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$EVWUDFW,W� LV� ZLGHO\� DFNQRZOHGJHG� WKDW� (J\SW¶V� VWDELOL]DWLRQ� SURJUDP� KDV� EHHQ� KLJKO\�VXFFHVVIXO��6WDELOL]DWLRQ��DOEHLW�QHFHVVDU\��LV�QRW�VXIILFLHQW�WR�DFFHOHUDWH�JURZWK��(J\SW�QHHGV�WR�IRVWHU�JUHDWHU�LQYHVWPHQW��LQFOXGLQJ�IRUHLJQ�GLUHFW�LQYHVWPHQW��WR�DFKLHYH�WKH�HQYLVDJHG�KLJK�JURZWK�VFHQDULR��:KLOH�WKH�WD[�EXUGHQ�LV�RQO\�D�SDUW�RI�WKH�LQYHVWPHQW�FOLPDWH�� LW� SOD\V� D� FUXFLDO� UROH� LQ� GHWHUPLQLQJ� LQYHVWPHQW� GHFLVLRQV�� 0RUHRYHU�� WKH�UHFHQW� WUHQGV� RI� LQFUHDVHG� JOREDOL]DWLRQ� SODFH� QHZ� DQG� JUHDWHU� GHPDQGV� RQ� WKH�QDWLRQDO�WD[�UHJLPHV�WR�VHFXUH�D�FRXQWU\¶V�WD[�FRPSHWLWLYHQHVV��7KH�SDSHU�DUJXHV�WKDW�LQ�VSLWH�RI�UHFHQW�WD[�UHIRUPV��WKH�(J\SWLDQ�WD[�V\VWHP�VWLOO�XQGHUPLQHV�WKH�HIILFLHQF\�DQG�JURZWK�FRQVLGHUDWLRQ�RI�D�JRRG�WD[�V\VWHP��'XH�WR�KLJK�DQG�QXPHURXV�WD[�UDWHV�DSSOLHG� WR� D� QDUURZ� EDVH�� DV� ZHOO� DV� WD[� KROLGD\V� RI� GLIIHUHQW� GXUDWLRQ� JUDQWHG� WR�FHUWDLQ�DFWLYLWLHV�DQG�QRW�WR�RWKHUV��WKH�WD[�VWUXFWXUH�FDQ�EH�DFFRXQWDEOH�IRU��GHWHUULQJ�WKH�OHYHO�RI�LQYHVWPHQW��FUHDWLQJ�VHULRXV�GLVWRUWLRQV��DQG�OHDGLQJ�WR�D�ODUJH�HURVLRQ�LQ�JRYHUQPHQW� UHYHQXHV�� ,I� FRUSRUDWH� WD[DWLRQ� LV� WR� EH� UHIRUPHG� IRU� JURZWK� DQG�FRPSHWLWLYHQHVV�� WKH� UHIRUP� DJHQGD� VKRXOG� LQFOXGH� ORZHULQJ� FRUSRUDWH� WD[� UDWH�XQLIRUPO\�� DORQJ�ZLWK�RWKHU� WD[�EDVH� DQG� WD[� ODZ�SURYLVLRQ�FKDQJHV�� ,Q�SDUDOOHO�� WKH�XSJUDGLQJ� RI� (J\SW� WD[� LQFHQWLYH� SROLF\� LQ WHUPV� RI� HIILFLHQF\� DQG� HIIHFWLYHQHVV� LV�DOVR�D�PXVW�
º¨àã Z��cY�ci�W�Y~�ix��T ��gUp[��T�a�p�T�_�U�iW�����»���T�Y�ci��T�h���[��~�Tg��n��UcU`��Y�ip��T�Y���c�T�Z�W][�T�Z�W][�T�����±�[i�ir��{i±�gUp[��T�����T����c[��U�~U��Usin��[ThW ¿]�������O�^U[c[�ip��Z�TjU�~ ZTiU�][l�T� Y�wUr���][l�T���h��~� U�WinUW��T��W�`�T�iU���O��gUp[��T�����T�Z�gx��v~i�������[[��[c }g�[l��T���[l��T�Vx�����L��O�vlT��T� U�U�x�W�Y�iU�][l�T�YS�W�T�ipU�w�gcL��O��W�ir�T�IVx�T�¿�n��� U���W�iU�][l�T�ZTiTi���~�Ti]N��Ti�g�x�T�����uiUl[�����g�Un��U��i�g�T�Th��Y���L����}wUr��Ysn��T�¿��g[��Y���U Y�W�`�T�ZTiU�][l�T�Vh`���w�k~U�[�T�� Y�gUp[��T�¿TjU�� Y��U[[��T� Y�W�ir�T�Z��gx[�T� �{i� ��L� YlTig�T���W[�U���L����VUWlL� Xgx����h� v`i��� �Y�l~U�[�T�� XIU���T�ZU�������O� i�[����W�ir�T� U��Ut��iUxlL�Z�U�[��uU�[iT ZU�in�T�aUWiL���w�VSTir�TYlU�l�¿�f����Y��[f��T�Y�gUp[��T Ysn��T���W�j���[�T��Y�W�ir�T�XgwU��T���r�� ZTIU�w�T�� j~T�c�T�s����~� Y�U��ZU~Tic�T���f�� �Y�cU�� ���ZTiU�][l�T� v�`n[� �gw���O��gN���h�T� i��T�ifL�Y�cU�����giT���T�o�pf[�Y�Tjf���w�ZTgTi��T����i�W��ig��uU�r��w �r~�Th�Y��g�T�YlTig�T�ai[�[����U��gT���qxW�¿�gx[��XgwU��T�v�l�[���W�ir�T�ixl�T�g�c�[��q�f���w�¿�[n[�Y�c�p�T�ZTITi`�T����Y�jcY�W�ir�T�XiTg�T�XIU���v~i���ZU�in�T�¿fg���w�VSTir�T�v~i��Y�W�ir�T�j~T�c�T�YlU�l�Yx`Ti��V�U`���O� Th� � U�[��wU~��Y�`����U�[IU���Y`ig�ifL�Y�`��
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,���,QWURGXFWLRQ7KH� (J\SWLDQ� HFRQRP\� LV� DW� D� FURVVURDGV� RQ� WKH� SDWK� WR� VXVWDLQDEOH� GHYHORSPHQW��+DYLQJ� DGYDQFHG� VLJQLILFDQWO\� WRZDUGV� PDFURHFRQRPLF� VWDELOLW\�� VXEVWDQWLDO� HIIRUWV�DUH�VWLOO�UHTXLUHG�WR�GHUHJXODWH��UHVWUXFWXUH�DQG�SULYDWL]H�WKH�HFRQRP\�WR�DFKLHYH�KLJK�JURZWK� WKDW� LV� H[SRUW�RULHQWHG� DQG� SULYDWH� VHFWRU�OHG�� 6XVWDLQDEOH� KLJK� JURZWK� LV�QHFHVVDU\� IRU� UHGXFLQJ�XQHPSOR\PHQW��JHQHUDWLQJ� MRE�RSSRUWXQLWLHV� IRU�QHZ�HQWUDQWV�WR� WKH� ODERU� PDUNHW� DQG� LPSURYLQJ� VRFLDO� ZHOIDUH�� /RRNLQJ� DKHDG�� (J\SW¶V� JURZWK�SHUIRUPDQFH� ZLOO� EH� GHWHUPLQHG� E\� LWV� RYHUDOO� LQYHVWPHQW� HIIRUW�� SDUWLFXODUO\� LQ� WKH�SULYDWH� VHFWRU�� DQG� WKH� VLJQLILFDQW� HIILFLHQF\� JDLQV� WKDW� WKH� UHIRUP� SURJUDP� VKRXOG�EULQJ�DERXW�7KH� IRFXV� RI� WKLV� SDSHU� LV� WD[DWLRQ�� SULYDWH� LQYHVWPHQW� DQG� HFRQRPLF� JURZWK� LQ�(J\SW��7KH� WD[�EXUGHQ��KRZHYHU�� LV�RQO\�D�SDUW�RI� WKH� LQYHVWPHQW�FOLPDWH��7KDW� LV� WR�VD\�LW�LV�QRW�WKH�GHFLVLYH�IDFWRU��HVSHFLDOO\�LQ�GHYHORSLQJ�FRXQWULHV�ZKHUH�WKH�SROLWLFDO�FOLPDWH�� FDSLWDO PDUNHWV�� UHOLDELOLW\� RI� ILVFDO� FRPPLWPHQWV�� VNLOOV� RI� ZRUNIRUFH�� DQG�OHJDO� DQG� UHJXODWRU\� IUDPHZRUN²DOO� WKHVH� IDFWRUV²LQIOXHQFH� WKH� GHFLVLRQ� WR� LQYHVW��6WLOO�� WKH� WD[� VWUXFWXUH� SOD\V� D� FUXFLDO� UROH� LQ� GHWHUPLQLQJ� WKH� OHYHO� DQG� SDWWHUQ� RI�LQYHVWPHQW�� 0RUHRYHU�� WKH� UHFHQW� WUHQGV� WRZDUGV� RSHQQHVV� DQG� JOREDOL]DWLRQ� LQ� WKH�ZRUOG�HFRQRP\�SODFH�QHZ�DQG�JUHDWHU�GHPDQGV�RQ�WKH�WD[�V\VWHP��,QWHJUDWHG�FDSLWDO�PDUNHWV�PDNH� WKH� DOORFDWLRQ� RI� FDSLWDO�PRUH� VHQVLWLYH� WR� GLIIHUHQFHV� LQ� QDWLRQDO� WD[�UHJLPHV�� 'LIIHUHQFHV� LQ� WD[� UHJLPHV� EHWZHHQ� FRXQWULHV� FDQ� UHVXOW� LQ� FDSLWDO� IORZV�DFURVV�ERUGHUV�DIIHFWLQJ�ERWK�WKH�ORFDWLRQ�RI�LQYHVWPHQW�DQG�WKH�RZQHUVKLS�RI�FDSLWDO�DQG�RWKHU�UHVRXUFHV��7KLV��LQ�WXUQ��DIIHFWV�WKH�SDFH�RI�HFRQRPLF�JURZWK�LQ�FRPSHWLQJ�FRXQWULHV�� $Q� HIILFLHQW�� FRPSHWLWLYH� WD[� V\VWHP� LV�� WKXV�� D� IXQGDPHQWDO� HOHPHQW� WR�HQKDQFH�D�FRXQWU\¶V�SRWHQWLDO�IRU�JURZWK�LQ�D�KLJKO\�FRPSHWHWLYH�ZRUOG�7KLV�VWXG\�IRFXVHV�RQ�WKH�HIILFLHQF\�DQG�JURZWK�FRQVLGHUDWLRQV�RI�WKH�(J\SWLDQ�WD[�V\VWHP��:LWKLQ� WKLV� FRQWH[W�� WKH� IRFXV� LV� QDUURZHG� IXUWKHU� WR� H[DPLQH� WKH� LQFHQWLYH�HIIHFWV� RI� FRUSRUDWH� WD[DWLRQ� ZLWK� UHVSHFW� WR� LQYHVWPHQW� GHFLVLRQV�� 3XWWLQJ� WKH�HIILFLHQF\� DQG�JURZWK�REMHFWLYHV� DW� WKH� IRUHIURQW� RI� WKH� WD[� UHIRUP�GHEDWH�� WKH�EDVLF�TXHVWLRQV�UDLVHG�KHUH�DUH�x :KDW�DUH� WKH� LQYHVWPHQW�GLVWRUWLRQV� LQGXFHG�E\� WKH�FXUUHQW� WD[�ODZ�DQG�LV� WKH�WD[�LQFHQWLYH�V\VWHP�FRQVLVWHQW�ZLWK�WKH�SULRULWLHV�RI�(J\SW¶V�JURZWK�VWUDWHJ\�LQ�WHUPV�RI�WKH�OHYHO��SDWWHUQ�DQG�ORFDWLRQ�RI�LQYHVWPHQW"�
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x ,V� WKH� FRUSRUDWH� WD[� EXUGHQ� WRR� KHDY\� LQ� (J\SW� FRPSDUHG� WR� RWKHU� FRXQWULHV"� ,Q�SDUWLFXODU�� GR� H[LVWLQJ� WD[� UXOHV� DQG� UHJXODWLRQV� KXUW� WKH� FRPSHWLWLYHQHVV� RI� WKH�(J\SWLDQ� HFRQRP\� LQ� SURPRWLQJ� LQYHVWPHQW� DQG� DWWUDFWLQJ� IRUHLJQ� GLUHFW�LQYHVWPHQW��)',�"�x ,I� FRUSRUDWH� WD[DWLRQ� LV� WR� EH� UHIRUPHG� IRU� JURZWK� DQG� FRPSHWLWLYHQHVV��ZKDW� DUH�WKH�PDLQ�LVVXHV�WKDW�VKRXOG�EH�RQ�WKH�UHIRUP�DJHQGD"7R�DGGUHVV� WKHVH�TXHVWLRQV�� LW� LV�QHFHVVDU\�DIWHU� WKH�LQWURGXFWLRQ��6HFWLRQ���� WR�EHJLQ�ZLWK� VRPH� JHQHUDO� FRQVLGHUDWLRQV� UHJDUGLQJ� WKHRU\� DQG� HPSLULFDO� HYLGHQFH� RI�FRUSRUDWH� WD[DWLRQ� DQG� LQYHVWPHQW� �6HFWLRQ�����8VLQJ� WKH�PDUJLQDO� HIIHFWLYH� WD[� UDWH��0(75��DV�D�VXPPDU\�PHDVXUH�WKDW�LQFRUSRUDWHV�DOO�RI�WKH�IHDWXUHV�RI�D�FRXQWU\¶V�WD[�V\VWHP� WKDW� DIIHFW� WKH�SURILWDELOLW\�RI� LQYHVWPHQW�SURMHFWV�� WKH� DQDO\VLV� FRPSDUHV� WKH�RYHUDOO�WD[�EXUGHQ�RQ�PDUJLQDO�LQYHVWPHQWV�LQ�(J\SW�IRU�GLIIHUHQW�DFWLYLWLHV��ZLWK�DQG�ZLWKRXW� WD[� KROLGD\��� DOWHUQDWLYH� VRXUFHV� RI� ILQDQFH� DQG� DOWHUQDWLYH� RUJDQL]DWLRQDO�IRUPV��7KH�GLVFXVVLRQ�DOVR�GRFXPHQWV�WKH�GHILFLHQFLHV�LQ�WKH�FRUSRUDWH�WD[�V\VWHP�E\�DQDO\]LQJ�WZR�W\SHV�RI�LQYHVWPHQW�GLVWRUWLRQV��WKH�ILUVW�LV�HPEHGGHG�LQ�WKH�FXUUHQW�WD[�ODZ� DQG� WKH� VHFRQG� LV� DWWULEXWDEOH� WR� WKH� DSSOLFDWLRQ� RI� WD[� LQFHQWLYHV� �6HFWLRQ� ����1H[W�� WKH�SDSHU�DVVHVVHV� WKH�FRPSHWLWLYH�VWDWXV�RI� WKH�(J\SWLDQ�FRUSRUDWH� WD[�V\VWHP�UHJLRQDOO\� DQG� LQWHUQDWLRQDOO\� DQG� LWV� LPSOLFDWLRQV� IRU� )',� �6HFWLRQ� ���� )LQDOO\�� WKH�SDSHU� VHWV� RXW� D� VHULHV� RI� SURSRVDOV� IRU� UHIRUPLQJ� WKH� FRUSRUDWH� WD[� V\VWHP� E\�UHPRYLQJ�WKH�QRQ�QHXWUDOLWLHV�GLVFXVVHG�LQ�WKH�SUHYLRXV�VHFWLRQ��ZKLFK�ZLOO�HQFRXUDJH�LQYHVWPHQW�DQG�HQKDQFH�LWV�SURGXFWLYLW\�LQ�(J\SW��6HFWLRQ����
,,��&RUSRUDWH�7D[DWLRQ�DQG�,QYHVWPHQW�'HFLVLRQV��7KHRU\�DQG�(YLGHQFH
7KH�FRUSRUDWH� WD[� LV� DUJXDEO\� WKH�PRVW�ZHOO�VWXGLHG� WD[� WKURXJKRXW� WKH�ZRUOG�� �<HW��WKHUH� DUH� VRPH� FULWLFV� ZKR� TXHVWLRQ� WKH� QHHG� IRU� WKLV� WD[�� 7KH\� DUJXH� WKDW�� LQ� WKH�LQWHUHVW�RI�WUDQVSDUHQF\��WD[HV�VKRXOG�EH�LPSRVHG�RQ�LQGLYLGXDOV��QRW�OHJDO�HQWLWLHV��IRU�LW� LV�SHRSOH�QRW�FRUSRUDWLRQV� WKDW�SD\� WD[HV��(YHQ� WKRXJK�D�FRUSRUDWLRQ�KDV� WKH� OHJDO�ULJKW� WR� KROG� SURSHUW\� DQG� FRQWUDFW�ZLWK� EX\HUV� DQG� VHOOHUV�� LWV DFWLYLWLHV� EHQHILW� WKH�RZQHUV�ZKR� RZQ� WKH� FDSLWDO�� FRQVXPHUV�ZKR� SXUFKDVH� LWV� SURGXFWV� RU� VHUYLFHV� DQG�HPSOR\HHV� ZKR� SURYLGH� ODERU�� $Q\� WD[� SDLG� E\� WKH� FRUSRUDWLRQ�PXVW� EH� SDVVHG� RQ�WKURXJK�KLJKHU�SULFHV��ORZHU�ZDJHV�RU�ORZHU�UHWXUQV�RQ�FDSLWDO��7KHUHIRUH��LI�RQH�LV�WR�µSLHUFH� WKH� YHLO¶� RI� WKH� OHJDO� HQWLW\� RI� WKH� FRUSRUDWLRQ�� WKH� WD[� XOWLPDWHO\� IDOOV� RQ�LQGLYLGXDOV��7KXV�� LQ� WKH� LQWHUHVW�RI�GHWHUPLQLQJ� WKH� LPSDFW�RI� WKH� WD[�V\VWHP�RQ� WKH�
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ZHOIDUH�RI�LQGLYLGXDOV�LQ�VRFLHW\��ZK\�QRW�WD[�SHRSOH�GLUHFWO\�UDWKHU WKDQ�LQGLUHFWO\�YLD�WKH�FRUSRUDWLRQ":KHQ� WKH� FRUSRUDWH� LQFRPH� WD[�ZDV� ILUVW� LPSRVHG�� HFRQRPLVWV� FRQWHPSODWHG� WKH�HIILFLHQF\�RI�WKLV�OHY\�LQ�HFRQRPLF�WHUPV��7KH�FRUSRUDWH�WD[�LV�QRW�D�WD[�RQ�WKH�LQFRPH�IURP� FDSLWDO� LQ� JHQHUDO� RU� HYHQ� D� WD[� RQ� WKH� LQFRPH� IURP� WKH� FDSLWDO� DVVHWV� RI�FRUSRUDWLRQV�� 5DWKHU�� LW� LV� D� WD[� RQ� WKH� LQFRPH� IURP� FRUSRUDWH� HTXLW\� FDSLWDO� DORQH��'LVUHJDUGLQJ�WKH�GLVWRUWLRQV�LQ�D�VLPSOH�LQFRPH�WD[��ZKLFK�E\�LWV�QDWXUH�GLVFULPLQDWHV�DJDLQVW� VDYLQJV� DQG� IDYRUV� FXUUHQW� FRQVXPSWLRQ�� DGGLWLRQDO GLVWRUWLRQV� ZRXOG� EH�LQWURGXFHG�E\�DQ\�OHY\�WKDW�VWUXFN�WKH�LQFRPH�IURP�FDSLWDO�D�VHFRQG�WLPH�LQ�DGGLWLRQ�WR�ZKDW�LV�SDLG�XQGHU�D�JHQHUDO�SHUVRQDO�LQFRPH�WD[��7KH�GLVWRUWLRQ�EHFRPHV�ZRUVH�LI�WKH�EDVH�RI�WKLV�H[WUD�WD[�LV�UHGXFHG�WR�FRYHU�RQO\�LQFRPH�IURP�FRUSRUDWH�DVVHWV�UDWKHU�WKDQ�LQFRPH�IURP�DOO�FDSLWDO��7KH�GLVWRUWLRQ�LV�IXUWKHU�DJJUDYDWHG�LI�WKH�EDVH�LV�IXUWKHU�FXW��VR�WKDW�LW�FRYHUV�RQO\�WKH�LQFRPH�IURP�FRUSRUDWH�HTXLW\�FDSLWDO��+DUEHUJHU�������S�������%HIRUH�GLVFXVVLQJ�WKH�LQFHQWLYH�HIIHFWV�RI�WKH�FRUSRUDWH�LQFRPH�WD[�ZLWK�UHVSHFW�WR�LQYHVWPHQW��LW�LV�XVHIXO�WR�EHJLQ�ZLWK�D�QRUPDWLYH�DUJXPHQW�IRU�WKLV�WD[�WR�XQGHUVWDQG�LWV� EDVLF� UROH� LQ� WKH�HFRQRP\��7KLV�ZLOO�EH� IROORZHG�E\�D�FRQFHSWXDO�DQDO\VLV�RI� WKH�LPSDFW�RI�FRUSRUDWH� WD[DWLRQ�RQ�ILUPV¶�EHKDYLRU��7KH�QH[W�VXEVHFWLRQ�EULHIO\�UHYLHZV�UHFHQW�HYLGHQFH�RQ�WD[DWLRQ�DQG�LQYHVWPHQW�
:K\�,V�7KHUH�D�&RUSRUDWH�,QFRPH�7D["9LUWXDOO\��DOO�FRXQWULHV� OHY\�GLUHFW� WD[HV�RQ�FRUSRUDWLRQV��8OWLPDWHO\�� WKHVH�WD[HV�ZLOO�EH� ERUQ� E\� KRXVHKROGV�� VR� RQH�PLJKW� WKLQN� WKDW� LW�ZRXOG� EH� EHVW� WR� WD[� KRXVHKROGV�GLUHFWO\� UDWKHU� WKDQ� LQGLUHFWO\� WKURXJK� WKHLU�RZQHUVKLS�RI�FRUSRUDWLRQV��7KH�HVVHQWLDO�TXHVWLRQ� WR� DGGUHVV� KHUH� LV�� :K\� DUH� FRUSRUDWH� WD[HV� QHHGHG� DW� DOO�� JLYHQ� WKH�DOWHUQDWLYH� RI� WD[LQJ� KRXVHKROGV� GLUHFWO\� WKURXJK� SHUVRQDO� WD[DWLRQ� RU� LQGLUHFWO\�WKURXJK� VDOHV� WD[HV� RQ� WKHLU� FRQVXPSWLRQ� SXUFKDVHV"� 3RVLQJ� WKH� TXHVWLRQ� WKLV� ZD\�PDNHV� LW� FOHDU� WKDW� WKH� FRUSRUDWH� LQFRPH� WD[� LV� HVVHQWLDOO\� VXSSOHPHQWDU\� WR� WKH�SHUVRQDO�LQFRPH�WD[��,W�RZHV�LWV�H[LVWHQFH�WR�WKH�IDFW�WKDW��IRU�YDULRXV�UHDVRQV��DQ�LGHDO�WD[� V\VWHP�FDQQRW�EH�DFKLHYHG�E\�SHUVRQDO� WD[DWLRQ�DORQH�� ,W� LV�XVHIXO� WR�GLVWLQJXLVK�WKUHH� PDLQ� UHDVRQV� IRU� KDYLQJ� D� FRUSRUDWH� WD[� DORQJVLGH� SHUVRQDO� DQG� FRPPRGLW\�WD[HV��x 7KH�FRUSRUDWH� WD[� LV� D�ZLWKKROGLQJ� WD[� WKDW� VHUYHV� DV� D�EDFNVWRS� IRU� WKH�SHUVRQDO�WD[�
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x 7KH�FRUSRUDWH�WD[�LV�D�EHQHILW�WD[�WR�HQVXUH�WKDW�FRUSRUDWLRQV�SD\�IRU�SXEOLF�JRRGV�DQG�VHUYLFHV�WKDW�LPSURYH�WKHLU�SURILWV�x 7KH�FRUSRUDWH�WD[�FDSWXUHV�WKH�UHQWV�HDUQHG�E\�RZQHUV�RI�IL[HG�IDFWRUV�7KH�ILUVW�UHDVRQ�LV�SHUKDSV�WKH�PRVW�LPSRUWDQW�UDWLRQDOH�IRU�FRUSRUDWH�WD[DWLRQ��LW�LV�GLVFXVVHG�EULHIO\�EHORZ�
7KH�:LWKKROGLQJ�)XQFWLRQ�RI�WKH�&RUSRUDWH�7D[�2QH�ZD\�WR�YLHZ�WKH�FRUSRUDWH�LQFRPH�WD[�LV�DV�D�GHYLFH�IRU�ZLWKKROGLQJ�DW�WKH�VRXUFH�WKH�HTXLW\�FDSLWDO� LQFRPH�JHQHUDWHG� LQ� WKH�FRUSRUDWH�VHFWRU��7KLV� LV� WKH�FRQYHQWLRQDO�IXQFWLRQ� RI� WKH� FRUSRUDWH� WD[�� DW� OHDVW� LQ� GHYHORSHG� FRXQWULHV�� 7KH� QHHG� IRU�ZLWKKROGLQJ� DULVHV� EHFDXVH� PRVW� SHUVRQDO� LQFRPH� V\VWHPV� DUH� GHVLJQHG� ZLWK� WKH�LQWHQWLRQ�RI�WD[LQJ�LQFRPH�RQ�D�FRPSUHKHQVLYH�EDVLV�DV�PXFK DV�SRVVLEOH�� 7KH�PRVW�GLIILFXOW� VRXUFH�RI� LQFRPH� WR� WD[��KRZHYHU�� LV� DFFUXHG�FDSLWDO�JDLQV��7KXV�DOPRVW�DOO�JRYHUQPHQWV� WKURXJKRXW� WKH�ZRUOG� WD[� FDSLWDO� JDLQV� RQ� UHDOL]DWLRQ� �ZKHQ� DVVHWV� DUH�VROG���LI�DW�DOO�$V�D�UHVXOW�RI�WD[LQJ�RQO\�UHDOL]HG�FDSLWDO�JDLQV��LQYHVWRUV�FDQ�VKHOWHU�WKHLU�LQFRPH�IURP� WD[DWLRQ� E\� OHWWLQJ� D� WD[�IUHH� FRUSRUDWLRQ� KROG� WKHLU� DVVHWV�� 2QO\� ZKHQ� WKH�LQYHVWRU� QHHGV� FDVK� IURP� WKH� FRUSRUDWLRQ�ZLOO� SHUVRQDO� WD[� EH� SDLG� RQ� GLYLGHQGV� RU�FDSLWDO�JDLQV�DULVLQJ�IURP�WKH�VDOH�RU�WKH�UHSXUFKDVH�RI�VKDUHV��7KXV�LQ�SULQFLSOH��LW�LV�SRVVLEOH�WR�GHGXFW�GLYLGHQGV�IURP�WKH�FRUSRUDWH�LQFRPH�WD[�EDVH��WKHUH�LV�QR�QHHG�WR�ZLWKKROG� WD[HV�RQ�VXFK� LQFRPH�DW� WKH�FRUSRUDWH� OHYHO�EHFDXVH� LW� LV� IXOO\� WD[HG�DW� WKH�SHUVRQDO�OHYHO��2QO\�ZLWKKROGLQJ�DW�WKH�FRUSRUDWH�OHYHO�LV�QHHGHG�IRU�UHWDLQHG�HDUQLQJV�RI� D� FRUSRUDWLRQ�� $FFRUGLQJO\�� WKH� FRUSRUDWH� WD[� EDVH� ZRXOG� EH�� LQ� SULQFLSOH�� WKH�IROORZLQJ�<� �5� &�� 'HS�� ,�� 'LY ���ZKHUH�5� �DFFUXHG�UHYHQXHV�&� �FXUUHQW�FRVWV��VDODULHV�DQG�PDWHULDO�H[SHQGLWXUHV��'HS� �HFRQRPLF�GHSUHFLDWLRQ��DQG�GHSOHWLRQ��RI�DVVHWV�,� �LQWHUHVW�SDLG�IRU�ERUURZHG�FDSLWDO��DQG'LY� �GLYLGHQGV�SDLG�RXW�1RWH�WKDW�IRU�D�FRPSUHKHQVLYH�LQFRPH�WD[��WKH�FRUSRUDWH�WD[�VKRXOG�SHUPLW�FRPSDQLHV�WR�GHGXFW�WKH�HFRQRPLF�FRVWV�RI�GHSUHFLDWLRQ��LQWHUHVW�H[SHQVH�DQG�RWKHU�FRVWV�LQFXUUHG�
� &RPSUHKHQVLYH�LQFRPH��DV�GHILQHG�E\�6LPRQV��LV�GHULYHG�IURP�ODERU�HDUQLQJV��ZDJHV��VDODULHV�DQG�EHQHILWV��DQG�FDSLWDO� LQFRPH� �GLYLGHQGV�� LQWHUHVW� DQG� DFFUXHG� FDSLWDO� JDLQV��� 6HH� +HQU\� 6LPRQV� �������� 3HUVRQDO� ,QFRPH�7D[DWLRQ��
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LQ�WKH�SURGXFWLRQ�SURFHVV�� 7KLV�UHTXLUHV�LQGH[LQJ�SURILWV�IRU�LQIODWLRQ��DV�ZHOO�DV�WKH�FRUUHFW�PDUNHW�YDOXDWLRQ�RI�DVVHWV��WR�FDOFXODWH�HFRQRPLF�GHSUHFLDWLRQ��7KLV�LVVXH�ZLOO�EH�DGGUHVVHG�DJDLQ�ODWHU�$OWKRXJK� WKH� GLVFXVVLRQ� DUJXHV� IRU� D� FRUSRUDWH� WD[� RQ� UHWHQWLRQV�� JRYHUQPHQWV�UDUHO\� DOORZ� GLYLGHQGV� WR� EH� GHGXFWHG� IURP� WKH� FRUSRUDWH� LQFRPH� WD[�� ,Q� ODUJH� SDUW��WKLV�LV�D�UHVXOW�RI�KLVWRULFDO�DQG�OHJDO�GHYHORSPHQWV�WKDW�OHG�WR�WKH�QRWLRQ�WKDW�FRUSRUDWH�DQG� LQGLYLGXDO� WD[SD\HUV�DUH� WKH� VDPH�DQG� WKXV�ERWK� VKRXOG�EH� WD[HG�RQ�QHW� LQFRPH��LQWHUHVW�H[SHQVHV�DUH�GHGXFWLEOH�EXW�QRW�GLVWULEXWHG�SURILWV�WKDW�DUH�SDLG�WR�WKH�RZQHU�RI�D�EXVLQHVV���:LWKRXW�GLYLGHQG�GHGXFWLELOLW\��WKH�FRUSRUDWH�WD[�EDVH�EHFRPHV��<� �5� &�� 'HS�� , �����UHYHQXHV�QHW�RI�FXUUHQW�FRVWV��GHSUHFLDWLRQ�DQG�LQWHUHVW�H[SHQVHV��(YHQ� WKRXJK� OHJDO� UHDVRQLQJ�ZDV� LPSRUWDQW� IRU� WKH�GHYHORSPHQW�RI� WKH�FRUSRUDWH�LQFRPH�WD[�EDVH��WKHUH�LV�KRZHYHU��DQ�LPSRUWDQW�HFRQRPLF�PRWLYDWLRQ�IRU�QRW�DOORZLQJGLYLGHQGV� WR� EH� GHGXFWHG� IURP� WKH� WD[� EDVH�� )RU� PDQ\� FRXQWULHV�� WKH� GHGXFWLRQ� RI�GLYLGHQGV�ZRXOG� UHVXOW� LQ� DQ� HURVLRQ� RI� WKH� DPRXQW� RI� WD[HV� FROOHFWHG� IURP� IRUHLJQ�GLUHFW� LQYHVWPHQW�� 7KLV� FRQFHUQ� VXJJHVWV� DQRWKHU� UHDVRQ� IRU� JRYHUQPHQWV� WR� LPSRVH�WKH� FRUSRUDWH� LQFRPH� WD[� RQ� HTXLW\� LQFRPH�� WKDW� LV�� D� GHVLUH� WR� ZLWKKROG� LQFRPH�DFFUXLQJ�WR�IRUHLJQHUV��7KH�YDOXH�RI�ZLWKKROGLQJ�LQFRPH�IURP�IRUHLJQHUV�LV�HQKDQFHG�E\�LQWHUQDWLRQDO�WD[�FUHGLWLQJ�DUUDQJHPHQWV��ZKLFK�UHVXOW�LQ�WKH�FUHGLWLQJ�RI�FRUSRUDWH�LQFRPH� WD[HV� DJDLQVW� WKH� FRUSRUDWH� LQFRPH� WD[HV� RI� FDSLWDO� H[SRUWHUV�� 7KXV�� WKH�FRUSRUDWH� LQFRPH� WD[� RI� D� FDSLWDO� LPSRUWHU� EHFRPHV� D� UHYHQXH�VKDULQJ� GHYLFH� ZLWK�IRUHLJQ�FRXQWULHV��0LQW]�������S�������8QGHU� WKH� ZLWKKROGLQJ� IXQFWLRQ� RI� WKH� FRUSRUDWH� WD[�� ZLWKRXW� WKH� GHGXFWLRQ� RI�GLYLGHQGV� IURP� WKH� WD[�EDVH�� WKH� FRUSRUDWLRQ�SD\V� D� WD[�RQ� LQFRPH�RQ�EHKDOI� RI� WKH�VKDUHKROGHUV�� 7R� DYRLG� GRXEOH� WD[DWLRQ� RI� GLYLGHQGV� DQG� FDSLWDO� JDLQV� HDUQHG� E\�LQGLYLGXDOV��VRPH�DGMXVWPHQW�LV�WKHQ�QHFHVVDU\�XQGHU�WKH�SHUVRQDO�WD[��,Q�VXP��WKH�FRUSRUDWH� LQFRPH�WD[�EDVH�LQ�PRVW�FRXQWULHV�LQFOXGHV�ERWK�GLVWULEXWHG�DQG� XQGLVWULEXWHG� SURILWV�� 7KHUH� LV� PXFK� YDULDWLRQ� LQ� WKH� W\SH� RI� WD[� EDVH� IRXQG� LQ�
� µ(FRQRPLF�GHSUHFLDWLRQ¶� LV� D� ORVV� LQ� WKH�YDOXH�RI�DVVHWV� IURP�RQH�SHULRG� WR� WKH�QH[W�� ,W� LV� HTXDO� WR� WKH�FRVW�RI�UHSODFLQJ�FDSLWDO�QHW�RI�UHDO�FDSLWDO�HDUQHG�E\�KROGLQJ�WKH�DVVHW��)XUWKHU�HODERUDWLRQ�IROORZV�� 7KUHH�W\SHV�RI�LQWHJUDWLRQ�V\VWHPV�DUH�SRVVLEOH���L��D�UHIXQG�RI�WKH�FRUSRUDWH�WD[�ZKHQ�WKH�FRUSRUDWLRQ�GLVWULEXWHV�LQFRPH���LL��D�UHIXQG�RI�WKH�FRUSRUDWLRQ�WD[�WR�WKH�VKDUHKROGHUV��IRU�H[DPSOH��D�WD[�FUHGLW���DQG��LLL��DQ�H[HPSWLRQ�RI�GLYLGHQGV�DQG�FDSLWDO�JDLQV�RQ�FRUSRUDWH�VKDUHV�IURP�SHUVRQDO�WD[DWLRQ���7KH�PHWKRG�XVHG�IRU�LQWHJUDWLRQ�GHSHQGV�RQ�VHYHUDO�IDFWRUV�WKDW�YDU\�IURP�RQH�FRXQWU\�WR�DQRWKHU��)RU�D�GHWDLOHG�GLVFXVVLRQ�RI�WKHVH�IDFWRUV��VHH�0DFOXUH��&��-U���������
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PDQ\�FRXQWULHV��7DEOH���LQ�WKH�VWDWLVWLFDO�DSSHQGL[�FRPSDUHV�WKH�FRUSRUDWH�LQFRPH�WD[�IRU�VHYHQ�GHYHORSHG�FRXQWULHV��
7D[DWLRQ�DQG�WKH�)LUP¶V�%HKDYLRU�0RVW� RI� WKH� H[LVWLQJ� UHVHDUFK� KDV� FRQFHQWUDWHG� RQ� WKH� LPSDFW� RI� WD[HV� RQ� WKH�LQYHVWPHQW� EHKDYLRU� RI� ILUPV��$� W\SLFDO� DQDO\VLV� RI� WKH� HIIHFW� RI� WD[DWLRQ� RQ� FDSLWDO�VWRFN��WKH�FRUUHVSRQGLQJ�IORZ�LV�LQYHVWPHQW��LV�WR�FRQVLGHU�D�QHRFODVVLFDO�ILUP�WKDW�LV�SHUIHFWO\�FRPSHWLWLYH�LQ�SURGXFW�DQG�LQSXW�PDUNHWV��*LYHQ�WKDW�FDSLWDO�GHFLVLRQV�DIIHFW�SURILWDELOLW\� RYHU� PDQ\� \HDUV�� WKH� ILUP� PXVW� IRUPXODWH� H[SHFWDWLRQV� DERXW� IXWXUH�HFRQRPLF�YDULDEOHV��LQSXW�DQG�RXWSXW�SULFHV��IRU�H[DPSOH��DQG�WD[�UHJLPHV��FRUSRUDWH�WD[�UDWHV��GHSUHFLDWLRQ�UDWHV��DQG�VR�RQ���6SHFLILF�WD[�LQFHQWLYHV�IRU�FDSLWDO�PD\�DOVR�EH�LQFOXGHG��VXFK�DV�LQYHVWPHQW�WD[�FUHGLWV�DQG�DOORZDQFHV��DFFHOHUDWHG�GHSUHFLDWLRQ�DQG�WD[�KROLGD\V�7KH� ILUP�PD[LPL]HV� WKH�YDOXH�RI� LWV� HTXLW\�RU�� DOWHUQDWLYHO\�� WKH�SUHVHQW�YDOXH�RI�FDVK� IORZ�ZKLFK� LV� HTXDO� WR� LWV� YDOXH�RI� HTXLW\�DQG�GHEW��7KH� ILUP� WKXV�FKRRVHV� WKH�RSWLPDO�SDWK�RI�LQYHVWPHQW��WDNLQJ�LQWR�DFFRXQW�UHOHYDQW�HFRQRPLF�DQG�WD[�YDULDEOHV��7KH�ILUP�LQYHVWV�LQ�FDSLWDO�XQWLO�WKH�YDOXH�RI�PDUJLQDO�SURGXFW��OHVV�DGMXVWPHQW�FRVW��LV�HTXDO�WR�WKH�XVHU�FRVW�RI�FDSLWDO��-RUJHQVHQ�������SS������������7KH�XVHU�FRVW�RI�FDSLWDO�FDQ� EH� WKRXJKW� RI� DV� WKH� µUHQWDO¶� RU� µOHDVH� SULFH¶� RI� FDSLWDO�� ZKLFK� LV� HTXDO� WR�GHSUHFLDWLRQ��ILQDQFLQJ�DQG�ULVN�FRVWV�DGMXVWHG�IRU� WD[HV��$W� WKLV�SRLQW�� LW� LV�XVHIXO�WR�H[SODLQ�� LQ� VRPH� GHWDLO�� WKH� FRVW� RI� GHSUHFLDWLRQ� DQG� ILQDQFLQJ�� 5LVN� DQG� FRVW� RI�LQYHVWPHQW�LV�EULHIO\�GLVFXVVHG�LQ�$SSHQGL[�%�
7KH� &RVW� RI� 'HSUHFLDWLRQ� 7KH� FRVW� RI� GHSUHFLDWLRQ�� LQ� HFRQRPLF� WHUPV�� LV� WKH�UHGXFWLRQ� LQ� WKH�YDOXH�RI�DQ�DVVHW�RYHU�D�JLYHQ�SHULRG��)RU�H[DPSOH�� VXSSRVH�D� ILUP�SXUFKDVHV� D� PDFKLQH� IRU� Tq�� DQG RYHU� D� SHULRG� RI� WLPH�� WKH� PDFKLQH� SK\VLFDOO\�GHWHULRUDWHV�E\�DQ�DPRXQW�G� VR�WKDW�RQO\���G XQLWV�RI�WKH�PDFKLQH�DUH�OHIW�DW�WKH�HQG�RI�WKDW�SHULRG��7KH�UHGXFWLRQ�LQ�WKH�YDOXH�RI�WKH�PDFKLQH�RYHU�WKH�SHULRG�LV�WKXV�HTXDO�WR�Tq � ���G��T��  ��G � [��T�ZKHUH�[  ��T��� Tq��T�
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7KH�WHUP�G�[ LV�WKH�HFRQRPLF�GHSUHFLDWLRQ�UDWH��ZKLFK�LV�HTXDO�WR�WKH�UDWH�RI�SK\VLFDO�ZHDU� DQG� WHDU� OHVV� WKH� UDWH� RI� UHDO� FDSLWDO� JDLQV� DFFUXHG� IURP� KROGLQJ� DQ� DVVHW��HYDOXDWHG�DW�WKH�FRVW�RI�UHSODFHPHQW���7KH� &RVW� RI� )LQDQFH� 7KH� FRVW� RI� ILQDQFH� LV� WKH� LPSXWHG� FRVW� RI� ERUURZLQJ�PRQH\�IURP� ILQDQFLDO�PDUNHWV�� ,Q� WKH� DEVHQFH� RI� ULVN�� WKH� FRVW� RI� ILQDQFH�� GHQRWHG� DV� U�� LV�HTXDO� WR� WKH�QHW�RI�FRUSRUDWH� WD[�FRVW�RI� LVVXLQJ�GHEW�DQG�HTXLW\�� ,I�S� LV� WKH�QRPLQDO�RSSRUWXQLW\�FRVW�RI� LQYHVWLQJ�HTXLW\� LQ� WKH� ILUP��EHIRUH� WKH�SD\PHQW�RI�SHUVRQDO� WD[��DQG�S LV� WKH� UDWH� RI� LQIODWLRQ�� WKH� UHDO� FRVW� RI� HTXLW\� ILQDQFH� LV� S�S�� )RU� H[DPSOH�� LI�HTXLW\�RZQHUV�UHTXLUH�D��� SHUFHQW�QRPLQDO�UHWXUQ�RQ�LQYHVWPHQW��SULRU�WR�WKH�SD\PHQW�RI� SHUVRQDO� WD[HV�� DQG� LQIODWLRQ� LV� � SHUFHQW�� WKHQ� WKH� UHDO� FRVW� RI� HTXLW\� ILQDQFH� LV�� SHUFHQW�� ,I�L LV�WKH�QRPLQDO��ERQG��LQWHUHVW�UDWH��ZKLFK�LV��GHGXFWLEOH�IURP�FRUSRUDWH�WD[DEOH� LQFRPH�DW� � WKH�FRUSRUDWH� � WD[� � UDWH��P�� WKHQ� WKH� UHDO� FRVW�RI� �GHEW� ILQDQFH� � LV��L���P��� S��)RU�H[DPSOH��LI�WKH�SD\DEOH�LQWHUHVW�UDWH�RQ�FRUSRUDWH�ERQGV�LV����SHUFHQW�WKH�FRUSRUDWH�WD[�UDWH�LV��� SHUFHQW�DQG�WKH�LQIODWLRQ�UDWH�LV�� SHUFHQW��WKHQ�WKH�UHDO�FRVW�RI�GHEW�ILQDQFH�WR�WKH�ILUP�LV�RQO\�� SHUFHQW��+RZ� DFWXDO� ILQDQFLQJ� FRVWV� RI� HTXLW\� DQG� ERQGV� UHODWH� WR� HDFK� RWKHU� GHSHQGV� RQ�FRUSRUDWH�ILQDQFLDO�SROLF\�DQG�DUELWUDJH�LQ�ILQDQFLDO�PDUNHWV��*LYHQ�WKDW�ILUPV�VHHN�WR�XVH�WKRVH�VRXUFHV�RI�ILQDQFH�WKDW�PLQLPL]H�WD[HV�IRU�RZQHUV��DQG�DOVR�WKH�GHGXFWLELOLW\�RI� LQWHUHVW²DV� DQ� H[SHQVH²XQGHU� WKH� FRUSRUDWH� LQFRPH� WD[�� WKH� WD[� V\VWHP�PD\�EH�H[SHFWHG�WR�HQFRXUDJH�ILUPV�WR�ILQDQFH�LQYHVWPHQW�ZLWK�GHEW��1HYHUWKHOHVV��FRUSRUDWH�ILQDQFLDO� GHFLVLRQV� DOVR� GHSHQG� RQ� WKH� RWKHU� SDUWV� RI� WKH� WD[� V\VWHP� WKDW� PLJKW�LQIOXHQFH�ILQDQFLQJ��VXFK�DV�SHUVRQDO�WD[HV�RQ�FDSLWDO�LQFRPH��GLYLGHQGV��LQWHUHVW�DQG�FDSLWDO� JDLQV�� DQG� RWKHU� ILQDQFLDO� WUDQVDFWLRQ� WD[HV�� ,I� WKH� SURSRUWLRQ� RI� LQYHVWPHQW�
� 1RWH�WKDW�HYHQ�ODQG�µGHSUHFLDWHV¶�LQ�HFRQRPLF�WHUPV��HYHQ�WKRXJK�SK\VLFDO�GHSUHFLDWLRQ�PD\�EH�]HUR��G ����WKHUH�PD\�EH�UHDO�FDSLWDO�JDLQV�RU�ORVVHV�IURP�WKH�KROGLQJ�RI�ODQG�� 7KH�GLIIHUHQFH�EHWZHHQ�QHZ�HTXLW\�DQG�UHWHQWLRQV�DV�VRXUFHV�RI�QHZ�HTXLW\�ILQDQFH�IRU�WKH�ILUP�LV�LJQRUHG�DW�WKLV�SRLQW��7KH�ILUP¶V�RSSRUWXQLW\�FRVW�RI�UHWHQWLRQV�DQG�QHZ�HTXLW\�PD\�GLIIHU�IRU�ERWK�QRQ�WD[�DQG�WD[�UHDVRQV�� 7R�VHH� WKH� LPSRUWDQFH�RI� ILQDQFLDO�GHFLVLRQV� WR� LQYHVWPHQW�GHFLVLRQV��DV�ZHOO�DV� WKH�UROH�RI�ERWK�FRUSRUDWH�DQG�SHUVRQDO�LQFRPH�WD[HV��FRQVLGHU�D�VLPSOH�FDVH�LQ�ZKLFK�WKH�ILUP�FDQ�LVVXH�HLWKHU�ERQGV�RU�HTXLW\���6XSSRVH�WKDW�WKH�ILUP�HDUQV�D�UDWH�RI�UHWXUQ��ULVN�DGMXVWHG��RI�\�RQ�FDSLWDO�WKDW�LV�GLVWULEXWHG�DV��HLWKHU�HTXLW\�RU�ERQG�LQFRPH���$Q�LQYHVWRU��SD\V��FRUSRUDWH��WD[HV DW��WKH��UDWH�P DQG��SHUVRQDO��WD[HV��DW�WKH�UDWH�T ZLWK��DQ��DIWHU�WD[��LQFRPH��RI��\����P �� ���T��� ,I� � LQVWHDG� WKH� LQFRPH� LV� SDLG� RXW� DV� LQWHUHVW�� ZKLFK� LV� QRW� WD[HG� DW� WKH� FRUSRUDWH� OHYHO� JLYHQ� LWV�GHGXFWLELOLW\�DV�DQ�H[SHQVH��WKHQ�WKH�DIWHU�WD[�HDUQLQJV�RI�WKH�LQYHVWRU�DUH�\����P����$VVXPLQJ�WKDW�WKH�LQYHVWRU�LV�LQGLIIHUHQW� WR� ERQGV� YHUVXV� HTXLW\�� LW� LV� WKHUHIRUH� QHFHVVDU\� IRU� DIWHU�WD[� UHWXUQV� RQ� DVVHWV� WR� EH� WKH� VDPH��7KLV�LPSOLHV�WKDW�WKH�WD[�UDWH�RQ�LQWHUHVW�LQFRPH�VKRXOG�EH�HTXDO�WR�WKH�FRPELQHG�FRUSRUDWH�DQG�SHUVRQDO�WD[�RQ�HTXLW\�LQFRPH��P P ��T ��� P���2WKHUZLVH��LQYHVWRUV�ZLOO�SUHIHU�ERQGV�LI�WKH�WD[�UDWH�RQ�ERQGV�LV�OHVV�WKDQ�WKDW�RQ�HTXLW\��RU�SUHIHU�HTXLW\�LI�WKH�RSSRVLWH�LV�WUXH���7KXV��LQ�WKH�DERYH�GLVFXVVLRQ��LW�LV�DVVXPHG�WKDW�ILQDQFLDO�DUELWUDJH�UHTXLUHV�WKH�JURVV�RI�WD[�UDWH�RI�UHWXUQ��\��WR�EH�WKH�VDPH�DFURVV�WKH�DVVHWV��DQG�WKH�QHW�RI�WD[�UDWH�RI�UHWXUQ�>�\����P�� �\����� P ������ T�@�WR�EH�WKH�VDPH�DFURVV�WKH�DVVHWV���7KH�IRUPHU�FDVH�LV�UHIHUUHG�WR�DV�µILUP�OHYHO�DUELWUDJH¶��DQG�WKH�ODWWHU�DV�µKRXVHKROG�DUELWUDJH¶��6HH�0LQW]��-���������
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ILQDQFHG�E\�GHEW�LV�� �WKHUHIRUH��� � LV�WKH�SURSRUWLRQ�ILQDQFHG�E\�HTXLW\��WKH�UHDO�FRVW�RI�ILQDQFH�LV�HTXDO�WR��U� 5�� S  �L�����P� � ������S�� S ���ZKHUH�5��LV�WKH�QRPLQDO�FRVW�RI�ILQDQFH�
7KH�8VHU�&RVW�RI�&DSLWDO7DNLQJ�LQWR�DFFRXQW�WKHVH�GHSUHFLDWLRQ�DQG�ILQDQFLQJ�FRVWV��LW�LV�SRVVLEOH�WR�GHULYH�WKH�XVHU�FRVW�RI�FDSLWDO��ZKLFK�LV�WKH�PLQLPXP�UHWXUQ�QHHGHG�IRU�LQYHVWPHQW�WR�WDNH�SODFH��1RWH� ILUVW�� WKDW� WKH� FRVW� RI� EX\LQJ� D� FDSLWDO� JRRG� LV��T� SHU� XQLW�� ,I� WKH� JRYHUQPHQW�SURYLGHV�DQ� LQYHVWPHQW� WD[�FUHGLW�ZKLFK� UHGXFHV� WKH�FRUSRUDWH� LQFRPH� WD[�SD\PHQWV�E\�DQ�DPRXQW�HTXDO�WR�D SHUFHQWDJH�RI�JURVV�LQYHVWPHQW��M��WKH�FRVW�RI�HDFK�SXUFKDVHG�FDSLWDO�JRRG�LV�UHGXFHG�WR��T����M���,Q�DGGLWLRQ��ZKHQ�D�FDSLWDO�JRRG�LV�SXUFKDVHG��WKH�JRYHUQPHQW�SURYLGHV�WD[�GHSUHFLDWLRQ�GHGXFWLRQV�WKDW�DUH�RI�YDOXH�WR�WKH�ILUP��,I�� $T��LV� WKH� SUHVHQW� YDOXH� RI� WD[� GHSUHFLDWLRQ� DOORZDQFHV�� WKH� HIIHFWLYH� FRVW� RI� EX\LQJ� DQ�DVVHW�LV�HTXDO�WR��T���� M � �$��8QGHU�WKH�DVVXPSWLRQ�WKDW�WKH�ILUP�RSWLPDOO\�FKRRVHV�LWV�FDSLWDO�VWRFN��WKH�XVHU�FRVW�RI� FDSLWDO� FDQ� HDVLO\� EH� GHULYHG�� 7KH� UHWXUQ� HDUQHG� RQ� WKH� ODVW� SRXQG� RI� LQYHVWPHQW�HTXDOV�QHW�JURVV�LQFRPH�QHW�RI�WKH�FRUSRUDWH�WD[HV�DQG�LV�JLYHQ�E\�)����� ���� 7KH�FRVW�RI� KROGLQJ� FDSLWDO� LV� HTXDO� WR� WKH� DQQXDO� FRVW� RI� GHSUHFLDWLRQ� DQG� ILQDQFLQJ� FRVWV�PXOWLSOLHG�E\� WKH�HIIHFWLYH�SXUFKDVH�SULFH�RI�FDSLWDO�� �U���G � [��T� ��� � M � �$���)RU�RSWLPDO� LQYHVWPHQW� GHFLVLRQV�� WKH� PDUJLQDO� UHWXUQ� LV� HTXDO� WR� WKH� PDUJLQDO� FRVW� RI�KROGLQJ�FDSLWDO��7KLV�LPSOLHV������ P��)¶  ��G � [����U��T����M ��$� ���8QGHU�VWHDG\�VWDWH�FRQGLWLRQV��WKH�ILUP�KROGV�FDSLWDO�VWRFN�VR�WKDW�WKH�UHWXUQ�SHU�SRXQG�RI� LQYHVWPHQW� LV� FRQVWDQW� RYHU� WLPH��7KLV� FDQ� EH� REWDLQHG� E\� UHDUUDQJLQJ� WKH� DERYH�H[SUHVVLRQ�WR�EHFRPH�

3� � T)
 � �G P� ��[ U� ���M �P$� ���

� 7KHUH�DUH�D�QXPEHU�RI�VFKHPHV�SHUPLWWHG�IRU�WD[�GHSUHFLDWLRQ��7KH�PRVW�FRPPRQ�RQHV�DUH�LQLWLDO��RU�LQYHVWPHQW��DOORZDQFHV��ZLWK�DQ�LPPHGLDWH�ZULWH�RII�RI�D SHUFHQWDJH�RI�WKH�DVVHW��DQG�DQQXDO�DOORZDQFHV�XVXDOO\�SURYLGHG�RQ�D�GHFOLQLQJ�EDODQFH�RU�VWUDLJKW�OLQH�EDVLV��7KH�WD[�YDOXH�RI�GHSUHFLDWLRQ�DOORZDQFHV�LV�HTXDO�WR�WKH�FRUSRUDWH�WD[�UDWH��P��PXOWLSOLHG� E\� WKH� GHSUHFLDWLRQ� GHGXFWLRQ� JLYHQ� LQ� HDFK� SHULRG� DQG� GLVFRXQWHG� E\� WKH� ILUP¶V� QRPLQDO� FRVW� RI�ILQDQFH��5�LQ�(TXDWLRQ����� $GMXVWPHQW� FRVWV� FDQ� EH� LQFOXGHG� E\� VXEWUDFWLQJ� WKHP� IURP� WKH� QHW� UHYHQXHV� HDUQHG� E\� WKH� ILUP� DV� FXUUHQW�H[SHQVHV�RU�E\�DGGLQJ�WKHP�WR�GHSUHFLDWLRQ�FRVWV�LI�DGMXVWPHQW�FRVWV�DUH�FDSLWDO�LQ�QDWXUH�
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7KH�ULJKW�KDQG�VLGH�RI�WKH�HTXDWLRQ��PXOWLSOLHG�E\�WKH�SULFH�RI�FDSLWDO��T��KDV�EHHQ�LQWHUSUHWHG�DV�WKH�XVHU�FRVW�RI�FDSLWDO�IRU�D�ILUP�WKDW�LQYHVWV�LQ�GHSUHFLDEOH�DVVHWV�VXFK�DV� PDFKLQHU\�� VWUXFWXUHV� DQG� ODQG�� 7KLV� IRUPXOD� VXJJHVWV� WKDW� WKH� FRUSRUDWH� WD[�V\VWHP�DIIHFWV�WKH�XVHU�FRVW�RI�FDSLWDO�LQ�WKUHH�ZD\V��� )LUVW��WKH�FRUSRUDWH�WD[�UHGXFHV�JURVV� LQFRPH�� WKHUHE\� LQFUHDVLQJ� WKH� XVHU� FRVW� RI� FDSLWDO� 6HFRQG�� WKH� FRUSRUDWH� WD[�UHGXFHV� WKH� HIIHFWLYH� SXUFKDVH� SULFH� RI� FDSLWDO� WKURXJK� GHSUHFLDWLRQ� DOORZDQFHV� DQG�LQYHVWPHQW� WD[� FUHGLWV��7KLUG�� WKH� FRUSRUDWH� WD[� UHGXFHV� ILQDQFLQJ� FRVWV� E\� DOORZLQJ�FRPSDQLHV�WR�ZULWH�RII�QRPLQDO�LQWHUHVW�H[SHQVHV�,W� LV� SRVVLEOH� WR� VKRZ� WKDW� WKH� FRUSRUDWH� WD[� ZRXOG� EH� QHXWUDO� ZLWK� UHVSHFW� WR�LQYHVWPHQW� GHFLVLRQV� RI� D� ILUP� XQGHU� � D� UHQW� RU� FDVK�IORZ� WD[�� LI� LQYHVWPHQW� LV�H[SHQGHG� �$� ����� WKHUH� LV� �QR� � LQYHVWPHQW� � WD[� � FUHGLW� �M  ����DQG� � LQWHUHVW� LV� �QRW��GHGXFWLEOH��U� ��L������� S�S���8QGHU�WKHVH�FRQGLWLRQV��WKH�XVHU�FRVW�RI�FDSLWDO��ZKLFK�EHFRPHV�T��U���G � [���LV�LQGHSHQGHQW�RI�WKH�FRUSRUDWH�WD[���*RYHUQPHQWV��KRZHYHU��UDUHO\�WU\� WR�DFKLHYH�QHXWUDOLW\�E\�WD[LQJ�RQO\�UHQWV��7KH\�SXUSRVHO\� WU\� WR� LQIOXHQFH� LQYHVWPHQW� EHKDYLRU� E\ JLYLQJ� VSHFLDO� H[HPSWLRQV� RU�GHGXFWLRQV�� VXFK� DV� DFFHOHUDWHG� GHSUHFLDWLRQ� DOORZDQFHV� IRU� PDQXIDFWXULQJ�LQYHVWPHQWV�� LQYHVWPHQW� WD[� FUHGLWV� IRU�PDFKLQHU\� DQG� ORZHU� FRUSRUDWH� WD[� UDWHV� IRU�VSHFLILF� LQGXVWULHV�� *RYHUQPHQWV� PD\� DOVR� SURYLGH� WD[� KROLGD\V� IRU� ILUPV�� 7D[�KROLGD\V�ZLOO� EH� GLVFXVVHG� LQ�PRUH� GHWDLO� ODWHU� LQ� WKH� FRQWH[W� RI� WKH� (J\SWLDQ� FDVH��7DEOH���SURYLGHV�D�OLVW�RI�VSHFLDO�FRQFHVVLRQV�SURYLGHG�E\�WKH�*��FRXQWULHV�XQGHU�WKH�FRUSRUDWH�WD[�

� 2WKHU� IRUPXODV��PRUH�FRPSOLFDWHG� WKDQ�VKRZQ�DERYH��KDYH�EHHQ�GHULYHG�IRU� LQYHQWRULHV�DQG�QDWXUDO� UHVRXUFHV��6HH�%RDGZD\��%UXFH��0FNHQ]LH��DQG�0LQW]������������ 7KH�DERYH�GLVFXVVLRQ�LV�EDVHG�RQ�D�PRGHO�WKDW�FRQVLGHUV�FDSLWDO�DV�D�VWRFN�WKDW�\LHOGV�D�IORZ�RI�LQFRPH�RYHU�WLPH��SRLQW� LQSXW� DQG� IORZ� RI� RXWSXW� SURFHVV��� 6RPH� W\SHV� RI� LQGXVWULHV�� KRZHYHU�� UHTXLUH� FDSLWDO� WR� EH� EXLOW� IURP�RQJRLQJ� H[SHQGLWXUHV� RQ� FXUUHQW� LQSXWV� WR� SURGXFH� D� VWRFN� �IORZ� RI� LQSXW� DQG� SRLQW� RXWSXW� SURFHVV��� 7KLV�SDUWLFXODUO\� DSSOLHV� WR� UHVHDUFK� DQG� GHYHORSPHQW� DQG� H[SORUDWLRQ� DQG� GHYHORSPHQW� E\� UHVRXUFH� FRPSDQLHV� DQG�FRQVWUXFWLRQ�SURMHFWV��� 6LPLODULO\��LI�WKH�UHDO�FRVW�RI�HTXLW\�DQG�GHEW�ILQDQFLQJ�LV�GHGXFWLEOH��U� ��EL����E��S�S�����P���DQG�GHSUHFLDWLRQ�GHGXFWLRQV�DUH�HTXDO�WR�HFRQRPLF�GHSUHFLDWLRQ�EDVHG�RQ�WKH�UHSODFHPHQWV�FRVW��WKH�XVHU�FRVW�ZLOO�EH�LQGHSHQGHQW�RI�WKH�FRUSRUDWH�LQFRPH�WD[��6HH��%RDGZD\��5��DQG�%UXFH��1����������SS��������
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7DEOH����6SHFLDO�7D[�,QFHQWLYHV��7KH�*��&RXQWULHV������&DQDGD )UDQFH *HUPDQ\ ,WDO\ -DSDQ 8QLWHG�.LQJGRP 8QLWHG�6WDWHV7D[�KROLGD\V 1R��H[FHSW�IRU�WKUHH�SURYLQFHV 7ZR� \HDU�H[HPSWLRQ���WKHQ�D�WKUHH�\HDU�����WD[�KROLGD\
1R 7HQ�\HDU�WD[�KROLGD\ 1R 1R 1R

,QYHVWPHQW�WD[�FUHGLW�RU�DOORZDQFH
,7&�VORZ�JURZWK�UHJLRQ��5	'

,QFUHPHQWDO�WUDLQLQJ�5	' <HV 1R ,7$�LQFUHPHQWDO�5	'��LPSRUW�LQFHQWLYH��HQHUJ\
,7&�JUDQWV ,QFUHPHQWDO�5	'

7D[��IUHH�]RQHV 1R 1R <HV 1R 1R <HV 3DUWLDO�H[HPSWLRQV�IRU��86�SRVVHVVLRQV5HGXFHG�WD[�UDWHV 0DQXIDFWXUH�6PDOO�EXVLQHVVHV
<HV 1R 1R 1R 1R ([HPSW�HDUQLQJV�IRU�TXDOLI\LQJ�H[SRUW�DFWLYLWLHV$FFHOHUDWHG�GHSUHFLDWLRQ <HV <HV <HV 1R 1R �����LQ�]RQHV 3ROOXWLRQ�HTXLSPHQW6RXUFH�0LQW]��-����������7DEOH��������S�����

7KH�(IIHFWLYH�7D[�5DWH�RQ�&DSLWDO7R� FDSWXUH� WKH� HIIHFW� RI� DOO� WKH� GLIIHUHQW� SURYLVLRQV� RI� WKH� FRUSRUDWH� WD[� V\VWHP� RQ�FDSLWDO�LQYHVWPHQW��LW�KDV�EHFRPH�SRSXODU�WR�PHDVXUH�WKH�µHIIHFWLYH�FRUSRUDWH�WD[�UDWH¶�RQ�FDSLWDO��%RDGZD\�DQG�0LQW]���������7KH�HIIHFWLYH�WD[�UDWH�LV�WKH�DPRXQW�RI�WD[�SDLG�DV�D SHUFHQWDJH�RI�WKH�UDWH�RI�UHWXUQ�RQ�FDSLWDO�KHOG�DW�WKH�PDUJLQ��,W�LV�PHDVXUHG�ZLWK�WKH�IROORZLQJ�IRUPXOD�7F��� ���U�J�U�Q�������� ���U�J�ZLWK� UJ� DQG� UQ� EHLQJ� WKH� UDWH� RI� UHWXUQ� JURVV� DQG� QHW�RI� WD[HV�� UHVSHFWLYHO\�� )RU�H[DPSOH��LQ�WKH�FDVH�RI�GHSUHFLDEOH�FDSLWDO��WKH�JURVV�UDWH�RI�UHWXUQ�RQ�FDSLWDO�LV�HTXDO�WR�WKH�H[SUHVVLRQ�IRU�WKH�LQFRPH�QHW�RI�HFRQRPLF�GHSUHFLDWLRQ�>�)¶�T�� �G � [�@��7KH�QHW�UDWH�RI�UHWXUQ�RQ�FDSLWDO�LV�WKH�FDVH�ZKHQ�DOO�WD[�WHUPV�DUH�]HUR��UQ� LV�WKHUHIRUH�HTXDO�WR�WKH�ZHLJKWHG�DYHUDJH�FRVW�RI�ILQDQFH��EL �����E��S�S�*RYHUQPHQWV�DUH� LQQRYDWLYH�LQ�DVVHVVLQJ�DOO�VRUWV�RI� WD[HV��EHVLGH�WKH�FRUSRUDWLRQ�WD[�� RQ� FRUSRUDWH� LQYHVWPHQWV�� 7KH� TXHVWLRQ� LV� KRZ� GR� WKHVH� WD[HV� DIIHFW� ILUPV¶�GHFLVLRQV"� $OVR�� SHUVRQDO� WD[DWLRQ�� LQ� SDUWLFXODU�� PD\� EH� DQ� LPSRUWDQW� HOHPHQW� LQ�PHDVXULQJ�WKH�FRVW�RI�FDSLWDO�DQG�WKH�HIIHFWLYH�WD[�UDWH��$SSHQGL[�$�HODERUDWHV�RQ�WKLV�LVVXH�
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7KH� QH[W� VHFWLRQ� IXUWKHUV� WKH� GLVFXVVLRQ� RQ� WKH� HIIHFWLYH� WD[� UDWH� �(75�� DQG� LWV�OLPLWDWLRQV�DV�D�PHDVXUH�RI�WKH�WD[�LPSDFW�RQ�LQYHVWPHQW�ZKHQ�DQDO\]LQJ�WKH�LQFHQWLYH�HIIHFWV�RI�WKH�FRUSRUDWLRQ�WD[�LQ�(J\SW�
'R�7D[HV�$IIHFW�,QYHVWPHQW�'HFLVLRQV"�7KH�(PSLULFDO�(YLGHQFH,Q�RUGHU� WR�FRQVLGHU� WKH� LPSDFW�RI� WD[HV�RQ�LQYHVWPHQW�� WZR�DSSURDFKHV�DUH DGRSWHG��7KH� ILUVW� DSSURDFK� LV� WR� UHYLHZ� H[DPSOHV� RI� HPSLULFDO�ZRUN� WKDW� UHOLHV�SULPDULO\�RQ�WLPH�VHULHV�GDWD��7KH� VHFRQG� LV� WR� FRQVLGHU� WKH�HYLGHQFH�RQ� WD[DWLRQ�DQG� LQYHVWPHQW�IRU� D� ODUJH� VDPSOH� RI� FRXQWULHV� WR� VHH�ZKHWKHU� RU� QRW� FDQ� GLIIHUHQFHV� LQ� LQYHVWPHQW�UDWHV� DFURVV� FRXQWULHV� EH� DWWULEXWHG�� DW� OHDVW� SDUWLDOO\�� WR�YDULDWLRQ� LQ� WD[�SROLF\��7KH�IROORZLQJ�GLVFXVVLRQ�KLJKOLJKWV�WKH�UHVXOWV�RI�WKHVH�WZR�DSSURDFKHV�LQ�WXUQ�
(YLGHQFH�RQ�7D[HV�DQG�,QYHVWPHQW�%HKDYLRU�$FURVV�7LPH$� QXPEHU� RI� PRGHOV� KDYH� EHHQ� XVHG� WR� GHWHUPLQH� KRZ� WD[HV� LPSDFW� LQYHVWPHQW�GHFLVLRQV��7KHUH�DUH�JHQHUDOO\�WKUHH�DSSURDFKHV�XVHG�LQ�WKH�OLWHUDWXUH���
7KH� $FFHOHUDWRU� 0RGHO�� 7KH� ILUVW� DSSURDFK�� GHYHORSHG� E\� &ODUN� �������� LV� WR� OLQN�LQYHVWPHQW�VLPSO\�WR�FKDQJHV�LQ�DJJUHJDWH�GHPDQG��7KH�DFFHOHUDWRU�PRGHO�LV�EDVHG�RQ�DQ� DVVXPSWLRQ� WKDW� UHODWLYH�SULFHV�RI� ODERU� DQG� FDSLWDO� GR�QRW� DIIHFW� WKH�GHPDQG� IRU�FDSLWDO��RQO\�RXWSXW�DIIHFWV� LQYHVWPHQW��6R� WKH� LPSDFW�RI� WD[HV�RQ� LQYHVWPHQW�ZRXOG�RQO\�EH� WKURXJK� WKH�LPSDFW�RQ�DJJUHJDWH�GHPDQG��7KH�PRGHO�ZDV�H[WHQGHG�WR�DOORZ�IRU�ODJV�E\�DVVXPLQJ�WKDW�RXWSXW�RI�FXUUHQW�DQG�SDVW�SHULRGV�DIIHFW�FXUUHQW�LQYHVWPHQW��
7KH� 1HRFODVVLFDO� 0RGHO�� 7KH� QHRFODVVLFDO� PRGHO� �-RUJHQVRQ� ������ DVVXPHV� WKDW�SURILW�PD[LPL]LQJ� ILUPV� ZLOO� XVH� FDSLWDO� DQG� RWKHU� LQSXWV� LQ� SURGXFWLRQ� XQWLO� WKH�PDUJLQDO�SURGXFW�LV�HTXDO�WR�WKH�SULFH�RI�WKH�IDFWRU�XVHG�LQ�SURGXFWLRQ��,Q�WHUPV�RI�WKH�PLFURHFRQRPLF� WKHRU\�� WKH�GHPDQG� IRU� FDSLWDO�ZLOO� WKHUHIRUH�GHSHQG�RQ�ERWK�RXWSXW�DQG� WKH� UHQWDO�SULFH�RI�FDSLWDO� DQG�RWKHU� IDFWRUV�RI�SURGXFWLRQ��$�UHFHQW�QHRFODVVLFDO�DSSURDFK� LV� WR� XVH� WKH� LQYHVWPHQW� GHPDQG� IXQFWLRQ�� GHULYHG� IURP� WKH� ILUP¶V�PD[LPL]DWLRQ�GHFLVLRQ��WKH�(XOHU�(TXDWLRQ���ZKLFK�GHSHQGV�RQ�IXWXUH�LQYHVWPHQW��WKH�GLIIHUHQFH� EHWZHHQ� WKH� FXUUHQW� DQG� IXWXUH� FRVW� RU� SULFH� RI� FDSLWDO� DQG� WKH� UHWXUQ RQ�FDSLWDO��ZLWK�WKH�HUURU�WHUP��GHSHQGLQJ�RQ�ERWK�WHFKQRORJLFDO�VKRFNV�DQG�H[SHFWDWLRQ�HUURUV���7D[HV�SOD\�DQ� LQWHUHVWLQJ�UROH�E\�DIIHFWLQJ�ERWK�FXUUHQW�DQG�IXWXUH�YDULDEOHV��7KXV�LW�LV�HDVLHU�WR�DFFRPPRGDWH�DQWLFLSDWHG�VKLIWV�LQ�WD[�SROLF\��
�� $�FRPSUHKHQVLYH�UHYLHZ�RI�WKH�OLWHUDWXUH�LV�IRXQG�LQ�&KLULQNR��������
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7KH�4�0RGHO� 7KH�4�PRGHO��GHYHORSHG�E\�%UDLQDUG�DQG�7RELQ��������EXW�RULJLQDOO\�FRQFHLYHG�E\�.H\QHV���������LV�EDVHG�RQ�WKH�QRWLRQ�WKDW�ILUPV�ZLOO�LQYHVW�LQ�FDSLWDO�LI�WKH�PDUNHW�YDOXH�RI�SURMHFWV�LV�DW�OHDVW�DV�JUHDW�DV�WKH�FRVW�RI�SXUFKDVLQJ�FDSLWDO��4�LV�PHDVXUHG�DV� WKH� UDWLR�RI� WKH�PDUNHW�YDOXH�RI�D� ILUP¶V�HTXLW\�DQG�GHEW� OLDELOLWLHV� �WKH�SUHVHQW�YDOXH�RI� LWV� IXWXUH� UHWXUQV�� WR� WKH� UHSODFHPHQW�FRVW�RI�FDSLWDO�� ,I�4� LV�JUHDWHU�WKDQ� ��� WKHQ� WKH� ILUP� LQYHVWV� LQ� FDSLWDO�� LI�4� LV� OHVV� WKDQ� ��� WKH� ILUP�ZLOO� GLYHVW�� ,Q�SULQFLSOH�� WKH� PDUNHW� YDOXH� RI� WKH� ILUP� HPERGLHV� LQIRUPDWLRQ� XVHG� E\� LQYHVWRUV� WR�HYDOXDWH�GLVFRXQWHG�HDUQLQJV�RI�WKH�ILUP��7KH�4�YDULDEOH�LV�FRUUHFWHG�E\�UHGXFLQJ�WKH�UHSODFHPHQW� FRVW� RI� FDSLWDO� E\� WKH� SUHVHQW� YDOXH� RI� WD[� GHSUHFLDWLRQ� DOORZDQFHV�� DV�ZHOO� DV� FRUUHFWLQJ� WKH� PDUNHW� YDOXH� RI� HTXLW\� DQG� GHEW� E\� SHUVRQDO� DQG� FRUSRUDWH�LQFRPH�WD[HV�WKDW�LQIOXHQFH�WKH�ILQDQFLQJ�RI�FDSLWDO�([DPSOHV� RI� HPSLULFDO� ZRUN� XVLQJ� YDULRXV� DSSURDFKHV� WR� PRGHOLQJ� LQYHVWPHQW�EHKDYLRU�DUH�SURYLGHG�LQ�7DEOH����(VWLPDWHV�RI�WKH� LPSDFW�RI�WD[HV�RQ�LQYHVWPHQW�DUH�DOVR�SURYLGHG�LQ�WHUPV�RI�SULFH�DQG��ZKHUH�DSSURSULDWH��RXWSXW�HIIHFWV��2OGHU�VWXGLHV�RI�LQYHVWPHQW�EHKDYLRU� UHO\�SULPDULO\�RQ� DJJUHJDWH� WLPH�VHULHV�GDWD��1HZHU� VWXGLHV�XVH�ILUP�OHYHO�GDWD��WKHUHIRUH�ERWK�FURVV�VHFWLRQ�DQG WLPH�VHULHV��ZLWK�PXFK�EHWWHU�UHVXOWV�JLYHQ�EHWWHU�LQIRUPDWLRQ�7KH�RYHUDOO� FRQFOXVLRQ� WR�EH�GUDZQ�IURP�UHFHQW�VWXGLHV� LV� WKDW� WD[HV�XQGRXEWHGO\�DIIHFW�LQYHVWPHQW�GHFLVLRQV��DOWKRXJK�WKH�VL]H�RI�WKH�HIIHFW�LV�OHVV�FOHDU��7KH�ILUP�OHYHO�VWXGLHV� ILQG� VRPHZKDW� ODUJHU� HIIHFWV�� EXW� WKHUH� LV� VWLOO� FRQVLGHUDEOH� FRQWURYHUV\�� )RU�H[DPSOH�� LQ�'HYHUHX[��.HHQ� DQG�6FKLDQWDUHOOL� �������� WKH� H[LVWHQFH�RI� WD[� ORVVHV� LQ�WKH�8QLWHG�.LQJGRP�GLG�QRW�DIIHFW�WKH�HVWLPDWHG�LPSDFW�RI�WD[HV�RQ�LQYHVWPHQW�HYHQ�WKRXJK� RQH� ZRXOG� H[SHFW� GLIIHUHQFHV� EHWZHHQ� WD[� SD\LQJ� DQG� QRQ�WD[� SD\LQJ�FRPSDQLHV�LQ�WHUPV�RI�WKHLU�UHDFWLRQ�
7D[HV�DQG�,QYHVWPHQW��$�&URVV�&RXQWU\�$QDO\VLV$Q�DOWHUQDWLYH� HPSLULFDO� DSSURDFK� WR� MXGJLQJ�ZKHWKHU� WD[�SROLF\�H[HUWV�DQ� LQIOXHQFH�RQ� LQYHVWPHQW�� LV� WR� GUDZ� RQ� WKH� H[SHULHQFH� RI� GLIIHUHQW� FRXQWULHV�� &RXQWULHV� KDYH�GLIIHUHQW� SKLORVRSKLHV� DERXW� WD[DWLRQ� DQG� GLIIHUHQW� PHWKRGV� RI� FROOHFWLQJ� WKHLU�UHYHQXH�� 7KH� DGYDQWDJH� RI� XVLQJ� FURVV�FRXQWU\� FRPSDULVRQV� LV� WR� FRQVLGHU� PDQ\�FRXQWULHV� ZLWK� GLIIHUHQW� WD[� VWUXFWXUHV� DQG� LQYHVWPHQW� UDWHV� LQ� RUGHU� WR� WHVW� WKH�FRUUHODWLRQ�EHWZHHQ�WD[�SROLF\�DQG�LQYHVWPHQW�SHUIRUPDQFH��
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7DEOH�����6HOHFWHG�,QYHVWPHQW�6WXGLHV
6WXG\ 3HULRG�&RYHUHG 0HWKRGRORJ\ 5HVXOWV+DOO�DQG�-RUJHQVRQ������ ��������� 1HRFODVVLFDO�� WLPH� VHULHV� RI�8�6�� PDQXIDFWXULQJ� DQG� QRQ�PDQXIDFWXULQJ� LQYHVWPHQWV� LQ�VWUXFWXUHV�DQG�HTXLSPHQW�

(ODVWLFLW\� RI� FDSLWDO� WR�RXWSXW� YDULHV� IURP������ WR������
6XPPHUV������ ��������� 4�PRGHO�ZLWK�WLPH�VHULHV�LQYHVWPHQW� 'RXEOLQJ� LQYHVWPHQW� WD[�FUHGLW� UDLVHV� LQYHVWPHQW������ LQ� WKH� ILUVW� \HDU DQG�������LQ�WKH�ORQJ�UXQ�)HOGVWHLQ������ ��������� 7LPH�VHULHV� VWXG\� EDVHG� RQ�UHWXUQ� RYHU� FRVW�� HIIHFWLYH� WD[�UDWH�PRGHO��

(ODVWLFLW\� RI� LQYHVWPHQW� WR�UHWXUQ� RQ� FDSLWDO� LV� �����DQG�WR�RXWSXW�LV������3RWHUED�DQG�6XPPHUV������ ��������� $QQXDO� WLPH� VHULHV� RI� 8�.��ILUPV� XVLQJ� D� 4� PRGHO� ZLWK�SHUVRQDO�DQG�FRUSRUDWH�WD[�UDWHV�
'LYLGHQG�WD[HV�LPSDFW�LQYHVWPHQW�

&KLULQNR������ ��������� 6LPLODU� WR� )HOGVWHLQ� VWXG\�H[FHSW� WKDW� UHWXUQ� RQ� FDSLWDO� LV�ODJJHG�
(ODVWLFLW\� RI� LQYHVWPHQW� WR�UHWXUQ� RQ� FDSLWDO� LV� �����DQG�WR�RXWSXW�LV������$XHUEDFK�DQG�+DVVHWW������ ��������� 8VH�RI�ERWK�WKH�(XOHU�DQG�4�PRGHO�DSSURDFKHV�DQG�DOORZDQFH�IRU�FKDQJHV�LQ�WD[�UDWHV�
7D[�SROLF\�SOD\V�D�VLJQLILFDQW��EXW�QRW�QHFHVVDULO\�D�VWDELOL]LQJ�UROH�LQ�DIIHFWLQJ�LQYHVWPHQW�

%OXQGHOO��%RQG��'HYHUHX[��DQG�6FKLDQWDUHOOL������ ��������� 3RROHG�ILUP�OHYHO�GDWD�XVLQJ�4�PRGHO ,QFUHDVH�RI�����LQ�PDUNHW�YDOXH�RI�HTXLW\�LQFUHDVHV�LQYHVWPHQW�E\������LQ�WKH�VKRUW�UXQ�%HUQVWHLQ�DQG�6KDK������ ��������� ,QGXVWU\�OHYHO�GDWDVHW�IRU�FRPSDQLHV�RSHUDWLQJ�LQ�3DNLVWDQ�EDVHG�RQ�D�PRGHO�RI�WKH�XVHU�FRVW�RI�FDSLWDO�
6KRUW� DQG�ORQJ�UXQ�LPSDFWV�DOORZLQJ�IRU�YDULRXV�SROLF\�FKDQJHV��(ODVWLFLWLHV�DUH�VPDOO�EXW�LQYHVWPHQW�WD[�FUHGLWV�KDYH�WKH�ODUJHVW�LPSDFW�SHU�GROODU�RI�UHYHQXH�ORVV�'HYHUHX[��.HHQ�DQG�6FKLDQWDUHOOL������ ��������� 3RROHG� ILUP�OHYHO� GDWD� XVLQJ�QHRFODVVLFDO� DQG� 4� PRGHOV�DOORZLQJ�IRU�WD[�ORVVHV�
$OORZLQJ�IRU�WD[�ORVVHV�GRHV�QRW�LPSURYH�PHDVXUHG�LPSDFWV�RI�WD[�V\VWHP�RQ�LQYHVWPHQW�

6RXUFH�0LQW]���������S�����
,Q�JHQHUDO��VWXGLHV�RI� WD[DWLRQ�XVLQJ�FURVV�FRXQWU\�GDWD�VXJJHVW� WKDW�KLJK�WD[�UDWHV�KDYH� D�QHJDWLYH� LPSDFW� RQ� LQYHVWPHQW��)LJXUH��� VKRZV�GDWD�RQ� WKH�2(&'�FRXQWULHV�FRPSDULQJ�FDSLWDO� LQFRPH� WD[HV�ZLWK� LQYHVWPHQW� UDWHV��7KHUH� LV�D�PRGHUDWH�QHJDWLYH�FRUUHODWLRQ�EHWZHHQ�WD[�UDWHV�DQG�LQYHVWPHQW UDWHV��0RUH�GHWDLOHG�UHJUHVVLRQ�DQDO\VLV�VXJJHVWV� WKDW� D� �� SHUFHQW� SRLQW� FKDQJH� LQ� WKH� WD[� UDWH� RQ� SURILWV� FRXOG� DIIHFW�LQYHVWPHQW�UDWHV�E\�RQH��WR�WZR SHUFHQWDJH�SRLQWV��DW�PRVW��(QJHQ�DQG�6NLQQHU�������S������
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)LJXUH����&DSLWDO�,QFRPH�7D[DWLRQ�DQG,QYHVWPHQW�5DWHV��2(&'�&RXQWULHV

6RXUFH�0HQGR]D��0LOHVL�)HUUHWL�DQG�$VHD��������
,W� VKRXOG� EH� QRWHG�� KRZHYHU�� WKDW� DOWKRXJK� HPSLULFDO� VWXGLHV� RQ� WD[DWLRQ� DQG�LQYHVWPHQW� VXJJHVW� PRGHVW� HIIHFWV�� HYHQ� VXFK� VPDOO� HIIHFWV� FDQ� KDYH� D� ODUJH�FXPXODWLYH�LPSDFW�RQ�HFRQRPLF�JURZWK��SDUWLFXODUO\�RYHU�WKH�ORQJ�UXQ��GXH�WR�VWURQJ�HYLGHQFH�RI�D�SRVLWLYH��UREXVW�FRUUHODWLRQ�EHWZHHQ�LQYHVWPHQW�DQG�JURZWK��,ELG��S������$VLGH� IURP� GLVFRXUDJLQJ� QHZ� LQYHVWPHQW�� WD[� SROLF\� FDQ� GLVWRUW� LQYHVWPHQW�GHFLVLRQV�� WKXV� OHDGLQJ WR� D�QHW�HIILFLHQF\� ORVV� IRU� WKH�ZKROH�HFRQRP\��6RPH�RI� WKH�PRVW� GLUHFW� FRQFHSWXDO� OLQNV� EHWZHHQ� WD[DWLRQ� DQG� JURZWK� KDYH� WUDGLWLRQDOO\� EHHQ�DVVRFLDWHG�ZLWK�WKH�DOORFDWLYH�LPSDFW�RI� WD[DWLRQ��H�J���RQ�WKH�FKRLFH�EHWZHHQ�OHLVXUH�DQG� ODERU�� FRQVXPSWLRQ� DQG� VDYLQJ� DQG� WKH� UHODWLYH� SURILWDELOLW\� RI� GLIIHUHQW�LQGXVWULHV���7KHVH� OLQNV�DUH�EDVHG�RQ� WKH� LGHD� WKDW� WKH�DOORFDWLYH�GHFLVLRQV�RI�SULYDWH�HFRQRPLF�DJHQWV�IDFLQJ�WD[HV�DUH�GLIIHUHQW�IURP�GHFLVLRQV�WKDW�ZRXOG�EH�PDGH�LQ�WKH�DEVHQFH� RI� WD[HV�� 7KLV� WD[�LQGXFHG� GLVWRUWLRQ� LQ� HFRQRPLF� EHKDYLRU� UHVXOWV� LQ� D� QHW�HIILFLHQF\�ORVV�WR�WKH�ZKROH�HFRQRP\²WKH�VR�FDOOHG�µH[FHVV�EXUGHQ¶�RI�WD[DWLRQ�$� UHFHQW� 0F.LQVH\� ������� VWXG\� SRLQWV� WR� WKH� SRWHQWLDO� LPSRUWDQFH� RI� WKH�LQWHUVHFWRUDO�DOORFDWLRQ�RI�FDSLWDO��7KH�VWXG\�QRWHV� WKDW�-DSDQ�DQG�*HUPDQ\�ERWK�KDG�PXFK� KLJKHU� UDWHV� RI� LQYHVWPHQW�� EXW� EHFDXVH� $PHULFDQ� LQYHVWPHQW� DSSHDUHG� WR� EH�
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DOORFDWHG�WR�PRUH�SURILWDEOH�VHFWRUV��L�H���KLJKHU�SURGXFWLYLW\���WKH�QHW�LQFUHPHQW�WR�WKH�HIIHFWLYH�FDSLWDO�VWRFN��DQG�KHQFH�WR�QDWLRQDO�LQFRPH��ZDV�FRQVLGHUDEO\�JUHDWHU�LQ�WKH�8QLWHG�6WDWHV�GHVSLWH�WKH�ORZHU�LQYHVWPHQW�UDWH��6LPLODUO\��.LQJ�DQG�)XOOHUWRQ���������LQ�WKHLU�VWXG\�RI�WD[�V\VWHPV�LQ�WKH�8QLWHG�.LQJGRP��6ZHGHQ��:HVW�*HUPDQ\��DQG�WKH�8QLWHG�6WDWHV��IRXQG�D�VWURQJ�QHJDWLYH�FRUUHODWLRQ EHWZHHQ�HFRQRPLF�JURZWK�DQG�WKH�LQWHUVHFWRUDO�YDULDELOLW\�LQ�LQYHVWPHQW�WD[�UDWHV���$W� WKLV� SRLQW�� LW� VKRXOG� EH� QRWHG� WKDW� DQ\� HPSLULFDO� VWXG\�PXVW� EH� WUHDWHG�ZLWK� D�GHJUHH�RI�FDXWLRQ��$�PDMRU�VKRUWFRPLQJ�ZLWK�DOPRVW�DOO�WLPH�VHULHV�DQG�FURVV�FRXQWU\�VWXGLHV� LV� WKH� GLIILFXOW\� RI� DSSURSULDWHO\� PHDVXULQJ� WKH� PDUJLQDO� WD[� EXUGHQ�� 7KH�DYHUDJH� WD[� UDWH� GRHV� QRW� UHIOHFW� WKH� PDUJLQDO� WD[� EXUGHQV� K\SRWKHVL]HG� WR� DIIHFW�HFRQRPLF�GHFLVLRQV��(YHQ�VWDWXWRU\�PDUJLQDO�WD[�UDWHV�PD\�QRW�DGHTXDWHO\�UHIOHFW�WKH�TXLWH�FRPSOH[�LQWHUWHPSRUDO�LQFHQWLYH�HIIHFWV�RI�D�FRPSOH[�WD[�V\VWHP�)XWXUH� LQYHVWPHQW� VWXGLHV� VKRXOG� LQFRUSRUDWH� VHYHUDO� LVVXHV�� )LUVW�� LQYHVWPHQW� LV�PRGHOHG�XQGHU�WKH�DVVXPSWLRQ�WKDW�ILQDQFLQJ�RI�FDSLWDO�LV�LQGHSHQGHQW��RI�LQYHVWPHQW��<HW��D�VLPXOWDQHLW\�EHWZHHQ ILQDQFLDO�DQG�LQYHVWPHQW�GHFLVLRQV�ZRXOG�EH�H[SHFWHG�IRU�VHYHUDO� UHDVRQV��6RPH� ILUPV�PD\�EH�FRQVWUDLQHG� LQ� WHUPV�RI� OLTXLGLW\��VR� LQYHVWPHQW�SURMHFWV� PD\� EH� DGRSWHG� RQO\� LI� VXIILFLHQW� LQWHUQDO� VRXUFHV� RI� IXQGV� DUH� DYDLODEOH��$OVR��VRPH�W\SHV�RI�FDSLWDO��VXFK�DV�VWUXFWXUH�DQG�ODQG��PD\�EH�PRUH�HDVLO\�ILQDQFHG�E\�GHEW�WKDW�FDQ�XVH�WKH�FDSLWDO�DV�FROODWHUDO�6HFRQG�� WKH� H[SHFWDWLRQV� IRU� WKH� IXWXUH� KDYH� DOZD\V� SODJXHG� LQYHVWPHQW� VWXGLHV��7KH� 4� DQG� (XOHU� HTXDWLRQ� DSSURDFKHV�� KRZHYHU�� KDYH� DFKLHYHG� VRPH� VXFFHVV�LQFRUSRUDWLQJ�WKH�H[SHFWDWLRQV�DERXW�IXWXUH�YDULDEOHV�LQ�WKH�PRGHO�7KLUG�� WKH� DQDO\VLV� RI� WD[DWLRQ� UHTXLUHV� JRRG� GDWD�� 7KH� PRVW� FRPPRQ� SUREOHP�IDFHG� E\� UHVHDUFKHUV� LV� WKDW� VSHFLILF� WD[� GDWD� RQ� ILUPV�� VXFK� DV� WKH� FRPSRVLWLRQ� RI�GHSUHFLDWLRQ�DOORZDQFHV�E\�W\SH�RI�DVVHW��WKH�XVH�RI�WD[�ORVV�FDUU\�IRUZDUG�DQG�FDUU\�EDFN�SURYLVLRQV�DQG�LQIRUPDWLRQ�RQ�PRUH�LQWULFDWH�DVSHFWV�RI�WD[�ODZ��SUREDEO\�UHVXOW�
�� $�VLPSOH�QXPHULFDO�H[DPSOH�FDQ�EH�XVHG� WR� LOOXVWUDWH� WKH�SRLQW� WKDW� WD[HV�GR�PDWWHU� IRU�D�FRXQWU\¶V�HFRQRPLF�SHUIRUPDQFH� DQG� WKDW� WKLV� SHUIRUPDQFH� FDQ� EH� DGYHUVHO\� DIIHFWHG� E\� QRQ�XQLIRUP� WD[� WUHDWPHQW� RI� GLIIHUHQW�LQYHVWPHQWV�� �6XSSRVH�DQ�HFRQRP\�KDV�����XQLWV�RI�FDSLWDO�HDFK�ZRUWK��(���6XSSRVH�IXUWKHU WKDW�ZLWK�HLWKHU�QR�FDSLWDO�WD[DWLRQ�RU�XQLIRUP�FDSLWDO�LQFRPH�WD[DWLRQ��HDFK�XQLW�HDUQV���� SHUFHQW��VR�WKDW�WRWDO�FDSLWDO�LQFRPH�LQ�WKLV�HFRQRP\�LV��(������1RZ��OHW�WKH�FDSLWDO�XVHG�RQ�VRPH�DFWLYLWLHV�EH�WD[HG�DW��� SHUFHQW��DQG�WKRVH�LQ�RWKHU�DFWLYLWLHV�DW��� SHUFHQW���&DSLWDO�PDUNHWV�ZLOO�DGMXVW�WR�WKLV�GLIIHUHQWLDO��RU�QRQ�QHXWUDO�WD[DWLRQ�E\�VKLIWLQJ�FDSLWDO�WR�WKH�OHVV�WD[HG�VHFWRU�XQWLO�DIWHU�WD[�UDWHV�RI�UHWXUQ�DUH�HTXDO�LQ�DOO�DFWLYLWLHV���$IWHU�WKLV�DGMXVWPHQW�KDV�RFFXUUHG��WKH�EHIRUH�WD[�UDWH�RI�UHWXUQ�LQ�WKH�KLJKO\�WD[HG�VHFWRU�ZLOO�ULVH�WR��� SHUFHQW��ZKLOH�UHWXUQV�LQ�WKH�OHVV�WD[HG�VHFWRU�ZLOO�KDYH�IDOOHQ�WR������ SHUFHQW��LQ�WKLV�FDVH��DIWHU�WD[��FDSLWDO�HDUQV�� SHUFHQW�QR�PDWWHU�ZKHUH�LW�LV�XVHG���$VVXPH�WKDW����XQLWV� RI� FDSLWDO� DUH� VKLIWHG RYHU� WR� WKH� OHVV�WD[HG� VHFWRU�� ,Q� WKLV� VLWXDWLRQ�� ��� XQLWV� RI� FDSLWDO� ZLOO� QRZ� HDUQ��� SHUFHQW�EHIRUH�WD[��DQG����XQLWV�ZLOO�HDUQ����� SHUFHQW�EHIRUH�WD[���7RWDO�FDSLWDO�LQFRPH�ZLOO�QRZ�EH�����SRXQGV���� SHUFHQW� OHVV� WKDQ�EHIRUH���7KH� LPSRUWDQW�SRLQW� LV� WKDW� WKLV� LQFRPH�ORVV�ZLOO�RFFXU� LQGHILQLWHO\�DV� ORQJ�DV� WKLV�SDWWHUQ� RI� WD[� GLIIHUHQWLDO� SHUVLVWV�� � 6HHQ� LQ� SUHVHQW� YDOXH� WHUPV�� WKH� HFRQRPLF� FRVW� RI� VXFK� D� WD[�LQGXFHG�LQYHVWPHQW�GLVWRUWLRQ�LV�HQRUPRXV��6HH�%DUHQWV���������FK�����S������DQG�(QJHQ�DQG�6NLQQHU���������S����
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LQ�ELDVHG�HVWLPDWHV�RI�WKH�FRHIILFLHQW��SHUKDSV�WRZDUGV�VPDOOHU�YDOXHV��IRU�WD[�YDULDEOH�WHUPV�)LQDOO\�� JRYHUQPHQW� GHFLVLRQ�PDNLQJ� LV� DVVXPHG� WR� EH� H[RJHQRXV� LQ� PRVW�LQYHVWPHQW�PRGHOV��%XW�� LQ�SULQFLSOH��JRYHUQPHQWV� UHDFW� WR�FKDQJHV� LQ� WKH�HFRQRP\��VXFK� DV� SURYLGLQJ� WHPSRUDU\� LQYHVWPHQW� WD[� FUHGLWV� GXULQJ� UHFHVVLRQDU\� SHULRGV�� ,I�ILUPV� DQWLFLSDWH� FKDQJHV� LQ� JRYHUQPHQW� GHFLVLRQV�� WKHQ� LW� LV� QHFHVVDU\� WR�PRGHO� QRW�RQO\� LQYHVWPHQW� EHKDYLRU� EXW� DOVR� JRYHUQPHQW� EHKDYLRU� WR� REWDLQ� D� EHWWHU�XQGHUVWDQGLQJ�RI�LQYHVWPHQW�DQG�WD[HV�7R�VXP�XS�WKLV�VHFWLRQ��ZKLOH�WKH�ODVW�ZRUG�RQ�WD[DWLRQ��LQYHVWPHQW�DQG�HFRQRPLF�JURZWK�FHUWDLQO\�KDV�QRW�EHHQ�KHDUG��7DQ]L�DQG�=HH��������DOVR�FRQFOXGH�WKDW�IURP�WKH�SHUVSHFWLYH� RI� WKH� QHZ� HQGRJHQRXV� JURZWK� WKHRU\�� ILVFDO� SROLF\� FDQ� SOD\� D�IXQGDPHQWDO� UROH� LQ� DIIHFWLQJ� WKH� ORQJ�UXQ� JURZWK� SHUIRUPDQFH� RI� FRXQWULHV�� 7KXV��WKH\� PDLQWDLQ�� HFRQRPLVWV� VKRXOG� QRW� KHVLWDWH� WR� UHFRPPHQG� FKDQJHV� LQ� SXEOLF�ILQDQFH� LQVWUXPHQWV� LQ� WKH�GLUHFWLRQ� WKDW� WKHRU\�KDV�GHHPHG� LPSRUWDQW� IRU�HQKDQFLQJ�JURZWK�� SDUWLFXODUO\� SROLFLHV� WR� SURPRWH� FDSLWDO� DFFXPXODWLRQ� DQG� LPSURYH� WKH�QHXWUDOLW\�RI�WD[DWLRQ�0HDQZKLOH�� $XHUEDFN� ������� S������ HPSKDVL]HV� WKH� LPSRUWDQFH� RI� LQFRUSRUDWLQJ�WKH�HIIHFWV�RI�ERWK�WD[�DQG�QRQ�WD[�JRYHUQPHQW�SROLFLHV�LQ�WKH�DQDO\VLV�RI�LQYHVWPHQW�EHKDYLRU�� +H� PDLQWDLQV� WKDW� WKH� PHWKRGRORJ\� PXVW� EH�� LQ� VHYHUDO� UHVSHFWV�� PRUH�JHQHUDO� WKDQ�FDOFXODWLRQV�RI� WD[�ZHGJHV�DQG�HIIHFWLYH�WD[�UDWHV��,WV�DSSOLFDWLRQ�LQ� WKH�FRQWH[W� RI� GHYHORSLQJ� FRXQWULHV�� LQ� SDUWLFXODU�� VKRXOG� WKURZ� OLJKW� RQ� WKH� DELOLW\� RI�SROLF\� WR� LQIOXHQFH� LQYHVWPHQW�� WKH� HIILFDF\� RI� WKH� SROLFLHV� FXUUHQWO\� EHLQJ� SXUVXHG�DQG�WKH�DSSURSULDWH�GLUHFWLRQV�IRU�UHIRUP�
,,,��,QFHQWLYH�(IIHFWV�RI�WKH�&RUSRUDWLRQ�7D[�LQ�(J\SW
,Q� WKLV� VHFWLRQ�� WKH� SDSHU� DUJXHV� WKDW� GHVSLWH� UHFHQW� UHIRUPV� DQG�PRGLILFDWLRQV� WKDW�ZHUH� HQDFWHG� �PDLQO\� XQGHU� WKH� ILUVW� SKDVH� RI� WKH�(FRQRPLF�5HIRUP� DQG�6WUXFWXUDO�$GMXVWPHQW�3URJUDP� �(56$3 ,�� WKDW� VWDUWHG� LQ������� WR�KHOS� FORVH� WKH� ILVFDO�GHILFLW�JDS�DQG� UHVWRUH�PDFURHFRQRPLF� VWDELOLW\�� WKH�(J\SWLDQ� WD[�VWUXFWXUH�VWLOO�XQGHUPLQHV�WKH�JURZWK�DQG�HIILFLHQF\�FRQVLGHUDWLRQV�RI�D�µJRRG�WD[�V\VWHP¶��%HFDXVH�RI�KLJK�DQG�QXPHURXV� VWDWXWRU\� WD[� UDWHV� DSSOLHG� WR� D� QDUURZ� EDVH�� WRJHWKHU�ZLWK� WD[� LQFHQWLYHV�JUDQWHG� WR� FHUWDLQ� DFWLYLWLHV�� WKH� LQFRPH� WD[� VWUXFWXUH� GHWHUV� WKH� OHYHO� RI� LQYHVWPHQW�DQG�IDLOV�WR�RIIHU�D�QHXWUDO�WD[�WUHDWPHQW�WR�GLIIHUHQW�W\SHV�RI�LQYHVWPHQWV��'LVWRUWLRQV�FUHDWHG�E\�WKH�H[LVWLQJ�LQFRPH�WD[�V\VWHP�DQG�WKH�FXUUHQW�LQFHQWLYH�SURJUDP�LQ�(J\SW�
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DUH� GUDPDWLF�� FDXVLQJ� VHULRXV� PLVDOORFDWLRQ� RI� UHVRXUFHV� DQG� D� ODUJH� HURVLRQ� LQ�JRYHUQPHQW� UHYHQXHV�� WKXV� VDFULILFLQJ� HIILFLHQF\� FRQVLGHUDWLRQV� ZLWKRXW� HYHQ�DFKLHYLQJ�WKH�LQWHQGHG�UHYHQXH�JRDO�,QGHHG�� LI� WKH�JRYHUQPHQW� LV� WR�UHFRYHU�LQYHVWPHQW�DQG�UHYHQXH�VLPXOWDQHRXVO\��LW�FDQQRW�GHOD\�D� UHIRUP�RI�(J\SW¶V�FDSLWDO� LQFRPH� WD[��DQG� LQ�SDUWLFXODU��D� UHYLVLRQ�RI�WKH�LQYHVWPHQW�LQFHQWLYH�VFKHPH��%HIRUH�FRQVLGHULQJ�DQ�DJHQGD�IRU�UHIRUP��6HFWLRQ����LW LV�QHFHVVDU\�WR�RXWOLQH�WKH�PDLQ�IHDWXUHV�RI�(J\SW¶V�LQFRPH�WD[�V\VWHP�DQG�LQFHQWLYH�SURJUDP��1H[W��WKH�SDSHU�H[DPLQHV�WKH�LPSDFW�RI�WKH�FRUSRUDWH�LQFRPH�WD[�RQ�ILUPV¶�LQYHVWPHQW� DQG� ILQDQFLQJ� GHFLVLRQV� DQG� GRFXPHQWV� VRPH� RI� WKH� GHILFLHQFLHV� LQ� WKDW�V\VWHP�DQG�RWKHU�LQYHVWPHQW�GLVWRUWLRQV�GXH�WR�WD[�LQFHQWLYHV�LQ�(J\SW��7KLV�DQDO\VLV�UHOLHV�RQ�WKH�0(75�GHYLFH�WR�HYDOXDWH�H[LVWLQJ�WD[�DQG�LQFHQWLYH�SROLFLHV�
$�3URILOH�RI�WKH�7D[�6WUXFWXUH�DQG�,QFHQWLYH�6\VWHP�LQ�(J\SW7D[�5HYHQXH�6WUXFWXUH7KLV� UHYLHZ� RI� (J\SW¶V� WD[� UHYHQXH� VWUXFWXUH� EHJLQV� ZLWK� D� EULHI� ORRN� DW� WKH�FRPSRVLWLRQ� RI� JRYHUQPHQW� UHYHQXHV�� 7DEOH� �� �$SSHQGL[� &��� LOOXVWUDWHV� WKH�LPSRUWDQFH�RI�GLIIHUHQW�UHYHQXH�VRXUFHV�IRU�(J\SW�RYHU�WKH�SHULRG�EHWZHHQ������DQG������DQG��IRU�WKH�VDNH�RI�FRPSDULVRQ��VLPLODU�ILJXUHV�IRU�WKUHH�RWKHU�0LGGOH�(DVWHUQ�FRXQWULHV�RYHU�D�VRPHZKDW�VKRUWHU�SHULRG�DUH�SUHVHQWHG��,Q�(J\SW��FRUSRUDWH�WD[�UHYHQXHV�DFFRXQWHG�IRU�D�OLWWOH�RYHU��� SHUFHQW�RI�WKH�WRWDO�UHYHQXH� LQ� ������ ,QLWLDOO\�� (J\SW¶V� FRUSRUDWH� WD[� EXUGHQ� PLJKW� DSSHDU� WR� EH� PXFK�KHDYLHU�WKDQ�WKRVH�RI�LWV�QHLJKERUV��7DEOH���EHORZ�VKRZV��KRZHYHU��QHDUO\��� SHUFHQW�RI�WKH�FRUSRUDWH�WD[�\LHOG�LV�DWWULEXWDEOH�WR�WKH�(J\SWLDQ�*DV�DQG�3HWUROHXP�&RPSDQ\��(*3&��� WKH� 6XH]� &DQDO� $XWKRULW\� �6&$�� DQG� WKH� &HQWUDO� %DQN� RI� (J\SW� �&%(���:KHQ� DQ� DOORZDQFH� LV� PDGH� IRU� WKHVH� DFWLYLWLHV�� (J\SW¶V� FRUSRUDWH� WD[� FROOHFWLRQV�GURS� IURP� DERXW� �� SHUFHQW� RI� WRWDO� JRYHUQPHQW� UHYHQXH� LQ� �������� WR� RQO\���� SHUFHQW��ZKLFK�LV�PRUH�LQ�OLQH�ZLWK�LWV�QHLJKERUV��1HYHUWKHOHVV��LW�UHPDLQV�KLJKHU�WKDQ� RWKHU FRXQWULHV� OLNH� *UHHFH� DQG� 7XUNH\�� ZKHUH� EXVLQHVV� WD[� DFFRXQW� IRU� RQO\�DURXQG� ��� SHUFHQW� RI� WRWDO� WD[DWLRQ�� DQG� (XURSHDQ� FRXQWULHV� ZKHUH� WKH� DYHUDJH� RI�WD[HV�RQ�FRUSRUDWH�LQFRPH�DV�D SHUFHQWDJH�RI�WRWDO�JRYHUQPHQW�UHYHQXH�DFFRXQWV�IRU�DURXQG�� SHUFHQW��7DEOH���$SSHQGL[�&��
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7DEOH�����,QFRPH�7D[�5HYHQXH�6WUXFWXUH�LQ�(J\SW���(�PLOOLRQ�������� � ������� �7RWDO�&HQWUDO�*RYHUQPHQW�5HYHQXHV
�RI�ZKLFK�� ������ ��� ������ ���7D[�RQ�,QFRPH�DQG�3URILW ������ ���� ������ ����%XVLQHVV�3URILWV(*3&6XH]�&DQDO�$XWKRULW\&HQWUDO�%DQN�RI�(J\SW2WKHUV

��������������������������

���� ��������������������������

����

3HUVRQDO�,QFRPH���� ����� ��� ����� ���2WKHUV��WD[HV�RQ�SURSHUWLHV�DQG�H[FHVV�GXWLHV�� ����� 1* ����� 1*7D[HV�RQ %XVLQHVV�3URILWV��H[FOXGLQJ�(*3&��6&$�DQG�&%(��DV�D�SHUFHQW�RI�WRWDO�JRYHUQPHQW�UHYHQXHV ��� ���
,QFOXGLQJ�WD[�DQG�QRQ�WD[�UHYHQXH�1* �QHJOLJLEOH6RXUFH��0LQLVWU\�RI�(FRQRP\��5HFHQW�(FRQRPLF�'HYHORSPHQWV�DQG�6WDWLVWLFV��3DUW�9,,�������
7KH�&XUUHQW ,QFRPH�7D[�6\VWHP�%RWK� EXVLQHVVHV� DQG� LQGLYLGXDOV� DUH� WD[HG� RQ� WKHLU� LQFRPHV� XQGHU� WKH� UHFHQWO\�DPHQGHG�/DZ�1R�����RI������ZKLFK�VXSHUVHGHG�/DZ�1R�����SDVVHG�LQ�������3ULRU�WR� WKH� ����� DPHQGPHQW�� WKH� (J\SWLDQ� LQFRPH� WD[� V\VWHP�ZDV� VFKHGXOHU� LQ� QDWXUH��VLQFH�GLIIHUHQW� LQFRPH�VRXUFHV�ZHUH� WD[HG�DFFRUGLQJ� WR�D�VHSDUDWH�VFKHGXOH�RI� UDWHV�DQG�GHGXFWLRQV��8QGHU�WKH�JOREDO�LQFRPH�WD[�RI�������VRPH�RI�WKHVH�VFKHGXOHV�ZHUH�XQLILHG� IRU� LQFRPH� WD[� SXUSRVHV� DV� D� SDUWLDO� VWHS� WRZDUGV� D� JOREDO� LQFRPH� WD[�DSSURDFK��8QGHU�WKH�XQLILHG�LQFRPH�WD[��LQFRPH�HDUQHG�E\�QRQ�FRUSRUDWH�ILUPV��QRQ�FRPPHUFLDO�SURIHVVLRQDOV��DQG�DQ\�LQFRPH�UHFHLYHG�IURP�RZQHUVKLS�RI�UHDO�HVWDWH�LV�DJJUHJDWHG�IRU�WD[�SXUSRVHV�DQG�VXEMHFWHG�WR�WKH�VDPH�VHW�RI�WD[�UDWHV�DQG�DOORZDEOH�GHGXFWLRQV��7KH� WD[ EDVH� IRU�QRQ�FRUSRUDWH� ILUPV� �VROH�SURSULHWRUVKLSV��SDUWQHUVKLSV�DQG� VLPSOH� OLPLWHG� SDUWQHUVKLSV�� WKDW� DUH� VXEMHFW� WR� WKH� WD[� RQ� FRPPHUFLDO� DQG�LQGXVWULDO�QHW�SURILWV�LV��IRU�WKH�PRVW�SDUW��GHILQHG�LQ�D�PDQQHU�WKDW�LV�FRQVLVWHQW�ZLWK�WKH�GHILQLWLRQ�RI�WKH FRUSRUDWH�WD[�EDVH��1RQ�FRUSRUDWH�ILUPV��KRZHYHU��GHSHQGLQJ�RQ�WKHLU�LQFRPH�OHYHO��IDFH�VL[�WD[�UDWHV�UDQJLQJ�IURP����WR��� SHUFHQW��UHFHQWO\�UHGXFHG�WR� �� SHUFHQW���� SOXV� D� VXUWD[� RI� � SHUFHQW� �WKH� GHYHORSPHQW� GXW\��� 1RQ�FRUSRUDWH�H[SRUWHUV� DQG� PDQXIDFWXUHUV�� KRZHYHU�� DUH� WD[HG� DW� �� SHUFHQW� DQG� �� SHUFHQW��UHVSHFWLYHO\��RI�WKH�QRUPDO�WD[�UDWHV��DIWHU�WKH�ILUVW�VWUDWXP�RI�WKHLU�QHW�SURILWV�ZKLFK�
�� $V�RI������
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LV��(��������,W�LV�FRQYHQLHQW�WR�WKLQN�RI�WKH�(J\SWLDQ�LQFRPH�WD[�V\VWHP�DV�FXUUHQWO\�FRPSULVLQJ� IRXU�GLVWLQFW� WD[� VFKHGXOHV�� �L�� WKH�XQLILHG� LQFRPH� WD[��EULHIO\�GHVFULEHG�DERYH���LL��D�WD[�RQ�ZDJHV�DQG�VDODULHV���LLL��D�WD[�RQ�PRYDEOH�FDSLWDO�LQFRPH�DQG���LY��WKH�FRUSRUDWLRQ�LQFRPH�WD[��7KLV�SDSHU�GRHV�QRW�GHVFULEH�HDFK�RI�WKHVH�WD[HV�LQ�GHWDLO��EXW� IRFXVHV�RQ� WKH SDUWLFXODU�DVSHFWV�RI�HDFK�VFKHGXOH�ZKLFK�KDV�VRPH�UHOHYDQFH� WR�WKH�UHIRUP�RI�WKH�FRUSRUDWH�LQFRPH�WD[�7KH WD[�RQ�HPSOR\PHQW�LQFRPH LV�ZLWKKHOG�DW�WKH�VRXUFH��2Q�WKH�ILUVW��(��������D�UDWH�RI��� SHUFHQW�LV�DSSOLFDEOH�DQG�EH\RQG�WKDW�LQFRPH�OHYHO�ZDJHV�DQG�VDODULHV�DUH�WD[HG� DW� �� SHUFHQW�� )RU� LQFRPHV� JUHDWHU� WKDQ� �(�������� D� � SHUFHQW� GHYHORSPHQW�GXW\� LV� DOVR� LPSRVHG�� (PSOR\HH� SHQVLRQV� UHFHLYH� IDYRUDEOH� WD[� WUHDWPHQW� DV�FRQWULEXWLRQV� DUH� GHGXFWLEOH� DQG� ERWK� SHQVLRQ� IXQG� HDUQLQJV� DQG� EHQHILWV� DUH�H[HPSW���7KH WD[� RQ� PRYDEOH� FDSLWDO LV� LPSRVHG� DW� D� UDWH� RI� �� SHUFHQW� RQ� LQWHUHVW�SD\PHQWV��ZLWK�DQ�H[HPSWLRQ�SURYLGHG�IRU�DOO�LQWHUHVW�SDLG�RQ�EDQN�VDYLQJV�GHSRVLWV�DQG� RQ� ORDQV� DQG� VHFXULW\� LVVXHV� FRQQHFWHG� WR� WKH� SXEOLF� VHFWRU�� 0RYDEOH� FDSLWDO�UHYHQXH�DOVR�LQFOXGHV�LQ�LWV�EDVH�IRUHLJQ�GLYLGHQGV��QHW�RI�IRUHLJQ�WD[HV��UHFHLYHG�E\�(J\SWLDQ�UHVLGHQWV�DQG�IHHV�DQG�RWKHU�EHQHILWV�SDLG�WR�PHPEHUV�RI�FRUSRUDWH�ERDUGV��6RXUFH� ZLWKKROGLQJ� RFFXUV� IRU� LQWHUHVW� SD\PHQWV� PDGH� WR� ERWK� UHVLGHQWV� DQG� QRQ�UHVLGHQWV��,Q�VRPH�VLWXDWLRQV��WD[�WUHDWLHV�UHGXFH�WKH�ZLWKKROGLQJ�UDWH�RQ�QRQ�UHVLGHQWV�WR� OHVV� WKDQ� �� SHUFHQW�� &XULRXVO\�� GLYLGHQGV� SDLG� DEURDG� DUH� QRW� VXEMHFW� WR� WKH�PRYDEOH� FDSLWDO� WD[� �0&7��� 7KH� 0&7� LV� FRQVLGHUHG� WR� EH� D� ILQDO� WD[� RQ� LQWHUHVW�LQFRPH�H[FHSW��DV�QRWHG�EHORZ��ZKHQ�LW�LV�HDUQHG�E\�D�FRUSRUDWLRQ���-RLQW�VWRFN� FRPSDQLHV�� OLPLWHG�OLDELOLW\� FRPSDQLHV� DQG� SDUWQHUVKLSV� OLPLWHG� E\�VKDUHV� SD\� WKH� FRUSRUDWLRQ� LQFRPH� WD[�� $OO� RI� WKHVH� HQWLWLHV� SD\� WD[� RQ� WKHLU�ZRUOGZLGH�QHW�SURILW�DW�D�QRUPDO�UDWH�RI��� SHUFHQW��LQFOXGLQJ�GHYHORSPHQW�GXW\��RU��LI� WKH� FRUSRUDWLRQ� LV� HLWKHU�DQ� LQGXVWULDO�RU�H[SRUWLQJ� ILUP��DW� D�FRQFHVVLRQDO� UDWH�RI��� SHUFHQW� LQFOXVLYH� RI� WKH� GHYHORSPHQW� GXW\�� 1HW� SURILWV� DUH� GHILQHG� DV� DFFUXHG�UHYHQXHV� OHVV� DOORZDEOH� FRVWV�� $OORZDEOH� FRVWV� LQFOXGH�� ODERU FRVW�� GHSUHFLDWLRQ�GHGXFWLRQV� SOXV� D� �� SHUFHQW� LQLWLDO� LQYHVWPHQW� DOORZDQFH� IRU� PDFKLQHU\� DQG�HTXLSPHQW� SXUFKDVHV� WKDW� UHGXFH� WKH� GHSUHFLDEOH� EDVLV� E\� WKH� DPRXQW� RI� WKH�
�� 0RVW� RWKHU� FRXQWULHV� HLWKHU� DOORZ� D� GHGXFWLRQ� IRU� FRQWULEXWLRQ� DQG� WD[� EHQHILWV� RU� GLVDOORZ� D� GHGXFWLRQ� IRU�FRQWULEXWLRQV�DQG�H[HPSW�EHQHILWV��(LWKHU�DSSURDFK�LV�SUHIHUDEOH�WR�WKH�FXUUHQW�(J\SWLDQ�SUDFWLFH�ZKLFK�VXEVLGL]HVSHQVLRQ�VDYLQJ��� ,Q� �������� WKH� 0&7� FRQWULEXWHG� DERXW� ��� SHUFHQW� RI� WRWDO� WD[� UHYHQXH�� EXW� DOPRVW� DOO� RI� WKDW� DPRXQW���� SHUFHQW��UHSUHVHQWHG�SD\PHQWV�E\�WKH�&HQWUDO�%DQN�RQ�LWV�KROGLQJV�RI�ROG�JRYHUQPHQW�GHEW��7KH�0&7�LV�D�NH\�LVVXH�LQ�UHIRUPLQJ�WKH�FRUSRUDWH�LQFRPH�WD[�DV�ZLOO�EH�H[SODLQHG�LQ�6HFWLRQ���
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DOORZDQFH�� LQYHQWRU\� FRVWV� HYDOXDWHG� E\� HLWKHU� ),)2� RU� /,)2� PHWKRGV�� LQWHUHVW�H[SHQVH DQG�UR\DOWLHV��EDG�DQG�GRXEWIXO�GHEWV�XS�WR�D�OLPLW�RI�� SHUFHQW�RI�SURILW��UHQW���� SHUFHQW� RI� SURILWV� OHJDOO\� UHTXLUHG� WR� EH� VKDUHG� ZLWK� HPSOR\HHV�� SHQVLRQ�FRQWULEXWLRQV�XS�WR��� SHUFHQW�RI�SD\UROO��DQG�RWKHU�WD[HV��)RU�MRLQW�VWRFN�FRPSDQLHV���� SHUFHQW RI� LQWHUFRUSRUDWH� GLYLGHQGV� UHFHLYHG� DUH� LQFOXGHG� LQ� WKH� WD[DEOH� LQFRPH��ZKLOH��� SHUFHQW�RI�JURVV�LQWHUHVW�LQFRPH�LV�DOVR�FKDUJHDEOH��)LQDOO\��DQ�(J\SWLDQ�PXOWLQDWLRQDO�FDQ�RQO\�GHGXFW�DQ\�IRUHLJQ�LQFRPH�WD[HV�SDLG��WKHUH�LV�QR�SURYLVLRQ�LQ�WKH�WD[�ODZ�WR�DOORZ�LW�WR�FODLP�D�FUHGLW�IRU�IRUHLJQ�WD[HV�SDLG��$ORQJVLGH�WKHVH�EDVLF� LQFRPH�WD[�SURYLVLRQV�WKHUH�DUH�D�QXPEHU�RI�VSHFLDO�WD[�UXOHV�ZKLFK�EHQHILW�RQO\�MRLQW�VWRFN�FRPSDQLHV��DV�ZLOO�EH�OLVWHG�EHORZ��%HVLGH� XQLI\LQJ� WKH� WD[� WUHDWPHQW� RI� VHYHUDO� LQFRPH� VRXUFHV�� WKH�*OREDO� ,QFRPH�7D[��*,7��DOVR�HOLPLQDWHG�D�QXPEHU�RI�WD[�GLVWRUWLRQV�LQ�WKH�SUHYLRXV�LQFRPH�WD[�ODZ��WKH� VR�FDOOHG� *HQHUDO� ,QFRPH� 7D[�� 0RVW� LPSRUWDQWO\�� GLYLGHQG� LQFRPH� EHFDPH�H[HPSW�IURP�SHUVRQDO�WD[HV��VR�WKDW�HTXLW\�LQFRPH²WR�WKH�H[WHQW�LW LV�WD[HG��LI�WD[HG�DW�DOO²LV�QRZ�WD[HG�RQO\�DW�WKH�HQWLW\�OHYHO��7KH�GLYLGHQG�H[HPSWLRQ�KHOSHG�WR�FUHDWH�D�PRUH� OHYHO�WD[� ILHOG�E\� UHGXFLQJ� WKH�ELDV� LQ� IDYRU�RI�XVLQJ�GHEW� UDWKHU� WKDQ�HTXLW\�ILQDQFH�DQG�DFKLHYLQJ�JUHDWHU�WD[�SDULW\�EHWZHHQ�SULYDWH�VHFWRU�ILUPV�DQG�SXEOLF�VHFWRU�ILUPV�ZKLFK�KDYH�QHYHU�EHHQ�WD[HG�RQ�DQ\�GLVWULEXWLRQV�SXUVXLQJ�IURP�WKHLU�DIWHU�WD[�VXUSOXVHV�:LWKRXW�WKH�SDLG�XS�HTXLW\�FDSLWDO�GHGXFWLRQ��WKH�GLYLGHQG�H[FOXVLRQ�DOVR�PDGH�WKH�WD[� V\VWHP� QHXWUDO� ZLWK� UHVSHFW� WR� WKH� FKRLFH� EHWZHHQ QHZ� VKDUHV� DQG� UHWDLQHG�HDUQLQJV� DV� DOWHUQDWLYH� VRXUFHV� RI� HTXLW\� ILQDQFH�� ,I� D� ILUP� FDQ� XWLOL]H� WKH� SDLG�XS�HTXLW\� FDSLWDO� GHGXFWLRQ�� KRZHYHU�� WKH� GLYLGHQG� H[FOXVLRQ� DORQJ� ZLWK� WKH� QRUPDO�SULYLOHJH�RI�GHSUHFLDWLRQ�GHGXFWLRQ�ZRXOG�UHVXOW� LQ�D�QHJDWLYH�HIIHFWLYH�PDUJLQDO� WD[�UDWH��7KLV�PHDQV�WKDW� WKH�ILUP�ZLOO�UHSRUW�D� ORVV�IRU� WD[�SXUSRVHV�DQG�PD\�EH�DEOH�WR�XVH�WKDW�ORVV�WR�UHGXFH�LWV�WD[�OLDELOLWLHV�RQ�RWKHU�VRXUFHV�RI�LQFRPH��7KLV�VLWXDWLRQ�LV�H[DPLQHG�LQ�JUHDWHU�GHWDLO�ODWHU�LQ�WKH�SDSHU��ZKHUH�LW�EHFRPHV�DSSDUHQW�WKDW�UHWDLQLQJ�WKH�SDLG�XS�HTXLW\�FDSLWDO�GHGXFWLRQ�FUHDWHV�D�VLJQLILFDQW�LQYHVWPHQW�GLVWRUWLRQ�7D[HV� RQ� HTXLW\� LQFRPH� ZHUH� IXUWKHU� UHGXFHG� E\� /DZ� ��� ZKLFK� DEROLVKHG� WKH�VWDPS�WD[�RQ�WKH�LVVXHG�FDSLWDO�RI�DOO�FRPSDQLHV�DV�RI�-DQXDU\����������DV�ZHOO�DV�WKH�VWDPS�WD[�RQ�EX\LQJ�DQG�VHOOLQJ�VHFXULWLHV�LPPHGLDWHO\��(DUOLHU��WKH�VWDPS�WD[�SDLG�WR�UHJLVWHU�RQ�WKH�VWRFN�H[FKDQJH�ZDV�UHPRYHG��EXW�DW�WKH�VDPH�WLPH�D�� SHUFHQW�FDSLWDO�JDLQV� WD[� ZDV� LQWURGXFHG� RQ� WKH� FRUSRUDWH� SURILW� GHULYHG� IURP� EX\LQJ� DQG� VHOOLQJ�VKDUHV�DQG�ZDV�UHSHDOHG�E\�D�GHFUHH�LQ������
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3UHVHQWO\�� QHLWKHU� LQGLYLGXDOV�QRU� FRPSDQLHV�DUH� VXEMHFW� WR�DQ\� WD[�RQ� WKH�FDSLWDO�JDLQV� IURP� VHFXULWLHV� WUDQVDFWLRQV��&RPSDQLHV�� KRZHYHU�� DUH� OLDEOH� IRU� FRUSRUDWH� WD[�RQ� DQ\� FDSLWDO� JDLQV� IURP� WKH� VDOH�RI� UHDO� DVVHWV� XQOHVV� WKH�SURFHHGV�RI� WKH�JDLQ�DUH�XVHG�WR�SXUFKDVH�D�QHZ�UHDO�DVVHW�ZLWKLQ�WZR�\HDUV�RI�WKH�VDOH��,Q�OLHX�RI�D�FDSLWDO�JDLQV�WD[�RQ�UHDO�HVWDWH�WUDQVDFWLRQV��LQGLYLGXDOV�PXVW�SD\�D���� SHUFHQW�WD[��� SHUFHQW�SULRU�WR�������RQ�WKH�JURVV SULFH�RI�DQ\�UHDO�HVWDWH�ZKLFK�WKH\�SXUFKDVH�(J\SWLDQ� FRPSDQLHV� DUH� DOVR� VXEMHFW� WR�SURSHUW\� WD[HV�RQ� ODQG�DQG�EXLOGLQJV��EXW�7DEOH� �� LQ� $SSHQGL[� &� VKRZV� WKDW� WKHLU� \LHOG� LV� PLQXVFXOH� LQ� SDUW� EHFDXVH� RI�H[HPSWLRQV�ZKLFK�PD\�EH�REWDLQHG�LI�D�VWUXFWXUH�FRQWDLQV�D�SUD\HU�URRP�DQG�WKXV�LV�FRQVLGHUHG�D�UHOLJLRXV�EXLOGLQJ�7KLV� GHVFULSWLRQ� RI� WKH� FXUUHQW� WD[� ODZ� DSSOLHV� RQO\� WR� FRPSDQLHV� ZKLFK� GR� QRW�HQMR\�WKH�EHQHILWV�RI�VRPH�IRUP�RI�WD[�LQFHQWLYH�JUDQWHG�HLWKHU�LQ�WKH�LQFRPH�WD[�ODZ�RU�E\�WKH�*HQHUDO�$XWKRULW\�IRU�,QYHVWPHQW�ZKLFK�GLVSHQVHV�WD[�KROLGD\�WUHDWPHQW�WR�ERWK�SULYDWH�DQG�SXEOLF� VHFWRU� ILUPV��7KH� LVVXH�RI� WD[� LQFHQWLYHV� LV�GLVFXVVHG�EULHIO\�QH[W�
7KH�&XUUHQW�7D[�,QFHQWLYH�6\VWHP7D[�LQFHQWLYHV�DUH�WKRVH�SURYLVLRQV�LQ�WKH�WD[�FRGH�WKDW�RIIHU�SUHIHUHQWLDO�WUHDWPHQW�WR�VRPH�DFWLYLWLHV�RYHU�RWKHUV��VD\��PDQXIDFWXULQJ�YHUVXV�QRQ�PDQXIDFWXULQJ�LQGXVWULHV���VRPH� RUJDQL]DWLRQDO� IRUPV� RI� EXVLQHVV� RYHU� RWKHUV� �LQFRUSRUDWHG� YHUVXV�XQLQFRUSRUDWHG���DQG�VR�RQ��7KH�WD[�LQFHQWLYH�LPSOLHV�D�UHGXFWLRQ�LQ�HLWKHU�WKH�WD[�UDWH��WKH� WD[�EDVH�RU� WKH� WD[� OLDELOLW\��7D[�KROLGD\V� IRU� LQVWDQFH�DUH�D� UHGXFWLRQ� LQ� WKH� WD[�UDWH�� DFFHOHUDWHG� GHSUHFLDWLRQ� RU� LPPHGLDWH�ZULWH�RII� RI� LQYHVWPHQW� H[SHQGLWXUH� LV� D�UHGXFWLRQ�LQ�WKH�WD[�EDVH��DQG�LQYHVWPHQW�WD[�FUHGLW�LV�D�UHGXFWLRQ�LQ�WKH�WD[�ELOO��(DFK�IRUP�RI�WD[�LQFHQWLYH�LV�GLIIHUHQW�LQ�WKH�ZD\�LW�DIIHFWV�HFRQRPLF�HIILFLHQF\�DQG�LQ�WKH�H[WHQW� WR� ZKLFK� LW� LQGXFHV� WKH� GHVLUHG� EHKDYLRU��� (YDOXDWLQJ� DOWHUQDWLYH� LQFHQWLYH�PHFKDQLVPV�LV�GLVFXVVHG�ODWHU�LQ�WKH�SDSHU�7DEOH���SURYLGHV�LQIRUPDWLRQ�RQ WKH�LQFHQWLYH�VFKHPHV�LQ�(J\SW�FRPSDUHG�WR�VHYHQ�RWKHU� GHYHORSLQJ� FRXQWULHV�� %HVLGHV� FRQYHQWLRQDO� LQYHVWPHQW� WD[� FUHGLW� DQG�DFFHOHUDWHG� GHSUHFLDWLRQ� VFKHPHV� FRPPRQO\� IRXQG� LQ� LQGXVWULDO� FRXQWULHV� �7DEOH�����WD[�KROLGD\V��VHFWRUDO� LQFHQWLYHV�RI�YDULRXV�NLQGV��DQG�UHJLRQDO�DQG�H[SRUW�LQFHQWLYHV�DUH�LPSRUWDQW�LQ�(J\SW�DV�ZHOO�DV�LQ�RWKHU�GHYHORSLQJ�FRXQWULHV��7KHUH�LV�KRZHYHU��QR�
�� $� WD[� LQFHQWLYH� LV� HIILFLHQW� ZKHQ� LW� LQFUHDVHV� HFRQRPLF� ZHOOEHLQJ�� $Q� LQHIILFLHQW� WD[� LQFHQWLYH� LV� RQH� WKDW�LQWURGXFHV� GLVWRUWLRQV� WKDW� OHDG� WR� D� GHFUHDVH� LQ� HFRQRPLF�ZHOIDUH��ZKHUHDV� D� WD[� LQFHQWLYH� LV� HIIHFWLYH�ZKHQ� LW�LQGXFHV�WKH�GHVLUHG�EHKDYLRU��*LYHQ�WKDW�DQ�LQHIIHFWLYH�WD[�LQFHQWLYH�GRHV�QRW�FKDQJH�HFRQRPLF�EHKDYLRU��LW�OHDGV�WR�ZLQGIDOO�SURILWV�RU�HFRQRPLF�UHQWV�
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LQYHVWPHQW� WD[�FUHGLW� DUUDQJHPHQW� LQ�(J\SW��$OVR�� WD[�KROLGD\V� LQ�(J\SW²HVSHFLDOO\�XQGHU� WKH� QHZ� ,QYHVWPHQW� /DZ� 1R�� ������²DQG %UD]LO� DUH� ORQJHU� WKDQ� RWKHU�FRXQWULHV�
7DEOH����,QYHVWPHQW�7D[�,QFHQWLYHV�LQ�(J\SW�DQG�6HOHFWHG�'HYHORSLQJ�&RXQWULHV&RXQWU\ ,QYHVWPHQWWD[�FUHGLW���� $FFHOHUDWHG�GHSUHFLDWLRQ 6HFWRUDO�LQFHQWLYHV ([SRUW�LQFHQWLYHV 5HJLRQDO�LQFHQWLYHV &DUU\�RYHURI�ORVVHV��\HDUV� /HQJWK�RI�WD[�KROLGD\��\HDUV�.RUHD ���� <HV <HV <HV 1R � �%UD]LO 1RQH <HV <HV <HV <HV � ��0H[LFR ����� <HV <HV <HV <HV � 1RQH1LJHULD ����D 1R <HV <HV 1R � ���(J\SW 1RQH <HV <HV <HV <HV � ����E6LQJDSRUH ����������D <HV <HV <HV 1R 8QOLPLWHG ����3KLOLSSLQHV ������D 1R <HV <HV 1R 1�$ ���D��,QYHVWPHQW�DOORZDQFH�E��5HFHQWO\�SURORQJHG�WR����\HDUV�IRU�SURMHFWV�RXWVLGH�WKH�2OG�9DOOH\��,QYHVWPHQW�/DZ�1R�����������1�$ �1RW�DYDLODEOH6RXUFH� 1DJHH�&KRRQ�&KLD�DQG�-RKQ�:KDOO\���������WDEOH�������S������
,Q�(J\SW��WD[�LQFHQWLYHV�FDQ�EH�FRQYHQLHQWO\�JURXSHG�LQWR�WZR�FDWHJRULHV��ILUVW��WD[�KROLGD\V� KDQGHG� RXW� XQGHU� WKH� UHFHQWO\� LVVXHG� ,QYHVWPHQW� /DZ� 1R�� ������� E\� WKH�*HQHUDO� $XWKRULW\� IRU� ,QYHVWPHQW� �*$),��� DQG� VHFRQG�� WKH� JHQHUDO� LQYHVWPHQW�LQFHQWLYHV� DYDLODEOH� WR� DOO� ILUPV� XQGHU� WKH� JHQHUDO� LQFRPH� WD[� FRGH�� 7KHUH� DUH�� LQ�DGGLWLRQ��RWKHU�VHOHFWLYH�LQFHQWLYHV�GLUHFWHG�WR�VSHFLILF�NLQGV�RI�ILUPV��1H[W�LV�D�UHYLHZ�RI�WKH�LQFHQWLYHV�LQ�HDFK�FDWHJRU\�7D[��+ROLGD\V��*UDQWHG��E\�*$),*$),��DGPLQLVWHUV�WKH��UHFHQWO\�LVVXHG�/DZ�1R����RI������RQ�,QYHVWPHQW�*XDUDQWHHV�DQG� ,QFHQWLYHV�� ZKLFK� VXSHUVHGHG� PDLQO\�� /DZ� 1R�� ����������� DQG� DOVR� XQLILHG� D�QXPEHU� RI� DUWLFOHV� FRQFHUQLQJ� LQYHVWPHQW� LQFHQWLYHV� LQ� D� QXPEHU� RI� ODZV�� QDPHO\��/DZ�1R����������RQ�1HZ�8UEDQ�&RPPXQLWLHV��/DZ�1R��������RQ�+RWHOV�DQG�7RXULVW�(VWDEOLVKPHQWV�� DQG� /DZ� 1R��������� RQ� )LQDQFLDO� /HDVLQJ�� 7KH� ,QYHVWPHQW� /DZ�DXWKRUL]HV�*$),� WR�DZDUG� WD[�KROLGD\V� WR�SURMHFWV�� UHJDUGOHVV�RI� WKHLU� OHJDO� IRUP�� LQ�DQ\�RI�WKH�IROORZLQJ�ILHOGV���x 5HFODPDWLRQ�DQG�FXOWLYDWLRQ�RI�EDUUHQ�RU�GHVHUW�ODQGV�x $QLPDO��SRXOWU\�DQG�ILVK�SURGXFWLRQ�x ,QGXVWU\�DQG�PLQLQJ�x +RWHOV��WRXULVW�YLOODJHV��DQG�WRXULVW�WUDYHO�DQG�WUDQVSRUW�

�� ([FHSW�WKH�WKLUG�FODXVH�RI�$UWLFOH����RI�WKDW�ODZ��ZKLFK�FRQFHUQV�ZRUNHUV¶�VKDUH LQ�WKH�SURILWV��)RU�IXOO�GHWDLOV�RQ�/DZ�1R����������VHH�0LQLVWU\�RI�)LQDQFH��%XOOHWLQ�RI�3XEOLF�7D[HV�$XWKRULW\�1R������������SS����������� $FFRUGLQJ�WR�WKH�ODZ��WKH�&DELQHW�RI�0LQLVWHUV�PD\�DGG�DQ\�RWKHU�QHHGHG�ILHOGV��
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x 7UDQVSRUW� RI� JRRGV� LQ� FRROLQJ� YDQV� DQG� FROG� VWRUHV� IRU� WKH� SUHVHUYDWLRQ� RI�DJULFXOWXUDO���SURGXFWV�DQG�IRRG�VWXIIV�x $LU�WUDQVSRUWDWLRQ�DQG�VHUYLFHV�GLUHFWO\��FRQQHFWHG�WKHUHZLWK�x 2YHUVHDV�PDULWLPH�WUDQVSRUW��x 2LO�VHUYLFHV�x +RXVLQJ�SURMHFWV�ZLWK�XQLWV� OHDVHG�ZKROO\�HPSW\� IRU�QRQ�DGPLQLVWUDWLYH�KRXVLQJ�SXUSRVHV�x 7KH� LQIUDVWUXFWXUH� IRU� GULQNLQJ� DQG� GUDLQDJH� ZDWHU�� HOHFWULFLW\�� URDGV�� DQG���FRPPXQLFDWLRQV�x +RVSLWDOV� DQG�PHGLFDO� WUHDWPHQW� FHQWHUV�ZKLFK�RIIHU��� SHUFHQW�RI� WKHLU� FDSDFLW\�IUHH�RI�FKDUJH�x )LQDQFLDO�OHDVLQJ�x *XDUDQWHHLQJ�VXEVFULSWLRQ�LQ�VHFXULWLHV�x 5LVN�FDSLWDO�x 3URGXFWLRQ�RI�FRPSXWHU�VRIWZDUH�DQG�V\VWHPV�x 3URMHFWV�IXQGHG�E\�WKH�6RFLDO�)XQG�IRU�'HYHORSPHQW�
1RWH�WKDW�WKH�QHZ�LQYHVWPHQW�ODZ�LV�EDVLFDOO\�GHULYHG�IURP�WKH�IRUPHU�,QYHVWPHQW�/DZ� ����� EXW� LW� JLYHV� PRUH� LQFHQWLYH� IRU� LQYHVWPHQW� LQ� SULRULW\� VHFWRUV�� VXFK� DV�LQIUDVWUXFWXUH��PDQXIDFWXULQJ�DQG�WRXULVP��DQG�LW�DOVR�SURYLGHV�DQ�LQFHQWLYH�VWUXFWXUH�ZKLFK� LV�JHRJUDSKLFDOO\�EDVHG�ZLWK� ORQJHU� WD[�KROLGD\V�IRU�SURMHFWV� LQ�DUHDV� WDUJHWHG�IRU� GHYHORSPHQW��0RUHRYHU�� WKH� QHZ� LQYHVWPHQW� ODZ� LQFOXGHV� WKUHH�QHZ�SURYLVLRQV��QRW� LQFOXGHG� LQ� WKH� IRUPHU� ODZ�� SURMHFWV� FRQGXFWHG� E\� WKH� 6RFLDO� )XQG� IRU�'HYHORSPHQW�ZLOO�UHFHLYH�D����\HDU�WD[�H[HPSWLRQ��SURMHFWV�RXWVLGH�WKH�2OG�9DOOH\��RU�WUDQVIHUUHG� IURP� WKHUH�� ZLOO� HQMR\� D� ���\HDU� WD[� KROLGD\�� WD[� LQFHQWLYHV� ZLOO� EH�DXWRPDWLF� DQG� ZLOO� QR� ORQJHU� UHTXLUH� WKH� SULRU� DSSURYDO� RI� DQ\� DGPLQLVWUDWLYH�DXWKRULW\�7KH�GXUDWLRQ�RI�WKH�KROLGD\�GHSHQGV�RQ�ZKHWKHU�WKH�ILUP�RSHUDWHV�LQVLGH�RU�RXWVLGH�WKH�2OG�9DOOH\�RU� LQ�D�IUHH�]RQH��,QVLGH�WKH�2OG�9DOOH\�� WKH�KROLGD\�EHJLQV�ZLWK�ILYH�\HDUV�VWDUWLQJ�IURP�WKH�ILUVW�ILQDQFLDO�\HDU�DIWHU�EHJLQQLQJ�WKH�SURGXFWLRQ�RU�LQLWLDWLQJ�WKH�DFWLYLW\��7KH�KROLGD\�FRQWLQXHV�IRU�D�SHULRG�RI����\HDUV�IRU�FRPSDQLHV�ZLWKLQ�WKH�QHZ� LQGXVWULDO� ]RQHV� DQG� WKH� QHZ� XUEDQ� FRPPXQLWLHV� DV� ZHOO� DV� UHPRWH� DUHDV�GHWHUPLQHG�E\�GHFUHH�LVVXHG�E\�WKH�3ULPH�0LQLVWHU��7KH�VDPH�DSSOLHV�WR�QHZ�SURMHFWV�ILQDQFHG�E\�WKH�6RFLDO�)XQG�IRU�'HYHORSPHQW�2XWVLGH� WKH� 2OG� 9DOOH\�� SURILWV� RI� FRPSDQLHV²ZKHWKHU� WKH� HVWDEOLVKPHQW� ZDV�LQLWLDOO\�VHW�XS�RXWVLGH�WKH�2OG�9DOOH\�RU�WUDQVIHUUHG�IURP�LW²ZLOO�EH�H[HPSWHG�IURP
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LQFRPH� WD[� IRU�D�SHULRG�RI����\HDUV� �D�FDELQHW�GHFUHH�ZLOO�GHWHUPLQH�DUHDV� WR�ZKLFK�WKLV�SURYLVLRQ�DSSOLHV��3URILWV�RI�WKH�SURMHFWV�HVWDEOLVKHG�LQ�WKH�IUHH�]RQHV�DUH�QRW�VXEMHFW�WR�WKH�(J\SWLDQ�WD[�DQG�GXW\�ODZV�DFFRUGLQJ�WR�WKH�,QYHVWPHQW�/DZ��D�KROLGD\ ZLWKRXW�D�WLPH�OLPLW����7KHVH� SURMHFWV�� KRZHYHU�� DUH� VXEMHFW� WR� DQ� DQQXDO� GXW\� RI� � SHUFHQW� DSSOLHG� WR� WKH�YDOXH� RI� JRRGV� HQWHULQJ� RU� OHDYLQJ� WKH� ]RQH� H[FHSW� IRU� WUDQVLW� JRRGV��7XUQRYHU�RI� D�SURMHFW� WKDW� LV� QRW� SULPDULO\� LQYROYHG� LQ� LPSRUWLQJ� DQG� H[SRUWLQJ� LV� VXEMHFW� WR� D�� SHUFHQW�WD[�,W�LV�LPSRUWDQW�WR�QRWH�WKDW�JHQHUDOO\�ILUPV�RXWVLGH�WKH�IUHH�]RQHV�DUH�VWLOO�VXEMHFW�WR�SURSHUW\� WD[HV� DQG� WKH� VDOHV� WD[� RQ� SXUFKDVHV� RI� FDSLWDO� HTXLSPHQW�� LQ� DGGLWLRQ� WR�� SHUFHQW�FXVWRPV�GXW\�RQ�WKHVH�SXUFKDVHV��7DEOH� �� LOOXVWUDWHV� WKH� GLVWULEXWLRQ� RI� WD[� KROLGD\� SURMHFWV� E\� ORFDWLRQ� DQG�QDWLRQDOLW\� RI� LQYHVWRUV�� 7KH� GDWD� LQGLFDWHV� WKDW� WKH� PDMRULW\� RI� SURMHFWV� ZLWK� WD[�KROLGD\� VWDWXV� RSHUDWH� RXWVLGH� WKH� IUHH� ]RQHV�� $ERXW� �� SHUFHQW� RI� WRWDO� DSSURYHG�SURMHFWV� DV� RI� -DQXDU\� ���� ����� ZHUH� LQ�ODQG� SURMHFWV�� $OVR�� VOLJKWO\� PRUH� WKDQ��� SHUFHQW�RI�WRWDO�SURMHFWV�ZHUH�IXQGHG�E\�(J\SWLDQ�LQYHVWRUV��7KH�UHVW�ZHUH�IXQGHG�E\�$UDE�DQG�RWKHU�IRUHLJQ�LQYHVWRUV�HTXDOO\��7DEOH���LQ�WKH�VWDWLVWLFDO�DSSHQGL[�VKHGV�PRUH� OLJKW� RQ� WKH� GLVWULEXWLRQ� RI� WKH� WD[�KROLGD\V�E\� W\SH�RI� HFRQRPLF� DFWLYLW\�� DQG�VKRZV� WKDW� WKH� EXON� RI� WKH� DSSURYHG� SURMHFWV� LV� PDLQO\� LQGXVWULDO�� LQ� WHUPV� RI� WKH�QXPEHU�RI�SURMHFWV�DQG�WKH�DPRXQW�RI�FDSLWDO�LQYHVWHG��
7DEOH�����'LVWULEXWLRQ�RI�7D[�+ROLGD\�3URMHFWV�E\�/RFDWLRQ�DQG�1DWLRQDOLW\�RI�,QYHVWRU��XQWLO���-DQXDU\������������������������� ��(�PLOOLRQV�(J\SWLDQV $UDEV 2WKHU�)RUHLJQHUV 7RWDO3DUWLFLSDWLRQ � 3DUWLFLSDWLRQ � 3DUWLFLSDWLRQ � 3DUWLFLSDWLRQ �,Q�ODQG�SURMHFWV ������ �� ����� �� ����� �� ������ ���)UHH�]RQHV�SURMHFWV ����� �� ����� �� ����� �� ������ ���7RWDO ������ �� ������ �� ������ �� ������ ���6RXUFH��*$),��������

�� 7KHUH�DUH�WKUHH�W\SHV�RI�IUHH� ]RQH�LQYHVWPHQWV��D�IUHH�]RQH�FLW\��SURMHFWV�HVWDEOLVKHG�E\�*$),�DQG�DSSURYHG�E\�WKH�&RXQFLO�RI�0LQLVWHUV��DQG�SULYDWHO\�RZQHG�VLQJOH�SURMHFWV�DSSURYHG�E\�*$),�
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2WKHU�,QYHVWPHQW�,QFHQWLYHV�8QGHU�WKH�,QFRPH�7D[�/DZ*HQHUDO�LQFHQWLYHV�IRU�FRUSRUDWH�LQYHVWPHQW��XQGHU�WKH�WD[�ODZ��LQFOXGH�x $��� SHUFHQW� LQYHVWPHQW�DOORZDQFH�RQ�QHZ�PDFKLQHU\�DQG�HTXLSPHQW��RWKHU� WKDQ�WKH�GHSUHFLDWLRQ�GHGXFWLRQ�x $�MRLQW�VWRFN�FRPSDQ\�OLVWHG�RQ�WKH�(J\SWLDQ�6WRFN�([FKDQJH�LV�HQWLWOHG�WR�FODLP�DQ� DQQXDO� SDLG�XS� HTXLW\� FDSLWDO� GHGXFWLRQ� HTXDO� WR� WKH� SURGXFW� RI� LWV� SDLG�XS�HTXLW\�DQG�WKH�LQWHUHVW�UDWH�SD\DEOH�RQ�JRYHUQPHQW�7UHDVXU\�%LOOV�x /RZHU�VWDWXWRU\�UDWH�IRU�LQGXVWULDO�DQG�H[SRUWLQJ�ILUPV�x 5ROO�RYHU�RI�FDSLWDO JDLQV�RQ�VDOHV�RI�UHDO�DVVHWV�x ,QWHUHVW� LQFRPH� H[HPSWLRQ� RQ� SXEOLFO\�VXEVFULEHG� ERQG� LVVXHV� DQG� EDQN� GHSRVLW�LQWHUHVW�x )LUPV�WKDW�HPSOR\����RU�PRUH�SHRSOH�FDQ�FODLP�D�ILYH�\HDU�WD[�KROLGD\�
,Q�DGGLWLRQ�WR�WKHVH�JHQHUDO�LQYHVWPHQW�LQFHQWLYHV�XQGHU�WKH�LQFRPH�WD[�ODZ��WKHUH�DUH�DOVR�VHOHFWLYH�LQFHQWLYHV�GLUHFWHG�WR�VSHFLILF�NLQGV�RI�ILUPV��8QGHU�WKH�LQFRPH�WD[�ODZ�� LQFRPH�GHULYHG�IURP�EHH�EUHHGLQJ LV�FRPSOHWHO\�H[HPSWHG�IURP�WD[��1HZ�ILUPV�H[FOXVLYHO\� HQJDJHG� LQ� SRXOWU\� RU� ILVK� IDUPLQJ� DQG� ODQG� UHFODPDWLRQ� HQMR\� WD[�KROLGD\V�RI�EHWZHHQ� ILYH� DQG� WHQ�\HDUV��$Q�DSSUDLVDO� RI�(J\SW¶V� LQFHQWLYH� V\VWHP� LV�JLYHQ�ODWHU�

,PSDFW�RI�WKH�&RUSRUDWLRQ�7D[�RQ�,QYHVWPHQW�'HFLVLRQV�LQ�(J\SW
7D[HV�DGG�WR� WKH�FRVW�RI�XQGHUWDNLQJ�EXVLQHVV��EXW�WKH�UHYHQXHV�DFFUXLQJ�WR�WKH�VWDWH�EXGJHW�DUH�QHFHVVDU\�WR�ILQDQFH�SXEOLF�JRDOV�WKDW�VXSSRUW�SULYDWH�VHFWRU�GHYHORSPHQW��VXFK� DV� WUDQVSRUWDWLRQ�� QHWZRUNV� DQG� HGXFDWLRQ��7KXV�� D� FHUWDLQ� DPRXQW�RI� WD[HV� DUH�UHTXLUHG��DQG�WKHVH�WD[HV�DUH�ERXQG�WR�HIIHFW�EXVLQHVV�RSHUDWLQJ�FRVWV��,I�D�WD[�V\VWHPLV�SRRUO\�GHVLJQHG��KRZHYHU��WKHQ�WKH�WD[�VWUXFWXUH�LPSRVHV�VLJQLILFDQW�HFRQRPLF�FRVWV�RQ�WKH�SULYDWH�VHFWRU�WKDW�JR�EH\RQG�WKH�FRVW�RI�ILQDQFLQJ�SXEOLF�H[SHQGLWXUH�,Q�SDUWLFXODU��WKH�WD[�V\VWHP�FRXOG�LPSHGH�WKH�SULYDWH�VHFWRU�IURP�DFKLHYLQJ�D�KLJK�VWDQGDUG�RI�EXVLQHVV�SHUIRUPDQFH��WKH�SURGXFWLRQ�RI�KLJK�TXDOLW\�JRRGV�DQG�VHUYLFHV�RIIHUHG�DW�WKH�ORZHVW�HFRQRPLF�FRVW���2Q�RQH�KDQG��ZLWKRXW�WD[HV��HQWUHSUHQHXUV�LQ�D�PDUNHW� HFRQRP\� ZLOO� FKRRVH� WKRVH� DFWLYLWLHV� WKDW� DUH� PRVW� SURILWDEOH�� VLQFH� SURILWV�VHUYH�DV D� VLJQDO� WR� WKHLU�EHVW�RSSRUWXQLWLHV��2Q� WKH�RWKHU�KDQG��ZLWK� WD[HV��EXVLQHVV�SHUIRUPDQFH� FDQ� EH� DIIHFWHG� LI� WKH� WD[� V\VWHP� GLVWRUWV� WKH� GHFLVLRQV�PDGH� E\� ILUPV�VHHNLQJ� WKH� PRVW� SURILWDEOH� RSSRUWXQLWLHV�� ,QVWHDG� RI� FKRRVLQJ� WKRVH� DFWLYLWLHV� WKDW�LPSURYH� EXVLQHVV� SHUIRUPDQFH�� ILUPV� ZLOO� FKRRVH� WKRVH� DFWLYLWLHV� WKDW� ZLOO� DOVR�
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PLQLPL]H�WD[HV��7KXV��WKH�EHVW�WD[�V\VWHP�WKDW�LQGXFHV�KLJK�HFRQRPLF�SHUIRUPDQFH�LV�RQH�WKDW�KDV�WKH�PLQLPDO�LPSDFW�RQ�EXVLQHVV�GHFLVLRQV�DV�SUHYLRXVO\�GLVFXVVHG�
8VLQJ�0(75V�WR�0HDVXUH ,QFHQWLYH�(IIHFWV�DQG�,WV�/LPLWDWLRQV%HIRUH� FRQGXFWLQJ� DQ\� WD[� DQDO\VLV�� LW� LV� QHFHVVDU\� WR� DQVZHU� D� EDVLF�� EXW� GLIILFXOW��TXHVWLRQ��:KDW�LV�WKH�UDWH�RI�WD[DWLRQ"�2IWHQ�WKH�VWDWXWRU\�WD[�UDWH�GLIIHUV�VXEVWDQWLDOO\�IURP�WKH�HIIHFWLYH�WD[�UDWH��DV�SUHYLRXVO\�GLVFXVVHG�LQ�6HFWLRQ����EHFDXVH�RI�WKH�PDQ\�IHDWXUHV� LQYROYHG� LQ� FDOFXODWLQJ� WD[DEOH� LQFRPH� DQG� WKH� IUHTXHQW� XVH� RI� FUHGLWV�� WD[�LQFHQWLYHV� DQG� RWKHU� WD[HV� RQ� LQYHVWPHQW��$OVR�� HFRQRPLF� IDFWRUV�� VXFK� DV� LQIODWLRQ��FDQ�DOWHU�WKH�HIIHFWLYH�WD[�UDWH�%HFDXVH�RI� WKHVH� HIIHFWV�� WKH� µDFWXDO¶�YDOXH�RI� WD[HV�SDLG�XVXDOO\�GLIIHUV� IURP� WKH�WD[� UDWH� VSHFLILHG� LQ� WKH� ODZ�� $FWXDO� WD[� EXUGHQV� FDQ� EH� KLJKHU� RU� ORZHU� WKDQ� WKH�VWDWXWRU\� UDWH�� GHSHQGLQJ� RQ� WKH� SUHVHQFH� DQG� UHODWLYH� LPSRUWDQFH� RI� WKH� HIIHFWV�PHQWLRQHG��7R� WDNH�DOO� WKHVH�HIIHFWV� LQWR�DFFRXQW��D�XVHIXO�VXPPDU\�PHDVXUH�� WKDW� LV�WKH�HIIHFWLYH�WD[�UDWH��(75���LV�FRPPRQO\�HPSOR\HG��� 7KH�HIIHFWLYH�WD[�UDWH�LQGLFDWHV�WKH�GHJUHH�WR�ZKLFK�WKH�WD[�V\VWHP��ZLWK�DOO�LWV�UDPLILFDWLRQV�DQG�LQWHUDFWLRQV�ZLWK�WKH�HFRQRPLF�HQYLURQPHQW�RI�D�FRXQWU\�� UHGXFHV� WKH�DIWHU�WD[�UDWH�RI� UHWXUQ� �QHW�� IURP�D�JLYHQ� EHIRUH�WD[� UHWXUQ� �JURVV��� 6R�� WKH� WKLQNLQJ� EHKLQG� WKLV� PHDVXUH� OHDGV� WR� WKH�TXHVWLRQ��:KLFK� WD[� UDWH� LI� DSSOLHG� WR�D�EURDG�EDVHG� LQFRPH�PHDVXUH�ZRXOG� OHDG� WR�WKH� VDPH�ZHGJH� EHWZHHQ� DIWHU�WD[� DQG�EHIRUH�WD[� UHWXUQV� DV� LV� DFWXDOO\�REVHUYHG�� ,Q�RWKHU�ZRUGV��IRU�D�JLYHQ�XVHU�FRVW�RI�FDSLWDO��ZKLFK�WD[�UDWH�RQ�EURDG�EDVHG�RU�µWUXH¶�HFRQRPLF�LQFRPH�ZRXOG�OHDG�WR�WKH�REVHUYHG�DIWHU�WD[�UHWXUQ��$QHUEDFK�������S������'HVSLWH� LWV� DSSDUHQW� VLPSOLFLW\�� WKH� FRQFHSW� GRHV� QRW� JLYH� ULVH� WR� D� XQLTXH�GHILQLWLRQ���LELG��S�������ZLWK�WKH�PHDVXUH�GHSHQGLQJ�RQ�ZKLFK�WD[HV�DUH�LQFOXGHG�LQ�WKH� FDOFXODWLRQ�� DQG�ZKDW� OHYHO� RI� DIWHU�WD[� RU� EHIRUH�WD[� UDWH� RI� UHWXUQ� LV� XVHG� DV� D�EHQFKPDUN��0RUHRYHU��WKH�FDOFXODWLRQ�RI�DQ�HIIHFWLYH�WD[�UDWH�DORQH�GRHV�QRW�SURYLGH�HQRXJK�LQIRUPDWLRQ�WR�LQIHU�WKH�HIIHFWV�RI�WD[�SROLF\�RQ�LQYHVWPHQW��6LQFH�WKH�XVHU�FRVW�RI� FDSLWDO�ZLOO� UHVXOW� IURP� DGGLQJ� WKH� WD[�ZHGJH� WR� WKH� DIWHU�WD[� UDWH� RI� UHWXUQ�� LW� LV�LPSRUWDQW�WR�NQRZ�QRW�RQO\�KRZ�ELJ�WKH�WD[�ZHGJH�LV��EXW�WR�ZKDW�H[WHQW�LW�OHDGV�WR�D�KLJKHU� EHIRUH�WD[� UHWXUQ� UDWKHU� WKDQ� D� ORZHU� DIWHU�WD[� UHWXUQ�� (YHQ� LQ� VPDOO�� RSHQ�HFRQRPLHV�WKDW�PXVW�WDNH�ZRUOG�SULFHV�DQG�UDWHV�RI�UHWXUQ�DV�JLYHQ��QRW�DOO�WD[HV�ZLOO�QHFHVVDULO\� EH� IXOO\� UHIOHFWHG� LQ� D� KLJKHU� FRVW� RI� FDSLWDO�� 6RPH� ZLOO� EH� ERUQH� E\�LPSHUIHFWO\�PRELOH�IDFWRUV��VXFK�DV�ODQG�DQG�ODERU��(YHQ�ZLWK�SHUIHFW�FDSLWDO�PRELOLW\��
�� 6HH�HTXDWLRQ����S�����
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VRPH� FDSLWDO� LQFRPH� WD[HV� PD\� EH� VKLIWHG� DEURDG� LI� WKH\� DUH� FUHGLWHG� E\� IRUHLJQ�JRYHUQPHQWV��$QRWKHU�OLPLWDWLRQ�LV�WKDW�WKHUH�DUH�D�SRWHQWLDOO\�LQGHILQLWH�QXPEHU�RI�0(75V�LQ�DQ�HFRQRP\�� HDFK� RQH� DVVRFLDWHG� ZLWK� D� GLIIHUHQW� W\SH� RI� LQYHVWPHQW� GHFLVLRQ�� 7KLV�PHDQV� WKDW� WKHUH� PXVW� QHFHVVDULO\� EH� VRPH� VHOHFWLYLW\� RU� DJJUHJDWLRQ� LQYROYHG� LQ�SUHVHQWLQJ�0(75�FDOFXODWLRQV�7KH� 0(75� PHDVXUHV� DOVR� SUHVXSSRVH� D� JUHDW� GHDO� DERXW� WKH� VWUXFWXUH� RI� WKH�HFRQRP\� DQG� WKH� SURFHVV� E\� ZKLFK� SURGXFWLRQ� DQG� LQYHVWPHQW� GHFLVLRQV� DUH� WDNHQ��)RU� H[DPSOH�� WKH\� W\SLFDOO\� DVVXPH� FRPSHWLWLYH� FRQGLWLRQV� DQG� DUH� RIWHQ� FRPSXWHG�IRU�D�ULVN�IUHH�HQYLURQPHQW²RU�DW�OHDVW�RQH�LQ�ZKLFK�ILUPV�PD[LPL]H�RQO\�µH[SHFWHG�UHWXUQV�¶�7KH�ILQDQFLDO�VWUXFWXUH�RI�ILUPV�LV�DOVR�XVXDOO\�WDNHQ�DV�JLYHQ��DOWKRXJK�LW�LV�SRVVLEOH�WR�PHDVXUH�WKH�LQFHQWLYH�HIIHFW�RI�WKH�WD[�VWUXFWXUH�RQ�WKH�ILQDQFLDO�VWUXFWXUH�RI� WKH� ILUP�� ,Q� WKH� DEVHQFH� RI� DQ� DFFHSWHG� ILQDQFLDO� WKHRU\�� LW� LV� QHFHVVDU\� WR� DGRSW�VRPH� DUELWUDJH� DVVXPSWLRQ� IRU� WKH� ILUP�� 7KLV� LV� EHFDXVH� WKH� WD[� VWUXFWXUH� WUHDWV�GLIIHUHQW�W\SHV�RI�ILQDQFLQJ�GLIIHUHQWO\��DQG�WKHUH�DUH�GLIIHUHQW�WD[�ZHGJHV�IRU�GLIIHUHQW�W\SHV RI� ILQDQFLDO� LQVWUXPHQWV�� ,W� LV� QHFHVVDU\� WR� VSHFLI\� ZKLFK� VLGH� RI� WKH� PDUNHW�EHDUV�WKH�GLIIHUHQWLDO�WD[�0RUHRYHU�� WKH�EHKDYLRU�RI� WKH� ILUP� LV�PRGHOHG�VLPSO\�DV�PD[LPL]LQJ� WKH�SUHVHQW�YDOXH� RI� GLYLGHQGV� WR� VKDUHKROGHUV�� 3UREOHPV� RI� PDQDJHPHQW� DQG� ODERU�� VXFK� DV�LQFHQWLYH�SUREOHPV�RI�WKH�SULQFLSOH�DJHQW�VRUW�WKDW�KDYH�ILJXUHG�VR�SURPLQHQWO\�LQ�ERWK�ODERU�HFRQRPLFV�DQG�WKH�WKHRU\�RI�ILQDQFH��DUH�HVVHQWLDOO\�DVVXPHG�DZD\��)LQDOO\��WKH�WKHRU\� W\SLFDOO\� WUHDWV� FDSLWDO� GHFLVLRQV� DV�SHUIHFWO\�GLYLVLEOH�� ,Q� IDFW� PDQ\� W\SHV�RI�FDSLWDO�GHFLVLRQV�DUH�µOXPS\¶��DQG�WKH�XVXDO�SUREOHPV�RI�QRQFRQYH[LWLHV�DULVH��7KHVH�DUH�EHVW�GHDOW�ZLWK�RQ�D�FDVH�E\�FDVH�EDVLV��%RDGZD\�DQG�6KDK�������S������,Q�VSLWH�RI�WKHVH�OLPLWDWLRQV��WKH�HIIHFWLYH�WD[�UDWH�FRQFHSW�LV�D�SRSXODU�RQH�WKDW�FDQ�EH� XVHIXO� LQ� FRPSDULQJ� WKH� UHODWLYH� LQFHQWLYH� WR� LQYHVW� LQ� GLIIHUHQW� VHFWRUV��PDQXIDFWXULQJ� YV�� VHUYLFHV�� HWF���� LQ� GLIIHUHQW� DVVHWV� �ODQG� YV�� EXLOGLQJ�� YV��PDFKLQHU\���GLIIHUHQW�ILQDQFLDO�LQVWUXPHQWV��DQG�GLIIHUHQW�RUJDQL]DWLRQDO�IRUPV��8VLQJ�WKH� 0(75�FDQ�DOVR�EH�XVHIXO�LQ�FRPSDULQJ�WD[�V\VWHPV�RI�GLIIHUHQW�FRXQWULHV�DQG�WKH�UHWXUQV� WR� IRUHLJQ� GLUHFW� LQYHVWPHQW��� 7KHUHIRUH�� WKH� IROORZLQJ� DQDO\VLV� XVHV� VRPH�0(75�FDOFXODWLRQV�PDGH�LQ�UHFHQW�VWXGLHV�IRU�LQYHVWPHQW�GHFLVLRQV�LQ�(J\SW��:RUOG�%DQN������ %DUHQWV��������
�� )RU�YDOXDEOH� LQIRUPDWLRQ�DERXW� WKH�PDUJLQDO�HIIHFWLYH� WD[�UDWH�DSSURDFK�DQG�LWV�SURGXFWLYH�XVHV�VHH�'XQQ�DQG�3HOOHFKLR��������
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,QYHVWPHQW�'LVWRUWLRQV�&UHDWHG�E\�WKH�&XUUHQW�&RUSRUDWH�7D[�/DZ:KHQ�D�FRXQWU\¶V� WD[�V\VWHP�IDLOV� WR� WUHDW�DOWHUQDWLYH� LQYHVWPHQW�RSSRUWXQLWLHV� LQ�DQ�HYHQ�KDQGHG� RU� QHXWUDO� IDVKLRQ�� LQYHVWRUV¶� GHFLVLRQ� PDNLQJ� LV� GLVWRUWHG� WKXV�GLPLQLVKLQJ� WKH� SURGXFWLYLW\� RU� HIILFLHQF\� ZLWK� ZKLFK� WKDW� FRXQWU\¶V� LQYHVWPHQW�UHVRXUFHV�DUH�XVHG��7DEOH���LOOXVWUDWHV�KRZ�FXUUHQW�(J\SWLDQ�WD[�ODZ�WUHDWV�LQYHVWPHQW�GLIIHUHQWO\�DFFRUGLQJ�WR�VHFWRU��PHWKRG�RI�ILQDQFH�DQG�RUJDQL]DWLRQDO�IRUP��7KH�EDVH�FDVH�VFHQDULR�UHYHDOV�WKH�VL]H�RI�WKH�0(75V�WKDW�ZRXOG�SUHYDLO�LQ�WKH�DEVHQFH�RI�DQ\�VSHFLDO�WD[�LQFHQWLYHV�IRU�FRUSRUDWH�ILUPV��DSDUW�IURP��� SHUFHQW�LQYHVWPHQW�DOORZDQFH�IRU�PDFKLQHU\�DQG�HTXLSPHQW��7KLV�EDVH�FDVH�LV�D�EHQFKPDUN�DJDLQVW�ZKLFK�WKH�HIIHFWV�RI�QXPHURXV�LQFHQWLYHV�LQ�FXUUHQW�ODZ�FDQ�EH�JDXJHG��%DUHQWV�������FK�����S������%DVHG�RQ�7DEOH���WKH�IROORZLQJ�SRLQWV�VKRXOG�EH�QRWHG��
%DVH� &DVH� &XUUHQW� LQFRPH� WD[� ODZ� GLVFULPLQDWHV� VKDUSO\� DPRQJ� GLIIHUHQW� W\SHV� RI�LQYHVWPHQW�� ,QWHUVHFWRUDOO\�� LQYHVWPHQWV� LQ� PDQXIDFWXULQJ� DQG� H[SRUW� DFWLYLWLHV� DUH�IDYRUHG� E\� WKH� WD[� V\VWHP� RYHU� LQYHVWPHQWV� LQ� QRQ�PDQXIDFWXULQJ� DFWLYLWLHV� DQG�VHUYLFHV�� 7KH�0(75� IRU�PDQXIDFWXULQJ� ILUPV� LV� ���� SHUFHQW��ZKLOH� WKDW� IRU� VHUYLFH�ILUPV� LV� PXFK� KLJKHU� DW� ���� SHUFHQW�� 7KH� KLJKHU� (75� RQ� VHUYLFHV� UHODWLYH� WR�PDQXIDFWXULQJ� LV� GXH� PDLQO\� WR� D� KLJKHU� QRPLQDO� UDWH� RQ� VHUYLFHV�� �� SHUFHQW��FRPSDUHG�WR��� SHUFHQW�RQ�PDQXIDFWXULQJ��LQ�WKH�JHQHUDO�FRUSRUDWH�LQFRPH�WD[�ODZ�
7DEOH����0DUJLQDO�(IIHFWLYH�5DWHV�8QGHU�&XUUHQW�,QFRPH�7D[�/DZ

$OWHUQDWLYH�&DVHV�IRU�,QYHVWPHQWV 0(75����%DVH�&DVH &RUSRUDWH�ILUPV�D� 0DQXIDFWXULQJ�ILUPV� 6HUYLFH�ILUPV ��������
&DVH�� 1RQ�FRUSRUDWH�ILUP ��&DVH�� � &RUSRUDWH�PDQXIDFWXULQJ�ILUP�XVLQJ�� &RPSOHWH�GHEW�ILQDQFH� (TXLW\�ILQDQFH�ZLWK�WKH�SDLG�XS�HTXLW\�GHGXFWLRQ� $Q\� PL[� RI� GHEW� DQG� HTXLW\� HQMR\LQJ� WKH� SDLG�XS� HTXLW\��������GHGXFWLRQ

���

&DVH�� &RUSRUDWH�PDQXIDFWXULQJ�ILUP�ILQDQFHG�E\�UHWDLQHG�HDUQLQJV ����D ,Q�WKH�DEVHQFH�RI�DQ\�WD[�LQFHQWLYHV��6RXUFH��%DUHQWV���������FK�����WDEOH���
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&DVH��� 1RQ�FRUSRUDWH�EXVLQHVVHV�DUH�WD[HG�PXFK�KLJKHU��DW��� SHUFHQW��WKDQ�FRUSRUDWH�ILUPV��ZKLFK�DUH�WD[HG�DW�PXFK�ORZHU�HIIHFWLYH�UDWHV�GHSHQGLQJ�RQ�WKH�W\SH�RI�DFWLYLW\��EDVH� FDVH��� 7KH� RQO\� SULYLOHJH� HQMR\HG� E\� SDUWQHUVKLSV� DQG� VROH� SURSULHWRUV� WKDW� LV�XQDYDLODEOH� WR� MRLQW�VWRFN� FRPSDQLHV� LV� LQ� WKH� DUHD� RI� ORVV� WUHDWPHQW�� $Q\� ORVVHV�LQFXUUHG� E\� QRQ�FRUSRUDWH� EXVLQHVV� FDQ� EH� RIIVHW� DJDLQVW� RWKHU� VRXUFHV� RI� LQFRPH�XQGHU�WKH�XQLILHG�WD[�ZKLOH�MRLQW�VWRFN�FRPSDQLHV�FDQ�RQO\�FDUU\�WKHLU�ORVVHV�IRUZDUG�IRU�XS�WR�ILYH�\HDUV�
&DVH��� $�MRLQW�VWRFN�FRPSDQ\�WKDW�LV�HQWLWOHG�WR�WKH�SDLG�XS�HTXLW\�FDSLWDO�GHGXFWLRQ�JHWV�D�µWD[�VXEVLG\¶�DV�GRHV�DQ\�FRUSRUDWH�LQYHVWPHQW�WKDW�LV�SXUHO\�GHEW�ILQDQFHG��,Q�ERWK� FDVHV�� D� QHJDWLYH�0(75� SUHYDLOV� ���� SHUFHQW��� ZKLFK� LPSOLHV� WKDW� WKH� ILUP� LV�UHSRUWLQJ�WD[�ORVVHV�ZKLFK�PD\�EH�XVHG�WR�UHGXFH�WD[�OLDELOLWLHV�RQ�LQFRPH�IURP�RWKHU�LQYHVWPHQWV��
&DVH� �� :LWK� SDLG�XS� HTXLW\� FDSLWDO� GHGXFWLRQ�� ERWK� GHEW� DQG� QHZ� VKDUH� LVVXHV� DUH�PRUH� DWWUDFWLYH� VRXUFHV� RI� LQYHVWPHQW� ILQDQFH� WKDQ� UHWDLQHG� HDUQLQJV�� ZKLFK IDFH� D�UHODWLYHO\�KLJK�HIIHFWLYH�WD[�UDWH�RI����� SHUFHQW�LI�WKH\�DUH�XVHG�WR�ILQDQFH�D�PDUJLQDO�LQYHVWPHQW�SURMHFW�7D[� KROLGD\V�� GLVFXVVHG� IXOO\� ODWHU� LQ� WKLV� VHFWLRQ�� RQO\� DFFHQWXDWH� WKLV� SDWWHUQ�RI�WD[�LQGXFHG�GLVFULPLQDWLRQ�DPRQJ�LQYHVWPHQWV��DQG�JLYH�PRUH�LPSHWXV�IRU�LQYHVWPHQW�GHFLVLRQV� WR�EH�EDVHG�RQ� WD[� UDWKHU� WKDQ�SURILW� FRQVLGHUDWLRQV��8QGHU� WKH�FXUUHQW� WD[�V\VWHP�� PLQLPL]LQJ� WD[HV� PD\� EHFRPH� D� PRUH� LPSRUWDQW� REMHFWLYH� IRU� (J\SWLDQ�LQYHVWRUV�WKDQ�PD[LPL]LQJ�EHIRUH�WD[�SURILWV�7KH�RWKHU�PHQWLRQHG� UHFHQW� VWXG\�E\� WKH�:RUOG�%DQN� �������FRQILUPV�QHDUO\� WKH�VDPH�FRQFOXVLRQV��ZKLOH�SURYLGLQJ� DGGLWLRQDO� GHWDLOV�RQ�GLIIHUHQWLDO� WD[� WUHDWPHQW�RI�FDSLWDO� DVVHWV��� 7KH� VWXG\� FRPSOHWHG�0(75�FDOFXODWLRQV� IRU� VSHFLILF� LQYHVWPHQWV� LQ�PDFKLQHU\�� VWUXFWXUHV�� LQYHQWRULHV�� DQG� ODQG�� IRU� ERWK� PDQXIDFWXULQJ� DQG� VHUYLFH�DFWLYLWLHV��(VWLPDWHV�ZHUH�XQGHUWDNHQ�IRU�µ7KH�%DVH�&DVH¶��QR�VSHFLDO� LQFHQWLYH��DQG�WKH�µ7D[�+ROLGD\�&DVH¶��7DEOH���VKHGV�PRUH�OLJKW�RQ�YDU\LQJ�WD[�WUHDWPHQW�RI�GLIIHUHQW�DFWLYLWLHV�DQG�GLIIHUHQW�DVVHWV�LQ�WKH�EDVH�FDVH��WKH�KROLGD\�FDVH�ZLOO�EH�GLVFXVVHG�ODWHU��7KH� 0(75V� SUHVHQWHG� LQ� 7DEOH� �� UHIHU� WR� (J\SWLDQ� ILUPV� RZQHG� GRPHVWLFDOO\��HVWLPDWHV�IRU�IRUHLJQ�RZQHG�FRPSDQLHV�DUH�SURYLGHG�EHORZ���7KH�HVWLPDWHV�DUH�EDVHG�
�� )RU�PRUH� LQIRUPDWLRQ�DERXW� WKH�PHWKRGRORJ\�XVHG� WR�HVWLPDWH�0(75V�DQG� WKH�DVVXPSWLRQV�PDGH�6HH��:RUOG�%DQN���������FK�����DQQH[�����
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RQ� WKH� DVVXPSWLRQ� WKDW� �� SHUFHQW� RI LQYHVWPHQWV� LQ� ERWK� W\SHV� RI� LQGXVWULHV� DUH�ILQDQFHG�E\�GHEW�
7DEOH�����&RUSRUDWH�(IIHFWLYH�7D[�5DWHV�IRU�'RPHVWLF�(J\SWLDQ�)LUPV��3HUFHQW�0DQXIDFWXULQJ��EDVH�FDVH�
 6HUYLFHV��EDVH�FDVH�
0DFKLQHU\ ���� ����%XLOGLQJ ���� ����,QYHQWRULHV ���� ����/DQG ����� �����7RWDO ���� ����
�7KH�%DVH�&DVH��QR�WD[�LQFHQWLYH���6RXUFH�:RUOG�%DQN���������7DEOH������S����

$FFRUGLQJ� WR� 7DEOH� �� WKH� HIIHFWLYH� FRUSRUDWH� WD[� UDWH� LV� DURXQG� �� SHUFHQW� IRU�PDQXIDFWXULQJ�DQG��� SHUFHQW�IRU�VHUYLFH��� 1RWH�WKDW�WKHVH�HVWLPDWHV�DUH�TXLWH�FORVH�WR�WKH�%DUHQWV¶�HVWLPDWHV��7DEOH�����7KH�PDLQ�FRQFOXVLRQV�GUDZQ�IURP�WKHVH�FDOFXODWLRQV�DUH�WKH�IROORZLQJ��L�� 7KH� WD[� V\VWHP� LV� IDYRUDEOH� WR� PDQXIDFWXULQJ�� 7KH� KLJKHU� HIIHFWLYH� WD[� UDWH� RQ�VHUYLFHV� UHIOHFWV� WKH� KLJKHU� FRUSRUDWH� LQFRPH� WD[� UDWH� ��� SHUFHQW�� DSSOLHG� WR� QRQ�PDQXIDFWXULQJ� FRPSDQLHV� FRPSDUHG� WR� PDQXIDFWXULQJ� FRPSDQLHV� ��� SHUFHQW��� DV�SUHYLRXVO\�PHQWLRQHG��*LYHQ�WKH�LPSRUWDQFH�RI�VHUYLFHV�WR�H[SRUWV��WKH�GLVFULPLQDWLRQ�RI� WKH� WD[� V\VWHP� DJDLQVW� LQYHVWPHQW� LQ� VHUYLFHV� FDQ� EH� FRXQWHUSURGXFWLYH� LQ�HQFRXUDJLQJ�QRQWUDGLWLRQDO�LQGXVWULHV�WR�H[SDQG�WKHLU�SURGXFWLRQ�DQG�H[SRUWV��LL�� 7KH� WD[� V\VWHP� GLVFULPLQDWHV� DJDLQVW� LQYHVWPHQW� LQ� PDFKLQHU\� DQG� LQYHQWRULHV��8QGHU� WKH�EDVH�FDVH�� LQ� WKH�DEVHQFH�RI�D� WD[�KROLGD\��PDFKLQHU\ LV� WD[HG�DW�D�UDWH�RI�DOPRVW��� SHUFHQW� LQ�PDQXIDFWXULQJ�DQG��� SHUFHQW� LQ�VHUYLFHV��ZKLOH� LQYHQWRULHV�DUH�WD[HG�DW�D�UDWH�RI��� SHUFHQW�LQ�PDQXIDFWXULQJ�DQG��� SHUFHQW�LQ�VHUYLFHV��7KH�KLJKHU�HIIHFWLYH� WD[� UDWH� RQ� PDFKLQHU\� LV� VXUSULVLQJ�� VLQFH� WKH� JRYHUQPHQW� SURYLGHV� D���� SHUFHQW� LQLWLDO� DOORZDQFH� IRU� PRVW� W\SHV� RI� FDSLWDO� HTXLSPHQW�� 1HYHUWKHOHVV�� WKH�YDOXH�DGGHG�WD[�RQ�FDSLWDO�HTXLSPHQW��ILUPV�FDQQRW�REWDLQ�DQ�LQSXW�WD[�FUHGLW��DORQJ�ZLWK� LQIODWLRQ� �HVWLPDWHG� DW� �� SHUFHQW�� ZKLFK� TXLFNO\� HURGHV� WKH� YDOXH� RI� DQQXDO�GHSUHFLDWLRQ�DOORZDQFH�UHVXOW�LQ�D�UHODWLYHO\�KLJK�HIIHFWLYH�WD[�UDWH�RQ�FDSLWDO� ���LLL�� ,QYHQWRULHV� DUH� KLJKO\� WD[HG� EHFDXVH� PRVW� (J\SWLDQ� EXVLQHVVHV� XVH� WKH� ),)2�PHWKRG� IRU� WKH� YDOXDWLRQ� RI� LQYHQWRULHV�� DOWKRXJK� WKH\� DUH� SHUPLWWHG� WR� XVH� /,)2��
�� 7D[DWLRQ� RI� SHWUROHXP� LV� QRW� FRQVLGHUHG� LQ� WKLV� VWXG\�� VLQFH� WKLV� LQGXVWU\� RSHUDWHV� LQ� (J\SW� XQGHU� VSHFLDO�DUUDQJHPHQWV�� 7D[DWLRQ� RI� DJULFXOWXUH� LV� DOVR� QRW� FRQVLGHUHG� H[FHSW� LQ� VR� IDU� DV� LW� LV� UHOHYDQW� WR� DJULFXOWXUDO�SURFHVVLQJ�DV�SDUW�RI�PDQXIDFWXULQJ��� 7KH� IDLOXUH� WR� DOORZ� LQSXW� FUHGLWLQJ� XQGHU� WKH� VDOHV� WD[� IRU� SXUFKDVHV� RI� FDSLWDO� JRRGV� DFWV� DV� D� GHWHUUHQW� WR�LQYHVWPHQW�DV�LW�DGGV��GHSHQGLQJ�XSRQ�FDSLWDO�LQWHQVLW\��DV�PXFK�DV���WR��� SHUFHQWDJH�SRLQWV�WR�WKH�0(75�RQ�PRVW�LQYHVWPHQWV��6HH�%DUHQWV���������FK�����S�����
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'XULQJ� WLPHV� RI� LQIODWLRQ�� WKH� HIIHFWLYH� WD[� UDWH� RQ� LQYHQWRULHV� LV� KLJK� EHFDXVH� WKH�),)2�PHWKRG�UHVXOWV�LQ�WKH�WD[DWLRQ�RI�QRPLQDO�SURILWV�IURP�KROGLQJ�LQYHQWRULHV��,I�WKH�/,)2�PHWKRG�ZHUH�XVHG��WKH�HIIHFWLYH�WD[�UDWH�ZRXOG�EH�FRPSDUDEOH�WR�WKDW�RQ�ODQG��LY��7KH�HIIHFWLYH�WD[�UDWH�RQ�ODQG�LV�QHJDWLYH��LPSO\LQJ�WKDW�LQYHVWPHQWV�LQ�ODQG�XVHG�IRU� SURGXFWLRQ� ZLOO� UHVXOW� LQ� ORVVHV� IRU� WD[� SXUSRVHV�� HYHQ� WKRXJK� ODQG� LQYHVWPHQW�LWVHOI� LV�SURILWDEOH��7KH� VRXUFH�RI� WD[� ORVVHV� LV� WKH�GHGXFWLELOLW\�RI� LQWHUHVW� H[SHQVHV��XQDGMXVWHG� IRU� LQIODWLRQ�� :KHQ� D� EXVLQHVV� LV� DEOH� WR� ZULWH�RII� LQWHUHVW� H[SHQVH�XQDGMXVWHG� IRU� LQIODWLRQ�� WKH� RZQHUV� HDUQ� D� FDSLWDO� JDLQ� RQ� WKH� ORVV� LQ� WKH� UHDO�SXUFKDVLQJ� SRZHU� RI� WKH� GHEW¶V� SULQFLSDO�� 7KLV� FDSLWDO� JDLQ� LV� XQWD[HG�� WKHUHE\�SURYLGLQJ�D�VLJQLILFDQW�EHQHILW�WR�WKH�FRPSDQ\��:KHQ�DQ�DVVHW�JHQHUDWHV�ORVVHV�IRU�WD[�SXUSRVHV��LW�KHOSV�VKHOWHU�LQFRPH�RQ�RWKHU�LQYHVWPHQW�DFWLYLWLHV�IURP�WD[DWLRQ�
,PSDFW�RI�WKH�7D[�6\VWHP�RQ�)LUPV¶�)LQDQFLDO�'HFLVLRQV7KHVH� HVWLPDWHV� RI� WKH� HIIHFWLYH� WD[� UDWHV� RQ� FDSLWDO� LJQRUH� WKH� LPSDFW� RI� SHUVRQDO�WD[HV� RQ� FDSLWDO� LQFRPH� �GLYLGHQGV�� FDSLWDO� JDLQV� DQG� LQWHUHVW���$OVR�� VXFK� HVWLPDWHV�DUH� EDVHG� RQ� D� JLYHQ� GHEW�DVVHW� UDWLR� RI� �� SHUFHQW�� ,Q�(J\SW�� GLYLGHQGV� DQG� FDSLWDO�JDLQV� DUH� ODUJHO\� XQWD[HG�� H[FHSW� IRU� WKH � SHUFHQW� WD[� RQ� FDSLWDO� JDLQV� RQ� VKDUHV��,QWHUHVW�PD\�EH�VXEMHFW�WR�D��� SHUFHQW�ZLWKKROGLQJ�WD[�RU�PD\�EH�H[HPSW�DOWRJHWKHU��,Q�DGGLWLRQ��MRLQW�VWRFN�FRPSDQLHV�PD\�GHGXFW�DQ�LPSXWHG�LQWHUHVW�FKDUJH�IRU�SDLG�XS�FDSLWDO��$OVR��WKH���� SHUFHQW�DQG���� SHUFHQW�VWDPS�GXWLHV�PLJKW�DSSO\�WR�VKDUH�FDSLWDO�RQ�DQ�DQQXDO�EDVLV��7DEOH� �� � HVWLPDWHV� HIIHFWLYH� � WD[� � UDWHV� RQ� � FDSLWDO� IRU� � GRPHVWLFO\�RZQHG��FRPSDQLHV� GHSHQGLQJ� RQ� � WKH� W\SH� RI� � ILQDQFH� ZKHWKHU� LW� � LV�� �L�� GHEW�� �LL�� UHWDLQHG�HDUQLQJV��RU� �LLL��QHZ�HTXLW\� LVVXHV��7KHVH�HIIHFWLYH� WD[�UDWHV�DUH�DOVR�SUHVHQWHG�RQ�D�GLVDJJUHJDWHG�EDVLV�IRU�FRUSRUDWH�DQG�SHUVRQDO�HIIHFWLYH�WD[�UDWHV�RQ�FDSLWDO�
�L��'HEW� ILQDQFH�� ,Q� WKH�FDVH�RI�GHEW�ILQDQFH�WKH�H[HPSWLRQ�RI� LQWHUHVW�H[SHQVH�KDV�D�FRQVLGHUDEOH�LPSDFW�RQ�WKH�(75� :KHQ�PDQXIDFWXULQJ�DQG��VHUYLFH�ILUPV�ILQDQFH��DOO�WKHLU�FDSLWDO�ZLWK��GHEW�IURP��ZKLFK��LQWHUHVW��LV��H[HPSW��WKH�(75�RQ��FDSLWDO��LV������SHUFHQW�DQG� ����� SHUFHQW�� UHVSHFWLYHO\��*LYHQ� WKDW� WKH�SHUVRQDO� WD[�UDWH�RQ�FDSLWDO� LV�YLUWXDOO\�]HUR��WKH�LPSDFW�RI�GHEW�ILQDQFH�LV�WR�UHGXFH�WKH�HIIHFWLYH�FRUSRUDWH�WD[�UDWH�VXEVWDQWLDOO\�IURP�DERXW��� SHUFHQW�WR�DERXW����� SHUFHQW���
�� $V�PHQWLRQHG��EHIRUH�ZKHQ�WKH�(75�LV�QHJDWLYH��LW�LPSOLHV�WKDW�WKH�FRPSDQ\�LV�LQFXUULQJ�ORVVHV�IRU�WD[�SXUSRVHV��7KHVH�ORVVHV�RQ�PDUJLQDO�LQYHVWPHQWV�KDYH�WR�EH�FODLPHG�DJDLQVW�LQFRPH�RQ�LQIUD�PDUJLQDO�LQYHVWPHQWV�LQ�RUGHU�WR�EH�HIIHFWLYHO\�XVHG��2WKHUZLVH��WKH�ORVVHV�ZLOO�EH�FDUULHG�IRUZDUG��IRU XS�WR���\HDUV�LQ�(J\SW���DQG�WKH�HIIHFWLYH�WD[�UDWH�ZLOO�QRW�EH�DV�ORZ�DV�WKDW�VKRZQ�LQ�7DEOH���
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7DEOH����(IIHFWLYH�7D[�5DWHV�RQ�&DSLWDO��$OWHUQDWLYH�6RXUFHV�RI�)LQDQFLQJ��� �����&RUSRUDWH�(IIHFWLYH�7D[�5DWHV 3HUVRQDO�(IIHFWLYH�7D[�5DWHV $JJUHJDWH�(IIHFWLYH�7D[�5DWHV0$18)$&785,1*$OO�'HEWD��,QWHUHVW�LQFRPH�H[HPSW�IURP�WD[HV ����� ��� �����E��,QWHUHVW�LQFRPH�QRW�H[HPSW�IURP�������WD[HV ����� ���� ���
$OO�5HWDLQHG�(DUQLQJV ���� ��� ����1HZ�(TXLW\�,VVXHVD��:LWK�SUH�SDLG�FDSLWDO�GHGXFWLRQVE��:LWKRXW�SUH�SDLG�FDSLWDO�GHGXFWLRQV ������� ������ �������
6(59,&(6$OO�'HEWD��,QWHUHVW�LQFRPH�H[HPSW�IURP�WD[HVE��,QWHUHVW�LQFRPH�QRW�H[HPSW�IURP�WD[HV

���������� ������� ���������
$OO�5HWDLQHG�(DUQLQJV ���� ��� ����1HZ�(TXLW\�,VVXHVD��:LWK�SUH�SDLG�FDSLWDO�GHGXFWLRQVE��:LWKRXW�SUH�SDLG�FDSLWDO�GHGXFWLRQV ������� ������ �������6RXUFH�:RUOG�%DQN���������7DEOH������S�����
:KHQ� LQWHUHVW� LV� WD[HG� DW� D� UDWH� RI� �� SHUFHQW� XQGHU� WKH�PRYDEOH� FDSLWDO� WD[�� WKH�(75� RQ� FDSLWDO� LV� ��� SHUFHQW� DQG� ���� SHUFHQW� IRU� PDQXIDFWXULQJ� DQG� VHUYLFHV��UHVSHFWLYHO\�� 7KH� (75� RQ� VDYLQJV� LV� SDUWLFXODUO\� KLJK� DW� �� SHUFHQW�� UHVXOWLQJ� IURP�SHUVRQDO�WD[HV�LPSRVHG�RQ�LQWHUHVW�LQFRPH�XQDGMXVWHG�IRU�LQIODWLRQ��3DUW�RI�WKH�LQWHUHVW�LQFRPH� SDLG� WR� WKH� OHQGHU� LQFOXGHV� FRPSHQVDWLRQ� IRU� WKH� HURVLRQ� LQ� WKH� SXUFKDVLQJ�SRZHU�RI�WKH�ERQG¶V�SULQFLSDO��$�WD[�RQ�LQWHUHVW�LQFRPH��XQDGMXVWHG�IRU��LQIODWLRQ�DQG�HTXDO�WR��� SHUFHQW��UHVXOWV�LQ�D�PXFK�KLJKHU�WD[�RQ�LQWHUHVW��DGMXVWHG�IRU�LQIODWLRQ��)RU�H[DPSOH�� LI� � WKH� UDWH� RI� LQWHUHVW� LV� �� SHUFHQW� DQG� LQIODWLRQ� LV� �� SHUFHQW�� WKHQ� WKH�LQWHUHVW�UDWH��XQDGMXVWHG�IRU�LQIODWLRQ�LV�� SHUFHQW��$��� SHUFHQW�WD[�RQ�QRPLQDO�LQWHUHVW���� SHUFHQW���LPSOLHV��DQ�HIIHFWLYH WD[��UDWH��RQ�UHDO��LQWHUHVW�FORVH��WR���� SHUFHQW�����[���� �����GLYLGHG�E\����
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7KHUH� VWLOO� UHPDLQV� D� WD[� EHQHILW� IURP� ILQDQFLQJ� FDSLWDO� ZLWK� GHEW� HYHQ� ZKHQ�LQWHUHVW� LV� WD[HG� DW� WKH� SHUVRQDO� OHYHO�� 7KHUH� DUH� WZR� UHDVRQV� IRU� WKLV�� )LUVW�� WKH�FRUSRUDWH� WD[� UDWH�� HVSHFLDOO\� IRU� VHUYLFHV�� LV� KLJKHU� WKDQ� WKH� SHUVRQDO� WD[� UDWH� RQ�PRYDEOH�FDSLWDO���� SHUFHQW���7KXV�� WKH�YDOXH�RI� LQWHUHVW�GHGXFWLRQV�IRU�WKH�FRPSDQ\�LV�KLJKHU�WKDQ�WKH�SHUVRQDO�WD[�RQ�LQWHUHVW��6HFRQG��LQ�WKH�SUHVHQFH�RI�LQIODWLRQ��WKH�WD[�YDOXH�RI�GHGXFWLQJ�LQWHUHVW��XQDGMXVWHG�IRU�LQIODWLRQ��LV�PRUH�YDOXDEOH�WR�WKH�ILUP�DW�LWV�KLJKHU� FRUSRUDWH� WD[� UDWH� WKDQ� WR� WKH� LQGLYLGXDO� ZKR� SD\V� WD[� RQ� QRPLQDO� LQWHUHVW�UHFHLSWV�
�LL�� 5HWDLQHG� HDUQLQJV� :KHQ� UHWDLQHG� HDUQLQJV� DUH� XVHG� WR� ILQDQFH� FDSLWDO�� WKHHIIHFWLYH� WD[� UDWH� RQ� FDSLWDO� LV� DSSUR[LPDWHO\� �� SHUFHQW� IRU� PDQXIDFWXULQJ� DQG��� SHUFHQW� IRU� VHUYLFHV�� ,QYHVWPHQWV� ILQDQFHG� E\� UHWDLQHG� HDUQLQJV� DUH� WD[HG� PXFK�KLJKHU� WKDQ�LQYHVWPHQWV�ILQDQFHG�E\�GHEW��$JDLQ�� WKH�SULPDU\�VRXUFH�RI�GLIIHUHQFH�LV�GXH�WR�WKH�GHGXFWLELOLW\�RI�LQWHUHVW�H[SHQVH��XQDGMXVWHG�IRU�LQIODWLRQ�
�LLL�� �1HZ�HTXLW\� ILQDQFLQJ� 7KH�GHGXFWLELOLW\�RI� WKH� LPSXWHG� ILQDQFLQJ� FRVW� RI� � SUH�SDLG�FDSLWDO��DFFRUGLQJ�WR�WKH�(J\SWLDQ�ODZ��KDV�D�FRQVLGHUDEOH�LPSDFW�RQ�WKH�HIIHFWLYH�WD[� UDWH� RI� FDSLWDO ILQDQFLQJ� E\� QHZ� LVVXHV�� 7KLV� GHGXFWLRQ� FDQ� EH� YLHZHG� DV� DQ�DOWHUQDWLYH� WR� GHGXFWLQJ� LQWHUHVW� H[SHQVH� RQ� GHEW�� 7KLV� PDNHV� WKH� (75� GURS� WR���� SHUFHQW� IRU�PDQXIDFWXULQJ� FRPSDUHG� WR� ���� SHUFHQW�ZLWKRXW� WKH� GHGXFWLRQ�� 7KH�GHGXFWLRQ� YLUWXDOO\� ZLSHV� RXW� WKH� FRUSRUDWH� WD[� RQ� HTXLW\� LQFRPH� ZKHQ� FDSLWDO� LV�ILQDQFHG�E\�QHZ�VKDUH�LVVXHV��$V�LQGLYLGXDOV�DUH�QRW�WD[HG�RQ�GLYLGHQGV�UHFHLYHG��WKHQ�WKH�SUH�SDLG�FDSLWDO�GHGXFWLRQ�VKHOWHUV�PDUJLQDO�LQYHVWPHQWV�ILQDQFHG�E\�HTXLW\�DW�WKH�FRUSRUDWH�OHYHO�7KXV�� WKH�FRUSRUDWH DQG�SHUVRQDO� WD[� V\VWHP� LQ�(J\SW� IDYRUV�GHEW� ILQDQFLQJ�VLQFH�LQWHUHVW� GHGXFWLRQV� HQDEOH� WKH� LQYHVWRU� WR� DYRLG� SD\LQJ� FRUSRUDWH� LQFRPH� WD[HV��$OWKRXJK� WKLV� FDQ� EH� VRPHZKDW� RIIVHW� E\� WD[LQJ� LQWHUHVW� DW� WKH� SHUVRQDO� OHYHO�� WKH�KLJKHU�FRUSRUDWH�WD[�UDWH�UHODWLYH�WR�SHUVRQDO�WD[�UHVXOWV�LQ�D�WD[�EHQHILW�WR�WKH�LQYHVWRU��1HZ�HTXLW\�ILQDQFLQJ�LV�HQFRXUDJHG�ZKHQ�FRPSDQLHV�FDQ�GHGXFW�WKH�LPSXWHG�FRVW�RI�SUH�SDLG�FDSLWDO��7KLV�GHGXFWLRQ��KRZHYHU�� LV�RQO\�DYDLODEOH� WR� MRLQW�VWRFN�FRPSDQLHV�DQG� LV�VRPHZKDW�RIIVHW�E\�WKH�VWDPS�GXW\�WKDW�DSSOLHV� WR�VKDUH�FDSLWDO�DW� WKH�WLPH�RI�LQFRUSRUDWLRQ��2QH�RI�WKH�LVVXHV�WR�EH�FRQVLGHUHG�LV�ZKHWKHU�DOO�IRUPV�RI�FDSLWDO�LQFRPH�VKRXOG�EH�UHOLHYHG� IURP� WD[DWLRQ�� 7KLV� FRXOG� EH� DFKLHYHG� LQ� RQH� RI� WZR� ZD\V�� 7KH� ILUVW� ZD\�ZRXOG�EH� WR�H[HPSW� WKH� UHWXUQ�RQ� VDYLQJV� IURP� WD[DWLRQ�XQGHU� WKH� LQFRPH� WD[��7KLV�
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FRXOG� EH� GRQH� E\� H[HPSWLQJ� LQWHUHVW�� GLYLGHQGV� DQG� FDSLWDO� JDLQV� DOO� WRJHWKHU� DQG�HOLPLQDWLQJ� VWDPS� GXWLHV�� $OWHUQDWLYHO\�� WKH� JRYHUQPHQW� FRXOG� VKLIW� IURP� FROOHFWLQJ�WD[HV� RQ� LQFRPH� WR� WD[LQJ� FRQVXPSWLRQ� �L�H��� UHGXFH� LQFRPH� WD[� UDWHV� LQ� IDYRU� RI�LQFUHDVHG�9$7�UDWHV���%RWK�SROLFLHV�ZRXOG�UHGXFH�WKH�GLVWRUWLRQV�LPSRVHG�E\�WKH�WD[�V\VWHP�RQ�GLIIHUHQW�VRXUFHV�RI�ILQDQFLQJ��ZKLOH�DW�WKH�VDPH�WLPH�UHGXFLQJ�WKH�WD[�UDWH�RQ�VDYLQJV�
7D[DWLRQ�DQG�&KRLFH�RI�2UJDQL]DWLRQDO�)RUP&XUUHQW�(J\SWLDQ�WD[�ODZ�VKDUSO\�GLVFULPLQDWHV�DPRQJ�GLIIHUHQW�W\SHV�RI�LQYHVWPHQWV��QRW�RQO\�E\�VHFWRU�DQG�WKH�W\SH�RI�ILQDQFLQJ��EXW�DOVR�DPRQJ�LQYHVWPHQWV�DFFRUGLQJ�WR�WKHLU� RUJDQL]DWLRQDO� IRUP�� &RUSRUDWLRQV�� HVSHFLDOO\� MRLQW�VWRFN� FRPSDQLHV�� DUH� WD[HG�UHODWLYHO\�OLJKWO\�LQ�FRPSDULVRQ�ZLWK�QRQ�FRUSRUDWH�IRUPV�RI�EXVLQHVVHV��H[FHSW�ZKHQ�ILQDQFHG�E\�UHWDLQHG�HDUQLQJV�DV�QRWHG�LQ�7DEOH����7KH�WD[�SURYLVLRQV�LQ�WKH�(J\SWLDQ�ODZ�WKDW�IDYRU�MRLQW�VWRFN�FRPSDQLHV�RYHU�RWKHU�IRUPV�RI� RUJDQL]DWLRQ�LQFOXGH�x -RLQW�VWRFN�FRPSDQLHV�PD\�GHGXFW�WKH�LPSXWHG�FRVW�RI�SDLG�XS�FDSLWDO�ILQDQFLQJ�xx -RLQW�VWRFN�FRPSDQLHV�KDYH�ORZHU�DQQXDO�VWDPS�GXWLHV�RQ�VKDUH�FDSLWDO�FRPSDUHG�WR�RWKHU�EXVLQHVVHV�xx -RLQW�VWRFN� FRPSDQLHV�� OLPLWHG�OLDELOLW\� FRPSDQLHV� DQG� SDUWQHUVKLSV� OLPLWHG� E\�VKDUHV� DUH� WD[HG� DW� WKH� UDWH� RI� �� SHUFHQW� RU� �� SHUFHQW� IRU�PDQXIDFWXULQJ�� 6ROH�SURSULHWRUVKLS� DQG� JHQHUDO� DQG� RWKHU� SDUWQHUVKLSV� DUH� WD[HG� DW� D� UDWH� DV� KLJK� DV���� SHUFHQW� RQ� FRPPHUFLDO� DQG� LQGXVWULDO� SURILWV�ZKHQ� LQFRPH� LV� DERYH� D� FHUWDLQ�OHYHO��5HFHQWO\��WKH�WRS�UDWH�ZDV�UHGXFHG�WR��� SHUFHQW�xx -RLQW�VWRFN� FRPSDQLHV� RQO\� SD\� WD[� RQ� �� SHUFHQW� RI� GLYLGHQGV� UHFHLYHG� IURP�RWKHU� FRPSDQLHV�� ZKLOH� RWKHU� W\SHV� RI� FRPSDQLHV� DQG� EXVLQHVVHV� DUH� WD[HG� RQ���� SHUFHQW�RI�GLYLGHQGV�UHFHLYHG�xx 2QO\� D� MRLQW�VWRFN� FRPSDQ\� FDQ� FODLP� D� ILYH�\HDU� WD[� KROLGD\� LI� LW� KDV� ���HPSOR\HHV�RU�PRUH�$V� QRWHG� SUHYLRXVO\�� WKH� RQO\� SULYLOHJH� QRQ�FRUSRUDWH� EXVLQHVVHV� KDYH� WKDW� LV�XQDYDLODEOH� WR� MRLQW�VWRFN� FRPSDQLHV� LV� LQ� WKH� DUHD� RI� ORVV� WUHDWPHQW�� $Q\� ORVVHV�LQFXUUHG�E\�D�QRQ�FRUSRUDWH�EXVLQHVV�FDQ�EH�RIIVHW�E\�RWKHU�VRXUFHV�RI�LQFRPH�XQGHU�WKH�XQLILHG�WD[�ZKLOH�MRLQW�VWRFN�FRPSDQLHV�FDQ�RQO\�FDUU\�WKHLU�ORVVHV�IRUZDUG�IRU�XS�WR�ILYH�\HDUV�
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$W� WKLV� SRLQW� LW� LV� QHFHVVDU\� WR� SRLQW� RXW� WKDW�PDQ\� RI� WKH� ILQDQFLDO� DQG EXVLQHVV�DUUDQJHPHQWV� IDYRUHG� E\� WKH� WD[� ODZ� DUH� QRW� WKH� RQHV� WKDW� DUH� ZLGHO\� DGRSWHG� LQ�(J\SW��)RU�H[DPSOH��SXEOLFO\�OLVWHG�FRUSRUDWLRQV�DUH�QRW�WKH�SULPDU\�IRUP�RI�EXVLQHVV�DFWLYLW\�� 0RUHRYHU�� QRQ�FRUSRUDWH� ILUPV� SOD\� DQ� LPSRUWDQW� UROH� LQ� WKH� HFRQRP\�� LQ�VSLWH� RI� WKHLU� WD[� GLVDGYDQWDJHV�� ,W� DSSHDUV� WKDW� WKHVH� FKDUDFWHULVWLFV� RI� WKH� EXVLQHVV�VHFWRU�UHIOHFW�YDULRXV�UHJXODWLRQV�WKDW�DUH�RXWVLGH�WKH�VFRSH�RI�WKH�WD[�V\VWHP�1HHGOHVV�WR�VD\��WKLV�WD[�ELDV�DJDLQVW�QRQ�FRUSRUDWH�ILUPV�DQG�VPDOOHU�FRUSRUDWLRQV�LV� D� VKDUS� GLVFRXUDJHPHQW� WR� PDUNHW� HQWU\²D� PDMRU� VRXUFH� RI� LQQRYDWLRQ� DQG�SRWHQWLDO�FRPSHWLWLRQ�LQ�PRVW�FRXQWULHV�7KH�PDLQ�FRQFOXVLRQ�WR�EH�GUDZQ�IURP�WKLV�GLVFXVVLRQ�LV�WKDW�WKH�(J\SWLDQ�WD[�ODZ�FRQWDLQV� VRPH�VHULRXV� LQYHVWPHQW�GLVWRUWLRQV�� ,Q�DGGLWLRQ�� WKH� IDLOXUH� WR�DOORZ�µLQSXW�FUHGLWLQJ¶� XQGHU� WKH� VDOHV� WD[� IRU� SXUFKDVHV� RI� FDSLWDO� JRRGV� FUHDWHV� D� IXUWKHU�LQYHVWPHQW� ELDV�� ,Q� WKH� ILUVW� SODFH�� WKLV� SUDFWLFH� DFWV� DV� D� VLJQLILFDQW� GHWHUUHQW� WR�LQYHVWPHQW�DV�LW�UDLVHV�WKH�0(75�RQ�PRVW�LQYHVWPHQW��GHSHQGLQJ RQ�FDSLWDO�LQWHQVLW\��0RUHRYHU��LW�FUHDWHV�D�ELDV�DJDLQVW�LQYHVWPHQW�LQ�VHFWRUV��LQGXVWULHV�DQG�ILUPV�WKDW�DUH�E\�QDWXUH�FDSLWDO�LQWHQVLYH��7KH�IXUWKHU�LPSRVLWLRQ�RI�FXVWRPV�GXWLHV�RQ�FDSLWDO�JRRGV�RQO\�FRPSRXQGV� WKH�SUREOHP��7KH�QH[W�VHFWLRQ�H[DPLQHV�WD[ KROLGD\V�DQG�KRZ�WKH\�DGG�WR�WKLV�SDWWHUQ�RI�WD[�LQGXFHG�GLVFULPLQDWLRQ�DPRQJ�GLIIHUHQW�LQYHVWPHQWV��
7D[�+ROLGD\V�DQG�,QYHVWPHQW�'LVWRUWLRQV�LQ�(J\SW7KH� WD[�KROLGD\� LV� WKH�SULQFLSDO� IRUP�RI�FRUSRUDWH� WD[� LQFHQWLYH�FXUUHQWO\�DSSOLHG� LQ�(J\SW�� $V� PHQWLRQHG� SUHYLRXVO\�� WD[� LQFHQWLYHV� DUH� ZLGHO\� XVHG� E\� GHYHORSHG� DQG�GHYHORSLQJ� FRXQWULHV� DOLNH� WR� IRVWHU� LQGXVWULDO� DQG� WHFKQRORJLFDO� GHYHORSPHQW�� ,Q�SULQFLSOH��LI�WD[�LQFHQWLYH�SURJUDPV�DUH�WR�FRQWULEXWH�WR�D�FRXQWU\¶V�HFRQRPLF�ZHOIDUH��WKH� EHQHILWV� VKRXOG� H[FHHG� WKH� FRVWV��� 1HYHUWKHOHVV�� WKH� EHQHILWV� DQG� FRVWV� RI� WKHVH�SURJUDP�DUH�GLIILFXOW�WR�PHDVXUH��LQ�ODUJH�SDUW�EHFDXVH�WKH�HIILFDF\�RI�WKHVH�SURJUDPV�LQ� LQGXFLQJ� QHZ� LQYHVWPHQW� LV� XQNQRZQ�� ,Q� (J\SW�� KRZHYHU�� LW� LV� D� FRPPRQ�DVVXPSWLRQ� WKDW� DQ\� LQFHQWLYH� SURJUDPV�ZLOO� KDYH� VRFLDO� EHQHILWV� WKDW� RXWZHLJK� WKH�VRFLDO�FRVWV��5HFRJQL]LQJ�WKDW�WD[�LQFHQWLYHV�DUH�KHUH�WR�VWD\��LW�EHFRPHV�LPSRUWDQW�WR�H[DPLQH� DOWHUQDWLYH� LQFHQWLYH�PHFKDQLVPV� DQG� WR� FRPSDUH� WKHLU� UHODWLYH�PHULWV�ZLWK�WKDW� RI� WKH� WD[�KROLGD\��ZKLFK� LV� WKH� DSSOLHG� VFKHPH� LQ�(J\SW� �6HFWLRQ�����)LUVW�� WKH�
�� $� SXUH� FDVH�� RU� µILUVW� EHVW� VFHQDULR�¶� RI� WD[� LQFHQWLYHV� �RU� VXEVLGLHV��� H[LVWV�ZKHQHYHU� H[WHUQDO� HFRQRPLHV� DUH�SUHVHQW�� WKDW� LV� ZKHQ�� XQGHU� D� IUHH� PDUNHW� DUUDQJHPHQW�� WKH� PDUJLQDO� VRFLDO� EHQHILW� RI� DQ� DFLWYLW\� H[FHHGV� WKH�PDUJLQDO� VRFLDO� FRVW�� 7KH� IDLOXUH� RI� WKH� µLQYLVLEOH� KDQG¶� WR� UHDFK� WKH�PD[LPL]DWLRQ� RI� VRFLDO�ZHOIDUH� FDOOV� IRU� D�µ3LJRYLDQ� WD[� LQFHQWLYH¶� WR� VXEVLGL]H� VXFK� DQ� DFWLYLW\��$Q� LPSXUH� FDVH�� RU� µVHFRQG�EHVW¶�� DULVHV�ZKHQ� HFRQRPLF�
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DQDO\VLV� FRQVLGHUV� VRPH� RI� WKH� PRVW� VHULRXV� HFRQRPLF� GLVWRUWLRQV� LQGXFHG� E\� WKH�FXUUHQW�WD[�KROLGD\�UHJLPH��
0(75V RQ�7D[�+ROLGD\�,QYHVWPHQWV8QGHU�D�WD[�KROLGD\��WKH�TXDOLI\LQJ�FRPSDQ\��XVXDOO\�D�QHZ�FRPSDQ\��LV�H[HPSW�IURP�SD\LQJ� WD[HV� IRU� VHYHUDO� \HDUV�� 2QFH� WKH� KROLGD\� LV� RYHU�� WKH� ILUP� EHJLQV� SD\LQJ�FRUSRUDWH� LQFRPH� WD[HV�� 7KXV�� ZKHQ� D� ILUP� LQYHVWV� LQ� ORQJ�OLYHG� DVVHWV�� VXFK� DV�VWUXFWXUH�� WKH� JRYHUQPHQW� WD[HV� WKH� LQFRPH� DIWHU� WKH� KROLGD\� LV� RYHU�� DQG� WKLV� FDQ�HIIHFW� WKH� FRVW� RI� FDSLWDO� GXULQJ� WKH� KROLGD\�� $V� 0LQW]� ������� VKRZV�� WKH� KROLGD\�LQYHVWPHQW�ZLOO�EHDU� WD[HV�LI� WKH�WD[�GHSUHFLDWLRQ�DOORZDQFHV�DIWHU� WKH�KROLGD\�DUH�RI�OHVV� YDOXH� WKDQ� WKH� HFRQRPLF� GHSUHFLDWLRQ� FRVW� �0LQW]� ������ SS�� ���������7KLV�ZLOO�KDSSHQ� ZKHQ� WD[� GHSUHFLDWLRQ� DOORZDQFHV� DUH� QRW� LQGH[HG� IRU� LQIODWLRQ�� VR� WKH� UHDO�YDOXH�DIWHU�WKH�KROLGD\�LV�HURGHG�E\�LQIODWLRQ��RU�ZKHQ�JRYHUQPHQWV�SURYLGH�IDVW�ZULWH�RIIV�� )RU� H[DPSOH�� ZLWK� D� FDVK�IORZ� WD[� D� FRPSDQ\� ORVHV� WKH� YDOXH� RI� H[SHQVLQJ�GXULQJ� WKH� KROLGD\� DQG�ZLOO� SD\� WD[HV� RQ� LQFRPH� JHQHUDWHG� E\� KROLGD\� LQYHVWPHQWV�ZKHQ� WKH� KROLGD\� LV� FRPSOHWH�� ,Q� VRPH� FLUFXPVWDQFHV�� KROLGD\� LQYHVWPHQWV� FDQ� EH�WD[HG�PRUH� KLJKO\� WKDQ� QRUPDO� LQYHVWPHQWV� LI� LQIODWLRQ�RU� WD[�GHSUHFLDWLRQ� UDWHV� DUH�VXIILFLHQWO\� KLJK� WKDW� WKH� ILUP¶V� UHDO� YDOXH� RI� WD[� GHSUHFLDWLRQ� DIWHU� WKH� KROLGD\� LV�LQVLJQLILFDQW�7KXV��PDUJLQDO� HIIHFWLYH� WD[� UDWHV� RQ� µWD[� KROLGD\� LQYHVWPHQWV¶� DUH� QRW� QRUPDOO\�]HUR��DV�RQH�PLJKW�EHOLHYH��2Q�RQH�KDQG��D�]HUR�UDWH�ZRXOG�RQO\�RFFXU� LI� WKH�FDSLWDO�DVVHWV�ZHUH�HQWLUHO\�XVHG�XS�EHIRUH�WKH�HQG�RI� WKH�WD[�KROLGD\��,Q�DGGLWLRQ�� LQ�(J\SW��WD[� KROLGD\� ILUPV� RSHUDWLQJ� RXWVLGH� IUHH� ]RQHV� DUH� VXEMHFW� WR� SURSHUW\� WD[HV� DQG� WKH�EXUGHQ� RI� VDOHV� WD[� DQG� FXVWRPV� GXW\� LV� LPSRVHG� RQ� WKHLU� SXUFKDVHV� RI� FDSLWDO�HTXLSPHQW��7KLV�PDNHV� WKH�0(75V� IRU� WD[�KROLGD\� LQYHVWPHQWV�SRVLWLYH� UDWKHU� WKDQ�]HUR�� 2Q� WKH� RWKHU� KDQG�� LI� D� ILUP� ZLWK� D� WD[� KROLGD\� PDQLSXODWHV� DQG� WDNHV� IXOO�DGYDQWDJH� RI� LWV� WUDQVIHU� SULFLQJ� RSSRUWXQLWLHV�� WKH�0(75� RQ� KROLGD\� LQYHVWPHQW� LV�OLNHO\� WR� EH� QHJDWLYH�� ,Q� WKLV� FDVH�� HYHQ� LI� LW� ZHUH� GHVLUDEOH� WR� WDUJHW� WKH� KROLGD\�LQFHQWLYH�WR�D�SDUWLFXODU�DFWLYLW\��LW�ZRXOG�QRW�EH�SRVVLEOH�WR�GR�VR��DV�WUDQVIHU�SULFLQJ�ZLOO�GLIIXVH�WKH�EHQHILWV�RI�WKH�KROLGD\�WR�RWKHU�DFWLYLWLHV��7KLV�SRLQW�ZLOO�EH�DGGUHVVHG�DJDLQ�ODWHU�

SROLF\� LQ� JHQHUDO�� RU� WD[� SROLF\� LQ� SDUWLFXODU�� LV� GLVWRUWLYH�� ,Q� ERWK� FDVHV�� WKH� XVH� RI� WD[� LQFHQWLYHV� FDQ� EH�HFRQRPLFDOO\�HIILFLHQW��6HH�%DWRU���������SS����������
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$FFRUGLQJ� WR� WKH�(J\SWLDQ� ODZ�� WD[�KROLGD\V�FDQ�YDU\� LQ� OHQJWK��7DEOH���SURYLGHV�HVWLPDWHV�IRU�������� DQG����\HDU�KROLGD\V��DVVXPLQJ�WKDW�WKH�LQYHVWPHQW�WDNHV�SODFH�LQ�WKH� ILUVW�SHULRG�RI� WKH�KROLGD\��)RU�FRPSDULVRQ�� WKH� WDEOH�DOVR�SURYLGHV�HVWLPDWHV IRU�WKH�HIIHFWLYH�FRUSRUDWH�WD[�UDWHV�IRU�KROLGD\�LQYHVWPHQWV�PDGH�SULRU�WR�WKH�HQG�RI�WKH�KROLGD\�SHULRG�
7DEOH�����&RUSRUDWH�(IIHFWLYH�7D[�5DWHV��'RPHVWLF�(J\SWLDQ�)LUPV���������������������������������SHUFHQW�0DQXIDFWXULQJ 6HUYLFHV7D[�+ROLGD\�&DVH 7D[�+ROLGD\�&DVH%DVH�&DVH ��\U ��\UV ���\UV ���\UV %DVH�&DVH ��\U ��\UV ���\UV ���\UV
0DFK� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����%OGJ� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����,QY� ���� ��� ��� ��� ��� ���� ��� ��� ��� ���/DQG ����� ��� ��� ��� ��� ����� ��� ��� ��� ���7RWDO ���� ���� ���� ���� ���� ���� ���� ���� ���� ����1RWH��WKH�DEEUHYLDWLRQV�0DFK���%OGJ��DQG�,QY��VWDQG�IRU�0DFKLQHU\��%XLOGLQJ�DQG�,QYHQWRULHV��UHVSHFWLYHO\�6RXUFH�:RUOG�%DQN���������7DEOH������S����$V� FDQ� EH� VHHQ� IURP� 7DEOH� ��� WKRXJK� WD[� KROLGD\V� VWLOO� IDYRU� LQYHVWPHQWV� LQ�PDQXIDFWXULQJ� RYHU� LQYHVWPHQWV� LQ� VHUYLFHV�� DV� LQ� WKH� QRQ�KROLGD\� FDVH�� WD[� KROLGD\�LQYHVWPHQWV� UHVXOW� LQ� ORZHU� HIIHFWLYH� WD[� UDWHV� IRU� ERWK� DFWLYLWLHV�� H[FHSW� IRU�LQYHVWPHQWV�PDGH�WRZDUGV�WKH�HQG�RI�WKH�KROLGD\��0RUHRYHU��WD[�KROLGD\V�GLVFULPLQDWH�DJDLQVW�LQYHVWPHQWV�LQ�GHSUHFLDEOH�DVVHWV�WKDW�KDYH�D�ORQJHU�OLIH�WKDQ�VKRUW�WHUP�DVVHWV��VXFK� DV� LQYHQWRULHV�� DV�SUHYLRXVO\�GLVFXVVHG��7KH�HIIHFWLYH� WD[� UDWH�RQ� LQYHQWRULHV� LV�]HUR��ZKLOH� WKDW� RQ�PDFKLQHU\� DQG�EXLOGLQJV� LV� SRVLWLYH��&OHDUO\�� GLVFRXUDJLQJ� ORQJ�WHUP�LQYHVWPHQWV�FRXOG�KXUW�WKH�HFRQRP\�GHHSO\�7KH� HIIHFWLYH� WD[� UDWHV� DUH� DOVR� ORZHU� WKH� ORQJHU� WKH� KROLGD\� SHULRG�� ,Q� IDFW�� WKH�HIIHFWLYH� WD[� RQ� FDSLWDO� IRU� FRPSDQLHV� HQMR\LQJ� WD[� KROLGD\V� LV� KLJKHVW� LQ� WKH� \HDU�SULRU�WR�WKH�HQG�RI�WKH�KROLGD\��,Q�WKH�\HDU�MXVW�SULRU�WR�WKH�HQG�RI�WKH�KROLGD\�ZKHQ�WKH�LQYHVWPHQW� LV� XQGHUWDNHQ�� WD[� GHGXFWLRQV� KDYH� QR� YDOXH� WR� WKH� ILUP� �H�J��� WKH� LQLWLDO�DOORZDQFH� IRU�PDFKLQHU\�� DQQXDO� GHSUHFLDWLRQ� DOORZDQFHV�� LQWHUHVW� GHGXFWLRQV��� HYHQ�WKRXJK�WKH�DVVHW�ZLOO�JHQHUDWH�LQFRPH�DIWHU�WKH�KROLGD\�SHULRG�7KXV� LQ� FHUWDLQ� FLUFXPVWDQFHV�� DV� SUHYLRXVO\� QRWHG�� WD[� KROLGD\V� FDQ� UHVXOW� LQ�KLJKHU� HIIHFWLYH� WD[� UDWHV� RQ� FDSLWDO� FRPSDUHG� WR� WKH� FDVH� RI� QR� WD[� KROLGD\�� )RU�LQVWDQFH��ODQG�LQYHVWPHQWV�DUH�OHVV�KLJKO\�WD[HG�XQGHU�WKH�QRQ�KROLGD\�FDVH�EHFDXVH�RI�WKH� GHGXFWLELOLW\� RI� LQWHUHVW� FRVWV�� XQDGMXVWHG� IRU� LQIODWLRQ�� $OVR�� LQ� WKH� FDVH� RI� WKH�



(&(6�:3���6DPDORXW\�����

��

LQYHVWPHQW�ZLWK�D�RQH�\HDU�KROLGD\�� WKH�HIIHFWLYH�WD[�UDWH� LV�KLJKHU��VLQFH�GHGXFWLRQV�IRU� GHSUHFLDWLRQ� DQG� LQWHUHVW� H[SHQVH� SULRU� WR� WKH� HQG� RI� WKH� KROLGD\� DUH� ORVW� WR� WKH�ILUP�7KH� DERYH� HVWLPDWHV� RI� WKH� HIIHFWLYH� WD[� UDWHV� IRU� WD[� KROLGD\V� DQG� RWKHU�LQYHVWPHQWV� GR� QRW� LQFOXGH� WKH� SRVVLEOH� WD[� SODQQLQJ� DGYDQWDJHV� DYDLODEOH� WR�FRPSDQLHV�WKDW�KDYH�ERWK�W\SHV�RI�LQYHVWPHQWV��6XFK�WD[�SODQQLQJ�RSSRUWXQLWLHV�FRXOG�DIIHFW� WKH� DFWXDO� WD[� EXUGHQ� IRU� ERWK� W\SHV� RI� LQYHVWPHQWV� DQG� FRQVHTXHQWO\�� GLVWRUW�LQYHVWPHQW� DQG� ILQDQFLQJ� GHFLVLRQV�� )XUWKHUPRUH�� WKH\� FRXOG� DIIHFW� JRYHUQPHQW�UHYHQXHV��7KHVH�LVVXHV�ZLOO�EH�HODERUDWHG�QH[W�
(IIHFWV�RI�7D[�+ROLGD\V�RQ�,QFHQWLYHV�WR�,QYHVW��)XUWKHU�&RQVLGHUDWLRQ7D[� LQFHQWLYHV�� LQFOXGLQJ� WD[� KROLGD\V�� H[LVW� ZRUOGZLGH��$QG� HYHQ� WKRXJK�PDQ\� RI�WKHP� PD\� KDYH� OLWWOH� MXVWLILFDWLRQ� LQ� D� ILUVW� RU� VHFRQG�EHVW� ZRUOG�� WKH\� DUH� DQ�HQWUHQFKHG�PHFKDQLVP��� ,W�LV��WKHUHIRUH��ZRUWKZKLOH�WR�FRQWLQXH�GRFXPHQWLQJ�VRPH�RI�WKH�PDMRU�SURV�DQG�FRQV�RI�WD[�KROLGD\V��DV�DQ�LQFHQWLYH�LQVWUXPHQW��,Q�(J\SW��WKH�WD[�KROLGD\�KDV�VHYHUDO�VHULRXV�GUDZEDFNV���2Q�RQH�KDQG��WD[�KROLGD\V��E\�QDWXUH��FRQIHU�QR�EHQHILWV�RQ�ORVV�PDNLQJ�ILUPV�WKDW�DUH�DSW� WR�EH�QHZ�DQG�VWUXJJOLQJ�EXVLQHVV�YHQWXUHV��2Q�WKH�RWKHU�KDQG��KROLGD\V�ZLOO�EH� RI� SDUWLFXODU� EHQHILW� WR� KLJKO\�SURILWDEOH� ILUPV� WKDW�� PRVW� SUREDEO\�� ZRXOG� KDYH�PDGH� WKHLU� LQYHVWPHQWV� LQ� WKH� DEVHQFH�RI� D�KROLGD\�� ,Q� WKLV�FDVH�� WKH�KROLGD\�KDV�QR�HIIHFWLYHQHVV� DQG� UHYHQXHV� DUH� IRUHJRQH� QHHGOHVVO\�� (YLGHQFH� LQGLFDWHV� WKDW� PRVW�FRPSDQLHV� UHFHLYLQJ� WD[�KROLGD\V�LQ�(J\SW�DUH�KLJKO\�SURILWDEOH�PDQXIDFWXULQJ�ILUPV
�7DEOH���LQ�$SSHQGL[�&���$V�DGPLQLVWHUHG�LQ�(J\SW��WD[�KROLGD\V�WHQG�WR�IDYRU�H[LVWLQJ�ILUPV�RYHU�QHZ�RQHV��VLQFH� WD[� KROLGD\V� DXWRPDWLFDOO\� RSHQ� XS� LQYLWLQJ� RSSRUWXQLWLHV� IRU� WD[� SODQQLQJ� E\�H[LVWLQJ�ILUPV��,I�DQ�H[LVWLQJ�ILUP�FUHDWHV�D�QHZ�VXEVLGLDU\�WKDW�TXDOLILHV�IRU�D�KROLGD\�LW�FDQ HDVLO\�WUDQVIHU�WD[DEOH�SURILWV�WR�WKH�H[HPSW�VXEVLGLDU\�DQG�VKLIW�GHGXFWLEOH�FRVWV�WR�WKH�WD[DEOH�SDUHQW�ILUP��7KH�SUREOHP�ZLWK�IDYRULQJ�H[LVWLQJ�ILUPV�RYHU�QHZ�RQHV�LV�VXSSUHVVLQJ� FRPSHWLWLYH� SUHVVXUHV� DQG� GLVFRXUDJLQJ� LQQRYDWLYH� HQHUJLHV�RIWHQ� IRXQG�LQ QHZ�ILUPV�7KH� WD[� KROLGD\� LV� DOVR� D� GLIILFXOW� LQFHQWLYH� WR� WDUJHW�� 6LQFH� VXFK� WD[� SODQQLQJ�RSSRUWXQLWLHV�DUH�DYDLODEOH�WR�GRPHVWLF�LQYHVWRUV�ZKR�KDYH�ERWK�W\SHV�RI�FRPSDQLHV²
�� 6HH�IRRWQRWH������ )RU�D�GHWDLOHG�WKHRUHWLFDO�UHYLHZ RI�WKH�DGYDQWDJHV�DQG�GLVDGYDQWDJHV�RI�WD[�KROLGD\��VHH�0LQW]�DQG�7VLRSRORXORV���������S������
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WD[�KROLGD\�FRPSDQLHV�DQG�WD[�SD\LQJ�FRPSDQLHV²DV�ZHOO�DV�WR�IRUHLJQ�LQYHVWRUV�ZKR�FDQ�DOZD\V�VKLIW�WD[DEOH�LQFRPH�IURP�RQH�DFWLYLW\�WR�DQRWKHU�DQG�IURP�RQH�FRXQWU\�WR�DQRWKHU��6R�� HYHQ� LI� LW�ZHUH�GHVLUDEOH� WR� WDUJHW� WD[�KROLGD\� LQFHQWLYHV� WR� D�SDUWLFXODU�DFWLYLW\� RU� FRXQWU\�� LW� ZRXOG� EH� LPSRVVLEOH� WR� GR� VR�� EHFDXVH� WUDQVIHU� SULFLQJ��ILQDQFLQJ�DQG�RWKHU�WD[�DUELWUDJH�WHFKQLTXHV�ZLOO�GLIIXVH�WKH�EHQHILW�RI�WKH�WD[�KROLGD\�WR�RWKHU�DFWLYLWLHV�RU�FRXQWULHV�$QRWKHU� GUDZEDFN� RI� WD[� KROLGD\V� LV� WKDW� RQFH� JUDQWHG�� WKH\� WHQG� WR� EH� VHOI�SHUSHWXDWLQJ�� ,I� WKH\� DUH� GLVFRQWLQXHG� DIWHU� WKH� GHVLJQDWHG� SHULRG�� WKH\� FUHDWH�FRPSHWLWLYH�GLVWRUWLRQV�EHWZHHQ�ILUPV�WKDW�QR�ORQJHU�HQMR\�WD[�KROLGD\V�DQG�WKRVH�VWLOO�HQMR\LQJ� WD[�KROLGD\V��&RPSDQ\� WXUQRYHU� LV�DQRWKHU�FRPSOH[LW\��$�FRPSDQ\�FDQ� WU\�WR�OHQJWKHQ�LWV�KROLGD\�WHUP�E\�FORVLQJ�GRZQ�LQ�RQH�ORFDWLRQ�DQG UHVWDUWLQJ��XQGHU�WKH�JXLVH� RI� QHZ� RZQHUVKLS�� LQ� DQRWKHU� ORFDWLRQ�� $OWKRXJK� WD[� DXWKRULWLHV� WU\� WR� JXDUG�DJDLQVW�VXFK�DEXVHV��LW�LV�GLIILFXOW�WR�HQWLUHO\�HOLPLQDWH�WKHP�8OWLPDWHO\��WD[�KROLGD\V�OHDG�WR�FRQVLGHUDEOH�HURVLRQ�RI�JRYHUQPHQW�UHYHQXH��7ZR�LQGHSHQGHQW�HVWLPDWHV�RI�WKH�UHYHQXH�ORVVHV�DVVRFLDWHG�ZLWK�WD[�KROLGD\V�FRQILUP�WKDW�WKLV�NLQG�RI�WD[�LQFHQWLYH�LV�FRVWO\�LQ�WHUPV�RI�IRUHJRQH�UHYHQXH��$�VLPXODWLRQ�RI�WKH�%DUHQWV� FRUSRUDWH� WD[�PRGHO� IRU� (J\SW� �������� VXJJHVWV� WKDW� DERXW� �(���� ELOOLRQ� RI����� FRUSRUDWH� WD[� UHYHQXH�ZDV� VDFULILFHG� LQ� JUDQWLQJ� WD[� KROLGD\V�� 7KLV� UHSUHVHQWV�DERXW� KDOI� RI� WKH� SRWHQWLDO� \LHOG� IURP� WKH� FRUSRUDWH� WD[�� 7KLV� LV� D� JURVV� HVWLPDWH�EHFDXVH� LW� DVVXPHV� WKDW� DOO� RI� WKH� KROLGD\�UHODWHG� LQYHVWPHQWV� ZRXOG� KDYH� JRQH�IRUZDUG�LQ� WKH DEVHQFH�RI�DQ\�WD[�KROLGD\��,I�LW� LV�LQVWHDG�DVVXPHG�WKDW��� SHUFHQW�RI�WRWDO� LQYHVWPHQW�ZRXOG�QRW�KDYH�RFFXUUHG�ZLWKRXW� WKH� VWLPXOXV�RI�D� WD[�KROLGD\�� WKH�UHYHQXH�ORVV�ZRXOG�GURS�WR��(����ELOOLRQ��VLQFH�QR�UHYHQXH�ZRXOG�EH�FROOHFWHG�IURP�DQ�LQYHVWPHQW�GLVFRXUDJHG�E\�WKH�DEVHQFH�RI�D�WD[�KROLGD\� $Q�LQGHSHQGHQW�HVWLPDWH�E\� WKH� ,QWHUQDWLRQDO�0RQHWDU\� )XQG� ������� RI� WKH� ORVW� UHYHQXH� DVVRFLDWHG� ZLWK� WD[�KROLGD\V�GUDZV�D�VLPLODU�FRQFOXVLRQ��%DVHG�RQ�D���������VDPSOH��WKH�VWXG\�IRXQG�WKDW�DQ� DGGLWLRQDO� �(���� ELOOLRQ� RI� FRUSRUDWH� WD[� UHYHQXH� ZRXOG� KDYH� EHHQ� SDLG� LI� WKH�JRYHUQPHQW�GLG�QRW�JUDQW�KROLGD\V��7KLV�ORVV�UHSUHVHQWV����SHUFHQW�RI�WKH�WRWDO�DPRXQW�RI�FRUSRUDWH�WD[�UHYHQXH�WKDW�ZRXOG�KDYH�EHHQ�SDLG�LI�QR�KROLGD\V�ZHUH�JUDQWHG��7KLV�LV�DJDLQ��D�JURVV�HVWLPDWH��VLQFH� LW�PDNHV�QR�DOORZDQFH�IRU� WKH�DGGLWLRQDO� LQYHVWPHQW�WKDW� PD\� KDYH� EHHQ� HOLFLWHG� E\� WKH� SUHVHQFH� RI� KROLGD\V� DQG� VKRXOG� WKHUHIRUH� EH�FRQVLGHUHG� DQ� XSSHU� HVWLPDWH� RI� WKH� UHYHQXH� ORVV�� 6HHQ� IURP� DQRWKHU� DQJOH�� WKH�HVWLPDWHG� UHYHQXH� ORVV� GXH� WR� WD[� KROLGD\V� UHSUHVHQWV� DERXW� �� SHUFHQW� RI� WRWDO� WD[�UHYHQXH�
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2QH� SHFXOLDULW\� RI� WKH� (J\SWLDQ� LQFHQWLYH� V\VWHP� LV� WKDW� D� ODUJH� QXPEHU� RI� WD[�KROLGD\V� KDYH� EHHQ� H[WHQGHG� WR� VWDWH�RZQHG� HQWHUSULVHV�� 6LQFH� WKH� LQYHVWPHQW�GHFLVLRQV� RI� WKHVH� HQWHUSULVHV� DUH� XQGHU� JRYHUQPHQW� FRQWURO� DQG� GLUHFWLRQ�� LW� LV� QRW�FOHDU�ZK\�WKHVH�HQWHUSULVHV�QHHG�WKH�EHQHILW�RI�KROLGD\V�WR�XQGHUWDNH�WKHLU�LQYHVWPHQW�DFWLYLWLHV� 7DEOH� ��� VKRZV� WKH� GLVWULEXWLRQ� RI� WD[� KROLGD\V� JUDQWHG� XQGHU� /DZ����������E\�*$),��,W�LQGLFDWHV�WKDW�RYHU�KDOI�RI� WKH�WD[�KROLGD\V�DZDUGHG�KDYH�JRQH�WR�VWDWH�RZQHG�HQWHUSULVHV��
7DEOH������'LVWULEXWLRQ�RI�7D[�+ROLGD\V�LQ�(J\SW�E\�,QYHVWRU&RPSDQ\�2ZQHUVKLS 1XPEHU�RI�)LUPV����������3XEOLF�FRPSDQLHV ���3ULYDWH�GRPHVWLF�FRPSDQLHV ���)RUHLJQ�FRPSDQLHV ���7RWDO �����6RXUFH��,0)��������

,Q�WHUPV�RI�DWWUDFWLQJ�IRUHLJQ�GLUHFW�LQYHVWPHQW��)',���WKH�WD[�KROLGD\�LV�RI�OLPLWHG�XVHIXOQHVV�� WKH� LQFHQWLYH� LV� PRUH� HIIHFWLYH� LQ� DWWUDFWLQJ� WKH� VR�FDOOHG� IRRWORRVH�LQGXVWULHV� WKDQ� LQ� HQWLFLQJ� WKRVH� WKDW� KDYH� D� ORQJ�WHUP� LQWHUHVW� LQ� WKH� HFRQRP\���)XUWKHUPRUH�� EHFDXVH� IRUHLJQ�RZQHG� ILUPV� DUH� W\SLFDOO\� OLDEOH� IRU� WD[DWLRQ� LQ� WKHLU�KRPH� FRXQWULHV�� WKH� PDQQHU� LQ� ZKLFK� IRUHLJQ� WD[�FUHGLWLQJ� DUUDQJHPHQWV� DSSO\� LV�LPSRUWDQW�� 7D[� UHOLHI� JLYHQ� LQ� (J\SW� LV� UHFODLPHG� E\� WKH� IRUHLJQ� JRYHUQPHQW� ZKHQ�LQFRPH� LV� UHPLWWHG� KRPH�� ,Q� WKLV� FDVH�� WKH� LQFHQWLYH� HIIHFW� RI� WD[� KROLGD\V� ZLOO� EH�PLQLPDO��0LQW]�DQG�7VLRSRXORV�������S���������7KLV�LV�GLVFXVVHG�IXUWKHU�LQ�6HFWLRQ����'HVSLWH�WKHVH�GUDZEDFNV��WKH�WD[�KROLGD\�DV�DQ�LQYHVWPHQW�LQFHQWLYH��LV�QRW ZLWKRXW�VRPH�PHULWV�� ,W�SURYLGHV�D�VLJQLILFDQW�EHQHILW�DV�VRRQ�DV�WKH�FRPSDQ\�EHJLQV�HDUQLQJ�LQFRPH��$OWKRXJK��DV�QRWHG�SUHYLRXVO\��WKH�KROLGD\�LV�RI�OLWWOH�KHOS�WR�DQ�XQSURILWDEOH�FRPSDQ\��LWV�SURVSHFWLYH�EHQHILWV�DUH�PRUH�YDOXDEOH�WKDQ�DQ�LQFHQWLYH��VXFK�DV�D�ORZHU�FRUSRUDWH� WD[� UDWH�� WKDW� DFFUXHV�PRUH� VORZO\�RYHU� D� ORQJHU�SHULRG�RI� WLPH��$� UHODWHG�YLUWXH�RI�WKH�WD[�KROLGD\�LV�WKDW��DW�OHDVW�IRU�VRPH�SHULRG��LW�IUHHV�WKH�LQYHVWRU�IURP�WKH�VRPHZKDW� DUELWUDU\� JUDVS� RI� WKH� (J\SWLDQ� WD[� RIILFLDO�� $OVR�� ZLWK� D� WD[� KROLGD\��LQWHUHVW� GHGXFWLRQV� DUH� RI� OLWWOH� YDOXH�� 7KXV� WKH� KROLGD\� UHPRYHV� DQ� LQFHQWLYH� IRU�FRUSRUDWLRQV�WR�ILQDQFH�LQYHVWPHQW�E\�ERUURZLQJ��(QFRXUDJLQJ�HTXLW\�ILQDQFH�LQVWHDG�
�� )RRWORRVH�LQGXVWULHV�DUH�WKRVH�WKDW�FDQ�PRYH�HDVLO\�IURP�RQH�ORFDWLRQ�WR�DQRWKHU�DQG�XVH�FDSLWDO�WKDW�GHSUHFLDWHV�TXLFNO\�
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UHGXFHV� WKH� SURVSHFW� RI� EDQNUXSWF\�� EHFDXVH� WKH� FRPSDQ\� ZLOO� OLNHO\� EH� PRUH�ILQDQFLDOO\�YLDEOH� ,Q�WKHRU\��WD[�KROLGD\V�FDQ�EH�HDV\�WR�DGPLQLVWHU�LI�WKH�FULWHULD�IRU�UHFHLYLQJ� D� KROLGD\� DUH� FOHDU�FXW�� ,Q� SUDFWLFH�� KRZHYHU�� KROLGD\V� DUH� UDUHO\� HDV\� WR�DGPLQLVWHU��)RU�H[DPSOH��LI�RQO\�ILUPV�ZLWK����RU�PRUH�ZRUNHUV�TXDOLI\�IRU�D�KROLGD\��LW�LV�UHODWLYHO\�HDV\�WR�PHUJH�WZR�VPDOO�ILUPV�LQ�RUGHU�WR�TXDOLI\�ZLWKRXW�DIIHFWLQJ�WKHLU�UHVSHFWLYH� OHYHOV� RI� LQYHVWPHQW�� 7KH� JRYHUQPHQW� KDV� HPSOR\HG� WD[� KROLGD\V� DV�LQFHQWLYHV� WR� HQWLFH� QHZ� LQGXVWULHV� DQG� DFWLYLWLHV� WR� UHORFDWH� RXWVLGH� WKH� KHDYLO\�FRQJHVWHG� FHQWHUV� RI�&DLUR� DQG�$OH[DQGULD�� 7DUJHWHG� LQFHQWLYHV� RI� WKLV� NLQG� KDYH� D�OHJLWLPDWH�SODFH�LQ�(J\SW¶V�ORQJ�WHUP�GHYHORSPHQW�SODQ�:KDWHYHU� EHQHILWV� WKH� WD[� KROLGD\�PD\� KDYH�� WKH\� DUH� RXWZHLJKHG� E\� LWV� VHULRXV�VKRUWFRPLQJV�� ,I� WKLV� DUJXPHQW� LV� WUXH�� LW� UDLVHV� DQ� LPSRUWDQW� SROLF\� LVVXH�� ,I� (J\SW�ZHUH�WR�UHIRUP�LWV�WD[�LQFHQWLYHV�SROLF\��ZKDW�DUH�WKH�DOWHUQDWLYHV�WR�WD[�KROLGD\V�WKDW�PD\�EH�PRUH�HIILFLHQW�DQG�DOVR�PRUH�FRVW�HIIHFWLYH"�3ROLF\�RSWLRQV�ZLOO�EH�KLJKOLJKWHG�LQ�6HFWLRQ���
,9��,V�WKH�(J\SWLDQ�7D[�6\VWHP�&RPSHWLWLYH"$Q� DVVHVVPHQW� RI� (J\SW¶V� WD[� V\VWHP�� HVSHFLDOO\� ZLWK� UHJDUG� WR� LWV� FRPSHWLWLYH�SRVLWLRQ� DW� WKH� UHJLRQDO� DQG� LQWHUQDWLRQDO� OHYHOV�� VXJJHVWV� WKDW�(J\SW¶V� WD[� V\VWHP� LV�WRR� FRPSOH[� DQG� QRW� FRPSHWLWLYH� HQRXJK� WR� DWWUDFW� IRUHLJQ� GLUHFW� LQYHVWPHQW�� 7KLV�VHFWLRQ�DQDO\]HV�WKHVH�LVVXHV�DIWHU�UHYLHZLQJ�WKH�GUDPDWLF�H[SDQVLRQ�RI�)',�LQ�UHFHQW�\HDUV�DQG�WKH�IRUFHV�WKDW�KDYH�VKDSHG�LWV�GLVWULEXWLRQ�DFURVV�FRXQWULHV�
,QWHUQDWLRQDO�$VSHFWV�RI�7D[DWLRQ2QH�RI�WKH�PRVW�SURIRXQG�HFRQRPLF�FKDQJHV�RI�WKH�SRVW�:RUOG�:DU�,,�SHULRG�KDV�EHHQ�WKH� JURZLQJ� LQWHUQDWLRQDOL]DWLRQ� RI� HFRQRPLF� DFWLYLW\�� 7KH� YROXPH� RI� LQWHUQDWLRQDO�WUDGH� KDV�PXVKURRPHG� DQG� LV� QRZ� DERXW� ��� WLPHV� KLJKHU� WKDQ� LW�ZDV� WKUHH� GHFDGHV�DJR��7KH�YROXPH�RI�IRUHLJQ�GLUHFW�DQG�SRUWIROLR�LQYHVWPHQW�KDV�JURZQ�VLPLODUO\��7KH� LQWHUQDWLRQDOL]DWLRQ� RI� HFRQRPLF� DFWLYLWLHV� KDV� SURIRXQG� LPSOLFDWLRQV� IRU� WD[�V\VWHPV�� ,W� UDLVHV� QHZ� TXHVWLRQV� DQG� FKDQJHV� WKH� DQVZHUV� WR� ROG� RQHV��7KH� LVVXH� RI�RSHQQHVV� LQWURGXFHV� DW� OHDVW� WKUHH� LPSRUWDQW� QHZ� FRQVLGHUDWLRQV� LQWR� D� FRXQWU\¶V�FKRLFH�RI�D�WD[�V\VWHP��6OHPURG�������S����� )LUVW� IDFWRUV��JRRGV�DQG�RWKHU�EDVHV�IRU�WD[DWLRQ�FDQ� IOHH�D�FRXQWU\� LQ� UHVSRQVH� WR� WD[DWLRQ�RU�RWKHU� UHJXODWRU\� UHVWULFWLRQV�RU�FDQ� EH� DWWUDFWHG� WR� D� FRXQWU\� E\� UHODWLYHO\� OLJKW� WD[DWLRQ� RU� UHJXODWLRQ�� 6HFRQG�� WKH�LQWHU�MXULVGLFWLRQDO�GLYLVLRQ�RI�UHYHQXHV�LV�QRW�D�PDWWHU�RI� LQGLIIHUHQFH��(DFK�FRXQWU\�
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PXVW�WKHUHIRUH�FRPSHWH�ZLWK�RWKHU�FRXQWULHV�IRU�UHYHQXH��)LQDOO\��LW�LV�PRUH�GLIILFXOW�WR�FROOHFW�UHYHQXHV�IURP�WD[�EDVHV�ORFDWHG�RXWVLGH�WKH�FRXQWU\�0\RSLF�GHFLVLRQ�PDNLQJ�LQ�VXFK�DQ�LQFUHDVLQJO\�LQWHUQDWLRQDOL]HG�ZRUOG�HFRQRP\�KDV� VHYHUDO� SLWIDOOV�� $� WD[� SROLF\PDNHU� ZKR� PLVWDNHQO\� FRQVLGHUHV� KLV� FRXQWU\� D�FORVHG�HFRQRP\�PLJKW��x 2YHUHVWLPDWH� WKH� DELOLW\� WR� SODFH� WKH� EXUGHQ� RI� WD[DWLRQ� RQ� FDSLWDO RZQHUV��LQGXFLQJ�FURVV�ERUGHU�FDSLWDO�PRYHPHQWV�WKDW�UHGXFH�WKH�VL]H�RI�WKH�FDSLWDO�VWRFN�LQ�WKH�FRXQWU\��x )RUJR� RSSRUWXQLWLHV� WR� WDNH� DGYDQWDJH� RI� IRUHLJQ� LQYHVWRUV� DQG� JRYHUQPHQWV��/DUJH� FRXQWULHV� FDQ� H[SORLW� WKHLU� PDUNHW� SRZHU�� EXW� DOO� FRXQWULHV� FDQ� WDNH�DGYDQWDJH� RI� WKH� DUUDQJHPHQWV� WKDW� WKHLU� WUDGLQJ� SDUWQHUV�XVH� WR� DOOHYLDWH�GRXEOH�WD[DWLRQ�x 6HH�NH\�VHFWRUV�DQG�WD[�UHYHQXHV�GZLQGOH�DV�RWKHU�FRXQWULHV�VHW�WKHLU�WD[�V\VWHPV�WR�DWWUDFW�FDSLWDO�DQG�WD[�UHYHQXHV�IURP�FDSLWDO�LQFRPH�,Q�UHVSRQVH�WR�WKH�GHPDQGV�RI�WKH�QHZ�HUD�RI�RSHQQHVV�DQG�LQFUHDVHG�FRPSHWLWLRQ��D�ZDYH�RI� WD[�UHIRUP�VZHSW� WKH�JOREH�LQ� WKH�����V��%RWK�GHYHORSHG�DQG�GHYHORSLQJ�FRXQWULHV�EHJDQ�WR�UHVWUXFWXUH�WKHLU�WD[�V\VWHPV��7D[�UHIRUPV�LQ�WKHVH�FRXQWULHV�KDYH�YDULHG� LQ� VXEVWDQFH�� SURFHVV� DQG� FRQWH[W�� %XW� WKHVH� UHIRUPV� KDYH� VHYHUDO� FRPPRQ�IHDWXUHV��D�IRFXV�RQ�PDNLQJ�WD[DWLRQ�HFRQRPLFDOO\�µQHXWUDO¶��WKDW�LV��HQVXULQJ�WKDW�WKH�WD[�V\VWHP�GRHV�QRW�GLVWRUW�HFRQRPLF�GHFLVLRQV��D� WUHQG�WRZDUGV�ORZHU�PDUJLQDO� WD[�UDWHV�� DQG� D� FRQVLGHUDWLRQ�� SDUWLFXODUO\� LQ� PDQ\� GHYHORSLQJ� FRXQWULHV�� RI� WKH� YDOXH�DGGHG� WD[�DV�D�EURDG�EDVHG�VRXUFH�RI� UHYHQXH��DQG��PRVW� LPSRUWDQWO\��D�UHVSRQVH�WR�LQWHUQDWLRQDO� WD[� SUHVVXUHV�� ZKLFK� � UHYHDOHG� LWVHOI� LQ� DWWHPSWV� WRZDUGV� PRUH�KDUPRQL]DWLRQ� ZLWK� RWKHU� FRXQWULHV¶� WD[� V\VWHPV�� LQ� RUGHU� WR� VHFXUH� WD[�FRPSHWLWLYHQHVV�LQ�DQ�H[SDQGLQJ�JOREDO�HFRQRP\�$�FRXQWU\¶V� WD[�SROLF\�VKRXOG�WKXV�EH�HYDOXDWHG�ERWK�RQ�KRZ�ZHOO� LW�DFKLHYHV� WKH�RSWLPDO�DOORFDWLRQ�RI�UHVRXUFHV�IURP�D�QDWLRQDO�SRLQW�RI�YLHZ��DQG�RQ�KRZ�VXFFHVVIXOO\�LW� SURWHFWV�� RU H[SDQGV�� LWV� UHYHQXH� EDVH� DJDLQVW� RWKHU� FRXQWULHV�� 7KH� DOORFDWLRQ� RI��UHVRXUFHV�ZDV�GLVFXVVHG�LQ�6HFWLRQ����WKH�ODWWHU�LV�WKH�IRFXV�RI�WKLV�VHFWLRQ�
:KDW�$WWUDFWV�)RUHLJQ�'LUHFW�,QYHVWPHQW"�+RZ�0XFK�'R�7D[HV�&RXQW")RUHLJQ� LQYHVWPHQW� LQ� GHYHORSLQJ� FRXQWULHV� KDV� VRDUHG� RYHU� WKH� ODVW� ��� \HDUV��RYHUWDNLQJ�RIILFLDO�ILQDQFH�DV�D�VRXUFH�RI�H[WHUQDO�IXQGLQJ�IRU�HFRQRPLF�GHYHORSPHQW��)RUHLJQ� LQYHVWPHQW� FDQ� WDNH� WZR� IRUPV�� IRUHLJQ� HTXLW\� LQYHVWRUV�� FDQ� HLWKHU� VLPSO\�EX\�D�VWDNH�LQ�DQ�HQWHUSULVH²LQGLUHFW�LQYHVWPHQW RU�SRUWRIROLR�LQYHVWPHQW²RU�WDNH�D�GLUHFW� LQWHUHVW� LQ� LWV� PDQDJHPHQW²GLUHFW� LQYHVWPHQW�� )RUHLJQ� GLUHFW� LQYHVWPHQW�
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LQYROYHV� PRUH� WKDQ� MXVW� EX\LQJ� D� VKDUH� RU� D� VHFXULW\�� ,Q� DGGLWLRQ� WR� ILQDQFH�� GLUHFW�LQYHVWPHQW�FDQ�EULQJ�RWKHU�EHQHILWV�WR�LPSURYH�LQYHVWPHQW�SURGXFWLYLW\�x ,QYROYHPHQW� LQ� PDQDJHPHQW� PD\� SURYLGH� DFFHVV� WR� EHWWHU� PDQDJHPHQW�WHFKQLTXHV�x $FFHVV� WR� WHFKQRORJ\�� WHFKQRORJ\�RZQHUV�DUH�RIWHQ�XQZLOOLQJ�WR�PDNH�WHFKQRORJ\�DYDLODEOH� WR�D�SDUWQHU�XQOHVV� WKH\�FDQ�UHWDLQ�VRPH�GHJUHH�RI�PDQDJHPHQW�FRQWURO��ZKLFK�)',�SURYLGHV��DQGx $FFHVV� WR� PDUNHWLQJ� H[SHUWLVH� DQG� PDUNHW� OLQNV�� WKH� IRUHLJQ� LQYHVWRU� PD\� EH� D�FXVWRPHU�IRU�WKH�SURGXFWV�RU�PD\�KDYH�EHWWHU�PDUNHWLQJ�VNLOOV�DQG�DFFHVV�WR�H[SRUW�PDUNHWV�,Q�WKH�SDVW��KRZHYHU��(J\SW��DV�ZHOO�DV��PDQ\�RWKHU�GHYHORSLQJ�FRXQWULHV��KDV�EHHQ�VNHSWLFDO�RI�)',¶V�EHQHILWV��EDVHG�RQ�VRPH�RI�LWV�VXSSRVHGO\�QHJDWLYH�FKDUDFWHULVWLFV��VXFK�DV��
x $GYHUVH�EDODQFH�RI�SD\PHQWV� LPSDFW� LI� GLYLGHQGV� DQG� UR\DOW\� UHSDWULDWLRQ�H[FHHG�LQIORZ�RI�FDSLWDO��x /RVV�RI�WD[�UHYHQXH�WKURXJK�XVH�RI�WUDQVIHU�SULFLQJ�WR�UHGXFH�GHFODUHG�SURILWV�
x &UHDWLRQ�RI�HQFODYHV�ZLWK�IHZ�WLHV�WR�WKH�GRPHVWLF�HFRQRP\�
x ,PSDLUHG� GHYHORSPHQW� RI� GRPHVWLF� ILUPV� WKURXJK� GLUHFW� FRPSHWLWLRQ�� DEXVH� RI�PDUNHW�SRZHU�DQG�SROLWLFDO�LQIOXHQFH��DQGx /RVV� RI� HFRQRPLF� VRYHUHLJQW\� WKURXJK� GHSHQGHQFH� RQ� WKH� DFWLRQV� RI� IRUHLJQ�LQYHVWRUV�$OWKRXJK�LQWHQGHG�WR�DGGUHVV�WKHVH�FRQFHUQV�DQG�HQVXUH�JUHDWHU�EHQHILWV�IURP�)',��UHVWULFWLYH�SROLFLHV�RIWHQ�GHWHUUHG�LQYHVWPHQW�H[SOLFLWO\�DQG�LPSOLFLWO\��� :KHQ�)',�GLG�RFFXU�� UHVWULFWLYH� HFRQRPLF� UHJLPHV� UHGXFHG� LWV� EHQHILWV� WR� WKH� GRPHVWLF� HFRQRP\�WKURXJK�� HFRQRPLF� FRVWV� RI� UHJXODWLRQ� DQG� SURWHFWLRQ�� LQHIILFLHQW� SURMHFW� VWUXFWXUH��ILVFDO� ORVVHV� IURP� XQQHFHVVDU\� WD[� LQFHQWLYHV�� DQG� HQFRXUDJLQJ� WUDQVIHU� SULFLQJ� WR�UHSDWULDWH�SURILWV��,Q� UHFHQW� \HDU�� KRZHYHU�� SHUFHSWLRQV� UHJDUGLQJ� )',� KDYH� FKDQJHG� UDGLFDOO\�ZRUOGZLGH��(FRQRPLF�OLEHUDOL]DWLRQ��FRPELQHG�ZLWK�DGYDQFHV� LQ�FRPPXQLFDWLRQ�DQG�WUDQVSRUW�� KDV� OHG� WR� JURZLQJ� LQWHJUDWLRQ� RI� ZRUOG� PDUNHWV� IRU� JRRGV�� VHUYLFHV� DQG�FDSLWDO��7KLV�SURFHVV�KDV�HPHUJHG�LQ�WKH�����V�DQG�LV�H[SHFWHG�WR�FRQWLQXH�IRU�VRPH�WLPH�WR�FRPH��)',�KDV�JLYHQ�WKH�JOREDO�LQWHJUDWLRQ�SURFHVV�D�PDMRU�LPSHWXV�E\�KHOSLQJ�
�� ([DPSOHV�RI�H[SOLFLW� UHVWULFWLRQV LQFOXGH�� IRU�LQVWDQFH��RXWULJKW�EDQV��XVH�RI�SRVLWLYH�RU�QHJDWLYH�OLVWV���RIILFLDO�DSSURYDOV��HTXLW\� OLPLWV��DQG� WD[HV�DQG� LQFHQWLYHV�� ,PSOLFLW�EDUULHUV� WR�IRUHLJQ� LQYHVWRUV�XVXDOO\�WDNH�WKH�IRUP�RI��LQDELOLW\� WR� JDLQ� DFFHVV� WR� ODQG�� UHVWULFWLRQV� RQ� H[SDWULDWH� ODERU� DQG� D�P\ULDG�RI� RWKHU� SHUPLWV� DQG� OLFHQVHV� WKDW�LQYHVWRUV�KDYH�WR�REWDLQ�IRU�SURMHFW�RSHUDWLRQ�
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WR� OLQN� PDUNHWV� IRU� FDSLWDO� DQG� ODERU� DQG� UDLVH� UHODWLYH� ZDJHV� DQG� SURGXFWLYLW\� RI�FDSLWDO�LQ�UHFLSLHQW�FRXQWULHV�7KH�QHZO\�LQGXVWULDOL]HG�FRXQWULHV�RI�(DVW�$VLD�DQG�RWKHU�FRXQWULHV�WKDW�OLEHUDOL]HG�WKHLU�HFRQRPLHV�KDYH�EHQHILWHG�PRUH�IURP�)',�IORZV��H[KLELWLQJ�VXVWDLQHG�KLJK�UDWHV�RI� JURZWK�� 7KLV� KDV� HQFRXUDJHG� RWKHU� GHYHORSLQJ� FRXQWULHV� WR� WU\� DQG� IROORZ� WKHLU�VWHSV�� 7KH� IHDU� RI� EHLQJ� ORFNHG� RXW� RI� WKH� H[SDQGLQJ� JOREDO� HFRQRP\� KDV� VSXUUHG�GHYHORSLQJ� FRXQWULHV� WR� FKDQJH� WKHLU� DSSURDFK� WR� )',�� LQ� VRPH� FDVHV� GUDPDWLFDOO\��³*HWWLQJ�WKH�SROLF\�HQYLURQPHQW�ULJKW´�WR�FUHDWH�DQ�HQDEOLQJ�FOLPDWH�IRU�SULYDWH�VHFWRU�GHYHORSPHQW� LQ�JHQHUDO��DQG�)',�LQ�SDUWLFXODU��LV�EHFRPLQJ�WKH�PDMRU�FRQFHUQ�RI�WKH�JRYHUQPHQW�LQ�(J\SW�DV�ZHOO�DV�LQ�RWKHU�HPHUJLQJ�HFRQRPLHV��7RWDO� )',� IORZV� KDYH� LQFUHDVHG� GUDPDWLFDOO\� VLQFH� WKH� VWDUW� RI� WKLV� GHFDGH�� )',�MXPSHG� DOPRVW� ��� SHUFHQW� IURP� ����� WR� ������ IURP� ����� ELOOLRQ� WR� ����� ELOOLRQ�����7DEOH������%XW�PRVW�QRWDEO\��QHYHU�EHIRUH�LQ�WKH�SRVW�:RUOG�:DU�,,�HUD�KDYH�VR�PDQ\�FRXQWULHV�PDGH�D�FRQVFLRXV�SROLF\�FKRLFH�WR�RSHQ�XS�WR�IRUHLJQ�FDSLWDO��5LFK�DQG�SRRU�DOLNH�DUH�HQFRXUDJLQJ�RXWVLGH�LQYHVWRUV��UHIRUPLQJ�WKHLU�LQYHVWPHQW�ODZV��VWUHDPOLQLQJ�DSSURYDO�SURFHVVHV��DQG�RSHQLQJ�VHFWRUV�WR�LQWHUQDWLRQDO�HQWLWLHV��$V�7DEOH����VKRZV��WKH� VKDUH� RI� � )',� DWWUDFWHG� E\� WKH� HPHUJLQJ� PDUNHWV� MXPSHG� IURP� OHVV� WKDQ� RQH�TXDUWHU� RI� DOO� )',� LQ� ����� WR� DURXQG�RQH�WKLUG� WKURXJK� WKH�PLG�����V��7KH� OHYHO� RI�)',� LQ� HPHUJLQJ� PDUNHWV� LQFUHDVHG� E\� PRUH� WKDQ� ��� SHUFHQW� IURP� ����� WR� ������ZKLOH�LQYHVWPHQWV�LQ�WKH�DGYDQFHG�LQGXVWULDO�FRXQWULHV�LQFUHDVHG�E\�OHVV�WKDQ�KDOI�WKDW�UDWH��7UXH�� WKH�PDMRULW\�RI�)',�VWD\HG�ZLWKLQ�WKH�GHYHORSHG�ZRUOG��KRZHYHU��ORRNLQJ�DW� VKDUHV� RI� )',� LQ� UHFLSLHQW� FRXQWULHV¶� *'3� VKRZV� WKDW� VPDOOHU� FRXQWULHV� FDQ�VXFFHVVIXOO\� FRPSHWH� IRU� ODUJH� JOREDO� )',� IORZV� UHODWLYH� WR� WKHLU� HFRQRP\�� ,Q� RWKHU�ZRUGV��)',�LQIORZV�FDQ�PDNH�D�VLJQLILFDQW�GLIIHUHQFH�IRU�LQYHVWPHQW�UDWHV�LQ�VPDOOHU�FRXQWULHV��7DEOH����LOOXVWUDWHV�WKH�UHJLRQDO�GLVWULEXWLRQ�RI�)',�IORZV��,W�VKRZV��DV�SUHYLRXVO\�QRWHG��WKDW�ZKLOH�DGYDQFHG�LQGXVWULDO�FRXQWULHV�UHPDLQ�WKH�SULPDU\�GHVWLQDWLRQ�RI�)',��HPHUJLQJ� PDUNHWV� LQ� (DVW� $VLD� DQG� /DWLQ� $PHULFD� KDYH� EHFRPH� LQFUHDVLQJO\�LPSRUWDQW� ORFDWLRQV� IRU� LQWHUQDWLRQDO� LQYHVWPHQWV�� ,Q� ������ (DVW� $VLD� FRQWLQXHG� WR�UHFHLYH� PRUH� WKDQ� KDOI� RI� DOO� )',� IORZLQJ� LQWR� WKH� ZRUOG¶V� HPHUJLQJ� HFRQRPLHV��GHVSLWH�WKH�UHFHQW�H[SRUW�VORZGRZQ�DQG�VWRFN�PDUNHW�ZHDNQHVV�LQ�SDUWV�RI�WKH�UHJLRQ��/DWLQ $PHULFD� DOVR� UHFHLYHG� VLJQLILFDQW�)',� IORZV�� IROORZHG�E\�(DVWHUQ�(XURSH�DQG�&HQWUDO�$VLD��)',�IORZV�WR�$IULFD�DQG�6RXWK�$VLD�ZHUH�LQVLJQLILFDQW�E\�FRPSDULVRQ��
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7DEOH������7RWDO�)',�,QIORZV�:RUOGZLGH��LQ�WKH�����V���� ���� &KDQJH����7RWDO����PLOOLRQV� ������� ������� �����$GYDQFHG�LQGXVWULDO�FRXQWULHV����PLOOLRQ� ������� ������� ����6KDUH�RI�WRWDO�)',���� ���� ���� �(PHUJLQJ�PDUNHWV����PLOOLRQ� ������ ������ �����6KDUH�RI�WRWDO�)',���� ���� ���� �$GYDQFHG� LQGXVWULDO� FRXQWULHV� LQFOXGH� WKH� FRXQWULHV� RI�:HVWHUQ� (XURSH� DORQJ� ZLWK� &DQDGD�� WKH� 8QLWHG� 6WDWHV��-DSDQ�� 1HZ� =HDODQG� DQG� $XVWUDOLD�� (PHUJLQJ� PDUNHWV� LQFOXGH� WKH� QHZO\� LQGXVWULDOL]HG� FRXQWULHV� RI� $VLD�� WKH�WUDQVLWLRQ�FRXQWULHV�RI�(DVWHUQ�(XURSH�DQG�WKH�)RUPHU�6RYLHW�8QLRQ�DQG�WKH�GHYHORSLQJ�FRXQWULHV�RI�$VLD��$IULFD��WKH�0LGGOH�(DVW��DQG�/DWLQ�$PHULFD��)LJXUHV�DUH�IRU�WKH����FRXQWULHV�LQ�WKH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW������DQG�ILYH�DGGLWLRQDO�&HQWUDO�$PHULFDQ�FRXQWULHV�6RXUFH� 7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW ��������7DEOH����S����
7DEOH�����'LVWULEXWLRQ�RI�1HW�)',�,QIORZV�:RUOGZLGH������� ��������ELOOLRQV����� ���� ���� ���� ���� ���� ����H,QGXVWULDO�FRXQWULHV ����� ����� ����� ����� ����� �����*�� ����� ���� ���� ���� ���� �����$OO�GHYHORSLQJ�FRXQWULHV ���� ���� ���� ���� ���� ���� �����6XE�6DKDUDQ�$IULFD ��� ��� ��� ��� ��� ��� ���(DVW�$VLD�DQG�WKH�3DFLILF ���� ���� ���� ���� ���� ���� ����6RXWK�$VLD ��� ��� ��� ��� ��� ��� ���(XURSH�DQG�&HQWUDO�$VLD ��� ��� ��� ��� ��� ���� ����/DWLQ�$PHULFD�DQG�WKH�&DULEEHDQ ��� ��� ���� ���� ���� ���� ����7KH�0LGGOH�(DVW�DQG�1RUWK�$IULFD ��� ��� ��� ��� ��� ���� ���/RZ�LQFRPH�FRXQWULHV ��� ��� ���� ���� ���� ���� ����/RZ�LQFRPH�FRXQWULHV�H[FOXGLQJ�&KLQD ��� ��� ��� ��� ��� ��� ���0LGGOH�LQFRPH�FRXQWULHV ���� ���� ���� ���� ���� ���� ����1RWH��H� �SUHOLPLQDU\�HVWLPDWH�6RXUFH� 7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW ��������S�����
+RZ�0XFK�'R�7D[HV�&RXQW"7KHUH�DUH�D�QXPEHU�RI�WKHRULHV�DV�WR�ZK\�)',�VHHNV�VRPH�FRXQWULHV�RYHU�RWKHUV��DQG�WKLV�LV�DQ�LPSRUWDQW�LVVXH�WR�SROLF\PDNHUV��0DQ\�FRXQWULHV�DUH�QRZ�PDNLQJ�VWUHQXRXV�HIIRUWV� WR� DWWUDFW� LQYHVWPHQWV� E\� UHIRUPLQJ� LQYHVWPHQW� ODZV�� VHWWLQJ� XS� RQH�VWRS�LQYHVWPHQW� DGYLVRU\� DJHQWV� DQG� FUHDWLQJ� WKH� SRVW� RI� µ$PEDVVDGRU�DW�/DUJH¶� IRU�LQWHUQDWLRQDO�LQYHVWPHQW��%XW�LW�WDNHV�PRUH�WKDQ�MXVW OHJDO�FKDQJHV�WR�DWWUDFW�FDSLWDO��$�FRPSOH[� VHW� RI� FRQVLGHUDWLRQV� PDWWHU�� LQFOXGLQJ� WKH� VL]H� RI� WKH� PDUNHW�� VNLOOV� DQG�ZDJHV�RI�WKH�ZRUNIRUFH��WD[�UDWHV��DQG�OHYHO�RI�FRUUXSWLRQ��,Q�RWKHU�ZRUGV��WKH�RYHUDOO�FRPSHWLWLYHQHVV�RI�D� �FRXQWU\�LV�GHFLVLYH��7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW�������S��������
�� $FFRUGLQJ� WR� WKH� *OREDO� &RPSHWLWLYHQHVV� 5HSRUW�� QDWLRQDO� FRPSHWLWLYHQHVV� FDQ� EH� YLHZHG� XOWLPDWHO\� DV� D�FRXQWU\¶V� FDSDFLW\� WR� DFKLHYH� UDSLG�� VXVWDLQDEOH� HFRQRPLF� JURZWK�� 7KH�&RPSHWLWLYHQHVV� ,QGH[� XVHG� WR� FRPSDUH�QDWLRQDO�HFRQRPLHV�LQFOXGHV�HLJKW�IDFWRUV��RSHQQHVV��JRYHUQPHQW��ILQDQFH��LQIUDVWUXFWXUH��WHFKQRORJ\��PDQDJHPHQW��ODERU��DQG�LQVWLWXWLRQV��
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2QH� LVVXH� FHQWUDO� WR� WKH� DQDO\VLV� RI� )',� LV� ZKHWKHU� WKH� LQYHVWRU� ZLOO� VHUYH� WKH�PDUNHW�RI� WKH�FRXQWU\�ZKHUH�WKH�SURMHFW� LV� ORFDWHG��RU�ZKHWKHU� WKH�VXEVLGLDU\�ZLOO�EH�XVHG�PDLQO\� WR�H[SRUW� WR� IRUHLJQ�PDUNHWV��%URDGO\�VSHDNLQJ��PDUNHW�VHUYHUV� ORRN�IRU�ODUJH�DQG�IDVW�JURZLQJ�PDUNHWV��([SRUWHUV�ORRN�IRU�ORZ�FRVW�SURGXFWLRQ�VLWHV��0DUNHW�VHUYHUV�DQG�H[SRUWHUV�ZLOO�WKHUHIRUH�KDYH�GLIIHUHQW�FULWHULD�DQG�VWDQGDUGV�LQ�FRPSDULQJ�LQYHVWPHQW�VLWHV��7R� DQVZHU� WKH� TXHVWLRQ� DV� WR� ZK\� FHUWDLQ� FRXQWULHV� PDNH� GHVLUDEOH� )',� WDUJHWV��+RZDUG�6KDW]��������S������IRFXVHV�RQ�WKH�H[SRUWLQJ�LQYHVWRU�DVVXPLQJ�H[SRUWHUV�ZLOO�EH�PRUH�VHQVLWLYH�WR�FRPSHWLWLYHQHVV��7KURXJK�UHJUHVVLRQ�DQDO\VLV��KH�LQYHVWLJDWHV�WKH�VWDWLVWLFDO�UHODWLRQVKLSV��ILUVW��EHWZHHQ�D�FRXQWU\¶V�FRPSHWLWLYHQHVV�DV�PHDVXUHG�E\�LWV�&RPSHWLWLYHQHVV�,QGH[�LQ�WKH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW DQG�WKH�QXPEHU�RI�WLPHV�LW�ZDV�FKRVHQ�DV� WKH� WRS� LQYHVWPHQW� ORFDWLRQ�E\�H[SRUWHUV� �7DEOH��� LQ�$SSHQGL[�&���7KH� VWXG\� FRQVLGHUV� DGGLWLRQDO� H[SODQDWRU\� YDULDEOHV� LQ� WKH� DQDO\VLV�� WKH� ORZHVW�FRUSRUDWH� WD[� UDWH� DQ� LQYHVWRU� FDQ� JHW� WKURXJK� D� FRXQWU\¶V� LQFHQWLYH� SURJUDP�� JURVV�GRPHVWLF�SURGXFW�SHU�FDSLWD�DQG�WKH�OHYHO�RI�FRUUXSWLRQ��7KH�PDLQ�FRQFOXVLRQ�RI�WKLV�VWXG\�LV�WKDW�FRPSHWLWLYHQHVV�FRXQWV��$�FRXQWU\�WKDW�LV�PRUH�FRPSHWLWLYH�LV�PRUH�OLNHO\�WR�EH�FRQVLGHUHG�D�JRRG�FKRLFH�IRU�LQYHVWPHQW�E\�DQ�H[SRUWLQJ�ILUP��6KDW]�IRXQG�WKDW�WKH�RWKHU�HFRQRPLF�YDULDEOHV�PHQWLRQHG�DERYH�DUH� LPSRUWDQW�DV�ZHOO��$Q�LQFUHDVH�LQ�WKH�FRPSHWLWLYHQHVV�UDQN�PDNHV�WKH�FRXQWU\�D�PRUH�DWWUDFWLYH�WDUJHW��KLJKHU�WD[�UDWHV�PDNH�WKH�FRXQWU\�D�OHVV�DWWUDFWLYH�WDUJHW�DQG�OHVV�FRUUXSWLRQ�LV�DVVRFLDWHG�ZLWK�JUHDWHU�DWWUDFWLYHQHVV�DV�D� WDUJHW� IRU�)',��2QH�RI� WKH�LQWHUHVWLQJ�ILQGLQJV�RI� WKH�VWXG\�LV� WKDW�FRUUXSWLRQ�DFWV�OLNH�D�WD[�GLVFRXUDJLQJ�LQYHVWPHQW�LQIORZV��,ELG��S�������7R�VXP�XS�� WKHUH� LV�QRW�\HW� VXIILFLHQW� WKHRU\�RU�HPSLULFDO�HYLGHQFH� WKDW�SLQSRLQWV�ZK\� VRPH� FRXQWULHV� FRPPDQG� WKH� � DWWHQWLRQ� RI� LQWHUQDWLRQDO� LQYHVWRUV�ZKLOH� RWKHUV�FDQQRW� VHDP� WR� JHW� QRWLFHG�� %DVHG� RQ� ZKDW� LV� QRZ� NQRZQ�� ODZV� JRYHUQLQJ� IRUHLJQ�LQYHVWPHQW� FHUWDLQO\� SOD\� D� UROH�� DV� GR� WD[HV�� ZDJHV�� SRWHQWLDO� PDUNHW� JURZWK��FRUUXSWLRQ�� DQG� RWKHU� FRQVLGHUDWLRQV� WKDW� GHWHUPLQH� ZKHWKHU� D� EXVLQHVV� ZLOO� HDUQ�SURILWV�DQG�ZKHWKHU�VXFK�SURILWV�ZLOO�EH�HQRXJK�WR�MXVWLI\�WKH�ULVN�RI�FURVVLQJ�ERUGHUV��7KH� UHODWLYH� LPSRUWDQFH� RI� HDFK� RI� WKHVH� IDFWRUV�� DQG� ZKLFK� RI� WKHP� VKRXOG� EH�FRQFHQWUDWHG�RQ��DUH�DPRQJ�WKH�PRVW�LPSRUWDQW�TXHVWLRQV�IDFLQJ�SROLF\PDNHUV��2QH�RI�WKH�FRPSOH[LWLHV�RI�WKH�LVVXH�LV�WKH�EDVLF�IDFW�WKDW�GLIIHUHQW�NLQGV RI�LQYHVWRUV��PDUNHW�VHUYHUV�DQG�H[SRUWHUV��ZLOO�UHVSRQG�GLIIHUHQWO\� WR�GLIIHUHQW�FRQVLGHUDWLRQV��7KHUHIRUH��SROLF\PDNHUV�PXVW�IXOO\�XQGHUVWDQG�WKH�NLQG�RI�LQYHVWRU¶V�FRQFHUQV�WKH\�DUH�OLNHO\�WR�FRQIURQW�
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:LWK� WKH� EHQHILWV� RI� )',� EHFRPLQJ� PRUH� ZLGHO\� UHFRJQL]HG� DURXQG� WKH� ZRUOG��FRPSHWLWLRQ� IRU� GLUHFW� LQYHVWPHQW� LV� VWURQJ�� 7KLV� LV� HVSHFLDOO\� WUXH� IRU� GHYHORSLQJ�FRXQWULHV�WU\LQJ�WR�HVWDEOLVK�DQ�H[SRUW�EDVH²D�NH\�WR�UDSLG�JURZWK��&RPSHWLWLYHQHVV��LQ� LWV� EURDGHU� VHQVH�� ZLOO� WKHUHIRUH� UHPDLQ� D� SULPDU\� JRDO� IRU FRXQWULHV� DLPLQJ� WR�DWWUDFW�FDSLWDO�IORZV�WR�DFKLHYH�KLJK�UDWHV�RI�HFRQRPLF�JURZWK��%XW�KRZ�VXFFHVVIXO�KDV�(J\SW�EHHQ�LQ�DWWUDFWLQJ�)',"
,V�(J\SW�&RPSHWLWLYH�(QRXJK")RVWHULQJ�JUHDWHU�LQYHVWPHQW��LQFOXGLQJ�)',��LV�QRZ�D�PDMRU�REMHFWLYH�RI�WKH�(J\SWLDQ�JRYHUQPHQW��(J\SW� QHHGV� WR� DWWUDFW� )',� IRU�ERWK�SULYDWL]LQJ� VWDWH�RZQHG�HQWHUSULVHV�DQG� IRU� LQYHVWPHQW� LQ� QHZ� SK\VLFDO� IDFLOLWLHV�� 7KH� FDSLWDO�� PDQDJHPHQW� VNLOOV��WHFKQRORJ\��DQG�DFFHVV�WR�H[SRUW�PDUNHWV�WKDW�)',�FDQ�EULQJ�DUH�FUXFLDO�LQJUHGLHQWV�IRU�VXFFHVV�,W� LV�ZLGHO\�DFNQRZOHGJHG�WKDW�(J\SW¶V�VWDELOL]DWLRQ�SURJUDP�KDV�EHHQ�VXFFHVVIXO��,QGLFDWRUV�IRU�WKH�SHULRG�EHWZHHQ���������DQG���������DUH�VWURQJ�RQ�DOO�IURQWV��7DEOH������ ,QIODWLRQ� LV� VWDELOL]HG� ����� SHUFHQW� LQ�������� DQG� ILVFDO� GHILFLWV�ZHUH� UHGXFHG� WR��� SHUFHQW� RI� *'3� LQ� ����� IURP� DERXW� �� SHUFHQW� LQ� ������ ,QYHVWRU� FRQILGHQFH� LQ�JRYHUQPHQW� SROLFLHV� LV� KLJK� DQG� FDSLWDO� LQIORZV� KDYH� EHHQ� VWURQJ�� )RUHLJQ�SDUWLFLSDWLRQ� KDV� JURZQ� UHFHQWO\� WR� DOPRVW� �� SHUFHQW� RI� WKH� WXUQRYHU� RQ� WKH� &DLUR�6WRFN�([FKDQJH�7DEOH������6HOHFWHG�(FRQRPLF�,QGLFDWRUV�������������������3HUFHQW�RI�*'3��XQOHVV�RWKHUZLVHQRWHG�������� ������� ������� ������� ������� �������5HDO�*'3�JURZWK�UDWH���� ��� ��� ��� ��� ��� ���,QIODWLRQ����FKDQJH�LQ�&3,� ���� ���� ���� ��� ��� ���&RQVXPSWLRQ ���� ���� ���� ���� ���� ����,QYHVWPHQW ���� ���� ���� ���� ���� ����*RYHUQPHQW�,QYHVWPHQW ���� ��� ��� ��� ��� ���'RPHVWLF�6DYLQJ ���� ���� ���� ���� ���� ����2YHUDOO�)LVFDO�%DODQFH����H[FOXGLQJ�JUDQWV� ����� ���� ���� ���� ���� ����&XUUHQW�$FFRXQW�%DODQFH�LQFOXGLQJ�WUDQVIHUV� ��� ��� ��� ��� ��� ���2IILFLDO�5HVHUYHV����ELOOLRQV� ��� ���� ���� ���� ���� ����([WHUQDO�'HEW�*'3 ����� ���� ���� ���� ���� ����6RXUFH�:RUOG�%DQN������D���7DEOH������S����

*URZWK�UHVSRQGV�TXLFNO\�WR�VWDELOL]DWLRQ��%XW�VWDELOL]DWLRQ�LWVHOI�LV�QRW�VXIILFLHQW�WR�DFFHOHUDWH� JURZWK�� :KLOH� PDLQWDLQLQJ� FRQVLVWHQW� PDFURHFRQRPLF� SROLFLHV� RYHU� WKH�VKRUW� UXQ� LV� HVVHQWLDO�� WKHUH� LV� D� FULWLFDO� QHHG� WR� UDLVH� WKH� OHYHO� RI� VDYLQJV� DQG�LQYHVWPHQWV�RYHU�WKH�ORQJ�UXQ�WR�EXLOG�XS�WKH�EDVLV�IRU�VXVWDLQDEOH�JURZWK�
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7ZR�VFHQDULRV�FDQ�EH�HQYLVDJHG�WR� LOOXVWUDWH� WKH�PDJQLWXGH�RI�WKH�LQYHVWPHQW�DQG�VDYLQJ� HIIRUWV� QHHGHG� WR� VXSSRUW� PRGHUDWH� JURZWK� DQG� KLJK� JURZWK� UHVSHFWLYHO\� LQ�(J\SW� �:RUOG� %DQN� ����D��� )RU� WKH� RXWFRPH� RI� WKH� WZR� VFHQDULRV�� VHH� 7DEOH� �� LQ�$SSHQGL[� &��:KLOH� VRXQG� PDFURHFRQRPLF� FRQGLWLRQV� XQGHUSLQ� ERWK� VFHQDULRV�� WKH�NH\�SROLF\�DFWLRQV�IRU�WKH�KLJK�JURZWK�VFHQDULR�LQFOXGH�UDSLG�VWUXFWXUDO�UHIRUP�LQ�WUDGH�DQG� ILQDQFLDO� VHFWRUV�� UDSLG� SULYDWL]DWLRQ� DQG� D� YLJRURXV� LQFUHDVH� LQ� GRPHVWLF� DQG�IRUHLJQ�VDYLQJV�DQG�SULYDWH�LQYHVWPHQW�7KH�KLJK�JURZWK�VFHQDULR� LV�EDVHG�RQ� WKH�YLVLRQ� WKDW�(J\SW�FDQ�DQG�VKRXOG�JURZ�IDVWHU�� *'3� LQ� UHDO� WHUPV� FRXOG� UHDFK� D� JURZWK� WUDMHFWRU\� RI� DERXW� � SHUFHQW��FRPSDUHG� WR� ��� SHUFHQW� LQ� WKH� PRGHUDWH� JURZWK� FDVH�� 0RVW� LPSRUWDQWO\�� WKH� KLJK�JURZWK� VFHQDULR� LPSOLHV� DQ� LQYHVWPHQW�*13� UDWLR� RI� ��� WR� �� SHUFHQW� DQG� DQ�LQFUHPHQWDO�FDSLWDO�RXWSXW�UDWLR��,&25��RI������LQ�FRQWUDVW�WR����WR��� SHUFHQW�DQG������UHVSHFWLYHO\�LQ�WKH�EDVH�FDVH��*URVV�GRPHVWLF�VDYLQJV DV�D SHUFHQWDJH�RI�*'3�PXVW�EH�LQ� WKH���� WR��� SHUFHQW� UDQJH�IRU�KLJK�JURZWK��FRPSDUHG����WR�� SHUFHQW� LQ� WKH�EDVH�FDVH��:KLOH�WKH�ILVFDO�GHILFLWV�DV�D�VKDUH�RI�*'3�DUH�HVWLPDWHG�WR�WXUQ�WR�VXUSOXV�E\�WKH�WXUQ�RI� WKH�FHQWXU\� LQ�ERWK�FDVHV��EHWWHU�EXGJHWDU\� UHVXOWV�DUH�H[SHFWHG�HDUOLHU� LQ� WKH�KLJK�JURZWK�FDVH��DV�WKH�SULYDWL]DWLRQ�SURFHVV�JDWKHUV�SDFH�DQG�JRYHUQPHQW�VSHQGLQJ�LV� GLUHFWHG� WR� EDVLF� VRFLDO� VHUYLFHV� DQG� LQIUDVWUXFWXUH� GHYHORSPHQW�� 5HDO� H[SRUWV� RI�DJULFXOWXUDO� DQG� PDQXIDFWXUHG� JRRGV� JURZ� DW� DERXW ��� WR� �� SHUFHQW� LQ� WKH� KLJK�JURZWK�VFHQDULR��FRPSDUHG�WR���WR�� SHUFHQW�LQ�WKH�EDVH�FDVH�1RQHWKHOHVV�� WKH� YLDELOLW\� RI� WKH� KLJK�JURZWK� VFHQDULR� GHSHQGV� RQ� WKH� OHYHO� RI�GRPHVWLF�VDYLQJV��7KH�LQFUHDVHG�GRPHVWLF�VDYLQJV�XQGHU�WKH�KLJK�JURZWK�FDVH�ZRXOG�QRW�EH�VXIILFLHQW�WR�ILQDQFH�DOO�WKH�LQYHVWPHQW�UHTXLUHPHQWV��� D�VLJQLILFDQW�JDS�ZRXOG�VWLOO� KDYH� WR� EH� ILOOHG� E\� IRUHLJQ� VDYLQJV�� ZKLFK� ZRXOG� OHDG� WR� KHLJKWHQHG� FRQFHUQ�DERXW�YXOQHUDELOLW\��,QYHVWPHQW�EHLQJ�PRUH�WKDQ�GRPHVWLF�VDYLQJV�OHDGV�WR�WKH�FXUUHQW�DFFRXQW�GHILFLW��&XUUHQW� DFFRXQW� GHILFLW� FDQ� EH� ILQDQFHG� E\� UXQQLQJ� GRZQ� UHVHUYHV�� ERUURZLQJ� IURP�DEURDG� RU� E\� DWWUDFWLQJ� PRUH� IRUHLJQ� GLUHFW� LQYHVWPHQW�� :KDWHYHU� WKH� PDUJLQ� RI�UHVHUYHV��LW�FDQ�RQO\�SURYLGH�D�RQH�RII�VRXUFH�RI�VDYLQJV��%RUURZLQJ�IURP�DEURDG DGGV�
�� 'RPHVWLF� VDYLQJV� FRPH� IURP�� WKH� JRYHUQPHQW� VHFWRU�� WKH� SXEOLF� HQWHUSULVH� VHFWRU�� RU� WKH� SULYDWH� VHFWRU��([SHULHQFH� KDV� VKRZQ� WKDW� WKH� UHVSRQVH� RI� SULYDWH� VHFWRU� VDYLQJV� LV� XQFHUWDLQ� LQ� ERWK�PDJQLWXGH� DQG� GXUDWLRQ��*RYHUQPHQW� VDYLQJV�ZRXOG� UHTXLUH� KLJKHU� WD[HV� DQG�RU� ORZHU� H[SHQGLWXUH��ZKHUH� WKH� URRP� LV� UDWKHU� QDUURZ� IRU�DFWLRQ�RQ�ERWK�IURQWV��7KLV�OHDYHV�WKH�SXEOLF�HQWHUSULVH�VHFWRU�DV�WKH�PDLQ�VRXUFH�RI�KLJKHU�GRPHVWLF�VDYLQJV��7KHVH�DGGLWLRQDO� VDYLQJV� FRXOG� FRPH� ERWK� IURP� LPSURYHG� HIILFLHQF\� RI� WKH� FRPSDQLHV� WKDW� DUH� WUDQVIHUUHG� WR� SULYDWH�FRQWURO�DQG�IURP�WKH�OLTXLGDWLRQ�RI�ORVV�PDNLQJ�FRPSDQLHV��)RU�PRUH�GHWDLOV�RQ�VDYLQJV�DQG�LQYHVWPHQW�REMHFWLYHV�XQGHU�D�KLJK�JURZWK�SDWK�LQ�(J\SW��VHH�*DODO��$��������XQSXEOLVKHG��
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WR�WKH�GHEW�VHUYLFH�EXUGHQ��7KLV�OHDYHV�)',�DV�WKH�PRVW�OLNHO\�FDQGLGDWH�IRU�SURYLGLQJ�DGGLWLRQDO�VDYLQJV��:RUOG�%DQN�����E���� %XW�WKH�SROLF\�HIIRUW�UHTXLUHG�WR�DWWUDFW�)',�LV� FRQVLGHUDEOH�� 2I� WKH� �� SHUFHQWDJH� SRLQWV� QHHGHG� WR� ERRVW� LQYHVWPHQW�� DERXW��� SHUFHQW� ZRXOG� KDYH� WR� EH� ILQDQFHG� E\� )',�� 7KLV� ZRXOG� DPRXQW� WR� DERXW� �(���ELOOLRQ� �RU� ����� ELOOLRQ�� DQQXDO� LQIORZV� RI� )',�� ZKLFK� LV� VHYHUDO� WLPHV� WKH� FXUUHQW�LQIORZ�HVWLPDWHG�DW������PLOOLRQ�LQ�������,ELG��S�������(J\SW�XVHG�WR�EH�RQH�RI�WKH�WRS����UHFLSLHQWV�RI�)',�DPRQJ�GHYHORSLQJ�FRXQWULHV�LQ�WKH� ���\HDU� SHULRG� IURP� ����� WR� ����� �7DEOH� ����� EXW� LW� GLVDSSHDUHG� IURP� WKH� OLVW�GXULQJ�WKH�VXFFHVVLYH�VL[�\HDU�SHULRG�IURP������WR�������)',�IORZV�WR�(J\SW�GURSSHG�IURP�D�SHDN�RI�QHDUO\������ELOOLRQ� LQ������ WR�RQO\������PLOOLRQ�LQ�������7DEOH���LQ�$SSHQGL[�&��7DEOH�����7RS����5HFLSLHQWV�RI�)',�$PRQJ�'HYHORSLQJ�&RXQWULHV5DQN ��������� ��������� ���������� %UD]LO 0H[LFR &KLQD� 0H[LFR %UD]LO 0H[LFR� 1LJHULD &KLQD 0DOD\VLD� 0DOD\VLD 0DOD\VLD %UD]LO� ,QGRQHVLD (J\SW ,QGRQHVLD� *UHHFH $UJHQWLQD 7KDLODQG� 6RXWK�$IULFD *UHHFH $UJHQWLQD� ,UDQ 7KDLODQG +XQJDU\� (J\SW &RORPELD 3RODQG�� (FXDGRU 1LJHULD &RORPELD�� 7KDLODQG ,QGRQHVLD &KLOH�� $OJHULD &KLOH &]HFK�5HSXEOLF1RWH��([FOXGHV�FRXQWULHV�ZLWK�D�SRSXODWLRQ�EHORZ���PLOOLRQ�LQ������6RXUFH�:RUOG�%DQN������E���7DEOH������S�����
$V�QRWHG�EHIRUH��PHDVXULQJ�)',�DV�D SHUFHQWDJH�RI�*'3�WDNHV�DFFRXQW�RI�FRXQWU\�VL]H�� ,Q� WKHVH� WHUPV��0DOD\VLD�PDLQWDLQHG� LWV�SURPLQHQFH��DQG�&KLQD��&RORPELD��DQG�WKH�&]HFK�5HSXEOLF�IHDWXUHG�DPRQJ�WKH�WRS����E\�ERWK�PHDVXUHV�LQ�������7DEOH������$OWKRXJK� WKH� HFRQRPLHV� RI� ORZ�LQFRPH� FRXQWULHV� DUH� WRR� VPDOO� WR� DWWUDFW� ODUJH�DPRXQWV�RI�)',�LQ�DEVROXWH�WHUPV��LQ�UHODWLYH�WHUPV�WKH\�GR�TXLWH�ZHOO��+DOI�RI�WKH�WRS����UHFLSLHQWV�RI�)',�DV�D SHUFHQWDJH�RI�*'3�DUH�ORZ�LQFRPH�FRXQWULHV��6LPLODUO\��WKH�PDQ\�VPDOO�DQG�SRRU�FRXQWULHV�RI�$IULFD�GR�QRW�PDNH�WKH�WRS����LQ�DEVROXWH�WHUPV��EXW�PHDVXUHG�DJDLQVW�*'3��RQH�WKLUG�RI� WKH�WRS����GHYHORSLQJ�FRXQWU\�UHFLSLHQWV�RI�)',�DUH�$IULFDQ�FRXQWULHV��6WLOO��(J\SW�LV�QRW�DPRQJ�WKH�WRS����E\�HLWKHU�PHDVXUH��

�� )RUHLJQ� LQYHVWPHQW� FDQ� WDNH� WZR� IRUPV�� IRUHLJQ� GLUHFW� LQYHVWPHQW� DQG� IRUHLJQ� SRUWIROLR� LQYHVWPHQW� �IRUHLJQ�LQGLUHFW�LQYHVWPHQW���7KH�,QWHUQDWLRQDO�0RQHWDU\�)XQG�GHILQHV�IRUHLJQ�LQYHVWPHQW�DV�GLUHFW�ZKHQ�WKH�LQYHVWRU�KROGV��� SHUFHQW�RU�PRUH�RI�WKH�HTXLW\�RI�DQ�HQWHUSULVH��*HQHUDOO\��WKLV�LV�XVXDOO\�HQRXJK�WR�JLYH�WKH�LQYHVWRU�D�VD\�LQ�WKH�PDQDJHPHQW�RI�DQ�HQWHUSULVH��
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*LYHQ�(J\SW¶V�FRPSDUDWLYH�DGYDQWDJH��LQ�WHUPV�RI�WKH�VL]H�DQG�FRVW�RI�LWV�ODERU��LWV�LQWHUQDO� PDUNHW� DQG� LWV� VWUDWHJLF� ORFDWLRQ�� LWV� OHYHO� RI� )',� LV� ZHOO� EHORZ� SRWHQWLDO�ZKLFK�LV�TXHVWLRQDEOH� $V�ORQJ�DV�WD[HV�DQG�LQYHVWPHQW�DUH�WKH�IRFXV�RI�WKLV�VWXG\��WKH�ORJLFDO�TXHVWLRQ�DULVHV��,V�(J\SW¶V�FRUSRUDWH� WD[�EXUGHQ�WRR�KHDY\�FRPSDUHG�WR�RWKHU�FRXQWULHV"
7DEOH�����7RS�'HYHORSLQJ�&RXQWU\�5HFLSLHQWV�RI�)',������5DQN %\�YDOXH %\ SHUFHQWDJH�RI�*13� &KLQD $QJROD� 0H[LFR 9LHWQDP� 0DOD\VLD 0DOD\VLD� ,QGRQHVLD &RORPELD� %UD]LO &]HFK�5HSXEOLF� 3RODQG &KLQD� &RORPELD 7DQ]DQLD� &]HFK�5HSXEOLF %ROLYLD� 7KDLODQG 3HUX�� 3HUX &ROXPELD�� ,QGLD *KDQD�� &KLOH 0R]DPELTXH1RWH��([FOXGHV�FRXQWULHV�ZLWK�SRSXODWLRQ�EHORZ���PLOOLRQ�LQ������6RXUFH�:RUOG�%DQN������E��7DEOH������S�����,V�(J\SW¶V�&RUSRUDWH�7D[�%XUGHQ�7RR�+HDY\�&RPSDUHG�WR�2WKHU�&RXQWULHV",Q� DQ� DWWHPSW� WR� LQFUHDVH� )',� IORZV�� WKH� (J\SWLDQ� JRYHUQPHQW� UHOLHV� KHDYLO\� RQ� D�QXPEHU�RI�VLJQLILFDQW�WD[�EHQHILWV�LQFOXGLQJ�WD[�KROLGD\V�DQG�IUHH�]RQHV��1HLJKERULQJ�FRXQWULHV�� KRZHYHU�� RIIHU� LQFHQWLYHV� IRU� IRUHLJQ� LQYHVWPHQW� DV� ZHOO�� 7KLV� VHFWLRQ�FRPSDUHV� WKH� (J\SWLDQ� WD[� UHJLPH� WR� VRPH� RI� LWV� UHJLRQDO� FRPSHWLWRUV�� LQ� RUGHU� WR�DVVHVV� LWV� FRPSHWLWLYH� SRVLWLRQ� LQ� WKH�0HGLWHUUDQHDQ� UHJLRQ� ZLWK� UHVSHFW� WR� IRUHLJQ�GLUHFW� LQYHVWPHQW�� ,W� DOVR� FRPSDUHV� (J\SW¶V� FRUSRUDWH� WD[� UDWH� ZLWK� WKDW� RI� RWKHU�FRXQWULHV�ZRUOGZLGH��&RXQWULHV�FDQ�UHGXFH�KLJK�HIIHFWLYH�WD[�UDWHV�WR�PRUH�FRPSHWLWLYH�OHYHOV�E\�JLYLQJ�WD[ LQFHQWLYHV�RQO\�WR�D�VHOHFWHG�JURXS�RI�ILUPV��ZKLOH�PDLQWDLQLQJ�KLJK�WD[�UDWHV�IRU�RWKHUV��$Q�DOWHUQDWLYH�LV�WR�FKDQJH�WKH�JHQHUDO�ILVFDO�V\VWHP�WR�ORZHU�WKH�HIIHFWLYH�WD[�UDWH�IRU�DOO�ILUPV��%HWZHHQ�WKHVH�WZR�H[WUHPHV�OLH�D�QXPEHU�RI�RSWLRQV�
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%HFDXVH� RI� GLIIHUHQW� WD[� V\VWHPV� DQG� LQFHQWLYH� UHJLPHV�� HIIHFWLYH� WD[� UDWHV� YDU\�ZLGHO\� DPRQJ� FRXQWULHV� DQG� HYHQ� DPRQJ� LQGXVWULHV� ZLWKLQ� D� FRXQWU\�� 7DEOH� ���SURYLGHV� HVWLPDWHV� RI� HIIHFWLYH� WD[� UDWHV� RQ� FDSLWDO� IRU� $PHULFDQ� PXOWLQDWLRQDO�FRPSDQLHV�WKDW�LQYHVW�LQ�GLIIHUHQW�0LGGOH�(DVW�DQG�1RUWK�$IULFDQ�FRXQWULHV��,QGRQHVLD�LV�LQFOXGHG�LQ�WKHVH�FDOFXODWLRQV�EHFDXVH��GXULQJ�WKH�����V��LW�HOLPLQDWHG�GLVFUHWLRQDU\�WD[�KROLGD\V�LQ�IDYRU�RI�JHQHURXV�GHSUHFLDWLRQ�GHGXFWLRQV�DYDLODEOH�WR�DOO�ILUPV���
7DEOH�����(IIHFWLYH�&RUSRUDWH�7D[�5DWHV��8�6��0XOWLQDWLRQDO�&RPSDQLHV���������������������������SHUFHQW�0DQXIDFWXULQJ 6HUYLFHV�(J\SW�1R�,QFHQWLYH��%DVH�&DVH� ���� ����7D[�+ROLGD\�� &DVH�$ ���� ����&DVH�%� ���� ����&DVH�& ���� ����-RUGDQ1R�,QFHQWLYHV ���� ����7D[�+ROLGD\�� &DVH�$ ���� ����&DVH�%� ���� ����&DVH�& ��� ����0RURFFR�1R�,QFHQWLYHV ���� ����7D[�+ROLGD\�� &DVH�$ Q�D ����&DVH�%� ���� ����&DVH�& ���� ����7XQLVLD�1R�,QFHQWLYHV ���� ����7D[�+ROLGD\�� &DVH�$ ���� Q�D&DVH�%� ��� ���&DVH�& ��� ���*UHHFH ����� ���7XUNH\ ���������� ������&\SUXV��1R�,QFHQWLYHV ���� ����7D[�+ROLGD\�� &DVH�$ ��� ���,QGRQHVLD�� ���� ����6RXUFH��7KH�:RUOG�%DQN���������S�����

$V�LV�VKRZQ�LQ�7DEOH�����(J\SW¶V�HIIHFWLYH�WD[�UDWH�RQ�FDSLWDO�LV�ORZHU�WKDQ�WKDW�RI�-RUGDQ��0RURFFR� DQG� 7XQLVLD� LQ�PDQXIDFWXULQJ� DQG� DERXW� WKH� VDPH� IRU� VHUYLFHV�� ,Q�PDQXIDFWXULQJ��(J\SW�KDV�WKH�ORZHVW�FRUSRUDWH�WD[�UDWH�DQG�UHODWLYHO\�JHQHURXV�ZULWH�RIIV� IRU� PDFKLQHU\�� &RPSDUHG� WR� -RUGDQ��0RURFFR� DQG� 7XQLVLD�� WKH� LQYHVWPHQWV� LQ�VHUYLFHV� DUH� WUHDWHG� OHVV� JHQHURXVO\� EHFDXVH� RI� WKH� KLJKHU� FRUSRUDWH� WD[� UDWH� IRU�VHUYLFHV�LQ�(J\SW�7KH� WD[� KROLGD\� UHGXFHV� WKH� HIIHFWLYH� WD[ UDWHV� RQ� FDSLWDO� QRW� RQO\� IRU�(J\SW� EXW�DOVR� -RUGDQ��0RURFFR� DQG�7XQLVLD��:KLOH� WKHUH� DUH� VRPH�DGYDQWDJHV� WR� LQYHVWPHQWV�WKDW�TXDOLI\�IRU�WKHVH�LQFHQWLYHV��WKH�SURYLVLRQV�GR�QRW�HQDEOH�WKHVH�FRXQWULHV�WR�EH�DQ\�PRUH� FRPSHWLWLYH� WKDQ� *UHHFH� DQG� 7XUNH\� ZKHUH� WKHUH� DUH� QR� KROLGD\V�� 7KH� ORZ�HIIHFWLYH� WD[� UDWH� LQ�*UHHFH�UHVXOWV� IURP�WKH�XVH�RI� WKH�/,)2�PHWKRG�IRU� LQYHQWRULHV�
�� )RU�YDULRXV�LQSXWV�XVHG�WR�HVWLPDWH�WKHVH�(75V�RQ�FDSLWDO��VHH�:RUOG�%DQN���������DQQH[�����



(&(6�:3���6DPDORXW\�����

��

DQG� LQYHVWPHQW� DOORZDQFHV� IRU� PDFKLQHU\� �WKH� VWDWXWRU\� FRUSRUDWH� WD[� UDWH� LV��� SHUFHQW��� 7XUNH\¶V� HIIHFWLYH� WD[� UDWH� LV� TXLWH� ORZ� �QHJDWLYH��� 7KLV� UHIOHFWV� D�JHQHURXV� WUHDWPHQW� IRU�FDSLWDO� �LQYHVWPHQW�DOORZDQFHV�DQG�IDVW�GHSUHFLDWLRQ���DQG�DQ�LQGH[LQJ� V\VWHP� WKDW� UH�YDOXHV� DVVHWV� IRU� GHSUHFLDWLRQ�� LQYHQWRU\� FRVWV� DQG� FDSLWDO�JDLQV�WD[DWLRQ��EXW�PDNHV�QR�LQIODWLRQ�DGMXVWPHQW�IRU�LQWHUHVW�H[SHQVHV�(J\SW� LV� DOVR� QRW� DV� FRPSHWLWLYH� DV� &\SUXV�� &\SUXV� KDV� VLPLODU� LQYHVWPHQW�DOORZDQFHV�IRU�PDFKLQHU\�DQG�VWUXFWXUH�EXW�DOVR�KDV�D�ORZ�VWDWXWRU\�FRUSRUDWH�WD[�UDWH���� SHUFHQW���:LWK�D� WD[�KROLGD\� LQ�&\SUXV�� WKH�HIIHFWLYH�FRUSRUDWH� WD[�UDWH� IDOOV� WR�D�YDOXH�PXFK�EHORZ�WKDW�IRU�D�VLPLODU�FDVH�LQ�(J\SW��,Q�FRPSDULVRQ�WR�,QGRQHVLD��(J\SW¶V�HIIHFWLYH�FRUSRUDWH�WD[�UDWH�IRU�WKH�EDVH�FDVH�LV�KLJKHU� IRU�ERWK�PDQXIDFWXULQJ�DQG�VHUYLFHV�� ,QGRQHVLD¶V�HIIHFWLYH�FRUSRUDWH� WD[�UDWHV�RQ� PDQXIDFWXULQJ� DQG� VHUYLFHV� DUH� ���� SHUFHQW� DQG� ���� SHUFHQW�� UHVSHFWLYHO\��FRPSDUHG� WR� (J\SW¶V� ���� SHUFHQW� DQG� ���� SHUFHQW��(J\SW¶V� WD[� KROLGD\� UHVXOWV� LQ� D�ORZHU�HIIHFWLYH� WD[�UDWH� WKDQ�,QGRQHVLD¶V� IRU�PDQXIDFWXULQJ�EXW�QRW�IRU�VHUYLFHV��7KH�GLIIHUHQFH� LQ� HIIHFWLYH� WD[� UDWHV� EHWZHHQ� WKH� WZR� FRXQWULHV� LV� H[SODLQHG� DV� IROORZV��,QGRQHVLD¶V� JHQHUDO� �VWDWXWRU\�� FRUSRUDWH� LQFRPH� WD[� UDWH� DW� �� SHUFHQW� LV� URXJKO\�FRPSDUDEOH�WR�(J\SW¶V�PDQXIDFWXULQJ�FRUSRUDWH�WD[�UDWH�RI��� SHUFHQW�EXW�ORZHU�WKDQ�(J\SW¶V� WD[� UDWH� RQ� VHUYLFHV� ��� SHUFHQW��� 0RUH� LPSRUWDQWO\�� ,QGRQHVLD� KDV� D� ZHOO�IXQFWLRQLQJ�YDOXH�DGGHG�WD[��9$7��WKDW�SURYLGHV�DQ�LQSXW�WD[�FUHGLW�IRU�SXUFKDVHV�RI�LQYHVWPHQW�JRRGV��ZKLOH�QR�VLPLODU�FUHGLW�LV�SURYLGHG�LQ�(J\SW�2QH� EDVLF� FRQFOXVLRQ� FDQ� EH� GUDZQ� IURP� WKHVH� FRPSDULVRQV�� WKDW� LV�� (J\SW� LV� D�FRXQWU\�ZLWK�UHODWLYHO\�KLJK�WD[HV�FRPSDUHG�WR�RWKHU�FRXQWULHV�LQ�WKH�UHJLRQ��7DEOH����$SSHQGL[� &�� FRQILUPV� WKLV� FRQFOXVLRQ� ZLWK� UHJDUG� WR� RWKHU� FRXQWULHV� ZRUOGZLGH��$FFRUGLQJ�WR�WKH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW ��������(J\SW�UDQNHG�QXPEHU����RXW�RI� ��� FRXQWULHV� LQ� WHUPV� RI� LWV� DYHUDJH� FRUSRUDWH� WD[� UDWH� ��� SHUFHQW��� ZKLOH� WKH�³FHQWHU�RI�JUDYLW\´�IRU�RWKHU�FRXQWULHV�ZDV�LQ�WKH�UDQJH�RI����WR��� SHUFHQW��+HQFH��WKH�FRUSRUDWH� WD[� V\VWHP� LV� QRW� VXIILFLHQWO\� FRPSHWLWLYH� WR� PDNH� (J\SW� DWWUDFWLYH� IRU�IRUHLJQ�GLUHFW�LQYHVWPHQW��$QRWKHU� VLJQLILFDQW� LVVXH� LV� WKDW� WD[� KROLGD\V� LQ� (J\SW� KDYH� QRW� EHHQ� DVVRFLDWHG�ZLWK� JUHDWHU� WD[� FRPSHWLWLYHQHVV� LQ� JHQHUDO�� $FFRUGLQJ� WR� WKH� :RUOG� %DQN� VWXG\��������� WKH� UHJXODU� SURYLVLRQV� LQ� WKH� WD[� FRGHV� DFURVV� FRXQWULHV� �H�J��� WUHDWPHQW� RI�LQYHQWRULHV��GHSUHFLDWLRQ�UXOHV��LQIODWLRQ�DGMXVWPHQW��HWF���ZHUH�DOPRVW�PRUH�LPSRUWDQW�WKDQ�WD[�KROLGD\V�LQ�GHWHUPLQLQJ�HIIHFWLYH�WD[�UDWHV�RQ�IRUHLJQ�LQYHVWPHQW��7KH�FDVH�RI�*UHHFH� DQG� 7XUNH\��ZKHUH� WKHUH� DUH� QR� KROLGD\V�� LV� REYLRXV�� $OVR�� WD[� FRPSHWLWLRQ�
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DPRQJ� FRXQWULHV�� OHDGLQJ� WR� WKH� JUDQWLQJ� RI� VLPLODU� RU� HYHQ� ODUJHU� LQYHVWPHQW�LQFHQWLYHV�� VLJQLILFDQWO\� OLPLWV� WKH� HIIHFWLYHQHVV� RI� VXFK� LQFHQWLYHV� DV� D� SROLF\�LQVWUXPHQW�WR�DWWUDFW�)',�DW�WKH�H[SHQVH�RI�RWKHU�FRXQWULHV��,Q�DGGLWLRQ��LQFHQWLYHV�DUH�QRW� HIIHFWLYH� IRU� IRUHLJQ� LQYHVWRUV� WKDW� PXVW� SD\� PRUH� WD[� WR� WKHLU� KRPH� FRXQWULHV�ZKHQ�WKH\�UHPLW�LQFRPH�XQGHU�WD[�FUHGLWLQJ�DUUDQJHPHQWV���,QWHUHVWLQJO\��PRVW� VXUYH\V�RI� LQYHVWRUV�VKRZ�WKDW� WD[� LQFHQWLYHV�DUH� UHODWLYHO\� IDU�GRZQ�RQ�WKH�OLVW�RI�IDFWRUV�WKDW�LQIOXHQFH�LQYHVWPHQW�GHFLVLRQV��,Q�GHWHUPLQLQJ�ZKHUH�DQG� ZKHQ� WKH\� PDNH� LQYHVWPHQWV�� EXVLQHVV� VSRQVRUV� HPSKDVL]H� WKH� LPSRUWDQFH� RI�IXQGDPHQWDOV��VXFK�DV�WKH�VL]H�RI�WKH�PDUNHW��WKH�DYDLODELOLW\�RI�DQ�DGHTXDWHO\�VNLOOHG�DQG� SURGXFWLYH� ZRUNIRUFH�� DQ� LQIUDVWUXFWXUH� WKDW� PHHWV� WKH� PLQLPXP� VWDQGDUGV� RI�TXDOLW\��WKH�SURWHFWLRQ�RI�LQWHOOHFWXDO�SURSHUW\��DQG�WKH�DYDLODELOLW\�RI�HIILFLHQW�VHUYLFH�VXSSOLHUV��0HDQZKLOH��LQYHVWRUV�PLQLPL]H�WKH�LPSRUWDQFH�RI�ILVFDO�LQFHQWLYHV��8QOHVV�D� WD[� V\VWHP� LV� FRPSOHWHO\� RXW� RI� OLQH� FRPSDUHG� WR� RWKHU� FRXQWULHV�� RQH�ZRXOG� QRW�H[SHFW�WD[HV�WR�EH�WKH�PRVW�VLJQLILFDQW�GHWHUPLQDQW�RI�IRUHLJQ�LQYHVWPHQW���)XUWKHUPRUH��WKH�H[SHULHQFHV�RI�RWKHU�FRXQWULHV�ZRUNLQJ�WR�DFKLHYH�D�VRXQG�SROLF\�HQYLURQPHQW� IRU� )',� VKRZ� WKDW� UHIRUPLQJ� WD[� V\VWHPV� WKURXJK� ORZHU� UDWHV�� EURDGHU�EDVHV� DQG� LQFUHDVHG� VLPSOLFLW\� LV� PRUH� VXFFHVVIXO� LQ� DWWUDFWLQJ� )',� WKDQ� SURYLGLQJ�JHQHURXV�WD[�LQFHQWLYHV�XQGHU�WKH�XPEUHOOD�RI�D�FRPSOH[��QRQ�QHXWUDO�WD[�V\VWHP���7KH�LPSRUWDQW�SRLQW�LV��HYHQ�WKRXJK�WD[�LQFHQWLYHV�FDQ�EH�GHVLJQHG�WR�DFKLHYH�VRPH�HFRQRPLF�JRDOV��WKH\�VKRXOG�QRW�EH�XVHG�DV�VXEVWLWXWHV�IRU�DQ�HIILFLHQW�DQG�FRPSHWLWLYH�WD[� V\VWHP��%HIRUH� FRQVLGHULQJ� DQ� LQFHQWLYH� VFKHPH�� D�PRGHUDWH� JHQHUDO� WD[� UHJLPH�FRQGXFLYH�WR�LQYHVWPHQWV�RI�DOO�W\SHV�PXVW�EH�LQ�SODFH�ILUVW��7KHQ�FRXQWULHV�FDQ�ORRN�DW�WKH�IHZ�VSHFLDO�FDVHV�LQ�ZKLFK�VHOHFWLYH�LQFHQWLYHV�PD\�EH�MXVWLILHG�5HVXOWV� IURP� VRPH� HPSLULFDO� VWXGLHV� XVLQJ� WKH� FRVW�RI�FDSLWDO� DSSURDFK� DUH�VXPPDUL]HG�LQ�7DEOH�����1HDUO\��DOO�VXJJHVW�WKDW�WD[�LQFHQWLYHV�KDYH�D�VPDOO�RU�HYHQ�LQVLJQLILFDQW�HIIHFW�RQ�LQYHVWPHQW�7KH� UHDVRQV�ZK\� WD[� LQFHQWLYHV� WHQG� WR� EH� LQHIIHFWLYH�� SDUWLFXODUO\� LQ� GHYHORSLQJ�FRXQWULHV��LQFOXGH��WRR�EURDG�D�VSHFWUXP�RI��REMHFWLYHV�SXUVXHG�ZLWK�OLPLWHG�UHVRXUFHV��H[FHVVLYH� VHOHFWLYLW\� LQ� WKH� JUDQWLQJ� SURFHVV�� XQSUHGLFWDELOLW\� LQ� WKH� JUDQWLQJ� RI� WKH�
�� ,Q�WKH�FDVH�RI�WKH�$PHULFDQ�FRPSDQ\�WD[�UHOLHI�JLYHQ�LQ�(J\SW�LV�FODLPHG�E\�WKH�8�6��JRYHUQPHQW�ZKHQ�LQFRPH�LV�UHPLWWHG��� 2QO\�KHDYLO\�H[SRUW�RULHQWHG�ILUPV�DUH�YHU\�VHQVLWLYH�WR�WD[�EXUGHQ��DV�PHDVXUHG�E\�HIIHFWLYH�WD[�UDWH���([SRUW�RULHQWHG� ILUPV� VXFK� DV� JDUPHQW� PDQXIDFWXUHUV� RSHUDWH� LQ� KLJKO\�FRPSHWLWLYH� PDUNHWV� ZLWK� YHU\� VOLP� PDUJLQV��0RUHRYHU�� WKHVH� ILUPV� DUH� KLJKO\�PRELOH� DQG� VRXJKW� DIWHU� EHFDXVH� WKH\� JHQHUDWH� MREV�� +HQFH�� WD[HV� FDQ� EH� DQ�LPSRUWDQW� SDUW� RI� WKHLU� FRVW� VWUXFWXUH�� DQG� WKH� ILUPV� FDQ� HDVLO\� PRYH� WR� WDNH� DGYDQWDJH� RI� PRUH� IDYRUDEOH� WD[�UHJLPHV��� )RU�PRUH�GHWDLOV��VHH�7KH�:RUOG�%DQN������E�����
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LQFHQWLYHV��WRR�PXFK�SROLWLFDO�LQIOXHQFH�RI�YHVWHG�LQWHUHVWV�LQ�WKH�GHVLJQ�RI�SROLF\��DQ�LQDGHTXDWH� UHODWLRQVKLS� EHWZHHQ� WKH� REMHFWLYH� DQG� WKH� LQVWUXPHQW�� DQG� FRXQWHU�HIIHFWLYH� JHQHUDO� HTXLOLEULXP� �RU� LQGLUHFW�� HIIHFWV� �,0)� ������ S�� ������ $FFRUGLQJO\��IRU�WD[�LQFHQWLYHV�WR�EH�HIIHFWLYH��FHUWDLQ�FULWHULD�PXVW�EH�IXOILOOHG�
/LPLWLQJ�WKH�REMHFWLYHV��)RU�WD[�LQFHQWLYHV�WR�EH�PRUH�HIIHFWLYH�DQG�OHVV�FRVWO\��WZR�RU�WKUHH� QDUURZ� REMHFWLYHV� VKRXOG� EH� FKRVHQ�� IRU� H[DPSOH�� SURPRWLRQ� RI� LQYHVWPHQW��H[SRUWV��DQG�PDQXIDFWXULQJ�LQGXVWU\�
5HGXFLQJ�WKH�GLVFUHWLRQDU\�HOHPHQW��*UDQWLQJ�RI�WD[�LQFHQWLYHV�VKRXOG�EH�DQ�DXWRPDWLF�SURFHVV��DQG�VHOHFWLYLW\�VKRXOG�EH�H[HUFLVHG�ZLWK�JUHDW�FDUH�DV�H[FHVVLYH�UHG�WDSH�WHQGV�WR�QXOOLI\ WKH�GHVLUHG�UHVXOW�
7DEOH�����&RVW�RI��&DSLWDO�6WXGLHV�RI�,QYHVWPHQW�,QFHQWLYHV�LQ�'HYHORSLQJ�&RXQWULHV6WXG\ &RXQWU\ 5HVXOW:RUOG�%DQN������� 7KDLODQG ,QYHVWPHQW� LQFHQWLYHV� KDG� OLWWOH� HIIHFW�� 6KDUH� RI� H[SRUWV� LQ�WRWDO� SURGXFWLRQ� RI� ILUPV� DZDUGHG� LQFHQWLYHV� ZDV� QR� KLJKHU�WKDQ�DYHUDJH�IRU�DOO�LQGXVWULDO�ILUPV�0DQDVDQ������� 3KLOLSSLQHV )LVFDO� LQFHQWLYHV�KDG� VLJQLILFDQW� HIIHFWV�RQ� UDWH�RI� UHWXUQ�DQG�XVHU�FRVW�RI�FDSLWDO�0DQDVDQ������� $6($1� )LVFDO� LQFHQWLYHV� GLG� QRW� KDYH� VLJQLILFDQW� HIIHFW� RQ� UHODWLYHFRPSHWLWLYHQHVV�RI�$6($1�.ZDFN������� .RUHD 7D[� LQFHQWLYHV� SOD\HG� PLQRU� UROH� LQ� SURPRWLQJ� H[SRUWV� LQ�.RUHD�6RXUFH��1DJHH�DQG�:KDOO\���������3DWWHUQV�LQ�,QYHVWPHQW�7D[�,QFHQWLYHV�DPRQJ�'HYHORSLQJ�&RXQWULHV� LQ�)LVFDO�,QFHQWLYHV�IRU�LQYHVWPHQW�DQG�LQQRYDWLRQ�E\�$��6KDK��HG���7DEOHV���� ���S������
(QVXULQJ�SUHGLFWDELOLW\� :KLOH�WD[�LQFHQWLYHV�GR�QRW�KDYH�WR�EH�SHUPDQHQW��WKH\�PXVW�EH�SUHGLFWDEOH�� VR� WKDW� WKH\�FDQ�EH� LQFRUSRUDWHG� LQWR� WKH�GHFLVLRQ�PDNLQJ�SURFHVV�RI�WKH�HFRQRPLF�DJHQWV��
0LQLPL]LQJ�SROLWLFDO�LQIOXHQFHV��$�WD[�LQFHQWLYH�LV�RQH�RI�WKH�SULPH�H[DPSOHV�RI�UHQW�LQGXFLQJ� ILVFDO�PHDVXUHV�DQG��HYHQ� WKRXJK� WKHUH�ZLOO� DOZD\V�EH�SROLWLFDO�SUHVVXUH� WR�XVH�LW�WKDW�ZD\��JUHDW�FDUH�VKRXOG�EH�JLYHQ�WR�HQVXUH�WKDW�WKH�WD[�LQFHQWLYHV��DLP�DW�WKH�SXUVXLW�RI�HFRQRPLF�UDWKHU�WKDQ�SROLWLFDO�REMHFWLYHV�
(QVXULQJ�GLUHFW�UHODWLRQ�EHWZHHQ�WKH�LQVWUXPHQW�DQG�WKH�REMHFWLYH��$�WD[�LQFHQWLYH�LV��LQ�JHQHUDO��OLQNHG�WR�D�VSHFLILF�WD[�EDVH��3ROLF\PDNHUV�VKRXOG�VHOHFW�WKH�WD[�EDVH�WKDW�LV�PRVW�FORVHO\�UHODWHG�WR�WKH�SRVLWLYH�H[WHUQDO�HIIHFW�WKDW�WKH\�ZLVK�WR�LQGXFH��7KXV�LI�WKH�SRVLWLYH�H[WHUQDOLW\�GHULYHV� IURP�QHW� LQYHVWPHQW�� WKH� WD[� LQFHQWLYH�VKRXOG�EH�JUDQWHG�RQ�QHW�LQYHVWPHQW�
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*HQHUDO�HTXLOLEULXP�HIIHFWV��5HFHQW�HYLGHQFH�IURP�(FXDGRU��VKRZV�WKDW�WD[�LQFHQWLYHV�WR� LQYHVWPHQW� KDG� D� VXFFHVVIXO� DOORFDWLYH� UROH� UHGLUHFWLQJ� LQYHVWPHQW� WR� WKH�PDQXIDFWXULQJ� VHFWRU� ZLWKRXW� DFWXDOO\� LQFUHDVLQJ� WKH� UDWH� RI� LQYHVWPHQW� IRU� WKH�FRXQWU\�DV�D�ZKROH��,ELG���S��������6R��WR�JXDUDQWHH�WKH�HIIHFWLYHQHVV�RI�WD[�LQFHQWLYH�SROLF\��LWV�JHQHUDO�HTXLOLEULXP�HIIHFWV�VKRXOG�EH�WDNHQ�LQWR�DFFRXQW�1HYHUWKHOHVV��PRVW�HFRQRPLVWV�DUJXH�WKDW�WD[�LQFHQWLYHV�KDYH�D�OLPLWHG�UROH�WR�SOD\�LQ� WD[� SROLF\�� )LUVW�� WKH\� HQWDLO� D� ORVV� RI� JRYHUQPHQW� UHYHQXH�� 6HFRQG�� HIILFLHQW� WD[�LQFHQWLYHV� DUH� FXPEHUVRPH� WR� GHVLJQ�� 7KH\� DUH� VHOHFWLYH� E\� QDWXUH� DQG� FDQ� RIWHQ�LQGXFH� RWKHU� HFRQRPLF� GLVWRUWLRQV�� 7KLUG�� WKHLU� HIIHFWLYHQHVV� FDQ� VHOGRP� EH�JXDUDQWHHG�� ,Q� SULQFLSOH�� WKH\� VKRXOG� EH� JLYHQ� WR� WKRVH� HFRQRPLF� DJHQWV� ZKR� QHHG�WKHP� WR� SHUIRUP� WKH� GHVLUHG� DFWLRQ�� KRZHYHU�� WKLV� LV� D� YHU\� GLIILFXOW� WDVN� WKDW� RIWHQ�OHDGV�WR�XQZDUUDQWHG�HFRQRPLF�UHQWV�WR�WKH�OXFN\�EHQHILFLDULHV��)LQDOO\��WD[�LQFHQWLYHV�FDQ� UHDGLO\� IDOO� SUH\� WR� VSHFLDO� LQWHUHVW� JURXSV� VR� WKDW� WKH� RULJLQDO� HFRQRPLF�PRWLYDWLRQ� RI� SROLF\� LV� HDVLO\� VXSHUVHGHG� E\� RWKHU� OHVV� REMHFWLYH� PRWLYHV�� 6R�GHYHORSLQJ�FRXQWULHV�ZRXOG�ZHOO�EH�DGYLVHG� WR� OLPLW� WKH�XVH�RI�VXFK� WD[�SUHIHUHQFHV��DQG� LQVWHDG� FRQFHQWUDWH� RQ� HOLPLQDWLQJ� GLVLQFHQWLYHV� WR� LQYHVW� WKDW� DULVH� IURP�LQIUDVWUXFWXUH� GHILFLHQFLHV�� SRRU� UHJXODWRU\� UHJLPHV�� DQG� WKH� ODFN� RI� D� OHJDO�IUDPHZRUN��LQVWLWXWLRQV�DQG�HQIRUFHPHQW�
9��5HIRUPLQJ�WKH�&RUSRUDWLRQ�7D[�IRU�*URZWK�DQG�&RPSHWLWLYHQHVV
5HVHDUFK�)LQGLQJV7KH� DERYH� DQDO\VLV� RI� FRUSRUDWH� WD[DWLRQ� DQG� LQYHVWPHQW� EHKDYLRU� LQ� (J\SW� UHYHDOV�EDVLF�FRQFOXVLRQV�WKDW�PXVW�VHUYH�DV�JXLGHOLQHV�IRU�WKH�QHHGHG�WD[�UHIRUPV��x 7KH� OHYHO� RI� WD[DWLRQ� RI� FDSLWDO� LQ� (J\SW� LV� UHODWLYHO\� KLJK� E\� LQWHUQDWLRQDO�VWDQGDUGV��ZLWK�DQG�ZLWKRXW�WD[�LQFHQWLYHV��7KLV�KLJK�OHYHO�RI�FRUSRUDWH�LQFRPH�WD[�UDWH�UHGXFHV�WKH�VL]H�RI�WKH�FDSLWDO�VWRFN�LQ�WKH�(J\SWLDQ�HFRQRP\�x 7KH� ODUJH� WD[� H[HPSWLRQV� DQG� LQFHQWLYHV�� LQFOXGLQJ� WD[�KROLGD\V�� LQWURGXFHG�RYHU�WLPH�WR�DOOHYLDWH�WKH�WD[�EXUGHQ�RQ�LQYHVWPHQW��DV�FRPSDUHG�WR�ZKDW�LV�LQFRUSRUDWHG�LQ�WKH�QRPLQDO�WD[�UDWH�VFKHGXOHV��KDYH�OHG�WR�D�FRPSOH[��QDUURZ�EDVHG�WD[�V\VWHP�\LHOGLQJ�OLWWOH�UHYHQXH�DQG�QRW�DFWXDOO\�ERRVWLQJ�LQYHVWPHQW���
�� $V� SUHYLRXVO\� LQGLFDWHG�� WKH� ODUJH� VKDUH� RI� UHYHQXH� RI� WKH� FRUSRUDWLRQ� WD[� �DURXQG��� SHUFHQW� RI� JRYHUQPHQW�UHYHQXHV� LQ���������� VKRXOG�QRW�GLVJXLVH� WKH�IDFW� WKDW� WKH�SULQFLSDO�FRQWULEXWRUV�RI� WKLV� OHY\�DUH� WKH� WKUHH�PDMRU�SXEOLF�HQWHUSULVHV��WKH�RLO�LQGXVWU\��WKH�6XH]�&DQDO�DQG�WKH�&HQWUDO�%DQN�



(&(6�:3���6DPDORXW\�����

��

x %HFDXVH� RI� WKH� QXPHURXV� WD[� UDWHV� DSSOLHG� WR� GLIIHUHQW� DFWLYLWLHV²WD[� LQFHQWLYHV�JUDQWHG� WR� FHUWDLQ� LQYHVWPHQWV� DQG� QRW� WR� RWKHUV� DQG� WD[� KROLGD\V� RI� GLIIHUHQW�GXUDWLRQ� DFFRUGLQJ� WR� WKH� ORFDWLRQ� RI� WKH� ILUP²WKH� WD[� V\VWHP� IDLOV� WR� RIIHU� D�QHXWUDO� WD[� WUHDWPHQW� WR�GLIIHUHQW� LQYHVWRUV��7KLV�GLIIHUHQWLDO WD[� WUHDWPHQW�GLVWRUWV�LQYHVWPHQW� GHFLVLRQV� ZKLFK� OHDGV�� LQ� WXUQ�� WR� D� PLVDOORFDWLRQ� RI� LQYHVWPHQW�UHVRXUFHV�LQ�(J\SW��x 9DULDELOLW\� LQ� WD[� WUHDWPHQW� DFURVV� DVVHWV�� LQGXVWULHV�� PRGHV� RI� ILQDQFH�� DQG�RUJDQL]DWLRQDO� IRUPV� RI� EXVLQHVV� GRHV� QRW� RQO\� LPSDLU� WKH� HIILFLHQW� XVH� RI�LQYHVWPHQW�UHVRXUFHV��EXW�LW�DOVR�SURYLGHV�PDQ\�LQFHQWLYHV�IRU�WD[�DUELWUDJH�LQ�RUGHU�WR� PLQLPL]H� FRUSRUDWH� WD[� SD\PHQWV�� 7KH� PXOWLSOLFLW\� RI� RSSRUWXQLWLHV� IRU� WD[�DUELWUDJH�� DYRLGDQFH�� DQG� HYDVLRQ� LQ� WKH� (J\SWLDQ� HFRQRP\� UHVXOWV� LQ�� L�� QRQ�HTXLWDEOH�GLVWULEXWLRQ�RI�WD[�EXUGHQ�RQ�EXVLQHVV�LQFRPH��LL��UHYHQXH�ORVVHV�IRU�WKH�JRYHUQPHQW��DQG�LLL��FRPSOH[LWLHV�LQ�WD[�DGPLQLVWUDWLRQ�x 7D[�KROLGD\V� SURYLGH� VRPH� OLPLWHG� EHQHILWV� WR� FHUWDLQ� DFWLYLWLHV�� EXW� DUH�QRW�ZHOO�WDUJHWHG��0RUHRYHU�� WKH� WD[� LQFHQWLYH� VFKHPH�RSHUDWHV�DW� D� UHODWLYHO\�KLJK�FRVW� LQ�WHUPV� RI� IRUHJRQH� UHYHQXH�� 7KH� UHYHQXH� ORVV� IRU� WKH� JRYHUQPHQW� UHVXOWLQJ� IURP�JUDQWLQJ�WD[�KROLGD\V�LV��\HW��WR�EH�VHULRXVO\�HVWLPDWHG�LQ�(J\SW��LQ�WKH�FRQWH[W�RI�D�VRFLDO�FRVW�EHQHILW�DQDO\VLV�x 7KH�WD[�KROLGD\�SURJUDP�KDV�QRW��VR�IDU��SURYHG�WR�EH�HIIHFWLYH�RU�DVVRFLDWHG�ZLWK�JUHDWHU�WD[�FRPSHWLWLYHQHVV�UHJDUGLQJ�WKH�SRRU�LQYHVWPHQW�SHUIRUPDQFH�LQ�JHQHUDO��DQG�RI�IRUHLJQ��LQYHVWPHQW�LQ�SDUWLFXODU��7DEOH�����$SSHQGL[�&��VKRZV�WKDW�)',�DV�D�VKDUH�RI�*'3�LQ�(J\SW�LV���� SHUFHQW�LQ������DV�FRPSDUHG�WR���� SHUFHQW�LQ�,VUDHO��DQG���� SHUFHQW�LQ�6LQJDSRUH�DQG�WKH�&]HFK�5HSXEOLF��
3ROLF\�,PSOLFDWLRQV7D[�H[SHUWV� EHOLHYH� WKDW�(J\SW� VKRXOG�EHJLQ� WR� FRQVLGHU� D� FRPSOHWH�RYHUKDXO�RI� WKH�WD[� V\VWHP�� :LWK� VXFK� D� UHIRUP�� WKH� FRXQWU\¶V� KLJKHVW� SULRULW\� ZLOO� KDYH� WR� EH�UHIRUPLQJ� LWV� PDMRU� LQGLUHFW� WD[�� 2QO\� D� VKLIW� WRZDUGV� D� FRQVXPSWLRQ�EDVHG� YDOXH�DGGHG� WD[� ZRXOG� VLJQLILFDQWO\� UHGXFH� WKH� PDUJLQDO� HIIHFWLYH� WD[� UDWHV� RQ� EXVLQHVV�LQFRPH�� DQG� KHQFH� WKH� GHWHUUHQW� WR� LQYHVW�� 7KLV� ³ILVFDO� LQQRYDWLRQ´�� DV� +DUEHUJHU�������� ULJKWO\� GHVFULEHG� LW�� ZRXOG� EH� PRUH� HIILFLHQW� WKDQ� DQ\� RI� WKH� LQFHQWLYH�SURJUDPV� FXUUHQWO\� LQ� SODFH�� (J\SW PXVW�PRYH� WR� D� IXOO\�RSHUDWLYH� YDOXH�DGGHG� WD[�
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V\VWHP�� WKDW�VFRUHV�ZHOO� LQ� WHUPV�RI�HIILFLHQF\��JURZWK�� IDLUQHVV��DQG�VLPSOLFLW\��� ,Q�WKH�PHDQWLPH�� DQ� DJHQGD� IRU� UHIRUP� VKRXOG�� DOVR�� LQFOXGH� UHYLVLQJ�PRVW�RI� WKH� UXOHV�GHILQLQJ� WKH� WD[� WUHDWPHQW�RI� LQFRPH�DQG�SURILWV� WR�PDNH�WKHP�FRQVLVWHQW�ZLWK�WKHVH�SROLF\�REMHFWLYHV�$OWKRXJK�D�FRPSUHKHQVLYH�WD[�UHIRUP�EDODQFLQJ�WKH�JRDOV�RI�WD[DWLRQ²HIILFLHQF\��HTXLW\�� DQG� UHYHQXH²LV� (J\SW¶V� ILUVW� EHVW� RSWLRQ�� LW� LV� QRW� DQ� HDV\� WDVN� WR� DFKLHYH��$QDO\]LQJ� WKH�ZKROH� UHIRUP�SURFHVV� LV� EH\RQG� WKH� VFRSH�RI� WKLV� VWXG\�� EXW� WKH�QH[W�VHFWLRQ� FRQVLGHUV� VSHFLILF� SURSRVDOV� WR� DGGUHVV� WKH� PDMRU� ZHDNQHVVHV� RI� (J\SW¶V�H[LVWLQJ� FRUSRUDWH� WD[� V\VWHP�� )RU� HDFK� SURSRVDO�� LWV� HFRQRPLF� UDWLRQDO� DQG� LWV�SRVVLEOH� UHYHQXH� HIIHFWV� ZLOO� DOVR� EH� GLVFXVVHG�� %HIRUH� SXWWLQJ� IRUZDUG� SROLF\�SURSRVDOV�WKURXJK��WKH�IROORZLQJ�UHVHUYDWLRQV�DUH�ZRUWK�QRWKLQJ�7KH� UHYHQXH� LPSDFW� RI� PRVW� RI� WKH� UHIRUP� SURSRVDOV� SXW� IRUZDUG� DUH� RQO\�VSHFXODWLYH��)XUWKHU�ZRUN�LV�QHHGHG�WR�TXDQWLI\�WKH�UHYHQXH�LPSOLFDWLRQ�RI�YDULRXV�WD[�UHIRUP� RSWLRQV�� 1HYHUWKHOHVV�� DV� D� PDWWHU� RI� SULQFLSOH�� XQOHVV� WKH� UHYHQXH�JDLQLQJ�SURSRVDOV� RXWZHLJK�� RU� DW� OHDVW� RIIVHW�� WKH� UHYHQXH�ORVLQJ� RQHV�� WKH� UHIRUP� SDFNDJH�ZRXOG�VWDQG�QR�FKDQFH�RI�ZLQLQJ�WKH�SROLWLFDO�VXSSRUW�QHHGHG�$OWKRXJK� HTXLW\� LV QRW� D�PDMRU� FRQFHUQ� LQ� WKHVH� SURSRVHG� WD[� UHIRUPV�� WKH�PRUH�QHXWUDO� WKH� WD[� WUHDWPHQW�RI�FDSLWDO� LQFRPH�� WKH�PRUH� LPSURYHPHQWV�ZLOO�EH�PDGH�LQ�ERWK�KRUL]RQWDO�DQG�YHUWLFDO�HTXLW\��� ,PSURYHPHQWV� LQ�KRUL]RQWDO�HTXLW\�DUH� OLNHO\�WR�RFFXU�EHFDXVH�SHRSOH�ZLWK�VLPLODU� LQFRPH�OHYHOV�ZLOO�IDFH�PRUH�VLPLODU� WD[�EXUGHQV��%HWWHU�YHUWLFDO�HTXLW\�LV�DQWLFLSDWHG��EHFDXVH�PDQ\�RI�WKH�RSSRUWXQLWLHV�IRU�WKH�ULFK�WR�HLWKHU�DYRLG�RU�HYDGH�WD[HV�ZLOO�EH�HOLPLQDWHG�$OWKRXJK�WKLV�GLVFXVVLRQ�GRHV�QRW�DGGUHVV�WD[�DGPLQLVWUDWLRQ� SRVLWLYH�UHIRUPV�DUH�RIWHQ� FRQVWUDLQHG� E\� LQHIILFLHQW� WD[� DGPLQLVWUDWLRQ�� 8QOHVV� DQ� HIILFLHQW� WD[�DGPLQLVWUDWLRQ�V\VWHP�LV�LQ�SODFH��LW�LV�XQOLNHO\�WKDW�WKH�SURSRVHG�SROLF\�FKDQJHV�ZLOO�KDYH�WKHLU�LQWHQGHG�HIIHFWV�
�� ,W�VKRXOG�EH�QRWHG�WKDW�WKH�JRYHUQPHQW�LQWURGXFHG�WKH�JHQHUDO�VDOHV�WD[��*67��E\�/DZ���������WR�UHSODFH��WKH�IRUPHU� VFDWWHUHG� H[FLVH� GXWLHV� DQG� VSHFLILF� FRQVXPSWLRQ� WD[HV�� 7KRXJK� LW� LV� FRQVLGHUHG� DPRQJ� WKH� PRVW� IDU�UHDFKLQJ� UHIRUPV� RI�(J\SW¶V� FRQWHPSRUDU\� WD[� V\VWHP�� WKH� V\VWHP� QHHGV� IXUWKHU� UHIRUPV� WR� FRQYHUW� LW� WR� D� IXOO\�RSHUDWLYH�9$7��6HH�$EGHO�5DKPDQ���������DOVR�(O�6DPDORXW\������������ $UQROG� &�� +DUEHUJHU� ������� ZURWH�� ³1R� SXEOLF� ILQDQFH� GHYHORSPHQW� RI� WKH� ODVW� KDOI� FHQWXU\� FDQ� ULYDO� WKH�HPHUJHQFH�DQG�VSUHDG�RI�WKH�YDOXH�DGGHG�WD[��7RGD\��WKH�9$7��VWDQGV�DV�WKH�SUHPLHU�LQGLUHFW�WD[�LQ�RYHU�KDOI�WKH�ZRUOG´�� )RU� DUJXPHQWV� VXSSRUWLQJ� WKLV� ILVFDO� LQQRYDWLRQ�� VHH� +DUEHUJHU�� 3ULQFLSOHV� RI� 7D[DWLRQ� $SSOLHG� WR�'HYHORSLQJ�&RXQWULHV��:KDW�+DYH�ZH�OHDUQHG"�,Q�ZRUOG�WD[�UHIRUP��0�6��%RVNHQ�DQG�&��0DFOXUH��HGV����������S������� µ+RUL]RQWDO�HTXLW\¶�FDOOV�IRU��SHRSOH�RI�HTXDO�FDSDFLW\�VKRXOG��SD\�WKH�VDPH��µ9HUWLFDO�HTXLW\¶�FDOOV�IRU��SHRSOH�ZLWK�JUHDWHU�DELOLW\�WR��SD\�PRUH��,Q�RWKHU�ZRUGV� WKH�IRUPHU�WHUP�UHIHUV�WR�GLVWULEXWLRQ�RI�WKH�WD[�EXUGHQ�ZLWKLQ�WKH�VDPH� LQFRPH� JURXS�� ZKLOH� WKH� ODWWHU� UHIHUV� WR� HTXLWDEOH� GLVWULEXWLRQ� RI� WKH� WD[� EXUGHQ� DPRQJ� GLIIHUHQW� LQFRPH�JURXSV�
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7D[�5HIRUP�3URSRVDOV�%DVHG� RQ� WKLV� DQDO\VLV�� LW� LV� FOHDU� WKDW� WKH� (J\SWLDQ� (FRQRP\� QHHGV� D� WD[� UHIRUP�SDFNDJH�LQFOXGLQJ�WD[�UDWH��EDVH�DQG�RWKHU�FRUSRUDWH�WD[�SURYLVLRQ�FKDQJHV��,Q�SDUDOOHO��DQ�XSJUDGLQJ�RI�(J\SW¶V�WD[�LQFHQWLYH�SROLF\��HIILFLHQF\�DQG�HIIHFWLYHQHVV�ZLVH�LV�DOVR�QHFHVVDU\�WR�PD[LPL]H�WKH�EHQHILW�RI�WKHVH�SURSRVHG�UHIRUPV�
7D[�5DWH�5HGXFWLRQV�DQG�WKH�³/DIIHU�(IIHFW´0RVW� HFRQRPLVWV� UHFRPPHQG� D� ORZHU� DQG� XQLILHG� FRUSRUDWH� WD[� UDWH� LQ� WKH� UDQJH�RI��� SHUFHQW� IRU� DOO� FRUSRUDWH� LQFRPH� WD[SD\HUV�� 6XFK� D� UDWH� ZRXOG� FRUUHFW� WKH� WD[�GLVFULPLQDWLRQ� DJDLQVW� QRQ�PDQXIDFWXULQJ� DFWLYLWLHV� QRZ� WD[HG� DW� �� SHUFHQW�� $OVR��EHFDXVH�LW�FRQIRUPV�WR�WKH�UDWHV�FXUUHQWO\�SUHYDLOLQJ�LQ�PRVW�FRXQWULHV��LW�ZRXOG�HLWKHU�PDLQWDLQ�RU�HQKDQFH�WKH�FRPSHWLWLYHQHVV�RI� WKH�(J\SWLDQ�HFRQRP\��8OWLPDWHO\�� WKHUH�LV�OLWWOH�HFRQRPLF�MXVWLILFDWLRQ�IRU�KDYLQJ�WKUHH�GLIIHUHQW��FRUSRUDWH�WD[�UDWHV�7KH�KLJKHVW�UDWH�RI����SHUFHQW�WKDW�ZDV�DSSOLHG�WR�QRQ�FRUSRUDWH�LQFRPH�XQGHU�WKH�XQLILHG� SHUVRQDO� LQFRPH� WD[�ZDV� LQFRQVLVWHQW�ZLWK� FRUSRUDWH� LQFRPH� WD[� UDWHV�� 7KLV�KLJK� UDWH� FRQVWLWXWHG� D� WD[� SHQDOW\� RQ� QRQ�FRUSRUDWH� ILUPV� DQG� VPDOOHU� FRUSRUDWLRQV�DQG� HQFRXUDJHG� WD[� DUELWUDJH� SUDFWLFHV� RQ� EHKDOI� RI� LQGLYLGXDOV�ZKR� VKLIWHG� WD[DEOH�LQFRPH� IURP� WKH� QRQ�FRUSRUDWH� WR� WKH� FRUSRUDWH� VHFWRU�� 7KLV� WRS� UDWH� ZDV� UHFHQWO\�UHGXFHG�WR��� SHUFHQW �DV�RI��������DQG�PXVW�EH�UHGXFHG�IXUWKHU�WR�WKH�VXJJHVWHG�UDQJH�RI����SHUFHQW�WR�HQVXUH�FRQVLVWHQF\�ZLWK�WKH�FRUSRUDWH�LQFRPH�WD[�DQG�GLVFRXUDJH�WD[�SODQQLQJ�RSSRUWXQLWLHV��)RU�VRPH�VPDOO�XQLQFRUSRUDWHG�ILUPV��WKLV�SURSRVHG�FKDQJH�LPSOLHV�D�UDWH�LQFUHDVH�UDWKHU�WKDQ�D�UDWH�UHGXFWLRQ��7R�RIIVHW�WKLV�LQFUHDVH��VPDOO�EXVLQHVVHV�FRXOG�EH�DOORZHG�WR�WDNH�XS�WR��(�������LQ�ZDJH�FRPSHQVDWLRQ�DQG�EH�WD[HG�RQ�WKLV�DPRXQW�DW�WKH�UDWH�ZKLFK�ZRXOG�DSSO\�WR�RUGLQDU\�ODERU�LQFRPH��RU��� SHUFHQW��7KH�OLPLW�RI��(�������LV�WKH�WKUHVKROG�DW�ZKLFK�WKH�UDWH�RQ�ODERU�LQFRPH�MXPSV�IURP��� SHUFHQW�WR��� SHUFHQW��,PSRVLQJ� WKLV� OLPLW�ZRXOG�KHOS�WR�DWWDLQ�SDULW\�RI� WUHDWPHQW�EHWZHHQ�ODERU�DQG�VPDOO�EXVLQHVV�LQFRPH��1RWH�� WKDW� DGRSWLQJ� D� ORZHU�� XQLIRUP� UDWH� LV� FRQWLQJHQW�XSRQ�DFKLHYLQJ� DOO� RI� WKH�EDVH�EURDGHQLQJ�PHDVXUHV�GLVFXVVHG�QH[W��8QOHVV�WKHVH�PHDVXUHV�DUH�LPSOHPHQWHG�DV�D� ZKROH�� LW� ZRXOG� QRW� EH� SRVVLEOH� WR� ORZHU� EXVLQHVV� LQFRPH� WD[� UDWHV� ZLWKRXW�WULJJHULQJ�D�UHYHQXH�ORVV�$W�WKLV�SRLQW��LW�LV�XVHIXO�WR�DGGUHVV�WKH�FRXQWHU�SURSRVLWLRQ�RI�SRSXODU�VXSSO\�VLGH�HFRQRPLVWV��WKDW�WD[�UDWH�UHGXFWLRQV�ZRXOG�OHDG�WR�UHYHQXH�LQFUHDVHV��DQG�FRQVLGHU�LWV�
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UHOHYDQFH� WR� (J\SW��� 7KH� QHZ� VXSSO\�VLGHUV� EHOLHYH� WKDW� D� UHGXFWLRQ� LQ� PDUJLQDO�LQFRPH� WD[� UDWHV�� HVSHFLDOO\� WKH� WRS� UDWHV�� ZLOO� VLJQLILFDQWO\� FKDQJH� WKH� HFRQRPLF�EHKDYLRU� RI� KRXVHKROGV� DQG� EXVLQHVVHV� LQ� IDYRU� RI� ZRUN�� VDYLQJV� DQG� SURGXFWLYH�LQYHVWPHQWV�DV�RSSRVHG�WR�OHLVXUH��FRQVXPSWLRQ�DQG�XQSURGXFWLYH�LQYHVWPHQWV��/RZHU�LQFRPH�WD[�UDWHV�ZRXOG�DOVR�JUHDWO\�GLVFRXUDJH�WD[�DYRLGDQFH�DQG�UHGXFH�WD[�HYDVLRQ��,Q�D�ZRUG��D�UHGXFWLRQ�RI� LQFRPH�WD[�UDWHV� LV� WKRXJKW� WR� OHDG�WR�D�ODUJH�H[SDQVLRQ�RI�HFRQRPLF� DFWLYLW\� DQG� WD[� FRPSOLDQFH�� DQG� KHQFH�� LQFRPH� WD[� UHYHQXHV�� ,W� LV� WKLV�³HODVWLFLW\� RSWLPLVP´� WKDW� XQGHUOLHV� WKH� SRSXODU� YLHZ� RI� VXSSO\�VLGHUV� DQG� DOVR�XQGHUOLHV�WKH�³/DIIHU�&XUYH´�WKH\�ZLGHO\�DGYRFDWH���7KH� UHOHYDQW� TXHVWLRQ� LV�� +RZ� IDU� LV� D� /DIIHU�W\SH� HIIHFW� RI� LQFRPH� WD[� UDWH�UHGXFWLRQ�YDOLG�IRU�(J\SW"�7KH�YDOLGLW\�RI�SRSXODU�VLGH�WD[�SROLFLHV�IRU�(J\SW��DV�ZHOO�DV�IRU�RWKHU�GHYHORSLQJ�FRXQWULHV��GHSHQGV�RQ�WKH�IROORZLQJ�TXHVWLRQV�x $UH�ODERU�VXSSO\��VDYLQJV�DQG�LQYHVWPHQW�KLJKO\�SULFH�VHQVLWLYH"x 'R� LQFRPH� WD[�SROLFLHV� VLJQLILFDQWO\� UHGXFH� VDYLQJV�� HVSHFLDOO\� WKH�DYDLODELOLW\�RI�ILQDQFLDO�VDYLQJV"x 'R� LQFRPH� WD[� SROLFLHV�� WD[� UDWHV� FRPELQHG� ZLWK� WD[� LQFHQWLYHV� DQG� RWKHU� WD[�SURYLVLRQV�DIIHFWLQJ�LQYHVWRUV��VLJQLILFDQWO\�UHGXFH�LQYHVWPHQW"x 'R� KLJK� DQG� SURJUHVVLYH� LQFRPH� WD[� UDWHV� VLJQLILFDQWO\� LQFUHDVH� LQFRPH� WD[�HYDVLRQ"x 'R� JRYHUQPHQW� UHYHQXHV� LQFUHDVH� VLJQLILFDQWO\� LQ� WKH� VKRUW� UXQ�� LQ� OLQH�ZLWK WKH�/DIIHU�&XUYH��ZKHQ�WRS�PDUJLQDO�LQFRPH�WD[�UDWHV�DUH�UHGXFHG"$QVZHULQJ�WKHVH�TXHVWLRQV�LV�EH\RQG�WKH�VFRSH�RI�WKLV�VWXG\��EXW�LW�LV�SRVVLEOH�WR�GUDZ�XVHIXO� SROLF\� OHVVRQV� IURP�HPSLULFDO� WHVWV� RI� WKLV� LVVXH��(PSLULFDO� HYLGHQFH� �*DQGKL������� VKRZV� WKDW�� LW� LV� QRW� WKDW� WKH� SRSXODU� VXSSO\�VLGH� WD[� SROLF\� SUHVFULSWLRQ� RI�UHGXFLQJ�KLJK�LQFRPH�WD[�UDWHV�LQ�WKH�LQWHUHVW�RI�LPSURYLQJ�JURZWK�SURVSHFWV�DQG�WD[�UHYHQXHV�LV�LQYDOLG��EXW�WKDW�WKHUH�DUH�RWKHU�LPSRUWDQW�WD[�DQG�QRQ�WD[�GHWHUPLQDQWV�RI�LQYHVWPHQW� � DQG JURZWK� LQ� GHYHORSLQJ� FRXQWULHV��7KH� IDFW� WKDW� GHYHORSLQJ� FRXQWULHV�DUH� JHQHUDOO\� KHWHURJHQHRXV� DQG� WKDW� WKHLU� JRYHUQPHQWV� PXVW�� DW� WKLV� VWDJH� RI�
�� 7KH�ILUVW�FKDUDFWHULVWLF�RI�µSRSXODU¶��RU�QHZ�VXSSO\�VLGHUV�WKDW�VHWV�WKHP�DSDUW�IURP�µEDVLF¶�RU�WUDGLWLRQDO�VXSSO\�VLGHUV�� LV� WKHLU� SUHRFFXSDWLRQ�ZLWK� WD[� SROLF\� DQG��ZLWKLQ� WD[� SROLF\�� IRFXVLQJ� � RQ� WKH� QRPLQDO� SURJUHVVLYLW\� RI�LQFRPH�WD[DWLRQ�DQG�WKH�WRS�PDUJLQDO�LQFRPH�WD[�UDWHV��UDWKHU�WKDQ�RQ�WKH�UHIRUP�RI�WKH�WD[�V\VWHP�LQ�DOO�LWV�DVSHFWV��$QRWKHU�FKDUDFWHULVWLF�LV�WKHLU�H[DJHUUDWHG�FODLPV�ZLWK�UHJDUG�WR�WKH�HIIHFWV�RI�D�UHGXFWLRQ�RI�PDUJLQDO�LQFRPH�WD[�UDWHV�RQ� WKH�HFRQRP\��)RU�D�WKHRUHWLFDO�H[SRVLWLRQ�RI�DQG�HPSLULFDO�HYLGHQFH�RQ�VXSSO\�VLGH�WD[�SROLF\��VHH�,0)���������� $FFRUGLQJ�WR�$XUWKXU�/DIIHU��JRYHUQPHQW�UHYHQXHV�ILUVW�ULVH�ZLWK�WD[�UDWHV��DV�ORQJ�DV�WD[�UDWHV�DUH�LQ�WKH�µQRUPDO�UDQJH¶��� UHDFKLQJ�D�SHDN��WKH�µ/DIIHU�+LOO¶���DQG�WKHQ�IDOOLQJ��DV�WD[�UDWHV�ULVH�WR�D�µSURKLELWLYH�UDQJH¶���5HGXFLQJ�LQFRPH� WD[� UDWHV� IURP� WKH� SURKLELWLYH� UDQJH�ZLOO� OHDG� WR� WD[� UHYHQXH� JDLQV�� 6HH�5��0XVJUDYH� DQG� 3��0XVJUDYH���������FK�����
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GHYHORSPHQW�� SXUVXH� D� YDULHW\� RI� REMHFWLYHV� �LQFOXGLQJ� UHGLVWULEXWLRQ�� HFRQRPLF��VWDELOL]DWLRQ��DQG�PRELOL]LQJ UHYHQXH�IRU�HVVHQWLDO�VRFLDO�DQG�HFRQRPLF�LQIUDVWUXFWXUH�DQG� LWV� PDLQWHQDQFH�� IXUWKHU� FRPSOLFDWHV� WKH� WDVN� RI� TXDQWLI\LQJ� D� IRUPXOD� IRU� WKH�FRUUHFW� OHYHOV� DQG� VWUXFWXUH� RI� WD[DWLRQ� YDOLG� IRU� DOO� GHYHORSLQJ� FRXQWULHV�� 3ROLF\�PDNHUV�PXVW� WKHUHIRUH�� VWUXJJOH ZLWK�PXOWLSOH�REMHFWLYHV�� LQ�VR�GRLQJ�WKH\�PXVW�DOVR�WDNH� LQWR� DFFRXQW� WKH� XVHV� RI� JRYHUQPHQW� UHYHQXH� DQG� DVVHVV� WKHLU� HFRQRPLF� DQG�VRFLDO�QHFHVVLW\�7R�FRQFOXGH��LW�LV�WUXH�WKDW�WKH�EURDGHU�SHUVSHFWLYH�RI�VXSSO\�VLGH�HFRQRPLFV��WKH�EDVLF�YLHZ�� LV�PRUH�YDOLG� IRU�GHYHORSLQJ�FRXQWULHV� WKDQ�WKH�SRSXODU�YLHZ��:KLOH� WKH�ODWWHU�OLPLWV�WD[�UHIRUP�SURSRVDOV�WR�WD[�UDWH�UHGXFWLRQV��WKH�IRUPHU�LV�FRQFHUQHG�ZLWK�UHPRYLQJ� WKH�GLVLQFHQWLYH�HIIHFWV�RI� WD[�GLVWRUWLRQV� LUUHVSHFWLYH�RI� WKHLU�VRXUFH��EH�LW�WKH�WD[�EDVH��UDWH�RU�RWKHU�SURYLVLRQ��HWF����$�EDVLF�VXSSO\�VLGH�HFRQRPLVW�LV��WKXV��RQH�ZKR�VHHNV�WR�UHIRUP�DOO�DVSHFWV�RI�D�WD[�VWUXFWXUH�
3URSRVDOV�WR�%URDGHQ�WKH�7D[�%DVH)LUVW��D�PDMRU�EDVH�EURDGHQLQJ�UHIRUP�ZRXOG�EH�VXEMHFWLQJ�LQWHUHVW�LQFRPH�WR�WD[DWLRQ�DW� WKH�FRUSRUDWH� OHYHO��,Q�(J\SW��DV�H[SODLQHG�HDUOLHU�� LQWHUHVW� LQFRPH�LV�GHGXFWLEOH�DW�WKH� EXVLQHVV� OHYHO� DQG� QRQ�WD[DEOH�� IRU� WKH�PRVW� SDUW�� DW� WKH� SHUVRQDO� OHYHO��7KXV�� D�VLJQLILFDQW�SRUWLRQ�RI�FDSLWDO�LQFRPH�HVFDSHV�WKH�LQFRPH�WD[�QHW�FDXVLQJ�GLVWRUWLRQV�LQ�ILQDQFLDO� GHFLVLRQV� DQG� LQYHVWPHQW� SDWWHUQV� DQG� LQYLWLQJ� WD[SD\HUV� WR� HQJDJH� LQ�UHYHQXH�ORVLQJ�WD[�DUELWUDJH�EHKDYLRU�7R�SXW�GHEW�DQG�HTXLW\�ILQDQFLQJ�RQ�DQ�HYHQ�WD[�IRRWLQJ�DQG�HTXDOL]H�HIIHFWLYH�WD[�UDWHV�RQ�GLIIHUHQW�LQYHVWPHQWV��LW�LV�UHFRPPHQGHG�WKDW�LQWHUHVW�LQFRPH�EH�LQFOXGHG�LQ�WKH� EXVLQHVV� LQFRPH� WD[� EDVH� IRU� ERWK� LQFRUSRUDWHG� DQG� XQLQFRUSRUDWHG� EXVLQHVV�� ,Q�PRVW� PDUNHW� HFRQRPLHV�� LQWHUHVW� LV� GHGXFWLEOH� DW� WKH� EXVLQHVV� OHYHO�� DV� D� FRVW�� DQG�WD[DEOH� DW� WKH� SHUVRQDO� OHYHO� ZKHQ� LW� LV� UHFHLYHG� DV� DQ� LQFRPH�� (TXLW\� LQFRPH� LV�JHQHUDOO\� WD[DEOH� DW� WKH� HQWLW\� OHYHO� DQG� PD\�� RU� PD\� QRW�� EH� WD[DEOH� DJDLQ� DW� WKH�SHUVRQDO� OHYHO�� ,Q� (J\SW�� DV� QRWHG� HDUOLHU�� LQWHUHVW� LQFRPH�� IRU� WKH�PRVW� SDUW�� LV� QRW�WD[DEOH� DW� DQ\� OHYHO�� 5HFHQWO\�� WKH� 8QLILHG� ,QFRPH� 7D[� VKLIWHG� WKH WD[DWLRQ� RI�GLYLGHQGV� IURP� WKH� SHUVRQDO� OHYHO� WR� WKH� HQWLW\� OHYHO��1RZ� WKDW� HTXLW\� LQFRPH� LV� QR�ORQJHU� WD[HG�SHUVRQDOO\�� LW�PD\�PDNH� OLWWOH�VHQVH� WR�DGYRFDWH� WKH� WD[DWLRQ�RI� LQWHUHVW�LQFRPH� LQ� WKH� KDQGV� RI� LQGLYLGXDOV�� ,QVWHDG�� D� VHFRQG� EHVW� VWUDWHJ\� VXJJHVWHG� E\�
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%DUHQWV� �������� LV� WR� WD[� ERWK� LQWHUHVW� DQG� HTXLW\� LQFRPHV� DW� WKH� HQWLW\� OHYHO� DQG�SURYLGH�HTXDO�WD[�WUHDWPHQW�WR�ERWK�IRUPV�RI�FDSLWDO�LQFRPH���7KLV� HVVHQWLDO� EDVH�EURDGHQLQJ� UHIRUP� FRXOG� EH� DFFRPSOLVKHG� WKURXJK� D�FRPSUHKHQVLYH�V\VWHP�RI�VRXUFH�ZLWKKROGLQJ��LQ�ZKLFK�WKH�ERUURZHU�ZLWKKROGV��DW�WKH�QHZ� FRUSRUDWH� UDWH�� DOO� LQWHUHVW� SD\PHQWV� PDGH� WR� D� OHQGHU�� 5HFLSLHQWV� RI� LQWHUHVW�LQFRPH� ZRXOG� UHPDLQ� WD[� H[HPSW��� 7KLV� V\VWHP� LPSOLHV� HOLPLQDWLQJ� WKH� 0RELOH�&DSLWDO� 7D[��� DW� OHDVW� DV� IDU� DV� LW� DSSOLHV� WR� LQWHUHVW� LQFRPH�� WKH� LQWHUHVW� LQFRPH�H[HPSWLRQ�IRU�MRLQW�VWRFN�FRPSDQLHV�DQG�WKH�SXEOLF�VHFWRU��DQG�WKH�GHGXFWLRQ�IRU�SDLG�XS�HTXLW\�FDSLWDO�,W� VKRXOG� EH� QRWHG� WKDW� LI� WKH� GHGXFWLRQV� FXUUHQWO\� DOORZHG� IRU� WKH� SXUFKDVH� RI�FRUSRUDWH�JRYHUQPHQW�VHFXULWLHV��EDQN�GHSRVLWV�DQG�SHQVLRQ�RU�LQVXUDQFH�FRQWULEXWLRQV�DUH�WR�UHPDLQ��WKHQ�QHXWUDOLW\�UHTXLUHV�DOO�FDVK�UHFHLYHG�IURP�WKHVH�LQYHVWPHQWV�WR�EH�WD[DEOH�XQGHU�WKH�VDPH�WD[HV�7KH� JDLQV� RI� LQYHVWPHQW� QHXWUDOLW\�� DV� ZHOO� DV� JRYHUQPHQW� UHYHQXHV� WKDW� ZRXOG�UHVXOW IURP� LQFOXGLQJ� LQWHUHVW� LQFRPH� LQ� WKH� FRUSRUDWH� WD[� EDVH�� DUH� VWURQJO\�VXJJHVWLYH��� 7KH� PRVW� FRQWURYHUVLDO� DVSHFW� RI� WKLV� SURSRVDO�� KRZHYHU�� FRQFHUQV� LWV�DQWLFLSDWHG� LPSDFW� RQ� LQWHUHVW� UDWHV�� ,Q� OLJKW� RI� WKH� LQWHUQDWLRQDO�PRELOLW\� RI� GHSRVLW�KROGHUV�� LW� LV� OLNHO\� WKDW� WKLV� SURSRVDO�ZRXOG� H[HUW� XSZDUG� SUHVVXUH� RQ� LQWHUHVW� UDWHV�DQG� UDLVH� WKH� FRVW� RI� LQYHVWPHQW� ILQDQFH�� %XW� WKH� KLJKHU� FRVW� RI� FDSLWDO� QHHG� QRW�GLVFRXUDJH�LQYHVWPHQW�LI�LW�ZHUH�DFFRPSDQLHG�E\�WKH�RWKHU�PHDVXUHV�SURSRVHG�KHUH��LQ�SDUWLFXODU��D�ORZHU�FRUSRUDWH�WD[�UDWH�DQG�DQ�LQYHVWPHQW�WD[�FUHGLW�WR�JUDGXDOO\�UHSODFH�WKH� XVH� RI� WD[� KROLGD\V�� ,QFOXVLRQ� RI� LQWHUHVW� LQFRPH� LV� WKHUHIRUH� SDUW� RI� D� UHIRUP�SDFNDJH� ZKRVH� GHVLUDELOLW\� GHSHQGV� RQ� FRQFXUUHQW� FKDQJHV� LQ� RWKHU� SDUWV� RI� WKH�FRUSRUDWH�WD[�V\VWHP�6HFRQG��HOLPLQDWLQJ�WKH�LQWHUHVW�H[HPSWLRQ�RQ�SXEOLFO\�VXEVFULEHG�ERQGV�LVVXHG�E\�MRLQW�VWRFN� FRPSDQLHV� ZLOO� DOVR� EURDGHQ� WKH� WD[� EDVH�� 7KLV� LV� FRQVLVWHQW� ZLWK� WKH�UHFRPPHQGDWLRQ�WR�WD[�DOO�LQWHUHVW�SD\PHQWV�WKURXJK�VRXUFH�ZLWKKROGLQJ��(YHQ�LI�WKLV�
�� ,QFOXGLQJ�LQWHUHVW�LQFRPH�LQ�WKH�FRUSRUDWH�WD[�EDVH�LV�SDUW�RI�D�FRPSUHKHQVLYH�YLHZ�RI�D�SURSRVHG�WD[�WUHDWPHQW�RI�FDSLWDO� LQFRPH��GLYLGHQGV�� LQWHUHVW�DQG�FDSLWDO�JDLQV���HODERUDWHG�E\�WKH�%DUHQWV�VWXG\��������RQ�(J\SW��)RU�D�IXOO�SLFWXUH�RI�WKLV�SURSRVDO�VHH�7DEOH����LQ�$SSHQGL[�&���� $V�H[SODLQHG�DERYH��GHEW� DQG�HTXLW\�ILQDQFHG�LQYHVWPHQW�LQFRPH�ZRXOG�EH�WD[HG�RQO\�DW�WKH�EXVLQHVV�OHYHO��1R�WD[HV�ZRXOG�EH�DVVHVVHG�RQ�WKH�UHFHLSW�RI�HLWKHU�GLYLGHQG�RU�LQWHUHVW�LQFRPH�DW�WKH�SHUVRQDO�OHYHO��2QO\�LQWHUHVW�RQ�SXEOLFO\�LVVXHG�GHEW�ZRXOG�EH�WD[DEOH�DW�ERWK�WKH�EXVLQHVV�DQG�SHUVRQDO�OHYHO�WKURXJK�ZLWKKROGLQJ�WR�HQVXUH�WKDW�EXVLQHVV�DQG�LQGLYLGXDO�KROGHUV�RI�JRYHUQPHQW�GHEW�DUH�DIIRUGHG�HTXDO�WD[�WUHDWPHQW��� ,I�XQLYHUVDO�VRXUFH�ZLWKKROGLQJ�LV�QRW�DGRSWHG��WKH�0&7�FRXOG�VHUYH�DV�D�ZHDN�VXEVWLWXWH�LI�LWV�VFRSH�LV�H[SDQGHG�WR�LQFOXGH�DOO�LQWHUHVW�SD\PHQWV�PDGH�WR�D�FRUSRUDWLRQ���� 6RPH�UHODWLYHO\�FUXGH�HVWLPDWHV�RI�WKH�UHYHQXH�LPSDFW�VXJJHVW�D�QHW�UHYHQXH�JDLQ�RI�������ELOOLRQ�GXH�WR�WKH�LQFOXVLRQ�RI�LQWHUHVW�LQFRPH�LQ�WKH�EXVLQHVV�LQFRPH�WD[�EDVH��)RU�PRUH�GHWDLOV��VHH�%DUHQWV���������FKSV����DQG���



(&(6�:3���6DPDORXW\�����

��

UHFRPPHQGDWLRQ�ZHUH�QRW�HPEUDFHG��NHHSLQJ�RI�WKH�FRUSRUDWH�LQWHUHVW�H[HPSWLRQ�UXQV�WKH�ULVN�WKDW�LQWHUFRUSRUDWH�OHQGLQJ�ZLOO�VHULRXVO\�HURGH�WKH�FRUSRUDWH�WD[�EDVH��8QGHU�WKH� FXUUHQW� WD[� ODZ�� ZKHQ� RQH� FRUSRUDWLRQ� OHQGV� WR� DQRWKHU�� ERWK� FRUSRUDWLRQV�PD\�WDNH� DGYDQWDJH� RI� LQWHUHVW� FRVW� GHGXFWLRQV� DQG� QHLWKHU� RQH� ZLOO� EH� WD[DEOH� RQ� WKH�LQWHUHVW�LQFRPH�IORZ�EHWZHHQ�WKHP�7KH�RQO\�DUJXPHQW� IDYRULQJ� WKH�FRUSRUDWH� LQWHUHVW�SD\PHQWV�H[HPSWLRQ� LV� WKDW��DV�ORQJ�DV�JRYHUQPHQW�GHEW�LV�DOVR�H[HPSW��WKH�H[HPSWLRQ�VHUYHV�WR�FUHDWH�SDULW\�EHWZHHQ�SULYDWH�DQG�SXEOLF�VHFWRU�GHEW��,W��ZRXOG�EH�PRUH�GHVLUDEOH�WR�HVWDEOLVK�WKH�VDPH�SDULW\�E\�PDNLQJ�ERWK�SULYDWH�DQG�SXEOLF�VHFWRU�GHEW�SD\PHQWV�WD[DEOH��7KLUG�� VXEMHFWLQJ� JRYHUQPHQW� LQWHUHVW� SD\PHQWV� WR� VRXUFH� ZLWKKROGLQJ� DOVR�EURDGHQV� WKH� WD[�EDVH��$V�DUJXHG�DERYH�� µWD[�H[HPSW�JRYHUQPHQW�GHEW¶�ZLOO�HQMR\�D�SULYLOHJHG� SODFH� LQ� WKH� DVVHW� SRUWIROLRV� RI� OHQGHUV�� DQG� SULYDWH� VHFWRU� GHEW� ZLOO� EH�FURZGHG�RXW�E\�WKLV�H[HPSWLRQ��$V�ORQJ�DV�RQO\�SULYDWH�GHEW�LV�WD[DEOH�WKURXJK�VRXUFH�ZLWKKROGLQJ� RQ� LQWHUHVW� SD\PHQWV�� LW� ZLOO� IDFH� D� FRPSHWLWLYH� KDQGLFDS� LQ� DWWUDFWLQJ�LQYHVWRUV�� 5HPRYLQJ� WKLV� ELDV� UHTXLUHV� WKDW� JRYHUQPHQW� LQWHUHVW� SD\PHQWV� DOVR� EH�VXEMHFWHG� WR� VRXUFH� ZLWKKROGLQJ�� 7KHUH� DUH� QR� UHYHQXH� LPSOLFDWLRQV� LI� LQWHUHVW�SD\PHQWV�RQ�JRYHUQPHQW GHEW�EHFRPH� WD[DEOH��7KH�JRYHUQPHQW�ZRXOG�SD\�D�KLJKHU�LQWHUHVW� FRVW� RQ� LWV� GHEW�� EXW� WKLV� DGGLWLRQDO� FRVW� ZRXOG� EH� PDWFKHG� E\� WKH� ODUJHU�DPRXQW�RI�UHYHQXH�REWDLQHG�IURP�VRXUFH�ZLWKKROGLQJ�
,PSURYLQJ�7D[�/DZ�3URYLVLRQV)LUVW�� (J\SW¶V� SROLF\� PDNHUV� VKRXOG� FRQVLGHU� HOLPLQDWLQJ� WKH� SDLG�XS� HTXLW\� FDSLWDO�GHGXFWLRQ� IRU� FRUSRUDWLRQV�� $V� GLVFXVVHG� LQ� 6HFWLRQ� ��� WKLV� GHGXFWLRQ� UHSUHVHQWV� D�VXEVLG\�WR�FRUSRUDWH�LQYHVWPHQW�ZKLFK�UHVXOWV�LQ�QHJDWLYH�HIIHFWLYH�PDUJLQDO�WD[�UDWHV��7DEOH� ���� 7KLV� WD[� SUHIHUHQFH� GLVFULPLQDWHV� DJDLQVW� QRQFRUSRUDWH� DQG� VPDOOHU� ILUPV�DQG� KDV� QR� SODFH� LQ� D� UDWLRQDO� FRUSRUDWH� WD[� V\VWHP�ZKLFK� VHHNV� WR� HVWDEOLVK� HTXDO�WUHDWPHQW� IRU� GLIIHUHQW� W\SHV� RI� EXVLQHVV�� 7KLV� GHGXFWLRQ� PLJKW� KDYH� EHHQ� ORJLFDO�ZKHQ�GLYLGHQGV�ZHUH�WD[DEOH�DW�WKH�SHUVRQDO�OHYHO��EXW�QRZ�WKDW�WKH\�DUH�QRW�WD[DEOH�LW�VHUYHV�QR�UDWLRQDO�SXUSRVH��6HFRQG�� WKRXJK� EDQNV� ZHUH� QRW� D� IRFXV� LVVXH� LQ� WKLV� VWXG\�� LW� LV� DSSURSULDWH� WR�SURSRVH� UHOHYDQW� WD[� SROLF\� UHIRUPV��8QWLO� UHFHQWO\�� EDQNV�ZHUH� VXEMHFW� WR� D�JHQHUDO�EDG�GHEW�SURYLVLRQ� OLPLWLQJ� WKHLU� GHGXFWLRQV� IRU� ORDQ� ORVVHV� WR�� SHUFHQW�RI� WKHLU�QHW�SURILWV� DQG� RQO\� IRU� ORDQV� WKDW�PHHW� VWULQJHQW� UHTXLUHPHQWV� IRU� D� ORVV��7KLV� UXOH� KDV�EHHQ� DPHQGHG� E\�/DZ��������ZKLFK� UDLVHG� ORDQ�ORVV� SURYLVLRQV� WR� �� SHUFHQW�� ,W� LV�
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VWLOO� ZRUWKZKLOH� WR� FRQVLGHU� GHYRWLQJ� D� VHSDUDWH� FKDSWHU� LQ� WKH� WD[� ODZ� WR� EDQNV��LQVXUDQFH�FRPSDQLHV��PXWXDO�IXQGV��DQG�RWKHU�ILQDQFLDO�LQVWLWXWLRQV��,Q�WHUPV�RI�WD[HV��EDQNV� DQG� ILQDQFLDO� LQVWLWXWLRQV� DUH� WUHDWHG� DV� DQ\� WUDGLQJ� RU� LQGXVWULDO� FRPSDQ\�ZLWKRXW�UHJDUG�WR� WKH�FULWLFDO�QDWXUH�RI� WKHLU�DFWLYLWLHV��0RUH�VSHFLILFDOO\�� WKH�WD[�ODZ�VKRXOG�DGGUHVV�WKH�IROORZLQJ�LVVXHV��D��7KH�WHFKQLFDO�SURYLVLRQV�UHTXLUHG�E\�EDQNV�DQG�RWKHU�ILQDQFLDO�LQVWLWXWLRQV�WR�PHHW�ULVNV�UHODWHG�WR�WKHLU�DFWLYLWLHV�VKRXOG�EH�WD[�GHGXFWLEOH�ZLWKRXW�DQ\�UHVWULFWLRQV�RU�OLPLWV��DV�LV�WKH�DFWXDO�FDVH�ZLWK�WKH�LQVXUDQFH�FRPSDQLHV��E��1RQ�DFFUXHG� RU� VXVSHQGHG� LQWHUHVW� RQ� QRQ�SHUIRUPLQJ� ORDQV� RU� GHOLQTXHQW� GHEWV�VKRXOG�QRW�EH�VXEMHFWHG�WR�WKH�WD[�XQOHVV�VXFK�LQWHUHVW�LV�DFWXDOO\�FROOHFWHG��F��0XWXDO� IXQGV� QHHG� WR� EH� SURSHUO\� DGGUHVVHG� E\� WKH� WD[� ODZ�� 7KLV� ZLOO� UHTXLUH�DGGLQJ�QHZ�SURYLVLRQV�WR�WKH�WD[�ODZ�WR�SURYLGH�IDLU�WD[�WUHDWPHQW�IRU�WKH�SURILWV�RI�VXFK�IXQGV�DQG�WKH�GLVWULEXWLRQ�RI�WKHVH�SURILWV�7KLUG��LW�LV�KLJKO\�UHFRPPHQGHG�WKDW�(J\SW¶V�WD[�V\VWHP�DOORZV�IXOO�LQSXW�FUHGLWLQJ�IRU� LQYHVWPHQW� SXUFKDVHV� XQGHU� WKH� VDOHV� WD[�� 8QGHU� WKH� FXUUHQW� VDOHV� WD[� ODZ��SXUFKDVHV�RI�FDSLWDO�JRRGV�EHDU�D�VXEVWDQWLDO�WD[�EXUGHQ�WKURXJK�WKH�GHQLDO�RI�DQ�LQSXW�WD[� FUHGLW� IRU� VXFK� SXUFKDVHV�� 6XFK� D� FUHGLW� VKRXOG� EH� JLYHQ� LI� FRQVXPSWLRQ�� UDWKHU�WKDQ�FRQVXPSWLRQ�DQG�LQYHVWPHQW��ZHUH�GHILQHG�DV�WKH�VDOHV�WD[�EDVH��DQG�LI�WKH�VDOHV�WD[�ZHUH�QRW�LQWHQGHG�WR�DFW�DV�D�GHWHUUHQW�WR�LQYHVWPHQW��7KLV�UHIRUP�RI�WKH�VDOHV�WD[�LV�JDLQLQJ�PRUH�DQG�PRUH�JURXQG��DQG�LV�H[SHFWHG�WR�EH�LQWURGXFHG�E\�WKH�JRYHUQPHQW�VKRUWO\�DIWHU�SURYLVLRQV�DUH�PDGH�WR�DFFRPPRGDWH�LWV�UHYHQXH�HIIHFWV�)RXUWK�� WKH� UHIRUP� SURJUDP� PXVW� DOVR� LPSURYH� WKH� WD[DWLRQ� RI� IRUHLJQ�VRXUFH�LQFRPH�� 7KH� FXUUHQW� WD[� V\VWHP� SODFHV� (J\SWLDQ� FRPSDQLHV� DW� D� FRPSHWLWLYH�GLVDGYDQWDJH�E\�RQO\�DOORZLQJ�WKHVH�FRPSDQLHV�WR�GHGXFW�IRUHLJQ�WD[HV�IURP�LQFRPH�UHPLWWHG� WR� WKH� (J\SWLDQ� SDUHQW�� 6LQFH� WKH� GHYHORSPHQW� RI� H[SRUW� PDUNHWV� UHTXLUHV�FRPSDQLHV� WR� HVWDEOLVK� VXEVLGLDULHV� DQG� DJHQFLHV� RSHUDWLQJ� LQ� IRUHLJQ� FRXQWULHV�� D�VLJQLILFDQW� EHQHILW� WR� H[SRUWHUV� ZRXOG� EH� WR� HOLPLQDWH� GRXEOH� WD[DWLRQ� RI� IRUHLJQ�VRXUFH� LQFRPH�� 7KLV� FDQ� EH� DFFRPSOLVKHG� E\� H[HPSWLQJ� IRUHLJQ� VRXUFH� LQFRPH� DOO�WRJHWKHU� RU�� DOWHUQDWLYHO\�� WD[� IRUHLJQ�VRXUFH� LQFRPH�ZLWK� D� FUHGLW� JLYHQ� IRU� IRUHLJQ�WD[HV²WKH�PLQLPXP�UDWH�RI�WD[�RQ�LQFRPH�ZRXOG�EH�WKH�(J\SWLDQ�WD[�UDWH�
7D[�$GPLQLVWUDWLRQ�5HIRUP,W�LV��QHFHVVDU\�WKDW�SROLF\PDNHUV�VLPSOLI\�WKH�WD[�V\VWHP�IXUWKHU�WR�PDNH�LW�HDVLHU�IRU�WKH� SULYDWH� VHFWRU� WR� XQGHUVWDQG� DQG� FRPSO\�ZLWK�� DV�ZHOO� DV� IRU� WKH� WD[� RIILFLDO� WR�
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DGPLQLVWHU��,Q�(J\SW��WKH�SURFHVV�RI�WD[�DVVHVVPHQW�DQG�FROOHFWLRQ�LV�WLPH�FRQVXPLQJ�DQG� FRVWO\�� QRW� VXUSULVLQJO\�� D� ODUJH� QXPEHU� RI� WD[� DVVHVVPHQWV� HQG� XS� DZDLWLQJ� D�FRXUW� UHVROXWLRQ�� ,Q� DGGLWLRQ�� WD[� XQGHUUHSRUWLQJ�� DYRLGDQFH� DQG� HYDVLRQ� DUH�ZLGHVSUHDG�+HUH�� WKH� V\VWHP� RI� FDSLWDO� GHSUHFLDWLRQ� LV� D� JRRG� H[DPSOH� RI� DGPLQLVWUDWLYH�FRPSOH[LWLHV�� &XUUHQW� WD[� ODZ� GHSUHFLDWHV� DVVHWV� IRU� WD[� SXUSRVHV� RQ� D� VWUDLJKW�OLQH�EDVLV��XVLQJ�VRPH����DVVHW�FDWHJRULHV�DQG����GLIIHUHQW�GHSUHFLDWLRQ�UDWHV��7KLV�V\VWHP�LV� RYHU� FRPSOLFDWHG� IRU� ERWK� WD[SD\HU� DQG� WD[� RIILFLDO�� 6LPSOLILFDWLRQ� RI� WKH�GHSUHFLDWLRQ�SURFHGXUHV� VKRXOG�EH�FRQVLGHUHG��$QRWKHU�JRRG�H[DPSOH�� LV� WKH�FXUUHQW�V\VWHP� RI� � µDGGLWLRQV� DQG� GLVFRXQWV¶�� WKH� WD[� LV� ZLWKKHOG� DV� D� VXEWUDFWLRQ� IURP� WKH�YDOXH�RI�FHUWDLQ�SXUFKDVHV��D�GLVFRXQW��DQG�DV�DQ�DGGLWLRQ�WR�WKH�YDOXH�RI�FHUWDLQ�VDOHV��7KLV� V\VWHP�� JHQHUDOO\� QRW� SUDFWLFHG� HOVHZKHUH�� FRPSOLFDWHV� WD[� DGPLQLVWUDWLRQ� DQG�LQFUHDVHV� (J\SWLDQ� EXVLQHVV� FRVWV�� DOWKRXJK� LWV� DLP� LV� WR� UHGXFH� FROOHFWLRQ� ODJV��3UDFWLFH� LQ� RWKHU� FRXQWULHV� VXJJHVWV� WKDW� WKLV� FDQ� EH� EHWWHU� DFFRPSOLVKHG� WKURXJK�KHDYLHU� SHQDOWLHV� IRU� ODWH� GHFODUDWLRQV� DQG� SD\PHQWV�� DQG� SUHVXPSWLYH� � WD[DWLRQ� IRU�µKDUG�WR� WD[¶�WD[SD\HUV���$OWKRXJK�HIILFLHQW�WD[�DGPLQLVWUDWLRQ�LV�QRW�WKH�H[SOLFLW�FRQFHUQ�RI�WKLV�VWXG\��LW�LV�D�QHFHVVDU\� HOHPHQW�� )RU� HYHQ� ZLWKRXW� DQ\� FKDQJHV� LQ� WKH� FXUUHQW� WD[� ODZ�� WKH�JRYHUQPHQW�FRXOG�ERWK�DFKLHYH�D�PDMRU�VKRUW�WHUP�LQFUHDVH�LQ�WD[�UHYHQXHV�DQG��DW�WKH�VDPH� WLPH�� VLJQLILFDQWO\� HQFRXUDJH� SULYDWH� LQYHVWPHQW� E\� LPSURYLQJ�� WKH� WD[�DGPLQLVWUDWLRQ�SURFHVV�LQ�(J\SW�
7D[�,QFHQWLYH�3ROLF\�2SWLRQV)LQDOO\�� LW� LV� QHFHVVDU\� WR� HYDOXDWH� RWKHU� LQFHQWLYH� SROLF\� RSWLRQV� FRPSDUHG� WR� WD[�KROLGD\V�� $V� GLVFXVVHG� SUHYLRXVO\�� WD[� KROLGD\V� LQ� (J\SW� SURYLGH� VRPH� EHQHILWV� WR�FHUWDLQ�DFWLYLWLHV��EXW�DUH�QRW�ZHOO�WDUJHWHG��&RQVHTXHQWO\��WKH\�DFFHQWXDWH�WKH�SUREOHP�RI� WD[�LQGXFHG� DOORFDWLYH�GLVWRUWLRQV�GXH� WR�GLIIHUHQWLDO� WD[� WUHDWPHQW�RI� LQYHVWPHQWV�DFURVV� LQGXVWULHV�� DVVHWV� DQG�PRGHV�RI� ILQDQFH��0RUHRYHU�� WKLV� WD[� LQFHQWLYH� VFKHPH�RSHUDWHV�DW�D�UHODWLYHO\�KLJK�FRVW�LQ�WHUPV�RI�IRUHJRQH�UHYHQXHV��7KH�UHOHYDQW�LVVXH��LV��ZKDW�LV�WKH�EHVW�W\SH�RI�WD[�LQFHQWLYH�WR�ERRVW�LQYHVWPHQW�ZLWKRXW�ORVLQJ�FRQVLGHUDEOH�UHYHQXH"�,QGHHG�LW�PXVW�EH�HPSKDVL]HG�WKDW�WKH�JRDO�LV�QRW�WR�DGYRFDWH�WKH�HOLPLQDWLRQ�RI� WD[� LQFHQWLYHV�� DQ� LVVXH� WKDW�SURYHG� WR�EH� VWURQJO\�RSSRVHG�E\�ERWK� LQYHVWRUV�DQG�
�� ,Q�(J\SW��WKH�µKDUG�WR�WD[¶�FDWHJRU\�RI�WD[SD\HUV�LV�OLNHO\�WR�EH�GRPLQDWHG�E\�VPDOO�DUWLVDQV��IDUPHUV�DQG�VKRSNHHSHUV��<HW��LW�PD\�DOVR�LQFOXGH�KLJK�YDOXH�DGGHG��VHOI�HPSOR\HG�SURIHVVLRQDOV��GRFWRUV��ODZ\HUV��HWF���DV�ZHOO�DV�VKDUH� DQG�ERQGKROGHUV�
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SROLF\PDNHUV� LQ� (J\SW��7KH� FRQFHUQ� LV� UDWKHU� WR� GLVFXVV� DOWHUQDWLYHV� WR� WD[� KROLGD\V�WKDW�PD\�EH�PRUH�HIILFLHQW�DQG�DOVR�FRVW�HIIHFWLYH��$QRWKHU�IRUP�RI�WD[�LQFHQWLYHV��IRXQG�LQ�PDQ\�2(&'�FRXQWULHV��LV�LQYHVWPHQW�WD[DOORZDQFHV�RU�FUHGLWV��7KHVH�DOORZDQFHV�WDNH�WKUHH�IRUPV���L��DFFHOHUDWHG�GHSUHFLDWLRQ��ZKLFK� DOORZV� FRPSDQLHV� WR�ZULWH�RII� FDSLWDO�PRUH�TXLFNO\� IRU� WD[�SXUSRVHV� WKDQ� IRU�DFFRXQWLQJ���LL��DQ�LQYHVWPHQW�H[SHQGLWXUH�DOORZDQFH��ZKLFK�DOORZV�FRPSDQLHV�ZULWH�RII�D SHUFHQWDJH�RI�TXDOLI\LQJ�LQYHVWPHQW�H[SHQGLWXUH�IURP�WKHLU�WD[DEOH�LQFRPH��DQG��LLL�� LQYHVWPHQW� WD[� FUHGLW�� ZKLFK� DOORZV� FRPSDQLHV� WR� UHGXFH� WD[HV� SDLG� E\�D SHUFHQWDJH� RI� LQYHVWPHQW� H[SHQGLWXUH�� 7KH� VHFRQG� DQG� WKH� WKLUG� W\SHV� DUH� WD[�LQFHQWLYHV�WKDW�LPPHGLDWHO\�EHQHILW�WKH�LQYHVWLQJ�FRPSDQ\�,Q� FRPSDULVRQ� ZLWK� WD[� KROLGD\V�� WKHVH� LQYHVWPHQW� DOORZDQFHV� KDYH� GLVWLQFW�DGYDQWDJHV�� ILUVW�� DQ� LQYHVWPHQW� WD[� DOORZDQFH� SHUPLWV� WKH� FRPSDQ\� WR� UHFHLYH� WKH�EHQHILW� RI� ORZHU� FRUSRUDWH� WD[HV� RQO\� LI� LW� PDNHV� DQ� LQYHVWPHQW�� 7KH� LQFHQWLYH� LV�FRUUHFWO\� WDUJHWHG� DW� WKH� GHVLUHG� DFWLYLW\²WKDW� LV�� DGGLWLRQDO� LQYHVWPHQW�� UDWKHU� WKDQ�IRUPDWLRQ�RI�D�QHZ�FRPSDQ\�6HFRQG�� WKH� LQYHVWPHQW� WD[�DOORZDQFH�� LI� WDUJHWHG� WRZDUGV� ORQJ�OLYHG�FDSLWDO�VXFK�DV�VWUXFWXUHV�DQG�PDFKLQHU\��HQFRXUDJHV�LQYHVWPHQWV�WKDW�DUH�H[SHFWHG�WR�EH�SURILWDEOH�IRU� PDQ\� \HDUV�� ,W� HQFRXUDJHV� FRPSDQLHV� WR� WDNH� D� ORQJ�WHUP� YLHZ� ZKHQ� SODQQLQJ�LQYHVWPHQWV��ZKHUHDV�WD[�KROLGD\V�WHQG�WR�IDYRU�VKRUW�UXQ�SURMHFWV�7KLUG�� WKH� LQYHVWPHQW�DOORZDQFH�FRVWV� WKH�JRYHUQPHQW� OHVV� WKDQ�DOWHUQDWLYHV�VXFK�DV� WD[� KROLGD\V�� %\� WDUJHWLQJ� FXUUHQW� FDSLWDO� VSHQGLQJ�� WKH� DOORZDQFH� FDXVHV� OHVV�UHYHQXH�OHDNDJH�WKDQ�ZLWK�D�WD[�KROLGD\��/LNH�DQ\�RWKHU�WD[�LQFHQWLYH��WKH�LQYHVWPHQW�DOORZDQFH�UHGXFHV�WKH�JRYHUQPHQW¶V�UHYHQXH��EXW�WKH�DOORZDQFH� LV�SUREDEO\�WKH�PRVW�FRVW�HIIHFWLYH� SROLF\�� EHFDXVH� LW� LV� WDUJHWHG� PRUH� SUHFLVHO\� WR� LQFUHDVH� SURGXFWLYH�FDSDFLW\�)RXUWK��EHFDXVH�WKHVH�WD[�DOORZDQFHV�DUH�SURYLGHG�DV�D�SDUW�RI�WKH�UHJXODU�WD[�FRGH�WR� HYHU\� LQYHVWRU� D� VHSDUDWH� LQYHVWPHQW� LQFHQWLYHV� ODZ� ZRXOG� QRW� EH� QHFHVVDU\��&RQVHTXHQWO\�� WKH� WD[� SROLF\� ZRXOG� EH� VLJQLILFDQWO\� PRUH� WUDQVSDUHQW�� )RUHLJQ�LQYHVWRUV��LQ�SDUWLFXODU��DSSHDU�WR�EH�PRUH�FRQFHUQHG�DERXW�WKH�SHUPDQHQW�IHDWXUHV�RI�D�FRXQWU\¶V�WD[�V\VWHP�WKDQ�WUDQVLWRU\�WD[�LQFHQWLYHV�WKDW�DUH�YDOXDEOH�RQO\�IRU�DQ�LQLWLDO�SHULRG�)LQDOO\�� WD[� DOORZDQFHV� KDYH� D� IXUWKHU� DGYDQWDJH� WKDW� WKH\� DUH� PXFK� OHVV�VXVFHSWLEOH� WR� WUDQVIHU� SULFLQJ�PDQLSXODWLRQ�� DQG� WKH\� SURYLGH� µXS�IURQW¶� EHQHILWV� WR�
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LQYHVWRUV�ZKLFK�PDNHV� WKH� SD\RII� IURP� LQYHVWPHQW�PRUH� FHUWDLQ� IRU� WKHP��:LWK� WD[�KROLGD\V�WKHUH�LV�DOZD\V�WKH�FRQFHUQ�WKDW�JRYHUQPHQW�PLJKW�VXGGHQO\�UHYRNH�WKHP�7R� VXP� XS�� WD[� DOORZDQFHV�� RU� FUHGLWV�� DUH� PXFK� PRUH� HIIHFWLYH� LQFHQWLYH�LQVWUXPHQWV� WKDQ� WD[� KROLGD\V�� ,I� WD[� KROLGD\V� DUH� WR� VWD\�� KRZHYHU�� FDUH� VKRXOG� EH�JLYHQ� WR� OLPLWLQJ� WKH� REMHFWLYHV� RI� WKH� LQFHQWLYH� SROLF\�� 7D[� KROLGD\� SROLF\�ZLOO� EH�PRUH�HIIHFWLYH�DQG� OHVV�FRVWO\� LI� LW�ZHUH� UHVWULFWHG� WR�VRPH�ZHOO�GHILQHG�DQG�VSHFLILF�REMHFWLYHV��UDWKHU�WKDQ�JUDQWLQJ�KROLGD\V�WR�RYHU����DFWLYLWLHV�DFFRUGLQJ�WR�WKH�FXUUHQWLQYHVWPHQW� ODZ�� 7KLV� ODFN� RI� IRFXV� FUHDWHV�� DV� SUHYLRXVO\� PHQWLRQHG�� DGGLWLRQDO�GLVWRUWLRQV�LQ�DGGLWLRQ�WR�WKRVH�LQGXFHG�E\�WKH�JHQHUDO�LQFRPH�WD[�ODZ�DQG�QHHGOHVVO\�VDFULILFHV�JRYHUQPHQW�UHYHQXHV��%HIRUH�SROLF\PDNHUV�GHILQH�WKH�REMHFWLYHV��LW�LV�QHFHVVDU\�WR�ILUVW�GHFLGH�KRZ�PXFK�WD[�UHYHQXH�VKRXOG�EH�DOORFDWHG� WR� WD[�KROLGD\V��7D[� LQFHQWLYH�SROLF\�FRPSHWHV�ZLWK�H[SHQGLWXUH� SROLF\� IRU� WKH� XVH� RI� DYDLODEOH� WD[� UHYHQXH�� PDNLQJ� HVVHQWLDO� D� SURSHU�HYDOXDWLRQ�RI�WKH�UHODWLYH�VRFLDO�UHWXUQV�RI�XVLQJ�UHVRXUFHV� LQ�VXSSRUW�RI�HLWKHU�RQH�RI�WKH�DOWHUQDWLYH�SROLFLHV�,W� LV�GLIILFXOW��KRZHYHU�� WR�VWDWH�SUHFLVHO\�KRZ�PXFK�WD[�UHYHQXH�D�FRXQWU\�VKRXOG�DOORFDWH�WR�WD[�LQFHQWLYHV��EXW�REYLRXVO\�LW�FDQQRW�EH�WKDW�PXFK��$V�VWUHVVHG�HDUOLHU��WD[�LQFHQWLYHV� DUH� QRW� VXEVWLWXWHV� IRU� DQ� DGHTXDWH� DQG� HIILFLHQW� WD[� V\VWHP�� ,I� WKH� WD[�V\VWHP�LV�VR�GLVWRUWLQJ�DV� WR�UHTXLUH�D� ODUJH�IUDFWLRQ�RI� WKH�WD[�UHYHQXH�EH�UHEDWHG�LQ�RUGHU� WR� UHGXFH� WKHVH�GLVWRUWLRQV��ZRXOG� LW�QRW�EH�EHWWHU� WR� UHIRUP� WKH� WD[� V\VWHP�VR�WKDW� LW� SURGXFHV� WKH� GHVLUHG� UHYHQXH� ZLWK� IHZHU� GLVWRUWLRQV"� 6LPLODUO\�� LI� RWKHU�GLVWRUWLRQV� LQGXFHG� E\� PLVJXLGHG� HFRQRPLF� SROLF\� DUH� VR� VHYHUH� DV� WR� UHTXLUH�FRUUHFWLYH� WD[� LQFHQWLYHV� WKDW� UHVXOW� LQ� VXEVWDQWLDO� ORVV� RI� WD[� UHYHQXH�� WKHQ� DJDLQ��ZRXOG� LW� QRW� EH� EHWWHU� WR� UHIRUP� WKH� HFRQRPLF� SROLF\� WR� PLQLPL]H� GLVWRUWLRQV"�)XUWKHUPRUH�� DV� QRWHG� EHIRUH�� WD[� LQFHQWLYHV� FDQ� DFKLHYH� RQO\� OLPLWHG� UHVXOWV� DQG��WKHUHIRUH��RQO\�D�VPDOO�DPRXQW�RI�WD[�UHYHQXH�VKRXOG�EH�DOORFDWHG�WR�WKHP�2QFH� LW�KDV�EHHQ�GHFLGHG�KRZ�PXFK�UHYHQXH�VKRXOG�EH�DOORFDWHG� WR� WD[�KROLGD\V��REMHFWLYHV� VKRXOG�EH� FDUHIXOO\�GHILQHG� WR�REWDLQ� WKH�PD[LPXP� LQFUHDVH� LQ�HFRQRPLF�ZHOIDUH� IRU� D� JLYHQ� DPRXQW� RI� UHYHQXH�� 7D[� KROLGD\V� FDQ� EH� PRUH� HIIHFWLYH� LQ� WKH�SXUVXLW�RI�OLPLWHG�REMHFWLYHV��SDUWLFXODUO\��SURPRWLQJ�PDQXIDFWXULQJ�LQGXVWU\��H[SRUWV�DQG� LQYHVWPHQW� LQ� UHVHDUFK� DQG� GHYHORSPHQW�� 7KDW� LV� QRW� WR� LPSO\� WKDW� RWKHU�REMHFWLYHV�� OLNH� WKH�SURPRWLRQ�RI�HPSOR\PHQW�RU�VDYLQJV�VKRXOG�QRW�EH�SXUVXHG��EXW�UDWKHU�WKDW�WKHUH�DUH�RWKHU�PRUH�HIIHFWLYH�ZD\V�RI�DWWDLQLQJ�WKHP�
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7KH� SRLQW� WKDW� QHHGV� WR� EH� VWUHVVHG� LV� WKDW� WD[� LQFHQWLYHV� LQ� JHQHUDO�� DQG� WD[�KROLGD\V� LQ� SDUWLFXODU�� DUH� RQO\� PDUJLQDOO\� HIIHFWLYH�� ZKLOH� WKHVH� HFRQRP\�ZLGH�REMHFWLYHV� QHHG� PRUH� WKDQ� PDUJLQDO� FKDQJHV�� 7KH� IDFW� WKDW� WKH� DPRXQW� RI� UHYHQXH�DOORFDWHG� WR� WD[� LQFHQWLYHV� KDV� WR� EH� VPDOO�� LI� LW�ZHUH� QRW� WR� GDPDJH� WKH� WD[� V\VWHP�LQWULQVLFDOO\�� YDOLGDWHV� WKLV� FRQFOXVLRQ�� ,Q� D�ZRUG�� WD[� LQFHQWLYHV� DUH�QRW� D� VXEVWLWXWH�IRU� DQ� HIILFLHQW� WD[� V\VWHP�� $OO� WD[� UHIRUP� HIIRUWV� VKRXOG� WKHUHIRUH�� EH� GLUHFWHG� WR�DFKLHYLQJ�WKH�ODWWHU�
&RQFOXVLRQ,Q� FRQFOXVLRQ�� WKH� FRUSRUDWH� WD[� DQG� LQFHQWLYH� SROLF\� LQ� (J\SW� LV� QRW� D� JRRG� WD[�VWUXFWXUH� WR�PDLQWDLQ� IRU� WKH� FRPLQJ� FHQWXU\�� ,WV� IDLOXUHV� LQ� WHUPV� RI� HIILFLHQF\� DQG�JURZWK�DUH��VLPSO\��WRR�VHYHUH�QRW�WR�FRUUHFW��$FFRUGLQJ�WR�WKHRU\��D�JRRG�WD[�V\VWHPVKRXOG�EDODQFH� WKH� FRQIOLFWLQJ�REMHFWLYHV�RI� UHYHQXH�� HTXLW\�� HIILFLHQF\��DQG�JURZWK��WRJHWKHU�ZLWK�VLPSOLFLW\��7KLV�SDSHU�DUJXHG� WKDW� LQ�VSLWH�RI�PDQ\�UHFHQW�UHIRUPV�DQG�UHYLVLRQV�RI�RXU�WD[�V\VWHP��WKHUH�KDV�QHYHU�EHHQ�DQ\�DWWHPSW�DW�D�FRPSUHKHQVLYH�WD[UHIRUP�LQ�(J\SW��0RVW�WD[�UHIRUP�LQLWLDWLYHV�KDYH�DULVHQ�HLWKHU�LQ�UHVSRQVH�WR�D�PDMRU�ILVFDO�FULVLV��WKH�ILVFDO�UHIRUP�SURJUDP�WKDW�ZDV�HQDFWHG�XQGHU�(56$3�,�LQ������ZDV�QR�H[FHSWLRQ��RU�WR�FRUUHFW�IRU�VRPH�WD[�GHIDXOWV��0RVW�RI�WKH�UHIRUP�HIIRUWV��WKHUHIRUH��ZHUH� RI� D� SLHFHPHDO� QDWXUH� DQG� ODFNLQJ� WKH� FRKHVLYH� YLHZ� RI� D� FRPSUHKHQVLYH� WD[�UHIRUP��7KDW�LV�QRW�WR�GHQ\�WKH�PHULWV�RI�WKH�ODWHVW�WD[�UHIRUPV�WKDW�KHOSHG�WR�JHQHUDWH�PRUH�UHYHQXH�WKXV�EULQJLQJ�GRZQ�WKH�ILVFDO�GHILFLW�DQG�FRQWULEXWLQJ��ZLWK�RWKHU�UHIRUP�PHDVXUHV�� WR� DFKLHYLQJ� WKH� PDFURHFRQRPLF� VWDELOLW\� RI� WKH� (J\SWLDQ� HFRQRP\�� 7KH�SUREOHP�� KRZHYHU� LV� WKDW� WKHUH� KDV� DOZD\V� EHHQ�� H[FHVVLYH� IRFXV� RQ� WKH� UHYHQXH�REMHFWLYH�RI�WKH�WD[�SROLF\�DQG�WRR�OLWWOH�UHFRJQLWLRQ�RI�WKH�QHHG�IRU�VHFXULQJ�HIILFLHQF\�DQG� JURZWK� REMHFWLYHV��0RUHRYHU�� WD[� FKDQJHV� FUHDWH�ZLQQHUV� DQG� ORVHUV�� DOVR�� HDFK�WD[� FKDQJH� LQWURGXFHV� VRPH� HIILFLHQF\� DQG� YHUWLFDO� HTXLW\� WUDGH�RIIV�� 7KH�FRQVHTXHQFHV�RI� UHIRUP�PXVW�EH� UHFRJQL]HG��VWXGLHG�DQG�DGGUHVVHG� WR�PD[LPL]H� WKH�EHQHILWV�RI�D�FRPSUHKHQVLYH�WD[�UHIRUP�WKDW�HQGHDYRUV�WR�EDODQFH�WKH�HYHU�FRQIOLFWLQJ�JRDOV�RI�WD[DWLRQ��UHYHQXH��HIILFLHQF\�DQG�HTXLW\��
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$SSHQGLFHV
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$SSHQGL[�$�
,QFRUSRUDWLQJ�2WKHU�7D[HV�LQ�0HDVXULQJ�WKH�(IIHFWLYH�7D[�5DWH7KLV� DSSHQGL[� SUHVHQWV� DGGLWLRQDO� GHWDLOV� RQ� LQFRUSRUDWLQJ� RWKHU� WD[HV²SDUWLFXODUO\�SHUVRQDO� WD[HV²LQ�WKH�XVHU�FRVW�RI�FDSLWDO� WR�HYDOXDWH�KRZ�LQYHVWPHQW�LV�HIIHFWHG�E\�WKH�RYHUDOO�WD[�V\VWHP�*RYHUQPHQWV�DUH�LQQRYDWLYH�LQ�DVVHVVLQJ�DOO�VRUWV�RI�WD[HV�RQ�FRUSRUDWH�LQYHVWPHQWV��EHVLGHV WKH� FRUSRUDWH� LQFRPH� WD[�� 7KHVH� WD[HV� ZLOO� HTXDOO\� HIIHFW� WKH� XVHU� FRVW� RI�FDSLWDO��� 6RPH� VWXGLHV� KDYH� WULHG� WR� LQFRUSRUDWH� QRQ�FDSLWDO� WD[HV� VXFK� DV� VDOHV� DQG�SD\UROO� WD[HV� LQ� WKH� XVHU� FRVW� RI� FDSLWDO� WR� FDOFXODWH� WKH� RYHUDOO� LPSDFW� RI� WKH� WD[�V\VWHP� RQ� ILUPV¶� GHFLVLRQV�� ,W� LV� GHEDWDEOH�� KRZHYHU��ZKHWKHU� WKLV� LV� DQ� DSSURSULDWH�PHWKRGRORJ\� WR� IROORZ�� 3D\UROO� WD[HV� DIIHFW� ODERU� GHFLVLRQV�� QRW� FDSLWDO� GHFLVLRQV��6DOHV� WD[HV� DUH� QHXWUDO� ZLWK� UHVSHFW� WR� FDSLWDO� DV� ORQJ� DV� WKH\� DUH� OHYLHG� RQ�FRQVXPSWLRQ� JRRGV�� QRW� FDSLWDO� JRRGV�� ,QVWHDG�� WD[HV� VXFK� DV� FDSLWDO�� SD\UROO� DQG�PRWRU�IXHO�WD[HV�PLJKW�KDYH�LPSDFW�RQ�WKH�FRVW�RI�SURGXFWLRQ��7KHUHIRUH��LW�ZRXOG�EH�PRUH� DSSURSULDWH� WR� FDOFXODWH� WKH� µHIIHFWLYH� WD[� UDWHV� RQ� WKH� PDUJLQDO� FRVW� RI�SURGXFWLRQ¶��ZKLFK�LV�LQFUHDVHG�E\�WD[HV�RQ�YDULRXV�LQSXWV��VXEMHFW�WR�WKH�LQFLGHQFH�RI�WKH�WD[HV��7KLV�PHDVXUH��ZKLFK�DJJUHJDWHV�WD[HV�DFFRUGLQJ�WR�WKH�FRVW�VWUXFWXUH�RI�WKH�ILUP�� VKRZV� WKDW� WD[HV� DIIHFW� WKH� SURGXFWLRQ� GHFLVLRQ� RI� WKH� ILUP� UDWKHU� WKDQ� D�SDUWLFXODU�LQSXW�VXFK�DV�FDSLWDO���$V� IRU�SHUVRQDO� WD[DWLRQ�� LW�PD\�EH�DQ� LPSRUWDQW�HOHPHQW� LQ�DVVHVVLQJ� WKH�FRVW�RI�FDSLWDO� DQG� WKH� HIIHFWLYH� WD[� UDWH�� 7R� LQFRUSRUDWH� SHUVRQDO� WD[HV� LQ� WKH� HIIHFWLYH� WD[�UDWH�� LW� LV� QHFHVVDU\� WR� DFFRXQW� IRU� SHUVRQDO� WD[� UDWHV� RQ� QRPLQDO� LQWHUHVW� LQFRPH��GHQRWHG�E\�P��� WKH�DFFUXDO�HTXLYDOHQW� WD[�UDWH�RQ�QRPLQDO�FDSLWDO�JDLQV��F���DQG�WKH�GLYLGHQG�WD[�UDWH��Y���� $IWHU��SHUVRQDO�WD[HV��DUH�SDLG��LQYHVWRUV�HDUQ�LQWHUHVW�LQFRPH�DW�D��UDWH��L���P���FDSLWDO�JDLQ�LQFRPH�HTXDO�WR��S����F��DQG��GLYLGHQG��LQFRPH�HTXDO�WR��S���Y���/HW�� EH�WKH�SURSRUWLRQ�RI�DVVHWV�KHOG�DV�ERQGV����� EH�WKH�SURSRUWLRQ�RI�DVVHWV�KHOG�DV�HTXLW\���D��EH�WKH�SURSRUWLRQ�RI� �HTXLW\�LQFRPH��GHULYHG�DV�FDSLWDO�JDLQV��DQG����D��EH�WKH�SURSRUWLRQ�RI�HTXLW\�LQFRPH�GHULYHG�DV�GLYLGHQGV��7KHUHIRUH��WKH�DIWHU�WD[�
�� 7R�LQFRUSRUDWH�WKHVH�YDULRXV�WD[HV�RQ�FRUSRUDWH�LQYHVWPHQWV�LQ�WKH�XVHU�FRVW�RI�FDSLWDO��6HH��(VWDFKH���������� 0LQW]���������S�������� 5HFDOO�WKDW�FDSLWDO�JDLQV�WD[HV�DUH�DVVHVVHG�RQO\�ZKHQ�DVVHWV�DUH�VROG��$Q�DFFUXDO�HTXLYDOHQW�FDSLWDO�JDLQV�WD[HV�LV�FDOFXODWHG�E\�GLVFRXQWLQJ�SD\DEOH�FDSLWDO�JDLQV� WD[HV� WR� UHIOHFW� WKDW� WKH�DPRXQW�RI� WD[�SDLG�KDG�DQ�DFFUXDO�EDVLV�EHHQ�XVHG� LQVWHDG��6HH��'DYLV�DQG�*OHQG\��������IRU�D�GLVFXVVLRQ�RI�GLIIHUHQW�PHWKRGV�RI�PHDVXULQJ�WKH�DFFUXDO�HTXLYDOHQW�FDSLWDO�JDLQV�WD[�UDWH�
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UDWH�RI� UHWXUQ�RQ�FDSLWDO��DIWHU�FRUUHFWLQJ�IRU�SHUVRQDO� WD[HV�DQG� LQIODWLRQ�� LV�HTXDO� WR�WKH�IROORZLQJ�UQ  ��L����P������� ���S����T��� S������������������������������ZLWK�T GHQRWLQJ�WKH�DYHUDJH�WD[�UDWH�RQ�HTXLW\�LQFRPH��T  �D�F������D��Y��2QH�FDQ�PHDVXUH�WKH�HIIHFWLYH�FDSLWDO�WD[�UDWH��7��WKDW�LQFRUSRUDWHV�ERWK�FRUSRUDWH�DQG� SHUVRQDO� WD[HV� E\� XVLQJ� WKH� DERYH� H[SUHVVLRQ� IRU� UQ� LQ� WKH� ULJKW�KDQG� VLGH� RI�HTXDWLRQ���LQ�WKH�WH[W���,QFOXGLQJ� SHUVRQDO� WD[HV� DV� SDUW� RI� HIIHFWLYH� WD[� UDWH PHDVXUH� FOHDUO\� FRQIURQWV�DQDO\VWV�ZLWK�D�FULWLFDO�LVVXH�WKDW��LV�UHODWHG�WR�WKH�FKRLFH�RI�SHUVRQDO�WD[�UDWHV�UHOHYDQW�LQ�DVVHVVLQJ�WKH�HIIHFWLYH�WD[�UDWH�RQ�FDSLWDO��,QYHVWRUV�FRXOG�IDFH�GLIIHUHQW�WD[�UDWHV�IRU�VHYHUDO�UHDVRQV�x 3URJUHVVLYHQHVV�RI� WKH� WD[ UDWH�VFKHGXOH�DW� WKH�SHUVRQDO� OHYHO��7KLV� LPSOLHV�VRPH�LQYHVWRUV�IDFH�ORZHU�WD[�UDWHV�RQ�FDSLWDO�LQFRPH�WKDQ�RWKHUV�x 7D[� H[HPSWLRQV� IRU� FHUWDLQ� IRUPV� RI� VDYLQJ� 6RPH� VRXUFHV� RI� VDYLQJV�� VXFK� DV�SHQVLRQ�SODQ�VDYLQJV��DUH�H[HPSW�IURP�WD[DWLRQ�x )LQDQFLDO� LQWHUPHGLDULHV�� %DQNV�� LQVXUDQFH� FRPSDQLHV�� PXWXDO� IXQGV�� DQG� RWKHU�ILQDQFLDO�LQVWLWXWLRQV�KDYH�WKHLU�RZQ�VSHFLDO�WD[�FRQVLGHUDWLRQ�x )RUHLJQ� LQYHVWRUV� &RPSDQLHV�DUH�RZQHG�QRW�RQO\�E\�GRPHVWLF� LQYHVWRUV�EXW�DOVR�E\�IRUHLJQHUV�ZKR�DUH�VXEMHFW� WR�D�FRXQWU\¶V�ZLWKKROGLQJ�DQG�LQFRPH�WD[HV�OHYLHG�E\�WKH�JRYHUQPHQW�ZKHUH�WKH�LQYHVWRU�UHVLGHV�7R� FRQVLGHU� DOO� WKH� YDULRXV� W\SHV� RI� SRWHQWLDO� LQYHVWRUV�� D� ILQDQFLDO� PRGHO� WKDW�H[SODLQV� WKH� GHWHUPLQDWLRQ� RI� ILQDQFLDO� SROLFLHV� DQG� UDWHV� RI� UHWXUQ� RQ� DVVHWV� LV�QHFHVVDU\��� ,W�LV�XVHIXO��KRZHYHU��WR�FRQVLGHU�RQH�SDUWLFXODUO\�UHOHYDQW�SRLQW�UHODWHG�WR�ILQDQFLDO�PDUNHWV�LQ�RSHQ�HFRQRPLHV�,Q� HDUOLHU�ZRUNV� RQ� HIIHFWLYH� WD[� UDWHV�� VXFK� DV� NLQJ� DQG�)XOOHUWRQ� �������� LW�ZDV�DVVXPHG�WKDW�HFRQRPLHV�ZHUH�FORVHG�WR�LQWHUQDWLRQDO�FDSLWDO PRYHPHQWV��� 8QGHU�WKLV�DVVXPSWLRQ�� LW� LV� EHVW� WR� PHDVXUH� DQ� DJJUHJDWH� HIIHFWLYH� WD[� UDWH� RQ� FDSLWDO�LQFRUSRUDWLQJ� ERWK� WKH� FRUSRUDWH� DQG� SHUVRQDO� LQFRPH� SURYLVLRQV� RI� D� FRXQWU\� WR�HYDOXDWH�KRZ�LQYHVWPHQW�LV�DIIHFWHG�E\�WKH�WD[�V\VWHP��,I�HLWKHU�WKH�FRUSRUDWH�WD[�UDWHV�
�� 7KLV� DSSURDFK� LV� XVHG� LQ� .LQJ� DQG� )XOOHUWRQ� ������� DQG� 2(&'� ������� ZKLFK�PHDVXUH� WKH� HIIHFWLYH� WD[� RQ�FDSLWDO��WDNLQJ�LQWR�DFFRXQW�ERWK�FRUSRUDWH�DQG�SHUVRQDO�WD[��6HH��.LQJ�DQG�)XOOHUWRQ��HGV������������ 6HH�S�����DERYH��� $�ULFK�OLWHUDWXUH�UHIOHFWLQJ�DW�OHDVW�WZR�DSSURDFKHV�KDV�IORXULVKHG�VLQFH�WKH�����V��2QH�ZHOO�NQRZQ�DSSURDFK�LV�GLVFXVVHG�LQ�.LQJ�DQG�)XOOHUWRQ���������DQRWKHU�DSSURDFK�GHYHORSHG�SDUWLFXODUO\�IRU�D�VPDOO��RSHQ�HFRQRP\�FDQ�EH�IRXQG�LQ�%RDGZD\��%UXFH��0F.HQ]LH�0LQW]��������
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RU� WKH� SHUVRQDO� WD[� UDWHV� ZHUH� LQFUHDVHG�� ERWK� GRPHVWLF� LQYHVWPHQW� DQG� VDYLQJV²HTXDO�WR�HDFK�RWKHU�LQ�HTXLOLEULXP²ZRXOG�EH�DIIHFWHG�VLPXOWDQHRXVO\�,Q� DQ� RSHQ� HFRQRP\�� KRZHYHU�� ZKHUH� VDYLQJV� DUH� REWDLQHG� IURP� LQWHUQDWLRQDO�VRXUFHV� DV� ZHOO�� LW� LV� QR� ORQJHU� FOHDU� ZKDW� LPSDFW� SHUVRQDO� WD[HV� PLJKW� KDYH� RQ�LQYHVWPHQW�DQG�FRUSRUDWH�WD[HV�RQ�VDYLQJV��,Q�D�VPDOO�RSHQ�HFRQRP\��UDWHV�RI�UHWXUQ�WR�LQYHVWRUV� DUH� GHWHUPLQHG� E\� LQWHUQDWLRQDO� PDUNHWV�� 7KLV� LPSOLHV� WKDW� GRPHVWLF�LQYHVWPHQW� DQG� VDYLQJV� GHFLVLRQV�PD\� QRW� LQIOXHQFH� LQWHUQDWLRQDO� LQWHUHVW� UDWHV� DQG�\LHOGV�RQ�ILQDQFLDO�LQVWUXPHQWV��7KXV�SHUVRQDO�WD[HV�RQ�GRPHVWLF�VDYLQJV�PD\�UHGXFH�WKH�UHWXUQ�HDUQHG�E\�VDYHUV��EXW�WKLV�ZRXOG�VLPSO\�UHGXFH�FDSLWDO�RXWIORZV�RI�VDYLQJ�RU�LQFUHDVH�FDSLWDO�LQIORZV�IURP DEURDG�ZLWKRXW�DIIHFWLQJ�WKH�LQWHUHVW�UDWH�WKDW�JRYHUQV�D�ILUP¶V� LQYHVWPHQW� GHFLVLRQ�� 6LPLODUO\�� FRUSRUDWH� WD[� SURYLVLRQV� UHGXFH� LQYHVWPHQW��LQFUHDVLQJ� �RU� UHGXFLQJ�� FDSLWDO� RXWIORZV� �RU� LQIORZV�� ZLWKRXW� DIIHFWLQJ� GRPHVWLF�VDYLQJ� GHFLVLRQV� WKDW� GHSHQG� RQ� LQWHUQDWLRQDO� \LHOGV� RQ� DVVHWV�� *LYHQ� WKHVH�FRQFOXVLRQV�� RQH� VKRXOG� GLVDJJUHJDWH� GRPHVWLF� FRUSRUDWH� DQG� SHUVRQDO� HIIHFWLYH� WD[�UDWHV�IRU�D�VPDOO�RSHQ�HFRQRP\�WR�GHWHUPLQH�KRZ�LQYHVWPHQW�DQG�VDYLQJV�DUH�DIIHFWHG�7KHVH� WZR� H[WUHPH� FDVHV�� WKH� FORVHG� DQG� RSHQ HFRQRPLHV�� UDLVH� LPSRUWDQW� LVVXHV�IRU�SROLF\�PDNHUV��)RU�H[DPSOH��LQ�D�FORVHG�HFRQRP\��SHUVRQDO�WD[DWLRQ�UHGXFHV�ERWK�GRPHVWLF�VDYLQJV�DQG�FRUSRUDWH�LQYHVWPHQW��,Q�D�VPDOO�RSHQ�HFRQRP\��VDYLQJV�ZRXOG�EH� UHGXFHG�� FDSLWDO� RXWIORZV� ZRXOG� GHFOLQH�� EXW� LQYHVWPHQW� ZRXOG� QRW� EH� DIIHFWHG��VLQFH� ILUPV� ILQDQFH� FDSLWDO� DW� WKH� LQWHUQDWLRQDOO\�GHWHUPLQHG� LQWHUHVW� UDWH�� 7KXV�SROLFLHV�VXFK�DV�UHGXFLQJ�WD[�UDWHV�DW�WKH�SHUVRQDO�OHYHO�FRXOG�EH�ODUJHO\�LQHIIHFWLYH�LQ�LQFUHDVLQJ�FRUSRUDWH�LQYHVWPHQW�LQ�D�VPDOO�RSHQ�HFRQRP\�+RZ�RSHQ�DUH�HFRQRPLHV�WR�FDSLWDO�PRYHPHQWV"��6RPH�DUJXH�WKDW�QDWLRQDO�FDSLWDO�PDUNHWV� DUH� FORVHG� VLQFH� GRPHVWLF� LQYHVWPHQW� DQG� VDYLQJV� DUH� KLJKO\� FRUUHODWHG�� LQ�SDUW�GXH�WR�JRYHUQPHQW�SROLFLHV� WKDW� LQWHUIHUH�ZLWK�FDSLWDO�IORZV��2WKHUV�VXJJHVW� WKDW�PRVW� FRUSRUDWLRQV¶� HTXLW\� LV� RZQHG� E\� GRPHVWLF� LQYHVWRUV�� DOWKRXJK� WKLV� GRHV� QRW�VXJJHVW�WKDW�IRUHLJQ�VDYLQJV�FRXOG�EH�WKH�SULPDU\�GHWHUPLQDQW�RI�PDUJLQDO�VDYLQJV��,Q�DGGLWLRQ�� LQWHUHVW� UDWHV� DFURVV� FRXQWULHV� VHHP� WR� EH� FORVHO\� UHODWHG� WKURXJK� ILQDQFLDO�DUELWUDJH�� 5HFHQW� HYLGHQFH� VXJJHVWV� DV� ZHOO� WKDW� FURVV�ERUGHU� ILQDQFLDO� WUDQVDFWLRQV�KDYH�LQFUHDVHG�VXEVWDQWLDOO\�WR����SHUFHQW�RI�*'3�LQ������FRPSDUHG�ZLWK�����SHUFHQW�LQ������IRU�WKH�*��FRXQWULHV��(GH\�DQG�+YLGLQJ�������7KLV� GLVFXVVLRQ� RI� RSHQ� YHUVXV� FORVHG� HFRQRPLHV� LV� UHOHYDQW� LQ� HYDOXDWLQJ� WKH�LPSDFW�RI�LQWHJUDWLQJ�FRUSRUDWH�DQG�SHUVRQDO�WD[HV�RQ�FDSLWDO�LQFRPH��2QH�YLHZ�LV�WKDW�WKH�LQWHJUDWLRQ�RI�SHUVRQDO�WD[HV�WKDW�UHVXOWV�LQ�UHOLHI�IRU�UHVLGHQW�VKDUHKROGHUV�RQO\�LV�
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QRW�HIIHFWLYH�LQ�LQWHJUDWLQJ�FRUSRUDWH�DQG SHUVRQDO�WD[HV��VLQFH�IRUHLJQ�LQYHVWRUV�GR�QRW�JHW� WKH� VDPH�EHQHILW�� 7KH� UHGXFWLRQ� LQ� GLYLGHQG�RU� FDSLWDO� JDLQV� WD[HV�RQO\� LQFUHDVH�GRPHVWLF� VDYLQJV� ZLWKRXW� DIIHFWLQJ� WKH� FRVW� RI� FDSLWDO� RI� WKH� FRPSDQ\�� 7KXV�LQWHJUDWLRQ� LV� QRW� QHFHVVDU\��$OWHUQDWLYHO\�� D� FRXQWU\¶V� HFRQRP\�PD\�EH� VXIILFLHQWO\�ODUJH�RU�GLVWLQFW�WKDW�GRPHVWLF�VDYLQJV�LQIOXHQFH�LQWHUHVW�UDWHV��8QGHU�WKHVH�FRQGLWLRQV��D�UHGXFWLRQ�LQ�GLYLGHQG�DQG�FDSLWDO�JDLQV�WD[HV�ZLOO�LQFUHDVH�WKH�LQWHUQDWLRQDO�VXSSO\�RI�VDYLQJV�WR�DQ�HFRQRP\�DQG�UHGXFH�LQWHUHVW�UDWHV��,Q�WKLV�FDVH��LQWHJUDWLRQ�LV�RI�EHQHILW�WR� LQYHVWPHQW��0RUHRYHU�� LQWHJUDWLRQ�PD\�VWLOO�EH�QHFHVVDU\� WR�VLPSOLI\�D� WD[�V\VWHP�DQG�WR�PLQLPL]H�WD[�SODQQLQJ�RSSRUWXQLWLHV�
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$SSHQGL[�%�
7D[DWLRQ��5LVN�DQG�&RVW�RI�,QYHVWPHQW,QYHVWPHQW� LV� LQKHUHQWO\� ULVN\�� :KHQ� ILUPV� FRPPLW� WKHPVHOYHV� WR� QHZ� FDSLWDO�SURMHFWV�� WKH\� PXVW� SUHGLFW� WKH� DIWHU�WD[� UHWXUQV� RQ� LQYHVWPHQW�� 7KHVH� UHWXUQV� DUH�XQFHUWDLQ�� VR� ULVN�� WKH� DYHUVLRQ� WKDW� LQYHVWRUV� KDYH� WRZDUGV� XQFHUWDLQW\�� SOD\V� DQ�LPSRUWDQW�UROH�LQ�DIIHFWLQJ�FDSLWDO�GHFLVLRQV��7D[HV�DIIHFW�WKH�SHUFHSWLRQ�WKDW�LQYHVWRUV�KDYH�RI� ULVN�� DQG� WKXV� LW� LV� FOHDUO\� LPSRUWDQW� WR�GHWHUPLQH� WKH�GHJUHH� WR�ZKLFK� WD[HV�DIIHFW�WKH�HYDOXDWLRQ�RI�ULVN\�LQYHVWPHQWV�7KH�ULVH�LQ�LQYHVWPHQW�FRPHV�IURP�PDQ\�IDFWRUV�x ,QFRPH� ULVN�� XQFHUWDLQW\� ZLWK� UHVSHFW� WR� RSHUDWLQJ� LQFRPH� RU� UHYHQXHV� QHW� RI�FXUUHQW�FRVWV�x &DSLWDO�ULVN��XQFHUWDLQ�HFRQRPLF�GHSUHFLDWLRQ�FRVWV�GXH�WR�XQNQRZQ�ZHDU�DQG�WHDU�RI� FDSLWDO� DVVHWV� RU� REVROHVFHQFH� �DV� IXWXUH� LQQRYDWLRQV� WKDW� UHSODFH� FDSLWDO� DUH�XQFHUWDLQ���x )LQDQFLDO� ULVN� XQFHUWDLQW\� ZLWK� UHVSHFW� WR� IXWXUH� LQWHUHVW� H[SHQVHV� LQFXUUHG� IRU�ERUURZHG�IXQGV��)LQDQFLDO�ERQGV�KHOG�E\�LQYHVWRUV�PD\�EH�ULVN\��VLQFH�ILUPV�PD\�EH�XQDEOH�WR�UHSD\�WKH�SULQFLSDO�DQG�LQWHUHVW�RQ�ORDQV��,QYHVWRUV�WKHUHIRUH�GHPDQG�D�KLJKHU� UDWH�RI� LQWHUHVW� RQ�ERQGV� WDNLQJ� LQWR�DFFRXQW� WKH� ULVN�RI�QRQ�UHSD\PHQW�RI�ORDQV�DQG�LQWHUHVW�DQG�DQ\�DVVRFLDWHG�EDQNUXSWF\�FRVWV��x ,QIODWLRQ� ULVN�� XQFHUWDLQW\� ZLWK� UHVSHFW� WR� IXWXUH� LQIODWLRQ� UDWHV� WKDW� ZLOO� DIIHFW�IXWXUH�HDUQLQJV�DV�ZHOO�DV�WKH�FRVW�RI�UHSODFLQJ�DVVHWV�x ,UUHYHUVLELOLW\�ULVN��DV�FDSLWDO�PD\�EH�LUUHYHUVLEOH��RQFH�VXQN��LW�FDQ�QRW�EH�XVHG�IRU�DQRWKHU�SXUSRVH���XQFHUWDLQW\�LV�LQFUHDVHG�IRU�LQYHVWRUV�ZKR�KDYH�WR�EH�FRQFHUQHG�DERXW�WKH�WLPLQJ�RI�D�SURMHFW�x 3ROLWLFDO�ULVN��WKLV�DULVHV�IURP�XQFHUWDLQW\�ZLWK�UHVSHFW�WR�XQFHUWDLQ�SXEOLF�SROLFLHV��VXFK�DV�WD[�SROLF\�:KHQ� XQFHUWDLQW\� LV� SUHVHQW�� LQYHVWRUV� ZLOO� EDODQFH� IXWXUH� JDLQV� ZLWK� SRWHQWLDO�ORVVHV�� )RU� H[DPSOH�� VXSSRVH� WKDW� DQ� LQYHVWRU� FDQ� FKRRVH� D� VDIH� DVVHW�� �VD\� D�JRYHUQPHQW� 7UHDVXU\� %LOO�� ZLWK� D� UDWH� RI� UHWXUQ� RI� � SHUFHQW� SHU� DQQXP� RU� D� ULVN\�LQYHVWPHQW�ZLWK�DQ�H[SHFWHG�UDWH�RI�UHWXUQ�RI��� SHUFHQW�SHU�DQQXP��,I�WKH�LQYHVWRU�LV�MXVW�DV�ZLOOLQJ�WR�LQYHVW�LQ�HLWKHU�DVVHW��WKHQ�WKH�H[FHVV�UDWH�RI�UHWXUQ�RQ�WKH�ULVN\�DVVHW��� SHUFHQW��ZKLFK� LV� WKH� GLIIHUHQFH� EHWZHHQ� WKH� H[SHFWHG� UDWH� RI� UHWXUQ� RI��� SHUFHQW�
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DQG� WKH� VDIH� UDWH� RI� UHWXUQ� RI� � SHUFHQW�� LV� WKH� PRQHWDU\� UHWXUQ� RU� µULVN� SUHPLXP¶�QHHGHG�WR�FRPSHQVDWH�WKH�LQYHVWRU�IRU�ULVN�$Q� LPSRUWDQW� DVSHFW� RI� WD[� SROLF\�ZKHQ� FRQVLGHULQJ� ULVN� LV� KRZ� WKH� JRYHUQPHQW�WUHDWV� ORVVHV� ZKHQ� LQFXUUHG� E\� LQYHVWRUV�� ,I� WKH� LQFRPH� WD[� SURYLGHV� IRU� µIXOO�UHIXQGDELOLW\¶�RU�D� µIXOO� ORVV�RIIVHW¶�ZKHQ� ORVVHV�DUH� LQFXUUHG�� WKHQ�� WKH�WD[�V\VWHP�LV�QHXWUDO�ZLWK�UHVSHFW�WR�ULVN��:KHQ�WKH�JRYHUQPHQW�GRHV�QRW�IXOO\�UHIXQG�ORVVHV��WKH�WD[�V\VWHP�FDQ�GUDPDWLFDOO\�LQFUHDVH�WKH�FRVW�RI�ULVN�DVVRFLDWHG�ZLWK�LQYHVWPHQW��WKXV��WKH�WD[�V\VWHP�FOHDUO\�GLVFRXUDJHV�ULVN\�LQYHVWPHQW�8QGHU� FXUUHQW� FRUSRUDWH� LQFRPH� WD[� V\VWHPV�� ORVVHV� DUH� RQO\� SDUWO\� UHIXQGDEOH��*RYHUQPHQWV� PD\� DOORZ� ORVVHV� WR� EH� FDUULHG� EDFN� RU� FDUULHG� IRUZDUG� IRU� D� OLPLWHG�SHULRG�RI�WLPH��� *LYHQ�WKH�G\QDPLF�QDWXUH�RI�LQYHVWPHQW��WKH�SUHVHQFH�RI�FDUU\�EDFNV�DQG�FDUU\�IRUZDUGV�FRPSOLFDWHV�FRQVLGHUDEO\�WKH�DQDO\VLV�XVHG�WR�PRGHO�WKH�LPSDFW�RI�WD[HV� RQ� ULVN\� LQYHVWPHQWV��� )RU� H[DPSOH�� DFFXPXODWHG� ORVVHV� LQ� FXUUHQW� \HDUV� FDQ�KHOS�VKHOWHU�WD[HV�RQ�IXWXUH�LQYHVWPHQWV��WKHUHE\�UHGXFLQJ�WKH�DPRXQW�RI�WD[�WR�EH�SDLG�RQ� IXWXUH� LQFRPH� JHQHUDWHG� E\� PDUJLQDO� LQYHVWPHQW� GHFLVLRQV�� 6LPLODUO\�� FXUUHQW�WD[DEOH�SURILWV�PD\�EH�XVHG� WR�DEVRUE� IXWXUH� ORVVHV�� WKHUHE\� UHGXFLQJ� WKH�DPRXQW�RI�WD[�WR�EH�SDLG�RQ�FXUUHQW�ORVVHV��7KXV�DW�HDFK�SRLQW�RI�WLPH��WKH�HIIHFWLYH�WD[�SDLG�RQ�DQ�LQYHVWPHQW�ZLOO�YDU\�DFFRUGLQJ�WR�WKH�KLVWRU\�RI�WKH�FRPSDQ\��,Q�VXP��ZLWKRXW�SUHFLVH�HVWLPDWHV�RI�ULVN��LW�LV�GLIILFXOW�WR�GHWHUPLQH�WKH�WRWDO�LPSDFW�RI�WKH�WD[�V\VWHP�RQ�LQYHVWPHQW���

�� :KHQ� FXUUHQW�\HDU� ORVVHV� DUH� FDUULHG�EDFN�� WKH� ORVV� LV� DSSOLHG� DJDLQVW� SURILWV� HDUQHG� LQ� TXDOLI\LQJ�SDVW� \HDUV��UHVXOWLQJ� LQ� D� UHIXQG� RI� FRUSRUDWH� WD[HV�� � $OWHUQDWLYHO\��ZKHQ� ORVVHV� DUH� FDUULHG� IRUZDUG�� WKH� ORVVHV� DUH� DSSOLHG�DJDLQVW�SURILWV�RI�TXDOLI\LQJ�IXWXUH�\HDUV��UHVXOWLQJ�LQ�D�UHGXFWLRQ�LQ�IXWXUH�FRUSRUDWH�LQFRPH�WD[��� 6HH�0D\HU���������SS����������� 0F.HQ]LH��������VKRZV�KRZ�WKH�LQFRUSRUDWLRQ�RI�ULVN�FDQ�VLJQLILFDQWO\�DIIHFW�WKH�HIIHFWLYH�WD[�UDWH��0F.HQ]LH�HVWLPDWHV� HIIHFWLYH� WD[� UDWHV� IRU� &DQDGD� DQG� ILQGV� WKDW�� LQ� DJJUHJDWH�� WKH� ����� HIIHFWLYH� WD[� UDWH� RQ� ULVNOHVV�UHYHUVLEOH�LQYHVWPHQW�LV��� SHUFHQW�����SHUFHQW�RQ�UHYHUVLEOH�ULVN\�LQYHVWPHQWV��DQG����SHUFHQW�RQ�ULVN\�LUUHYHUVLEOH�LQYHVWPHQW��6HH�0F.HQ]LH���������SS���������
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$SSHQGL[�&��6WDWLVWLFDO�7DEOHV7DEOH����&RUSRUDWH�,QFRPH�7D[�3URYLVLRQV�IRU�WKH�0DMRU�'HYHORSHG�&RXQWULHV������&DQDGD )UDQFH *HUPDQ\ ,WDO\ -DSDQ 8QLWHG�.LQJGRP 8QLWHG�6WDWHV,QFRPH�5HYHQXHV <HV <HV <HV <HV <HV <HV <HV,QWHUFRUSRUDWH�GLYLGHQGV 1R��H[FHSW�SULYDWH� ([HPSW�H[FHSW�VXEMHFW�WR�PLQLPXP�WD[��VHH�EHORZ� ([HPSW�H[FHSW�VXEMHFW�WR�PLQLPXP�WD[��VHH�EHORZ� ([HPSW�H[FHSW�VXEMHFW�WR�PLQLPXP�WD[��VHH�EHORZ� ([HPSW�ZLWK�RZQHUVKLS�!���� ([HPSW�H[FHSW�VXEMHFW�WR�PLQLPXP�WD[��VHH�EHORZ� ����WD[�IUHH�ZLWK�RZQHUVKLS�!����&DSLWDO�*DLQV 7KUHH�TXDUWHUV�RI�JDLQ 6KRUW�WHUP��DV�LQFRPH�ORQJ�WHUP������H[FHSW�IRU�����IRU�SRUWIROLR�VHFXULWLHV
5HDO�SURSHUW\ 5HDO��SURSHUW\��IXOO�UDWH� <HV�/DQG�ZLWK�VXUWD[

([SHQVHV:DJHV�DQG�VDODULHV <HV <HV <HV <HV <HV <HV <HV,QYHQWRU\�FRVWV�D ),)2 ),)2 /,)2 /,)2 /,)2�RU�),)2 ),)2 /,)2�RU�),)2'HSUHFLDWLRQ +LVWRULFDO�FRVW +LVWRULFDO�FRVW +LVWRULFDO�FRVW +LVWRULFDO�FRVW +LVWRULFDO�FRVW +LVWRULFDO�FRVW +LVWRULFDO�FRVW,QWHUHVW�H[SHQVH \HV \HV \HV \HV \HV \HV \HV/RVVHV��RSHUDWLQJ�RQO\��E 7KUHH�\HDU�F�E���VHYHQ�\HDU�F�I� )LYH�\HDU�F�I���GHSUHFLDWLRQ�H[SHQVHV�KDYH�LQGHILQLWH�F�I� 7ZR�\HDU�F�E���LQGHILQLWH�F�I� )LYH�\HDU�F�I� 2QH�\HDU�F�E���ILYH�\HDU�F�I� 7KUHH�\HDU�F�I���LQGHILQLWH�F�I� 7KUHH�\HDU�F�E������\HDU�F�I�&RUSRUDWH�7D[�5DWH )HGHUDO��������3URYLFLDO��������� ������� )HGHUDO�����XQGLVWULEXWHG�SURILWV��������GLVWULEXWHG�6WDWH���������GHGXFWLEOH�
&HQWUDO�����/RFDO������� &HQWUDO�������3UHIHFWXUH���������GHGXFWLEOH��&RUSRUDWH�LQKDELWDQWV�����������GHGXFWLEOH��WRWDO�WD[�UDWH�������

��� )HGHUDO�����6WDWH��XS�WR������GHGXFWLEOH�
)RUHLJQ�6RXUFH�,QFRPH <HV�H[FHSW�GLYLGHQGV�IURP�IRUHLJQ�DIILOLDWH ([HPSW�H[FHSW�IRU�SUH�FRPSWH�VHH�EHORZ� ([HPSW�GLYLGHQGV LI�RZQHUVKLS!����RWKHUZLVH�WD[HG�ZLWK�FUHGLW�IRU�IRUHLJQ�WD[HV

<HV�ZLWK�FUHGLW <HV�ZLWK�JOREDO�FUHGLW <HV�ZLWK�FUHGLW�SHU�VRXUFH <HV�ZLWK�JOREDOFUHGLW
0LQLPXP�7D[� &DSLWDO�WD[�UHGXFHG�E\�FRUSRUDWH�LQFRPH�VXUFKDUJH'LYLGHQGV�IURP�WHUP�SUHIHUUHG�VKDUHV

3UH�FRPSWH������RQ�GLYLGHQGV�SDLG��RU�����RI�JURVVHG�XS�GLYLGHQGV�
����RI�GLYLGHQGV�SDLG ����RI�GLYLGHQGV�SDLG 1R $&7�RI�����RQ�GLYLGHQGV�SDLG��RU�����RI�JURVVHG�XS�GLYLGHQGV�

����RQ�LQFRPH
&RQVROLGDWLRQ 1R <HV�IRU�SURSHUW\�WUDQVIHU <HV 1R 1R 1R��EXW�UHOLHI�IRU�VRXUFH�ORVVHV <HV&DSLWDO�DQG�3URSHUW\�7D[ 3URYLQFLDO�FDSLWDO�WD[��XS�WR������RI�DVVHWV�3URSHUW\�WD[ 3URSHUW\�WD[%XVLQHVV�OLFHQVH�WD[ ��������RI�WUDGH�FDSLWDO 3URSHUW\�WD[���������7UDQVIHU�WD[������1HZ�HTXLW\�WD[������

�����RQ�VWUXFWXUHV����� RQ�GHSUHFLDEOH�DVVHWV 3URSHUW\�WD[�RQO\ 1R�SURSHUW\�WD[

D��),)2� �ILUVW�LQ��ILUVW�RXW��/,)��� �ODVW�LQ��ILUVW�RXW��E��F�I�� �FDUU\�IRUZDUG��F�E�� �FDUU\�EDFN�6RXUFH��0LQW]���������7DEOH������S������
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7DEOH����'LVWULEXWLRQ�RI�*RYHUQPHQW�5HYHQXHV�E\�6RXUFH�IRU�WKH�0(1$�5HJLRQ��SHUFHQWDJH�&RXQWU\ <HDU ,QFRPH�7D[���� &RUSRUDWH ,QGLYLGXDO 3D\UROO���� 3URSHUW\�7D[ ,QGLUHFW�7D[ ,QWHUQDWLRQDO�7UDGH��7D[ 2WKHU�7D[HV 1RQ�7D[���� 7RWDO
(J\SW ���� �� �� � �� � �� �� � �� ������� �� �� � �� � �� �� � �� ������� �� �� � � � �� �� � �� ������� ������ ���� ��� �� ��� ���� � � �� ���
-RUGDQ ���� �� ���� ���� �� � �� �� � �� ������� �� �� � � � �� �� � �� ������� �� � � ���� � �� �� � �� ���
0RURFFR ���� �� � �� � � �� �� � � ������� �� �� �� � � �� �� � �� ���������� �� �� �� ��� �� �� � � ���
7XQLVLD ���� �� � � � � �� �� � �� ������� �� � � �� � �� �� � �� ������� �� � � �� � �� �� � �� ���6RXUFH��,0)��*RYHUQPHQW�)LQDQFH�6WDWLVWLFV�<HDUERRN���XQOHVV�RWKHUZLVH�LQGLFDWHG�DQG�,0)�2FFDVLRQDO�3DSHU��1R�������-DQXDU\�������GDWD�IRU�������1RWHV������7KH�WRWDO�DPRXQW�RI�LQFRPH�WD[�LV�WKH�VXP�RI�FRUSRUDWH�LQFRPH�WD[��LQGLYLGXDO�LQFRPH�WD[�DQG�RWKHU�XQDOORFDWDEOH�WD[HV�RQ�LQFRPH�ZKLFK�DUHQRW�VKRZQ�LQ�WKH�WDEOH�����,QFOXGLQJ�VRFLDO�VHFXULW\�FRQWULEXWLRQV�DQG�WD[HV�RQ�SD\UROO�DQG�ZRUNIRUFH�����1RQ�WD[�UHYHQXH�LQFOXGHV�IHHV��UHQWV�DQG�UR\DOWLHV��DQG�FDSLWDO�UHYHQXH�����1XPEHUV�DUH�QRW�VWULFWO\�FRPSDUDEOH�WR������RU������GXH�GLIIHUHQFHV�LQ FRYHUDJH�
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7DEOH����7D[HV�RQ�&RUSRUDWH�,QFRPH�DV SHUFHQWDJH�RI�7RWDO�7D[DWLRQ���� ����
$XVWUDOLD ���� ����
)UDQFH ��� ���
*HUPDQ\ ��� ���
*UHHFH ��� ���
,WDO\ ��� ����
6SDLQ ��� ���
7XUNH\ ���� ���
8QLWHG�.LQJGRP ���� ���
8QLWHG�6WDWHV ��� ���
8QZHLJKWHG�DYHUDJH
2(&'�7RWDO ��� ���
2(&'�(XURSH ��� ���

6RXUFH��5HYHQXH�6WDWLVWLFV�RI�2(&'�PHPEHU�FRXQWULHV�����������3DULV��2(&'��������
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7DEOH����7RWDO�RI�,Q�2SHUDWLRQ�DQG�2Q�6WUHDP��,Q�/DQG�&RPSDQLHV��8QWLOO��������������(�PLOOLRQV�7\SH�RI�&RPSDQ\ $SSURYHG�3URMHFWV ,Q�2SHUDWLRQ�3URMHFWV 2Q�6WUHDP�3URMHFWV
1R��RI�3URMHFWV &DSLWDO ,QY��&RVWV 1R��RI�3URMHFWV &DSLWDO ,QY��&RVWV 1R��RI�3URMHFWV &DSLWDO ,QY��&RVWV

,QGXVWULDO� ����� ������ ������ ��� ����� ������ ����� ������ ������
$JULFXOWXUDO� ��� ����� ����� �� ��� ����� ��� ����� �����
&RQVWUXFWLRQ� ��� ����� ����� ��� ����� ����� �� ��� ���
7RXULVP� ��� ������ ������ ��� ����� ����� ��� ������ ������
)LQDQFLDO� ��� ������ ������ ��� ������ ������ ��� ����� �����
6HUYLFHV� ��� ����� ����� ��� ����� ����� ��� ����� �����
7RWDO ����� ������ ������� ����� ������ ������ ����� ������ ������

6RXUFH��*HQHUDOV�$XWKRULW\�IRU�,QYHVWPHQW�DQG�)UHH�=RQHV�������
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7DEOH����3URILWDELOLW\�RI�7D[�+ROLGD\�)LUPV)LUPV 1HW�LQFRPH���( PLOOLRQ� $VVHWV���( PLOOLRQ�� � �� � �� ���� ����� ��� ��� ��� ���� ��� ����� ��� ����� ���� ������� ��� ������ ����� ���������� ��� ��������� ����� �������� ��� ������ ����� �������� ��� ����� �� ���� �� ��� �� �� � ������ ����� �������6RXUFH��%DUHQWV���������XQSXEOLVKHG�
7DEOH����7RS�&KRLFHV�IRU�)RUHLJQ�'LUHFW�,QYHVWPHQW�&RXQWU\ )',7;�� 6LQJDSRUH ������ +RQJ�.RQJ ������ ,VUDHO ������ 0DOD\VLD ������ 6ZLW]HUODQG ������ &KLOH ������ ,UHODQG ������ $XVWUDOLD ������ 6ZHGHQ ������� )LQODQG ������� (O�6DOYDGRU ������� &DQDGD ������� 7KDLODQG ������� 9HQH]XHOD ������� 8QLWHG�6WDWHV ������� 3KLOLSSLQHV ������� &]HFK�5HSXEOLF ������� 9LHWQDP ����x )',7;�PHDVXUHV�WKH�QXPEHU�RI�WLPHV�D�FRXQWU\�ZDV�PHQWLRQHG�DV�WKH�WRS�FKRLFH�IRU�DQ�H[SRUWHU¶V QH[W�IRUHLJQ�LQYHVWPHQW��GLYLGHG�E\�WKH�FRXQWU\¶V�SRSXODWLRQ�LQ�PLOOLRQV�x ([SRUWHUV�DUH�FODVVLILHG�DV�DOO�UHVSRQGHQWV�DQVZHULQJ�����RU���WR�TXHVWLRQ��V���RI�WKH������([HFXWLYH�6XUYH\¶V����VSHFLDO�VHFWLRQ�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW�x 7KH�TXHVWLRQ�DVNHG�UHVSRQGHQWV�WR�VWDWH�ZKHWKHU�WKHLU�IRUHLJQ�SODQWV�VHUYH�ORFDO�PDUNHWV�ZLWK�IHZ�H[SRUWV�RU�H[SRUW�PDUNHWV�ZLWK�QR�ORFDO�VDOHV��&RXQWU\�FKRLFHV�ZHUH�UHFRUGHG�LQ�4XHVWLRQV����RI�WKH�VXUYH\��³3OHDVH�OLVW�WKH�WRS�ILYH�FRXQWULHV�LQ�ZKLFK�\RX�ZRXOG�FRQVLGHU�PDNLQJ�\RXU�QH[W�RYHUVHDV�LQYHVWPHQW�´6RXUFH��7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW ��������S�����
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7DEOH����2XWFRPH�RI�WKH�7ZR�6FHQDULRV��SHUFHQWDJH�������� ������� ������� ������� ��������� ������� �������,��%DVH�&DVH�6FHQDULR*'3�DW�PDUNHW�SULFH��UHDO���JURZWK�UDWH� ��� ��� ��� ��� ��� ��� ���
,QIODWLRQ��*'3�GHIODWRU ��� ��� ��� ��� ��� ��� ���*13��UHDO��JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���*URVV�QDWO��GLVSRVDEOH�LQFRPH�����UHDO�JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���
*'3�SHU FDSLWD��UHDO�JURZWK���������UDWH ��� ��� ��� ��� ��� ��� ���
8QHPSOR\PHQW����RI�ODERU����IRUFH ��� ���� ���� ���� ���� ���� ����
&RQVXPSWLRQ��*13 ���� ���� ���� ���� ���� ���� ����*URVV�LQYHVWPHQW�*13 ���� ���� ���� ���� ���� ���� ����*URVV�GRPHVWLF�VDYLQJ�*13 ���� ���� ���� ���� ���� ���� ����*URVV�QDWLRQDO�VDYLQJ�*13 ���� ���� ���� ���� ���� ���� ����2YHUDOO�EXGJHW�GHILFLW�*13 ���� ���� ���� ���� ��� ��� ���&XUUHQW�DFFRXQW�EDODQFH�*13 ��� ��� ��� ���� ��� ��� ���1RQ�RLO�PHUFKDQGLVH�H[SRUWV������JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���
0��JURZWK�UDWH ���� ���� ��� ��� ��� ��� ���,,��+LJK�&DVH�6FHQDULR*'3�DW�PDUNHW�SULFH��UHDO������JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���
,QIODWLRQ��*'3�'HIODWRU ��� ��� ��� ��� ��� ��� ���*13��UHDO��JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���*URVV�QDWLRQDO�GLVSRVDEOH�LQFRPH��JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���
*'3�SHU�FDSLWD��UHDO�JURZWK�UDWH ��� ��� ��� ��� ��� ��� ���
8QHPSOR\PHQW����RI�ODERU��IRUFH ��� ��� ��� ��� ��� ��� ���
&RQVXPSWLRQ�*13 ���� ���� ���� ���� ���� ���� ����*URVV�LQYHVWPHQW�*13 ���� ���� ���� ���� ���� ���� ����*URVV�GRPHVWLF�VDYLQJ�*13 ���� ���� ���� ���� ���� ���� ����*URVV�QDWLRQDO�VDYLQJ�*13 ���� ���� ���� ���� ���� ���� ����2YHUDOO�EXGJHW�GHILFLW�*13 ���� ���� ���� ��� ��� ��� ���&XUUHQW�DFFRXQW�EDODQFH�*13 ��� ���� ���� ���� ���� ���� ���1RQ�RLO�PHUFKDQGLVH�H[SRUWV�������JURZWK�UDWH ��� ���� ���� ���� ���� ���� ����
0��JURZWK�UDWH ���� ���� ���� ���� ���� ���� ����6RXUFH��:RUOG�%DQN������D���S�����
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7DEOH����1HW�)RUHLJQ�'LUHFW�,QYHVWPHQW�)ORZV�WR�(J\SW�������������������86��PLOOLRQ��<HDU� 9DOXH����� ������ ������� ������� ������� �������� ������� ������� ������� ������� ������� �������� �������� �������� �������� �������� ������� ������� ������� ������� �������� ������� �
6RXUFH��:RUOG�%DQN������E���$SSHQGL[�$��S�����
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7DEOH����$YHUDJH�&RUSRUDWH�7D[�5DWHV�5DQNLQJ�RI�(J\SW�YV��2WKHU�&RXQWULHV������5DQNLQJ &RXQWU\ $YHUDJH�&RUSRUDWH�7D[�5DWH� ,UHODQG ������ +RQJ�.RQJ ������ +XQJDU\ ������ )LQODQG ������ 7DLZDQ ������ 7XUNH\ ������ 9LHWQDP ������ 6ZLW]HUODQG ������ 6LQJDSRUH ������� .RUHD ������� 1RUZD\ ������� 6ZHGHQ ������� &KLQD ������� ,QGRQHVLD ������� 0DOD\VLD ������� 3HUX ������� 7KDLODQG ������� $UJHQWLQD ������� )UDQFH ������� ,FHODQG ������� /X[HPERXUJ ������� 1HZ�=HDODQG ������� 8QLWHG�.LQJGRP ������� $XVWULD ������� 'HQPDUN ������� 0H[LFR ������� 9HQH]XHOD ������� &KLOH ������� &RORPELD ������� *UHHFH ������� 1HWKHUODQGV ������� 3KLOLSSLQHV ������� 6RXWK�$IULFD ������� 6SDLQ ������� 8QLWHG�6WDWHV� ������� $XVWUDOLD ������� ,VUDHO� ������� 3RUWXJDO ������� ,WDO\ ������� -DSDQ ������� =LPEDEZH ������� %HOJLXP ������� &]HFK�5HSXEOLF ������� ,QGLD ������� 3RODQG ������� 6ORYDNLD ������� (J\SW ������� 5XVVLD ������� &DQDGD ������� *HUPDQ\ ������� %UD]LO ������� -RUGDQ Q�D�� 8NUDLQH� Q�D6RXUFH��7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW ��������S������
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7DEOH�����0DMRU�(FRQRPLF�,QGLFDWRUV�LQ�(J\SW�DQG�6HOHFWHG�&RXQWULHV�������(J\SW ,VUDHO 7XUNH\ &KLOH &]HFK�5HSXEOLF 6LQJDSRUH2YHUDOO�5DQNLQJ �� �� �� �� �� �*'3�86��EQ �� �� ��� �� �� ��3HU�FDSLWD ����� ������ ����� ����� ����� ������:RUOG�RXWSXW�VKDUH ��� ��� ��� ��� ��� ���
:RUOG�H[SRUWV�VKDUH� ��� ��� ��� ��� ��� ���
5HDO�*'3�JURZWK ��� ��� ��� ��� ��� ���,QIODWLRQ ��� ���� ���� ��� ��� ���8QHPSOR\PHQW ���� ��� ��� ��� ��� ���)',�DV�VKDUH�RI�*'3 ��� ��� ��� ��� ��� ���
5HDO�H[SRUW�JURZWK ����� ��� Q�D ��� Q�D ���
,QYHVWPHQW��*'3 ��6DYLQJV�*'3 ��6RXUFH��7KH�*OREDO�&RPSHWLWLYHQHVV�5HSRUW �����

7DEOH�����5HFRPPHQGHG�7D[�7UHDWPHQW�RI�&DSLWDO ,QFRPH7\SH�RI�&DSLWDO�,QFRPH 7\SH�RI�7D[SD\HU�&RUSRUDWH ,QGLYLGXDO(TXLW\�,QFRPHH[FOXGLQJ�FDSLWDO�JDLQV 7D[DEOH 1RQWD[DEOH
,QWHUHVW�,QFRPH3ULYDWH�GHEW3XEOLF�GHEW 7D[DEOH7D[DEOH 1RQWD[DEOH7D[DEOH&DSLWDO�*DLQV2Q�VHFXULWLHV2Q�UHDO DVVHWV

1RQWD[DEOH7D[DEOH�XQGHU�WKH�QHZ�GHSUHFLDWLRQ�UXOHV
1RQWD[DEOH7D[DEOH�XQGHU�WKH����UHDO�HVWDWH�WD[�5HQWDO�,QFRPH 7D[DEOH 7D[DEOH6RXUFH��%DUHQWV���������7DEOH���
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5HIHUHQFHV$EGHO�0RQHP��$����������³(J\SW¶V�*HQHUDO�6DOHV�7D[��5HFHQW�'HYHOR SPHQWV�DQG�5HIRUPV�$KHDG�´�(&(6��:RUNLQJ�3DSHU�1R������&DLUR���
$ODQ�$XHUEDFN���������7KH�&RVW�RI�&DSLWDO�DQG�,QYHVWPHQW�LQ�'HYHORSLQJ�&RXQWULHV��)LVFDO�,QFHQWLYHV�IRU�,QYHVWPHQW�DQG�,QQRYDWLRQ��$QZDU�6KDK��HG����2[IRUG�8QLYHUVLW\�3UHVV��
$UQROG�&��+DUEHUJHU� ��������³3ULQFLSOHV�RI�7D[DWLRQ�$SSOLHG� WR�'HYHORSLQJ�&RXQWULHV�´� ,Q�:RUOG� WD[� UHIRUP�� HGLWHG� E\� 0�-�%RVNLQ� DQG� &K�(�0FOXUH�� ,QWHUQDWLRQDO� &HQWHU� IRU�(FRQRPLF�*URZWK���6DQ�)UDQFLVFR��,&6�3UHVV���
%DUHQWV���������5HIRUPLQJ�&RUSRUDWH�7D[HV�LQ�(J\SW��&R USRUDWH�7D[�3URMHFW��
%DWRU��)UDQFLV���������³7KH�$QDWRP\�RI�0DUNHW�)DLOXUH�´� 4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV ���$XJXVW���&DPEULGJH��0DVVDFKHVHWWV��
%RDGZD\��%UXFH��0F.HQ]LH��DQG�0LQW]���������³&DSLWDO�,QFRPH�7D[�LQ�&DQDGD��$QDO\VLV�DQG�3ROLF\´�&DQDGLDQ�7D[�)RXQGDWLRQ��7RURQWR�
%RDGZD\��5��DQG�%UXFH��1����������³$�*HQHUDO�3URSRVLWLRQ�RQ�WKH�'HVLJQ�RI�D�1HXWUDO�%XVLQHVV�7D[�´�-RXUQDO�RI�3XEOLF�(FRQRPLFV ���
%RDGZD\� 5�� DQG� 6KDK�� $�� �������� ³3UHVSHFWLYHV� RQ� WKH� 5ROH� RI� ,QYHVWPHQW� ,QFHQWLYHV� LQ�'HYHORSLQJ� &RXQWULHV�´� ,Q� )LVFDO� LQFHQWLYHV�� HGLWHG� E\� $�� 6KDK� �2[IRUG�� 2[IRUG�8QLYHUVLW\�3UHVV���
&KLULQNR� �������� ³%XVLQHVV� )L[HG �,QYHVWPHQW� 6SHQGLQJ�� $� &ULWLFDO� 6XUYH\� RI� 0RGHOLQJ�6WUDWHJLHV��(PSLULFDO�5HVXOWV��DQG�3ROLF\�,PSOLFDWLRQV�´�8QLYHUVLW\�RI�0XQLFK��&HQWH U�IRU�(FRQRPLF�6WXGLHV��:3�1R�����
'DYLG�'XQQ�DQG�$QWKRQ\�3HOOHFKLR���������³$QDO\VLQJ�7D[HV�RQ�%XVLQHVV�,QFRPH�ZLWK�WKH�0DUJLQDO�(IIHFWLYH�7D[�5DWH�0RGHO�´�:RUOG�%DQN�'LVFXVVLRQ�3DSHUV�1R������:DVKLQJWRQ��'�&�
'DYLV�� -�� DQG� *OHQG\�� *�� �������� ³$FFUXDO� (TXLYDOHQW� 0DUJLQDO� 7D[� 5DWHV� IRU� 3HUVRQDO�)LQDQFLDO�$VVHWV�´�&DQDGLDQ�-RXUQDO�RI�(FRQRPLFV�����
(GH\��0��DQG�+YLGLQJ��.����������³$Q�$VVHVVPHQW�RI�)LQDQFLDO�5HIRUP�LQ�2(&'�FRXQWULHV�´�2UJDQL]DWLRQ�IRU�(FRQRPLF�&RRSHUDWLRQ�DQG�'HYHORSPHQW��(FRQRPLFV�'HSDU WPHQW��:RUNLQJ�3DSHU�1R�������
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(QJHQ��(�� DQG�6NLQQHU�� -�� ������� ³7D[DWLRQ� DQG�(FRQRPLF�*URZWK´�1%(5�:RUNLQJ�3DSHU������
(VWDFKH��$����������³(YDOXDWLQJ�WKH�$VVHW�%DVHG�0LQLPXP�7D[�RQ�&RUSRUDWLRQV��$Q�2SWLRQ �3ULFLQJ�$SSURDFK�´�PLPHR��:RUOG�%DQN�
*DODO�� $�� �������� ³7RZDUGV� D�)UDPHZRUN� IRU� D�5HIRUP�6WUDWHJ\� IRU�(J\SW´��(&(6��0DUFK��XQSXEOLVKHG�
*DQGKL��9HG��HG�����������6XSSO\�6LGH�7D[�3ROLF\��,QWHUQDWLRQDO�0RQHWDU\�)XQG��:DVKLQJWRQ��'�&�
+HQU\�6LPRQV���������3HUVRQDO�,QFRPH�7D[DWLRQ���&KLFDJR��8QLYHUVLW\�RI�&KLFDJR�3UHVV���
+RZDUG�6KDW]���������³:KDW�$WWUDFWV�)',"´�,Q� 7KH�JOREDO�FRPSHWLWLYHQHVV�UHSRUW�
,QWHUQDWLRQDO� 0RQHWDU\� )XQG� �������� ³(J\SW�� 5DWLRQDOL]LQJ� ,QYHVWPHQW� 7D[� ,QFHQWLYHV´��)LVFDO�$IIDLUV�'HSDUWPHQW��-DQXDU\��:DVKLQJWRQ��'�&�
-RHO�6OHPURG �������� ³7D[�3ULQFLSOHV� LQ� DQ� ,QWHUQDWLRQDO�(FRQRP\�´� ,Q� :RUOG� WD[� UHIRUPV��HGLWHG�E\�0LFKDHO�%RVNLQ�DQG�&KDUOHV�0DFOXUH��,QWHUQDWLRQDO�&HQWHU�IRU�(FRQRPLF�*URZWK��,&(*���6DQ�)UDQFLVFR��&DOLIRUQLD�
-RUJHQVHQ�� '�� �������� ³&DSLWDO� 7KHRU\� DQG� ,QYHVWPHQW� %HK DYLRU�´� $PHULFDQ� (FRQRPLF5HYLHZ ���
.LQJ�0�� DQG� )XOOHUWRQ��'�� �HGV���������� 7KH� 7D[DWLRQ� RI� ,QFRPH� )URP� &DSLWDO�� �&KLFDJR��8QLYHUVLW\�RI�&KLFDJR�3UHVV��
0DFOXUH�� &�� -U�� �������� 0XVW� &RUSRUDWH� ,QFRPH� %H� 7D[HG� 7ZLFH" �:DVKLQJWRQ�� '�&��%URRNLQJV�,QVWLWXWLRQ��
0D\HU��&�� �������� ³&RUSRUDWH�7D[�� )LQDQFH�� DQG� WKH�&RVW�RI�&DSLWDO´� 5HYLHZ�RI�(FRQRPLF6WXGLHV ����
0F.HQ]LH��.����������³7KH�,PSOLFDWLRQV�RI�5LVN�DQG�,UUHYHUVLELOLW\�IRU�WKH�0HDVXUHPHQW�RI�0DUJLQDO�7D[�5DWHV�RQ�&DSLWDO�´�&DQDGLDQ�-RXUQDO�RI�(FRQRPLFV ���
0F.LQVH\� DQG� &RPSDQ\� �������� &DSLWDO� 3URGXFWLYLW\�� 0F.LQVH\� *OREDO� ,QYHVWPHQW��:DVKLQJWRQ��'�&�
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0HQGR]D��0LOHVL�)HUUHWWL��DQG�$VHD���������³2Q�WKH�,QHIIHFWLYHQHVV�RI�7D[�3ROLF\�WR�$OWHU�/RQJ�5XQ�*URZWK��+DUEHUJHU¶V�6XSHU�1HXWUDOLW\�&RQMHFWXUH�´�5H VHUYH�%RDUG�RI�*RYHUQRUV��0HPR�
0LQLVWU\� RI� (FRQRP\� �������� $5(�� 5HFHQW� (FRQRPLF� 'HYHORSPHQWV� DQG� 6WDWLVWLFV�� $5(������
0LQW]��-����������³7D[�+ROLGD\V�DQG�,QYHVWPHQW�´�:RUOG�%DQN�(FRQRPLF�5HYLHZ���
0LQW]�� -�� �������� ³7KH� &RUSRUDWLRQ� 7D[�´� ,Q� 7KH� HFRQRPLFV� RI� WD[� SROLF\�� HGLWHG� E\� 0��'HYHUHX[��2[IRUG��2[IRUG�8QLYHUVLW\�3UHVV��
0LQW]�� -�� DQG� 7VLRSRORXORV� �������� ³&RUSRUDWH� ,QFRPH� 7D[DWLRQ� DQG� )',� LQ� &HQWUDO� DQG�(DVWHUQ� (XURSH�´� ,Q� )LVFDO� LQFHQWLYHV� IRU� LQYHVWPHQW� DQG� LQQRYDWLRQ�� HGLWHG� E\� $QZDU�6DODK��2[IRUG��8QLYHUVLW\�3UHVV���
(O�6DPDORXW\�*����������³)LVFDO�DQG�7D[�5HIRUP�LQ�(J\SW´� /¶(J\SWH�&RQWHPSRUDLQH� 1R�������
6KDK��$�� �������� )LVFDO� ,QFHQWLYHV� IRU� ,QYHVWPHQW�DQG� ,QQRYDWLRQ�� SXEOLVKHG� IRU� WKH�:RUOG�%DQN��2[IRUG��2[IRUG�8QLYHUVLW\�3UHVV��
7DQ]L� 9�� DQG�=HH��+�� �������� ³)LVFDO�3ROLF\� DQG�/RQJ �5XQ�*URZWK�´� ,0)�:RUNLQJ�3DSHU��������:DVKLQJWRQ��'�&�
7KH�:RUOG�%DQN���������³(J\SW��LQWR�WKH�1H[W�&HQWXU\�´�'LVFXVVLRQ�SDSHUV��9RO����&RXQWU\�'LYLVLRQ�5HSRUW�1R��������(*7��0D\��0DFURHFRQRPLF�)UDPHZRUN�
7KH�:RUOG�%DQN���������³)RUHLJQ�'LUHFW�,QYHVWPHQW��/HVVRQV�RI�([SHULHQFH´�6HULHV�����,)&��),$6��:DVKLQJWRQ��'�&��
7KH� :RUOG� %DQN� ������� (J\SW�� ³,VVXHV� LQ� 6XVWDLQLQJ� (FRQRPLF� *URZWK�´� 0DLQ� 5HSRUW��1R��������(*7��:RUOG�%DQN�5HVLGHQW�0LVVLRQ�LQ�(J\SW�
:RUOG� (FRQRPLF� )RUXP� �������� 7KH� *OREDO� &RPSHWLWLYHQHVV� 5HSRUW� ������ �*HQHYD��6ZLW]HUODQG�
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