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%XOJDULD�LV�ODJJLQJ�IDU�EHKLQG�WKH�RWKHU�&HQWUDO�DQG�(DVW�(XURSHDQ�FRXQWULHV
ZLWK�UHJDUG�WR�WKH�SULYDWLVHG�VWDWH�SURSHUW\��)LYH�\HDUV�DIWHU�WKH�/DZ�RQ�3ULYDWLVDWLRQ
ZDV�SDVVHG�E\�WKH�3DUOLDPHQW��RQO\����RI�WKH�VWDWH�DVVHWV�KDYH�EHHQ�SULYDWLVHG�
$IWHU�WKH�ODVW�DXFWLRQ�RI�WKH�YRXFKHU�SULYDWLVDWLRQ�WKLV�VKDUH�LV�H[SHFWHG�WR�ULVH�WR
VRPH�����EXW�VWLOO�WKH�PDMRULW\�RI�WKH�HQWHUSULVHV�ZLOO�EH�VWDWH�RZQHG�

7KH�UHDVRQV�IRU�WKH�SRRU�SHUIRUPDQFH�ZLOO�QRW�EH�GLVFXVVHG�KHUH�VLQFH�WKHUH
KDV�EHHQ�FRQVLGHUDEOH�GHEDWH�RQ�WKLV�WRSLF�UHFHQWO\��7KH�SXUSRVH�RI�WKLV�SDSHU�LV
UDWKHU�WR�SURSRVH�VSHFLILF�SROLF\�DFWLRQV�WR�DFFHOHUDWH�WKH�SULYDWLVDWLRQ�SURFHVV��2QH
RI�WKH�PHDQV�WR�DFKLHYH�D�IDVWHU�FKDQJH�RI�RZQHUVKLS�LV�WR�XVH�H[WHUQDO�GHEW�ERQGV�

,��'HYHORSPHQW�RI�WKH�'HEW�(TXLW\�6ZDSV

3ULYDWLVDWLRQ�WKURXJK�%UDG\�ERQGV�LV�D�VXE�VHW�RI�D�EURDGHU�VHW�WKDW
HQFRPSDVVHV�YDULRXV�IRUPV�RI�GHEW�HTXLW\�VZDSV��,Q�WKH�JHQHUDO�FDVH�RI�GHEW�HTXLW\
VZDSV�WKH�SURFHGXUH�LV�WKH�IROORZLQJ��$�EDQN�VHOOV�DW�D�GLVFRXQW�DQ�RXWVWDQGLQJ�ORDQ
H[WHQGHG�WR�D�FRXQWU\�WKDW�KDV�SUREOHPV�LQ�VHUYLFLQJ�LWV�OLDELOLWLHV��$�SULYDWH�LQYHVWRU
EX\V�WKH�GHEW�SDSHU�DQG�SUHVHQWV�LW�ODWHU�WR�WKH�FHQWUDO�EDQN�RI�WKH�LQGHEWHG�FRXQWU\�
7KH�FHQWUDO�EDQN�UHGHHPV�WKH�SDSHU�DW�FHUWDLQ�H[FKDQJH�UDWH�DQG�WKH�LQYHVWRU�XVHV
WKH�PRQH\�WR�SXUFKDVH�HTXLW\�

+LVWRULFDOO\�WKH�GHYHORSPHQW�RI�WKH�GHEW�HTXLW\�VZDSV�EHJDQ�DIWHU�WKH�GHEW
FULVLV�RI������DOWKRXJK�VHYHUDO�FDVHV�RI�VLPLODU�WUDQVDFWLRQV�ZHUH�UHFRUGHG�HDUOLHU�
0DQ\�/DWLQ�$PHULFDQ�FRXQWULHV�UHFRJQLVHG�WKH�RSSRUWXQLW\�WR�GHDO�ZLWK�WKH�GHEW
SUREOHP�DQG�DGRSWHG�UHOHYDQW�OHJLVODWLRQ��%UD]LO�ZDV�WKH�ILUVW�WR�LPSOHPHQW�D
FRQYHUVLRQ�VFKHPH��IROORZHG�E\�$UJHQWLQD��&KLOH��3KLOLSSLQHV��9HQH]XHOD��0H[LFR
DQG�RWKHUV�

7KH�IDVW�GHYHORSPHQW�RI�D�VHFRQGDU\�GHEW�PDUNHW�IDFLOLWDWHG�WR�D�ODUJH�H[WHQW
WKH�SURFHVV�VLQFH�ORDQV�KDG�PDUNHW�YDOXH�DQG�WKH�FUHGLWRU�EDQNV�FRXOG�XVH�WKH
VHFRQGDU\�PDUNHW�YDOXH�WR�GHWHUPLQH�WKH�GLVFRXQW�DW�ZKLFK�WR�VHOO�WKH�ORDQ��:LWK�WKH
JURZLQJ�QXPEHU�RI�GHEW�HTXLW\�VZDSV�WKH�UXOHV�DQG�WKH�UHJXODWLRQV�XQGHUZHQW�PDMRU
FKDQJHV��7KH�SUDFWLFH�WR�DOORFDWH�FRQYHUVLRQ�ULJKWV�DQG�WR�VHW�UHGHPSWLRQ�SULFHV
WKURXJK�JRYHUQPHQW�GHFUHHV�ZDV�JUDGXDOO\�UHSODFHG�E\�D�PRUH�FRPSHWLWLYH
DSSURDFK�EDVHG�RQ�DXFWLRQ�V\VWHPV��6RPH�ILQDQFLDO�LQQRYDWLRQV�ZHUH�LQWURGXFHG�LQ
WKH�ODWH�HLJKWLHV�OLNH�GHEW�IRU�WUDGH�VZDSV��<XJRVODYLD��DQG�GHEW�IRU�FRQVHUYDWLRQ
VZDSV��&RVWD�5LFD��

$FFRUGLQJ�WR�WKH�GHILQLWLRQ�SURYLGHG�DERYH�GHEW�HTXLW\�VZDSV�LQYROYH�WKH
SDUWLFLSDWLRQ�RI�DW�OHDVW�WKUHH�SDUWLHV��D�FUHGLWRU��D�GHEWRU�DQG�DQ�LQYHVWRU��7KHVH
SDUWLHV�KDYH�GLIIHUHQW�LQWHUHVWV�DQG�WKHUHIRUH�HDFK�RI�WKHP�WULHV�WR�REWDLQ�DV�PXFK
FRQFHVVLRQ�DV�SRVVLEOH�IURP�WKH�RWKHUV�

,,��$GYDQWDJHV�DQG�'LVDGYDQWDJHV�IRU�WKH�3DUWLFLSDQWV

7KH�EHQHILWV�IRU�WKH�FUHGLWRU�EDQN�DUH�XVXDOO\�DVVRFLDWHG�ZLWK�DQ�LPSURYHPHQW
RI�WKH�OLTXLGLW\�SRVLWLRQ��7KH�RXWVWDQGLQJ�ORDQV�WR�KLJKO\�LQGHEWHG�FRXQWULHV�DUH
SURYLVLRQHG�DJDLQVW�ORVVHV�DQG�WKXV�E\�VHOOLQJ�D�ORDQ��WKH�EDQN�FDQ�LQYHVW�WKH�IUHHG
UHVRXUFHV�LQ�PRUH�SURILWDEOH�DVVHWV��%DQNV�DOVR�ZRXOG�SUHIHU�WR�GLYHUVLI\�WKHLU�ORDQ
SRUWIROLRV�DQG�UHGXFH�WKH�FUHGLW�H[SRVXUH�WKDW�FRXOG�EHFRPH�YHU\�KLJK�ODWHU��7KLV�LV
EHFDXVH�PDQ\�UHVFKHGXOLQJ�DJUHHPHQWV�UHTXLUHG�QHZ�ORDQV�WR�ILQDQFH�WKH
DGMXVWPHQW�SURJUDPV�RI�WKH�GHEWRUV��6LQFH�WKRVH�QHZ�ORDQV�ZHUH�XVXDOO\�H[WHQGHG
E\�WKH�FUHGLWRU�EDQNV�WKHLU�FRXQWU\�H[SRVXUH�LQFUHDVHG��)RU�WKH�VDPH�UHDVRQ�EDQNV
RIWHQ�HQJDJHG�LQ�DVVHW�WUDGLQJ�ZKLFK�VRPHWLPHV�SUHFHGHG�GHEW�HTXLW\�VZDSV�

,W�LV��JHQHUDOO\�EHOLHYHG�WKDW�WKH�JDLQV�IRU�WKH�GHEWRU�FRXQWU\�DULVH�IURP�WKH
UHGXFWLRQ�RI�WKH�GHEW�VWRFN��,Q�RUGHU�WR�DYRLG�FRQIXVLRQ�LW�LV�HVVHQWLDO�WR�SRLQW�RXW�WKDW
ZKDW�UHDOO\�PDWWHUV�IRU�WKH�GHEWRU�FRXQWU\�LV�WKH�QHW�LPSDFW�RI�WKH�GHEW�HTXLW\�VZDS�RQ
WKH�GRPHVWLF�HFRQRP\��)RU�WKDW�SXUSRVH�WKH�PRVW�FRQYHQLHQW�WRRO�WR�HYDOXDWH�WKH
HIIHFWV�RI�D�VZDS�DSSHDUV�WR�EH�WKH�EDODQFH�RI�SD\PHQWV�DQDO\WLFDO�IUDPHZRUN�



�

,Q�WKH�VLPSOH�FDVH�ZKHUH�WKH�UHGHPSWLRQ�YDOXH�LV�HTXDO�WR�WKH�IDFH�YDOXH�RI�WKH
ORDQ��WKH�GHFUHDVH�LQ�H[WHUQDO�OLDELOLWLHV�LV�PDWFKHG�H[DFWO\�E\�DQ�LQFUHDVH�LQ�WKH
IRUHLJQ�GLUHFW�LQYHVWPHQW�VR�WKDW�WKH�IRUHLJQ�DVVHWV�UHPDLQ�XQFKDQJHG��7KH�DQDO\VLV
EHFRPHV�D�OLWWOH�ELW�PRUH�FRPSOLFDWHG�ZKHQ�WKH�UHGHPSWLRQ�SULFH�GLIIHUV�IURP�WKH�IDFH
YDOXH��7KH�GLIIHUHQFH�EHWZHHQ�WKH�GHFUHDVH�LQ�IRUHLJQ�OLDELOLWLHV�DQG�WKH�LQFUHDVH�LQ
WKH�IRUHLJQ�GLUHFW�LQYHVWPHQW�LV�UHFRUGHG�DV�UHDOLVHG�FDSLWDO�JDLQ��7KH�DERYH
H[DPSOHV�DUH�EDVHG�RQ�WKH�DVVXPSWLRQ�WKDW�WKH�GLVFRXQW�YDOXH�RI�WKH�GHEW�LV�DW�OHDVW
HTXDO�WR�WKH�UHGHPSWLRQ�YDOXH���,I�WKH�UHYHUVH�KROGV�WUXH��WKH�LQYHVWRU�ZLOO�UHIXVH�WR
HQJDJH�LQ��WKH�WUDQVDFWLRQ���7KXV�IURP�WKH�YLHZSRLQW�RI�WKH�QHW�H[WHUQDO�SRVLWLRQ�RI�D
FRXQWU\�WKH�GHEW�HTXLW\�VZDS�LV�QRWKLQJ�EXW�DQ�H[FKDQJH�RI�RQH�W\SH�RI�REOLJDWLRQ�IRU
DQRWKHU��+RZHYHU��DQ�LPSRUWDQW�GLIIHUHQFH�RFFXUV�ZKHQ�ZH�FRQVLGHU�WKH�SUREOHP�LQ
G\QDPLFV��WKDW�LV�KRZ�WKH�WUDQVDFWLRQ�ZLOO�LQIOXHQFH�WKH�FXUUHQW�DFFRXQW�RI�WKH�EDODQFH
RI�SD\PHQWV��,Q�RUGHU�WR�GHWHUPLQH�WKH�QHW�HIIHFW�ZH�KDYH�WR�FRPSDUH�WKH�VFKHGXOHG
GHEW�VHUYLFH�ZLWK�WKH�IDFWRU�SD\PHQWV�DVVRFLDWHG�ZLWK�WKH�LQYHVWPHQW��,I�WKH�LQFRPH
WUDQVIHUUHG�DEURDG�LV�JUHDWHU�WKDQ�WKH�LQWHUHVW�SD\PHQWV�RQ�WKH�ORDQ�WKH�RXWFRPH�ZLOO
EH�D�GHWHULRUDWLRQ�RI�WKH�FXUUHQW�DFFRXQW�DQG�XOWLPDWHO\�D�GHFOLQH�LQ�WKH�IRUHLJQ
H[FKDQJH�UHVHUYHV��,Q�WKH�ORQJ�UXQ�WKHUH�DUH�VRPH�LPSRUWDQW�EHQHILWV�WKDW�FDQ�DULVH
IURP�SRVLWLYH�H[WHUQDOLWLHV��6LQFH�WKH�LQYHVWRUV�WKDW�EX\�WKH�HTXLW\�DUH�RIWHQ
PXOWLQDWLRQDO�FRPSDQLHV��WKH�HFRQRP\�EHQHILWV�IURP�WKH�WHFKQRORJLFDO�LQQRYDWLRQ�
7KH�SXUFKDVH�RI�HTXLW\�LV�XVXDOO\�DVVRFLDWHG�ZLWK�DGGLWLRQDO�LQYHVWPHQWV�ZKLFK�KDYH
D�SRVLWLYH�LQIOXHQFH�RQ�WKH�FDSLWDO�DFFRXQW�RI�WKH�EDODQFH�RI�SD\PHQWV�DQG�LQFUHDVH
WKH�DYDLODELOLW\�RI�IRUHLJQ�H[FKDQJH�

7KH�DGYDQWDJHV�IRU�WKH�LQYHVWLQJ�FRPSDQ\�GHULYH�IURP�WKH�RSSRUWXQLW\�WR�EX\
SURSHUW\�DW�WHUPV�PRUH�IDYRXUDEOH�WKDQ�WKH�FRPSDQ\�ZRXOG�JHW�LI�LW�SURFHHGV�LQ�WKH
WUDGLWLRQDO�ZD\��'HSHQGLQJ�RQ�WKH�VSHFLILF�OHJLVODWLRQ�RI�WKH�GHEWRU�FRXQWU\��DQG�WKH
VHFRQGDU\�GHEW�PDUNHW�G\QDPLFV��WKH�GLVFRXQWV�FDQ�EH�TXLWH�VLJQLILFDQW�

$OWKRXJK�GHEW�HTXLW\�VZDSV�FDQ�EH�EHQHILFLDO�LQ�VRPH�UHVSHFWV�WR�DOO�WKH�SDUWLHV
LQYROYHG��FHUWDLQ�SUREOHPV�FDQ�RFFXU�DV�ZHOO�

%DQNV�PLJKW�IDFH�GLIILFXOWLHV�LQ�FRPSO\LQJ�ZLWK�DFFRXQWLQJ�VWDQGDUGV�DQG�ORFDO
UHJXODWLRQV�

7KH�LPSDFW�RI�WKH�GHEW�HTXLW\�VZDSV�RQ�WKH�HFRQRP\�RI�WKH�GHEWRU�FRXQWU\�LV
RIWHQ�EHLQJ�DVVHVVHG�LQ�UHODWLRQ�WR�PRQHWDU\�SROLF\��,I�WKH�JRYHUQPHQW�DQG�WKH�FHQWUDO
EDQN�DV�LWV�DJHQW�LVVXH�PRQH\�ZKHQ�UHGHHPLQJ�WKH�SDSHU��LQIODWLRQ�PD\�DFFHOHUDWH�

)URP�WKH�LQYHVWRU¶V�SHUVSHFWLYH��WKH�JDLQV�IURP�WKH�WUDQVDFWLRQ�PD\�EH�RIIVHW�E\
WKH�UHVWULFWLRQV�RQ�GHEW�FRQYHUVLRQ�RSHUDWLRQV�WKDW�VRPH�RI�WKH�FRXQWULHV��LQWURGXFH�
$OWKRXJK�WKHVH�UHVWULFWLRQV��GLIIHU�LQ�WKH�GHWDLOV�WKH\�FDQ�EH�FODVVLILHG�LQ�WKUHH�PDLQ
JURXSV������FRQWURO�RQ�UHSDWULDWLRQ�RI�LQFRPH�DQG�FDSLWDO������FHLOLQJV�IRU�SD\PHQWV
ZLWK�GHEW�LQVWUXPHQWV��DQG�����LQGXVWU\�UHTXLUHPHQWV��7KH�PDMRULW\�RI�FRXQWULHV�WKDW
HQJDJH�LQ�GHEW�HTXLW\�VZDSV�WUDQVDFWLRQV�LPSRVH�VRPH�RI�WKH�DERYH�PHQWLRQHG
OLPLWDWLRQV�

,,,��&RXQWU\�([SHULHQFH

$UJHQWLQD�ZDV�DPRQJ�WKRVH�FRXQWULHV�WKDW�ILUVW�SDVVHG�UHJXODWLRQV�IRU�GHEW
FRQYHUVLRQ�RSHUDWLRQV�DV�SDUW�RI�D�UHVFKHGXOLQJ�SDFNDJH��$FFRUGLQJ�WR�WKH�VFKHPH
DGRSWHG�LQ������WKH�HOLJLEOH�GHEW�ZDV�WUDQVIRUPHG�LQWR�SURPLVVRU\�QRWHV�ZKLFK�FRXOG
EH�XVHG�IRU�SXUFKDVLQJ�HTXLW\��/DWHU�WKH�UHJXODWLRQ�ZDV�FKDQJHG�LQ�D�ZD\�WKDW
UHGXFHG�WKH�EHQHILW�WR�WKH�LQYHVWRU��+H�ZDV�QRW�DOORZHG�WR�SD\�ZLWK�GHEW�LQVWUXPHQWV
PRUH�WKDQ�����RI�WKH�YDOXH�RI�WKH�LQYHVWPHQW��7KLV�UHTXLUHPHQW�UHIOHFWHG�WKH�ULVLQJ
FRQFHUQV�RI�WKH�ORFDO�DXWKRULWLHV�WKDW�GHEW�HTXLW\�VZDSV�GLVSODFH�WKH�LQIORZV�RI�IUHVK
PRQH\�WKDW�ZRXOG�KDYH�RFFXUUHG�RWKHUZLVH�

,Q������DJDLQ�WKH�VFKHPH�ZDV�UHYLVHG�DQG�WKH�SURSRUWLRQ�RI�GHEW�WR�IUHVK
PRQH\�ZDV�LQFUHDVHG�WR�������SHUFHQW��$UJHQWLQH¶V�OHJLVODWLRQ�LPSRVHG�DOVR
OLPLWDWLRQV�RQ�UHSDWULDWLRQ�RI�LQFRPH����\HDUV���DQG�FDSLWDO�����\HDUV��

6LPLODU�WR�WKH�$UJHQWLQHDQ�FDVH��LQ�%UD]LO�WKH�UHSDWULDWLRQ�RI�FDSLWDO�ZDV�EDQQHG
IRU����\HDUV�ZKLOH�GLYLGHQGV�JHQHUDWHG�E\�WKH�LQYHVWPHQW�FRXOG�EH�WUDQVIHUUHG�IUHHO\
DEURDG�EXW�RQO\�LI�WKH\�GLG�QRW�H[FHHG�����RI�WKH�UHJLVWHUHG�FDSLWDO��,Q�DGGLWLRQ�
IRUHLJQ�LQYHVWRUV�ZHUH�QRW�DOORZHG�WR�WDNH�FRQWURO�RYHU�ORFDO�ILUPV�WKURXJK�GHEW�HTXLW\
VZDSV�

-DPDLFD¶V�DSSURDFK�WR�GHEW�HTXLW\�VZDSV�SURYLGHV�DQ�H[DPSOH�RI�VHFWRU
VSHFLILF�FRQYHUVLRQ�VFKHPH��,Q�FRPSOLDQFH�ZLWK�WKH�GHEW�FDSLWDOLVDWLRQ�SURJUDP�RI
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�����WKH�%DQN�RI�-DPDLFD�GHWHUPLQHG�WKH�³SULRULW\�DUHDV´�IRU�ZKLFK�LQYHVWRUV�FRXOG
DSSO\��6RPH�RI�WKH�SUHIHUUHG�DFWLYLWLHV�ZHUH�FRQVWUXFWLRQ�RI�KRWHOV�DQG�IDFWRULHV��DQG
SURGXFWLRQ�RU�SURFHVVLQJ�RI�H[SRUW�JRRGV��7KH�DPRXQW�RI�WKH�HOLJLEOH�GHEW�XQGHU�WKLV
SURJUDP�ZDV�����POQ�86�GROODUV�DQG�WKH�JRYHUQPHQW¶V�LQWHQWLRQ�ZDV�WR�DFKLHYH����
UHGXFWLRQ�RI�WKH�GHEW�VWRFN�LQ�ILYH�\HDUV��,Q�RUGHU�WR�SURYLGH�DGGLWLRQDO�LQFHQWLYHV�WR
LQYHVWRUV�WR�HQJDJH�LQ�SDUWLFXODU�EXVLQHVVHV��WKH�&HQWUDO�EDQN�FKDUJHG�GLIIHUHQW
FRPPLVVLRQ�IHHV�IRU�WKH�GLIIHUHQW�SURMHFWV�

7KH�ODVW�FDVH�WKDW�ZLOO�EH�UHYLHZHG�LV�0H[LFR¶V�GHEW�FRQYHUVLRQ�SURJUDP��7KH
H[SHULHQFH�RI�0H[LFR�LV�UHOHYDQW�WR�RXU�GLVFXVVLRQ�EHFDXVH�LW�LV�WKH�ILUVW�FRXQWU\�WKDW
DFFRPSOLVKHG�GHEW�UHVWUXFWXULQJ�XQGHU�WKH�%UDG\�LQLWLDWLYH��,Q�WKH�JHQHUDO�FDVH�RI�D
GHEW�HTXLW\�VZDS�ZH�DVVXPH�WKDW�WKH�FUHGLWRU�EDQN�ZDQWV�IRU�VRPH�UHDVRQ�WR
GLVSRVH�RI�D�ORDQ�E\�VHOOLQJ�LW�WR�DQ�LQYHVWRU��7KRXJK�WKH�DQDO\WLFDO�IUDPHZRUN
SUHVHQWHG�DERYH�GLG�QRW�HQYLVDJH�H[SOLFLWO\�WKH�FRQYHUVLRQ�RI�%UDG\�ERQGV�LQWR
HTXLW\��WKH�VDPH�FRQVLGHUDWLRQ�LV�YDOLG�

7KH�QHZ�FRQYHUVLRQ�SURJUDP�RI�0H[LFR��HQIRUFHG�DIWHU�WKH�%UDG\�GHDO��OLPLWHG
WKH�VFRSH�RI�WKH�GHEW�HTXLW\�VZDSV�RQO\�WR�SXUFKDVH�RI�VWDWH�RZQHG�FRPSDQLHV�DQG
SDUWLFLSDWLRQ�LQ�LQIUDVWUXFWXUH�SURMHFWV��7KH�GHEW�LQVWUXPHQWV�WKDW�FRXOG�EH�XVHG�LQ
SULYDWLVDWLRQ�ZHUH�GLVFRXQW�ERQGV�DQG�SDU�ERQGV��8S�WR�����RI�WKH�YDOXH�RI�WKH
LQYHVWPHQW�FRXOG�EH�SDLG�ZLWK�%UDG\�ERQGV��7KH�VZDS�PHFKDQLVP�ZDV�EDVHG�RQ
DXFWLRQV��'LVFRXQW�ERQGV�FRXOG�EH�FRQYHUWHG�DW�IDFH�YDOXH�ZKLOH�WKH�FRQYHUVLRQ�UDWH
IRU�WKH�3$5�ERQGV�ZDV�QR�PRUH�WKDQ�����RI�WKH�IDFH�YDOXH�

,9��5HVWUXFWXULQJ�RI�%XOJDULD¶V�([WHUQDO�'HEW

,Q�WKH�SHULRG�����������%XOJDULD�UHFRUGHG�D�JURZLQJ�GHILFLW�LQ�LWV�FRQYHUWLEOH
FXUUHQF\�WUDGH��7ZR�IDFWRUV�FRQWULEXWHG�PRVW�WR�WKH�GHWHULRUDWLRQ�RI�WKH�WUDGH�EDODQFH
LQ�WKH�VHFRQG�KDOI�RI�WKH�HLJKWLHV��7KHVH�DUH�WKH�GHFUHDVHG�VXSSO\�RI�6RYLHW�RLO�ZKLFK
ZDV�SUHYLRXVO\�UH�H[SRUWHG�WR�WKH�2(&'�DQG�GHYHORSLQJ�FRXQWULHV��DQG�WKH�ORVV�RI
FRPSHWLWLYHQHVV�LQ�WKH�PDQXIDFWXULQJ�VHFWRU�
7KH�VHULRXV�FXUUHQW�DFFRXQW�SUREOHPV�FRXSOHG�ZLWK�DQ�DPELWLRXV�LQYHVWPHQW�SURJUDP
IRUFHG�%XOJDULD�WR�ERUURZ�KHDYLO\�IURP�WKH�LQWHUQDWLRQDO�PDUNHWV��$V�D�UHVXOW�WKH
H[WHUQDO�GHEW�URVH�WR�����ELOOLRQ�86'�LQ�������RU������RI�DOO�H[SRUWV�RI�*1)6

�
�

&KDUW���

([WHUQDO 'HEW DQG &XUUHQW $FFRXQW %DODQFH LQ &RQYHUWLEOH &XUUHQFLHV
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([WHUQDO GHEW &XUUHQW DFFRXQW EDODQFH �ULJKW VFDOH�

6RXUFH��:RUOG�%DQN�7DEOHV��,0)�DQG�:RUOG�%DQN�VWDII�HVWLPDWHV
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,Q�0DUFK������WKH�%XOJDULDQ�JRYHUQPHQW�DQQRXQFHG�D�PRUDWRULXP�RQ�WKH
SULQFLSDO�UHSD\PHQW�DIWHU�WKH�IRUHLJQ�H[FKDQJH�UHVHUYHV�ZHUH�GHSOHWHG��,W�WRRN�PRUH
WKDQ�WKUHH�\HDUV�RI�QHJRWLDWLRQV�WR�FRPH�WR�DQ�DJUHHPHQW�ZLWK�WKH�IRUHLJQ�FUHGLWRUV�
7KH�GHDO�ZLWK�WKH�/RQGRQ�&OXE�ZDV�ILQDOLVHG�LQ�-XO\������DQG�%XOJDULD�UHVXPHG�WKH
GHEW�VHUYLFH�LQ�DFFRUGDQFH�ZLWK�WKH�DGRSWHG�SODQ�

7KH�%XOJDULDQ�%UDG\�GHDO�FRYHUV�WKH�WRWDO�DPRXQW�RI������ELOOLRQ�RI�86�GROODUV
RXWVWDQGLQJ�GHEW�RI�ZKLFK������EOQ�86'�SULQFLSDO�DQG������EOQ�86'�LQWHUHVW�RYHUGXH�
$ERXW�����IRUHLJQ�FUHGLWRU�EDQNV�MRLQHG��WKH�/RQGRQ�&OXE��5XVVLDQ�EDQNV�DQG�WKH
1DWLRQDO�%DQN�RI�3RODQG�ZKLFK�WRJHWKHU�KHOG�VRPH�����POQ��86'�RI�%XOJDULDQ�GHEW
GHFLGHG�WR�DUUDQJH�WKHLU�FODLPV�RQ�D�ELODWHUDO�EDVLV�DQG�GLG�QRW�SDUWLFLSDWH�LQ�WKH
UHVWUXFWXULQJ�DJUHHPHQW�

7KH�WRWDO�GHEW�DQG�GHEW�VHUYLFH�UHGXFWLRQ�RSHUDWLRQ�FRVWV�DUH�HVWLPDWHG�DW����
POQ��86'��7KHVH�LQFOXGH�

x������POQ��86'�IRU�WKH�EX\EDFN�RI������EOQ�86'�RI�GHEW�DW�SULFH��������RI�WKH
IDFH�YDOXH

x������POQ��86'�IRU�WKH�SXUFKDVH�RI����\HDU�86�7UHDVXU\�ERQGV�WKDW�VHUYH�DV�D
FROODWHUDO�RI�WKH�QHZO\�LVVXHG�ERQGV

x������POQ��86'�IRU�WKH�SXUFKDVH�RI�86�7UHDVXU\�ERQGV�PDWXULQJ�LQ������ZKLFK
FRYHU�WKH�LQWHUHVW�SD\PHQWV�IRU������

7KH�RYHUDOO�GHEW�UHGXFWLRQ�RI�������SODFHG�WKH�%XOJDULDQ�%UDG\�GHDO�DPRQJ�WKH
PRVW�IDYRXUDEOH�RQHV�DFKLHYHG�E\�GHEWRU�FRXQWULHV��$IWHU�WKH�UHVWUXFWXULQJ�WKH
DPRXQW�RI�WKH�RXWVWDQGLQJ�GHEW�LV�����EOQ�86'�RI�ZKLFK�����EOQ�86'�WR�KROGHUV�RI
%UDG\�ERQGV�

7KUHH�GHEW�LQVWUXPHQWV�ZHUH�LVVXHG�XQGHU�WKH�DJUHHPHQW�ZLWK�WKH�SULYDWH
FUHGLWRUV������FROODWHUDOLVHG�GLVFRXQW�ERQGV��',6&V�������IURQW�ORDGHG�LQWHUHVW
UHGXFWLRQ�ERQGV��)/,5%V���DQG�����LQWHUHVW�DUUHDUV�ERQGV��,$%V���7DEOH���VXPPDULVHV
WKH�PDLQ�FKDUDFWHULVWLFV�RI�WKHVH�ERQGV�

7DEOH���

'LVFRXQW�%RQGV )/,5%V ,$%V

'DWH�RI�WKH�LVVXH -XO\��������� -XO\��������� -XO\���������

0DWXULW\�GDWH -XO\��������� -XO\��������� -XO\���������

1RPLQDO�YDOXH�RI�WKH�LVVXH� ������POQ�86' ������POQ��86' ������POQ��86'

,QWHUHVW�UDWH
����������������,VVXH��$


����������������,VVXH��%



��PRQWK�/,%25
��������

��PRQWK�/,%25
�������

<HDUV
�����������������
��������������
�����
��������������������
���������������
�����
��������������������
�����������
PRQWK�/,%25��
�����

WKH�UDWH�IRU
LVVXH�$�������

��PRQWK�/,%25
��������

,QWHUHVW�SD\PHQWV 6HPL�DQQXDO 6HPL�DQQXDO 6HPL�DQQXDO

&ROODWHUDO�RI�WKH�SULQFLSDO =HUR�FRXSRQ
86�7UHDVXU\
ERQGV

=HUR�FRXSRQ
86�7UHDVXU\
ERQGV

���������

$PRUWLVDWLRQ 2QH�WLPH
UHSD\�PHQW�DW
PDWXULW\

��\HDUV�JUDFH
SHULRG�IROORZHG
E\����VHPL�
DQQXDO
LQVWDOOPHQWV

��\HDUV�JUDFH
SHULRG�IROORZHG
E\����VHPL�
DQQXDO
LQVWDOOPHQWV

)DFH�YDOXH�RI�D�VLQJOH�ERQG ����7K��86' ����7K��86' ����7K��86'


�,QFOXGHV�ERQGV�WKDW�UHSODFHG�PHGLXP�DQG�ORQJ�WHUP�GHEW�DQG�����RI�WKH
VKRUW�WHUP�GHEW



�,QFOXGHV�ERQGV�WKDW�UHSODFHG�WKH�UHPDLQLQJ�����RI�WKH�VKRUW�WHUP�GHEW



�

9��'HEW�&RQYHUVLRQ�$FWLYLWLHV�LQ�%XOJDULD

7KH�OHJDO�IRXQGDWLRQV�RI�WKH�GHEW�HTXLW\�VZDSV�LQ�%XOJDULD�ZHUH�ODLG�E\
5HJXODWLRQ�1R������RI�WKH�&RXQFLO�RI�0LQLVWHUV�DSSURYHG�RQ�1RYHPEHU�����������7KLV
JRYHUQPHQW¶V�DFW�SUDFWLFDOO\�HQIRUFHG�ZKDW�DOUHDG\�KDG�EHHQ�DJUHHG�LQ�SULQFLSOH�ZLWK
WKH�FUHGLWRUV�XQGHU�WKH�WHUPV�RI�WKH�/RQGRQ�&OXE�GHDO���7KH�UHJXODWLRQ�UHVSHFWV�WKH
LPSRUWDQW�SULQFLSOH�RI�QRQ�GLVFULPLQDWLRQ�VR�WKDW�DQ\�KROGHU�RI��HOLJLEOH�ERQGV�
LUUHVSHFWLYH�RI�QDWLRQDOLW\��FDQ�SDUWLFLSDWH�LQ�WKH�SULYDWLVDWLRQ�WKURXJK�GHEW�FRQYHUVLRQ�

2QO\�WZR�RXW�RI�WKH�WKUHH�LQVWUXPHQWV�LVVXHG�DIWHU�WKH�UHVWUXFWXULQJ�RI�%XOJDULD¶V
IRUHLJQ�GHEW�FDQ�EH�XVHG�LQ�SULYDWLVDWLRQ��7KHVH�DUH�WKH�GLVFRXQW�ERQGV�DQG�WKH�IURQW
ORDGHG�LQWHUHVW�UHGXFWLRQ�ERQGV��'LVFRXQW�ERQGV�DUH�H[FKDQJHG�IRU�HTXLW\�DW�IDFH
YDOXH�DQG�)/,5%V�DW�����RI�WKHLU�IDFH�YDOXH���7KH�GLIIHUHQW�WUHDWPHQW�FUHDWHV�D
VWURQJ�ELDV�LQ�IDYRXU�RI�WKH�',6&V�VLQFH�WKHLU�FXUUHQW�PDUNHW�SULFH�LV�DERXW���F�SHU
GROODU�ZKLOH�WKH�SULFH�RI�WKH�)/,5%V�LV���F�SHU�GROODU�SDU�YDOXH��$�SRVVLEOH
H[SODQDWLRQ�IRU�VXFK�DQ�DSSURDFK��ZKLFK�YLRODWHV�WKH�SULQFLSOH�RI�QHXWUDOLW\�EHWZHHQ
WKH�GLIIHUHQW�LQVWUXPHQWV���LV�FRQQHFWHG�ZLWK�WKH�IDFW�WKDW�DW�WKH�WLPH�ZKHQ�5HJXODWLRQ
����ZDV�SUHSDUHG�WKH�)/,5%V�ZHUH�WZLFH�OHVV�H[SHQVLYH�WKDQ�WKH�',6&V��7KH
DXWKRULWLHV�GLG�QRW�WDNH�LQWR�DFFRXQW�WKH�IDFW�WKDW�WKH�UHODWLYH�SULFH�RI�WKH�)/,5%V�ZDV
OLNHO\�WR�ULVH�ZLWK�WKH�LQFUHDVH�RI�WKH�LQWHUHVW�UDWH�LQ�FRPSOLDQFH�ZLWK�WKH�GHEW
VHUYLFLQJ�VFKHGXOH��

7KH�OHYD�YDOXH�RI�WKH�ERQGV�LV�GHWHUPLQHG�E\�PXOWLSO\LQJ�WKH�GROODU�YDOXH�E\�WKH
DYHUDJH�FHQWUDO�EDQN�H[FKDQJH�UDWH�IRU�WKH�VL[�PRQWK�SHULRG�SUHFHGLQJ�WKH�GDWH�RI
WKH�SULYDWLVDWLRQ�FRQWUDFW��7KH�EDFNZDUG�ORRNLQJ�DSSURDFK�ZDV�DGRSWHG�EHFDXVH�RI
WKH�KLJK�YRODWLOLW\�RI�WKH�%XOJDULDQ�IRUHLJQ�H[FKDQJH�PDUNHW��&OHDUO\��ZKHQ�WKH
H[FKDQJH�UDWH�LV�DSSUHFLDWLQJ�LQYHVWRUV�ORVH�YDOXH�LQ�OHYD�FRPSDUHG�WR�WKH�VLWXDWLRQ
ZKHQ�WKH�ERQG�LV�FRQYHUWHG�DW�WKH�SUHYDLOLQJ�UDWH�ZKHQ�WKH�GHDO�LV�PDGH�

5HJXODWLRQ�����LQ�LWV�LQLWLDO�IRUP�GLG�QRW�FRQWDLQ�FODXVHV�LPSRVLQJ�UHVWULFWLRQV�RI
WKH�NLQG�WKDW�LV�RIWHQ�HQFRXQWHUHG�LQ�RWKHU�FRXQWULHV¶�GHEW�FRQYHUVLRQ�SURJUDPV�
7KHUH�ZHUH�RQO\�VHYHUDO�FDVHV�ZKHUH�%UDG\�ERQGV�FRXOG�QRW�EH�XVHG������LQ
SULYDWLVDWLRQ�RI�PXQLFLSDO�SURSHUW\������DV�D�PHDQV�RI�SD\PHQW�ZKHQ�WKHUH�LV�D�GLUHFW
VDOH�RI�VKDUHV��DQG�����WR�FRYHU�SHQDOWLHV�IRU�EUHDFK�RI�SULYDWLVDWLRQ�FRQWUDFWV��WD[HV�
IHHV�DQG�RWKHU�FODLPV�RI�WKH�VWDWH�

/DWHU�KRZHYHU��ZKHQ�WKH�VRFLDOLVW�JRYHUQPHQW�WKDW�WRRN�RIILFH�LQ�WKH�EHJLQQLQJ
RI�������WKH�FRQYHUVLRQ�UHJLPH�ZDV�UHYLVHG�LQ�D�ZD\�WKDW�GLVFRXUDJHG�LQYHVWRUV�WR
HQJDJH�LQ�GHEW�HTXLW\�VZDS�WUDQVDFWLRQV��$FFRUGLQJ�WR�WKH�DPHQGPHQWV�LQ
5HJXODWLRQ�����WKH�LQYHVWRU�PXVW�WDNH�WKH�REOLJDWLRQ�QRW�WR�UHSDWULDWH�LQFRPH
JHQHUDWHG�E\�WKH�LQYHVWPHQW�IRU���\HDUV�DQG�FDSLWDO�IRU����\HDUV�DQG�WKH�SULYDWLVDWLRQ
DXWKRULW\�FDQQRW�DFFHSW�SD\PHQWV�ZLWK�%UDG\�ERQGV�H[FHHGLQJ�����RI�WKH�YDOXH�RI
WKH�WUDQVDFWLRQ�

7KHUH�LV�HQRXJK�HYLGHQFH�WKDW�WKH�LQWURGXFWLRQ�RI�D�GHEW�HTXLW\�VZDSV�SURJUDP
JDYH�DQ�LPSHWXV�WR�WKH�SULYDWLVDWLRQ�SURFHVV�DW�WKH�EHJLQQLQJ��6RPH�RI�WKH�ELJJHVW
SULYDWLVDWLRQ�GHDOV�ZHUH�SDLG�IRU�ZLWK�%UDG\�ERQGV��,W�VKRXOG�EH�VWUHVVHG�WKDW�WKH
PRVW�VLJQLILFDQW�WUDQVDFWLRQV�WRRN�SODFH�EHIRUH�WKH�UHVWULFWLRQV�RQ�UHSDWULDWLRQ�DQG
SD\PHQWV�ZHUH�LPSRVHG�

9,��3ROLF\�5HFRPPHQGDWLRQV

%XOJDULD�LV�SUHSDULQJ�IRU�WKH�LQWURGXFWLRQ�RI�D�FXUUHQF\�ERDUG�E\�WKH�PLGGOH�RI
������7KH�FXUUHQF\�ERDUG�LV�H[SHFWHG�WR�HQVXUH�D�VWDEOH�PDFURHFRQRPLF
HQYLURQPHQW�ZKLFK�LV�HVVHQWLDO�IRU�WKH�UHYLYDO�RI�HFRQRPLF�DFWLYLWLHV��+RZHYHU��QR
VWDELOLVDWLRQ�SURJUDP��QR�PDWWHU�KRZ�VWURQJ�LW�PD\�EH��LV�OLNHO\�WR�EH�VXFFHVVIXO
XQOHVV�LW�LV�DFFRPSDQLHG�E\�ILVFDO�DQG�UHDO�VHFWRU�UHVWUXFWXULQJ��7KH�%XOJDULDQ
H[SHULHQFH�RI�WKH�ODVW�WZR�\HDUV�LV�DQ�RXWVWDQGLQJ�H[DPSOH�LQ�WKLV�UHVSHFW�

7KH�DSSURDFK�WR�HFRQRPLF�UHIRUPV�RI�WKH�IRUPHU�VRFLDOLVW�FRXQWULHV�KDV�VKRZQ
WKDW�UHVWUXFWXULQJ�VKRXOG�IROORZ�SULYDWLVDWLRQ��5HVWUXFWXULQJ�ZLOO�KDUGO\�RFFXU�XQGHU
VWDWH�FRQWURO�RI�WKH�SURSHUW\��RU�LI�LW�GRHV��LW�ZLOO�QRW�EH�PDUNHW�EDVHG�DQG�FRXOG
LQFUHDVH�GLVWRUWLRQV�DQG�LQHIILFLHQFLHV�LQVWHDG�RI�DEROLVKLQJ�WKHP��7KHUHIRUH��LQ�RUGHU
WR�HQVXUH�WKH�VXVWDLQDELOLW\�RI�WKH�FXUUHQF\�ERDUG�D�PDVVLYH�WUDQVIRUPDWLRQ�RI
RZQHUVKLS�PXVW�EH�DFFRPSOLVKHG�



�

7KH�LQWHULP�JRYHUQPHQW�WKDW�ZDV�DSSRLQWHG�LQ�)HEUXDU\�GHFODUHG�LWV�VWURQJ
FRPPLWPHQW�WR�IDVW�DQG�WUDQVSDUHQW�SULYDWLVDWLRQ�

7KHUH�LV�QR�GRXEW�WKDW�VXSSO\�LV�LPSRUWDQW�EXW�LW�LV�RQO\�RQH�VLGH�RI�WKH�PDUNHW��,W
LV�HTXDOO\�LPSRUWDQW�WR�KDYH�VXIILFLHQW�GHPDQG�WR�PDWFK�WKH�VXSSO\��7KLV�LV�WKH�NH\
SRLQW�WKDW�PXVW�EH�VWUHVVHG�XSRQ��:KLOH�WKH�VXSSO\�LV�HQWLUHO\�XQGHU�WKH�FRQWURO�RI�WKH
DXWKRULWLHV��WKH�JRYHUQPHQW�FDQ�GR�YHU\�OLWWOH�DERXW�GHPDQG��6WLOO�LW�FDQ�IDFLOLWDWH�WKH
DFFHVV�WR�SULYDWLVDWLRQ�E\�LPSOHPHQWLQJ�WKH�SURSHU�SROLFLHV�

7KH�ILUVW�WKLQJ�WKDW�QHHGV�WR�EH�DFKLHYHG�LV�WR�UHJDLQ�WKH�FRQILGHQFH�RI�WKH
HFRQRPLF�DJHQWV�WKURXJK�D�VWURQJ�VWDELOLVDWLRQ�SURJUDP��,QYHVWRUV��ERWK�GRPHVWLF
DQG�IRUHLJQ��VKRXOG�EH�FRQYLQFHG�QRW�WR�H[HUFLVH�WKH�VR�FDOOHG�³ZDLWLQJ�RSWLRQ´�EXW
UDWKHU�WR�LQYHVW�WKHLU�PRQH\�LQ�SURGXFWLYH�FDSLWDO��%XW�WKLV�LV�RQO\�WKH�³PDFUR´�SDUW�RI
WKH�VWRU\��2Q�PLFUR�OHYHO��HYHQ�WKRXJK�PDQ\�%XOJDULDQ�LQYHVWRUV�DUH�ZLOOLQJ�WR�WDNH
SDUW�LQ�SULYDWLVDWLRQ�WKH\�PD\�QRW�EH�DEOH�WR�GR�VR�EHFDXVH�RI�WKH�VKRUWDJH�RI
UHVRXUFHV��7KH�UHFHQW�HFRQRPLF�GHYHORSPHQWV�KDYH�OHG�WR�D�VHYHUH�UHGXFWLRQ�RI�WKH
VDYLQJV�

&KDUW��

*URVV 1DWLRQDO 6DYLQJV

�SHUFHQW RI *'3�

�

�

��

��

��

��

���� ���� ���� ���� ���� ���� �P ����

6RXUFH��16,��%1%��$XWKRU¶V�FDOFXODWLRQV

7KH�GHEW�HTXLW\�VZDSV�SURYLGH�D�JRRG�RSSRUWXQLW\�WR�DFTXLUH�HTXLW\�FKHDSHU�DV
FRPSDUHG�WR�D������FDVK�SD\PHQW��,I�WKH�ORZ�OHYHO�RI�JURVV�QDWLRQDO�VDYLQJV�LV�WDNHQ
LQWR�FRQVLGHUDWLRQ��WKH�FODXVH�ZKLFK�OLPLWV�SD\PHQWV�LQ�%UDG\�ERQGV�WR�����RI�WKH
YDOXH�RI�WKH�LQYHVWPHQW�LV�LUUHOHYDQW�WR�WKH�FXUUHQW�HFRQRPLF�VLWXDWLRQ�DQG�VKRXOG�EH
GLVFRQWLQXHG��,W�KDV�WR�EH�PHQWLRQHG�WKDW�WKH�OHJLVODWLRQ�DOORZV�WKH�UHPDLQLQJ�����WR
EH�SDLG�LQ�GRPHVWLF�GHEW�ERQGV��7KH�3ULYDWLVDWLRQ�$JHQF\�KRZHYHU�KDV�WKH�DXWKRULW\
WR�UHTXLUH�FDVK�SD\PHQW���7KLV�ZDV�GRQH�LQ������EXW�ODWHU�ZDV�DEDQGRQHG���7KH�EHVW
DSSURDFK�WR�WKH�LVVXH�ZRXOG�EH�WR�UHVWRUH�WKH�SUHYLRXV�UHJLPH�DQG�OHDYH�LQYHVWRUV�WR
GHFLGH�ZKDW�FRPELQDWLRQ�RI�LQVWUXPHQWV�WR�FKRRVH��,I�WKHUH�DUH�D�ORW�RI�ELGV�IRU�D
SDUWLFXODU�HQWHUSULVH��WKH�3ULYDWLVDWLRQ�$JHQF\�FDQ�RUJDQLVH�DXFWLRQV�DQG�FKRRVH�WKH
EHVW�WHUPV��7KLV�ZLOO�PDNH�WKH�SURFHVV�WUDQVSDUHQW�

7KH�UHVWULFWLRQV�RQ�UHSDWULDWLRQ�RI�LQFRPH�DQG�FDSLWDO�DUH�QRW�XQXVXDO�LQ�WKH
SUDFWLFH�RI�WKH�GHYHORSLQJ�FRXQWULHV��8QOLNH�WKH�/DWLQ�$PHULFD�FRXQWULHV�ZKLFK�HQMR\
HQRXJK�LQWHUHVW�IURP�WKH�SDUW�RI�IRUHLJQ�LQYHVWRUV��%XOJDULD�IDFHV�GLIILFXOWLHV�LQ
DWWUDFWLQJ�FDSLWDO�IURP�DEURDG��0DLQWDLQLQJ�WKH�SUHVHQW�UHJXODWLRQV�LV
FRXQWHUSURGXFWLYH�VLQFH�WKH�FRXQWU\�ULVN�LV�VWLOO�KLJK�DQG�LQYHVWRUV�UHTXLUH�WUXVWZRUWK\
JXDUDQWHHV�WKDW�WKH\�ZLOO�EH�DEOH�WR�JHW�WKHLU�PRQH\�EDFN�

'LUHFW�LQYHVWPHQWV�DUH�HVVHQWLDO�LQ�WKH�UHVWUXFWXULQJ�SHULRG�HVSHFLDOO\�ZKHQ�WKH
LQWHUQDO�VRXUFHV�RI�WKH�HFRQRP\�DUH�LQVXIILFLHQW��WR�FDUU\�RXW�WKH�QHFHVVDU\�UHIRUPV�
)RUHLJQ�LQYHVWRUV�RIWHQ�FKRRVH�H[SRUW�RULHQWHG�LQGXVWULHV�ZKLFK�KHOSV�WKH�FRXQWU\�WR
LPSURYH�WKH�WUDGH�EDODQFH��7KH�JDLQV�IURP�WKH�HQKDQFHG�H[SRUW�SHUIRUPDQFH�FDQ



�

RIIVHW�WKH�RXWIORZ�RI�LQFRPH�DQG�WKXV�WKH�RYHUDOO�HIIHFW�IRU�WKH�EDODQFH�RI�SD\PHQWV
ZLOO�EH�SRVLWLYH�

7KHUH�DUH�D�QXPEHU�RI�LQGLUHFW�EHQHILWV�WR�WKH�HFRQRP\�DULVLQJ�IURP�WKH�GLUHFW
IRUHLJQ�LQYHVWPHQW�OLNH�LQFUHDVH�LQ�HPSOR\PHQW�DQG�LQ�WKH�WD[�EDVH��7KH
WHFKQRORJLFDO�LQQRYDWLRQ�DQG�EHWWHU�PDQDJHPHQW�SUDFWLFHV�WKDW�DUH�XVXDOO\
DVVRFLDWHG�ZLWK�QHZ�LQYHVWPHQWV�FDQ�VLJQLILFDQWO\�LQFUHDVH�WKH�IDFWRU�SURGXFWLYLW\�DQG
UHVWRUH�HFRQRPLF�JURZWK�

5HIHUHQFHV�

$OH[DQGURY��6��³%XOJDULDQ�%UDG\�%RQGV´��%DQN�5HYLHZ��������
%ODFNZHOO��0��DQG�1RFHUD��6��³'HEW�(TXLW\�6ZDSV´
:RRQNL�6XQJ�³'HEW�&RQYHUVLRQ�3URJUDPV�DQG�5HFHQW�&RQYHUVLRQ�$FWLYLWLHV�LQ
6HOHFWHG�&RXQWULHV´��:RUOG�%DQN������



�

'HEW�HTXLW\�VZDSV

E\�9DOHQWLQ�&KDYGDURY

*RYHUQPHQW�GHEW

7KH� PRVW� LPSRUWDQW� SUREOHP� IRU� WKH� %XOJDULDQ� HFRQRP\� LV� WKH� GHEW� LVVXH�� 'HEW
VHUYLFLQJ� DEVRUEHG� DOPRVW� ���� RI� WKH� WRWDO� EXGJHW� H[SHQGLWXUHV�� /DUJH� LQWHUHVW
SD\PHQWV�FRQWULEXWH�WR�WKH�KXJH�EXGJHW�GHILFLW��7KH�%XOJDULDQ�HFRQRP\�PDLQWDLQHG�D
FRQVLGHUDEOH� SULPDU\� VXUSOXV� �GHILFLW� QHW� RI� LQWHUHVW� SD\PHQWV�� VLQFH� ������ 7KLV
LQGLFDWHV� WKDW� QRQ�LQWHUHVW� H[SHQGLWXUHV� DUH� YHU\� UHVWULFWHG�� 7KHUH� LV� QR� URRP� WR
LQFUHDVH� WKH� SULPDU\� VXUSOXV� LQ� RUGHU� WR� UHGXFH� WKH� WRWDO� GHILFLW�� 7KH� RQO\� ZD\� WR
UHGXFH� EXGJHW� GHILFLW� DQG� LQIODWLRQDU\� SUHVVXUH�� � LV� WKURXJK� PRUH� HIIHFWLYH� GHEW
PDQDJHPHQW

7DEOH��
*RYHUQPHQW�GHEW�DW�WKH�HQG�RI�SHULRG
�EOQ�%*/�

�������� �������� ��������

/RQJ�WHUP�FRPSRQHQW ����� ����� ������
6KRUW�WHUP�FRPSRQHQW ���� ����� �����

7RWDO ����� ������ ������

7KH�GHEW�EXUGHQ�LQFUHDVHG�PRUH�WKDQ�HLJKW�WLPHV�VLQFH�WKH�HQG�RI�������7KHUH�ZHUH
WZR�LPSRUWDQW�IDFWRUV�ZKLFK�FRQWULEXWHG�WR�WKLV�IDFW��)LUVW��WKH�EXGJHW�GHILFLW�ILQDQFLQJ
SUDFWLFH��$ERXW�����RI�WKH�EXGJHW�GHILFLW�KDV�EHHQ�ILQDQFHG�E\�PHDQV�RI�JRYHUQPHQW
ERQGV��7KH�6WDWH�6DYLQJV�%DQN�DQG�FRPPHUFLDO�EDQNV�ERXJKW�WKH�ELJJHU�SDUW�RI�WKH
ERQGV��7KH�EDODQFH�VKHHWV�RI� WKH�EDQNV�FRQVLVWHG�SULPDULO\�RI� VKRUW� WHUP� OLDELOLWLHV
DQG� D� ORW� RI� QRQ�SHUIRUPLQJ� DVVHWV�� )RU� WKDW� UHDVRQ� EDQNV� GHPDQGHG� VKRUW� WHUP
ERQGV�ZLWK�KLJK�\LHOG������RI�WKH�JRYHUQPHQW�VHFXULWLHV��LVVXHG�LQ�������ZHUH�VKRUW
WHUP��7KH�VHFRQG�IDFWRU�IRU�GHEW�LQFUHDVH�ZDV�WKH�VRIW�EXGJHW�FRQVWUDLQWV��7KH�EDQNV
DQG�QRQ�ILQDQFLDO�HQWHUSULVHV�FRQWLQXHG�RSHUDWLQJ�XQGHU�VRIW�EXGJHW�FRQVWUDLQWV�DQG
DFFXPXODWHG� ORVVHV�� ,Q� RUGHU� WR� UHGXFH� TXDVL�ILVFDO� GHILFLWV� LQ� WKH� HFRQRP\� WKH
JRYHUQPHQW� LVVXHG� WKH�VR�FDOOHG�=81.�ERQGV�ZKLFK�FRYHUHG�QRQ�SHUIRUPLQJ�EDQN
FUHGLWV�JUDQWHG�XS�WR������

7KH�RSHUDWLRQ�LPSURYHG�EDODQFH�VKHHWV�RI�WKH�HQWHUSULVHV�DQG�LQGXFHG�D�KLJKHU�OHYHO
HFRQRPLF� DFWLYLW\�� 7KH� HFRQRP\� UHJLVWHUHG� D� VPDOO� UHDO� JURZWK� LQ� ������ %XW� WKH
VLWXDWLRQ�RI�WKH�EDQNV�GLG�QRW�LPSURYHG��7KH\�UHFHLYHG�DVVHWV�ZKLFK��DFFRUGLQJ�WR�WKH
%XOJDULDQ�DFFRXQWLQJ�VWDQGDUGV��ZHUH� UHFRUGLQJ� LQ� WKHLU� EDODQFH� VKHHWV� DW� QRPLQDO
YDOXH��7KH�EDQNLQJ�V\VWHP�UHJLVWHUHG�DQ�³DFFRXQWLQJ�SURILW´�DQG��SDLG�UHDO�PRQH\�DV
SURILW� WD[� WR� WKH�EXGJHW��7KH�QHW� UHVXOW� IRU� WKH�EXGJHW�ZDV�SRVLWLYH��%XW�KRXVHKROGV
VXIIHUHG�PRVW�RI�DOO��7KH�=81.V�GLG�QRW�LPSURYHG�WKH�OLTXLGLW\�RI�WKH�EDQNLQJ�V\VWHP
DQG�GLG� QRW� SURWHFW� WKHLU� VDYLQJV� WKURXJK�HVWDEOLVKLQJ� VRXQG� ILQDQFLDO� GLVFLSOLQH�� ,Q
WKH�VHFRQG�KDOI�RI������ WKH�EDQNLQJ�FULVLV�EHFDPH�HYLGHQW��)LUVW�3ULYDWH�%DQN�ZDV
GHFODUHG� LQVROYHQW�DQG�D� ORW� RI� SHRSOH� ORVW� WKHLU� VDYLQJV�� ,Q� LWV� HIIRUW� WR� FDOP�GRZQ
GHSRVLWRUV��WKH�3DUOLDPHQW�SDVVHG�WKH�6WDWH�3URWHFWLRQ�RI�'HSRVLWV�	�$FFRXQWV�$FW�
$FFRUGLQJ� WR� WKH�/DZ� WKH�EXGJHW�DFFHSWHG� WKH� OLDELOLWLHV�RI�QRQ�YLDEOH�EDQNV� WR� WKH
GHSRVLWRUV�

,Q�RWKHU�ZRUGV��WKH�HFRQRPLF�SROLF\�DIWHU������ZDV�D�VWRU\�RI�VKLIWLQJ�OLDELOLWLHV�IURP
HQWHUSULVHV� DQG� EDQNV� WR� WKH� EXGJHW� DQG� LQFUHDVLQJ� JRYHUQPHQW� GHEW�� 1RZ� LW� LV
REYLRXV� WKDW� PRQHWLVDWLRQ� LV� WKH� RQO\� ZD\� WR� VHUYLFH� JRYHUQPHQW� GHEW�� 7KH� KXJH
PRQHWLVDWLRQ�DW�WKH�HQG�RI������ZDV�RQH�RI�WKH�UHDVRQV�IRU�WKH�KLJK�LQIODWLRQ�UDWH�LQ
������7KH�GHEW�HTXLW\�VZDSV�DUH�WKH�RQO\�ZD\�WR�VHUYLFH�JRYHUQPHQW�GHEW�LQ�D�QRQ�
LQIODWLRQDU\�ZD\�



�

=81.�ERQGV

7KH� =81.� ERQGV� DUH� ��� \HDUV� JRYHUQPHQW� VHFXULWLHV�� LVVXHG� WR� FRYHU� QRQ�
SHUIRUPLQJ�FUHGLWV��JUDQWHG�E\�EDQNV� WR�HQWHUSULVHV�XS� WR� WKH������� �7KHUH�DUH� WZR
W\SHV�RI�=81.�ERQGV��GHQRPLQDWHG�LQ�%*/�DQG�GHQRPLQDWHG�LQ�86'��7KH�%XOJDULDQ
OHYD�=81.V�DPRXQWHG�WR����EOQ�'ROODU�=81.V�DPRXQWHG�WR�����EOQ�86'�

=81.V�SD\�LQWHUHVW�WZLFH�D�\HDU��7KH�\LHOG�RI�WKH�%*/�GHQRPLQDWHG�RQHV�LV�HTXDO�WR
����RI�WKH�SULPDU\�LQWHUHVW�UDWH�LQ�WKH�ILUVW�WZR�\HDUV������RI�SULPDU\�LQWHUHVW�LQ�WKH�WKLUG
DQG� IRXUWK� \HDUV�� ���� RI� SULPDU\� LQWHUHVW� LQ� WKH� ILIWK� DQ� VL[WK� \HDUV�� DQG� SULPDU\
LQWHUHVW�UDWH�GXULQJ�WKH�UHPDLQLQJ�\HDUV�XS�WR�WKH�PDWXULW\�GDWH��=81.V��GHQRPLQDWHG
LQ�86'�SD\�VL[�PRQWKV�/,%25��%RWK�NLQGV�RI�=81.V�SD\�SULQFLSDO�DIWHU�ILIWK�\HDU� LQ
WZHQW\�HTXDO�LQVWDOOPHQWV�DQG�DUH�HOLJLEOH�IRU�SULYDWLVDWLRQ�

7KH�*RYHUQPHQW�WULHG�WR�UHJXODWH�=81.�SULFHV�WKURXJK�UHVWULFWLRQV�RQ�ERWK�PLQLPDO
SULFH� OHYHO� DQG� SULYDWL]DWLRQ� HOLJLELOLW\� RI� WKH� ERQGV�� 7KH� UHVXOW� ZDV� D� YHU\
XQGHUGHYHORSHG�=81.�PDUNHW��7KHUH�DUH�QR�GDLO\�ELG�DQG�DVN�TXRWDWLRQV�DQG�PDQ\
IRUHLJQ�LQYHVWRUV�KDYH�QR�LQIRUPDWLRQ�DERXW�WKH�SRVVLELOLWLHV�WKDW�WKH\�RIIHU�

7KHUH� LV� QR� QHHG� WR� LPSRVH� DGPLQLVWUDWLYH� UHVWULFWLRQV� RQ� =81.V�� 7KH� UHWXUQ� RQ
=81.V�FORVHO\�FRUUHODWHV�ZLWK� WKH� UHWXUQ�RQ�%5$'<V��1R�SRUWIROLR� LQYHVWRU�ZLOO�EX\
=81.V� DW� D� SULFH�ZKLFK� JLYH� KLP� D� ORZHU� UHWXUQ� WKDQ�%5$'<� ERQGV��1R� VWUDWHJLF
LQYHVWRU�ZLOO�XVH�=81.V�LQ�SULYDWLVDWLRQ�GHDOV�LI�%5$'<V�DUH�PRUH�IDYRUDEOH�

7KH�RWKHU�LPSRUWDQW�IDFWRU�IRU�WKH�XQGHUGHYHORSHG�=81.�PDUNHW�LV�WKH�ODFN�RI�VWRFN
H[FKDQJH�IRU�62(V��7KH�3ULYDWLVDWLRQ�$JHQF\�DQG�EUDQFK�PLQLVWULHV�DUH�DXWKRUL]HG
WR�VHOO�VWDWH�RZQHG�DVVHWV��7KH�SULYDWL]DWLRQ�SURFHVV�LV�UDWKHU�XQFOHDU�DQG�WKH�SULFH
RI�WKH�FDSLWDO�LV�GHWHUPLQHG�E\�D�YHU\�OLPLWHG�QXPEHU�RI�VHOOHUV�DQG�EX\HUV�

5HFHQWO\� WKH� *RYHUQPHQW� XVHG� =81.� ERQGV� WR� UHFDSLWDOLVH� WKH� EDQNLQJ� V\VWHP�
7KHUH�ZHUH� VHYHUDO� VFKHPHV� IRU� EDQNV¶� UHFDSLWDOLVDWLRQ� E\�PHDQV� RI� UHGLVWULEXWLQJ
WKH� RXWVWDQGLQJ� =81.V� DPRQJ� VWDWH�RZQHG� EDQNV�� 7KHVH� VFKHPHV� SURYHG� YHU\
LQHIILFLHQW��7KH�EDQNLQJ�V\VWHP�LV�QRW�KHDOWKLHU� WKDQ�EHIRUH�WKH�VFKHPHV¶�XWLOL]DWLRQ�
7KH�HIIHFW�RQ�WKH�EXGJHW�ZDV�QHJDWLYH�EHFDXVH�RI�WKH�GHFUHDVHG�SURILW�WD[�UHYHQXH
IURP� %XOEDQN� DQG� WKH� WUDQVIRUPDWLRQ� RI� ORQJ� WHUP� GHEW� LQWR� VKRUW� WHUP�� 7KH� PRVW
EDGO\�DIIHFWHG�ZHUH� WKH�KRXVHKROGV�DJDLQ�EHFDXVH�KLJKHU� LQIODWLRQ� WD[� UHGXFHG� WKH
SXUFKDVLQJ�SRZHU�RI�WKHLU�VDYLQJV�

7KH�SRLQW�LV�WR�UHGXFH�WKH�GHEW�EXUGHQ�UDWKHU�WKDQ�WR�UHGLVWULEXWH�LW��$�PRGHUQ�VWRFN
H[FKDQJH�DQG�VLPSOH�SULYDWL]DWLRQ�SURFHGXUHV�DUH�PRUH� UHOHYDQW�VWHSV� WRZDUG�QRQ�
LQIODWLRQDU\�GHEW�VHUYLFLQJ�UDWKHU�WKDQ�GHEW�UHGLVWULEXWLRQ�DPRQJ�VWDWH�RZQHG�EDQNV�
7KLV�LV�QRW�UHFDSLWDOLVDWLRQ�EXW�GHFDSLWDOLVDWLRQ�EHFDXVH�WKH�KLJK�LQIODWLRQ�UDWH�VKDUSO\
GHFUHDVHG�WKH�YDOXH�RI�FDSLWDO�VWRFN�LQ�WKH�HFRQRP\�
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