ETF Transaction Flow Chart
Resuilting FLAT SHORT LONG

Exposure:
Net Position:| 50k shares outstanding + 100k short interest = 150k long shares

Transactions:

Fund

Provider

50K ETF Basket
shares A of stocks

Authorized B
Participant 50k XYZ
#1 (long sale)

Institutional
Investor #1

*Note that in this exqmplg, Authorized R
we have created a situation Participant Investor #2
in which the short interest a2
(100k shares) is 200% of the
shares outstanding (50k),
while neither of the short
sales were enacted as
“naked short” sales as
defined by and prohibited by Retail
the SEC under Reg SHO. Investor #1

(short sale)

A. Authorized Participant #1 creates 50k shares of XYZ ETF (1 unit) by buying a basket of stocks and delivering them to
the fund provider in exchange for 50k shares.

B. Institutional Investor #1 buys 50k shares of XYZ from Authorized Participant #1.

o

Institutional Investor #2 buys 50k shares of XYZ from Authorized Participant #2, who sells short.

D. Authorized Participant #2 borrows the 50k of XYZ shares from Institutional Investor #1 in exchange for collateral posted
to the Institutional Investor’s prime broker and governed by FINRA regulation.

E. Retail Investor #1 buys 50k shares of XYZ from Hedge Fund #1, who is now selling short.

F. Hedge Fund #1 borrows the 50k shares from Institutional Investor #2 in exchange for e S I G
collateral posted by the Hedge Fund'’s prime broker to the Institutional Investor’s prime broker, L]
and governed by FINRA regulation. SUSQUEHANNA
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