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The Danger of “Busted” Instalments

| would like to delve a little deeper into a category of Instalment which | will term a “Busted” Instalment.
Interestingly both normal Share Instalments and a Turbo’s can become a “Busted” Instalment. Think of
them very much in the same light as one would consider a Fallen Angel. ' In essence a “Busted”
Instalment is one where the share price has fallen close to the exercise price of the Instalment,
meaning in essence that there has been a large decline in the price of the underlying since the
Instalment was issued.

Why is this relevant?

The relevance comes from the fact that in the structuring of Standard Bank Share Instalments the bank
prices in some share price protection for the purchaser. What this means is that in a worst case
scenario, if a share over which a Share Instalment is issued falls below the exercise price of the Share
Instalment, that the maximum amount the client will lose is the amount invested in the Share
Instalment.

This is achieved by including a put option as part of the structure with an exercise price and expiry
date the same as that of the Share Instalment. When an Instalment is issued the cost of the put option
is very little for a normal Instalment (due to the fact that it's a 12-month 50% out the money option) and
higher for a Turbo Instalment (being a 12-month 25% out the money option). But for a “Busted”
Instalment it will be high as you are paying for an at-the-money put which is much more expensive, this
is especially true if the Instalment still has a long time till expiry.

The important point to note is that not only are you in essence borrowing a much larger amount (the
strike price) but the added cost of the put increases the implied funding rate for “Busted” Instalments,
making it higher than would normally be the case and resulting in the time decay of these Instalments
being elevated. The effective gearing of “Busted” Instalments can also be extreme — in some instances
up to 10 times or me.

In Summary Busted Instalments will be:

e  Where the underlying is trading within 10% of the strike price of the Instalment
They will have

e Very high levels of gearing

e Very high implied funding rates i.e. high levels of time decay

Please bare the above in mind when selecting an appropriate Instalment.
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" a fallen angel is an angel that has been exiled or banished from Heaven



services in relation thereto. No liability is accepted whatsoever for any direct or consequential loss arising from the use of
this document. This document is not intended for the use of private customers. This document must not be acted on or
relied on by persons who are private customers. Any investment or investment activity to which this document relates is
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in certain jurisdictions may be restricted by law. Persons into whose possession this document comes are required by the
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own independent appraisal of and investigations into (a) the condition, creditworthiness, affairs, status and nature of any
issuer or obligor referred to and (b) all other matters and things contemplated by this document. This document has been
sent to you for your information and may not be reproduced or redistributed to any other person. By accepting this
document, you agree to be bound by the foregoing limitations.
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