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7KLV� SDSHU� DQDO\]HV� WKH� (J\SWLDQ� *HQHUDO� 6DOHV� 7D[� �*67��ZKLFK� KDV� UHJLVWHUHG� D�KLJK�EXR\DQF\�RYHU�WKH�ODVW�VL[�\HDUV��ZKLOH�LQFRPH�WD[HV�RQ�LQGLYLGXDOV�DUH�VKRZLQJ�GHFOLQLQJ� EXR\DQF\� GHVSLWH� SURJUHVVLYH� UDWHV�� 7KLV� SDSHU� UHFRPPHQGV� UHSODFLQJ� WKH�*67�ZLWK� D�YDOXH�DGGHG� WD[� �9$7�� WR� LQFUHDVH�HIILFLHQF\�DQG� UHYHQXH�SURGXFWLYLW\��7KH�*67�PXVW�EH�UHIRUPHG�E\�EURDGHQLQJ�WKH�DJJUHJDWH�EDVH�WKURXJK�WD[DWLRQ�RI�DOO�JRRGV�DQG�VHUYLFHV��JHQHUDOL]LQJ�WKH�WD[�FUHGLW�WR�FRYHU�WD[�SDLG�HDUOLHU��DGMXVWLQJ�WKH�WKUHVKROG� WR� UHIOHFW� WKH� DGPLQLVWUDWLRQ¶V� DELOLW\� WR� FRSH� ZLWK� LQFUHDVHG� WD[SD\HUV��UDWLRQDOL]LQJ�WKH�UDWH�VWUXFWXUH��DQG�UHSODFLQJ�WKH�SRVLWLYH�OLVW�RI�WD[DEOH�VHUYLFHV�ZLWK�D� QHJDWLYH� OLVW� RI� VSHFLILHG� H[HPSWLRQV��5HSODFLQJ� WKH�*67�ZLWK� D�9$7� VKRXOG�QRW�LQFUHDVH� WKH� DGPLQLVWUDWLYH� EXUGHQ�� 7KH� WD[� EXUGHQ� LV� QRW� H[SHFWHG� WR� EH� DGYHUVHO\�DIIHFWHG��EHFDXVH�LW�LV�LQGHSHQGHQW�RI�WKH�QXPEHU�RI�VWDJHV�DW�ZKLFK�WKH�9$7�PD\�EH�OHYLHG��,Q�DGGLWLRQ��WKH�9$7��DV�D�WD[�RQ�LQFRPH�H[SHQGHG��RU�UDWKHU�RQ�FRQVXPSWLRQ�RI�JRRGV�DQG�VHUYLFHV��FDQ�EH�FRQVLGHUHG�D�QRUP�RI�WKH�DELOLW\�WR�SD\�
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,���,QWURGXFWLRQ�DQG�6FRSH�RI�WKH�6WXG\
7KLV�VWXG\�HYDOXDWHV�(J\SW¶V�*HQHUDO�6DOHV�7D[��*67���ZKLFK�FDPH�LQWR�HIIHFW�LQ�������UHSODFLQJ�WKH�&RQVXPSWLRQ�7D[�RI�������7KLV�SDSHU�FRPSDUHV�WKH�VWUXFWXUH�RI�WKH�JHQHUDO�VDOHV�WD[�LQ�(J\SW�ZLWK�WKRVH�RI�WKH�0HGLWHUUDQHDQ�FRXQWULHV�DVVRFLDWHG�ZLWK�WKH�(XURSHDQ�8QLRQ��(8��DQG�WKH�PHPEHU�FRXQWULHV�RI�WKH $VVRFLDWLRQ�RI�6RXWKHDVW�$VLDQ�1DWLRQV��$6($1���)LQDOO\��WKH�SDSHU�PDNHV�UHFRPPHQGDWLRQV�IRU�PRYLQJ�IURP�*67�WR�D�YDOXH�DGGHG�WD[��9$7���'HVSLWH�OLPLWHG�GDWD��XVHIXO�FRQFOXVLRQV�DUH�UHDFKHG�DERXW�(J\SW¶V�SULQFLSDO�WD[�SUREOHPV�DQG�WKH�HIIHFWV�RI�WKH�VWUXFWXUDO�WD[�UHIRUPV�LQWURGXFHG�WR�GDWH��7KH�VWXG\�VXJJHVWV�PHDQV�WKDW�FRXOG�GHHSHQ�WKH�UHIRUPV�RI�WKH�ODVW�GHFDGH�DQG�VLWXDWH�UHIRUPV�\HW�WR�EH�LQWURGXFHG��+RZHYHU��WKH�IRFXV�LV�RQ�9$7��ZKLFK�LV�DW�WKH�WRS�RI�WKH�DXWKRULWLHV¶�DJHQGD�7KH�SDSHU�LV�RUJDQL]HG�DV�IROORZV��6HFWLRQ���UHYLHZV�UHFHQW�GHYHORSPHQWV�LQ�(J\SWLDQ�WD[�SROLF\�DQG�WKH�LQFUHDVLQJ�UHYHQXH�UROH�RI�WKH�*67��6HFWLRQ���DQDO\]HV�WKH�*67�UHYHQXH�LQ�PRUH�GHWDLO�DQG�GLVFXVVHV�WKH�PDLQ�IHDWXUHV�RI�WKH�SURSRVHG�9$7��6HFWLRQ���RIIHUV�D�VXPPDU\�RI�SULQFLSDO�FRQFOXVLRQV�DQG�UHFRPPHQGDWLRQV�
,,���7D[�6WUXFWXUH�DQG�5HFHQW�'HYHORSPHQWV
8QWLO�WKH�PLG�����V��WKH�(J\SWLDQ�HFRQRP\�ZDV�EHVHW�E\�PDMRU�ZHDNQHVVHV�WKDW�SUHYHQWHG�DGMXVWPHQW�WR�FKDQJLQJ�FRQGLWLRQV�DQG�SROLFLHV��7KH�HFRQRP\�ZDV�KLJKO\�FRQWUROOHG��DV�WKHPDMRU�VKDUH�RI�LQGXVWULHV�ZDV�VWDWH�RZQHG�DQG�WKH�SULFHV�RI�PDQ\�LPSRUWDQW�SURGXFWV�ZHUH�FRQWUROOHG�E\�WKH�JRYHUQPHQW��7KH�FRXQWU\¶V�GHEW�WR�*'3�UDWLR�ZDV�RQH�RI�WKH�KLJKHVW�LQ�WKH�ZRUOG��DQG�WKH�FRQVROLGDWHG�EXGJHW�GHILFLW�UHDFKHG�DERXW��� SHUFHQW�RI�*'3��7KH�H[FKDQJH�UDWH�V\VWHP�ZDV�GRPLQDWHG�E\�PXOWLSOH�UDWHV��ZLWK�D�FRQVLGHUDEOH�JDS�EHWZHHQ�WKH�FRPPHUFLDO�EDQN�H[FKDQJH�UDWHV�DQG�WKH�FXVWRPV�UDWH�XVHG�WR�GHWHUPLQH�WKH�GXWLDEOH�YDOXH�RI�LPSRUWV�LQ�(J\SWLDQ�SRXQGV��7KH�FRPELQDWLRQ�RI�WKHVH�IDFWRUV�OHG�WR�ORZ�JURZWK��LQIODWLRQDU\�SUHVVXUHV��EDODQFH�RI�SD\PHQWV�GLIILFXOWLHV��D�UHODWLYHO\�ORZ�WD[�UDWLR�DQG�JURZLQJ�EXGJHW�GHILFLWV�$OWKRXJK�(J\SW¶V�2SHQ�'RRU�3ROLF\�ZDV�GHFODUHG�LQ�������IRU�\HDUV�LW�ZDV�QRW�VXSSRUWHG�E\�DSSURSULDWH�WD[�UHIRUPV��7KH�WD[�V\VWHP�ZDV�FKDUDFWHUL]HG�E\�H[FHVVLYHO\�KLJK�QRPLQDO�UDWHV�RQ�LQGLYLGXDO�LQFRPH�DQG�SURILWV��KLJK�WDULIIV�WR�SURWHFW�LPSRUW�VXEVWLWXWH�LQGXVWULHV��DQG�H[WHQVLYH�FXVWRPV�DQG�WD[�H[HPSWLRQV�IRU�FRQVXPHU�JRRGV�ú
7D[�5HIRUPV�RI����������'XULQJ�WKH�SDVW�GHFDGH��(J\SW¶V�ILVFDO�SROLF\�PDNHUV�UHFRJQL]HG�WKH�QHHG�IRU�FRPSUHKHQVLYH�UHIRUP�RI�WKH�WD[�V\VWHP�DQG�LQWURGXFHG�UHIRUPV�FRYHULQJ�YLUWXDOO\�DOO�
ú )RU�PRUH�GHWDLOV��VHH�$�0��$EGHO�5DKPDQ��³7KH�(J\SWLDQ�,QFRPH�7D[�5HIRUP��7RZDUG�D�8QLWDU\�,QFRPH�7D[�´�O¶(J\SWH�&RQWHPSRUDLQH��SDJHV�����������������������
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GXWLHV�DQG�WD[HV�RQ�LPSRUWV��JRRGV�DQG�VHUYLFHV��DQG�LQFRPH�DQG�SURILWV��7KHVH�UHIRUPV�ZHUH�PHDQW�WR�
x UHLQIRUFH�WKH�RQJRLQJ�HIIRUWV�WR�DFKLHYH�GHYHORSPHQW�DQG�VWDELOLW\�x VXSSRUW�QHZ�HFRQRPLF�SROLFLHV��LQ�OLQH�ZLWK�WKH�2SHQ�'RRU�3ROLF\��WR�HQFRXUDJH�SULYDWH�LQYHVWPHQW�DQG�IRUHLJQ�FDSLWDO��x HQFRXUDJH�OLEHUDOL]DWLRQ�RI�WKH�HFRQRP\��LPSURYH�LQFHQWLYHV�DQG�FRQGLWLRQV�IRU�SULYDWH�VDYLQJV�DQG�LQYHVWPHQW��DQG�UHGXFH�WKH�QHHG�IRU�WD[�H[HPSWLRQV�IURP�WKH�XQUHDVRQDEO\�KLJK�WD[�DQG�WDULII�UDWHV�RI�WKH�HDUO\�����V�%HJLQQLQJ�LQ�WKH�HDUO\�����V��VHYHUDO�VLJQLILFDQW�LPSURYHPHQWV�RQ�WKH�PDFURHFRQRPLF�IURQW�WRRN�SODFH��7KH�EXGJHW�GHILFLW�IRU���������GURSSHG�WR�DERXW�� SHUFHQW�RI�*'3��WKH�H[FKDQJH�UDWHV�ZHUH�XQLILHG�HOLPLQDWLQJ�WKH�JDS�EHWZHHQ�WKH�FXVWRPV�UDWH�DQG�WKH�FRPPHUFLDO�EDQN�UDWH��DQG�WKH�EDODQFH�RI�SD\PHQWV�WXUQHG�IURP�GHILFLW�WR�VXUSOXV��7KH�LPSURYHG�EDODQFH�RI�SD\PHQWV�DQG�XQLILFDWLRQ�RI�WKH�H[FKDQJH�UDWH�HQFRXUDJHG�WKH�DXWKRULWLHV�WR�UHIRUP�WKH�WD[�V\VWHP��6LJQLILFDQW�WDULII�UHIRUP�ZDV�DGRSWHG�LQ�������DQG�LQ������WKH�JHQHUDO�VDOHV�WD[�ZDV�HQDFWHG�û &RQWLQXHG�HFRQRPLF�LPSURYHPHQW�OHG�WR�WKH������UHIRUP�RI�WD[HV�RQ�LQFRPH�DQG�SURILWV��ZKLFK�UHPRYHG�H[FHVVLYHO\�KLJK�PDUJLQDO�UDWHV�DQG�UHGXFHG�WKH�QXPEHU�RI�WD[DEOH�EUDFNHWV��1RWZLWKVWDQGLQJ�WKHVH�UHIRUPV�RI�WKH�WD[�V\VWHP��IXUWKHU�UHIRUPV�DUH�QHHGHG��7KH�H[SHFWHG�ORVV�RI�UHYHQXH�IURP�FXVWRPV�GXW\��DV�D�UHVXOW�RI�WUDGH�OLEHUDOL]DWLRQ�LQ�WKH�FRQWH[W�RI�DQ�DJUHHPHQW�ZLWK�WKH�(8��FDOOV�IRU�UHIRUP�RI�WKH�WDULII�WR�UHIOHFW�x WKH�UHGXFWLRQ�LQ�WDULII�UDWHV�RQ�JRRGV�RULJLQDWLQJ�LQ�WKH�(8�x PLQLPL]DWLRQ�RI�RULJLQ�DV�D�IDFWRU�DIIHFWLQJ�LPSRUWV�IURP�RXWVLGH�WKH�(8�

û %HIRUH�WKH������UHIRUP��WD[DWLRQ�RI�LPSRUWV�ZDV�FKDUDFWHUL]HG�E\�WKH�IROORZLQJ�L��0XOWLSOH�GXWLHV�DQG�WD[HV�OHYLHG�RQ�WKH�VDPH�SURGXFWV�DGGLQJ�DQRPDOLHV�LQ�WKH�WUHDWPHQW�RI�WKH�VDPH�JRRG�XQGHU�WKH�GLIIHUHQW�GXWLHV��7KH�SULQFLSDO�VXSSOHPHQWDU\�GXWLHV�LQFOXGHG�GHYHORSPHQW�WD[HV��VWDWLVWLFDO�GXWLHV��PXQLFLSDOLW\�WD[��PDULWLPH�GXW\��HWF��7KLV�PXOWLSOLFLW\�UHGXFHG�WUDQVSDUHQF\�DQG�FRPSOLFDWHG�DGPLQLVWUDWLRQ�LL��([FHVVLYH�UDWHV² UHDFKLQJ�DV�PDQ\�DV����UDWHV��UDQJLQJ�IURP�]HUR�WR������ SHUFHQW²UHVXOWLQJ�LQ�LQVLJQLILFDQW�GLIIHUHQWLDWLRQ�DQG�VRPHWLPHV�LQ�QHJDWLYH�SURWHFWLRQ�LLL��$�ZLGH�JDS�EHWZHHQ�FRPPHUFLDO�EDQN�UDWHV�DQG�WKH�FXVWRPV�UDWH�XVHG�WR�FDOFXODWH�GXW\�LQ�(J\SWLDQ�SRXQGV��7KH�FXVWRPV�UDWH�ZDV�TXLWH�DSSUHFLDWHG�FRPSDUHG�WR�WKH�PDUNHW�UDWH��,W�GDWHG�EDFN�WR�������UHPDLQLQJ�XQFKDQJHG�XQWLO�������7KH�JDS�EHWZHHQ�WKH�UDWHV�VLJQLILFDQWO\�HURGHG�WKH�DJJUHJDWH�EDVLV�RI�GXWLDEOH�JRRGV�DQG�GLVWRUWHG�IRUHLJQ�WUDGH�VWDWLVWLFV�LY��([WHQVLYH�H[HPSWLRQV�WKDW�XVHG�WR�EH�JUDQWHG�RXWVLGH�WKH�WDULII�E\�VHSDUDWH�ODZV�DQG�GHFUHHV�DQG�TXLWH�RIWHQ�ZLWKRXW�FRQVXOWDWLRQ�ZLWK�WKH�0LQLVWU\�RI�)LQDQFH��,W�ZDV�HVWLPDWHG�WKDW�H[HPSWLRQ�DPRXQWHG�WR�DERXW�����RI�WRWDO�LPSRUWV��7KH�SUROLIHUDWLRQ�RI�H[HPSWLRQ�FRQWULEXWHG�WR�PRUH�QHJDWLYH�SURWHFWLRQ�IRU�VRPH�LQGXVWULHV��6RPH�ILQLVKHG�JRRGV�ZHUH�H[HPSW�ZKLOH�UDZ�PDWHULDOV�DQG�RWKHU�LQSXWV�LQ�WKHLU�SURGXFWLRQ�ZHUH�WD[HG�Y��7KH�SURYLVLRQDO�DGPLVVLRQ�SURFHGXUHV�ZHUH�ZLGHO\�SUDFWLFHG�DQG�DERXW��� SHUFHQW�RI�WRWDO�LPSRUWV�OHIW�FXVWRPV�ZLWKRXW�EHLQJ�FRPSOHWHO\�H[DPLQHG�RU�DVVHVVHG��7KLV�UHVXOWHG�LQ�FRQVLGHUDEOH�UHYHQXH�ORVV�DQG�DGPLQLVWUDWLYH�GLIILFXOWLHV��)RU�PRUH�GHWDLOV�VHH�$�0��$EGHO�5DKPDQ��³7KH�(J\SWLDQ�7D[�6\VWHP��5HFHQW�'HYHORSPHQWV�RI�7D[�3ROLF\�DQG�$GPLQLVWUDWLRQ�´�LQ�7D[�6\VWHPV�LQ�1RUWK�$IULFD�DQG�(XURSHDQ�&RXQWULHV��.OXZHU��������
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x IXUWKHU�WDULII�UDWLRQDOL]DWLRQ�E\�ORZHULQJ�WKH�PD[LPXP�WDULII�UDWH�WR�QR�PRUH�WKDQ��� SHUFHQW�DQG�UHGXFLQJ�WKH�QXPEHU�RI�WDULII�EDQGV�WR�QR�PRUH�WKDQ�ILYH��DQGx LQVWLWXWLQJ�D�YLDEOH�PLQLPXP�WDULII�UDWH�OHYLHG�RQ�DOO�LPSRUWV�LUUHVSHFWLYH�RI�WKHLU�RULJLQ��LQFOXGLQJ�WKRVH�IURP�WKH�(8�ü�7KH �����UHIRUP�RI�WD[HV�RQ�LQFRPH�DOVR�QHHGV�UHYLVLRQ�WR�HTXDOO\�WD[�LQFRPH�IURP�GLIIHUHQW�VRXUFHV��IXUWKHU�UHGXFH�WKH�QXPEHU�RI�EUDFNHWV�DQG�ORZHU�WKH�WRS�PDUJLQDO�UDWHV��)LQDOO\��GHVSLWH�HFRQRPLF�H[SDQVLRQ�DQG�LQFUHDVHG�DIIOXHQFH��WKH�LQGLYLGXDO�LQFRPH�WD[ LV�GHFOLQLQJ�LQ�UHODWLYH�LPSRUWDQFH�DQG�VKRZLQJ�D�EXR\DQF\�UDWLR�ORZHU�WKDQ�XQLW\��&RUSRUDWH�WD[�UDWHV�VKRXOG�EH�IXUWKHU�UHGXFHG�WR�QR�PRUH�WKDQ��� SHUFHQW�WR�PLQLPL]H�WKH�QHHG�IRU�H[HPSWLRQV�,Q�H[SORULQJ�WKH�UHIRUP�SRVVLELOLWLHV�RI�WKH�*67��LW�LV�XVHIXO WR�ORRN�DW�LQWHUQDWLRQDO�H[SHULHQFH��7KH�QH[W�VHFWLRQ�DQDO\]HV�WKH�VWDWXV�RI�WD[�UHYHQXH�LQ�(J\SW�DQG�WKHQ�FRPSDUHV�LWV�VWUXFWXUH�ZLWK�WKRVH�PHPEHUV�RI�$6($1�DQG�VHYHUDO�0HGLWHUUDQHDQ�FRXQWULHV�DVVRFLDWHG�ZLWK�WKH�(8�
7D[�5HYHQXH�LQ�(J\SW�DQG�6RPH�&RXQWU\&RPSDULVRQV$QDO\VLV�RI�UHFHQW�WD[�UHYHQXH�GHYHORSPHQWV�LV�VXEMHFW�WR�OLPLWDWLRQV�WKDW�PXVW�EH�FRQVLGHUHG�LQ�DVVHVVLQJ�WKH�FRXQWU\¶V�WD[DEOH�FDSDFLW\�DQG�XWLOL]DWLRQ��)RU�H[DPSOH��GDWD�LQFRUSRUDWHG�LQ�7DEOHV������DQG���DUH�OLPLWHG�WR�WD[�UHYHQXH�RI�WKH�FHQWUDO�JRYHUQPHQW��7KHUHIRUH�WD[HV�FROOHFWHG�E\�ORFDO�JRYHUQPHQWV��PDLQO\�RQ�EXLOGLQJV�DQG�DJULFXOWXUDO�ODQG��DUH�QRW�LQFOXGHG��7D[�FRPSRQHQWV�WKDW�PD\�EH�LQFRUSRUDWHG�LQ�IHHV�DQG�SULFHV�RI�SXEOLF�JRRGV�DUH�DOVR�QRW�DFFRXQWHG�IRU�EHFDXVH�RI�WKH�GLIILFXOW\�TXDQWLI\LQJ�WKHP��6RFLDO�VHFXULW\�FRQWULEXWLRQV�E\�ERWK�HPSOR\HUV�DQG�HPSOR\HHV�DUH�QRW�WUHDWHG�DV�FHQWUDO�JRYHUQPHQW�WD[�UHYHQXH�GHVSLWH�WKHLU�LPSRUWDQFH��&HQWUDO�JRYHUQPHQW�WD[�UHYHQXH�UHSUHVHQWV�DERXW��� SHUFHQW�RI�WRWDO�JRYHUQPHQW�UHYHQXH�DQG�WKHUHIRUH�HYDOXDWLQJ�WKH�FRXQWU\¶V�WD[�UDWLR��WKH�VL]H�RI�SXEOLF�VHFWRU�DQG�LWV�ILQDQFLQJ�FRXOG�EH�PLVOHDGLQJ�XQOHVV�WKH�HQWLUH�UHYHQXH�LV�FRQVLGHUHG��7KH�VXEVWDQWLDO�JDS�EHWZHHQ�WD[�UHYHQXH�DQG�WRWDO�UHYHQXH�PD\�EH�H[SODLQHG�E\�WKH�VWLOO�LPSRUWDQW�VKDUH�RI�SXEOLF�HQWHUSULVH�SURILWV�WR�WKH�FHQWUDO�JRYHUQPHQW�
ü )ROORZLQJ�WKH�DVVRFLDWLRQ�ZLWK�WKH�(8��(J\SW�DQG�WKH�86$�DUH�QHJRWLDWLQJ�D�IUHH�WUDGH�DUHD�WKDW�PRVW�OLNHO\�ZLOOH[HPSW�LPSRUWV�IURP WKH�86$�IURP�µFXWRPV�GXWLHV¶�DQG�RWKHU�FKDUJHV�KDYLQJ�WKH�VDPH�HIIHFW�8QGHU�WKHVH�FRQGLWLRQV��DERXW����WR��� SHUFHQW�RI�LPSRUWV�ZLOO�EH�H[HPSW�IURP�µFXWRPV�GXWLHV¶�DQG��WKHUHIRUH��WKH�VXJJHVWHG�PLQLPXP�WDULII�UDWH�VKRXOG�JDLQ�LQ�LPSRUWDQFH�DQG�VKRXOG�EH�OHYLHG�RQ�DOO�LPSRUWV�UHJDUGOHVV�RI�WKHLU�RULJLQ��7KLV�ZRXOG�UHSUHVHQW�D�PDMRU�VWHS�WRZDUGV�PLQLPL]LQJ�WKH�RULJLQ�RI�LPSRUWV�DQG�VKRXOG�IDFLOLWDWH�D�VLPSOLILHG�WDULII�VWUXFWXUH�ZLWK�IHZHU�DQG�ORZHU�UDWHV�RQ�DOO�LPSRUWV�DQG�QR�SDUWLFXODU�SUHIHUHQFHV���
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7DEOHV������DQG���VKRZ�WD[�UHYHQXH�E\�PDMRU�WD[�FDWHJRULHV�DQG�WKHLU�UHODWLYH�LPSRUWDQFH�WR�WRWDO�WD[�UHYHQXH�DQG�JURVV�QDWLRQDO�SURGXFW��7D[HV�RQ�LQFRPH�DQG�SURILWV�UDQJHG�IURP�D�KLJK�RI����SHUFHQW�RI�*'3�LQ���������WR�D�ORZ�RI���� SHUFHQW�LQ����������&RUSRUDWH�WD[HV�FRQWULEXWHG�WKH�SULQFLSDO�VKDUH�RI�WKLV�UHYHQXH�GXH�WR�WKH�VFRSH�RI�RLO�UHYHQXH��WKH�6XH]�&DQDO�DQG�WKH�&HQWUDO�%DQN�RI�(J\SW��,QGLYLGXDO�LQFRPH�WD[��GHVSLWH�LWV�SURJUHVVLYH�UDWHV��UHJLVWHUHG�D�GHFOLQH��IURP����� SHUFHQW�RI�*'3�LQ���������WR����� SHUFHQW�LQ���������
7DEOH�����(J\SW��7D[�5HYHQXH�E\�3ULQFLSDO�&DWHJRULHV������������������� �PLOOLRQV�/(�

������� ������� ������� ������� ������� �������7D[HV�RQ�LQFRPH�DQG�SURILWV ����� ������ ������ ������ ������ ������,QGLYLGXDO�LQFRPH�WD[HV ����� ��� ����� ����� ����� �����&RUSRUDWH�WD[HV ����� ������ ������ ������ ������ ������%XVLQHVV�SURILWV�WD[ ����� ����� ������ ������ ������ ������&RUSRUDWH�GLVWULEXWLRQ ��� ����� ����� ����� ����� �����2WKHU�GLUHFW�WD[HV ��� � � �� �� ��7D[HV�RQ�JRRGV�DQG�VHUYLFHV ����� ����� ����� ������ ������ ������*HQHUDO�VDOHV�WD[ ����� ����� ����� ����� ����� ������6WDPS�GXWLHV ����� ����� ����� ����� ����� �����7D[HV�RQ�LQWHUQDWLRQDO�WUDGH ����� ����� ����� ����� ����� �����&XVWRPV�LPSRUW�GXWLHV ����� ����� ����� ����� ����� �����([SRUW�WD[HV �� �� �� �� �� ��7RWDO�WD[�UHYHQXH ������ ������ ������ ������ ������ ������*URVV�GRPHVWLF�SURGXFW ������� ������� ������� ������� ������� ����������'DWD�OLPLWHG�WR�WD[�UHYHQXH�FROOHFWHG�E\�WKH�FHQWUDO�JRYHUQPHQW��/RFDO�WD[HV�DQG�VRFLDO�VHFXULW\�DUH�QRW�LQFOXGHG��7KH�ILVFDO�\HDU�HQGV�-XQH����6RXUFH� %DVHG�RQ�GDWD�SURYLGHG�E\�WKH�0LQLVWU\�RI�)LQDQFH�
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7DEOH�����7D[�5HYHQXH�E\�3ULQFLSDO�&DWHJRULHV������������������� ���WRWDO�WD[�UHYHQXH�
������� ������� ������� ������� ������� �������7D[HV�RQ�LQFRPH�DQG�SURILWV ����� ����� ����� ����� ����� �����,QGLYLGXDO�LQFRPH�WD[HV ����� ���� ���� ���� ���� ����&RUSRUDWH�WD[HV ����� ����� ����� ����� ����� �����%XVLQHVV�SURILWV�WD[ ����� ����� ����� ����� ����� �����&RUSRUDWH�GLVWULEXWLRQV ���� ���� ���� ���� ���� ����2WKHU�GLUHFW�WD[HV ���� ���� ���� ���� ���� ����7D[HV�RQ�JRRGV�DQG�VHUYLFHV ����� ����� ����� ����� ����� �����*HQHUDO�VDOHV�WD[ ����� ����� ����� ����� ����� �����6WDPS�GXWLHV ���� ���� ���� ���� ���� ����7D[HV�RQ�LQWHUQDWLRQDO�WUDGH ����� ����� ����� ����� ����� �����&XVWRPV�LPSRUW�GXWLHV ����� ����� ����� ����� ����� �����([SRUW�WD[HV � � � � � �7RWDO�WD[�UHYHQXH ��� ��� ��� ��� ��� ������'DWD�OLPLWHG�WR�WD[�UHYHQXH�FROOHFWHG�E\�WKH�FHQWUDO�JRYHUQPHQW��/RFDO�DQG�VRFLDO�VHFXULW\�WD[HV�DUH�QRW�LQFOXGHG��7KH�ILVFDO�\HDU�HQGV�-XQH����6RXUFH� %DVHG�RQ�GDWD�SURYLGHG�E\�WKH�0LQLVWU\�RI�)LQDQFH�

7DEOH����(J\SW��7D[�5HYHQXH�E\�3ULQFLSDO�&DWHJRULHV������������������ ���*'3�
������� ������� ������� ������� ������� �������7D[HV�RQ�LQFRPH�DQG�SURILWV ���� ���� ���� ���� ���� ����,QGLYLGXDO�LQFRPH�WD[HV ���� ���� ���� ���� ���� ����&RUSRUDWH�WD[HV ���� ���� ���� ���� ���� ����%XVLQHVV�SURILWV�WD[ ���� ���� ���� ���� ���� ����&RUSRUDWH�GLVWULEXWLRQV ���� ���� ���� ���� ���� ����2WKHU�GLUHFW�WD[HV ���� ���� ���� ���� ���� ����7D[HV�RQ�JRRGV�DQG�VHUYLFHV ���� ���� ���� ���� ���� ����*HQHUDO�VDOHV�WD[ ���� ���� ���� ���� ���� ����6WDPS�GXWLHV ���� ���� ���� ���� ���� ����7D[HV�RQ�LQWHUQDWLRQDO�WUDGH ���� ���� ���� ���� ���� ����&XVWRPV�LPSRUW�GXWLHV ���� ���� ���� ���� ���� ����([SRUW�WD[HV � � � � � �7RWDO�WD[�UHYHQXH ����� ����� ����� ����� ����� ��������'DWD�OLPLWHG�WR�WD[�UHYHQXH�FROOHFWHG�E\�WKH�FHQWUDO�JRYHUQPHQW��/RFDO�DQG�VRFLDO�VHFXULW\�WD[HV�DUH�QRW�LQFOXGHG��7KH�ILVFDO�\HDU�HQGV�-XQH����6RXUFH� %DVHG�RQ�GDWD�SURYLGHG�E\�WKH�0LQLVWU\�RI�)LQDQFH�
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%XR\DQF\��WKH�UHODWLRQ�EHWZHHQ�WKH�SHUFHQWDJH�FKDQJHV�RI�UHYHQXH�DQG�*'3�RI�FRUSRUDWH�WD[HV�VKRZHG�LPSURYHPHQW�LQ�WKH�ODVW�VL[�\HDUV��UHIOHFWLQJ�WKH�7D[�'HSDUWPHQW¶V�HIIRUW�WR�WHUPLQDWH�EDFNORJ��7KXV�D JRRG�VKDUH�RI�UHYHQXH�LQFOXGHV��LQWHU�DOLD��DVVHVVPHQW�PDGH�IRU�SULRU�\HDUV��DQG�WKH�LQFUHDVH�LQ�WD[�UHYHQXH�IURP�WKH�WKUHH�PDMRU�SXEOLF�HQWHUSULVHV��,Q�WKLV�SHULRG��WKH�EXR\DQF\�RI�FRUSRUDWH�WD[��GHVSLWH�WKH�SURSRUWLRQDO�UDWH��H[FHHGHG�WKDW�RI�SURJUHVVLYH�LQGLYLGXDO�LQFRPH�WD[��7DEOH����7D[HV�RQ�JRRGV�DQG�VHUYLFHV�DUH�EHFRPLQJ�DQ�LPSRUWDQW�VRXUFH�RI�UHYHQXH�\LHOGLQJ�DERXW���� SHUFHQW�RI�*'3�LQ����������7KLV�UHIOHFWV�WKH�IDYRUDEOH�HIIHFW�RI�WKH�*67��$OWKRXJK�VWLOO�OLPLWHG��WKH�WD[�KDV��WR�VRPH�H[WHQW��EURDGHQHG�WKH�DJJUHJDWH�EDVH�RI�JRRGV�DQG�VHUYLFHV��HQIRUFHG�WKHLU�DGPLQLVWUDWLRQ�DQG�SDYHG�WKH�ZD\�IRU�D�*67�EDVHG�RQ�WKH�SULQFLSOHV�RI�YDOXH�DGGHG�WD[DWLRQ��5HYHQXH�IURP�WKHVH�WD[HV�LQFOXGHV��LQWHU DOLD��UHYHQXH�IURP�VWDPS�GXWLHV��ZKLFK�LV�FROOHFWHG�PRVWO\�IURP�WUDQVDFWLRQV�XVXDOO\�WD[HG�DV�VHUYLFHV��5HYHQXH�IURP�WUDGLWLRQDOO\�H[FLVDEOH�JRRGV�LV�LQFOXGHG�LQ�WKLV�FDWHJRU\��DV�(J\SW�KDV�QR�VSHFLDO�ODZ�IRU�H[FLVHV��WKHVH�DUH�WD[HG�ZLWKLQ�WKH�*67�
7DEOH�����(J\SW��%XR\DQF\�RI�7D[�5HYHQXH�ZLWK�5HVSHFW�WR�*'3�*URZWK������������������SHUFHQW�RI�WRWDO�WD[�UHYHQXH� 7D[�5HYHQXH�*URZWK��������������� *'3�%XR\DQF\��,QGH[
7D[HV�RQ�LQFRPH�DQG�SURILWV ���� ����,QGLYLGXDO�LQFRPH�WD[HV ���� ����&RUSRUDWH�WD[HV ���� ����%XVLQHVV�SURILWV�WD[ ���� ����&RUSRUDWH�GLVWULEXWLRQV ���� ����2WKHU�GLUHFW�WD[HV ���� ����7D[HV�RQ�JRRGV�DQG�VHUYLFHV ���� ����*HQHUDO�VDOHV�WD[ ���� ����6WDPS�GXWLHV ���� ����7D[HV�RQ�LQWHUQDWLRQDO�WUDGH ���� ����&XVWRPV�LPSRUW�GXWLHV ���� ����([SRUW�WD[HV ���� ����7RWDO�WD[�UHYHQXH ���� ����*URVV�GRPHVWLF�SURGXFW ���� �������'DWD�OLPLWHG�WR�WD[�UHYHQXH�FROOHFWHG�E\�WKH�FHQWUDO�JRYHUQPHQW��/RFDO�DQG�VRFLDO�VHFXULW\�WD[HV�DUH�QRW�LQFOXGHG��7KH�ILVFDO�\HDU�HQGV�-XQH�������7KH�EXR\DQF\�LV�PHDVXUHG�DV�WKH�UHODWLRQ�EHWZHHQ�WKH SHUFHQWDJH�FKDQJH�RI�UHYHQXH�DQG�WKH SHUFHQWDJH�FKDQJH�RI�*'3��$�GLVWLQFWLRQ��KRZHYHU��PXVW�EH�PDGH�EHWZHHQ�EXR\DQF\�DQG�HODVWLFLW\�RI�UHYHQXH�DV�WKH�ODWWHU�JLYHV�DQ�DFFXUDWH�LGHD�RI�WKH�UHVSRQVLYHQHVV�RI�GLIIHUHQW�WD[HV�WR�FKDQJHV�LQ�*'3��7KH�HODVWLFLW\�KDV�WR�EH�PHDVXUHG�DIWHU�HOLPLQDWLQJ�RU�DGMXVWLQJ�IRU�WKH�UHYHQXH�HIIHFWV�UHVXOWLQJ�IURP�GLVFUHWLRQDU\�WD[�PHDVXUHV��%HFDXVH�RI�GDWD�FRQVWUDLQWV��LW�ZDV�QRW�IHDVLEOH�WR�HVWLPDWH�WKH�HODVWLFLW\�6RXUFH� %DVHG�RQ�GDWD�SURYLGHG�E\�WKH�0LQLVWU\�RI�)LQDQFH�
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5HYHQXH�IURP�GXWLHV�DQG�WD[HV�RQ�LPSRUWV�LQFUHDVHG�IURP�/(�������PLOOLRQ�LQ���������WR�/(�������PLOOLRQ�LQ���������ZLWK�DQ�LQFUHDVH�LQ�WKH�WD[�WR�*'3�UDWLR�IURP����SHUFHQW�WR���� SHUFHQW��7KLV�LQFUHDVH�WRRN�SODFH�GHVSLWH�WKH�UHGXFWLRQ�RI�WRS�WDULII�UDWHV�DQG�WKH�DYHUDJH�WDULII�WR�SURPRWH�H[SRUWV�DQG�FUHDWH�D�QHXWUDO�LQFHQWLYH�V\VWHP�WR�JXLGH�UHVRXUFH�DOORFDWLRQ�DPRQJ�LPSRUW�VXEVWLWXWHV��7KH�LQFUHDVH�LQ�WKH�VKDUH�IURP�LPSRUW�GXWLHV�UHIOHFWV�WKH�LPSDFW�RI�PLQLPXP�WDULII�UDWHV�OHYLHG�RQ�DOPRVW�DOO�LPSRUWV��$W�WKH�EHJLQQLQJ�RI�WKH�����V��UHYHQXH�IURP�LPSRUW�GXWLHV�H[FHHGHG�WKDW�IURP�WD[HV�RQ�JRRGV�DQG�VHUYLFHV��EXW�UHFHQWO\�WKLV�VLWXDWLRQ�KDV�EHHQ�UHYHUVHG��5HYHQXH�IURP�WD[HV�RQ�JRRGV�DQG�VHUYLFHV����� SHUFHQW�RI�*'3��IDU�H[FHHGV�WKDW�IURP�GXWLHV�DQG�WD[HV�RQ�LPSRUWV��ZKLFK�SURGXFH�RQO\���� SHUFHQW�7D[HV�RQ�JRRGV�DQG�VHUYLFHV�DUH�LQFUHDVLQJO\�EHFRPLQJ�WKH�SULQFLSDO�VRXUFH�RI�WD[�UHYHQXH�IURP�ERWK�ORFDOO\�SURGXFHG�JRRGV�DQG�LPSRUWV��ZKLOH�LPSRUW�GXWLHV�DUH�EHFRPLQJ�OLPLWHG�WR�WKH�UROH�RI�SURWHFWLRQ��$FFRUGLQJO\��LPSRUW�GXWLHV�DUH�H[SHFWHG�WR�SURGXFH�D�UHODWLYHO\�LPSRUWDQW�EXW�GHFOLQLQJ�VKDUH�RI�UHYHQXH�LQ�WKH�\HDUV�DKHDG��7KLV�LV�D�GHVLUDEOH�VKLIW�LQ�WKH�DOORFDWLRQ�RI�WD[�SROLF\�LQVWUXPHQWV�WR�WKHLU�UHVSHFWLYH�JRDOV��ZKLFK�VKRXOG�EH�SXUVXHG�IXUWKHU��3ROLF\�JRDOV�DUH�DFKLHYHG�ZKHQ�HDFK�SROLF\�LQVWUXPHQW�LV�DVVLJQHG�D�VSHFLILF�JRDO��7DULIIV�WHQG�WR�EH�HIILFLHQW�ZKHQ�OLPLWHG�WR�SURWHFWLRQ��ZKLOH�JHQHUDO�VDOHV�WD[HV�EHFRPH�SURGXFWLYH�ZKHQ�WKH\�DUH�DVVLJQHG�WKH�UROH�RI�UHYHQXH��7DEOH���VXPPDUL]HV�WKH�FXUUHQW�XVH�RI�GLIIHUHQW�WD[�SROLF\�LQVWUXPHQWV�DQG�WKHLU�UHVSHFWLYH�SROLF\�JRDOV�FRPSDUHG�ZLWK�SURSRVHG�DOORFDWLRQ�WR�HQKDQFH�WKH�HIILFLHQF\�RI�WD[�SROLF\�
7DEOH����&XUUHQW�DQG�3URSRVHG�$OORFDWLRQ�RI�3ROLF\�,QVWUXPHQWV�WR�5HVSHFWLYH�*RDOV3ROLF\�,QVWUXPHQWV 2EMHFWLYHV�XQGHU�WKH�FXUUHQW�V\VWHP 3URSRVHG�REMHFWLYHV�RI�SROLF\�LQVWUXPHQWV3URWHFWLRQ 5HYHQXH 'LVWULEXWLRQ 3URWHFWLRQ 5HYHQXH 'LVWULEXWLRQ7DULIIV�� <HV <HV <HV <HV 1R 1R([FLVHV�� 1R <HV <HV 1R <HV <HV*HQHUDO�VDOHV�WD[�� 1R <HV <HV 1R <HV 1R6WDPS�GXWLHV <HV <HV <HV 7R�EH�HOLPLQDWHG�DQG�FRQVROLGDWHG�LQSULQFLSDO�GXWLHV�DQG�WD[HV�,QGLYLGXDO�LQFRPH�WD[HV 1R <HV <HV �� <HV <HV���7KRXJK�SURWHFWLRQ�LV�WKHLU�SULPDU\�REMHFWLYH��WDULIIV�DOVR�JHQHUDWH�UHYHQXH�DV�KLJK�UDWHV�DUH�VRPHWLPHV�OHYLHG�VROHO\�IRU�UHYHQXH�SXUSRVHV��/X[XU\�JRRGV�DUH�DOVR�VXEMHFW�WR�KLJK�UDWHV�IRU�GLVWULEXWLRQDO�SXUSRVHV����0RVW�H[FLVHV�DUH�OHYLHG�RQ�ORFDOO\�SURGXFHG�JRRGV�DQG�WKH�VPDOO�UDWH�GLIIHUHQWLDWLRQ�EHWZHHQ�ORFDOO\�SURGXFHG�JRRGV�DQG�LPSRUWV�KDV�EHHQ�HOLPLQDWHG����7KH�*67�LV�EHFRPLQJ�PRUH�DQG�PRUH�RULHQWHG�WRZDUG�UHYHQXH��8QGHU�WKH�ROG�FRQVXPSWLRQ�WD[�UDWH��GLIIHUHQWLDWLRQ�DQG�GLVFULPLQDWLRQ�ZHUH�SXUVXHG��DQG�WKH�LQFUHDVHG�UDWH�RI��� SHUFHQW��GHVSLWH�LWV�OLPLWHG�UHYHQXH�\LHOG��LV�PDLQO\�IRU�GLVWULEXWLRQDO�SXUSRVHV�
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7DEOH���FRPSDUHV�(J\SW¶V�WD[�VWUXFWXUH�ZLWK�WKDW�RI�VRPH�0HGLWHUUDQHDQ�DQG�$VLDQ�FRXQWULHV��EDVHG�RQ�WKH�PRVW�UHFHQW�FRPSDUDEOH�GDWD�DYDLODEOH� (J\SW�KDV�WKH�VHFRQG�ORZHVW�SHU�FDSLWD�WD[�UDWLRQ�RI�WKH�JURXS��EXW�JHQHUDWHG�D�KLJKHU�WD[�UDWLR�WKDQ�$OJHULD��6LQJDSRUH��6\ULD�DQG�7XUNH\��([FHSW�IRU�7XUNH\��(J\SW�SURGXFHG�WKH�KLJKHVW�VKDUH�RI�WD[HV�RQ�LQFRPH�DQG�SURILWV��HYHQ�ZKHQ�FRPSDUHG�WR�VRPH�DGYDQFHG�LQGXVWULDOL]HG�FRXQWULHV�VXFK�DV�,WDO\�DQG�6SDLQ��:LWKLQ�WKLV�FDWHJRU\�RI�WD[HV��(J\SW�SURGXFHG�WKH�KLJKHVW�VKDUH�IURP�WKH�FRUSRUDWH�VHFWRU��UHIOHFWLQJ�WKH�LPSRUWDQW�FRQWULEXWLRQ�PDGH�E\�WKH�RLO�VHFWRU��WKH�6XH]�&DQDO��DQG�WKH�&HQWUDO�%DQN��,Q�FRQWUDVW�ZLWK�WKH�KLJK�VKDUH�RI�UHYHQXH�JHQHUDWHG�E\�FRUSRUDWLRQV��WKH�LQGLYLGXDO�LQFRPH�WD[�SURGXFHG�WKH�ORZHVW�VKDUH�RI�WRWDO�WD[�UHYHQXH����� SHUFHQW�RI�*'3��7D[HV�RQ�JRRGV�DQG�VHUYLFHV�\LHOG�DERXW��� SHUFHQW�RI�(J\SW¶V�WD[�UHYHQXH��ORZHU�WKDQ�WKDW�RI�$OJHULD����� SHUFHQW��6\ULD�SURGXFHG�WKH�VPDOOHVW�VKDUH��UHIOHFWLQJ�WKH�DEVHQFH�RI�D�*67�DQG�WKH�SUHGRPLQDQFH�RI�VHOHFWLYH�H[FLVHV��XVXDOO\�ZLWK�VSHFLILF�UDWHV�WKDW�WHQG�WR�UHPDLQ�XQFKDQJHG�RYHU�D�ORQJ�SHULRG��/HEDQRQ�GRHV QRW�OHY\�D�*67��EXW�SROLF\�PDNHUV�DUH�FRQVLGHULQJ�D�9$7��'XWLHV�DQG�WD[HV�RQ�LPSRUWV�SURGXFHG�DERXW��� SHUFHQW�RI�WD[�UHYHQXH��KLJKHU�WKDQ�VRPH�(XURSHDQ�FRXQWULHV��VXFK�DV�&\SUXV��*UHHFH��,WDO\��3RUWXJDO��DQG�6SDLQ��UHIOHFWLQJ�WKH�LQVLJQLILFDQW�FXVWRPV�GXWLHV�LQFRUSRUDWHG�LQ�WKH�FRPPRQ�(8�H[WHUQDO�WDULII�DQG�DVVLJQHG�VROHO\�WR�SURWHFWLRQ��7KLV�VXJJHVWV�WKDW�LPSRUW�GXWLHV�ZLOO�EH�RI�GHFOLQLQJ�UHOHYDQFH�RQFH�(J\SW¶V�DVVRFLDWLRQ�ZLWK�WKH�(8�FRPHV�LQWR�HIIHFW�7KH�FRPSDULVRQ�ZLWK�$6($1�PHPEHU�FRXQWULHV�WHQGV�WR�FRQILUP�WKDW�(J\SW�FRQWLQXHV�WR�UDLVH�WKH�VPDOOHVW�VKDUH�RI�UHYHQXH�IURP�LQGLYLGXDO�LQFRPH�WD[��DQG�(J\SW�DQG�,QGRQHVLD�DUH�DPRQJ�WKH�FRXQWULHV�WKDW�JHQHUDWH�WKH�ODUJHVW�VKDUH�IURP�FRUSRUDWH�WD[�UHYHQXH��GXH�WR�WKH�LPSRUWDQFH�RI�RLO�LQ�ERWK�FRXQWULHV��7KLV�UHYHDOV�WKDW��GHVSLWH�WKH�UHFHQW�LQFUHDVH�LQ�UHYHQXH�IURP�WD[HV�RQ�JRRGV�DQG�VHUYLFHV��(J\SW�FDQ�JHQHUDWH�IXUWKHU�LQFUHDVHV�IURP�WKLV�VRXUFH��,W�DOVR�VKRZV�WKDW�WKH�PDMRULW\�RI�$6($1�FRXQWULHV�DSSOLHG�D�9$7��ZKLFK�UHSODFHG�WKH�WXUQRYHU�DQG�FRQVXPSWLRQ�WD[HV�
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7DEOH�����7D[�5HYHQXH�E\�3ULQFLSDO�&DWHJRULHV�IRU�0HGLWHUUDQHDQ�&RXQWULHV�$VVRFLDWHG�ZLWK�WKH�(XURSHDQ�8QLRQ�DQG�0HPEHUV�RI�$6($1 ��,Q SHUFHQW�RI�*'3� 7D[HV�RQLQFRPH��SURILWV��FDSLWDO�JDLQV� 7D[HV�RQ�JRRGV�DQG�VHUYLFHV�

6DPSOH�SHULRG 7D[�UHYHQXH 7RWDO &RUSRUDWH ,QGLYLGXDO 7RWDO *HQHUDO�WD[HV��WXUQRYHU�9$7
([FLVHV 7D[HV�RQ�LQWHUQDWLRQDO�WUDGH

2WKHU�WD[HV
0HGLWHUUDQHDQ�&RXQWULHV(J\SW�� ������� ���� ��� ��� ��� ���� ��� ��� ��� ���$OJHULD ���� ���� ��� �� ��� ��� ��� �� ��� ���&\SUXV ���� ���� ��� ��� ��� ��� ��� ��� ��� ���,VUDHO ���� ���� ���� ��� ���� ���� ���� ��� ��� ���/HEDQRQ ���� ���� ��� �� �� ��� �� ��� ��� ��0DOWD ���� ���� ��� ��� ��� ��� ��� ��� ��� ���0RURFFR ���� ���� ��� ��� ��� ���� ��� ��� ��� ���-RUGDQ ���� ���� ��� ��� ��� ��� �� ��� ��� ��6\ULD ���� ���� ��� �� �� ��� �� ��� ��� ���7XUNH\ ���� ���� ��� ��� ��� ��� ��� ��� ��� ���7XQLVLD�� ���� ���� ��� �� �� ��� �� �� ��� ���$6($1�0HPEHU�&RXQWULHV.RUHD ���� ���� ��� ��� ��� ��� ��� ��� ��� ���,QGRQHVLD�� ������� ���� ��� ��� ��� ��� ��� ��� ��� ���0DOD\VLD ���� ���� ��� ��� ��� ��� ��� ��� ��� ���3KLOLSSLQHV ���� ���� ��� ��� ��� ��� ��� ��� ��� ���6LQJDSRUH ���� ���� ��� ��� ��� ��� ��� ��� ��� ���7KDLODQG ���� ���� ��� ��� ��� ��� ��� ��� ��� ������7KH�$VVRFLDWLRQ�RI�6RXWKHDVW�$VLDQ�1DWLRQV��$6($1��LV�FRQVLGHUHG�D�PRGHO�RI�PDUNHW�IRUFHV�DQG�H[SRUW�RULHQWHG�GHYHORSPHQW�WKDW�LV�IROORZHG�E\�PDQ\�GHYHORSLQJ�FRXQWULHV��(J\SW��-RUGDQ�DQG�0DOD\VLD�DSSO\�JHQHUDO�VDOHV�WD[�WKDW�DUH�OLPLWHG�WR�PDQXIDFWXULQJ��LPSRUWV�DQG�VHOHFWLYH�VHUYLFHV�����,Q�(J\SW��UHYHQXH�IURP�WD[HV�RQ�JRRGV�DQG�VHUYLFHV�LQFOXGH���� SHUFHQW�RI�*'3�JHQHUDWHG�E\�VWDPS�GXWLHV����,QFOXGLQJ�VRFLDO�VHFXULW\�FRQWULEXWLRQV����,QFOXGLQJ�RLO�JDV�WD[HV�6RXUFH��,0)��*RYHUQPHQW�)LQDQFH�6WDWLVWLFV�DQG�FRXQWU\�GRFXPHQWV
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$OWKRXJK�WD[HV�RQ�JRRGV�DQG�VHUYLFHV�FDPH�LQWR�HIIHFW�LQ�(J\SW�LQ�������SROLF\�PDNHUV�GLG�QRW�UHFRJQL]H�WKHP�DV�DQ�LPSRUWDQW�VRXUFH�RI�UHYHQXH�XQWLO�UHFHQWO\��$������WDULII�LQWURGXFHG�SURWHFWLRQ�DQG�UHYHQXH�FXVWRPV�GXWLHV��DQG�LQ������WKH�DG�KRF�SURGXFWLRQ�WD[HV�ZHUH�FRGLILHG�LQ�D�VLQJOH�ODZ��7KDW�ODZ�FRQWLQXHG�DV�WKH�EDVLV�IRU�WD[LQJ�JRRGV�DQG�VHUYLFHV�XQWLO�WKH�PLG�����V��ZKHQ�(J\SW�DSSOLHG�D�GLIIHUHQWLDWHG�IRUP�RI�LQGLUHFW�WD[HV�NQRZQ�DV�SULFH�GLIIHUHQWLDOV��8QWLO�WKH�����V��WD[�SROLF\�PDNHUV�DQG�DGPLQLVWUDWRUV�IRFXVHG�RQ�LQFRPH��SURILWV�DQG�GXWLHV��DQG�WD[HV�RQ�LPSRUWV,Q�������WKH�PDQ\�ODZV�DQG�GHFUHHV�LQWURGXFLQJ�GLIIHUHQW�SURGXFWLRQ�WD[HV��H[FLVH�GXWLHV��DQG�SULFH�GLIIHUHQWLDOV�ZLWK�WKHLU�KRVW�RI�PRGLILFDWLRQV�ZHUH�FRQVROLGDWHG�LQWR�WKH�&RQVXPSWLRQ�7D[�/DZ��5HJDUGOHVV�RI�LWV�WLWOH��WKH�FRQVXPSWLRQ�WD[�ZDV�QRW�D�EURDG�EDVHG�WD[�RQ�FRQVXPSWLRQ�RI�JRRGV�DQG�VHUYLFHV��$OWKRXJK�LW�FRQVROLGDWHG�WKH�VFDWWHUHG�SURYLVLRQV��LW�FDUULHG�RYHU�WKH�GHIHFWV�DFFXPXODWHG�GXULQJ�WKH�SUHYLRXV����\HDUV��:KLOH�LW�ZDV�OHYLHG�RQ�LPSRUWV�DQG�ORFDOO\�SURGXFHG�JRRGV��WKH�UDWHV�ZHUH�QRW�XQLIRUP�IRU�PDQ\�JRRGV��7R�WKH�H[WHQW�WKDW�FRQVXPSWLRQ WD[�UDWHV�RQ�LPSRUWV�H[FHHGHG�WKHLU�FRUUHVSRQGLQJ�UDWHV�RQ�GRPHVWLF�SURGXFWLRQ��WKH�FRQVXPSWLRQ�WD[�RQ�LPSRUWV�DPRXQWHG�WR�DQ�DGGLWLRQDO�LPSRUW�GXW\��,Q�FDVH�WKH�UDWHV�RI�WKH�FRQVXPSWLRQ�WD[�RQ�LPSRUWV�ZHUH�ORZHU��WKH\�UHGXFHG�WKH�SURWHFWLRQ�RI�ORFDO�LQGXVWULHV�SURYLGHG�E\�WKH�WDULII��7KH�FRQVXPSWLRQ�WD[�ZDV�DOVR�FKDUDFWHUL]HG�E\�D�KHDY\�UHOLDQFH�RQ�VSHFLILF�UDWHV��7R�SURWHFW�LWV�UHYHQXH�\LHOG��WKH�UDWHV�KDG�WR�EH�LQFUHDVHG��WKXV�UHTXLULQJ�OHQJWK\�SURFHGXUHV�RI�OHJLVODWLRQ�DQG�HQDFWPHQW��7KH������*67�UHGXFHG�WKHVH�OLPLWDWLRQV�$�SULQFLSDO�IHDWXUH�RI�(J\SWLDQ�WD[DWLRQ�RI�JRRGV�DQG�VHUYLFHV�LV�WKH�ZLGH�XVH�RI�VWDPS�GXWLHV�OHYLHG�RQ�KHWHURJHQHRXV�JURXSV�RI�WUDQVDFWLRQV�WKDW�DUH�XVXDOO\�WD[HG�XQGHU�VHUYLFH�WD[HV��+LVWRULFDOO\��WKH�XVH�RI�VWDPS�GXWLHV�WR�WD[�VHUYLFHV�JRHV�EDFN�WR�WKH�&DSLWXODWLRQ�WKDW�OLPLWHG�WKH�FRXQWU\¶V�MXULVGLFWLRQ�RYHU�EURDG�EDVHG�WD[HV�ZKHWKHU�RQ�LPSRUWV��WUDQVDFWLRQV��LQFRPH�RU�SURILWV��%HFDXVH�RI�WKHLU�UHODWLYHO\�EURDG�FRYHUDJH��VWDPS�GXWLHV�JHQHUDWHG�D�VLJQLILFDQW�VKDUH�RI�UHYHQXH�WKDW�H[FHHGHG�UHYHQXH�IURP�LQGLYLGXDO�LQFRPH�WD[HV��7KH\�DOVR�UHJLVWHUHG�D�KLJK�UDWLR�RI�EXR\DQF\�EHFDXVH�x WKH�UDWHV�XVXDOO\�LQFOXGH�SURSRUWLRQDO�DQG�SURJUHVVLYH�HOHPHQWV�HVSHFLDOO\�RQ�WKH�WUDQVDFWLRQV�UHODWHG�WR�DGYHUWLVHPHQW��FRQVXPSWLRQ�RI�ZDWHU�DQG�HOHFWULFLW\��WUDYHO�DQG�ILQDQFLDO�VHUYLFHV�x WKH�EDVH�LV�EURDG��DV�QR�H[HPSWLRQV�DUH�JUDQWHG��DQGx WKH�UDWHV�ZHUH�IUHTXHQWO\�LQFUHDVHG�LQ�YLHZ�RI�WKH�KHDY\�SUHVVXUHV�WR�PRELOL]H�DGGLWLRQDO�UHYHQXH�

7KH�*67�FDPH�LQWR�HIIHFW�LQ������IROORZLQJ�WKH�HQDFWPHQW�RI�/DZ�1R���������7KLV�ODZ�LV�FRQVLGHUHG�WKH�WKLUG�PRVW�IDU�UHDFKLQJ�UHIRUP�LQ�(J\SW¶V�FRQWHPSRUDU\�WD[�SROLF\�DQG�LWV�DGPLQLVWUDWLRQ�ý 7KH�IROORZLQJ�VHFWLRQV�DQDO\]H�WKH�EDVH�RI�WKH�*67��WKH�
ý 7KH�RWKHU�LPSRUWDQW�UHIRUPV�DUH������WKH������WDULII�UHIRUP�WKDW�SURYLGHG�(J\SW�ZLWK�WDULII�DXWRQRP\�ZKLFK�ZDV�QRW�FRPSOHWH�XQGHU�WKH�FDSLWXODWLRQ��%HIRUH�������WDULII�GXWLHV�FRXOG�QRW�HQFRXUDJH�DQG�SURWHFW�ORFDO�LQGXVWULHV��'XWLHV�WR�EH�OHYLHG�KDG�WR�WUHDW�LPSRUWV�DQG�WKHLU�HTXLYDOHQW�ORFDOO\�SURGXFHG�JRRGV�HTXDOO\��DQG�����WKH������WD[HV�RQ�LQFRPH DQG�SURILWV��ZKLFK�DOVR�ZHUH�QRW�ZLWKLQ�WKH�(J\SWLDQ�MXULVGLFWLRQ�EHFDXVH�UHVLGHQW�DOLHQV�DQG�IRUHLJQ�FRUSRUDWLRQV�ZHUH�H[HPSW�IURP�DOO�GLUHFW�WD[HV�XQGHU�&DSLWXODWLRQ��:LWK�WKH�HQDFWPHQW�RI�WKH�JHQHUDO�VDOHV�WD[��WKH�
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UHYHQXH�JHQHUDWHG�IURP�WKH�SULQFLSDO�FRPSRQHQWV��LPSRUWV��H[FLVHV��PDQXIDFWXUHG�JRRGV�DQG�VHUYLFHV���DQG�WKH�UDWH�VWUXFWXUH��7KLV�DQDO\VLV�LV�LQWHQGHG�WR�VKHG�VRPH�OLJKW�RQ�WKH�GLUHFWLRQV�IRU�UHIRUPLQJ�WKH�*67��ZLWK�WKH�REMHFWLYH�RI�PD[LPL]LQJ�VLPSOLFLW\�DQG�QHXWUDOLW\�DQG�\LHOGLQJ�JRDOV��7KHVH�REMHFWLYHV�DUH�DWWDLQHG�ZKHQ�WKH�*67�LV�FRQYHUWHG�LQWR�D�9$7�WKDW�SURYLGHV�D�XQLIRUP�WD[DWLRQ�RI�JRRGV�DQG�VHUYLFHV�ZLWK�D�EDVH�DV�JHQHUDO�DV�SRVVLEOH�7KHUH�ZDV�FRQVLGHUDEOH�GHEDWH�EHIRUH�WKH�HQDFWPHQW�RI�WKH�*67�DERXW�LWV�FRYHUDJH��WKH�VWDJH�RU�VWDJHV�RQ�ZKLFK�LW�VKRXOG�EH�OHYLHG��WD[DWLRQ�RI�VHUYLFHV��DQG�ZKHWKHU�WKH�SURSRVHG�*67�VKRXOG GLUHFWO\�UHDFK�WKH�GLVWULEXWLRQ�VHFWRU�RU�VKRXOG�IROORZ�WKH�JUDGXDO�DSSURDFK�XVHG�E\�PDQ\�FRXQWULHV�EHIRUH�LQVWLWXWLQJ�D�PRGHUQ�YDOXH�DGGHG�WD[��,Q�WKH�ILQDO�DQDO\VLV��/DZ�1R��������OLPLWHG�WKH�*67�WR�WKH�VWDJH�RI�PDQXIDFWXUHUV��LPSRUWV�DQG�VHUYLFHV��DOWKRXJK�LWV�ILUVW�DUWLFOH�DQWLFLSDWHV�WKH�HYHQWXDO�WD[DWLRQ�RI�WKH�VWDJHV�RI�ZKROHVDOHUV�DQG�UHWDLOHUV�þ $UWLFOH���VWLSXODWHV�WKDW�WKH�H[WHQVLRQ�RI�WKH�*67�WR�WKHVH�VWDJHV�FRXOG�EH�LQWURGXFHG�E\�D�SUHVLGHQWLDO�GHFUHH�'HVSLWH�WKH�VLJQLILFDQW�LQFUHDVH�LQ�LWV�UHYHQXH�\LHOG��WKH�*67�UHPDLQV�OHVV�JHQHUDO�WKDQ�LWV�WLWOH�PD\�VXJJHVW��LW�LV�VWLOO�OLPLWHG�WR�PDQXIDFWXULQJ�DQG�H[FOXGHV�WKH�GLVWULEXWLRQ�VHFWRU��7D[DWLRQ�RI�VHUYLFHV�UHPDLQV�VHOHFWLYH�DQG�OLPLWHG�WR�WKRVH�VHUYLFHV�FRYHUHG�LQ�7DEOH����LQFOXGLQJ�WKRVH�DGGHG�E\�SUHVLGHQWLDO�GHFUHHV��7KH�FUHGLW�IRU�WD[�SDLG�DW�HDUOLHU�VWDJHV�LV�QRW�FRPSOHWH�DQG�IDU�OHVV�WKDQ�JHQHUDO��DV�FDSLWDO�JRRGV��VHUYLFHV�DQG�H[FLVDEOH�JRRGV�DUH�H[FOXGHG�IURP�WKH�FUHGLW��5HJDUGLQJ�LQWHUQDWLRQDO�WUDGH��WKH�*67�IROORZV�WKH�GHVWLQDWLRQ�SULQFLSDO�DFFRUGLQJ�WR�ZKLFK�JRRGV�WKDW�DUH�VROG�DUH�SUHVXPHG�FRQVXPHG�DQG�WKXV�WD[HG��,PSRUWV�WKHUHIRUH�DUH�WD[HG�EXW�QRW�H[SRUWV�ÿ ([SRUWV�EHQHILW�IURP�D�]HUR�UDWH�RQ�LWHPV�WKDW�HQWHU�LQWR�WKHLU�SURGXFWLRQ�7KH�DGRSWLRQ�RI�D�9$7��ZKLFK�FDQ�EH�DWWDLQHG�E\�H[WHQGLQJ�WKH�*67�WR�WKH�GLVWULEXWLRQ�VHFWRU��ZRXOG�EH�LQ�DFFRUGDQFH�ZLWK�/DZ�1R���������,W�VKRXOG�RIIHU�WKH�RSSRUWXQLW\�IRU�FRPSUHKHQVLYH�UHIRUP�QHHGHG�WR�FRPSOHPHQW�WKH�VHYHQ�DG�KRF�FKDQJHV�LQWURGXFHG�RYHU�WKH�ODVW�VL[�\HDUV��ZKLFK�OHIW�WKH�*67�VWUXFWXUH�XQFKDQJHG�
(J\SWLDQ�WD[�SROLF\�FRXOG�PD[LPL]H�LWV�JRDOV�LI�HDFK�LPSRUWDQW�LQVWUXPHQW�RI�WKLV�SROLF\�LV�DVVLJQHG�DV�D�VSHFLILF�JRDO�DV�VKRZQ�LQ�7DEOH����)RU�PRUH�GHWDLOV�DERXW�WKH�LPSDFW�RI�WKH�FDSLWXODWLRQ�RQ�(J\SWLDQ�WD[DWLRQ��VHH�$�0��$EGHO�5DKPDQ��³(J\SWLDQ�,QFRPH�7D[DWLRQ�RI�1RQUHVLGHQW�$OLHQV�DQG�)RUHLJQ�&RUSRUDWLRQV�DQG�LWV�(IIHFWV�RQ�(J\SWLDQ�(FRQRPLF�*URZWK�´������þ 7KH�*67��E\�EHLQJ�OLPLWHG�WR�PDQXIDFWXUHUV�DQG�WD[LQJ�VHUYLFHV�VHOHFWLYHO\�DQG�FXPXODWLYHO\��LV�EDVHG�RQ�WKH�ROG�)UHQFK�SURGXFWLRQ�WD[�WKDW�H[LVWHG�LQ������EHIRUH�EHLQJ�UHSODFHG�E\�WKH�9$7�ÿ 8QGHU�WKH�RULJLQ��JRRGV�DUH�WD[HG�LQ�WKH�FRXQWU\�RI�SURGXFWLRQ��WKHUHIRUH�LPSRUWV�DUH�H[HPSW��EXW�H[SRUWV�DUH�WD[HG�
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DQG�WKH�OLPLWDWLRQV�WKDW�WKH�H[SHULHQFH�PLJKW�KDYH�UHYHDOHG�XQWDFNOHG�� 7KH�VXJJHVWHG�UHIRUP�EDVHG�RQ�D�YDOXH�DGGHG�WD[�FRXOG�DFKLHYH�WKH�IROORZLQJ�x ,PSURYH�WKH�HFRQRPLF�HIILFLHQF\�RI�WKH�WD[�V\VWHP�E\�UHPRYLQJ�WKH�FXUUHQW�GLVWRUWLRQV�RI�WKH�*67��7KHVH�GLVWRUWLRQV�UHVXOW�IURP�KDYLQJ�D�QDUURZ�EDVH�OLPLWHG�WR�D�VLQJOH�VWDJH�DQG�IURP�D�SDUWLDO�WD[�FUHGLW�QRW�FRYHULQJ�WKH�HQWLUH�*67�SDLG�DW�HDUOLHU�VWDJHV�x ,QFUHDVH�WKH�UHYHQXH�\LHOG�ZLWKRXW�DGGLWLRQDO�DGPLQLVWUDWLYH�EXUGHQ��7KH�*HQHUDO�6DOHV�7D[�'HSDUWPHQW�ZDV�RUJDQL]HG�ZLWK�D�9$7�LQ�PLQG��:LWK�WKH�H[SHULHQFH�JDLQHG�RYHU�WKH�ODVW�VL[�\HDUV��WKH�UHSODFHPHQW�RI�WKH�*67�E\�D�9$7�DQG�WD[DWLRQ�RI�WKH�GLVWULEXWLRQ�VHFWRU�VKRXOG�QRW�SRVH�DGPLQLVWUDWLYH�GLIILFXOWLHV�
%\�LQFUHDVLQJ�UHYHQXH��WKH�SURSRVHG�9$7�ZRXOG�IDFLOLWDWH�WKH�HQIRUFHPHQW�RI�XUJHQWO\�QHHGHG�UHIRUPV�GHIHUUHG�EHFDXVH�RI�WKHLU�QHJDWLYH�UHYHQXH�HIIHFWV��7KH�WRS�PDUJLQDO�UDWHV�RI�WKH�JHQHUDO�LQFRPH�WD[��FRUSRUDWH�SURILWV�WD[�UDWHV��DQG�WKH�WRS�WDULII�UDWHV��FRXOG�EH�ORZHUHG�IXUWKHU�LI�WKH�UHVXOWLQJ�UHYHQXH�ORVV�LV�FRPSHQVDWHG�IRU�E\�RWKHU�WD[�VRXUFHV��DQG�WKH�YDOXH�DGGHG�WD[�LV�WKH�SUHIHUUHG�VRXUFH�� 7KH�SURSRVHG�UHIRUP�ZLOO�DOVR�FRQWULEXWH�WR�WKH�DGPLQLVWUDWLRQ�HIILFLHQF\�RI�WKH�HQWLUH�WD[�V\VWHP�WKURXJK�FORVHU�FRRUGLQDWLRQ�ZLWK�WKH�EXVLQHVV�SURILWV�WD[�DQG�WKH�DGRSWLRQ�RI�WKH�QDWLRQDO�WD[SD\HU�LGHQWLILFDWLRQ�QXPEHU�V\VWHP��0RUHRYHU��D�9$7�LV�QHHGHG�WR�PHHW�WKH�UHYHQXH�LPSDFW�RI�WKH�IRUWKFRPLQJ�DVVRFLDWLRQ�ZLWK�WKH�(8�DQG�WKH�UHJLRQDO�HFRQRPLF�JURXSLQJ�DPRQJ�0LGGOH�(DVWHUQ�FRXQWULHV��

5HYHQXH�'HYHORSPHQWV%HIRUH�HODERUDWLQJ�RQ�VSHFLILF�UHIRUP�UHFRPPHQGDWLRQV��LW�LV�XVHIXO�ILUVW�WR�DQDO\]H�GDWD�RQ�WKH�UHYHQXH�IURP�WKH�*67��7DEOH���LOOXVWUDWHV�WKH�UHYHQXH�JHQHUDWHG�E\�WKH�WKUHH�FRPSRQHQWV�RI�WKH�*67��5HYHQXH�IURP�H[FLVHV�QRWHG�LQ�7DEOH���LQFUHDVHG�IURP�/(�������PLOOLRQ�LQ���������WR�/(�������PLOOLRQ�LQ����������EXW�GHFOLQHG�LQ�UHODWLYH�WHUPV�IURP����� SHUFHQW�WR����� SHUFHQW�RI�*67��RU�IURP���� SHUFHQW�WR���� SHUFHQW�RI�*'3��UHVSHFWLYHO\��7KH�GHFOLQH�PD\�EH�H[SODLQHG�E\�WKH�LQFUHDVH�LQ�WKH�LPSRUWDQFH�RI�RWKHU�FRPSRQHQWV��PDLQO\�VHUYLFHV�DQG�PDQXIDFWXUHG�JRRGV��DQG�WKH�VSHFLILF�UDWHV�
� 7KH�DG�KRF FKDQJHV�ZHUH�LQWURGXFHG�E\�3UHVLGHQWLDO�GHFUHHV�1R������DQG�����RI����������RI�����������DQG�����RI����������RI����������RI�������DQG�����RI������� 2(&'�PHPEHU�FRXQWULHV�KDYH�PRELOL]HG�PRUH�WKDQ�����RI�WKH�LQFUHDVHV�LQ�WKHLU�WD[�UHYHQXH�VLQFH������WKURXJK�9$7V�DQG�RWKHU�FRQVXPSWLRQ�GXWLHV��7KHVH�WD[HV�KDYH�EHFRPH�WKH�SUHIHUUHG�PHDQV�RI LQFUHDVLQJ�WD[�UHYHQXH��6RPH�2(&'�PHPEHU�FRXQWULHV�KDYH�HLWKHU�LPSOLFLWO\�RU�H[SOLFLWO\�EHHQ�WU\LQJ�WR�VKLIW�DZD\�IURP�UHO\LQJ�RQ�LQFRPH�WD[HV�WRZDUG�FRQVXPSWLRQ�WD[HV��)RU�PRUH�GHWDLOV��VHH�³&RQVXPSWLRQ�7D[�7UHQGV�´�2(&'��������SDJH���
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OHYLHG�RQ�D�QXPEHU�RI�JRRGV�VXFK�DV�WHD��VXJDU��FHPHQW��HWF��7KHVH�UDWHV��ZKLFK�GDWH�EDFN�WR�������KDYH�UHPDLQHG�XQFKDQJHG��DQG�WKHUHIRUH�WKHLU�UHYHQXH�KDV�EHHQ�HURGHG�E\�LQIODWLRQ� 7KLV�GHYHORSPHQW�VKRXOG�XQGHUOLQH�WKH�QHHG�IRU�UHIRUPLQJ�H[FLVH�WD[DWLRQ�E\�OLPLWLQJ�LW�WR�WREDFFR�DQG�FLJDUHWWHV��SHWUROHXP�SURGXFWV��DQG�EHYHUDJHV��ZKLFK�JHQHUDWH�WKH�VL]DEOH�VKDUH�RI�UHYHQXH��7KHVH�JRRGV�FRXOG�EH�VXEMHFW�WR�GLIIHUHQW�DG�YDORUHP RU�FRPELQHG�UDWHV�GHSHQGLQJ�RQ�WKH�UHYHQXH�WKDW�QHHGV�WR�EH�JHQHUDWHG�DQG�RU�WKH�ILQDO�SULFH�WR�EH�FKDUJHG�WR�FRQVXPHUV��$OWHUQDWLYHO\��RWKHU�JRRGV��VXFK�DV�WHD��VXJDU�DQG�FHPHQW��FDQ�EH�WD[HG�XQGHU�WKH�JHQHUDO�VDOHV�WD[�E\�HOLPLQDWLQJ�WKHP�IURP�7DEOH����7KLV�ZRXOG�PLQLPL]H�WKH�QHHG�IRU�SHULRGLF�UDWH�DGMXVWPHQW�WR�UHIOHFW�WKH�FKDQJH�LQ�SULFHV�DQG�ZRXOG�HQKDQFH�WKH�SULQFLSOH�RI�WD[LQJ�VLPLODU�JRRGV�HTXDOO\��)RU�H[DPSOH��FRIIHH�LV�WD[HG�DW�� SHUFHQW�EXW�QRW�WHD�DQG�VXJDU�
7DEOH�����(J\SW��5HYHQXH�RI�*67�E\�3ULQFLSDO�&RPSRQHQWV�������������������PLOOLRQV�/(�

������� ������� ������� ������� �������$PRXQW � $PRXQW � $PRXQW � $PRXQW � $PRXQW �'RPHVWLF�7UDQVDFWLRQV([FLVHV�LQF��LQ�7DEOH��6HUYLFHV�LQF��LQ�7DEOH��0DQXIDFWXUHG�JRRGV
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'HVSLWH�WKHLU�VLJQLILFDQW�UROH�LQ�WKH�(J\SWLDQ�HFRQRP\��VHUYLFHV�JHQHUDWHG�D�PRGHVW�VKDUH�RI�UHYHQXH�DPRXQWLQJ�WR���� SHUFHQW�RI�*'3�LQ����������7KH�PRGHVW�FRQWULEXWLRQ�RI�VHUYLFHV�UHIOHFWV�WKHLU�QDUURZ�EDVH��DV�WKH\�UHPDLQ�WD[HG�RQ�D�VHOHFWLYH�EDVLV�DQG�OLPLWHG�WR�WKRVH�VHUYLFHV�VWLSXODWHG�LQ�7DEOH����)LQDOO\��WKH�UHYHQXH�VKDUH�JHQHUDWHG�E\�LPSRUWV�FRQWLQXHV�WR�EH�VLJQLILFDQW�DPRXQWLQJ�WR����� SHUFHQW�RI�WRWDO�WD[�UHYHQXH�IURP�*67�LQ���������FRPSDUHG�WR����� SHUFHQW�LQ����������7KH�LPSRUWDQFH�RI�WKLV�UHYHQXH�UHIOHFWV�WKH�QDUURZ�EDVH�RI�GRPHVWLF�WUDQVDFWLRQV��ZKLFK�UHPDLQ�OLPLWHG�WR�WKH�PDQXIDFWXUHU�VHFWRU�DQG�WKH�VHOHFWLYH�VHUYLFHV��,W�PD\�DOVR�EH�DWWULEXWHG�WR�LQFOXGLQJ�LPSRUW�GXWLHV�LQWR�WKH�EDVH�RI�LPSRUWV�IRU�WKH�*67��DV�ZHOO�DV�WD[DWLRQ�RI�WKH�ILUVW�VDOH�IROORZLQJ�LPSRUWDWLRQ�7DEOH���LOOXVWUDWHV�GHYHORSPHQW�RI�WKH�*67�UDWH�VWUXFWXUH�DQG�WKH�UHYHQXH�JHQHUDWHG�E\�HDFK�UDWH��,QLWLDOO\��WKH�*67�KDG�WZR�LQFUHDVHG�UDWHV�RI����DQG��� SHUFHQW�UHIOHFWLQJ�WKH�SROLF\�PDNHUV¶�DWWHPSW�WR�GLIIHUHQWLDWH�WKH�EXUGHQ�DFFRUGLQJ�WR�WKH�QHFHVVLW\�RI�WD[HG�JRRGV��7R�VLPSOLI\�WKH�UDWH�VWUXFWXUH��WKHVH�LQFUHDVHG�UDWHV�ZHUH�FRQVROLGDWHG�LQWR�D�VLQJOH�UDWH�RI��� SHUFHQW��,W�VKRXOG�EH�QRWHG�WKDW�WKH�VWDQGDUG�UDWH�RI��� SHUFHQW�JHQHUDWHG�DERXW��� SHUFHQW�RI�WKH�*67�UHYHQXH�XQGHUOLQLQJ�WKH�LQVLJQLILFDQW�VKDUH�SURGXFHG�E\�ORZHU�DQG�LQFUHDVHG�UDWHV�WKDW�DUH�DVVLJQHG�WKH�UROH�RI�GLIIHUHQWLDWLQJ�WKH�WD[�EXUGHQ�7KH�DQDO\VLV�RI�WKH�*67�DQG�LWV�UHFHQW�UHYHQXH�GHYHORSPHQW�UHYHDOV�LWV�OLPLWDWLRQV�DQG�KLJKOLJKWV�WKH�QHHG�IRU�D�FRPSUHKHQVLYH�UHIRUP��6XFK�D�UHIRUP�VKRXOG�GHSDUW�IURP�WKH�DG�KRF�FKDQJHV�WKDW�ZHUH�LQWURGXFHG�RYHU�WKH�ODVW�VL[�\HDUV�DQG�VKRXOG�EH�DV�VWUXFWXUDO�DV�WKH�*67��FRPSDUHG�WR�WKH�ROG�FRQVXPSWLRQ�WD[��$�FRPSUHKHQVLYH�UHIRUP�VKRXOG�DFKLHYH�D�GHVLUDEOH�EDODQFH�EHWZHHQ�WKH�FRQIOLFWLQJ�JRDOV�RI�EURDGHQLQJ�WKH�EDVH��UDWLRQDOL]LQJ�WKH�UDWH�VWUXFWXUH��UHLQIRUFLQJ�WKH�DGPLQLVWUDWLRQ��UHGXFLQJ�WKH�FRVWV�RI�WD[SD\HUV¶�FRPSOLDQFH��LPSURYLQJ�WKH�GLVWULEXWLRQ�RI�WKH�EXUGHQ�E\�PLQLPL]LQJ�WKH�HOHPHQWV�RI�WKH�9$7�UHJUHVVLYLW\��DQG�DOOHYLDWLQJ�WKH�LQIODWLRQDU\�HIIHFWV�RI�WKH�9$7�LWVHOI��%HIRUH�D�GHFLVLRQ�LV�UHDFKHG�DERXW�WUDQVIRUPLQJ�WKH�*67�LQWR�D�9$7��WKHVH�LVVXHV�VKRXOG�EH�FDUHIXOO\�DQDO\]HG�WR�DVFHUWDLQ�WKHLU SUREDEOH�UHYHQXH��SULFH�DQG�GLVWULEXWLRQDO�HIIHFWV��7KH�VWDWLVWLFDO�GDWD�LQFRUSRUDWHG�LQ�WKH�VWXGLHV�PD\�QHHG�WR�EH�XSGDWHG��7KH�IROORZLQJ�DQDO\VLV�GLVFXVVHV�WKH�PDLQ�IHDWXUHV�RI�WKH�SURSRVHG�UHIRUPV�
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���$FFRUGLQJ�WR�3UHVLGHQWLDO�'HFUHH�1R���������WKH�VWDQGDUG�UDWH�RI�����DV�OHYLHG�RQ�PRWRU�YHKLFOHV�XVHG�WR�WUDQVSRUW�JRRGV�DQG�SHUVRQV�KDV�EHHQ�VXEMHFW�WR�DQ�DGGLWLRQDO����UHVXOWLQJ�LQ�D�FRPELQHG�UDWH�RI��������$FFRUGLQJ�WR�3UHVLGHQWLDO�'HFUHH�1R������RI�������WKH�UDWHV��� SHUFHQW�DQG��� SHUFHQW�ZHUH�HOLPLQDWHG�DQG�UHSODFHG�E\�WKH�UDWH��� SHUFHQW�6RXUFH��%DVHG�RQ�GDWD�SURYLGHG�E\�WKH�'HSDUWPHQW�RI�*HQHUDO�6DOHV�7D[�
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%URDGHQLQJ�WKH�%DVH�RI�WKH�9$77KH�9$7�VKRXOG�EH�H[WHQGHG�WR�WKH�GLVWULEXWLRQ�VHFWRU�E\�WD[LQJ�DOO�VXSSOLHUV�RI�JRRGV�DQG�VHUYLFHV�ZKRVH�WXUQRYHU�H[FHHGV�WKH�QHZ�WKUHVKROG��,W�VKRXOG�GLVSHQVH�ZLWK�WKH�FDWHJRULHV�RI�ZKROHVDOHUV�DQG�UHWDLOHUV�DV�FULWHULD�IRU�WD[DEOH�HYHQWV��7KHVH�FRQFHSWV�GR�QRW�OHQG�WKHPVHOYHV�WR�HIIHFWLYH�DSSOLFDWLRQ��DQG�YLUWXDOO\�DOO�9$7V�DUH�OHYLHG�RQ�D�PXOWL�VWDJH�EDVLV��7KH�DGYDQWDJHV�RI�WKHVH�FULWHULD�FRXOG�EH�HDVLO\�DWWDLQHG�WKURXJK�D�JHQHURXV�WKUHVKROG�DGMXVWHG�WR�WDNH�LQWR�DFFRXQW�WKH�WD[�DGPLQLVWUDWLRQ�DELOLW\�DQG�WD[SD\HU�FRPSOLDQFH��7KH�H[SHULHQFH�RI�PDQ\�FRXQWULHV�LOOXVWUDWHV�WKH�DGPLQLVWUDWLYH�GLIILFXOWLHV�FRQIURQWHG�LQ�DSSO\LQJ�WKH�FULWHULD�RI�ZKROHVDOHUV�DQG�UHWDLOHUV��ZKLFK�ZDV�UHSODFHG�E\�WKH�WKUHVKROG�DV�WKH�FULWHULD�LQ�GHWHUPLQLQJ�WD[SD\HUV¶�REOLJDWLRQV�WR�UHJLVWHU��7KLV�PHWKRG��WKUHVKROG��KDV�DOUHDG\�EHHQ�DFFHSWHG�E\�/DZ�1R���������ZKLFK�OLPLWV�WD[SD\HUV¶�OLDELOLW\�WR�WKRVH�KDYLQJ�D�WXUQRYHU�RI�/(��������RU�PRUH��7KLV�FXUUHQW�OHYHO�PXVW�EH�DGMXVWHG�WR�UHIOHFW�WKH�VKLIW�IURP�WKH�SURGXFWLRQ�WR�WKH�GLVWULEXWLRQ�VWDJH�&ORVHO\�UHODWHG�WR�WKH�EUHDGWK�RI�WKH�EDVH�DUH�WKH�VL]H�RI�H[HPSWLRQV�DQG�WKH�FRYHUDJH�RI�]HUR�UDWLQJ��7KH�VKLIW�WR�D�9$7�VKRXOG�QRW�LQ�LWVHOI�DOWHU�WKH�VL]H�RI�H[HPSWLRQ�DV�LQFOXGHG�LQ�7DEOH���RI�WKH�3UHVLGHQWLDO�'HFUHH�1R����������7KH�H[HPSWLRQ�FRYHUV�HVVHQWLDO�JRRGV�WKDW�DUH�XVXDOO\�FRQVXPHG�E\�ORZ�LQFRPH�LQGLYLGXDOV��7KH\�LQFOXGH����LWHPV��VXFK�DV�YHJHWDEOH�RLO�IRU�FRRNLQJ��IORXU��EUHDG��GDLU\�SURGXFWV��ERRNV�DQG�QHZVSDSHUV��1R�GDWD�DUH�DYDLODEOH�DERXW�WKH�VL]H�RI�WKHVH�H[HPSWLRQV�RU�WKHLU�UHYHQXH�FRVWV��EXW�9$7V�DURXQG�WKH�ZRUOG�DOORZ�H[HPSWLRQV�RI�HVVHQWLDO�JRRGV�DQG�VHUYLFHV�WR�YDU\LQJ�GHJUHHV��7KHVH�H[HPSWLRQV�DUH�XVXDOO\�GHWHUPLQHG�DFFRUGLQJ�WR�WKH�VRFLDO��SROLWLFDO�DQG�HFRQRPLF�JRDOV�RI�HDFK�FRXQWU\�$FFRUGLQJ�WR�$UWLFOH���RI�/DZ�1R���������WKH�]HUR�UDWH�LV�OLPLWHG�WR�H[SRUW�DFWLYLWLHV�DQG�LV�QRW�H[SHFWHG�WR�EH�PRGLILHG�LQ�FRQQHFWLRQ�ZLWK�WKH�VKLIW�WR�D�9$7��7KH�GLVWLQFWLRQ�PXVW�EH�NHSW�EHWZHHQ�]HUR�UDWLQJ�DQG�RXWULJKW�H[HPSWLRQ��=HUR�UDWLQJ�DLPV�SULPDULO\�DW�WKH�UHPRYDO�RI�WKH�HQWLUH�EXUGHQ�RI�D�9$7�IURP�H[SRUWV��,Q�DGGLWLRQ�WR�WKH�H[HPSWLRQ�RI�H[SRUWV�IURP�WKH�9$7��]HUR�UDWLQJ�DOORZV�D�FUHGLW�IRU�WKH�9$7�WKDW�PLJKW�KDYH�EHHQ�FKDUJHG�WR�LQSXWV�XVHG�LQ�WKH�SURFHVVHV�RI�SURGXFLQJ�H[SRUWV��9LUWXDOO\��DOO�FRXQWULHV�OLPLW�]HUR�UDWLQJ�WR�H[SRUW�DFWLYLWLHV��DOWKRXJK�D�IHZ�H[WHQG�]HUR�UDWHV�WR�FRQVXPHU�H[SHQGLWXUH�RQ�HVVHQWLDO�JRRGV�DQG�VHUYLFHV�LQVWHDG�RI�H[HPSWLQJ�WKHP�RU�DSSO\LQJ�UHGXFHG�UDWHV��,W�LV�VXJJHVWHG�WR�FRQWLQXH�OLPLWLQJ�]HUR�UDWLQJ�WR�H[SRUW�ZLWKRXW�EHLQJ�DIIHFWHG�ZLWK�WKH�VKLIW�WR�D�9$7��7KLV�VXJJHVWLRQ�LV�EDVHG�RQ�WKH�UHYHQXH�DQG�DGPLQLVWUDWLRQ�FRVWV�RI�]HUR�UDWLQJ��)RU�H[DPSOH��LQ�WKH�8.��
� )RU�D�GHWDLOHG�GLVFXVVLRQ�RI�H[HPSWLRQV�LQ�]HUR�UDWLQJ�VHH��9DOXH�$GGHG�7D[��,QWHUQDWLRQDO�3UDFWLFH�DQG�3UREOHPV��$ODQ�$��7DLW��������SDJHV�������
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ZKHUH�D�VLQJOH�UDWH�LV�LQ�HIIHFW��]HUR�UDWLQJ�LV�H[WHQGHG�WR�D�ZLGH�UDQJH�RI�FRQVXPHU�H[SHQGLWXUHV�RQ�JRRGV�DQG�VHUYLFHV��$FFRUGLQJ�WR�D������VWXG\��LW�ZDV�IRXQG�WKDW�EHFDXVH�RI�WKH�EURDG�XVH�RI�]HUR�UDWLQJ��DERXW��� SHUFHQW�RI�WKH������PLOOLRQ�WD[SD\HUV�UHFHLYHG�UHIXQGV�DQG�GLG�QRW�FRQWULEXWH�WR�WKH�9$7�UHYHQXH��,W�ZDV�DOVR�HVWLPDWHG�WKHQ�WKDW�LI�]HUR�UDWLQJ�ZDV�OLPLWHG�WR�H[SRUW DFWLYLWLHV�DQG�UHSODFHG�E\�WKH�VWDQGDUG�UDWH��UHYHQXH�IURP�9$7�ZRXOG�KDYH�LQFUHDVHG�E\�PRUH�WKDQ��� SHUFHQW�úù
*HQHUDOL]LQJ�7D[�&UHGLW7KH�FRUH�RI�WKH�YDOXH�DGGHG�WD[DWLRQ�LV�WKH�FUHGLW�PHFKDQLVP�WKDW�HQVXUHV�QHXWUDOLW\�DQG�HFRQRPLF�HIILFLHQF\��7R�DFKLHYH�WKH�PD[LPXP�RI�WKHVH�JRDOV��FUHGLW�VKRXOG�EH�DV�JHQHUDO�DV�SRVVLEOH�DQG�VKRXOG�FRYHU�WKH�HQWLUH�WD[�SDLG�DW�HDUOLHU�VWDJHV�RI�SURGXFWLRQ�DQG�GLVWULEXWLRQ�8QGHU�WKH�FXUUHQW�SUDFWLFH�RI�WKH�*67��WKH�WD[�FUHGLW�LV�QRW�DOORZHG�IRU�FDSLWDO�JRRGV�RU�IRU�VHUYLFHV��ZKLFK�FRQWLQXH�WR�EH�WD[HG�RQ�DQ�DFFXPXODWLYH�EDVLV��7KH�IDLOXUH�WR�DOORZ�DQ�LPPHGLDWH�DQG�FRPSOHWH�WD[�FUHGLW�RQ�FDSLWDO�JRRGV��FRXOG�OHDG�WR������GLVFULPLQDWLRQ�DJDLQVW�FDSLWDO�LQWHQVLYH�LQGXVWULHV��OHDGLQJ�VRPH�HQWHUSULVHV�WR�SRVWSRQH�WKH�PRGHUQL]DWLRQ�RI�D�SODQW�DQG�HTXLSPHQW������LQWURGXFLQJ�VRPH�HOHPHQWV�RI�S\UDPLGLQJ�WKDW�UHVXOW�IURP�QRQ�FUHGLWLQJ�WKH�HQWLUH�DPRXQW�RI�WKH�*67��7KH�FXPXODWLYH�HIIHFWV�S\UDPLGLQJ�ZHUH�DPRQJ�WKH�UHDVRQV�WKDW�OHG�WR�WKH�UHSODFHPHQW�RI�WKH�ROG�WXUQRYHU�WD[HV�E\�WKH�YDOXH�DGGHG������DOORZLQJ�GHSUHFLDWLRQ�IRU�FDSLWDO�JRRGV�DV�D�GHGXFWLRQ�IURP�DGMXVWHG�JURVV�VDOHV��UDLVHV�WKH�SUREOHP�RI�GHWHUPLQLQJ�WKH�GHSUHFLDWLRQ�SHULRG��WKH PHWKRG�RI�GHSUHFLDWLRQ��HWF���DQG�����WKH�FXUUHQW�V\VWHP�FRXOG�DFW�DV�D�GLVLQFHQWLYH�WR�H[SRUWV�LQ�HFRQRPLF�VHFWRUV�ZKLFK�DUH�FDSLWDO�LQWHQVLYH�FRPSDUHG�WR�RWKHU�VHFWRUV��7KH�DYDLODELOLW\�RI�]HUR�UDWH�IRU�H[SRUWV�ZLOO�QRW�UHPRYH�WKLV�GLVLQFHQWLYH�LI�9$7�RQ�FDSLWDO�HTXLSPHQW�LV�FUHGLWDEOH�RQO\�RYHU�IRXU�WR�ILYH�\HDUV�

úù )RU�PRUH�GHWDLOV��VHH 5HYLHZ�RI�9DOXH�$GGHG�7D[��5HSRUW�E\�WKH�&RPPLVVLRQHUV�RI�+HU�0DMHVW\¶V�&XVWRPV�DQG�([FLVH��/RQGRQ��'HFHPEHU�������S����� )RU�H[DPSOH��+XQJDU\��$UJHQWLQD��DQG�%UD]LO�GLG�QRW�LQLWLDOO\�H[WHQG�D�FRPSOHWH�DQG�LPPHGLDWH�FUHGLW�IRU�WKH�9$7�RQ�FDSLWDO�JRRGV��&XUUHQWO\��WKHVH�FRXQWULHV�DQG�PDQ\�RWKHUV�H[SDQG�WKH�FRYHUDJH�RI�WKH�FUHGLW�WR�HQVXUH�WKDW�H[SHQGLWXUH�RQ�FDSLWDO�JRRGV�LV�IUHH�RI�9$7��)RU�PRUH�GHWDLOV�VHH��2FFDVLRQDO�3DSHU�1R������9DOXH�$GGHG�7D[���$GPLQLVWUDWLYH�DQG�3ROLF\�,VVXHV��(GLWHG�E\�$ODQ�$��7DLW��2FWREHU�������SS���DQG�����
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$V�D�UHPHG\�WR�WKLV�VLWXDWLRQ��WKH�FUHGLW�VKRXOG�EH�JHQHUDOL]HG�DQG�DYDLODEOH�WR�WKH�HQWLUH�*67�ZLWK�QR�GLVWLQFWLRQ�EHWZHHQ�FDSLWDO�HTXLSPHQW�DQG�RUGLQDU\�H[SHQGLWXUH��7KH�UHYHQXH�FRVW�RI�JHQHUDOL]LQJ�WKH�FUHGLW�VKRXOG�QRW�SUHFOXGH�LWV�DSSOLFDWLRQ��%HFDXVH�RI�WKHVH�FRVWV��VRPH�FRXQWULHV�ZHUH�UHOXFWDQW�WR�DOORZ�FUHGLW�RQ�FDSLWDO�HTXLSPHQW��EXW�ILQDOO\�UHFRJQL]HG�WKH�DGYDQWDJHV�RI�WKH�FUHGLW��WKLV�VKRXOG�EH�WKH�FDVH�LQ�(J\SW�úú
5DWH�5DWLRQDOL]DWLRQ7DEOH���JLYHV�WKH�UDWH�VWUXFWXUH�RI�WKH�*67�9$7�IRU�WKH�0HGLWHUUDQHDQ�DQG�$6($1�FRXQWULHV��7KH�FRPSDULVRQ�UHYHDOV�WKDW�IRXU�$6($1�FRXQWULHV�RXW�RI�VL[�DSSO\�D�VLQJOH�UDWH��.RUHD��3KLOLSSLQHV��6LQJDSRUH��DQG�7KDLODQG���7KLV�UHIOHFWV�WKH�JURZLQJ�WUHQG�WRZDUG�VLPSOLI\LQJ�WKH�UDWH�VWUXFWXUH�DQG�PLQLPL]LQJ�WKH�SUREOHPV�DVVRFLDWHG�ZLWK�PXOWLSOH�UDWHV��H[HPSWLRQV�DQG�VSHFLDO�WUHDWPHQW��0DOD\VLD�DSSOLHV�WZR�UDWHV�DVVLJQLQJ�WKH�KLJK�UDWH�RI��� SHUFHQW�WR�WKH�VDOH�RI�JRRGV�DQG�WKH�ORZHU�UDWH�RI�� SHUFHQW�WR�VHUYLFHV��,Q�HIIHFW��JRRGV�DQG�VHUYLFHV�DUH�HDFK�VXEMHFW�WR�VLQJOH�UDWHV�7KH�WDEOH�DOVR�UHYHDOV�WKDW�QR�FRXQWU\�LQ�WKH�WZR�JURXSV�DSSOLHV�PRUH�WKDQ�WKUHH�UDWHV��EXW�,VUDHO�DQG�0DOD\VLD�DSSO\�WZR�UDWHV��(J\SW�XVHG�WR�DSSO\�IRXU�SRVLWLYH�UDWHV�EHIRUH�WKH�FRQVROLGDWLRQ�RI�WKH�WZR�UDWHV�RI��� SHUFHQW�DQG��� SHUFHQW�LQWR�D�VLQJOH�UDWH�RI��� SHUFHQW��,Q�WKH�ODVW�GHFDGH��WKHUH�KDV�EHHQ�D�PRYHPHQW�WRZDUG�UHGXFLQJ�WKH�QXPEHUV�RI�9$7�UDWHV��:H�FDQ�DOVR�VHH�WKDW�WKH�XVH�RI�KLJKHU�UDWHV��DERYH�WKH�VWDQGDUG�UDWH��KDV�EHHQ�GHFOLQLQJ�VLJQLILFDQWO\��,Q�������%HOJLXP��)UDQFH��*UHHFH��,WDO\�DQG�6SDLQ�UHPRYHG�KLJKHU�UDWHV��GXH�WR�DQ�(8�DJUHHPHQW�WR�SKDVH�RXW�KLJK�UDWHV�DQG�VLPSOLI\�WKH�UDWH�VWUXFWXUH�DQG��HYHQWXDOO\��WKH�DGPLQLVWUDWLRQ�RI�9$7��7KLV�WUHQG�UHIOHFWV�WKH�GHFOLQLQJ�UROH�RI�LQFUHDVHG�UDWHV�LQ�GLIIHUHQWLDWLQJ�WKH�EXUGHQ�RI�JHQHUDO�VDOHV�WD[HV�DFFRUGLQJ�WR�WKH�QHFHVVLW\�RI�WD[HG�JRRGV�úû2Q�WKH�RWKHU�KDQG��UHGXFHG�UDWHV�UHPDLQ�SRSXODU�DPRQJ�SROLF\�PDNHUV��WKXV�H[SODLQLQJ�ZK\�2(&'�FRXQWULHV��ZLWK�WKH�H[FHSWLRQ�RI�7XUNH\��FXUUHQWO\�DSSO\�QR�PRUH�WKDQ�WZR�SRVLWLYH�UDWHV��5HGXFLQJ�WKH�QXPEHU�RI�UDWHV�DLPV�DW�VLPSOLI\LQJ�WD[�DGPLQLVWUDWLRQ�DQG�IDFLOLWDWLQJ�WD[SD\HU�FRPSOLDQFH��(J\SW�HOLPLQDWHG�WKH�UDWH�RI��� SHUFHQW�LQ�������LQ�SDUW�EHFDXVH�RI�WKH�LQVLJQLILFDQW�UHYHQXH�\LHOG�LW�JHQHUDWHG�

RQ�FDSLWDO�JRRGV��&XUUHQWO\��WKHVH�FRXQWULHV�DQG�PDQ\�RWKHUV�H[SDQG�WKH�FRYHUDJH�RI�WKH�FUHGLW�WR�HQVXUH�WKDW�H[SHQGLWXUH�RQ�FDSLWDO�JRRGV�LV�IUHH�RI�9$7��)RU�PRUH�GHWDLOV�VHH��2FFDVLRQDO�3DSHU�1R������9DOXH�$GGHG�7D[���$GPLQLVWUDWLYH�DQG�3ROLF\�,VVXHV��(GLWHG�E\�$ODQ�$��7DLW��2FWREHU�������SS���DQG�����úû 8QGHU�WKH�ROG�WXUQRYHU�WD[HV��PDQ\�FRXQWULHV�KDG�WR�GURS�KLJK�UDWHV�RQ�OX[XU\�JRRGV�ZKLFK�ZHUH�LQ�HIIHFW�IRU�VRPH�\HDUV��EHFDXVH�RI�WKHLU�GLVDSSRLQWLQJ�UHYHQXH��)RU�GHWDLOV�VHH��6DOHV�7D[�$GPLQLVWUDWLRQ��0DMRU�6WUXFWXUDO�DQG�3UDFWLFDO�,VVXHV�ZLWK�6SHFLDO�5HIHUHQFH�WR�WKH�1HHGV�RI�'HYHORSLQJ�&RXQWULHV��8QLWHG�1DWLRQV��������SDJH����
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7DEOH����(J\SW���&XUUHQW�5DWHV�RI�9DOXH�$GGHG�7D[HV�LQ�0HGLWHUUDQHDQ�&RXQWULHV�$VVRFLDWHG�ZLWK����������WKH�(8�DQG�0HPEHU�&RXQWULHV�RI�$6($1&RXQWU\ 'DWH� 5HGXFHG +LJK� 5DWH,QWURGXFHG 1RUPDO�5DWH 5DWH0HGLWHUUDQHDQ�&RXQWULHV(J\SW -XO\����� � �� ��$OJHULD $SULO����� � �� ��&\SUXV� -XO\����� � � �,VUDHO -XO\����� ��� �� ��/HEDQRQ� �� �� �� ��0DOWD� -XO\����� �� �� ��0RURFFR $SULO����� � �� ��-RUGDQ -XQH����� � �� ��6\ULDQ� �� �� �� ��7XQLVLD -XO\����� � �� ��7XUNH\ -DQXDU\����� ��	�� �� ��$6($1�&RXQWULHV.RUHD�� � -XO\����� �� �� ��,QGRQHVLD $SULO����� �� �� ��0DOD\VLD� )HEUXDU\����� � �� ��3KLOLSSLQHV� -DQXDU\����� �� �� ��6LQJDSRUH� $SULO����� � � �7KDLODQG� -XO\����� � � ����7KH�$VVRFLDWLRQ�RI�6RXWKHDVW�$VLDQ�1DWLRQV��$6($1��LV�FRQVLGHUHG�D�PRGHO�RI�PDUNHW�IRUFHV�DQG�H[SRUW�RULHQWHG�GHYHORSPHQW�WKDW�LV�IROORZHG�E\�PDQ\�GHYHORSLQJ�FRXQWULHV��(J\SW��-RUGDQ��DQG�0DOD\VLD�DSSO\�JHQHUDO�VDOHV�WD[�WKDW�DUH�OLPLWHG�WR�PDQXIDFWXULQJ��LPSRUWV��DQG�VHOHFWLYH�VHUYLFHV�����$�VLQJOH�UDWH�LV�LQ�HIIHFW����$�9$7�H[WHQGHG�WR�DOO�VWDJHV�LV�EHLQJ�FRQVLGHUHG�E\�WKH�DXWKRULWLHV����$�JHQHUDO�VDOHV�WD[�OHYLHG�RQ�PDQXIDFWXULQJ��LPSRUWV�DQG�VHUYLFHV�LV�EHLQJ�FRQVLGHUHG�E\�WKH�DXWKRULWLHV����.RUHD�DSSOLHV��LQ�DGGLWLRQ�WR�WKH�XQLIRUP�UDWH�RI��� SHUFHQW��WKH�XVHG�UDWHV�IRU�VPDOO�EXVLQHVVHV����0DOD\VLD�DSSOLHV�D�VLQJOH�UDWH�IRU�WKH�VDOH�RI�JRRGV�DQG�D�VSHFLDO�UDWH�RI�� SHUFHQW�IRU�VHUYLFHV�6RXUFH� %DVHG�RQ�WD[�ODZV�RI�LQGLYLGXDO�FRXQWULHV�
7KH�WHQGHQF\�WR�HOLPLQDWH�KLJKHU�UDWHV�VKRXOG�XQGHUOLQH�WKDW�WKH�HIIHFWLYHQHVV�RI�UDWH�GLIIHUHQWLDWLRQ�LQ�LQIOXHQFLQJ�WKH�WD[�EXUGHQ�LV�TXLWH�OLPLWHG��7KH�FRQVROLGDWLRQ�RI�WKH�UDWHV���� SHUFHQW�DQG��� SHUFHQW��LQWR�D�VLQJOH�UDWH�RI��� SHUFHQW��ZRXOG�UDWLRQDOL]H�IXUWKHU�WKH�UDWH�VWUXFWXUH��UHGXFH�WKH�DGPLQLVWUDWLYH�FRPSOH[LW\��DQG�SRVVLEO\�JHQHUDWH�DGGLWLRQDO�UHYHQXH�WKDW�FRXOG�FRPSHQVDWH�IRU�WKH�UHYHQXH�ORVV�UHVXOWLQJ�IURP�JHQHUDOL]LQJ�WKH�WD[�FUHGLW�RQ�FDSLWDO�JRRGV�DQG�VHUYLFHV� (OLPLQDWLQJ�LQFUHDVHG�UDWHV�LQ�PDQ\�FRXQWULHV�UHIOHFWV�WKH�DFFHSWHG�YLHZ�WKDW�����WKH�FRVW�RI�PXOWLSOH�UDWHV�E\�KDYLQJ�LQFUHDVHG�UDWHV�H[FHHGV�WKH�EHQHILW�WR�EH�JDLQHG�IURP�UHPRYLQJ�WKH�UHJUHVVLYLW\��DQG�����GLVWULEXWLRQDO�REMHFWLYHV�FRXOG�EH�DWWDLQHG�ZLWK�RWKHU�LQVWUXPHQWV�PRUH�HIIHFWLYHO\��QRWDEO\�ZLWK�LQFRPH�WD[HV�úü7KH�0LQLVWU\�RI�)LQDQFH�VKRXOG�DVVHVV�WKH�SUREDEOH�HIIHFWV�RI�HOLPLQDWLQJ�WKH����DQG��� SHUFHQW�UDWHV�DQG�KDYLQJ�D�VWDQGDUG�

úü )RU�PRUH�GHWDLOV��VHH�+DUU\�-��$DURQ��HG����7KH�9DOXH�$GGHG�7D[��/HVVRQV�IURP�(XURSH��������
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UDWH�RI��� SHUFHQW��7KH�UHFHQW�H[SHULHQFH�ZLWK�UDWH�GLIIHUHQWLDWLRQ�DQG�LWV�IDLOXUH�LQIOXHQFLQJ�LQFRPH�GLVWULEXWLRQ�FDQ�EH�VHHQ�DV�D�MXVWLILFDWLRQ�RI�WKH�FRQVROLGDWLRQ�úý
,PSURYLQJ�7D[�$GPLQLVWUDWLRQ�(IILFLHQF\
7KH�VXFFHVV�RI�WKH�VKLIW�WR�D�9$7�ZLOO�GHSHQG�SULPDULO\�RQ�WKH�DELOLW\�RI�WKH�WD[�DGPLQLVWUDWLRQ�WR�FRSH�ZLWK�WKH�LQFUHDVHG�QXPEHU�RI�WD[SD\HUV�FRQGXFWLQJ�EXVLQHVV�LQ�WKH�GLVWULEXWLRQ�VHFWRU�DQG�LQ�WKH�QXPEHU�RI�WKH�VWDJHV�RI�WKH�QHZ�WD[��7KH�ZLOOLQJQHVV�RI�WKH�QHZ�WD[SD\HUV�WR�FRPSO\�ZLWK�WKHLU�REOLJDWLRQV�LV�DQ�HTXDOO\�LPSRUWDQW�IDFWRU��,W�ZDV�WKH�DXWKRULWLHV¶�FRQFHUQ�DERXW�WKHVH�DGPLQLVWUDWLYH�LVVXHV�WKDW�ILQDOO\�IDYRUHG�WKH�DGRSWLRQ�RI�D�*67�LQ������DV�D�ILUVW�EXW�PDMRU�VWHS�RQ�WKH�URDG�WR�D�9$7�7KH�VKLIW�WR�D�9$7��LI�FDUHIXOO\�GHVLJQHG�WKURXJK�D�WKUHVKROG�WKDW�UHSUHVHQWV�DFFXUDWHO\�WKH�WD[�DGPLQLVWUDWLRQ�DELOLW\�DQG�WD[SD\HU�FRPSOLDQFH��VKRXOG�QRW�LQ�LWVHOI�UDLVH�SDUWLFXODU�SUREOHPV��2Q�WKH�FRQWUDU\��DFFRUGLQJ�WR�DYDLODEOH�VWDWLVWLFDO�VWXGLHV�DERXW�WKH FRVW�RI�WD[�DGPLQLVWUDWLRQ�DQG�WD[SD\HUV¶�FRPSOLDQFH��9$7�LV�WKH�FKHDSHVW�UHYHQXH�SURGXFHU��:KHQ�DYDLODEOH��TXDQWLWDWLYH�VWXGLHV�RI�WKH�FRVW�RI�WD[�VKHG�PHDQLQJIXO�OLJKW�RQ�WKH�DGPLQLVWUDWLRQ�FRVW��+RZHYHU��WKHVH�VWXGLHV�DUH�XVXDOO\�VXEMHFW�WR�D�QXPEHU�RI OLPLWDWLRQV�WKDW�UHTXLUH�FDUHIXO�DQDO\VLV�EHIRUH�UHDFKLQJ�ILUP�FRQFOXVLRQV��$FFRUGLQJ�WR�D������2(&'�VWXG\��LW�ZDV�IRXQG�WKDW�WKH�FRVW�RI�9$7�WD[HV�UDQJH�IURP����� SHUFHQW�WR����� SHUFHQW�RI�DFWXDO�UHYHQXH��ZKLOH�WD[HV�RQ�LQFRPH�FRVW�DERXW�� SHUFHQW�úþ7KHUH�DUH�VRPH�DUJXPHQWV�DJDLQVW�WKH�FULWHULD�EDVHG�RQ�XVLQJ�WKH�FRVW�RI�FROOHFWLRQ�DV�D SHUFHQWDJH�RI�UHYHQXH��7KHVH�FULWHULD�DUH�VHHQ�DV�DQ�XQFHUWDLQ�LQGLFDWRU�RI�HIILFLHQF\��ODUJHO\�EHFDXVH�WKH\�DUH�PRUH�D�UHIOHFWLRQ�RI�WKH�OHYHO�RI�WD[DWLRQ�WKDQ�RI�DGPLQLVWUDWLYH�FRVWV�úÿ$YDLODEOH�VWXGLHV�DOVR�VKRZ�WKDW�DGPLQLVWUDWLYH�DQG�FRPSOLDQFH�FRVWV�IDOO�FRQVLGHUDEO\�ZKHQ�VPDOO�EXVLQHVVHV�DUH�H[FOXGHG�IURP�WKH�WD[�EDVH��7KLV�LV�WKH�IXQFWLRQ�RI�WKH�WKUHVKROG��ZKLFK�DLPV�SULPDULO\�DW�H[FOXGLQJ�IURP�WKH�WD[�UHJLVWHUV�WKH�PDQ\�VPDOO�WD[SD\HUV��7KH�VKDUH�RI�UHYHQXH�WKH\�XVXDOO\�FRQWULEXWH�GRHV�QRW�FRUUHVSRQG�WR�WKH�FRVWV�RI�WKHLU�UHJLVWUDWLRQ��ILOLQJ�UHWXUQV��FRQWUROOLQJ�FROOHFWLRQV�DQG�LVVXLQJ�UHIXQGV�7DEOH����JLYHV�WKH SHUFHQWDJH�GLVWULEXWLRQ�RI�WKH�*67�WD[SD\HUV�E\�WKH�VL]H�RI�WKHLU�WXUQRYHU��7KH�GDWD�FRQILUP�WKDW�D�VPDOO�SHUFHQWDJH�RI�WD[SD\HUV�LQ�WKH�KLJK�WXUQRYHU�EUDFNHWV��SURYLGH�WKH�ODUJHVW�VKDUH�RI�WKH�DPRXQW�RI�WKH�WD[�SDLG�����SHUFHQW�RI�WD[SD\HUV�IDOO�LQ�WKH�LQLWLDO�EUDFNHW�RI�/(�������± /(������������EXW�WKHLU�WD[�DPRXQWHG�WR���SHUFHQW�RI�DPRXQW�RI�WKH�WD[�SDLG��0HDQZKLOH����SHUFHQW�RI�WKH�WD[SD\HUV�ZLWK�D�WXUQRYHU�RI�PRUH�WKDQ�/(�������������FRQWULEXWHG����SHUFHQW�RI�WKH�*67��,W�ZRXOG�EH�
úý ,Q�1RUZD\��GHVSLWH�WKH�DSSOLFDWLRQ�RI�D�VLQJOH�UDWH��D�UHFHQW�LQWHUHVW�LQ�GLIIHUHQWLDWLQJ�9$7�UDWHV�HPHUJHG��DQ�RIILFLDO�FRPPLVVLRQ�FRQFOXGHG�WKDW�D�GLIIHUHQWLDWHG�9$7�UDWH�PD\��EH�DQ�HIILFLHQW�LQVWUXPHQW�LI�WKH�JURXS�WKH\�ZDQW�WR�VXSSRUW�LV�D�ELJ�PDMRULW\�DQG�WKHLU�FRQVXPSWLRQ�SDWWHUQ�LV�GLIIHUHQW�IURP�WKH�UHVW�RI�WKH�SRSXODWLRQ��5DWH�GLIIHUHQWLDWLRQ�KDV�QRW�EHHQ�DFFHSWHG��)RU�GHWDLOV�VHH��128�������6KRXOG�WKH�9$7�EH�'LIIHUHQWLDWHG"úþ2UJDQL]DWLRQ�IRU�(FRQRPLF�&RRSHUDWLRQ�DQG�'HYHORSPHQW��³7D[LQJ�&RQVXPSWLRQ�´���������SDJH�����úÿ6HH�³5HYLHZ�RI�9DOXH�$GGHG�7D[�´�5HSRUW�E\�WKH�&RPPLVVLRQHUV�RI�+HU�0DMHVW\¶V�&XVWRPV�DQG�([FLVHV��/RQGRQ��������SDJH ��
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GHVLUDEOH�WR�KDYH�WKHVH�GDWD�FRPSOHWHG�E\�VKRZLQJ�WKH�GLVWULEXWLRQ�RI�DOO�WD[SD\HUV�VXEMHFW�WR�WKH�EXVLQHVV�SURILWV�WD[��6XFK�GDWD�ZRXOG�EH�VLJQLILFDQW�LQ�GHWHUPLQLQJ�WKH�OHYHO�RI�WKH�WKUHVKROG�WR�EH�LQWURGXFHG��$�JHQHURXV�WKUHVKROG�LQ�WKH�UDQJH�RI�/(���������± /(���������FRXOG�EH�DGRSWHG��,W�FDQ�DOZD\V�EH�FKDQJHG�E\�D�PLQLVWHULDO�GHFUHH�WR�WDNH�LQWR�DFFRXQW�WKH�FKDQJHV�LQ�WKH�WD[�DGPLQLVWUDWLRQ�FDSDFLW\�'HVSLWH�VRPH�OLPLWDWLRQV��WKH�GDWD�FRQILUP�WKDW�D�VPDOO SHUFHQWDJH�RI�WD[SD\HUV�LQ�WKH�KLJK�WXUQRYHU�EUDFNHWV�KDYH�WKH�ODUJHVW�VKDUH�RI�WXUQRYHU�DQG�FRQVHTXHQWO\��WKH�DPRXQW�RI�WKH�WD[�SDLG��7KH�WDEOH�DOVR�VKRZV�D�VLJQLILFDQW�GHYLDWLRQ�IURP�VLPLODU�GDWD�DERXW�RWKHU�FRXQWULHV��7KH�GDWD�VKRZV�WKDW�����SHUFHQW�RI�WD[SD\HUV�IDOO�LQ�WKH�LQLWLDO�EUDFNHW�RI�OHVV�WKDQ�/(��������EXW�WKHLU�WXUQRYHU�DPRXQWHG�WR����� SHUFHQW��7KLV�DQRPDO\�LV�H[SODLQHG�E\�WKH�IDFW�WKDW�WD[SD\HUV�OLDEOH�WR�H[FLVH�GXWLHV��7DEOH����DUH�UHJLVWHUHG�LUUHVSHFWLYH�RI�WKHLU�WXUQRYHU��DQG�WKH\�IDOO�LQ�WKLV�EUDFNHW��'DWD�PXVW�EH�VFUXWLQL]HG�DQG�FRPSOHWHG�E\�KDYLQJ�WKH�DPRXQW�RI�WKH�SDLG�WD[�VKRZQ��,W�ZRXOG�DOVR�EH�GHVLUDEOH�WR�KDYH�WKHVH�GDWD�FRPSOHWHG�E\�VKRZLQJ�WKH�GLVWULEXWLRQ�RI�DOO�WD[SD\HUV�VXEMHFW�WR�WKH�EXVLQHVV�SURILWV�WD[��6XFK�GDWD�ZRXOG�EH�RI�VLJQLILFDQW�KHOS�GHWHUPLQLQJ�WKH�OHYHO�RI�WKH�WKUHVKROG�WR�EH�LQWURGXFHG��$�JHQHURXV�WKUHVKROG��LQ�WKH�UDQJH�RI�/(���������± /(����������FRXOG�EH�DGRSWHG� ,W�FDQ�DOZD\V�EH�FKDQJHG�E\�PLQLVWHULDO�GHFUHH�WR�WDNH�LQWR�DFFRXQW�WKH�FKDQJHV�LQ�WKH�WD[�DGPLQLVWUDWLRQ�FDSDFLW\��$UWLFOH�����
7DEOH������(J\SW��7D[SD\HUV�RI�*67�E\�6L]H�RI�7XUQRYHU��������PLOOLRQV�/(�6L]H�RI�7XUQRYHU 7D[SD\HUV 7XUQRYHU,Q�/( 1XPEHU ��RI�7RWDO $PRXQW ��RI�7RWDO
�������± ���������������± �������������������± ���������������������DQG�PRUH

����������������������
������

������������������
������7RWDO ������ ����� ������ �����

6RXUFH� %DVHG�RQ�GDWD�SURYLGHG�E\�WKH�*HQHUDO�6DOHV�7D[�'HSDUWPHQW�
7KH�VXJJHVWLRQ�WR�IXUWKHU�UDWLRQDOL]H�WKH�UDWH�VWUXFWXUH�E\�OLPLWLQJ�WKH�SRVLWLYH�UDWHV�WR�QR�PRUH�WKDQ�WZR�DQG�PDLQWDLQLQJ�H[HPSWLRQV�DQG�]HUR�UDWLQJ�DW�WKHLU�FXUUHQW�OHYHO�VKRXOG�VLPSOLI\�WKH�VWUXFWXUH�RI�WKH�9$7�DQG�FRQWULEXWH�WR�LWV�DGPLQLVWUDWLYH�HIILFLHQF\��&ORVHO\�UHODWHG�WR�WD[�DGPLQLVWUDWLRQ�LV�WD[DWLRQ�RI�VPDOO�EXVLQHVVHV��ZKLFK�XVXDOO\�UHSUHVHQW�WKH�YDVW�PDMRULW\�RI�WD[SD\HUV�EXW�ZLWK�D�VPDOO�WD[�SD\PHQW��7KLV�FODVV�RI�WD[SD\HUV�GRHV�QRW�XVXDOO\�NHHS�UHOLDEOH�UHFRUGV��EXW�IDFHV�KLJKHU�FRPSOLDQFH�FRVWV�WKDQ�RWKHU�WD[SD\HUV��7DEOH������7KH�SUREOHP�RI�VPDOO�WD[SD\HUV�LV�FRPPRQ�XQGHU�9$7�DQG�YLUWXDOO\�DOO�FRXQWULHV�DSSO\�GLIIHUHQW�VFKHPHV�WR�WKLV�JURXS��LQFOXGLQJ�FRPSOHWH�H[HPSWLRQ�IURP�WKH�REOLJDWLRQ�WR�UHJLVWHU�

7DEOH������8QLWHG�.LQJGRP��9DOXH�$GGHG�7D[�&RVW�RI�7D[SD\HUV¶�&RPSOLDQFH�E\�7XUQRYHU�7D[DEOH�%UDFNHWV��7KRXVDQGV�RI�/67*�7D[DEOH�7XUQRYHU�%UDFNHW &RPSOLDQFH�&RVWV�DV�D 3HUFHQWDJH�RI�7D[DEOH�7XUQRYHU
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��� ���� �������� ���� �������� ����� ����������DQG�RYHU ����
6RXUFH��&��6DQGIRUG��0��*RGZLQ��3��+DUGZLFN��HGV����&RVWV�DQG�%HQHILWV�RI�9$7 �������&RPSOHWH�H[HPSWLRQ�PD\�RIIHU�DGPLQLVWUDWLYH�DGYDQWDJHV��EXW�LQ�FRXQWULHV�ZKHUH�D�ODUJH�VKDUH�RI�WKH�HFRQRP\ LV�LQ�WKH�KDQGV�RI�VPDOO�EXVLQHVVHV��H[HPSWLRQV�PD\�HQG�LQ�GLVFULPLQDWLRQ�DJDLQVW�PHGLXP� DQG�ODUJH�VFDOH�HQWHUSULVHV��,Q�WKH�LQLWLDO�VWDJH�RI�9$7��D�SROLF\�RI�WD[LQJ�DOO�EXVLQHVVHV��UHJDUGOHVV�RI�VL]H��FRXOG�UHGXFH�WKH�LPSDFW�RI�FRVW�HIIHFWLYHQHVV�DQG�HIILFLHQF\�RI�WKH�DGPLQLVWUDWLRQ��6PDOO�EXVLQHVVHV�PD\�EH�H[HPSW�SURYLGHG�WKDW�WKH�WKUHVKROG�LV�IUHTXHQWO\�UHYLVHG�WR�EURDGHQ�WKH�FRYHUDJH�RI�WKH�WD[� 7KH�IRUIHLW�V\VWHP��DFFRUGLQJ�WR�ZKLFK�HVWLPDWHG�WD[DEOH�VDOHV�UHPDLQ�LQ�HIIHFW�IRU�WZR�WR�WKUHH�\HDUV��VKRXOG�QRW�EH�XVHG��7KLV�V\VWHP�LV�FRPPRQ�LQ�PDQ\�FRXQWULHV�LQIOXHQFHG�E\�)UHQFK�H[SHULHQFH�DQG�FRQFHSWV��EXW�WHQGV�WR�UHPDLQ�LQ�HIIHFW�ZLWKRXW�UHYLVLRQ�IRU�PRUH�WKDQ�WKH�FRQYHQWLRQDO�IRUIHLW�SHULRG�DQG�WKHUHIRUH�FDQ�DGG�WR�WKH�ULJLGLW\�RI�WKH�V\VWHP�,W�VKRXOG�DOVR�EH�SRLQWHG�RXW�WKDW�VPDOO�EXVLQHVVHV��E\�EHLQJ�H[HPSW��GR�QRW�HVFDSH�WKH�9$7�DOWRJHWKHU��7KHLU�H[HPSW�VWDWXV�PHDQV�WKDW�WKH\�DUH�QRW�HQWLWOHG�WR�FODLP�DQ\�LQSXW�FUHGLW�DQG�WKHUHIRUH��WKH\�DUH�RIILFLDOO\�UHTXLUHG�WR�FDUU\�WD[�SDLG�VWRFN��,W�LV�WKH�YDOXH�DGGHG�E\�WKHLU�RZQ�DFWLYLWLHV�WKDW�UHPDLQ�XQWD[HG�
7D[DWLRQ�RI�6HUYLFHV7KH�SURSRVHG�9$7��LQ�DQ�DWWHPSW�WR�PD[LPL]H�QHXWUDOLW\�DQG�HFRQRPLF�HIILFLHQF\��VKRXOG�DSSO\�WR�DOO�VDOHV�RI�VHUYLFHV��DV�ZHOO�DV�JRRGV�XQOHVV��H[SOLFLWO\�H[HPSW� 8QGHU�WKH�FXUUHQW�*67��WKHUH�DUH�FUXFLDO�GLIIHUHQFHV�EHWZHHQ�WD[DWLRQ�RI�WKHVH�WZR�VDOHV��&RQWUDU\�WR�WD[DWLRQ�RI�JRRGV��WKH�*67�RQ�VHUYLFHV�LV�FXPXODWLYH�DV�QR�FUHGLW�LV�DOORZHG�IRU�WKH�WD[�SDLG�DW�HDUOLHU�VWDJHV��$QRWKHU�PDMRU�GLIIHUHQFH�UHODWHV�WR�WKH�FRYHUDJH�RI�WKH�WZR�VDOHV��7KH�VDOH�RI�JRRGV�LV�WD[HG�RQ�D�UDWKHU�JHQHUDO�EDVLV��ZKLOH�VHUYLFHV�DUH�WD[HG�VHOHFWLYHO\��7D[DEOH�VHUYLFHV�DUH�OLPLWHG�WR�WKRVH�QRWHG�LQ�7DEOH���7KH�VHOHFWLYH�PHWKRG�LQ�WD[LQJ�VHUYLFHV�JHQHUDWHV�D�QHJOLJLEOH�VKDUH�RI�WD[�UHYHQXH�IURP�VXFK�DQ�LPSRUWDQW�VHFWRU�RI�WKH�QDWLRQDO�HFRQRP\��,Q�DGGLWLRQ�WR�WKH�UHYHQXH�ORVV��WKH�VHOHFWLYH�PHWKRG�FRPSOLFDWHV�GHWHUPLQLQJ�VHUYLFHV�WR�EH�WD[HG�DQG�FUHDWHV�OHQJWK\�SURFHGXUHV�WR�EH�IROORZHG�LQ�HQDFWLQJ�OHJLVODWLRQ��7KHVH�SURFHGXUDO�SUREOHPV�PXVW�EH�GHDOW�ZLWK�HDFK�WLPH�D�SDUWLFXODU�VHUYLFH�LV�DGGHG�WR�WKH�OLVW�RI�WD[DEOH�JRRGV��,QLWLDOO\��WKHUH�ZHUH�HLJKW�WD[DEOH�VHUYLFHV��EXW�RYHU�WKH�ODVW�VL[�\HDUV�WKH\�KDYH�EHHQ�H[SDQGHG�WR�����7DEOH�����,Q�DGGLWLRQ�WR�WKH�GLIILFXOW\�RI�GHWHUPLQLQJ�WD[DEOH�VHUYLFHV��LW�VKRXOG�EH�HPSKDVL]HG�WKDW�D�JRRG�GHDO�RI�H[HPSW�VHUYLFHV�DUH�VXEMHFW�WR�VWDPS�GXWLHV��VRPH�RI�ZKLFK�DUH�DW�UHODWLYHO\�KLJK�UDWHV��
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5HSODFLQJ�WKH�*67�ZLWK�D�9$7�VKRXOG�IDFLOLWDWH�WKH�UHIRUP�RI�VHUYLFHV�WD[DWLRQ�E\�EURDGHQLQJ�WKH�DJJUHJDWH�EDVH��UDWLRQDOL]LQJ�WKH�UDWH�VWUXFWXUH��UHGXFLQJ�WKH�FRPELQHG�EXUGHQ�E\�HOLPLQDWLQJ�VWDPS�GXWLHV��HVSHFLDOO\�WKRVH�ZLWK�KLJK�UDWHV��DQG�H[WHQGLQJ�WKH�FUHGLW�WR�WD[�SDLG�DW�HDUOLHU�VWDJHV�)URP�D�SRVLWLYH�OLVW�RI�WD[DWLRQ�WR�D�QHJDWLYH�OLVW�RI�H[HPSWLRQ� 7R�UHGXFH�WKH�SUREOHPV�DVVRFLDWHG�ZLWK�GHWHUPLQLQJ�DQG�HQDFWLQJ�ODZV�WR�WD[�QHZ�VHUYLFHV��WKH�SURSRVHG�9$7�PD\�LQFOXGH�WKH�GHILQLWLRQ�RI�VHUYLFHV�DGRSWHG�E\�WKH�(8¶V�VL[WK�9$7�GLUHFWLYH�$FFRUGLQJ�WR�WKLV�GLUHFWLYH��VHUYLFHV�DUH�GHILQHG�DV�HDFK�WUDQVDFWLRQ ZKLFK�GRHV�QRW�FRQVWLWXWH�D�GHOLYHU\�RU�WUDQVIHU�RI�JRRGV��7KLV�EURDG�GHILQLWLRQ�LV�EHFRPLQJ�WKH�QRUP�LQ�9$7�OHJLVODWLRQ�DURXQG�WKH�ZRUOG��DQG�LW�H[SOLFLWO\�VWLSXODWHV�H[HPSW�VHUYLFHV��([HPSWLRQV�XVXDOO\�LQFOXGH�VRPH�OLEHUDO�SURIHVVLRQV��PDLQO\�PHGLFDO�DQG�GHQWDO�FDUH��ILQDQFLDO�VHUYLFHV�LQFOXGLQJ�FRUH�DQG�VHFRQGDU\�VHUYLFHV��LQVXUDQFH�VHUYLFHV��HGXFDWLRQDO�DQG�FXOWXUDO�VHUYLFHV�DQG�ZRUN�E\�QRQSURILW�RUJDQL]DWLRQV��7KHVH�VHUYLFHV�DUH�IRU�LOOXVWUDWLYH�SXUSRVH�LQ�YLHZ�RI�WKH�GLYHUVLW\�DPRQJ�PDQ\�FRXQWULHV�LQ WD[LQJ�SDUWLFXODU�VHUYLFHV��7KHUH�LV�QR�XQLIRUP�SDWWHUQ�RI�H[HPSWLQJ�RU�WD[LQJ�VHUYLFHV�7KH�PDMRULW\�RI�VHUYLFHV�DUH�FXUUHQWO\�WD[HG�DW�WKH�VWDQGDUG�UDWH�RI��� SHUFHQW�ZLWK�D�IHZ�H[FHSWLRQV��6HUYLFHV�EHQHILWLQJ�IURP�WKH�UHGXFHG�UDWH�RI�� SHUFHQW�KDSSHQ�WR�EH�FORVHO\�UHODWHG�WR�WRXULVP�DQG�DUH�FRQVXPHG�E\�IRUHLJQHUV�IRU�ZKLFK�D�UHGXFHG�UDWH�PD\�EH�GLIILFXOW�WR�MXVWLI\��7KXV��WKH�VWDQGDUG�UDWH�VKRXOG�EH�OHYLHG�RQ�WD[DEOH�VHUYLFHV�ZLWK�QR�GLIIHUHQWLDWLRQ��7KH�FRQFHUQ�DERXW�DQ�LQFUHDVHG�EXUGHQ�RQ�VRPH�VHUYLFHV�FRXOG�EH�SDUWLDOO\�FRPSHQVDWHG�IRU�E\�DOORZLQJ�D�FUHGLW�IRU�WKH�WD[�SDLG�LQ�HDUOLHU�VWDJHV�
7DEOH������(J\SW��3RVLWLYH�/LVW�RI�7D[DEOH�6HUYLFHV�DQG�3URSRVHG�1HJDWLYH�/LVW�RI ([HPSWLRQVBBB&RGH 3RVLWLYH�/LVW � 1HJDWLYH�/LVW���� +RWHOV�DQG�WRXULVW�UHVWDXUDQWV 0HGLFDO�DQG�GHQWDO�FDUH�� 7RXULVW�WUDQVSRUWDWLRQ�VHUYLFHV 3RVWDO�VHUYLFH�� 7HOH[�DQG�IDFVLPLOH�VHUYLFHV )LQDQFLDO��FRUH�DQG�VHFRQGDU\�VHUYLFHV� ��� $LU�FRQGLWLRQHG�PHDQV�RI�WUDQVSRUWDWLRQ ,QVXUDQFH�DQG�UHLQVXUDQFH��� 6RXQG�	 OLJKW�VKRZ�VHUYLFHV 1RQFRPPHUFLDO�DFWLYLWLHV�RI�QRQSURILW�RUJDQL]DWLRQV�� 8VH�RI�VRXQG�	�OLJKW�FR�¶V�XWLOLWLHV &XOWXUDO�DQG�HGXFDWLRQDOVHUYLFHV�� $UW�DJHQW¶V�VHUYLFH�LQ�SXEOLF�DQG 5DGLR��WHOHYLVLRQ��WKHDWHU��SULYDWH�SDUWLHV FLQHPD�RWKHU�WKDQ�DGYHUWLVLQJ��� /RFDO�WHOHSKRQH��WHOHJUDSK�VHUYLFHV )RUHLJQ�H[FKDQJH�VHUYLFHV
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�� ,QWHUQDWLRQDO�FRPPXQLFDWLRQ�VHUYLFHV /RWWHULHV��� 7HOHSKRQH�LQVWDOODWLRQ�DQG�FRQQHFWLRQ�VHUYLFHV 5HQWLQJ�LPPRYDEOH�SURSHUWLHV��� (PSOR\PHQW�FRQWUDFWVúû� &DU�UHQWDO�VHUYLFHVúü� ([SUHVV�PDLO��'+/��VHUYLFHV��� 0DLQWHQDQFH�DQG�VHFXULW\�JXDUGV��� 3XEOLF�URDG�VHUYLFHV��WROOV��HWF��úÿ� %URNHUV¶�VHUYLFHV�RI�UHDO�HVWDWHú�� %URNHUV¶�VHUYLFHV�IRU�FDU�VDOHV���6HUYLFHV�IURP���WR����ZHUH�DGGHG�E\�3UHVLGHQWLDO�'HFUHH�1R���������IURP����WR����E\�3UHVLGHQWLDO�'HFUHH�1R����������DQG����DQG�����E\�3UHVLGHQWLDO�'HFUHH�1R�����������7KHUH�LV�QR�VWDQGDUG�ZRUOGZLGH�OLVW�IRU�H[HPSW�VHUYLFHV��ZKLFK�YDU\�IURP�RQH�FRXQWU\�DQRWKHU��7KLV�OLVW�LV�IRU�LOOXVWUDWLYH�SXUSRVHV����&RUH�ILQDQFLDO�VHUYLFHV�LQFOXGH�GHDOLQJV�LQ�PRQH\��VKDUHV��ERQGV��OHQGLQJ�PRQH\��DGYDQFLQJ�FUHGLW�DQG�RSHUDWLQJ�EDQN�DFFRXQWV��6HFRQGDU\�ILQDQFLDO�VHUYLFHV�LQFOXGH�ILQDQFLDO�DGYLFH��GHEW�FROOHFWLQJ��NHHSLQJ�VHFXULWLHV��HWF�6RXUFH��%DVHG�RQ�/DZ�1R��������
(TXDOO\�LPSRUWDQW�LQ�WD[LQJ�VHUYLFHV�LV�WKH�UHJLVWUDWLRQ�WKUHVKROG�DOORZHG�WR�WD[SD\HUV�SURYLGLQJ�VHUYLFHV��,W�VKRXOG�EH�WKH�VDPH�DV�IRU�WD[SD\HUV�VXEMHFW�WR�WKH�WD[�RQ�WKH�VDOH�RI�WKHLU�JRRGV��DOWKRXJK�VRPH�FRXQWULHV��VXFK�DV�*UHHFH�DQG�,UHODQG��DOORZ�D�ORZHU�UHJLVWUDWLRQ�WKUHVKROG�IRU�WD[SD\HUV�VXSSO\LQJ�VHUYLFHV��7KH�SRVVLELOLW\�WKDW�WKH�WKUHVKROG�ZLOO�EH�LQFUHDVHG�LQ�FRQQHFWLRQ�ZLWK�WKH�VKLIW�WR�D�9$7�VKRXOG�QRW�MXVWLI\�KDYLQJ�D�ORZHU�WKUHVKROG�IRU�VHUYLFHV��7KH�JHQHUDOL]DWLRQ�RI�WKH�FUHGLW�DQG�WKH�XQLILFDWLRQ�RI�WKH�WKUHVKROG�ZRXOG�HQKDQFH�WKH�9$7�QHXWUDOLW\�DQG�UHYHQXH�\LHOG�DV�ZHOO�DV�WKH�LQWHJUDWLRQ�RI�WD[LQJ�VHUYLFHV�DQG�JRRGV��$�KLJKHU�WKUHVKROG�IRU�VHUYLFHV�PRUH�WKDQ�/(��������PD\�DOVR�EH�MXVWLILHG��EHFDXVH�LW�ZRXOG�H[FOXGH�WKH�PDQ\�VHUYLFHV�SURYLGHG�E\�VPDOO�RQH�PDQ�HQWHUSULVHV�WKDW�UHTXLUH�PLQLPDO�LQSXWV�7D[DWLRQ�RI�([FLVHV�XQGHU�WKH�3URSRVHG�9$7 8QGHU�D�9$7��H[FLVH�GXWLHV�DUH�XVXDOO\�UHWDLQHG�IRU�RQO\�D�QDUURZ�UDQJH�RI�JRRGV�VXFK�DV�WREDFFR�DQG�FLJDUHWWHV��SHWUROHXP�SURGXFWV��VRIW�GULQNV��DOFRKROLF�EHYHUDJHV�DQG�SDVVHQJHU�FDUV��,Q�(J\SW��WKHVH�JRRGV�JHQHUDWH�WKH�VL]DEOH�VKDUH�RI�UHYHQXH�IURP�H[FLVHV��DERXW��� SHUFHQW��DQG�WKHUHIRUH��H[FLVH�GXWLHV�PXVW�EH�OLPLWHG�LQ�QXPEHU�WR�DOORZ�IRU�IXWXUH�LQFUHDVHV�WKDW�PD\�EHFRPH�QHFHVVDU\�LQ�FDVH�RI�UHGXFWLRQ�LQ�KLJK�WDULII�UDWHV��6RPH�JRRGV�PD\�EH�PDGH�VXEMHFW�WR�H[FLVHV�WR�FRPSHQVDWH�IRU�WKH�UHYHQXH�ORVW�LQ�LPSRUW�GXWLHV��7KLV�FRPSHQVDWLRQ�VKRXOG�WDNH�SODFH�WKURXJK�H[FLVH�GXWLHV�LQVWHDG�RI�DGGLWLRQDO�UDWHV�WR�WKH�*67��DV�WKH�3UHVLGHQWLDO�'HFUHH�1R��������LQFUHDVHG�WKH�*67�UDWH�E\�� SHUFHQW�RQ�WKH�VDOH�RI�GLIIHUHQW�SDVVHQJHU�FDUV�
:KLOH�WKH�SULQFLSDO�VKDUH�RI�UHYHQXH�IURP�H[FLVHV�LV�JHQHUDWHG�IURP�GRPHVWLFDOO\�SURGXFHG�JRRGV��WKH�SULQFLSOH�RI�HTXDO�WD[DWLRQ�RI�LPSRUWV�VKRXOG�DOZD\V�EH�PDLQWDLQHG��([FLVHV�RQ�LPSRUWV�DUH�XVXDOO\�DGGHG�WR�WKH�WD[DEOH�EDVH�RI�WKH�9$7�DORQJ�ZLWK�FXVWRPV�GXWLHV��7KH�IDFW�WKDW�WKH�SULQFLSDO�VKDUH�RI�UHYHQXH�IURP�H[FLVHV�LV�JHQHUDWHG�E\�WKH�IHZ�GXWLHV�RQ�WREDFFR�DQG�FLJDUHWWH��SHWUROHXP�SURGXFWV�DQG�VRIW�GULQNV��PLQLPL]HV�WKH�MXVWLILFDWLRQ�IRU�RWKHU�GXWLHV�QRWHG�LQ�7DEOH����0RVW�RI�WKHVH�
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JRRGV�FRXOG�EH�WD[HG�HDVLO\�XQGHU�WKH�*67��7D[LQJ�H[FLVDEOH�JRRGV�XQGHU�WKH�*67�ZRXOG�PDNH�WKHP�HQWLWOHG�WR�WKH�WD[�FUHGLW�
'LVWULEXWLRQDO�&RQVHTXHQFHV�RI�6KLIWLQJ�IURP�*67 WR�D�9$77KLV�DQDO\VLV�KDV�FRQFHQWUDWHG�PDLQO\�RQ�WKH�JDLQV�LQ�HIILFLHQF\�DQG�UHYHQXH�\LHOG�WKDW�PD\�UHVXOW�IURP�DGRSWLQJ�D�9$7��7KH�LPSDFW�RI�WKLV�UHIRUP�RQ�WKH�GLVWULEXWLRQ�RI�WKH�WD[�EXUGHQ�QHHGV��KRZHYHU��WR�EH�FRQVLGHUHG�LQ�YLHZ�RI�HTXLW\�DV�WKH�SULPDU\�JRDO�RI�WKH�WD[�V\VWHP�$FFRUGLQJ�WR�WKH�DGYRFDWHV�RI�WKH�WUDGLWLRQDO�SURJUHVVLYH�WD[DWLRQ��WKH�VKLIW�FRXOG�EH�UHJDUGHG�DV�D�UHJUHVVLYH�VWHS�EHFDXVH�WKH�WD[�V\VWHP�ZLOO�EH�GHSHQGLQJ�LQFUHDVLQJO\�RQ�FRQVXPSWLRQ�WD[HV��7KHVH�WD[HV��VRPHWLPHV�FODVVLILHG�DV�LQGLUHFW�WD[HV�µLQ�UHDOP�¶�GR�QRW�GLIIHUHQWLDWH�DFFRUGLQJ�WR�DELOLW\�WR�SD\�DQG�WKHUHIRUH�WHQG�WR�GLVFULPLQDWH�DJDLQVW�ORZ�LQFRPH�JURXSV��2Q�WKH�RWKHU�KDQG��LQFRPH�WD[HV�PD[LPL]H�WKH�QRUP�RI�DELOLW\�WR�SD\�EHFDXVH�WKH\�KDYH�µLQFRPH¶�DV�WKHLU�EDVH��GHGXFW QHFHVVDU\�FKDUJHV��WDNH�LQWR�FRQVLGHUDWLRQ�WKH�IDPLO\�VLWXDWLRQ�WKURXJK�SHUVRQDO�H[HPSWLRQV��DQG�ILQDOO\�DSSO\�SURJUHVVLYH�UDWHV�7KH�UHJUHVVLYLW\�RI�WKH�SURSRVHG�YDOXH�DGGHG�WD[�WHQGV�WR�EH�RYHUVWDWHG�LI�µLQFRPH¶�LV�QRW�DFFHSWHG�DV�WKH�EHVW�LQGLFDWRU�RI�DELOLW\�WR�SD\��7RGD\��WKHUH�DUH�JURZLQJ�YLHZV�WKDW�UHJDUG�WKH�WUDGLWLRQDO�FRQFHSW�RI�LQFRPH�DV�IDLUO\�ROG�IDVKLRQHG�DQG�HYHQ�SXULWDQLFDO�ú� &RQVXPSWLRQ�LV�IUHTXHQWO\�FRQVLGHUHG�WKH�DSSURSULDWH�WD[�EDVH��EHFDXVH�LW�LV�WKH�EHVW�PHDVXUH�RI�WD[SD\HUV¶�HQMR\PHQW�DQG�VDWLVIDFWLRQ�IURP�FRQVXPHG�JRRGV�DQG�VHUYLFHV��7KLV�YLHZ�PD\�EH�VXEVWDQWLDWHG�E\�WKH�UHFHQW�GHYHORSPHQW�RI�WKH�(J\SWLDQ�WD[�V\VWHP��7KH�DQDO\VLV�KDV�DOUHDG\�UHYHDOHG�WKDW�LQGLYLGXDO�LQFRPH�WD[HV�DUH�GHFOLQLQJ�LQ�UHODWLYH�WHUPV�DQG�WKHLU�EXR\DQF\�GHVSLWH�WKH�SURJUHVVLYH�UDWHV�LV�ORZHU�WKDQ�XQLW\��7DEOHV������7KHVH�GHYHORSPHQWV�VKRXOG�LOOXVWUDWH�WKH�OLPLWHG�UROH�RI�WKHVH�WD[HV�LQ�LPSURYLQJ�WKH�RYHUDOO LQFLGHQFH�RI�WKH�(J\SWLDQ�WD[�V\VWHP��0HDQZKLOH�WKH�YDOXH�DGGHG��LI�DGRSWHG��ZLOO�EH�IDLUO\�SURSRUWLRQDO�WR�WKH�H[SHQGLWXUHV�RI�GLIIHUHQW�FDWHJRULHV�RI�WD[SD\HUV��LUUHVSHFWLYH�RI�WKH�OHYHO�RI�WKHLU�LQFRPH�,Q�WKH�YLHZ�RI�WKH�GHFOLQLQJ�EXR\DQF\�RI�LQGLYLGXDO�LQFRPH�WD[HV�DQG�WKH�JURZLQJ�DFFHSWDQFH�RI�H[SHQGLWXUH�FRQVXPSWLRQ�DV�DQ�DSSURSULDWH�EDVH��WKH�VXJJHVWHG�YDOXH�DGGHG�WD[�ZRXOG�QRW�KDYH�DGYHUVH�GLVWULEXWLRQDO�HIIHFWV��7KLV�FRQFOXVLRQ�FDQ�EH�IXUWKHU�VXEVWDQWLDWHG�E\�

���7KH�FXUUHQW�*67�DQG�WKH�SURSRVHG�9$7�ZLOO�QRW�EXUGHQ�ORZ�LQFRPH�IDPLOLHV�DV�PXFK�DV�LV�VRPHWLPHV�FODLPHG��7KH�H[HPSWLRQ�DQG�WKH�DSSOLFDWLRQ�RI�D�UHGXFHG�UDWH�RQ�HVVHQWLDO�DQG�QHFHVVDU\�JRRGV�DQG�VHUYLFHV�WKDW�DUH�XVXDOO\�FRQVXPHG�E\�WKLV�JURXS�RI�WD[SD\HUV�PLWLJDWH�VLJQLILFDQWO\�WKH�EXUGHQ�
ú� )RU�PRUH�GHWDLOV�VHH��-RVHSK�$��3HFKPDQ��³:KDW�6KRXOG�EH�7D[HG��,QFRPH�RU�([SHQGLWXUH"´�������S������
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���7KH�LQFLGHQFH�RI�VRPH�FDWHJRULHV�RI�WD[HV�RU�HYHQ�WKH�HQWLUH�WD[�V\VWHP�LV�QR�PRUH�PHDQLQJIXO�DV�DQ�LQGLFDWRU�RI�WKH�GLVWULEXWLRQDO�LPSDFW�RI�WKH�SXEOLF�VHFWRU��7KLV�LPSDFW�VKRXOG�DOVR�WDNH�LQWR�DFFRXQW�WKH�EHQHILWV�UHFHLYHG�E\�ORZ�LQFRPH�IDPLOLHV�DQG�ILQDQFHG��SDUWLDOO\��E\�EURDG�EDVHG�WD[HV��7KHVH�EHQHILW�WKH�ORZ�LQFRPH�IDPLOLHV�PRUH�WKDQ�WKH�GLVWULEXWLRQ�RI�WKH�WD[�EXUGHQ��ZKLFK�WHQGV�WR�IDOO�RQ�WKRVH�LQ�KLJK�LQFRPH�EUDFNHWV�ú�
���7KH�GLVWULEXWLRQDO�LPSDFW�WKDW�ZRXOG�IROORZ�WKH�SURSRVHG�9$7�ZLOO�WHQG�WR�EH�TXLWH OLPLWHG�LQ�YLHZ�RI�WKH�IDFW�WKDW�WKH�ODUJH�VKDUH�RI�JRRGV�DQG�VHUYLFHV�DUH�DOUHDG\�WD[HG�XQGHU�WKH�FXUUHQW�*67��2Q�WKH�FRQWUDU\��WKH�JHQHUDOL]DWLRQ�RI�WKH�VHUYLFH�WD[DWLRQ�VKRXOG�EH�VHHQ�DV�WKH�FORVLQJ�RI�ORRSKROHV�DQG�LPSURYLQJ�LQ�WKH�RYHUDOO�GLVWULEXWLRQ�EHFDXVH�VHUYLFHV�WR�EH�WD[HG�DUH�XVXDOO\�FRQVXPHG�E\�WKRVH�LQ�KLJK�LQFRPH�EUDFNHWV��

,9���&RQFOXVLRQV�DQG�5HFRPPHQGDWLRQV
7R�UHVWDWH��D�QXPEHU�RI�FRPSUHKHQVLYH�WD[�UHIRUPV�ZHUH�LQWURGXFHG�GXULQJ�WKH�GHFDGH������������LQ�VXSSRUW�RI�WKH�PDFURHFRQRPLF�HIIRUWV�WR�DFFHOHUDWH�HFRQRPLF�GHYHORSPHQW�DQG�VXVWDLQ�ILQDQFLDO�VWDELOLW\��7KUHH�NH\�WD[�UHIRUPV�ZHUH�DGRSWHG������WKH������WDULII�UHIRUP��ZKLFK�FRQWLQXHV�WR�SURYLGH�WKH�VWUXFWXUH�RI�WD[DWLRQ�IRU�LPSRUWV��EXW�ZLWK�PRUH�WUDQVSDUHQF\�DQG�IHZHU�DQG�ORZHU�UDWHV������WKH������UHIRUP�RI�WD[HV�RQ�JRRGV�DQG�VHUYLFHV��ZKLFK�LQWURGXFHG�WKH�SULQFLSOH�RI�JHQHUDO�WD[DWLRQ�RI�JRRGV�DQG�VHUYLFHV�LQ�OLHX�RI�WKH�VFDWWHUHG�H[FLVH�GXWLHV�DQG�SDUWLDO�FRQVXPSWLRQ�WD[HV��DQG�����WKH������UHIRUP�RI�WD[HV�RQ�LQFRPH�DQG�SURILWV��ZKLFK�UHSODFHG�WKH�VFKHGXOHU�DQG�FRPSOHPHQWDU\�LQFRPH�WD[HV�ZLWK�D�JOREDO�LQFRPH�WD[�DQG�UHPRYHG�WKH�FRPELQHG�KLJK�WD[�UDWHV�WR�LPSURYH�LQFHQWLYHV�WR�LQYHVW�DQG�ZRUN�7KHVH�UHIRUPV�KDYH�KDG�D�IDU�UHDFKLQJ�LPSDFW��WKH\�LPSURYHG�WKH�UHYHQXH�SURGXFWLYLW\�RI�WKH�WD[V\VWHP��VLPSOLILHG�LWV�VWUXFWXUH�DQG�UHLQIRUFHG�LWV�DGPLQLVWUDWLRQ��<HW�WKHVH�UHIRUPV�PXVW�EH�VWUHQJWKHQHG�DQG�UHYLVHG�LQ�OLJKW�RI�WKH�UHVXOWV�VLQFH�WKHLU�LQWURGXFWLRQ��7KH�LPSURYHPHQW�LQ�WD[HV�RQ�LQFRPH�DQG�SURILWV��DV�PHDVXUHG�E\�WKH�ODUJH�VKDUH�RI�UHYHQXH��VKRXOG�QRW�GLVJXLVH�WKDW�WKH�SULQFLSDO�VKDUH�RI�UHYHQXH�LV�FRQWULEXWHG�E\�WKH�WKUHH�PDMRU�SXEOLF�HQWHUSULVHV��RLO��WKH�6XH]�&DQDO��DQG�WKH�&HQWUDO�%DQN���VXJJHVWLQJ�WKDW�WKLV�FDWHJRU\�GHSHQGV�SULPDULO\�RQ�VRXUFHV�WKDW�DUH�

ú�)RU�PRUH�GHWDLOV�RI�WKHVH�YLHZV�VHH��5LFKDUG�$��0XVJUDYH��3URJUHVVLYH�7D[DWLRQ��(TXLW\��DQG�7D[�'HVLJQ�LQ�7D[�3URJUHVVLYLW\�DQG�,QFRPH�,QHTXDOLW\��HGLWHG�E\�-RHO�6OHPURG��������SS����������
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QHLWKHU�VWDEOH�QRU�SHUPDQHQW��$QG�WKH�JHQHUDO�LQFRPH�WD[��GHVSLWH�LWV�SURJUHVVLYH�UDWH�DQG�WKH�UHFHQW�LPSURYHPHQW�LQ�WKH�HFRQRP\��JHQHUDWHG�WKH�ORZHVW�VKDUH�RI�WD[�UHYHQXH�������RI�*'3��FRPSDUHG�ZLWK�PDQ\�FRXQWULHV�LQFOXGHG�LQ�WKLV�VWXG\�DQG�UHJLVWHUHG�D�EXR\DQF\�ORZHU�WKDQ�XQLW\�7KH������*67�LV�LQFUHDVLQJO\�EHFRPLQJ�DQ�LPSRUWDQW�SLOODU�RI�WKH�WD[�V\VWHP��HVSHFLDOO\�DV�WKH�IRUWKFRPLQJ�IUHH�WUDGH�DVVRFLDWLRQ�ZLWK�WKH�(XURSHDQ�8QLRQ��VLQFH�WKH�DVVRFLDWLRQ�ZLOO�UHTXLUH�HOLPLQDWLRQ�RI�FXVWRPV�GXWLHV�DQG�RWKHU�WD[HV�DIIHFWLQJ�LPSRUWV�RI�(8�RULJLQ��7KH�DFWXDO�H[SHULHQFH�RI�WKH�ODVW�VL[�\HDUV�VKRZV�LPSURYHPHQW�LQ�UHYHQXH�SURGXFWLYLW\��UHGXFWLRQ�LQ�GLVWRUWLRQ�DQG�FDVFDGH�HIIHFWV��DQG�UHLQIRUFHPHQW�RI�WKH�DGPLQLVWUDWLRQ�RI�WD[HV�RQ�JRRGV�DQG�VHUYLFHV��+RZHYHU��WKH�*67�EHDUV�WKH�IROORZLQJ�GHIHFWV�ú� $�QDUURZ�EDVLV��VLQFH�LW�UHPDLQV�OLPLWHG�WR�PDQXIDFWXUHG�JRRGV��LPSRUWV�DQG�VHOHFWHG�VHUYLFHV��(TXDOO\�LPSRUWDQW�LV�WKH�VHOHFWLYH�WD[DWLRQ�RI�VHUYLFHV��ZKLFK�QHHGV�WR�EH�JHQHUDOL]HG�DQG�H[WHQGHG�WR�DOO�VHUYLFHV�RWKHU�WKDQ�WKRVH�WKDW�DUH�H[SOLFLWO\ H[HPSW�û� $OWKRXJK�WKH�UDWH�VWUXFWXUH�RI�WKH�*67�ZDV�SDUWLDOO\�UDWLRQDOL]HG�IROORZLQJ�FRQVROLGDWLRQ�RI�WKH�WZR�LQFUHDVHG�UDWHV�LQWR�RQH��LW�QHHGV�IXUWKHU�UDWLRQDOL]LQJ�DQG�OLPLWLQJ�RI�WKH�SRVLWLYH�UDWHV�WR�QR�PRUH�WKDQ�WZR�ü� $EVHQFH�RI�D�VSHFLDO�ODZ�IRU�H[FLVHV��ZKLFK�LV�XQLTXH�WR�(J\SW��ý� /DFN�RI�JHQHUDOL]LQJ�WKH�FUHGLW�IRU�WKH�*67�SDLG�DW�HDUOLHU�VWDJHV��VLQFH�DOO�VHUYLFHV��FDSLWDO�JRRGV��DQG�H[FLVDEOH�JRRGV�GR�QRW�EHQHILW�IURP�WKH�FUHGLW�&RQYHUWLQJ�WKH�*67�WR�D�9$7�ZRXOG�OLNHO\�KDYH�OLWWOH�SULFH�HIIHFW��VLQFH�WKH�EXON�RI�JRRGV�DQG�LPSRUWV�DUH�DOUHDG\�WD[HG�XQGHU�WKH�*67��0RUHRYHU��/DZ�1R��������VWLSXODWHV�LQ�LWV�ILUVW�DUWLFOH�WKH�H[WHQVLRQ�RI�WKH�*67�WR�WKH�VWDJHV�RI�ZKROHVDOHUV�DQG�UHWDLOHUV��7KH�H[SHFWHG�LPSURYHPHQW�LQ�HIILFLHQF\�DQG�UHYHQXH�IURP�DGRSWLQJ�D�9$7�ZLOO�QRW�QHFHVVDULO\�UHVXOW�LQ�XQIDYRUDEOH�GLVWULEXWLRQDO�LPSDFW��2Q�WKH�FRQWUDU\��WKH�JHQHUDOL]DWLRQ�RI�VHUYLFH�WD[DWLRQ�VKRXOG�EH�VHHQ�DV�D�UHPRYDO�RI�ORRSKROHV�DQG�DQ�LPSURYHPHQW�LQ�WKH�WD[�GLVWULEXWLRQ�VLQFH�VHUYLFHV�DUH�XVXDOO\�FRQVXPHG�E\�WKRVH�LQ�KLJK�LQFRPH�EUDFNHWV��,Q�RUGHU�WR�FRQYHUW�VXFFHVVIXOO\�WKH�*67�WR�D�9$7��WKH�IROORZLQJ�DSSURDFK�LV�QHFHVVDU\�
%URDGHQ�WKH�EDVH�RI�9$7�x ,Q�WD[LQJ�WKH�GLVWULEXWLRQ�VHFWRU��WKH�SURSRVHG�9$7�VKRXOG�HOLPLQDWH�WKH�GLVWLQFWLRQ�EHWZHHQ�RI�ZKROHVDOHUV�DQG�UHWDLOHUV��7KH�H[SHULHQFHV�RI�PDQ\�RWKHU�FRXQWULHV�VXJJHVW�WKDW�WKHVH�FRQFHSWV�ZLOO�QRW�OHQG�WKHPVHOYHV�WR�HIIHFWLYH�DSSOLFDWLRQ��DQG�WKH�YDVW�PDMRULW\�RI�FRXQWULHV�DSSO\�9$7�DW�PXOWLSOH�VWDJHV��LQFOXGLQJ�UHWDLO��WKURXJK�D�WKUHVKROG�
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x $�WKUHVKROG�UHJLVWUDWLRQ�LV�FHQWUDO�WR�9$7��,W�VKRXOG�EH�KLJK�HQRXJK�WR�H[FOXGH�WKH�PDQ\�VPDOO�WD[SD\HUV�ZKRVH�WD[HV�ZRXOG�QRW�FRYHU�WKH�FRVWV�RI�WKHLU�UHJLVWUDWLRQ��FRQWURO�RI�GHFODUDWLRQV��UHIXQGLQJ�FUHGLWV��HWF�x 7KH�QHZ�WKUHVKROG�VKRXOG�EH�WKH�VDPH�IRU�DOO�WD[SD\HUV��LQFOXGLQJ�WKRVH�ZKR�SURYLGH�VHUYLFHV�RU�SURGXFH�JRRGV�QRWHG�LQ�7DEOH��
*HQHUDOL]H�WKH�WD[�FUHGLW�x 7KH�LQSXW�FUHGLW�VKRXOG�EH�JHQHUDOL]HG�DQG�FRYHU�WKH�HQWLUH�DPRXQW�RI�WKH�*67�9$7�SDLG�LQ�WKH�HDUOLHU�SURFHVV�RI�SURGXFWLRQ�DQG�GLVWULEXWLRQ��7KH�FXUUHQW�SUDFWLFH�GLVFULPLQDWHV�DJDLQVW�FDSLWDO�LQWHQVLYH�LQGXVWULHV�DQG�FUHDWHV�SUREOHPV�E\�WUHDWLQJ�FUHGLW�RQ�WKH�SXUFKDVH�RI�FDSLWDO�JRRGV�DV�GHSUHFLDWLRQ�RYHU�D�SHULRG�RI���WR����\HDUV� 0DQ\�FRXQWULHV��DIWHU�OHQJWK\�GHEDWH��FUHGLW�WKH�IXOO�9$7�RQ�FDSLWDO�HTXLSPHQW�
5DWLRQDOL]H�WKH�UDWH�DQG�LPSURYH�WD[�DGPLQLVWUDWLRQ�HIILFLHQF\�x 7KH�LQFUHDVHG�UDWH�RI��� SHUFHQW�DQG�WKH�VWDQGDUG�UDWH�RI��� SHUFHQW�VKRXOG�EH�FRQVROLGDWHG�LQWR�D�QHZ�UDWH�RI������ SHUFHQW��7KLV�ZRXOG�VLPSOLI\�DGPLQLVWUDWLRQ��UDWLRQDOL]H�WKH�UDWH�VWUXFWXUH�DQG�SRVVLEO\�LQFUHDVH�UHYHQXH�WR�FRPSHQVDWH�IRU�UHYHQXH�ORVW�IROORZLQJ�RWKHU�VXJJHVWHG�UHIRUPV�x (OLPLQDWLQJ�WKH�LQFUHDVHG�UDWH�VKRXOG�QRW�UDLVH�FRQFHUQ�DERXW�UHGXFLQJ�UDWH�GLIIHUHQWLDWLRQ�DQG�WKH�SRVVLELOLW\�RI�DGGLQJ�UHJUHVVLYLW\�WR�WD[DWLRQ�RI�JRRGV�DQG�VHUYLFHV��5HFHQW�H[SHULHQFHV�RI�PDQ\�FRXQWULHV�FRQILUP�WKDW�UDWH�GLIIHUHQWLDWLRQ��DQG�LQ�SDUWLFXODU�KLJKHU�UDWHV��KDYH�YHU\�OLWWOH�LPSDFW��LI�DQ\��RQ�WKH�GLVWULEXWLRQDOHIIHFWV��,Q�������DOO�2(&'�FRXQWULHV��ZLWK�WKH�H[FHSWLRQ�RI�7XUNH\��HOLPLQDWHG�KLJKHU�UDWHV�DQG�OLPLWHG�WKH�QXPEHU�RI�9$7�UDWHV�WR�QR�PRUH�WKDQ�WZR��)RXU�RXW�RI�VL[�PHPEHU�FRXQWULHV�RI�$6($1�DSSO\�D�VLQJOH�WD[�UDWH�
7D[�VHUYLFHV�x 7KH�VHOHFWLYH�PHWKRGV�RI�WD[LQJ�VHUYLFHV�VKRXOG�EH�JHQHUDOL]HG��7KH�SRVLWLYH�OLVW�RI�WD[HG�VHUYLFHV��7DEOH����VKRXOG�EH�UHSODFHG�E\�D�QHJDWLYH�OLVW�RI�VHUYLFHV�WR�EH�H[HPSW�ZLWK�DOO�RWKHU�VHUYLFHV�EHLQJ�WD[HG�x 7KH�FXPXODWLYH�LQFLGHQFH�RI�WKH�*67�RQ�VHUYLFHV�VKRXOG�EH�UHPRYHG��DQG�DOO�WD[�DFWLYLWLHV�OLDEOH�WR�WKH�*67�9$7�VKRXOG�EHQHILW�IURP�WKH�FUHGLW�
7D[�H[FLVHV�XQGHU�WKH�9$7�
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x 6RPH�H[FLVH�GXWLHV�VKRZQ�LQ�7DEOH���FRQWLQXH�WR�DSSO\�UDWHV�WKDW�GDWH�EDFN�WR������ZKHQ�WKH�FRQVXPSWLRQ�WD[�FDPH�LQWR�HIIHFW��([FLVH�GXWLHV�VKRXOG�EH�FXUWDLOHG�LQ�QXPEHU DQG�FRQILQHG�WR�JRRGV�IRU�ZKLFK�D�VWURQJ�FDVH�FDQ�EH�PDGH�IRU�D�VLJQLILFDQWO\�KLJKHU�UDWH�WKDQ�WKRVH�RI�WKH�*67�9$7��L�H���WREDFFR�DQG�FLJDUHWWHV��SHWUROHXP�SURGXFWV��VRIW�GULQNV��DOFRKROLF�EHYHUDJHV�DQG�SDVVHQJHU�FDUV���2WKHU�H[FLVDEOH�JRRGV�VKRXOG�EH�WD[HG�XQGHU�WKH�UHGXFHG�RU�QRUPDO�*67�9$7�UDWHV�x *RRGV�WKDW�ZLOO�UHPDLQ�OLDEOH�WR�H[FLVHV�FRXOG�EH�WD[HG�DW�GLIIHUHQW�UDWHV��DG�YDORUHP DQG�RU�FRPELQHG�UDWHV��GHSHQGLQJ�RQ�WKH�DPRXQW�RI�UHYHQXH�JHQHUDWHG�IURP�HDFK�FRPPRGLW\�DQG�D�SULFH�OHYHO�WR�EH�FKDUJHG�WR�WKH�ILQDO�FRQVXPHU�x ([FLVH�GXWLHV��GHVSLWH�WKH�VXJJHVWLRQ�WR�FXUWDLO�WKHLU�QXPEHU��DUH�H[SHFWHG�WR�KDYH�DQ�LPSRUWDQW�UROH�LQ�YLHZ�RI�IXWXUH�UHGXFWLRQV�LQ�WKH�WRS�WDULII�UDWHV��7R�FRPSHQVDWH�IRU�UHYHQXH�ORVV LQ�LPSRUW�GXWLHV��QHZ�H[FLVHV�FRXOG�EH�LQWURGXFHG��UDWKHU�WKDQ�WKH�FXUUHQW�SUDFWLFH�RI�KDYLQJ�DGGLWLRQV�RQ�WRS�RI�WKH�*67�UDWHV��3UHVLGHQWLDO�'HFUHH�������	�/DZ�1R�������x 6WDPS�GXWLHV��HVSHFLDOO\�RQ�VHUYLFHV�WKDW�ZLOO�EH�WD[HG�IROORZLQJ�WKH�JHQHUDOL]DWLRQ�RI�VHUYLFH�WD[DWLRQ��VKRXOG�EH�UHGXFHG�WR�ORZHU�WKH�FRPELQHG�EXUGHQ�RI�9$7�DQG�VWDPS�GXWLHV�RQ�WKHVH�VHUYLFHV�
7KH�HVVHQWLDO�UHFRPPHQGDWLRQ�RI�WKLV�VWXG\�LV�WR�FRQYHUW�WKH�*67�LQWR�D�9$7��EURDGHQ�WKH�DJJUHJDWH�EDVH��UDWLRQDOL]H�WKH�UDWH�VWUXFWXUH��JHQHUDOL]H�WKH�WD[�FUHGLW��DQG�LQWHJUDWH�WD[DWLRQ�RI�VHUYLFHV�ZLWK�WD[DWLRQ�RI�JRRGV��7KH�UHIRUP�VKRXOG�EH�FRPSUHKHQVLYH�DQG�VWUXFWXUDO��QRW�DG�KRF�OLNH�WKH�FKDQJHV�LQWURGXFHG�RYHU�WKH�SUHYLRXV�VL[�\HDUV��&RQYHUWLQJ�WR�D�9$7�LV�D�ORJLFDO�HYROXWLRQ�DQG�FRUUHVSRQGV�WR�WKH�JOREDO�WUHQG�RI�YDOXH�DGGHG�WD[DWLRQ�DV�WKH�PRVW�SURGXFWLYH�UHYHQXH�JHQHUDWRU�ZLWK�WKH�OHDVW�HFRQRPLF�GLVWRUWLRQV�
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