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KRZ�HDFK�W\SH�IXQFWLRQV�LQ�WKH�JHQHUDO�HFRQRP\��HYDOXDWHV�ZKHWKHU�WKH\�FRQWULEXWH�PRUH�WR�VKRUW� RU�ORQJ�WHUP�JURZWK��DQG�WKHQ�GLVFXVVHV�LGHDO�FKDUDFWHULVWLFV�IRU�WKH�ILQDQFLDO�VXSSRUW�V\VWHPV WKH\�UHTXLUH���,Q�3DUW�,9��VSHFLILF�ILQDQFLQJ�VFKHPHV�DUH�VXJJHVWHG�IRU�HDFK�60(�W\SH�EDVHG�RQ�WKH�JHQHUDO�FKDUDFWHULVWLFV�UHTXHVWHG�LQ�WKH�SUHYLRXV�VHFWLRQ���3DUW�9�FRQFOXGHV�WKH�SDSHU�E\�VXPPDUL]LQJ�WKH�SURSRVDOV�RI�WKH�VWXG\�
,,��7KH�(FRQRPLF�5ROH�RI�60(V�LQ�WKH�$UDE�:RUOG
7KH�IXQGDPHQWDO�REVWDFOHV�WR�UDLVLQJ�WKH�JURZWK�UDWHV�LQ�$UDE�FRXQWULHV�DUH�WKH�ORZ�OHYHOV�RI�GRPHVWLF�VDYLQJV�DQG�LQYHVWPHQW��FRXSOHG�ZLWK�D�VLJQLILFDQW�JDS�EHWZHHQ�WKH�WZR��)LJXUH���LOOXVWUDWHV�WKLV�IDFW�E\�FRPSDULQJ�WKH�UDWHV�RI�VDYLQJV�DQG�LQYHVWPHQW�LQ�WKH�0LGGOH�(DVW�DQG�(DVWHUQ�(XURSH�ZLWK�WKRVH�RI�WKH�$VLDQ�FRXQWULHV�WKDW�H[SHULHQFHG�PXFK�IDVWHU�UDWHV�RI�JURZWK�GXULQJ�WKH�����V��(YHQ�GXULQJ�WKH�$VLDQ�FULVLV�RI�WKH�ODWH�����V��WKH�UDWHV�RI�VDYLQJV�DQG�LQYHVWPHQW�LQ�WKRVH�FRXQWULHV�UHPDLQHG�VLJQLILFDQWO\�KLJKHU�WKDQ�WKHLU�FRXQWHUSDUWV�LQ�WKH�$UDE�FRXQWULHV��7KH�KLJKHU�UDWHV�RI�VDYLQJV�DQG�LQYHVWPHQW�DUH�ODUJHO\�UHVSRQVLEOH�IRU�IXHOLQJ�WKH�FXUUHQW�$VLDQ�UHFRYHU\�DQG�H[SHFWDWLRQV�RI�KLJKHU�UDWHV�RI�JURZWK�LQ�WR�WKH�HDUO\�����V��)LJXUH���KLJKOLJKWV�WZR�IXQGDPHQWDO�SUREOHPV���L��WKH�QHHG�WR�LQFUHDVH�$UDE�GRPHVWLF�VDYLQJV�DQG�LQYHVWPHQW��DQG��LL��WKH�QHHG�WR�FORVH�WKH�JDS�EHWZHHQ�WKHP��WKURXJK�LQIORZV�RI�IRUHLJQ�VDYLQJV�
)LJXUH����6DYLQJV�DQG�,QYHVWPHQW�
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60(V�DQG�(FRQRPLF�*URZWK,W�PXVW�EH�QRWHG�WKDW�WKH�VL]H�RI�60(�DFWLYLW\�LQ�DQ�HFRQRP\�LV�QRW�QHFHVVDULO\�D�GLUHFW�FRQWULEXWRU�WR�HFRQRPLF�JURZWK��)RU�LQVWDQFH��HDUO\�HPSLULFDO�DQDO\VHV�RI�WKH�UHODWLRQVKLS�EHWZHHQ�ILUP�VL]H�GLVWULEXWLRQ�LQ�FHUWDLQ�VHFWRUV�DQG�SURGXFWLYLW\�JURZWK��PHDVXUHG�DV�7)3��VKRZ�D�QHJDWLYH�UHODWLRQVKLS��$FV��0RUFN�DQG�<HXQJ����������+RZHYHU��DV�WKH�DXWKRUV�SRLQW�RXW��LELG���S�������WKH�HIIHFW�RI�60(V�RQ�JURZWK�VHHPV�WR�EH�PRUH�RI�D�FDWDO\VW��60(V�WHQG�WR�JHQHUDWH�PRUH�LQQRYDWLRQV�DQG�GHYHORS�DQ�HQWUHSUHQHXULDO�FODVV�ZLWK�WKH�UHTXLVLWH�PDQDJHULDO�VNLOOV��WKXV�PDNLQJ�ODUJHU�ILUPV�LQ�WKH�HFRQRP\�VLJQLILFDQWO\�PRUH�SURGXFWLYH��'HVSLWH�WKH�LQYLJRUDWHG�LQWHUHVW�LQ�60(V��WKHUH�LV�D�VFDUFLW\�RI�GDWD�LQ�DOO�FRXQWULHV��8QIRUWXQDWHO\��WKLV�ODFN�RI�GDWD�LV�PRVW�H[WUHPH�LQ�WKH�FRXQWULHV�WKDW�QHHG�LW�PRVW�WR�IRUPXODWH�FRKHUHQW�SROLFLHV�WRZDUGV�60(�SURPRWLRQ�± WKH�GHYHORSLQJ�FRXQWULHV��,Q�ZKDW�IROORZV��ZH�VKDOO�
� )RU�D�EULHI�VXUYH\�RI�WKH�SURV�DQG�FRQV�RI�)',�DQG�PHDQV�RI�DWWUDFWLQJ�LWV�IORZV�WR�$UDE�FRXQWULHV��VHH�(O�(ULDQ�DQG�(O�*DPDO��������� 6HH�&DUVRQ��&URPLH��0F*RZDQ��DQG�+LOO��������SS�������IRU�D�GLVFXVVLRQ�RI�WKH�UROH�RI�60(V�LQ�GHYHORSLQJ�VXFK�VNLOOV�
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XVH�WKH�YHU\�OLPLWHG�LQIRUPDWLRQ�ZH�FRXOG�ILQG�RQ�60(V�DQG�WKHLU�UROH�LQ�WKH�$UDE�FRXQWULHV�WR�PDNH�FRPSDULVRQV�WR�RWKHU�GHYHORSLQJ�UHJLRQV��:KHQ�FRPSDULQJ�WKH�UHODWLYH�QXPEHUV�RI�60(V�WR�WRWDO�HQWHUSULVHV�DFURVV�D�JURXS�RI�$UDE�DQG�$VLDQ�FRXQWULHV��WKH�UHODWLRQVKLS�EHWZHHQ�WKH�VL]H�RI�WKH�60(�VHFWRU�DQG�*'3�JURZWK�UDWHV�DSSHDUV�WR�EH�VOLJKWO\�QHJDWLYH��DV�VKRZQ�LQ�7DEOH���DQG�)LJXUH����
7DEOH����60(V�6KDUH�LQ�7RWDO�(VWDEOLVKPHQWV�DQG�7KHLU�&RQWULEXWLRQ�WR�(PSOR\PHQW����(FRQRP\ 60(V¶�VKDUH 60(V¶�&RQWULEXWLRQ�WR�(PSOR\PHQW $YHUDJH�*'3�*URZWK�5DWH
(J\SW� �� �� ���6\ULD� �� �� �/HEDQRQ� �� � �-RUGDQ� �� ���� ���7XQLVLD � �� � ���%UXQHL� �� �� ��+RQJ�.RQJ� �� �� ��-DSDQ� ���� �� ���$3(&� �� ������� �0HPEHU�&RXQWULHV�6RXUFHV���*LXJDOH��0DUFHOR��DQG�0REDUDN������� ��6KDKLQ�����������+DPGDQ����������� .DUPRXO���������� %HFKU��1DMDK�DQG�1XJHQW������� ��*OREDO�,QIRUPDWLRQ�1HWZRUN�IRU�60(V�ZHE�VLWH��KWWS���ZZZ�JLQ�VPH�QH�MS�

)LJXUH����6KDUH�RI�60(V�LQ�7RWDO�(VWDEOLVKPHQWV�YV��*URZWK�5DWH
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7KLV�QHJDWLYH�UHODWLRQVKLS�LV�SUHVHUYHG��LQGHHG�VWUHQJWKHQHG��LI�ZH�XVH�DQRWKHU�VRXUFH�± WKH�RIILFLDO�FRXQWU\�VWDWLVWLFV�UHSRUWHG�LQ�0DQVRXU��������± WRJHWKHU�ZLWK�PDWFKHG�DYHUDJH�*'3�JURZWK�UDWHV��7DEOH�����+RZHYHU��DV�RQH�PLJKW�QRWLFH��WKHUH�DUH�VRPH�GUDPDWLF�GLVFUHSDQFLHV�EHWZHHQ�WKH�ILJXUHV�SUHVHQWHG�LQ�0DQVRXU¶V�GDWD�DQG�WKRVH�LQ�7DEOH����&RQWULEXWLRQ�WR�HPSOR\PHQW�LQ�(J\SW��IRU�H[DPSOH��LV�UHSRUWHG�DW����SHUFHQW�LQ�7DEOH���DQG�DW����SHUFHQW�LQ�7DEOH����7KLV�GLIIHUHQFH�FDQ�EH�DWWULEXWHG�WR�WKH�JHQHUDO�SRYHUW\�RI�GDWD�RQ�60(V��DV�ZHOO�DV�WKH�ZLOGO\�GLIIHUHQW�GHILQLWLRQV�XVHG�E\�GLIIHUHQW�GDWD�FROOHFWLQJ�DJHQFLHV��
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7DEOH����60(V�6KDUH�LQ�7RWDO�(VWDEOLVKPHQWV�DQG�7KHLU�&RQWULEXWLRQ�WR�(PSOR\PHQW����(FRQRP\ 60(V¶�VKDUH 60(V¶�&RQWULEXWLRQ�WR�(PSOR\PHQW $YHUDJH�*'3�*URZWK�5DWH%DKUDLQ� ���� ���� ����(J\SW� ���� ���� ���6\ULD� ���� ���� ���/HEDQRQ� ���� ���� ���-RUGDQ� ���� ���� ���7XQLVLD � ���� � ���%UXQHL� ���� ���� ����+RQJ�.RQJ� ���� ���� ����-DSDQ� ���� ���� ���$3(&� ���� ����� �0HPEHU�&RXQWULHV�6RXUFHV���0DQVRXU��������EDVHG�RQ�RIILFLDO�ILJXUHV��� %HFKUL��1DMDK��DQG�1XJHQW����������*OREDO�,QIRUPDWLRQ�1HWZRUN�IRU�60(V�ZHE�VLWH��KWWS���ZZZ�JLQ�VPH�QH�MS��
1RQHWKHOHVV��ZH�FDQ�VHH�LQ�)LJXUHV���DQG���WKDW�WKH�QHJDWLYH�UHODWLRQVKLS�EHWZHHQ�WKH�VKDUH�RI�60(V�LQ�WKH�WRWDO�QXPEHU�RI�HVWDEOLVKPHQW�LV�SUHVHUYHG��0RUHRYHU��ZH�FDQ�VHH�WKDW�60(V¶�FRQWULEXWLRQ�WR�RYHUDOO�HPSOR\PHQW�LV�DOVR�QHJDWLYHO\�FRUUHODWHG�WR�*'3�JURZWK�UDWHV�
)LJXUH����6KDUH�RI�60(V�LQ�7RWDO�(VWDEOLVKPHQWV�YV��*URZWK�5DWH
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60(V�DQG�([SRUW�*URZWK(YLGHQFH�IURP�WKH�IDVW�JURZLQJ�$VLDQ�FRXQWULHV�RI�WKH�����V�VXJJHVWV�WKDW�WKH�UHODWLRQVKLS�EHWZHHQ�60(�DFWLYLWLHV�DQG�RYHUDOO�H[SRUW�JURZWK�LV�UDWKHU�FRPSOH[��$V�LOOXVWUDWHG�LQ�7DEOH���DQG�)LJXUHV���	����WKHUH�VHHPV�WR�EH�D�QHJDWLYH�UHODWLRQVKLS�EHWZHHQ�WKH�SHUFHQWDJH�RI�WRWDO�H[SRUWV�WKDW�DUH�DWWULEXWHG�WR�60(V�DQG�RYHUDOO�H[SRUW�JURZWK��2Q�WKH�RWKHU�KDQG��WKHUH�LV�D�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�WKH�FRQWULEXWLRQ�RI�60(V�WR�PDQXIDFWXULQJ�DQG�RYHUDOO�H[SRUW�JURZWK��7KRVH�WZR�UHODWLRQVKLSV�UHFRQILUP�WKH�FDWDO\WLF�UROH�SOD\HG�E\�60(V�WKDW�ZH�KDYH�DOUHDG\�VHHQ�LQ�WKH�DUHD�RI�HFRQRPLF�JURZWK��7KH�GLUHFW�LQIOXHQFH�RI�60(V�LV�VHHQ�LQ�ERWK�FDVHV�WR�EH�SDUDGR[LFDOO\ QHJDWLYH��EXW�WKH�SRVLWLYH�H[WHUQDOLWLHV�WKH\�JHQHUDWH�IRU�ODUJHU�ILUPV�DUH�XQGHQLDEOH��ERWK�LQ�DFKLHYLQJ�KLJKHU�UDWHV�RI�JURZWK��DQG�LQ�HQKDQFLQJ�WKH�H[SRUW�RULHQWDWLRQ�RI�WKH�JURZWK�SDWK�
7DEOH����60(�&RQWULEXWLRQ�WR�2XWSXW�LQ�0DQXIDFWXULQJ������V�DQG�([SRUWV�������������(FRQRP\ 60(�FRQWULEXWLRQ�WR�PDQXIDFWXULQJ�RXWSXW 60(�FRQWULEXWLRQ�WR�H[SRUWV ([SRUW�JURZWK�UDWH
&KLQD � ����� ��-DSDQ �� � ��5HSXEOLF�RI�.RUHD �� �� ��6LQJDSRUH �� �� ��0DOD\VLD � �� ��7DLZDQ�3URYLQFH�RI�&KLQD �� �� �,QGRQHVLD �� �� ��0\DQPDU �� � �7KDLODQG � �� ��9LHWQDP ����� �� �6RXUFH� +DQGERRN�RQ�)RUHLJQ�'LUHFW�,QYHVWPHQW�E\�60(V��/HVVRQV�IURP�$VLD��8QLWHG�1DWLRQV������
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7KLV�VXJJHVWV�WKDW�PDFURHFRQRPLF�SROLF\�PDNHUV�PXVW�WDUJHW�60(V�FDUHIXOO\��60(V�WKDW�FRQWULEXWH�GLUHFWO\�WR�H[SRUWV��H�J��DUWLVDQ�VHFWRU�SURGXFWLRQ�RI�TXLOWV��UXJV��OHDWKHU�SURGXFWV��HWF���ZKLFK�LV�KLJKOLJKWHG�DV�D�VXFFHVV�VWRU\�LQ�%DQJODGHVKL�PLFUR�ILQDQFH��DUH�QRW�QHFHVVDULO\�WKH�W\SH�WKDW�FRQWULEXWH�WR�*'3�DQG�RYHUDOO�H[SRUW�JURZWK��7KH�W\SH�RI�60(V�WKDW�FRQWULEXWH�VLJQLILFDQWO\�WR�WKH�JURZWK�RI�HFRQRPLF�DFWLYLW\�DQG�H[SRUWV�VHHP�WR�EH�WKRVH�HQWHUSULVHV�WKDW�IXQFWLRQ�WKURXJK�VXEFRQWUDFWLQJ�ZLWK�WKH�PDLQ�LQGXVWULDO�VHFWRUV�RI�GHYHORSLQJ�FRXQWULHV��7KH�SROLF\�LPSOLFDWLRQV�RI�WKLV�UHODWLRQVKLS�GUDZV�DWWHQWLRQ�DZD\�IURP�WKH�WUDGLWLRQDO�PLFUR�ILQDQFLQJ�PHWKRGV�DQG�WDUJHW HQWHUSULVHV��DQG�WRZDUGV�WKH�PRUH�G\QDPLF�W\SHV�RI�60(V�WKDW�FRXOG�QXUWXUH�WKH�$UDE�ZRUOG¶V�HPHUJLQJ�HQWUHSUHQHXULDO�FODVV�
60(V��)',��([SRUWV�DQG�(FRQRPLF�*URZWK7KHUH�LV�QR�DYDLODEOH�HYLGHQFH�RQ�LQZDUG�60(�)',�IORZV�IRU�DQ\�GHYHORSLQJ�FRXQWULHV��DQG�UDZ GDWD�IURP�ZKLFK�VXFK�GDWD�PD\�EH�JHQHUDWHG�LV�QRW�UHDGLO\�DYDLODEOH��,Q�8QLWHG�1DWLRQV���������DQ�DWWHPSW�ZDV�PDGH�WR�FRQVWUXFW�HVWLPDWHV�RI�60(�)',�E\�XVLQJ�KRPH�FRXQWU\�GDWD�RQ�RXWJRLQJ�)',�E\�KRVW�FRXQWU\��DQG�GHILQLQJ�DOO�VXFK�LQYHVWPHQWV�RI����PLOOLRQ�RU�OHVV�DV�60(�)',�LQIORZV��7KH�UHVXOWLQJ�VHULHV�LV�UHSRUWHG�LQ�7DEOH����DORQJ�ZLWK�*'3�DQG�H[SRUW�JURZWK�UDWHV�LQWHQGHG�IRU�D�SUHOLPLQDU\�DQDO\VLV��
7DEOH����6HOHFWHG�$VLDQ�(FRQRPLHV��,QZDUG�)',�IORZV����*'3��ZLWK�UHVSHFWLYH�([SRUW�DQG�*'3�*URZWK�UDWHV����������(FRQRP\ LQ����� ,QZDUG�)',�IORZ ([SRUW *'3*URZWK�5DWH *URZWK�5DWH&KLQD ���� �� ���-DSDQ ����� �� ����5HSXEOLF�RI�.RUHD ��� �� ����6LQJDSRUH ���� �� ���7DLZDQ�3URYLQFH�RI�&KLQD ��� � ���,QGRQHVLD ��� �� �����6RXUFH� +DQGERRN�RQ�)RUHLJQ�'LUHFW�,QYHVWPHQW�E\�60(V��/HVVRQV�IURP�$VLD��8QLWHG�1DWLRQV������
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,W�KDV�ORQJ�EHHQ�PDLQWDLQHG�WKDW�LQIORZV�RI�)',�IXQGV�WR�ILUPV��HVSHFLDOO\�60(V��FRQWULEXWH�VXEVWDQWLDOO\�WR�WKH�GHYHORSPHQW�RI�KXPDQ�FDSLWDO��ERWK�LQ�WHUPV�RI�KLJKHU�OHYHOV�RI�VNLOO�DQG�SURGXFWLYLW\��DV�ZHOO�DV�PDQDJHULDO�DQG�HQWUHSUHQHXULDO�VNLOOV��8QOLNH�RWKHU�VRXUFHV�RI�IXQGLQJ��LQFRPLQJ�60(�)',�LV�OLNHO\�WR�EH�DQ�HIIHFWLYH�VRXUFH�RI�WHFKQRORJ\�WUDQVIHU��WKXV�KDYLQJ�D�PXFK�PRUH�GUDPDWLF�LPSDFW�RQ�RYHUDOO�SURGXFWLYLW\�LQ�WKH�HFRQRP\��)LJXUHV���DQG���FOHDUO\�LOOXVWUDWH�WKDW�WKHUH�LV�D�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�60(�)',�DQG�*'3�JURZWK��DV�ZHOO�DV�H[SRUW�JURZWK��,Q�WKLV�UHJDUG��60(�)',�VHHPV�WR�EH�D�PRUH�DSSURSULDWH�FDWDO\VW�IRU�EULQJLQJ�LQWR�HIIHFW�WKH�FODVVLFDO�JURZWK�DQG�H[SRUW�HQKDQFLQJ�DGYDQWDJHV�GLVFXVVHG�LQ�WKH�)',�OLWHUDWXUH�� $FNQRZOHGJLQJ�WKH�VHYHUH�OLPLWDWLRQ�RI�WUDGLWLRQDO�60(�PLFUR�ILQDQFH��WKLV�GDWD�VHHPV�WR�EH�VXJJHVWLQJ�WKDW�PRUH�LQQRYDWLYH�W\SHV�RI�60(�VKRXOG�EH�WKH�SULPDU\�WDUJHWV�RI�PDFURHFRQRPLF�SROLF\�PDNHUV�
)LJXUH����60(�)',�,QIORZ¶V�5ROH�LQ�3URPRWLQJ�*URZWK
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,,,��$ 7D[RQRP\�RI�60(V�DQG�WKHLU�(FRQRPLF�5ROH
$V�PHQWLRQHG�EHIRUH��DOWKRXJK�60(V�KDYH�EHFRPH�D�SRSXODU�WRSLF�RI�GLVFXVVLRQ�LQ�UHFHQW�\HDUV��D�YHU\�OLPLWHG�DPRXQW�RI�FULWLFDO�WKLQNLQJ�KDV�EHHQ�GRQH�RQ�WKHP�WR�GDWH�± SDUWLFXODUO\�LQ�WHUPV�RI�WKH�PHWKRGRORJ\�PRVW�RIWHQ�XVHG�WR�DSSURDFK�WKHP���(FRQRPLVWV�KDYH�WUDGLWLRQDOO\�GLVFXVVHG�60(V�RQO\�LQ�WHUPV�RI�VL]H��GLVWLQJXLVKLQJ�EHWZHHQ�PLFUR���VPDOO���DQG�PHGLXP�VL]HG�HQWHUSULVHV���+RZHYHU��SURSRVLQJ�WKDW�VXFK�FDWHJRULHV�DUH�QRW�SDUWLFXODUO\�FRQGXFLYH�WR�VWXG\��WKLV�DQDO\VLV�SUHVHQWV�D�QHZ�WD[RQRP\�RI�60(V�WKDW�GLVWLQJXLVKHV�EHWZHHQ�WKUHH�PDLQ�W\SHV����L��60(V�LQ�WUDGLWLRQDO�SURGXFWLRQ�DUHDV���LL��60(V�WKDW�LGHQWLI\�DQ�HPHUJLQJ�PDUNHW�QLFKH��DQG��LLL��60(V�LQ�DYDQW�JDUGH��KLJK�WHFK�DQG�RWKHU�³QHZ�HFRQRP\´��LQGXVWULHV� $OO�WKUHH�W\SHV�VKDUH�VRPH�PDLQ�IHDWXUHV���D��VPDOO�VL]H�LQ�WHUPV�RI�WRWDO�HPSOR\PHQW�DQG�WRWDO�FDSLWDO�VWRFN���E��D�ORZ�FDSLWDO�ODERU�UDWLR���F��KLJK�UHVSRQVLYHQHVV�WR�PDUNHW�FRQGLWLRQV��DQG��G��XQVXLWDELOLW\�RI�WKH�60(�FUHGLW�ULVN�VWUXFWXUH�IRU�FRQYHQWLRQDO�EDQN�ILQDQFLQJ��0RUHRYHU��DOO�WKUHH�W\SHV�RI�60(V�RIIHU�VLPLODU�HFRQRPLF�DGYDQWDJHV�IRU�JURZWK�DQG�GHYHORSPHQW��LQFOXGLQJ���L��HPSOR\PHQW�FUHDWLRQ���LL��SURPRWLRQ�RI�DQ�HQWUHSUHQHXULDO�FODVV���LLL��WKH�FUHDWLRQ�RI�D�PRUH�VNLOOHG�ODERU�IRUFH��DQG��LY��HQKDQFHG�HFRQRPLF�G\QDPLVP��+RZHYHU��GHVSLWH�WKHVH�VLPLODULWLHV��WKHUH�DUH�VRPH�IXQGDPHQWDO�GLIIHUHQFHV�DPRQJ�WKH�WKUHH�W\SHV�RI�60(V�WKDW�UHQGHU�FHUWDLQ�DOWHUQDWLYH�VRXUFHV�RI�ILQDQFLQJ�DSSURSULDWH�IRU�VRPH�EXW�QRW�IRU�RWKHUV��,Q�WKLV�VHFWLRQ��ZH�VKDOO�DWWHPSW�WR�SURYLGH�D�PRUH�GHWDLOHG�WD[RQRP\�RI�WKH�WKUHH�60(�W\SHV��,Q�DOO�WKUHH�FDVHV��RXU�IRFXV�ZLOO�EH�RQ�WKH�IDFWRUV�WKDW�UHQGHU�VXFK�HQWHUSULVHV�³VPDOO�RU�PHGLXP�VL]HG´��WKHLU�VLJQLILFDQFH�WR�WKH�HFRQRP\��ZKHWKHU�WKH\�FRQWULEXWH�PRUH�WR�VKRUW� RU�ORQJ�WHUP�JURZWK��DQG�LGHDO�FKDUDFWHULVWLFV�IRU�WKH�ILQDQFLDO�VXSSRUW�V\VWHPV�WKH\�UHTXLUH���
7UDGLWLRQDO�60(V60(V�LQ�WUDGLWLRQDO�DUHDV�RI�SURGXFWLRQ�ILW�WKH�FODVVLFDO�VWHUHRW\SH�RI�VPDOO�VFDOH�LQGXVWU\��6XFK�HQWHUSULVHV�VSHFLDOL]H�LQ�SURGXFLQJ�JRRGV�DQG�VHUYLFHV��RU�FRPSRQHQWV�WKHUHRI��ZLWK�WHFKQRORJLHV�DQG�PDQDJHULDO�SURFHVVHV�WKDW�GR�QRW�H[KLELW�HFRQRPLHV�RI�VFDOH��7KLV�ODFN�RI�HFRQRPLHV�RI�VFDOH�DQG�WKH�ORZ�VNLOOHG�ODERU�LQWHQVLYH�DVSHFWV�RI�WKHLU�SURGXFWLRQ�DQG�PDQDJHPHQW�WHFKQRORJLHV�UHQGHU�WKHP�DQ�LGHDO�YHKLFOH�IRU�HPSOR\PHQW�FUHDWLRQ�DQG�SRYHUW\�DOOHYLDWLRQ��6XFK�HQWHUSULVHV�VXUYLYH�RQ�GLUHFW�SURGXFWLRQ�WR�WKH�PDUNHW��RU�VXEFRQWUDFWLQJ�ZLWK�ODUJHU�HQWHUSULVHV�WKDW�SURGXFH�JRRGV�IRU�D�ODUJHU�PDUNHW��,Q�HLWKHU�FDVH��WKH\�GUDZ�RQ�ODERU�LQ�WKH�YLFLQLW\�RI�D�VSHFLILF�PDUNHW�RU�ILUP�ORFDWLRQ��,Q�WKH�ODWWHU�FDVH��WKH\�UHO\�RQ�D�IOH[LEOH�SRRO�
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RI�XQVNLOOHG�ZRUNHUV�WKDW�FDQ�IORZ�EHWZHHQ�WKH�60(�DQG�WUDGLWLRQDO�VHFWRU�GXULQJ�YDULRXV�SKDVHV�RI�WKH�EXVLQHVV�F\FOHV�6XFK�HQWHUSULVHV�DUH�H[SHFWHG�WR�SURGXFH�ORZ�UDWHV�RI UHWXUQ�RQ�FDSLWDO��DQG�WHQG�WR�EH�VWDIIHG�DQG�PDQDJHG�E\�UHODWLYHO\�XQVNLOOHG�ZRUNHUV�DQG�HQWUHSUHQHXUV��,Q�PRVW�FDVHV��HQWUHSUHQHXUV�LQ�WKHVH�W\SHV�RI�HQWHUSULVHV�LQ�$UDE�FRXQWULHV�ODFN�DFFHVV�WR�EDQN�FUHGLW�IRU�UHDVRQV�VLPLODU�WR�WKRVH�IDFHG�E\�VLPLODU�HQWUHSUHQHXUV�DOO�RYHU�WKH�ZRUOG��x ODFN�RI�HIILFLHQW�FUHGLW�UDWLQJV�V\VWHPV��DV�ZHOO�DV�ODFN�RI�ORFDO�ILQDQFLDO�LQVWLWXWLRQV�ZLWK�GLUHFW�NQRZOHGJH�RI�WKH�ERUURZLQJ�DJHQW��x FRQVHTXHQWO\��WKH�DJHQF\�SUREOHPV�DQG�DVVRFLDWHG�FUHGLW�ULVN�LV�SHUFHLYHG�WR�EH�WRR�KLJK��DQG�x WKH�IL[HG�FRVW�RI�HVWDEOLVKLQJ�DQ�LQIRUPDWLRQ�QHWZRUN�RU�ORFDO�EUDQFKHV�LV�WRR�KLJK�IRU�FRPPHUFLDO�EDQNV�WR�XQGHUWDNH�JLYHQ�WKH�ORZ�UDWHV�RI�UHWXUQ�H[SHFWHG�WR�EH�HDUQHG�E\�VXFK�HQWHUSULVHV��7KLV�FODVV�RI�60(V�LV�WKH�WUDGLWLRQDO�FODVV�FRQVLGHUHG�DW�OHQJWK�E\�HFRQRPLF�GHYHORSPHQW�DJHQFLHV��DQG�IRU�ZKLFK�D�YDULHW\�RI�ILQDQFLDO�VROXWLRQV�KDYH�EHHQ�SURYLGHG�LQ�WKHRU\�DQG�SUDFWLFH��6XFK�VROXWLRQV�WHQG�WR�FRQFHQWUDWH�RQ�JRYHUQPHQW�OHG�HIIRUWV�WR�HQFRXUDJH�SXEOLF�EDQNV�WR�H[WHQG�ORZ�LQWHUHVW�ORDQV�WR�VXFK�HQWUHSUHQHXUV��WRJHWKHU�ZLWK�FRRSHUDWLYH�HIIRUWV�IURP�1*2V�DQG�LQWHUQDWLRQDO�HFRQRPLF�ERGLHV��'HVSLWH�WKH�FRQFHUWHG�HIIRUWV�RI�$UDE�JRYHUQPHQWV��1*2V��DQG�LQWHUQDWLRQDO�HFRQRPLF�ERGLHV��WKHUH�LV�VWLOO�D�VLJQLILFDQW�FODVVLFDO�FUHGLW�JDS�IRU�60(V��6WLJOLW]�DQG�:HLVV��������LQ�WKH�$UDE�ZRUOG��7KH�IROORZLQJ�7DEOH�LOOXVWUDWHV�WKH�VL]H�RI�WKLV�JDS�
7DEOH����&UHGLW�*DS�IRU�60(V�LQ�WKH�$UDE�:RUOG&RXQWU\ 2XWUHDFK�JDS�QXPEHU�RI�ERUURZHUV� 0LFURILQDQFLQJ�JDS�PLOOLRQV�RI�8�6��GROODUV�(J\SW ��������� ���-RUGDQ ������� ��/HEDQRQ ������ ��0RURFFR ������� ���:HVW�%DQN�	�*D]D ������ ��<HPHQ� ������� ��6RXUFH��%UDQGVPD�DQG�&KDRXDOL��������

&RQVHTXHQWO\��H[LVWLQJ�60(V�UHO\�PRVWO\�RQ�SHUVRQDO�RU�IDPLO\�IXQGV��7KH�UHVXOWLQJ�GHSHQGHQFH�RQ�LQGLYLGXDO��DQG�IDPLO\��ZHDOWK�JLYHV�ULVH�WR�WKH�IDPLOLDU�VLWXDWLRQ�LQ�RWKHU�FRQWH[WV��F�I��(YDQV�DQG�-RYDQRYLF��������%ODFN��GH�0H]D�DQG�-HIIUH\V��������DQG�&UHVV\��
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������WKDW�VXFFHVV�RI�60(V�GHSHQGV�FUXFLDOO\�RQ�LQGLYLGXDO�ZHDOWK�DQG�KXPDQ�FDSLWDO��7DEOH ���ZKLFK�UHYHDOV�WKH�VRXUFHV�RI�IXQGLQJ�RI�����VXUYH\HG�60(V�LQ�(J\SW��UHSUHVHQWLQJ����SHUFHQW�RI�WKH�DFWLYH�ERUURZHUV�LQ�WKH�UHJLRQ��%UDQGVPD�DQG�&KDRXDOL����������LOOXVWUDWHV�WKH�JHQHUDO�H[FHVVLYH�GHSHQGHQFH�RQ�SULYDWH�IXQGV�WKDW�LV��ZLWKRXW�H[FHSWLRQ��PRUH�SURQRXQFHG�IRU�VPDOOHU�HQWHUSULVHV�
7DEOH����6RXUFHV�RI�,QYHVWPHQW�&DSLWDO�IRU�����6XUYH\HG�(J\SWLDQ�60(V����)LUP�6L]H 0LFUR 6PDOO 0HGLXP3HUVRQDO�6DYLQJV �� �� ��)DPLO\�DQG�IULHQGV � � �%DQN�ORDQ � �� ��1*2�ORDQ � � �6XSSOLHU�ORDQ � � �6RXUFH��1DWKDQ�$VVRFLDWHV��������
7KLV�VWXG\�DOVR�VKHGV�OLJKW�RQ�WKH�IDFW�WKDW�WUDGLWLRQDO�60(�HQWUHSUHQHXUV�DUH�QRW�D�KRPRJHQRXV�JURXS���%\�HYDOXDWLQJ�WKH�ELPRGDO�GLVWULEXWLRQ�RI�HGXFDWLRQDO�OHYHOV�RI�WKH�����VXUYH\HG�60(�HQWUHSUHQHXUV��7DEOH�����ZH�FDQ�VHH�WKDW�60(�HQWUHSUHQHXUV�LQ�(J\SW�DQG�HOVHZKHUH�LQ�WKH�$UDE�ZRUOG�DUH�D�KHWHURJHQHRXV�JURXS��ZLWK�D�UHVXOWLQJ�KHWHURJHQHLW\�RI�WKH�W\SH�RI�60(�WKH\�UXQ�
7DEOH����(GXFDWLRQDO�/HYHO�RI�(QWUHSUHQHXUV�RI������6XUYH\HG�(J\SWLDQ�60(V����(GXFDWLRQDO�/HYHO 0LFUR�(QWHUSULVH 6PDOO�(QWHUSULVH 0HGLXP�(QWHUSULVH3RVW�*UDGXDWH � � �8QLYHUVLW\�*UDGXDWH �� �� ��7HFKQLFDO �� �� �+LJK�6FKRRO� � � �%DVLF�(GXFDWLRQ �� � ��5HDG�DQG�:ULWH �� �� ��5HDG � � �,OOLWHUDWH � � �6RXUFH��1DWKDQ�$VVRFLDWHV�������

7KLV�HPSLULFDO�HYLGHQFH�VHHPV�WR�VXJJHVW�WKDW�WKHUH�LV�D�YLFLRXV�FLUFOH�IRU�ILQDQFLQJ�WKH�³7\SH��´�60(V�LQ�WKH�$UDE�ZRUOG��7KLV�W\SH�RI�60(�LV�RI�SULPDU\�LPSRUWDQFH�GXH�WR�LWV�HPSOR\PHQW�RI�UHODWLYHO\�SRRU�DQG�ORZ�VNLOOHG��ORZ�KXPDQ�FDSLWDO��ZRUNHUV�DQG�HQWUHSUHQHXUV��+RZHYHU��WKHRU\�DQG�HYLGHQFH�VXJJHVW�WKDW�WKH�JRYHUQPHQW�DQG�1*2�VSRQVRUHG�³PLFUR�ILQDQFH´�SOD\V�D�PLQRU�UROH�IRU�VXFK�HQWHUSULVHV��D�UROH�WKDW�EHFRPHV�PRUH�LQVLJQLILFDQW�WKH�PRUH�³PLFUR´�WKH�ILQDQFH�WHQGV�WR�EH��7KLV�UHVXOW�LV�QRW�VXUSULVLQJ��JLYHQ�WKH�IDFW�WKDW�WKH�SUHYLRXVO\�GLVFXVVHG�FODVVLFDO�SUREOHPV�ZLWK�ILQDQFLQJ�60(V��KLJKHU�FUHGLW�ULVN�DQG�
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DV\PPHWULF�LQIRUPDWLRQ��WRJHWKHU�ZLWK�SURILW�PDUJLQV�ZKLFK�DUH�WRR�ORZ�WR�MXVWLI\�WKH�LQLWLDO�LQYHVWPHQW�LQ�ORFDO�EUDQFKHV��DQG�LQIRUPDWLRQ�DQG PRQLWRULQJ�DJHQFLHV��DUH�SDUWLFXODUO\�DFXWH�IRU�VXFK�HQWHUSULVHV��$V�UHFHQW�VWXGLHV� KDYH�VKRZQ�WKDW�RI�WKH����VXUYH\HG�PLFUR�ILQDQFH�SURJUDPV�LQ�WKH�UHJLRQ��RQO\���DUH�VXVWDLQDEOH��ZLWK�HLJKW�RWKHUV�DSSURDFKLQJ�VXVWDLQDELOLW\��DQ�LGHDO�VROXWLRQ�IRU�WKLV YLFLRXV�FLUFOH�PD\�EH�IRU�$UDE�FRXQWULHV�WR�LPSOHPHQW�JURXS�OHQGLQJ�PLFUR�ILQDQFH�DJHQFLHV��H�J��*UDPHHQ�%DQN���&RQFHQWUDWLQJ�PLFUR�ILQDQFH�RSHUDWLRQV�RQ�JURXS�OHQGLQJ�WR�WKH�PRVW�WUDGLWLRQDO�60(V�FDQ�KHOS�DOOHYLDWH�PDQ\�RI�WKH�VXVWDLQDELOLW\�SUREOHPV�IDFLQJ�1*2V�DQG�RWKHU�IXQGLQJ�DJHQFLHV�
0DUNHW�QLFKH�ILQGLQJ�60(V7KH�VHFRQG�W\SH�RI�60(�HQWUHSUHQHXUV�ZH�FRQVLGHU�DUH�G\QDPLF�EXVLQHVVPHQ�ZKR�GLVFRYHU�XQH[SORLWHG�PDUNHW�QLFKHV�LQ�WKH�GRPHVWLF�RU�ZRUOG�PDUNHWV��DQG�PRYH�TXLFNO\�WR�FDSLWDOL]H�RQ�VXFK�D�PDUNHW QLFKH��7KH�³VPDOOQHVV´�RI�WKLV�W\SH�RI�60(�LV�GLFWDWHG�E\�WKH�G\QDPLF�QDWXUH�RI�WKHLU�RSHUDWLRQV��VKLIWLQJ�IURP�RQH�IRFXV�WR�DQRWKHU�DV�PDUNHW�QLFKHV�DUH�ILOOHG�E\�FRPSHWLWRUV�DQG�QHZ�RQHV�DUH�LGHQWLILHG��7KLV�W\SH�RI�60(�LV�QRW�VXLWHG�IRU�PLFUR�ILQDQFLQJ RU�DQ\�RWKHU�WUDGLWLRQDO�IRUP�RI�ILQDQFLQJ�DGPLQLVWHUHG�E\�FRQYHQWLRQDO�EDQN�ORDQ�RIILFHUV��$WWHPSWLQJ�WR�ILQDQFH�VXFK�G\QDPLF�EXVLQHVVHV�WKURXJK�WUDGLWLRQDO�ORDQV�LV�LPSUDFWLFDO�IRU�DW�OHDVW�WZR�UHDVRQV��)LUVW��ORDQ�RIILFHUV�DUH�DFFXVWRPHG�WR�HYDOXDWLQJ�SURMHFWV�EDVHG�RQ�SDVW�H[SHULHQFH�LQ�WKH�DUHD�RI�EXVLQHVV�DQG�WKH�SHUIRUPDQFH�RI�FRPSDUDEOH�FRPSHWLWRUV��+RZHYHU��E\�WKH�YHU\�QDWXUH�RI�WKH�PDUNHW�QLFKH�ILQGHUV��WKH\�DUH�SLRQHHUV�LQ�QHZ�PDUNHWV��ZKHUH�QHLWKHU�WKH\�QRU�RWKHUV�KDYH�DQ�HVWDEOLVKHG�WUDFN�UHFRUG�IRU�WKH�ORDQ�RIILFHU�WR�DQDO\]H��6HFRQG��WKH�PRQLWRULQJ�FRVWV�LQ�VXFK�G\QDPLF�DUHDV�DUH�YHU\�KLJK��DQG�WKH�W\SH�RI�JURXS�OHQGLQJ�DQG�DJHQW�PRQLWRULQJ�WKDW�DUH�SUHVFULEHG�IRU�WUDGLWLRQDO�PLFUR�ILQDQFH�DUH�DOVR�LQDSSOLFDEOH��7KHUHIRUH��DJHQF\�SUREOHPV�SUHYDLO�IRU�VXFK�60(V��UHQGHULQJ�WKHP�XQDWWUDFWLYH�FDQGLGDWHV�IRU�DQ\�W\SH�RI�FRQYHQWLRQDO�ORDQ�ILQDQFLQJ��7ZR�IXQGDPHQWDO�SUREOHPV�DULVH�DV�D�UHVXOW�RI�WKLV�PLVPDWFK�EHWZHHQ�FRQYHQWLRQDO�EDQN�OHQGLQJ�LQVWLWXWLRQV�DQG�RXU�³7\SH��´�60(V��)LUVW��GXH�WR�WKH�UHOXFWDQFH�RI�EDQNV�WR�OHQG�WR�VXFK�HQWUHSUHQHXUV��ZH�H[SHFW�H[FHVVLYH�UHOLDQFH�RQ�WKH�HQWUHSUHQHXU¶V�ZHDOWK�DV�ZHOO�DV�LQIRUPDO�ILQDQFLQJ�WKURXJK�IDPLO\�DQG�IULHQGV��6HFRQG��WKH�RQO\�HQWUHSUHQHXUV�LQ�WKRVH�W\SHV�RI�
� %UDQGVPD�DQG�&KDRXDOL�������
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60(�VHFWRUV�ZKR�ZLOO�EH�DEOH�WR�REWDLQ�ORDQV�IURP�FRQYHQWLRQDO�ILQDQFLDO�VRXUFHV�DUH�WKH�RQHV�ZKR�VHHP�WR�KDYH�ORZ�OHYHOV�RI�FUHGLW�ULVN�GXH�WR�VXFK�LQGLYLGXDO�DQG�IDPLO\�ZHDOWK��7KRVH�WZR�IDFWRUV��LQ�WXUQ��JLYH�ULVH�WR�WZR�VRXUFHV�RI�PDUNHW�GLVWRUWLRQ��)LUVW��DFWLYH�HQWUHSUHQHXUV�LQ�WKRVH�VHFWRUV ZLOO�QRW�QHFHVVDULO\�EH�WKH�PRVW�WDOHQWHG�LQ�WKH�HFRQRP\��EXW�UDWKHU�WKH�RQHV�ZLWK�WKH�DSSURSULDWH�LQLWLDO�OHYHO�RI�ZHDOWK��6HFRQG��WKH�DELOLW\�RI�WKRVH�PHGLRFUH�HQWUHSUHQHXUV�WR�OHYHUDJH�WKHLU�LQLWLDO�FDSLWDO�WKURXJK�DFFHVV�WR�FRQYHQWLRQDO�ORDQV�DPSOLILHV�WKH�ULVNLQHVV�RI�WKRVH�VHFWRUV�DUWLILFLDOO\��WKXV�FRPSRXQGLQJ�WKH�LQLWLDO�DJHQF\�SUREOHPV�7KXV��LQ�RUGHU�WR�DOORZ�WKH�EHVW�HQWUHSUHQHXULDO�WDOHQWV�LQ�WKH�HFRQRP\�WR�SDUWLFLSDWH�LQ�WKLV�VHFWRU�DQG�PD[LPL]H�HFRQRPLF�HIILFLHQF\��ZH�QHHG�WR�GHYHORS�D�VHW�RI ILQDQFLQJ�DOWHUQDWLYHV�IRU�WKLV�W\SH�RI�HQWUHSUHQHXUV��,Q�JHQHUDO��WKH�IRUP�RI�ILQDQFLQJ�ZH�VHHN�IRU�WKLV�W\SH�RI�60(V�PXVW��x UHTXLUH�OLWWOH�NQRZOHGJH�RI�WKH�LQGXVWULHV�LQ�ZKLFK�WKH�60(�ZLOO�YHQWXUH��x PLQLPL]H�DJHQF\�SUREOHPV�DQG�FUHGLW�ULVNV�ZKLFK�DUH�ERUQH�E\�WKH�ILQDQFLDO�LQVWLWXWLRQ��DQG�FRQVHTXHQWO\�x EH�UHDGLO\�DYDLODEOH�DW�ORZ�FRVW�WR�HQWUHSUHQHXUV�ZLWK�QR�LQLWLDO�ZHDOWK�RU�WUDFN�UHFRUG�
$YDQW�JDUGH�60(V7KH�ILQDO�W\SH�RI�60(�ZH�FRQVLGHU�LV�WKH�³SDWK�ILQGLQJ´�W\SH��7KH�HQWUHSUHQHXUV�LQYROYHG�LQ�WKLV�W\SH�RI�HQWHUSULVH�DUH�KLJKO\�VNLOOHG�ULVN�WDNHUV��:KLOH�WKH�³VPDOOQHVV´�RI�WKH�ILUVW�W\SH�RI�60(V�ZDV�GLFWDWHG�E\�ODFN�RI�HFRQRPLHV�RI�VFDOH��DQG�WKDW�RI�WKH�VHFRQG�W\SH�ZDV�GLFWDWHG�E\�WKH�G\QDPLVP�DQG�VKLIWLQJ�HPSKDVLV�RQ�GLIIHUHQW�PDUNHWV��WKH�³VPDOOQHVV´�RI�WKLV�WKLUG�W\SH�RI�60(V�LV�GLFWDWHG�E\�LWV�ULVNLQHVV��7KH�ILUVW�WZR�W\SHV�RI�60(V�KDG�OLPLWHG�WR�QR�VFRSH�IRU�XWLOL]LQJ�HFRQRPLHV�RI�VFDOH��,Q�FRQWUDVW��WKH�WKLUG�W\SH�RI�HQWHUSULVH�LV�SUHGLFDWHG�RQ�WDNLQJ�VXEVWDQWLDO�ULVNV�SUHFLVHO\�EHFDXVH�RI�WKH�SRWHQWLDO�H[LVWHQFH�RI�VLJQLILFDQW�HFRQRPLHV�RI�VFDOH��7KH�HQWUHSUHQHXU�ULVNV�ORVLQJ�D�VXEVWDQWLDO�SRUWLRQ�RI�WKH�FDSLWDO�SXW�LQWR�WKLV�W\SH�RI�HQWHUSULVH��DQG�WKHUHIRUH�DWWHPSWV�WR�VLQN�WKH�PLQLPXP�SRVVLEOH�LQLWLDO�LQYHVWPHQW�LQWR�LW�EHIRUH�LQFUHDVLQJ�WKH VL]H�RI�WKH�HQWHUSULVH�WR�FDSLWDOL]H�RQ�LWV�VLJQLILFDQW�HFRQRPLHV�RI�VFDOH��LI�VXFFHVVIXO�/LNH�7\SH���60(V��WKLV�W\SH�RI�60(�H[KLELWV�IHDWXUHV��ODFN�RI�D�WUDFN�UHFRUG��HWF���WKDW�UHQGHU�GHSHQGHQFH�RQ�FRQYHQWLRQDO�ILQDQFLDO�PHDQV�LPSUDFWLFDO�DQG�GLVWRUWLRQDU\��+RZHYHU��LW�ODFNV�WKH�VHFRQG�W\SH�RI�60(¶V�HPSKDVLV�RQ�G\QDPLVP��ZKLFK�HQFRXUDJHV�LQYHVWPHQW�LQ�IRUPV�RI�IL[HG�FDSLWDO�ZLWK�PXOWLSOH�XVHV��H�J��YHKLFOHV��UHDO�HVWDWH��HWF����6XFK�IRUPV�RI�FDSLWDO�DUH�
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HDV\�WR�ILQDQFH�WKURXJK�OHDVH�FRQWUDFWV��VLQFH�WKH DJHQF\�ULVNV�DUH�ODUJHO\�UHGXFHG�E\�WKH�ILQDQFLQJ�DJHQF\¶V�DELOLW\�WR�LQVSHFW�WKH�OHDVHG�FDSLWDO�JRRGV�SHULRGLFDOO\��DQG�WR�VHL]H�SRVVHVVLRQ�LQ�FDVH�RI�GHIDXOW��,Q�WKH�FDVH�RI�DYDQW�JDUGH�HQWHUSULVHV��KRZHYHU��WKH�FDSLWDO�LQYHVWPHQW�FDQ�EH�ODUJHO\�LQ�KXPDQ�FDSLWDO��H�J��VRIWZDUH�ILUP��LQWHUQHW�EDVHG�FRPPHUFH��HWF���RU�XQFRQYHQWLRQDO�IRUPV�RI�FDSLWDO��H�J��PDQXIDFWXULQJ�SURWRW\SHV�RI�D�QHZ�PDFKLQH��HWF����6XFK�IRUPV�RI�FDSLWDO�DUH�GLIILFXOW�WR�LQVSHFW��DQG�YLUWXDOO\�LPSRVVLEOH�WR�VHL]H�LI�WKH�FLUFXPVWDQFHV�GLFWDWH�VXFK�DFWLRQV��0RUHRYHU��FRQYHQWLRQDO�ILQDQFLDO�LQVWLWXWLRQ�HPSOR\HHV��ORDQ�RU�OHDVH�RIILFHUV��ZRXOG�QHHG�WR�DFTXLUH�VXEVWDQWLDO�DPRXQWV�RI�KXPDQ�FDSLWDO�LQ�WKH�DUHD�LQ�TXHVWLRQ�WR�GHWHUPLQH�WKH�IHDVLELOLW\�DQG�SUREDELOLWLHV�RI�VXFFHVV�DQG�IDLOXUH�RI�WKH�HQWHUSULVH��7KHVH�OLPLWDWLRQV�VXJJHVW�WKDW�WKH�ILQDQFLDO�LQVWLWXWLRQV�WKDW�FDWHU�WR�WKLV�W\SH�RI�60(�PXVW�SRVVHVV�WZR�PDLQ�SURSHUWLHV��)LUVW��WKH\�PXVW�KDYH�VXEVWDQWLDO�LQIRUPDWLRQ�RQ�WKH�VSHFLILF�VHFWRU�ZLWKLQ�ZKLFK�WKH�QHZ�60(�LV�YHQWXULQJ��6HFRQG��WKH\�PXVW�UHO\�RQ�HTXLW\�EDVHG�ILQDQFLQJ��VLQFH�PRQLWRULQJ�LV�YLUWXDOO\�LPSRVVLEOH�DQG�WKH�FDSLWDO�LQ�ZKLFK�IXQGV�DUH�LQYHVWHG�LV�GLIILFXOW�WR�UHFRYHU�LI�VXFK�DQ�DFWLRQ�LV�QHHGHG��.QRZOHGJH�RI�WKH�LQGXVWU\�PLQLPL]HV�WKH�LQLWLDO�FRVW�RI�DVVHVVLQJ�WKH�VXFFHVV�SUREDELOLW\�RI�WKH�60(V��ZKLOH�HTXLW\�LQYHVWPHQW�DOORZV�WKH�IXQGLQJ�DJHQF\�WR�VKDUH�LQ�LWV�SRWHQWLDO�FDSLWDOL]DWLRQ�RQ�HFRQRPLHV�RI�VFDOH��7KH�LGHDO�LQVWLWXWLRQ�IRU�IXQGLQJ�WKLV�³7\SH��´�60(�ZRXOG�WKHUHIRUH�FRQVLGHU�D�ODUJH�QXPEHU�RI�SRWHQWLDO�LQYHVWPHQWV�LQ�D�VSHFLILF�VHFWRU��DQG�GLYHUVLI\�WKH�KLJK�ULVNV�RI�HDFK�VXFK�LQYHVWPHQW�E\�LQYHVWLQJ�LQ�D�ODUJH�QXPEHU�RI�UHODWLYHO\�VPDOO�HQWHUSULVHV��7KLV�LV�WKH�PRGHO�RI�YHQWXUH�FDSLWDO�ILQDQFLQJ��ZKLFK�LV�FUHGLWHG�IRU�WKH�KLJK�WHFKQRORJ\�EDVHG�³QHZ�HFRQRP\´�ZKLFK�LV�VSUHDGLQJ�WKURXJK�PXFK�RI�WKH�LQGXVWULDO�ZRUOG��$V�ZH�VKDOO�VHH��HVWDEOLVKLQJ�D�UHOLDEOH�DQG�WUDQVSDUHQW�V\VWHP�RI�LQWHOOHFWXDO�DQG�SK\VLFDO�SURSHUW\�ULJKWV�LV�FUXFLDO�IRU�WKH�H[LVWHQFH�RI�VXFK�D�YHQWXUH�FDSLWDO�VHFWRU�ZKLFK�XQGHUWDNHV�VLJQLILFDQW�ULVNV��DQG�UHOLHV�IRU�SURILWDELOLW\�RQ�WKH�VHFXULW\�RI�HTXLW\�VWDNHV�LQ�KLJKO\�SURILWDEOH�HQWHUSULVHV��6LPLODUO\��WKH�OHDVH�ILQDQFLQJ�DSSURDFK�DGYRFDWHG�IRU�WKH�VHFRQG�W\SH�RI�60(V�UHTXLUHV�VHFXULW\�RI�SURSHUW\�ULJKWV�DQG�WUDQVSDUHQF\�RI�WKH�OHJDO�DQG�UHJXODWRU\�V\VWHP�ZKLFK�DOORZV�WKH�OHDVLQJ�DJHQF\�WR�VHL]H�LWV�DVVHWV�LI�WKH�60(�ZHUH�WR�VKLUN�RQ�LWV�UHVSRQVLELOLWLHV��$Q\�DGGLWLRQDO�FUHGLW�RU�OHJDO�ULVN�ZRXOG�UHQGHU�VXFK�LQVWLWXWLRQV�LQRSHUDEOH��DQG�OLPLW�WKH�DELOLW\�WR�FUHDWH�D�WKULYLQJ�VHFWRU�RI�60(V�RI�WKH�VHFRQG�DQG�WKLUG�W\SHV��1HHGOHVV�WR�VD\��WKRVH�ODWWHU�WZR�W\SHV�RI�60(V�DUH�WKH�RQHV�PRVW�FRQGXFLYH�WR�HFRQRPLF�JURZWK��ZKLOH�WKH�ILUVW�LV�± DW�EHVW�± DQ�LQGLUHFW�IRUP�RI�VRFLR�HFRQRPLF�ZHOIDUH�VXEVLGL]DWLRQ��7KHUHIRUH��PRVW�RI�RXU�SROLF\�VXJJHVWLRQV�ZRXOG�SHUWDLQ�WR�WKH�FUHDWLRQ�RI�DQ�HQDEOLQJ�HQYLURQPHQW�IRU�WKH�ODWWHU�WZR�W\SHV�RI�ILQDQFLQJ�
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,9��$�7D[RQRP\�RI�0DWFKHG�)LQDQFLQJ�6RXUFHV�IRU�60(V
%DVHG�RQ�WKH�RXWOLQHV�JLYHQ�LQ�WKH�SUHYLRXV�VHFWLRQ��ZH�VKDOO�QRZ�VXJJHVW�DSSURSULDWH�DOWHUQDWLYH�VRXUFHV�RI ILQDQFLQJ�DQG�JRYHUQPHQW�SROLFLHV�WKDW�FDQ�HQKDQFH�WKH�XWLOL]DWLRQ�RI�WKH�WKUHH�W\SHV�RI�60(V�
*URXS�OHQGLQJ�WR�7UDGLWLRQDO�60(V7KH�EHVW�PHDQV�IRU�IXQGLQJ�WKH�WUDGLWLRQDO�W\SH�RI�60(�LV�ODUJHO\�LQ�SODFH�LQ�PDQ\�$UDE�FRXQWULHV��DQG�FRQVWLWXWHV�WUDGLWLRQDO PLFUR�ILQDQFH��7KLV�W\SH�RI�ILQDQFH�LV�PRVWO\�FRQGXFWHG�E\�FRQYHQWLRQDO�EDQNHUV��ZKR�XQGHUWDNH�LW�UHOXFWDQWO\�WR�VDWLVI\�JRYHUQPHQW�UHTXLUHPHQWV��7KXV��WKH�ODUJHVW�DFWLYH�SDUWLHV�LQ�WKLV�IRUP�RI�ILQDQFH�LQ�WKH�$UDE�ZRUOG�KDYH�WHQGHG�WR�EH�VWDWH�RZQHG�EDQNV��DV�ZHOO�DV�1*2�ILQDQFHG�RSHUDWLRQV��+RZHYHU��DV�ZH�KDYH�SUHYLRXVO\�VWDWHG��PRVW�RI�WKRVH�PLFUR�ILQDQFH�RSHUDWLRQV�LQ�WKH�UHJLRQ�DUH�QRW�ILQDQFLDOO\�VXVWDLQDEOH��F�I��%UDQGVPD�DQG�&KDRXDOL����������7KH�UHDVRQV�IRU�WKLV�XQVXVWDLQDELOLW\�DUH�WKH�VDPH�RQHV ZKLFK�GLVFRXUDJH�SULYDWH�EDQNHUV�IURP�HQJDJLQJ�LQ�PLFUR�ILQDQFH���L��ODFN�RI�LQIRUPDWLRQ�DERXW�SRWHQWLDO�ERUURZHUV���LL��ORZ�SURILW�PDUJLQV�HDUQHG�E\�WKH�60(V�VHHNLQJ�PLFUR�ORDQV��DQG��LLL��ODFN�RI�FROODWHUDO��7KH�ODVW�WZR�IDFWRUV�PDNH�PLFUR�ORDQV�ULVN\��GXH�WR�DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG�SUREOHPV�DVVRFLDWHG�ZLWK�WKH�RQH�VLGHG�LQFRPSOHWH�LQIRUPDWLRQ���ZKLOH�WKH�ORZ�SURILWDELOLW\�IDFWRU�PDNHV�LW�GLIILFXOW�IRU�EDQNV�WR�FRPSHQVDWH�IRU�WKLV�ULVN�WKURXJK�KLJKHU�LQWHUHVW�UDWHV��$V�D�UHVXOW��PLFUR�ILQDQFH�RI�60(V�FRQWLQXHV�WR�EH�DQ�1*2�DQG�RU�JRYHUQPHQW�VXEVLGL]HG�LQGXVWU\��ZKLFK�UHQGHUV�LW�D�IRUP�RI�WUDQVIHU�WR�WKH�SRRU�UDWKHU�WKDQ�D�ERQD�ILGH�ILQDQFLQJ�RSHUDWLRQ��6XFK�WUDQVIHUV�WR�WKH�SRRU�DUH�LQGHHG�ZDUUDQWHG��DQG�PLFUR�ILQDQFH�PD\�SURYLGH�D�PRUH�XVHIXO HQDEOLQJ�HQYLURQPHQW�WR�WKH�SRRU�WKDQ�D�VLPSOH�ZHOIDUH�WUDQVIHU��7R�KHOS�WKLV�HPHUJLQJ�LQGXVWU\�EHFRPH�PRUH�VXVWDLQDEOH��LW�LV�LPSRUWDQW�WR�VROYH�WKH�DGYHUVH�VHOHFWLRQ�DQG�PRUDO�KD]DUG�SUREOHPV�RXWOLQHG�DERYH��7KH�WHQGHQF\�WR�GDWH�VHHPV�WR�KDYH�FRQFHQWUDWHG�RQ�JRYHUQPHQW�DQG�1*2�EDFNHG�JXDUDQWHH�FRUSRUDWLRQV�LQWHQGHG�WR�HQFRXUDJH�SULYDWH�ILQDQFLDO�LQVWLWXWLRQV�WR�SDUWLFLSDWH�LQ�PLFUR�ILQDQFH��+RZHYHU��LW�LV�ZHOO�NQRZQ��F�I��$GDPV�DQG�9RJHO��������WKDW�JRYHUQPHQW�DQG�1*2�VSRQVRUHG�FUHGLW�SURJUDPV�IRU�WKH�SRRU�KDYH�H[WUHPHO\�ORZ�UHSD\PHQW�UDWHV��EHORZ����SHUFHQW���,Q�WKH�(J\SWLDQ�H[SHULHQFH��ZKLFK�FRPSULVHV�WKH�OLRQ¶V�VKDUH�RI�PLFUR�FUHGLW�LQ�WKH�$UDE�ZRUOG��ZLWK�WKH�H[FHSWLRQ�RI�(J\SW¶V�1%'�ZKLFK�UHSRUWV�D�UHSD\PHQW�UDWH�RI����SHUFHQW���PRVW�RWKHU�EDQNV�LQ�WKH�$UDE�ZRUOG�VHHP�WR�KDYH�H[SHULHQFHG�PXFK�ORZHU�UHSD\PHQW�UDWHV��1DWKDQ�$VVRFLDWHV��������
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$Q�DOWHUQDWLYH�DQG�FRPSOHPHQWDU\�PHWKRG�WKDW�VHHPV�WR�KDYH�EHHQ�ODUJHO\�LJQRUHG�LQ�WKH�$UDE�ZRUOG�LV�WKH�FRQFHSW�RI�JURXS�OHQGLQJ��$GDPV�DQG�/DQGPDQ���������SRSXODUL]HG�LQ�UHFHQW�\HDUV�GXH�WR�WKH�SHUFHLYHG�VXFFHVV�RI�WKH�*UDPHHQ�%DQN�LQ�%DQJODGHVK��F�I��+RVVHLQ���������7KH�WKHRUHWLFDO�IRXQGDWLRQV�IRU�XVLQJ�JURXSV¶�DELOLWLHV�WR�DSSO\�PRUDO�VXDVLRQ��ZKLFK�FDQ�EH�YLHZHG�DV�D�IRUP�RI�³VRFLDO�FROODWHUDO´��%HVOH\�DQG�&RDWH���������KDYH�EHHQ�ZHOO�HVWDEOLVKHG�LQ�UHFHQW�\HDUV��7KH�EDVLF�LGHD�LV�WKDW�PRUDO�KD]DUG�SUREOHPV��DQG�WKH�DVVRFLDWHG�DJHQF\�FRVWV�LQFXUUHG�E\�WKH�PLFUR�OHQGLQJ�LQVWLWXWLRQ��FDQ�EH�UHGXFHG�VLJQLILFDQWO\�WKURXJK�D�V\VWHP�RI�³DJHQWV�PRQLWRULQJ�RWKHU�DJHQWV´ �9DULDQ���������:KLOH�WKH�LGHD�RI�JURXS�OHQGLQJ�KDV�EHHQ�DVVRFLDWHG�PDLQO\�ZLWK�UXUDO�OHQGLQJ�LQ�UXUDO�%DQJODGHVK��DQG�HDUOLHU�LQ�(J\SWLDQ�DJULFXOWXUDO�FR�RSV�RI�WKH�����V���WKH�WKHRUHWLFDO�DUJXPHQWV�IRU�WKH�DOOHYLDWLRQ�RI�DJHQF\�FRVWV�DSSO\�WR�RWKHU�HQYLURQPHQWV��H�J��JURXSV�RI�DUWLVDQV��JXLOGV�DQG�XQLRQV��HWF����7R�WKH�H[WHQW�WKDW�PLFUR�OHQGLQJ�WR�WUDGLWLRQDO�60(V�FRQWLQXHV�WR�EH�D�PDMRU�SDUW�RI�1*2�DQG�JRYHUQPHQW�HFRQRPLF�GHYHORSPHQW�SROLFLHV��FRXSOLQJ�WKLV�VWUDWHJ\�ZLWK�D�JURXS�OHQGLQJ�DSSURDFK�PD\�LPSURYH�WKH�VXVWDLQDELOLW\�RI�WKH�OHQGLQJ�LQVWLWXWLRQV�DQG�DVVLVW�EHWWHU�LQ�DFKLHYLQJ�WKH�JRDOV�RI�WKH�VSRQVRULQJ�DJHQFLHV�
/HDVLQJ�WR�³1LFKH�ILQGLQJ´�60(V:H�DUJXHG�LQ�WKH�SUHYLRXV�VHFWLRQ�WKDW�WKH�UHFHQWO\�HPHUJLQJ�FODVV�RI�$UDE�HQWUHSUHQHXUV�LV�FRQFHQWUDWHG�LQ�G\QDPLF�HQWHUSULVHV��ZKHUH�WKH\�DLP�WR�FDSLWDOL]H�RQ�VKRUW�WR�PHGLXP�WHUP�GRPHVWLF�RU�LQWHUQDWLRQDO�PDUNHW�QLFKHV��7KRVH�HQWUHSUHQHXUV�DUH�YHU\�FRPSHWLWLYH��DQG�WKXV�PD\�QRW�EH�H[SHFWHG�WR�H[HUFLVH�PRUDO�VXDVLRQ�RQ�RQH�DQRWKHU��7KXV��WKH\�DUH�YHU\�SRRU�FDQGLGDWHV�IRU�JURXS�OHQGLQJ�LQVWLWXWLRQV��0RUHRYHU��GXH�WR�WKHLU�G\QDPLVP��WKHLU�JHRJUDSKLF�DQG�VHFWRUDO�DIILOLDWLRQV�DUH�FRQVWDQWO\�VKLIWLQJ��ZKLFK�UHQGHUV�WKRVH�RI�WKHP�ZKR�ODFN�VXEVWDQWLDO�FROODWHUDO�SRRU�FDQGLGDWHV�IRU�DQ\�IRUP�RI�OHQGLQJ��$V�ZH�KDYH�DUJXHG�LQ�WKH�SUHYLRXV�VHFWLRQ��WKH�QHHG�IRU�FROODWHUDO�OLPLWV�WKLV�VHFWRU�VRPHZKDW�WR�WKRVH�HQWUHSUHQHXUV�ZKR�DOUHDG\�KDYH�DFFHVV�WR�IXQGLQJ�VRXUFHV�WKURXJK�LQGLYLGXDO�ZHDOWK��IDPLO\�DQG�IULHQGV��/HQGLQJ�WR�WKRVH�LQGLYLGXDOV�LV�WDQWDPRXQW�WR�DOORZLQJ�WKHP�WR�H[HUFLVH�H[FHVV�OHYHUDJLQJ�RI�WKHLU�LQLWLDO�FDSLWDO��WKXV�DPSOLI\LQJ�WKH�ULVNV�DVVRFLDWHG�ZLWK�WKH�VHFWRU��DQG�LQFUHDVLQJ�WKH�DJHQF\�FRVWV�RI�OHQGLQJ�WR�WKRVH�ZLWKRXW�VXFK�LQLWLDO�VRXUFHV�RI�FDSLWDO��7KH�UHVXOW��LW�ZDV�DUJXHG��LV�DQ�LQHIILFLHQW�DOORFDWLRQ�RI�UHVRXUFHV�WRZDUGV�DOUHDG\�HVWDEOLVKHG�HQWUHSUHQHXUV��OLPLWLQJ�WKH�GHVLUHG�SRWHQWLDO�IRU�WKLV�VHFWRU�WR�SURYLGH�QRXULVKPHQW�IRU�D�JURZLQJ�HQWUHSUHQHXULDO�FODVV�DQG�HQFRXUDJH�LQQRYDWLRQ�
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)RU�WKLV�FODVV�RI�HQWUHSUHQHXUV��WKH�EXON�RI�WKHLU�FDSLWDO�QHHGV�PD\�EH�RIILFH�VSDFHV�DQG�HTXLSPHQW��ZDUHKRXVHV�DQG�VWRUDJH�VSDFHV��WUDQVSRUWDWLRQ�YHKLFOHV��HWF��:KLOH�WKH�W\SH�RI�EXVLQHVVHV�LQ�ZKLFK�WKHLU�60(V�HQJDJH�PD\�EH�LQ�FRQVWDQW�IOX[��WKH�IRUPV�RI�FDSLWDO�WKH\�UHTXLUH�DUH�E\�QHFHVVLW\�WUDGLWLRQDO��DQG�WKXV�FDQ�EH�PRQLWRUHG��7KLV�VXJJHVWV�WKDW�OHDVH�DQG�OHDVH�SXUFKDVH�ILQDQFLQJ�FDQ�EH�D�YHU\�VXFFHVVIXO�VRXUFH�RI�IXQGLQJ�IRU�HQWUHSUHQHXUV�LQ�WKLV�VHFWRU��7KH�DGYDQWDJH�RI�OHDVH�ILQDQFLQJ�LV�WKDW�OHDVH�SD\PHQWV�DUH�FDOFXODWHG�WR�HQVXUH�WKDW�WKH�YDOXH�RI�WKH�DVVHW�DIWHU�QRUPDO�PDUNHW�GHSUHFLDWLRQ�UHPDLQV�DERYH�WKH�EDODQFH�QHHGHG�IRU�WKH�OHVVHH�WR�SXUFKDVH�WKH�REMHFW�IURP�WKH�OHVVRU��7KH�OHDVHG�REMHFW�WKXV�EHFRPHV�D�GH�IDFWRFROODWHUDO�WKDW�WKH�OHVVRU�PD\�VHL]H�LQ�FDVH�RI�GHIDXOW�RU�LI�VLJQV�RI�DEXVH�RI�WKH�OHDVHG�REMHFW�DUH�GHWHFWHG��7KXV��WKH�DJHQF\�FRVWV�DVVRFLDWHG�ZLWK�PRUDO�KD]DUG�DUH�UHGXFHG�IURP�FRVWV�RI�PRQLWRULQJ�WKH�DFWLYLWLHV�RI�WKH�DJHQW�WR�WKH�PXFK�ORZHU�FRVWV�RI�LQVSHFWLQJ�WKH�OHDVHG�REMHFW��'XH�WR�WKH�JHQHUDO�XVH�RI�WKH�FDSLWDO�JRRGV�WKXV�OHDVHG��LW�LV�QRW�GLIILFXOW�IRU�IXQGLQJ�DJHQFLHV�WR�KDYH�LQ�KRXVH�H[SHUWV�ZKR�FDQ�PRQLWRU�WKH�GHSUHFLDWLRQ�RI�WKLV�FROODWHUDO�7KH�OHDVLQJ�YHKLFOH�LV�DOVR�XVHIXO�GXH�WR�LWV�HDVH�RI�VHFXULWL]DWLRQ��ZKLFK�ZRXOG�DOORZ�WKH�OHDVLQJ�FRPSDQLHV�WR�UHGXFH�WKH�ULVN�WKH\�EDUH��:KLOH�$UDE�ILQDQFLDO�PDUNHWV�UHPDLQ�ODUJHO\�XQGHUGHYHORSHG�LQ�WKH�DUHDV�RI�DVVHW�EDVHG�VHFXULWL]DWLRQ��VRPH�DGYDQFHV�KDYH�EHJXQ��VWDUWLQJ�LQ�WKH�PLG�WR�ODWH�����V��)RU�LQVWDQFH��WKH�6DXGL�1DWLRQDO�&RPPHUFLDO�%DQN�ILUVW�LQWURGXFHG�DVVHW�EDFNHG�VHFXULWLHV��$%6V��LQ�������WKURXJK�LWV�&)*�GLYLVLRQ��7KH�DFWLYLWLHV�LQ�VXFK�VHFXULWLHV�KDYH�EHHQ�LQFUHDVLQJ�ZLWKLQ�6DXGL�$UDELD�DQG�PRELOL]LQJ�LQWUD�UHJLRQDO�ILQDQFLDO�IORZV�� 7KH�LQFUHDVHG�HPSKDVLV�RI�LQWHUQDWLRQDO�EDQNV�RQ�XVLQJ�$%6V�DV�D�YHKLFOH�IRU�LQYHVWLQJ�LQ�HPHUJLQJ�PDUNHWV��DQG�LQ�SDUWLFXODU�LQ�WKH�0LGGOH�(DVW�DQG�HPHUJLQJ�(XURSHDQ�PDUNHWV��VXJJHVWV�WKDW�D�JURZWK�LQ�WKH�OHDVLQJ�LQGXVWU\�DQG�DVVRFLDWHG�VHFXULWL]DWLRQ�FDQ�SURYLGH�D�YDOXDEOH�VRXUFH�RI�IRUHLJQ�LQYHVWPHQW�IXQGV�� 1HZ�GHYHORSPHQWV�LQ�WKH�DUHD�RI�UHGXFLQJ�VRYHUHLJQW\�ULVN�WKURXJK�LQWHUQDWLRQDO�LQVXUDQFH�FRPSDQLHV�� DOVR�SURPLVH�WKDW�WKLV�VHFWRU�PD\�FRQWLQXH�WR�JURZ�LQ�WKH�IXWXUH��SURYLGHG�WKDW�WKH�$UDE�FRXQWULHV�FRQWLQXH�WR�OLEHUDOL]H�WKHLU�ILQDQFLDO�PDUNHWV�DQG�GHYHORS�D�VWDEOH�DQG�WUDQVSDUHQW�OHJDO�DQG�UHJXODWRU\�IUDPHZRUN�
� &�I��$O�-LIUL��������IRU�D�GLVFXVVLRQ�RI�WKH�LQFUHDVHG�YROXPH�RI�$%6�WUDGLQJ�LQ�6DXGL�$UDELD��7KHUH�LV�DOVR�HYLGHQFH�WKDW�VRPH�(J\SWLDQ�FRPSDQLHV�KDYH�XVHG�WKH�1&%
V�VHUYLFHV�WR�VHFXULWL]H�VRPH�RI�WKHLU�RZQ�DFFRXQWV�UHFHLYDEOHV�� &KDVH��%DQN�RI�$PHULFD�DQG�RWKHU�LQWHUQDWLRQDO�EDQNV�KDYH�EHJXQ�SD\LQJ�PRUH�DWWHQWLRQ�WR�WKH�$%6�PDUNHW�LQ�WKH�0LGGOH�(DVW��F�I��$VVHW�%DFNHG�6HFXULW\�:HHN ���������� &�I��$VVHW�6DOHV�5HSRUW�,QWHUQDWLRQDO �������
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9HQWXUH�&DSLWDO�)LQDQFLQJ�RI�$YDQW�JDUGH�(QWUHSUHQHXUV7KH�FODVV�RI�60(V�ZH�ODEHOHG�³$YDQW�JDUGH´�LQ�6HFWLRQ�,,�LV�SHUKDSV�WKH�ODUJHVW�SRWHQWLDO�FRQWULEXWRU�WR�HIIHFWLQJ�WKH�W\SH�RI�HFRQRPLF�JURZWK�QHHGHG�IRU�$UDE�FRXQWULHV��7KLV�W\SH RI�60(�LV�PRUH�OLNHO\�WR�DWWUDFW�)',�IORZV��FXOWLYDWH�PDQDJHULDO�DQG�HQWUHSUHQHXULDO�VNLOOV��DQG�LQFUHDVH�SURGXFWLYLW\�LQ�GLIIHUHQW�SDUWV�RI�WKH�HFRQRP\��8QIRUWXQDWHO\��WKH�YHU\�DGYDQWDJHV�WKDW�PDNH�DYDQW�JDUGH�60(V�DWWUDFWLYH�WR�D�GHYHORSLQJ�FRXQWU\�DOVR PDNH�WUDGLWLRQDO�ILQDQFLQJ�PHWKRGV�LQDSSOLFDEOH�WR�WKHP��7KH�DYDQW�JDUGH�60(V�DUH�KLJK�ULVN�KLJK�UHWXUQ�YHQWXUHV��7KLV�LV�QRW�LQ�WKH�GRPDLQ�RI�FRQYHQWLRQDO�EDQNV�ZKR�SURYLGH�ORZ�ULVN�ORZ�UHWXUQ�ILQDQFLDO�LQWHUPHGLDWLRQ���7KXV��FRQYHQWLRQDO�EDQNV�DUH�OLPLWHG�WR�GHDOLQJ�ZLWK�WUDGLWLRQDO�60(V��ZKHUH�ORZ�ULVN�LPSOLHV�ORZ�UHWXUQ�ERWK�DW�WKH�HQWHUSULVH�DQG�HFRQRPLF�OHYHOV��7KH�ULVNLQHVV�RI�WKH�SURMHFWV�XQGHUWDNHQ�E\�60(V�LV�IXUWKHU�H[DFHUEDWHG�E\�WKH�QRYHOW\�RI�WKH�VHFWRUV�LQ�ZKLFK�WKH\�RSHUDWH��$QRWKHU�VRXUFH�RU�ULVN�LV�WKH�XQFRQYHQWLRQDO�QDWXUH�RI�DYDQW�JDUGH�60(�FDSLWDO��D�VXEVWDQWLDO�SRUWLRQ�RI�ZKLFK�WDNHV�WKH�IRUP�RI�³LQDOLHQDEOH´�KXPDQ�FDSLWDO�ZKLFK�FDQQRW�EH�UHSRVVHVVHG�E\�D�IXQGLQJ�DJHQF\��+DUW�DQG�0RRUH���������WKXV�UHQGHULQJ�DYDQW�JDUGH�60(V�SRRU�FDQGLGDWHV�IRU�OHDVH�ILQDQFLQJ�7KH�LGHDO�ILQDQFLQJ�PHWKRG�IRU�KLJK�ULVN�KLJK�UHWXUQ�DYDQW�JDUGH�HQWHUSULVHV��MXGJLQJ�IURP�KLVWRULFDO�H[SHULHQFHV�RI�DGYDQFHG�LQGXVWULDO�HFRQRPLHV��VHHPV�WR�EH�WKH�YHQWXUH�FDSLWDO�PRGHO��'RHUIOLQJHU�DQG�5LYNLQ���������7KLV�PRGHO�LV�SUHGLFDWHG�RQ�WKH�H[LVWHQFH�RI�JURXSV�RI�LQYHVWRUV�ZKR�DUH�ZLOOLQJ�WR�LQYHVW�LQ�D�QXPEHU�RI�VPDOO�HQWHUSULVHV�ZLWK�KLJK�SUREDELOLWLHV�RI�FRPSOHWH�IDLOXUH�DQG�JUHDW�VXFFHVV��7KH\�SURYLGH�IXQGV�WR�60(V�LQ�H[FKDQJH�IRU�D�FODLP�WR�D�VKDUH�RI�WKH�HQWHUSULVH¶V�HTXLW\��,I�WKH�HQWHUSULVH�LV�VXFFHVVIXO��WKH�YHQWXUH�SD\V�WKH�LQYHVWRUV�KDQGVRPHO\��9HQWXUH�FDSLWDO�ILUPV�DWWHPSW�WR�UHGXFH�ULVNV�LQ�D�QXPEHU�RI�ZD\V��)LUVW��WKH\�VSHFLDOL]H�LQ�D�VSHFLILF�LQGXVWU\��WKXV�PD[LPL]LQJ�WKHLU�DELOLW\�WR�IRUPXODWH�JRRG�H[�DQWHH[SHFWDWLRQV�RI�SRWHQWLDO�ORVVHV�DQG�JDLQV�IRU�DQ\�SRWHQWLDO�HQWHUSULVH��6HFRQG��WKH\�GLYHUVLI\�WKH�ULVN�E\�LQYHVWLQJ�VLPXOWDQHRXVO\�LQ�D�QXPEHU�RI�FRPSHWLQJ�60(V��WKXV�LQFUHDVLQJ�WKH�FKDQFH�WKDW�DW�OHDVW�RQH�RI�WKHLU�LQYHVWPHQWV�ZLOO�SD\��FRPSHQVDWLQJ�WKHP�IRU�WKH�PDQ\�ORVVHV�WKH\�PD\�LQFXU��7KLUG��E\�VWDJLQJ�WKHLU�LQYHVWPHQW�H[SHQGLWXUHV�LQ�HDFK�HQWHUSULVH��WKH\�PLQLPL]H�DJHQF\�ULVNV�LQGXFHG�E\�RQH�VLGHG�DV\PPHWULF�LQIRUPDWLRQ��F�I��*RPSHUV���������7KLV�VWDJLQJ�RI�LQYHVWPHQW�DOVR�JXDUGV�DJDLQVW�WKH�ILUPV¶�UHQHJRWLDWLRQ�RI�WKH�LQYHVWRUV¶�FODLP�DW�D�ODWHU�VWDJH��1HKHU���������6DKOPDQ��������SURYLGHV�D�PHWKRGLFDO�WUHDWPHQW�RI�WKH�
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PHDQV�E\�ZKLFK�YHQWXUH�FDSLWDO�ILUPV�PRQLWRU�DQG�H[HUFLVH�VRPH�FRQWURO�RYHU�WKH�DFWLRQV�RI�HQWUHSUHQHXUV�XQWLO�VXFK�D�WLPH�WKDW�WKHLU�KXPDQ�FDSLWDO�LV�HPERGLHG�LQ�WKH�HQWHUSULVH��$W�WKLV�SRLQW�LQ�WLPH��WKH�YDOXH�DGGHG�RI�HQWUHSUHQHXUV�LV�GHWHUPLQHG�E\�WKHLU�PDQDJHULDO�DELOLWLHV��2IWHQ��RQFH�DQ�HQWHUSULVH�UHDFKHV�WKDW�SRLQW�RI�LWV�GHYHORSPHQW��WKH�DYDQW�JDUGH�HQWUHSUHQHXUV�UHFHLYH�D�FRPSHQVDWLRQ�IRU�WKHLU�HDUOLHU�HIIRUWV��DQG�WKH�HQWHUSULVH�LV�WXUQHG�RYHU�WR�WUDGLWLRQDO�PDQDJHUV�ZKR�VHHN�WUDGLWLRQDO�PHDQV�RI�GHEW�DQG�HTXLW\�ILQDQFLQJ�RI�WKH�ILUP��,I�DQ�DYDQW�JDUGH�60(�UHDFKHV�WKLV�VWDJH�RI�GHYHORSPHQW��WKH�ILUP�PDNHV�D�WUDQVLWLRQ�RXW�RI�WKH�60(�FDWHJRU\�LQWR�WKH�PDLQVWUHDP�VHFWRUV�RI�WKH�HFRQRP\��FDUU\LQJ�ZLWK�LW�WKH�DGYDQWDJHV�RI�LQFUHDVHG�SURGXFWLYLW\�JURZWK��DQG�SRVVLEOH�DFFHVV�WR�)',�LQIORZV�DQG�H[SRUW�PDUNHWV�
9��&RQFOXGLQJ�5HPDUNV
7KH�SUHFHGLQJ�WD[RQRP\�RI�60(�W\SHV�DQG�WKHLU�DSSURSULDWH�PHDQV�RI�ILQDQFLQJ�VXJJHVW�WKDW�WKH�JRYHUQPHQW¶V�UROH�LQ�HQFRXUDJLQJ�60(�JURZWK�DQG�ILQDQFLQJ�VKRXOG�EH�OHVV�GLUHFW�WKDQ�LW�VHHPV�WR�EH�LQ�WKH�$UDE�ZRUOG��7KLV�LQYROYHV�OLPLWLQJ�WKH�UROH�RI�1*2�DQG�JRYHUQPHQW�VSRQVRUHG�PLFUR�FUHGLW�WR�WKH�SRRU��DQG�FRQFHQWUDWLQJ�LQVWHDG�RQ�FUHDWLQJ�DQ�HQDEOLQJ�HQYLURQPHQW�IRU�SULYDWH�ILQDQFLDO�LQVWLWXWLRQV�WR�WDNH�WKH�OHDG��7KLV�HQDEOLQJ�HQYLURQPHQW�UHTXLUHV�D�WUDQVSDUHQW�OHJDO�VWUXFWXUH�RI�SURSHUW\�ULJKWV�DQG�UHSRVVHVVLRQ�SURFHGXUHV�WR�DVVXUH�OHDVLQJ�FRPSDQLHV�WKDW�WKH�FRVWV�RI�UHSRVVHVVLQJ�OHDVHG�FDSLWDO�JRRGV�LV�PDQDJHDEOH��6XFK�D�OHJDO�VWUXFWXUH�ZLOO�DOVR�PDNH�LW�HDVLHU�IRU�YHQWXUH�FDSLWDO�ILUPV�WR�IRUP�DQG�ILQDQFH�WKH�PRVW�LQQRYDWLYH�60(V��ZKLOH�HQVXULQJ�WKH�VDIHW\�RI�WKHLU�FODLPV�WR�HTXLW\�LQ�WKH�HPHUJLQJ�ILUPV��7KH�UROH�RI�WKH�JRYHUQPHQW�DQG�1*2V�LQ�SRYHUW\�DOOHYLDWLRQ�DQG�HPSOR\PHQW�FUHDWLRQ�LV�OLNHO\�WR�FRQWLQXH�IRFXVLQJ�RQ�ZHOIDUH�PRWLYDWHG�WUDQVIHUV�WKURXJK�PLFUR�FUHGLW��+RZHYHU��LW�LV�DGYLVDEOH�WR�WDNH�D�ORQJHU�WHUP�YLHZ�RI�WKH�SUREOHPV�RI�GHYHORSPHQW�DQG�SRYHUW\��UHFRJQL]LQJ�WKDW�WKRVH�ZHOIDUH�JRDOV�DUH�SHUKDSV�EHVW�PHW�LI�60(V�SOD\�D�SLYRWDO�UROH�LQ�DFKLHYLQJ�D�VXVWDLQDEOH�SDWK�RI�HFRQRPLF�JURZWK��,Q�VXPPDU\��RXU�WKUHH�W\SHV�RI�60(V�FDQ�EH�UDQNHG�LQ�WHUPV�RI�WKHLU�FRQWULEXWLRQ�WR�HFRQRPLF�VXFFHVV��DV�ZHOO�DV�WKHLU�UHJXODWRU\�DQG�OHJDO�UHTXLUHPHQWV�

x 7UDGLWLRQDO�60(V�FRQWULEXWH�YHU\�OLWWOH�WR�ORQJ�WHUP�JURZWK�DQG�GHYHORSPHQW��7KH�EHVW�ILQDQFLDO�YHKLFOHV�IRU�IXQGLQJ�VXFK�60(V�LV�JURXS�OHQGLQJ�WKURXJK�FRQYHQWLRQDO�EDQNV�DQG�1*2V��,Q�WKHLU�DELOLW\�WR�DWWUDFW�PRQH\�WKURXJK�LQWHUQDWLRQDO�1*2V�DQG�
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GHYHORSPHQW�IXQGLQJ�DJHQFLHV��H�J��,)&��86$,'��HWF����WKLV�FODVV�RI�60(V�PD\�DVVLVW�LQ�HQKDQFLQJ�WKH�LQIORZ�RI�IRUHLJQ�VDYLQJV�LQWR�$UDE�FRXQWULHV��WKURXJK�RIILFLDO�DQG�VHPL�RIILFLDO�GHEW��+LVWRULFDOO\��WKLV�IRUP�RI�FDSLWDO�LQIORZ�KDV�KDG�WKH�ORZHVW�FRUUHODWLRQ�ZLWK�HFRQRPLF�JURZWK�DQG�GHYHORSPHQW��+RZHYHU��WKH�PDLQ�DGYDQWDJHV�RI�WKLV�W\SH�RI�60(V�DQG�DVVRFLDWHG�ILQDQFLQJ�PHWKRGV�DUH�WKH�DELOLW\�WR�PHHW�VKRUW�WHUP�QHHGV�RI�SRYHUW\�DOOHYLDWLRQ�DQG�HPSOR\PHQW�FUHDWLRQ��WRJHWKHU�ZLWK�WKH�IDFW�WKDW�WKH�UHJXODWRU\�IUDPHZRUN�IRU�VXFK�ILQDQFLQJ�LV�DOUHDG\�LQ�SODFH�LQ�DOO�$UDE�FRXQWULHV��
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