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V�LQIRUPDWLRQ�DGYDQWDJH��7KH�SDUWLFLSDWLRQ�RI�PXOWLSOH�SURYLGHUV��HYHQ�LI�HDFK�RI�WKHP�LV�D�UHJLRQDO�PRQRSRO\��DOORZV�WKH�UHJXODWRU�WR�FRPSDUH�SHUIRUPDQFH�DFURVV�ILUPV��6LPLODUO\��ZKHUH�FRPSHWLWLRQ�LQ�WKH�PDUNHW�LV�QRW�IHDVLEOH� FRPSHWLWLRQ�IRU�WKH�PDUNHW �RU�DXFWLRQ��LV�D�XVHIXO�LQVWUXPHQW�IRU�OLPLWLQJ�ILUP�LQIRUPDWLRQ�UHQW��,Q�WKHLU�HIIRUW�WR�ZLQ�WKH�ELG��ILUPV�DUH�OLNHO\�WR�FXW�WKHLU�GHPDQGV�IRU�LQIRUPDWLRQ�UHQW�DV�PXFK�DV�SRVVLEOH�&RXQWULHV�DURXQG�WKH�ZRUOG�KDYH�LQWHUQDOL]HGPDQ\�RI�WKHVH�LQVLJKWV��,W�LV��LQ�SDUWLFXODU��ZRUWK�QRWLQJ�WKDW�RQH�RI�WKH�NH\�IHDWXUHV�RI�UHJXODWRU\�UHIRUPV�LV�XQEXQGOLQJ�RU�YHUWLFDO�GLVLQWHJUDWLRQ�� ,Q�HOHFWULFLW\��XQEXQGOLQJ�KDV�EHHQ�DFKLHYHG�E\�WKH�VHSDUDWLRQ�RI�HOHFWULFLW\�JHQHUDWLRQ�IURP�GLVWULEXWLRQ��OHDYLQJ�WUDQVPLVVLRQ�WR�D�WKLUG�SDUW\��H�J���LQ�WKH�86��WKH�8.��
� 1RWH�WKDW�WKH�EHQHILWV�IURP�XQEXQGOLQJ�DUH�RIIVHW�DW�OHDVW�LQ�SDUW�E\�WKH�ORVV�RI�VRPH�HFRQRPLHV�RI�VFRSH�
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$UJHQWLQD�DQG�&KLOH���,Q�WHOHFRPPXQLFDWLRQV��YHUWLFDO�GLVLQWHJUDWLRQ�KDV�EHHQ�DFKLHYHG�E\�JLYLQJ�ORQJ�GLVWDQFH�VHUYLFHV�WR�HQWLWLHV�RWKHU�WKDQ�WKH�HQWLW\�SURYLGLQJ�WKH�EDVLF�WHOHSKRQH�VHUYLFHV��H�J��LQ�WKH�86�DQG�&KLOH���)XUWKHU��FRXQWULHV�OLNH�$UJHQWLQD�KDYH�H[FOXGHG�WKH�RSHUDWRU�RI�WKH�JULG�IURP�SDUWLFLSDWLQJ�LQ�HOHFWULFLW\�JHQHUDWLRQ�DQG�GLVWULEXWLRQ�WR�DYRLG�IDYRULWLVP��)RU�WKH�VDPH�UHDVRQ��WKH�RSHUDWRU�RI�WKH�WHOHFRPPXQLFDWLRQV�QHWZRUN�KDV�EHHQ�H[FOXGHG�IURP�SURYLGLQJ�FHOOXODU�SKRQH�VHUYLFHV�LQ�FRXQWULHV�OLNH�&KLOH��DW�OHDVW�LQ�WKH�LQLWLDO�VWDJH�RI�UHIRUP�0LQLPL]LQJ�ILUP�UHQW�WKURXJK�LQFHQWLYH�FRPSDWLEOH�VFKHPHV:KHUH�PRQRSROLHV�DUH�XQDYRLGDEOH��SULFH�UHJXODWLRQ�LV�QHFHVVDU\�WR�DOORZ�WKH�ILUP�D�IDLU�UDWH�RI�UHWXUQ�DQG�WR�SURWHFW�WKH�FRQVXPHUV��$V�QRWHG�DERYH��SULFHV�FDQ�EH�UHJXODWHG�XVLQJ�UDWH�RI�UHWXUQ�UHJXODWLRQ�RU�SULFH�FDS�UHJXODWLRQ�� 8QGHU�UDWH�RI�UHWXUQ�UHJXODWLRQ��WKH�ILUP�UHFRYHUV�LWV�HFRQRPLF�FRVWV��8QGHU�SULFH�FDS�UHJXODWLRQ �RU�53,�;���UHJXODWHG�SULFHV�DUH�QRW�DOORZHG�WR�H[FHHG�LQIODWLRQ�PLQXV�D�SURGXFWLYLW\�IDFWRU�$OWKRXJK�SULFH�FDS�UHJXODWLRQ�LV�LQFUHDVLQJO\�EHLQJ�XVHG��HVSHFLDOO\�LQ�WHOHFRP��WKH�FKRLFH�EHWZHHQ�WKH�WZR�VFKHPHV�LQYROYHV�D�WUDGH�RII�EHWZHHQ�UHQW�H[WUDFWLRQ�DQG�HIILFLHQF\��$W�RQH�H[WUHPH��SULFH�FDS�UHJXODWLRQ�SURPRWHV�HIILFLHQF\�LQ�WKH�VKRUW�UXQ�EHFDXVH�ILUPV�FDQ�UHWDLQ�WKH�FRVW�VDYLQJV�IRU�WKH�GXUDWLRQ�RI�WKH�DJUHHPHQW��&RVW�SDGGLQJ�DOVR�GLPLQLVKHV��DV�ILUPV�EHFRPH�WKH�UHVLGXDO�FODLPDQW��%XW�WKH�VFKHPH�W\SLFDOO\�LQYROYHV�JLYLQJ�WKH�ILUP�ODUJH�UHQWV��)RU�WKH�VDPH�UHDVRQ��LW�SURPRWHV�FRUUXSWLRQ��$W�WKH�RWKHU�H[WUHPH��UDWH�RI�UHWXUQ�UHJXODWLRQ�IDLOV�WR�SURPRWH�HIILFLHQF\�DQG�PRWLYDWHV�FRVW�SDGGLQJ�EHKDYLRU��DV�ILUPV�FDQ�VKLIW�XQGXH�FKDUJHV�WR�FRQVXPHUV��+RZHYHU��WKH�VFKHPH�KDV�WKH�SRWHQWLDO�RI�UHGXFLQJ�WKH�UHQW�JLYHQ�WR�WKH�ILUP��HVSHFLDOO\�LI�WKH�VWDII�RI�WKH�UHJXODWRU\�DJHQF\�KDV�WKH�LQFHQWLYHV�DQG�FDSDFLW\�WR�DXGLW�WKH�ILUP�HIIHFWLYHO\�:KLFK�WKHQ�LV�WKH�EHWWHU�VFKHPH�IRU�GHYHORSLQJ�FRXQWULHV"�$FFRUGLQJ�WR�/DIIRQW���������FRXQWULHV�ZLWK�VWURQJ�DXGLWLQJ�FDSDFLW\�DQG�LQGHSHQGHQW�UHJXODWRUV�VKRXOG�XVH�UDWH�RI�UHWXUQ�UHJXODWLRQ��&RQYHUVHO\��FRXQWULHV�ZLWK�ZHDN�DXGLWLQJ�FDSDFLW\�DQG�ORZ�OHYHOV�RI�UHJXODWRU\�LQGHSHQGHQFH�VKRXOG�UHO\�RQ�SULFH�FDS�UHJXODWLRQ��+H�IXUWKHU�QRWHV�WKDW�WKH�KLVWRULFDO�HYROXWLRQ�RI�WKH�UHJXODWLRQ�RI�HOHFWULFLW\�LQ�WKH�:HVW�ZHQW�WKURXJK�WKUHH�VWDJHV��,Q�WKH���WKFHQWXU\�DQG�WKH�EHJLQQLQJ�RI�WKH���WK FHQWXU\��SULFH�FDSV�ZHUH�XVHG�WR�UHJXODWH�HOHFWULFLW\�ZLWK�YDULRXV�IRUPV�RI�LQGH[DWLRQ��,Q�VWDJH�WZR��WKH�86�FUHDWHG�UDWH�RI�UHWXUQ�UHJXODWLRQ��ZKLFK�ZDV�
� &KLOH�XVHV�D�WKLUG�RSWLRQ��QDPHO\�EHQFKPDUN�UHJXODWLRQ�:KLOH�SULFHV�DUH�VHW�WR�UHFRYHU�FRVWV��WKH�FRVWV�FRQVLGHUHG�DUH�QRW�DFWXDO�FRVWV�EXW�WKRVH�RI�DQ�³HIILFLHQW´�ILUP��'HVSLWH�WKH�SRVLWLYH�IHDWXUHV�RI�WKLV�VFKHPH��LW�LV�GHPDQGLQJ��'LVDJUHHPHQW�FRXOG�DOVR�DULVH�UHJDUGLQJ�RI�WKH�GHILQLWLRQ�RI�WKH�³HIILFLHQW´�ILUP�
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0DNLQJ�FUHGLEOH�FRPPLWPHQW7KH�FUHGLELOLW\�RI�WKH�UHJXODWRU\�UHJLPH�FRXOG�VXIIHU�LI�WKH�SULYDWH�VHFWRU�EHOLHYHV�WKDW�WKH�JRYHUQPHQW�ZLOO�FKDQJH�RU�HQIRUFH�WKH�UHJXODWRU\�UXOHV�DUELWUDULO\��)XUWKHU��WKH�FUHGLELOLW\�RI�WKH�UHJXODWRU\�UHJLPH�FRXOG�DOVR�FRPH�LQWR�TXHVWLRQ�EHFDXVH�WKH�FXUUHQW�DGPLQLVWUDWLRQ�LV�VHHQ�DV�XQDEOH�WR�ELQG�IXWXUH�RQHV��&RXSOHG�ZLWK�WKH�LGHD�WKDW�WKH�QHZ�DGPLQLVWUDWLRQ�LV�OLNHO\�WR�FDWHU�IRU�FRQVWLWXHQFLHV�RWKHU�WKDQ�WKRVH�RI�WKH�SUHYLRXV�RQH��LW�LV�QRW�XQUHDVRQDEOH�WR�H[SHFW�WKH�QHZ DGPLQLVWUDWLRQ�WR�UHGHVLJQ�WKH�UHJXODWRU\�UXOHV�IRU�SXUSRVHV�RI�UHGLVWULEXWLRQ�DW�WKH�H[SHQVH�RI�HIILFLHQF\��2QH�ZD\�RI�GHDOLQJ�ZLWK�WKH�ULVN�RI�SROLWLFDO�LQIOXHQFH�RQ�WKH�FUHGLELOLW\�RI�WKH�UHJXODWRU\�UHJLPH�LV�WR�UHVRUW�WR�H[WHUQDO�ELQGLQJV��,Q�WKLV�FDVH��WKH�JRYHUQPHQW�WLHV�LWV�RZQ�KDQGV�E\�DJUHHLQJ�WR�XSKROG�FHUWDLQ�FRPPLWPHQWV�YV��VXFK�LQWHUQDWLRQDO�IRUXPV�DV�WKH�:72�RU�WKH�:RUOG�%DQN��$QRWKHU�ZD\�LV�WR�GHYLVH�OHJDO�UHVWUDLQWV�WKDW�DUH�JURXQGHG�LQ�WKH�SUHYDLOLQJ�SROLWLFDO�DQG�LQVWLWXWLRQDO�VWUXFWXUH�RI�WKH�FRXQWU\�XQGHU�FRQVLGHUDWLRQ�� 7KLV�FRXOG�EH�DFKLHYHG��IRU�H[DPSOH��E\�LQVWLWXWLQJ�WKH�UHJXODWRU\�UXOHV�LQ�D�ODZ�LQ�FRXQWULHV�ZKHUH�ODZV�DUH�GLIILFXOW�WR�FKDQJH��)XUWKHU��WKH�DSSRLQWPHQW�RI�WKH�UHJXODWRUV�FRXOG�EH�VWDJJHUHG�VXFK�WKDW�WKHLU�DSSRLQWPHQW�GRHV�QRW�FRLQFLGH�ZLWK�SROLWLFDO�WXUQRYHUV��)LQDOO\��WKH�UHJXODWRU\�DJHQF\�FRXOG�EH�FUHDWHG�DV�D�TXDVL�MXGLFLDO�HQWLW\��ZLWK�DGHTXDWH�ILQDQFLDO�UHVRXUFHV�DQG�VNLOOHG�VWDII�
,,,��6HFWRU�5HJXODWLRQ�96��5HJXODWLRQ�E\�,QGLYLGXDO�&RQWUDFWV��%27V�
2Q�WKH�EDVLV�RI�WKH�DERYH�IUDPHZRUN��WKLV�VHFWLRQ�DVVHVVHV�WKH�HIIHFWLYHQHVV�RI�VHFWRU�UHIRUPV�YHUVXV�%27V��HVSHFLDOO\�LQ�WHUPV�RI�KRZ�ZHOO�WKH\�UHVROYH�WKH�UHJXODWRU\�SUREOHPV�LGHQWLILHG�DERYH�DQG�KRZ�ZHOO�WKH\�LPSDFW�RQ�VHFWRU�SHUIRUPDQFH��7KH�DQDO\VLV�LV�LOOXVWUDWHG�E\�UHIHUHQFH�WR�WKH�HOHFWULFLW\�VHFWRU��LQ�SDUW��EHFDXVH�WKLV�LV�RQH�VHFWRU�LQ�ZKLFK�WKH�JRYHUQPHQW�KDV�D�FOHDU�FKRLFH�EHWZHHQ�VHFWRU�UHIRUPV�DQG�%27V��+RZHYHU��WKH�FRQFOXVLRQV�EURDGO\�DSSO\�WR�RWKHU�XWLOLWLHV�
� %DURQ���������IRU�H[DPSOH��VKRZV�XVLQJ�D�PRGHO�RI�LPSHUIHFW�LQIRUPDWLRQ�DQG�PDMRULW\�UXOH�WKDW�WKH�OHJLVODWRUV�ZLWK�GLVWULEXWLYH�SUHIHUHQFHV�PD\�SUHIHU�D�UHJXODWRU\�SROLF\�WKDW�DFKLHYHV�D�GHVLUHG�GLVWULEXWLRQ�DW�WKH�H[SHQVH�RI�HIILFLHQF\���6HH�DOVR�%DURQ�DQG�%HVDQNR��������
� 6HH�/HY\�DQG�6SLOORU��HGV���������IRU�DQ�HODERUDWLRQ�RI�KRZ�FRXQWULHV�FRXOG�ILW�WKHLU�UHJXODWLRQ�ZLWK�H[LVWLQJ�LQVWLWXWLRQV�
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%HIRUH�GHOYLQJ�LQWR�WKH�DVVHVVPHQW��LW�PD\�EH�XVHIXO�WR�FKDUDFWHUL]H�WKH�WZR�DSSURDFKHV�EULHIO\��� 7DNH�WKH�VHFWRU�UHIRUP�ILUVW��8QGHU�WKLV�DSSURDFK��UHIRUPV�LQYROYH�UHVWUXFWXULQJ�WKH�VHFWRU�WKURXJK�XQEXQGOLQJ��UHJXODWLQJ�WKH�SULFHV�RI�WKH�PRQRSRO\�VHJPHQWV�RI�WKH�PDUNHW��DQG�HQFRXUDJLQJ�SULYDWH�VHFWRU�SDUWLFLSDWLRQ��WKURXJK�SULYDWL]DWLRQ�DQG�QHZ�HQWU\���7KH�UHJXODWLRQ�GHWHUPLQHV�WKH�UXOHV�RI�HQWU\��SULFLQJ��DFFHVV�WR�WKH�WUDQVPLVVLRQ�QHWZRUN��FRRUGLQDWLRQ�RI�RSHUDWLRQ�DQG�WHFKQLFDO�VWDQGDUGV�IRU�DOO�PDUNHW�SDUWLFLSDQWV�HTXDOO\��7KH�UHIRUP�SDFNDJHDOVR�LQYROYHV�WKH�FUHDWLRQ�RI�DQ�LQGHSHQGHQW�UHJXODWRU\�DJHQF\�WR�RYHUVHH�WKH�HQIRUFHPHQW�RI�UHJXODWLRQ�DQG�EDODQFH�WKH�LQWHUHVWV�RI�WKH�SURGXFHUV�DQG�FRQVXPHUV�8QGHU�WKH�%27�DSSURDFK��WKH�JRYHUQPHQW�W\SLFDOO\�OHDYHV�WKH�H[LVWLQJ�PDUNHW�VWUXFWXUH�DV�YHUWLFDOO\�LQWHJUDWHG��VWDWH�RZQHG�PRQRSROLHV��,W�DWWUDFWV�SULYDWH�LQYHVWPHQW�WKURXJK�LQGLYLGXDO�FRQWUDFWV��PRVWO\�WR�EXLOG�QHZ�JHQHUDWLRQ�SODQWV��7KH�FRQWUDFW�VSHFLILHV�WKH�ULJKWV�DQG�UHVSRQVLELOLWLHV�RI�ERWK�SDUWLHV��7KH�SURYLGHU�SURPLVHV�WR�EXLOG�RSHUDWH��DQG�LQ�VRPH�FDVHV�RZQ��DQG�WUDQVIHU�WKH�IDFLOLW\�WR�WKH�JRYHUQPHQW�DW�WKH�HQG�RI�WKH�FRQWUDFW�SHULRG��,Q�UHWXUQ��WKH�JRYHUQPHQW��RU�WKH�VWDWH�RZQHG�PRQRSRO\��FRPPLWV�LWVHOI�WR�EX\�DOO�JHQHUDWHG�HOHFWULFLW\�DW�D�SUH�VSHFLILHG�SULFH��SXUFKDVLQJ�SRZHU�DJUHHPHQWV��RU�33$V���ZLWK�RU�ZLWKRXW�DGMXVWPHQW�FODXVHV��)XUWKHU��WKH�JRYHUQPHQW�PD\�FRPPLW�LWVHOI�WR�SURYLGH�NH\�LQSXWV�OLNH�IXHO�DW�DQ�DJUHHG�SULFH�DQG�FDUU\�FRPPHUFLDO�ULVN�RQ�EHKDOI�RI�WKH�SULYDWH�VHFWRU��LQFOXGLQJ�WKDW�RI�WKH�H[FKDQJH�UDWH��7KLV�SURFHVV�LV�UHSHDWHG��RIWHQ�WKURXJK�D�ELGGLQJ�SURFHVV��XQWLO�GHPDQG�LV�VDWLVILHG�

&RPSDUDWLYH�$QDO\VLV�RI�WKH�7ZR�$SSURDFKHV,Q�OLJKW�RI�WKLV�EURDG�FKDUDFWHUL]DWLRQ�RI�WKH�WZR�FRQWUDFWV��ZH�FDQ�QRZ�DVN��ZKLFK�RI�WKHP�LV�OLNHO\�WR�PDNH�WKH�SROLF\�LQGXFHG�LQIRUPDWLRQ�DV\PPHWU\�SUREOHP�JR�DZD\"�:KLFK�LV�OLNHO\�WR�SURYLGH�LQFHQWLYH�FRPSDWLEOH�UHJXODWLRQ�WR�SURPRWH�HIILFLHQF\�DQG�UHGXFH�LQIRUPDWLRQ�UHQW"�$QG��ZKLFK�LV�OLNHO\�WR�EH�OHVV�GHPDQGLQJ�LQ�OHQGLQJ�FUHGLELOLW\�WR�JRYHUQPHQW�FRPPLWPHQW"&RQVLGHU�WKH�SROLF\�LQGXFHG�LQIRUPDWLRQ�DV\PPHWU\�SUREOHP�ILUVW��8QGHU�VHFWRU�UHIRUPV��XQEXQGOLQJ�FUHDWHV�LQVWDQWDQHRXV�FRPSHWLWLYH�SUHVVXUH�LQ�WKH�VHJPHQWV�RI�WKH�PDUNHW�ZKHUH�WHFKQRORJ\�SHUPLWV��&RPSHWLWLRQ�LV�FUHDWHG�DV�WKH�VWDWH�PRQRSRO\�LV�EURNHQ�LQWR�VHYHUDO�LQGHSHQGHQW�HQWLWLHV ZLWK�PXOWLSOH�JHQHUDWLQJ�FRPSDQLHV��1HZ�HQWUDQWV�FDQ�RQO\�UHLQIRUFH�FRPSHWLWLRQ��VLQFH�WKH\�RSHUDWH�XQGHU�WKH�VDPH�SDUDPHWHUV�DV�H[LVWLQJ�JHQHUDWLQJ�HQWLWLHV��&RPSHWLWLRQ�IRU�WKH�PDUNHW�FDQ�DOVR�EH�DVVXUHG�E\�VHOHFWLQJ�QHZ�JHQHUDWLQJ�FRPSDQLHV�
�� 6RPH�FRXQWULHV�FRPELQH�WKH�WZR�DSSURDFKHV��LJQRULQJ�WKH�LQKHUHQW�LQFRQVLVWHQFLHV�GLVFXVVHG�EHORZ�
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�� &RRUGLQDWLRQ�RI�LQYHVWPHQW�LV�IXUWKHU�QHHGHG�WR�EDODQFH�VXSSO\�DQG�GHPDQG�RYHU�WLPH�EHFDXVH�WKH�HVWDEOLVKPHQW�RI�HOHFWULFLW\�SODQWV�PDWHULDOL]HV�ZLWK�D�ORQJ�JHVWDWLRQ�SHULRG��&KLOH�DVVLJQHG�WKH�WDVN�RI�LQYHVWPHQW�FRRUGLQDWLRQ�WR�WKH�HQHUJ\�FRPPLVVLRQ�
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UHJXODWRU\�DJHQF\�LV�JUDQWHG�DGHTXDWH�LQGHSHQGHQFH�DQG�FRPSHQVDWLRQ��,Q�DGGLWLRQ��D�FRPPRQ�SULFLQJ�VFKHPH�HQDEOHV�WKH�UHJXODWRU�WR�SDVV�RQ�WR�FRQVXPHUV�VRPH�RI�WKH�HIILFLHQF\�JDLQV�PDGH�E\�ILUPV�EHFDXVH�WDULIIV�DUH�UHYLVHG�SHULRGLFDOO\�)LQDOO\��FRQVLGHU�FRPPLWPHQW��7KH�VWDUWLQJ�SRLQW�LV�WKDW�FRXQWULHV�WKDW�KDYH�GLIILFXOWLHV�PDNLQJ�FUHGLEOH�FRPPLWPHQW�WR�DWWUDFW�SULYDWH�FDSLWDO�ZLOO�GR�VR�ZKHWKHU�WKH\�DGRSW�VHFWRU�UHIRUPV�RU�%27V��,Q�ERWK�LQVWDQFHV��ZHDN�UHSXWDWLRQ�DQG�LQHIILFLHQW�HQIRUFHPHQW�PHFKDQLVPV�PDNH�WKH�SULYDWH�VHFWRU�ZDU\�RI�JRYHUQPHQW�RSSRUWXQLVWLF�EHKDYLRU��&RXQWULHV�ZLOO�WKHUHIRUH�EH�UHTXLUHG�WR�RIIHU�H[WUD�JXDUDQWHHV�RU�KLJK�UHWXUQV�RQ�LQYHVWPHQW�WR�DWWUDFW�SULYDWH�LQYHVWPHQW��$W�LVVXH�WKHQ��LV�ZKHWKHU�WKH�FRVW�RI�WKHVH�JXDUDQWHHV�RU�KLJKHU�UHWXUQV�RQ�LQYHVWPHQW�LV�HTXDO�XQGHU�WKH�WZR�DSSURDFKHV�RU�QRW�7KH�DQVZHU�WR�WKLV�TXHVWLRQ�DOVR�VHHPV�WR�EH�LQ�IDYRU�RI�VHFWRU�UHIRUPV��7ZR�UHDVRQV�VWDQG�EHKLQG�WKLV�DVVHUWLRQ��)LUVW��EHFDXVH�%27V�DUH�QHJRWLDWHG�ZLWK�HDFK�,33�VHSDUDWHO\��WKH�GHPDQGV�IRU�JXDUDQWHHV�DJDLQVW�JRYHUQPHQW�RSSRUWXQLVWLF�EHKDYLRU�DQG�RU�KLJKHU�UHWXUQV�RQ�LQYHVWPHQW�DUH�UHSHDWHG�ZLWK�HDFK�WUDQVDFWLRQ��&XPXODWLYHO\��WKHVH�GHPDQGV�DUH�OLNHO\�WR�DGG�XS�WR�PRUH�WKDQ�WKH�FRVW�RI�PDNLQJ�D�FUHGLEOH�FRPPLWPHQW�RQO\�RQFH�IRU�DOO�PDUNHW�SDUWLFLSDQWV�XQGHU�VHFWRU�UHIRUPV��� )RU�WKH�VDPH�UHDVRQ��WKH�ILQDQFLDO�DQG�KXPDQ�FRVW�RI�UHSHDWHG�WUDQVDFWLRQV�LV�OLNHO\�WR�EH�KLJKHU�XQGHU�%27V�WKDQ�VHFWRU�UHIRUPV��7KH�VHFRQG�UHDVRQ�IRU�WKH�VXSHULRULW\�RI�VHFWRU�UHIRUPV�RYHU�,33V�LV�WKDW RQH�PLQLVWU\�RU�HOHFWULFLW\�DJHQF\�RIWHQ�FRQGXFWV�WKH�ODWWHU��ZKLOH�VHFWRU�UHIRUPV�DUH�LQLWLDWHG�E\�WKH�H[HFXWLYH�EUDQFK�DQG�DSSURYHG�E\�SDUOLDPHQW��7KH�PHQX�RI�LQVWUXPHQWV�DYDLODEOH�WR�WKH�FRXQWU\�LV�FHUWDLQO\�ULFKHU�WKDQ�WKH�PHQX�DYDLODEOH�WR�RQH�PLQLVWU\�RU�DJHQF\��)RU�WKH�FRXQWU\�DV�D�ZKROH��WKH�PHQX�LQFOXGHV�PDNLQJ�H[WHUQDO�FRPPLWPHQWV��DGRSWLQJ�QHZ�ODZV��DQG�FUHDWLQJ�QHZ�HQWLWLHV��$FFRUGLQJO\��WKH�FRVW�RI�PDNLQJ�D�FUHGLEOH�FRPPLWPHQW�XQGHU�VHFWRU�UHIRUP�LV�OLNHO\�WR�EH�ORZHU�WKDQ�WKH�FRVW�XQGHU�%27V�
$YDLODEOH�(YLGHQFH:KLOH�WKH�FDVH�IRU�VHFWRU�UHIRUPV�LV�FRPSHOOLQJ��WKH�MXVWLILFDWLRQ�IRU�SUHIHUULQJ�RQH�DSSURDFK�WR�WKH�RWKHU�XOWLPDWHO\�UHVWV�RQ�WKHLU�LPSDFW�RQ�WKH�SHUIRUPDQFH�RI�WKH�VHFWRU��7KLV�VXEVHFWLRQ�UHYLHZV�WKH�HYLGHQFH�OLQNLQJ�UHIRUPV�E\�W\SH DQG�RXWFRPHV��QRWLQJ�WKDW�WKHUH�LV�QR�V\VWHPDWLF�
�� 7KDW�LV�QRW�WR�VD\�WKDW�DOO�VHFWRU�UHIRUPV�DUH�QHFHVVDULO\�DGRSWHG�LQ�RQH�VKRW��WKH\�FRXOG�WDNH�WLPH�WR�GHVLJQ�DQG�LPSOHPHQW��)XUWKHUPRUH��DGGLWLRQDO�UHIRUPV�PD\�EH�QHFHVVLWDWHG�ODWHU�LQ�UHVSRQVH�WR�FKDQJHV�LQ�WHFKQRORJ\�RU�PDUNHW�FRQGLWLRQV��
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DVVHVVPHQW�RI�WKH�LPSDFW�RI�WKH�WZR�DSSURDFKHV�RQ�SHUIRUPDQFH�DFURVV�FRXQWULHV�WR�GDWH��� 7KH�HYLGHQFH�UHYLHZHG�EHORZ�IRFXVHV�RQ�D�FRPSDULVRQ�EHWZHHQ�/DWLQ�$PHULFD�DQG�(DVW�$VLD��JLYHQ�WKDW�/DWLQ�$PHULFD�UHOLHG�PRVWO\�RQ�WKH�VHFWRU�DSSURDFK�ZKLOH�(DVW�$VLD�LV�NQRZQ�IRU�KDYLQJ�UHOLHG�H[WHQVLYHO\�RQ�%27V�6WDUWLQJ�ZLWK�LQYHVWPHQW��)LJXUH���VKRZV�WKDW�(DVW�$VLD�ZDV�DEOH�WR�DWWUDFW�DV�PXFK�DV�����ELOOLRQ�LQWR�WKH�HQHUJ\�VHFWRU�RYHU�WKH�SHULRG����������'XULQJ�WKH�VDPH�SHULRG��KRZHYHU��/DWLQ�$PHULFD�ZDV�DEOH�WR�DWWUDFW�����ELOOLRQ��7KH�0LGGOH�(DVW�DQG�1RUWK�$IULFD�FDPH�D�GLVWDQW�ILIWK��ZLWK�DURXQG�����ELOOLRQ�RQO\��0RVW�FDSLWDO�LQIORZV�WR�/DWLQ�$PHULFD�FDPH�WKURXJK�GLYHVWLWXUH��ZKLFK�LV�FRQVLVWHQW�ZLWK�WKH�VHFWRUDO�DSSURDFK�DGRSWHG�LQ�WKLV�UHJLRQ��,Q�(DVW�$VLD��WKH�EXON�RI�SULYDWH�LQYHVWPHQW�FDPH�LQ�WKH�IRUP�RI�*UHHQILHOG�SURMHFWV��PRVW�RI�ZKLFK�DUH�%27V�

)LJXUH����,QYHVWPHQW�LQ�HQHUJ\�SURMHFWV�ZLWK�SULYDWH�VHFWRU�SDUWLFLSDWLRQ�E\�UHJLRQ���������
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/DWLQ�$PHULFD�DQG�WKH&DULEEHDQ (DVW�$VLD�DQG�WKH3DFLILF 6RXWK�$VLD (XURSH�DQG�&HQWUDO$VLD 0LGGOH�(DVW�DQG�1RUWK$IULFD 6XE�6DKDUDQ�$IULFD

%LOOLRQ
V�RI��

����8
6�GRO

ODUV *UHHQILHOG�3URMHFWV 0DQDJHPHQW�	�2SHUDWLRQ�&RQWUDFWV�ZLWK�&DSLWDO�([SHQGLWXUH
'LYHVWLWXUHV

6RXUFH� 3ULYDWH�3DUWLFLSDWLRQ�LQ�(QHUJ\��3XEOLF�3ROLF\�IRU�WKH�3ULYDWH�6HFWRU��1RWH�1R�������33,�3URMHFW��:RUOG�%DQN
7UHQGV�LQ�LQYHVWPHQW�DUH�RI�FRXUVH�LQIOXHQFHG�E\�D�KRVW�RI�IDFWRUV�EH\RQG�WKH�UHIRUP�DSSURDFK�DGRSWHG�LQ�WKH�HOHFWULFLW\�VHFWRU��LQFOXGLQJ�WKH�FRXQWU\¶V�SROLFLHV��SROLWLFV�DQG�HFRQRPLF�JURZWK��0RUHRYHU��LQYHVWPHQW�LV�EXW�RQH�LQGLFDWRU�RI�SHUIRUPDQFH��*RLQJ�EH\RQG�LQYHVWPHQW��WKHUH�DUH�D�QXPEHU�RI�VWXGLHV�DW�WKH�OHYHO�RI�LQGLYLGXDO�FRXQWULHV��0RVW�RI�WKHVH�VWXGLHV�OHQG�VXSSRUW�WR�WKH�FRQFOXVLRQ�WKDW�FRXQWULHV�ZKLFK�IROORZHG�WKH�VHFWRU�DSSURDFK�IDUHG�EHWWHU�WKDQ�WKRVH�WKDW�IROORZHG�WKH�%27�DSSURDFK��)RU�H[DPSOH��*DODO��HW�DO���������ILQGV�WKDW�XQEXQGOLQJ��UHJXODWLRQ�DQG�SULYDWL]DWLRQ�RI�WKH�HOHFWULFLW\�VHFWRU�LQ�&KLOH�OHG�WR�H[SDQVLRQ�RI�
�� 7KH�DVVHVVPHQW�RI�WKH�WZR�DSSURDFKHV�LV�D�SULPH�FDQGLGDWH�IRU�IXUWKHU�V\VWHPDWLF�UHVHDUFK�
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WKH�VHFWRU�DQG�LPSURYHG�HIILFLHQF\��%HVLGHV�WKH�EURDG�DQDO\VLV�RI�WKH�VHFWRU��WKH�VWXG\�LQFOXGHV�DQ�LQ�GHSWK�DQDO\VLV�RI�RQH�JHQHUDWLQJ�FRPSDQ\��&KLOJHQHU��DQG�RQH�GLVWULEXWLRQ�FRPSDQ\��(QHUVLV���7KH�UHVXOWV�RI�WKLV�DQDO\VLV�VKRZ�WKDW�VHFWRU�UHIRUPV�OHG�WR�VXEVWDQWLDO�EHQHILWV��ZKLFK�ZHUH�VKDUHG�E\�WKH�VHOOHU��JRYHUQPHQW���WKH�EX\HUV��ZRUNHUV�DQG�FRQVXPHUV��&KLVDUL��(VWDFKH��DQG�5RPHUR��������UHDFK�D�VLPLODU�FRQFOXVLRQ�UHJDUGLQJ�WKH�LPSDFW�RI�VHFWRU�UHIRUP�LQ�$UJHQWLQD��7KHLU�VWXG\�IRFXVHV�RQ�WKH�PDFURHFRQRPLF�DQG�GLVWULEXWLRQDO�LPSDFWV�RI�SULYDWL]DWLRQ�DQG�UHJXODWLRQ�RI�HOHFWULFLW\��JDV��ZDWHU�DQG�VDQLWDWLRQ��DQG�WHOHFRPPXQLFDWLRQ�VHUYLFHV��XVLQJ�D�FRPSXWDEOH�JHQHUDO�HTXLOLEULXP�PRGHO��7KH\�ILQG�WKDW�UHIRUPV�LQ�WKHVH�VHFWRUV�KDYH�EURXJKW�DERXW�VLJQLILFDQW�JDLQV�WR�WKH�HFRQRP\�DFURVV�DOO�LQFRPH�FODVVHV��DOWKRXJK�WKH�UHVXOWV�YDULHG�IURP�RQH�VHFWRU�WR�DQRWKHU��� )XUWKHU��WKH\�QRWH�WKDW�WKH�TXDOLW\�RI�WKH�UHJXODWRU�PDNHV�D�ELJ�GLIIHUHQFH�IRU�WKH�RXWFRPH�,Q�FRQWUDVW��VWXGLHV�RI�%27V�LQ�$VLD�SRLQW�RXW�WKDW�ZKLOH�WKLV�DSSURDFK�KDV�EHHQ�HIIHFWLYH�LQ�PRELOL]LQJ�SULYDWH�FDSLWDO��LW�KDV�FRPH�DW�JUHDW�FRVW�WR�VRFLHW\��$�TXRWDWLRQ�IURP�D�VWXG\�E\�WKH�$VLDQ�'HYHORSPHQW�%DQN�VWXG\��������S����VXPV�XS�WKLV�FRQFOXVLRQ�YHU\�ZHOO�7KH�%27�DSSURDFK�KDV�SOD\HG�D�VLJQLILFDQW UROH�LQ�DWWUDFWLQJ�SULYDWH�VHFWRU�LQYHVWPHQW�LQWR�WKH�HQHUJ\�VHFWRU�LQ�WKH��$VLDQ��UHJLRQ��,Q�XVLQJ�WKLV�DSSURDFK��KRZHYHU��FRXQWULHV�KDYH�QRW�DOZD\V�DGRSWHG�FRPSHWLWLYH�DQG�WUDQVSDUHQW�SURFHVVHV�D�ODUJH�QXPEHU�RI�SURMHFWV�ZHUH�ILQDOL]HG�RQ�WKH�EDVLV�RI�XQVROLFLWHG�SURSRVDOV�ZLWKRXW�WUDQVSDUHQW�,&%��DQG�WKH�SULFHV�RI�HOHFWULFLW\�DJUHHG�LQ�PDQ\�FDVHV�ZHUH�KLJKHU�WKDQ�WKH�DYRLGHG�JHQHUDWLRQ�FRVWV�RI�WKH�XWLOLW\�DQG�VRPHWLPHV�HYHQ�H[FHHGHG�WKH�DYHUDJH�HQG�XVHU�WDULIIV��,Q�PDQ\�SULYDWH�SRZHU�SURMHFWV��D�VWDWH�RZQHG�HOHFWULFLW\�XWLOLW\�DFWHG�DV�WKH�VLQJOH�EX\HU�RQ�WKH�EDVLV�RI�D�ORQJ�WHUP�WDNH�RU�SD\�FRQWUDFW�IRU�WKH�IXOO�RXWSXW�LQ�WHUPV�RI�WKH�FDSDFLW\��0:��DQG�HQHUJ\��JLJDZDWW�KRXUV���DQG�WKH�WUDQVDFWLRQ�ZDV�FRYHUHG�E\�VRPH�IRUP�RI�JRYHUQPHQW�DVVXUDQFH�RI�WKH�XWLOLW\©V�SD\PHQW�REOLJDWLRQV��JRYHUQPHQWV�RU�WKHLU�DJHQFLHV�SURYLGHG�JXDUDQWHHV�WR�SURMHFWV�WR�FRYHU�YDULRXV�ULVNV�VXFK�DV�GLVSDWFK�ULVN��PDUNHW�ULVN��SD\PHQW�ULVN��DQG�H[FKDQJH�UDWH�ULVN��$OVR��SURMHFWV�ZHUH�SURYLGHG�ZLWK�DVVXUHG�UHWXUQV��$�QHW�RXWFRPH�RI�WKLV�ULJLGLW\�RI�KLJKHU�SULFHG�FRQWUDFWV�KDV�EHHQ�WKDW�PDQ\�RI�WKH�FRXQWULHV�QHHG�WR�VXEVWDQWLDOO\�LQFUHDVH�FRQVXPHU�WDULIIV�WR�PDLQWDLQ�WKH�ILQDQFLDO�YLDELOLW\�RI�WKHLU�SRZHU�XWLOLWLHV�§
7KH�DERYH�FRQFOXVLRQV�DUH�VXSSRUWHG�E\�DQRWKHU�VWXG\��*UD\�DQG�6FKXVWHU���������ZKLFK�WUDFHG�WKH�LPSDFW�RI�WKH�(DVW�$VLDQ�FULVLV�RQ�WKH�SRZHU�VHFWRU�LQ�,QGRQHVLD��0DOD\VLD��WKH�3KLOLSSLQHV��DQG�7KDLODQG��7KH�IRXU�FRXQWULHV�FRQFOXGHG�VHYHUDO�%27V��ZKLOH�UHWDLQLQJ�YHUWLFDOO\�LQWHJUDWHG�SXEOLF�XWLOLWLHV�WKDW�DFW�DV�WKH�FRXQWU\¶V�VLQJOH�EX\HU��7KH�VWXG\�ILQGV�YDULDWLRQV�DPRQJ�WKHVH�FRXQWULHV��EXW�EURDGO\�FRQFOXGHV�WKDW�WKH�FULVLV�OHG�WR�LQFUHDVHG�FRVW�RI�
�� 2XWVLGH�WKH�HOHFWULFLW\�VHFWRU��*DODO�DQG�1XU\DO��������DVVHVVHG�WKH�UHJXODWRU\�UHIRUPV�LQ�WKH�WHOHFRP�VHFWRU�RI���GHYHORSLQJ�FRXQWULHV��7KH\�FRQFOXGHG�WKDW�FRXQWULHV��ZKLFK�UHVROYHG�WKH�UHJXODWRU\�SUREOHPV�LGHQWLILHG�LQ�WKLV�SDSHU��GLG�EHWWHU�WKDQ�FRXQWULHV��ZKLFK�IDLOHG�WR�GR�VR���&KLOH�ZDV�WKH�PRVW�VXFFHVVIXO��ZKLOH�WKH�3KLOLSSLQHV�ZDV�WKH�OHDVW�VXFFHVVIXO��
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SRZHU��HQKDQFHG�WKH�WKUHDWV�RI�FRQWUDFW�GHIDXOW��DQG�FRQWULEXWHG�WR�FRQWUDFWLRQ�LQ�WKH�PDUNHW�IRU�SULYDWH�SRZHU�,Q�VKRUW� ERWK�WKH�DQDO\WLFDO�DUJXPHQWV�DV�ZHOO�DV�DYDLODEOH�HYLGHQFH�VXJJHVW�WKDW�FRXQWULHV�DUH�EHWWHU�RII�DGRSWLQJ�VHFWRU�UHIRUPV�UDWKHU�WKDQ�%27V��$GRSWLQJ�WKH�ZURQJ�DSSURDFK�FRXOG�OHDG�WR�VLJQLILFDQW�FRVW�WR�VRFLHW\��HVSHFLDOO\�ZKHUH�IRUHLJQ�FDSLWDO�LV�LQYROYHG��� ,W�LV�WKHUHIRUH�LPSRUWDQW�WR�DVN�ZKHWKHU�WKH�DERYH�ILQGLQJV�KDYH�EHHQ�LQFRUSRUDWHG�LQ�WKH�UHIRUPV�RI�WKH�HOHFWULFLW\�VHFWRU�LQ�WKH�0(1$�UHJLRQ�
,9��5HIRUPV�RI�(OHFWULFLW\�LQ�(J\SW��-RUGDQ��0RURFFR�DQG�6\ULD
7KH�OLPLWHG�SULYDWH�LQYHVWPHQW�LQ�WKH�0LGGOH(DVW�DQG�1RUWK�$IULFD�FRPSDUHG�ZLWK�/DWLQ�$PHULFD�DQG�(DVW�$VLD��QRWHG�DERYH��FDQ�EH�DWWULEXWHG�DW�OHDVW�LQ�SDUW�WR�WKH�SDWWHUQ�DQG�QDWXUH�RI�WKH�UHIRUPV�DGRSWHG�WR�GDWH�LQ�WKH�HOHFWULFLW\�VHFWRU�LQ�WKH�UHJLRQ��7KLV�VHFWLRQ�ILUVW�GRFXPHQWV�WKH�UHIRUPV�LQ�D�VDPSOH�RI�IRXU�$UDE�FRXQWULHV��(J\SW��-RUGDQ��0RURFFR��DQG�6\ULD��1H[W��WKHVH�UHIRUPV�DUH�DVVHVVHG�DJDLQVW�UHFRPPHQGHG�UHIRUPV�LQ�WKLV�SDSHU�
5HYHDOHG�3UHIHUHQFHV7DEOH���VXPPDUL]HV�WKH�UHIRUPV�XQGHUWDNHQ�LQ�WKH�VDPSOH�FRXQWULHV�WR�GDWH��&RPSDUDWLYHO\��WKH�IRXU�FRXQWULHV�GLIIHU�VLJQLILFDQWO\�LQ�KRZ�PXFK�SURJUHVV�WKH\�KDYH�PDGH�DQG�LQ�WKH�DSSURDFK�WKH\�IROORZHG��7KH�FRQWUDVW�LV�VKDUSHVW�EHWZHHQ�-RUGDQ�DQG�6\ULD��,Q�-RUGDQ��UHIRUPV�ZHUH�VWDUWHG�LQ�������ZKHQ�WKH�JRYHUQPHQW�GLYLGHG�WKH�SXEOLF�SRZHU�XWLOLW\�LQ�WZR�VWHSV�LQWR�LQGHSHQGHQW�FRPSDQLHV�IRU�JHQHUDWLRQ��&HQWUDO�(OHFWULFLW\�*HQHUDWLRQ�&RPSDQ\���WUDQVPLVVLRQ�DQG�GLVSDWFK��1DWLRQDO�(OHFWULF�3RZHU�&RPSDQ\���DQG�WZR�UHJLRQDO�GLVWULEXWLRQ�FRPSDQLHV��,'(&2�DQG�('(&2���,Q�������D�QHZ�HOHFWULFLW\�ODZ�ZDV�SDVVHG��HVWDEOLVKLQJ�D�UHJXODWRU\�FRPPLVVLRQ�ZLWK�WKH�PDQGDWH�RI�VHWWLQJ�WDULIIV��LVVXLQJ�OLFHQVHV��DQG�RYHUVHHLQJ�WKH�LPSOHPHQWDWLRQ�RI�RWKHU�UHJXODWRU\�SURYLVLRQV��3ULRU�WR�WKHVH�UHIRUPV��WKHUH�ZHUH�WZR�PDMRU�SULYDWH�GLVWULEXWLRQ�FRPSDQLHV��WKH�-RUGDQLDQ�(OHFWULF�3RZHU�&RPSDQ\�/WG��DQG�WKH�,UELG�'LVWULFW�(OHFWULF�3RZHU�&RPSDQ\���ZKLFK�RSHUDWHG�ZLWK�FRQFHVVLRQV�IRU�GHFDGHV��7KH�QH[W�VWHS�IRU�-RUGDQ�LV�WR�GHYLVH�DQG�FDUU\�RXW�DQ�DSSURSULDWH�SULYDWL]DWLRQ�VWUDWHJ\��UDWKHU�WKDQ�WKH�FRQFOXVLRQ�RI�D�%27�OLNH�WKH�RQH�EHLQJ�FRQVLGHUHG�IRU�$PPDQ�
�� 2QH�RI�WKH�SRLQWV�RIWHQ�QHJOHFWHG�LQ�WKH�GLVFXVVLRQ�RI�WKH�FRVWV�DQG�EHQHILWV�RI�DOWHUQDWLYH�SROLF\�RSWLRQV�LV�WKH�GLVWLQFWLRQ�EHWZHHQ�GRPHVWLF�DQG�IRUHLJQ�SULYDWH�VHFWRU��7KH�LPSRUWDQFH�RI�WKH�SRLQW�IROORZV�IURP�WKH�IDFW�WKDW�H[FHVVLYH�UHWXUQV�WR�QDWLRQDO�SULYDWH�VHFWRU�RQO\�PHDQV�D�UHGLVWULEXWLRQ�RI�LQFRPH�DQG�ZHDOWK��ZKHUHDV�H[FHVVLYH�UHWXUQV�WR�IRUHLJQ�FDSLWDO�VLPSO\�PHDQV�D�ORVV�RI�QDWLRQDO�ZHDOWK�DEURDG���
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7DEOH����5HIRUPV�RI�WKH�(OHFWULFLW\�6HFWRU�LQ�6HOHFWHG�$UDE�&RXQWULHV&RXQWU\ 8QEXQGOLQJ 5HJXODWRU\�UHJLPH 3ULYDWL]DWLRQ %27 5HPDUNV
-RUGDQ <HV <HV 1R 1R 0DMRU�UHIRUPV�XQGHUWDNHQ��EXW�WKH�SURFHVV�LV�LQFRPSOHWH0RURFFR 1R 1R <HV�1R <HV 5HIRUPV�QRW�ZHOO�GHVLJQHG��ZLWK�PDMRU�SURJUHVV�RQ�%27V(J\SW <HV <HV�1R 1R <HV 3URJUHVV�RQ�%27V�DV�ZHOO�DV�VHFWRU�UHIRUPV6\ULD 1R 1R 1R 1R 1R�UHIRUPV�LQ�VLJKW�\HW6RXUFH� %DVHG�RQ�LQIRUPDWLRQ�DERXW�WKLV�VDPSOH�RI�FRXQWULHV�IURP�0XOOHU��������DQG�D�UHYLHZ�RI�UHFHQW�UHIRUPV�LQ�(J\SW�
&RPSDUHG�ZLWK�-RUGDQ��6\ULD�H[KLELWV�DOO�WKH�SUH�UHIRUP�IHDWXUHV�RI�GHYHORSLQJ�FRXQWULHV��1DPHO\��WKH�JRYHUQPHQW�RZQV��PDQDJHV�DQG�UHJXODWHV�D�YHUWLFDOO\�LQWHJUDWHG�SXEOLF�PRQRSRO\��7KH�UHJXODWRU\�IUDPHZRUN�LV�QRW�EDVHG�RQ�WKH�SULQFLSOHV�RI�WKH�VHSDUDWLRQ�RI�RSHUDWLRQ�IURP�UHJXODWLRQ��LQFHQWLYH�FRPSDWLEOH�VFKHPHV��DQG�FRPSHWLWLRQ�ZKHUH�SRVVLEOH��7DULIIV�DUH�EHORZ�HFRQRPLF�FRVWV�DQG�LQYROYH�VXEVWDQWLDO�FURVV�VXEVLGL]DWLRQ��(IILFLHQF\�LV�ORZ�DQG�SULYDWH�SDUWLFLSDWLRQ�LV�QRQ�H[LVWHQW��,Q�VKRUW��WKH�UHIRUP�SURFHVV�KDV�\HW�WR�EHJLQ�7KH�GLVWLQFWLRQ�EHWZHHQ�(J\SW�DQG�0RURFFR�LV�QRW�DV�VKDUS�DV�WKDW�EHWZHHQ�-RUGDQ�DQG�6\ULD��%RWK�FRXQWULHV�KDYH�UHOLHG�SULPDULO\�RQ�%27V�WR�UHOHDVH�WKH�UHVRXUFH�FRQVWUDLQW�IDFLQJ�WKH�JRYHUQPHQW��+RZHYHU��WKH�WZR�FRXQWULHV�GLIIHU�LQ�WZR�LPSRUWDQW�ZD\V��)LUVW��(J\SW�PDGH�PRUH�SURJUHVV�RQ�VHFWRU�UHIRUPV�WKDQ�0RURFFR��6HFRQG��0RURFFR�KDV�JRQH�PXFK�IXUWKHU�WKDQ�(J\SW�LQ�FRQFOXGLQJ�%27V�5HIRUPV�LQ�(J\SW�EHJDQ�LQ�������ZKHQ�D QHZ�ODZ�ZDV�SDVVHG�DOORZLQJ�SULYDWH�VHFWRU�SDUWLFLSDWLRQ��ZKLOH�WUDQVIHUULQJ�WKH�HLJKW�SXEOLF�GLVWULEXWLRQ�FRPSDQLHV�IURP�WKH�0LQLVWU\�RI�3XEOLF�(QWHUSULVHV�WR�WKH�(J\SWLDQ�(OHFWULFLW\�$XWKRULW\��(($���7KH�UHVWUXFWXULQJ�OHG�WR�WKH�FUHDWLRQ�RI�VHYHQ�UHJLRQDOO\�LQWHJUDWHG�JHQHUDWLRQ�DQG�GLVWULEXWLRQ�FRPSDQLHV��7UDQVPLVVLRQ�LV�OHIW�WR�WKH�(($��DORQJ�ZLWK�WKH�UHVSRQVLELOLW\�RI�DFWLQJ�DV�WKH�ZKROHVDOH�SXUFKDVHU�RI�HOHFWULFLW\�IURP�DOO�,33V�DQG�WKH�VROH�VHOOHU�WR�WKH�VHYHQ�UHJLRQDO�SRZHU�FRPSDQLHV��� :LWK�WKHVH�UHIRUPV��(J\SW�KDV�HIIHFWLYHO\�PRYHG�WRZDUG�EXQGOLQJ�UDWKHU�WKDQ�XQEXQGOLQJ�WKH�VHFWRU��7KLV�VLWXDWLRQ�ZDV�UHFWLILHG�LQ�0DUFK�������ZLWK�WKH�GHFLVLRQ�WR�FUHDWH�ILYH�JHQHUDWLQJ�FRPSDQLHV��VHYHQ�GLVWULEXWLRQ�FRPSDQLHV�DQG�RQH�WUDQVPLVVLRQ�FRPSDQ\��$OWKRXJK�WKH�QHZO\�FUHDWHG�FRPSDQLHV�VWLOO�EHORQJ�WR�WKH�((+&��WKHLU�OHJDO�LQGHSHQGHQFH�ZLOO�PDNH�LW�HDVLHU�WR�LQWURGXFH�FRPSHWLWLRQ�DQG�SULYDWL]DWLRQ�GRZQ�WKH�URDG��

�� (($�ZDV�FRQYHUWHG�LQWR�D�KROGLQJ�FRPSDQ\�LQ�-XO\������DQG�UHQDPHG�WKH�(J\SWLDQ�(OHFWULFLW\�+ROGLQJ�&RPSDQ\��((+&��
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'HWHUPLQHG�WR�IXQG�WKH�EXON�RI�QHZ�JHQHUDWLRQ�FDSDFLW\�E\�WKH�SULYDWH�VHFWRU��WKH�JRYHUQPHQW�DZDUGHG�LWV�ILUVW�%27�LQ�)HEUXDU\�������7KH�SDFNDJH�RI�WKH�6LGL�.ULU�SRZHU�SODQW�FRPSULVHG�VHYHUDO�DJUHHPHQWV��LQFOXGLQJ�D�SRZHU�SXUFKDVLQJ�DJUHHPHQW��D�IXHO�VXSSO\�DJUHHPHQW��DQG�D�&HQWUDO�%DQN�JXDUDQWHH��:LWK�LQYHVWPHQW�RI�DURXQG������PLOOLRQ��WKH�SURMHFW�ZLOO�JHQHUDWH�����0:��7KH�ELGGLQJ�SURFHVV�ZDV�WUDQVSDUHQW��LQYROYLQJ���ELGGHUV��7KH�ZLQQLQJ�ELG�ZDV�IRU�����F�N:K��ZKLFK�LV�YHU\�ORZ�E\�LQWHUQDWLRQDO�VWDQGDUGV��� 7KH�VXFFHVV�RI�WKH�GHDO�SURPSWHG�WKH�(($�WR�FRQFOXGH�WZR�PRUH�����0:�%27V�LQ�6XH]�DQG�3RUW�6DLG��2WKHU�WHQGHUV�DUH�XQGHUZD\��LQ�ZKLFK�WKH�JRYHUQPHQW�ZLOO�QRW�FDUU\�WKH�H[FKDQJH�UDWH�ULVN�,Q�D�GHSDUWXUH�IURP�FRQYHQWLRQDO�ZLVGRP��WKH�(($�FRQVLGHUHG�VHOOLQJ�VRPH��RU�SDUWV�RI�WKH�HOHFWULFLW\�GLVWULEXWLRQ�FRPSDQLHV�EHIRUH�WKH�DGRSWLRQ�RI�D�QHZ�UHJXODWRU\�UHJLPH�DQG�XQEXQGOLQJ��+RZHYHU��WKH�SULYDWL]DWLRQ�LQLWLDWLYH�IDOWHUHG�DZD\�LQ�������7KH�DEVHQFH�RI�WKH�UHJXODWRU\�IUDPHZRUN��ODFN�RI�LQWHUHVW�RQ�WKH�SDUW�RI�DQFKRU�LQYHVWRUV��DQG�HFRQRPLF�VORZGRZQ�PD\�KDYH�OHG�WR�WKLV�RXWFRPH��3HUKDSV�DV�D�UHVXOW��WKH�JRYHUQPHQW�KDV�VLQFH�FUHDWHGD�UHJXODWRU\�ERG\��/DZ������������ZLWK�WKH�EURDG�PDQGDWH�RI�SURWHFWLQJ�WKH�FRQVXPHUV�DQG�SURGXFHUV��7KH�QH[W�VWHS�IRU�(J\SW�LV�WR�DGRSW�D�QHZ�VHW�RI�H[SOLFLW�UHJXODWRU\�UXOHV�UHJDUGLQJ�FRPSHWLWLRQ��RSHUDWLRQ��SULFLQJ�DQG�HQWU\��IROORZHG�E\�SULYDWL]DWLRQ��2WKHUZLVH��WKH�UROH�RI�WKH�UHJXODWRU\�DJHQF\�ZLOO�EH�OLPLWHG�DQG�%27V�ZLOO�UHPDLQ�WKH�NH\�LQVWUXPHQW�IRU�DWWUDFWLQJ�SULYDWH�FDSLWDO�/LNH�WKH�(($��0RURFFR¶V�2IILFH�1DWLRQDOH�GH�/¶(OHFWULFLWH��21(��RSHUDWHV�DV�D�YHUWLFDOO\�LQWHJUDWHG��VWDWH�RZQHG�PRQRSRO\��,W�FRQWUROV�WKH�WUDQVPLVVLRQ�QHWZRUN�DQG�DFWV�DV�WKH�VROH�SXUFKDVHU�DQG�VHOOHU�RI�ZKROHVDOH�SRZHU�IURP�,33V�WR�GLIIHUHQW�UHJLRQV�RI�WKH�FRXQWU\��,Q�DGGLWLRQ��21(�KDV�WKH�ULJKW�WR�RZQ�DOO�DVVHWV�RI�HOHFWULFLW\�JHQHUDWLRQ�DERYH����0:�LQ�0RURFFR��$V�VXFK��,33V�EDVLFDOO\�DPRXQW�WR�VXEFRQWUDFWLQJ�LQYHVWPHQW�DQG�PDQDJHPHQW�WR�WKH�SULYDWH�VHFWRU��0RURFFR�KDV�QR�LQGHSHQGHQW�UHJXODWRU��QRU�DQ\�PDUNHW�FRPSHWLWLRQ�WR�VSHDN�RI�:KLOH�VKRUW�RQ�VHFWRU�UHIRUP��0RURFFR�ZDV�DEOH�WR�PRELOL]H�VLJQLILFDQW�SULYDWH�FDSLWDO�LQWR�WKH�HOHFWULFLW\�VHFWRU�WKURXJK�,33V��7KH�ILUVW��LQ�������DQG�PRVW�LPSRUWDQW�RI�WKHVH�LV�WKH�-RUI�/DVIDU�%27��7KLV����\HDU�SURMHFW�FRVWV�DERXW������ELOOLRQ��DQG�JHQHUDWHV�������0:���,W�LQYROYHV�WKH�HVWDEOLVKPHQW�RI�JHQHUDWLQJ�XQLWV�RI�����0:��DV�ZHOO�DV�WKHSULYDWL]DWLRQ�RI�WZR�

�� 7KH�ORZ�SULFH�RI�HOHFWULFLW\�FDQ�EH�WUDFHG�DW�OHDVW�LQ�SDUW�WR�D�JRYHUQPHQW�DJUHHPHQW�WR�VHOO�IXHO�WR�WKH�,33�DW�UHODWLYHO\�ORZ�FRVW��
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$VVHVVPHQW0RWLYDWHG�E\�WKH�QHHG�WR�PHHW�JURZLQJ�GHPDQG�LQ�WKH�UHJLRQ��(J\SW��-RUGDQ�DQG�0RURFFR�KDYH�LQLWLDWHG�UHIRUPV�LQ�WKH�HOHFWULFLW\�VHFWRU��7KHVH�UHIRUPV�KDYH�LQFUHDVHG�SULYDWH�LQYHVWPHQW��ZKLFK�IRU�0RURFFR�UHDFKHG�ELOOLRQV��+RZHYHU��DVLGH�IURP�6\ULD�ZKHUH�UHIRUPV�KDYH�QRW�EHHQ�LQLWLDWHG�\HW��WKHVH�UHIRUPV�VXIIHU�IURP�D�QXPEHU�RI�VLJQLILFDQW�VKRUWFRPLQJV�7KH�PRVW�LPSRUWDQW�RI�WKHVH�LV�WKH�FKRLFH�RI�VWUDWHJ\��2QO\�-RUGDQ�KDV�DGRSWHG�DQ�DSSURSULDWH�SDFNDJH�RI�UHIRUPV��LQFOXGLQJ�XQEXQGOLQJ��D�PRGHUQ�UHJXODWRU\�UHJLPH��ZLWK�SULYDWL]DWLRQ�DV�WKH�QH[W�VWHS��0RURFFR�DQG�(J\SW��RQ�WKH�RWKHU�KDQG��KDYH�RSWHG�IRU�%27V��,W�LV�WUXH�WKDW�(J\SW�KDV�VLPXOWDQHRXVO\�LQLWLDWHG�UHIRUPV�DW�WKH�VHFWRUDO�OHYHO��EXW�WKHVH�UHIRUPV�ODFNHG�VXIILFLHQW�HPSKDVLV�RQ�FRPSHWLWLRQ��LQFHQWLYH�FRPSDWLEOH�UHJXODWRU\�UXOHV��DQG�ORZ�FRVW�FRPPLWPHQWV�7KH�VHFRQG�VKRUWFRPLQJ�KDV�WR�GR�ZLWK�WKH�VHTXHQFLQJ�RI�UHIRUP��,Q�SDUWLFXODU��0RURFFR�DQG��WR�D�OHVVHU�GHJUHH��(J\SW�GLG�QRW�IROORZ�EHVW�SUDFWLFH��VWDUWLQJ�ZLWK�XQEXQGOLQJ��D�ZHOO�DUWLFXODWHG�UHJXODWRU\�UHJLPH��DQG�HQGLQJ�ZLWK�SULYDWL]DWLRQ��7KH�FRVW�RI�LQDSSURSULDWH�VHTXHQFLQJ�LQ�(J\SW�LV�OLNHO\�WR�EH�ORZHU�WKDQ�WKDW�RI�0RURFFR��JLYHQ�WKDW�(J\SW�KDV�RQO\�FRQFOXGHG�D�IHZ�%27�SURMHFWV�DQG�KDV�UHFHQWO\�LQLWLDWHG�VHFWRU�UHIRUPV��LQFOXGLQJ�XQEXQGOLQJ�DQG�FUHDWLQJ�D�UHJXODWRU\�ERG\��,Q�0RURFFR��FRUUHFWLYH�DFWLRQ�LV�GLIILFXOW�EHFDXVH�VHYHUDO�%27V�KDYH�EHHQ�FRQFOXGHG��([DFHUEDWLQJ�WKLV�SUREOHP�IXUWKHU�LV�WKH�IDFW�WKDW�WKHVH�SURMHFWV�DUH�ODUJH�LQ�VL]H��FRPSOH[�LQ�QDWXUH�DQG�ORQJHU�LQ�GXUDWLRQ�WKDQ�%27V�HOVHZKHUH��,I�DQG�ZKHQ�VHFWRU�UHIRUPV�DUH�LQLWLDWHG��LW�ZLOO�WDNH�WLPH�WR�SXW�WKHP�LQWR�HIIHFW�7KLUG��HYHQ�ZKHUH�VHFWRU�UHIRUPV�ZHUH�LQWURGXFHG��DV�LQ�-RUGDQ�DQG�PRUH�UHFHQWO\�LQ�(J\SW���WKHLU�GHWDLOV�PD\�QRW�KDYH�EHHQ�FRQGXFLYH�WR�HIILFLHQF\�DQG�UHQW�H[WUDFWLRQ��'HWDLOHG�DQG�FDUHIXO�DQDO\VLV�RI�WKHVH�UHJXODWRU\�UHJLPHV�LV�ZDUUDQWHG��WR�H[SORUH�WKH�YDOLGLW\�RI�WKLV�
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9��&RQFOXGLQJ�5HPDUNV
2QH�RI�WKH�DGYDQWDJHV�RI�ODJJLQJ�EHKLQG�LQ�WKH�UHIRUP�SURFHVV�LV�WKDW�LW�LV�SRVVLEOH�WR�OHDUQ�IURP�WKH�PLVWDNHV�RI�RWKHUV��0RVW�$UDE�FRXQWULHV�DUH�LQ�WKDW�SRVLWLRQ��7KH\�KDYH�WKH�RSSRUWXQLW\�WR�FDSLWDOL]H�RQ�WKH�OHVVRQV�OHDUQHG�IURP�RWKHU�FRXQWULHV�WR�HQVXUH�WKDW�WKH�SRZHU�VHFWRU�LV�JURZLQJ�VXIILFLHQWO\�WR�PHHW�GHPDQG��DW�WKH�OHDVW�FRVW�WR�VRFLHW\��ZKLOH�SURWHFWLQJ�WKH�LQWHUHVWV�RI�WKH�FRQVXPHUV��3URYLGHG�WKDW�WKH\�KDYH�PDGH�D�FKRLFH�LQ�WHUPV�RI�HQJDJLQJ�WKH�SULYDWH�VHFWRU�LQ�WKH�SURYLVLRQ�RI�HOHFWULFLW\��WKH�DQDO\VLV�RI�WKLV�SDSHU�VXJJHVWV��x $EDQGRQLQJ�WKH�VWUDWHJ\�RI�UHO\LQJ�RQ�%27V�DQG�DGRSWLQJ�D�VHFWRU�UHIRUP�VWUDWHJ\��7KH�EHQHILWV�IURP�VHFWRU�UHIRUPV�PD\�QRW�EH�LPPHGLDWH��EXW�WKH\�DUH�OLNHO\�WR�EH�ODUJHU�DQG�PRUH�VXVWDLQDEOH�x $GRSWLQJ�D�VHTXHQFH�RI�UHIRUPV�WKDW�EHJLQV�ZLWK�XQEXQGOLQJ�WKH�HOHFWULFLW\�VHFWRU�LQWR�JHQHUDWLRQ��WUDQVPLVVLRQ�DQG�GLVWULEXWLRQ��IROORZHG�E\�LVVXLQJ�D�QHZ�UHJXODWRU\�UHJLPH��DQG�WKHQ�SULYDWL]DWLRQ��7KH�ZURQJ�VHTXHQFH�LV�FRVWO\�WR�VRFLHW\�DQG�FRXOG�GHOD\�DQG�HYHQ�SUHFOXGH�V\VWHPLF�UHIRUPV�ODWHU�x 3D\LQJ�DWWHQWLRQ�WR�WKH�GHWDLOV�RI�WKH�UHJXODWRU\�UHJLPHV�WR�HQVXUH�WKDW�WKH\�FRPSULVH�DV�PXFK�FRPSHWLWLRQ�DV�SRVVLEOH��FRPSDWLEOH�LQFHQWLYHV�ZLWK�WKH�LQWHUHVWV�RI�WKH�SULYDWH�VHFWRU�DQG�FRQVXPHUV��DQG�ORZ�FRVW�RI�PDNLQJ�FUHGLEOH�FRPPLWPHQW�DJDLQVW�RSSRUWXQLVWLF�EHKDYLRU��,QDSSURSULDWH GHVLJQ�DQG�WRR�PXFK�GLVFUHWLRQ�GHIHDW�PDQ\�RI�WKH�SXUSRVHV�RI�UHIRUP�
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2I�FRXUVH�QRW�DOO�FRXQWULHV�FDQ�DIIRUG�WR�IROORZ�WKH�UHFRPPHQGHG�VHTXHQFH�RI�UHIRUPV��,Q�VRPH�FDVHV��WKH�SUHVVLQJ�QHHGV�IRU�JHQHUDWLRQ�FDSDFLW\�GLFWDWH�FRQFOXGLQJ�%27V�XQWLO�VHFWRU�UHIRUPV�DUH�SXW LQ�SODFH��%XW�HYHQ�WKHQ��LW�LV�LPSRUWDQW�WR�NHHS�LQ�PLQG�WKDW�VLJQLILFDQW�DQG�ODVWLQJ�EHQHILWV�DUH�RQO\�OLNHO\�WR�IROORZ�IURP�VHFWRU�UHIRUPV�UDWKHU�WKDQ�%27V��7KH�VRRQHU�WKHVH�UHIRUPV�DUH�LQLWLDWHG�WKH�EHWWHU�

�� 5HFDOO�WKH�UHFHQW�SRZHU�VKRUWDJH�GHEDFOH�LQ�&DOLIRUQLD�DQG�%UD]LO�
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%LEOLRJUDSK\
$VLDQ�'HYHORSPHQW�%DQN���������³(QHUJ\�������5HYLHZ�RI�KH�(QHUJ\�3ROLF\�RI�WKH�$VLDQ'HYHORSPHQW�%DQN�´�KWWS���ZZZ�DGE�RUJ�'RFXPHQWV�3ROFLHV�(QHUJ\�GHIDXOW�DVS
%DURQ��'DYLG����������5HJXODWLRQ�DQG�/HJLVODWLYH�&KRLFH���5$1'�-RXUQDO�RI�(FRQRPLFV����������������
%DURQ��'DYLG��DQG�'DYLG�%HVDQNR����������&RPPLWPHQW�DQG�)DLUQHVV�LQ�D�'\QDPLF�5HJXODWRU\�5HODWLRQVKLS���7KH�5HYLHZ�RI�(FRQRPLF�6WXGLHV��������������
%HVDQNR��'DYLG��DQG�'DYLG�6DSSLQJWRQ���������'HVLJQLQJ�5HJXODWRU\�3ROLF\�ZLWK�/LPLWHG,QIRUPDWLRQ��1HZ�<RUN��+DUZRRG�$FDGHPLF�3XEOLVKHUV�
&DLOODXG��%���5��*XHVQHULH��3��5H\��DQG�-��7LUROH����������*RYHUQPHQW�LQWHUYHQWLRQ�LQ�3URGXFWLRQ�DQG�,QFHQWLYHV�7KHRU\��$�5HYLHZ�RI�5HFHQW�&RQWULEXWLRQV���5$1'�-RXUQDO�RI�(FRQRPLFV�����������
&KLVDUL��2PDU��$QWRQLR�(VWDFKH��DQG�&DUORV�5RPHUR��XQGDWHG���³:LQQHUV�DQG�/RVHUV�IURP�8WLOLW\�3ULYDWL]DWLRQ�LQ�$UJHQWLQD��/HVVRQV�IURP�D�*HQHUDO�(TXLOLEULXP�0RGHO�´�:DVKLQJWRQ��:RUOG�%DQN��PDQXVFULSW��SURFHVVHG��
*DODO��$KPHG�DQG�%KDUDW�1XU\DO����������5HJXODWLRQ�DQG�&RPPLWPHQW�LQ�WKH�'HYHORSPHQW�RI�7HOHFRP�LQ�'HYHORSLQJ�&RXQWULHV�´ 3ROLF\�5HVHDUFK�:RUNLQJ�3DSHU�������3ROLF\5HVHDUFK�'HSDUWPHQW��7KH�:RUOG�%DQN��:DVKLQJWRQ��'�&�
*DODO��$KPHG��/HUR\�-RQHV��3DQNDM�7DQGRQ�DQG�,QJR�9RJHOVDQJ���������:HOIDUH�&RQVHTXHQFHV�RI�6HOOLQJ�3XEOLF�(QWHUSULVHV��$Q�(PSLULFDO�$QDO\VLV��2[IRUG�8QLYHUVLW\�3UHVV�
*UD\��'DYLG��5��DQG�-RKQ�6FKXVWHU���������³7KH�(DVW�$VLDQ�)LQDQFLDO�&ULVLV�)DOORXW�IRU�3ULYDWH�3RZHU�3URMHFWV�´�3ULYDWH�6HFWRU��1RWH�1R������
*URVVPDQ��6WDQIRUG��DQG�2OLYHU�+DUW�����������$Q�$QDO\VLV�RI�WKH�3ULQFLSDO�$JHQW�3UREOHP��(FRQRPHWULFD�����������
+DUW��2OLYHU��DQG�%HQJW�+ROPVWURP����������7KH�7KHRU\�RI�&RQWUDFWV���,Q�%HZOH\��7���HG��$GYDQFHV�LQ�(FRQRPLF�7KHRU\��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�
/DIIRQW��-�-���DQG�-��7LUROH ������� $�7KHRU\�RI�,QFHQWLYHV�LQ�3URFXUHPHQW�DQG�5HJXODWLRQ�&DPEULGJH��0,7�3UHVV�
/DIIRQW��-�-�����������,QVWLWXWLRQV��5HJXODWLRQ�DQG�'HYHORSPHQW��'LVWLQJXLVKHG�/HFWXUH�6HULHV������&DLUR��7KH�(J\SWLDQ�&HQWHU�IRU�(FRQRPLF�6WXGLHV�
/HY\��%ULDQ��DQG�3DEOR�6SLOOHU��HGV����������5HJXODWLRQ��,QVWLWXWLRQV��DQG�&RPPLWPHQW�&RPSDUDWLYH�6WXGLHV�7HOHFRPPXQLFDWLRQV��&DPEULGJH��&DPEULGJH�8QLYHUVLW\�3UHVV�



(&(6�:3���*DODO�1RYHPEHU� ����
0XOOHU�-DQWVFK��'DQLHO���������³7KH�'HYHORSPHQW�RI�(OHFWULFLW\�0DUNHWV�LQ�WKH�(XUR�0HGLWHUUDQHDQ�$UHD��7UHQGV�DQG�3URVSHFWV�IRU�/LEHUDOL]DWLRQ�DQG�5HJLRQDO�,QWHJUDWLRQ�´�:RUOG�%DQN��7HFKQLFDO�3DSHU�1R�����
:LOOLDPVRQ��2OLYHU����������7UDQVDFWLRQ�&RVW�(FRQRPLFV���,Q�5LFKDUG�6FKPDOHQVHH�DQG�5REHUW�:LOOLJ��HGV���+DQGERRN�RI�,QGXVWULDO�2UJDQL]DWLRQ��$PVWHUGDP� 1RUWK�+ROODQG�
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