH�
VW�GHQWV��NQR�OHGJH�RI�DGYDQFHG�,35�HQIRUFHPHQW�DUHDV��
�
3ULYDWH� VHFWRU� HQJDJHPHQW� DOVR� FRQWLQ�HV� WR� FRPSULVH� D� VLJQLILFDQW� SDUW� RI� &%3� WUDLQLQJ� IRU�
IURQWOLQH�SHUVRQQHO��5LJKWV�KROGHUV�DUH�UR�WLQHO��LQYLWHG�WR�DGGUHVV�&%3�D�GLHQFHV�DW�ORFDO�SRUWV�
DQG�WKH�&HQWHUV��&%3�DOVR�KRVWV�QDWLRQDO��HELQDUV��LWK�ULJKWV�KROGHUV�GHVLJQHG�WR�WUDLQ�SHUVRQQHO�
DFURVV�WKH�FR�QWU���5LJKWV�KROGHUV�DOVR�SURYLGH�&%3�SHUVRQQHO��LWK�SURG�FW�LGHQWLILFDWLRQ�J�LGHV�
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WKDW�GHVFULEH�PHWKRGV�WR�GLVWLQJ�LVK�EHW�HHQ�JHQ�LQH�DQG�LQIULQJLQJ�SURG�FWV��7KHVH�J�LGHV�DIIRUG�
IURQWOLQH�SHUVRQQHO�WKH�DELOLW��WR�FRPSDUH�LPSRUWHG�PHUFKDQGLVH��LWK�SLFW�UHV�RI�JHQ�LQH�SURG�FWV���
�
$GGLWLRQDOO��� &%3� 5HJ�ODWLRQV� DQG� 5�OLQJV� SURYLGH� WUDLQLQJ� RQ� DGYDQFHG� GHWHFWLRQ� RI�
WUDGHPDUN�FRS�ULJKW�LQIULQJHPHQW�WR�,PSRUW�6SHFLDOLVWV�RI�WKH�$�WRPRWLYH�DQG�$HURVSDFH�&HQWHU��
WKH�&RQV�PHU�3URG�FWV�DQG�0DVV�0HUFKDQGLVLQJ�&HQWHU��DQG�WKH�$SSDUHO��)RRW�HDU�DQG�7H[WLOH�
&HQWHU��DV��HOO� DV� WR�&%3� RIILFHUV� DW� WKH�SRUWV�RI�1H�DUN��1H��-HUVH���DQG� -RKQ� )��.HQQHG��
$LUSRUW��
�
��OHPDNL�J��D�G�3URFHG�UH��

&%3� KDV� UHFHQWO�� S�EOLVKHG� W�R� QRWLFHV� RI� SURSRVHG� U�OHPDNLQJ� UHODWHG� WR� WKH� SURWHFWLRQ� RI�
LQWHOOHFW�DO�SURSHUW��ULJKWV��,Q�WKH�ILUVW��&%3�SURSRVHV�WR�VWDQGDUGL]H�WKH�SURFHVV�E���KLFK�F�VWRPV�
EURNHUV�YHULI��WKH�LGHQWLW��RI�WKHLU�FOLHQWV�� W�SLFDOO�� LPSRUWHUV��7KH� SURSRVHG�UHJ�ODWLRQV��R�OG�
IRUPDOL]H� WKH� YHULILFDWLRQ� SURFHVV� DQG� UHT�LUH� WKDW� D� UH�YHULILFDWLRQ� SURFHVV� EH� FDUULHG� R�W� E��
EURNHUV�HYHU���HDU��7KLV�LPSURYHG�EURNHU�NQR�OHGJH�LV�GHVLJQHG�WR�DOOR��IRU�EHWWHU�FRPPHUFLDO�
IUD�G�SUHYHQWLRQ�DQG�UHYHQ�H�SURWHFWLRQ��DQG�WR�KHOS�SUHYHQW�WKH��VH�RI�VKHOO�RU�VKHOI�FRPSDQLHV�
E��LPSRUWHUV��KR�DWWHPSW�WR�HYDGH�WKH�F�VWRPV�OD�V�RI�WKH�8QLWHG�6WDWHV��3UHYHQWLQJ�WKH��VH�RI�
VKHOO�RU�VKHOI�FRPSDQLHV�E��LPSRUWHUV��R�OG�KHOS�UHG�FH�WKH�PLVFODVVLILFDWLRQ�RI�PHUFKDQGLVH�WR�
DYRLG�G�WLHV��SURWHFW�DJDLQVW�,35�YLRODWLRQV��UHG�FH�DQWLG�PSLQJ�FR�QWHUYDLOLQJ�G�W��LQIUDFWLRQV��
DQG�UHG�FH�WKH�LPSRUWDWLRQ�RI��QVDIH�PHUFKDQGLVH���
�
7KH� VHFRQG� SURSRVDO� �R�OG� FUHDWH� D� SURFHG�UH� IRU� WKH� GLVFORV�UH� RI� LQIRUPDWLRQ� RWKHU�LVH�
SURWHFWHG�E��WKH�7UDGH�6HFUHWV�$FW�WR�D�WUDGHPDUN�R�QHU��KHQ�PHUFKDQGLVH�KDV�EHHQ�YRO�QWDULO��
DEDQGRQHG�LI�&%3�V�VSHFWV�WKDW�WKH�V�FFHVVI�O�LPSRUWDWLRQ�RI�WKH�PHUFKDQGLVH��R�OG�KDYH�YLRODWHG�
8�6�� WUDGH� OD�V� SURKLELWLQJ� WKH� LPSRUWDWLRQ� RI� PHUFKDQGLVH� EHDULQJ� FR�QWHUIHLW� PDUNV�� 7KLV�
UHJ�ODWLRQ��LOO�SURYLGH�JUHDWHU�WUDQVSDUHQF��IRU�SDUWQHU�JRYHUQPHQW�DJHQFLHV��DV��HOO�DV�IRU�ULJKWV�
KROGHUV�� DOOR�LQJ� ERWK� WR� UHDVVHVV� DQG� DPHQG� WKHLU� R�Q� HQIRUFHPHQW� VWUDWHJLHV� LQ� OLJKW� RI�
FRQWHPSRUDQHR�V�DWWHPSWV�WR�LPSRUW�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���
�
7UDGH��SHFLDO�2SHUDWLR���
�
$� &%3�7UDGH�6SHFLDO�2SHUDWLRQ� �762�� LV� D� FRPSUHKHQVLYH� DQG� IRF�VHG� WUDGH� WDUJHWLQJ�DFWLRQ�
FRQG�FWHG� G�ULQJ�D� OLPLWHG� WLPHIUDPH� WR� DGGUHVV� D� VSHFLILF� WUDGH� HQIRUFHPHQW� ULVN�� �V�DOO�� LQ�
V�SSRUW� RI� RQH� RI� &%3�V� 3ULRULW�� 7UDGH� ,VV�HV� �37,V��� �KLFK� LQFO�GH� ,35� YLRODWLRQV�� 7KHVH�
RSHUDWLRQV�WDUJHW�KLJK�ULVN�VKLSPHQWV�DW�VHDSRUWV��DLUSRUWV��&%3�V�LQWHUQDWLRQDO�PDLO�IDFLOLWLHV��DQG�
H[SUHVV�FRQVLJQPHQW�FDUULHU�K�EV�DFURVV�WKH�8QLWHG�6WDWHV���
�
7KUHH� UHODWHG�GHYHORSPHQWV�KDYH�FRQWULE�WHG�WR�WKH�JUR�WK�LQ�WKH�Q�PEHU�RI�QDWLRQDO�DQG�ORFDO�

762V� DQG� LPSURYHG� YLVLELOLW�� LQWR� WKHLU� UHV�OWV�� ���� 7KH� LPSOHPHQWDWLRQ� RI� WKH� $�WRPDWHG�
7DUJHWLQJ�6�VWHP��$76��,PSRUW�7DUJHWLQJ�PRG�OH�DQG�WKH��SGDWHG�$76�,PSRUW�&DUJR�PRG�OH�DW�

WKH�EHJLQQLQJ�RI�)������������WKH�LVV�DQFH�RI�DQ��SGDWHG�762�6WDQGDUG�2SHUDWLQJ�3URFHG�UHV�LQ�
)��������DQG�����WKH�RQJRLQJ�HIIRUWV�RI�SURDFWLYH�WUDGH�HQIRUFHPHQW�PDQDJHUV�FROODERUDWLQJ��LWKLQ�
&%3�V�,QWHJUDWHG�7UDGH�7DUJHWLQJ�1HW�RUN���KLFK�PHHWV�PRQWKO��DQG�UHSUHVHQWV�DOO�RI�&%3�WUDGH�

FRPSRQHQWV��)LHOG�2IILFHV��&HQWHUV���HDGT�DUWHUV��DQG�RWKHU�RIILFHV��
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����$SSHQGL[�&����RPHODQG�6HF�ULW��,QYHVWLJDWLRQV�
�
�RPHODQG�6HF�ULW�� ,QYHVWLJDWLRQV� ��6,���LWKLQ�'�6�V� ,PPLJUDWLRQ�DQG�&�VWRPV�(QIRUFHPHQW�
DJHQF��LV� WKH�SULQFLSDO�LQYHVWLJDWLYH�DUP�RI�'�6��,W� LV�D�YLWDO�8�6��DVVHW� LQ�FRPEDWLQJ�FULPLQDO�
RUJDQL]DWLRQV�LOOHJDOO��H[SORLWLQJ�$PHULFD�V�WUDYHO��WUDGH��ILQDQFLDO�DQG�LPPLJUDWLRQ�V�VWHPV�DQG�
LQFO�GLQJ�WKH�WKHIW�RI�LQWHOOHFW�DO�SURSHUW���
�
,�YH�WLJDWLR���
�
�6,� LQYHVWLJDWHV� VRSKLVWLFDWHG�� FRPSOH[� FRQVSLUDFLHV� WKDW� VSDQ� LQWHUQDWLRQDO�ER�QGDULHV�� 7KHVH�
LQYHVWLJDWLRQV�UHV�OW�LQ�WKH�SURVHF�WLRQ�RI�PHPEHUV�RI�WUDQVQDWLRQDO�FULPLQDO�RUJDQL]DWLRQV�DQG�WKH�
VHL]�UH�RI�LOOLFLW�SURFHHGV�DQG�FRQWUDEDQG��
�
2SHUDWLR��,��2�U��LWH��

6LQFH��������6,�KDV�EHHQ�FRQG�FWLQJ�2SHUDWLRQ�,Q�2�U�6LWHV��,26���7KLV�RSHUDWLRQ�WDUJHWV�FULPLQDO�
RUJDQL]DWLRQV�WKDW�GLVWULE�WH�GDQJHUR�V�DQG�LOOLFLW�JRRGV�YLD��HEVLWHV��RQOLQH�SODWIRUPV��DQG�VRFLDO�
PHGLD�VLWHV���
�
,QLWLDOO��IRUPHG�DV�D�8�6��EDVHG�LQLWLDWLYH�IRU�WKH�VHL]�UH�RI�GRPDLQ�QDPH�UHJLVWUDWLRQV��,26�KDV�
HYROYHG�WR�GHYHORS�ORQJ�WHUP�LQYHVWLJDWLRQV�WKDW�LGHQWLI��WDUJHWV�DQG�DVVHWV�LQ�WKH�8�6��DQG�GLVU�SW�
WKH�ILQDQFLDO�VFKHPHV��VHG�E��WKHVH�RUJDQL]DWLRQV��ERWK�GRPHVWLFDOO��DQG�LQWHUQDWLRQDOO����
�
2SHUDWLRQ� ,26� KDV� EHHQ� H[SDQGHG� WR� LQFO�GH� HIIRUWV� E�� YDULR�V� (�URSHDQ� FR�QWULHV� DQG�
FRRUGLQDWHG�E��(�URSRO��WKH�(�URSHDQ�8QLRQ�V�OD��HQIRUFHPHQW�DJHQF����7KHVH�HIIRUWV�LQFO�GH�
FLYLO�WDNHGR�QV�E��SULYDWH�VHFWRU�FRPSDQLHV�JUR�SV���
�
,Q����������FR�QWULHV�DQG�GR]HQV�RI�SULYDWH�VHFWRU�FRPSDQLHV�SDUWLFLSDWHG�LQ�,26��UHV�OWHG�LQ�WKH�
FULPLQDO�VHL]�UH�RI�RYHU��������GRPDLQ�QDPH�UHJLVWUDWLRQV�DQG�WKH�FLYLO�VHL]�UH�RI�RYHU�����PLOOLRQ�
GRPDLQ�QDPH�UHJLVWUDWLRQV���
�
,Q�DGGLWLRQ��RYHU�����PLOOLRQ�85/�OLQNV�WR�H�FRPPHUFH�SODWIRUPV�DQG�VRFLDO�PHGLD�SODWIRUPV�KDYH�
EHHQ�VHL]HG�DV�D�UHV�OW�RI�,26��:KHQ�D�GRPDLQ�QDPH�UHJLVWUDWLRQ�LV�VHL]HG�DV�SDUW�RI�,26��,QWHUQHW�
WUDIILF�WR�WKDW�VLWH�LV�UHGLUHFWHG� WR�DUGV�D�VHL]�UH�EDQQHU�QRWLI�LQJ�YLVLWRUV�WKDW� WKH�VLWH�KDV�EHHQ�
VHL]HG�IRU�RIIHULQJ�FR�QWHUIHLWV��6LQFH�,26�EHJDQ��WKHUH�KDYH�EHHQ�PRUH�WKDQ�����PLOOLRQ�YLH�V�RI�
WKH�,26�VHL]�UH�EDQQHU���
�
�2Q� )HEU�DU�� ���� ������ �6,� DOVR� S�EOLVKHG� LWV� (�&RPPHUFH� 6WUDWHJLF� 3ODQ�� ,W� OHYHUDJHV�
FROODERUDWLRQ� DPRQJ� SULYDWH� LQG�VWU��� OD�� HQIRUFHPHQW�� DQG� DGYRFDWHV� IRU� D� FRRSHUDWLYH�
HQIRUFHPHQW�DSSURDFK�WR�LGHQWLI��DQG�GLVPDQWOH�RUJDQL]DWLRQV�DQG�SURVHF�WH�SHRSOH�WKDW�WUDIILF�LQ�
GDQJHUR�V�DQG� LOOLFLW�JRRGV��WLOL]LQJ�YDULR�V�H�FRPPHUFH�R�WOHWV��7KHVH�R�WOHWV�LQFO�GH�ERWK�WKH�
RSHQ�QHW� DQG� WKH�GDUN��HE�DORQJ��LWK� VDOHV�SODWIRUPV��VRFLDO�PHGLD�� DQG�D�YDULHW��RI�SD�PHQW�
SURFHVVRUV�DQG�VKLSSLQJ�PHWKRGV���
�
�
�
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1DWLR�DO�&�EHU�)RUH��LF��D�G�7UDL�L�J��OOLD�FH�
�
�6,�KDV�W�R�VWDII�PHPEHUV�DW� WKH�1DWLRQDO�&�EHU�)RUHQVLFV�DQG�7UDLQLQJ�$OOLDQFH��1&)7$���D�
QRQ�JRYHUQPHQW�RUJDQL]DWLRQ�LQ�3LWWVE�UJK��3$��7KH�SURIHVVLRQDOV�DW�1&)7$��RUN��LWK�LQG�VWU��
DQG�OD��HQIRUFHPHQW�WR�GH�FRQIOLFW�OHDGV�DQG�FRRUGLQDWH�RSHUDWLRQV�EHW�HHQ�DJHQFLHV��DV��HOO�DV�
WR�VKDUH�LQWHOOLJHQFH�DQG�GHYHORS�LQYHVWLJDWLYH�UHIHUUDOV��7KH�1&)7$�EULQJV�WRJHWKHU�H[SHULHQFHG�
OD�� HQIRUFHPHQW� DJHQWV� DQG� DQDO�VWV�� JRYHUQPHQWDO� H[SHUWV�� DQG� LQG�VWU�� OHDGHUV� WR� IRUP� DQ�
LQWHJUDO�DOOLDQFH�EHW�HHQ�DFDGHPLD��OD��HQIRUFHPHQW��DQG�LQG�VWU����
�
(�&RPPHUFH�:RUNL�J��UR�S��
�
,Q�1RYHPEHU��������6,�HVWDEOLVKHG�WKH�(�&RPPHUFH�:RUNLQJ��UR�S��LW�LQFO�GHV�UHSUHVHQWDWLYHV�
IURP�YDULR�V�RQOLQH�PDUNHWSODFHV��SD�PHQW�SODWIRUPV��DQG�H[SUHVV�FRQVLJQPHQW�E�VLQHVVHV�DORQJ�
�LWK�&%3�DQG�WKH�)%,��7KLV��RUNLQJ� JUR�S�DOVR� LQFO�GHV�WKH�,QWHUQDWLRQDO�$QWL�&R�QWHUIHLWLQJ�
&RDOLWLRQ�� D� :DVKLQJWRQ�� '�&��EDVHG� QRQ�SURILW� RUJDQL]DWLRQ� GHYRWHG� WR� FRPEDWLQJ� SURG�FW�
FR�QWHUIHLWLQJ�DQG�SLUDF����
�
7KH�(�&RPPHUFH�:RUNLQJ��UR�S�PHHWV�UHJ�ODUO��WR�IDFLOLWDWH�WKH�H[FKDQJH�RI�LQWHOOLJHQFH��VKDUH�
EHVW�SUDFWLFHV��DQG�LGHQWLI��FURVV�VHFWRU�FROODERUDWLRQ�DPRQJ�LWV�PHPEHUV��,Q�ODWH��������6,�OHG�D�
SLORW�SURMHFW��KLFK�LQYROYHG�WKH�VKDULQJ�RI�GDWD�DPRQJ�WKH�SDUWLFLSDWLQJ�RQOLQH�SODWIRUPV��7KLV�
SLORW�SURMHFW�GHPRQVWUDWHG�WKDW�FULPLQDO�RUJDQL]DWLRQV�DUH�H[SORLWLQJ�P�OWLSOH�RQOLQH�SODWIRUPV�WR�
VHOO�FR�QWHUIHLW�LWHPV���
�
�6,�LV�DOVR��RUNLQJ��LWK�PHPEHUV�RI�WKH�(�&RPPHUFH�:RUNLQJ��UR�S�DV�WKH��VWULYH�WR�HVWDEOLVK��
E��ODWH�������D�SUDFWLFH�RI�V�VWDLQHG�DQG�WLPHO��VKDULQJ�RI�ODUJH�DPR�QWV�RI�LQIRUPDWLRQ�EHW�HHQ�
WKH� SODWIRUPV�� 2QFH� WKLV� KDV� EHHQ� DFFRPSOLVKHG�� WKH� LQLWLDWLYH� �LOO� EH� H[SDQGHG� WR� LQFO�GH�
SDUWLFLSDWLRQ�E��WKH�SD�PHQW�SODWIRUPV�DQG�H[SUHVV�FRQVLJQPHQW�VHFWRUV��
�
7UDL�L�J�
�
�6,�RIIHUV�DQ�DGYDQFHG�FRPPHUFLDO�IUD�G�WUDLQLQJ�FR�UVH�HQWLWOHG��,QWHOOHFW�DO�3URSHUW��DQG�7UDGH�
(QIRUFHPHQW�,QYHVWLJDWLRQV���7KLV�W�R��HHN�WUDLQLQJ�FRYHUV�D�UDQJH�RI�LQWHOOHFW�DO�SURSHUW��DQG�
WUDGH�HQIRUFHPHQW� WRSLFV��5HSUHVHQWDWLYHV� IURP�WKH� FRQV�PHU� HOHFWURQLFV�� WREDFFR�� D�WRPRWLYH��
DQG�RWKHU�LQG�VWULHV�V�EMHFW� WR�KLJK�FR�QWHUIHLW�ULVN�GHOLYHU�SUHVHQWDWLRQV�DV�SDUW�RI� WKLV�WUDLQLQJ��
)R�U�VHVVLRQV�RI�WKLV�FR�UVH��HUH�GHOLYHUHG�WR������6,�DQG�&%3�DWWHQGHHV�LQ�)���������

� �
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����$SSHQGL[�'��8�6���RYHUQPHQW�(IIRUWV�
�
$FURVV� WKH� LQWHUDJHQF��� WKH�86��HQJDJHV� LQ�D�FRPSUHKHQVLYH�DSSURDFK� WR�PRQLWRU��GHWHU�� DQG�
SUHYHQW� WKH� LPSRUWDWLRQ��GLVWULE�WLRQ�� DQG� VDOH�RI� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV� LQWR� WKH�8QLWHG�
6WDWHV��/D��HQIRUFHPHQW�DQG�UHJ�ODWRU��DJHQFLHV��DV��HOO�DV�SURVHF�WRUV�DQG�FLYLO�FRPSODLQDQWV�
DOO�SOD��D�UROH�LQ�DGGUHVVLQJ�WKLV�LVV�H��HVSHFLDOO��DV�LW�DIIHFWV�WKH�KHDOWK�DQG�VDIHW���HFRQRP��DQG�
QDWLRQDO�VHF�ULW��RI�WKH�8QLWHG�6WDWHV��6RPH�DVSHFWV�RI�WKLV�DSSURDFK�DUH�PRGH�QH�WUDO��KLOH�RWKHUV�
DUH�VSHFLILF�WR�WKH�LQWHUQDWLRQDO�VDOH�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV�WKUR�JK�WKLUG�SDUW��SODWIRUPV���
�
7KLV�DSSHQGL[�SURYLGHV� D�EULHI� V�PPDU��RI�VRPH�RI�WKH�PDMRU� DFWLYLWLHV�RI� VHOHFW�DJHQFLHV� DQG�
HQWLWLHV�WR�DGGUHVV�FR�QWHUIHLWV�DQG�SLUDWHG�JRRGV�VROG�RQ�WKLUG�SDUW��PDUNHWSODFHV��7KLV�DSSHQGL[�
GRHV�QRW�SUHVHQW�D�FRPSUHKHQVLYH�RYHUYLH��RI�DOO�HIIRUWV�WR�DGGUHVV�LQWHOOHFW�DO�SURSHUW��YLRODWLRQV���
�
�HSDUWPH�W�RI��WDWH�
�
7KH� 8�6��'HSDUWPHQW� RI� 6WDWH�KDV� IR�QG� WKDW� LQFUHDVHG� GLSORPDWLF� HQJDJHPHQW� RQ� LQWHOOHFW�DO�
SURSHUW�� SURWHFWLRQV�DW� WKH� KLJKHVW� SUDFWLFDO� OHYHOV�� V�SSRUWHG� E�� LQWHUDJHQF�� HQJDJHPHQW�DQG�
V�VWDLQHG�DQG�WDUJHWHG�FDSDFLW��E�LOGLQJ��LV�DQ�HIIHFWLYH��D��WR�E�LOG��S�WKH�QHFHVVDU��SROLWLFDO��LOO�
WR�DGHT�DWHO��SURWHFW� ,35�RYHUVHDV��7KLV�GLSORPDWLF�DQG�FDSDFLW��E�LOGLQJ�HQJDJHPHQW�SURYLGHV�
HYLGHQFH�RI� WKH��HLJKW�WKDW�WKH�8�6��JLYHV�WR�,35�SURWHFWLRQ��RUOG�LGH���LJK�OHYHO�HQJDJHPHQW�
RQ�,35�DOVR�DOOR�V�8�6��RIILFLDOV� WKH�RSSRUW�QLW��WR�HG�FDWH�IRUHLJQ�RIILFLDOV�RQ�WKH�HFRQRPLF��
VRFLDO��DQG�F�OW�UDO�EHQHILWV�RI�SURWHFWLQJ� ,35��KLOH�DW� WKH�VDPH�WLPH��DUQLQJ�RI� WKH�GDQJHUV� WR�
WKHLU�HFRQRPLHV��S�EOLF�KHDOWK��DQG�K�PDQ�VDIHW��SUHVHQWHG�E��FR�QWHUIHLWV�DQG�SLUDF����
�
7KH� 'HSDUWPHQW�RI�6WDWH�� WKUR�JK� LWV�%�UHD��RI� ,QWHUQDWLRQDO� 1DUFRWLFV�DQG� /D��(QIRUFHPHQW�
$IIDLUV� �,1/��� LQ� FRQV�OWDWLRQ� �LWK� WKH� %�UHD�� RI� (FRQRPLF� DQG� %�VLQHVV� $IIDLUV� 2IILFH� RI�
,QWHOOHFW�DO�3URSHUW��(QIRUFHPHQW��V�SSRUWV�WKH�8�6��7UDQVQDWLRQDO�DQG��LJK�7HFK�&ULPH��OREDO�
/D��(QIRUFHPHQW�1HW�RUN���/(1����
�
7KH��/(1�FRQVLVWV�RI�WKH��RUOG�LGH�GHSOR�PHQW�RI�H[SHULHQFHG�8�6��OD��HQIRUFHPHQW�H[SHUWV�WR�
GHOLYHU�WUDLQLQJ�DQG�WHFKQLFDO�DVVLVWDQFH�WR�IRUHLJQ�OD��HQIRUFHPHQW�SDUWQHUV�GHVLJQHG�WR�DGYDQFH�
RSHUDWLRQDO�V�FFHVV��,1/�DOVR�SURYLGHV�DVVLVWDQFH�WR�8QLWHG�6WDWHV�3DWHQW�DQG�7UDGHPDUN�2IILFH�
�86372��DQG�WKH�'�6�,35�&HQWHU�WR�HQDEOH�WKHP�WR�GHOLYHU�FRPSOHPHQWDU��FDSDFLW��E�LOGLQJ���
�
�HSDUWPH�W�RI�&RPPHUFH��
�
7KH� 'HSDUWPHQW� RI� &RPPHUFH� ,QWHUQDWLRQDO� 7UDGH� $GPLQLVWUDWLRQ�V� 2IILFH� RI� 6WDQGDUGV� DQG�
,QWHOOHFW�DO�3URSHUW��26,3��26,3��SURYLGHV�GRPHVWLF�R�WUHDFK�HYHQWV�WR�SURPRWH�,35�SURWHFWLRQ�
LQ� RQOLQH� PDUNHWSODFHV� DQG� WR� HG�FDWH� VPDOO� DQG� PHGL�P� VL]HG� HQWHUSULVHV� RQ� WKH� YDO�H� RI�
SURWHFWLQJ�DQG�HQIRUFLQJ�WKHLU�LQWHOOHFW�DO�SURSHUW��ULJKWV�ERWK�GRPHVWLFDOO��DQG�LQWHUQDWLRQDOO����
�
&RPPHUFH�V��6723IDNHV�5RDG�6KR�V��UHSUHVHQW�D��QLT�H��LQWHUDJHQF��R�WUHDFK�HYHQW��7KH��DUH�
SUHVHQWHG� LQ�P�OWLSOH� 8�6�� FLWLHV� �LWK� ,35�LQWHQVLYH� LQG�VWULHV� DQG� SURYLGH� DQ� DUUD�� RI� SDQHO�
VSHDNHUV� DQG� ,35� H[SHUWV�� 7KHVH� 5RDGVKR�V� GHOLYHU� FULWLFDOO�� LPSRUWDQW� LQIRUPDWLRQ� DER�W�
LQWHOOHFW�DO�SURSHUW��WR�D�GLHQFHV�WKDW�QHHG�LW�PRVW���VWDUW��SV��HQWUHSUHQH�UV��VPDOO�DQG�PHGL�P�
VL]HG�E�VLQHVVHV��LQGHSHQGHQW�FUHDWRUV��DQG�LQYHQWRUV���



�

���

�
,Q�DGGLWLRQ��26,3�FRQWLQ�HV�WR�H[SDQG�WKH�SURJUDP�V��QLT�H� LQWHUDFWLYH�IHDW�UHV��7KHVH�LQFO�GH�
J�LGHG�DVVLVWDQFH�E��&%3�RIILFLDOV�WR�DVVLVW��LWK�WUDGHPDUN�UHFRUGDWLRQ�DQG�J�LGDQFH�IURP�8�6��
&RS�ULJKW�2IILFH�RIILFLDOV�LQ�UHJLVWHULQJ�FRS�ULJKW�SURWHFWLRQV���
�
86372�SURYLGHV�SROLF��DQG�WHFKQLFDO�DGYLFH�WR�WKH�$GPLQLVWUDWLRQ�DQG�&RQJUHVV�RQ�OHJLVODWLRQ�
DQG�RWKHU�PDWWHUV�UHODWLQJ�WR�FLYLO��FULPLQDO��DQG�ERUGHU�HQIRUFHPHQW�RI�LQWHOOHFW�DO�SURSHUW���,W�LV�
FRQVWDQWO���RUNLQJ�WR�LPSURYH�GRPHVWLF�LQWHOOHFW�DO�SURSHUW��OD�V�DQG�UHJ�ODWLRQV�DQG�DOVR�VHHNV�
WR�LQFUHDVH�S�EOLF�D�DUHQHVV�WKUR�JK�HG�FDWLRQ�RQ�WKH� ULVNV�RI�LQIULQJHPHQW�DQG� WKH�EHQHILWV�RI�
,35�SURWHFWLRQ�DQG�HQIRUFHPHQW���
�
,Q�������86372�OD�QFKHG�D�P�OWL��HDU��QDWLRQ�LGH�S�EOLF�D�DUHQHVV�FDPSDLJQ��LWK�WKH�1DWLRQDO�
&ULPH� 3UHYHQWLRQ� &R�QFLO� LQ� D� MRLQW� HIIRUW� WR� HG�FDWH� 8�6�� FRQV�PHUV� DER�W� WKH� GDQJHUV� RI�
FR�QWHUIHLW�JRRGV��
�
86372�� LQFO�GLQJ� WKUR�JK� LWV� �OREDO� ,QWHOOHFW�DO� 3URSHUW�� $FDGHP�� ��,3$��� SURYLGHV� DQG�
SDUWLFLSDWHV� LQ� WHFKQLFDO� DVVLVWDQFH� DQG� FDSDFLW��E�LOGLQJ� SURJUDPV� IRU� IRUHLJQ� JRYHUQPHQWV�
VHHNLQJ�WR�GHYHORS�RU�LPSURYH�WKHLU�LQWHOOHFW�DO�SURSHUW��OD�V�DQG�UHJ�ODWLRQV��DQG�WR�HQKDQFH�WKH�
H[SHUWLVH�RI�WKRVH�UHVSRQVLEOH�IRU�LQWHOOHFW�DO�SURSHUW��ULJKWV�HQIRUFHPHQW��
�
)HGHUDO�%�UHD��RI�,�YH�WLJDWLR���

,Q�2FWREHU�������WKH�)HGHUDO�%�UHD��RI�,QYHVWLJDWLRQ��)%,��GHYHORSHG�D�QH��VWUDWHJ��WR�FRPEDW�
,35�FULPH�E��KHOSLQJ�GLIIHUHQW�LQG�VWU��VHFWRUV�LGHQWLI��FRPPRQ�FKDOOHQJHV�DQG��RUN�WRJHWKHU�WR�
VROYH� WKHVH� FKDOOHQJHV�� 7KH� )%,�V� VWUDWHJ�� IRF�VHV� RQ� E�LOGLQJ� SDUWQHUVKLSV� �LWK� NH��
LQWHUPHGLDULHV� LQ� WKH� V�SSO�� FKDLQ� IRU� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV�� V�FK� DV� H�FRPPHUFH�
SODWIRUPV��SD�PHQW�SURFHVVRUV��DQG�WKH�HFRV�VWHP�IRU�RQOLQH�DGYHUWLVLQJ���
�
7KH� )%,�V� VWUDWHJ�� DOVR� IRF�VHV� RQ� LGHQWLI�LQJ� DQG� S�UV�LQJ� LQYHVWLJDWLRQV� DJDLQVW� �V�VWHPLF�
HQDEOHUV�� RU� HQWLWLHV� �KLFK� NQR�LQJO�� IDFLOLWDWH� WKH� ODUJH�VFDOH� LQIULQJHPHQW� RI� LQWHOOHFW�DO�
SURSHUW�� ULJKWV��$V� RQH� H[DPSOH�RI�WKLV� LQ�DFWLRQ�� LQ� ����� WKH�)%,�KHOSHG� VHYHUDO� H�FRPPHUFH�
FRPSDQLHV�UH�HYDO�DWH�WKHLU�SROLFLHV�UHJDUGLQJ�WKH�VDOH�RI�SRWHQWLDOO��KD]DUGR�V�FR�QWHUIHLW�JRRGV�
RQOLQH��
�
$W�WKH� ,35�&HQWHU�� WKH�)%,�KHOSV� SURYLGH� I�QGLQJ� DQG� ORJLVWLFDO� V�SSRUW� IRU� WKH��6,�PDQDJHG�
�UHSRUW� ,3� WKHIW�� E�WWRQ�� D� �HE�EDVHG� DSSOLFDWLRQ� IRU� FRQV�PHUV� DQG� ULJKWV� KROGHUV� WR� V�EPLW�
FRPSODLQWV� WR� OD�� HQIRUFHPHQW� UHJDUGLQJ�V�VSHFWHG� LQIULQJLQJ� DFWLYLWLHV�� 7KH�)%,� LV� F�UUHQWO��
�RUNLQJ�RQ�GHYHORSLQJ�QH��DQDO�WLF�WRROV�WR�KHOS�SURFHVV�FRQV�PHU�DQG�ULJKWV�KROGHU�FRPSODLQWV��
�
8����7UDGH��HSUH�H�WDWLYH�
�
7KH� 2IILFH� RI� WKH� 8�6�� 7UDGH� 5HSUHVHQWDWLYH� �8675�� LV� UHVSRQVLEOH� IRU� GHYHORSLQJ� DQG�
FRRUGLQDWLQJ�LQWHUQDWLRQDO�WUDGH�SROLF�� IRU�WKH�8�6��JRYHUQPHQW��LWK�UHVSHFW� WR�,35�SURWHFWLRQV��
8675�DOVR�RYHUVHHV�QHJRWLDWLRQV��LWK�WUDGLQJ�SDUWQHUV��LQFO�GLQJ�RQ�,35�LVV�HV���
�



�

���

8675��VHV� D��LGH� UDQJH�RI�ELODWHUDO� DQG�P�OWLODWHUDO�WUDGH�WRROV�WR�SURPRWH� VWURQJ� LQWHOOHFW�DO�
SURSHUW�� OD�V� DQG� HIIHFWLYH� HQIRUFHPHQW� �RUOG�LGH�� UHIOHFWLQJ� WKH� LPSRUWDQFH� RI� LQWHOOHFW�DO�
SURSHUW��DQG�LQQRYDWLRQ�WR�WKH�JUR�WK�RI�WKH�8�6��HFRQRP����
�
8����)RRG�D�G��U�J��GPL�L�WUDWLR��
�
7KH�8�6��)RRG�DQG�'U�J�$GPLQLVWUDWLRQ��)'$��SURWHFWV�WKH�S�EOLF�KHDOWK�E��HQV�ULQJ�WKH�VDIHW���
HIILFDF���DQG�VHF�ULW��RI�IRRG��GU�JV��PHGLFDO�GHYLFHV��FRVPHWLFV�DQG�PDQ��S�EOLF�KHDOWK�SURG�FWV��
2QH�NH��PHWKRG�WKDW�)'$��VHV�WR�VWUHQJWKHQ�LWV�S�EOLF�KHDOWK�PLVVLRQ�LV�WKUR�JK�UHJ�ODWLRQV�DQG�
LQYHVWLJDWLRQV�RI�FR�QWHUIHLW�SURG�FWV���
�
7KH�)'$�DOVR�LVV�HV�VDIHW��DOHUWV�DQG�UHFDOOV�RI�GDQJHUR�V�SURG�FWV��7KH�&RQV�PHU�3URG�FW�6DIHW��
&RPPLVVLRQ��&36&��SURPRWHV�WKH�VDIHW��RI�FRQV�PHU�SURG�FWV�E��DGGUHVVLQJ��QUHDVRQDEOH�ULVNV�
RI� LQM�U�� DQG� GHYHORSLQJ� �QLIRUP� VDIHW�� VWDQGDUGV�� 1RW� V�USULVLQJO��� FR�QWHUIHLW� DQG� SLUDWHG�
SURG�FWV�W�SLFDOO��GR�QRW�FRPSO���LWK�&36&�UHT�LUHPHQWV���
�
&R���PHU�3URG�FW��DIHW��&RPPL��LR���
�
&36&�SURPRWHV�WKH�VDIHW��RI�FRQV�PHU�SURG�FWV�E��DGGUHVVLQJ��QUHDVRQDEOH�ULVNV�RI�LQM�U��DQG�
GHYHORSLQJ��QLIRUP�VDIHW��VWDQGDUGV��1RW�V�USULVLQJO���FR�QWHUIHLW�DQG�SLUDWHG�SURG�FWV�W�SLFDOO��
GR�QRW�FRPSO���LWK�&36&�UHT�LUHPHQWV���
�
8����3R�WDO��HUYLFH�
�
$V� GLVF�VVHG� LQ� WKLV� UHSRUW�� RQH�FULWLFDO�PLVVLRQ�RI�8636� LV�WR� UHFHLYH�DGYDQFH� HOHFWURQLF� GDWD�
�$('��IRU�LQER�QG�LQWHUQDWLRQDO�PDLO��RULJLQDWLQJ�LQ�����GLIIHUHQW� FR�QWULHV��$W�SUHVHQW��8636�
UHFHLYHV�$('�GDWD�IURP�D�PDMRULW��RI�WKH�LQER�QG�LQWHUQDWLRQDO�PDLO�LW�UHFHLYHV���R�HYHU�� LW�LV�
DOVR�UHT�LUHG���QGHU�WKH�6�QWKHWLFV�7UDIILFNLQJ�DQG�2YHUGRVH�3URWHFWLRQ��6723��$FW�RI�������3�E��
/�� 1R�� ��������� ��� ����������� ���� 6WDW�� ������ 7LWOH�9,,,�� 6�EWLWOH� $�� WR� UHFHLYH�$('� RQ� DOO�
LQWHUQDWLRQDO�PDLO�SDFNDJHV�E��'HFHPEHU������������
�
,PSRUWDQWO���8636�SURYLGHV�WKH�LWV�DGYDQFH�HOHFWURQLF�GDWD�LW�UHFHLYHV�WR�&%3��7KLV�LQIRUPDWLRQ�
VKDULQJ�DVVLVWV�&%3�LQ�EHWWHU�WDUJHWLQJ�SDFNDJHV�EHIRUH�WKH�LWHPV�DUULYH�DW�WKH�LQWHUQDWLRQDO�VHUYLFH�
FHQWHUV���
� �



�

���

����$SSHQGL[�(���OREDO�,QLWLDWLYHV�
�
7KH� SUROLIHUDWLRQ� RI� FR�QWHUIHLW� JRRGV� RQ� WKLUG�SDUW��PDUNHWSODFHV� LV� D� JOREDO� SUREOHP�� 7KLV�
$SSHQGL[�RIIHUV�D�EULHI�V�UYH��RI�VRPH�RI�WKH�JOREDO�RSWLRQV�DQG�FRRSHUDWLYH�HIIRUWV�DYDLODEOH�WR�
FRPEDW�WKH�WUDIILFNLQJ�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��
�
,�WHU�DWLR�DO�2UJD�L]DWLR���

7KH�:RUOG� 7UDGH�2UJDQL]DWLRQ�V� �:72��$JUHHPHQW�RQ� 7UDGH�5HODWHG� $VSHFWV� RI� ,QWHOOHFW�DO�
3URSHUW��5LJKWV�FRQWDLQV�GLVFLSOLQHV�WR�SURWHFW�LQWHOOHFW�DO�SURSHUW��WKDW�DUH�HQIRUFHDEOH�WKUR�JK�
WKH�:72�V� 'LVS�WH�6HWWOHPHQW�%RG��� 7KH�:RUOG� ,QWHOOHFW�DO� 3URSHUW��2UJDQL]DWLRQ��D�8QLWHG�
1DWLRQV� VSHFLDOL]HG� DJHQF��� LV� D� JOREDO� IRU�P� IRU� LQWHOOHFW�DO� SURSHUW�� VHUYLFHV�� SROLF���
LQIRUPDWLRQ�� DQG� FROODERUDWLRQ�� 7KH� :RUOG� &�VWRPV� 2UJDQL]DWLRQ� �:&2�� OHDGV� LQWHUQDWLRQDO�
F�VWRPV�FRRSHUDWLRQ��LQFO�GLQJ��LWK�UHVSHFW�WR�WKH�HQIRUFHPHQW�RI�LQWHOOHFW�DO�SURSHUW��ULJKWV���
�
7KH� ,QWHUQDWLRQDO� 3ROLFH� 2UJDQL]DWLRQ� �,17(532/��� LQ� D� SDUWQHUVKLS� �LWK� 8QGHU�ULWHUV�
/DERUDWRULHV� �8/�� RSHUDWHV� WKH� ,QWHUQDWLRQDO� ,35� &ULPH� ,QYHVWLJDWRUV� &ROOHJH� �,,3&,&��� 7KH�
PLVVLRQ� RI� ,,3&,&� LV� WR�HG�FDWH� JOREDO� OD��HQIRUFHPHQW� DQG� VWDNHKROGHU�JUR�SV� WR�HIIHFWLYHO��
FRPEDW�WUDQVQDWLRQDO�,35�FULPH��2YHU�����FR�QWULHV�KDYH�YLVLWHG�WKH�,,3&,&�VLWH�VLQFH�LWV�OD�QFK�
DQG� UHSUHVHQWDWLYHV� IURP� RYHU� ���� OD�� HQIRUFHPHQW� DJHQFLHV� KDYH� HQUROOHG� LQ� WKH� WUDLQLQJ��
,17(532/� HQDEOHV� LWV� PHPEHUV� WR� VKDUH� DQG� DFFHVV� GDWD� RQ� FULPH� DQG� FULPLQDOV�� LQFO�GLQJ�
FR�QWHUIHLW�JRRGV��
�
(�URSH�
�
6HYHUDO�(�URSHDQ�JRYHUQPHQW�DJHQFLHV�KDYH�GHYHORSHG�0HPRUDQGD�RI�8QGHUVWDQGLQJV��028V��
�LWK�WKH�SULYDWH�VHFWRU�WR�DGGUHVV�FR�QWHUIHLW�LVV�HV��)RU�H[DPSOH��WKH�(�URSHDQ�&RPPLVVLRQ�KDV�
IDFLOLWDWHG�DQ�028�RQ�WKH�VDOH�RI�FR�QWHUIHLW�JRRGV�YLD�WKH�LQWHUQHW��LWK�PDMRU�LQWHUQHW�SODWIRUPV�
DQG�ULJKWV�KROGHUV��KR�DUH�DIIHFWHG�E��RQOLQH�VDOHV�RI�FR�QWHUIHLW�JRRGV��7KH�SODWIRUPV�FRPPLW�WR�
QRWLFH�DQG�WDNH�GR�Q�SURFHG�UHV�DQG�WR�WDNLQJ�SUR�DFWLYH�DQG�SUHYHQWLYH�PHDV�UHV��V�FK�DV�WKH��VH�
RI�PRQLWRULQJ�WRROV�DOOR�LQJ�GHWHFWLRQ�RI�LOOHJDO�FRQWHQW��
�
7KH�(�URSHDQ�&RPPLVVLRQ�DOVR�FRQFO�GHG�DQ�028�RQ�2QOLQH�$GYHUWLVLQJ�DQG�,35�LQ������WKDW�
H[WHQGV�WR�WUDGHPDUNV�DQG�FRS�ULJKW��6LJQDWRULHV�FRPPLW�WR�PLQLPL]H�WKH�SODFHPHQW�RI�DGYHUWLVLQJ�
RQ��HEVLWHV�DQG�PRELOH�DSSOLFDWLRQV�WKDW�LQIULQJH�RQ�,35�RU�GLVVHPLQDWH�FR�QWHUIHLW�JRRGV�VR�DV�WR�
UHG�FH�WKH�UHYHQ�HV�RI�WKHVH�WUDIILFNLQJ��HEVLWHV�DQG�DSSV���
�
,Q� )UDQFH�� WKUR�JK� WKH�)UHQFK�0LQLVWU��RI�(FRQRP��� SRVWDO�RSHUDWRUV� KDYH� VLJQHG�D�FKDUWHU� WR�
DGGUHVV�FR�QWHUIHLWV��LWK� ULJKWV�KROGHUV� WKDW� IRF�VHV�RQ� R�WUHDFK�� FROODERUDWLRQ�DQG� WUDLQLQJ��,Q�
'HFHPEHU� ������ EUDQG� R�QHUV� DQG� FHUWDLQ� RQOLQH� SODWIRUPV� DOVR� VLJQHG� D� FKDUWHU� WR� ILJKW�
FR�QWHUIHLWV�RQOLQH���KLFK�RUJDQL]HV�FRRSHUDWLRQ�EHW�HHQ�EUDQG�R�QHUV��RQOLQH�SODWIRUPV��DQG�OD��
HQIRUFHPHQW�D�WKRULWLHV�DQG�KHOSV�LPSOHPHQW�SUHYHQWLYH�PHDV�UHV�DV��HOO�DV�QRWLFH�DQG�WDNHGR�Q�
SURFHG�UHV���
�
7KHUH� KDYH� DOVR� EHHQ� (�URSHDQ� HIIRUWV� WR� HQKDQFH� WHFKQRORJ�� DVVRFLDWHG� �LWK� SURWHFWLQJ�
LQWHOOHFW�DO�SURSHUW��ULJKWV��7KH�(�URSHDQ�8QLRQ� ,QWHOOHFW�DO�3URSHUW��2IILFH��(8,32��KHOG� WKH�



�

���

LQD�J�UDO�(8�%ORFNDWKRQ�FRPSHWLWLRQ�WR�GHYHORS�,35�SURWHFWLRQ�VRO�WLRQV�EDVHG�RQ�EORFNFKDLQ�
WHFKQRORJLHV���
�
7KH�,QWHOOHFW�DO�3URSHUW��&ULPH�&RRUGLQDWHG�&RDOLWLRQ��,3&���DW�(�URSRO�SURYLGHV�RSHUDWLRQDO�DQG�
WHFKQLFDO� V�SSRUW� WR� OD��HQIRUFHPHQW� DJHQFLHV� DQG� RWKHU� SDUWQHUV� LQ� WKH� (8�� 7KH� ,3&�� KDV�
V�SSRUWHG�PRUH� WKDQ���� KLJK�SULRULW��FDVHV�RI�LQWHOOHFW�DO�SURSHUW��LQIULQJHPHQW�� ,W� WDNHV�GR�Q�
�HEVLWHV��VHG�WR�VHOO�FR�QWHUIHLW�PHUFKDQGLVH�DQG�VK�W�GR�QV�LOOHJDO�RSHUDWLRQV�WKDW��VH�ELWFRLQ��
�
7KH�&LW��RI�/RQGRQ�3ROLFH��&R/3���DQG� ,35�&HQWHU�SDUWQHU�DJHQF���KRVW�WKH�3ROLFH� ,QWHOOHFW�DO�
3URSHUW��&ULPH�8QLW� �3,3&8���&R/3� LV� I�QGHG�E�� WKH�8.�,QWHOOHFW�DO�3URSHUW��2IILFH� WR�ILJKW�
FULPLQDOV��KR�LQIULQJH�WUDGHPDUN�DQG�FRS�ULJKWV��,W��RUNV��LWK�OD��HQIRUFHPHQW�DJHQFLHV�LQ�WKH�
8.�DQG�DFURVV�WKH��RUOG�WR�DUUHVW�FULPLQDOV��KR�HQJDJH�LQ�WKH�SURG�FWLRQ��LPSRUWDWLRQ�DQG�VDOH�RI�
FR�QWHUIHLW�JRRGV���
�
3RVWDO�DQG�F�VWRPV�DJHQFLHV�LQ�)UDQFH�DQG�,WDO��KDYH�RUJDQL]HG�MRLQW�RSHUDWLRQV��KHUH�DOO�SDUFHOV�
HQWHULQJ�WKH�LQWHUQDWLRQDO�RIILFH�RI�H[FKDQJHV�IURP�WDUJHWHG�FR�QWULHV�DUH�VFUHHQHG�IRU�FR�QWHUIHLW�
JRRGV���
�
&D�DGD�
�
&DQDGD�KDV�FUHDWHG�3URMHFW�&KDUJHEDFN�WR�ILJKW�FR�QWHUIHLWLQJ��IUD�G��DQG� ,35�WKHIW�E��HQDEOLQJ�
GHFHLYHG�FRQV�PHUV�WR�JHW�WKHLU�PRQH��EDFN��7KH�LQLWLDWLYH���KLFK�EHJDQ�LQ�������LV�DGPLQLVWHUHG�
E��WKH�&DQDGLDQ�$QWL�)UD�G�&HQWHU��&$)&����
�
8QGHU�WKH�D�WKRULW��RI�3URMHFW�&KDUJHEDFN��GHIUD�GHG�FRQV�PHUV�FDQ�ILOH�D�FRPSODLQW��LWK�WKHLU�
EDQN�RU�WKH�&$)&�DQG�SURYLGH�LQIRUPDWLRQ�RQ� WKH�S�UFKDVH��7KH�&$)&�WKHQ��RUNV��LWK�ULJKWV�
KROGHUV�WR�FRQILUP�WKDW�WKH�JRRGV��HUH�FR�QWHUIHLW�DQG�UHOD�V�WKLV�LQIRUPDWLRQ�WR�WKH�FDUGKROGHU�V�
EDQN���
�
7KH� FDUGKROGHU�V�EDQN� WKHQ� LQLWLDWHV�D�FKDUJH�EDFN�DJDLQVW� WKH� VHOOHU�V�PHUFKDQW� DFFR�QW��7KDW�
UHV�OWV�LQ�WKH�WHUPLQDWLRQ�RI�WKH�PHUFKDQW�V�DFFR�QW��VHG�E��WKH�FR�QWHUIHLWHU��DQG�WKH�YLFWLPV�DUH�
LQVWU�FWHG�QRW�WR�UHW�UQ�WKH�FR�QWHUIHLW�JRRGV�WR�WKH�VHOOHU��
�

� �
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����5HIHUHQFHV�
�
)ROOR�LQJ�WKH�PDQGDWHV�VHW�IRUWK�LQ�3UHVLGHQW�7U�PS�V�$SULO����������0HPRUD�G�P�R��&RPEDWL�J�
7UDIILFNL�J�L��&R��WHUIHLW�D�G�3LUDWHG��RRG���WKH�UHSRUW�VKDOO��DV�LWV�SULPDU��JRDOV��

•� $QDO�]H�DYDLODEOH� GDWD�DQG�RWKHU� LQIRUPDWLRQ� WR�GHYHORS� D�GHHSHU��QGHUVWDQGLQJ�RI� WKH�
H[WHQW� WR��KLFK�RQOLQH� WKLUG�SDUW��PDUNHWSODFHV� DQG� RWKHU�WKLUG�SDUW�� LQWHUPHGLDULHV�DUH�
�VHG�WR�IDFLOLWDWH�WKH�LPSRUWDWLRQ�DQG�VDOH�RI�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV���

•� ,GHQWLI�� WKH� IDFWRUV� WKDW� FRQWULE�WH� WR� WUDIILFNLQJ� LQ� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV�� DQG�
GHVFULEH� DQ�� PDUNHW� LQFHQWLYHV� DQG� GLVWRUWLRQV� WKDW� PD�� FRQWULE�WH� WR� WKLUG�SDUW��
LQWHUPHGLDULHV�IDFLOLWDWLQJ�WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��

•� ,GHQWLI�� DSSURSULDWH� DGPLQLVWUDWLYH�� VWDW�WRU��� UHJ�ODWRU��� RU� RWKHU� FKDQJHV�� LQFO�GLQJ�
HQKDQFHG�HQIRUFHPHQW�DFWLRQV��WKDW�FR�OG�V�EVWDQWLDOO��UHG�FH�WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�
SLUDWHG� JRRGV�RU�SURPRWH�PRUH�HIIHFWLYH� OD��HQIRUFHPHQW� UHJDUGLQJ�WUDIILFNLQJ� LQ� V�FK�
JRRGV��

,Q�WKH�FR�UVH�RI�S�UV�LQJ�WKHVH�JRDOV��WKH�UHSRUW�VKDOO�DOVR��
•� (YDO�DWH� WKH� H[LVWLQJ� SROLFLHV� DQG� SURFHG�UHV� RI� WKLUG�SDUW�� LQWHUPHGLDULHV� UHODWLQJ� WR�

WUDIILFNLQJ�LQ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��DQG�LGHQWLI��WKH�SUDFWLFHV�RI�WKRVH�HQWLWLHV�WKDW�
KDYH�EHHQ�PRVW�HIIHFWLYH� LQ� F�UELQJ� WKH� LPSRUWDWLRQ�DQG� VDOH�RI� FR�QWHUIHLW� DQG� SLUDWHG�
JRRGV��LQFO�GLQJ�WKRVH�FRQYH�HG�WKUR�JK�RQOLQH�WKLUG�SDUW��PDUNHWSODFH�

•� ,GHQWLI�� DSSURSULDWH� J�LGDQFH� WKDW� DJHQFLHV� PD�� SURYLGH� WR� WKLUG�SDUW��
LQWHUPHGLDULHV� WR�KHOS� WKHP� SUHYHQW� WKH� LPSRUWDWLRQ� DQG� VDOH� RI� FR�QWHUIHLW� DQG�
SLUDWHG�JRRGV���

•� ,GHQWLI��DSSURSULDWH�DGPLQLVWUDWLYH�� UHJ�ODWRU���OHJLVODWLYH��RU�SROLF��FKDQJHV�WKDW�
�R�OG� HQDEOH� DJHQFLHV�� DV� DSSURSULDWH�� WR� PRUH� HIIHFWLYHO�� VKDUH� LQIRUPDWLRQ�
UHJDUGLQJ�FR�QWHUIHLW�DQG�SLUDWHG�JRRGV��LQFO�GLQJ�V�VSHFWHG�FR�QWHUIHLW�DQG�SLUDWHG�
JRRGV�� �LWK� LQWHOOHFW�DO� SURSHUW�� ULJKWV� KROGHUV�� FRQV�PHUV�� DQG� WKLUG�SDUW��
LQWHUPHGLDULHV��

•� (YDO�DWH�WKH�F�UUHQW�DQG�I�W�UH�UHVR�UFH�QHHGV�RI�DJHQFLHV�DQG�PDNH�DSSURSULDWH�
UHFRPPHQGDWLRQV� IRU� PRUH� HIIHFWLYH� GHWHFWLRQ�� LQWHUGLFWLRQ�� LQYHVWLJDWLRQ�� DQG�
SURVHF�WLRQ� UHJDUGLQJ� WUDIILFNLQJ� LQ� FR�QWHUIHLW� DQG� SLUDWHG� JRRGV�� LQFO�GLQJ�
WUDIILFNLQJ� WKUR�JK� RQOLQH� WKLUG�SDUW�� PDUNHWSODFHV� DQG� RWKHU� WKLUG�SDUW��
LQWHUPHGLDULHV��DQG�UHFRPPHQG�FKDQJHV�WR�WKH�GDWD�FROOHFWLRQ�SUDFWLFHV�RI�DJHQFLHV��
LQFO�GLQJ� VSHFLILFDWLRQ� RI� FDWHJRULHV� RI� GDWD� WKDW� VKR�OG� EH� FROOHFWHG� DQG�
DSSURSULDWH�VWDQGDUGL]DWLRQ�SUDFWLFHV�IRU�GDWD���

•� ,GHQWLI��DUHDV�IRU�FROODERUDWLRQ�EHW�HHQ�WKH�'HSDUWPHQW�RI�-�VWLFH�DQG�'HSDUWPHQW�
RI��RPHODQG�6HF�ULW��RQ�HIIRUWV�WR�FRPEDW�WUDIILFNLQJ� LQ� FR�QWHUIHLW�DQG� SLUDWHG�
JRRGV���

�
6HH�I�OO�PHPRUDQG�P�DW��3UHVLGHQW�'RQDOG�-��7U�PS��0HPRUDQG�P�RQ�&RPEDWLQJ�7UDIILFNLQJ�
LQ�&R�QWHUIHLW�DQG�3LUDWHG��RRGV����$SULO�������KWWSV��������KLWHKR�VH�JRY�SUHVLGHQWLDO�
DFWLRQV�PHPRUDQG�P�FRPEDWLQJ�WUDIILFNLQJ�FR�QWHUIHLW�SLUDWHG�JRRGV��


