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7KH�FRUSRUDWH�REMHFWLYH�DVVXPHG�IRU�WKLV�ERRN�LV�WKDW�D�ILUP�ZLVKHV�WR
PD[LPL]H�WKH�YDOXH�RI�LWV�RZQHUV
�HTXLW\���7KLV�LV�HTXLYDOHQW�WR�PD[LPL]LQJ�WKH�YDOXH
RI�WKH�ILUP
V�VKDUHV���7R�GHULYH�ULVN�PDQDJHPHQW�VWUDWHJLHV�LQ�SXUVXLW�RI�WKLV�REMHFWLYH
UHTXLUHV�VRPH�NQRZOHGJH�RI�KRZ�VWRFN�SULFHV�DUH�GHWHUPLQHG���,Q�SDUWLFXODU��ZH�PXVW
H[DPLQH�KRZ�WKH�FDSLWDO�PDUNHW�IXQFWLRQV�DQG�ZKDW�PRWLYDWHV�LQYHVWRUV�LQ�WKHLU
GHFLVLRQV�WR�SXUFKDVH�VHFXULWLHV���,Q�WKH�FRQFOXVLRQ�RI�WKH�SUHYLRXV�FKDSWHU��ZH
H[DPLQHG�WKH�SRVVLELOLW\�IRU�GLYHUVLILFDWLRQ�DFURVV�WKH�YDULRXV�ULVN\�DFWLYLWLHV
XQGHUWDNHQ�E\�D�ILUP���7KH�HIIHFW�RI�SRROLQJ�WKH�YDULRXV�ULVN\�FDVK�IORZV�LV�WR�UHGXFH
WKH�WRWDO�OHYHO�RI�ULVN�LQ�D�ILUP
V�HDUQLQJV���7KHVH�HDUQLQJV�DFFUXH�WR�WKH�RZQHUV�RI�WKH
ILUP�DQG�WKH�RZQHUV�PXVW�DEVRUE�DQ\�UHPDLQLQJ�ULVN���+RZ�GRHV�WKLV�UHPDLQLQJ�ULVN
DIIHFW�WKH�ZHOIDUH�RI�WKH�VKDUHKROGHUV
"��3UHVXPDEO\��WKH�VKDUHKROGHUV
�PDLQ�FRQFHUQ
LV�ZLWK�WKH�YDOXH�RI�WKHLU�VKDUHV���6R�ZH�PD\�UHVWDWH�WKH�ODVW�TXHVWLRQ��+RZ�GRHV�WKH
UHPDLQLQJ�ULVN�LQ�WKH�ILUP
V�HDUQLQJV�DIIHFW�WKH�VKDUH�YDOXHV"��,W�LV�WHPSWLQJ�WR�UHSO\
WKDW�VKDUHKROGHUV�DUH�ULVN�DYHUVH�DQG�WKHUHIRUH�ULVN�ZLOO�VLPSO\�UHGXFH�VKDUH�YDOXH��
7KHUHIRUH��DQ\�UHGXFWLRQ�LQ�ULVN��SHUKDSV�E\�ULVN�PDQDJHPHQW�VWUDWHJ\��ZLOO�LQFUHDVH
VKDUH�YDOXH���7KLV�VWUDLJKWIRUZDUG�WRWDO�ULVN�DSSURDFK�LV�ZLGHVSUHDG�LQ�WKH�WUDGLWLRQDO
ULVN�PDQDJHPHQW�OLWHUDWXUH���+RZHYHU��ZH�ZLOO�VHH�WKDW�LW�LV�DQ�RYHUVLPSOLILFDWLRQ�WKDW
UHVXOWV�LQ�PLVOHDGLQJ�DQG�VRPHWLPHV�LQFRUUHFW�FRQFOXVLRQV���7KH�SRVVLELOLWLHV�IRU
GLYHUVLILFDWLRQ�KDYH�QRW�\HW�EHHQ�H[KDXVWHG�
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,W�LV�FRPPRQ��DQG�SUREDEO\�QRW�XQUHDVRQDEOH��WR�DVVXPH�WKDW�PRVW�SHRSOH�DUH
DYHUVH�WR�ULVN�DQG�WKDW�WKLV�DWWLWXGH�LV�UHIOHFWHG�LQ�PDQ\�IRUPV�RI�HFRQRPLF�EHKDYLRU��
7KH�PRVW�REYLRXV�SULPD�IDFLH�HYLGHQFH�LQ�VXSSRUW�RI�WKLV�DVVXPSWLRQ�OLHV�LQ�WKH
ZLGHVSUHDG�GHPDQG�IRU�SHUVRQDO�LQVXUDQFH�SURWHFWLRQ���0RVW�RI�XV�DSSHDU�ZLOOLQJ�WR
FRQYHUW�WKH�XQFHUWDLQ�SURVSHFW�RI�D�ODUJH�ORVV�RI�ZHDOWK�WKURXJK�WKH�GHVWUXFWLRQ�RI
RXU�KRPH�RU�RXU�OLIH�LQWR�D�UHJXODU�SD\PHQW�RI�DQ�LQVXUDQFH�SUHPLXP��HYHQ�WKRXJK
LQVXUDQFH�LV�FRVWOLHU�LQ�WKH�ORQJ�UXQ��VLQFH�SUHPLXPV�W\SLFDOO\�H[FHHG�WKH�H[SHFWHG
YDOXH�RI�ORVV���7KHUH�LV�FRQVLGHUDEOH�HYLGHQFH�WKDW�LQYHVWRUV��LI�LQGHHG�WKH\�IRUP�D
VHSDUDWH�JURXS�IURP�KRPHRZQHUV��W\SLFDOO\�DUH�DYHUVH�WR�ULVN�DQG�WKDW�WKLV�DWWLWXGH
LQIOXHQFHV�WKHLU�LQYHVWPHQW�VWUDWHJLHV�DQG�WKHUHE\�KHOSV�WR�GHWHUPLQH�WKH�SULFHV�RI
VHFXULWLHV�

,QYHVWRUV�SUHIHU�KLJKHU�UHWXUQV�RQ�WKHLU�LQYHVWPHQW�KROGLQJV�WR�ORZHU�UHWXUQV�
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RWKHU�WKLQJV�EHLQJ�HTXDO���$�VOLJKWO\�VWURQJHU�DVVXPSWLRQ�LV�WKDW�LQYHVWRUV�SUHIHU�OHVV
WR�PRUH�ULVN��RWKHU�WKLQJV�EHLQJ�HTXDO���7RJHWKHU��WKHVH�DVVXPSWLRQV�DUH�EURDGO\
DFFHSWDEOH�DV�D�JHQHUDO�VWDWHPHQW�RI�LQYHVWRU�PRWLYDWLRQ���,W�LV�FRQYHQWLRQDO�WR
PHDVXUH�UHWXUQ�DQG�ULVN�DV�WKH�H[SHFWHG�YDOXH�RI�WKH�UDWH�RI�UHWXUQ�DQG�LWV�VWDQGDUG
GHYLDWLRQ���7KH�UDWH�RI�UHWXUQ�\LHOGHG�RQ�DQ�LQYHVWPHQW�LQ�D�VKDUH�RI�VWRFN�LV�WKH�VXP
RI�WKH�GLYLGHQG�SD\PHQW�DQG�WKH�FDSLWDO�JDLQ��H[SUHVVHG�DV�D�UDWLR�RI�WKH�SULFH�LQLWLDOO\
SDLG�IRU�WKH�VWRFN���7KXV��WKH�DFWXDO�UDWH�RI�UHWXUQ�LV
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1RZ�FRQVLGHU�DQ�LQYHVWRU�ZKR�LV�IDFHG�ZLWK�D�FKRLFH�EHWZHHQ�DOWHUQDWLYH
LQYHVWPHQWV�DQG�ZKR�VHHNV�WR�EDVH�KLV�RU�KHU�GHFLVLRQ�RQ�H[SHFWHG�UHWXUQ�DQG
VWDQGDUG�GHYLDWLRQ���)RU�RXU�H[DPSOH��ZH�ZLOO�FRQVLGHU�MXVW�WKUHH�SRVVLEOH�VWRFNV
IURP�ZKLFK�WR�FKRRVH�DQG��WR�NHHS�WKLQJV�VLPSOH��ZH�ZLOO�IXUWKHU�DVVXPH�WKDW�WKH
H[SHFWHG�UHWXUQ�DQG�LWV�VWDQGDUG�GHYLDWLRQ�FDQ�EH�HVWLPDWHG�IURP�UHFHQW�SDVW
H[SHULHQFH���0RUH�VSHFLILFDOO\��WKH�PHDQ�DQQXDO�UDWH�RI�UHWXUQ�RYHU�WKH�UHFHQW���
WLPH�SHULRGV��DQG�LWV�VWDQGDUG�HUURU��DUH�XVHG�DV�HVWLPDWRUV�IRU�IXWXUH�UHWXUQV�
$V�VKRZQ�LQ�7DEOH����DQ�H[DPLQDWLRQ�RI�WKH�WKUHH�VWRFNV�UHYHDOV�WKDW�VWRFN�&�KDV�WKH
KLJKHVW�PHDQ�UHWXUQ�DQG��WKHUHIRUH��LV�HVWLPDWHG�WR�KDYH�WKH�KLJKHVW�H[SHFWHG�UHWXUQ��
6WRFN�%�KDV�WKH�ORZHVW�H[SHFWHG�UHWXUQ��ZLWK�VWRFN�$�KDYLQJ�DQ�H[SHFWHG�UHWXUQ
URXJKO\�KDOIZD\�EHWZHHQ�VWRFNV�%�DQG�&��,Q�WHUPV�RI�ULVN��VWRFN�%�FOHDUO\�SHUIRUPV
EDGO\��KDYLQJ�D�PXFK�KLJKHU�VWDQGDUG�GHYLDWLRQ�WKDQ�VWRFNV�$�DQG�&��6WRFN�&�LV�D
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2XU�LQWUHSLG�LQYHVWRU�PXVW�QRZ�PDNH�KLV�RU�KHU�FKRLFH���,I�WKH�LQYHVWRU�KDV�WR
FKRRVH�RQH�VWRFN��KH�RU�VKH�ZLOO�FOHDUO\�DYRLG�VWRFN�%�EHFDXVH�LW�KDV�WKH�ORZHVW
UHWXUQ�DQG�KLJKHVW�ULVN���6R�WKH�FKRLFH�LV�EHWZHHQ�VWRFNV�$�DQG�&��6WRFN�&�H[KLELWV
KLJKHU�UHWXUQ�DQG�KLJKHU�ULVN�WKDQ�VWRFN�$��,I�WKH�LQGLYLGXDO�LV�KLJKO\�ULVN�DYHUVH��KH
RU�VKH�ZLOO�SUREDEO\�FKRRVH�VWRFN�$��EHLQJ�PRUH�LPSUHVVHG�E\�LWV�ORZHU�ULVN�DQG
EHLQJ�ZLOOLQJ�WR�VDFULILFH�D�OLWWOH�LQ�WHUPV�RI�H[SHFWHG�UHWXUQ���+RZHYHU��LI�WKH
LQYHVWRU�LV�QRW�VR�LQWHQVLYHO\�DYHUVH�WR�ULVN��DOWKRXJK�VWLOO�ULVN�DYHUVH���KH�RU�VKH�PD\
GHFLGH�WKDW�VWRFN�&�RIIHUV�D�GLVWLQFW�LPSURYHPHQW�LQ�H[SHFWHG�UHWXUQ�RYHU�VWRFN�$
ZLWK�RQO\�D�VPDOO�LQFUHDVH�LQ�ULVN���8QGHU�VXFK�FLUFXPVWDQFHV��VWRFN�&�LV�SUHIHUUHG�WR
VWRFN�$��7KXV�WKH�UDQNLQJ�RI�WKH�WKUHH�VWRFNV��XVLQJ�WKH�V\PERO�!�WR�GHQRWH
SUHIHUHQFH��LV

$�!�&�!�%�������������IRU�KLJKO\�ULVN�DYHUVH
&�!�$�!�%�������������IRU�OHVV�ULVN�DYHUVH

)LJXUH���VKRZV�WKH�ULVN�UHWXUQ�FKDUDFWHULVWLFV�RI�WKH�VWRFNV���6WRFN�&�KDV�WKH
KLJKHVW�UHWXUQ�DQG�VWRFN�%�WKH�ORZHVW���6WRFN�%�KDV�WKH�KLJKHVW�ULVN�DQG�VWRFN�$�WKH
ORZHVW���,Q�WKH�VSDFH�VKRZQ�LQ�WKH�ILJXUH��WKH�LQYHVWRU�ZLVKHV�WR�EH�DV�IDU�LQ�D
´QRUWKZHVWHUO\µ�GLUHFWLRQ�DV�SRVVLEOH��VLQFH�PRYHPHQW�LQ�WKLV�GLUHFWLRQ�VLJQLILHV
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LQFUHDVLQJ�UHWXUQ�DQG�IDOOLQJ�ULVN���2Q�WKLV�FULWHULRQ��VWRFN�%�LV�FOHDUO\�GRPLQDWHG�E\
ERWK�VWRFNV�$�DQG�&��EXW�VWRFNV�$�DQG�&�FDQQRW�EH�UDQNHG�XQDPELJXRXVO\�EHFDXVH
WKH\�IDOO�LQ�D��VRXWKZHVW�QRUWKHDVW��DUUD\�ZLWK�UHVSHFW�WR�HDFK�RWKHU�

/HW�XV�QRZ�VHH�KRZ�WKH�FDSLWDO�PDUNHW�ZRXOG�IXQFWLRQ�WR�GHWHUPLQH�WKH�SULFH
RI�VHFXULWLHV���,I�LQYHVWRUV�ZHUH�RQO\�DOORZHG�WR�KROG�RQH�VWRFN��QRERG\�ZRXOG�ZLVK�WR
KROG�VWRFN�%�DQG�DOO�LQYHVWRUV�ZRXOG�VHHN�VWRFNV�$�RU�&��7KRVH�DOUHDG\�KROGLQJ�VWRFN
%�ZRXOG�WU\�WR�VHOO��WKHUHE\�GULYLQJ�GRZQ�LWV�SULFH���6LPXOWDQHRXVO\��LQYHVWRUV�ZRXOG
VHHN�WR�SXUFKDVH�VWRFNV�$�DQG�&��WKHUHE\�GULYLQJ�XS�WKH�SULFH���6LQFH�WKH�UDWH�RI
UHWXUQ�IRU�D�VHFXULW\�LV�EDVHG�RQ�LWV�SULFH��D�IDOO�LQ�SULFH�ZLOO�SXVK�XS�WKH�H[SHFWHG�UDWH
RI�UHWXUQ��DVVXPLQJ�QR�FKDQJH�LQ�WKH�ILUP
V�H[SHFWHG�HDUQLQJV���&RQYHUVHO\��DQ
LQFUHDVH�LQ�SULFH�ZLOO�OHDG�WR�D�IDOO�LQ�H[SHFWHG�UHWXUQ��FHWHULV�SDULEXV���7KLV�VXSSO\�
GHPDQG�SUHVVXUH�ZLOO�UHVWUXFWXUH�WKH�ULVN�UHWXUQ�FKDUDFWHULVWLFV�RI�WKH�WKUHH�VWRFNV�
SHUKDSV�XQWLO�HDFK�RI�WKH�VWRFNV�PDWFKHV�WKH�SUHIHUHQFHV�RI�VRPH�VXEJURXS�RI
LQYHVWRUV���7KH�ILQDO�SRVLWLRQ�PLJKW�ORRN�OLNH�WKDW�VKRZQ�LQ�)LJXUH����ZKLFK�UHYHDOV
WKDW�H[SHFWHG�UHWXUQ�LV�SRVLWLYHO\�UHODWHG�WR�VWDQGDUG�GHYLDWLRQ�

6RPH�RI�WKH�ROGHU�WKHRULHV�RI�FDSLWDO�PDUNHWV�GLG�LQGHHG�SURGXFH�UHVXOWV�OLNH
WKRVH�GLVSOD\HG�E\�)LJXUH�����7KLV�SULFLQJ�VWUXFWXUH�FHUWDLQO\�LV�EDVHG�RQ�ULVN�DYHUVLRQ�
EXW�PRGHP�FDSLWDO�PDUNHW�WKHRU\�UHFRJQL]HV�WKDW�WKH�DVVXPSWLRQ�RI�ULVN�DYHUVLRQ�DOVR
OHDGV�WKH�LQYHVWRU�WR�KROG�D�SRUWIROLR�UDWKHU�WKDQ�D�VLQJOH�VHFXULW\��DQG�WKLV�UDGLFDOO\
DIIHFWV�WKH�FDSLWDO�PDUNHW�HTXLOLEULXP�
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6LPSOH�'LYHUVLILFDWLRQ

7DEOH���UHSURGXFHV�WKH�LQIRUPDWLRQ�FRQFHUQLQJ�VWRFNV�$��%��DQG�&��EXW�LW�DOVR
LQFOXGHV�D�IRXUWK�DVVHW�'��,W�LV�VHHQ�LPPHGLDWHO\�WKDW�'�GRPLQDWHV�VWRFNV�$�DQG�%�LQ
WHUPV�RI�ULVN�DQG�UHWXUQ�DQG�WKDW�LW�FRPSDUHV�IDYRUDEO\�ZLWK�VWRFN�&��,Q�IDFW��DVVHW�'
GHOLYHUV�DQ�H[SHFWHG�UHWXUQ�WKDW�LV�RQO\�VOLJKWO\�ORZHU�WKDQ�WKDW�IRU�VWRFN�&��EXW�DVVHW
'�KDV�D�PXFK�ORZHU�VWDQGDUG�GHYLDWLRQ���7KHUHIRUH��PRVW�PRGHUDWHO\�ULVN�DYHUVH�RU
KLJKO\�ULVN�DYHUVH�LQYHVWRUV�SUREDEO\�ZRXOG�SUHIHU�DVVHW�'�WR�VWRFN�&��:KHUH�GLG
DVVHW�'�FRPH�IURP"��$VVHW�'�LV�D�SRUWIROLR�FRPSULVLQJ�VHFXULWLHV�&�DQG�%�

/HW�XV�UHWXUQ�WR�WKH�SUREOHP�RI�VHOHFWLQJ�IURP�VHFXULWLHV�$��%��DQG�&�ZLWKRXW
WKH�FRQVWUDLQW�WKDW�WKH�LQYHVWRU�KROG�RQO\�RQH�VHFXULW\���6XSSRVH�WZR�VHFXULWLHV�FDQ�EH
KHOG��WKHUHE\�IRUPLQJ�D�SRUWIROLR���,W�LV�WHPSWLQJ�WR�UHWXUQ�WR�WKH�UDQNLQJ�GHULYHG
HDUOLHU��ZKLFK�VKRZHG�VWRFNV�$�DQG�&�WR�EH�VXSHULRU�WR�VWRFN�%��DOWKRXJK�WKH�UDQNLQJ
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EHWZHHQ�VWRFNV�$�DQG�&�ZDV�XQFOHDU���)URP�WKLV�UDQNLQJ��LW�DSSHDUV�WKDW�QR�UDWLRQDO
LQYHVWRU�ZRXOG�HYHU�FKRRVH�VWRFN�%�
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+RZHYHU��WKLV�YLHZ�LJQRUHV�RQH�LPSRUWDQW�GLPHQVLRQ��:KHQ�ULVN\�FDVK�IORZV
DUH�FRPELQHG�LQWR�D�SRUWIROLR��WKH�ULVNLQHVV�RI�WKH�SRUWIROLR�GHSHQGV�QRW�RQO\�RQ�WKH
LQGLYLGXDO�YDULDQFHV�RU�VWDQGDUG�GHYLDWLRQV�RI�WKH�FRPSRQHQW�VWRFNV��EXW�DOVR�RQ�WKHLU
FRYDULDQFHV�RU�FRUUHODWLRQV���1HJDWLYH�FRYDULDQFHV�FDQ�KDYH�D�GUDPDWLF�HIIHFW�E\
UHGXFLQJ�SRUWIROLR�ULVN��HYHQ�LI�WKH�LWHPV�FRQFHUQHG�HDFK�H[KLELW�D�KLJK�OHYHO�RI�ULVN��
5H�H[DPLQDWLRQ�RI�VWRFNV�$��%��DQG�&�UHYHDOV�WKDW�VWRFN�%�KDV�WKH�DWWUDFWLYH�SURSHUW\
WKDW�LW�DSSHDUV�WR�YDU\�LQYHUVHO\�ZLWK�ERWK�VWRFNV�$�DQG�&��:KHQ�VWRFNV�$�DQG�&
GHOLYHU�KLJK�UHWXUQV��VWRFN�%�WHQGV�WR�GHOLYHU�ORZ�UHWXUQV��DQG�YLFH�YHUVD���+RZHYHU�
VWRFNV�$�DQG�&�DSSHDU�WR�YDU\�LQ�WKH�VDPH�GLUHFWLRQ��VXJJHVWLQJ�SRVLWLYH�FRUUHODWLRQ��
$OWKRXJK�VWRFNV�$�DQG�&�DSSHDU�WR�EH�DWWUDFWLYH�ZKHQ�HDFK�LV�FRQVLGHUHG�LQ�LVRODWLRQ�
D�SRUWIROLR�FRPSULVLQJ�WKHVH�WZR�VHFXULWLHV�ZRXOG�QRW�EH�HIIHFWLYH�LQ�UHGXFLQJ
SRUWIROLR�ULVN���$�SRUWIROLR�FRPSULVLQJ�VWRFNV�%�DQG�&�ZRXOG�FRQWDLQ�VHFXULWLHV�ZKRVH
UHWXUQV�WHQGHG�WR�YDU\�LQ�RSSRVLWLRQ��WKHUHE\�SURGXFLQJ�D�IDLUO\�VWDEOH�SRUWIROLR
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UHWXUQ���$VVHW�'�LV�VXFK�D�SRUWIROLR��DQG�LW�LV�IRUPHG�E\�SHUPLWWLQJ�WKH�LQYHVWRU�WR
LQYHVW�RQH�WKLUG�RI�KLV�RU�KHU�FDSLWDO�LQ�VWRFN�%�DQG�WZR�WKLUGV�LQ�VWRFN�&��7KH
UHVXOWLQJ�SRUWIROLR�KDV�DQ�H[SHFWHG�UHWXUQ�EHWZHHQ�WKDW�RI�VWRFNV�%�DQG�&��EXW�D
VWDQGDUG�GHYLDWLRQ�WKDW�LV�PXFK�ORZHU�WKDQ�WKDW�RI�HLWKHU�VWRFN�%�RU�VWRFN�&�

7KH�EHKDYLRU�RI�VHFXULW\�SRUWIROLRV�FORVHO\�SDUDOOHOV�WKH�SRUWIROLR�EHKDYLRU
LGHQWLILHG�LQ�WKH�SUHYLRXV�FKDSWHU���,W�LV�QHFHVVDU\�WR�PRGLI\�WKH�IRUPXODV�XVHG�WKHUH
WR�FDOFXODWH�WKH�SRUWIROLR�PHDQ�DQG�YDULDQFH��IRU�KHUH�ZH�DUH�QRW�GHDOLQJ�ZLWK�GROODU
YDOXHV�EXW�ZLWK�UDWHV�RI�UHWXUQ��7KH�H[SHFWHG�UHWXUQ��WKH�YDULDQFH�RI�WKDW�UDWH�RI
UHWXUQ��DQG�LWV�VWDQGDUG�GHYLDWLRQ�IRU�D�SRUWIROLR�RI�Q�VHFXULWLHV�DV�IROORZV�

ZKHUH� Z
L

��� �WKH�ZHLJKW�RI�VHFXULW\�L�LQ�WKH�LQYHVWRU
V�SRUWIROLR
U
L

���� �WKH�UDWH�RI�UHWXUQ�RQ�VHFXULW\�L
L

��� �WKH�VWDQGDUG�GHYLDWLRQ�RI�WKH�UDWH�RI�UHWXUQ�RQ�VHFXULW\�L
L��M

� �WKH�FRYDULDQFH�EHWZHHQ�WKH�UHWXUQV�RQ�VHFXULWLHV�L�DQG�M

2IWHQ��LW�LV�PRUH�XVHIXO�WR�XVH�WKH�FRUUHODWLRQ�FRHIILFLHQW�LQVWHDG�RI�WKH
FRYDULDQFH��7KLV�LV�HDVLO\�DFFRPSOLVKHG�E\�UHFDOOLQJ�WKDW�WKH�FRUUHODWLRQ�FRHIILFLHQW�U

L��M

LV�GHILQHG�E\

6XEVWLWXWLRQ�LQWR�SUHYLRXV�HTXDWLRQ�IRU�SRUWIROLR�YDULDQFH�LV�VWUDLJKWIRUZDUG�
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7KH�PHDQV��VWDQGDUG�GHYLDWLRQV��FRYDULDQFHV��DQG�FRUUHODWLRQ�FRHIILFLHQWV�DUH
VKRZQ�DW�WKH�ERWWRP�RI�7DEOH�����&RQVLGHU�SRUWIROLR�'��FRPSULVHG�RI�RQH�WKLUG�RI
FDSLWDO�LQYHVWHG�LQ�VWRFN�%�DQG�WKH�WZR�WKLUGV�LQYHVWHG�LQ�VWRFN�&��7KH�H[SHFWHG
UHWXUQ�DQG�VWDQGDUG�GHYLDWLRQ�FDQ�EH�FRQILUPHG�E\�HTXDWLRQV�������DQG�����

(�U
'

��� ����������������������������  
�����

�U
'

���� ��>���������������������������������������������������������������@ó  
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7KH�PHDQV�DQG�VWDQGDUG�GHYLDWLRQV�RI�VWRFNV�%�DQG�&�DUH�QRZ�SORWWHG�LQ�)LJXUH���D���
%\�IRUPLQJ�WKH�SRUWIROLR�IURP�VWRFNV�%�DQG�&��WKH�LQYHVWRU�FDQ�DOVR�FKRRVH�WKH�ULVN�
UHWXUQ�FRPELQDWLRQ�VKRZQ�DV�'�RQ�WKH�JUDSK���+RZHYHU��WKHVH�SRVVLELOLWLHV�GR�QRW
H[KDXVW�WKH�LQYHVWRU
V�FKRLFH���7KH�LQYHVWRU�FRXOG�KDYH�LQYHVWHG�����LQ�HDFK�RI
VWRFNV�%�DQG�&��RU�SHUKDSV�����LQ�VWRFN�%�DQG�����LQ�VWRFN�&��DQG�VR�RQ���7KH
YDULRXV�RSWLRQV�DUH�SORWWHG�DORQJ�WKH�EURNHQ�OLQH�WUDYHOLQJ�WKURXJK�%�DQG�&�EXW
ZKLFK�LV�FRQYH[�WR�WKH�YHUWLFDO�D[LV���7KH�IDFW�WKDW�WKH�OLQH�LV�FRQYH[�FOHDUO\�LOOXVWUDWHV
SRVVLELOLWLHV�IRU�UHGXFLQJ�ULVN�E\�IRUPLQJ�D�SRUWIROLR�

)URP�HDUOLHU�DQDO\VLV��LW�VKRXOG�EH�FOHDU�WKDW�WKH�IDFLOLW\�IRU�UHGXFLQJ�ULVN
GHSHQGV�RQ�WKH�FRYDULDQFH�EHWZHHQ�WKH�VHFXULWLHV���6XSSRVH�D�SRUWIROLR��ODEHOHG�(�
ZDV�IRUPHG�E\�FRPELQLQJ�VWRFNV�$�DQG�&��6LQFH�WKHVH�VWRFNV�DUH�SRVLWLYHO\
FRUUHODWHG��WKHUH�VKRXOG�EH�QR�GUDPDWLF�UHGXFWLRQ�LQ�ULVN���)LJXUH���E��VKRZV��RQ�D
VLPLODU�GLDJUDP�WR�)LJXUH���D���D�EURNHQ�OLQH�JLYLQJ�WKH�ULVN�UHWXUQ�FRPELQDWLRQV�IRU
SRUWIROLRV�RI�VWRFNV�$�DQG�&��3RVLWLRQ�(�VKRZV�ZHLJKWV�RI�����RQ�HDFK�RI�VWRFN�$�DQG
VWRFN�&��ZLWK�(�U

(

��DQG� �U
(

��FDOFXODWHG�DV�IROORZV�

(�U
(

�� ������������������������  �������

�U
(

�� �>�2�����������������������������������������������������@ó�  �������

)LJXUHV���D��DQG��E��LOOXVWUDWH�WKH�HIIHFW�RI�FRUUHODWLRQ�RQ�WKH�SRWHQWLDO�IRU�ULVN
UHGXFWLRQ�WKURXJK�SRUWIROLR�IRUPDWLRQ���7KH�PRUH�SURQRXQFHG�FRQYH[LW\�LQ�SDUW��D�
LQGLFDWHV�PXFK�JUHDWHU�ULVN�UHGXFWLRQ�WKDQ�WKDW�VKRZQ�LQ�SDUW��E����7KH�OLPLWLQJ�FDVHV
DUH�JLYHQ�E\�SHUIHFW�SRVLWLYH�FRUUHODWLRQ��WKH�FRUUHODWLRQ�FRHIILFLHQW�LV�XQLW\��DQG
SHUIHFW�QHJDWLYH�FRUUHODWLRQ��WKH�FRUUHODWLRQ�FRHIILFLHQW�LV�PLQXV�XQLW\����$OWKRXJK
QRQH�RI�WKH�SDLUV�RI�VHFXULWLHV�LQ�RXU�H[DPSOH�PHHWV�WKHVH�FULWHULD��ILJXUHV���F��DQG��G�
VKRZV�ZKDW�WKH�SRUWIROLR�SRVVLELOLWLHV�ZRXOG�EH���1RWLFH�WKDW�ZLWK�SHUIHFW�SRVLWLYH



�

FRUUHODWLRQ�WKHUH�LV�QR�FXUYDWXUH�LQ�WKH�SRUWIROLR�OLQH�DW�DOO���7KLV�LV�FRQVLVWHQW�ZLWK�WKH
DQDO\VLV�LQ�WKH�SUHYLRXV�FKDSWHU��ZKLFK�UHYHDOHG�QR�SURVSHFW�IRU�GLYHUVLILFDWLRQ�XQGHU
WKHVH�FLUFXPVWDQFHV���:LWK�SHUIHFW�QHJDWLYH�FRUUHODWLRQ��WKH�SRUWIROLR�OLQH�DFWXDOO\
WRXFKHV�WKH�YHUWLFDO�D[LV��VKRZLQJ�WKDW�RQH�SRUWIROLR�H[LVWV�WKDW�ZLOO�UHPRYH�DOO�ULVN���,W
PLJKW�EH�SRLQWHG�RXW�WKDW�ZLWK�VHFXULWLHV�VXFK�DV�VWRFNV��WKLV�YHU\�DWWUDFWLYH�SHUIHFW
QHJDWLYH�FRUUHODWLRQ�LV�UDUHO\�IRXQG��

'HULYDWLRQ�RI�WKH�(IILFLHQW�)URQWLHU

6R�IDU��WKH�SRUWIROLRV�KDYH�RQO\�EHHQ�IRUPHG�XVLQJ�SDLUV�RI�VHFXULWLHV��
5HODWLYHO\�OLWWOH�LPDJLQDWLRQ�LV�QHHGHG�WR�UHDOL]H�WKDW�IXUWKHU�SRVVLELOLWLHV�IRU
GLYHUVLILFDWLRQ�PLJKW�H[LVW�E\�FRPELQLQJ�WKUHH�RU�PRUH�VHFXULWLHV�LQWR�D�SRUWIROLR��
7KH�HTXDWLRQV�JLYHQ�IRU�FDOFXODWLQJ�H[SHFWHG�UHWXUQ�DQG�YDULDQFH�DUH�QRW�UHVWULFWHG�WR
DQ\�QXPEHU�RI�VHFXULWLHV��DQG�ZH�FRXOG�VHDUFK�WKURXJK�WKH�ZLGH�VHOHFWLRQ�RI�VWRFNV
DQG�RWKHU�ILQDQFLDO�DVVHWV�DYDLODEOH�WR�XV�XQWLO�ZH�IRXQG�RXU�SUHIHUUHG�ULVN�UHWXUQ
FRPELQDWLRQ���7KLV�PD\�SURYH�WR�EH�D�ORQJ�VHDUFK��EXW�LW�LV�TXLWH�VLPSOH�WR�UHSUHVHQW
ZKDW�PLJKW�KDSSHQ�

,Q�)LJXUH����D�VHW�RI�VWRFNV�LV�UHSUHVHQWHG��HDFK�E\�LWV�H[SHFWHG�UHWXUQ�DQG
VWDQGDUG�GHYLDWLRQ���)RU�DQ\�SDLU�RI�VWRFNV��ZH�FRXOG�FRQVWUXFW�SRUWIROLR�OLQHV�VXFK�DV
WKRVH�VKRZQ�LQ�)LJXUH����DQG�WKH�VKDSH�RI�HDFK�OLQH�ZRXOG�GHSHQG�RQ�WKH�FRUUHODWLRQ
FRHIILFLHQW���2QO\�WZR�VXFK�SRUWIROLR�OLQHV�DUH�VKRZQ�WR�DYRLG�FRQJHVWLRQ���+RZHYHU�
SRUWIROLRV�FRXOG�EH�IRUPHG�ZLWK�WKUHH�RU�PRUH�VWRFNV���7KHVH�FDQ�EH�UHSUHVHQWHG�DV
´SRUWIROLRV�RI�SRUWIROLRVµ��7KXV��WKH�WKLQ�VROLG�OLQH�MRLQLQJ�WKH�EURNHQ�OLQHV�$%�DQG
&'�UHSUHVHQWV�VRPH�RI�WKH�SRUWIROLRV�WKDW�FDQ�EH�IRUPHG�E\�FRPELQLQJ�VHFXULWLHV�$�
%��&��DQG�'��,W�LV�FOHDU�WKDW�SRUWIROLRV�DORQJ�WKLV�OLQH�ZRXOG�QRW�EH�DWWUDFWLYH��VLQFH
WKHUH�DUH�VWLOO�RWKHU�VHFXULWLHV�RIIHULQJ�KLJKHU�UHWXUQ�DQG�ORZHU�ULVN��VXFK�DV�VWRFNV�(
DQG�)��+RZHYHU��HYHQ�IXUWKHU�SURVSHFWV�IRU�LPSURYHPHQW�DULVH�IURP�FRPELQLQJ
VWRFNV�(�DQG�)�LQWR�D�SRUWIROLR�DQG�SHUKDSV�LQFOXGLQJ�VWRFN�&�DQG�RU�VWRFN�'��:KHQ
DOO�VXFK�SRVVLELOLWLHV�DUH�H[KDXVWHG��WKH�UHVXOWLQJ�HQYHORSH�FXUYH��L�H���WKH�FXUYH
HQFORVLQJ�DOO�WKH�SRUWIROLR�OLQHV��ZLOO�ORRN�OLNH�WKH�WKLFN�VROLG�OLQH���7KH�XSSHU�OHIW
SRUWLRQ�RI�WKLV�HQYHORSH�LV�NQRZQ�DV�WKH�HIILFLHQW�IURQWLHU�EHFDXVH�LW�UHSUHVHQWV�WKH�PRVW
HIILFLHQW�SRUWIROLRV�WKDW�FDQ�EH�IRUPHG���7KH�SRUWIROLRV�UHSUHVHQWHG�DORQJ�WKLV�OLQH
GHOLYHU�WKH�PLQLPXP�OHYHO�RI�ULVN�IRU�HDFK�JLYHQ�OHYHO�RI�H[SHFWHG�UHWXUQ�

7KH�YDULRXV�SRVLWLRQV�DORQJ�WKH��QRUWKZHVW��VHJPHQW�RI�WKH�HIILFLHQW�IURQWLHU
UHSUHVHQW�SRUWIROLR�FKRLFHV�WKDW�DUH�HIILFLHQW�LQ�PHDQ�YDULDQFH�WHUPV���$SSDUHQWO\�
WKHUH�LV�QR�RSWLPDO�SRUWIROLR�DORQJ�WKLV�OLQH��D�VWDWHPHQW�WKDW�ZLOO�EH�UHYLVHG�LQ�GXH
FRXUVH����7KH�PRUH�ULVN�DYHUVH�LQYHVWRUV�SUHVXPDEO\�ZRXOG�FKRRVH�SRUWIROLRV��VXFK�DV



��

;��WKDW�H[KLELW�UHODWLYHO\�OLWWOH�ULVN�EXW�KDYH�D�FRUUHVSRQGLQJ�ORZ�OHYHO�RI�H[SHFWHG
UHWXUQ���0RUH�VSHFXODWLYH�LQYHVWRUV�ZRXOG�DFFHSW�PRUH�ULVN�WR�GHOLYHU�KLJKHU�H[SHFWHG
UHWXUQ��VXFK�DV�SRUWIROLR�<��$FFRUGLQJ�WR�LQGLYLGXDO�SUHIHUHQFH��HDFK�LQYHVWRU�ZRXOG
ORFDWH�DW�D�SRVLWLRQ�UHIOHFWLQJ�KLV�RU�KHU�GHJUHH�RI�ULVN�DYHUVLRQ�

7R�GHULYH�WKH�HIILFLHQW�IURQWLHU�LQ�SUDFWLFH�ZRXOG�DSSHDU�WR�EH�DQ�HQRUPRXV
WDVN���7KHUH�DUH�KXQGUHGV�RI�VHFXULWLHV�WR�FKRRVH�IURP��DQG�ZH�KDYH�WR�FRQVLGHU�HYHU\
SRVVLEOH�FRPELQDWLRQ���%HDULQJ�LQ�PLQG�WKDW�WKH�QXPEHU�RI�VHFXULWLHV�WR�EH�DVVHPEOHG
LQWR�SRUWIROLRV�LV�QRW�IL[HG�DQG�WKDW�WKH�ZHLJKWV�IRU�HDFK�VHFXULW\�FDQ�DVVXPH�DQ\
YDOXH��VXEMHFW�WR�WKHLU�VXPPLQJ�WR�XQLW\���WKH�QXPEHU�RI�SRVVLEOH�SRUWIROLRV�LV�LQILQLWH��
7KLV�LPSOLHV�D�SUHWW\�ORQJ�JDPH�RI�WULDO�DQG�HUURU��LQ�IDFW��WKH�SURYHUELDO�WKUHH
PRQNH\V�PLJKW�ZHOO�UDQGRPO\�W\SH�RXW�WKH�FRPSOHWH�ZRUNV�RI�6KDNHVSHDUH�HDUOLHU
WKDQ�WULDO�DQG�HUURU�ZRXOG�OHDG�WR�FRPSOHWH�VSHFLILFDWLRQ�RI�WKH�HIILFLHQW�IURQWLHU��
+RZHYHU��WKHUH�DUH�HDVLHU�PHWKRGV���2QH�SRVVLELOLW\�LV�WR�XVH�TXDGUDWLF�SURJUDPPLQJ�
VLQFH�LWV�DSSOLFDWLRQ�LV�VWUDLJKWIRUZDUG�ZLWK�D�SHUVRQDO�FRPSXWHU���$QRWKHU�SRVVLELOLW\
LV�WR�VROYH�PDWKHPDWLFDOO\��VLQFH�DQ�DQDO\WLFDO�VROXWLRQ�KDV�EHHQ�GHULYHG�E\�0HUWRQ
���������7KXV�WKH�WHFKQRORJ\�WR�VROYH�WKH�HIILFLHQW�IURQWLHU�LV�QRZ�URXWLQHO\�DYDLODEOH�

7KH�HIILFLHQW�IURQWLHU�VROXWLRQ�WR�WKH�SUREOHP�RI�SRUWIROLR�VHOHFWLRQ�ZDV
SUHVHQWHG�LQ������E\�0DUNRZLW]���7KLV�ZRUN�UHSUHVHQWHG�DQ�LPSRUWDQW�WXUQLQJ�SRLQW
LQ�FDSLWDO�PDUNHW�WKHRU\��EHFDXVH�LW�RIIHUHG�D�XVDEOH�TXDQWLWDWLYH�VROXWLRQ�WR�WKH�LVVXH
RI�SRUWIROLR�VHOHFWLRQ���,WV�LPSOLFDWLRQV�KDYH�SURYHG�WR�EH�IDU�UHDFKLQJ��OHDGLQJ�WR�D
�UHYROXWLRQ��LQ�WKH�ZD\�ZH�YLHZ�WKH�ZRUNLQJV�RI�WKH�FDSLWDO�PDUNHW�

7KH�0DUNHW�3RUWIROLR

7KH�HIILFLHQW�IURQWLHU�WXUQV�RXW�WR�EH�D�PLVQRPHU��IRU�WKHUH�PD\�EH�ZD\V�RI
LPSURYLQJ�LQYHVWPHQW�SHUIRUPDQFH�DV�PHDVXUHG�E\�ULVN�DQG�H[SHFWHG�UHWXUQ���/HW�XV
VXSSRVH�WKDW��LQ�DGGLWLRQ�WR�WKH�YDULRXV�ULVN\�VHFXULWLHV�WKDW�DUH�XVHG�WR�GHULYH�WKH
HIILFLHQW�IURQWLHU��WKHUH�LV�DOVR�D�ULVNOHVV�VHFXULW\���7KLV�PD\�EH�UHSUHVHQWHG�DV�GHEW
WKDW�LV�IUHH�RI�GHIDXOW�ULVN�DQG�KDV�D�IL[HG�\LHOG���$V�D�URXJK�DSSUR[LPDWLRQ��D�)HGHUDO
7UHDVXU\�%LOO�PD\�EH�FRQVLGHUHG�WR�EH�ULVN�IUHH��*LYHQ�WKH�DEVHQFH�RI�ULVN��ZH�ZRXOG
H[SHFW�VXFK�D�VHFXULW\�WR�EHDU�D�IDLUO\�ORZ�\LHOG��ZKLFK�LV�GHQRWHG�U

I

�LQ�)LJXUH�����7KH
GLDJUDP�DOVR�UHSURGXFHV�WKH�HIILFLHQW�IURQWLHU�

7KH�UDWH�U
I

�LV�WKH�ULVN�IUHH�UDWH��DQG�ZH�ZLOO�DVVXPH�WKDW�XQOLPLWHG�ERUURZLQJ



�7KH�UHDGHU�VKRXOG�QRW�JHW�QHUYRXV�DERXW�VLPSOLI\LQJ�DVVXPSWLRQV�KHUH��
,QGHHG��VHYHUDO�PRUH�VLPSOLI\LQJ�DVVXPSWLRQV�ZLOO�VRRQ�EH�PDGH�WR�SURFHHG�ZLWK�WKH
DQDO\VLV���7KHVH�DVVXPSWLRQV�DUH�QHFHVVDU\�WR�FRQVWUXFW�D�SUHGLFWLYH�PRGHO��DQG�WKLV
PRGHO�VKRXOG�EH�DSSUDLVHG�RQ�LWV�SUHGLFWLYH�SRZHU�UDWKHU�WKDQ�RQ�WKH�DFFXUDF\�RI�LWV
DVVXPSWLRQV���7KH�DVVXPSWLRQV�FDQ�EH�UHOD[HG��FDXVLQJ�VRPH�PRGLILFDWLRQ�RI�WKH
PRGHO��KRZHYHU��WKH�EDVLF�LQVLJKWV�RI�WKH�VLPSOH�PRGHO�DUH�VWLOO�SUHVHUYHG�

��

DQG�OHQGLQJ�WDNH�SODFH�DW�WKLV�UDWH���:LWK�ERUURZLQJ�DQG�OHQGLQJ�DYDLODEOH�DW�U
I

��WKH
LQYHVWRU�PD\�FKRVH�QRW�WR�LQYHVW�DOO�KLV�RU�KHU�FDSLWDO�LQ�ULVN\�VHFXULWLHV���,QVWHDG��KH
RU�VKH�PD\�FKRRVH�VRPH�SRUWIROLR��VXFK�DV�1��DQG�LQYHVW�KDOI�RI�WKH�FDSLWDO�LQ�1�DQG
WKH�UHPDLQGHU�LQ�WKH�ULVN�IUHH�VHFXULW\�\LHOGLQJ�U

I

���7KLV�FRPSRVLWH�SRVLWLRQ�ZLOO�\LHOG
DQ�H[SHFWHG�UHWXUQ�DQG�VWDQGDUG�GHYLDWLRQ�VKRZQ�DV�;�RQ�WKH�VWUDLJKW�OLQH�FRQQHFWLQJ
U
I

�DQG�1��,QGHHG��DQ\�RWKHU�SRVLWLRQ�RQ�WKH�OLQH�LV�DOVR�DYDLODEOH�E\�YDU\LQJ�WKH
SURSRUWLRQV�RI�FDSLWDO�LQYHVWHG�LQ�1�DQG�U

I

���$�PRUH�DJJUHVVLYH�LQYHVWRU�PD\�FKRRVH
WR�ERUURZ�PRQH\�DW�U

I

��WKHUHE\�SHUPLWWLQJ�KLP�RU�KHU�WR�LQYHVW�PRUH�WKDQ�WKH�LQLWLDO
FDSLWDO�LQ�SRUWIROLR�1��7KLV�OHYHUDJHG�LQYHVWRU�ZLOO�DFKLHYH�VRPH�SRVLWLRQ�RQ�WKH
EURNHQ�OLQH�VXFK�DV�<�

7KHVH�WZR�LQYHVWPHQW�VWUDWHJLHV�DUH�LOOXVWUDWHG�TXLWH�HDVLO\�E\�FRQVLGHULQJ�D�OHQGLQJ�LQYHVWRU
ZKR�OHQGV�KDOI��KHU�FDSLWDO�DW�WKH�ULVN�IUHH�UDWH�DQG�D�OHYHUDJHG�LQYHVWRU�ZKR�ERUURZV�DQ�DPRXQW
HTXDO�WR�KDOI�KLV�LQLWLDO�FDSLWDO�WR�LQYHVW�LQ�D�ULVN\�SRUWIROLR���,Q�WKLV�H[DPSOH��WKH�ULVN�IUHH�UDWH�LV���
���WKH�H[SHFWHG�UHWXUQ�RQ�WKH�ULVN\�SRUWIROLR�LV�������ZLWK�D�VWDQGDUG�GHYLDWLRQ�RI�����7KH�FRYDULDQFH
EHWZHHQ�U

I

�DQG�WKH�ULVN\�SRUWIROLR�PXVW�EH�]HUR��VLQFH�WKH�IRUPHU�KDV�QR�ULVN�

/HQGLQJ�,QYHVWRU
(�U�� ����������������������  ������
�U�� �>������������������������������������������@ó�  ����

/HYHUDJHG�,QYHVWRU
(�U�� �����������������������  ������
�U�� �>��������������������������������������������@ó�  ����

,Q�WKLV�H[DPSOH��WKH�LQYHVWRU�JHQHUDWHG�QHZ�RSSRUWXQLWLHV�QRW�DYDLODEOH�ZLWK�WKH
HIILFLHQW�IURQWLHU���3RUWIROLRV�DORQJ�WKH�VHJPHQW�U

I

�1�PD\�ZHOO�EH�FKRVHQ�RYHU
SRVLWLRQV�RQ�WKH�HIILFLHQW�IURQWLHU���+RZHYHU��D�OHYHUDJHG�SRVLWLRQ�VXFK�DV�<�FOHDUO\�LV
VXERSWLPDO��VLQFH�WKHUH�DUH�SRVLWLRQV�RQ�WKH�IURQWLHU�RIIHULQJ�KLJKHU�H[SHFWHG�UHWXUQ
IRU�WKH�VDPH�OHYHO�RI�ULVN�

%\�FKRRVLQJ�DQRWKHU�ULVN\�SRUWIROLR�RQ�WKH�HIILFLHQW�IURQWLHU�DQG�WKHQ�OHQGLQJ�RU



��

OHYHUDJLQJ��WKH�LQYHVWRU�FDQ�GR�HYHQ�EHWWHU���7KLV�SRUWIROLR�LV�GHILQHG�E\�D�SRLQW�RI
WDQJHQF\�EHWZHHQ�WKH�HIILFLHQW�IURQWLHU�DQG�D�VWUDLJKW�OLQH�JRLQJ�WKURXJK�U

I�

��7KH
WDQJHQF\�SRLQW�GHILQHV�D�ULVN\�SRUWIROLR�WKDW�LV�GHQRWHG�0��/HQGLQJ�SRVLWLRQV�DUH
GHILQHG�DORQJ�WKH�VHJPHQW�U

I

�0��DQG�OHYHUDJHG�SRVLWLRQV�DUH�GHILQHG�DORQJ�WKH
VHJPHQW�0=���7KH�OLQH�U

I

�0=�LV�NQRZQ�DV�WKH�FDSLWDO�PDUNHW�OLQH���1RWLFH�WKDW�WKH
FDSLWDO�PDUNHW�OLQH�GRPLQDWHV�WKH�OHQGLQJ�OHYHUDJHG�SRVLWLRQV�WKDW�FRXOG�EH�DWWDLQHG
KROGLQJ�SRUWIROLR�1��)RU�HYHU\�SRVLWLRQ�RQ�U

I

1<��WKHUH�DUH�FRUUHVSRQGLQJ�SRVLWLRQV
RQ�U

I

�0=�RIIHULQJ�KLJKHU�UHWXUQV�IRU�WKH�VDPH�ULVN�RU��HTXLYDOHQWO\��RIIHULQJ�ORZHU�ULVN
IRU�WKH�VDPH�OHYHO�RI�H[SHFWHG�UHWXUQ���,W�LV�DOVR�IDLUO\�REYLRXV�WKDW�WKH�WDQJHQF\
SRUWIROLR�0�LV�RSWLPDO�LQ�WKH�VHQVH�WKDW�LW�RIIHUV�OHQGLQJ�OHYHUDJH�RSSRUWXQLWLHV�WKDW
GRPLQDWH�WKRVH�RIIHUHG�E\�DQ\�RWKHU�ULVN\�SRUWIROLR�RQ�WKH�HIILFLHQW�IURQWLHU�

7KLV�DQDO\VLV�OHDGV�WR�WKH�FRQFOXVLRQ�WKDW�WKHUH�LV�D�VLQJOH�SRUWIROLR�RI�ULVN\
VHFXULWLHV�WKDW�LV�RSWLPDO�IRU�DOO�LQYHVWRUV�UHJDUGOHVV�RI�SHUVRQDO�DWWLWXGH�WRZDUG�ULVN��
7KLV�SRUWIROLR�LV�0��,QYHVWRUV�ZKR�DUH�ULVN�DYHUVH�DUH�EHWWHU�VHUYHG�E\�KROGLQJ�SDUW�RI
WKHLU�FDSLWDO�LQ�0�DQG�OHQGLQJ�DW�WKH�ULVN�IUHH�UDWH�WR�DFKLHYH�D�SRVLWLRQ�RQ�WKH�OHQGLQJ
SRUWLRQ�RI�WKH�FDSLWDO�PDUNHW�OLQH�WKDQ�E\�KROGLQJ�D�SRUWIROLR�VXFK�DV�1�WKDW�LV�IDLUO\
ORZ�LQ�ULVN���6LPLODUO\��LQYHVWRUV�ZKR�DUH�PRUH�VSHFXODWLYH�DUH�EHWWHU�RII�ERUURZLQJ�DW
U
I

�DQG�LQYHVWLQJ�WKH�SURFHHGV��WRJHWKHU�ZLWK�LQLWLDO�FDSLWDO��LQ�ULVN\�SRUWIROLR�0��7KLV
OHDGV�WR�D�SRVLWLRQ�RQ�WKH�OHYHUDJHG�SDUW�RI�WKH�FDSLWDO�PDUNHW�OLQH�WKDW�LV�VXSHULRU�WR
KROGLQJ�D�ULVN\���KLJK�UHWXUQ�SRUWIROLR�VXFK�DV�<��&RQVHTXHQWO\��DOO�LQYHVWRUV�
UHJDUGOHVV�RI�ULVN�SUHIHUHQFH��ZRXOG�FKRRVH�WKH�VDPH�SRUWIROLR�RI�ULVN\�DVVHWV��EXW
WKH\�ZRXOG�GLIIHU�LQ�WKHLU�ILQDQFLQJ�GHFLVLRQV���2Q�WKH�ODWWHU�GHFLVLRQV��VRPH�LQYHVWRUV
ZLOO�DFKLHYH�OHQGLQJ�SRVLWLRQV�DQG�RWKHUV�ZLOO�DFKLHYH�OHYHUDJHG�SRVLWLRQV�WR�PDWFK
WKHLU�LQGLYLGXDO�ULVN�SUHIHUHQFHV���7KLV�FRQFOXVLRQ�FDQ�EH�JLYHQ�DV�D�VHSDUDWLRQ�WKHRUHP�

7KH�VHOHFWLRQ�RI�D�SRUWIROLR�RI�ULVN\�VWRFNV�LV�LQGHSHQGHQW�ERWK�RI�WKH�ILQDQFLQJ�GHFLVLRQ�DQG�RI
LQGLYLGXDO�ULVN�SUHIHUHQFH�JLYHQ�WKH�DVVXPSWLRQV�RI�WKH�DQDO\VLV�

,I�DOO�LQYHVWRUV�DUH�SUHGLFWHG�WR�KROG�WKH�VDPH�SRUWIROLR�RI�ULVN\�VWRFNV��WKHQ�DOO
VWRFNV�UHSUHVHQWHG�RQ�WKH�PDUNHW�PXVW�ILQG�WKHLU�ZD\�LQWR�WKDW�SRUWIROLR���7KH
SRUWIROLR�FDQ�EH�QRQH�RWKHU�WKDQ�WKH�PDUNHW�SRUWIROLR��ZKLFK�LQFOXGHV�DOO�WUDGHG�VWRFNV�
ZLWK�HDFK�VWRFN�EHLQJ�KHOG�LQ�WKH�SURSRUWLRQ�LWV�PDUNHW�YDOXH�EHDUV�LQ�UHODWLRQ�WR�WKH
WRWDO�PDUNHW�YDOXH�RI�DOO�VWRFNV���7KLV�LV�TXLWH�D�GUDPDWLF�FRQFOXVLRQ��DQG�LW�OHDGV�WR
LQWHUHVWLQJ�FRQFOXVLRQV�DERXW�WKH�ZD\�LQ�ZKLFK�VHFXULWLHV�DUH�SULFHG���7KLV�SULFLQJ
SURFHVV�ZLOO�QRZ�RFFXS\�RXU�DWWHQWLRQ�



��

6\VWHPDWLF�DQG�8QV\VWHPDWLF�5LVN

6RPH�DVVXPSWLRQV�KDYH�EHHQ�QHFHVVDU\�WR�JHW�WKLV�IDU�LQ�WKH�H[DPLQDWLRQ�RI
FDSLWDO�PDUNHWV���)XUWKHU�DVVXPSWLRQV�DUH�QHFHVVDU\�LQ�RUGHU�WR�FRQWLQXH���7KHVH
DVVXPSWLRQV�DUH�QRZ�FROOHFWHG�WRJHWKHU��DQG�IURP�WKHVH��D�PRGHO�RI�DVVHW�SULFLQJ�ZLOO
EH�FRQVWUXFWHG�

���8QOLPLWHG�ERUURZLQJ�DQG�OHQGLQJ�FDQ�WDNH�SODFH�DW�D�VLQJOH�ULVN�IUHH�LQWHUHVW
UDWH���7KH�)HGHUDO�7UHDVXU\�%LOO�UDWH�XVXDOO\�LV�XVHG�DV�D�SUR[\�IRU�WKLV�UDWH�

���$OO�DVVHWV�FDQ�EH�ERXJKW�DQG�VROG�LPPHGLDWHO\�LQ�DQ\�TXDQWLW\�DW�WKH�SUHYDLOLQJ
PDUNHW�SULFH�

���$VVHWV�DUH�SHUIHFWO\�GLYLVLEOH��WKH�LQYHVWRU�FDQ�EX\�RU�VHOO�DQ\�TXDQWLW\�
LQFOXGLQJ�IUDFWLRQV��RI�DVVHWV�DQG�VKRUW�VDOHV�

���7KHUH�DUH�QR�WD[HV�RU�WUDQVDFWLRQ�FRVWV�

���$OO�LQYHVWRUV�EDVH�GHFLVLRQV�RQO\�RQ�WKH�H[SHFWHG�UHWXUQ�DQG�LWV�YDULDQFH��RU
VWDQGDUG�GHYLDWLRQ��DQG�VHHN�WKH�PLQLPXP�YDULDQFH�IRU�DQ\�JLYHQ�OHYHO�RI�UHWXUQ�

���7KH�SODQQLQJ�KRUL]RQ�IRU�LQYHVWPHQW�GHFLVLRQV�LV�RQH�SHULRG���1RWH�WKDW�WKH
UHWXUQ�GXULQJ�WKLV�SHULRG�LQFOXGHV�WKH�WHUPLQDO�YDOXH�RI�WKH�DVVHW�

���,QYHVWRUV�VKDUH�LGHQWLFDO�H[SHFWDWLRQV�DERXW�WKH�SUREDELOLW\�GLVWULEXWLRQV�RI
DYDLODEOH�DVVHWV�

7KHVH�DVVXPSWLRQV�FOHDUO\�GR�QRW�DFFXUDWHO\�GHVFULEH�WKH�UHDO�ZRUOG��+RZHYHU�
WKH�UHOHYDQW�TXHVWLRQ�LV�ZKHWKHU�WKH�SUHGLFWLRQV�RI�WKH�PRGHO�FRUUHVSRQG�ZLWK�WKH
DFWXDO�SHUIRUPDQFH�RI�WKH�FDSLWDO�PDUNHW���:H�ZLOO�FRPPHQW�RQ�WKH�UHOD[DWLRQ�RI
WKHVH�DVVXPSWLRQV�ODWHU�

7KHVH�DVVXPSWLRQV�GHVFULEH�D�IULFWLRQOHVV�PDUNHW�LQ�ZKLFK�UDWLRQDO�HFRQRPLF�PHQ
DQG�ZRPHQ�FRQGXFW�WKHLU�EXVLQHVV���,Q�WKLV�PDUNHW��LQYHVWRUV�ZRXOG�LQGHHG�KROG�WKH
PDUNHW�SRUWIROLR��DV�GHVFULEHG�HDUOLHU��DQG�WKH�PDUNHW�ZRXOG�UHDFK�HTXLOLEULXP�ZKHQ
DOO�LQYHVWRUV�UHDFKHG�WKH�PDUNHW�SRUWIROLR�SRVLWLRQ���1RZ�KRZ�ZRXOG�DVVHWV�ZRXOG�EH
SULFHG�LQ�VXFK�D�PDUNHW"

7KH�UDWLRQDO�LQYHVWRU�LQ�RXU�DVVXPHG�ZRUOG�LV�FRQFHUQHG�ZLWK�WKH�H[SHFWHG�UHWXUQ



��

DQG�YDULDQFH��RU�VWDQGDUG�GHYLDWLRQ��RI�KLV�RU�KHU�LQYHVWPHQW�SRUWIROLR���$Q\
LQGLYLGXDO�VHFXULW\�WKDW�LV�SXUFKDVHG�ZLOO�DIIHFW�WKH�UHWXUQ�DQG�ULVN�RI�WKH�LQYHVWRU
V
SRUWIROLR��DQG�WKH�DWWUDFWLYHQHVV�RI�WKDW�DVVHW�WR�WKH�LQYHVWRU�WKHUHIRUH�GHSHQGV�RQ
WKHVH�SRUWIROLR�HIIHFWV���6LQFH�WKH�HTXLOLEULXP�SRUWIROLR�LV�WKH�PDUNHW�SRUWIROLR��HDFK
DVVHW�ZLOO�EH�SULFHG�DFFRUGLQJ�WR�LWV�FRQWULEXWLRQ�WR�WKH�ULVN�DQG�UHWXUQ�RI�WKH�PDUNHW
SRUWIROLR��6LQFH�WKH�H[SHFWHG�UHWXUQ�RI�D�SRUWIROLR�LV�VLPSO\�WKH�ZHLJKWHG�DYHUDJH�RI
LWV�FRPSRQHQW�VHFXULWLHV��DQ�LQGLYLGXDO�DVVHW�ZLOO�LQFUHDVH�WKH�SRUWIROLR�H[SHFWHG
UHWXUQ�LI�WKDW�DVVHW�KDV�D�KLJKHU�H[SHFWHG�UHWXUQ�WKDQ�WKH�SRUWIROLR���$�ORZHU�H[SHFWHG
UHWXUQ�ZLOO�SXOO�GRZQ�WKH�SRUWIROLR�UHWXUQ���+RZHYHU��WKH�LQFUHPHQWDO�ULVN�WKH�DVVHW
EULQJV�WR�WKH�SRUWIROLR�UHVWV�QRW�VR�PXFK�RQ�WKH�ULVNLQHVV�RI�WKH�DVVHW�DV�RQ�LWV
FRYDULDQFH�ZLWK�WKH�SRUWIROLR���7KLV�OHDGV�WR�WKH�SDUWLWLRQLQJ�RI�ULVN�LQWR�V\VWHPDWLF�DQG
XQV\VWHPDWLF�ULVN�

&RQVLGHU�WZR�VHFXULWLHV�WKDW�KDYH�FRPSDUDEOH�H[SHFWHG�UHWXUQV�DQG��DFFRUGLQJ�WR
SDVW�H[SHULHQFH��KDYH�GLVSOD\HG�VLPLODU�OHYHOV�RI�ULVN���+RZHYHU��WKH�VHFXULWLHV�KDYH
H[KLELWHG�YHU\�GLIIHUHQW�FRUUHODWLRQV�ZLWK�UHWXUQV�RQ�WKH�PDUNHW�SRUWIROLR���$V�VHHQ�LQ
)LJXUH���D���VHFXULW\�$�KDV�WHQGHG�WR�GHOLYHU�KLJK�UHWXUQV�GXULQJ�SHULRGV�ZKHQ�UHWXUQV
RQ�WKH�PDUNHW�SRUWIROLR�ZHUH�KLJK�DQG�FRUUHVSRQGLQJO\�ORZ�UHWXUQV�ZKHQ�UHWXUQV�RQ
WKH�PDUNHW�SRUWIROLR�ZHUH�ORZ���(DFK�GRW�LQ�WKH�GLDJUDP�UHSUHVHQWV�WKH�SDLU�RI�UHWXUQV
IRU�WKH�VHFXULW\�U

$

��DQG�WKH�PDUNHW�SRUWIROLR�U
0

�GXULQJ�D�JLYHQ�SHULRG���7KHUH�LV�QRW�D
SHUIHFW�FRUUHODWLRQ��ZKLFK�VXJJHVWV�WKDW�WKHUH�LV�D�UDQGRP��RU�XQH[SODLQHG�
FRPSRQHQW�WR�WKH�UHWXUQ�RI�VWRFN�$��1HYHUWKHOHVV��WKHUH�LV�D�VWURQJ�FRUUHODWLRQ��DQG
WKH�UHODWLRQVKLS�LV�UHSUHVHQWHG�E\�D�VWUDLJKW�OLQH���7KLV�OLQH�LV�FRQVWUXFWHG�E\�ILWWLQJ�D
VLPSOH�UHJUHVVLRQ�DV�IROORZV�

��� U
$��W

��� ��� ��� ��U
0��W

����H
$��W

ZKHUH� U
$��W

��  �WKH�UHWXUQ�RQ�$�LQ�SHULRG�W
U
0��W

 �WKH�UHWXUQ�RQ�WKH�PDUNHW�SRUWIROLR�LQ�SHULRG�W
�	� � �HVWLPDWHG�UHJUHVVLRQ�FRHIILFLHQWV
H
$��W

�  �WKH�UHVLGXDO�HUURU�LQ�SHULRG�W

7KH�WHUP� �VKRZV�WKH�VLJQ�DQG�VHQVLWLYLW\�RI�WKH�UHODWLRQVKLS�WKDW�H[LVWV�EHWZHHQ
$�DQG�0��,Q�WKH�FDVH�LOOXVWUDWHG�LQ�)LJXUH���D����U

$

�PRYHV�XSZDUG�RQ�DYHUDJH�DV�U
0

PRYHV�XSZDUG��WKXV� �KDV�D�SRVLWLYH�VORSH���+RZHYHU��WKH�VORSH�LV�UDWKHU�OHVV�WKDQ
�����LQGLFDWLQJ�WKDW�D�SHUFHQWDJH�PRYHPHQW�LQ�U

0

�ZRXOG�EH�DVVRFLDWHG�ZLWK�UDWKHU�OHVV
WKDQ�D����PRYHPHQW�LQ�U

$

���7KXV� �ZRXOG�KDYH�D�YDOXH�RI�VRPHWKLQJ�OHVV�WKDQ�RQH�
,Q�)LJXUH���E���D�QHJDWLYH� �VHFXULW\�LV�VKRZQ���:LWK�WKLV�VHFXULW\��UDWHV�RI�UHWXUQ�KDYH
WHQGHG�WR�PRYH�LQ�WKH�RSSRVLWH�GLUHFWLRQ�WR�WKH�UHWXUQ�RQ�WKH�PDUNHW�SRUWIROLR��,W�LV



�7KH�SDUWLWLRQ�RI�ULVN�FDQ�DOVR�EH�VHHQ�DV�IROORZV�
U
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FOHDU�WKDW� �LV�UHDOO\�PHDVXULQJ�D�VLPLODU�UHODWLRQVKLS�WR�WKDW�UHSUHVHQWHG�E\�WKH
FRYDULDQFH���,Q�IDFW�� �LV�QRWKLQJ�PRUH�WKDQ�D�VFDOHG�YHUVLRQ�RI�FRYDULDQFH�

ZKHUH� FRY��U
$

�U
0

��� �WKH�FRYDULDQFH�EHWZHHQ�U
$

�DQG�U
0

���U
0

��������� �WKH�YDULDQFH�RI�WKH�UHWXUQ�RQ�WKH�PDUNHW�SRUWIROLR

([DPLQDWLRQ�RI�HTXDWLRQ�����DQG�)LJXUH���D��DQG��E��UHYHDOV�WKDW�WKH�ULVNLQHVV�RI
WKH�VHFXULW\�LV�GLYLGHG�LQWR�WZR�FRPSRQHQWV���3DUW�RI�WKH�ULVN�LV�H[SODLQHG�E\�WKH
UHODWLRQVKLS�EHWZHHQ�WKH�VHFXULW\
V�UHWXUQV�DQG�WKH�UHWXUQ�RQ�WKH�PDUNHW�LQGH[���7KLV
ULVN�LV�WUDQVPLWWHG�WKURXJK�WKH�VHQVLWLYLW\�FRHIILFLHQW� ��RU�FRYDULDQFH����7KXV��DV�WKH
PDUNHW�PRYHV�XS�RU�GRZQ��WKHUH�DUH�V\PSDWKHWLF�PRYHPHQWV�LQ�WKH�LQGLYLGXDO�VWRFN
V
UHWXUQV���)RU�VWRFN�$��WKH�H[SODLQHG�PRYHPHQW�LV�LQ�WKH�VDPH�GLUHFWLRQ�DV�WKH
PRYHPHQW�LQ�UHWXUQV�RQ�WKH�PDUNHW�SRUWIROLR��IRU�VWRFN�%��WKH�PRYHPHQW�LV�LQ�WKH
RSSRVLWH�GLUHFWLRQ���7KLV�H[SODLQHG�FRPSRQHQW�RI�ULVN�LV�ODEHOHG�V\VWHPDWLF�ULVN
�RWKHUZLVH�NQRZQ�DV�PDUNHW�ULVN��EHFDXVH�LW�LV�V\VWHPDWLFDOO\�UHODWHG�WR�PRYHPHQW�LQ
WKH�PDUNHW�SRUWIROLR���7KH�KLJKHU� ��WKH�PRUH�VHQVLWLYH�WKH�VWRFN
V�UHWXUQV�DUH�WR
FKDQJHV�LQ�WKH�PDUNHW�SRUWIROLR�

7KH�VHFRQG�FRPSRQHQW�RI�ULVN�DOVR�LV�DSSDUHQW�IURP�H[DPLQDWLRQ�RI�HTXDWLRQ����
DQG�)LJXUH�����7KH�GLVWULEXWLRQ�RI�VHFXULW\�UHWXUQV�LQ�)LJXUH���D��DQG���E��LV�QRW�IXOO\
H[SODLQHG�E\�PRYHPHQW�LQ�WKH�PDUNHW�SRUWIROLR���7KH�YDULRXV�GRWV�LQ�WKH�GLDJUDPV
VKRZ�VRPH�UDQGRP�YDULDWLRQ�DERXW�WKH�FRUUHODWLRQ�OLQH��UHYHDOLQJ�WKDW�WKHUH�LV�DQ
XQH[SODLQHG�YDULDWLRQ�LQ�VHFXULW\�UHWXUQV���7KH�XQH[SODLQHG�YDULDWLRQ�LQ�VHFXULW\
UHWXUQV�LV�DOVR�VKRZQ�E\�WKH�HUURU�WHUP�H

$��W

�LQ�HTXDWLRQ������DQG�WKH�XQH[SODLQHG
FRPSRQHQW�RI�ULVN�LV�NQRZQ�DV�XQV\VWHPDWLF��RU�QRQ�PDUNHW��ULVN��
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��  �V\VWHPDWLF�ULVN���XQV\VWHPDWLF�ULVN

��

7KH�6HFXULW\�0DUNHW�/LQH�DQG�WKH�&DSLWDO�$VVHW�3ULFLQJ�0RGHO

7KH�PDUNHW�SRUWIROLR�LV��E\�GHILQLWLRQ��KLJKO\�GLYHUVLILHG���&RQVHTXHQWO\��WKH
XQV\VWHPDWLF�FRPSRQHQW�RI�ULVN�ZLOO�EH�DOPRVW��GLYHUVLILHG�RXW���7KH�XQV\VWHPDWLF
ULVN�RI�HDFK�VHFXULW\�ZLOO�KDYH�OLWWOH�RU�QR�HIIHFW�RQ�WKH�RYHUDOO�ULVNLQHVV�RI�VXFK�D
GLYHUVLILHG�SRUWIROLR���$V�D�UHVXOW��WKH�LQYHVWRU�VKRXOG�EH�LQGLIIHUHQW�WR�WKH�GHJUHH�RI
XQV\VWHPDWLF�ULVN�H[KLELWHG�E\�DQ�LQGLYLGXDO�VHFXULW\��DQG�WKLV�ZLOO�KDYH�QR�HIIHFW�RQ
WKH�SULFH�RI�WKH�VHFXULW\�

6\VWHPDWLF�ULVN�LV�DQ�HQWLUHO\�GLIIHUHQW�PDWWHU���,I�WKH�FRYDULDQFH�ZLWK�WKH�PDUNHW
SRUWIROLR�LV�KLJK��WKDW�LV�� �LV�KLJK���WKH�DGGLWLRQ�RI�WKH�VHFXULW\�WR�WKH�LQYHVWRU
V
GLYHUVLILHG�SRUWIROLR�ZLOO�KDYH�DQ�DGYHUVH�HIIHFW�RQ�WKH�SRUWIROLR�ULVN���&RQYHUVHO\��LI�
LV�ORZ��WKH�DGGLWLRQ�RI�WKH�VHFXULW\�ZLOO�KDYH�D�EHQHILFLDO�HIIHFW�RQ�SRUWIROLR�ULVN��,Q�WKH
VRPHZKDW�XQXVXDO�FDVH�WKDW�WKH�FRYDULDQFH��DQG�WKHUHIRUH�� ��LV�QHJDWLYH��WKH
LQFOXVLRQ�RI�WKH�VHFXULW\�FDQ�EULQJ�D�ELJ�UHGXFWLRQ�LQ�SRUWIROLR�ULVN���7KXV��LW�LV�WKH
FRYDULDQFH�ZLWK�WKH�PDUNHW�SRUWIROLR��RU� ��WKDW�GHWHUPLQHV�WKH�LQFUHPHQWDO
FRQWULEXWLRQ�RI�HDFK�VHFXULW\�WR�WKH�ULVNLQHVV�RI�WKH�W\SLFDO�LQYHVWRU·V�SRUWIROLR��DQG
FRQVHTXHQWO\�� �H[HUWV�DQ�LPSRUWDQW�LQIOXHQFH�RQ�WKH�VHFXULW\�SULFH�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO��&$30��HPERGLHV�D�OLQHDU�UHODWLRQVKLS��LQ
HTXLOLEULXP��EHWZHHQ�WKH�H[SHFWHG�UHWXUQ�RI�D�VHFXULW\�DQG�WKH�VHFXULW\
V� �YDOXH���7KLV
UHODWLRQVKLS�LV�NQRZQ�DV�WKH�VHFXULW\�PDUNHW�OLQH��60/��DQG�LV�VKRZQ�LQ�)LJXUH�����7KH
VHFXULW\�PDUNHW�OLQH�UHYHDOV�WKDW�SULFH�LV�GHWHUPLQHG�E\�V\VWHPDWLF�ULVN�DORQH��
8QV\VWHPDWLF�ULVN�GRHV�QRW�DIIHFW�SULFH��DQG�WKHUHE\�GRHV�QRW�DIIHFW�WKH�H[SHFWHG
UHWXUQ��EHFDXVH�WKLV�HOHPHQW�RI�ULVN�LV�VXEVWDQWLDOO\�HOLPLQDWHG�E\�VLPSOH
GLYHUVLILFDWLRQ�

,Q�)LJXUH����WZR�VWRFNV�DUH�UHSUHVHQWHG�WKDW�GR�QRW�OLH�RQ�WKH�60/���)RU�VWRFN
;��WKH�H[SHFWHG�UHWXUQ�LV�KLJK�UHODWLYH�WR�LWV�S�YDOXH��7KH�UHWXUQV�RQ�VWRFN�;�ZLOO�EH
YLHZHG�DV�DEQRUPDOO\�KLJK�UHODWLYH�WR� �DQG�LW�ZLOO�EH�YLHZHG�DV�EHLQJ�XQGHUSULFHG��
,QYHVWRUV�ZLOO�VHHN�WR�SXUFKDVH�WKLV�VHFXULW\��WKHUHE\�ELGGLQJ�XS�LWV�SULFH���7KH�SULFH
ULVH�ZLOO�UHVXOW�LQ�FDSLWDO�JDLQ�WR�H[LVWLQJ�KROGHUV�EXW��IRU�WKRVH�EX\LQJ�DW�WKH�KLJKHU
SULFH��WKH�H[SHFWHG�UHWXUQ��EDVHG�RQ�WKH�QHZ�SULFH��ZLOO�EH�FRUUHVSRQGLQJO\�ORZHU���,Q



�7KRXJK��LQ�IDFW��.DUO�%RUFK�KDG�DOUHDG\�SXEOLVKHG�LQ�������D�PRGHO�RI
UHLQVXUDQFH�PDUNHWV�ZKLFK�ZDV�LGHQWLFDO�LQ�DOO�UHOHYDQW�UHVSHFWV�WR�WKH�&$30�DQG
ZKLFK�KH�DUJXHG�FRXOG�EH�DSSOLHG�WR�FDSLWDO�DVVHW�PDUNHWV��6R��LW�LV�DUJXDEOH�WKDW
%RUFK�VKRXOG�UHFHLYH�FUHGLW�IRU�WKH�&$30�

��

WKLV�PDQQHU��WKH�H[SHFWHG�UHWXUQ�ZLOO�IDOO�XQWLO�WKH�HTXLOLEULXP�UHODWLRQVKLS�LV�UHVWRUHG��
&RQYHUVHO\��VHFXULW\�<�LV�RYHUSULFHG�DFFRUGLQJ�WR�PDUNHW�H[SHFWDWLRQ���([FHVVLYH
VHOOLQJ�SUHVVXUH�ZLOO�GULYH�WKH�SULFH�GRZQ��FDXVLQJ�H[SHFWHG�UHWXUQ�WR�EH�UHVWRUHG�WR�LWV
HTXLOLEULXP�OHYHO�

7ZR�SRVLWLRQV�RQ�WKH�60/�PD\�EH�SRLQWHG�RXW���7KH�PDUNHW�SRUWIROLR�PXVW
KDYH�D�YDOXH�RI�XQLW\��VLQFH� �PHDVXUHV�WKH�FRUUHODWLRQ�ZLWK�LWVHOI���7KH�H[SHFWHG
UHWXUQ�RQ�WKH�PDUNHW�SRUWIROLR�LV�WKHUHIRUH�LOOXVWUDWHG�DW�  �����7KH�LQWHUFHSW�RQ�WKH
YHUWLFDO�D[LV�VKRZV�WKH�H[SHFWHG�UHWXUQ�IRU�D�VHFXULW\�WKDW�LV�XQFRUUHODWHG�ZLWK�WKH
PDUNHW�SRUWIROLR���6XFK�D�VHFXULW\�ZLOO�KDYH�D�UHWXUQ�RI�U
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��L�H���WKH�ULVN�IUHH�UDWH��
NHHSLQJ�LQ�PLQG�WKDW�D�ULVN�IUHH�VHFXULW\�DOVR�PXVW�KDYH�QR�V\VWHPDWLF�ULVN��&RPSDULQJ
WKHVH�WZR�UDWHV�UHYHDOV�WKDW�WKH�PDUNHW�SRUWIROLR�FRPPDQGV�DQ�DGGLWLRQDO�UHWXUQ�IRU
V\VWHPDWLF�ULVN�RI�
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� �PDUNHW�ULVN�SUHPLXP

6HFXULWLHV�ZLWK� �YDOXHV�LQ�H[FHVV�RI�XQLW\�ZLOO�FRPPDQG�KLJKHU�UHWXUQV��DQG�WKXV�D
KLJKHU�ULVN�SUHPLXP��WKDQ�WKH�PDUNHW�SRUWIROLR���:KHQ� �LV�ORZHU�WKDQ�XQLW\��WKH�ULVN
SUHPLXP�ZLOO�EH�OHVV�WKDQ�WKDW�IRU�WKH�PDUNHW�SRUWIROLR���6RPH�VHFXULWLHV�PD\�HYHQ
KDYH�QHJDWLYH� �YDOXHV���7KHVH�VHFXULWLHV�ZRXOG�EH�LQ�KLJK�GHPDQG�EHFDXVH�RI�WKHLU
IDFLOLW\�IRU�FRXQWHUDFWLQJ�SRUWIROLR�ULVN���&RQVHTXHQWO\��H[SHFWHG�UHWXUQ�ZRXOG�EH�YHU\
ORZ��HYHQ�ORZHU�WKDQ�WKH�ULVN�IUHH�UDWH���7KH�ULVN�SUHPLXP�RQ�VHFXULWLHV�ZLWK�QHJDWLYH
YDOXHV�LV�QHJDWLYH�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO��&$30��ZDV�GHULYHG�LQGHSHQGHQWO\�LQ�WKH�PLG
����V�E\�6KDUSH���������/LQWQHU���������DQG�0RVVLQ���������DQG�UHSUHVHQWHG�D�QDWXUDO
HYROXWLRQ�IURP�0DUNRZLW]
V�SRUWIROLR�WKHRU\�RI�WKH�����V���:H�QRZ�SUHVHQW�WKH
&$30�PRUH�IRUPDOO\�WR�UHYHDO�WKH�VWUXFWXUH�RI�VHFXULW\�UHWXUQV���7KH�VHFXULW\�PDUNHW
OLQH�LV�VWDWHG�E\�WKH�IROORZLQJ�HTXDWLRQ�
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�� �WKH�UHWXUQ�RQ�VHFXULW\�M�
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M

� �WKH� �YDOXH�IRU�VHFXULW\�M

7KH�ILUVW�FRPSRQHQW�RI�DQ\�VHFXULW\
V�UHWXUQ�LQ�HTXDWLRQ�����LV�VLPSO\�WKH
ULVNOHVV�LQWHUHVW�UDWH���7KH�VHFRQG�FRPSRQHQW�LV�WKH�ULVN�SUHPLXP��ZKLFK�LV�WKH�
YDOXH�WLPHV�WKH�PDUNHW�ULVN�SUHPLXP���1RWLFH�WKDW�HTXDWLRQ�����VKRZV�WKH�H[SHFWHG
UHWXUQ�LQ�HTXLOLEULXP�WR�EH�D�OLQHDU�IXQFWLRQ�RI�WKH�VHFXULW\
V� �YDOXH���&RQVLVWHQW�ZLWK
WKH�HDUOLHU�DQDO\VLV��WKH�HTXDWLRQ�GRHV�QRW�FRQWDLQ�DQ\�UHZDUG�IRU�XQV\VWHPDWLF�ULVN
EHFDXVH�WKLV�LV�LUUHOHYDQW�WR�WKH�VHFXULW\�SULFH�

5HOD[LQJ�WKH�$VVXPSWLRQV�RI�WKH�0RGHO

&OHDUO\��WKH�DVVXPSWLRQV�XVHG�WR�GHYHORS�WKH�FDSLWDO�DVVHW�SULFLQJ�PRGHO
UHSUHVHQW�DQ�RYHUVLPSOLILFDWLRQ�RI�UHDOLW\���$JDLQ��ZH�HPSKDVL]H�WKDW�LW�LV�QRW
DSSURSULDWH�WR�UHMHFW�WKH�PRGHO�RQ�WKH�EDVLV�RI�LWV�DVVXPSWLRQV��UDWKHU��ZH�VKRXOG�WHVW
ZKHWKHU�LWV�SUHGLFWLRQV�FRUUHVSRQG�ZLWK�REVHUYHG�EHKDYLRU���+RZHYHU��ZH�ZLOO
LOOXVWUDWH�KRZ�FKDQJHV�LQ�WKH�DVVXPSWLRQV�DIIHFW�WKH�SUHGLFWLRQV���7KH�WUHDWPHQW�LV
LOOXVWUDWLYH�UDWKHU�WKDQ�H[KDXVWLYH��VLQFH�WKLV�LV�SHULSKHUDO�WR�RXU�PDLQ�SXUSRVH�DQG�DQ
H[WHQVLYH�OLWHUDWXUH�H[LVWV�RQ�WKH�VXEMHFW�

2QH�DVVXPSWLRQ�WKDW�FOHDUO\�GRHV�QRW�KROG�XS�LV�WKDW�WKHUH�H[LVWV�D�VLQJOH�ULVN�
IUHH�LQWHUHVW�UDWH�IRU�ERUURZLQJ�DQG�OHQGLQJ���&OHDUO\��LQWHUPHGLDULHV�KDYH�WUDQVDFWLRQ
FRVWV�DQG�ZLVK�WR�PDNH�VRPH�SURILW��7KHUHIRUH��ERUURZLQJ�UDWHV�W\SLFDOO\�DUH�KLJKHU
WKDQ�OHQGLQJ�UDWHV���7KLV�LPSOLHV�WKDW�WKHUH�LV�QRW�RQH�WDQJHQF\�SRUWIROLR�RQ�WKH�FDSLWDO
PDUNHW�OLQH��EXW�WZR��RQH�FRUUHVSRQGLQJ�WR�WKH�ERUURZLQJ�UDWH�DQG�RQH
FRUUHVSRQGLQJ�WR�WKH�OHQGLQJ�UDWH���/DEHOLQJ�WKHVH�SRUWIROLRV�0
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��UHVSHFWLYHO\�
\LHOGV�WZR�H[SUHVVLRQV�IRU�WKH�VHFXULW\�PDUNHW�OLQH�
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�DUH�WKH�UHVSHFWLYH�ERUURZLQJ�DQG�OHQGLQJ�UDWHV���7KHVH�VHFXULW\
PDUNHW�OLQHV�DUH�VKRZQ�LQ�)LJXUH���D����7KH�UHVXOW�LV�WKDW�WKHUH�LV�QR�XQLTXH
HTXLOLEULXP�SULFH�IRU�HDFK�VHFXULW\���)RU�VRPH�LQYHVWRUV��WUDGH�LQ�D�JLYHQ�VHFXULW\�ZLOO
EH�LQ�WKH�FRQWH[W�RI�D�OHQGLQJ�SRUWIROLR��IRU�RWKHUV��WUDGH�ZLOO�EH�VXSSRUWHG�E\�D
ERUURZLQJ�SRUWIROLR�

&RQVLGHU�DQRWKHU�DVVXPSWLRQ��WKDW�WKHUH�DUH�QR�WUDQVDFWLRQ�FRVWV���:LWKRXW�WKLV
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DVVXPSWLRQ��LQYHVWRUV�PD\�REVHUYH�VPDOO�GLIIHUHQFHV�LQ�H[SHFWHG�UHWXUQV��DQG
WKHUHIRUH�SULFHV��IURP�WKHLU�HVWLPDWHG�HTXLOLEULXP�YDOXHV�ZLWKRXW�EHLQJ�LQGXFHG�WR
WUDGH���'LYHUJHQFH�IURP�HTXLOLEULXP�PXVW�EH�VXIILFLHQW�WR�FRYHU�WUDQVDFWLRQ�FRVWV
EHIRUH�WUDGLQJ�RFFXUV���7KLV�VXJJHVWV�WKDW�WKH�60/�PD\�QRW�EH�D�VLQJOH�OLQH�EXW�D
EDQG��DV�VKRZQ�LQ�)LJXUH���E����7KH�ZLGWK�RI�WKH�EDQG�ZLOO�GHSHQG�RQ�WKH�VL]H�RI
WUDQVDFWLRQ�FRVWV��7KH�VPDOOHU�WKH�WUDQVDFWLRQ�FRVWV��WKH�QDUURZHU�WKH�EDQG�
'LIIHUHQFHV�LQ�H[SHFWDWLRQV�DPRQJ�LQYHVWRUV�PD\�DOVR�SURGXFH�D�UDQJH�RI�H[SHFWHG
UHWXUQV�IRU�D�JLYHQ� �YDOXH��DOVR�SURGXFLQJ�D�EDQG�UDWKHU�WKDQ�D�XQLTXH�VHFXULW\
PDUNHW�OLQH���7KH�UHVXOWLQJ�EDQG�LV�VKRZQ�LQ�)LJXUH���F����

&KDQJHV�VXFK�DV�WKHVH�SURGXFH�D�SULFLQJ�UHODWLRQVKLS�WKDW�LV�QRW�DV�VKDUS�DV
WKDW�VKRZQ�LQ�WKH�VLPSOH�PRGHO�EXW�VWLOO�KDV�WKH�VDPH�JHQHUDO�SURSHUWLHV���7KXV�LQ
)LJXUH���G���D�IX]]\�XSZDUG�VORSLQJ�DUHD�LV�VKRZQ�LQ�SODFH�RI�D�ZHOO�GHILQHG
HTXLOLEULXP�SULFLQJ�OLQH���7KH�IX]]LQHVV�UHYHDOV�VRPH�UDQJH�RI�XQFHUWDLQW\�LQ�WKH
HTXLOLEULXP�SULFH��EXW�WKLV�LV�LQVXIILFLHQW�WR�GHVWUR\�WKH�PDLQ�LQVLJKW�RI�WKH�PRGHO��WKDW
H[SHFWHG�UHWXUQV�LQ�HTXLOLEULXP�EHDU�D�SRVLWLYH�UHODWLRQVKLS�WR�V\VWHPDWLF�ULVN�

5HOD[LQJ�WKH�DVVXPSWLRQV�RI�D�XQLTXH�ERUURZLQJ�OHQGLQJ�UDWH�DQG�QR
WUDQVDFWLRQ�FRVWV�LPSOLHV�WKDW�LQYHVWRUV�PD\�KROG�GLIIHUHQW�SRUWIROLRV���+RZHYHU��WKLV
GRHV�QRW�GHVWUR\�WKH�YDOXDEOH�LQVLJKW�RI�WKH�PRGHO�WKDW�PXFK�ULVN�UHGXFWLRQ�FDQ�EH
DFKLHYHG�E\�GLYHUVLILFDWLRQ���7KH�H[WHQW�RI�ULVN�UHGXFWLRQ�GHSHQGV�RQ�WKH�FRYDULDQFHV
RI�WKH�VHFXULWLHV�LQ�DQ�LQGLYLGXDO
V�SRUWIROLR���6WULFWO\�VSHDNLQJ��WKH�XVH�RI� �YDOXHV�WR
PHDVXUH�WKHVH�FRYDULDQFHV�LV�DSSURSULDWH�RQO\�LI�LQYHVWRUV�DFWXDOO\�KROG�WKH�PDUNHW
SRUWIROLR���+RZHYHU��LI�LQGLYLGXDOV�KROG�SRUWIROLRV�WKDW�DUH�KLJKO\�FRUUHODWHG�ZLWK�WKH
PDUNHW�SRUWIROLR�� �VHUYHV�DV�D�XVHIXO�SUR[\�IRU�WKHVH�FRYDULDQFHV���0RVW�GLYHUVLILHG
SRUWIROLRV�DUH�KLJKO\�FRUUHODWHG�ZLWK�WKH�PDUNHW�SRUWIROLR��DQG�FRQVHTXHQWO\�� �VHUYHV
DV�D�XVHIXO�PHDVXUH�RI�V\VWHPDWLF�ULVN�

6RPH�PRGLILFDWLRQV�RI�WKH�FDSLWDO�DVVHW�SULFLQJ�PRGHO��&$30��KDYH�EHHQ
IRUPXODWHG�LQ�UHVSRQVH�WR�VRPH�RI�LWV�VWURQJHU�DVVXPSWLRQV���)RU�H[DPSOH��0HUWRQ
�������IRUPXODWHG�D�PXOWL�SHULRG�DVVHW�SULFLQJ�PRGHO��*RQHGHV��������IRUPXODWHG�D
FDSLWDO�DVVHW�SULFLQJ�PRGHO�ZLWK�KHWHURJHQHRXV�H[SHFWDWLRQV��DQG�0D\HUV�������
IRUPXODWHG�D�PRGHO�ZLWK�VRPH�QRQPDUNHWDEOH�DVVHWV���3HUKDSV�RQH�RI�WKH�PRUH
LQWHUHVWLQJ�GHYHORSPHQWV�KDV�EHHQ�WKH�LQWURGXFWLRQ�E\�5RVV��������RI�WKH�DUELWUDJH
SULFLQJ�PRGHO��ZKLFK��FHWHULV�SDULEXV��PHDVXUHV�V\VWHPDWLF�ULVN�LQ�UHODWLRQ�WR�PXOWLSOH
IDFWRUV���7KHVH�GHYHORSPHQWV�GR�UHSUHVHQW�LPSURYHPHQWV�LQ�RXU�XQGHUVWDQGLQJ�RI
FDSLWDO�PDUNHWV���+RZHYHU��WKH\�KDYH�QRW�GLVSODFHG�WKH�&$30�EXW�KDYH�TXDOLILHG�DQG
ILQH�WXQHG�LW��7KH\�DOO�SUHVHUYH�WKH�EDVLF�LQVLJKW�RI�&$30��WKDW�LQYHVWRUV�GLYHUVLI\�DQG
WKDW�RQO\�ULVN�WKDW�LV�XQGLYHUVLILDEOH�LV�SULFHG��+RZHYHU��PRVW�RI�WKH�QHZHU�PRGHOV
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SUHGLFW�WKDW�PRUH�WKDQ�RQH�IDFWRU�H[SODLQV�WKH�YDULDWLRQ�LQ�DVVHW�SULFHV��5DWKHU�WKDQ
KDYLQJ�D�VLQJOH�EHWD��PDQ\�RI�WKH�GHULYDWLYH�PRGHOV�H[SODLQ�DVVHW�UHWXUQV�ZLWK�UHVSHFW
WR�VHYHUDO�PDFUR�HFRQRPLF�YDULDEOHV��:H�ZLOO�QRZ�VHH�ZKHWKHU�WKH�SUHGLFWLRQV�RI�WKH
&$30�KDYH�HPSLULFDO�VXSSRUW�

7(67,1*�7+(�&$3,7$/�$66(7�35,&,1*�02'(/

0DQ\�WHVWV�KDYH�EHHQ�FRQGXFWHG�RQ�WKH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�DQG�LWV
YDULRXV
GHULYDWLYHV���,W�LV�GLIILFXOW�WR�VXPPDUL]H�WKLV�OLWHUDWXUH�DQG�WR�DUULYH�DW�DQ�XQTXDOLILHG
FRQFOXVLRQ�DV�WR�ZKHWKHU�WKH�&$30�LV�VXSSRUWHG�RU�UHMHFWHG�E\�WKH�HYLGHQFH���,�ZLOO
VXJJHVW�WKDW�WKH�PDLQVWUHDP�RSLQLRQ�DPRQJ�DFDGHPLFV�DQG�SUDFWLWLRQHUV�LV�WKDW��ZKLOH
HDUOLHU�WHVW�RI�WKH�VLPSOH�VLQJOH�EHWD�&$30�SURYLGHG�VRPH�VXSSRUW��ODWHU�HPSLULFDO
ZRUN�IDYRUV�WKH�PRUH�FRPSOH[�GHULYDWLYHV�RI�&$30�LQ�ZKLFK�PXOWLSOH�FRPPRQ
IDFWRUV�H[SODLQ�PXFK�RI�WKH�YDULDWLRQ�LQ�DVVHW�UHWXUQV�

$V�SRLQWHG�RXW�E\�0LOOHU�DQG�6FKROHV��������PDQ\�RI�WKH�HDUOLHU�WHVW�RI�&$30
KDG�EHHQ�SODJXHG�E\�VWDWLVWLFDO�SUREOHPV��2QH�RI�WKH�ODQGPDUN�VWXGLHV�GHVLJQHG�WR
RYHUFRPH�WKHVH�SUREOHPV�LV�WKDW�RI�)DPD�DQG�0F%HWK��������ZKR�VKRZHG�WKDW
SRUWIROLRV�IRUPHG��DQG�UHIRUPHG��DFFRUGLQJ�WR�WKH�UDQNLQJV�RI�WKH�VWRFN�EHWDV��GLG
LQGHHG�H[KLELW�UDWHV�RI�UHWXUQ�WKDW�ZHUH�OLQHDUO\�UHODWHG�WR�WKH�SRUWIROLR�EHWDV�DV
SUHGLFWHG�E\�WKH�&$30��&RQWUDU\�HYLGHQFH�RQ�WKH�VLQJOH�IDFWRU�&$30�DOVR�H[LVWV�
H�J��/HY\���������DQG��PRUH�UHFHQWO\��LQ�D�VHULHV�RI�VWXGLHV�E\�)DPD�DQG�)UHQFK�������
����D������E��DQG�WKHUH�LV�VWLOO�GLVDJUHHPHQW�DV�WR�ZKHWKHU�WKH�VLPSOH�&$30�LV�´DOLYH
RU�GHDGµ��+RZHYHU��HYHQ�LI�ZH�DFFHSW�WKH�QHJDWLYH�UHVXOWV�RQ�WKH�VLQJOH�IDFWRU�&$30�
)DPD�DQG�)UHQFK�DUH�DPRQJVW�D�QXPEHU�RI�SHRSOH�ZKR�KDYH�VKRZQ�WKDW�DVVHW
UHWXUQV�FDQ�EH�ZHOO�H[SODLQHG�E\�D�VPDOO�QXPEHU�RI�FRPPRQ�IDFWRUV��VD\�WKUHH�WR�ILYH�
$�IXOO�DQDO\VLV�RI�WKHVH�LVVXHV�LV�QRW�DSSURSULDWH�KHUH��+RZHYHU��WKH�PHVVDJH�WKDW�LV
UHOHYDQW�LV�DV�IROORZV��:H�GR�QRW�NQRZ�ZKHWKHU�WKH�XQGLYHUVLILDEOH�ULVN�LV�DGHTXDWHO\
PHDVXUHG�E\�D�VLQJOH�IDFWRU��WKH�VWRFN�EHWD��DV�SUHGLFWHG�E\�WKH�VLPSOH�&$30�RU�E\�D
VPDOO�QXPEHU�RI�FRPPRQ�HFRQRPLF�IDFWRUV�DV�LQ�WKH�GHULYDWLYH�YHUVLRQV�RI�WKH
&$30�RU�WKH�DUELWUDJH�SULFLQJ�WKHRU\��%XW�WKLV�GLVWLQFWLRQ�LV�QRW�UHDOO\�LPSRUWDQW�IRU
RXU�SXUSRVHV��(PSLULFDO�ZRUN�GRHV�OHQG�VXSSRUW�WR�WKH�YLHZ�WKDW�VRPH�ULVN�LV
LGLRV\QFUDWLF�WR�HDFK�ILUP�DQG�FDQ�EH�GLYHUVLILHG�LI�LQYHVWRUV�KROG�D�QXPEHU�RI�DVVHWV
LQ�WKHLU�SRUWIROLR��7KLV�ULVN�LV�QRW�SULFHG�DQG�UHWXUQV�RQ�ILQDQFLDO�DVVHWV�VKRXOG�EH
LQGHSHQGHQW�RI�WKLV�GLYHUVLILDEOH�ULVN��%XW�RWKHU�ULVN�LV�FRPPRQ�WR�PRVW�ILUPV�DQG
WKLV�ULVN�LV�QRW�GLYHUVLILHG�DZD\�VLPSO\�E\�DGGLQJ�PRUH�VWRFNV�WR�\RXU�SRUWIROLR��7KLV
XQGLYHUVLIDEOH�ULVN�LV�SULFHG�DQG�LV�UHIOHFWHG�LQ�UDWHV�RI�UHWXUQV�RQ�ILQDQFLDO�DVVHWV�
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,W�LV�QRZ�WLPH�WR�GUDZ�DWWHQWLRQ�LQZDUG�WR�WKH�GHFLVLRQV�PDGH�ZLWKLQ�D�ILUP�WR
VHH�KRZ�WKHVH�DUH�LQIOXHQFHG�E\�DFWLYLW\�ZLWKLQ�WKH�FDSLWDO�PDUNHW���7KH�REYLRXV
FRQQHFWLRQ�LV�WKDW�ILQDQFLDO�PDQDJHPHQW�LV�DVVXPHG�WR�EH�GLUHFWHG�WRZDUG�WKH�JRDO�RI
YDOXH�PD[LPL]DWLRQ��DQG�WKH�YDOXH�RI�D�ILUP
V�VHFXULWLHV�LV�GHWHUPLQHG�E\�LQYHVWRU
SUHIHUHQFHV�DV�H[SUHVVHG�LQ�WKHLU�WUDGLQJ�DFWLYLW\���7KH�HTXLOLEULXP�UDWH�RI�UHWXUQ�JLYHQ
E\�WKH�&$30�IRU�D�VWRFN�ZLWK�D�JLYHQ� �YDOXH�LV�WKH�UHWXUQ�UHTXLUHG�E\�LQYHVWRUV�WR
FRPSHQVDWH�IRU�WKH�V\VWHPDWLF�ULVN�RI�WKDW�VWRFN���7KLV�UHTXLUHG�UDWH�RI�UHWXUQ
SURYLGHV�D�JXLGH�IRU�WKH�ILUP
V�FDSLWDO�EXGJHWLQJ�GHFLVLRQV�

7KH�H[SHFWHG�UDWH�RI�UHWXUQ�GHOLYHUHG�E\�D�VWRFN�GHSHQGV�RQ�WKH�H[SHFWHG
IXWXUH�HDUQLQJV�RI�WKH�ILUP���,QGHHG��WKH�HTXLOLEULXP�SULFH�RI�WKH�VWRFN�LV�RWKHUZLVH
GHILQHG�DV�WKH�H[SHFWHG�YDOXH�RI�IXWXUH�HDUQLQJV�RI�WKH�ILUP�GLVFRXQWHG�DW�WKH
HTXLOLEULXP�UDWH�DSSURSULDWH�WR�WKH� �YDOXH���7KLV�SULFH�LPSOLHV�WKDW�WKH�H[SHFWHG
UHWXUQ�LV�DW�LWV�HTXLOLEULXP�UDWH���:LWK�WKLV�LQ�PLQG��FRQVLGHU�D�QHZ�FRPSDQ\�WKDW�KDV
MXVW�EHHQ�IORDWHG�ZLWK�D�SDUWLFXODU�LQYHVWPHQW�SURJUDP�LQ�PLQG���7KH�FULWHULRQ
FRPPRQO\�XVHG�WR�GHFLGH�ZKHWKHU�VXFK�D�SURMHFW�VKRXOG�EH�DFFHSWHG�LV�WKDW�WKH
H[SHFWHG�FDVK�IORZV�VKRXOG�\LHOG�D�SRVLWLYH�SUHVHQW�YDOXH�ZKHQ�GLVFRXQWHG�DW�DQ
DSSURSULDWH�UDWH���7KH�DSSURSULDWH�UDWH�LV�VLPSO\�WKH�HTXLOLEULXP�UDWH�FRUUHVSRQGLQJ�WR
WKH�OHYHO�RI�V\VWHPDWLF�ULVN�LQ�WKH�FDVK�IORZV���7KLV�UHTXLUHV�FDOFXODWLRQ�RI�D� �YDOXH�IRU
WKH�FDVK�IORZV�E\�HVWLPDWLQJ�WKHLU�FRUUHODWLRQ�ZLWK�WKH�PDUNHW�SRUWIROLR���,I�WKH�QHW
SUHVHQW�YDOXH�FULWHULRQ�LV�VDWLVILHG��WKH�ILUP�ZLOO�\LHOG�DQ�H[SHFWHG�UHWXUQ�WR�WKH
VWRFNKROGHUV�WKDW�H[FHHGV�WKH�HTXLOLEULXP�UHWXUQ���&RQVHTXHQWO\��WKH�VWRFN�RI�WKH�ILUP
ZLOO�DFTXLUH�D�YDOXH�LQ�H[FHVV�RI�WKH�FDSLWDO�UDLVHG�E\�WKH�RULJLQDO�IORWDWLRQ���,Q�WKLV
ZD\��YDOXH�LV�FUHDWHG�LQ�VDWLVIDFWLRQ�RI�WKH�DVVXPHG�FRUSRUDWH�JRDO�

7KH�SUHFHGLQJ�SDUDJUDSK�GHVFULEHV�WKH�ZHOO�NQRZQ�FDSLWDO�EXGJHWLQJ
IUDPHZRUN���7KH�FDSLWDO�EXGJHWLQJ�FULWHULD�DSSO\�WR�WKH�GHFLVLRQ�WR�IORDW�D�QHZ�ILUP�
EXW�WKH\�DOVR�FDQ�EH�XVHG�WR�HYDOXDWH�QHZ�SURMHFWV�FRQWHPSODWHG�E\�DQ�H[LVWLQJ�ILUP��
7KH�UXOHV�FDQ�EH�DSSOLHG�VHSDUDWHO\�WR�LQGLYLGXDO�SURMHFWV�DV�ORQJ�DV�WKH�FRUUHFW�ULVN�
DGMXVWHG�GLVFRXQW�UDWH�LV�XVHG���7KH�H[SHFWHG�UHWXUQ�DQG� �YDOXH�IRU�D�ILUP�FDQ�EH
UHSUHVHQWHG�DV�WKH�ZHLJKWHG�DYHUDJH�RI�WKH�H[SHFWHG�UHWXUQV�DQG� �YDOXHV�RI�WKH
YDULRXV�FRPSRQHQW�DFWLYLWLHV�RI�WKH�ILUP��WKDW�LV�
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ZKHUH� (�U��  �WKH�H[SHFWHG�UHWXUQ�IURP�DOO�WKH�ILUP
V�DFWLYLWLHV
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7KH�LPSOLFDWLRQ�RI�WKLV�ZHLJKWLQJ�SURFHGXUH�LV�DV�IROORZV��&RQVLGHU�D�ILUP�WKDW
LV�FXUUHQWO\�RIIHULQJ�DQ�H[SHFWHG�UHWXUQ�RI��VD\������WR�LWV�VKDUHKROGHUV��ZKLFK�LV�WKH
HTXLOLEULXP�UDWH�JLYHQ�WKH�HVWLPDWHG� �RI������7KH�HTXLOLEULXP�LV�LOOXVWUDWHG�DW�SRVLWLRQ
$�LQ�)LJXUH�����$�QHZ�SURMHFW�LV�FRQWHPSODWHG�IRU�ZKLFK�WKH�H[SHFWHG�FDVK�IORZV
UHSUHVHQW�D�����UHWXUQ�RQ�QHZ�FDSLWDO�WR�EH�UDLVHG���7KH� �YDOXH�IRU�WKHVH�FDVK�IORZV
LV�HVWLPDWHG�DW������DQG�WKH�HTXLOLEULXP�UHWXUQ�IRU�WKLV� �YDOXH�LV�������&OHDUO\��WKH
H[SHFWHG�UHWXUQ�RQ�WKLV�QHZ�SURMHFW��SRVLWLRQ�%��LV�DERYH�WKH�HTXLOLEULXP�UHWXUQ
VKRZQ�E\�SRVLWLRQ�'��,I�WKH�QHZ�DFWLYLW\�DFFRXQWV�IRU�����RI�WRWDO�DFWLYLW\��WKDW�LV��Z

L

 �������WKH�DERYH�HTXDWLRQV�VKRZ�WKDW�WKH�ILUP�VKRXOG�KDYH�DQ�H[SHFWHG�UHWXUQ�DQG�
YDOXH�RI�

(�U��  ����������������������  ������
�  ����������������O����  ����

7KLV�SRVLWLRQ��&��LV�GHILQLWHO\�DERYH�WKH�HTXLOLEULXP�YDOXH�VKRZQ�E\�SRVLWLRQ�(��7KLV
H[FHVVLYH�UHWXUQ�ZLOO�FDXVH�LQYHVWRUV�WR�VHHN�WR�SXUFKDVH�WKH�VWRFN��WKHUHE\�ELGGLQJ�XS
LWV�SULFH���,Q�WKLV�ZD\��DFFHSWDQFH�RI�WKH�SURMHFW�ZLOO�LQFUHDVH�WKH�VKDUH�SULFH�LQ
VDWLVIDFWLRQ�RI�WKH�FRUSRUDWH�REMHFWLYH�

7KH�UHODWLRQVKLS�EHWZHHQ�FDSLWDO�PDUNHW�WKHRU\�DQG�ILQDQFLDO�PDQDJHPHQW�FDQ
EH�VXPPDUL]HG�DV�IROORZV��7KH�HTXLOLEULXP�UDWH�RI�UHWXUQ�LV�WKH�UHWXUQ�UHTXLUHG�E\
LQYHVWRUV�JLYHQ�WKH�OHYHO�RI�V\VWHPDWLF�ULVN���6LQFH�WKLV�UDWH�LV�UHTXLUHG�E\�LQYHVWRUV�WR
VXSSO\�FDSLWDO�WR�WKH�ILUP��LW�PD\�EH�FRQVLGHUHG�WR�UHSUHVHQW�WKH�FRVW�RI�HTXLW\�FDSLWDO
WR�WKH�ILUP���7KLV�UDWH�UHIOHFWV�WKH�HIIHFW�RI�ULVN�RQ�LQYHVWRUV
�SHUVRQDO�SRUWIROLRV�JLYHQ
WKDW�WKH\�KDYH�WKH�IDFLOLW\�IRU�GLYHUVLILFDWLRQ���7KH�UDWH�GRHV�FRQWDLQ�D�ULVN�DGMXVWPHQW�
EXW�WKLV�RQO\�UHODWHV�WR�V\VWHPDWLF�ULVN���6LQFH�WKH�FRUSRUDWH�REMHFWLYH�LV�DVVXPHG�WR�EH
YDOXH�PD[LPL]DWLRQ��LW�IROORZV�WKDW�DQ\�LQYHVWPHQW�SURMHFW�DFFHSWHG�E\�D�ILUP�WKDW
GHOLYHUV�DQ�LQFUHPHQWDO�UHWXUQ�DERYH�LWV�HTXLOLEULXP�UDWH�ZLOO�DGG�YDOXH�WR�WKH�ILUP
V
VWRFN���7KLV�FRQGLWLRQ�ZLOO�EH�VDWLVILHG�LI�WKH�HVWLPDWHG�LQFUHPHQWDO�FDVK�IORZV�IURP
WKH�SURMHFW�\LHOG�D�SRVLWLYH�QHW�SUHVHQW�YDOXH�ZKHQ�GLVFRXQWHG�DW�WKH�HTXLOLEULXP�UDWH
RI�UHWXUQ�UHOHYDQW�WR�WKH�SURMHFW
V�V\VWHPDWLF�ULVN���$OWHUQDWLYHO\��WKH�FRQGLWLRQ�IRU
YDOXH�FUHDWLRQ�LV�VDWLVILHG�LI�WKH�LQWHUQDO�UDWH�RI�UHWXUQ�H[FHHGV�WKH�FRVW�RI�FDSLWDO��
1RWLFH�WKDW�WKH�QHZ�SURMHFW�LV�QRW�DVVHVVHG�RQ�WKH�EDVLV�RI�LWV�WRWDO�ULVN��VLQFH�SDUW�RI
WKDW�ULVN�ZLOO�GLVDSSHDU�ZKHQ�FRPELQHG�ZLWK�WKH�ULVN�RI�RWKHU�DFWLYLWLHV�RI�WKH�ILUP
DQG�ZKHQ�FRPELQHG�ZLWK�WKH�ULVN�RI�RWKHU�VWRFNV�KHOG�E\�WKH�VKDUHKROGHU�LQ�KLV�RU



��

KHU�LQYHVWPHQW�SRUWIROLR���7KHVH�LPSOLFDWLRQV�FDUU\�RYHU�WR�RXU�FRQVLGHUDWLRQ�RI�ULVN
PDQDJHPHQW�

,03/,&$7,216�)25�5,6.�0$1$*(0(17

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�LV�DV�LQWHUHVWLQJ�LQ�ZKDW�LW�GRHV�QRW�LPSO\�IRU
ULVN�PDQDJHPHQW�DV�LQ�ZKDW�LW�GRHV��/HW�XV�VWDUW�ZLWK�WKH�QHJDWLYH��6XSSRVH�D�ILUP�KDV
D�ULVN\�FDVK�IORZ�WKDW�LV�XQFRUUHODWHG�ZLWK�WKH�PDUNHW�SRUWIROLR��,Q�RWKHU�ZRUGV��WKLV
FDVK�IORZ�KDV�D�]HUR�EHWD��:KHWKHU�WKH�ILUP�UHWDLQV�RU�KHGJHV�WKLV�FDVK�IORZ�VKRXOG
EH�RI�OLWWOH�FRQFHUQ�WR�WKH�ILUP·V�VKDUHKROGHUV��6LQFH�LQYHVWRUV�FDQ�GLYHUVLI\�]HUR�EHWD
ULVN�LQ�WKH�IRUPDWLRQ�RI�WKHLU�SHUVRQDO�LQYHVWPHQW�SRUWIROLRV��WKHQ�WKH�FRUSRUDWLRQ
GRHV�WKHP�QR�IDYRU�E\�KHGJLQJ�WKH�ULVN�LWVHOI��,I�D�ILUP�KHGJHV��WKH�VKDUHKROGHU·V
SRUWIROLR�ZLOO�IDFH�D�JLYHQ�ULVN�DQG�UHWXUQ�ZKLFK�GHSHQGV�RQ�WKH�ZHLJKW�RI�WKDW�ILUP�LQ
WKH�SRUWIROLR�DQG�XSRQ�WKH�FRPSRVLWLRQ�RI�WKH�UHVW�RI�WKH�SRUWIROLR��,I�WKH�ILUP�GRHV
QRW�KHGJH��WKH�LQYHVWRU�FDQ�UHSOLFDWH�WKH�RULJLQDO�SRUWIROLR�ULVN�DQG�UHWXUQ�VLPSO\�E\
FKDQJLQJ�LWV�FRPSRVLWLRQ��H�J��E\�UHGXFLQJ�WKH�ZHLJKW�RI�WKDW�VHFXULW\��6KDUHKROGHU
GLYHUVLILFDWLRQ�LV�D�VXEVWLWXWH�IRU�FRUSRUDWH�KHGJLQJ�

/HW�XV�WDNH�DQRWKHU�FDVH��ZKHUH�WKH�ULVN\�FDVK�IORZ�LV�FRUUHODWHG�ZLWK�WKH
PDUNHW�SRUWIROLR��8QGHU�WKLV�FRQGLWLRQ��ZLOO�FRUSRUDWH�KHGJLQJ�DGG�YDOXH"�7KH�DQVZHU
GHSHQGV�RQ�WKH�SULFH�RI�ULVN��6XSSRVH�WKDW�DOO�LQVXUDQFH�SROLFLHV��RU�RWKHU�KHGJHV��DUH
ERXJKW�IRU�D�SUHPLXP�WKDW�UHIOHFWV�WKH�EHWD�RI�WKH�ULVN\�FDVK�IORZ�EHLQJ�KHGJHG�
+HGJLQJ�ZLOO�FHUWDLQO\�DIIHFW�WKH�ULVN�RI�WKH�ILUP��DQG�LW�ZLOO�FHUWDLQO\�DIIHFW�WKH�EHWD�RI
WKH�VKDUHKROGHUV·�SRUWIROLRV��%XW�LQYHVWRUV�ZLOO�QHLWKHU�EH�EHWWHU�RII�QRU�ZRUVH�RII�
VLQFH�WKH�FKDQJHV�LQ�WKH�SRUWIROLR�DUH�PDGH�DW�H[DFWO\�WKH�VDPH�WHUPV�WKH�LQYHVWRUV
FRXOG�KDYH�REWDLQHG�E\�EX\LQJ�DQG�VHOOLQJ�VWRFNV��6KDUHKROGHUV�FRXOG�KDYH�GXSOLFDWHG
WKH�HIIHFWV�RI�WKH�FRUSRUDWH�KHGJH�E\�WUDGLQJ�VKDUHV�

%XW�LQVXUDQFH�FDQ�EH�PLV�SULFHG��,I�WKH�ILUP�FDQ�WUDQVIHU�ULVN�WR�DQRWKHU�SDUW\
DW�D�SULFH�WKDW�GRHV�QRW�UHIOHFW�WKH�ULVN��L�H���WKH�SULFH�RI�WKH�ULVN\�FDVK�IORZ�LV�LWV
SUHVHQW�YDOXH�ZKHQ�GLVFRXQWHG�DW�D�ULVN�IUHH�UDWH���WKHUH�FDQ�EH�UHDO�JDLQV�DQG�ORVVHV
IURP�WKH�WUDQVIHU��)RU�H[DPSOH��VXSSRVH�LQVXUDEOH�ORVVHV�DUH�KLJK�ZKHQ�FDSLWDO�PDUNHW
UHWXUQV�DUH�KLJK��6LQFH�ORVVHV�DUH�D�QHJDWLYH�FDVK�IORZ��WKLV�UHYHUVHV�WKH�VLJQ�RI�WKH
EHWD��ZKLFK�ZLOO�EH�QHJDWLYH��6XFK�ORVVHV�KDYH�WKH�DWWUDFWLYH�SURSHUW\�WKDW�WKH\�ZLOO
VWDELOL]H�D�EURDG�SRUWIROLR��7KXV��WKH\�VKRXOG�VROG�DW�D�SULFH�ZKLFK�GLVFRXQWV�WKH
H[SHFWHG�ORVV�DW�OHVV�WKDQ�WKH�ULVN�IUHH�UDWH�WR�UHIOHFW�WKH�QHJDWLYH�EHWD��7KLV�SULFH�ZLOO
EH�KLJK�VLQFH�WKH�GLVFRXQW�UDWH�LV�ORZ��7KXV��LI�WKH�ILUP�SD\V�D�SULFH�ZKLFK�LV
GLVFRXQWHG�DW�WKH�ULVN�IUHH�UDWH��WKHQ�WKH�SULFH�LV�WRR�ORZ�DQG�LV�D�EDUJDLQ��$�ILUP
ZKLFK�EX\V�VXFK�PLV�SULFHG�LQVXUDQFH�LV�DGGLQJ�YDOXH��QRW�VR�PXFK�E\�FKDQJLQJ�WKH
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ULVN��DV�E\�EX\LQJ�D�SROLF\�DW�D�EDUJDLQ�SULFH��7KH�JDLQ�LV�WKH�GLIIHUHQFH�EHWZHHQ�WKH
HTXLOLEULXP�SULFH�DQG�WKH�DFWXDO�SULFH��7KXV��WKH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�JXLGHV�XV
RQ�ZKDW�WKH�HTXLOLEULXP�PDUNHW�SULFH�VKRXOG�EH�IRU�KHGJH�SURGXFWV��

%XW�QRWLFH�KRZ�OLWWOH�WKH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�WHOOV�XV�DERXW�ZK\�ZH
VKRXOG�KHGJH��,I�DQ\WKLQJ�LW�VD\V�WKDW��LI�KHGJHV�DUH�SULFHG�WR�UHIOHFW�EHWD��FRUSRUDWH
KHGJLQJ�LV�LUUHOHYDQW�DQG�ZLOO�QRW�EHQHILW�VKDUHKROGHUV��$OO�LW�VD\V�LV�WKDW��LI�ZH�GR
KHGJH��ZH�VKRXOG�ORRN�FDUHIXOO\�DW�WKH�SULFH��DQG�WKDW�WKH�&$30�SURYLGHV�D
EHQFKPDUN���7KLV�LV�DQ�LPSRUWDQW�SRLQW��LW�ZDUQV�XV�DJDLQVW�D�PLVOHDGLQJ��EXW�ZLGHO\
KHOG�YLHZ��DERXW�ZK\�ILUPV�VKRXOG�KHGJH�ULVN��7KH�LGHD�WKDW�ILUPV�VKRXOG�KHGJH
EHFDXVH�VKDUHKROGHUV�GR�QRW�OLNH�ULVN�FDUULHV�OLWWOH�FUHGLELOLW\�LQ�WKH�&$30�ZRUOG�
(LWKHU�WKH�ULVN�LV�GLYHUVLILDEOH��DQG�FDQ�EH�FRQWUROOHG�E\�VKDUHKROGHUV�WKURXJK�WKHLU
RZQ�SRUWIROLR�PDQDJHPHQW��RU�WKH�ULVN�LV�XQGLYHUVLILDEOH��LQ�ZKLFK�FDVHV�LW�ZLOO�FDUU\�D
SULFH�ZKLFK�UHIOHFWV�WKH�EHWD��,Q�WKH�ODVW�FDVH��WKH�HIIHFW�RQ�VKDUHKROGHUV�FRXOG�EH
UHSOLFDWHG�E\�VKDUHKROGHUV�VLPSO\�E\�WUDGLQJ�VWRFNV��7KH�&$30�GRHV�QRW�WHOO�XV�ZK\�ILUPV
VKRXOG�PDQDJH�ULVN��UDWKHU�LW�WHOOV�XV
VRPHWKLQJ�DERXW�WKH�SULFHV�DW�ZKLFK�LQVXUDQFH�DQG�RWKHU�KHGJHV�VKRXOG�VHOO�

7KXV��ZH�DUH�EDGO\�LQ�QHHG�RI�DQ�H[SODQDWLRQ�RI�KRZ�ILUPV�FDQ�FUHDWH�YDOXH
WKURXJK�ULVN�PDQDJHPHQW��7KLV�ZLOO�FRPH�LQ�FKDSWHU����+RZHYHU��LW�LV�LPSRUWDQW�WR
QRWH�WKDW�WKH�&$30�GRHV�QRW�DUJXH�DJDLQVW�KHGJLQJ��:KDW�WKH�&$30��DQG�GHULYDWLYH
DVVHW�SULFLQJ�PRGHOV�WHOO�XV��LV�WKDW�WKH�SULFHV�RI�UHVLGXDO�FDVK�IORZV�WKDW�ILOWHU�WKURXJK
WR�LQYHVWRUV��VKRXOG�VWULNH�D�EDODQFH�EHWZHHQ�V\VWHPDWLF�ULVN�DQG�H[SHFWHG�UHWXUQV�
7KH�DERYH�DUJXPHQW�LV�WKDW�KHGJLQJ�ZLOO�GR�OLWWOH�LQ�WKH�ULVN�GLPHQVLRQ�WKDW�ZLOO�PDNH
LQYHVWRUV�EHWWHU�RII��7KH�LURQ\�LV�WKDW�WKH�KHGJLQJ�VWRU\�LV�PRUH�DERXW�FKDQJHV�WKH
H[SHFWHG�YDOXH�RI�UHWXUQV�WR�VKDUHKROGHUV��:KDW�ZH�ZLOO�VKRZ�LQ�FKDSWHU���LV�WKDW��LI
WKH�XQGHUO\LQJ�FDVK�IORZV�RI�WKH�ILUP��QRW�WKH�UHVLGXDO�FODLPV�RI�VKDUHKROGHUV�RQ
WKHVH�FDVK�IORZV��DUH�ULVN\��WKLV�ULVN�ZLOO�LQGXFH�RSSRUWXQLVWLF�EHKDYLRU��LQFUHDVH�WD[HV
RU�SURGXFH�RWKHU�LQHIILFLHQFLHV�WKDW�ZLOO�ORZHU�WKHLU�H[SHFWHG�YDOXH��7KLV�ORZHULQJ�RI
H[SHFWHG�FDVK�IORZV�LV�D�UHDO�FRVW�WR�VKDUHKROGHUV��7KXV��WKH�UROH�RI�ULVN�PDQDJHPHQW
LV�QRW�WR�FKDQJH�WKH�ULVN�UHWXUQ�EDODQFH�WR�LQYHVWRUV�EXW�WR�UHGXFH�WKH�LQHIILFLHQFLHV
DVVRFLDWHG�ZLWK�ULVN\�FDVK�IORZV�

7KH�ILQDQFLDO�PDQDJHPHQW�DQG�ULVN�PDQDJHPHQW�LPSOLFDWLRQV�RI�WKH�FDSLWDO
DVVHW�SULFLQJ�PRGHO�WKDW�DUH�GUDZQ�KHUH�DSSO\�WR�ILUPV�ZKRVH�RZQHUVKLS�LV�WUDGHG���%\
FRQWUDVW��FRQVLGHU�D�IDPLO\�RZQHG�ILUP�ZKRVH�RZQHUV�DUH�QRW�VROHO\�FRQFHUQHG�ZLWK
YDOXH�PD[LPL]DWLRQ��EXW�ZLWK�RWKHU�REMHFWLYHV��VXFK�DV�PDLQWHQDQFH�RI�IDPLO\�FRQWURO��
)XUWKHUPRUH��IDPLO\�PHPEHUV�PD\�ZRUN�LQ�WKH�EXVLQHVV��WKHUHE\�FRPELQLQJ�WKHLU
RZQHUVKLS�LQWHUHVW�DQG�WKHLU�HPSOR\PHQW�LQWHUHVW���)RU�VXFK�ILUPV��WRWDO�ULVN��QRW�MXVW
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V\VWHPDWLF�ULVN��PD\�EH�HVSHFLDOO\�LPSRUWDQW���)DPLO\�RZQHUV�SUREDEO\�KDYH�QRW
GLYHUVLILHG�DZD\�WKH�MRLQW�ULVN�RI�RZQHUVKLS�DQG�HPSOR\PHQW�LQ�WKH�IDPLO\�EXVLQHVV��
8QGHU�VXFK�FLUFXPVWDQFHV��RZQHUVKLS�LQWHUHVW�FDQQRW�EH�VHSDUDWHG�IURP�HPSOR\PHQW
LQWHUHVW���,QGHHG��FURVV�VXEVLGL]DWLRQ�PD\�DULVH�EHWZHHQ�WKHVH�VHSDUDWH�LQWHUHVWV���7KH
YDOXH�RI�RZQHUVKLS�FODLPV�PD\�QRW�EH�PD[LPL]HG�LQ�RUGHU�WR�SURWHFW�IDPLO\�FRQWURO
DQG�WR�SURPRWH�WKH�HPSOR\PHQW�LQWHUHVWV�RI�IDPLO\�PHPEHUV���)RU�WKLV�ILUP��ILQDQFLDO
PDQDJHPHQW�DQG�ULVN�PDQDJHPHQW�ZLOO�EH�GLIIHUHQWO\�PRWLYDWHG��DQG�VROH
FRQFHQWUDWLRQ�RQ�V\VWHPDWLF�ULVN�LV�LQDSSURSULDWH���,QYHVWPHQW�SURMHFWV�DQG�ULVN
PDQDJHPHQW�SURSRVDOV�PD\�EH�DVVHVVHG�DFFRUGLQJ�WR�WKHLU�LPSDFW�RQ�WKH�WRWDO�ULVN�RI
FRUSRUDWH�HDUQLQJV���$OWKRXJK�ZH�ZLOO�FRQFHQWUDWH�RQ�WKH�PRUH�ZLGHO\�KHOG�ILUP�LQ
WKH�UHPDLQGHU�RI�WKLV�ERRN��ZH�GR�DGPLW�WKH�RFFDVLRQDO�H[DPSOH�LQ�ZKLFK
FRQFHQWUDWHG�RZQHUVKLS�GLFWDWHV�WKH�XVH�RI�PRUH�VXEVWDQWLDO�ULVN�SUHPLXPV�

&21&/86,21

,I�WKH�YDOXH�RI�D�ILUP
V�HTXLW\�LV�WR�EH�XVHG�WR�JXLGH�ULVN�PDQDJHPHQW�GHFLVLRQV�
WKH�SURFHVV�E\�ZKLFK�WKH�FDSLWDO�PDUNHW�YDOXHV�VHFXULWLHV�PHULWV�H[DPLQDWLRQ���)RU�ULVN
PDQDJHPHQW�LQ�SDUWLFXODU��WKH�H[DPLQDWLRQ�RI�FDSLWDO�PDUNHWV�LV�HVVHQWLDO��VLQFH�ULVN
DQG�WKH�SRWHQWLDO�IRU�UHGXFLQJ�ULVN�WKURXJK�GLYHUVLILFDWLRQ�DUH�DW�WKH�KHDUW�RI�WKH
YDOXDWLRQ�SURFHVV�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�UHVWV�RQ�WKH�SURSHQVLW\�IRU�DQ�LQYHVWRU�WR�KROG
D�SRUWIROLR���7KH�ULVN�RI�D�VHFXULW\�PD\�EH�GLYLGHG�LQWR�V\VWHPDWLF�DQG�XQV\VWHPDWLF
FRPSRQHQWV���6\VWHPDWLF�ULVN�LV�WKDW�ZKLFK�LV�H[SODLQHG�E\�WKH�FRUUHODWLRQ�RI�WKH
VHFXULW\�UHWXUQV�ZLWK�UHWXUQV�RQ�WKH�PDUNHW�SRUWIROLR���7KH�XQH[SODLQHG��RU�UHVLGXDO
ULVN��LV�ODEHOHG�XQV\VWHPDWLF�ULVN���7KH�V\VWHPDWLF�ULVN�PHDVXUHV�WKH�LQFUHPHQWDO
FRQWULEXWLRQ�RI�D�VHFXULW\�WR�WKH�ULVNLQHVV�RI�WKH�PDUNHW�SRUWIROLR���6LQFH�LQYHVWRUV�DUH
SUHGLFWHG�WR�KROG�WKH�PDUNHW�SRUWIROLR��LW�LV�WKLV�PHDVXUH�RI�ULVN�WKDW�LV�UHOHYDQW�WR�WKH
SULFLQJ�RI�WKH�VHFXULW\���8QV\VWHPDWLF�ULVN�LV�QRW�UHOHYDQW�IRU�VHFXULW\�SULFLQJ�EHFDXVH
LW�LV�HDVLO\�GLYHUVLILHG�DZD\���7KLV�UHDVRQLQJ�OHDGV�WR�D�PRGHO�RI�VHFXULW\�SULFLQJ�WKDW
DVVHUWV�WKDW�H[SHFWHG�UHWXUQV�DUH�OLQHDUO\�UHODWHG�WR�WKH�VHFXULW\
V� �YDOXH�DQG�DUH
LQGHSHQGHQW�RI�XQV\VWHPDWLF�ULVN���7KLV�UHODWLRQVKLS�LV�NQRZQ�DV�WKH�FDSLWDO�DVVHW
SULFLQJ�PRGHO�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�LV�EDVHG�RQ�VHYHUDO�UHVWULFWLYH�DVVXPSWLRQV�
WKHUHE\�WHPSWLQJ�WKH�UHDGHU�WR�UHMHFW�LW�DV�EHLQJ�XQSUDFWLFDO���+RZHYHU��WKH�PDLQ
LQVLJKWV�RI�WKH�PRGHO�GR�VXUYLYH�UHOD[DWLRQ�RI�WKHVH�DVVXPSWLRQV���)XUWKHUPRUH��WKH
DFLG�WHVW�RI�WKH�PRGHO�LV�QRW�ZKHWKHU�LWV�DVVXPSWLRQV�DUH�UHDOLVWLF��EXW�ZKHWKHU�LWV
SUHGLFWLRQV�DUH�FRQILUPHG�E\�UHDO�ZRUOG�EHKDYLRU���(YLGHQFH�GRHV�OHQG�VRPH�VXSSRUW



��

IRU�WKH�PRGHO�LQ�D�PRGLILHG�IRUP�LQ�ZKLFK�WKHUH�LV�D�QRW�D�VLQJOH�IDFWRU��RU�EHWD��EXW
VHYHUDO�FRPPRQ�HFRQRPLF�IDFWRUV�ZKLFK�MRLQWO\�H[SODLQ�YDULDWLRQV�LQ�DVVHW�UHWXUQV�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�DQG�LWV�YDULDQWV�KDYH�LPSRUWDQW��SRVLWLYH�DQG
QHJDWLYH�LPSOLFDWLRQV�IRU�ULVN�PDQDJHPHQW��,Q�DVVHVVLQJ�WKH�FRVW�RI�FDSLWDO�WR�DSSUDLVH
ULVN�PDQDJHPHQW��RU�DQ\�RWKHU��ULVN�PDQDJHPHQW�SURMHFWV��WKH�UHOHYDQW�PHDVXUH�RI
ULVN�LV�WKH�V\VWHPDWLF�ULVN�RI�WKH�SURMHFW��QRW�LWV�WRWDO�ULVN��7KURXJKRXW�WKH�ERRN��ZH
ZLOO�QHHG�WR�GLVFRXQW�IXWXUH�FDVK�IORZV�DQG�ZH�ZLOO�ORRN�WR�WKH�&$30�HLWKHU�H[SOLFLWO\
RU�LPSOLFLWO\�WR�SURYLGH�WKH�DSSURSULDWH�FRVW�RI�FDSLWDO��7KH�VHFRQG�LPSRUWDQW
LPSOLFDWLRQ�LV�D�QHJDWLYH�RQH��5HGXFWLRQ�RI�ULVN�IRU�D�ILUP�PD\�QRW�E\�LWVHOI�DGG�YDOXH
VLQFH�VKDUHKROGHUV�WKHPVHOYHV�FDQ�UHGXFH�ULVN�LQ�WKH�PDQDJHPHQW�RI�WKHLU�SHUVRQDO
SRUWIROLRV��7KXV��LW�LV�XQFRQYLQFLQJ�WR�DUJXH�WKDW�ILUPV�VKRXOG�PDQDJH�ULVN�VLPSO\
EHFDXVH�WKHLU�RZQHUV�DUH�ULVN�DYHUVH��:H�DUH�ODFNLQJ�D�FOHDU�PRWLYDWLRQ�IRU�ULVN
PDQDJHPHQW��$V�ZH�ZLOO�VHH�LQ�FKDSWHUV���DQG����ZH�PXVW�ORRN�EH\RQG�DVVHW�SULFLQJ
WR�KRZ�ULVN�DIIHFW�WKH�WUDQVDFWLRQV�FRVWV�RI�D�ILUP��LQ�RUGHU�WR�H[SODLQ�KRZ�YDOXH�FDQ
EH�FUHDWHG�WKURXJK�ULVN�PDQDJHPHQW��
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5()(5(1&(6

%ODFN��)����&DSLWDO�0DUNHW�(TXLOLEULXP�ZLWK�5HVWULFWHG�%RUURZLQJ���-RXUQDO�RI�%XVLQHVV�
����������SS����������

%RUFK��.DUO��������´(TXLOLEULXP�LQ�D�5HLQVXUDQFH�0DUNHWµ�(FRQRPHWULFD�������

)DPD��(��5���DQG�-��0DF%HWK���5LVN�5HWXUQ�DQG�(TXLOLEULXP��(PSLULFDO�7HVWV���-RXUQDO
RI�3ROLWLFDO�(FRQRP\��YRO������������SS����������

)DPD��(��DQG�.��5��)UHQFK��´&RPPRQ�5LVN�)DFWRUV�LQ�WKH�5HWXUQV�RQ�6WRFNV�DQG
%RQGVµ��-RXUQDO�RI�)LQDQFLDO�(FRQRPLFV�����������������

)DPD��(��DQG�.��5��)UHQFK��´7KH�&$30�LV�:DQWHG��'HDG�RU�$OLYHµ��-RXUQDO�RI�)LQDQFH�
������������������

)DPD��(��DQG�.��5��)UHQFK��´0XOWLIDFWRU�([SODQDWLRQV�RI�$VVHW�3ULFLQJ�$QRPDOLHVµ�
-RXUQDO�RI�)LQDQFH������������������

*RQHGHV��1����&DSLWDO�0DUNHW�(TXLOLEULXP�IRU�D�&ODVV�RI�+HWHURJHQHRXV
([SHFWDWLRQV�LQ�D�7ZR
3DUDPHWHU�:RUOG���-RXUQDO�RI�)LQDQFH��YRO������������SS�������

/HY\��+����(TXLOLEULXP�LQ�DQ�,PSHUIHFW�0DUNHW��$�&RQVWUDLQW�RQ�WKH�1XPEHU�RI
6HFXULWLHV�LQ
WKH�3RUWIROLR���$PHULFDQ�(FRQRPLF�5HYLHZ��YRO������������SS����������

/LQWQHU��-����6HFXULW\�3ULFHV��5LVN�DQG�0D[LPDO�*DLQV�IURP�'LYHUVLILFDWLRQ���-RXUQDO�RI
)LQDQFH��YRO������������SS����������

0DUNRZLW]��+����3RUWIROLR�6HOHFWLRQ���-RXUQDO�RI�)LQDQFH��YRO�����������SS��������

��������������������3RUWIROLR�6HOHFWLRQ��&RZOHV�0RQRJUDSK�1R�������:LOH\��1HZ�<RUN�������

0D\HUV��'����1RQPDUNHWDEOH�$VVHWV�DQG�&DSLWDO�0DUNHW�(TXLOLEULXP�XQGHU
8QFHUWDLQW\���LQ�0�
&��-HQVHQ��HG����6WXGLHV�LQ�WKH�7KHRU\�RI�&DSLWDO�0DUNHWV��3UDHJHU��1HZ�<RUN�������



��

0HUWRQ��5��&����$Q�$QDO\WLF�'HULYDWLRQ�RI�WKH�(IILFLHQW�3RUWIROLR�)URQWLHU���-RXUQDO�RI
)LQDQFLDO�DQG�4XDQWLWDWLYH�$QDO\VLV��YRO�����������SS������������

� �$Q�,QWHUWHPSRUDO�&DSLWDO�$VVHW�3ULFLQJ�0RGHO���(FRQRPHWULFD��YRO�����������
SS����������

0LOOHU��0���DQG�0��6FKROHV���5DWHV�RI�5HWXUQ�LQ�5HODWLRQ�WR�5LVN��$�5HH[DPLQDWLRQ�RI
6RPH�5HFHQW�)LQGLQJV���LQ�0��&��-HQVHQ��HG����6WXGLHV�LQ�WKH�7KHRU\�RI�&DSLWDO�0DUNHWV�
3UDHJHU�
1HZ�<RUN�������

0RVVLQ��-����(TXLOLEULXP�LQ�D�&DSLWDO�$VVHW�0DUNHW���(FRQRPHWULFD��YRO������������SS�
����������

5ROO��5����$�&ULWLTXH�RI�WKH�$VVHW�3ULFLQJ�0RGHO�7KHRU\
V�7HVWV��3DUW����2Q�3DVW�DQG
3RWHQWLDO�7HVWDELOLW\�RI�WKH�7KHRU\���-RXUQDO�RI�)LQDQFLDO�(FRQRPLFV��YRO�����������SS�
����������5RVV��6����5LVN�5HWXUQ�DQG�$UELWUDJH���LQ����)ULHQG�DQG�-��6��%LFNVOHU���HGV���
5LVN�DQG�5HWXUQ�LQ�)LQDQFH��/H[LQJWRQ�%RRNV��/H[LQJWRQ��0DVV��������

���7KH�&XUUHQW�6WDWXV�RI�WKH�&DSLWDO�$VVHW�3ULFLQJ�0RGHO���-RXUQDO�RI�)LQDQFH��YRO�����
������SS����������

6KDUSH��:��)����&DSLWDO�$VVHW�3ULFHV��$�7KHRU\�RI�0DUNHW�(TXLOLEULXP�8QGHU
&RQGLWLRQV�RI�5LVN���-RXUQDO�RI�)LQDQFH��YRO������������SS��������
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