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INDEPENDENT AUDITORS' REPORT

To the Stockholder and the Board of Directors of
Capital Research Company:

We have audited the accompanying financial statements of Capital Research Company (the "Company”}(a wholly
owned subsidiary of Capital Research and Management Company), which comprise the balance sheets as of June
30, 2019 and 2018, and the related statements of income, comprehensive income, stockholder’s equity, and cash
fiows for the years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial staternents based on our audits. We conducted
our audits in accordance with auditing standards generaily accepted in the United States of America. Those
standatds require that we plan and perform the audit 16 obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures sefected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers initernal control relevant to the Company’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial

position of the Company as of June 30, 2019 and 2018, and the resuits of its operations and its cash flows for the
years then ended in accordance with accounting principles generally accepted in the United States of America.
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Capital Research Company

Balance sheets

June 30, 2019 and 2018 {dollars in thousands, except share and par value amounts)

Assets 2019 2018
Cusrent assets:
Cash and cash equivalents $ 100,020 $ 48,955
Investment securities avaifable for sale — 29,831
Receivables @724 14,207
Income tax receivable 208 4,026
Prepaid expenses 500 540
Total current assets 111,152 97,559
Property, at cost:
Land 38,471 38,471
Buitdings 233,793 232,843
Furniture, equipment and software 6,123 6,503
Leasehold improvements 30,113 35,785
Total Property 308, 500 313,602
Accumulated depreciation and amortization {147,035) (145,88%9)
Property, net 161,465 167,713

Other assets, noncurrent:

Restricted cash 12,728 12,543
Deferred income taxes, net 5,992 6,539
Deposits 63 33
Total other assets 18,783 19,115
Total $ 291,400 $ 284,387

{continued)



Capital Research Company

Balance sheets

June 30, 2019 and 2018 {dollars in thousands, except share and par value amounts)

Liabilities and stotkholder’s equity
Current liabilities:
Accounts payable and accrued expenses

Accrued campensation and benefits
Incorne tax payable

Total current liabilites
Noncurrent liabilities — Income tax payable
Total liabilities
Stockhoider's equity:
Capital stock, $10 par value - 150,000 shares authorized;
100,000 shares issued and outstanding in 2019 and 2018
Additional paid-in capital
Retained eamnings
Accumulated other comprehensive loss, net of taxes
Total stockholder's equity

Total

See notes to financial statemens.

On behalf of the Board:

e~

Noiika H. Chen
President

Company Number FC017708

2019 2018

$ 10,696 $ 12538
11,565 11,923
1,904 2,992
24,165 27 453

— 6,467

24,165 33,220
1,000 1,000

2 2

268,481 252,205
(2,248) (2,740)
267,235 250,467

$ 291,400 $ 284,387
(concluded)




Capital Research Company

Statements of income

Years ended June 30, 2019 and 2018 {dollars in thousands)

Operating revenues:
Research fees
Gther
Total operating revenues
Operating expenses:
Compensation and henefits
Other expenses — including administrative, information
techrology, office facilities, professional services and travel expenses
Total operating expenses
Income from opevrations
Other income, net
Income before income taxes
Income tax (benefit) expense

Net income

See notes to financial statements.

2019 2018
$ 94,961 $ 88,411
14,647 14,632
109,608 103,043
78,680 78,842
20,372 15,538
99.052 94,380
10,556 8,663
2,214 410
12,770 9,073
(3,508) 7,215
$16,276 $ 1,858




Capital Research Company

Statements of comprehensive income

Years ended June 30, 2019 and 2018 {dollars in thousands)

2019 2018
Net income $ 16,276 $ 1,858
Other comprehensive income, net of taxes:
Foreign exchange transtation adjustments 492 587
Net unrealized gain on investment securities availabie for sale arising during
the year — 1
Comprehensive income $ 16,748 $ 24456

See notes to financial statements.



Capital Research Company

Statements of stockholder’s equity

Years ended June 30, 2019 and 2018 (dollars in thousands}

Accumulated
Additional other Total
Capital paid-in Retained comprehensive  stockholder’s
stock capital eamnings loss equity
Balance, June 30, 2017 $ 1,000 $ 2 $ 270,347 $ (3.328) $ 268,021
Cash dividends (20,000) {20,000}
Comprehensive income:
Net income 1,858 1,858
Foreign exchange translation
adjustments, net of taxes of $1,135 : 587 587
Net unrealized gain on investment
securities available for sale arising
during the year, net of taxes of $1 1 1
Balance, June 30, 2018 1,000 2 252,205 {2.740) 250,467
Comprehensive income:
Net income 16,276 16,276
Foreign exchange transtation
adjustments, net of taxes of $147 492 492
Balance, June 30, 2019 $ 1,000 $ 2 $ 268,481 $ (2,248) § 267,235

See notes to financial statements.



Capital Research Company

Statements of cash flows

Years ended June 30, 2019 and 2018 {dollars in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Ameortization of premiums and accretion of discounts on investment securities, net
Deferred income taxes

Changes in assets and liabilities:
Receivables
Prepaid expenses
Deposits
Accounts payable and accruaed expenses
Accrued compensation and benefits
Income tax receivable/payable

Total adjustments and changes

Net cash provided by operating activities
Cash flows from investing activities:

Purchases of property

Net deposits of restricted cash

Purchases of investment securities available for sale
Proceeds from maturities of investment securities available for sale

Net cash provided by (used in) investing activities
Cash flows from financing activity — Dividends paid
Effects of exchange rate changes on cash

Net increase {decrease} in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosures of cash flow information:
Cash paid for income taxes

See notes to financial statements.

2019 2018
$ 16,276 $ 1858
7,784 8,028
{169) (128}

400 3,223
4,483 {7,190

40 7

(30} {33}
(1,832) 7,623
{(358) 2,416
(4,437) 1,496
5,881 15,442
22,357 17,300
(1,548) (1.174)
(185) (202)

- {59,262)

30,000 58,550
28,269 (2,088)

- {20,000}

639 1,722
51,065 (3,066}
48,955 52,021

$ 100,020 $ 48,955
$ 525 $ 2,459



Capital Research Company

Notes to financial statements

Years ended June 30, 2019 and 2018 {dollars in thousands}

1. Summary of significant accounting policies

Nature of operations — Capital Research Company (the "Company”) is a wholly owned subsidiary of
Capital Research and Management Company (the "Parent”) and a second-tier subsidiary of The Capital
Group Companies, Inc. {"Capital Group"}. The Company provides investment research to affiliates. This
service represents the Company's principal source of revenue.

Basis of presentation — The Company’s financial statements are prepared in accordance with accounting
principles generally accepted in the United States of America {"UU.S. GAAP").

Estimates — The preparation of the financial statements in conformity with U.S. GAAP requires
management to make certain estimates and assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reported periods. Actual results could differ from
those estimates. Significant estimates made by management relate primarily to the recognition of certain
expense accruals and fair value measurements.

Estimates used to measure fair value affect the carrying amount of investments classified as available for
sale, and the recognition of impairment charges on certain investments for which estimated fair value has
declined below amortized cost.

Foreign currency matters ~ The Company's reporting currency is the U.S. dollar. Assets and liabilities of a
foreign branch that has a non-U.S. doliar functional currency are translated using the exchange rate
prevailing at the balance sheet date. Revenue, expenses, gains and losses for such branch are translated
using an average of exchange rates prevailing throughout the fiscal year. Foreign exchange translation
adjustments are reported, net of tax, in accumulated other comprehensive loss ("ACQCL") within
stockholdet's equity.

Converting assets and liabilities denominated in a currency other than the functional currency of the
Compary results in transaction gains or losses that are reflected in other income (or expense} in the
statement of income.

Cash and cash equivalents — Cash includes demand deposit accounts. Cash equivalents consist
principally of shares of money market funds for which the Parent serves as the investment adviser.

Restricted cash ~ Restricted cash represents cash held in banks located in the United Kingdom ("U.K."} to
meet capital requirements imposed by the Financial Conduct Authority, an agency in the UK. that
regulates financial services firms and financial advisers.

Deprecization and amortization of property — Depreciation of buildings, furniture, equipment and
software is generally computed using the straight-line method over estimated usefui lives of 3 to 39 years.
Amortization of leasehold improvements is computed using the straight-line method over the estimated
life of the related asset or the term of the {ease, whichever is shorter.

Investment securities - The Company classifies its investments in debt as available for sale, and these
investments are recorded at fair value. Unrealized gains and losses on investment securities are reported,
net of tax, in AOCL within stockholder's equity. Investment securities available for sale are classified as
current, without regard to contractual maturities, unless the Company has pledged these investrments,
holds them to fulfill statutory requirements, or intends to hold the investments for more than one year
beyond the balance sheet date.

The specific identification methad is used to compute realized gains or losses on the sale of these assets.

The effective interest method is used to account for the amortization of premiums and accretion of

discounts on securities. Interest and dividends are recorded when earmned and are included in other

income.

The Company evaluates the carrying value of investment securities available for sale for impairment on an

annual basis, taking into consideration numerous criteria, including the duration and extent of a decline in
-8-



fair value. For debt securities, the Company evaluates whether it intends to sell the debt security, if itis
mare likely than notthe Company will be required to sell the debt security prior to recovery, or i a credit
loss exists. if a decline is determined to be other than temporary, unrealized losses previously recognized
in AOCL are reclassified to other income in the statements of income for the amount of the other-than-
temporary impairment. At June 30, 2019 and 2018, the Company's debt securities were not cther than
termnporarily impaired.

Fair value measurements — The Company measures the fair value of its assets and liabilities for financial
reporting or disclosure purposes using methods and assumptions that are appropriate in the
circumstances. Under U.S. GAAP, the objective of a fair value measurement is to estimate the price at
which an orderly transaction to sell the asset or to transfer the fiability would take place between market
participants at the measurement date under current market conditions (that is, an exit price). To meet this
objective, the Company maximizes the use of observable inputs and minimizes the use of uncbservable
inputs, which are evaluated using the following hierarchy:

Level 1 - Values are based on quoted prices in active markets for identical securities.
tevel 2 — Values are based on significant observable market inputs, such as quoted prices for
sirnilar securities and quoted prices in inactive markets.

s level 3 - Values are based on significant uncbservable inputs that reflect the Company's
determination of assumptions that market participants might reasonably use in valuing the
securities. .

Income taxes — The Company’s results are included in consolidated tax returns filed by Capital Group,
and the Company is allocated income taxes based on the separate return method. However, if the
Company incurs a loss that is utilized by Capital Group, the loss is characterized as realized and the
Company is reimbursed. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to temporary differences between the financial staternent carrying amounts of existing assets
and liabilities and their respective tax bases using currently enacted tax rates in effect for the year in which
the differences are expected to reverse. Deferred tax assets are subject to a valuation allowance if, in the
Company’s opinion, it is more likely than not that these benefits will not be realized.

The Tax Cuts and Jobs Act{"Tax Act”} signed on December 22, 2017 made significant changes to the U.S.
tax code. The Company has completed its evaluation of the impacts of the Tax Act as it relates to the
financial statements for the fiscal year ended June 30, 2018. The primary impact of the Tax Act to the
Company is the change in the corporate federal income tax rate from 35% to 21%, effective January 1,
2018. Taxpayers with fiscal years that differ from the calendar year are required to use a blended rate to
compute the current year tax liability, taking into consideration the effective date of the change in tax law.
The applicable biended rate for the fiscal year ended June 30, 2018 is 28%. The deferred tax assets (net
of deferred tax liabilities) as of June 30, 2018, will be realized in future periods at a tax rate of 21%.

The Financial Accounting Standards Board ("FASB"} Accounting Standards Codification ("ASC"} 740,
Income Taxes provides that a tax benefit from a tax position may be recognized when, based on the
technical merits, it is more likely than not that the position will be sustained upon an examination thatis
presumed to occur, including resolution of any related appeals or litigation processes. The amount
recognized is the largest amount of tax benefit that is greater than 50% likely of being realized upon
examination. For tax positions not meeting the more likely than not test, no tax benefit is recorded. The
Company evaluates material tax positions in relevant tax jurisdictions and determines whether or not
there are uncertain tax positions that require financial statement recognition. Guidance in ASC 740 related
to uncertain tax positions did not have a material effect on the financial condition or results of operations
as of and for the years ended June 30, 2019 and 2018.

The Company recognizes the accrual of interest and penaities on uncertain tax positions in other income
(or expense). For the years ended June 30, 2019 and 2018, the Company did not recognize any material
tax refated interest or penalties,

The Company is subject to examination by U.S. federal tax authorities for tax returns filed for the prior
three years and by state tax authorities for the prior four years. The time allowed for foreign tax authorities
to examine tax returns varies by country,

Revenue recognition — Revenue from providing research services is recognized during the period in
which services are performed. The revenue is determined under an intercompany compensation
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arrangement, whereby the Parent reimburses the Company for the costs of performing services plus an
agreed upon markup.

The Company charges a facilities usage fee for affiliates’ use of Company owned office facilities, which is
determined using intercompany agreements and is recognized ratably over the term of usage. Such
revenue is reported as other revenue on the statements of income.

Operating expenses — The Company receives an allocation of only direct expenses paid for by affiliates
within the Capital Group organization, in contrast with indirect expenses. Direct expenses may be
described as goods or services received directly by the reporting entity but paid for by an affiliate. Indirect
expenses may be described as expenses incurred by an affiliate for purposes of performing a function or
service that indirectly benefits the reporting entity. Indirect expenses that are not allocated to the
Company include accounting and legal services, talent management and human resources, tax and
treasury functions and other general and administrative expenses.

Other income — For the years ended June 30, 2019 and 2018, other income is comprised of interest
income of $629 and $4, dividend income of $1,828 and $781, and foreign currency transaction loss of
$243 and $375, respectively.

Recent accounting pronouncements —~ In January 2016, the FASB issued Accounting Standards Update
("ASU") No. 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement of
Financial Assets and Financial Liabilities. ASU No. 2016-01 amends certain requirements related to the
recognition, measurement, presentation, and disclosure of financial instruments. Under the amendments
in this update, nonpublic companies are not required to disclose the fair value of financial instruments
that are not measured at fair value on the balance sheet. The Company early adopted this nonpublic
company exemption. The Company will adopt this ASU's remaining provisions for the fiscal year ending
June 30, 2020 and interim pericds theraafter. Upon adaption, the Company will no longer present
investments in mutual funds or any other equity securities currently reported as available for sale. Instead,
such investments will be measured at fair value with changes in fair value recognized in net income rather
than other comprehensive income. The Company has compieted its evaluation of the impact that the
remaining provisions of this ASU will have on its financial statements and has concluded that the
remaining provisions of this ASU are not expected to have a material impact on its financial statements.

tn February 2016, the FASB issued ASU Na. 2016-02, Leases {Topic 842}, The guidance in this update
supersedes the requirements in Topic 840, Leases. ASU No. 2016-02 requires lessees to recognize assets
and liabilities arising from most operating leases on the balance sheet. The Company is currently
evaluating the impact of the future adaption of this ASU, which is effective for the fiscal year ending June
30, 2021,

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). The
guidance in this update supersedes the revenue recognition requirements in Topic 605, Revenue
Recognition, and most industry-specific guidance throughout the Industry Topics of the Codification. The
Company adopted this standard by using the madified retrospective approach on July 1, 2019; however,
the adoption of this standard will not require an adjustment to beginning retained eamings in the fiscal
year beginning July 1, 2019. The Company has completed its evaluation of the impact that Topic 606 will
have on its financial statements and has concluded that this ASU will not have a material impact on its
financial statements,

Investment securities

As of June 30, 2019, the Company had no investment securities. As of June 30, 2018, investment
securities classified as available for sale and carried at fair value are as follows:

June 30, 2018
Gross Gross
Amortized unrealized unrealized Fair
cost gains losses value
Current assets:
LS. Treasury:
Due in one year or less $ 29,832 % - $ T $ 2983

-10-



For U.S. treasury, the Company considers the severity of a decline in fair value, the duration or both to
determine if these securities are other than temporarily impaired. The Company's investment securities
available for sale that are not deemed to be other than temporarily impaired are as follows:

June 30, 2018
{ess than 12 months
Fair Unrealized
value losses

LS, Treasury $ 29,831 $ 1

As of June 3¢, 2018, the Company had no investment securities available for sale that have beenina
continuous unrealized loss position for 12 months or longer. There were no sales of investment securities
in 2019 or 2018.

Fair value disclosures

The following assets are measured at fair value on a recurring basis. The following table shows the
categorization of fair value measurements within the fair value hierarchy in accordance with the
Company’s accounting policy and in accordance with the requirements of ASC 820, Fair Value
Measurement.
June 30, 2019
Levei 1 Levei 2 Level 3 Total

Cash equivalents:
Money market funds $ 100,020 3 - $ - $ 100,020
$

5 100,020 3 — — $ 100,020
June 390, 2018
Level 1 Level 2 level 3 Total
Cash equivalents:
Money market funds $ 48,955 $ - $ - $ 48,955
Investment securities available for sale:
U.S. Treasury - 29,831 - 29,831
3 48,955 $ 29831 $ — $ 78,786

The Company uses the following methods and inputs to establish the fair value of its assets and liabilities.
Use of particular methods and inputs may vary over time based on availability and relevance as market
and economic conditions evolve.

Money market funds — Shares of these funds are valued at quoted market prices that represent the
published net asset value of the shares serving as the basis for current transactions.

U.S Treasury — These are valued using benchmark yields and interest rate volatilities.

Indemnifications, guarantees, and commitments

Management has reviewed the indemnification provisions of its material contracts. In the normal course of
its business, the Company enters into contracts in which it makes representations and warranties as well
as standard “hold harmless” indemnifications to counterpatties. The obligation amounts of these types of
agreements are not explicitly stated; therefore, the overall maximum amount of the obligations cannot be
reasonably estimated. However, management believes it is unlikely the Company will have to make
material payments under these agreements, and no liabilities related to these agreements have been
recognized in the Company's financial statements.

-11 -



5. Income taxes

The net income tax {benefit) provision consists of the following:

Year ended Year ended
June 30, 2019 June 30, 2018
Federal:
Current $ (8529) $ (L9
Deferred 494 4,742
{8,035) 2,832
State and foreign:
Current 4,675 5,902
Deferred (146) {1,519)
4,529 4,383
Total 3 (3,506} $ 7,215
The net deferred tax asset consists of the following:
June 30, 2019 June 30, 2018
Deferred tax assets:
Accrued compensation and benefits $ 373 $ 34614
Accrued expenses and other 222 189
Depreciation and amortization 2,957 3,440
Unrealized loss on foreign exchange translation 659 804
Total deferred tax assets 7.569 8,049
Deferred tax liabilities:
State franchise taxes 57 61
Deferred foreign tax credit 1,520 1,449
Total deferred tax liabilities 1,577 1,510
Net deferred tax asset $ 5992 $ 4,539

The Company has not established a valuaticn allowance against the net deferred tax asset as the
Company has determined it will, more likely than not, realize the asset.

The income tax receivable/payable balances primarily relate te amounts receivable/payable between
Capital Group and the Company for jurisdictions in which Capital Group and the Company file a
consolidated/combined tax return.

The effective income tax rate differs from the federal statutory rate primarily due to state income taxes and
permanent differences between taxable income and financial statement income related to iterns such as
non-deductible expenses, the release of tax reserves and the impact of the Tax Act

6. Retirement plans

The Company participates with Capital Group and affiliates in defined contribution retirement plans
covering substantially ali of its associates. The Company annually contributes up to 15% of each
participant's eligible compensation. Contributions for associates residing outside the United States are
made to local plans. Total retirement plan expenses were $2,755 and $2,754 in 2019 and 2018,
respectively.

=12 -



7. Transactions with affiliates

Research fee revenues include charges to affiliates of $94,961 and $88,411 in 2019 and 2018,
respectively. Other revenues include facility usage fees charged to affiliates of $14,647 and $14,632 in
2019 and 2018, respectively. Receivables at June 30, 2019 and 2018 include $9,625 and $13,941,
respectively, and accounts payable and accrued expenses at June 30, 2019 and 2018 include $6,470 and
$11,052, respectively, relating to transactions with affiliates. Receivables at June 30, 2019 and 2018 are
primarily related to research fees and accounts payable and accrued expenses at June 30, 2019 and 2018
are primarily refated to compensation and employee benefits. Given the significance of the
aforementioned related party transactions, the operations of the Company could be materially different if
the Company were a stand-alone entity.

8. Accumulated other comprehensive loss
The following table presents before tax changes in AOCL by component for 2019 and 2018:

Unrealized gains

{losses) on Foreign exchange
investrment translation Total
sacurities avatlable adjustments
for sale
Balance, June 30, 2017 L1 (2} $ (5,280} $ (5282}
Other comprehensive income 2 1,722 1,724
Balance, June 30, 2018 - {3,558} {3.558)
Other comprehensive income — 639 639
Balance, June 30, 2019 $ - $ (2,919} $ (2919

No amaunts were reclassified out of AOC! for 2019 and 2018.

9. Subsequent events

The Cormpany has evaluated subsequent events through September 30, 2019, the date the financial
statements were available to be issued. No material subsequent events have occurred since June 30,
2019, that require recognition in the Company's financial statements as of and for the year ended June

30, 2019, or disclosure in the notes thereto.
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