
March 1998
Report I98-1C

al
ifo

rn
ia

 S
ta

te
 A

ud
ito

r

Investigations of
Improper Governmental
Activities
by State Employees
July 1, 1997, Through January 31, 1998



The first printed copy of each California State Auditor report is free.
Additional copies are $3 each.

Printed copies of this report can be obtained by contacting:

California State Auditor
Bureau of State Audits
660 J Street, Suite 300

Sacramento, California 95814
(916)445-0255 or TDD (916)445-0255 x 248

Permission is granted to reproduce reports.



CALIFORNIA STATE AUDITOR

MARIANNE P. EVASHENK
CHIEF DEPUTY STATE AUDITOR

BUREAU OF STATE AUDITS
660 J Street, Suite 300, Sacramento, California 95814  Telephone: (916) 445-0255 Fax: (916) 327-0019

KURT R. SJOBERG
STATE AUDITOR

March 25, 1998 Investigative Report I98-1

The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly
State Capitol
Sacramento, California 95814

Dear Governor and Legislative Leaders:

Pursuant to the Reporting of Improper Governmental Activities Act, the Bureau of State Audits
presents its investigative report concerning investigations of improper governmental activity
completed from July 1, 1997, through January 31, 1998.

Respectfully submitted,

KURT R. SJOBERG
State Auditor
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Summary

5HVXOWV�LQ�%ULHI

KH� %XUHDX� RI� 6WDWH� $XGLWV� �EXUHDX�� DGPLQLVWHUV� WKH
5HSRUWLQJ� RI� ,PSURSHU�*RYHUQPHQWDO� $FWLYLWLHV� $FW� �DFW��
ZKLFK� LV� FRQWDLQHG� LQ� 6HFWLRQ� ����� RI� WKH� &DOLIRUQLD

*RYHUQPHQW� &RGH�� � 7KH� DFW� GHILQHV� §LPSURSHU� JRYHUQPHQWDO
DFWLYLW\¨� DV� DQ\� DFWLYLW\� E\� D� VWDWH� DJHQF\� RU� VWDWH� HPSOR\HH
XQGHUWDNHQ� GXULQJ� WKH� SHUIRUPDQFH� RI� WKH� HPSOR\HHªV� RIILFLDO
GXWLHV�WKDW�YLRODWHV�DQ\�VWDWH�RU�IHGHUDO�ODZ�RU�UHJXODWLRQ��WKDW�LV
HFRQRPLFDOO\� ZDVWHIXO�� RU� WKDW� LQYROYHV� JURVV� PLVFRQGXFW�
LQFRPSHWHQFH�� RU� LQHIILFLHQF\�� � 7KH� EXUHDX� UHFHLYHV� DQG
LQYHVWLJDWHV�FRPSODLQWV�RI�LPSURSHU�JRYHUQPHQWDO�DFWLYLWLHV���7R
HQDEOH� VWDWH� HPSOR\HHV� DQG� WKH� SXEOLF� WR� UHSRUW� LPSURSHU
JRYHUQPHQWDO�DFWLYLWLHV�� WKH�VWDWH�DXGLWRU�PDLQWDLQV�WKH� WROO�IUHH
:KLVWOHEORZHU� +RWOLQH� �KRWOLQH��� � 7KH� KRWOLQH� QXPEHU� LV
���������������

7KLV�UHSRUW�GHWDLOV�WKH�UHVXOWV�RI�WKH�VL[�LQYHVWLJDWLRQV�FRPSOHWHG
E\� WKH� EXUHDX� DQG� RWKHU� DJHQFLHV� EHWZHHQ� -XO\� ��� ������ DQG
-DQXDU\����� ������ WKDW� VXEVWDQWLDWHG� FRPSODLQWV�� � ([DPSOHV
LQFOXGH�WKH�IROORZLQJ�

8QLYHUVLW\�RI�&DOLIRUQLD��,UYLQH

• 7KUHH�PHGLFDO�GRFWRUV�DW�WKH�8QLYHUVLW\�RI�&DOLIRUQLD��,UYLQH
�8&,���IDOVHO\�UHSRUWHG�WKHLU�LQFRPH�WR�8&,���$V�D�UHVXOW��WKH
GRFWRUV� XQGHUSDLG� WKH� XQLYHUVLW\� ����������� IRU
DVVHVVPHQWV�

 
• ,Q� DGGLWLRQ��8&,� LV� HQWLWOHG� WR� FKDUJH� LQWHUHVW� RI� ��������

RQ�WKH�XQSDLG�DVVHVVPHQWV�

&DOLIRUQLD�6WDWH�8QLYHUVLW\��/RQJ�%HDFK

• &DOLIRUQLD�6WDWH�8QLYHUVLW\��/RQJ�%HDFK��&68/%���DOORZHG�LWV
HPSOR\HHV�WR�XVH�VWDWH�UHVRXUFHV�IRU�SHUVRQDO�SXUSRVHV�

 
• $�&68/%�PHFKDQLF� XVHG�&68/%� UHVRXUFHV� WR� UHSDLU� RWKHU

HPSOR\HHVª�YHKLFOHV�IRU�FRPSHQVDWLRQ�
 

7
,QYHVWLJDWLYH�+LJKOLJKWV������

6WDWH�HPSOR\HHV�HQJDJHG�LQ
LPSURSHU�DFWLYLWLHV��LQFOXGLQJ
WKH�IROORZLQJ�

æ )DOVHO\�UHSRUWHG�WKHLU
LQFRPH�DQG�RZH�WKH�6WDWH
�����������LQ
DVVHVVPHQWV�DQG�LQWHUHVW�

æ 8VHG�VWDWH�WLPH�DQG
HTXLSPHQW�WR�FRQGXFW
SHUVRQDO�EXVLQHVV�

æ %\SDVVHG�ODZV�DQG
FKDUJHG�WKH�6WDWH�������
IRU�UHSDLUV�WR�FRYHU�XS
WKHLU�DFWLRQV�



6XPPDU\

6��

• 7KH�PHFKDQLF�PLVDSSURSULDWHG� ����� LQ� SDUWV� DQG� VHUYLFHV
SDLG�IRU�E\�&68/%�

'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV

• &RQWUDU\�WR�VWDWH�ODZ�UHJDUGLQJ�VPRJ�FHUWLILFDWLRQ��%XUHDX�RI
$XWRPRWLYH� 5HSDLU� �%$5�� RIILFLDOV� DW� WKH� 'HSDUWPHQW� RI
&RQVXPHU�$IIDLUV�GLUHFWHG�D�VPRJ�FKHFN�UHIHUHH�WR�FHUWLI\�D
SULYDWHO\�RZQHG�3RUVFKH�WKDW�KDG�LOOHJDO�FDUEXUHWRUV�

 
• 7KH�%$5�WKHQ�SDLG�PRUH�WKDQ��������LQ�VWDWH�IXQGV�WR�EULQJ

WKH�YHKLFOH�LQWR�FRPSOLDQFH�

'HSDUWPHQW�RI�7UDQVSRUWDWLRQ

• $� 'HSDUWPHQW� RI� 7UDQVSRUWDWLRQ� ULJKW�RI�ZD\� DJHQW� XVHG
VWDWH�WLPH�DQG�WHOHSKRQHV�LQ�RSHUDWLQJ�KLV�JURFHU\�VWRUHV�

'HSDUWPHQW�RI�+HDOWK�6HUYLFHV

• 7ZR� 'HSDUWPHQW� RI� +HDOWK� 6HUYLFHV� HPSOR\HHV� SODFHG
SHUVRQDO� ORQJ�GLVWDQFH� WHOHSKRQH� FDOOV� DW� WKH� 6WDWHªV
H[SHQVH�

,I�� DIWHU� LQYHVWLJDWLQJ� DOOHJDWLRQV�� WKH� VWDWH� DXGLWRU� GHWHUPLQHV
UHDVRQDEOH�HYLGHQFH�H[LVWV�WKDW�DQ�HPSOR\HH�RU�VWDWH�DJHQF\�KDV
HQJDJHG� LQ� DQ\� LPSURSHU� JRYHUQPHQWDO� DFWLYLW\�� WKH� EXUHDX
FRQILGHQWLDOO\�UHSRUWV�WKH�QDWXUH�DQG�GHWDLOV�RI�WKH�DFWLYLW\�WR�WKH
KHDG� RI� WKH� HPSOR\LQJ� DJHQF\� RU� WKH� DSSURSULDWH� DSSRLQWLQJ
DXWKRULW\���7KH�HPSOR\HU�RU�DSSRLQWLQJ�DXWKRULW\� LV� UHTXLUHG� WR
UHSRUW� EDFN� WR� WKH� VWDWH� DXGLWRU� DQ\� FRUUHFWLYH� DFWLRQ� WDNHQ�
LQFOXGLQJ� GLVFLSOLQDU\� DFWLRQ�� QR� ODWHU� WKDQ� ��� GD\V� DIWHU� WKH
GDWH� WKH� VWDWH� DXGLWRU� WUDQVPLWV� WKH� FRQILGHQWLDO� LQYHVWLJDWLYH
UHSRUW���,I�FRUUHFWLYH�DFWLRQ�LV�QRW�FRPSOHWHG�ZLWKLQ����GD\V��WKH
HPSOR\HU�RU�DSSRLQWLQJ�DXWKRULW\�PXVW�UHSRUW�WR�WKH�VWDWH�DXGLWRU
PRQWKO\�XQWLO�WKH�DFWLRQ�LV�FRPSOHWH�

7KLV�UHSRUW�VXPPDUL]HV�FRUUHFWLYH�DFWLRQV�WDNHQ�E\�VWDWH�HQWLWLHV
DV� D� UHVXOW� RI� LQYHVWLJDWLRQV� SUHVHQWHG� KHUH� DQG� LQYHVWLJDWLRQV
UHSRUWHG�SUHYLRXVO\�E\�WKH�VWDWH�DXGLWRU�

,Q� DGGLWLRQ�� $SSHQGL[� $� SURYLGHV� VWDWLVWLFV� RQ� WKH� FRPSODLQWV
UHFHLYHG� E\� WKH� EXUHDX� EHWZHHQ� -XO\� ��� ������ DQG
-DQXDU\����������� DQG� VXPPDUL]HV� RXU� DFWLRQV� RQ� WKRVH
FRPSODLQWV� DQG� DQ\� RWKHUV� XQGHU� LQYHVWLJDWLRQ� RU� DZDLWLQJ
UHYLHZ�RU�DVVLJQPHQW�DV�RI�-XO\���������

:KLVWOHEORZHU�+RWOLQH�
���������������
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$SSHQGL[� %� SURYLGHV� GHWDLOHG� GHVFULSWLRQV� RI� WKH� ODZV�
UHJXODWLRQV�� DQG� SROLFLHV� WKDW� JRYHUQ� WKH� W\SHV� RI� LPSURSHU
JRYHUQPHQWDO�DFWLYLWLHV�GLVFXVVHG�LQ�WKLV�UHSRUW�



Chapter 1 
University of California, Irvine: 
False Claims and Grand Theft 

 
 
An updated summary of this chapter appears in our Report 
I2000-1, Chapter 6. 
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Chapter 2
&DOLIRUQLD�6WDWH�8QLYHUVLW\��/RQJ�%HDFK�

0LVXVH�RI�6WDWH�)DFLOLWLHV��(TXLSPHQW�
DQG�3XUFKDVLQJ�$XWKRULW\

$OOHJDWLRQ�,������

�PHFKDQLF� DW� WKH� DXWRPRWLYH� PDLQWHQDQFH� IDFLOLW\� DW
&DOLIRUQLD� 6WDWH� 8QLYHUVLW\�� /RQJ� %HDFK� �&68/%��� XVHV
&68/%�IDFLOLWLHV�DQG�HTXLSPHQW�WR�UHSDLU�SULYDWHO\�RZQHG

YHKLFOHV�IRU�KLV�SHUVRQDO�SURILW���)XUWKHUPRUH��KH�XVHV�&68/%ªV
RSHQ�SXUFKDVH�RUGHU�DW�D�ORFDO�DXWR�SDUWV�VWRUH�WR�EX\�SDUWV�IRU
KLV�RZQ�DQG�KLV�FXVWRPHUVª�DXWRPRELOHV�

5HVXOWV�DQG�0HWKRG�RI�,QYHVWLJDWLRQ

:H� LQYHVWLJDWHG� DQG� VXEVWDQWLDWHG� WKDW� WKH� DXWRPRWLYH
PHFKDQLF� XVHG� &68/%� IDFLOLWLHV� DQG� HTXLSPHQW� WR� UHSDLU
SULYDWHO\� RZQHG� DXWRPRELOHV� IRU� SHUVRQDO� SURILW�� � ,Q� DGGLWLRQ�
ZH�EHOLHYH� WKH�PHFKDQLF�XVHG�VRPH�DXWRPRELOH�SDUWV�FKDUJHG
WR�&68/%ªV�SXUFKDVH�RUGHUV�IRU�ZRUN�RQ�KLV�FXVWRPHUVª�YHKLFOHV
EHFDXVH�WKH\�GR�QRW� ILW�DQ\�YHKLFOH� LQ�&68/%ªV� IOHHW�� �)XUWKHU�
DOWKRXJK�FHUWDLQ�RWKHU�SDUWV� DQG� VHUYLFHV�FRXOG�EH� DSSURSULDWH
IRU�VRPH�YHKLFOHV�RZQHG�E\�&68/%��WKH\�ZHUH�QRW�DSSURSULDWH
IRU�WKH�YHKLFOHV�IRU�ZKLFK�WKH\�ZHUH�SXUSRUWHGO\�SXUFKDVHG���,Q
DGGLWLRQ��ZH�IRXQG�WKDW�WKH�PHFKDQLF�GLG�QRW�SD\�UHTXLUHG�VDOHV
DQG� LQFRPH� WD[HV��QRU�GLG�KH�REWDLQ�D� OLFHQVH� WR� UXQ� DQ� DXWR
UHSDLU� EXVLQHVV�� � )LQDOO\�� ZH� IRXQG� WKDW�� LQ� YLRODWLRQ� RI� VWDWH
ODZ�� &68/%� DOORZV� VRPH� HPSOR\HHV� WR� XVH� &68/%� UHVRXUFHV
IRU�SHUVRQDO�EHQHILW�

7R�FRQGXFW�RXU�LQYHVWLJDWLRQ��ZH�UHYLHZHG�DSSOLFDEOH�VWDWH�ODZV
DQG�WKH�UHSRUW�RI�D�SULRU�LQYHVWLJDWLRQ����:H�DOVR�UHYLHZHG�VRPH
LQYRLFHV� IRU� DXWRPRELOH� SDUWV� DQG� WKH� GHWDLO� FRVW� UHFRUGV� IRU
&68/%ªV� DXWRPRWLYH� ZRUN� RUGHUV�� � )XUWKHUPRUH�� ZH� UHYLHZHG
WKH�OLFHQVLQJ�UHFRUGV�RI�WKH�%XUHDX�RI�$XWRPRWLYH�5HSDLU�LQ�WKH
'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV��DQG�WKH�DXWRPRELOH�RZQHUVKLS
UHFRUGV�RI�WKH�'HSDUWPHQW�RI�0RWRU�9HKLFOHV���$GGLWLRQDOO\��ZH
LQWHUYLHZHG� &68/%� HPSOR\HHV�� DXWRPRELOH� SDUWV� UHWDLOHUV�
DXWRPRELOH� SDUWV� GHSDUWPHQWV� DW� DXWRPRELOH� GHDOHUVKLSV�� DQ

������������������������������������������
��)RU�D�GHWDLOHG�GHVFULSWLRQ�RI�WKH�ODZV�JRYHUQLQJ�DFWLYLWLHV�UHSRUWHG�LQ�WKLV
FKDSWHU��VHH�$SSHQGL[�%�

$

7KH�DXWRPRWLYH�PHFKDQLF
XVHG�VWDWH�IDFLOLWLHV�WR
FRQGXFW�KLV�SULYDWH
EXVLQHVV�IRU�SHUVRQDO
SURILW�
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)DFLOLWLHV��(TXLSPHQW��DQG�3XUFKDVLQJ�$XWKRULW\
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DXWRPRWLYH� VSHFLDOLVW� DW� WKH� 'HSDUWPHQW� RI� &RQVXPHU� $IIDLUV�
FDPSXV� SROLFH�� DQG� WKH� DXWRPRWLYH� PHFKDQLF� XQGHU
LQYHVWLJDWLRQ�

%DFNJURXQG

%HIRUH�ZH�UHFHLYHG�WKH�DOOHJDWLRQV��D�&68/%�HPSOR\HH�UHSRUWHG
VLPLODU� DOOHJDWLRQV� WR� WKH� GLUHFWRU� RI� IDFLOLWLHV� PDQDJHPHQW� DW
&68/%���7KH�GLUHFWRU�FRQGXFWHG�DQ� LQWHUQDO� UHYLHZ�DQG� IRXQG
WKDW� VRPH�SXUFKDVH�RUGHU� WUDQVDFWLRQV� VHHPHG�VXVSLFLRXV�� �+H
WKHUHIRUH� DVNHG� WKH� FDPSXV� SROLFH� WR� FRQGXFW� D� FULPLQDO
LQYHVWLJDWLRQ���7KH�FDPSXV�SROLFH�IRXQG�WKDW�VRPH�WUDQVDFWLRQV
ZHUH� VXVSLFLRXV�EXW� IRXQG�QR�SURRI� RI� FULPLQDO� DFWLYLW\�� � ,Q� D
OHWWHU�WR�WKH�GLUHFWRU��WKH�FDPSXV�SROLFH�FKLHI�UHSRUWHG�WKDW� WKH
UHFRUG�NHHSLQJ� V\VWHP� LQ� WKH� DXWRPRWLYH� UHSDLU� VKRS� ZDV
KDSKD]DUG�DQG�LQHIILFLHQW���7KH�SROLFH�FKLHI�VXJJHVWHG� WKDW� WKH
SUDFWLFH�RI�DOORZLQJ�HPSOR\HHV�WR�XVH�VWDWH�UHVRXUFHV�DIWHU�KRXUV
OHIW� WKH� IDFLOLWLHV�PDQDJHPHQW� GHSDUWPHQW� RSHQ� WR� DFFXVDWLRQV
RI�PLVFRQGXFW�

&68/%�$OORZV�(PSOR\HHV�7R�8VH
6WDWH�5HVRXUFHV�IRU�3HUVRQDO�3URMHFWV

6WDWH�ODZ�SURKLELWV�VWDWH�HPSOR\HHV�IURP�XVLQJ�VWDWH�HTXLSPHQW�
WUDYHO�� RU� WLPH� IRU� SHUVRQDO� DGYDQWDJH� RU� IRU� DQ� HQGHDYRU� QRW
UHODWHG�WR�VWDWH�EXVLQHVV��'HVSLWH�WKLV�SURKLELWLRQ��HPSOR\HHV�DW
&68/%� KDYH� EHHQ� XVLQJ� VWDWH� SURSHUW\� IRU� WKHLU� SHUVRQDO
SURMHFWV�IRU�D�ORQJ�WLPH���$W�WKH�WLPH�RI�RXU�LQWHUYLHZ��DFFRUGLQJ
WR� WKH�GLUHFWRU�RI� IDFLOLWLHV�PDQDJHPHQW��QR�ZULWWHQ�SROLFLHV�RU
SURFHGXUHV� DGGUHVVHG� HPSOR\HHVª� XVH� RI� &68/%ªV� IDFLOLWLHV� RU
HTXLSPHQW� IRU� SHUVRQDO� SURMHFWV�� DQG� VXFK� XVH� KDV� EHHQ
VWDQGDUG�SUDFWLFH� IRU�PDQ\�\HDUV�� � 7KH�GLUHFWRU� DFNQRZOHGJHG
WKDW� WKH� DXWRPRWLYH� UHSDLU� IDFLOLW\� VWDII� XVH� &68/%� SURSHUW\� WR
UHSDLU� WKHLU� SHUVRQDO� YHKLFOHV� DQG� RWKHU� SULYDWHO\� RZQHG
YHKLFOHV�DQG� WKDW�VWDII�RI�VRPH�RI� WKH�RWKHU�VKRSV��VXFK�DV� WKH
FDUSHQWHU�VKRS��DOVR�XVH�&68/%ªV�IDFLOLWLHV�IRU�SHUVRQDO�SURMHFWV�
+H� VDLG� WKDW� HYHQ� WKRXJK� WKHUH� ZHUH� QR� ZULWWHQ� SROLFLHV� RU
SURFHGXUHV�� VWDII� XQGHUVWDQG� WKDW� &68/%� ZLOO� QRW� FRQWLQXH� WR
DOORZ�WKHP�WR�XVH�VWDWH�HTXLSPHQW�LI�WKH\�DEXVH�WKH�SULYLOHJH�

$ERXW� RQH� PRQWK� DIWHU� RXU� LQWHUYLHZ� ZLWK� WKH� GLUHFWRU�� KH
LVVXHG�D�SROLF\� VWDWHPHQW�RQ�ERUURZLQJ� VWDWH�RZQHG� WRROV� DQG
HTXLSPHQW�� �7KH�SROLF\��ZKLFK�DOORZV�HPSOR\HHV� WR�XVH� VWDWH�
RZQHG�HTXLSPHQW��LQFOXGHV�VHYHQ�SURYLVLRQV�WKDW��DFFRUGLQJ�WR
WKH�VWDWHPHQW��DUH�LQWHQGHG�WR�SURWHFW�&68/%�VWDII�DQG�&68/%ªV
OLDELOLW\�� � 7KH� SURYLVLRQV� LQFOXGH� UHTXLUHPHQWV� VXFK� DV

$OORZLQJ�HPSOR\HHV�WR
XVH�VWDWH�UHVRXUFHV�DIWHU�
KRXUV�OHDYHV�WKH
GHSDUWPHQW�RSHQ�WR
DFFXVDWLRQV�RI
PLVFRQGXFW�



&DOLIRUQLD�6WDWH�8QLYHUVLW\��/RQJ�%HDFK���0LVXVH�RI�6WDWH
)DFLOLWLHV��(TXLSPHQW��DQG�3XUFKDVLQJ�$XWKRULW\
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SURKLELWLQJ� WKH� XVH� RI� HTXLSPHQW� IRU� JHQHUDWLQJ� SHUVRQDO
LQFRPH�� SURKLELWLQJ� XVH� WKDW�ZLOO� UHGXFH� WKH� XVHIXO� OLIH� RI� WKH
HTXLSPHQW��UHTXLULQJ�WKDW�XVHUV�EH�WUDLQHG�WR�XVH�WKH�HTXLSPHQW
VDIHO\�� DQG� UHTXLULQJ� WKDW� D� VXSHUYLVRU� UHFRUG� WKH� FKHFNRXW� RI
HTXLSPHQW�DQG�LQVSHFW�LW�XSRQ�UHWXUQ�

$V� D� UHVXOW� RI� &68/%ªV� ORQJ�VWDQGLQJ� WROHUDQFH� RI� HPSOR\HHV
XVLQJ�VWDWH�IDFLOLWLHV�DQG�HTXLSPHQW�IRU�SHUVRQDO�SURMHFWV�DQG�WKH
UHFHQW�SROLF\�JXLGDQFH�WKDW�JUDQWV�SHUPLVVLRQ�IRU�HPSOR\HHV�WR
XVH�VWDWH�HTXLSPHQW�IRU�SHUVRQDO�SURMHFWV��&68/%�LV�FRQGRQLQJ
YLRODWLRQV�RI�VWDWH�ODZ�

)RU�H[DPSOH��ZH�LQWHUYLHZHG�QLQH�&68/%�HPSOR\HHV�UHJDUGLQJ
WKH� PHFKDQLFªV� XVH� RI� &68/%� IDFLOLWLHV�� � (LJKW� RI� WKHVH
HPSOR\HHV��LQFOXGLQJ�WKH�GLUHFWRU�RI�IDFLOLWLHV�PDQDJHPHQW�DQG
WKH� PDQDJHU� RI� WKH� DXWRPRWLYH� UHSDLU� IDFLOLW\�� DFNQRZOHGJHG
WKDW�WKH�PHFKDQLF�XVHV�&68/%ªV�DXWRPRWLYH�UHSDLU�IDFLOLWLHV�DIWHU
KRXUV� WR� UHSDLU�SULYDWHO\�RZQHG�DXWRPRELOHV�� � 6L[�RI� WKH� HLJKW
HPSOR\HHV�� LQFOXGLQJ� WKH� PDQDJHU� RI� WKH� DXWRPRWLYH� UHSDLU
IDFLOLW\�� DFNQRZOHGJHG� WKDW� WKH� PHFKDQLF� KDV� UHSDLUHG� WKHLU
SHUVRQDO� YHKLFOHV� LQ� &68/%ªV� IDFLOLWLHV�� � 7KUHH� RI� WKHVH� VL[
HPSOR\HHV�DGPLWWHG�WKDW�WKH\�SDLG�WKH�PHFKDQLF�LQ�FDVK�IRU�WKH
VHUYLFHV�WKH\�UHFHLYHG���7ZR�RWKHU�HPSOR\HHV�VDLG�WKH\�SDLG�WKH
PHFKDQLF�LQ�FDVK�IRU�ZRUN�KH�GLG�RQ�WKHLU�DXWRPRELOHV���2QH�RI
WKHVH�WZR�HPSOR\HHV�LV�QRW�VXUH�LI�WKH�PHFKDQLF�GLG�WKH�ZRUN�LQ
FDPSXV�IDFLOLWLHV�RU�DW�KLV�KRPH��ZKLOH�WKH�RWKHU�HPSOR\HH�ZDV
FHUWDLQ�WKDW�WKH�ZRUN�ZDV�GRQH�DW� WKH�PHFKDQLFªV�KRPH���2QH
RWKHU� HPSOR\HH� VDLG� KH� SDLG� WKH� PHFKDQLF� E\� WDNLQJ� KLP� WR
OXQFK�RQ�D�QXPEHU�RI�RFFDVLRQV�

$XWRPRWLYH�3DUWV�DQG�6HUYLFHV
3XUFKDVHG�RQ�&68/%nV�2SHQ�3XUFKDVH
2UGHUV�:HUH�0LVDSSURSULDWHG

$FFRUGLQJ� WR� WKH�PHFKDQLF�� KH� SHUVRQDOO\� SODFHV�PRVW� RI� WKH
RUGHUV�IRU�VSDUH�SDUWV�UHTXLUHG�E\�WKH�VKRS��VLJQV�WKH�UHFHLSWV�IRU
PRVW�RI� WKH�SDUWV�UHFHLYHG��DQG�VXSHUYLVHV� WKH�RSHUDWLRQ�RI� WKH
DXWRPRWLYH� UHSDLU� IDFLOLW\�� � &68/%� KDV� KDG� D� VHULHV� RI� RSHQ
SXUFKDVH�RUGHUV�ZLWK� D� ORFDO�1$3$�DXWR�SDUWV� UHWDLOHU�� � 7KHVH
RSHQ�SXUFKDVH�RUGHUV�VSHFLI\�WKDW�WKH�PHFKDQLF�LV�DXWKRUL]HG�WR
SODFH�RUGHUV�

7KH�DOOHJDWLRQ�FRQWHQGV� WKDW� WKH�PHFKDQLF�SXUFKDVHG�SDUWV� IRU
UHSDLUV�WR�KLV�SHUVRQDO�YHKLFOHV�RU�KLV�FXVWRPHUVª�YHKLFOHV���:H
UHYLHZHG� D� VDPSOH� RI� ��� LQYRLFHV� IRU� &68/%� SXUFKDVHV� RI
DXWRPRWLYH�SDUWV�� �$OO�EXW�RQH�ZHUH� IRU�SXUFKDVHV�DW� WKH� ORFDO
1$3$� DXWR� SDUWV� UHWDLOHU� DQG� FKDUJHG� WR� &68/%ªV� SXUFKDVH

(LJKW�RI�QLQH�LQWHUYLHZHG
HPSOR\HHV�DFNQRZOHGJHG
WKDW�WKH�PHFKDQLF�XVHG
VWDWH�IDFLOLWLHV�DIWHU�KRXUV
WR�UHSDLU�SULYDWHO\�RZQHG
YHKLFOHV�
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RUGHUV���:H�DVNHG�D�QRUWKHUQ�&DOLIRUQLD�1$3$�GLYLVLRQ�PDQDJHU
DQG�WKH�SDUWV�GHSDUWPHQW�DW�D�6DFUDPHQWR�'RGJH�GHDOHUVKLS�WR
LGHQWLI\� WKH� W\SHV� RI� YHKLFOHV� WKDW� FRXOG� XVH� WKH� SDUWV� RQ� WKH
LQYRLFHV�EDVHG�RQ�WKH�SDUW�QXPEHUV�DQG�LWHP�GHVFULSWLRQV���:H
WKHQ� UHYLHZHG� &68/%� ZRUN� RUGHU� GHWDLO� FRVW� OLVWLQJV� WR
GHWHUPLQH�WKH�W\SH�RI�YHKLFOH�RQ�ZKLFK�WKH�SDUWV�ZH�LGHQWLILHG
ZHUH�LQVWDOOHG���:H�IRXQG�QR�LPSURSULHW\�IRU�DQ\�RI�WKH�SDUWV�RQ
VL[� LQYRLFHV�� � 7DEOH��� OLVWV� HDFK� RI� WKH� RWKHU� WHQ� LQYRLFHV� DQG
SURYLGHV� LQIRUPDWLRQ� UHODWHG� WR� WKH� DFTXLVLWLRQ� DQG� XVH� RI� WKH
SDUWV�
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7KH�FRPSLODWLRQ�RI�HYLGHQFH� OHDGV�XV� WR�EHOLHYH� WKH�PHFKDQLF
PLVDSSURSULDWHG�VRPH�RI� WKH�SDUWV�DQG�VHUYLFHV�ELOOHG�RQ� WKHVH
LQYRLFHV�DQG�SDLG�IRU�E\�&68/%���1LQH�RI�WKH�SDUWV�RU�VHUYLFHV
LGHQWLILHG� RQ� HLJKW� RI� WKH� LQYRLFHV� GLG� QRW� ILW� WKH� W\SHV� RI
YHKLFOHV� IRU� ZKLFK� WKH\� ZHUH� VXSSRVHGO\� XVHG�� � $GGLWLRQDOO\�
ILYH�SDUWV�RQ�IRXU�RI�WKH�VDPH�HLJKW�LQYRLFHV�ILW�YHKLFOHV�RZQHG
E\� WKH� PHFKDQLF� RU� KLV� VSRXVH�� � 7KHVH� SDUWV� ZHUH� D� PDVWHU
F\OLQGHU�� DQ� LJQLWLRQ� FRLO�� D� FRQWURO� XQLW�� D� SHGDO� SDG�� DQG� D
KHDWHU�FDEOH�

0DVWHU�&\OLQGHU�:DV�3XUFKDVHG
IRU�2WKHU�7KDQ�&68/%�8VH

2I� WKHVH� ILYH� SDUWV�� WKH� SXUFKDVH� RI� WKH� PDVWHU� F\OLQGHU� LV
SDUWLFXODUO\� VXVSLFLRXV�� � )LUVW�� DOWKRXJK� WKH� PHFKDQLF� KDG� WR
SODFH�D�VSHFLDO�RUGHU�IRU�WKH�SDUW��WKH�PDVWHU�F\OLQGHU�GRHV�QRW
ILW�DQ\�&68/%�YHKLFOH��� ,Q� IDFW�� WKH�SDUW�RQO\� ILWV�YDULRXV�����
WKURXJK������2SHOV��DQG�WKH�PHFKDQLFªV�VSRXVH�RZQV�D�����
2SHO�� :H� YLHZHG� WKH� PDVWHU� F\OLQGHU� LQVWDOOHG� LQ� WKH� 2SHO
EHORQJLQJ� WR� WKH�PHFKDQLFªV� VSRXVH�� � $OWKRXJK� LW� ORRNHG� OLNH
WKH�PDVWHU�F\OLQGHU�SLFWXUHG�LQ�D�SDUWV�FDWDORJ�WKDW�KDV�WKH�VDPH
SDUW�QXPEHU�DSSHDULQJ�RQ� WKH�SXUFKDVH� LQYRLFH��ZH�FRXOG�QRW
GHWHUPLQH� WKDW� WKLV�PDVWHU� F\OLQGHU�ZDV� WKH�RQH�SXUFKDVHG�RQ
&68/%ªV�SXUFKDVH�RUGHU�

:H�DUH�DOVR� VXVSLFLRXV�DERXW� WKLV�SXUFKDVH�EHFDXVH�HLWKHU� WKH
PHFKDQLF�UHWXUQHG�WKH�PDVWHU�F\OLQGHU�WR�WKH�1$3$�UHWDLOHU��RU
KH� DW� OHDVW� REWDLQHG� FUHGLW� IRU� D� UHWXUQ� IURP� WKH� 1$3$
UHWDLOHU����PRQWKV�DIWHU� WKH�SXUFKDVH���)RU�VHYHUDO�UHDVRQV��ZH
EHOLHYH� WKH� PHFKDQLF� GLG� QRW� DFWXDOO\� UHWXUQ� WKH� PDVWHU
F\OLQGHU�� � $FFRUGLQJ� WR� WKH�1$3$� UHWDLOHUªV� UHFRUGV�� � WKH� SDUW
ZDV� UHWXUQHG� DW� ����� S�P��� 6HSWHPEHU� ��� ����¦OHVV� WKDQ� DQ
KRXU�DIWHU�DQRWKHU�&68/%�HPSOR\HH� UHTXHVWHG�DQG�REWDLQHG�D
GXSOLFDWH� FRS\� RI� WKH� RULJLQDO� SXUFKDVH� LQYRLFH� IURP� WKH
UHWDLOHU�� � $FFRUGLQJ� WR� WKH� FDPSXV� SROLFH� LQYHVWLJDWRU�� WKH
VHFRQG� HPSOR\HH� WROG� WKH� LQYHVWLJDWRU� WKDW� KH� REWDLQHG� WKH
GXSOLFDWH� LQYRLFH� IURP� WKH�1$3$� UHWDLOHU� DW� DERXW� �� S�P�� RQ
6HSWHPEHU� ��� ������ �:KHQ� ZH� DVNHG� WKH� PHFKDQLF� ZK\� KH
UHWXUQHG� WKH�PDVWHU� F\OLQGHU�DW� WKH� VSHFLILF� WLPH�DQG�GDWH� WKDW
KH�GLG��KH�VDLG�WKDW�KH�ZDV�MXVW�FOHDQLQJ�XS�RQ�WKDW�GD\��IRXQG
LW�O\LQJ�RQ�D�VKHOI��DQG�UHWXUQHG�LW�WR�REWDLQ�D�FUHGLW�WR�&68/%ªV
DFFRXQW�

0RUHRYHU��LW�VHHPV�VWUDQJH�WKDW�WKH�1$3$�UHWDLOHU�DFFHSWHG�WKH
UHWXUQ�RI�WKLV�VSHFLDOO\�RUGHUHG�PDVWHU�F\OLQGHU����PRQWKV�DIWHU
&68/%� SXUFKDVHG� LW� GHVSLWH� WKH� QRWLFH� SULQWHG� RQ� DOO� WKH
UHWDLOHUªV� LQYRLFHV� WKDW� QR� SDUWV�PD\� EH� UHWXUQHG� DIWHU� �� GD\V�
7KH� QRWLFH� DOVR� VSHFLILHV� WKDW� QR� VSHFLDO� RUGHUV� PD\� EH
UHWXUQHG�� � 7KH� UHWDLOHU� H[SODLQHG� WR� XV� WKDW� KH� VRPHWLPHV

7KH�6WDWH�SDLG�IRU�D
PDVWHU�F\OLQGHU�WKDW�RQO\
ILWV�ROGHU�2SHOV¦WKH�W\SH
RI�FDU�RZQHG�E\�WKH
PHFKDQLFªV�VSRXVH�
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DFFHSWV�UHWXUQV�DV�D�JHVWXUH�RI�JRRGZLOO�IRU�YDOXHG�FXVWRPHUV�LI
WKH� UHWXUQHG�SDUWV� DUH� LQ� JRRG�FRQGLWLRQ�� � 7KH� UHWDLOHU� WROG� XV
WKDW� &68/%� LV� D� JRRG� EXVLQHVV� DFFRXQW�� DQG� KH� WULHV� WR
DFFRPPRGDWH� LWV� UHTXHVWV�ZKHQ� SRVVLEOH� WR� NHHS� LWV� EXVLQHVV�
)URP�WKH�UHWDLOHUªV�YLHZSRLQW��WKH�PHFKDQLF�LV�&68/%���7R�NHHS
&68/%ªV� EXVLQHVV�� LW� LV� SRVVLEOH� WKDW� WKH� UHWDLOHU� JDYH� WKH
PHFKDQLF� D� FUHGLW� LQYRLFH�ZLWKRXW� UHTXLULQJ� KLP� WR� UHWXUQ� WKH
PDVWHU� F\OLQGHU�� � ,Q� IDFW�� DOWKRXJK� WKH� UHWDLOHU� WROG� XV� KH
UHWXUQHG�WKH�PDVWHU�F\OLQGHU�WR�WKH�1$3$�ZKROHVDOHU��ZH�FRXOG
ILQG�QR�UHFRUG�LQ�WKH�ZKROHVDOHUªV�ILOHV�IRU�WKH�UHWXUQ�

:H�GRXEW�WKH�YHUDFLW\�RI�WKH�PHFKDQLFªV�H[SODQDWLRQ�UHJDUGLQJ
WKH� PDVWHU� F\OLQGHU� WUDQVDFWLRQ� IRU� RWKHU� UHDVRQV�� � :KHQ� ZH
DVNHG�KLP�ZK\�KH�RUGHUHG�WKH�PDVWHU�F\OLQGHU��KH�VDLG�KH�GLG
QRW�UHPHPEHU�DQG�VXJJHVWHG�WKH�SDUW�PD\�KDYH�EHHQ�VKLSSHG�WR
KLP� LQFRUUHFWO\�� � $FFRUGLQJ� WR� WKH� FDPSXV� SROLFH� UHSRUW�� WKH
PHFKDQLF� WROG� WKH� LQYHVWLJDWRU� KH� RUGHUHG� WKH� SDUW� E\�PLVWDNH
DQG� UHWXUQHG� LW� ZKHQ� KH� GLVFRYHUHG� KH� GLG� QRW� QHHG� LW�
+RZHYHU�� DFFRUGLQJ� WR� WKH� LQYHVWLJDWLRQ� UHSRUW�� WKH� 1$3$
UHWDLOHU�UHPHPEHUHG�WKLV�SXUFKDVH�DQG�WROG�WKH� LQYHVWLJDWRU� WKH
PHFKDQLF�VHOHFWHG�WKH�PDVWHU�F\OLQGHU�E\�ORRNLQJ�DW�SLFWXUHV�RI
PDVWHU� F\OLQGHUV� LQ� D� FDWDORJ�� � ,W� VHHPV� WR� XV� WKDW� LI� WKH
PHFKDQLF�VHOHFWHG�WKH�PDVWHU�F\OLQGHU�E\�ORRNLQJ�DW�SLFWXUHV�LQ
D�FDWDORJ��KH�DSSDUHQWO\�NQHZ�ZKDW�KH�ZDV�ORRNLQJ�IRU�DQG�IRU
ZKLFK�YHKLFOH�LW�ZDV�LQWHQGHG���)XUWKHUPRUH��WKH�SLFWXUH�LQ�WKH
FDWDORJ�FRQWDLQV�DQ�LOOXVWUDWLRQ�QXPEHU�WKDW�FURVV�LQGH[HV�WR�WKH
PDVWHU�F\OLQGHU�SDUW�QXPEHU�FRQWDLQLQJ�WKH�GHVFULSWLRQ�ZH�XVHG
WR� GHWHUPLQH� WKH� SDUW� ILWV� 2SHO� FDUV�� � &OHDUO\�� DQ\� PHFKDQLF
ZLWK� WKLV� HPSOR\HHªV� H[SHULHQFH� ZRXOG� KDYH� WUDFHG� WKHVH
QXPEHUV� DV� ZH� GLG� DQG� NQRZQ� WKH� W\SH� RI� YHKLFOH� WKH� SDUW
ZRXOG�ILW�

2WKHU� FRQIOLFWLQJ� DQG� HTXDOO\� LQFUHGLEOH� LQIRUPDWLRQ� H[LVWV
DERXW� WKH�PDVWHU�F\OLQGHU�� �'HVSLWH� WKH� IDFW� WKDW� WKH�PHFKDQLF
VDLG� WKH� PDVWHU� F\OLQGHU� OD\� LQ� WKH� VKRS� XQQRWLFHG� IRU
���PRQWKV�� RQH� GRFXPHQW� VKRZV� WKDW� LW� ZDV� LQVWDOOHG� RQ� D
WUDFWRU�� � /DERU� ZDV� ODVW� FKDUJHG� WR� WKLV� ZRUN� RQ� WKH� WUDFWRU
DOPRVW� D� PRQWK� EHIRUH� WKH� PDVWHU� F\OLQGHU� ZDV� SXUFKDVHG�
&OHDUO\��LW�FRXOG�QRW�KDYH�EHHQ�LQVWDOOHG�LQ�WKH�WUDFWRU�LI�LW�OD\�LQ
WKH� VKRS�XQQRWLFHG� IRU����PRQWKV�� � )XUWKHUPRUH�� LW� FRXOG�QRW
KDYH�EHHQ� LQVWDOOHG� LQ� WKH� WUDFWRU� LI�� DV� WKH�PHFKDQLF� DQG� WKH
1$3$� UHWDLOHU� FRQWHQG�� LW�ZDV� UHWXUQHG� WR� WKH� UHWDLOHU� LQ� JRRG
HQRXJK� FRQGLWLRQ� WR� EH� UHVROG�� � 7KH� PHFKDQLF� FRXOG� QRW
H[SODLQ�ZK\�WKH�ZRUN�RUGHU�VKRZV�WKDW�WKH�PDVWHU�F\OLQGHU�ZDV
LQVWDOOHG�RQ� WKH� WUDFWRU�� �)XUWKHUPRUH�� WKH�PHFKDQLF�FRXOG�QRW
WHOO�XV�ZK\��LI�WKH�WUDFWRU�QHHGHG�D�UHSODFHPHQW�PDVWHU�F\OLQGHU�
WKH�PDLQWHQDQFH�UHFRUGV�IRU�WKH�WUDFWRU�GR�QRW�VKRZ�WKDW�&68/%
SXUFKDVHG�WKH�FRUUHFW�PDVWHU�F\OLQGHU�

7R�NHHS�VWDWH�EXVLQHVV�
WKH�UHWDLOHU�PD\�KDYH
JLYHQ�WKH�PHFKDQLF�D
FUHGLW�LQYRLFH�ZLWKRXW
UHTXLULQJ�KLP�WR�UHWXUQ
WKH�SDUW�
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6HUYLFH�3DLG�)RU�E\
&68/%�:DV�,QDSSURSULDWH

2QH�LQYRLFH�FKDUJHG�D�VHUYLFH�WR�D�YHKLFOH�ZKHQ�LW�FOHDUO\�ZDV
QRW� DSSURSULDWH� IRU� WKDW� W\SH� RI� YHKLFOH�� � 6SHFLILFDOO\�� WKH
LQYRLFH� ZDV� IRU� ODERU� FKDUJHV� WR� UHVXUIDFH� D� IO\ZKHHO�� D
SURFHGXUH� DSSOLFDEOH� WR� YHKLFOHV� ZLWK� VWDQGDUG� WUDQVPLVVLRQV�
+RZHYHU��WKH�LQYRLFH�IRU�UHVXUIDFLQJ�WKH�IO\ZKHHO�ZDV�FKDUJHG
WR� D� 'RGJH� 'DNRWD� WUXFN� WKDW� KDV� DQ� DXWRPDWLF� WUDQVPLVVLRQ�
$FFRUGLQJ� WR� D� VHUYLFH� PDQDJHU� DW� D� 'RGJH� GHDOHUVKLS� LQ
QRUWKHUQ�&DOLIRUQLD��WKHVH�WUXFNV�GR�QRW�KDYH�D�IO\ZKHHO�

:KHQ�ZH�DVNHG�WKH�PHFKDQLF�DERXW�WKLV�DSSDUHQW�GLVFUHSDQF\�
KH�VDLG�WKDW� WKH�DFWXDO�ZRUN�GRQH�ZDV�WKH�UHSDLU�RI�D�FUDFN� LQ
RQH�RI� WKH�ZHOGV�KROGLQJ�WKH�WRUTXH�FRQYHUWHU� WR�WKH� IO\ZKHHO�
:KHQ�ZH�DVNHG�WKH�1$3$�UHWDLOHU�DERXW�WKLV�UHSDLU��KH�VDLG�WKDW
WKH�DFWXDO�ZRUN�GRQH�ZDV�WKH�UHSODFHPHQW�RI�D�ULQJ�JHDU���7KH
UHWDLOHU�DOVR�VDLG�WKDW�KLV�LQYRLFH�V\VWHP�UHTXLUHV�WKDW�KH�HQWHU�D
UHSDLU�FRGH�WR�SULQW�WKH�LQYRLFH���+RZHYHU��KH�GRHV�QRW�KDYH�D
FRGH� IRU� UHSODFLQJ� D� ULQJ� JHDU�� VR� KH� XVHG� WKH� RQH� IRU
UHVXUIDFLQJ� D� IO\ZKHHO� EHFDXVH� LW� FORVHO\� DSSUR[LPDWHV� WKH
QDWXUH� RI� WKH� ZRUN� GRQH�� � $OWKRXJK� WKH� 1$3$� UHWDLOHUªV
H[SODQDWLRQ�DSSHDUV�SODXVLEOH��ZH�GRXEW�LWV�FUHGLELOLW\���)LUVW��DV
VWDWHG�HDUOLHU��ZH�GLG�QRW�ILQG�KLV�VWDWHPHQW�UHJDUGLQJ�WKH�PDVWHU
F\OLQGHU� FUHGLEOH�� � 6HFRQG�� WKH� 1$3$� UHWDLOHU� KDV� D� YHVWHG
LQWHUHVW�LQ�SURWHFWLQJ�WKH�PHFKDQLF¦KH�ZDQWV�WR�NHHS�&68/%ªV
EXVLQHVV� DQG� KLV� SULPH� FRQWDFW� ZLWK� &68/%� KDV� EHHQ� WKH
PHFKDQLF���0RUHRYHU�� WKH�FDPSXV�SROLFH� LQYHVWLJDWRU�VWDWHG� LQ
KLV� UHSRUW� WKDW� KH� EHOLHYHG� WKH� 1$3$� UHWDLOHU� PD\� KDYH� EHHQ
FRYHULQJ�IRU�WKH�PHFKDQLF�EHFDXVH�KH�GLG�QRW�ZDQW�WR�ORVH�WKH
&68/%�DFFRXQW�

7KUHH�2WKHU�3XUFKDVHV�:HUH�,QDSSURSULDWH

7ZR�RWKHU�LQYRLFHV��RQH�IRU�D�3&9�YDOYH�DQG�RQH�IRU�D�GLVF�VHW�
OLVW� SDUW� QXPEHUV� WKDW� GR� QRW� ILW� DQ\� YHKLFOH� LQ�&68/%ªV� IOHHW�
7KH� WKLUG� LQYRLFH� LV� QRW� RI� SDUWLFXODU� QRWH� RWKHU� WKDQ� WKH� SDUW
SXUFKDVHG��ZDV�FKDUJHG�WR�D�YHKLFOH�LW�GRHV�QRW�ILW�

3XUFKDVHV�RI�7ZR�3DUWV

:H�FRXOG�QRW�WUDFH�WKH�SDUW�QXPEHUV�RQ�WZR�LQYRLFHV�WR�D�SDUWV
GHVFULSWLRQ�RU�WKH�W\SH�RI�YHKLFOH�WKH\�PLJKW� ILW�� �2QH�RI� WKHVH
LQYRLFHV� LGHQWLILHV� WKH� SDUW� DV� D� §FDS¨� DQG� WKH� RWKHU� LGHQWLILHV
WKH�SDUW�DV�D�§URWRU�¨��$FFRUGLQJ�WR�WKH�1$3$�UHWDLOHU�ZKR�VROG
WKH�SDUWV�WR�&68/%��ERWK�RI�WKHVH�LQYRLFHV�FRQWDLQ�D�FRGH�WKDW
LQGLFDWHV�HLWKHU�KH�REWDLQHG�WKH�SDUW�IURP�D�QRQ�1$3$�VXSSOLHU
DV� D� FRQYHQLHQFH� WR� WKH� FXVWRPHU� RU� WKH� LWHPV� ZHUH� DFWXDOO\

&68/%�SDLG�IRU�WKH�UHSDLU
RI�D�IO\ZKHHO�IRU�D�YHKLFOH
WKDW�GLG�QRW�KDYH�RQH�
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WRROV��QRW�SDUWV���7KH�UHWDLOHU�VDLG�WKDW�LQ�WKLV�W\SH�RI�WUDQVDFWLRQ�
KH�FDQQRW�WHOO�DW�VRPH�ODWHU�GDWH�LI�WKH�LWHPV�ZHUH�SDUWV�RU�WRROV�
+RZHYHU��ZH�WUDFHG�WKH�SDUWV�WR�D�&68/%�ZRUN�RUGHU�GHWDLO�FRVW
OLVWLQJ� WKDW� VKRZV� WKH\�ZHUH� FKDUJHG� DV� D� FDS� DQG� URWRU� WR� D
����� )RUG� )����� GXPS� WUXFN�� � $FFRUGLQJ� WR� D� QRUWKHUQ
&DOLIRUQLD�1$3$�ORFDO�GLYLVLRQ�PDQDJHU��LQ�WKH�DEVHQFH�RI�DQ\
IXUWKHU�SDUWV�GHVFULSWLRQ��FDS�DQG�URWRU�ZRXOG�EH�XQGHUVWRRG�E\
SDUWV� UHWDLOHUV� DV� WZR� FRPSRQHQWV� RI� D� GLVWULEXWRU� LQ� D
QRQWUDQVLVWRUL]HG�LJQLWLRQ�V\VWHP���7KH�GLYLVLRQ�PDQDJHU�VWDWHG
WKDW�D�FDS�DQG�URWRU�IRU�WKLV�W\SH�RI�YHKLFOH�DUH�QRUPDOO\�UHDGLO\
DYDLODEOH� LQ� VWRFN� DW� 1$3$� SDUWV� UHWDLOHUV�� � )XUWKHUPRUH�
DFFRUGLQJ�WR�WKH�GLYLVLRQ�PDQDJHU��WKH�FRVWV�IRU�D�FDS�DQG�URWRU
IRU�WKLV�W\SH�RI�YHKLFOH�DUH��������DQG��������UHVSHFWLYHO\��IRU�D
QRQFRQWUDFW�� KLJK�YROXPH� FXVWRPHU� LQ� WKH� 6DFUDPHQWR� DUHD�
ZKLOH�WKH� LQYRLFHV�FKDUJHG�������� IRU� WKH�FDS�DQG�������� IRU
WKH�URWRU���:H�FRQFOXGH�WKDW�WKH�SDUWV�RUGHUHG�DQG�GHOLYHUHG�RQ
WKHVH�WZR�LQYRLFHV�ZHUH�QRW�D�FDS�DQG�D�URWRU�IRU�D������)RUG
)�����GXPS�WUXFN���7KH�SDUWV�FRXOG�EH�WRROV�RU�WKH\�FRXOG�EH�D
FDS� DQG� URWRU�� RU� HYHQ� VRPH� RWKHU� SDUWV�� IRU� DQ� XQLGHQWLILHG
YHKLFOH�

'XULQJ� WKH� FDPSXV�SROLFH� LQYHVWLJDWLRQ�� WKH� LQYHVWLJDWRU� DVNHG
WKH�PHFKDQLF�DERXW� WKHVH� WZR�SXUFKDVHV�� � 7KH�PHFKDQLF� WROG
WKH�LQYHVWLJDWRU�WKH�LWHPV�ZHUH�QRW�SDUWV�EXW�WRROV�KH�QHHGV�IRU
UHSDLULQJ�WUDQVPLVVLRQV���+H�WROG�WKH�LQYHVWLJDWRU�KH�VRPHWLPHV
EX\V�WRROV�XQGHU�WKH�FDWHJRU\�RI�DXWR�SDUWV�EHFDXVH�LW� LV�HDVLHU
WKDQ� JRLQJ� WKURXJK� &68/%ªV� ELGGLQJ� SURFHVV�� � $OWKRXJK� WKH
1$3$� UHWDLOHUªV� VWDWHPHQW� VHHPV� WR� VXSSRUW� WKH� PHFKDQLFªV
H[SODQDWLRQ� WKDW� KH� EX\V� WRROV� LGHQWLILHG� DV� DXWR� SDUWV� RQ� WKH
LQYRLFH��ZH�ILQG�WKH�H[SODQDWLRQ�QRW�FUHGLEOH�EHFDXVH��RQ�RWKHU
RFFDVLRQV�� KH� ERXJKW� WRROV� FOHDUO\� LGHQWLILHG� DV� WRROV� RQ� WKH
LQYRLFHV�

:H� VKRZHG� WKH� PHFKDQLF� FRSLHV� RI� WKH� HLJKW� LQYRLFHV� WKDW
DSSHDU� WR� LQYROYH�PLVDSSURSULDWLRQ� DQG� WKH� ZRUN� RUGHU� GHWDLO
FRVW�OLVWLQJ�IRU�HDFK�RI�WKHP�WKDW�VKRZV�WKH�YHKLFOH�FKDUJHG�IRU
WKH�SDUWV���:H�DVNHG�KLP�LI�KH�FRXOG�H[SODLQ�ZK\�SDUWV�RQ�WKHVH
LQYRLFHV�ZHUH�FKDUJHG�WR�YHKLFOHV�WKH\�GR�QRW�ILW���$OWKRXJK�KH
KDG� DQ� H[SODQDWLRQ� IRU� WKH� PDVWHU� F\OLQGHU� DQG� WKH� IO\ZKHHO
UHVXUIDFLQJ��KH�FRXOG�QRW�VSHFLILFDOO\�H[SODLQ�DQ\�RI�WKH�RWKHUV�
+RZHYHU��KH�SURYLGHG�WKH�IROORZLQJ�SRVVLEOH�H[SODQDWLRQV��WKDW
KH�GRHV�QRW�FKHFN� WKH�SDUW�QXPEHUV�RQ� WKH� LQYRLFHV�� VR� LI� WKH
SDUW�ILWV�ZKHQ�LW�LV�LQVWDOOHG�RQ�WKH�YHKLFOH��WKH�SDUW�QXPEHU�RQ
WKH� LQYRLFH� LV�ZURQJ�� RU� WKDW� KH�ZURWH� WKH�ZURQJ�ZRUN� RUGHU
QXPEHU�RQ�WKH�LQYRLFH��WKXV�FKDUJLQJ�LW�WR�WKH�ZURQJ�YHKLFOH�

+RZHYHU��ZH�EHOLHYH�WKDW�WKH�PHFKDQLF�IDOVLILHG�ZRUN�RUGHUV�WR
JLYH� WKH� LPSUHVVLRQ� WKDW� SDUWV� KH� RUGHUHG� IRU� KLV� RZQ� RU� KLV
FXVWRPHUVª� YHKLFOHV� ZHUH� LQVWDOOHG� RQ� &68/%� YHKLFOHV�

&68/%�SDLG����WLPHV�WKH
VWDQGDUG�SULFH�IRU�RQH
SDUW�
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$GGLWLRQDOO\�� ZH� EHOLHYH� WKH� PHFKDQLF� IUDXGXOHQWO\
DSSURSULDWHG� VWDWH� SURSHUW\� XQGHU� KLV� FRQWURO� E\� YLUWXH� RI� KLV
HPSOR\PHQW�

7KH�0HFKDQLF�'RHV�1RW�3D\�6WDWH�7D[HV�RQ
WKH�&RPSHQVDWLRQ�+H�(DUQV�5HSDLULQJ�$XWRPRELOHV

6WDWH�ODZ�UHTXLUHV�LQGLYLGXDOV�WR�UHSRUW�LQFRPH�IURP�DOO�VRXUFHV
WR�WKH�)UDQFKLVH�7D[�%RDUG�

)LYH�RI�WKH�PHFKDQLFªV�QLQH�FXVWRPHUV�ZH�LQWHUYLHZHG�VDLG�WKH\
SDLG�KLP�LQ�FDVK�IRU�KLV�VHUYLFHV���2QH�RWKHU�FXVWRPHU�SDLG�IRU
KLV� VHUYLFHV�E\� WDNLQJ�KLP� WR� OXQFK�RQ�D�QXPEHU�RI�RFFDVLRQV
DQG�SD\LQJ�IRU�KLV�OXQFK���$GGLWLRQDOO\��WKUHH�RI�WKH�PHFKDQLFªV
FXVWRPHUV� SDLG� KLP� IRU� SDUWV� WKH� PHFKDQLF� LQVWDOOHG� RQ� WKHLU
YHKLFOHV���$OWKRXJK��ZKHQ�ZH�PHW�ZLWK�KLP��WKH�PHFKDQLF�WROG
XV� KH� GLG� QRW� SD\� VDOHV�� VWDWH� SHUVRQDO� LQFRPH�� RU� IHGHUDO
SHUVRQDO� LQFRPH� WD[HV� RQ� DQ\� RI� WKH� ZRUN� KH� GLG� IRU� KLV
FXVWRPHUV� IRU� FRPSHQVDWLRQ�� KH� UHIXVHG� WR� VLJQ� D� VWDWHPHQW
DGPLWWLQJ�WKLV�XQGHU�SHQDOW\�RI�SHUMXU\�

$V�DQ�H[DPSOH�RI�ZRUN�KH�GLG�QRW�SD\�WD[HV�RQ��KH�WROG�XV�WKDW
KH�FKDUJHV�DERXW������IRU� UHSODFLQJ�EUDNH�SDGV� LI�KH�SURYLGHV
WKH� SDGV� DQG� DERXW� ���� LI� WKH� RZQHU� EX\V� WKH� SDGV�� � $JDLQ�
DOWKRXJK�KH�WROG�XV�DERXW�WKLV�NLQG�RI�UHSDLU��KH�DOVR�UHIXVHG�WR
VLJQ� D� VWDWHPHQW� DGPLWWLQJ� WKLV� XQGHU� SHQDOW\� RI� SHUMXU\�� � 7KH
%RDUG� RI� (TXDOL]DWLRQ� VHDUFKHG� WKHLU� UHJLVWUDWLRQ� UHFRUGV� DQG
IRXQG�QR�UHFRUG�WKDW�WKH�PHFKDQLF�KDV�D�VHOOHUªV�SHUPLW�

7KH�0HFKDQLF�'RHV�1RW�+DYH�D�/LFHQVH
7R�5HSDLU�$XWRPRELOHV�IRU�&RPSHQVDWLRQ

6WDWH� ODZ� UHTXLUHV� LQGLYLGXDOV� ZKR� HQJDJH� LQ� WKH� EXVLQHVV� RI
UHSDLULQJ�PRWRU� YHKLFOHV� IRU� FRPSHQVDWLRQ� WR� UHJLVWHU�ZLWK� WKH
'HSDUWPHQW� RI� &RQVXPHU� $IIDLUV�� � :H� UHYLHZHG� UHJLVWUDWLRQ
UHFRUGV�RI�WKH�'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV�DQG�GHWHUPLQHG
WKDW� WKH� PHFKDQLF� LV� QRW� UHJLVWHUHG�� � $OWKRXJK� WKH� PHFKDQLF
DGPLWWHG� WR�XV� WKDW� KH�GRHV�QRW� KDYH� D� YDOLG� OLFHQVH� WR� UHSDLU
DXWRPRELOHV��KH�UHIXVHG�WR�VLJQ�D�VWDWHPHQW�DGPLWWLQJ�WKLV�XQGHU
SHQDOW\� RI� SHUMXU\�� � $OWKRXJK� UHJLVWUDWLRQ� LV� QRW� UHTXLUHG� WR
UHSDLU�&68/%ªV�PRWRU�YHKLFOHV��WKH�PHFKDQLF�PXVW�EH�UHJLVWHUHG
WR�UHSDLU�RWKHU�YHKLFOHV�IRU�FRPSHQVDWLRQ�

)LYH�RI�WKH�QLQH
FXVWRPHUV�ZH�LQWHUYLHZHG
SDLG�WKH�PHFKDQLF�LQ
FDVK�IRU�KLV�VHUYLFHV�
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&RQFOXVLRQ

&68/%� DOORZV� LWV� HPSOR\HHV� WR� XVH� LWV� UHVRXUFHV� IRU� SHUVRQDO
SXUSRVHV�� � 7KH� PHFKDQLF� XVHV� &68/%� UHVRXUFHV� WR� UHSDLU
YHKLFOHV� WKDW� EHORQJ� WR� RWKHU� &68/%� HPSOR\HHV� IRU
FRPSHQVDWLRQ�� � ,Q� DGGLWLRQ�� WKH� PHFKDQLF� PLVDSSURSULDWHG
DSSUR[LPDWHO\� ����� LQ� SDUWV� DQG� VHUYLFHV� SDLG� IRU� E\�&68/%�
)XUWKHUPRUH�� WKH� PHFKDQLF� KDV� QRW� SDLG� UHTXLUHG� WD[HV� GXH
IURP� KLV� EXVLQHVV� DFWLYLWLHV�� � )LQDOO\�� WKH� PHFKDQLF� KDV� QRW
UHJLVWHUHG�ZLWK�WKH�%RDUG�RI�(TXDOL]DWLRQ�WR�FRQGXFW�D�EXVLQHVV
RU� ZLWK� WKH� 'HSDUWPHQW� RI� &RQVXPHU� $IIDLUV� WR� SHUIRUP
DXWRPRWLYH�UHSDLU�

$JHQF\�5HVSRQVH

&68/%� UHSRUWHG� WKDW� VHQLRU� PDQDJHPHQW� KDG� QHLWKHU� EHHQ
DZDUH�RI�QRU�VDQFWLRQHG�WKH�SROLF\�SHUPLWWLQJ�HPSOR\HHV�WR�XVH
&68/%� UHVRXUFHV� IRU� SHUVRQDO� SXUSRVHV�� � &68/%� UHYRNHG� WKH
SROLF\�DQG�GHYHORSHG�D�QHZ�RQH�WKDW�SURKLELWV�WKH�SHUVRQDO�XVH
RI� VWDWH� UHVRXUFHV�� � ,Q� DGGLWLRQ�� &68/%ªV� LQWHUQDO� DXGLWRU� LV
FRQGXFWLQJ� D� UHYLHZ� RI� WKH� LQWHUQDO� FRQWUROV� RYHU� SXUFKDVLQJ
DXWRPRWLYH�SDUWV�DQG�ZLOO�PDNH�UHFRPPHQGDWLRQV�WR�VWUHQJWKHQ
WKH�FRQWUROV��LQFOXGLQJ�EHWWHU�VHSDUDWLRQ�RI�GXWLHV�

&68/%� UHSULPDQGHG� ERWK� WKH�PHFKDQLF� DQG� KLV�PDQDJHU�� � ,Q
DGGLWLRQ�� &68/%� UHGXFHG� WKH� PHFKDQLFªV� UHVSRQVLELOLWLHV� DQG
DXWKRULW\� WR� SUHYHQW� DQ\� IXWXUH� RSSRUWXQLW\� IRU�PLVXVH� RI� VWDWH
DVVHWV�� � &68/%� KDV�� KRZHYHU�� FRQFOXGHG� WKDW� WKH�PHFKDQLFªV
IDLOXUH� WR� UHSRUW� DQG� SD\� WD[HV� DQG� PDLQWDLQ� D� OLFHQVH� IDOO
RXWVLGH�LWV�VFRSH�RI�UHVSRQVLELOLW\�
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Chapter 3
'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV�

,QFRPSDWLEOH�$FWLYLWLHV�DQG
&LUFXPYHQWLRQ�RI�&RQWUROV

$OOHJDWLRQ�,������

KH� %XUHDX� RI� $XWRPRWLYH� 5HSDLU� �%$5�� XQGHU� WKH
'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV��GHSDUWPHQW��DXWKRUL]HG�D
UHIHUHH�VPRJ�WHFKQLFLDQ�WR�FHUWLI\�D�YHKLFOH�WKDW�KDG�LOOHJDO

HTXLSPHQW�� � 7KH� %$5� WKHQ� XVHG� VWDWH� IXQGV� WR� SD\� IRU� WKH
UHSDLUV� QHFHVVDU\� WR� PDNH� WKH� YHKLFOH� OHJDO� DQG� DWWHPSWHG� WR
FRYHU�XS�WKH�LPSURSHU�FHUWLILFDWLRQ�DQG�PLVXVH�RI�VWDWH�IXQGV�

5HVXOWV�DQG�0HWKRG�RI�,QYHVWLJDWLRQ

7KH�GHSDUWPHQW�FRQGXFWHG�LQYHVWLJDWLRQV�DQG�VXEVWDQWLDWHG�WKDW
%$5�RIILFLDOV� LPSURSHUO\�GLUHFWHG�D� UHIHUHH� VPRJ� WHFKQLFLDQ� WR
FHUWLI\� D� YHKLFOH� ZLWK� LOOHJDO� HTXLSPHQW�� � 2XU� LQYHVWLJDWLRQ
VXEVWDQWLDWHG�WKDW� WKH�%$5�ODWHU�SDLG�VWDWH� IXQGV� WR� UHSODFH� WKH
LOOHJDO� FDUEXUHWRUV� ZLWK� OHJDO� FDUEXUHWRUV�� � ,Q� DGGLWLRQ�� %$5
HPSOR\HHV� FLUFXPYHQWHG� WKH� GHSDUWPHQWªV� FRQWUROV� WR� FRQFHDO
WKDW�WKH�%$5�KDG�LPSURSHUO\�FDXVHG�WKH�YHKLFOH�WR�EH�FHUWLILHG
DQG�WKDW�WKH�6WDWH�SDLG�WR�UHSDLU�LW���7R�LQYHVWLJDWH�WKH�DOOHJDWLRQ�
ZH� UHYLHZHG� WKH�GHSDUWPHQWªV� LQYHVWLJDWLYH� UHSRUW�� LQWHUYLHZHG
GHSDUWPHQW� DQG� FRQWUDFWRU� SHUVRQQHO�� DQG� H[DPLQHG� FRQWUDFW
ILOHV�

%DFNJURXQG

� ,Q�������LQ�UHVSRQVH�WR�WKH�)HGHUDO�&OHDQ�$LU�$FW�DPHQGPHQWV
RI� ������ WKH� &DOLIRUQLD� /HJLVODWXUH� HVWDEOLVKHG� D� SURJUDP� WR
HQKDQFH� DQG� LPSURYH� WKH� H[LVWLQJ� VPRJ� FKHFN� SURJUDP�� � $V
SDUW�RI� WKH�TXDOLW\�DVVXUDQFH�SRUWLRQ�RI� WKH�6WDWHªV�VPRJ�FKHFN
SURJUDP�� WKH� GHSDUWPHQW� KDG� WR� FRQWUDFW� RXW� WKH� VWDWHZLGH
UHIHUHH� VHUYLFHV�� 6HUYLFHV� SURYLGHG� E\� WKH� 6WDWHªV� UHIHUHH
FRQWUDFWRU� LQFOXGH� SHUIRUPLQJ� VPRJ� FKHFNV� RQ� YHKLFOHV� WKDW
FDQQRW�EH�WHVWHG�E\�D�VPRJ�FKHFN�VWDWLRQ�RU�YHKLFOHV�WKDW�KDYH
IDLOHG�WKH�VPRJ�FKHFN�DW�D�OLFHQVHG�IDFLOLW\�

�
$FFRUGLQJ� WR� WKH� GHSDUWPHQWªV� LQYHVWLJDWLRQ� UHSRUW�� WKH� %$5
UHFHLYHG� QXPHURXV� FRPSODLQWV� GXULQJ� ����� IURP� HDUO\�PRGHO

7

6WDWH�HPSOR\HHV�GLUHFWHG
D�VPRJ�UHIHUHH�WR�FHUWLI\�D
YHKLFOH�ZLWK�LOOHJDO
HTXLSPHQW�
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3RUVFKH� RZQHUV�� 3RUVFKH� FOXEV�� DQG� OHJLVODWRUV� UHSUHVHQWLQJ
WKHLU� FRQVWLWXHQWV� UHJDUGLQJ� WKH� QHZ� HPLVVLRQV� VWDQGDUGV�� �2Q
2FWREHU����RU�����������D�%$5�DGPLQLVWUDWRU�PHW�ZLWK�KLV�VWDII
DQG�RUGHUHG� WKHP� WR� JHW� WKH�3RUVFKHV� WKURXJK� WKH� V\VWHP�� � ,Q
IDFW�� RQH� RI� WKH� VWDII� PHPEHUV� DW� WKH� PHHWLQJ� VDLG� WKH
DGPLQLVWUDWRU�SRXQGHG�KLV�ILVW�RQ�WKH�GHVN�DQG�VDLG�KH�ZDQWHG
WKHVH�YHKLFOHV�WKURXJK�WKH�V\VWHP�QR�PDWWHU�ZKDW���,Q�DQ�HIIRUW
WR� JHW� WKH� 3RUVFKHV� WKURXJK� WKH� V\VWHP�� WKH� %$5� LVVXHG� D
GLUHFWLYH� WR� WKH� UHIHUHH� FRQWUDFWRU� RQ� 2FWREHU� ���� ������ WR
HOLPLQDWH� WKH�������KLJK�530� WHVWV� IRU������ WR������3RUVFKH
PRGHOV�����DQG�������+RZHYHU��WKH�3RUVFKHV�ZRXOG�VWLOO�KDYH
WR� SDVV� WKH� LGOH� HPLVVLRQV� WHVWV� DQG� YLVXDO� LQVSHFWLRQV� IRU
XQDSSURYHG� HTXLSPHQW�� � 7KH� GLUHFWLYH� RQO\� DSSOLHG� WR� ILYH
YHKLFOHV�WKDW�ZHUH�LGHQWLILHG�DV�JURVV�SROOXWHUV�

%$5�2IILFLDOV�,PSURSHUO\�'LUHFWHG�D
5HIHUHH�&RQWUDFWRU�7R�&HUWLI\�DQ�,OOHJDO�9HKLFOH

2Q� 2FWREHU� ���� ������ WZR� RI� WKH� %$5� DGPLQLVWUDWRUªV
VXERUGLQDWHV�GLUHFWHG�DQ�HPSOR\HH�RI� WKH� UHIHUHH�FRQWUDFWRU� WR
FHUWLI\�WKDW�D������3RUVFKH�����ZDV�LQ�FRPSOLDQFH�HYHQ�WKRXJK
WKH�YHKLFOH�ZDV�HTXLSSHG�ZLWK�LOOHJDO�FDUEXUHWRUV���6SHFLILFDOO\�
DOWKRXJK� WKH� %$5�DSSURYHG� (PLVVLRQ� &RQWURO� $SSOLFDWLRQV
*XLGH� UHTXLUHV� WKH� ����� 3RUVFKH� ���� WR� EH� HTXLSSHG� ZLWK
IDFWRU\� 6ROH[� FDUEXUHWRUV�� WKH� YHKLFOH� ZDV� HTXLSSHG� ZLWK
XQDSSURYHG� :HEHU� FDUEXUHWRUV�� 6HFWLRQ� ������D����� RI� WKH
&DOLIRUQLD� +HDOWK� DQG� 6DIHW\� &RGH� SURKLELWV� D� OLFHQVHG� VPRJ
WHFKQLFLDQ� IURP� LVVXLQJ� D� VPRJ� FHUWLILFDWH� WR� D� YHKLFOH�ZLWK� D
PRGLILHG� HPLVVLRQV�UHODWHG� FRPSRQHQW�� � $Q� HPLVVLRQV�UHODWHG
FRPSRQHQW� LV� GHHPHG� WR� KDYH� EHHQ� PRGLILHG� LI� LW� KDV� EHHQ
UHSODFHG�E\�D�FRPSRQHQW�QRW�PDUNHWHG�E\�LWV�PDQXIDFWXUHU�IRU
VWUHHW�XVH�RQ�WKDW�YHKLFOH���:KHQ�WKH�%$5�RIILFLDOV�GLUHFWHG�WKH
UHIHUHH�FRQWUDFWRUªV�HPSOR\HH¦D�OLFHQVHG�VPRJ� WHFKQLFLDQ¦WR
FHUWLI\�WKH�YHKLFOH��WKH\�ZHUH�GLUHFWLQJ�KLP�WR�YLRODWH�WKH�ODZ�

7KH�%$5�RIILFLDOV�DOVR�YLRODWHG�D�VWDWH�ODZ�WKDW�SURKLELWV�D�VWDWH
RIILFHU�IURP�HQJDJLQJ�LQ�DQ\�HPSOR\PHQW��DFWLYLW\��RU�HQWHUSULVH
WKDW�LV�FOHDUO\�LQFRQVLVWHQW��LQFRPSDWLEOH��LQ�FRQIOLFW��RU�LQLPLFDO
WR�KLV�RU�KHU�GXWLHV�DV�D� VWDWH�RIILFHU��� � 6XFK� DFWLYLWLHV� LQFOXGH
XVLQJ� WKH� SUHVWLJH� RU� LQIOXHQFH� RI� WKH� 6WDWH� IRU� WKH� RIILFHUªV
SULYDWH� JDLQ� RU� DGYDQWDJH� RU� WKH� SULYDWH� JDLQ� RI� DQRWKHU�� %\
GLUHFWLQJ� WKH�UHIHUHH�FRQWUDFWRU� WR�FHUWLI\� WKH�3RUVFKH�� WKH�%$5
RIILFLDOV� XVHG� WKH� 6WDWHªV� LQIOXHQFH� WR� EHQHILW� WKH� RZQHU� RI� WKH
YHKLFOH���7KH�%$5�RIILFLDOV�WROG�WKH�UHIHUHH�FRQWUDFWRU�WR�WHOO�WKH

������������������������������������������
��6HH�$SSHQGL[�%�IRU�D�PRUH�GHWDLOHG�GHVFULSWLRQ�RI�VWDWH�ODZV�GLVFXVVHG
LQ�WKLV�FKDSWHU�

$�%$5�DGPLQLVWUDWRU
RUGHUHG�VWDII�WR�JHW�WKH
3RUVFKHV�WKURXJK�WKH
V\VWHP�QR�PDWWHU�ZKDW�



'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV���,QFRPSDWLEOH�$FWLYLWLHV�DQG
&LUFXPYHQWLRQ�RI�&RQWUROV

��

RZQHU�RI�WKH�YHKLFOH�WKDW�KH�ZRXOG�KDYH�WR�IL[�LW�EHIRUH�LWV�QH[W
LQVSHFWLRQ�� � +RZHYHU�� WKH\� HVVHQWLDOO\� JDYH� WKH� RZQHU
SHUPLVVLRQ�WR�VHOO�WKH�YHKLFOH�EHFDXVH�KH�KDG�ZKDW�DPRXQWV�WR
WKH�6WDWHªV�VHDO�RI�DSSURYDO�

%RWK� RI� WKH� %$5� RIILFLDOV� WROG� XV� WKH\� IHOW� WKH\� ZHUH� XQGHU
H[WUHPH� SUHVVXUH� IURP� WKHLU� VXSHULRU� WR� JHW� D� JURXS� RI� 3RUVKH
RZQHUV� WKURXJK� WKH� V\VWHP�� QR� PDWWHU� ZKDW�� � 2QH� RI� WKH
RIILFLDOV� OHIW� VWDWH� VHUYLFH� DW� OHDVW� LQ� SDUW� EHFDXVH� KLV
PDQDJHPHQW�DW� WKH�%$5�SXW�KLP�LQ�SRVLWLRQV�ZKHUH�KH�KDG� WR
IDFH�HWKLFDO�GLOHPPDV�VXFK�DV�WKH�RQH�GHVFULEHG�KHUH�

7KH� %$5� DGPLQLVWUDWRU� WROG� XV� DQG� WKH� GHSDUWPHQWªV
LQYHVWLJDWRUV� WKDW� KH� EHOLHYHG� WKH� 3RUVFKH� RZQHUV� ZHUH� EHLQJ
KDUDVVHG�E\�WKH�%$5�V\VWHP���+H�EHOLHYHG�WKH�VLWXDWLRQ�ZDV�WKH
%$5ªV��QRW�WKH�FRQVXPHUVª�SUREOHP���+RZHYHU��KH�WROG�XV�DQG
WKH�GHSDUWPHQWªV�LQYHVWLJDWRUV�KH�KDG�QHYHU�LQWHQGHG�DQ\RQH�WR
FHUWLI\�D�PRGLILHG�YHKLFOH�� �+H�VDLG� WKDW�DIWHU�KH� OHDUQHG�ZKDW
KDSSHQHG��KH�WDONHG�WR�KLV�VXERUGLQDWHV�DQG�WROG�WKHP�WR�IROORZ
WKH�OHWWHU�RI�WKH�ODZ�LQ�WKH�IXWXUH�

%$5�2IILFLDOV�,PSURSHUO\�8VHG�6WDWH�)XQGV
7R�5HSDLU�WKH�,OOHJDO�9HKLFOH

2Q�2FWREHU�����������WKH�RZQHU�RI�WKH�3RUVFKH�GLG�LQ�IDFW�VHOO
WKH�FDU� WR�DQ�XQVXVSHFWLQJ�FRQVXPHU�� �2Q�2FWREHU����������
WKH�GHSDUWPHQWªV�(QIRUFHPHQW�'LYLVLRQ�QRWLILHG� WKH�QHZ�RZQHU
WKDW� KLV� YHKLFOH� KDG� LOOHJDO� HTXLSPHQW��� � 7KH� QHZ� RZQHU
LPPHGLDWHO\�ILOHG�D�FRPSODLQW�DJDLQVW�WKH�UHIHUHH�FRQWUDFWRU���$V
D� UHVXOW� RI� WKDW� FRPSODLQW�� GHSDUWPHQW� RIILFLDOV� DXWKRUL]HG� WKH
6WDWHªV� UHIHUHH� FRQWUDFWRU� WR� KDYH� WKH� YHKLFOH� UHSDLUHG�� � $
YHKLFOH� UHSDLU� EXVLQHVV� EURXJKW� WKH� YHKLFOH� LQWR� FRPSOLDQFH
DQG�� RQ� 'HFHPEHU� ���������� WKH� UHIHUHH� FRQWUDFWRU� SDLG
���������� WR� WKH� EXVLQHVV� IRU� WKH� UHSDLUV� DQG� WKHQ� ELOOHG� WKH
6WDWH�IRU�WKDW�DPRXQW�

:H� LQWHUYLHZHG�VHYHUDO� LQGLYLGXDOV� IURP�ERWK� WKH�(QIRUFHPHQW
'LYLVLRQ� DQG� WKH� %$5�� DQG� QRQH� RI� WKHP�ZDV�ZLOOLQJ� WR� WDNH
UHVSRQVLELOLW\� IRU� GLUHFWLQJ� WKH� UHIHUHH� FRQWUDFWRU� WR� KDYH� WKH
YHKLFOH�UHSDLUHG���1RU�ZHUH�WKH\�ZLOOLQJ�WR�SRLQW�RXW�ZKR�ZDV
UHVSRQVLEOH���$�PDQDJHU�RI�WKH�UHIHUHH�FRQWUDFWRU�WROG�XV��XQGHU
SHQDOW\� RI� SHUMXU\�� WKDW� D� %$5� HPSOR\HH� RUGHUHG� WKH� UHIHUHH

������������������������������������������
� 7KH� (QIRUFHPHQW� 'LYLVLRQ� LV� SULPDULO\� UHVSRQVLEOH� IRU� UHJXODWRU\
HQIRUFHPHQW� DJDLQVW� OLFHQVHHV�� � ,W� KDG� UHFHLYHG� D� FRPSODLQW� WKDW� WKH
UHIHUHH� VPRJ� WHFKQLFLDQ¦D� OLFHQVHH¦KDG� LPSURSHUO\� FHUWLILHG� WKH
LOOHJDO�YHKLFOH�

7KH�UHIHUHH�FRQWUDFWRU
SDLG�����������WR�UHSODFH
WKH�LOOHJDO�FDUEXUHWRUV�DQG
WKHQ�ELOOHG�WKH�6WDWH�
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FRQWUDFWRU�WR�UHSODFH�WKH�LOOHJDO�FDUEXUHWRUV���7KH�HPSOR\HH�WROG
XV�VKH�FDQQRW�UHFDOO�ZKR�WROG�KHU�WR�GR�VR�

7KH� ODZ� UHTXLUHV� HDFK� VWDWH� DJHQF\� WR� HVWDEOLVK� DQG�PDLQWDLQ
HIIHFWLYH� V\VWHPV� RI� LQWHUQDO� DFFRXQWLQJ� DQG� DGPLQLVWUDWLYH
FRQWURO� WR� VDIHJXDUG� WKH� 6WDWHªV� DVVHWV�� � 6XFK� FRQWUROV� DUH
GHVLJQHG� WR� SUHYHQW� HUURUV�� LUUHJXODULWLHV�� RU� LOOHJDO� DFWV�� � ,Q
DGGLWLRQ��WKH\�HVWDEOLVK�D�V\VWHP�RI�SXEOLF�DFFRXQWDELOLW\���2QH
VHFWLRQ� LQFOXGHG� LQ� WKH� FRQWUDFW� ZLWK� WKH� UHIHUHH� FRQWUDFWRU
DOORZV� IRU� UHLPEXUVHPHQW� RI� FRQWLQJHQF\� LWHPV� VXFK� DV
XQIRUHVHHQ�UHSDLUV���+RZHYHU��WKH�FRQWUDFW�FOHDUO\�VSHFLILHV�WKDW
WKH�6WDWH�ZLOO�QRW�EH�OLDEOH�IRU�VXFK�LWHPV�XQOHVV�WKH�FRQWUDFWRU
KDV� REWDLQHG� SULRU� ZULWWHQ� DSSURYDO�� � 5HTXLULQJ� SULRU� ZULWWHQ
DSSURYDO� QRW� RQO\� HQVXUHV� WKDW� VXFK� FRVWV� DUH� QHFHVVDU\� DQG
OHJLWLPDWH�EXW�DOVR�HVWDEOLVKHV�DFFRXQWDELOLW\�

(YHQ�WKRXJK�WKH�FRQWUDFW�VSHFLILHG�WKDW�SULRU�ZULWWHQ�DSSURYDO�LV
QHFHVVDU\� IRU� FRQWLQJHQF\� FRVWV�� LQ� ODWH� 1RYHPEHU� RU� HDUO\
'HFHPEHU� ������ WKH� %$5� HPSOR\HH� YHUEDOO\� DXWKRUL]HG� WKH
UHIHUHH� FRQWUDFWRU� WR� LQFOXGH� WKH� FRVW� RI� UHSODFLQJ� WKH� LOOHJDO
FDUEXUHWRUV� LQ� WKH� FRPSDQ\ªV� QH[W� LQYRLFH� WR� WKH� 6WDWH�� � 7KH
UHIHUHH� FRQWUDFWRU� LQFOXGHG� WKH� ���������� FRVW� RI� WKH
FDUEXUHWRUV� LQ� LWV� 0DUFK� ���� ������ ELOOLQJ� DV� D� FRQWLQJHQF\
H[SHQVH�

:H� ZHUH� XQDEOH� WR� GHWHUPLQH� ZKR� ZDV� UHVSRQVLEOH� IRU
FLUFXPYHQWLQJ� WKH� FRQWUDFW� E\� DXWKRUL]LQJ� SD\PHQW� IRU� WKH
FDUEXUHWRUV�ZLWKRXW�ZULWWHQ�DSSURYDO���+RZHYHU��LW�LV�FOHDU�WKDW
SHRSOH� DW� KLJKHU� OHYHOV� WKDQ� WKH� HPSOR\HH� ZKR� YHUEDOO\
DXWKRUL]HG� WKH� ELOOLQJ� DW� ERWK� WKH� %$5� DQG� WKH� (QIRUFHPHQW
'LYLVLRQ�KDG�GLVFXVVHG�WKH�LVVXH�DQG�ZHUH�DZDUH�WKDW�WKH�6WDWH
ZRXOG� SD\� IRU� WKH� UHSDLUV�� �1RQH� RI� WKHP� FRXOG� H[SODLQ�ZK\
WKH\�EHOLHYHG�WKH�6WDWH�VKRXOG�SD\�IRU�WKH�UHSDLUV�LQVWHDG�RI�WKH
RULJLQDO�RZQHU�RI�WKH�YHKLFOH�

7KH�FLUFXPYHQWLRQ�RI� WKH�UHTXLUHPHQW�IRU�ZULWWHQ�DXWKRUL]DWLRQ
OHDGV�XV� WR�EHOLHYH� WKH�GHSDUWPHQW�HPSOR\HHV�NQHZ� WKDW�ZKDW
WKH\�ZHUH�GRLQJ�ZDV�QRW� SURSHU�� � ,Q� DGGLWLRQ��ZH�EHOLHYH� WKH
%$5� PDGH� DQ� HIIRUW� WR� FRYHU� XS� WKH� IDFW� WKDW� LW� LPSURSHUO\
DXWKRUL]HG� LWV� FRQWUDFWRU� WR� LOOHJDOO\� FHUWLI\� D� YHKLFOH� WKDW� KDG
PRGLILHG� HTXLSPHQW�� DQG� ERWK� WKH� %$5� DQG� WKH� (QIRUFHPHQW
'LYLVLRQ� DWWHPSWHG� WR� FRYHU� XS� WKH� IDFW� WKDW� VWDWH� IXQGV� ZHUH
XVHG�WR� ODWHU�EULQJ� WKH�YHKLFOH� LQWR�FRPSOLDQFH�ZLWK�VWDWH� ODZ�
,Q�IDFW��WKH�UHIHUHH�FRQWUDFWRUªV�PDQDJHU�EHOLHYHV�KH�ZDV�WROG�WR
VXEPLW� DQ� LQYRLFH� ZLWKRXW� SULRU� ZULWWHQ� DSSURYDO�� D� FOHDU
YLRODWLRQ�RI� WKH� FRQWUDFW� WHUPV�� WR� DYRLG� DQ\�ZULWWHQ� UHFRUG� RI
WKH�HYHQWV���&HUWDLQO\�� LI� WKH�%$5�RIILFLDOV�KDG�QRW�GLUHFWHG�WKH
UHIHUHH�FRQWUDFWRU� WR�FHUWLI\� WKH� LOOHJDO�YHKLFOH�� WKH�6WDWH�ZRXOG

:H�FRXOG�QRW�GHWHUPLQH
ZKR�DW�WKH�%$5�ZDV
UHVSRQVLEOH�IRU�DOORZLQJ
VWDWH�SD\PHQW�IRU�WKH
UHSDLU�
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QRW�KDYH�SDLG�PRUH�WKDQ��������WR�SXW�QHZ�FDUEXUHWRUV�RQ�WKH
3RUVFKH�

&RQFOXVLRQ

,Q� YLRODWLRQ�RI� VWDWH� ODZ� UHJDUGLQJ� VPRJ�FHUWLILFDWLRQ�� WKH�%$5
GLUHFWHG� D� VPRJ� FKHFN� UHIHUHH� WR� FHUWLI\� D� YHKLFOH�ZLWK� LOOHJDO
HTXLSPHQW���,Q�DGGLWLRQ��WKH�%$5�XVHG�VWDWH�IXQGV�WR�SD\�PRUH
WKDQ� ������� WR� EULQJ� WKH� YHKLFOH� LQWR� FRPSOLDQFH�� � 7KH� %$5
FLUFXPYHQWHG� WKH� WHUPV� RI� LWV� FRQWUDFW� ZLWK� WKH� UHIHUHH
FRQWUDFWRU�LQ�DQ�DWWHPSW�WR�FRYHU�XS�WKH�LQFLGHQW�E\�LQIRUPDOO\
DXWKRUL]LQJ�SD\PHQW�IRU�WKH�UHSDLUV�

$JHQF\�5HVSRQVH

:H� UHSRUWHG� WKHVH� LPSURSHU� DFWLYLWLHV� WR� WKH� 'HSDUWPHQW� RI
&RQVXPHU� $IIDLUV� �GHSDUWPHQW�� RQ� -DQXDU\� ���� ������ � 7KH
GHSDUWPHQW�DFNQRZOHGJHV�WKDW�WKH�%XUHDX�RI�$XWRPRWLYH�5HSDLU
�%$5��HUURQHRXVO\�GLUHFWHG� WKH� UHIHUHH�FRQWUDFWRU� WR� FHUWLI\� WKH
LOOHJDO� YHKLFOH� DQG� XVHG� DQ� LPSURSHU� SURFHGXUH� WR� SURYLGH
UHSODFHPHQW� SDUWV� IRU� WKH� YHKLFOH�� � 7KH� GHSDUWPHQW� GRHV� QRW�
KRZHYHU�� EHOLHYH� WKDW� WKH� GHFLVLRQ� WR� UHSODFH� WKH� LOOHJDO
FDUEXUHWRUV�ZDV�LQWHQGHG�WR�FRYHU�XS�WKH�%$5ªV�SUHYLRXV�HUURU�
,QVWHDG�� WKH� LQWHQWLRQ�ZDV� WR�XQGR� WKH�GDPDJH�VXIIHUHG�E\� WKH
SXUFKDVHU� RI� WKH� YHKLFOH� DV� D� UHVXOW� RI� WKH� %$5ªV� HUURU�� � 7KH
GHSDUWPHQW�VWDWHG�WKH�XVH�RI�DQ�RUDO�DXWKRUL]DWLRQ� LQVWHDG�RI�D
ZULWWHQ� DXWKRUL]DWLRQ� ZDV� D� PHUH� SURFHGXUDO� RYHUVLJKW�
1HYHUWKHOHVV�� WKH�GHSDUWPHQW�KDV�UHPLQGHG�DSSURSULDWH�VWDII�RI
WKH� UHTXLUHPHQWV� UHODWHG� WR� LVVXDQFH� RI� FHUWLILFDWHV� RI
FRPSOLDQFH�DQG�DGPLQLVWUDWLRQ�RI� WKH�UHIHUHH�VHUYLFHV�FRQWUDFW�
,Q� DGGLWLRQ�� WKH� %$5� KDV� LPSOHPHQWHG� QHZ� SURFHGXUHV
FRQFHUQLQJ� FRQWLQJHQF\� IXQGV� WKDW� UHTXLUH� IXOO� GRFXPHQWDWLRQ
RI� SXUSRVH�� MXVWLILFDWLRQ�� DPRXQW�� DQG� DSSURYDO� RI� VXFK
H[SHQGLWXUHV�

7KH� GHSDUWPHQW� VWDWHG� WKDW� WKH� %$5� DWWHPSWHG� WR� DYRLG� WKH
DSSHDUDQFH� WKDW� WKH�VPRJ�FKHFN�SURJUDP� LV�XQGXO\�FRVWO\�DQG
EXUHDXFUDWLF� E\� EHLQJ� UHVSRQVLYH� WR� OHJLWLPDWH� FRPSODLQWV� E\
YHKLFOH�RZQHUV�� � 7KH�GHSDUWPHQW� IXUWKHU� VWDWHG� WKDW� WKH�%$5ªV
HIIRUWV� ZHUH� LQVXIILFLHQW� WR� PROOLI\� RZQHUV� RI� DOO� SUH�����
YHKLFOHV�� � $V� D� UHVXOW�� WKH� ODZ� ZDV� DPHQGHG� WR� H[HPSW� DOO
SUH������YHKLFOHV�IURP�VPRJ�FKHFN�LQVSHFWLRQ�DQG�FHUWLILFDWLRQ
UHTXLUHPHQWV�



'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV���,QFRPSDWLEOH�$FWLYLWLHV�DQG
&LUFXPYHQWLRQ�RI�&RQWUROV

��

>3$*(�,16(57('�)25�5(352'8&7,21�385326(6�21/<@



��

Chapter 4
'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�

,QFRPSDWLEOH�$FWLYLWLHV

$OOHJDWLRQ�,������

�'HSDUWPHQW� RI� 7UDQVSRUWDWLRQ� �&DOWUDQV�� ULJKW�RI�ZD\
DJHQW� XVHV� VWDWH� WLPH� DQG� HTXLSPHQW� IRU� KLV� SULYDWH
EXVLQHVVHV�� � )XUWKHU�� WKLV� HPSOR\HH� FRQWUDFWV� ZLWK

DQRWKHU�VWDWH�GHSDUWPHQW�LQ�YLRODWLRQ�RI�VWDWH�ODZ�

5HVXOWV�DQG�0HWKRG�RI�,QYHVWLJDWLRQ

%RWK�&DOWUDQV� DQG� WKH�%XUHDX� RI� 6WDWH�$XGLWV� LQYHVWLJDWHG� DQG
VXEVWDQWLDWHG�WKH�DOOHJDWLRQV���7R�LQYHVWLJDWH�WKH�DOOHJDWLRQV��ZH
UHYLHZHG� DSSOLFDEOH� VWDWH� ODZV�� UHFRUGV� RI� RWKHU� VWDWH
GHSDUWPHQWV�� DQG� UHFRUGV� RI� WHOHSKRQH� FDOOV� SODFHG� GXULQJ
-DQXDU\�WKURXJK�$SULO������IURP�WKH�VWDWH�WHOHSKRQH�DVVLJQHG�WR
WKH�HPSOR\HH���:H�DOVR�FDOOHG�WKUHH�RI�WKH�IRXU�VWRUHV�RZQHG�E\
WKH�HPSOR\HH�� �&DOWUDQV� UHYLHZHG� WKH�GRFXPHQWV�ZH�SURYLGHG
DQG� LQWHUYLHZHG� WKH� HPSOR\HHªV� VXSHUYLVRU�� FR�ZRUNHUV�� DQG
RWKHU�ZLWQHVVHV�

%DFNJURXQG

6WDWH� ODZ� SURKLELWV� D� VWDWH� HPSOR\HH� IURP� UHFHLYLQJ
FRPSHQVDWLRQ� IRU� DQ\� RXWVLGH� DFWLYLW\� IXQGHG� E\� DQ\� VWDWH
GHSDUWPHQW� WKURXJK� D� VWDWH� FRQWUDFW� XQOHVV� WKH� DFWLYLW\� LV
UHTXLUHG� DV� D� FRQGLWLRQ� RI� WKH� HPSOR\HHªV� UHJXODU� VWDWH
HPSOR\PHQW����,Q�DGGLWLRQ��VWDWH�ODZ�UHTXLUHV�VWDWH�HPSOR\HHV�WR
GHYRWH� WKHLU� IXOO� WLPH�� DWWHQWLRQ�� DQG� HIIRUWV� WR� WKHLU� VWDWH� MRE
GXULQJ� WKHLU� ZRUN� KRXUV�� � 6WDWH� ODZ� DOVR� SURKLELWV� VWDWH
HPSOR\HHV� IURP� XVLQJ� VWDWH� WHOHSKRQHV� RU� WLPH� IRU� SHUVRQDO
DGYDQWDJH�RU�IRU�DQ�HQGHDYRU�QRW�UHODWHG�WR�VWDWH�EXVLQHVV�

������������������������������������������
� )RU� D� PRUH� GHWDLOHG� GHVFULSWLRQ� RI� WKH� FULWHULD� JRYHUQLQJ� DFWLYLWLHV
GHVFULEHG�LQ�WKLV�FKDSWHU��VHH�$SSHQGL[�%�

$

7KH�HPSOR\HH�XVHG�VWDWH
WLPH�DQG�WHOHSKRQHV�WR
UXQ�KLV�SULYDWH�EXVLQHVV�
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$�6WDWH�(PSOR\HH�&RQWUDFWV�:LWK�$QRWKHU�6WDWH
$JHQF\�7KURXJK�+LV�2XWVLGH�%XVLQHVV

:H�FRQILUPHG�WKDW�WKH�HPSOR\HH�RZQV�IRXU�JURFHU\�VWRUHV���7KH
HPSOR\HH� FRQWUDFWV� WKURXJK� WKHVH� IRXU� VWRUHV� ZLWK� WKH
'HSDUWPHQW�RI�+HDOWK�6HUYLFHV�WR�VHOO�PHUFKDQGLVH�LQ�H[FKDQJH
IRU�YRXFKHUV�LVVXHG�E\�WKH�6SHFLDO�6XSSOHPHQWDO�)RRG�3URJUDP
IRU�:RPHQ��,QIDQWV��DQG�&KLOGUHQ�

%HFDXVH� ZH� ZHUH� WROG� WKDW� WKH� HPSOR\HH� VSHQGV� VWDWH� WLPH
PRYLQJ� PHUFKDQGLVH� EHWZHHQ� KLV� VWRUHV� DQG� ZRUNLQJ� DW� WKH
VWRUHV��ZH�FDOOHG�WKUHH�RI�WKH�IRXU�VWRUHV�WR�VHH�LI�KH�ZDV�WKHUH
GXULQJ� KLV� UHJXODU� VWDWH� ZRUN� KRXUV�� � )RU� H[DPSOH�� ZH� FDOOHG
RQH�RI� WKH� VWRUHV� LQ�3RPRQD�DW�������D�P��RQ� -XO\����������
:KHQ�ZH�DVNHG�IRU�WKH�HPSOR\HH��ZH�ZHUH�WROG��§7KH\ªUH�>WKH
HPSOR\HH�DQG�KLV�VSRXVH@�RQ�WKH�ZD\���7U\�LQ�RQH�KRXU�PRUH�¨
:KHQ�ZH�FDOOHG�WKH�VDPH�VWRUH�DW������S�P��RQ�WKH�VDPH�GD\�
ZH�ZHUH�WROG�WKDW�KH�ZDV�WKHUH�EXW�ZDV�EXV\�DQG�WR�FDOO�EDFN�LQ
ILYH�PLQXWHV�

:H�SURYLGHG�&DOWUDQV�ZLWK�WKH�UHFRUGV�RI�FDOOV�SODFHG�IURP�WKH
VWDWH� WHOHSKRQH� DVVLJQHG� WR� WKH� HPSOR\HH� DQG� D� FRS\� RI� WKH
FRQWUDFW�EHWZHHQ�WKH�HPSOR\HHªV�VWRUHV�DQG�WKH�'HSDUWPHQW�RI
+HDOWK�6HUYLFHV�� �&DOWUDQV�FRQILUPHG� WKDW� WKH�HPSOR\HH�SODFHG
QXPHURXV� SHUVRQDO� FDOOV� WR� KLV� SULYDWH� EXVLQHVVHV� DQG� WKH
FRXQW\� KHDOWK� GHSDUWPHQW�� � &DOWUDQV� DOVR� REWDLQHG� D� VLJQHG
VWDWHPHQW� IURP�D�ZLWQHVV�FRQILUPLQJ� WKDW� WKH�HPSOR\HH�ZDV�DW
KLV�VWRUHV�GXULQJ�KLV�VWDWH�ZRUN�KRXUV�

$JHQF\�5HVSRQVH

7KH� HPSOR\HHªV� VXSHUYLVRU� ZDV� LQ� WKH� SURFHVV� RI� WDNLQJ
GLVFLSOLQDU\� DFWLRQ� DJDLQVW� KLP� EHFDXVH� RI� XQDXWKRUL]HG
DEVHQFHV� DQG� SRRU� ZRUN� SHUIRUPDQFH�� � +RZHYHU�� EHIRUH
&DOWUDQV� WRRN� GLVFLSOLQDU\� DFWLRQ�� WKH� HPSOR\HH� UHTXHVWHG� DQG
ZDV� JUDQWHG� D� OHDYH� RI� DEVHQFH� WR� FDUH� IRU� D� IDPLO\�PHPEHU�
7KH�HPSOR\HH�GLG�QRW�UHWXUQ�WR�ZRUN�DW�WKH�HQG�RI�KLV�DSSURYHG
OHDYH�RI�DEVHQFH�� �&RQVHTXHQWO\��&DOWUDQV� WRRN�DGYHUVH�DFWLRQ
XQGHU� WKH� DEVHQW�ZLWKRXW�OHDYH� SURYLVLRQV� RI� VWDWH� ODZ�� � 7KH
LQGLYLGXDO�GLG�QRW�DSSHDO�WKH�DFWLRQ�DQG�&DOWUDQV�FRQVLGHUV�KLP
WR� EH� YROXQWDULO\� WHUPLQDWHG�� � &DOWUDQV� UHFRPPHQGHG� WKDW� WKH
LQGLYLGXDOªV� SHUVRQQHO� ILOH� EH� IODJJHG� VR� WKDW� DQ\� UHTXHVW� IRU
XQHPSOR\PHQW� EHQHILWV� EH� GHQLHG�� � )XUWKHU�� LI� WKH� LQGLYLGXDO
PDNHV�DQ\�DWWHPSW�WR�EH�UHHPSOR\HG�E\�WKH�6WDWH��&DOWUDQV�ZLOO
SURFHHG� ZLWK� DQ� DGYHUVH� DFWLRQ� EDVHG� RQ� WKHVH� VXEVWDQWLDWHG
DOOHJDWLRQV�

:KHQ�ZH�FDOOHG�RQH�RI
KLV�VWRUHV�GXULQJ�UHJXODU
VWDWH�KRXUV��ZH�ZHUH�WROG
WKH�HPSOR\HH�ZDV�WKHUH�
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Chapter 5
'HSDUWPHQW�RI�+HDOWK�6HUYLFHV�

3HUVRQDO�8VH�RI�6WDWH�7HOHSKRQHV

&KDSWHU�6XPPDU\

WDWH� ODZ� SURKLELWV� VWDWH� HPSOR\HHV� IURP� XVLQJ� VWDWH
HTXLSPHQW�� LQFOXGLQJ� WHOHSKRQHV�� IRU� SHUVRQDO� DGYDQWDJH
RU�IRU�DQ�HQGHDYRU�QRW�UHODWHG�WR�VWDWH�EXVLQHVV����7KH�6WDWH

HPSOR\V� PRUH� WKDQ� �������� LQGLYLGXDOV�� � 6XFK� FRVWV� LQFOXGH
QRW�RQO\�WKH�DFWXDO�FKDUJHV�SDLG�IRU�SHUVRQDO�FDOOV�EXW�DOVR�WKH
FRVW�RI�WLPH�VSHQW�RQ�SHUVRQDO�EXVLQHVV�ZKLOH�HPSOR\HHV�VKRXOG
EH�ZRUNLQJ�

'XULQJ�WKH�SHULRG�IURP�-XO\����������WKURXJK�-DQXDU\����������
WKH� %XUHDX� RI� 6WDWH� $XGLWV� DQG� WKH� 'HSDUWPHQW� RI� +HDOWK
6HUYLFHV� �'+6�� FRPSOHWHG� WKUHH� FDVHV� WKDW� VXEVWDQWLDWHG
DOOHJDWLRQV�WKDW�VWDWH�HPSOR\HHV�PLVXVHG�VWDWH�WHOHSKRQHV���2QH
RI�WKHVH�WKUHH�FDVHV�LV�UHSRUWHG�LQ�&KDSWHU���RQ�SDJH������7KH
RWKHU�WZR�DUH�SUHVHQWHG�EHORZ�

'HSDUWPHQW�RI�+HDOWK�6HUYLFHV
$OOHJDWLRQ�,������

$Q�HPSOR\HH�RI�WKH�'LYLVLRQ�RI�&RPPXQLFDEOH�'LVHDVH�&RQWURO
LQ�WKH�'+6�PDNHV�SHUVRQDO�ORQJ�GLVWDQFH�WHOHSKRQH�FDOOV�DW�WKH
6WDWHªV�H[SHQVH�

5HVXOWV�DQG�0HWKRG�RI�,QYHVWLJDWLRQ

$W� RXU� UHTXHVW�� WKH� '+6� LQYHVWLJDWHG� DQG� VXEVWDQWLDWHG� WKH
DOOHJDWLRQ�� :H� SURYLGHG� WKH� '+6� ZLWK� UHFRUGV� RI� WHOHSKRQH
FDOOV� SODFHG� RYHU� VL[�PRQWKV� GXULQJ� ����� IURP� WKH� WHOHSKRQH
DVVLJQHG�WR�WKH�HPSOR\HH���)RU�VRPH�RI�WKH�FDOOHG�QXPEHUV��ZH
DOVR�SURYLGHG�WKH�QDPHV�RI�WKH�LQGLYLGXDOV�RU�HQWLWLHV�WR�ZKLFK
WKH�QXPEHUV�ZHUH�OLVWHG���7KH�'+6�UHYLHZHG�WKH�FDOOV�ZLWK�WKH
HPSOR\HH�DQG�LQWHUYLHZHG�KHU�VXSHUYLVRU�

7KH�HPSOR\HHªV� VXSHUYLVRU� DVNHG�KHU� WR� LGHQWLI\�SHUVRQDO� FDOOV
EXW� WR� H[FOXGH� WKRVH� WKDW� ZHUH� UHODWHG� WR� FKLOG� FDUH�� � 7KH
HPSOR\HH�LGHQWLILHG�FDOOV�FRVWLQJ��������DV�EHLQJ�SHUVRQDO�EXW

������������������������������������������
��)RU�D�PRUH�GHWDLOHG�GHVFULSWLRQ�RI�WKLV�ODZ��VHH�$SSHQGL[�%�

6
$OWKRXJK�WKH�FRVW�RI�RQH
LQGLYLGXDO�PLVXVLQJ�D
VWDWH�WHOHSKRQH�FDQ�EH
PLQLPDO��VWDWHZLGH
PLVXVH�RI�VWDWH�WHOHSKRQHV
LV�OLNHO\�WR�EH�H[WUHPHO\
KLJK�
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QRW�UHODWHG�WR�FKLOG�FDUH���6KH�WKHQ�ZURWH�KHU�SHUVRQDO�FKHFN�WR
WKH�'+6�LQ�WKH�DPRXQW�RI��������

+RZHYHU�� WKH� '+6� FRQFOXGHG� WKDW� WKH� VXSHUYLVRU� KDG
PLVLQWHUSUHWHG� LWV� DGPLQLVWUDWLYH� PDQXDO� DQG� WKDW� VKH� GLG� QRW
KDYH� DXWKRULW\� WR� JUDQW� KHU� HPSOR\HHV� SHUPLVVLRQ� WR� SODFH
SHUVRQDO�ORQJ�GLVWDQFH�FDOOV�

$JHQF\�5HVSRQVH

%HFDXVH� WKH� VXSHUYLVRU� KDG� DSSURYHG� WKH� HPSOR\HHªV� FDOOV
UHODWHG� WR� FKLOG� FDUH�� WKH�'+6� GLG� QRW� UHTXLUH� KHU� WR� SD\� IRU
WKRVH� FDOOV�� � +RZHYHU�� WKH� '+6� FODULILHG� WKH� SROLF\� ZLWK� WKH
VXSHUYLVRU�DQG�ZLWK�DOO�RWKHU�GLYLVLRQ�VWDII�

'HSDUWPHQW�RI�+HDOWK�6HUYLFHV
$OOHJDWLRQ�,������

$Q� HPSOR\HH� RI� WKH� 0HGL�&DO� 0DQDJHG� &DUH� 'LYLVLRQ� LQ� WKH
'+6�PDNHV�SHUVRQDO�ORQJ�GLVWDQFH�WHOHSKRQH�FDOOV�DW�WKH�6WDWHªV
H[SHQVH�

5HVXOWV�DQG�0HWKRG�RI�,QYHVWLJDWLRQ

$W� RXU� UHTXHVW�� WKH� '+6� LQYHVWLJDWHG� DQG� VXEVWDQWLDWHG� WKH
DOOHJDWLRQ�� :H� SURYLGHG� WKH� '+6� ZLWK� UHFRUGV� RI� WHOHSKRQH
FDOOV� SODFHG� RYHU� WKH� VHYHQ�PRQWK� SHULRG� IURP� -XO\� ����
WKURXJK� -DQXDU\� ����� IURP� WKH� WHOHSKRQH� DVVLJQHG� WR� WKH
HPSOR\HH���)RU�VRPH�RI� WKH�FDOOHG�QXPEHUV��ZH�DOVR�SURYLGHG
WKH�QDPHV�RI� WKH� LQGLYLGXDOV� RU� HQWLWLHV� WR�ZKLFK� WKH�QXPEHUV
ZHUH� OLVWHG�� �$OWKRXJK� WKH�'+6�GLG� QRW� VSHFLI\� KRZ�PDQ\� RI
WKH� FDOOV�ZHUH� SHUVRQDO�� LW� FRQFOXGHG� WKDW� WKH� HPSOR\HH� RIWHQ
PDGH�SHUVRQDO�FDOOV�IURP�WKH�VWDWH�WHOHSKRQH�GXULQJ�WKH�SHULRG�

$JHQF\�5HVSRQVH

7KH�'+6�UHSRUWHG�WKDW�WKH�HPSOR\HH�KDG�EHHQ�FRQIURQWHG�ZLWK
GLIILFXOW�ZRUN�DQG�SHUVRQDO�VLWXDWLRQV�GXULQJ�WKH�SHULRG�DQG�KDG
QHYHU� EHIRUH� EHHQ� FRXQVHOHG� DERXW� SHUVRQDO� XVH� RI� VWDWH
WHOHSKRQHV���$V�D�UHVXOW��WKH�'+6�YHUEDOO\�ZDUQHG�WKH�HPSOR\HH
DERXW�WKH�IUHTXHQF\�DQG�OHQJWK�RI�KHU�SHUVRQDO�FDOOV���7KH�'+6
DOVR� UHSRUWHG� WKDW� WKH� HPSOR\HH� XQGHUVWDQGV� WKDW� UHSHDWHG
LQVWDQFHV� RI� H[FHVVLYH� XVH� ZLOO� UHVXOW� LQ� D� ZULWWHQ� FRXQVHOLQJ
PHPRUDQGXP�WR�EH�SODFHG�LQ�KHU�SHUVRQQHO�ILOH�
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&KDSWHU�6XPPDU\

QGHU� SURYLVLRQV� RI� WKH� 5HSRUWLQJ� RI� ,PSURSHU
*RYHUQPHQWDO� $FWLYLWLHV� $FW�� DQ� HPSOR\LQJ� DJHQF\� RU
DSSURSULDWH�DSSRLQWLQJ�DXWKRULW\�LV�UHTXLUHG�WR�UHSRUW�WR

WKH� VWDWH� DXGLWRU� DQ\� FRUUHFWLYH� DFWLRQ�� LQFOXGLQJ� GLVFLSOLQDU\
DFWLRQ��LW�WDNHV�DV�D�UHVXOW�RI�D�VWDWH�DXGLWRUªV�LQYHVWLJDWLYH�UHSRUW
QR� ODWHU� WKDQ� ��� GD\V� DIWHU� WKH� UHSRUW� LV� LVVXHG�� � ,I� LW� KDV� QRW
FRPSOHWHG� LWV� FRUUHFWLYH� DFWLRQ�ZLWKLQ� ��� GD\V�� WKH� DJHQF\� RU
DXWKRULW\� PXVW� UHSRUW� WR� WKH� VWDWH� DXGLWRU� PRQWKO\� XQWLO� WKH
DFWLRQ�LV�FRPSOHWH�

7KLV� FKDSWHU� VXPPDUL]HV� FRUUHFWLYH� DFWLRQV� WDNHQ� E\� VWDWH
GHSDUWPHQWV�DQG�DJHQFLHV�UHODWHG�WR�LQYHVWLJDWLYH�ILQGLQJV�VLQFH
ZH�ODVW�UHSRUWHG�WKHP�

6WHSKHQ�3��7HDOH�'DWD�&HQWHU
$OOHJDWLRQ�,������

:H� SXEOLFO\� UHSRUWHG� WKH� UHVXOWV� RI� WKLV� LQYHVWLJDWLRQ� RQ
$XJXVW����������� �)URP������WKURXJK�������DQ�RIILFLDO�DW� WKH
6WHSKHQ� 3�� 7HDOH� 'DWD� &HQWHU� �7HDOH� 'DWD� &HQWHU�� DZDUGHG
�����PLOOLRQ� LQ� FRQWUDFWV� DQG� SXUFKDVH� RUGHUV� WR� IRXU� YHQGRUV
DIWHU� DFFHSWLQJ� ������� LQ� SURKLELWHG� JLIWV� IURP� WKHP�� FDXVLQJ
FRQIOLFWV� RI� LQWHUHVW�� � 7KH� 7HDOH� 'DWD� &HQWHU� VXEVHTXHQWO\
UHLPEXUVHG� WZR�YHQGRUV��������� � 7KH�RIILFLDO� DOVR� DFFHSWHG� D
SURKLELWHG�JLIW�RI��������IURP�D�ILIWK�YHQGRU���+RZHYHU��KH�GLG
QRW�GLVFORVH� DQ\�RI� WKHVH� JLIWV�� �$QRWKHU� RIILFLDO� DOVR� DFFHSWHG
DQG�IDLOHG�WR�GLVFORVH�SURKLELWHG�JLIWV�WRWDOLQJ��������IURP�WZR
YHQGRUV�

)XUWKHU�� WKH� ILUVW�RIILFLDO� LPSURSHUO\�FODLPHG� UHLPEXUVHPHQW� IRU
PRUH� WKDQ� ������� LQ� HGXFDWLRQDO� H[SHQVHV� KH� LQFXUUHG� WR
REWDLQ� DQ� H[WHUQDO� GRFWRUDO� GHJUHH� LQ� EXVLQHVV� PDQDJHPHQW
IURP�DQ�XQDFFUHGLWHG�SULYDWH�VFKRRO�LQ�/RXLVLDQD�

)XUWKHUPRUH��WKH�7HDOH�'DWD�&HQWHU�SDLG�DSSUR[LPDWHO\�������
LQ� LPSURSHU�H[SHQVHV� LQFXUUHG�GXULQJ�FRQIHUHQFHV�DWWHQGHG�E\
WKH�WZR�RIILFLDOV��LQFOXGLQJ�OX[XU\�ORGJLQJ�DQG�JROI�

8

$Q�RIILFLDO�DFFHSWHG
�������LQ�JLIWV�IURP
YHQGRUV�WR�ZKRP�KH
DZDUGHG������PLOOLRQ�LQ
FRQWUDFWV�DQG�SXUFKDVH
RUGHUV�



8SGDWH�RQ�3UHYLRXVO\�5HSRUWHG�,VVXHV

��

$JHQF\�5HVSRQVH

:H� VXEPLWWHG� RXU� UHSRUW� WR� WKH� %XVLQHVV�� 7UDQVSRUWDWLRQ� DQG
+RXVLQJ� $JHQF\� �DJHQF\�� DQG� WKH� )DLU� 3ROLWLFDO� 3UDFWLFHV
&RPPLVVLRQ� �)33&��� � 7KH� DJHQF\� KDV� QRW� FRPSOHWHG� LWV
FRUUHFWLYH� DFWLRQ� DQG� WKH� )33&� LV� VWLOO� UHYLHZLQJ� WKH� RIILFLDOVª
DFWLRQV�� �+RZHYHU�� WKH� ILUVW�RIILFLDO� UHLPEXUVHG� WKH�7HDOH�'DWD
&HQWHU� ������� IRU� ERWK� WUDYHO� DQG� WXLWLRQ� H[SHQVHV� DQG
UHVLJQHG���7KH�VHFRQG�RIILFLDO�UHLPEXUVHG�WKH�7HDOH�'DWD�&HQWHU
�����IRU�WUDYHO�H[SHQVHV���7KH�DJHQF\�KDV�SURYLGHG�WUDLQLQJ�WR
7HDOH� 'DWD� &HQWHU� HPSOR\HHV� FRQFHUQLQJ� H[SHQVHV� DQG� WKH
UHSRUWLQJ� RI� JLIWV� EXW� LV� DZDLWLQJ� WKH� RXWFRPH� RI� WKH� )33&ªV
UHYLHZ� EHIRUH� GHWHUPLQLQJ� ZKHWKHU� LW� ZLOO� WDNH� GLVFLSOLQDU\
DFWLRQ�DJDLQVW�WKH�VHFRQG�RIILFLDO�

'HSDUWPHQW�RI�3DUNV�DQG�5HFUHDWLRQ
$OOHJDWLRQ�,������

:H� SXEOLFO\� UHSRUWHG� WKH� UHVXOWV� RI� WKLV� LQYHVWLJDWLRQ� RQ
$XJXVW������������$�VXSHUYLVRU�LQ�WKH�6DQ�'LHJR�&RDVW�'LVWULFW
�GLVWULFW��RI�WKH�'HSDUWPHQW�RI�3DUNV�DQG�5HFUHDWLRQ��GHSDUWPHQW�
PLVDSSURSULDWHG�VWDWH�UHF\FOLQJ�IXQGV�WRWDOLQJ�DW�OHDVW��������IRU
KLV�SHUVRQDO�XVH���$GGLWLRQDOO\��WKH�GLVWULFW�PLVDSSURSULDWHG�VWDWH
IXQGV�E\�DOORZLQJ�SDUN�VWDII�WR�GHSRVLW�UHF\FOLQJ�IXQGV�FROOHFWHG
E\� VWDWH� HPSOR\HHV�� WRWDOLQJ� �������� LQ� DQ� DFFRXQW� KHOG� E\� D
SULYDWH�QRQSURILW�RUJDQL]DWLRQ�

$JHQF\�5HVSRQVH

7KH�VXSHUYLVRU� UHVLJQHG�� � ,Q�DGGLWLRQ�� WKH�GHSDUWPHQW� UHSRUWHG
WKDW� GLVWULFW� PDQDJHPHQW� KDV� WDNHQ� DFWLRQ� WR� HQVXUH� WKDW� DOO
IXQGV�IURP�UHF\FOLQJ�DUH�GHSRVLWHG�LQ�VWDWH�DFFRXQWV�

'HSDUWPHQW�RI�7UDQVSRUWDWLRQ
$OOHJDWLRQ�,������

2Q�0DUFK�����������ZH�SXEOLFO\� UHSRUWHG� WKDW�D�VXSHUYLVRU�DW
WKH� (QJLQHHULQJ� 6HUYLFHV� %UDQFK� ZLWKLQ� WKH� 'HSDUWPHQW� RI
7UDQVSRUWDWLRQ� �&DOWUDQV�� LQ� /RV� $QJHOHV� XVHG� VWDWH� WLPH�
FRPSXWHUV�� WHOHSKRQHV�� DQG� HPSOR\HHV� WR� FRQGXFW� KLV� RZQ
EXVLQHVVHV� IURP������ WKURXJK� ������ � $QRWKHU� HPSOR\HH�ZKR
XVHG� VWDWH� UHVRXUFHV� ZKHQ� SHUIRUPLQJ� ZRUN� IRU� RQH� RI� WKH
VXSHUYLVRUªV� EXVLQHVVHV� DOVR� XVHG� VWDWH� FRPSXWHUV� DQG� WLPH� LQ
����� IRU�SHUVRQDO�EXVLQHVV�� LQFOXGLQJ�XVLQJ�DQ�RQ�OLQH� VHUYLFH
WR� HQJDJH� LQ� GLVFXVVLRQ� JURXSV� DQG� WR� GRZQORDG� DGXOW
PDWHULDOV�

$�VXSHUYLVRU�LQ�WKH
'HSDUWPHQW�RI�3DUNV�DQG
5HFUHDWLRQ�PLVDSSURSULDWHG
�������IRU�SHUVRQDO�XVH�
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$JHQF\�5HVSRQVH

&DOWUDQV� WHUPLQDWHG� WKH� VXSHUYLVRU� DQG� VXVSHQGHG� WKH� RWKHU
HPSOR\HH�IRU����ZRUNLQJ�GD\V�ZLWKRXW�SD\�

:H�FRQGXFWHG�WKLV�LQYHVWLJDWLRQ�XQGHU�WKH�DXWKRULW\�YHVWHG�LQ�WKH�&DOLIRUQLD�6WDWH�$XGLWRU�E\
6HFWLRQ� ����� RI� WKH� &DOLIRUQLD� *RYHUQPHQW� &RGH� DQG� LQ� FRPSOLDQFH� ZLWK� DSSOLFDEOH
LQYHVWLJDWLYH�DQG�DXGLWLQJ�VWDQGDUGV���:H�OLPLWHG�RXU�UHYLHZ�WR�WKRVH�DUHDV�VSHFLILHG� LQ� WKH
VFRSH�RI�WKH�UHSRUW�

5HVSHFWIXOO\�VXEPLWWHG�

.857�5��6-2%(5*
6WDWH�$XGLWRU

'DWH� 0DUFK���������

,QYHVWLJDWLYH�6WDII� $QQ�.��&DPSEHOO��'LUHFWRU��&)(
:LOOLDP�$QGHUVRQ��&*)0
6WHSKHQ�&KR��&)(��&*)0
&\QWKLD�$��6DQIRUG��&3$��&)(��&*)0
'RUH�&��7DQQHU��&3$��&)(
.HQ�/��:LOOLV

$XGLW�6WDII� *D\DWUL�3DWHO
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Appendix A
$FWLYLW\�5HSRUW

$FWLRQ�7DNHQ�DV�D�5HVXOW�RI�,QYHVWLJDWLYH�5HSRUWV

KH� %XUHDX� RI� 6WDWH� $XGLWV� �EXUHDX�� KDV� LGHQWLILHG
LPSURSHU� JRYHUQPHQWDO� DFWLYLWLHV� WRWDOLQJ� DSSUR[LPDWHO\
������PLOOLRQ� VLQFH� -XO\� ����� ZKHQ� LW� UHDFWLYDWHG� WKH

:KLVWOHEORZHU� +RWOLQH� �IRUPHUO\� DGPLQLVWHUHG� E\� LWV
SUHGHFHVVRU�� WKH� 2IILFH� RI� WKH� $XGLWRU� *HQHUDO��� � 7KHVH
LPSURSHU�DFWLYLWLHV�LQFOXGHG�WKHIW�RI�VWDWH�SURSHUW\��IDOVH�FODLPV�
FRQIOLFWV� RI� LQWHUHVW�� DQG� SHUVRQDO� XVH� RI� VWDWH� UHVRXUFHV�� � 7KH
EXUHDXªV� LQYHVWLJDWLRQV� DOVR� VXEVWDQWLDWHG� RWKHU� LPSURSHU
DFWLYLWLHV� WKDW� FDQQRW� EH� TXDQWLILHG� LQ� GROODUV� EXW� KDYH� KDG� D
QHJDWLYH� VRFLHWDO� LPSDFW�� � ([DPSOHV� LQFOXGH� YLRODWLRQV� RI
ILGXFLDU\�WUXVW��IDLOXUH�WR�SHUIRUP�PDQGDWHG�GXWLHV��DQG�DEXVH�RI
DXWKRULW\�

$OWKRXJK� WKH� EXUHDX� LQYHVWLJDWHV� LPSURSHU� JRYHUQPHQWDO
DFWLYLWLHV��LW�GRHV�QRW�KDYH�HQIRUFHPHQW�SRZHUV���:KHQ�EXUHDX
LQYHVWLJDWLRQV�VXEVWDQWLDWH�DOOHJDWLRQV�RI�LPSURSHU�JRYHUQPHQWDO
DFWLYLW\�� WKH� VWDWH� DXGLWRU� UHSRUWV� WKH� QDWXUH� DQG� GHWDLOV� RI� WKH
DFWLYLW\� WR� WKH� KHDG� RI� WKH� VWDWH� HQWLW\� RU� WKH� DSSRLQWLQJ
DXWKRULW\�� ZKR� LV� UHVSRQVLEOH� IRU� WDNLQJ� ZKDWHYHU� FRUUHFWLYH
DFWLRQ� LW� GHHPV� DSSURSULDWH�� � 7KH� 5HSRUWLQJ� RI� ,PSURSHU
*RYHUQPHQWDO� $FWLYLWLHV� $FW� �DFW�� DOVR� HPSRZHUV� WKH� VWDWH
DXGLWRU� WR� UHSRUW� LPSURSHU� JRYHUQPHQWDO� DFWLYLWLHV� WR
RWKHU�DSSURSULDWH�DXWKRULWLHV��VXFK�DV�ODZ�HQIRUFHPHQW�RU�RWKHU
HQWLWLHV�KDYLQJ�MXULVGLFWLRQ�RYHU�WKH�DFWLYLWLHV�

&RUUHFWLYH� DFWLRQV� WDNHQ� RQ� FDVHV� FRQWDLQHG� LQ� WKLV� UHSRUW� DUH
GHVFULEHG�LQ�WKH�LQGLYLGXDO�FKDSWHUV���7DEOH���VXPPDUL]HV�DOO�RI
WKH� FRUUHFWLYH� DFWLRQV� WDNHQ� E\� DJHQFLHV� VLQFH� WKH� EXUHDX
UHDFWLYDWHG�LWV�:KLVWOHEORZHU�+RWOLQH�LQ�-XO\������

7
,QYHVWLJDWLRQV�FRPSOHWHG
RYHU�WKH�SDVW�IRXU�\HDUV
KDYH�LGHQWLILHG�LPSURSHU
JRYHUQPHQWDO�DFWLYLWLHV
WKDW�FRVW�WKH�WD[SD\HUV
������PLOOLRQ�
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7DEOH��
&RUUHFWLYH�$FWLRQV�7DNHQ
-XO\������7KURXJK�)HEUXDU\�����

7\SH�RI�&RUUHFWLYH�$FWLRQV ,QVWDQFHV

5HIHUUDOV�IRU�FULPLQDO�SURVHFXWLRQ ��
&RQYLFWLRQV �
-RE�WHUPLQDWLRQV ��
'HPRWLRQV �
3D\�UHGXFWLRQV �
6XVSHQVLRQV�ZLWKRXW�SD\ �
5HSULPDQGV ��

,Q�DGGLWLRQ��GR]HQV�RI�DJHQFLHV�KDYH�PRGLILHG�RU�UHLWHUDWHG�WKHLU
SROLFLHV�DQG�SURFHGXUHV�WR�SUHYHQW�IXWXUH�LPSURSHU�DFWLYLWLHV�

1HZ�&DVHV�2SHQHG
-XO\������7KURXJK�-DQXDU\�����

:H� UHFHLYH� DOOHJDWLRQV� RI� LPSURSHU� JRYHUQPHQWDO� DFWLYLWLHV� LQ
VHYHUDO� ZD\V�� � 7KH� ODUJHVW� QXPEHU� RI� DOOHJDWLRQV� FRPH� IURP
LQGLYLGXDOV� ZKR� FDOO� RXU� :KLVWOHEORZHU� +RWOLQH� DW
������ ����������� � )URP� -XO\� ����� WKURXJK� -DQXDU\� ������ ZH
RSHQHG�����QHZ�FDVHV�� �2I� WKHVH����� ����SHUFHQW�� FDPH�DV�D
UHVXOW� RI� LQGLYLGXDOV� FDOOLQJ� WKH� KRWOLQH�� � :H� DOVR� RSHQHG
���QHZ� FDVHV� EDVHG� RQ� FRPSODLQWV� UHFHLYHG� LQ� WKH� PDLO� DQG
��QHZ�FDVHV�EDVHG�RQ�FRPSODLQWV� IURP�LQGLYLGXDOV�ZKR�YLVLWHG
RXU�RIILFH���)LJXUH���VKRZV�WKH�VRXUFHV�RI�DOO�FDVHV�RSHQHG�IURP
-XO\����������WKURXJK�-DQXDU\����������

������������������������������������������
� ,Q� WRWDO�� ZH� UHFHLYHG� ������ FDOOV� RQ� WKH� :KLVWOHEORZHU� +RWOLQH� IURP
-XO\����������WKURXJK�-DQXDU\������������+RZHYHU������������SHUFHQW��RI�WKH
FDOOV�ZHUH�DERXW�LVVXHV�RXWVLGH�RXU�MXULVGLFWLRQ���,Q�WKHVH�FDVHV��ZH�DWWHPSWHG
WR�JLYH�WKH�FDOOHU�WKH�WHOHSKRQH�QXPEHU�RI�WKH�DSSURSULDWH�HQWLW\�WR�KDQGOH�WKHLU
FRPSODLQWV�� �$QRWKHU� ���� ����SHUFHQW��ZHUH� UHODWHG� WR� SUHYLRXVO\� HVWDEOLVKHG
FDVH�ILOHV�

:KLVWOHEORZHU�+RWOLQH�
��������������
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�)LJXUH��
6RXUFHV�RI�����1HZ�&DVHV�2SHQHG
-XO\����������7KURXJK�-DQXDU\���������

:RUN�RQ�,QYHVWLJDWLYH�&DVHV
-XO\������7KURXJK�-DQXDU\�����

,Q� DGGLWLRQ� WR� WKH� ���� QHZ� FDVHV� RSHQHG� GXULQJ� WKH� VHYHQ�
PRQWK� SHULRG�� ��� FDVHV� ZHUH� DZDLWLQJ� UHYLHZ� RU� DVVLJQPHQW
DQG� ��� ZHUH� VWLOO� XQGHU� LQYHVWLJDWLRQ� E\� HLWKHU� WKLV� RIILFH� RU
RWKHU� VWDWH� DJHQFLHV� RQ� -XO\� ��� ������ � $V� D� UHVXOW�� ���� FDVHV
UHTXLUHG� VRPH� OHYHO� RI� UHYLHZ�GXULQJ� WKH�SHULRG�� � )RU� ��RWKHU
FDVHV�� LQYHVWLJDWLRQV� KDG� EHHQ� FRQFOXGHG� DQG� SXEOLFO\
UHSRUWHG�� EXW� WKH� HPSOR\LQJ� GHSDUWPHQWV� KDG� QRW� FRPSOHWHG
FRUUHFWLYH� DFWLRQV�� � &KDSWHU� �� VXPPDUL]HV� FRUUHFWLYH� DFWLRQV
WDNHQ�RQ�WKHVH���LQYHVWLJDWLRQV�VLQFH�ZH�ODVW�UHSRUWHG�WKHP�

7KH� DFW� VSHFLILHV� WKDW� WKH� VWDWH� DXGLWRU� PD\� FRQGXFW� DQ
LQYHVWLJDWLRQ� XSRQ� UHFHLYLQJ� VSHFLILF� LQIRUPDWLRQ� WKDW� DQ\
HPSOR\HH� RU� VWDWH� HQWLW\� KDV� HQJDJHG� LQ� DQ� LPSURSHU
JRYHUQPHQWDO�DFWLYLW\���$IWHU�UHYLHZLQJ�WKH�LQIRUPDWLRQ�SURYLGHG
E\�FRPSODLQDQWV�DQG�WKH�SUHOLPLQDU\�ZRUN�E\�LQYHVWLJDWLYH�VWDII�
ZH� DVVHVV�ZKHWKHU� VXIILFLHQW� HYLGHQFH� RI�ZURQJGRLQJ� H[LVWV� WR
PRXQW�DQ�LQYHVWLJDWLRQ���,Q�����RI�WKH�����FDVHV��ZH�FRQFOXGHG
WKDW� QRW� HQRXJK� HYLGHQFH� RI� LPSURSHU� JRYHUQPHQWDO� DFWLYLW\
H[LVWHG�IRU�XV�WR�PRXQW�DQ�LQYHVWLJDWLRQ�

7KH� DFW� DOVR� VSHFLILHV� WKDW� WKH� VWDWH� DXGLWRU� PD\� UHTXHVW
WKH�DVVLVWDQFH�RI�DQ\�VWDWH�HQWLW\�RU�HPSOR\HH�LQ�FRQGXFWLQJ�DQ\

Hotline
57%

Mail
37%

Walk-ins
6%



$FWLYLW\�5HSRUW

��

LQYHVWLJDWLRQ�� � )URP� -XO\� ����� WKURXJK� -DQXDU\� ������ VWDWH
DJHQFLHV�LQYHVWLJDWHG����FDVHV�RQ�RXU�EHKDOI�DQG�VXEVWDQWLDWHG
DOOHJDWLRQV� RQ� �� ������ SHUFHQW�� RI� WKH� ��FDVHV� WKH\� FRPSOHWHG
GXULQJ�WKH�SHULRG�

,Q� DGGLWLRQ�� ZH� LQGHSHQGHQWO\� LQYHVWLJDWHG� ���FDVHV� DQG
VXEVWDQWLDWHG�DOOHJDWLRQV�RQ��� ����SHUFHQW��RI� WKH����FDVHV�ZH
FRPSOHWHG�GXULQJ� WKH�SHULRG�� �:H�ZLOO� LVVXH�D� VHSDUDWH�SXEOLF
UHSRUW�RQ���RI�WKH���VXEVWDQWLDWHG�FDVHV���)LJXUH���VKRZV�DFWLRQ
WDNHQ�RQ�FDVH�ILOHV�IURP�-XO\������WKURXJK�-DQXDU\��������$V�RI
-DQXDU\� ���� ������ ��� FDVHV� ZHUH� DZDLWLQJ� UHYLHZ� RU
DVVLJQPHQW�

)LJXUH��
'LVSRVLWLRQ�RI�����&DVHV
-XO\����������7KURXJK�-DQXDU\���������

50

21
12

142

Closed Unassigned

Investigated by State Auditor Investigated by Other Agencies
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Appendix B
6WDWH�/DZV��5HJXODWLRQV��DQG�3ROLFLHV

KLV�DSSHQGL[�SURYLGHV�PRUH�GHWDLOHG�GHVFULSWLRQV�RI� VWDWH
ODZV�� UHJXODWLRQV�� DQG� SROLFLHV� WKDW� JRYHUQ� HPSOR\HH
FRQGXFW�DQG�SURKLELW�WKH�W\SHV�RI�LPSURSHU�JRYHUQPHQWDO

DFWLYLWLHV�GHWDLOHG�LQ�WKLV�UHSRUW�

/DZV�*RYHUQLQJ�7KHIW
&KDSWHUV���DQG���5HSRUW�7KHIW

7KH� &DOLIRUQLD� 3HQDO� &RGH�� 6HFWLRQ� ����� SURYLGHV� WKDW� HYHU\
SHUVRQ� ZKR� NQRZLQJO\�� E\� DQ\� IDOVH� RU� IUDXGXOHQW
UHSUHVHQWDWLRQ��GHIUDXGV� DQ\�RWKHU� SHUVRQ� RI�PRQH\�� ODERU�� RU
SURSHUW\��RU�ZKR�FDXVHV�RU�SURFXUHV�DQRWKHU�WR�UHSRUW�IDOVHO\�RQ
KLV� RU� KHU� ZHDOWK� RU� PHUFDQWLOH� FKDUDFWHU� DQG� WKHUHE\
IUDXGXOHQWO\�REWDLQV�SURSHUW\��LV�SXQLVKDEOH�LQ�WKH�VDPH�PDQQHU
DQG� WR� WKH� VDPH� H[WHQW� DV� IRU� WKHIW� RI� WKH�PRQH\� RU� SURSHUW\
LQYROYHG�

6HFWLRQ�����D��SURKLELWV�DQ\�SHUVRQ� IURP� LQWHQWLRQDOO\�PDNLQJ�
HLWKHU� GLUHFWO\� RU� LQGLUHFWO\� RU� WKURXJK� DQ� DJHQW�� DQ\� IDOVH
VWDWHPHQW�LQ�ZULWLQJ�UHJDUGLQJ�KLV�RU�KHU�ILQDQFLDO�FRQGLWLRQ�IRU
WKH�SXUSRVH�RI�SURFXULQJ�D�GLVFRXQW�RQ�DQ�DFFRXQW�UHFHLYDEOH�

6HFWLRQ�����VWDWHV�WKDW�DQ�LQGLYLGXDO�LV�JXLOW\�RI�WKHIW�LI�KH�RU�VKH
NQRZLQJO\�� E\� DQ\� IDOVH� RU� IUDXGXOHQW� UHSUHVHQWDWLRQ� RU
SUHWHQVH�� GHIUDXGV� DQ\� RWKHU� SHUVRQ� RI� PRQH\�� ODERU� RU
SURSHUW\�� � )XUWKHU�� LI� WKH� DPRXQW� LQYROYHG� LQ� DJJUHJDWH� LV� LQ
H[FHVV�RI������LQ�D�FRQVHFXWLYH����PRQWK�SHULRG��WKH�YLRODWLRQ
LV�JUDQG�WKHIW�XQGHU�6HFWLRQ�����RI�WKH�&DOLIRUQLD�3HQDO�&RGH�

6HFWLRQ�����VWDWHV�WKDW�LW�LV�D�IHORQ\�WR�SUHSDUH�DQ\�IDOVH�UHFRUG
ZLWK� WKH� LQWHQW� WR� SURGXFH� LW� DV� JHQXLQH� RU� WUXH� IRU� DQ\
IUDXGXOHQW� RU� GHFHLWIXO� SXUSRVH�� � 6HFWLRQ� ���� VWDWHV� WKDW� DQ\
HPSOR\HH�ZKR� IUDXGXOHQWO\�DSSURSULDWHV�SURSHUW\�EHORQJLQJ� WR
WKH�6WDWH�EXW�XQGHU�KLV�RU�KHU�FRQWURO�E\�YLUWXH�RI�HPSOR\PHQW�
LV�JXLOW\�RI�HPEH]]OHPHQW�

7



6WDWH�/DZV��5HJXODWLRQV��DQG�3ROLFLHV
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6WDWH�0DQDJHUVn�5HVSRQVLELOLWLHV
&KDSWHUV���DQG���5HSRUW�:HDNQHVVHV�DQG
0LVKDQGOLQJ�RI�6WDWH�)XQGV

7KH�)LQDQFLDO� ,QWHJULW\� DQG� 6WDWH�0DQDJHUªV�$FFRXQWDELOLW\�$FW
FRQWDLQHG� LQ� WKH�&DOLIRUQLD�*RYHUQPHQW�&RGH��EHJLQQLQJ�ZLWK
6HFWLRQ� ������� UHTXLUHV� HDFK� VWDWH� DJHQF\� WR� HVWDEOLVK� DQG
PDLQWDLQ� DQ� DGHTXDWH� V\VWHP� RI� LQWHUQDO� FRQWUROV�� � ,QWHUQDO
FRQWUROV�DUH�GHVLJQHG� WR�SUHYHQW�HUURUV�� LUUHJXODULWLHV��RU� LOOHJDO
DFWV�� � *HQHUDOO\� DFFHSWHG� SULQFLSOHV� RI� LQWHUQDO� FRQWUROV
SUHVFULEH�WKDW�GXWLHV�EH�VHSDUDWHG�VR�WKDW�RQH�HPSOR\HHªV�ZRUN
URXWLQHO\� VHUYHV� DV� D� FKHFN� RQ� DQRWKHUªV�� � 7KLV� VHSDUDWLRQ� RI
GXWLHV�HQVXUHV�WKDW�QR�RQH�SHUVRQ�KDV�FRPSOHWH�FRQWURO�RI�PRUH
WKDQ� RQH� IXQFWLRQ�� IRU� H[DPSOH�� ERWK� RUGHULQJ� SDUWV� DQG
FHUWLI\LQJ�WKDW�WKH�SDUWV�KDYH�EHHQ�UHFHLYHG�

&ULWHULD�*RYHUQLQJ�7D[HV
&KDSWHUV���DQG���5HSRUW�)DLOXUH�WR
5HSRUW�,QFRPH�DQG�3D\�7D[HV

&DOLIRUQLD� 5HYHQXH� DQG� 7D[DWLRQ� &RGH� �7D[� &RGH��
6HFWLRQ��������UHTXLUHV�HYHU\�WD[DEOH�LQGLYLGXDO�WR�ILOH�D�UHWXUQ
WKDW� VWDWHV� WKH� LQGLYLGXDOªV� JURVV� LQFRPH� IURP� DOO� VRXUFHV�ZLWK
WKH� )UDQFKLVH� 7D[� %RDUG�� � 7KH� 7D[� &RGH�� 6HFWLRQ� ������
GHILQHV� JURVV� LQFRPH� LQ� DFFRUGDQFH� ZLWK� 6HFWLRQ� ��� RI� WKH
,QWHUQDO� 5HYHQXH� &RGH�� ZKLFK� LQFOXGHV� LQFRPH� IURP
FRPSHQVDWLRQ� IRU� VHUYLFHV�� &DOLIRUQLD� 5HYHQXH� DQG� 7D[DWLRQ
&RGH�� 6HFWLRQ������ UHTXLUHV� UHWDLOHUV� WR� SD\� VDOHV� WD[� RQ� VROG
PHUFKDQGLVH�� � ,Q� DGGLWLRQ�� 6HFWLRQ� ����� RI� WKH� 7D[� &RGH
UHTXLUHV�D�VHOOHU� WR�UHPLW�VDOHV� WD[�WR� WKH�%RDUG�RI�(TXDOL]DWLRQ
EHIRUH� WKH� ODVW� GD\� RI� WKH� PRQWK� IROORZLQJ� WKH� HQG� RI� HDFK
TXDUWHU�

&ULWHULD�5HTXLULQJ�$XWRPRWLYH�5HSDLU�'HDOHUV�7R
5HJLVWHU�:LWK�WKH�'HSDUWPHQW�RI�&RQVXPHU�$IIDLUV

&KDSWHU���5HSRUWV�)DLOXUH�7R�5HJLVWHU

7KH� &DOLIRUQLD� %XVLQHVV� DQG� 3URIHVVLRQV� &RGH�
6HFWLRQ��������D���PDNHV� LW� XQODZIXO� IRU� DQ\� SHUVRQ� WR� EH� DQ
DXWRPRWLYH� UHSDLU� GHDOHU� ZLWKRXW� D� FXUUHQWO\� YDOLG� UHJLVWUDWLRQ
ZLWK� WKH� 'LUHFWRU� RI� WKH� 'HSDUWPHQW� RI� &RQVXPHU� $IIDLUV�
6HFWLRQ� �������D�� GHILQHV� §DXWRPRWLYH� UHSDLU� GHDOHU¨� DV� D
SHUVRQ�ZKR�HQJDJHV�LQ�WKH�EXVLQHVV�RI� UHSDLULQJ�RU�GLDJQRVLQJ
PDOIXQFWLRQV� RI� PRWRU� YHKLFOHV� IRU� FRPSHQVDWLRQ�
6HFWLRQ��������H[HPSWV�SHUVRQV�ZKR�DUH�HQJDJHG� LQ� UHSDLULQJ
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PRWRU�YHKLFOHV�VROHO\�IRU�D�JRYHUQPHQWDO�HVWDEOLVKPHQW�IURP�WKH
UHTXLUHPHQW�WR�UHJLVWHU�

,QFRPSDWLEOH�$FWLYLWLHV�'HILQHG
&KDSWHUV�������DQG��
5HSRUW�,QFRPSDWLEOH�$FWLYLWLHV

,QFRPSDWLEOH� DFWLYLW\� SURKLELWLRQV� H[LVW� WR� SUHYHQW� VWDWH
HPSOR\HHV� IURP� EHLQJ� LQIOXHQFHG� LQ� WKH� SHUIRUPDQFH� RI� WKHLU
RIILFLDO� GXWLHV� RU� IURP� EHLQJ� UHZDUGHG� E\� RXWVLGH� HQWLWLHV� IRU
DQ\�RIILFLDO�DFWLRQ�

&DOLIRUQLD�*RYHUQPHQW�&RGH�� 6HFWLRQ� ������� SURKLELWV� D� VWDWH
RIILFHU�RU�HPSOR\HH�IURP�HQJDJLQJ�LQ�DQ\�HPSOR\PHQW��DFWLYLW\�
RU� HQWHUSULVH� WKDW� LV� FOHDUO\� LQFRQVLVWHQW�� LQFRPSDWLEOH�� LQ
FRQIOLFW�� RU� LQLPLFDO� WR� KLV� RU� KHU� GXWLHV� DV� D� VWDWH� RIILFHU� RU
HPSOR\HH�� � 6XFK� DFWLYLWLHV� LQFOXGH� XVLQJ� WKH� SUHVWLJH� RU
LQIOXHQFH�RI�WKH�6WDWH�IRU�SULYDWH�JDLQ�RU�DGYDQWDJH���7KH\�DOVR
LQFOXGH� XVLQJ� VWDWH� WLPH�� IDFLOLWLHV�� HTXLSPHQW�� RU� VXSSOLHV� IRU
SULYDWH� JDLQ� RU� DGYDQWDJH�� � ,Q� DGGLWLRQ�� D� VWDWH� HPSOR\HH� LV
SURKLELWHG� IURP� UHFHLYLQJ� RU� DFFHSWLQJ�� GLUHFWO\� RU� LQGLUHFWO\�
DQ\� JLIW�� PRQH\�� VHUYLFH�� JUDWXLW\�� IDYRU�� HQWHUWDLQPHQW�
KRVSLWDOLW\�� ORDQ�� RU� DQ\� RWKHU� WKLQJ� RI� EHQHILW� RU� YDOXH� IURP
DQ\RQH�ZKR�GRHV�RU�VHHNV�WR�GR�EXVLQHVV�RI�DQ\�NLQG�ZLWK�WKH
HPSOR\HHªV� GHSDUWPHQW�� XQGHU� FLUFXPVWDQFHV� IURP� ZKLFK� DQ
LQWHQW� WR� LQIOXHQFH� WKH�HPSOR\HH� LQ� WKH�SHUIRUPDQFH�RI�RIILFLDO
GXWLHV� RU� DQ� LQWHQW� WR� UHZDUG� DQ� RIILFLDO� DFWLRQ� FRXOG� EH
UHDVRQDEO\� VXEVWDQWLDWHG�� � 7KHVH� SURKLELWHG� DFWLYLWLHV� DOVR
LQFOXGH� QRW� GHYRWLQJ� IXOO� WLPH�� DWWHQWLRQ�� DQG� HIIRUWV� WR� KLV� RU
KHU�VWDWH�MRE�GXULQJ�KRXUV�RI�GXW\�DV�D�VWDWH�HPSOR\HH�

3URKLELWLRQ�$JDLQVW�3HUVRQDO�8VH�RI�6WDWH�5HVRXUFHV
&KDSWHUV�������DQG���5HSRUW
3HUVRQDO�8VH�RI�6WDWH�5HVRXUFHV

&DOLIRUQLD� *RYHUQPHQW� &RGH�� 6HFWLRQ� ������ SURKLELWV� VWDWH
HPSOR\HHV� IURP� XVLQJ� VWDWH� HTXLSPHQW�� WUDYHO�� RU� WLPH� IRU
SHUVRQDO� DGYDQWDJH� RU� IRU� DQ� HQGHDYRU� QRW� UHODWHG� WR� VWDWH
EXVLQHVV�� � ,I� VXFK� XVH� UHVXOWV� LQ� D� JDLQ� RU� DGYDQWDJH� WR� WKH
HPSOR\HH�RU�D�ORVV�WR�WKH�6WDWH�IRU�ZKLFK�D�PRQHWDU\�YDOXH�FDQ
EH�HVWLPDWHG��WKH�HPSOR\HH�PD\�EH�OLDEOH�IRU�D�FLYLO�SHQDOW\�QRW
WR� H[FHHG� ������� IRU� HDFK� GD\� RQ� ZKLFK� D� YLRODWLRQ� RFFXUV�
SOXV�WKUHH�WLPHV�WKH�YDOXH�RI�WKH�XQODZIXO�XVH�
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8QLYHUVLW\�RI�&DOLIRUQLD��,UYLQH ,������ )DOVH�FODLPV��WKHIW �
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