
	
 
October 15, 2020 

Via Electronic Mail (pubcom@finra.org) 
 
Ms. Jennifer Piorko Mitchell 
Office of the Corporate Secretary 
FINRA 
1735 K Street, NW 
Washington, D.C. 20006-1506 
 

 
Re: FINRA Regulatory Notice 20-29; SIFMA Comment Letter in Response to FINRA’s 

Request for Comment on the Practice of Pennying in the Corporate Bond Market 
 
 
Dear Ms. Mitchell: 
 

The Securities Industry and Financial Markets Association (“SIFMA”)1 submits this 
letter to FINRA in response to the above-referenced request for comment on the practice of 
pennying in the corporate bond market.2 While SIFMA agrees that conceptually pennying could 
be problematic, FINRA’s data shows the practice of pennying is uncommon in the corporate 
bond market. Thus, any proposals to stop pennying are solutions in search of a problem that does 
not currently exist in fixed income markets. For this reason, the costs with requiring a 
substantive rule that would force firms to develop significant compliance programs and create 
unnecessary complications would far outweigh the benefits of a rule to curb the potentially 
problematic practice of pennying. We reiterate SIFMA’s comments3 in response to the MSRB’s 
2018 request for comment on the practice of pennying in the municipal bond market, which we 
have attached to this letter for your reference. Further, despite our belief that the practice of 
pennying does not appear to be a problem in the corporate bond market, we provide the 
following comments in response to FINRA’s questions in the request for comment.  

 
																																																													
1  SIFMA is the leading trade association for broker-dealers, investment banks, and asset managers operating 

in the U.S. and global capital markets.  On behalf of our industry’s nearly 1 million employees, we 
advocate for legislation, regulation and business policy, affecting retail and institutional investors, equity 
and fixed income markets and related products and services.  We serve as an industry coordinating body to 
promote fair and orderly markets, informed regulatory compliance, and efficient market operations and 
resiliency.  We also provide a forum for industry policy and professional development.  SIFMA, with 
offices in New York and Washington, D.C., is the U.S. regional member of the Global Financial Markets 
Association (GFMA).  For more information, visit http://www.sifma.org. 

2  See FINRA Regulatory Notice 20-29 (Aug. 17, 2020) ("FINRA Proposal").  
3		 See Annex 1 for SIFMA’s comment letter to the MSRB.	
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Overview and Background  

After a FIMSAC recommendation,4 FINRA conducted a review of electronic auction and 
execution practices and published this request for comment. FIMSAC recommended FINRA 
publish a request for comment on the use of “pennying,” which FIMSAC defined as a practice 
where a dealer initiates a bid or offer-wanted auction process on behalf of a customer, reviews 
the auction responses and then executes the customer order itself at a price that either matches or 
slightly improves the best priced auction response. FIMSAC further distinguished pennying from 
“last look,” which FIMSAC defined as a valid practice of a dealer reviewing auction responses 
as part of the dealer’s best execution process and internalizing the order with meaningful price 
improvement. FINRA’s study found that firms internalized the order after a Request for Quote 
(“RFQ”) auction 13% of the time.5 Approximately 2% of these executions were based on 
internal bid prices that did not improve the best external bid and 6% improved the best external 
bid by 25 basis points or less.6 Lastly, FINRA identified firms that commonly failed to 
significantly improve on the best external bid when internalizing trades.7  

Pennying Is Not a Prevalent Problem in the Corporate Bond Market 

While some claim that the practice of pennying could theoretically harm overall RFQ 
auction competitiveness, despite directly benefiting individual investors, the FINRA data does 
not suggest that the pennying is a prevalent problem that warrants a prescriptive rule. 
Considering firms internalize less than 9% of orders after a RFQ auction—which could consist 
of only the legitimate practice of last look—FINRA’s data shows that pennying is not actually a 
common problem in the corporate bond market. Our discussions with SIFMA members have 
confirmed this conclusion – our members do not believe pennying in corporate bonds is common 
or a problem for the market; if it does happen, it is isolated.  Further, considering FINRA could 
identify those firms who appear to frequently only provide minimal improvements to the best 
external bid when internalizing trades, FINRA can utilize existing rules to prevent the potentially 
troublesome practice of pennying. Thus, we request FINRA to use existing rules and supervisory 
measures to curb any troubling practices and avoid creating a prescriptive rule that will result in 
significant industry cost to develop surveillance programs to comply with a rule that provides 
limited benefits.  

 

 

 
4  See SEC FIMSAC, Recommendation Regarding the Practice of Pennying in the Corporate and Municipal 

Bond Markets (June 11, 2019).  
5  FINRA Proposal at 3. 

6  FINRA Proposal at 3-4.  

7  FINRA Proposal at 4.  
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SIFMA Response to FINRA Question 1: Do you agree with the FIMSAC’s definitions of 
pennying and last look practices and the distinction between the two? If not, how would 
you propose differently to define or distinguish between the two practices? 

SIFMA reiterates our previous comments to the MSRB that SIFMA and its members 
believe that “pennying” should be defined as the persistent practice or pattern of internalization 
of orders for which the dealer internalized at prices that are only nominally better than the cover 
bids. The internalization of orders with price improvement abides by broker-dealers' best 
execution obligation to buy or sell so that the resultant price to the customer is as favorable as 
possible. FINRA should focus on the pattern or practice rather than just look at single instances 
of dealers internalizing orders after a RFQ auction because internalizing an order to improve 
upon the best bid in a bid-wanted benefits the investor. Additionally, the determination of what is 
“nominal” or “meaningful” should be based on the facts and circumstances of the credit and the 
order to account for different market dynamics and events. We appreciate FINRA recognizing 
the benefits of “last look” and that internalizing orders with meaningful price improvement is a 
valid practice of a dealer reviewing auction responses as part of the dealer’s best execution 
process.  

FINRA Question 2: Do the results of FINRA’s sample study accurately represent the 
nature or frequency of practices you observe in the markets? Do the results of the sample 
study demonstrate that in the corporate bond market, last look is a common practice to 
achieve best execution, or the practice of pennying is prevalent, or both? 

SIFMA members report  that the results of FINRA’s sample study accurately represent 
that pennying is not a widespread problem in the corporate bond market. FINRA’s sample study 
on internalized orders does not distinguish whether an order after a RFQ auction was internalized 
as part of last look to achieve best execution or the practice of pennying. However, when 
reviewing the data on internalized orders, FINRA may be able to identify firms who show a 
persistent practice or pattern of internalization of orders for which the dealer internalized at 
prices that are only nominally better than the cover bids. FINRA could also monitor other market 
quality metrics for signs of persistent abuses. For example, a decline in bid-wanted conversion 
rates on fixed income trading platforms could indicate an increase in pennying and the market 
effects of such an increase might manifest in fewer dealers submitting prices into the auction. 
Considering that we are not aware of additional data or evidence, this reemphasizes the 
importance of focusing on the systematic pattern or practice when attempting to identify 
pennying.  

FINRA Question 3: If pennying is defined as a pattern or practice of internalization with 
no or slight price improvement after viewing prices obtained through an RFQ, what 
amount of price improvement should be considered meaningful and what level of 
regularity would constitute a pattern or practice? 

SIFMA reiterates our previous comments that the determination of what is “nominal” or 
“meaningful” price improvement should be based on the facts and circumstances of the credit 
and the order. Each firm should be able to develop policies, procedures and supervisory 
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procedures that set reasonable parameters for what is a nominal price improvement. Meaningful 
price improvement varies with liquidity and would likely be a smaller number in the more liquid 
corporate bond market than the less liquid municipal market, or for a more liquid corporate vs. a 
less liquid corporate. Considering the many factors that could impact the market price, price 
improvement should not be a specific number.  

FINRA Question 4: What are the market quality and economic consequences of pennying? 
Does or will pennying harm overall auction competitiveness over time, for example by 
causing fewer firms to provide bids in response to auctions, or by causing responding firms 
to bid less aggressively? How can the impact of pennying be measured? 

Theoretically, widespread pennying could cause market participants to stop submitting 
bids in RFQ auctions, but we are not aware of any economic consequences of pennying in the 
corporate bond market because (1) pennying is not widespread and (2) studies do not show 
pennying actually harms market quality. Some firms may internalize an order after a RFQ 
auction to provide a better price to their customer, but there also may be a small number of firms 
who may frequently engage in pennying. Pennying has not harmed auction competitiveness as 
evidenced by the significant growth in electronic platforms, which we expect to continue. 
Further, considering the firm submitting a bid in a RFQ auction knows that a dealer could 
provide a better price after the auction, a rational market participant would post a better, not 
worse price, to remain competitive. Accordingly, SIFMA supports FINRA utilizing currently 
available information and supervisory authorities to prevent firms from submitting a request for 
bids with the intention of only using those cover bids for internal price discovery and habitually 
internalizing those orders at prices that are only nominally better than the cover bids.  

FINRA Question 5: During FIMSAC discussion of the Recommendation, there was some 
support for a requirement that dealers “bid blind” in response to auctions their firm 
initiates. Under this kind of requirement, dealers would need to bid on auctions initiated by 
their firm on a blind, competitive basis during the auction period, the same as any other 
firm, without the opportunity to review other firms’ auction responses before entering the 
firm’s own order. 

SIFMA does not believe requiring blind bidding is appropriate given that the practice of 
pennying is not a material problem in the corporate bond market. Blind bidding would have 
significant implementation costs, such as separating trading personnel and creating information 
barriers, and the benefits of blind bidding do not outweigh these costs. While blind bidding likely 
would not result in direct additional costs to customers, investors would be adversely affected 
from the reduction in the ability of dealers to provide liquidity at the most favorable prices.  

FINRA Question 6: As FINRA continues to coordinate on pennying with the MSRB, 
consistent with the FIMSAC Recommendation, are there any differences between the 
corporate and municipal bond markets for which FINRA and the MSRB should account? 

We reiterate our previous comments that the practice of pennying does not appear to be a 
prevalent problem in the corporate bond market. Notably, SIFMA stated that pennying was not a 
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pervasive practice in the municipal market and recommended further study of municipal markets 
prior to any rulemaking. Accordingly, we request FINRA use existing rules to curb any potential 
problematic practices and not create a prescriptive rule that would result in significant industry 
costs with minimal benefits.  

 
 

* * * 
 
 

SIFMA greatly appreciates FINRA’s consideration of the issues raised above and would 
be pleased to discuss these comments in greater detail.  If you have any questions, please contact 
either me (at  or ). 

 

Sincerely, 
 
 
 

 
Christopher B. Killian  
Managing Director  
Securitization and Corporate Credit 

[Redacted] [Redacted]
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JXLGDQFH�PD\�QRW�QHFHVVDULO\�KDYH�WKH�GHVLUHG�HIIHFW���'HDOHUV�ELG�RQ�LWHPV�IXOO\�
XQGHUVWDQGLQJ�WKDW�WKH\�ZLOO�RQO\�EX\ D�YHU\�VPDOO�SHUFHQWDJH�RI�LWHPV� 6RPH�ILUPV�IHHO�
WKDW�D GHDOHU�ZKR�KDV�SRVWHG�D�ELG�ZDQWHG�LPSURYLQJ�WKH�ELG�IRU�WKH�SXUSRVH�RI�

� 6,)0$�0XQLFLSDO�'LYLVLRQ�065%�5XOH�*����%HVW�3UDFWLFHV��'HFHPEHU��������DYDLODEOH�DW��
KWWSV���ZZZ�VLIPD�RUJ�ZS�FRQWHQW�XSORDGV���������0XQLFLSDOB065%�5XOH�*���6,)0$�%HVW�3UDFWLFHV�SGI���

� 6HH065%�$QDO\VLV�RI�0XQLFLSDO�6HFXULWLHV�3UH�7UDGH�'DWD�IURP�$OWHUQDWLYH�7UDGLQJ�6\VWHPV��2FWREHU�
�������IRXQG�DW��KWWS���PVUE�RUJ�a�PHGLD�)LOHV�5HVRXUFHV�$QDO\VLV�RI�0XQLFLSDO�6HFXULWLHV�3UH�7UDGH�
'DWD�DVK["OD HQ �³)XUWKHUPRUH��D�QHZ�EUHHG�RI�PDUNHW�SDUWLFLSDQWV²SURSULHWDU\�WUDGLQJ�ILUPV�WKDW�UHO\�XSRQ
DXWRPDWHG�DOJRULWKPV�WR�WUDGH�WKHLU�RZQ�FDSLWDO²KDYH�LQFUHDVLQJO\�RFFXSLHG�D�VLJQLILFDQW VSDFH�LQ�WKH�PXQLFLSDO�
VHFXULWLHV�PDUNHW��:KLOH SURSULHWDU\�WUDGLQJ�ILUPV�DUH�RIWHQ�UHJLVWHUHG DV�EURNHU�GHDOHUV��WKH\�DUH�QRW�D�WUDGLWLRQDO�
EURNHU�GHDOHU��RU�DQ LQYHVWPHQW�DGYLVHU��IRU�WKDW PDWWHU���VLQFH�WKH\�RQO\�WUDGH�WKHLU�SULQFLSDO�DFFRXQWV�ZLWKRXW�DFWLQJ�
DV�DQ�DJHQW��D GHDOHU RU�DQ�LQYHVWPHQW�PDQDJHU�IRU�WKHLU�FXVWRPHUV��3URSULHWDU\�WUDGLQJ�ILUPV�DUH�QDWXUDOO\�KHDY\
XVHUV�RI�$76�SODWIRUPV��DV�WKH\�DUH�GUDZQ�WR�WKH�DQRQ\PLW\�DQG�VSHHG\�DXWR�H[HFXWLRQ IHDWXUHV�RI�$76V�WR�LQWHUDFW�
ZLWK�RWKHU�PDUNHW�SDUWLFLSDQWV�´�
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LQWHUQDOL]DWLRQ�GRHV�QRW�LQ�DQ\�ZD\�LPSDFW�WKH�ELGGLQJ�GHDOHU¶V�GHFLVLRQV�RQ�KRZ�WR�ELG�
DQG�ZKHQ�WR�ELG�LWHPV�RQ�WKH�DOWHUQDWLYH�WUDGLQJ�V\VWHP� 3ULFH�LPSURYHPHQW�RI�DQ\�NLQG�LV�
ZLGHO\�DFFHSWHG�LQ�RWKHU�ILQDQFLDO�PDUNHWV�DQG�XVHG�DV�D�PHDVXUH�RI�SHUIRUPDQFH�

G� 1HHG�IRU�$GGLWLRQDO�6WXG\�

3HQQ\LQJ��DV�ZH�KDYH�GHILQHG�VXFK�WHUP�DERYH��LV�DEXVLYH���+RZHYHU��WKHUH�LV�
RQO\�DQHFGRWDO�HYLGHQFH�WKDW�SHQQ\LQJ�KDUPV�OLTXLGLW\�LQ�WKH�PXQLFLSDO PDUNHW��$OWKRXJK�
6,)0$�DQG�LWV�PHPEHUV�DFNQRZOHGJH�WKH�065%¶V�FRQFHUQ�UHJDUGLQJ�³ELGGHU�IDWLJXH�´�LW�
LV�XQFOHDU�LI�ELGGLQJ�GHDOHUV�ZRXOG�ELG�PRUH�RIWHQ�RU�PRUH�DJJUHVVLYHO\�LI�LQWHUQDOL]DWLRQ�
GLG�QRW�RFFXU���3ULRU�WR�WKH�ILQDOL]DWLRQ�RI�DQ\�SURSRVHG�LQWHUSUHWLYH�QRWLFH�RQ�SHQQ\LQJ�
ZH�EHOLHYH�WKHUH�VKRXOG�EH�VWXGLHV�VKRZLQJ�WKH�SUDFWLFH�KLQGHUV�OLTXLGLW\���

,,� %HVW�([HFXWLRQ $PHQGPHQWV

6,)0$�DSSUHFLDWHV�WKH�GUDIW�DPHQGPHQW�WR�WKH�LPSOHPHQWDWLRQ�JXLGDQFH�RQ�EHVW�
H[HFXWLRQ���7KLV�JXLGDQFH�WDNHV�D�VWHS�LQ�WKH�ULJKW�GLUHFWLRQ�WR�FODULI\�WKH�JXLGDQFH���
+RZHYHU��WKH�FKDQJH�PD\�QRW�JR�IDU�HQRXJK���6,)0$�DQG�LWV�PHPEHUV�VXJJHVW�FKDQJLQJ�
WKH�³PD\´�WR�D�³GRHV´�LQ�WKH�ILUVW�HGLW�RQ�SDJH������7KLV�FKDQJH�ZRXOG�PDNH�LW�FOHDU�WKDW�
VXFK�PXOWLSOH�SRVWLQJV�DUH�QRW�QHFHVVDU\� $OVR��LQ�WKH�VHFRQG�LQVHUWLRQ�RQ�SDJH�����WKH�
VHFRQG�XVH�RI�³PD\´�VKRXOG�EH�UHPRYHG�WR�PDNH�FOHDU�WKDW�HDFK�GHDOHU�FRQVWLWXWHV�D�
³PDUNHW´��DV�WKDW�WHUP�LV�EURDGO\�GHILQHG�LQ�SDUDJUDSK�����RI�WKH�6XSSOHPHQWDU\�0DWHULDO���

6LQFH�WKH�RULJLQDO�JXLGDQFH�ZDV�UHOHDVHG��LW�KDV�EHFRPH FRPPRQ�SUDFWLFH�E\�
VRPH�GHDOHUV�LQ�WKH�PXQLFLSDO�VHFXULWLHV�LQGXVWU\�WR�SRVW�WKH�VDPH�ELG�ZDQWHG�
VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�SODWIRUPV��3RVWLQJ�RI�WKH�VDPH�ELG�ZDQWHG�
VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�SODWIRUPV�SURYLGHV GHDOHUV�ZLWK�PDUJLQDO��LI�DQ\��
LQFUHDVHG�DFFHVV�WR�OLTXLGLW\���2WKHU�WKDQ�D�PDUJLQDO�LQFUHDVH�LQ�OLTXLGLW\��RU�SRWHQWLDOO\�
LQFUHDVHG�FRQQHFWLYLW\��SRVWLQJ�WKH�VDPH�ELG�ZDQWHG�VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�
SODWIRUPV�ODUJHO\�RFFXUV�IRU�056%�5XOH�*����FRPSOLDQFH���7KH�SRVWLQJ�RI�WKH�VDPH�ELG�
ZDQWHG�VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�SODWIRUPV�PD\�LPSDFW�D�GHDOHUV¶�ZLOOLQJQHVV�
WR�UHVSRQG�WR�ELG�ZDQWHGV���'HDOHUV�GR�VRPHWLPHV�DOWHU�WKHLU�ELGGLQJ�VWUDWHJLHV�ZKHQ�
UHVSRQGLQJ�WR�ELG�ZDQWHGV�WKDW�DUH�SRVWHG�VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�SODWIRUPV���
'HSHQGLQJ�RQ�WKH�VL]H�RI�WKH�GHDOHU�ILUP�DQG�WKH�VRSKLVWLFDWLRQ RI�WKHLU�WHFKQRORJ\��VRPH�
ILUPV�PD\�KDYH�DQ�DJJUHJDWRU��DQG�VHQG�WKH�VDPH�ELG�WR�DOO�WUDGLQJ�SODWIRUPV�DW�RQFH�
ZKHUHDV�RWKHU�ILUPV�SLFN�RQH�FKDQQHO�WKURXJK�ZKLFK�WR�UHVSRQG� 6RPH�ILUPV�ZLOO�QRW�
UHVSRQG���7KH�SUDFWLFH�RI�SRVWLQJ�WKH�VDPH�ELG�ZDQWHG�VLPXOWDQHRXVO\�RQ�PXOWLSOH�WUDGLQJ�
SODWIRUPV�PD\�KDYH D�QHJDWLYH�LPSDFW�RQ�WKH�PDUNHW��GHSHQGLQJ�RQ�WKH�VL]H�RI�WKH�WUDGH��

E\�JLYLQJ�PDUNHW�SDUWLFLSDQWV�D�IDOVH�LPSUHVVLRQ�WKDW�WKHUH�DUH�PRUH�SRVLWLRQV�RXW�IRU�ELG�
WKDQ�WKHUH�UHDOO\�DUH��DQG WKHUHIRUH D�IDOVH�SHUFHSWLRQ�RI�OLTXLGLW\���+RZHYHU��LW�LV�FOHDU�

� 7KH�LPSDFW�RI�WKLV�SUDFWLFH�LV�DSSDUHQW�IRU�ODUJH�WUDGHV��WKH�HIIHFWV RI�WKLV�SUDFWLFH�RQ�RGG�ORW�WUDGHV�LV�
LQVLJQLILFDQW���
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WKDW�D�GHDOHU�SRVWLQJ�ERQGV�WKH\�RZQ�RU�SRVWLQJ�D�ELG�ZDQWHG�RQ�PXOWLSOH�SODWIRUPV�LV�QRW�
D�UXOH�YLRODWLRQ��

7KH�RIIHULQJ�VLGH�RI�WKH�PDUNHW�LV�YHU\�GLIIHUHQW�WKDQ�WKH�ELG�ZDQWHG�VLGH�RI�WKH�
PDUNHW���:LWK�UHVSHFW�WR�RIIHULQJV��WKH�SURFHVV�LV�PXFK�PRUH�FRQWUROOHG HYHQW�WKRXJK�
VRPH�RI�WKH�VDPH�³QRLVH´�H[LVWV���

:LWK�UHVSHFW�WR�WKH�GUDIW�DPHQGPHQWV��ZH�GRQ¶W�KDYH�HQRXJK�LQIRUPDWLRQ�WR�
GHWHUPLQH�LI�DQ\�LQDGYHUWHQW�FRVWV�RU�EXUGHQV�ZRXOG�EH�FUHDWHG��EXW�ZH�GRQ¶W�EHOLHYH�
WKHUH�ZRXOG�EH�DQ\�VXFK�FRVWV�RU�EXUGHQV�

,9� &RQFOXVLRQ

6,)0$�DQG�LWV�PHPEHUV DSSUHFLDWH�WKLV�RSSRUWXQLW\�WR�FRPPHQW�RQ�WKH�GUDIW�
LQWHUSUHWLYH�JXLGDQFH�DQG�GUDIW�DPHQGPHQWV��:H�ZRXOG�EH�SOHDVHG�WR�GLVFXVV�DQ\�RI�
WKHVH�FRPPHQWV�LQ�JUHDWHU�GHWDLO��RU WR�SURYLGH�DQ\�RWKHU�DVVLVWDQFH�WKDW�ZRXOG�EH�
KHOSIXO��,I�\RX�KDYH�DQ\�TXHVWLRQV��SOHDVH�GR�QRW�KHVLWDWH�WR�FRQWDFW�WKH�XQGHUVLJQHG�
DW����������������

6LQFHUHO\�\RXUV�

/HVOLH�0��1RUZRRG
0DQDJLQJ�'LUHFWRU�DQG�
$VVRFLDWH�*HQHUDO�&RXQVHO

FF� 0XQLFLSDO�6HFXULWLHV�5XOHPDNLQJ�%RDUG
/\QQHWWH�.HOO\��3UHVLGHQW�DQG�&KLHI�([HFXWLYH�2IILFHU�
0LFKDHO�3RVW��*HQHUDO�&RXQVHO
/DQQ\�6FKZDUW]��&KLHI 5HJXODWRU\�2IILFHU
-RKQ�%DJOH\��&KLHI�0DUNHW�6WUXFWXUH�2IILFHU
/HLOD�%DUERXU��0DUNHW�/HDGHUVKLS�0DQDJHU
6DOLKD�2OJXQ��$VVRFLDWH�*HQHUDO�&RXQVHO
&DUO�7XJEHUN��$VVLVWDQW�*HQHUDO�&RXQVHO
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$SSHQGL[
065%�4XHVWLRQV�RQ�'UDIW�,QWHUSUHWLYH�*XLGDQFH�RQ�3HQQ\LQJ

�� ,V�SHQQ\LQJ�SUHYDOHQW�RU�XQFRPPRQ�LQ�WKH�PXQLFLSDO�VHFXULWLHV�PDUNHW"�

$���:H�GR�QRW�EHOLHYH�WKDW�SHQQ\LQJ��DV�ZH�KDYH�GHILQHG�LW��LV�D�SHUYDVLYH�
SUDFWLFH��

�� :RXOG�ELGGLQJ�GHDOHUV�ELG�PRUH�RIWHQ�RU�PRUH�DJJUHVVLYHO\�LI�WKH\�ZHUH�
FRQILGHQW�WKDW�ZLGHVSUHDG�SHQQ\LQJ�GLG�QRW�RFFXU�LQ�WKH�PXQLFLSDO�PDUNHW�RU�
LI�WKH\�ZHUH�FRQILGHQW�WKDW�SHQQ\LQJ�ZRXOG�QRW�RFFXU�LQ�D�ELG�ZDQWHG"�

$���7KHUH�LV�QR�FOHDU�HYLGHQFH��DQG�RSLQLRQV�YDU\���

�� 'RHV�WKH�GUDIW�LQWHUSUHWLYH�JXLGDQFH�UDLVH�DQ\�QHZ�TXHVWLRQV�RU�VXIILFLHQWO\�
DQVZHU�WKH�TXHVWLRQ�RI�ZKDW�LV�SHQQ\LQJ"�,V�PRUH�JXLGDQFH�QHFHVVDU\�WR�
DQVZHU�WKLV�TXHVWLRQ"�,I�VR��ZKDW�W\SH�RI�JXLGDQFH�ZRXOG�EH�YDOXDEOH"�

$���1R��ZH�GR�QRW�EHOLHYH�WKDW�WKH�GUDIW�LQWHUSUHWLYH�JXLGDQFH�VXIILFLHQWO\�
DGGUHVVHV�WKH�LVVXHV��DQG�WKDW�IXUWKHU�VWXG\�ZRXOG�EH�YDOXDEOH��

�� 'RHV�WKH�GUDIW�LQWHUSUHWLYH�JXLGDQFH�UHSUHVHQW�WKH�DSSURSULDWH�DSSURDFK�WR�
DGGUHVVLQJ�SHQQ\LQJ�LQ�WKH�PXQLFLSDO�VHFXULWLHV�PDUNHW"�

$���1R���2XU�VXJJHVWLRQV�DUH�VHW�IRUWK�LQ�RXU�DWWDFKHG�OHWWHU�

�� $V�DQ�DOWHUQDWLYH�WR�DGRSWLQJ�WKH�GUDIW�LQWHUSUHWLYH�JXLGDQFH��VKRXOG�WKH�
065%�LQVWHDG�SXUVXH�UXOHPDNLQJ�WR�SURKLELW�SHQQ\LQJ"�:K\�RU�ZK\�QRW"�$UH�
WKHUH�RWKHU�DOWHUQDWLYHV�WKDW�PD\�DFKLHYH�WKH VDPH�RU�JUHDWHU�EHQHILWV�VRXJKW�
E\�WKH�065%�DW�ORZHU�FRVW�RU�EXUGHQ"�

$��1R��DV�VWDWHG�DERYH��ZH�EHOLHYH�WKH�GHILQLWLRQ�RI�SHQQ\LQJ�QHHGV�WR�EH�
FODULILHG�DQG�DGGLWLRQDO�VWXG\�ZRXOG�EH�KHOSIXO��

�� ,I�WKH�GHDOHU�ELGV�LQ�FRPSHWLWLRQ��WKH�GHDOHU�VXEPLWV�D�ELG DV�SDUW�RI�WKH�ELG�
ZDQWHG�SURFHVV��DQG�RQ�D�EOLQG�EDVLV��ZLWKRXW�NQRZOHGJH�RI�WKH�RWKHU�ELG�
SULFHV���VKRXOG�DQ\�JXLGDQFH�RU�UXOH�PDNH�FOHDU�WKDW�SHQQ\LQJ�KDV�QRW�
RFFXUUHG�LQ�WKRVH�VLWXDWLRQV��HYHQ�LI�WKH�GHDOHU¶V�EHVW�VXFK�ELG�LV�WKH�VDPH�DV�RU�
RQO\�PRGHVWO\�EHWWHU�WKDQ�WKH�QH[W�EHVW�ELG"�

$��2I�FRXUVH���%LGV�UHFHLYHG�DV�SDUW�RI�WKH�ELG�ZDQWHG�SURFHVV��E\�DQ\�GHDOHU��
DUH�FOHDUO\�QRW�SHQQ\LQJ�� 6,)0$�DQG�LWV�PHPEHUV�IHHO�WKDW�GHDOHU�ELGV�LQ�
FRPSHWLWLRQ�DQG�RQ�D�EOLQG�EDVLV�FOHDUO\�GR�QRW�FRQVWLWXWH�SHQQ\LQJ��DQG�DQ\�
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JXLGDQFH�RU�UXOH�VKRXOG�PDNH�LW�FOHDU�WKDW�SHQQ\LQJ�KDV�QRW�RFFXUUHG�LQ�WKRVH�
VLWXDWLRQV��$OVR��RXU�PHPEHUV�IHHO�UHYLHZLQJ�WKH�ELGV�UHFHLYHG�LV�QHFHVVDU\�WR�
FKHFN�FRPSOLDQFH�ZLWK�WKH�IDLU�SULFLQJ�UXOH���

�� :KDW�DUH�WKH�SURV�DQG�FRQV�RI�D�GHDOHU�XVLQJ�D�ELG�ZDQWHG�DV�RSSRVHG�WR�D�ELG�
ZDQWHG�LQ�FRPSHWLWLRQ"�:K\�ZRXOG�D�GHDOHU�ZLWK�LQWHUHVW�LQ�D�ERQG�QRW�
GLVWULEXWH�D�ELG�ZDQWHG�LQ�FRPSHWLWLRQ�DV�RSSRVHG�WR�GLVWULEXWLQJ�D�ELG�ZDQWHG�
DQG�WKHQ�SXUFKDVLQJ�WKH�ERQG�IRU�LWV�DFFRXQW�IROORZLQJ�WKH�HQG�RI�WKH ELG�
FROOHFWLRQ�SHULRG"

$���7KHUH�LV�QR�GLIIHUHQFH�

�� 7KH�GUDIW�LQWHUSUHWLYH�JXLGDQFH�SURYLGHV�WKDW��GHSHQGLQJ�RQ�WKH�IDFWV�DQG�
FLUFXPVWDQFHV��WKH�XVH�RI�ELG�ZDQWHGV��ZKHWKHU�GLVWULEXWHG�YLD�DQ�$76�RU�
EURNHU¶V�EURNHU��VROHO\�IRU�SULFH�GLVFRYHU\�SXUSRVHV�ZRXOG�EH�DQ�XQIDLU�
SUDFWLFH�ZLWKLQ�WKH�PHDQLQJ�RI�5XOH�*�����DQG�WKDW�WKH�UHSHDWHG�SUDFWLFH�RI�
SHQQ\LQJ�ZRXOG�EH�LQGLFDWLYH�RI�KDYLQJ�WKH�VROH�SXUSRVH�RI�SULFH�GLVFRYHU\�

D� ,V�LW�DSSURSULDWH�WR�DSSO\�DQ�LQWHQW�EDVHG�VWDQGDUG�WR�GHWHUPLQH�
ZKHWKHU�SHQQ\LQJ�KDV�RFFXUUHG"

$��:H�EHOLHYH�WKDW�RXU�GHILQLWLRQ�RI�SHQQ\LQJ�DGGUHVVHV�WKH�065%¶V�
FRQFHUQV��

E�� ,V�LW�PRUH�DSSURSULDWH�WR�SXUVXH�D�EULJKW�OLQH�VWDQGDUG"

$��1R��

F� $UH�WKHUH�LQVWDQFHV�LQ�ZKLFK�WKH�XVH�RI�D�ELG�ZDQWHG�VROHO\�IRU�SULFH�
GLVFRYHU\�VKRXOG�QRW�EH�GHHPHG�DQ�XQIDLU�SUDFWLFH�ZLWKLQ�WKH�PHDQLQJ�
RI�5XOH�*���"

$���$�GHDOHU�GRHVQ¶W�NQRZ�LI�D�FXVWRPHU�ZLOO�VHOO�XQWLO�WKH�ELGV�FRPH�
EDFN���7KH�GHDOHU�VKRXOG�QRW�EH�SXW�LQ�D�SRVLWLRQ�RI�KDYLQJ�WR�UHIXVH�WR�
SXW�DQ�LWHP�RXW�WR�ELG�IRU�D�FOLHQW�XQOHVV�WKH�FOLHQW ZLOO�GHILQLWHO\�VHOO�DW�
DQ\�SULFH���

�� 6KRXOG�WKH�065%�GHILQH�ZKDW�YROXPH�RU�IUHTXHQF\�RI�SHQQ\LQJ�ZRXOG�
FRQVWLWXWH�D�³UHSHDWHG�SUDFWLFH´"�,V�JXLGDQFH�QHFHVVDU\�RQ�ZKHWKHU�D�GHDOHU�
KDV�HQJDJHG�LQ�D�³UHSHDWHG�SUDFWLFH´�RI�SHQQ\LQJ"

$��1R��D�EULJKW�OLQH�WHVW�LV�QRW�ZDUUDQWHG���:H�KDYH�PDGH�VRPH�VXJJHVWLRQV RQ�
WKLV�LVVXH�LQ�RXU�OHWWHU��
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��� *LYHQ�WKDW�5XOH�*�����RQ�EHVW�H[HFXWLRQ��LV�DQ�RUGHU�KDQGOLQJ�UXOH�GHVLJQHG�WR�
HQFRXUDJH�FRPSHWLWLRQ��LI�ZLGHVSUHDG�SHQQ\LQJ�GLVFRXUDJHV�GHDOHUV�IURP�
ELGGLQJ�RU�ELGGLQJ�DJJUHVVLYHO\��VKRXOG�WKH�065%�LQWHUSUHW�D�UHSHDWHG�
SUDFWLFH�RI�SHQQ\LQJ�DV�LPSDLULQJ�D�GHDOHU¶V�DELOLW\�WR�PHHW�LWV�EHVW�H[HFXWLRQ�
REOLJDWLRQV"�)RU�H[DPSOH��LI�D�GHDOHU¶V�SROLFLHV�DQG�SURFHGXUHV�SHUPLW�LW�WR�
HQJDJH�LQ�D�UHSHDWHG�SUDFWLFH�RI�SHQQ\LQJ��VKRXOG�WKRVH�SROLFLHV�DQG�
SURFHGXUHV�EH�YLHZHG�DV�LQFRQVLVWHQW�ZLWK�WKH�GHDOHU¶V�EHVW�H[HFXWLRQ�
REOLJDWLRQV"

$��1R��$V�ORQJ�DV�6,)0$¶V�GHILQLWLRQ�RI�SHQQ\LQJ�LV�XVHG��IHHO�WKDW�065%�
5XOH�*����LV�VXIILFLHQW���$OVR��WKH�065%�VKRXOG�QRW�GHILQH�ZKDW�YROXPH�RU�
IUHTXHQF\�RI�LQWHUQDOL]DWLRQ�DW�D�QRPLQDO�DPRXQW�RYHU�WKH�FRYHU�ELG�ZRXOG�
FRQVWLWXWH�D�SHUVLVWHQW�RU�³UHSHDWHG�SUDFWLFH�´�UDWKHU�LW�VKRXOG�SHUPLW�GHDOHUV�WR�
VHW�DSSURSULDWH�SROLFLHV�DQG�SURFHGXUHV�EDVHG�RQ�IDFWV�DQG�FLUFXPVWDQFHV��

��� ,V�WKH�SURFHVV�IRU�UHWDLO�ELG�ZDQWHGV�VLJQLILFDQWO\�GLIIHUHQW�WKDQ�WKH�SURFHVV�IRU�
LQVWLWXWLRQDO�ELG�ZDQWHGV��H�J���ORQJHU�ILUP�WLPHV²WKH�OHQJWK�RI�WLPH�IRU�
ZKLFK�WKH�ELGGHU�PXVW�KRQRU�WKH�ELG�SURYLGHG��XVH�RI�ELG�ZDQWHGV�YHUVXV�ELG�
ZDQWHGV�LQ�FRPSHWLWLRQ��XVH�RI�ODVW�ORRNV�"�,V�LW�VLJQLILFDQWO\�GLIIHUHQW�HYHQ�IRU�
VLPLODU�VL]H�SRVLWLRQV"�,I�VR��DUH�WKHUH�UHDVRQDEOH�JURXQGV�IRU�WKH�GLIIHUHQFH�LQ�
SURFHVV�RU�VKRXOG�WKH\�EH�PRUH�DOLNH"

$���<HV��DQG�WKHUH�DUH�UHDVRQDEOH�JURXQGV�IRU�WKHVH�GLIIHUHQFHV���7KH�SURFHVV�
IRU�UHWDLO�ELG�ZDQWHGV�LV�ORQJHU�WKDQ�WKH�SURFHVV�IRU�LQVWLWXWLRQDO�ELG�ZDQWHGV���
7KH�JURXQGV�IRU�WKH�GLIIHUHQFH�LQ�SURFHVVLQJ�WLPH�LV�WKDW�WKH�PDUNHWV�DUH�
GLIIHUHQW��DV�LV�WKH�FRYHUDJH��,W�VLPSO\�LV�D�GLIIHUHQW�DQG�VORZHU�PDUNHW��GXH�LQ�
SDUW�WR�WKH�ODUJHU�QXPEHU�RI�LQYHVWRUV�DQG�ILQDQFLDO�DGYLVRUV�WKDW�FRYHU�WKHP���
$OVR��E\�WKHLU�QDWXUH��LW�PD\�EH�PRUH�GLIILFXOW�WR�UHDFK�D�UHWDLO�FOLHQW�WKDW�LV�QRW�
DOZD\V�DYDLODEOH��DV�RSSRVHG�WR�DQ�LQVWLWXWLRQDO�LQYHVWRU���)LQDOO\��LW�LV�
LPSRUWDQW�WR�QRWH�WKDW�WKHUH�LV�D�KLJKHU�VWDQGDUG�RI�FDUH�GXH�WR�UHWDLO�LQYHVWRUV��
VR�DGGLWLRQDO�WLPH�WR�HQVXUH�GXH�FDUH�LV�ZDUUDQWHG���

��� 6KRXOG�WKHUH�EH�D�³VDIH�KDUERU´�XQGHU�WKH�5XOH�*����LQWHUSUHWDWLRQ�IRU�
LQWHUQDOL]DWLRQ�ZLWK�D�VXEVWDQWLDO�SULFH�LPSURYHPHQW�RYHU�WKH�EHVW�ELG�LQ�D�ELG�
ZDQWHG"�,I�VR��LV�WKHUH�DQ�DPRXQW�WKDW�VKRXOG�SUHVXPSWLYHO\�EH�GHHPHG�
³VXEVWDQWLDO´�SULFH�LPSURYHPHQW"

$���<HV��6,)0$�LV�LQ�IDYRU�RI�WKH�GHYHORSPHQW�RI�D�³VDIH�KDUERU´�XQGHU�WKH�
5XOH�*����LQWHUSUHWDWLRQ��DV�ORQJ�DV�LW�LV�EDVHG�RQ�D�SULQFLSOHV�EDVHG�DSSURDFK���
,QWHUQDOL]DWLRQ�ZLWK�D JUHDWHU�WKDQ�QRPLQDO SULFH�LPSURYHPHQW�RYHU�WKH�EHVW�
ELG�LQ�D�ELG�ZDQWHG�GRHV�QRW�PHHW�RXU�GHILQLWLRQ�RI�SHQQ\LQJ���:H�GR�EHOLHYH�
WKDW�WKH�LQWHUSUHWLYH�QRWLFH�VKRXOG�EH�FOHDU�WKDW�VXFK�LQWHUQDOL]DWLRQ�LV�
SHUPLWWHG��DV�LW�LV�EHQHILFLDO�DQG�QRW�KDUPIXO�WR�WKH�PDUNHW���6,)0$�EHOLHYHV�
WKHUH�VKRXOG�EH�QR�EULJKW�OLQH�WHVW�WKDW�GHPDUNV�ZKHUH�QRPLQDO�SULFH�
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LPSURYHPHQW�HQGV���)XUWKHU��WKHUH�LV�QR�VHW�DPRXQW�WKDW�VKRXOG�SUHVXPSWLYHO\�
EH�GHHPHG�³QRPLQDO´�RU�³JUHDWHU�WKDQ�QRPLQDO´ SULFH� LPSURYHPHQW���0DUNHW�
FRQGLWLRQV��FXUUHQW�LQWHUHVW�UDWHV��WKH�SULFH�RI�WKH�VHFXULW\�DQG�WKH�WHUP�RI�WKH�
VHFXULWLHV�DUH�VRPH�YDULDEOHV�WKDW�PDNH�VHWWLQJ�VXFK�D�SUHVXPSWLYH�DPRXQW�
FKDOOHQJLQJ���$JDLQ��6,)0$�DQG�LWV�PHPEHUV�IHHO�WKDW�WKH�GHWHUPLQDWLRQ�RI�
ZKDW LV�D�QRPLQDO�DPRXQW�IRU�WKH�SXUSRVHV�RI�DVFHUWDLQLQJ�ZKHWKHU�D�EURNHU�
GHDOHU�LV�SHQQ\LQJ��VKRXOG�EH�GHWHUPLQHG�E\�WKH�IDFWV�DQG�FLUFXPVWDQFHV�

��� ,V�WKHUH�DQ\�GDWD�WKDW�VKHGV�OLJKW�RQ�WKH�SUHYDOHQFH�RU�LPSDFW�RI�SHQQ\LQJ�RQ�
WKH�PDUNHW"

$���1RQH�WKDW�ZH�DUH DZDUH�RI��

����:RXOG�WKH�GUDIW�LQWHUSUHWLYH�JXLGDQFH��LI�DGRSWHG��FUHDWH�GLUHFW��LQGLUHFW�RU�
LQDGYHUWHQW�FRVWV�RU�EXUGHQV"�,V�WKHUH�GDWD�RU�RWKHU�HYLGHQFH��LQFOXGLQJ�VWXGLHV�
RU�UHVHDUFK��WKDW�VXSSRUW�FRPPHQWHUV¶�FRVW�RU�EXUGHQ�HVWLPDWHV"

$� :H�DUH�QRW�DZDUH�RI�RWKHU�HYLGHQFH�RI�FRVW�RU�EXUGHQ�HVWLPDWHV��

� :H�QRWH�WKDW�ZH�IRFXV�RQ�WKH�WHUP�³QRPLQDO�´ ,Q�RXU�YLHZ��WKHUH�LV�D�UDQJH�RI�SULFHV�EHWZHHQ�QRPLQDO�SULFH�
LPSURYHPHQW�DQG�SRWHQWLDOO\�VXEVWDQWLDO�SULFH�LPSURYHPHQW��




