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7KLV�SDSHU�H[DPLQHV�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�IRU�UHJLRQDO�LQWHJUDWLRQ��IRFXVLQJ��IURP�DQ�(J\SWLDQ�SHUVSHFWLYH��RQ�ZKHWKHU�WKH�SUHIHUHQWLDO�WUDGH�DJUHHPHQWV�ZLWK�WKH�(8�ZLOO�VWLPXODWH�WUDGH�OLEHUDOL]DWLRQ�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFD�DQG�VHUYH�WR�SURPRWH�WUDGH�ZLWKLQ�WKH�UHJLRQ�LWVHOI��SDUWLFXODUO\�ZLWK�WKH�,VUDHOL�3DOHVWLQLDQ�-RUGDQLDQ�WULDG��,W�DOVR�DVVHVVHV�FXUUHQW�LQFHQWLYHV�DQG�IXWXUH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�7KH�SDSHU�FRQFOXGHV�WKDW��LQ�WKH�VKRUW�UXQ��(J\SW�KDV�OLPLWHG�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�ZLWK�WKH�WULDG��RU�ZLWK�WKH�UHJLRQ��,Q�WKH�PHGLXP�UXQ��KRZHYHU��WKH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�DUH�EULJKWHU��(J\SW�LV�DERXW�WR�VLJQ�D�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8��DQG�WKHUH�LV�NHHQ�LQWHUHVW�LQ�DWWUDFWLQJ�)',��%RWK�IDFWRUV�DUH�H[SHFWHG�WR�EULQJ�DERXW�GHHSHU�UHIRUPV�DW�KRPH�DQG�FUHDWH�SUHVVXUH�IRU�UHJLRQDO�LQWHJUDWLRQ�WR�DOORZ�ILUPV�VHFXUH�DFFHVV�WR�ODUJHU�PDUNHWV��WR�RSWLPL]H�ORFDWLRQV�DFURVV�ERUGHUV��DQG�WR�FDSLWDOL]H�RQ�HFRQRPLHV�RI�VFDOH�

º¨àã
ì®¼ã�®Èç��ì�í�æã�ìÚß«�ðÓ��°Û®ã�ìðäôà×ù����ãªçúß��ó©�¼�×ù�í��ô³�ô´ß��°Ó�î¤ß���³�ªß��é¬ë�Þà¤�÷��©�¤�ù��ì�ìã®�ô³�í��ì�ìã®���ð�ß���Û�¸äß����ô×�Ô���®ô����ïªã�ðàË®ó®¤��ðàË��ØÄèäß��Ýí©�Êã�ð�íí¹�§�ÞÜ¸���ØÄèäß��ðÓ��ôèô�ß���� �ß��æô´¤��ðàËí�ìá�Ë�ÞÜ¸���ô��¨ß���� �ß��ð�ß���ó©�¼�×ù�í��ô³�ô´ß��°Ó�î¤ß���ìóªß�®Óî���û ª×�ì®ô¼Øß��Þ�÷��ðÓ�ì®¼ã�å��ðß���³�ªß���ë¬�íªçù���û�ä�£��å��û��ìðäôà×ù� ��ãªçù��ðàË��ìÌ ¸�ìÞóîÄß�í�Â³î�äß��æôà�÷��ðÓ�ªó�°��³�ðäôà×ù����ã�¬ ß� �ªë��� ðÌ´�� �ìç�� �äÛ� ìð�íí÷�� ©�¤�ù�� Êã� �Û�¸äß�� �ô×�Ô��� Ê×î�� Ñî³� ®¼ã� å÷� Úß«í�®·��äß���ô�è�÷�����ä��³ù��ðàË�ï©�¼�×ù��¡ü»ù��æã�ªó°ã�ðß���ÌÓªó�å���äìç�·�æã�æôàã�Ìß��æó¬ëí ðß��Úß¬Ûí�ðà¤äß��Õ�Äèß�®¼ã�ðÓ��ó©�¼�×ù��Êó�¸äß��æÜä���ð�£�ðäôà×ù����ãªçúß��ªóª��ÊÓ�í©�ªôßî��â ¤ß����ó©�¼�×��æãí�°ôä�äß��ðÓ�®Ð ß��®¼ã�Ê×îã�æã��ª��Ôß��âôÈÌ�í��£��Õ�î³��æã��©�Ô�³ù��æã�



(&(6�:3��*ODOD�����

�

6XPPDU\
:KLOH�WKH�URDG�WR�SHDFH�LV�ORQJ�DQG�IDU�IURP�HDV\��WKH�UHPDUNDEOH�DFKLHYHPHQWV�VR�IDU�VXJJHVW�WKDW�SHDFH�LV�LQHYLWDEOH��EHFDXVH�WKH�DOWHUQDWLYHV�DUH�WRR�FRVWO\�WR�DOO�SDUWLHV��7KH�NH\�TXHVWLRQ�QRZ�DQG�LQ�WKH�IXWXUH�LV��:KDW�NLQG�RI�HFRQRPLF�FRRSHUDWLRQ��LI�DQ\��ZLOO�SHDFH�SHUPLW"�,Q�DQVZHULQJ�WKLV�TXHVWLRQ��WKH�SDSHU�GRFXPHQWV�WKH�GHJUHH�RI�LQWUD�UHJLRQDO�WUDGH�DQG�IDFWRU�PRYHPHQWV�LQ�WKH�ODVW�IHZ�\HDUV��DVVHVVHV�WKH�FXUUHQW�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�LQ�WKH�UHJLRQ��IRFXVLQJ�RQ�(J\SW�DQG�WKH�,VUDHOL�3DOHVWLQLDQ�-RUGDQLDQ�WULDG��DQG�H[SORUHV�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�LQ�WKH�PHGLXP�UXQ�7KH�SDSHU�PDNHV�DQG�HYDOXDWHV�D�YHU\�VLPSOH�SURSRVLWLRQ��5HJLRQDO�LQWHJUDWLRQ�EHFRPHV�D�UHDOLW\�ZKHQ�WKH�SDUWLHV�LQYROYHG�KDYH�VXIILFLHQW�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV��:KHQ�VXFK�LQFHQWLYHV�DUH�ODFNLQJ��UHJLRQDO�LQWHJUDWLRQ�GRHV�QRW�RFFXU��QR�PDWWHU�KRZ�PDQ\�WLPHV�SROLWLFLDQV�GHFODUH�WKHLU�LQWHQWLRQV�WR�WKH�FRQWUDU\��(FRQRPLF�LQFHQWLYHV�JR�EH\RQG�WUDGH�FUHDWLRQ�DQG�GLYHUVLRQ�WR�FRYHU�WKH�G\QDPLF�JDLQV�DVVRFLDWHG�ZLWK�LQYHVWPHQW�DQG�GHHSHU�LQWHJUDWLRQ�UHIRUPV��7KH\�LQFUHDVH�ZLWK�� JHRJUDSKLF�SUR[LPLW\��ZKLFK�UHGXFHV�WUDQVSRUWDWLRQ�FRVWV��WKXV�HQFRXUDJLQJ�WUDGH� RSHQQHVV��EHFDXVH�37$V�XQGHU�KHDY\�SURWHFWLRQ�SURPRWH�WUDGH�GLYHUVLRQ�E\�HQFRXUDJLQJ�VSHFLDOL]DWLRQ�DPRQJ�UHODWLYHO\�LQHIILFLHQW�SURGXFHUV� LQYHVWPHQW�IULHQGO\�HFRQRPLHV��EHFDXVH�37$V�FDQ�RIIHU�LQYHVWRUV�ODUJH�PDUNHWV��YDULRXV�VRXUFHV�RI�LQSXWV��DQG�WKH�SRWHQWLDO�IRU�VSHFLDOL]DWLRQ�DQG�HFRQRPLHV�RI�VFDOH��DQG�WKH�QHHG�WR�DQFKRU UHIRUPV��EHFDXVH�37$V�ZLWK�ODUJH�HFRQRPLHV��VXFK�DV�WKH�86�RU�(XURSH��FDQ�SURYLGH�VDIHJXDUGV�DJDLQVW�SROLF\�UHYHUVDO�:KLOH�SROLWLFDO�LQFHQWLYHV�DUH�QRW�LQGHSHQGHQW�RI�HFRQRPLF�LQFHQWLYHV��D�UHJLRQDO�DJUHHPHQW�PXVW�EH�SROLWLFDOO\�GHVLUDEOH��IHDVLEOH�DQG�FUHGLEOH��LQ�RUGHU�WR�WDNH�SODFH��3ROLWLFDO�GHVLUDELOLW\�ZLOO�EH�PHW�ZKHQ�WKH�EHQHILWV�RI�WKH�DJUHHPHQW�WR�WKH�OHDGHUV�DQG�WKHLU�VXSSRUWHUV�RXWZHLJK�WKH�FRVWV� )HDVLELOLW\�ZLOO�EH�PHW�ZKHQ�WKH�OHDGHUV�DUH�DEOH�WR�VHFXUH�VXSSRUW�IRU�WKH�DJUHHPHQW¶V�LPSOHPHQWDWLRQ� &UHGLELOLW\�ZLOO�EH�PHW�ZKHQ�WKH�ZLQQHUV�DQG�ORVHUV�EHOLHYH�WKDW�WKH�SURPLVHV WR�GHOLYHU�WKH�JDLQV�DQG�FRPSHQVDWLRQV�DUH�FUHGLEOH�7KHVH�FULWHULD�DUH�DSSOLHG�LQ�WKH�SDSHU�WR�H[SORUH��IURP�DQ�(J\SWLDQ�SHUVSHFWLYH��ZKHWKHU�RU�QRW�(J\SW�KDV�VXIILFLHQW�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�ZLWK�WKH�WULDG��LQ�ERWK�WKH�VKRUW�DQG�PHGLXP�UXQV� 7KH�SDSHU�FRQFOXGHV�WKDW��LQ�WKH�VKRUW�UXQ��(J\SW¶V�HFRQRPLF�LQFHQWLYHV�DUH�WRR�OLPLWHG�WR�ZDUUDQW�LQWHJUDWLRQ��*HRJUDSKLFDO�SUR[LPLW\�LV�FRPSURPLVHG�E\�WKH�ODFN�RI�LQIUDVWUXFWXUH�DQG�ODFN�RI�SHDFH��7KH�OHYHO�RI�SURWHFWLRQ�LV�KLJK�DQG�PD\�HQFRXUDJH�WUDGH�GLYHUVLRQ��7KH�EXVLQHVV�HQYLURQPHQW�LV�LQ�QHHG�RI�LPSURYHPHQW�WR�SHUPLW�)',�WR�WDNH�DGYDQWDJH�RI�ORFDWLRQ�DQG�ODUJHU�PDUNHWV��$�VLPLODU�FRQFOXVLRQ�LV�UHDFKHG�ZLWK�UHVSHFW�WR�SROLWLFDO�LQFHQWLYHV��:KLOH�WKH�JRYHUQPHQW�FRXOG�SDVV�DQ�DJUHHPHQW�WKURXJK�WKH�OHJLVODWXUH�LI�GHHPHG�SROLWLFDOO\�GHVLUDEOH�E\�YLUWXH�RI�LWV�PDMRULW\�LQ�WKH�SDUOLDPHQW��SROLWLFDO�GHVLUDELOLW\�DSSHDUV�WR�EH�
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ODFNLQJ�EHFDXVH�WKH�(J\SWLDQ�SULYDWH�VHFWRU�PD\�EH�PRUH�LQWHUHVWHG�LQ�WUDGLQJ�ZLWK�ODUJHU�PDUNHWV�WKDQ�WKH�WULDG��HVSHFLDOO\�ZLWK�WKH (8�DQG�WKH�86��DQG�EHFDXVH�VRPH�PD\�RSSRVH�VXFK�DQ�DJUHHPHQW�EHFDXVH�WKH\�EHOLHYH�LQ�FRPSUHKHQVLYH�SHDFH�DV�D�SUH�FRQGLWLRQ�IRU�IXOO�FRRSHUDWLRQ��)LQDOO\��HYHQ�LI�WKH�GHVLUDELOLW\�DQG�IHDVLELOLW\�FRQGLWLRQV�ZHUH�PHW��WKH�GXUDELOLW\�RI�WKH�SURPLVHV�LQ�WKHDJUHHPHQW�PD\�QRW�EH�VXVWDLQDEOH��(J\SW�KDV�OLYHG�XS�WR�LWV�FRPPLWPHQWV�LQ�WKH�SHDFH�DFFRUG�ZLWK�,VUDHO��EXW�LW�FDQQRW�JXDUDQWHH�WKH�DFWLRQV�RI�RWKHU�SDUWLHV��7KHUHIRUH��FUHGLELOLW\�PD\�EH�ZHDN�ZLWKRXW�IXOO�SHDFH�DQG�H[WHUQDO�JXDUDQWHHV�RI�WUDQTXLOOLW\��IRU�H[DPSOH��E\�WKH�86�RU�WKH�RWKHU�PHPEHUV�RI�WKH�LQWHUQDWLRQDO�FRPPXQLW\�,Q�WKH�PHGLXP�UXQ��WKH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�DUH�EULJKWHU��(J\SW�LV�DERXW�WR�VLJQ�D�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8�DQG�WKHUH�LV�NHHQ�LQWHUHVW�LQ�DWWUDFWLQJ�)',��%RWK�IDFWRUV�DUH�H[SHFWHG�WR�EULQJ�DERXW�GHHSHU�GRPHVWLF�UHIRUPV�DQG�FUHDWH�SUHVVXUH�IRU�UHJLRQDO�LQWHJUDWLRQ�WR�DOORZ�ILUPV�VHFXUH�DFFHVV�WR�ODUJHU�PDUNHWV��RSWLPL]H�ORFDWLRQV�DFURVV�ERUGHUV��DQG�FDSLWDOL]H�RQ�HFRQRPLHV�RI�VFDOH��:LWK�VLPLODU�UHIRUPV�LQ�WKH�WULDG�DQG�RWKHU�QHLJKERULQJ�FRXQWULHV��WKH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�ZLOO�LQFUHDVH��1HHGOHVV�WR�VD\��SHDFH�LV�FULWLFDO�IRU�DOO�WKLV�WR�KDSSHQ�,Q�WKH�LQWHULP�SHULRG��WKH�FRXQWULHV�RI�WKH�WULDG�PD\�KDYH�VWURQJ�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�LQ�DQ�DSSURSULDWH�IRUP��$W�WKH�VDPH�WLPH��HIIRUW�VKRXOG�EH�IRFXVHG�RQ�WDNLQJ�LQFUHPHQWDO�VWHSV�WKDW�ZLOO�EULQJ�DERXW�EHQHILFLDO�LQWHJUDWLRQ�WR�DOO�SDUWLHV�LQ�WKH�IXWXUH��5HIRUPV�RI�QDWLRQDO�SROLFLHV�WR�PDNH�WKHP�KRVSLWDEOH�WR�LQYHVWPHQW²GRPHVWLF�DQG�IRUHLJQ²DQG�JUHDWHU�OLEHUDOL]DWLRQ�DUH�NH\��7KHVH�HIIRUWV�FDQ�EH�VXSSRUWHG�DQG�FRRUGLQDWHG�UHJLRQDOO\��VD\��WKURXJK�WKH�0LGGOH�(DVW�%DQN��6LPXOWDQHRXVO\��LW�PD\�EH�SRVVLEOH�WR�ZRUN�RQ�MRLQW�UHJLRQDO�SURMHFWV��HVSHFLDOO\�LQ�LQIUDVWUXFWXUH�,Q�VXP��IXWXUH�UHJLRQDO�WUDGH�LV�D�ELJ�FKDOOHQJH��JLYHQ�WKDW�WKH�UHFHQW�GDWD�FRQWLQXH�WR�VKRZ�WKDW�WKH�UHJLRQ�LV�UHPDUNDEO\�XQLQWHJUDWHG��DFFRXQWLQJ�IRU�OHVV�WKDQ����SHUFHQW�RI�WRWDO�UHJLRQDO�WUDGH��7R�PDNH�SURJUHVV�WRZDUGV�UHJLRQDO�LQWHJUDWLRQ��WKH�SDUWLHV�PXVW�KDYH�ERWK�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�PRYH�LQ�WKDW�GLUHFWLRQ�
���,QWURGXFWLRQ
1RWZLWKVWDQGLQJ�WKH�UHFHQW�VWDOOHG�SURJUHVV�RI�WKH�0LGGOH�(DVW�SHDFH�WDONV��ZKDW�KDV�EHHQ�DFFRPSOLVKHG�WR�GDWH�ZDV�XQLPDJLQDEOH�D�IHZ�\HDUV�HDUOLHU��,Q�����²���\HDUV�DIWHU�WKH�SHDFH�DJUHHPHQW�EHWZHHQ�(J\SW�DQG�,VUDHO�ZDV�VLJQHG²WKH�ILUVW�VWDJH�RI�D�SHDFH�DJUHHPHQW�EHWZHHQ�WKH�3DOHVWLQLDQV�DQG�,VUDHO�ZDV�UHDFKHG��DQG�LQ������DQRWKHU�ZDV�FRQFOXGHG�ZLWK�-RUGDQ��0XFK�
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LV�VWLOO�WR�HYROYH�RQ�WKH�3DOHVWLQLDQ�IURQW��ZLWK�6\ULD��DQG�ZLWK�/HEDQRQ��7KH�UHVW�RI�WKH�$UDE�FRXQWULHV�ZLOO�HYHQWXDOO\�IROORZ�VXLW�:KLOH�WKH�URDG�WR�SHDFH�LV�ORQJ�DQG�IDU�IURP�HDV\��WKH�UHPDUNDEOH�DFKLHYHPHQWV�VR�IDU�VXJJHVW�WKDW�SHDFH�LV�LQHYLWDEOH��7KH�DOWHUQDWLYHV�DUH�FRVWO\�WR�DOO�SDUWLHV��7KH�NH\�TXHVWLRQ�QRZ�DQG�LQ�WKH�IXWXUH�LV��:KDW�NLQG�RI�HFRQRPLF�FRRSHUDWLRQ��LI�DQ\��ZLOO�SHDFH�SHUPLW"�7KLV�TXHVWLRQ�UDLVHV�D�VHW�RI�VXEVLGLDU\�TXHVWLRQV��)RU�H[DPSOH��ZLOO�WKH�SUHIHUHQWLDO�WUDGH�OLEHUDOL]DWLRQ�SURPSWHG�E\�WKH�DJUHHPHQWV�ZLWK�WKH�(8�VHUYH�WR�VWLPXODWH IXUWKHU�WUDGH�OLEHUDOL]DWLRQ�LQ�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFDQ�FRXQWULHV"�:LOO�WKHVH�DJUHHPHQWV�VHUYH�WR�SURPRWH�WUDGH�DQG�RWKHU�IRUPV�RI�FRRSHUDWLRQ�ZLWKLQ�WKH�UHJLRQ�DQG�ZLWK�WKH�,VUDHOL�3DOHVWLQLDQ�-RUGDQLDQ�WULDG"�:KDW�DUH�WKH�SURVSHFWV�IRU�H[WHQGLQJ�WKH�LQFLSLHQW�VWHSV�WRZDUG�LQWHJUDWLRQ�ZLWKLQ�WKH�WULDG�WR�(J\SW�DQG�RWKHU�FRXQWULHV"7KLV�SDSHU�PDNHV�DQG�HYDOXDWHV�D�YHU\�VLPSOH�SURSRVLWLRQ��5HJLRQDO�LQWHJUDWLRQ�EHFRPHV�D�UHDOLW\�ZKHQ�WKH�SDUWLHV�LQYROYHG�KDYH�VXIILFLHQW�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV��:KHQ�VXFK�LQFHQWLYHV�DUH�ODFNLQJ��UHJLRQDO�LQWHJUDWLRQ�GRHV�QRW�RFFXU��QR�PDWWHU�KRZ�PDQ\�WLPHV�SROLWLFLDQV�GHFODUH�WKHLU�LQWHQWLRQV�WR�WKH�FRQWUDU\��7KH�OLPLWHG�LQWHJUDWLRQ�LQ�WKH�UHJLRQ��GHVSLWH�UHSHDWHG�DWWHPSWV�DW�DQ�$UDE�FRPPRQ�PDUNHW��LV�D�SULPH�H[DPSOH�RI�WKLV��$UDE�QDWLRQDOLVP�ZDV�QRW�HQRXJK²QRU�ZLOO�WKH�SHDFH�HXSKRULD�QHFHVVDULO\�EH�VXIILFLHQW²WR�EULQJ�DERXW�HFRQRPLF�FRRSHUDWLRQ�LQ�WKH�UHJLRQ��$Q\�VHULRXV�FRQVLGHUDWLRQ�RI�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�PXVW�WKHUHIRUH�EH�JURXQGHG�LQ�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�7KH�QH[W�VHFWLRQ�GRFXPHQWV�WKH�GHJUHH�RI�LQWUD�UHJLRQDO�WUDGH�DQG�IDFWRU�PRYHPHQWV�LQ�WKH�ODVW�IHZ�\HDUV��6HFWLRQ���DVVHVVHV�WKH�FXUUHQW�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�LQ�WKH�UHJLRQ��IRFXVLQJ�RQ�(J\SW�DQG�WKH�WULDG��6HFWLRQ���H[SORUHV�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�LQ�WKH�PHGLXP�UXQ��6HFWLRQ���RIIHUV�FRQFOXGLQJ�UHPDUNV�
���,QWUD�UHJLRQDO�WUDGH�DQG�IDFWRU�PRYHPHQWV
3HDFH�ZDV�YLHZHG�E\�PDQ\�DV�D�WXUQLQJ�SRLQW�WRZDUGV�SROLWLFDO�UHFRQFLOLDWLRQ�DQG�HFRQRPLF�RSSRUWXQLWLHV��+RZHYHU��VLJQLILFDQW�UHJLRQDO�LQWHJUDWLRQ�KDV�\HW�WR�EH�VHHQ��7KH�GDWD�RQ�UHJLRQDO�WUDGH�LQ�JRRGV�DQG�VHUYLFHV��FDSLWDO�PRYHPHQWV�DQG�ODERU�PRELOLW\�VKRZ�OLPLWHG�SURJUHVV��6LPLODUO\��WKH�GDWD�IRU�(J\SW�VXJJHVW�OLPLWHG�SURJUHVV�RQ�LQWHJUDWLQJ�ZLWK�WKH�WULDG�RI�,VUDHO��WKH�3DOHVWLQLDQ�1DWLRQDO�$XWKRULW\��31$���DQG�-RUGDQ�
����7UDGH�LQ�JRRGV
,QWUD�UHJLRQDO�WUDGH�LQ�PHUFKDQGLVH�DYHUDJHG�RQO\���SHUFHQW�RI�WRWDO�H[SRUWV�RYHU�WKH�SHULRG����������7DEOH�����7KLV�DYHUDJH�FRPSDUHV�WR RYHU����SHUFHQW�IRU�WKH�(8��DQG�RYHU����SHUFHQW�IRU�
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$VLD��,Q�DGGLWLRQ��LQWUD�UHJLRQDO�WUDGH�LV�LQ�IDFW�VKULQNLQJ��GRZQ�IURP����SHUFHQW�LQ������WR���SHUFHQW�LQ������(J\SW¶V�H[SRUWV�WR�WKH�UHJLRQ��UHODWLYH�WR�LWV�WRWDO�H[SRUWV��DUH�DOVR�PRGHVW��7DEOH�����:KLOH�WKH�(8�FRXQWULHV�DEVRUE�FORVH�WR����SHUFHQW�RI�(J\SW¶V�H[SRUWV��-RUGDQ�DQG�WKH�31$�LPSRUW�OHVV�WKDQ���SHUFHQW�IURP�(J\SW��$OWKRXJK�,VUDHO�LPSRUWV�D�QRWDEOH�IUDFWLRQ�RI�(J\SW¶V�H[SRUWV��LWV�VKDUH�GHFOLQHG�IURP�D�SHDN�RI����SHUFHQW�LQ������WR�OHVV�WKDQ ��SHUFHQW�LQ�������$UDE�FRXQWULHV��RWKHU�WKDQ�-RUGDQ�DQG�WKH�31$��DFFRXQW�IRU�D�OLWWOH�RYHU����SHUFHQW��7KLV�SDWWHUQ�KDV�QRW�FKDQJHG�VLJQLILFDQWO\�RYHU�WKH�SHULRG���������$OWKRXJK�GDWD�DUH�QRW�SUHVHQWHG�RQ�WUDGHG�FRPPRGLWLHV��PLQHUDO�IXHOV�DFFRXQW�IRU�WKH�EXON�RI�LQWUD�UHJLRQDO�WUDGH�DQG�QR�FDWHJRU\�RI�FRPPRGLWLHV�LV�YHU\�LPSRUWDQW��(O�(ULDQ�DQG�)LVFKHU���������7KH�$UDE�,VUDHOL�FRQIOLFW�YLUWXDOO\�PHDQW�QR�WUDGH�EHWZHHQ�,VUDHO�DQG�LWV�QHLJKERUV��(J\SW�LV�DQ�LPSRUWDQW�H[FHSWLRQ��DOWKRXJK�WKHUH�KDV�EHHQ�D�GUDPDWLF�GHFOLQH�LQ�,VUDHO¶V�VKDUH�LQ�(J\SW¶V�H[SRUWV�LQ�WKH�ODVW�IHZ�\HDUV�
7DEOH�����,QWUD�UHJLRQDO�H[SRUWV�LQ�SHUFHQW�RI�WRWDO�H[SRUWV

���� ���� ���� ���� ���� ���� ���� $YHUDJH�������,QGXVWULDOL]HG�&RXQWULHV ��� ��� ��� ��� ��� �� ��� ��(8� ��� ��� ��� ��� ��� ��� ��� ��'HYHORSLQJ�FRXQWULHV ��� ��� ��� ��� ��� ��� ��� ��$IULFD �� �� �� �� �� ��� ��� �$VLD ��� ��� ��� ��� ��� ��� ��� ��(XURSH ��� ��� ��� ��� ��� ��� ��� ��0LGGOH�(DVW� ��� ��� �� �� �� �� �� �ú� $V�RI�������WKH�(8�LQFOXGHV����FRXQWULHV�û� 7KH�0LGGOH�(DVW�LQFOXGHV�%DKUDLQ��(J\SW��,UDQ��,UDT��,VUDHO��-RUGDQ��.XZDLW��/HEDQRQ��/LE\D��2PDQ��4DWDU��6DXGL�$UDELD��6\ULD��WKH�8$(��DQG�5HS��RI�<HPHQ�6RXUFH� ,0)��'LUHFWLRQ�RI�7UDGH�6WDWLVWLFV�������

7DEOH����(J\SW¶V�7UDGH�3DWWHUQ���([SRUWV��LQ�SHUFHQWDJH�RI�WRWDO�H[SRUWV����� ���� ���� ���� ���� ���� ����(8 ������ ������ ������ ������ ������ ������ ������-RUGDQ ����� ����� ����� ����� ����� ����� �����3DOHVWLQLDQ�1DWLRQDO�$XWKRULW\ 1$ 1$ 1$ 1$ ����� ����� �����,VUDHO ����� ����� ������ ����� ����� ����� �����
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2WKHU�$UDE�FRXQWULHV ����� ����� ������ ������ ������ ������ ������2WKHUV� ������ ������ ������ ������ ������ ������ ������7RWDO ������� ������� ������� ������� ������� ������� �������6RXUFHV� ,0)��'LUHFWRU\�RI�7UDGH�6WDWLVWLFV ������)RU�WKH�31$��0LQLVWU\�RI�(FRQRP\�DQG�([WHUQDO�7UDGH��(J\SW�

����&DSLWDO�PRELOLW\
$OWKRXJK�WKH�UHJLRQ�LQFOXGHV�UHODWLYHO\�FDSLWDO�DEXQGDQW�FRXQWULHV��RLO�H[SRUWHUV��DQG�UHODWLYHO\�FDSLWDO�VFDUFH�FRXQWULHV��VXFK�DV�(J\SW���LQWUD�UHJLRQDO�FDSLWDO�WUDQVDFWLRQV�KDYH�DOVR�EHHQ�OLPLWHG��7KH�H[FHSWLRQ�ZDV�WKH�ODUJH�RIILFLDO�IORZV�IURP�WKH�RLO�H[SRUWHUV�WR�RWKHU�$UDE�FRXQWULHV��HVSHFLDOO\�LQ�WKH�ZDNH�RI�WKH���������DQG���������RLO�SULFH�LQFUHDVHV��9DQ�GHQ�%RRJDHUGH���������7KH�LQIRUPDWLRQ�DYDLODEOH�IRU�WKH�LQIORZV�RI�)',�LQWR�WKH�UHJLRQ��1RUWK�$IULFD�DQG�:HVW�$VLD��LQGLFDWHV�WKDW�WKH�)',�VKDUH�RI�WKH�WRWDO�LQIORZV�LV�OHVV�WKDQ���SHUFHQW��(J\SW�DQG�,VUDHO�UHFHLYH�PRUH�)',�WKDQ�-RUGDQ��DQG�WKH�WUHQG�LV�IDYRUDEOH�IRU�ERWK�FRXQWULHV���6HH�7DEOH����
����/DERU�PRELOLW\
:KLOH�FDSLWDO�PRYHPHQWV�DUH�JHQHUDOO\�DVVXPHG�WR�EH�HDVLHU�WKDQ�ODERU�PRYHPHQWV��ODERU�PRELOLW\�LQ�WKH�UHJLRQ�KDV�EHHQ�UHODWLYHO\�PRUH�VLJQLILFDQW�WKDQ�FDSLWDO�WUDQVDFWLRQV�RU�LQWUD�UHJLRQDO�WUDGH��7DEOH���VKRZV�WKH�PDJQLWXGH�RI�ODERU�UHPLWWDQFHV�LQ�DEVROXWH�WHUPV�DQG�DV�D�SHUFHQWDJH�RI�*'3�IRU�WKH�PDLQ�VXSSOLHUV�RI�ODERU�DPRQJ�$UDE�FRXQWULHV��7KH�QXPEHUV�DUH�UHODWLYHO\�VWDEOH��EXW�WKHLU�UHODWLYH�LPSRUWDQFH�LV�JUHDWHVW�IRU�<HPHQ��-RUGDQ�DQG�(J\SW��7KH�IORZV�RI�UHPLWWDQFHV�RULJLQDWH�SULPDULO\�LQ�WKH�RLO�H[SRUWLQJ�HFRQRPLHV��$OWKRXJK�WKH�UHJLRQ�GRHV�QRW�KDYH�WKH�ODERU�PRELOLW\�HQMR\HG�E\�(XURSHDQV��PLOOLRQV�RI�ZRUNHUV��H�J���IURP�(J\SW��ZRUN�LQ�WKH�QHLJKERULQJ�FRXQWULHV��DQG�3DOHVWLQLDQV�UHO\�KHDYLO\�RQ�HPSOR\PHQW�LQ�,VUDHO�

���5HJLRQDO�LQWHJUDWLRQ�DQG�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV
7KH�OLPLWHG�LQWHJUDWLRQ�EHWZHHQ�(J\SW�DQG�WKH�UHJLRQ��LQFOXGLQJ�WKH�WULDG��FDQ�DUJXDEO\�EH�DWWULEXWHG�WR�WKH�ODFN�RI�DGHTXDWH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH� 7KLV�DUJXPHQW�PD\�VHHP�DSSDUHQW�DQG�XQGHVHUYLQJ�RI�IXUWKHU�HODERUDWLRQ��+RZHYHU��PRVW�RI�WKH�SUHYLRXV�DWWHPSWV�DW�H[SODLQLQJ�WKH�OLPLWHG�LQWHJUDWLRQ�LQ�WKH�UHJLRQ�KDYH�IRFXVHG�RQ�WKH�HFRQRPLF�RU
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SROLWLFDO�LQFHQWLYHV��UDWKHU�WKDQ�RQ�ERWK�VLPXOWDQHRXVO\��6HFRQG��PRVW�DWWHPSWV�GHDOLQJ�ZLWK�WKH�HFRQRPLF�LQFHQWLYHV�HPSKDVL]HG�WKH�LVVXH�RI�WUDGH�FUHDWLRQ�DQG�GLYHUVLRQ��ZLWK�OLPLWHG�HPSKDVLV�RQ�WKH�G\QDPLF�JDLQV�IURP�LQWHJUDWLRQ��)LQDOO\��PRVW�DWWHPSWV�GHDOLQJ�ZLWK�WKH�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�WHQGHG�WR�IRFXV�RQ�WKH�QDWXUH�RI�JRYHUQDQFH��FXOWXUH��UHOLJLRQ�DQG�KLVWRULFDO�HYHQWV��UDWKHU�WKDQ�RQ�WKH�IDFWRUV�ZKLFK�FUHDWH�WKH�SROLWLFDO�G\QDPLFV�IRU�LQWHJUDWLRQ��7KLV�VHFWLRQ�H[SORUHV�WKH�UROH�RI�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�LQ�H[SODLQLQJ�WKH�OLPLWHG�UHJLRQDO�LQWHJUDWLRQ�VR�IDU�
7DEOH�����,QIORZV�RI�)RUHLJQ�'LUHFW�,QYHVWPHQW �PLOOLRQV�RI�GROODUV����� ���� ���� ���� ���� �����7RWDO�LQIORZV ������ ������ ������ ������ ������ ������
(XURSHDQ�8QLRQ ����� ������ ����� ����� ����� �����3HUFHQW ����� ����� ����� ����� ����� �����
1RUWK�$PHULFD ����� ����� ����� ����� ����� �����3HUFHQW ����� ����� ����� ����� ����� �����
1RUWK�$IULFD� ���� ���� ��� ���� ���� ����3HUFHQW ���� ���� ���� ���� ���� ����

RI�ZKLFK�(J\SW ���� ��� ��� ��� ��� ����3HUFHQW ���� ���� ���� ���� ���� ����
:HVW�$VLD� ���� ���� ��� ��� ��� ���3HUFHQW ����� ���� ���� ���� ���� ����

RI�ZKLFK�-RUGDQ �� �� ��� �� ��� ��3HUFHQW ���� ���� ���� ���� ���� ����
,VUDHO� ��� ��� ��� ��� ��� ���� ���� ���� ���� ���� ���� ����

2WKHUV��SHUFHQW�� ����� ����� ����� ����� ����� �����
7RWDO��SHUFHQW� ���� ���� ���� ���� ���� �������1RUWK�$IULFD�LQFOXGHV��$OJHULD��(J\SW��0RURFFR��6XGDQ�DQG�7XQLVLD����:HVW�$VLD�LQFOXGHV��%DKUDLQ��,UDT��-RUGDQ��.XZDLW��/HEDQRQ��2PDQ��4DWDU��6DXGL�$UDELD��6\ULD��8QLWHG�$UDE�(PLUDWHV��<HPHQ����,VUDHO¶V�H[SRUWV�LQ������DPRXQWHG�WR��������PLOOLRQ�GROODUV����(VWLPDWHG�6RXUFHV� 81��:RUOG�,QYHVWPHQW�5HSRUW��������)RU�������,0)��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV��-XO\������
7DEOH�����:RUNHUV�5HPLWWDQFHV���PLOOLRQV�RI�GROODUV�/DERU�H[SRUWLQJ�FRXQWULHV ���� ���� ���� ���� ���� ����$OJHULD ��� ��� ��� � � �(J\SW ���� ���� ���� ���� ���� ����-RUGDQ ��� ��� ��� ��� ���� ����0RURFFR ���� ���� ���� ���� ���� ����
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6XGDQ ��� ��� �� ��� � �6\ULD ��� ��� ��� ��� ��� 1,$7XQLVLD ��� ��� ��� ��� ��� ���5HS��RI�<HPHQ ���� ���� ��� ���� ���� ����
3HUFHQW�RI�*13&RXQWU\ ���� ���� ���� ���� ���� ����$OJHULD �� �� �� �� �� ��(J\SW ��� ��� ��� ��� ��� ���-RUGDQ ��� ��� ��� ��� ��� ���0RURFFR �� �� �� �� �� ��6XGDQ �� �� �� �� � �6\ULD �� �� �� 1$ 1$ 1$7XQLVLD �� �� �� �� �� ��5HS��RI�<HPHQ 1$ ��� ��� ��� ��� ���
6RXUFH� 7KH�:RUOG�%DQN��:RUOG�'HEW�7DEOHV�������

����(FRQRPLF�,QFHQWLYHV
7KH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�SUHIHUHQWLDOO\�KDYH�HYROYHG�RYHU�WLPH��,Q�WKH�SHULRG�IROORZLQJ�:RUOG�:DU�,,�XQWLO�D�FRXSOH�RI�GHFDGHV�DJR��UHJLRQDO�DUUDQJHPHQWV�ZHUH�LQLWLDWHG�ZKHQ�GHYHORSLQJ�FRXQWULHV�ZHUH�IROORZLQJ�LPSRUW�VXEVWLWXWLRQ�VWUDWHJLHV��ZLWK�WKH�WZLQ�IHDWXUHV�RI�KHDY\�SURWHFWLRQ�DQG�VWDWH��UDWKHU�WKDQ�PDUNHW��DOORFDWLRQ�RI�UHVRXUFHV��8QGHU�WKHVH�FRQGLWLRQV��SUHIHUHQWLDO�WUDGH�DJUHHPHQWV��37$V��FDQ�OHDG�WR�VLJQLILFDQW�WUDGH�GLYHUVLRQ��DOEHLW�ZLWK�VRPH�WUDGH�FUHDWLRQ��$V�HODERUDWHG�E\�9LQHU���������WUDGH�FUHDWLRQ�UHVXOWV�IURP�ORZHULQJ�WUDGH�EDUULHUV�DPRQJ�WKH�PHPEHUV�RI�WKH�37$��7UDGH�GLYHUVLRQ�RFFXUV�ZKHQ�PHPEHUV�RI�WKH�37$�LPSRUW�IURP�RWKHU�PHPEHUV�ZKRVH�SURGXFWV�DUH�SURGXFHG�OHVV�HIILFLHQWO\�WKDQ�LQ�RWKHU�SDUWV�RI�WKH�ZRUOG��:KHUH�WKH�JDLQV�IURP�WUDGH�FUHDWLRQ�RXWZHLJK�WKH�FRVW�RI�WUDGH�GLYHUVLRQ��WKHUH�DUH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�1HZ�UHJLRQDO�DUUDQJHPHQWV��LQ�FRQWUDVW��DUH�WDNLQJ�SODFH�DPRQJ�FRXQWULHV�FKDUDFWHUL]HG�E\�NHHQ�LQWHUHVW�LQ�SDUWLFLSDWLQJ�LQ�WKH�ZRUOG�PDUNHW��/DZUHQFH���������7KHVH�FRXQWULHV�DUH�PRUH�RSHQ��H[SRUW�DQG�PDUNHW�RULHQWHG��DQG�SULYDWH�VHFWRU�GRPLQDWHG��VHH�7DEOH���IRU�GHWDLOV���7KH�FRQVHTXHQFH�RI�WKLV�GHYHORSPHQW�IRU�WKH�LQFHQWLYHV�WR�LQWHJUDWH�UHJLRQDOO\�LV�LQFUHDVLQJ�HPSKDVLV�RQ�WKH�SRWHQWLDO�G\QDPLF��UDWKHU�WKDQ�VWDWLF��ZHOIDUH�JDLQV�IURP�LQWHJUDWLRQ��7KH�G\QDPLF�JDLQV�DUH�DVVRFLDWHG�ZLWK�WKH�IORZ�RI�QHZ�LQYHVWPHQW��LPSURYHG�SURGXFWLYLW\��DQG�ORZ�WUDQVDFWLRQ�FRVWV��7KHVH�EHQHILWV�FDQ�RXWZHLJK�WKH�QHW�ORVV�LQ�VWDWLF�ZHOIDUH��SURYLGHG�WKDW�LQYHVWRUV�GR�QRW�ORFDWH�LQ�WKH�KXE��ULFK�FRXQWULHV��UDWKHU�WKDQ�WKH�VSRNH��GHYHORSLQJ�FRXQWULHV���SURGXFWLYLW\�
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LPSURYHV�DV�FRPSHWLWLRQ�LQFUHDVHV�DQG�VHUYLFHV�DUH�OLEHUDOL]HG��DQG�WUDQVDFWLRQ�FRVWV�DUH�UHGXFHG�IROORZLQJ�WKH�DGRSWLRQ�RI�PRUH�HIILFLHQW�UHJXODWRU\�VFKHPHV��IRU�H[DPSOH��ZLWK�UHVSHFW�WR�KDUPRQL]DWLRQ�RI�SURFHGXUHV��VWDQGDUGV��DQG�FHUWLILFDWLRQ��:KHQ�FRXQWULHV�DUH�LQ�WKH�SURFHVV�RI�PRYLQJ�DZD\�IURP�LPSRUW�VXEVWLWXWLRQ�VWUDWHJLHV�WRZDUGV�PRUH�RSHQ�HFRQRPLHV��37$V�ZLWK�ODUJH�HFRQRPLHV��H�J���WKH�86��FDQ�VHUYH�DV�DQFKRUV�WKDW�PDNH�WKH�DVVRFLDWHG�UHIRUPV�PRUH�FUHGLEOH��)UDQFRLV��������:KHWKHU�³WUDGLWLRQDO´�RU�³QHZ´��WKH�YHUGLFW�RQ�UHJLRQDOLVP��ZLWK�UHVSHFW�WR�WKH�ZHOIDUH�LPSOLFDWLRQV�IRU�WKH�WUDGLQJ�SDUWQHUV��LV�DPELJXRXV��$FFRUGLQJO\��WKH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�KDYH�WR�EH�WHVWHG�HPSLULFDOO\�RQ�D�FDVH�E\�FDVH�EDVLV��7KLV�HPSLULFDO�DQDO\VLV�FDQ�EH�XQGHUWDNHQ�XVLQJ�VRSKLVWLFDWHG�PRGHOV��H�J���JUDYLW\�PRGHOV��RU�E\�GUDZLQJ�RQ�DQHFGRWHV��7KH�VKRUWFRPLQJ�RI�VRSKLVWLFDWHG�PRGHOV�LV�WKDW�WKH\�GR�QRW�FDSWXUH�LPSRUWDQW�HIIHFWV�RI�LQWHJUDWLRQ��HVSHFLDOO\�WKRVH�DULVLQJ�IURP�LQYHVWPHQW�DQG�LQVWLWXWLRQDO�FKDQJHV��2Q�WKH�RWKHU�KDQG��DQHFGRWHV�GR�QRW�SHUPLW�JHQHUDOL]DWLRQV��)RU�ERWK�UHDVRQV��WKH�DSSURDFK�IROORZHG�KHUH�LV�VRPHZKDW�HFOHFWLF��,W�LV�EDVHG�RQ�FRQWUDVWLQJ�D�QXPEHU�RI�LQVLJKWV�GUDZQ�IURP�ERWK�WKHRULHV�ZLWK�VRPH�IDFWXDO�GDWD�IRU�(J\SW�DQG�WKH�WULDG��&RQFOXVLRQV�DUH�WKHQ�PDGH�DV�WR�ZKHWKHU�RU�QRW�(J\SW�KDV�VXIILFLHQW�HFRQRPLF�LQFHQWLYHV�WR�MRLQ�WKH�WULDG�
7DEOH�����5HJLRQDOLVP��2OG�	�1HZ2OG 1HZ,PSRUW�VXEVWLWXWLRQ��ZLWKGUDZ�IURP�ZRUOG�HFRQRP\ ([SRUW�RULHQWDWLRQ��LQWHJUDWH�LQWR�ZRUOG�HFRQRP\3ODQQHG�DQG�SROLWLFDO�DOORFDWLRQ�RI�UHVRXUFHV 0DUNHW�DOORFDWLRQ�RI�UHVRXUFHV/HG�E\�JRYHUQPHQWV /HG�E\�SULYDWH�ILUPV0DLQO\�LQGXVWULDO�SURGXFWV $OO�JRRGV��VHUYLFHV�DQG�LQYHVWPHQW'HDO�ZLWK�ERUGHU�EDUULHUV 'HHSHU�LQWHJUDWLRQ3UHIHUHQWLDO�WUHDWPHQW�IRU�OHVV�GHYHORSHG (TXDO�UXOHV��GLIIHUHQW�DGMXVWPHQW�SHULRGV�
6RXUFH� /DZUHQFH�������

:KDW�WKHQ�DUH�WKH�PDLQ�LQVLJKWV�WKDW�FUHDWH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH"�7KH�NH\�RQHV�FDQ�EH�DUWLFXODWHG�DV�IROORZV�
x JHRJUDSKLF�SUR[LPLW\��EHFDXVH�SUR[LPLW\�UHGXFHV�WUDQVSRUWDWLRQ�FRVWV��WKHUHIRUH�HQFRXUDJHV�WUDGH�
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x RSHQQHVV��EHFDXVH�37$V�XQGHU�KHDY\�SURWHFWLRQ�SURPRWH�VHOI�VXIILFLHQF\�DQG�VSHFLDOL]DWLRQ�DPRQJ�UHODWLYHO\�LQHIILFLHQW�SURGXFHUV��WKXV��SURPRWH�WUDGH�GLYHUVLRQ�x LQYHVWPHQW�IULHQGO\�HFRQRPLHV��EHFDXVH�VXFK�HFRQRPLHV�FDQ�XVH�37$V�WR�RIIHU�ORFDWLRQ�DGYDQWDJHV�WR�PXOWLQDWLRQDOV�LQ�WKH�IRUP�RI�ODUJHU�PDUNHWV�IRU�RXWSXW�DQG�YDULRXV�VRXUFHV�RI�LQSXWV��7KH\�DOVR�DOORZ�GRPHVWLF�LQYHVWRUV�WR�VSHFLDOL]H�DQG�WDNH�DGYDQWDJH�RI�HFRQRPLHV�RI�VFDOH�LQ�SURGXFWLRQ�DQG�PDUNHWLQJ�x QHHG�IRU�UHIRUP�DQFKRU��EHFDXVH�37$V�ZLWK�ODUJH�HFRQRPLHV��VXFK�DV�WKH�86�RU�(XURSH��FDQ�SURYLGH�VDIHJXDUGV�DJDLQVW�SROLF\�UHYHUVDO��)UDQFRLV��������
7KH�TXHVWLRQ�LV�ZKHWKHU�(J\SW�KDV�VXIILFLHQW�HFRQRPLF�LQFHQWLYHV�DORQJ�WKHVH�OLQHV�WR�MRLQ�WKH�WULDG�LQ�D�FXVWRPV�XQLRQ�RU�D�IUHH�WUDGH�DUHD��7KH�DQVZHU�DSSHDUV�WR�EH�³QR´�LQ�WKH�VKRUW�UXQ��7KH�SRVVLELOLWLHV�IRU�OLPLWHG�WUDGH�DQG�VSHFLILF�SURMHFWV�DUH�SUREDEO\�PRUH�DSSURSULDWH�DW�WKLV�VWDJH��$V�(J\SW�DQG�RWKHU�QHLJKERULQJ�FRXQWULHV�PRYH�IXUWKHU�LQ�WKH�GLUHFWLRQ�RI�OLEHUDOL]DWLRQ��DV�WKH\�FRQFOXGH�37$V�ZLWK�WKH�(8��DQG�DV�WKH\�XQGHUWDNH�PRUH HFRQRPLF�UHIRUPV�GRPHVWLFDOO\��WKH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�ZLWK�WKH�WULDG�DQG�RWKHU�QHLJKERULQJ�FRXQWULHV�ZLOO�EH�KLJKHU�ú7R�HODERUDWH�WKH�EDVLV�IRU�WKLV�FRQFOXVLRQ��FOHDUO\�JHRJUDSKLFDO�SUR[LPLW\�LV�DQ�DGYDQWDJH��<HW�WUDQVSRUWDWLRQ�FRVWV�GR�QRW�QHFHVVDULO\�FRUUHODWH�ZLWK�GLVWDQFH��7KH�ODFN�RI�DGHTXDWH�LQIUDVWUXFWXUH�DQG�WKH�VHQVH�RI�LQVHFXULW\�DULVLQJ�IURP�WKH�$UDE�,VUDHOL�FRQIOLFW�DUH�VLJQLILFDQW�JHRJUDSKLFDO�EDUULHUV��7KHVH�EDUULHUV�DUH�H[DFHUEDWHG�ZKHUH�WKH�JRRGV�EHLQJ�WUDQVSRUWHG�DUH�EXON\�RU�SHULVKDEOH��(TXDOO\�LPSRUWDQW��(J\SW¶V�HFRQRPLF�LQFHQWLYHV�WR�MRLQ�WKH�WULDG�DW�WKLV�WLPH�DUH�OLPLWHG�EHFDXVH�RI�WKH�KLJK�OHYHO�RI�SURWHFWLRQ�DFFRUGHG�WR�VHYHUDO�LQGXVWULHV�LQ�WKH�WKUHH�FRXQWULHV�DQG�WKH�31$��7DEOH�����$OWKRXJK�WKH�,VUDHOL�HFRQRP\�LV�UHODWLYHO\�PRUH�RSHQ��VRPH�FRPPRGLWLHV�HQMR\�KLJK�HIIHFWLYH�UDWHV�RI�SURWHFWLRQ��H�J���IRRG��FKHPLFDOV�DQG�SURGXFWV��DQG�UXEEHU�DQG�SODVWLF�SURGXFWV���,Q�(J\SW�DQG�-RUGDQ��WKH�UDWHV�RI�HIIHFWLYH�SURWHFWLRQ�DUH�HYHQ�PRUH�VLJQLILFDQW�û 8QGHU�WKHVH�FRQGLWLRQV� DWWHPSWV�WR�LQWHJUDWH�ZLWK�WKH�WULDG�PD\�DPRXQW�WR�LQWHJUDWLRQ�RI�LQGXVWULHV�ZKLFK�DUH�UHODWLYHO\�LQHIILFLHQW�DQG�KLJKO\�SURWHFWHG�IURP�FRPSHWLWLRQ��

7DEOH����$YHUDJH�1RPLQDO�7DULII�3URWHFWLRQ�DQG�(IIHFWLYH�5DWH�RI�3URWHFWLRQ�IRU�VHOHFWHG�VHFWRUV6HFWRUV (J\SW1RPLQDO�����(53 -RUGDQ1RPLQDO�����(53 ,VUDHO1RPLQDO������(530LQLQJ ��� ��� ���� ��� ���� ����)RRG ���� ���� ���� ���� ��� �����&ORWKLQJ ���� ����� ���� ����� ���� ���
ú 7KH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�LQ�WKH�PHGLXP�UXQ�DUH�GLVFXVVHG�LQ�6HFWLRQ���û 7KLV�VWDWHPHQW�VWLOO�KROGV�DOWKRXJK�(J\SW��XQGHU�WKH�UHIRUP�SURJUDP�FDUULHG�RXW�LQ�WKH�����V��KDV�XQLILHG�DQG�GHYDOXHG�LWV�H[FKDQJH�UDWH��RSHQHG�XS�WKH�FDSLWDO�DFFRXQW��DQG�UHGXFHG�WKH�PD[LPXP�DQG�GLVSHUVLRQ�RI�WDULII�UDWHV�
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/HDWKHU ���� ���� ���� ���� ���� ���:RRG�DQG�FRUN�SURGXFWV ���� ���� ���� ���� ���� ����3DSHU�DQG�SULQWLQJ�PDWHULDO ���� ���� ���� ����&KHPLFDOV�DQG�SURGXFWV��H[FO��SHWUROHXP ���� ���� ���� ���� ��� ����3HWUROHXP�UHILQHULHV ���� ���� ��� ���� 1$ 1$0HWDO�SURGXFWV ���� ���� ���� ���� ���� ����0DFKLQHU\� ���� ���� ���� ��� ��� ���7UDQVSRUW�HTXLSPHQW ���� ���� ���� ����� ���� ���5XEEHU�	�SODVWLF�SURGXFWV ���� ���� ���� ���� ���� ����
$YHUDJH ���� ���� ���� ���� ���� ����6RXUFHV���)RU�(J\SW��+RHNPDQ�DQG�'MDQNRY���������)RU� -RUGDQ��+RHNPDQ��IRUWKFRPLQJ���DQG�IRU� ,VUDHO��+DOHYL��������

0HPEHUV�RI�WKH�DJUHHPHQW�PD\�JLYH�HDFK�RWKHU�DFFHVV�WR�WKHLU�PDUNHWV��EXW�RQO\�LQ�WKRVH�SURGXFWV�WKH\�LPSRUW�IURP�WKH�UHVW�RI�WKH�ZRUOG��7KLV�ZLOO�PD[LPL]H�WUDGH�GLYHUVLRQ�ü%HVLGH�WKH�QHHG�IRU�IXUWKHU�OLEHUDOL]DWLRQ��HVSHFLDOO\�LQ�(J\SW�DQG�-RUGDQ��WKH�OLPLWHG�LQIORZ�RI�)',�WR�WKH�WULDG�FRXQWULHV�DQG�(J\SW�UHODWLYH�WR�VXFK�IDVW�JURZLQJ�HFRQRPLHV�DV�0DOD\VLD�DQG�7KDLODQG�VXJJHVWV�WKDW�PRUH�UHIRUPV�DUH�QHHGHG�WR�PDNH�WKH�EXVLQHVV�HQYLURQPHQW�PRUH�KRVSLWDEOH�WR�LQYHVWPHQW��8QWLO�VXFK�UHIRUPV�DUH�DGRSWHG��WKH�PHULWV�RI�MRLQLQJ�WKH�WULDG�WR�DWWUDFW�)',�DUH�OLPLWHG��LQ�SDUW�EHFDXVH�WKH�VL]H�RI�WKH�HFRQRPLHV�RI�WKH�WULDG�LV�UHODWLYHO\�VPDOO��)LQDOO\��ZKLOH�(J\SW�FDQ�LQ�IDFW�XVH�37$V�WR�DQFKRU�LWV�RQJRLQJ�VWUXFWXUDO�UHIRUPV�DQG�JDLQ�LQYHVWRUV¶�FRQILGHQFH��LW�FDQ�DFKLHYH�WKLV�REMHFWLYH�PRUH�FUHGLEO\�E\�MRLQLQJ�WKH�(8�RU�WKH�86�LQ�D�37$�ý2I�FRXUVH�MRLQLQJ�WKH�(8�DQG�WKH�WULDG�DUH�QRW�PXWXDOO\�H[FOXVLYH²,VUDHO�KDV�D�IUHH�WUDGH�DJUHHPHQW�ZLWK�WKH�(8�DQG�WKH�86��%XW�WUDGH�GLYHUVLRQ�DQG�LQYHVWPHQW�LVVXHV�VHHP�WR�VXJJHVW�WKDW�(J\SW�PD\�EH�EHWWHU�RII�ZDLWLQJ�UDWKHU�WKDQ�MRLQLQJ�WKH�WULDG�QRZ�
����3ROLWLFDO�LQFHQWLYHV
(YHQ�LI�FRXQWULHV�KDYH�VXIILFLHQW�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�ZLWK�D�IHZ�FRXQWULHV��WKH\ PD\�QRW�IROORZ�WKURXJK�EHFDXVH�WKH�OHDGHUV�GR�QRW�KDYH�WKH�SROLWLFDO�LQFHQWLYHV�WR�GR�VR��37$V�FDQ�VWUHQJWKHQ�RU�HURGH�WKH�SRVLWLRQ�RI�SROLWLFDO�OHDGHUV��WKHUHIRUH�37$V�DUH�SXUVXHG�RQO\�ZKHUH�WKHLU�SROLWLFDO�EHQHILWV�RXWZHLJK�WKHLU�SROLWLFDO�FRVWV��7KH�OHDGHUV�PXVW�FRQVLGHU�37$V�SROLWLFDOO\�GHVLUDEOH��IHDVLEOH DQG�FUHGLEOH WR�VLJQ�WKHP�þ
ü 7UDGH�GLYHUVLRQ�ZLOO�DOVR�EH�KLJKHU��WKH�JUHDWHU�WKH�VKDUH�RI�LPSRUWV�IURP�RXWVLGH�WKH�37$��/LSVH\���������DQG�WKH�OHVV�VLPLODU�WKH�SURGXFWLRQ�VWUXFWXUH�RI�WKH�PHPEHUV�RI�WKH�37$��9LQHU���������7KH�ODWWHU�KDV�EHHQ�VKRZQ�WR�KROG�LQ�WKH�FDVH�RI�(J\SW�DQG�,VUDHO��)DZ]\��������ý 7KH�HYLGHQFH�VXJJHVWV�WKDW�0H[LFR�EHQHILWHG�IURP�1$)7$�DV�DQ�DQFKRU�IRU�LWV�HFRQRPLF�UHIRUP��)UDQFRLV��������þ 7KHVH�FRQGLWLRQV�ZHUH�XVHG�LQ�D�UHFHQW�:RUOG�%DQN�VWXG\��������WR�H[SODLQ�ZK\�VRPH�FRXQWULHV�UHIRUP�WKHLU�VWDWH�RZQHG�HQWHUSULVHV��ZKLOH�RWKHUV�ODJ�EHKLQG�
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3ROLWLFDO�GHVLUDELOLW\�LV�PHW�ZKHQ�WKH�EHQHILWV�RI�WKH�DJUHHPHQW�WR�WKH�OHDGHUV�DQG�WKHLU�VXSSRUWHUV�RXWZHLJK�WKH�FRVWV��,W�FRXOG�FRPH�DERXW�LI�WKH�FXUUHQW�OHDGHUVKLS�DQG LWV�FRQVWLWXHQFLHV�IDFH�DQ�H[WHUQDO�VKRFN��H�J���ZDU��WKDW�FKDQJHV�WKH�SROLWLFDO�FDOFXODWLRQV�RI�WKH�FRVWV�DQG�EHQHILWV�LQ�IDYRU�RI�D�37$��$OWHUQDWLYHO\��GHVLUDELOLW\�PD\�FRPH�DERXW�LI�D�FRXQWU\�KDV�D�QHZ�OHDGHUVKLS�ZLWK�QHZ�FRQVWLWXHQFLHV�ZKRVH�LQWHUHVW�LV�PRUH�LQ�OLQH�ZLWK�D�IUHH�WUDGH�DJUHHPHQW�
3ROLWLFDO�IHDVLELOLW\�LV�PHW�ZKHQ�WKH�OHDGHUV�DUH�DEOH�WR�VHFXUH�WKH�DSSURYDO�RI�DQG�VXSSRUW�IRU�FDUU\LQJ�RXW�WKH�DJUHHPHQW��,W�UHTXLUHV�WKDW�WKH�OHDGHUVKLS�LV�DEOH�WR�VHFXUH�WKH�FRQVHQW�RI�RWKHU�SDUWV�RI�JRYHUQPHQW²OHJLVODWXUHV��EXUHDXFUDFLHV��DQG�WKH�VWDWH�RU�SURYLQFLDO�JRYHUQPHQWV��7KLV�LV�PRUH�GLIILFXOW�XQGHU�GHPRFUDWLF�UHJLPHV��HVSHFLDOO\�ZKHUH�WKH�OHDGHUV�JRYHUQ�E\�PLQRULW\�LQ�WKH�OHJLVODWXUH��6HFRQG��WKH�OHDGHUVKLS�PXVW�EH�DEOH�WR�FRPSHQVDWH�WKH�ORVHUV��DW�OHDVW�SDUWLDOO\��HVSHFLDOO\�LI�WKH\�DUH�D�YRFDO�PLQRULW\�SUHSDUHG�WR�GHVWDELOL]H�ZHDN�FRDOLWLRQV�DQG�HQJDJH�LQ�FLYLO�GLVREHGLHQFH�
3ROLWLFDO�FUHGLELOLW\�LV�PHW�ZKHQ�WKH�ZLQQHUV�DQG�ORVHUV�EHOLHYH�WKDW�WKH�SURPLVHV�WR�GHOLYHU�WKH�JDLQV�DQG�FRPSHQVDWLRQV�LQ�WKH�IXWXUH�DUH�FUHGLEOH��,Q�WKH�SUHVHQW�FRQWH[W��FUHGLELOLW\�GHSHQGV�LQ�ODUJH�SDUW�RQ�WKH�SHUFHSWLRQ�DV�WR�ZKHWKHU�WKH�DJUHHPHQW�ZLOO�EH�UHVSHFWHG�E\�DOO�SDUWLHV�LQ�WKH�IXWXUH��DQG�ZKHWKHU�WKH�UHODWLRQVKLS�EHWZHHQ�WKH�SDUWLHV�LV�EDVHG�RQ�WUXVW�DQG�LUUHYHUVLEOH�SHDFH��7KH�OHDGHUVKLS�RI�WKH�PHPEHUV�RI�WKH�37$�PXVW�EH�DEOH�WR�FRQYLQFH�WKH�ORVHUV�WKDW�WKH\�ZLOO�EH�FRPSHQVDWHG��DQG�WKH�ZLQQHUV�WKDW�WKH\�ZLOO�QRW�EH�DIIHFWHG�DGYHUVHO\�'RHV�D�37$�HQFRPSDVVLQJ�WKH�WULDG�SOXV�(J\SW�PHHW�WKH�FRQGLWLRQV�RI�GHVLUDELOLW\��IHDVLELOLW\�DQG�FUHGLELOLW\"�,Q�P\�YLHZ��LW�GRHV�QRW��(YHQ�LI�VRPH�FRXQWULHV�PHHW�DOO�WKUHH�FRQGLWLRQV��WKH�VXFFHVVIXO�FRQFOXVLRQ�RI�WKH�DJUHHPHQW�UHTXLUHV�WKDW�DOO SROLWLFDO�OHDGHUV�LQYROYHG�ILQG�WKH�DJUHHPHQW�GHVLUDEOH��IHDVLEOH�DQG�FUHGLEOH��7KH IRXQGDWLRQV�RI�WKLV�FRQFOXVLRQ�DUH�HODERUDWHG�EHORZ��ZLWK�D�SDUWLFXODU�IRFXV�RQ�(J\SW�&RQVLGHU�GHVLUDELOLW\��)RU�(J\SW��WKH�FRQVWLWXHQFLHV�RI�WKH�OHDGHUVKLS�DUH�YDULHG��DV�PD\�EH�VXJJHVWHG�E\�WKH�JRYHUQPHQW�PDMRULW\�LQ�SDUOLDPHQW��7KH�EXUHDXFUDF\�GRHV�QRW�KDYH�D�VWDNH�LQ�DQ�DJUHHPHQW�ZLWK�WKH�WULDG��7KH�SULYDWH�VHFWRU�LV�PRUH�LQWHUHVWHG�LQ�WUDGLQJ�LQ�ODUJHU�PDUNHWV��HVSHFLDOO\�WKH�(8�DQG�WKH�86��7KHUH�LV�D�JHQHUDO�VHQWLPHQW��SDUWLFXODUO\�DPRQJ�VRPH�LQ�WKH�LQWHOOHFWXDO�FRPPXQLW\��WKDW�FRPSUHKHQVLYH�SHDFH�LV�D�SUH�FRQGLWLRQ�IRU�IXOO�FRRSHUDWLRQ��%HVLGHV��(J\SW�LV�SOD\LQJ�WKH�UROH�RI�D�FDWDO\VW�IRU�SHDFH�LQ�WKH�UHJLRQ��DQG�MRLQLQJ�WKH�WULDG�PD\�
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GLPLQLVK�LWV�FDSDFLW\�WR�SOD\�WKDW�UROH��2YHUDOO��WKHQ��LW�GRHV�QRW�DSSHDU�WKDW�(J\SW�ZRXOG�FRQVLGHU�MRLQLQJ�WKH�WULDG�LQ�D�37$�GHVLUDEOH�DW�WKLV�WLPH�ÿ:LWK�UHVSHFW�WR�IHDVLELOLW\��(J\SW�LV�LQ�D�SRVLWLRQ�WR�SDVV�DQ�DJUHHPHQW�WKURXJK�WKH�OHJLVODWXUH�LI�GHHPHG�SROLWLFDOO\�GHVLUDEOH�E\�WKH�OHDGHUVKLS��$V�DOUHDG\�LQGLFDWHG��WKH�JRYHUQPHQW�KDV�D�PDMRULW\�LQ�SDUOLDPHQW��7KH�SRWHQWLDO�ORVHUV�IURP�VXFK�DQ�DJUHHPHQW�DUH�OLNHO\�WR�EH�WRR�IHZ�DQG�GLVEXUVHG��7KH�RSSRVLWLRQ�RI�VRPH�LQWHOOHFWXDOV�FRXOG�QRW�EH�VWURQJHU�WKDQ�ZKHQ�3UHVLGHQW�6DGDW�VLJQHG�D�SHDFH�WUHDW\�ZLWK�,VUDHO��7KHUHIRUH��(J\SW�PHHWV�WKH�IHDVLELOLW\�FRQGLWLRQ��)LQDOO\��HYHQ�LI�WKH�GHVLUDELOLW\�DQG�IHDVLELOLW\�FRQGLWLRQV�DUH�PHW��WKH�FUHGLELOLW\�RI�WKH�SURPLVHV�WR�EH�PDGH�LQ�VXFK�DQ�DJUHHPHQW�PD\�QRW�EH�EHOLHYDEOH�ZLWKRXW�H[WHUQDO�JXDUDQWHHV��(J\SW�KDV�OLYHG�XS�WR�LWV�FRPPLWPHQWV�LQ�WKH�SHDFH�DFFRUG�ZLWK�,VUDHO��EXW�LW�FDQQRW�JXDUDQWHH�WKH�DFWLRQV�RI�,VUDHO�DQG�RWKHU�SDUWLHV��5HQHJLQJ�RQ�SUHYLRXV�FRPPLWPHQWV�HYHU\�WLPH�D�QHZ�JRYHUQPHQW�LV�HOHFWHG��RU�D�GLVUXSWLYH�DFW�E\�RSSRQHQWV�RI�WKH�SHDFH�SURFHVV��ZRXOG�QRW�DWWUDFW�LQYHVWRUV�WR�WKH�UHJLRQ�ZKR�QHHG�WR�EH�DVVXUHG�WKDW�WUDQTXLOOLW\�DQG�IUHH�WUDGH�ZLOO�EH�WKH�RUGHU�RI�WKH�GD\��7KHUHIRUH��WKDW�FRQGLWLRQ�PD\�QRW�EH�DWWDLQHG�ZLWKRXW�IXOO�SHDFH�DQG�H[WHUQDO�JXDUDQWHHV�RI�WUDQTXLOOLW\��IRU�H[DPSOH��E\�WKH�86�DQG�RWKHU�PHPEHUV�RI�WKH�LQWHUQDWLRQDO�FRPPXQLW\�
����,QWHUDFWLRQ�EHWZHHQ�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV
7KH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�LQ�IDYRU�RI�UHJLRQDO�LQWHJUDWLRQ�DUH�QRW�LQGHSHQGHQW�RI�HDFK�RWKHU��0RUHRYHU��WKH�LQWHUDFWLRQ�EHWZHHQ�WKH�WZR�VHWV�RI�LQFHQWLYHV�FDQ�EH�SRVLWLYH�RU�QHJDWLYH��)RU�H[DPSOH��WKH HFRQRPLF�JDLQV�IURP�UHJLRQDO�LQWHJUDWLRQ�PD\�PDNH�D�37$�SROLWLFDOO\�GHVLUDEOH�LI�WKH�EHQHILWV�DFFUXH�WR�WKH�JURXSV�VXSSRUWLQJ�WKH�JRYHUQLQJ�UHJLPH��+HUH�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�ZRUN�LQ�WKH�VDPH�GLUHFWLRQ��&RQYHUVHO\��ZKHUH�UHJLRQDO�LQWHJUDWLRQ�EHQHILWV�WKH�RSSRQHQWV�RI�WKH�UXOLQJ�UHJLPH��LW�ZRXOG�EH�SROLWLFDOO\�XQGHVLUDEOH��,Q�WKLV�FDVH��WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�DUH�QRW�DOLJQHG��DQG�WKH�DJUHHPHQW�LV�QRW�OLNHO\�WR�FRPH�WR�IUXLWLRQ��7KLV�SRLQW�PD\�KHOS�H[SODLQ��IRU�H[DPSOH��ZK\�WKH (8�LV�UHOXFWDQW�WR�OLEHUDOL]H�LWV�DJULFXOWXUH�VHFWRU�ZLWK�7XQLVLD��0RURFFR�DQG�QRZ�(J\SW�
ÿ $OWKRXJK�LW�LV�GLIILFXOW�WR�DVFHUWDLQ�IRU�RWKHU�FRXQWULHV��WKH�3DOHVWLQLDQV�PD\�EH�WKH�NH\�SDUW\�LQ�IDYRU�RI�DQ�DJUHHPHQW��0U��$UDIDW�KDV�MXVW�EHHQ�HOHFWHG��DQG�KH�HQMR\V�D�EURDG�EDVHG�VXSSRUW�LQ�IDYRU�RI�SURVSHULW\��*LYHQ�WKDW�WKH�3DOHVWLQLDQ�HFRQRP\�LV�GHSHQGHQW�RQ�,VUDHO��QRW�RQO\�IRU�WUDGH�EXW�DOVR�IRU�HPSOR\PHQW��LW�VHHPV�UHDVRQDEOH�WR�VXJJHVW�WKDW�DQ�DJUHHPHQW�LV�GHVLUDEOH�IURP�D�3DOHVWLQLDQ�SHUVSHFWLYH��2Q�WKH�,VUDHOL�IURQW��LW�LV�PRUH�GLIILFXOW�WR�VD\��$�QHZ�JRYHUQPHQW�KDV�EHHQ�HOHFWHG��ZKRVH�LQWHUHVW�VHHPV�WR�OLH�PRUH�LQ�VHFXULW\�WKDQ�LQ�SHDFH��WUDGLQJ�LQ�JRRGV�RU�DOORZLQJ�ODERU�PRYHPHQW��2Q�WKH�RWKHU�KDQG��WKH�JRYHUQPHQW�ZRQ�E\�D�YHU\�VPDOO�PDUJLQ��VXJJHVWLQJ�VRPHZKDW�WKH�FRQWUDU\�� $V�IRU�WKH�PHPEHUV�RI�WKH�WULDG��WKH�IHDVLELOLW\�FRQGLWLRQ�PD\�QRW�EH�IXOO\�VDWLVILHG��7KH�,VUDHOL�JRYHUQPHQW�PD\�QRW�EH�DEOH�WR�SXVK�WKH�DJUHHPHQW�WKURXJK�SDUOLDPHQW��EHFDXVH�LWV�FRQVWLWXHQF\�VHHPV�WR�IDYRU�VHFXULW\�RYHU�SHDFH��7KH�JDS�LQ�SHU�FDSLWD�LQFRPH�PD\�DOVR�FDXVH�VRPH�RSSRVLWLRQ��JLYHQ�WKDW�,VUDHOL¶V�SHU�FDSLWD�LQFRPH�LQ������ZDV����������FRPSDUHG�ZLWK��������IRU�-RUGDQ�DQG������IRU�(J\SW��7KH�3DOHVWLQLDQV�ZLOO�DOVR�ILQG�LW�GLIILFXOW�WR�SXVK�IRU�D�WUDGH�DJUHHPHQW�XQGHU�OLPLWHG�SURJUHVV�RQ�WKH�SHDFH�IURQW��-RUGDQ�VHHPV�WR�PHHW�WKH�IHDVLELOLW\�FRQGLWLRQ�
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:LWK�UHVSHFW�WR�IHDVLELOLW\��FRPSUHKHQVLYH�SHDFH�LQ�WKH�0LGGOH�(DVW�PDNHV�UHJLRQDO�LQWHJUDWLRQ�SROLWLFDOO\�IHDVLEOH��JLYHQ�WKDW�QRW�DOO�OHDGHUV�FDQ�QHFHVVDULO\�DIIRUG�GRPHVWLF�RU�IRUHLJQ�RSSRVLWLRQ�DQG�VWD\�LQ�SRZHU��7KLV�RSSRVLWLRQ�PD\�GLPLQLVK��KRZHYHU��LI�WKH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�EHFRPH�VWURQJ�HQRXJK�IRU�WKH�VXSSRUWHUV�RI�WKH�OHDGHUV�WR�H[HUW�FRUUHVSRQGLQJ�SUHVVXUH�RQ�WKHP�WR�PDNH�SHDFH��:LWK�UHVSHFW�WR�FUHGLELOLW\��D�SHDFH�JXDUDQWHH�E\�VWURQJ�H[WHUQDO�IRUFHV�ZLOO�REYLRXVO\�UHGXFH�WKH�ULVN�IDFLQJ�LQYHVWRUV��$V�D�UHVXOW��)',�PD\�LQFUHDVH��FRQWULEXWLQJ�SRVLWLYHO\�WR�WKH�HFRQRPLF�LQFHQWLYHV�WR�LQWHJUDWH�,Q�VXP��(J\SW�GRHV�QRW�VHHP�WR�KDYH�VXIILFLHQW�HFRQRPLF�RU�SROLWLFDO�LQFHQWLYHV�WR�MRLQ�WKH�WULDG�LQ�WKH�VKRUW�UXQ��7KLV�VKRXOG�QRW�QHFHVVDULO\�EH�WKH�FDVH�LQ�WKH�PHGLXP�UXQ�
���3URVSHFW�RI�LQWHJUDWLRQ�LQ�WKH�PHGLXP�UXQ
7KH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�LQ�WKH�PHGLXP�UXQ�GHSHQG�RQ�WKH�FKDQJHV�LQ�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WKH�IXWXUH�EULQJV��:KLOH�WKH�IXWXUH�LV�XQFHUWDLQ��LW�LV�QRW�GLYRUFHG�IURP�FXUUHQW�DQG�SDVW�HYHQWV��%HVLGH�SHDFH��WZR�IDFWRUV�FXUUHQWO\�RQ�WKH�KRUL]RQ�VHHP�WR�KDYH�WKH�SRWHQWLDO�RI�LQIOXHQFLQJ�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�LQ�D�VLJQLILFDQW�ZD\��37$V�ZLWK�WKH�(8��DQG�)',��7KLV�VHFWLRQ�H[SORUHV�WKH�UROH�RI�WKHVH�WZR�IDFWRUV�RQ�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�OLEHUDOL]H�DQG�LQWHJUDWH�LQ�WKH�PHGLXP�UXQ�
����7KH�UROH�RI�37$V�ZLWK�WKH�(8
(J\SW�LV�D�IXOO�PHPEHU�RI�WKH�:72��DQG�LV�VRRQ�WR�VLJQ�D�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8��7KH�JRYHUQPHQW�KDV�DOVR�XQGHUWDNHQ�D�VHULHV�RI�HFRQRPLF�UHIRUPV�LQ�WKH�����V��WKH�HIIHFW�RI�ZKLFK�LV�WR�RSHQ�WKH�HFRQRP\�WR�IRUHLJQ�WUDGH�DQG�LQYHVWPHQW��%XW�(J\SW�LV�QRW�WKH�RQO\�FRXQWU\�LQ�WKH�UHJLRQ�PRYLQJ�LQ�WKLV�GLUHFWLRQ��,VUDHO�KDV�JRQH�IXUWKHU��%HVLGH�OLEHUDOL]LQJ�WKH�HFRQRP\�DQG�DFFHGLQJ�WR�WKH�*$77��,VUDHO�KDV�37$V�ZLWK�WKH�(8�DQG�WKH�86��-RUGDQ�VWDUWHG�D�SURFHVV�RI�RSHQLQJ�XS�LWV�HFRQRP\�DQG�LV�QRZ�LQ�WKH�SURFHVV�RI�MRLQLQJ�WKH�*$77�DQG DOVR�QHJRWLDWLQJ�D�37$�ZLWK�WKH�(8��7KH�TXHVWLRQ�LV�ZKHWKHU�WKHVH�DJUHHPHQWV�ZLOO�VSHHG�RU�LPSHGH�UHJLRQDO�LQWHJUDWLRQ�DQG�IXUWKHU�OLEHUDOL]DWLRQ��7KH�OLWHUDWXUH�RIIHUV�D�QXPEHU�RI�UHDVRQV�DV�WR�ZK\�WKH�DQVZHU�FRXOG�EH�LQ�IDYRU�RI�IXUWKHU�OLEHUDOL]DWLRQ DQG�UHJLRQDO�LQWHJUDWLRQ�DQG�D�QXPEHU�RI�UHDVRQV�WR�WKH�FRQWUDU\���)UDQNHO���������2Q�WKH�RQH�KDQG��PDMRU�WUDGLQJ�SDUWQHUV�RXWVLGH�WKH�37$�PD\�GHPDQG�DFFHVVLRQ�RU�OLEHUDOL]DWLRQ�LQ�WKH�FRXQWULHV�FRQFOXGLQJ�D�37$��HVSHFLDOO\�ZKHUH�WKH�WUDGH�EDUULHUV�IDFLQJ WKHP�DUH�UHODWLYHO\�KLJK��7KLV�ZLOO�SXW�SUHVVXUH�WRZDUG�IXUWKHU�OLEHUDOL]DWLRQ��2SHUDWLQJ�LQ�WKH�VDPH�GLUHFWLRQ�LV�WKH�
� 2SHQQHVV�LV�NH\�LQ�KHOSLQJ�FRXQWULHV�EHJLQ�D�SURFHVV�RI�FRQYHUJLQJ�RU�FDWFKLQJ�XS�ZLWK�ULFKHU�FRXQWULHV��DV�VKRZQ�E\�6DFKV�DQG�:DUQHU�������
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JUDGXDO�SKDVLQJ�RXW�RI�SURWHFWLRQ�LQ�WKH�FRQWH[W�RI�D�37$��DV�WKLV�JUDGXDOLVP�GLPLQLVKHV�GRPHVWLF�UHVLVWDQFH�WR�OLEHUDOL]DWLRQ��:KHUH�WKH�SKDVLQJ�RXW�RI�SURWHFWLRQ�LV�DFFRPSDQLHG�E\�VRPH�FRPSHQVDWLRQ�DQG�WHFKQLFDO�DVVLVWDQFH��WKH�UHVLVWDQFH�WR�OLEHUDOL]DWLRQ�LV�UHGXFHG�HYHQ�IXUWKHU��$�ILQDO�UHODWHG�SRLQW�FRQFHUQV�WKH�SUHFHGHQW�WKDW�OLEHUDOL]DWLRQ�LQ�WKH�FRQWH[W�RI�D�37$�VHWV�LQ�PRWLRQ��6XEVHTXHQW�WR�WKH�DJUHHPHQW��GRPHVWLF�SURGXFHUV�ZLOO�XQGHUVWDQG�WKDW�WKHLU�JRYHUQPHQW�FDQQRW�HDVLO\�SURYLGH�WKHP�ZLWK�SURWHFWLRQ��ZKLFK�PD\�KHOS�IXUWKHU�OLEHUDOL]DWLRQ�ODWHU�37$V�PD\�DOVR�SURPRWH�UHJLRQDO�LQWHJUDWLRQ�WKURXJK�WKHLU�SRWHQWLDO�LQIOXHQFH�RQ�ILUP�FRPSHWLWLYHQHVV��$V�LQGLFDWHG�DERYH��HPHUJLQJ�DUUDQJHPHQWV�DUH�QRW�RQO\�DERXW�WUDGH�EXW�DOVR�DERXW�FRPSHWLWLRQ�DQG�LQYHVWPHQW��7R�WKH�H[WHQW�WKDW�37$V�UHPRYH�WDULIIV�DQG�EULQJ�DERXW�UHFRQFLOLDWLRQ�RI�GLYHUJHQW�QDWLRQDO�SUDFWLFHV�ZLWK�FRPPRQ�UXOHV�DQG�SROLFLHV��H�J���EULQJLQJ�VWDQGDUGV�XS�WR�PXWXDO�UHFRJQLWLRQ���WKH\�SDYH�WKH�ZD\�IRU�IXUWKHU�WUDGH�ZLWK�RXWVLGHUV��:KLOH�37$V�PD\�GLYHUW�WUDGH��WKH\�FRXOG�VWLPXODWH�UHIRUPV�WKDW�LPSURYH�WKH�EXVLQHVV�HQYLURQPHQW��1RW�RQO\�ZRXOG�WKLV�KHOS�GRPHVWLF�SURGXFHUV��EXW LW�PD\�DOVR�PDNH�WKH�FRXQWU\�D�PRUH�DWWUDFWLYH�ORFDWLRQ�IRU�IRUHLJQ�SURGXFHUV��$OO�WKLV�ZLOO�PDNH�ILUPV�PRUH�HIILFLHQW��DQG�WKHUHIRUH�PRUH�RSHQ�WR�IXUWKHU�OLEHUDOL]DWLRQ�2Q�WKH�RWKHU�KDQG��37$V�FRXOG�PDNH�IXUWKHU�OLEHUDOL]DWLRQ�DQG�LQWHJUDWLRQ�PRUH�GLIILFXOW��7KH\�FRXOG�HQWDLO�QHZ�IRUPV�RI�SURWHFWLRQ�E\�LPSOHPHQWLQJ�UXOHV�RI�RULJLQ�DQG�DGPLQLVWHULQJ�DQWL�GXPSLQJ�DQG�FRXQWHUYDLOLQJ�GXWLHV�ZKLFK�KDYH�SURWHFWLRQLVW�HIIHFWV��.UHXJHU��������DQG�+RHNPDQ��������DUJXH�WKDW�WKH�QHZ�DUUDQJHPHQWV�PD\�LQFOXGH��IRU�H[DPSOH��LQWULFDWH�UXOHV�RI�RULJLQ�WKDW�UHSUHVHQW�D�UHWUHDW�IURP�IUHHU�WUDGH�37$V�FRXOG�DOVR�PDNH�IXUWKHU�OLEHUDOL]DWLRQ�PRUH�GLIILFXOW�LI�WKH�OHDGHUV�LQYHVW�PXFK�RI�WKHLU�SROLWLFDO�FDSLWDO�LQWR�WKHP�UDWKHU�WKDQ�LQ�PXOWLODWHUDOLVP��%KDJZDWL���������)LUPV�PD\��LQ�DGGLWLRQ��H[HUW�LQIOXHQFH�LQ�GHVLJQLQJ�QHZ�V\VWHPV�RI�UXOHV�WKDW�KHOS�LQVLGHUV�DQG�KXUW�RXWVLGHUV��)RU�H[DPSOH��WDULIIV�PD\�EH�GHVLJQHG�LQ�VXFK�D�ZD\�DV�WR�LQFUHDVH�SURWHFWLRQ�IRU�FHUWDLQ�LQWHUHVW�JURXSV��WKHUHE\�GLPLQLVKLQJ�WKH�SROLWLFDO�VXSSRUW�IRU�PXOWLODWHUDO�DQG�UHJLRQDO�OLEHUDOL]DWLRQ��6LPLODUO\��WKH�ZD\�WKH�JUDGXDO�SKDVLQJ�RXW�RI�SURWHFWLRQ�LV�GHVLJQHG�FDQ�DOVR�LPSHGH�IXUWKHU�OLEHUDOL]DWLRQ��HVSHFLDOO\�ZKHUH�WDULIIV�DUH�UHPRYHG�ILUVW�RQ�FDSLWDO�DQG�LQWHUPHGLDWH�JRRGV��*DODO�DQG�+RHNPDQ���������7KLV�LV�EHFDXVH�WKLV�SDWWHUQ�RI�WDULII�UHGXFWLRQ�ZLOO�LQFUHDVH�HIIHFWLYH�UDWHV�RI�SURWHFWLRQ�LQ�WKH�LQWHULP�SHULRG��ZKLFK�PDNHV�OLEHUDOL]DWLRQ�RI�ILQDO�JRRGV�PRUH�GLIILFXOW�$OO�WROG�WKHQ��LW�LV�DQ�HPSLULFDO�TXHVWLRQ�ZKHWKHU�37$V�SURPRWH�RU�UHGXFH�WKH�SRVVLELOLW\�RI�IXUWKHU�LQWHJUDWLRQ�DQG�OLEHUDOL]DWLRQ��/LEHUDOL]DWLRQ�LQ�(XURSH�FRLQFLGHG�ZLWK�WKH�IRUPDWLRQ�RI�WKH�(XURSHDQ�&RPPXQLW\�DQG�WKH�(XURSHDQ�)UHH�7UDGH�$UHD��,Q�RWKHU�UHJLRQV��KRZHYHU��UHJLRQDO�
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DUUDQJHPHQWV�ZHUH�DVVRFLDWHG�ZLWK�IUDJPHQWDWLRQ�RI�ZRUOG�PDUNHWV�DQG�HYHQWXDO�IDLOXUH�RI�VXFK�DUUDQJHPHQWV�7KH�(8�LQLWLDWLYH�LQ�WKH�0HGLWHUUDQHDQ�UHJLRQ�FDUULHV�VRPH�SURPLVH�LQ�IDYRU�RI�OLEHUDOL]DWLRQ�LQ�WKH�IXWXUH��EXW�DOVR�VRPH�ULVNV��7KH�DJUHHPHQW�(J\SW�LV�VRRQ�WR�FRQFOXGH�ZLWK�WKH�(8�LV�H[SHFWHG�WR�UHVHPEOH�WKRVH�RI�7XQLVLD�DQG�0RURFFR��,I�VR��LW�ZLOO�UHTXLUH�OLEHUDOL]DWLRQ�RI�PDQXIDFWXUHG�LPSRUWV�IURP�WKH�(8�RYHU�D����\HDU�SHULRG��DQG�LPPHGLDWH�GXW\�IUHH�DFFHVV�WR�WKH�(8�PDUNHWV�IRU�(J\SWLDQ�PDQXIDFWXUHG�H[SRUWV��,W�ZLOO�UHTXLUH�WKH�DGRSWLRQ�RI�FRPSHWLWLRQ�SROLFLHV�DV�WKH\�UHODWH�WR�WUDGH�ZLWK�WKH�(8��,Q�UHWXUQ��WKH�(8�ZLOO�SURYLGH�ILQDQFLDO�DQG�WHFKQLFDO�DVVLVWDQFH�WR�KHOS�LQGXVWULHV�DGMXVW�WR�WKH�QHZ�UHJLPH��7KH�PDLQ�VKRUWFRPLQJV�RI�WKH�DJUHHPHQW�DUH�WKDW�LW�ZLOO�SURYLGH�OLWWOH�LQ�LPSURYHG�DFFHVV�IRU DJULFXOWXUDO�SURGXFWV��UHTXLUH�QR�OLEHUDOL]DWLRQ�RI�JRYHUQPHQW�SURFXUHPHQW��GRHV�QRW�HQVXUH�IUHH�PRYHPHQW�RI�FDSLWDO��DQG�PDNHV�QR�FRPPLWPHQWV�WR�OLEHUDOL]H�VHUYLFHV�%HFDXVH�WKH�37$�LV�IXQGDPHQWDOO\�D�PRYH�WRZDUG�SDUWLDO�OLEHUDOL]DWLRQ�ZLWK�D�IHZ�WUDGLQJ�SDUWQHUV��LW�FDQ�EH�EHQHILFLDO�LI�LW�ERRVWV�WKH�VHFWRUV�ZKLFK�DUH�FRPSHWLWLYH�DQG�VKULQNV�WKH�VHFWRUV�ZKLFK�DUH�QRW��7KH�GDQJHU�LV�WKDW�ZKLOH�WKH�DJUHHPHQW�PD\�VXFFHHG�LQ�UHGXFLQJ�WKH�VL]H�RI�WKH�LPSRUW�FRPSHWLQJ�VHFWRU��LW�PD\�GR�OLWWOH�WR�VWLPXODWH�H[SRUWV�DQG�)',��,Q�RWKHU�ZRUGV��LW�PD\�FRQWULEXWH�WRZDUGV�LPSURYLQJ�VWDQGDUGV�DQG�SROLFLHV��EXW�ZLWK�QR�VLJQLILFDQW�LPSDFW�RQ�)',��7KLV�LV�ZK\�*DODO�DQG�+RHNPDQ��������DUJXH��LQ�WKH�FDVH�RI�WKH�DJUHHPHQW�XQGHU�QHJRWLDWLRQ�EHWZHHQ�(J\SW�DQG�WKH�(8��WKDW�(J\SW VKRXOG�XVH�WKH�DJUHHPHQW�WR�DGYDQFH�D�JURZWK�VWUDWHJ\�ZLWK�OLEHUDOL]DWLRQ�DV�D�FULWLFDO�FRPSRQHQW�� 2WKHUZLVH��WKH�DJUHHPHQW�PD\�JHQHUDWH�VPDOO�VWDWLF�ZHOIDUH�JDLQV�IURP�WUDGH�FUHDWLRQ�RYHU�WUDGH�GLYHUVLRQ��EXW�OHDYH�WKH�(8�DV�WKH�KXE�DQG�(J\SW�DV�WKH�VSRNH��7KLV�ZLOO�EH�DW�WKH�H[SHQVH�RI�IXUWKHU�UHJLRQDO�LQWHJUDWLRQ��JLYHQ�WKDW�FRXQWULHV�OLNH�(J\SW�DQG�,VUDHO�ZLOO�SUHIHU�H[SRUWLQJ�WR�(XURSH�UDWKHU�WKDQ�WR�FRXQWULHV�LQ�WKH�UHJLRQ�
����7KH�UROH�RI�IRUHLJQ�GLUHFW�LQYHVWPHQW
7KH�WULDG�FRXQWULHV�DQG�(J\SW�DUH�QRW�FDSLWDO�DEXQGDQW�FRXQWULHV��$OO�RI�WKHP�DUH�NHHQ�WR�DWWUDFW�)',�WR�JURZ�UDSLGO\�DQG�UDLVH�WKH�VWDQGDUG�RI�OLYLQJ�RI�WKHLU�SRSXODWLRQV��,Q�(J\SW��D�VXVWDLQHG�JURZWK�RI���SHUFHQW�SHU�\HDU�UHTXLUHV�LQYHVWPHQW�DSSUR[LPDWHO\�HTXDO�WR����SHUFHQW�RI�*'3��FRPSDUHG�ZLWK�QDWLRQDO�VDYLQJV�RI����SHUFHQW��7KLV�OHDYHV�D�JDS�RI�DERXW����SHUFHQWDJH�SRLQWV�RI�*'3��RU�DERXW�����ELOOLRQ�GROODUV��)',�FDQ�XQGRXEWHGO\�KHOS��JLYHQ�WKH�OLPLWHG�URRP�IRU�ERUURZLQJ�DQG�WKH�JHVWDWLRQ�SHULRG�LW�WDNHV�WR�VWLPXODWH�GRPHVWLF�SULYDWH�LQYHVWPHQW��7KH�
� *DODO�DQG�+RHNPDQ��������GHWDLO�WKDW�JURZWK�VWUDWHJ\�IRU�(J\SW��7KH�NH\�UHIRUP�DUHDV�HPSKDVL]HG�DUH�UHIRUPV�WR UHGXFH�WKH�VL]H�RI�JRYHUQPHQW��WR�SURPRWH�GRPHVWLF�VDYLQJV��DQG�HQFRXUDJH�LQYHVWPHQW��RSHQ�WKH�HFRQRP\�WR�WUDGH�DQG�LQYHVWPHQW��DQG�LQFUHDVH�FRPSHWLWLRQ��PDLQO\�WKURXJK�SULYDWL]DWLRQ��
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DGYDQWDJHV�RI�)',�JR�EH\RQG�SURYLGLQJ�FDSLWDO��WR�LQFOXGH�EULQJLQJ�NQRZOHGJH�DERXW�WKH�ODWHVW�WHFKQRORJLHV�DQG�DFFHVV�WR�PDMRU�PDUNHWV��:LOO�WKLV�QHHG�IRU�)',�SURPRWH�UHJLRQDO�LQWHJUDWLRQ�DQG�IXUWKHU�OLEHUDOL]DWLRQ�LQ�WKH�IXWXUH"7KH�DQVZHU GHSHQGV�LQ�SDUW�RQ�ZKDW�SROLFLHV�(J\SW²DQG�RWKHU�FRXQWULHV�IRU�WKDW�PDWWHU²DGRSW��)',�LQLWLDOO\�PRYHG�WR�GHYHORSLQJ�FRXQWULHV�WR�JDLQ�DFFHVV�WR�UDZ�PDWHULDOV��,W�WKHQ�PRYHG�WR�WDNH�DGYDQWDJH�RI�LPSRUW�VXEVWLWXWLRQ�VWUDWHJLHV�E\�VHOOLQJ�LQ�LQWHUQDO�PDUNHWV EHKLQG�KLJK�SURWHFWLRQ��&XUUHQWO\��PDQ\�PXOWLQDWLRQDOV�DQG�JRYHUQPHQWV�SXUVXH�)',�WR�VHUYLFH�H[WHUQDO�PDUNHWV��7R�WKH�H[WHQW�WKDW�FRXQWULHV�IROORZ�DSSURSULDWH�SROLFLHV�WR�SURPRWH�H[SRUWV��)',�FDQ�IRVWHU�UHJLRQDO�LQWHJUDWLRQ��&RQYHUVHO\��WR�WKH�H[WHQW�WKDW )',�LV�DWWUDFWHG�WR�SURGXFH�IRU�GRPHVWLF�PDUNHWV�XQGHU�KLJK�SURWHFWLRQ��LW�PD\�LQ�IDFW�GLVFRXUDJH�UHJLRQDO�LQWHJUDWLRQ�$QRWKHU�)',�UHODWHG�IDFWRU�LQ�IDYRU�RI�LPSURYLQJ�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ�LV�WKH�UHFHQW�HPSKDVLV�RQ�SULYDWL]DWLRQ��GHUHJXODWLRQ�DQG�ILQDQFLDO�OLEHUDOL]DWLRQ��$V�WKHVH�UHIRUPV�LQWHQVLI\�LQ�WKH�UHJLRQ��WKH\�ZLOO�DWWUDFW�)',��HVSHFLDOO\�LQ�VXFK�VHFWRUV�DV�EDQNLQJ��FRPPXQLFDWLRQV��XWLOLWLHV�DQG�WUDQVSRUWDWLRQ��$V�D�UHVXOW��GRPHVWLF�VHUYLFHV�ZLOO�EH�SURGXFHG�PRUH�HIILFLHQWO\��FDSLWDO�PRYHPHQW�ZLOO�EH�HDVLHU��DQG�WKH�FRVW�RI�FRQGXFWLQJ�EXVLQHVV�ZLOO�EH�VPDOOHU��$OO�WKHVH�IDFWRUV�ZLOO�PDNH�WKH�FRXQWULHV�RI�WKH�UHJLRQ�PRUH�DWWUDFWLYH�ORFDWLRQV�IRU�)',��ZKLFK�ZLOO�HQKDQFH�WKH�SURVSHFWV�RI�UHJLRQDO�LQWHJUDWLRQ��)XUWKHU�UHLQIRUFLQJ�WKLV LV�WKH�SRVVLELOLW\�WKDW�FRXQWULHV�ZLOO�DOVR�XQGHUWDNH�RWKHU�UHIRUPV�WR�DWWUDFW�)',��LQFOXGLQJ�PDNLQJ�FUHGLEOH�FRPPLWPHQWV�QRW�WR�H[SURSULDWH�DVVHWV�LQ�WKH�IXWXUH��SUHGLFWDEOH�DQG�WUDQVSDUHQW�UXOHV�RI�JDPH��VLPSOLILHG�UHJXODWRU\�UHJLPHV�ZLWK�UHVSHFW�WR�HVWDEOLVKPHQW�DQG�RSHUDWLRQ��DQG�HDV\�DFFHVV�WR�ODUJH�IRUHLJQ�PDUNHWV�ZLWKRXW�FRPSOLFDWHG�FXVWRPV�SURFHGXUHV�2Q�WKHLU�SDUW��PXOWLQDWLRQDO�ILUPV�FDQ�DOVR�LQIOXHQFH�WKH�WHQGHQF\�WRZDUG�UHJLRQDO�LQWHJUDWLRQ�LQ�WKH�IXWXUH��%HFDXVH�WKH\�DUH�LQFUHDVLQJO\�LQWHUHVWHG�LQ�SURGXFLQJ�FRPSOH[�SURGXFWV�DFURVV�ERUGHUV��WKH\�RIWHQ�ILQG�LW�DGYDQWDJHRXV�WR�VRXUFH�UDZ�PDWHULDOV�LQ�RQH�FRXQWU\��DQG�WR�SURFHVV�ODERU�LQWHQVLYH�FRPSRQHQWV�LQ�D�VHFRQG�DQG�WHFKQRORJLFDOO\�LQWHQVLYH�SURFHVVHV�LQ�D�WKLUG��7KH\�FRQVLGHU�OLPLWHG�PDUNHWV WR�EH�GHSULYLQJ�WKHP�RI�WKH�EHQHILWV�RI�HFRQRPLHV�RI�VFDOH�LQ�SURGXFWLRQ��$FFRUGLQJO\��WKH\�FDQ�EH�H[SHFWHG�WR�SXVK�IRU�UHJLRQDO�LQWHJUDWLRQ��WR�WKH�H[WHQW�WKDW�WKHVH�DUUDQJHPHQWV�PDNH�WKH�PRYHPHQWV�RI�JRRGV�HDVLHU�DFURVV�ORFDWLRQV��7KLV�LV�LQGHHG�ZKDW�KDSSHQHG�ZLWK�UHVSHFW�WR�WKH�UHJLRQDO�WUDGLQJ�EORFNV�LQ�(XURSH��1RUWK�$PHULFD�DQG�$VLD��)LVKORZ�DQG�+DJJDUG���������7KH�VDPH�FDQ�EH�H[SHFWHG�WR�KDSSHQ�LQ�WKH�0LGGOH�(DVW�$OO�WROG��WKH�SURVSHFWV�RI�LQWHJUDWLRQ�LQ�WKH�UHJLRQ�DUH�OLNHO\�WR�EH�KLJKHU�LQ�WKH�IXWXUH��DV�FRXQWULHV�DGRSW�PRUH�LQYHVWPHQW�IULHQGO\�HQYLURQPHQWV��OLEHUDOL]H�WKHLU�HFRQRPLHV��DQG�KDUPRQL]H�WKHLU�UHJXODWRU\�V\VWHPV��VWDQGDUGV�DQG�WKH�OLNH���7KHVH�PHDVXUHV�ZLOO�DWWUDFW�)',�DQG�



(&(6�:3��*ODOD�����

��

PXOWLQDWLRQDOV�DQG�SURPRWH�GRPHVWLF�LQYHVWPHQW�DV�ZHOO��,QYHVWRUV�ZLOO�LQ�WXUQ�DWWHPSW�WR�SHUVXDGH�SROLWLFLDQV�WR�LQWHJUDWH�ZLWK�RWKHU�FRXQWULHV�LQ�WKH�UHJLRQ�WR�VHFXUH�ODUJHU�PDUNHWV��FDSLWDOL]H�RQ�HFRQRPLHV�RI�VFDOH�DQG�RSWLPL]H�SURGXFWLRQ�DFURVV�ORFDWLRQV�
���&RQFOXGLQJ�5HPDUNV

7KLV�SDSHU�GHDOW�ZLWK�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�RI�UHJLRQDO�LQWHJUDWLRQ��IRFXVLQJ��IURP�DQ�(J\SWLDQ�SHUVSHFWLYH��RQ�ZKHWKHU�WKH�37$V�ZLWK�WKH�(8�ZLOO�VHUYH�WR�SURPRWH�WUDGH�ZLWKLQ�WKH�UHJLRQ�DQG�ZLWK�WKH�,VUDHOL�3DOHVWLQLDQ�-RUGDQLDQ�WULDG��DQG�WKH�SURVSHFWV�IRU�H[WHQGLQJ�WKH�LQFLSLHQW�VWHSV�WRZDUG�LQWHJUDWLRQ�ZLWKLQ�WKH�WULDG�WR�(J\SW��7KH�NH\�SRLQWV�FDQ�EH�VXPPDUL]HG�DV�IROORZV�
x )XWXUH�UHJLRQDO�WUDGH�LV�D�ELJ�FKDOOHQJH��7KH�GDWD�RQ�LQWUD�UHJLRQDO�WUDGH�DQG�IDFWRU�PRYHPHQWV�FRQWLQXH�WR�VKRZ�WKDW�WKH�UHJLRQ�LV�UHPDUNDEO\�XQLQWHJUDWHG��DFFRXQWLQJ�IRU�OHVV�WKDQ����SHUFHQW�RI�WRWDO�UHJLRQDO�WUDGH�x 7KH�SRRU�LQWHJUDWLRQ�UHFRUG�FDQ�EH�DWWULEXWHG�WR�WKH�OLPLWHG�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH��(FRQRPLF�LQFHQWLYHV�JR�EH\RQG�WUDGH�FUHDWLRQ�DQG�GLYHUVLRQ�WR�FRYHU�WKH�G\QDPLF�JDLQV�DVVRFLDWHG�ZLWK�LQYHVWPHQW�DQG�GHHSHU�LQWHJUDWLRQ�UHIRUPV��3ROLWLFDO�LQFHQWLYHV�DUH�QRW�LQGHSHQGHQW�RI�HFRQRPLF�LQFHQWLYHV��EXW�D�UHJLRQDO�DJUHHPHQW�KDV�WR�EH�SROLWLFDOO\�GHVLUDEOH��IHDVLEOH�DQG�FUHGLEOH�WR�WDNH�SODFH�x ,Q�WKH�VKRUW�UXQ��(J\SW�KDV�OLPLWHG�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�ZLWK�WKH�WULDG��*HRJUDSKLFDO�SUR[LPLW\�LV�FRPSURPLVHG�ZLWK�WKH�ODFN�RI�LQIUDVWUXFWXUH�DQG�ODFN�RI�SHDFH��7KH�OHYHO�RI�SURWHFWLRQ�LV�KLJK�DQG�PD\�HQFRXUDJH�WUDGH�GLYHUVLRQ��7KH�EXVLQHVV�HQYLURQPHQW�LV�LQ�QHHG�RI�LPSURYHPHQW�WR�SHUPLW�)',�WR�WDNH�DGYDQWDJH�RI�ORFDWLRQ�DQG�ODUJHU�PDUNHWV��$QG�G\QDPLF�JDLQV�IURP�UHJLRQDO�LQWHJUDWLRQ�ZLOO�RQO\�FRPH�ZLWK�LQYHVWPHQW��ZKLFK�LV�D�PHGLXP�UXQ�SKHQRPHQRQ�x ,Q�WKH�PHGLXP�UXQ��WKH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�DUH�EULJKWHU��(J\SW�LV�DERXW�WR�VLJQ�D�SDUWQHUVKLS�DJUHHPHQW�ZLWK�WKH�(8�DQG�WKHUH�LV�D�NHHQ�LQWHUHVW�LQ�DWWUDFWLQJ�)',��%RWK�IDFWRUV�DUH�H[SHFWHG�WR�EULQJ�DERXW�GHHSHU�UHIRUPV�DW�KRPH�DQG�FUHDWH�SUHVVXUH�IRU�UHJLRQDO�LQWHJUDWLRQ�WR�DOORZ�ILUPV�VHFXUH�DFFHVV�WR�ODUJHU�PDUNHWV��RSWLPL]H�ORFDWLRQV�DFURVV�ERUGHUV��DQG�FDSLWDOL]H�RQ�HFRQRPLHV�RI�VFDOH��:LWK�VLPLODU�UHIRUPV�LQ�WKH�WULDG�DQG�RWKHU�QHLJKERULQJ�FRXQWULHV��WKH�SURVSHFWV�IRU�UHJLRQDO�LQWHJUDWLRQ�ZLOO�LQFUHDVH��1HHGOHVV�WR�VD\��SHDFH�LV�FULWLFDO�IRU�DOO�WKLV�WR�KDSSHQ�%HIRUH�FRQFOXGLQJ��RQH�TXHVWLRQ�LV�LQ�RUGHU��:KDW�FRXOG�EH�GRQH�LQ�WKH�LQWHULP�SHULRG�XQWLO�WKH�SURVSHFWV�IRU�GHHSHU�LQWHJUDWLRQ�DUH�SUHVHQW"�$VVXPLQJ�VDWLVIDFWRU\�SURJUHVV�RQ�WKH�SHDFH�
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IURQW��WKH�FRXQWULHV�RI�WKH�WULDG�PD\�KDYH�VWURQJ�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR�LQWHJUDWH�LQ�DQ�DSSURSULDWH�IRUP��$W�WKH�VDPH�WLPH��HIIRUW�VKRXOG�EH�IRFXVHG�RQ�WDNLQJ�LQFUHPHQWDO�VWHSV�WKDW�ZLOO�EULQJ�DERXW�EHQHILFLDO�LQWHJUDWLRQ�WR�DOO�SDUWLHV�LQ�WKH�IXWXUH��5HIRUPV�RI�QDWLRQDO�SROLFLHV�WR�PDNH�WKHP�KRVSLWDEOH�WR�LQYHVWPHQW²GRPHVWLF�DQG�IRUHLJQ²DQG�JUHDWHU�OLEHUDOL]DWLRQ�DUH�NH\��7KHVH�HIIRUWV�FDQ�EH�VXSSRUWHG�DQG�FRRUGLQDWHG�UHJLRQDOO\��VD\��WKURXJK�WKH�0LGGOH�(DVW�%DQN��6LPXOWDQHRXVO\��LW�PD\�EH�SRVVLEOH�WR�ZRUN�RQ�MRLQW�UHJLRQDO�SURMHFWV��HVSHFLDOO\�LQ�LQIUDVWUXFWXUH�,Q�VKRUW��UHJLRQDO�LQWHJUDWLRQ��OLNH�RWKHU�SROLF\�LVVXHV��FDQ�EH�EHQHILFLDO��SURYLGHG�FHUWDLQ�FRQGLWLRQV�DUH�PHW��3HUKDSV�WKH�PRVW�LPSRUWDQW�FRQGLWLRQ�LV�WKDW�WKH�SDUWLHV�WR�WKH�H[FKDQJH�KDYH�ERWK�WKH�HFRQRPLF�DQG�SROLWLFDO�LQFHQWLYHV�WR FDUU\�LW�RXW��:KHQ�ERWK�LQJUHGLHQWV�DUH�SUHVHQW��D�PXWXDOO\�EHQHILFLDO�LQWHJUDWLRQ�ZLOO�EH�IRUWKFRPLQJ��RWKHUZLVH�WKH�SURPLVH�RI�LQWHJUDWLRQ�ZLOO�UHPDLQ�MXVW�WKDW²D�SURPLVH�
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5HIHUHQFHV
%KDJZDWL��-DJGLVK��������7UDGLQJ�&KRLFHV��7KH�$PHULFDV�RU�WKH�:RUOG" 1HZ�<RUN��&ROXPELD�8QLYHUVLW\�
(O�(ULDQ��0RKDPHG�DQG�6WDQOH\�)LVFKHU��������µ,V�0(1$�D�5HJLRQ"�7KH�6FRSH�IRU�5HJLRQDO�,QWHJUDWLRQ¶��,0)�:RUNLQJ�3DSHU��$SULO�
)DZ]\��6DPLKD��������µ7KH�(J\SWLDQ�,VUDHOL�7UDGH�5HODWLRQV��$�)XWXUH�3HUVSHFWLYH�¶�LQ+DQDD�.KHLU�(OGLQ��HG���(FRQRPLF�&RRSHUDWLRQ�LQ�WKH�0LGGOH�(DVW��3URVSHFWV�DQG&KDOOHQJHV��&DLUR��'DU�(O�0RVWDTEDO�$O�$UDEL�
)LVFKHU��6WDQOH\��'DQL�5RGULN�DQG�(OLDV�7XPD��������7KH�(FRQRPLFV�RI�0LGGOH�(DVW3HDFH���&DPEULGJH��0$���0,7�3UHVV�
)LVKORZ��$OEHUW�DQG�6WHSKDQ�+DJJDUG��������7KH�8QLWHG�6WDWHV�DQG�WKH�5HJLRQDOLVDWLRQRI�WKH�:RUOG�(FRQRP\��2(&'�'HYHORSPHQW�&HQWHU��
)UDQFRLV��-RVHSK�)���������µ$QFKRULQJ�3ROLF\�5HIRUP��([WHUQDO�%LQGLQJV�DQG�WKH�&UHGLELOLW\�RI�5HIRUP¶��SDSHU�SUHVHQWHG�DW�WKH�(&(6�FRQIHUHQFH�µ+RZ�&DQ�(J\SW�%HQHILW�IURP�LWV�3DUWQHUVKLS�$JUHHPHQW�ZLWK�WKH�(8¶��KHOG�LQ�&DLUR��-XQH������
)UDQNHO��-HIIUH\�$���������µ'RHV�5HJLRQDOLVP�8QGHUPLQH�0XOWLODWHUDO�7UDGH�/LEHUDOL]DWLRQ�RU�6XSSRUW�,W"�$�6XUYH\�RI�5HFHQW�3ROLWLFDO�(FRQRP\�$UJXPHQWV¶��,QVWLWXWH�IRU�,QWHUQDWLRQDO�(FRQRPLFV��PLPHR�
*DODO��$KPHG�DQG�%HUQDUG�+RHNPDQ��������µ7KH�5RDG�WR�0D[LPXP�%HQHILWV��(J\SW�DQG�WKH�3DUWQHUVKLS�$JUHHPHQW�ZLWK�WKH�(8�¶�SDSHU�SUHVHQWHG�DW�WKH�(&(6�FRQIHUHQFH�µ+RZ�&DQ�(J\SW�%HQHILW�IURP�LWV�3DUWQHUVKLS�$JUHHPHQW�ZLWK�WKH�(8¶��KHOG�LQ�&DLUR��-XQH������
+DOHYL��1DGDY��������µ7UDGH�3URVSHFWV�LQ�WKH�7ULDG�¶�PLPHR�
+RHNPDQ��%HUQDUG��������µ5XOHV�RI�2ULJLQ�IRU�*RRGV�DQG�6HUYLFHV�¶�-RXUQDO�RI�:RUOG7UDGH� 9RO�������������
+RHNPDQ��%HUQDUG�DQG�6LPLRQ�'MDQNRY��������µ7RZDUGV�$�)UHH�7UDGH�$JUHHPHQW�ZLWK�WKH�(XURSHDQ�8QLRQ��,VVXHV�DQG�3ROLF\�2SWLRQV�IRU�(J\SW¶��3DSHU�SUHVHQWHG�DW�WKH�(&(6�FRQIHUHQFH�µ+RZ�FDQ�(J\SW�%HQHILW�IURP�LWV�3DUWQHUVKLS�$JUHHPHQW�ZLWK�WKH�(8¶��KHOG�LQ�&DLUR��-XQH������
+RHNPDQ��%HUQDUG��IRUWKFRPLQJ���µ(IIHFWLYH�3URWHFWLRQ�DQG�,QYHVWPHQW�,QFHQWLYHV�LQ�(J\SW�DQG�-RUGDQ�'XULQJ�WKH�7UDQVLWLRQ�WR�)UHH�7UDGH�ZLWK�(XURSH�¶�:RUOG�'HYHORSPHQW�
.UHXJHU��$QQH�2��������µ)UHH�7UDGH�$JUHHPHQWV�DV�3URWHFWLRQLVW�'HYLFHV��5XOHV�RI�
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2ULJLQ�¶�1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK��:RUNLQJ�3DSHU������
/DZUHQFH��5REHUW���������¶3UHIHUHQWLDO�7UDGLQJ�$UUDQJHPHQWV��WKH�7UDGLWLRQDO�DQG�WKH�1HZ¶��3DSHU�SUHVHQWHG�DW�WKH�(&(6�FRQIHUHQFH�µ+RZ�FDQ�(J\SW�%HQHILW�IURP�LWV�3DUWQHUVKLS�$JUHHPHQW�ZLWK�WKH�(8¶��KHOG�LQ�&DLUR��-XQH������
/LSVH\��5��*���������µ7KH�7KHRU\�RI�&XVWRPV�8QLRQ��D�*HQHUDO�6XUYH\¶��(FRQRPLF�-RXUQDO�������������
6DFKV��-HIIUH\�DQG�$QGUHZ�:DUQHU��������µ(FRQRPLF�5HIRUP�DQG�*OREDO�(FRQRPLF�,QWHJUDWLRQ¶��%URRNLQJV�3DSHUV�RQ�(FRQRPLF�$FWLYLW\��������
9DQ�GHQ�%RRJDHUGH��3LHUUH��������µ)LQDQFLDO�$VVLVWDQFH�IURP�$UDE�&RXQWULHV�DQG�$UDE�5HJLRQDO�,QVWLWXWLRQV�¶�2FFDVLRQDO�3DSHU�����,QWHUQDWLRQDO�0RQHWDU\�)XQG��:DVKLQJWRQ��'&�
9LQHU��-DFRE��������7KH�&XVWRPV�8QLRQ�,VVXH��&DUQHJLH�(QGRZPHQW�IRU�,QWHUQDWLRQDO�3HDFH��1HZ�<RUN�
:RUOG�%DQN��������%XUHDXFUDWV�LQ�%XVLQHVV��7KH�(FRQRPLFV�DQG�3ROLWLFV�RI�*RYHUQPHQW�2ZQHUVKLS�´�2[IRUG�8QLYHUVLW\�3UHVV�


