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,Q�ODWHU�FKDSWHUV��ZH�ZLOO�H[DPLQH�YDULRXV�LQVWUXPHQWV�IRU�PDQDJLQJ�ULVN�
$PRQJVW�WKH�PRVW�DSSDUHQW�ULVN�PDQDJHPHQW�GHYLFHV�ZLOO�EH�KHGJLQJ�WRROV�RU
LQVXUDQFH��7KHVH�SHUPLW�WKH�SDUW\�KROGLQJ�VRPH�ULVN\�DVVHW�WR�WUDQVIHU�WKDW�ULVN�WR
DQRWKHU��D�FRXQWHU�SDUW\��5LVN�FDQ�EH�VWULSSHG�IURP�WKH�DVVHW�YDOXH��DQG�VROG
VHSDUDWHO\�IRU�D�SULFH��5LVN�LV�D�WUDGHG�FRPPRGLW\��7KH�WZR�PRVW�IDPLOLDU�KHGJLQJ
SURGXFWV�DUH�LQVXUDQFH�DQG�RSWLRQV��,QVXUDQFH�KDV�EHHQ�DYDLODEOH�DV�D�ULVN
PDQDJHPHQW�WRRO�IRU�FHQWXULHV��2SWLRQV��WKRXJK�WKH�LGHD�KDV�EHHQ�DURXQG�IRU�D�ORQJ
WLPH��KDYH�RQO\�EHHQ�XVHG�ZLGHO\�LQ�WKH�SDVW�FRXSOH�RI�GHFDGHV��2SWLRQV�DUH�RQH�RI�D
FODVV�RI�LQVWUXPHQWV�FDOOHG�GHULYDWLYHV��WKH�FODVV�DOVR�LQFOXGHV�IXWXUHV��IRUZDUGV�DQG
VZDSV�DQG�YDULRXV�FRPSOH[�FRPELQDWLRQV�RI�WKHVH�EDVLF�W\SHV��$OO�WKHVH�GHULYDWLYHV
KDYH�D�YLWDO�UROH�LQ�ULVN�PDQDJHPHQW�DQG�WKLV�FKDSWHU�ZLOO�VHUYH�DV�DQ�LQWURGXFWLRQ�
QRW�WR�WKHLU�ULVN�PDQDJHPHQW�IXQFWLRQ�EXW�WR�WKHLU�EDVLF�IHDWXUHV�

7KHUH�LV�WUDQVSDUHQF\�LQ�WKH�QDPLQJ�RI�GHULYDWLYHV��8QOLNH�$OLFH·V
´:RQGHUODQGµ��WKLQJV�DUH�YHU\�PXFK�ZKDW�WKH\�VHHP�WR�EH��'HULYDWLYHV�DUH�MXVW�WKDW�
WKH\�DUH�LQVWUXPHQWV�WKDW�DUH�GHULYHG�IURP�RWKHU�LQVWUXPHQWV��2SWLRQV�DUH�ZKDW�WKH\
FODLP�WR�EH��L�H���FKRLFHV��IXWXUHV�DQG�IRUZDUGV�DUH�VLPSO\�GHYLFHV�IRU�WUDGLQJ�VRPH�DVVHW
LQ�WKH�IXWXUH��DQG�VZDSV�DUH�WKH�H[FKDQJH�RI�RQH�WKLQJ�IRU�DQRWKHU��7KLV�FKDSWHU�ZLOO
VHUYH�DV�DQ�LQWURGXFWLRQ�WR�GHULYDWLYHV�DQG�DV�D�SUHSDUDWLRQ�IRU�VRPH�RI�WKH�XVHV�RI
GHULYDWLYHV�LQ�ULVN�PDQDJHPHQW�

)25:$5'6�$1'�)8785(6

3HUKDSV�WKH�VLPSOHVW�GHULYDWLYHV�DUH�IRUZDUGV�DQG�IXWXUHV��7KHVH�DUH�VLPLODU�LQ
WKHLU�RYHUDOO�VWUXFWXUH�DQG�GLIIHU�LQ�WKH�GHWDLOV�RI�WUDGH�DQG�H[HFXWLRQ��6R�OHW�XV�GHIHU
GLVFXVVLRQ�RI�WKHVH�GLIIHUHQFHV�DQG�VWDUW�ZLWK��VD\��D�IRUZDUG��)RU�WKH�PRVW�SDUW��\RX
DUH�IUHH�WR�SXUFKDVH�RU��LI�\RX�RZQ�LW��VHOO�DQ\�DVVHW��7KLV�LV�WKH�QDWXUH�RI�D�IUHH
PDUNHW��7KH�SULFH�DW�ZKLFK�\RX�DUH�DEOH�WR�EX\�RU�VHOO�WKH�DVVHW�ZLOO�GHSHQG�XSRQ
PDUNHW�FRQGLWLRQV��7KH�SULFH�IRU�LPPHGLDWH�WUDQVDFWLRQV�LV�NQRZQ�DV�WKH�VSRW�SULFH��,I�
ZKHQ�\RX�ZLVK�WR�VHOO��VSRW�SULFHV�DUH�KLJK��\RX�ZLOO�GR�ZHOO��EXW�VRPHRQH�HOVH�ZLOO
KDYH�WR�EX\�DW�D�VLPLODU�KLJK�SULFH��,I�VSRW�SULFHV�ZHUH�ORZ��\RX�ZRXOG�JHW�D�EHWWHU
GHDO�RQ�WKH�EX\LQJ�VLGH�DQG�D�ZRUVH�GHDO�RQ�VHOOLQJ��7KH�WHUPV�DW�ZKLFK�\RX�WUDGH�DUH
VXEMHFW�WR�WKH�YDJDULHV�RI�WKH�PDUNHW��WKH�PRUH�YRODWLOH�WKH�SULFHV��WKH�PRUH�\RX�FDQ
JDLQ�RU�ORVH�E\�GHOD\LQJ�\RXU�WUDQVDFWLRQ��7KLV�VLWXDWLRQ�SURYLGHV�RSSRUWXQLWLHV�DQG
ULVNV��$�EX\HU�IDFLQJ�KLJK�SULFHV�KDV�WKH�RSSRUWXQLW\�RI�ZDLWLQJ�LQ�FDVH�WKH�VSRW�SULFH
IDOOV��DQG�D�VHOOHU�FDQ�KROG�RXW�KRSLQJ�IRU�VSRW�SULFHV�WR�ULVH��)LJXUH���VKRZV�VXFK�D
SRVVLELOLW\��,PDJLQH�\RX�DUH�D�IDUPHU�DQG�\RX�RZQ�ZKHDW�ZKLFK�\RX�ZLVK�WR�VHOO��2U�D
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VOLJKW�YDULDWLRQ��LW�LV�VSULQJ�EXW�\RX�ZLOO�KDYH�ZKHDW�WR�VHOO�LQ�WKH�IDOO�ZKHQ�\RX
KDUYHVW��,I�WKH�SULFHV�UHPDLQ�DV�WKH\�DUH�LQ�WKH�VSULQJ��\RX�ZLOO�PDNH�D�JLYHQ�DPRXQW
RI�SURILW��,I�SULFHV�ZHUH�WR�ULVH�EHWZHHQ�VSULQJ�DQG�IDOO��\RX�ZLOO�PDNH�PRUH�SURILW�
<RXU�JUDSK�LV�WKH�XSZDUGV�VORSLQJ�OLQH�WKURXJK�WKH�RULJLQ��,QFUHDVHV�LQ�SULFHV�VKRZ
DQ�LQFUHDVH�LQ�SURILW��DQG�IDOOLQJ�SULFHV�VKRZ�D�GHFUHDVH�LQ�SURILW�

(QWHU�WKH�IRUZDUG�FRQWUDFW��$V�D�IDUPHU��WKH�SURILWDELOLW\�RI�WKH�FRPLQJ�VHDVRQ
ZLOO�GHSHQG�RQ�ZKHWKHU�SULFHV�ULVH�RU�IDOO�IURP�WKHLU�SUHVHQW�OHYHO��7KH�IRUZDUG
FRQWUDFW�HQDEOHV�\RX�WR�ORFN�LQ�WR�D�SULFH��<RX�FDQ�DJUHH�ZLWK�D�FRXQWHU�SDUW\�WR�VHOO
WKH�ZKHDW�LQ�WKH�IDOO�DW�D�SULFH�WKDW�LV�IL[HG�WRGD\�LQ�WKH�VSULQJ��7KH�DJUHHPHQW�LV�RQH
WR�VHOO�DQ�DVVHW�DW�VRPH�IXWXUH�GDWH��EXW�DW�D�SULFH�WR�EH�IL[HG�QRZ��NQRZQ�DV�WKH
IRUZDUG�SULFH���7KXV��WKH�FRQWUDFW�ZLOO�EH�LPPXQH�IURP�FKDQJHV�LQ�WKH�VSRW��)RU�WKH
PRPHQW��OHW�XV�VD\�WKDW�WKH�IRUZDUG�SULFH�LV�WKH�FXUUHQW�VSRW�SULFH��7KH�IRUZDUG
FRQWUDFW�ZLOO��LQ�IDFW��\LHOG�D�SURILW�RU�ORVV��GHSHQGLQJ�RQ�ZKLFK�ZD\�VSRW�SULFHV
FKDQJH��7KLV�LV�VKRZQ�LQ�)LJXUH����6XSSRVH�WKH�IDUPHU�EX\V�WKH�IRUZDUG�FRQWUDFW�DQG
SULFHV�ULVH�E\�DQ�DPRXQW�VKRZQ�DV�´5µ��+DG�WKH�IRUZDUG�QRW�EHHQ�SXUFKDVHG��WKH
IDUPHU�ZRXOG�KDYH�EHHQ�DEOH�WR�VHOO�DW�WKH�KLJKHU�SULFH�DQG�KHU�SURILW�ZRXOG�KDYH
LQFUHDVHG�E\�DQ�DPRXQW�´6µ��%XW��WKH�IRUZDUG�FRQWUDFW�QRZ�PHDQV�WKDW�VKH�KDV�WR�VHOO
DW�WKH�IRUZDUG�SULFH�DQG�ZLOO�ORVH�DOO�WKH�SURILW�VKH�ZRXOG�KDYH�PDGH�KDG�VKH�VROG�DW
WKH�KLJKHU�IDOO�VSRW�SULFH��6R�D�ORVV��PLQXV�´6µ��LV�PDGH�RQ�WKH�IRUZDUG�FRQWUDFW��7KH
RYHUDOO�SRVLWLRQ�RI�WKH�IDUPHU�LV�WKXV�WR�KDYH�DOO�SURILW�WKDW�ZRXOG�KDYH�EHHQ�PDGH
IURP�WKH�SULFH�ULVH�ZLSHG�RXW��:K\�ZRXOG�WKH�IDUPHU�GR�WKLV"�%HFDXVH��LQ�WKH�VSULQJ�
VKH�GRHV�QRW�NQRZ�ZKHWKHU�SULFHV�ZLOO�ULVH�RU�IDOO��6XSSRVH�SULFHV�GR�IDOO�E\�DQ
DPRXQW�´)µ��+DG�WKH�IXWXUH�QRW�EHHQ�LQ�SODFH��WKH�IDUPHU�ZRXOG�KDYH�ORVW�DQ�DPRXQW
´*µ�IURP�VHOOLQJ�DW�WKH�ORZHU�IDOO�VSRW�SULFH��7KXV��WKH�IRUZDUG�FRQWUDFW��HQDEOHV�WKH
IDUPHU�WR�VHOO�DW�WKH�FXUUHQW�SULFH�UDWKHU�WKDQ�WKH�ORZHU�IDOO�SULFH�DQG�WKHUHE\�WR�DYRLG
D�ORVV�RI�*��,Q�RWKHU�ZRUGV�WKH�IRUZDUG�FRQWUDFW�PDNHV�D�SURILW�RI�´*µ��

/RRNLQJ�DW�WKLV�IURP�WKH�VSULQJ��WKH�IDUPHU�ZLOO�KDYH�D�SURILW�WKDW�LV�WKH�IODW�OLQH
VKRZQ�DV�WKH�KRUL]RQWDO�RULJLQ��7KH�IDUPHU�JLYHV�XS�SRVVLEOH�JDLQV�IURP�SULFH�ULVHV�LQ
H[FKDQJH�IRU�DYRLGLQJ�ORVVHV�IURP�SULFH�IDOOV��7KH�VDPH�WUDQVDFWLRQ�FDQ�EH�VHHQ�E\
WKH�RWKHU�SDUW\��7KH�SHUVRQ�EX\LQJ�WKH�ZKHDW�IRUZDUG�ZLOO�ORFN�LQ�WKH�SXUFKDVH�SULFH�
7KXV��WKH�IRUZDUG�EX\HU�LV�SURWHFWHG�IURP�ULVLQJ�VSRW�SULFHV�EXW�VDFULILFHV�SRWHQWLDO
JDLQV�IURP�IDOOLQJ�VSRW�SULFHV��7KLV�FDQ�EH�XVHIXO�IRU�D�EDNHU�ZKR�ZLOO�QHHG�WR
SXUFKDVH�ZKHDW�DQ\ZD\��%\�EX\LQJ�IRUZDUG��WKH�EDNHU�LV�DEOH�WR�KHGJH�DJDLQVW�SULFH
LQFUHDVHV��MXVW�DV�WKH�IDUPHU�LV�DEOH�WR�KHGJH�DJDLQVW�WKH�ULVN�RI�SULFH�IDOOV�

6R�IDU�ZH�KDYH�DVVXPHG�WKH�IRUZDUG�EX\HU�DQG�VHOOHU�KDYH�VRPH�SUH�H[LVWLQJ
LQWHUHVW�LQ�WKH�XQGHUO\LQJ�DVVHW�DQG�DUH�H[SRVHG�WR�ULVN�IURP�IXWXUH�SULFH�FKDQJHV�
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7KLV�QHHG�QRW�EH�WKH�FDVH��7KH�IRUZDUG�FRQWUDFW�FDQ�EH�XVHG�SXUHO\�IRU�D�VSHFXODWLYH
SXUSRVH��<RX�PD\�KDYH�QR�LQWHUHVW�LQ�WKH�XQGHUO\LQJ�DVVHW��\RX�VLPSO\�EHOLHYH�WKDW
SULFHV�DUH�PRUH�OLNHO\�WR�PRYH�LQ�RQH�GLUHFWLRQ�WKDQ�DQRWKHU��,I�\RX�EHOLHYH�WKDW�SULFHV
ZLOO�IDOO��WKHQ�VHOOLQJ�WKH�DVVHW�IRUZDUG��ZLOO�JDLQ�\RX�D�SURILW�LI�\RXU�SUHGLFWLRQ�LV
FRUUHFW��<RX�KDYH�ORFNHG�LQ�WR�WKH�FXUUHQW�KLJK�SULFH�DQG��LI�SULFHV�IDOO�ZKHQ�\RX�KDYH
WR�GHOLYHU��ZKHQ�WKH�FRQWUDFW�PDWXUHV����\RX�FDQ�VLPSO\�EX\�DW�WKH�ORZHU�VSRW�SULFH�WR
FRPSOHWH�WKH�WUDQVDFWLRQ��,I�\RX�EHOLHYH�WKDW�SULFHV�ZLOO�ULVH��\RX�FDQ�EX\�IRUZDUG��,I
\RX�DUH�FRUUHFW��\RX�ZLOO�SD\�WKH�IRUZDUG�SULFH�WR�FRPSOHWH�WKH�WUDQVDFWLRQ�ZKLFK�ZLOO
EH�KLJKHU�WKDQ�WKH�VSRW�SULFH�DW�PDWXULW\��,I�\RX�GR�QRW�ZLVK�WR�RZQ�WKH�FRPPRGLW\�
EXW�VLPSO\�EX\�WKH�IRUZDUG�IRU�VSHFXODWLRQ��\RX�FDQ�VLPSO\�UHVHOO�WKH�JRRG�DW�WKH�VSRW
SULFH�DQG�FOHDU�WKH�GLIIHUHQFH�EHWZHHQ�WKDW�DQG�WKH�IRUZDUG�SULFH�

)RUZDUG�3ULFHV

)RUZDUG�SULFHV�DUH�VHW�LQ�UHODWLRQ�WR�VSRW�SULFHV�E\�WKH�IROORZLQJ�IRUPXOD��7KH
HTXLOLEULXP�IRUZDUG�SULFH��):��LV�

):�� �63������F�Q

ZKHUH�63�LV�WKH�FXUUHQW�VSRW�SULFH���F�LV�WKH�FDUU\LQJ�FRVW�DQG�Q�LV�WKH�QXPEHU�RI�\HDUV
WR�PDWXULW\��7KH�FDUU\LQJ�FRVW��F��UHTXLUHV�D�OLWWOH�H[SODQDWLRQ��,I�\RX�VHOO�IRUZDUG�
UDWKHU�WKDQ�QRZ��\RX�ZLOO�IDFH�FHUWDLQ�RSSRUWXQLW\�FRVWV��%\�KROGLQJ�WKH�DVVHW��\RX
ORVH�WKH�LQFRPH�\RX�FRXOG�KDYH�HDUQHG�IURP�LQYHVWLQJ�WKH�SURFHHGV�RI�D�FXUUHQW�VDOH�
)RU�VRPH�DVVHWV��H�J���FRPPRGLWLHV��\RX�PLJKW�KDYH�GLUHFW�FRVWV�RI�VWRUDJH��2Q�WKH
RWKHU�VLGH��WKHUH�FDQ�EH�JDLQV�IURP�KROGLQJ�WKH�DVVHW��)RU�H[DPSOH��KROGLQJ�ZKHDW
SURYLGHV�DQ�LQYHQWRU\�ZKLFK�SURYLGHV�D�EXIIHU�DJDLQVW�VXSSO\�VKRUWDJHV��7KH�EHQHILWV
RI�KROGLQJ�DUH�NQRZQ�DV�FRQYHQLHQFH�\LHOGV��7KH�QHW�FDUU\LQJ�FRVW��DIWHU�GHGXFWLRQ�RI
FRQYHQLHQFH�\LHOGV��LV�WKH�RSSRUWXQLW\�FRVW�RI�KROGLQJ�WKH�DVVHW�DQG�ZLOO�EH�UHIOHFWHG
LQ�SULFH��6LQFH�WKLV�FRVW�LV�GHQRPLQDWHG�DW�DQ�DQQXDO�UDWH��WKH�WRWDO�FRVW�LV�GHWHUPLQHG
E\�WKH�OHQJWK�RI�WLPH�WKH�DVVHW�LV�KHOG��WKXV�WKH�FDUU\LQJ�FRVW�UDWH�LV�FRPSRXQGHG�RYHU
WKH�´Qµ�SHULRGV�WR�PDWXULW\��6LQFH�WKH�RSSRUWXQLW\�FRVW�FDQ�EH�SRVLWLYH�RU�QHJDWLYH�
WKH�IRUZDUG�SULFH�FDQ�EH�HLWKHU�JUHDWHU�RU�ORZHU�WKDQ�WKH�FXUUHQW�VSRW�SULFH�

)RUZDUG�FRQWUDFWV�DUH�QRW�WUDGHG�RQ�H[FKDQJHV�DQG�DUH�QRW�VWDQGDUGL]HG��WKH\
DUH�´RYHU�WKH�FRXQWHUµ�FRQWUDFWV��7KHVH�DUH�RIWHQ�XQGHUWDNHQ�ZLWK�EDQNV�DQG�FDQ�EH
WDLORU�PDGH�WR�PDWFK�D�SDUWLFXODU�QHHG�IRU�KHGJLQJ�RU�VSHFXODWLRQ��)RUZDUG�FRQWUDFWV
DUH�FRPPRQ�RQ�FRPPRGLWLHV��FXUUHQFLHV�DQG�LQWHUHVW�UDWHV�

)XWXUHV�FRQWUDFWV�DUH�VLPLODU�LQ�WKHLU�XQGHUO\LQJ�VWUXFWXUH�WR�IRUZDUGV��%XW
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WKHUH�DUH�WKUHH�GLIIHUHQFHV��)LUVW��IXWXUHV�DUH�VWDQGDUGL]HG��H[FKDQJH�WUDGHG�FRQWUDFWV�
7KLV�PDNHV�WKH�FRQWUDFW�OLTXLG�DQG�ZLOO�WHQG�WR�ORZHU�WUDQVDFWLRQ�FRVWV��7KXV��D�SDUW\
KROGLQJ�RU�ZULWLQJ�D�IXWXUH�FDQ�OLTXLGDWH�KLV�SRVLWLRQ�IDLUO\�HDVLO\��7KH�VHFRQG�WZR
GLIIHUHQFHV�DGGUHVV�WKH�FUHGLW�ULVN�DVVRFLDWHG�ZLWK�WKLV�W\SH�RI�FRQWUDFW��:LWK�D
IRUZDUG��WKHUH�LV�D�ULVN�WKDW�WKH�EX\HU��RU�WKH�VHOOHU��ZLOO�QRW�EH�DEOH�WR�SHUIRUP�
6XSSRVH�WKH�EX\HU�VLPSO\�GRHV�QRW�KDYH�WKH�PRQH\�WR�EX\�WKH�DVVHW�DW�PDWXULW\��H�J��
WKH�EX\HU�LV�EDQNUXSW��7R�JXDUG�DJDLQVW�WKLV�ULVN��IXWXUHV�FRQWUDFWV�DGRSW�ILUVW��D
GHYLFH�NQRZQ�DV�´PDUNHWLQJ�WR�PDUNHWµ�RU�´FDVK�VHWWOHGµ��(DFK�GD\�WKH�EDODQFH�RQ
WKH�IXWXUHV�FRQWUDFW�LV�VHWWOHG�EHWZHHQ�WKH�SDUWLHV��$V�WKH�IXWXUHV�SULFH�FKDQJHV�GDLO\�
VR�WKH�FKDQJH�LV�VHWWOHG�EHWZHHQ�WKH�SDUWLHV��7KLV�OLPLWV�WKH�DPRXQW�RI�´GHEWµ
EHWZHHQ�WKH�SDUWLHV�WR�QR�PRUH�WKDQ�D�VLQJOH�GD\·V�FKDQJH�LQ�WKH�IRUZDUG�SULFH�DQG��DW
PDWXULW\��WKH�EX\HU�VLPSO\�KDV�WR�FRPH�XS�ZLWK�WKH�FKDQJH�LQ�WKH�IXWXUHV�SULFH�RQ�WKH
ILQDO�GD\��7KH�VHFRQG�GHYLFH�LV�WKDW�WKH�EX\HUV�DQG�VHOOHUV�DUH�UHTXLUHG�WR�SRVW�D
SHUIRUPDQFH�ERQG�NQRZQ�DV�D�´PDUJLQµ��7KLV�LV�DGMXVWHG�ZLWK�FDVK�VHWWOHPHQWV��EXW
PXVW�QHYHU�IDOO�EHORZ�DQ�DJUHHG�IORRU��7KLV�FROODWHUDOL]HV�WKH�WUDQVDFWLRQ�DQG
PLQLPL]HV�FUHGLW�ULVN���

)XWXUHV�FRQWUDFWV�DUH�LQ�HIIHFW�D�VHTXHQFH�RI�UROOLQJ�GDLO\�IRUZDUG�FRQWUDFWV�
(DFK�GD\�D�IRUZDUG�FRQWUDFW�LV�FORVHG�DW�WKH�SULRU�GD\·V�IRUZDUG�SULFH�DQG�D�QHZ�RQH
RSHQHG�WKH�FXUUHQW�GD\·V�IRUZDUG�SULFH��,Q�WKLV�VHQVH��WKH�IRUZDUG�FRQWUDFW�LV�D�PRUH
SULPLWLYH�LQVWUXPHQW�DQG�EHFRPHV�D�EDVLF�EXLOGLQJ�EORFN�IRU�PRUH�FRPSOH[
GHULYDWLYHV�

237,216

$�IRUZDUG�RU�IXWXUH�LV�DQ�REOLJDWLRQ�WR�EX\�RU�VHOO�VRPH�DVVHW�DW�D�IXWXUH�GDWH�DW
DQ�DJUHHG�SULFH��$Q�RSWLRQ�LV�D�FKRLFH�WR�EX\�RU�VHOO�WKH�DVVHW�DW�DQ�DJUHHG�SULFH�DW�VRPH
IXWXUH�GDWH��,Q�D�IRUZDUG�RU�IXWXUH��ERWK�SDUWLHV�DJUHH�WR�SHUIRUP��WR�EX\�RU�VHOO��DV
WKH\�FRQWUDFWHG��,Q�DQ�RSWLRQ��RQH�SDUW\��WKH�RSWLRQ�KROGHU��L�H���ZLWK�WKH�ORQJ�SRVLWLRQ�LQ
WKH�RSWLRQ��KDV�WKH�FKRLFH�WR�EX\�RU�VHOO�XQGHU�WKH�DJUHHG�WHUPV��7KH�FKRLFH�PD\�EH
H[HUFLVHG�RU�QRW��WKHUH�LV�QR�REOLJDWLRQ��+RZHYHU��WKH�FRXQWHU�SDUW\�ZKR�ZULWHV�WKH
RSWLRQ��L�H���ZKR�KDV�D�VKRUW�SRVLWLRQ�LQ�WKH�RSWLRQ���LV�REOLJDWHG�WR�VHOO�WKH�XQGHUO\LQJ
DVVHW�LI�WKH�RSWLRQ�KROGHU�FKRRVHV�WR�EX\��RU�EX\�LI�WKH�RSWLRQ�KROGHU�FKRRVHV�WR�VHOO�

7KHUH�DUH�PDQ\�W\SHV�RI�RSWLRQV��RSWLRQV�WR�EX\�DQG�RSWLRQV�WR�VHOO
�UHVSHFWLYHO\�FDOOV�DQG�SXWV���RSWLRQV�ZLWK�D�VLQJOH�H[HUFLVH�WLPH�DQG�RSWLRQV�LQ�ZKLFK
FDQ�EH�H[HUFLVHG�RYHU�D�WLPH�SHULRG��UHVSHFWLYHO\�(XURSHDQ�DQG�$PHULFDQ���RSWLRQV
ZLWK�FDVK�GLVWULEXWLRQV�DQG�RSWLRQV�ZLWKRXW��HWF��:H�ZLOO�FRYHU�MXVW�WKH�EDVLF�IRUPV�
FDOO�DQG�SXW�RSWLRQV�DQG�ZH�ZLOO�LOOXVWUDWH�VLPSOH�(XURSHDQ�RSWLRQV�
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$�FDOO�RSWLRQ�LV�DQ�RSWLRQ�WR�EX\�DQ�XQGHUO\LQJ�DVVHW��,�ZLOO�LOOXVWUDWH�XVLQJ
RSWLRQV�RQ�VKDUHV�RI�VWRFN��7KH�KROGHU�RI�WKH�FDOO�KDV�WKH�RSWLRQ�WR�SXUFKDVH�VR�PDQ\
VKDUHV�RI�WKH�VWRFN�DW�VRPH�IXWXUH�GDWH�DW�D�IL[HG�SULFH�NQRZQ�DV�WKH�H[HUFLVH�SULFH�RU
VWULNLQJ�SULFH��7KH�H[HUFLVH�SULFH�LV�GHQRWHG�´(µ�KHUH��,I�WKH�SULFH�RI�WKH�XQGHUO\LQJ
DVVHW��WKH�VWRFN�SULFH�´0µ��DW�PDWXULW\�H[FHHGV�WKH�H[HUFLVH�SULFH��WKHQ�WKH�SHUVRQ
KDYLQJ�WKH�ORQJ�RSWLRQ�SRVLWLRQ��WKH�KROGHU��FDQ�H[HUFLVH�WKH�RSWLRQ�DQG�EX\�WKH�VWRFN
IRU�(�HYHQ�WKRXJK�LW�LV�ZRUWK�0��!(��DW�PDWXULW\��7KXV��WKH�KROGHU�PDNHV�D�JDLQ�RI
0�(��+RZHYHU��WKH�RSWLRQ�ZDV�SXUFKDVHG�XS�IURQW�IRU�VRPH�SULFH�&�DQG�WKHUHIRUH
WKH�QHW�SURILW�IURP�WKH�ORQJ�SRVLWLRQ�LQ�WKH�FDOO�LV�0�(�&��%XW�VXSSRVH�WKDW�0�ZDV
OHVV�WKDQ�(�DW�PDWXULW\��7KLV�ZRXOG�PHDQ�WKDW��LI�WKH�RSWLRQ�ZDV�H[HUFLVHG��WKH�KROGHU
ZRXOG�EH�EX\LQJ�D�VWRFN�IRU�(�ZKHQ�LW�ZDV�ZRUWK�WKH�ORZHU�DPRXQW�0��7KH�RSWLRQ
KROGHU�ZRXOG�VLPSO\�QRW�H[HUFLVH�WKH�RSWLRQ��KH�ZRXOG�OHW�LW�H[SLUH�ZRUWKOHVV��,Q
ZKLFK�FDVH�WKH�RSWLRQ�KROGHU�PDNHV�]HUR�DW�PDWXULW\�DQG��QHWWLQJ�RXW�WKH�FRVW�RI�WKH
RSWLRQ�KLV�QHW�SURILW�LV�����&�ZKLFK�LV�QHJDWLYH��7KLV�SURILW�SDWWHUQ�LV�LOOXVWUDWHG�LQ
ILJXUH���EX\�WKH�OLQH�PDUNHG�´ORQJ�FDOOµ�

7KH�SHUVRQ�KROGLQJ�WKH�VKRUW�SRVLWLRQ�LQ�WKH�FDOO�RSWLRQ�KDV�QR�FKRLFHV�WR
PDNH�DW�PDWXULW\��VKH�KDV�VROG�WKH�FKRLFH�RI�SXUFKDVH�RI�WKH�VWRFN�WR�WKH�RSWLRQ
KROGHU��,I�WKH�KROGHU�RI�WKH�RSWLRQ�H[HUFLVHV�KLV�FKRLFH�WR�EX\��WKH�SHUVRQ�ZULWLQJ�WKH
VDPH�RSWLRQ�LV�REOLJDWHG�WR�KRQRU�WKDW�FKRLFH�DQG�VHOO�WKH�VWRFN�DW�WKH�H[HUFLVH�SULFH�
:LWK�D�SULFH�ULVH��WKH�RSWLRQ�ZLOO�EH�H[HUFLVHG�E\�WKH�KROGHU��DQG�WKH�ZULWHU�ZLOO�EH
IRUFHG�WR�VHOO�WKH�VWRFN�DW�(�PDNLQJ�D�QHJDWLYH�DPRXQW�RI�(�0��%XW�WKH�RSWLRQ�ZDV
QRW�JLYHQ�DZD\�IUHH��7KH�KROGHU�KDG�WR�EX\�WKH�FDOO�RSWLRQ�DW�&�DQG�WKLV�DPRXQW�LV
NHSW�E\�WKH�ZULWHU�ZKHWKHU�RU�QRW�WKH�RSWLRQ�LV�H[HUFLVHG��7KH�QHW�SURILW�RI�WKH�ZULWHU�
LI�WKH�RSWLRQ�LV�H[HUFLVHG��LV�&�(�0��,I�WKH�VWRFN�SULFH�DW�PDWXULW\�ULVHV�RQO\�D�OLWWOH�
WKH�ZULWHU�FDQ�VWLOO�EH�XS�RQ�WKH�GHDO�VLQFH�WKH�SULFH�ZLOO�PRUH�WKDQ�RIIVHW�DQ\�VPDOO
ORVV�RQ�H[HUFLVH��)RU�D�ODUJHU�ULVH�LQ�WKH�VWRFN�SULFH���WKH�ZULWHU�ZLOO�ORVH�PRQH\��%XW��LI
WKH�VWRFN�SULFH�LV�EHORZ�(��WKH�KROGHU�ZLOO�QRW�H[HUFLVH�DQG�WKH�ZULWHU�ZLOO�ZDON�DZD\
ZLWK�D�SURILW�RI�&��7KXV��ZKLOH�WKH�KROGHU�RI�D�FDOO�FDQ�PDNH�PRQH\�LI�WKH�SULFH�ULVHV
DQG�ORVH�PRQH\�LI�WKH�SULFH�IDOOV��WKH�SURILW�SURILOH�RI�WKH�ZULWHU�LV�H[DFWO\�WKH
RSSRVLWH��7KH�SURILW�IURP�WKH�ZULWHU�RI�WH�FDOO�RSWLRQ�DOVR�LV�VKRZQ�LQ�)LJXUH���DV
´VKRUW�FDOOµ�

7KH�RWKHU�PDLQ�FODVV�RI�RSWLRQV�LV�WKH�SXW�RSWLRQ��$V�D�FDOO�RSWLRQ�LV�WKH�RSWLRQ
WR�EX\�DQ�XQGHUO\LQJ�DVVHW��D�SXW�RSWLRQ�LV�WKH�RSWLRQ�WR�VHOO��7KH�RSWLRQ�KROGHU��ZLWK
D�ORQJ�SRVLWLRQ��EX\V�WKH�ULJKW�WR�VHOO�DQ�XQGHUO\LQJ�DVVHW�DW�VRPH�IXWXUH�GDWH�IRU�D
SULFH�DJUHHG�QRZ��7KH�DJUHHG�SULFH�LV�DJDLQ�WKH�H[HUFLVH��RU�VWULNLQJ��SULFH��7KH
FRXQWHU�SDUW\��WKH�RSWLRQ�ZULWHU��VHOOV�WKH�ULJKW�WR�WKH�SXW�KROGHU��WR�EH�DEOH�WR�VHOO�WKH
DVVHW�WR�WKH�RSWLRQ�ZULWHU��7KHUHIRUH��LI�WKH�KROGHU�H[HUFLVHV�KHU�ULJKW�WR�VHOO�DW
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PDWXULW\��WKHQ�WKH�ZULWHU�LV�REOLJDWHG�WR�EX\�WKH�DVVHW�DW�WKH�H[HUFLVH�SULFH��)LJXUH��
LOOXVWUDWHV�WKH�SURILWV�WR�WKH�WZR�SDUWLHV�DW�GLIIHUHQW�PDWXULW\�YDOXHV�IRU�WKH�XQGHUO\LQJ
DVVHW��7KH�H[HUFLVH�SULFH�LV�(��,I�WKH�YDOXH�RI�WKH�DVVHW�DW�PDWXULW\�LV�DERYH�(��WKH
KROGHU�ZLOO�QRW�H[HUFLVH��7KHUH�LV�VLPSO\�QR�SRLQW�LV�VHOOLQJ�WKH�DVVHW�DW�WKH�H[HUFLVH
SULFH�(��LI�WKH�VSRW�SULFH�LV�DERYH�(��7KHUHIRUH�WKH�RSWLRQ�H[SLUHV�ZRUWKOHVV��,I�WKH
VSRW�SULFH�DW�PDWXULW\�LV�EHORZ�(��WKHQ�WKH�KROGHU�ZLOO�H[HUFLVH�DQG�FOHDU�WKH�GLIIHUHQFH
EHWZHHQ�WKH�H[HUFLVH�SULFH�DQG�WKH�VSRW��%HDULQJ�LQ�PLQG�WKH�KROGHU�KDG�WR�EX\�WKH
SXW�RSWLRQ�IRU�D�SULFH�3��WKH�QHW�SURILW�IRU�WKH�KROGHU�LV�(�0�3���LI�0�(�DQG��3�LI
0!(��6LQFH�WKH�SURILW�WR�WKH�KROGHU�LV�D�ORVV�WR�WKH�ZULWHU��DQG�YLFH�YHUVD��WKH�ZULWHU·V
SURILW�LV�3�(�0���LI�0�(�DQG��3�LI�0!(�

+HGJLQJ�DQG�6SHFXODWLQJ�ZLWK�2SWLRQV

2SWLRQV�FDQ�EH�XVHG�WR�KHGJH�D�SRVLWLRQ�LQ�DQ�XQGHUO\LQJ�DVVHW��)LJXUH���VKRZV
WKH�SURILW�SURILOH�IRU�D�VKRUW�SRVLWLRQ�LQ�D�FDOO�RSWLRQ�RQ�DQ�DVVHW��WRJHWKHU�ZLWK�WKH
YDOXH�RI�WKH�DVVHW��GHQRWHG�´ORQJ�DVVHWµ��7KH�YDOXH�RI�WKH�DVVHW�GHSHQGV�RQ�LWV�SULFH
DQG�LV�WKHUHIRUH�VKRZQ�DV�WKH�����OLQH��1RWLFH�WKDW��IRU�YDOXHV�RI�WKH�DVVHW�OHVV�WKDQ�(�
WKH�DVVHW�YDOXH�VORSHV�XSZDUGV�EXW�WKH�FDOO�SURILW�LV�KRUL]RQWDO��7KXV��DQ\�YDULDWLRQ�LQ
WKH�DVVHW�YDOXH�LQ�WKLV�UDQJH�ZLOO�QRW�FKDQJH�WKH�YDOXH�RI�WKH�FDOO��%XW�LI�WKH�DVVHW�YDOXH
ILQLVKHV�LQ�WKH�UDQJH�DERYH�(��DQ\�YDULDWLRQ�LQ�WKH�DVVHW�YDOXH�ZLOO�EH�PDWFKHG�E\�DQ
RIIVHWWLQJ�YDULDWLRQ�LQ�WKH�FDOO�YDOXH��RQH�VORSHV�XS�DW�����ZKLOH�WKH�RWKHU�OLQH�VORSHV
GRZQ�DW������7KH�FRPELQHG�SRVLWLRQ�LV�VKRZQ�E\�WKH�WKLFN�OLQH�PDUNHG�´ORQJ�DVVHW��
VKRUW�FDOOµ��7KH�HIIHFW�RI�DGGLQJ�WKH�VKRUW�FDOO�WR�WKH�ORQJ�DVVHW�SRVLWLRQ�LV�WR�SURYLGH
D�IL[HG�´ERQXVµ��WKH�FDOO�SUHPLXP��WR�WKH�DVVHW�KROGHU�IRU�ORZ�YDOXHV�RI�WKH�DVVHW��EXW
LQ�UHWXUQ�WKH�DVVHW�KROGHU�VDFULILFHV�WKH�XSVLGH�ULVN��7KH�DVVHW�KROGHU�LV�OHIW�ZLWK�PRVW
RI�WKH�GRZQVLGH�ULVN�EXW�KDV�KHGJHG�WKH�XSVLGH�

)LJXUH���VKRZV�DQRWKHU�KHGJH�VWUDWHJ\�IRU�WKH�KROGHU�RI�DQ�DVVHW��FRPELQLQJ
WKH�ORQJ�DVVHW�SRVLWLRQ�ZLWK�D�ORQJ�SXW�SRVLWLRQ��1RWLFH�QRZ�WKH�ORQJ�SXW�LQFUHDVHV�LQ
YDOXH�DV�WKH�XQGHUO\LQJ�DVVHW�IDOOV�LQ�YDOXH��7KH�FRPELQDWLRQ�RI�WKHVH�WZR�SRVLWLRQV�LV
VKRZQ�DV�WKH�WKLFN�OLQH��7KH�GRZQVLGH�ULVN�IURP�WKH�DVVHW�SRVLWLRQ�LV�KHGJHG��EXW�WKH
XSVLGH�SRWHQWLDO�RI�WKH�DVVHW�LV�UHWDLQHG��PLQXV�RI�FRXUVH�WKH�RSWLRQ�SUHPLXP���7KLV
VHHPV�D�PRUH�QDWXUDO�W\SH�RI�KHGJH��WKH�LQYHVWRU�UHPRYHV�WKH�GRZQVLGH�ULVN�EXW
SUHVHUYHV�XSVLGH�SRWHQWLDO��%XW�RSWLRQV�DOVR�FDQ�EH�XVHG�VSHFXODWLYHO\��$�´QDNHGµ
RSWLRQ�SRVLWLRQ��KROGLQJ�WKH�RSWLRQ�ZLWKRXW�WKH�XQGHUO\LQJ�DVVHW���PHDQV�WKDW�WKH
KROGHU�RI�WKH�RSWLRQ�FDQ�PDNH�D�ORW�RI�PRQH\�LI�WKH�DVVHW�SULFH�PRYHV�LQ�WKH�ULJKW
GLUHFWLRQ��EXW�ORVHV�PRQH\�LI�WKH�RSWLRQ�LV�QRW�H[HUFLVHG��7KH�FDOO�KROGHU�LV�VSHFXODWLQJ
RQ�D�SULFH�ULVH�DQG�WKH�SXW�KROGHU�LV�VSHFXODWLQJ�RQ�D�SULFH�IDOO��7KH�ZULWHU�DOVR�FDQ
VSHFXODWH��:ULWLQJ�D�FDOO�LV�VSHFXODWLQJ�RQ�D�GRZQZDUG�SULFH�PRYHPHQW�DQG�ZULWLQJ�D
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SXW�LV�VSHFXODWLQJ�RQ�D�XSZDUG�PRYHPHQW��

(TXLOLEULXP�3ULFLQJ�DQG�3XW�&DOO�3DULW\

$�FDOO�RSWLRQ�LV�VDLG�WR�EH�´LQ�WKH�PRQH\µ�LI�WKH�FXUUHQW�DVVHW�SULFH�LV�DERYH�WKH
H[HUFLVH�SULFH�DQG�´RXW�RI�WKH�PRQH\µ�LI�WKH�FXUUHQW�DVVHW�SULFH�LV�EHORZ�WKH�H[HUFLVH
SULFH��&RQYHUVHO\�D�SXW�RSWLRQ�LV�´LQ�WKH�PRQH\µ�LI�WKH�FXUUHQW�SULFH�LV�EHORZ�WKH
H[HUFLVH�SULFH�DQG�´RXW�RI�WKH�PRQH\µ�LI�WKH�FXUUHQW�SULFH�LV�DERYH�WKH�H[HUFLVH�SULFH�
WKXV��HLWKHU�W\SH�RI�´LQ�WKH�PRQH\µ�RSWLRQ�ZRXOG�EH�SURILWDEOH�WR�WKH�KROGHU�LI�LW
FRXOG�EH�H[HUFLVHG�DW�WKH�LPPHGLDWH�VWRFN�SULFH���,I�WKH�RSWLRQ�LV�´LQ�WKH�PRQH\µDW
PDWXULW\��WKHQ�LW�LV�H[HUFLVHG�DQG�WKH�KROGHU�PDNHV�PRQH\��,I�WKH�H[HUFLVH�SULFH�LV
H[DFWO\�WKH�VDPH�DV�WKH�FXUUHQW�SULFH�RI�WKH�DVVHW��WKH�RSWLRQ�LV�VDLG�WR�EH�´DW�WKH
PRQH\µ�

7KLV�JLYHV�XV�RXW�ILUVW�FOXH�DERXW�KRZ�RSWLRQV�DUH�YDOXHG�DQG�WKHUHIRUH�SULFHG�
´,Q�WKH�PRQH\µ�RSWLRQV�DUH�PRUH�YDOXDEOH�WKDQ�´RXW�RI�WKH�PRQH\µ�RSWLRQV��(YHQ�LI
WKH�RSWLRQ�FDQQRW�EH�H[HUFLVHG�LPPHGLDWHO\��WKH�IDFW�WKDW�LW�LV�´LQ�WKH�PRQH\µ�QRZ
ERGHV�ZHOO�IRU�LW�EHLQJ�VR�DW�PDWXULW\�VLQFH�LW�GRHV�QRW�UHTXLUH�D�ELJ�SULFH�FKDQJH�WR
PDNH�D�SURILW���&RQVLGHU�D�FDOO�RSWLRQ��*LYHQ�DQ\�H[HUFLVH�SULFH��WKH�FDOO�LV�PRUH�OLNHO\
WR�EH�´LQ�WKH�PRQH\µ�DW�PDWXULW\��WKH�KLJKHU�WKH�FXUUHQW�SULFH�DQG�WKH�ORZHU�WKH
H[HUFLVH�SULFH��7KH�YDOXH�RI�WKH�FDOO�LQFUHDVHV�DV�WKH�FXUUHQW�SULFH�RI�WKH�DVVHW
LQFUHDVHV�DQG�DV�WKH�H[HUFLVH�SULFH�GHFUHDVHV��7KHVH�UHODWLRQVKLSV�DUH�VKRZQ�LQ�WKH
IROORZLQJ�WDEOH��7KH�WDEOH�VKRZV�WKH�HIIHFW�RI�WKH�DVVHW�SULFH�RQ�WKH�YDOXH�RI�D�FDOO
RSWLRQ�DV�D�´�µ�DQG�WKH�HIIHFW�RQ�D�SXW�DV�D�´�µ��L�H���DQ�LQFUHDVH�LQ�WKH�DVVHW�SULFH
LQFUHDVHV�WKH�YDOXH�RI�WKH�FDOO�DQG�UHGXFHV�WKH�YDOXH�RI�WKH�SXW��6LPLODUO\��LQFUHDVHV�LQ
WKH�H[HUFLVH�SULFH�UHGXFH�WKH�YDOXH�RI�WKH�FDOO�DQG�LQFUHDVH�WKH�YDOXH�RI�WKH�SXW��7KHUH
DUH�DOVR�RWKHU�IDFWRUV�DIIHFWLQJ�WKH�RSWLRQ�YDOXHV�DQG��IRU�RXU�SXUSRVHV��WKH�PRVW
LPSRUWDQW�RI�WKHVH�LV�WKH�YRODWLOLW\�RI�WKH�SULFH�RI�WKH�XQGHUO\LQJ�DVVHW��
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3ULFH�RI�8QGHUO\LQJ
$VVHW

� �

9RODWLOLW\�RU�5LVN�RI
$VVHW

� �

,QWHUHVW�5DWH � �

7LPH�WR�0DWXULW\ � ���

([HUFLVH�3ULFH � �

,PDJLQH�D�FDOO�RSWLRQ�ZKHUH�WKH�FXUUHQW�SULFH�RI�WKH�DVVHW�RQ�ZKLFK�LV�ZULWWHQ�LV
���DQG�WKH�VWULNLQJ�SULFH�LV�����,I�WKH�DVVHW�SULFH�LV�SHUIHFWO\�VWDEOH��WKH�RSWLRQ�ZLOO
QHYHU�FRPH�´LQ�WKH�PRQH\µ�DQG�LV�ERXQG�WR�H[SLUH�ZRUWKOHVV��:LWK�]HUR�ULVN�WR�WKH
DVVHW��WKH�FDOO�RSWLRQ�ZRXOG�KDYH�]HUR�YDOXH��7KH�VDPH�FDQ�EH�VDLG�RI�DQ�´RXW�RI�WKH
PRQH\µ�SXW�RSWLRQ��ZLWK�]HUR�ULVN�WR�WKH�DVVHW��WKH�RSWLRQ�ZLOO�UHPDLQ�´RXW�RI�WKH
PRQH\µ��6RPH�ULVN�LV�QHFHVVDU\�WR�JLYH�WKHVH�RSWLRQV�YDOXH��7KH�JUHDWHU�WKH�ULVN�WKDW
LV�LQWURGXFHG�WR�WKH�DVVHW��WKH�GHHSHU�WKH�RSWLRQ�FDQ�JR�LQWR�WKH�PRQH\��2I�FRXUVH�
ULVN�ZRUNV�LQ�WZR�GLUHFWLRQV��XS�DQG�GRZQ��%XW�ZKHQ�ORRNLQJ�DW�RSWLRQV�ZH�DUH�RQO\
LQWHUHVWHG�LQ�RQH�VLGH�RI�WKH�ULVN��:LWK�D�FDOO�RSWLRQ��WKH�LPSRUWDQW�WKLQJ�LV�WKH�XSVLGH
ULVN�LQ�WKH�DVVHW��,QFUHDVLQJ�WKH�GRZQVLGH�PRYHPHQW�LQ�WKH�DVVHW�SULFH�ZLOO�KDYH�QR
HIIHFW�RQ�WKH�FDOO�SD\RII��DQ\�´RXW�RI�WKH�PRQH\µ�SRVLWLRQ�DW�PDWXULW\�\LHOGV�D�]HUR
SD\RII��%XW�DV�XSVLGH�ULVN�LQFUHDVHV��WKLV�GRHV�LQFUHDVH�WKH�SRVVLEOH�SD\RIIV�WR�WKH�FDOO
RSWLRQ��:LWK�SXWV��WKH�UHYHUVH�LV�WUXH��,QFUHDVLQJ�ULVN�WR�WKH�DVVHW�ZLOO�LQFUHDVH�WKH
GRZQVLGH�ZKLFK�LQFUHDVHV�WKH�YDOXH�RI�WKH�SXW�DQG�ZLOO�LQFUHDVH�WKH�XSVLGH�ZKLFK�KDV
QR�HIIHFW�RQ�WKH�SXW�YDOXH��7KXV�LQFUHDVLQJ�ULVN�LQFUHDVHV�WKH�YDOXH�RI�ERWK�FDOO�DQG
SXW�RSWLRQV�DV�VKRZQ�LQ�WKH�WDEOH�

$�6,03/(�35,&,1*�02'(/�)25�237,216

:H�ZLOO�QRZ�VKRZ�D�VLPSOH�ELQRPLDO�SULFLQJ�PRGHO�WR�GHPRQVWUDWH�KRZ�RSWLRQV�DUH
SULFHG��7KH�WULFN�LQ�YDOXLQJ�WKH�RSWLRQ�LV�WR�ILQG�´VRPHWKLQJ�HOVHµ�WKDW�KDV�H[DFWO\�WKH�VDPH�SD\RIIV�DV
WKH�RSWLRQ��,I�ZH�NQRZ�WKH�SULFH�RI�WKDW�´VRPHWKLQJ�HOVHµ�WKHQ�LW�VKRXOG�VHOO�IRU�WKH�VDPH�SULFH�DV�WKH



�/HWWLQJ�:KDUWRQ�JR�SXEOLF�LV�D�YHU\�LQWHUHVWLQJ��EXW�UHPRWH��SURVSHFW�WR
FRQWHPSODWH�

��

RSWLRQ��,I�WKH�RSWLRQ�ZHUH�WR�VHOO�IRU�DQ\�GLIIHUHQW�SULFH��WKHQ�DUELWUDJH�ZRXOG�TXLFNO\�EULQJ�WKH�SULFHV
WRJHWKHU��6R��EHLQJ�P\VWHULRXV�DERXW�WKH�´VRPHWKLQJ�HOVHµ�OHW�XV�SURFHHG�ZLWK�DQ�H[DPSOH��7KH
H[DPSOH�ZLOO�VLPSOLI\�WKH�SULFH�YRODWLOLW\�E\�DVVXPLQJ�WKH�SULFH�RI�WKH�XQGHUO\LQJ�DVVHW�FDQ�RQO\�EH�RQH
RI�WZR�YDOXHV�DW�PDWXULW\��:KDUWRQ�VWRFN��FXUUHQWO\�VHOOV�IRU����EXW�LW�FRXOG�ULVH�WR����RU�IDOO�WR����
/HW�XV�ILQG�WKH�YDOXH�RI�D�FDOO�RSWLRQ�ZULWWHQ�RQ�:KDUWRQ�ZLWK�D�VWULNLQJ�SULFH�RI����DQG�ZKLFK�FDQ
EH�H[HUFLVHG�LQ�RQH�\HDU��)LUVW��FRQVLGHU�WKH�SRWHQWLDO�SD\RIIV�WR�WKH�RSWLRQ�DW�PDWXULW\�

:KDUWRQ�SULFH� ��� :KDUWRQ�SULFH� ���

&DOO�RSWLRQ�YDOXH��H[HUFLVH�SULFH� ���� � ��

1RZ�FRQVLGHU�ZKDW�WKH�VRPHWKLQJ�HOVH�PLJKW�EH��,PDJLQH�\RX�ZHUH�WR�SXUFKDVH���������RI�D�VKDUH�RI
:KDUWRQ�VWRFN�DQG�ERUURZ������ZKLFK�KDG�WR�SDLG�EDFN�ZLWK�����LQWHUHVW�LQ�H[DFWO\�RQH�\HDU�
7KLV�´SRUWIROLRµ�FRPSULVLQJ�WKH�VWRFN�DQG�WKH�GHEW�ZRXOG�KDYH�WKH�IROORZLQJ�YDOXH�DW�\HDU�HQG�

:KDUWRQ�SULFH� ��� :KDUWRQ�SULFH� ���

��������RI�VKDUH�RI�:KDUWRQ�VWRFN ������ ������

5HSD\PHQW�RI�ORDQ�RI������SOXV����
LQWHUHVW

�������� ��������

727$/ � ��
�
7KH�SRUWIROLR�KDV�H[DFWO\�WKH�VDPH�SD\RIIV�DV�WKH�RSWLRQ�DQG�WKHUHIRUH�PXVW�VHOO�IRU�WKH�VDPH�SULFH�
7KXV�WKH�YDOXH�RI�WKH�RSWLRQ�PXVW�EH�

9DOXH�RI�&DOO�  ��KHGJH�UDWLR��DVVHW�SULFH����SUHVHQW�YDOXH�RI�ORDQ
UHSD\PHQW

 �����������SULFH�:KDUWRQ�VKDUH���������ORDQ
 ��������������������� �������

6LQFH�WKH�SD\RIIV�WR�WKH�RSWLRQ�FDQ�DOZD\V�EH�UHSOLFDWHG�E\�FRPELQLQJ�D�ULVN�IUHH�SRVLWLRQ
�OHQGLQJ�RU�ERUURZLQJ��ZLWK�D�SRVLWLRQ�LQ�WKH�XQGHUO\LQJ�DVVHW��WKLV�IRUPXOD�HQDEOHV�\RX�WR�YDOXH�WKH
RSWLRQ��7KH�WULFN�WR�GRLQJ�WKLV�LV�WR�ILQG�KRZ�PXFK�RI�WKH�XQGHUO\LQJ�DVVHW�QHHGV�WR�LQFOXGHG�LQ�WKLV
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KHGJH UDWLR � � '
VSUHDG RI RSWLRQ SD\RIIV
VSUHDG RI DVVHW SULFHV

'
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�� & ��

' �������

SRUWIROLR��7KLV�SURSRUWLRQ�LV�NQRZQ�DV�WKH�KHGJH�UDWLR�RI�WKH�RSWLRQ�GHOWD�� ���,W�LV�FDOFXODWHG�DV
IROORZV�

/HW�XV�QRZ�YDOXH�D�SXW�RSWLRQ�RQ�WKH�VDPH�VWRFN�ZKHUH�WKH�H[HUFLVH�SULFH�LV�VD\������DW�WKH
PRQH\���7KH�SD\RII�DW�PDWXULW\�WR�WKH�KROGHU�RI�WKH�SXW�RSWLRQ�LV�

:KDUWRQ�SULFH� ��� :KDUWRQ�SULFH� ���

3XW�RSWLRQ�YDOXH��H[HUFLVH�SULFH� ���� �� �

1RZ�WKH�KHGJH�UDWLR��RU� ��LV���������������� �������%XW�WKH�SRUWIROLR�SRVLWLRQV�DUH�UHYHUVHG��1RZ
\RX�ZLOO�WDNH�D�VKRUW�SRVLWLRQ�LQ�����VKDUHV�RI�:KDUWRQ�VWRFN�DQG�OHQG����DW�����LQWHUHVW��7KH
WHUPLQDO�YDOXH�RI�WKLV�SRUWIROLR�LV�

:KDUWRQ�SULFH� ��� :KDUWRQ�SULFH� ���

VKRUW�����RI�VKDUH�RI�:KDUWRQ�VWRFN ������ ������

5HSD\PHQW�RI�ORDQ�RI����SOXV����
LQWHUHVW

���� ����

727$/ �� �
�
7KH�SRUWIROLR�KDV�H[DFWO\�WKH�VDPH�SD\RIIV�DV�WKH�SXW�RSWLRQ�DQG�WKHUHIRUH�PXVW�VHOO�IRU�WKH�VDPH�SULFH�
7KXV�WKH�YDOXH�RI�WKH�SXW�RSWLRQ�PXVW�EH�

9DOXH�RI�3XW�  � ������SULFH�:KDUWRQ�VKDUH�������ORDQ
 �������������  ��

7KH�VDPH�JHQHUDO�SULQFLSOHV�RI�RSWLRQ�SULFLQJ�FDQ�EH�XVHG�ZKHUH�WKH�DVVHW
SULFHV�GRHV�QRW�VLPSO\�IDOO�RXW�DV�RQH�RI�WZR�YDOXHV�EXW�FDQ��DW�PDWXULW\�RI�WKH�RSWLRQ�
EH�VSUHDG�RYHU�D�YHU\�ODUJH�QXPEHU�RI�YDOXHV��7KH�LQVLJKW�LV�WKH�VDPH��RQH�PXVW
HVWDEOLVK�D�SRUWIROLR�ZKLFK�KDV�WKH�VDPH�SD\RII�VWUXFWXUH�DV�WKH�RSWLRQ��L�H���IRU�HDFK
SRVVLEOH�YDOXH�RI�WKH�XQGHUO\LQJ�DVVHW��WKH�SD\RII�WR�WKH�SRUWIROLR�LV�H[DFWO\�WKH�VDPH
DV�WKH�RSWLRQ���7KLV�NH\�LQVLJKW�LV�WKH�PHDW�RI�WKH�%ODFN�6FKROHV�RSWLRQ�SULFLQJ�PRGHO�
7KH�IRUPXOD�LV�D�OLWWOH�RSDTXH��EXW�WKH�LPSRUWDQW�WKLQJ�LV�WR�QRWH�WKH�YDULDEOHV�DQG
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C ' S N(d1) & Ee &rtN(d2)

where d1 '

log( S
E

% (r % ½ 2)t)

t
; d2 ' d1 & t

KRZ�WKH\�DIIHFW�YDOXH�

7KH�WZR�WHUPV�LQ�WKH�IRUPXOD�IRU�&�DUH�HVVHQWLDOO\�WKH�VDPH�DV�WKRVH�LQ�WKH�ELQRPLDO
IRUPXOD��5HFDOO�WKDW�WKH�ELQRPLDO�SULFLQJ�IRUPXOD�KDG�WZR�WHUPV��WKH�ILUVW�ZDV�WKH
KHGJH�UDWLR�WLPHV�WKH�FXUUHQW�DVVHW�SULFH�DQG�WKH�VHFRQG�ZDV�WKH�SUHVHQW�YDOXH�RI�D
ORDQ��7KH�VDPH�LV�WUXH�KHUH��7KH�ILUVW�WHUP��61�G

�

��LV�WKH�VWRFN�SULFH�WLPHV�WKH�KHGJH
UDWLR��7KH�VHFRQG�WHUP�(H�UW�1�G

�

��LV�UHDOO\�WKH�SUHVHQW�YDOXH�RI�D�ORDQ��7KH�KHGJH
UDWLR��1�G

�

��LV�UDWKHU�FRPSOLFDWHG�WR�FDOFXODWH�VLQFH�WKH�VWRFN�SULFH�LV�FKDQJLQJ
FRQVWDQWO\�RYHU�WLPH��7KH�H[SUHVVLRQ�1����LV�WKH�FXPXODWLYH�QRUPDO�GLVWULEXWLRQ
UHIOHFWLQJ�WKDW�WKH�ILQDO�YDOXH�ZLOO�IROORZ�VRPH�GLVWULEXWLRQ��7KH�UHOHYDQW�YDULDEOHV�DUH
WKH�FXUUHQW�SULFH�RI�WKH�XQGHUO\LQJ�DVVHW��´6µ��WKH�H[HUFLVH�SULFH�´(µ��WKH�GLVFRXQW
UDWH��´Uµ��WKH�WLPH�WR�PDWXULW\�´Wµ�DQG�WKH�YRODWLOLW\�RI�WKH�DVVHW�SULFH�´ µ��7KHVH�DUH�DOO
WKH�YDULDEOHV�QRWHG�LQ�WKH�DERYH�WDEOH�DQG�WKHLU�HIIHFWV�RQ�SULFH�FDQ�EH�ZRUNHG
WKURXJK�WKH�IRUPXOD�WR�VKRZ�WKH�VLJQV�LQ�WKH�WDEOH��7KH�FDOO�SULFH�LQFUHDVHV�DV�WKH�6�� �
U�DQG�W�LQFUHDVH�DQG�WKH�FDOO�YDOXH�GHFUHDVHV�DV�(�LQFUHDVHV�

$Q�LPSRUWDQW�UHODWLRQVKLS�LV�WKDW�EHWZHHQ�WKH�SULFH�RI�D�FDOO�DQG�D�SXW��7KLV
UHODWLRQVKLS�LV�FDOOHG�SXW�FDOO�SDULW\��7KH�UHODWLRQVKLS�LV�DQ�HTXLOLEULXP�RQH��,I�SULFHV�GR
QRW�EHDU�WKLV�UHODWLRQVKLS�WR�HDFK�RWKHU�D�SRVVLELOLW\�IRU�DUELWUDJH�H[LVWV��7KHUHIRUH��LQ
HTXLOLEULXP��WKH�SULFHV�RI�FDOO�DQG�SXWV�ZLOO�JUDYLWDWH�WR�WKLV�UHODWLRQVKLS��3XW�FDOO
SDULW\�DVVHUWV�WKH�IROORZLQJ�UHODWLRQVKLS�EHWZHHQ�WKH�SULFH�RI�D�SXW�RSWLRQ�DQG�D�FDOO
RSWLRQ�WKDW�KDV�WKH�VDPH�H[HUFLVH�SULFH�

&����3  6���39�(�

7KH�GLIIHUHQFH�EHWZHHQ�WKH�SULFH�RI�D�FDOO�RSWLRQ�DQG�D�SXW�ZLWK�WKH�VDPH�H[HUFLVH
SULFH�LV�HTXDO�WR�WKH�GLIIHUHQFH�EHWZHHQ�WKH�SULFH�RI�WKH�XQGHUO\LQJ�DVVHW�DQG�WKH
SUHVHQW�YDOXH�RI�WKH�H[HUFLVH�SULFH��,Q�WKH�DERYH�H[DPSOH��WKH�YDOXH�RI�D�SXW�ZLWK�DQ
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H[HUFLVH�SULFH�RI����RQ�D�VWRFN�ZLWK�D�FXUUHQW�YDOXH�RI����ZDV�����/HW�XV�QRZ�FRQVLGHU
ZKDW�WKH�YDOXH�RI�WKH�FDOO�ZRXOG�KDYH�EHHQ�KDG�WKH�H[HUFLVH�SULFH�EHHQ����UDWKHU�WKDQ
����7KH�KHGJH�UDWLR��RU� ��ZRXOG�QRZ�EH���������������� ������$QG�D�ORDQ�RI��������
ZRXOG�EH�QHHGHG�WR�PDNH�XS�WKH�SRUWIROLR�ZLWK�WKH�VDPH�SD\RII�VWUXFWXUH�DV�WKH�FDOO�
7KXV�WKH�FDOO�ZRXOG�EH�SULFHG�DW

9DOXH�RI�&DOO�  KHGJH�UDWLR��DVVHW�SULFH��PLQXV�SUHVHQW�YDOXH�RI
ORDQ�UHSD\PHQW

 � �����SULFH�:KDUWRQ�VKDUH������������ORDQ
 ������������������  �������

6R��XVLQJ�SXW�FDOO�SDULW\�ZH�KDYH

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

+DG�WKH\�EHHQ�SULFHG�DQ\�GLIIHUHQWO\�WKHQ�PRQH\�FRXOG�EH�PDGH�E\�DUELWUDJH�

6:$36

6ZDSV�DUH�SULYDWH�DJUHHPHQW�LQ�ZKLFK�SDUWLHV�H[FKDQJH�FDVK�IORZV��7KH
H[FKDQJH�LV�XVXDOO\�RQH�RI�GLIIHUHQW�FXUUHQFLHV�RU�GLIIHUHQW�LQWHUHVW�SD\PHQWV��,Q�WKH
VZDS��WKH�SDUWLHV�DUH�REOLJDWHG�WR�WKH�H[FKDQJH�DQG�LQ�WKLV�VHQVH��WKH�VZDS�LV�OLNH�D
IRUZDUG�RU�IXWXUH�EXW�QRW�OLNH�DQ�RSWLRQ��%XW��XQOLNH�WKH�IRUZDUG�DQG�IXWXUH��WKH�VZDS
LQYROYHV�WKH�H[FKDQJH�RI�D�QXPEHU�RI�GLIIHUHQW�FDVK�IORZV�DW�YDULRXV�IXWXUH�GDWHV��)RU
H[DPSOH��D�FXUUHQF\�VZDS�PLJKW�EH�VRXJKW�E\�D�8�6��ILUP�ZLWK�GHEW�UDLVHG�LQ
*HUPDQ\�IRU�ZKLFK�LW�PXVW�PHHW�'�0DUN�LQWHUHVW�SD\PHQWV��$QRWKHU�ILUP�PLJKW�EH
LQ�WKH�RSSRVLWH�SRVLWLRQ�RI�KDYLQJ�WR�PHHW�DQ�LQWHUHVW�REOLJDWLRQ�GHQRPLQDWHG�LQ
GROODUV��,I�WKHVH�REOLJDWLRQV�DUH�RI�URXJKO\�HTXDO�YDOXH��DGMXVWLQJ�E\�H[FKDQJH�UDWH��
WKHQ�D�VZDS�RI�WKHVH�LQWHUHVW�REOLJDWLRQV�LV�IHDVLEOH��,Q�WKLV�ZD\��HDFK�ILUP�FDQ�UHSODFH
DQ�REOLJDWLRQ�GHQRPLQDWHG�LQ�RQH�FXUUHQF\�ZLWK�DQ�REOLJDWLRQ�LQ�DQRWKHU�PRUH
VXLWDEOH�FXUUHQF\��7KXV��WKH�8�6��ILUP�ZLWK�VRPH�IRUHLJQ�RSHUDWLRQV��PLJKW�SUHIHU�WR
KDYH�DOO�LWV�REOLJDWLRQV�GHQRPLQDWHG�LQ�GROODUV�DQG�WKH�VZDS�LV�D�RIWHQ�D�FRQYHQLHQW
DQG�HFRQRPLFDO�ZD\�RI�DFKLHYLQJ�WKLV��

7KH�RWKHU�FRPPRQ�W\SH�RI�VZDS�LV�WKH�LQWHUHVW�UDWH�VZDS�LQ�ZKLFK�D�SD\PHQW
VWUHDP�RI�IORDWLQJ�UDWHV�LV�H[FKDQJHG�IRU�RQH�LQ�IL[HG�UDWHV��,Q�WKLV�W\SH�RI
DUUDQJHPHQW��WZR�ILUPV�ZLWK�GLIIHUHQW�QHHGV�FDQ�DJUHH�WR�H[FKDQJH�WKH�LQWHUHVW
SD\PHQWV�RQ�VRPH�QRWLRQDO�SULQFLSDO��)RU�H[DPSOH��RQH�RI�WKH�ILUPV�PD\�KDYH
LQFRPH�WKDW�LV�SRVLWLYHO\�FRUUHODWHG�ZLWK�LQWHUHVW�UDWHV�EXW�LWV�GHEW�REOLJDWLRQV�DUH



�1RWH�WKDW�WKH�FKDQJH�LQ�9�$��LQ�WKH�IRUPXOD�LV������U�� U��7KLV�LV�GHULYHG�IURP
WKH�WRWDO�GHULYDWLYH�RI�G9���� �^G9����GU` U���ZKHUH�9���� ���U�
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IL[HG��7KLV�ILUP�ZRXOG�EH�DEOH�WR�KHGJH�LWV�DVVHW�ULVN�LI�LW�FRXOG�UH�DUUDQJH�WR�KDYH�LWV
GHEW�LQWHUHVW�WR�EH�IORDWLQJ��$QRWKHU�ILUP�PD\�ILQG�LWVHOI�ZLWK�LQFRPH�WKDW�LV�LQWHUHVW
LQVHQVLWLYH��EXW�KDV�GHEW�REOLJDWLRQV�WKDW�IORDW�ZLWK�LQWHUHVW�UDWHV��7KLV�ILUP�FRXOG
DYRLG�WKH�LQWHUHVW�ULVN�E\�UHSODFLQJ�LWV�IORDWLQJ�LQWHUHVW�SD\PHQWV�ZLWK�IL[HG��6R��WKH
WZR�ILUPV�KDYH�D�PXWXDO�EDVLV�IRU�DQ�H[FKDQJH�RI�LQWHUHVW�SD\PHQWV��0RUH�VXEWO\�
ILUPV�PD\�ZLVK�WR�PDWFK�WKH�GXUDWLRQ�RI�WKHLU�DVVHWV�DQG�OLDELOLWLHV�DQG�WKLV�PD\�FDOO
IRU�SHULRGLF�UH�DGMXVWPHQWV�ZKLFK�FDQ�EH�DFKLHYHG�WKURXJK�WKH�XVH�RI�VZDSV�

7KH�QHHGV�RI�ILUPV�YDU\�FRQVLGHUDEO\�DQG�\RX�FDQ�LPDJLQH�WU\LQJ�WR�ILQG�DQ
DSSURSULDWH�VZDS�SDUWQHU�ZKRVH�QHHGV�H[DFWO\�PLUURUHG�\RXUV��6R��VZDSV�DUH�XVXDOO\
DUUDQJHG�ZLWK�LQWHUPHGLDULHV�ZKR�PD\�DFW�DV�JXDUDQWRUV�RU�ZKR�PD\�PDNH�D�PDUNHW�
7KLV�LQYROYHV�D�IHH�IRU�WKH�LQWHUPHGLDU\�WR�FRYHU�WKH�ULVN�LQ�WKH�JXDUDQWHH�DQG�WKH�ULVN
DWWDFKHG�WR�PLV�PDWFKHV�LQ�WKH�GHDOHU·V�RYHUDOO�SRVLWLRQ�
�

AN ILLUSTRATION OF AN INTEREST RATE SWAP. A car manufacturer has an
expected income stream that has a present value of 100 million. This value is
calculated by discounting expected income at the current interest rate of 5%. (i.e.,
the calculation is 5/0.05 = 100). However, if interest rates change over the next
year, this will affect the present value of this cash stream to (values in $
millions):2

The firm also has floating rate debt with a value of $40 m. Note the value of this
debt will not change as interest rates change.

V(D1) = r(40)/r = 40

In addition, the firm has $40 m million of fixed debt paying a fixed interest of $2 m
(5%). Notice that the value of this debt is sensitive to changes in interest rates
($m)
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The TOTAL FIRM VALUE IS
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Now suppose that the floating debt of 40m was exchanged for another 40m fixed
rate debt. The difference is 

V(D1) = 40
minus V(D2) = 40          - (2/r2) r 

DIFFERENCE   0         + (2/r2) r

So the firm should be able to buy a swap, exchanging the floating payments on a
notional debt of $40 m for fixed payment of $2 m for a cost “c” and now assume a
liability of - (2/r2) r. The net worth of the firm is now

V(A) = 100         -  (5/r2) r
 minus V(D1) =   40
 minus V(D2) =   40    -  (2 /r2) r.
 Plus SWAP =    -c         + (2 /r2) r.
NET WORTH   20   - c  - (1/r2) r

which is much less sensitive to interest rate changes than before the swap. Notice
that, if the firm has undertaken the swap on a notional amount of $60 m for a
price of.

1.5((-c   + (2/r2) r)

Then the firm would have been perfectly hedged
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V(A) = 100     -  (5/r2) r
 minus V(D1)=   40
 minus V(D2)=   40 - (2/r2) r.
 Plus SWAP =  -1.5c    + (3/r2) r.
NET WORTH   20m - 1.5c 

<RX�FDQ�VHH�QRZ�WKDW�WKH�KHGJHG�YDOXH�RI�WKH�ILUP�LV�LQGHSHQGHQW�RI�´Uµ��7KH�ILUP
KDV�XVHG�WKH�VZDS�WR�UHPRYH�DOO�ULVN�WKDW�DULVHV�IURP�FKDQJHV�LQ�LQWHUHVW�UDWHV�

620(�$33/,&$7,216�2)�237,216

'HEW��(TXLW\�DQG�%DQNUXSWF\��WKH�'HIDXOW�3XW�2SWLRQ

'HEW�LV�D�IL[HG�REOLJDWLRQ�IRU�D�ILUP��,Q�UHWXUQ�IRU�ERUURZLQJ�PRQH\��WKH�ILUP
FRPPLWV�WR�D�VHULHV�RI�LQWHUHVW�SD\PHQWV�SOXV�UHSD\PHQW�RI�SULQFLSOH��7KHVH�SD\PHQWV
WDNH�SULRULW\�RYHU�SD\PHQWV�WR�VKDUHKROGHUV��HTXLW\�LV�WKH�UHVLGXDO�FODLP��+RZ�GR�ZH
YDOXH�WKHVH�FODLPV�RQ�WKH�ILUP"�,Q�SULQFLSOH��ZH�FDQ�WDNH�WKH�FDSLWDOL]HG�YDOXH�RI�WKH
IXWXUH�H[SHFWHG�FDVK�IORZV��/HW�XV�VLPSOLI\�WKLV�LGHD�LQ�RUGHU�WR�VKRZ�WKDW�WKH
ILQDQFLDO�VWUXFWXUH�RI�WKH�ILUP�KDV�FOHDU�RSWLRQ�FKDUDFWHULVWLFV��2QH�RI�WKH�GHFLVLRQV
WKH�ILUP�PDNHV�FRQVWDQWO\��WKRXJK�RIWHQ�E\�GHIDXOW��LV�ZKHWKHU�WR�FRQWLQXH�RU�WR
OLTXLGDWH�LWV�RSHUDWLRQV��7KH�GHFLVLRQ�WR�FRQWLQXH�LV�UDWLRQDO�LI�WKH�RQJRLQJ�YDOXH
H[FHHGV�WKH�OLTXLGDWLRQ�YDOXH��,I�WKLV�LV�WKH�FDVH��WKH�ILUP�FRXOG�EH�VROG�IRU�LWV�RQJRLQJ
YDOXH��7KH�VDOH�YDOXH�LV�WKH�FDSLWDOL]HG�YDOXH�RI�LQYHVWRUV·�H[SHFWDWLRQV�RI�IXWXUH�FDVK
IORZV���7KLV�OLQH�RI�WKLQNLQJ�HQDEOHV�XV�WR�VWUHDPOLQH�WKH�UHODWLRQVKLSV�EHWZHHQ�GHEW
DQG�HTXLW\�E\�FRPSUHVVLQJ�WKH�IXWXUH�LQWR�D�VLQJOH�WLPH�SHULRG��7KH�SUHVHQW�YDOXH�RI
WKH�ILUP�LV�WKH�SUHVHQW�YDOXH�RI�WKH�PD[LPXP�RI�WKH��D��OLTXLGDWLRQ�YDOXH�RU��E��VDOH�DV
DQ�RQJRLQJ�FRQFHUQ�YDOXH�LQ�RQH�SHULRG·V�WLPH��,I�WKH�ILUP�LV�OLTXLGDWHG�RU�VROG��WKH
YDOXH�RI�WKH�HTXLW\�LQ�RQH�SHULRG·V�WLPH�LV�WKH�UHVLGXDO�DIWHU�DFFRXQWLQJ�IRU�WKH�YDOXH
RI�GHEW��

7KHVH�UHODWLRQVKLSV�DUH�VKRZQ�LQ�)LJXUH����7KH�ILUP�KDV�GHEW�ZLWK�D�IDFH�YDOXH
VKRZQ�DV�'��7KH�ILUP�FDQ�GLVFKDUJH�LWV�GHEW�OLDELOLW\�E\�UHSD\LQJ�GHEW�IRU�WKLV�DPRXQW
DQG�WKH�YDOXH�RI�WKH�GHEW�LV�VKRZQ�DV�LWV�IDFH�YDOXH�'�LI�WKH�ILUP�LV�VROYHQW��6XSSRVH
WKH�WRWDO�YDOXH�RI�WKH�ILUP��ODEHOHG�9�)���LV�OHVV�WKDQ�'��7KH�ILUP�VLPSO\�GRHV�QRW�KDYH
VXIILFLHQW�YDOXH�WR�GLVFKDUJH�LWV�GHEW�REOLJDWLRQ��8QGHU�WKH�DEVROXWH�SULRULW\�UXOH�RI
EDQNUXSWF\��WKH�HTXLW\�LV�QRZ�ZRUWKOHVV�DQG�WKH�ZKROH�ILUP�HVVHQWLDOO\�EHORQJV�WR�WKH
FUHGLWRUV��&RQVHTXHQWO\��WKH�YDOXH�RI�GHEW�LV�WKH�����OLQH�ZKHQ�9�)��'��DQG�'�ZKHQ
9�)�!'��7KH�YDOXH�RI�HTXLW\�LV�WKH�UHVLGXDO��]HUR�ZKHQ�9�)��'��DQG�9�)��'�ZKHQ�
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9�)�!'���7KH�HTXLW\�YDOXH�LV�VKRZQ�E\�OLQH�FRLQFLGHQW�ZLWK�WKH�KRUL]RQWDO�D[LV�XS�WR
SRLQW�'�DQG�VORSLQJ�XS�DW�����WKHUHDIWHU��

7KH�UHODWLRQVKLSV�EHWZHHQ�GHEW�DQG�HTXLW\�FDQ�EH�VHHQ�DV�RSWLRQ�SRVLWLRQV�
)LUVW��QRWLFH�WKDW�WKH�SD\RII�OLQH�WR�HTXLW\�VKRZQ�LQ�)LJXUH���LV�WKH�VDPH�DV�WKDW�IRU�D
FDOO�RSWLRQ��,I�\RX�FRQVLGHU�WKDW�GHEW�DQG�HTXLW\�DUH�VLPSO\�FODLPV�RQ�WKH�YDOXH�RI�WKH
ILUP��WKH\�DUH�VHHQ�LPPHGLDWHO\�DV�GHULYDWLYHV��0RUHRYHU��QRWLFH�WKDW�HTXLW\�LV�]HUR
ZKHQ�WKH�XQGHUO\LQJ�DVVHW��WKH�YDOXH�RI�WKH�ILUP��LV�OHVV�WKDQ�'��DQG�HTXLW\�LV�ZRUWK
WKH�ILUP�YDOXH�PLQXV�'�RWKHUZLVH��7KXV��HTXLW\�HPHUJHV�DV�D�FDOO�RSWLRQ�RQ�WKH�XQGHUO\LQJ�ILUP
YDOXH�ZLWK�DQ�H[HUFLVH�SULFH�HTXDO�WR�WKH�IDFH�YDOXH�RI�GHEW��7KLV�UHODWLRQVKLS�LV�GHQRWHG�

9�(�  &^9�)���'`

7KLV�VD\V�WKH�YDOXH�RI�HTXLW\��9�(����LV�WKH�VDPH�DV�D�FDOO�RSWLRQ���&^�`�RQ�WKH�YDOXH�RI
WKH�ILUP��9�)���ZKHUH�WKH�H[HUFLVH�SULFH�LV�WKH�IDFH�YDOXH�RI�GHEW��'��)LJXUH���VKRZV
WKH�LQWXLWLRQ�EHKLQG�WKLQNLQJ�RI�HTXLW\�DV�D�FDOO�RSWLRQ��6WDUW�ZLWK�WKH�����OLQH�VKRZQ
DV�D�WKLQ�VROLG�OLQH�ODEHOHG�9�)���WKLV�LV�WKH�YDOXH�RI�WKH�ILUP��,I�ZH�VXEWUDFW�WKH�IDFH
YDOXH�RI�GHEW��'��IURP�9�)��ZH�DUH�OHIW�ZLWK�WKH�GRWWHG�OLQH��9�)��'��7KH�GRZQZDUGV
DUURZ�VKRZV�WKH�HIIHFW�RI�GHGXFWLQJ�'�IURP�9�)���1RZ��DOVR�GUDZQ�RQ�WKH�GLDJUDP�LV
D�SXW�RSWLRQ�ZLWK�D�VWULNLQJ�SULFH�HTXDO�WR�WKH�IDFH�YDOXH�RI�GHEW��7KLV�SXW�RSWLRQ�LV
VKRZQ�DV�D�GDVKHG�OLQH�DQG�ODEHOHG�´WKH�GHIDXOW�SXW�RSWLRQµ�IRU�UHDVRQV�WKDW�ZLOO�EHFRPH
FOHDU��1RZ�LI�WKLV�SXW�RSWLRQ�LV�DGGHG�WR�9�)��'�DV�VKRZQ�E\�WKH�XSZDUGV�DUURZ��ZH
DUH�OHIW�ZLWK�WKH�EROG�VROLG�NLQNHG�OLQH�ZKLFK�LV�WKH�HTXLW\�SD\RII�VKRZQ�LQ�)LJXUH���
,�H���ZH�KDYH�VKRZQ�KRZ�WKH�HTXLW\�FDOO�RSWLRQ�LV�UHODWHG�WR�RWKHU�ILUP�YDOXHV��7KHVH
PDWKHPDWLFDO�RSHUDWLRQV�FDQ�EH�VKRZQ�DV�IROORZV�

9�(��� &^9�)���'`  �9�)����'���3^9�)���'`

ZKHUH�3^9�)���'`�GHQRWHV�D�SXW�RSWLRQ�ZULWWHQ�RQ�DVVHW�9�)���ZLWK�DQ�H[HUFLVH�SULFH
'��'RHV�WKLV�ORRN�IDPLOLDU��/HW�XV�UH�DVVHPEOH�WKH�UHODWLRQVKLS�DV�IROORZV�

&^9�)���'`�����3^9�)���'`  �9�)����'

7KLV�LV�VLPSO\�SXW�FDOO�SDULW\��5HFDOO��WKH�RULJLQDO�QRWDWLRQ�ZDV�&�3� �6���39�(���7KH
ULJKW�VLGH�LV�VLPSO\�WKH�GLIIHUHQFH�EHWZHHQ�WKH�YDOXH�RI�D�FDOO�DQG�SXW�ZULWWHQ�RQ�WKH
VDPH�XQGHUO\LQJ�DVVHW�ZLWK�WKH�VDPH�H[HUFLVH�SULFH��7KH�XQGHUO\LQJ�DVVHW�KHUH�LV�9�)�
�FRPSDUHG�ZLWK�WKH�VKDUH�SULFH�6�ZLWK�VWRFN�RSWLRQV��DQG�WKH�H[HUFLVH�SULFH�LV�'��6R
WKH�RQO\�GLIIHUHQFH�LV�WKDW�LQ�WKH�RULJLQDO�SXW�FDOO�SDULW\�ZH�XVHG�WKH�SUHVHQW�YDOXH�RI
WKH�H[HUFLVH�SULFH�RQ�WKH�ULJKW�VLGH��7KH�UHDVRQ�WKLV�ZDV�QRW�GRQH�LQ�WKH�ILUP�YDOXHV



��

ZDV�VLPSO\�WKDW�ZH�GLG�QRW�WKLQN�RI�WKH�WLPH�GLPHQVLRQ�DQG�WKXV�WKH�QHHG�IRU
GLVFRXQWLQJ��

1RZ�GHEW�FDQ�DOVR�EH�VHHQ�LQ�WHUPV�RI�RSWLRQV��:H�FDQ�ZULWH�WKH�VDPH�SXW�FDOO
SDULW\�UHODWLRQVKLS�LQ�WKH�IROORZLQJ�IRUP��

9�'�� �'����3^9�)���'`���� �9�)����&^9�)���'`

7KLV�VD\V�WKH�YDOXH�RI�GHEW�LV�WKH�GLIIHUHQFH�EHWZHHQ�WKH�IDFH�YDOXH�RI�WKH�GHEW��'�
DQG�D�SXW�RSWLRQ��3^9�)��'`��'HVSLWH�WKH�IDFW�WKDW�FUHGLWRUV�DUH�IRUPDOO\�SURPLVHG�D
UHSD\PHQW�RI�'��WKH�YDOXH�RI�WKH�GHEW�LV�VRPHZKDW�OHVV�WKDQ�'��LW�LV�'�OHVV�WKH�YDOXH
RI�WKH�GHIDXOW�SXW�RSWLRQ��7KH�RWKHU�VLGH�RI�WKLV�FRLQ�LV�WKDW�WKH�VKDUHKROGHUV�KDYH�WKH
ORQJ�SRVLWLRQ�LQ�WKH�GHIDXOW�SXW��7KH\�KDYH�WKH�ULJKW�WR�´SXWµ�WKH�ILUP�WR�WKH�FUHGLWRUV�
L�H���WKH�ULJKW�WR�H[FKDQJH�WKH�ILUP�IRU�WKHLU�REOLJDWLRQ�WR�SD\�'�WR�WKH�FUHGLWRUV��,W
PDNHV�VHQVH�IRU�WKH�VKDUHKROGHUV�WR�H[HUFLVH�WKLV�RSWLRQ�ZKHQ�WKH�YDOXH�RI�WKH�ILUP�LV
ORZHU�WKDQ�'��6R��VD\LQJ�WKDW�VKDUHKROGHUV�KDYH�OLPLWHG�OLDELOLW\�DQG�WKDW�VKDUH�SULFHV
FDQQRW�JR�QHJDWLYH�LV�WKH�VDPH�DV�VD\LQJ�WKDW�VKDUHKROGHUV�RZQ�WKH�GHIDXOW�RXW�RSWLRQ�

/HW�XV�QRZ�ZRUN�WKURXJK�DQ�H[DPSOH�WR�VKRZ�KRZ�WKH�GHIDXOW�SXW�RSWLRQ�LV
YDOXHG�DQG�WKHUHIRUH�KRZ�GHEW�LV�YDOXHG��7R�GR�WKLV�ZH�ZLOO�XVH�WKH�ELQRPLDO�SULFLQJ
PRGHO��,W�LV�DOVR�XVHIXO�WR�UH�LQWURGXFH�WLPH�DQG�GLVFRXQWLQJ�LQWR�WKH�PRGHO��6R�OHW�XV
VWDUW�E\�UH�VWDWLQJ�WKH�SXW�FDOO�SDULW\�UHODWLRQVKLS�ZLWK�WKH�WLPH�YDOXH�RI�PRQH\�VKRZQ��

&^9�)���'`�����3^9�)���'`  �9�)����39�'�

1RZ��FRQVLGHU�WKH�YDOXH�RI�D�GHIDXOW�SXW�RSWLRQ�IRU�D�ILUP�WKDW�LV�FXUUHQWO\�ZRUWK������EXW�PD\�EH
ZRUWK�����RU�����LQ�RQH�\HDU·V�WLPH��7KH�ILUP�KDV�RXWVWDQGLQJ�GHEW�ZLWK�D�IDFH�YDOXH�RI������:H
ZLOO�DVVXPH�D�����LQWHUHVW�UDWH�RQ�ULVNOHVV�GHEW�

7HUPLQDO�YDOXH�RI�ILUP
9�)�� ����

7HUPLQDO�YDOXH�RI�ILUP
9�)�� ����

7HUPLQDO�SD\RII�RQ�GHIDXOW
SXW�
�IDFH�YDOXH� �����

�� �

1RZ�ZH�FDQ�FDOFXODWH�WKH�KHGJH�UDWLR��RU� ��XVLQJ�WKH�ELQRPLDO�SULFLQJ�PRGHO�FRQVLGHUHG�HDUOLHU��7KH



��

UDWLR�LV�WKDW�RI�WKH�VSUHDG�LQ�WKH�RSWLRQ�SD\RII�WR�WKH�VSUHDG�LQ�9�)��L�H��������������������� ��
�����1RZ�FRQVLGHU�WKDW�DQ�LQYHVWRU�ZHUH�WR�WDNH�D�VKRUW�HTXLW\�SRVLWLRQ�LQ�����RI�WKH�ILUP�YDOXH�DQG
OHQG�������DW�����LQWHUHVW��7KH�WHUPLQDO�YDOXH�RI�WKLV�SRUWIROLR�LV�

9�)�� ���� 9�)�� ����

VKRUW�����RI�9�)� ���� ����

5HSD\PHQW�RI�ORDQ�RI�������SOXV����
LQWHUHVW

�� ��

727$/ �� �
�
7KH�SRUWIROLR�KDV�H[DFWO\�WKH�VDPH�SD\RIIV�DV�WKH�SXW�RSWLRQ�DQG�WKHUHIRUH�PXVW�VHOO�IRU�WKH�VDPH�SULFH�
7KXV�WKH�YDOXH�RI�WKH�SXW�RSWLRQ�PXVW�EH�

9DOXH�RI�'HIDXOW3XW�  � ������9�)�����������ORDQ
 �����������������  ����

7KH�YDOXH�RI�WKH�YDULRXV�FODLPV�RQ�WKH�ILUP�FDQ�QRZ�EH�FDOFXODWHG��'HEW�LV�YDOXHG�DV�WKH�YDOXH�RI
ULVNOHVV�GHEW��39�'�� �����GLVFRXQWHG�DW����� ���������PLQXV�WKH�YDOXH�RI�WKH�GHIDXOW�SXW�
$QG�HTXLW\�LV�WKH�UHVLGXDO�FODLP�

'HEW� 9�'�  ���������������  �����
(TXLW\ 9�(�  �����

$QG�OHW�XV�ILQLVK�ZKHUH�ZH�VWDUWHG�ZLWK�SXW�FDOO�SDULW\�

&^9�)���'`�����3^9�)���'`  �9�)����39�'�
������������  ������������  �����

7KH�GHIDXOW�SXW�RSWLRQ�LV�DW�WKH�KHDUW�RI�WKH�FRUSRUDWH�ULVN�PDQDJHPHQW�VWRU\�
7KH�YDULRXV�VWDNHKROGHUV�ZLOO�EHKDYH�VWUDWHJLFDOO\�WR�PDQLSXODWH�WKH�YDOXH�RI�WKH�SXW
RSWLRQ�WR�WKHLU�UHVSHFWLYH�DGYDQWDJHV��WKH�VKDUHKROGHUV�WR�LQFUHDVH�YDOXH�DQG�WKH
ERQGKROGHUV�WR�UHGXFH�LW��,Q�VHHNLQJ�DGYDQWDJH�DW�WKH�H[SHQVH�RI�RWKHU�VWDNHKROGHUV�
VKDUHKROGHUV�DUH�OXOOHG�LQWR�GHFLVLRQV�WKDW�DUH�QRW�YDOXH�PD[LPL]LQJ�IURP�WKH�YLHZ�RI
WKH�ILUP�DV�D�ZKROH��DQG�WKH�RYHUDOO�OHYHO�RI�HIILFLHQF\�RI�WKH�ILUP�GHFOLQHV��7KH
SULYDWH��EXW�G\VIXQFWLRQDO�WHPSWDWLRQV�GHSHQG�RQ�WKH�OHYHO�RI�ULVN��7KXV�FRQWUROOLQJ
ULVN�FDQ�HOLPLQDWH�WKLV�RSSRUWXQLVWLF�JDPH�SOD\LQJ�DQG�PDNH�HYHU\RQH�EHWWHU�RII���:H



��

139 ' & . 6 %
&W

��%N�W

VKDOO�VHH�LQ�&KDSWHU����WKDW�PXFK�RI�WKH�UDWLRQDOH�RI�FRUSRUDWH�ULVN�PDQDJHPHQW�LV
DERXW�MRLQWO\�FRQWUROOLQJ�ULVN�DQG�OHYHUDJH�DQG�WKHUHE\�DERXW�PDQDJLQJ�WKH�YDOXH�RI
WKH�GHIDXOW�SXW����

7KH�2SWLRQ�WR�$EDQGRQ�D�,QYHVWPHQW�3URMHFW

7KH�GHIDXOW�SXW�RSWLRQ�LV�WKH�RSWLRQ�IRU�VKDUHKROGHUV�WR�DEDQGRQ�WKH�ILUP�DQG
WR�SDVV�RZQHUVKLS�WR�FUHGLWRUV��$V�ZH�KDYH�MXVW�VHHQ��VKDUHKROGHUV�ZLOO�UDWLRQDOO\
H[HUFLVH�WKLV�RSWLRQ�ZKHQ�WKH�ILUP�LV�ZRUWK�OHVV�WKDQ�WKH�IDFH�YDOXH�RI�WKH�GHEW��7KH
VDPH�SULQFLSOH�DSSOLHV�WR�LQGLYLGXDO�SURMHFWV�XQGHUWDNHQ�E\�WKH�ILUP��2QH�PLJKW
VXSSRVH�WKDW�D�SURMHFW�LV�XQGHUWDNHQ�EHFDXVH�LWV�139�LV�SRVLWLYH�DW�ZKHQ�WKH�SURMHFW
LV�ILUVW�HYDOXDWHG��%XW�WKLQJV�FDQ�FKDQJH�RYHU�WKH�SURMHFW�OLIH��$W�DQ\�SRLQW�LQ�WLPH��WKH
ILUP�FDQ�UH�DVVHVV�WKH�YDOXH�RI�LQFUHPHQWDO�IXWXUH�FDVK�IORZV��2I�FRXUVH��WKH�LQLWLDO
FDSLWDO�FRVWV�DUH�E\�JRQHV��%XW�WKH�UHPDLQLQJ�OLIH�RI�WKH�SURMHFW�ZLOO�JHQHUDWH�H[SHFWHG
FDVK�IORZV�DQG�QHZ�HVWLPDWHV�FDQ�EH�PRUH�RU�OHVV�RSWLPLVWLF�WKDQ�WKRVH�KHOG�DW
LQFHSWLRQ��0RUHRYHU��WKHUH�DUH�RWKHU�SRWHQWLDO�FDVK�IORZV�WKDW�FDQ�EH�JDLQHG�E\
FORVLQJ�GRZQ�WKH�SURMHFW��7KH�ILUP�FDQ�VHOO�RII�FDSLWDO�HTXLSPHQW��OLFHQVHV�DQG�PD\EH
HYHQ�JRRGZLOO��7KHUH�PD\�EH�FORVH�GRZQ�FRVWV�DV�ZHOO�DV�UHYHQXHV��7KH�ILUP�PD\
KDYH�WR�PDNH�VHYHUDQFH�SD\PHQWV�WR�ZRUNHUV�DQG�LQFXU�GHPROLWLRQ�FRVWV��&DOO�WKH�QHW
SURFHHGV�RI�WKH�VDOH�RI�DVVHWV��DIWHU�GHGXFWLRQ�RI�DQ\�FORVHGRZQ�FRVWV��.6����)LQDOO\�
FDOO�WKH�WKH�IXWXUH�H[SHFWHG�FDVK�IORZV��&

W

���IRU�IXWXUH�\HDU�´Wµ��:LWK�D�GLVFRXQW�UDWH
´Nµ��WKH�IROORZLQJ�IRUPXOD�FDQ�EH�XVHG�WR�GHWHUPLQH�ZKHWKHU�WR�FORVH�GRZQ�RU
FRQWLQXH�WKH�SURMHFW�

7KH�IRUPXOD�VKRZV�WKH�139�IURP�FRQWLQXLQJ�WKH�SURMHFW��ORVLQJ�WKH�FORVH�GRZQ�VDOH
YDOXH�DQG�SUHVHUYLQJ�IXWXUH�FDVK�IORZV��,I�WKLV�YDOXH�LV�QHJDWLYH��WKH�ILUP�ZLOO�DGG
YDOXH�E\�FORVLQJ�GRZQ�WKH�SURMHFW��,I�WKH�YDOXH�LV�SRVLWLYH��YDOXH�ZLOO�EH�DGGHG�E\
FRQWLQXLQJ�

7R�VKRZ�KRZ�WKH�RSWLRQ�YDOXH�SOD\V�D�SDUW��FRQVLGHU�D�VLPSOH�H[DPSOH��$�SURMHFW�LQLWLDOO\�FRVWV�����
DQG�JHQHUDWHV�FDVK�IORZV�RI�����SHU�\HDU�IRU�WKUHH�FRQVHFXWLYH�\HDUV��&DVK�IORZV�DUH�UHDOL]HG�DW�WKH�HQG
RI�HDFK�\HDU��7KH�ILUP�FRXOG�GHFLGH�WR�FORVH�GRZQ�WKH�SURMHFW�LPPHGLDWHO\�DIWHU�LQFHSWLRQ�DQG�ZRXOG
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UHFRYHU������7KH�ILUP�FRXOG�DOVR�FKRRVH�WR�DEDQGRQ�WKH�SURMHFW�DQG�VHOO�RII�DVVHWV�DW�WKH�EHJLQQLQJ�RI
\HDU���DQG�UHFRYHU�HLWKHU�����RU������HDFK�ZLWK�D�����FKDQFH��6LPLODUO\��WKH�ILUP�FRXOG�VHOO�RII�DVVHWV
DW�WKH�EHJLQQLQJ�RI�\HDU���DQG�UHDOL]H�HLWKHU�����RU�����ZLWK�����HDFK�ZLWK�FKDQFHV��7KH�GLVFRXQW
UDWH�LV�����:KDW�LV�WKH�YDOXH�WR�WKH�ILUP�IURP�EHLQJ�DEOH�WR�FKRRVH�WR�DEDQGRQ�WKH�SURMHFW�DW�YDULRXV
VWDJHV"

<HDU ,QLWLDO�&DSLWDO�&RVW
�EHJLQQLQJ�RI�\HDU�

&ORVH�GRZQ�YDOXH
�EHJLQQLQJ�RI�\HDU�

&DVK�)ORZ
�HQG�RI�\HDU�

� ���� ��� ���

� ������������������� ���

� ������������������� ���

)LUVW��FRQVLGHU�WKH�139�RI�WKH�SURMHFW�DVVXPLQJ�WKHUH�LV�QR�SRVVLELOLW\�RI�DEDQGRQLQJ�LW�PLGVWUHDP

&RQVLGHU�ZKDW�ZRXOG�PLJKW�KDSSHQ�LI�WKH�ILUP�FORVHG�GRZQ�DW�WKH�EHJLQQLQJ�RI�\HDU����,I�WKH
ILUP�FRXOG�FORVH�GRZQ�DW�WKLV�WLPH�DQG�UHFRYHUV������LW�ZRXOG�QRW�GR�VR��&RQWLQXLQJ�RSHUDWLRQV�LQWR
\HDU����JLYHV�WKH�ILUP�D�FDVK�IORZ�RI�����ZKLFK�LV�ZRUWK�������������� �����DW�WKH�EHJLQQLQJ�RI
\HDU����,I�WKH�FORVH�GRZQ�YDOXH�LV������DW�WKH�EHJLQQLQJ�RI�WKH�\HDU��WKHQ�LW�PDNHV�VHQVH�WR�FORVH�GRZQ
DW�WKH�EHJLQQLQJ�RI�WKH�\HDU�UDWKHU�WKDQ�ZDLW�WLOO�\HDU�HQG�IRU�������ZKLFK�LV�ZRUWK ����DW�WKH
EHJLQQLQJ�RI�\HDU�����6R�WKH�RSWLRQ�WR�FORVH�GRZQ�DW�WKH�EHJLQQLQJ�RI�\HDU���LV�ZRUWK�������� ����
LI�WKH�EHJLQQLQJ�RI�\HDU�FORVH�GRZQ�YDOXH�LV������*LYHQ�WKH�����FKDQFH�RI�WKLV�FORVH�GRZQ�YDOXH��WKH
H[SHFWHG�YDOXH�RI�WKH�RSWLRQ�DW�LQFHSWLRQ�RI�WKH�SURMHFW�LV����>������������@ �����7KH�H[SHFWHG
YDOXH�RI�WKH�SURMHFW�DW�WKH�EHJLQQLQJ�RI�\HDU���LV������������������ ������

1RZ�ORRN�DW�WKH�EHJLQQLQJ�RI�\HDU����$W�WKLV�SRLQW��WKH�YDOXH�RI�FRQWLQXLQJ�WKH�SURMHFW�LV��

6LQFH�WKLV�H[FHHGV�HLWKHU�FORVH�GRZQ�YDOXH������RU�������LW�LV�DOZD\V�EHWWHU�WR�FRQWLQXH�ZLWK�WKH�SURMHFW
DW�WKH�EHJLQQLQJ�RI�\HDU����,W�LV�DOVR�DSSDUHQW�WKDW�WKH�ILUP�ZRXOG�QRW�WDNH�DGYDQWDJH�RI�FORVLQJ�WKH
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SURMHFW�LPPHGLDWHO\�DIWHU�LQFHSWLRQ�ZKHQ�WKH�FORVH�GRZQ�YDOXH�LV������VLQFH�ZH�NQRZ�WKH�FRQWLQXLQJ
YDOXH�LV�DW�OHDVW����������7KXV��WKH�RQO\�SRWHQWLDO�FORVH�GRZQ�RSSRUWXQLW\�ZKLFK�FDQ�DGG�YDOXH�DULVHV
DW�WKH�EHJLQQLQJ�RI�\HDU�WKUHH�LI�WKH�FORVH�GRZQ�YDOXH�HTXDOV�����

1RZ�OHW�XV�UH�HYDOXDWH�WKH�SURMHFW�DFFRXQWLQJ�IRU�WKH�FORVH�GRZQ�YDOXHV�

6R��WKH�139�LQFUHDVHV�IURP������WR��������DQ�LQFUHDVH�RI�����ZKHQ�DFFRXQW�LV�WDNHQ�RI�WKH
DEDQGRQPHQW�RSWLRQ��$V�D�FURVV�FKHFN�RQ�ZKDW�LV�JRLQJ�RQ��QRWLFH�DOVR�WKDW�WKH�YDOXH�RI�WKH
DEDQGRQPHQW�RSWLRQ�DW�SURMHFW�LQFHSWLRQ�LV����>������������@ ����DV�FDOFXODWHG�EHIRUH��

$EDQGRQPHQW�RSWLRQV�ZLOO�SOD\�DQ�LPSRUWDQW�UROH�LQ�WKH�ULVN�PDQDJHPHQW
VWRU\��&RQVLGHU�D�FRXSOH�RI�H[DPSOHV��)LUVW��LPDJLQH�WKDW�WKH�ILUP�LV�H[SRVHG�WR�WKH
SRVVLELOLW\�RI�D�ODUJH�SURGXFW�OLDELOLW\�VXLW�LI�LW�LQWURGXFHV�D�QHZ�SURGXFW�OLQH��,I�WKH�VXLW
RFFXUV��WKHUH�LV�D�IXUWKHU�FKDQFH�WKDW��LQ�DGGLWLRQ�WR�KDYLQJ�WR�SD\�GDPDJHV��WKH
DGYHUVH�SXEOLFLW\�IURP�WKH�VXLW�ZLOO�GDPSHQ�IXWXUH�GHPDQG�IRU�WKH�SURMHFW��6KRXOG
WKLV�KDSSHQ��WKH�ILUP�ZLOO�KDYH�WKH�RSSRUWXQLW\�WR�DEDQGRQ�WKH�SURMHFW�DQG�VHOO�RII
SURMHFW�DVVHWV��*LYHQ�WKDW�WKH�HYHQW�KDV�RFFXUHG�DQG�DIIHFWHG�GHPDQG��WKH�RSWLRQ�WR
DEDQGRQ�FDQQRW�PDNH�WKH�ILUP�ZRUVH�DQG�PD\�ZHOO�KHOS�LW�WR�OLPLW�WKH�H[WHQW�RI�WKH
ORVV��7KXV��DQ�LPSRUWDQW�SDUW�RI�WKH�ULVN�PDQDJHPHQW�IXQFWLRQ�LV�KRZ�WR�UH�HYDOXDWH
H[LVWLQJ�LQYHVWPHQW�SURMHFWV�DIWHU�D�ULVN\�HYHQW��$V�D�VHFRQG�LOOXVWUDWLRQ�FRQVLGHU�WKDW
D�ILUP�FDQ�ORVH�D�SURGXFWLYH�DVVHWV�WKURXJK�LWV�SK\VLFDO�GHVWUXFWLRQ��H�J���E\�ILUH���7KH
IDFW�WKH�DVVHW�ZDV�LQ�XVH�EHIRUH�WKH�ILUH��GRHV�QRW�LPSO\�WKDW�LWV�UHSODFHPHQW�E\�D�QHZ
DVVHW�ZLOO�EH�DQ�DXWRPDWLF�SRVLWLYH�139�SURMHFW��7KH�ILUP�PLJKW�ZHOO�FKRRVH�WR�XVH
WKH�ORVV�DV�D�UHDVRQ�IRU�DEDQGRQLQJ�WKH�DFWLYLW\�DOWRJHWKHU��7KHVH�LVVXHV�ZLOO�EH
GLVFXVVHG�LQ�JUHDW�GHWDLO�LQ�ODWHU�FKDSWHUV��HVSHFLDOO\�LQ�&KDSWHU���

,QVXUDQFH�3ROLFLHV�DV�2SWLRQV

$Q�LQVXUDQFH�SROLF\�FDQ�EH�WKRXJKW�RI�DV�D�GHULYDWLYH�LQVWUXPHQW��&RQVLGHU�WKH
YDOXH�RI�\RXU�KRPH��1RZ�LW�LV�ZRUWK�VRPH�DPRXQW�GHWHUPLQHG�E\�LWV�FRQGLWLRQ�DQG
E\�WKH�PDUNHW�IRU�FRPSDUDEOH�KRPHV��,I�WKH�FRQGLWLRQ�GHWHULRUDWHV��RWKHU�WKLQJV�EHLQJ
HTXDO��WKH�YDOXH�ZLOO�IDOO��1RZ��DW�WKH�HQG�RI�WKH�\HDU��WKH�FRQGLWLRQ�PLJKW�YHU\�ZHOO
KDYH�FKDQJHG��\RXU�KRXVH�PD\�KDYH�EXUQHG�GRZQ��7KXV��DQ�LQVXUDQFH�SROLF\�LV�UHDOO\
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OLNH�D�IRUZDUG�SROLF\�RQ�WKH�IXWXUH�YDOXH�RI�\RXU�KRXVH��7KLV�QHHGV�D�OLWWOH
TXDOLILFDWLRQ��7KH�SROLF\�GRHV�QRW�QRUPDOO\�FRYHU�\RX�IRU�FKDQJHV�EURXJKW�DERXW�E\
HFRQRPLF�WUHQGV��UDWKHU�MXVW�FKDQJHV�GXH�WR�LQVXUHG�SHULONV�VXFK�DV�ILUH��VWRUP
GDPDJH��HDUWKTXDNH��HWF��6LPLODUO\��\RX�FDQ�WKLQN�RI�DQ�LQGH[�WKDW�UHFRUGV�KRZ�PXFK
\RX�RZH�WR�WKLUG�SDUWLHV�LQ�OLDELOLW\�VXLWV��$W�DQ\�SRLQW�LQ�WLPH��WKLV�LQGH[�LV��IRU�PRVW
RI�XV��]HUR��%XW�LI�ZH�JHW�VXHG�IRU�D�WUDIILF�DFFLGHQW��WKH�LQGH[�ZLOO�VXGGHQO\�VKRRW�XS�
$Q�LQVXUDQFH�SROLF\�LV�D�IRUZDUG�FRQWUDFW�RQ�WKLV�LQGH[�ZKHUH�WKH�LQVXUHU�DJUHHV�WR
DVVXPH�WKH�LQGH[�YDOXH��D�OLDELOLW\��LQ�H[FKDQJH�IRU�DQ�XS�IURQW�SUHPLXP�

7KH�WHUPV�RI�LQVXUDQFH�FRQWUDFWV�DUH�RIWHQ�PRGLILHG�WR�PDNH�WKHP�ORRN�PRUH
OLNH�RSWLRQV�WKDQ�IRUZDUGV��)RU�H[DPSOH��D�W\SLFDO�FDU�LQVXUDQFH�SROLF\�ZLOO�FRYHU
ORVVHV�LQFXUUHG�DERYH�D�JLYHQ�DPRXQW��WKH�GHGXFWLEOH��7KH�GHGXFWLEOH�PD\�EH��IRU
H[DPSOH��������,I�ORVVHV�DUH�OHVV�WKDQ�������WKH�SROLF\KROGHU�FRYHUV�WKH�FRVW��LI�ORVVHV
H[FHHG�������WKH�LQVXUHUV�SD\V�WKH�ORVV�PLQXV�������7KH�SD\RXW�VWUXFWXUH�FDQ�EH�VHHQ
LQ�)LJXUH����GLVSOD\V�WKH�RSWLRQ�OLNH�IHDWXUH�RI�WKH�GHGXFWLEOH�SROLF\��7KH�YHUWLFDO�D[LV
VKRZV�KRZ�PXFK�WKH�LQVXUHU�ZLOO�SD\�EDVHG�RQ�DQ\�ORVV�VL]H�UHFRUGHG�RQ�WKH
KRUL]RQWDO�D[LV��7KH�GHGXFWLEOH�LV�VKRZQ�DV�´'µ��7KH�LQVXUHU�SD\V�]HUR�IRU�ORVVHV�OHVV
WKDQ�'��DQG�SD\V�WKH�ORVV�PLQXV�'�IRU�ORVVHV�LQ�H[FHVV�RI�'��7KLV�SD\RII�VWUXFWXUH�LV
VKRZQ�E\�WKH�WKLFN�OLQH�ZKLFK�LV�]HUR�WR�WKH�OHIW�RI�'�DQG�ULVHV�DW�����WR�WKH�ULJKW�RI
'��,I�ZH�FKDQJHG�WKH�ODEHOV��WKLV�LV�H[DFWO\�WKH�VDPH�VWUXFWXUH�DV�WKH�SD\RXW�RQ�D�FDOO
RSWLRQ�ZLWK�DQ�H[HUFLVH�SULFH�RI�'��$QG��FRQYHQLHQWO\��WKH�SD\PHQW�IRU�WKH�LQVXUDQFH�
MXVW�OLNH�WKH�SD\PHQW�IRU�WKH�RSWLRQ��LV�D�´SUHPLXPµ�

7KHUH�LV�RQH�ELJ�GLIIHUHQFH�EHWZHQ�WKH�LQVXUDQFH�SROLF\�ZLWK�D�GHGXFWLEOH�MXVW
GHVFULEHG�DQG�DQ�RSWLRQ�VXFK�DV�VKDUHV�RI�VWRFN��7KH�ODWWHU�LV�DQ�RSWLRQ�RQ�DQRWKHU
ILQDQFLDO�DVVHW�ZKLFK�LV��QRUPDOO\��WUDGHG�DQG�ZKRVH�PDUNHW�YDOXH�FDQ�EH�IDLUO\�HDVLO\
GHWHUPLQHG��7KLV�PDNHV�WKLV�W\SH�RI�RSWLRQ�IDLUO\�HDV\�WR�YDOXH�DQG�H[SODLQV�WKH�XVH�RI
WKH�WHUP�´GHULYDWLYHµ��:LWK�QRUPDO�RSWLRQ�SULFLQJ�IRUPXODV��WKH�RSWLRQ�SULFH�LV
GHWHUPLQHG�LQ�UHODWLRQ�WR�WKDW�RI�WKH�XQGHUO\LQJ�DVVHW��QRWLFH�WKDW�WKH�SULFH�RI�WKH
XQGHUO\LQJ�VWRFN�HQWHUV�WKH�%ODFN�6FKROHV�SULFH�IRUPXOD��:LWK�DQ�LQVXUDQFH�SROLF\��WKH
XQGHUO\LQJ�YDOXH�RQ�ZKLFK�WKH�RSWLRQ�LV�ZULWWHQ��PD\�QRW�EH�D�WUDGHG�ILQDQFLDO�DVVHW�
7KH�YDOXH�RI�D�ILUH�ORVV�RU�D�OLDELOLW\�VXLW�EHLQJ�H[DPSOHV��7KLV�EHFRPHV�DOO�LPSRUWDQW
IRU�YDULRXV�WHFKQLFDO�UHDVRQV��6XIILFH�LW�WR�VD\�KHUH�WKDW�LV�ZRXOG�EH�LQDSSURSULDWH�WR
SULFH�WKH�LQVXUDQFH�SROLF\�XVLQJ�%ODFN�6FKROHV��EHFDXVH�WKH�SUREDELOLW\�GLVWULEXWLRQ
WKDW�XQGHUOLHV�LQVXUDQFH�ORVVHV��LV�XQOLNHO\�WR�EH�WKH�VDPH�DV�WKDW�ZKLFK�LV�DVVXPHG�WR
VSHFLI\�WKH�PRYHPHQW�RI�VWRFN�SULFHV��WKH�ORJQRUPDO����
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7R�PDQ\�SHRSOH��WKH�WHUPV�´ILQDQFLDO�ULVN�PDQDJHPHQWµ�DQG�´GHULYDWLYHVµ�DUH
LQVHSDUDEOH��7KH�ULVH�RI�ILQDQFLDO�ULVN�PDQDJHPHQW�LQ�WKH�ODWH�����
V�DQG�����
V�ZDV
ODUJHO\�D�PRYHPHQW�RI�XVLQJ�GHULYDWLYHV�WR�KHGJH�LQWHUHVW�UDWH��IRUHLJQ�H[FKDQJH�DQG
FRPPRGLW\�ULVN��%XW�PDQ\�ULVN�SURILOHV�WXUQHG�RXW�WR�EH�FRPSOH[�DQG�VLPSOH
LQVWUXPHQWV�FRXOG�QRW�RIIVHW�WKH�ULVN��)RU�H[DPSOH��VRPH�FDVK�VWUHDPV�ZHUH�QRQ
OLQHDUO\�UHODWHG�WR�LQWHUHVW�UDWHV�RU�FRPPRGLW\�SULFHV��2U�FDVK�IORZV�FRXOG�EH�MRLQWO\
GHWHUPLQHG�E\�VHYHUDO�H[RJHQRXV�IDFWRUV��7KLV�FUHDWHG�D�GHPDQG�IRU�PRUH�FRPSOH[
KHGJH�LQVWUXPHQWV�DQG�ILQDQFLDO�HQJLQHHUV�EHJDQ�WR�FRPELQH�EDVLF�LQVWUXPHQWV�WR
IRUP�QHZ�VHFXULWLHV��'HULYDWLYHV��ZKHWKHU�XVHG�VHSDUDWHO\��RU�FRPELQHG�LQWR�FRPSOH[
LQVWUXPHQWV��KDYH�EHFRPH�WRROV�RI�WKH�WUDGH�LQ�ULVN�PDQDJHPHQW��

(YHQ�IRU�LQVXUDEOH�ULVN��GHULYDWLYHV�KDYH�EHFRPH�LPSRUWDQW��,QVXUDQFH
FRQWUDFWV�WKHPVHOYHV�DUH�OLNH�GHULYDWLYHV��WKH\�FDQ�KDYH�D�´IRUZDUG�OLNHµ�RU�DQ
´RSWLRQ�OLNHµ�VWUXFWXUH��$FWXULDO�WHFKQLTXHV�XVHG�IRU�SULFLQJ�LQVXUDQFH�DUH�EHLQJ�XVHG
WR�LPSURYH�WKH�SULFLQJ�RI�ILQDQFLDO�GHULYDWLYHV��DQG�HFRQRPLF�WHFKQLTXHV�XVHG�IRU
SULFLQJ�ILQDQFLDO�GHULYDWLYHV�DUH�EHLQJ�HPSOR\HG�LQ�LQVXUDQFH�SULFLQJ��1HZ�W\SHV�RI
LQVWXPHQWV�DUH�EHLQJ�GHULYHG�ZKLFK�FDQ�EH�XVHG�WR�KHGJH�ERWK�LQVXUDQEOH�ULVN�DQG
ILQDQFLDO�ULVN��$QG�WKHVH�DUH�EHLQJ�VROG�ERWK�LQ�FDSLWDO�PDUNHWV�DQG�LQVXUDQFH�PDUNHWV�
,QGHHG�LQVXUDQFH�DQG�GHULYDWLYHV�DUH�EHFRPLQJ�LQFUHDVLQJO\�LQWHUFKDQJHDEOH�DQG�WKHLU
UHVSHFWLYH�PDUNHW�SODFHV�LQFUHDVLQJO\�LQWHJUDWHG�

%XW�RXU�LQWHUHVW�LQ�GHULYDWLYHV�JRHV�IXUWKHU��$V�ZH�ZLOO�VHH�LQ�WKH�QH[W�FKDSWHU�
WKH�UHDVRQV�WKDW�ULVN�LV�FRVWO\�WR�ILUPV�LV�QRW�ZLGHO\�XQGHUVWRRG��$QG�RQO\�UHFHQWO\
KDYH�FUHGLEOH�WKHRULHV�EHHQ�DGYDQFHG��DQG�WHVWHG��RQ�KRZ�WKH�PDQDJHPHQW�RI�ULVN
FDQ�HQKDQFH�FRUSRUDWH�YDOXH��$�ELJ�SDUW�RI�WKLV�VWRU\�LV�UHODWHG�WR�WKH�SRWHQWLDO�IRU�ULVN
WR�EDQNUXSW�WKH�ILUP��7KLV�SURVSHFW�FDQ�VHW�WKH�LQWHUHVW�RI�WKH�ILUP·V�VWDNHKROGHUV�
FUHGLWRUV�DQG�VKDUHKROGHUV��RQ�D�FROOLVLRQ�FRXUVH��7R�XQGHUVWDQG�WKHVH�FRQIOLFWV��DQG
KRZ�WKH\�FDQ�EH�PLWLJDWHG�E\�WKH�PDQDJHPHQW�RI�ULVN��LW�LV�LPSRUWDQW�WR�XQGHUVWDQG
WKH�RSWLRQ�OLNH�FKDUDFWHULVWLFV�RI�WKH�VWDNHKROGHU�FODLPV��,Q�SDUWLFXODU��WKH�RSWLRQ�RI
WKH�VKDUHKROGHUV�WR�GHIDXOW�RQ�WKHLU�REOLJDWLRQV��LV�WKH�VRXUFH�RI�WKH�WURXEOH��7KH�
PDQDJHPHQW�RI�FRUSRUDWH�ULVN�KDV�EHFRPH��LQ�SDUW��WKH�PDQDJHPHQW�RI�WKH�GHIDXOW
SXW�RSWLRQ�
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5HIHUHQFHV

%ODFN��)LVKHU�DQG�0\URQ�6FKROHV��������´7KH�3ULFLQJ�RI�2SWLRQV�DQG�&RUSRUDWH
/LDELOLWLHVµ��-RXUQDO�RI�3ROLWLFDO�(FRQRP\�������������

%U\V��(ULF��0RQGKHU�%HOODODK��+XX�0LQK�0DL�DQG�)UDQFRLV�'H�9DUHQQH�������
´2SWLRQV��)XWXUHV�DQG�([RWLF�'HULYDWLYHVµ��-RKQ�:LOH\�DQG�6RQV�/WG���&KLFKHVWHU�
(QJODQG�

'RKHUW\��1HLO�DQG�6WHYHQ�'·$UF\�������´7KH�)LQDQFLDO�7KHRU\�RI�,QVXUDQFH�3ULFLQJµ

+XOO��-RKQ��������´2SWLRQV��)XWXUHV�DQG�RWKHU�'HULYDWLYH�6HFXULWLHVµ��3UHQWLFH�+DOO�
(QJOHZRRG�&OLIIV��1�-�
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