
7KH�%XVLQHVV�(QYLURQPHQW�LQ�(J\SW6DPLKD�)DZ]\:RUNLQJ�SDSHU�1R����1RYHPEHU�����

6DPLKD� )DZ]\� LV� D� SULQFLSOH� HFRQRPLVW� DW� (&(6�DQG�SURIHVVRU� DW�&DLUR�8QLYHUVLW\� LQ� WKH�)DFXOW\� RI�(FRQRPLFV�DQG�3ROLWLFDO�6FLHQFH��7KLV�SDSHU�ZDV�SUHVHQWHG�DW�WKH�0HGLWHUUDQHDQ�'HYHORSPHQW�)RUXP������LQ�0RURFFR�
7KH�DXWKRU�ZRXOG�OLNH�WR�H[SUHVV�KHU�WKDQNV�WR�$PDO�5HIDDW�IRU�UHVHDUFK�DVVLVWDQFH�DQG�'LQD�6KDZNL�IRU�KHOS�WKURXJKRXW�WKH�FRXUVH�RI�SUHSDULQJ�IRU�WKLV�VWXG\�



ECES-WP34/Fawzy/1998 
 

Abstract 
 

After decades of state domination of economic activity, many governments around the world are 
increasingly relying on the private sector to foster economic growth. Starting from the premise that it 
takes a competitive business environment to ensure greater and more efficient private sector 
participation in economic growth, this paper assesses both the macro and institutional aspects of the 
business environment in Egypt. 
Three conclusions were drawn from this study. First, despite the significant economic reforms 
undertaken recently by the Egyptian government, the private sector initiatives are still insufficient to 
drive Egypt’s growth and are far behind private sector contribution in other developing countries.  
Although this unsatisfactory response could be a manifestation of the common ‘wait and see’ 
investors’ behavior accompanying most reform experiences, the study reveals that, other factors in 
both the macroeconomic and institutional environment explain this response. Second, while the 
stabilization reforms in Egypt have been judged successful by international standards, the structural 
component of the reform program is lagging behind. The slow pace of privatization, high tariff levels, 
young stock market, and underdeveloped insurance and pension systems hamper private sector 
efficiency. Third, the survey which was conducted in early 1998 by ECES shows that the institutional 
climate deprives private firms of the means to compete in a highly competitive global market. 
According to the survey finding, the most critical elements that should be considered in private sector 
development are tax administration, the judicial system, support services, and education and 
vocational training in this order. 
Finally, private sector development is only one element of Egypt’s growth. The emergence of a viable 
private sector also hinges on a major sustained effort to develop competent, capable government.  
 

 ملخص
 

عقود طويلة من سيطرة الدولة على النشاط الاقتصادي، بدأت كثر من الحكومات في الاعتماد المتزايد على القطاع الخاص في  بعد
دفع خطى التنمية. ونطراً لأن كل من النظرية الاقتصادية والواقع العملي قد أوضحا أن تعظيم فاعلية وكفاءة مساهمة القطاع 

ف في المقام الأول على مدى توافر مناخ استثماري ملائم، فإن هذه الورقة تركز على تقييم الخاص في النشاط الاقتصادي تتوق
المناخ الاستثماري في مصر، ببعديه الاقتصادي والمؤسسي. هذا وقد انتهت الورقة إلى ثلاثة نتائج رئيسية: أولاً أنه على الرغم من 

لاقتصادي، إلا أن مشاركة القطاع الخاص في النشاط الاقتصادي مازالت الجهود التي بذلتها الحكومة المصرية في مجال الإصلاح ا
محدودة نسبياً سواء بالمقارنة بمعدلات النمو المستهدفة في مصر، أو بالمقارنة بحجم وكفاءة القطاع الخاص في بعض الدول 

مر إلى بعض مواطن الضعف في كل من النامية. وقد أوضح التحليل أيضاً أن محدودية مساهمة القطاع الخاص ترجع في حقيقة الأ
المناخ الماكرو اقتصادي والإطار المؤسسي. ثانياً، أوضحت الدراسة أنه على الرغم من نجاح برنامج الاستقرار المالي إلا أن 
، الإصلاح الهيكلي يحتاج إلى دفعة قوية، وخاصة في مجال الخصخصة بمفهومها الشامل، البورصة، نظام التأمينات والمعاشات

وأخيراً في مجال تحرير التجارة. ثالثاً كذلك أفصحت نتائج الاستبيان الذي أجراه المركز المصري للدراسات الاقتصادية في أوائل 
، عن أن القطاع الخاص يعاني من بعض المعوقات المؤسسية، ومن أهمها: إدارة الضرائب، نظام التقاضي، الخدمات ۱۹۹۸عام 

المهني. وختاماً، يجدر التنويه إلى أنه على الرغم من أهمية المساهمة الفعالة والكفؤة للقطاع الخاص  المساندة، التعليم والتدريب
في تحقيق معدلات نمو اقتصادي مرتفعة ومتواصلة، إلا أن هذا يعد شرط ضروري ولكنه غير كاف. فالأمر يتوقف أيضاً على مدى 

   وجود حكومة قوية قادرة على إدارة الاقتصاد القومي.
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7DEOH����'LVWULEXWLRQ�RI�3ULYDWH�,QYHVWPHQW�EHWZHHQ�(FRQRPLF�6HFWRUV����6KDUH�LQ�WRWDO�SULYDWH�LQYHVWPHQW������� �������&RPPRGLW\�6HFWRU ���� ����$JULFXOWXUH ��� ����,QGXVWU\�DQG�PLQLQJ ���� ����3HWUROHXP�DQG�LWV SURGXFWV ���� ����(OHFWULFLW\ ��� ���&RQVWUXFWLRQ ��� ���3URGXFWLYH�6HUYLFHV ���� ����7UDQVSRUWDWLRQ�DQG�6XH]�&DQDO ��� ���7UDGH��EDQNLQJ�DQG�LQVXUDQFH ��� ���+RWHOV�DQG�UHVWDXUDQWV ��� ����6RFLDO�6HUYLFHV ���� ����7RWDO� ����� �����6RXUFH� &DOFXODWHG�IURP�&%(��(FRQRPLF�5HYLHZ� YDULRXV�LVVXHV��DQG�&%(� $QQXDO�5HSRUW� YDULRXV�LVVXHV��
7DEOH����6KDUH�RI�3ULYDWH�6HFWRU�LQ�*'3�E\�(FRQRPLF�$FWLYLW\����
������� �������&RPPRGLW\�6HFWRU ���� ����$JULFXOWXUH ���� ����,QGXVWU\�DQG�PLQLQJ ���� ����3HWUROHXP�DQG�LWV�SURGXFWV ���� ����(OHFWULFLW\ ��� ���&RQVWUXFWLRQ ���� ����3URGXFWLYH�6HUYLFHV ���� ����7UDQVSRUWDWLRQ�DQG�6XH]�&DQDO ���� ����7UDGH ���� ����0RQH\�DQG�EDQNLQJ ���� ����,QVXUDQFH ���� ����+RWHOV�DQG�UHVWDXUDQWV ���� ����6RFLDO�6HUYLFHV ���� ����7RWDO�*'3 ���� ����7RWDO�*'3�H[FOXGLQJ�DJULFXOWXUH ���� ����
*'3�DW�IDFWRU�FRVW6RXUFH�&%(��$QQXDO�5HSRUW��YDULRXV�LVVXHV�

$V� IRU� WKH�GLVWULEXWLRQ�RI�SULYDWH� LQYHVWPHQW�DPRQJ�WUDGDEOHV�DQG�QRQWUDGDEOHV��D�UHFHQW� VWXG\� E\� WKH�:RUOG�%DQN� �����D�� LQGLFDWHV� WKDW� SULYDWH� LQYHVWPHQW� KDV� EHHQ�LQFUHDVLQJO\� FRQFHQWUDWHG� LQ� WKH� QRQWUDGDEOH� VHFWRUV�� 6HYHUDO� IDFWRUV� H[SODLQ� WKLV�SDWWHUQ��LQFOXGLQJ�WKH�VKLIW�LQ�UHODWLYH�SULFHV�RI�WUDGDEOHV�DQG�QRQWUDGDEOHV�LQ�IDYRU�RI�WKH�ODWWHU��WKH�KLJK�H[SRUW�WUDQVDFWLRQ�FRVWV�ZKLFK�PDNH�LW�PRUH�SURILWDEOH�WR�VHOO�LQ�WKH�GRPHVWLF� PDUNHW� WKDQ� WR� H[SRUW�� DQG� WKH� IDFW� WKDW� QHZ� LQYHVWPHQWV� DUH� PDLQO\�GRPLQDWHG�E\�VPDOO�ILUPV�ZKLFK�GR�QRW�HQMR\�HFRQRPLHV�RI�VFDOH�DQG�WKHUHIRUH�DUH�QRW�



HQJDJHG�LQ�H[SRUW�DFWLYLWLHV�

&KDUDFWHULVWLFV7KUHH�VDOLHQW�IHDWXUHV�FKDUDFWHUL]H�WKH�SULYDWH�VHFWRU�LQ�(J\SW�DQG�DUH�OLNHO\�WR�LQIOXHQFH�LWV�SRZHU�WR�GULYH�WKH�HFRQRP\�RQ�D�JURZWK�WUDMHFWRU\��WKH�GRPLQDQFH�RI�VPDOO�DQG�PLFUR�ILUPV�� WKH�SUHYDOHQFH�RI� WKH� OHJDO�SDUWQHUVKLS�IRUP�DQG� WKH�SUHVHQFH�RI�D�ODUJH�LQIRUPDO�VHFWRU�7KH�VWUXFWXUH�RI�WKH�SULYDWH�VHFWRU�LQ�(J\SW�KDV�D�GXDO�QDWXUH�LQ�WHUPV�RI�VL]H��RQ�RQH�HQG�� WKHUH� LV� D� ODUJH� QXPEHU� RI� VPDOO� DQG�PLFUR� ILUPV��EXW�RQ� WKH�RWKHU� HQG�� WKHUH� LV� D�OLPLWHG�QXPEHU�RI�ODUJH�ILUPV��6PDOO�DQG�PLFUR�HQWHUSULVHV�UHSUHVHQW�QHDUO\���SHUFHQW�RI�SULYDWH�HFRQRPLF�XQLWV�� WKH\�FUHDWH�QHDUO\�WKUHH�TXDUWHUV�RI�DOO�SULYDWH�MREV�DQG�SURGXFH�DQ� HVWLPDWHG� �� SHUFHQW� RI� WKH� FRXQWU\¶V� SULYDWH� YDOXH� DGGHG� �*XLJDOH� DQG� 0REDUDN�������� ,I� ZH� H[FOXGH� WKH� DJULFXOWXUDO� VHFWRU�� WKH� ILJXUHV� ZLOO� GHFOLQH�� KRZHYHU�� WKH�PDJQLWXGH� RI� VPDOO� DQG� PLFUR�VL]H� ILUPV� ZLOO� VWLOO� EH� VLJQLILFDQW�� 'HVSLWH� WKHLU�GRPLQDQFH�� VPDOO� DQG� PLFUR�VL]H� ILUPV� DUH� QRW� SDUWLFLSDWLQJ� HIILFLHQWO\� LQ� (J\SW¶V�JURZWK��)LUVW�� VPDOO� ILUPV�VXIIHU�PRUH� WKDQ� ODUJH� ILUPV� IURP� LQVWLWXWLRQDO�FRQVWUDLQWV��DV�ZLOO� EH�GLVFXVVHG� LQ�6HFWLRQ� ,9��6HFRQG�� WKH\� VHUYH�PDLQO\� ORZ�LQFRPH�FRQVXPHUV�DQG�SURYLGH� ORZ�TXDOLW\�� ORZ�SULFH� SURGXFWV�� 7KLUG�� PRVW� RI� WKHVH� ILUPV� XVH� REVROHWH�WHFKQRORJLHV��&RQYHUVHO\��ZKLOH� ODUJH�VL]H�ILUPV�DUH�UHODWLYHO\�ZHOO�GHYHORSHG�� WKHUH�DUH�WRR�IHZ�WR�IRVWHU�ODUJH�SULYDWH�VHFWRU�JURZWK��$V� IRU� WKH� OHJDO� VWDWXV�RI�SULYDWH� ILUPV�� LQ�������PRVW�SULYDWH�HVWDEOLVKPHQWV� LQ�QRQ�DJULFXOWXUDO� DFWLYLWLHV�ZHUH� LQFRUSRUDWHG�HLWKHU� LQ� WKH IRUP�RI� LQGLYLGXDO�SURSULHWRUVKLSV���� SHUFHQW��RU�SDUWQHUVKLSV���� SHUFHQW���ZKLOH�SULYDWH�MRLQW�VWRFN�ILUPV�UHSUHVHQWHG�RQO\���� SHUFHQW� RI� DOO� SULYDWH� ILUPV �:RUOG� %DQN� �������7KH� LPSOLFDWLRQ� LV� WKDW�PRUH� WKDQ��� SHUFHQW�RI�SULYDWH�ILUPV� WDNH� WKH�IRUP�RI�D�SDUWQHUVKLS�DQG�DUH�UXQ�RQ�D�IDPLO\�EDVLV�UDWKHU�WKDQ�RQ�D�FRUSRUDWH�EDVLV��,Q�DGGLWLRQ��PRVW�SULYDWH�ILUPV�LQ�(J\SW�DUH�QRW�WUDGHG�RQ�WKH�VWRFN�PDUNHW��DQG�DOWKRXJK�VRPH�KDYH�EHHQ�OLVWHG�UHFHQWO\��WKLV�LV�GRQH�IRU�WD[�UHDVRQV�DQG�QRW�WR�HQODUJH�WKH�VKDUHKROGHUV¶�EDVH�$QRWKHU� LPSRUWDQW�FKDUDFWHULVWLF�RI�(J\SWLDQ�SULYDWH�LQYHVWPHQW�LV� WKH�ODUJH�LQIRUPDO�VHFWRU��'HVSLWH� WKH� ODFN�RI� DFFXUDWH� ILJXUHV�RQ� WKH� VL]H�RI� WKH� LQIRUPDO� VHFWRU� LQ�(J\SW��GLIIHUHQW� VWXGLHV� LQGLFDWH� WKDW� WKH�PDMRULW\� RI� VPDOO� DQG�PLFUR� HQWHUSULVHV� DUH� LQIRUPDO��)RU� H[DPSOH�� LQ� ������ WKHVH� ZHUH� HVWLPDWHG� ����� PLOOLRQ� LQIRUPDO� HQWHUSULVHV� �7KH�$OH[DQGULD�%XVLQHVV�$VVRFLDWLRQ��������()*�+HUPHV�HVWLPDWHV� WKDW� WKH� LQIRUPDO�VHFWRU�



UHSUHVHQWV� QHDUO\� �� SHUFHQW� RI� WKH� WRWDO� (J\SWLDQ� HFRQRP\� �()*�+HUPHV� ������� 7KH�ODUJH�VKDUH�RI� WKH� LQIRUPDO�SULYDWH�VHFWRU�PD\�EH�GXH�WR�WKH�OHJDF\�RI�VRFLDOLVW�SROLFLHV��FXPEHUVRPH� UHJXODWRU\� UHJLPHV� DQG� KLJK� WUDQVDFWLRQ� FRVWV�� 7KH� LPSOLFDWLRQ� LV� WKDW�LQIRUPDO�DVVHWV�FDQ�QRW�EH�XVHG� LQ�HIILFLHQW�DQG� OHJDOO\�VHFXUH� WUDQVDFWLRQV�QRU�FDQ�WKH\�EH�XVHG�DV�FROODWHUDO��%DVHG�RQ� WKLV�DQDO\VLV�� LW� LV�HYLGHQW�WKDW�GHVSLWH�VRPH�SRVLWLYH�VLJQV�RI�GHYHORSPHQW��WKH�(J\SWLDQ�SULYDWH� VHFWRU� LV�QRW�\HW� DEOH� WR� DFW� DV� D� FDWDO\VW� WR�JURZWK��7KH�PRGHUDWH�JURZWK�UDWH�RI�SULYDWH�LQYHVWPHQW��WKH�GHFOLQH�RI�)',�LQIORZV��WKH�GRPLQDQFH�RI�ZHDN�DQG�XQGHUGHYHORSHG�VPDOO�DQG�PLFUR�HQWHUSULVHV�� WKH�ODUJH�LQIRUPDO�VHFWRU�� WKH�IDPLO\�EDVHG�PDQDJHPHQW� VWUDWHJLHV�� DQG� WKH� LQZDUG� RULHQWDWLRQ� RI� PRVW� SULYDWH� ILUPV�� DOO� UHIOHFW� D�VKDOORZ�VWDWH�RI�GHYHORSPHQW�LQ�(J\SW¶V�SULYDWH�VHFWRU�,QYHVWRUV� FODLP� WKDW� WKH� EXVLQHVV� HQYLURQPHQW� LV� UHVSRQVLEOH� IRU� WKHLU� XQVDWLVIDFWRU\�SHUIRUPDQFH�� ,Q� WKHLU� RSLQLRQ�� WZR� PDMRU� SUREOHPV� LQ� WKH� EXVLQHVV� HQYLURQPHQW� VWLOO�LPSHGH� WKHLU� JURZWK� DQG� HIILFLHQF\�� D� GLVWRUWHG�PDFURHFRQRPLF� LQFHQWLYH� VWUXFWXUH� DQG�FXPEHUVRPH�LQVWLWXWLRQDO�FRQVWUDLQWV��7KH�IRUPHU�SUREOHP�UHVXOWV�LQ�ZHDN�LQFHQWLYHV�IRU�LQYHVWLQJ� DQG� WKH� ODWWHU� LQ� KLJK� WUDQVDFWLRQ� FRVWV� DQG� D� ODFN� RI� FRPSHWLWLYHQHVV�� 7KH�IROORZLQJ�VHFWLRQ� LGHQWLI\� WKH�PDFURHFRQRPLF�FRQVWUDLQWV� WKDW�DUH�VWLOO� LPSHGLQJ�SULYDWH�VHFWRU� RSHUDWLRQV� LQ� (J\SW� DQG� DGGUHVVHV� LQVWLWXWLRQDO� EDUULHUV� WR� IXUWKHU� SULYDWH� VHFWRU�GHYHORSPHQW��
,,,���0DFURHFRQRPLF�5HIRUPV��8QHYHQ�3URJUHVV
7KH� H[SHULHQFHV� RI� RWKHU� FRXQWULHV�� SDUWLFXODUO\� LQ� (DVW� $VLD� DQG� /DWLQ� $PHULFD��VXJJHVW�WKDW�KLJK�GHJUHHV�RI�PDFURHFRQRPLF�VWDELOLW\��FUHGLELOLW\�DQG�VXVWDLQDELOLW\�DUH�RI� SDUDPRXQW� LPSRUWDQFH� WR� HQVXUH� D� VWURQJ� SULYDWH� VHFWRU� UHVSRQVH� WR� HFRQRPLF�LQFHQWLYHV��6HUYHQ�DQG�6ROLPDQR�������7KLV�VHFWLRQ�LQYHVWLJDWHV�WKH�IUDPHZRUN�RI�PDFURHFRQRPLF�LQFHQWLYHV�LQ�(J\SW�WR�VHH�LI�LW�SURYLGHV�WKH�QHFHVVDU\�SUHUHTXLVLWHV�IRU�SULYDWH�VHFWRU�OHG�JURZWK��:KDW�IROORZV�LV�D�EULHI� UHYLHZ� RI� ERWK� WKH� VWDELOL]DWLRQ� DQG� VWUXFWXUDO� UHIRUP� HIIRUWV� WR� GDWH�� DV� ZHOO� DV�UHFRPPHQGDWLRQV�RQ�WKH PRVW�FULWLFDO�DUHDV�UHTXLULQJ�IXUWKHU�UHIRUP�
6XFFHVVIXO�6WDELOL]DWLRQ'RPHVWLF� UHIRUPV� LQ� (J\SW� XQGHU� WKH� (FRQRPLF� 5HIRUP� DQG� 6WUXFWXUDO� $GMXVWPHQW�3URJUDP� �(56$3�� KDYH� IRFXVHG� PDLQO\� RQ� VWDELOL]LQJ� WKH� HFRQRP\�� 7KH� FROOHFWLYH�LPSDFW�KDV�EHHQ�VXEVWDQWLDO VLQFH���������



7KH�SXEOLF�GHILFLW� WR�*'3�UDWLR� VKUDQN� WR� LQWHUQDWLRQDOO\�FRPSHWLWLYH� OHYHOV��GRXEOH�GLJLW� LQIODWLRQ�ZDV� EURNHQ� DQG� WKH� FXUUHQW� DFFRXQW�EDODQFH� GHILFLW� DV� D SHUFHQW� RI�*'3�GHFUHDVHG�VLJQLILFDQWO\��)LJXUH�����7KH�H[FKDQJH�UDWH�ZDV�GHYDOXHG�DQG�XQLILHG��DQG�WKH�(J\SWLDQ�SRXQG�KDV�UHPDLQHG�VWDEOH�EHWZHHQ��(�������DQG��(������WR�WKH�86�GROODU�RYHU�WKH� ODVW� IHZ� \HDUV��8QGHU� FRQGLWLRQV� RI� ILVFDO� DGMXVWPHQW�� RSHQ�FDSLWDO� DFFRXQW�� DQG� DQ�LQWHUHVW� GLIIHUHQWLDO� EHWZHHQ� (J\SWLDQ� SRXQG� DQG� GROODU�GHQRPLQDWHG� DVVHWV�� IRUHLJQ�UHVHUYHV� LQFUHDVHG� IURP� ����� ELOOLRQ� WR� ���� ELOOLRQ�� FRYHULQJ� PRUH� WKDQ� ���PRQWKV� RI�LPSRUWV��0LQLVWU\�RI�(FRQRP\��������$V�D�UHVXOW�RI�UHIRUPV�DQG�DWWUDFWLYH�UHWXUQV�RQ�WKH�VWRFN�PDUNHW��SRUWIROLR�LQIORZV�KDYH�LQFUHDVHG�IURP�DQ�DYHUDJH�RI�RQO\����PLOOLRQ�LQ�WKH�HDUO\� ����V� WR� ����� PLOOLRQ� LQ� �������� �0LQLVWU\� RI� (FRQRP\� ������� ([WHUQDO� GHEW�LQGLFDWRUV�DOVR�LPSURYHG�GXULQJ�WKH�VDPH�SHULRG��)LJXUH����
)LJXUH����6WDELOL]DWLRQ�,QGLFDWRUV

��
�
�
��
��
��
��

������� ������� ������� ������� ������� ������� ������� �������


$YHUDJH�DQQXDO�LQIODW LRQ�UDWH%XGJHW�GHILFLW �*'3&XUUHQW�DFFRXQW�*'3

3HUFH
QWDJH


(VWLPDWHG6RXUFH� 0LQLVWU\�RI�(FRQRP\��5HFHQW�(FRQRPLF�6WDWLVWLFV��-XO\������
)LJXUH����'HEW�,QGLFDWRUV
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������� ������� ������� ������� ������� ������� ������� �������


7RWDO�GHEW�*'3'HEW�VHUYLFH�UDWLR
3HUFHQ

WDJH


�(VWLPDWHG6RXUFH� 0LQLVWU\�RI�(FRQRP\��5HFHQW�(FRQRPLF�6WDWLVWLFV��-XO\������

8QFRPSOHWHG�6WUXFWXUDO�$GMXVWPHQWV6WUXFWXUDO� DGMXVWPHQW� HIIRUWV� LQ� (J\SW� KDYH� IRFXVHG� RQ� FRQVROLGDWLQJ� WKH� JDLQV� RI�PDFURHFRQRPLF� VWDELOL]DWLRQ� DV� ZHOO� DV� LQWHQVLI\LQJ� WKH� WDUJHWHG� VWUXFWXUDO� DGMXVWPHQW�WKURXJK�ILQDQFLDO�VHFWRU�UHIRUP��SULYDWL]DWLRQ��GHUHJXODWLRQ��DQG�WUDGH�OLEHUDOL]DWLRQ��
)LQDQFLDO�/LEHUDOL]DWLRQ�5HIRUP�RI�WKH�ILQDQFLDO�VHFWRU�KDV�OHG�WR�VHYHUDO�SRVLWLYH�LPSURYHPHQWV�LQFOXGLQJ�JUHDWHU�HIILFLHQF\� LQ� ILQDQFLDO� LQWHUPHGLDWLRQ�� UHYHUVDO� RI� WKH� GROODUL]DWLRQ� SKHQRPHQRQ�� DQG�UHYLYDO�RI�WKH�VWRFN�PDUNHW�DV�DSSDUHQW�LQ�WKH�PDUNHW�FDSLWDOL]DWLRQ�DQG�WUDGLQJ�YROXPH�LQGLFDWRUV��)LJXUH� ���� 'HVSLWH� WKHVH� WDQJLEOH� GHYHORSPHQWV�� (J\SW¶V� ILQDQFLDO� V\VWHP� VWLOO� VXIIHUV�IURPGHILFLHQFLHV���� SHUFHQW�RI�EDQN�DVVHWV�DUH�FRQWUROOHG�E\�VWDWH�RZQHG�EDQNV��PRVW�SULYDWH�EDQNV� FRQFHQWUDWH� RQ� VKRUW�WHUP�FRPPHUFLDO� OHQGLQJ PDLQO\� WR� ODUJH� DQG�PHGLXP�VL]H�SULYDWH�ILUPV��WKH�LQVXUDQFH�LQGXVWU\�LV�XQGHUGHYHORSHG�DQG�KLJKO\�FRQFHQWUDWHG��DQG�WKH�VWRFN� PDUNHW� GRHV� QRW� SDUWLFLSDWH� HIIHFWLYHO\� LQ� SULYDWH� VHFWRU� ILQDQFH� �:RUOG� %DQN�����D��
)LJXUH����)LQDQFLDO�,QGLFDWRUV
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������� ������� ������� ������� ������� �������


1RPLQDO�0NW��FDSLWDOL]DWLRQ�*'36SUHDG9DOXH�RI�WUDGLQJ�*'3�
3HUFH

QWDJH


�(VWLPDWHG6RXUFH� 6XEUDPDQLDQ��$UYLQG���������³7KH�(J\SWLDQ�6WDELOL]DWLRQ�([SHULHQFH��$Q�$QDO\WLFDO�5HWURVSHFWLYH�́ �(&(6��:RUNLQJ�3DSHU�1R�����3ULYDWL]DWLRQ7KH� SULYDWL]DWLRQ SURFHVV� KDV� EHHQ� DFFHOHUDWHG� RYHU� WKH� ODVW� \HDU� SDUWLDOO\� GXH� WR�LPSURYHG� ILQDQFLDO� LQGLFDWRUV�� %\� -XO\� ������ WKH� JRYHUQPHQW� SULYDWL]HG� ��� RXW� RI� ����FRPSDQLHV� �RQO\� �� ZHUH� VROG� WR� DQFKRU� LQYHVWRUV��� ZLWK� WRWDO� VDOHV� SURFHHGV� RI� �(����ELOOLRQ��UHSUHVHQWLQJ�DOPRVW��� SHUFHQW�RI�WKH�WRWDO�ERRN�YDOXH�RI�6WDWH�2ZQHG�(QWHUSULVHV��62(V��� ZKLFK� DUH� HVWLPDWHG� WR� EH� ZRUWK� �(� ����� ELOOLRQ�� 0RUH� LPSRUWDQWO\�� WKH�SULYDWL]DWLRQ� SURFHVV� KDV� EHHQ� H[SDQGHG� LQ� WKH� SDVW� WZR� \HDUV� WR� LQFOXGH� MRLQW�YHQWXUH�EDQNV�� SXEOLF� EDQNV� DQG� SXEOLF� LQVXUDQFH� FRPSDQLHV�� 7KH� (J\SWLDQ� JRYHUQPHQW� KDV�UHFHQWO\�EHHQ�GLVFXVVLQJ�%XLOG�2SHUDWH�7UDQVIHU��%27��VFKHPHV�DV�D�PHDQV�RI�DWWUDFWLQJ�LQFUHDVHG� SULYDWH� LQYHVWPHQW� IRU� LQIUDVWUXFWXUH�� SDUWLFXODUO\� HOHFWULFLW\� JHQHUDWLRQ��WUDQVSRUWDWLRQ�DQG�WHOHFRPPXQLFDWLRQV��1HYHUWKHOHVV��LQ�(J\SW�WKH�VL]H�RI62(V�UHODWLYH�WR� *'3� LV� DERXW� �� SHUFHQW�� UHODWLYHO\� KLJK� FRPSDUHG� WR� DQ� DYHUDJH� RI� ��SHUFHQW� IRU�RWKHU� GHYHORSLQJ� HFRQRPLHV� �$QGHUVRQ� DQG� 0DUWLQH]� ������� ,Q� DGGLWLRQ�� LW� VKRXOG� EH�QRWHG� WKDW� WKH� OLPLWHG� VDOHV� WR� DQFKRU� LQYHVWRUV� OHDYHV� WKH� JRYHUQDQFH� VWUXFWXUH� RI�SULYDWL]HG�ILUPV�ODUJHO\�XQFKDQJHG��DQG�KHQFH�XQGHUPLQHV�WKH�SRWHQWLDO�ZHOIDUH�HIIHFWV�RI�SULYDWL]DWLRQ�
7UDGH�/LEHUDOL]DWLRQ

� 3XEOLVKHG�GDWD�IURP�WKH�0LQLVWU\�RI�3XEOLF�(QWHUSULVHV�� 7KH�&RPPHUFLDO�,QWHUQDWLRQDO�%DQN��&,%��ZDV�WKH�ILUVW�MRLQW�YHQWXUH�EDQN�WR�EH�SULYDWL]HG�LQ�������IROORZHG�E\�WKH�(J\SWLDQ�$PHULFDQ�%DQN��($%��LQ������



7KH�(J\SWLDQ� JRYHUQPHQW�KDV� LPSOHPHQWHG� VHULRXV�XQLODWHUDO�� UHJLRQDO� DQG�PXOWLODWHUDO�PHDVXUHV� WR� RSHQ� LWV� WUDGH� V\VWHP�� :KLOH� WDULIIV� KDYH� VKRZQ� D� GRZQZDUG� WUHQG�� WKH�SUHVHQW� WUDGH�ZHLJKWHG� QRPLQDO� DYHUDJH� WDULII� RI� ��� SHUFHQW� H[FHHGV� WKH�ZRUOG� DYHUDJH����� SHUFHQW�� DQG� HYHQ� WKH� DYHUDJH� WDULII� RI� RWKHU� GHYHORSLQJ� FRXQWULHV� �����SHUFHQW���7KLV�FRQWULEXWHV�WR�ORZ�SURGXFWLYLW\�DQG�WKUHDWHQV�HIILFLHQW�UHVRXUFH�DOORFDWLRQ��&RXSOHG�ZLWK�RWKHU�IDFWRUV�� WKH�FDVFDGLQJ�QDWXUH�RI�WKH�WDULII�VWUXFWXUH�FUHDWHV�DQ�DQWL�H[SRUW�ELDV�HVWLPDWHG� DW� ���� SHUFHQW� LQ� ���� �0LQLVWU\� RI� &RPPHUFH� DQG� 6XSSO\� ������� )LQDOO\��DGPLQLVWUDWLYH�DQG�IRUHLJQ�WUDGH�SUDFWLFHV�KDYH�QRW�PRYHG�LQ�WKH�VDPH�GLUHFWLRQ�DV�WDULII�UHIRUP��WKXV�LQFUHDVLQJ�WUDGH�UHODWHG�WUDQVDFWLRQ�FRVWV�
'HUHJXODWLRQ7R� LQGXFH� PRUH� SULYDWH� VHFWRU� FRQWULEXWLRQ� WR� HFRQRPLF� DFWLYLW\�� WKH� (J\SWLDQ�JRYHUQPHQW� KDV� ODXQFKHG� D� SURJUDP� WR GHUHJXODWH� WKH� HFRQRP\�� 7KLV� LQFOXGHV�VLPSOLI\LQJ�FRPSDQ\�

� 8QLODWHUDO�WUDGH�OLEHUDOL]DWLRQ�HIIRUWV�LQFOXGHG�VXEVWDQWLDO�UHGXFWLRQ�LQ�WDULII�DQG�QRQ�WDULII�EDUULHUV��5HIRUPV�LQ�WKLV�DUHD�LQFOXGH��UHGXFLQJ��WKH�PD[LPXP�WDULII�IURP����� SHUFHQW�SULRU�WR������WR���� SHUFHQW�LQ�������DQG�KHQFH�QDUURZLQJ��GLVSHUVLRQ�IURP����� ����� SHUFHQW�WR��� � ��� SHUFHQW��7KH�QRPLQDO�XQZHLJKWHG�DYHUDJH�WDULII�IHOO�VOLJKWO\�IURP���� SHUFHQW�LQ������WR������� SHUFHQW�LQ�������ZKLOH�WKH�ZHLJKWHG�DYHUDJH�WDULII�ZDV�HVWLPDWHG�DW����SHUFHQW�LQ�������0LQLVWU\�RI�&RPPHUFH�DQG�6XSSO\��������,Q�DGGLWLRQ��WKH�(J\SWLDQ�SRXQG�KDV�EHHQ�PDGH�FRQYHUWLEOH��DOWKRXJK�LW�LV�QRW�WUDGHG�DEURDG��)RUHLJQ�H[FKDQJH�UHVWULFWLRQV�ZHUH�DEROLVKHG��DQG�IRUHLJQ�FXUUHQF\�WUDQVIHUV�DUH�QRZ�FRPSOHWHO\�IUHH��,Q�WHUPV�RI�PXOWLODWHUDO�DQG�UHJLRQDO�WUDGH�HIIRUWV��(J\SW�LV�DGKHULQJ�WR�WKH�:RUOG�7UDGH�2UJDQL]DWLRQ¶V�UHTXLUHPHQWV�DQG�LV�FORVH�WR�VLJQLQJ�DQ�DVVRFLDWLRQ�DJUHHPHQW�ZLWK�WKH�(XURSHDQ�8QLRQ��7KH�(J\SWLDQ�JRYHUQPHQW�LV�FXUUHQWO\�QHJRWLDWLQJ�ZLWK�WKH�8QLWHG�6WDWHV�RQ�GLIIHUHQW�PHFKDQLVPV�WR�H[SDQG�HFRQRPLF�UHODWLRQVKLSV�ZLWK�FRXQWULHV�RI�(DVWHUQ�DQG�6RXWKHUQ�$IULFD�E\�HVWDEOLVKLQJ�D�FRPPRQ�PDUNHW��DQG�ZLWK�$UDE�FRXQWULHV�WR�UHYLYH�WKH�$UDE�)UHH�7UDGH�$UHD�SURMHFW�ZLWK�SDUWLFXODU�HPSKDVLV�RQ�WUDGH�DQG�LQYHVWPHQW�



UHJLVWUDWLRQ�� FXVWRPV� SURFHGXUHV� DQG� DSSURYDO� SURFHVVHV�� DQG� LVVXLQJ� ODZV� WR� IDFLOLWDWH�EXVLQHVV�RSHUDWLRQV��0LQLVWU\�RI�(FRQRP\�������,Q�UHVSRQVH�WR�(J\SW¶V�VXFFHVVIXO�ILQDQFLDO�VWDELOL]DWLRQ�DQG�WKH�SURVSHFW�RI�LPSURYHG�VWUXFWXUDO� DGMXVWPHQW�� UHDO� *'3� JURZWK� LQFUHDVHG� IURP� ���SHUFHQW� LQ� �������� WR���� SHUFHQW�LQ���������DQG�WKHQ�WR�DOPRVW���SHUFHQW�LQ���������DQG����������0LQLVWU\�RI�(FRQRP\� ������� 'HVSLWH� WKHVH� SRVLWLYH� GHYHORSPHQWV�� (J\SW¶V�FRPSHWLWLYH� SRVLWLRQ��FRPSDUHG�WR�FRXQWULHV�LQ�(DVW�$VLD��LV�QRW�VDWLVIDFWRU\�LQ�WHUPV�RI�HFRQRPLF�JURZWK��WUDGH�SHUIRUPDQFH��RSHQQHVV��VDYLQJ��DQG�LQYHVWPHQW��7DEOH����
5HIRUPV�$KHDG7KUHH�FRQGLWLRQV�DUH�QHFHVVDU\�WR�JXDUDQWHH�WKDW�WKH�PDFURHFRQRPLF�FOLPDWH�LV�FRQGXFLYH�WR�SULYDWH�VHFWRU�GHYHORSPHQW��VWDELOLW\��FUHGLELOLW\�DQG�VXVWDLQDELOLW\��:KLOH�WKH�WZR�ILUVW�FRQGLWLRQV�KDYH�EHHQ�DFKLHYHG�LQ�(J\SW��XQFRPSOHWHG�VWUXFWXUDO�UHIRUPV�VWLOO�XQGHUPLQH�VXVWDLQDELOLW\�/RRNLQJ� DKHDG�� (J\SW¶V� FKDOOHQJH� ZLOO� EH� WR PDLQWDLQ� ILQDQFLDO� VWDELOLW\� DQG�LQWHUQDWLRQDO� FUHGLELOLW\�ZKLOH� SXUVXLQJ� IXUWKHU� VWUXFWXUDO� UHIRUPV�� 6LJQLILFDQW� VWUXFWXUDO�UHIRUPV�DUH�QHFHVVDU\�WR�FDSLWDOL]H�RQ�WKH�VWDELOLW\�DQG�FUHGLELOLW\�WKDW�KDV�EHHQ�UHDOL]HG�DQG� WR� KHOS� DFKLHYH� VXVWDLQDELOLW\�� KHQFH� JXDUDQWHHLQJ� D� PRUH� SRVLWLYH� SULYDWH� VHFWRU�UHVSRQVH��7R�WKLV�HQG��LQFUHDVLQJ�WKH�SDFH�RI�SULYDWL]DWLRQ��WUDGH�OLEHUDOL]DWLRQ��ILQDQFLDO�VHFWRU� GHYHORSPHQW� DQG� GHUHJXODWLRQ� LV� FUXFLDO�� $� PRUH� UDSLG� DQG� ZLGHU� SULYDWL]DWLRQ�SURFHVV� LQFOXGLQJ� LQIUDVWUXFWXUH� DQG� SXEOLF� PRQRSROLHV� LV� LPSRUWDQW� IRU� LQFUHDVLQJ�FRPSHWLWLRQ��DOOD\LQJ�IHDUV
7DEOH����6HOHFWHG�,QGLFDWRUV�IRU�(J\SW�DQG�6RPH�)DVW�*URZLQJ�(FRQRPLHV�&RXQWU\ $YHUDJH�DQQXDOJURZWK�UDWH�RI�*'3 7UDGH�*'3 $YHUDJHWDULII�UDWH *URVV�QDWLRQDO�VDYLQJV�*'3 *URVV�GRPHVWLF�LQYHVWPHQW�*'3��������� ���� ���� ���� ����(J\SW ��� ���� �� ���� �����&KLOH ��� ���� �� ����� �����+RQJ�.RQJ ��� ���� � ����� �����0H[LFR ��� ���� �� ����� �����.RUHD ��� ���� ��� ����� �����6LQJDSRUH ��� ���� ��� ����� �����7KDLODQG ��� ���� ��� ����� �����,QGRQHVLD ��� ���� � ����� �����0DOD\VLD ��� ���� �� ����� �����6RXUFHV� :RUOG� %DQN� :RUOG� 'HYHORSPHQW� ,QGLFDWRUV� ������ 7KH� :RUOG� (FRQRPLF� )RUXP�� 7KH� *OREDO�&RPSHWLWLYHQHVV�5HSRUW�������



RI�SROLF\� UHYHUVLELOLW\�DQG�HQFRXUDJLQJ�SULYDWH� VHFWRU� LQYHVWPHQW�DQG� WKH�UHSDWULDWLRQ�RI�FDSLWDO��)XWXUH�SULYDWL]DWLRQ�HIIRUWV� VKRXOG� LQFOXGH�FKDQJLQJ� WKH�PDQDJHPHQW�DV�ZHOO�DV�WKH�RZQHUVKLS�RI�ILUPV�LQ�RUGHU�WR�PD[LPL]H�WKH�EHQHILW�RI�WKH�VKLIW�IURP�SXEOLF�WR�SULYDWH�RZQHUVKLS�� ,Q� WKLV� UHJDUG�� VDOHV� WR� DQFKRU� LQYHVWRUV� VKRXOG� EH� PRUH� HQFRXUDJHG�� ,Q�DGGLWLRQ��JUHDWHU�RSHQQHVV�WKURXJK�FRQWLQXHG�UHGXFWLRQ�RI�WUDGH�EDUULHUV��GHHSHU�UHJLRQDO�LQWHJUDWLRQ�VFKHPHV�DQG�D�PRUH�IOH[LEOH�H[FKDQJH�UDWH�V\VWHP�ZLOO�FRUUHFW�WKH�ELDV�LQ�WKH�UHODWLYH�SULFHV��HQFRXUDJH�ILUPV�WR�SURGXFH�IRU�JOREDO�PDUNHWV��KHOS�XSJUDGH�WHFKQRORJ\��DQG�VWLPXODWH�JUHDWHU�FRPSHWLWLRQ��)LQDQFLDO�VHFWRU�GHYHORSPHQW�KHOSV�PRELOL]H�VDYLQJV��IXHOV� DFFXPXODWLRQ� RI� SK\VLFDO� DQG� KXPDQ� UHVRXUFHV� DQG� WKHUHE\� SURYLGHV� QHFHVVDU\�LQSXWV� IRU� SULYDWH� VHFWRU� RSHUDWLRQV�� 'HUHJXODWLRQ�� WKURXJK� VLPSOLI\LQJ� EXUHDXFUDWLF�SURFHGXUHV�� HOLPLQDWLQJ� UHG� WDSH�� LQFUHDVLQJ�PDUNHW� FRQWHVWDELOLW\�� UHGXFLQJ� WUDQVDFWLRQ�FRVWV�DQG�VHFXULQJ�SURSHUW\�ULJKWV��LV�OLNHO\�WR�LQGXFH�PRUH�SULYDWH�LQYHVWPHQW�,Q�DGGLWLRQ� WR� WKHVH�UHIRUPV��HYLGHQFH�VXJJHVWV� WKDW�ZLWKRXW�HIILFLHQW� LQVWLWXWLRQV�DQG�HIIHFWLYH� HQIRUFHPHQW�PHFKDQLVPV��PDFUR� UHIRUPV�ZLOO� IDLO� WR�GHOLYHU�SULYDWH� VHFWRU�OHG�JURZWK��$Q�HQDEOLQJ�DQG�FRPSHWLWLYH� LQVWLWXWLRQDO�HQYLURQPHQW� LV�ZLGHO\�DFNQRZOHGJHG�DV� DQ� LQGLVSHQVDEOH� FRPSOHPHQWDU\� FRQGLWLRQ� IRU� HQFRXUDJLQJ� SULYDWH� LQYHVWPHQW�� 7KH�IROORZLQJ� VHFWLRQ� LGHQWLILHV� WKRVH� LQVWLWXWLRQV� WKDW� DUH� LPSHGLQJ� WKH� SULYDWH� VHFWRU� WKH�PRVW�LQ�(J\SW�
,9���,QVWLWXWLRQDO�(QYLURQPHQW��&RQVWUDLQWV��1RW�&RPSODLQWV
(FRQRPLVWV�KDYH�FRPH�WR�EHOLHYH� LQ�UHFHQW�\HDUV� WKDW�XQOHVV� LQVWLWXWLRQDO�FRQGLWLRQV�DUH�DPHQDEOH� WR� JURZWK�� KHDY\� LQYHVWPHQW� LQ� KXPDQ� DQG� SK\VLFDO� FDSLWDO� DQG� SURGXFWLYLW\�GHYHORSPHQW� DUH� OLNHO\� WR� IDLO�� $FFRUGLQJO\�� VRXQG� LQVWLWXWLRQV� SURPRWH� KLJK� PDUNHW�VSHFLDOL]DWLRQ� DQG� FRPSHWLWLYHQHVV�� DQG� UHGXFH� XQFHUWDLQW\� DQG� WUDQVDFWLRQ� FRVWV�� DQG�KHQFH� WKH\�DUH� FUXFLDO� LQ� LQIOXHQFLQJ�SULYDWH� VHFWRU�JURZWK�DQG�HIILFLHQF\� �1RUWK�������2OVRQ�������'HVSLWH� WKH� VLJQLILFDQW� VWHSV� WDNHQ� WR� LPSURYH� WKH� EXVLQHVV� HQYLURQPHQW� LQ� (J\SW��SULYDWH� ILUPV� FODLP� WKDW� PDQ\� LQVWLWXWLRQV� VWLOO� KDPSHU� WKHLU� RSHUDWLRQV� 7KLV� VHFWLRQ�DQDO\]HV� WKH� SUHYDLOLQJ� LQVWLWXWLRQDO� FRQVWUDLQWV� WR� SULYDWH� VHFWRU� GHYHORSPHQW�� 7KH�DQDO\VLV�LV�FRQGXFWHG�IURP�WKH�SHUVSHFWLYH�RI�H[LVWLQJ�ILUPV�UDWKHU�WKDQ�SRWHQWLDO�ILUPV��,W�UHOLHV�RQ�D�VXUYH\�FRQGXFWHG�LQ�HDUO\������RQ�����SULYDWH�ILUPV��7KH�VDPSOH�ZDV�VHOHFWHG�UDQGRPO\�IURP�GLIIHUHQW�HFRQRPLF�DFWLYLWLHV�LQFOXGLQJ�WUDGH��PDQXIDFWXULQJ��RLO��WRXULVP��DQG� FRQVWUXFWLRQ�� )LUPV� RI� YDU\LQJ� VL]HV� DQG� RZQHUVKLS�VWUXFWXUHV� ZHUH� LQFOXGHG� WR�GHWHUPLQH�ZKHWKHU� LQVWLWXWLRQDO� FRQVWUDLQWV� IDOO� GLVSURSRUWLRQDWHO\� RQ� VPDOOHU� ILUPV� DQG�



IRUHLJQ�FRPSDQLHV��9DULDWLRQV�LQ�HFRQRPLF�DFWLYLWLHV�LQGLFDWH�ZKHWKHU�FHUWDLQ�FRQVWUDLQWV�DUH�ELQGLQJ�DFURVV�DFWLYLWLHV�RU�DUH�VHFWRU�VSHFLILF��$�SURILOH�RI�WKH�VDPSOH�LV�JLYHQ�LQ�WKH�DSSHQGL[�1H[W�� WKH�SDSHU�FRPSDUHV� WKH�(J\SWLDQ� LQVWLWXWLRQDO�HQYLURQPHQW� LQ�FRPSDULVRQ�ZLWK�RWKHU� FRXQWULHV�� WR� GHWHUPLQH� ZKLFK� LQVWLWXWLRQV� DUH� VWLOO� LPSHGLQJ� SULYDWH� VHFWRU�GHYHORSPHQW�WKH�PRVW�LQ�(J\SW��)LQDOO\��HDFK�FRQVWUDLQW�LV�DQDO\]HG�LQ�GHWDLO�
&URVV�&RXQWU\�&RPSDULVRQ&RPSDULQJ� WKH� LQVWLWXWLRQDO� HQYLURQPHQW� LQ�(J\SW�ZLWK� WKDW� RI� RWKHU� FRXQWULHV� KHOSV� WR�JDXJH�ZKHWKHU�LQYHVWRUV¶�FRPSODLQWV�UHSUHVHQW�DFWXDO�FRQVWUDLQWV�RU�QRW��$�FURVV�FRXQWU\�DQDO\VLV�DOVR�JLYHV�LQYHVWRUV�DQG�SROLF\PDNHUV�D�UHIHUHQFH�SRLQW�LQ�QHJRWLDWLQJ�IRU�PRUH�UHIRUP�DQG�GHUHJXODWLRQ��DWWUDFWLQJ�IRUHLJQ�GLUHFW�LQYHVWPHQW��DQG�VHWWLQJ�JURZWK�WDUJHWV��0RUH� LPSRUWDQWO\�� LQ� DQ� LQFUHDVLQJO\� OLEHUDOL]HG� DQG� FRPSHWLWLYH� JOREDO� PDUNHW��LQWHUQDWLRQDO�WHFKQRORJ\��PDQDJHPHQW�VNLOOV�DQG�FDSLWDO�IORZV�WR�HFRQRPLHV�WKDW�RIIHU�WKH�PRVW�FRPSHWLWLYH�DQG�ULFK�HQYLURQPHQW��/DJJLQJ�EHKLQG�LQWHUQDWLRQDO�SHUIRUPDQFH�OHYHOV�ZLOO�EH�FRVWO\�WR�(J\SW��,Q�HYDOXDWLQJ�(J\SW¶V� LQVWLWXWLRQDO�FRQVWUDLQWV��7KH�,QWHUQDWLRQDO�&RXQWU\�5LVN�*XLGH�LV D�XVHIXO� LQGH[� WKDW�PHDVXUHV� WR�ZKDW� H[WHQW� WKH� LQVWLWXWLRQDO� HQYLURQPHQW� LV�EXVLQHVV�IULHQGO\��,W�IRFXVHV�RQ�ILYH�LQVWLWXWLRQDO�YDULDEOHV��FRQWUDFW�UHSXGLDWLRQ��H[SURSULDWLRQ�ULVN��FRUUXSWLRQ��UXOH�RI�ODZ��DQG�EXUHDXFUDWLF�TXDOLW\��3ROLWLFDO�5LVN�6HUYLFHV�������)LJXUHV���DQG���LQGLFDWH�WKDW�DOWKRXJK�(J\SW¶V�UDWLQJ�KDV�LPSURYHG VRPHZKDW�GXULQJ�WKH�SHULRG�IURP������WR�������UHIOHFWLQJ�DQ�LPSURYHPHQW�LQ�LWV� LQVWLWXWLRQDO�IUDPHZRUN��LQVWLWXWLRQDO� FRQVWUDLQWV� DUH� VWLOO� KLJK� LQ�(J\SW�FRPSDUHG� WR�PDQ\�GHYHORSLQJ�FRXQWULHV��7KLV�PD\�SDUWLDOO\�H[SODLQ�WKH�ORZ�OHYHO�RI�SULYDWH�VHFWRU�JURZWK�LQ�(J\SW��DV�ZHOO�DV�WKH�OLPLWHG�)',�LQIORZV�WR�(J\SW�RYHU�WKH�SDVW�ILYH�\HDUV��6HFWLRQ����
)LJXUH����,QVWLWXWLRQDO�&RQVWUDLQWV�LQ�(J\SW�2YHU�7LPH
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6RXUFH��,QWHUQDWLRQDO�&RXQWU\�5LVN�*XLGH�������)LJXUH����,QVWLWXWLRQDO�&RQVWUDLQWV�LQ�(J\SW�DQG�6HOHFWHG�&RXQWULHV
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0DOD\VLD (J\SW &KLOH 7KDLODQG 6LQJDSRUH .RUHD

,&5*
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6RXUFH� ,QWHUQDWLRQDO�&RXQWU\�5LVN�*XLGH�������
,Q�VKRUW��WKLV�FURVV�FRXQWU\�FRPSDULVRQ�VKRZV�WKDW�WKH�EXVLQHVV�HQYLURQPHQW�LQ�(J\SW�LV�OHVV�DWWUDFWLYH�WKDQ�PDQ\�RI�LWV�FRPSHWLWRUV��DQG�WKDW�LQYHVWRUV¶�FRPSODLQWV�DUH�OLNHO\�WR�EH�UHDO�FRQVWUDLQWV��7KHUHIRUH�LW�LV�QHFHVVDU\�WR�LGHQWLI\�ZKLFK�LQVWLWXWLRQV�LPSHGH�SULYDWH�VHFWRU�GHYHORSPHQW�WKH�PRVW�LQ�(J\SW��

2YHUDOO�$VVHVVPHQW7KLV� VHFWLRQ� SURYLGHV� DQ� RYHUDOO� DVVHVVPHQW� RI� LQVWLWXWLRQDO� FRQVWUDLQWV�� WKHLU� UDQNLQJ�DFFRUGLQJ�WR�VHYHULW\��HFRQRPLF�DFWLYLW\��ILUPV¶�VL]H�DQG�RZQHUVKLS�VWUXFWXUH�
(&(6¶�2YHUDOO�5DQNLQJ�RI�&RQVWUDLQWV7KH� (&(6� VXUYH\� ILQGLQJV� VKRZ� WD[� DGPLQLVWUDWLRQ�� FRPPHUFLDO� GLVSXWH� VHWWOHPHQW��VXSSRUW�VHUYLFHV��DQG�ODERU��UHVSHFWLYHO\��DV�WKH�SULPDU\�FRQVWUDLQWV�OLPLWLQJ�WKH�RSHUDWLRQ�DQG� JURZWK� RI� WKH� SULYDWH� VHFWRU� LQ� (J\SW�� 8QRIILFLDO� SD\PHQWV�ZHUH� QRW� FRQVLGHUHG� D�VLJQLILFDQW REVWDFOH� WR� SULYDWH� EXVLQHVV� LQ�(J\SW��&RQVWUDLQWV� UDWHG� DV�PRGHUDWH� LQFOXGH�GLIILFXOWLHV� LQ� H[SRUWLQJ�� FRVW� DQG� DFFHVV� WR� ILQDQFH�� HFRQRPLF� SROLF\� XQFHUWDLQW\��LQVXIILFLHQW� ORFDO� GHPDQG� DQG� LQSXW� SURFXUHPHQW� SUREOHPV�� ,W� VKRXOG� EH� QRWHG� WKDW� WKH�QRQ�UHJXODWRU\� REVWDFOHV�� VXFK� DV� XQFHUWDLQW\� RI� HFRQRPLF� SROLF\� DQG� LQVXIILFLHQF\� RI�ORFDO� GHPDQG�� UDQN� UHODWLYHO\� ORZ��7KLV� LQGLFDWHV� WKDW� LQVWLWXWLRQDO� FRQVWUDLQWV� DUH�PRUH�SUREOHPDWLF�WKDQ�HFRQRPLF�REVWDFOHV�WR�SULYDWH�VHFWRU�GHYHORSPHQW�LQ�(J\SW��)LJXUH����$ FRPSDULVRQ� EHWZHHQ� WKH� FRQVWUDLQWV� HQWUHSUHQHXUV� LQ� (J\SW� IDFHG� LQ� ����� DQG� LQ������UHYHDOV�VRPH�LPSRUWDQW�FKDQJHV��:RUOG�%DQN��������6RPH�SUREOHPV�LGHQWLILHG�DV�PDMRU�FRQVWUDLQWV� LQ� WKH�SDVW�FRQWLQXH� WR�KDPSHU� WKH�JURZWK�RI�WKH�SULYDWH�VHFWRU��ZKLOH�RWKHUV� KDYH� EHHQ�DPHOLRUDWHG��2Q�RQH�KDQG�� FRPSOLFDWHG� WD[�DGPLQLVWUDWLRQ�� LQHIILFLHQW�GLVSXWH� VHWWOHPHQW�� XQTXDOLILHG� ODERU� DQG� ZHDN� VXSSRUW� VHUYLFHV� VWLOO� KDPSHU� SULYDWH�



VHFWRU�RSHUDWLRQ�� ,Q� IDFW�� WKHLU� UHODWLYH� LPSRUWDQFH�KDV� LQFUHDVHG�DQG� WKH\�DUH� UDQNHG�DV�WKH�PRVW�VHYHUH�FRQVWUDLQWV�WR�SULYDWH�LQYHVWPHQW�WRGD\��2Q�WKH�RWKHU�KDQG��WKH�VHYHULW\�RI�VRPH�SUREOHPV��LQFOXGLQJ�FRVW�DQG�DFFHVV�WR�ILQDQFH��EXUHDXFUDWLF�SURFHGXUHV��DQG�SROLF\�XQFHUWDLQW\�� VHHPV� WR� KDYH� EHHQ� UHGXFHG� VLQFH� ������ 7KH� ORZHU� UDQNLQJ� RI� WKHVH�FRQVWUDLQWV�FRQILUPV�WKH�SRVLWLYH�DFKLHYHPHQWV�RI�(J\SW¶V�UHIRUP�SURJUDP��SDUWLFXODUO\�LQ�WHUPV�RI�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�GHUHJXODWLRQ��
6HYHULW\�RI�&RQVWUDLQWV�DFURVV�(FRQRPLF�$FWLYLWLHV�7KH� VHYHULW\� RI� LQVWLWXWLRQDO� FRQVWUDLQWV� IDFLQJ� SULYDWH� VHFWRU� EXVLQHVV� DOVR� YDULHV� E\�HFRQRPLF� DFWLYLW\�� ,W� LV� KLJKHVW� LQ� WKH� WUDGH� VHFWRU�� IROORZHG� E\� FRQVWUXFWLRQ��PDQXIDFWXULQJ��DQG�WRXULVP��DQG�LV�ORZHVW�LQ�WKH�RLO�VHFWRU��)LJXUH�����'LIIHUHQFHV�LQ�WKH�GHJUHH�RI�VHYHULW\�UHIOHFW��WR�D�FHUWDLQ�H[WHQW��WKH VSHFLILF��,Q�DGGLWLRQ��WKH�H[WHQW�WR�ZKLFK�WKH� UHJXODWRU\� REVWDFOHV� DUH� ELQGLQJ� YDULHV� E\� HFRQRPLF� DFWLYLW\��$V� QRWHG� LQ�7DEOH� ���ZKLOH�WD[�DGPLQLVWUDWLRQ�LV�PRVW�ELQGLQJ�WR�WKH�WUDGH�VHFWRU��LW�LV�OHVV�FRQVWUDLQLQJ�IRU�WKH�RLO�VHFWRU��&RPPHUFLDO�GLVSXWH�VHWWOHPHQW�LV�WKH�SULPDU\�FRQVWUDLQW�LPSHGLQJ LQYHVWPHQW�LQ�WKH�FRQVWUXFWLRQ�VHFWRU��EXW�WKLV�FRQVWUDLQW�UDQNV�UHODWLYHO\�ORZ�IRU�WKH�WRXULVP�VHFWRU��0RUHRYHU�� XQRIILFLDO� SD\PHQWV� DUH� WKH� SULPDU\� FRPSODLQW� RI� ILUPV� LQ� WKH� FRQVWUXFWLRQ�VHFWRU�� SHUKDSV� EHFDXVH� WKHVH� ILUPV� DUH� LQYROYHG� LQ� JRYHUQPHQW� SURFXUHPHQW�� /DERU�SUREOHPV�DUH�IHOW�PRUH�DFXWHO\�E\�ILUPV�LQ�WKH�RLO�VHFWRU�EHFDXVH�WKH�RLO�LQGXVWU\�LV�KLJKO\�VRSKLVWLFDWHG��DQG�IRUHLJQ�ILUPV�RSHUDWLQJ�LQ�WKH�RLO�LQGXVWU\�DUH�PRUH�OLNHO\�WR�DGKHUH�WR�ULJRURXV�GRPHVWLF�ODERU�ODZV�
)LJXUH����2YHUDOO�5DQNLQJ�RI�,QVWLWXWLRQDO�&RQVWUDLQWV
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6HYHULW\�RI�&RQVWUDLQWV�E\�6L]H�RI�)LUP �7KH�VHYHULW\�RI�LQVWLWXWLRQDO�FRQVWUDLQWV�WR�EXVLQHVV�DOVR�YDULHV�DFFRUGLQJ�WR�WKH�VL]H�RI�WKH�ILUP��2Q�DYHUDJH�� VPDOO� ILUPV�VXIIHU�PRUH� WKDQ� ODUJH�RQHV� IURP�LQVWLWXWLRQDO�FRQVWUDLQWV��)LJXUH� ���� 7KLV� LV� HVSHFLDOO\� DSSDUHQW� LQ� WD[� DGPLQLVWUDWLRQ� DQG� GLVSXWH� VHWWOHPHQW��EHFDXVH� VPDOO� ILUPV� FDQQRW� DIIRUG� DFFRXQWDQWV� DQG� ODZ\HUV� DQG�WKHLU� ODFN� RI� FROODWHUDO�UHVWULFWV� WKHLU� DFFHVV� WR� DIIRUGDEOH� FUHGLW�� 7KH� RQO\� FRQVWUDLQW� WKDW� SURYHG� WR� EH� OHVV�SUREOHPDWLF�IRU�VPDOO�ILUPV�LV�ODERU�LVVXHV��7KLV�LV�PDLQO\�EHFDXVH�PRVW�VPDOO�ILUPV�DUH�IDPLO\�EXVLQHVVHV��DQG�WKH�HQIRUFHPHQW�RI� ODERU�UHJXODWLRQV�LV�ZHDN�LQ�VPDOO�ILUPV��HVSHFLDOO\�WKRVH�HPSOR\LQJ�OHVV�WKDQ����ZRUNHUV�
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7DEOH����5DQNLQJ�RI�,QVWLWXWLRQDO�&RQVWUDLQWV�E\�2ZQHUVKLS��6L]H�DQG�(FRQRPLF�$FWLYLW\(FRQRPLF�SROLF\�XQFHUWDLQW\

/DERU�FRVW��TXDOLW\�	�UHJXODWLRQV
&RVW�RI�DFFHVV�WR�ILQDQFH

,QSXWSURFXUHPHQW 7D[�DGPLQ� ,QVXIILFLHQW�ORFDO�GHPDQG
'LIILFXOWLHVLQH[SRUWLQJ

6XSSRUW�VHUYLFHV 8QRIILFLDO�SD\PHQWV 'LVSXWH�VHWWOHPHQW
2ZQHUVKLS/RFDO)RUHLJQ ���� ���� ���� ���� ���� ���� ���� 1$1$ 1$1$ ����
6L]H6PDOO �� �� �� �� �� �� �� �� �� ��0HGLXP �� �� �� �� �� �� �� �� �� ��/DUJH �� �� �� �� �� �� �� �� �� ��
$FWLYLW\,QGXVWU\ �� �� �� �� �� �� �� �� �� ��2LO �� �� �� �� �� �� �� �� �� ��7UDGH �� �� �� �� �� �� �� �� �� ��7RXULVP �� �� �� �� �� �� �� �� �� ��
� 6PDOO�ILUPV�DUH�GHILQHG�DV�HPSOR\LQJ�OHVV�WKDQ����ZRUNHUV��PHGLXP�VL]HG�ILUPV�HPSOR\�IURP����WR�����ZRUNHUV��DQG�ODUJH�ILUPV�DUH�WKRVH�WKDW�HPSOR\�PRUH�WKDQ�����ZRUNHUV�
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6RXUFH� (&(6�VXUYH\�UHVXOWV�������
6HYHULW\�RI�&RQVWUDLQWV�$FFRUGLQJ�WR�2ZQHUVKLS�,QVWLWXWLRQDO� FRQVWUDLQWV� DOVR� GLIIHU� DFFRUGLQJ� WR� WKH� RZQHUVKLS� VWUXFWXUH� RI� WKH� ILUP��)LJXUH� �� VKRZV� WKDW� GRPHVWLF� ILUPV� VXIIHU� IDU� PRUH� IURP� UHJXODWRU\� DQG� LQVWLWXWLRQDO�FRQVWUDLQWV�WKDQ�IRUHLJQ�ILUPV��7KLV�FRXOG�EH�DWWULEXWHG�WR�WKH�IDFW�WKDW�PRVW�IRUHLJQ�ILUPV�LQFOXGHG�LQ�WKH�VDPSOH�ZHUH�RSHUDWLQJ�LQ�WKH�RLO�VHFWRU� ZKLFK�LV�VXEMHFW�WR�LQWHUQDWLRQDO�FRQWUDFWV��7DEOH���VKRZV�WKDW�DOWKRXJK�IRUHLJQ�ILUPV�VXIIHU�OHVV�WKDQ�GRPHVWLF�ILUPV�IURP�LQVWLWXWLRQDO�FRQVWUDLQWV�LQ�JHQHUDO��WKLV�GRHV�QRW�DSSO\�IRU�ODERU�DQG�VL]H�RI�WKH�PDUNHW�
'LDJQRVLV�RI�,QVWLWXWLRQDO�&RQVWUDLQWV:KLOH� WKH� RYHUDOO� UDQNLQJ� RI� FRQVWUDLQWV� LV� XVHIXO�� LW� REVFXUHV� GHWDLOV� ZKLFK� FRXOG� EH�LPSRUWDQW�IRU�SROLF\�PDNLQJ��7DEOH���UHYHDOV�VRPH�LQWHUHVWLQJ�GHWDLOV�DERXW�FRQVWUDLQWV�WR�GRLQJ�EXVLQHVV�LQ�(J\SW�
)LJXUH����,QVWLWXWLRQDO�&RQVWUDLQWV�E\�2ZQHUVKLS
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6RXUFH� (&(6�VXUYH\�UHVXOWV�������

7DEOH����'HWDLOHG�5DQNLQJ�RI�2EVWDFOHV�WR�3ULYDWH�2SHUDWLRQV�LQ�(J\SW����
&RQVWUDLQW 5DQNLQJ
 &RQVWUDLQW 5DQNLQJ

7D[�DGPLQLVWUDWLRQ )LQDQFHD��/DFN�RI�WUXVW�EHWZHHQ�WD[�FROOHFWRUV�	�WD[�SD\HUV �� D��&RVW�RI�ILQDQFH ��E��,QHIILFLHQF\�RI�WKH�GLVSXWH�V\VWHP �� E��&ROODWHUDO�UHTXLUHPHQWV ��F��$UELWUDU\�HVWLPDWLRQ�RI�WD[DEOH�SURILWV �� F��7LPH�WR�REWDLQ�DSSURYDOV ��G��5HTXLUHG�GRFXPHQWDWLRQ ��6XSSRUWLQJ�VHUYLFHV H��$YDLODELOLW\�RI�ILQDQFH ��D��'RPHVWLF�WUDQVSRUWDWLRQ ��E��,QIRUPDWLRQ�VHUYLFHV �� /RFDO�GHPDQGF��$YDLODELOLW\�DQG�TXDOLW\�RI�WUDLQLQJ�VHUYLFHV �� D� /DFN�RI�LQIRUPDWLRQ�RQ���GRPHVWLF�PDUNHW ��G��$YDLODELOLW\�RI�WHFKQLFDO�DVVLVWDQFH�VHUYLFHV �� E��&RPSOH[LW\�RI�JRYHUQPHQW�SURFXUHPHQW�UHJXODWLRQV ��
H��0DUNHWLQJ�DQG�GLVWULEXWLRQ �� F��,QHIILFLHQF\�RI�PDUNHWLQJ�GLVWULEXWLRQ� ��I��$LUSRUWV�DQG�PDULWLPH�SRUW�VHUYLFHV �� G��'HPDQG�LQVXIILFLHQF\ ��J��/DERUDWRULHV�IRU�WHVWLQJ�VWDQGDUGV ��K��4XDOLILHG�ZDUHKRXVLQJ�IDFLOLW\ �� ,QSXW�SURFXUHPHQWL��0DLQWHQDQFH�DQG�UHSDLU�VHUYLFHV �� ,PSRUWHG�LQSXWVM��+HDOWK�FHUWLILFDWLRQ�DQG�SURFHGXUHV �� D��7DULIIV�DQG�VXUFKDUJHV ��N��7HOHFRPPXQLFDWLRQV �� E��&XVWRPV�SURFHGXUHV ��F��3RUW�VHUYLFHV ��/DERU G��,QIRUPDWLRQ�DERXW�VXSSOLHUV ��D��/DFN�RI�VNLOOHG�ODERU �� 'RPHVWLF�LQSXWVE��'LIILFXOWLHV�LQ�ILULQJ�ODERU �� D��4XDOLW\�DQG�VSHFLILFDWLRQ ��F��+LJK�FRVW�RI�ODERU �� E��3ULFH ��G��8QLRQ�DFWLYLWLHV �� F��'HOLYHU\�RQ�WLPH ��G��$YDLODELOLW\ ��'LIILFXOWLHV�LQ�H[SRUWLQJD��0DUNHWLQJ�DQG�GLVWULEXWLRQ�FRPSDQLHV �� 8QRIILFLDO�SD\PHQWVE��7DULIIV�RQ�LPSRUWHG�LQSXWV �� D��(DFK�LPSRUW�WUDQVDFWLRQ ��F��'UDZEDFN�DQG�WD[�UHEDWH�V\VWHP �� E��7D[�FROOHFWRUV ��G��([SRUW�SURFHGXUHV �� F��(DFK�H[SRUW�WUDQVDFWLRQ ��H��$EVHQFH�RI�H[SRUW�FUHGLW �� G��/DERU�LQVXUDQFH�LQVSHFWRU ��I��,QVXUDQFH�VHUYLFHV �� H��/RDQV�IURP�EDQNV ��
(FRQRPLF�SROLF\�XQFHUWDLQW\D��/DFN�RI�WUDQVSDUHQF\�LQ�ODZ�PDNLQJ ��E��/DFN�RI�UHVSHFW�IRU�SURSHUW\�ULJKWV ��F��3ROLF\�LQVWDELOLW\ ��
�0D[LPXP�GHJUHH�RI�VHYHULW\� ����6RXUFH� (&(6�VXUYH\�UHVXOWV�������



7D[�$GPLQLVWUDWLRQ7D[� DGPLQLVWUDWLRQ� KDV� EHHQ� FLWHG� DV� WKH� PDMRU� FRQVWUDLQW� WR� SULYDWH� VHFWRU�GHYHORSPHQW�LQ�(J\SW��7KLV�SUREOHP�KDV�ORQJ�EHHQ�DPRQJ�WKH�SULPDU\�FRPSODLQWV�RI�WKH� SULYDWH� VHFWRU�� DQG� WKXV� LV� D� FKURQLF� SUREOHP� WKDW� UHTXLUHV� VHULRXV� FRQVLGHUDWLRQ��:RUOG�%DQN�������:RUOG�%DQN�������*DODO��������,QYHVWRUV�GR�QRW�FRPSODLQ�DERXW�WKH� H[WHQW� RI� WD[HV� DV� PXFK� DV� WKH� FRPSOLFDWHG� WD[� DGPLQLVWUDWLRQ� LWVHOI� ZKLFK�LQFUHDVHV� WUDQVDFWLRQ� FRVWV� DQG� LPSHGHV� ILUPV¶� HIILFLHQF\�� ,Q� WHUPV� RI� VSHFLILF�SUREOHPV� UHODWHG� WR� WD[� DGPLQLVWUDWLRQ�� WKH� SULYDWH� VHFWRU� FRPSODLQV�PRVW� DERXW� WKH�ODFN� RI� WUXVW� EHWZHHQ� WD[� FROOHFWRUV� DQG� WD[SD\HUV�� LQHIILFLHQF\� RI� WKH� GLVSXWH�VHWWOHPHQW� V\VWHP�DQG�DUELWUDU\�HVWLPDWLRQ�RI� WD[DEOH�SURILWV�� LQ� WKDW�RUGHU�� ,QYHVWRUV�UHSRUW� WKDW� WKH\� GR� QRW� NQRZ� KRZ�PXFK� WD[HV� WKH\� DFWXDOO\� KDYH� WR� SD\�� 7KH�PDLQ�SUREOHP�LV� WKDW� WKH�FULWHULD� IRU� WD[�DVVHVVPHQW� LV�DPELJXRXV��DQG� WD[�FROOHFWRUV�KDYH�XQOLPLWHG�GLVFUHWLRQDU\�SRZHUV�ZKLFK�OHDG�WD[�RIILFHUV�DQG�WD[SD\HUV�WR�H[WUHPH�LQLWLDO�EDUJDLQLQJ�SRVLWLRQV�� ,QYHVWRUV�DOVR�FRPSODLQ� WKDW� WKH�SURFHVV�RI� WD[�DVVHVVPHQW�DQG�FROOHFWLRQ�LV�WLPH�FRQVXPLQJ�DQG�FRVWO\��,Q�PDQ\�LQVWDQFHV��LW�OHDGV�WR�XQGHUUHSRUWLQJ�RI�WD[DEOH�LQFRPH�RU�WD[�HYDVLRQ�DQG�RIWHQ�WDNHV�\HDUV�WR�UHVROYH�LQ�FRXUW��0RUHRYHU��WD[SD\HUV�FRPSODLQ�WKDW�WD[�FROOHFWRUV�WHQG�WR�RYHUHVWLPDWH�WD[HV�GXH�WR�WKH�FROOHFWLRQ�WDUJHWV�ZKLFK�DFW�DV�LQFHQWLYHV�WR�WD[�RIILFHUV��:RUOG�%DQN�������+DVVDQ�������
'LVSXWH�6HWWOHPHQW�7KH�(&(6�VXUYH\�KHOSV�FODULI\�VHYHUDO�DVSHFWV�UHODWHG�WR�GLVSXWH�VHWWOHPHQW�SUREOHPV�DV�D�FRQVWUDLQW�WR�SULYDWH�VHFWRU�EXVLQHVV��7DEOH�����,W�LQGLFDWHV�WKDW�WKH�DYHUDJH�WLPH�QHHGHG�WR�UHVROYH�GLVSXWHV�LQ�FRXUW� LV�IRXU�DQG�D�KDOI�\HDUV�FRPSDUHG�WR�RQH�\HDU�RXWVLGH�RI�FRXUW��7KH� VXUYH\� DOVR� VKRZV� WKDW� WKH� PDLQ� UHDVRQV� IRU� GLVSXWHV� DUH� EDQNUXSWF\�� EURNHQ�DJUHHPHQWV��SUREOHPV�ZLWK�WKH�WD[�DXWKRULW\��DQG�TXDOLW\�RI�VXSSOLHV��UDQNHG�DFFRUGLQJ�WR�WKHLU� LPSRUWDQFH�� $V� IRU� WKH� SDUWLHV� LQYROYHG� LQ� GLVSXWHV�� QHDUO\� WZR�WKLUGV� RI� GLVSXWHV�WDNH� SODFH� EHWZHHQ� SULYDWH� ILUPV�� ZKLOH� GLVSXWHV� ZLWK� JRYHUQPHQW� ERGLHV� UHSUHVHQW��� SHUFHQW� RI� WRWDO� GLVSXWHV�� 7KH� UHPDLQLQJ� VKDUH� RI� GLVSXWHV� LV� ZLWK� EDQNV�� ODERU� DQG�62(V�� $SDUW� IURP� EHLQJ� WLPH� FRQVXPLQJ�� LQYHVWRUV� DOVR� FRPSODLQ� WKDW� OLWLJDWLRQ� LV�H[SHQVLYH�DQG� WKDW� WKH� MXGLFLDO� V\VWHP� LV�QRW�ZHOO�DFTXDLQWHG�ZLWK�FRPPHUFLDO�GLVSXWHV�UHODWHG� WR� PDUNHW� HFRQRPLHV�� 0XFK� RI� WKH� H[LVWLQJ� OHJLVODWLRQ� ZDV� GHYHORSHG� GXULQJ�(J\SW¶V�SHULRG�RI�FHQWUDOL]HG�FRQWURO��LQZDUGQHVV��DQG�GLUHFW�JRYHUQPHQW�SDUWLFLSDWLRQ�LQ�WKH� HFRQRP\�� ZKLFK� PDNHV� LW� LQFRPSDWLEOH� ZLWK� D� G\QDPLF� SULYDWH� VHFWRU�GRPLQDWHG��



RSHQ�PDUNHW�HFRQRP\��1HZ�WUDGH�DJUHHPHQWV�DQG�WKH�JURZLQJ�LPSRUWDQFH�RI�LQWHOOHFWXDO�SURSHUW\�ULJKWV�DOVR�UHTXLUH�WKDW�WKH�7DEOH����'LVSXWHV�6HWWOHPHQW
 6PDOO 0HGLXP /DUJH $YHUDJH7LPH�QHHGHG�WR�UHVROYH�D�GLVSXWH,Q�FRXUW��\HDUV� � � � ���2XW�RI�FRXUW/HVV�WKDQ���\HDU����RI�UHVSRQVHV� �� �� �� ��0RUH�WKDQ���\HDU����RI�UHVSRQVHV� � �� �� ��'LVWULEXWLRQ� RI GLVSXWHV� DFURVV� GLIIHUHQW� DFWRUV����RI�WRWDO�GLVSXWHV�3ULYDWH �� �� �� ��3XEOLF � � � �/DERU � � � �%DQNV � � � �*RYHUQPHQW � �� �� ��
$FFRUGLQJ�WR�WKH�VXUYH\��WKH�WKUHH�PRVW�IUHTXHQW�FDXVHV�RI�GLVSXWHV�DUH��LQDELOLW\�WR�SD\�GXH�WR�EDQNUXSWF\�RQ�FXVWRPHU¶V�VLGH��XQSDLG�FKHFNV�DQG�EUHDNLQJ�RI�DJUHHPHQWV�6RXUFH� (&(6�VXUYH\�UHVXOWV�������
FXUUHQW� ODZV� EH� UHYLVHG�� ,Q� DGGLWLRQ�� LQYHVWRUV� FRPSODLQ� DERXW� WKH� ODFN� RI� FRQWUDFW�HQIRUFHPHQW�PHFKDQLVPV� DQG� WKH� SRRU� HQIRUFHPHQW� RI� ODZV�� ,Q� WKHLU� YLHZ�� WKH� MXGLFLDO�V\VWHP� PXVW� EH� UHIRUPHG� DQG� LPSURYHG� WR� FRSH� ZLWK� WKHLU� QHHGV� LQ� D� JOREDO� PDUNHW�RULHQWHG�HFRQRP\�
6XSSRUWLQJ�6HUYLFHV�,QWHUYLHZV�ZLWK�SULYDWH�ILUPV��FRQGXFWHG�DV�SDUW�RI�WKH�(&(6�VXUYH\��VXJJHVW�WKDW�WKH�KLJK�FRVW�DQG�SRRU�TXDOLW\�RI�VXSSRUW�VHUYLFHV�DUH�PDMRU�LPSHGLPHQWV�WR�SURGXFWLYLW\�JURZWK��$FFRUGLQJ�WR�WKH�VXUYH\�UHVXOWV��WKH�PRVW�LPSRUWDQW�SUREOHPV�DUH�
� +LJK�FRVW�ORZ�TXDOLW\�RI�GRPHVWLF�WUDQVSRUWDWLRQ�� ,QYHVWRUV�DFWLYLWLHV�DUH�KDPSHUHG�E\�WKH�SRRU�PDLQWHQDQFH�RI�WUDQVSRUW�YHKLFOHV��ODFN�RI�HTXLSPHQW�DQG�LQHIILFLHQW�KDQGOLQJ�DQG� ORDGLQJ� VHUYLFHV�� %XVLQHVVSHRSOH� SRLQW� RXW� WKH� QHHG� IRU� LPSURYLQJ� WKH�WUDQVSRUWDWLRQ�VHUYLFHV�E\�ORZHULQJ�WDULIIV�RQ�WUDQVSRUW�YHKLFOHV��LQFUHDVLQJ�UHIULJHUDWHG�WUDQVSRUW�PRGHV�DQG�LQWURGXFLQJ�QHZ�IUHLJKW�OLQHV�� $EVHQFH�RI�DGHTXDWH�LQIRUPDWLRQ�DERXW�VXSSOLHUV�DQG�PDUNHWV�� 'HVSLWH�WKH�UHPDUNDEOH�GHYHORSPHQW�LQ�LQIRUPDWLRQ�VHUYLFHV��DFFHVV�WR�LQIRUPDWLRQ�UHPDLQV�D�SUREOHP�LQ�(J\SW��,QIRUPDWLRQ� LV�QRW� DFFXUDWH� DQG� LV� FRVWO\� WR�REWDLQ�� HVSHFLDOO\� WR� VPDOO�DQG�PLFUR�VL]H�HQWHUSULVHV�ZKLFK�FRQVWLWXWH�WKH�EXON�RI�ILUPV�LQ�(J\SW��� 6KRUWDJH� RI� PDUNHWLQJ� DQG� GLVWULEXWLRQ� VNLOOV� DQG� QHWZRUNV�� 3ULYDWH� ILUPV� FRPSODLQ�WKDW�PDUNHWLQJ��GLVWULEXWLRQ�VHUYLFHV�DQG�DIWHU�VDOHV�VHUYLFHV�DUH�VFDUFH�DQG�LQHIILFLHQW��� /DFN�RI�WHFKQLFDO�DVVLVWDQFH��(YLGHQFH�VXJJHVWV�WKDW�(J\SWLDQ�ILUPV�UHTXLUH�WHFKQLFDO�DVVLVWDQFH�LQ�SURGXFWLRQ�SODQQLQJ��TXDOLW\�PDQDJHPHQW�DQG�WHFKQRORJ\�XSJUDGLQJ�



� 3RRU�WUDLQLQJ�VHUYLFHV��3ULYDWH�ILUPV�UDWH�WKH�LQDGHTXDF\�RI�WUDLQLQJ�FHQWHUV�DV�D�PDMRU�REVWDFOH��� ,QDGHTXDWH� SRUW� VHUYLFHV�� ,QYHVWRUV� FODLP� WKDW� WKH� KLJK� FRVW�� ORZ� TXDOLW\� DQG�FRPSOLFDWHG� SURFHGXUHV� RI� SRUW� VHUYLFHV� DUH� DPRQJ� WKH�PDMRU� IDFWRUV� KDPSHULQJ� WKHLU�SURGXFWLYLW\�JURZWK��$� UHFHQW� VWXG\� LQGLFDWHV� WKDW�(J\SW¶V�VHDSRUW�FKDUJHV�IRU� LPSRUWV�DUH� WULSOH� WKDW� RI� FRPSHWLQJ� FRXQWULHV�� ZKLFK� UDLVHV� WKH� &,)� FRVW� �FRVW� LQFOXGLQJ�LQVXUDQFH�DQG�IUHLJKW��IRU�LPSRUWV�WR�(J\SW�E\�RYHU���SHUFHQW��:RUOG�%DQN�����D���
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