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What Are Convertible Bonds?

Convertible bonds might be considered the yin and yang of investing, combining both bond and equity
characteristics. Sometimes referred to as CVs, convertibles are essentially corporate bonds that the holder
can redeem for a predetermined number of shares of common stock, at a predetermined conversion price.
While a convertible’s bond-like nature may limit, to an extent, the upside potential, it may provide some
level of potential risk reduction, too. Their dual nature not only distinguishes convertible bonds from other
fixed income asset classes, but it enhances their appeal among investors seeking capital appreciation and

principal protection.

GROWTH IN CONVERTIBLE BONDS

While convertibles were first introduced in the 1970s, the
management and valuation challenges they present kept their
appeal limited to institutional investors.

Over the past decade, however, convertibles’ growth has
accelerated. The market capitalization of convertibles, just $65
billion in 1990, has grown to $181 billion as of March 31, 2009."
Institutions began using these instruments as tools for raising
capital while attempting to minimize negative investor sentiment
or reduce the potential adverse effect on corporate balance
sheets. To minimize the potential negative impacts of issuing
additional equity securities, a company may choose to issue
convertible bonds instead. The yield that buyers of convertibles
give up in exchange for the option to convert also translates into
lower borrowing costs for corporations versus the alternative of
having to issue traditional bonds in order to raise capital.

As corporations of all sizes and across a wide array of industries
continue to issue convertibles, the investment universe grows
ever larger and more diverse. There are four primary investment
categories:

e Zero-Coupon/Original Issue Discount (OID);
e Cash Pay Bonds;

e Preferred; and

e Mandatory.

Exposure to all types of convertibles is now accessible not

only by purchasing individual securities, but also by investing in
pooled vehicles ranging from arbitrage and high yield institutional
funds to investment-grade mutual funds. And now, for the first
time ever, investors can access this market via an exchange
traded fund or ETF.2
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TYPES OF CONVERTIBLE BONDS:

- ZERO-COUPON/OIDS (ORIGINAL ISSUE DISCOUNT): bonds that do not
make periodic interest payments during the life of the bond.
Instead, investors buy these bonds at a deep discount from
their face value and at maturity, the investor will receive one
lump sum equal to the initial investment plus the interest
earned.

- CASH PAY BOND: Similar to conventional non-convertible fixed
income bonds, they pay interest on a periodic, usually
semiannual, basis.

- PREFERRED: fixed income securities that the investor can
choose to convert into a certain number of shares of the
company’s common stock after either a predetermined time
span or a specific date.

- MANDATORY: convertible bonds that have a required conversion
or redemption feature where the holder must, either on or
before a contractual conversion date, convert the mandatory
convertible into the underlying common stock.

CONVERTIBLE BOND CHARACTERISTICS

Like traditional bonds, convertibles are debt issues with fixed
coupons and fixed maturities. They are issued at a par value and
pay a coupon or fixed interest rate to their holders. The bondholder
receives this stable coupon income until the bond matures or is
redeemed so long as the issuer remains solvent.

Convertibles are affected by the same factors that influence other
bonds, such as interest rate movements, inflationary expectations,
time to maturity and credit quality. There are several features,
however, that distinguish it from other fixed income vehicles.
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OPTION TO CONVERT

As its name implies, a convertible’s key distinguishing attribute is
the ability of the holder to convert the shares to a fixed amount of
company stock at the holder’s discretion.

EQUITY SENSITIVITY

Since convertibles might be thought of as stock options wrapped
inside a bond, they tend to perform more similarly to equities than
to other segments of the fixed income market, increasing in value
along with the price of their underlying stock. The bondholder,
then, does not necessarily need to convert his shares in order to
reap the benefits of capital appreciation. He can simply sell them
at a premium. However, if the convertible bond is callable, the
issuer maintains the right to force a conversion and turn the bonds
into shares of the company's stock. An issuer would likely do so if
the price of the stock is higher than the amount it would be if the
bond were redeemed, or at the bond’s call date. This effectively
caps the capital appreciation potential of the convertible bond.

Alternatively, convertibles generally decrease in value as the
underlying stock price decreases. That's where the bond's
attributes provide a measure of downside protection. In the event
that a stock performs poorly, there is no conversion. The investor
will receive only the return provided by the bond, or the par value.

POTENTIAL REDUCTION OF RISKS

Even if a convertible’s underlying stock declines considerably, its
bond-like characteristics provide some potential reduction of the
risks equivalent to the bond’s par value or the principal paid by
the holder so long as the issuer remains solvent and creditworthy
enough to meet its obligations (see Figure 1).
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Convertibles are frequently issued at a par value of $1,000. The
coupon rate is set at issue by the corporation and is typically
lower than the fixed interest rate of other types of bonds with
comparable maturities and credit quality, but is generally higher
than the dividends an investor might receive from holding the
underlying stock. Consider that the convertible’s lower yield is in
essence a trade-off between the benefit of its potential upside
performance and possible risk reduction on the downside.

RISKS & CHALLENGES

While convertibles may prove to be potentially valuable
investments for investors seeking capital appreciation and
preservation, they bear risks characteristic of both fixed income
and equity instruments. For instance, the risks associated with
these investments include, but may not be limited to:

— MARKET RISK: the risk inherent to being exposed to the market by
being invested in it;

— cALLRIskK: the risk, faced by a holder of a callable bond, that a
bond issuer will take advantage of the callable bond feature and
redeem the issue prior to maturity;

— DEFAULT RISK: the possibility that a bond issuer will default, by
failing to repay principal and interest in a timely manner;

— LIQUIDITY RISK: because most individual convertible bonds trade
in an over-the-counter negotiated market, liquidity can be
difficult for all but large institutional investors.

THE EVOLUTION OF CONVERTIBLES INVESTING

Convertible bonds offer investors capital appreciation with
potential limited protection against risk; however, managing direct
investment in individual convertibles can be highly complex, time-
consuming and costly. Now, with the introduction of a convertible
bond ETF, investors have a far more efficient, cost-effective,
transparent and liquid tool with which to take advantage of the
potential capital appreciation and possible risk reduction these
hybrid securities may offer.

Convertible bonds are now easier than ever to access with
the introduction of the first convertible bond ETF - the SPDR®
Barclays Capital Convertible Bond ETF (ticker: CWB).

TALK TO YOUR FINANCIAL ADVISOR

If you are interested in learning more about investing in
convertible bonds, contact your Financial Advisor today.
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State Street Global Advisors
State Street Financial Center
One Lincoln Street
Boston, MA 02111

866.787.2257

' According to the Barclays Capital U.S. Convertibles Composite Index which includes all four major classes of USD equity-linked securities including: convertible cash coupon bonds, zero-coupon bonds,
preferred convertibles with fixed par amounts and mandatory equity-linked securities. To be included in the Index a security must meet the following requirements: (i) have an 22 outstanding issue size greater
than $500 million; (i) be a non-called, nondefaulted security; (iii) have at least 31 days until maturity; (iv) be U.S. dollar denominated; and (v) be an SEC-registered or Rule 144A convertible tranche.

2 SPDR® Barclays Capital Convertible Bond ETF

FOR PUBLIC USE.

ETFs trade like stocks, are subject to investment risk and will fluctuate in market value.
Diversification does not ensure a profit or guarantee against loss.

Issuers of convertible securities may not be as financially strong as those issuing securities with higher credit ratings and may be more vulnerable to changes in the economy. Other risks
associated with convertible bond investments include: Call risk which is the risk that bond issuers may repay securities with higher coupon or interest rates before the security maturity date;
liquidity risk which is the risk that certain types of investments may not be possible to sell the investment at any particular time or at an acceptable price; and investments in derivatives, which
can be more sensitive to sudden fluctuations in interest rates or market prices, potential illiquidity of the markets, as well as potential loss of principal.

Bond funds contain interest rate risk (as interest rates rise bond prices usually fall). There are additional risks for funds that invest in mortgage-backed and asset-backed securities including the
risk of issuer default; credit risk and inflation risk. Lower-quality debt securities involve greater risk of default or price changes due to potential changes in the credit quality of the issuer.

All investing involves risk. Investors are encouraged to seek the advice of well-qualified financial advisors, accountants, attorneys and other professionals before making any investment
decision.

This material is for informational purposes only and does not constitute investment advice and it should not be relied on as such. It does not take into account any investor’s particular investment
objectives, strategies, tax status or investment horizon. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information. Past
performance is no guarantee of future results.

The “SPDR®" trademark is used under license from The McGraw-Hill Companies, Inc. (“McGraw-Hill"). No financial product offered by State Street Corporation or its affiliates is sponsored,
endorsed, sold or promoted by McGraw-Hill. S&P®, SPDR® and the S&P 500® Index are trademarks of The McGraw-Hill Companies, Inc. and have been licensed for use by State Street Bank and
Trust Company

Barclays Capital is a trademark of Barclays Capital, the investment banking division of Barclays Bank PLC (“Barclays Capital”) and has been licensed for use in connection with the listing and
trading of the SPDR Barclays Capital ETFs. The products are not sponsored by, endorsed, sold or promoted by Barclays Capital and Barclays Capital makes no representation regarding the
advisability of investing in them.

Distributor: State Street Global Markets, LLC, member FINRA, SIPC, a wholly owned subsidiary of State Street Corporation. SSgA Funds Management, Inc. serves as the advisor to the Fund.
References to State Street may include State Street Corporation and its affiliates. Certain State Street affiliates provide services and receive fees from the SPDR ETFs.

Before investing, consider the funds’ investment objectives, risks, charges and expenses. To obtain a prospectus which
contains this and other information, call 1.866.787.2257 or visit www.spdrs.com. Read it carefully.

© 2009 State Street Corporation. All Rights Reserved. IBG-0207  Exp. Date: 05/31/2010  IBG.EDU.WACB.0609

www.spdrs.com



