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7KLV�SDSHU�VXJJHVWV�D�ZD\�WR�FKDUDFWHUL]H� WKH�FRVWV�RI�H[FKDQJH²ZKDW� LQGLYLGXDOV�KDYH�WR�JLYH� XS� LQ� WRWDO� UHVRXUFHV�� LQFOXGLQJ� PRQH\�� WLPH�� DQG� JRRGV�� WR� H[HFXWH� D� WUDQVDFWLRQ�VXFFHVVIXOO\�� ,W� DOVR� GLVFXVVHV� VRPH� LQVWLWXWLRQDO� UHIRUPV� WR� ORZHU� WKHVH� FRVWV�� DQG� RIIHUV�VRPH� VXJJHVWLRQV� WR� SROLF\�PDNHUV� LQ� (J\SW�� 7KH� FRVWV� RI� H[FKDQJH� DUH� LPSRVHG� E\� VXFK�EDUULHUV�DV��%DG�ODZV��SRRU�HQIRUFHPHQW��FRUUXSWLRQ��DGPLQLVWUDWLYH�GLVFUHWLRQ��DQG�PRQRSRO\�SUDFWLFHV�� 7KHLU� HIIHFW� LV� WR� LQKLELW� SURGXFWLYLW\� DQG� JURZWK�� 6\VWHPDWLFDOO\� FROOHFWLQJ� DQG�SXEOLFL]LQJ�LQIRUPDWLRQ�DERXW�WKHP�PDNHV�LW�KDUGHU�WR�GHIHQG�DQG�PDLQWDLQ�WKHP�
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ú���,QWURGXFWLRQ:KDW�DUH�WKH�FRVWV�RI�H[FKDQJH��DQG�ZK\�DUH�WKH\�VR�LPSRUWDQW�WR�HFRQRPLF�SHUIRUPDQFH"�7KH�FRVWV�RI�H[FKDQJH�DUH�WKH�FRVWV�LQYROYHG�LQ�WKH�WUDQVIHU�RI�JRRGV�RU�VHUYLFHV�DFURVV�LQGLYLGXDOV��DFURVV�VSDFH��DQG�RYHU�WLPH�ú 7KLV�SDSHU�SURSRVHV�D�ZD\�WR�PHDVXUH�WKHP��LOOXVWUDWLQJ�ZLWK�VRPH�H[DPSOHV�IURP�(J\SW��,W�GLVFXVVHV�VRPH�LQVWLWXWLRQDO�UHIRUPV�HOVHZKHUH²VXFFHVVIXO�DQG�XQVXFFHVVIXO²ZKLFK�KDYH�DWWHPSWHG�WR�ORZHU�WKHVH�FRVWV��)LQDOO\��LW�RIIHUV�VRPH�VXJJHVWLRQV�FRQFHUQLQJ�ZKDW�LQGLYLGXDOV��JURXSV��DQG�SROLF\�PDNHUV�FDQ�GR�LQ�(J\SW�UHJDUGLQJ�WKHVH�FRVWV�7R�EHJLQ�ZLWK�D�WKHRU\�RI�HFRQRPLF�SURGXFWLYLW\��VXSSRVH�WKDW�\RX�DUH�EDFN�LQ�ILIWHHQWK�FHQWXU\�*HUPDQ\��RQ�D�ERDW�WDNLQJ�����ORJV�GRZQ�WKH�5KLQH�5LYHU��(YHU\����NLORPHWHUV�RU�VR�WKHUH�LV�D�FDVWOH�RQ�WKH�ULYHU
V�HGJH��ZKHUH�\RX�PXVW�VWRS��DFFRXQW�IRU�\RXU�FDUJR��DQG�SD\�D�IHH²XVXDOO\�KDOI�RI�WKH�FDUJR²EHIRUH�\RXU�ERDW�FDQ�FRQWLQXH��$IWHU�WUDYHOLQJ�����NLORPHWHUV�ZLWK�PDQ\�GHOD\V��WKH�FDUJR�RI�����ORJV�ZLOO�EH�UHGXFHG�WR�D�VLQJOH�ORJ��7KLV�LV�D�GUDPDWLF�H[DPSOH�RI�EDUULHUV�WR�H[FKDQJH��\HW�IURP�D�KLVWRULFDO�SHUVSHFWLYH�LW�LV�QRW�DQ�H[WUHPH�H[DPSOH��,Q�PRVW�WLPHV�DQG�SODFHV��KLJK�EDUULHUV�WR�WUDGH��DQG�ORZ�OHYHOV�RI�H[FKDQJH�DQG�VSHFLDOL]DWLRQ��KDYH�EHHQ�WKH�FRPPRQ�H[SHULHQFH��DQG�LQ�PRVW�SODFHV�DQG�WLPHV��SHRSOH�KDYH�EHHQ�YHU\�SRRU��7KH�EDVLF�WKHRU\�RI�HFRQRPLFV�FRQFHUQLQJ�WKH�VRXUFH�RI�HFRQRPLF�SURGXFWLYLW\�LV�WKLV���HFRQRPLF�SHUIRUPDQFH�GHSHQGV�IXQGDPHQWDOO\�RQ�KRZ�FRVWO\�LW�LV�WR�H[FKDQJH�JRRGV�DQG�VHUYLFHV� ,I�WKH�FRVWV�RI�H[FKDQJH�GHFUHDVH��LQGLYLGXDOV�ZLOO�H[FKDQJH�PRUH��$V�VSHFLDOL]HG�RXWSXW�EHFRPHV�OHVV�FRVWO\�WR�H[FKDQJH��WKH�EHQHILWV�RI�VSHFLDOL]DWLRQ�ZLOO�LQFUHDVH��DQG�LQGLYLGXDOV�ZLOO�VKLIW�WRZDUG�PRUH�VSHFLDOL]HG�DFWLYLWLHV��7KLV�LQ�WXUQ�ZLOO�LQFUHDVH�SURGXFWLYLW\�DQG�UDLVH�LQFRPH��7KLV�DUJXPHQW�FRQFHUQLQJ�WKH�OLQN�EHWZHHQ�WKH�FRVWV�RI�H[FKDQJH��VSHFLDOL]DWLRQ��DQG�SURGXFWLYLW\�LV�KDUGO\�QHZ²LW�IRUPV�WKH�FHQWUDO�WKHVLV�RI�$GDP�6PLWK
V�7KH�:HDOWK�RI�1DWLRQV��SXEOLVKHG�LQ������,Q�WKH�SUHVHQW�GD\��FDVWOHV�DUH�QRW�VR�GRPLQDQW��EXW�H[FKDQJH�LV�RIWHQ�KDPSHUHG�E\�WKHLU�FRXQWHUSDUWV���EDUULHUV�VXFK�DV�H[FHVVLYH�UHJXODWLRQV��EXUHDXFUDWLF�GLVFUHWLRQ��SROLWLFDO�XQFHUWDLQWLHV��WDULIIV��WD[HV��VWDWH�RZQHG�PRQRSROLHV��MXGLFLDO�GHOD\V��FRUUXSWLRQ��DQG�RUJDQL]HG�FULPH��,Q�(J\SW��DV�HOVHZKHUH��PDQ\�LQGLYLGXDOV�DUH�DZDUH�RI�SDUWLFXODU�EDUULHUV�WR�
ú 7KH�GLVWLQFWLRQ�EHWZHHQ� WKH�FRVWV�RI�WUDQVIRUPDWLRQ��L�H���SURGXFWLRQ��DQG�WKH�FRVWV�RI�H[FKDQJH�LV�RI�FRXUVH�QRW�DEVROXWH��QRU�LV�WKH�GLVWLQFWLRQ�EHWZHHQ�FDSLWDO�DQG�ODERU��7KH�DOZD\V�LPSHUIHFW�FODVVLILFDWLRQV�ZH�XVH�GHSHQG�XSRQ�WKHLU�WKHRUHWLFDO�LQWHUHVW�DQG�WKHLU�HPSLULFDO�XVH IXOQHVV��7KH�YLHZ�WDNHQ�KHUH�LV�WKDW�WKH�FRVWV�H[DPLQHG�DUH�LPSRUWDQW�DQG�KDYH�EHHQ�ODUJHO\�LJQRUHG��7KH�FRVWV�RI�H[FKDQJH�LQFOXGH�WKH�FRVWV�RI����JDWKHULQJ�LQIRUPDWLRQ�UHOHYDQW�WR�WKH�WUDQVDFWLRQ��VXFK�DV�FKDUDFWHULVWLFV�RI�WKH�JRRGV��EX\HUV��DQG�VHOOHUV �����FRQWUDFWLQJ�IRU�WKH�H[FKDQJH�����ZDLWLQJ����H[HFXWLQJ�WKH�H[FKDQJH����PHDVXULQJ�FRQWUDFW�IXOILOOPHQW��DQG���HQIRUFLQJ�WKH�FRQWUDFW�
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H[FKDQJH��ZKLFK�WKH\�HQFRXQWHU�IUHTXHQWO\��7KH�VSHFLILF�IDFWV�DUH�UDUHO\�D�VXUSULVH��3URYLGLQJ�D�IUDPHZRUN�WR�RUJDQL]H�WKHVH�IDFWV�LQWR�D�EURDGHU�SHUVSHFWLYH�LV�WKH�REMHFWLYH�RI�WKLV�SDSHU��7KLV�HQWDLOV�VHYHUDO�SRLQWV�x +RZ�WR�FKDUDFWHUL]H�WKHVH�EDUULHUV��x KRZ�WR�PHDVXUH�WKHP��x KRZ�WR�OLQN�WKH�XQGHUO\LQJ�LQVWLWXWLRQV²WKH�IRUPDO�DQG�LQIRUPDO�UXOHV�RI�WKH�JDPH²WR�WKHVH�EDUULHUV��DQGx KRZ�WR�PDNH�WKHVH�EDUULHUV�DQG�WKH�DVVRFLDWHG�UXOHV�RI�WKH�JDPH�PRUH�YLVLEOH�WR�FLWL]HQV�DQG�SROLF\�PDNHUV��(FRQRPLVWV�DQG�SROLF\�PDNHUV�VRPHWLPHV�JLYH�OLS�VHUYLFH�WR�WKHVH�FRVWV��EXW�LQ�SUDFWLFH�PD\�LJQRUH�WKHP�û 1DWLRQDO�LQFRPH�DFFRXQWV�LQFOXGH�LQIRUPDWLRQ�RQ�WD[HV�DQG�WDULIIV�EXW�OLWWOH�RQ�WKH�RWKHU�HOHPHQWV�RI�WKH�FRVWV�RI�H[FKDQJH��2QH�FDQQRW�UHDGLO\�ORRN�WKHP�XS�LQ�WUDGH�SXEOLFDWLRQV��2IWHQ��RQO\�LQGLYLGXDOV�ZKR�GLUHFWO\�IDFH�WKH�EDUULHUV�NQRZ�VRPH�VSHFLILFV�DERXW�WKHVH�FRVWV��,Q�PDQ\�LQVWDQFHV��HYHQ�VXFK�GLUHFW�REVHUYDWLRQV�FDQQRW�EH�PDGH�EHFDXVH�WKH�H[FKDQJH�FRVWV�DUH�VR�KLJK�WKDW�QR�DFWXDO�WUDQVDFWLRQV�WDNH�SODFH��7KH�FRVWV�RI�H[FKDQJH�DUH�VKDSHG�E\�WKH�LQVWLWXWLRQDO�IHDWXUHV�RI�D�VRFLHW\��LQFOXGLQJ�MXGLFLDO�SURFHGXUHV��JRYHUQPHQW�SROLFLHV��EXUHDXFUDWLF�SURFHGXUHV��WD[�SROLF\��DQG�WKH�H[WHQW�RI�VWDWH�RZQHG�HQWHUSULVH��9LUWXDOO\�HYHU\�LQVWLWXWLRQDO�DUUDQJHPHQW�KDV�VRPH�UDWLRQDOH��VXFK�DV�FRQVXPHU�SURWHFWLRQ��QDWLRQDO�GHIHQVH��RU�RWKHU�VRFLDOO\�DFFHSWDEOH�UHDVRQ��7KRVH�ZKR�EHQHILW�IURP�DQ�DUUDQJHPHQW�XVXDOO\�DUJXH�WKDW�LWV�EHQHILWV�DUH�KLJK�DQG�LWV�FRVWV�DUH�ORZ�7R�UHGXFH�WKH�FRVWV�RI�H[FKDQJH��ZH�PXVW�GLVFRYHU�ZKHUH�WKH�EDUULHUV�DUH�DQG�ZKLFK�RQHV�LPSRVH�KLJK�FRVWV�ü ,Q�DQ\�FRXQWU\��WKHUH�DUH�PDQ\�µFDVWOHV¶�EORFNLQJ�H[FKDQJH��7KH\�PD\�EH�ZHOO�GLVJXLVHG�RU�HYHQ�LQYLVLEOH��%\�ORRNLQJ�DW�WKH�FRVWV�LQFXUUHG�E\�WKRVH�DWWHPSWLQJ�WR�WUDGH�RQ�YDULRXV�µULYHUV¶�RI�H[FKDQJH��ZH�FDQ�ORFDWH�WKH�VLJQLILFDQW�EORFNLQJ�SRLQWV��1HLWKHU�FDVWOHV�QRU�LQVWLWXWLRQDO�DUUDQJHPHQWV�GLVDSSHDU�VLPSO\�LQ�WKH�IDFH�RI�FULHV�IRU�UHIRUP��:LWKRXW�D�VWUDWHJ\�DQG�D�PHDVXULQJ�URG�WR�IRFXV�HIIRUWV�RQ�VSHFLILF�EDUULHUV�ZKHUH�WKH�QHW�EHQHILWV�RI�UHIRUP�ZLOO�EH�KLJK��WKH�JDLQV�IURP�UHIRUP�FDQ�EH�HDVLO\�REVFXUHG�DQG�WKH�HIIRUWV�TXLFNO\�GLVVLSDWHG��$WWDFNLQJ�WKH�ZURQJ�FDVWOHV��RU�DWWDFNLQJ�WRR�PDQ\�VLPXOWDQHRXVO\��LV�QRW�WKH�SDWK�WR�YLFWRU\�
û 'RXJODVV�1RUWK��<RUDP�%DU]HO��DQG�7KUDLQQ�(JJHUWVVRQ�KDYH�H[DPLQHG�WKH�LPSOLFDWLRQV�RI�WKHVH�FRVWV�IRU�VRFLHWLHV��6HH�'RXJODVV�1RUWK�� ,QVWLWXWLRQV��,QVWLWXWLRQDO�&KDQJH�DQG�(FRQRPLF�3HUIRUPDQFH ��&DPEULGJH�8QLYHUVLW\�3UHVV���������<RUDP�%DU]HO�� (FRQRPLF�$QDO\VLV�RI�3URSHUW\�5LJKWV ��&DPEULGJH�8QLYHUVLW\�3UHVV��������7KUDLQQ�(JJHUWVVRQ���(FRQRPLF�%HKDYLRU�DQG�,QVWLWX WLRQV� &DPEULGJH�8QLYHUVLW\�3UHVV��������ü $VFHUWDLQLQJ�WKH�FRVWV�RI�SDUWLFXODU�EDUULHUV��IRU�H[DPSOH��RI�WKH�FDVWOHV�DORQJ�WKH�5KLQH��LV�FRPSOLFDWHG�IRU�VHYHUDO�UHDVRQV��7KH�FRVWV�LPSRVHG�E\�WKHVH�EDUULHUV�GHSHQG�XSRQ�WKH�VXEVWLWXWHV�DYDLODEOH��,I�WKHUH� DUH�WKUHH�FRPSDUDEOH�ULYHUV�EXW�RQO\�WZR�RI�WKHP�KDYH�FDVWOHV��WKH�FRVWV�LPSRVHG�E\�WKH�FDVWOHV�ZLOO�EH�UHODWLYHO\�ORZ��+RZHYHU��LI�FDVWOHV�DUH�WKHQ�EXLOW�DORQJ�WKH�WKLUG�ULYHU�DOVR��WKH�PDUJLQDO�LPSDFW�ZLOO�EH�KLJK��7KXV�WKH�IXOO�LPSDFW�FDQ�RQO\�EH�DVFHUW DLQHG�E\�H[DPLQLQJ�WKH�VXEVWLWXWHV�DYDLODEOH��2QH�UHDVRQ�IRU�FRQFHQWUDWLQJ�RQ�WKH�FRVWV�RI�H[FKDQJH�DV�LQFXUUHG�E\�SDUWLFLSDQWV�LQ�D�PDUNHW�LV�WKDW�WKHVH�FRVWV�UHIOHFW�WKH�DOWHUQDWLYHV�DYDLODEOH��
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����([FKDQJH�)URQWLHUV7R�LQYHVWLJDWH�WKH�FRVWV�RI�EDUULHUV�WR�H[FKDQJH��FRQVLGHU�WKH�SHUVSHFWLYH�RI�DQ�LQGLYLGXDO�VHHNLQJ�WR�HQJDJH�LQ�H[FKDQJH��:LWK�ZKRP�FDQ�WKH�LQGLYLGXDO�FRVW�HIIHFWLYHO\�WUDGH��RYHU�ZKDW�GLVWDQFH��DQG�RYHU�ZKDW�WLPH�SHULRG"�7KH�IHDVLEOH�GLVWDQFHV�DORQJ�WKHVH�GLPHQVLRQV²SHUVRQV��VSDFH��DQG�WLPH²GHILQH�WKH�H[FKDQJH�IURQWLHU��)RU�DQ\�JLYHQ�JRRG�RU�VHUYLFH��WKH�GLVWDQFH�DORQJ�HDFK�GLPHQVLRQ�ZLOO�EH�OLPLWHG�E\�WKH�FRVWV�RI�H[FKDQJH�ý 7KH�JUHDWHU�WKH�GLVWDQFH�RYHU�ZKLFK�H[FKDQJHV�FDQ�WDNH�SODFH�DFURVV�SHUVRQV��WKURXJK�VSDFH��DQG�RYHU�WLPH��WKH�JUHDWHU�WKH�H[WHQW�RI�WKH�PDUNHW��WKH�OHYHO�RI�VSHFLDOL]DWLRQ��DQG�WKH�OHYHO�RI�RXWSXW�þ&RQVLGHU�ILUVW�WKH�UDQJH�RI�RWKHU�LQGLYLGXDOV�ZLWK�ZKRP�RQH�FDQ�WUDGH�FRVW�HIIHFWLYHO\��,I�FRQWUDFWV�DUH�QRW�FUHGLEO\�HQIRUFHG�E\�WKH�ODZ�RU�E\�RWKHU�WKLUG�SDUW\�DUUDQJHPHQWV��H[FKDQJH�ZLOO�EH�FRQFHQWUDWHG�ZLWKLQ�VHWV�RI�LQGLYLGXDOV�ZKR�NQRZ�DQG�WUXVW�HDFK�RWKHU��$W�WKH�OLPLW��WKLV�VHW�PD\�LQFOXGH�RQO\�LPPHGLDWH�IDPLO\�PHPEHUV��$V�FUHGLEOH�WKLUG�SDUW\�HQIRUFHPHQW�LQFUHDVHV��WKH�H[FKDQJH�IURQWLHU�FDQ�H[SDQG�IURP�WKH�KLJKO\�SHUVRQDO�WR�WKH�LPSHUVRQDO��WR�LQFOXGH�H[WHQGHG�IDPLO\�PHPEHUV��FODQV��VRFLDO�JURXSV��QDWLRQDO�JURXSV��DQG�HYHQ�IRUHLJQHUV�7KH�JHRJUDSKLF�GLVWDQFH�RYHU�ZKLFK�RQH�FDQ�WUDGH�REYLRXVO\�GHSHQGV�XSRQ�SK\VLFDO�FKDUDFWHULVWLFV�RI�WKH�JRRGV�EHLQJ�WUDGHG��DQG�RQ�WKH�HQYLURQPHQW���PRXQWDLQV��ULYHUV��ZHDWKHU��DQG�V\VWHPV�RI�WUDQVSRUWDWLRQ��,W�DOVR�GHSHQGV�XSRQ�WKH�FRVWV�RI�LQIRUPDWLRQ��PHDVXUHPHQW��DQG�HQIRUFHPHQW��:KDW�DUH�WKH�FRVWV�RI�OHDUQLQJ�DERXW�RSWLRQV�IRU�H[FKDQJH�ORFDOO\�YHUVXV�DW�D�GLVWDQFH"�$UH�WKHUH�ORZ�FRVW�ZD\V�WR�PHDVXUH�WKH�FKDUDFWHULVWLFV�RI�WKH�SURGXFW"�+RZ�FUHGLEOH�LV�HQIRUFHPHQW�RI�FRQWUDFWV�DW�D�GLVWDQFH"�:KDW�DERXW�WD[HV��WDULIIV��WKH�OLNHOLKRRG�RI�WKHIW"�7KH�WLPH�SHULRG�RYHU�ZKLFK�DQ�LQGLYLGXDO�FDQ�WUDGH�FRVW�HIIHFWLYHO\�YDULHV�JUHDWO\�DFURVV�VRFLHWLHV��3ROLF\�XQFHUWDLQWLHV��SULFH�FRQWUROV��DQG�LQIODWLRQ�FDQ�UHGXFH�WKLV�GLPHQVLRQ��,Q�VRPH�VHWWLQJV��WUDGLQJ�SRVVLELOLWLHV�DUH�OLPLWHG�WR�LPPHGLDWH�VSRW�WUDQVDFWLRQV��:KHUH�WKH�FRVWV�RI�H[FKDQJH�RYHU�ORQJ�WLPH�SHULRGV�IDOO��IRU�H[DPSOH��ZKHQ�LQWHUHVW�UDWHV�IDOO���WKH�WLPH�KRUL]RQ�ZLOO�LQFUHDVH��*LYHQ�WKH�DSSURSULDWH�LQVWLWXWLRQDO�FLUFXPVWDQFHV��LW�PD\�EH�IHDVLEOH�WR�HQWHU�LQWR�DQ�H[FKDQJH�ZLWK�D�SHUVRQ�QRW�\HW�ERUQ��WKH�H[FKDQJH�WR�EH�ILQDOO\�FRQVXPPDWHG�JHQHUDWLRQV�LQWR�WKH�IXWXUH��6RPH�6ZLVV�LQVXUDQFH�FRQWUDFWV�KDYH�WKHVH�FKDUDFWHULVWLFV��,Q�D�KLJKO\�UHVWULFWLYH�HQYLURQPHQW��LQGLYLGXDOV�FDQ�WUDGH�RQO\�D�WLQ\�GLVWDQFH�DORQJ�HDFK�GLPHQVLRQ��,Q�$OEDQLD�GXULQJ�+R[KD
V�UXOH��WKH�JRYHUQPHQW�VHYHUHO\�OLPLWHG�LQWHUQDO�WUDGH�E\�
ý &OHDUO\��WKLV�IURQWLHU�ZLOO�YDU\�ZLWK�WKH�W\SH�RI�JRRG�R U�VHUYLFH�WR�EH�H[FKDQJHG��$OVR��DV�ZLWK�PDQ\�IURQWLHUV��DQ�LQGLYLGXDO�PD\�QRW�EH�SK\VLFDOO\�FRQVWUDLQHG�IURP�FURVVLQJ�RYHU�WKLV�IURQWLHU��EXW�WKH�FURVVRYHU�ZRXOG�QRW�EH�FRVW �HIIHFWLYH��þ 7KLV�SHUVSHFWLYH�GRHV�QRW�GHQ\�WKH�UROH�RI�VSHFLDOL]DWLRQ�LQ�WKH�H[ FKDQJH�SURFHVV��$IWHU�DOO��PRVW�LQGLYLGXDOV�GR�QRW�ZDQW�WR�HQWHU�GLUHFWO\�LQWR��VD\��D�IXWXUHV�FRQWUDFW�IRU�ZKHDW��,Q�D�KLJKO\�SURGXFWLYH�HFRQRP\��PRVW�LQGLYLGXDOV�JR�WR�VSHFLDOLVWV�WR�REWDLQ�VXFK�VHUYLFHV��7KHVH�VSHFLDOLVWV�DUH�RIWHQ�DQRQ\PRXV��ZKLFK�LV�W KH�SRLQW��:LWKRXW�LPSHUVRQDO�HQIRUFHPHQW�PHFKDQLVPV��VXFK�VSHFLDOL]DWLRQ�ZRXOG�QRW�EH�SRVVLEOH��7KH�SHUVSHFWLYH�KHUH�LV�WKDW�RI�DQ�LQGLYLGXDO�ZKR�FDQQRW�FKDQJH�WKH�UXOHV�DQG�ZKR�LV�D�SULFH�WDNHU��,Q�DQ\�V\VWHP�ZLWK�D�JLYHQ�VHW�RI�SULFHV�DQG�LQVWLWXWLRQV��LQGLYLGXDOV�FDQ�JR�RQO\�VR�IDU�DORQJ�DQ\�RI�WKHVH�GLPHQVLRQV�WR�WUDGH��
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LPSRVLQJ�KHDY\�VDQFWLRQV�DJDLQVW�LQGLYLGXDOV�LQYROYHG�LQ�H[FKDQJH��7KH�SROLF\�FRQFHUQLQJ�H[WHUQDO�WUDGH�ZDV�DXWDUNLF��ZLWK�WKH�REMHFWLYH�RI�VHOI�VXIILFLHQF\��7KH�EDVLF�DUJXPHQW�LV�WKDW�FRXQWULHV�ZLWK�VXFK�OLPLWHG�RSSRUWXQLWLHV�IRU�H[FKDQJH�ZLOO�EH�YHU\�SRRU��DV�$OEDQLD�ZDV��:KLOH�$OEDQLD�XQGHU�+R[KD�FDQ�EH�FRQVLGHUHG�D�SDWKRORJLFDO�FDVH�RI�OLPLWV�RQ�H[FKDQJH��PDQ\�FRXQWULHV�H[KLELW�LQVWLWXWLRQDO�FKDUDFWHULVWLFV�WKDW�VHYHUHO\�UHVWULFW�WKH�H[FKDQJH�IURQWLHU��)RU�H[DPSOH��ZKHUH�WKH�YDOXH�RI�FXUUHQF\�LV�KLJKO\�XQFHUWDLQ��DV�LQ�D�SHULRG�RI�K\SHULQIODWLRQ��H[FKDQJH�PD\�EH�UHGXFHG�WR�EDUWHU��:KHUH�WKHUH�LV�QR�HIIHFWLYH�WKLUG�SDUW\�HQIRUFHPHQW��WUDQVDFWLRQV�DUH�VHOI�HQIRUFLQJ�DQG�XVXDOO\�KLJKO\�SHUVRQDOL]HG��WKH�SDWWHUQ�RI�WUDGH�FKDUDFWHULVWLF�RI�PDQ\�SRRU�FRXQWULHV��,QGLYLGXDOV�ZLWK�VWURQJ�IDPLO\��VRFLDO��RU�SROLWLFDO�FRQQHFWLRQV²WKRVH�ZLWK�WKH�PHDQV�DQG�DELOLW\�WR�HQIRUFH�LQIRUPDO�FRQWUDFWV²ZLOO�JDUQHU�D�GLVSURSRUWLRQDWH�VKDUH�RI�WKH�JDLQV�IURP�WUDGH��,QGLYLGXDOV�ZLWKRXW�VXFK�FRQQHFWLRQV�ZLOO�KDYH�IHZHU�RSSRUWXQLWLHV��7KHVH�GLIIHUHQFHV�ZLOO�DIIHFW�WKH�GHJUHH�RI�VSHFLDOL]DWLRQ�DQG�SURGXFWLYLW\��DQG�DOVR�WKH�VWUDWLILFDWLRQ�RI�VRFLHW\��WKH�VWUXFWXUH�DQG�RZQHUVKLS�RI�LQGXVWU\��DQG�GLVWULEXWLRQ�RI�LQFRPH�
����(VWLPDWLQJ�6RPH�&RVWV�RI�([FKDQJH7KLV�IUDPHZRUN�IRFXVHV�RQ�WKH�FRVWV�DQG�FRQVWUDLQWV�IDFHG�E\�LQGLYLGXDOV�VHHNLQJ�WR�HQWHU�LQWR�H[FKDQJH�LQ�D�JLYHQ�VRFLHW\��,W�VXJJHVWV�WKDW�ZH�HVWLPDWH�GLUHFWO\�WKH�FRVWV�ZKLFK�VXFK�LQGLYLGXDOV�LQFXU�LQ�H[FKDQJLQJ�SDUWLFXODU�JRRGV�DQG�VHUYLFHV��7KH�EDVLF�HFRQRPLF�FRQFHSW�RI�RSSRUWXQLW\�FRVW�LV�FHQWUDO�KHUH���ZKDW�GR�LQGLYLGXDOV�KDYH�WR�JLYH�XS�LQ�WRWDO�UHVRXUFHV��LQFOXGLQJ�PRQH\��WLPH��DQG�JRRGV� WR�H[HFXWH�D�WUDQVDFWLRQ�VXFFHVVIXOO\"�)RU�PDQ\�LPSRUWDQW�H[FKDQJHV��D�FRQYHQWLRQDO�PDUNHW�SULFH�LV�QRW�DYDLODEOH��RU�LI�DYDLODEOH�LV�D�YHU\�LQFRPSOHWH�UHIOHFWLRQ�RI�RSSRUWXQLW\�FRVWV��7KH�WDVN�WKHQ�LV�WR�OHDUQ��VHFWRU�E\�VHFWRU��ZKDW�FRVWV�DUH�LQFXUUHG�E\�WKRVH�VHHNLQJ�WR�HQJDJH�LQ�H[FKDQJH�WKHUH��7KHVH�UHVXOWV�FDQ�EH�XVHG�WR�PDNH�FRPSDULVRQV�DFURVV�FRXQWULHV�7KH�FRVWV�RI�H[FKDQJH�PD\�GLIIHU�VXEVWDQWLDOO\�DFURVV�LQGLYLGXDOV�LQ�D�VRFLHW\��)RU�H[DPSOH��WKRVH�ZKR�KDYH�VWURQJ�SHUVRQDO�QHWZRUNV�ZKHUHLQ�WUDGH�FDQ�WDNH�SODFH�IDFH�GLIIHUHQW�FRVWV�WKDQ�WKRVH�ZLWKRXW�VXFK�D�QHWZRUN��7KHUHIRUH��HVWLPDWHV�PXVW�LQFOXGH�VSHFLILFDWLRQ�RI�WKH�FKDUDFWHULVWLFV�RI�WKH�LQGLYLGXDOV�FRQGXFWLQJ�WKH�H[FKDQJH��$�XVHIXO�VWDUWLQJ�SRLQW�LV�WR�DVN�ZKDW�WKH�FRVWV�ZRXOG�EH�IRU�D�QHZFRPHU�ZLWKRXW�DQ�HVWDEOLVKHG�SHUVRQDO�QHWZRUN��7KLV�ZLOO�UHIOHFW�WKH�IXOO�RSSRUWXQLW\�FRVWV�RI�H[HFXWLQJ�D�SDUWLFXODU�H[FKDQJH��ZKLFK�RIWHQ�LQYROYH�SD\LQJ�VRPHRQH�LQ�D�GHYHORSHG�QHWZRUN�WR�DFW�DV�DJHQW�ÿ7KH�LQLWLDO�DSSURDFK�WKXV�LQYROYHV�HVWLPDWLQJ�WKH�FRVWV�LQFXUUHG�E\�DQ�LQGLYLGXDO�ZLWKRXW�SHUVRQDO�FRQQHFWLRQV�ZKR�ZDQWV�WR�H[HFXWH�VRPH�WUDQVDFWLRQ�LQ�D�VSHFLILHG�VHFWRU�RI�WKH�
ÿ :LWKLQ�DQ\�VRFLHW\�WKHUH�PD\�DOVR�EH�VXEJURXSV�ZKLFK�KDYH�SDUWLFXODUO\�KLJK�RU�ORZ�FRVWV�EHFDXVH�RI�WKHLU�OHJDO�RU�LQIRUPDO�VWDWXV��H�J���VODYHV��
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HFRQRP\��([DPSOHV�LQFOXGH�VWDUWLQJ�D�QHZ�EXVLQHVV��LPSRUWLQJ�DQ�LWHP��WUDQVIHUULQJ�WKH�WLWOH�WR�D�SLHFH�RI�SURSHUW\��RU�REWDLQLQJ�D�WHOHSKRQH��7KH�REMHFWLYH�LQ�WKLV�SDSHU�LV�QRW�WR�SURYLGH�SUHFLVH�HVWLPDWHV�RI�WKHVH�FRVWV�EXW�VLPSO\�WR�LOOXVWUDWH�KRZ�WR�FDOFXODWH�WKHP��8QOLNH�PDQ\�FRQFHSWV�LQ�HFRQRPLFV��WKHVH�FRVWV�DUH�IDPLOLDU�WR�WKH�FLWL]HQV�RI�HYHU\�FRXQWU\��7KH\�KDYH�UHVRQDQFH�IRU�WKH�SHUVRQ�LQ�WKH�VWUHHW��7KH�PRVW�ZLGHO\�NQRZQ�DSSOLFDWLRQ�RI�WKLV�SHUVSHFWLYH�LV�GH�6RWR
V�ERRN�7KH�2WKHU�3DWK�� $W�WKH�WLPH�LW�ZDV�ZULWWHQ��REWDLQLQJ�OHJDO�SHUPLVVLRQ�WR�RSHQ�D�VPDOO�JDUPHQW�IDFWRU\�LQ�3HUX�WRRN�����GD\V�RI�IXOO�WLPH�ZRUN��&RQVLGHU�WKH�FRVW�RI�REWDLQLQJ�D�WHOHSKRQH��7KHUH�FDQ�EH�OLWWOH�GRXEW�WKDW�WHOHSKRQH�FRPPXQLFDWLRQ�JUHDWO\�UHGXFHV�WKH�FRVWV�RI�H[FKDQJH��,I�WKH�RSSRUWXQLW\�FRVW�RI�REWDLQLQJ�D�WHOHSKRQH�LV�KLJK��WKLV�KDV�LPSRUWDQW�FRQVHTXHQFHV�IRU�WKH�QXPEHU�RI�SHRSOH�ZKR�REWDLQ�D�WHOHSKRQH�DQG�WKH�VL]H�RI�DQ�LQGLYLGXDO
V�H[FKDQJH�IURQWLHU��,Q�&DLUR�WRGD\��WKH�RIILFLDO�SULFH�IRU�REWDLQLQJ�D�WHOHSKRQH�LV������(J\SWLDQ�SRXQGV�������86�GROODUV��� 7KH�ZDLWLQJ�WLPH�FDQ�EH�RQH�WR�WZR�\HDUV��7R�REWDLQ�DQ�XUJHQW�OLQH��ZLWK�DQ�H[SHFWHG�ZDLW�RI�WZR�WR�WKUHH�PRQWKV���WKH�FRVW�LV������(J\SWLDQ�SRXQGV�������86�GROODUV���7KHVH�RIILFLDO�SULFHV�XQGHUVWDWH�WKH�FRVW�RI�REWDLQLQJ�D�WHOHSKRQH��DW�OHDVW�LQ�VRPH�&DLUR�QHLJKERUKRRGV��:KHQ�DQ�DSDUWPHQW�LV�SXUFKDVHG��WKH�EX\HU�PD\�SD\�WKH�DGGLWLRQDO�SULFH�RI ����������(J\SWLDQ�SRXQGV��������������86�GROODUV��IRU�DQ�RSHUDWLQJ�WHOHSKRQH��7KLV�SULFH�UHIOHFWV�WKH�RYHUDOO�SRUWIROLR�RI�FRVWV��LQFOXGLQJ�ZDLWLQJ�WLPH�DQG�RWKHU�EDUULHUV�DVVRFLDWHG�ZLWK�REWDLQLQJ�D�WHOHSKRQH��7KHVH�FRVWV�PD\�QRW�EH�H[DFW��EXW�WKH\�DUH�DSSDUHQWO\�ZHOO�NQRZQ�:KHQ�DQ�LQGLYLGXDO�LQ�&DLUR�EX\V�DQ�DSDUWPHQW�DQG�UHJLVWHUV�WKH�WUDQVIHU�RI�RZQHUVKLS������RI�WKH�DSDUWPHQW�SULFH�LV�SDLG�WR�WKLUG�SDUWLHV������IRU�WD[HV�DQG����IRU�D�ODZ\HU�WR�UHJLVWHU�WKH�WUDQVIHU�DV�UHTXLUHG�E\�ODZ��,I�WKH�LQGLYLGXDO�FKRRVHV�WR�XVH�D�UHDO�HVWDWH�DJHQW��WKLV�FRVWV�DSSUR[LPDWHO\������RI�WKH�DSDUWPHQW�SULFH��,Q�WKH�86��LQ�6W��/RXLV��0LVVRXUL��WKH�FRVW�RI�OHJDOO\�WUDQVIHUULQJ�RZQHUVKLS�LV�DSSUR[LPDWHO\������RI�WKH�VDOH�SULFH�� ,Q�DGGLWLRQ��WKH�VHUYLFHV�RI�D�UHDO�HVWDWH�DJHQW��LI�KLUHG��FRVW����RI�WKH�VDOH�SULFH��7KHVH�GLIIHUHQFHV�LQ�UDWHV�DUH�VWULNLQJ��)HHV�LQ�WKH�VHFWRU�PRQRSROL]HG�E\�VWDWH�FRQWURO�DUH�HLJKW�WLPHV�KLJKHU�LQ�&DLUR�WKDQ�LQ�6W��/RXLV��ZKLOH�LQ�WKH�FRPSHWLWLYH�VHFWRU�WKH\�DUH�RQO\�RQH�IRXUWK�DV�KLJK�7KH�FRVW�RI�REWDLQLQJ�VSDUH�SDUWV�LV�DQRWKHU�LPSRUWDQW�HOHPHQW�RI�WKH�FRVWV�RI�GRLQJ�EXVLQHVV��&RQVLGHU�WKH�FRVW�RI�REWDLQLQJ�DQ�HVVHQWLDO�HQJLQH�SDUW²D�FUDQNVKDIW²IRU�D�KHDY\�HDUWK�PRYLQJ�WUDFWRU��:LWKRXW�WKH�SDUW��WKH�WUDFWRU�ZLOO�QRW�UXQ��,Q�(J\SW�LQ�2FWREHU�������WKH�FRVW�RI�REWDLQLQJ�WKLV�SDUW�OHJDOO\�ZLWKLQ�D�ZHHN�ZDV��������(J\SWLDQ�SRXQGV�����������ZKLOH�LQ�WKH�86�LW�ZDV�/(�����������������
� +HUQDQGR�GH�6RWR��7KH�2WKHU�3DWK� 7KH�,QYLVLEOH�5HYROXWLRQ�LQ�WKH�7KLUG�:RUOG ��1HZ�<RUN���+DUSHU�	�5RZ��O������ ,�ZRXOG�OLNH�WR�WKDQN�+DOD�)DUHV�IRU�KHOS�LQ�REWDLQLQJ�WKHVH�HVWLPDWHV�IRU�WKH�WHOHSKRQH��DSDUWPHQW�DQG�FUDQNVKDIW��� )RU�FRPSDUDELOLW\��LQ�WKLV�H[DPSOH�ZH�GLVUHJDUG�IHHV�DV VRFLDWHG�ZLWK�ERUURZLQJ�PRQH\�WR��PDNH�WKH�SXUFKDVH��,Q�WKH�86��EX\HUV�W\SLFDOO\�GR�ERUURZ��XVLQJ�WKH�UHVLGHQFH�DV�FROODWHUDO��WR�PDNH�WKH�SXUFKDVH��DQG�WKH�ERUURZLQJ�SURFHVV�LQYROYHV�DGGLWLRQDO�IHHV��7KLV��KRZHYHU��LV�DQRWKHU�WUDQVDFWLRQ��5HDO�HVWDWH�LV�U HJXODWHG�ORFDOO\�LQ�WKH�86��DQG�VRPH�VWDWHV�KDYH�VXEVWDQWLDOO\�KLJKHU�FRVWV�WKDQ�0LVVRXUL��
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$QRWKHU�H[DPSOH�LV�WKH�VSUHDG�EHWZHHQ�WKH�LQWHUHVW�UDWH�DW�ZKLFK�EDQNV�ERUURZ�IURP�VDYHUV�DQG�WKH�LQWHUHVW�UDWH�DW�ZKLFK�WKH\�OHQG��7KLV�SURYLGHV�DQ�H[SOLFLW�HVWLPDWH�RI�WKH�FRVW�RI�H[FKDQJH�EHWZHHQ�D�OHQGHU�DQG�D�ERUURZHU��7KLV�VSUHDG�LQ�(J\SW�GXULQJ�WKH�SHULRG���������LV�PRUH�WKDQ�WKUHH�WLPHV�DV�KLJK�DV�LQ�WKH�8.��1RWH�WKDW�WKHVH�VSUHDGV�DUH�OLNHO\�WR�XQGHUVWDWH WKH�WRWDO�GLIIHUHQFHV�LQ�WKH�FRVW�RI�REWDLQLQJ�IXQGV��EHFDXVH�WKH�RWKHU�HOHPHQWV�RI�RSSRUWXQLW\�FRVW�DUH�QRW�LQFOXGHG�
7DEOH�����$YHUDJH�,QWHUHVW�5DWH�6SUHDGV��6HOHFWHG�&RXQWULHV���������(J\SW �����-RUGDQ �����6SDLQ ����8. �����86$ �����6RXUFH���0DKPRXG�0RKLHOGLQ��µ7KH�(J\SW�(8�3DUWQHUVKLS�$JUHHPHQW�DQG�/LEHUDOL]DWLRQ�RI�6HUYLFHV¶��:RUNLQJ�3DSHU������(&(6�$XJXVW�������
6HYHUDO�SRLQWV�FDQ�EH�PDGH�DERXW�WKHVH�H[DPSOHV��)LUVW��WKHUH�LV�VXEVWDQWLDO�YDULDWLRQ�DFURVV�FRXQWULHV�LQ�WKHVH FRVWV�RI�H[FKDQJH��7KH�SULFH�RI�D�WHOHSKRQH�LQ�(J\SW�LV�RYHU����WLPHV�DV�KLJK�DV�LQ�0DOD\VLD��7KH�SULFH�RI�D�WUDFWRU�SDUW�LQ�(J\SW�LV�QHDUO\�WKUHH�WLPHV�DV�KLJK�DV�LQ�WKH�8QLWHG�6WDWHV��7KH�LQWHUHVW�UDWH�VSUHDG�LQ�(J\SW�LV�RYHU�WKUHH�WLPHV�DV�KLJK�DV�LQ�WKH�8QLWHG�.LQJGRP��/DUJH�QRQ�VXEWOH�EORFNLQJ�SRLQWV�DUH�OLNHO\�WR�EH�UHVSRQVLEOH�IRU�WKHVH�ODUJH�GLIIHUHQFHV�LQ�FRVWV�RI�H[FKDQJH��(J\SW�DSSHDUV�WR�KDYH�SRZHUIXO�FDVWOHV�DORQJ�WKH�SDWKV�RI�H[FKDQJH��FDVWOHV�ZKLFK�DUH�UHPRYLQJ�VXEVWDQWLDO�FDUJR��:H�ZRXOG�H[SHFW�ODUJH�GLIIHUHQFHV�LQ�FRVWV�WR�KDYH�VXEVWDQWLDO�HIIHFWV�RQ�HFRQRPLF�SHUIRUPDQFH��&RXQWULHV�ZLWK�KLJK�FRVWV�RI�H[FKDQJH�ZLOO�KDYH�JUHDW�GLIILFXOW\�FRPSHWLQJ�ZLWK�FRXQWULHV�ZKHUH�WKRVH�FRVWV�DUH�ORZ��,Q�KLJK�FRVW�FRXQWULHV��HYHQ�LI�ZDJHV�DUH�YHU\�ORZ��EXVLQHVVHV�FDQQRW�FRPSHWH�RQ�H[SRUW�PDUNHWV�LQ�FRPSOH[�VSHFLDOL]HG�LWHPV�WKDW�LQYROYH�PDQ\�H[FKDQJHV��7KH\�ZLOO�EH�DEOH�WR�FRPSHWH�LQWHUQDWLRQDOO\�RQO\�LQ�LWHPV�WKDW�LQYROYH�ORZ�OHYHOV�RI�H[FKDQJH�DQG�VSHFLDOL]DWLRQ��6RPH�H[DPSOHV�RI�LQVWLWXWLRQDO�UHIRUP DGGUHVVLQJ�WKHVH�FRVWV�DUH�FRQVLGHUHG�EHORZ��$�FHQWUDO�IHDWXUH�LQ�WKH�VXFFHVVIXO�FDVHV�LV�FUHGLEOH�FRPPLWPHQW
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7KH�*ORULRXV�5HYROXWLRQ�RI�����$�VXFFHVVIXO�H[DPSOH�RI�LQVWLWXWLRQDO�UHIRUP�LV�WKH�*ORULRXV�5HYROXWLRQ�RI������LQ�(QJODQG��3ULRU�WR�WKH�5HYROXWLRQ��WKH�&URZQ�UHSHDWHGO\�UHQHJHG�RQ�SUHYLRXVO\�DJUHHG�XSRQ�WHUPV��,W�VROG�PRQRSRO\�JUDQWV�ZKLFK�H[SURSULDWHG�WKH�YDOXH�RI�H[LVWLQJ�LQYHVWPHQWV�DQG�UHGXFHG�WKH�H[SHFWHG�UHWXUQV�RQ�DOO�LQYHVWPHQWV��7KH�&URZQ�EURNH�SURPLVHV��VHL]HG�DVVHWV��DQG�RSHQO\�ILUHG�MXGJHV�ZKR�GLVDJUHHG�ZLWK�LW��$OO�H[HFXWLYH��MXGLFLDO��DQG�OHJLVODWLYH�SRZHUV�ZHUH�FRPELQHG�LQ�WKH�&URZQ��DQG�IHZ�H[WHUQDO�FKHFNV�H[LVWHG�7KH�5HYROXWLRQ�FKDQJHG�WKH�UXOHV�RI�WKH�JDPH�E\�FUHGLEO\�FRQVWUDLQLQJ�WKH�&URZQ¶V�DELOLW\�WR�PDQLSXODWH�WKH�UXOHV� 5HVWULFWLRQV�RQ�PRQRSRO\�ZHUH�HQIRUFHG��DQG�DOO�FDVHV�LQYROYLQJ�SURSHUW\�ZHUH�WULHG�DW�FRPPRQ�ODZ��7KH�&URZQ
V�FRQWURO�RYHU�WKH�MXGLFLDU\�ZDV�HOLPLQDWHG��DQG�PRGLILFDWLRQV�LQ�ODQG�WHQXUH�IDYRUHG�SULYDWH�ULJKWV�DQG�PDUNHWV��1HZ�SROLWLFDO�ULJKWV�SURWHFWHG�FLWL]HQV�DJDLQVW�DUELWUDU\�YLRODWLRQV�RI�WKHLU�HFRQRPLF�ULJKWV��7KH�GHWKURQLQJ�RI�&KDUOHV�,�DQG�-DPHV�,,�SURYLGHG�SUHFHGHQWV�RI�UHWULEXWLRQ�DJDLQVW�LUUHVSRQVLEOH�EHKDYLRU�E\�WKH�&URZQ��7KH�&URZQ�FRXOG�QR�ORQJHU�OHJLVODWH�XQLODWHUDOO\�RU�E\SDVV�3DUOLDPHQW²WKH�&URZQ�ZDV�FRQVWUDLQHG�3DUOLDPHQW�DOVR�DJUHHG�WR�SXW�WKH�JRYHUQPHQW�RQ�D�VRXQG�ILQDQFLDO�IRRWLQJ��$IWHU�WKHVH�FKDQJHV�ZHUH�LQVWLWXWHG��SHRSOH�ZHUH�PRUH�ZLOOLQJ�WR�WUDGH�RYHU�ORQJHU�WLPH�VSDQV��SULYDWH�ORQJ�WHUP�LQYHVWPHQWV�EHFDPH�PRUH�DWWUDFWLYH��DQG�LQWHUHVW�UDWHV�IHOO��7KH�ORZHUHG�UDWHV�PDGH�FOHDU�WKH�EHQHILWV�RI�WKHVH�QHZ�LQVWLWXWLRQDO�DUUDQJHPHQWV�WR�DOO�SDUWLHV��WKHUHE\�KHOSLQJ�WR�ZLQ�SHUPDQHQW�VXSSRUW�IRU�WKH�QHZ�V\VWHP��2YHU�WKH�IROORZLQJ����\HDUV��WKH�LQWHUHVW�UDWH�WKH�(QJOLVK�&URZQ�KDG�WR�SD\�WR REWDLQ�ORQJ�WHUP�ORDQV�IHOO�IURP�����WR�����2YHU�WKH�QH[W�IRXU�GHFDGHV��WKLV�UDWH�FRQWLQXHG�WR�IDOO�E\�PRUH�WKDQ�KDOI��WR����úù 7KLV�GUDPDWLF�GHFUHDVH�ZDV�DQ�H[WUDRUGLQDU\�GHYHORSPHQW�ZLWK�SURIRXQG�LPSOLFDWLRQV�IRU�WKH�VXEVHTXHQW�SURVSHULW\�RI�(QJODQG��7KH�VXFFHVV�RI�WKH�*ORULRXV�5HYROXWLRQ�KLJKOLJKWV�WKH�HFRQRPLF�EHQHILWV�RI�FUHGLEO\�FRQVWUDLQLQJ�GLVFUHWLRQDU\�EHKDYLRU�E\�JRYHUQPHQW�GHFLVLRQ�PDNHUV� úú$�VXFFHVVIXO�HFRQRP\�ZLWK�D�KLJK�GHJUHH�RI�VSHFLDOL]DWLRQ�UHTXLUHV�ORZ�FRVWV�RI�LPSHUVRQDO�H[FKDQJH�DFURVV�VSDFH�DQG�WLPH��,Q�RUGHU�WR�DFKLHYH�WKLV��WKH�VWDWH
V�FRPPLWPHQW�QRW�WR�LQWHUIHUH�DUELWUDULO\�LQ�WKH�IXQFWLRQLQJ�RI�WKH�HFRQRP\�PXVW�EH�FUHGLEOH��:KHQ�PDFURHFRQRPLF�SROLFLHV�ODFN�FUHGLELOLW\��WKH�UHVXOWLQJ�XQFHUWDLQWLHV�DERXW�WD[HV��GHILFLWV��
úù 'RXJODVV�&��1RUWK�DQG�%DUU\�5��:HLQJDVW��µ&RQVWLWXWLRQV�DQG�&RPPLWPHQW���7KH�(YROXWLRQ�RI�,QVWLWXWLRQV�*RYHUQLQJ�3XEOLF�&KRLFH�LQ�6HYHQWHHQWK �&HQWXU\�(QJODQG¶��L Q�7KH�-RXUQDO�RI�(FRQRPLF�+LVWRU\ ������������������������úú 2QH�RI�WKH�EHVW�HPSLULFDO�VWXGLHV�RQ�WKLV�JHQHUDO�TXHVWLRQ��E\�/HY\�DQG�6SLOOHU��H[DPLQHV�UHJXODWRU\�VWUXFWXUHV�DQG�SHUIRUPDQFH�LQ�WKH�WHOHFRPPXQLFDWLRQV�LQGXVWU\�LQ�D�YDULHW\�RI�FRXQWULHV�� -DPDLFD��WKH�8.��&KLOH��$UJHQWLQD��DQG�WKH�3KLOLSSLQHV��7KH�WHOHFRPPXQLFDWLRQV�LQGXVWU\�UHTXLUHV�KLJKO\�VSHFLILF�ORQJ �WHUP�LQYHVWPHQWV�ZKLFK�FDQ�HDVLO\�EH�H[SURSULDWHG�WKURXJK�FKDQJHV�LQ�UHJXODWRU\�SROLF\��/HY\�DQG�6SLOOHU�DUJXH���3HUIRUPDQFH�FDQ�EH�V DWLVIDFWRU\�XQGHU�D�ZLGH�UDQJH�RI�UHJXODWRU\�SURFHGXUHV��VR�ORQJ�DV�WKUHH�FRPSOHPHQWDU\�PHFKDQLVPV�DUH�LQ�SODFH�WR�UHVWUDLQ�DUELWUDU\�DGPLQLVWUDWLYH�DFWLRQ���VXEVWDQWLYH�UHVWUDLQWV�RQ�GLVFUHWLRQDU\�DFWLRQV�E\�WKH�UHJXODWRU��IRUPDO�RU�LQIRUPDO�UHVWUDLQWV�RQFKDQJLQJ�WKH��UHJXODWRU\�V\VWHP��DQG�LQVWLWXWLRQV�WR�HQIRUFH�WKH�UHVWUDLQWV����%ULDQ�/HY\�DQG�3DEOR�7��6SLOOHU��HGV���5HJXODWLRQV��,QVWLWXWLRQV��DQG�&RPPLWPHQW��&RPSDUDWLYH�6WXGLHV�RI�7HOHFRPPXQLFDWLRQV ��&DPEULGJH�8QLYHUVLW\�3UHVV��������
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SULFH�FRQWUROV��DQG�LQIODWLRQ�UDLVH�WKH�FRVWV�RI�FRQWUDFWLQJ��,QGLYLGXDOV�UHVSRQG�RQ�PDQ\�PDUJLQV��VXFK�DV�OHQGLQJ�WR�WKH�JRYHUQPHQW�RQO\�IRU�VKRUW�SHULRGV�RI�WLPH�DW�KLJK�UDWHV�RI�LQWHUHVW��RU�LQYHVWLQJ�DQG�WUDGLQJ�SULPDULO\�LQ�SHUVRQDOL]HG�FRQWH[WV�ZLWKLQ�WKH�LQIRUPDO�VHFWRU��'XULQJ�K\SHULQIODWLRQ��WLPH�KRUL]RQV�VKULQN�GUDPDWLFDOO\�DQG�WUDGH�PD\�EH�UHGXFHG�WR�EDUWHU��$W�WKH�PLFURHFRQRPLF�OHYHO��D�ODFN�RI�FUHGLEOH�UXOHV�FRQFHUQLQJ�FRQWUDFW�HQIRUFHPHQW��SURSHUW\�ULJKWV��RU�UHJXODWLRQV�UDLVHV�WKH�FRVWV�RI�H[FKDQJH��$V�RIILFLDO�WKLUG�SDUW\�HQIRUFHPHQW�EHFRPHV�OHVV�FHUWDLQ��WKH�FRPSDUDWLYH�DGYDQWDJH�RI�RWKHU�VRXUFHV��OLNH�WKH�0DILD��LQFUHDVHV�6HOI�JRYHUQLQJ�*URXSV��,UULJDWLRQ�6\VWHPV�LQ�1HSDO0RVW�LQGLYLGXDOV�DQG�VPDOO�JURXSV�DUH�QRW�LQ�D�SRVLWLRQ�WR�LQIOXHQFH�UHIRUP�GLUHFWO\�DW�WKH�QDWLRQDO�RU�WKH�LQGXVWU\�OHYHO��+RZHYHU��WKH\�FDQ�RIWHQ�EULQJ�DERXW�LQQRYDWLRQV�DW�WKH�PLFUR�OHYHO��0DQ\�VHOI�JRYHUQLQJ�JURXSV�DW�WKH�ORFDO�DQG�UHJLRQDO�OHYHOV�KDYH�RUJDQL]HG�WR�ORZHU�WKH�FRVWV�RI�H[FKDQJH�DQG�RI�RYHUDOO�SURGXFWLRQ��7KH�OLNHOLKRRG�WKDW�VXFK�JURXSV�ZLOO�IRUP�GHSHQGV�RQ�WKH�H[WHQW�RI�WUDGLWLRQV�RI�FRRSHUDWLRQ�DQG�VHOI�JRYHUQDQFH��NQRZOHGJH�FRQFHUQLQJ�ZKDW�KDV�ZRUNHG�HOVHZKHUH��DQG�LPSHGLPHQWV�FDXVHG�E\�JRYHUQPHQW�RU�E\�H[WUDOHJDO�JURXSV��)RUWXQDWHO\��D�QXPEHU�RI�VWXGLHV�KDYH�V\VWHPDWLFDOO\�DGGUHVVHG�VRXUFHV�RI�VXFFHVV�ZLWKLQ�VHOI�JRYHUQLQJ�JURXSV��2QH�VXFK�VWXG\�H[DPLQHG�PRUH�WKDQ�����LUULJDWLRQ�V\VWHPV�LQ�1HSDO��VRPH�RI�WKHP�IDUPHU�PDQDJHG�DQG�VRPH�JRYHUQPHQW�DJHQF\�PDQDJHG��7KH�LQYHVWLJDWRU�GHYLVHG�D�VFDOH�RI�LQVWLWXWLRQDO�GHYHORSPHQW�EDVHG�RQ�PRQLWRULQJ�DQG�VDQFWLRQLQJ�UXOHV�úû:KLOH�����RI�WKH�IDUPHU�PDQDJHG�V\VWHPV�VFRUHG�KLJK�RQ�WKLV�VFDOH��RQO\�����RI�WKH�DJHQF\�PDQDJHG�V\VWHPV�GLG�VR��7KH�IDUPHU�PDQDJHG�V\VWHPV�DYHUDJHG�����PRUH�FURS�\LHOG�WKDQ�WKH�DJHQF\�PDQDJHG�V\VWHPV�úü7KH�OHVVRQV�WR�EH�GUDZQ�IURP�WKLV�H[DPSOH�DUH�JHQHUDO�RQHV��,I�SHUIRUPDQFH�LV�SURSHUO\�PRQLWRUHG�E\�WKRVH�ZKR�EHQHILW�IURP�WKH�PRQLWRULQJ��WKLV�ZLOO�HQKDQFH�WKH�HIILFLHQF\�RI�WUDGH�DQG�SURGXFWLRQ��7KLV�FDQ�EH�UHOHYDQW�WR�PDQ\�RWKHU�SUREOHPV��VXFK�DV�WKRVH�RI�LPSRUW�RU�H[SRUW�JURXSV�ZKR�FROOHFWLYHO\�IDFH�LPSHGLPHQWV��DSDUWPHQW�RZQHUV�ZKR�FDQ�HQKDQFH�WKH�YDOXH�RI�WKHLU�SURSHUW\�E\�LQWURGXFLQJ�PRUH�HIIHFWLYH�VHOI�JRYHUQLQJ�PHWKRGV�DPRQJVW�WKH�RZQHUV�LQ�D�EXLOGLQJ��RU�LQGXVWU\�JURXSV�WU\LQJ�WR�FROOHFWLYHO\ GHYHORS�LQIRUPDWLRQ�V\VWHPV�ZKLFK�ORZHU�FRVWV�RYHUDOO��6XFFHVV�LQ�RYHUFRPLQJ�FRPPRQ�SRRO�SUREOHPV�RIWHQ�GHSHQGV�
úû $�V\VWHP�UHFH LYHG���SRLQW�IRU�HDFK�RI�WKH�IROORZLQJ�FULWHULD�LW�PHW������LQIRUPDWLRQ�ZDV�NHSW�DERXW�ZDWHU�ZLWKGUDZDO�ULJKWV�����LQIRUPDWLRQ�ZDV�NHSW�DERXW�OHYHOV�RI�ZDWHU�DSSURSULDWLRQ�����LQIRUPDWLRQ�ZDV�NHSW�DERXW�IDUPHUV
�LQGLYLGXDO�FRQWULEXWLRQV�WR�PDLQWHQDQFH����� LQIRUPDWLRQ�ZDV�NHSW�DERXW�OHYHOV�RI�UXOH�FRQIRUPDQFH�WR�WKH�V\VWHP�UXOHV�����VDQFWLRQV�ZHUH�LQFOXGHG�ZKLFK�YDULHG�IURP�ORZ�WR�KLJK��DQG����ZDWHU�ZLWKGUDZDOV�FRXOG�EH�IRUIHLWHG�IRU�VRPH�LQIUDFWLRQV�úü (OLQRU�2VWURP��µ1HLWKHU�0DUNHW�1RU�6WDWH���*RYHUQDQFH� RI�&RPPRQ�3RRO�5HVRXUFHV�LQ�WKH�7ZHQW\ �ILUVW�&HQWXU\¶��%ORRPLQJWRQ��,QGLDQD���:RUNVKRS�LQ�3ROLWLFDO�7KHRU\�DQG�3ROLF\�$QDO\VLV��,QGLDQD�8QLYHUVLW\��������
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XSRQ�JURXS�DELOLW\�WR�NHHS�WKH�VWDWH�IURP�H[FHVVLYH�LQWUXVLRQ�WKDW�PD\�GHVWUR\�WKHVH�FRRSHUDWLYH�DUUDQJHPHQWV��
5XVVLDQ�5HIRUP�LQ�WKH�(DUO\�1LQHWHHQWK�&HQWXU\7KH�KLVWRU\�RI�UHIRUP�LQ�5XVVLD�VKRZV�WKDW�SXWWLQJ�UXOHV�RI�WKH�JDPH�LQ�SODFH�WR�IDFLOLWDWH�PDUNHW�H[FKDQJH�UHTXLUHV�PRUH�WKDQ�NQRZOHGJH�DQG�VXSSRUW�E\�WKRVH�LQ�KLJK�DXWKRULW\��(YHQ�EHIRUH�WKH�SXEOLFDWLRQ�RI�7KH�:HDOWK�RI�1DWLRQV��$GDP�6PLWK
V�LGHDV�RQ�WKH�JDLQV�IURP�WUDGH�ZHUH�FLUFXODWLQJ�LQ�5XVVLD��5XVVLD
V�ILUVW�PLQLVWHU�RI�HFRQRPLFV��1��:��0RUGYLQRY��ZKR�VHUYHG�IURP������WR�������HQYLVLRQHG�VSOHQGLG�SURVSHFWV�LI�6PLWK
V�SULQFLSOHV�ZHUH�LPSOHPHQWHG�LQ�5XVVLD��5XVVLD�LV�JLIWHG�E\�QDWXUH�DQG�LV�GHVWLQHG�WR�EHFRPH�ZHDOWK\�RQFH�WKH�VSLULW�RI�FRPSHWLWLRQ�VWDUWV�WR�EXUQ�DPRQJ�WKH�SHRSOH���ZKHQ�SURGXFWLYH�IRUFHV�DUH�MRLQHG�WRJHWKHU��ZKHQ�SULYDWH�JDLQ�ZLOO�EH�HPSOR\HG�IRU�VRFLDO�OHDGHUVKLS��DQG�ZKHQ�WKH�JRYHUQPHQW
V�OHDGHUV�ZLWK�ZDUPWK��LQ��WKHLU�KHDUWV������UHDOL]H�WKDW�SULYDWH�DQG�SXEOLF�SRYHUW\�LV�FDXVHG�RQO\�EHFDXVH�DOO�WKH�URDGV�WR�ZHDOWK�DUH�EDUUHG��WKDW�WKH�IUHH�DFWLRQ�RI�WKH�SHRSOH�LV�FKDLQHG�DQG�WKDW�WKHUH�LV�DQ�DUWLILFLDO�GLVWLQFWLRQ�EHWZHHQ�WKH�ZHDOWK�RI�WKH�JRYHUQPHQW�DQG�WKDW�RI�WKH�SHRSOH��úý7R�DFKLHYH�WKLV�JRDO��0RUGYLQRY�SURSRVHG�DQ�H[WHQVLYH�VHW�RI�UHIRUPV��ZKLFK�GLIIHUV�OLWWOH�IURP�WKH�OLVW�RI�SURSRVHG�UHIRUPV�JLYHQ�E\�HFRQRPLVWV�DURXQG�WKH�ZRUOG�QRZ������\HDUV�ODWHU��UHGXFLQJ�WDULIIV��EXLOGLQJ�URDGV�EHWZHHQ�FLWLHV��UHGHVLJQLQJ�FRPPHUFLDO�EDQNV��GHQDWLRQDOL]LQJ�JRYHUQPHQW�RZQHG�IDFWRULHV��UHGHVLJQLQJ�WKH�ILQDQFLDO�V\VWHP��UHGXFLQJ�PLOLWDU\�H[SHQGLWXUHV��DQG�RSHQLQJ�ODQG�RZQHUVKLS��$OWKRXJK�0RUGYLQRY�VXFFHHGHG�LQ�JHWWLQJ�VRPH�ODZV�SDVVHG��KH�ZDV�XQVXFFHVVIXO�RYHU�PDQ\�GHFDGHV�LQ�LPSOHPHQWLQJ�PDUNHW�UHIRUP��.QRZOHGJH�RI�DSSURSULDWH�UHIRUPV�QHHGHG�DQG�VXSSRUW�DW�WKH�WRS�DUH�QRW�DOZD\V�VXIILFLHQW��
3URSHUW\�5LJKWV��/DQG�3ULYDWL]DWLRQ��DQG�WKH�0DILD�LQ�6LFLO\7KH�H[SHULHQFH�RI�ODQG�UHIRUP�LQ�6LFLO\�VKRZV�ZKDW�FDQ�KDSSHQ�LI�WKH�VWDWH�MXGLFLDO�V\VWHP�GRHV�QRW�FUHGLEO\�HQIRUFH�FRQWUDFWV��)HXGDOLVP�ZDV�IRUPDOO\�DEROLVKHG�LQ�6LFLO\�LQ�������UHPRYLQJ�IHXGDO�UHVWULFWLRQV�RQ�SURSHUW\�ULJKWV�WR�ODQG��)RU�WKH�ILUVW�WLPH��ODQG�ZDV�WUHDWHG�DV�D�FRPPRGLW\�WKDW�FRXOG�EH�WUDGHG²D�IXQGDPHQWDO�UHIRUP�WR WKRVH�ZKR�EHOLHYH�WKDW�ORZ�FRVW�H[FKDQJH�LV�LPSRUWDQW�WR�GHYHORSPHQW��%HWZHHQ������DQG�������WKH�QXPEHU�RI�ODUJH�ODQGRZQHUV�LQFUHDVHG�WHQIROG��IURP�������WR���������%HWZHHQ������DQG������WKH�QXPEHU�RI�KHFWDUHV�RI�ODQG�LQ�SULYDWH�KDQGV�WULSOHG��
úý *OHQ�$OH[DQGULQ��µ1��:��0RUGYLQRY������ ��������)DWKHU�RI�(FRQRPLF�)UHHGRPV�LQ�5XVVLD"¶�� ,QWHUQDWLRQDO�-RXUQDO�RI�6RFLDO�(FRQRPLFV �����������������
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/DQG�UHIRUP�ZDV�DFFRPSDQLHG�E\�FRQVLGHUDEOH�VWULIH��LQ�SDUW�GXH�WR�WKH�KRVWLOLW\�EHWZHHQ�FKXUFK�DQG�VWDWH��(DUO\�,WDOLDQ�OLEHUDOV�ZHUH�VWURQJO\�DQWLFOHULFDO��DQG�DIWHU�WKH�XQLILFDWLRQ�RI�,WDO\�LQ�������WKH�FKXUFK
V�SURSHUW\�ZDV�H[SURSULDWHG��3RSH�3LXV�,;�FRXQWHUHG�E\�UHMHFWLQJ�WKH�OHJLWLPDF\�RI�WKH�QHZO\�IRUPHG�,WDOLDQ�VWDWH��LQ������KH�UXOHG�WKDW�QR�&DWKROLF�FRXOG�UXQ�RU�YRWH�LQ�QDWLRQDO�HOHFWLRQV��7KLV�SROLF\�UHGXFHG�WKH�OHJLWLPDF\�RI�WKH�VWDWH�DQG�LQFUHDVHG�WKH�UHOLDQFH�RQ�SULYDWH�HQIRUFHPHQW�RI�FRQWUDFWV��*DPEHWWD�GHVFULEHV�KRZ�WKH�SURFHVV�EHJDQ��$W�WKH�VDPH�WLPH�>DV�WKH�ODQG�UHIRUP@��SURWHFWLRQ²WKH�GHPDQG�IRU�ZKLFK�ZDV�GUDPDWLFDOO\�LQFUHDVHG�E\�WKH�DEROLWLRQ�RI�IHXGDOLVP�DQG�WKH�ZLGHVSUHDG�LQWURGXFWLRQ�RI�SULYDWH�SURSHUW\�ULJKWV²GLG�QRW�XQGHUJR�WKH�FXVWRPDU\ SURFHVV�RI�FHQWUDOL]DWLRQ�WR�EHFRPH�WKH�PRQRSRO\�RI�WKH�VWDWH��8QOLNH�ODQG��SURWHFWLRQ��DFFRUGLQJ�WR�VWDQGDUG�SROLWLFDO�WKHRU\��LV�QRW�VXSSRVHG�WR�ILQG�LWV�ZD\�RQWR�WKH�PDUNHWV��EXW�LQ�VRXWKHUQ�,WDO\�LW�GLG��7KH�VNLOOV�GHYHORSHG�LQ�WKH�FLWLHV�E\�WKH�VHOI�SROLFLQJ�RI�WUDGH�IUDWHUQLWLHV�DQG�LQ�WKH�FRXQWU\�E\�SULYDWH�JXDUGV��RQFH�UHOHDVHG�IURP�EDURQLDO�FRQWURO��IRXQG�QHZ�DSSOLFDWLRQV��úþ$OWKRXJK�WKH�0DILD�LV�DVVRFLDWHG�ZLWK�6LFLO\�LQ�JHQHUDO��WKH�0DILD
V�DFWXDO�OHYHO�RI�SRZHU�DQG�FRQWURO�GLIIHUV�VLJQLILFDQWO\�DFURVV�UHJLRQV� (DVWHUQ�6LFLO\�KDV�EHHQ�OLWWOH�LQIOXHQFHG�E\�WKH�0DILD��ZKLOH�ZHVWHUQ�6LFLO\�KDV�EHHQ�VHYHUHO\�DIIHFWHG�E\�LW��*DPEHWWD�VXJJHVWV�D�UHDVRQ�IRU�WKLV�VWULNLQJ�UHJLRQDO�GLIIHUHQFH��2Q�WKH�HDVW�VLGH�RI�6LFLO\��WKH�UXOLQJ�FODVVHV�ZHUH�UHODWLYHO\�FRKHVLYH��ZLWK�IHZ�DEVHQWHH�RZQHUV��DQG�WKH\�PDQDJHG�WR�SUHVHUYH�WKH�PRQRSRO\�RYHU�IRUFH��DQG�GHQLHG�SRZHU�WR�WKH�0DILD��,Q�ZHVWHUQ�6LFLO\��WKH�ORFDO�HOLWHV²SDUWLFXODUO\�QHZ�ODQGRZQHUV²ZHUH�GLYLGHG�E\�FRQIOLFW��DQG�WKH�VWDWH�ZDV�OHVV�VXFFHVVIXO�LQ�HVWDEOLVKLQJ�LWV�DXWKRULW\��7KH�µSURWHFWLRQ¶�LQGXVWU\²SULYDWH�FRQWUDFW�HQIRUFHUV²IORXULVKHG�DV�D�UHVXOW�7KH�,WDOLDQ�VWDWH�DWWHPSWHG�WR�UHVWULFW�WKH�DFWLYLWLHV�RI�WKH�SURWHFWLRQ�LQGXVWU\²WKH�0DILD²EXW�WKH�SURWHFWLRQ�JURXSV�PDGH�DGMXVWPHQWV�WR�VXVWDLQ�D�FRPSDUDWLYH�DGYDQWDJH�LQ�PDQ\�IRUPV�RI�WUDGH��/DQG�UHIRUPV�LQFUHDVHG�WKHLU�RSSRUWXQLW\�WR�EHFRPH�LQGHSHQGHQW�DQG�ZHOO�HVWDEOLVKHG��6XEVHTXHQWO\��DV�WKH\�HVWDEOLVKHG�FUHGLELOLW\��WKHLU�FUHGLELOLW\�LWVHOI�EHFDPH�DQ�DVVHW�IRU�H[SDQGLQJ�LQWR�RWKHU�DFWLYLWLHV��DQG�WKH LQGXVWU\�EHFDPH�VHOI�VXVWDLQLQJ�úÿ0RUHRYHU��WKH�0DILD�EHFDPH�GHHSO\�LQYROYHG�LQ�PDQLSXODWLQJ�WKH�SROLWLFDO�SURFHVV��:KDW�&DQ�%H�/HDUQHG"
úþ 'LHJR�*DPEHWWD��7KH�6LFLOLDQ�0DILD���7KH�%XVLQHVV�RI�3ULYDWH�3URWHFWLRQ ��&DPEULGJH���&DPEULGJH�8QLYHUVLW\�3UHVV���������6HH�DOVR�'RXJODVV��1RUWK�DQG��5REHUW�7KRPDV�� 7KH�5LVH�RI�WKH�:HVWHUQ�:RUOG���$�1HZ� (FRQRPLF�+LVWRU\��&DPEULGJH���&DPEULGJH�8QLYHUVLW\�3UHVV��������úÿ 7KH�0DILD
V�FUHGLELOLW\�DQG�SRZHU�WR�UHVROYH�GLVSXWHV�LPSRVH�HQRUPRXV�FRVWV�RQ�WKH�SROLW\��,Q�WKH�VRXWK�RI�,WDO\�WRGD\��0DILD�UHODWHG�PXUGHUV�SHU�FDSLWD�DUH����WLPHV�WKH�UDWH�LQ�WKH�QRUWK�� 7KH�0DILD�FRQWLQXHV�WR�GHIRUP�QRUPDO�EXVLQHVV�SUDFWLFH��UDLVH�FRVWV�RI�H[FKDQJH��DQG�UHGXFH�SURGXFWLYLW\��SDUWLFXODUO\�LQ�DFWLYLWLHV�ZKHUH�HQWU\�FDQ�EH�HIIHFWLYHO\�FRQWUROOHG²OLNH�WKH�ILVK�PDUNHW�LQ�3DOHUPR²RU�ZKHUH�UHVRXUFHV�DUH�DOORFDWHG�WKURXJK�WKH�SROL WLFDO�SURFHVV��6HH�5REHUW�/HRQDUGL��5HJLRQDO�'HYHORSPHQW�LQ�,WDO\��6RFLDO�&DSLWDO�DQG�WKH�0H]]RJLRUR�� 2[IRUG�5HYLHZ�RI�(FRQRPLF�3ROLF\ �����������������������
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7KHVH�KLVWRULFDO�FDVHV�HPSKDVL]H�WKH�IXQGDPHQWDO�LPSRUWDQFH�RI�FUHGLEOH�FRQVWUDLQWV�RQ�RSSRUWXQLVWLF�EHKDYLRU�DW�WKH�QDWLRQDO�DQG�ORFDO�OHYHOV��)LUVW��SROLWLFDO�FRQWURO�RYHU�DVVHWV�IUHTXHQWO\�LQFUHDVHV�WKH�FRVWV�RI�H[FKDQJH��LQGXFHV�LQIODWLRQ��GLPLQLVKHV�WUDGH�KRUL]RQV��DQG�
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UHGXFHV�DVVHW�YDOXH��6HFRQG��ORFDO�FRQGLWLRQV��PHDVXUHPHQW�FRVWV��LQFHQWLYHV��DQG�JRYHUQDQFH�SURFHGXUHV�DIIHFW�WKH�OLNHOLKRRG�WKDW�FRPPRQ�SRRO�SUREOHPV�FDQ�EH�RYHUFRPH��7KLUG��NQRZOHGJH�RI�FRUUHFW�SROLFLHV�DQG�VXSSRUW�DW�WKH�WRS�DUH�QRW�VXIILFLHQW�WR�LPSOHPHQW�SROLFLHV�WR�H[SDQG�WKH�H[FKDQJH�IURQWLHUV��)RXUWK��LI�WKH�VWDWH�MXGLFLDO�V\VWHP�LV�LQHIIHFWLYH�DW�HQIRUFLQJ�FRQWUDFWV��WKH�ZKROH�V\VWHP�FDQ�EHFRPH�GHIRUPHG�DQG�SHUIRUP�DW�D�PXFK�ORZHU�OHYHO��6XFFHVVIXO�UHIRUP�LV�SRVVLEOH��EXW�RQH�PXVW�WDNH�LQWR�DFFRXQW�SDWK�GHSHQGHQFH��7KH�SDVW�FRQVWUDLQV�WKH�FKRLFHV�ZKLFK�LQGLYLGXDOV�RU�QDWLRQV�IDFH�LQ�WKH�SUHVHQW��+LVWRU\�PDWWHUV�ú�,QIRUPDO�FRQVWUDLQWV�LQ�SDUWLFXODU�DUH�GHHSO\�LPEHGGHG�DQG�KDUG�WR�FKDQJH��
����:KDW�,V�7R�%H�'RQH"%DG�ODZV��FRUUXSWLRQ��LQDSSURSULDWH�EXUHDXFUDWLF�LQFHQWLYHV��H[FHVVLYH�WD[HV��D�ZHDN�MXGLFLDO�V\VWHP��ODFN�RI�FUHGLELOLW\�LQ�JRYHUQPHQW�SROLF\��ODUJH�VFDOH�VWDWH�RZQHG�HQWHUSULVH��ORZ�OHYHOV�RI�FRRSHUDWLRQ�ZLWKLQ�JURXSV��DQG�LJQRUDQFH�RI�VXFFHVVIXO�H[SHULHQFH�HOVHZKHUH²DOO�ZLOO�EH�UHIOHFWHG�LQ�KLJK�FRVWV�RI�H[FKDQJH�DQG�ORZ�OHYHOV�RI�VSHFLDOL]DWLRQ�DQG�RXWSXW��7KH�GLDJQRVLV�LV�FOHDU��/RZ�FRVWV�RI�H[FKDQJH�DUH�IXQGDPHQWDOO\�LPSRUWDQW��EXW�LPSHGLPHQWV�WR�FKDQJH�DUH�ODUJH��7KHUH�DUH�PDQ\�VHSDUDWH�EORFNLQJ�SRLQWV�WR�DGGUHVV��VRPH�YHU\�ZHOO�GHIHQGHG��7KH\�FDQQRW�DOO�EH�DGGUHVVHG�E\�D�IHZ�FHQWUDO�GHFLVLRQ�PDNHUV��QRU�E\�VLPSO\�LPSRUWLQJ�UHIRUPV�IURP�HOVHZKHUH��:KDW�LV�WR�EH�GRQH"7KH�VWUDWHJ\�,�VXJJHVW�LV�EDVHG�RQ�WZR�DVVXPSWLRQV������WKH�VSHFLILF�SDWK�WR�VXFFHVVIXO�LQVWLWXWLRQDO�UHIRUP�LV�QRW�QRZ�FRPSOHWHO\�FOHDU������VXFFHVVIXO�DQG�VXVWDLQHG�UHIRUP�GHSHQGV�XSRQ�SHUVXDGLQJ�D�VXEVWDQWLDO�SDUW RI�WKH�SRSXODWLRQ²SROLWLFLDQV��EXUHDXFUDWV��PHGLD�SHRSOH��LQWHOOHFWXDOV��UHOLJLRXV�OHDGHUV��EXVLQHVVPHQ��HFRQRPLVWV��DQG�FLWL]HQV�JHQHUDOO\²WKDW�UHIRUP�LV�DSSURSULDWH��VHQVLEOH��DQG�LQ�WKHLU�ORQJ�WHUP�LQWHUHVW��:KHWKHU�UHIRUP�SDWKV�ZLOO�ZRUN�GHSHQGV�LQ�SDUW�RQ�KRZ�VWURQJO\�WKH�SRSXODWLRQ�KROGV�WKHP�WR�EH�FUHGLEOH��3HUVXDGLQJ�D�SRSXODWLRQ�WKDW�D�UHIRUP�SDWK�LV�GHVLUDEOH�DQG�FUHGLEOH�GHSHQGV�LQ�SDUW�RQ�VHWWLQJ�WKH�WHUPV�RI�GHEDWH��(FRQRPLVWV�DUH�JHQHUDOO\�EHWWHU�DW�GLDJQRVLV�DQG�DW�SHUVXDGLQJ�RQH�DQRWKHU�WKDQ�DW�VHWWLQJ�WKH�WHUPV�RI�GHEDWH�LQ�WKH�SXEOLF�SROLWLFDO�VSKHUH�ZKHUH�WKH�FUHGLEOH�FRPPLWPHQWV�KDYH�WR�EH�PDGH��7KH�VWDQGDUG�HFRQRPLF�FULWLTXH�RI�HFRQRPLF�SHUIRUPDQFH�LQYROYHV�WHUPV�OLNH�OLEHUDOL]DWLRQ��SULYDWL]DWLRQ��FRPSHWLWLYHQHVV��VDYLQJV�UDWLRV��IUHH�WUDGH��*13��WUDGH�GHILFLWV��DQG�HIILFLHQF\��)RU�PRVW�SHRSOH²LQFOXGLQJ�PDQ\�ZKR�VXSSRUW�OLEHUDOL]DWLRQ²WKHVH�FRQFHSWV�DUH�UDWKHU�YDJXH��,QGLYLGXDOV�JHQHUDOO\�KDYH�GLIILFXOW\�WKLQNLQJ�RI�FRQFUHWH�HPSLULFDO�H[DPSOHV�RI�WKH�EHQHILWV�RI�SULYDWL]DWLRQ�RU�IUHH�WUDGH�
ú� 'RXJODVV�&��1RUWK�� ,QVWLWXWLRQV��,QVWLWXWLRQDO�&KDQJH�DQG�(FRQRPLF�3HUIRUPDQFH ��&DPEULGJH���&DPEULGJH�8QLYHUVLW\�3UHVV��������S�������1RUWK�VWDWHG���7KH�FRQVHTXHQFH�RI�VPDOO�HYHQWV�DQG�FKDQFH�FLUFXPVWDQFHV�FDQ�GHWHUPLQH�VROXWLRQV�WKDW��RQFH�WKH\�SUHYDLO��OHDG�RQH�WR�D�SDUWLFXODU�SDWK���
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SROLFLHV��7KH\�PD\�JHQHUDOO\�EH�DZDUH�WKDW�FRXQWULHV�ZKLFK�KDYH�OLEHUDOL]HG��IRU�H[DPSOH��&KLOH��KDYH�GRQH�ZHOO��EXW�HYHQ�VXSSRUWHUV�RI�OLEHUDOL]DWLRQ�VHOGRP�RIIHU�VSHFLILF�DQG�UHOHYDQW�H[DPSOHV��*LYHQ�WKLV�ODFN�RI�OLQNLQJ�SROLF\�WR�RXWFRPHV��LW�VKRXOG�EH�QR�VXUSULVH�WKDW�WKRVH�LQ�WKH�FDVWOHV�ZKR�ZRXOG�ORVH�IURP�OLEHUDOL]DWLRQ²DQG�WKRVH�ZKR�RSSRVH�OLEHUDOL]DWLRQ�EHFDXVH�RI�FRQFHUQV�DERXW�MXVWLFH�DQG�HTXLW\²DUH�QRW�SHUVXDGHG��&RPSHWLWLRQ��SULYDWL]DWLRQ��DQG�IUHH�WUDGH�DUH�QRW�HQGV�LQ�WKHPVHOYHV�IRU�PRVW�LQGLYLGXDOV��EXW�DUH�LQVWUXPHQWDO�LQ�SURGXFLQJ�GHVLUHG�RXWFRPHV��7KH�FRVWV�RI�H[FKDQJH�FDQ�FOHDUO\�OLQN�WKHRU\�WR�SUDFWLFH�DQG�RXWFRPHV��7KH�FRVWV�RI�H[FKDQJH�DUH�VDOLHQW��+LJK�FRVWV�DUH�QRW�UHDGLO\�GHIHQVLEOH��$OO�WKLV�FDQ�EH�HIIHFWLYHO\�FRPPXQLFDWHG��7KH\�DOVR�SURYLGH�D�ZD\�WR�PRQLWRU�WKH�FRQVHTXHQFHV�RI�SROLF\�PDNHUV
�DFWLRQV�DQG�LQFUHDVH�WKHLU�LQFHQWLYH�WR�UHGXFH�WKHVH�FRVWV��9DJXH�FRQFHSWV�OLNH�HIILFLHQF\�GR�QRW�HDVLO\�WUDQVODWH�LQWR�FRQVLVWHQW��FUHGLEOH��WUDQVSDUHQW�VLJQDOV�RQ�D�GD\�WR�GD\�EDVLV�IRU�SROLF\�PDNHUV��2QH�JUHDW�DWWUDFWLRQ�RI�WKLV�DSSURDFK�LV�WKDW�LQLWLDWLYH�LV�QRW�OLPLWHG�WR�SROLWLFDO�GHFLVLRQ�PDNHUV��,QGLYLGXDOV�DQG�JURXSV�RXWVLGH�WKH�JRYHUQPHQW�FDQ�PDNH�WKH�FRVWV�RI�H[FKDQJH�PRUH�YLVLEOH��7KLV�UHTXLUHV�V\VWHPDWLF�DWWHQWLRQ�VHFWRU�E\�VHFWRU��EXW�LW�LV�QRW�H[FHVVLYHO\�FRPSOLFDWHG�RU�H[SHQVLYH��7KLV�LV�WKH�UDUH�FDVH�LQ�ZKLFK�RQH�LQGLYLGXDO�FDQ�PDNH�D�GLIIHUHQFH�E\�LQFUHDVLQJ�WUDQVSDUHQF\�FRQFHUQLQJ�WKH�FRVWV�RI�H[FKDQJH��6WXGHQWV��WUDGH�JURXSV��QHZVSDSHUV��UHVHDUFK�LQVWLWXWHV��DJJULHYHG�SDUWLHV��QHZ�HQWUDQWV��DQG�SROLWLFDO�JURXSV�FDQ�DOO�SDUWLFLSDWH��*RYHUQPHQWV�W\SLFDOO\�UHSRUW�PDQ\�NLQGV�RI�RXWFRPH�PHDVXUHV��VXFK�DV�VWDWLVWLFV�RQ�QDWLRQDO�LQFRPH�SHUIRUPDQFH��EXW�WKHVH�PHDVXUHV�DUH�RIWHQ�LQFRPSOHWH��LQDFFXUDWH��LQDSSURSULDWH��DQG�XQWLPHO\��7KH�JRYHUQPHQW�VKRXOG�QRW�KDYH�D�PRQRSRO\�RQ�WKH�VXSSO\�RI�LQIRUPDWLRQ��&RPSHWLWLRQ�LQ�WKH�VXSSO\�RI�VXFK�LQIRUPDWLRQ�LV�LPSRUWDQW�7R�WKLV�HQG��RQH�VSHFLILF�UHFRPPHQGDWLRQ�LV�WKDW�DQ�LQGHSHQGHQW�UHVHDUFK�JURXS�LQ�(J\SW�KROG�D�FRQIHUHQFH�DQQXDOO\�WR�SUHVHQW�WKH�FRVWV�RI�H[FKDQJH�LQ�YDULRXV�VHFWRUV��7KLV�ZRXOG�EH�D�IRUXP�ZKHUH�LQGLYLGXDOV�DQG�JURXSV�IDFLQJ�WKHVH�FRVWV�FRXOG�SUHVHQW�WKHLU�HVWLPDWHV��7KH�UHVXOW�ZRXOG�EH�D�VKRUW�VXPPDU\�GRFXPHQW�VKRZLQJ�ZKHUH�(J\SW�VWDQGV�YLV�j�YLV�RWKHU�FRXQWULHV�FRQFHUQLQJ�FRVWV�RI�H[FKDQJH�ú� 7KH�REMHFWLYH�ZRXOG�EH�WR�HVWLPDWH�WKH�FRVW�RI�XQGHUWDNLQJ�SDUWLFXODU��UHSUHVHQWDWLYH��H[FKDQJHV��OLNH�REWDLQLQJ�D�WHOHSKRQH��ZLWKLQ�D�JLYHQ�SHULRG�RI�WLPH��7KH�TXHVWLRQV�ZRXOG�YDU\�E\�VHFWRU�DQG�E\�WKH�VRFLDO�DQG�SROLWLFDO�VWDWXV�RI�WKH�SDUWLHV�WR�WKH�WUDQVDFWLRQV��7KH�FKRLFH�RI�SDUWLFXODU�WUDQVDFWLRQV�ZRXOG�EH�PDGH�RQ�WKH�EDVLV�RI�GLVFXVVLRQ�ZLWK�LQIRUPHG�SDUWLHV�ZLWKLQ�HDFK�LQGXVWU\��:KDW�GRHV�LW�FRVW�WR�LPSRUW�D�SDUWLFXODU�JRRG"�7R�H[SRUW�D�JRRG"�7R�WUDQVIHU�WLWOH�WR�ODQG"�7R�VHOO�RU�EX\�D�JRRG�LQ�DQRWKHU�FLW\�LQ�(J\SW"�7R�RSHQ�D�QHZ�EXVLQHVV"�7R�FRQWUDFW�DW�D�GLVWDQFH"
ú� 6RPH�RI�WKHVH�FRVWV�DUH�FDOFXODWHG�QRZ�EXW�RIWHQ�EXULHG�LQ�YR OXPLQRXV�UHSRUWV�ZLWK�WKRXVDQGV�RI�RWKHU�QXPEHUV��,�KDYH�QRW�IRXQG�VRXUFHV�ZKHUH�WKLV�LQIRUPDWLRQ�LV�DJJUHJDWHG�DQG�VXPPDUL]HG��
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6LQFH�ORZ�EDUULHUV�WR�HQWU\�DUH�LPSRUWDQW�IRU�WKH�FRPSHWLWLYH�SURFHVV��IRFXV�VKRXOG�EH�RQ�WKH�FRVW�LQFXUUHG�E\�LQGLYLGXDOV�ZKR�DUH�QRW�ZHOO�FRQQHFWHG��RQ�WKRVH�ZKR�KDYH�WR�SD\�WKH�IXOO�FRVW��7KHVH�DUH�UHDO��QRW�WKHRUHWLFDO��FRVWV�DQG�DUH�PXFK�PRUH�VDOLHQW�WR�FLWL]HQV�WKDQ�JRYHUQPHQW�VWDWLVWLFV�FRQFHUQLQJ�RIILFLDO�SULFHV��*13��RU�WUDGH�GHILFLWV��,I�WKH�LOOXVWUDWLRQV�VKRZQ�HDUOLHU�DUH�UHSUHVHQWDWLYH��WKH�FRVWV�RI�H[FKDQJH�LQ�(J\SW�DUH�RIWHQ�VHYHUDO�WLPHV�DV�KLJK�DV�LQ�KLJK�LQFRPH�FRXQWULHV��7KLV�ZLOO�GUDZ�DWWHQWLRQ�WR�WKHVH�FRVWV�DQG�WR�WKH�EORFNLQJ�SRLQWV�ZKLFK�JLYH�ULVH�WR�WKHP��6XFK�FRVWV�SURYLGH�D�EDVLV�IRU�FKRRVLQJ�ZKLFK�UHIRUPV�DUH�OLNHO\�WR�KDYH�PRUH�LPSDFW�DQG D�IRFDO�SRLQW�DURXQG�ZKLFK�UHIRUP�HIIRUWV�FDQ�EH�RUJDQL]HG��7KH\�DOVR�SURYLGH�D�EHQFKPDUN�IRU�SROLF\�PDNHUV�DQG�FLWL]HQV�WR�XVH�LQ�PHDVXULQJ�UHIRUP�SURJUHVV�LQ�HDFK�VHFWRU�ú�,I�WKHVH�FRVWV�DUH�FDOFXODWHG�RYHU�PDQ\�VHFWRUV�RI�WKH�HFRQRP\��WKHQ�WKH�EORFNLQJ�SRLQWV�PD\�EH�XQFRYHUHG�DQG�PDSSHG�PRUH�V\VWHPDWLFDOO\��:KLOH�HDFK�LQGLYLGXDO�PD\�EH�DZDUH�RI�VRPH�SDUWLFXODU�EORFNLQJ�SRLQWV��PDSSLQJ�WKH�ZKROH�FRVW�RI�H[FKDQJH�WHUUDLQ�ZLOO�SURYLGH�DQ�RSSRUWXQLW\�WR�IRFXV�DWWHQWLRQ�PRUH�V\VWHPDWLFDOO\�RQ�WKH�VRXUFHV�RI FRQVWUDLQHG�IURQWLHUV��,I�WKHVH�FRVWV�DUH�FROOHFWHG�RYHU�WLPH��WKHQ�WKH\�DOVR�SURYLGH�D�UHDGLO\�YHULILDEOH�PHDVXUH�RI�SURJUHVV�RU�ODFN�WKHUHRI��0RVW�UHIRUP�HIIRUWV�DUH�EHGHYLOHG�E\�WKH�ODFN�RI�YHULILDEOH�DQG�FUHGLEOH�ZD\V�WR�PHDVXUH�SURJUHVV��7KH�FRVW�RI�H[FKDQJH�PHWULF�GRHV�QRW�UHTXLUH�PDVVLYH�UHVRXUFHV��VR�SULYDWH�JURXSV�FDQ�HVWLPDWH�DQG�YHULI\�WKH�PHDVXUHV�IRU�WKHPVHOYHV��)RU�H[DPSOH��LW�LV�QRW�GLIILFXOW�IRU�DQ\RQH�WR�ILQG�RXW�WKH�SULFHV�RI�VLPLODU�DSDUWPHQWV�ZLWK�DQG�ZLWKRXW�D�WHOHSKRQH��,Q�HDFK�VHFWRU��WKHUH�DUH�OLNHO\�WR�EH�LQGLYLGXDOV�ZKR�DOUHDG\�KDYH�WKH�UHOHYDQW�LQIRUPDWLRQ��7KHVH�PHWULFV�DUH�DOVR�HDVLO\�XQGHUVWRRG�E\�WKH�SRSXODWLRQ�DW�ODUJH�DQG�FDQ�EH�XVHG�WR�PRELOL]H�VXSSRUW�IRU�HFRQRPLF�UHIRUP��)LQDOO\��WKLV�LV�D�UHODWLYHO\�QHXWUDO�PHDVXUH�RI�SHUIRUPDQFH�DFURVV�LGHRORJLHV��2QFH�LGHQWLILHG��KLJK�FRVWV�RI�H[FKDQJH�DUH�QRW�HDVLO\�GHIHQGHG���IHZ�LQGLYLGXDOV�ZLVK�WR�DUJXH�WKDW�KLJK�H[FKDQJH�FRVWV�SHU�VH�DUH�GHVLUDEOH�ûù3ROLF\�PDNHUV�SOD\�D�FHQWUDO�UROH�LQ�DQ\�UHIRUP��)RFXVLQJ�RQ�WKH�FRVWV�RI�H[FKDQJH E\�VHFWRU�FDQ�KHOS�WR�DOLJQ�WKH�LQFHQWLYHV�RI�WKHVH�JRYHUQPHQW�GHFLVLRQ�PDNHUV��6RPH�SROLF\�PDNHUV�PD\�ILQG�DWWHQWLRQ�WR�WKHVH�LVVXHV�DWWUDFWLYH��VLQFH�WKH\�SURYLGH�D�EDVLV�IRU�GHPRQVWUDWLQJ�SURJUHVV�DQG�JHWWLQJ�FUHGLW�IRU�WKDW�SURJUHVV��,I�SROLF\�PDNHUV�DUH�UHFDOFLWUDQW��RWKHUV�KDYH�D�PHWULF�E\�ZKLFK�WR�MXGJH�KRZ�WKH\�DUH�GRLQJ��,I�WKH�SROLF\�PDNHUV�GR�QRW�KDYH�D�PRQRSRO\�RQ�VXFK�LQIRUPDWLRQ��WKH�FRVWV�RI�WKHLU�SROLFLHV�DQG�RI�DQ\�FRUUXSW�SUDFWLFHV�DUH�PRUH�WUDQVSDUHQW��
ú� 7KH�DUJXPHQW�KHUH�LV�QRW�WKDW� DOO SULFHV�VKRXOG�IDOO�ZLWK�EHWWHU�LQVWLWXWLRQV��$V�FRVWV�RI�H[FKDQJH�IDOO�DQG�WKH�HFRQRP\�JURZV�IDVWHU��SULFHV�RI�VRPH�LWHPV��OLNH�XUEDQ�ODQG�DQG�ZDJH�UDWHV��ZLOO�LQFUHDVH��ûù 7KLV�ZDV�WKH�H[SHULHQFH�ZLWK�GH�6RWR
V�ERRN�� 7KH�2WKHU�3DWK��
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$�VHFRQG�UHFRPPHQGDWLRQ�LV�WKDW�PRUH�V\VWHPDWLF�DWWHQWLRQ�EH�JLYHQ�WR�LPSRUWLQJ��WHFKQRORJLHV´�RI�FRRSHUDWLYH�JURXS�EHKDYLRU�ûú *URXSV�WKDW�FRRSHUDWH�LQWHUQDOO\�FDQ�RIWHQ�GHYLVH�VWUDWHJLHV�WR�VXEVWLWXWH�IRU�LQHIIHFWLYH�VWDWH�RUJDQL]DWLRQV�DQG�WR�UHGXFH�WKH�FRVWV�RI�H[FKDQJH��)RU�H[DPSOH��FRQVLGHU�WKH�GLIILFXOWLHV�FUHGLW�PDUNHWV�IDFH�ZKHQ�WKH�MXGLFLDO�V\VWHP�GRHV�QRW�IXQFWLRQ�ZHOO�DQG�GRHV�QRW�UHOLDEO\�HQIRUFH�FRQWUDFWV��7KHUH�DUH�YDULRXV�SRVVLEOH�UHVSRQVHV�WR�WKLV�VLWXDWLRQ���GR�QRWKLQJ��LPSURYH�WKH�MXGLFLDU\��RU�GHYHORS�VXEVWLWXWHV�IRU�WKHVWDWH�V\VWHP��'RLQJ�QRWKLQJ�PHDQV�KLJK�FRVWV�RI�H[FKDQJH�LQ�WKH�OHQGLQJ�PDUNHW��OLWWOH�FUHGLW��DQG�ORZ�RXWSXW��,PSURYLQJ�WKH�MXGLFLDU\�LV�KLJKO\�GHVLUDEOH�EXW�LV�D�ORQJ�DQG�DUGXRXV�WDVN�EH\RQG�WKH�SRZHU�RI�PRVW�VPDOO�JURXSV�WR�DFKLHYH��7KH�WKLUG�RSWLRQ�LV WKH�PRVW�SUDFWLFDO�IRU�JURXSV�WKDW�PDQDJH�WR�FRRSHUDWH��,Q�6mR�3DROR��%UD]LO��WKH�JDUPHQW�LQGXVWU\�GHDOW�ZLWK�WKLV�SUREOHP�E\�FUHDWLQJ�DQ�RIILFH�WR�SURYLGH��IRU�D�VPDOO�IHH��LQIRUPDWLRQ�RQ�WKH�SD\PHQW�UHSXWDWLRQ�RI�ILUPV��$Q\�GHIDXOWV�RQ�ORDQV�E\�D�ILUP�FRXOG�EH�NQRZQ�WR�DOO�SRWHQWLDO�FUHGLWRUV��7KLV�LQQRYDWLRQ�JUHDWO\�LQFUHDVHG�WKH�FUHGLELOLW\�RI�ERUURZHUV�ZLWK�JRRG�SDVW�EHKDYLRU�DQG�JUHDWO\�H[SDQGHG�WKH�FUHGLW�PDUNHW�ûû$QRWKHU�H[DPSOH�FRQFHUQV�VWDWH�PRQRSROLHV�LQ�WKH�H[SRUW�VHFWRU��8QWLO�D�IHZ�\HDUV�DJR�WKH�PDLQ�,VUDHOL�DLUOLQH�(O�$O�KDG�D�PRQRSRO\�RQ�DLU�IUHLJKW��&RVWV�ZHUH�KLJK��7KHQ�H[SRUWHUV�HQGHG�WKH�PRQRSRO\�E\�IRUPLQJ�WKHLU�RZQ�DLUOLQH��7KH\�RUJDQL]HG�EDFN�KDXOV�WR�UHGXFH�FRVWV��7RGD\��WKH�FRVW�RI�DLU�VKLSPHQWV�WR�(XURSH�LV�DSSUR[LPDWHO\�����(J\SWLDQ�SRXQGV�SHU�NLOR��7KH�FRPSDUDEOH�FRVW�LQ�(J\SW�LV�RYHU�WZLFH�DV�PXFK��HIIHFWLYHO\�SUHFOXGLQJ�H[SRUW�RI�PDQ\�SHULVKDEOH�JRRGV�DW�ZRUOG�FRPSHWLWLYH�SULFHV��(J\SW
V�SUR[LPLW\�WR�(XURSH�GRHV�QRW�FRXQW�IRU�PXFK��JLYHQ�WKHVH�RWKHU�H[SRUW�LQHIILFLHQFLHV�
����&RQFOXVLRQV7KH�DUJXPHQW�KHUH�LV�SODLQ��7KH�FRVWV�RI�H[FKDQJH�YDU\�JUHDWO\�DFURVV�FRXQWULHV��7KHVH�FRVWV�DUH�IXQGDPHQWDOO\�LPSRUWDQW�LQ�DIIHFWLQJ�SURGXFWLYLW\��7KHUHIRUH��ZKDW�D�FRXQWU\�SURGXFHV�DQG�KRZ�PXFK�LW�SURGXFHV�GHSHQG�XSRQ�WKHVH�FRVWV��$�FRXQWU\�FDQ KDYH�RXWVWDQGLQJ�QDWXUDO�UHVRXUFHV�DQG�DQ�HDJHU�ZRUNIRUFH��EXW�LI�WKH�FRVWV�RI�H[FKDQJH�DUH�KLJK�WKHUH��WKHQ�VSHFLDOL]DWLRQ��WUDGH��SURGXFWLYLW\�DQG�ZDJHV�ZLOO�EH�ORZ��&RQYHUVHO\��D�FRXQWU\�ZLWK�QR�QDWXUDO�UHVRXUFHV��RU�ORFDWHG�IDU�IURP�PDUNHWV��PD\�QRQHWKHOHVV�GR�YHU\�ZHOO�LI�WKH�FRVWV�RI�H[FKDQJH�DUH�VXIILFLHQWO\�ORZ��IRU�H[DPSOH��-DSDQ�DQG�&KLOH��7KLV�SDSHU�VXJJHVWV�D�ZD\�WR�FKDUDFWHUL]H�WKH�FRVWV�RI�H[FKDQJH�ZKLFK�LQGLYLGXDOV�IDFH�LQ�YDULRXV�LQVWLWXWLRQDO�VHWWLQJV��$FURVV�FRXQWULHV�DQG�JURXSV��WKHVH�FRVWV�FDQ�EH�FDOFXODWHG��,I�
ûú (OLQRU�2VWURP
V�JURXS�DW�WKH�8QLYHUVLW\�RI�,QGLDQD�KDV�D�SURJUDP�ZKLFK�VXFFHVVIXOO\�WUDLQV�SHRSOH�IURP�DOO�RYH U�WKH�ZRUOG�WR�GHYLVH�VHOI �VXVWDLQLQJ�PHWKRGV�RI�FRRSHUDWLRQ��ûû $��6WRQH��%��/HY\��5��3DUDGHV��µ3XEOLF�,QVWLWXWLRQV�DQG�3ULYDWH�7UDQVDFWLRQV¶ � :DVKLQJWRQ�'&���:RUNLQJ�3DSHU������3XEOLF�6HFWRU�0DQDJHPHQW�DQG�3ULYDWH�6HFWRU�'HYHORSPHQW��7KH�:RUOG�%DQN����� ��
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WKH�UHODWLYHO\�KLJK�FRVWV�RI�WHOHSKRQHV��LPSRUWV��KRXVLQJ�DQG�ILQDQFLDO�PDUNHWV�DUH�FKDUDFWHULVWLF�RI�PRVW�VHFWRUV�LQ�(J\SW��WKLV�LPSOLHV�D�IXQGDPHQWDO�VRXUFH�RI�ORZ�JURZWK��:KDW�FDQ�EH�GRQH"�7KH�SURSRVDO�KHUH�LV�WR�HQFRXUDJH�LQGLYLGXDOV��JURXSV�DQG�SROLF\�PDNHUV�WR�IRFXV�RQ�WKHVH�FRVWV��2QFH�FROOHFWHG�V\VWHPDWLFDOO\�DQG�SXEOLFL]HG��WKHVH�FRVWV�SURYLGH�D�EHQFKPDUN�FRQFHUQLQJ�WKH�FRVWV�LPSRVHG�E\�SDUWLFXODU�EDUULHUV��E\�EDG�ODZV��SRRU�HQIRUFHPHQW��FRUUXSWLRQ��DGPLQLVWUDWLYH�GLVFUHWLRQ��DQG�PRQRSRO\�SUDFWLFHV��7KH\�DUH�DOVR�HDVLO\�FRPPXQLFDWHG��,QFUHDVHG�WUDQVSDUHQF\�KHUH�UDLVHV�WKH�OLNHOLKRRG�WKDW�ERWK�WKH�WHUPV�RI�GHEDWH�DQG�WKH�LQFHQWLYHV�RI�SROLWLFDO�GHFLVLRQ�PDNHUV�ZLOO�EH�DOWHUHG��7KH�OLNHOLKRRG�RI�VXFFHVVIXO�SROLFLHV�ZLOO EH�LQFUHDVHG�LI�RXWFRPHV�DUH�PHDVXUHG�FOHDUO\��TXLFNO\��DW�PRGHUDWH�FRVW��DQG�LI�WKHVH�PHDVXUHPHQWV�DUH�UHDGLO\�DFFHVVLEOH�WR�LQWHUHVWHG�SDUWLHV��$W�DQ\�OHYHO�RI�SROLF\��FOHDUHU�PHDVXUHPHQW�RI�RXWFRPHV�PDNHV�SRVVLEOH�EHWWHU�FRXUVH�FRUUHFWLRQ�DQG�D�PRUH�LQIRUPHG�HOHFWRUDWH��
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*DPEHWWD��'LHJR��������7KH�6LFLOLDQ�0DILD��7KH�%XVLQHVV�RI�3ULYDWH�3URWHFWLRQ��&DPEULGJH8QLYHUVLW\�3UHVV�
/HRQDUGL��5REHUW��������µ5HJLRQDO�'HYHORSPHQW�LQ�,WDO\��6RFLDO�&DSLWDO�DQG�WKH�0H]]RJLRUR¶�2[IRUG�5HYLHZ�RI�(FRQRPLF�3ROLF\ �������������
/HY\��%ULDQ��5��3DUDGHV��DQG�$��6WRQH��������µ3XEOLF�,QVWLWXWLRQV�DQG�3ULYDWH�7UDQVDFWLRQV�¶�:RUNLQJ�3DSHU������3XEOLF�6HFWRU�0DQDJHPHQW�DQG�3ULYDWH�6HFWRU�'HYHORSPHQW��WKH�:RUOG�%DQN��:DVKLQJWRQ��'&�
/HY\��%ULDQ��DQG�3DEOR�7��6SLOOHU��HGV���������5HJXODWLRQV��,QVWLWXWLRQV��DQG�&RPPLWPHQW��&RPSDUDWLYH�6WXGLHV�RI�7HOHFRPPXQLFDWLRQV��&DPEULGJH�8QLYHUVLW\�3UHVV�
0RKLHOGLQ��0DKPRXG��������µ7KH�(J\SW�(8�$JUHHPHQW�DQG�/LEHUDOL]DWLRQ�RI�6HUYLFHV¶��(&(6�:RUNLQJ�3DSHU�����&DLUR�



(&(6�:3����%HUQKDP�����

��

1RUWK��'RXJODVV��DQG�5REHUW�7KRPDV��������7KH�5LVH�RI�WKH�:HVWHUQ�:RUOG��$�1HZ�(FRQRPLF�+LVWRU\��&DPEULGJH�8QLYHUVLW\�3UHVV�
1RUWK��'RXJODVV��������,QVWLWXWLRQV��,QVWLWXWLRQDO�&KDQJH�DQG�(FRQRPLF�3HUIRUPDQFH��&DPEULGJH�8QLYHUVLW\�3UHVV�
1RUWK��'RXJODVV��DQG�%DUU\�:HLQJDVW��������µ&RQVWLWXWLRQV�DQG�&RPPLWPHQW��7KH�(YROXWLRQ�RI�,QVWLWXWLRQV�*RYHUQLQJ�3XEOLF�&KRLFH�LQ�6HYHQWHHQWK�&HQWXU\�(QJODQG¶��LQ�-RXUQDO�RI(FRQRPLF�+LVWRU\ ������������
2VWURP��(OLQRU��������µ1HLWKHU�0DUNHW�1RU�6WDWH��*RYHUQDQFH�RI�&RPPRQ�3RRO�5HVRXUFHV�LQ�WKH�7ZHQW\�ILUVW�&HQWXU\¶��,QGLDQD�8QLYHUVLW\�:RUNVKRS�������
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