
7KH�(J\SWLDQ�6WDELOL]DWLRQ�([SHULHQFH��$Q�$QDO\WLFDO�5HWURVSHFWLYH
$UYLQG�6XEUDPDQLDQ:RUNLQJ�3DSHU�1R����2FWREHU�����

7KH�DXWKRU�ZRXOG�OLNH�WR�WKDQN�3HWHU�$OOXP��-DPHV�'DQLHO��$KPHG�*DODO��+RZDUG�+DQG\��+HED�+DQGRXVVD��9��6XQGDUDUDMDQ��SDUWLFLSDQWV�DW�VHPLQDUV�DW�WKH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV�DQG�WKH�(FRQRPLF�5HVHDUFK�)RUXP�LQ�&DLUR��DQG�HVSHFLDOO\�0RKDPHG�(O�(ULDQ�IRU�KLV�YDOXDEOH�FRPPHQWV�RQ�DQ�HDUOLHU�YHUVLRQ�RI�WKH�SDSHU��7KDQNV�DUH�DOVR�GXH�WR�1DGD�0DVVRXG��1DKHG�(O�7DQWDZ\�DQG�5DILF�:LOOLDP�IRU�H[FHOOHQW�UHVHDUFK�DVVLVWDQFH�
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7KLV� SDSHU� DQDO\]HV� WKH� VXFFHVVIXO� (J\SWLDQ� VWDELOL]DWLRQ� H[SHULHQFH� GXULQJ� WKH� ����V��IRFXVLQJ� RQ� LWV� GLVWLQFWLYH� IHDWXUHV� DQG� FRQWUDVWLQJ� WKHP� ZLWK� WKH� H[SHULHQFH� RI� UHFHQW�GHYHORSLQJ� FRXQWU\� VWDELOL]HUV�� 6XFFHVVIXO� VWDELOL]DWLRQ� SURYLGHV� D� VRXQG� ODXQFKLQJ� SDG� IRU�(J\SW¶V� DFFHOHUDWLRQ� RI� VWUXFWXUDO� UHIRUPV� DLPHG� DW� GXUDEO\� UDLVLQJ� WKH� FRXQWU\¶V� HFRQRPLF�JURZWK�)ROORZLQJ�WKH�JXOI�ZDU��(J\SW�ODXQFKHG�D�FRQFHUWHG�VWDELOL]DWLRQ�HIIRUW�WKDW�KDG�DV�LWV�PDLQ�HOHPHQWV�D� ODUJH�ILVFDO�DGMXVWPHQW� �� YLUWXDOO\�XQSDUDOOHOHG�LQ�UHFHQW�\HDUV��DQ�H[FKDQJH�UDWH�DQFKRU��SUXGHQW�PRQH\�SROLFLHV��DQG�HDUO\�PRYHV�WR�OLEHUDOL]H�LQWHUHVW�DQG�H[FKDQJH�PDUNHWV��,WV�HIIRUWV�SURGXFHG�D�UHPDUNDEOH�WXUQDURXQG�LQ�(J\SW¶V�PDFURHFRQRPLF�IRUWXQHV�LQ�WHUPV�RI�UHGXFLQJ�LQIODWLRQ��UHVWRULQJ�FRQILGHQFH��DQG�HQJHQGHULQJ�H[WHUQDO�YLDELOLW\�7KH� SDSHU� IRFXVHV� RQ� WKH� GLVWLQFWLYH� IHDWXUHV� RI� WKH� (J\SWLDQ� H[SHULHQFH� DQG� SURYLGHV�H[SODQDWLRQV� IRU� WKH� IROORZLQJ� DQDO\WLFDO� TXHVWLRQV�� +RZ� ZDV� DQ� RXWSXW� FROODSVH� DYRLGHG�GHVSLWH�WKH�ODUJH�ILVFDO�DGMXVWPHQW"�+RZ�GLG�WKH�(J\SWLDQ�ILQDQFLDO�V\VWHP�HVFDSH�WKH�WUDXPD�W\SLFDOO\� DVVRFLDWHG� ZLWK� VWDELOL]DWLRQ"� :DV� WKH� FKRLFH� RI� WKH� H[FKDQJH� UDWH� DV� DQFKRU�DSSURSULDWH"�$QG��ZK\�GLG�WKH�UHVXOWLQJ�UHDO�DSSUHFLDWLRQ�QRW�WKUHDWHQ�H[WHUQDO�YLDELOLW\"

md���Rmd���R
j��i[�T�v� �ZU���xl[�T ¿�f��gUp[��T�Z�W][�T��~�Yc`U��T�ip��YWi`[�¿��c[�UW�Y�i��T��h��¿�U�[[j��i[�T�v���ZU���xl[�T�¿�f��gUp[��T�Z�W][�T��~�Yc`U��T�ip��YWi`[�¿��c[�UW�Y�i��T��h��¿�U�[[

���Y��U��T�¿�g�T��~�U�[��]�W�U�[�iU�����w���Y�cU�����Xj����T�U�c����jTiWO���w�YpUf�Y�pW���Y��U��T�¿�g�T��~�U�[��]�W�U�[�iU�����w���Y�cU�����Xj����T�U�c����jTiWO���w�YpUf�Y�pW
Y�cU�Y�cU�
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,��,QWURGXFWLRQ
(J\SW�LV�ZHOO�HPEDUNHG�RQ�D�UHIRUP�HIIRUW�DLPHG�DW�SODFLQJ�WKH�HFRQRP\�RQ�D�KLJKHU�JURZWK�WUDMHFWRU\�WKDW�ZRXOG�GXUDEO\�UDLVH�OLYLQJ�VWDQGDUGV��UHYHUVH�WKH�ULVLQJ�WLGH�RI�XQHPSOR\PHQW��UHGXFH�WKH�OHYHO�RI�SRYHUW\��DQG�IDFLOLWDWH�(J\SW
V�DFFHOHUDWHG�LQWHJUDWLRQ�LQ�WKH�ZRUOG�HFRQRP\��7KHVH�REMHFWLYHV�DUH�WR�EH�DFKLHYHG�WKURXJK�D�SURJUDP�WKDW�ZRXOG�EXLOG�RQ�WKH�PDFURHFRQRPLF�VWDELOLW\�DWWDLQHG�LQ�WKH�ODVW�IHZ�\HDUV�DQG�ZKLFK�HQYLVLRQV�WKH�DFFHOHUDWLRQ�RI�VWUXFWXUDO�UHIRUPV��HQFRPSDVVLQJ�SULYDWL]DWLRQ��WUDGH�OLEHUDOL]DWLRQ��GHUHJXODWLRQ��ILVFDO�UHIRUP��DQG�VWUHQJWKHQLQJ�RI�WKH�ILQDQFLDO�VHFWRU��7R�HQVXUH�D�VWURQJ�HQDEOLQJ�HQYLURQPHQW�IRU�WKHVH�UHIRUPV��LW�LV�LPSRUWDQW�WR�XQGHUVWDQG��DVVHVV��DQG�GUDZ�OHVVRQV�IURP�(J\SW
V�VXFFHVV�LQ�PDFURHFRQRPLF�VWDELOL]DWLRQ��QRW�OHDVW�EHFDXVH�FRQWLQXLQJ�VWDELOL]DWLRQ�IRUPV�WKH�VLQH�TXD�QRQ�IRU�WKH�JURZWK�SKDVH�6JKU�RCRGT�CVVGORVU�CP�CPCN[VKECN�TGVTQURGEVKXG�QH�VJG�'I[RVKCP�UVCDKNK\CVKQP�GZRGTKGPEG��HQEWUKPI�QP�VJG�EQOOQPCNKVKGU�YKVJ�GRKUQFGU�QH�UVCDKNK\CVKQP�KP�QVJGT�EQWPVTKGU��CU�YGNN�CU�VJG�KFKQU[PETCUKGU�QH�VJG�'I[RVKCP�UKVWCVKQP��+V�KU�QTICPK\GF�CU�HQNNQYU��5GEVKQP�++�QWVNKPGU�DTKGHN[�OCETQGEQPQOKE�RGTHQTOCPEG�KP�'I[RV�DGVYGGP���������CPF����������YKVJ�����������������FGPQVKPI�VJG�RTG�UVCDKNK\CVKQP�RGTKQF�CPF�����������������VJG�UVCDKNK\CVKQP�RGTKQF��5GEVKQP�+++�GZCOKPGU�VJG�HKUECN�WPFGTRKPPKPIU�QH�VJG�UVCDKNK\CVKQP��FGUETKDKPI�OCIPKVWFGU��CPCN[\KPI�VJG�WPFGTN[KPI�HCEVQTU�CPF�GXCNWCVKPI�OGFKWO�VGTO�UWUVCKPCDKNKV[��5GEVKQP�+8�KPXGUVKICVGU�VJG�VTCPUOKUUKQP�OGEJCPKUO�CPF�VJG�OQPGVCT[�UVQT[�KP�VGTOU�QH�CPCN[VKECN�SWGUVKQPU�UWEJ�CU�YJGVJGT�OQPG[�FGOCPF�YCU�UVCDNG�CPF�VJG�EQPUGSWGPV�KORNKECVKQPU�HQT�OQPGVCT[�XGTUWU�GZEJCPIG�TCVG�VCTIGVKPI��YJGVJGT�OQPGVCT[�RQNKE[�YCU�QXGTN[�VKIJV�CPF��KH�UQ��YJGVJGT�VJCV�TCKUGF�VJG�QWVRWV�EQUV�QH�KPHNCVKQP��CPF�YJ[�FQNNCTK\CVKQP�YCU�UQ�UWEEGUUHWNN[�TGXGTUGF�KP�EQPVTCUV�YKVJ�UQOG�EQWPVTKGU�KP�.CVKP�#OGTKEC�CPF�'CUV�#UKC��5GEVKQP�8�CPCN[\GU�VJG�GXQNWVKQP�KP�VJG�HKPCPEKCN�U[UVGO�FWTKPI�UVCDKNK\CVKQP��KP�RCTVKEWNCT�JQY�VJG�HKPCPEKCN�U[UVGO�GUECRGF�VJG�VTCWOC�VJCV�V[RKECNN[�CHHNKEVU�UVCDKNK\CVKQP�GHHQTVU���5GEVKQP�8+�GXCNWCVGU�UGNGEVGF�KUUWGU�TGNCVGF�VQ�VJG�GZEJCPIG�TCVG��5GEVKQP�8++�EQORCTGU�EGTVCKP�URGEKCN�HGCVWTGU�QH�VJG�'I[RVKCP�GZRGTKGPEG�YKVJ�VJQUG�QH�TGEGPV�FGXGNQRKPI�EQWPVT[�UVCDKNK\GTU���5GEVKQP�8+++�QWVNKPGU�DTKGHN[�VJG�XWNPGTCDKNKVKGU�KP VJG�UVCDKNK\CVKQP�RKEVWTG�CPF�5GEVKQP�+:�EQPENWFGU�
++��1XGTXKGY(J\SW��LQ�WKH�ODWWHU�KDOI�RI�WKH�����V��H[KLELWHG�WKH�FODVVLF�V\PSWRPV�RI�DQ�HFRQRP\�LQ�ILQDQFLDO�GLVHTXLOLEULXP��$V�&KDUW���LQGLFDWHV��LQIODWLRQ�ZDV�UXQQLQJ�DERYH����SHUFHQW�LQ�WKH�



''%%''55��9922 ú�ú��� 55WWDDTTCCOOCCPPKKCCPP úú����úú������

ûû

%JCTV ���5VCDKNK\CVKQP�+PFKECVQTU����������� �������)LJXUH��D��7LPH�6HULHV
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)LJXUH��E��3UH�DQG�3RVW�6WDELOL]DWLRQ�$YHUDJHV
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,QIODWLRQ� %XGJHW�'HILFLW����� /LTXLGLW\�� 'ROODUL]DWLRQ
6RXUFH� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�,QIODWLRQ��/LTXLGLW\�JURZWK����'ROODUL]DWLRQ��)RUHLJQ�FXUUHQF\�GHSRVLWV�DV�SHUFHQWDJH�RI�OLTXLGLW\�%XGJHW�GHILFLW����RI�*'3�W�����������(VWLPDWHG�

SUH�VWDELOL]DWLRQ�\HDUV�ú IXHOHG�E\�D�SURIOLJDWH�ILVFDO�VWDQFH�ZLWK�WKH�EXGJHW�GHILFLW�DYHUDJLQJDERXW����SHUFHQW�RI�*'3��$XWRPDWLF�DFFRPPRGDWLRQ�RI�WKHVH�GHILFLWV�OHG�WR�H[SDQVLRQDU\PRQHWDU\�SROLF\�DV�HYLGHQFHG�LQ�DQQXDO�UDWHV�RI�OLTXLGLW\�H[FHHGLQJ����SHUFHQW��&RQILGHQFH�LQ�WKH�HFRQRP\�ZDV�HEELQJ� TGHNGEVGF�KP�ITQYKPI�FQNNCTK\CVKQP YKVJ�C�JKIJ�HTCEVKQP�
PGCTN[����RGTEGPV��QH�VQVCN�NKSWKFKV[�CEEQWPVGF�HQT�D[�HQTGKIP�EWTTGPE[�FGRQUKVU��+PVGTPCN�KODCNCPEGU�YGTG�EQORNGOGPVGF�D[�GZVGTPCN�DCNCPEGU��HQT�OWEJ�QH�VJG�����U�GZRQTVU�UVCIPCVGF��CPF�VJG�
ú 7KURXJKRXW�WKLV�SDSHU��WKH�SUH� DQG�SRVW�VWDELOL]DWLRQ�\HDUV�ZLOO�UHIHU�WR�WKH�SHULRGV�����������������DQG������������������UHVSHFWLYHO\�
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EWTTGPV�CEEQWPV�FGHKEKV�TGCEJGF�CDQWV���RGTEGPV�QH�)&2�KP����������NGCFKPI�VQ�CP�KPCDKNKV[�VQ�UGTXKEG�GZVGTPCN�FGDV�QDNKICVKQPU��'ZEGRVKQPCN�HKPCPEKPI�DGVYGGP���������CPF����������KPENWFKPI�CEEWOWNCVKQP�QH�CTTGCTU�QP�GZVGTPCN�FGDV�UGTXKEG��VQVCNGF�CDQWV�������DKNNKQP��#�UGTKGU�QH�PQOKPCN�FGRTGEKCVKQPU�UKPEG������RTGXGPVGF�C�UGXGTG�GTQUKQP�QH�EQORGVKVKXGPGUU�CU�VJG�TGCN�GZEJCPIG�TCVG�FGRTGEKCVGF�D[�CNOQUV����RGTEGPV�DGVYGGP���������CPF���������7KH�\HDU���������PDUNHG�D�ZDWHUVKHG�LQ�(J\SW
V�VWDELOL]DWLRQ�HIIRUW��)ROORZLQJ�WKH�*XOI�ZDU��WKH�(J\SWLDQ�*RYHUQPHQW�ODXQFKHG�D�FRQFHUWHG�VWDELOL]DWLRQ�HIIRUW�WKDW�HQFRPSDVVHG�WKH�IRXU SRLQWV�VHW�RXW�LQ�%UXQR
V��������RUWKRGR[�SUHVFULSWLRQ���D��HVWDEOLVKLQJ�WKH�IXQGDPHQWDOV�IRU�LQWHUQDO�DQG�H[WHUQDO�EDODQFH���E��SXUVXLQJ�QRPLQDO�DQFKRUV�WR�DFKLHYH�GLVLQIODWLRQ���F��XQGHUWDNLQJ�FXUUHQF\�UHIRUPV�WR�DFFHOHUDWH�H[FKDQJH�VWDELOL]DWLRQ��DQG��G��XQGHUWDNLQJ�VWUXFWXUDO�UHIRUPV�WR�UHPRYH�SULFH�GLVWRUWLRQV��+H�PLJKW�KDYH�DGGHG�DQRWKHU�YLWDO�LQJUHGLHQW�IRU�VXFFHVV��QDPHO\��IDYRUDEOH�H[WHUQDO�GHYHORSPHQWV��ZKLFK�DOVR�FRQWULEXWHG�WR�WKH�VXFFHVV�RI�WKH�(J\SWLDQ�H[SHULHQFH�7KH�NH\VWRQH�LQ�WKH�DUFK�RI HVWDEOLVKLQJ�WKH�PDFUR�IXQGDPHQWDOV�ZDV�ILVFDO�VWDELOL]DWLRQ��7KH�ILVFDO�GHILFLW�ZDV�UHGXFHG�IURP�RYHU����SHUFHQW�RI�*'3�WR�����SHUFHQW�RI�*'3�RYHU�D�IRXU�\HDU�SHULRG��DQ�HIIRUW�WKDW�KDV�SHUKDSV�IHZ�LQWHUQDWLRQDO�SDUDOOHOV�LQ�UHFHQW�KLVWRU\�û ,QVWHDG��(J\SW�RSWHG�IRU�DQ�H[FKDQJH�UDWH�DQFKRU�VXSSOHPHQWHG�E\�VWULFW�PRQHWDU\�DQG�FUHGLW�WDUJHWV�ü&XUUHQF\�UHIRUP�ZDV�SXUVXHG�HDUO\�LQ�WKH�VWDELOL]DWLRQ�HIIRUW��,Q�WHUPV�RI�WKH�FKRLFH�RI�QRPLQDO�DQFKRUV��(J\SW�QDWXUDOO\�HVFKHZHG�ZDJH�SULFH�DQFKRUV��WKHVH�LQVWUXPHQWV�RI�VWDWLVP�ZHUH�VRXJKW�WR�EH�GLVDYRZHG�UDWKHU�WKDQ�HOHYDWHG�WR�WKH�VWDWXV�RI�DQFKRUV��,Q�)HEUXDU\�������WKH�GLIIHUHQW�PDUNHWV�IRU�IRUHLJQ�H[FKDQJH�ZHUH�GH�IDFWR�XQLILHG��&RQFXUUHQWO\��LPSRUWDQW�VWHSV�WRZDUG�ILQDQFLDO�PDUNHW�UHIRUP�ZHUH�LQLWLDWHG�WKURXJK OLEHUDOL]DWLRQ�RI�LQWHUHVW�UDWHV��LQ�-DQXDU\�������RIILFLDO�OLPLWV�LQ�LQWHUHVW�UDWHV�ZHUH�OLIWHG��DQG�WUHDVXU\�ELOO�DXFWLRQV�ZHUH�LQWURGXFHG��7KHVH�ZHUH�IROORZHG�E\�WKH�HOLPLQDWLRQ�RI�OHQGLQJ�OLPLWV�WR�WKH�SULYDWH�DQG�SXEOLF�VHFWRUV�LQ������DQG�������UHVSHFWLYHO\�7KLV�HIIRUW�SURGXFHG�D�UHPDUNDEOH�WXUQDURXQG�LQ�(J\SW
V�PDFURHFRQRPLF�IRUWXQHV��,QIODWLRQ GHFOLQHG�IURP����SHUFHQW�LQ���������WR�����SHUFHQW�LQ���������DV�OLTXLGLW\�JURZWK�DOVR�GHFOLQHG�IURP�RYHU����SHUFHQW�LQ���������WR������SHUFHQW�LQ��������� ([WHUQDO�YLDELOLW\�ZDV�DOVR�DFKLHYHG�DV�WKH�FXUUHQW�DFFRXQW LPSURYHG�IURP�D�GHILFLW�RI�DERXW���SHUFHQW�RI�*'3�WR�D�VXUSOXV�RI�����SHUFHQW�LQ�WKH�SRVW�VWDELOL]DWLRQ�HUD��DQG�H[WHUQDO�UHVHUYHV�EXUJHRQHG�WR�XQSUHFHGHQWHG�OHYHOV��&KDUW�����5HDO�RXWSXW�JURZWK� ZKLFK�GHFOLQHG�VKDUSO\�LQ�WKH�ILUVW�WZR�
û 2YHU�WKH�VDPH�SHULRG��WKH�SULPDU\�EDODQFH�XQGHUZHQW�DQ�LPSURYHPHQW�RI�RYHU����SHUFHQWDJH�SRLQWV��IURP�DGHILFLW�RI�DERXW���SHUFHQW�RI�*'3�LQ���������WR�D�VXUSOXV�RI�RYHU���SHUFHQW�RI�*'3�LQ���������ü:KLOH�³�DQFKRU´�PD\��EH�WKH�DSSURSULDWH�PHWDSKRU�WR�GHVFULEH�WKH�UROH�RI�D�VWDEOH�H[FKDQJH�UDWH�LQ�IDFLOLWDWLQJ�GLVLQIODWLRQ��WKDW�FHDVHV�WR�EH�WUXH�LQ�D�VLWXDWLRQ�RI�FDSLWDO�LQIORZV�ZKHUH�JUHDWHU�H[FKDQJH�UDWH�IOH[LELOLW\�LV��PRUH�FRQGXFLYH�WR�GLVLQIODWLRQ�
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&XUUHQW�$FFRXQW��/HIW�6FDOH�*URVV�5HVHUYHV��5LJKW�6FDOH�
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)LJXUH��E��3UH�DQG�3RVW�6WDELOL]DWLRQ�$YHUDJHV
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&XUUHQ W�$ FFRXQ W
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6RXUFH� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��W�����������(VWLPDWHG�
\HDUV�RI�WKH�VWDELOL]DWLRQ��� WR�����SHUFHQW�DQG�����SHUFHQW��UHVSHFWLYHO\��UHERXQGHG�TXLFNO\��DQG�IROORZHG�ZLWK�D�RQH�\HDU�ODJ�WKH�UHGXFWLRQ�LQ�LQIODWLRQ��&KDUW�����6LQFH����������UHDO�*'3�KDV�JURZQ�VWHDGLO\��UHDFKLQJ�����SHUFHQW�LQ����������:DJHV ZHUH�QRW�DV�DGYHUVHO\�DIIHFWHG�DV�LQ�RWKHU�UHIRUPLQJ�HFRQRPLHV��)RU�H[DPSOH��ZDJH�GDWD�IRU�WKH�FLYLO�VHUYLFH�DQG�IRU�WKH�SXEOLF�HFRQRPLF�VHFWRU�LQGLFDWHV�WKDW��H[FHSW�IRU�DQG�VLQFH���������ZKLFK�ZDV�WKH�\HDU�RI�SHDN�LQIODWLRQ��QRPLQDO�ZDJH�LQFUHDVHV�KDYH�RXWVWULSSHG�LQIODWLRQ��VHH�6HFWLRQ�9,,�IRU�GHWDLOV��+++��(KUECN�#FLWUVOGPV$W�WKH�YHU\�KHDUW�RI�WKH�VWDELOL]DWLRQ�HIIRUW�ZDV�WKH�UHFWLILFDWLRQ�RI�WKH�ILVFDO�LPEDODQFH��7KLV�
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VHFWLRQ�ORRNV�DW�WKH�PDJQLWXGHV�LQYROYHG�DQG�KRZ�WKH�FRUUHFWLRQ�ZDV�DFKLHYHG�
%JCTV����+PHNCVKQP�CPF�1WVRWV����������� ���������
��)LJXUH��D��7LPH�6HULHV
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)LJXUH��E��3UH�DQG�3RVW�6WDELOL]DWLRQ�$YHUDJHV
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5HDO�*'3 &3,�3HULRG�$YHUDJH
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6RXUFH��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W�����������(VWLPDWHG�
0DJQLWXGHVý&RPSDULQJ�DYHUDJHV�IRU�WKH�SUH� DQG�SRVW�VWDELOL]DWLRQ�SHULRGV�GHSLFWV�D�UHPDUNDEOH�DGMXVWPHQW�HIIRUW��&KDUW�����WKH�RYHUDOO�GHILFLW�GHFOLQHG�IURP�DERXW����SHUFHQW�WR���SHUFHQW�RI�*'3��WKH�SULPDU\�EDODQFH�VZXQJ�IURP�D�GHILFLW�RI�RYHU����SHUFHQW�WR�D�VXUSOXV�RI�DERXW���SHUFHQW��WKH�*RYHUQPHQW�EHFDPH�D�QHW�VDYHU�DV�VDYLQJV�LQFUHDVHG�IURP����SHUFHQW�WR�RYHU���SHUFHQW�RI�*'3��DQG�WKH�VDYLQJV�LQYHVWPHQW�GHILFLW�QDUURZHG�IURP�DOPRVW����SHUFHQW�WR�
ý *'3�QXPEHUV�KDYH�EHHQ�DGMXVWHG�IRU�WKH�RQH�RII�XSZDUG�UHYLVLRQ�LQ���������WR�IDFLOLWDWH�FRPSDULVRQ�EHWZHHQ�WKH�SUH�DQG�SRVW�VWDELOL]DWLRQ�SHULRGV�
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DERXW��SHUFHQW�þ 7KHVH�DYHUDJHV�PDVN�WKH�VSHHG�RI�ILVFDO�FRUUHFWLRQ��WKH�EXON�RI�WKHDGMXVWPHQW�HIIRUW�ZDV�FRQFHQWUDWHG�LQ�MXVW�RQH�\HDU��IURP���������WR����������2YHU�WKH�IRXU�\HDU�SHULRG��IURP���������WR����������WKH�RYHUDOO�GHILFLW�DQG�WKH�SULPDU\�EDODQFH�VZXQJ�DURXQG�E\�RYHU����DQG����SHUFHQWDJH�SRLQWV��UHVSHFWLYHO\�&RPSRVLWLRQ�RI�$GMXVWPHQW ÿ7KH�UHGXFWLRQ�LQ�WKH�RYHUDOO�GHILFLW�ZDV�REWDLQHG�WKURXJK�ERWK�D�UHYHQXH�LQFUHDVH��ZKLFK�DFFRXQWHG�IRU����SHUFHQW�RI�WKH�WXUQDURXQG�LQ�WKH�RYHUDOO�GHILFLW��DQG�H[SHQGLWXUH�UHGXFWLRQ�����SHUFHQW���&KDUW��D��� ([FOXGLQJ�WKH�RQH�RII�H[SHQGLWXUH�UHODWHG�WR�EDQN�FDSLWDOL]DWLRQ��WRWDO�H[SHQGLWXUH�UHGXFWLRQ�DPRXQWHG�WR�����SHUFHQW�RI�*'3��UHQGHULQJ�WKH�ILVFDO�DGMXVWPHQW�EURDGO\�QHXWUDO�EHWZHHQ�UHYHQXHV�DQG�H[SHQGLWXUHV��+DG�WKH�GHEW�IRUJLYHQHVV�DQG�GHEW�UHGXFWLRQ�UHODWHG�WR�WKH�*XOI�ZDU�DQG�3DULV�&OXE�UHVFKHGXOLQJV�QRW�EHHQ�FRQIHUUHG�XSRQ�(J\SW��FXUUHQW�H[SHQGLWXUH�ZRXOG�KDYH�EHHQ�KLJKHU�DQG�WKH�RYHUDOO�ILVFDO�DGMXVWPHQW�ORZHU�WR�WKH�H[WHQW�RI�DERXW�����SHUFHQW�RI�*'3�RQ�DYHUDJH�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG�
%JCTV����(KUECN�+PFKECVQTU�������������������
��QH�)&2�(KIWTG��C��6KOG�5GTKGU
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2YHUDOO�'HILFLW3ULPDU\�%DODQFH*RYHUQPHQW�6DYLQJV6DYLQJV�,QYHVWPHQW�*DS

���

(KIWTG��D��2TG�CPF�2QUV�5VCDKNK\CVKQP
þ ³*RYHUQPHQW´�LV�GHILQHG�WR�LQFOXGH�FHQWUDO�DQG�ORFDO�JRYHUQPHQW��HFRQRPLF�VHUYLFH�DXWKRULWLHV��DQG�WKH�LQYHVWPHQW�DFWLYLWLHV�RI�HFRQRPLF�DXWKRULWLHV��ZKLFK�HQFRPSDVVHV�PRVW�RI�WKH�HFRQRPLF�LQIUDVWUXFWXUH���3XEOLF�VHFWRU�HQWHUSULVHV�DUH�H[FOXGHG�IURP�WKH�VFRSH�RI JRYHUQPHQW�LQ�ERWK�SUH� DQG�SRVW�VWDELOL]DWLRQ�SHULRGV�ÿ 7KH�QXPEHUV�LQ�WKLV�VHFWLRQ�KDYH�EHHQ�DGMXVWHG�WR�WDNH�DFFRXQW�RI�D�PDMRU�FKDQJH�LQ�WKH�FRYHUDJH�RI�WKH�ILVFDO�DFFRXQWV�LQ���������WKDW�LQYROYHG�H[FOXGLQJ�WKH�SXEOLF�VHFWRU�FRPSDQLHV�IURP�WKH�DFFRXQWV���:LWKRXW�WKLV�DGMXVWPHQW��WKH�RYHUDOO�ILVFDO�HIIRUW�ZRXOG�DSSHDU�VRPHZKDW�JUHDWHU��LQ�SDUWLFXODU��XQDGMXVWHG�FDOFXODWLRQV�ZRXOG�VKRZ�D�GHFOLQH�LQ�WKH�RYHUDOO�GHILFLW�IURP������SHUFHQW�RI�*'3�WR�����SHUFHQW�RI�*'3���0RUH�LPSRUWDQWO\��QRW�PDNLQJ�DOORZDQFH�IRU�WKLV�FKDQJH�ZRXOG��ELDV�RU�PLVOHDG�WKH�DVVHVVPHQW�RI�WKH�FRPSRVLWLRQ�RI�WKH�DGMXVWPHQW��VHH�EHORZ��� :LWKRXW�FRQWUROOLQJ�IRU�WKH�FKDQJH�LQ�WKH�FRYHUDJH�RI�WKH�ILVFDO�DFFRXQWV��LW�ZRXOG�DSSHDU�WKDW�WKH�DGMXVWPHQW�LQ�WKH�ILVFDO�HIIRUW�ZDV�GLVWULEXWHG�EHWZHHQ�UHYHQXH�LQFUHDVHV�DQG�H[SHQGLWXUH�UHGXFWLRQ�LQ�WKH�UDWLR�RI����DQG����SHUFHQW��UHVSHFWLYHO\�
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2YHUDOO�'HILFLW��� 3ULPDU\�%DODQFH��� *RYHUQPHQW�6DYLQJV�� 6DYLQJV�,QYHVWPHQW�*DS
6RXUFHV� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��W�����������(VWLPDWHG�

&KDUW��D��)LVFDO�,QGLFDWRUV��&KDQJH�EHWZHHQ�3UH�DQG�3RVW�6WDELOL]DWLRQ�3HULRGV����RI�*'3�

���
��
�
�

��
�� 2YHUDOO�'HILFLW5HYHQXHV([SHQGLWXUH
���

��
��
�
�
�
�
�
�
� &KDQJH�LQ�5HYHQXHV&KDQJH�LQ�(*3&��6&$��&%(*RRGV�	�6HUYLFHV,QWHUQDWLRQDO�7UDGH2WKHU

���

6RXUFH� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�(*3&��(J\SWLDQ�3HWUROHXP�&RPSDQ\�6&$��6XH]�&DQDO�$XWKRULW\�&%(��&HQWUDO�%DQN�RI�(J\SW�
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x 7KH�ODUJHVW�VLQJOH�HOHPHQW�RI�WKH�SROLF\�HIIRUW�RQ�WKH�UHYHQXH VLGH�ZDV�WKH�H[FKDQJH�UDWH�FKDQJH�LQ�HDUO\�������7KLV�UDLVHG�UHYHQXH�IURP�RLO�UHFHLSWV��E\�DERXW���SHUFHQWDJH�SRLQW�RQ�DYHUDJH���6XH]�&DQDO�UHFHLSWV��E\�DERXW���SHUFHQWDJH�SRLQWV�RQ�DYHUDJH���DQG�IURP�WD[HV�RQ�LQWHUQDWLRQDO�WUDGH��,Q�DGGLWLRQ��WKH�LQWURGXFWLRQ�LQ������RI�WKH�VDOHV�WD[�DQG�LWV�VXEVHTXHQW�H[SDQVLRQ�FRQWULEXWHG�DERXW�����SHUFHQWDJH�SRLQW�WR�WKH�UHYHQXH�HIIRUW��&KDUW��D��
x 2Q�WKH�H[SHQGLWXUH VLGH��WKH�WRWDO�FXW��DPRXQWLQJ�WR�����SHUFHQW�RI�*'3��ZDV�GLVWULEXWHG�EHWZHHQ�FXUUHQW�DQG�LQYHVWPHQW�H[SHQGLWXUHV�LQ�WKH�UDWLR�RI����DQG����SHUFHQW�UHVSHFWLYHO\��ZLWK�WKH�UHVW�H[SODLQHG�E\�D�UHGXFWLRQ�LQ�QHW�OHQGLQJ�� �&KDUW��E���7KH�QHW�OHQGLQJ�FKDQJH�ZDV�D�RQH�RII�DGMXVWPHQW�GXH�WR�UHFDSLWDOL]DWLRQ�RI�EDQNV��LQ�����������DPRXQWLQJ�WR�����SHUFHQWDJH�SRLQWV�LQ�DJJUHJDWH�RU�����SHUFHQW�SHU�\HDU�LQ�WKH�SUH� VWDELOL]DWLRQ�SHULRG��7KLV�RQH�RII�IHDWXUH�RYHUVWDWHV�WKH�H[SHQGLWXUHV�LQ�WKH�SUH�VWDELOL]DWLRQ�SHULRG�DQG�KHQFH�WKH�PDJQLWXGH�RI�DGMXVWPHQW�LQ�WKH�VWDELOL]DWLRQ�SHULRG��:LWKLQ�LQYHVWPHQW�H[SHQGLWXUH��WKH�VKDUH�RI�VSHQGLQJ�DFFUXLQJ�WR�WKH�VRFLDO�VHUYLFHV�VHFWRUV�UHPDLQHG�XQFKDQJHG��DOOD\LQJ�FRQFHUQV�WKDW�WKH�EXUGHQ�RI�ILVFDO�DGMXVWPHQW�ZRXOG�IDOO�RQ�SRRUHU�VHFWLRQV�RI�VRFLHW\��7KH�EXON�RI�WKH�LQYHVWPHQW�FXWV�ZDV�LQ�WKH�HFRQRPLF�VSKHUH�DV�WKH�*RYHUQPHQW�FXW�EDFN�RQ�SURMHFWV�LQ�WKH�HOHFWULFLW\�DQG�WRXULVP�VHFWRUV�
x :LWKLQ�FXUUHQW�H[SHQGLWXUHV��ZKLFK�ZHUH�UHGXFHG�E\�����SHUFHQWDJH�SRLQWV��VXEVLGLHV�DQG�WUDQVIHUV�ZLWQHVVHG�D�GHFOLQH�RI�DERXW�����SHUFHQWDJH�SRLQWV��ZKLOH�ZDJHV�DQG�VDODULHV��LQFOXGLQJ�SHQVLRQ�SD\PHQWV��VDZ�D�PRGHVW�UHGXFWLRQ�RI�DERXW�����SHUFHQWDJH�SRLQWV�RI�*'3��7KH�GHFOLQH�LQ�DJJUHJDWH�FXUUHQW�H[SHQGLWXUH�FORDNV�D�FRPSRVLWLRQDO�VKLIW�DZD\�IURP�QRQ�LQWHUHVW�H[SHQGLWXUHV��LQWHUHVW�H[SHQGLWXUHV��HVSHFLDOO\�RQ�GRPHVWLF�GHEW�ZHUHCDQWV�����RGTEGPVCIG�RQKPVU�JKIJGT�FWTKPI�VJG�UVCDKNK\CVKQP�RGTKQF�
%JCTV��D���6JKU�EQORQUKVKQPCN�UJKHV�CNUQ�GZRNCKPU�VJG�ITGCVGT�TGFWEVKQP�KP�VJG�RTKOCT[�DCNCPEG�EQORCTGF�VQ�VJG�QXGTCNN�FGHKEKV��#U�C�TGUWNV�QH�VJG�FGDV�HQTIKXGPGUU�CPF�2CTKU�%NWD�TGUEJGFWNKPI�CITGGOGPV�QH�������'I[RVOU�HQTGKIP�KPVGTGUV�DKNN�YCU�UWDUVCPVKCNN[�TGFWEGF��GUVKOCVGF�CV�CDQWV�����RGTEGPV�QH�)&2�
EWOWNCVKXG�HQT�VJG�RQUV�UVCDKNK\CVKQP�RGTKQF��QT�����RGTEGPV�QP�CXGTCIG�HQT�VJG�UKZ�[GCT�RGTKQF�
&KDUW��E��)LVFDO�,QGLFDWRUV��&KDQJH�EHWZHHQ�3UH�DQG�3RVW�6WDELOL]DWLRQ�3HULRGV����RI�
� ,I�DGMXVWPHQWV�IRU�WKH�FKDQJHG�FRYHUDJH�RI�WKH�EXGJHW�DUH�QRW�PDGH��LW�ZRXOG�DSSHDU�WKDW�WKH�UHGXFWLRQ�LQ�*RYHUQPHQW�LQYHVWPHQW�H[SHQGLWXUH�ZDV�DOPRVW���SHUFHQWDJH�SRLQWV���7KLV�LV�EHFDXVH�WKH�FKDQJHG�PHWKRGRORJ\�LQYROYHG�H[FOXGLQJ�WKH�LQYHVWPHQW�H[SHQGLWXUHV�RI�WKH�SXEOLF�VHFWRU�HQWHUSULVHV�IURP�WKH�VFRSH�RI�WKH�ILVFDO�DFFRXQWV���7KH�UHGXFWLRQ�LQ�QHW�OHQGLQJ�REVHUYHG�EHWZHHQ�WKH�WZR�SHULRGV�LV�LQ�ODUJH�SDUW�GXH�WR�WKH�UHFDSLWDOL]DWLRQ�RI�WKH�EDQNV�LQ���������ZKLFK�ZDV�D�RQH�RII�HIIRUW���,Q�DQ\�HYHQW��LQ�WKH�FDVH�RI�(J\SW��QHW�OHQGLQJ�VKRXOG�EH�H[FOXGHG�LQ�DQDO\]LQJ�ILVFDO�GHYHORSPHQWV�DV�LW�LV�ODUJHO\�D�ILQDQFLQJ�LWHP��FRPSULVLQJ��*RYHUQPHQW�DPRUWL]DWLRQ�SD\PHQWV�WR�WKH�1DWLRQDO�,QYHVWPHQW�%DQN�
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([SHQGLWX UH&XUUHQ W,QYHVWP HQ W1HW�/HQGLQJ
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&XUUHQW�([SHQGLWXUH
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��� &XUUHQW�([SHQGLWXUH:DJHV���6DODULHV�	�3HQVLRQV6XEVLGLHV�	�7UDQVIHUV'RPHVWLF�,QWHUHVW)RUHLJQ�,QWHUHVW2WKHU

6RXUFHV� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��
6JKU�HKUECN�CFLWUVOGPV�WPFGTVCMGP�D[�'I[RV�UJQWNF�DG�GXCNWCVGF�CICKPUV�VJG�DCEMFTQR�QH�VJG�OCUUKXG�UVGTKNK\CVKQP�GHHQTV�OQWPVGF�FWTKPI�VJG�RGTKQF���������VQ���������KP�QTFGT�VQ�RIIVHW�WKH OLTXLGLW\�LPSDFW�RI�WKH�VXUJH�LQ�FDSLWDO�LQIORZV��7KH�ILVFDO�FRVWV�RI�VWHULOL]DWLRQ�DPRXQWHG�WR�DERXW���SHUFHQW�RI�*'3��FXPXODWLYH��RU�DQ�DYHUDJH�RI�����SHUFHQW�RYHU�WKH�VL[�VWDELOL]DWLRQ�\HDUV��+RZHYHU��LI�WKH�VWHULOL]DWLRQ�HIIRUW�LV�VHHQ�LQ�WKH�FRQWH[W RI�LWV�HIIHFW�RI�SURYLGLQJ�LPSOLFLW�VXSSRUW�WR�WKH�EDQNLQJ�V\VWHP��WKH�ILVFDO�HIIRUW�DPRXQWHG�WR�DERXW���

� 7KH�FRVWV�RI�VWHULOL]DWLRQ�DUH�FDOFXODWHG�DV�WKH�FKDQJH�LQ�QHW�GRPHVWLF�DVVHWV�RI�WKH�&%(��ZKLFK�LV�WKH�FRXQWHUSDUW�RI�WKH�LQFUHDVH�LQ�LQIORZV��WLPHV�WKH�LQWHUHVW�GLIIHUHQWLDO�EHWZHHQ�GRPHVWLF�DQG�IRUHLJQ�DVVHWV�
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SHUFHQW�RI�*'3��LQ�DGGLWLRQ�WR�WKH�H[SHQGLWXUHV�RI�DERXW�����SHUFHQW�RI�*'3�LQFXUUHG�LQ���������IRU�RYHUW�UHFDSLWDOL]DWLRQ�RI�WKH�EDQNLQJ�V\VWHP��VHH�6HFWLRQ�9�IRU�GHWDLOV��úù
%JCTV����/QPGVCT[�(KPCPEKPI����������� ���������
��QH�)&2�
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7RWDO�0RQHWDU\�)LQDQFLQJ��5LJKW�6FDOH�
W�� W�� W�� W�� W��������������W�� W�� W�� W��

6HLJQRUDJH���/HIW�6FDOH�,QIODWLRQ�7D[��/HIW�6FDOH�

���*'3� ���([SHQGLWXUH�

������� 7RWDO�0RQHWDU\�)LQDQFLQJ��/HIW�6FDOH�

6RXUFHV� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W������������'UVKOCVGF�x $�FRUROODU\�RI�WKH�VWUHQJWKHQLQJ�ILVFDO�SRVLWLRQ�ZDV�WKH�GLPLQLVKLQJ�UHOLDQFH�RQ�PRQHWDU\�ILQDQFLQJ��FRPSULVLQJ�VHLJQLRUDJH�DQG�WKH�LQIODWLRQ�WD[ �&KDUW����úú (J\SW¶V�H[WUDFWLRQ�RI�UGKIPKQTCIG��VTCPUHGTTGF�VQ�VJG�DWFIGV�KP�VJG�HQTO�QH�VJG�%$'OU�VCZGU�CPF�RTQHKV�VTCPUHGTU��JCU�KPETGCUGF�D[�CDQWV�����RGTEGPVCIG�RQKPVU�QH�)&2��HTQO�����RGTEGPV�VQ�����RGTEGPV��1P�VJG�QVJGT�JCPF��'I[RVOU�TGEQWTUG�VQ�VJG�KPHNCVKQP�VCZ�JCU�FKOKPKUJGF�UWDUVCPVKCNN[�CU�C�UJCTG�QH�)&2��HTQO�����RGTEGPV�VQ�����RGTEGPV��1XGTCNN��OQPGVCT[�HKPCPEKPI�CU�C�UJCTG�QH�)&2�JCU�FGENKPGF�
HTQO�����RGTEGPV�VQ�����RGTEGPV�QH�)&2��DWV�KPETGCUGF�UNKIJVN[�YJGP�OGCUWTGF�CICKPUV�VQVCN�GZRGPFKVWTGU��6JKU�TGFWEGF�TGEQWTUG�VQ�OQPGVCT[�HKPCPEKPI�KP�CIITGICVG�JCU�DGGP�CEEQORCPKGF�D[�C�RQUKVKXG�EQORQUKVKQPCN�
úù 7KH�H[FOXVLRQ�RI�DUUHDUV�DFFXPXODWLRQ�E\�WKH�JRYHUQPHQW�IURP�WKH�ILVFDO�DFFRXQWV�WHQGV�WR�RYHUVWDWH�WKH�PDJQLWXGH�RI�ILVFDO�DGMXVWPHQW��ZKLOH�QR�ILUP�GDWD�DUH�DYDLODEOH��LW�DSSHDUV�WKDW�WKH�VWRFN�RI�JRYHUQPHQW�DUUHDUV��WKH�EXON�RI�ZKLFK�KDV�EHHQ�OLNHO\�DFFXPXODWHG�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG��WR�WKH�HFRQRPLF�DXWKRULWLHV�DQG�WKH�SXEOLF�VHFWRU�HQWHUSULVHV�WRWDOHG�DERXW�/(����ELOOLRQ�DW�HQG���������+RZHYHU��WKH�DQDO\VLV�SUHVHQWHG�DERYH�LV�QRW�LQYDOLGDWHG�E\�WKLV�RPLVVLRQ�LI�LW�LV�UHFRJQL]HG�WKDW�DUUHDUV�DFFXPXODWLRQ�E\�WKH�*RYHUQPHQW�OHG�WR�LQFUHDVHG�IUDJLOLW\�RI�WKH�EDQNLQJ�V\VWHP��ZKLFK�QHFHVVLWDWHG�D�ILVFDO�LQIXVLRQ�LQ�WKH�IRUP�RI�WUHDVXU\�ELOO�DOORFDWLRQV�WR�WKH�EDQNV��VHH�6HFWLRQ�9�EHORZ������7KXV��XQUHFRUGHG�DFFXPXODWLRQ�RI�DUUHDUV�KDYH��EHHQ�UHIOHFWHG�LQ�WKH�ILVFDO�DFFRXQWV��DOEHLW�LQ�DQ�URXQGDERXW�PDQQHU��WKURXJK�WKH�FRVW�LQFXUUHG�WR�UHGUHVV�WKH�FRQVHTXHQFHV�RI�DUUHDUV�DFFXPXODWLRQ�úú 6HLJQLRUDJH�DULVHV�IURP�WKH�IDFW�WKDW�WKH�FHQWUDO�EDQN�LVVXHV�LQWHUHVW�IUHH�OLDELOLWLHV�ZKLFK�DUH�ZLOOLQJO\�KHOG�E\�HFRQRPLF�DJHQWV�DQG�LV�PHDVXUHG�DV�WKH�FKDQJH�LQ�UHVHUYH�PRQH\�DV�D�VKDUH�RI�*'3���7KH�LQIODWLRQ�WD[�UHIOHFWV�WKH�UHGXFWLRQ�LQ�WKH�SXUFKDVLQJ�SRZHU�RI�PRQH\�EDODQFHV�GXH�WR�LQIODWLRQ�DQG�LV�PHDVXUHG�DV�WKH�LQIODWLRQ�UDWH�PXOWLSOLHG�E\�UHVHUYH�PRQH\ DV�D�VKDUH�RI�*'3���7KH�SULYDWH�VHFWRU�KDV�WR�UXQ�D�VXUSOXV�RI�LQFRPH�RYHU�H[SHQGLWXUH�WR�DFTXLUH�PRQH\�EDODQFHV�ZKHQ�LQIODWLRQ�LV�SRVLWLYH�DQG�WKXV�SD\V�DQ�LQIODWLRQ�WD[��WKH�ILVFDO�DXWKRULWLHV��KRZHYHU��JDLQ�RQO\�WR�WKH�H[WHQW�WKDW�HURVLRQ�RI�WKH�PRQH\�VWRFN�WKURXJK�LQIODWLRQ�LV�QRW�RIIVHW�E\�JDLQV�E\�WKH�SULYDWH�VHFWRU�DV�QHW�GHEWRUV���7KLV�LV�ZK\�WKH�EDVH�IRU�WKH�LQIODWLRQ�WD[�LV�UHVHUYH�PRQH\�UDWKHU�WKDQ�EURDG�PRQH\���VHH�$QDQG�DQG�:LMQEHUJHQ���������
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EJCPIG�TGHNGEVGF�KP�VJG�TGNCVKXG�KORQTVCPEG�QH�TGXGPWGU�HTQO�UGKIPKQTCIG�CPF�VJG�KPHNCVKQP�VCZ��+P�VJG�RTG�UVCDKNK\CVKQP�RGTKQF��VJG�UJCTG�QH�TGUGTXG�OQPG[�KP�)&2�FGENKPGF�SWKVG�UJCTRN[��YJKEJ�OGCPV�VJCV�VJG�KPHNCVKQP�VCZ�YCU�GZVTCEVGF�OQTG�HTQO�C�JKIJ�VCZ�TCVG�TCVJGT�VJCP�C�ITQYKPI�VCZ�DCUG��$[�EQPVTCUV��KP�VJG�UVCDKNK\CVKQP�RJCUG��VJG�KPHNCVKQP�VCZ�JCU�EQOG�FQYP�CPF�JCU�DGGP�ICTPGTGF�CICKPUV�VJG�DCEMITQWPF�QH�C�UVCDNG�QT�GZRCPFGF�VCZ�DCUG��YKVJQWV�VJG�FKUVQTVKPI�GHHGEVU�QH�C�JKIJ�VCZ�TCVG�
0HGLXP�7HUP�)LVFDO�9LDELOLW\:KLOH�WKH�ILVFDO�DGMXVWPHQW�ORRNV�LPSUHVVLYH��D�FHUWDLQ�FLUFXPVSHFWLRQ�PD\�EH�LQ�RUGHU�LQ�YLHZ�RI�WKH�ODUJH�SXEOLF�GHEW�UDWLRV��WRWDOLQJ�DERXW����SHUFHQW�RI�*'3�LQ����������&KDUW�����$�PRUH�ORQJ�WHUP�DVVHVVPHQW�RI�WKH�ILVFDO�SRVLWLRQ�ZRXOG�QHHG�WR�ORRN�DW�WKH�HYROYLQJ�GHEW�VLWXDWLRQ��+HUH�WRR��WKH�SLFWXUH�LV�RQH�RI�SURJUHVV��HYLGHQFHG�LQ�GHFOLQLQJ�WRWDO�GHEW�DQG�LQWHUQDO�GHEW�ZKHQ�H[SUHVVHG�DV�D�VKDUH�RI�*'3� 'I[RVOU�VQVCN�ITQUU�KPVGTPCN�FGDV�JCU�FGENKPGF�VQ�CDQWV���RGTEGPV�QH�)&2�KP����������FQYP�HTQO�VJG�RGCM�QH�CDQWV����RGTEGPV�TGCEJGF�CV�VJG�VKOG�YJGP�'I[RV�YCU�UVGTKNK\KPI�KVU�ECRKVCN�KPHNQYU���4GHNGEVKPI�VJG�UWDUVCPVKCN�RNCEGOGPVU�QH�IQXGTPOGPV�FGRQUKVU�KP�VJG�%$'�
VJG�EQWPVGTRCTV�QH�VJG�UVGTKNK\CVKQP���'I[RVOU�PGV�KPVGTPCN�FGDV�KU�UWDUVCPVKCNN[�NQYGT��CPF�EWTTGPVN[�UVCPFU�CV����RGTEGPV�QH�)&2��:KLOH�WKH GHFOLQLQJ�GHEW�UDWLRV�ZRXOG�DOOD\�FRQFHUQV�DERXW�WKH�PHGLXP�WHUP�VXVWDLQDELOLW\�RI�(J\SW¶V�ILVFDO�SRVLWLRQ��WKLV�QHHGV�WR�EH�FRUURERUDWHG�E\�H[DPLQLQJ�GHEW�G\QDPLFV�LQ�DQ�LQWHUWHPSRUDO�FRQWH[W�ZLWK�DFFRXQW�EHLQJ�WDNHQ�RI�LQWHUWHPSRUDO�FRQVWUDLQWV��$Q�LQWXLWLYH
&KDUW����*RYHUQPHQW�'HEW����������� ������������RI�*'3��/(��EQ��)LJXUH��D��/RFDO�&XUUHQF\�'HEW
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*URVV�'HEW��/HIW�6FDOH�1HW�'HEW��/HIW�6FDOH�*URVV�'HEW��5LJKW�6FDOH�1HW�'HEW��5LJKW�6FDOH�

���*'3� �/�(�EQ�
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)LJXUH��E��*URVV�7RWDO�'HEW
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7RWDO�'HEW��/HIW�6FDOH�7RWDO�'HEW��5LJKW�6FDOH�

���*'3� �/�(�EQ�

6RXUFHV� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W�����������(VWLPDWHG�
DSSURDFK�IRU�GRLQJ�WKLV�LV�H[SODLQHG�LQ�$QDQG�DQG�:LMQEHUJHQ��������ZKLFK�SRVLWV�WKDWPHGLXP�WHUP�GHEW�DQG�ILVFDO�VXVWDLQDELOLW\�DUH�DIIHFWHG�E\�D�VLPSOH�HTXDWLRQ�OLQNLQJ�WKH�SULPDU\�EDODQFH�WR�VHLJQLRUDJH�DQG�WKH�GLIIHUHQFH�EHWZHHQ�WKH�UHDO�LQWHUHVW�UDWH�DQG�WKH�JURZWK�UDWH�RI�*'3�úû 7KLV�HTXDWLRQ�FDQ�EH�XVHG�WR�GHULYH�WKH�OHYHO�RI�SULPDU\�ILVFDO�EDODQFH��WKH�VXVWDLQDEOH�EDODQFH��WKDW�LV�FRQVLVWHQW�ZLWK�D�VWDEOH�OHYHO�RI�GHEW�UHODWLYH�WR�*'3��7DEOH���DQG�&KDUW���LOOXVWUDWH�LVVXHV�UHODWHG�WR�VXVWDLQDELOLW\��7KH\�VKRZ�WKDW�WKURXJKRXW�WKH�VWDELOL]DWLRQ�SHULRG�WKH�DFWXDO�SULPDU\�EDODQFH�KDV�UHPDLQHG�VXEVWDQWLDOO\�DERYH�WKH�QRWLRQDO�VXVWDLQDEOH�EDODQFH�GHULYHG�IURP�WKH�GHEW�G\QDPLFV�HTXDWLRQ�úü 7KH�PDUJLQ�IRU�FRPIRUW�LV�RYHU���SHUFHQWDJH�SRLQWV�RI�*'3��VXJJHVWLQJ�WKDW�WKHUH�DUH�IHZ�JURXQGV�IRU�FRQFHUQ�DERXW�PHGLXP�WHUP�YLDELOLW\�IURP�WKH�SHUVSHFWLYH�RI�GHOLYHULQJ�GHEW�VHUYLFH�FDSDELOLW\�FRQVLVWHQW�ZLWK�ORZ�LQIODWLRQ�0RUHRYHU��WKH�ODUJH�PDUJLQ�PDVNV�D�SRVLWLYH�FKDQJH�WKDW�KDV�RFFXUUHG�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG��,Q�WKH�HDUO\�SDUW�RI�WKH�VWDELOL]DWLRQ�SHULRG��GHEW�YLDELOLW\�ZDV�EDVHG�PRUH�RQ�KLJK�UDWHV�RI�WKH�LQIODWLRQ�WD[�DJDLQVW�WKH�EDFNJURXQG�RI�LQWHUHVW�UDWHV�H[FHHGLQJ�WKH�JURZWK�UDWH��+RZHYHU��VLQFH����������VXVWDLQDELOLW\�VHHPV�DVVXUHG�LQ�WKH�FRQWH[W�RI�D�KHDOWKLHU�HFRQRPLF�EDFNJURXQG�FRPSULVLQJ�ORZHU�OHYHOV�RI�LQIODWLRQDU\�ILQDQFLQJ�DQG�UHDO�LQWHUHVW�UDWHV�
úû 7KH�HTXDWLRQ�IRU�GHWHUPLQLQJ�D�VXVWDLQDEOH�SULPDU\�EDODQFH��G��LV�JLYHQ�E\���G� �V�� >�U�J�[E@��:KHUH�E�UHSUHVHQWV�WKH�SXEOLF�GHEW�WR�*'3�UDWLR��G�LV�WKH�SULPDU\�GHILFLW�DV�D�VKDUH�RI�*'3��V�GHQRWHV�VHLJQLRUDJH�UHYHQXHV��LQFOXGLQJ�WKH�LQIODWLRQ�WD[��DV�D�VKDUH�RI�*'3��U�WKH�UHDO�LQWHUHVW�UDWH��DQG�J�WKH UHDO�JURZWK�UDWH���7KH�LQWXLWLRQ�LV�WKDW�LI�WKH�JRYHUQPHQW�LV�UXQQLQJ�D�SULPDU\�GHILFLW�ODUJHU�WKDQ�WKH�DPRXQW�RI�VHLJQLRUDJH�LW�FDQ�REWDLQ��DQG�LI�WKH�UHDO�LQWHUHVW�UDWH�H[FHHGV�WKH�JURZWK�UDWH��WKH�GHEW�WR�*'3�UDWLR�ZLOO�ULVH�ZLWKRXW�OLPLW�úü ,Q�FDOFXODWLQJ�WKH�VXVWDLQDEOH�EDODQFH��WKH�SHUVSHFWLYH�LV�RQH�RI�DVVHVVLQJ�YLDELOLW\�DW�WKH�WLPH�RI�WKH�DGMXVWPHQW�DQG�QRW�WKURXJK�WKH�VSHFWDFOHV�RI�KLQGVLJKW���WKHUHIRUH�WKH�FDOFXODWLRQV�DUH�EDVHG�RQ�WKUHH�\HDU�PRYLQJ�DYHUDJHV�RI�UHDO�JURZWK�DQG�LQWHUHVW�UDWHV�
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EHORZ�WKH�UHDO�JURZWK�UDWH�2I�FRXUVH��WKLV�PHDVXUH�RI�WKH�VXVWDLQDEOH�ILVFDO�EDODQFH�GRHV�QRW�DGGUHVV�WKH�PRUH�IXQGDPHQWDO�DVVHVVPHQW�RI�ZKHWKHU�WKH�VWDQFH�RI�ILVFDO�SROLF\�LV�FRQVLVWHQW�ZLWK�EURDGHU�PDFURHFRQRPLF�JURZWK�REMHFWLYHV��1RWZLWKVWDQGLQJ�WKH�IDYRUDEOH�GHEW�G\QDPLFV�LOOXVWUDWHG�DERYH��D�PRUH�DPELWLRXV�ILVFDO�HIIRUW�PLJKW�EH�GLFWDWHG�E\�D�KRVW�RI�GHYHORSPHQWV�DQG�SROLF\
&KDUW����)LVFDO�6XVWDLQDELOLW\����������� ������������RI�*'3�
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6XVWDLQDEOH�3ULPDU\�%DODQFH$FWXDO�3ULPDU\�%DODQFH

���*'3� ���*'3�

6RXUFH��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��(VWLPDWHG�FRQVLGHUDWLRQV��LQFOXGLQJ�D�VXUJH�LQ�FDSLWDO�LQIORZV��QHFHVVLWDWLQJ�D�WLJKWHU�ILVFDO�VWDQFH�WR�SUHVHUYH�FRPSHWLWLYHQHVV��DQG�WKH�QHHG�WR�DXJPHQW�GRPHVWLF�VDYLQJV�WR�DFKLHYH�KLJKHU�JURZWK��+RZHYHU��DV�D�PLQLPXP��WKH�FODLP�FDQ�EH�PDGH�WKDW��LQ�WKH�DEVHQFH�RI�XQIRUHVHHQ�GHYHORSPHQWV��(J\SW¶V�FXUUHQW�ILVFDO�SRVLWLRQ��LQFOXGLQJ�JRYHUQPHQW�LQGHEWHGQHVV��LV�FRQVLVWHQW�ZLWK�DQ�DELOLW\�WR�VHUYLFH�GHEW�DW�PRGHUDWH�UDWHV�RI�LQIODWLRQ�
,9� 7UDQVPLVVLRQ�0HFKDQLVP��7KH�0RQHWDU\�6WRU\0RQHWDU\�$JJUHJDWHV�DQG�'HPDQG'XULQJ�WKH�VWDELOL]DWLRQ�SHULRG��PRQHWDU\�UHVWUDLQW�DFFRPSDQLHG�DQG�ZDV�DLGHG�E\�WKH�ILVFDO�DGMXVWPHQW�WKDW�ZDV�XQGHU�ZD\��2YHUDOO�OLTXLGLW\�JURZWK�ZDV�UHLQHG�LQ�IURP�D�SHDN�RI�DOPRVW����SHUFHQW�LQ����������WKH�\HDU�RI�JUHDWHVW�ILVFDO�H[FHVV��WR�EHWZHHQ����DQG����SHUFHQW�DIWHU����������5HVHUYH�PRQH\��ZKLOH�GLVSOD\LQJ�JUHDWHU�YDULDELOLW\��DOVR�WUHQGHG�GRZQ��IURP�SHDN�OHYHOV�RI����SHUFHQW��0RQHWDU\�SUXGHQFH�ZDV�IDFLOLWDWHG�E\�WKH�ILVFDO�DGMXVWPHQW�EXW�DOVR�E\�WKH�TXLFN�HVWDEOLVKPHQW��LQ�WKH�VHFRQG�\HDU�RI�VWDELOL]DWLRQ�� RI�SRVLWLYH�UDWHV�RI�LQWHUHVW�IURP�ILQDQFLDOO\�UHSUHVVHG�OHYHOV��:LWK�ILQDQFLDO�OLEHUDOL]DWLRQ�DQG�RSHQLQJ RI�WKH�FDSLWDO�DFFRXQW�WR
7DEOH����(J\SW��)LVFDO�6XVWDLQDELOLW\�DQG�0RQHWDU\�)LQDQFLQJ����������� �������
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���RI�*'3�XQOHVV�RWKHUZLVH�LQGLFDWHG�
����� ����� ����� ����� ����� ����� �����*URVV�)RUHLJQ�'HEW ���� ���� ���� ���� ���� ���� ����*URVV�'RPHVWLF�'HEW ���� ���� ���� ���� ���� ���� ����7RWDO�'HEW ����� ����� ����� ����� ����� ����� ����6HLJQLRUDJH ��� ��� ��� ��� ��� ��� ���,QIODWLRQ�7D[ ��� ��� ��� ��� ��� ��� ���,QWHUHVW�5DWH�RQ�([WHUQDO�'HEW ��� ��� ��� ��� ��� ��� ���,QWHUHVW�5DWH�RQ�,QWHUQDO�'HEW ���� ���� ��� ��� ��� ��� ���$YHUDJH�,QW��5DWH����<U��0RYLQJ� ��� ��� ��� ��� ��� ��� ���1RPLQDO�*'3�*URZWK ���� ���� ���� ���� ���� ���� ����5HDO�*'3�*URZWK ��� ��� ��� ��� ��� ��� ���5HDO�*'3�*URZWK����<U��0RYLQJ�$Y�� ��� ��� ��� ��� ��� ��� ���,QIODWLRQ ���� ���� ���� ��� ��� ��� ���,QW��5DWH�0LQXV�5HDO�*URZWK�5DWH��� ��� ��� ��� ��� ��� ���� ����6XVWDLQDEOH�3ULPDU\�%DODQFH�� ���� ���� �� ���� ���� ���� ����$FWXDO�3ULPDU\�%DODQFH ���� ��� ��� ��� ��� ��� ���7RWDO�0RQHWDU\�)LQDQFLQJ ��� ��� ��� ��� ��� ��� ���$V���RI�7RWDO�([S� ���� ���� ���� ���� ���� ���� ����6RXUFHV� *RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��� %DVHG�RQ�PRYLQJ�DYHUDJH�RI�UHDO�LQWHUHVW�DQG�JURZWK�UDWHV�

LQWHUQDWLRQDO�DUELWUDJH�SRVVLELOLWLHV��WKH�GLIIHUHQWLDO�EHWZHHQ�SRXQG� DQG�GROODU� GHQRPLQDWHG�DVVHWV�EHFDPH�DQ�LPSRUWDQW�LQGLFDWRU�RI�DQG�WDUJHW�IRU�WKH�FRQGXFW�RI�PRQHWDU\�SROLF\��$�UHVRXQGLQJ�UHWXUQ�RI�FRQILGHQFH�LQ�WKH�GRPHVWLF�FXUUHQF\�ZDV�UHIOHFWHG�LQ�WKH�UDSLG�SDFH�RI�GHGROODUL]DWLRQúý IURP�DOPRVW����SHUFHQW�LQ���������WR�DERXW����SHUFHQW�D�IHZ�\HDUV�LQWR�WKHVWDELOL]DWLRQ��RI�FRXUVH��GHGROODUL]DWLRQ�ZDV�KHOSHG�E\�WKH�ODUJH�LQWHUHVW�UDWH�GLIIHUHQWLDO�EHWZHHQ�SRXQG�DQG�GROODU�DVVHWV��ZKLFK�ZDV����SHUFHQW�LQ���������DQG�HGJHG�GRZQ�JUDGXDOO\�WR�UHDFK���SHUFHQW�LQ���������:DV�0RQH\�'HPDQG�6WDEOH"�7DEOH���DQG�&KDUW���GHSLFW�WKH�EHKDYLRU�RI�WKH�YHORFLW\�RI�EURDG�PRQH\�DJJUHJDWHV��LQFOXVLYH��0���DQG�H[FOXVLYH�RI�IRUHLJQ�FXUUHQF\�GHSRVLWV��0�;���7KH�ODWWHU�LV�PRUH�DPHQDEOH�WR�JRYHUQPHQW�FRQWURO�DQG�KDV�D�JUHDWHU�LPSDFW�RQ�WKH�SXEOLF�ILQDQFHV�WKURXJK�WKH�H[WUDFWLRQ�RI�VHLJQLRUDJH�DQG�WKH�LQIODWLRQ�WD[���:KLOH�YHORFLW\�RI�WKH�QDUURZHU�DJJUHJDWH�WUHQGHG�GRZQZDUG
úý 'ROODUL]DWLRQ�LV�PHDVXUHG�DV�WKH�VKDUH�RI�IRUHLJQ�FXUUHQF\�GHQRPLQDWHG�GHSRVLWV�LQ�WRWDO�GHSRVLWV�
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��
����
����
����
����
��

W�� W W�� W�� W�� W�� W��

86�DQG�/(�7�ELOO�5DWH�'LIIHUHQWLDO'ROODUL]DWLRQ)RUHLJQ�&XUUHQF\�&UHGLW
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0XOWLSOLHU9HORFLW\��,QFOXGLQJ�)RUHLJQ 'HSRVLWV�9HORFLW\��([FOXGLQJ�)RUHLJQ 'HSRVLWV�

6RXUFH��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W������������(VWLPDWHG�
YHU\�SHUFHSWLEO\��UHIOHFWLQJ�GHGROODUL]DWLRQ���WKH�EURDGHU�DJJUHJDWH�UHPDLQHG�UHPDUNDEO\�VWDEOH��H[FHSW�IRU�D�VKRUW�EXW�SHUFHSWLEOH�GLS�GXULQJ�WKH�FDSLWDO�LQIORZ�\HDUV�RI���������DQG���������7KLV�DSSDUHQW�VWDELOLW\�RI�EURDG�PRQH\�GHPDQG�UDLVHV�WKH�TXHVWLRQ�RI�ZKHWKHU�WKH�UHOLDQFH�RQ�WKH�H[FKDQJH�UDWH�DV�D�QRPLQDO�DQFKRU�ZDV�RYHUGRQH��:RXOG�D�PRQH\�EDVHG�VWDELOL]DWLRQ�DOVR�KDYH�EHHQ�HTXDO�WR�WKH�WDVN"�2U��PRUH�SODXVLEO\��RQFH�WKH�ILVFDO�DGMXVWPHQW�ZDV�VHFXUHO\�LQ�SODFH�GLG�WKH�FKRLFH�RI�DQFKRU�UHDOO\�PDWWHU"�7KH�DUJXPHQWV�LQ�IDYRU�RI�DQ�H[FKDQJH�UDWH�
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7DEOH����(J\SW�&DSLWDO�,QIORZV�DQG�5HOHYDQW�,QGLFDWRUV�3HUFHQW�RI�*'3�XQOHVV�RWKHUZLVH�LQGLFDWHG�$YJ����<UV��3ULRU�WR�(SLVRGH��
,QIORZ�(SLVRGH�� ,QWHU�HSLVRGH�<HDUV ,QIORZ�(SLVRGH����3URMHFWLRQV�

����� ����� ����� ����� ����� �����0DJQLWXGHV,QFUHDVHG�,QIORZV���EQ�� Q�D� ��� ��� ��� Q�D� Q�D� �����RI�*'3 Q�D� ��� ��� ��� Q�D� Q�D� ���&XPXODWLYH�,QIORZV���EQ�� Q�D� ��� ��� ��� Q�D� Q�D� �����RI�*'3 Q�D� ��� ��� ���� Q�D� Q�D� ����)LVFDO�,QGLFDWRUV2YHUDOO�%DODQFH���� ����� ���� ���� ���� ���� ���� ����3ULPDU\�%DODQFH���� ����� ��� ��� ��� ��� ��� ���*RYHUQPHQW�6DYLQJV���� ��� ��� ��� ��� ��� ��� ���0RQHWDU\�,QGLFDWRUV5HVHUYH�0RQH\��� ��� ���� ���� ���� ��� ���� ��� ����1'$�RI�&%(�����RI�ZKLFK ��� ����� ���� ������ ������ ���� ���� ���QHW�FUHGLW�WR�JRYHUQPHQW��� ��� ������ ������ ������ ����� ���� ����� �����%URDG�0RQH\��� ��� ���� ���� ���� ���� ���� ���� ����9HORFLW\��LQFOXGLQJ��IRUHLJQ�GHSRVLWV� �� ���� ���� ���� ���� ���� ���� ����9HORFLW\��H[FOXGLQJ��IRUHLJQ�GHSRVLWV��� ���� ���� ��� ���� ���� ���� ����'ROODUL]DWLRQ��� ��� ���� ���� ���� ���� ���� ���� ����1RQ�JRY��&UHGLW��QRPLQDO���� ��� ���� ��� ���� ���� ���� ���� ����1RQ�JRY��&UHGLW��UHDO�������� ��� ����� ��� ���� ���� ���� ����7�ELOO�,QWHUHVW�5DWH��QRPLQDO����� Q�D� ���� ���� ���� ���� ���� ���7�ELOO�,QWHUHVW�5DWH��UHDO����� Q�D� ���� ��� ��� ��� ��� ���86�DQG�/(�7�ELOO�5DWH�'LIIHUHQWLDO���� Q�D� ���� ���� ���� ��� ��� ���,QFRPH�DQG�3ULFHV5HDO�*'3�*URZWK���� ��� ��� ��� ��� ��� ��� ���,QIODWLRQ���� ���� ���� ���� ��� ��� ��� ���6WHULOL]DWLRQ�,QGLFDWRUV6WRFN�RI�7�%LOOV��/(�EQ�� ��� ���� ���� ���� ���� ���� ����*URVV�,VVXH�RI�7�ELOOV��/(�EQ�� ��� ���� ���� ��� ���� ���&KDQJH�LQ�1'$�&%(��/(�EQ�� ���� ����� ���� ���� ��� ��� ���&KDQJH�LQ�1'$�QRQ�&%(��/(�EQ�� ��� ��� ��� ���� ��� ���� ����)LVFDO�&RVWV�RI�6WHULOL]DWLRQ��/(�EQ����� ��� ��� ���� ���� Q�D� Q�D� Q�D���RI�*'3 ��� ��� ��� ��� Q�D� Q�D� Q�D�([WHUQDO�,QGLFDWRUV*URVV�2IILFLDO�5HVHUYHV����EQ����� ��� ���� ���� ���� ���� ���� ����0RQWKV�RI�,PSRUWV ��� ���� ���� ���� ���� ���� ����5DWLR�WR�&XPXODWLYH�,QIORZV Q�D� ��� ��� ��� Q�D� Q�D� ���&XUUHQW�$FFRXQW�%DODQFH���� ���� ��� ��� ��� ��� ���� ���5HDO�$SSUHFLDWLRQ���� �� ����� ��� ��� ���� ���� ��� ����1RQ�RLO�([SRUW�9ROXPH���� ��� ��� ����� ���� ���� ����� ���,QYHVWPHQW�6DYLQJV���1DWLRQDO�6DYLQJV���� ���� ���� ���� ���� ���� ���� ����,QYHVWPHQW���� ���� ���� ���� ���� ���� ���� �������3HUFHQW�JURZWK����&RQWULEXWLRQ�WR�UHVHUYH�PRQH\�JURZWK����3HULRG�DYHUDJH��3UH����������ILJXUHV�DGMXVWHG�WR�WDNH�DFFRXQW�RI�UHYLVLRQ�WR�OHYHO�RI�*'3�LQ�����������)RUHLJQ�FXUUHQF\�GHSRVLWV�DV�SHUFHQW�RI�WRWDO�OLTXLGLW\����3UH�LQIORZ�HSLVRGH���ILJXUH�UHIHUV�WR������������(QG�SHULRG�VWRFN��3UH�LQIORZV�HSLVRGH���ILJXUH�UHIHUV�WR�-XQH���������1HJDWLYH�VLJQ�GHQRWHV�GHSUHFLDWLRQ��SUH �HSLVRGH���ILJXUH�LV�FXPXODWLYH�EHJLQQLQJ������������2ZLQJ�WR�D�UHYLVLRQ�LQ�PHWKRGRORJ\�SUH � DQG�SRVW�LQIORZ�HSLVRGH���ILJXUHV�PD\�QRW�EH�FRPSD UDEOH�
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DQFKRU�UHPDLQHG�YDOLG��ILUVW��GHVSLWH�WKH�VWDELOLW\�LQ�YHORFLW\�ZKHQ�PHDVXUHG�RYHU�D�ORQJHU�WLPH� IUDPH��LQWUD�\HDU�LQVWDELOLW\�FRXOG�VWLOO�KDYH�SODJXHG�D�PRQH\�EDVHG�GLVLQIODWLRQ�VWUDWHJ\���6HFRQG��D�PRQH\�EDVHG�VWDELOL]DWLRQ�ZRXOG�VWLOO�KDYH�UHTXLUHG�DVVXPSWLRQV�DERXW�WKH�EHKDYLRU�RI�UHDO�RXWSXW�DQG�SULFHV��ZKLFK�FDQ�EH�GLIILFXOW�WR�SUHGLFW���7KLUG��JLYHQ�WKH�KLJK�OHYHO�RI�GROODUL]DWLRQ�DW�WKH�EHJLQQLQJ�RI�WKH�VWDELOL]DWLRQ�SURJUDP�DQG�WKH�FRQVHTXHQW�HQGRJHQHLW\�RI�D�ODUJH�SDUW�RI�WKH�PRQHWDU\�EDVH��H[FOXVLYH�RU�SULPDU\�EDODQFH�RQ�PRQHWDU\�WDUJHWV�FRXOG�KDYH�GHQXGHG�WKH�HFRQRP\�RI�D�QRPLQDO�DQFKRU��7KH�UHMRLQGHU�WKDW�WKH�UHOHYDQW�PRQHWDU\�DJJUHJDWH�LQIOXHQFLQJ�QRPLQDO�GHPDQG�DQG�KHQFH�SULFHV�ZDV�QDUURZ�PRQH\��H[FOXVLYH�RI�IRUHLJQ�GHSRVLWV��UDWKHU�WKDQ�EURDG�PRQH\�LV�QRW�FRQVLVWHQW�ZLWK�WKH�(J\SWLDQ�H[SHULHQFH�DW�OHDVW�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG�úþ 0RVW�FRPSHOOLQJ�ZDV�SHUKDSV�WKH�(J\SWLDQ�FRQWH[W��DQG�WKH�KLVWRU\�RI�H[FKDQJH�VKRUWDJHV�DQG�FULVHV��ZKLFK�PDGH�WKH�H[FKDQJH�UDWH�DQ�LPSRUWDQW�V\PERO�RI�VWDELOLW\�LQ�LWVHOI���H[FKDQJH�UDWH�VWDELOLW\�ZDV�D�FRQVXPPDWLRQ�GHYRXWO\�WR�EH�SXUVXHG�DQG�QRW�MXVW�D�PHDQV�WR�DFKLHYLQJ�EURDGHU�SULFH�VWDELOLW\��0RUHRYHU��FRQWHPSRUDQHRXV�PRYHPHQWV�LQ�WKH�QRPLQDO�UDWH�LQ�WKH�ODWH�����V�DQG�LQIODWLRQ�PHDQW�WKDW�WKH�SDVV�WKURXJK�HIIHFW�WR�GRPHVWLF�SULFHV�ZDV�SHUFHLYHG�DV�LPSRUWDQW�DQG�DQ�H[FKDQJH�UDWH�DQFKRU�ZDV�VHHQ�DV�KDYLQJ�PHULW�LQ�FRQWDLQLQJ�WKLV�VRXUFH�RI�LQIODWLRQDU\�SUHVVXUH�:DV�PRQH\�WRR�WLJKW"7\SLFDOO\��WKH�UHDO�RXWSXW�FRQVHTXHQFHV�RI�D�GLVLQIODWLRQ�VWUDWHJ\�SURYRNH�WKH�TXHVWLRQ�DV�WR�ZKHWKHU�PRQHWDU\�SROLF\�PD\�KDYH�EHHQ�RYHUO\�WLJKW��7KUHH�SLHFHV�RI�HYLGHQFH�SRLQW�WR�D�QHJDWLYH�UHVSRQVH��)LUVW��WKH�UHFHVVLRQ�LQGXFHG�E\�WLJKW�GLVLQIODWLRQDU\�SROLFLHV�ZDV�QRW�SURWUDFWHG��WKUHH�\HDUV�LQWR�WKH�GLVLQIODWLRQ�VWUDWHJ\��RXWSXW�UHERXQGHG�WR�DERXW���SHUFHQW��D�PRGHUDWH�UHDO�VTXHH]H�LQFRPPHQVXUDWH�ZLWK�D�ODUJH�ILVFDO�DGMXVWPHQW�ZRXOG�SRLQW�WR�D�UHODWLYHO\�UHOD[HG�PRQHWDU\�SROLF\�DV�D�SODXVLEOH�DWWHQXDWLQJ�IDFWRU��6HFRQG��H[FHSW�IRU����������ZKHQ�1'$�DQG�GRPHVWLF�FUHGLW�ZHUH�VTXHH]HG�LQ�UHVSRQVH�WR�FDSLWDO�LQIORZV��FUHGLW�WR�WKH�SULYDWH�VHFWRU�DQG�SXEOLF�VHFWRU�FRPSDQLHV�VXEVWDQWLDOO\�H[FHHGHG�QRPLQDO�*'3�JURZWK��5HDO�FUHGLW�JURZWK�WR�WKH�QRQ�JRYHUQPHQW�VHFWRU�UHPDLQHG�VXEVWDQWLDOO\�SRVLWLYH�WKURXJK�WKH�GLVLQIODWLRQ�SURJUDP��DYHUDJLQJ�RYHU����SHUFHQW�VLQFH����������&KDUW������7KLUG��ZKLOH�UHDO�LQWHUHVW�UDWHV�MXPSHG�IURP�HKPCPEKCNN[�TGRTGUUGF�NGXGNU�RTKQT�VQ�VJG�UVCDKNK\CVKQP��VJG[�YGTG
úþ 7KHRU\�LV�LQFRQFOXVLYH�RQ�WKH�FKRLFH�RI�PRQHWDU\�DJJUHJDWH�UHOHYDQW�LQ�GHWHUPLQLQJ�DJJUHJDWH�GHPDQG��)ULHGPDQ�����������7ZR�FKDQQHOV�RI�LQIOXHQFH�IURP��EURDG�PRQH\�WR�DJJUHJDWH�H[SHQGLWXUH�GHULYH�IURP�WKH�SRVVLELOLW\�WKDW�IRUHLJQ�GHSRVLWV�RIIHU�OLTXLGLW\�VHUYLFHV�DQG�IURP�D�ZHDOWK�HIIHFW���,Q�WKH�(J\SWLDQ�FDVH��D�PRUH�LPSRUWDQW�UROH�IRU�EURDG�PRQH\�LV�VXJJHVWHG�E\�D�KLJKHU�FRUUHODWLRQ�EHWZHHQ�EURDG�PRQH\�DQG LQIODWLRQ�WKDQ�EHWZHHQ�0��DQG�LQIODWLRQ��IRU�WKH�SHULRG��������������������$Q�HDUOLHU�)XQG�VWDII�HVWLPDWLRQ�RI�D�GHPDQG�IRU�PRQH\�IXQFWLRQ�IRU�WKH�SHULRG�����������������LQGLFDWHG�D�JUHDWHU�H[SODQDWRU\�SRZHU�IRU�D�EURDG�PRQH\�RYHU�D�QDUURZ�PRQH\�DJJUHJDWH��VXSSRUWLQJ�WKH�K\SRWKHVLV�WKDW�IRUHLJQ�FXUUHQF\�GHSRVLWV�ZHUH�D�FORVH�VXEVWLWXWH�IRU�GRPHVWLF�PRQH\�
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6RXUFH��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W�����������
&KDUW�����5HDO�,QWHUHVW�5DWHV���������������������
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5HDO�/HQGLQJ�5DWH5HDO�'HSRVLW�5DWH
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6RXUFH��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W����������
SWKEMN[�DTQWIJV�FQYP��4GCN�KPVGTGUV�TCVGU�QP�FGRQUKVU�FGENKPGF�HTQO�����RGTEGPV�KP���������VQ�����RGTEGPV�KP���������
%JCTV�������4GCN�NGPFKPI�TCVGU�YGTG�CNUQ�DTQWIJV�FQYP��GXGP�HCUVGT�VJCP�FGRQUKV�TCVGU��JGNRGF�D[�VJG�HCEV�VJCV�URTGCFU�GCUGF�ITCFWCNN[�C�HGY�[GCTU�KPVQ�VJG�UVCDKNK\CVKQP�
%JCTV�����#NUQ��VJG�FGDV�HQTIKXGPGUU�CPF�GPUWKPI�ECRKVCN�KPHNQYU�YGTG�VKOGN[�KP�GCUKPI�VJG�GZVGTPCN�EQPUVTCKPV�YJKEJ�NGF�VQ�CPF�RGTOKVVGF�KPVGTGUV�TCVG�TGFWEVKQPU�YKVJQWV�EQORTQOKUKPI�GZVGTPCN�XKCDKNKV[�
:K\�ZDV�GROODUL]DWLRQ�VXFFHVVIXOO\�UHYHUVHG"$�VWULNLQJ�IHDWXUH�RI�WKH�(J\SWLDQ�VWDELOL]DWLRQ�ZDV�WKH�VXFFHVVIXO�UHYHUVDO�RI�GROODUL]DWLRQ�IURP�D�SHDN�RI�DERXW����SHUFHQW�LQ���������WR����SHUFHQW�WKH�IROORZLQJ�\HDU�DQG�VWHDG\�
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UHGXFWLRQV�WKHUHDIWHU��ZLWK�WKH�UDWLR�VWDQGLQJ�DW�DERXW����SHUFHQW�WKLV�\HDU��$Q�HDUOLHU�DQDO\VLV�RI�WKH�SKHQRPHQRQ�RI�FXUUHQF\�VXEVWLWXWLRQ�LQ�(J\SW �(O�(ULDQ���������LQGLFDWHG�WKDW�UHVLGHQWV¶�GHPDQG�IRU�IRUHLJQ�FXUUHQF\�KROGLQJV�ZDV�VHQVLWLYH�WR�WKH�H[SHFWHG�UHDO�UHWXUQV�WR�KROGLQJ�WKHP��DQG�KHQFH�HVSHFLDOO\�YXOQHUDEOH�WR�LQIODWLRQDU\�SUHVVXUHV�DQG�H[SHFWDWLRQV�RI�DQ�H[FKDQJH�UDWH�GHSUHFLDWLRQ�RFFDVLRQHG�E\�ZHDN�H[WHUQDO�EDODQFHV��7KUHH�GLVWLQFW�SKDVHV�GXULQJ�WKH�VWDELOL]DWLRQ�VHUYH�WR�LOOXVWUDWH�ZK\�GROODUL]DWLRQ�ZDV�UHYHUVHG��,Q�WKH�ILUVW�SKDVH��EHWZHHQ���������DQG����������WKH�ODUJH�LQWHUHVW�GLIIHUHQWLDO�EHWZHHQ�(J\SWLDQ�DQG�GROODU�GHQRPLQDWHG�DVVHWV��LQLWLDOO\�DOPRVW����SHUFHQWDJH�SRLQWV��VSXUUHG�GHGROODUL]DWLRQ��%XW�HYHQ�DV�WKLV�GLIIHUHQWLDO�VWDUWHG�GHFOLQLQJ�VKDUSO\�GHGROODUL]DWLRQ�FRQWLQXHG�DV�WKH�LPSOHPHQWDWLRQ�RI�D�FUHGLEOH�GLVLQIODWLRQ�VWUDWHJ\��EDFNHG�E\�D�ILVFDO�DGMXVWPHQW��OHG�WR�GLPLQLVKLQJ�IHDUV�RI�LQIODWLRQ�DQG�H[FKDQJH�UDWH�LQVWDELOLW\��&KDUW�����%RWK�WKH�VL]H�RI�WKH�DGMXVWPHQW�DQG�LWV�VSHHG�OHG�WR�D�FRUUHVSRQGLQJO\�VZLIW�FKDQJH�LQ�LQYHVWRU�VHQWLPHQW��$W�WKH�VDPH�WLPH��WKH�FDSLWDO�LQIORZV�DQG�WKH�EXUJHRQLQJ�VWRFN�RI�IRUHLJQ�H[FKDQJH�UHVHUYHV�DOVR�FRQWULEXWHG�WR�WKH�JURZLQJ�FUHGLELOLW\�RI�WKH�H[FKDQJH�UDWH�SHJ�,Q�WKH�VHFRQG�SKDVH��EHWZHHQ���������DQG����������GHGROODUL]DWLRQ�KDOWHG�WHPSRUDULO\�DV�WKH�LQWHUHVW�GLIIHUHQWLDO�QDUURZHG�DQG�XQFHUWDLQWLHV�LQFUHDVHG��+RZHYHU��LQ����������GHGROODUL]DWLRQ�UHVXPHG�LWV�SURQRXQFHG�GRZQZDUG�WUHQG�HYHQ�WKRXJK�WKH�QRPLQDO�LQWHUHVW�GLIIHUHQWLDO�GHFOLQHG�UHODWLYH�WR�WKH�WZR�SUHFHGLQJ�\HDUV �&KDUW�����VXJJHVWLQJ�WKH�LQIHUHQFH�WKDW�SHUFHSWLRQV�RI�ULVN�GLPLQLVKHG�FRQVLGHUDEO\�LQ�WKH�ZDNH�RI�WKH�DFFHOHUDWLRQ�RI�WKH�VWUXFWXUDO�UHIRUP�SURJUDP�DQG�UHQHZHG�FRQILGHQFH�LQ�WKH�(J\SWLDQ�HFRQRP\��,QGHHG�WKH�OXOO�\HDUV�RI���������DQG���������SURYLGH�VWURQJ�QHJDWLYH�HYLGHQFH�WKDW�GHGROODUL]DWLRQ�ZDV�VWURQJO\�OLQNHG�WR�SHUFHSWLRQV�RI�ULVN�DQG�FRQILGHQFH�LQ�WKH�(J\SWLDQ�HFRQRP\�:K\�GLG�LQWHUHVW�UDWHV�IDOO�LQ�WKH�IDFH�RI�DJJUHVVLYH�VWHULOL]DWLRQ�WR�UHVSRQG�WR�FDSLWDO�LQIORZV"5HIOHFWLQJ�WKH�UHWXUQ�RI�FRQILGHQFH��(J\SW�ZLWQHVVHG�D�VXUJH�LQ�FDSLWDO�LQIORZV�EHWZHHQ���������DQG���������DPRXQWLQJ��FXPXODWLYHO\��WR�DERXW����ELOOLRQ�RU�DERXW������SHUFHQW�RI�*'3���,Q�SULQFLSOH��VXUJHV�LQ�FDSLWDO�LQIORZV�VKRXOG�HDVH�FRQGLWLRQV�LQ�WKH�GRPHVWLF�PRQH\�PDUNHW�DV�WKH�VXSSO\�RI�ORDQDEOH�IXQGV�LQFUHDVHV��DQG�FHWHULV�SDULEXV��HQWDLO�UHGXFWLRQV�LQ�LQWHUHVW�UDWHV�úÿ7KH�(J\SWLDQ�FDVH�LV�LQWHUHVWLQJ�IRU�WZR�UHDVRQV��)LUVW��DIWHU�WKH�LQLWLDO�\HDU�RI�LQIORZV�ZKLFK�FRLQFLGHG�ZLWK�WLJKW�FUHGLW��FRQGLWLRQV�HDVHG�FRQVLGHUDEO\��,Q����������WKH�ODVW�\HDU�RI�WKH�LQIORZV�HSLVRGH��QRPLQDO�LQWHUHVW�UDWHV�KDG�IDOOHQ�E\�RYHU���SHUFHQWDJH�SRLQWV�DQG�UHDO�
úÿ 7KHUH�DUH�WZR�TXDOLILFDWLRQV�WR�WKLV�GLUHFWLRQ�RI�LPSDFW��ILUVW��LI�WKH�LQFUHDVH�LQ�LQIORZV�LV�D�UHVSRQVH�WR�LQFUHDVHG�GHPDQG�IRU�FUHGLW�IURP�KLWKHUWR�FUHGLW�VWDUYHG�GRPHVWLF�UHVLGHQWV���$QG�VHFRQG��LI�WKH�UHVSRQVH�WR�LQIORZV�LV�DJJUHVVLYH�VWHULOL]DWLRQ��WKH�LQFUHDVHG�VXSSO\�RI�JRYHUQPHQW�VHFXULWLHV�ZRXOG�OLPLW�DQ\�GURS�LQ�LQWHUHVW�UDWHV�
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FUHGLW�JURZWK�KDG�UHERXQGHG��&KDUW������6HFRQG��WKDW�WKLV�IDOO�LQ�WKH�QRPLQDO�LQWHUHVW�UDWH�HQVXHG�LQ�WKH�IDFH�RI�DJJUHVVLYH�VWHULOL]DWLRQ�DQG�LQFUHDVHG�PRQH\�GHPDQG��WKH�ODWWHU�UHIOHFWHG�LQ�D�GURS�LQ�YHORFLW\�EHWZHHQ���������DQG����������ERWK�RI�ZKLFK�WHQGHG WR�SXW�XSZDUG�SUHVVXUH��RU�OLPLW�GRZQZDUG�SUHVVXUH��RQ�LQWHUHVW�UDWHV���%HWZHHQ���������DQG����������VWHULOL]DWLRQ�OHG�WR�DQ�LQFUHDVH�LQ�WKH�VWRFN�RI�W�ELOOV�RI�DERXW�/(����ELOOLRQ��RYHU����SHUFHQW�RI�WKH�DYHUDJH�VWRFN�RI�UHVHUYH�PRQH\�GXULQJ�WKLV�SHULRG���PLUURULQJ�DQ�RIIVHWWLQJ�GHFOLQH�LQ�WKH�1'$�RI�WKH�&HQWUDO�%DQN�RI�(J\SW��7DEOH����7KH�DSSDUHQW�SDUDGR[�RI�GHFOLQLQJ�LQWHUHVW�UDWHV�LV�DWWULEXWDEOH�WR�ZKDW�PLJKW�EH�FDOOHG�D�FUHGLELOLW\�HIIHFW��6WHULOL]DWLRQ�DQG�WKH�FRQFRPLWDQW�LQFUHDVH�LQ�UHVHUYHV��ZKLFK�ZHUH�XQSUHFHGHQWHG�ZKHQ�H[SUHVVHG�LQ�WHUPV�RI�LPSRUW�FRYHU�DQG�RI�FXPXODWLYH�LQIORZV��VHH�7DEOH�����OHQW�LQFUHDVLQJ�FUHGLELOLW\�WR�WKH�IL[HG�H[FKDQJH�UHJLPH��,QYHVWRUV�ZHUH�EHFRPLQJ�FRQYLQFHG�WKDW�WKH�*RYHUQPHQW�KDG�WKH�DELOLW\ WR�GHIHQG�WKH�SHJ�LI�LW�VR�ZLVKHG��OHDGLQJ�WR�GLPLQLVKLQJ�ULVNV�RI�DQ�H[FKDQJH�UDWH�GHSUHFLDWLRQ��$V�D�UHVXOW��WKHUH�ZDV�D�GRZQZDUG�VKLIW�LQ�WKH�VXSSO\�RI�ORDQDEOH�IXQGV�VFKHGXOH�ZKLFK��GHVSLWH�LQFUHDVHG�PRQH\�GHPDQG�DQG�LQFUHDVHG�VXSSO\�RI�W�ELOOV��UHGXFHG�LQWHUHVW�UDWHV��ú�
9��7KH�)LQDQFLDO�6\VWHP%DFNJURXQG0DQ\�UHIRUPLQJ�HFRQRPLHV�H[SHULHQFH�GLIILFXOWLHV�LQ�WKH�ILQDQFLDO�V\VWHP�GXULQJ�WUDQVLWLRQ��VHH�6XQGDUDUDMDQ�DQG�%DOLQR���������6XQGDUDUDMDQ���������/LQGJUHQ�HW�DO����������$�UHYLHZ�RI�WKH�H[SHULHQFH�RI�����)XQG�PHPEHU�FRXQWULHV�UHYHDOV�WKDW�����KDYH�H[SHULHQFHG�VLJQLILFDQW�EDQNLQJ�VHFWRU�SUREOHPV��LQFOXGLQJ�VHULRXV�FULVHV�LQ����FRXQWULHV��%DQNLQJ�V\VWHP�VRXQGQHVV�LQ�JHQHUDO�LV�UHODWHG�WR�WKH�VRXQGQHVV�RI�WKH�HFRQRPLF�HQYLURQPHQW��FRUUHVSRQGLQJO\��VKDUS�RU�DEUXSW�FKDQJHV�LQ�WKLV�HQYLURQPHQW�LPSDFW�FUXFLDOO\�RQ�WKH�EDQNLQJ�V\VWHP��$�EDQNLQJ�SUREOHP�FRXOG�EH�WULJJHUHG�RU�H[SRVHG�E\�D�ODUJH�YDULHW\�RI�PDFURHFRQRPLF�IDFWRUV��WKHVH�LQFOXGH�D�F\FOLFDOO\�ZHDN�HFRQRP\��UDSLG�FKDQJHV�LQ�UHODWLYH�SULFHV��LQFOXGLQJ�H[FKDQJH�UDWHV�DQG�RWKHU DVVHW�SULFHV��VHH�/LQGJUHQ�HW�DO���������0RKLHGLQ����������,QWHUHVWLQJO\��D�VLJQLILFDQW�UHGXFWLRQ�LQ�WKH�UDWH�RI�LQIODWLRQ�FDQ�KDYH�DGYHUVH�HIIHFWV�RQ�WKH�EDQNLQJ�V\VWHP��DQG�WKLV�DSSHDUV�WR�KDYH�EHHQ�DQ�LPSRUWDQW�IDFWRU�LQ����RI�WKH����SUREOHP�FDVHV�VWXGLHG�LQ�/LQGJUHQ�HW�DO��������7KH�PDQLIHVWDWLRQV�RI�FULVHV�DUH�PDQLIROG��0RQH\�GHPDQG�RU�PRQHWDU\�UHODWLRQVKLSV�EHFRPH�XQVWDEOH��WKH�PRQH\�PXOWLSOLHU�FDQ�LQFUHDVH�VKDUSO\�DV�LQ�$UJHQWLQD��&KLOH��*KDQD��
ú� ,Q�WHUPV�RI�WKH�LQWHUHVW�SDULW\�HTXDWLRQ��ZKHUH�WKH�GRPHVWLF�LQWHUHVW�UDWH�LV�WKH�VXP�RI�WKH�JLYHQ�IRUHLJQ�LQWHUHVW�UDWH�DQG�WKH�H[SHFWHG�GHSUHFLDWLRQ�RI�WKH�GRPHVWLF�FXUUHQF\��WKH�HYROXWLRQ�LQ�UHVHUYHV�DQG�WKH�DWWHQGDQW�JURZWK�LQ�FUHGLELOLW\�OHG�WR�UHGXFHG�H[SHFWDWLRQ�RI�D�GHSUHFLDWLRQ���UHVXOWLQJ�LQ�ORZHU�GRPHVWLF�LQWHUHVW�UDWHV�
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DQG�WKH�3KLOLSSLQHV��WKH�FXUUHQF\�GHSRVLW�UDWLR�FRXOG ULVH��ZLWK�D�FRQFRPLWDQW�UHGXFWLRQ�LQ�WKH�EDVH�PRQH\�PXOWLSOLHU��DV�LQ�(VWRQLD��RU�WKH�LQWHUHVW�HODVWLFLW\�IRU�FXUUHQF\�DQG�IRU�EURDG�PRQH\�FRXOG�EH�DOWHUHG�$W�WKH�EHJLQQLQJ�RI�WKH�VWDELOL]DWLRQ�LQ����������(J\SW
V�ILQDQFLDO�V\VWHP�ZDV�LQ�FULVLV�DV�D�UHVXOW�RI�ORQJ�VWDQGLQJ�VWUXFWXUDO�ZHDNQHVVHV��GHULYLQJ�LQ�WXUQ�IURP�DQ�XQVWDEOH�HQYLURQPHQW�DQG�VWLIOLQJ�RYHU�UHJXODWHG�ILQDQFLDO�VHFWRU�SROLFLHV��,Q����������FRPPHUFLDO�EDQNV�VXIIHUHG�KHDY\�ORVVHV�DQG�ZHUH�KLJKO\�XQGHUSURYLVLRQHG��7R�DGGUHVV�WKH�SUREOHP��WKH�*RYHUQPHQW�LQMHFWHG�IXQGV�WR�UHFDSLWDOL]H�WKH�FRPPHUFLDO�EDQNV�WR�WKH�WXQH�RI�����SHUFHQW�RI�*'3�(J\SW�DYRLGHG�VHULRXV�ILQDQFLDO�VHFWRU�SUREOHPV�GXULQJ�VWDELOL]DWLRQ�+RZHYHU��WKH�VWULNLQJ�IHDWXUH�RI�WKH�(J\SWLDQ�VWDELOL]DWLRQ�H[SHULHQFH�ZDV�WKH�DYRLGDQFH�RI�VHULRXV�EDQNLQJ�VHFWRU�SUREOHPV�LQ�WKH�ZDNH�RI�D�VKDUS�ILVFDO�FRQWUDFWLRQ�OHG�UHGXFWLRQ�LQ�LQIODWLRQ��DQG�DWWHQGDQW�GHSUHVVHG�UHDO�VHFWRU�DFWLYLW\��6HYHUDO�ILQDQFLDO�VHFWRU�LQGLFDWRUV�SDLQW�D�SLFWXUH�RI�WKH�LPSURYLQJ�ILQDQFLDO�KHDOWK�RI�WKH�SXEOLF�VHFWRU�EDQNV��$V�WDEOH���VKRZV��WKH�SURILWDELOLW\ RI�WKH�IRXU�SXEOLF�VHFWRU�EDQNV��FRPSULVLQJ����SHUFHQW�RI�WKH�EDQNLQJ�V\VWHP��LPSURYHG�VWHDGLO\�IURP�/(�����ELOOLRQ�LQ���������WR�/(�����ELOOLRQ�LQ����������DQ�LQFUHDVH�RI����SHUFHQW�RYHU�D�ILYH�\HDU�SHULRG� 2YHU�WKH�VDPH�SHULRG��WKH�VL]H�RI�SURYLVLRQLQJ E\�WKH�EDQNLQJ�V\VWHP�DV�D�ZKROH�LQFUHDVHG�LQ�DEVROXWH�WHUPV�DQG�DV�D�VKDUH�RI�WRWDO�ORDQV�DQG�GLVFRXQWV��IURP����SHUFHQW�LQ���������WR����SHUFHQW�LQ���������ú� ,Q�DGGLWLRQ��(O�5HIDLH��������SUHVHQWV�HYLGHQFH�RI�LPSURYLQJ�ILQDQFLDO�SHUIRUPDQFH�RI�WKH�EDQNLQJ�V\VWHP�DV�PHDVXUHG�E\�WKH�DYHUDJH�UHWXUQ�RQ�HTXLW\�IRU�WKH�EDQNLQJ�V\VWHP�ú�$QRWKHU�V\PSWRP�RI�WKH�DSSDUHQW�ILQDQFLDO�KHDOWK�RI�WKH�EDQNLQJ�V\VWHP�LV�PDQLIHVWHG�LQ�WKH�VSUHDG�EHWZHHQ�WKH�OHQGLQJ�DQG�GHSRVLW�UDWHV��)ROORZLQJ�OLEHUDOL]DWLRQ�RI�LQWHUHVW�UDWHV�LQ�������VSUHDGV ZLGHQHG�LQLWLDOO\�WR�UHDFK�D�SHDN�RI�����SHUFHQW�LQ���������EXW�GHFOLQHG�YHU\�TXLFNO\�DQG�DSSUHFLDEO\�WKHUHDIWHU�WR�D�OHYHO�RI�����SHUFHQW�LQ����������7KH�GHFOLQH�LQ�VSUHDG�LV�QRWHZRUWK\ DV�LW�WRRN�SODFH�DJDLQVW�WKH�EDFNJURXQG�RI�KLJK�DQG�ULVLQJ�OHYHOV�RI�H[FHVV�UHVHUYHV�ZKLFK�GHQWHG�WKH�SURILWDELOLW\�RI�EDQNLQJ�RSHUDWLRQV�ûù
ú� /RDQ�ORVV�SURYLVLRQLQJ�ILJXUHV�DUH�QRW�DYDLODEOH�DQG�WKH�ILJXUHV�FLWHG�DERYH�UHODWH�WR�RYHUDOO��SURYLVLRQLQJ���+RZHYHU��FKDQJHV�LQ�RYHUDOO�SURYLVLRQLQJ�GXULQJ�WKLV�SHULRG�VKRXOG�EURDGO\�FRUUHVSRQG�WR�FKDQJHV�LQ�ORDQ�ORVV�SURYLVLRQLQJ��ZKLFK LV�OLNHO\�WR�KDYH�EHHQ�WKH�PDLQ�LPSHWXV�IRU�JUHDWHU��SURYLVLRQLQJ���7KH�GHFOLQH�LQ�ORDQ�ORVV�SURYLVLRQLQJ�LQ���������WR�DERXW����SHUFHQW�IURP�SHDN�OHYHOV�RI�QHDUO\����SHUFHQW�LQ���������FRXOG�EH�LQGLFDWLYH�RI�DQ�LPSURYLQJ�TXDOLW\�RI�ORDQ�SRUWIROLR��D�GHYHORSPHQW�WKDW�LV�FRQVLVWHQW�ZLWK�WKH�ULVLQJ�VKDUH�RI�FUHGLW�DFFRXQWHG�IRU�E\�WKH�SULYDWH�VHFWRU���$OVR��FDSLWDO�DGHTXDF\�UDWLRV�DUH�QRW�SXEOLFO\�DYDLODEOH��EXW�WHQWDWLYH�HVWLPDWHV�VXJJHVW�WKDW�WKH�UDWLR�RI�FDSLWDO�DQG�UHVHUYHV�WR�ULVN�ZHLJKWHG�DVVHWV�IRU�WKH�EDQNLQJ�V\VWHP�H[FOXGLQJ�WKH�VSHFLDOL]HG�EDQNV�DQG�EUDQFKHV�RI�IRUHLJQ�EDQNV�ZDV�DERXW�����DW�HQG�-XQH�������ZKLFK�LV�OLNHO\�WR�KDYH�EHHQ�VXEVWDQWLDOO\�KLJKHU�WKDQ�DW�WKH�VWDUW�RI�WKH�VWDELOL]DWLRQ��ú� %HWZHHQ���������DQG���������WKH�UHWXUQ�RQ�HTXLW\�IRU WKH�EDQNLQJ�V\VWHP�LQFUHDVHG�IURP������SHUFHQW�WR�DERXW����SHUFHQW�ûù ([FHVV�UHVHUYHV�URVH�IURP�/(�����ELOOLRQ�LQ���������WR�/(�����ELOOLRQ�LQ����������DYHUDJLQJ�DERXW���SHUFHQW�RI�GRPHVWLF�OLTXLGLW\���$OVR��GHFOLQLQJ�VSUHDGV�GLG�QRW�UHVXOW�IURP�FKDQJLQJ�OHJDO�UHVHUYH�UHTXLUHPHQWV�GXULQJ�WKLV�SHULRG�



''%%''55��9922 ú�ú��� 55WWDDTTCCOOCCPPKKCCPP úú����úú������

ûûûû

+RZ�ZDV�WKH�ILQDQFLDO�V\VWHP�VWUHQJWKHQHG"�7ZR�VHWV�RI�IDFWRUV�FRQVSLUHG�WR�SURGXFH�D�EHQLJQ��RU�UDWKHU�SUHYHQW�D�PDOLJQ��LPSDFW�RQ�WKH�EDQNLQJ�V\VWHP��PDFURHFRQRPLF�IDFWRUV�DQG�EDQN�VSHFLILF�DVVLVWDQFH��7KH�PDFURHFRQRPLF�IDFWRUV�UHODWHG�WR�WKH�EHKDYLRU�RI�LQWHUHVW�UDWHV�DQG�JHQHUDO�VWDQFH�RI�PRQHWDU\�SROLF\�GXULQJ�WKH�WUDQVLWLRQ��VHH�&KDUWV����DQG������)ROORZLQJ�WKH�OLEHUDOL]DWLRQ�RI�LQWHUHVW�UDWHV�LQ�������WKHVH�URVH�IURP�ILQDQFLDOO\�UHSUHVVHG�OHYHOV��EXW�HDVHG�YHU\�TXLFNO\�DQG�VL]DEO\��QRPLQDO�GHSRVLW�UDWHV�UHDFKHG����SHUFHQW�LQ���������EXW�GHFOLQHG�WR����SHUFHQW�LQ����������DW�WKH�VDPH�WLPH��OHQGLQJ�UDWHV�GHFOLQHG�IURP����SHUFHQW�WR����SHUFHQW��DQG�LQ�WKH�UHFHQW�SDVW�OHQGLQJ�UDWHV�KDYH�GHFOLQHG�E\�PRUH�WKDQ�GHSRVLW�UDWHV��UHIOHFWLQJ�LPSURYHG�LQWHUPHGLDWLRQ�DQG�D�FRQVHTXHQW�GHFOLQH�LQ�EDQNLQJ�VSUHDGV��$W�WKH�VDPH�WLPH��ILVFDO�SROLF\�DQG�WKH�ODFN�RI�DQ�H[WHUQDO�FRQVWUDLQW�SHUPLWWHG�VXIILFLHQW�HDVH�LQ�PRQHWDU\�SROLF\�WR�DOORZ�D�KHDOWK\�JURZWK�RI�FUHGLW�WR�WKH�SULYDWH�VHFWRU��5HODWLYHO\�HDV\�PRQHWDU\�FRQGLWLRQV�PHDQW�WKDW�WKH�(J\SWLDQ�EDQNLQJ�V\VWHP�ZDV�QRW�EXIIHWHG�E\�WKH�SUHVVXUHV�WKDW�DUH�WUDQVPLWWHG�IURP�KLJK�LQWHUHVW�UDWHV�DQG�GHSUHVVHG�DFWLYLW\�WR�HQWHUSULVHV¶�EDODQFH�VKHHWV��6PRRWK�GLVLQIODWLRQ�DOVR�SUHYHQWHG�EDQNV�IURP�EHLQJ�H[SRVHG�WR�VXGGHQ�VZLQJV�LQ�HFRQRPLF�YDULDEOHV�+RZHYHU��WKH�NH\�IDFWRU�VXVWDLQLQJ�WKH�YLDELOLW\�RI�EDQNV�ZDV�LQGLUHFW�EDQN�VSHFLILF�DVVLVWDQFH� LQ�WKH�IRUP�RI�WUHDVXU\�ELOO�LVVXDQFH��WKH�FRVWV�RI�ZKLFK�ZHUH�ERUQH�E\�WKH�EXGJHW�ûú 6LQFH�������ZKHQ�WKH�W�ELOO�LVVXHV�FRPPHQFHG��WKH�YDVW�EXON�RI�WKHVH��EHWZHHQ����SHUFHQW�LQ���������DQG����SHUFHQW�LQ����������7DEOH����KDV�EHHQ�KHOG�E\�WKH�FRPPHUFLDO�EDQNV��%DQNV¶�KROGLQJV�RI�VHFXULWLHV�DV�D�VKDUH�RI�WKHLU�WRWDO�DVVHWV�LQFUHDVHG�IURP����SHUFHQW�DW�HQG�'HFHPEHU������WR����SHUFHQW�LQ������EHIRUH�HDVLQJ�WR����SHUFHQW�DW�HQG�������VHH�(O�5DIDLH�����������,Q�DEVROXWH�WHUPV��WKHVH�KROGLQJV�LQFUHDVHG�IURP�����ELOOLRQ�LQ���������WR������LQ����������,QFRPH�IURP�W�ELOOV�LQFUHDVHG�IURP�/(�����ELOOLRQ�LQ���������WR�/(������ELOOLRQ�LQ���������WR�/(������ELOOLRQ�LQ����������0RUHRYHU�WKLV�LQFRPH�ZDV�WD[�H[HPSW��7KDW�WKLV�WD[�H[HPSW�LQFRPH�ZDV�YLWDO�WR�WKH�KHDOWK�RI�WKH�EDQNLQJ�V\VWHP�LV�UHYHDOHG�LQ�D�FRPSDULVRQ�ZLWK�WKH�LQFUHDVH�LQ�SURYLVLRQLQJ��ZKLFK�DOVR�VHUYHV�DV�D�SUR[\�IRU�ERWK�SUH�DQG�SRVW�WD[�SURILWV�RI�EDQNV�ûû $OO�WKH�LQFUHDVH�LQ�SURYLVLRQLQJ��DQG�DOO�WKH�SURILWV��DUH�PRUH�WKDQ�DFFRXQWHG�IRU�E\�WKH�LQFRPH�IURP�W�ELOOV��,QGHHG��FWTKPI�VJG�UVCDKNK\CVKQP�RTQHKVU�CPF�EJCPIGU�KP�RTQXKUKQPKPI�CXGTCIGF�CDQWV����RGTEGPV�QH�KPEQOG�HTQO�)QXGTPOGPV�UGEWTKVKGU��GUVCDNKUJKPI�VJG�NCVVGTOU�EQPVTKDWVKQP�VQ�DCPMUO�XKCDKNKV[�
ûú 7KHUH�DUH�DOWHUQDWLYH�ZD\V�RI�PHDVXULQJ�WKHVH�FRVWV���2QH�ZRXOG�EH�WR�HTXDWH�WKH�FRVWV�ZLWK�WKH�W�ELOO�LQFRPH�UHFHLYHG�E\��EDQNV�ZKLFK�DPRXQWHG�WR�DERXW�����SHUFHQW�RI�*'3�EHWZHHQ���������DQG�����������$Q�DOWHUQDWLYH�ZRXOG�EH�WR�FDOFXODWH�WKH�WD[HV�IRUHJRQH�RQ�WKLV�LQFRPH�DV�WKH�ILVFDO�FRVW�ZKLFK�DPRXQWHG�WR�DERXW�����SHUFHQW�RI�*'3���7KH�UHMRLQGHU�WKDW�WKH�WD[HV�IRUHJRQH�GR�QRW�UHSUHVHQW�D�ILVFDO�FRVW���EHFDXVH�LQWHUHVW�UDWHV��DQG�KHQFH�*RYHUQPHQW�LQWHUHVW�H[SHQGLWXUHV��ZHUH�ORZHU��SUHVXSSRVHV�IXOO�LQWHUHVW�UDWH�IOH[LELOLW\�WKDW�ZDV�QRW�ERUQH�RXW�LQ�SUDFWLFH�ûû ,Q�RWKHU�ZRUGV��GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG��EDQNV�SDLG�YLUWXDOO\�QR�LQFRPH�WD[HV�
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7DEOH����6HOHFWHG�)LQDQFLDO�6\VWHPV�,QGLFDWRUV �/(�EQ��XQOHVV�RWKHUZLVH�LQGLFDWHG������ ����� ����� ����� ����� �����6SUHDG������� ��� ��� ��� ��� ���6KDUH�RI�7RWDO�&UHGLW�WR�3ULYDWH�6HFWRU���� ���� ���� ���� ���� ���� ����3URYLVLRQV�$V���RI�/RDQV ���� �� ���� ���� ���� ����6WRFN�RI�*RYHUQPHQW�6HFXULWLHV ��� ���� ���� ���� ���� ������RI�7RWDO ���� ���� ���� ���� ���� ����,QFRPH�)URP�*RYHUQPHQW�6HFXULWLHV ��� ��� ��� ��� ��� ���$V���RI�*'3 ��� ��� ��� ��� ��� ���,QFUHDVH�LQ�3URYLVLRQV ��� ��� ��� ��� ��� ���$V���RI�,QFRPH�IURP�*RYHUQPHQW�6HFXULWLHV ����� ����� ���� ���� ���� ����3UH�WD[�3URILWV�RI���3XEOLF�%DQNV� ��� ������ ��� ��� ��� ���6RXUFH� &HQWUDO�%DQN�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV����6L[�PRQWK�OHQGLQJ�UDWH�PLQXV�GHSRVLW�UDWH����([FHSWLRQDO�LQFUHDVH�RZLQJ�WR�WKH�/(���ELOOLRQ�UHFDSLWDOL]DWLRQ�
,W�LV�LQWHUHVWLQJ�WKDW�HYHQ�WKRXJK�EDQNV�KDG�QRW�IXOO\�SURYLVLRQHG�WKHPVHOYHV�DJDLQVW�WKHLU�EDG�GHEWV�LQ�WKH�LQLWLDO�VWDELOL]DWLRQ�SHULRG��WKH\�QHYHUWKHOHVV�GLG�QRW�LQFUHDVH�RU�PDLQWDLQ�KLJK�VSUHDGV��DV�ZDV�WKH�H[SHULHQFH�RI�VRPH�WUDQVLWLRQ�FRXQWULHV��VHH�%HJJ�������� ûü WR�JHQHUDWH�WKH�SURILWV�QHFHVVDU\�IRU�PDLQWDLQLQJ�DGHTXDWH�SURYLVLRQLQJ���+DG�VXFK�VSUHDGV�EHHQ�PDLQWDLQHG��WKH�SRVVLELOLW\�RI�ILQDQFLDO�GLVLQWHUPHGLDWLRQ�DQG�RU�WLJKWHU�FUHGLW�FRQGLWLRQV��ERWK�ZLWK�DGYHUVH�PDFURHFRQRPLF�FRQVHTXHQFHV��ZRXOG�KDYH�EHHQ�JUHDWHU��2QH�H[SODQDWLRQ�IRU�WKLV�EHKDYLRU��QDPHO\��D�PRUH�JUDGXDO�SDFH�DGRSWHG�E\�WKH�EDQNV�LQ�EXLOGLQJ�XS�FDSLWDO�DGHTXDF\��FRXOG�EH�WKH�NQRZOHGJH�RU�JXDUDQWHH�RI�DQ�DVVXUHG�IXWXUH�VXSSO\�RI�WD[�H[HPSW�WUHDVXU\�ELOOV�WKDW�ZRXOG�VKRUH�XS�SURILWV�DQG�DOORZ�UHVSHFWDEOH�SURYLVLRQLQJ�OHYHOV�WR�EH�DWWDLQHG��,Q�WKH�HYHQW��WKLV�H[SHFWDWLRQ�ZDV�PRUH�WKDQ�IXOO\�YDOLGDWHG�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG�6WRFN�DQG�)ORZ�3UREOHPV,W�LV�XVHIXO�WR�WKLQN�RI�WKH�EDQNLQJ�V\VWHP�DV�SRWHQWLDOO\�SURQH�WR�VWRFN�DQG�IORZ�SUREOHPV��6WRFN�SUREOHPV�VWHP�IURP�WKH�DFFXPXODWLRQ�RI�EDG�GHEWV�ZKLFK�OHDYHV�EDQNV�LQVROYHQW�DQG�LQYLWH�UHPHG\LQJ�WKURXJK�DQ�LQIXVLRQ�RI�FDSLWDO�DW�D�VLJQLILFDQW�EXGJHWDU\�FRVW��7KLV�KDSSHQHG�LQ�(J\SW�LQ���������DW�D�ILVFDO�FRVW�WRWDOLQJ�����SHUFHQW�RI�*'3��6ROYLQJ�VWRFN�SUREOHPV�DUH�KRZHYHU�QRW�VXIILFLHQW�WR�SUHVHUYH�EDQNLQJ�V\VWHP�YLDELOLW\��)ORZ�SUREOHPV�DOVR�QHHG�WR�EH�DGGUHVVHG��7KHVH�UHODWH�WR�WKH�LQFHQWLYHV�IRU�EDQNV�WR�UHPDLQ�KHDOWK\�IROORZLQJ�D�UHFDSLWDOL]DWLRQ�DQG�QRW�ODSVH�LQWR�WKH�EDG�SUDFWLFHV�WKDW�OHG�WR�WKH�VWRFN�SUREOHP�LQ�WKH�ILUVW�

ûü %HJJ��������QRWHV�WKDW�LQ�WKH�WUDQVLWLRQ�HFRQRPLHV�WKH�SUHYDOHQFH�RI�ZLGH�VSUHDGV�UHIOHFWHG�WKH�QHHG�WR�SURYLVLRQ�DJDLQVW�EDG�GHEWV�DQG�EXLOG�XS�FDSLWDO�DGHTXDF\���,Q�WKH�&]HFK�5HSXEOLF��DERXW����SHUFHQW�RI�WKH�VSUHDG�ZDV�DWWULEXWDEOH�WR�WKH�QHHG�WR�SURYLVLRQ�DJDLQVW�EDG�GHEW�
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SODFH��)ORZ�SUREOHPV�DUH�DOVR�DYHUWHG�WKURXJK�EHWWHU�UHJXODWLRQ�DQG�RYHUVLJKW�RI�WKH�EDQNLQJ�V\VWHP�,W�LV�WRR�HDUO\�WR�VD\�ZKHWKHU�WKH�IORZ�SUREOHP�KDV�EHHQ�DGGUHVVHG�GHFLVLYHO\�LQ�(J\SW��%XW�WKHUH�DUH���LQWHUHVWLQJ�HOHPHQWV�WKDW�EHDU�RQ�VXFK�DQ�DVVHVVPHQW��)LUVW��LW�LV�LPSRUWDQW�WR�QRWH�WKDW�LQ�(J\SW�WKHUH�KDV�QRW�RQO\�EHHQ�ILVFDO�VXSSRUW�WR�DGGUHVV�WKH�VWRFN�SUREOHP��EXW�DOVR�WKHIORZ�SUREOHP��ODUJH�DQG�FRQWLQXDO�KROGLQJV�E\�EDQNV�RI�JRYHUQPHQW�VHFXULWLHV�DUH�WDQWDPRXQW�WR�RQJRLQJ�ILVFDO�VXSSRUW��HVWLPDWHG�DW�DERXW����SHUFHQW�RI�*'3��7KLV�KDV�FRQWULEXWHG�VLJQLILFDQWO\�WR�UHVWRULQJ�WKH�ILQDQFLDO�YLDELOLW\�RI�WKH�EDQNLQJ�V\VWHP��6HFRQG��RQH�LQGLFDWRU�VXJJHVWV�WKDW�EDQNV¶�OHQGLQJ�SUDFWLFHV�DUH�PRYLQJ�LQ�D�GLUHFWLRQ�WKDW�LV�OHVV�OLNHO\�WR�UHSHDW�KLVWRULFDO�H[SHULHQFH��7KLV�UHODWHV�WR�WKH�VKDUH�RI�OHQGLQJ�WR�WKH�SULYDWH�VHFWRU ZKLFK�KDV�JURZQ�VKDUSO\��VHH�&KDUW�����DV�WKH�UDWH�RI�JURZWK RI�FUHGLW�WR�WKH�SULYDWH�VHFWRU�KDV�FRQVLVWHQWO\�H[FHHGHG�WKDW�WR�WKH�SXEOLF�VHFWRU�DQG�WKH�*RYHUQPHQW�LQ�WKH�UHFHQW�SDVW��$V�RI�-DQXDU\�������WKH�VKDUH�RI�FUHGLW�WR�WKH�SULYDWH�VHFWRU�VWDQGV�DW����SHUFHQW��FRPSDUHG�ZLWK����SHUFHQW�LQ����������7KLUG��WKH�*RYHUQPHQW�KDV�HPEDUNHG�XSRQ�D�VHULHV�RI�DFWLRQV�WR�SUHYHQW�WKH�UHFXUUHQFH�RI�D�IORZ�SUREOHP��7KHVH�LQFOXGH�WKH�SULYDWL]DWLRQ�RI�WKH�EDQNLQJ�V\VWHP DQG�DFWLRQV�WR�VWUHQJWKHQ�SUXGHQWLDO�VXSHUYLVLRQ�ûý )RXUWK��UHVLGXDO�FRQFHUQV�DERXW�D�IORZ�SUREOHP�GHULYH�IURP�WKH�ODUJH�H[SRVXUH�RI�WKH�EDQNLQJ�V\VWHP�WR�SXEOLF�VHFWRU�FRPSDQLHV��$W�/(����ELOOLRQ�DW�HQG�'HFHPEHU�������H[SRVXUH�WR�SXEOLF�VHFWRU�GHEW�UHPDLQV�VXEVWDQWLDO��DOEHLW�D�GLPLQLVKLQJ�VKDUH�RI�WRWDO�H[SRVXUH��(YHQ�LI�D�SUHSRQGHUDQW�VKDUH�RI�WKLV�GHEW�LV�EDG�ûþVRPH�RU�DOO�RI�WKLV��RU�DW�OHDVW�DOO�RI�WKH�EDG�GHEW�WKDW�LV�QRW�DOUHDG\�SURYLVLRQHG�IRU��FRXOG�EH�UHFRYHUHG�WKURXJK�D�VXFFHVVIXO�SURJUDP�RI�SULYDWL]DWLRQ�DQG�WKH�XVH�RI�SURFHHGV�WR�VHWWOH�RXWVWDQGLQJ�GHEWV��,Q������DORQH��/(�����ELOOLRQ��DFFRXQWLQJ�IRU�DERXW����SHUFHQW�RI�WRWDO�JURVV�SURFHHGV��ZDV�XVHG�WR�VHWWOH�VXFK�GHEWV���)LQDOO\��FRQFHUQV�DERXW�WKH�ILQDQFLDO�KHDOWK�RI�WKH�ODUJH�SXEOLF�VHFWRU�EDQNV��ZKLFK�DUH�GLVSURSRUWLRQDWHO\�H[SRVHG�WR�KLJK�ULVN�SXEOLF�VHFWRU�GHEW��FRXOG�EH�RYHUVWDWHG�WR�WKH�H[WHQW�WKDW�WKH\�KDYH�HTXLW\�KROGLQJV�LQ�MRLQW�YHQWXUH�EDQNVZKLFK�DUH�FXUUHQWO\�XQGHU�UHFRUGHG�LQ�WKHLU�EDODQFH�VKHHWV��$V�WKHVH�KROGLQJV�DUH�GLYHVWHG�DQG�XVHG�WR�VKRUH�XS�WKH�UHVHUYHV�RI�WKHVH�EDQNV��WKH�SLFWXUH�FRXOG�LPSURYH�HYHQ�IXUWKHU���
ûý 6LQFH�������WKH�*RYHUQPHQW�KDV�DFFHOHUDWHG�WKH�SULYDWL]DWLRQ�RI�WKH�MRLQW�YHQWXUH�EDQNV�ZLWK�D�YLHZ�WR�FRPSOHWLQJ�WKLV�SURFHVV�LQ�WKH�QHDU�IXWXUH���$�VLJQLILFDQW�VWUHQJWKHQLQJ�RI�PDUNHW�EDVHG�VXSHUYLVLRQ��LQ�WKH�IRUP�RI�IXOOHU��PRUH�DFFXUDWH�DQG�WLPHO\�GLVFORVXUH��KDV�EHHQ�WKH�UHFHQW�UHTXLUHPHQW��LVVXHG�E\�WKH�%(�LQ�$SULO�������WKDW�EDQNV��FRPSO\�ZLWK� LQWHUQDWLRQDO�VWDQGDUGV�IRU�UHSRUWLQJ�DQG�GLVFORVXUH�ûþ $QDO\VLV�RI�WKH�ILQDQFLDO�VWDWHPHQWV�RI�WKH�/DZ�����FRPSDQLHV�LQGLFDWHV�WKDW��HQWHUSULVHV�WKDW�KDG�DFFXPXODWHG�ORVVHV�DFFRXQWHG�IRU�D�GLVSURSRUWLRQDWH�DPRXQW�RI�WKH�GHEW�RZHG�E\�WKH�SXEOLF�HQWHUSULVH�VHFWRU���,Q����������WKH\�DFFRXQWHG�IRU�OHVV�WKDQ����SHUFHQW�RI�WRWDO�VDOHV�EXW�RYHU����SHUFHQW�RI�WRWDO�GHEW��WKLV�ODWWHU�ILJXUH��DPRXQWLQJ�WR�DERXW�/(����ELOOLRQ���SURYLGHV�DQ�DSSUR[LPDWLRQ�RI WKH�SRWHQWLDO�VL]H�RI�EDG�RU�GRXEWIXO�SXEOLF�HQWHUSULVH�GHEW���+RZHYHU��WKLV�SLFWXUH�RI�SXEOLF�VHFWRU�IUDJLOLW\�VKRXOG�EH�VHHQ�DJDLQVW�WKH�IDFW�WKDW�WKH�*RYHUQPHQW�RZHV�DQ�HVWLPDWHG�/(����ELOOLRQ�WR�WKH�SXEOLF�VHFWRU�HQWHUSULVHV��ZKLFK�FRXOG�EH�XVHG�WR�VHWWOH�SXEOLF�VHFWRU�GHEWV�RZHG�WR�WKH�EDQNV�
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&KDUW�����&DSLWDO�,QIORZV��([WHUQDO�,QGLFDWRUV����������������������EQ��)LJXUH���D�

�
�
��
��
��
��
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,QFUHDVHG�,QIORZV*URVV�5HVHUYHV
���EQ� 3UH�(SLVRGH (SLVRGH�� ,QWHU�(SLVRGH (SLVRGH��

)LJXUH���E�
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����

W�� W W�� W�� W�� W�� W��

&XUUHQW�$FFRXQW�%DODQFH5HDO�$SSUHFLDWLRQ �1RQ�RLO�([SRUWV�
3UH� (SLVRGH�� ,Q WHU���(SLVRGH (SLVRGH�����

6RXUFHV��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W�����������(VWLPDWHG�&XUUHQW�DFFRXQW�EDODQFH�LQ���RI�*'3�5HDO�$SSUHFLDWLRQ�� FXPXODWLYH�SHUFHQWDJH�FKDQJH�VLQFH�SUH�HSLVRGH�SHULRG�1RQ�RLO�([SRUW�9ROXPH�� FXPXODWLYH�SHUFHQWDJH�FKDQJH�VLQFH�SUH �HSLVRGH�SHULRG�
)LQDQFLDO�'HHSHQLQJ"�7KH�(J\SWLDQ�V\VWHP�KDV�HPHUJHG�UHODWLYHO\�XQVFDWKHG�IURP�WKH�H[DFWLQJ�SURFHVV�RI�WUDQVLWLRQ�WKDW�XVXDOO\�EXIIHWV�ILQDQFLDO�V\VWHPV��7KLV�KDV�EHHQ�DQ�DFKLHYHPHQW�LQ�LWVHOI��DQG�KDV�DOVR�IDFLOLWDWHG�WKH�FRQGXFW�RI�PRQHWDU\�SROLF\��LQ�SDUWLFXODU�E\�SHUPLWWLQJ�WKH�PRYH�IURP�GLUHFW�WR�LQGLUHFW�PRQHWDU\�FRQWURO��ZKLFK�EHJDQ�HDUO\�RQ�LQ�WKH�VWDELOL]DWLRQ�:KLOH�(J\SW H[KLELWV�WKH�FKDUDFWHULVWLFV�RI�D�ILQDQFLDO�V\VWHP�WKDW�LV�GHHSHQLQJ��ORZ�DQG�GHFOLQLQJ�VSUHDGV��GHFLVLYH�UHYHUVDO�RI�GROODUL]DWLRQ��ORZ�DQG�GHFOLQLQJ�FXUUHQF\�GHSRVLW�UDWLRV��RQH�SX]]OH�HQGXUHV��SDUWLFXODUO\�VR�LQ�OLJKW�RI�WKHVH�RWKHU�DFFRPSOLVKPHQWV��7KLV�KDV�
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WR�GR�ZLWK�WKH�OHYHO�RI�PRQHWL]DWLRQ�RI�WKH�HFRQRP\�DV�UHIOHFWHG�LQ�WKH�LQYHUVH�YHORFLW\�RI�PRQH\��9LHZHG�RYHU�D�ORQJHU�SHULRG�RI�VD\����\HDUV��WKH�LQYHUVH�YHORFLW\�KDV�GHFOLQHG�IURP�DERXW����SHUFHQW�LQ���������WR�DERXW����SHUFHQW�WRGD\��&KDUW������$QDO\]LQJ�WKH�GROODUL]DWLRQ�HSLVRGHV�LQ�/DWLQ�$PHULFD��6DYDVWDQR��������PDNHV�WKH�GLVWLQFWLRQ�EHWZHHQ�WKH�IOLJKW�IURP�GRPHVWLF�PRQH\�DQG�WKH�IOLJKW�IURP�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP��,Q�D�QXPEHU�RI�/DWLQ�$PHULFDQ�FRXQWULHV�WKDW�ZLWQHVVHG�VLJQLILFDQW�GROODUL]DWLRQ�LQ�WKH�����V�DQG�����V��UDSLG�GLVLQIODWLRQ�GLG�QRW�UHVXOW�LQ�D�FRUUHVSRQGLQJ�UHYHUVDO�RI�WKH�GROODUL]DWLRQ��DV�QRWHG�DERYH��+RZHYHU��LUUHVSHFWLYH�RI�WKH�HYROXWLRQ�LQ�GHGROODUL]DWLRQ��LQ�DOPRVW�DOO�FRXQWULHV�WKH�GHJUHH�RI�PRQHWL]DWLRQ�RU�GHHSHQLQJ�RI�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP��DV�PHDVXUHG�E\�PRYHPHQW�LQ�WKH�EURDGHVW�PRQHWDU\�DJJUHJDWH��GLVSOD\HG�D�SURQRXQFHG�LPSURYHPHQW�DV�GLVLQIODWLRQ�ZDV�DFKLHYHG��VHH�7DEOH����,Q�(J\SW�RQ�WKH�RWKHU�KDQG��ZKLOH�GROODUL]DWLRQ�ZDV�UHYHUVHG�VXFFHVVIXOO\�DQG�GHFLVLYHO\��QHYHUWKHOHVV�WKHUH�ZDV�QRW�D�FRUUHVSRQGLQJ�UHWXUQ�WR�PRQHWL]DWLRQ�RI�WKH�HFRQRP\�HYHQ���\HDUV�LQWR�WKH�VXFFHVVIXO�GLVLQIODWLRQ��,Q�RWKHU�ZRUGV��D�UHWXUQ�LQ�FRQILGHQFH�LQ�GRPHVWLF�PRQH\�GLG�QRW�DOVR�WUDQVODWH�LQWR�DQ�DWWHQGDQW�UHWXUQ�LQ�FRQILGHQFH�� DW�OHDVW�QRW�FRPPHQVXUDWH�ZLWK�WKH�HQVXLQJ�VWDELOL]DWLRQ�� LQ�WKH�EDQNLQJ�V\VWHP�DV�D�ZKROH�2QH�SRVVLEOH�H[SODQDWLRQ��ZKLFK�SRLQWV�LQ�WKH�GLUHFWLRQ�RI�DFFHOHUDWHG��UDWKHU�WKDQ�UHWDUGHG��GHHSHQLQJ��LV�WKH�IROORZLQJ��(YHQ�GXULQJ�WKH�SHDN�\HDUV�RI�ILQDQFLDO�LQVWDELOLW\�LQ�WKH�ODWH�����V��(J\SW�ZDV�D�KLJKO\�PRQHWL]HG�HFRQRP\��ZLWK�D�EURDG�PRQH\�WR�*'3�UDWLR�DW����SHUFHQW��ZKLFK�FRPSDUHV�IDYRUDEO\�ZLWK�D�QXPEHU�RI�VLPLODU�GHYHORSLQJ�FRXQWULHV�WKDW�KDYH�UHHVWDEOLVKHG�ILQDQFLDO�VWDELOLW\�DQG�HYHQ�ZLWK�LQGXVWULDO�FRXQWULHV�ûÿ )LQDQFLDO�LQVWDELOLW\�LQ�WKH�ODWH�����V�HURGHG�FRQILGHQFH�LQ�GRPHVWLF�PRQH\�DQG�WKH�EDQNLQJ�V\VWHP�UHIOHFWHG�LQ�DQ�LQFUHDVH�LQ�GROODUL]DWLRQ�DQG�D�UHGXFWLRQ�LQ�WKH�EURDG�PRQH\�WR�*'3�UDWLR��VHH�7DEOH����%QTTGURQPFKPIN[��CU�HKPCPEKCN�UVCDKNKV[�YCU�TGUVQTGF�CPF�ETGFKDKNKV[�TGICKPGF�VJGUG�CFXGTUG�FGXGNQROGPVU�YGTG�TGXGTUGF��DWV�YKVJ�C�MG[�FKHHGTGPEG�KP�VJCV�VJG�NGXGN�QH�OQPGVK\CVKQP�RGCMGF�KP���������CV����RGTEGPV�
DGNQY�RTG�UVCDKNK\CVKQP�NGXGNU��CPF�JCU�UVCTVGF�FGENKPKPI�VJGTGCHVGT��TGCEJKPI����RGTEGPV�KP����������7KLV�GHFOLQH�LQ�WKH�LPSRUWDQFH�RI�WKH�EDQNLQJ�V\VWHP�FRXOG�PLUURU��DQG�LQ�SDUW�FDXVHG�E\��D�JURZLQJ�LPSRUWDQFH�RI�FDSLWDO�PDUNHWV��SURPSWLQJ�WKH�YHUGLFW�WKDW�WKHVH�PRQHWDU\�GHYHORSPHQWV�VLJQDO�GHHSHQLQJ�RI�WKH�ILQDQFLDO�V\VWHP��DOEHLW�SDUWLDOO\�DW�WKH�H[SHQVH�RI�WKH�EDQNLQJ�V\VWHP��7DEOH���SUHVHQWV�VRPH�LQGLFDWRUV�RI�FDSLWDO�PDUNHW�GHHSHQLQJ��%HJLQQLQJ����������QRW�IRUWXLWRXVO\�WKH�\HDU�RI�SHDN�PRQHWL]DWLRQ���WKH�FDSLWDO�PDUNHW�KDV�VWDUWHG�WR�
ûÿ &RPSDUDEOH�ILJXUHV�IRU�EURDG�PRQH\��ZLGHVW�GHILQLWLRQ��WR�*'3�DUH��%UD]LO��������������$UJHQWLQD��������������&KLOH�����������SHUFHQW��3RODQG��������������&]HFK�5HSXEOLF��������������6ORYDN�5HSXEOLF��������������,QGLD��������������8.��������������86�����������SHUFHQW��DQG�*HUPDQ\�������������
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&KDUW�����0RQHWL]DWLRQ��'ROODUL]DWLRQ�DQG�,QIODWLRQ������������������
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0��*'3 ��/HIW�VFDOH�0��*'3 ��/HIW�VFDOH�,Q IOD WLRQ��5LJKW�VFDOH�'ROODUL]DWLRQ��5LJK W�VFDOH�

�� � �� �

6RXUFH� *RYHUQPHQW�RI�(J\SW�DQG�,0)�HVWLPDWHV�W������������(VWLPDWHG�7DEOH����0RQHWL]DWLRQ�DQG�'ROODUL]DWLRQ�LQ�6HOHFWHG�&RXQWULHV
W W�� W�� W�� W��$UJHQWLQD,QIODWLRQ ���� ���� ��� �� ��'ROODUL]DWLRQ Q�D� ���� ���� ���� ����0RQHWL]DWLRQ ��� ��� ��� ��� ���%ROLYLD,QIODWLRQ ����� ��� �� �� ��'ROODUL]DWLRQ ���� ���� ���� ���� ����0RQHWL]DWLRQ �� �� �� �� ��0H[LFR,QIODWLRQ ��� ��� �� �� ��'ROODUL]DWLRQ Q�D� Q�D� Q�D� Q�D� Q�D�0RQHWL]DWLRQ ��� �� �� ��� ���3HUX,QIODWLRQ ���� ��� �� �� ��'ROODUL]DWLRQ Q�D� ���� �� ���� ����0RQHWL]DWLRQ ��� ��� ��� ��� ���(J\SW,QIODWLRQ �� �� � � �'ROODUL]DWLRQ �� �� �� �� ��0RQHWL]DWLRQ �� �� �� �� ��6RXUFH� ,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�DQG�VWDII�HVWLPDWHV�W��<HDU�RI�SHDN�LQIODWLRQ�LQ�UHFHQW�\HDUV�'ROODUL]DWLRQ��)RUHLJQ�FXUUHQF\�GHSRVLWV�DV�SHUFHQW�RI�WRWDO�OLTXLGLW\�0RQHWL]DWLRQ��0RQH\�DQG�TXDVL �PRQH\�DV�SHUFHQW�RI�*'3��LQGH[��

JURZ�LQ�VL]H�DQG�LPSRUWDQFH��0DUNHW�FDSLWDOL]DWLRQ�LQFUHDVHG�E\���SHUFHQWDJH�SRLQWV�RI�*'3�LQ����������IROORZHG�E\�VWULNLQJ�JDLQV�RI�QHDUO\���SHUFHQWDJH�SRLQWV�LQ���������DQG����������DQ�LQFUHDVH�RI����SHUFHQWDJH�SRLQWV�RYHU�D�IRXU�\HDU�SHULRG��RYHU�WKLV�VDPH�SHULRG��WKH�PRQH\�
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WR�*'3�UDWLR�GHFOLQHG�E\���SHUFHQWDJH�SRLQWV�DQG�WKH�FUHGLW�WR�*'3�UDWLR�LQFUHDVHG�E\����SHUFHQWDJH�SRLQWV��7KDW�WKLV�LQFUHDVH�LQ�FDSLWDOL]DWLRQ�KDV�EHHQ�FDXVHG�E\�LQFUHDVHV�LQ�XQGHUO\LQJ�YROXPHV�UDWKHU�WKDQ�SULFH�LQFUHDVHV�DORQH�LV�LQGLFDWHG�E\�WKH�PDUNHW�FDSLWDOL]DWLRQ�ILJXUH GHIODWHG�E\�SULFH�LQFUHDVHV��ZKLFK�VKRZV�D�QHDU�WKUHHIROG�LQFUHDVH�DV�ZHOO�DV�E\�GDWD�RQ�QHZ�LVVXHV�û�ZKLFK�UHJLVWHUHG�DQ�LQFUHDVH�RI�����SHUFHQWDJH�SRLQWV�RI�*'3�LQ�WKH�ODVW�WKUHH�\HDUV�û� 7KHVH�GDWD�SRLQW�WR�LQFLSLHQW�FRPSHWLWLRQ�WR�WKH�EDQNLQJ�V\VWHP�IURP�WKH�UHVW�RI�WKH�ILQDQFLDO�V\VWHP�7KHVH�SUHVVXUHV��RFFDVLRQLQJ�EDQNLQJ�GLVLQWHUPHGLDWLRQ�RU�VHFXULWL]DWLRQ��DUH�OLNHO\�WR�DIIHFW�ERWK�VLGHV�RI�EDQNV¶�EDODQFH�VKHHWV��2Q�WKH�OLDELOLW\�VLGH��DV�WKH�UDQJH�RI�ILQDQFLDO�LQVWUXPHQWV�LV�HQODUJHG��EDQN�GHSRVLWV�ZLOO�KDYH�WR�FRPSHWH�ZLWK�QHZ�LQVWUXPHQWV�IRU�WKH�SRRO�RI�KRXVHKROG�VDYLQJV��,QVWLWXWLRQDO�GHYHORSPHQWV�DQG�DQ�LQHODVWLF�GHPDQG�IRU�PRQH\�ZLWK�UHVSHFW�WR�ZHDOWK�FRXOG�ZHOO�OHDG�WR�D�SURSRUWLRQDWH�GHFOLQH�LQ�WKH�VKDUH�RI�ZHDOWK�DOORFDWHG�WR�EDQNLQJ�GHSRVLWV��6RPH�HYLGHQFH�WR�WKLV�HIIHFW�LV�SUHVHQWHG�LQ�(O�5HIDLH��������ZKR�HVWLPDWHV�WKDW�WKH�VKDUH�RI�ILQDQFLDO�DVVHWV�DFFRXQWHG�IRU�E\�WKH�EDQNLQJ�V\VWHP�GHFOLQHG�IURP����SHUFHQW�LQ������WR����SHUFHQW�LQ�������û�GHFOLQLQJ�PRQH\�WR�*'3�UDWLRV�FRUURERUDWH�WKHVHGHYHORSPHQWV��$W�WKH�VDPH��RQ�WKH�DVVHW�VLGH�RI�WKH�EDODQFH�VKHHW��ILUPV��LQ�VHDUFK�RI�ORQJHU�WHUP�DQG�PRUH�VWDWH�FRQWLQJHQW�ILQDQFLQJ��DUH�OLNHO\�WR�WXUQ�WR�FDSLWDO�PDUNHWV��WKHUHE\�UHGXFLQJ�UHOLDQFH�RQ�EDQN�ERUURZLQJ�DQG�WKH�UHODWLYH�HYROXWLRQ�LQ�FUHGLW DQG�VWRFN�PDUNHW�FDSLWDOL]DWLRQ�LQGLFDWRUV�SUHVHQWHG�DERYH�FRXOG�UHIOHFW�WKHVH�SUHVVXUHV�RQ�EDQNV�üù
9,��7KH�([FKDQJH�UDWH([FKDQJH�5DWH�3ROLF\$W�WKH�EHJLQQLQJ�RI�WKH�VWDELOL]DWLRQ�LQ�������(J\SW�RSWHG�WR�XVH�WKH�H[FKDQJH�UDWH�DV�D�QRPLQDO�DQFKRU�LQ�VXSSRUW�RI�WKH�VWDELOL]DWLRQ�HIIRUW��7KLV�FKRLFH�ZDV�GHOLEHUDWH�DQG��DV�QRWHG�DERYH��KDG�DV�PXFK�WR�GR�ZLWK�WKHLU�UHVSHFWLYH�PHULWV�XQGHU�D�GLVLQIODWLRQ�VWUDWHJ\�DV�WKH�IDFW�WKDW�WKH�H[FKDQJH�UDWH�ZDV�VHHQ�DV�D�V\PERO�RI�VWDELOLW\��,W�ZDV�DQ�HQG�WR�EH�SXUVXHG�DV�PXFK�DV�D�PHDQV�WR�GLVLQIODWLRQ��7KH�H[FKDQJH�UDWH�KDV�EHHQ�YLUWXDOO\�XQFKDQJHG�VLQFH�XQLILFDWLRQ�RI�
û� 7KH�GDWD�RQ�QHZ�LVVXHV��KRZHYHU��XQGHUHVWLPDWH�WKH�H[WHQW�RI�UHOLDQFH�RQ�FDSLWDO�PDUNHWV�LQVRIDU�DV�WKH\�LJQRUH�SULYDWL]DWLRQ�RI�/DZ�����FRPSDQLHV�ZKLFK�KDV�DFFRXQWHG�IRU D�VXEVWDQWLDO�YROXPH�RI�VWRFN�PDUNHW�DFWLYLW\�VLQFH���������û� &KLOH�ZLWQHVVHG�D�VLPLODU�ULVH�LQ�WKH�LPSRUWDQFH�RI�FDSLWDO�PDUNHWV�UHODWLYH�WR�WKH�EDQNLQJ�V\VWHP��VHH�6XDUH]�DQG�:HLVEURG���������û� %HWZHHQ���������DQG����������WKH�QXPEHU�RI�ORFDO�PXWXDO IXQGV�LQFUHDVHG�IURP���WR�����UHIOHFWLQJ�DQ�LQFUHDVH�LQ�DVVHWV�PDQDJHG�IURP�/(�����ELOOLRQ�����SHUFHQW�RI�*'3��WR�/(�����ELOOLRQ������SHUFHQW�RI�*'3��üù $V�WKH�FDSLWDO�PDUNHW�GHYHORSV��DLGHG�E\�LQFUHDVHG�VXSSOLHV�RI�DVVHWV�WKURXJK�SULYDWL]DWLRQ�DQG�E\�LQVWLWXWLRQDO�GHYHORSPHQW��DQG�SULFH�HDUQLQJV�UDWLRV�ULVH��ILUPV�ZLOO�ILQG�LW�SURJUHVVLYHO\�PRUH�DWWUDFWLYH�WR�VXEVWLWXWH�FDSLWDO�IRU�EDQN�ILQDQFLQJ���,QWLPDWLRQV�RI�WKHVH�GHYHORSPHQWV�DUH�GLVFHUQLEOH�LQ�WKH�QXPEHU�RI�QHZ�FDSLWDO�LVVXHV�E\�FRPSDQLHV�LQ������
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7DEOH����(J\SW��,QGLFDWRUV�RI�)LQDQFLDO�'HHSHQLQJ������������������������ ������� ������� ������� ������� ������� �������0RQHWL]DWLRQ�DV���RI�*'3 ���� ���� ���� ���� ���� ���� ����1RQ�JRY��&UHGLW�DV���RI�*'3 ���� ���� ���� ���� ���� ���� ����1RPLQDO�0NW��&DSLWDOL]DWLRQ��/(�EQ�� ��� ��� ���� ���� ���� ���� ����1RPLQDO�0NW��&DSLWDOL]DWLRQ����EQ�� ��� ��� ��� ��� ��� ���� ����1RPLQDO�0NW��&DSLWDOL]DWLRQ���*'3� ��� ��� ��� ��� ���� ���� ����1HZ�,VVXHV��/(�EQ���([F��*RYW�� Q�D� Q�D� Q�D� ��� ��� ���� ����1HZ�,VVXHV����EQ���([F��*RYW�� Q�D� Q�D� Q�D� ��� ��� ��� ���1HZ�,VVXHV����RI�*'3��([F��*RYW�� Q�D� Q�D� Q�D� ��� ��� ��� ���9DOXH�RI�7UDGLQJ��/(�EQ�� ��� ��� ��� ��� ��� ��� ����9DOXH�RI�7UDGLQJ����RI�*'3� ��� ��� ��� ��� ��� ��� ���6RXUFH� &DSLWDO�0DUNHW�$XWKRULW\�DQG�VWDII�HVWLPDWHV��(VWLPDWHG�
WKH�H[FKDQJH�PDUNHWV�LQ�HDUO\�������D�SHULRG�RI�VL[�\HDUV�üú([FKDQJH�5DWH�'HYHORSPHQWV
7KH�HYROXWLRQ�RI�WKH�(J\SWLDQ�SRXQG�KDV�EHHQ�FRQVLVWHQW�ZLWK�WKH�SDWWHUQ�REVHUYHG�LQ�PDQ\�WUDQVLWLRQ�FRXQWULHV��+DOSHUQ�DQG�:\SORV]����������)ROORZLQJ�D�VHULHV�RI�QRPLQDO�GHSUHFLDWLRQV�LQ�WKH�\HDUV�LPPHGLDWHO\�SUHFHGLQJ�WKH�FRPPHQFHPHQW�RI�WKH�VWDELOL]DWLRQ�HIIRUW��WKH�QRPLQDO�DQFKRU�SROLF\�KDV�UHVXOWHG�LQ�D�UHDO�DSSUHFLDWLRQ�EHWZHHQ�-XO\������DQG�'HFHPEHU������RI�DERXW����SHUFHQW�DV�PHDVXUHG�E\�WKH�UHDO�HIIHFWLYH�H[FKDQJH�UDWH�LQGH[�ZKLFK�XVHV�FRQVXPHU�SULFH�GLIIHUHQWLDOV�DV�WKH�EDVLV�IRU�WKH�PHDVXUHPHQW��2I�WKLV����SHUFHQW��DERXW���SHUFHQWDJH�SRLQWV�FDQ�EH�DVFULEHG�WR�WKH�DSSUHFLDWLRQ�RI�WKH�QRPLQDO�UDWH�DQG�WKH�UHVW�LV�DFFRXQWHG�IRU�E\�WKH�GLIIHUHQWLDO�LQ�LQIODWLRQ�UDWHV�EHWZHHQ�(J\SW�DQG�LWV�SDUWQHU�FRXQWULHV��7ZR DOWHUQDWLYH�PHDVXUHV�RI�FRPSHWLWLYHQHVV�KDYH�DOVR�EHHQ�FRPSXWHG�DQG�DUH�VKRZQ�LQ�&KDUW�����$Q�LQGH[�EDVHG�RQ�XQLW�ODERU�FRVW�GHYHORSPHQWV�LQ�WKH�SXEOLF�VHFWRU�VXJJHVWV�D�GHWHULRUDWLRQ�LQ�FRPSHWLWLYHQHVV�RI����SHUFHQW�IRU�WKH�SHULRG�����������������üû )LQDOO\��D�GROODU�ZDJH�LQGH[�KDV�DOVR�EHHQ�FRPSXWHG�ZKLFK�VXJJHVWV�D�GHWHULRUDWLRQ�LQ�FRPSHWLWLYHQHVV�EXW�RI�D�VPDOOHU�PDJQLWXGH��DERXW����SHUFHQW�EHWZHHQ���������DQG����������7KXV�DOO�&KDUW�����&RPSHWLWLYHQHVV�,QGLFDWRUV�������������������,QGH[��������� ����
üú%HJJ��������QRWHV�WZR�SUHUHTXLVLWHV�IRU�WKH�PDLQWHQDQFH�RI�D�VXFFHVVIXO�DQFKRU��ILVFDO�DGMXVWPHQW�DQG�DGHTXDWH�UHVHUYHV�WR�FXVKLRQ�DJDLQVW�VZLIW�VKLIWV�LQ�LQYHVWRU�VHQWLPHQW���%RWK�ZHUH�UHVRXQGLQJO\�GHOLYHUHG�LQ�WKH�(J\SWLDQ�FDVH�üû:KLOH�XQLW�ODERU�FRVWV�GHYHORSPHQWV�LQ�WKH�SXEOLF�VHFWRU�DUH�DQ�LPSHUIHFW�LQGLFDWRU�RI�HFRQRP\�ZLGH�FRPSHWLWLYHQHVV��DQG�OLNHO\�RYHUVWDWH�WKH�LQFUHDVH�LQ�XQLW�ODERU�FRVW�JURZWK�RQ�WKH�DVVXPSWLRQ�WKDW�WKH�SULYDWH�VHFWRU�ZDV�ZLWQHVVLQJ�JUHDWHU�FKDQJHV�LQ�HIILFLHQF\��WKH\�DUH�QHYHUWKHOHVV�VXJJHVWLYH�RI�PRUH�DJJUHJDWH�GHYHORSPHQWV�EHFDXVH�WKH�SXEOLF�VHFWRU�DFFRXQWV�IRU�DERXW����SHUFHQW�RI�WKH�JURVV�YDOXH�RI�LQGXVWULDO�SURGXFWLRQ�DQG�DERXW����SHUFHQW�RI�QRQ�RLO�H[SRUWV���(YHQ�LQ�UHODWLRQ�WR�WKH�WH[WLOH�VHFWRU��ZKLFK�DFFRXQWHG�IRU�DERXW����SHUFHQW�RI�QRQ�RLO�H[SRUWV�LQ�������WKH�SXEOLF�VHFWRU¶V�VKDUH�RI�WRWDO�H[SRUWV�ZDV����SHUFHQW�LQ�������6HH�.KHLU�(O�'LQ�DQG�(O�6D\HG���������0RUHRYHU��UHOLDEOH�ZDJH�DQG�ODERU�SURGXFWLYLW\�GDWD�DUH�XQDYDLODEOH�IRU�WKH�HFRQRP\�DV�D�ZKROH��ZKHUHDV�WKH\ FDQ�EH�GHULYHG�ZLWK�D�JUHDWHU�GHJUHH�RI�FRQILGHQFH�IRU�WKH�SXEOLF�VHFWRU�EDVHG�RQ�HQWHUSULVHV¶�ILQDQFLDO�VWDWHPHQWV�
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5HDO�(IIHFWLYH�([FKDQJH�5DWH1RPLQDO�(IIHFWLYH�([FKDQJH 5DWH8QLW�/DERU�&RVW��3XEOLF�6HFWRU�'ROODU�:DJHV��3XEOLF�6HFWRU�

6RXUFHV��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV��SXEOLF�VHFWRU�ODERU�FRVW�LV�GHULYHG�IURP�SXEOLF�VHFWRU�QRPLQDO�YDOXH�DGGHG�GHIODWHG�E\�PDQXIDFWXULQJ�SULFH�GHIODWRU�W������������(VWLPDWHG
LQGLFDWRUV�SRLQW�WR�GHWHULRUDWLQJ�FRPSHWLWLYHQHVV��DOEHLW�WR�YDU\LQJ�GHJUHHV�,V�WKH�DSSUHFLDWLRQ�D�SUREOHP"�6L[�\HDUV�LQWR�WKH�WUDQVLWLRQ��WKH�FRQWLQXLQJ�DSSUHFLDWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH�LQ�WKH�IDFH�RI�FDSLWDO�LQIORZV��KDV�SURPSWHG�WKH�TXHVWLRQ�RI�ZKHWKHU�WKLV�DSSUHFLDWLRQ�LV�DQ�HTXLOLEULXP�SKHQRPHQRQ�RU�ZKHWKHU�LW�VLJQDOV�D�VHULRXV�GHWHULRUDWLRQ�LQ�FRPSHWLWLYHQHVV��SUHVDJLQJ�XQVXVWDLQDELOLW\�LQ�WKH�IXWXUH�üü :LWK�0H[LFR�GHHSO\�HPEHGGHG�LQ�SROLF\�PDNHUV¶�FRQVFLRXVQHVV�WKDW�LV�D�TXHVWLRQ�WKDW�ORRPV�ODUJH��(DFK�KDV�GLIIHUHQW�LPSOLFDWLRQV�IRU�WKH�FRQGXFW�RI�SROLF\��,I�WKH�IRUPHU��D�PRUH�VDQJXLQH�DSSURDFK�PLJKW�EH�ZDUUDQWHG��ZKHUHDV�WKH�ODWWHU�ZRXOG�QHFHVVLWDWH�H[SHGLWLRXV�DFWLRQ�WR�DUUHVW�RU�UHYHUVH�WKH�ORVV�LQ�FRPSHWLWLYHQHVV�$Q�HYDOXDWLRQ��KRZHYHU��UHTXLUHV�WKDW�D�EHQFKPDUN�HTXLOLEULXP�H[FKDQJH�UDWH�EH�SRVLWHG��,Q�JHQHUDO�WHUPV��DQ�HTXLOLEULXP�H[FKDQJH�UDWH�LV�RQH�ZKLFK�HQVXUHV�LQWHUQDO��RXWSXW��HPSOR\PHQW��DQG�LQIODWLRQ��DQG�H[WHUQDO�HTXLOLEULXP��ZKHUH�WKH�ODWWHU�FDQ�EH�GHILQHG�DV�WKH�PDLQWHQDQFH�RI�FXUUHQW�DFFRXQW�EDODQFHV�WKDW�DUH�FRQVLVWHQW�ZLWK�VXVWDLQDEOH�FDSLWDO�LQIORZV��,Q�SUDFWLFH��LW�LV�PRUH�GLIILFXOW�WR�PHDVXUH�WKLV�EHQFKPDUN��DQG�SUR[LHV�VXFK�DV�WKH�GLIIHUHQW�LQGLFDWRUV�RI�FRPSHWLWLYHQHVV�DUH�LQDGHTXDWH�EHFDXVH�RI�WKH�ODFN�RI�KLVWRULFDO�SRLQWV�DJDLQVW�ZKLFK�FRPSDULVRQV�FDQ�EH�PDGH�DQG�DOVR�EHFDXVH�DFWXDO�GHYHORSPHQWV�LQ�WKHVH�LQGLFDWRUV�PD\�UHIOHFW�HQGRJHQRXV�UHVSRQVHV�WR�UHDO�FKDQJHV�DIIHFWLQJ�WKH�HFRQRP\�üý,V�WKH�H[FKDQJH�UDWH�DSSUHFLDWLRQ�DQ�HTXLOLEULXP�SKHQRPHQRQ�EHFDXVH�LW�UHIOHFWV�
üü 2QH�FDYHDW�QHHGV�WR�EH�QRWHG���7KH�GLVFXVVLRQ�RI�WKH�HTXLOLEULXP�H[FKDQJH�UDWH�LQ�WKLV�VHFWLRQ�LV�QDUURZ��IRFXVLQJ�RQ�EDODQFH�RI�SD\PHQWV�GHYHORSPHQWV���,Q�SULQFLSOH��WKH�HTXLOLEULXP�UDWH�LV�GHWHUPLQHG�E\�D�KRVW�RI�IDFWRUV��LQFOXGLQJ�WKH�HYROXWLRQ�LQ�WKH�LQYHVWPHQW�VDYLQJV�EDODQFH�LQ�WKH�HFRQRP\���6HH�(GZDUGV��������üý )RU�WKLV�UHDVRQ��LW�LV�GLIILFXOW�WR�DVVHVV�ZKHWKHU�WKH�UHDO�GHSUHFLDWLRQ�SULRU�WR�WKH�VWDELOL]DWLRQ�HIIRUW�DWWHQXDWHV�WKH�HIIHFWV�RI�WKH�ODWHU�UHDO�DSSUHFLDWLRQ�
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SURGXFWLYLW\�JDLQV"�,QVWHDG�RI�DVVHVVLQJ�FRPSHWLWLYHQHVV�WKURXJK�SULFH�FKDQJHV��DQ�DOWHUQDWLYH�DSSURDFK�ZRXOG�EH�WR�DQDO\]H�WKH�RXWFRPHV�WKDW�DUH�FRQGLWLRQHG�E\�SULFH�DQG�SURGXFWLYLW\�GHYHORSPHQWV��,I�WKH�DSSUHFLDWLQJ�H[FKDQJH�UDWH�ZHUH�DQ�HTXLOLEULXP�SKHQRPHQRQ��PRWRUHG�E\�SURGXFWLYLW\�JDLQV�LQ�WKH�HFRQRP\��WKHUH�ZRXOG�EH�VRPH�LPSURYHPHQW�LQ�WUDGDEOH�JRRGV��SDUWLFXODUO\�QRQ�RLO�H[SRUWV��SHUIRUPDQFH��&KDUW����FDVWV�GRXEW�RQ�WKLV�SRVVLELOLW\��,Q����������QRQ�RLO�H[SRUW�YROXPHV�DUH�RYHU����SHUFHQW�ORZHU�WKDQ�DW����������DQ�LQGLFWPHQW�RI�SURGXFWLYLW\�SHUIRUPDQFH��$SDUW�IURP����������ZKHQ�H[SRUWV�VXUJHG�RQ�WKH�VWUHQJWK�RI�D�UHFRUG��RQH�RII�FRWWRQ�FURS��H[SRUW�SHUIRUPDQFH�KDV�EHHQ�SRRU��(YHQ�DOORZLQJ�IRU�WKH�FROODSVH�RI�(J\SW¶V�WUDGLWLRQDO�H[SRUW�PDUNHWV��SHUIRUPDQFH�UHPDLQV�ODFNOXVWHU��7KHUH�ZDV�D ���SHUFHQWDJH�SRLQW�GURS�LQ�WKH�VKDUH�RI�(J\SWLDQ�H[SRUWV�DFFRXQWHG�IRU�E\�WKH�)68�FRXQWULHV��EXW�HYHQ�LI�UHFHQW�H[SRUW�SHUIRUPDQFH�LV�FRPSDUHG�ZLWK�WKH�SRVW�FROODSVH�\HDU���������YROXPH�JURZWK�KDV�EHHQ�QHJOLJLEOH��)XUWKHU�WKLV�ODFN�RI�H[SRUW�JURZWK�FDQQRW�EH�DVFULEHG�WR�GHSUHVVHG�GHPDQG�FRQGLWLRQV�LQ�H[SRUW�PDUNHWV��'HPDQG�LQ�SDUWQHU�FRXQWULHV�JUHZ�E\�DERXW����SHUFHQW�EHWZHHQ������DQG�������ZKLFK�VKRXOG�KDYH�OHG�WR�VRPH�JURZWK��+HQFH��H[SODQDWLRQV�IRU�WKH�GHFOLQH�LQ�H[SRUW�YROXPHV�DUH�OLNHO\�ORFDWHG�LQWHU DOLD LQ�XQIDYRUDEOH�SULFH�GHYHORSPHQWV�WKDW�ZHUH�QRW�RIIVHW�E\�SURGXFWLYLW\�LPSURYHPHQWV�0RUHRYHU��GDWD�IRU�WKH�SXEOLF�HFRQRPLF�VHFWRU�SRUWUD\�D�SLFWXUH�RI�GHFOLQLQJ�SURGXFWLYLW\��D�GHWHULRUDWLRQ�RI���SHUFHQW�EHWZHHQ���������DQG����������+HQFH��WKH�OLPLWHG�GDWD�WKDW�DUH�DYDLODEOH�DUH�QRW�OLNHO\�FRQVLVWHQW�ZLWK�WKH�K\SRWKHVLV�RI�SURGXFWLYLW\�JURZWK��7KXV��LQ�WKLV�UHVSHFW��WKH�(J\SWLDQ�H[SHULHQFH�VHHPV�WR�GLYHUJH�IURP�VRPH�RI�WKH�PRUH�VXFFHVVIXO�WUDQVLWLRQ�HFRQRPLHV�RI�(DVWHUQ�(XURSH�ZKHUH�SURGXFWLYLW\�LPSURYHPHQWV�GXULQJ�WKH�WUDQVLWLRQ�ZHUH�DFKLHYHG�üþ&RXOG�WKH�H[FKDQJH�UDWH�DSSUHFLDWLRQ�UHIOHFW�DQ�HTXLOLEULXP�SKHQRPHQRQ�HYHQ�LI�WKHUH�DUH�PLQLPDO�SURGXFWLYLW\�JDLQV�LQ�PDQXIDFWXULQJ"�,W�FRXOG�EH�DUJXHG�WKDW�WKH�VXVWDLQDELOLW\�RI�WKH�H[WHUQDO�DFFRXQWV�GHSHQGV�QRW�PHUHO\�RQ�SHUIRUPDQFH�LQ�WKH�JRRGV�VHFWRU�EXW�DOVR�LQ�RWKHU�HOHPHQWV�RI�WKH�EDODQFH�RI�SD\PHQWV��üÿ

&KDUW�����&DSLWDO�,QIORZV��([WHUQDO�,QGLFDWRUV���������������������EQ��
üþ 'DWD�RQ�H[SRUW�JURZWK�UDWHV�RI�VHOHFWHG�(DVWHUQ�(XURSHDQ�FRXQWULHV�üÿ 7KLV�YLHZ�ZRXOG�DUJXH�LQ�IDYRU�RI�VKHGGLQJ�WKH�³JRRGV´��RU�PDQXIDFWXULQJ�PDWWHUV��ELDV��VHH�%KDJZDWL���������WKDW�DIIOLFWV�HFRQRPLVWV�
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&XUUHQW�$FFRXQW�%DODQFH5HDO�$SSUHFLDWLRQ1RQ�RLO�([SRUWV
���

6RXUFHV��*RYHUQPHQW�RI�(J\SW�DQG�,0)�VWDII�HVWLPDWHV�W�����������(VWLPDWHG&XUUHQW�$FFRXQW�%DODQFH�� ��RI�*'3�5HDO�$SSUHFLDWLRQ�� FXPXODWLYH�SHUFHQWDJH�FKDQJH�VLQFH�SUH �HSLVRGH�SHULRG�1RQ�RLO�([SRUW�9ROXPH�� FXPXODWLYH�SHUFHQWDJH�FKDQJH�VLQFH�SUH �HSLVRGH�SHULRG�
7KUHH�VXFK�HOHPHQWV�PD\�EH�SHUWLQHQW�WR�DQ�DVVHVVPHQW�RI�ZKHWKHU�H[WHUQDO�YLDELOLW\�LV�DFKLHYDEOH�ZLWK�D�PRUH�DSSUHFLDWHG�H[FKDQJH�UDWH� )LUVW��WKHUH�LV�WKH�VHUYLFHV�DFFRXQW DQG�KHUH�GHYHORSPHQWV�KDYH�EHHQ�OHVV�XQIDYRUDEOH��5HFHLSWV�IURP�VHUYLFHV�KDYH�JURZQ�E\����SHUFHQW�EHWZHHQ���������DQG����������ZLWK�WRXULVP�UHFHLSWV�KDYLQJ�EHHQ�EXR\DQW��JURZLQJ�E\�RYHU���SHUFHQW�RYHU�WKH�VDPH�SHULRG��7KH�VHFRQG�UHODWHV�WR�WKH�GHEW�IRUJLYHQHVV�DQG�GHEW�UHVFKHGXOLQJ UHVXOWLQJ�IURP�WKH�*XOI�ZDU�DQG�3DULV�&OXE�DJUHHPHQW��%HWZHHQ���������DQG����������WKHVH�GHEW�DOOHYLDWLQJ�DFWLRQV�KDYH�LPSURYHG�WKH�EDODQFH�RI�SD\PHQWV��RQ�D�IORZ�EDVLV��E\�DQ�HVWLPDWHG��������ELOOLRQ�
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�FXPXODWLYH���DFFRXQWLQJ�IRU�DOO�WKH�LQFUHDVH�LQ�JURVV�UHVHUYHV�EHWZHHQ�WKH�WZR�GDWHV�ü� 7KLV�ILJXUH�UHSUHVHQWV�DQ�DQQXDO�LPSURYHPHQW�LQ�WKH�EDODQFH�RI�SD\PHQWV�RI�DERXW�������ELOOLRQ��7R�DUULYH�DW�D�PHDVXUH�RI�HTXLOLEULXP�DSSUHFLDWLRQ�FRQVLVWHQW�ZLWK�VXFK�DQ�LPSURYHPHQW��RQH�FRXOG�SRVH�WKH�TXHVWLRQ�DV�WR�KRZ�PXFK�H[FKDQJH�UDWH�GHSUHFLDWLRQ�ZRXOG�EH�QHFHVVDU\��DVVXPLQJ�SODXVLEOH�LPSRUW�DQG�H[SRUW�GHPDQG�HODVWLFLWLHV��WR�JHQHUDWH�DQ�HTXLYDOHQW�DQQXDO�LPSURYHPHQW�LQ�WKH�EDODQFH�RI�SD\PHQWV��:LWK�DQ�LPSRUW�SULFH�HODVWLFLW\�RI���DQG�DQ�H[SRUW�SULFH�HODVWLFLW\�RI�DERXW������WKLV�PDJQLWXGH�RI�LPSURYHPHQW�ZRXOG�UHTXLUH�D�UHDO�GHSUHFLDWLRQ�RI�DERXW����SHUFHQW��+HQFH��D�GHEW�ZULWH�RII�RI�WKH�PDJQLWXGH�WKDW�ZDV�FRQIHUUHG�RQ�(J\SW�FRXOG�LQ�SULQFLSOH�KDYH�DOORZHG�IRU�D�VL]DEOH�HTXLOLEULXP�H[FKDQJH�UDWH�DSSUHFLDWLRQ��7KH�WKLUG�IDFWRU�UHODWHV�WR�VXVWDLQDEOH�FDSLWDO�LQIORZV� ZKLFK�DUH�LQWHJUDO�WR�WKH�QRWLRQ�RI�H[WHUQDO�YLDELOLW\��$V�D�UHVXOW�RI�WKH�VWDELOL]DWLRQ�DQG�VWUXFWXUDO�UHIRUP�HIIRUWV��DQG�WKH�HQVXLQJ�LPSURYHPHQW�LQ�WKH�FUHGLELOLW\�RI�WKH�HFRQRP\��WKH�ILQDQFLQJ�SRVVLELOLW\�VHW�KDV�EHHQ�HQODUJHG��ZKLFK�LV�FRQVLVWHQW�ZLWK�VRPH�HTXLOLEULXP�DSSUHFLDWLRQ�RI�WKH�H[FKDQJH�UDWH��7KLV�KDV�EHHQ�YLQGLFDWHG�E\�WKH�H[SHULHQFH�RI�WKH�FDSLWDO�LQIORZV��ZKLFK�RYHU�D�ILYH�\HDU�SHULRG��LQ�WZR�EXUVWV��KDV�EHHQ�DERXW����ELOOLRQ�RU�RYHU����ELOOLRQ�SHU�DQQXP��:KLOH�WKHVH�IORZV�DUH�YXOQHUDEOH�WR�FKDQJHV�LQ LQYHVWRU�VHQWLPHQW�DQG�KHQFH�UHYHUVLEOH��WKH\�KDYH�QHYHUWKHOHVV�FRQWULEXWHG�WR�KLJKHU�OHYHOV�RI�UHVHUYHV�DQG�WKH�FRQVHTXHQW�DWWDLQPHQW�RI�H[WHUQDO�YLDELOLW\�ZLWKRXW�XQVXVWDLQDEO\�LQFUHDVLQJ�WKH�LQGHEWHGQHVV�RI�WKH�HFRQRP\��ü� 0RUHRYHU��WKH�VWRFN�RI�IRUHLJQ H[FKDQJH�UHVHUYHV��DPRXQWLQJ�WR�RYHU�WKUHH�WLPHV��7KH�FXPXODWLYH�LQIORZV�FRXOG�DEVRUE�DQ\�VKRFNV�HPDQDWLQJ�IURP�WKH�YLFLVVLWXGHV�RI�ILQDQFLDO�PDUNHW�GHYHORSPHQWV��
9,,��6LPLODULWLHV�DQG�'LIIHUHQFHV�ZLWK�5HFHQW�6WDELOL]DWLRQ�(SLVRGHV(J\SW¶V�H[SHULHQFH�RIIHUV�D�ULFK�YDULHW\�RI�VLPLODULWLHV�DQG�FRQWUDVWV�ZLWK�WKH�VWDELOL]DWLRQ�H[SHULHQFH�RI�RWKHU�GHYHORSLQJ�FRXQWULHV��7KLV�VHFWLRQ�VXPPDUL]HV�ZKDW�WKHVH�DUH�DQG�RIIHUV�WHQWDWLYH�H[SODQDWLRQV�IRU�WKHP�7KH�ILVFDO�DGMXVWPHQW�ZDV�HQRUPRXV��DPRQJ�WKH�KLJKHVW�LQ�UHFHQW�H[SHULHQFH�$�FRPSDULVRQ�ZLWK�ILVFDO�DGMXVWPHQW�HIIRUWV�LQ�2(&'�FRXQWULHV�VHWV�LQ�SHUVSHFWLYH�WKH�PDJQLWXGH�RI�WKH�(J\SWLDQ�HIIRUW��0FGHUPRWW�DQG�:HVWFRWW���������IRU�H[DPSOH��GHILQH�D�³ODUJH´�ILVFDO�DFWLRQ�DV�DQ�LPSURYHPHQW�RI�DW�OHDVW�����SHUFHQWDJH SRLQWV�LQ�WKH�SULPDU\�
ü� 2I�WKH��������ELOOLRQ���������ELOOLRQ�ZDV�UHDSHG�LQ����������ZLWK������ELOOLRQ�DV�VWRFN�RI�DUUHDUV�IRUJLYHQHVV�������ELOOLRQ�DV�GHEW�VHUYLFH�IRUJLYHQHVV��DQG�������ELOOLRQ�DV�RIILFLDO�WUDQVIHUV�IURP�WKH�*XOI�FRXQWULHV���%HWZHHQ���������DQG�����������WKH�3DULV�&OXE�DJUHHPHQW�KDV�UHVXOWHG�LQ�ORZHU�GHEW�VHUYLFH�WR�WKH�H[WHQW�RI�DERXW������ELOOLRQ��FXPXODWLYH����,Q�DGGLWLRQ���IRUJLYHQHVV�E\�WKH�8QLWHG�6WDWHV�RI�(J\SW¶V��PLOLWDU\�GHEW�WKDW�ZDV�QRW�LQ�DUUHDUV�������ELOOLRQ��UHVXOWHG�LQ�D�IXUWKHU�VDYLQJV�LQ�LQWHUHVW��VHUYLFH�RI�DERXW������ELOOLRQ��FXPXODWLYH���ü�,QGHHG�WKH�GHEW�DQG�GHEW�VHUYLFH�UDWLRV�KDYH�IDOOHQ�GUDPDWLFDOO\�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG��WKH�ODWWHU�IURP�D�SHDN�RI����SHUFHQW�LQ���������WR�OHVV�WKDQ����SHUFHQW�LQ����������ZKLOH�WKH�GHEW�WR�*'3�UDWLR�KDV�IDOOHQ�IURP�DERXW����SHUFHQW�LQ���������WR�DERXW����SHUFHQW�LQ���������
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VWUXFWXUDO�*RYHUQPHQW�EDODQFH�RYHU�WZR�\HDUV��ZLWK�QR�GHFUHDVH�LQ�HLWKHU�RI�WKH�WZR�\HDUV��DQG�D�VXFFHVVIXO�ILVFDO�DGMXVWPHQW�LV�GHILQHG�DV�D�UHGXFWLRQ�RI�DW�OHDVW���SHUFHQWDJH�SRLQWV�LQ�WKH�UDWLR�RI�JURVV�SXEOLF�GHEW�WR�*'3�E\�WKH�VHFRQG�\HDU�DIWHU�WKH�HQG�RI�WKH�WZR�\HDU�ILVFDO�WLJKWHQLQJ��2Q�WKHVH�FULWHULD��(J\SW�ZRXOG�HDVLO\�TXDOLI\�DV�D�VXFFHVVIXO�DGMXVWHU��,QGHHG�(J\SW¶V�DGMXVWPHQW�LQ�LWV�SULPDU\�GHILFLW�RI����SHUFHQWDJH�SRLQWV�RYHU���\HDUV�DQG�UHGXFWLRQ�LQ�JURVV�GHEW�E\�DERXW����SHUFHQWDJH�SRLQWV�RYHU���\HDUV��FRPIRUWDEO\�VXUSDVVHV�WKH�ODUJHVW�ILVFDO�DGMXVWPHQW�HIIRUW�DFKLHYHG�E\�DQ\�2(&'�HFRQRP\�LQ�UHFHQW�KLVWRU\��QDPHO\��WKDW�RI�'HQPDUN�LQ����������ZKLFK�UHGXFHG�WKH�SULPDU\�EDODQFH�E\����SHUFHQWDJH�SRLQWV��VHH�$OHVLQD�DQG�3HURWWL���������ü� 7KH�FRPSDULVRQ�VKRZV�(J\SW�LQ�HYHQ�EHWWHU�OLJKW�LI�DFFRXQW�LV�WDNHQ�RI�WKH�HYROXWLRQ�LQ�WKH�GHEW�*'3�UDWLRV��D�UHGXFWLRQ�LQ�(J\SW¶V�FDVH�EXW�D�ODUJH�LQFUHDVH�LQ�WKH�FDVH�RI�'HQPDUN�ýù(YHQ�LQ�FRPSDULVRQ�ZLWK�ILVFDO�DGMXVWPHQW�HIIRUWV�XQGHUWDNHQ�E\�GHYHORSLQJ�FRXQWULHV��(J\SW¶V�H[SHULHQFH�LV�QRWHZRUWK\��,Q�D�VDPSOH�RI�HLJKW�GHYHORSLQJ�FRXQWULHV��%DQJODGHVK��&KLOH��*KDQD��,QGLD��0H[LFR��0RURFFR��6HQHJDO��DQG�7KDLODQG��VWXGLHG�E\�0DFNHQ]LH�HW�DO���������WKH�ODUJHVW�ILVFDO�DGMXVWPHQW�LQ�WHUPV�RI�WKH�LPSURYHPHQW�LQ�WKH�SULPDU\�GHILFLW�ZDV�E\�0RURFFR�WR�WKH�H[WHQW�RI�DERXW����SHUFHQW�RI�*'3�RYHU�D����\HDU�SHULRG�DQG�E\�0H[LFR�WR�WKH�H[WHQW�RI����SHUFHQW�RI�*'3�RYHU�D�IRXU�\HDU�SHULRG��:LWKLQ�WKH�UHJLRQ��WKHUH�KDYH�EHHQ�QRWDEOH�DGMXVWPHQWV��E\�$OJHULD DQG�-RUGDQ��-RUGDQ�LPSURYHG�LWV�RYHUDOO�DQG�SULPDU\�EDODQFH�EHWZHHQ������DQG������E\����DQG����SHUFHQWDJH�SRLQWV��UHVSHFWLYHO\��VXUSDVVLQJ�WKH�(J\SWLDQ�HIIRUW��KRZHYHU��WKHUH�KDV�VLQFH�EHHQ�D�GHWHULRUDWLRQ�LQ�-RUGDQ¶V�ILVFDO�SRVLWLRQ�ZKLOH�(J\SWLDQ�ILVFDO FRQVROLGDWLRQ�HQGXUHV��'HVSLWH�WKH�PDJQLWXGH�RI�WKH�ILVFDO�DGMXVWPHQW��(J\SW�DYRLGHG�D�FROODSVH�LQ�RXWSXW�6WDELOL]DWLRQ�KDV�XQGRXEWHGO\�DIIHFWHG�UHDO�HFRQRPLF�SHUIRUPDQFH�DV�HYLGHQFHG�LQ�WKH�IDFW�WKDW�WKH�SRVW�VWDELOL]DWLRQ�DYHUDJH�JURZWK�UDWH�VWLOO�ODJV�LWV�SUH�VWDELOL]DWLRQ�FRXQWHUSDUW��&KDUW�����WKHUH�LV�DOVR�HYLGHQFH�RI�VWDJQDQW��RU�PRGHUDWHO\�ULVLQJ��OHYHOV�RI�XQHPSOR\PHQW�DQG�SRYHUW\��7KHVH�DUH�VHULRXV�LVVXHV�WKDW�QHHG�WR�EH�DGGUHVVHG�ZLWK�XUJHQF\��1HYHUWKHOHVV��LQ�D�FRPSDUDWLYH�VHQVH��(J\SW¶V�RXWSXW�SHUIRUPDQFH�KDV�EHHQ�OHVV�GLUH�$IWHU�ORZ�JURZWK�UDWHV�LQ�WKH�ILUVW�WZR�\HDUV�RI�WKH�VWDELOL]DWLRQ��LW�KDV�UHERXQGHG�DQG�UHDFKHG�����SHUFHQW�LQ����������DQG�H[SHFWHG�WR�FRQWLQXH�DW�D�ULVLQJ�WUHQG��&XPXODWLYH�RXWSXW�
ü�7KHVH�PDJQLWXGHV�ZHUH�DFKLHYHG�GHVSLWH�PDVVLYH�VWHULOL]DWLRQ�WR�FRXQWHU�WKH�OLTXLGLW\�LPSDFW�RI�FDSLWDO�LQIORZV�EHWZHHQ���������DQG����������VHH�EHORZ����,W�VKRXOG�EH�QRWHG�WKDW�WKH�FRQWULEXWLRQ�RI�GHEW�UHOLHI�WR�WKLV�DGMXVWPHQW�ZDV�VPDOO��RQ�DYHUDJH�DERXW�����SHUFHQW�RI�*'3�GXULQJ�WKH�VWDELOL]DWLRQ�SHULRG��VHH�6HFWLRQ�,,,��ýù(YHQ�WKH�,ULVK�ILVFDO�DGMXVWPHQW��LQYROYLQJ�DQ���SHUFHQWDJH�SRLQW�UHGXFWLRQ�LQ�WKH�SULPDU\�EDODQFH�DQG�VRPH�PRGHVW�GHFOLQH�LQ�WKH�GHEW�*'3�UDWLR��SDOHV�LQ�FRPSDULVRQ�ZLWK�WKH�(J\SWLDQ�SHUIRUPDQFH����$�IHZ�GHYHORSLQJ�FRXQWULHV��HVSHFLDOO\�LQ�WKH�UHJLRQ��DOVR�XQGHUWRRN��VLJQLILFDQW�ILVFDO�DGMXVWPHQW��DQG�LQ�RQH�FDVH��-RUGDQ��WKH�DGMXVWPHQW�PDWFKHG��HYHQ�VXUSDVVHG��WKDW�RI�(J\SW�
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LQ���������LV�DERXW����SHUFHQW�KLJKHU WKDQ�DW�WKH�VWDUW�RI�WKH�VWDELOL]DWLRQ��ZKLFK�LV�PDUNHGO\�EHWWHU�WKDQ�PRVW�WUDQVLWLRQ�HFRQRPLHV�ZKHUH�RXWSXW�KDV�QRW�UHFRYHUHG�WR�LWV�SUH�VWDELOL]DWLRQ�OHYHO��%HJJ����������:DJHV��DW�OHDVW�LQ�WKH�*RYHUQPHQW�VHFWRU��ZHUH�DOVR�QRW�DV�DGYHUVHO\�DIIHFWHG�DV�RQ�RWKHU�UHIRUPLQJ�HFRQRPLHV��)RU�H[DPSOH��ZDJH�GDWD�VKRZ�WKDW�LQ�WKH�FLYLO�VHUYLFH�DQG�WKH�SXEOLF�LQGXVWULDO�VHFWRU�QRPLQDO�ZDJHV�KDYH�RXWVWULSSHG�LQIODWLRQ�VLQFH���������7KLV�DFKLHYHPHQW�PXVW�EH�VHW�DJDLQVW�WKH�JHQHUDOO\�DFFHSWHG�YLHZ�WKDW�GLVLQIODWLRQ�IURP�ORZHU�LQLWLDO�OHYHOV�RI�LQIODWLRQ�LV�PRUH�GLIILFXOW�DQG�FRPHV�DW�D�KLJKHU�FRVW�LQ�WHUPV�RI�IRUHJRQH�RXWSXW��6HH�&RRUH\�HW�DO����������7KH�UHODWLYHO\�PXWHG�LPSDFW�RQ�RXWSXW�DQG�LWV�UHODWLYHO\�VKRUW�OLYHG�QDWXUH��FRPSDUHG�ZLWK�LQWHUQDWLRQDO�H[SHULHQFH��LQYLWHV�H[SODQDWLRQ�SDUWLFXODUO\�LQ�YLHZ�RI�WKH�ODUJH�ILVFDO�DGMXVWPHQW�WKDW�DFFRPSDQLHG�WKH�VWDELOL]DWLRQ�)LUVW��WKH�IDFW�WKDW�WKH�DGMXVWPHQW�ZDV�VZLIW KHOSHG�HVWDEOLVK�FUHGLELOLW\�DQG�SUHYHQWHG�WKH�QHHG�WR�PDLQWDLQ�WLJKW�ILQDQFLDO�SROLFLHV�IRU�ORQJHU�WKDQ�QHFHVVDU\��,Q�SDUWLFXODU��WKH�UDSLG�GHFOLQH�LQ�LQIODWLRQ�DOORZHG�LQWHUHVW�UDWHV�WR�EH�UHGXFHG�GHFLVLYHO\�DQG�DYRLGHG�LPSHULOLQJ�WKH�EDODQFH�VKHHWV�RI�HQWHUSULVHV��7KH�GLUHFW�DJJUHJDWH�GHPDQG�HIIHFW�RI�WKH�ILVFDO�FRQWUDFWLRQ�ZDV�WR�VRPH�H[WHQW�RIIVHW�E\ WKH�FUHGLELOLW\�JDLQV�WKDW�IDFLOLWDWHG�ORZHU�LQWHUHVW�UDWHV�DQG�UHOD[HG�EXW�QRW�OD[�PRQHWDU\�SROLF\��$�UHODWHG�WKRXJK�GLVWLQFW�SRLQW�LV�WKDW�VXFFHVVIXO�ILVFDO�SROLF\�DOORZHG�WKH�EDQNLQJ�V\VWHP WR�EH�VXSSRUWHG�H[SOLFLWO\�DQG�PHDQW�WKDW�LW�HPHUJHG�UHODWLYHO\�XQVFDWKHG��ZLWKRXW�DGGLQJ�WR�WKH�EXUGHQV�WKDW�YXOQHUDEOH�RU�FROODSVLQJ�V\VWHPV�W\SLFDOO\�GR�6HFRQG��ZKLOH�WKH�ILVFDO�DGMXVWPHQW�ZDV�VHYHUH�LQ�PDJQLWXGH��WKH�HFRQRPLF�KDUGVKLSV�LQ�WKH�VKRUW�WHUP�ZHUH�PLQLPL]HG�EHFDXVH�RI�WKH�FRPSRVLWLRQ RI�WKH�DGMXVWPHQW��WKH�EUXQW�RI�WKH�DGMXVWPHQW�ZDV�ERUQH�E\�LQYHVWPHQW�FXWV�RQ�WKH�H[SHQGLWXUH�VLGH�DQG�E\�UHQW�UHODWHG�UHFHLSWV�RQ�WKH�UHYHQXH�VLGH�ZKLFK�WRJHWKHU�DFFRXQWHG�IRU�FORVH�WR����SHUFHQW�RI�WKH�WRWDO�ILVFDO�DGMXVWPHQW��,QYHVWPHQW�JRRGV�WHQG�WR�EH�SUHGRPLQDQWO\�LPSRUWHG��+HQFH�FXWV�LQ�LQYHVWPHQW�ZHUH�DEVRUEHG�WKURXJK�WKH�WUDGH�DFFRXQW��PLWLJDWLQJ�WKH�LPSDFW�RQ�GRPHVWLF�RXWSXW��2YHU�WKH�WKUHH�\HDU�SHULRG�������������������ZKHQ�WKH�EXON�RI�WKH�ILVFDO�DGMXVWPHQW�WRRN�SODFH��LPSRUW�YROXPHV�IHOO�E\�DERXW���SHUFHQW�LQ�WKH�IDFH�RI�D�FXPXODWLYH�UHDO�DSSUHFLDWLRQ�RI�DERXW����SHUFHQW�ZKLFK�ZDV�QRW�GLVFHUQLEO\�RIIVHW�E\�SURGXFWLYLW\�LPSURYHPHQWV��5HYHQXH�LQFUHDVHV��HPDQDWLQJ�IURP�WKH�H[FKDQJH�UDWH�DGMXVWPHQW��KDG�WKH�HFRQRPLF�LPSDFW�RI�LQFUHDVLQJ�WKH�UHQWV�H[WUDFWHG�IURP�IRUHLJQHUV�UDWKHU�WKDQ�UHGXFLQJ�DJJUHJDWH�GHPDQG�YLD�ORZHU�GLVSRVDEOH�LQFRPH�RI�UHVLGHQWV��7KH�FRPSRQHQWV�RI�ILVFDO�DGMXVWPHQW�WKDW�H[SOLFLWO\�LPSRVHG�KDUGVKLS�DQG�RU�UHGXFHG�SULYDWH�LQFRPH�ZHUH�WKH�UHGXFWLRQV�LQ�VXEVLGLHV�DQG�WUDQVIHUV�DQG�WKH�LQFUHDVH�LQ��VDOHV�WD[��ZKRVH�FRPELQHG�HIIHFW�ZDV�DERXW���SHUFHQW�RI�*'3�GXULQJ�WKH�VWDELOL]DWLRQ�
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SHULRG�ýú2I�FRXUVH��WKHVH�FXWV�LQ�LQYHVWPHQW�FRXOG�EH�D�VRXUFH�RI�FRQFHUQ�EHFDXVH�RI�XQGHUPLQLQJ�IXWXUH�JURZWK�SURVSHFWV��$Q�H[DPLQDWLRQ�RI�WKH�FRPSRVLWLRQ�RI�FXWV�LQGLFDWHV�WKDW�H[SHQGLWXUHV�RQ�KHDOWK�DQG�HGXFDWLRQ�ZHUH�XQDIIHFWHG�DQG�WKDW�WKH�EXON�RI�FXWV�ZDV�ERUQH�E\�HFRQRPLF�LQIUDVWUXFWXUH�DQG�PDQXIDFWXULQJ�DQG�WRXULVP��7R�WKH�H[WHQW�WKDW�D�JUHDWHU�UROH�IRU�WKH�SULYDWH�VHFWRU�LV�HQYLVDJHG�LQ�WKHVH�DUHDV��WKH�HIIHFWV�RQ�IXWXUH�JURZWK�RI�FXWV�LQ�LQYHVWPHQW�FRXOG�EH�PLWLJDWHG�)LQDOO\��WKHUH�ZHUH�IRUWXLWRXV�H[WHUQDO�FRQGLWLRQV��*XOI�ZDU��3DULV�&OXE��WKDW�UHGXFHG�GHEW�VHUYLFH�SD\PHQWV�VLJQLILFDQWO\�DQG�UHOLHYHG�WKH�H[WHUQDO�YLDELOLW\�FRQVWUDLQW�WKDW�ZRXOG�RWKHUZLVH�KDYH�QHFHVVLWDWHG�WLJKWHU�SROLFLHV�DQG�SODFHG�JUHDWHU�VWUDLQV�RQ�WKH�VWDELOL]DWLRQ�HIIRUW��8QOLNH�PDQ\�UHIRUPLQJ�HFRQRPLHV��(J\SW¶V�ILQDQFLDO�V\VWHP�KDV�HPHUJHG�XQVFDWKHG��DQG�HYHQ�VWUHQJWKHQHG�6HFWLRQ�9�GHVFULEHG�ZK\�(J\SW¶V�ILQDQFLDO�V\VWHP�HPHUJHG�XQVFDWKHG��HYHQ�VWUHQJWKHQHG��IURP�WKH�VWDELOL]DWLRQ�H[SHULHQFH��$�VWDEOH�DQG�IDYRUDEOH�PDFURHFRQRPLF�HQYLURQPHQW�FRXSOHG�ZLWK�EDQN�VSHFLILF�DVVLVWDQFH�LQ�WKH�IRUP�RI�WUHDVXU\�ELOO�KROGLQJV�E\�EDQNV�FRQWULEXWHG�WR�WKLV�IDYRUDEOH�GHYHORSPHQW��$�FRPSDULVRQ�ZLWK�RWKHU�UHIRUPLQJ�HFRQRPLHV�LV�LQVWUXFWLYH��2QH�LQGLFDWRU�RI�WKH�ILQDQFLDO�KHDOWK�RI�WKH�EDQNLQJ�V\VWHP�LV�WKH�VSUHDG�EHWZHHQ�OHQGLQJ�DQG�GHSRVLW�UDWHV��)ROORZLQJ�OLEHUDOL]DWLRQ�RI�LQWHUHVW�UDWHV�LQ�������VSUHDGV ZLGHQHG�LQLWLDOO\�WR�UHDFK�D�SHDN�RI�����SHUFHQW�LQ���������EXW�GHFOLQHG�YHU\�TXLFNO\�DQG�DSSUHFLDEO\�WKHUHDIWHU�WR�D�OHYHO�RI�����SHUFHQW�LQ����������7KH�GHFOLQH�LQ�VSUHDG�LV�QRWHZRUWK\�DV�LW�WRRN�SODFH�DJDLQVW�WKH�EDFNJURXQG�RI�KLJK�DQG�ULVLQJ�OHYHOV�RI�H[FHVV�UHVHUYHV�ZKLFK�GHQWHG�WKH�SURILWDELOLW\�RI�EDQNLQJ�RSHUDWLRQV�UHTXLUHPHQWV�ýû 7KH�FRQWUDVW�ZLWK�WKH�EHKDYLRU�RI�VSUHDGV�LQ�RWKHU�FRXQWULHV�XQGHUJRLQJ�VWDELOL]DWLRQ�LV�QRWHZRUWK\��6SUHDGV�GHFOLQHG�LQ�(J\SW��ZKHUHDV�LQ�PDQ\�(DVWHUQ�(XURSHDQ�FRXQWULHV�WKH\�LQFUHDVHG��IRU�H[DPSOH��3RODQG�DQG�+XQJDU\��VHH�%HJJ����������DQG�KDYH�UHDFKHG�OHYHOV�WKDW�DUH�ZHOO�EHORZ�WKRVH�LQ�WKH�WUDQVLWLRQ�HFRQRPLHV�DQG�HYHQ�VWDQG�XS�LQ�FRPSDULVRQV�ZLWK�VSUHDGV�LQ�FHUWDLQ�2(&'�FRXQWULHV�VXFK�DV�,WDO\��6SDLQ��DQG�'HQPDUN��7DEOH����1RWZLWKVWDQGLQJ�WKH�XVH�RI�WKH�H[FKDQJH�UDWH�DV�D�QRPLQDO�DQFKRU�DQG�DQ�DWWHQGDQW�DSSUHFLDWLRQ�RI�WKH�UHDO�H[FKDQJH�UDWH��(J\SW�KDV�PDLQWDLQHG�D�VRXQG�EDODQFH�RI�SD\PHQWV�$V�GHVFULEHG�LQ�6HFWLRQ�9,��FRPSHWLWLYHQHVV�LQGLFDWRUV�KDYH�GHWHULRUDWHG�GXULQJ�WKH�
ýú&XWV�LQ�LQYHVWPHQW�H[SHQGLWXUH�DIIHFWHG�HFRQRPLF��HOHFWULFLW\�DQG�WRXULVP��VHFWRUV�UDWKHU�WKDQ�VRFLDO�VHUYLFHV��PLWLJDWLQJ�WKH�KDUGVKLS�RQ�PRUH�YXOQHUDEOH�VHFWLRQV�RI�WKH�SRSXODWLRQ�ýû ([FHVV�UHVHUYHV�URVH�IURP�/(�����ELOOLRQ�LQ���������WR�/(�����ELOOLRQ�LQ����������DYHUDJLQJ�DERXW���SHUFHQW�RI�GRPHVWLF�OLTXLGLW\���$OVR��GHFOLQLQJ�VSUHDGV�GLG�QRW�UHVXOW�IURP�FKDQJLQJ�OHJDO�UHVHUYH�UHTXLUHPHQWV�GXULQJ�WKLV�SHULRG�
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VWDELOL]DWLRQ�SHULRG��&RQVLVWHQW�ZLWK�WKHVH�GHYHORSPHQWV��SURGXFWLYLW\�JURZWK�DQG�QRQ�RLO�H[SRUW�SHUIRUPDQFH�KDV�UHPDLQHG�XQUHPDUNDEOH��,Q�FRQWUDVW��D�QXPEHU�RI�WUDQVLWLRQHFRQRPLHV�LQ�(DVWHUQ�(XURSH�DQG�LQ�/DWLQ�$PHULFD� LQFOXGLQJ�WKRVH�WKDW�XVHG�WKH�H[FKDQJH�UDWH�DV�D�QRPLQDO�DQFKRU�H[KLELWHG�PXFK�ODUJHU�JURZWK�UDWHV�RI�H[SRUW��GULYHQ�E\�UDSLG�UDWHV�RI�JURZWK�RI�SURGXFWLYLW\��,URQLFDOO\��ZKHUHDV�PDQ\�RI�WKHVH�FRXQWULHV�KDYH�IDFHG�H[WHUQDO�SUHVVXUHV��HYHQ�FULVHV��(J\SW�KDV�UHPDLQHG�LPPXQH�WR�WKHP��LQ�RWKHU�ZRUGV�VRPH�RI�WKH�QRWDEOH�SURGXFWLYLW\�DQG�H[SRUW�YLFWRUV�KDYH�EHHQ�VXEMHFW�WR�H[WHUQDO�VWUHVVHV��ZKLOH�(J\SW��D�UHODWLYH�ODJJDUG��KDV�DYRLGHG�WKHP��7DEOH�����:KLFK�VXJJHVWV�WKH�FRQFOXVLRQ�WKDW�(J\SW¶V�H[WHUQDO�YLDELOLW\�KDV�EHHQ�DWWDLQHG�GHVSLWH�WKH�ODFN�RI�UREXVW�SURGXFWLYLW\�DQG�H[SRUW�SHUIRUPDQFH DQG�LV�DWWULEXWDEOH�WR�RWKHU�GHYHORSPHQWV�LQ�WKH�H[WHUQDO�DFFRXQWV��LQFOXGLQJ�GHEW�UHGXFWLRQ�DQG�LQFUHDVH�LQ�VXVWDLQDEOH�FDSLWDO�LQIORZV��ZKLFK�KDYH�EHHQ�TXDQWLWDWLYHO\�YHU\�VLJQLILFDQW��VHH�6HFWLRQ�9,��
7DEOH����6SUHDGV�EHWZHHQ�/HQGLQJ�DQG�'HSRVLW�5DWHV�LQ�6HOHFWHG�&RXQWULHV&RXQWU\ <HDU 6SUHDG�%HWZHHQ��/HQGLQJ�DQG�'HSRVLW�5DWH�� ���3RODQG ���� ���&]HFK�5HSXEOLF ���� ���6ORYDN�5HSXEOLF ���� ���+XQJDU\ ���� ���$OEDQLD ���� ���(VWRQLD ���� ����,WDO\ ���� ���6SDLQ ���� ���'HQPDUN ���� ���6ZHGHQ ���� ���(J\SW ������� ���6RXUFH� %HJJ��������DQG�&HQWUDO�%DQN�RI�(J\SW�
5HODWHG�WR�WKH�DERYH��(J\SW¶V�H[WHUQDO�YLDELOLW\�KDV�EHHQ�UREXVW�DQG�OHVV�YXOQHUDEOH�WR�VXGGHQ�VKLIWV�LQ�LQYHVWRU�VHQWLPHQW�$JDLQVW�WKH�EDFNJURXQG�RI�DQ�DSSUHFLDWLQJ�H[FKDQJH�UDWH�DQG�VWDJQDQW�H[SRUWV��FRQFHUQV�DERXW�YLDELOLW\��HVSHFLDOO\�WKH�YXOQHUDELOLW\�WR�VXGGHQ�VKLIWV�LQ�LQYHVWRU�VHQWLPHQW��DUH�KLJK�LQ�SROLF\�PDNHUV¶�PLQGV��DQG�KHLJKWHQHG�LQ�WKH�DIWHUPDWK�RI�WKH�0H[LFDQ�FULVLV��3DUDOOHOV�ZLWK�0H[LFRDUH�IUHTXHQWO\�GUDZQ��%XW�D�FRPSDULVRQ�ZLWK�D�QXPEHU�RI�FRXQWULHV�LQ�$VLD�DQG /DWLQ�$PHULFD�WKDW�DUH�SRWHQWLDOO\�SURQH�WR�RU�KDYH�H[SHULHQFHG�H[WHUQDO�SUHVVXUHV�SRLQWV�WR�WKH�UHODWLYH�UREXVWQHVV��DW�OHDVW�IRU�WKH�PRPHQW��RI�(J\SW¶V�H[WHUQDO�VLWXDWLRQ��7DEOH����
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7DEOH����&RPSDUDWLYH�([SRUW�3HUIRUPDQFH�RI�6WDELOL]LQJ�(FRQRPLHV&RXQWU\ *URZWK�5DWH�RI�([SRUW���� 3HULRG ([WHUQDO�3UHVVXUHV
3RODQG �� ������� 3RODQG�GHYDOXHG���WLPHV�EHWZHHQ��������DQG��������&]HFK�5HSXEOLF �� ������� 5HFHQW�SUHVVXUHV�KDYH�OHG�WR�D�ODUJH�GHYDOXDWLRQ�6ORYDN�5HSXEOLF �� ������� 2QH�GHYDOXDWLRQ�LQ��������
+XQJDU\ �� ������� 6SDWH�RI�GHYDOXDWLRQ�EHWZHHQ������DQG��������$UJHQWLQD �� ������� 6HULRXV�SUHVVXUHV�LQ�WKH�ZDNH�RI�WKH�0H[LFDQ�FULVLV�0H[LFR �� ������� &ULVLV�DW�HQG������DQG ODUJH�GHYDOXDWLRQ�IRUFLQJ�WKH�DEDQGRQPHQW�RI�WKH�SHJ�7KDLODQG ��� ������� &ULVLV�LQ������IRUFLQJ�GHYDOXDWLRQ�3KLOLSSLQHV ��� ������� 3UHVVXUHV�LQ�������OHDGLQJ�WR�ZLGHQLQJ�RI�WUDGLQJ�EDQG�(J\SW �� ������� 1R�GLVFHUQLEOH�SUHVVXUHV�6RXUFHV� ,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV�DQG�,0)�VWDII�HVWLPDWHV�7KH�UHVHUYH�SRVLWLRQ�RI�(J\SW�UHPDLQV�VWURQJ��7KURXJKRXW�WKH�VWDELOL]DWLRQ��UHVHUYHV�DV�D�UDWLR�RI�LPSRUWV�KDYH�UHPDLQHG�KLJK��DYHUDJLQJ�DERXW������PRQWKV�RI�LPSRUWV�GXULQJ�WKH�VWDELOL]DWLRQ��DQG�DV�7DEOH���VKRZV�VXEVWDQWLDOO\�KLJKHU�WKDQ�FRPSDUDWRU�FRXQWULHV��%XW�LQ�DQ�HUD�RI�JOREDOL]DWLRQ�DQG�LQWHUQDWLRQDO�FDSLWDO�PRELOLW\��LW�LV�DUJXDEO\�PRUH�LPSRUWDQW�WR�FRPSDUH�WKH�UHVHUYH�SRVLWLRQ�LQ�UHODWLRQ�WR�FDSLWDO�IORZV��)LUVW��(J\SW¶V�UHVHUYH�DFFXPXODWLRQ�EHWZHHQ������DQG������KDV�UHVXOWHG�IURP�FXUUHQW�DFFRXQW�VXUSOXVHV�DQG�H[FHSWLRQDO�ILQDQFLQJ�UDWKHU�WKDQ�FXUUHQW�DFFRXQW�GHILFLWV�DQG�FDSLWDO�DFFRXQW�VXUSOXVHV��2I�WKH�UHVHUYH�DFFXPXODWLRQ�RI�DERXW�����ELOOLRQ�EHWZHHQ���������DQG����������FXPXODWLYH�FXUUHQW�DFFRXQW�VXUSOXVHV�DQG�H[FHSWLRQDO�ILQDQFLQJ�DFFRXQWHG�IRU�RYHU����SHUFHQW�RI�LW��,Q�FRQWUDVW��LQ�0H[LFR�LQ�WKH�WKUHH�\HDUV�SULRU�WR�WKH�FULVLV��WKH�UHVHUYH�DFFXPXODWLRQ�RI�����ELOOLRQ�RFFXUUHG�LQ�WKH�IDFH�RI�D�FXPXODWLYH�FXUUHQW�DFFRXQW�GHILFLW�RI�����ELOOLRQ�DQG�D�FXPXODWLYH�FDSLWDO�DFFRXQW�VXUSOXV�RI�DERXW�����ELOOLRQ��$V�7DEOH���VKRZV��(J\SW�LV�WKH�RQO\�FRXQWU\�UXQQLQJ�D�FXUUHQW�DFFRXQW�VXUSOXV�$�VHFRQG�LQGLFDWRU�RI�UHVLOLHQFH�WR�VXGGHQ�FDSLWDO�RXWIORZV�LV�WKH�UDWLR�RI�UHVHUYHV�WR�FXPXODWLYH�FDSLWDO��SULYDWH�VSHFXODWLYH��LQIORZV��,W�PHDVXUHV�WKH�H[WHQW�WR�ZKLFK�WKH�DXWKRULWLHV�FDQ�ZHDWKHU�D�IOLJKW�EDFN�RI�WKH�LQFRPLQJ�FDSLWDO��)RU�(J\SW��WKLV�UDWLR�VWDQGV�DW�
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DERXW������DJDLQ�VXEVWDQWLDOO\�KLJKHU��E\�PXOWLSOHV�RI������WKDQ�FRPSDUDWRU�FRXQWULHV�VKRZQ�LQ�7DEOH�����
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7DEOH����0HDVXUHV�RI�([WHUQDO�9LDELOLW\���$�&RPSDULVRQ5HVHUYH�DV���RI�6KRUW�WHUP�'HEW
5HVHUYH�&RYHU�LQ�0RQWKV�RI�,PSRUWV

&XUUHQW�$FFRXQW�'HILFLW�DV���RI�*'3
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VXJJHVWLQJ�WKDW�HYHQ�LI�DOO�WKH�FDSLWDO�OHDYHV�WKH�FRXQWU\�WKH�UHVHUYH�SRVLWLRQ�ZRXOG�VWLOO�EH�DEOH�WR�ZLWKVWDQG�WKH�VKRFN��,Q�FRQWUDVW��WKH�FRPSDUDEOH�ILJXUH IRU�0H[LFR�LQ�������WKH�SHDN�\HDU�RI�UHVHUYH�VWRFN��ZDV������ýü ,Q�WKH�VDPH�YHLQ��DV�RI�HQG�-XQH�������(J\SW¶V�VWRFN�RI�UHVHUYHV�DV�UDWLR�FRYHUV�VKRUW�WHUP�GHEW�DOPRVW����WLPHV��DERXW����WLPHV�LI�IRUHLJQ�KROGLQJV�RI�WUHDVXU\�ELOOV�DUH�LQFOXGHG���7DEOH���VKRZV�WKDW�WKLV�LV�VXEVWDQWLDOO\�JUHDWHU�WKDQ�RWKHU�FRXQWULHV�VXFK�DV�0H[LFR��,QGRQHVLD��DQG�WKH�3KLOLSSLQHV�ZKRVH�VKRUW�WHUP�GHEW�H[FHHGV�WKH�VWRFN�RI�UHVHUYHV�6XFFHVVIXO�VWDELOL]DWLRQ�KDV�OHG�WR�D�GHFLVLYH�UHYHUVDO�RI�GROODUL]DWLRQ��EXW�QRW�WR�LQFUHDVHG�PRQHWL]DWLRQ��WKH�ODWWHU��KRZHYHU��LV�SUREDEO\�D�V\PSWRP�RI�DFFHOHUDWLQJ�ILQDQFLDO�GHYHORSPHQW�UDWKHU�WKDQ�WKH�FRQYHUVH�6HFWLRQ�,9�GHVFULEHG�KRZ�GROODUL]DWLRQ�ZDV�UHYHUVHG��7KHUH�UHPDLQV�KRZHYHU�WKH�LVVXH�RI�ZK\�(J\SW¶V�H[SHULHQFH�GLG�QRW�UHVHPEOH�WKDW�RI FHUWDLQ�/DWLQ�$PHULFDQ�FRXQWULHV�VXFK�DV�%ROLYLD��$UJHQWLQD�DQG�3HUX��VHH�6DYDVWDQR���������RU�WKH�(DVW�$VLDQ�WUDQVLWLRQ�FRXQWULHV��QRWDEO\�/DR�3'5�DQG�&DPERGLD���ZKLFK�ZHUH�FKDUDFWHUL]HG�E\�K\VWHUHVLV�LQ�GROODUL]DWLRQ�GHVSLWH�WKH�VXEVHTXHQW�DWWDLQPHQW�RI ILQDQFLDO�VWDELOLW\��VHH�*XLGRWWL�DQG�5RGULJXH]��������DQG�6DKD\�DQG�9HJK����������2QH�UHVSRQVH�ZRXOG�EH�WKDW�LQIODWLRQ�ZDV�QRW�DV�SURWUDFWHG�DQG�DOVR�QHYHU�UHDFKHG�WKH�K\SHULQIODWLRQDU\�OHYHOV�ZKLFK�OHDGV�WR�D�SHUPDQHQW�DOWHUDWLRQ�RI�SXEOLF�SUHIHUHQFHV�RU�WKH�WUDQVDFWLRQV�WHFKQRORJ\�ýý RQ�WKLV�YLHZ��GROODUL]DWLRQ�QHYHU�UHDFKHG�
ýü2YHU�WKH�SHULRG����������� FXPXODWLYH�QHW�SRUWIROLR�LQYHVWPHQW�ZDV�������ELOOLRQ��ZKLOH�UHVHUYHV�VWRRG�DW�������ELOOLRQ�ýý $QRWKHU�FRQWULEXWLQJ�IDFWRU�ZDV�WKDW�LQGH[DWLRQ�ZDV�QRW�DV�H[SOLFLW�DQG�SURQRXQFHG�
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WKUHVKROG�OHYHOV��RI�RYHU����SHUFHQW��DERYH�ZKLFK�IRUHLJQ�FXUUHQF\�VWDUWHG�SURYLGLQJ�LPSRUWDQW�OLTXLGLW\�VHUYLFHV�ULYDOLQJ�DQG�HYHQWXDOO\�UHSODFLQJ�GRPHVWLF�PRQH\�DV�D�PHDQV�RI�H[FKDQJH��ýþ ,W�LV�SRVVLEOH�WKDW�KDG�WKH�LPEDODQFHV�UHPDLQHG�DW�WKH�OHYHOV�RI�WKH�HDUO\�����V�DQG�KDG�WKH\�QRW�EHHQ�WDFNOHG�GHFLVLYHO\��MXVW�VXFK�DQ�REGXUDWH�GROODUL]DWLRQ�FRXOG�KDYH�WDNHQ�KROG�LQ�(J\SW��FRPSOLFDWLQJ�FRQVLGHUDEO\�WKH�FRQGXFW�RI�PRQHWDU\�DQG�ILVFDO�SROLF\�$V�6HFWLRQ�9�VXJJHVWHG��ZKLOH�(J\SW�H[KLELWV�WKH�FKDUDFWHULVWLFV�RI�D�ILQDQFLDO�V\VWHP�WKDW�LV�GHHSHQLQJ��WKH�OHYHO�RI�PRQHWL]DWLRQ�RI�WKH�HFRQRP\�DV�UHIOHFWHG�LQ�WKH�LQYHUVH�YHORFLW\�RI�PRQH\�KDV�GHFOLQHG��9LHZHG�RYHU�D�ORQJHU�SHULRG�RI�VD\��� \HDUV��WKH�LQYHUVH�YHORFLW\�KDV�GHFOLQHG�IURP�DERXW����SHUFHQW�LQ���������WR�DERXW����SHUFHQW�WRGD\��&KDUW������$QDO\]LQJ�WKH�GROODUL]DWLRQ�HSLVRGHV�LQ�/DWLQ�$PHULFD��6DYDVWDQR��������PDNHV�WKH�GLVWLQFWLRQ�EHWZHHQ�WKH�IOLJKW�IURP�GRPHVWLF�PRQH\�DQG�WKH�IOLJKW�IURP�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP��,Q�D�QXPEHU�RI�/DWLQ�$PHULFDQ�FRXQWULHV�WKDW�ZLWQHVVHG�VLJQLILFDQW�GROODUL]DWLRQ�LQ�WKH�����V�DQG�����V��UDSLG�GLVLQIODWLRQ�GLG�QRW�UHVXOW�LQ�D�FRUUHVSRQGLQJ�UHYHUVDO�RI�WKH�GROODUL]DWLRQ��DV�QRWHG�DERYH��+RZHYHU��LUUHVSHFWLYH�RI�WKH�HYROXWLRQ�LQ�GHGROODUL]DWLRQ��LQ�DOPRVW�DOO�FRXQWULHV�WKH�GHJUHH�RI�PRQHWL]DWLRQ�RU�GHHSHQLQJ�RI�WKH�GRPHVWLF�ILQDQFLDO�V\VWHP��DV�PHDVXUHG�E\�PRYHPHQW�LQ�WKH�EURDGHVW�PRQHWDU\�DJJUHJDWH��GLVSOD\HG�D�SURQRXQFHG�LPSURYHPHQW�DV�GLVLQIODWLRQ�ZDV�DFKLHYHG��VHH�7DEOH�����,Q�(J\SW��RQ�WKH�RWKHU�KDQG��ZKLOH�GROODUL]DWLRQ�ZDV�UHYHUVHG�VXFFHVVIXOO\�DQG�GHFLVLYHO\��QHYHUWKHOHVV�WKHUH�ZDV�QRW�D�FRUUHVSRQGLQJ�UHWXUQ�WR�PRQHWL]DWLRQ�RI�WKH�HFRQRP\�HYHQ���\HDUV�LQWR�WKH�VXFFHVVIXO�GLVLQIODWLRQ���,Q�RWKHU�ZRUGV��D�UHWXUQ�LQ�FRQILGHQFH�LQ�GRPHVWLF�PRQH\�GLG�QRW�DOVR�WUDQVODWH�LQWR�DQ�DWWHQGDQW�UHWXUQ�LQ�FRQILGHQFH��DW�OHDVW�QRW�FRPPHQVXUDWH�ZLWK�WKH�HQVXLQJ�VWDELOL]DWLRQ��LQ�WKH�EDQNLQJ�V\VWHP�DV�D�ZKROH���2QH�SRVVLEOH�H[SODQDWLRQ�WKDW�ZDV�GHVFULEHG�LQ�6HFWLRQ�9�LV�WKDW�WKH�GHFOLQH�LQ�WKH�LPSRUWDQFH�RI�WKH�EDQNLQJ�V\VWHP�PLUURUV�DQG�LV�FDXVHG�E\�HPHUJLQJ�FRPSHWLWLRQ�WKDW�DIIHFWV�ERWK�VLGHV�RI�EDQNV¶�EDODQFH�VKHHWV��2Q�WKH�OLDELOLW\�VLGH��WKHUH�LV�LQFUHDVHG�FRPSHWLWLRQ�IRU�KRXVHKROG�VDYLQJV�IURP�RWKHU�ILQDQFLDO�LQVWUXPHQWV��DQG�RQ�WKH�DVVHWV�VLGH��ILUPV�DUH�LQFUHDVLQJ�WKHLU�UHOLDQFH�RQ�ILQDQFLQJ�WKURXJK�WKH�FDSLWDO�PDUNHWV�DW�WKH�H[SHQVH�RI�EDQN�ILQDQFLQJ�(J\SW¶V�VWDELOL]DWLRQ�EHQHILWHG�IURP�D�IDYRUDEOH�FRQVWHOODWLRQ�RI�H[WHUQDO�IDFWRUV�:KLOH�WKH�SROLF\�HIIRUW�XQGHUO\LQJ�WKH�VWDELOL]DWLRQ�HIIRUW�ZDV�HQRUPRXV��(J\SW�ZDV�DOVR�IDYRUHG�E\�EHQLJQ�H[WHUQDO�IDFWRUV��7KH�PRVW�LPSRUWDQW�RI�WKHVH�ZDV�WKH�GHEW�UHGXFWLRQ�DQG�ZULWH�RIIV�WKDW�FRQWULEXWHG�WR�ILVFDO�FRQVROLGDWLRQ�DQG�EDODQFH�RI�SD\PHQWV�YLDELOLW\��,Q�WXUQ��WKH�DOOHYLDWLRQ�RI�WKH�H[WHUQDO�FRQVWUDLQW�IDFLOLWDWHG�PRUH�UHOD[HG�GRPHVWLF�PRQHWDU\�SROLFLHV�
ýþ ,Q�RWKHU�ZRUGV��WKH�(J\SWLDQ�H[SHULHQFH�RI�LQLWLDO�GROODUL]DWLRQ�DQG�LWV�VXEVHTXHQW�UHYHUVDO�DSSHDUV�WR�UHIOHFW�SRUWIROLR�FRQVLGHUDWLRQV��UHQGHULQJ�LW�DQ�DVVHW�SKHQRPHQRQ�UDWKHU�WKDQ�D�FXUUHQF\�VXEVWLWXWLRQ�SKHQRPHQRQ��6DKD\�DQG�9HJK����������
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DQG�KHOSHG�DYHUW�DQ\�VKDUS�FRQWUDFWLRQ�LQ�GRPHVWLF�DFWLYLW\�
9,,,��0DFURHFRQRPLF�&KDOOHQJHV%\�DQ\�VWDQGDUG��WKH�(J\SWLDQ�PDFURHFRQRPLF�VWDELOL]DWLRQ�H[SHULHQFH�KDV�EHHQ�RQH�RI�XQDPELJXRXV�VXFFHVV��%XW�DV�ZLWK�DQ\�VXFFHVV�VWRU\�HQRXJK�FKDOOHQJHV�ORRP�DKHDG�WR�QRW�ZDUUDQW�FRPSODFHQF\��7KLV�VHFWLRQ�VSHOOV�WKHVH�RXW�WKH�ILQDQFLDO YXOQHUDELOLWLHV�WKDW�FRXOG�\HW�GRJ�WKH�(J\SWLDQ�HFRQRP\�DQG�WKUHDWHQ�WKH�VXFFHVVHV�RI WKH�UHFHQW�SDVW��WKH�PRUH�LPSRUWDQW�JURZWK�FKDOOHQJH�LV�DGGUHVVHG�LQ�WKH�ILQDO�VHFWLRQ��&DSLWDO�,QIORZV2I�LPPHGLDWH�FRQFHUQ�WR�WKH�VWDELOL]DWLRQ�HIIRUW�LV�WKH�UHFHQW�VXUJH�LQ�FDSLWDO�LQIORZV��WULJJHUHG�E\�WKH�DFFHOHUDWLRQ�RI�WKH�VWUXFWXUDO�UHIRUP�DQG�UHIOHFWLQJ�LQFUHDVHG�FRQILGHQFH�LQ�WKH�(J\SWLDQ�HFRQRP\��([FHVVLYH�FDSLWDO�LQIORZV�FDQ�SRVH�SUREOHPV�IRU�PDFURHFRQRPLF�PDQDJHPHQW�DV�ZHOO�DV�WHVW�WKH�UHVLOLHQFH�RI�GRPHVWLF�ILQDQFLDO�LQVWLWXWLRQV�LQ�VXFFHVVIXOO\�LQWHUPHGLDWLQJ��DQG�LQGHHG�GLVLQWHUPHGLDWLQJ��WKHP��2Q�WKH�PDFURHFRQRPLF�IURQW��LQIORZV�SXW�XSZDUG�SUHVVXUH�RQ�WKH�H[FKDQJH�UDWH�DQG�WKUHDWHQ�WR�SXQFWXUH�DQ\�H[SRUW�UHYLYDO�RQ�ZKLFK�D�JURZWK�HIIRUW�KLQJHV��&HQWUDO�EDQN�LQWHUYHQWLRQ�WR�DEVRUE�WKH�LQIORZV�SUHYHQWV�D�QRPLQDO�DSSUHFLDWLRQ�EXW��DEVHQW�VWHULOL]DWLRQ��WKH�OLTXLGLW\�FRQVHTXHQFHV�ZRUVHQ�FRPSHWLWLYHQHVV�DQ\�ZD\�WKURXJK�GRPHVWLF�LQIODWLRQ��3UHYHQWLQJ�D�UHDO�DSSUHFLDWLRQ�WKXV�UHTXLUHV�VWHULOL]DWLRQ��ZKLFK�FDQ�EH�ILVFDOO\�H[SHQVLYH��RU�D�ILVFDO�DGMXVWPHQW��ZKLFK�LV�PRUH�GLIILFXOW��EXW�LV�WKH�RQO\�GXUDEOH�ZD\�RI�DYHUWLQJ�WKH�FRPSHWLWLYHQHVV�FRQVHTXHQFHV�RI�FDSLWDO�LQIORZV��$�IXUWKHU�LVVXH�LV�WKH�FRPSRVLWLRQ�RI�LQIORZV��7KH�PRUH�LQIORZV�DUH�RI�WKH�SRUWIROLR�NLQG��WKH�JUHDWHU�WKH�WKUHDW�RI�UHYHUVDO�DQG�OHVV�DWWUDFWLYH�FRPSDUHG�ZLWK�GLUHFW�LQYHVWPHQW� ZKLFK�FDUULHV�WKH�DGYDQWDJHV�RI�LQIORZV�RI�WHFKQRORJ\�DQG�PDQDJHULDO�FDSLWDO�WKDW�EROVWHU�WKH�UHDO�VLGH�RI�WKH�HFRQRP\��VHH�,0)���������6FKDGOHU�HW�DO���������&DOYR�HW�DO��������IRU�D�IXUWKHU�GLVFXVVLRQ�RI�WKH�LPSOLFDWLRQV�RI�DQG�UHVSRQVHV�WR�FDSLWDO�LQIORZV���,Q�WKH�(J\SWLDQ�FDVH��ZKLOH�WKH�WKUHDW�RI�UHYHUVDO�QHHG�QRW�SRVH�LPPHGLDWH�SUREOHPV�EHFDXVH�RI�WKH�UREXVWQHVV�RI�WKH�H[WHUQDO�DFFRXQWV��VHH�6HFWLRQ�9,,�DERYH���LW�LV�VWLOO�WUXH�WKDW�WKH�EHQHILWV�RI�FDSLWDO�LQIORZV�ZRXOG�EH�ODUJHU�WKH�PRUH�LQIORZV�WDNH�WKH�IRUP�RI�GLUHFW�LQYHVWPHQW�)LVFDO$OWKRXJK�ILVFDO�DGMXVWPHQW�KDV�XQGHUSLQQHG�WKH�ZKROH�DGMXVWPHQW�HIIRUW��D�PHGLXP�WHUP�SURJQRVLV�RI�ILVFDO�GHYHORSPHQWV�ZRXOG�PDNH�WKH�FDVH�IRU�IXUWKHU�HIIRUWV��6LQFH�WKH�EHJLQQLQJ�RI�WKH�VWDELOL]DWLRQ�SHULRG��UHYHQXH GHYHORSPHQWV�KDYH�PRYHG�DGYHUVHO\��7RWDO�UHYHQXH�WR�*'3�KDV�GHFOLQHG�IURP����SHUFHQW�LQ���������WR����SHUFHQW�LQ�����������6WUXFWXUDOO\��WKH�SRWHQWLDO�SUREOHPV�LQFOXGH�KLJK�GHSHQGHQFH�RQ�WKH�WKUHH�ELJ�FRQWULEXWRUV��(*3&��WKH�6XH]�
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&DQDO�$XWKRULW\��DQG�WKH�&HQWUDO�%DQN��DW�OHDVW�WZR�RI�ZKLFK�DUH�H[SHFWHG�WR�H[KLELW�VHFXODU�GHFOLQH��7KHUH�KDV�DOVR�EHHQ�D�GHFOLQH�LQ�WKH�FRQWULEXWLRQ�RI�UHYHQXH�VRXUFHV�H[FOXGLQJ�WKHVH���HQWLWLHV��IURP����SHUFHQW�LQ���������WR����SHUFHQW�LQ����������UHIOHFWLQJ�LQWHU�DOLD�WKH�ODFN�RI�EXR\DQF\�RI�LQFRPH�WD[�UHFHLSWV�)LQDOO\��ORRPLQJ�DKHDG�LV�WKH�OLNHO\�IXUWKHU�HURVLRQ�RI�WKH�WD[�EDVH�DV�WDULIIV�DUH�UHGXFHG�ERWK�XQLODWHUDOO\�DQG�SXUVXDQW�WR�WKH�LPPLQHQW�(8�(J\SW�SDUWQHUVKLS�DJUHHPHQW��8QOHVV�WKHVH�VWUXFWXUDO�GHILFLHQFLHV�DUH�DGGUHVVHG�WKURXJK�DQ�H[SDQVLRQ�RI�WKH�WD[�EDVH��LQGLUHFW�DQG�GLUHFW��SUHVVXUHV�FRXOG�HPHUJH�RQ�WKH�ILVFDO�IURQW�&KDOOHQJH�RI�WKH�7UDGDEOH�*RRGV�6HFWRU�$V�GHVFULEHG�DERYH��ZKLOH�VWDELOL]DWLRQ�KDV�EHHQ�DWWDLQHG��D�FRQFRPLWDQW�YLEUDQF\�LQ�WKH�WUDGDEOH�JRRGV�VHFWRU�WKDW�FRXOG�DFW�DV�DQ�HQJLQH�RI�JURZWK�LV�VWLOO�QRW�DSSDUHQW��6HYHUDO�LQGLFDWRUV�SRLQW�WR�SURJUHVVLYH�GLVLQWHJUDWLRQ�IURP�WKH�ZRUOG�HFRQRP\��(J\SW¶V�VKDUH�LQ�ZRUOG�H[SRUWV�KDV�GHFOLQHG�IURP�RYHU�����SHUFHQW�RI�ZRUOG�H[SRUWV�WR�DERXW������SHUFHQW�LQ������DQG������SHUFHQW�LQ�������RYHU�WKH�VDPH�SHULRG��WKH�VKDUH�RI�$VLDQ�GHYHORSLQJ�FRXQWULHV�KDV�LQFUHDVHG�IURP������SHUFHQW�LQ������WR�RYHU����SHUFHQW�LQ�������(J\SW¶V�VKDUH�RI�ZRUOG�LPSRUWV�KDV�DOVR�GHFOLQHG�IURP�����SHUFHQW�LQ������WR�����SHUFHQW�LQ�������ZKLOH�WKDW�RI�WKH�$VLDQ�GHYHORSLQJ�FRXQWULHV�LQFUHDVHG�IURP����SHUFHQW�LQ������WR�DERXW����SHUFHQW��$QRWKHU�LQGLFDWRU�RI�WUDGDEOH�JRRGV�VHFWRU�SHUIRUPDQFH�LV�WKH�RSHQQHVV�LQGH[��ZKLFK�LV�PHDVXUHG�DV�WKH�VKDUH�RI�H[SRUWV�DQG�LPSRUWV�RI�JRRGV�DQG�QRQIDFWRU�VHUYLFHV�DV�D�VKDUH�RI�*'3��+HUH�(J\SW¶V�VLWXDWLRQ�KDV�XQGHUJRQH�D�GUDPDWLF�FKDQJH��LQ������WKH�RSHQQHVV�LQGH[�VWRRG�DW����SHUFHQW��ZKHUHDV�WKH�VKDUH�LQ���������LV�DERXW����SHUFHQW��D�GHFOLQH�RI�RYHU����SHUFHQWDJH�SRLQWV���$�SHUPDQHQW�UHYHUVDO�RI�WKHVH�WUHQGV LV�HVVHQWLDO�LI�(J\SW�LV�WR�DFKLHYH�LWV�REMHFWLYH�RI�RXWZDUG�RULHQWHG�JURZWK�DQG�LQWHJUDWLRQ�LQ�WKH�ZRUOG�HFRQRP\�
,;��&RQFOXVLRQV%\�WKH�VWDQGDUGV�RI�UHFHQW�LQWHUQDWLRQDO�H[SHULHQFH�ZLWK�VWDELOL]DWLRQ�HIIRUWV��(J\SW�VWDQGV�RXW�DV�D�UHPDUNDEOH�VXFFHVV�VWRU\��7KLV�VWDELOL]DWLRQ�KDV�HVWDEOLVKHG�HQYLDEOH�SUHFRQGLWLRQV�DV�(J\SW�HPEDUNV�RQ�LWV�QH[W�SKDVH�RI�WDNH�RII�LQWR�D�KLJKHU�JURZWK�WUDMHFWRU\�/RRNLQJ�DKHDG��WKH�FKDOOHQJH�LV�RQH�RI�EXLOGLQJ�RQ�WKLV�ILQDQFLDO�VWDELOLW\�WR�DFKLHYH�KLJK�OHYHOV�RI�UHDO�HFRQRPLF�JURZWK�WKDW�FDQ�UDLVH�OLYLQJ�VWDQGDUGV��LQFUHDVH�JDLQIXO�HPSOR\PHQW�RSSRUWXQLWLHV��ZKLOH�HQVXULQJ�WKDW�WKH�IUXLWV�RI�HFRQRPLF�JURZWK�DUH�VKDUHG�E\�DOO�VWUDWD�RI�VRFLHW\��7KLV�LV�LPSRUWDQW�LQ�LWVHOI�DV�ZHOO�DV�WR�PDLQWDLQ�SRSXODU�VXSSRUW�IRU�WKH�UHIRUP�LQ�WKH�SHULRG�DKHDG��7KHVH�REMHFWLYHV�HQWDLO�WKH�SXUVXLW�RI�D�IRUPLGDEOH�UHIRUP�DJHQGD�HQFRPSDVVLQJ�SULYDWL]DWLRQ��WR�LQFOXGH�XWLOLWLHV�DQG�LQIUDVWUXFWXUH�VHFWRUV���GHHSHQLQJ�DQG�IXUWKHU�
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VWUHQJWKHQLQJ�WKH�ILQDQFLDO�V\VWHP�WR�LPSURYH�QDWLRQDO�VDYLQJV�ZKLOH�FUHDWLQJ�D�UHVLOLHQW�V\VWHP�FDSDEOH�RI�ZLWKVWDQGLQJ�VKRFNV��IXUWKHU�DFFHOHUDWLQJ�WKH�WUDGH�OLEHUDOL]DWLRQ�SURJUDP�WR�IXUWKHU�LQWHJUDWH�LQ�WKH�ZRUOG�HFRQRP\�DQG�UHDS�WKH�DVVRFLDWHG�EHQHILWV��DQG�DFFHOHUDWLQJ�GHUHJXODWLRQ�WR�HOLFLW�WKH�LQYHVWPHQW�UHVSRQVH�IURP�IRUHLJQHUV�DQG�QDWLRQDOV�QHFHVVDU\�WR�VXVWDLQ�JURZWK���,PSURYHPHQWV�LQ�HFRQRP\�ZLGH�SURGXFWLYLW\�WR�DFKLHYH�H[SRUW�OHG�JURZWK�DQG�PDLQWDLQ�H[WHUQDO�YLDELOLW\�ZLOO�QHHG�WR�EH�HIIHFWHG�FRQWLQXDOO\��6WURQJ�LQVWLWXWLRQV�WR�XQGHUJLUG�WKH�UHIRUP�HIIRUW�ZLOO�DOVR�EHFRPH�D�SULRULW\�LQ�WKH�SHULRG�DKHDG�
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ýýþþ
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