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$EVWUDFW

7KLV SDSHU SURYLGHV ODUJH�VDPSOH HYLGHQFH RQ WKH 6ZHGLVK DXFWLRQ EDQNUXSWF\ V\VWHP� &RPSDUHG
WR 8�6� &KDSWHU ��� EDQNUXSWF\ DXFWLRQV DUH VXEVWDQWLDOO\ TXLFNHU DQG KDYH ORZHU FRVWV� 7KUHH�
TXDUWHUV RI WKH nUPV VXUYLYH WKH DXFWLRQ DV JRLQJ FRQFHUQ� ZKLFK LV VLPLODU WR &KDSWHU �� VXUYLYDO
UDWHV� $OVR� EDVHG RQ PDUNHW YDOXHV� DXFWLRQV SURGXFH WRWDO GHEW UHFRYHU\ UDWHV WKDW DUH FRPSDUDEOH
WR UHFRYHU\ UDWHV LQ &KDSWHU �� UHRUJDQL]DWLRQV� 7KH FDVK VHWWOHPHQW HQIRUFHV DGKHUHQFH WR DEVROXWH
SULRULW\ UXOHV� 2YHUDOO� WKH HYLGHQFH SURYLGHV OLWWOH VXSSRUW IRU WKH YLHZ WKDW DXFWLRQ EDQNUXSWF\
FDXVHV PDQDJHUV WR GHOD\ nOLQJ UHODWLYH WR ZKDW KDSSHQV XQGHU WKH 8�6� UHRUJDQL]DWLRQ FRGH�



� ,QWURGXFWLRQ

'LmHUHQW EDQNUXSWF\ SURFHGXUHV DOORFDWH GLmHUHQW VHWV RI FRQWURO ULJKWV WR LQFXPEHQW PDQDJHUV

DQG WKH nUP
V VHFXULW\ KROGHUV� WKXV DmHFWLQJ ERWK WKH WLPLQJ DQG IRUP RI PDQDJHPHQW
V FKRLFH

RI EDQNUXSWF\ YHQXH� )RU H[DPSOH� &KDSWHU �� RI WKH 8�6� EDQNUXSWF\ FRGH DOORZV PDQDJHUV

WR UHWDLQ D FHUWDLQ GHJUHH RI FRQWURO RYHU WKH nUP
V DVVHWV DQG RSHUDWLRQV ZKLOH LQ EDQNUXSWF\�

0DQDJHUV DUH WKXV HQFRXUDJHG WR VHOHFW D FRXUW�VXSHUYLVHG GHEW UHQHJRWLDWLRQ XQGHU &KDSWHU ��

UDWKHU WKDQ nOH IRU OLTXLGDWLRQ LQ &KDSWHU �� ,Q FRQWUDVW� WKH 6ZHGLVK EDQNUXSWF\ FRGH� ZKLFK

FRQVWLWXWHV WKH HPSLULFDO ODERUDWRU\ RI WKLV VWXG\� KDV QR HmHFWLYH UHRUJDQL]DWLRQ SURYLVLRQV DQG DOO

EDQNUXSWF\ nOLQJV DUH UHVROYHG WKURXJK D SXEOLF DXFWLRQ UHTXLULQJ SD\PHQW LQ FDVK� ,Q WKLV DXFWLRQ�

WKH nUP LV HLWKHU OLTXLGDWHG SLHFHPHDO RU VXUYLYHV DV D JRLQJ FRQFHUQ� 7KH DXFWLRQ LV UXQ E\ DQ

LQGHSHQGHQW� FRXUW�DSSRLQWHG WUXVWHH� DQG LQFXPEHQW PDQDJHPHQW DQG VKDUHKROGHUV LPPHGLDWHO\

ORVH WKHLU FRQWURO ULJKWV�

7KH UHODWLYH HpFLHQF\ RI FRXUW�VXSHUYLVHG UHRUJDQL]DWLRQV DQG EDQNUXSWF\ DXFWLRQV LV D ODUJHO\

XQH[SORUHG HPSLULFDO LVVXH DQG V\VWHPDWLF HYLGHQFH RQ WKH RXWFRPHV RI DXFWLRQ EDQNUXSWF\ LV

VSDUVH�� ,Q WKLV VWXG\� , SUHVHQW HYLGHQFH RQ ��� VPDOO�nUP EDQNUXSWF\ DXFWLRQV LQ 6ZHGHQ DQG

SHUIRUP D V\VWHPDWLF FRPSDULVRQ ZLWK H[WDQW HYLGHQFH RQ &KDSWHU �� FDVHV�� 7R HQKDQFH FRPSD�

UDELOLW\ ZLWK WKH JHQHUDOO\ ODUJH�nUP EDVHG 8�6� HYLGHQFH� WKH DQDO\VLV LQFOXGHV FRQWURO YDULDEOHV

UHoHFWLQJ nUP VL]H� nQDQFLQJ� DQG RZQHUVKLS VWUXFWXUH� 7KH SDSHU IXUWKHU DGGV WR WKH EDQNUXSWF\

OLWHUDWXUH E\ LQFOXGLQJ FRQWUROV IRU LQGXVWU\ GLVWUHVV� DVVHW XQLTXHQHVV� DQG RSHUDWLQJ SURnWDELOLW\

UHODWLYH WR WKH nOLQJ nUP
V FRPSHWLWRUV� )XUWKHUPRUH� WKH SDSHU LV WKH nUVW WR VLQJOH RXW SUHSDFNDJHG

EDQNUXSWF\ nOLQJV XQGHU DQ DXFWLRQ V\VWHP� ZKLFK , ODEHO �DXFWLRQ SUHSDFNV��

7KHUH LV DQ RQJRLQJ GHEDWH DV WR WKH PHULWV RI DQ DXFWLRQ EDQNUXSWF\ V\VWHP� 3URSRQHQWV

SRLQW WR WKH EHQHnWV RI PDUNHW YDOXDWLRQ RYHU FRXUW�DGPLQLVWHUHG YDOXH DVVHVVPHQW�� 6DOH WR WKH

�5DYLG DQG 6XQGJUHQ ������ H[DPLQH �� EDQNUXSWF\ DXFWLRQV LQ )LQODQG�
�7KHUH LV QR FRPSDUDEOH HYLGHQFH RQ &KDSWHU � FDVHV� $OVR� DOWKRXJK ����� RI DOO &KDSWHU �� nOLQJV DUH E\ VPDOO�

SULYDWHO\ KHOG nUPV RI WKH W\SH VWXGLHG KHUH �$OWPDQ� ������ DYDLODEOH VWXGLHV RI &KDSWHU �� EDQNUXSWFLHV IRFXV RQ
ODUJH� SXEOLFO\ WUDGHG FRPSDQLHV� 1RWH DOVR WKDW WKH SURVSHFW RI HPSLULFDO ELDVHV GXH WR nOLQJ nUPV
 VHOI�VHOHFWLRQ LQWR
DOWHUQDWLYH EDQNUXSWF\ FKDSWHUV �VXFK DV &KDSWHU �� Y� &KDSWHU �� LV QRW D FRQFHUQ LQ WKH 6ZHGLVK� VLQJOH�FKDSWHU
HQYLURQPHQW�

�6HH� H�J�� 5RH ������� %DLUG ������� %HEFKXFN ������� -HQVHQ ������� %UDGOH\ DQG 5RVHQ]ZHLJ �������

�



KLJKHVW�YDOXDWLRQ ELGGHU DOVR UHGXFHV WKH VFRSH IRU DJHQF\ FRQoLFWV DQG GLVDJUHHPHQW DPRQJ H[LVWLQJ

FODLPKROGHUV� DQG WKXV ORZHUV EDQNUXSWF\ FRVWV� 0RUHRYHU� WKH FDVK�SD\PHQW UHTXLUHPHQW DOORZV

VHWWOHPHQW RI GHEW FODLPV VWULFWO\ DFFRUGLQJ WR DEVROXWH SULRULW\ UXOHV �$35�� 2Q WKH RWKHU KDQG�

RSSRQHQWV RI WKH DXFWLRQ V\VWHP ZDUQ WKDW LW LV OLNHO\ WR LQGXFH GHOD\HG nOLQJ DQG FRVWO\ SUH�nOLQJ

DVVHW VXEVWLWXWLRQ GXH WR DGYHUVH PDQDJHULDO LQFHQWLYHV DQG DJHQF\ FRQoLFWV EHWZHHQ HTXLW\� DQG

GHEWKROGHUV� 0RUHRYHU� LW KDV EHHQ DUJXHG WKDW DXFWLRQV LQYROYH D VXEVWDQWLDO ULVN RI ORVVHV GXH WR

DVVHW �nUH�VDOHV���

7KH HPSLULFDO DQDO\VLV EHORZ DGGUHVVHV WKLV GHEDWH E\ IRFXVLQJ RQ WKUHH LPSRUWDQW FKDUDFWHULV�

WLFV RI WKH RXWFRPHV RI EDQNUXSWF\ DXFWLRQV� )LUVW� , SURYLGH HYLGHQFH RQ nUP VXUYLYDO UDWHV� L�H��

WR ZKDW H[WHQW WKH DXFWLRQ V\VWHP SURPRWHV FRQWLQXDWLRQ RI WKH EDQNUXSW nUP DV D JRLQJ FRQFHUQ�

2I WKH ��� FDVHV� ��� VXUYLYH DV JRLQJ FRQFHUQ� HLWKHU WKURXJK SUH�nOLQJ DXFWLRQ SUHSDFN ����� RU

WKURXJK SRVW�nOLQJ DXFWLRQ VDOH� ,Q WKH UHPDLQLQJ ��� RI WKH FDVHV� WKH nUP
V DVVHWV DUH OLTXLGDWHG

SLHFHPHDO� 7KH ��� VXUYLYDO UDWH LV VLPLODU WR WKH SHUFHQWDJH RI VPDOO nUPV WKDW VXUYLYH DV JRLQJ

FRQFHUQ WKURXJK &KDSWHU �� SURFHHGLQJV� DV UHSRUWHG E\ :KLWH ������� , DOVR nQG WKDW� DV H[SHFWHG�

WKH SUREDELOLW\ RI JRLQJ�FRQFHUQ VDOH LQFUHDVHV ZLWK WKH SURSRUWLRQ RI LQWDQJLEOH DVVHWV� $XFWLRQ

SUHSDFNV DUH PRUH OLNHO\ WR RFFXU WKH ODUJHU WKH nUP DQG� LQWHUHVWLQJO\� ZKHQ WKH nUP LV UXQ E\

DQ RZQHU�PDQDJHU�� 6KDUHKROGHUV KDYH IHZ LQFHQWLYHV WR LQLWLDWH D SUHSDFN �WKHLU HTXLW\ FODLPV DUH

HUDGLFDWHG DW WKDW SRLQW�� KRZHYHU� RZQHU�PDQDJHUV PD\ LQ IDFW EH FRQFHUQHG ZLWK WKHLU FDQGLGDF\

IRU EHLQJ UHKLUHG E\ WKH QHZ RZQHUV�

6HFRQG� , SURYLGH HYLGHQFH RQ EDQNUXSWF\ FRVWV� 'LUHFW FRVWV LQ SHUFHQW RI SUH�nOLQJ DVVHWV

DYHUDJH ���� DFURVV WKH WRWDO VDPSOH �H[�SUHSDFNV� DQG ���� IRU WKH RQH�WKLUG ODUJHVW nUPV� $XFWLRQ

SUHSDFNV DUH JHQHUDOO\ ORZ�FRVW ������� 5HJUHVVLRQV LQGLFDWH WKDW GLUHFW FRVWV KDYH D VLJQLnFDQW n[HG

FRPSRQHQW �WKXV WKH VL]H�HmHFW� DQG DUH ORZHU IRU SLHFHPHDO OLTXLGDWLRQV� ,QWHUHVWLQJO\� GLUHFW FRVWV

DUH LQFUHDVLQJ LQ LQGXVWU\ GLVWUHVV� 2QH SRVVLEOH H[SODQDWLRQ IRU WKLV UHVXOW LV WKDW WKH WUXVWHH

LQFUHDVHV PDUNHWLQJ HmRUWV LQ UHVSRQVH WR ORZHU DXFWLRQ GHPDQG LQGXFHG E\ LQGXVWU\ GLVWUHVV� 7KH

GLUHFW FRVW HVWLPDWH IRU WKH ODUJHVW nUPV LQ P\ VDPSOH FRUUHVSRQG FORVHO\ WR WKH ���� DYHUDJH FRVW

�(�J�� 6KOHLIHU DQG 9LVKQ\ ������� $JKLRQ� +DUW DQG 0RRUH ������� %HUNRYLWFK DQG ,VUDHO ������ DQG :KLWH �������
�)RU HYLGHQFH RQ WKH HmHFWV RI DXFWLRQ EDQNUXSWF\ RQ &(2 WXUQRYHU DQG FRPSHQVDWLRQ� VHH 7KRUEXUQ �������

�



RI ODUJH�nUP &KDSWHU �� FDVHV UHSRUWHG E\ :HLVV ������ DQG %HWNHU �������� 0RUHRYHU� WKHUH LV

UHDVRQ WR EHOLHYH WKDW WRWDO �WKH VXP RI GLUHFW DQG LQGLUHFW� FRVWV DUH ORZHU LQ 6ZHGHQ� ,QGLUHFW

FRVWV LQFUHDVH ZLWK WKH OHQJWK RI WLPH VSHQW LQ EDQNUXSWF\� DQG 6ZHGLVK EDQNUXSWF\ DXFWLRQV DUH

XQTXHVWLRQDEO\ VSHHG\� RQ DYHUDJH � PRQWKV IURP nOLQJ WR VDOH DV JRLQJ FRQFHUQ� ,Q FRQWUDVW� LW

W\SLFDOO\ WDNHV DERXW � \HDUV WR UHVROYH VPDOO�nUP UHRUJDQL]DWLRQV XQGHU &KDSWHU ����

7KLUG� , UHSRUW HYLGHQFH RQ GHEW UHFRYHU\ UDWHV� ,PSRUWDQWO\� WKH FDVK VHWWOHPHQW IURP WKH

DXFWLRQ \LHOGV WKH PDUNHW YDOXH RI WKH UHFRYHU\ GLUHFWO\� 2YHUDOO� GHEWKROGHUV UHFRYHU ��� RI WKH

IDFH YDOXH RI WKHLU FODLPV� ZLWK D ��� UHFRYHU\ UDWH IRU JRLQJ FRQFHUQ VDOHV� ,Q FRPSDULVRQ� )UDQNV

DQG 7RURXV ������ SURYLGH PDUNHW�YDOXH HVWLPDWHV IRU D VXEVDPSOH RI �� &KDSWHU �� FDVHV �DOO

VXFFHVVIXO UHRUJDQL]DWLRQV� DQG nQG WKDW WKH PHGLDQ RYHUDOO UHFRYHU\ LV ����� , nQG WKDW VHFXUHG�

DQG EDQN GHEW UHFHLYH RQ DYHUDJH ���� ZKLOH MXQLRU FUHGLWRUV UHFRYHU RQO\ �� RQ DYHUDJH� 7KH

GLVWULEXWLRQ RI UHFRYHU\ UDWHV LV VNHZHG� ZLWK D PHGLDQ RI ��� DQG ��� UHVSHFWLYHO\� $V H[SHFWHG�

UHFRYHU\ UDWHV DUH KLJKHU LQ JRLQJ�FRQFHUQ VDOHV WKDQ LQ SLHFHPHDO OLTXLGDWLRQV� ORZHU WKH JUHDWHU WKH

IUDFWLRQ RI LQWDQJLEOH DVVHWV� DQG ORZHU LQ \HDUV ZLWK D JHQHUDO HFRQRPLF GRZQWXUQ� ,QWHUHVWLQJO\�

VHFXUHG GHEWKROGHUV UHFRYHU PRUH ZKHQ WKH ROG RZQHU EX\V EDFN WKH nUP DQG ZKHQ WKH ROG EDQN

nQDQFHV WKH EX\HU LQ WKH DXFWLRQ� :KLOH QRW SXUVXHG KHUH� WKLV HYLGHQFH VXJJHVWV WKDW WKH GHFLVLRQ

WR UHSXUFKDVH�UHnQDQFH WKH EDQNUXSW nUP LQ SDUW UHoHFWV SULYDWH LQIRUPDWLRQ DERXW nUP YDOXH�

2YHUDOO� WKLV VWXG\ FRQFOXGHV WKDW WKH 6ZHGLVK DXFWLRQ EDQNUXSWF\ V\VWHP SURPRWHV nUP VXU�

YLYDO UDWHV� EDQNUXSWF\ FRVWV DQG GHEW UHFRYHU\ UDWHV ZKLFK FRPSDUH IDYRUDEO\ ZLWK WKH UHRUJDQL�

]DWLRQ V\VWHP LQ WKH 8�6� 0RUHRYHU� WKH HYLGHQFH SURYLGHV OLWWOH VXSSRUW IRU WKH YLHZ WKDW DXFWLRQ

EDQNUXSWF\ FDXVHV PDQDJHUV WR VLJQLnFDQWO\ GHOD\ nOLQJ DW WKH GHWULPHQW RI nUPV
 JRLQJ FRQFHUQ

YDOXH UHODWLYH WR ZKDW LV REVHUYHG XQGHU WKH 8�6� UHRUJDQL]DWLRQ FRGH�

7KH UHVW RI WKH SDSHU LV RUJDQL]HG DV IROORZV� 'DWD VRXUFHV DQG VDPSOLQJ SURFHGXUHV DUH FRQ�

WDLQHG LQ 6HFWLRQ �� 6HFWLRQ � SUHVHQWV HYLGHQFH RQ WKH GHWHUPLQDQWV RI nUPV
 FKRLFH RI EDQNUXSWF\

�7KH ���� LV FRPSXWHG DV D VDPSOH�VL]H ZHLJKWHG DYHUDJH DFURVV WKH WZR VWXGLHV�
�6HH� H�J�� )O\QQ �������
�7KLV LV WKH RQO\ VWXG\ WKDW , DP DZDUH RI WKDW UHSRUWV UHFRYHU\ UDWHV EDVHG HQWLUHO\ RQ PDUNHW YDOXHV RI FODLPV

GLVWULEXWHG LQ WKH &KDSWHU �� VHWWOHPHQW� )UDQNV DQG 7RURXV ������ DOVR UHSRUW UHFRYHU\ UDWHV IRU WKHLU IXOO VDPSOH
RI �� nUPV� ODUJHO\ XVLQJ IDFH YDOXH RI GHEW FODLPV� ,Q OLJKW RI WKH GHIDXOW UDWHV IROORZLQJ &KDSWHU �� GRFXPHQWHG
E\ +RWFKNLVV ������� GHEW IDFH YDOXHV VLJQLnFDQWO\ H[FHHG GHEW PDUNHW YDOXHV� :LWK IDFH YDOXHV� GHEW UHFRYHU\ UDWHV
KDYH D PHGLDQ RI ��� LQ &KDSWHU ���
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YHQXH DQG nUP VXUYLYDO �DXFWLRQ SUHSDFN� JRLQJ FRQFHUQ VDOH� SLHFHPHDO OLTXLGDWLRQ�� 6HFWLRQ �

H[DPLQHV GLUHFW EDQNUXSWF\ FRVWV� ZKLOH GHEW UHFRYHU\ UDWHV DUH GLVFXVVHG LQ 6HFWLRQ �� 6HFWLRQ �

FRQFOXGHV WKH SDSHU�

� 'DWD DQG VDPSOH FKDUDFWHULVWLFV

��� +LJKOLJKWV RI WKH 6ZHGLVK DXFWLRQ EDQNUXSWF\ FRGH

7DEOH � VXPPDUL]HV FHQWUDO FKDUDFWHULVWLFV RI 6ZHGLVK DXFWLRQ EDQNUXSWF\ DQG VKRZV WKH FRPSDUDEOH

UXOHV XQGHU &KDSWHU �� LQ WKH 8�6�� ,Q 6ZHGLVK EDQNUXSWF\� WKH LQFXPEHQW PDQDJHPHQW WHDP LV

LPPHGLDWHO\ UHSODFHG E\ DQ LQGHSHQGHQW� FRXUW�DSSRLQWHG WUXVWHH ZLWK D nGXFLDU\ UHVSRQVLELOLW\

WRZDUGV FUHGLWRUV� 7KH WUXVWHH RUJDQL]HV WKH VDOH RI WKH nUP LQ DQ RSHQ DVFHQGLQJ �(QJOLVK� DXFWLRQ�

HLWKHU SLHFHPHDO RU DV D JRLQJ FRQFHUQ� 7KH DXFWLRQ W\SLFDOO\ DWWUDFWV ��� ELGGHUV DQG SD\PHQWV

DUH UHVWULFWHG WR FDVK RQO\� 7KH EXON RI FDVK UHSUHVHQWV EDQN GHEW nQDQFLQJ SURYLGHG WR WKH EX\LQJ

FRUSRUDWLRQ� PXFK OLNH LQ D OHYHUDJHG EX\RXW� $V XQGHU &KDSWHU ��� WKH RSHUDWLRQV RI D nUP LQ

DXFWLRQ EDQNUXSWF\ DUH SURWHFWHG WKURXJK DXWRPDWLF VWD\ RI FUHGLWRUV DQG GHEWRU�LQ�SRVVHVVLRQ

nQDQFLQJ�� ,QWHUHVWLQJO\� ZKLOH QHZ GHEW nQDQFLQJ LV OHJDO XQGHU WKH FRGH� LW LV QHYHU REVHUYHG�

7KH EDQNUXSWF\ DXFWLRQ LV VXSHUYLVHG E\ WKH SURYLQFLDO VXSHUYLVRU\ DXWKRULW\ ��7LOOV\QVP\Q�

GLJKHWHQ L .RQNXUV��� 7KLV VXSHUYLVLRQ� WKH OHJDO FRQVWUDLQWV RQ WKH WUXVWHH� DV ZHOO DV WKH YDOXH RI

WKH WUXVWHH
V RZQ UHSXWDWLRQ� DOO LQFUHDVH WKH WUXVWHH
V LQFHQWLYHV WR IXOnOO KLV RU KHU UHVSRQVLELOLW\

WR WKH nOLQJ nUP
V FUHGLWRUV� 7KLV LV LQ FRQWUDVW WR WKH 8�6� UHRUJDQL]DWLRQ FRGH ZKLFK SURYLGHV D

VWURQJ SURWHFWLRQ RI PDQDJHUV DQG HTXLW\KROGHUV� 'XULQJ WKH &KDSWHU �� SURFHHGLQJ� LQFXPEHQW

PDQDJHUV UHPDLQ LQ FRQWURO RI WKH nUP� 0DQDJHPHQW KDV DQ H[FOXVLYH ULJKW WR SURSRVH D UHRUJD�

QL]DWLRQ SODQ GXULQJ WKH nUVW IRXU PRQWKV SOXV DQRWKHU WZR PRQWKV WR VHHN DSSURYDO RI WKH SODQ�

0RUHRYHU� VKDUHKROGHUV SDUWLFLSDWH LQ WKH YRWLQJ RI WKH SURSRVHG SODQ DQG DUH RIWHQ DOORZHG WR

UHWDLQ VRPH HTXLW\�

7KH FDVK SURFHHGV IURP WKH EDQNUXSWF\ DXFWLRQ DUH GLVWULEXWHG WR FUHGLWRUV VWULFWO\ DFFRUGLQJ

WR $35� 3D\PHQW RI DGPLQLVWUDWLYH DQG DGYLVRU\ FRVWV RI WKH EDQNUXSWF\ SURFHHGLQJ UHFHLYH VXSHU�

�6HFXUHG FUHGLWRUV KDYH WKH ULJKW WR VHL]H FROODWHUDO WKDW FXUUHQWO\ LV LQ WKHLU SK\VLFDO SRVVHVVLRQ� 7KLV W\SH RI
SRVVHVVLRQ LV� KRZHYHU� UDUH�

�



SULRULW\ DORQJ ZLWK RSHUDWLQJ H[SHQVHV LQFXUUHG E\ WKH nUP ZKLOH LQ EDQNUXSWF\��� 6HFXUHG FODLPV

DUH HQWLWOHG WR WKH SURFHHGV IURP VDOH RI FROODWHUDO� DQG DQ\ XQSDLG SDUW RI WKH FODLP LV FRQVLGHUHG DQ

XQVHFXUHG FODLP� 7KH YDVW PDMRULW\ RI nUPV KDYH VR�FDOOHG �oRDWLQJ�FKDUJH� VHFXUHG FODLPV SOHGJLQJ

DV FROODWHUDO WKH PRYDEOH SURSHUW\ RI WKH nUP� GHnQHG DV RSHUDWLRQDO DVVHWV VXFK DV PDFKLQHU\�

LQYHQWRU\ DQG DFFRXQWV UHFHLYDEOHV� 'HEW FODLPV DUH SDLG LQ WKH IROORZLQJ RUGHU� VHFXUHG FODLPV

�LQFOXGLQJ oRDWLQJ�FKDUJH VHFXUHG FODLPV�� FHUWDLQ DXGLW FODLPV� WD[ FODLPV� ZDJH FODLPV DQG� ODVWO\�

XQVHFXUHG �RU MXQLRU� FODLPV��� $XGLW� WD[ DQG ZDJH FODLPV KDYH VWDWXWRU\ SULRULW\ WR WKH XQVHFXUHG

FODLPV� DQG DUH FODVVLnHG DV VHQLRU FODLPV LQ WKLV SDSHU���

��� 'DWD VRXUFHV

, DQDO\]H D VDPSOH RI 6ZHGLVK EDQNUXSWFLHV FRPSLOHG E\ 6WU�RPEHUJ DQG 7KRUEXUQ ������ WKDW DUH

UHVWULFWHG WR nUPV ZLWK DW OHDVW �� HPSOR\HHV� 7KLV VDPSOH LV LGHQWLnHG IURP 8SSO\VQLQJV&HQ�

WUDOHQ $%
V �8&� GDWD EDVH� ZKLFK FRQWDLQV D WRWDO RI ����� EDQNUXSWF\ nOLQJV IURP -DQXDU\ ��

���� WKURXJK 'HFHPEHU ��� ������� 2I WKHVH ����� nOLQJV� WKH VDPSOLQJ SURFHGXUH HOLPLQDWHV WKH

IROORZLQJ FDVHV� ��� nUPV ORFDWHG RXWVLGH WKH VHOHFWHG JHRJUDSKLFDO DUHD��� ��� FDVHV ZKLFK DUH

SHQGLQJ LQ EDQNUXSWF\ RQ -XQH ��� ����� �� FDVHV WKDW DUH UHODWHG WR WD[ IUDXG FKDUJHV� DQG ���

FDVHV IRU ZKLFK WKH EDQNUXSWF\ nOH LV HLWKHU PLVVLQJ RU LQFRPSOHWH� ,Q WKH nQDO VDPSOH RI ��� nUPV�

�� nUPV DUH OLTXLGDWHG SLHFHPHDO DQG ��� nUPV DUH VROG DV D JRLQJ FRQFHUQ� ZKLOH � FDVHV KDYH

LQVXpFLHQW LQIRUPDWLRQ WR EH FODVVLnHG DV HLWKHU D JRLQJ FRQFHUQ VDOH RU D SLHFHPHDO OLTXLGDWLRQ���

,Q WKLV FODVVLnFDWLRQ� JRLQJ FRQFHUQ VDOH LV GHnQHG DV D MRLQW VDOH RI nUP
V FRUH DVVHWV� &RUH DVVHWV

DUH GHnQHG DV DVVHWV HVVHQWLDO IRU WKH FRQWLQXHG RSHUDWLRQV� DQG LQFOXGH LQYHQWRULHV� PDFKLQHU\�

YHKLFOHV� XQnQLVKHG SURGXFWV� LQWDQJLEOH DVVHWV� LQGXVWULDO HVWDWH� DQG UHQWDO FRQWUDFWV�

��7KH VXSHU�SULRULW\ RI RSHUDWLQJ H[SHQVHV KHOSV SURWHFW nUPV IURP EHLQJ FORVHG GRZQ GXH WR QHJDWLYH FDVK oRZV�
��6ZHGLVK SULRULW\ UXOHV SUHVFULEH HTXDO WUHDWPHQW RI DOO XQVHFXUHG FODLPV� 6LQFH nUPV HmHFWLYHO\ FDQQRW LVVXH

GLmHUHQW FODVVHV RI XQVHFXUHG GHEW� , DOVR XVH WKH WHUP MXQLRU GHEW IRU WKH XQVHFXUHG FODLPV�
��7KHVH FODLPV DUH RIWHQ UHIHUUHG WR DV SULRULW\ FODLPV LQ 8�6� EDQNUXSWF\� 1RWH WKDW WKH 6ZHGLVK JRYHUQPHQW

JXDUDQWHHV WKH SD\PHQW RI ZDJH FODLPV XS WR D FHUWDLQ OLPLW� ZKLOH WKHUH LV QR FRUUHVSRQGLQJ JXDUDQWHH LQ WKH 8�6�
��7KH 8& GDWDEDVH� ZKLFK LV UHVWULFWHG WR EDQNUXSWF\ FDVHV WKDW UHPDLQHG RSHQ RQ 'HFHPEHU ��� ����� FRYHUV

YLUWXDOO\ WKH HQWLUH SRSXODWLRQ RI nOLQJV RYHU WKH VDPSOH SHULRG� 7KH UHDVRQ LV WKDW D FDVH FDQQRW EH IRUPDOO\ FORVHG
XQWLO DOO FODLPV RZQHG E\ WKH nOLQJ nUP DUH IXOO\ FROOHFWHG� ZKLFK PD\ WDNH VHYHUDO \HDUV�

��7KH GDWD FROOHFWLRQ ZDV UHVWULFWHG WR WKH IRXU ODUJHVW DGPLQLVWUDWLYH SURYLQFHV LQ 6ZHGHQ� L�H�� 6WRFNKROPV O�DQ�
*�RWHERUJ� RFK %RKXV O�DQ� 0DOP�RKXV O�DQ DQG 8SSODQGV O�DQ�

��2I WKH ��� VDPSOH nUPV� � nOHG LQ ����� �� LQ ����� �� LQ ���� DQG ��� LQ �����

�



)RU HDFK nUP LQ WKH VDPSOH� LQIRUPDWLRQ RQ nUP� DQG FDVH�VSHFLnF FKDUDFWHULVWLFV LV FROOHFWHG

IURP WKH EDQNUXSWF\ nOH NHSW E\ WKH SURYLQFLDO VXSHUYLVRU\ DXWKRULW\� 3UH�EDQNUXSWF\ nQDQFLDO

VWDWHPHQWV DUH REWDLQHG IURP 8&� 0RUHRYHU� 8& DOVR SURYLGHV DQQXDO nQDQFLDO VWDWHPHQWV IURP

WKH SHULRG ��������� IRU WKH 6ZHGLVK SRSXODWLRQ RI PRUH WKDQ ������ nUPV WKDW KDG DW OHDVW ��

HPSOR\HHV DQG ZKLFK ZHUH RSHUDWLQJ RQ 'HFHPEHU ��� ����� 7KLV LQIRUPDWLRQ LV XVHG EHORZ WR

FRQVWUXFW LQGXVWU\ GLVWUHVV DQG SURnWDELOLW\ PHDVXUHV�

7KH SDSHU H[WHQGV WKH RULJLQDO GDWDVHW DQG FRPSLOHV LQIRUPDWLRQ RQ WKH LGHQWLW\ RI WKH nQDQF�

LQJ VRXUFH �W\SLFDOO\ D EDQN� RI WKH EX\HU LQ WKH DXFWLRQ� DV ZHOO DV WKH VWRFN RZQHUVKLS RI WKH

LQFXPEHQW &(2� 7KH IRUPHU LV IURP WKH QDWLRQDO UHJLVWHU RI FRUSRUDWH oRDWLQJ�FKDUJH FODLPV ��,Q�

VNULYQLQJVP\QGLJKHWHQ I�RU I�RUHWDJVLQWHFNQLQJ��� DQG DOORZV FODVVLnFDWLRQ RI HDFK FDVH DV WR ZKHWKHU

RU QRW WKH nOLQJ nUP
V EDQN SDUWLFLSDWHV LQ WKH nQDQFLQJ RI WKH VXFFHVVIXO EX\HU LQ WKH DXFWLRQ�

2I WKH ��� JRLQJ FRQFHUQ VDOHV� WKH UROH RI WKH ROG EDQN LV LGHQWLnHG IRU ��� FDVHV� &(2 VWRFN

RZQHUVKLS LV FRPSLOHG E\ PDWFKLQJ WKH LQIRUPDWLRQ RQ PDQDJHPHQW DQG RZQHUV LQ WKH EDQNUXSWF\

nOH� ZLWK ERDUG LQIRUPDWLRQ SURYLGHG E\ 8&� 7KLV PDWFKLQJ SURFHVV SURGXFHV WKH VWRFN RZQHUVKLS

IRU ��� &(2V�

��� 6DPSOH FKDUDFWHULVWLFV

7KH VDPSOH nUPV UHSUHVHQW PRUH WKDQ �� GLmHUHQW ��GLJLW 6WDQGDUG ,QGXVWULDO &ODVVLnFDWLRQ �6,&�

JURXSV� 7KH ODUJHVW QXPEHU RI FDVHV� �� nUPV� RFFXU LQ WKH PDQXIDFWXULQJ LQGXVWU\� 2I WKH

UHPDLQLQJ FDVHV� �� DUH LQ WKH FRQVWUXFWLRQ LQGXVWU\� �� nUPV DUH ZKROHVDOH FRPSDQLHV� �� nUPV DUH

KRWHOV DQG UHVWDXUDQWV� ZKLOH �� FDVHV DUH IURP WKH WUDQVSRUWDWLRQ LQGXVWU\ �SULPDULO\ WD[L FDEV��

$OO nUPV DUH SULYDWHO\ KHOG DQG PRVW KDYH FRQFHQWUDWHG RZQHUVKLS� 2I WKH ��� VDPSOH nUPV ZLWK

DYDLODEOH LQIRUPDWLRQ RQ VKDUHRZQHUVKLS VWUXFWXUH� ��� DUH ZKROO\ RZQHG E\ RQH LQGLYLGXDO RU

IDPLO\� DQG DQRWKHU ��� KDYH D VLQJOH VKDUHKROGHU ZKR FRQWUROV DW OHDVW KDOI RI WKH YRWLQJ HTXLW\�

0RUHRYHU� ��� RI WKH nUPV DUH UXQ E\ DQ �RZQHU�PDQDJHU�� GHnQHG DV D &(2 KROGLQJ ��� RU PRUH

RI WKH nUP
V HTXLW\� ZKLOH WKH UHPDLQLQJ nUPV DUH PDQDJHG E\ DQ H[WHUQDO &(2�

7DEOH � OLVWV VHOHFWHG SUH�EDQNUXSWF\ FKDUDFWHULVWLFV IRU WKH VDPSOH nUPV EDVHG RQ WKHLU ODVW

UHSRUWHG nQDQFLDO VWDWHPHQW� GDWHG RQ DYHUDJH ���� PRQWKV �PHGLDQ ���� PRQWKV� EHIRUH nOLQJ�

�



)RU FRPSDULVRQ SXUSRVHV� 7DEOH � DOVR SUHVHQWV WKH FRUUHVSRQGLQJ LQIRUPDWLRQ IRU PXFK ODUJHU�

SXEOLFO\ WUDGHG 8�6� nUPV WKDW nOH IRU &KDSWHU ��� DV UHSRUWHG E\ :HLVV ������� *LOVRQ� -RKQ DQG

/DQJ ������� )UDQNV DQG 7RURXV ������ DQG +RWFKNLVV ������ � ,Q WKH 6ZHGLVK VDPSOH� WKH DYHUDJH

ERRN YDOXH RI WRWDO DVVHWV RQH \HDU SULRU WR nOLQJ LV RQO\ ���� PLOOLRQ �PHGLDQ ���� PLOOLRQ� DQG WKH

DYHUDJH QXPEHU RI HPSOR\HHV LV �� �PHGLDQ ����

7KH VDPSOH nUPV DUH KLJKO\ OHYHUHG ZLWK D SUH�nOLQJ PHDQ GHEW�WR�DVVHWV UDWLR RI ���� ,Q�

WHUHVWLQJO\� WKLV UDWLR LV DOPRVW LGHQWLFDO WR WKH ��� GHEW UDWLR DYHUDJHG DFURVV WKUHH &KDSWHU ��

VDPSOHV� 0RUHRYHU� UHoHFWLQJ WKH H[WHQVLYH XVH RI �VKRUW�WHUP� EDQN nQDQFLQJ� WKH 6ZHGLVK nUPV

KDYH RQ DYHUDJH RQO\ ��� RI ORQJ�WHUP GHEW LQ WKHLU FDSLWDO VWUXFWXUH �Y� ��� IRU 8�6� nUPV��

&DSWXULQJ OLTXLGLW\� WKH VDPSOH nUPV
 FXUUHQW UDWLR� GHnQHG DV FXUUHQW DVVHWV WR VKRUW�WHUP GHEW�

LV RQ DYHUDJH ���� Y� D ORZHU ���� IRU &KDSWHU �� nUPV� $OVR� OHVV WKDQ KDOI RI VDPSOH nUPV �����

UHSRUW QHJDWLYH HDUQLQJV EHIRUH LQWHUHVW DQG WD[HV �(%,7� LQ WKH \HDU SULRU WR nOLQJ� 7KLV� DJDLQ�

LV OHVV WKDQ WKH ��� RI nUPV ZLWK QHJDWLYH (%,7 LQ +RWFKNLVV
 ������ VDPSOH RI &KDSWHU �� FDVHV�

2YHUDOO� WKH VWDWLVWLFV LQGLFDWH WKDW WKH nUPV nOLQJ IRU DXFWLRQ EDQNUXSWF\ DUH LQ D FRPSDUDEOH

nQDQFLDO FRQGLWLRQ SULRU WR nOLQJ DV WKH nUPV nOLQJ IRU &KDSWHU ���

7DEOH � VKRZV WKH VDPSOH nUPV
 nQDQFLDO FKDUDFWHULVWLFV DIWHU nOLQJ IRU EDQNUXSWF\� 7KH nUPV


UHDOL]HG DXFWLRQ YDOXH DYHUDJHV ���� PLOOLRQ �PHGLDQ ���� PLOOLRQ�� DQG LV VLPLODU WR WKH ERRN YDOXH

UHSRUWHG IRU SULYDWH 8�6� nUPV LQ &KDSWHU ����� 7KH DXFWLRQ YDOXH� ZKLFK LV UHSRUWHG LQ WKH

nOLQJ GRFXPHQWV� LV WKH VXP RI WKH WRWDO SURFHHGV IURP WKH VDOH RI DVVHWV LQ WKH DXFWLRQ� DFFRXQWV

UHFHLYDEOHV� DQG RWKHU FODLPV RZQHG E\ WKH nUP DQG FROOHFWHG E\ WKH WUXVWHH� 7KLV YDOXH LV RQO\

RQH�WKLUG RI WKH DYHUDJH SUH�nOLQJ ERRN YDOXH RI DVVHWV UHSRUWHG LQ 7DEOH � DERYH� DQG WKH GLmHUHQFH

SDUWO\ UHoHFWV SUH�nOLQJ DVVHW VDOHV���

7DEOH � DOVR SURYLGHV LQIRUPDWLRQ RQ WKH GHEW VWUXFWXUH RI WKH VDPSOH nUPV DQG� IRU FRPSDULVRQ�

RI 8�6� nUPV LQ &KDSWHU ��� )RU WKH DYHUDJH nUP LQ WKH VDPSOH� ��� RI WKH WRWDO OLDELOLWLHV LV VHFXUHG

GHEW� 7KLV LV VLPLODU WR WKH ���PHDQ IUDFWLRQ RI VHFXUHG GHEW UHSRUWHG E\:KLWH ������ IRU SULYDWHO\

��7KH HYLGHQFH RQ SULYDWHO\ KHOG nUPV LQ &KDSWHU �� LV IURP /R3XFNL ������� :KLWH ������ DQG /DZOHVV� )HUULV�
-D\DUDPDQ DQG 0DNKLMD ������� )RU WKH HYLGHQFH RQ SXEOLFO\ WUDGHG nUPV LQ &KDSWHU ��� VHH WKH UHIHUHQFHV LQ 7DEOH
�� DV ZHOO DV /R3XFNL DQG :KLWIRUG ������ DQG %HWNHU �������

��7KH EDQNUXSWF\ nOHV GRFXPHQW WKDW ��� RI VDPSOH nUPV VHOO DVVHWV RYHU WKH WZR�\HDU SHULRG SULRU WR nOLQJ�

�



KHOG nUPV LQ &KDSWHU ��� %DQNV KROG MXVW RYHU D WKLUG RI WKH GHEW RI nUPV LQ DXFWLRQ EDQNUXSWF\

�PHDQ ����� RI ZKLFK RQ DYHUDJH ��� �PHGLDQ ����� LV VHFXUHG� 7KXV� WKH VDPSOH nUPV
 ���

PHDQ IUDFWLRQ RI VHFXUHG GHEW� ZKLFK LQFOXGHV SUDFWLFDOO\ DOO EDQN GHEW� LV FRPSDUDEOH WR WKH ���

DYHUDJH IUDFWLRQ RI VHFXUHG� DQG EDQN GHEW UHSRUWHG IRU SXEOLFO\ WUDGHG 8�6� nUPV� 0RUHRYHU� RI WKH

6ZHGLVK nUPV
 WRWDO GHEW� RQ DYHUDJH ��� LV VHQLRU DQG ��� LV XQVHFXUHG �MXQLRU�� ,Q FRPSDULVRQ�

:KLWH ������ UHSRUWV D ORZHU IUDFWLRQ RI VHQLRU GHEW �PHDQ ��� DQG D KLJKHU IUDFWLRQ RI MXQLRU GHEW

�PHDQ ���� IRU VPDOO nUPV LQ &KDSWHU ���

� %DQNUXSWF\ YHQXH DQG nUP VXUYLYDO

��� $XFWLRQ SUHSDFNV

)LQDQFLDOO\ GLVWUHVVHG nUPV LQ 6ZHGHQ RIWHQ FKRVH WR DUUDQJH WKH VDOH RI WKH nUP DV D JRLQJ FRQFHUQ

SULRU WR nOLQJ IRU EDQNUXSWF\� , ODEHO WKLV SURFHGXUH �SUHSDFNDJHG JRLQJ FRQFHUQ VDOH�� RU VLPSO\

DXFWLRQ SUHSDFN� $XFWLRQ SUHSDFNV PLPLF WKH VDOH RI WKH nUP
V DVVHWV WKDW RWKHUZLVH WDNHV SODFH

DIWHU nOLQJ IRU EDQNUXSWF\��� 7KH SUHSDFN DJUHHPHQW PXVW EH DSSURYHG E\ WKH oRDWLQJ�FKDUJH

FODLPKROGHUV �W\SLFDOO\ EDQNV� DQG� IROORZLQJ nOLQJ� E\ WKH EDQNUXSWF\ WUXVWHH� $ VLJQLnFDQW ��

FDVHV ����� RI WKH WRWDO VDPSOH DUH DXFWLRQ SUHSDFNV�

6LQFH VKDUHKROGHUV UHFHLYH QRWKLQJ LQ HLWKHU DXFWLRQ SUHSDFNV RU LQ UHJXODU DXFWLRQ EDQNUXSWF\�

WKH VHOHFWLRQ RI WKH SUHSDFN RSWLRQ LV GULYHQ E\ WKH LQWHUHVWV RI WKH GLVWUHVVHG nUP
V PDQDJHUV

DQG GHEWKROGHUV��� %HORZ� , SUHVHQW HYLGHQFH RI ORZHU GLUHFW FRVWV LQ DXFWLRQ SUHSDFNV� ZKLFK

GLUHFWO\ EHQHnW GHEWKROGHUV� 7KXV� PDQDJHUV WKDW VXFFHVVIXOO\ SURPRWH WKH DXFWLRQ SUHSDFN VROXWLRQ

DUH OLNHO\ WR EXLOG UHSXWDWLRQDO YDOXH� &RQVLVWHQW ZLWK WKLV� 7KRUEXUQ ������ VKRZV WKDW &(2V

XQGHUWDNLQJ DXFWLRQ SUHSDFNV RQ DYHUDJH VXmHU VPDOOHU FRPSHQVDWLRQ ORVVHV ZKHQ WKHLU nUPV nOH

IRU EDQNUXSWF\�

7DEOH � VKRZV WKH UHVXOWV RI D SURELW UHJUHVVLRQ IRU WKH SUREDELOLW\ WKDW D VDPSOH nUP VHOHFWV

DQ DXFWLRQ SUHSDFN �35(3$&. �� YHUVXV D WUDGLWLRQDO EDQNUXSWF\ DXFWLRQ �35(3$&. ��� 7KH

��7KH ROG HTXLW\KROGHUV UHWDLQ WKHLU FODLPV RQ WKH �HPSW\� FRUSRUDWH VKHOO XQWLO nOLQJ�
��7KH IRUFHV EHKLQG DXFWLRQ SUHSDFNV DUH SRWHQWLDOO\ GLmHUHQW IURP WKRVH EHKLQG SUHSDFNDJHG &KDSWHU �� nOLQJV�

ZKHUH VKDUHKROGHUV W\SLFDOO\ UHWDLQ VRPH HTXLW\ LQ WKH UHRUJDQL]HG nUP� $OVR� D VLJQLnFDQW IUDFWLRQ RI &KDSWHU ��
SUHSDFNV �DSSUR[� ���� LQYROYH IDLOHG /%2 nUPV ZKRVH XQLTXH FDSLWDO VWUXFWXUH �H�J� VWULS nQDQFLQJ� DOLJQ WKH
LQFHQWLYHV RI HTXLW\� DQG GHEWKROGHUV� VHH� H�J�� -HQVHQ �������

�



HVWLPDWLRQ XVHV ��� REVHUYDWLRQV� RI ZKLFK �� FDVHV DUH DXFWLRQ SUHSDFNV��� 7KH SURELW PRGHO LV

GHVFULEHG E\ WKH IROORZLQJ HTXDWLRQ�

3URE�35(3$&.�  m� � m�6(&85(' � m�)/2$7L � m�',675(66 � m�81,48(

�m�2:1(50*5� m�352)0$5*L � m�6,=( � m�,1'8675< � q ���

7KH H[SODQDWRU\ YDULDEOHV DUH GHnQHG LQ 7DEOH �� 7KH YDULDEOH 6(&85('� ZKLFK PHDVXUHV WKH

SURSRUWLRQ RI VHFXUHG GHEW LQ WKH nUP
V FDSLWDO VWUXFWXUH� LV XVHG DV D SUR[\ IRU WKH IUDFWLRQ RI

WDQJLEOH DVVHWV� )LUPV ZLWK D KLJK SURSRUWLRQ RI LQWDQJLEOHV DUH PRUH GLpFXOW WR YDOXH� 7KXV� WKH

H[SHFWHG DXFWLRQ FRVWV DUH KLJKHU WKH ORZHU WKH YDOXH RI 6(&85('� $OVR� WKH YDOXH RI LQWDQJLEOH

DVVHWV WHQGV WR JHW GLVVLSDWHG LI WKH nUP LV OLTXLGDWHG SLHFHPHDO� ZKLFK FDQ EH DYRLGHG WKURXJK D

SUHSDFNDJHG nOLQJ� %RWK DUJXPHQWV SUHGLFW WKDW 6(&85(' ZLOO HQWHU WKH UHJUHVVLRQ ZLWK D QHJDWLYH

FRHpFLHQW� m� � �� 6LQFH WKH H[HFXWLRQ RI DQ DXFWLRQ SUHSDFN UHTXLUHV DSSURYDO E\ DOO FUHGLWRUV

KROGLQJ FODLPV VHFXUHG E\ oRDWLQJ�FKDUJH FROODWHUDO� WKH SUREDELOLW\ RI D SUHSDFN LV H[SHFWHG WR

GHFUHDVH ZLWK WKH QXPEHU RI oRDWLQJ�FKDUJH FODLPKROGHUV �m� � ��� KHUH ODEHOHG )/2$7�

,QGXVWU\ GLVWUHVV UHGXFHV OLTXLGLW\ DPRQJ FRPSHWLWRUV DQG LQFUHDVHV WKH FKDQFH IRU DVVHW nUH�

VDOHV� WKXV LQFUHDVLQJ FUHGLWRUV
 LQFHQWLYH WR UHVWUXFWXUH RXW�RI�FRXUW� 7KH YDULDEOH ',675(66�

GHnQHG DV WKH IUDFWLRQ RI nQDQFLDOO\ GLVWUHVVHG nUPV LQ WKH LQGXVWU\� LV WKHUHIRUH SUHGLFWHG WR SURGXFH

D SRVLWLYH FRHpFLHQW� m� ! �� $ UHODWHG DUJXPHQW LV WKDW LQGXVWU\ XQLTXH DVVHWV DUH RI D UHODWLYHO\

ORZ YDOXH WR LQGXVWU\ RXWVLGHUV� L�H�� VHOO DW D VXEVWDQWLDO GLVFRXQW LQ D SLHFHPHDO OLTXLGDWLRQ� 7KXV�

D YDULDEOH PHDVXULQJ WKH IUDFWLRQ RI DVVHWV WKDW DUH FODVVLnHG DV LQGXVWU\ XQLTXH �H�J�� PDFKLQHU\�

HTXLSPHQW� LQYHQWRU\� LQWDQJLEOH DVVHWV DQG ZRUN LQ SURJUHVV� KHUH GHQRWHG 81,48(� LV H[SHFWHG

WR KDYH D SRVLWLYH LPSDFW RQ WKH OLNHOLKRRG WKDW DQ DXFWLRQ SUHSDFN LV VHOHFWHG� L�H�� m� ! ��

7KH PRGHO DOVR LQFOXGHV D ELQDU\ YDULDEOH LQGLFDWLQJ WKDW WKH nUP LV UXQ E\ DQ RZQHU�PDQDJHU

�2:1(50*5�� 2ZQHU�PDQDJHUV KDYH ERWK WKH SRZHU DQG LQFHQWLYHV WR H[HFXWH DXFWLRQ SUHSDFNV�

VXJJHVWLQJ WKDW WKH YDULDEOH 2:1(50*5 VKRXOG HQWHU WKH UHJUHVVLRQ ZLWK D SRVLWLYH VLJQ� m� ! ��

7KH SURELW PRGHO IXUWKHU FRQWDLQV D PHDVXUH IRU WKH nUP
V SUH�nOLQJ RSHUDWLQJ SURnWDELOLW\ UHODWLYH

��7KH UHJUHVVLRQ HOLPLQDWHV �� DXFWLRQ SUHSDFN FDVHV GXH WR PLVVLQJ LQIRUPDWLRQ RQ RQH RU PRUH RI WKH H[SODQDWRU\
YDULDEOHV� $ VHSDUDWH HVWLPDWLRQ XVLQJ D VXEVDPSOH RI JRLQJ FRQFHUQ VDOHV SURGXFHV VLPLODU UHVXOWV�

�



WR LWV LQGXVWU\ FRPSHWLWRUV �352)0$5*�� SUHGLFWHG WR LQFUHDVH WKH SUREDELOLW\ RI D SUHSDFNDJHG

JRLQJ FRQFHUQ VDOH �m� ! ��� 0RUHRYHU� UHODWLYHO\ ODUJH nUPV ZLWK PXOWLSOH GLYLVLRQV PD\ KDYH

V\QHUJLHV WKDW DUH ORVW LQ D SLHFHPHDO OLTXLGDWLRQ� KHQFH LQFUHDVLQJ H[SHFWHG DXFWLRQ FRVWV� 7KH

YDULDEOH 6,=(� PHDVXUHG DV WKH ORJ RI SUH�nOLQJ ERRN YDOXH RI DVVHWV� LV WKHUHIRUH SUHGLFWHG WR

SURGXFH D SRVLWLYH FRHpFLHQW� m� ! �� )LQDOO\� WKH SURELW HVWLPDWLRQ DGGV D QXPEHU RI LQGXVWU\

LQGLFDWRUV� GHVFULEHG E\ WKH YHFWRU ,1'8675<�

$V VKRZQ LQ 7DEOH �� WKH SUREDELOLW\ RI DQ DXFWLRQ SUHSDFN GHFUHDVHV ZLWK 6(&85('� DV

H[SHFWHG� )LUPV ZLWK D KLJKHU SURSRUWLRQ LQWDQJLEOHV �DQG WKXV KLJK H[SHFWHG EDQNUXSWF\ FRVWV�

DUH PRUH OLNHO\ WR VHOHFW WKH SUHSDFN RSWLRQ��� 0RUHRYHU� WKH FRHpFLHQW IRU 6,=( LV SRVLWLYH� DJDLQ

VXJJHVWLQJ WKDW SUHSDFNDJHG EDQNUXSWF\ LV PRUH SUHGRPLQDQW DPRQJ nUPV IDFLQJ UHODWLYHO\ KLJK

H[SHFWHG DXFWLRQ FRVWV��� $V SUHGLFWHG� WKH YDULDEOH 2:1(50*5 SURGXFHV D SRVLWLYH FRHpFLHQW

m� ! �� ,PSRUWDQWO\� WKLV VXSSRUWV WKH QRWLRQ WKDW PDQDJHULDO UHSXWDWLRQDO FRQFHUQV FRQVWLWXWH DQ

GULYLQJ IRUFH EHKLQG WKH H[HFXWLRQ RI DXFWLRQ SUHSDFNV� 7KH FRHpFLHQWV IRU )/2$7� 81,48( DQG

',675(66 DUH DOO LQVLJQLnFDQW� LQGLFDWLQJ WKDW WKH SUHSDFN GHFLVLRQ LV QRW DmHFWHG E\ WKH QXPEHU

RI VHFXUHG GHEWKROGHUV� DVVHW XQLTXHQHVV DQG LQGXVWU\ GLVWUHVV� $OVR� WKH UHODWLYH SURnWDELOLW\ RI

WKH nUP KDV QR VWDWLVWLFDOO\ GLVFHUQLEOH LPSDFW IRU WKH SUREDELOLW\ RI DQ DXFWLRQ SUHSDFN� 2YHUDOO�

WKH UHJUHVVLRQ PRGHO LV VLJQLnFDQW ZLWK D SVHXGR 5� RI ����� DQG D OLNHOLKRRG UDWLR WHVW VWDWLVWLF

ZLWK D S�YDOXH RI �����

��� )LUP VXUYLYDO

$ FHQWUDO LVVXH FRQFHUQV ZKHWKHU PDQDJHUV IDFLQJ DXFWLRQ EDQNUXSWF\ DQG SRVVLEOH MRE ORVVHV ZLOO

GHOD\ nOLQJ��� $ GHOD\ PHDQV WKDW JRLQJ FRQFHUQ YDOXH LV GHVWUR\HG ZKLOH WKH UHVWUXFWXULQJ RI

WKH nUP LV SRVWSRQHG� FDXVLQJ WKH nUP WR EH RI UHODWLYHO\ ORZ YDOXH ZKHQ HQWHULQJ EDQNUXSWF\���

��7KLV UHVXOW LV FRQVLVWHQW ZLWK *LOVRQ� -RKQ DQG /DQJ ������� ZKR nQG WKDW nUPV UHVWUXFWXULQJ WKHLU GHEW LQ D
SULYDWH ZRUNRXW WHQG WR KDYH UHODWLYHO\ PRUH LQWDQJLEOH DVVHWV WKDQ nUPV nOLQJ IRU &KDSWHU ���

��,Q FRQWUDVW� %HWNHU ������ UHSRUWV WKDW nUPV LQ WUDGLWLRQDO &KDSWHU �� SURFHHGLQJV RQ DYHUDJH KDYH ODUJHU SUH�nOLQJ
DVVHWV WKDQ nUPV LQ &KDSWHU �� SUHSDFNV�

��6HH� H�J�� :KLWH ������ DQG )UDQNV� 1\ERUJ DQG 7RURXV �������
��,Q WKLV SDSHU� PRUH WKDQ ��� RI WKH EDQNUXSWF\ nOLQJV DUH PDGH E\ WKH GLVWUHVVHG nUP� 6LQFH WKH FUHGLWRU FDQ

DOVR nOH� DW nUVW VLJKW WKLV PD\ VHHP WR FRQWUDGLFW WKH K\SRWKHVLV RI GHOD\HG nOLQJ� +RZHYHU� PDQDJHUV JHQHUDOO\ KDYH
DQ LQIRUPDWLRQDO DGYDQWDJH FRQFHUQLQJ WKH nQDQFLDO VWDWXV RI WKH nUP� DQG PD\ HmHFWLYHO\ GHOD\ nOLQJ E\ ZLWKKROGLQJ
VXFK LQIRUPDWLRQ IURP FUHGLWRUV�

��



0DQDJHUV KDYH SRWHQWLDOO\ IHZHU LQFHQWLYHV WR GHOD\ D &KDSWHU �� nOLQJ VLQFH WKH\ UHWDLQ VXEVWDQWLDO

FRQWURO ULJKWV WKURXJKRXW WKH EDQNUXSWF\ SURFHHGLQJ� 7KXV� WKH GHOD\HG nOLQJ K\SRWKHVLV SUHGLFWV

WKDW nUPV nOLQJ IRU DXFWLRQ EDQNUXSWF\ DUH OHVV OLNHO\ WR VXUYLYH DV JRLQJ FRQFHUQ WKDQ nUPV nOLQJ

IRU &KDSWHU ���

,Q WKH WRWDO VDPSOH RI DXFWLRQ EDQNUXSWFLHV� ��� RI nUPV VXUYLYH DV JRLQJ FRQFHUQ� ([FOXGLQJ

DXFWLRQ SUHSDFNV �ZKLFK DUH DOO JRLQJ FRQFHUQ VDOHV� DQG IRFXVLQJ RQ WKH ��� nUPV VROG E\ WKH

WUXVWHH LQ D SXEOLF DXFWLRQ� �� nUPV ����� DUH OLTXLGDWHG SLHFHPHDO DQG ��� nUPV ����� DUH VROG

DV JRLQJ FRQFHUQ� 7KH nIWK FROXPQ RI 7DEOH � UHSRUWV WKH HVWLPDWHG FRHpFLHQWV LQ D PRGHO IRU WKH

SUREDELOLW\ WKDW WKH nUP VXUYLYHV DV D JRLQJ FRQFHUQ DV RSSRVHG WR EHLQJ OLTXLGDWHG SLHFHPHDO LQ

WKH DXFWLRQ� 7KH HVWLPDWLRQ XVHV D VXEVDPSOH RI ��� nUPV VROG E\ WKH WUXVWHH LQ EDQNUXSWF\� RI

ZKLFK �� nUPV ZHUH OLTXLGDWHG SLHFHPHDO��� 7KH SUREDELOLW\ RI D JRLQJ FRQFHUQ VDOH LV GHnQHG DV

IROORZV�

3URE�6859 ,9 $/�  m� � m�6(&85(' � m�&5(',725� m�',675(66 � m�81,48(

�m�2:1(50*5� m�352)0$5*L � m�6,=( � m�,1'8675< � q ���

$ SULRUL� , H[SHFW D JRLQJ FRQFHUQ VDOH WR EH GULYHQ E\ PXFK WKH VDPH IDFWRUV DV DQ DXFWLRQ

SUHSDFN� 7KXV� WKH PRGHO LQ ��� FRQWDLQV WKH VDPH YDULDEOHV DV WKH SUHSDFN PRGHO LQ HTXDWLRQ

���� ZLWK WKH H[FHSWLRQ RI )/2$7 ZKLFK LV OHIW RXW� 0RUHRYHU� HTXDWLRQ ��� LQFOXGHV D ELQDU\

YDULDEOH LQGLFDWLQJ ZKHWKHU D FUHGLWRU �Y� WKH nUP� nOHV WKH EDQNUXSWF\ SHWLWLRQ �&5(',725��

,I nUPV WKDW DUH IRUFHG LQWR EDQNUXSWF\ E\ D FUHGLWRU DUH RI ORZHU TXDOLW\� WKLV VKRXOG UHGXFH WKH

SUREDELOLW\ RI VXUYLYDO� L�H�� WKH SUHGLFWLRQ LV m� � �� )XUWKHUPRUH� VLQFH D SLHFHPHDO OLTXLGDWLRQ

ZRXOG GLVVLSDWH WKH YDOXH RI LQWDQJLEOH DVVHWV� WKH SUREDELOLW\ RI D JRLQJ FRQFHUQ VDOH LV H[SHFWHG

WR GHFUHDVH ZLWK 6(&85(' �m� � ��� 7KH OLNHOLKRRG RI nUP VXUYLYDO LV DOVR SUHGLFWHG WR EH ORZHU

LQ GRZQ�VL]LQJ �RU GLVWUHVVHG� LQGXVWULHV� FDSWXUHG E\ ',675(66� WKXV m� � �� 7R WKH H[WHQW WKH

nUP
V HTXLW\KROGHUV FDQ LQoXHQFH WKH WUXVWHH
V VDOHV HmRUW� WKH YDULDEOH 2:1(50*5 LV H[SHFWHG

WR SURGXFH m� ! �� UHoHFWLQJ D JUHDWHU H[SHFWHG ORVV RI PDQDJHULDO SULYDWH EHQHnWV ZKHQ WKH nUP

LV OLTXLGDWHG SLHFHPHDO�

��6LPLODU UHVXOWV DUH REWDLQHG LQ DQ HVWLPDWLRQ XVLQJ DQ H[WHQGHG VDPSOH WKDW LQFOXGHV �� DXFWLRQ SUHSDFNV�

��



7KH PRGHO DOVR FRQWDLQV WKH YDULDEOHV 81,48(� 352)0$5* DQG 6,=(� ZKLFK DUH DOO H[SHFWHG

WR LQFUHDVH WKH OLNHOLKRRG RI D JRLQJ FRQFHUQ VDOH�

$V SUHGLFWHG� m� � �� L�H�� nUPV ZLWK D ODUJH IUDFWLRQ RI LQWDQJLEOH DVVHWV WHQG WR EH DXFWLRQHG DV

JRLQJ FRQFHUQ� 7KLV UHVXOW LV FRQVLVWHQW ZLWK WKH HDUOLHU nQGLQJ WKDW 6(&85(' DOVR GHFUHDVHV WKH

SUREDELOLW\ RI DQ DXFWLRQ SUHSDFN� 0RUHRYHU� WKH FRHpFLHQW IRU &5(',725� m�� LV QHJDWLYH DQG

VLJQLnFDQW� DV H[SHFWHG� :KLOH WKH SUREDELOLW\ RI DQ DXFWLRQ SUHSDFN LV LQFUHDVLQJ LQ 2:1(50*5�

WKLV YDULDEOH KDV QR VLJQLnFDQW LPSDFW RQ WKH RXWFRPH RI WKH EDQNUXSWF\ DXFWLRQ� SRVVLEO\ LQGL�

FDWLQJ WKDW WKH WUXVWHH DFWV LQGHSHQGHQWO\ RI HTXLW\KROGHUV DQG PDQDJHUV GXULQJ WKH DXFWLRQ� $V

EHIRUH� WKH FRHpFLHQWV IRU 81,48( DQG ',675(66 DUH LQVLJQLnFDQW� VXJJHVWLQJ WKDW QHLWKHU DVVHW

XQLTXHQHVV QRU LQGXVWU\ GLVWUHVV DmHFW WKH JRLQJ FRQFHUQ VDOH Y� SLHFHPHDO OLTXLGDWLRQ GHFLVLRQ�

)LQDOO\� 352)0$5* DQG 6,=( SURGXFH LQVLJQLnFDQW FRHpFLHQWV� DV GR WKH LQGXVWU\ LQGLFDWRUV�

7KH RYHUDOO VLJQLnFDQFH RI WKLV UHJUHVVLRQ LV ORZHU WKDQ IRU WKH DERYH SUHSDFN UHJUHVVLRQ� ZLWK D

SVHXGR 5� RI �����

,QWHUHVWLQJO\� WKH WKUHH�TXDUWHU VXUYLYDO UDWH LQ 6ZHGLVK EDQNUXSWF\ LV FORVH WR VXUYLYDO UDWHV

UHSRUWHG IRU &KDSWHU �� nOLQJV E\ SULYDWHO\ KHOG nUPV� :KLWH ������ nQGV WKDW LQ D VDPSOH RI ��

VPDOO FRUSRUDWLRQV nOLQJ IRU &KDSWHU ��� ��� RI nUPV DGRSW UHRUJDQL]DWLRQ SODQV� ��� DUH VROG

DV JRLQJ FRQFHUQ DQG WKH UHPDLQLQJ ��� DUH VXEVHTXHQWO\ OLTXLGDWHG XQGHU &KDSWHU �� 7KXV� LQ

:KLWH
V VDPSOH� ��� RI WKH nUPV FRQWLQXH RSHUDWLQJ ZLWK WKHLU DVVHWV LQ WKHLU FXUUHQW XVH� 7KLV

VXUYLYDO UDWH LV DOVR VLPLODU WR WKH nQGLQJ RI )O\QQ ������� ZKR UHSRUWV WKDW LQ D VDPSOH RI �����

VPDOO &KDSWHU �� FDVHV ZLWK FRQnUPHG UHRUJDQL]DWLRQ SODQV IURP ���������� ��� ZHUH SODQV WR

OLTXLGDWH WKH nUP� ZKLFK LPSOLHV D FRQGLWLRQDO VXUYLYDO UDWH RI ������ $V WR &KDSWHU �� nOLQJV E\

SXEOLFO\ WUDGHG nUPV� :HLVV ������ UHSRUWV WKDW LQ D VDPSOH RI �� FDVHV� ��� VXFFHVVIXOO\ UHRUJDQL]H�

ZKLOH /R3XFNL DQG :KLWIRUG ������ UHSRUW D ��� VXUYLYDO UDWH IRU WKHLU �� FDVHV�

,Q VXP� WKH VXUYLYDO UDWH LQ DXFWLRQ EDQNUXSWF\ LV ODUJHO\ LQGLVWLQJXLVKDEOH IURP WKH IUDFWLRQ RI

��)O\QQ
V ������ VDPSOH RI FRQnUPHG SODQV FRQVWLWXWH ��� RI WKH SRSXODWLRQ RI FDVHV RYHU WKH WHQ�\HDU SHULRG�
-HQVHQ�&RQNOLQ ������ DOVR VWXG\ FRQnUPHG SODQV E\ VPDOO nUPV LQ &KDSWHU ��� DQG nQGV WKDW ��� ZHUH OLTXLGDWLRQ
SODQV� /R3XFNL ������ UHSRUWV WKDW ��� RI KLV VDPSOH RI �� nUPV REWDLQ FRQnUPDWLRQ RI D UHRUJDQL]DWLRQ SODQ DQG DUH
VWLOO RSHUDWLQJ WKUHH \HDUV ODWHU� 6LQFH WKLV H[ SRVW UDWH UHoHFWV nUP�VSHFLnF HFRQRPLF FRQGLWLRQV RYHU WKH WKUHH�\HDU
SRVW�EDQNUXSWF\ SHULRG� LW XQGHUVWDWHV DFWXDO VXUYLYDO UDWHV� $OVR� /R3XFNL GRHV QRW LQFOXGH JRLQJ FRQFHUQ VDOHV LQ
&KDSWHU ��� ZKLFK OHDGV WR D IXUWKHU XQGHUVWDWHPHQW RI DFWXDO VXUYLYDO UDWHV�

��



nUPV VXUYLYLQJ &KDSWHU �� nOLQJV� 2QH LQWHUSUHWDWLRQ RI WKLV LV WKDW 8�6� nUPV nOLQJ IRU &KDSWHU

�� WHQG WR EH LQ D VLPLODU HFRQRPLF FRQGLWLRQ DV WKH 6ZHGLVK nUPV VWXGLHG KHUH� ZKLFK LV DOVR

FRQVLVWHQW ZLWK WKH GLVFXVVLRQ LQ 6HFWLRQ ��� DERYH� ,I RQH DVVXPHV WKDW RQO\ WKH ORZHVW�TXDOLW\

nUPV DUH OLTXLGDWHG SLHFHPHDO� WKLV nQGLQJ DOVR IDLOV WR VXSSRUW WKH K\SRWKHVLV WKDW PDQDJHUV GHOD\

nOLQJ XQGHU DQ DXFWLRQ EDQNUXSWF\ FRGH UHODWLYH WR ZKDW LV REVHUYHG XQGHU D UHRUJDQL]DWLRQ FRGH�

� %DQNUXSWF\ FRVWV

7RWDO EDQNUXSWF\ FRVWV DUH WKH VXP RI GLUHFW FRVWV� VXFK DV ODZ\HU� DQG FRQVXOWLQJ IHHV� DGPLQLV�

WUDWLYH FRVWV� HWF�� DQG LQGLUHFW FRVWV ZKLFK LQFOXGH WKH RSSRUWXQLW\ FRVW RI PDQDJHPHQW
V WLPH DQG

SRWHQWLDOO\ DGYHUVH UHSXWDWLRQDO HmHFWV LQ SURGXFW DQG FDSLWDO PDUNHWV� ,Q WKLV VHFWLRQ� , UHSRUW

HVWLPDWHV RI GLUHFW FRVWV DV ZHOO DV WKH OHQJWK RI WLPH WKH nUP VSHQGV LQ DXFWLRQ EDQNUXSWF\���

��� 'LUHFW EDQNUXSWF\ FRVWV

$V VKRZQ LQ 3DQHO , RI 7DEOH �� GLUHFW FRVWV LQ EDQNUXSWF\ DXFWLRQV �H[�SUHSDFNV� DYHUDJH ����

�PHGLDQ ����� RI SUH�nOLQJ DVVHWV��� 0RUHRYHU� DV SUHVHQWHG LQ 3DQHO ,, RI 7DEOH �� DXFWLRQ SUHSDFNV

DUH UHODWLYHO\ LQH[SHQVLYH� WKH DYHUDJH GLUHFW FRVWV DUH ���� �PHGLDQ ������ $V H[SHFWHG� VFDOLQJ

FRVWV ZLWK PDUNHW YDOXH RI DVVHWV LQ EDQNUXSWF\ �L�H�� ZLWK WKH UHDOL]HG DXFWLRQ SURFHHGV� SURGXFHV

D PXFK KLJKHU FRVW HVWLPDWH IRU EDQNUXSWF\ DXFWLRQV RI RQ DYHUDJH ����� �PHGLDQ ��������� 7R

PDNH WKH 6ZHGLVK UHVXOWV FRPSDUDEOH WR 8�6� VWXGLHV , IRFXV LQ WKH IROORZLQJ SULPDULO\ RQ FRVWV

PHDVXUHG DV D IUDFWLRQ RI SUH�nOLQJ ERRN YDOXH RI DVVHWV�

7DEOH � FRQWDLQV 2/6 HVWLPDWHV RI WKH SDUDPHWHUV LQ WZR FURVV�VHFWLRQDO UHJUHVVLRQV H[SODLQLQJ

GLUHFW EDQNUXSWF\ FRVWV LQ SHUFHQW RI SUH�nOLQJ DVVHWV� 7KH UHJUHVVLRQ PRGHO LV DV IROORZV���

&2676  m� � m�/$5*( � m�0(',80L � m�3,(&(0($/� m�35(3$&.

��7KH PDJQLWXGH RI EDQNUXSWF\ FRVWV LV DQ LPSRUWDQW GHWHUPLQDQW RI WKH nUP
V FDSLWDO VWUXFWXUH� 6HH H�J� 0LOOHU
������� :DUQHU ������� +DXJHQ DQG 6HQEHWK ������ ����� DQG +DUULV DQG 5DYLY �������

��&RVWV EDVHG RQ SUH�nOLQJ ERRN YDOXH RI DVVHWV DUH ELDVHG GRZQZDUGV� +RZHYHU� PDUNHW YDOXHV RI DVVHWV SULRU WR
nOLQJ DUH JHQHUDOO\ QRW DYDLODEOH�

��7KLV HVWLPDWH� KRZHYHU� PD\ FRQWDLQ D SRWHQWLDO XSZDUG ELDV LI WKH DXFWLRQ SURGXFHV DVVHW nUH�VDOHV�
��, DOVR H[DPLQHG DQ DOWHUQDWLYH PRGHO VSHFLnFDWLRQ ZKLFK LQFOXGHV WKH LQGLFDWRU YDULDEOH 5(385&+$6(� 7KLV

YDULDEOH� ZKLFK LQGLFDWHV ZKHWKHU RU QRW WKH ROG RZQHU UHSXUFKDVHV WKH nUP LQ WKH DXFWLRQ� SURGXFHV DQ LQVLJQLnFDQW
FRHpFLHQW� :KLOH QRW UHSRUWHG LQ 7DEOH �� WKLV UHVXOW LV LQFRQVLVWHQW ZLWK WKH FRQMHFWXUH WKDW WKH WUXVWHH VHOOV WKH
DVVHWV WR WKH ROG RZQHU LQ RUGHU WR UHGXFH WKH WUXVWHH
V RZQ VDOHV HmRUW�

��



�m�6(&85(' � m�81,48(L � m�',675(66 � m�/(1*7+ � m�,1'8675< � q ���

$V EHIRUH� WKH H[SODQDWRU\ YDULDEOHV DUH GHnQHG LQ 7DEOH �� 7KH PRGHO FRQWDLQV WZR ELQDU\

YDULDEOHV IRU nUP VL]H� RQH FRYHULQJ WKH RQH�WKLUG ODUJHVW nUPV LQ WKH VDPSOH �/$5*(�� DQG WKH

VHFRQG WKH RQH�WKLUG LQWHUPHGLDWH VL]HG nUPV �0(',80�� ,Q WKH SUHVHQFH RI n[HG EDQNUXSWF\

FRVWV� WKHVH WZR YDULDEOHV VKRXOG KDYH QHJDWLYH VLJQV� WKXV , H[SHFW m� � � DQG m� � �� 7KH

UHJUHVVLRQV IXUWKHU LQFOXGH D ELQDU\ YDULDEOH LQGLFDWLQJ SLHFHPHDO OLTXLGDWLRQ �3,(&(0($/�� DQG�

IRU WKH H[WHQGHG VDPSOH� DQ LQGLFDWRU IRU DXFWLRQ SUHSDFN �35(3$&.�� %RWK WKHVH RXWFRPHV DUH

OLNHO\ WR LQFXU ORZHU GLUHFW FRVWV WKDQ JRLQJ FRQFHUQ VDOHV LQ EDQNUXSWF\� KHQFH 3,(&(0($/ DQG

35(3$&. DUH SUHGLFWHG WR HQWHU ZLWK QHJDWLYH FRHpFLHQWV �m� � � DQG m� � ���

,Q RUGHU WR FDSWXUH FRVW�GULYLQJ HmHFWV RI PDUNHW LOOLTXLGLW\ RQ WKH WUXVWHH
V OHYHO RI DXFWLRQ

VDOHV HmRUW� WKH UHJUHVVLRQ LQFOXGHV WKH YDULDEOHV 6(&85('� 81,48( DQG ',675(66� 7KH ORZHU

WKH OHYHO RI LQWDQJLEOH DVVHWV �WKH KLJKHU 6(&85('�� WKH JUHDWHU LWV DVVHW OLTXLGLW\ DQG WKH ORZHU

DUH H[SHFWHG EDQNUXSWF\ FRVWV� WKXV m� � �� 0RUHRYHU� WKH KLJKHU WKH OHYHOV RI 81,48( DQG

',675(66� WKH ORZHU LV WKH H[SHFWHG GHPDQG IRU WKH DVVHWV LQ WKH DXFWLRQ ZKLFK LQ WXUQ LV H[SHFWHG

WR OHDG WR KLJKHU EDQNUXSWF\ FRVWV� %RWK 81,48( DQG ',675(66 DUH WKHUHIRUH SUHGLFWHG WR HQWHU

ZLWK SRVLWLYH FRHpFLHQWV� m� ! � DQG m� ! �� 7KH PRGHO DOVR FRQWDLQV D YDULDEOH PHDVXULQJ

WKH QXPEHU RI PRQWKV WKDW WKH nUP
V FRUSRUDWH VKHOO LV NHSW RQ nOH ZLWK WKH FRXUW DV DQ RSHQ

EDQNUXSWF\ FDVH �/(1*7+�� ZKLFK LV H[SHFWHG WR SURGXFH m� ! ��
�� )LQDOO\� WKH SURELW UHJUHVVLRQ

LQFOXGHV D YHFWRU RI LQGXVWU\ GXPPLHV� ,1'8675<�

7KH VHFRQG FROXPQ RI 7DEOH � UHSRUWV WKH FRHpFLHQW HVWLPDWHV IURP D UHJUHVVLRQ XVLQJ D VXE�

VDPSOH RI ��� WUDGLWLRQDO EDQNUXSWF\ DXFWLRQV �H[FOXGLQJ DXFWLRQ SUHSDFNV�� 7KH UHJUHVVLRQ LV

VLJQLnFDQW ZLWK DQ DGMXVWHG 5� RI ������ $V LQGLFDWHG E\ WKH QHJDWLYH VL]H�GXPPLHV m� DQG m��

GLUHFW EDQNUXSWF\ FRVWV KDYH VLJQLnFDQW n[HG FRPSRQHQWV� 7KH FRQVWDQW WHUP LV ���� �IRU WKH RQH�

WKLUG VPDOOHVW nUPV LQ WKH VDPSOH�� DQG GHFUHDVHV E\ ���� IRU LQWHUPHGLDWH�VL]HG nUPV DQG ���� IRU

WKH RQH�WKLUG ODUJHVW nUPV��� &RQVHTXHQWO\� WKH XQFRQGLWLRQDO GLUHFW FRVWV IRU WKH RQH�WKLUG ODUJHVW

��7KH WLPH WKH FDVH LV NHSW RQ nOH ZLWK WKH FRXUW VKRXOG QRW EH FRQIXVHG ZLWK WKH WLPH WKH nUP RSHUDWHV LQ
EDQNUXSWF\ EHIRUH EHLQJ DXFWLRQHG Rm� ,PSRUWDQWO\� WKH 3HDUVRQ FRUUHODWLRQ EHWZHHQ WKH WLPH WKH FDVH LV NHSW RQ nOH
DQG WKH WLPH EHWZHHQ nOLQJ DQG JRLQJ FRQFHUQ VDOH LV D ORZ ����� ���WDLOHG S�YDOXH RI �������

��'LUHFW EDQNUXSWF\ FRVWV LQ GROODU WHUPV DUH IRXQG WR EH FRQFDYH DOVR LQ WKH 8�6�� VHH� H�J�� :DUQHU ������� $QJ�

��



nUPV LQ P\ VDPSOH� H[FOXGLQJ SUHSDFNV� DUH RQ DYHUDJH ���� �PHGLDQ ����� RI SUH�nOLQJ DVVHWV���

7KH FRHpFLHQW IRU 3,(&(0($/� m�� LV DOVR QHJDWLYH DQG VLJQLnFDQW� VXJJHVWLQJ WKDW SLHFHPHDO

OLTXLGDWLRQV KDYH ORZHU GLUHFW FRVWV WKDQ JRLQJ FRQFHUQ VDOHV� DV H[SHFWHG� ,QWHUHVWLQJO\� WKH UHJUHV�

VLRQV LQ 7DEOH � LQGLFDWH WKDW EDQNUXSWF\ FRVWV DUH LQFUHDVLQJ LQ WKH GHJUHH RI LQGXVWU\ GLVWUHVV�

SRVVLEO\ EHFDXVH WKH EDQNUXSWF\ WUXVWHH PXVW LQFUHDVH VDOHV HmRUWV WR nQG D KLJK�YDOXDWLRQ ELGGHU

LQ GLVWUHVVHG LQGXVWULHV� 0RUHRYHU� WKH FRHpFLHQW IRU /(1*7+� m�� LV SRVLWLYH DQG VLJQLnFDQW�

VXJJHVWLQJ WKDW WKH GLUHFW FRVWV RI EDQNUXSWF\ LQFUHDVH ZLWK WKH WLPH WKDW WKH FDVH LV NHSW RQ nOH

ZLWK WKH FRXUW��� 7KHUH LV� KRZHYHU� QR HYLGHQFH WKDW WKH PHDVXUHV IRU DVVHW W\SH DQG XQLTXHQHVV

DmHFW GLUHFW FRVWV�

&ROXPQ � RI 7DEOH � UHSRUWV WKH FRHpFLHQW HVWLPDWHV EDVHG RQ D VDPSOH RI ��� nUPV WKDW DOVR

LQFOXGHV �� DXFWLRQ SUHSDFNV� 7KH UHJUHVVLRQ LV DJDLQ VLJQLnFDQW DQG WKH FRHpFLHQW HVWLPDWHV DUH

JHQHUDOO\ FRQVLVWHQW ZLWK WKH DERYH UHVXOWV IRU WKH VXEVDPSOH RI WUDGLWLRQDO DXFWLRQV� 7KH GLUHFW

FRVWV GHFUHDVH ZLWK nUP VL]H DQG LQFUHDVH ZLWK ',675(66 DQG /(1*7+� ZLWK QR GHWHFWDEOH LPSDFW

RI 6(&85(' DQG 81,48(� $V H[SHFWHG JLYHQ WKH UHVXOWV LQ 7DEOH �� WKH FRHpFLHQW IRU 35(3$&.�

m�� LV QHJDWLYH DQG VLJQLnFDQW� 7KH RQH�WKLUG ODUJHVW 6ZHGLVK nUPV XQGHUWDNLQJ DXFWLRQ SUHSDFNV

KDYH XQFRQGLWLRQDO DYHUDJH GLUHFW FRVWV RI ���� �PHGLDQ ����� RI SUH�EDQNUXSWF\ DVVHWV�

)RU FRPSDULVRQ SXUSRVHV� 7DEOH � DOVR FRQWDLQV H[WDQW HYLGHQFH RQ FRVWV IRU PXFK ODUJHU� SXEOLFO\

WUDGHG nUPV UHRUJDQL]LQJ LQ &KDSWHU ��� 7KH GLUHFW FRVWV IRU &KDSWHU �� FDVHV� LQ SHUFHQW RI ERRN

YDOXH RI SUH�nOLQJ DVVHWV� LV HVWLPDWHG WR ���� �PHGLDQ �������� 7KLV FRVW HVWLPDWH FRUUHVSRQGV

FORVHO\ WR WKH ���� DYHUDJH FRVWV UHSRUWHG IRU WKH RQH�WKLUG ODUJHVW FDVHV LQ P\ DXFWLRQ EDQNUXSWF\

VDPSOH� 0RUHRYHU� IRU D VDPSOH RI �� SULYDWHO\ KHOG VPDOO nUPV LQ &KDSWHU ��� /DZOHVV HW DO� ������

UHSRUW DYHUDJH GLUHFW FRVWV� PHDVXUHG DV D IUDFWLRQ RI ERRN YDOXH RI DVVHWV LQ EDQNUXSWF\� RI ������

,Q OLJKW RI WKH n[HG FRVW FRPSRQHQWV� WKH VWDWLVWLFV LQGLFDWH WKDW WKH DXFWLRQ SURFHGXUH YHU\ ZHOO

&KXD DQG 0F&RQQHOO ������ DQG %HWNHU �������
��0HDVXUHG LQ SHUFHQW RI PDUNHW YDOXH RI DVVHWV LQ EDQNUXSWF\� WKH GLUHFW FRVWV IRU WKH RQH�WKLUG ODUJHVW nUPV DUH

RQ DYHUDJH ����� �PHGLDQ ������
��7KLV PD\ UDLVH WKH LVVXH RI ZKHWKHU WKH FRVW HVWLPDWHV SUHVHQWHG LQ WKLV SDSHU DUH ELDVHG� VLQFH WKH VDPSOH VHOHFWLRQ

SURFHGXUH HOLPLQDWHV ��� RSHQ EDQNUXSWF\ FDVHV �VHH 6HFWLRQ ����� +RZHYHU� ZLWKLQ WKH VDPSOH� WKH �XQFRQGLWLRQDO�
3HDUVRQ FRUUHODWLRQ EHWZHHQ WKH SHUFHQWDJH GLUHFW FRVWV DQG WLPH RQ nOH LV D ORZ ����� ���WDLOHG S�YDOXH RI �������
SURYLGLQJ QR VXSSRUW IRU WKH H[LVWHQFH RI VXFK ELDV LQ WKH FRVW HVWLPDWHV�

��7KLV LV D VDPSOH�VL]H ZHLJKWHG DYHUDJH RI WKH FRVW HVWLPDWHV LQ :HLVV ������ DQG %HWNHU �������

��



PD\ SURYLGH D UHODWLYHO\ ORZ�GLUHFW�FRVW PHFKDQLVP IRU UHVWUXFWXULQJ nUPV LQ EDQNUXSWF\���

$V LQ 6ZHGHQ� SUHSDFNV LQ WKH 8�6� LQFXU ORZHU GLUHFW FRVWV WKDQ WUDGLWLRQDO EDQNUXSWF\ FDVHV�

7KH GLUHFW FRVWV IRU SUHSDFNDJHG &KDSWHU �� nOLQJV E\ SXEOLFO\ WUDGHG nUPV� PHDVXUHG DV D IUDFWLRQ

RI SUH�nOLQJ DVVHWV� DUH RQ DYHUDJH ���� �PHGLDQ ������ VHH 3DQHO ,, RI 7DEOH ���� 7KLV LV VRPHZKDW

KLJKHU WKDQ WKH GLUHFW FRVWV UHSRUWHG IRU WKH RQH�WKLUG ODUJHVW nUPV H[HFXWLQJ DXFWLRQ SUHSDFNV

�PHDQ ������ 2YHUDOO� SUHSDFNDJHG nOLQJV DUH UHODWLYHO\ ORZ�FRVW XQGHU HLWKHU EDQNUXSWF\ V\VWHP�

��� 7LPH LQ EDQNUXSWF\

7DEOH � DQG WKH DERYH FRPSDULVRQ ZLWK WKH FRVWV RI &KDSWHU �� SURFHHGLQJV OHDYH RXW RQH LPSRUWDQW

IXQGDPHQWDO� QDPHO\ WKH WRWDO WLPH nUPV RSHUDWH XQGHU EDQNUXSWF\ SURWHFWLRQ� ,QGLUHFW FRVWV� LQ

WHUPV RI WKH RSSRUWXQLW\ FRVW RI PDQDJHULDO WLPH DQG QHJDWLYH UHSXWDWLRQDO HmHFWV LQ SURGXFW DQG

FDSLWDO PDUNHWV� LQFUHDVH ZLWK WKH WLPH WKH nUP VSHQGV LQ EDQNUXSWF\� )RU nUPV VROG DV JRLQJ

FRQFHUQ LQ D WUDGLWLRQDO EDQNUXSWF\ DXFWLRQ �H[FOXGLQJ SUHSDFNV�� WKH DYHUDJH WLPH IURP nOLQJ WR

WKH GDWH WKH DVVHWV DUH VROG LV ��� PRQWKV ZLWK D PHGLDQ RI ��� PRQWKV� VHH 3DQHO , RI 7DEOH ��

0RUHRYHU� RQO\ � RI WKH ��� 6ZHGLVK nUPV VXUYLYLQJ WKH DXFWLRQ DV JRLQJ FRQFHUQ RSHUDWHV IRU PRUH

WKDQ RQH \HDU LQ EDQNUXSWF\� 1RW VXUSULVLQJO\� DXFWLRQ SUHSDFN SURFHGXUHV DUH PXFK VKRUWHU WKDQ

WKH W\SLFDO DXFWLRQ EDQNUXSWF\ FDVH �3DQHO ,, RI 7DEOH ��� $XFWLRQ SUHSDFNV DUH H[HFXWHG D PHGLDQ

RI � GD\V EHIRUH nOLQJ IRU EDQNUXSWF\ �ZLWK QR IXUWKHU GHOD\ GXH WR nOLQJ����

7KH WLPH VSHQW LQ DXFWLRQ EDQNUXSWF\ LV VLJQLnFDQWO\ ORZHU WKDQ WKH DYHUDJH OHQJWK RI D &KDSWHU

�� SURFHHGLQJ� )RU WKH ����� VPDOO nUP FDVHV LQ )O\QQ ������� WKH DYHUDJH WLPH LQ EDQNUXSWF\ LV

UHSRUWHG WR EH �� PRQWKV ZLWK D PHGLDQ RI �� PRQWKV��� 3UHSDFNDJHG &KDSWHU �� nOLQJV DUH DOVR

OHVV WLPH�FRQVXPLQJ WKDQ WKH WUDGLWLRQDO &KDSWHU �� SURFHHGLQJ� %HWNHU ������ DQG 7DVKMLDQ� /HDVH

DQG 0F&RQQHOO ������ nQG WKDW WKH DYHUDJH &KDSWHU �� SUHSDFN IRU SXEOLFO\ WUDGHG nUPV ODVWV �

��+DQVHQ DQG 7KRPDV ������ DUJXH WKDW D FRQVHUYDWLYH HVWLPDWH RI WRWDO GLUHFW FRVWV IRU DXFWLRQLQJ Rm ODUJH nUPV
LQ EDQNUXSWF\ ZRXOG EH �� RI DVVHWV�

��7KH FRVW HVWLPDWH IRU WKH &KDSWHU �� SUHSDFNV LV DQ DYHUDJH RI WKH HVWLPDWHV LQ %HWNHU ������ DQG 7DVKMLDQ�
/HDVH DQG 0F&RQQHOO ������� ERWK RI ZKLFK H[DPLQH �� FDVHV IURP ���������� 1RWH WKDW WKHVH HVWLPDWHV LQFOXGH
FRVWV LQFXUUHG SULRU WR EDQNUXSWF\� ZKLOH WKH 6ZHGLVK HVWLPDWH GRHV QRW LQFOXGH SUH�nOLQJ FRVWV�

��%HFDXVH RI WZR RXWOLHUV �SUHSDFNV H[HFXWHG YHU\ HDUO\�� WKH DYHUDJH SUHSDFN LV H[HFXWHG ��� PRQWKV SULRU WR nOLQJ�
��-HQVHQ�&RQNOLQ ������ UHSRUWV �� PRQWKV IRU KHU VDPSOH RI �� VPDOO�nUP &KDSWHU �� FDVHV� ZKLOH� LQ WKH VDPSOH

RI �� VPDOO nUPV VWXGLHG E\ /R3XFNL ������� WKH FRXUW FRQnUPV WKH UHRUJDQL]DWLRQ SODQ RQ DYHUDJH �� PRQWKV DIWHU
nOLQJ� 7KH DYHUDJH WLPH LQ &KDSWHU �� DSSHDUV WR EH VLPLODU IRU ODUJH SXEOLFO\ WUDGHG DQG VPDOO SULYDWHO\ KHOG nUPV�
VHH� H�J�� *LOVRQ HW DO� ������� :HLVV ������� )UDQNV DQG 7RURXV ������� %HWNHU ������ DQG +RWFKNLVV �������

��



PRQWKV �PHGLDQ � PRQWKV� IURP nOLQJ IRU WKH SODQ WR EH FRQnUPHG E\ FRXUW� 0RUHRYHU� LW WDNHV

RQ DYHUDJH �� PRQWKV IRU D &KDSWHU �� SUHSDFN WR EH VHW XS SULRU WR nOLQJ� 7KXV� WKHUH DUH VWURQJ

LQGLFDWLRQV WKDW ODUJH nUP &KDSWHU �� SUHSDFNV UHTXLUH PRUH WLPH WKDQ HYHQ WKH W\SLFDO VPDOO nUP

DXFWLRQ EDQNUXSWF\ FDVH LQ 6ZHGHQ�

� 'HEW UHFRYHU\ UDWHV

$ FUHGLWRU
V H[SHFWHG SD\Rm LQ EDQNUXSWF\ DmHFWV KLV RU KHU LQFHQWLYHV WR UHQHJRWLDWH GHEW RXWVLGH RI

IRUPDO EDQNUXSWF\� 0RUHRYHU� GHEW UHFRYHU\ UDWHV SURYLGH LPSRUWDQW LQIRUPDWLRQ RQ WKH HFRQRPLF

YDOXH RI nUPV nOLQJ IRU EDQNUXSWF\ DV ZHOO DV LQGLUHFW DQG GLUHFW FRVWV LPSRVHG E\ WKH EDQNUXSWF\

SURFHHGLQJ LWVHOI� 7KLV VHFWLRQ H[DPLQHV FUHGLWRUV
 UHFRYHU\ UDWHV LQ 6ZHGLVK DXFWLRQ EDQNUXSWF\�

3DQHO , RI 7DEOH � SUHVHQWV UHFRYHU\ UDWHV� PHDVXUHG DV WKH SURSRUWLRQ RI WKH GHEW
V IDFH YDOXH

UHSDLG LQ EDQNUXSWF\� LQ WUDGLWLRQDO EDQNUXSWF\ DXFWLRQV �L�H�� H[FOXGLQJ SUHSDFNV�� ,PSRUWDQWO\�

UHFRYHU\ UDWHV LQ P\ VDPSOH DUH EDVHG HQWLUHO\ RQ PDUNHW YDOXHV VLQFH WKH FDVK VHWWOHPHQW LQ WKH

DXFWLRQ SHUPLWV D FDVK GLVWULEXWLRQ WR FUHGLWRUV� 7KH RYHUDOO UHFRYHU\ UDWH IRU 6ZHGLVK nUPV�

DYHUDJHG DFURVV ERWK VHFXUHG DQG XQVHFXUHG GHEW� LV ��� �PHGLDQ ����� )RFXVLQJ RQ WKH GLmHUHQW

FODVVHV RI GHEW� VHFXUHG FUHGLWRUV UHFHLYH RQ DYHUDJH ��� �PHGLDQ ���� RI WKH IDFH YDOXH RI WKHLU

GHEW� DQG EDQNV UHFHLYH ��� �PHGLDQ ����� -XQLRU GHEW� KRZHYHU� RQ DYHUDJH UHFRYHUV RQO\ ��

�PHGLDQ ���� UHoHFWLQJ WKH VWULFW DGKHUHQFH WR $35 LQ DXFWLRQ EDQNUXSWF\�

)RU FRPSDUDELOLW\ ZLWK 8�6� VWXGLHV� 3DQHO ,, RI 7DEOH � UHSRUWV UHFRYHU\ UDWHV IRU D VXEVDPSOH

RI �� nUPV DXFWLRQHG DV JRLQJ FRQFHUQ GXULQJ ������������ 7KH DYHUDJH RYHUDOO UHFRYHU\ UDWH LV ���

�PHGLDQ ����� ZLWK VHFXUHG GHEWKROGHUV DQG EDQNV UHFHLYLQJ DQ DYHUDJH RI ��� DQG ���� UHVSHF�

WLYHO\ �PHGLDQ ��� DQG ���� DQG MXQLRU FUHGLWRUV �� �PHGLDQ ���� 7KXV� DOO FODLPKROGHUV DSSHDU

WR UHFRYHU D KLJKHU IUDFWLRQ ZKHQ WKH DXFWLRQ SUHVHUYHV WKH nUP DV D JRLQJ FRQFHUQ� 0RUHRYHU�

3DQHO ,,, VKRZV UHFRYHU\ UDWHV IRU WKH �� DXFWLRQ SUHSDFNV� 7KH RYHUDOO UHFRYHU\ UDWH LQ 6ZHGLVK

SUHSDFNV LV VOLJKWO\ ORZHU WKDQ WKDW UHSRUWHG DERYH IRU WUDGLWLRQDO EDQNUXSWF\ DXFWLRQV� PHDQ ���

�PHGLDQ ����� 6HFXUHG FUHGLWRUV �DQG EDQNV� UHFHLYH RQ DYHUDJH ��� �PHGLDQ ���� ZKLOH MXQLRU�

XQVHFXUHG FUHGLWRUV DJDLQ UHFHLYH EDVLFDOO\ QRWKLQJ�

��7KLV VXEVDPSOH H[FOXGHV nUPV VROG LQ WKH UHFHVVLRQ \HDU RI ����� ZKHQ PDUNHW SULFHV ZHUH H[FHSWLRQDOO\ ORZ�

��



7DEOH � UHSRUWV 2/6 HVWLPDWHV RI FRHpFLHQWV LQ WZR UHJUHVVLRQV ZLWK WRWDO UHFRYHU\ UDWHV ����

REVHUYDWLRQV� DQG UHFRYHU\ UDWHV IRU VHFXUHG GHEW ���� REVHUYDWLRQV� DV GHSHQGHQW YDULDEOHV� 7KH

UHJUHVVLRQ PRGHO KDV WKH IROORZLQJ VSHFLnFDWLRQ�

5(&29 (5<  m� � m�352)0$5*� m�6(&85('L � m�&5(',725� m�3,(&(0($/

�m�35(3$&. � m�6,=(L � m�81,48( � m�',675(66 � m�),/,1*��

�m��5(385&+$6( � m��%$1. � m��,1'8675< � q ���

)LUPV ZLWK D KLJK SUHnOLQJ FDVK oRZ SHUIRUPDQFH� FDSWXUHG E\ 352)0$5*� DUH OLNHO\ WR KDYH

D KLJKHU JRLQJ FRQFHUQ YDOXH� WKXV , SUHGLFW m� ! �� %HFDXVH WKH YDOXH RI LQWDQJLEOH DVVHWV PD\

JHW GLVVLSDWHG LQ WKH EDQNUXSWF\ DXFWLRQ� UHFRYHU\ UDWHV DUH H[SHFWHG WR LQFUHDVH LQ 6(&85('�

L�H�� m� ! �� 0RUHRYHU� WR WKH H[WHQW FUHGLWRU nOLQJ LPSOLHV ORZHU nUP TXDOLW\� &5(',725 ZLOO

SURGXFH D QHJDWLYH FRHpFLHQW �m� � ��� &UHGLWRUV DUH IXUWKHU H[SHFWHG WR UHFRYHU OHVV LQ SLHFHPHDO

OLTXLGDWLRQV �3,(&(0($/� UHoHFWLQJ ORVV RI JRLQJ FRQFHUQ YDOXH �m� � ��� 'HEW UHFRYHU\ LV DOVR

DVVXPHG WR GHFUHDVH ZLWK nUP VL]H �6,=(�� WKH IUDFWLRQ LQGXVWU\ XQLTXH DVVHWV �81,48(� DQG

LQGXVWU\ GLVWUHVV �',675(66��

6ZHGHQ H[SHULHQFHG DQ HFRQRP\�ZLGH GRZQWXUQ LQ ����� ZKLFK OHG WR D JHQHUDO GHFOLQH LQ

DVVHW SULFHV WRZDUGV WKH HQG RI WKH VDPSOH SHULRG� 7R DFFRXQW IRU WKH HmHFWV RI WKLV UHFHVVLRQ�

WKH UHJUHVVLRQ LQFOXGHV D ELQDU\ YDULDEOH LQGLFDWLQJ WKDW WKH nUP nOHG IRU EDQNUXSWF\ LQ ����

�),/,1*���� ZKLFK LV H[SHFWHG WR KDYH D QHJDWLYH LPSDFW RQ UHFRYHU\ UDWHV� WKXV m� � �� 7KH PRGHO

IXUWKHU FRQWDLQV D ELQDU\ YDULDEOH IRU WKH FDVH WKDW WKH SUH�nOLQJ RZQHU EX\V EDFN WKH DVVHWV RI WKH

nUP �5(385&+$6(�� ,I RZQHUV WHQG WR UHSXUFKDVH WKH nUP ZKHQ WKH\ KDYH SULYDWH LQIRUPDWLRQ

WKDW LW LV RI UHODWLYHO\ KLJK TXDOLW\� 5(385&+$6( VKRXOG HQWHU ZLWK D SRVLWLYH FRHpFLHQW �m�� ! ���

6LPLODUO\� WKH nQDQFLQJ RI WKH VXFFHVVIXO EX\HU LQ WKH DXFWLRQ E\ WKH nOLQJ nUP
V EDQN �%$1.� LV

H[SHFWHG WR EH DVVRFLDWHG ZLWK KLJKHU UHFRYHU\ UDWHV �m�� ! ��� 7KH PRGHO DOVR FRQWUROV IRU DXFWLRQ

SUHSDFNV �35(3$&.� DQG LQGXVWU\ FKDUDFWHULVWLFV� GHVFULEHG E\ WKH YHFWRU ,1'8675<�

7KH UHJUHVVLRQV UHSRUWHG LQ 7DEOH � DUH VLJQLnFDQW �ZLWK DGMXVWHG 5� RI ����� DQG ������

UHVSHFWLYHO\� DQG VHYHUDO RI WKH VLJQ SUHGLFWLRQV DUH ERUQH RXW� 5HFRYHU\ UDWHV DUH LQFUHDVLQJ LQ

��



6(&85('� SRVVLEO\ UHoHFWLQJ D ORZHU OLTXLGLW\ IRU LQWDQJLEOH DVVHWV� $V H[SHFWHG� WKH FRHpFLHQW IRU

),/,1*��� m�� LV QHJDWLYH� LQGLFDWLQJ JHQHUDOO\ ORZHU DXFWLRQ SULFHV GXULQJ WKH SHULRG RI HFRQRPLF

UHFHVVLRQ� 0RUHRYHU� FRQVLVWHQW ZLWK 7DEOH �� WKH HVWLPDWHG FRHpFLHQW IRU 3,(&(0($/� m�� LV

QHJDWLYH� VXJJHVWLQJ WKDW UHFRYHU\ UDWHV WHQG WR EH ORZHU LQ SLHFHPHDO OLTXLGDWLRQV WKDQ LQ JRLQJ

FRQFHUQ VDOHV �ZKLFK GR QRW HQWHU ZLWK D VHSDUDWH GXPP\ LQ WKH UHJUHVVLRQ�� ZKLOH m� IRU 35(3$&.

LV LQVLJQLnFDQW�

)XUWKHUPRUH� UHFRYHU\ UDWHV DUH KLJKHU ZKHQ WKH ROG EDQN UHnQDQFHV WKH EX\HU LQ WKH DXFWLRQ

�m�� ! ��� 7KH FRHpFLHQW IRU 5(385&+$6( �m�� ! �� LV SRVLWLYH LQ WKH VHFRQG UHJUHVVLRQ�

LQGLFDWLQJ WKDW VHFXUHG FUHGLWRUV �EDQNV� RQ DYHUDJH UHFRYHU PRUH ZKHQ WKH ROG RZQHU EX\V EDFN

WKH nUP� &RQWUDU\ WR H[SHFWDWLRQV� KRZHYHU� WKHUH LV OLWWOH HYLGHQFH WKDW UHFRYHU\ UDWHV GHSHQG RQ

SUH�nOLQJ RSHUDWLQJ SURnWDELOLW\� FUHGLWRU nOLQJ� LQGXVWU\ GLVWUHVV RU DVVHW XQLTXHQHVV� $OVR� 6,=(�

m�� SURGXFHV D VWDWLVWLFDOO\ LQVLJQLnFDQW FRHpFLHQW� IDLOLQJ WR LQGLFDWH DQ\ V\VWHPDWLF YDULDWLRQ LQ

UHFRYHU\ UDWHV ZLWK nUP VL]H�

%HIRUH WXUQLQJ WR WKH 8�6� HYLGHQFH� D FDYHDW RQ PHDVXUHPHQW LVVXHV� ,Q D &KDSWHU �� UHRUJD�

QL]DWLRQ� WKH FODLPV RQ WKH EDQNUXSW nUP DUH VHWWOHG PDLQO\ ZLWK QHZ nQDQFLDO FODLPV �DV RSSRVHG

WR FDVK���� 5HFRYHU\ UDWHV UHSRUWHG IRU &KDSWHU �� DUH WKHUHIRUH EDVHG ODUJHO\ RQ WKH IDFH YDOXH

RI QRQ�WUDGHG FODLPV� ,Q OLJKW RI WKH VLJQLnFDQW GHIDXOW UDWHV IROORZLQJ &KDSWHU �� GRFXPHQWHG E\

+RWFKNLVV ������� WKH IDFH YDOXH RI GHEW VLJQLnFDQWO\ RYHUVWDWHV LWV PDUNHW YDOXH� &RQVLVWHQW ZLWK

WKLV� (EHUKDUW� 0RRUH DQG 5RHQIHOGW ������ UHSRUW D YDOXH�ZHLJKWHG UDWLR RI PDUNHW�WR�IDFH YDOXH

RI ��� IRU GHEW FODLPV GLVWULEXWHG LQ &KDSWHU �� WR WKH FUHGLWRUV RI :LFNHV &RPSDQLHV�

, NQRZ RI RQO\ RQH VWXG\ WKDW UHSRUWV UHFRYHU\ UDWHV IRU &KDSWHU �� FDVHV HQWLUHO\ EDVHG RQ

PDUNHW YDOXHV� )UDQNV DQG 7RURXV ������ SURYLGH PDUNHW�YDOXH EDVHG HVWLPDWHV RI UHFRYHU\ UDWHV IRU

D VXEVDPSOH RI �� SXEOLFO\ WUDGHG nUPV WKDW VXFFHVVIXOO\ FRPSOHWHG WKHLU &KDSWHU �� UHRUJDQL]DWLRQ�

DV VKRZQ LQ 3DQHO ,, RI 7DEOH �� 7KH\ nQG D PHGLDQ RYHUDOO UHFRYHU\ UDWH RI ���� ZKLFK FRPSDUHV

WR WKH ��� UHFRYHU\ UDWH IRU 6ZHGLVK nUPV DXFWLRQHG DV JRLQJ FRQFHUQ� )RU WKH IXOO VDPSOH RI ��

&KDSWHU �� FDVHV� )UDQNV DQG 7RURXV ������ UHSRUW D PHGLDQ RYHUDOO UHFRYHU\ UDWH RI ���� EDVHG

��)RU WKH &KDSWHU �� UHRUJDQL]DWLRQV VWXGLHG E\ )UDQNV DQG 7RURXV ������� ��� RI GLVWULEXWLRQV DUH SDLG ZLWK QHZ
nQDQFLDO FODLPV�

��



ODUJHO\ RQ IDFH YDOXHV �ZKLFK PD\ RYHUVWDWH WUXH UHFRYHU\ UDWHV�� ,I WKH nUPV LQ WKHLU WZR VDPSOHV

KDYH VLPLODU HFRQRPLF YDOXHV DQG GHIDXOW SUREDELOLWLHV� WKH GLmHUHQFH LQ UHFRYHU\ UDWHV SURYLGHV

IXUWKHU LQGLUHFW HYLGHQFH WKDW IDFH YDOXHV RYHUVWDWH PDUNHW YDOXHV� 0RUHRYHU� IRU WKH ODWWHU VDPSOH�

)UDQNV DQG 7RURXV UHSRUW D PHGLDQ UHFRYHU\ RI ��� IRU VHFXUHG GHEWKROGHUV� ��� IRU EDQNV DQG ���

IRU MXQLRU GHEW� 7KH VXEVWDQWLDO SD\PHQW SURPLVHG WR MXQLRU GHEWKROGHUV LQ &KDSWHU �� UHSUHVHQWV D

GHYLDWLRQ IURP $35��� ,Q FRQWUDVW� DV SRLQWHG RXW HDUOLHU� WKH FDVK SD\PHQW LQ WKH DXFWLRQ HQVXUHV

WKDW FODLPV DUH VHWWOHG DFFRUGLQJ WR DEVROXWH SULRULW\� D GHFLGHGO\ DWWUDFWLYH IHDWXUH RI DXFWLRQ

EDQNUXSWF\���

:KLOH UHFRYHU\ UDWHV DUH VLPLODU DFURVV DXFWLRQ SUHSDFNV DQG WUDGLWLRQDO EDQNUXSWF\ DXFWLRQV�

GHEWKROGHUV VHHP WR UHFRYHU VXEVWDQWLDOO\ PRUH LQ SUHSDFNDJHG WKDQ LQ WUDGLWLRQDO &KDSWHU ��

nOLQJV� 7DVKMLDQ� /HDVH DQG 0F&RQQHOO ������ UHSRUW WKDW FUHGLWRUV RI SXEOLFO\ WUDGHG nUPV nOLQJ

&KDSWHU �� SUHSDFNV UHFRYHU RQ DYHUDJH ��� RI WKH IDFH YDOXH RI WKHLU GHEW FODLPV� 0RUHRYHU�

WKH PHDQ UHFRYHU\ UDWH RI VHFXUHG FUHGLWRUV LV D KLJK ��� DQG IRU XQVHFXUHG FUHGLWRUV LW LV ����

:KLOH QRW H[SORUHG KHUH� WKLV GLmHUHQFH EHWZHHQ WKH 6ZHGLVK DQG WKH 8�6� HYLGHQFH SRVVLEO\ UHoHFWV

WKH GLmHUHQW VHOHFWLRQ SURFHVVHV EHKLQG SUHSDFNV XQGHU WKH WZR EDQNUXSWF\ V\VWHPV DOOXGHG WR LQ

6HFWLRQ ��� DERYH�

� &RQFOXVLRQV

7KHUH LV DQ LQWHUQDWLRQDO WUHQG DZD\ IURP SXUH DXFWLRQ EDQNUXSWF\ V\VWHPV WRZDUGV &KDSWHU ��

VW\OH UHRUJDQL]DWLRQ FRGHV��� 7KLV WUHQG WDNHV SODFH GHVSLWH D ODUJHO\ XQUHVROYHG HPSLULFDO GHEDWH

DV WR WKH UHODWLYH HpFLHQF\ RI EDQNUXSWF\ DXFWLRQV� ,Q WKLV VWXG\� , H[DPLQH ��� VPDOO nUPV nOLQJ

IRU DXFWLRQ EDQNUXSWF\ LQ 6ZHGHQ RYHU WKH SHULRG ���������� DQG PDNH V\VWHPDWLF FRPSDULVRQV WR

H[WDQW HYLGHQFH RQ 8�6� &KDSWHU �� FDVHV� 7KH 6ZHGLVK EDQNUXSWF\ FRGH LV DQ DXFWLRQ SURFHGXUH

��6HH� H�J�� )UDQN DQG 7RURXV ������� (EHUKDUW� 0RRUH DQG 5RHQIHOGW ������ DQG :HLVV �������
��-HQVHQ ������ DUJXHV WKDW WKH REVHUYHG GHYLDWLRQV IURP $35 XQGHU WKH 8�6� &KDSWHU �� JHQHUDWHV ODUJH LQHI�

nFLHQFLHV E\ LQFUHDVLQJ nUPV
 FRVW RI FDSLWDO� 2WKHUV� KRZHYHU� KDYH DUJXHG WKDW H[ SRVW GHYLDWLRQV IURP $35 DUH
SRWHQWLDOO\ EHQHnFLDO LQ WHUPV RI UHGXFLQJ XQGHULQYHVWPHQW LQHpFLHQFLHV DV ZHOO DV WKH WLPH VSHQW LQ EDQNUXSWF\
UHRUJDQL]DWLRQ� VHH H�J� )UDQNV DQG 7RURXV ������ DQG :HLVV �������

��6HYHUDO (XURSHDQ FRXQWULHV� LQFOXGLQJ WKH 8.� )UDQFH� *HUPDQ\� )LQODQG� 1RUZD\ DQG 6ZHGHQ� KDYH GXULQJ WKH
ODVW �� \HDUV FKDQJHG �RU DUH SURSRVLQJ FKDQJHV WR� WKHLU EDQNUXSWF\ UHJXODWLRQ� PXFK LQ WKH GLUHFWLRQ RI WKH 8�6�
&KDSWHU ���

��



VLPLODU WR &KDSWHU � RI WKH 8�6� EDQNUXSWF\ FRGH� +RZHYHU� ZKLOH 8�6� nUPV PD\ FKRVH D FRXUW�

VXSHUYLVHG UHRUJDQL]DWLRQ XQGHU &KDSWHU ��� QR VXFK SURYLVLRQV HmHFWLYHO\ H[LVW LQ 6ZHGHQ� 7KXV�

HYHU\ 6ZHGLVK nUP nOLQJ IRU EDQNUXSWF\ LV VXEVHTXHQWO\ DXFWLRQHG Rm� HLWKHU DV D JRLQJ FRQFHUQ RU

SLHFHPHDO� XQGHU WKH VXSHUYLVLRQ RI DQ LQGHSHQGHQW� FRXUW�DSSRLQWHG WUXVWHH�

7KH DQDO\VLV \LHOGV VHYHUDO LQWHUHVWLQJ UHVXOWV� )LUVW� WKUHH�TXDUWHUV RI nUPV VXUYLYH WKH EDQNUXSWF\

DXFWLRQ DV JRLQJ FRQFHUQ� 7KLV VXUYLYDO UDWH LV VLPLODU WR VPDOO �DQG ODUJH� nUP VXUYLYDO UDWHV RE�

VHUYHG IRU 8�6� &KDSWHU �� nOLQJV� 0RUHRYHU� LQ 6ZHGHQ� RQH�TXDUWHU RI WKH JRLQJ FRQFHUQ VDOHV ����

RI DOO nOLQJV� DUH DXFWLRQ SUHSDFNV LQ ZKLFK WKH EX\HU QHJRWLDWHV WKH SXUFKDVH RI WKH nUP
V DVVHWV

SULRU WR nOLQJ IRU EDQNUXSWF\� 7KH SUREDELOLW\ RI D JRLQJ FRQFHUQ VDOH LQFUHDVHV ZLWK WKH IUDFWLRQ

RI LQWDQJLEOH DVVHWV� ,QWHUHVWLQJO\� DXFWLRQ SUHSDFNV DUH PRUH OLNHO\ WR RFFXU ZKHQ WKH nUP LV UXQ

E\ DQ RZQHU�PDQDJHU� SHUKDSV UHoHFWLQJ PDQDJHULDO FRQFHUQV ZLWK SRVW�EDQNUXSWF\ UHSXWDWLRQ�

6HFRQG� GLUHFW EDQNUXSWF\ FRVWV DUH IRXQG WR GHFUHDVH ZLWK nUP VL]H DQG EH ORZHU LQ SLHFHPHDO

OLTXLGDWLRQV DQG DXFWLRQ SUHSDFNV� 7KH SHUFHQWDJH FRVWV �PHDVXUHG DV D IUDFWLRQ RI SUH�nOLQJ DVVHWV�

DYHUDJH ���� IRU WKH WRWDO VDPSOH DQG ���� IRU WKH RQH�WKLUG ODUJHVW nUPV� 7KH ODWWHU HVWLPDWH

LV VLPLODU WR FRVWV UHSRUWHG IRU PXFK ODUJHU SXEOLFO\ WUDGHG 8�6� nUPV LQ &KDSWHU ��� 'LUHFW

FRVWV DUH DOVR LQFUHDVLQJ LQ LQGXVWU\ GLVWUHVV� SRVVLEO\ UHoHFWLQJ D KLJKHU VDOHV HmRUW E\ WKH WUXVWHH

ZKHQ LQGXVWU\ GHPDQG LV ORZ� ,PSRUWDQWO\� LQGLUHFW FRVWV DUH DOPRVW FHUWDLQO\ ORZHU XQGHU DXFWLRQ

EDQNUXSWF\ GXH WR WKH VLJQLnFDQWO\ VKRUWHU WLPH nUPV RSHUDWH LQ EDQNUXSWF\� ��� PRQWKV LQ 6ZHGHQ

Y� DSSUR[LPDWHO\ � \HDUV LQ WKH 8�6��

7KLUG� GHEWKROGHUV UHFRYHU RQ DYHUDJH ��� RI WKHLU GHEW LQ DXFWLRQ EDQNUXSWF\� 6HFXUHG FUHGL�

WRUV DQG EDQNV UHFRYHU DSSUR[LPDWHO\ ��� RQ DYHUDJH �PHGLDQ ����� ZKLOH MXQLRU FUHGLWRUV UHFRYHU

DOPRVW QRWKLQJ� 8VLQJ PDUNHW YDOXHV �WKXV DYRLGLQJ D SRWHQWLDO XSZDUG ELDV LQ IDFH YDOXHV�� RYHUDOO

GHEW UHFRYHU\ UDWHV VHHP WR EH VLPLODU DFURVV nUPV LQ DXFWLRQ EDQNUXSWF\ DQG SXEOLFO\ WUDGHG nUPV

nOLQJ IRU &KDSWHU �� �W\SLFDOO\ ��� IRU nUPV VXUYLYLQJ DV JRLQJ FRQFHUQ�� +RZHYHU� MXQLRU FUHGLWRUV

UHFHLYH D UHODWLYHO\ VPDOOHU SLHFH RI WKH SLH LQ DXFWLRQ EDQNUXSWF\� UHoHFWLQJ WKH VWULFW DGKHUHQFH WR

DEVROXWH SULRULW\ PDGH SRVVLEOH E\ WKH FDVK VHWWOHPHQW LQ WKH DXFWLRQ�

(DVWHUEURRN ������ VXJJHVWV WKDW LI DXFWLRQV DUH PRUH HpFLHQW WKDQ FRXUW VXSHUYLVHG GHEW

��



UHRUJDQL]DWLRQV� RQH VKRXOG REVHUYH nUPV EHLQJ VROG XQGHU &KDSWHU �� SURFHHGLQJV� ,Q IDFW� WKH

����V VDZ WKH HPHUJHQFH RI DQ DFWLYH PDUNHW IRU FODLPV RI nUPV LQ &KDSWHU ��� 'XULQJ WKH ODVW

GHFDGH� YXOWXUH IXQGV VSHFLDOL]LQJ RQ FODLPV RI GLVWUHVVHG nUPV KDYH WDNHQ VLJQLnFDQW SRVLWLRQV LQ

PRVW RI WKH ODUJH &KDSWHU �� FDVHV��� 0RUHRYHU� +RWFKNLVV DQG 0RRUDGLDQ ������ nQG SRVLWLYH

DEQRUPDO VWRFN UHWXUQV RQ DFTXLVLWLRQ DQQRXQFHPHQWV IRU ERWK WDUJHW nUPV LQ &KDSWHU �� DQG

ELGGHUV� VLJQDOLQJ D SRVLWLYH PDUNHW UHDFWLRQ WR WKH HQGLQJ RI WKH &KDSWHU �� SURFHHGLQJ� 7KH

HPHUJHQFH RI YXOWXUH IXQGV DV ZHOO DV RWKHU RXW�RI�FRXUW VROXWLRQV VXFK DV SUHSDFNV DQG SXEOLF GHEW

H[FKDQJHV LV IXUWKHU HYLGHQFH WKDW PDUNHW WUDQVDFWLRQV �VXFK DV DXFWLRQV� RIWHQ GRPLQDWH FRXUW

VXSHUYLVHG UHRUJDQL]DWLRQV DOVR LQ WKH 8�6� HQYLURQPHQW�

7KH UHVXOWV LQ WKLV SDSHU VXJJHVW WKDW DXFWLRQ EDQNUXSWF\ LV D VSHHG\� ORZ FRVW SURFHGXUH FRP�

SDUHG WR UHRUJDQL]DWLRQV XQGHU WKH 8�6� &KDSWHU ��� 0RUHRYHU� nUP VXUYLYDO UDWHV� GHEW UHFRYHU\

UDWHV DQG SUH�nOLQJ nQDQFLDO FKDUDFWHULVWLFV DUH FRPSDUDEOH DFURVV WKH WZR V\VWHPV� 2YHUDOO� WKH

HYLGHQFH GRHV QRW VXSSRUW WKH FRQMHFWXUH WKDW� FRPSDUHG WR &KDSWHU ��� WKHUH LV D JUHDW ULVN RI

PDQDJHUV GHVWUR\LQJ JRLQJ FRQFHUQ YDOXH E\ GHOD\LQJ nOLQJ IRU DXFWLRQ EDQNUXSWF\�

��6HH� H�J�� /LHE ������� DQG +RWFKNLVV DQG 0RRUDGLDQ �������

��



5HIHUHQFHV

$JKLRQ� 3�� 2� +DUW DQG -� 0RRUH� ����� 7KH HFRQRPLFV RI EDQNUXSWF\ UHIRUP� -RXUQDO RI /DZ�
(FRQRPLFV DQG 2UJDQL]DWLRQ �� ��������

$OWPDQ� (�� ����� $ IXUWKHU HPSLULFDO LQYHVWLJDWLRQ RI WKH EDQNUXSWF\ FRVW TXHVWLRQ� -RXUQDO RI
)LQDQFH ��� ����������

$QJ� -�� -� &KXD DQG -� 0F&RQQHOO� ����� 7KH DGPLQLVWUDWLYH FRVWV RI FRUSRUDWH EDQNUXSWF\� $
QRWH� -RXUQDO RI )LQDQFH ��� ��������

%DLUG� '�� ����� 7KH XQHDV\ FDVH IRU FRUSRUDWH UHRUJDQL]DWLRQV� -RXUQDO RI /HJDO 6WXGLHV ��� ����
����

%HEFKXN� /�� ����� $ QHZ DSSURDFK WR FRUSRUDWH UHRUJDQL]DWLRQV� +DUYDUG /DZ 5HYLHZ ���� ����
����

%HUNRYLWFK� (�� DQG 5� ,VUDHO� ����� 7KH EDQNUXSWF\ GHFLVLRQ DQG GHEW FRQWUDFW UHQHJRWLDWLRQ�
ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 0LFKLJDQ�

%HWNHU� %�� ����� $Q HPSLULFDO H[DPLQDWLRQ RI SUHSDFNDJHG EDQNUXSWF\� )LQDQFLDO 0DQDJHPHQW ���
�����

%HWNHU� %�� ����� 7KH DGPLQLVWUDWLYH FRVWV RI GHEW UHVWUXFWXULQJV� 6RPH UHFHQW HYLGHQFH� )LQDQFLDO
0DQDJHPHQW �� �ZLQWHU�� ������

%UDGOH\� 0� DQG 0� 5RVHQ]ZHLJ� ����� 7KH XQWHQDEOH FDVH IRU &KDSWHU ��� <DOH /DZ -RXUQDO ����
����������

(DVWHUEURRN� )�� ����� ,V FRUSRUDWH EDQNUXSWF\ HpFLHQW"� -RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ����
����

(EHUKDUW� $�� :� 0RRUH DQG 5� 5RHQIHOGW� ����� 6HFXULW\ SULFLQJ DQG GHYLDWLRQV IURP WKH DEVROXWH
SULRULW\ UXOH LQ EDQNUXSWF\ SURFHHGLQJV� -RXUQDO RI )LQDQFH ��� ����������

(FNER� (�� DQG .� 7KRUEXUQ� ����� 7KH UHVROXWLRQ RI nQDQFLDO GLVWUHVV LQ D FDVK DXFWLRQ EDQNUXSWF\
HQYLURQPHQW� PLPHR� 'DUWPRXWK &ROOHJH�

)O\QQ� (�� ����� 6WDWLVWLFDO DQDO\VHV RI &KDSWHU ��� 8QSXEOLVKHG VWXG\� $GPLQLVWUDWLYH RpFH RI WKH
8�6� &RXUWV�

)UDQNV� -�� .� 1\ERUJ DQG :� 7RURXV� ����� $ FRPSDULVRQ RI 86� 8. DQG *HUPDQ LQVROYHQF\
FRGHV� )LQDQFLDO 0DQDJHPHQW �� �DXWXPQ�� �������

)UDQNV� -�� DQG :� 7RURXV� ����� $Q HPSLULFDO LQYHVWLJDWLRQ RI 8�6� nUPV LQ UHRUJDQL]DWLRQ� -RXUQDO
RI )LQDQFH ��� ��������

)UDQNV� -�� DQG :� 7RURXV� ����� $ FRPSDULVRQ RI nQDQFLDO UHFRQWUDFWLQJ LQ GLVWUHVVHG H[FKDQJHV
DQG &KDSWHU �� UHRUJDQL]DWLRQV� -RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ��������

*LOVRQ 6�� .� -RKQ DQG /� /DQJ� ����� 7URXEOHG GHEW UHVWUXFWXULQJV� $Q HPSLULFDO VWXG\ RI SULYDWH
UHRUJDQL]DWLRQ RI nUPV LQ GHIDXOW� -RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ��������

*LOVRQ� 6�� ����� 7UDQVDFWLRQV FRVWV DQG FDSLWDO VWUXFWXUH FKRLFH� (YLGHQFH IURP nQDQFLDOO\ GLV�

��



WUHVVHG nUPV� -RXUQDO RI )LQDQFH ��� ��������

+DQVHQ� 5�� DQG 5� 7KRPDV� ����� $XFWLRQV LQ EDQNUXSWF\� 7KHRUHWLFDO DQDO\VLV DQG SUDFWLFDO
JXLGDQFH� ,QWHUQDWLRQDO 5HYLHZ RI /DZ DQG (FRQRPLFV ������ ��������

+DUULV� 0�� DQG $� 5DYLY� ����� 7KH WKHRU\ RI FDSLWDO VWUXFWXUH� -RXUQDO RI )LQDQFH ��� ��������

+DXJHQ� 5�� DQG /� 6HQEHWK� ����� 7KH LQVLJQLnFDQFH RI EDQNUXSWF\ FRVWV WR WKH WKHRU\ RI RSWLPDO
FDSLWDO VWUXFWXUH� -RXUQDO RI )LQDQFH ��� ��������

+DXJHQ� 5�� DQG /� 6HQEHWK� ����� %DQNUXSWF\ DQG DJHQF\ FRVWV� 7KHLU VLJQLnFDQFH WR WKH WKHRU\
RI RSWLPDO FDSLWDO VWUXFWXUH� -RXUQDO RI )LQDQFLDO DQG 4XDQWLWDWLYH $QDO\VLV ��� ������

+RWFKNLVV� (�� ����� 3RVW�EDQNUXSWF\ SHUIRUPDQFH DQG PDQDJHPHQW WXUQRYHU� -RXUQDO RI )LQDQFH
��� �����

+RWFKNLVV� (�� DQG 5� 0RRUDGLDQ� ����� 9XOWXUH LQYHVWRUV DQG WKH PDUNHW IRU FRQWURO RI GLVWUHVVHG
nUPV� -RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ��������

+RWFKNLVV� (�� DQG 5� 0RRUDGLDQ� ����� $FTXLVLWLRQV DV D PHDQV RI UHVWUXFWXULQJ nUPV LQ &KDSWHU
��� -RXUQDO RI )LQDQFLDO ,QWHUPHGLDWLRQ �� ��������

-HQVHQ� 0�� ����� $FWLYH LQYHVWRUV� /%2V� DQG WKH SULYDWL]DWLRQ RI EDQNUXSWF\� -RXUQDO RI $SSOLHG
&RUSRUDWH )LQDQFH �� ������

-HQVHQ� 0�� ����� &RUSRUDWH FRQWURO DQG WKH SROLWLFV RI nQDQFH� -RXUQDO RI $SSOLHG &RUSRUDWH
)LQDQFH �� ������

-HQVHQ�&RQNOLQ� 6�� ����� 'R FRQnUPHG &KDSWHU �� SODQV FRQVXPPDWH" 7KH UHVXOWV RI D VWXG\ DQG
DQDO\VLV RI WKH ODZ� &RPPHUFLDO /DZ -RXUQDO ��� ��������

/DZOHVV� 5�� 6� )HUULV� 1� -D\DUDPDQ DQG $� 0DNKLMD� ����� $ JOLPSVH DW SURIHVVLRQDO IHHV DQG RWKHU
GLUHFW FRVWV LQ VPDOO nUP EDQNUXSWFLHV� 8QLYHUVLW\ RI ,OOLQRLV /DZ 5HYLHZ �� ��������

/LHE� 5�� ����� 9XOWXUHV EHZDUH� 5LVNV RI SXUFKDVLQJ FODLPV DJDLQVW D &KDSWHU �� GHEWRU� 7KH
%XVLQHVV /DZ\HU ��� ��������

/R3XFNL� /�� ����� 7KH GHEWRU LQ IXOO FRQWURO � V\VWHPV IDLOXUH XQGHU &KDSWHU �� RI WKH EDQNUXSWF\
FRGH"� $PHULFDQ %DQNUXSWF\ /DZ -RXUQDO ��� ������ DQG ��������

/R3XFNL� /�� DQG :� :KLWIRUG� ����� 3DWWHUQV LQ WKH EDQNUXSWF\ UHRUJDQL]DWLRQ RI ODUJH� SXEOLFO\
KHOG FRPSDQLHV� &RUQHOO /DZ 5HYLHZ ��� ��������

0LOOHU� 0�� ����� 'HEW DQG WD[HV� -RXUQDO RI )LQDQFH ��� ��������

3XOYLQR� 7�� ����� 'R DVVHW nUH�VDOHV H[LVW"� $Q HPSLULFDO LQYHVWLJDWLRQ RI FRPPHUFLDO DLUFUDIW
WUDQVDFWLRQV� -RXUQDO RI )LQDQFH� IRUWKFRPLQJ�

5DYLG� $�� DQG 6� 6XQGJUHQ� ����� 7KH FRPSDUDWLYH HpFLHQF\ RI VPDOO�nUP EDQNUXSWFLHV� $ VWXG\
RI WKH 86 DQG )LQQLVK EDQNUXSWF\ FRGHV� )LQDQFLDO 0DQDJHPHQW �� �ZLQWHU�� ������

5RH� 0�� ����� %DQNUXSWF\ DQG GHEW� D QHZ PRGHO IRU FRUSRUDWH UHRUJDQL]DWLRQ� &ROXPELD /DZ
5HYLHZ ��� ��������

��



6KOHLIHU� $�� DQG 5� 9LVKQ\� ����� /LTXLGDWLRQ YDOXHV DQG GHEW FDSDFLW\� $ PDUNHW HTXLOLEULXP
DSSURDFK� -RXUQDO RI )LQDQFH ��� ����������

6WU�RPEHUJ� 3�� DQG .� 7KRUEXUQ� ����� $Q HPSLULFDO LQYHVWLJDWLRQ RI 6ZHGLVK FRUSRUDWLRQV LQ
OLTXLGDWLRQ EDQNUXSWF\� (), UHVHDUFK UHSRUW� 6WRFNKROP 6FKRRO RI (FRQRPLFV�

6WU�RPEHUJ� 3�� ����� &RQoLFWV RI LQWHUHVW DQG PDUNHW LOOLTXLGLW\ LQ EDQNUXSWF\ DXFWLRQV� 7KHRU\
DQG WHVWV� ZRUNLQJ SDSHU� 8QLYHUVLW\ RI &KLFDJR�

7KRUEXUQ� .�� ����� %DQNUXSWF\ $XFWLRQV� &(2 WXUQRYHU� FRPSHQVDWLRQ FKDQJHV DQG nUP SHUIRU�
PDQFH� ZRUNLQJ SDSHU� 'DUWPRXWK &ROOHJH�

7DVKMLDQ� (�� 5� /HDVH DQG -� 0F&RQQHOO� ����� $Q HPSLULFDO DQDO\VLV RI SUHSDFNDJHG EDQNUXSWFLHV�
-RXUQDO RI )LQDQFLDO (FRQRPLFV ��� ��������

:DUQHU� -�� ����� %DQNUXSWF\ FRVWV� VRPH HYLGHQFH� -RXUQDO RI )LQDQFH ��� ��������

:HLVV� /�� ����� %DQNUXSWF\ UHVROXWLRQ� GLUHFW FRVWV DQG YLRODWLRQ RI SULRULW\ RI FODLPV� -RXUQDO RI
)LQDQFLDO (FRQRPLFV ��� ��������

:KLWH� 0�� ����� %DQNUXSWF\ OLTXLGDWLRQ DQG UHRUJDQL]DWLRQ� &KDSWHU �� LQ +DQGERRN RI 0RGHUQ
)LQDQFH� 'HQQLV /RJXH� HG�� :DUUHQ� *RUKDP 	 /DPRQW�

:KLWH� 0�� ����� 7KH FRVWV RI FRUSRUDWH EDQNUXSWF\� $ 8�6� � (XURSHDQ FRPSDULVRQ� 8QSXEOLVKHG
ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 0LFKLJDQ�

��
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Table 1

Legal rules under Swedish auction bankruptcy and Chapter 11 of the U.S. Bankruptcy
Code.1

Characteristic: Swedish auction bankruptcy U.S. Chapter 11

Who may file? The firm, or any individual
creditor.

The firm, or a joint filing of mini-
mum 3 creditors with unsecured
claims exceeding $5,000.

Who controls the firm in
bankruptcy?

An independent court-
appointed trustee. Firm is
auctioned off piecemeal or as a
going concern.

Incumbent management. A trustee
takes control only in case of mis-
management or fraud. Management
has exclusive right to propose a
reorganization plan during the first
120 days, plus an additional 60 days
to seek acceptance for the plan.

Voting rules to approve of
reorganization:

None. Firm is auctioned off. 1/2 in number of votes and 2/3 in
value of the claims in the debt class.

Is a "cram down" possible?2 No. Firm is auctioned off. Yes. Each debt class must get at
least what the creditors would
receive in liquidation.

Payment method: Cash only. Cash and securities, including
common stock.

Deviations from APR: No deviations. Deviations frequently observed.

Seizure of collateral by secured
creditors:

No seizure, except in limited
circumstances when collateral is
in creditor's physical possession.

No seizure. All creditors are stayed.

Is debt serviced during the
proceeding?

No. Stop of interest and
principal payments.

No. Stop of interest and principal
payments.

Does interest accrue during the
proceeding?

Yes, on secured debt if the value
of collateral is sufficiently high.

Yes, on secured debt if the value of
the collateral is sufficiently high.

Can new debt financing be raised? New debt financing is legal, but
in practice infeasible and never
observed.

Yes, so called debtor-in-possession
financing allows new and senior
debt to be issued.

Government wage guarantee: Yes, up to a certain limit. No guarantee.

1 In Sweden, as an alternative to auction bankruptcy, an insolvent firm can file for composition
(“ackord”), which is a court-supervised procedure for renegotiation of junior debt claims. The composition
procedure, however, provides no protection for the firm against its secured and senior creditors, and is
therefore almost never used. In preliminary work, Eckbo and Thorburn (1998) find that in a sample of 1,650
financially distressed firms, almost 300 firms file for bankruptcy over the next two years, while only 4 firms
file for composition.

2 In a "cram down", the Chapter 11 bankruptcy judge forces an opposing class of debtholders to accept a
proposed reorganization plan.
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Table 2

Pre-filing characteristics for the sample of 263 Swedish firms filing for auction bankruptcy
in 1988-1991, and for public U.S. firms filing for Chapter 11 or initiating workouts.

Swedish firms in auction
bankruptcy1

Publicly traded U.S. firms
in Ch. 112

Mean Median Std dev Mean Median

Sample size3 263 90

Book value of assets in $ million4 2.4 1.3 3.63 288.0 46.0

Number of employees5 43 29 48.3 3,000 2,000

Debt to assets ratio6 .92 .93 .214 .91 .84

Long-term debt/book value of assets5 .34 .35 .244 .58 .45

Current ratio7 1.39 1.23 .974 1.06 .99

Percentage firms with negative EBIT8 46 - - 62 -

1 The numbers are book values (denoted in 1991 prices) from the last financial statement reported prior to
bankruptcy filing, dated on average 16.5 months (median 15.5 months) before filing.

2 The information on publicly traded firms in Ch. 11 is from Weiss (1990), Gilson, John and Lang (1990),
Franks and Torous (1994) and Hotchkiss (1995). Weiss studies 35 firms that filed for Ch. 11 between 1979 and
1986; Gilson et. al analyze 89 firms that filed for Ch. 11 during 1978-1987; Franks and Torous examine 38 Ch. 11
cases completed during 1985-1990; Hotchkiss uses a sample of 197 firms that filed for Ch. 11 during 1979 and
1988 and later emerged as public companies. The figures are from the financial statements of the year-end of the
last fiscal year prior to bankruptcy filing.

3 The number is an average of the sample sizes in Weiss (1990), Gilson, John and Lang (1990), Franks and
Torous (1994) and Hotchkiss (1995) for the Ch. 11 firms.

4 The book value of assets is, for firms in Ch. 11, a sample-size-weighted average of the sample means and
medians in Weiss (1990), Gilson, John and Lang (1990) and Hotchkiss (1995).

 5 The U.S. evidence is from Gilson, John and Lang (1990).
6  Debt to assets ratio is defined as book value of total liabilities divided by the market value of equity (book

value for the Swedish sample and for the sample in Gilson, John and Lang (1990)) plus the face value of debt.
The Ch. 11 figure is a sample-size-weighted average of the means and medians reported by Weiss (1990), Gilson
et. al. and Franks and Torous (1994).

7 Current ratio is the ratio of current assets to short term debt. The U.S. evidence is reported by Franks and
Torous (1994).

8 Percentage of firms with negative earnings before interest and taxes (EBIT). The Ch. 11 figure is reported by
Hotchkiss (1995).
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Table 3

Financial characteristics in bankruptcy for the sample of 263 Swedish firms filing for
auction bankruptcy in 1988-1991, and for publicly traded and privately held U.S. firms

filing for Chapter 11.

Swedish firms in auction
bankruptcy

Publicly traded U.S.
firms in Ch. 111

Privately held U.S.
firms in Ch. 112

Mean Median Std dev Mean Median Mean Median

Sample size3 263 79 46

Book value of assets in $ million 4 - - - - - 1.2 .3

Auction value in $ million5 .8 .4 1.21 - - - -

Secured debt / total liabilities6 .39 .38 .248 .12 .00 .42 -

Bank debt / total liabilities7 .36 .33 .247 .25 .20 - -

Senior debt / total liabilities8 .29 .24 .211 - - .05 -

Junior debt / total liabilities8 .33 .28 .213 - - .54 -

1 The information on public firms in Ch. 11 is from Weiss (1990), Gilson, John and Lang (1990), LoPucki
and Whitford (1993), Franks and Torous (1994), Hotchkiss (1995) and Betker (1997). LoPucki and Whitford
study 43 corporations that filed for Ch. 11 following 1979, and had a reorganization plan confirmed before
March, 1988; Betker examines 75 Ch. 11 filings between 1986-1993.

2 The evidence on private firms in Ch. 11 is from LoPucki (1983), White (1984) and, for direct costs,
Lawless, Ferris, Jayaraman and Makhija (1994). LoPucki examines 48 firms that filed for Ch. 11 in the
Western District of Missouri in 1980, White studies 64 corporations filing for Ch. 11 during 1980-1982 in the
Southern District of New York, and Lawless et. al. examine 27 private business bankruptcies that filed for Ch.
11 in the Western District of Tennessee during 1980-1991, and were closed in 1991 or 1992.

3 The sample size is an average of the sample sizes in Weiss (1990), Gilson, John and Lang (1990), LoPucki
and Whitford (1993), Franks and Torous (1994), Hotchkiss (1995) and Betker (1997) for public firms in Ch. 11,
and of the sample sizes in LoPucki (1983), White (1984) and Lawless et al. (1994) for private firms in Ch. 11.

4 The evidence on private firms in Ch. 11 is a sample-size-weighted average of the sample means and
medians in LoPucki (1983) and White (1984). Lawless et al. (1994) report a mean value of non-secured assets
of $.4 (median $.06) million.

5 The auction value is the sum of the total proceeds from the sale of the firm’s assets in the bankruptcy
auction and the value of accounts receivables and other claims owned by the firm and collected by the
trustee.

6 The evidence on public U.S. firms is from Gilson, John and Lang (1990) and the evidence on private
firms is from White (1984).

7 For the Swedish firms, bank debt constitutes on average 88% (median 100%) of the secured debt. The
evidence on public U.S. firms is from Gilson, John and Lang (1990).

8 The evidence on private U.S. firms is from White (1984).
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Table 4
Definition of variables

Variable name Variable definition

I. Firm characteristics:

SIZE Log of book value of total assets in the firm’s last financial statement prior to filing.

LARGE Binary variable indicating that the firm belongs to the one-third of sample firms (88
firms) with the largest pre-bankruptcy book value of total assets, ranging from $2.1 mill.
to $4.2 mill.

MEDIUM Binary variable indicating that the firm belongs to the one-third of sample firms (88
firms) with the mid pre-bankruptcy book value of total assets, ranging from $0.9 million
to $2.1 mill.

PROFMARG Pre-bankruptcy operating profitability (defined as earnings before interest, taxes,
depreciation and amortization divided by total sales) minus the contemporaneous
median operating profitability of all Swedish firms with more than 20 employees and
the same 4-digit SIC code as the sample firm.

UNIQUE Fraction of the firm’s assets that are unique to the industry (defined as machinery,
equipment, inventory, intangible assets and work in progress) as estimated by the
trustee upon bankruptcy filing.

SECURED Fraction of secured debt to total debt at bankruptcy filing.

FLOAT Number of debt holders secured with floating-charge collateral at bankruptcy filing.

OWNERMGR Binary variable indicating that the CEO owns more than 10% of the firm’s equity.

DISTRESS Fraction of Swedish firms with over 20 employees and the same 4-digit SIC code as the
sample firm that either reports an interest coverage ratio of less than one in the year of
bankruptcy filing, or files for bankruptcy during the next calendar year.

II. Auction characteristics:

CREDITOR Binary variable indicating that a creditor files the bankruptcy petition.

FILING91 Binary variable indicating that the firm files for bankruptcy in 1991.

PREPACK Binary variable indicating a going concern sale of the firm’s assets is negotiated prior to
filing and executed prior to or immediately upon (within 7 days of) bankruptcy filing.

PIECEMEAL Binary variable indicating that the firm’s assets are sold piecemeal in the bankruptcy
auction.

BANK Binary variable indicating that the filing firm’s bank finances the successful buyer of the
firm’s assets in the auction.

REPURCHASE Binary variable indicating that the pre-bankruptcy owner buys back the assets of the
firm. Pre-bankruptcy owner is defined as an equity holder or a group company of the
filing firm, or, if the ownership of the acquirer is unknown, cases where the acquiring
firm’s board includes all member of the filing firm’s board.

LENGTH Number of months that the firm’s “corporate shell” is kept on file with the court as an
open bankruptcy case.
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Table 5

Parameter estimates in probit regressions of the probability of auction prepack vs. in-
bankruptcy auction, and of in-bankruptcy going concern sale vs. a piecemeal sale.

Sample of 205 Swedish firms filing for auction bankruptcy in 1988-1991.

 Auction prepack (y=1) vs. in-
bankruptcy auction (y=0)1

In-bankruptcy going concern
sale (y=1) vs. piecemeal

liquidation (y=0)

Expected
sign of

coefficient

Coeffi-
cient p-value

Expected
sign of

coefficient

Coeffi-
cient p-value

Constant - 6.621 .005 - .074 .971

Explanatory variables:2

SECURED < 0 - 1.247 .023 < 0 - .906 .058

FLOAT < 0 - .128 .522 - - -

CREDITOR - - - < 0 - .691 .058

DISTRESS > 0 - .765 .305 < 0 - .716 .333

UNIQUE > 0 .243 .459 > 0 .003 .986

OWNERMGR > 0 .482 .099 > 0 - .295 .278

PROFMARG > 0 .165 .849 > 0 .378 .600

SIZE > 0 .375 .008 > 0 .112 .367

Industry indicators with p-values less than 0.10:3

none - - - - - -

Sample size:  y=1 35 117
                       y=0 170 49

Pseudo R-square .102 .059

Likelihood ratio test 19.16 .084 11.79 .463

1 An auction prepack is a going concern sale of the firm’s assets prior to bankruptcy filing (31
cases), or a pre-filing agreement to execute a going concern sale immediately upon bankruptcy filing
(4 cases).

2 See Table 4 for variable definitions.
3 Industry indicators were included for manufacturing, construction, wholesale and retail, hotels

and restaurants, and transportation.
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Table 6
Direct bankruptcy costs and time in bankruptcy for the sample of 263 Swedish firms filing for
auction bankruptcy in 1988-1991, and for public and private U.S. firms filing for Chapter 11.

Swedish firms in auction
bankruptcy

Public U.S. firms
in Ch. 111

Private U.S.
firms in Ch. 112

Mean Median Std dev Mean Median Mean Median

I: Traditional auctions / reorganizations in bankruptcy
Sample size3 210 79 46

Direct costs / book value of pre-filing
assets4

.064 .045 .057 .036 .031 - -

Direct costs / market value of assets in
bankruptcy

.191 .132 .189 - - - -

Direct costs / book value of assets in
bankruptcy5

- - - - - .145 -

Time in bankruptcy (months)6 2.4 1.5 3.40 23 19 25 22

II: Prepacks7

Sample size 53 49

Direct costs / book value of pre-filing
assets

.025 .015 .027 .024 .020 - -

Time in bankruptcy (months)8 - 2.2 - .2 4.12 2.9 1.9 - -

1 The information on public firms in Ch. 11 is from Weiss (1990), Gilson, John and Lang (1990), LoPucki and
Whitford (1993), Franks and Torous (1994), Hotchkiss (1995) and Betker (1997), and, on Ch. 11 prepacks, from Betker
(1995) and Tashjian, Lease and McConnell (1996). Betker (1995) and Tashjian et al. both analyze 49 firms filing for Ch.
11 during 1986-1993, of which 30 firms are included in both samples.

2 The evidence on private firms in Ch. 11 is from LoPucki (1983), White (1984) and, for direct costs, Lawless,
Ferris, Jayaraman and Makhija (1994).

3 The sample size is an average of the sample sizes in Weiss (1990), Gilson et al. (1990), LoPucki and Whitford
(1993), Franks and Torous (1994), Hotchkiss (1995) and Betker (1997) for public firms in Ch. 11, and of the sample
sizes in LoPucki (1983), White (1984) and Lawless et al. (1994) for private firms in Ch. 11.

4 The evidence on public firms in Ch. 11 is a sample-size-weighted average of the means and medians reported in
Weiss (1990) and Betker (1997). The results of Warner (1977) and Altman (1984) are not reported, since they both
study firms filing for bankruptcy prior to the 1978 enactment of Ch. 11.

5 The evidence on private firms in Ch. 11 is from Lawless et al. (1994). White (1984) reports direct costs as a
percentage of payments to creditors of 3.4% for 15 Ch. 11 firms with confirmed reorganization plans, and of 10% for
5 Ch. 11 firms whose operations are sold as a going concern. The results of Ang, Chua and McConnell (1982) are not
reported here since their study predates the 1978 enactment of Ch. 11.

6 For 113 Swedish firms, the time between filing and sale of the assets as a going concern. The evidence on public
Ch. 11 firms is a sample-size-weighted average of the means and medians reported in Weiss (1990), Gilson, John and
Lang (1990), Franks and Torous (1994), Hotchkiss (1995) and Betker (1997). The evidence on private Ch. 11 firms is
from Flynn (1989), who in a sample of 2,395 cases reports an average time in bankruptcy of 25 months (median 22
months). Jensen-Conklin (1992) reports an average time in bankruptcy for Ch. 11 private firm cases of 22 months (45
cases). LoPucki (1983) reports the time between filing and confirmation of a reorganization plan for a sample of 22
private firms to be 10 months.

7 For Swedish firms, prepacks are going concern sales negotiated prior to bankruptcy filing. For U.S. firms,
prepacks are bankruptcy filings for which a reorganization plan is negotiated out-of-court. The evidence on Ch. 11
prepacks is an average of the means and medians in Betker (1995) and Tashjian, Lease and McConnell (1996).

8 For the Swedish firms, the time between bankruptcy filing and the sale of the assets as a going concern.
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Table 7

OLS coefficient estimates in regressions of direct bankruptcy costs in percent of pre-filing
book value of total assets for 213 Swedish firms filing for auction bankruptcy, 1988-1991.1

Sample criteria: Sample of in-bankruptcy auctions2
Sample of all filings, including

prepacks

Expected
sign of

coefficient
Coefficient p-value

Expected
sign of

coefficient
Coefficient p-value

Constant > 0 .067 .001 > 0 .077 .000

Explanatory variables:3

LARGE < 0 - .061 .000 < 0 - .055 .000

MEDIUM < 0 - .037 .000 < 0 - .034 .000

PIECEMEAL < 0 - .019 .021  < 0 - .017 .025

PREPACK - - - < 0 - .035 .000

SECURED < 0 - .003 .880 < 0 - .006 .689

UNIQUE > 0 .003 .542 > 0 .005 .356

DISTRESS > 0  .059 .026 > 0 .042 .054

LENGTH > 0  .001 .029 > 0 .001 .092

Industry indicators with p-values less than 0.10:4

none - - - - - -

Sample size 171 213

R-square adjusted .255 .277

F-value 5.85 .000 7.24 .000

1 Direct costs are the administrative, advisory and legal fees incurred in bankruptcy (including paid net
VAT on the trustee’s fee) divided by book value of total assets as reported in the last financial statement prior
to filing.

2 The sample includes in-bankruptcy going concern sales and piecemeal liquidations, but excludes auction
prepacks.

3 See Table 4 for variable definitions.
4 Industry indicators were included for manufacturing, construction, wholesale and retail, hotels and

restaurants, and transportation.
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Table 8

Debt recovery rates for the sample of 263 firms filing for auction bankruptcy in Sweden
1988-1991, and for public U.S. firms filing for Chapter 11.1

Swedish firms in auction bankruptcy
Public U.S. firms in Ch. 112

Market values Face values Market values

Mean Median Std. dev. Mean Median Median

I: Traditional bankruptcy auctions

Sample size 210

All debt classes .352 .335 .212 - - -

 Secured debt .692 .825 .327 - - -

 Bank debt3 .682 .807 .341 - - -

 Senior debt .271 .188 .280 - - -

 Junior debt .022 .000 .111 - - -

II: Firms surviving as going concern4

Sample size 58 38 12

All debt classes .404 .396 .183 - .51 .41

 Secured debt .779 .852 .254 - .80 -

 Bank debt3 .794 .916 .255 - .86 -

 Senior debt .340 .239 .327 - .47 -

Junior debt .056 .000 .164 - .29 -

III: Prepacks5

Sample size 53 49

All debt .316 .313 .225 .73 - -

Secured debt .744 .885 .324 .99 - -

Bank debt3 .748 .889 .327 - - -

Senior debt .263 .188 .283 1.00 - -

 Junior debt .012 .000 .072 .64 - -

1 Recovery rate is defined as the payment to a class of debtholders divided by the face value of claims of
that debt class.

2 The information on large firms in Ch. 11 is from Franks and Torous (1994), who examine 38 Chapter 11
cases completed during 1985-1990. The evidence on Ch. 11 prepacks is from Tashjian, Lease and McConnell
(1996), who study 49 large firms filing for bankruptcy during 1986-1993.

3 Bank debt constitutes on average 88% (median 100%) of the secured debt for the Swedish firms.
4 The Swedish subsample consists of 58 firms filing for bankruptcy in 1988-1990 and auctioned as going

concern. The U.S. subsample contains 12 firms that completed their Chapter 11 restructuring in 1985-1990, and
for which market values were available for all claims distributed in the reorganization.

5 For Swedish firms, auction prepacks are going concern sales that are negotiated prior to bankruptcy filing.
For U.S. firms, prepacks are filings for which a reorganization plan is negotiated out-of-court.
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Table 9

OLS estimates of coefficients in regressions of debt recovery rates. Sample of 168
Swedish firms filing for auction bankruptcy in 1988-1991.1

Overall recovery rate Recovery rate for secured debt

Expected
sign of

coefficient
Coefficient p-value

Expected
sign of

coefficient
Coefficien

t
p-value

Constant .498 .087 1.185 .005

Explanatory variables: 2

PROFMARG > 0 - .107 .322 > 0 - .224 .146

SECURED > 0 .301 .001 - - -

CREDITOR < 0 - .059 .306 < 0 - .128 .138

PIECEMEAL < 0 - .094 .042 < 0 - .110 .098

PREPACK > 0 - .026 .569 > 0 - .034 .609

SIZE < 0 - .008 .644 < 0 - .022 .376

UNIQUE < 0 - .003 .901 < 0 .018 .595

DISTRESS < 0 - .112 .480 < 0 - .351 .130

FILING91 < 0 - .099 .035 < 0 - .138 .045

REPURCHASE > 0 .016 .706 > 0 .114 .060

BANK > 0 .070 .087 > 0 .195 .001

Industry indicators with p-values less than 0.10:3

none - - - - -

Sample size 168 162

R-square adjusted .122 .221

F-value 2.46 .001 4.05 .000

1 Debt recovery rates are the payment in bankruptcy to a class of debtholders divided by the face
value of the total claims of that debt class.

2 See Table 4 for definition of the variables.
3 Industry indicators were included for manufacturing, construction, wholesale and retail, hotels and

restaurants and transportation.


