
(J\SW�DQG�WKH�3DUWQHUVKLS�$JUHHPHQWZLWK�WKH�(8��7KH�5RDG�WR�0D[LPXP�%HQHILWV
$KPHG�*DODO�DQG�%HUQDUG�+RHNPDQ:RUNLQJ�3DSHU�1R���

$KPHG� *DODO� LV� DFWLQJ� H[HFXWLYH� GLUHFWRU� RI� WKH� (J\SWLDQ� &HQWHU� IRU� (FRQRPLF� 6WXGLHV��%HUQDUG�+RHNPDQ� LV� D� VHQLRU� HFRQRPLVW� LQ� WKH� ,QWHUQDWLRQDO�(FRQRPLFV�'HSDUWPHQW�RI� WKH�:RUOG�%DQN�� 7KLV� LV� D� UHYLVLRQ� RI� WKH� SDSHU� SUHVHQWHG� DW� WKH� FRQIHUHQFH� ³+RZ�&DQ�(J\SW�%HQHILW� IURP� ,WV� 3DUWQHUVKLS� $JUHHPHQW� ZLWK� WKH� (XURSHDQ� 8QLRQ"�´� VSRQVRUHG� E\� WKH�(J\SWLDQ� &HQWHU� IRU� (FRQRPLF� 6WXGLHV� DQG� KHOG� LQ� &DLUR�� -XQH� ������� ������ 7KH� YLHZV�H[SUHVVHG�DUH�SHUVRQDO�DQG�VKRXOG�QRW�EH�DWWULEXWHG�WR�WKH�:RUOG�%DQN�RU�(&(6��7KH�DXWKRUV�DUH�JUDWHIXO�WR�FRQIHUHQFH�SDUWLFLSDQWV�IRU�KHOSIXO�GLVFXVVLRQV�DQG�FRPPHQWV�
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7KH�$JUHHPHQW�XQGHU�QHJRWLDWLRQ�EHWZHHQ�(J\SW�DQG�WKH�(8�ZLOO�DIIHFW�WKH�LQGXVWULDO�VHFWRU�DQG�WKH�UHVW�RI�WKH�(J\SWLDQ�(FRQRP\�LQ�D�VLJQLILFDQW�ZD\��,W�ZLOO�HQWDLO�SKDVLQJ�RXW�WDULIIV�RQ�(J\SWLDQ�LPSRUWV�IURP�WKH�(8�IRUP�ZKLFK�(J\SW�LPSRUWV DERXW�KDOI�RI�LWV�WRWDO�LQSRUWV�WR�]HUR�RYHU�D����\HDU�SHULRG��7KH�SDSHU�H[SORUHV�WKH�QDWXUH�DQG�PDJQLWXGH�RI�WKH�DJUHHPHQW¶V�LPSDFW�RQ�WKH�DJUHHPHQW�E\�XVLQJ�LW�DV�RQH�FRPSRQHQW�RI�D�FRKHUHQW�JURZWK�VWUDWHJ\��,W�IXUWKHU�RXWOLQHV�WKH�NH\�HOHPHQWV�RI�D�VWUDWHJ\�WKDW�DLPV�WR�DFKLHYH�D�VXVWDLQDEOH�JURZWK�UDWH�RI���SHUFHQW�SHU�DQQXP�
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,��,QWURGXFWLRQ
3DXO�.UXJPDQ�KDV�UHSHDWHGO\�PDGH�D�YHU\�VLPSOH��LPSRUWDQW��\HW�RIWHQ�LJQRUHG�SRLQW��PDJQLWXGHV�PDWWHU��7UDGH�PDWWHUV�IRU�HPSOR\PHQW�DQG�JURZWK�RQO\�LI�LW�DFFRXQWV�IRU�D�ODUJH� SHUFHQW� RI�*'3��7KH� ODUJHU� WKH� SHUFHQWDJH�� WKH� JUHDWHU� WKH� GHSHQGHQF\� RI� WKH�HFRQRP\�RQ� LWV� WUDGLQJ�SDUWQHUV��.UXJPDQ�XVHG� WKLV� DUJXPHQW� IRUFHIXOO\� WR� FULWLFL]H�VXFK�ZHOO�NQRZQ�DXWKRUV�DV�7KXURZ��ZKR�EODPHG�-DSDQ¶V�UHVWULFWLYH�WUDGH�SROLFLHV��LQ�KLV�ERRN�+HDG� WR�+HDG �������� IRU� WKH� ORVV�RI�$PHULFDQ�MREV��,Q������� WKH�86�RQO\�LPSRUWHG������SHUFHQW�RI�LWV�*'3��DQG�H[SRUWHG������SHUFHQW��WRWDO�LPSRUWV�IURP�-DSDQ�HTXDOHG�RQO\�����SHUFHQW�RI�*'3�$SSO\LQJ� .UXJPDQ¶V� SRLQW� WR� WKH� (J\SW�(8� SDUWQHUVKLS� DJUHHPHQW� OHDGV� WR� WKH�FRQFOXVLRQ� WKDW� LW�PD\�PDNH� DQ� LPSRUWDQW� GLIIHUHQFH� WR� JURZWK� DQG� HPSOR\PHQW� LQ�(J\SW��([SRUWV�SOXV�LPSRUWV�ZHUH�������ELOOLRQ�LQ������RU����SHUFHQW�RI�*'3��7KH����(8�FRXQWULHV�DORQH�UHFHLYH����SHUFHQW�RI�(J\SW¶V�H[SRUWV��DQG�VRPH����SHUFHQW�RI�DOO� LPSRUWV� RULJLQDWH� LQ� WKH� (8�� 7KH� DJUHHPHQW� ZLOO� HQWDLO� GUDPDWLF� FKDQJHV� LQ� WKH�GHJUHH�WR�ZKLFK�WKH�(J\SWLDQ�HFRQRP\�LV�RSHQ�WR�FRPSHWLWLRQ�IURP�(8�FRXQWULHV��DV�(J\SW� ZLOO� FXW LWV� WDULIIV� RQ� LQGXVWULDO� LPSRUWV� IURP� WKH� (8� WR� ]HUR�ú 0RUH�IXQGDPHQWDOO\�SHUKDSV��(J\SW�LV�QHLWKHU�DV�GHYHORSHG�QRU�IUHH�PDUNHW�EDVHG�DV�WKH�86��ZKLFK�PHDQV�WKDW�WKHUH�LV�D�SUHPLXP�RQ�DFWLRQV�WKDW�IRVWHU�LQWHJUDWLRQ�LQWR�WKH�ZRUOG�HFRQRP\�DQG�VLJQDO�WKH JRYHUQPHQW¶V�FRPPLWPHQW�WR�PDUNHW�RULHQWHG�UHIRUPV�*LYHQ�WKDW�WKH�EHQHILWV�RI�DQ�DJUHHPHQW�DUH�ODUJHO\�HQGRJHQRXV��SROLF\�PDNHUV�FDQ�PDNH�D�ELJ�GLIIHUHQFH�WR�WKH�ILQDO�RXWFRPH��:H�DUJXH�LQ�WKLV�SDSHU�WKDW�WKH�SDUWQHUVKLS�ZLOO�EH�PRVW�EHQHILFLDO�WR�(J\SW LI�LW�LV�SDUW�RI�D�FRKHUHQW�JURZWK�VWUDWHJ\��7R�GHYHORS�WKLV�DUJXPHQW��ZH� ILUVW� VHW� WKH�VWDJH�E\�FRPSDULQJ�(J\SW¶V�FXUUHQW�HFRQRPLF�JURZWK�VWUDWHJ\� ZLWK� WKH� IDVW�JURZLQJ� HFRQRPLHV�� ,Q� VHFWLRQ� ,,,� ZH� H[SORUH� KRZ� WKH�SDUWQHUVKLS� FDQ� HQKDQFH� HFRQRPLF� JURZWK� LQ� (J\SW�� 6HFWLRQ� ,9� GLVFXVVHV� WKH�LPSOLFDWLRQV�RI�WKH�DJUHHPHQW�IRU�GLIIHUHQW�VHFWRUV��)LQDOO\��LQ�6HFWLRQ�9�ZH�KLJKOLJKW�WKH� GRPHVWLF� UHIRUPV� QHFHVVDU\� WR� HQDEOH� (J\SW� WR� WDNH� IXOO� DGYDQWDJH� RI� WKH�DJUHHPHQW�
,,���,V�(J\SW�5HDG\�WR�7DNH�2II"
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$OWKRXJK� (J\SW¶V� *'3� JURZWK� UDWH� KDV� SLFNHG� XS� LQ� WKH� ODVW� FRXSOH� RI� \HDUV�� SHU�FDSLWD� *'3� KDV� LQ� IDFW� GHFOLQHG� E\� �� SHUFHQW� D� \HDU� RYHU� WKH� SHULRG� ��������� )RU�(J\SW�WR�UDLVH�WKH�VWDQGDUG�RI�OLYLQJ�RI�D�SRSXODWLRQ�JURZLQJ�DW�DERXW���SHUFHQW�D�\HDU�DQG� WR� EHJLQ� FDWFKLQJ� XS�ZLWK� KLJKHU� LQFRPH� FRXQWULHV�� LW� PXVW� JURZ� E\� DW� OHDVW� ��SHUFHQW�SHU�\HDU�IRU�D�VXVWDLQHG�SHULRG�RI�WLPH�
,,���:KDW�GRHV�LW�JHQHUDOO\�WDNH�WR�JURZ�IDVW"
7KHUH� LV� FRQVHQVXV� WKDW� JURZWK� FRPHV� SULPDULO\� IURP� WKUHH� VRXUFHV�� ���� WKH�DFFXPXODWLRQ�RI�KXPDQ DQG�SK\VLFDO�FDSLWDO������WKH�HIILFLHQW�DOORFDWLRQ�RI�UHVRXUFHV��DQG�����SURGXFWLYLW\�LPSURYHPHQW��+RZHYHU��WKHUH�LV�QR�FRQVHQVXV�RQ�KRZ�WR�UHDOL]H�WKHVH� FRPSRQHQWV� RI� JURZWK��7KH�GHEDWH� VWLOO� UDJHV�� IRU� H[DPSOH�� RYHU� WKH� H[WHQW� WR�ZKLFK�UHVRXUFHV�VKRXOG�EH�DOORFDWHG�E\�PDUNHWV�DV�RSSRVHG�WR�JXLGHG�E\�JRYHUQPHQW�SROLF\��KRZ�HIILFLHQW�JRYHUQPHQWV�DUH�LQ�SLFNLQJ�ZLQQHUV��DQG�WKH�FKRLFH�RI�SROLFLHV�WR�IRVWHU�VDYLQJV��LQYHVWPHQW�DQG�LQQRYDWLRQ���6HDUFKLQJ�IRU�D�JURZWK�VWUDWHJ\�DPRXQWV�LQ�WKH�ILQDO�DQDO\VLV�WR�VHOHFWLQJ�DSSURSULDWH�HFRQRPLF�LQVWLWXWLRQV�WKDW�VXSSRUW�JURZWK�%URDGO\� VSHDNLQJ�� WKH� HYLGHQFH� RYHUZKHOPLQJO\� GLVFUHGLWV� ODUJH�VFDOH� LPSRUW�VXEVWLWXWLRQ�SROLFLHV��ODUJH�JRYHUQPHQW��DQG�FHQWUDO�SODQQLQJ�DV�HIIHFWLYH�VWUDWHJLHV�IRU�HFRQRPLF� JURZWK�� 7KH� FROODSVH� RI� WKH� 6RYLHW�8QLRQ� DQG� WKH� VXFFHVV� RI� WKH� H[SRUW�RULHQWHG�6RXWK�HDVW�$VLDQ�FRXQWULHV�SURYLGHV� VWURQJ�EDFNLQJ� WR� WKLV�YLHZ�� �(YLGHQFH��IURP� FURVV�FRXQWU\� JURZWK� UHJUHVVLRQV� �H�J��� %DUUR�� ������ DQG� /HYLQH� DQG� 5HQHOW��������VXJJHVWV�WKDW�WZR�VHWV�RI�YDULDEOHV�DUH�VWURQJO\�DVVRFLDWHG�ZLWK�JURZWK���IDFWRUV�UHIOHFWLQJ� LQLWLDO� FRQGLWLRQV� �H�J��� SHU� FDSLWD� *'3�� VHFRQGDU\� VFKRRO� HQUROOPHQW��LQFRPH� GLVWULEXWLRQ�� HWF���� DQG� SROLF\� YDULDEOHV� �H�J��� LQIODWLRQ�� ILQDQFLDO� PDUNHW�GHYHORSPHQW�� HWF����7KLV� OLWHUDWXUH�DOVR� VXSSRUWV� WKH�YLHZ� WKDW� LQVWLWXWLRQV�PDWWHU�� DV�PHDVXUHG�E\�SROLWLFDO�VWDELOLW\��FLYLO�OLEHUWLHV�DQG�FRQWUDFW�HQIRUFHPHQW��,QGHHG��1RUWK�KDV� FRQFOXGHG� WKDW� �WKH� LQDELOLW\� RI� VRFLHWLHV� WR� GHYHORS� HIIHFWLYH�� ORZ�FRVW�HQIRUFHPHQW�RI�FRQWUDFWV�LV�WKH�PRVW�LPSRUWDQW�VRXUFH�RI�ERWK�KLVWRULFDO�VWDJQDWLRQ�DQG�FRQWHPSRUDU\�XQGHUGHYHORSPHQW�LQ�WKH�7KLUG�:RUOG���������S�������.QDFN�DQG�.HHIHU��IRUWKFRPLQJ��� DPRQJ� RWKHUV�� ILQG� WKDW� SURSHUW\� ULJKWV� �PHDVXUHG� E\� HYDOXDWLRQV� RI�FRQWUDFW� HQIRUFHDELOLW\�� UXOH� RI� ODZ�� DQG� ULVN� RI� H[SURSULDWLRQ�� KDYH� D� VLJQLILFDQW�LPSDFW�RQ� LQYHVWPHQW�DQG�JURZWK��6XUYH\LQJ� WKH� OLWHUDWXUH��5RGULN� �������QRWHV� WKDW�
ú ,Q�FRQWUDVW��XQGHU�LWV�FRPPLWPHQWV�PDGH�LQ�WKH�:72�FRQWH[W��(J\SW�ZLOO�QRW�EH�REOLJHG�WR�FKDQJH�LWV�FXUUHQW�WDULII�UHJLPH�DW�DOO��7KH�DYHUDJH�UDWH�DW�ZKLFK�WDULIIV�KDYH�EHHQ�ERXQG�LQ�WKH�*$77�LV�VRPH���SHUFHQWDJH�SRLQWV�
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HTXDOLW\�DOVR�PDWWHUV�IRU�JURZWK�WKURXJK�LWV�LPSDFW�RQ�JRYHUQDQFH��%HWWHU�JRYHUQDQFH�IROORZV� IURP� PRUH� HJDOLWDULDQ� UHJLPHV� EHFDXVH� JRYHUQPHQWV� EHFRPH� OHVV� QHHG\�SROLWLFDOO\� RI� UHGLVWULEXWLYH� SROLFLHV� IRU� VXUYLYDO�� WKH\� UHFHLYH� OHVV� OREE\LQJ�SUHVVXUH�IURP� GLIIHUHQW� LQWHUHVW� JURXSV�� DQG� WKH\� KDYH� PRUH� WLPH� DQG� JUHDWHU� LQFHQWLYHV� WR�HQVXUH� WKDW� WKH� FLYLO� VHUYLFH� LV� HIILFLHQW� LQ� SURYLGLQJ� SXEOLF� JRRGV� �DV� RSSRVHG� WR�LPSRVLQJ�UHG�WDSH�DQG�HQJDJLQJ�LQ�UHQW�VHHNLQJ�DFWLYLWLHV��)LQDOO\�� SDUW� RI� WKH� OLWHUDWXUH� GHDOLQJ� ZLWK� JURZWK�HQKDQFLQJ� IDFWRUV� FRPSDUHV�VXFFHVVIXO�DQG�XQVXFFHVVIXO�FRXQWU\�FDVHV��2QH�H[DPSOH�RI�WKLV�OLWHUDWXUH�LV�6DFKV�DQG�:DUQHU���������ZKR�IRXQG�WKDW�WKH�IDVWHVW�JURZLQJ�HFRQRPLHV�LQ�WKH�GHYHORSLQJ�ZRUOG�ZHUH�PRUH�RSHQ�WKDQ�WKRVH�WKDW�GLG�QRW�JURZ�DV�IDVW��&RPSDULQJ�&KLOH�ZLWK�WKH�UHVW�RI�/DWLQ� $PHULFD�� %�FKL� ������� DUJXHV� WKDW� &KLOH¶V� VXFFHVV� VWRU\� FDQ� EH� DWWULEXWHG� WR�WKUHH� IDFWRUV�� VWDELOLW\� �L�H��� ORZ� LQIODWLRQ��� VWUXFWXUDO�FKDQJHV� �FRQVLVWHQW�ZLWK�KLJKHU�GRPHVWLF�VDYLQJV�DQG�H[SRUWV��PRUH�FRPSHWLWLRQ��DQG�VPDOOHU�JRYHUQPHQW���DQG�VRFLDO�SURJUDPV�WR�KHOS�WKH�YHU\�SRRU�7KH�OLWHUDWXUH�DWWHPSWLQJ�WR�DFFRXQW�IRU�JURZWK�LV�H[WHQVLYH��DQG�ZH�GR�QRW�LQWHQG�D�FRPSUHKHQVLYH� UHYLHZ� KHUH�� %XW� WKH� HYLGHQFH� LV� DEXQGDQWO\� FOHDU� WKDW� EH\RQG� WKH�LQLWLDO� FRQGLWLRQV� LQ� D� JLYHQ� FRXQWU\�� SROLFLHV� PDWWHU�û 3ROLFLHV� FDQ� IRVWHU� WKH�DFFXPXODWLRQ� RI� FDSLWDO�� LPSURYH� WKH� DOORFDWLRQ� RI� UHVRXUFHV�� DQG� FRQWULEXWH� WR�SURGXFWLYLW\�JURZWK��2XU�UHDGLQJ�RI�WKH�OLWHUDWXUH�DQG�HPSLULFDO�HYLGHQFH�VXJJHVWV�WKDW�WKH�NH\� WR� WKH� DFFXPXODWLRQ�RI�SK\VLFDO�DQG�KXPDQ�FDSLWDO� LV� VDYLQJV��GRPHVWLF�DQG�IRUHLJQ��7KH�NH\�WR�WKH�HIILFLHQW�DOORFDWLRQ�RI�UHVRXUFHV�LV�RSHQQHVV�RI�WKH�HFRQRP\�WR�WUDGH� DQG� ILQDQFLDO� IORZV�� $QG� WKH� NH\� WR� SURGXFWLYLW\� LPSURYHPHQW� LV� FRPSHWLWLRQ��GRPHVWLF�DQG�LQWHUQDWLRQDO���SULYDWH�RZQHUVKLS�DQG�WKH�DFTXLVLWLRQ�RI�WHFKQRORJ\�6DYLQJV�� RSHQQHVV� DQG� FRPSHWLWLRQ� DUH� DVVRFLDWHG�ZLWK� RWKHU� YDULDEOHV�� 6RPH� RI�WKHVH�UHODWLRQVKLSV�DUH�KLJKOLJKWHG�EHORZ�
6DYLQJV�DQG�VL]H�RI�JRYHUQPHQW� /DUJH�JRYHUQPHQW�H[SHQGLWXUHV�FRUUHODWH�QHJDWLYHO\�ZLWK�SXEOLF�VDYLQJV��VHH�6DFKV���������7KLV�LV�EHFDXVH�ODUJH�H[SHQGLWXUHV�PHDQ�KLJK�PDUJLQDO� WD[� UDWHV�� ZKLFK� HQFRXUDJH� WD[� HYDVLRQ�DYRLGDQFH�� RU�PRQHWDU\� H[SDQVLRQ�ZLWK�UHVXOWLQJ�PDFUR�HFRQRPLF�LQVWDELOLW\��7R�PRELOL]H�VDYLQJV�DQG�IRVWHU�PRUH�UDSLG�JURZWK�� WKH� VL]H� RI� WKH� JRYHUQPHQW� VKRXOG� QRW� EH� WRR� ODUJH�� /RZHU� JRYHUQPHQW�H[SHQGLWXUHV� LPSO\� ORZHU� PDUJLQDO� WD[� UDWHV� RQ� FRUSRUDWLRQV� DQG� SHUVRQDO� LQFRPH��
DERYH�WKH������DSSOLHG�WDULIIV��6XEUDPDQLDQ���������
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/RZ�WD[�UDWHV�LQGXFH�LQYHVWPHQW��HVSHFLDOO\�LI�GHVLJQHG�LQ�D�QRQ�GLVWRUWLRQDU\�IDVKLRQ�WR� HQFRXUDJH� UHLQYHVWPHQW� RI� UHWDLQHG� HDUQLQJV�� $V� LPSRUWDQW�� ZLWK� UHVSHFW� WR�H[SHQGLWXUHV�� WKH� HYLGHQFH� VXJJHVWV� WKDW� QHW� VRFLDO� UHWXUQV� DUH� PXFK� KLJKHU� ZKHQ�UHVRXUFHV� DUH� XVHG� WR� ILQDQFH� EDVLF� LQIUDVWUXFWXUH�� KHDOWK� DQG� SULPDU\� HGXFDWLRQ�� DV�RSSRVHG�WR�WKH�PDLQWHQDQFH�RI�D�ODUJH�FLYLO�VHUYLFH��ZHOIDUH�VSHQGLQJ��RU�VXEVLGL]DWLRQ�RI�FHUWDLQ�VHFWRUV��WKURXJK�WKH�EXGJHW�RU�WKURXJK�SURWHFWLRQ���5HGLVWULEXWLYH�WUDQVIHUV�DUH� JHQHUDOO\� QHJDWLYHO\� FRUUHODWHG�ZLWK� JURZWK��$Q� LPSRUWDQW� VRXUFH� RI� VDYLQJV� E\�LQGLYLGXDOV� LV� IRU� UHWLUHPHQW�� 7R� PRWLYDWH� LQGLYLGXDOV� WR� VDYH�� JRYHUQPHQWV� VKRXOG�JLYH� XS� JHQHURXV� SD\�DV�\RX�JR� VWDWH� SHQVLRQ� V\VWHPV�� LI� DSSOLFDEOH�� 2QH� H[DPSOH�ZKHUH� WKLV� UHIRUP� KDV� EHHQ� VXFFHVVIXOO\� LPSOHPHQWHG�ZLWK� SRVLWLYH� LPSOLFDWLRQV� RQ�VDYLQJV�LV�LQ�&KLOH��VHH�%�FKL��������IRU�GHWDLOV��6PDOOHU� JRYHUQPHQW�� VKLIWLQJ� H[SHQGLWXUH� DZD\� IURP� UHGLVWULEXWLYH� WUDQVIHUV�� DQG�UHIRUPLQJ�SHQVLRQ V\VWHPV�DUH�DOO�SROLFLHV� WKDW�ZLOO� LQFUHDVH� VDYLQJV��3URYLGHG� WKHUH�DUH�LQFHQWLYHV�DQG�FKDQQHOV�WR�WUDQVIRUP�WKHVH�VDYLQJV�LQWR�SURGXFWLYH�LQYHVWPHQW��WKLV�ZLOO� VWLPXODWH�JURZWK��7KH�DFFXPXODWLRQ�RI�SK\VLFDO�DQG�KXPDQ�FDSLWDO� LV� WKH�VXUHVW�ZD\�WR�JURZ�IDVW��DV�.UXJPDQ��������KDV�DUJXHG�LQ�KLV�ZLGHO\�UHDG�DUWLFOH�
2SHQQHVV�RI�WKH�HFRQRP\�DQG�PDQXIDFWXUHG�H[SRUWV� 2SHQ�HFRQRPLHV�WHQG�WR�H[SRUW�PRUH�PDQXIDFWXUHG�JRRGV� WKDQ� OHVV�RSHQ�HFRQRPLHV��DQG�DUH�EHWWHU�DW�DWWUDFWLQJ�DQG�XVLQJ�WHFKQRORJ\��6DFKV�DQG�:DUQHU��������3DJH�DQG�8QGHUZRRG���������2SHQQHVV�LV�JHQHUDOO\� LQWHUSUHWHG� WR� LQFOXGH� FXUUHQF\� FRQYHUWLELOLW\�� ORZ� LPSRUW� WDULIIV� IRU�LQWHUPHGLDWH�LQSXWV�DQG�PDFKLQHU\��DQG�WKH�DEVHQFH�RI�QRQWDULII�EDUULHUV�DQG�WD[DWLRQ�RQ�H[SRUWV��LQFOXGLQJ�GXW\�IUHH�DFFHVV�WR LPSRUWV���&RQYHUVHO\��ZKHUH�WKH�FXUUHQF\�LV�RYHUYDOXHG��LQIOH[LEOH�DQG�RU�QRQFRQYHUWLEOH��ZKHUH�WDULIIV�RQ�LQWHUPHGLDWH�LQSXWV�DQG�PDFKLQHU\�DUH�KLJK��DQG�ZKHUH�H[SRUWV�DUH� WD[HG�KHDYLO\��EHFDXVH�RI� LPSRUW�EDUULHUV�DQG�WUDQVDFWLRQ�LQFUHDVLQJ�FRVWV���SRWHQWLDO�H[SRUWHUV�ILQG�LW�PRUH�DWWUDFWLYH�WR�SURGXFH�IRU� GRPHVWLF� PDUNHWV�� 7KH� HQG� UHVXOW� LV� D� VORZ�JURZLQJ� HFRQRP\�� ZKLFK� LV� OHVV�HIILFLHQW�DQG�G\QDPLF�WKDQ�LW�PLJKW�EH�RWKHUZLVH�+RZ�GR�RSHQQHVV�DQG�PDQXIDFWXUHG�H[SRUWV�FRQWULEXWH�WR�JURZWK"�7KH�DUJXPHQWV�ZKLFK�DUH�EDFNHG�E\�HPSLULFDO�HYLGHQFH��DUH�VWUDLJKWIRUZDUG��7KH�NH\�LV�FRPSHWLWLRQ��ERWK�IURP�LPSRUWV�DQG�H[SRUW�PDUNHWV��7KLV�EULQJV�DERXW�PRUH�HIILFLHQW�DOORFDWLRQ�RI�
û 2I�FRXUVH��VRPH�LQLWLDO�FRQGLWLRQV�DUH�UHIOHFWLRQV�RI�SDVW�SROLFLHV��H�J���KXPDQ�FDSLWDO��LQFRPH�GLVWULEXWLRQ��HWF�
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UHVRXUFHV�DQG� WRWDO� IDFWRU�SURGXFWLYLW\� �7)3��JURZWK� WKURXJK�VSHFLDOL]DWLRQ�� OHDUQLQJE\�GRLQJ��H[SORLWDWLRQ�RI�HFRQRPLHV�RI�VFDOH��DQG�DWWUDFWLQJ�QHZ�WHFKQRORJ\�
&RPSHWLWLRQ�DQG�SULYDWH�VHFWRU�OHG�JURZWK� 2SHQQHVV�LV�WKH�VKRUWHVW�URXWH�WR�HQKDQFH�FRPSHWLWLRQ�� HVSHFLDOO\� LQ� WKH� WUDGDEOH� VHFWRUV�� (TXDOO\� LPSRUWDQW�� KRZHYHU�� LV� WKH�H[WHQW� WR ZKLFK� WKH� HFRQRP\� LV� GRPLQDWHG� E\� VWDWH�RZQHG� HQWHUSULVHV� �62(V��� 7KH�JUHDWHU� WKH� UROH� RI� 62(V�� WKH� OHVV� FRPSHWLWLRQ� ZLOO� JHQHUDOO\� SUHYDLO� LQ� GRPHVWLF�PDUNHWV�� *RYHUQPHQWV� W\SLFDOO\� FDUYH� RXW�PDUNHWV� IRU� 62(V� E\� JUDQWLQJ�PRQRSRO\�ULJKWV��LPSRVLQJ�KLJK�WUDGH�EDUULHUV��SURYLGLQJ�DFFHVV�WR�FDSLWDO�WKDW�PD\�QRW�RWKHUZLVH�EH� DYDLODEOH� RQ� FRPPHUFLDO� JURXQGV�� DQG� DVVXULQJ� ODERU� UHWXUQV� DERYH� WKH� YDOXH� RI�PDUJLQDO�SURGXFW��)UHTXHQWO\��62(V�DUH�ODUJH�LQ�VL]H�WR�WKH�SRLQW�RI�GRPLQDWLQJ�WKHLU�PDUNHWV��HYHQ�ZKHUH�WKH\�GR�QRW�HQMR\�DQ\�IRUPDO�PRQRSRO\�ULJKWV�)RU� WKHVH� UHDVRQV�� SULYDWL]DWLRQ� �FRPELQHG�ZLWK� RSHQQHVV�� LV� FULWLFDO� QRW� RQO\� WR�LPSURYH�SURGXFWLYLW\�DQG� LQFUHDVH� LQYHVWPHQW��EXW�DOVR� WR� LQFUHDVH�FRPSHWLWLRQ��7KH�JDLQV� LQ�JURZWK� IURP�SULYDWL]DWLRQ�FDQ�EH�YHU\ VXEVWDQWLDO��$VVXPLQJ�62(V�DFFRXQW�IRU� ��� SHUFHQW� RI�*'3�� SULYDWL]LQJ� MXVW� RQH� KDOI� RI� WKH� 62(� VHFWRU� FDQ� JHQHUDWH� DV�PXFK� DV� D� �� SHUFHQW� LQFUHDVH� LQ� *'3� �*DODO� DQG� RWKHUV�� ������ü $� FRUROODU\� RI�SULYDWL]DWLRQ�LV�WKH�DVVRFLDWHG�FKDQJH�LQ�WKH�QDWXUH�RI�WKH UROH�RI�JRYHUQPHQW��,QVWHDG�RI� DFWLQJ� DV� DQ� HQWUHSUHQHXU� DQG�RZQHU�RI� UHVRXUFHV�� LWV� UROH� VKLIWV� WR� D� UHJXODWRU� WR�SURWHFW�WKH�FRQVXPHUV�DQG�WKH�QHHG\��HQIRUFH�FRQWUDFWV�DQG�SURWHFW�WKH�IXQFWLRQLQJ�RI�PDUNHWV��$V�QRWHG�EHORZ��LPSURYLQJ�WKH�SHUIRUPDQFH�RI�WKH�JRYHUQPHQW�LQ�WKHVH�DUHDV�LV�SDUWLFXODUO\�LPSRUWDQW�LQ�WKH�(J\SWLDQ�FRQWH[W�
,,���+RZ�GRHV�(J\SW�FRPSDUH�ZLWK�IDVW�JURZLQJ�HFRQRPLHV"
(J\SW�KDV�XQGHUWDNHQ�VXEVWDQWLDO�UHIRUPV�LQ�WKH�����V��7KH�EXGJHW�GHILFLW�ZDV�UHGXFHG�VKDUSO\�� WKH� JURZWK� RI� PRQH\� VXSSO\� FXUWDLOHG�� WKH� H[FKDQJH� UDWH� GHYDOXHG� DQG�XQLILHG��DQG�WKH�FDSLWDO�DFFRXQW�OLEHUDOL]HG��,QWHUHVW�UDWHV�ZHUH�IUHHG�DQG�WUHDVXU\�ELOO�DXFWLRQV� XVHG� WR�PDQDJH� OLTXLGLW\�� 6LPXOWDQHRXVO\�� IRUHLJQ� WUDGH�ZDV� OLEHUDOL]HG� E\�YLUWXDOO\� UHPRYLQJ� DOO� TXDQWLWDWLYH� UHVWULFWLRQV� RQ� LPSRUWV� DQG� UHGXFLQJ� DQG�UDWLRQDOL]LQJ� LPSRUW� WDULIIV��:LWK�D� IHZ�H[FHSWLRQV�� WKH�PD[LPXP�WDULII�ZDV�UHGXFHG�IURP�����SHUFHQW�LQ������WR����SHUFHQW�LQ�������,Q�'HFHPEHU�������WKH�PDUJLQDO�WD[�
ü ,Q�D�FRXQWU\�OLNH�(J\SW��ZKHUH�WKH�VL]H�RI�WKH�62(�VHFWRU�UHODWLYH�WR�*'3�LV�DERXW����SHUFHQW��WKH�PDJQLWXGH�RI�WKH�JDLQV�IURP�SULYDWL]DWLRQ�LV�OLNHO\�WR�EH�HYHQ�PRUH�VLJQLILFDQW��)RU�D�UHFHQW�DQDO\VLV�RI�WKH�LPSDFW�RI�62(V�RQ�WKH�HFRQRP\��VHH�:RUOG�%DQN������G��
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UDWH�ZDV�UHGXFHG�IURP����WR����SHUFHQW��FRUSRUDWH�GLYLGHQGV�H[HPSWHG�WR�DYRLG�GRXEOH�WD[DWLRQ��DQG�WKH�FRUSRUDWH�WD[�UDWH�ORZHUHG�WR����SHUFHQW��ZLWK�D�IXUWKHU�UHGXFWLRQ�WR���� SHUFHQW� IRU� PDQXIDFWXULQJ��� ,QIODWLRQ� GHFOLQHG� IURP� ��� SHUFHQW� LQ� ����� WR� ����SHUFHQW� LQ� ������ 7KH� FXUUHQW� DFFRXQW� GHILFLW�� H[FOXGLQJ� RIILFLDO� WUDQVIHUV�� GHFOLQHG�IURP� ���� SHUFHQW� RI� *'3� LQ� ����� WR� ���� SHUFHQW� LQ� ������ ,QWHUQDWLRQDO� UHVHUYHV�LQFUHDVHG�WR�DERXW�����ELOOLRQ�����PRQWKV�RI�PHUFKDQGLVH�LPSRUWV��LQ�������WKDQNV�WR�D� VLJQLILFDQW� LQIORZ�RI�SULYDWH� FDSLWDO��7KH� VXFFHVV�RI� WKH� VWDELOL]DWLRQ�SURJUDP�ZDV�KHOSHG�E\�GHEW�IRUJLYHQHVV�UHFHLYHG�LQ�WKH�ZDNH�RI�WKH�*XOI�:DU�1RWZLWKVWDQGLQJ� WKLV� SURJUHVV�� SHU� FDSLWD�*13� JURZWK� DYHUDJHG� ���� SHUFHQW� SHU�\HDU� EHWZHHQ� ��������� FRPSDUHG� WR� ���� SHUFHQW� IRU� IDVW�JURZLQJ� 6RXWKHDVW� $VLDQ�HFRQRPLHV�� 7KLV� PRGHVW� JURZWK� ZDV� HVVHQWLDOO\� ZLSHG� RXW� E\� SRSXODWLRQ� JURZWK��OHDGLQJ� WR� VWDJQDWLRQ� LQ� WKH� VWDQGDUG� RI� OLYLQJ�� 8QHPSOR\PHQW� LV� UHODWLYHO\� KLJK��UHDFKLQJ�����SHUFHQW�LQ��������LQYHVWPHQW�LV�PRGHVW��DQG�PHUFKDQGLVH�H[SRUWV�KDYH�LQ�IDFW� GHFOLQHG� RQ� DYHUDJH� LQ� WKH� ODVW� IHZ� \HDUV�� DQG� UHPDLQHG� OHVV� GLYHUVLILHG� WKDQ�GHVLUDEOH��VHH�7DEOH����ý(J\SW¶V� ODFNOXVWHU� JURZWK� SHUIRUPDQFH� UHODWLYH� WR� 6RXWKHDVW� $VLDQ� HFRQRPLHV�UHIOHFWV�D�PXFK�ORZHU�VDYLQJV�UDWH�DQG�VLJQLILFDQWO\�JUHDWHU�JRYHUQPHQW�H[SHQGLWXUHV�PXFK�RI�ZKLFK�GRHV�QRW�JR�LQWR�LQIUDVWUXFWXUH�DQG�VLPLODU�SXEOLF�JRRGV��(J\SW¶V�WDULII�UDWH� LV� DOVR� PXFK� KLJKHU�� 'HVSLWH� WKH� OLEHUDOL]DWLRQ� SURJUDP� PHQWLRQHG� HDUOLHU�� WKH�DYHUDJH�WDULII�IHOO�RQO\�PDUJLQDOO\��IURP����SHUFHQW�LQ������WR����SHUFHQW�LQ�������

7DEOH����6HOHFWHG�(FRQRPLF�,QGLFDWRUV���������
ý $OWKRXJK�D�VLJQLILFDQW�FKDQJH�KDV�RFFXUUHG�LQ�(J\SW¶V�FRPSRVLWLRQ�RI�H[SRUWV�VLQFH�WKH�����V��FRWWRQ�XVHG�WR�DFFRXQW�IRU�DOPRVW����SHUFHQW�RI�WRWDO�H[SRUWV��FRPSDUHG�WR�VRPH���SHUFHQW�FXUUHQWO\���GLYHUVLILFDWLRQ�DQG�JURZWK�LQ�QRQWUDGLWLRQDO�H[SRUWV�KDV�ODJJHG�EHKLQG��$FFRUGLQJ�WR�81�VWDWLVWLFV��(J\SW¶V�WRWDO�PHUFKDQGLVH�H[SRUWV�LQ������ZHUH������ELOOLRQ��RI�ZKLFK�VRPH����SHUFHQW�ZHQW�WR�(XURSHDQ�FRXQWULHV��6RPH����SHUFHQW�RI�(J\SW¶V�H[SRUWV�DUH�FRPSULVHG�RI�RLO�DQG�RLO�SURGXFWV��$JULFXOWXUH�IRRG�DFFRXQWV�IRU�DQRWKHU���SHUFHQW��0DQXIDFWXUHV�UHSUHVHQW�RQO\�RQH�WKLUG�RI�WRWDO PHUFKDQGLVH�H[SRUWV��([SRUWV�RI�PDQXIDFWXUHV�KDYH�EHHQ�H[SDQGLQJ²KLJK�JURZWK�LWHPV�LQ�UHFHQW�\HDUV�LQFOXGH�DOXPLQXP��FORWKLQJ��LURQ�VWHHO��FKHPLFDOV�DQG�IXUQLWXUH��<HDWV���������)RU�PRVW�LQGXVWULHV��KRZHYHU��WKH�YDOXH�RI�JRRGV�VKLSSHG�DEURDG�DFFRXQWV�IRU�OHVV�WKDQ�����SHUFHQW�RI�WRWDO�H[SRUWV��7KLV�LV�WKH�FDVH�IRU����SHUFHQW�RI�WKH���GLJLW�FDWHJRULHV�RI�WKH�6WDQGDUG�,QWHUQDWLRQDO�7UDGH�&ODVVLILFDWLRQ��*LYHQ�WKH�GLYHUVLILHG�LQGXVWULDO�EDVH�WKDW�H[LVWV�LQ�(J\SW��WKLV�ZHDN�H[SRUW�SHUIRUPDQFH�LOOXVWUDWHV�ERWK�WKH�QHHG�IRU�HIILFLHQF\�HQKDQFLQJ�
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���� ���� ���� ���� ���� ���� ���� $YHUDJH�������
5HDO�*'3�JURZWK�UDWH���� ��� ��� ��� ��� ��� ��� ��� ���5HDO�*'3�SHU�FDSLWDJURZWK�UDWH���� ��� ���� ���� ���� ���� ��� ��� ����
,QIODWLRQ���� ���� ���� ���� ���� ���� ��� ��� ����8QHPSOR\PHQW���RI�ODERU�IRUFH� ��� ��� ��� ��� ���� ��� ��� ���
,QYHVWPHQW�FRQVWDQW������/(�ELO�� ���� ���� ���� ���� ���� ���� ���� ����,QYHVWPHQW���JURZWK�UDWH� ��� ���� ���� ���� ��� ��� ��� ����
0HUFKDQGLVH�H[SRUWV�86��ELO������ ���� ��� ��� ��� ��� ��� ��� ��� ���([SRUWV�JURZWK�UDWH���������SULFHV� ����� ��� ���� ���� ���� ����� ��� ����
6RXUFH� :RUOG�%DQN�
7KH�DYHUDJH�FROOHFWLRQ�UDWH��WKDW�LV��WUDGH�WD[HV�DV�D�VKDUH�RI�PHUFKDQGLVH�LPSRUWV��LV����WR�����SHUFHQW�KLJKHU�LQ�(J\SW�WKDQ�LQ�WKH�FRPSDUDWRU�FRXQWULHV��62(V�DFFRXQW�IRU�D�PXFK�ODUJHU�SRUWLRQ�RI�*'3�LQ�(J\SW�WKDQ�LQ�6RXWKHDVW�$VLD��DQG�WKH�UDWH�RI�JURZWK�RI�PDQXIDFWXUHG�H[SRUWV�LV�PXFK�ORZHU��7DEOH����$� FRQYHQLHQW� ZD\� RI� VXPPDUL]LQJ� WKH� UHODWLYH� SHUIRUPDQFH� RI� WKH� (J\SWLDQ�HFRQRP\� LV� WKH� HIILFLHQF\� LQGH[� FRPSLOHG� E\� WKH�+DUYDUG� ,QVWLWXWH IRU� ,QWHUQDWLRQDO�'HYHORSPHQW�DQG�WKH�:RUOG�(FRQRPLF�)RUXP�IRU�D�VDPSOH�RI����FRXQWULHV��7KH�LQGH[�LV� WKH�VXP�RI� WKUHH�PHDVXUHV��RSHQQHVV�RI� WKH�HFRQRP\�WR�WUDGH�DQG�ILQDQFLDO�IORZV��WKH�VL]H�RI�JRYHUQPHQW�LQ�WKH�HFRQRP\��DQG�ODERU�PDUNHW�IOH[LELOLW\��,W�JLYHV�D�KLJKHU�VFRUH� IRU�PRUH�RSHQQHVV��VPDOOHU�JRYHUQPHQW� �PHDVXUHG�E\�JRYHUQPHQW�H[SHQGLWXUH�WR�*'3��DQG�YDULRXV�UDWHV�RI�WD[DWLRQ���DQG�PRUH�IOH[LEOH�ODERU�PDUNHWV��$FFRUGLQJ�WR�WKLV� LQGH[��(J\SW� UDQNV���QG�RQ�RSHQQHVV����VW�RQ� VL]H�RI�JRYHUQPHQW��DQG���WK�RQ�IOH[LELOLW\�RI�ODERU�PDUNHWV��6DFKV��������3HUKDSV� PRUH� ZRUULVRPH� WKDQ� WKH� IDFW� WKDW� (J\SW� LV� VWLOO� D� VXEVWDQWLDOO\� FORVHG�HFRQRP\�FRPSDUHG�ZLWK�G\QDPLF�H[SRUWLQJ�FRXQWULHV�LV�WKDW�WKH�HFRQRP\�KDV�EHFRPH�OHVV�LQWHJUDWHG�VLQFH�WKH�HDUO\�����V��7KH�FKDQJH�LQ�RSHQQHVV��DV�PHDVXUHG�E\�WKH�UDWLR
UHIRUPV�DQG�WKH�SRWHQWLDO�WKDW�H[LVWV�IRU�H[SDQGLQJ�H[SRUWV�VLJQLILFDQWO\�RQFH�(J\SWLDQ�HQWHUSULVHV�EHJLQ�WR�FRQIURQW�JUHDWHU�LQWHUQDWLRQDO�FRPSHWLWLRQ�
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7DEOH����6HOHFWHG�,QGLFDWRUV�RI�(J\SW�DQG�)DVW�*URZLQJ�(FRQRPLHV�3HUFHQW�RI�*'3�&RXQWU\ *URVV *RYHUQPHQW $YHUDJH� *URZWK�RI &KDQJH�LQ $YHUDJHGRPHVWLF VSHQGLQJ WDULII PDQXIDFWXUHG WUDGH�WR�*'3 VKDUH�RIVDYLQJV� UDWH H[SRUWV UDWLR�������� 62(V�*'3���� ���� ������� ������� WR�������� �������&KLOH ���� ���� ��� ���� ��� ����+RQJ�.RQJ ���� ���� ��� ���� ���� QD,QGRQHVLD ���� ���� ��� ���� ���� ����.RUHD ���� ���� ��� ���� ��� ����0DOD\VLD ���� ���� ��� ���� ��� QD6LQJDSRUH ���� ���� ��� ���� ���� QD7KDLODQG ���� ���� ��� ���� ��� ���(J\SW ������� ���� ���� ������ ���� ����
6RXUFHV�� �:RUOG� %DQN��:RUOG�'HYHORSPHQW� 5HSRUW�� ������ ����� DQG� ������*RYHUQPHQW�)LQDQFH� 6WDWLVWLFV� <HDUERRN,0)�������81&7$'�7UDGH�$QDO\VLV�DQG�,QIRUPDWLRQ�6\VWHP�GDWD��������DQG�:RUOG�%DQN��*OREDO�(FRQRPLF�3URVSHFWV�����������7KHVH�DUH�FDOFXODWHG�DV�FROOHFWHG�WD[HV�RQ��WUDGH�DV�D�VKDUH�RI�WRWDO�PHUFKDQGLVH�LPSRUWV�����*URVV�QDWLRQDO�VDYLQJV�IRU�������DV�HVWLPDWHG�E\�WKH�:RUOG�%DQN��*URVV�GRPHVWLF�VDYLQJV�ZHUH�RQO\���SHUFHQW�RI�*'3�����$QQXDO�DYHUDJH�JURZWK�RYHU�WKH�SHULRG�����������
RI� SRSXODWLRQ�DGMXVWHG� WUDGH� WR�*'3�� WKDW� RFFXUUHG� LQ� WKH� ODVW� GHFDGH�ZDV� QHJDWLYH��7DEOH� ���� DV� FRPSDUHG� WR WKH� LQFUHDVH� WKDW� RFFXUUHG� LQ� WKH�PDMRULW\� RI� FRPSDUDWRU�FRXQWULHV�7KH�RSHQQHVV�RI� DQ� HFRQRP\� WR� LQWHUQDWLRQDO� WUDGH� FDQ� DOVR�EH�PHDVXUHG�E\� WKH�OHYHO� RI� WUDGH� EDUULHUV�� 2Q� WKLV� EDVLV�� (J\SW� LV� DOVR� ODJJLQJ� EHKLQG� FRPSDUDWRUV��3DUWLFXODUO\� QRWHZRUWK\� LQ WKLV� FRQQHFWLRQ� LV� WKDW� WDULIIV� RQ� UDZ� PDWHULDOV� DQG�PDFKLQHU\�DUH�VLJQLILFDQW��VRPH����SHUFHQW�RQ�DQ�LPSRUW�ZHLJKWHG�EDVLV���7KH�DYHUDJH�QRPLQDO� WDULII� RQ� DOO� LPSRUWV� LQ� (J\SW� LV� FXUUHQWO\� DERXW� ��� SHUFHQW�� $OWKRXJK�FROOHFWHG� WDULII� UHYHQXH� LV� VXEVWDQWLDOO\� OHVV� �DURXQG� ��� SHUFHQW�� EHFDXVH� RI�H[HPSWLRQV�� GXW\� GUDZEDFN� DQG� UHODWHG� SROLFLHV�� WKH� XVH� RI� VXFK�PHFKDQLVPV� JLYHV�ULVH� WR� UHG� WDSH� FRVWV� DQG� UDLVHV� WKH� GLVSHUVLRQ� RI� SURWHFWLRQ� DFURVV� ILUPV� DQG�LQGXVWULHV�� � 0RUHRYHU�� WDULIIV� DUH� FRPSOHPHQWHG� E\� D� ZLGH� YDULHW\� RI� RWKHU� WUDGH�EDUULHUV�)LQDOO\�� WKH� (J\SWLDQ� HFRQRP\� LV� SHUFHLYHG� WR� EH� RYHUUHJXODWHG�� DQG� FRQWUDFW�HQIRUFHPHQW� LV� FRQVLGHUHG� ZHDN�� $FFRUGLQJ� WR� D� :RUOG� %DQN� VWXG\� �����F��� WKH�SHUFHSWLRQ� RI� WKH� DGPLQLVWUDWLRQ� RI� MXVWLFH� LV� WKDW� WKH� V\VWHP� LV VLPSO\� WRR� VORZ��H[SHQVLYH��DQG�XQFHUWDLQ��,Q����������WKH�FOHDUDQFH�UDWH�RI�FRPPHUFLDO�FDVHV�ZDV�RQO\����SHUFHQW��FRPSDUHG�ZLWK����SHUFHQW�LQ�-DSDQ��DQG����SHUFHQW�LQ�%HOJLXP��$�VXUYH\�RI� SULYDWH� ILUPV� UHYHDOHG� WKDW� WKH� PRVW� ELQGLQJ� LQVWLWXWLRQDO� FRQVWUDLQWV� RQ� SULYDWH�
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VHFWRU�RSHUDWLRQ�DQG�LQYHVWPHQW�ZHUH�SROLF\�XQFHUWDLQW\��WD[�DGPLQLVWUDWLRQ��DFFHVV�WR�ILQDQFH�� DFFHVV� WR� LQWHUPHGLDWH� LQSXWV�� DQG� ODERU� UHJXODWLRQ�� LQ� WKDW� RUGHU� �*DODO��������� 5HGXFLQJ� SROLF\� XQFHUWDLQW\� DQG� WKH� EXUGHQ� RI� WD[� DGPLQLVWUDWLRQ� DQG�LPSURYLQJ�FRQWUDFW�HQIRUFHPHQW�DUH�WKHUHIRUH�NH\�HOHPHQWV�WR�VWLPXODWH�JURZWK�7KHUH�LV�FOHDUO\�PXFK�VFRSH�IRU�LPSURYHPHQW�LQ�SROLFLHV��$JDLQVW�WKLV�EDFNJURXQG��LW� LV� XVHIXO� WR� DVVHVV� KRZ� DQ� DVVRFLDWLRQ� DJUHHPHQW� EHWZHHQ�(J\SW� DQG� WKH�(8�ZLOO�KHOS� UHOD[� VRPH� RI� WKHVH� FRQVWUDLQWV�� SURYLGH� D� VWHS� WRZDUG� JOREDO� LQWHJUDWLRQ�� DQG�VLJQDO�JRYHUQPHQW�FRPPLWPHQW�WR�UHIRUP��,Q�RXU�YLHZ��WKH�(8�SDUWQHUVKLS�VKRXOG�EH�YLHZHG� DV� D� WRRO� DQG� FRPSRQHQW� RI� D� JURZWK� VWUDWHJ\� WKDW�ZLOO� KHOS�SXW�(J\SW�RQ� D�VXVWDLQHG�KLJK�JURZWK�SDWK�
,,,��7KH�3DUWQHUVKLS�$JUHHPHQW�DQG�*URZWK
*LYHQ�WKH�IRUHJRLQJ��LQ�RXU�DVVHVVPHQW�RI�WKH�SDUWQHUVKLS�DJUHHPHQW�ZH�IRFXV�RQ�WKUHH�JURZWK�UHODWHG� ³LQWHJUDWLRQ´� YDULDEOHV�� � WUDGH� RSHQQHVV�� LQYHVWPHQW�� DQG� GRPHVWLF�FRPSHWLWLRQ�� ,Q�HDFK�FDVH��ZH� LGHQWLI\� WKH�FKDQJHV� OLNHO\� WR�EH�EURXJKW�DERXW�E\�WKH�DJUHHPHQW��DQG�WKH�LPSOLFDWLRQV�RI�WKHVH�FKDQJHV�IRU�WKH�(J\SWLDQ�HFRQRP\�
,,,����7UDGH
7R� ZKDW� H[WHQW� ZLOO� WKH� SDUWQHUVKLS� DJUHHPHQW� FKDQJH� WKH� WUDGH� UHJLPH�� JLYLQJ�LQGXVWULHV� DFFHVV� WR� ORZHU�FRVW� LQSXWV� DQG� FRQVXPHUV� DFFHVV� WR� ORZHU�FRVW� JRRGV"�:LWK� UHVSHFW� WR� WDULIIV�� WKH� DJUHHPHQW� ZLOO� HQDEOH� HQWHUSULVHV� WR� VRXUFH� LQSXWV� DQG�PDFKLQHU\�IUHH�RI�GXW\�DQG�WR�FRQIURQW�JUHDWHU�FRPSHWLWLRQ�IURP�(8�VRXUFHV��7KLV�ZLOO�HQFRXUDJH� LQYHVWPHQW�DQG� LPSURYHPHQWV� LQ�SURGXFWLYLW\��$V�IDU�DV�QRQWDULII�EDUULHUV�DUH�FRQFHUQHG��81&7$'�HVWLPDWHV�WKDW�WKHVH�DSSO\�WR�VRPH����SHUFHQW�RI�LPSRUWV�RI�FDSLWDO�JRRGV�DQG�UDZ�PDWHULDOV��/HH���������,Q�SUDFWLFH��QRQWDULII�EDUULHUV�DUH�PDLQO\�SURGXFW� VWDQGDUGV� �TXDOLW\� FRQWURO�� DQG� YDULRXV� FXVWRPV�UHODWHG� SUDFWLFHV� �YDOXDWLRQ��FODVVLILFDWLRQ�� FXPEHUVRPH� SURFHGXUHV� DQG� ³UHG� WDSH´��� 6RPH� RI� WKHVH� ZLOO� EH�HOLPLQDWHG� RU� UHGXFHG� DV� D� UHVXOW� RI� WKH� LPSOHPHQWDWLRQ� RI� WKH� DJUHHPHQW�� %XW� WKH�PDJQLWXGH� RI� WKH� UHGXFWLRQV� GHSHQGV� LPSRUWDQWO\� RQ� WKH YLJRU� ZLWK� ZKLFK� WKLV� LV�SXUVXHG�4XDQWLI\LQJ� WKH� LPSDFW� RQ� WKH� (J\SWLDQ� HFRQRP\� RI� UHGXFLQJ� WUDGH� EDUULHUV� LV�GLIILFXOW�� DV� PDQ\� HIIHFWV� DUH� QRW� UHDGLO\� PHDVXUDEOH�� 7KH� HFRQRPLF� LPSDFW� RI�SUHIHUHQWLDO� OLEHUDOL]DWLRQ� LV� FRQYHQWLRQDOO\� EURNHQ� GRZQ� LQWR� WZR� W\SHV²VWDWLF� DQG�G\QDPLF�� 7KH� VWDWLF� LPSDFW� LV� GHWHUPLQHG� E\� WKH� HIIHFW� RQ� DOORFDWLRQ� RI� H[LVWLQJ�
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UHVRXUFHV�� WKH� G\QDPLF� HIIHFW� WDNHV� LQWR� DFFRXQW� WKH� LPSDFW� RQ� WKH� UDWH� RI� IDFWRU�DFFXPXODWLRQ� �LQYHVWPHQW��� 7KH� VWDWLF� ZHOIDUH� LPSDFW� RI� WUDGH� OLEHUDOL]DWLRQ� LV�JHQHUDOO\� UHODWLYHO\� VPDOO�� EHFDXVH� WKH� HIILFLHQF\� JDLQV� WKDW� UHVXOW� IURP� EULQJLQJ�GRPHVWLF�SULFHV�FORVHU�LQ�OLQH�ZLWK�ZRUOG�SULFHV�DUH�RIIVHW�E\�WKH�ORVV�LQ�WDULII�UHYHQXH��,WV� PDJQLWXGH� GHSHQGV� RQ� QXPHURXV� YDULDEOHV�� LQFOXGLQJ� WKH� VWUXFWXUH� RI� GRPHVWLF�PDUNHWV� EHIRUH� RSHQLQJ� WKH� HFRQRP\� DQG� WKH� H[LVWHQFH� RI� HFRQRPLHV� RI� VFDOH� LQ�SURGXFWLRQ��7KH�JUHDWHU�WKH�PDUNHW�SRZHU�RI�GRPHVWLF�ILUPV�DQG�WKH�OHVV�FRPSHWLWLRQ�WKDW� SUHYDLOV�� WKH� JUHDWHU� WKH� LQFUHDVH� LQ�ZHOIDUH� UHVXOWLQJ� IURP� OLEHUDOL]DWLRQ��0XFK�DOVR�GHSHQGV�RQ�WKH�W\SH�RI�WUDGH�EDUULHUV�WKDW�DUH�UHPRYHG��$OWKRXJK�DOO�EDUULHUV�UDLVH�WKH�GRPHVWLF�SULFH�RI�JRRGV�DERYH�ZRUOG�OHYHOV��VRPH�WUDGH�EDUULHUV�DUH�VRXUFHV�RI�UHDO�UHVRXUFH� FRVWV� WKDW� EHQHILW� QR� LQGXVWU\� �H�J��� LQVSHFWLRQ� UHTXLUHPHQWV� DQG� WLPH�FRQVXPLQJ�FXVWRPV�SURFHGXUHV���2WKHU�EDUULHUV�FUHDWH�UHQWV�IRU�VSHFLILF�LQWHUHVW�JURXSV�DQG� WKHUHIRUH� UHSUHVHQW� D� WUDQVIHU� RI� LQFRPH�ZLWKLQ� VRFLHW\�� )RU� WKLV� UHDVRQ�� WKH� QHW�ZHOIDUH� JDLQV� IURP� UHPRYLQJ� WUDGH� EDUULHUV� LQYROYLQJ� UHDO� UHVRXUFH� FRVWV� WHQG� WR� EHODUJHU�WKDQ�IURP�UHQW�FUHDWLQJ�EDUULHUV�VXFK�DV�WDULIIV�RU�TXRWDV�þ7KH� HPSLULFDO� HYLGHQFH� RQ�(J\SW
V� WUDGH� UHJLPH�FRQFOXGHV� WKDW� WKH�SUHYDOHQFH�RI��DGPLQLVWUDWLYH�EDUULHUV� LV�VLJQLILFDQW� �:RUOG�%DQN������F���$�UHFHQW�VWXG\�E\�.RQDQ�DQG�0DVNXV��������RI�WKH�VWDWLF�HIIHFWV�RI�SUHIHUHQWLDO�OLEHUDOL]DWLRQ�YLV�j�YLV�WKH�(8�VXJJHVWV� WKDW� PXFK� RI� WKH� ZHOIDUH� JDLQ� IURP� D� SDUWQHUVKLS� DJUHHPHQW� PD\� EH�DVVRFLDWHG� ZLWK� D� UHGXFWLRQ� LQ� DGPLQLVWUDWLYH� EDUULHUV�� )UHH� WUDGH� ZLWK� WKH� (8²HOLPLQDWLRQ�RI�WDULIIV�RQ�(8�LPSRUWV�FRPELQHG�ZLWK�DQ�DVVXPHG���SHUFHQW�LQFUHDVH�LQ�SULFHV� RI� (J\SWLDQ� H[SRUWV� EHFDXVH� RI� UHGXFHG� LQFLGHQFH� RI� WHVWLQJ� DQG� FHUWLILFDWLRQ�FRVWV� LQ� WKH� (8�� DV� ZHOO� DV� DQ� �� SHUFHQW� LQFUHDVH� LQ� H[SRUW� SULFHV� RI� DJULFXOWXUDO�SURGXFH� DQG�FORWKLQJ²UHVXOWV� LQ� D�ZHOIDUH�JDLQ�RI�RQO\�����SHUFHQW�RI�*'3�� ,I� LW� LV�DVVXPHG�WKDW�WKH�SDUWQHUVKLS�DJUHHPHQW�DOVR�UHGXFHV�DGPLQLVWUDWLYH�FRVWV�LQFXUUHG�E\�

þ 1RWH�WKDW�VRPH�DGPLQLVWUDWLYH�EDUULHUV�PD\�QRW�GLIIHUHQWLDWH�EHWZHHQ�VRXUFHV�RI�LPSRUWV��,I�WKHVH�EDUULHUV�DUH�UHGXFHG�RU�UHPRYHG�LQ�WKH�FRQWH[W�RI�WKH�SDUWQHUVKLS�DJUHHPHQW��WKH\�ZLOO�DOVR�UHGXFH�WKH�FRVWV�RI�WUDGH�ZLWK�QRQ�(8�FRXQWULHV��7KLV�ZLOO�IXUWKHU�LQFUHDVH�WKH�JDLQV�IURP�WKH�DJUHHPHQW�
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WUDGHUV²GXH�WR�FXVWRPV�SURFHGXUHV��TXDOLW\�FRQWURO���UHG�WDSH�²WKH�ZHOIDUH�JDLQV�ULVH�WR�����SHUFHQW�RI�*'3�ÿ$�NH\�LVVXH� WKHUHIRUH�� LV�ORZHULQJ�WUDGH�UHODWHG�WUDQVDFWLRQ�FRVWV��7KH�SDUWQHUVKLS�DJUHHPHQW� ZLOO� KHOS� DFKLHYH� WKLV� WR� VRPH� H[WHQW�� EHFDXVH� LW� ZLOO� LQYROYH� VRPH�KDUPRQL]DWLRQ� RI� UHJXODWRU\� UHJLPHV� DQG� DGPLQLVWUDWLYH� UHTXLUHPHQWV� UHODWLQJ� WR�SURGXFW� VWDQGDUGV�� WHVWLQJ� DQG� FHUWLILFDWLRQ� SURFHGXUHV�� DQG� FRPPRQ� GRFXPHQWV� IRU�FXVWRPV�FOHDUDQFH� �H�J��� WKH�(8
V�6LQJOH�$GPLQLVWUDWLYH�'RFXPHQW���7KH�QHJRWLDWLRQ�RI�PXWXDO�UHFRJQLWLRQ�DJUHHPHQWV��H�J���IRU�LQVSHFWLRQ�DQG�FHUWLILFDWLRQ�RI�JRRGV���DQG�FRRUGLQDWLRQ�DQG�FRRSHUDWLRQ RQ�D�ZLGH�YDULHW\�RI�UHJXODWRU\�LVVXHV��DUH�REMHFWLYHV�RI�WKH�DJUHHPHQW��7R�ZKDW�H[WHQW�WKHVH�REMHFWLYHV�ZLOO�EH�DFKLHYHG�GHSHQGV�RQ�WKH�YLJRU�ZLWK�ZKLFK� WKH\� DUH� SXUVXHG�� DQG� WKH� H[WHQW� WR�ZKLFK� WKH� QHFHVVDU\� LQVWLWXWLRQV� DUH�FUHDWHG�DQG�RU�UHVWUXFWXUHG�DQG�XSJUDGHG�7KH�SUHIHUHQWLDO�QDWXUH�RI�WKH�WUDGH�OLEHUDOL]DWLRQ�WKDW�ZLOO�EH�XQGHUWDNHQ�XQGHU�WKH�SDUWQHUVKLS�DJUHHPHQW�ZLOO�OHDG�WR�WUDGH�FUHDWLRQ��UHSODFHPHQW�RI�GRPHVWLF�SURGXFWLRQ�ZLWK�LPSRUWV�IURP�WKH�(8��DQG�WUDGH�GLYHUVLRQ��UHSODFHPHQW�RI�LPSRUWV IURP�RXWVLGH�WKH�(8�ZLWK�(XURSHDQ�JRRGV���%RWK�RI�WKHVH�HIIHFWV�LPSO\�WKDW�WKH�(8�VKDUH�LQ�(J\SW¶V�WUDGH� LQ�PDQXIDFWXULQJ�ZLOO� H[SDQG��+RZ�PXFK� WKH� (8¶V� LPSRUW�PDUNHW� VKDUH�ZLOO�EHFRPH� GHSHQGV� RQ� D� QXPEHU� RI� IDFWRUV�� VXFK� DV� GHPDQG� HODVWLFLWLHV� DQG� GRPHVWLF�VXSSO\�UHVSRQVH��.RQDQ�DQG�0DVNXV��������HVWLPDWH�WKDW�LQ�WKH�VKRUW�UXQ�WKH�YROXPH�RI�LPSRUWV�DQG�H[SRUWV�ZLOO�ULVH�E\�VRPH����DQG����SHUFHQW�UHVSHFWLYHO\��QR�DOORZDQFH�EHLQJ�PDGH�IRU�LQWHU�VHFWRUDO�UHDOORFDWLRQ�RI�FDSLWDO��DQG����DQG����SHUFHQW�LQ�WKH�ORQJ�UXQ��DOORZLQJ�IRU�FDSLWDO�UHDOORFDWLRQ���7KHVH�HVWLPDWHV�GR�QRW�DOORZ�IRU�DQ\�G\QDPLF�HIIHFWV��,QVRIDU�DV�LQYHVWPHQW�LV�HQFRXUDJHG��WUDGH�IORZV�ZLOO�H[SDQG�PRUH�
,,,����,QYHVWPHQW
)RVWHULQJ� JUHDWHU� LQYHVWPHQW�� LQFOXGLQJ� IRUHLJQ� GLUHFW� LQYHVWPHQW� �)',��� LV� D� PDMRU�REMHFWLYH� RI� WKH� (J\SWLDQ� JRYHUQPHQW�� ,QGXFLQJ� WKH� UHSDWULDWLRQ� RI� (J\SWLDQ� FDSLWDO�DEURDG²HVWLPDWHG�DW��������ELOOLRQ²LV�FRQVLGHUHG�NH\�IRU�DWWUDFWLQJ�LQYHVWPHQW�IURP�QRQ�(J\SWLDQ� VRXUFHV� �%D\RXPL� ������� $WWUDFWLQJ� )',� LV� LPSRUWDQW� EHFDXVH� LW LV� D�VRXUFH� RI� NQRZ�KRZ� DQG� WHFKQRORJ\�� FUHDWHV� HPSOR\PHQW�� DQG� IRVWHUV� WUDGH�� 7KH�
ÿ 7KH�VLPXODWLRQ�XVHV�D����VHFWRU�FRPSXWDEOH�JHQHUDO�HTXLOLEULXP�PRGHO�RI�WKH�(J\SWLDQ�HFRQRP\��7KH�DVVXPHG����LQFUHDVH�LQ�DJULFXOWXUDO�H[SRUW�SULFHV�SUHVXPHV�WKDW�EHWWHU�DFFHVV�ZLOO�EH�REWDLQHG�IRU�VXFK�JRRGV��DQG�PD\�EH�VRPHZKDW�RSWLPLVWLF��,W�LV�DVVXPHG�WKDW�DGPLQLVWUDWLYH�EDUULHUV�LPSRVH�FRVWV�HTXLYDOHQW�WR�D����WD[�RQ�LPSRUWV�RI�JRRGV��D�����WD[�RQ�H[SRUWV��DQG�D�����WD[�RQ�LPSRUWHG�RU�H[SRUWHG�VHUYLFHV��7KHVH�ILJXUHV�DUH�FRQVHUYDWLYH�
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LQYHVWPHQW� WR�*'3�UDWLR� LV�FXUUHQWO\����SHUFHQW��VLJQLILFDQWO\�EHORZ�WKDW�RI�G\QDPLF�H[SRUW�RULHQWHG�FRXQWULHV��ZKLFK�RIWHQ�KDYH�GRXEOH�WKLV�ILJXUH�RU�PRUH��0RUHRYHU��)',�LQ�(J\SW� LV� QHJOLJLEOH� FRPSDUHG� WR� WKH� IORZV� JRLQJ� WR� HPHUJLQJ�PDUNHW� HFRQRPLHV��0HDVXUHV� RI� LQYHVWRU� FRQILGHQFH� �,QVWLWXWLRQDO� ,QYHVWRU FRXQWU\� UDWLQJV�� DQG� WKH�FKDQJH� LQ� WKH� UDWLR�RI�)',� WR�*'3� LOOXVWUDWH� WKH�SUREOHP�� ,QYHVWRU� UDWLQJV� IRU�(J\SW�ZHUH�DOUHDG\�UHODWLYHO\�ORZ�LQ�WKH�HDUO\�����V��DQG�KDYH�GHFOLQHG�VLQFH�WKHQ��7DEOH�����$OWKRXJK� LQ� FRPSDULVRQ� WR� RWKHU� FRXQWULHV� WKH�PDJQLWXGH� RI� LQZDUG� )',� IORZV� KDV�EHHQ�DERYH�DYHUDJH��WKH�WUHQG�KDV�EHHQ�GHFOLQLQJ��0RUHRYHU��YHU\�OLWWOH�)',�KDV�JRQH�LQWR�H[SRUW�RULHQWHG�PDQXIDFWXULQJ�DFWLYLWLHV�:KHWKHU� JUHDWHU� LQYHVWPHQW� ZLOO� EH� LQGXFHG� E\� WKH� SDUWQHUVKLS� DJUHHPHQW� LV� DQ�LPSRUWDQW²LQGHHG�� D� FUXFLDO²TXHVWLRQ�� /LEHUDOL]DWLRQ� RI� WUDGH� XQGHU� D� SDUWQHUVKLS�DJUHHPHQW�PD\�JHQHUDWH�D�QXPEHU�RI�EHQHILFLDO�G\QDPLF�HIIHFWV� 2QH� LV� WKH� LQGLUHFW�HIIHFW�RI�WKH�VWDWLF�DOORFDWLYH�HIILFLHQF\�JDLQ��)RU�WKH�JLYHQ�LQLWLDO�VWRFNV�RI�ODERU�DQG�FDSLWDO�� WKH� LQFUHDVH� LQ� LQFRPH� IROORZLQJ� OLEHUDOL]DWLRQ� LQFUHDVHV� SHU� FDSLWD� VDYLQJV��ZKLFK� LQ� WXUQ�JLYHV�ULVH� WR�JUHDWHU� LQYHVWPHQW��%DOGZLQ���������,QYHVWPHQW�PD\�DOVR�EH� VWLPXODWHG� E\� WKH� GHFOLQH� LQ� WUDGH� FRVWV� DQG� E\� JHQHUDO� LPSURYHPHQW� RI� WKH�LQFHQWLYHV�UHJLPH��)LQDOO\��DQ�LQFUHDVH�LQ�WKH�UDWH�RI�DFFXPXODWLRQ�RI�FHUWDLQ�IDFWRUV�RI�SURGXFWLRQ��NQRZOHGJH��KXPDQ�FDSLWDO��PD\�RFFXU�
7DEOH�����0HDVXUHV�RI�&KDQJH�LQ�,QWHJUDWLRQ&KDQJH� LQ� ,QVWLWXWLRQDO�,QYHVWRUV UDWLQJ���������WR���������

&KDQJH�LQ�UDWLR�RI�)',�WR�*'3����������WR���������(J\SW ��������� ������������+LJK�LQFRPH�FRXQWULHV ����������� �����������(DVW�$VLD ���������� �����������/DWLQ�$PHULFD ����������� �����������0(1$ ������������ ����������6RXWK�$VLD ������������ ���������6XE�6DKDUDQ�$IULFD ������������ ����������
1RWH�� � )LJXUHV� LQ� SDUHQWKHVHV� DUH� WKH� UHOHYDQW� OHYHOV� LQ� HDUO\� ����V� WKDW� DUH� WKH� EDVH� IURP� Z KLFK� FKDQJHV� DUH�FDOFXODWHG�6RXUFH���:RUOG�%DQN��*OREDO�(FRQRPLF�3URVSHFWV�������
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:KLOH� OLWWOH� HPSLULFDO� HYLGHQFH� H[LVWV� RQ� WKH� ORQJ�WHUP� JURZWK� HIIHFWV� RI�SUHIHUHQWLDO�OLEHUDOL]DWLRQ��PXFK�LV�OLNHO\�WR�GHSHQG�RQ�WKH�H[WHQW�WR�ZKLFK�DQ�LQIORZ�RI�)',�LV�LQGXFHG��7KH�H[SHULHQFHV�RI�3RUWXJDO�DQG�6SDLQ�IROORZLQJ�DFFHVVLRQ�WR�WKH�(XURSHDQ�&RPPXQLW\�LOOXVWUDWH�WKH�SRVVLELOLW\�RI�VLJQLILFDQW�PHGLXP�WHUP�LQYHVWPHQW�HIIHFWV� LI� WKH�PDFURHFRQRPLF� HQYLURQPHQW� LV� VXLWDEOH��)',� LQ�3RUWXJDO� URVH� IRXUIROG�GXULQJ� WKH�PLG�����V��ZKLOH� LQ� 6SDLQ� LW�PRUH� WKDQ� GRXEOHG�� ,Q� ERWK� FRXQWULHV�� )',�FHQWHUHG�RQ� WKH� ILQDQFH�� UHDO� HVWDWH�DQG�EXVLQHVV� VHUYLFH� VHFWRUV�� DV�ZHOO� DV�RQ�PRUH�WUDGLWLRQDO�H[SRUW�RULHQWHG�VHFWRUV��VXFK�DV�WH[WLOHV�DQG�FORWKLQJ���7R�ZKDW� H[WHQW�ZLOO� D� SDUWQHUVKLS� DJUHHPHQW� LPSURYH� WKH� LQFHQWLYHV� WR� LQYHVW� LQ�(J\SW"�7KH�SDUWQHUVKLS�DJUHHPHQW�FDQ�EH�XVHIXO� LQ�JHQHUDWLQJ�JUHDWHU� LQYHVWPHQW�E\�LQIOXHQFLQJ� H[SHFWDWLRQV� DQG� HQKDQFLQJ� WKH� FUHGLELOLW\� RI� UHIRUP� E\� ORFNLQJ� LQ� WKH�ULJKW� RI� HVWDEOLVKPHQW�� *UDQWLQJ� D� JHQHUDO� ULJKW� RI� HVWDEOLVKPHQW� DQG� JXDUDQWHHLQJ�QDWLRQDO�WUHDWPHQW�ZRXOG�EH�DQ�LPSRUWDQW�VLJQDO�LQ�WHUPV�RI�LPSURYLQJ�WKH�LQYHVWPHQW�FOLPDWH��%XW�RWKHU� LPSHGLPHQWV��VXFK�DV� WKH�FRVW�RI� ILQDQFLDO� LQWHUPHGLDWLRQ�� WKH� WD[�EXUGHQ�� DQG� UHJXODWRU\� UHJLPHV��PXVW� DOVR� EH� DGGUHVVHG�� ,W�PXVW� DOVR� EH� UHFRJQL]HG�WKDW�D�SUHIHUHQWLDO�WUDGH�DJUHHPHQW�ZLWK�WKH�(8�FUHDWHV�RIIVHWWLQJ�LQFHQWLYH�HIIHFWV�IRU�LQYHVWPHQW�� 2Q� WKH� RQH� KDQG�� WKH� UHGXFWLRQ� LQ� WUDGH� FRVWV� DQG� WKH� HQKDQFHPHQW� RI�FRPSHWLWLRQ�ZLOO�PDNH� WKH� HFRQRP\�PRUH� HIILFLHQW�� DQG� LQFUHDVH� WKH� WUDGH� RI� JRRGV�DQG� VHUYLFHV�� SURYLGLQJ� LQYHVWRUV� ZLWK� JUHDWHU� RSSRUWXQLWLHV� WR� H[SORLW� JHRJUDSKLFDO�DQG�RWKHU� DGYDQWDJHV��2Q� WKH�RWKHU�KDQG�� WKH� UHGXFWLRQ� LQ� WUDGH�EDUULHUV� UHGXFHV� WKH�LQFHQWLYH� IRU� LQZDUG� )',�� $V� WDULIIV� DQG� RWKHU� EDUULHUV� WR� LPSRUWV� DUH� HOLPLQDWHG��(XURSHDQ� ILUPV� QR� ORQJHU� KDYH� D� SROLF\�LQGXFHG� UHDVRQ� WR� SURGXFH� LQ� (J\SW�� 7KH�JUHDWHU� WKH� HFRQRPLHV� RI� VFDOH� LQ� SURGXFWLRQ�� WKH� JUHDWHU� WKH� LQFHQWLYH� PD\� EH� WR�FRQFHQWUDWH� SURGXFWLRQ� LQ� DQ� (8� ORFDWLRQ� ZKHUH� D� ILUP� KDV� DFFHVV� WR� PDQ\�FRPSOHPHQWDU\� VHUYLFH� SURYLGHUV�� 7KH� IDFW� WKDW� D� SDUWQHUVKLS� DJUHHPHQW� LV� VLPSO\� D�ELODWHUDO� IUHH�WUDGH� DJUHHPHQW� ZRUVHQV� PDWWHUV�� DV� ORFDWLQJ� LQ� DQ� (8� PHPEHU� �WKH��KXE���JLYHV�GXW\�IUHH�DFFHVV� WR�DOO�FRXQWULHV�ZLWK�ZKLFK� WKH�(8�KDV�FRQFOXGHG IUHH�WUDGH� DJUHHPHQWV²YLUWXDOO\� DOO� LWV� QHLJKERUV� �VRPHWLPHV� FDOOHG� �VSRNHV����$V�(J\SW�GRHV� QRW� KDYH� FRPSUHKHQVLYH� IUHH� WUDGH� DJUHHPHQWV� ZLWK� DOO� WKH� FRXQWULHV� LQ� WKH�UHJLRQ��DQG�JLYHQ�WKH�KLJK�WUDQVDFWLRQ�DQG�WUDQVSRUW�FRVWV�WKDW�DSSO\�WR�LQWUD�UHJLRQDO
� %DMR�5XELR�DQG�6RVYLOOD�5LYHUR���������LQ�DQ�HFRQRPHWULF�DQDO\VLV�RI�WKH�6SDQLVK�FDVH��ILQG�D�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�(8�DFFHVVLRQ�DQG�)',�LQIORZV�
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WUDGH�� ILUPV� WKDW� UHO\�RQ�LPSRUWHG�LQSXWV�DQG�H[SRUW�D�VLJQLILFDQW�SDUW�RI� WKHLU�RXWSXW�FRQIURQW�D�FRVW�LQ�ORFDWLQJ�LQ�(J\SW��2QH� LPSOLFDWLRQ�RI� WKLV� LV� WKDW� LW� LV�YHU\� LPSRUWDQW� WKDW� WUDGH�EDUULHUV�DUH� ORZHUHG�ZLWK� DV� PDQ\� FRXQWULHV� DV� SRVVLEOH�� DQG� ZLWK� QHLJKERULQJ� FRXQWULHV� LQ� SDUWLFXODU��$QRWKHU�LPSOLFDWLRQ�LV�WKDW�RSHQLQJ�XS�WKH�VHUYLFH�VHFWRU�WR�IRUHLJQ�GLUHFW�LQYHVWRUV�LV�LPSRUWDQW�� 0DQ\� VHUYLFHV� FDQQRW� EH� WUDGHG� DFURVV� IURQWLHUV�� VR� WKH� LQYHVWPHQW�GLYHUVLRQ�LQFHQWLYHV�GR�QRW�SUHYDLO��)RUHLJQ�SURYLGHUV�ZLVKLQJ�WR�VHOO�VHUYLFHV�LQ�(J\SW�ZLOO� JHQHUDOO\� KDYH� WR� HVWDEOLVK� D� ORFDO� SUHVHQFH�� $V� HIILFLHQW� VHUYLFHV� DUH� DOVR� DQ�LPSRUWDQW� GLPHQVLRQ� RI� UDLVLQJ� WKH� SURGXFWLYLW\� RI� WKH� HFRQRP\�� HQFRXUDJLQJ� VXFK�LQYHVWPHQW�VKRXOG�EH�D�SULRULW\�,PSURYHPHQWV�LQ�7)3�JURZWK�DUH�DQRWKHU�VRXUFH�RI�G\QDPLF�JDLQV��ZKLFK�DUH�OLNHO\�WR�IROORZ�IURP�WKH�DGMXVWPHQW�RI�GRPHVWLF�HQWHUSULVHV�WR�WKH�RSHQLQJ�RI�WKH�HFRQRP\��+LVWRULFDOO\��(J\SW�KDV�DFKLHYHG�UHODWLYHO\�KLJK�UDWHV�RI�7)3�JURZWK��DYHUDJLQJ�DURXQG��� SHUFHQW� RYHU� WKH� �������� SHULRG� �3DJH� DQG� 8QGHUZRRG�� ������� 0RUH� UHFHQWO\��KRZHYHU�� 7)3� JURZWK� KDV� EHHQ�PXFK� ORZHU�� DYHUDJLQJ� ���� SHUFHQW� GXULQJ� ���������:RUOG� %DQN�� ������� 7KH� DJUHHPHQW� ZLWK� WKH� (8� PD\� KHOS� ERRVW� 7)3� JURZWK� E\�IDFLOLWDWLQJ� WKH� DFTXLVLWLRQ� RI� WHFKQRORJ\�� 7KLV� PD\� RFFXU� WKURXJK� D� QXPEHU� RI�DYHQXHV��LQYHVWPHQWV�LQ�QHZ�FDSLWDO�HTXLSPHQW�DV�WDULIIV�DUH�HOLPLQDWHG��QHZ�LQIORZV�RI�)',��WHFKQRORJ\�OLFHQVLQJ�DJUHHPHQWV��ZKLFK�PD\�EH�VWLPXODWHG�LQ�SDUW�WKURXJK�WKH�DGRSWLRQ�RI�VWURQJHU� LQWHOOHFWXDO�SURSHUW\�SURWHFWLRQ���DQG�PRUH�LQIRUPDO� WUDQVIHUV�RI�WHFKQRORJ\� DQG� NQRZ�KRZ� DV� OLQNDJHV� EHWZHHQ� (XURSHDQ� DQG� $UDE� ILUPV� DUH�IDFLOLWDWHG��7KH�ODVW�DYHQXH�PD\�LQ�SDUW�EH�DWWDLQHG�WKURXJK�JUHDWHU�XVH�RI�RXWVRXUFLQJ�DUUDQJHPHQWV��ZKHUH�JRRGV�DUH�SURFHVVHG�LQ�(J\SW�DQG�UHH[SRUWHG�WR�WKH�(8��7KLV�KDV�EHHQ� DQ� LPSRUWDQW� DYHQXH� RI� H[SRUW� JURZWK� IRU� &HQWUDO� DQG� (DVWHUQ� (XURSHDQ�FRXQWULHV��2I� WKH� FRXQWULHV�RI� WKH�0LGGOH�(DVW� DQG�1RUWK�$IULFD�� RQO\�0RURFFR�DQG�7XQLVLD� KDYH� EHJXQ� WR� H[SORLW� WKLV� H[SRUW� GHYHORSPHQW� FKDQQHO�� (J\SW� DSSHDUV WR�PDNH� DOPRVW� QR� XVH� RI� VXFK� PHFKDQLVPV� �+RHNPDQ�� ������� 7KH� UHGXFWLRQ� LQ�DGPLQLVWUDWLYH� UHG� WDSH�DQG� WUDQVDFWLRQ�FRVWV� WKDW�VKRXOG�HPHUJH�DV� WKH�DJUHHPHQW� LV�LPSOHPHQWHG�VKRXOG�LQFUHDVH�WKH�DELOLW\�RI�HQWHUSULVHV�WR�SXUVXH�VXFK�FRQWUDFWLQJ�7KH� VWUDWHJ\� WDNHQ� WRZDUGV� WDULII� OLEHUDOL]DWLRQ� ZLOO� DOVR� DIIHFW� LQYHVWPHQW�LQFHQWLYHV�� ,Q� WKH� 7XQLVLDQ� DSSURDFK�� WDULIIV� RQ� LQWHUPHGLDWHV� DQG� FDSLWDO� JRRGV� DUH�UHGXFHG� ILUVW�� DQG� UHGXFWLRQV� LQ� ILQDO� JRRGV� DUH� GHOD\HG� XQWLO� WKH� VHFRQG� KDOI� RI� WKH�WUDQVLWLRQ�SHULRG��$Q�DGYDQWDJH�RI�WKLV�DSSURDFK�LV�WKDW�LW�SURYLGHV�GRPHVWLF�LQGXVWU\�
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ZLWK� EUHDWKLQJ� VSDFH�� DQG� DW� WKH�PDUJLQ�PD\�SURYLGH� JUHDWHU� LQFHQWLYHV� WR� LQYHVW� LQ�LQGXVWULHV� WKDW� FRQWLQXH� WR� KDYH� JXDUDQWHHG� SURWHFWLRQ� GXULQJ� WKH� ILUVW� SKDVH� RI� WKH�WUDQVLWLRQ�� 7KXV�� LW� PD\� RIIVHW� WKH� SRVVLEOH� GRZQVLGH� UHODWHG� WR� WKH� ZHOIDUH� FRVW� RI�LQFUHDVLQJ�HIIHFWLYH�UDWHV�RI�SURWHFWLRQ�LQ�WKH�ILUVW�SDUW�RI�WKH�WUDQVLWLRQ��+RHNPDQ�DQG�'MDQNRY��������
,,,�����'RPHVWLF�FRPSHWLWLRQ
7KH�SDUWQHUVKLS�DJUHHPHQW�FRQWDLQV�D�QXPEHU�RI�SURYLVLRQV�WKDW�DUH�LQWHQGHG�WR�IRVWHU�JUHDWHU�FRPSHWLWLRQ�RQ�WKH�(J\SWLDQ�GRPHVWLF�PDUNHW�DQG�WR�HQVXUH�WKDW�IRUHLJQ�ILUPV�DUH� QRW� GLVFULPLQDWHG� DJDLQVW�� 7KHVH� LQFOXGH� DQWLWUXVW� GLVFLSOLQHV� IRU� SULYDWH� SDUWLHV��HQWHUSULVHV���FRPSHWLWLRQ�SROLF\�UXOHV�IRU�62(V��UHVWULFWLRQV�RQ�WKH�UHDFK�DQG�H[WHQW�RI�LQGXVWU\�VSHFLILF�VXEVLGLHV��DQG�LQWHOOHFWXDO�SURSHUW\�ULJKW��,35��SURWHFWLRQ�7KH�7XQLVLDQ�SDUWQHUVKLS�DJUHHPHQW�UHTXLUHV�WKH�DGRSWLRQ�RI�WKH�EDVLF�FRPSHWLWLRQ�UXOHV� RI� WKH�(8�� LQ� SDUWLFXODU�ZLWK� UHVSHFW� WR� FROOXVLYH�EHKDYLRU�� DEXVH�RI�GRPLQDQW�SRVLWLRQ��DQG�FRPSHWLWLRQ�GLVWRUWLQJ�VWDWH�DLG�LQVRIDU�DV�WKHVH�DIIHFW�WUDGH�EHWZHHQ�WKH�(8� DQG� (J\SW�� ,PSOHPHQWLQJ� UXOHV� DUH� WR� EH� DGRSWHG� E\� WKH� $VVRFLDWLRQ� &RXQFLO�ZLWKLQ� ILYH� \HDUV� �DV� RSSRVHG� WR� WKUHH� XQGHU� WKH� (XURSH� $JUHHPHQWV��� 8QWLO� WKHQ��*$77� UXOHV� ZLWK� UHVSHFW� WR� FRXQWHUYDLOLQJ� RI� VXEVLGLHV� ZLOO� DSSO\�� ,I� WKH� VDPH�DSSURDFK� LV� IROORZHG� DV� LQ� WKH� DJUHHPHQW� EHWZHHQ� WKH�(8�DQG�7XQLVLD�� IRU� WKH� ILUVW�ILYH�\HDUV�DIWHU�HQWU\�LQWR�IRUFH�RI�WKH�SDUWQHUVKLS�DJUHHPHQW��(J\SW�ZLOO QRW�EH�VXEMHFW�WR� WKH� UXOHV� RQ� VWDWH� DLGV� �VXEVLGLHV��� $QWLGXPSLQJ� UXOHV� UHPDLQ� DSSOLFDEOH� WR� WUDGH�IORZV� EHWZHHQ� (J\SW� DQG� WKH� (8�� GHVSLWH� WKH� DJUHHPHQW� E\� (J\SW� WR� DSSO\� (8�FRPSHWLWLRQ� GLVFLSOLQHV�� ,Q� DGGLWLRQ� WR� WKH� YDULRXV� SURYLVLRQV� LPSRVLQJ� FRQFUHWHFRPSHWLWLRQ� GLVFLSOLQHV�� WKH� SDUWQHUVKLS� DJUHHPHQW� FRQWDLQV� ODQJXDJH� SHUWDLQLQJ� WR�KDUPRQL]DWLRQ�FRRUGLQDWLRQ�RI�UHJXODWRU\�UHJLPHV�&RPSDUHG� WR� WKH� LPSDFW� RI� HOLPLQDWLQJ� WDULIIV� RQ� (8� LQGXVWULDO� SURGXFWV�� WKHVH�SURYLVLRQV�DUH� OLNHO\� WR�KDYH�D�PXFK�VPDOOHU� LPSDFW�RQ�GRPHVWLF�FRPSHWLWLRQ��0RUH�LPSRUWDQW�WKDQ�WKH�GLVFLSOLQHV�WKDW�DUH�LQFXUUHG�LV�ZKDW�KDV�EHHQ�OHIW�RII�WKH�DJHQGD��DW�OHDVW�LQ�WKH�FDVHV�RI�7XQLVLD�DQG�0RURFFR���7KH�LVVXH�RI�JUDQWLQJ�DQG�JXDUDQWHHLQJ�WKH�ULJKW�RI�HVWDEOLVKPHQW�ZDV�DOUHDG\�PHQWLRQHG��DW� WKH�WLPH�RI�ZULWLQJ�LW�DSSHDUHG�WKDW�WKH�DJUHHPHQW�EHWZHHQ� WKH�(8�DQG�(J\SW�GLG�QRW� LQFOXGH�FRPPLWPHQWV� LQ� WKLV�DUHD��6HUYLFH�UHODWHG�ERWWOHQHFNV� FDQ�SURKLELW�PDQXIDFWXULQJ�RU� IRRG�SURFHVVLQJ� LQGXVWULHV�IURP�H[SORLWLQJ� WKHLU�FRPSDUDWLYH�DGYDQWDJH��6WLPXODWLQJ�FRPSHWLWLRQ�DQG�SURYLGLQJ�
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LQGXVWULHV�DQG� WUDGHUV�ZLWK�DFFHVV�WR� ORZHU�FRVW��KLJKHU�TXDOLW\�VHUYLFHV�DUH� WKHUHIRUH�RI� JUHDW� LPSRUWDQFH�� 1XPHURXV� VWXGLHV� KDYH� LOOXVWUDWHG� WKH� GUDJ� RQ� HIILFLHQW�SURGXFWLRQ� DQG� H[SRUW� H[SDQVLRQ� LPSRVHG� E\� KLJK� VHUYLFH� DQG� WUDQVDFWLRQV� FRVWV� LQ�(J\SW��7KHVH�LQFOXGH�H[FHVVLYH�LQVXUDQFH�IHHV��KLJK�SRUW�VHUYLFH�FRVWV��ORVVHV�FDXVHG�E\�XQQHFHVVDU\�ZDVWH�DQG�EUHDNDJH�RI�JRRGV�GXH�WR�ORZ�TXDOLW\�WUDQVSRUW�DQG�VWRUDJH��DQG� XQDYDLODELOLW\� RU� H[FHVVLYH� FRVWV� RI� YDOXH�DGGHG� WHOHFRPPXQLFDWLRQV� VHUYLFHV��:RUOG�%DQN������������D�E���$OORZLQJ�HQWU\�LQWR�VHUYLFH�DFWLYLWLHV�VKRXOG�KHOS�RIIVHW�WKHVH�YDULRXV�FRVWV��$OWKRXJK�WKH�JRYHUQPHQW�PD\�QRW�EH�ZLOOLQJ�WR�RSHQ�DOO�VHUYLFHV�WR� IRUHLJQ� FRPSHWLWLRQ�� LW� PD\� ZLVK� WR� FRQVLGHU� OLEHUDOL]LQJ� DFFHVV� WR� D� QXPEHU� RI�PDMRU� VHFWRUV� ZKHUH� IRUHLJQ� LQYHVWPHQW� LV� OLNHO\� WR� PDWHULDOL]H�� ([DPSOHV� LQFOXGH�WUDGH�DQG�GLVWULEXWLRQ��EXVLQHVV�DQG�SURIHVVLRQDO�VHUYLFHV��DQG�WHOHFRPPXQLFDWLRQV��,Q�VRPH�RI�WKHVH�VHFWRUV�WKH�ODUJH�LQYHVWPHQW�UHTXLUHG�WR�LPSURYH�RXWSXW��ERWK�TXDQWLW\�DQG�TXDOLW\��ZLOO�SUREDEO\�UHTXLUH�SULYDWH�SDUWLFLSDWLRQ��
,9��+RZ�:LOO�WKH�$JUHHPHQW�$IIHFW�$JULFXOWXUH��,QGXVWU\�DQG�6HUYLFHV��DQG�WKXV�*URZWK":KDW�GRHV�WKH�SDUWQHUVKLS�DJUHHPHQW�LPSO\�IRU�LQGLYLGXDO�VHFWRUV"�:KDW�ZLOO�LW�GR�LQ�WHUPV� RI� LQGXFLQJ� HQWHUSULVHV� WR� LPSURYH� SURGXFWLYLW\� DQG� DGRSW� EHVW� SUDFWLFHV"�&OHDUO\��PRUH�FRPSHWLWLRQ�ZLOO�DOORZ�VRPH�LQGXVWULHV� WR�H[SDQG��DQG�FDXVH�RWKHUV� WR�FRQWUDFW�� 7KLV� SURFHVV� RI� UHDOORFDWLQJ� UHVRXUFHV� WR� WKHLU� PRVW� HIILFLHQW� XVHV� LV�IXQGDPHQWDO� WR� HQKDQFLQJ� HFRQRPLF� JURZWK�� ,W� LV� RI� FRXUVH� GLIILFXOW� WR� SUHGLFW� KRZ�VSHFLILF�VHFWRUV�ZLOO�EH�DIIHFWHG��DV�PXFK�GHSHQGV�QRW�RQO\�RQ�LQGXVWU\�VSHFLILF�LQLWLDO�FRQGLWLRQV� EXW� DOVR� RQ� WKH� IOH[LELOLW\� RI� WKH� ODERU� PDUNHW� DQG� RQ� WKH� LQYHVWPHQW�UHVSRQVH�E\�WKH SULYDWH�VHFWRU��+RZHYHU��GDWD�RQ�FXUUHQW�SDWWHUQV�RI�SURWHFWLRQ��LPSRUW�SHQHWUDWLRQ� DQG� H[SRUW� VDOHV� RQ� D� VHFWRUDO� EDVLV� SURYLGH� VRPH� LQIRUPDWLRQ� RQ� WKH�SRVVLEOH�LPSDFW�RI�WKH�DJUHHPHQW�2YHUDOO�� WKH�DEVHQFH�RI�VLJQLILFDQW�OLEHUDOL]DWLRQ�RI�DJULFXOWXUH�E\�WKH�(8��DQG�WKH�ODFN�RI�LPPHGLDWH�DFWLRQ�RQ�VHUYLFHV�E\�(J\SW�LPSOLHV�WKDW�PRVW�RI�WKH�SROLF\�FKDQJHV�ZLOO� LPSDFW�SULPDULO\�RQ�PDQXIDFWXULQJ��0RUHRYHU�� LW� FDQ�EH�DUJXHG� WKDW� WKH� ODFN�RI�IUHH� WUDGH� LQ� DJULFXOWXUDO� SURGXFH� VLJQLILFDQWO\� UHGXFHV� WKH� EHQHILWV� RI� D� SDUWQHUVKLS�DJUHHPHQW� IRU� (J\SW�� $JULFXOWXUH� LV� DQ� LPSRUWDQW� VHFWRU� RI� WKH� (J\SWLDQ� HFRQRP\��DFFRXQWLQJ� IRU� DOPRVW� ��� SHUFHQW� RI� *'3� DQG� RYHU� ��� SHUFHQW� RI� HPSOR\PHQW��
� 'HVSLWH�WKH�LPSRUWDQFH�RI�WKH�UROH�RI�WKH�VWDWH�LQ�HFRQRPLF�DFWLYLW\�DQG�FRPSHWLWLRQ��QR�UHDO�GLVFLSOLQHV�DUH�LPSRVHG�XQGHU�WKH�SDUWQHUVKLS�DJUHHPHQW�ZLWK�UHVSHFW�WR�WKH�UROH�RI�WKH�VWDWH�
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9HJHWDEOHV� DQG� IUXLWV� GRPLQDWH� (J\SW¶V� H[SRUWV� RI� DJULFXOWXUDO� SURGXFH�� VWDQGLQJ�DW������ PLOOLRQ� LQ� ������ RI� ZKLFK� ��� SHUFHQW� ZHQW� WR� WKH� (8�� +RZHYHU�� DJULFXOWXUH�DFFRXQWV�IRU�OHVV�WKDQ���SHUFHQW�RI�WRWDO�H[SRUWV��(J\SWLDQ�DJULFXOWXUDO�H[SRUWV�DFFRXQW�IRU� OHVV� WKDQ� ����� SHUFHQW� RI� WRWDO� (8� LPSRUWV� RI� VXFK� SURGXFWV��� $OVR�� PDQ\� RI�(J\SW¶V�PDMRU�DJULFXOWXUDO�LPSRUW�LWHPV�GR�QRW�RULJLQDWH�LQ�WKH�(8��2QO\����SHUFHQW�RI�(J\SW¶V������PLOOLRQ�RI�FHUHDO�LPSRUWV�FDPH�IURP�WKH�(8��DQG�RQO\���SHUFHQW�RI�WKH������PLOOLRQ� RI� YHJHWDEOH� IDW� LPSRUWV� (J\SW� ZLOO� QRW� ORZHU� WDULIIV� RQ� WKHVH� LWHPV��ZKLFK� UHGXFHV� WKH� SRWHQWLDO� IRU� WUDGH� GLYHUVLRQ�� ,W� DOVR� SURYLGHV� (J\SW� ZLWK� VRPH�QHJRWLDWLQJ�OHYHUDJH��ZKLFK�WKH�(J\SWLDQ�QHJRWLDWLQJ�WHDP�KDV�PDGH�HIIRUWV�WR�HPSOR\��:KDW�ZLOO�EH�DFKLHYHG�LQ�WKLV�FRQQHFWLRQ�UHPDLQV�WR�EH�VHHQ�� %H\RQG� WKH� LPPHGLDWH�LPSDFW� RI� WKH� DJUHHPHQW�� ERWK� DJULFXOWXUH� DQG� WKH� VHUYLFH� VHFWRU� ZLOO� EH� DIIHFWHG�LQGLUHFWO\��DV�UHODWLYH�SULFHV�RI�IDFWRUV�DQG�JRRGV�DQG�VHUYLFHV�FKDQJH��7KH�DEVHQFH�RI�DJULFXOWXUDO�OLEHUDOL]DWLRQ�E\�(J\SW�LPSOLHV�WKDW�WKH�HIIHFWLYH�UDWH�RI�SURWHFWLRQ��(53��IRU� DJULFXOWXUH� ULVHV� RYHU� WLPH�� 7KLV� LV� EHFDXVH� IDUPHUV� EHQHILW� IURP� FKHDSHU�PDQXIDFWXUHG� LQSXWV� LQWR� WKHLU� SURGXFWLRQ� SURFHVV� �IHUWLOL]HUV�� HTXLSPHQW�� HWF����,QGHHG�� FXUUHQWO\� DJULFXOWXUH� LV� HIIHFWLYHO\� WD[HG� �7DEOH� ���� $V� WDULIIV� RQ� LQGXVWULDO�JRRGV� DUH� JUDGXDOO\� UHGXFHG�� WKH� (53� IRU� DJULFXOWXUH� ULVHV� DERYH� ]HUR�� DQG� JUHDWHU�YDOXH� DGGHG� LV� JHQHUDWHG��$� VLPLODU� HIIHFW� RFFXUV� IRU� VHUYLFHV��(YHQ� LI� DOORZDQFH� LV�PDGH� IRU� WKH� IDFW� WKDW� VHUYLFHV� DUH� SURWHFWHG� EHFDXVH� RI� HQWU\� UHVWULFWLRQV�� VHUYLFH�DFWLYLWLHV�DUH�FXUUHQWO\�HIIHFWLYHO\�WD[HG�EHFDXVH�WKH�DYHUDJH�OHYHO�RI�LPSRUW�SURWHFWLRQ�DSSO\LQJ� WR�PDQXIDFWXUHV� LV� VXEVWDQWLDO��$V� WDULIIV� DUH� ORZHUHG�� WKH�(53� IRU� VHUYLFH�VHFWRUV� ULVHV�� $JULFXOWXUH� DQG� VHUYLFHV� WKHUHIRUH� EHQHILW� IURP� WKH� UHGXFWLRQ� LQ� WUDGH�EDUULHUV� RQ� PDQXIDFWXUHG� JRRGV�� ,QGHHG�� IRU� PDQ\� VHUYLFH� VHFWRUV� (53V� PD\� ULVH�VLJQLILFDQWO\��7KLV�LPSOLHV�WKDW�WKHUH�LV�D�QHHG�IRU�UHGXFLQJ�EDUULHUV�WR�FRPSHWLWLRQ�LQ�VHUYLFHV� WKDW� JRHV� EH\RQG� WKH� QRWHG� QHHG� IRU� HIILFLHQW� VHUYLFHV��:LWKRXW� SROLFLHV� WR�UHGXFH�(53V�LQ�VHUYLFHV��LQYHVWPHQW�LQFHQWLYHV�PD\�EHFRPH�VNHZHG��7DEOH����:LWK�UHVSHFW�WR�PDQXIDFWXULQJ��GDWD�RQ�WUDGH�RSHQQHVV�DQG�OHYHOV�RI�SURWHFWLRQ�DUH�KHOSIXO� LQ� LGHQWLI\LQJ� WKH�DGMXVWPHQW�SUHVVXUHV�WKDW�DUH� OLNHO\�WR�HPHUJH�IRU�GLIIHUHQW�VHFWRUV�� ,QGXVWULHV� EHQHILWLQJ� IURP� KLJK� OHYHOV� RI� SURWHFWLRQ�� ZLWK� ORZ� LPSRUWV� DV� D�VKDUH� RI� GRPHVWLF� FRQVXPSWLRQ� DQG�RU� OLPLWHG� H[SRUWV� DV� D� VKDUH� RI� RXWSXW�� DUH� WKH�PRVW� OLNHO\� WR� FRQIURQW� VLJQLILFDQW� DGMXVWPHQW� SUHVVXUH�� ([DPSOHV� RI� VXFK� VHFWRUV�LQFOXGH� FORWKLQJ�� OHDWKHU�� IRRWZHDU� DQG� IXUQLWXUH� �7DEOH� ���� 0XFK� GHSHQGV� RQ� WKH�
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H[SRUW�FDSDFLW\�RI�WKH�LQGXVWU\�LQYROYHG��7KH�JUHDWHU�WKH�H[SRUW�VKDUH�RI�DQ�LQGXVWU\��WKH�PRUH�HIILFLHQW�LW�LV�OLNHO\�WR�EH��DV�WKLV�LV�D�FRQGLWLRQ�IRU�FRQWHVWLQJ�ZRUOG�PDUNHWV�
7DEOH�����3URWHFWLRQ�DQG�7UDGH�6KDUHV�����6HFWRU 1RPLQDO�7DULII (53��� (53 ���<HDU����� ,PSRUWV�$SSDUHQW�FRQVXPSWLRQ ([SRUWV�'RPHVWLF�RXWSXW$JULFXOWXUH � ������9HJHWDEOH�)RRGVWXIIV ��� �� � ���� ��������2WKHU�YHJHWDEOH�SURGXFWV ��� �� � ��� ��������$QLPDO�SURGXFWV ��� �� �� ��� ���0LQLQJ�DQG�4XDUU\LQJ�����2LO� ��� ��� ��� ���� ���������2WKHU ��� �� ��� ���� ���0DQXIDFWXULQJ�����)RRG�SURFHVVLQJ ��� �� ��� ���� ��������&RWWRQ�JLQQLQJ ���� � ��� ���� ���������&RWWRQ�VSLQQLQJ�ZHDYLQJ ���� �� ��� ���� ���������&ORWKLQJ ���� ��� �� ��� �������/HDWKHU ���� �� ��� ��� �������6KRHV ���� ��� �� ��� �������:RRG�SURGXFWV ��� �� ��� ���� �������)XUQLWXUH ���� ��� ��� ��� �������3DSHU�	�SULQWLQJ ���� �� ��� ���� �������&KHPLFDOV ��� ��� ��� ���� �������3HWUROHXP�UHILQLQJ ��� �� ��� ��� ��������5XEEHU�SODVWLF ���� �� ��� ���� �������&HUDPLFV ���� �� �� ���� �������*ODVV ���� �� � ���� �������0LQHUDO�SURGXFWV ���� �� ��� ��� �������,URQ��VWHHO ���� � � ���� �������0DFKLQHU\ ���� �� ��� ���� ��������7UDQVSRUW�HTXLSPHQW ���� �� ��� ���� �������2WKHU ���� �� �� ���� ���0DQXIDFWXULQJ�DYHUDJH �� ��6HUYLFHV����&RQVWUXFWLRQ ��� ������(OHFWULFLW\��JDV ���� �������7UDQVSRUW��VWRUDJH ��� ������+RWHOV��UHVWDXUDQWV ��� ������&RPPXQLFDWLRQV ��� ������)LQDQFH ��� ������'LVWULEXWLRQ �� �����,QVXUDQFH �� �6HUYLFHV�DYHUDJH ��� ������(IIHFWLYH�UDWH�RI�SURWHFWLRQ�LQ�������LQFOXGLQJ�DQ�DVVXPHG�����WDULII�HTXLYDOHQW�IRU�VHUYLFHV�����$VVXPHV�IXOO�LPSOHPHQWDWLRQ�RI�WKH�SDUWQHUVKLS�DJUHHPHQW�EXW�QR�UHGXFWLRQ�LQ�VHUYLFH�WDULII�HTXLYDOHQWV�6RXUFH� .RQDQ�DQG�0DVNXV��������DQG�+RHNPDQ�DQG�'MDQNRY��������$OWKRXJK� LPSRUWV� RI� FORWKLQJ�ZLOO� LQFUHDVH� VXEVWDQWLDOO\� IROORZLQJ� WKH� GHFOLQH� RI�TXDQWLWDWLYH� UHVWULFWLRQV�� VHJPHQWV� RI� WKH� GRPHVWLF� LQGXVWU\� DUH� DOUHDG\� H[SRUWLQJ�
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VXEVWDQWLDOO\�� DQG� WKH� LQGXVWU\� VKRXOG� EH� DEOH� WR�PDLQWDLQ� LWV� FXUUHQW� RXWSXW� �.RQDQ�DQG�0DVNXV���������0RUHRYHU��WKH�(53�IRU�WKLV�LQGXVWU\�UHPDLQV�KLJK�HYHQ�DIWHU�IXOO�LPSOHPHQWDWLRQ� RI� WKH� DJUHHPHQW�� � 7KH� OHDWKHU�� SDSHU� DQG� SULQWLQJ�� FKHPLFDOV� DQG�PDFKLQHU\� LQGXVWULHV� DOVR� KDYH� VLJQLILFDQW� H[SRUW� VDOHV�� DQG� VKRXOG� WKHUHIRUH� ILQG� LW�HDVLHU�WR�DGMXVW�WR�D�PRUH�FRPSHWLWLYH�GRPHVWLF�HQYLURQPHQW��0RVW�RI�WKHVH�LQGXVWULHV�DOVR� FRQIURQW� VXEVWDQWLDO� LPSRUW� FRPSHWLWLRQ�� 2WKHU� LQGXVWULHV� DOUHDG\� VXEMHFW� WR�LPSRUW� FRPSHWLWLRQ� LQFOXGH� IRRG� SURFHVVLQJ�� ZRRG� SURGXFWV�� UXEEHU� DQG� SODVWLFV��FHUDPLFV� DQG� JODVV�� DQG� WUDQVSRUW� HTXLSPHQW�� +RZHYHU�� LQ� VRPH� LQVWDQFHV� WKLV�FRPSULVHV�FRPSRQHQWV�RU�LQSXWV�WKDW�DUH�SURFHVVHG�DVVHPEOHG�LQ�(J\SW��$V�WDULIIV�RQ�WKH�ILQDO�JRRGV�LQYROYHG�DUH�ORZHUHG��WKH�LQFHQWLYH�WR�HQJDJH�LQ�VXFK�SURFHVVLQJ�ZLOO�GHFOLQH��WKLV�LV�SDUWLFXODUO\�OLNHO\�WR�EH�VHHQ�LQ�WKH�PRWRU�YHKLFOH�VHFWRU��ZKLFK�FRQVLVWV�RI�DVVHPEO\�RSHUDWLRQV�$� XVHIXO�PHDVXUH� RI� WKH� LPSDFW� RI� WKH� DJUHHPHQW� RQ� LQGLYLGXDO� LQGXVWULHV� LV� WKH�PDJQLWXGH� RI� WKH� FKDQJH� LQ� HIIHFWLYH� SURWHFWLRQ��7KH� JUHDWHVW� DEVROXWH� GHFOLQHV�ZLOO�RFFXU� IRU� IRRWZHDU��FHUDPLFV�� IXUQLWXUH��JODVV�DQG�JODVV�SURGXFWV��SDSHU�DQG�SULQWLQJ��WUDQVSRUWDWLRQ� HTXLSPHQW�� FORWKLQJ� DQG� IRRG� SURFHVVLQJ� �LQ� WKDW� RUGHU���+RZHYHU�� RI�WKHVH�VHFWRUV��IRRWZHDU��FHUDPLFV��DQG�FORWKLQJ�ZLOO�FRQWLQXH�WR�EHQHILW�IURP�UHODWLYHO\�KLJK�(53V�DW� WKH�HQG�RI�WKH����\HDU�WUDQVLWLRQ�WR�IUHH�WUDGH�ZLWK�WKH�(8��,Q�FRQWUDVW��IXUQLWXUH��SDSHU�DQG�SULQWLQJ�DQG�WUDQVSRUWDWLRQ�HTXLSPHQW²ZKLFK�DOO�KDYH�KLJK�(53V�DW�WKH�SUHVHQW²ZLOO�HQG�XS�ZLWK�QHJDWLYH�HIIHFWLYH�SURWHFWLRQ��,W�FDQ�DOVR�EH�REVHUYHG�WKDW� WKH� GLVSHUVLRQ� LQ� SURWHFWLRQ� DFURVV� VHFWRUV� FRQWLQXHV� WR� EH� KLJK�� ERWK� ZLWKLQ�PDQXIDFWXULQJ��DQG�DV�QRWHG�HDUOLHU��EHWZHHQ�PDQXIDFWXULQJ�DQG�WKH�VHUYLFHV�VHFWRUV�,Q�RWKHU�ZRUGV�� WKH�SDUWQHUVKLS�DJUHHPHQW�ZLOO�FRQWULEXWH�WR�RSHQLQJ�WKH�(J\SWLDQ�HFRQRP\��UHGXFLQJ�WUDQVDFWLRQ�FRVWV��VXEMHFWLQJ�GRPHVWLF�ILUPV�WR�JUHDWHU�FRPSHWLWLRQ��DQG�SRVVLEO\ DWWUDFWLQJ�PRUH�)',��7KH�QHJRWLDWRU�FDQ�VWULYH�IRU�D�EHWWHU�DJUHHPHQW�IRU�(J\SW��DQG�WKH�JRYHUQPHQW�FDQ�KHOS�YLDEOH�LQGXVWULHV�LQ�WKH�DGMXVWPHQW�SURFHVV��0RUH�LPSRUWDQW�SHUKDSV��WKH�JRYHUQPHQW�FDQ�DGRSW�RWKHU�FRPSOHPHQWDU\�SROLFLHV�DW�KRPH�WR�PD[LPL]H�WKH JDLQV�IURP�WKH�DJUHHPHQW�
9���3ROLF\�5HIRUPV�WR�7DNH�)XOO�$GYDQWDJH�RI�WKH�$JUHHPHQW�
(J\SW�KDV�WKH�SRWHQWLDO� WR� MRLQ�WKH�FOXE�RI�IDVW�JURZLQJ�HFRQRPLHV��,W�KDV�WKH�KXPDQ�FDSLWDO�� DQ� DGYDQWDJHRXV�JHRJUDSKLFDO� ORFDWLRQ�� DQG� D�GLYHUVLILHG� LQGXVWULDO� EDVH��$V�
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QRWHG� SUHYLRXVO\�� VLJQLILFDQW� SURJUHVV� KDV� EHHQ�PDGH� RQ�PDFUR�HFRQRPLF� YDULDEOHV��%HLQJ� D�SRRU� HFRQRP\�DOVR�KHOSV��3RRUHU�HFRQRPLHV�FDQ�H[SHFW� WR�JURZ�IDVWHU� WKDQ�ULFKHU�FRXQWULHV�EHFDXVH�RI�ORZHU�FDSLWDO�ODERU�UDWLRV�DQG�KLJKHU�UDWHV�RI�UHWXUQ�RQ�QHZ�LQYHVWPHQWV��ERWK�RI�ZKLFK�DWWUDFW�LQYHVWPHQW��DQG�EHFDXVH�SRRUHU�FRXQWULHV�FDQ�WDNH�DGYDQWDJH�RI�WHFKQRORJLFDO�DGYDQFHV�DOUHDG\�PDGH�E\�WKH�ULFKHU�FRXQWULHV�&RQYHUJHQFH� WHQGHQFLHV�� KRZHYHU�� DUH� QRW� DXWRPDWLF��0XFK� GHSHQGV� RQ�ZKHWKHU�SROLF\�PDNHUV�DGRSW�DSSURSULDWH�HFRQRPLF�SROLFLHV�DQG�LQVWLWXWLRQV��%HIRUH�ORRNLQJ�DW�ZKDW� WKH� (J\SWLDQ� SROLF\� PDNHUV� FRXOG� GR� WR� FDSLWDOL]H� RQ� DQG� FRPSOHPHQW� WKH�SDUWQHUVKLS� DJUHHPHQW� LQ� WKH� PHGLXP� WHUP�� LW� LV� XVHIXO� WR� FRQVLGHU� WKH� VDYLQJV�LQYHVWPHQW�SRVVLELOLWLHV�LQ�(J\SW�LQ�WKH�VKRUW�UXQ�
9����6DYLQJV�DQG�LQYHVWPHQW�LQ�WKH�VKRUW�UXQ
:H�VWDUW�ZLWK� WKH�DVVXPSWLRQ� WKDW�(J\SW�VKRXOG�JURZ�E\�DW� OHDVW���SHUFHQW�DQQXDOO\��7KLV�UHTXLUHV� WKUHH�WKLQJV������ERRVWLQJ�WKH�LQYHVWPHQW�UDWH�IURP�DERXW����SHUFHQW�RI�*'3� WR����SHUFHQW�� DQG� VHFXULQJ� FRUUHVSRQGLQJ� LQFUHDVHV� LQ� VDYLQJV²GRPHVWLF� DQG�IRUHLJQ²WR� ILQDQFH� LW�� ���� DOORFDWLQJ� UHVRXUFHV� WR� WKHLU�PRVW� HIILFLHQW� XVHV�� DQG� ����LQYLJRUDWLQJ� WKH� HIILFLHQF\� RI� WKH� FDSLWDO� VWRFN�� FXUUHQW� DQG� QHZ�� $OO� WKLV� PXVW� EH�DFKLHYHG�ZLWKRXW�FRPSURPLVLQJ�ILQDQFLDO�VWDELOLW\�$OO� WROG�� WKHUH� LV� VRPH� URRP� IRU� PRELOL]LQJ� DGGLWLRQDO� VDYLQJV� LQ� WKH� VKRUW� UXQ��PDLQO\� IURP� SULYDWL]DWLRQ� RI� 62(V� DQG� DWWUDFWLQJ� PRUH� )',�� +RZHYHU�� PRELOL]LQJ�VDYLQJV� DQG� LQYHVWPHQW� WR� OHYHOV� FRPSDUDEOH� WR� WKRVH� RI� WKH� IDVW�JURZLQJ�6RXWKHDVW�$VLDQ�HFRQRPLHV�LV�RXW�RI�UHDFK�LQ�WKH�VKRUW�UXQ��)RU�(J\SW�WR�PDNH�WKH�TXDQWXP�VKLIW�QHFHVVDU\� WR� DFKLHYH� D� VXVWDLQDEOH� UDWH� RI� JURZWK�RI���SHUFHQW�� D� VLJQLILFDQW� VKLIW� LQ�RULHQWDWLRQ� LV� QHFHVVDU\�� +LJKHU� GRPHVWLF� VDYLQJV� FDQ� FRPH� IURP� WKH� JRYHUQPHQW�VHFWRU��WKH�62(�VHFWRU��RU�WKH�SULYDWH�VHFWRU��([SHULHQFH�KDV�VKRZQ�WKDW�WKH�UHVSRQVH�RI�SULYDWH� VHFWRU� VDYLQJV� LV� ERWK�XQFHUWDLQ� LQ�PDJQLWXGH�DQG�GXUDWLRQ��DQG�JHQHUDOO\�IROORZV� JURZWK�� *UHDWHU� JRYHUQPHQW� VDYLQJV� ZLOO� UHTXLUH� KLJKHU� WD[HV� RU� ORZHU�H[SHQGLWXUH�� +LJKHU� WD[HV� ZRXOG� EH� LQFRQVLVWHQW� ZLWK� HIIRUWV� WR� LQGXFH� LQYHVWPHQW��ZKLOH�WKH�URRP�IRU�UHGXFLQJ�JRYHUQPHQW�H[SHQGLWXUH�LV�QDUURZ��JLYHQ�WKDW�UHDO�ZDJHV�RI�WKH�FLYLO�VHUYLFH�KDYH�DOUHDG\�EHHQ�HURGHG�DQG�XQHPSOR\PHQW�LQ�WKH�FRXQWU\�LV�KLJK��,Q�DGGLWLRQ��WKH�EXGJHW�ZLOO��LQ�DQ\�HYHQW��ORVH�UHYHQXH�IURP�WDULII�FXWV��$FFRUGLQJO\��WKH� VFRSH� IRU�KLJKHU�JRYHUQPHQW� VDYLQJV� LQ� WKH� VKRUW� UXQ� LV� OLPLWHG��7KLV� OHDYHV� WKH�62(� VHFWRU� DV� WKH� PDLQ� SRWHQWLDO� VRXUFH� RI� KLJKHU� GRPHVWLF� VDYLQJV�� $GGLWLRQDO�
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VDYLQJV� IURP�SULYDWL]DWLRQ�� OLTXLGDWLRQ�RI� ORVV�PDNLQJ�FRPSDQLHV��DQG�UHIRUPLQJ� WKH�UHPDLQLQJ� 62(V� ZRXOG� DPRXQW� WR� VRPH� �� SHUFHQWDJH� SRLQWV� RI� *'3�� %XW� WKH�SULYDWL]DWLRQ� SURFHVV� LV� XQLYHUVDOO\� VORZ�� DQG� VXFK� VDYLQJV� ZLOO� WDNH� WLPH� WR�PDWHULDOL]H�,QYHVWPHQW�PLQXV�GRPHVWLF�VDYLQJV�HTXDOV� WKH�FXUUHQW�DFFRXQW��$�FXUUHQW�DFFRXQW�GHILFLW� FDQ� E\� ILQDQFHG� E\�� �L�� UXQQLQJ� GRZQ� UHVHUYHV�� �LL�� ERUURZLQJ� PRUH� IURP�DEURDG�� RU� �LLL�� DWWUDFWLQJ� PRUH� IRUHLJQ� GLUHFW� LQYHVWPHQW�� (J\SW¶V� UHVHUYHV� DUH�FXUUHQWO\�DW�86������ELOOLRQ��HTXDO�WR����PRQWKV¶�LPSRUW�FRYHU��$�WDUJHW�RI����PRQWKV¶�FRYHU� ZRXOG� DOORZ� IRU� URRP� WR� UXQ� GRZQ� UHVHUYHV� WR� DERXW�86�� ��� ELOOLRQ� �ZKLFK�FRXOG� EH� WKH� DYHUDJH� LPSRUW� OHYHO� DV� JURZWK� SLFNV� XS���%XW� WKLV� FDQ� RQO\� SURYLGH� D�RQH�RII� VRXUFH� RI� VDYLQJV� �RI�� VD\�� ���� SHUFHQW� RI� *'3��� %RUURZLQJ� IURP� DEURDG��WKRXJK�IHDVLEOH�WR�VRPH�GHJUHH��ZRXOG�DGG�WR�WKH�GHEW�VHUYLFH�EXUGHQ�LQ�WKH�IXWXUH��WKH�FXUUHQW� OHYHO� RI� IRUHLJQ� GHEW� LV� DERXW�86�� ��� ELOOLRQ�� RU� ��� SHUFHQW� RI�*'3��� 7KLV�OHDYHV�)',�DV� WKH�PRVW� OLNHO\�FDQGLGDWH�IRU�SURYLGLQJ�DGGLWLRQDO�VDYLQJV�LQ� WKH�VKRUW�UXQ�� 2I� WKH� ���SHUFHQWDJH� SRLQW� LQFUHDVH� LQ� DJJUHJDWH� LQYHVWPHQW� QHHGHG� WR� ERRVW�JURZWK�� DERXW� KDOI�ZRXOG�KDYH� WR�EH� ILQDQFHG�E\�)',��7KLV�ZRXOG� DPRXQW� WR� DERXW�/(���ELOOLRQ�RU�86�����ELOOLRQ� LQ�DQQXDO� LQIORZV�RI )',��ZKLFK� LV�VHYHUDO� WLPHV� WKH�FXUUHQW� LQIORZ�� 7KH� SROLF\� HIIRUW� UHTXLUHG� WR� DWWUDFW� VXFK� IORZV� LV� FRQVLGHUDEOH� DQG�XQOLNHO\�WR�EH�IHDVLEOH�LQ�WKH�VKRUW�UXQ�
9����&RPSOHPHQWDU\�SROLFLHV�WR�DFKLHYH�KLJK�VXVWDLQDEOH�JURZWK�LQ�WKH�PHGLXP�UXQ
+RZ�WKHQ�FDQ�(J\SW�PDNH�WKH�GHVLUDEOH�TXDQWXP�VKLIW�LQ�SROLFLHV�WR�DFKLHYH�WKH�UDSLG�DQG�VXVWDLQDEOH�JURZWK�DFKLHYHG�E\�WKH�IDVW�JURZLQJ�FRXQWULHV"�7R�UHLWHUDWH��(J\SW�LV�LQ� D� JRRG� SRVLWLRQ� WR� DGRSW� VXFK� UHIRUPV�� ,W� KDV� D� VWDEOH� SROLF\� HQYLURQPHQW� DQG�ILQDQFLDO�VWDELOLW\ �LQIODWLRQ�LV�OHVV�WKDQ����SHUFHQW��UHVHUYHV�DUH�VLJQLILFDQW���7KH�NH\�SUREOHPV�DUH� WKDW� WKH�VL]H�RI� WKH�JRYHUQPHQW� LV� WRR�ODUJH�WR� LQGXFH�VDYLQJV��PDUNHWV�DUH�WRR�FORVHG�WR�SURPRWH�H[SRUWV�RI�PDQXIDFWXUHG�JRRGV��DQG�GRPHVWLF�FRPSHWLWLRQ�LV�LPSHGHG�IXUWKHU�E\�WKH�GRPLQDQFH�RI�62(V��7KH�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8�ZLOO�KHOS�VRPHZKDW�LQ�UHOD[LQJ�VRPH�RI�WKHVH�FRQVWUDLQWV��EXW�VLJQLILFDQW�FKDQJHV�WKDW�JR�EH\RQG�WKH�DJUHHPHQW�DUH�QHHGHG�WR�PRYH�DKHDG�

� 7KLV�LV�D�FRQVHUYDWLYH�HVWLPDWH��DQG�LV�EDVHG�RQ�D�VLPXODWLRQ�FDUULHG�RXW�IRU�,QGLD���6HH�:RUOG�%DQN��������
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6DYLQJV��LQYHVWPHQW�DQG�VL]H�RI�JRYHUQPHQW� 3HUKDSV�WKH�PRVW�LPSRUWDQW�GLVLQFHQWLYH�WR�JUHDWHU�VDYLQJV�DQG�LQYHVWPHQW�LV�WKH�VL]H�RI�WKH�SXEOLF�VHFWRU��7KH�UROH�RI�WKH�VWDWH�LQ� (J\SW� LV� SHUYDVLYH�� $V� QRWHG� DOUHDG\�� JRYHUQPHQW� H[SHQGLWXUH� LV� ��� SHUFHQW��FRPSDUHG� WR� ��� SHUFHQW� LQ� WKH� IDVW�JURZLQJ� HFRQRPLHV��7KH� VL]H� RI� WKH�62(� VHFWRU�UHODWLYH� WR� *'3� LV� ��� SHUFHQW�� FRPSDUHG� ZLWK� WKH� ZRUOG� DYHUDJH� IRU� GHYHORSLQJ�HFRQRPLHV�RI����SHUFHQW��:RUOG�%DQN������G���1RW�VXUSULVLQJO\��GRPHVWLF�VDYLQJV�DUH�DERXW�KDOI�WKH�DYHUDJH�IRU�WKH�IDVW�JURZLQJ�HFRQRPLHV��7R�LQFUHDVH�GRPHVWLF�VDYLQJV��WKHUH�LV�QR�ZD\�EXW�WR�UHGXFH�WKH�VL]H�RI�JRYHUQPHQW�H[SHQGLWXUH�DQG�WD[HV��DV�ZHOO�DV�WKH�VL]H�RI�WKH�62(�VHFWRU�/RZHU� WD[HV� ZRXOG� QRW� RQO\� LQFUHDVH� VDYLQJV�� LW� ZRXOG� DOVR� KHOS� WR� LQFUHDVH�LQYHVWPHQW��$�QHFHVVDU\�FRQGLWLRQ�LV� WKDW� WKH�HQYLURQPHQW� LV�FRQGXFLYH��7R�LPSURYH�WKH�HQYLURQPHQW��WKHUH�LV�D�QHHG�IRU�VLPSOLI\LQJ�DQG�XQLI\LQJ�WKH�LQYHVWPHQW�ODZ��7KLV�VLPSOLILFDWLRQ�� KRZHYHU�� VKRXOG� QRW� EH� SXUVXHG� E\� JLYLQJ� PXOWLSOH� DQG� GLVWRUWLQJ�LQFHQWLYHV�IRU�DOO�YDULHW\�RI�UHDVRQV�WKDW�DUH�KDUG�WR�LPSOHPHQW�IDLUO\��DV�HQYLVDJHG�LQ�WKH� FXUUHQW� GUDIW� FRPSDQ\� ODZ� �RU� LQYHVWPHQW� ODZ���5DWKHU�� LW� VKRXOG�EH�SXUVXHG�E\�IXUWKHU�UHGXFWLRQ�DQG�XQLILFDWLRQ�RI�FRUSRUDWH�WD[�UDWHV��DQG�SURYLGLQJ�LQIUDVWUXFWXUH�LQ�QHZ�LQGXVWULDO�JHRJUDSKLFDO�ORFDWLRQV�GHVHUYLQJ�SURPRWLRQ��WR�DGGUHVV�WKH�SUREOHP�RI�FRQJHVWLRQ� LQ� ODUJH� FLWLHV�� ,QGXFLQJ� LQYHVWPHQW� FRXOG� DOVR� EH� SXUVXHG� HIIHFWLYHO\�E\�WD[�DGPLQLVWUDWLRQ� UHIRUP��ZLWK�D�YLHZ�WR� UHGXFLQJ�GLVFUHWLRQ� LQ� LPSOHPHQWDWLRQ��7R�SDUWLDOO\� RIIVHW� WKH� UHGXFWLRQV� LQ� FRUSRUDWH� WD[ UDWHV�� HIIRUW� VKRXOG� EH� PDGH� WR�PRGHUQL]H� WKH� WD[� V\VWHP� DQG�PRYH� TXLFNO\� RQ�9$7� WR�ZLGHQ� WKH� WD[� EDVH�� ,Q� WKH�SURFHVV�RI�UHVWUXFWXULQJ�WD[HV�DQG�H[SHQGLWXUH��HIIRUW�VKRXOG�EH�PDGH�WR�VSHQG�OHVV�RQ�UH�GLVWULEXWLYH� WUDQVIHUV� DQG� PRUH� RQ� SULPDU\� HGXFDWLRQ�� KHDOWK� DQG� LQIUDVWUXFWXUH�SURMHFWV�QRW�XQGHUWDNHQ�E\�WKH�SULYDWH�VHFWRU�7KH� JUDGXDO� UHGXFWLRQ� RI� WDULIIV� WKDW� ZLOO� EH� LPSOHPHQWHG� XQGHU� WKH� SDUWQHUVKLS�DJUHHPHQW� ZLOO� UHVXOW� LQ� D� UHGXFWLRQ� LQ� WKH� HIIHFWLYH� OHYHO� RI� WD[DWLRQ� DQG� D� IDOO� LQ�JRYHUQPHQW� UHYHQXHV� �DVVXPLQJ� DZD\� DQ\� RIIVHWWLQJ� UHYHQXH� HIIHFWV� UHVXOWLQJ� IURP�JUHDWHU�HFRQRPLF�DFWLYLW\���+HUH��WKH�JRYHUQPHQW�KDV�WZR�FKRLFHV������VHHN�WR�UHSODFH�WKH� ORVW� WDULII� UHYHQXH� WKURXJK� WKH� LPSRVLWLRQ� RI� DOWHUQDWLYH� LQGLUHFW� WD[HV� �VXFK� DV�*67�RU�D�IXWXUH�9$7���RU�����UHGXFH�H[SHQGLWXUHV�LQ�OLQH�ZLWK�WKH�JUDGXDO�IDOO�LQ�WDULII�UHYHQXH��,Q�RXU�YLHZ��WKH�ODWWHU�RSWLRQ�LV� LQ� WKH�EHVW� LQWHUHVWV�RI� WKH�HFRQRP\�IURP�D�JURZWK� SHUVSHFWLYH�� 7DULII� UHYHQXH� IURP� WKH� (8� LQ� �����ZDV� �����PLOOLRQ� 7DNLQJ�LQWR�DFFRXQW�WKDW�(8�LPSRUW�PDUNHW�VKDUH�ZLOO�H[SDQG��WKH�UHYHQXH�ORVV�DW�WKH�HQG�RI�
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WKH�WUDQVLWLRQ�LV�OLNHO\�WR�EH�RQ�WKH�RUGHU�RI������ELOOLRQ��RU���SHUFHQW�RI�*'3��7KLV�LV�QRW� QHJOLJLEOH�� EXW� DOWHUQDWLYH� VRXUFHV� RI� VDYLQJV� �LQFRPH�� DUH� UHDGLO\� DYDLODEOH��SULYDWL]DWLRQ�EHLQJ�WKH�PRVW�LPSRUWDQW�
2SHQQHVV�DQG�PDQXIDFWXUHG�H[SRUWV� $V�PHQWLRQHG�EHIRUH��(J\SW¶V�WDULIIV�DUH�KLJK��WKH�FROOHFWHG�DYHUDJH�EHLQJ�PRUH� WKDQ�GRXEOH� WKDW�RI�PDQ\�IDVW�JURZLQJ�HFRQRPLHV��(IILFLHQF\�JDLQV�DV�ZHOO�DV�WKH�VKLIW�RI�UHVRXUFHV�LQWR�H[SRUW�VHFWRUV�UHTXLUH�D�JUDGXDO�SUH�DQQRXQFHG�ORZHULQJ�RI�WDULIIV�RQ�JRRGV�WKDW�RULJLQDWH�LQ�QRQ�(8�FRXQWULHV�LQ�RUGHU�WR�H[SRVH�GRPHVWLF� ILUPV� WR� LQWHUQDWLRQDO�FRPSHWLWLRQ��)UHH�]RQHV�� WD[�KROLGD\V��DQG�RWKHU� VHOHFWLYH� W\SHV� RI� OLEHUDOL]DWLRQ�ZLOO� QRW� KHOS�� 7KH� REMHFWLYH�PXVW� EH²WDNLQJ�LQWR� DFFRXQW� WKH� FRQVWUDLQWV²WR� FRQYHUW� WKH� ZKROH� FRXQWU\� LQWR� D� IUHH� ]RQH� RU�VRPHWKLQJ�FORVH�WR�RQH��0RUH�XQLIRUP�WDULIIV�DQG�WDULII�UHGXFWLRQV�PXVW�EH�LQWURGXFHG��JLYHQ� WKH� HYROYLQJ� UHJLRQDO� HQYLURQPHQW� DQG� WKH� LPPLQHQW� FRQFOXVLRQ� RI WKH�SDUWQHUVKLS�QHJRWLDWLRQV�ZLWK�WKH�(8�$�VLJQLILFDQW�UHGXFWLRQ�LQ�0)1�WDULIIV�ZLOO�UHGXFH�SRWHQWLDO�WUDGH�GLYHUVLRQ�LQGXFHG�E\�WKH�SDUWQHUVKLS�DJUHHPHQW��VXEMHFW�LQGXVWULHV�WR�JUHDWHU�FRPSHWLWLRQ�DQG�WKXV�LQGXFH�HIILFLHQF\�HQKDQFLQJ� PHDVXUHV�� 6LPXODWLRQ� PRGHOV� VKRZ� WKDW� WKHUH� DUH� RSSRUWXQLW\�FRVWV� DVVRFLDWHG� ZLWK� SUHIHUHQWLDO� OLEHUDOL]DWLRQ�� )RU� H[DPSOH�� .RQDQ� DQG� 0DVNXV��������FRQFOXGH� WKDW� LI�(J\SW�ZHUH� WR�H[WHQG�IUHH� WUDGH� WR� WKH�ZRUOG��ZHOIDUH�ZRXOG�LQFUHDVH�E\�����SHUFHQW�RI�*'3��$OWHUQDWLYHO\��LI D�XQLIRUP��QRQGLVFULPLQDWRU\�WDULII�RI����SHUFHQW�ZHUH�LPSRVHG��ZHOIDUH�ZRXOG�ULVH�E\�����SHUFHQW��7KLV�LOOXVWUDWHV�WKH�JDLQV�WKDW�FDQ�EH�REWDLQHG�E\�H[WHQGLQJ�WKH�SDUWQHUVKLS�DJUHHPHQW�JUDGXDOO\�RYHU�WLPH�WR�WKH�UHVW�RI�WKH�ZRUOG�5HGXFLQJ� KXE�DQG�VSRNH LQYHVWPHQW� GLYHUVLRQ� LQFHQWLYHV� LV� DOVR� LPSRUWDQW��RWKHUZLVH�D�IUHH�WUDGH�DJUHHPHQW�PD\�FUHDWH�LQFHQWLYHV�IRU�ILUPV�QRW WR�LQYHVW�LQ�(J\SW�EXW�WR�ORFDWH�LQ�WKH�FHQWHU��KXE��RI�WKH�QHWZRUN�RI�(8�WUDGH�DJUHHPHQWV��L�H���(XURSH���7UDGH� EDUULHUV� DJDLQVW� UHJLRQDO� WUDGLQJ� SDUWQHUV� VKRXOG� EH� HOLPLQDWHG� DV� UDSLGO\� DV�SRVVLEOH�WR�HQFRXUDJH�LQYHVWPHQW�E\�GRPHVWLF�DQG�IRUHLJQ�ILUPV�WKDW�DUH�LQWHUHVWHG�LQ�VHUYLFLQJ�UHJLRQDO�PDUNHWV�DQG�ZDQW�WR�EHQHILW�IURP�(J\SW¶V�JHRJUDSKLFDO�ORFDWLRQ�DQG�UHODWLYHO\� GLYHUVLILHG� LQGXVWULDO� EDVH�� 7KH� JRYHUQPHQW� LV� FRJQL]DQW� RI� WKLV� LVVXH� DQG�KDV� LQLWLDWHG� WDONV� ZLWK� QHLJKERULQJ� $UDE� FRXQWULHV� WR� DJUHH� RQ� FRPPRQ� UXOHV� RI�RULJLQ��,W�LV�QHFHVVDU\�WR�JR�EH\RQG�WKLV�DQG�SXUVXH�UHJLRQDO�IUHH�WUDGH�



(&(6B:3���*DODO	+RHNPDQ�����

��

:LWK� UHVSHFW� WR� WKH� H[FKDQJH� UDWH�� LW� PD\� KDYH� EHHQ� ZLVH� WR� XVH� WKH� UDWH� DV� D�QRPLQDO�DQFKRU�RI�UHIRUP�WR�FXUE�LQIODWLRQ�LQ�WKH�HDUO\�VWDJHV�RI�WKH�HFRQRPLF�UHIRUP�SURJUDP�� +RZHYHU�� WKH� FXUUHQW� SROLF\� LV� QRW� VXVWDLQDEOH� LQ� WKH� PHGLXP� UXQ��$FFXPXODWHG�DSSUHFLDWLRQ�ZLOO�HYHQWXDOO\�UHGXFH�WKH�FRPSHWLWLYHQHVV�RI�H[SRUWV��DQG�HQFRXUDJH� FRQVXPSWLRQ� E\� LQFUHDVLQJ� LPSRUWV�� WKXV� ORZHULQJ� GRPHVWLF� VDYLQJV��LQYHVWPHQW� DQG� JURZWK�� 0RUHRYHU�� DV� WKH� HFRQRP\� DSSURDFKHV� IXOOHU� HPSOR\PHQW��IL[LQJ�WKH�H[FKDQJH�UDWH�PHDQV�WKDW�GRPHVWLF�SULFHV�ZLOO�ULVH��ZKLFK�ZLOO�JLYH�ULVH�WR�IXUWKHU�UHDO�H[FKDQJH�UDWH�DSSUHFLDWLRQ��7KH�FRVW�RI�GHIHUULQJ�GHYDOXDWLRQ�DQG�DGRSWLRQ�RI�D�PRUH� IOH[LEOH�H[FKDQJH�UDWH�SROLF\�FDQ�EH�YHU\�KLJK��&DUGRVR�������� LOOXVWUDWHV�WKH�GLUH�FRQVHTXHQFHV�RI� IODZHG�H[FKDQJH� UDWH�SROLF\�E\�FLWLQJ� WKH�&KLOHDQ�FULVLV� LQ�WKH�ODWH�VHYHQWLHV�DQG�HDUO\�HLJKWLHV��ZKHUH�*'3�GURSSHG�E\����SHUFHQW��DQG�WKH������0H[LFDQ�FULVLV��ZKHUH�*'3�GURSSHG�E\���SHUFHQW���(J\SW�VKRXOG�QRW�WUDYHO�WKDW�SDWK��7KH�H[FKDQJH�UDWH�LVVXH�VKRXOG�EH�DGGUHVVHG�VRRQHU�UDWKHU�WKDQ�ODWHU��HVSHFLDOO\�VLQFH�GHOD\�ZRXOG�PDNH� LW�KDUGHU� WR�DGMXVW��7KH�JRYHUQPHQW�FRXOG�JUDGXDOO\�PRYH�IURP�D�IL[HG�H[FKDQJH�UDWH�UHJLPH�WR�D�FUDZOLQJ�SHJ�UHJLPH��ZKHUHE\�WKH�(J\SWLDQ�SRXQG�LV�OLQNHG� WR�D� VHW�RI�KDUG�FXUUHQFLHV��7KLV� W\SH�RI� UHIRUP�KDV� UHFHQWO\�EHHQ�DGRSWHG�E\�FRXQWULHV�VXFK�DV�WKH�&]HFK�5HSXEOLF�
&RPSHWLWLRQ�DQG�SULYDWH�VHFWRU�OHG�JURZWK� 7KH�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8�ZLOO� SURJUHVVLYHO\� LQFUHDVH� WKH� FRPSHWLWLYH� SUHVVXUH� RQ� LQGXVWULDO� SURGXFHUV� WKURXJK�WUDGH� OLEHUDOL]DWLRQ��+RZHYHU��ZLWK� WKH� VL]H� RI� WKH� 62(� VHFWRU� LQ�(J\SW� EHLQJ� WKUHH�WLPHV� WKH� DYHUDJH� RI� GHYHORSLQJ� FRXQWULHV�� FRPSHWLWLRQ� ZLOO� DOPRVW� DOZD\V� EH�FRPSURPLVHG�� 7R� HQKDQFH� FRPSHWLWLRQ�� SULYDWL]DWLRQ� RI� DW� OHDVW� WZR� WKLUGV� RI� WKH�FXUUHQW� 62(� VHFWRU� HQWHUSULVHV� VKRXOG� EH� SXUVXHG�� 3ULYDWL]DWLRQ� ZLOO� LQFUHDVH� WKH�HIILFLHQF\� RI� XWLOL]LQJ� H[LVWLQJ� FDSLWDO� VWRFN� DQG� DUUHVW� WKH� IORZ� RI� UHVRXUFHV� WR�XQYLDEOH�HQWHUSULVHV��ERWK�RI�ZKLFK�ZRXOG�LQFUHDVH�VDYLQJV���,W�ZRXOG�DOVR�VLJQDO�WKH�ZLWKGUDZDO� RI� JRYHUQPHQW� IURP� FHUWDLQ� VHFWRUV� RI� HFRQRPLF� DFWLYLW\�� (TXDOO\�LPSRUWDQW��SULYDWL]DWLRQ�ZRXOG�LQFUHDVH�SULYDWH�LQYHVWPHQW�DQG�DWWUDFW�)',�:KLOH�WKH�VDOH�RI�WKH�FRPSDQLHV�DOUHDG\�WUDGLQJ�RQ�WKH�VWRFN�PDUNHW�PD\�VHUYH�DV�D�VWDUW��DWWUDFWLQJ�)',�UHTXLUHV�D�³ODQGPDUN´�SULYDWL]DWLRQ��,Q�RWKHU�ZRUGV��SULYDWL]DWLRQ�ZRXOG� KDYH� WR� EH� ZLGHQHG� WR� HQFRPSDVV� LQIUDVWUXFWXUH�� SDUWLFXODUO\�WHOHFRPPXQLFDWLRQV� DQG� SRUW� VHUYLFHV� �ZKLFK�ZRXOG� KHOS� LPSURYH� WKH� HIILFLHQF\� RI�
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H[SRUWV���7KH�VDOH�LWVHOI�FDQ�EH�FRQGLWLRQHG�XSRQ�FRPPLWPHQW�WR�H[SDQG�RQ�WKH�SDUW�RI�WKH�EX\HUV��DV�KDSSHQHG�LQ�&KLOH�DQG�0H[LFR�)RU� SULYDWL]DWLRQ� WR� EH� VXFFHVVIXO� LQ� HQKDQFLQJ� GRPHVWLF� VDYLQJV� DQG� DWWUDFWLQJ�IRUHLJQ� LQYHVWPHQW�� WZR� PDLQ� FRQGLWLRQV� KDYH� WR� EH� PHW�� )LUVW�� SULYDWL]DWLRQ� LQ�LQIUDVWUXFWXUH� VKRXOG� EH� SUHFHGHG� E\� LQWURGXFLQJ� FRPSHWLWLRQ� LQ� SRWHQWLDOO\�FRPSHWLWLYH�PDUNHWV��XQEXQGOLQJ�H[LVWLQJ�FRPSDQLHV��DGRSWLQJ�DSSURSULDWH�UHJXODWRU\�UXOHV��IRU�H[DPSOH��ZLWK�UHVSHFW�WR�SULFHV�DQG�LQWHUFRQQHFWLRQ��DQG�FUHDWLQJ�JHQXLQHO\�LQGHSHQGHQW�UHJXODWRU\�ERGLHV��6HFRQG��WKH�UHYHQXH�IURP�SULYDWL]DWLRQ�VKRXOG�EH�XVHG�WR� UHWLUH� SXEOLF� GHEW�� 7KLV� ZLOO� UHOLHYH� WKH� JRYHUQPHQW� EXGJHW� IURP� WKH� EXUGHQ� RI�VHUYLFLQJ�WKH�GHEW��DQG�WKXV�HQKDQFH�SXEOLF�VDYLQJV�úù
9,���&RQFOXVLRQV
7KH�SDUWQHUVKLS� DJUHHPHQW�KDV� WKH�SRWHQWLDO� RI� SOD\LQJ� D� FDWDO\WLF� UROH� LQ� LQFUHDVLQJ�WKH�RSHQQHVV�RI�WKH�(J\SWLDQ�HFRQRP\��DWWUDFWLQJ�)',��DQG�VLJQDOLQJ�WKH�JRYHUQPHQW¶V�FRPPLWPHQW�WR�UHIRUP��7KH�DJUHHPHQW�LV�D�WRRO��QRW�DQ�HQG�LQ�LWVHOI��,W�PXVW�EH�XVHG�WR�KHOS�DFKLHYH�ZKDW�(J\SW�QHHGV�PRVW���D�KLJK�UDWH�RI�HFRQRPLF�JURZWK��7KLV�ZLOO�QRW�EH�DFKLHYHG� WKURXJK� WKH�SDUWQHUVKLS� DJUHHPHQW� DORQH�� UDWKHU�� WKH�SDUWQHUVKLS�DJUHHPHQW�VKRXOG� EH� MXVW� RQH� �DOEHLW� LPSRUWDQW�� FRPSRQHQW� RI� D� EURDGHU� JURZWK� VWUDWHJ\�� 7R�UHGXFH�XQFHUWDLQW\�LW�LV�FUXFLDO�WKDW�WKH�ORQJ�WHUP�SROLF\�SDWK�LV�VSHOOHG�RXW�FOHDUO\�DQG�GHEDWHG�SXEOLFO\�,QFUHDVLQJ� VDYLQJV� DQG� LQYHVWPHQW� LQ� SURGXFWLYH� DFWLYLWLHV� LV� NH\� LQ� WKH�PHGLXP�WHUP��)RU�WKLV��(J\SW�VKRXOG�LQFUHDVH�SXEOLF�VHFWRU�VDYLQJV��E\�UHGXFLQJ�WKH�VL]H�RI�WKH�SXEOLF�VHFWRU��DQG�UHGXFLQJ�WKH�WD[�EXUGHQV��E\�ORZHULQJ�WD[�UDWHV�DQG�LPSURYLQJ�WD[�DGPLQLVWUDWLRQ��� ,Q� DGGLWLRQ�� D� FRPSUHKHQVLYH� SULYDWL]DWLRQ� HIIRUW� LV� FUXFLDO� IRU�IRVWHULQJ�QDWLRQDO�VDYLQJV��SXEOLF�DQG�SULYDWH���HQFRXUDJLQJ�SULYDWH�VHFWRU�LQYHVWPHQW�DQG�WKH�UHSDWULDWLRQ�RI�IOLJKW�FDSLWDO��*UHDWHU�RSHQQHVV�DQG�H[FKDQJH�UDWH�UHIRUPV�DUH�DOVR� HVVHQWLDO� IRU� IRVWHULQJ� VDYLQJV� DQG� GRPHVWLF� FRPSHWLWLRQ� DQG� SURPRWLQJ�PDQXIDFWXUHG�H[SRUWV�7KH�SDUWQHUVKLS�DJUHHPHQW�ZLOO�KHOS�LQ�HQFRXUDJLQJ�LQYHVWPHQW�DQG�LPSURYLQJ�WKH�DOORFDWLRQ�RI� UHVRXUFHV��7KH�LPSDFW�DQG�XVHIXOQHVV�RI� WKH�SDUWQHUVKLS�DJUHHPHQW�ZLOO�EH�JUHDWHVW�LI�LWV�UHDFK�H[WHQGV�WR�LQYHVWPHQW��JXDUDQWHHLQJ�WKH�ULJKW�RI�HVWDEOLVKPHQW��
úù 7KH�SURFHHGV�VKRXOG�QRW�EH�XVHG�WR�UHVWUXFWXUH�SXEOLF�HQWHUSULVHV��VDYH�WKH�QHFHVVDU\�FRVW�RI�IDFLOLWDWLQJ�SULYDWL]DWLRQ��H�J���ODERU�FRPSHQVDWLRQ��
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DQG� WKH� OLEHUDOL]DWLRQ� RI� VHUYLFH� PDUNHWV�� 7KH� ULJKW� RI� HVWDEOLVKPHQW� LV� FULWLFDO� IRU�FDSLWDO� LQIORZV�� /LEHUDOL]DWLRQ� RI� VHUYLFHV� LV� UHTXLUHG� WR� HQKDQFH� GRPHVWLF�FRPSHWLWLRQ�� H[SDQG� LQYHVWPHQW� RSSRUWXQLWLHV�� DQG� SURYLGH� GRPHVWLF� PDQXIDFWXUHUV�ZLWK� WKH� ORZ�FRVW�� KLJK�TXDOLW\� SURGXFHU� VHUYLFHV� WKH\� QHHG� LQ� RUGHU� WR� EH� DEOH� WR�FRPSHWH�RQ�ZRUOG�PDUNHWV�3UHIHUHQWLDO� OLEHUDOL]DWLRQ� LV� LQ� SULQFLSOH� D� VXERSWLPDO� DSSURDFK� WR� UHGXFLQJ� WUDGH�EDUULHUV��DV� LW�JLYHV�ULVH� WR� WUDGH�GLYHUVLRQ��7KH�JUHDWHU� WKH�HOLPLQDWLRQ�RI�WUDQVDFWLRQ�FRVWV� LQ� WKH� FRQWH[W� RI� WKH� SDUWQHUVKLS� DJUHHPHQW�� DQG� WKH� PRUH� OLEHUDOL]DWLRQ� LV�JHQHUDOL]HG� WR�DOO� WUDGLQJ�SDUWQHUV�RYHU� WLPH�� WKH�PRUH�VXFK�GLYHUVLRQ�ZLOO�EH�RIIVHW��7KLV� LPSOLHV�D� OHYHUDJLQJ�RI� WKH�SDUWQHUVKLS�DJUHHPHQW��6LPXODWLRQ�VWXGLHV²RI�ERWK�(J\SW� DQG� RWKHU� FRXQWULHV� LQ� WKH� UHJLRQ²VKRZ� WKDW� WKH� DGMXVWPHQW� FRVWV� RI� D�QRQGLVFULPLQDWRU\� DSSURDFK� WR� OLEHUDOL]DWLRQ� DUH� QRW� VLJQLILFDQWO\� KLJKHU� WKDQ� ZKDW�ZLOO� EH� LQFXUUHG�XQGHU� WKH�SDUWQHUVKLS� DJUHHPHQW��+RZHYHU�� WKH�DGGLWLRQDO�JDLQV�DUH�VXEVWDQWLDO�/DVW�EXW�QRW�OHDVW��WKH�VHW�RI�UHFRPPHQGHG�SROLF\�UHIRUPV�VKRXOG�EH�GHVLJQHG�DQG�SXUVXHG� LQ� D� FUHGLEOH�� FRPSUHKHQVLYH� DQG� FRQVLVWHQW� IDVKLRQ� WR� EH� VXFFHVVIXO�� 7KH�SROLF\�LQLWLDWLYHV�KDYH�WR�EH�FUHGLEOH WR�HYRNH�D�VXVWDLQHG�LQYHVWRU�UHVSRQVH��HVSHFLDOO\�IURP� IRUHLJQ� LQYHVWRUV�� DQG� RYHUFRPH� F\QLFLVP� EUHG� E\� \HDUV� RI� SDWFK\�LPSOHPHQWDWLRQ� DQG�ZDYHULQJ� FRPPLWPHQW��7KH\�KDYH� WR�EH�FRPSUHKHQVLYH WR�KDYH�WKHLU�IXOO�LPSDFW�DQG�VLJQDO�WKDW�WKH�HIIRUW�LV�QRW�VHOHFWLYH�DQG�SLHFHPHDO��)LQDOO\��WKH\�KDYH� WR�EH�FRQVLVWHQW WR�HQVXUH�WKDW� WKH\�FDQ�EH�LPSOHPHQWHG�ZLWKRXW�EHLQJ�GHUDLOHG�E\�LQWHUQDO�FRQWUDGLFWLRQV�
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7KXURZ�� /HVWHU�� ������ +HDG� WR� +HDG�� 7KH� &RPLQJ� %DWWOH� DPRQJ� -DSDQ�� (XURSH�� DQG�$PHULFD��1HZ�<RUN��0RUURZ�
:RUOG�%DQN��������³3ULYDWH�6HFWRU�'HYHORSPHQW�LQ�(J\SW���7KH�6WDWXV�DQG�WKH�&KDOOHQJH�´�:RUOG�%DQN�5HVLGHQW�0LVVLRQ��&DLUR�
��������������������D��(FRQRPLF�3ROLFLHV�IRU�3ULYDWH�6HFWRU�'HYHORSPHQW��1R��������(*7��:DVKLQJWRQ��'&�
��������������������E��&ODLPLQJ�WKH�)XWXUH��&KRRVLQJ�3URVSHULW\�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFD��:DVKLQJWRQ�'&��:RUOG�%DQN�
��������������������F��&RXQWU\�(FRQRPLF�0HPRUDQGXP��:DVKLQJWRQ�'&��
��������������������G��%XUHDXFUDWV�LQ�%XVLQHVV��7KH�(FRQRPLFV�DQG�3ROLWLFV�RI�*RYHUQPHQW�2ZQHUVKLS��2[IRUG�8QLYHUVLW\�3UHVV�
����������������������&RXQWU\�(FRQRPLF�0HPRUDQGXP��,QGLD��:DVKLQJWRQ��'&�
<HDWV��$OH[DQGHU��������³([SRUW�3URVSHFWV�RI�0LGGOH�(DVWHUQ�&RXQWULHV´��:RUOG�%DQN�3R OLF\�5HVHDUFK�:RUNLQJ�3DSHU������
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