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��0RWLYDWLRQ

2Q� WKH�YHUJH�RI� WKH�QHZ�PLOOHQQLXP�� WKH�5XVVLDQ� HFRQRP\� IDFHV� D� VHW� RI� DG�
YHUVH�FRQGLWLRQV��/RRNLQJ�EDFN�WR�D�GHFDGH�RI�IDLOHG� WUDQVIRUPDWLRQ�FKDUDFWHU�
L]HG�E\�DQ�DOPRVW�FRQVWDQW�GHWHULRUDWLRQ�RI�JURVV�GRPHVWLF�SURGXFW� �*'3��� DQ
HYHQ� JUHDWHU� IDOO� RI� LQYHVWPHQW�� DQG� D� VXEVWDQWLDO� GHFOLQH� LQ� OLYLQJ� VWDQGDUGV�
SURVSHFWV�IRU�VXVWDLQHG�HFRQRPLF�UHFRYHU\�ORRN�GLP��$OWKRXJK�WKH�GHYDOXDWLRQ
RI�WKH�UXEOH�WKDW�DFFRPSDQLHG�WKH�ILQDQFLDO�FULVLV�RI�������FRXSOHG�ZLWK�DQ�LQ�
FUHDVH� LQ�ZRUOG� FRPPRGLW\� SULFHV�� KDV� LPSURYHG� WKH� SULFH� FRPSHWLWLYHQHVV� RI
ILUPV� DQG� KDV� WKXV� FRQWULEXWHG� WR� D� UHFRYHU\� LQ� LQGXVWULDO� RXWSXW� DQG� LQYHVW�
PHQW���LQVWLWXWLRQDO�UHIRUPV�KDYH�QRW�EHHQ�SXVKHG�DKHDG�GHFLVLYHO\�DV�\HW��7KLV
LV�RQH�UHDVRQ�IRU�WKH�IDFW�WKDW�FDSLWDO�IOLJKW�UHPDLQV�SUHYDOHQW��$W�WKH�VDPH�WLPH�
5XVVLD�KDV�YLUWXDOO\� ORVW� DFFHVV� WR� LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�DIWHU� WKH�FULVLV
EHFDXVH�RI�LWV�GHIDXOW�RQ�SDUWV�RI�LWV�IRUHLJQ�GHEW�DQG�EHFDXVH�RI�D�ZRUVHQLQJ�RI
PRVW�RI�LWV�WUDGLWLRQDO�GHEW�LQGLFDWRUV��0DLQO\��5XVVLD¶V�IRUHLJQ�GHEW�SUREOHP�LV
D�ILVFDO�RQH��+RZHYHU��UHJDLQLQJ�DFFHVV�WR�IRUHLJQ�FDSLWDO�PDUNHWV�LV�D�NH\�LVVXH
IRU�WKH�5XVVLDQ�HFRQRP\�DV�D�ZKROH�

7KLV�LV�WKH�VHWWLQJ�LQ�ZKLFK�WKH�RQ�JRLQJ�QHJRWLDWLRQV�RI�5XVVLD�ZLWK�LWV�IRU�
HLJQ�FUHGLWRUV� WDNH�SODFH��$OWKRXJK�� LQ�$XJXVW������� WKH� VRYHUHLJQ�GHEWRUV� RI
WKH�3DULV�&OXE�DJUHHG�RQ�DQ�LQWHULP�VROXWLRQ�ZKLFK�IRUHVHHV�D�TXLWH�VXEVWDQWLDO
GHEW�UHVWUXFWXULQJ��D�ILQDO�DJUHHPHQW�LV�VWLOO�SHQGLQJ��,Q�)HEUXDU\�������5XVVLD
DQG�LWV�SULYDWH��/RQGRQ�&OXE�FUHGLWRUV�HYHQWXDOO\�UHDFKHG�DQ�DJUHHPHQW�WR�ZULWH
GRZQ�DERXW����SHUFHQW�RI�5XVVLD¶V�GHEW�LQKHULWHG�IURP�6RYLHW�WLPHV��'HEW�UHOLHI
JUDQWHG�E\�WKH�3DULV�&OXE�ZDV�VWLOO�XQGHU�GLVFXVVLRQ�DW�WKH�WLPH�RI�ZULWLQJ�

7KLV� SDSHU� GLVFXVVHV� XQGHU�ZKLFK� FRQGLWLRQV� GHEW� UHOLHI� ZLOO� EH� VXFFHVVIXO�
7KH�UHVWUXFWXULQJ�RI�5XVVLD¶V�IRUHLJQ�GHEW�LV��RI�FRXUVH��QRW�XQSUHFHGHQWHG��)RU
5XVVLD� LWVHOI�� FUHGLWRUV� KDYH� HDUOLHU� RQ� DJUHHG� WR� UHVFKHGXOH� 6RYLHW�HUD� GHEW�
/LNHZLVH�� GHEW� UHVWUXFWXULQJ�KDV� EHHQ� DQ� LVVXH� IRU�PDQ\�GHYHORSLQJ� FRXQWULHV
DQG� HPHUJLQJ� PDUNHWV�� QRWDEO\� LQ� /DWLQ� $PHULFD��� $W� D� ULVN� RI� RYHU�
JHQHUDOL]LQJ��VRPH�OHVVRQV�FDQ�EH�GUDZQ�IURP�WKHVH�HDUOLHU�H[SHULHQFHV��2Q�WKH
ERUURZHU
V� VLGH�� VXFFHVVIXO� ILVFDO� DGMXVWPHQW� ZDV� SHUKDSV� WKH� PRVW� HVVHQWLDO
BBBBBBBBBBBBBBB

� )RU� D� UHYLHZ�RI� UHFHQW� HFRQRPLF�GHYHORSPHQWV� LQ�5XVVLD� VHH�5XVVLDQ�(FRQRPLF�7UHQGV
�������

� 7KHVH� H[SHULHQFHV� KDYH� EHHQ� WKRURXJKO\� UHYLHZHG� LQ� :RUOG� %DQN� ����������� 81&7&
��������.UXJPDQ������D�E���,0)���������&OLQH���������%RZH�DQG�'HDQ��������
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IDFWRU� WKDW� FRQWULEXWHG� WR� DQ� HIIHFWLYH� UHFRYHU\� IURP� WKH� GHEW� SUREOHPV��$OVR�
LPSOHPHQWDWLRQ�RI�YDULRXV�GHEW�UHVWUXFWXULQJ�VFKHPHV��WKRXJK�DQ�LPSRUWDQW��YH�
KLFOH�LQ�UHGXFLQJ�WKH�GHEW�EXUGHQ��ZDV�W\SLFDOO\�FRQGLWLRQDO�XSRQ�LPSURYHPHQWV
LQ� WKH� PDFURHFRQRPLF� VLWXDWLRQ� DQG� WKH� LQVWLWXWLRQDO� VHWXS� LQ� WKH� ERUURZHU
FRXQWULHV�

7KHVH�HDUOLHU�HSLVRGHV�VKDUH�PDQ\�VLPLODULWLHV�ZLWK�5XVVLD�EXW�DOVR�GLIIHU�LQ�D
QXPEHU�RI�LPSRUWDQW�UHJDUGV��.H\�FKDUDFWHULVWLFV�RI�WKH�5XVVLDQ�HFRQRP\�VXFK
DV�WKH�GRPLQDQFH�RI�SXEOLF�GHEW��DQG�KHQFH�WKH�LPSRUWDQFH�RI�DQ�LQWHUQDO�WUDQV�
IHU�SUREOHPV�LQ�GHEW�SHUIRUPDQFH��RU�WKH�SUHYDOHQFH�RI�FDSLWDO�IOLJKW��ZHUH�DOVR
REVHUYHG�GXULQJ�WKH�GHEW�FULVHV�RI�WKH�����V��<HW��5XVVLD�GLIIHUV�IURP�RWKHU�GH�
YHORSLQJ�FRXQWULHV�DQG�HPHUJLQJ�PDUNHWV�EHFDXVH�WKH�DEROLWLRQ�RI�LQKHULWHG�DQG
WKH�FUHDWLRQ�RI�QHZ�LQVWLWXWLRQDO�VWUXFWXUHV�LV�D�PXFK�PRUH�WHGLRXV�SURFHVV�WKDQ
LQ�WKRVH�HFRQRPLHV�ZKHUH�PDUNHW�EDVHG�LQVWLWXWLRQV�KDG�DOUHDG\�EHHQ�LQ�SODFH�
6RFLDOLVW�HFRQRPLHV�ZHUH�QRW�RQO\�EUDQGHG�E\�WKH�FRH[LVWHQFH�RI�FHQWUDO�SODQ�
QLQJ�DQG�DQ�LQIRUPDO�VHFWRU��EXW�DOVR�E\�QRQ�FDVK�SD\PHQWV�DQG�RIIVHWV�EHWZHHQ
WKH�HQWHUSULVH�VHFWRU�DQG�WKH�JRYHUQPHQW��:KLOH�WKH�LPSOHPHQWDWLRQ�RI�PDUNHW�
RULHQWHG� LQVWLWXWLRQV� WDNHV� WLPH�� WKH� LQVWLWXWLRQDO� IUDPHZRUN� RI� WKH� 3HUHVWURMND
HUD�²�DQ�XQVRXQG�PL[WXUH� RI� WKH� WZR� V\VWHPV�²�KDV� VWLOO� EHHQ� LQ� H[LVWHQFH�
7KXV��5XVVLD¶V��XQRIILFLDO�HFRQRP\�LV�EDVHG�RQ�LQKHULWHG�VWUXFWXUHV�IRU�KLGGHQ�
XQUHSRUWHG�WUDQVDFWLRQV�DQG�ROG��EXW�VRSKLVWLFDWHG�QHWZRUNV�RI�DJHQWV��7KH�FULVLV
RI������LQ�LWVHOI�KDV�EHHQ�D�UHIOHFWLRQ�RI�WKH�GHHS�FULVLV�RI�WKH�5XVVLDQ�VWDWH�DQG
DQ�RSHQ�PDQLIHVWDWLRQ�RI�WKH�ZHDNQHVVHV�RI�WKH�H[LVWLQJ�LQVWLWXWLRQV��

,Q�DGGLWLRQ�WR�RWKHU�IRUPV�RI�KLGGHQ�DQG�LOOHJDO�HFRQRPLF�WUDQVDFWLRQV��VXFK�DV
FRUUXSWLRQ�DQG�VKDGRZ�HFRQRP\�RSHUDWLRQV��QRQ�FDVK�SD\PHQWV�DUH�RQH�RI�WKH
PDMRU� FKDUDFWHULVWLFV� RI� WKH�5XVVLDQ� XQRIILFLDO� HFRQRP\� �7DEOH� ����0RUHRYHU�
WKH�OHJDO�IUDPHZRUN�LWVHOI�DFWXDOO\�DOORZV�IRU�WKH�H[LVWHQFH�RI�VXFK�D�V\VWHP�RI
XQUHSRUWHG�SD\PHQWV��ZKHUH�WKH�VWDWH�LV�W\SLFDOO\�D�PDMRU�SOD\HU����

1RW� VXUSULVLQJO\�� WKH� LQVWLWXWLRQDO� ZHDNQHVVHV� PRVW� SUHYDOHQWO\� PDQLIHVW
WKHPVHOYHV� LQ� WKH� ILVFDO� VSKHUH��7KH� LQDELOLW\� RI� WKH� JRYHUQPHQW� WR� LQVWLWXWH� D
SURSHU� WD[� V\VWHP��RU�� LQ�RWKHU�ZRUGV�� WR� UHSODFH� LPSOLFLW�� XQRIILFLDO�PHDQV� RI
BBBBBBBBBBBBBBB

�� *HQHUDOO\�� WKH�5XVVLDQ�ILQDQFLDO�FULVLV�VKDUHV�HOHPHQWV�ERWK�RI�D�FODVVLFDO�FXUUHQF\�FULVLV
FKDUDFWHUL]HG�E\�WHQVLRQV�EHWZHHQ�WKH�H[FKDQJH�UDWH�UHJLPH�DQG�GRPHVWLF�SROLFLHV��)ORRG
DQG�*DUEHU�������DQG�RI�D�FRPELQDWLRQ�RI�EDQNLQJ�DQG�EDODQFH�RI�SD\PHQWV�FULVHV��L�H��D
´WZLQ�FULVLV´��*ROGIDMQ�DQG�9DOGHV�������%XFK�DQG�+HLQULFK�������

�� $GGLWLRQDOO\��LW��LV�QHFHVVDU\�WR�GLVWLQJXLVK�EHWZHHQ�PLVUHSRUWLQJ�EHFDXVH�RI�WKH�WHFKQLFDO
LQDELOLW\�WR�JDWKHU�LQIRUPDWLRQ�RU�EHFDXVH�RI�GHOLEHUDWH��KLGGHQ�WUDQVDFWLRQV�

�� )RU� D� EURDGHU� GLVFXVVLRQ� RQ� FKDUDFWHULVWLFV� RI� WKH� XQRIILFLDO� HFRQRP\� LQ� WKH� WUDQVLWLRQ
FRXQWULHV�VHH�.DXIPDQ�DQG�.DOLEHUGD��������
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WD[DWLRQ�E\�RIILFLDO�PHDQV�� LV� WKXV� D� IHDWXUH�SHFXOLDU� WR� WKH�5XVVLDQ� HFRQRP\�
)URP�WKH�SRLQW�RI�YLHZ�RI�D�SRWHQWLDO� LQYHVWRU�� VXFK�DQ�RSDTXH� WD[�EXUGHQ� LQ�
FUHDVHV�XQFHUWDLQW\�DERXW�IXWXUH�UHWXUQV�GLVWRUWLQJ�LQFHQWLYHV�IRU�SURGXFWLYH�LQ�
YHVWPHQW�DFWLYLWLHV�

7KH�SXUSRVH�RI� WKLV�SDSHU� LV� WR�SURYLGH� D� IUDPHZRUN� IRU� DQDO\]LQJ�5XVVLD¶V
GHEW� SUREOHP�ZKLFK� WDNHV� WKH� VSHFLDO� UROH� RI� WKH� XQRIILFLDO� HFRQRP\� LQWR� DF�
FRXQW��,Q�D�ILUVW�VWHS��ZH�JLYH�D�EULHI�DFFRXQW�RI�5XVVLD¶V�IRUHLJQ�LQGHEWHGQHVV�DV
ZHOO�DV�RI�5XVVLD¶V�H[WHUQDO�DQG�ILVFDO�GHYHORSPHQWV��6HFWLRQ�����:H�SURFHHG�E\
SUHVHQWLQJ�D�VW\OL]HG�PRGHO�RI�WKH�HFRQRPLFV�RI�GHEW�UHVWUXFWXULQJ�ZKLFK�WDNHV
DFFRXQW� RI� WKH� WUDGH�RII� EHWZHHQ�RIILFLDO� DQG� XQRIILFLDO�PHDQV� RI� WD[DWLRQ� IRU
WKH�5XVVLDQ�JRYHUQPHQW��6HFWLRQ�����7KH�PRGHO�VKRZV�WKDW�WKH�VKDUH�RI�RIILFLDO
YHUVXV�XQRIILFLDO�WD[DWLRQ�LV�D�NH\�SROLF\�SDUDPHWHU�LQ�WKH�KDQGV�RI�WKH�JRYHUQ�
PHQW� WR� DIIHFW� WKH� VXVWDLQDELOLW\� RI� LWV� IRUHLJQ� GHEW�� 6HFWLRQ� �� FRQFOXGHV� DQG
VXPPDUL]HV�WKH�PDLQ�OHVVRQV�

��5XVVLD¶V�'HEW�&ULVLV

���� )RUHLJQ�'HEW�6LWXDWLRQ

)ROORZLQJ�D�VXEVWDQWLDO�GHYDOXDWLRQ�RI�WKH�UXEOH�LQ�WKH�ZDNH�RI�WKH�FXUUHQF\�FUL�
VLV�RI�������PRVW�IRUHLJQ�GHEW�LQGLFDWRUV�RI�5XVVLD�KDYH�ZRUVHQHG�VLJQLILFDQWO\
�7DEOH� ���� 7KLV� HIIHFW� KDV� DOUHDG\� EHHQ� YLVLEOH� LQ� ����� EXW� KDV� EHFRPH� HYHQ
PRUH�SURQRXQFHG�IRU�PRUH�UHFHQW�GDWD��7KHVH�VKRZ�DQ�LQFUHDVH� LQ� WKH� UDWLR�RI
GHEW�WR�*'3� IURP� DERXW� ��� SHUFHQW� SULRU� WR� WKH� FULVLV� WR�PRUH� WKDQ� ���� SHU�
FHQW���0HDVXUHG�LQ�UHODWLRQ�WR�*'3��5XVVLD¶V�GHEW�EXUGHQ�KDG�WKXV�EHHQ�EHORZ
WKH�DYHUDJH�RI�GHYHORSLQJ�FRXQWULHV��������SHUFHQW��SULRU�WR�WKH�FULVLV�EXW�FRQ�
VLGHUDEO\�H[FHHGHG�WKH�DYHUDJH�DIWHUZDUGV��2WKHU�GHEW�LQGLFDWRUV�KDYH�ZRUVHQHG
DV�ZHOO��)RUHLJQ�FXUUHQF\�UHVHUYHV��IRU�H[DPSOH��DUH�H[WUHPHO\�ORZ��WKH�UDWLR�RI
FXUUHQF\� UHVHUYHV� WR�GHEW�KDV� IDOOHQ� IURP���� WR�����SHUFHQW�DV�FRPSDUHG� WR�DQ
DYHUDJH�YDOXH�RI�RYHU����SHUFHQW�IRU�GHYHORSLQJ�FRXQWULHV�

7KH�VL]H�RI�D�FRXQWU\¶V�IRUHLJQ�GHEW�FHUWDLQO\�KDV�DQ�LPSRUWDQW�LPSDFW�RQ�LWV
DELOLW\� WR� VHUYLFH� LWV� OLDELOLWLHV��$W� WKH� VDPH� WLPH�� WKH� VWUXFWXUH� RI� WKH� GHEW� LQ
WHUPV�GHEW�LQVWUXPHQWV��WKH�PDWXULW\��DQG�WKH�VWUXFWXUH�RI�WKH�FUHGLWRUV�PDWWHUV�DV
BBBBBBBBBBBBBBB

� 7KLV�ILJXUH�XVHV�GDWD�IRU�WKH�SHULRG�-XQH������WKURXJK�0D\������
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ZHOO��+HQFH��LQ�WKH�UHPDLQGHU�RI�WKLV�VHFWLRQ��DQ�RYHUYLHZ�RYHU�WKH�VWUXFWXUH�RI
5XVVLD¶V�IRUHLJQ�GHEW�DQG�WKH�VWDWXV�RI�LWV�GHEW�QHJRWLDWLRQV�LV�JLYHQ�

������ 6WUXFWXUH�RI�)RUHLJQ�'HEW

$OPRVW� KDOI� RI�5XVVLD¶V� H[WHUQDO� GHEW� REOLJDWLRQV� RULJLQDWHV� IURP�6RYLHW� WLPH
�7DEOH�����$IWHU�WKH�FROODSVH�RI�WKH�6RYLHW�8QLRQ�LQ�������5XVVLD��DV�WKH�ELJJHVW
VXFFHVVRU�FRXQWU\��DVVXPHG�IRUHLJQ�OLDELOLWLHV�DQG�D�VXEVWDQWLDO�VKDUH�RI�IRUHLJQ
DVVHWV�RI�WKH�IRUPHU�8665��$IWHU�VHYHUDO�UHVWUXFWXULQJ�DUUDQJHPHQWV�DQG�UHSD\�
PHQWV��WKH�IDFH�YDOXH�RI�WKHVH�REOLJDWLRQV�DV�RI�WKH�HQG�RI������WRWDOHG�DURXQG
86�GROODU�����ELOOLRQ��RU����SHUFHQW�RI�WRWDO�IRUHLJQ�FXUUHQF\�GHEW��1HZ�FUHGLWV
UDLVHG�E\�WKH�5XVVLDQ�JRYHUQPHQW�DQG�QRQ�VRYHUHLJQ�ERUURZHUV�DPRXQWHG�WR���
SHUFHQW�DQG����SHUFHQW�RI�WRWDO�GHEW��UHVSHFWLYHO\���7KURXJK�WKH�GHEW�UHVWUXFWXU�
LQJ�DJUHHPHQW� UHDFKHG�ZLWK� WKH�/RQGRQ�&OXE� LQ�)HEUXDU\� ������5XVVLD¶V� IRU�
HLJQ�GHEW�KDV�EHHQ�UHGXFHG�E\�DERXW����ELOOLRQ�86�GROODU��VHH�6HFWLRQ��������

'HEW�REOLJDWLRQV�DJDLQVW�PXOWLODWHUDO�FUHGLWRUV�����SHUFHQW��DQG�(XURERQGV����
SHUFHQW�� FRQVWLWXWHG� WKH� ODUJHVW� VKDUHV� LQ� WKH� SRVW�6RYLHW� GHEW��ZKLOVW� WKH� GHEW
DJDLQVW�WKH�3DULV�&OXE�RIILFLDO�OHQGHUV�����SHUFHQW��DQG�DJDLQVW�WKH�/RQGRQ�&OXE
RI�SULYDWH�OHQGHUV�ZHUH�WKH�PDMRU�FRPSRQHQWV�RI�WKH�6RYLHW�HUD�GHEW��&UHGLWV�RI
WKH�3DULV�&OXE�KDYH�QRW�EHHQ�VHFXULWL]HG��ZKLOH�/RQGRQ�&OXE�FODLPV�KDYH�EHHQ
UHVWUXFWXUHG�LQWR�WUDGDEOH�VHFXULWLHV�WKDW�FRUUHVSRQG�WR�WKH�QRPLQDO�YDOXH�RI�WKH
FUHGLWV��35,1V�±�SULQFLSDO�QRWHV��DQG�WR�WKH�FDSLWDOL]HG�LQWHUHVW�SD\PHQWV��,$1V
±�LQWHUHVW�DUUHDUV�QRWHV���,Q�WKH�JURXS�RI�QRQ�VRYHUHLJQ�GHEWRUV��5XVVLDQ�EDQNV
KDYH�KDG�WKH�ODUJHVW�VKDUH�ZLWK�DOPRVW�WZR�WKLUGV�RI�WRWDO�IRUHLJQ�GHEW�

7KH�5XVVLDQ�)HGHUDO�*RYHUQPHQW�LV�WKH�PDLQ�GHEWRU�WR�IRUHLJQHUV��+RZHYHU�
XQWLO�WKH�UHFHQW�GHEW�UHVWUXFWXULQJ�GHDO��/RQGRQ�&OXE�GHEW�KDV�EHHQ�KHOG�E\�WKH
VWDWH�RZQHG�9QHVKHFRQRPEDQN���,Q�FRQWUDVW�WR�WKH�JRYHUQPHQW��9QHVKHFRQRP�
EDQN�FDQ��LQ�SULQFLSOH��EH�VXEMHFW�WR�D�IRUHLJQ�MXULVGLFWLRQ��3DUWLFXODUO\��SDUW�RI
WKH� /RQGRQ�&OXE� GHEW� KDV� EHHQ� FRQWUDFWHG� XQGHU� %ULWLVK� ODZ�� &UHGLWRUV�ZHUH
WKXV�QRW�HQWLWOHG�WR�VHL]H�GLUHFWO\�WKH�DVVHWV�RI�WKH�5XVVLDQ�JRYHUQPHQW��EXW�RQO\
WKRVH� RI� 9QHVKHFRQRPEDQN�� $OWKRXJK� 9QHVKHFRQRPEDQN� KDV� FODLPV� RQ� WKH
5XVVLDQ�*RYHUQPHQW��RQ�IRUPHU�VWDWH�RZQHG�HQWHUSULVHV��IRU�ZKLFK�LQYHVWPHQW
FUHGLWV�KDG�EHHQ�UDLVHG�IURP�DEURDG��DQG�RQ�GHEWRUV�RI�WKH�IRUPHU�6RYLHW�8QLRQ�
WKH�PDUNHW�SULFH�RI�LWV�DVVHWV�LV�YHU\�ORZ��$V�RI�WKH�HQG�������WKH�IDFH�YDOXH�RI
BBBBBBBBBBBBBBB

� 7KH�WRWDO�GRHV�QRW�VXP�XS�WR�����SHUFHQW�EHFDXVH�UHVLGHQW�(XURERQGV�DQG�0LQILQV�KROG�
LQJV�DUH�DOVR� LQFOXGHG� LQWR� WKH� WRWDO�GHEW��ZKHUHDV�QRQ�UHVLGHQW�KROGLQJV�RI�*.2V�2)=V
DUH�H[FOXGHG�

� $FFRUGLQJ� WR� DQ� DJUHHPHQW�ZLWK����3DULV�&OXE� FUHGLWRUV� VLJQHG� LQ�������9QHVKHFRQRP�
EDQN�DFWV�DV�D�GHEW�PDQDJHU��EXW�QRW�WKH�GHEWRU��DJDLQVW�WKH�3DULV�&OXE�



�

FODLPV� DJDLQVW� FRXQWULHV� VXFK� DV�&XED�� 6\ULD��0RQJROLD�� $IJKDQLVWDQ�� ,UDT� RU
1RUWK�.RUHD�DPRXQWHG�WR�DURXQG�86�GROODU�����ELOOLRQ��RI�ZKLFK�86�GROODU���
ELOOLRQ�ZHUH�RYHUGXH��9QHVKHFRQRPEDQN��������

������ 'HEW�5HSD\PHQW�6FKHGXOH

,Q�WKH�\HDUV����������5XVVLD�SDLG�86�GROODU����ELOOLRQ�LQ�IRUHLJQ�GHEW�VHUYLFH�RU
���SHUFHQW� RI� GHEW�VHUYLFH� GXH��$V�7DEOH� �� VKRZV�� SULQFLSDO� UHSD\PHQWV� KDYH
WHQGHG� WR� GHFUHDVH�� ZKHUHDV� SD\PHQWV� RI� LQWHUHVW� KDYH� LQFUHDVHG�� 3RVW�6RYLHW
GHEW�KDV�EHHQ�VHUYLFHG� WLPHO\��EXW�6RYLHW�HUD�GHEW�KDV�SDUWO\�EHHQ� UHSXGLDWHG�
$V�RI�WKH�HQG�������DUUHDUV�WRWDOHG����SHUFHQW�RI�WKH�6RYLHW�HUD�REOLJDWLRQV��,Q
������ WRWDO� GHEW� VHUYLFH� GXH� DPRXQWHG� WR� 86�GROODU� ����� ELOOLRQ� �',:� HW� DO�
�������,Q�WKH�ILUVW�KDOI�RI�WKH�\HDU��86�GROODU�����ELOOLRQ�KDV�EHHQ�VHUYLFHG��DQG
IXUWKHU�SD\PHQWV�RI�86�GROODU���ELOOLRQ�KDG�EHHQ�SURMHFWHG�E\�WKH�HQG�RI�����
�)LQDQVRYLH� ,]YHVWLD�� ���������� DQG� ������������ 7KH�PDMRU� SDUW� RI� WKHVH� SD\�
PHQWV�KDV�EHHQ�PDGH�XVLQJ� IRUHLJQ�H[FKDQJH� UHVHUYHV�RI� WKH�&HQWUDO�%DQN�DV
ZHOO�DV�QHZO\�UHFHLYHG�,0)�FUHGLWV�

,Q� WKH� \HDUV� ����������� SURMHFWHG� GHEW�VHUYLFH� RI� WKH� 5XVVLDQ� *RYHUQPHQW
DPRXQWV� WR� DURXQG�86�GROODU� ��� ELOOLRQ� DQQXDOO\����$� VKDUS� LQFUHDVH� LQ� SD\�
PHQWV�WR�86�GROODU����ELOOLRQ�LV�H[SHFWHG�LQ�WKH�\HDU������GXH�WR�D�UHGHPSWLRQ
RI�(XURERQGV��'HEW�VHUYLFH�ZLOO�EH�GLVWULEXWHG�UHODWLYHO\�HTXDOO\�EHWZHHQ�SULQ�
FLSDO� UHSD\PHQWV� DQG� LQWHUHVW� VHUYLFH�� ZKLOH� WKH� ODWWHU� ZLOO� H[FHHG� WKH� IRUPHU
XQWLO�������DQG�ZLOO�IDOO�VKRUW�RI�SULQFLSDO�UHSD\PHQWV�DIWHU�������$�GHFUHDVH�LQ
GHEW� VHUYLFH� LV� H[SHFWHG�RQO\� DIWHU� ������7R� WKLV�� IRUHLJQ�GHEW�VHUYLFH� RI�86�
GROODU�����ELOOLRQ�DQQXDOO\�E\�WKH�SULYDWH�VHFWRU�PXVW�EH�DGGHG��+RZHYHU��VLQFH
WKHVH�FUHGLWV�DUH�PRVWO\�VKRUW�WHUP��WKHLU�DPRXQW�ZLOO�GHFOLQH�UHODWLYHO\�IDVW�

������ 'HEW�1HJRWLDWLRQV

6LQFH� WKH�EUHDNXS�RI� WKH� IRUPHU�6RYLHW�8QLRQ�DQG�5XVVLD¶V� DFFHSWDQFH�RI� WKH
6RYLHW� H[WHUQDO� OLDELOLWLHV�� ERWK� WKH� 3DULV� DQG� /RQGRQ� &OXE� GHEWV� KDYH� EHHQ
VXEMHFW�WR�D�QXPEHU�RI�UHVFKHGXOLQJ�DUUDQJHPHQWV��7DEOH�����+RZHYHU��WKRVH�DU�
UDQJHPHQWV� GLG� QRW� SURYH� WR� EH� D� VXVWDLQDEOH� DQG� VRXQG� VROXWLRQ� WR� 5XVVLD¶V
H[WHUQDO� GHEW� SUREOHP�� ,Q� DGGLWLRQ�� WKH� V\VWHPLF� ILQDQFLDO� FULVLV� LQ� PLG�����
BBBBBBBBBBBBBBB

� 7KHVH�FODLPV�JLYH�5XVVLD�D�VSHFLDO�UROH�DV�LW�DFWV�ERWK�DV�D�FUHGLWRU�DQG�GHEWRU�LQ�WKH�3DULV
&OXE�

�� 7KLV� ILJXUH� DVVXPHV� WKDW� QR� QHZ� ERUURZLQJ� WDNHV� SODFH� EXW� WDNHV� WKH� GHEW� UHVFKHGXOLQJ
DJUHHPHQWV� UHDFKHG�ZLWK� WKH� /RQGRQ�&OXE� LQ� )HEUXDU\� ����� LQWR� DFFRXQW� �+DQGHOVEODWW
������������7KH�ILJXUH�GRHV�WKXV�QRW�FRUUHVSRQG�IXOO\�WR�WKRVH�UHSRUWHG�LQ�7DEOH���
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VKRZHG�WKH�H[WUHPH�YXOQHUDELOLW\�RI�5XVVLD¶V�H[WHUQDO�GHEW�SRVLWLRQ�DQG�QHFHV�
VLWDWHG� XUJHQW� UHVXPSWLRQ� RI� GHEW� UHVWUXFWXULQJ� QHJRWLDWLRQV�ZLWK� DOO� LWV� FUHGL�
WRUV��1HJRWLDWLRQV�EHWZHHQ�WKH�3DULV�&OXE�DQG�5XVVLD�ZHUH�VWDOOHG�LPPHGLDWHO\
DIWHU� WKH� FULVLV�� KRZHYHU�� EHFDXVH� WKH� ,0)� KDG� VXVSHQGHG� LWV� SURJUDPV� ZLWK
5XVVLD�� 6LQFH� 3DULV� &OXE� QHJRWLDWLRQV� DUH� FRQGXFWHG� RQO\� ZLWK� WKRVH� GHEWRUV
WKDW�KDYH�FUHGLW�DUUDQJHPHQWV�ZLWK�WKH�,0)�LQ�SODFH��WKH�FRQWLQXDWLRQ�RI�QHJR�
WLDWLRQV�ZLWK�5XVVLD
V�RIILFLDO�FUHGLWRUV�GHSHQGHG�XSRQ�5XVVLD
V�VXFFHVVIXO�FRQ�
FOXVLRQ�RI�D�QHZ�,0)�FUHGLW�DUUDQJHPHQW��ZKLFK�HYHQWXDOO\�KDSSHQHG�DW�WKH�HQG
RI�$SULO������

$�WHPSRUDU\�DJUHHPHQW�ZLWK�WKH�3DULV�&OXE�ZDV�UHDFKHG�LQ�$XJXVW�������$F�
FRUGLQJ� WR� WKH�DJUHHPHQW�� DERXW�86�GROODU���ELOOLRQ�RI�SD\PHQWV�GXH�EHWZHHQ
�����DQG������ZLOO�EH�UHSDLG�RYHU�������\HDUV��,Q������������5XVVLD�ZLOO�KDYH
WR�SD\�RQO\�VRPH�86�GROODU�����PLOOLRQ��5)(�5/������������5XVVLD�H[SHFWV�WR
SXUVXH� IXUWKHU� QHJRWLDWLRQV� ZLWK� WKH� 3DULV� &OXE� LQ� WKH� VHFRQG� KDOI� RI� ����
VHHNLQJ�WHUPV�IRU�UHVFKHGXOLQJ�LWV�6RYLHW�HUD�GHEW�WR�3DULV�&OXE�FUHGLWRUV�VLPLODU
WR�WKRVH�PRVW�UHFHQWO\�DJUHHG�ZLWK�WKH�/RQGRQ�&OXE��5)(�5/������������

7KH�DJUHHPHQW�� HYHQWXDOO\� UHDFKHG�EHWZHHQ�5XVVLD� DQG� WKH�/RQGRQ�&OXE� LQ
)HEUXDU\�������HQWDLOV�D�ZULWH�RII�RI������SHUFHQW�RI�IDFH�YDOXH�WKH�IDFH�YDOXH�RI
35,1V�DQG�RI����SHUFHQW�RI�WKRVH�RI�,$1V��7KH�UHPDLQGHU�ZLOO�EH�UHVWUXFWXUHG
LQWR�D����\HDU�PDWXULW\�HXURERQG�ZLWK�D�VHYHQ��\HDU�JUDFH�SHULRG��7KH�HXURERQG
ZLOO� EH� D�5XVVLDQ� VRYHUHLJQ� RQH�� SDUL� SDVVX� ZLWK�� DQG� FURVV�GHIDXOWDEOH� LQWR�
RWKHU�SRVW�6RYLHW�(XURERQGV��7KH�H[FKDQJH�LV�OLNHO\�WR�EH�RIIHUHG�LQ�WKH�VHFRQG
TXDUWHU�RI�WKH�\HDU�������ZKHUHDV�WKH�WRWDO�GHDO�PD\�EH�PDGH�LQWR�DQ�RIILFLDO�OH�
JDO�GRFXPHQW�DW�WKH�HQG�RI�0D\��*ROGPDQ�6DFKV�������5)(�5/�����������6XFK
GHEW�UHVWUXFWXULQJ�LPSURYHV�FUHGLWRUV
�SRVLWLRQ�E\�HQVXULQJ�D�KLJKHU�VHQLRULW\�RI
WKHLU�FODLPV��DQG�FRXOG�VHUYH�DV�D�VWURQJ�LPSHWXV�IRU�5XVVLD
V�UHQHZHG�DFFHVV�WR
LQWHUQDWLRQDO�FDSLWDO�PDUNHWV�

,Q�DGGLWLRQ�WR�WKH�SXEOLF�VHFWRU��5XVVLD
V�SULYDWH�ERUURZHUV�KDYH�DOVR�H[SHUL�
HQFHG� VHULRXV� SUREOHPV� LQ� WKHLU� IRUHLJQ� GHEW� VHUYLFLQJ�� $V� D� UHVSRQVH� WR� WKH
$XJXVW������ILQDQFLDO�FULVLV�� WHPSRUDU\� UHVWULFWLRQV�RQ�FDSLWDO� DFFRXQW� IRUHLJQ
H[FKDQJH�RSHUDWLRQV�E\�5XVVLDQ� UHVLGHQWV�ZHUH� LPSRVHG��7KLV�� ILUVW� RI� DOO�� LQ�
FOXGHG�EDQN�DQG�FRUSRUDWH�GHEW� WR� IRUHLJQ�FUHGLWRUV�HVWLPDWHG�DW�86�GROODU���
ELOOLRQ�DW�WKDW�WLPH��DQG�86�GROODU�IRUZDUG�FRQWUDFWV�RI�DERXW�86�GROODU����ELO�
OLRQ��+RZHYHU�� SULYDWH� GHEW� VHWWOHPHQW� KDV� EHFRPH� HYHQ�PRUH� FRPSOLFDWHG� DV
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5XVVLD�QHHGV�WR�LQLWLDWH�D�ODUJH�VFDOH�UHVWUXFWXULQJ�RI�LWV�EDQNLQJ�V\VWHP��D�SURF�
HVV�ZKLFK�LV�OLNHO\�WR�GUDJ�RQ�IRU�D�FRQVLGHUDEOH�DPRXQW�RI�WLPH���

���� &XUUHQW�$FFRXQW�6XVWDLQDELOLW\

3XUVXDQW�WR�WKH�FXUUHQF\�FULVLV�RI�������5XVVLD¶V�GHEW�EXUGHQ�KDV�LQFUHDVHG�QRW
RQO\� LQ� UHODWLRQ� WR�*'3�EXW�DOVR� UHODWLYH� WR� LWV�H[SRUWV� IURP�DERXW����� WR����
SHUFHQW�DIWHU� WKH�FULVLV��)DOOLQJ�RLO�SULFHV� WKURXJK������DUH�D�PDMRU� UHDVRQ� IRU
WKLV�GHFOLQH��6WLOO��WKH�UDWLR�UHPDLQV�EHORZ�WKH�WKUHVKROG�YDOXH�EH\RQG�ZKLFK�WKH
,0)� FRQVLGHUV� WKH� VXVWDLQDELOLW\� RI� IRUHLJQ� GHEW� DV� FULWLFDO� ����±����SHUFHQW�
�,0)������������7KH�UDWLR�RI�GHEW�VHUYLFH�RYHU�H[SRUWV�KDV� OLNHZLVH� LQFUHDVHG
IURP� ���� WR� ����SHUFHQW�� EXW� UHPDLQV� EHORZ� WKDW� RI� WKH� DYHUDJH� GHYHORSLQJ
FRXQWU\�������SHUFHQW��

5XVVLD¶V�GHEW�VHUYLFLQJ�FDSDELOLW\�GHSHQGV�FUXFLDOO\�RQ�WKH�GHYHORSPHQW�RI�LWV
FXUUHQW�DFFRXQW�VXUSOXV��7KLV��LQ�WXUQ��LV�ODUJHO\�GHWHUPLQHG�E\�WKH�HYROXWLRQ�RI
WKH� UHDO� H[FKDQJH� UDWH� DQG� WKH� ZRUOG� PDUNHW� SULFHV� RI� 5XVVLD¶V� PDLQ� H[SRUW
SURGXFWV�� RLO� DQG� JDV��:LWK� WKH� IDOO� RI� RLO� SULFHV� LQ� ����� DQG� ������ 5XVVLD¶V
WUDGH� DFFRXQW� VXUSOXV�GURSSHG� IURP�DERXW����ELOOLRQ�86�GROODU� LQ� ����±��� WR
DURXQG����ELOOLRQ�86�GROODU�LQ�����±����,Q�������GDWD�IRU�WKH�ILUVW�QLQH�PRQWKV
LQGLFDWH�DQ�LQFUHDVH�RI�WKH�VXUSOXV�RYHU�DQG�DERYH����ELOOLRQ�86�GROODU��UHIOHFW�
LQJ� ERWK� WKH� UHDO� GHSUHFLDWLRQ� RI� WKH� 5XEOH� DQG� WKH� UHFRYHU\� RI� RLO� SULFHV
�5(&(3�������

7R�VKRZ�WKH�OLQN�EHWZHHQ�WKH�UHDO�H[FKDQJH�UDWH�DQG�WKH�WUDGH�DFFRXQW�PRUH
V\VWHPDWLFDOO\��WKH�IROORZLQJ�HUURU�FRUUHFWLRQ�HTXDWLRQ�KDV�EHHQ�HVWLPDWHG�
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ZKHUH�7$� �5XVVLD¶V�QHW�H[SRUWV��&,6�DQG�QRQ�&,6��LQ�86�GROODUV��GHIODWHG�E\
86� FRQVXPHU� SULFHV�� 7KH� LQGH[� RI�5XVVLD¶V� LQGXVWULDO� SURGXFWLRQ� �<�� DQG� WKH
UHDO� H[FKDQJH� UDWH� LQGH[� �5XEOH� YHUVXV� 86�GROODU�� �5(5�� ZHUH� XVHG� DV� H[�
SODQDWRU\�YDULDEOHV��;���:H�H[SHFW�D�UHDO�GHYDOXDWLRQ��L�H��DQ�LQFUHDVH�LQ�5(5�
WR�LPSURYH�WKH�WUDGH�DFFRXQW�VXUSOXV�LQ�WKH�PLG��WR�ORQJ�UXQ�ZKHUHDV�WKH�VKRUW�
UXQ�HIIHFW�PD\�EH�QHJDWLYH�GXH�WR�WKH�VORZ�DGMXVWPHQW�RI�TXDQWLWLHV��-�FXUYH�HI�
IHFW���$Q�LQFUHDVH�LQ�GRPHVWLF�LQGXVWULDO�SURGXFWLRQ�FRXOG��RQ�WKH�RQH�KDQG��LP�
SURYH�WKH�WUDGH�DFFRXQW�DV�SDUW�RI�WKH�LQFUHDVH�ZRXOG�EH�H[SRUWHG��2Q�WKH�RWKHU
BBBBBBBBBBBBBBB

�� 6HH�%XFK�DQG�+HLQULFK��������IRU�D�PRUH�GHWDLOHG�WUHDWPHQW�
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KDQG�� LQFUHDVHG� LQGXVWULDO� SURGXFWLRQ� PD\� VWLPXODWH� KLJKHU� LPSRUWV� RI� LQSXWV
DQG�PD\�WKXV�ORZHU�WKH�WUDGH�DFFRXQW�VXUSOXV�

$OO�YDULDEOHV�DUH�WDNHQ�LQ�ORJV�DQG�DUH�VHDVRQDOO\�DGMXVWHG�E\�WKH�PXOWLSOLFD�
WLYH� WHFKQLTXH� LPSOHPHQWHG� LQ� (9LHZV���� 6SHFLI\LQJ� WKH� PRGHO� DV� DQ� HUURU�
FRUUHFWLRQ�PRGHO� LPSOLHV� WKDW� FKDQJHV� LQ� WKH� WUDGH� DFFRXQW� VXUSOXV� DUH� GHWHU�
PLQHG�ERWK�E\�GHYLDWLRQV�IURP�ORQJ�UXQ�HTXLOLEULXP��WKH�HUURU�FRUUHFWLRQ�WHUP
LQ�EUDFNHWV��DQG�E\�VKRUW�WHUP�FKDQJHV�LQ�HQGRJHQRXV�DQG�H[RJHQRXV�YDULDEOHV�
7KH�PRGHO�KDV�EHHQ�HVWLPDWHG�IRU� WKH�SHULRG�-DQXDU\������ WKURXJK�-XO\�����
�PRQWKO\�GDWD�����REVHUYDWLRQV���$�JHQHUDO�VSHFLILFDWLRQ�ZLWK�IRXU�HQGRJHQRXV
DQG�H[RJHQRXV�YDULDEOHV�KDV�EHHQ�FKRVHQ�ILUVW��DQG�LQVLJQLILFDQW�ODJV�KDYH�EHHQ
HOLPLQDWHG�VXEVHTXHQWO\��7DEOH����

7KH�VHFRQG�VSHFLILFDWLRQ��LQFOXGLQJ�WKH�RLO�SULFH��H[SODLQV�URXJKO\�KDOI�RI�WKH
YDULDWLRQ�LQ�WKH�WUDGH�DFFRXQW�VXUSOXV�DQG�IXOILOOV�WKH�DVVXPSWLRQV�RI�WKH�OLQHDU
UHJUHVVLRQ�PRGHO� �QRUPDO� GLVWULEXWLRQ� RI� WKH� UHVLGXDOV�� DEVHQFH� RI� KHWHURVNH�
GDVWLFLW\�DQG�DXWRFRUUHODWLRQ���7KH�HVWLPDWHG�ORQJ�UXQ�FRHIILFLHQWV�LPSO\�DQ�LP�
SURYHPHQW�LQ�WKH�WUDGH�DFFRXQW�E\�DOPRVW��� �SHUFHQW�IROORZLQJ�D���SHUFHQW�GH�
YDOXDWLRQ�� $OVR�� D� �� SHUFHQW� LQFUHDVH� LQ� WKH� SULFH� IRU� RLO� �8UDO�� LPSURYHV� WKH
WUDGH� DFFRXQW� E\� �� SHUFHQW��7KH� DGMXVWPHQW�ZLWK� UHVSHFW� WR� WKH� UHDO� H[FKDQJH
UDWH�LV�VRPHZKDW�OHVV�SURQRXQFHG�LI�WKH�RLO�SULFH�LV�QRW�LQFOXGHG�DV�DQ�H[SODQD�
WRU\�YDULDEOH��6LPXODWLRQV�VKRZ�D�-�W\SH�DGMXVWPHQW�RI�WKH�UHDO�H[WHUQDO�EDODQFH
IRU�ERWK�FDVHV��D�SRVLWLYH�UHVSRQVH�VWDUWV�YHU\�TXLFNO\��DIWHU�����PRQWKV��DQG�WKH
IXOO�DGMXVWPHQW�LV�UHDFKHG�URXJKO\�RQH�\HDU�DIWHU�WKH�GHYDOXDWLRQ��*UDSK����

$V� UHJDUGV� WKH� LPSDFW� RI� GRPHVWLF� LQGXVWULDO� SURGXFWLRQ�� WKH� GHPDQG� HIIHFW
GRPLQDWHV�� L�H��� WKH� WUDGH� EDODQFH� ZRUVHQV� LI� LQGXVWULDO� SURGXFWLRQ� LQFUHDVHV�
&RQVLGHULQJ�WKH�LPSRUWDQFH�RI�UDZ�PDWHULDOV�IRU�5XVVLD¶V�IRUHLJQ�WUDGH�DQG�WKH
H[LVWHQFH�RI�ORQJ�UXQ�WUDGH�DJUHHPHQWV��WKLV�UHVXOW�LV�KDUGO\�VXUSULVLQJ��<HW��WKH
H[WUHPHO\� KLJK� ORQJ�UXQ� FRHIILFLHQW� �±��� SHUFHQW�� VKRXOG� EH� LQWHUSUHWHG� ZLWK
FDXWLRQ��DQG�GLUHFW�LPSOLFDWLRQV�RI�HFRQRPLF�JURZWK�RQ�WKH�GHYHORSPHQW�RI�WKH
WUDGH�DFFRXQW�VKRXOG�QRW�EH�GUDZQ����,W�FRXOG�EH�DUJXHG�WKDW�WKH�LQGH[�RI�LQGXV�
WULDO�SURGXFWLRQ�LV�GHWHUPLQHG�DOVR�E\�H[SRUW�DFWLYLWLHV�DQG�FDQ�WKXV�QRW�EH�DV�
VXPHG�DV�H[RJHQRXV�LQ�WKH�DERYH�VSHFLILFDWLRQ��7HVWLQJ�IRU�ZHDN�H[RJHQHLW\�E\
XVLQJ�WKH�UHYHUVH�VSHFLILFDWLRQ�VKRZHG�QR�VWDWLVWLFDOO\�VLJQLILFDQW�FRLQWHJUDWLRQ
BBBBBBBBBBBBBBB

���7KH�XVH�RI� WKLV� WHFKQLTXH� KDV� EHHQ� SRVVLEOH� EHFDXVH�5XVVLD¶V� WUDGH� DFFRXQW� KDV� EHHQ� LQ
VXUSOXV�GXULQJ�WKH�SHULRG�XQGHU�UHYLHZ��8VLQJ�WKH�DGGLWLYH�VHDVRQDO�DGMXVWPHQW�SURFHGXUH
LQVWHDG��ZKLFK�FDQ�DOVR�EH�DSSOLHG�WR�QHJDWLYH�GDWD��OHIW�WKH�PDLQ�UHVXOWV�XQDIIHFWHG�

�� 8VLQJ� GRPHVWLF� UHWDLO� VDOHV� DV� D� SUR[\� RI� GRPHVWLF� GHPDQG� LQVWHDG� JDYH� D�PXFK� ORZHU
ORQJ�UXQ�FRHIILFLHQW�RI�DERXW���SHUFHQW��<HW��WKH�H[SODQDWRU\�SRZHU�RI�WKH�HTXDWLRQ�ZRUV�
HQHG�VXEVWDQWLDOO\�
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UHODWLRQVKLS� EHWZHHQ� WKH� WUDGH� DFFRXQW� DQG� LQGXVWULDO� SURGXFWLRQ�� ,Q� DGGLWLRQ�
WKH�VKDUH�RI�H[SRUWV�LQ�WRWDO�LQGXVWULDO�SURGXFWLRQ�LV�UHODWLYHO\�ORZ�LQ�5XVVLD�

$OWHUQDWLYH�PRGHO�VSHFLILFDWLRQV�KDYH�EHHQ�WHVWHG�WR�FKHFN�WKH�UREXVWQHVV�RI
WKHVH� UHVXOWV�� 8VLQJ� WKH� LQGH[� RI� (XURSHDQ� RU� 86� LQGXVWULDO� SURGXFWLRQ� DV� D
SUR[\� IRU� IRUHLJQ�GHPDQG�JDYH�D�QHJDWLYH� FRHIILFLHQW�ZKLOH� WKH� UHPDLQLQJ� UH�
VXOWV� ZHUH� EDVLFDOO\� XQFKDQJHG�� 6HSDUDWH� VSHFLILFDWLRQV� RI� H[SRUW� DQG� LPSRUW
HTXDWLRQV�VKRZHG�WKDW�WKH�SRVLWLYH�UHVSRQVH�RI�QHW�H[SRUWV�WR�D�UHDO�GHYDOXDWLRQ
LV�GXH�PDLQO\�WR�WKH�QHJDWLYH�UHVSRQVH�RI�LPSRUWV��$�GXPP\�YDULDEOH�FDSWXULQJ
FKDQJHV�LQ�WKH�V\VWHP�RI�IRUHLJQ�WUDGH�UHJXODWLRQV�IROORZLQJ�WKH�FXUUHQF\�FULVLV
VXFK�DV�WKH�LQWURGXFWLRQ�RI�D�SUHSD\PHQW�V\VWHP�IRU�LPSRUWV�DQG�D�VXUUHQGHU�UH�
TXLUHPHQW�IRU�H[SRUWV��KDV�EHHQ�LQVLJQLILFDQW�

���� )LVFDO�'HYHORSPHQWV

7KH�SHUIRUPDQFH�RI�5XVVLD¶V� WUDGH�DFFRXQW� LV�RQH� LPSRUWDQW� IDFWRU�EHKLQG� WKH
VXVWDLQDELOLW\�RI�WKH�FRXQWU\¶V�IRUHLJQ�GHEW�VLWXDWLRQ��%XW��VLQFH�IRUHLJQ�GHEW�LV
RZHG� SULPDULO\� E\� WKH� 5XVVLDQ� JRYHUQPHQW�� VXVWDLQDELOLW\� DOVR� GHSHQGV� FUX�
FLDOO\�RQ�WKH�VROXWLRQ�WR� WKH� LQWHUQDO� WUDQVIHU�SUREOHP�� L�H��RQ�WKH�DELOLW\�RI� WKH
JRYHUQPHQW�WR�WD[�HIILFLHQWO\�WKH�HQWHUSULVH�VHFWRU�DQG�WKXV�WR�JHW�DFFHVV�WR�KDUG
FXUUHQF\�HDUQLQJV�

(IILFLHQW�WD[DWLRQ�DQG��PRUH�JHQHUDOO\��D�UHGHILQLWLRQ�RI� WKH�UROH�RI� WKH�VWDWH�
KRZHYHU��KDYH�EHHQ�RQH�RI�WKH�PDLQ�ZHDNQHVVHV�RI�WKH�WUDQVIRUPDWLRQ�SURFHVV
LQ�5XVVLD����7KH�RIILFLDO�EXGJHWDU\�VLWXDWLRQ�UHIOHFWV�QRW�RQO\� WKH�SHUIRUPDQFH
RI� WKH�DFWXDO� WD[� ODZ�EXW�DOVR� WKH� LQHIILFLHQF\�RI� LWV� LPSOHPHQWDWLRQ��6LQFH� WKH
EHJLQQLQJ�RI�UHIRUPV��WKH�5XVVLDQ�)HGHUDWLRQ�KDV�EHHQ�FRQIURQWHG�ZLWK�ORZ�DQG�
RYHU�D�ORQJ�SHULRG��HYHQ�GHFUHDVLQJ�WD[�UHYHQXHV��,PSRUWDQW�VRXUFHV�IRU�WKH�FRQ�
VROLGDWHG�EXGJHW��ZKLFK�FRQVLVWV�PDLQO\�RI�WKH�IHGHUDO�DQG�WKH�UHJLRQDO�EXGJHWV�
KDYH� EHHQ� WKH�9$7� DQG� SURILW� WD[HV� �7DEOH� ����'XULQJ� WKH� ILUVW� IRXU� \HDUV� RI
WUDQVIRUPDWLRQ��UHYHQXHV�IURP�ERWK�VRXUFHV�RI�WD[DWLRQ�ZHQW�GRZQ�VLJQLILFDQWO\�
,Q�WKH�VDPH�SHULRG��VHYHUH�FXWV�LQ�H[SHQGLWXUHV�ZHUH�PDGH�UHODWHG�HVSHFLDOO\�WR
WKH� HQWHUSULVH� VHFWRU�� RIILFLDO� VXEVLGLHV� WR� WKH� HQWHUSULVH� VHFWRU� GURSSHG� IURP
PRUH�WKDQ����SHUFHQW�RI�*'3�LQ������WR�DURXQG�����SHUFHQW�LQ�������7KH�VKDUS�
HVW�GHFOLQH�LQ�WKHVH�RIILFLDO�HQWHUSULVH�VXEVLGLHV�RFFXUUHG�LQ�������±���SHUFHQW��
3DUWO\��WKHVH�DGMXVWPHQWV�LQ�WKH�RIILFLDO�ILVFDO�VHFWRU�KDYH�EHHQ�D�GLUHFW�UHVSRQVH
WR� WKH� UHTXLUHPHQWV� RI� WKH� ,0)��ZKLFK� KDV� EHHQ�PRQLWRULQJ�� VXSHUYLVLQJ� DQG
DOVR� WR�D�FHUWDLQ�GHJUHH� ILQDQFLQJ�5XVVLD¶V�PDFURHFRQRPLF�SROLFLHV��+RZHYHU�
BBBBBBBBBBBBBBB

����6HH�$VOXQG��������DQG�/HLMRQKXIYXUG�DQG�5�KO��������IRU�D�VLPLODU�FRQFOXVLRQ�
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WKH� H[SHQGLWXUH� FXWV� FRXOG� QRW� FRPSHQVDWH� IRU� WKH� GHFOLQHV� LQ� UHYHQXHV�� 7KH
EXGJHW�KDV�EHHQ�UXQQLQJ�D�FKURQLF�GHILFLW����ZKLFK�ZDV�ILQDQFHG�QRW�RQO\�E\�WKH
GRPHVWLF�EDQNLQJ�V\VWHP�EXW�DOVR�E\�LQWHUQDWLRQDO�FUHGLWRUV�

)RU�D�VXVWDLQHG�SHULRG�� LW�ZDV� V\PSWRPDWLF�RI� WKH�5XVVLDQ�HFRQRP\� WKDW� LQ�
FUHDVHV� LQ� WKH� RIILFLDO� GHILFLW� ZHUH� DFFRPSDQLHG� E\� LQFUHDVHV� LQ� WD[� DUUHDUV
�*UDSKV���DQG�����7KH�GUDPDWLF�LQFUHDVH�LQ�HQWHUSULVH�DUUHDUV�DJDLQVW�WKH�EXGJHW
ZDV�LQLWLDWHG�E\�D�SUHVLGHQWLDO�GHFUHH�ZKLFK�FDPH�LQWR�IRUFH�LQ������DQG�ZKLFK
RIIHUHG� VHOHFWHG� HQWHUSULVHV� WKH� SRVWSRQHPHQW� RI� WD[� SD\PHQWV� �8ND]� ������
7KLV�GHFLVLRQ�ZDV�QRWKLQJ�PRUH� WKDQ� WKH� LPSOHPHQWDWLRQ�RI�DQ�³XQRIILFLDO´�RU
KLGGHQ�PHFKDQLVP� WR�EULQJ�DGGLWLRQDO� OLTXLGLW\� WR� WKH�HQWHUSULVH� VHFWRU��ZKLFK
ZDV� VXIIHULQJ� IURP� D� UHVWULFWLYH� PRQHWDU\� SROLF\� FKDUDFWHUL]HG� E\� H[WUHPHO\
KLJK�UHDO�LQWHUHVW�UDWHV��6FKURRWHQ��������7KHUHIRUH��WD[�DUUHDUV�FDQ�EH�FRQVLG�
HUHG�D�VSHFLDO�NLQG�RI�TXDVL�ILVFDO�DFWLYLW\��4)$���,Q�WKLV�VHQVH��4)$V�DUH�VLP�
SO\� XQUHSRUWHG� EXW� YROXQWDU\� JRYHUQPHQWDO� JUDQWV� WR� WKH� HQWHUSULVH� VHFWRU� RU
HYHQ�WR�VHOHFWHG�HQWHUSULVHV�

$W� WKH�VDPH� WLPH�� WKHVH�VXEVLGLHV�XVXDOO\�KDYH�QRW�FRPH� IRU� IUHH��'LVDJJUH�
JDWLQJ�WKH�GDWD�RQ�DUUHDUV�E\�LQGXVWU\�VKRZV�D�TXLWH�LQWHUHVWLQJ�SDWWHUQ��ODUJH�LQ�
GXVWULDO�HQWHUSULVHV��HVSHFLDOO\�WKRVH�EHORQJLQJ�WR�WKH�HQHUJ\�VHFWRU��DUH�WKH�PRVW
LPSRUWDQW�WD[�GHEWRUV��,Q�UHWXUQ��WKHVH�WD[�GHEWRUV�KDYH�EHHQ�H[SHFWHG�WR�VXEVL�
GL]H� LQVROYHQW�HQWHUSULVHV�� LQGXVWULHV��PXQLFLSDOLWLHV�� DQG�HYHQ�VRPH�QHLJKERU�
LQJ�FRXQWULHV�E\�RIIHULQJ�SURGXFWV�RQ�WKH�5XVVLDQ�PDUNHW�DW�SULFHV�EHORZ�WKRVH
SUHYDLOLQJ�RQ�WKH�ZRUOG�PDUNHW��:RUOG�%DQN�����E���6LQFH�WKH�JDS�EHWZHHQ�WKH
GRPHVWLF�DQG�WKH� LQWHUQDWLRQDO�SULFH� OHYHO�SRWHQWLDOO\�FUHDWHV� ORVVHV�IRU� WKH�HQ�
HUJ\�VHFWRU��WROHUDWLQJ�WD[�DUUHDUV�FDQ�EH�D�PHDQV�WR�LQGLUHFWO\�FRPSHQVDWH�ILUPV
IRU� WKHVH� ORVVHV�� ,Q� WKLV�ZD\�� WKH�JRYHUQPHQW�KDV�XVHG�HQWHUSULVHV�DV�D�YHKLFOH
IRU�FRQGXFWLQJ�LQGXVWULDO��VRFLDO��UHJLRQDO��DQG�HYHQ�IRUHLJQ�SROLFLHV�RII�EXGJHW�

6XEVLGL]DWLRQ�DQG�RII�EXGJHW� DFWLYLWLHV� WKURXJK� WD[� DUUHDUV�ZDV� QRW� WKH� RQO\
IRUP�RI�4)$�LQ�5XVVLD��,Q�WKH�SUH�FULVLV�SHULRG��QRW�RQO\� WKH� LQIODWLRQ�WD[��EXW
DOVR� WKH� H[FKDQJH� UDWH� SROLF\� IXQFWLRQHG� DV� D� 4)$�� (VSHFLDOO\� WKH� UHODWLYHO\
IL[HG�H[FKDQJH�UDWH�RI�WKH�UXEOH�DJDLQVW�WKH�86�GROODU�FRXOG�EH�FRQVLGHUHG�DV�D
JXDUDQWHH�WR�WKH�GRPHVWLF�HQWHUSULVH�VHFWRU��WKH�EDQNLQJ�VHFWRU�DQG�WKH�JRYHUQ�
PHQW�LWVHOI��HQVXULQJ�D�ORZ�UHDO�HIIHFWLYH�LQWHUHVW�UDWH�LQ�WKH�FDVH�RI�LQWHUQDWLRQDO
ERUURZLQJ��7KH�QHDUO\�IL[HG�H[FKDQJH�UDWH�FUHDWHG�D�VWURQJ�LQFHQWLYH�IRU�IRUHLJQ
ERUURZLQJ�DQG�RSHUDWHG�DV�D�KXJH�VXEVLG\�IRU�GRLQJ�VR��:KLOH�WKH�LQIODWLRQ�WD[
LQFUHDVHG�WKH�WD[�EXUGHQ�RQ�SULYDWH�HFRQRPLF�DFWLYLWLHV�IRU�D�UHODWLYHO\�ORQJ�SH�
BBBBBBBBBBBBBBB

�� 'DWD�RQ�WKH�5XVVLDQ�ILVFDO�VLWXDWLRQ�DUH�VWURQJO\�LQIHFWHG�E\�HUURUV�DQG�UHYLVLRQV��KHUH�ZH
XVH�WLPH�VHULHV�SXEOLVKHG�E\�WKH�5XVVLDQ�(FRQRPLF�7UHQGV��YDULRXV�LVVXHV��
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ULRG��WKH�LPSOLFLW�H[FKDQJH�UDWH�JXDUDQWHH�ORZHUHG�WKH�ERUURZLQJ�FRVWV�QRW�RQO\
IRU�WKH�HQWHUSULVH�VHFWRU�EXW�DOVR�IRU�WKH�JRYHUQPHQW�

%HFDXVH�SURSHUW\�ULJKWV�KDYH�QRW�EHHQ�LPSOHPHQWHG�VXIILFLHQWO\��ILVFDO�DFWLYL�
WLHV�DUH�RIWHQ�SHUIRUPHG�RQ�D�³QRQ�FDVK�EDVLV´��DQG�DQ�RSDTXH�V\VWHP�RI� LQGL�
UHFW� VXEVLGLHV� DQG�SD\PHQWV�SUHYDLOV��0RUH� UHFHQWO\�� WKH� IRUPV�RI�4)$V�KDYH
FKDQJHG�DV�SULFH�FRQWUROV�DQG�VXUUHQGHU�UHTXLUHPHQWV�RI�IRUHLJQ�FXUUHQF\�H[SRUW
HDUQLQJV�KDYH�EHHQ� UH�LQWURGXFHG� �',:�HW� DO�� �������7KH�JRYHUQPHQW� LWVHOI� LV
RIWHQ�UHVSRQVLEOH�IRU�WKH�SRVWSRQHPHQW�RI�ZDJH�DQG�SHQVLRQ�SD\PHQWV�DV�ZHOO
DV�IRU�WKH�QRQ�SD\PHQW�IRU�HQHUJ\��7KLV�PHDQV�WKDW�DUUHDUV�DSSHDU�QRW�RQO\�RQ
WKH�UHYHQXH�VLGH�EXW�DOVR�RQ�WKH�H[SHQGLWXUH�VLGH�RI�WKH�EXGJHW��6LQFH�4)$V�DUH
GHYHORSHG� DQG� GHVLJQHG� E\� WKH� JRYHUQPHQW� LWVHOI�� WKH� 5XVVLDQ� JRYHUQPHQW
VHHPV�WR�EH�DEOH�WR�VZLWFK�EHWZHHQ�³RIILFLDO´�DQG�³XQRIILFLDO´�WD[DWLRQ�

5XVVLD¶V�4)$V�DUH�D�PDWWHU�RI�FRQFHUQ�IRU�VHYHUDO� UHDVRQV��)LUVW�� IRU�D� ORQJ
SHULRG�� WKH� FRQYHQWLRQDO� RU� RIILFLDO� UHSRUW� RQ� WKH� JRYHUQPHQW¶V� ILVFDO� EDODQFH
JDYH�D�PLVOHDGLQJ�LQGLFDWLRQ�RI�WKH�H[WHQW�DQG�UROH�RI�JRYHUQPHQWDO�DFWLYLWLHV�±
DQG�RI�WKH�PDFURHFRQRPLF�LPSDFW�RI�WKH�DFWXDO�ILVFDO�SROLF\��7KH�PDJQLWXGH�RI
JRYHUQPHQWDO�DFWLYLWLHV�KDG�EHHQ�XQGHUHVWLPDWHG�E\�D�VXEVWDQWLDO�PDUJLQ��:KLOH
WKH�RIILFLDO�EXGJHW�ILJXUHV�QHDUO\�UHDFKHG�WKH�JLYHQ�EHQFKPDUNV�IRU�FRQGLWLRQDO
FUHGLWV� E\� LQWHUQDWLRQDO� ILQDQFLDO� RUJDQL]DWLRQV� LQ� UHJDUG� WR� H[SHQGLWXUH� FXWV
DQG�WKH�VL]H�RI�WKH�GHILFLW��WKH�VFRSH�RI�KLGGHQ�JRYHUQPHQWDO�DFWLYLWLHV�DQG�WKH
GH�IDFWR�GHILFLW�RI�WKH�SXEOLF�VHFWRU�ZHUH�ODUJHO\�XQNQRZQ�

6HFRQG�� WKH� SDWWHUQV� RI� 4)$V� LPSOHPHQWHG� LQ� WKH� 5XVVLDQ� )HGHUDWLRQ� KDYH
GLVWRUWHG�UHVRXUFH�DOORFDWLRQ��7KH�5XVVLDQ�HFRQRP\�LV�QRW�RQO\�FKDUDFWHUL]HG�E\
D�FRQVLGHUDEOH�GHJUHH�RI�FRUUXSWLRQ�DQG�D�ODUJH�VKDGRZ�HFRQRP\��EXW�DOVR�E\�D
KLJK�VKDUH�RI�QRQ�FDVK�SD\PHQWV�RU�HYHQ�QRQ�SD\PHQWV��ERWK�RI�ZKLFK�DUH�FKDU�
DFWHULVWLF� RI� WKH� XQRIILFLDO� HFRQRP\��:KLOH� QRQ�FDVK� SD\PHQWV� WR� WKH� EXGJHW
DQG�WROHUDWHG�WD[�DUUHDUV�RSHUDWH�OLNH�DQ�H[WHQVLYH�VXEVLG\�V\VWHP��WKH�ZHDN�LQ�
VWLWXWLRQDO� IUDPHZRUN� IXQFWLRQV� DV� DQ� XQVWDEOH� WD[� V\VWHP�� )RU� HQWUHSUHQHXUV¶
LQYHVWPHQW�GHFLVLRQV��QRW�RQO\�WKH�H[SHFWHG�UHWXUQ�EXW�DOVR�WKH�RIILFLDO�FRUSRUDWH
WD[� UDWH�� WKH� LPSOHPHQWHG�GHGXFWLRQ�SRVVLELOLWLHV�� DQG� WKH� �WD[�� EXUGHQ� DULVLQJ
IURP�RII�EXGJHWDU\�DFWLYLWLHV�DUH�LPSRUWDQW�SDUDPHWHUV��)URP�WKH�SRLQW�RI�YLHZ
RI� D� SRWHQWLDO� HQWUHSUHQHXU�� XQFRRUGLQDWHG� WD[HV� DQG� H[HPSWLRQV� LQFUHDVH� WKH
XQFHUWDLQW\�DERXW�IXWXUH�UHWXUQV�RQ�LQYHVWPHQW��0RUHRYHU��WKH�FKRLFH�RI�ZKHUH
WR�LQYHVW��ZKDW�WR�SURGXFH��DQG�DW�ZKDW�VFDOH�WR�RSHUDWH�ZLOO�EH�GLVWRUWHG�E\�FRQ�
VLGHUDWLRQV�RI�ZKLFK�DFWLYLWLHV�FDQ�EHVW�EH�VKLHOGHG�IURP�XQSUHGLFWDEOH�FKDQJHV
LQ�WKH�V\VWHP��7KH�XQVWDEOH�DQG�RSDTXH�WD[�EXUGHQ�RQ�LQYHVWPHQW�DFWLYLWLHV�LV�D
V\PSWRP�RI�WKH�XQVWDEOH�LQVWLWXWLRQDO�IUDPHZRUN�RI�5XVVLD�LWVHOI��+RZHYHU��WKH
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LPSOLFLW�WD[�UDWH�DULVLQJ�IURP�WKLV�XQVWDEOH�LQVWLWXWLRQDO�IUDPHZRUN�LV�GLIILFXOW�WR
PHDVXUH�� 2EWDLQLQJ� LQIRUPDWLRQ� DERXW� WKH� WD[� EXUGHQ� ZKLFK� DULVHV� IURP� WKH
ZHDN� LQVWLWXWLRQDO� HQYLURQPHQW� LV� HYHQ� PRUH� GLIILFXOW� WKDQ� WKH� FDOFXODWLRQ� RI
QRQ�SD\PHQW�DJDLQVW� WKH�EXGJHW� VHFWRU��7KH�SUHYDOHQFH�RI� FDSLWDO� IOLJKW�� KRZ�
HYHU�� FDQ�EH� VHHQ�DV� LQGLUHFW�HYLGHQFH� IRU� WKH�FRVWV� LPSRVHG�RQ� WKH� HQWHUSULVH
VHFWRU�WKURXJK�D�ZHDN�LQVWLWXWLRQDO�HQYLURQPHQW��,Q�WKLV�VHQVH��FDSLWDO�IOLJKW�UH�
IOHFWV�WKH�IDFW�WKDW�HQWHUSULVHV�DUH�WD[HG�LQ�5XVVLD�WKURXJK�XQRIILFLDO�LQ�DGGLWLRQ
WR�RIILFLDO�PHDQV�

7KLUG��4)$V�RIWHQ�WDNH�WKH�IRUP�RI�XQIXQGHG�DQG�HYHQ�XQDQWLFLSDWHG�OLDELOL�
WLHV�HLWKHU� IRU� WKH�JRYHUQPHQW�RU� IRU� WKH�HQWHUSULVHV��7ROHUDWHG� WD[� DUUHDUV� DQG
QRQ�SD\PHQWV� RI� WKH� EXGJHW� DJDLQVW� WKH� HQWHUSULVH� VHFWRU� DV� ZHOO� DV� D� QHDUO\
IL[HG� H[FKDQJH� UDWH� LQ� DQ� LQIODWLRQDU\� HQYLURQPHQW� RU� WKH� QHZO\� LQWURGXFHG
SULFH�FRQWUROV�IRU�FHUWDLQ�JRRGV�EULQJ�LQVWDELOLW\�DQG�WHQVLRQV�WR�WKH�HFRQRP\�DV
D�ZKROH��,Q�RWKHU�ZRUGV��LQ�WKH�VKRUW�UXQ��LW�PD\�EH�DWWUDFWLYH�WR�RSHUDWH�ZLWKLQ
WKH�XQRIILFLDO�VHFWRU��,Q�WKH�ORQJ�UXQ��KRZHYHU��4)$V�DQG�WKH�EDGO\�GHYHORSHG
OHJDO�DQG�LQVWLWXWLRQDO�IUDPHZRUN�DSSHDU�WR�EH�YHU\�FRVWO\�WR�WKH�5XVVLDQ�HFRQ�
RP\�

7KH�PHDVXUHPHQW�RI�WKH�VL]H�RI�WKH�XQRIILFLDO�HFRQRP\�DQG�RI�4)$V�LV�GLIIL�
FXOW�VLPSO\�EHFDXVH�RI�WKH�KLGGHQ�FKDUDFWHU�RI�WKHVH�WUDQVDFWLRQV��%HFDXVH�LQ�WKH
5XVVLDQ�HFRQRP\�WKH�´XQRIILFLDO´�HFRQRP\�DQG�WKH�LPSOHPHQWHG�4)$V�DUH�YHU\
FORVHO\�OLQNHG��ZH�IRFXV�KHUH�RQ�WKH�QRQ�FDVK�SD\PHQWV�DQG�WKH�QRQ�SD\PHQWV
EHWZHHQ�WKH�HQWHUSULVH�DQG�WKH�VWDWH�VHFWRU��7KH�IDFW�WKDW�WD[�DUUHDUV�ZHQW�XS�WR��
SHUFHQW�RI�*'3�GXULQJ�WKH�WUDQVLWLRQ�SHULRG��*RVNRPVWDW�������FDQ�EH�VHHQ�DV
RQH�PDQLIHVWDWLRQ�RI�WKLV�XQRIILFLDO�ILVFDO�V\VWHP�

*UDSK� �� VKRZV� WKH� GHYHORSPHQW� RI� EXGJHW� UHYHQXHV� DQG� WD[� DUUHDUV� VLQFH
������7KH�VXP�RI�RIILFLDO�WD[�UHYHQXHV�DQG�DUUHDUV�LV�XVHG�DV�D�VRPHZKDW�³ILF�
WLYH´�PHDVXUH�RI�WRWDO�UHYHQXH��5HYHQXHV�GHILQHG�LQ�WKLV�VHQVH�LQFUHDVHG�PDUN�
HGO\�EHWZHHQ������DQG�������7KH�VXP�RI�WKHVH�³SRWHQWLDO´�UHYHQXHV�ZDV�PXFK
KLJKHU�WKDQ�WKH�HIIHFWLYH�UHYHQXHV��$OWKRXJK�WKLV�ILFWLYH�PHDVXUH�LV�FHUWDLQO\�D
YHU\�FUXGH�DSSUR[LPDWLRQ�RI�WKH�LPSRUWDQFH�RI�WKH�XQRIILFLDO�HFRQRP\��LW�QHY�
HUWKHOHVV�VKRZV�WKDW�WKH�JRYHUQPHQW�FDQ�LQIOXHQFH�LWV�RIILFLDO�UHYHQXHV�WR�D�FHU�
WDLQ�GHJUHH�E\�GHFLGLQJ�WR�WROHUDWH�WD[�DUUHDUV�RI�FHUWDLQ�LQGXVWULHV��$W�WKH�IHG�
HUDO�OHYHO��RQO\�DERXW����SHUFHQW�RI�WKH�UHJXODU�UHYHQXHV�KDYH�EHHQ�FROOHFWHG�LQ
FDVK��$W�WKH�UHJLRQDO�OHYHO��EDUWHU�DQG�RWKHU�IRUPV�RI�QRQ�FDVK�SD\PHQW�DWWDLQHG
DQ�HYHQ�KLJKHU�VKDUH�RI�WKH�EXGJHWDU\�UHYHQXHV�

6LQFH� RIILFLDO� EXGJHWDU\� UHYHQXHV�ZHQW� GRZQ�ZKLOH� WD[� DUUHDUV� DQG� LQWHUQD�
WLRQDO� LQWHUHVW� EXUGHQV� LQFUHDVHG� VLQFH� ������ LW� ZDV� EHFRPLQJ� LQFUHDVLQJO\
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OLNHO\�WKDW�WKH�)HGHUDWLRQ��DV�WKH�PRVW�LPSRUWDQW�5XVVLDQ�GHEWRU�RQ�WKH�LQWHUQD�
WLRQDO� ILQDQFLDO�PDUNHW��ZRXOG� IDLO� WR� VHUYLFH�SRVW�6RYLHW�GHEW�� ,W� KDV� EHHQ� DU�
JXHG�DERYH�WKDW�WKH�GRPLQDQFH�RI�SXEOLF�GHEW�LV�D�GLVWLQJXLVKLQJ�IHDWXUH�RI�WKH
5XVVLDQ�GHEW�SUREOHP��:KLOH�SXEOLF�RU�SXEOLFO\�JXDUDQWHHG�GHEW�ZDV�LPSRUWDQW
GXULQJ�HDUOLHU�GHEW�UHVWUXFWXULQJ�HSLVRGHV�DV�ZHOO��WKH�FXUUHQW�VLWXDWLRQ�LQ�5XVVLD
GLIIHUV�IURP�WKHVH�SULRU�VLWXDWLRQV�E\�YLUWXH�RI� WKH�FRH[LVWHQFH�RI�DQ�XQRIILFLDO
DQG�DQ�RIILFLDO�ILVFDO�VHFWRU��+HQFH��HIILFLHQWO\�WD[LQJ�WKH�HQWHUSULVH�VHFWRU�LV�RQH
RI�WKH�JRYHUQPHQW¶V�PDLQ�WDVNV�DW�SUHVHQW�

7R�WKLV�HQG��WKH�JRYHUQPHQW�ZLOO�KDYH�WR�LQYHVW�LQWR�WKH�LQVWLWXWLRQV�XQGHUSLQ�
QLQJ� HFRQRPLF� DFWLYLW\� LQ� D� PDUNHW� HFRQRP\�� ,Q� D� PRGHUQ� VRFLHW\�²� ZKLFK
VKRXOG�EH�FUHDWHG�GXULQJ�WKH�WUDQVLWLRQ�SHULRG�²�WKH�VWDWH�LV�UHVSRQVLEOH�IRU�WKH
LPSOHPHQWDWLRQ�DQG�HQIRUFHPHQW�RI�PRVW�RI�WKH�UHOHYDQW�UXOHV�RI�WKH�HFRQRPLF
JDPH��7KH�GHVLJQ�RI� LQVWLWXWLRQV�KDV�D�NH\� LPSDFW�RQ�RYHUDOO� HFRQRPLF�GHYHO�
RSPHQW�� (FRQRPLF� WKHRU\� DQG� HPSLULFDO� HYLGHQFH� VKRZ� WKDW� HIILFLHQW� LQVWLWX�
WLRQV� EULQJ� GRZQ� WUDQVDFWLRQ� FRVWV� E\� ORZHULQJ� VHDUFK� WLPH� DQG� LQIRUPDWLRQ
FRVWV� RU� E\� FRUUHFWLQJ� PDUNHW� IDLOXUHV�� ,QHIILFLHQW� LQVWLWXWLRQV�� LQ� WXUQ�� FDXVH
KLJKHU�WUDQVDFWLRQ�FRVWV��QHJDWLYHO\�DIIHFW�SULYDWH�VHFWRU�DFWLYLWLHV��DQG�WKHUHIRUH
KDYH�D�QHJDWLYH�LPSDFW�RQ�RXWSXW��3DJDQR��������,Q�WKH�SUHVHQW�FRQWH[W��LQVWLWX�
WLRQ�EXLOGLQJ�LPSOLHV�LQWHU�DOLD

-� FUHDWLQJ�D� WD[�V\VWHP�ZLWK�IHZHU� WD[HV�� IHZHU�H[HPSWLRQV��DQG�IHZHU�FRQ�
WUDGLFWLRQV�

-� XSJUDGLQJ�WD[�DGPLQLVWUDWLRQ�E\�WUDLQLQJ�WD[�RIILFLDOV�DQG�UDLVLQJ�VDODULHV�WR
OHYHOV�WKDW�UDLVH�LPPXQLW\�DJDLQVW�WKH�WHPSWDWLRQV�RI�FRUUXSWLRQ�

-� UHGXFLQJ� SROLWLFDO� GLVFUHWLRQ� LQ� WD[� HQIRUFHPHQW� E\� FUHDWLQJ� D� WUXO\� LQGH�
SHQGHQW� MXGLFLDU\�ZKLFK� QRW� RQO\� HQIRUFHV� WKH� VWDWH¶V� WD[� FODLPV� EXW� DOVR
SURWHFWV�HQWHUSULVHV��DQG�KRXVHKROGV��DJDLQVW�WUDQVJUHVVLRQV�E\�WD[�DXWKRUL�
WLHV�

-� DQG�LQFUHDVLQJ�WKH�VXSSO\�RI�WKH�SXEOLF�JRRG�³SXEOLF�VHFXULW\´�LQ�JHQHUDO�E\
LQYHVWLQJ�LQ�XQFRUUXSWHG�SROLFH�IRUFHV�

7KH�5XVVLDQ�JRYHUQPHQW�DOVR�KDV� WR� VROYH� WZR�PDMRU� LQWHUQDO� WUDQVIHU�SURE�
OHPV��)LUVW�� WKH� HQWHUSULVH� VHFWRU� KDV� WR� EH� FRPSHOOHG� WR� SD\� WKH� RXWVWDQGLQJ
WD[HV��6HFRQG�� WKH� WD[�VKDULQJ� V\VWHP� EHWZHHQ� WKH� GLIIHUHQW� OHYHOV� RI� JRYHUQ�
PHQW�KDV� WR�EH�UHGHVLJQHG�LQ�VXFK�D�ZD\� WKDW� WKH� UHJLRQV�DUH� IRUFHG� WR�FROOHFW
WD[HV�RQO\�RQ�D�FDVK�EDVLV��2QO\�FDVK�UHYHQXHV�RU�UHYHQXHV�LQ�86�'ROODUV�PDNH
WKH�UHSD\PHQW�RI�IRUHLJQ�FUHGLWV�SRVVLEOH�
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,Q�WKH�IROORZLQJ�VHFWLRQ��D�VW\OL]HG�PRGHO�RI�5XVVLDQ�IRUHLJQ�GHEW�LV�SUHVHQWHG
ZKLFK�DQDO\]HV�WKLV�FKRLFH�EHWZHHQ�RIILFLDO�DQG�XQRIILFLDO�WD[DWLRQ�LQ�D�VLWXDWLRQ
RI�KLJK�IRUHLJQ�GHEW�VWRFNV�

��)RUHLJQ�'HEW�DQG�WKH�5ROH�RI�WKH�8QRIILFLDO�(FRQRP\

$V�UHJDUGV�WKH�VXVWDLQDELOLW\�RI�5XVVLD¶V�IRUHLJQ�GHEW�VLWXDWLRQ�� LW�PLJKW�EH�DU�
JXHG� WKDW� WKH� GHSHQGHQFH� RI� H[SRUW� UHYHQXHV� IURP� WKH� RLO� DQG� JDV� VHFWRU� DQG
WKXV�RQ� WKH�GHYHORSPHQW�RI�ZRUOG�PDUNHW�SULFHV� IRU� WKHVH�FRPPRGLWLHV� OHDYHV
UHODWLYHO\� OLWWOH�URRP�WR�PDQHXYHU�IRU�GRPHVWLF�SROLF\��$W� WKH�VDPH�WLPH��5XV�
VLD¶V�VLWXDWLRQ�LV�TXLWH�SHFXOLDU�LQ�WKH�VHQVH�WKDW�SXEOLF�VHFWRU�IRUHLJQ�GHEW�GRPL�
QDWHV�DQG�WKDW�WKH�HFRQRP\�KDV�EHHQ�FKDUDFWHUL]HG�E\�FKURQLF�ILVFDO�SUREOHPV�
FRXSOHG�ZLWK�D�VXEVWDQWLDO�UROH�RI�WKH�XQRIILFLDO�HFRQRP\��7KH�VL]H�RI�WKH�XQRI�
ILFLDO� HFRQRP\�� LQ� WXUQ�� LV� WR� D� ODUJH� H[WHQW� GHWHUPLQHG� E\� HFRQRPLF� SROLF\
PDNLQJ�DQG�FDQ�WKXV�KDUGO\�EH�FRQVLGHUHG�H[RJHQRXV�WR�WKH�JRYHUQPHQW¶V�RSWL�
PL]DWLRQ�SUREOHP�

7KHVH�IDFWRUV�VXJJHVW�WKDW�HFRQRPLF�SROLF\�KDV�DQ�LPSDFW�RQ�5XVVLD¶V�DELOLW\
WR� VHUYLFH� LWV� IRUHLJQ� GHEW�� DQG� WKDW� WKH� VLWXDWLRQ� FDQQRW� EH� DQDO\]HG� ZLWKRXW
WDNLQJ� WKH� LQWHUDFWLRQ� EHWZHHQ� SXEOLF� VHFWRU� IRUHLJQ� GHEW� DQG� WKH� XQRIILFLDO
HFRQRP\�LQWR�DFFRXQW��7R�RXU�NQRZOHGJH��OLQNV�EHWZHHQ�WKHVH�LVVXHV�KDYH�QRW
EHHQ�WUHDWHG�LQ�WKH�OLWHUDWXUH�VR�IDU��:KLOH�WKHUH�KDV�EHHQ�ZRUN�RQ�WKH�UHVROXWLRQ
RI�IRUHLJQ�GHEW�FULVHV�DQG�RQ�WKH�HFRQRPLFV�RI�WKH�XQRIILFLDO�HFRQRP\����WKHVH
WZR�VWUDQGV�RI�WKH�OLWHUDWXUH�KDYH�QRW�EHHQ�FRPELQHG��,Q�WKH�IROORZLQJ��ZH�WKXV
SUHVHQW�D�VW\OL]HG�PRGHO�ZKLFK�DOORZV�XV� WR�DQDO\]H� WKH�FKRLFH�RI� WKH�5XVVLDQ
JRYHUQPHQW� EHWZHHQ� RIILFLDO� DQG� XQRIILFLDO� WD[DWLRQ� LQ� WKH� IDFH� RI� LWV� IRUHLJQ
GHEW� EXUGHQ�� 7KH� IUDPHZRUN� LV� WKHQ� XVHG� WR� PRGHO� WKH� GHFLVLRQ� RI� IRUHLJQ
FUHGLWRUV�WR�UHVWUXFWXUH�5XVVLD¶V�IRUHLJQ�GHEW�

���� )RUHLJQ�'HEW�DQG�WKH�&KRLFH�%HWZHHQ�2IILFLDO�DQG�8QRIILFLDO�7D[DWLRQ

7KH�PRGHO� KDV� WZR� SHULRGV��:H� DVVXPH� WKDW�5XVVLD¶V� HQWHUSULVH� VHFWRU� LV� HQ�
GRZHG�ZLWK�DQ�LQLWLDO�DPRXQW�RI�LQYHVWLEOH�IXQGV��,Q�WKH�ILUVW�SHULRG��LW�DOORFDWHV
WKHVH� IXQGV� EHWZHHQ� FDSLWDO� IOLJKW� DQG� LQYHVWPHQW� LQWR� WKH� GRPHVWLF� WUDGDEOHV
VHFWRU�LQ�D�ZD\�WKDW�PD[LPL]HV�VHFRQG�SHULRG�SURILWV�DIWHU�WD[DWLRQ��ERWK�RIILFLDO
BBBBBBBBBBBBBBB

��� 6HH�)RRWQRWH���DQG�-RKQVRQ�HW�DO����������.DXIPDQQ�DQG�.DOLEHUGD���������6FKQHLGHU�DQG
(QVWH���������UHVSHFWLYHO\��IRU�GLVFXVVLRQV�RI�WKHVH�LVVXHV�
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DQG�XQRIILFLDO��VHH�6HFWLRQ�����DERYH�����7KH�UHWXUQ�WR�GRPHVWLF�LQYHVWPHQW�LQ�
WHU�DOLD�GHSHQGV�RQ�WKH�GHYHORSPHQW�RI�WKH�UHDO�H[FKDQJH�UDWH��ZLWK�D�GHSUHFLD�
WLRQ�UDLVLQJ�WKH�UHWXUQ�LQ�GRPHVWLF�FXUUHQF\��&RQVLGHULQJ�WKH�IDFW�WKDW�5XVVLD¶V
H[SRUWV�DUH�GRPLQDWHG�E\�UDZ�PDWHULDOV�VXFK�DV�RLO�DQG�JDV�ZKLFK�DUH�GHQRPL�
QDWHG�LQ�86�GROODU��WKLV�DVVXPSWLRQ�FDQ�EH�PRWLYDWHG�E\�WKH�IDFW�WKDW�FRVWV�RI�RLO
DQG� JDV� SURGXFHUV� DUH� SDUWO\� GHQRPLQDWHG� LQ� GRPHVWLF� FXUUHQF\�� 7KH� JRYHUQ�
PHQW�PD[LPL]HV�UHYHQXHV�E\�WD[LQJ�WKH�SURFHHGV�RI�GRPHVWLF�LQYHVWPHQW�LQ�WKH
VHFRQG�SHULRG�

$VVHVVLQJ� WKH� DFWXDO� WD[� EXUGHQ�5XVVLDQ� HQWHUSULVHV� IDFH� LV� FRPSOLFDWHG� E\
WZR�IDFWRUV��2Q�WKH�RQH�KDQG��WD[�HQIRUFHPHQW�LV�YHU\�XQHYHQ��ZKLFK�UHVXOWV�LQ
VXEVWDQWLDO� WD[� DUUHDUV� LQ� WKH� 5XVVLDQ� HFRQRP\�� 2Q� WKH� RWKHU� KDQG�� WKHUH� DUH
VXEVWDQWLDO�RII�EXGJHW�DFWLYLWLHV�ZKLFK�LPSRVH�VLJQLILFDQW�FRVWV�RQ�WKH�HQWHUSULVH
VHFWRU��$V�D�UHVXOW�RI�WKHVH�WZR�IDFWRUV��WKH�DFWXDO�WD[�EXUGHQ�GLIIHUV�IURP�ZKDW
LV�LPSOLHG�E\�WKH�5XVVLDQ�WD[�FRGH��:H�FDSWXUH�WKLV�SKHQRPHQRQ�LQ�RXU�PRGHO
E\�GLVWLQJXLVK� EHWZHHQ� ´RIILFLDO´� DQG� ´XQRIILFLDO´� WD[DWLRQ�� )RU� RXU� SXUSRVHV�
´RIILFLDO�WD[DWLRQ´�LV�ZKDW�JHQHUDWHV�JRYHUQPHQW�UHYHQXHV�DV�WKH\�DSSHDU�LQ�WKH
EXGJHW��ZKHUHDV�´XQRIILFLDO� WD[DWLRQ´�LV�DQ\WKLQJ�WKDW�EHQHILWV� WKH�JRYHUQPHQW
DQG�LPSRVHV�D�FRVW�RQ�WKH�HQWHUSULVH�VHFWRU�ZLWKRXW�VKRZLQJ�XS�LQ�WKH�EXGJHW���

7KH�JRYHUQPHQW�KDV�D�VWRFN�RI�IRUHLJQ�OLDELOLWLHV�RQ�ZKLFK�LQWHUHVW� LV�GXH�LQ
WKH�ILUVW�SHULRG��ZKLOH�LQWHUHVW�SOXV�SULQFLSDO�DUH�WR�EH�UHSDLG�LQ�WKH�VHFRQG�SH�
ULRG��)RU�WKH�ILUVW�SHULRG��WKH�JRYHUQPHQW�LV�DVVXPHG�WR�KDYH�D�JLYHQ�VWRFN�RI�UH�
VRXUFHV�<�ZKLFK�DUH�MXVW�VXIILFLHQW�WR�FRYHU�WKH�FRQWUDFWXDO�LQWHUHVW�SD\PHQW�GXH�
7KLV�PHDQV� WKDW� WKH�JRYHUQPHQW� LV�XQDEOH� LQ� WKH� ILUVW�SHULRG� WR�XQGHUWDNH� DQ\
LQYHVWPHQWV�LQWR�H�J��LQVWLWXWLRQ�EXLOGLQJ��,Q�WKH�VHFRQG�SHULRG��WKH�JRYHUQPHQW
XVHV�SURFHHGV�IURP�RIILFLDO�WD[DWLRQ�WR�VHUYLFH�LWV�IRUHLJQ�GHEW�

:H�DVVXPH� WKDW�DOO�SURFHHGV� IURP�RIILFLDO� WD[DWLRQ�DUH�DOORFDWHG� WR� WKLV�SXU�
SRVH�XQWLO�WKH�FRQWUDFWXDO�OLDELOLW\�LV�IXOO\�SDLG��WKDW�LV�ZH�GR�QRW�DVVXPH�WKDW�WKH
JRYHUQPHQW� ZLWKKROGV� WD[� UHYHQXHV� ZKHQ� LW� FRXOG� XVH� WKHP� WR� SD\� IRUHLJQ
FUHGLWRUV�� +RZHYHU�� WKH� JRYHUQPHQW� LV� DEOH� WR� FKRRVH� KRZ�PXFK� RIILFLDO� WD[
UHYHQXHV� WR� FROOHFW� DQG� FDQ� WKHUHE\� LQIOXHQFH� LWV� DELOLW\� WR� SD\� IRUHLJQHUV�� ,I
BBBBBBBBBBBBBBB

��� *LYHQ�WKDW�ZKDW�PDWWHUV�IRU�WKH�VXVWDLQDELOLW\�RI�IRUHLJQ�GHEW�LV�WKH�FDSDFLW\�WR�HDUQ�IRUHLJQ
H[FKDQJH�WKURXJK�H[SRUWV��ZH�LJQRUH�WKH�QRQ�WUDGDEOHV�VHFWRU�

��� +HQFH��WKH�WD[�SD\PHQWV�RI�WKH�PRGHO�PXVW�EH�XQGHUVWRRG�DV�DYHUDJHV�RYHU�SURILWDEOH�DQG
ORVV�PDNLQJ�HQWHUSULVHV��ZLWK�WKH�IRUPHU�SD\LQJ�WD[HV�DW�KLJKHU�UDWHV�DQG�WKH�ODWWHU�SD\LQJ
QR� WD[HV� DQG� SRVVLEO\� UHFHLYLQJ� VXEVLGLHV�� DQG� DV� DFWXDO� SD\PHQWV� PDGH� UDWKHU� WKDQ� DV
SD\PHQWV�GXH��$FFRUGLQJO\��ZH�DUH�DVVXPLQJ�WKDW�WKH�HQWHUSULVH�VHFWRU�DV�D�ZKROH�LV�D�QHW
WD[�SD\HU�
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SURFHHGV�IURP�RIILFLDO�WD[DWLRQ�H[FHHG�FRQWUDFWXDO�GHEW�VHUYLFH�SD\PHQWV�LQ�WKH
VHFRQG�SHULRG��WKH�JRYHUQPHQW�FDQ�XVH�WKH�EDODQFH�WR�FRQVXPH�UHQWV�

:H�EHJLQ�RXU�DQDO\VLV�ZLWK�WKH�RSWLPDO�LQYHVWPHQW�GHFLVLRQ�RI�WKH�HQWHUSULVH
VHFWRU��6XEVHTXHQWO\�ZH�VWXG\�WKH�RSWLPDO� WD[�SROLF\�RI� WKH�JRYHUQPHQW�XQGHU
WKH� DVVXPSWLRQ� WKDW� QR� GHEW� UHOLHI� RFFXUV�� 1H[W�� ZH� GHULYH� FRQGLWLRQV� XQGHU
ZKLFK�GHEW�UHVFKHGXOLQJ�EHQHILWV�DOO�SDUWLHV��)LQDOO\��ZH�GLVFXVV�FRQGLWLRQV�XQ�
GHU�ZKLFK�GHEW�ZULWH�GRZQV�ZRXOG�EH�FDOOHG�IRU�

,Q�WKH�IROORZLQJ��DOO�YDOXHV�DUH�H[SUHVVHG�LQ�IRUHLJQ�FXUUHQF\�WHUPV��7KH�HQ�
WHUSULVH�VHFWRU�WDNHV�WKH�WD[�UDWHV�VHW�E\�WKH�JRYHUQPHQW�DV�GDWD�DQG�FKRRVHV�WKH
IUDFWLRQ� b �RI�LQYHVWLEOH�IXQGV�,�WR�EH�DOORFDWHG�WR�GRPHVWLF�LQYHVWPHQW�WR�PD[L�
PL]H�SURILWV�
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ZKHUH� UZ �LV�WKH�ZRUOG�LQWHUHVW�UDWH��D�LV�WKH�LQHIILFLHQF\�DVVRFLDWHG�ZLWK�FDSL�
WDO�IOLJKW��LW�UHIOHFWV�WKH�FRVWV�RI�FRQFHDOLQJ�LOOHJDO�FDSLWDO�H[SRUWV�DQG�FRQFHDO�
LQJ�UHSDWULDWHG�SURILWV�IURP�LW���H�LV�WKH�UHDO�H[FKDQJH�UDWH�GHILQHG�DV�WKH�UDWLR�RI
IRUHLJQ�DQG�5XVVLDQ�SULFH�OHYHOV�GLYLGHG�E\�WKH�IRUHLJQ�FXUUHQF\�SULFH�RI�WKH�UX�
EOH� �L�H�� DQ� LQFUHDVH� LQ� H� UHIOHFWV� D� UHDO� GHSUHFLDWLRQ��� ( ); , Hb � � LV� WKH� �VWULFWO\

FRQFDYH�� UHWXUQ� WR�GRPHVWLF� LQYHVWPHQW�� W� LV� WKH�RIILFLDO� WD[� UDWH��DQG� �E� LV� WKH
XQRIILFLDO�WD[�UDWH��L�H��WKH�XQLW�FRVW�LPSRVHG�RQ�WKH�HQWHUSULVH�VHFWRU�E\�WKH�JRY�
HUQPHQW¶V�RII�EXGJHW�DFWLYLWLHV���7KH�FRUUHVSRQGLQJ�)2&�RI�WKH�HQWHUSULVH�VHF�
WRU¶V�RSWLPL]DWLRQ�SUREOHP�\LHOGV
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7KH�/+6�DQG�5+6�RI�����JLYH�WKH�PDUJLQDO�UHWXUQ�WR�GRPHVWLF�DQG�IRUHLJQ�LQ�
YHVWPHQW��UHVSHFWLYHO\��)URP�����WKH�RSWLPDO�VKDUH�RI�GRPHVWLF� LQYHVWPHQW�FDQ
EH�H[SUHVVHG�DV�DQ�LPSOLFLW�IXQFWLRQ�RI�WKH�H[RJHQRXV�SDUDPHWHUV�DQG�WKH�JRY�
HUQPHQW¶V�FKRLFH�YDULDEOHV
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ZKHUH�KLJKHU�IRUHLJQ�LQWHUHVW�UDWHV��D�ORZHU�LQHIILFLHQF\�RI�FDSLWDO�IOLJKW��D�UHDO
DSSUHFLDWLRQ��DQG�KLJKHU�UDWHV�RI�RIILFLDO�RU�XQRIILFLDO�WD[DWLRQ�HQFRXUDJH�FDSLWDO
IOLJKW��,Q�SDUWLFXODU��ZH�KDYH
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7KH�JRYHUQPHQW�PD[LPL]HV� LWV�QHW� UHYHQXHV� LQ� WKH� VHFRQG�SHULRG� VXEMHFW� WR
WKH�RSWLPDO�DOORFDWLRQ�RI�LQYHVWLEOH�UHVRXUFHV�E\�WKH�HQWHUSULVH�VHFWRU���
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ZKHUH� g W � LV� WKH� LQHIILFLHQF\�DVVRFLDWHG�ZLWK�D�ZHDN� LQVWLWXWLRQDO�HQYLURQPHQW
�LW�PLJKW�UHIOHFW�WKH�IDFW�WKDW�WKH�WD[�V\VWHP�SHU�VH�LV�KLJKO\�GLVWRUWLRQDU\�RU�WKDW
WD[� ODZV� DUH� HQIRUFHG� RQ� D� GLVFUHWLRQDU\� EDVLV� DQG� WKHUHE\� FUHDWH� GLVWRUWLRQV
HWF���� d � LV� WKH� LQHIILFLHQF\�DVVRFLDWHG�ZLWK�XQRIILFLDO� WD[DWLRQ� �WKLQN�RI� LW� DV� D
FRVW�RI�FRQFHDOLQJ�EULEHV��� DQG� a) � LV� VHFRQG�SHULRG�GHEW� VHUYLFH��1RWH� WKDW�ZH
DVVXPH� WKDW� WKH� HIILFLHQF\� ORVV� GXH� WR� RIILFLDO� WD[DWLRQ� LV� QRW� FRQVWDQW� DW� WKH
PDUJLQ�EXW� UDWKHU� LQFUHDVHV� LQ� WKH� UDWH�RI� WD[DWLRQ� W��7KLV� WDNHV�DFFRXQW�RI� WKH
IDFW� WKDW� DW� KLJKHU� WD[� UDWHV� WKH� GHDGZHLJKW� ORVV� DQG� WKH� LQFHQWLYHV� WR� HYDGH
WD[DWLRQ�ZLOO�EH�JUHDWHU�

:H�DVVXPH�WKDW� d g> W �IRU�VXIILFLHQWO\�ORZ�W��L�H��WKDW�WKHUH�H[LVWV�D�WKUHVKROG
EHORZ�ZKLFK�XQRIILFLDO�WD[DWLRQ�LV�OHVV�HIILFLHQW�WKDQ�RIILFLDO�WD[DWLRQ��VLQFH�RWK�
HUZLVH�LW�FRXOG�QHYHU�EH�RSWLPDO�WR�XVH�DQ\�RIILFLDO�WD[DWLRQ�DW�DOO����'HSHQGLQJ
RQ�WKH�PDJQLWXGH�RI�WKH�GHEW�VHUYLFH�UHODWLYH�WR�UHYHQXHV�IURP�RIILFLDO�WD[DWLRQ�
ZH�QHHG�WR�GLVWLQJXLVK�WZR�FDVHV�IRU�DFWXDO�GHEW�VHUYLFH a)
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ZKHUH�)� LV� WKH�SULQFLSDO�RI� WKH�FRQWUDFWHG� IRUHLJQ�GHEW��7KH� IRUPHU� FDVH� UH�
IOHFWV�D�VLWXDWLRQ�ZKHUH�WKH�JRYHUQPHQW¶V�RIILFLDO�WD[�UHYHQXHV�DUH�QRW�VXIILFLHQW
WR� IXOO\� VHUYLFH� WKH� GHEW��ZKLOH� LQ� WKH� ODWWHU� FDVH� WKH� GHEW� LV� VHUYLFHG� DV� FRQ�
WUDFWHG�

&RQVLGHU�ILUVW�WKH�FDVH�LQ�ZKLFK�WKH�JRYHUQPHQW�HDUQV�RIILFLDO�WD[�UHYHQXH�VXI�
ILFLHQW� WR� VHUYLFH� IXOO\� LWV� IRUHLJQ�GHEW��$Q\� WD[� UHFHLSWV� LQ� H[FHVV�RI� WKH�GHEW
BBBBBBBBBBBBBBB

���:H�DUH�DVVXPLQJ�KHUH�WKDW�QR�GHEW�UHOLHI�RFFXUV��+HQFH��LQ�WKH�PRGHO��WKH�JRYHUQPHQW�XVHV
DOO�LWV�UHVRXUFHV�LQ�WKH�ILUVW�SHULRG�WR�VHUYLFH�LWV�IRUHLJQ�GHEW��7KLV�LV�ZK\�QHW�JRYHUQPHQW
UHYHQXHV�LQ�WKH�ILUVW�SHULRG�DUH�LGHQWLFDOO\�HTXDO�WR�]HUR�DQG�GR�QRW�HQWHU�WKH�PD[LPL]DWLRQ
SUREOHP�

��� )RU�RXU�DUJXPHQW� WR�JR� WKURXJK�ZH�UHTXLUH� WKDW� WKH�PDUJLQDO�GHDGZHLJKW� ORVV�RI�RIILFLDO
WD[DWLRQ�EH�DQ�LQFUHDVLQJ�IXQFWLRQ�RI�WKH�RIILFLDO�WD[�UDWH��7KH�DERYH�LV�WKH�VLPSOHVW�IXQF�
WLRQDO�IRUP�ZKLFK�VDWLVILHV�WKLV�UHTXLUHPHQW�
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SD\PHQW� DUH� UHWDLQHG� E\� WKH� JRYHUQPHQW�� ,Q� WKLV� VLWXDWLRQ�� WKH� JRYHUQPHQW� LV
LQWHUHVWHG�LQ�FKRRVLQJ�WKH�PRVW�HIILFLHQW�IRUP�RI�WD[DWLRQ�LQ�RUGHU�WR�PD[LPL]H
LWV�UHYHQXHV��+HQFH��WKH�ILUVW�RUGHU�FRQGLWLRQV�IRU�DQ�RSWLPXP�DUH�
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(TXDWLRQV� ���� UHIOHFW� WKH� IDFW� WKDW� LQFUHDVHV� LQ� WKH� WD[� UDWHV�RQ� WKH�RQH�KDQG
ORZHU� WKH� WD[�EDVH�E\�GULYLQJ�PRUH�GRPHVWLF� VDYLQJV�DEURDG� �WKH� ILUVW� WHUP� LQ
������EXW�RQ�WKH�RWKHU�KDQG�UDLVH�JRYHUQPHQW�UHYHQXH�IURP�D�JLYHQ�WD[�EDVH��WKH
VHFRQG�WHUP�LQ�������6XEVWLWXWLRQ�RI�RQH�RI� WKH� WZR�)2&V�LQWR� WKH�RWKHU�\LHOGV
WKH�IROORZLQJ�H[SUHVVLRQ�IRU�WKH�RSWLPDO�RIILFLDO�WD[�UDWH��
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d
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7KH�RSWLPDO�RIILFLDO� WD[� UDWH� LV� DQ� LQFUHDVLQJ� IXQFWLRQ�RI� WKH� LQHIILFLHQF\�RI
XQRIILFLDO� WD[DWLRQ�� DQG� D� GHFUHDVLQJ� IXQFWLRQ� RI� WKH� LQHIILFLHQF\� RI� RIILFLDO
WD[DWLRQ��$IWHU�UHDUUDQJLQJ��ZH�KDYH

��¶� �g dW * = �

ZKLFK�VD\V�WKDW��DW�WKH�RSWLPXP��WKH�GHDGZHLJKW�ORVVHV�IURP�RIILFLDO�DQG�XQRI�
ILFLDO� WD[DWLRQ�DUH�HTXDOL]HG�DW� WKH�PDUJLQ��VXFK� WKDW� IRU�D�JLYHQ�DJJUHJDWH� WD[
UDWH� W E+ � IDFLQJ� WKH� HQWHUSULVH� VHFWRU�� D� VKLIW� EHWZHHQ� RIILFLDO� DQG� XQRIILFLDO
WD[DWLRQ�FDQQRW�UHGXFH�WKH�DJJUHJDWH�GHDGZHLJKW�ORVV�

/DWHU�RQ�ZH�ZLOO�XVH� WKH� IDFW� WKDW�RIILFLDO� DQG�XQRIILFLDO� WD[DWLRQ�DUH� VXEVWL�
WXWHV��L�H�
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ZKHUH�ZH�KDYH�XVHG���´�����
BBBBBBBBBBBBBBB

��� $VVXPLQJ�WKDW�� � �- �g W �DQG�d � ��
��� $VVXPLQJ�WKDW�WKH�WKLUG�GHULYDWLYH�RI�WKH�SURGXFWLRQ�IXQFWLRQ�;�LV�QRQ�SRVLWLYH�
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1H[W�� ZH� FRQVLGHU� WKH� VLWXDWLRQ� LQ� ZKLFK� D� VROXWLRQ� ZLWK
( ) ( ); W W ) U

Z
� �- > +* *g �GRHV�QRW�H[LVW��,Q�WKLV�FDVH��DQ\�RIILFLDO�WD[�UHYHQXHV�WKH

JRYHUQPHQW�PD\�FROOHFW�HQGV�XS�EHLQJ�SDLG�RXW�WR�IRUHLJQ�FUHGLWRUV�DQG�KHQFH
GRHV�QRW�EHQHILW�WKH�JRYHUQPHQW��$W�WKH�VDPH�WLPH��RIILFLDO�WD[DWLRQ�GLVFRXUDJHV
LQYHVWPHQW� LQ� WKH�GRPHVWLF�HFRQRP\�DQG� WKHUHE\�UHGXFHV�JRYHUQPHQW� UHYHQXH
IURP�XQRIILFLDO�WD[DWLRQ��7KHUHIRUH��IRU� ( ) ( ); W W ) U

Z
� �- � +* *g ��LW�LV�RSWLPDO�IRU

WKH�JRYHUQPHQW�QRW�WR�VXEMHFW�DQ\�RI�WKH�UHWXUQV�WR�GRPHVWLF�LQYHVWPHQW�WR�RIIL�
FLDO�WD[DWLRQ��L�H�� W = � ��:LWK�QR�UHYHQXHV�IURP�RIILFLDO�WD[DWLRQ��WKH�JRYHUQPHQW
LV�XQDEOH�WR�VHUYLFH�LWV�IRUHLJQ�GHEW�LQ�WKH�VHFRQG�SHULRG�DQG�KHQFH�GHIDXOWV�RQ
LWV�IRUHLJQ�GHEW��IRUHLJQ�FUHGLWRUV�GR�QRW�UHFHLYH�DQ\�SD\PHQW�LQ�WKH�VHFRQG�SH�
ULRG�LQ�WKLV�FDVH��7KH�JRYHUQPHQW�LQVWHDG�PD[LPL]HV
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ZKHUH� b
 LQGLFDWHV�WKH�HQWHUSULVH�VHFWRU¶V�RSWLPDO�UHVSRQVH�WR�XQRIILFLDO�WD[D�
WLRQ�JLYHQ�WKDW�WKH�RIILFLDO�WD[�UDWH�LV�]HUR��7KLV�\LHOGV�WKH�ILUVW�RUGHU�FRQGLWLRQ
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)URP������ L�H�� IURP�WKH�VXEVWLWXWDELOLW\�RI�RIILFLDO�DQG�XQRIILFLDO� WD[DWLRQ��ZH
NQRZ�WKDW�ZLWK�RIILFLDO� WD[DWLRQ�FRQVWUDLQHG�WR�]HUR�� WKH�RSWLPDO�XQRIILFLDO� WD[
UDWH�ZLOO�EH�KLJKHU�WKDQ�ZLWK�SRVLWLYH�RIILFLDO�WD[DWLRQ��0RUHRYHU��IURP���¶��ZH
NQRZ�WKDW�WKH�RSWLPDO�XQRIILFLDO�WD[�UDWH�ZLOO�QRZ�EH�ORZHU�WKDQ�WKH�VXP�RI�RIIL�
FLDO�DQG�XQRIILFLDO�WD[�UDWHV�EHIRUH����,W�IROORZV�WKDW�WKH�DJJUHJDWH�WD[�UDWH�IDF�
LQJ�WKH�HQWHUSULVH�VHFWRU�ZLOO�EH� ORZHU��FDSLWDO� IOLJKW�ZLOO�EH� ORZHU��DQG�H[SRUW
UHYHQXHV��WKH�WD[�EDVH��ZLOO�EH�KLJKHU��+RZHYHU��WKH�JRYHUQPHQW¶V�JURVV�UHYH�
QXHV�ZLOO�VWLOO�EH�ORZHU�WKDQ�EHIRUH��DV�WKHVH�ZHUH�DW�D�PD[LPXP�LQ�WKH�ILUVW�VFH�
QDULR�ZKHUH�WKH�RIILFLDO�WD[�UDWH�ZDV�QRW�FRQVWUDLQHG�WR�]HUR�

)LQDOO\��LW�VKRXOG�EH�QRWHG�WKDW�HYHQ�LQ�WKH�FDVH�ZKHUH�WKH�JRYHUQPHQW�FRXOG
JHQHUDWH�IXQGV�VXIILFLHQW�WR�UHSD\�LWV�IRUHLJQ�FUHGLWRUV��LW�PD\�GHFLGH�WR�GHIDXOW�
7KLV� LV�EHFDXVH� WKH� WD[�EDVH� LV� ODUJHU�XQGHU�GHIDXOW�� ,W�PD\� WKHUHIRUH�EH� LQ� WKH
LQWHUHVW�RI�WKH�JRYHUQPHQW�WR�XVH�RQO\�XQRIILFLDO�WD[DWLRQ�HYHQ�LI�WKH�FRQGLWLRQ
BBBBBBBBBBBBBBB

��� %HIRUH�� WKH�SRVLWLYH� HIIHFWV�RI�PDUJLQDOO\� UDLVLQJ� WKH� VXP�RI� WKH� WZR� WD[� UDWHV�ZHUH� MXVW
FRPSHQVDWHG�IRU�E\�WKH�QHJDWLYH�HIIHFWV��+HQFH��WKH�QHW�PDUJLQDO�HIIHFW�RQ�QHW�JRYHUQPHQW
UHYHQXH�ZDV�]HUR��*LYHQ�WKDW�VHWWLQJ�WKH�XQRIILFLDO�WD[�UDWH�DW�WKH�SUHYLRXV�VXP�RI�RIILFLDO
DQG�XQRIILFLDO�WD[�UDWHV�ZRXOG�UHVXOW�LQ�D�ODUJHU�GHDGZHLJKW�ORVV��VLQFH�EHIRUH�WKH�VWUXFWXUH
RI�RIILFLDO�DQG�XQRIILFLDO�WD[�UDWHV�PLQLPL]HG�WKH�GHDGZHLJKW�ORVV�IRU�D�JLYHQ�DJJUHJDWH�WD[
UDWH���WKH�QHJDWLYH�HIIHFWV�RI�UDLVLQJ�WKH�XQRIILFLDO�WD[�UDWHV�ZLOO�VWDUW�WR�GRPLQDWH�WKH�SRVL�
WLYH�HIIHFWV�EHIRUH�WKH�SUHYLRXV�OHYHO�RI�DJJUHJDWH�WD[DWLRQ�LV�UHDFKHG�
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� �- > +* *g �KROGV�� ,�H�� HYHQ� LI�E\�PD[LPL]LQJ�JURVV� UHYHQXH�� WKH�JRY�

HUQPHQW�ZDV�DEOH�WR�IXOO\�VHUYLFH�LWV�IRUHLJQ�GHEW�DQG�WR�UHWDLQ�VRPH�RIILFLDO�WD[
UHYHQXHV��LWV�QHW�UHYHQXHV�PD\�VWLOO�EH�ODUJHU�LI�LW�WD[HV�RQO\�XQRIILFLDOO\�DQG�GH�
IDXOWV�RQ�LWV�IRUHLJQ�GHEW��7KXV�WKH�QHFHVVDU\�DQG�VXIILFLHQW�FRQGLWLRQ�IRU�GHIDXOW
LV�
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ZKHUH� WKH�DVWHUL[HV� LQGLFDWH�RSWLPDO�VROXWLRQV� WR� ����DQG������DQG� WKH�SULPHV
LQGLFDWH�RSWLPDO�VROXWLRQV�WR�����DQG�WR�����IRU� W = � �

,I�WKH�VLWXDWLRQ�LV�FKDUDFWHUL]HG�E\������GHEW�VHUYLFH�LV�QRW�LQ�WKH�LQWHUHVW�RI�WKH
JRYHUQPHQW��+HQFH� IRUHLJQ� FUHGLWRUV�ZLOO� KDYH� WR� RIIHU� VRPH� LQFHQWLYH� WR� WKH
JRYHUQPHQW�LQ�RUGHU�WR�EH�DEOH�WR�UHFRYHU�WKHLU�ORDQV��2QH�SRVVLEOH�ZD\�RI�GR�
LQJ�VR�LV�WR�FUHDWH�FRQGLWLRQV�WKDW�HQFRXUDJH�WKH�JRYHUQPHQW�WR�LQYHVW�LQ�LQVWLWX�
WLRQ�EXLOGLQJ��VR�WKDW�RIILFLDO�WD[DWLRQ�EHFRPHV�PRUH�HIILFLHQW�UHODWLYH�WR�XQRIIL�
FLDO�WD[DWLRQ�

7KH� IROORZLQJ�SDUDJUDSKV� VKRZ�KRZ�GHEW� UHVWUXFWXULQJ�FDQ�EHQHILW� ERWK� WKH
JRYHUQPHQW�DQG�WKH�IRUHLJQ�FUHGLWRUV�E\�HQFRXUDJLQJ�LQVWLWXWLRQ�EXLOGLQJ��'HEW
UHVWUXFWXULQJ��LQ�WXUQ��FDQ�WDNH�WZR�IRUPV��UHVFKHGXOLQJ��L�H��D�FKDQJH�LQ�WKH�WLPH
VWUXFWXUH�RI�SD\PHQWV��DQG�ZULWH�GRZQV��L�H��UHGXFWLRQV�LQ�WKH�QRPLQDO�YDOXH�RI
WKH�GHEW�

'HEW�UHVFKHGXOLQJ��L�H��DOORZLQJ�WKH�JRYHUQPHQW�WR�SD\�SDUW�RI�LWV�ILUVW�SHULRG
REOLJDWLRQ�RQO\� LQ� WKH�VHFRQG�SHULRG��FDQ�UDLVH� WKH�RYHUDOO�DPRXQW�UHFHLYHG�E\
IRUHLJQ�FUHGLWRUV�LI�WKH�JRYHUQPHQW�XVHV�WKH�DGGLWLRQDO�OLTXLGLW\�DYDLODEOH�LQ�WKH
ILUVW� SHULRG� WR� LQYHVW� LQWR� LQVWLWXWLRQ�EXLOGLQJ�� ,QVWLWXWLRQ�EXLOGLQJ�� LQ� WXUQ�� UH�
VXOWV� LQ�GRPHVWLF� LQYHVWPHQW�EHFRPLQJ�PRUH�DWWUDFWLYH� IRU�HQWHUSULVHV��DQG� WKH
WD[�EDVH�H[SDQGLQJ�IRU�WKH�VHFRQG�SHULRG��VR�WKDW�WKH�JRYHUQPHQW�FDQ�SD\�PRUH
LQ�WKH�VHFRQG�SHULRG��)URP�WKH�SRLQW�RI�YLHZ�RI�WKH�JRYHUQPHQW��WKLV�FDQ�PDNH
VHQVH�DV�ZHOO��LI�LQVWLWXWLRQ�EXLOGLQJ�UDLVHV�WKH�WD[�EDVH�LQ�WKH�VHFRQG�SHULRG�VXI�
ILFLHQWO\�IRU�JRYHUQPHQW�UHYHQXHV�QHW�RI�GHEW�VHUYLFH�WR�EH�KLJKHU�WKDQ�ZLWKRXW
LQVWLWXWLRQ�EXLOGLQJ�DQG�GHEW�UHVFKHGXOLQJ�

'HEW�ZULWH�RIIV�FDQ�EH�VWUXFWXUHG�VXFK� WKDW� WKH\�DOVR�SURYLGH� OLTXLGLW\� UHOLHI
DQG��LQ�DGGLWLRQ��UHGXFH�WKH�DPRXQW�WR�EH�UHSDLG�WR�FUHGLWRUV� LQ� WKH�VHFRQG�SH�
ULRG��7KH\�FDQ�DOVR�OHDG�WR�KLJKHU�UHYHQXHV�IRU�ERWK�FUHGLWRUV�DQG�JRYHUQPHQW
E\�HQFRXUDJLQJ�PRUH�RIILFLDO�WD[DWLRQ�RI�D�JLYHQ�UHWXUQ�VWUHDP�
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���� 'HEW�5HVWUXFWXULQJ�DQG�'HEW�:ULWH�2II

$V�LQGLFDWHG�DERYH��ZH�DVVXPH�WKDW�WKH�LQLWLDO�ILUVW�SHULRG�VWRFN�RI�JRYHUQPHQW
UHVRXUFHV��<��LV�MXVW�VXIILFLHQW�WR�FRYHU�WKH�FRQWUDFWXDO�YDOXH�RI�ILUVW�SHULRG�GHEW
VHUYLFH�SD\PHQWV�� U )Z ��VR�WKDW�QR�UHVRXUFHV�DUH�OHIW�IRU�LQVWLWXWLRQ�EXLOGLQJ�

1RZ�VXSSRVH��LW�WDNHV�DQ�LQYHVWPHQW�RI�*�WR�ORZHU�WKH�LQHIILFLHQF\�RI�GRPHV�
WLF�WD[DWLRQ�IURP� g WR� g ��7KHQ�DGGLWLRQDO�OLTXLGLW\�FDQ�EH�SURYLGHG�WR�WKH�JRY�
HUQPHQW�LQ�WKH�ILUVW�SHULRG�E\�UHVFKHGXOLQJ�IRUHLJQ�GHEW�VXFK�WKDW�LQ�WKH�ILUVW�SH�
ULRG�WKH�JRYHUQPHQW�KDV�WR�SD\�RQO\� U ) *Z - �DQG�LQ�WKH�VHFRQG�SHULRG�LWV�OLDELO�
LW\�EHFRPHV� ( )( )�+ +U ) *

Z
��7KLV�OLTXLGLW\�FRXOG�EH�XVHG�WR�LQYHVW�LQWR�LQVWLWXWLRQ

EXLOGLQJ�

'HEW�UHVFKHGXOLQJ�KDV�WZR�FRXQWHUYDLOLQJ�HIIHFWV��2Q�WKH�RQH�KDQG��LW�HQDEOHV
LQVWLWXWLRQ�EXLOGLQJ� LQ� WKH� ILUVW�SHULRG�DQG� WKHUHE\�SURYLGHV� WKH�RSSRUWXQLW\� WR
UHGXFH�WKH�GHDGZHLJKW�ORVV�RI�RIILFLDO�WD[DWLRQ��WKHUHE\�JURZLQJ�WKH�µSLH¶�DYDLO�
DEOH� WR�EH�VKDUHG�EHWZHHQ� WKH�JRYHUQPHQW�DQG� IRUHLJQ�FUHGLWRUV��2Q� WKH�RWKHU
KDQG�� GHEW� UHVFKHGXOLQJ� UDLVHV� WKH� GHEW� EXUGHQ� LQ� WKH� VHFRQG� SHULRG�� WKHUHE\
PDNLQJ�GHIDXOW�PRUH�DWWUDFWLYH�

%\� DVVXPSWLRQ�� LQYHVWPHQW� LQWR� LQVWLWXWLRQ� EXLOGLQJ� ZRXOG� ORZHU� WKH� GHDG�
ZHLJKW�ORVV�IURP�RIILFLDO�WD[DWLRQ��7KLV�ZRXOG�KDYH�WZR�HIIHFWV��)LUVW��LW�ZRXOG
PDNH� RIILFLDO� WD[DWLRQ� PRUH� DWWUDFWLYH� UHODWLYH� WR� XQRIILFLDO� WD[DWLRQ� �D
´VXEVWLWXWLRQ�HIIHFW´���6HFRQG��LW�ZRXOG�HQDEOH�WKH�JRYHUQPHQW�WR�UDLVH�D�JLYHQ
DPRXQW�RI�UHYHQXH�ZLWK�ORZHU�WD[�UDWHV�SURYLGHG�WKH�JRYHUQPHQW�GRHV�QRW�UHO\
H[FOXVLYHO\�RQ�XQRIILFLDO� WD[DWLRQ��7KLV�´LQFRPH�HIIHFW´� WUDQVODWHV� LQWR�D� ORZHU
WD[�EXUGHQ�IRU�HQWHUSULVHV�RYHUDOO�DQG�WKXV�UHGXFHV�FDSLWDO� IOLJKW�DQG�LQFUHDVHV
WKH�WD[�EDVH��*LYHQ�WKDW�LQ�WKH�GHIDXOW�VFHQDULR��WKH�JRYHUQPHQW�ZRXOG�QRW�XVH
RIILFLDO�WD[DWLRQ�ZLWKRXW�GHEW�UHVFKHGXOLQJ��LW�LV�FULWLFDO�WKDW�WKH�VXEVWLWXWLRQ�HI�
IHFW�EH�VXIILFLHQWO\�ODUJH�WR�LQGXFH�WKH�JRYHUQPHQW�WR�VZLWFK�WR�RIILFLDO�WD[DWLRQ�

$VVXPLQJ� WKDW�DGGLWLRQDO� OLTXLGLW\�FRXOG�DOWHUQDWLYHO\�EH� LQYHVWHG�DEURDG�RQ
WKH� VDPH� WHUPV�DV� WKH�SULYDWH� VHFWRU�FDQ� LQYHVW�DEURDG��GHEW� UHVFKHGXOLQJ�ZLOO
LQGXFH�JRYHUQPHQW�LQYHVWPHQW�LQWR�LQVWLWXWLRQ�EXLOGLQJ�DQG�ZLOO�LQGXFH�D�VZLWFK
IURP�XQRIILFLDO�WR�RIILFLDO�WD[DWLRQ��LII
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L�H�� LI� WKH� QHW� UHYHQXH� IURP� UDLVLQJ� ERWK� RIILFLDO� DQG� XQRIILFLDO� WD[DWLRQ� DQG
VHUYLFLQJ�WKH�GHEW�DIWHU� LQYHVWLQJ� LQWR� LQVWLWXWLRQ�EXLOGLQJ�H[FHHGV� WKH� UHYHQXH
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IURP�QRW�LQYHVWLQJ�LQWR�LQVWLWXWLRQ�EXLOGLQJ��VWLFNLQJ�ZLWK�XQRIILFLDO�WD[DWLRQ�DQG
GHIDXOWLQJ�RQ�WKH�GHEW��,Q�YLHZ�RI�WKH�IDFW�WKDW�WKH�5+6�RI������H[FHHGV�WKH�5+6
RI������GHEW�UHVFKHGXOLQJ�WKXV�PDNHV�VHQVH�LI�WKH�HIIHFW�RI�WKH�LQLWLDO�LQYHVWPHQW
*�RQ�WKH�GHDGZHLJKW�ORVV�RI�RIILFLDO�WD[DWLRQ� g g- LV�VXIILFLHQWO\�ODUJH��DQG��RU�LI

WKH�HIIHFW�RI�WKH�UHGXFHG�RIILFLDO�GHDGZHLJKW�ORVV�RQ�WKH�RSWLPDO�WD[�UDWHV�LV�VXI�
ILFLHQWO\�ODUJH��DQG��RU�LI�WKH�HIIHFW�RI�WKH�FKDQJH�LQ�WD[�UDWHV�RQ�WKH�WD[�EDVH�LV
VXIILFLHQWO\�ODUJH�

7KH�DPRXQW�RI�OLTXLGLW\�UHOLHI�WR�EH�JUDQWHG�E\�UHVFKHGXOLQJ�LV�REYLRXVO\�OLP�
LWHG� DW� WKH� DPRXQW� GXH� LQ� WKH� ILUVW� SHULRG�� ,I� FRQGLWLRQ� ����� DERYH� LV� QRW�PHW�
GHEW� UHVFKHGXOLQJ� LV� QRW� D� YLDEOH� FRXUVH� RI� DFWLRQ�� +RZHYHU�� GHEW� UHGXFWLRQ
PLJKW� VWLOO� OHDG� WR� DQ� LPSURYHPHQW� IRU� ERWK� SDUWLHV�� ,I� D� GHEW� ZULWH�GRZQ� LV
JUDQWHG�LQ�WKH�ILUVW�SHULRG��L�H��*�DQG�)�LV��SDUWLDOO\��ZULWWHQ�RII�UDWKHU�WKDQ�EHLQJ
UROOHG� RYHU� WR� WKH� VHFRQG� SHULRG��� WKHQ� LW� GRHV� HQFRXUDJH� LQVWLWXWLRQ� EXLOGLQJ
�ZKLFK�D�ZULWH�GRZQ�RQO\�LQ�WKH�VHFRQG�SHULRG�ZRXOG�QRW���,Q�DGGLWLRQ��D�ZULWH�
GRZQ�UHOD[HV�WKH�DERYH�FRQGLWLRQ������EHFDXVH�LW�QRW�RQO\�SURYLGHV�OLTXLGLW\�UH�
OLHI�EXW�DOVR�UHGXFHG�WKH�DPRXQW�RI�IXQGV�WR�EH�WUDQVIHUUHG�LQ�WKH�VHFRQG�SHULRG
ZKLFK�EHFRPHV� ( )( )�+ -U ) GZ �ZKHUH�G�LV�WKH�DPRXQW�RI�GHEW�IRUJLYHQ��+HQFH��LI
UHVFKHGXOLQJ�LV�LQVXIILFLHQW�WR�VDWLVI\�WKH�DERYH�FRQGLWLRQ��D�SDUWLDO�ZULWH�GRZQ
PD\�EH�FDOOHG�IRU�

��:KLFK�:D\�2XW�RI�WKH�&ULVLV"

7KH�VHYHUH�UHDO�DQG�ILQDQFLDO�FULVLV�RI������KDV�OHIW�5XVVLD�ZLWK�D�VHYHUHO\�DJ�
JUDYDWHG�IRUHLJQ�GHEW�SUREOHP��7UDGLWLRQDO�GHEW� LQGLFDWRUV�KDYH�ZRUVHQHG�� WKH
FRXQWU\�ODFNV�DFFHVV�WR�LQWHUQDWLRQDO�FDSLWDO�PDUNHWV��QHJRWLDWLRQV�ZLWK�IRUHLJQ
FUHGLWRUV� DUH� SURWUDFWHG�� WKH� ILVFDO� VLWXDWLRQ� RI� WKH� JRYHUQPHQW� KDV� \HW� WR� LP�
SURYH�� DQG� FDSLWDO� IOLJKW� FRQWLQXHV�� )LQGLQJ� D� ZD\� RXW� RI� WKLV� JULGORFN� KDV
VHHPHG�GLIILFXOW��5XVVLDQ�ILUPV�DUH�XQZLOOLQJ�WR�LQYHVW�GRPHVWLFDOO\�XQOHVV� WKH
JRYHUQPHQW�HQVXUHV�SURSHUW\�ULJKWV��IRUHLJQ�FUHGLWRUV�DUH�XQZLOOLQJ�WR�OHQG�QHZ
IXQGV�XQOHVV� WKH�JRYHUQPHQW�KDV�SURYHQ� LWV�DELOLW\� WR� UHIRUP��DQG� WKH�JRYHUQ�
PHQW�SURFUDVWLQDWHV�UHIRUPV�DV�LW�IHDUV�WKHLU�VKRUW�WHUP�FRVWV�

$V�UHJDUGV�WKH�VXVWDLQDELOLW\�RI�5XVVLD¶V�IRUHLJQ�GHEW�VLWXDWLRQ��WKH�SDSHU�KDV
IRFXVHG�RQ�WKH�IDFW�WKDW�WKH�EXON�RI�WKH�IRUHLJQ�GHEW�LV�RZHG�E\�WKH�JRYHUQPHQW�
$W�WKH�VDPH�WLPH��5XVVLD¶V�ILVFDO�VLWXDWLRQ�LV�SODJXHG�E\�WKH�FRQWLQXHG�FRH[LV�
WHQFH�RI�DQ�RIILFLDO�V\VWHP�RI�WD[DWLRQ�DQG�D�ODUJH��RSDTXH�V\VWHP�RI�XQRIILFLDO
WD[DWLRQ�DQG�VXEVLGL]DWLRQ��7KHVH�XQRIILFLDO� ILVFDO�DFWLYLWLHV�ERWK�FRQWULEXWH� WR
DQG� UHIOHFW� WKH� GHHS�URRWLQJ� LQVWLWXWLRQDO� GHILFLHQFLHV� RI� WKH�5XVVLDQ� HFRQRP\
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ZKLFK� HYHQWXDOO\� DUH� D� KHULWDJH� IURP� FHQWUDO� SODQQLQJ��0RUHRYHU�� WKH� LPSRU�
WDQFH�RI�WKH�XQRIILFLDO�ILVFDO�V\VWHP�LQ�DQ�H[WUHPHO\�ZHDN�LQVWLWXWLRQDO�HQYLURQ�
PHQW�LV�WKH�PDLQ�GLVWLQJXLVKLQJ�IHDWXUH�RI�5XVVLD�LQ�FRPSDULVRQ�WR�HDUOLHU�GHEW
UHVWUXFWXULQJ�HSLVRGHV�

7KLV�SDSHU�KDV�SUHVHQWHG�D�WZR�SHULRG�PRGHO�RI�WKH�5XVVLDQ�GHEW�SUREOHP��IR�
FXVLQJ�LQ�SDUWLFXODU�RQ�WKH�GHFLVLRQ�RI�WKH�JRYHUQPHQW�WR�VZLWFK�IURP�XQRIILFLDO
WR�RIILFLDO�PHDQV�RI�WD[DWLRQ��)RU�WKH�JRYHUQPHQW��WKH�EDVLF�WUDGH�RII�LV�EHWZHHQ
WKH� HIILFLHQF\� ORVVHV�GXH� WR�XQRIILFLDO� WD[DWLRQ�DQG� WKH� IDFW� WKDW�XQRIILFLDO� WD[
UHYHQXHV�FDQ�EH�KLGGHQ�DZD\�IURP�IRUHLJQ�FUHGLWRUV��,Q�RWKHU�ZRUGV��HQKDQFLQJ
WKH�HIILFLHQF\�RI�WKH�RIILFLDO�WD[�V\VWHP�FDQ�LPSURYH�WKH�LQFHQWLYHV�RI�WKH�JRY�
HUQPHQW� WR� VZLWFK� IURP� XQRIILFLDO� WR� RIILFLDO� WD[DWLRQ�� 2QH� ZD\� WR� DFKLHYH� D
JUHDWHU�HIILFLHQF\�RI�WKH�RIILFLDO�WD[�V\VWHP�LV�WR�LQYHVW�LQWR�LQVWLWXWLRQ�EXLOGLQJ
LQ�WKH�ILUVW�SHULRG��)RUHLJQ�FUHGLWRUV�FDQ�FRQWULEXWH�WR�WKLV�E\�UHVFKHGXOLQJ�GHEW
RU�HYHQ�E\�JUDQWLQJ�GHEW�UHOLHI�

)RUHLJQ�FUHGLWRUV��LQ�WXUQ��IDFH�WKH�WUDGH�RII�WKDW�GHEW�UHVWUXFWXULQJ�DIIRUGV�WKH
JRYHUQPHQW�ZLWK�DGGLWLRQDO�UHVRXUFHV� WKDW�FDQ�EH�VSHQW�RQ� LQVWLWXWLRQ�EXLOGLQJ
ZKLOH��DW�WKH�VDPH�WLPH��FXUUHQW�FODLPV�DUH�IRUJRQH��7KH�UHFHQW�GHFLVLRQ�RI�WKH
/RQGRQ�&OXE�WR�ZULWH�RII�DQG�UHVWUXFWXUH�5XVVLD¶V�LQKHULWHG�GHEW�ZLOO�WKXV�EHQH�
ILW� WKH�FUHGLWRUV�RQO\� LI� LQYHVWPHQW� LQWR� LQVWLWXWLRQ�EXLOGLQJ� LV�VXIILFLHQWO\�HIIL�
FLHQW��7HFKQLFDO�DVVLVWDQFH�PLJKW�EH�XVHG�WR�DFKLHYH�WKLV�JRDO��$GGLWLRQDOO\��IRU�
HLJQ�FUHGLWRUV�FDQ�LQIOXHQFH�WKH�GHFLVLRQ�RI�WKH�JRYHUQPHQW�E\�PDNLQJ�GHIDXOW
PRUH� FRVWO\� WKURXJK�� IRU� LQVWDQFH�� FURVV�GHIDXOW� FODXVHV� RQ� WKH� UHQHJRWLDWHG
GHEW�

,Q�WKLV�SDSHU��WKH�5XVVLDQ�HQWHUSULVH�VHFWRU�KDV�EHHQ�PRGHOHG�LQ�D�IDLUO\�VW\O�
L]HG�ZD\��0RVW�LPSRUWDQWO\��WKH�WUDGDEOHV�DQG�WKH�QRQ�WUDGDEOHV�VHFWRU�KDYH�QRW
EHHQ�GLVWLQJXLVKHG��<HW��DQ�H[WHQVLRQ�ZRXOG�EH�VWUDLJKW�IRUZDUG��,Q�VXFK�D�PRUH
UHDOLVWLF� VHWWLQJ�� WKH� VXFFHVV�RI�GHEW� UHOLHI�ZRXOG� DOVR�GHSHQG�XSRQ� WKH� LQFHQ�
WLYHV�RI�WKH�JRYHUQPHQW�WR�GLYHUW� UHVRXUFHV�IURP�WKH�QRQ�WUDGDEOHV� WR� WKH� WUDG�
DEOHV�VHFWRU��(PSLULFDO�HVWLPDWHV�RI�5XVVLD¶V�WUDGH�DFFRXQW�KDYH�VKRZQ�WKH�LP�
SRUWDQFH�RI�RLO�SULFH�DQG�UHDO�H[FKDQJH�UDWH�GHYHORSPHQWV�IRU�5XVVLD¶V�QHW�H[�
SRUWV�DQG�WKXV�LWV�GHEW�VHUYLFLQJ�SRWHQWLDO��6LQFH� WKH�GHYHORSPHQW�RI�RLO�SULFHV
PXVW�EH�WDNHQ�DV�H[RJHQRXV�E\�WKH�5XVVLDQ�SROLF\PDNHUV��HQVXULQJ�WKH��SULFH�
FRPSHWLWLYHQHVV�RI�GRPHVWLF�SURGXFHUV�E\�DQ�DSSURSULDWH�H[FKDQJH�UDWH�SROLF\
WKXV� HQKDQFHG�5XVVLD¶V� DELOLW\� WR� VHUYLFH� LWV� IRUHLJQ� GHEW�� 7KLV� UHTXLUHV��PRVW
LPSRUWDQWO\�� D� FRRUGLQDWLRQ�RI�PRQHWDU\�� ILVFDO�� DQG� LQVWLWXWLRQDO� UHIRUPV�ZLWK
H[FKDQJH�UDWH�SROLFLHV��,I�VXFK�D�FRRUGLQDWLRQ�LV�QRW�DFKLHYHG��FRPSHWLWLYHQHVV
HURGHV��DQG�D�QHZ�FULVLV�EHFRPHV�DOO� WKH�PRUH� OLNHO\�� ,Q�DGGLWLRQ�WR� LQVWLWXWLRQ
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EXLOGLQJ��VRXQG�DQG�FRQVLVWHQW�PDFURHFRQRPLF�SROLFLHV�DUH�WKXV�WKH�NH\�IRU�VXF�
FHVVIXO�GHEW�UHVWUXFWXULQJ�

��5HIHUHQFHV

$VOXQG�� $�� ������� 5XVVLD¶V� )LQDQFLDO� &ULVHV�� &DXVHV� DQG� 3RVVLEOH� 5HPHGLHV�
3RVW�6RYLHW�*HRJUDSK\�DQG�(FRQRPLFV����������������

%DQHUMHH�� $��� -�-�� 'RODGR�� DQG� 5��0HVWUH� �������� 2Q� 6RPH� 6LPSOH� 7HVWV� IRU
&RLQWHJUDWLRQ��7KH�&RVW�RI�6LPSOLFLW\��'LVFXVVLRQ�3DSHU�RI� WKH�,QVWLWXWH�RI
(FRQRPLFV�DW�$DUKXV�8QLYHUVLW\��$DUKXV�

%RZH��0��� DQG�-�:��'HDQ� ��������+DV� WKH�0DUNHW�6ROYHG� WKH�6RYHUHLJQ�'HEW
&ULVLV"�3ULQFHWRQ� 6WXGLHV� LQ� ,QWHUQDWLRQDO� )LQDQFH� ���� $XJXVW�� 3ULQFHWRQ�
1HZ�-HUVH\�

%U�FNHU��+����������5X�ODQGV�$XVODQGVYHUELQGOLFKNHLWHQ�QDFK�GHU�ODQJIULVWLJHQ
8PVFKXOGXQJ��'HXWVFKHV� ,QVWLWXW� I�U�:LUWVFKDIWVIRUVFKXQJ��:RFKHQEHULFKW
����������±����

%XFK��&�0���DQG�5�3�+HLQULFK���������7ZLQ�&ULVHV�DQG�WKH�,QWHUPHGLDU\�5ROH�RI
%DQNV��,QWHUQDWLRQDO�-RXUQDO�RI�)LQDQFH�DQG�(FRQRPLFV�������±����

² ��������+DQGOLQJ�%DQNLQJ�&ULVHV�²�7KH�&DVH�RI�5XVVLD��(FRQRPLF�6\VWHPV
����������±����

%XUHDX�RI�(FRQRPLF�$QDO\VLV�)RXQGDWLRQ��%($����������7KH�5XVVLDQ�(FRQRP\
DW�WKH�7XUQ�RI�WKH�0LOOHQLXP��&XUUHQW�,VVXHV�DQG�3URVSHFWV�RI�'HYHORSPHQW�
,QIRUPDWLRQ�%XOOHWLQ�����-XQH��0RVFRZ�

&HQWUDO�%DQN�RI�WKH�5XVVLDQ�)HGHUDWLRQ��&%5����������%DODQFH�RI�3D\PHQWV�RI
WKH�5XVVLDQ�)HGHUDWLRQ��KWWS���ZZZ�FEU�UX��6WDQG�������������0RVFRZ

&OLQH�� :�� �������� ,QWHUQDWLRQDO� 'HEW� 5HH[DPLQHG�� ,QVWLWXWH� IRU� ,QWHUQDWLRQDO
(FRQRPLFV��:DVKLQJWRQ�'&�

'HXWVFKHV�,QVWLWXW�I�U�:LUWVFKDIWVIRUVFKXQJ��%HUOLQ���,QVWLWXW�I�U�:HOWZLUWVFKDIW
DQ�GHU�8QLYHUVLWlW�.LHO�XQG�,QVWLWXW�I�U�:LUWVFKDIWVIRUVFKXQJ��+DOOH���',:
HW�DO�����������'LH�ZLUWVFKDIWOLFKH�/DJH�5X�ODQGV�²�.ULVH�RIIHQEDUW�)HKOHU
GHU� :LUWVFKDIWVSROLWLN�� .LHOHU� 'LVNXVVLRQVEHLWUlJH� ��������� ,QVWLWXW� I�U
:HOWZLUWVFKDIW��.LHO��3XEOLVKHG� DOVR� DV�:RFKHQEHULFKW� ������� RI� WKH�',:
DQG�LQ�)RUVFKXQJVUHLKH�������RI�WKH�,:+�

'HXWVFKHV�,QVWLWXW�I�U�:LUWVFKDIWVIRUVFKXQJ���',:���,QVWLWXW�I�U�:HOWZLUWVFKDIW
DQ�GHU�8QLYHUVLWlW�.LHO���������5XVVLVFKH�:LUWVFKDIWVSROLWLN�VHW]W�DXI�,QYHV�
WLWLRQHQ�� .LHOHU� 'LVNXVVLRQVEHLWUlJH� ����� ,QVWLWXW� I�U�:HOWZLUWVFKDIW�� .LHO�
3XEOLVKHG�DOVR�DV�:RFKHQEHULFKW��������RI�WKH�',:
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)LQDQVRZLH�,]ZHVWLMD��9DULRXV�,VVXHV��0RVFRZ�

)ORRG�� 5�3��� DQG� 3�0�� *DUEHU� �������� &ROODSVLQJ� ([FKDQJH�5DWH� 5HJLPHV�
6RPH�OLQHDU�H[DPSOHV��-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV������±���

*ROGIDMQ�� ,���DQG�5�2��9DOGpV���������&DSLWDO�)ORZV�DQG�WKH�7ZLQ�&ULVHV��7KH
5ROH� RI� /LTXLGLW\�� ,QWHUQDWLRQDO� 0RQHWDU\� )XQG�� :RUNLQJ� 3DSHU� ������
:DVKLQJWRQ�'&�

*ROGPDQ� 6DFKV� (FRQRPLFV� �������� 'DLO\� 1HZV� DQG� 9LHZV� ±� 1HZ� (XURSHDQ
0DUNHWV��0LGGOH�(DVW�DQG�6RXWK�$IULFD�������������0RVFRZ�

*RVNRPVWDW���������6RFLDO¶QR�HNRQRPLFHVNRH�SROR]HQLH�5RVVLL��-DQ¶YDU�DYJXVW
����J��0RVFRZ�������

²��6RFLDO¶QR�HNRQRPLFKHVNRH�SROR]HQLH�5RVVLL��9DULRXV�LVVXHV��0RVFRZ�

+DQGHOVEODWW���������'�VVHOGRUI�

,QWHUQDWLRQDO�0RQHWDU\�)XQG��,0)����������5HVWUXFWXULQJ�RI�&RPPHUFLDO�%DQN
'HEW�E\�'HYHORSLQJ�&RXQWULHV��/HVVRQV� IURP�5HFHQW�([SHULHQFH��&ROO\QV�
&��� DQG� 0�� (O�(ULDQ�� ,0)� 3DSHU� RQ� 3ROLF\� $QDO\VLV� DQG� $VVHVVPHQW�
33$$�������:DVKLQJWRQ�'&�

² ��������'HEW�5HOLHI�IRU�/RZ�,QFRPH�&RXQWULHV�DQG�WKH�+,3&�,QLWLDWLYH��$�5�
%RRW��DQG�.��7KXJJH��:RUNLQJ�3DSHU�:3��������:DVKLQJWRQ�'&�

² �����D���,QWHUQDWLRQDO�)LQDQFLDO�6WDWLVWLFV��:DVKLQJWRQ�'&�

²� �����E���5XVVLD�²�5HFHQW�(FRQRPLF�'HYHORSPHQWV��:DVKLQJWRQ�'&�

-RKQVRQ��6���'��.DXIPDQQ��DQG�$��6OMDMIHU���������7KH�8QRIILFLDO�(FRQRP\�LQ
7UDQVLWLRQ��7KH�%URRNLQJV�3DSHU�RQ�(FRQRPLF�$FWLYLW\����������

.DXIPDQQ�� '��� DQG� $�� .DOLEHUGD� �������� ,QWHJUDWLQJ� WKH� 8QRIILFLDO� (FRQRP\
LQWR� WKH�'\QDPLFV�RI�3RVW�6RFLDOLVW�(FRQRPLHV��$�)UDPHZRUN�RI�$QDO\VLV
DQG� (YLGHQFH�� 3ROLF\� 5HVHDUFK� :RUNLQJ� 3DSHU�� ������ 7KH� :RUOG� %DQN�
:DVKLQJWRQ�'&�

.UXJPDQ��3�������D���3ULYDWH�&DSLWDO�)ORZV�WR�3UREOHP�'HEWRUV��,Q��'HYHORSLQJ
&RXQWU\�'HEW�DQG�(FRQRPLF�3HUIRUPDQFH��9RO��,��HG��E\�-��6DFKV��$�1%(5
3URMHFW�5HSRUW��&KLFDJR�����±����

² �����E��� 0DUNHW� %DVHG� 'HEW� 5HGXFWLRQ� 6FKHPHV�� ,Q�� )UHQNHO� -�$�� HW� DO��
$QDO\WLFDO�,VVXHV�LQ�'HEW��:DVKLQJWRQ�����±����

/HLMRQKXIYXUG��$���DQG�5�KO��&���������5XVVLDQ�'LOHPPDV��(%5'�:RUNLQJ�3D�
SHU�1R������(XURSHDQ�%DQN�IRU�5HFRQVWUXFWLRQ�DQG�'HYHORSPHQW��/RQGRQ�

3DJDQR��0����������)LQDQFLDO�0DUNHWV�DQG�*URZWK��(XURSHDQ�(FRQRPLF�5HYLHZ
����������±����
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5XVVLDQ�(XURSHDQ�&HQWUH�IRU�(FRQRPLF�3ROLF\��5(&(3����������5XVVLDQ�(FR�
QRPLF�7UHQGV��0RQWKO\�8SGDWH��'HFHPEHU��0RVFRZ�

5XVVLDQ�(XURSHDQ�&HQWUH�IRU�(FRQRPLF�3ROLF\��5(&(3����������5XVVLDQ�(FR�
QRPLF�7UHQGV��0RQWKO\�8SGDWH��'HFHPEHU��0RVFRZ�

5DGLR�)UHH�(XURSH� ��5DGLR�/LEHUW\� �5)(�5/���1HZVOLQH��9DULRXV� ,VVXHV�� 3UD�
JXH�

6FKQHLGHU�� )��� DQG� '�� (QVWH� �������� 6KDGRZ� (FRQRPLHV� $URXQG� WKH� :RUOG�
6L]H��&DXVHV�DQG�&RQVHTXHQFHV��,QWHUQDWLRQDO�0RQHWDU\�)XQG��:RUNLQJ�3D�
SHU��:3�������

6FKURRWHQ��0����������*HOG��%DQNHQ�XQG�6WDDW�LQ�6R]LDOLVPXV�XQG�7UDQVIRUPD�
WLRQ��9RP�=XVDPPHQEUXFK�GHU�6RZMHWXQLRQ�]XU�DQKDOWHQGHQ�)LQDQ]NULVH�LQ
GHU�5XVVLVFKHQ�)|GHUDWLRQ��%HUOLQ�

8QLWHG�1DWLRQV�&HQWUH�RQ�7UDQVQDWLRQDO�&RUSRUDWLRQV� �81&7&���������� ,QWHU�
QDWLRQDO�'HEW�5HVWUXFWXULQJ��6XEVWDQWLYH� ,VVXHV� DQG�7HFKQLTXHV��$GYLVRU\
6WXGLHV��6HULHV�%��1R�����1HZ�<RUN�

8ND]� 3UHVLGHQWD�5RVVLMNRM� )HGHUDFLL� ��������2� SUHGRVWDYOHQLL� SUHGSULMDWLMDP� L
RUJDQLVDFMDP�RWFSRFNL�SR�XSODWH�]DGRO]HQRVWL�SR�QDORJDP��SHQMDP�L�VWUDIDP
]D� QDUXV]HQLH� QDORJRYR� ]DNRQRGDWHO¶VWYD�� REUD]RYDYV]HMFMD� GR� �� MDQYDUMD
����J��1R�����

9RSURVL�(NRQRPLNL���������1R�����0RVFRZ�

9QHVKHFRQRPEDQN���������$QQXDO�5HSRUW�������0RVFRZ�

:RUOG�%DQN������������:RUOG�'HEW�7DEOHV����������([WHUQDO�)LQDQFH�IRU�'H�
YHORSLQJ�&RXQWULHV��9ROXPH� ,��$QDO\VLV� DQG� 6XPPDU\� 7DEOH��:DVKLQJWRQ
'&�

:RUOG�%DQN������D���*OREDO�'HYHORSPHQW�)LQDQFH��:DVKLQJWRQ�'&�

:RUOG�%DQN������E���'LVPDQWOLQJ�5XVVLD¶V�1RQSD\PHQW�6\VWHP��&UHDWLQJ�&RQ�
GLWLRQV� IRU�*URZWK��$�5HSRUW�E\�7KH�:RUOG�%DQN��:DVKLQJWRQ�'�&��6HS�
WHPEHU�



��7DEOHV�DQG�*UDSKV

7DEOH���²� 7\SHV�RI�+LGGHQ�(FRQRPLF�$FWLYLWLHV

&RUUXSWLRQ 6KDGRZ�(FRQRP\ 8QRIILFLDO�(FRQRP\

'HILQLWLRQ 8VH�RI�SXEOLF�SRZHU�IRU
SULYDWH�EHQHILW

8QUHSRUWHG�HFRQRPLF
DFWLYLWLHV�RI�WKH�SULYDWH
VHFWRU�RQ�FDVK�EDVLV

1RQ�FDVK�WUDQVDFWLRQV
LQ�ERWK��WKH�SULYDWH�DQG
WKH�SXEOLF�VHFWRUV�DV
ZHOO�DV�EHWZHHQ�WKHP

7\SLFDO�IRUPV %ULEHV��XQUHSRUWHG�FDVK
SD\PHQWV

8QUHSRUWHG�LQ�
FRPH�ZDJHV�RQ�D�FDVK
EDVLV

%DUWHU�WUDGH��WD[�DUUHDUV�
WD[�H[HPSWLRQV��QRQ�
SD\PHQW�RI�WKH�EXGJHW
VSKHUH��WKH�DEXVH�RI�WKH
OHJDO�IUDPHZRUN�IRU�XQ�
UHSRUWHG�ILVFDO�DFWLYLWLHV

,QFHQWLYH 7D[�HYDVLRQ
&RVW�UHGXFWLRQ

7D[�HYDVLRQ
7D[�FRPSOLDQFH

%URDGHQLQJ�RI�XQUH�
SRUWHG�EXGJHW�UHYH�
QXHV�ILVFDO�DFWLYLWLHV�
TXDVL�ILVFDO�DFWLYLWLHV
(FRQRPLF�DFWLYLW\
ZLWKLQ�D�QRQ�FDVK�SD\�
PHQW�V\VWHP
7D[�UHGXFWLRQ



7DEOH���² 'HEW�,QGLFDWRUV��$Q�,QWHUQDWLRQDO�&RPSDULVRQ��LQ�SHUFHQWV������±����

'HEW��
([SRUWV

'HEW��
*13

'HEW�VHUYLFH��
([SRUWV

,QWHUHVW��
([SRUWV

,QWHUHVW��
*13

,QWHUQDWLRQDO
UHVHUYHV���'HEW

,QWHUQDWLRQDO
UHVHUYHV���,P�
SRUWV��PRQWKV�

6KRUW�WHUP
FUHGLWV���'HEW

&RQFHVVLRQDO
FUHGLWV���'HEW

0XOWLODWHUDO
FUHGLWV���'HEW

5XVVLDQ�)HGHUDWLRQ

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

'HYHORSLQJ�&RXQWULHV

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

(XURSH�DQG�&HQWUDO�$VLD

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

�3UHOLPLQDU\��5HFHQW�GDWD�RQ�WKH�5XVVLDQ�)HGHUDWLRQ�DUH�QRW�H[DFWO\�FRPSDUDEOH�ZLWK�WKH�SUHYLRXV�RQHV�DQG�KDYH�EHHQ�FDOFXODWHG�EDVHG�RQ�WKH�GDWD�IURP�WKH�,0)�DQG�WKH�&HQ�
WUDO�%DQN�RI�5XVVLD��,QVWHDG�RI�*13��*'3�KDV�EHHQ�XVHG��7KH�WRWDO�GHEW���DQG�LQWHUHVW�VHUYLFH�LQFOXGH�RQO\�FUHGLWV�LQ�IRUHLJQ�FXUUHQF\��$UUHDUV�RQ�SULQFLSDO�DUH�LQFOXGHG�

6RXUFHV� :RUOG�%DQN������D���,0)������D������E���&%5���������RZQ�FDOFXODWLRQV�



7DEOH���² 5XVVLDQ�)HGHUDWLRQ��([WHUQDO�'HEW������±������LQ�ELOOLRQV�RI�8�6�
GROODUV�D

���� ���� ���� ���� ����

,��6RYHUHLJQ�'HEW
$��5XVVLDQ�HUD�IRUHLJQ�FXUUHQF\�GHEW
������SRVW����������

���� ���� ���� ���� ����

0HGLXP�DQG�ORQJ�WHUP ��� ��� ��� ��� ����
0XOWLODWHUDO�&UHGLWRUV ��� ���� ���� ���� ����

,0) ��� ��� ���� ���� ����
:RUOG�%DQN ��� ��� ��� ��� ���
2WKHU ��� ��� ��� ��� ���

2IILFLDO�FUHGLWRUVE ��� ��� ��� ��� ���
(XURERQGV ��� ��� ��� ��� ����
0LQILQ�%RQGV��9,�DQG�9,,� ��� ��� ��� ��� ���
&RPPHUFLDO�&UHGLWRUV��LQFOXGHV�ILQDQFLDO�LQVWLWX�
WLRQV�

��� ��� ��� ��� ���

6KRUW�WHUP ��� ��� ��� ��� ���
%��6RYLHW�HUD�IRUHLJQ�FXUUHQF\�GHEW
�����SUH����������

����� ����� ����� ���� �����

0HGLXP�DQG�ORQJ�WHUP ��� ��� ��� ��� �����
0XOWLODWHUDO�&UHGLWRUV ��� ��� ��� ��� ���
2IILFLDO�FUHGLWRUVE ���� ���� ���� ���� ����

3DULV�&OXE ���� ���� ���� ���� ����
RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

&20(&21 ���� ���� ���� ���� ����
RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

������2WKHU��LQFOXGLQJ�QRQ�3DULV�&OXE�ELODWHUDO ��� ��� ��� ��� ���
RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

&RPPHUFLDO�FUHGLWRUV ���� ���� ���� ���� ����
������)LQDQFLDO�LQVWLWXWLRQV ���� ���� ���� ���� ����
������RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

������2WKHUF ��� ��� ��� ��� ���
������RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

(XURERQGV ��� ��� ��� ��� ���
&UHGLWV�FRQWUDFWHG�E\�HQWLWLHV�RWKHU�WKDQ�9(% ��� ��� ��� ��� ���
0LQILQ�%LQGV��0LQILQV�,,,��,9��DQG�9� ��� ��� ��� ��� ���
����RI�ZKLFK���DUUHDUV ��� ��� ��� ��� ���

6KRUW�WHUP ��� ��� ��� ��� ���
&��7RWDO�VRYHUHLJQ�IRUHLJQ�FXUUHQF\�GHEW
����� �$���%�

����� ����� ����� ����� �����

'��7RWDO�VRYHUHLJQ�GHEW�WR�QRQUHVLGHQWV
����� �&��(���)���*�

��� ��� ��� ��� �����

(��5HVLGHQWV
�0LQILQ�ERQGVG ��� ��� ��� ��� ���
)��5HVLGHQWV
�(XURERQGVH ��� ��� ��� ��� ���
*��1RQUHVLGHQWV
�*.2V�2)=V��UXEOH�GHQRPLQDWHG�I ��� ��� ��� ��� ���

7DEOH���FRQWLQXHV����



7DEOH����FRQWLQXHG�

���� ���� ���� ���� ����

,,��1RQVRYHUHLJQ�'HEW
/RFDO�JRYHUQPHQWV ��� ��� ��� ��� ���
�����0HGLXP�DQG�ORQJ�WHUP ��� ��� ��� ��� ���
����RI�ZKLFK���(XURERQGV ��� ��� ��� ��� ���

�����6KRUW�WHUP ��� ��� ��� ��� ���
%DQNVJ ��� ��� ��� ���� ���
�����0HGLXP�DQG�ORQJ�WHUP ��� ��� ��� ��� ���
�����6KRUW�WHUP ��� ��� ��� ��� ���
1RQEDQN�FRUSRUDWLRQV��LQFOXGLQJ�DUUHDUV� ��� ��� ��� ���� ����
+��7RWDO ��� ��� ��� ��� ����

,,,��7RWDO�([WHUQDO�'HEW��WR�QRQUHVLGHQWV�
� �'���+�

��� ��� ��� ��� �����

0HPRUDQGXP�LWHPV
�����6RYHUHLJQ�DUUHDUV ��� ��� ��� ��� ����

D�� )RUHLJQ� FXUUHQF\� YDOXHV� RI� RXWVWDQGLQJ� H[WHUQDO� GHEW� KDYH� EHHQ� FRQYHUWHG� LQWR�8�6�� GROODUV� DW� WKH� UHOHYDQW
PDUNHW� H[FKDQJH� UDWH� SUHYDLOLQJ� DW� WKH� UHVSHFWLYH� GDWH� LQGLFDWHG�� ²� E�� ,QFOXGHV� JRYHUQPHQW� WR� JRYHUQPHQW
FUHGLWRUV�DQG�RIILFLDO�H[SRUW�FUHGLWV��²�F��6XEMHFW�WR�UHFRQFLOLDWLRQ��²�G��(VWLPDWHG�E\�WKH�DXWKRULWLHV�DW����SHU�
FHQW�RI�RXWVWDQGLQJ� LVVXHV�� H��²�$SSOLHV� RQO\� WR�(XURERQGV� LVVXHG� LQ� -XO\� ������ LQ� WKH� FRQWH[W� RI� WKH�*.2�
(XURERQG�H[FKDQJH��'DWD�RQ�QRQUHVLGHQW�KROGLQJV�RI�RWKHU�(XURERQG�LVVXHV�DUH�QRW�DYDLODEOH��²�I��(TXLYDOHQW�WR
5XE����ELOOLRQ��YDOXHG�DW�WKH�HQG������H[FKDQJH�UDWH��7KH�UXEOH�DPRXQW�LV�WKH�GLVFRXQWHG�DPRXQW�WKDW�UHVXOWHG
DIWHU�WKH�*.2�2)=�FRQYHUVLRQ��$OVR�LQFOXGHV�5XE����ELOOLRQ�RI�2)=V�QRW�FRYHUHG�E\�WKH�*.2�2)=�FRQYHUVLRQ�
²�J��)LJXUHV�IRU���������LQFOXGH�HTXLW\��$W�HQG������VXFK�HTXLW\�DPRXQWHG�WR�DERXW�86�GROODU������ELOOLRQ�

6RXUFH� ,0)������E��



7DEOH���² 5XVVLDQ�)HGHUDWLRQ��)RUHLJQ�&XUUHQF\�'HEW�6HUYLFH�����������
�LQ�ELOOLRQV�RI�8�6��GROODUV�

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

'HEW�VHUYLFH�GXHD

7RWDO ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����
3ULQFLSDO ���� ���� ���� ��� ��� ��� ��� ��� ��� ���� ��� ���

5XVVLDQ�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
6RYLHW�HUD�GHEW ���� ���� ���� ��� ��� ��� ��� ��� ��� ��� ��� ���

,QWHUHVW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
5XVVLDQ�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
6RYLHW�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

'HEW�VHUYLFH�SDLG
7RWDO ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
3ULQFLSDO ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

5XVVLDQ�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
6RYLHW�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

,QWHUHVW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
5XVVLDQ�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
6RYLHW�HUD�GHEW ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

'HEW�VHUYLFH�SDLG��LQ�SHUFHQW�RI�GHEW�VHUYLFH�GXH�
7RWDO ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ���
3ULQFLSDO ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ���
,QWHUHVW ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ���

D��'RHV�QRW�WDNH�GHEW�UHVFKHGXOLQJ�DJUHHPHQWV�ZLWK�WKH�/RQGRQ�&OXE�RI�)HEUXDU\������LQWR�DFFRXQW�

6RXUFHV� ,0)������E���%($���������RZQ�FDOFXODWLRQV�



7DEOH���² 7LPHWDEOH�RI�WKH�'HEW�5HVFKHGXOLQJ�$JUHHPHQWV

���������� ´0HPRUDQGXP�RI�8QGHUVWDQGLQJ�RQ�WKH�'HEW�WR�)RUHLJQ�&UHGLWRUV�RI�WKH�8QLRQ
RI�6RYLHW�6RFLDOLVW�5HSXEOLFV�DQG�LWV�6XFFHVVRUV´

�������� 'HEW�UHVFKHGXOLQJ�DJUHHPHQW�ZLWK�WKH�3DULV�&OXE��5HVFKHGXOLQJ�RI�WKH�GHEWV�GXH
E\������������ZLWK�D�FXWRII�GDWH����������DQG�D�UHSD\PHQW�SHULRG�RI�RYHU�RQH
\HDU��5HSD\PHQW����\HDU�JUDFH�SHULRG�IROORZHG�E\�WHQ�VHPL�DQQXDO�LQVWDOOPHQWV
EHWZHHQ������ DQG�������([WHQVLRQ� IRU� FUHGLW� WDNHQ� RQ� DIWHU� ��������� DQG� IRU
FUHGLW�ZLWK�D�UHSD\PHQW�SHULRG�RI�XQGHU�RQH�\HDU��&DSLWDOL]DWLRQ�RI�����RI�LQ�
WHUHVW�GXH�E\�������9ROXPH�RI�UHVFKHGXOHG�GHEW��FD�������ELOOLRQ�86�GROODU��)L�
QDQFLDO�REOLJDWLRQ�IRU�������DOPRVW�86�GROODU���ELOOLRQ��7HUPV�DQG�FRQGLWLRQV�
&RQFOXVLRQ�RI�DQ�DJUHHPHQW�ZLWK�WKH�,0)�E\����������

'HFODUDWLRQ�E\�WKH�JRYHUQPHQW�RI�WKH�5XVVLDQ�)HGHUDWLRQ�RQ�WKH�DFFHSWDQFH�RI
VROH�UHVSRQVLELOLW\�IRU�WKH�H[WHUQDO�OLDELOLWLHV�DQG�DVVHWV�RI�WKH�IRUPHU�8665

�������� 'HEW�UHVFKHGXOLQJ�DJUHHPHQW�ZLWK�WKH�/RQGRQ�&OXE��5HVFKHGXOLQJ�RI�WKH�GHEWV
FRQWUDFWHG�EHIRUH����������RI� WKH�DPRXQW�RI�86�GROODU����ELOOLRQ��5HSD\PHQW�
���\HDU� PDWXULW\� LQFOXGLQJ� �� \HDU� JUDFH�� ([WHQVLRQ� IRU� FUHGLW� WDNHQ� RQ� DIWHU
���������DQG�IRU�FUHGLW�ZLWK�D�UHSD\PHQW�SHULRG�RI�XQGHU�RQH�\HDU��&DSLWDOL]D�
WLRQ�RI�����RI�LQWHUHVW�GXH�E\�������DORQJ�ZLWK�LQWHUHVW�SD\DEOH�IURP�SUHYLRXV
DJUHHPHQW���)LQDQFLDO�REOLJDWLRQ�IRU�������FD��86�GROODU���ELOOLRQ��7HUPV� �DQG
FRQGLWLRQV��)XOILOOPHQW�RI�WKH�FRQGLWLRQV�RI�WKH�,0)�DJUHHPHQW�IURP����������

�������� 'HEW�UHVFKHGXOLQJ�DJUHHPHQW�ZLWK�WKH�3DULV�&OXE��5HVFKHGXOLQJ�RI�WKH�GHEWV�GXH
E\������ZLWK�D�UHSD\PHQW�SHULRG�RI�RYHU�RQH�\HDU��5HSD\PHQW�DIWHU���\HDU�JUDFH
SHULRG�IROORZHG�E\����VHPL�DQQXDO�LQVWDOOPHQWV�IURP������WR�������([WHQVLRQ
IRU�FUHGLW�WDNHQ�RQ�DIWHU����������DQG�IRU�FUHGLW�ZLWK�D�UHSD\PHQW�SHULRG�RI��XQ�
GHU�RQH�\HDU��&DSLWDOL]DWLRQ�RI�FD������RI�WKH�LQWHUHVW�SD\DEOH�RQ�WKH�SUHYLRXV
DJUHHPHQW�� 9ROXPH� RI� UHVFKHGXOHG� GHEW�� FD�� ���� ELOOLRQ� 86�GROODU�� )LQDQFLDO
REOLJDWLRQ�IRU�������FD��86�GROODU�����ELOOLRQ��7HUPV�DQG�FRQGLWLRQV��)XOILOOPHQW
RI�WKH�FRQGLWLRQV�RI�WKH�,0)�DJUHHPHQW�IURP����������

���������� $JUHHPHQW�LQ�SULQFLSOH�ZLWK�WKH�/RQGRQ�&OXE�IRU�D�FRPSUHKHQVLYH�UHVFKHGXOLQJ
RI� WKH�GHEW�RI� WKH�IRUPHU�6RYLHW�8QLRQ��5HVFKHGXOLQJ�RI�GHEW�RI�RYHU�FD��86�
GROODU� ����� ELOOLRQ�� UHSD\PHQW� DIWHU� �� \HDU� JUDFH� SHULRG� IURP� ����� WR� �����
3D\PHQW�RI�FD��86�GROODU���ELOOLRQ�LQ�DFFUXHG�LQWHUHVW�RI�FD��86�GROODU���ELOOLRQ�
&DSLWDOL]DWLRQ�RI�SDUW�RI�WKH�LQWHUHVW�GXH�GXULQJ�WKH�ILUVW�VL[�\HDUV��9ROXPH�RI�UH�
VFKHGXOHG�GHEW��86�GROODU������ELOOLRQ

��������� /RQJ�WHUP�GHEW� UHVFKHGXOLQJ� DJUHHPHQW�ZLWK� WKH� 3DULV�&OXE��5HVFKHGXOLQJ� RI
GHEW�GXH�EHWZHHQ������DQG������DV�ZHOO�DV�WKH�DJUHHG�UHSD\PHQW�DQG� LQWHUHVW
SD\PHQW�IURP�WKH�SUHYLRXV�DJUHHPHQWV��5HSD\PHQW�RI�WKH�PDLQ�SDUW�LQ����\HDUV
ZLWK���\HDU�JUDFH�SHULRG�LQ�JUDGXDOO\�ULVLQJ�DQQXLWLHV��5HSD\PHQW�RI�WKH�UHVW�LQ
���\HDUV�ZLWK���\HDUV�JUDFH�SHULRG��&DSLWDOL]DWLRQ�RI�SDUW�RI�WKH�LQWHUHVW�GXH�RQ
����������FUHGLW��QR�FDSLWDOL]DWLRQ�RI�WKH�LQWHUHVW�IURP�WKH�DJUHHPHQWV�5XVVLD�,�
,,,��9ROXPH�RI� UHVFKHGXOHG�GHEW��86�GROODU� �����ELOOLRQ��)LQDQFLDO� REOLJDWLRQV
IRU� ������ FD�� 86�GROODU� ���� ELOOLRQ�� 7HUPV� DQG� FRQGLWLRQV�� )XOILOOPHQW� RI� WKH
FRQGLWLRQV�RI�WKH�DJUHHPHQW�UHDFKHG�ZLWK�WKH�,0)�RQ����������

7DEOH���FRQWLQXHV����



7DEOH����FRQWLQXHG�

��������� $QQRXQFHPHQW�E\�WKH�JRYHUQPHQW�RI�WKH�5XVVLDQ�)HGHUDWLRQ�RI�D�XQLODWHUDO�UH�
VWUXFWXULQJ�RI� WKH� UXEOH�GHQRPLQDWHG� SXEOLF� GHEW� �*.2�2IIHUV���5HVWUXFWXULQJ
RI�86�GROODU������ELOOLRQ�7UHDVXU\�ELOOV�KHOG�E\�QRQ�UHVLGHQWV�ZDV�SURSRVHG�LQ
1RYHPEHU�������,QWURGXFWLRQ�RI� WHPSRUDU\�UHVWULFWLRQV�RQ�FDSLWDO�DFFRXQW� IRU�
HLJQ� H[FKDQJH� RSHUDWLRQV� E\� WKH� UHVLGHQWV� RI� WKH� 5XVVLDQ� )HGHUDWLRQ� E\� SUR�
FODLPLQJ�D����GD\�PRUDWRULXP��L��RQ�UHSD\PHQW�RI�ILQDQFLDO�FUHGLWV�H[WHQGHG�E\
WKH�QRQUHVLGHQWV�WR�UHVLGHQWV���LL��RQ�LQVXUDQFH�SD\PHQWV�RQ� WKH�FUHGLWV�EDFNHG
XS�ZLWK�WKH�SOHGJHG�VHFXULWLHV���LLL��RQ�IRUZDUG�H[FKDQJH�FRQWUDFWV��E\�SURKLELW�
LQJ�WKH�QRQUHVLGHQWV�WR�LQYHVW�LQ�UXEOH�DVVHWV�ZLWK�PDWXULWLHV�RI�RQH�\HDU�RU�OHVV�
DQG�E\�SURSRVLQJ�OHJLVODWLYH�FKDQJHV�WR�WLJKWHQ�FRQWURO�RYHU�WKH�RXWIORZ�RI�IRU�
HLJQ�H[FKDQJH� UHVRXUFHV�DEURDG��7KH�PRUDWRULXP�GLG�QRW�DSSO\� WR� UHSD\PHQWV
RQ�WKH�VHUYLFH�RI�WKH�IRUHLJQ�JRYHUQPHQW�GHEW�DQG�WR�UHVLGHQWV¶�FXUUHQW�DFFRXQW
RSHUDWLRQV��$�VZLWFK�WR�D�IORDWLQJ�H[FKDQJH�UDWH�SROLF\

�������� $JUHHPHQW�ZLWK�WKH�3DULV�&OXE��5HVFKHGXOLQJ�RI�FD��86�GROODU���ELOOLRQ�RI�SD\�
PHQWV�GXH� �EHWZHHQ������DQG������RYHU�������\HDUV��)LQDQFLDO�REOLJDWLRQ� IRU
�����������FD��86�GROODU�����PLOOLRQ

��������� $JUHHPHQW��YHUEDO��ZLWK�WKH�/RQGRQ�&OXE��$�ZULWH�RII�RI�������RI�35,1V�IDFH�
YDOXH������RI�,$1V�UHVWUXFWXUHG�LQWR�D����\HDU�PDWXULW\�HXURERQG�ZLWK���\HDU
JUDFH�SHULRG��VHPL�DQQXDO�FRXSRQV�RI��������DQQXDO��DQG������LQ�\HDU�������LQ
\HDUV�����������WKHUHDIWHU��7KH�HXURERQG�ZLOO�EH�D�5XVVLDQ�VRYHUHLJQ�RQH��SDUL
SDVVX� ZLWK�� DQG� FURVV�GHIDXOWDEOH� LQWR�� RWKHU� SRVW�6RYLHW� HUD� (XURERQGV�� 7KH
SDVW�GXH�LQWHUHVW�LV�WR�EH�UHVWUXFWXUHG�LQWR�D����\HDU�HXURERQG��ZLWK������LQLWLDO
SD\PHQW��WKHQ�D���\HDU�JUDFH�SHULRG�DQG�FRQVWDQW�FRXSRQV�RI��������([DFW�DP�
RUWL]DWLRQ�RI�SULQFLSDO�RQ�ERWK�ERQGV�\HW�QRW�UHOHDVHG��7KH�H[FKDQJH�LV�OLNHO\�WR
EH�RIIHUHG�LQ�WKH�VHFRQG�TXDUWHU�RI�������DQG�LQWHUHVW�ZLOO�EH�DFFUXHG�RQ�WKH�ROG
ERQGV�WLOO�0DUFK�����PDNLQJ�WKDW�WKH�OLNHO\�VWDUW�GDWH�RI�WKH�QHZ�ERQG

6RXUFHV�� %U�FNHU� �������� :RUOG� %DQN� ����������� :RUOG� %DQN� �����D��
*ROGPDQ�6DFKV���������XSGDWHG�E\�WKH�DXWKRUV�



7DEOH���² 'HWHUPLQDQWV�RI�5XVVLD¶V�&XUUHQW�$FFRXQW

([SODQDWRU\�YDULDEOHV 'HSHQGHQW�YDULDEOH��&XUUHQW�DFFRXQW��&$
W
�

&RQVWDQW �����
������

�����
������

(UURU�FRUUHFWLRQ�WHUP�
/RJ�&$��±�� ±����

�±�����
±����
�±�����

/RJ�,3��±�� ±�����
�±�����

±�����
�±�����

/RJ�5(5��±�� ����
������

����
������

/RJ�2,/35,&(��±�� ����
������

6KRUW�UXQ�HIIHFWV�
'ORJ�,3��±�� ±����

�±�����
'ORJ�5(5��±�� ±����

�±�����
±����
�±�����

'ORJ�5(5��±��� ±����
�±�����

±����
�±�����

5 � ���� ����
:KLWH�WHVW��SURE�� ���� ����
-DUTXH�%HUD��SURE�� ���� ����
7LPH�SHULRG ������±������Q� ���� ������±������Q� ����

W�YDOXHV�LQ�EUDFNHWV������ �VLJQLILFDQW�DW�WKH�����������SHUFHQW�OHYHO��)RU�WKH�ORQJ�UXQ�FRHIILFLHQWV�LQ�WKH�HU�
URU�FRUUHFWLRQ�HTXDWLRQ��W�YDOXHV�ZHUH�REWDLQHG�IURP�WKH�%HZOH\�WUDQVIRUPHG�HVWLPDWLRQ�RI�HTXDWLRQ������W�YDOXH
IRU�WKH�ORDGLQJ�FRHIILFLHQW�RI�WKH�HUURU�FRUUHFWLRQ�WHUP�ZHUH�WDNHQ�IURP�%DQHUMHH�HW�DO����������$�GXPP\�YDUL�
DEOH��QRW�UHSRUWHG��IRU�-DQXDU\������ZDV�XVHG�WR�HQVXUH�QRUPDO�GLVWULEXWLRQ�RI�WKH�UHVLGXDOV�DQG�WR�FRUUHFW�IRU
KHWHURVNHGDVWLFLW\��7HVWV�RQ�DXWRFRUUHODWLRQ�RI�D�GHJUHH�RI�XS�WR�WKH���WK�RUGHU�SURYLGHG�QR�HYLGHQFH�IRU�DXWR�
FRUUHODWLRQ�LQ�WKH�UHVLGXDOV�

6RXUFHV�� RZQ�FDOFXODWLRQV�



7DEOH���² &RQVROLGDWHG�%XGJHW

����� ���� ���� ���� ���� ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ����
LQ���RI�WRWDO�UHYHQXHV�WRWDO�H[SHQGLWXUH LQ���RI�*'3

5HYHQXHV��WRWDO ��� ��� ��� ��� ��� ��� ��� ��� ���� ���� ���� ���� ���� ���� ���� ����
3URILW�WD[HV ���� ���� ���� ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ��� ���
3HUVRQDO�LQFRPH�WD[HV ��� ��� ��� ��� ���� ���� ���� ��� ��� ��� ��� ��� ��� ��� ��� ���
([FLVHV ��� ��� ��� ��� ��� ���� ���� ��� ��� ��� ��� ��� ��� ��� ��� ���
9$7 ���� ���� ���� ���� ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ���
7D[�RQ�LQWHUQDWLRQDO
WUDGH�DQG�WUDQVDFWLRQV ��� ��� ���� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
&DSLWDO�UHYHQXHV ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
3ULYDWL]DWLRQ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
%XGJHWDU\�IXQGV ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
2WKHU ���� ���� ���� ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ��� ���

([SHQGLWXUHV��WRWDO ��� ��� ��� ��� ��� ��� ��� ��� ���� ���� ���� ���� ���� ���� ���� ����
(FRQRP\ ���� ���� ���� ��� ��� ��� ��� ��� ���� ��� ���� ��� ��� ��� ��� ���

,QGXVWU\��(QHUJ\�
&RQVWUXFWLRQ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

$JULFXOWXUH��ILVKLQJ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
7UDQVSRUW
&RPPXQLFDWLRQ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���

6RFLR�FXOWXUDO�SXUSRVHV ���� ���� ���� ���� ���� ���� ���� ���� ��� ��� ��� ��� ��� ��� ��� ���
(GXFDWLRQ ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
+HDOWK ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
6RFLDO�VHFXULW\ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
'HIHQVH ���� ���� ���� ��� ��� ���� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
$GPLQLVWUDWLRQ��ODZ
HQIRUFHPHQW ��� ��� ��� ��� ��� ���� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
,QWHUQDWLRQDO�WUDGH ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
'HEW�VHUYLFH ��� ��� ��� ��� ��� ��� ���� ���� ��� ��� ��� ��� ��� ��� ��� ���
(QYLURQPHQW�SURWHFWLRQ ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
%XGJHWDU\�IXQGV ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ��� ���
2WKHU ���� ���� ���� ��� ���� ���� ���� ���� ��� ��� ���� ��� ���� ��� ��� ���

2YHUDOO�EDODQFH�LQ���RI
([SHQGLWXUH�*'3 ±���� ±���� ±���� ±���� ±���� ±���� ±���� ±��� ±��� ±��� ±��� ±��� ±��� ±��� ±��� ±���
��,Q������WKH�YROXPH�RI�XQUHSRUWHG�ILVFDO�DFWLYLWLHV�ZDV�H[WUDRUGLQDU\�KLJK��9RSURV\�(NRQRPLNL������������
6RXUFHV� *RVNRPVWDW��YDULRXV�LVVXHV���RZQ�FDOFXODWLRQV�



*UDSK���²�6LPXODWLRQ�RI�D���SHUFHQW�5HDO�'HYDOXDWLRQ
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:LWK��ZLWKRXW�� �HVWLPDWLRQ�ZKLFK�WDNHV��GRHV�QRW�WDNH��FKDQJH�RI�RLO�SULFH�LQWR�DFFRXQW�

*UDSK���²�)LVFDO�3ROLF\�,QVWUXPHQWV�DW�WKH�)HGHUDO�/HYHO��SHUFHQWDJH�RI�*'3�
���������

6RXUFH��*RVNRPVWDW��RZQ�FDOFXODWLRQV�

�

�

��

��

��

��

���� ���� ���� ���� ���� ���� ����

7RWDO��5HYHQXHV�

*'3

*'3
7D[HV

*'3
$UUHDUV



*UDSK���²�7D[�$UUHDUV��SHUFHQWDJH�FKDQJH�RQ�SUHYLRXV�SHULRG�����������

6RXUFHV��*RVNRPVWDW��RZQ�FDOFXODWLRQV�
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