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$EVWUDFW

,W�LV�ZHOO�NQRZQ�WKDW��DEVHQW�FRQVLGHUDWLRQV�DERXW�SURJUHVVLYLW\��SULYDWL]LQJ�6RFLDO�6HFXULW\

�L�H��� PRYLQJ� WR� D� GHILQHG�FRQWULEXWLRQ� V\VWHP�� DQG� SUHIXQGLQJ� 6RFLDO� 6HFXULW\
V� H[LVWLQJ

GHILQHG�EHQHILW� VWUXFWXUH� ZLOO� OHDG� WR� DQ� LGHQWLFDO� UHGXFWLRQ� LQ� XQIXQGHG� OLDELOLWLHV� ZLWKLQ� D

GHWHUPLQLVWLF�HFRQRP\�ZLWK�SHUIHFW�FDSLWDO�PDUNHWV�� �7KLV�SDSHU�VKRZV�WKDW�WKLV�HTXLYDOHQFH�QR

ORQJHU� KROGV� LQ� D� VWRFKDVWLF� 2/*� SURGXFWLRQ� HFRQRP\� ZLWK� JXDUDQWHHG� EHQHILWV� EHFDXVH� WKH

JXDUDQWHH�DOWHUV�WKH�LQWHUJHQHUDWLRQDO�ULVN�VKDULQJ�SURSHUWLHV�RI�WKH�WZR�SROLFLHV�� �$W�WKH�FXUUHQW

FRQWULEXWLRQ� UDWH�� SUHIXQGLQJ� WKH� H[LVWLQJ� GHILQHG� EHQHILW� ZRXOG� UHGXFH� H[�DQWH� ULVN�DGMXVWHG

XQIXQGHG�OLDELOLWLHV�E\�����SHUFHQW���%\�FRQWUDVW��PRYLQJ�WR�D�SULYDWL]HG�V\VWHP�WKDW�JXDUDQWHHV�D

PLQLPXP�EHQHILW�HTXDO�WR�ZKDW�SHRSOH�ZRXOG�KDYH�UHFHLYHG�XQGHU�6RFLDO�6HFXULW\�ZRXOG�UHGXFH

H[�DQWH�XQIXQGHG�OLDELOLWLHV�E\�RQO\����SHUFHQW���7KLV�LV�GHVSLWH�WKH�IDFW�WKH�H[SHFWHG�DYHUDJH�EHQHILW

LQ�WKH�SULYDWL]HG�V\VWHP�LV�DOPRVW�D�IXOO�RUGHU�RI�PDJQLWXGH�ODUJHU�WKDQ�WKH�PLQLPXP�EHQHILW���7KH

VWDUN�GLIIHUHQFH�EHWZHHQ�WKH�WZR�SROLFLHV�LV�UREXVW�WR�D�ZLGH�UDQJH�RI�DOWHUQDWLYH�SROLF\�GHVLJQV

LQFOXGLQJ�GLIIHUHQW�WUDQVLWLRQ�PHFKDQLVPV��JXDUDQWHH�OHYHOV�DQG�FRQWULEXWLRQ�UDWHV�

7KH�FULWLFDO�GLIIHUHQFH�EHWZHHQ�SULYDWL]DWLRQ�DQG�SUHIXQGLQJ�LV�WKDW��ZKLOH�ERWK�SROLFLHV�LQVXUH

DJDLQVW�GRZQVLGH�ULVN��SUHIXQGLQJ�DOVR�SDVVHV�WKH�XSVLGH�SRWHQWLDO�WR�IXWXUH�JHQHUDWLRQV���([�DQWH�

WKLV�IHDWXUH�LV�YHU\�HIIHFWLYH�LQ�FRPSHQVDWLQJ�IXWXUH�JHQHUDWLRQV�IRU�WKH�GRZQVLGH�ULVN�WKH\�IDFH�

SURYLGHG�WKDW�WKH�FRQWULEXWLRQ�UDWH�LV�VHW�KLJK�HQRXJK���%\�FRQWUDVW��WKH�VDPH�KLJK�FRQWULEXWLRQ�UDWH

LQ� D� SULYDWL]HG� V\VWHP� ZLWK� JXDUDQWHHV� LV� QRW� YHU\� HIIHFWLYH� LQ� UHGXFLQJ� ULVN� IDFHG� E\� IXWXUH

JHQHUDWLRQV���:KLOH�D�KLJKHU�FRQWULEXWLRQ�UDWH�PHDQV�WKDW�HDFK�GROODU�LQYHVWHG�LQ�WKH�QHZ�SULYDWH

DFFRXQWV�UHTXLUHV�PXFK�OHVV� LQVXUDQFH�IURP�IXWXUH�JHQHUDWLRQV�LQ�RUGHU� WR�VDWLVI\�WKH�PLQLPXP

EHQHILW��WKH�VKHHU�QXPEHU�RI�GROODUV�EHLQJ�LQVXUHG�LV�ODUJHU���7KH�QHW�LPSDFW�RQ�XQIXQGHG�OLDELOLWLHV

LV� TXLWH� VPDOO� EHFDXVH� D� KLJKHU� FRQWULEXWLRQ� UDWH� LV� DQ� LQHIIHFWLYH� KHGJLQJ� GHYLFH�� � $OWKRXJK

SULYDWL]DWLRQ�OHDGV�WR�D�KLJKHU�H[SHFWHG�UHWLUHPHQW�EHQHILW�WKDQ�SUHIXQGLQJ��WKLV�FRPHV�DW�D�]HUR�VXP

FRVW�WR�IXWXUH�JHQHUDWLRQV�LQ�WKH�IRUP�RI�KLJKHU�ULVN�DGMXVWHG�XQIXQGHG�OLDELOLWLHV�

7KH�FRPSDUDWLYH�DGYDQWDJH�RI�SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW�LQ�UHGXFLQJ�XQIXQGHG

OLDELOLWLHV��KRZHYHU��FULWLFDOO\�DVVXPHV�WKDW�WKH�SROLF\PDNHUV�FDQ�FUHGLEO\��ORFN�LQ��WKH�DVVRFLDWHG

WUXVW�IXQG��PDNLQJ�LW�XQDYDLODEOH�WR�ILQDQFH�QHZ�VSHQGLQJ��LQFOXGLQJ�LQFUHDVLQJ�IXWXUH�EHQHILWV�RU

RWKHU� VSHQGLQJ�� RU� WD[� FXWV�� � ,W� DOVR� DVVXPHV� WKDW� WKH� JRYHUQPHQW� HDUQV� PDUNHW� UDWHV� RQ� LWV

LQYHVWPHQWV� DQG� GRHV� QRW� XVH� SROLWLFDO� FULWHULD� LQ� VHOHFWLQJ� VWRFNV� DQG� ERQGV� IRU� LWV� SRUWIROLR�

&RQVLGHUDEOH�FDXWLRQ�VKRXOG�� WKHUHIRUH��EH�H[HUFLVHG� LQ� LQWHUSUHWLQJ� WKHVH�PDWKHPDWLFDO� UHVXOWV�

DOWHUQDWLYH�DVVXPSWLRQV�DERXW�WKH�SROLWLFDO�HFRQRP\�FRXOG�FKDQJH�WKH�UHVXOWV�

.H\�ZRUGV�� 6RFLDO�6HFXULW\�3ULYDWL]DWLRQ��5LVN�DQG�,QVXUDQFH��3HUIRUPDQFH�*XDUDQWHHV

-(/�&RGHV�� '����*����*����(����(��
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�� DQG �����
��� 1RW DOO GURSV� KRZHYHU� KDYH EHHQ VXGGHQ� 7KH

VWRFN PDUNHW GHFOLQHG E\ DERXW �� SHUFHQW LQ UHDO YDOXH EHWZHHQ ���� DQG ����� 7KH PDUNHW GLG QRW UHWXUQ WR LWV SUH�

���� OHYHO IRU DOPRVW �� \HDUV� 6KLOOHU ������ SURYLGHV DQ RYHUYLHZ RI PDUNHW ULVN�

� &DPSEHOO DQG 6KLOOHU ������ DUJXH WKDW� FRQWUDU\ WR WKH HIILFLHQW PDUNHW K\SRWKHVLV� WKH SULFH�GLYLGHQG UDWLR

LV D SRZHUIXO SUHGLFWRU RI IXWXUH SULFHV� 7KH\ SUHGLFW D �� SHUFHQW ORVV LQ WKH UHDO YDOXH RI VWRFNV RYHU WKH QH[W GHFDGH�

� 7KHVH JRYHUQPHQWV DGGUHVV FHUWDLQ REYLRXV PRUDO KD]DUG FRQFHUQV E\ SHQDOL]LQJ IXQG PDQDJHUV WKDW XQGHU�

SHUIRUP UHODWLYH WR WKHPHDQ� 7KLV� LQ WXUQ� JHQHUDWHV QHDU�LGHQWLFDO FRPSHWLQJ EURDG�EDVHG IXQGV �'LDPRQG DQG9DOGpV�

3ULHWR >����@�� )XWXUH WD[SD\HUV DUH VWLOO H[SRVHG WR FRQVLGHUDEOH ULVN� KRZHYHU� LI WKH PHDQ UHWXUQ XQGHUSHUIRUPV�
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3ULYDWL]LQJ�6RFLDO�6HFXULW\�ZRXOG�VXEMHFW�D�JUHDWHU�DPRXQW�RI�UHWLUHPHQW�VDYLQJ�WR�PDUNHW

ULVN�E\�PRYLQJ�WR�D�V\VWHP�RI�SHUVRQDO�DFFRXQWV�LQYHVWHG�LQ�WKH�FDSLWDO�PDUNHW���,QGHHG��WKHUH�KDYH

EHHQ����\HDUV�LQ�WKLV�FHQWXU\�DORQH�LQ�ZKLFK�WKH�UHDO�YDOXH�RI�WKH�86�VWRFN�PDUNHW�IHOO�RYHU���

SHUFHQW�LQ�WKH�VXFFHHGLQJ�GHFDGH��)LJXUH�������0RUHRYHU��VRPH�HFRQRPLVWV�EHOLHYH�WKDW�WKH�PDUNHW

PLJKW�IDOO�DQRWKHU����SHUFHQW�GXULQJ�WKH�QH[W����\HDUV��

%XW�PDQ\�REVHUYHUV�KDYH�FRQFOXGHG�WKDW�WKH�86�JRYHUQPHQW�ZRXOG�QHYHU�IRUFH�LQGLYLGXDOV

LQ�D�SULYDWL]HG�V\VWHP�WR�EHDU�WKH�ULVN�WKHPVHOYHV��VHH��H�J���$DURQ�>����@��%RVZRUWK�DQG�%XUWOHVV

>����@��'LDPRQG�>����@��� �$W�D�PLQLPXP��D� WDFLW�SHUIRUPDQFH�JXDUDQWHH�RQ� WKHVH�QHZ�SULYDWH

DFFRXQWV�ZRXOG�H[LVW�VLQFH�WKH�JRYHUQPHQW�FDQQRW�FUHGLEO\�FRPPLW�WR�DOORZ�SHRSOH�WR�UHWLUH�ZLWK

OLWWOH�PHDQV�RI�VXUYLYDO���7KH�EDVLF�TXHVWLRQ��WKHUHIRUH��LV�QRW�ZKHWKHU�D�SULYDWL]DWLRQ�SODQ�VKRXOG

LQFRUSRUDWH�D�VDIHW\�QHW�EXW�ZKHWKHU�SROLF\PDNHUV�UHFRJQL]H�WKDW�LW�ZRXOG�DOUHDG\�EH�WKHUH�

,Q�HYHU\�PDMRU�SULYDWL]DWLRQ�SODQ�LPSOHPHQWHG��D�PLQLPXP�JXDUDQWHH�KDV��LQ�IDFW��EHHQ�PDGH

H[SOLFLW�� �7KH�PRGHUQ�SHQVLRQ�V\VWHPV�LQ�&KLOH�DQG�(O�6DOYDGRU��UHIOHFWLQJ�WKH�PRVW�DPELWLRXV

SULYDWL]DWLRQV�WR�GDWH��SURPLVH�WR��WRS�XS��XQGHU�SHUIRUPLQJ�SULYDWH�DFFRXQWV�VR�WKDW�WKH\�SURGXFH

D�UDWKHU�JHQHURXV�PLQLPXP�UHWLUHPHQW�EHQHILW����$XVWUDOLDQ�UHWLUHHV�DUH�JXDUDQWHHG�WR�UHFHLYH�DW�OHDVW

DV�PXFK�DV�WKH\�ZRXOG�KDYH�XQGHU�WKH�SUHYLRXV�V\VWHP���7KH�:RUOG�%DQN
V��������SULYDWL]DWLRQ�SODQ

DOVR�UHFRPPHQGV�D�JHQHURXV�JXDUDQWHH���,Q�HDFK�RI�WKHVH�VFHQDULRV��WKH�PLQLPXP�EHQHILW�OHYHO�LV
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ILQDQFHG�RQ�D�SD\�DV�\RX�JR�EDVLV�

'HVSLWH�WKH�LPSRUWDQFH�RI�SHUIRUPDQFH�JXDUDQWHHV��QR�VWXG\�KDV�V\VWHPDWLFDOO\�H[SORUHG�WKHLU

HFRQRPLF�LPSOLFDWLRQV���7R�FDUU\�RXW�WKDW�DQDO\VLV��WKH�DFWXDULDO�YDOXH�RI�D�PLQLPXP�EHQHILW�ZRXOG

KDYH�WR�EH�WDNHQ�LQWR�DFFRXQW���,Q�DGGLWLRQ��RQH�VKRXOG�FRPSDUH�KRZ�SULYDWL]LQJ�6RFLDO�6HFXULW\�ZLWK

D�PLQLPXP�EHQHILW�ZRXOG�SHUIRUP�UHODWLYH�WR�WKH�SRSXODU�DOWHUQDWLYH�SROLF\�SURSRVDO�RI�SUHIXQGLQJ

WKH�H[LVWLQJ�GHILQHG�EHQHILW���,Q�D�GHWHUPLQLVWLF�ZRUOG��LW�LV�ZHOO�NQRZQ�WKDW�WKH�WZR�SROLFLHV�DUH

HTXLYDOHQW�� � 7KLV� LV� QR� ORQJHU� WUXH� LQ� DQ� XQFHUWDLQ�ZRUOG�� �:KLOH� ERWK� SROLFLHV� LQVXUH� DJDLQVW

GRZQVLGH�ULVN�RQ�D�SD\�DV�\RX�JR�EDVLV��SUHIXQGLQJ�WKH�6RFLDO�6HFXULW\
V�FXUUHQW��IL[HG���ZDJH�

LQGH[HG��EHQHILW�SDVVHV�WKH�XSVLGH�SRWHQWLDO�DVVRFLDWHG�ZLWK�HTXLWLHV�WR�IXWXUH�JHQHUDWLRQV�

7KLV� SDSHU� VKRZV� WKDW� UHDOLVWLF� PLQLPXP� SHUIRUPDQFH� JXDUDQWHHV� DUH� TXLWH� FRVWO\� DQG

LQFRUSRUDWLQJ�WKHP�H[SOLFLWO\�LQWR�WKH�DQDO\VLV�IXQGDPHQWDOO\�DOWHUV�WKH�FRQYHQWLRQDO�ZLVGRP�WKDW

SULYDWL]LQJ�6RFLDO�6HFXULW\�ZLOO�VLJQLILFDQWO\�UHGXFH�XQIXQGHG�OLDELOLWLHV���3ULYDWL]DWLRQ�PD\�UHGXFH

XQIXQGHG�OLDELOLWLHV�RQO\�D�PRGHVW�DPRXQW�DQG�LW�PLJKW�HYHQ�LQFUHDVH�OLDELOLWLHV���7KLV�LV�WUXH�HYHQ

ZKHQ�WKH�FRQWULEXWLRQ�UDWH�LQ�WKH�QHZ�V\VWHP�LV�VHW�DW�D�KLJK�HQRXJK�OHYHO�VXFK�WKDW�WKH�H[SHFWHG

EHQHILW�OHYHO�LQ�WKH�SULYDWL]HG�V\VWHP�LV�D�IXOO�RUGHU�RI�PDJQLWXGH�ODUJHU�WKDQ�WKH�PLQLPXP�EHQHILW�

%\�FRQWUDVW��SUHIXQGLQJ�6RFLDO�6HFXULW\
V�H[LVWLQJ�GHILQHG�EHQHILW�FDQ�VXEVWDQWLDOO\�UHGXFH

XQIXQGHG�OLDELOLWLHV��HVSHFLDOO\�DW�KLJKHU�OHYHO�FRQWULEXWLRQ�OHYHOV���)RU�H[DPSOH��DW�D����SHUFHQW

FRQWULEXWLRQ�UDWH�LQ�WKH�QHZ�V\VWHP��,�HVWLPDWH�WKDW��ZKLOH�SULYDWL]DWLRQ�OHDGV�WR�RQO\�D����SHUFHQW

UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�XQGHU�EHQFKPDUN�SDUDPHWHUV��SUHIXQGLQJ�WKH�FXUUHQW�GHILQHG�EHQHILW

UHGXFHV� OLDELOLWLHV� E\� ��� SHUFHQW�� �:LWK� D� ��ò� SHUFHQW� FRQWULEXWLRQ� UDWH�� SULYDWL]DWLRQ� UHGXFHV

XQIXQGHG� OLDELOLWLHV� E\� RQO\� ��� SHUFHQW� ZKLOH� SUHIXQGLQJ� WKH� FXUUHQW� GHILQHG� EHQHILW� UHGXFHV

XQIXQGHG�OLDELOLWLHV�E\�DOPRVW�����SHUFHQW���7KH�IXQGDPHQWDO�GLIIHUHQFH�FRPHV�IURP�WKH�IDFW�WKDW

ZKLOH�ERWK�SROLFLHV�LQVXUH�DJDLQVW�GRZQVLGH�ULVN�RQ�D�SD\�DV�\RX�JR�EDVLV��SUHIXQGLQJ�WKH�H[LVWLQJ
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GHILQHG� EHQHILW� SDVVHV� WKH� SRWHQWLDO� XSVLGH� WR� IXWXUH� JHQHUDWLRQV� DV� FRPSHQVDWLRQ�� � 7KLV

FRPSHQVDWLRQ�LV�SDUWLFXODUO\�YDOXDEOH�DW�KLJK�FRQWULEXWLRQ�OHYHOV�

6HFWLRQ�,,�LQWURGXFHV�D�VWRFKDVWLF�WZR�SHULRG�2/*�PRGHO�ZLWK�SURGXFWLRQ���,QGLYLGXDOV�IDFH

VWRFKDVWLF�UHWXUQV�WR�ERWK�HTXLWLHV�DQG�ZDJH�LQGH[HG�6RFLDO�6HFXULW\�DORQJ�ZLWK�D�ULVN�IUHH�LQWHUHVW

UDWH���7KH�XVH�RI�D�IRUPDO�PRGHO�DOORZV�DOO�RI�WKH�FDOFXODWLRQV�WR�EH�XWLOLW\�EDVHG�DQG�LW�UHFRJQL]HV

WKDW�WKH�KLVWRULF�H[SHULHQFH�RI�HTXLW\�UHWXUQV�UHSUHVHQW�GUDZV�IURP�DQ�XQGHUO\LQJ�GLVWULEXWLRQ�ZKRVH

WDLOV�LQFOXGH�H[WUHPH�HYHQWV�EH\RQG�WKRVH�IRXQG�LQ�WKH�KLVWRULF�VHULHV���(YDOXDWLQJ�WKH�DVVRFLDWHG

ULVNV� LQ� D� XWLOLW\� FRQWH[W�� DV� ZHOO� DV� SURSHUO\� FKDUDFWHUL]LQJ� WKH� PRPHQWV� RI� WKH� XQGHUO\LQJ

GLVWULEXWLRQ�RI�VWRFN�UHWXUQV�� LV�YHU\�LPSRUWDQW�� �7KLV� LV�EHFDXVH�WKH�HPSLULFDO�UDULW\�RI�H[WUHPH

GRZQWXUQV�LQ�VWRFN�SULFHV�GRHV�QRW�LPSO\�WKDW�HTXLWLHV�KDYH�OLWWOH�ULVN���)RU�H[DPSOH��-DJDQQDWKDQ�DQG

.RFKHUODNRWD��������KDYH�VKRZQ�WKDW��HYHQ�IRU�D����\HDU�KROGLQJ�SHULRG�LQ�ZKLFK�VWRFNV�RXWSHUIRUP

ERQGV�ZLWK�DOPRVW�����SHUFHQW�FHUWDLQW\��WKH�RSWLPDO�SRUWIROLR�FRQVLVWV�RI����SHUFHQW�ERQGV�DQG���

SHUFHQW�VWRFNV�IRU�D�SHUVRQ�ZLWK�D�UHDVRQDEOH�DYHUVLRQ�WR�ULVN�

6HFWLRQV�,,,�DQG�,9�LQYHVWLJDWH�WKH�LPSDFW�WKDW�SUHIXQGLQJ�6RFLDO�6HFXULW\
V�FXUUHQW�GHILQHG

EHQHILW�DV�ZHOO�DV�SULYDWL]DWLRQ��UHVSHFWLYHO\��KDYH�RQ�XQIXQGHG�OLDELOLWLHV���7KHVH�VHFWLRQV�IRFXV�RQ

WKH�UHODWLYHO\�VWUDLJKWIRUZDUG�FDVH�LQ�ZKLFK�WKH�ULVN\�DVVHWV�LQ�WKH�QHZ�V\VWHP�DUH�H[SHFWHG�WR�H[DFWO\

IXQG�EHQHILWV�HTXDO�WR�WKRVH�WKDW�ZRXOG�EH�UHFHLYHG�XQGHU�6RFLDO�6HFXULW\���7KLV�DOORZV�IRU�D�IDLU

FRPSDULVRQ�EHWZHHQ�SD\�DV�\RX�JR�6RFLDO�6HFXULW\�DQG�SULYDWL]DWLRQ�YHUVXV�SUHIXQGLQJ�WKH�FXUUHQW

GHILQHG�EHQHILW���,W�DOVR�KHOSV�GHYHORS�WKH�EDVLF�LQWXLWLRQ�EHKLQG�WKH�FRVWO\�QDWXUH�RI�SHUIRUPDQFH

JXDUDQWHHV���$�VWRFKDVWLF�YHUVLRQ�RI�WKH�ZHOO�NQRZQ�0RGLJOLDQL�0LOOHU�HTXLYDOHQFH�EHWZHHQ�GHEW�DQG

SD\�DV�\RX�JR�ILQDQFLQJ�LV�GHULYHG�IRU�WKH�FDVH�RI�SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW���7KLV

UHVXOW�GHPRQVWUDWHV�WKH�FRVWO\�QDWXUH�RI�SHUIRUPDQFH�JXDUDQWHHV�ZKHQ�WKH�FRQWULEXWLRQ�UDWH�LQ�WKH

QHZ� V\VWHP� LV� ORZ�� � ,W� LV� DOVR� GHPRQVWUDWHV� KRZ� SULYDWL]DWLRQ� FDQ� DFWXDOO\� LQFUHDVH� XQIXQGHG
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OLDELOLWLHV�ZKHQ�WKH�QHZ�DFFRXQWV�DUH�GHVLJQHG�WR�H[DFWO\�UHSODFH�6RFLDO�6HFXULW\�EHQHILWV���6HYHUDO

SROLF\�GHVLJQV�DUH�FRQVLGHUHG&QRQH�RI�ZKLFK�OHDG�WR�VLJQLILFDQW�UHGXFWLRQV�LQ�XQIXQGHG�OLDELOLWLHV�

6HFWLRQ�9�JHQHUDOL]HV�WKH�PRGHO�WR�DOORZ�IRU�D�EURDG�VHW�RI�SROLF\�RSWLRQV�LQFOXGLQJ�D�UDQJH

RI�JXDUDQWHH�OHYHOV�DQG�FRQWULEXWLRQ�UDWHV���*XDUDQWHHLQJ�D�EHQHILW�OHYHO�VPDOOHU�WKDQ�WKDW�SURYLGHG

E\�6RFLDO�6HFXULW\�UHGXFHV�WKH�OLDELOLWLHV�SODFHG�RQ�IXWXUH�JHQHUDWLRQV���0DQGDWLQJ�D�KLJK�FRQWULEXWLRQ

OHYHO��VR�WKDW�WKH�QHZ�DFFRXQWV�DUH�H[SHFWHG�WR�PRUH�WKDQ�UHSODFH�6RFLDO�6HFXULW\�EHQHILWV��LV�DQ

LQGLUHFW�IRUP�RI�PHDQV�WHVWLQJ���$W�ILUVW�EOXVK��RQH�PLJKW�WKLQN�WKDW�WKLV�ZRXOG�DOVR�UHGXFH�WKH�ULVN

SODFHG�RQ�IXWXUH�ZRUNHUV���7KLV�VHFWLRQ�GHPRQVWUDWHV�WKDW�KLJKHU�FRQWULEXWLRQ�UDWHV�DUH�LQGHHG�YHU\

HIIHFWLYH�LQ�UHGXFLQJ�XQIXQGHG�OLDELOLWLHV�IRU�SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW�EXW�QRW�IRU

SULYDWL]DWLRQ���7KLV�UHVXOW�KROGV�HYHQ�ZKHQ�WKH�FRQWULEXWLRQ�UDWH�LV�VHW�DW�D�KLJK�OHYHO&RQH�LQ�ZKLFK

WKH�H[SHFWHG�EHQHILW� OHYHO� LQ� WKH�SULYDWL]HG� V\VWHP� LV�D� IXOO�RUGHU�RI�PDJQLWXGH� ODUJHU� WKDQ� WKH

JXDUDQWHHG�EHQHILW�OHYHO���7R�EH�VXUH��D�KLJKHU�FRQWULEXWLRQ�OHYHO�PHDQV�WKDW�HDFK�GROODU�LQYHVWHG�LQ

WKH�QHZ�SULYDWH�DFFRXQWV�UHTXLUHV�PXFK�OHVV�LQVXUDQFH�IURP�IXWXUH�JHQHUDWLRQV�LQ�RUGHU�WR�VDWLVI\�WKH

PLQLPXP�EHQHILW���%XW�WKH�VKHHU�QXPEHU�RI�GROODUV�EHLQJ�LQVXUHG�LV�ODUJHU���7KLV�ODWWHU�HIIHFW�QHDUO\

RIIVHWV�WKH�IRUPHU���$QG�WKHVH�FDOFXODWLRQV�DVVXPH�WKDW�SROLF\PDNHUV�GR�QRW�JXDUDQWHH�D�OHYHO�RI

EHQHILWV�LQ�H[FHVV�RI�6RFLDO�6HFXULW\���7KLV�PLJKW�EH�XQUHDOLVWLF�LQ�D�SULYDWL]HG�V\VWHP�ZLWK�D�KLJK

H[SHFWHG�EHQHILW���,I�SROLF\PDNHUV�FKRRVH�WR�JXDUDQWHH�D�EHQHILW�HTXDO������RI�6RFLDO�6HFXULW\
V

DYHUDJH�EHQHILW��SULYDWL]DWLRQ�ZRXOG�LQFUHDVH�WKH�H[�DQWH�YDOXH�RI�XQIXQGHG�OLDELOLWLHV�E\���SHUFHQW

DW�D����SHUFHQW�FRQWULEXWLRQ�UDWH���%\�FRQWUDVW��KLJK�FRQWULEXWLRQ�OHYHOV�DUH�HIIHFWLYH�LQ�UHGXFLQJ

XQIXQGHG�OLDELOLWLHV�IRU�SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW�OHYHO�EHFDXVH�WKH�KLJK�H[SHFWHG�YDOXH

RI�DVVHWV�HIIHFWLYHO\�SD\V�IXWXUH�JHQHUDWLRQV�IRU�WKH�LQVXUDQFH�WKH\�SURYLGH�DJDLQVW�GRZQWXUQV�

6HFWLRQ�9,�FRQFOXGHV�
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7KH�IUDPHZRUN�LV�D�VWDQGDUG�WZR�SHULRG�2/*��'LDPRQG��PRGHO�ZLWK�SURGXFWLRQ�VXEMHFW�WR
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FRQWLQXRXV�

&RQVXPHUV

&RQVXPHUV� OLYH� IRU� WZR�SHULRGV� DQG� D� FRQVXPHU�ERUQ� DW� WLPH� W� LV� DVVXPHG� WR�KDYH� WKH

IROORZLQJ�SUHIHUHQFH�RYHU�D�VHTXHQFH�RI�FRQVXPSWLRQ�� ��&
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GLIIHUHQWLDEOH���7KH�WHUP� �LV�WKH�VXEMHFWLYH�GLVFRXQW�IDFWRU�ZKLFK�LV�DVVXPHG�WR�EH�VWDWH� � �� � ��

DQG� WLPH� LQYDULDQW�� � 3XUHO\� IRU� LOOXVWUDWLYH� VLPSOLFLW\�� SUHIHUHQFHV� DUH� PRGHOHG� DV� DGGLWLYHO\

VHSDUDEOH���+RZHYHU��WKH�DQDO\WLFDO�UHVXOWV�KHUHLQ�GR�QRW�UHTXLUH�DGGLWLYHO\�VHSDUDEOH�SUHIHUHQFHV�

7KH�H[SUHVVLRQ� �LV�H[SHFWDWLRQV�RSHUDWRU�DQG�LV�GHILQHG�DV� �(
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7KH�DJHQW�HDUQV�D�ODERU�LQFRPH�HTXDO�WR� �DW�DJH���NQRZQ�DW�WLPH�W�DQG�UHWLUHV�LQZ
W
� Z�V

W
�

SHULRG� ��� �7KH� DJHQW� FDQ� LQYHVW� LQ� HTXLWLHV� WKDW� SD\V� D� VWDWH�FRQWLQJHQW� UDWH� RI� UHWXUQ� HTXDO� WR

�DW�WKH�EHJLQQLQJ�RI�SHULRG�W�����7KH�DJHQW�FDQ�DOVR�LQYHVW�LQ�ERQGV�WKDW�SD\�D�FRQVWDQWH
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ULVNOHVV�UDWH�RI�UHWXUQ�HTXDO�WR�U�NQRZQ�DW�WLPH�W���7KH�LQGLYLGXDO�IDFHV�D�WD[�RQ�ODERU�HDUQLQJV�HTXDO

WR� �ZKHUH�-VV�LV�WKH�6RFLDO�6HFXULW\�SD\UROO�WD[��-J�LV�UHVW�RI�JRYHUQPHQW�WD[HV�DQG�-
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LV�D�VWDWH�FRQWLQJHQW�ODERU�WD[�GHVFULEHG�LQ�PRUH�GHWDLO�EHORZ��FXUUHQWO\�VHW�WR�]HUR����7KH�6RFLDO

6HFXULW\�SD\UROO�WD[��-VV��LV�LQYHVWHG�LQWR�D�ZDJH�LQGH[HG�SD\�DV�\RX�JR�6RFLDO�6HFXULW\�DVVHW�WKDW
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ZKHUH���������������LV�WKH�VKDUH�RI�SULYDWH�DVVHWV�LQYHVWHG�LQWR�ERQGV�ZKLOH�������LV�WKH�VKDUH�RI

DVVHWV�LQYHVWHG�LQ�HTXLWLHV���7LPH�VXEVFULSWV�IRU�WKHVH�SRUWIROLR�VKDUH�YDULDEOHV�DUH�RPLWWHG���6RFLDO

6HFXULW\�EHQHILWV�� ��HTXDO�WKH�H[SUHVVLRQ�VKRZQ�LQ�HTXDWLRQ�����ZLWK�SD\�DV�\RX�JR�ILQDQFLQJ�E
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7KH�FRQVXPHU
V�ILUVW�RUGHU�FRQGLWLRQV�DUH�JLYHQ�E\
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7KLV�SDSHU�IRFXVHV�RQ�DQ�$UURZ�'HEUHX�HFRQRP\�ZLWK�FRPSOHWH�DQG�SHUIHFW�PDUNHWV����7KLV

VDPH�DVVXPSWLRQ�LV�LPSOLFLWO\�PDGH�LQ�PRVW�DQDO\VLV�RI�SURSRVDOV�WR�SULYDWL]H�RU�SUHIXQG�6RFLDO

6HFXULW\���7KLV�DVVXPSWLRQ�LPSOLHV�WKDW�JRYHUQPHQW�LQYROYHPHQW�LQ�ILQDQFLDO�PDUNHWV�QHLWKHU�GLUHFWO\



� 7KH JRYHUQPHQW
V EDVHOLQH SROLF\ �LQFOXGLQJ 6RFLDO 6HFXULW\� 0HGLFDUH� SURJUHVVLYH WD[DWLRQ DQG FRXQWHU�

F\FOLFDO GHILFLWV� HWF�� DOUHDG\ H[SRVHV IXWXUH ZRUNHUV WR D WUHPHQGRXV DPRXQW RI ULVN WKDW LV ERWK FRUUHODWHG DQG

RUWKRJRQDO WR WKH ULVNV DVVRFLDWHG ZLWK SHUIRUPDQFH JXDUDQWHHV� %RWK W\SHV RI ULVNV&QRW MXVW FRUUHODWHG ULVNV&DUH

LPSRUWDQW LQ DVVHVVLQJ ERWK WKH ZLOOLQJQHVV WR DFFHSW DGGLWLRQDO FRUUHODWHG ULVN DQG WKH DPRXQW RI DGGLWLRQDO RUWKRJRQDO

ULVN WKDW LV GHVLUDEOH�
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LPSURYHV�QRU�KDUPV�WKH�HIILFLHQF\�RI�WKHVH�PDUNHWV���,W�DOVR�LPSOLHV�D�ODFN�RI�DUELWUDJH�RSSRUWXQLWLHV�

HLWKHU�DFURVV�WKH�SRSXODWLRQ�RU�DFURVV�WLPH��VLQFH�DOO�DJHQWV�SODFH�WKH�VDPH�SUHPLXP�DW�WKH�PDUJLQ

RQ�D�SDUWLFXODU�JDPEOH��0RUH�IRUPDOO\��IRU�DQ\�ERXQGHG��FRQWLQXRXV�IXQFWLRQ�� �K � 6 � Ü
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,Q�UHDOLW\��RI�FRXUVH��PDUNHWV�DUH�LPSHUIHFW�DQG�LQFRPSOHWH�LQ�PDQ\�ZD\V���0DUNHW�IDLOXUH

DUJXPHQWV�LQ�IDYRU�RI�6RFLDO�6HFXULW\�LQFOXGH�WKH�SRVVLEOH�DEVHQFH�RI�UHDO�IDLU�DQQXLWLHV��SUREOHPV

DVVRFLDWHG�ZLWK�LQVXULQJ�WKH�ULVN�DVVRFLDWHG�ZLWK�D�YDU\LQJ�ZRUNLQJ�OLIH��DQG�QRQ�WUDGHDEOH�KXPDQ

FDSLWDO��'LDPRQG�>����@��0HUWRQ�>����@����6RPH�SHRSOH�DOVR�IDFH�ERUURZLQJ�FRQVWUDLQWV��=HOGHV�

��������$QG�IXWXUH�JHQHUDWLRQV�PLJKW�EH�RYHU�H[SRVHG�RU�XQGHU�H[SRVHG�WR�FRQWHPSRUDQHRXV�VKRFNV

XQGHU�WKH�EDVHOLQH�SROLF\����7KH�FRUUHODWLRQ�EHWZHHQ�GHPRJUDSKLFV�DQG�DVVHW�SULFHV�LV�DOVR�OLNHO\�WR

EH� LPSRUWDQW� RYHU� WKH� QH[W� IHZ� GHFDGHV� �%URRNV�� ������ DV� DUH� PDQ\� RWKHU� VRXUFHV� RI� QRQ�

WHFKQRORJLFDO�ULVNV�LQ�HTXLW\�SULFHV���,QFOXGLQJ�DOO�RI�WKHVH�PDUNHW�IDLOXUHV�DQG�ULVNV�ZRXOG�UHTXLUH

DQ�HPSLULFDO�H[DPLQDWLRQ�RYHU�DOO�KRXVHKROGV�RYHU�DOO�WLPH���,W�ZRXOG�DOVR�UHTXLUH�XVLQJ�D�ODUJH�VFDOH

VLPXODWLRQ�PRGHO�VLQFH�LW�LV�XQOLNHO\�WKDW�WKH�WZR�SHULRG�PRGHO�GHYHORSHG�KHUHLQ&LQ�ZKLFK�ERWK

OHQGLQJ�DQG�ULVN��VKDULQJ�PDUNHWV�EHWZHHQ�OLYLQJ�DJHQWV�DUH�FORVHG&LV�DEOH�WR�DGHTXDWHO\�VLPXODWH

WKHVH�PDUNHW�LPSHUIHFWLRQV���%XW�LQWURGXFLQJ�PRUH�SHULRGV��PXFK�EH\RQG�WKUHH��UXQV�LQWR�WKH�ZHOO�

NQRZQ� �FXUVH� RI� GLPHQVLRQDOLW\�� DVVRFLDWHG� ZLWK� VROYLQJ� ODUJH�VFDOH� PRGHOV� ZLWK� DJJUHJDWH

XQFHUWDLQW\�DQG�VWRFKDVWLF�VWHDG\�VWDWHV�

,W� LV� XQOLNHO\�� KRZHYHU�� WKDW� LQWURGXFLQJ�PRUH� FRPSOH[LWLHV�ZRXOG� XQGHUPLQH� WKH� VWDUN



� $V HPSKDVL]HG EHORZ� WKH H[DFW FKRLFH RI SUHIHUHQFHV DQG WHFKQRORJ\ LV QRW LPSRUWDQW VLQFH DOO RI WKH

FDOFXODWLRQV KHUHLQ IRFXV RQ SULYDWL]LQJ RU SUHIXQGLQJ WKH EHQHILW DVVRFLDWHGZLWK WKHPDUJLQDO GROODU LQ WKHZDJH WD[ EDVH�

7KHVH FDOFXODWLRQV DUH FRPSDWLEOH ZLWK DQ\ FKRLFH RI SUHIHUHQFHV DQG WHFKQRORJ\ WKDW JHQHUDWH EDODQFHG JURZWK ZLWK

REVHUYDEOH PDUNHW SULFHV DQG FRYDULDQFHV�
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GLIIHUHQFHV�LQ�XQIXQGHG�OLDELOLWLHV�JHQHUDWHG�E\�SULYDWL]DWLRQ�YHUVXV�SUHIXQGLQJ�WKH�FXUUHQW�GHILQHG

EHQHILW���7KLV�LV�EHFDXVH�WKHVH�GLIIHUHQFHV�DUH�WUDFHG�WR�IXQGDPHQWDO�GLVFUHSDQFLHV�LQ�KRZ�WKHVH�WZR

SROLF\� LQLWLDWLYHV� VKDUH� ULVN� EHWZHHQ� JHQHUDWLRQV�� D� GLVWLQFWLRQ� WKDW� LV� OLNHO\� WR� EH� UREXVW� WR

FRQVLGHUDEOH�PRGHO� HQKDQFHPHQWV�� � 1RQHWKHOHVV�� WKH� H[DFW� QXPHULFDO� FRPSXWDWLRQV� VKRXOG� EH

LQWHUSUHWHG�ZLWK�VRPH�FDXWLRQ�

3URGXFWLRQ
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LV�DVVXPHG�WR�KHOS�ILQDQFH�JRYHUQPHQW�FRQVXPSWLRQ����,Q�WKH�VSHFLDO�FDVH�RI�&REE�'RXJODV��IDFWRU
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ZKHUH���LV�WKH�FDSLWDO�VKDUH��$
W
�LV�WKH�VWDWH�RI�WHFKQRORJ\�DQG��LV�WKH�FRQWLQJHQW�GHSUHFLDWLRQ�UDWH�

��,I�RQO\�$�LV�UDQGRP��DV�LQ��H�J���6WRNH\�DQG�/XFDV��������WKHQ�ZDJHV�DQG�HTXLW\�UHWXUQV�DUH�SHUIHFWO\

FRUUHODWHG���,I�RQO\��LV�UDQGRP��DV�LQ��H�J���*RUGRQ�DQG�:LOVRQ��������WKHQ�ZDJHV�DUH�XQFRUUHODWHG

ZLWK�HTXLW\�UHWXUQV���$OORZLQJ�IRU�ERWK��DV�LQ�%RKQ��������JHQHUDWHV�DQ�LQWHUPHGLDWH�VFHQDULR�

6RFLDO�6HFXULW\�DQG�5HVW�RI�*RYHUQPHQW
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6RFLDO�6HFXULW\
V�SD\�DV�\RX�JR�GHVLJQ�UHTXLUHV�WKDW�FRQWHPSRUDQHRXV�EHQHILWV�HTXDO�UHFHLSWV�
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ZKHUH�*�LV�JRYHUQPHQW�FRQVXPSWLRQ���*RYHUQPHQW�GHEW�DQG�FRQVXPSWLRQ�LV�DGMXVWHG�WR�GHIHQG�WKH

ULVN�IUHH�UDWH��DV�LQ��H�J���%RKQ��������
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6RPH�KDYH�DGYRFDWHG�SUHIXQGLQJ�6RFLDO�6HFXULW\��HLWKHU�SDUWLDOO\�RU�IXOO\��DV�DQ�DOWHUQDWLYH

WR�SULYDWL]DWLRQ�VR�WKDW�EHQHILWV�UHPDLQ�GHILQHG�E\�ODZ�LQVWHDG�RI�EHLQJ�VXEMHFW�WR�PDUNHW�ULVN�DV�LQ

SULYDWL]DWLRQ� �6RFLDO� 6HFXULW\� $GYLVRU\� &RXQFLO�� ������� � (TXLYDOHQWO\�� WKH� JRYHUQPHQW� FRXOG

SULYDWL]H�6RFLDO�6HFXULW\�EXW� IL[�EHQHILWV� DW� WKHLU�ZDJH�LQGH[HG� OHYHOV�E\� VXEVLGL]LQJ�WD[LQJ�DOO

UHWXUQV�WR�HTXLWLHV�WKDW�SURGXFH�D�EHQHILW�EHORZ�DERYH�WKH�IL[HG�OHYHO���$�FRQILVFDWRU\�WD[�RQ�H[FHVV

UHWXUQV�DERYH�WKDW�QHFHVVDU\�WR�ILQDQFH�WKH�IL[HG�EHQHILW�OHYHO�LV�ZKDW�IXQGDPHQWDOO\�GLVWLQJXLVKHV

SUHIXQGLQJ�WKH�FXUUHQW�GHILQHG�EHQHILW�V\VWHP�IURP�SULYDWL]DWLRQ���)RU�FRPSDUDWLYH�SXUSRVHV��LW�LV

FRQYHQLHQW�WR�PRGHO�SUHIXQGLQJ�LQ�WKLV�VHFRQG�ZD\���7KLV�VHFWLRQ�H[SOLFLWO\�PRGHOV�WKLV�WD[�DQG�VR

ZH�FDQ�FRQFHSWXDOO\�WKLQN�RI�WKH�DVVHWV�UHVLGLQJ�LQ��LQGLYLGXDOL]HG�DFFRXQWV���VLPLODU�WR�D�SULYDWL]HG

V\VWHP��ZLWK�WKLV�WD[�LQ�SODFH�

$V�)HOGVWHLQ��������QRWHV��WKHUH�DUH�UHDOO\�RQO\�WZR�EDVLF�PHWKRGV�RI�WUDQVLWLRQ�IURP�D�SD\�

DV�\RX�JR�SXEOLF�SHQVLRQ�V\VWHP�WR�D�SUHIXQGHG�V\VWHP������WUDQVLWLRQ�ZLWK�VRPH�UHFRJQLWLRQ�RI



� ,Q D VWDQGDUG GHILQHG�EHQHILW V\VWHP �L�H�� QRW WDNLQJ WKH �LQGLYLGXDOL]HG DFFRXQWV� LQWHUSUHWDWLRQ�� UHFRJQLWLRQ

ERQGV ZRXOG EH UHSODFHG ZLWK UHJXODU ERQGV�

� 1HZ ZRUNHUV IDFH D ���� SHUFHQW FRPELQHG SD\UROO WD[ LQ WKH ILUVW \HDU� 7KH WD[ UDWH GHFUHDVHV RYHU WLPH DV

6RFLDO 6HFXULW\ UHFLSLHQWV GLH� 7KH SD\UROO WD[ UDWH EHFRPHV ����� SHUFHQW DIWHU ILYH \HDUV� ����� SHUFHQW DIWHU �� \HDUV�

����� SHUFHQW DIWHU �� \HDUV� ���� SHUFHQW DIWHU �� \HDUV DQG HYHQWXDOO\ � SHUFHQW �)HOGVWHLQ DQG 6DPZLFN� 7DEOH ���
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6RFLDO�6HFXULW\�WD[HV�SDLG���UHFRJQLWLRQ�ERQGV�����RU������VXEVWLWXWLRQ�IURP�SD\�DV�\RX�JR�ILQDQFLQJ

WR�SUHIXQGLQJ�ZLWK�DQ�DGG�RQ�WD[�XVHG�WR�ILQDQFH�WKH�QHZ�IXQGHG�V\VWHP���7KH�ILUVW�DSSURDFK�ZDV

HVVHQWLDOO\�WKH�PHWKRG�HPSOR\HG�LQ�VHYHUDO�/DWLQ�$PHULFDQ�FRXQWULHV���7KLV�DSSURDFK�KDV�DOVR�EHHQ

VLPXODWHG�IRU�WKH�8�6��HFRQRP\�E\�.RWOLNRII��������DQG�.RWOLNRII��6PHWWHUV�DQG�:DOOLVHU�������

XVLQJ�GLIIHUHQW�FKRLFHV�RI�WD[�EDVHV�WR�VHUYLFH�DQG�SD\�RII�WKH�ERQGV���7KH�VHFRQG�DSSURDFK��WKH

�VXEVWLWXWLRQ��PHWKRG��KDV�EHHQ�DQDO\]HG�LQ�)HOGVWHLQ�DQG�6DPZLFN��������ZKR�GHPRQVWUDWH�WKDW

D� SD\UROO� WD[� RI� RQO\� DERXW� ���� SHUFHQW�� LI� LQYHVWHG� LQ� WKH� SULYDWH� FDSLWDO� PDUNHW�� ZRXOG�� LQ

H[SHFWDWLRQ��VXEVWLWXWH�IRU�6RFLDO�6HFXULW\�E\�UHQGHULQJ�WKH�VDPH�UHWLUHPHQW�LQFRPH�WKDW�WKH�SD\�DV�

\RX�JR�2$6',�SD\UROO�WD[��FXUUHQWO\������SHUFHQW�EXW�HYHQWXDOO\�LQFUHDVLQJ�WR�������SHUFHQW�XQGHU

FXUUHQW� ODZ�EHQHILWV�� SURYLGHV��� � 7KLV� LV� EHFDXVH� WKH� VRFLDO� PDUJLQDO� SURGXFW� RI� FDSLWDO� KDV

KLVWRULFDOO\�H[FHHGHG�WKH�JURZWK�UDWH�RI�WKH�SD\�DV�\RX�JR�WD[�EDVH�E\�D�ODUJH�PDUJLQ�

%RWK�WUDQVLWLRQ�PHWKRGV�OHDG�WR�WKH�VDPH�QHZ�ORQJ�UXQ�HFRQRP\�LI�WKH�SULQFLSDO�RI�WKH�ERQGV

DUH�SDLG�RII��RU�LI�WKH�YDOXH�RI�WKH�ERQGV�DUH�RULJLQDOO\�VHW�WR�]HUR���7KH\�DUH�GLIIHUHQW��KRZHYHU��LI�

LQ�WKH�IRUPHU�FDVH��WKH�ERQGV�DUH�VHUYLFHG�EXW�WKH�SULQFLSDO�LV�QHYHU�SDLG�RII���,�FRQVLGHU�WKLV�FDVH�LQ

RUGHU�WR�GHULYH�WKH�VWRFKDVWLF�YHUVLRQ�RI�WKH�ZHOO�NQRZQ�0RGLJOLDQL�0LOOHU�HTXLYDOHQFH�EHWZHHQ�GHEW

DQG�SD\�DV�\RX�JR�ILQDQFLQJ���,�WKHQ�FRQVLGHU�WKH�VXEVWLWXWLRQ�PHWKRG��RU��HTXLYDOHQWO\��ZKHQ�WKH

ERQGV�DUH�VHW�HTXDO�WR�]HUR�LQ�YDOXH��

$�6W\OL]HG�3UHIXQGLQJ�3URSRVDO�8VLQJ�5HFRJQLWLRQ�%RQGV

7KH� H[SHULPHQW�EHJLQV� DW� WLPH� W� � ��� �*HQHUDWLRQ��� DJHQWV�� WKH� FXUUHQW� HOGHUO\�� UHFHLYH



�� ,I JHQHUDWLRQ�� DJHQWV LQVWHDG LQYHVWHG WKHLU UHFRJQLWLRQ ERQG LQ WKH ULVN�IUHH DVVHW WKHQ JHQHUDWLRQ�� DJHQWV

ZRXOG KDYH WR GHWHUPLQLVWLFDOO\ WRS XS JHQHUDWLRQ�� DJHQWV EHQHILWV E\ H[DFWO\ WKH GLIIHUHQFH LQ WKH YDOXH RI 6RFLDO

6HFXULW\
V XQIXQGHG OLDELOLW\ OHVV WKH YDOXH RI WKH UHFRJQLWLRQ ERQG� RU� HTXLYDOHQWO\� WKH ERQGZRXOG KDYH WR EH FDOFXODWHG

XVLQJ WKH ULVNOHVV UDWH ZLWK WKH VDPH HIIHFWV�

������

EHQHILWV�XQGHU�WKH�FXUUHQW�SD\�DV�\RX�JR�6RFLDO�6HFXULW\�V\VWHP���7KHVH�EHQHILWV�DUH�SDLG�IRU�E\

JHQHUDWLRQ���DJHQWV&QHZ�ZRUNHUV&ZKR��LQ�WXUQ��UHFHLYH�D�UHFRJQLWLRQ�ERQG��%
W
��LQ�SODFH�RI�IXWXUH

SD\�DV�\RX�JR�EHQHILWV���7KH�H[DFW�FKRLFH�IRU�%
W
�ZLOO�QRW�PDWWHU�LQ�WKH�SUHVHQFH�RI�D�EHQHILW�IL[HG�DW

WKH�ZDJH�LQGH[HG�OHYHO���%HFDXVH��KRZHYHU��PDQ\�SODQV�WR�SUHIXQG�6RFLDO�6HFXULW\&ZKHWKHU�LW�EH

H[SDQGLQJ�WKH�WUXVW�IXQG�RU�SULYDWL]DWLRQ&DWWHPSW�WR�H[SORLW�WKH�HTXLW\�SUHPLXP��LW�LV�FRQYHQLHQW

WR�FDOFXODWH�HDFK�UHFRJQLWLRQ�ERQG�LPSOLFLWO\�DV� ��RU��LQ�H[SOLFLW(
W
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ZKHUH� �DQG� ���,Q�ZRUGV��WKH�UHFRJQLWLRQ�ERQG�HTXDOV�WKH�EHQHILWV�WKDW�DQ�J
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DJHQW�H[SHFWV� WR� UHFHLYH�XQGHU�6RFLDO�6HFXULW\��GLVFRXQWHG�XVLQJ� WKH�H[SHFWHG� UDWH�RI� UHWXUQ� WR

HTXLWLHV���&RQFHSWXDOO\��ZH�FDQ�WKLQN�RI�WKLV�ERQG�DV�EHLQJ�GHSRVLWHG�LQWR�D�QHZ�LQGLYLGXDO�UHWLUHPHQW

DFFRXQW�LQYHVWHG�LQ�WKH�FDSLWDO�PDUNHW�����7KH�ERQG�LV�H[SHFWHG�WR�\LHOG�WKH�VDPH�UHWLUHPHQW�EHQHILWV

DV� WKH� DJHQW� ZRXOG� UHFHLYH� XQGHU� 6RFLDO� 6HFXULW\�� � +RZHYHU�� WKH� ULVN�DGMXVWHG� YDOXH� RI� WKH

UHFRJQLWLRQ�ERQG�LV�RQO\�DERXW���ò�RI�WKH�YDOXH�RI�6RFLDO�6HFXULW\
V�XQIXQGHG�OLDELOLW\�XQGHU�RXU

EHQFKPDUN�SDUDPHWHUV��6HFWLRQ�9����+HQFH��ZH�KDYH�QRW�VLPSO\�PDGH��LPSOLFLW�GHEW�H[SOLFLW��LQ�WKH

XVXDO�VHQVH�

7KH�JHQHUDWLRQ���FRKRUW�LV�WKH�ILUVW�RQH�WKDW�GRHV�QRW�IDFH�WKH�SD\UROO�WD[���,QVWHDG��WKH\�PDNH

JURZWK�DGMXVWHG�LQWHUHVW�SD\PHQWV�RQ�WKH�UHFRJQLWLRQ�ERQGV���*HQHUDWLRQ���DJHQWV�DOVR�LQVXUH�WKDW

JHQHUDWLRQ��
V�UHFRJQLWLRQ�ERQGV��LQYHVWHG�LQ�WKH�FDSLWDO�PDUNHW��SHUIRUP�H[DFWO\�DV�H[SHFWHG&L�H��



������

6RFLDO� 6HFXULW\� EHQHILWV� DUH� H[DFWO\� UHSODFHG�� � 7KLV� IL[HG� JXDUDQWHH� LV� DFFRPSOLVKHG� ZLWK� WKH

JRYHUQPHQW
V�DELOLW\�WR�VXEVLGL]H�WD[�HTXLW\�UHWXUQV�IDFHG�E\�JHQHUDWLRQ�W�E\�WD[LQJ�VXEVLGL]LQJ�WKH

VXEVHTXHQW�JHQHUDWLRQ��W����UHWXUQV�EHORZ�H[SHFWDWLRQ�DUH�WRSSHG�XS�ZKLOH�UHWXUQV�DERYH�H[SHFWDWLRQ

DUH�WD[HG�DW�D�FRQILVFDWRU\�UDWH���7KLV�FRQWLQJHQW�SD\UROO�WD[��-F��OHYLHG�RQ�D�JURZWK�DGMXVWHG�WD[�EDVH�

WKHUHIRUH��HTXDOV��DW�WLPH�W�
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1RWH� WKDW� �� L�H��� HTXLWLHV�ZLOO� UHSODFH�ZDJH�LQGH[HG� 6RFLDO� 6HFXULW\� EHQHILWV� RQ(
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DYHUDJH�ZLWKRXW�WKH�QHHG�IRU�PRUH�UHYHQXH���7KLV�PD\�JLYH�WKH�JXDUDQWHH�DQ�DSSHDUDQFH�RI�EHLQJ�ORZ

FRVW�

)XWXUH�JHQHUDWLRQ��W!���DJHQWV�FRQWLQXH�WR�PDNH�JURZWK�DGMXVWHG�LQWHUHVW�SD\PHQWV�RQ�WKH

LQLWLDO�UHFRJQLWLRQ�ERQGV���7KH\�DOVR�LQVXUH�WKDW�WKH�SUHYLRXV�JHQHUDWLRQ�UHFHLYHV�WKH�VDPH�JXDUDQWHH

RQ�WKH�VDPH�OHYHO�RI�LQYHVWPHQW���,Q�WKLV�ZD\��HDFK�JHQHUDWLRQ�UHWLUHV�ZLWK�D�YDOXH�RI�LQFRPH�WKDW

H[DFWO\�UHSODFHV�6RFLDO�6HFXULW\�

'HQRWH�WKH�FKDQJH�LQ�WKH�UHPDLQLQJ�OLIHWLPH�H[SHFWHG�YDOXH�EXGJHW�FRQVWUDLQW�IRU�JHQHUDWLRQ�W

DJHQWV�DV��
W
���3UHIXQGLQJ�6RFLDO�6HFXULW\
V�GHILQHG�EHQHILW�ZLWK�UHFRJQLWLRQ�ERQGV�DQG�D�IL[HG��ZDJH�

LQGH[HG��UDWH�RI�UHWXUQ�JXDUDQWHH�FKDQJHV�HDFK�JHQHUDWLRQ
V�EXGJHW�FRQVWUDLQW�DV�IROORZV�
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7KH�FKDQJH�LQ�WKH�H[SHFWHG�EXGJHW�FRQVWUDLQW�IRU�WKH�LQLWLDO�HOGHUO\���
W �
��HTXDOV�]HUR�VLQFH�

E\�FRQVWUXFWLRQ��WKH�LQLWLDO�HOGHUO\�FRQWLQXH�WR�UHFHLYH�IXOO�EHQHILWV�XQGHU�WKH�FXUUHQW�V\VWHP�

7KH�FKDQJH�LQ�WKH�H[SHFWHG�EXGJHW�FRQVWUDLQW�IRU�WKH�LQLWLDO�ZRUNHUV���
W �
��LV�PRUH�LQYROYHG�

7KH�ILUVW�WHUP�LQ�WKH�ILUVW�HTXDOLW\�UHIOHFWV�WKH�SUHVHQW�YDOXH�RI�WKH�ORVV�RI�EHQHILWV�UHVXOWLQJ�IURP

WHUPLQDWLQJ�WKH�SD\�DV�\RX�JR�ILQDQFHG�EHQHILW�DIWHU�WKHVH�ZRUNHUV�SDLG�LQWR�WKH�V\VWHP���7KH�VHFRQG

WHUP�LQ�WKH�ILUVW�HTXDOLW\�UHIOHFWV�WKH�UHFRJQLWLRQ�ERQG�WKDW�JHQHUDWLRQ���ZRUNHUV�UHFHLYH�DV�SDUWLDO

FRPSHQVDWLRQ�IRU�WKH�ORVV�RI�IXWXUH�EHQHILWV���7KH�WKLUG�WHUP�LQ�WKH�ILUVW�HTXDOLW\�HTXDOV�WKH�YDOXH�RI

WKH�JXDUDQWHH�WKDW�DQ�LQYHVWPHQW�RI�WKH�VL]H�RI�WKH�UHFRJQLWLRQ�ERQG�LQYHVWHG�LQ�HTXLWLHV�ZLOO�SHUIRUP



�� &KDQJLQJ WKH WD[ EDVH FDQ UHVXOW LQ SDUHWR LPSURYHPHQWV� %XW WKHVH LPSURYHPHQWV VWHP VROHO\ IURP WD[

UHIRUP� QRW SUHIXQGLQJ�

������

H[DFWO\�DV�H[SHFWHG���7KLV�WHUP�LV�HTXDO�WR�WKH�ULVN�SUHPLXP�DVVRFLDWHG�ZLWK�WKH�]HUR�PHDQ�JDPEOH

SRVHG�E\�WKH�FRQWLQJHQW�WD[�JLYHQ�LQ�HTXDWLRQ��������7KLV�FRQWUDFW�KDV�D�]HUR�SULFH�RQO\�XQGHU�ULVN

QHXWUDOLW\� �U� � ��� �7KH� VHFRQG�HTXDOLW\� LQ��
W �
� FRPHV� IURP� LQVHUWLQJ� WKH�HTXDWLRQ� ����� IRU� WKH�H

FRQWLQJHQW�WD[��-F��DSSO\LQJ�WKH�UXOH�RI�LQGHSHQGHQW�H[SHFWDWLRQV�ZKHUH�DSSURSULDWH�DQG�UHDUUDQJLQJ

WHUPV���7KH�WKLUG�HTXDOLW\�FRPHV�IURP�WKH�ILUVW�RUGHU�FRQGLWLRQV������

7KH�FKDQJH�LQ�WKH�H[SHFWHG�YDOXH�EXGJHW�FRQVWUDLQW�IRU�IXWXUH�ZRUNHUV���
W��
��LV�D�OLWWOH�PRUH

FRPSOH[���7KH�ILUVW�WHUP�LQ�WKH�ILUVW�HTXDOLW\�UHIOHFWV�WKH�IDFW�WKDW�JHQHUDWLRQ��W����DJHQWV�DUH�UHTXLUHG

WR�PDNH�JURZWK�DGMXVWHG� LQWHUHVW� SD\PHQWV�RQ� WKH� UHFRJQLWLRQ�ERQGV�� WKH�SHU�FDSLWD�GHEW� LWVHOI

UHPDLQV�FRQVWDQW���7KH�VHFRQG�WHUP�LQ�WKH�ILUVW�HTXDOLW\�HTXDOV�WKH�QHW�YDOXH�RI�HOLPLQDWLQJ�6RFLDO

6HFXULW\�� � )LQDOO\�� WKH� WKLUG� WHUP� LQ� WKH� ILUVW� HTXDOLW\� HTXDOV� WKH�QHW� YDOXH� RI� WKH� UDWH�RI�UHWXUQ

JXDUDQWHH���7KLV�LV�HTXDO�WR�WKH�YDOXH�RI�WKH�JXDUDQWHH�UHFHLYHG�IURP�WKH�IROORZLQJ�JHQHUDWLRQ�OHVV

WKH�YDOXH�RI�WKH�JXDUDQWHH�WKDW�JHQHUDWLRQ��W����DJHQWV�PXVW�SURYLGH�WR�WKH�SUHFHGLQJ�JHQHUDWLRQ

�VKRZQ�LQ�HTXDWLRQ��
W �
����7KH�VXEVHTXHQW�HTXDOLWLHV�FRPH�IURP�GLUHFW�VXEVWLWXWLRQ�RI�WKH�FRQWLQJHQW

WD[��-F��DSSO\LQJ�WKH�UXOH�RI�LQGHSHQGHQW�H[SHFWDWLRQV��DQG�LQVHUWLQJ�WKH�ILUVW�RUGHU�FRQGLWLRQV�

1RWLFH�WKDW�HDFK�YDOXH�RI���HTXDOV�]HUR���,Q�RWKHU�ZRUGV��SUHIXQGLQJ�ZLWK�D�JXDUDQWHH�LV

FRPSOHWHO\�QHXWUDO�DQG�LQGXFHV�QR�SULFH�FKDQJHV���7R�VHH�KRZ�WKH�IL[HG�JXDUDQWHH�KDV�QHXWUDOL]HG

WKH�HIIHFW�RI�SUHIXQGLQJ��QRWLFH�WKDW��
W �
�����DQG��

W��
�!���ZLWKRXW�WKH�JXDUDQWHH&RU��HTXLYDOHQWO\�LI

HDFK�JHQHUDWLRQ�ERUH�WKH�FRVW�RI�LWV�RZQ�JXDUDQWHH���7KH�UHVXOW�LV�LQWXLWLYH��IXWXUH�JHQHUDWLRQV�FDQ

EHQHILW�IURP�SUHIXQGLQJ�RQO\�LI�VRPH�LQLWLDO�JHQHUDWLRQ�LV�PDGH�ZRUVH�RII�����7KH�DGGLWLRQ�RI�WKH

JXDUDQWHH�FRPSOHWHO\�HOLPLQDWHV��H[�DQWH��ERWK�WKH�VKRUW�UXQ�FRVW�DQG�WKH�ORQJ�UXQ�EHQHILW�FRPLQJ

IURP�SUHIXQGLQJ���([�DQWH��DOO�DJHQWV�UHFHLYH�WKH�VDPH�EHQHILWV�XQGHU�WKH�QHZ�V\VWHP�DV�XQGHU�6RFLDO



������

6HFXULW\���(YHQ�WKRXJK�WKH�YDOXH�RI�WKH�UHFRJQLWLRQ�ERQG�LV�ZRUWK�RQO\�DERXW���ò�SHUFHQW�RI�6RFLDO

6HFXULW\
V�QHW�OLDELOLW\��WKH�IL[HG�JXDUDQWHH�DFFRXQWV�IRU�WKH�RWKHU���ò�SHUFHQW��VHH�FDOFXODWLRQV�LQ

6HFWLRQ�9����$Q\�VHHPLQJO\��IUHH�OXQFK��WKDW�FRPHV�IURP�DWWHPSWLQJ�WR�JHW�H[WUD�UHVRXUFHV�IURP

LQYHVWLQJ�WKH�UHFRJQLWLRQ�ERQG�LQ�ULVN\�HTXLWLHV�LQVWHDG�RI�LQWR�VDIH�GHEW�FRPHV�DW�D�]HUR�VXP�FRVW

WR�IXWXUH�JHQHUDWLRQV�LQ�WKH�IRUP�RI�JUHDWHU�ULVN���1RWLFH�WKDW�QHXWUDOLW\�KROGV�HYHQ�LI�DJHQWV�DUH�ULVN

QHXWUDO� �U� � ��� � ,Q� WKLV� FDVH�� WKH�YDOXH� RI� WKH�JXDUDQWHH� HTXDOV� ]HUR�EXW� QRZ� WKH�YDOXH�RI� WKH�H

UHFRJQLWLRQ�ERQG�%�LV�PRUH�H[SHQVLYH�DQG�WKH�WRWDO�XQIXQGHG�OLDELOLWLHV�DUH�XQFKDQJHG�

3UHIXQGLQJ�:LWK�$Q�$GG�2Q�7D[

7KH�VXEVWLWXWLRQ�PHWKRG�LV�D�VSHFLDO�FDVH�RI�WKH�UHFRJQLWLRQ�ERQG�DSSURDFK��ZLWK�%� �����$V

ZLWK� UHFRJQLWLRQ� ERQGV�� DJHQWV� LQ� HDFK� JHQHUDWLRQ� FRQWLQXH� WR� SURYLGH� WKH� VDPH� SHUIRUPDQFH

JXDUDQWHH�RQ�WKH�VDPH�DPRXQW�RI�LQYHVWPHQW�PDGH�E\�WKH�SUHYLRXV�JHQHUDWLRQ���:KDW�LV�GLIIHUHQW�LV

WKDW�WKH�LQLWLDO�\RXQJ�GR�QRW�UHFHLYH�D�UHFRJQLWLRQ�ERQG�GHVSLWH�PDNLQJ�SD\PHQWV�WR�VXSSRUW�WKH

LQLWLDO�HOGHUO\���,QVWHDG��WKH�LQLWLDO�\RXQJ�PXVW�FRPH�XS�RQ�WKHLU�RZQ�ZLWK�DQ�DPRXQW�RI�DVVHWV�HTXDO

LQ�YDOXH� WR� WKH� UHFRJQLWLRQ�ERQG� LQ� HTXDWLRQ� ����� WR� SXW� LQ� WKHLU� QHZ�SULYDWH� DFFRXQW�� �7KLV� LV

DFKLHYHG�ZLWK�DQ�DGG�RQ�WD[�

7KH�FKDQJH�LQ�WKH�UHPDLQLQJ�OLIHWLPH�UHVRXUFHV�LQ�WKH�IL[HG�JXDUDQWHH�FDVH�EHFRPHV�
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7KH�GHOWD�VLJQV�LQ�HTXDWLRQ������DUH�VWUDLJKWIRUZDUG���7KH�YDOXH�RI��
W �
�UHPDLQV�]HUR�E\�WKH
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IDFW�WKDW�SULYDWL]DWLRQ�LV�GHVLJQHG�QRW�WR�LPSDFW�WKH�LQLWLDO�HOGHUO\���7KH�YDOXH�RI��
W �
�LV�QHJDWLYH�GXH

WR�WKH�DEVHQFH�RI�WKH�UHFRJQLWLRQ�ERQG��UHFDOO�WKDW��
W �
� ���ZLWK�WKH�UHFRJQLWLRQ�ERQG���7KH�YDOXH�RI

�
W��
�EHFRPHV�SRVLWLYH�GXH�WR�DEVHQFH�RI�WKH�JURZWK�DGMXVWHG�LQWHUHVW�SD\PHQWV�RQ�WKH�GHEW��UHFDOO�WKDW

�
W��
� ���ZLWK�WKH�LQWHUHVW�SD\PHQWV���1RWLFH�WKDW�SUHIXQGLQJ�KDV�LQFUHDVHG�WKH�UHVRXUFHV�RI�IXWXUH

JHQHUDWLRQV��W������DW�WKH�FRVW�RI�WKH�WUDQVLWLRQDO�JHQHUDWLRQ��W� �����7KLV�LV�EHFDXVH�SUHIXQGLQJ�KDV

QRZ� LQGHHG� OHG� WR� D� UHGXFWLRQ� LQ�XQIXQGHG� OLDELOLWLHV�� �%\�KRZ�PXFK"� �6LQFH�SUHIXQGLQJ�ZLWK

UHFRJQLWLRQ�ERQGV�ZDV�H[DFWO\�QHXWUDO��WKH�UHGXFWLRQ�LQ�OLDELOLWLHV�XVLQJ�DQ�DGG�RQ�WD[�LV�SUHFLVHO\

HTXDO�WR�WKH�YDOXH�RI�WKH�UHFRJQLWLRQ�ERQG�WKDW�LV�QRZ�QRW�LVVXHG��RU�DERXW���ò�SHUFHQW�RI�6RFLDO

6HFXULW\
V�XQIXQGHG�OLDELOLWLHV�

,9� $0,1,080%(1(),7*8$5$17((� 35,9$7,=,1* 62&,$/ 6(&85,7<

7KH�SUHYLRXV�VHFWLRQ�DQDO\]HG�WKH�FDVH�RI�D�IL[HG�EHQHILW���:H�QRZ�WXUQ�WR�WKH�FDVH�RI�D

PLQLPXP� SXEOLFO\�SURYLGHG� EHQHILW� DV� ZRXOG� EH� WKH� FDVH� XQGHU� PRVW� SULYDWL]DWLRQ� SODQV�

6SHFLILFDOO\�� LW� LV� QRZ� DVVXPHG� WKDW� DQ\� VKRUWIDOO� LQ� WKH� YDOXH� RI� WKH� SHUVRQDOL]HG� DFFRXQWV� RI

JHQHUDWLRQ�W�DJHQWV�EHORZ�H[SHFWDWLRQ�LV�SDLG�E\�JHQHUDWLRQ��W����WD[SD\HUV�LQ�WKH�IRUP�RI�KLJKHU

SD\UROO�WD[HV��DV�EHIRUH����+RZHYHU��JHQHUDWLRQ��W����DJHQWV�DUH�QRZ�DOORZHG�WR�NHHS�DQ\�UHWXUQ�LQ

H[FHVV�RI�LWV�H[SHFWHG�YDOXH���7KH�FRQWLQJHQW�SD\UROO�WD[��-F��WKHUHIRUH�JHWV�UHGHILQHG�DV�
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1RWLFH�WKDW��OLNH�WKH�IL[HG�EHQHILW�JXDUDQWHH��WKH�PLQLPXP�JXDUDQWHH�LV�DOVR�ZDJHG�LQGH[HG�EHFDXVH

6RFLDO�6HFXULW\�EHQHILWV�DUH�ZDJHG�LQGH[HG���

7KH�ILUVW�VXEVHFWLRQ�FRQVLGHUV�XVLQJ�UHFRJQLWLRQ�ERQGV�IROORZHG�E\�WKH�VXEVWLWXWLRQ�PHWKRG�

5HFRJQLWLRQ�%RQGV
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$VVXPLQJ� WKDW� WKH� UHFRJQLWLRQ�ERQG� LV�FRPSXWHG�DV� LQ�HTXDWLRQ� ������ WKH� FKDQJH� LQ� WKH

UHPDLQLQJ�OLIHWLPH�H[SHFWHG�YDOXH�EXGJHW�FRQVWUDLQWV�QRZ�EHFRPH�
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7KH�HTXDWLRQV�LQ������VKRZ�WKDW�SULYDWL]DWLRQ�QRZ�H[SDQGV�WKH�UHVRXUFHV�RI�LQLWLDO�ZRUNHUV

DW� WKH�FRVW�RI� UHGXFLQJ� WKH� UHVRXUFHV�RI� IXWXUH�ZRUNHUV�� �7KLV� UHIOHFWV� WKH� LQFUHDVH� LQ�XQIXQGHG

OLDELOLWLHV�IROORZLQJ�SULYDWL]DWLRQ��E\�DERXW���SHUFHQW����,QWXLWLYHO\��SULYDWL]DWLRQ�LPSOLHV�WKDW�ILUVW�

SHULRG�ZRUNHUV�UHFHLYH�DW�OHDVW�ZKDW�WKH\�ZRXOG�KDYH�UHFHLYHG�XQGHU�6RFLDO�6HFXULW\���:KLOH�IXWXUH

ZRUNHUV�SURYLGH�D�PLQLPXP�JXDUDQWHH��WKH\�QR�ORQJHU�UHFHLYH�LQ�UHWXUQ�WKH�EHQHILWV�RI�DQ\�VWRFN

PDUNHW�SHUIRUPDQFH�DERYH�H[SHFWDWLRQ� LQ� WKH� IRUP�RI�D� ORZHU�SD\UROO� WD[�� � ,Q�RWKHU�ZRUGV�� WKH

JRYHUQPHQW�PXVW�FRQILVFDWH�DQ\�UHWXUQV�DERYH�H[SHFWDWLRQ�LQ�RUGHU�IRU�SULYDWL]DWLRQ�WR�VLPSO\�EH

QHXWUDO��DOORZLQJ�DJHQWV�WR�NHHS�XQXVXDOO\�KLJK�UHWXUQV�LPSOLHV�WKDW�SULYDWL]DWLRQ�FUHDWHV�D�ZLQGIDOO

IRU�FXUUHQW�ZRUNHUV�

6XEVWLWXWLRQ�8VLQJ�DQ�$GG�2Q�7D[

7XUQLQJ�QRZ�WR�WKH�VXEVWLWXWLRQ�PHWKRG��ZH�JHW� WKH�IROORZLQJ�FKDQJHV�LQ� WKH�UHPDLQLQJ

OLIHWLPH�H[SHFWHG�YDOXH�EXGJHW�FRQVWUDLQWV�
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1RWLFH�WKDW�QRZ�SULYDWL]DWLRQ�OHDGV�WR�DQ�GHFUHDVH�LQ�XQIXQGHG�OLDELOLWLHV���7KLV�LV�LQGLFDWHG

E\��
W �
�����DQG��

W��
�!���

7KH�GHOWD�VLJQV�IRU�WKLV�FDVH�UHTXLUHV�D�OLWWOH�PRUH�H[SODQDWLRQ���7KH�UHDVRQ�IRU�WKH�DGGHG�



������

FRPSOLFDWLRQ�LV�WKDW�SUHYLRXVO\��ZLWK�UHFRJQLWLRQ�ERQGV��SULYDWL]DWLRQ�DFWXDOO\�LQFUHDVHG�XQIXQGHG

OLDELOLWLHV�DV�LQGLFDWHG�E\��
W �
�!���DQG��

W��
�����LQ�HTXDWLRQ�VHW��������7KH�HTXDWLRQV�LQ������VKRZV�MXVW

WKH�RSSRVLWH��WKDW�JHQHUDWLRQ���DJHQWV�ORVH�DQG�JHQHUDWLRQ��W������DJHQWV�JDLQ���
W �
�����DQG��

W��
�!���

7KH�LQWXLWLRQ�LV�DV�IROORZV���7KH�JXDUDQWHH�LQVXUHV�WKDW�JHQHUDWLRQ���DJHQWV�ZLOO�KDYH�D�PLQLPXP

OHYHO�RI�UHWLUHPHQW�LQFRPH���%XW�JHQHUDWLRQ���DJHQWV�ZHUH�DOUHDG\�JRLQJ�WR�UHFHLYH�WKLV�DPRXQW�XQGHU

6RFLDO�6HFXULW\�DQG�WKH\�PXVW�QRZ�FRPH�XS�ZLWK�WKH�LQLWLDO�LQYHVWPHQW��%��WKHPVHOYHV���7KLV�DPRXQW

LV�LQ�DGGLWLRQ�WR�WKH�SD\UROO�WD[�WKDW�WKH\�IDFH�WR�VXSSRUW�WKH�JHQHUDWLRQ���UHWLUHHV���:KLOH�LW�LV�WUXH

WKDW�JHQHUDWLRQ���DJHQWV�NHHS�DQ\�UHWXUQV�LQ�H[FHVV�RI�H[SHFWDWLRQ��WKH�VRXUFH�RI�QRQ�QHXWUDOLW\�XQGHU

WKH�UHFRJQLWLRQ�ERQG�DSSURDFK���WKH\�DOUHDG\�KDG�WKLV�RSSRUWXQLW\�WR�LQYHVW�LQ�WKH�PDUNHW�ZLWK�WKHLU

RZQ�PRQH\���7KHVH�DJHQWV��WKHUHIRUH��DUH�VWULFWO\�ZRUVH�RII�XQGHU�SULYDWL]DWLRQ���*HQHUDWLRQ��W�����

DJHQWV��KRZHYHU��JDLQ���7KLV�LV�EHFDXVH�WKHVH�DJHQWV�GR�QRW�KDYH�WR�SDUWLFLSDWH�LQ�6RFLDO�6HFXULW\�

,W�LV�WUXH�WKDW�WKHVH�DJHQWV�DUH�SURYLGLQJ�LQWHU�JHQHUDWLRQDO�LQVXUDQFH�DQG��WKHUHIRUH��IDFH�DQ�XQFHUWDLQ

SD\UROO�WD[���+RZHYHU��WKHVH�DJHQWV�ZLOO�RQO\�SD\�DW�PRVW�ZKDW�WKH\�ZRXOG�KDYH�SDLG�XQGHU�6RFLDO

6HFXULW\��DQG�OHVV�LQ�SUREDELOLW\���7KHVH�DJHQWV��WKHUHIRUH��DUH�VWULFWO\�EHWWHU�RII�XQGHU�SULYDWL]DWLRQ�

+RZHYHU��LW�LV�HDV\�WR�VKRZ�WKDW�WKH�PDJQLWXGH�RI�WKH�GHOWDV�LQ�HTXDWLRQ�VHW������DUH�VPDOOHU

WKDQ�WKRVH�LQ�WKH�FDVH�RI�SUHIXQGLQJ�WKH�IL[HG�6RFLDO�6HFXULW\�EHQHILW�OHYHO�XVLQJ�WKH�VXEVWLWXWLRQ

PHWKRG��HTXDWLRQ�VHW�������D�SURRI�LQ�WKH�PRUH�JHQHUDO�FDVH�LV�JLYHQ�EHORZ����7KLV�LV�EHFDXVH��IRU�D

JLYHQ�DGG�RQ�WD[�UDWH�DQG�JXDUDQWHHG�EHQHILW�OHYHO��SULYDWL]LQJ�6RFLDO�6HFXULW\�OHDGV�WR�D�VPDOOHU

GHFUHDVH�LQ�XQIXQGHG�OLDELOLWLHV�WKDQ�SUHIXQGLQJ�WKH�IL[HG�ZDJHG�LQGH[HG�GHILQHG�EHQHILW�OHYHO���7KH

UHDVRQ�LV�WKDW�ERWK�SULYDWL]DWLRQ�DQG�SUHIXQGLQJ�SURYLGH�WKH�VDPH�JXDUDQWHH�DJDLQVW�WKH�GRZQVLGH�ULVN

EXW�SUHIXQGLQJ�HIIHFWLYHO\�FRPPLWV�WKH�XSVLGH�SRWHQWLDO�WR�IXWXUH�JHQHUDWLRQV�

7KH�NH\�UHVXOWV�IRU�6HFWLRQV�,,,�DQG�,9�DUH�VXPPDUL]HG�LQ�7DEOH���



������

9� $/7(51$7,9(*8$5$17(( $1'&2175,%87,21/(9(/6

8QWLO�QRZ��WKLV�SDSHU�FRQVLGHUHG�RQO\�WKH�FDVH�RI�H[DFWO\�UHSODFLQJ�6RFLDO�6HFXULW\���7KLV

DVVXPSWLRQ�ZDV� XVHIXO� LQ�PDNLQJ� D� IDLU� FRPSDULVRQ� EHWZHHQ� 6RFLDO� 6HFXULW\� DQG� D� SUHIXQGHG

GHILQHG�EHQHILW�V\VWHP�YHUVXV�D�SULYDWL]HG�V\VWHP�

,Q�UHDOLW\��SROLF\PDNHUV�PLJKW�FRQVLGHU�SODQV�WKDW�DLP�WR�PRUH�WKDQ�UHSODFH�6RFLDO�6HFXULW\�

)HOGVWHLQ� DQG� 6DPZLFN� �������� IRU� H[DPSOH�� VXJJHVW� WKDW� RYHUVDYLQJ� LQ� WKH� IRUP� RI� KLJKHU

FRQWULEXWLRQ�OHYHOV�PLJKW�EH�XVHG�WR�PLQLPL]H�WKH�JRYHUQPHQW
V�H[SRVXUH�WR�WKH�GRZQVLGH�ULVN���7KLV

VHFWLRQ�FRQVLGHUV�WKLV�RSWLRQ���,�ILQG�WKDW�)HOGVWHLQ�DQG�6DPZLFN
V�LQVLJKW�LV�SDUWLFXODUO\�LPSRUWDQW

IRU�WKH�FDVH�RI�SUHIXQGLQJ�6RFLDO�6HFXULW\
V�GHILQHG�EHQHILW���,Q�JHQHUDO��KLJKHU�FRQWULEXWLRQ�OHYHOV

OHDG�WR�VXEVWDQWLDO�GHFOLQHV�LQ�XQIXQGHG�OLDELOLWLHV�XQGHU�SUHIXQGLQJ�EXW�KDYH�RQO\�D�WLQ\�LPSDFW

XQGHU�SULYDWL]DWLRQ�

,Q�UHDOLW\��SROLF\PDNHUV�PLJKW�DOVR�FRQVLGHU�DOWHUQDWLYH�JXDUDQWHH�OHYHOV�DV�ZHOO���7KLV�LV

LPSRUWDQW� EHFDXVH� SODQV�ZLWK� KLJK� FRQWULEXWLRQ� OHYHOV�PLJKW� DOVR� EH� DFFRPSDQLHG�ZLWK� KLJKHU

JXDUDQWHH�OHYHOV���7KH�FRPSXWDWLRQV�LQ�WKLV�VHFWLRQ�VKRZ�WKDW�JUHDWO\�LQFUHDVLQJ�WKH�FRQWULEXWLRQ�OHYHO

ZKLOH�LQFUHDVLQJ�WKH�JXDUDQWHHG�EHQHILW�OHYHO�MXVW�D�OLWWOH�ZLOO�JHQHUDOO\�PHDQ�WKDW�SULYDWL]DWLRQ�LV

SUHGLFWHG�WR�LQFUHDVH�XQIXQGHG�OLDELOLWLHV�

,Q� RUGHU� WR� JLYH� ERWK� SUHIXQGLQJ� D� GHILQHG� EHQHILW� DQG� SULYDWL]DWLRQ� WKH� EHVW� FKDQFH� DW

UHGXFLQJ� OLDELOLWLHV�� ,� � QRZ� FRQVLGHU� RQO\� WKH� VXEVWLWXWLRQ� PHWKRG�� � $V� VKRZQ� HDUOLHU�� XVLQJ

UHFRJQLWLRQ�ERQGV��ZLWKRXW�SD\LQJ�RII�WKH�SULQFLSDO��ZRXOG�OHDG�WR�D�VPDOOHU�GHFUHDVH�LQ�OLDELOLWLHV�

7KH�IRUPDO�DQDO\VLV�HDUOLHU�DVVXPHG�WKDW�WKH�IL[HG�RU�PLQLPXP�EHQHILW�ZDV�ZDJH�LQGH[HG�LQ

RUGHU�WR�SURYLGH�D�FOHDQ�FRPSDULVRQ�ZLWK�6RFLDO�6HFXULW\���:DJH�LQGH[DWLRQ�PDNHV�VHQVH�LQ�D�SD\�DV�

\RX�JR�V\VWHP�LQ�ZKLFK�ZDJHV��QRW�FDSLWDO�LQYHVWPHQWV��DUH�WKH�VRXUFH�RI�LQWHUQDO�UDWHV�RI�UHWXUQ���,Q

SUDFWLFH��KRZHYHU��PLQLPXP�EHQHILWV�DUH�JHQHUDOO\�LQIODWLRQ�LQGH[HG�EXW�QRW�ZDJH�LQGH[HG�LQ�RUGHU



��7KH&KLOHDQPLQLPXPSHQVLRQ� IRU H[DPSOH� LV DGMXVWHG IRU LQIODWLRQ RQFH SHU \HDU� RU HYHU\ WLPH WKDW LQIODWLRQ

DFFXPXODWHV PRUH WKDQ ��� VLQFH WKH ODVW DGMXVWPHQW� ZKLFKHYHU FRPHV ILUVW �9LDO 5XL]�7DJOH DQG &DVWUR� ������

3ROLF\PDNHUV LQ &KLOH KDYH DYRLGHG W\LQJ WKH PLQLPXP EHQHILW WR WKH JURZWK UDWH RI ZDJHV GXULQJ D SHQVLRQHU
V ZRUNLQJ

\HDUV� 7KH\ LQVWHDG KDYH FKRVHQ WR ORRN DW ORQJHU WUHQGV LQ HFRQRPLF JURZWK� 6XVWDLQHG HFRQRPLF JURZWK LQ WKH SDVW

KDV RIWHQ EURXJKW DERXW DG�KRF LQFUHDVHV LQ WKH JXDUDQWHHG DPRXQW �,ELG��

�� 1XPHULFDOO\� WKH H[WUD FRVW� WKRXJK� LV VPDOO VLQFH� HYHQ DW YHU\ ORZ IUHTXHQF\ LQ ZKLFK DYHUDJH ZDJHV DQG

VWRFNV WHQG WR EH PRUH KLJKO\ FRUUHODWHG� VWRFNV KDYH HPSLULFDOO\ EHHQ PXFK PRUH ULVN\ WKDQ DYHUDJH ZDJH JURZWK�

��%RWKSUHIXQGLQJDQGSULYDWL]DWLRQ OHDG WR HYHQ �VOLJKWO\� VPDOOHU UHGXFWLRQV LQXQIXQGHG OLDELOLWLHVZKHQXVLQJ J
W��

LQVWHDG RI IRU 6RFLDO 6HFXULW\ GXH WR WKH DGGLWLRQDO LQVXUDQFH YDOXH DVVRFLDWHG ZLWK WKH EHQHILW LQ WKH QHZ V\VWHP�J
W��

EHLQJ QRQ�LQGH[HG� 7KH NH\ UHVXOWV KHUHLQ ZHUH XQDIIHFWHG�

������

WR�SURYLGH�SHQVLRQHUV�ZLWK�D�JXDUDQWHHG�FHUWDLQ�PLQLPXP�EHQHILW�DPRXQW�����,Q�WKHRU\��SURPLVLQJ

SHQVLRQHUV�D�QRQ�ULVN\�PLQLPXP�EHQHILW�DPRXQW�ZRXOG�VOLJKWO\�LQFUHDVH�WKH�FRVW�RI�SULYDWL]DWLRQ

UHODWLYH�WR�SUHIXQGLQJ�WKH�FXUUHQW�ZDJHG�LQGH[HG�6RFLDO�6HFXULW\�V\VWHP�LI�ZDJHV�DQG�VWRFN�UHWXUQV

DUH� KLJKO\� FRUUHODWHG���� � 7R� NHHS� WKH� FRPSDULVRQ� IDLU�� WKHUHIRUH�� ,� DOVR� IL[� WKH� EHQHILW� LQ� QHZ

SUHIXQGHG�V\VWHP�DW� WKH�QRQ�ZDJH�LQGH[HG�DPRXQW�DQG�,�FRPSDUH�SUHIXQGLQJ�DQG�SULYDWL]DWLRQ

UHODWLYH�WR�6RFLDO�6HFXULW\�SD\LQJ�D�JXDUDQWHHG�UDWH�RI�UHWXUQ�HTXDO�WR� ����J
W��

0RGLILHG�6WDWH�&RQWLQJHQW�7D[�5DWHV

5HFDOO�WKDW�ILUVW�SHULRG�DJHQWV�LQ�6HFWLRQV�,,,�DQG�,9�FRQWULEXWHG�%
W
�DW�WLPH�W��HTXDWLRQ������

LQWR�WKH�QHZ�SULYDWH�DFFRXQW�WKDW�UHSODFHG�WKHLU�6RFLDO�6HFXULW\�EHQHILW���:LWK�UHFRJQLWLRQ�ERQGV

FRQVLGHUHG� LQ� 6HFWLRQ� ,,,�� DJHQWV� JHW� %
W
� IURP� WKH� JRYHUQPHQW�� XQGHU� WKH� VXEVWLWXWLRQ� PHWKRG

FRQVLGHUHG�LQ�6HFWLRQ�,9�DQG�LQ�WKLV�VHFWLRQ��DJHQWV�KDYH�WR�FRPH�XS�ZLWK�%
W
�WKHPVHOYHV�

7R�JHQHUDOL]H��VXSSRVH��LQVWHDG��WKDW�5#%
W
�LV�FRQWULEXWHG�GXULQJ�WKH�ILUVW�SHULRG�RI�OLIH�ZKHUH

5� LV� D� VFDOLQJ� IDFWRU�� �7KH�H[SHFWHG� UHWLUHPHQW�EHQHILW�� WKHUHIRUH�� LV�5� WLPHV� WKH�FXUUHQW�6RFLDO

6HFXULW\� EHQHILW�� � 0RUHRYHU�� OHW� WKH� JXDUDQWHHG� EHQHILW� OHYHO� HTXDO� � IRU� ERWK3 #-VVZ
W
��� �J

W��
�

SUHIXQGLQJ��ZKHUH�WKLV�DPRXQW� LV� WKH� IL[HG�EHQHILW��DQG�SULYDWL]DWLRQ��ZKHUH�WKLV�DPRXQW� LV� WKH

PLQLPXP�EHQHILW��ZKHUH�3�LV�D�VFDOLQJ�IDFWRU���,Q�RWKHU�ZRUGV��WKH�JXDUDQWHHG�EHQHILW�OHYHO�HTXDOV

3� WLPHV� WKH�EHQHILW� WKDW� D�SHUVRQ� LV�H[SHFWHG� WR� UHFHLYH�XQGHU�6RFLDO�6HFXULW\�� � �,Q� WKH� FDVH�RI



�� &DOFXODWLRQV LQ ZKLFK WKH PDUJLQDO SURGXFW RI FDSLWDO ZDV DOORZHG WR GURS E\ �� SHUFHQW GLG QRW DOWHU DQ\ RI

WKH VWDUN GLIIHUHQFHV EHWZHHQ SUHIXQGLQJ DQG SULYDWL]DWLRQ VKRZQ LQ WKH SDSHU�

������

SUHIXQGLQJ��D�YDOXH�RI�3�!���PHDQV�WKDW�ZH�KDYH�LQFUHDVHG�WKH�YDOXH�RI�WKH�GHILQHG�EHQHILW�DERYH�LWV

FXUUHQW�OHYHO����1RWH�WKDW�5�DQG�3�FDQ�EH�FKRVHQ�LQGHSHQGHQWO\�EHFDXVH�WKH�VWDWH�FRQWLQJHQW�WD[�WKDW

JXDUDQWHHV�WKH�SHUIRUPDQFH�RI�WKH�QHZ�DFFRXQWV�LV�PRGHOHG�VHSDUDWHO\�

7KH�VWDWH�FRQWLQJHQW�WD[�UDWH�LQ�WKH�FDVH�RI�SUHIXQGLQJ�D�GHILQHG�EHQHILW�QRZ�EHFRPHV

���� -
F
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ZKHUHDV��LQ�WKH�FDVH�RI�SULYDWL]DWLRQ��WKH�FRQWLQJHQW�WD[�UDWH�HTXDOV
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3ULFLQJ�WKH�&KDQJH�LQ�8QIXQGHG�/LDELOLWLHV

7KH�H[DFW�SROLF\�LQLWLDWLYH�WKDW�VKRXOG�EH�DQDO\]HG�LV�FRQWURYHUVLDO�VLQFH�PDQ\�SURSRVDOV�DLP

WR�RQO\�SDUWLDOO\�SULYDWL]H�RU�SUHIXQG�6RFLDO�6HFXULW\���0RUHRYHU��LQ�OLJKW�RI�WKH�HTXLW\�SUHPLXP

SX]]OH� GHEDWH�� DQ\� FKRLFH� RI� SUHIHUHQFHV� DQG� WHFKQRORJ\� LV� DOVR� ERXQG� WR� EH� FRQWURYHUVLDO

�.RFKHUODNRWD����������,�VLGHVWHS�WKHVH�LVVXHV�E\�FRPSDULQJ�WKH�UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV

DVVRFLDWHG� ZLWK� DQ� LQFUHPHQWDO� PRYH� WRZDUG� SULYDWL]DWLRQ� UHODWLYH� WR� SUHIXQGLQJ�� � $V� LQ� WKH

FDOFXODWLRQV�E\�)HOGVWHLQ�DQG�6DPZLFN���������WKH�DQDO\VLV�KHUHLQ�GHULYHV�WKH�UHGXFWLRQ�LQ�XQIXQGHG

OLDELOLWLHV�DW�WRGD\
V�SULFHV���7KLV�LV�FRQVLVWHQW�ZLWK�SUHIXQGLQJ�RU�SULYDWL]LQJ�WKH�6RFLDO�6HFXULW\

EHQHILW�DVVRFLDWHG�ZLWK�WKH�PDUJLQDO�GROODU�LQ�WKH�ZDJH�WD[�EDVH�����7KH�IRFXV�RQ�DQ�LQFUHPHQWDO

SROLF\�FKDQJH�PHDQV�WKDW�QHZ�OLDELOLWLHV��LQ�WKH�IRUP�RI�JXDUDQWHHV��LQFXUUHG�DIWHU�D�SROLF\�FKDQJH

FDQ�EH�SULFHG�H[DFWO\��ZLWKRXW�OLQHDUL]LQJ��YLD�DUELWUDJH�WHFKQLTXHV�ZKLFK��LQ�WXUQ��UHTXLUHV�WKH�XVH



�� 7KLV LQVLJKW� RQH RI WKH NH\ UHVXOWV IURP PRGHUQ DUELWUDJH SULFLQJ WKHRU\ �,QJHUVROO� ������ ZDV IRUPDOL]HG

E\ %ODFN DQG 6FKROHV ������ DQG 0HUWRQ ������ ZKR GHPRQVWUDWHG WKH DEVHQFH RI SUHIHUHQFH SDUDPHWHUV LQ RQH�VLGHG

EHWV�

������

RI�RQO\�REVHUYDEOH�SULFHV���7KLV�LV�EHFDXVH�DOO�WKH�LQIRUPDWLRQ�FRQFHUQLQJ�ULVN�LV�DOUHDG\�FDSWXUHG�LQ

WKH�PDUNHW�SULFHV�DQG�VR�SUHIHUHQFH�SDUDPHWHUV�GR�QRW�HQWHU�WKHVH�HTXDWLRQV�GLUHFWO\�����$Q\�VHW�RI

SUHIHUHQFHV�DQG�WHFKQRORJ\�FRPSDWLEOH�ZLWK�EDODQFHG�JURZWK�DQG�REVHUYDEOH�SULFHV�DQG�FRYDULDQFHV

PXVW�JHQHUDWH�WKH�VDPH�PDUJLQDO�YDOXH�RQ�D�JLYHQ�OLDELOLW\�

7KH�SHUFHQW�FKDQJH�LQ�XQIXQGHG�OLDELOLWLHV�DW�WKH�PDUJLQ�HTXDOV
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ZKLOH�WKH�PDUJLQDO�SHUFHQW�FKDQJH�LQ�XQIXQGHG�OLDELOLWLHV�UHVXOWLQJ�IURP�SULYDWL]DWLRQ�HTXDOV�
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&RPSXWLQJ�WKH�UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�DVVRFLDWHG�ZLWK�SUHIXQGLQJ�6RFLDO�6HFXULW\�

VKRZQ�LQ�HTXDWLRQ�������LV�TXLWH�HDV\�DQG�RQO\�UHTXLUHV�REVHUYDEOH�YDOXHV�IRU�WKH�ULVN�IUHH�UDWH��U��

WKH�ILUVW�PRPHQW�RI�WKH�VWRFN�SULFH�HYROXWLRQ�� ��DQG�FKRLFHV�IRU�WKH�H[RJHQRXV�SROLF\�SDUDPHWHUV��H
W��

5�DQG�3�� �1RWLFH�WKDW��ZKHQ�WKH�QHZ�V\VWHP�XVHV�HTXLW\�LQYHVWPHQW�WR�H[DFWO\�UHSODFH�SUHYLRXV

EHQHILWV��5� �3� �������HTXDWLRQ������VKRZV�WKDW�SUHIXQGLQJ�6RFLDO�6HFXULW\�ZLWK�DQ�DGG�RQ�WD[�



������

HOLPLQDWHV�DOO�XQIXQGHG�OLDELOLWLHV�RQO\�LQ�WKH�FDVH�RI�ULVN�QHXWUDOLW\��U� � ����:KHQ�DJHQWV�DUH�ULVN�H
W��

DYHUVH��U��� ���SUHIXQGLQJ�VWLOO�OHDYHV�D�SRVLWLYH�OLDELOLW\���7KLV�LV�EHFDXVH�HYHU\�GROODU�WKDW�WKH�H
W��

JRYHUQPHQW�DWWHPSWV�WR�UDLVH�IURP�H[SORLWLQJ�WKH�HTXLW\�SUHPLXP�SODFHV�DGGLWLRQDO�ULVN�RQ�IXWXUH

JHQHUDWLRQV�ZLWK�DQ�DFWXDULDO�YDOXH�HTXDO�WR�RQH�GROODU���(OLPLQDWLQJ�DOO�XQIXQGHG�OLDELOLWLHV�UHTXLUHV

HLWKHU�D�KLJKHU�FRQWULEXWLRQ�UDWH��5�!����RU�UHTXLUHV�JXDUDQWHHLQJ�D�EHQHILW�EHORZ�WKH�6RFLDO�6HFXULW\

OHYHO��3������

&RPSXWLQJ�WKH�UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�DVVRFLDWHG�ZLWK�SULYDWL]LQJ�6RFLDO�6HFXULW\�

DV�VKRZQ�LQ�HTXDWLRQ�������LV�RQO\�VOLJKWO\�PRUH�FRPSOLFDWHG���7KLV�HTXDWLRQ�SURYHV�WKDW�XVLQJ�D

FRQWLQJHQW� SD\UROO� WD[� WR� VXSSRUW� WKH�PLQLPXP� EHQHILW� LV�PDWKHPDWLFDOO\� HTXLYDOHQW� WR� JLYLQJ

ZRUNHUV�(XURSHDQ�SXW�RSWLRQV�RQ�WKH�XQGHUO\LQJ�VWRFNV���6SHFLILFDOO\��WKH�H[SUHVVLRQ� �LV�WKH(
W
�#�

IRUPXOD� IRU�D�RQH�SHULRG�SXW� VWRFN�RSWLRQ�RQ�D�GROODUV�ZRUWK�RI�HTXLWLHV�ZLWK�D� VWULNH�SULFH�RI

�QH[W�SHULRG���,QWXLWLYHO\��D�KLJKHU�FRQWULEXWLRQ�UDWH�ORZHUV�WKH�LPSOLFLW�VWULNH�SULFH��
3

5
��� �H �

EHFDXVH�HDFK�GROODU�GRHV�QRW�KDYH�WR�SHUIRUP�DV�ZHOO� IRU� WKH�PLQLPXP�EHQHILW�JXDUDQWHH�WR�EH

VDWLVILHG��VLPLODUO\��D�KLJKHU�JXDUDQWHH�OHYHO�LQFUHDVHV�WKH�LPSOLFLW�VWULNH�SULFH���3ULFLQJ�WKHVH�RQH�

VLGHG�EHWV�UHTXLUHV�WKDW�DQ�DGGLWLRQDO�DVVXPSWLRQ�EH�PDGH�RI�WKH�VWRFN�SULFH
V�HYROXWLRQ��ZKLFK��LQ

D�PRGHO�ZLWK�SURGXFWLRQ��UHTXLUHV�VLPLODU�DVVXPSWLRQV�EH�PDGH�IRU�WKH�HIILFLHQF\�DQG�GHSUHFLDWLRQ

SURFHVVHV���$VVXPLQJ�WKDW�WKHVH�SURFHVVHV�FDQ�EH�GHVFULEHG�E\�DQ�,W{�W\SH�VWRFKDVWLF�GLIIHUHQWLDO

HTXDWLRQ��WKH�YDOXH�RI�WKLV�RSWLRQ�FDQ�EH�SULFHG�H[DFWO\�LQ�DQ�HFRQRP\�ZLWK�SURGXFWLRQ&ZLWKRXW�DQ\

DGGLWLRQDO�DVVXPSWLRQV�DERXW�WKH�SUHIHUHQFHV�EH\RQG�QRQVDWLDWLRQ&XVLQJ�WKH�SRSXODU�%ODFN�6FKROHV

�������RSWLRQ�SULFLQJ�WKHRUHP���%HFDXVH�RI�RXU�IRFXV�RQ�WKH�PDUJLQDO�GROODU��QRWKLQJ�LV�ORVW�E\�XVLQJ

WKH� %ODFN�6FKROHV� SULFLQJ� WKHRUHP� LQVWHDG� RI� D� FDOLEUDWHG� WZR�SHULRG� VLPXODWLRQ� PRGHO�� � ,Q

SDUWLFXODU�� WKH� UHVXOWLQJ� PDUJLQDO� FDOFXODWLRQV� XVLQJ� WKH� %ODFN�6FKROHV� WKHRUHP� DUH� XQLTXHO\

FRQVLVWHQW�ZLWK�DQ\�FKRLFH�RI�XWLOLW\�IXQFWLRQ�DQG�SURGXFWLRQ�IXQFWLRQ�WKDW�JHQHUDWHV�WKH�REVHUYHG



������

SULFHV�LQ�WKH�HFRQRP\�

,W�LV�HDV\�WR�SURYH�WKDW� �IRU�LGHQWLFDO�SDUDPHWHUV���7KDW�LV��IRU�LGHQWLFDO�SDUDPHWHU��
0
� ��

)

YDOXHV��SUHIXQGLQJ�6RFLDO�6HFXULW\�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\�PRUH�WKDQ�SULYDWL]DWLRQ���7KLV

UHIOHFWV�WKH�IDFW�WKDW�ZKLOH�ERWK�WKH�IL[HG�DQG�PLQLPXP�JXDUDQWHHV�HTXDOO\�LQVXUH�DJDLQVW�HTXLW\

UHWXUQV�EHORZ�H[SHFWDWLRQ��WKH�IL[HG�JXDUDQWHH�SDVVHV�DOO�H[FHVVLYH�UHWXUQV�WR�IXWXUH�JHQHUDWLRQV���,Q

WKH�ODQJXDJH�RI�RSWLRQV�SULFLQJ��FXUUHQW�ZRUNHUV�DUH�UHTXLUHG�WR�JLYH�IXWXUH�ZRUNHUV��LQ�H[FKDQJH�IRU

WKH�SXW�RSWLRQ��D�FDOO�RSWLRQ�ZLWK�WKH�H[HUFLVH�SULFH�QRWHG�DERYH�LQ�WKH�IL[HG�JXDUDQWHH�FDVH���7R�VHH

WKLV�LQHTXDOLW\�IRUPDOO\��UHZULWH�HTXDWLRQ������DV�
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7KLV�HTXDWLRQ�VKRZV�WKDW�WKH�IL[HG�EHQHILW�JXDUDQWHH�FDQ�EH�GHFRPSRVHG�LQWR�D�RQH�SHULRG�SXW�RSWLRQ

RQ�D�GROODUV�ZRUWK�RI�HTXLWLHV�OHVV�D�RQH�SHULRG�FDOO�RSWLRQ�RQ�D�GROODUV�ZRUWK�RI�HTXLWLHV��ERWK�ZLWK

D�VWULNH�SULFH�RI� �QH[W�SHULRG���
3

5
��� �H �

)LJXUH���GHFRPSRVHV�WKH�YDOXH�RI�WKH�WDFLW�SXW�DQG�FDOO�RSWLRQV�DV�D�IXQFWLRQ�RI�WKH�WDFLW�VWULNH

SULFH� ��ZKLFK��LQ�WXUQ��LV�JRYHUQHG�E\�WKH�FKRLFHV�IRU�3��5�DQG� ���7KH�VKDSHV�RI�ERWK��
3

5
��� �H � �H

WKH�SXW�DQG�FDOO�FXUYHV�VKRZQ�LQ�)LJXUH���DUH�GXH�WR�ULVN�DYHUVLRQ�FDSWXUHG�E\�D�SRVLWLYH�HTXLW\

SUHPLXP���,Q�SDUWLFXODU��DV�WKH�YDOXH�RI�WKH�LPSOLFLW�VWULNH�SULFH�GHFOLQHV��WKH�LPSOLFLW�SXW�RSWLRQ

EHFRPHV�OHVV�YDOXDEOH�EXW�WKH�GHFOLQH�LQ�YDOXH�EHJLQV�WR�OHVVHQ�IRU�D�JLYHQ�GHFUHDVH�LQ�WKH�VWULNH

SULFH���5LVN�DYHUVH�DJHQWV�SODFH�PRUH�YDOXH�RQ�GRZQVLGH�ULVN�WKDQ�XSVLGH�SRWHQWLDO�DQG�VR�HYHQ�D�SXW

RSWLRQ�ZLWK�D�UHODWLYHO\�ORZ�VWULNH�SULFH�FDQ�KDYH�D�IDLU�DPRXQW�RI�YDOXH���,Q�FRPSDULVRQ��WKH�YDOXH



�� &DOFXODWLRQV XVLQJ LQVWHDG RI IRU 6RFLDO 6HFXULW\� UHIHUHQFHG DERYH LQ DQ HDUOLHU IRRWQRWH� DOVRJ
W��

�J
W��

GHSHQG RQ WKH FRYDULDQFH EHWZHHQ HTXLW\ UHWXUQV DQG WKH JURZWK UDWH LQ ZDJHV� ,W LV HDV\ WR VKRZ WKDW WKH XQGHUO\LQJ

GHULYDWLYH SURGXFW SD\V D UDWH RI UHWXUQ WKDW LV D IXQFWLRQ RI ERWK WKH UHWXUQ WR HTXLWLHV DQG WKH JURZWK UDWH LQ ZDJHV� 7KH

VHFRQG PRPHQW RI WKLV SURGXFW LV WKHQ GHULYHG XVLQJ WKH KLVWRULFDO VHULHV IRU HTXLW\ UHWXUQV DQG ZDJH JURZWK� 7KHVH

FDOFXODWLRQV DGG DQDO\WLFDO FRPSOH[LW\ EXW� DV IRRWQRWHG DERYH� RQO\ VOLJKWO\ VWUHQJWKHQ WKH NH\ UHVXOWV KHUHLQ�

�� 7KH FKRLFH RI �� \HDUV IROORZV WKH WZR�SHULRG LOOXVWUDWLYH FDOFXODWLRQV SUHVHQWHG LQ )HOGVWHLQ DQG 6DPZLFN�

������

RI�D�FDOO�RSWLRQ�LV�UHODWLYHO\�PRUH�IODW�DFURVV�WKH�VWULNH�SULFHV��VLQFH��H�J���D�FDOO�RSWLRQ�LVVXHG�DW�WKH

PRQH\�FDQ�EH�H[HUFLVHG�IRU�D�SURILW�RQO\�LI�VWRFNV�DOUHDG\�LQFUHDVH�LQ�YDOXH���7KH�YDOXH�RI�WKH�RSWLRQ

LV�ERXQGHG�DERYH�]HUR�DQG�FRQYHUJHV��UDWKHU�TXLFNO\��WR�]HUR�DV�WKH�LPSOLFLW�VWULNH�SULFH�LQFUHDVH�

RU��FRQYHUVHO\��DV�H[SHFWHG�SD\RII�RI�WKH�RSWLRQ�GHFUHDVHV�

1XPHULFDO�&DOFXODWLRQV

)RU�WKH�SXUSRVH�RI�QXPHULFDO�FDOFXODWLRQV��ZH�QHHG�WR�PDNH�VRPH�FKRLFHV�IRU�WKH�SDUDPHWHU

YDOXHV���)ROORZLQJ�)HOGVWHLQ�DQG�6DPZLFN��WKH�DQQXDO�DYHUDJH�WKH�ULVN�IUHH�UDWH��U��LV�VHW�HTXDO�WR

��SHUFHQW�DQG�WKH�HFRQRP\
V�H[SHFWHG�JURZWK�UDWH�� ��LV�VHW�HTXDO�WR�����SHUFHQW�SHU�\HDU���%RQGV��J

WKHUHIRUH��DUH�DVVXPHG�WR�VWRFKDVWLFDOO\�GRPLQDWH�6RFLDO�6HFXULW\���3ULYDWL]DWLRQ�DQG�SUHIXQGLQJ�DUH

FRPSDUHG�DJDLQVW�6RFLDO�6HFXULW\
V�FXUUHQW�PRVWO\�SD\�DV�\RX�JR�ILQDQFLQJ�PHWKRG�LQ�ZKLFK�WKH�WD[

UDWH�ZLOO�HYHQWXDOO\�KDYH�WR�LQFUHDVH�WR�������SHUFHQW�RYHU�WKH�QH[W����\HDUV�LQ�RUGHU�WR�PDLQWDLQ

FXUUHQW�ODZ�EHQHILWV���,�DOVR�FRQVLGHU�)HOGVWHLQ�DQG�6DPZLFN
V�FKRLFH�RI�WKH�DYHUDJH�DQQXDO�UHWXUQ

WR�HTXLWLHV�HTXDO�WR���SHUFHQW�DV�RQH�RI�SRVVLEOH�SDUDPHWHU�YDOXHV�IRU� ���7KH�VWDQGDUG�GHYLDWLRQ�RI�H

WKH�ILUVW�GLIIHUHQFHV�RI�ORJJHG�UHDO�UHWXUQV�RQ�WKH�6	3����VLQFH������HTXDOV������DQG�������VLQFH

�������,�FRQVHUYDWLYHO\�FKRVH������LQ�DOO�FDOFXODWLRQV�����(DFK�SHULRG�LV�DVVXPHG�WR�UHSUHVHQW����\HDUV

DQG�VR�WKH�DERYH�DQQXDO�UDWHV�DUH�FRQYHUWHG�WR�WKHLU����\HDU�HTXLYDOHQWV�LQ�DOO�FDOFXODWLRQV�KHUHLQ���

2YHUDOO�� HDFK� RI� WKHVH� SDUDPHWHU� FKRLFHV�� DOWKRXJK� TXLWH� IDYRUDEOH� WR� SUHIXQGLQJ� DQG

SULYDWL]DWLRQ��VHHP�IDLUO\�UHDVRQDEOH���7KH�FKRLFH�RI� �HTXDO�WR���SHUFHQW�FRUUHVSRQGV�URXJKO\�WR�WKH�H

ORQJ�UXQ�PDUJLQDO�VRFLDO��EHIRUH�FRUSRUDWH�WD[HV��PDUJLQDO�UDWH�RI�UHWXUQ�WR�FDSLWDO��3RWHUED��������



�� )HOGVWHLQ DQG 6DPZLFN �S� ��� DOVR GHULYHG ���� SHUFHQW XVLQJ D WZR�SHULRG PRGHO DQG WKH\ ZHUH WKH ILUVW WR

QRWH WKH DELOLW\ RI WKH WZR�SHULRG PRGHO WR JHQHUDWH IDLUO\ DFFXUDWH WD[ UDWHV�

������

,W�DOVR�KDSSHQV�WR�EH�FORVH�WR�WKH�JHRPHWULF�PHDQ�UDWH�RI�UHWXUQ�WR�WKH�6	3����VLQFH������EHIRUH

FRUSRUDWH�WD[HV��5RJHU�,EERWVRQ�DQG�*DU\�%ULQVRQ����������7KLV�FKRLFH�IRU� ��WKHUHIRUH��UHTXLUHV�WKDW�H

FRUSRUDWH�WD[HV�SDLG�E\�WKH�QHZ�DFFRXQWV�DUH�IXOO\�DQG�FRVWOHVVO\�UHEDWHG���7KH�ORQJ�UXQ�DIWHU�WD[�UDWH

RI�UHWXUQ�WR�HTXLWLHV�LV�FORVHU�WR���SHUFHQW��)LJXUH������$�UHDO�ULVN�IUHH�UDWH�RI���SHUFHQW�LV�IDLUO\�FORVH

WR�WKH�����SHUFHQW�KLVWRULF�JHRPHWULF�PHDQ�UDWH�RI�UHWXUQ�HDUQHG�E\�LQWHUPHGLDWH�JRYHUQPHQW�GHEW

�)LJXUH�������8VLQJ���SHUFHQW�OHDGV�WR�HYHQ�VPDOOHU�GHFOLQHV�LQ�XQIXQGHG�OLDELOLWLHV����$Q�HFRQRPLF

JURZWK�UDWH�RI�����SHUFHQW�LV�ZHOO�EHORZ�WKH�KLVWRULF�JHRPHWULF�PHDQ�JURZWK�UDWH�RI�DERXW�����SHUFHQW

�)LJXUH� ���� � +RZHYHU�� WKH� VPDOOHU� YDOXH� � RI� ���� SHUFHQW� LV� LQ� OLQH� ZLWK� WKH� 6RFLDO� 6HFXULW\

$GPLQLVWUDWLRQ
V�HVWLPDWH�IRU�WKH�QH[W����\HDUV�

7DEOH���UHSRUWV�WKH�PDUJLQDO�UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�IURP�SUHIXQGLQJ�DQG�SULYDWL]LQJ

6RFLDO�6HFXULW\�IRU�YDULRXV�FKRLFHV�RI�5��3�DQG� ���$OVR�VKRZQ�LQ�7DEOH���LV�WKH�QHZ�WD[�UDWH��-1��WKDW�H

LV�QHFHVVDU\�WR�SURGXFH�DQ�H[SHFWHG�OHYHO�RI�UHWLUHPHQW�LQFRPH�WKDW�LV�5�WLPHV�WKH�H[SHFWHG�FRYHUDJH

RIIHUHG�E\�6RFLDO�6HFXULW\�

���� -1 

5 #-����J�

����H�

&RQVLGHU� ILUVW� WKH� SROLF\� SDUDPHWHU� FKRLFHV� FRQVLGHUHG� LQ� 6HFWLRQV� ,,,� DQG� ,9�� �5�3��  

������������7DEOH���VKRZV�WKDW�WKH�FRUUHVSRQGLQJ�QHZ�FRQWULEXWLRQ�WD[�UDWH�HTXDOV�-1� ������SHUFHQW

ZKLFK�FRUUHVSRQGV�FORVHO\�WR�WKH�YDOXH�RI������SHUFHQW�GHULYHG�E\�)HOGVWHLQ�DQG�6DPZLFN�������

XVLQJ�D�PRUH�FRPSOH[�PXOWL�SHULRG�PRGHO�����3UHIXQGLQJ�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\�RQO\�����

SHUFHQW�ZKLOH�SULYDWL]DWLRQ�UHGXFHV�WKHP�E\�RQO\������SHUFHQW��RU�E\�RQH�HLJKWK���1RWLFH�WKDW��L��WKH

UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�LV�VPDOO�IRU�ERWK�SROLFLHV�DW�WKLV�FRQWULEXWLRQ�UDWH�DQG��LL��WKH�



�� 7KH IDFWRU� � UHIOHFWV WKH VWRFKDVWLF GRPLQDQFH RI ERQGV RYHU SD\�DV�\RX�JR ILQDQFLQJ��� � U���� � �J�

������

UHGXFWLRQ�LV�DERXW�WKH�VDPH�IRU�HDFK�SROLF\�FKRLFH���7KH�UHDVRQ�IRU�WKH�VPDOO�FKDQJH�LQ�XQIXQGHG

OLDELOLWLHV�LQ�WKH�FDVH�RI�SULYDWL]DWLRQ�LV�WKDW�WKH�WDFLW�SXW�RSWLRQ�DVVRFLDWHG�ZLWK�WKH�PLQLPXP�EHQHILW

JXDUDQWHH�LV�YHU\�PXFK��LQ�WKH�PRQH\��DW�WKH�KLJK�VWULNH�SULFH�HTXDO�WR� � � �IRU��
3

5
��� �H � ��� � �H�

5� �3� �����7KLV�RSWLRQ�SODFHV�D�YHU\�H[SHQVLYH�OLDELOLW\�RQ�IXWXUH�JHQHUDWLRQV��VHH�)LJXUH������7KH

UHDVRQ�ZK\�SUHIXQGLQJ�6RFLDO�6HFXULW\�GRHV�QRW�GR�PXFK�EHWWHU�LV�EHFDXVH�WKH�WDFLW�FDOO�RSWLRQ��JLYHQ

E\�FXUUHQW�ZRUNHUV�WR�IXWXUH�ZRUNHUV&DVVRFLDWHG�ZLWK�SUHIXQGLQJ�EXW�QRW�SULYDWL]DWLRQ&LV�QRW�YHU\

YDOXDEOH��L�H���LW�LV�YHU\�PXFK��RXW�RI�WKH�PRQH\����)LJXUH���VKRZV�WKDW��DW�VXFK�D�KLJK�VWULNH�SULFH�

WKH�YDOXH�RI�WKH�SXW�RSWLRQ�IRU�D����\HDU�SHULRG�LV�DERXW�������IRU�HDFK�GROODU�LQYHVWHG�LQ�HTXLWLHV

ZKHUHDV�WKH�YDOXH�RI�WKH�FRUUHVSRQGLQJ�FDOO�RSWLRQ�LV�RQO\�������

:H� FDQ� SHUIRUP� D� URXJK� FKHFN� RQ� WKHVH� FDOFXODWLRQV� IRU� WKH� FDVH� RI� SUHIXQGLQJ�6RFLDO

6HFXULW\
V�GHILQHG�EHQHILW�IRU�WKHVH�FKRLFHV�RI�SROLF\�SDUDPHWHUV���6LQFH�EHQHILWV�DUH�IL[HG�DW�WKH�VDPH

OHYHO�DV�XQGHU�6RFLDO�6HFXULW\��3� �����WKH������SHUFHQW�UHGXFWLRQ�LQ�XQIXQGHG�OLDELOLWLHV�SUHGLFWHG

DERYH� VKRXOG�� DIWHU� GLYLGHG� E\� � ZKHUH� U� DQG� J� DUH� ���\HDU� UDWHV�� EH� GLUHFWO\�� � U���� � �J�

SURSRUWLRQDO�WR�WKH�PDQGDWRU\�FRQWULEXWLRQ�OHYHO�LQ�WKH�QHZ�V\VWHP�GLYLGHG�E\�WKH�SUHYLRXV�SD\�DV�

\RX�JR�WD[�UDWH�����1RWH�WKDW�D���SHUFHQW�SD\UROO�WD[�LV�DERXW����SHUFHQW�RI�WKH�������SHUFHQW�SD\UROO

WD[��LQ�WKH�RXW�\HDUV��WKDW�LV�EHLQJ�UHSODFHG���7KLV�LV�YHU\�FORVH�WR�������� �������>�� � U���� � �J�@

SHUFHQW��7KLV�FRPSDULVRQ�VXJJHVWV�WKDW�WKH�VLPSOH�WZR�SHULRG�PRGHO��ZLWK�HDFK�SHULRG�UHSUHVHQWLQJ

���\HDUV��DSSHDUV�WR�JHQHUDWH�YHU\�SODXVLEOH�SUHGLFWLRQV�

&RQVLGHU�ZKDW�KDSSHQV�DV�ZH�LQFUHDVH�WKH�FRQWULEXWLRQ�OHYHO�LQ�WKH�QHZ�V\VWHP�LQ�RUGHU�WR

LQFUHDVH�WKH�H[SHFWHG�EHQHILW�OHYHO��5�WLPHV�WKH�FXUUHQW�H[SHFWHG�6RFLDO�6HFXULW\�EHQHILW����7DEOH��

UHSRUWV�YDOXHV�IRU�5�HTXDO�WR������������DQG����DORQJ�ZLWK�D�JXDUDQWHHG�EHQHILW�OHYHO�HTXDO�WR�WKH

FXUUHQW�6RFLDO�6HFXULW\�OHYHO��3� ����DQG� �HTXDO�WR���SHUFHQW���7KH�YDOXH�RI�5 ���LV�SDUWLFXODUO\�H
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UHOHYDQW�EHFDXVH��IRU� � ������DQG�U� �������RQH�GROODU�LQYHVWHG�LQ�HTXLWLHV�WRGD\�LV�H[SHFWHG�WR�EH�H

ZRUWK�DOPRVW��ò�WLPHV�WKH�YDOXH�RI�D�GROODU�LQYHVWHG�LQ�WKH�ULVN�IUHH�DVVHW���7KH�VLPXODWLRQ�UHVXOWV

DUH�DV�IROORZV���)RU�5� ����WKH�FRQWULEXWLRQ�UDWH�HTXDOV�����SHUFHQW�DQG�SUHIXQGLQJ�UHGXFHV�OLDELOLWLHV

E\����SHUFHQW�ZKLOH�SULYDWL]DWLRQ�UHGXFHV�OLDELOLWLHV�E\����SHUFHQW���)RU�5� ����WKH�FRQWULEXWLRQ�UDWH

HTXDOV�����SHUFHQW� DQG�SUHIXQGLQJ� UHGXFHV� OLDELOLWLHV�E\����SHUFHQW�ZKLOH�SULYDWL]DWLRQ� UHGXFHV

OLDELOLWLHV�E\����SHUFHQW���)RU�5� ����WKH�FRQWULEXWLRQ�UDWH�HTXDOV�����SHUFHQW�DQG�SUHIXQGLQJ�UHGXFHV

OLDELOLWLHV�E\����SHUFHQW�ZKLOH�SULYDWL]DWLRQ�UHGXFHV�OLDELOLWLHV�E\����SHUFHQW���)RU�5� � ����H�����U�

��������QRW�VKRZQ�LQ�7DEOH����ZKHUH�HDFK�SHULRG�HTXDOV����\HDUV��WKH�FRQWULEXWLRQ�UDWH�HTXDOV�����

SHUFHQW� DQG� SUHIXQGLQJ� UHGXFHV� OLDELOLWLHV� E\� H[DFWO\� ���� SHUFHQW� ZKLOH� SULYDWL]DWLRQ� UHGXFHV

OLDELOLWLHV�E\�RQO\����SHUFHQW���)RU�5� ����WKH�FRQWULEXWLRQ�UDWH�HTXDOV������SHUFHQW�DQG�SUHIXQGLQJ

UHGXFHV�OLDELOLWLHV�E\�����SHUFHQW�ZKLOH�SULYDWL]DWLRQ�UHGXFHV�OLDELOLWLHV�E\�RQO\����SHUFHQW���)RU�5

 �����WKH�FRQWULEXWLRQ�UDWH�HTXDOV������SHUFHQW�DQG�SUHIXQGLQJ�UHGXFHV�OLDELOLWLHV�E\�����SHUFHQW

ZKLOH�SULYDWL]DWLRQ�UHGXFHV�OLDELOLWLHV�E\�RQO\����SHUFHQW�

1RWLFH�WKDW�DV�WKH�YDOXH�RI�5�LQFUHDVHV��SUHIXQGLQJ�6RFLDO�6HFXULW\
V�FXUUHQW�GHILQHG�EHQHILW

VXEVWDQWLDOO\�UHGXFHV�XQIXQGHG�OLDELOLWLHV���7KH�KLJKHU�FRQWULEXWLRQ�OHYHO�UHGXFHV�WKH�OLNHOLKRRG�WKDW

IXWXUH�JHQHUDWLRQV�ZLOO�IDFH�D�SRVLWLYH�FRQWLQJHQW�WD[�WR�ILQDQFH�WKH�JXDUDQWHHG�GHILQHG�EHQHILW���7KLV

UHVXOW�FDQ�EH�EHVW�XQGHUVWRRG�ZLWK�UHIHUHQFH�WR�)LJXUH�����&RQVLGHU�WKH�LPSOLFLW�VWULNH�SULFH�HTXDO�WR���
3

5
��� �H �

 ������U�IRU�5� � ��������DQG�3� ������ZKHUH�HDFK�SHULRG�HTXDOV����\HDUV���,Q�WKLV�FDVH�����H�����U�

WKH�WDFLW�SXW�DQG�FDOO�RSWLRQV�XQGHUO\LQJ�SUHIXQGLQJ�H[DFWO\�FDQFHO�VLQFH�DQ\�H[SHFWHG�UHWXUQ�DERYH

U�UHSUHVHQWV�SXUH�FRPSHQVDWLRQ�IRU�ULVN���3UHIXQGLQJ�WKH�IL[HG�EHQHILW��H[DFWO\�HOLPLQDWHV�DOO�RI�6RFLDO

6HFXULW\
V�XQIXQGHG�OLDELOLWLHV�EHFDXVH�WKH�ULVN�DGMXVWHG�YDOXH�RI�REOLJDWLRQV�EHLQJ�SDVVHG�IRUZDUG

LQ�WLPH��WKH�SXW�RSWLRQ��H[DFWO\�HTXDOV�WKH�ULVN�DGMXVWHG�YDOXH�RI�SURPLVHV�EHLQJ�SDVVHG�IRUZDUG�LQ

WLPH��WKH�FDOO�RSWLRQ����7KH�GHFOLQH�LQ�XQIXQGHG�OLDELOLWLHV�FRQWLQXHV�WR�GUDPDWLFDOO\�LQFUHDVH�DW�KLJKHU
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YDOXHV�RI�5��H[FHHGLQJ�����SHUFHQW�IRU�YDOXHV�RI�5�DERYH�������UHIOHFWLQJ�WKH�FURVVLQJ�RI�WKH�SXW�DQG

FDOO�RSWLRQ�FXUYHV���,Q�VXP��RYHUVDYLQJ�UHODWLYH�WR�WKH�JXDUDQWHH�GRHV�DQ�H[FHOOHQW�MRE�LQ�UHGXFLQJ

XQIXQGHG�OLDELOLWLHV�LQ�WKH�FDVH�RI�SUHIXQGLQJ�

,Q�VKDUS�FRQWUDVW��SULYDWL]DWLRQ�KDV�OLWWOH�LPSDFW�RQ�XQIXQGHG�OLDELOLWLHV�DW�KLJKHU�YDOXHV�RI�5�

0RUHRYHU��WKH�PDUJLQDO�LPSDFW�WKDW�LQFUHDVLQJ�5�KDV�RQ�XQIXQGHG�OLDELOLWLHV�GURSV�DV�WKH�YDOXH�RI

5�LQFUHDVHV���7KHVH�VXUSULVLQJ�UHVXOWV�FDQ�DOVR�EH�EHVW�XQGHUVWRRG�ZLWK�UHIHUHQFH�WR�)LJXUH����5HFDOO

WKDW�LQ�WKH�FDVH�RI�5� ������WKH�VWULNH�SULFH�RI�WKH�WDFLW�SXW�RSWLRQ�HTXDOV � � �DQG��
3

5
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SULYDWL]DWLRQ�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\�RQO\����SHUFHQW���7KLV�VPDOO�UHGXFWLRQ�ZDV�WUDFHG�WR�WKH

IDFW�WKDW�WKH�WDFLW�SXW�RSWLRQ�ZDV�ZRUWK�D�FRQVLGHUDEOH�DPRXQW�DW�VXFK�D�KLJK�WDFLW�VWULNH�SULFH���$V

VKRZQ�LQ�)LJXUH����LQFUHDVLQJ�5�IURP���WR������VXEVWDQWLDOO\�ORZHUV�WKH�WDFLW�VWULNH�SULFH�ZKLFK��LQ

WXUQ��ORZHUV�WKH�LQVXUHG�YDOXH�RI�HDFK�GROODU�SODFHG�LQ�VWRFNV���,Q�IDFW��WKH�YDOXH�RI�WKH�SXW�RSWLRQ

GHFUHDVHV�IURP�DOPRVW�������WR��������)LJXUH�����RU�D�IDFWRU�RI�WHQ���+RZHYHU��WKH�VKHHU�DPRXQW�RI

GROODUV�EHLQJ�LQVXUHG�LQFUHDVHV�E\�D�IDFWRU�RI�������DV�UHIOHFWHG�E\�WKH�LQFUHDVH�LQ�WKH�FRQWULEXWLRQ�UDWH

IURP���SHUFHQW�WR������SHUFHQW���,W�IROORZV�WKDW�D�FRQVLGHUDEOH�DPRXQW�RI�ULVN�LV�VWLOO�EHLQJ�SDVVHG

IRUZDUG�LQ�WLPH���7KH�VLWXDWLRQ�JHWV�HYHQ�ZRUVH�DW�ODUJHU�YDOXHV�RI�5�GXH�WR�WKH�GHFUHDVH�LQ�VORSH�RI

WKH�SXW�FXUYH�VKRZQ�LQ�)LJXUH�����8QIXQGHG�OLDELOLWLHV�KDUGO\�EXGJH�ZKHQ�WKH�YDOXH�RI�5�LV�LQFUHDVHG

WR����ZLWK�D������SHUFHQW�FRQWULEXWLRQ�UDWH��WKH�UHGXFWLRQ�LQ�WKH�SULFH�RI�WKH�SXW�RSWLRQ�DVVRFLDWHG

ZLWK�HDFK�GROODU�LV�DOPRVW�H[DFWO\�RIIVHW�E\�WKH�VKHHU�QXPEHU�RI�DGGLWLRQDO�GROODUV�EHLQJ�LQVXUHG�

7DEOH���UHSRUWV�WKH�QXPEHUV�SORWWHG�LQ�)LJXUH����ZKLFK��LQ�RUGHU�WR�ILW�RQ�D�SDJH��LV�QRW�GUDZQ

WR� VFDOH��� LQFOXGLQJ� WKH� UDWLRV�RI� WKH�RSWLRQ�YDOXHV�DW� D�JLYHQ�YDOXH�RI�5� UHODWLYH� WR� WKHLU�YDOXH

HYDOXDWHG�DW�5� �����1RWLFH�WKDW�DW�5� �����WKH�YDOXH�RI�WKH�LPSOLHG�SXW�RSWLRQ�LV�RQO\�DERXW������WKH

YDOXH�RI�WKH�RSWLRQ�HYDOXDWHG�DW�5� �����+RZHYHU��WKLV�ODUJH�GHFOLQH�LV�VWLOO�QRW�HQRXJK�WR�UHGXFH�WRWDO

XQIXQGHG�OLDELOLWLHV�YHU\�PXFK�DIWHU�SULYDWL]DWLRQ�EHFDXVH�WKH�DPRXQW�RI�DVVHWV�EHLQJ�LQVXUHG�LV���
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WLPHV�ODUJHU���

7KH�SUREOHP�ZLWK�DWWHPSWLQJ�WR�XVH�KLJKHU�FRQWULEXWLRQ�OHYHOV�WR�UHGXFH�ULVN�LV�WKDW�WKH�DVVHWV

DVVRFLDWHG�ZLWK�KLJKHU�FRQWULEXWLRQ�OHYHOV�DUH�SHUIHFWO\�FRUUHODWHG�ZLWK�WKH�DVVHWV�DFFXPXODWHG�DW

ORZHU� FRQWULEXWLRQ� OHYHOV�� � +LJK� FRQWULEXWLRQ� OHYHOV� RIIHU� QR� KHGJLQJ� YDOXH�� � 7KH� PHWKRG� RI

RYHUVDYLQJ�IRU�UHWLUHPHQW�VKRXOG�QRW��WKHUHIRUH��EH�FRQIXVHG�ZLWK�WKH�JHQHUDO�ZLVGRP�RI�LQYHVWLQJ

LQ�D�EURDG�SRUWIROLR�WKDW�VSDQV�WKH�VSDFH�RI�VWDWH�FRQWLQJHQW�UHWXUQV���7KH\�DUH�IXQGDPHQWDOO\�GLIIHUHQW

DSSURDFKHV�WR�OLPLWLQJ�ULVN����,QGHHG��WKH�FDOFXODWLRQV�DERYH��E\�IRFXVLQJ�RQ�WKH�6	3�����DOUHDG\

DVVXPH�WKDW�DJHQWV�DUH�UHTXLUHG�WR�LQYHVW�LQ�D�IDLUO\�EURDG�SRUWIROLR�RI�DVVHWV����2YHUVDYLQJ�VLPSO\

LQYROYHV�EHWWLQJ�PRUH�GROODUV���2I�FRXUVH��HDFK�GROODU�GRHV�QRW�KDYH�WR�SHUIRUP�DV�ZHOO�WR�VDWLVI\�WKH

PLQLPXP�EHQHILW���%XW��RQ�QHW��RYHUVDYLQJ�KDV�OLWWOH�LPSDFW�RQ�XQIXQGHG�OLDELOLWLHV�

7KH� VLWXDWLRQV� IRU� ERWK� SUHIXQGLQJ� DQG� SULYDWL]DWLRQ� JHWV� ZRUVH� DV� WKH� JXDUDQWHH� OHYHO

LQFUHDVHV���3ROLF\PDNHUV�PLJKW�EH�WHPSWHG��RU�FRPSHOOHG��WR�RIIHU�JXDUDQWHHV�LQ�H[FHVV�RI�WKH�FXUUHQW

6RFLDO�6HFXULW\�OHYHO��HVSHFLDOO\�LQ�WKH�FDVH�RI�SULYDWL]DWLRQ�ZKHUH�H[SHFWHG�EHQHILWV�DUH�PXFK�ODUJHU

WKDQ�WKH�FXUUHQW�6RFLDO�6HFXULW\�EHQHILW���7DEOH���VKRZV�WKDW�DW�5� ����LQFUHDVLQJ�WKH�JXDUDQWHHG

EHQHILW�OHYHO�WR�����SHUFHQW�RI�WKH�FXUUHQW�6RFLDO�6HFXULW\�EHQHILW��3� ������PHDQV�WKDW�SUHIXQGLQJ

QRZ�UHGXFHV�OLDELOLWLHV�E\�RQO\����SHUFHQW��LQVWHDG�RI�����SHUFHQW����%\�FRQWUDVW��SULYDWL]DWLRQ�QRZ

UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\�RQO\���SHUFHQW��LQVWHDG�RI����SHUFHQW��� �7DEOH���DOVR�VKRZV�WKDW

FRQVLGHUDEOH�JDLQV�FDQ�EH�DFKLHYHG�E\�JXDUDQWHHLQJ�D�EHQHILW�HTXDO�WR�RQO\����SHUFHQW�RI�WKH�FXUUHQW

6RFLDO�6HFXULW\�EHQHILW��3� �������� �)RU�H[DPSOH��IRU�5� ����SUHIXQGLQJ�QRZ�UHGXFHV�XQIXQGHG

OLDELOLWLHV�E\����SHUFHQW��FRPSDUHG�WR����SHUFHQW�IRU�3� ������DQG�SULYDWL]DWLRQ�UHGXFHV�XQIXQGHG

OLDELOLWLHV�E\����SHUFHQW��FRPSDUHG�WR����SHUFHQW�IRU�3� ��������:KHWKHU�SROLF\PDNHUV�FDQ�FUHGLEO\

FRPPLW�WR�WKLV�ORZ�RI�D�EHQHILW�OHYHO��KRZHYHU��LV�XQFOHDU�VLQFH�WKH�DYHUDJH�PRQWKO\�2$6,�EHQHILW

SHU�UHFLSLHQW��ZRUNHUV�DQG�VSRXVHV��LQ�'HFHPEHU��������ZDV�RQO\���������
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)LQDOO\��IRU�WKH�SXUSRVH�RI�VHQVLWLYLW\�DQDO\VLV��7DEOH���UHSRUWV�FKDQJHV�LQ�XQIXQGHG�OLDELOLWLHV

ZKHQ�XVLQJ�D�VPDOOHU�YDOXH�IRU� ��VHW�HTXDO�WR���SHUFHQW���,Q�WKLV�FDVH��XQIXQGHG�OLDELOLWLHV�DUH�UHGXFHG�H

FHWHULV�SDULEXV�EXW�DW�WKH�FRVW�RI�D�KLJKHU�FRQWULEXWLRQ�OHYHO���)RU�H[DPSOH��ZLWK�5� ���DQG�3� �����

SUHIXQGLQJ�6RFLDO�6HFXULW\
V�GHILQHG�EHQHILW�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\�����SHUFHQW��FRPSDUHG

WR����ZLWK� � �������EXW�WKH�FRQWULEXWLRQ�UDWH�LQFUHDVHV�WR������SHUFHQW��FRPSDUHG�WR�����SHUFHQW���H

7KH� LPSDFW�RQ�SULYDWL]DWLRQ��KRZHYHU�� LV� DJDLQ�KDUGO\�QRWLFHDEOH�DW� WKLV�KLJK�RI� D�YDOXH� IRU�5�

3ULYDWL]DWLRQ�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\����SHUFHQW��FRPSDUHG�WR����SHUFHQW�ZLWK� � ��������H

7KLV�VPDOO�UHGXFWLRQ�LV�GXH�WR�WKH�DOPRVW�GRXEOLQJ�LQ�WRWDO�VL]H�RI�DVVHWV�EHLQJ�LQVXUHG�DVVRFLDWHG

ZLWK�WKH�KLJKHU�FRQWULEXWLRQ�UDWH���7KH�YDOXH�RI� ��KRZHYHU��EHFRPHV�D�OLWWOH�PRUH�LPSRUWDQW�DW�ORZHU�H

YDOXHV�IRU�5���:LWK�5� ����SULYDWL]DWLRQ�QRZ�UHGXFHV�XQIXQGHG�OLDELOLWLHV�E\����SHUFHQW��FRPSDUHG

WR����SHUFHQW�ZLWK� � ��������H

,Q� VXP�� IRU�KLJK�YDOXHV�RI�5�� WKH� VXEVWDQWLDOO\�KLJKHU�H[SHFWHG�EHQHILWV� DFKLHYHG�XQGHU

SULYDWL]DWLRQ�UHODWLYH�WR�SUHIXQGLQJ�6RFLDO�6HFXULW\
V�H[LVWLQJ�GHILQHG�EHQHILW�FRPHV�DW�D�]HUR�VXP

FRVW�WR�IXWXUH�JHQHUDWLRQV�LQ�WKH�IRUP�RI�PXFK�KLJKHU�LQVXUDQFH�REOLJDWLRQV�

9,� &21&/86,216

7KLV�SDSHU�DUJXHV�WKDW�SUHIXQGLQJ�6RFLDO�6HFXULW\
V�H[LVWLQJ�IL[HG�GHILQHG�EHQHILW�KDV�WKH

DGYDQWDJH�RYHU�SULYDWL]DWLRQ�LQ�WKDW��IRU�LGHQWLFDO�JXDUDQWHH�OHYHOV��SUHIXQGLQJ�WKH�IL[HG�EHQHILW�LV

DEOH�WR�UHGXFH�XQIXQGHG�OLDELOLWLHV�E\�PXFK�PRUH�WKDQ�SULYDWL]DWLRQ���7KLV�LV�EHFDXVH�WKDW�ZKLOH�ERWK

SROLFLHV� LQVXUH�DJDLQVW�GRZQVLGH�ULVN��SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW�SDVVHV� WKH�XSVLGH

SRWHQWLDO� WR� IXWXUH�ZRUNHUV�ZKHUHDV�SULYDWL]DWLRQ�GRHV�QRW�� �7KH�GLIIHUHQFHV� LQ� WKH� UHGXFWLRQ� LQ

XQIXQGHG�OLDELOLWLHV�LV�TXLWH�VKDUS�DW�HVSHFLDOO\�KLJK�FRQWULEXWLRQ�UDWHV���,W�LV�XQOLNHO\�WKDW�PRGLI\LQJ

WKH�DQDO\VLV�LQ�WKLV�SDSHU�LQ�YDULRXV�GLUHFWLRQV�ZLOO�FKDQJH�WKLV�NH\�UHVXOW�
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7KH�FRPSDUDWLYH�DGYDQWDJH�RI�SUHIXQGLQJ�WKH�H[LVWLQJ�GHILQHG�EHQHILW�LQ�UHGXFLQJ�XQIXQGHG

OLDELOLWLHV��KRZHYHU��FULWLFDOO\�DVVXPHV�WKDW�WKH�SROLF\PDNHUV�FDQ�FUHGLEO\��ORFN�LQ��WKH�DVVRFLDWHG

WUXVW�IXQG��PDNLQJ�LW�XQDYDLODEOH�WR�ILQDQFH�QHZ�VSHQGLQJ��LQFOXGLQJ�LQFUHDVLQJ�IXWXUH�EHQHILWV�RU

RWKHU� VSHQGLQJ�� RU� WD[� FXWV�� � ,W� DOVR� DVVXPHV� WKDW� WKH� JRYHUQPHQW� HDUQV� PDUNHW� UDWHV� RQ� LWV

LQYHVWPHQWV�DQG�GRHV�QRW�XVH�SROLWLFDO�FULWHULD�LQ�VHOHFWLQJ�VWRFNV�DQG�ERQGV�IRU�LWV�SRUWIROLR���%RWK

RI�WKHVH�DVVXPSWLRQV�DUH��DW�D�PLQLPXP��YHU\�GHEDWDEOH��VHH��H�J���%RVZRUWK��������:KLWH��������

&RQVLGHUDEOH�FDXWLRQ�VKRXOG�� WKHUHIRUH��EH�H[HUFLVHG� LQ� LQWHUSUHWLQJ� WKHVH�PDWKHPDWLFDO� UHVXOWV�

DOWHUQDWLYH�DVVXPSWLRQV�DERXW�WKH�SROLWLFDO�HFRQRP\�FRXOG�FKDQJH�WKH�UHVXOWV�



5HIHUHQFHV

���������� $GYLVRU\� &RXQFLO� RQ� 6RFLDO� 6HFXULW\�� 7KH�� )LQGLQJV�� 5HFRPPHQGDWLRQV�� DQG

6WDWHPHQWV�������

$DURQ��+HQU\����3ULYDWL]LQJ�6RFLDO�6HFXULW\��$�%DG�,GHD�:KRVH�7LPH�:LOO�1HYHU�&RPH����7KH
%URRNLQJV�5HYLHZ���6XPPHU���������������

%ODFN�� )�� DQG�0�-�� 6FKROHV�� �7KH� 3ULFLQJ� RI�2SWLRQV� DQG�&RUSRUDWH� /LDELOLWLHV��� � -RXUQDO� RI
3ROLWLFDO�(FRQRP\����������������������

%RKQ��+HQQLQJ����5LVN�6KDULQJ�LQ�D�6WRFKDVWLF�2YHUODSSLQJ�*HQHUDWLRQV�(FRQRP\����0LPHR��8&
6DQWD�%DUEDUD��-DQXDU\�������

%RVZRUWK��%DUU\����)XQG�$FFXPXODWLRQ��+RZ�0XFK"��+RZ�0DQDJHG"��LQ�6RFLDO�6HFXULW\��:KDW
5ROH�IRU�WKH�)XWXUH���3HWHU�'LDPRQG��'DYLG�/LQGHPDQ�DQG�+RZDUG�<RXQJ��HGV���'LVWULEXWHG�E\�WKH
%URRNLQJV�,QVWLWXWLRQ�IRU�WKH�1DWLRQDO�$FDGHP\�RI�6RFLDO�,QVXUDQFH�������

&&&&&� � DQG�*DU\�%XUWOHVV�� � �%XGJHW� &UXQFK�� 3RSXODWLRQ�$JLQJ� LQ� 5LFK�&RXQWULHV��� �7KH
%URRNLQJV�5HYLHZ���6XPPHU���������������

%URRNV��5RELQ����%DE\�%RRP��3RSXODWLRQ�$JLQJ�DQG�$VVHW�3ULFHV���<DOH�8QLYHUVLW\�PLPHR�������

&DPSEHOO�� -RKQ� DQG� -RQDWKDQ� 6KLOOHU�� � �9DOXDWLRQ� 5DWLRV� DQG� WKH� /RQJ�5XQ� 6WRFN�0DUNHW
2XWORRN����-RXUQDO�RI�3RUWIROLR�0DQDJHPHQW�������

'LDPRQG��3HWHU����$�)UDPHZRUN�IRU�6RFLDO�6HFXULW\�$QDO\VLV����-RXUQDO�RI�3XEOLF�(FRQRPLFV�������
'HF��������SDJHV��������

&&&&&���0DFURHFRQRPLF�$VSHFWV�RI�6RFLDO�6HFXULW\�5HIRUP����%URRNLQJV�3DSHUV�RQ�(FRQRPLF
$FWLYLW\�������

&&&&&�DQG�6DOYDGRU�9DOGpV�3ULHWR�� � �6RFLDO�6HFXULW\�5HIRUPV��� LQ�7KH�&KLOHDQ�(FRQRP\�
3ROLF\�/HVVRQV�DQG�&KDOOHQJHV��%RVZRUWK��'RUQEXVFK�DQG�/DEiQ��HGV���7KH�%URRNLQJV�,QVWLWXWLRQ�
:DVKLQJWRQ��'&�������

)HOGVWHLQ��0DUWLQ����7UDQVLWLRQ�WR�D�)XOO\�)XQGHG�3HQVLRQ�6\VWHP��)LYH�(FRQRPLF�,VVXHV����1%(5
:RUNLQJ�3DSHU������������

&&&&&�DQG�$QGUHZ�6DPZLFN����7KH�(FRQRPLFV�RI�3UHIXQGLQJ�6RFLDO�6HFXULW\�DQG�0HGLFDUH
%HQHILWV��� � LQ� %�� %HUQDQNH� DQG� -�� 5RWHPEHUJ� �HGV��� 1%(5� 0DFURHFRQRPLFV� $QQXDO� �����
&DPEULGJH��0,7�3UHVV����������

*RUGRQ��5RJHU� DQG� -RKQ�:LOVRQ�� � �0HDVXULQJ� WKH�(IILFLHQF\�&RVW� RI� 7D[LQJ�5LVN\�&DSLWDO
,QFRPH����$PHULFDQ�(FRQRPLF�5HYLHZ���������-XQH�������SDJHV��������

,EERWVRQ��5RJHU�DQG�*DU\�%ULQVRQ���*OREDO�,QYHVWLQJ��7KH�3URIHVVLRQDO
V�*XLGH�WR�WKH�:RUOG
&DSLWDO�0DUNHWV���1<��0F*UDZ�+LOO��,QF��������

,QJHUVROO��-RQDWKDQ����2SWLRQ�3ULFLQJ�7KHRU\����7KH�1HZ�3DOJUDYH�'LFWLRQDU\�RI�0RQH\�	�)LQDQFH�
��������������



-DJDQQDWKDQ��5DYL�DQG�1DUD\DQD�.RFKHUODNRWD�� ��:K\�6KRXOG�2OGHU�3HRSOH�,QYHVW�/HVV� LQ
6WRFNV�7KDQ�<RXQJHU�3HRSOH"���4XDUWHUO\�5HYLHZ��)HGHUDO�5HVHUYH�%DQN�RI�0LQQHDSROLV��6XPPHU�
�����

.RFKHUODNRWD�� 1DUD\DQD�� � �7KH� (TXLW\� 3UHPLXP�� ,W
V� 6WLOO� D� 3X]]OH��� � -RXUQDO� RI� (FRQRPLF
/LWHUDWXUH������0DUFK���������������

.RWOLNRII��/DXUHQFH����3ULYDWL]LQJ�6RFLDO�6HFXULW\��+RZ�,W�:RUNV�DQG�:K\�,W�0DWWHUV���LQ�-DPHV
0��3RWHUED��HG����7D[�3ROLF\�DQG�WKH�(FRQRP\������&DPEULGJH��0DVV��0,7�3UHVV�������

.RWOLNRII��/DXUHQFH���.HQW�6PHWWHUV�DQG�-DQ�:DOOLVHU�� � �3ULYDWL]LQJ�86�6RFLDO�6HFXULW\&$
6LPXODWLRQ�6WXG\���IRUWKFRPLQJ�LQ��.ODXV�6FKPLGW�+HEEHO��HG����3HQVLRQ�6\VWHPV��)URP�&ULVLV�WR
5HIRUP��:DVKLQJWRQ��'&��7KH�:RUOG�%DQN�������

0HUWRQ��5REHUW����7KHRU\�RI�5DWLRQDO�2SWLRQ�3ULFLQJ����%HOO�-RXUQDO�RI�(FRQRPLFV��������6SULQJ�
������SDJHV��������

&&&&����2Q�WKH�5ROH�RI�6RFLDO�6HFXULW\�DV�D�0HDQV�IRU�(IILFLHQW�5LVN�6KDULQJ�LQ�DQ�(FRQRP\
:KHUH�+XPDQ�&DSLWDO�LV�1RW�7UDGDEOH����%RGLH��=YL��6KRYHQ��-RKQ��HGV���)LQDQFLDO�$VSHFWV�RI�WKH
8QLWHG�6WDWHV�3HQVLRQ�6\VWHP���1%(5�3URMHFW�5HSRUW�6HULHV��&KLFDJR�DQG�/RQGRQ��8QLYHUVLW\�RI
&KLFDJR�3UHVV��������SS����������

3RWHUED��-DPHV����7KH�5DWH�RI�5HWXUQ�WR�&RUSRUDWH�&DSLWDO�DQG�)DFWRU�6KDUHV��1HZ�(VWLPDWHV�8VLQJ
5HYLVHG�1DWLRQDO�,QFRPH�$FFRXQWV�DQG�&DSLWDO�6WRFN�'DWD���1%(5�:RUNLQJ�3DSHU�������������

6KLOOHU��5REHUW�-����3ULFH�(DUQLQJV�5DWLRV�DV�)RUHFDVWHUV�RI�5HWXUQV��7KH�6WRFN�0DUNHW�2XWORRN�LQ
��������0LPHR��'HSDUWPHQW�RI�(FRQRPLFV��<DOH�8QLYHUVLW\�������

6WRNH\��1DQF\�DQG�5REHUW�/XFDV���5HFXUVLYH�0HWKRGV�LQ�(FRQRPLF�'\QDPLFV���&DPEULGJH��0$�
+DUYDUG�8QLYHUVLW\�3UHVV�������

9LDO�5XL]�7DJOH��-RDTXtQ�DQG�)UDQFLVFD�&DVWUR����7KH�&KLOHDQ�3HQVLRQ�6\VWHP����0HHWLQJ�RI
6HQLRU�%XGJHW�2IILFLDOV����WK�$QQXDO�0HHWLQJ��3DULV��&KkWHDX�GH�OD�0XHWWH��-XQH�������������

:KLWH�� /DZUHQFH�� ������ � �,QYHVWLQJ� WKH�$VVHWV� RI� WKH� 6RFLDO� 6HFXULW\� 7UXVW� )XQGV� LQ� (TXLW\
6HFXULWLHV��$Q�$QDO\VLV����,QYHVWPHQW�&RPSDQ\�,QVWLWXWH�3HUVSHFWLYH�������������

:RUOG�%DQN��$YHUWLQJ�WKH�2OG�$JH�&ULVLV��3ROLFLHV�WR�3URWHFW�WKH�2OG�$QG�3URPRWH�*URZWK���1<�
2[IRUG�8QLYHUVLW\�3UHVV�������

=HOGHV��6WHSKHQ����&RQVXPSWLRQ�DQG�/LTXLGLW\�&RQVWUDLQWV���$Q�(PSLULFDO�,QYHVWLJDWLRQ����-RXUQDO
RI�3ROLWLFDO�(FRQRP\���������$SULO�������SDJHV��������
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$QQXDO 5HDO <LHOGV WR 6WRFNV DQG $QQXDO *URZWK LQ :DJHV DQG 6DODULHV� ���� WR ����>�@

1RWHV�
>�@ 'DWD VRXUFHV�6WRFN DQG ERQG UHDO \LHOGV� 6WRFNV�%RQGV� %LOOV DQG ,QIODWLRQ ���� <HDUERRN� ,EERWVRQ

$VVRFLDWHV� &KLFDJR� ,OOLQRLV� 7KH UDWH RI UHWXUQ WR VWRFNV LV UHSUHVHQWHG E\ WKH 6WDQGDUG DQG 3RRUV
���� 7KH UHWXUQV LQFOXGH ERWK FDSLWDO JDLQV DQG GLYLGHQG \LHOGV� 7KH ERQGV VHULHV FRUUHVSRQGV WR
LQWHUPHGLDWH ��\HDU VHFXULWLHV LVVXHG E\ WKH 86 7UHDVXU\� 7KH ERQG \LHOGV DVVXPH WKDW WKH FRXSRQ
SD\PHQWV DUH UH�LQYHVWHG DW WKH SUHYDLOLQJ ERQG SULFHV� :DJHV DQG 6DODU\ EDVH� 8�6� 'HSDUWPHQW RI
&RPPHUFH� %XUHDX RI (FRQRPLF $QDO\VLV� :DJHV DQG VDODU\ GDWD FRQYHUWHG LQWR UHDO YDOXHV XVLQJ
D FKDLQ�ZHLJKWHG SULFH LQGH[�
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7KH ,PSDFW RI 3ULYDWL]DWLRQ RQ 8QIXQGHG /LDELOLWLHV 8QGHU %HQFKPDUN 3ROLF\�
([SHFWHG 5HWLUHPHQW ,QFRPH (TXDO WR 6RFLDO 6HFXULW\ &RYHUDJH�

*XDUDQWHHG %HQHILW (TXDO WR 6RFLDO 6HFXULW\ &RYHUDJH
� �H 

 ���� � U 

 ���� �

7<3( 2)*8$5$17((

35,9$7,=$7,210(7+2' )L[HG %HQHILW 0LQLPXP %HQHILW

�5HFRJQLWLRQ %RQG� 1R &KDQJH � � ,QFUHDVH

�6XEVWLWXWLRQ� ���� � 'HFUHDVH ���� � 'HFUHDVH
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1HZ &RQWULEXWLRQ 7D[ 5DWH IRU 3ULYDWH $FFRXQW� --1�

3HUFHQW 5HGXFWLRQ LQ 8QIXQGHG /LDELOLWLHV :LWK D 0LQLPXP %HQHILW� ���0� DQG
3HUFHQW 5HGXFWLRQ LQ 8QIXQGHG /LDELOLWLHV :LWK D )L[HG %HQHILW� ���)

DV D )XQFWLRQ RI

([SHFWHG 5HWLUHPHQW ,QFRPH (TXDO WR 55 WLPHV 6RFLDO 6HFXULW\ &RYHUDJH�
0LQLPXP *XDUDQWHHG %HQHILW (TXDO WR 33 WLPHV 6RFLDO 6HFXULW\ &RYHUDJH� DQG

([SHFWHG 5DWH RI 5HWXUQ RQ (TXLWLHV� ��H
)RU 3ULYDWL]DWLRQ 9LD �6XEVWLWXWLRQ�

([RJHQRXV 3DUDPHWHUV
1HZ 3D\UROO
7D[ 5DWH

0LQLPXP
%HQHILW

)L[HG
%HQHILW
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1RWHV� 5LVN�IUHH UDWH� U� HTXDOV ��� ([SHFWHG JURZWK UDWH RI WD[ EDVH HTXDOV ����� 6RFLDO 6HFXULW\ WD[ UDWH� -� HTXDOV
������� /HQJWK RI HDFK SHULRG HTXDOV �� \HDUV� 7KH VHFRQG PRPHQW IRU WKH VWRFN SULFH LV GLVFXVVHG LQ WKH SDSHU�
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9DOXH RI ,PSOLFLW 3XW DQG &DOO 2SWLRQV 8QGHUO\LQJ 3HUIRUPDQFH *XDUDQWHHV IRU 33  �
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,PSOLFLW 6WULNH 3ULFH� ;�
9DOXH RI ,PSOLFLW 3XW 2SWLRQ� 33� DQG
9DOXH RI ,PSOLFLW &DOO 2SWLRQ� 3&�

IRU DQ ([SHFWHG %HQHILW /HYHO (TXDO WR 55 WLPHV WKH 6RFLDO 6HFXULW\ %HQHILW
�*XDUDQWHHG %HQHILW /HYHO (TXDO WR &XUUHQW 6RFLDO 6HFXULW\ %HQHILW� 33  ��

([SHFWHG
%HQHILW

,PSOLFLW
6WULNH 3ULFH

,PSOLFLW 3XW
2SWLRQ 3ULFH

,PSOLFLW &DOO
2SWLRQ 3ULFH

0HPR�
3XW 9DOXH DV
)UDFWLRQ RI

9DOXH DW 5  �

0HPR�
&DOO 9DOXH DV
)UDFWLRQ RI

9DOXH DW 5  �
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1RWHV� 5LVN�IUHH UDWH� U� HTXDOV � SHUFHQW� /HQJWK RI HDFK SHULRG HTXDOV �� \HDUV� ([SHFWHG UHWXUQ WR HTXLWLHV HTXDOV �
SHUFHQW� 7KH VHFRQG PRPHQW IRU WKH VWRFN SULFH LV GLVFXVVHG LQ WKH SDSHU�


