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7KH�DXWKRU�LV�D�VHQLRU�HFRQRPLVW�ZLWK�WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV��DQG�DVVLVWDQW�SURIHVVRU�DW�WKH�)DFXOW\�RI�(FRQRPLFV��&DLUR�8QLYHUVLW\��+H�LV�LQGHEWHG�WR�$PU�$PLQ��$KPHG�*DODO��DQG�%HUQDUG�+RHNPDQ�IRU�KHOSIXO�VXJJHVWLRQV�DQG�GLVFXVVLRQV��DQG�WR�+DOD�)DUHV�IRU�H[FHOOHQW�UHVHDUFK�DVVLVWDQFH��$Q\�HUURUV�LQ�DQDO\VLV��HPSKDVLV�DQG�RSLQLRQ DUH�VROHO\�WKH�UHVSRQVLELOLW\�RI�WKH�DXWKRU�
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$EVWUDFW
7KLV�SDSHU�DGGUHVVHV�TXHVWLRQ�DERXW�(J\SWLDQ�VHUYLFH�LQGXVWULHV�WKDW�DULVH�LQ�WKH�FRQWH[W�RI�WKH�SURSRVHG�(J\SW�(8�WUDGH�DJUHHPHQW��:LOO�(J\SWLDQ�VHUYLFH�LQGXVWULHV�SDUWLFXODUO\�ILQDQFLDO�VHUYLFHV� EH�DEOH�WR�FRSH�ZLWK�OLEHUDOL]DWLRQ"�:KDW�DUH�WKH�SRWHQWLDO�JDLQV�IURP�VXFK�OLEHUDOL]DWLRQ��DQG�WR�ZKDW�H[WHQW�GR�LQHIILFLHQW�VHUYLFH�LPSRVH�D�EXUGHQ�RQ�(J\SWLDQ�ILUPV�DQG�SXW�WKHP�DW�D�GLVDGYDQWDJH�LQ�JOREDO�PDUNHWV"�
7KH�SDSHU�FRQFOXGHV�WKDW�WKH�SURWHFWLRQ�RI�VHUYLFHV�KDV�VLJQLILFDQW�FRVWV�WKDW�KLQGHU�HIILFLHQF\��SURGXFWLRQ�DQG�FRPSHWLWLYHQHVV��7KH�(J\SW�(8�DVVRFLDWLRQ�DJUHHPHQW��KRZHYHU��LV�QRW�OLNHO\�WR�UHVXOW�LQ�VLJQLILFDQW�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV��7KXV�FRQVLGHUDEOH�HIIRUW�DW��WKH�GRPHVWLF�OHYHO�LV�UHTXLUHG�WR�DFKLHYH�OLEHUDOL]DWLRQ�LQ�WKH�VHUYLFHV�VHFWRU�
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���,QWURGXFWLRQ
7KH�WHUP�
VHUYLFHV
�FRPPRQO\�UHIHUV�WR�D�YDULHW\�RI�HFRQRPLF�DFWLYLWLHV�VXFK�DV�DFFRXQWLQJ��GLVWULEXWLRQ��EDQNLQJ��LQVXUDQFH��WRXULVP��KHDOWK��HGXFDWLRQ��WUDQVSRUW��FRPSXWHU�DQG�LQIRUPDWLRQ�VHUYLFHV��WHOHFRPPXQLFDWLRQV��HWF��6HUYLFHV�SURYLGH�HVVHQWLDO�OLQNDJHV�DPRQJ�HFRQRPLF�DJHQWV�DQG�HQDEOH�SURSHU�PDUNHW�IXQFWLRQLQJ��*URZWK�LQ�WKH�YDOXH�RI�VHUYLFHV�WUDGH�ZRUOGZLGH�KDV�H[FHHGHG�WKDW�RI�PHUFKDQGLVH�LQ�UHFHQW�\HDUV��UHIOHFWLQJ�DGYDQFHV�LQ�LQIRUPDWLRQ��WHOHFRPPXQLFDWLRQV�DQG�WUDQVSRUW�WHFKQRORJ\��7KHVH�KDYH�WUDQVIRUPHG�VHUYLFHV�IURP�ODUJHO\�QRQWUDGDEOH�DFWLYLWLHV�ZLWK�ORZ�SURGXFWLYLW\�JURZWK�SRWHQWLDO��WR�D�VHFWRU�FRPSULVLQJ�D�YDULHW\�RI�IDVW�JURZLQJ��NQRZOHGJH�EDVHG�SURGXFWV�7ZR�FKDUDFWHULVWLFV�GLVWLQJXLVK�VHUYLFHV�IURP�JRRGV��)LUVW��LQWDQJLELOLW\��VHUYLFHV�FKDQJH�WKH�CFRQGLWLRQ
�RI�SHUVRQV�RU�JRRGV�EHORQJLQJ�WR�DQ�HFRQRPLF�XQLW��E\�WKH�DFWLYLW\�RI�RWKHU�HFRQRPLF�XQLW�V���+LOO�������� úúú 6HFRQG��QRQ�VWRUDELOLW\��VHUYLFHV�DUH�FRQVXPHG�DV�WKH\�DUH�SURGXFHG� ûûû7KXV��VHUYLFH�WUDQVDFWLRQV�XVXDOO\�UHTXLUH�WKDW�WKH�SURYLGHU�DQG�FRQVXPHU�RI�WKH�VHUYLFH�LQWHUDFW��DQG�RIWHQ�JLYH�ULVH�WR�JRYHUQPHQW�LQWHUYHQWLRQ�WR�UHGXFH�WKH�TXDOLW\�XQFHUWDLQW\�WKDW�PD\�EH�DVVRFLDWHG�ZLWK�LQWDQJLELOLW\��$�UHVXOW�LV�WKDW��IRU�HIIHFWLYH�OLEHUDOL]DWLRQ��WKH�KDUPRQL]DWLRQ�RI�QDWLRQDO�UHJXODWRU\�V\VWHPV�DQG�DJUHHPHQWV�WR�UHFRJQL]H�WKH�VWDQGDUGV�RI�SDUWQHU�FRXQWULHV�PD\�EH�HVVHQWLDO��1HJRWLDWLRQV�WR�OLEHUDOL]H�WUDGH�LQ�VHUYLFHV�DQG�KDUPRQL]DWLRQ�HIIRUWV�PD\�EH�PRUH�IHDVLEOH�LQ�D�UHJLRQDO�DUUDQJHPHQW��VXFK�DV�WKH�SURSRVHG�(J\SW�(8�DVVRFLDWLRQ�DJUHHPHQW��WKDQ�LQ�D�PXOWLODWHUDO�FRQWH[W�üüü7KLV�SDSHU�DGGUHVVHV�WZR�TXHVWLRQV�WKDW�DULVH�LQ�WKH�FRQWH[W�RI�WKLV�DJUHHPHQW��)LUVW��ZLOO�(J\SWLDQ�VHUYLFH�LQGXVWULHV�LQ�JHQHUDO��DQG�ILQDQFLDO�VHUYLFHV�LQ�SDUWLFXODU��EH�DEOH�WR�FRSH�ZLWK�OLEHUDOL]DWLRQ"�6HFRQG��ZKDW�DUH�WKH�SRWHQWLDO�JDLQV�IURP�VXFK�OLEHUDOL]DWLRQ��RU�DOWHUQDWLYHO\��WR�ZKDW�H[WHQW�GR�LQHIILFLHQW�VHUYLFHV�LPSRVH�D�EXUGHQ�RQ�(J\SWLDQ�ILUPV�DQG�SXW�WKHP�DW�D�GLVDGYDQWDJH�LQ�JOREDO�PDUNHWV"�6HFWLRQ���UHYLHZV�UHFHQW�GHYHORSPHQWV�LQ�ZRUOG�WUDGH�LQ�VHUYLFHV��KLJKOLJKWV�WKH�PDLQ�LPSHGLPHQWV�WR�WUDGH�LPSRVHG�E\�JRYHUQPHQWV��DQG�GLVFXVVHV�WKHLU�UDWLRQDOH��6HFWLRQ���GLVFXVVHV�WUDGH�LQ�VHUYLFHV�EHWZHHQ�(J\SW�DQG�WKH�(8�DQG�WKH�VHUYLFHV�GLPHQVLRQ RI�WKH�SURSRVHG�SDUWQHUVKLS�DJUHHPHQW��,Q�6HFWLRQ����WKH�UROH�RI�VHUYLFHV�LQ�WKH�(J\SWLDQ�HFRQRP\�LV�H[SORUHG��6HFWLRQ���DQDO\]HV�WKH�(J\SWLDQ�ILQDQFLDO�VHUYLFHV�LQGXVWU\��6HFWLRQ���FRQFOXGHV��
úúú7KH�(FRQRPLVW PDJD]LQH�GHILQHV�D�VHUYLFH�DV��VRPHWKLQJ�\RX�FDQ�EX\�RU VHOO�EXW�FDQQRW�GURS�RQ�\RXU�IRRW���/DZ�-RXUQDO�([WUD��9RO��,,��1R������������S����ûûû)LHOHNH���������S������7KHVH�FKDUDFWHULVWLFV�LQGXFHG�HDUO\�HFRQRPLVWV�OLNH�$GDP�6PLWK�WR�VWDWH�WKDW�VHUYLFHV��VHOGRP�OHDYH�DQ\�WUDFH�RU�YDOXH�EHKLQG�WKHP��üüü+RHNPDQ�DQG�6DXYH���������SS������
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���7KH�6WDWH�RI�6HUYLFHV�LQ�,QWHUQDWLRQDO�7UDGH
'HVSLWH�WKH�LQFOXVLRQ�RI�WUDGH�LQ�VHUYLFHV�LQ�HYHU\�FRXQWU\¶V�EDODQFH�RI�SD\PHQWV��IRU�D�ORQJ�WLPH�VHUYLFHV�ZHUH�ODUJHO\�LJQRUHG�E\�WUDGH�HFRQRPLVWV��UHIOHFWLQJ�WKH�SUHVXPSWLRQ�WKDW�WKH\�ZHUH�QRQWUDGDEOHV��6LQFH�WKH�ODWH�����V��KRZHYHU��WKH�OLWHUDWXUH�RQ�WUDGH�LQ�VHUYLFHV�EHJDQ�WR�JURZ�HQRUPRXVO\��,Q�SDUW��WKLV�ZDV�LQ�UHVSRQVH�WR�WKH�DEVHQFH�RI�UXOHV�RQ�LQWHUQDWLRQDO�WUDGH�LQ�VHUYLFHV�DQG�WKH�YDOXH�RI�VXFK�WUDGH��7KH�QHHG�IRU�SK\VLFDO�SUR[LPLW\�EHWZHHQ�WKH�SURYLGHUV�DQG�UHFLSLHQWV�RI�D�VHUYLFH�LPSOLHV�WKDW�IRU�WUDGH�WR�RFFXU��RIWHQ�HLWKHU�WKH�SURYLGHU�RU�WKH�UHFLSLHQW�RI�D�VHUYLFH�PXVW�PRYH�WR�WKH�RWKHU¶V�ORFDWLRQ��6DPSVRQ�DQG�6QDSH���������7KH�YDULRXV�RSWLRQV�DUH�VKRZQ�LQ�7DEOH���
7DEOH�����&ODVVLILFDWLRQ�RI�6HUYLFHV�7UDGH&RQVXPHU�GRHV�QRW�PRYH &RQVXPHU�PRYHV3URGXFHU�GRHV�QRW��PRYH $�H�J��ILQDQFLDO�VHUYLFHV� %�H�J��WRXULVP��HGXFDWLRQDQG�KHDOWK�
3URGXFHU��PRYHV &�H�J��ODERXU�PRYHPHQW�DQG�IRUHLJQ�GLUHFW�LQYHVWPHQW�

'�H�J��D�WRXULVW�JRLQJ�WR�D�IRUHLJQ�RZQHG�KRWHO�LQ�D�WKLUG�FRXQWU\��6RXUFHV��$GDSWHG�IURP�81&7$'�DQG�:RUOG�%DQN���������%R[������S�����
)LYH�FDWHJRULHV�RI�SROLF\�LQVWUXPHQWV�FDQ�EH�GLVWLQJXLVKHG�DV�LPSHGLPHQWV�WR�VHUYLFHV�WUDGH�
���TXDQWLW\�EDVHG�PHDVXUHV��ZKLFK�UHVWULFW�WKH�YROXPH�RU�YDOXH�RI�WUDQVDFWLRQV�����SULFH�EDVHG�PHDVXUHV����UHTXLUHPHQWV�RI�SK\VLFDO�SUHVHQFH�LQ�WKH�UHOHYDQW�PDUNHW����PHDVXUHV�FRQFHUQHG�ZLWK�VWDQGDUGV��FHUWLILFDWLRQ�UHTXLUHPHQWV�DQG�LQGXVWU\�VSHFLILF�UHJXODWLRQV��DQG���JRYHUQPHQW�SURFXUHPHQW�DQG�VXEVLGL]DWLRQ��

4XDQWLWDWLYH�UHVWULFWLRQV�DQG�VWDQGDUGV�DUH�WKH�PRVW�LPSRUWDQW�DFFHVV�UHVWULFWLRQV�LQ�WKH�VHUYLFHV�FRQWH[W��$OWKRXJK�LPSRUW�WDULIIV�UDUHO\�LPSHGH�WUDGH�LQ�VHUYLFHV��SULFH�FRQWUROV�DUH�FRPPRQ��7KHVH�LQYROYH�HLWKHU�SULFH�VHWWLQJ�E\�JRYHUQPHQW�DJHQFLHV�DQG�RU�SULFH�PRQLWRULQJ�DQG�DSSURYDO�SURFHGXUHV��%DUULHUV�WR�WUDGH�LQ�ILQDQFLDO�VHUYLFHV�LQFOXGH�GLVFULPLQDWLRQ�DJDLQVW�VHUYLFHV�VXSSOLHG�WR�GRPHVWLF�FXVWRPHUV�E\�ILUPV�EDVHG�DEURDG��SURKLELWLRQ�RQ�WKH�HVWDEOLVKPHQW�RI�EUDQFKHV�E\�IRUHLJQ�SURYLGHUV��UHVWULFWLRQV�RQ�WKH�DFWLYLWLHV�RI�IRUHLJQ�ILUPV�
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LQ�WKH�GRPHVWLF�PDUNHWV��H�J��OLPLWV�RQ�WKH�QXPEHU�DQG�ORFDWLRQ�RI�EUDQFKHV���DQG�UHVWULFWLRQV�RQ�WKH�HPSOR\PHQW�RI�IRUHLJQ�VWDII�DQG�WKHLU�PRYHPHQW�LQ�WKH�KRVW�FRXQWU\�6XFK�UHVWULFWLRQV�DUH�LPSRVHG�IRU�GLIIHUHQW�UHDVRQV�ýýý )LUVW��WKH�IDFW�WKDW�LQGXVWULDO�FRXQWULHV�HQMR\�D�FRPSDUDWLYH�DGYDQWDJH�LQ�VHUYLFHV�KDV�RIWHQ�PRWLYDWHG�WKH�SURWHFWLRQ�RI�WKH�ILQDQFLDO�VHUYLFH�LQGXVWU\�LQ�GHYHORSLQJ�FRXQWULHV��(YHQ�LI�D�GHYHORSLQJ�FRXQWU\�PDQDJHV�WR�DFFXPXODWH�WKH�SK\VLFDO�DQG�KXPDQ�FDSLWDO�UHTXLUHG�WR�EHFRPH�FRPSHWLWLYH�LQ�D�VHUYLFH�LQGXVWU\��UHSXWDWLRQ ZLOO�EH�LPSRUWDQW�LQ�FRQWHVWLQJ�PDUNHWV��7KXV��HIILFLHQW�QHZ�HQWUDQWV�LQ�WKH�PDUNHW�RI�LQWHUQDWLRQDO�ILQDQFLDO�VHUYLFHV�PD\�QRW�EH�DEOH�WR�FRPSHWH�ZLWK�ZHOO�HVWDEOLVKHG�ILUPV��HVSHFLDOO\�ZKHQ�FXVWRPHUV�FDQQRW�HDVLO\�GLIIHUHQWLDWH�EHWZHHQ�WKH�SURGXFWV�VXSSOLHG�E\�WKH�QHZ�DQG�ROG�ILUPV��7KH�LQWHUDFWLRQ�EHWZHHQ�JRYHUQPHQW�DQG�ILUPV�PD\�WKHQ�GHWHUPLQH�WKH�ZLQQHUV�DQG�ORVHUV�RI�WUDGH��<RIILH���������6XFK�LQIDQW�LQGXVWU\�DUJXPHQWV�DUH�EROVWHUHG�E\�WKH�H[SHULHQFH�RI�PDQ\�GHYHORSLQJ�FRXQWULHV��EHIRUH�DQG�DIWHU�LQGHSHQGHQFH��ZLWK�IRUHLJQ�EDQNV��7KHVH�ZHUH�DFFXVHG�RI�FRQFHQWUDWLQJ�RQ�VKRUW�WHUP�FUHGLW��XVXDOO\�GLUHFWHG�WRZDUGV�ILQDQFLQJ�RI�WUDGH��DQG�FUHDP�VNLPPLQJ� þþþ 2WKHU�UHDVRQV�IRU�HVWDEOLVKLQJ�EDUULHUV�WR�WUDGH�LQ�ILQDQFLDO�VHUYLFHV�LQFOXGH�D�GHVLUH�WR�FRQWURO�D�NH\�VHFWRU�RI�WKH�HFRQRP\�WR�VDIHJXDUG�QDWLRQDO�VRYHUHLJQW\�DQG�VHFXULW\��DQG�WKH�SXUVXLW�RI�SROLFLHV�IDYRULQJ�WKH�HPSOR\PHQW�RI�QDWLRQDOV��VHH�6FKXOW]���������:KDWHYHU�WKH�UDWLRQDOH�IRU�GLVFULPLQDWRU\�SROLFLHV��WKH�8UXJXD\�5RXQG�RI�PXOWLODWHUDO�WUDGH�QHJRWLDWLRQV�OHG�WR�WKH�FUHDWLRQ�RI�WKH�*HQHUDO�$JUHHPHQW�RQ�7UDGH�LQ�6HUYLFHV��*$76��ZKLFK�KDV�DV�LWV�REMHFWLYH�WKH�SURJUHVVLYH�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV��$V�GLVFXVVHG�LQ�WKH�IROORZLQJ�VHFWLRQ��WKLV�DJUHHPHQW�LV�RI�SDUWLFXODU�LPSRUWDQFH�LQ�WKH�FRQWH[W�RI�WKH�SURSRVHG�SDUWQHUVKLS�DJUHHPHQW�EHWZHHQ�(J\SW�DQG�WKH�(8��DV�LW�LV�OLNHO\�WR�JRYHUQ�WKH�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV�EHWZHHQ�WKH�WZR�SDUWLHV��
���7KH�(8�3DUWQHUVKLS�$JUHHPHQW�DQG�7UDGH�LQ�6HUYLFHV
7R�GHWHUPLQH�WKH�PDJQLWXGH�RI�WUDGH�LQ�VHUYLFHV��D�GLUHFW�PHDVXUH�RI�WKH�YDOXH�RI�LPSRUWV�DQG�H[SRUWV�RI�HDFK�LQWHUQDWLRQDOO\�WUDGHG�VHUYLFH�LV�UHTXLUHG��,Q�WKH�FDVH�RI�ILQDQFLDO�VHUYLFHV��IRU�H[DPSOH��WKLV�PHDVXUH�VKRXOG�LQFOXGH�DOO�IHHV�DQG�FKDUJHV�UHFHLYHG�E\�GRPHVWLF�EDQNV�IURP�QRQUHVLGHQWV�DQG�PXVW�FRYHU�WKH�YDOXH�RI�DOO�ILQDQFLDO�LQWHUPHGLDWLRQ�VHUYLFHV��&XUUHQWO\�QR�VXFK�GDWD�H[LVW��LQGHHG��LQ�PDQ\�FDVHV�WKH�PHDVXUHPHQW�RI�GRPHVWLF�ILQDQFLDO�VHUYLFH�WUDQVDFWLRQV�OHDYHV�PXFK�WR�EH�GHVLUHG� ÿÿÿ 0RVW�RI�WKH�GDWD�UHTXLUHG�IRU�HVWLPDWLQJ�WUDGH�IORZV�
ýýý)RU�VLPLODU�DUJXPHQW�LQ�WKH�FDVH�RI�$UDE�FRXQWULHV��VHH�0RKLHOGLQ�DQG�:DKED��������þþþ6HH�IRU�H[DPSOH�*HUPLGLV�DQG�0LFKDOHW��������ÿÿÿ2Q�WKLV�LVVXH�VHH�$SSHQGL[��$��LQ�:KDOOH\��������DQG�$UQGW��������
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DUH�DOVR�XQDYDLODEOH�IRU�(J\SW��DV�VWDWLVWLFV�RQ�UHFHLSWV�DQG�SD\PHQWV�RI�IRUHLJQ�H[FKDQJH�GR�QRW�GLVWLQJXLVK�EHWZHHQ�WKH�GLIIHUHQW�FRPSRQHQWV�RI�ILQDQFLDO�DQG�EDQNLQJ�VHUYLFHV��$V�(J\SW��DORQJ�ZLWK�LWV�WUDGLQJ�SDUWQHUV��VWDUWV�WR�LPSOHPHQW�WKH�UHFHQW�FKDQJHV�WR�WKH�,0)
V�%DODQFH�RI�3D\PHQWV�0DQXDO��QHFHVVDU\�VWDWLVWLFV�RQ�WUDGH�LQ�ILQDQFLDO�DQG�RWKHU�VHUYLFHV�PD\�EHFRPH�DYDLODEOH��0HDQZKLOH��WKH�VKDUHV�RI�(J\SW
V�UHFHLSWV�DQG�SD\PHQWV�RI�IRUHLJQ�H[FKDQJH�FDQ�EH�XVHG�WR�GHPRQVWUDWH�WKH�LPSRUWDQFH�RI�WUDGH�LQ�VHUYLFHV�EHWZHHQ�(J\SW�DQG�WKH�(8��7DEOH�����
7DEOH����(8�6KDUH�RI�)RUHLJQ�([FKDQJH�)ORZV�5HODWHG�WR�6HUYLFHV�������������������0DLQ�7UDGHG�6HUYLFHV 5HFHLSWV 3D\PHQWV,QVXUDQFH ����� ����6XH]�&DQDO�7ROOV ����� ����7RXULVP ����� �����,QWHUHVWV��3URILWV��HWF��� ����� �����
6RXUFHV� &DOFXODWHG�IURP�&$30$6�$QQXDO�%XOOHWLQ�RI�5HFHLSWV�DQG�3D\PHQWV�RI�)RUHLJQ�([FKDQJH��VHYHUDO�LVVXHV�

7UDGH�LQ�6HUYLFHV�LQ�WKH�3URSRVHG�$JUHHPHQW7XQLVLD�DQG�0RURFFR�UHFHQWO\�VLJQHG�YLUWXDOO\�LGHQWLFDO�DVVRFLDWLRQ�DJUHHPHQWV�ZLWK�(XURSH��,W�LV�YHU\�XQOLNHO\�WKDW�(J\SW�ZLOO�UHDFK�D�VLJQLILFDQWO\�GLIIHUHQW�DJUHHPHQW�LQ�WKH�DUHD�RI�WUDGH�LQ�VHUYLFHV��1HLWKHU�WKH�7XQLVLDQ�QRU�0RURFFDQ�DJUHHPHQWV�PDNH�DQ\�VSHFLILF�FRPPLWPHQWV�WR�OLEHUDOL]H�WUDGH�LQ�VHUYLFHV��%RWK�DJUHHPHQWV�RQO\�UHIHU�WR�WKH�FRPPLWPHQWV�DQG�REOLJDWLRQV�RI�HDFK�SDUW\�XQGHU�WKH�*$76� ���7KH�*$76�FRQVLVWV�RI�WKUHH�PDLQ�HOHPHQWV��)LUVW��D�IUDPHZRUN�DJUHHPHQW�OD\V�GRZQ�JHQHUDO�SULQFLSOHV�DQG�UXOHV�WR�EH�DSSOLHG�WR�DOO�PHDVXUHV�DIIHFWLQJ�VHUYLFHV�WUDGH��LQFOXGLQJ�PRVW�IDYRUHG�QDWLRQ�WUHDWPHQW��0)1���7KH�VHFRQG�HOHPHQW��ZKLFK�LV�WKH�KHDUW�RI�WKH�DJUHHPHQW��FRQVLVWV�RI�VHFWRU�VSHFLILF�FRPPLWPHQWV�RQ�QDWLRQDO�WUHDWPHQW�DQG�PDUNHW�DFFHVV��OLVWHG�LQ�D�VFKHGXOH�VXEPLWWHG�E\�HDFK�FRXQWU\��7KH�WKLUG�LV�DQ�XQGHUVWDQGLQJ�WKDW�SHULRGLF�QHJRWLDWLRQV�ZLOO�EH�XQGHUWDNHQ�WR�OLEHUDOL]H�WUDGH�LQ�VHUYLFHV��7KH�*$76�FRYHUV�WKH�IRXU�PRGHV�RI�VXSSO\�GLVWLQJXLVKHG�LQ�7DEOH����7KLV�JRHV�EH\RQG�WUDQVDFWLRQV�UHFRUGHG�LQ�WKH�EDODQFH�RI�SD\PHQWV��DV�ORFDO�VDOHV�RI�IRUHLJQ�DIILOLDWHV�DUH�LQFOXGHG��+RZHYHU��XQOLNH�3DUW�,9�RI�WKH�*$77��WKH�*$76�GRHV�QRW�SURYLGH�IRU�IDYRUDEOH�WUHDWPHQW�RI�GHYHORSLQJ�HFRQRPLHV��,W�DOVR�GRHV�QRW�LPSRVH�JUHDW�REOLJDWLRQV�RQ�WKHP��XQOHVV�WKH\�
FRPPLW
�WKHPVHOYHV�WR�GR�VR�LQ�
���6HH�$UWLFOH����RI�WKH�$VVRFLDWLRQ�$JUHHPHQW�EHWZHHQ�(XURSH�DQG�7XQLVLD��ZKLFK��LQ�WKLV�UHVSHFW��LV�LGHQWLFDO�WR�WKDW�RI�0RURFFR�
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WKHLU�RIIHUV� ��� 7KH�FRPPLWPHQWV�RI�WKH�0LGGOH�(DVW�DQG�1RUWK�$IULFDQ�FRXQWULHV��LQFOXGLQJ�(J\SW��GR�QRW�LPSO\�PXFK��LI�DQ\��OLEHUDOL]DWLRQ��+RHNPDQ���������7KH�VDPH�FRQFOXVLRQ�WKHQ�DSSOLHV�XQGHU�WKH�DVVRFLDWLRQ�DJUHHPHQWV�ZLWK�(XURSH��0(1$�FRXQWULHV�PDGH�OLPLWHG�FRPPLWPHQWV WKDW�FRYHUHG�RQO\�������RI�WKH�PD[LPXP�SRVVLEOH�RI�WKHLU�VHUYLFHV�VHFWRUV��ZKLOH�WKH�(8�VFKHGXOHG�����RI�LWV�VHUYLFHV��7DEOH�����
7DEOH������&RPPLWPHQWV�RQ�0DUNHW�$FFHVV�IRU�6HUYLFHV��*$76��&RXQWU\�*URXS 1XPEHU�RI�FRPPLWPHQWV�LQ�VHUYLFHV 6HUYLFHV�FRPPLWPHQWV�DV�VKDUH�RI�PD[LPXP�SRVVLEOH����+LJK�LQFRPH�FRXQWULHV'HYHORSLQJ�FRXQWULHV �������� ��������1RUWK�$PHULFD/DWLQ�$PHULFD:HVWHUQ�(XURSH&HQWUDO�(XURSH$IULFD0LGGOH�(DVW�DQG�1RUWK�$IULFD$VLD

����������������������

���������������������������6RXUFH��0RKLHOGLQ�DQG�:DKED���������S������7KH�UHJLRQDO�FODVVLILFDWLRQ�LV�WKDW�RI�WKH�*$77�6HFUHWDULDW�
0HGLWHUUDQHDQ�FRXQWULHV�VXEMHFWHG�RQO\����RI�WKHLU�VHUYLFHV�VHFWRUV�WR�WKH�QDWLRQDO�WUHDWPHQW�DQG�PDUNHW�DFFHVV�SULQFLSOHV��DV�RSSRVHG�WR�����IRU�WKH�(8��(8�VHQVLWLYLW\�WRZDUGV�VHUYLFHV�UHODWHG�ODERU�PRYHPHQW�SDUWO\�H[SODLQV�WKLV�OLPLWHG�FRPPLWPHQW�(J\SW�SUHVHQWHG�RIIHUV�ZKLFK�DUH�VRPHZKDW�PRUH�FRPSUHKHQVLYH�WKDQ�WKRVH�SUHVHQWHG�E\�PRVW�GHYHORSLQJ�FRXQWULHV��&RPSDUHG�WR�WKH�RWKHU�ILYH�$UDE *$76�PHPEHUV��(J\SW�KDV�WKH�KLJKHVW�OHYHO�RI�
QR�UHVWULFWLRQV
�DSSOLHG�RQ�PDUNHW�DFFHVV�DQG�QDWLRQDO�WUHDWPHQW��+RHNPDQ�DQG�3ULPR�%UDJD��������S�������+RZHYHU��EHFDXVH�RI�ORZ�VHFWRUDO�FRYHUDJH�RI�FRPPLWPHQWV�DQG�GXH�WR�WKH�UHODWLYHO\�PRUH�UHVWULFWLYH�PHDVXUHV�ZKLFK�DSSO\�WR�IRUHLJQ�FRPPHUFLDO�SUHVHQFH�DQG�QDWXUDO�SHUVRQV�LQ�WKH�VFKHGXOHG�VHFWRUV��D�FRPPLWPHQW�WR�VLJQLILFDQW�VHUYLFH�OLEHUDOL]DWLRQ�LV�QRW�HYLGHQW��

���&RPSHWLWLYHQHVV�DQG�3URGXFHU�6HUYLFHV�LQ�(J\SW
7KH�(J\SWLDQ�HFRQRP\�LV�LQFUHDVLQJO\�EHFRPLQJ�VHUYLFHV�EDVHG��7KH�FRQWULEXWLRQ�RI�VHUYLFHV�WR�*'3��LQFOXGLQJ�VRFLDO�DQG�SURGXFHU�VHUYLFHV��LQFUHDVHG�IURP�������LQ������WR�������LQ�
���)RU�IXUWKHU�GLVFXVVLRQ�RI�*$76�FRPPLWPHQWV�VHH�+RHNPDQ��������DQG�$OWLQJHU�DQG�(QGHUV��������
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������ZLWK�DQ�DYHUDJH�DQQXDO�UHDO�JURZWK�UDWH�RI������GXULQJ�WKH���������SHULRG��7KLV�LV�KLJKHU�WKDQ�WKH�JURZWK�UDWH�RI�LQGXVWU\��ZKLFK�ZDV�RQO\�������7KH�VHFWRU
V�VKDUH�LQ�IL[HG�FDSLWDO�IRUPDWLRQ�DYHUDJHG�����GXULQJ�WKH���������SHULRG��DQG�LW�HPSOR\V�PRUH�WKDQ�����RI�WKH�ZRUNIRUFH� ��� ([SRUWV�RI�FRPPHUFLDO�VHUYLFHV�DUH�HVWLPDWHG�DW������ELOOLRQ�LQ���������L�H��DOPRVW�GRXEOH WKH�YDOXH�RI�PHUFKDQGLVH�H[SRUWV��7KXV��ZKLOH�(J\SW�ZDV�QRW�OLVWHG�DPRQJ�WKH����OHDGLQJ�PHUFKDQGLVH�H[SRUWHUV�LQ�ZRUOG�WUDGH�LQ�������LW�UDQNV���WK�LQ�WHUPV�RI�FRPPHUFLDO�VHUYLFH�H[SRUWV��7DEOH���LOOXVWUDWHV�WKH�SURJUHVV�WKDW�(J\SW�KDV�PDGH�LQ�WKLV�UHVSHFW�VLQFH������FRPSDUHG�ZLWK�VHOHFWHG�FRXQWULHV��(J\SW
V�UHYHDOHG�FRPSDUDWLYH�DGYDQWDJH��5&$�úùúùúù LQ�FRPPHUFLDO�VHUYLFHV�DOVR�LQFUHDVHG��ULVLQJ�IURP�����WR�����GXULQJ����������7DEOH�����
7DEOH����/HDGLQJ�([SRUWHUV�RI�:RUOG�7UDGH�LQ�&RPPHUFLDO�6HUYLFHV��86��ELOOLRQV�DQG�SHUFHQWDJH�([SRUWHU 5DQN 9DOXH 6KDUH���� ���� ���� ����

86$)UDQFH*HUPDQ\�8.-DSDQ,WDO\6LQJDSRUH&DQDGD0H[LFR6��.RUHD7DLZDQ7XUNH\*UHHFH&KLQD3RUWXJDO(J\SW)LQODQG0DOD\VLD,QGLD%UD]LO,UHODQG
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������������������������������������������������������������������6RXUFHV��:RUOG�%DQN�DQG�81&7$'���������S������DQG�:72���������SS��������
���6HH�:RUOG�%DQN���������S������DQG�WKH�DQQXDO�UHSRUW��������RI�WKH�&HQWUDO�%DQN�RI�(J\SW�úùúùúù5&$�LV�FDOFXODWHG�DV�>;LM�<M@�>;LZ�<Z@��ZKHUH�;LM LV�H[SRUWV�RI�SURGXFW�L�E\�FRXQWU\�M��<M LV�WRWDO�H[SRUWV�RI�SURGXFWV�E\�FRXQWU\�M��DQG�Z�VWDQGV�IRU�ZRUOG�WUDGH��VHH�+RHNPDQ�DQG�3ULPR�%UDJD���������S������



(&(6�:3��0RKLHOGLQ�����

�

,Q�WKH�DEVHQFH�RI�SUHFLVH�PHDVXUHV�RI�UHODWLYH�FRPSHWLWLYHQHVV��7DEOH���SURYLGHV�DQ�LQGLFDWLRQ�RI�WKH�YDULDWLRQ�LQ�VSHFLDOL]DWLRQ�LQ�FRPPHUFLDO�VHUYLFHV�EHWZHHQ�WKH�VHOHFWHG�FRXQWULHV��7KH�KLJKHU�WKH�5&$��WKH�JUHDWHU�WKH�REVHUYHG�FRPSHWLWLYHQHVV�RI�WKH�FRXQWU\��DQ\�YDOXH�JUHDWHU�WKDQ�RQH�LQGLFDWHV�UHODWLYH�VSHFLDOL]DWLRQ��,Q�WKH�(J\SWLDQ�FDVH�WKLV�UHIOHFWV�6XH]�&DQDO�GXHV��UHPLWWDQFHV�RI�(J\SWLDQ�ZRUNHUV�DEURDG��DQG�WRXULVP�
7DEOH�����5HYHDOHG�&RPSDUDWLYH�$GYDQWDJH�LQ�&RPPHUFLDO�6HUYLFHV�LQ�6HOHFWHG�&RXQWULHV
&RXQWU\ ���� ���� ����(J\SW7XUNH\7XQLVLD0RURFFR-RUGDQ0H[LFR.RUHD-DSDQ8.)UDQFH,WDO\*HUPDQ\*UHHFH6SDLQ
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�������������������������������������������������������6RXUFHV� &DOFXODWHG�XVLQJ�GDWD�IURP�,0)���������,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN��DQG�+RHNPDQ�DQG�%UDJD���������S������
'HVSLWH�(J\SW
V�UHODWLYH�VSHFLDOL]DWLRQ�LQ�VHUYLFHV��PDQ\�SURGXFHU�VHUYLFHV��VXFK�DV�LQVXUDQFH��WHOHFRPPXQLFDWLRQV��SRUWV�DQG�WUDQVSRUWDWLRQ�DUH�RI�ORZ�TXDOLW\�DQG�RU�KLJK�FRVW��LQ�SDUW�EHFDXVH�RI�VWDWH�PRQRSROLHV�RU�VWDWH�GRPLQDWHG�ROLJRSROLVWLF�PDUNHW�VWUXFWXUHV��6WDWH�PRQRSROLHV�LQ�WKHVH�VHFWRUV�DUH�SURWHFWHG�E\�DUWLILFLDO�EDUULHUV�WR�WUDGH��EDVHG�RQ�QRQ�HFRQRPLF�FULWHULD�VXFK�DV�QDWLRQDO�VHFXULW\�DQG�
VWUDWHJLF
�LQWHUHVWV��ZKLFK�DUH�H[DJJHUDWHG�LQ�VRPH�FDVHV�WR�MXVWLI\�VWDWH�FRQWURO��/DFN�RI�FRPSHWLWLRQ�DQG�FRQWHVWDELOLW\�KDYH�UHVXOWHG�LQ�SRRU�TXDOLW\�DQG�KLJK�FRVWV��8VHUV�RI�WKHVH�VHUYLFHV��HVSHFLDOO\�H[SRUWHUV�LQ�WKH�DJULFXOWXUDO��PDQXIDFWXULQJ�DQG�VHUYLFHV�VHFWRUV��DUH�SXW�DW�D�FRPSDUDWLYH�GLVDGYDQWDJH��JLYHQ�WKDW�WKH\�KDYH�WR�FRSH�ZLWK�KLJKHU�WUDQVDFWLRQ�FRVWV�úúúúúú

úúúúúú2Q�WKLV�LVVXH�VHH�6FKRXWHQ��������
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7KH�&DVH�RI�0DULWLPH�7UDQVSRUW'HVSLWH�(J\SW¶V�VWUDWHJLF�ORFDWLRQ��LWV�HQRUPRXV�VSHQGLQJ�RQ�WUDQVSRUW�LQIUDVWUXFWXUH��DQG�WKH�VL]H�RI�WKH�VHFWRU� úûúûúû ERWK�WKH�TXDOLW\�DQG�FRVW�RI�WUDQVSRUW�VHUYLFHV�UHPDLQ�XQVDWLVIDFWRU\��/DZ����RI������FUHDWHG�VWDWH�PRQRSROLHV��DFURVV�WKH�ERDUG��RI�DOO�SRUW�VHUYLFHV��$UWLFOH���RI�WKLV�ODZ�GHWHUPLQHV�WKDW��PDULWLPH�WUDQVSRUW�DFWLYLWLHV��LQFOXGLQJ�IUHLJKW�IRUZDUGLQJ��ORDGLQJ�DQG�XQORDGLQJ��FDWHULQJ�RI�YHVVHOV��PDLQWHQDQFH�RI�PDULWLPH�VXSSOLHV��>��@��VKDOO�EH�UHVWULFWHG�WR�SHUVRQV�RU�HQWLWLHV�UHJLVWHUHG�E\�WKH�(J\SWLDQ�3XEOLF�2UJDQL]DWLRQ�IRU�0DULWLPH�7UDQVSRUW��FUHDWHG�E\�WKH�0LQLVWU\�RI�7UDQVSRUW�WR�DGPLQLVWHU�WKLV�ODZ��úüúüúü0RUHRYHU��WKH�VKDUHG�RZQHUVKLS�DQG�LQWHUORFNLQJ�GLUHFWRUVKLS�EHWZHHQ�WKH�VWDWH�RSHUDWLQJ�FRPSDQLHV�DQG�SRUW�DXWKRULWLHV�KDYH UHVWUDLQHG�FRPSHWLWLRQ�DQG�UHGXFHG�LQFHQWLYHV�WR�PDLQWDLQ�SRUW�IDFLOLWLHV�RU�LPSURYH�RSHUDWLQJ�SUDFWLFHV� úýúýúý7KH�FRPSDUDWLYH�FRVW�RI�VKLSPHQW�DQG�ORDGLQJ�LQ�(J\SW�LQ������ZDV�KLJKHU�WKDQ�WKDW�RI�-RUGDQ��6\ULD�DQG�7XUNH\�E\�DSSUR[LPDWHO\����������DQG�����UHVSHFWLYHO\� úþúþúþ 3RUW�VHUYLFH�IHHV�DUH�VRPH�����KLJKHU�WKDQ�LQ�RWKHU�SRUWV�LQ�WKH�UHJLRQ��:KLOH�IUHLJKW�FRVWV�WR�(XURSH��IRU�H[DPSOH��DUH�ORZHU�WKDQ�RWKHU�FRXQWULHV��WKH�FRVWV�RI�ORDGLQJ�DQG�VWHYHGRULQJ�DUH�KLJKHU��ZKLFK�PDNH�WKH�WRWDO�FRVW�LQ�(J\SW�WKH�KLJKHVW�FRPSDUHG�WR�RWKHU�FRXQWULHV�LQ�WKH�UHJLRQ� úÿúÿúÿ7UDQVSRUW�FRVWV�DFFRXQW�IRU�����RI�WKH�&,)�FRVW�RI�LPSRUWV��DQG�����RI�WKH�FRVW�RI�LPSRUWHG�LQSXWV��DQG�KHQFH�UHGXFH�WKH�DELOLW\�RI�(J\SWLDQ�H[SRUWLQJ�LQGXVWULHV�WR�FRPSHWH�LQWHUQDWLRQDOO\� ú�ú�ú�'HUHJXODWLRQ�RI�SRWHQWLDOO\�FRPSHWLWLYH�WUDQVSRUW�DFWLYLWLHV�DQG�VWLPXODWLQJ�SULYDWH�VHFWRU�SDUWLFLSDWLRQ�DUH�UHTXLUHG�WR�HQKDQFH�FRPSHWLWLRQ��3ULYDWH�SDUWLFLSDWLRQ�ZLWKLQ�DQ�DGHTXDWH�UHJXODWRU\�IUDPHZRUN�KDV�UHVXOWHG�LQ�LPSURYHPHQW�LQ�WKH�TXDOLW\�RI�SURYLGHG�VHUYLFHV�DQGORZHU�FRVWV�LQ�RWKHU�GHYHORSHG�DQG�GHYHORSLQJ�FRXQWULHV�ú�ú�ú�$OWKRXJK�SULYDWH�SURYLVLRQ�RI�SRUW�DQG�UHODWHG�LQIUDVWUXFWXUH�PD\�QRW�EH�HFRQRPLFDOO\�HIILFLHQW�GXH�WR�ODUJH�VXQN�FRVWV��RSHUDWLQJ�DQG�HTXLSSLQJ�IDFLOLWLHV�YLD�OHDVHV�DQG�FRQFHVVLRQV�ZRXOG�PDNH�VHUYLFHV�FRQWHVWDEOH� ú�ú�ú�
úûúûúû7KH�UHODWLYH�LPSRUWDQFH�RI�WKH�WUDQVSRUW�DQG�WHOHFRPPXQLFDWLRQV�VHFWRUV�UHDFKHG������RI�WKH�*'3��LI�ZH�LQFOXGHWKH�6XH]�&DQDO��WKH�ILJXUH�LQFUHDVHV�WR�������úüúüúü&LWHG�LQ�1DWKDQ�$VVRFLDWHV�,QF���������S�����úýúýúý LELG���S����úþúþúþ)HGHUDWLRQ�RI�(J\SWLDQ�,QGXVWULHV���������S�����úÿúÿúÿ7KH�VKLSPHQW�FRVW�RI�D����IW��FRQWDLQHU�WR�(XURSH�LV�86��������FRPSDUHG�WR�������DQG�������IURP�7XUNH\�DQG�&\SUXV��UHVSHFWLYHO\��6FKRXWHQ�������S��������ú�ú�ú�1DWKDQ�$VVRFLDWHV��RS��FLW���S������ú�ú�ú�6HH�*ODLVHU��6WDUNLH�DQG�7KRPSVRQ���������SS������
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7KH�&DVH�RI�7HOHFRPPXQLFDWLRQV$QRWKHU�H[DPSOH�RI�KLJK�WUDQVDFWLRQ�FRVWV�DQG�PRGHVW�TXDOLW\�RI�VHUYLFH�FDQ�EH�IRXQG�LQ�DQRWKHU�VWDWH�PRQRSRO\��$5(172��$UDE�5HSXEOLF�RI�(J\SW�1DWLRQDO�7HOHFRPPXQLFDWLRQV�2UJDQL]DWLRQ���3XEOLF�/DZ�����JUDQWV�$5(172�H[FOXVLYH�UHVSRQVLELOLW\�IRU�HVWDEOLVKPHQW�DQG�RSHUDWLRQ�RI�WKH�QDWLRQDO�WHOHFRPPXQLFDWLRQV�QHWZRUN�DQG�IRU�LQWHUQDWLRQDO�LQWHUFRQQHFWLRQ� ûùûùûù$V�7DEOH���VKRZV��UHYHQXH�RI�WKH�WHOHFRPPXQLFDWLRQV�VHFWRU�DV�D�SHUFHQWDJH�RI�*'3�LV�TXLWH�KLJK��UDQNLQJ�VHFRQG�DIWHU�WKDW�RI�WKH�8.��%XW�ZKLOH�KLJK�UHYHQXH�LQ�WKH�FDVH�RI�WKH�8.�FDQ�EH�MXVWLILHG�E\�SHUIRUPDQFH�DQG�TXDOLW\�RI�VHUYLFH��WKLV�LV�QRW�WKH�FDVH�LQ�(J\SW�&RPSDUHG�WR�WKH�RWKHU�FRXQWULHV��(J\SW�KDV�WKH�VHFRQG�ORZHVW�UDWLR�RI�WHOHSKRQH�OLQHV�SHU�����LQKDELWDQWV��DQG�WKH�ORQJHVW�ZDLWLQJ�OLVW�DQG�WLPH�UHTXLUHG�IRU�LQVWDOODWLRQ�RI�QHZ�OLQHV��7KH�VWDWH�PRQRSRO\�IXOILOOV�RQO\�����RI�WKH�DSSOLFDWLRQV�IRU�QHZ�OLQHV�DQG�LV�QRW�DGGUHVVLQJ�WKH�ODUJH�XQH[SUHVVHG�GHPDQG��3UHYLRXV�VWXGLHV ûúûúûú RQ�WKH�FRVW�RI�VHUYLFH�UDWH�HPSKDVL]H�WKDW�DOPRVW�DOO�VHUYLFHV�SURYLGHG�E\�$5(172�UHTXLUH�VLJQLILFDQW�SULFH�UHIRUP�SROLF\��7KH�DEVHQFH�RI�VXFK�D�SROLF\�DQG�WKH�FRQWLQXHG�WUDQVIHU�RI�UHYHQXHV�WR�RWKHU�JRYHUQPHQW�PLQLVWULHV�LV�MHRSDUGL]LQJ�WKH�UHTXLUHG�H[SDQVLRQ�DQG�PDLQWHQDQFH�RI�VHUYLFHV��'XH�WR�WKH�UHVXOWLQJ�EXGJHWDU\�FRQVWUDLQWV��$5(172�FDQQRW�GHDO�ZLWK�WKH�SHUVLVWHQFH�RI�XQGHULQYHVWPHQW�
7DEOH����&RPSDUDWLYH�'DWD�RQ�7HOHFRPPXQLFDWLRQV��(J\SW�DQG�6HOHFWHG�&RXQWULHV�����&RXQWU\ 5HYHQXH*'3����� 3KRQH�OLQHV�SHU�����LQKDELWDQWV

:DLW�OLVW�IRU�SKRQH�OLQHV�WKRXVDQGV�
6DWLVILHG�GHPDQG���

:DLWLQJ�WLPH��\HDUV�
(J\SW0RURFFR7XQLVLD7XUNH\6��.RUHD0H[LFR)UDQFH8.*HUPDQ\
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ú�ú�ú�:RUOG�%DQN���������SS����������ûùûùûù.�	�0�(QJLQHHULQJ�DQG�&RQVXOWLQJ�&RUSRUDWLRQ���������S��,���ûúûúûú6HH�IRU�H[DPSOH�.�	�0�(QJLQHHULQJ�DQG�&RQVXOWLQJ�&RUSRUDWLRQ���������S��,����
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,WDO\ ��� ����� ����� ����� ���6RXUFHV��,78���������DQG�WKH�*HUPDQ�$UDE�&KDPEHU�RI�&RPPHUFH��
$V�LQ�WKH�FDVH�RI�WUDQVSRUW��FRPSHWLWLRQ�DQG�SULYDWH�SDUWLFLSDWLRQ�DUH�QHHGHG�LQ�WKH�WHOHFRPPXQLFDWLRQV�VHFWRU�LQ�RUGHU�WR�ORZHU�WKH�FRVW�RI�VHUYLFHV�DQG�LPSURYH�TXDOLW\��7KHVH�REMHFWLYHV�FDQ�EH�DFKLHYHG�E\�D�PL[�RI�WKH�IROORZLQJ�PHDVXUHV�ûûûûûû FRPPHUFLDOL]DWLRQ�RI�VHUYLFHV�DQG�WUDQVIRUPLQJ�$5(172�LQWR�D�EXVLQHVV�RULHQWHG�RUJDQL]DWLRQ��OLEHUDOL]DWLRQ�RI�WKH�VHFWRU�E\�DOORZLQJ�RSHQ�HQWU\�DQG�UHVSHFWLQJ�PDUNHW�IRUFHV��DQG�SULYDWL]DWLRQ�WKURXJK�HQFRXUDJLQJ�SULYDWH�VHFWRU�LQYHVWPHQW�LQ�WKH�LQIUDVWUXFWXUH�RI�WKH�WHOHFRPPXQLFDWLRQV�VHFWRU��$Q�DSSURSULDWH�UHJXODWRU\�UHJLPH�PXVW�EH�SXW�LQ�SODFH�WR�HQVXUH�WKDW�QHZ�VXSSOLHUV�RI�VHUYLFHV�LQWHUFRQQHFW�HIIHFWLYHO\�ZLWK�WKH�LQFXPEHQWV��,Q�D�VWXG\�RI�VHYHQ�GHYHORSLQJ�FRXQWULHV��*DODO�DQG�1DXUL\DO��������KDYH�VKRZQ�WKDW�LQ�WKH�DEVHQFH�RI�DGHTXDWH�UHJXODWLRQ�LQ�WKH�WHOHFRPPXQLFDWLRQV�VHFWRU��LQYHVWPHQW�DQG�SURGXFWLYLW\�WHQG�WR�EH�UHODWLYHO\�ORZ�DQG�SULYDWH�VHFWRU�UHWXUQV�DUH�UHODWLYHO\�KLJK��&KLOH�LOOXVWUDWHV�WKDW�LI�SUREOHPV�RI�DV\PPHWULF�LQIRUPDWLRQ��SULFLQJ�DQG�FRPPLWPHQW�FDQ�EH�DGGUHVVHG�WKURXJK�DSSURSULDWH�UHJXODWLRQ��SURGXFHUV�REWDLQ�UHDVRQDEOH�UDWHV�RI�UHWXUQ��SULYDWH�LQYHVWPHQW�LQFUHDVHV��DQG�FRQVXPHU�VDWLVIDFWLRQ�LQFUHDVHV�

���7KH�)LQDQFLDO�6HUYLFHV�,QGXVWU\�LQ�(J\SW
$V�PHQWLRQHG�DERYH��WKH�SURSRVHG�SDUWQHUVKLS�DJUHHPHQW�UHIHUV�RQO\�WR�WKH�*$76�ZKHQ�LW�DGGUHVVHV�WKH�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV� ûüûüûü (J\SW¶V�FRPPLWPHQWV�XQGHU�WKH�*$76�UHJDUGLQJ�WKH�OLEHUDOL]DWLRQ�RI�ILQDQFLDO�VHUYLFHV�DUH�TXLWH�OLPLWHG�FRPSDUHG�WR�LWV�
FRPPLWPHQWV
�XQGHU�WKH�FXUUHQW�(FRQRPLF�5HIRUP�DQG�6WUXFWXUDO�$GMXVWPHQW�3URJUDPPH��ZKLFK ZDV�ODXQFKHG�LQ������ZLWK�WHFKQLFDO�DQG�ILQDQFLDO�VXSSRUW�IURP�WKH�,0)�DQG�WKH�:RUOG�%DQN� ûýûýûý7KLV�HPSKDVL]HV�RXU�HDUOLHU�DUJXPHQW�WKDW�WKH�GHJUHH�RI�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV�XQGHU�WKH�SDUWQHUVKLS�DJUHHPHQW�LV�QRW�VXIILFLHQW�WR�LPSURYH�HIILFLHQF\��$Q\�PHDQLQJIXO�UHIRUP�PXVW�UHO\�PDLQO\�RQ�HIIRUWV�XQGHUWDNHQ�GRPHVWLFDOO\��,Q�WKLV�VHFWLRQ�WKH�PDLQ�IHDWXUHV�RI�WKH�ILQDQFLDO�V\VWHP�LQ�(J\SW�DUH�GHVFULEHG��7KH�IRUPDO�ILQDQFLDO�V\VWHP�LQFOXGHV�D�VKDOORZ�LQVXUDQFH�PDUNHW��DQ�HPHUJLQJ�VHFXULWLHV�PDUNHW�DQG�D�UHODWLYHO\�DFWLYH�EDQNLQJ�V\VWHP�
,QVXUDQFH�
ûûûûûû6HH�WKH�SRVLWLRQ�RI�$5(172�UHJDUGLQJ�WKHVH�PHDVXUHV�LQ�$5(���������µ7KH�1DWLRQDO�7HOHFRPPXQLFDWLRQV�3ROLF\�RI�WKH�$UDE�5HSXEOLF�RI�(J\SW¶�ûüûüûü6HH�IRU�H[DPSOH�$UWLFOH����RI�WKH�(8�DJUHHPHQW�ZLWK�7XQLVLD�ûýûýûý)RU�D�VLPLODU�DUJXPHQW�VHH�(O�5HIDLH���������SS��������
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7KH�LQVXUDQFH�PDUNHW�FRPSULVHV�QLQH�LQVXUDQFH�FRPSDQLHV��LQFOXGLQJ�RQH�UHLQVXUHU��IRXU�LQVXUDQFH�SRROV�DQG�WKH�JRYHUQPHQW�LQVXUDQFH�IXQG��LQ�DGGLWLRQ�WR�����SULYDWH�LQVXUDQFH�IXQGV��2I�WKH�QLQH�LQVXUDQFH�FRPSDQLHV��IRXU�DUH�VWDWH�RZQHG��7KH�PDUNHW�LV�GRPLQDWHG�E\�WKUHH�VWDWH�RZQHG�FRPSDQLHV�ZKLFK�PDQDJH�����RI�JHQHUDO�LQVXUDQFH�DQG�����RI�OLIH�LQVXUDQFH��6HWWLQJ�RI�HQWU\�EDUULHUV�LV�OHIW�WR�WKH�GLVFUHWLRQ�RI�WKH�,QVXUDQFH�$XWKRULW\��ZKLFK�GHFLGHV�LI�D�FRPSDQ\ LV�HOLJLEOH�WR�HQWHU�WKH�PDUNHW�RU�QRW��)RUHLJQ�RZQHUVKLS�LV�RQO\�DOORZHG�LQ�IUHH�]RQHV��8QGHU�WKH�*$76��KRZHYHU��IRUHLJQ�SUHVHQFH�LQ�WKH�GRPHVWLF�PDUNHW�LQ�WKH�IRUP�RI�MRLQW�YHQWXUHV�XQGHU�WKH����SHUFHQW�UXOH�ZLOO�EH�DOORZHG�ZLWKLQ�ILYH�\HDUV� ûþûþûþ
7KH�(J\SWLDQ�6HFXULWLHV�0DUNHW��(60�7KH�(60��HVWDEOLVKHG�LQ������ ûÿûÿûÿZDV�VXEMHFWHG�WR�VWDWH�LQWHUYHQWLRQ�ZKLFK�KDG�D�GHYDVWDWLQJ�HIIHFW�RQ�LWV�RSHUDWLRQV�DQG�LWV�UROH�LQ�ILQDQFLDO�GHYHORSPHQW��7KH�VL]H�RI�WKH�PDUNHW��PHDVXUHG�E\�WKH�UDWLR�RI�PDUNHW�FDSLWDOL]DWLRQ�WR *13��LV������ORZ�E\�HPHUJLQJ�PDUNHW�VWDQGDUGV� û�û�û�7KH�(60�KDV�EHHQ�WKH�VRXUFH�RI�OHVV�WKDQ����RI�QHZ�IXQGLQJ�IRU�ERWK�WKH�SXEOLF�DQG�SULYDWH�VHFWRUV�GXULQJ����������)XUWKHUPRUH��RQO\����RI�WKH�/(����ELOOLRQ�RI�VDYLQJV�ZDV�PRELOL]HG�WKURXJK�WKH�VHFXULWLHV�PDUNHW�GXULQJ�WKH�VDPH�SHULRG��7KHVH�ILJXUHV�DUH�LQ�VWDUN�FRQWUDVW�WR�WKH�SHUIRUPDQFH�RI�WKH�PDUNHW�LQ�WKH�SUH�QDWLRQDOL]DWLRQ�SHULRG������������ZKHQ�LW�SURYLGHG�VRPH���±����RI�QHZ�FDSLWDO�UDLVHG�E\�WKH�SULYDWH�VHFWRU�DORQH� û�û�û� 2IILFLDO�DWWHPSWV�VLQFH�WKH�HDUO\�����V�WR�UHYLYH�WKH�(60�KDYH�QRW�UHVXOWHG�LQ�DQ\�PHDQLQJIXO�LPSURYHPHQW�LQ�SHUIRUPDQFH��7KH�PDUNHW¶V�QHJOLJLEOH�UROH�LQ�VDYLQJV�PRELOL]DWLRQ�DQG�LWV�UHODWLYH�LQVLJQLILFDQFH�DV�D�VRXUFH�RI�FDSLWDO�FDQ�EH�DWWULEXWHG�WR�ERWK�GHPDQG�DQG�VXSSO\�VLGH�SUREOHPV��&UHGLELOLW\�LV�D�PDMRU�LVVXH�RQ�WKH�GHPDQG�VLGH��µ(J\SWLDQL]DWLRQ´�LQ�WKH�����V��IROORZHG�E\�QDWLRQDOL]DWLRQ��H[SURSULDWLRQ�DQG�VHTXHVWUDWLRQ�LQ�WKH�����V��FUHDWHG�D�FUHGLELOLW\�SUREOHP�WKDW�UHPDLQV�DQ�LPSRUWDQW�LPSHGLPHQW�DIWHU�PRUH�WKDQ�WKUHH�GHFDGHV��)XUWKHUPRUH��RYHU�WKH�\HDUV��KHDY\�ORVVHV�LQ�WKH�UHPDLQLQJ�MRLQW�VWRFN�FRPSDQLHV�LQ�WKH�����V�DQG�WKH�����V���³KLW�DQG�UXQ´�DFWLYLWLHV�ZKLFK�IORXULVKHG�LQ�WKH�HDUO\�\HDUV�RI�WKH�RSHQ�GRRU�SROLF\��DQG�WKH�VXGGHQ�ULVH�RI�,VODPLF�LQYHVWPHQW�FRPSDQLHV�ZKLFK�FROODSVHG�LQ�WKH�ODWH�����V��KDYH�DOO�KDG�QHJDWLYH�LPSDFWV��0RUHRYHU��WKH�PHGLD�KDV�ORQJ�HPSKDVL]HG�WKDW�KHDY\�VSHFXODWLRQ��HVSHFLDOO\�LQ�WKH�
ûþûþûþ)RU�IXUWKHU�GHWDLOV�VHH�:RUOG�%DQN���������&KDSWHU�9,,�DQG�(J\SW
V�VFKHGXOHV�XQGHU�WKH�*$76��7KH�DXWKRU�XQGHUVWDQGV�WKDW�WKH����SHUFHQW�UXOH�LV�FXUUHQWO\�XQGHU�UHYLVLRQ��ûÿûÿûÿ7KH�(J\SWLDQ�6HFXULWLHV�0DUNHW�ZDV�HVWDEOLVKHG�LQ������LQ�$OH[DQGULD��DQG�ZDV�IROORZHG�LQ������E\�RQH�LQ�&DLUR�û�û�û�(J\SWLDQ�)LQDQFLDO�*URXS���������S�����û�û�û�&%(���������S�������DQG�&%(���������SS���������
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SULFH�RI�FRWWRQ�LQ�WKH�HDUO\�\HDUV�RI�WKH�(60��ZDV�EHKLQG�WKH�EDQNUXSWF\�RI�PDQ\�ZHDOWK\�IDPLOLHV�DQG�WKH�FROODSVH RI�VHYHUDO�EXVLQHVVHV��1HLWKHU�WKH�ODFN�RI�LQYHVWRUV�QRU�VKRUWDJH�RI�FDSLWDO�H[SODLQV�WKH�ORZ�SURILOH�RI�WKH�(60��7KH�UHPDUNDEOH�JURZWK�RI�WKH�PRQH\�PDUNHW�DQG�WKH�YDULRXV�LQIODWLRQ�KHGJHV�WKDW�HPHUJHG�LQ�WKH�ODVW�WZR�GHFDGHV�UHYHDO�WKDW�WKHUH�LV�D�SRWHQWLDOO\�DFWLYH�GHPDQG�IRU�VHFXULWLHV��7KH�SUREOHP�WKHUHIRUH�LV�SULPDULO\�RQ�WKH�VXSSO\�VLGH��7KHVH�SUREOHPV�LQFOXGH��WKH�SUHYDOHQFH�RI�VWDWH�RZQHG�HQWHUSULVHV��62(V���UHODWLYHO\�ORZ�FRVWV�RI�EDQN�IXQGLQJ�IRU�HQWHUSULVHV��RYHU�OLVWLQJ�RI�FORVHG�FRPSDQLHV�ZLWK�QRQ�WUDGHG�VHFXULWLHV��OLPLWHG�YDULHW\�RI�LQVWUXPHQWV��PDUNHW�LOOLTXLGLW\��XQIDYRUDEOH�WD[�WUHDWPHQW�RI�VHFXULWLHV��LQDGHTXDWH�LQIRUPDWLRQ�GLVFORVXUH��DEVHQFH�RI�D�XQLIRUP�VWDQGDUG�RI�DFFRXQWLQJ��DQG�ODFN�RI�DQWL�IUDXG�PHDVXUHV��0DQ\�RI�WKHVH�SUREOHPV�DUH�FXUUHQWO\�XQGHU�FRQVLGHUDWLRQ�E\�WKH�JRYHUQPHQW��DQG�VRPH�RI�WKHP��H�J��WKH�FDSLWDO�JDLQV�WD[��KDYH�EHHQ�UHVROYHG��7KH�VHFXULWLHV�PDUNHW�LV�VWDUWLQJ�WR�VHQVH�WKH�QHZ�JRYHUQPHQW�DSSURDFK�LQ�UHYLYLQJ�WKH�DFWLYLWLHV�RI�WKH�PDUNHW�
7KH�%DQNLQJ�6\VWHP7KH�SDUWLDO�OLEHUDOL]DWLRQ�PHDVXUHV�RI�WKH�����V�HQFRXUDJHG�HVWDEOLVKPHQW�RI�IRUHLJQ��SULYDWH��DQG�MRLQW�YHQWXUH�EDQNV��7KH�QXPEHU�RI�EDQNV�UHJLVWHUHG�ZLWK�WKH�&HQWUDO�%DQN�RI�(J\SW��&%(��LQFUHDVHG�IURP���LQ������WR����LQ�������7KH�EDQNLQJ�VHFWRU�FXUUHQWO\�FRQVLVWV�RI����FRPPHUFLDO�EDQNV��IRXU�RI�WKHP�SXEOLF��DQG����LQYHVWPHQW�DQG�EXVLQHVV�EDQNV��RI�ZKLFK����DUH�EUDQFKHV�RI�IRUHLJQ�EDQNV��7KHUH�DUH�DOVR����VSHFLDOL]HG�EDQNV� û�û�û�7KH�LQFUHDVH�LQ�WKH�QXPEHU�RI�EDQNV�UHVXOWHG�LQ�D�ULVH�LQ�WKH�QXPEHU�RI�EUDQFKHV�WR�������LQ������ üùüùüù+RZHYHU��EDQNLQJ�GHQVLW\��DW�������LV�VWLOO�PRGHVW��0RVW�EDQN�EUDQFKHV�WHQG�WR�FRQFHQWUDWH�LQ�&DLUR��$OH[DQGULD��DQG�WKH�6XH]�&DQDO�JRYHUQRUDWHV��%UDQFKHV�RI�SXEOLF�VHFWRU�FRPPHUFLDO�EDQNV�GRPLQDWH�WKH�EDQNLQJ�V\VWHP��HVSHFLDOO\�FRQVLGHULQJ�SXEOLF�EDQNV
�SDUWLFLSDWLRQ�LQ�MRLQW�YHQWXUH�EDQNV��ZKLFK�LV�HQIRUFHG�E\�ODZ� üúüúüú3XEOLF�VHFWRU�FRPPHUFLDO�DQG�VSHFLDOL]HG�EDQNV��H[FOXGLQJ�WKHLU�SDUW�LQ�MRLQW�YHQWXUH�EDQNV��DFFRXQWHG�IRU�����RI�WRWDO�EDQNLQJ�DVVHWV�LQ������ üûüûüû7KH�VWUXFWXUH�RI�WKH�EDQNLQJ�V\VWHP�DQG�WKH�JHRJUDSKLF�FRQFHQWUDWLRQ�RI�EUDQFKHV�LQGLFDWH�D�KLJKO\�VHJPHQWHG�PDUNHW�ZLWK�D�ODFN�RI�FRPSHWLWLRQ��7KH�UHODWLYHO\�ODUJH�EUDQFK�QHWZRUNV�
û�û�û�6SHFLDOLVHG�EDQNV�LQFOXGH�RQH�LQGXVWULDO�EDQN��WZR�UHDO�HVWDWH��DQG����DJULFXOWXUDO�EDQNV�EDVHG�LQ�JRYHUQRUDWHV��LQFOXGLQJ�WKH�3ULQFLSDO�%DQN�IRU�'HYHORSPHQW�DQG�$JULFXOWXUDO�&UHGLW��üùüùüù6HH�&%(��DQQXDO�UHSRUW����������S������üúüúüú'XULQJ�WKH�ZULWLQJ�RI�WKLV�SDSHU�WKH�EDQN�ODZV�FRQFHUQLQJ�WKLV�SRLQW�ZHUH�XQGHU�UHYLVLRQ�üûüûüû6HH�:RUOG�%DQN���������YRO����S�����
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RI�D�IHZ�SXEOLF�VHFWRU�EDQNV�DOORZ�WKHP�WR�GRPLQDWH�SXEOLF�VDYLQJV�PRELOL]DWLRQ��2WKHU�EDQNV�WDUJHW�PDLQO\�ELJ�VDYHUV��)LQDQFLDO�VHUYLFHV�DUH�VWLOO�EDVLF�ZLWK�YHU\�OLPLWHG�LQQRYDWLRQ��WKRXJK�MRLQW�YHQWXUH�EDQNV�DUH�LQ�D�EHWWHU�SRVLWLRQ��3XEOLF�EDQNV�KDYH�EHHQ�SURWHFWHG�E\�DQ�DUUD\�RI�UHJXODWLRQV�DQG�SUHIHUHQWLDO�WUHDWPHQW� üüüüüü IRU�H[DPSOH��EUDQFKLQJ�E\�SULYDWH�EDQNV�ZDV�PRUH�UHVWULFWHG�WKDQ�WKDW�RI�SXEOLF�EDQNV��DQG�SHQVLRQ�IXQGV�RI�WKH�SXEOLF�VHFWRU�KDG�WR�EH�GHSRVLWHG�ZLWK�SXEOLF�EDQNV��3ULYDWH�EDQNV�ZHUH�GHQLHG�VWDNHV�LQ�SXEOLF�VHFWRU�FRPSDQLHV��7KH�VLWXDWLRQ�LQ�JRYHUQPHQW�RZQHG�ILQDQFLDO�LQWHUPHGLDULHV�LQ�(J\SW�EHIRUH�WKH������UHIRUPV�FDQ�EH�VXPPDUL]HG�DV�IROORZV��ORZ�UHVRXUFH�PRELOL]DWLRQ��ORZ�SURILWDELOLW\��ORZ�FDSLWDOL]DWLRQ�UDWLRV�DQG�LQVROYHQF\��FRPSOLFDWHG�EXUHDXFUDWLF�SURFHGXUHV�IRU�ORDQ�SURFHVVLQJ��DQG�RSHUDWLQJ�LQHIILFLHQF\��DOORFDWLRQ�RI�UHVRXUFHV�RQ�WKH�EDVLV�RI�QRQ�HFRQRPLF�FULWHULD��UHGXFHG�DXWRQRP\��SRRU�TXDOLW\�RI�SHUVRQQHO��RYHUVWDIILQJ�DQG�ZHDN�PDQDJHPHQW��7R�VRPH�H[WHQW�WKLV�FRQWLQXHV�WR�EH�WKH�FDVH��3XEOLF�EDQNV�LQ�(J\SW�KDYH�EHHQ�PRUH�SURQH�WR�JRYHUQPHQW�LQWHUIHUHQFH�LQ�FUHGLW�DQG�SODQQLQJ�GHFLVLRQV�WKDQ�SULYDWH�EDQNV��&RQVHTXHQWO\�WKH\�KDYH�KDG�UHODWLYHO\�KLJK�OHYHOV�RI�QRQSHUIRUPLQJ�ORDQV��PRVW�RI�WKHP�WKHRUHWLFDOO\�JRYHUQPHQW�JXDUDQWHHG��,QFHQWLYHV�WR�PD[LPL]H�SURILWV��RU�HYHQ�WR�PLQLPL]H�ORVVHV��EDUHO\�H[LVW�LQ�SXEOLF�EDQNV��ZLWK�REYLRXV�LPSOLFDWLRQV�IRU�EDODQFH�VKHHWV�DV�QRQSHUIRUPLQJ�ORDQV�DQG�EDG�GHEWV�DFFXPXODWHG��,W�LV�QRW�MXVW�WKH�DEVHQFH�RI�FRPSHWLWLRQ��EXW�DOVR�WKH�ODFN�RI�FRQWHVWDELOLW\�WKDW�FDXVH�SUREOHPV��&RQWHVWDEOH�PDUNHWV��WKUHDW�RI�HQWU\��FDQ�SURPRWH�HIILFLHQF\��HQFRXUDJH�LQQRYDWLRQ�DQG�JLYH�KLJKO\�IDYRUDEOH�ZHOIDUH�RXWFRPHV� üýüýüý)RU�D�PDUNHW�WR�EH�FRQWHVWDEOH�WKHUH�VKRXOG�QRW�EH�DQ\�VLJQLILFDQW�HQWU\�EDUULHUV��,Q�D�FRQWHVWDEOH�HQYLURQPHQW��WKH�RQO\�ZD\�IRU�LQFXPEHQW�ILUPV�WR�SUHYHQW�DGGLWLRQDO�HQWU\�LV�WR�RIIHU�QR�LQFHQWLYH�IRU�SRWHQWLDO�HQWUDQWV��7KLV�FDQ�EH�DFKLHYHG�E\�HIILFLHQW�SULFLQJ�DQG�DOORFDWLRQ�RI�SURGXFWLRQ�DPRQJ�LQFXPEHQW�ILUPV�WR�HOLPLQDWH�VLJQLILFDQW�H[FHVV�SURILWV��+RZHYHU��LQ�SUDFWLFH�WKHUH�PD\�EH�GLIIHUHQW�EDUULHUV�SUHYHQWLQJ�SRWHQWLDO�ILUPV�IURP�HQWHULQJ�WKH�PDUNHW��HYHQ�LQ�WKH�SUHVHQFH�RI�KLJK�H[FHVV�SURILWV��/DUJH�HFRQRPLHV�RI�VFDOH�DQG�KLJK�VXQN�FRVWV��LQ�DGGLWLRQ�WR�RWKHU�HQWU\�FRVWV��DUH�H[DPSOHV��,Q�WKH�FDVH�RI�EDQNLQJ��JRYHUQPHQW�UHJXODWLRQV�WKURXJK�SHUPLWV�DQG�OLFHQVHV�DUH�WKH�PRVW�LPSRUWDQW�EDUULHUV��7KH�PDLQ�UHDVRQV�RIIHUHG�IRU�VXFK�UHJXODWLRQV�DUH��FRQFHUQ�DERXW�SRVVLEOH�FUHDP�VNLPPLQJ�E\�SULYDWH�DQG�IRUHLJQ�EDQNV��IHDU�RI�HVWDEOLVKPHQW�RI�GRPLQDQW�SRVLWLRQV��FRQFHUQ�DERXW�KLW�DQG�UXQ�DFWLYLWLHV��D�GHVLUH�WR�SURWHFW�WKH�LQWHUHVWV�RI�WKH�LQFXPEHQW�EDQNV²HVSHFLDOO\�WKH�SXEOLF�RQHV��DQG�DWWHPSWV�WR�SUHYHQW�FDSLWDO�RXWIORZV��:KLOH�
üüüüüü)RU�IXUWKHU�GHWDLOV�VHH�:RUOG�%DQN ��������SS�������
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VRPH�RI�WKHVH�LVVXHV�PD\�MXVWLI\�UHVWULFWLQJ�HQWU\�LQ�WKH�EDQNLQJ�VHFWRU��VXFK�UHVWULFWLRQV�GHQ\�FRPSHWHQW�EDQNV�WKH�RSSRUWXQLW\�WR�KHOS�LPSURYH�WKH�HIILFLHQF\�RI�LQWHUPHGLDWLRQ�$Q�HIILFLHQW�PDUNHW�FDQQRW�EH�DFKLHYHG�LQ�WKH�DEVHQFH�RI�DQ�DGHTXDWH�H[LW�PHFKDQLVP��%DQNV�LQ�(J\SW�DUH�QRW�DOORZHG�WR�IDLO��8QIRUWXQDWHO\�WKLV�KDV�QRW�EHHQ�DFFRPSOLVKHG�WKURXJK�SUXGHQWLDO�SROLF\�RU�PHDVXUHV�WKDW�HQKDQFH�WKH�HIILFLHQF\�RI�EDQNV��,QVWHDG��LQHIILFLHQW�EDQNV�DUH�DOORZHG�WR�FRQWLQXH�WR�RSHUDWH�WKURXJK�VXSSRUW�IURP�WKH�&%(�DQG�WKH�UHVW�RI�WKH�EDQNLQJ�V\VWHP��)HDU�RI�SXEOLF�PLVXQGHUVWDQGLQJ�RI�WKH�IDLOXUH�RI�RQH�EDQN��LPSO\LQJ�WKDW�RWKHUV�PLJKW�IROORZ��PDGH�WKH�EDQNLQJ�V\VWHP�DGRSW�D�IRUP�RI�FROOHFWLYH�UHVSRQVLELOLW\��8QGHU�WKLV�DSSURDFK��LQVROYHQW�EDQNV�ZHUH�OHIW�WR�RSHUDWH�WKURXJK�VXSSRUW�IURP�WKH�EDQNLQJ�V\VWHP��PHDVXUHV�OLNH�UHVWUXFWXULQJ��PHUJHUV�RU�OLTXLGDWLRQ�ZHUH�QRW�DSSOLHG��7KH�UHVXOW�ZDV�HQFRXUDJHPHQW�RI�LQHIILFLHQW�EDQNV�WR�FRQWLQXH�YLRODWLQJ�FUHGLW�VWDQGDUGV�E\�KLJK�ULVN�OHQGLQJ�DQG�ELGGLQJ�IRU�GHSRVLWV��0RUHRYHU��EDQN�FOLHQWV�KDG�QR�LQFHQWLYH�WR�GLVWLQJXLVK�EHWZHHQ�HIILFLHQW�DQG�LQHIILFLHQW��RU�VRXQG�DQG�XQVRXQG�EDQNV��+RZHYHU��WKH�JRYHUQPHQW�LV�QRW�IRUPDOO\�REOLJHG�E\�ODZ�WR�SURWHFW�GHSRVLWV��DQG�WKH�H[WHQW�RI�FRYHUDJH�LV�OHIW�WR�LWV�GLVFUHWLRQ��7KXV��LW�ZDV�IHOW�WKDW�LW�PD\�EH�EHWWHU�WR�WUDQVIRUP�WKH�LPSOLFLW�GHSRVLW�SURWHFWLRQ�VFKHPH�LQ�(J\SW�WR�DQ�H[SOLFLW�RQH��$�GHSRVLW�LQVXUDQFH�IXQG�ZDV�HVWDEOLVKHG�LQ������EXW�LV�QRW�RSHUDWLQJ�\HW��$Q\�GHSRVLW�LQVXUDQFH�VFKHPH�FDQQRW�RSHUDWH�HIIHFWLYHO\�ZLWKRXW�VDWLVIDFWRU\�SUXGHQWLDO�PHDVXUHV�WR�UHGXFH�PRUDO�KD]DUG�SUREOHPV�DQG�LPSURYH�WKH�VRXQGQHVV�RI�WKH�EDQNLQJ�V\VWHP��,Q�DFFRUGDQFH�ZLWK�WKH�ILQDQFLDO�UHIRUP�SURJUDPPH��WKH�EDQNLQJ�XQLWV�LQ (J\SW�ZHUH�UHFDSLWDOL]HG�DQG�%DVOH�JXLGHOLQHV�ZHUH�DSSOLHG��+RZHYHU��EDQN�VXSHUYLVLRQ�VWLOO�VXIIHUV�IURP�YDULRXV�OLPLWDWLRQV�üþüþüþ)LUVW��WKH�&%(�GRHV�QRW�HQMR\�UHDVRQDEOH�DXWRQRP\�IURP�WKH�JRYHUQPHQW��6HFRQG��WKH�KXJH�LQFUHDVH�LQ�WKH�QXPEHU�RI�RSHUDWLQJ�EDQNV�ZDV�QRW�PDWFKHG�E\�D�FRUUHVSRQGLQJ�LQFUHDVH�LQ�HLWKHU�WKH�VWDII�RI�WKH�%DQN�&RQWURO�GHSDUWPHQW�RU�LWV�UHVRXUFHV��7KLUG��LQ�PDQ\�FDVHV��WKH�HIIHFWLYH�VXSHUYLVLRQ�RI�EDQNV�KDV�EHHQ�FRPSURPLVHG�E\�SROLWLFDO�SUHVVXUH��)RXUWK��SULYLOHJHG�SULYDWH�VHFWRU�ERUURZHUV�ZHUH�DOVR�DOORZHG�WR�ERUURZ�GHVSLWH�WKHLU�SRRU�ILQDQFLDO�FRQGLWLRQ�DQG�LQVXIILFLHQW�FROODWHUDO��,Q�������VR�FDOOHG�VLFN�EDODQFHV�UHDFKHG�����RI�WRWDO�DGYDQFHV�WR�SULYDWH�DQG�LQYHVWPHQW�VHFWRUV��RI�ZKLFK�������EHORQJHG�WR�RQO\����RI�GHIDXOWHUV�üÿüÿüÿ
,QWHUYHQWLRQ�LQ�WKH�3RUWIROLR�&RPSRVLWLRQ�RI�%DQNV
üýüýüý)RU�DQ�DQDO\VLV�RI�FRQWHVWDEOH�PDUNHWV�VHH�%DXPRO��3DQ]DU�DQG�:LOOLJ��������üþüþüþ)RU�IXUWKHU�GLVFXVVLRQ�RI�WKLV�SRLQW�VHH�0RKLHOGLQ��RS��FLW���SS���������üÿüÿüÿ1%(���������SS����������
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%DQNV�LQ�(J\SW�DUH�UHTXLUHG�WR�KROG�D�PLQLPXP�RI�JRYHUQPHQW�VHFXULWLHV�DV�RQH�RI�WKH�FRPSRQHQWV�RI�WKH�FRPSXOVRU\�OLTXLGLW\�UDWLR��7KH�OLTXLGLW\�UDWLR�RI������LPSRVHG�RQ�GRPHVWLF�DQG�IRUHLJQ�FXUUHQF\�GHSRVLWV��ZDV�LQWURGXFHG�LQ�������DQG�GLG�QRW�FKDQJH�XQWLO������ZKHQ�LW�ZDV�UHGXFHG�WR�����DV�SDUW�RI�WKH�UHIRUP�SURJUDPPH��$OWKRXJK�WKH�PLQLPXP�OLTXLGLW\�UDWLR�GLG�QRW�FKDQJH�RYHU�WKH���������SHULRG��WKH�DFWXDO�VSUHDG�DYHUDJHG��������7KXV�WKHUH�ZDV�DQ�DYHUDJH�RI�������H[FHVV�OLTXLGLW\�GXULQJ�WKH�ODVW�WKUHH�GHFDGHV��,Q�VRPH�\HDUV�DFWXDO�OLTXLGLW\�ZDV�PRUH�WKDQ�GRXEOH�WKH�PLQLPXP�OLTXLGLW\�UDWLR��([FHVV�OLTXLGLW\�UHYHDOV�LQHIILFLHQF\�LQ�WKH�LQWHUPHGLDWLRQ�SURFHVV�WKDW�IRUFHV�EDQNV�WR�KROG�UHODWLYHO\�KLJK�SURSRUWLRQV�RI OLTXLG�DVVHWV�7KH�ULVH�RI�H[FHVV�OLTXLGLW\�LQ�(J\SW�FDQ�EH�DWWULEXWHG�WR�WKH�LQFOXVLRQ�RI�JRYHUQPHQW�VHFXULWLHV�DQG�ERQGV�LQ�FRPSRQHQWV�RI�WKH�OLTXLGLW\�UDWLR��WR�WKH�H[WHQW�WKDW�WKH\�EHFDPH�PDMRU�LWHPV�LQ�EDQN�SRUWIROLRV��7KH�ULVLQJ�XVDJH�RI�WUHDVXU\�ELOOV�E\�WKH�JRYHUQPHQW�WR�ILQDQFH�LWV�EXGJHW�GHILFLW��HVSHFLDOO\�ZKHQ�WKH�IRUHLJQ�FUHGLW�PDUNHW�EHFDPH�PRUH�UHVWULFWLYH��LQFUHDVHG�WKHLU�VKDUH�LQ�EDQN�SRUWIROLRV��%DQNV�ZHUH�QRUPDOO\�DWWUDFWHG�WR�ULVN�IUHH�WUHDVXU\�ELOOV�ZKLFK�RIIHU�KLJK��WD[�IUHH�LQWHUHVW UDWHV��0RUHRYHU��KLJK�OLTXLGLW\�UDWLRV�PD\�UHIOHFW�WKH�PRQHWDU\�DXWKRULW\
V�FRQFHUQ�UHJDUGLQJ�ORZ�FDSLWDOL]DWLRQ�DQG�LQVROYHQF\�RI�VRPH�RSHUDWLQJ�EDQNV��7KH\�DOVR�LQGLFDWH�LQFUHDVLQJ�SHUFHLYHG�ULVN�RQ�WKH�SDUW�RI�LQYHVWRUV�DQG�EDQNV��
+LJK�5HTXLUHG�5HVHUYHV�5DWLR,Q�(J\SW��DV�LQ�PDQ\�RWKHU�/'&V��WKH�XVH�RI�UHVHUYH�UHTXLUHPHQWV�DJDLQVW�EDQN�OLDELOLWLHV�JRHV�EH\RQG�WKHLU�WUDGLWLRQDO�UROH�DV�D�PRQHWDU\�LQVWUXPHQW�DQG�D�SUXGHQWLDO�PHDVXUH��7KH\�KDYH�EHHQ�XVHG�WR�FRQWURO�WKH�TXDQWLW\�RI�PRQH\�DQG�FUHGLW��DIIHFW WKH�OLTXLGLW\�RI�WKH�EDQNLQJ�V\VWHP��WD[�ILQDQFLDO�LQWHUPHGLDULHV��DQG�PRVW�LPSRUWDQWO\��JHQHUDWH�UHYHQXHV�WR�ILQDQFH�EXGJHW�GHILFLW� ü�ü�ü�+LJK�UHVHUYH�UHTXLUHPHQWV�GHFUHDVH�ORDQDEOH�IXQGV�DYDLODEOH�IRU�LQYHVWPHQW��'HSHQGLQJ�RQ�WKH�HODVWLFLWLHV�RI�GHPDQG�IRU�GHSRVLWV�DQG�ORDQV��WKH�EDQN�FDQ�SDVV�SDUW��RU�DOO��RI�WKH�WD[�EXUGHQ�WR�GHSRVLWRUV�DQG�ERUURZHUV�LQ�WKH�IRUP�RI�D�ELJJHU�VSUHDG�EHWZHHQ�UDWHV�RI�GHSRVLW�DQG�OHQGLQJ�5HVHUYH�UHTXLUHPHQWV�LQ�(J\SW�ZHUH�LPSRVHG�RQ�ERWK�ORFDO�DQG�IRUHLJQ�FXUUHQF\�GHSRVLWV�LQ�WKH�IRUP�RI�UHVHUYH�EDODQFHV�ZLWK�WKH�&%(��:KLOH�UHTXLUHG�UHVHUYHV�RQ�WKH�IRUPHU�DUH�QRW�UHPXQHUDWHG��RQ�WKH�ODWWHU�WKH\�DUH�DW�WKH�/,%25��7KH�UHTXLUHG�UHVHUYH�UDWLR�ZDV�VHW�E\�WKH�&%(�LQ������DW�WKH�UHODWLYHO\�ORZ�OHYHO�RI��������WKHQ�LQ������ZDV�LQFUHDVHG�WR�������RI�
ü�ü�ü�6HH�0RUULV�HW�DO���������SS�������
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GHSRVLWV��'XULQJ�WKH�SHULRG����������LW�EHFDPH�����DQG�WKHQ�UHDFKHG�LWV�KLJK�OHYHO�RI�����GXULQJ����������/DWHU��XQGHU�WKH�ILQDQFLDO�UHIRUP�SURJUDPPH��LW�ZDV�UHGXFHG�WR�����*LYHQ�WKH�OHYHOV�RI�UHDO�GHSRVLW�UDWHV�DQG�UHTXLUHG�UHVHUYH�UDWLR��WKH�VSUHDG�XQGHU�]HUR�SURILW�DVVXPSWLRQ ü�ü�ü�ZDV���SHUFHQWDJH�SRLQWV�LQ�������L�H��EHIRUH�ILQDQFLDO�UHIRUP��+RZHYHU�WKH�DFWXDO�VSUHDG�ZDV�DV�KLJK�DV������7KH�GLIIHUHQFH�EHWZHHQ�WKH�DFWXDO�DQG�]HUR�SURILW�VSUHDG��FDQ�EH�H[SODLQHG��LQ�DGGLWLRQ�WR�EDQN�SURILWV� E\�KLJK�LQWHUPHGLDWLRQ�FRVWV�DQG�EDQNLQJ�LQHIILFLHQF\��7KH�GHFOLQH�LQ�WKH�UHTXLUHG�UHVHUYH�UDWLR�WR�LWV�FXUUHQW�OHYHO�RI�����ZDV�QRW�UHIOHFWHG�LQ�D�VLJQLILFDQW�UHGXFWLRQ�LQ�WKH�VSUHDG��:KLOH�WKH�QRQSURILW�VSUHDG�GHFUHDVHG�WR������LQ�������WKH�DFWXDO�VSUHDG�ZDV�������7KLV�PHDQV�WKDW�WKH�GLIIHUHQFH�EHWZHHQ�WKH�DFWXDO�DQG�QRQ�SURILW�VSUHDG�DIWHU�ILQDQFLDO�UHIRUP�KDV�LQFUHDVHG�E\�����SHUFHQWDJH�SRLQWV�ZKHUH�LW�VKRXOG�GHFOLQH��6XFK�KLJK�VSUHDGV�DQG�VLJQLILFDQW�GLIIHUHQFHV�EHWZHHQ�]HUR�SURILW�DQG�DFWXDO�VSUHDGV� EHIRUH�DQG�DIWHU�UHIRUP��DUH�V\PSWRPV�RI�ODFN�RI�FRPSHWLWLRQ�LQ�WKH�EDQNLQJ�V\VWHP�DQG�KLJK�LQWHUPHGLDWLRQ�FRVWV��7KH�PDJQLWXGH�RI�UHVHUYH�UHTXLUHPHQWV�LQGLFDWHV�ZKHWKHU�WKH\�DUH�XVHG�IRU�SUXGHQWLDO�SXUSRVHV�DQG�DV�LQVWUXPHQWV�RI�PRQHWDU\�SROLF\��RU�PDLQO\�WR�JHQHUDWH�LQFRPH�IRU�WKH�EXGJHW��,Q�GHYHORSHG�HFRQRPLHV�WKH�UDWLRV�RI�UHTXLUHG�UHVHUYHV�DUH�PXFK�OHVV�WKDQ�LQ�/'&V��)RU�&DQDGLDQ�FKDUWHUHG�EDQNV��WKH�UHVHUYH�UHTXLUHPHQW�LV�����RQ�GHPDQG�GHSRVLWV��DQG�WKH�PRQHWDU\�DXWKRULW\�KDV�EHHQ�FRQVLGHULQJ�D�SROLF\�WR�SKDVH�RXW�UHVHUYH�UHTXLUHPHQWV� ü�ü�ü�7KH�%DQN�RI�(QJODQG�LPSRVHV�D�UHVHUYH�UHTXLUHPHQW�UDWLR�DV�ORZ�DV�������RI�GHSRVLWV�WR�ILQDQFH�LWV�RSHUDWLRQV� ýùýùýù ,Q�FRQWUDVW��WKH�UHVHUYH�UHTXLUHPHQW�UDWLRV�LQ�PRVW�/'&V�DUH�PXFK�KLJKHU��DV�VKRZQ�LQ�7DEOH���
7DEOH����5HTXLUHG�5HVHUYH�5DWLRV�LQ�(J\SW�DQG�6HOHFWHG�/'&V
&RXQWU\ <HDU 5DWLR 5HPXQHUDWLRQ
(J\SW ���� �� 2QO\�RQ�IRUHLJQ�FXUUHQFLHV%ROLYLD ���� �� \HV,QGLD ���� �� \HV.HQ\D ���� � QR3DUDJXD\ ���� �� QR
ü�ü�ü� ,Q�D�SHUIHFWO\�FRPSHWLWLYH�EDQNLQJ�V\VWHP�LQ�ZKLFK�SURILWV�DUH�]HUR��WKH�UHDO�LQWHUHVW�UDWH�VSUHDG�FDQ�EH�FDOFXODWHG�DVIROORZV��LO � LG  �>N����N�@�LG��ZKHUH�N��LO DQG�LG DUH�WKH�UHTXLUHG�UHVHUYH�UDWLR��OHQGLQJ�UDWH�DQG�GHSRVLW�UDWH�UHVSHFWLYHO\��+HQFH�WKH�VSUHDG LQFUHDVHV�LI�N�LQFUHDVHV��$OVR�LI�WKH�GHSRVLW�UDWH�ULVHV�VR�GRHV�WKH�VSUHDG��)RU�IXUWKHU�GLVFXVVLRQ�RI�WKLV�LVVXH�VHH�0RKLHOGLQ���������SS��������ü�ü�ü�&KDPS�DQG�)UHHPDQ���������S������ýùýùýù6HH�+DUG\���������S�����
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3HUX ���� �� \HV6UL�/DQND ���� �� QR7XQLVLD ���� � QR9HQH]XHOD ���� �� QR
6RXUFHV� +DUG\��������$SSHQGL[�,��SS���������DQG�&%(�DQQXDO�UHSRUW������

,W�LV�ZLGHO\�DFFHSWHG�WKDW�WKH�LQWHUHVW�UDWH�VSUHDG�LV�D�JRRG�SUR[\�IRU�FRPSHWLWLRQ�DQG�HIILFLHQF\�RI�LQWHUPHGLDWLRQ��7DEOH���VKRZV�WKDW�GHVSLWH�ILQDQFLDO�UHIRUPV��(J\SW¶V�EDQNLQJ�VHFWRU�VWLOO�VXIIHUV�IURP�LQHIILFLHQF\�DQG�ODFN�RI�FRPSHWLWLRQ��ZKLFK�DUH�QHJDWLYHO\�UHIOHFWHG�LQ�PRELOL]DWLRQ�RI�VDYLQJV�DQG�LQYHVWPHQW��7KXV��ZKLOH�UHIRUP�PHDVXUHV�LQ�(J\SW�KDYH�IRFXVHG�RQ�LPSURYLQJ�D�IHZ�ILQDQFLDO�YDULDEOHV�VXFK�DV�LQFUHDVLQJ�QRPLQDO�LQWHUHVW�UDWHV�DERYH�LQIODWLRQ�UDWHV�DQG�UHGXFLQJ�WKH�UHTXLUHG�UHVHUYH�DQG�OLTXLGLW\�UDWLRV��WKH\�KDYH�QRW�EHHQ�SURIRXQGO\�FRQFHUQHG�ZLWK�WKH�XQFRPSHWLWLYH�FRQGLWLRQV�RI�WKH�EDQNLQJ�V\VWHP��
7DEOH����5HDO�,QWHUHVW�5DWH�6SUHDGV�LQ�(J\SW�DQG�6HOHFWHG�&RXQWULHV

���� ���� ���� ���� ���� ���� 3HULRG�DYHUDJH(J\SW ýúýúýú ��� ��� ��� ��� ��� ����-RUGDQ ��� ��� ��� � � � ����0RURFFR ��� ��� � � ���� � ����6��.RUHD � � � � � ��� ����6SDLQ ��� ��� � ��� ��� ��� ���8. ��� ��� ��� ��� ��� ��� ����86$ � ��� ��� ��� ��� � ����
6RXUFH��,0)��,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN������DQG������

7KH�UHPHG\�IRU�WKHVH�SUREOHPV�GRHV�QRW�OLH�VROHO\��RU�HYHQ�QHFHVVDULO\��LQ�FKDQJLQJ�WKH�RZQHUVKLS�RI�EDQNV��,W�LV�UDWKHU�WKH�HFRQRPLF�HQYLURQPHQW�DQG�PHFKDQLVPV�DFFRUGLQJ�WR�ZKLFK�SXEOLF�EDQNV�RSHUDWH�WKDW�HPSKDVL]H�WKH�QHJDWLYH�HIIHFWV�RI�LQHIILFLHQF\�DQG�KLQGHU�FRPSHWLWLRQ� ýûýûýû7KLV�LV�HYLGHQW�E\�WKH�IDFW�WKDW�WKH�LQHIILFLHQF\�RI�VRPH�SULYDWH�EDQNV�LQ�(J\SWH[FHHGV�WKDW�RI�VRPH�SXEOLF�EDQNV�
&RQFOXGLQJ�5HPDUNV
ýúýúýú)RU�FRPSDULVRQ�ZH�XVH�WKH�,)6�ILJXUHV�WR�FDOFXODWH�VSUHDGV��&%(�ILJXUHV�IRU�OHQGLQJ�DQG�GHSRVLW�UDWHV�SURGXFH�KLJK�VSUHDGV��EXW�OHVV�WKDQ�WKRVH�UHSRUWHG�IRU�(J\SW�LQ�WKH�WDEOH�
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7KH�*$76��DV�D�ILUVW�PXOWLODWHUDO�DWWHPSW�WR�HVWDEOLVK�GLVFLSOLQHV�IRU�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV��LV�RQO\�D�VWDUW��$�FRQVLGHUDEOH�DPRXQW�RI�HIIRUW�LV�UHTXLUHG�WR�DFKLHYH�OLEHUDOL]DWLRQ�LQ�WKH VHQVLWLYH�VHFWRUV�RI�ILQDQFLDO�VHUYLFHV��WUDQVSRUW�DQG�WHOHFRPPXQLFDWLRQV��,Q�RUGHU�WR�H[SDQG�LWV�VHFWRUDO�FRYHUDJH�DQG�UHGXFH�YDULRXV�UHVWULFWLRQV�RQ�PRGHV�RI�VXSSO\��(J\SW��DV�D�GHYHORSLQJ�FRXQWU\��QHHGV�WR�EH�FRQYLQFHG�RI�WKH�EHQHILWV�RI�VHUYLFHV�OLEHUDOL]DWLRQ��5HODWLYHO\�KLJK�WUDQVDFWLRQV�FRVWV�WKDW�UHVXOW�IURP�LQHIILFLHQFLHV�LQ�EDQNLQJ��WHOHFRPPXQLFDWLRQV�RU�WUDQVSRUW��UHGXFH�WKH�FRPSHWLWLYHQHVV�RI�SURGXFWLRQ�VHFWRUV��7KH�SURWHFWLRQ�RI�LQWHUPHGLDWH�VHUYLFHV��LQ�WKH�LQWHUHVW�RI�VXFK�REMHFWLYHV�DV�SROLWLFDO�FRQWURO��DOVRKDV�VLJQLILFDQW�FRVWV�WKDW�KLQGHU�FRPSHWLWLYHQHVV��(IIRUWV�DUH�UHTXLUHG�WR�PRGLI\�WKH�UHJXODWRU\�IUDPHZRUN�XQGHU�ZKLFK�WKHVH�VHFWRUV�RSHUDWH�WR�DOORZ�IRU�FRPSHWLWLRQ�IRU�WKH�PDUNHW�DQG�LQ�WKH�PDUNHW��%\�UHPRYLQJ�EDUULHUV�WR�WUDGH�LQ�LQWHUPHGLDWH�VHUYLFHV��SURGXFHUV�PD\�KDYH�DFFHVV�WR�D�YDULHW\�RI�VHUYLFHV�WKDW�PRGHUQ�LQWHUQDWLRQDO�PDUNHWV�FDQ�SURYLGH��7KH�VHFWRUDO�FRYHUDJH�RI�(J\SW¶V�FRPPLWPHQWV�XQGHU�WKH�*$76�LV�UHODWLYHO\�ORZ��5HVWULFWLYH�SURWHFWLRQLVW�PHDVXUHV�FRQWLQXH�WR�EH�DSSOLHG LQ�VFKHGXOHG�VHFWRUV��LQFOXGLQJ�ILQDQFLDO�VHUYLFHV��$V�WKH�(J\SW�(8�DVVRFLDWLRQ�DJUHHPHQW�LV�QRW�OLNHO\�WR�JR�EH\RQG�WKH�*$76��LW�ZLOO�QRW�UHVXOW�LQ�VLJQLILFDQW�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV��,Q�WKH�FDVH�RI�ILQDQFLDO�VHUYLFHV��OLEHUDOL]DWLRQ�RI�WUDGH�DQG�DOORZLQJ�IRUHLJQ�ILUPV�WR�HVWDEOLVK�DUH�QRW�HQRXJK�WR�ZHDNHQ�WKH�PRQRSROLVWLF�VWUXFWXUH��RU�WR�LPSURYH�HIILFLHQF\�LQ�ILQDQFLDO�LQWHUPHGLDWLRQ��7KH�H[SHULHQFH�RI�(J\SW��DIWHU�DSSUR[LPDWHO\�WZR�GHFDGHV�RI�RSHQLQJ�LWV�ILQDQFLDO�PDUNHW�WR�IRUHLJQ�EDQNV��LOOXVWUDWHV�WKDW�LQFXPEHQW�EDQNV�PD\�VTXHH]H�RXW�QHZ�HQWUDQWV�RU�FROOXGH�ZLWK�WKHP��)XUWKHU�HIIRUWV�DUH�WKHUHIRUH�UHTXLUHG�DW�WKH�GRPHVWLF�OHYHO�WR�LPSURYH�FRPSHWLWLRQ�LQ�WKH�ILQDQFLDO�PDUNHW�DQG�UHGXFH�WKH�UROH�RI�WKH�SXEOLF�VHFWRU�,Q�WKH�FRQWH[W�RI�WKH SURSRVHG�DJUHHPHQW�ZLWK�(XURSH��(J\SW�KDV�WKUHH�RSWLRQV��)LUVW��WR�DWWHPSW�WR�FRQYHUJH�RQ�WKH�LQWUD�(8�VLWXDWLRQ��L�H���IUHH�WUDGH��VHFRQG��WR�QHJRWLDWH�VSHFLILF�DUUDQJHPHQWV�IRU�IXUWKHU�OLEHUDOL]DWLRQ�RI�WUDGH�LQ�VHUYLFHV�ZLWKLQ�WKH�FRQWH[W�RI�WKH�DJUHHPHQW��DQG�ILQDOO\��WR�OLPLW�OLEHUDOL]DWLRQ�WR�ZKDWHYHU�LV�QHJRWLDWHG�RYHU�WLPH�LQ�WKH�*$76��7KH�ILUVW�LV�FOHDUO\�WRR�DPELWLRXV�DW�WKLV�WLPH��QRW�MXVW�EHFDXVH�RI�WKH�LPSOLHG�FRPPLWPHQWV�DQG�REOLJDWLRQV�RQ�(J\SW��EXW�DOVR�EHFDXVH�WKH�(8�LV�XQOLNHO\�WR�DFFHSW�LW��7KH�VHFRQG�FKRLFH�LV�WKH�RQH�(J\SW�VKRXOG�SXUVXH��+RZHYHU��XQGHU�WKH�SUHYDOHQW�FLUFXPVWDQFHV�LW�LV�QRW�XQOLNHO\�WKDW�(J\SW�ZLOO�IROORZ�WKH�7XQLVLDQ�0RURFFDQ�SDWK�DQG�
FKRRVH�WKH�WKLUG�EHVW
��
ýûýûýû.LOOLFN���������S������
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5HIHUHQFHV$5(��������µ7KH�1DWLRQDO�7HOHFRPPXQLFDWLRQV�3ROLF\�RI�WKH�$UDE�5HSXEOLF�RI�(J\SW¶�
$UQGW��+�:���������µ0HDVXULQJ�WUDGH�LQ�ILQDQFLDO�VHUYLFHV¶��%DQFD�1D]LRQDOH�'HO�/DYRUR��9RO��;;;9,,�
%DXPRO��:���&��3DQ]DU�DQG�5��:LOOLJ��������&RQWHVWDEOH�0DUNHWV�DQG�WKH�7KHRU\�IRU�,QGXVWU\�6WUXFWXUH��1HZ�<RUN��+DUFRXUW�%UDFH�-RYDQRYLFK�
&HQWUDO�$JHQF\�IRU�3XEOLF�0RELOLVDWLRQ�$QG�6WDWLVWLFV��&$30$6���µ$QQXDO�%XOOHWLQ�RI�)RUHLJQ�([FKDQJH�5HFHLSWV�DQG�3D\PHQWV¶��VHYHUDO�LVVXHV�����������
&$30$6��������6WDWLVWLFDO�<HDUERRN��-XQH�
&HQWUDO�%DQN�RI�(J\SW��$QQXDO�5HSRUWV��VHYHUDO�LVVXHV���(FRQRPLF�5HYLHZ��YDULRXV�LVVXHV�
&KDPS��%��DQG�6��)UHHPDQ��������0RGHOOLQJ�0RQHWDU\�(FRQRPLFV��-RKQ�:LOH\�DQG�6RQV��1HZ�<RUN�
(J\SWLDQ�)LQDQFLDO�*URXS��������µ(J\SW��$�1HZ�$JH��*XLGH�WR�WKH�(J\SWLDQ�&DSLWDO�0DUNHW¶�
(O�5HIDLH��)���������µ7KH�*$76�DQG�LWV�LPSOLFDWLRQV�RQ�WKH�EDQNLQJ�VHFWRU�LQ�$UDE�FRXQWULHV¶��SDSHU�SUHVHQWHG�DW�WKH�&RQIHUHQFH�RI�WKH�(FRQRPLF�'HSW���&DLUR�8QLYHUVLW\��-DQXDU\�
(QGUHV��$��DQG��/��$OWLQJHU��������µ7KH�VFRSH�DQG�GHSWK�RI�*$76�FRPPLWPHQWV¶��PLPHR�
)HGHUDWLRQ�RI�(J\SWLDQ�,QGXVWULHV��������µ0DULWLPH�WUDQVSRUW�VHUYLFHV�IURP�WKH�SRLQW�RI�YLHZ�RI�H[SRUWHUV��WKH�SUREOHP�DQG�VXJJHVWHG�VROXWLRQV¶��1RYHPEHU��LQ�$UDELF��
)LHOHNH��1���������µ7KH�VRDULQJ�WUDGH�LQ�QRQWUDGDEOHV¶��1HZ�(QJODQG (FRQRPLF�5HYLHZ��1RY�
*DODO��$��DQG�%��1DXUL\DO��������µ5HJXODWLRQ�RI�WHOHFRP�LQ�GHYHORSLQJ�FRXQWULHV��RXWFRPHV��LQFHQWLYHV�DQG�FRPPLWPHQW¶��5HYLVWD�GH�$QDOLVLV�(FRQRPLFR��9RO�����1R����
*HUPDQ�$UDE�&KDPEHU�RI�&RPPHUFH��������µ(J\SW��EXVLQHVV�DQG�SURGXFWLRQ�IDFWRU�FRVWV¶�
*HUPLGLV��'��DQG�&��$��0LFKDOHW��������,QWHUQDWLRQDO�%DQNV�DQG�)LQDQFLDO�0DUNHWV�LQ�'HYHORSLQJ�&RXQWULHV��3DULV��2(&'�
*ODLVWHU��6���'��6WDUNLH�DQG�'��7KRPSVRQ��������µ$Q�DVVHVVPHQW��HFRQRPLF�SROLF\�IRU�WUDQVSRUW¶��2[IRUG�5HYLHZ RI�(FRQRPLF�3ROLF\��9RO����QR���
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+DUG\��&���������µ5HVHUYH�UHTXLUHPHQWV�DQG�PRQHWDU\�PDQDJHPHQW��DQ�LQWURGXFWLRQ�¶�,0)�:RUNLQJ�3DSHU�:3�������
+RHNPDQ��%��������µ$Q�DVVHVVPHQW�RI�WKH�8UXJXD\�5RXQG�$JUHHPHQW�RQ�6HUYLFHV¶��LQ�:LOO�0DUWLQ�DQG�$ODQ�:LQWHUV��HGV����7KH�8UXJXD\�5RXQG�DQG�WKH�'HYHORSLQJ�(FRQRPLHV��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV��IRUWKFRPLQJ�
+RHNPDQ��%HUQDUG�DQG�3��6DXYH��������µ/LEHUDOL]LQJ�WUDGH�LQ�VHUYLFHV¶��:RUOG�%DQN�'LVFXVVLRQ�3DSHU��:DVKLQJWRQ�'�&���7KH�:RUOG�%DQN�
+RHNPDQ��%��DQG�3��%UDJD��������µ7UDGH�LQ�VHUYLFHV��WKH�*$76�DQG�WKH�$UDE�FRXQWULHV¶��PLPHR�
,QWHUQDWLRQDO�)LQDQFH�&RUSRUDWLRQ��������(PHUJLQJ�6WRFN�0DUNHWV�)DFWERRN��:DVKLQJWRQ��,)&�
,QWHUQDWLRQDO�0RQHWDU\�)XQG��������,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN��,0)������������������� ������,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�<HDUERRN��,0)�
,QWHUQDWLRQDO�7HOHFRPPXQLFDWLRQV�8QLRQ��������:RUOG�7HOHFRPPXQLFDWLRQ�'HYHORSPHQW�5HSRUW�
.�	�0�(QJLQHHULQJ�DQG�&RQVXOWLQJ�&RUSRUDWLRQ��������µ3ROLF\�UHIRUP�DQG�LQVWLWXWLRQDO�GHYHORSPHQW�DVVHVVPHQW¶��UHSRUW�IRU�$5(172��
.LOOLFN��7���������7KH�$GDSWLYH�(FRQRP\��$GMXVWPHQW�3ROLFLHV�LQ�6PDOO��/RZ�,QFRPH�&RXQWULHV��:DVKLQJWRQ�'�&���7KH�:RUOG�%DQN�
0RKLHOGLQ��0���������µ&DXVHV��PHDVXUHV�DQG�LPSDFW�RI�VWDWH�LQWHUYHQWLRQ�LQ�WKH�ILQDQFLDO�VHFWRU��WKH�(J\SWLDQ�H[DPSOH¶��:RUNLQJ�3DSHU�������(FRQRPLF�5HVHDUFK�)RUXP�)RU�$UDE�&RXQWULHV��,UDQ�DQG�7XUNH\�
0RKLHOGLQ��0��DQG�-��:DKED��������µ7KH�8UXJXD\�5RXQG�DQG�WUDGH�LQ�ILQDQFLDO�VHUYLFHV�LQ�WKH�$UDE�FRXQWULHV¶��'LVFXVVLRQ�3DSHU�LQ�(FRQRPLFV�DQG�(FRQRPHWULFV 1R�������
0RUULV��)��HW�DO��������µ/DWLQ�$PHULFD¶V�%DQNLQJ�6\VWHP�LQ�WKH�����V��D�FURVV�FRXQWU\�FRPSDULVRQ�¶�:RUOG�%DQN�'LVFXVVLRQ�3DSHU�1R������7KH�:RUOG�%DQN��:DVKLQJWRQ�'&�
0RVKLULDQ��)���������µ7UDGH�LQ�ILQDQFLDO�VHUYLFHV¶��7KH�:RUOG�(FRQRP\��0D\��������SS���������
1DWKDQ�$VVRFLDWHV�,QF���������µ(J\SW��RSWLRQV�IRU�LQFUHDVLQJ�PDUNHW�FRPSHWLWLRQ�LQ�PDULWLPH�
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SRUW�VHUYLFHV¶��5HSRUW�SUHSDUHG�IRU�WKH�*RYHUQPHQW�RI�(J\SW�1DWLRQDO�%DQN�RI�(J\SW��(FRQRPLF�%XOOHWLQ��YDULRXV�LVVXHV�
6DPSVRQ��*��DQG�5��6QDSH��������µ,GHQWLI\LQJ�WKH�LVVXHV�LQ�WUDGH�LQ�VHUYLFHV¶��7KH�:RUOG�(FRQRP\ �� -XQH��SS���������
6DSLU��$��DQG�&��:LQWHU��������µ6HUYLFHV�WUDGH¶��LQ�'��*UHHQDZD\�DQG�/��:LQWHUV��HGV��6XUYH\V�LQ�,QWHUQDWLRQDO�7UDGH��2[IRUG��%ODFNZHOO�
6FKRXWHQ��%���������µ7UDQVDFWLRQ�FRVWV�WR�SULYDWH�H[SRUWV¶��:RUOG�%DQN�GUDIW�IRU�GLVFXVVLRQ��)HEUXDU\��&DLUR��(J\SW�
6FKXOW]��6���������µ%DUULHUV�LQ�VHUYLFHV�WUDGH��WKH�VWDWH�RI�QHJRWLDWLRQV�DQG�SURVSHFWV¶��,QWHUHFRQRPLFV��6HSWHPEHU�
65,�,QWHUQDWLRQDO��������µ$FKLHYLQJ�(J\SWLDQ�H[SRUW�JURZWK¶��0DUFK��5HSRUW�VXEPLWWHG�WR�WKH�(J\SWLDQ�0LQLVWU\�RI�(FRQRP\�
81&7$'�DQG�WKH�:RUOG�%DQN��������µ/LEHUDOL]LQJ�LQWHUQDWLRQDO�WUDQVDFWLRQV�LQ�VHUYLFHV¶��8QLWHG�1DWLRQV�
:KDOOH\��-���������µ6HUYLFHV�LQ�WKH�8UXJXD\�5RXQG�DQG�EH\RQG¶��81&7$'�3URMHFW�RQ�WKH�,PSOLFDWLRQV�RI�WKH�8UXJXD\�5RXQG�RQ�'HYHORSLQJ�&RXQWULHV�
:KDOOH\��-RKQ��HG���������7KH�8UXJXD\�5RXQG�DQG�%H\RQG��7KH�)LQDO�5HSRUW�IURP�WKH�)RUG�)RXQGDWLRQ�3URMHFW�RQ�'HYHORSLQJ�&RXQWULHV�DQG�WKH�*OREDO�7UDGLQJ�6\VWHP��/RQGRQ��0DFPLOODQ�3UHVV�/WG�
:RUOG�%DQN��������µ$UDE�5HSXEOLF�RI�(J\SW��FRXQWU\�HFRQRPLF�PHPRUDQGXP��HFRQRPLF�UHDGMXVWPHQW�ZLWK�JURZWK¶��:DVKLQJWRQ��:RUOG�%DQN�

������µ(J\SW�ILQDQFLDO�VHFWRU�UHSRUW�EDQNLQJ�VHFWRU¶��'UDIW�)HEUXDU\�
������µ(J\SW��ILQDQFLDO�SROLF\�IRU�DGMXVWPHQW�DQG�JURZWK¶��5HSRUW�1R��������(*7��:DVKLQJWRQ��:RUOG�%DQN�
������:RUOG�'HYHORSPHQW�5HSRUW��2[IRUG��2[IRUG�8QLYHUVLW\�3UHVV�
������7UHQGV�LQ�'HYHORSLQJ�&RXQWULHV��:DVKLQJWRQ�'&��:RUOG�%DQN�

:RUOG�7UDGH�2UJDQL]DWLRQ��������µ,QWHUQDWLRQDO�WUDGH�WUHQGV�DQG�VWDWLVWLFV¶��(FRQRPLF�5HVHDUFK�DQG�$QDO\VLV�'LYLVLRQ�DQG�6WDWLVWLFV�DQG�,QIRUPDWLRQ�6\VWHPV�'LYLVLRQ�
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:RUOG�7UDGH�2UJDQL]DWLRQ��������µ&RPPXQLFDWLRQ�)URP�WKH�$UDE�5HSXEOLF�RI�(J\SW¶�
<RIILH��'���������%H\RQG�)UHH�7UDGH��)LUPV��*RYHUQPHQWV�DQG�*OREDO�&RPSHWLWLRQ��%RVWRQ��+DUYDUG�%XVLQHVV�6FKRRO�
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