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5LVN�LV�GLYHUVLILDEOH�LQ�WKH�FDSLWDO�PDUNHW�
5LVN�LV�QRW�GLYHUVLILDEOH�LQ�WKH�FDSLWDO�PDUNHW�

:+<�,6�5,6.�&267/<�72�),506"

���7D[�HIIHFWV���ULVN�UHGXFWLRQ�DQG�FRQYH[�WD[�VFKHGXOHV
���5LVN�PDQDJHPHQW�DQG�WKH�FRVWV�RI�ILQDQFLDO�GLVWUHVV�

D��'LUHFW�&RVWV�RI�)LQDQFLDO�'LVWUHVV
E��$JHQF\�&RVWV�DQG�'\VIXQFWLRQDO�,QYHVWPHQW��

8QGHULQYHVWPHQW�DQG�$VVHW�6XEVWLWXWLRQ�
���&RVWO\�DFFHVV�WR�FDSLWDO�DQG�WKH�´FURZGLQJ�RXWµ�RI�LQYHVWPHQW�SURMHFWV
���0DQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�DQG�ULVN�DYHUVLRQ

D��0DQDJHULDO�VHOI�LQWHUHVW�DQG�ULVN�WDNLQJ
E��5LVN�DQG�WKH�HIILFLHQF\�RI�FRPSHQVDWLRQ�GHVLJQ�
F��5LVN�DQG�VLJQDOLQJ

���&RPSDUDWLYH�DGYDQWDJH�LQ�ULVN�EHDULQJ
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)LQDQFH�WKHRU\�OHDYHV�XV�ZLWK�D�ULVN�PDQDJHPHQW�SX]]OH�IRU�LW�VHHPV�WR�LPSO\
WKDW�UHGXFLQJ�RU�UHPRYLQJ�ULVN��HVSHFLDOO\�LQVXUDEOH�ULVN��KDV�QR�YDOXH�IRU�WKH�SXEOLFO\
WUDGHG�ILUP��7KH�VWRU\�FDQ�EH�WROG�LQ�YDULRXV�ZD\V��6XSSRVH�D�ILUP�IDFHV�WKH�SURVSHFW
RI�DQ�XQLQVXUHG�RU�XQKHGJHG�ORVV��7KLV�LQWURGXFHV�ULVN�WR�WKH�ILUP·V�YDOXH��+RZHYHU�
WKLV�ULVN�LV�VSUHDG�RYHU�WKH�ILUP·V�VKDUHKROGHUV��HDFK�RI�ZKRP�ZLOO�EHDU�RQO\�D�VPDOO
SDUW�RI�WKH�ULVN��0RUHRYHU��PDQ\�VKDUHKROGHUV��HVSHFLDOO\�LQVWLWXWLRQDO�VKDUHKROGHUV�
DUH�KLJKO\�GLYHUVLILHG��7KXV��WKH�HIIHFW�RI�WKH�ULVN�IURP�WKH�XQLQVXUHG�ILUP�RQ�WKH
SRUWIROLR�ULVN�RI�HDFK�VKDUHKROGHU��LV�PLQLPDO��7KLV�LV�HVSHFLDOO\�WUXH�LI�WKH�XQLQVXUHG
ULVN�LV�XQFRUUHODWHG�ZLWK�WKH�UHPDLQLQJ�ULVN�LQ�WKH�VKDUHKROGHUV·�SRUWIROLRV��7KH�ULVN�RI
ORVV�WR�D�VLQJOH�ILUP�LV�HVVHQWLDOO\�GLYHUVLILHG�DFURVV�WKH�FDSLWDO�PDUNHW��,Q�HIIHFW��LW�LV
LQVXUHG�E\�WKH�FDSLWDO�PDUNHW��-XVW�DV�LQVXUDQFH�VSUHDGV�WKH�HIIHFW�RI�ORVV�DFURVV�D
SRSXODWLRQ�RI�SROLF\KROGHUV�VLPLODUO\�H[SRVHG�WR�ULVN��SXEOLF�RZQHUVKLS�VSUHDG
FRUSRUDWH�ORVV�DFURVV�LQYHVWRUV��ZKR�HDFK�DVVXPH�D�VPDOO�SRUWLRQ�RI�WKH�ULVN�RI�HDFK
ILUP��%XW�WKH�VWRU\�JHWV�EHWWHU��1RUPDOO\�XQLQVXUHG�ORVVHV�DUH�WD[�GHGXFWLEOH��:LWK�D
����WD[�UDWH��WKH�ORVV�LV�GHGXFWLEOH�DQG�LV�GLYHUVLILHG�DFURVV�DOO�WKH�QDWLRQ·V�WD[SD\HUV�
7KXV��DQ�XQLQVXUHG�RU�XQKHGJHG�ORVV�LV�GLYHUVLILHG�LQ�D�YHU\�FRPSOHWH�VHQVH��RQH�WKLUG
LV�GLYHUVLILHG�DFURVV�DOO�WD[SD\HUV��DQG�WKH�RWKHU�WKLUG�LV�GLYHUVLILHG�WKURXJKRXW�WKH
FDSLWDO�PDUNHW��6XUHO\�QR�LQVXUDQFH�PDUNHW�FRXOG�DFKLHYH�D�EHWWHU�VSUHDGLQJ�RI�WKH
HIIHFWV�RI�ULVN�

7KH�FDSLWDO�DVVHW�SULFLQJ�PRGHO�WHOOV�WKH�VWRU\�LQ�D�PRUH�SUHFLVH�ZD\��6XSSRVH
ILUVW�WKDW�WKH�XQKHGJHG�ORVV�LV�XQFRUUHODWHG�ZLWK�DJJUHJDWH�ZHDOWK�RU�WKH�PDUNHW
SRUWIROLR��L�H���WKH�ULVN�KDV�]HUR�EHWD��,Q�WKLV�FDVH��WKH�ULVN�FDQ�EH�ERUQH�HIIHFWLYHO\�DW
QR�FRVW�E\�VKDUHKROGHUV�ZKR�FDQ�GLYHUVLI\�WKH�XQKHGJHG�ULVN�VLPSO\�E\�WKHLU�FKRLFH�RI
LQYHVWPHQW�SRUWIROLR��$FFRUGLQJO\��KHGJLQJ�WKH�ULVN�KDV�QR�YDOXH�WR�VKDUHKROGHUV�DQG
ZLOO�QRW�DIIHFW�WKH�VWRFN�SULFH�H[�DQWH��6KDUHKROGHUV�ZLOO�QRW�UHZDUG�PDQDJHPHQW�IRU
KHGJLQJ�D�ULVN�WKDW�WKH\�FRXOG�KHGJH�WKHPVHOYHV�DW�OLWWOH�RU�QR�FRVW��1RZ�FRQVLGHU�WKDW
WKH�XQKHGJHG�ULVN�LV�FRUUHODWHG�ZLWK�WKH�PDUNHW�SRUWIROLR��,Q�WKLV�FDVH��OHDYLQJ�WKH�ULVN
XQKHGJHG�GRHV�DIIHFW�WKH�LQYHVWRU·V�SRUWIROLR�ULVN�DQG�ZLOO�FRPPDQG�D�SULFH��/HDYLQJ
WKH�ULVN�XQKHGJHG�ZLOO�FKDQJH�WKH�ILUP·V�EHWD�ZKLFK�ZLOO�DIIHFW�WKH�HTXLOLEULXP�SULFH
RI�LWV�VWRFN��+RZHYHU��VHOOLQJ�WKH�ULVN�WR�D�ULVN�EHDUHU��VXFK�DV�DQ�LQVXUHU��ZLOO�QRUPDOO\
FRPPDQG�D�ULVN�SUHPLXP�UHODWHG�WR�WKH�EHWD�RI�WKH�WUDQVIHUUHG�ULVN��7KXV��ZKHQ�WKH
ILUP�KHGJHV�WKH�ULVN��WKH�HIIHFW�RQ�WKH�LQYHVWRU�LV�WZR�IROG��ILUVW�WKH�ULVN�RI�WKH
LQYHVWRU·V�SRUWIROLR�LV�UHGXFHG��DQG�VHFRQG�WKH�HDUQLQJV�RI�WKH�LQYHVWRU�ZLOO�IDOO�E\�WKH
ULVN�SUHPLXP�SDLG�WR�WKH�LQVXUHU��,W�LV�LGHQWLFDO�WR�WKH�HIIHFW�WKDW�FRXOG�KDYH�EHHQ
DFKLHYHG�E\�WKH�LQYHVWRU�VLPSO\�E\�VZLWFKLQJ�D�OLWWOH�RI�KHU�SRUWIROLR�EHWZHHQ�VWRFNV
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ZLWK�GLIIHUHQW�EHWDV��$JDLQ��ZK\�ZRXOG�WKH�VKDUHKROGHUV�ZLVK�WR�UHZDUG�WKH�ILUP·V
PDQDJHPHQW�IRU�KHGJLQJ�ZKHQ�WKH\�FRXOG�DFKLHYH�WKH�VDPH�HIIHFW�VLPSO\�E\�UH�
DGMXVWLQJ�WKHLU�SRUWIROLR�

,W�VHHPV�ZH�KDYH�VRPHWKLQJ�RI�D�FRQXQGUXP��6KDUHKROGHUV��DSSDUHQWO\�VKRXOG
KDYH�QR�LQWHUHVW�LQ�PDQDJLQJ�ULVN�DFFRUGLQJ�WR�FRQYHQWLRQDO�ILQDQFH�WKHRU\��7KH
SXUSRVH�RI�WKLV�FKDSWHU�LV�WR�WHOO�D�GLIIHUHQW�VWRU\�DERXW�ZK\�ULVN�LV�FRVWO\��7KH�EDVLF
PHVVDJH�RI�WKLV�VWRU\�LV�UDWKHU�VXUSULVLQJ��,W�WXUQV�RXW�WKDW�ULVN�LV�LPSRUWDQW�WR
VKDUHKROGHUV��QRW�EHFDXVH�WKH�ULVN�SHU�VH�LV�D�SUREOHP�WR�WKH�ILUP·V�RZQHU·V��EXW
EHFDXVH�ULVN�FDQ�KDYH�LQGLUHFW�HIIHFWV�WKDW�ZLOO�UHGXFH�H[SHFWHG�VKDUHKROGHU�LQFRPH�
0RUHRYHU��ZH�QHHG�WR�XQGHUVWDQG�WKHVH�GLVUXSWLYH�HIIHFWV�RI�ULVN�VLQFH�DSSURSULDWH
ULVN�PDQDJHPHQW�VWUDWHJLHV�FDQ�EH�IRUPHG�HIIHFWLYHO\�RQO\�LI�ZH�XQGHUVWDQG�WKH
SUHFLVH�HIIHFWV�RI�ULVN��,QGHHG�VRPH�ULVN�PDQDJHPHQW�VWUDWHJLHV�QHHG�WR�WDUJHW�WKH
SUHFLVH�GLVUXSWLRQV�FDXVHG�E\�ULVN��,Q�WKH�UHPDLQGHU�RI�WKLV�FKDSWHU�ZH�H[DPLQH�ZK\
ULVN�LV�FRVWO\�WR�ILUPV��:H�H[SORUH�D�VHW�RI�LGHDV�WKDW�KDYH�JDLQHG�FXUUHQF\�VLQFH�WKH
HDUO\�����
V��:H�ZLOO�VKRZ�WKDW�XQKHGJHG�ULVN�FDQ�LQFUHDVH�H[SHFWHG�WD[HV��LW�FDQ
FDXVH�DJHQF\�FRQIOLFWV�EHWZHHQ�YDULRXV�FODVVHV�RI�FRUSRUDWH�VWDNHKROGHUV�WKDW�UHVXOW�LQ
G\VIXQFWLRQDO�LQYHVWPHQW�GHFLVLRQV��LW�FDQ�GHSULYH�WKH�ILUP�RI�IXQGLQJ�IRU�QHZ
LQYHVWPHQWV�DQG�LW�FDQ�LQWHUIHUH�ZLWK�WKH�GHVLJQ�RI�HIIHFWLYH�FRPSHQVDWLRQ�SODQV�IRU
PDQDJHUV��%XW�ILUVW��ZH�ZLOO�H[DPLQH�LQ�PRUH�GHWDLO�WKH�FRXQWHU�FDVH�WKDW�ULVN�FDQ�EH
KDQGOHG�VLPSO\�EH�VKDUHKROGHUV�DQG�WKDW�LWV�UHWHQWLRQ�KDV�OLWWOH�GLUHFW�FRVW�WR�WKH�ILUP·V
RZQHUV�

5,6.�$1'�6+$5(+2/'(5�',9(56,),&$7,21

%HIRUH�FRQVLGHULQJ�WKH�ZK\�ULVN�LV�FRVWO\�WR�ILUPV��ILUVW�FRQVLGHU�WKH�ZK\�QRW�
&RQVLGHU�WKH�IROORZLQJ�UDWLRQDOH�IRU�FRUSRUDWH�ULVN�PDQDJHPHQW��,QYHVWRUV�W\SLFDOO\�GR�QRW
OLNH�ULVN��WKHUHIRUH�YDOXH�ZLOO�EH�FUHDWHG�IRU�VKDUHKROGHUV�LI�WKH�ILUP�KHGJHV�ULVN��7ZR�OHYHOV�RI
DUJXPHQW�ZLOO�EH�PDGH��7KH�ILUVW�DGGUHVV�WKH�TXHVWLRQ�XQGHU�WKH�DVVXPSWLRQ�WKDW�WKH
ULVN�LV�GLYHUVLILDEOH�WR�LQYHVWRUV��LQ�FDSLWDO�DVVHW�SULFLQJ�PRGHO�WHUPV��WKH�HDUQLQJV�KDYH
D�]HUR�EHWD��7KH�VXEVHTXHQW�DUJXPHQW�DGGUHVVHV�WKH�TXHVWLRQ�ZKHQ�WKH�EHWD�LV�QRW
]HUR�

5LVN�LV�GLYHUVLILDEOH�LQ�WKH�FDSLWDO�PDUNHW��

&RQVLGHU�LQVXUDEOH�HYHQWV�VXFK�DV�ILUHV�DQG�OLDELOLW\�VXLWV��0RVW�LQVXUDEOH�ORVVHV
DSSHDU�WR�KDYH�OLWWOH�RI�QR�FRUUHODWLRQ�ZLWK�FDSLWDO�PDUNHW�LQGLFHV��'RHV�LW�PDWWHU�WR
LQYHVWRUV�ZKHWKHU�ILUPV�LQVXUH�VXFK�ULVNV�RU�QRW"�7R�SXUVXH�WKLV���WDNH�DQ�LQYHVWRU
WKDW�KDV�������LQYHVWHG�DQG�WKLV�LV�DOORFDWHG�LQ�HTXDO�ZHLJKW��Z
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DVVHWV��VR�Z
L

� ������HDFK�KDYLQJ�DQ�H[SHFWHG�UHWXUQ��(�U
L

���RI�����DQG�D�VWDQGDUG
GHYLDWLRQ�� �U

L

���RI������(DFK�RI�WKH�ILUPV�KDV�SXUFKDVHG�VRPH�LQVXUDQFH�DQG�WKH
UHPDLQLQJ�ULVN�LV�VLPSO\�XQKHGJHG��7KH�ULVNV�RI�WKH�ILUP�DUH�XQFRUUHODWHG��&OHDUO\��WKH
RYHUDOO�H[SHFWHG�UHWXUQ�IRU�WKH�LQYHVWRU�LV�����DQG�WKH�LQYHVWRU·V�ULVN�LV�FDOFXODWHG�E\
WKH�IROORZLQJ�IRUPXOD�

1RZ��VXSSRVH�RQH�RI�WKH�ILUPV��ILUP�������FDQFHOV�LWV�LQVXUDQFH�SROLF\��7KLV�LQFUHDVHV
WKH�VWDQGDUG�GHYLDWLRQ�RI�WKDW�ILUP·V�UHWXUQ�IURP�����WR������+RZHYHU��VLQFH�WKH
LQVXUDEOH�ULVN�ZDV�LQGHSHQGHQW�RI�PDUNHW�ULVN��WKLV�ZLOO�QRW�DIIHFW�WKH�W\SLFDO
FRUUHODWLRQ�EHWZHHQ�WKLV�ILUP·V�UHWXUQ��DQG�WKRVH�RI�RWKHU�ILUPV��7KH�FRUUHODWLRQV
UHPDLQ�WKH�VDPH��LQ�WKLV�FDVH�]HUR��%XW�DVN�ZKDW�WKH�FDQFHOODWLRQ�RI�WKH�LQVXUDQFH�ZLOO
GR�WR�WKH�H[SHFWHG�UHWXUQ��8QGHU�RXU�DVVXPSWLRQV��WKH�LQVXUDEOH�ULVN�ZRXOG�QRW�KDYH
FRPPDQGHG�D�ULVN�SUHPLXP�IURP�WKH�LQVXUHUV��WKH�LQVXUHU·V�VKDUHKROGHUV�FRXOG�HDVLO\
GLYHUVLI\�WKLV�]HUR�EHWD�ULVN�VR�WKH\�ZRXOG�QRW�GHPDQG�D�ULVN�SUHPLXP���6R��DSDUW
IURP�DQ\�WUDQVDFWLRQ�FRVWV�LQ�WKH�LQVXUDQFH�SUHPLXP���ILUP���
V�H[SHFWHG�HDUQLQJV
ZRXOG�UHPDLQ�XQFKDQJHG�DQG�VR�ZRXOG�LWV�H[SHFWHG�UDWH�RI�UHWXUQ��7KH�ULVN�WR�WKH
VKDUHKROGHUV�ZKR�KDV�LQYHVWHG�����WK�RI�KLV�FDSLWDO�LQ�WKLV�ILUP�KDV�QRZ�LQFUHDVHG�DV
IROORZV�

+RZHYHU��VXSSRVH�WKH�LQYHVWRU�DFFRPPRGDWHV�WKLV�FKDQJH�LQ�ULVN�LQ�ILUP������
VLPSO\�E\�LQFUHDVLQJ�WKH�QXPEHU�RI�VHFXULWLHV�LQ�KLV�SRUWIROLR�IURP����WR������HDFK�KDV
D�ZHLJKW�RI������
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ZKLFK��LJQRULQJ�VRPH�PLQRU�URXQGLQJ�HUURU��LV�WKH�VDPH�OHYHO�RI�ULVN�DV�KH�KDG�EHIRUH
WKH�WHQWK�ILUP�FDQFHOHG�LWV�LQVXUDQFH��

7KH�SRLQW�RI�WKLV�H[HUFLVH�LV�WR�VKRZ�WKDW��ZKLOH�ILUPV�FDQ�FKDQJH�WKHLU�OHYHO�RI
ULVN�E\�KHGJLQJ��VR�LQYHVWRUV�FDQ�FKDQJH�WKHLU�OHYHO�RI�ULVN�LQ�WKH�FKRLFH�RI�WKH
SRUWIROLR��,I�WKHUH�ZHUH�QR�WUDQVDFWLRQ�FRVWV�HLWKHU�IRU�WKH�ILUP�WR�EX\�LQVXUDQFH�RI
IRU�LQYHVWRUV�WR�EX\�DQG�VHOO�DVVHWV��WKHQ�LW�ZRXOG�PDNH�QR�GLIIHUHQFH�WR�RZQHUV
ZKHWKHU�ILUP�ERXJKW�LQVXUDQFH�RU�QRW��,I�ILUPV�GR�KHGJH��LQYHVWRUV�FDQ�DFKLHYH
GHVLUHG�ULVN�UHWXUQ�OHYHOV�E\�KROGLQJ�IDLUO\�VPDOO�SRUWIROLRV��,I�ILUPV�GR�QRW�KHGJH�
LQYHVWRUV�FDQ�DFKLHYH�WKH�VDPH�ULVN�UHWXUQ�OHYHO�VLPSO\�E\�KROGLQJ�PRUH�DVVHWV�
,QYHVWRU�GLYHUVLILFDWLRQ�LV�D�VXEVWLWXWH�IRU�FRUSRUDWH�KHGJLQJ�DQG�LQVXUDQFH��2QH
ZRXOG�QRW�H[SHFW�WKH�FDSLWDO�PDUNHW�WR�UHZDUG�WKRVH�ILUPV�EX\LQJ�KHGJHV�E\�ELGGLQJ
XS�WKH�YDOXHV�RI�WKHLU�VWRFNV�

:H�GLG�LJQRUH�WUDQVDFWLRQ�FRVWV�ZKLFK�EHFRPH�UHOHYDQW�DW�WZR�SRLQWV��)LUVW�
LQVXUDQFH�ZLOO�DWWUDFW�VRPH�WUDQVDFWLRQ�FRVWV��7KLV�ZLOO�LQFOXGH�DGPLQLVWUDWLRQ�FRVWV�
DQG�FRVWV�RI�VHWWOLQJ�FODLPV��DV�ZHOO�DV�IULFWLRQDO�FRVWV�WKDW�DULVH�IURP�PRUDO�KD]DUG�
%XW�LW�LV�DOVR�FRVWO\�IRU�LQYHVWRUV�WR�GLYHUVLI\��)LUVW��WUDQVDFWLRQ�FRVWV�WHQG�WR�LQFUHDVH
DV�D�JLYHQ�FDSLWDO�VXP�LV�VXE�GLYLGHG�RYHU�PRUH�VHFXULWLHV��FRVWV�RQ�VPDOOHU�ORWV�EHLQJ
SURSRUWLRQDWHO\�KLJKHU��7KXV��WKH�LVVXH�RI�KHGJLQJ�VHHPV�WR�UHVW�RQ�ZKLFK�WUDQVDFWLRQ
FRVWV�DUH�KLJKHU��ZLOO�WKH�VDYLQJ�RI�LQVXUDQFH�WUDQVDFWLRQ�FRVWV��RXWZHLJK�WKH
DGGLWLRQDO�FRVWV�WR�LQYHVWRUV�RI�DGMXVWLQJ�WKHLU�SRUWIROLRV�WR�FRQWDLQ�PRUH�VHFXULWLHV"�

%XW�WKH�VHFRQG�LVVXH�LV�SUREDEO\�PRUH�LPSRUWDQW��,Q�WKH�H[DPSOH�JLYHQ��WKH
LQYHVWRU�QHHG�QRW�DGMXVW�WR�WKH�FDQFHOODWLRQ�RI�WKH�LQVXUDQFH�E\�KROGLQJ�PRUH�DVVHWV�LQ
KLV�SRUWIROLR��KH�FRXOG�VLPSO\�VHOO�VKDUHV�LQ�ILUP����DQG�SXUFKDVH�VKDUHV�LQ�RWKHU�ILUPV
ZLWK�ORZHU�ULVN�SURILOHV��L�H��VLPLODU�WR�WKDW�RI�ILUP����EHIRUH�LW�FDQFHOHG�LWV�LQVXUDQFH��
7KLV�DUJXPHQW�VSHDNV�PRUH�WR�FKDQJHV�LQ�KHGJLQJ�EHKDYLRU�WKDQ�LQ�WKH�RSWLPDO�OHYHOV�RI
WKRVH�KHGJHV��,I�WKH�ILUPV�FKRRVH�VWDEOH�ULVN�PDQDJHPHQW�VWUDWHJLHV��LQYHVWRUV�FDQ
VWUXFWXUH�WKHLU�SRUWIROLRV�RQFH�DQG�GR�QRW�KDYH�WR�LQFXU�WUDQVDFWLRQ�FRVWV�LQ�DGMXVWLQJ
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WKHLU�SHUVRQDO�SRUWIROLRV�WR�RIIVHW�FKDQJHV�LQ
FRUSRUDWH�ULVN�SURILOHV�

5LVN�LV�QRW�GLYHUVLILDEOH�LQ�WKH�FDSLWDO
PDUNHW�

&RQVLGHU�)LJXUH���ZKLFK�VKRZV�WKH
&DSLWDO�$VVHW�3ULFLQJ�0RGHO��$�ILUP·V�VWRFN
LV�YDOXHG�DFFRUGLQJ�WR�H[SHFWHG�HDUQLQJV
DQG�V\VWHPDWLF�ULVN�� ���WKXV�\LHOGLQJ�WKH
UHODWLRQVKLS�EHWZHHQ�H[SHFWHG�UHWXUQ�DQG� �
7KLV�ILUP·V�EHWD�DQG�H[SHFWHG�UHWXUQ�DUH
VKRZQ�DW�SRLQW�$��1RZ�WKH�ILUP�EX\V
LQVXUDQFH��,Q�WKLV�FDVH��DVVXPH�WKDW
LQVXUDEOH�ORVVHV�DUH�OHVV�OLNHO\�ZKHQ�WKH
PDUNHW�LQGH[�LV�KLJK��6LQFH�ORVVHV�DUH�FDVK
RXWIORZV��LQFOXGLQJ�VXFK�ORVVHV�LQ�D�GLYHUVLILHG�SRUWIROLR�ZLOO�WHQG�WR�LQFUHDVH
V\VWHPDWLF�ULVN��KROGLQJ�D�QHJDWLYH�EHWD�OLDELOLW\�KDV�WKH�VDPH�HIIHFW�RQ�SRUWIROLR�ULVN
DV�KROGLQJ�D�SRVLWLYH�EHWD�DVVHW���7KXV��ZKHQ�WKH�ILUP�LQVXUHV�WKLV�ULVN��LW�LV�OLNH�ULGGLQJ
LWVHOI�RI�D�SRVLWLYH�EHWD�DVVHW�DQG�WKH�ILUP·V�EHWD�ZLOO�IDOO��,I�WKH�LQVXUHU�ZHUH�QDLYH
HQRXJK�WR�VHOO�WKLV�LQVXUDQFH�IRU�D�SUHPLXP�HTXDO�WR�WKH�H[SHFWHG�YDOXH�RI�ORVV��WKHQ
WKH�SROLF\KROGHU�ILUP·V�H[SHFWHG�LQFRPH�ZRXOG�QRW�FKDQJH��EXW�LWV�EHWD�ZRXOG�EH
ORZHUHG��7KLV�LV�VKRZQ�DV�SRVLWLRQ�´%µ�LQ�WKH�'LDJUDP��&OHDUO\�WKLV�LV�DQ�DWWUDFWLYH
SRVLWLRQ�IRU�DQ\�LQYHVWRU��EHWD�KDV�EHHQ�ORZHUHG�ZLWKRXW�JLYLQJ�XS�DQ\�H[SHFWHG
UHWXUQ��7KH�VWRFN�LV�QRZ�XQGHUSULFHG��7KLV�VWRFN�ZRXOG�EH�LQ�KLJK�GHPDQG��ELGGLQJ
LWV�SULFH�XS�DQG�WKHUHIRUH��WKH�H[SHFWHG�UHWXUQ�ZRXOG�IDOO�WR�SRVLWLRQ�´&µ��7KLV�ULVH�LQ
SULFH�ZRXOG�EH�D�FDSLWDO�JDLQ�WR�H[LVWLQJ�VKDUHKROGHUV�DQG�ZRXOG�VLJQDO�D�UHZDUG�IRU
LQVXULQJ�WKH�ULVN�

1RZ�FRQVLGHU�ZKHUH�WKH�UHZDUG�FRPHV�IURP��7KH�ILUP�ULGV�LWVHOI�RI�D�QHJDWLYH
EHWD�OLDELOLW\��OLNH�D�SRVLWLYH�EHWD�DVVHW��DQG�LW�ZDV�DVVXPHG�WKH�LQVXUDQFH�ILUP�GLG�QRW
FKDUJH�D�ULVN�SUHPLXP��RYHU�H[SHFWHG�ORVV��IRU�LQVXULQJ�WKH�EHWD�ULVN��1DWXUDOO\��WKH
LQVXUDQFH�FRPSDQ\·V�EHWD�ZLOO�EH�DIIHFWHG�E\�WKLV�WUDQVDFWLRQ��DV�WKH�LQVXULQJ�ILUP·V
EHWD�IDOOV��VR�WKH�LQVXUDQFH�FRPSDQ\·V�EHWD�ZLOO�ULVH��6R�WKH�LQVXUHU·V�VKDUHKROGHUV
ZRXOG�QDWXUDOO\�ZDQW�WKLV�DGGLWLRQDO�V\VWHPDWLF�ULVN�WR�EH�SULFHG�LQ�WKH�LQVXUDQFH
SUHPLXP��,I�WKLV�LV�WKH�FDVH��WKH�LQVXUDQFH�WUDQVDFWLRQ�VLPSO\�VKLIWV�WKH�SROLF\KROGHU
ILUP�IURP�´$µ�WR�´&µ�LQ�WKH�GLDJUDP��7KH�ILUP·V�VKDUHKROGHUV�ZRXOG�ILQG�WKH�ILUP
FRUUHFWO\�SULFHG�EHIRUH�WKH�WUDQVDFWLRQ�JLYHQ�WKH�LQLWLDO�EHWD��7KH�LQVXUDQFH�SROLF\
ZRXOG�UHGXFH�H[SHFWHG�HDUQLQJV��VLQFH�QRZ�WKH�LQVXUHU�GHPDQGV�D�ULVN�SUHPLXP��DQG



�

UHGXFHV�WKH�EHWD�VR�WKDW�WKH\�DUH�RQFH�DJDLQ�LQ�EDODQFH��-XVW�OHW�PH�FRQWUDVW�WKH�WZR
VLWXDWLRQV�

,I�LQVXUHUV�GR�QRW�FKDUJH�D�ULVN�SUHPLXP��LQVXUDQFH�UHGXFHV�WKH�ILUP·V�EHWD
ZLWKRXW�UHGXFLQJ�H[SHFWHG�HDUQLQJV��&RQVHTXHQWO\��WKH�VWRFN�LV�XQGHU�SULFHG
DQG�WKH�SULFH�ULVHV�\LHOGLQJ�D�FDSLWDO�JDLQ�WR�VKDUHKROGHUV�

,QVXUHU�GR�FKDUJH�D�ULVN�SUHPLXP��LQVXUDQFH�UHGXFHV�WKH�EHWD�DQG�UHGXFHV
H[SHFWHG�HDUQLQJV��7KXV�WKH�VWRFN�LV�VWLOO�FRUUHFWO\�SULFHG�DQG�QR�SULFH
DGMXVWPHQW�RFFXUV�LQ�WKH�ILUP·V�VWRFN

6R��EDFN�WR�WKH�TXHVWLRQ��GRHV�KHGJLQJ�ULVN�EHQHILW�VKDUHKROGHUV"�7KHQ�DQVZHU
LV�QR��LI�WKH�SDUW\�DVVXPLQJ�WKH�KHGJH�SULFHV�LW�FRUUHFWO\��2I�FRXUVH�VKDUHKROGHUV�FDQ
EHQHILW�LI�WKH�LQVXUHU�XQGHU�SULFHV�WKH�LQVXUDQFH�SROLF\��%XW�WKLV�LV�KDUGO\�D
MXVWLILFDWLRQ�IRU�ULVN�PDQDJHPHQW��LW�LV�D�MXVWLILFDWLRQ�IRU�EX\LQJ�XQGHU�SULFHG�DVVHWV��,W
LV�UHDOO\�QR�GLIIHUHQW�IURP�WKH�ILUP�EX\LQJ�D�EXLOGLQJ��RU�PDFKLQH��RU�OLFHQVH��IRU�OHVV
WKDQ�LWV�PDUNHW�YDOXH��:H�FDQ�JHQHUDOL]H�WKLV�DUJXPHQW�IURP�WKH�VLPSOH�FDSLWDO�DVVHW
SULFLQJ�PRGHO�WR�ODWHU�JHQHUDWLRQ�SULFLQJ�PRGHOV�WKDW�DOVR�DVVXPH�WKDW�GLYHUVLILDEOH
ULVN�LV�QRW�SULFHG�LQ�WKH�FDSLWDO�PDUNHW��

+DYLQJ�DUJXHG�ZK\�ULVN�VKRXOG�QRW�EH�D�SUREOHP�IRU�SXEOLFO\�KHOG�ILUPV��ZH
QRZ�DGGUHVV�ZK\�ULVN�LV�D�SUREOHP�



�)RU�LGHDV�SUHVHQWHG�LQ�WKLV�VXE�VHFWLRQ�VHH�6PLWK�DQG�6WXO]���������6FKROHV�
:LOVRQ�DQG�:ROIVRQ��������DQG�RWKHUV�

�
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���7D[�HIIHFWV���ULVN�UHGXFWLRQ�DQG�FRQYH[�WD[�VFKHGXOHV�

7KH�WD[�IXQFWLRQV�IDFLQJ�ILUPV�W\SLFDOO\�DUH�FRQYH[��+LJKHU�OHYHOV�RI�FRUSRUDWH
HDUQLQJV�XVXDOO\�HQFRXQWHU�KLJKHU�UDWHV�RI�PDUJLQDO�WD[DWLRQ��7KH�FRQYH[LW\�PD\�QRW
EH�XQLIRUP��EXW�QHYHUWKHOHVV�WKLV�LV�D�W\SLFDO�SDWWHUQ�LQ�PDQ\�FRXQWULHV��7R�VRPH
GHJUHH��WKLV�FRQYH[LW\�LV�EXLOW�LQWR�WKH�WD[�VFKHGXOH��LQLWLDO�FRUSRUDWH�HDUQLQJV��OLNH�WKH
ILUVW�GROODUV�RI�LQGLYLGXDO�HDUQLQJV��DUH�XQWD[HG�DW�WKH�)HGHUDO�OHYHO��$ERYH�WKLV
WKUHVKROG��HDUQLQJV�SDVV�WKURXJK�VHYHUDO�PDUJLQDO�UDWHV��VHWWOLQJ�RQ�D�FRQVWDQW�UDWH�
%XW�FRQYH[LW\�DOVR�DULVHV�IURP�RWKHU�IHDWXUHV�RI�WKH�WD[�FRGH��)LUPV�DUH�DOORZHG
GHGXFWLRQV�IRU�FHUWDLQ�H[SHQGLWXUHV�VXFK�DV�GHSUHFLDWLRQ�DQG�ORVV�FDUU\�EDFNV��7KH
HIIHFWV�RI�VXFK�GHGXFWLRQV�LV�WR�LQFUHDVH�WKH�UDQJH�RI�LQFRPH�ZKLFK�DWWUDFWV�D�]HUR
PDUJLQDO�UDWH��7KH�HIIHFWV�DUH�JUDSKHG�LQ�)LJXUH����

7KLV�QRQ�OLQHDULW\�LQ�WD[�IXQFWLRQV�JLYHV�ULVH�WR�D�LQWHUHVWLQJ�UHODWLRQVKLS
EHWZHHQ�ULVN�DQG�H[SHFWHG�WD[�OLDELOLW\��7KH�LQWXLWLRQ�LV�VWUDLJKWIRUZDUG��&RQVLGHU�D
ILUP�ZLWK�H[SHFWHG�HDUQLQJV�RI��%��,I�LW�HDUQV�H[DFWO\�%�GROODUV��WKHQ�WKH�ILUP·V�WD[
OLDELOLW\�FDQ�EH�UHDG�VWUDLJKW�RII�WKH�WD[�VFKHGXOH�DV�LOOXVWUDWHG�LQ�)LJXUH����7KH�WD[
OLDELOLW\�IRU�WKLV�ILUP�LV�VKRZQ�DV�7�%���UHDG�WKLV�QRWDWLRQ�DV�WKH�WD[��7��DSSURSULDWH�WR
LQFRPH�%���1RZ�FRQVLGHU�D�VHFRQG�ILUP�ZKLFK�DOVR�KDV�SRVVLEOH�HDUQLQJV�RI�$�RU�&�DV
VKRZQ�LQ�)LJXUH����,I�WKHUH�LV�D�����FKDQFH�RI�HLWKHU�$�RU�&��WKHQ�WKH�H[SHFWHG
HDUQLQJV�DUH�%��WKH�VDPH�DV�IRU�WKH�ILUVW�ILUP���7KLV�ILUP�ZLOO�HLWKHU�LQFXU�D�WD[�OLDELOLW\
RI�7�$��RU�7�&��HDFK�ZLWK�D�����FKDQFH��7KH�H[SHFWHG�WD[�LV�WKH�ZHLJKWHG�DYHUDJH�RI
7�$��DQG�7�%��VKRZQ�DV�´(�WD[�µ��1RWLFH�WKDW�WKH�H[SHFWHG�WD[�IRU�WKH�VHFRQG�ILUP�LV
FRQVLGHUDEOH�KLJKHU�WKDQ�IRU�WKH�ILUP�ZLWK�FHUWDLQ�LQFRPH�RI�%��GHVSLWH�WKH�IDFW�WKDW
WKH�H[SHFWHG�HDUQLQJV�RI�WKH�WZR�ILUPV�ZDV�LGHQWLFDO�DW�%��

1RZ�WKLV�VWRU\�FDQ�EH�WUDQVODWHG�LQWR�RQH�RI�ULVN�PDQDJHPHQW��6WDUWLQJ�ZLWK
WKH�VHFRQG�ILUP�ZKRVH�ULVN\�LQFRPH�FDQ�EH�HLWKHU�$�RU�&��)RU�H[DPSOH��&�LV�WKH
HDUQLQJV�RI�WKH�XQLQVXUHG�ILUP�LI�LW�GRHV�QRW�VXIIHU�ORVV��$�ORVV�RI�DVVHWV�RU�DQ
XQLQVXUHG�OLDELOLW\�FRXOG�UHGXFH�LQFRPH�WR�$��7KH�SUREDELOLW\�RI�WKLV�ORVV�LV�VD\�����
7KH�H[SHFWHG�HDUQLQJV�RI�WKH�ILUP�DUH�DW�SRLQW�%��% ���&����$���,I�DQ�LQVXUDQFH
ILUPV�ZHUH�WR�VHOO�D�SROLF\�FRYHULQJ�D�ORVV�RI�$&�ZLWK�D�����SUREDELOLW\��LW�ZRXOG�KDYH
WR�FKDUJH�D�SUHPLXP�DW�OHDVW�HTXDO�WR�WKH�H[SHFWHG�ORVV��1RZ�DQ�LQVXUDQFH�SROLF\



��7KH�LQVXUDQFH�SUHPLXP�QRUPDOO\�ZLOO�EH�VRPHZKDW�KLJKHU�WKDQ�%&��DQG�WKH
FHUWDLQ�LQFRPH�RI�WKH�ILUP�ZLOO�EH�VOLJKWO\�ORZHU�WKDQ�SRLQW�%��ZKHQ�WUDQVDFWLRQ�FRVWV
VXFK�DV�SURILW�DOORZDQFH��UHVHUYHV�DQG�FRPPLVVLRQV�DUH�DOVR�IDFWRUHG�LQWR�WKH
SUHPLXP�

�

ERXJKW�DW�D�SUHPLXP�RI�%&��WKH�H[SHFWHG�YDOXH�RI�WKH�ORVV�ZKLFK�LV�����WLPHV�$&��
ZRXOG�JLYH�WKH�ILUP�D�FHUWDLQ�LQFRPH�RI�%�����&RQVLGHU�WKH�WD[�HIIHFW�RI�WKH�LQVXUDQFH�
,I�LQVXUDQFH�LV�SXUFKDVHG��WKH�ILUP·V�FHUWDLQ�LQFRPH�LV�%�DQG�LW�ZLOO�SD\�DQ�DSSURSULDWH
WD[�RI�7�%���,I�WKH�ILUP�GRHV�QRW�LQVXUH��LW�ZLOO�KDYH�D�WD[�OLDELOLW\�RI�7�&��LI�LW�KDV�QR
ORVV�DQG�D�WD[�RI�7�$���LI�LW�GRHV�KDYH�D�ORVV��7KH�ILUP·V�H[SHFWHG�WD[�LV�(�WD[��DV
VKRZQ�LQ�)LJXUH����7KH�OHYHO�(�7��LV�FDOFXODWHG�DV�WKH������7�$�������7�&����7KXV��WKH
H[SHFWHG�WD[�LV�KLJKHU�ZLWKRXW�LQVXUDQFH��,QVXUDQFH�UHGXFHV�H[SHFWHG�WD[�IURP�(�WD[�
WR�7�%���
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&RQVLGHU�D�VLPSOH�H[DPSOH��$�ILUP�KDV�HDUQLQJV�WKDW�IROORZ�WKH�GLVWULEXWLRQ�
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7KH�ILUP�IDFHV�D�����PDUJLQDO�WD[�UDWH�EXW��GXH��WR�SURJUHVVLYLW\�RI�WKH�FRGH��DQG�WR�WD[�VKHOWHUV
VXFK�DV�GHSUHFLDWLRQ��WKH�ILUVW�����RI�HDUQLQJV�LV�IUHH�RI�WD[��7KH�ILUP·V�H[SHFWHG�DIWHU�WD[�LQFRPH�LV
�(�GHQRWHV�EHIRUH�WD[�HDUQLQJV�DQG�6�GHQRWHV�WKH�YDOXH�RI�WKH�HDUQLQJV�VKLHOGHG��
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1RZ�FRQVLGHU�WKDW�WKH�ILUP�FDQ�KHGJH�WKLV�ULVN�E\�D�GHULYDWLYH�LQVWUXPHQW�WKDW�ZLOO�UHSODFH�WKH
ULVN\�HDUQLQJV�VWUHDP�E\�LWV�H[SHFWHG�YDOXH�ZKLFK�LV������7KH�ILUP·V�DIWHU�WD[�LQFRPH�ZLOO�EH�

���������������������� ������

:KLFK�UHSUHVHQWV�D�JDLQ�RI�������ZLWKRXW�DQ\�FKDQJH�LQ�WKH�H[SHFWHG�YDOXH�RI�EHIRUH�WD[�HDUQLQJV��
BBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBBB
BBBBBBBBBBBBBBBBBB

7KH�UHSUHVHQWDWLRQ�RI�WKH�WD[�FRGH�DERYH�LV�UDWKHU�VLPSOH��2QH�LPSRUWDQW
RPLVVLRQ�LV�WKH�DELOLW\�RI�WKH�ILUP�WR�´FDUU\�IRUZDUGµ�ORVVHV�WR�IXWXUH�WD[�SHULRGV��L�H�
QHJDWLYH�LQFRPH�WKLV�\HDU��FDQ�EH�XVHG�DV�D�GHGXFWLRQ�DJDLQVW�IXWXUH�HDUQLQJV��
6XSSRVH��WKDW�WKH�ILUP�FRXOG�FDUU\�IRUZDUG�HDFK�GROODU�RI�ORVVHV�ZLWK�LQWHUHVW��DQG�WKH
ILUP�ZDV�DEVROXWHO\�FHUWDLQ�WKDW�LW�ZRXOG�KDYH�VXIILFLHQW�IXWXUH�LQFRPH�WR�DYDLO�LWVHOI
RI�WKH�GHGXFWLELOLW\��7KH�H[SHFWHG�SUHVHQW�YDOXH�RI�HDFK����FDUULHG�IRUZDUG�ZRXOG�EH�D�WD[
UHOLHI�RI��D�QHJDWLYH�WD[�OLDELOLW\�LV�D�WD[�EHQHILW�RU�UHIXQG��

:LWK�WKLV�DVVXPSWLRQ��DOO�LQFRPH�LV�HLWKHU�WD[HG�DW�WKH�PDUJLQDO�UDWH��RU�LV�IRUJLYHQ�DW
WKH�PDUJLQDO�UDWH��7KXV��WKH�WD[�IXQFWLRQ�ZRXOG�QRW�EH�FRQYH[��NLQNHG��DV�VKRZQ�LQ
ILJXUH����EXW�ZRXOG�MXVW�EH�D�VWUDLJKW�OLQH��VKRZQ�DV�D�VKRUW�GDVKHG�OLQH�LQ�)LJXUH����
([SHFWHG�WD[�RI�SRVLWLYH�DQG�QHJDWLYH�LQFRPH�ZRXOG�EH�V\PPHWULF�ZLWK�WKLV�OLQHDU�WD[
IXQFWLRQ��DQG�WKHUH�ZRXOG�EH�QR�JDLQ�IURP�KHGJLQJ���

1RZ�VXSSRVH�WKDW�WKH�SUREDELOLW\�WKDW�IXWXUH�HDUQLQJV�ZLOO�EH�VXIILFLHQW�WR�XVH
WKH�FDUU\�IRUZDUG�LV�´Sµ�ZKLFK�LV�OHVV�WKDQ�XQLW\��DQG�WKDW�WKH�ORVV�FDQQRW�EH�FDUULHG
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IRUZDUG�ZLWK�LQWHUHVW��7KH�H[SHFWHG�SUHVHQW�YDOXH�RI�HDFK����RI�FDUU\�IRUZDUG�ZRXOG
EH�

ZKLFK�LV�D�EHQHILW�RI�OHVV�WKDQ�����7KLV�VLWXDWLRQ�LV�GHSLFWHG�LQ�)LJXUH����DV�WKH�ZLGH
GDVKHG�OLQH��1RWLFH�WKDW�WKLV�OLQH�LV�FRQYH[�DQG�WKLV�LPSOLHV�WKDW�WKH�H[SHFWHG�WD[
OLDELOLW\�IURP�KHGJLQJ��7�%���LV�ORZHU�WKDQ�WKDW�IRU�WKH�XQKHGJHG�SRVLWLRQ��(�WD[��
7KXV��HYHQ�ZLWK�FDUU\�IRUZDUGV��WKHUH�LV�VWLOO�D�WD[�DGYDQWDJH�WR�UHGXFLQJ�WKH��ULVNLQHVV
RI�HDUQLQJV�

7KH�WD[�JDLQ�GHVFULEHG�DERYH��DQG�LOOXVWUDWHG�ZLWK�LQVXUDQFH��LV�QRW�D�VSHFLILF
WD[�SUHIHUHQFHV�EXLOW�LQWR�WKH�WD[�FRGH�IRU�LQVXUDQFH��H�J��D�VSHFLILF�GHGXFWLELOLW\�IRU
LQVXUDQFH�SUHPLXPV���5DWKHU�LW�LV�D�JHQHUDO�WD[�EHQHILW�WKDW�FDQ�EH�VHFXUHG�E\�UHGXFLQJ
WKH�ULVNLQHVV�RI�HDUQLQJV��ZKDWHYHU�WKH�VRXUFH�RI�WKH�ULVN�DQG�ZKDWHYHU�WKH�QDWXUH�RI
WKH�KHGJH�XVHG��)LQDOO\��QRWLFH�WKDW�WKH�WD[�DGYDQWDJH�IURP�KHGJLQJ�LV�MXULVGLFWLRQDO�
7KH�JDLQ�FRPHV�DERXW�EH�UHGXFLQJ�WKH�ULVNLQHVV�RI�HDUQLQJV�ZLWKLQ�D�JLYHQ�WD[
MXULVGLFWLRQ��QRW�QHFHVVDULO\�IURP�UHGXFLQJ�WKH�ULVN�RI�JOREDO�FRUSRUDWH�HDUQLQJV��
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Tax
payable

Corporate
Eanings

Tax Function

A
B C

T(B)

T(C)

E(tax) = (0.5)T(A) + (0.5)T(C)

FIGURE 3 The Effect of Carry Forwards
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���5LVN�PDQDJHPHQW�DQG�WKH�FRVWV�RI�ILQDQFLDO�GLVWUHVV�

D��'LUHFW�&RVWV�RI�)LQDQFLDO�'LVWUHVV

,I�D�ILUP�EHFRPHV�EDQNUXSW�WKHQ��DFFRUGLQJ�WR�WKH�DEVROXWH�SULRULW\�UXOH��VKDUHV
H[SLUH�ZRUWKOHVV�DQG�WKH�ILUP�WUDQVIHUV�WR�WKH�FUHGLWRUV��&RQVHTXHQWO\��DQ\�WUDQVDFWLRQ
FRVWV��VXFK�DV�OHJDO�IHHV��FRXUW�IHHV��DFFRXQWLQJ�FRVWV��ZLOO�EH�ERUQH�H[�SRVW��E\�WKH
FUHGLWRUV��,Q�DGGLWLRQ�WR�GLUHFW�FRVWV�RI�EDQNUXSWF\��WKHUH�PD\�EH�LQGLUHFW�FRVWV��RU
RSSRUWXQLW\�FRVWV��ZKLFK�DOVR�ZLOO�IDOO�RQ�FUHGLWRUV��)RU�H[DPSOH��ZKHQ�D�ILUP�LV
DGPLQLVWHUHG�E\�WKH�FRXUW��WKH�QRUPDO�LQFHQWLYH�VWUXFWXUH�ZKLFK�OHDGV�PDQDJHUV�WR
SHUIRUP�HIILFLHQWO\�PD\�EH�GLVWXUEHG��7KLV�PD\�KDSSHQ�LQ�WZR�ZD\V��0RVW�GLUHFWO\�
WKHUH�DUH�FRQWUDFWV�ZULWWHQ�ZLWK�PDQDJHUV��DJHQWV��HPSOR\HHV�DQG�RWKHUV�ZKLFK�RIWHQ
KDYH�UHZDUGV�DQG�SHQDOWLHV�DVVRFLDWHG�ZLWK�SHUIRUPDQFH��'XULQJ�D�EDQNUXSWF\��WKHVH
FRQWUDFWV�DUH�VRPHWLPHV�FKDOOHQJHG�HVSHFLDOO\�LI�WKH\�VHHP�UHWURDFWLYHO\�JHQHURXV
JLYHQ�WKH�ILUP·V�FXUUHQW�SOLJKW��0RUHRYHU��QHZ�FRQWUDFWV�ZULWWHQ�GXULQJ�VXFK�D�SHULRG
DUH�ZULWWHQ�XQGHU�FRXUW�LQIOXHQFH��:LOO�WKHVH�FRQWUDFWV�ZULWWHQ�XQGHU�FRXUW
VXSHUYLVLRQ��FDUU\�WKH�VDPH�LQFHQWLYH�SURYLVLRQV�DV�FRQWUDFWV�ZULWWHQ�GXULQJ�D�QRUPDO
SHULRG�XQGHU�ZKLFK�WKH�ILUP�LV�PRQLWRUHG�FRQWLQXRXVO\�E\�WKH�FDSLWDO�PDUNHW"�7R�WKH
H[WHQW�WKDW�LQFHQWLYH�FRPSDWLELOLW\�LV�VDFULILFHG�GXULQJ�EDQNUXSWF\��WKH�SHUIRUPDQFH�RI
WKH�ILUP�ZLOO�VXIIHU��7KH�IRUHJRQH�YDOXH�ZLOO�EH�ORVW�WR�WKH�FUHGLWRUV�ZKR�QRZ�´RZQµ
WKH�ILUP��6LPLODUO\��YDOXH�PD\�EH�ORVW�LI�WKH�VHOHFWLRQ�RI�LQYHVWPHQW�SURMHFWV�LV�DIIHFWHG
E\�FRXUW�VXSHUYLVLRQ��)RU�H[DPSOH��GXULQJ�VROYHQW�RSHUDWLRQV��DQG�FDSLWDO�PDUNHW
DFFRXQWDELOLW\��WKH�ILUP�PD\�EH�DJJUHVVLYH�LQ�LWV�SURMHFW�VHOHFWLRQ�DQG�HDUQ�WKH
DSSURSULDWH�SUHPLXP�DVVRFLDWHG�ZLWK�VXFK�HQWUHSUHQHXULDO�DFWLYLW\��,I�WKH�EDQNUXSW
ILUP�LV�OHVV�HQWUHSUHQHXULDO�LQ�LWV�SURMHFW�VHOHFWLRQ��DQ\�ORVV�RI�YDOXH�ZLOO�IDOO�RQ�WKH
FUHGLWRUV�

7KH�YDULRXV�WUDQVDFWLRQ�FRVWV�RI�EDQNUXSWF\��NQRZQ�VLPSO\�DV�´EDQNUXSWF\
FRVWVµ��WKHRUHWLFDOO\�IDOO�H[�SRVW�XSRQ�WKH�FUHGLWRUV�VLQFH�HTXLW\�FODLPV�H[SLUH
ZRUWKOHVV��,Q�SUDFWLFH��GLVWUHVVHG�ILUPV�PD\�QRW�EH�UH�RUJDQL]HG�DFFRUGLQJ�WR�WKH
DEVROXWH�SULRULW\�UXOH��0DQ\�GLVWUHVVHG�ILUPV�DUH�UH�RUJDQL]HG�LQ�RXW�RI�FRXUW
VHWWOHPHQWV�RU�´ZRUNRXWVµ��7KHVH�VHWWOHPHQWV�LQYDULDEO\��OHDYH�WKH�VKDUHKROGHUV�ZLWK
VRPH�YDOXH�DQG�WKH�XVXDOO\�ORZHU�WUDQVDFWLRQ�FRVWV�DVVRFLDWHG�ZLWK�ZRUNRXWV�ZLOO�IDOO
MRLQWO\��DFFRUGLQJ�WR�QHJRWLDWLRQ��RQ�ERWK�FODVVHV�RI�VWDNHKROGHU��7KXV��WKH
WUDQVDFWLRQ�FRVWV�DVVRFLDWHG�ZLWK�EDQNUXSWF\�IDOO��H[�SRVW��RQ�WKH�SULQFLSOH
VWDNHKROGHUV��([�DQWH��WKHVH�FRVWV�ZLOO�EH�DQWLFLSDWHG�LQ�WKH�YDOXH�RI�WKH�ERQGV��DQG
SHUKDSV�WKH�VWRFNV���7KH�GLVFRXQW�LQ�ERQG�YDOXHV�ZLOO�UHIOHFW�LQYHVWRU�H[SHFWDWLRQV�DV
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WR�WKH�SURVSHFWLYH�VL]H�RI�WKH�EDQNUXSWF\�FRVWV��WRJHWKHU�ZLWK�LQYHVWRU�H[SHFWDWLRQV
DERXW�WKH�SUREDELOLW\�RI�EDQNUXSWF\��$FFRUGLQJO\��DQ\�VWUDWHJ\�ZKLFK�UHGXFHV�WKH
SUREDELOLW\�RI�EDQNUXSWF\��RU�SHUVXDGHV�LQYHVWRUV�WKDW�WKH�SUREDELOLW\�KDV�EHHQ
UHGXFHG��ZLOO�HQKDQFH�WKH�YDOXH�RI�WKH�ILUPV�ERQGV���

7KH�YDOXH�RI�D�ILUP��9�)��LV�WKH�FDSLWDOL]HG�YDOXH�RI�LWV�H[SHFWHG�IXWXUH�FDVK
IORZV��&)�GLVFRXQWHG�DW�D�UDWH�U�

7KLV�YDOXH�LV�GLYLGHG�EHWZHHQ�WKH�YDULRXV�VWDNHKROGHUV��L�H���WKH�VKDUHKROGHUV�DQG�WKH
ERQGKROGHUV��7R�VHH�KRZ�EDQNUXSWF\�FRVWV�DIIHFW�YDOXH��FRQVLGHU�VRPH�GLIIHUHQW
SRVVLELOLWLHV��)LUVW��VXSSRVH�WKDW�EDQNUXSWFLHV�GR�QRW�UHVXOW�LQ�OLTXLGDWLRQ�DQG
FRQVHTXHQWO\��WKH�ILUP�FDQ�SRWHQWLDOO\�KDYH�PXOWLSOH�EDQNUXSWFLHV�RYHU�LWV�IXWXUH
OLIHWLPH��(TXDWLRQ����JLYHV�DQ�LGHD�RI�KRZ�WKH�ILUP�YDOXH�ZLOO�EH�UHGXFHG��,Q�WKLV
HTXDWLRQ�3

W

��LV�WKH�SUREDELOLW\�WKH�ILUP�ZLOO�EHFRPH�EDQNUXSW�LQ�\HDU�´Wµ�DQG�%&�LV�WKH
DVVRFLDWHG�EDQNUXSWF\�FRVW���1RWLFH�WKDW�WKH�VHFRQG�WHUP�LQ�HTXDWLRQ���GLG�QRW�DSSHDU
LQ�HTXDWLRQ����DQG�LW�LV�WKLV�VHFRQG�WHUP�WKDW�FDSWXUHV�WKH�H[SHFWHG�YDOXH�RI�WKH
EDQNUXSWF\�FRVW��8QGHU�WKH�DEVROXWH�SULRULW\�UXOH��WKLV�ORVV�RI�YDOXH�ZRXOG�IDOO�ZKROO\
RQ�FUHGLWRUV���

1RZ�FRQVLGHU�WKDW�EDQNUXSWF\�UHVXOWV�LQ�OLTXLGDWLRQ�RI�WKH�ILUP��,Q�WKLV�FDVH�
WKH�ORVV�GXH�WR�EDQNUXSWF\�LQFOXGHV�QRW�RQO\�WKH�WUDQVDFWLRQ�FRVWV�RI�WKH�EDQNUXSWF\
DV�GHVFULEHG��EXW�DOVR�ORVV�RI�IXWXUH�HDUQLQJV�DV�WKH�ILUP�FHDVHV�WR�RSHUDWH��7KLV�LV
QRZ�FDSWXUHG�LQ�HTXDWLRQ����7R�VHH�WKLV�LPDJLQH�WKDW�LQ�DQ\�IXWXUH�\HDU�´Vµ�WKHUH�LV�D
SUREDELOLW\���3

V

�WKDW�WKH�ILUP�ZLOO�VXUYLYH�DQG�D�FRUUHVSRQGLQJ�SUREDELOLW\�3
V

�WKDW�WKH
ILUP�ZLOO�EHFRPH�EDQNUXSW�DQG�OLTXLGDWH�FRQGLWLRQDO�RQ�KDYLQJ�VXUYLYHG�WR�WKDW�\HDU�
:H�DVVXPH�WKDW�EDQNUXSWF\�RFFXUV�DW�WKH�HQG�RI�WKH�\HDU��7KXV��LI�RQH�NQHZ�WKDW�WKH
ILUP�ZRXOG�VXUYLYH�WR�\HDU�´Vµ�DQG�WKHQ�EH�EDQNUXSWHG�DQG�OLTXLGDWHG�LQ�WKDW�\HDU��WKH
SUHVHQW�YDOXH�RI�HDUQLQJV�ZRXOG�EH�
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1RZ��EHDULQJ�LQ�PLQG�WKDW�WKH�SUREDELOLW\�WKDW�WKH�ILUP�ZLOO�VXUYLYH�WR�\HDU�´Wµ�WKHQ
EH�OLTXLGDWHG�LV�����������3

�

����3
�

���������3
W��

���WKHQ�WKH�YDOXH�RI�WKH�ILUP�EHFRPHV�

� 1RWLFH�WKDW�LQ�DOO�RI�WKH�DERYH�IRUPXODV��WKH�YDOXH�RI�WKH�ILUP�ZLOO�LQFUHDVH�LI
WKH�SUREDELOLW\�RI�EDQNUXSWF\�FDQ�EH�UHGXFHG��7KLV�ZLOO�UHGXFH�WKH�H[SHFWHG�YDOXH�IRU
EDQNUXSWF\�FRVWV�LQ�ERWK�HTXDWLRQV���DQG����$GGLWLRQDOO\��LQ�HTXDWLRQ����UHGXFLQJ�´3µ
DOVR�ZLOO�UHGXFH�WKH�SUREDELOLW\�WKDW�WKH�ILUP�ZLOO�OLTXLGDWH�DQG�WKHUHE\�ORRVH�DFFHVV�WR
DOO�IXWXUH�UHYHQXHV��

7R�VHH�WKH�ULVN�PDQDJHPHQW�LPSOLFDWLRQV��FRQVLGHU�)LJXUH����'LVWULEXWLRQ�´$µ
VKRZV�WKH�GLVWULEXWLRQ�RI�HTXLW\�YDOXH�IRU�D�ILUP�ZLWK�VLJQLILFDQW�ULVN��,I�WKH�HTXLW\
YDOXH�IDOOV�EHORZ�]HUR��WKH�ILUP�EHFRPHV�LQVROYHQW�DQG�ZLOO�XQGHUJR�EDQNUXSWF\
SURFHHGLQJ�RU�VRPH�RXW�RI�FRXUW�VHWWOHPHQW��7KH�SUREDELOLW\�RI�EDQNUXSWF\�LV�WKH�DUHD
WR�WKH�OHIW�RI�WKH�]HUR��DQG�XQGHU�FXUYH�´$µ�DV�LQGLFDWHG�E\�WKH�GLDJRQDO�VKDGLQJ�
5HFDOO�WKDW�WKH�WRWDO�DUHD�XQGHU�D�GLVWULEXWLRQ�LV�XQLW\��WKXV�WKH�DUHD�VKDGHG�ZLOO
WUDQVODWH�GLUHFWO\�LQWR�D�SUREDELOLW\�ZKLFK�LV�OHVV�WKDQ�XQLW\��,I�ULVN�FDQ�EH�UHGXFHG�DV
VKRZQ�E\�WKH�PRUH�FRPSUHVVHG�GLVWULEXWLRQ�´%µ��WKH�SUREDELOLW\�RI�EDQNUXSWF\�FDQ
EH�UHGXFHG�DV�VKRZQ�E\�WKH�VPDOOHU�VROLG�VKDGHG�DUHD�WR�WKH�OHIW�RI�]HUR�DQG�XQGHU
FXUYH�´%µ���
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E��$JHQF\�&RVWV�DQG�'\VIXQFWLRQDO�,QYHVWPHQW��8QGHULQYHVWPHQW�DQG�$VVHW
6XEVWLWXWLRQ�

$SDUW�IURP�WKH�WUDQVDFWLRQ�FRVWV�DVVRFLDWHG�ZLWK�ILQDQFLDO�GLVWUHVV��WKH�SURVSHFW
RI�IXWXUH�ILQDQFLDO�GLVWUHVV�FDXVHV�D�QXPEHU�RI�RWKHU�SUREOHPV��7KHVH�WUDQVDFWLRQ
FRVWV�DUH�DJHQF\�FRVW�WKDW�DUH�NQRZQ�DV��XQGHULQYHVWPHQW�DQG�DVVHW�VXEVWLWXWLRQ�

$JHQF\�SUREOHPV�DULVH�EHWZHHQ�VKDUHKROGHUV�DQG�FUHGLWRUV��6KDUHKROGHUV�KDYH
VRPH�FRQWURO�RYHU�WKH�GHFLVLRQ�PDNLQJ�SURFHVVHV�ZLWKLQ�WKH�ILUP�WKURXJK�WKHLU�DELOLW\
WR�DSSRLQW�DQG�FRPSHQVDWH�WKH�PDQDJHPHQW�WHDP��&UHGLWRUV�OHQG�WKHLU�PRQH\�WR�WKH
ILUP�ZLWKRXW�VXFK�FRQWURO�RYHU�LWV�GHFLVLRQ�PDNLQJ��7KXV��WKH�VKDUHKROGHUV�DUH�LQ�DQ
DJHQF\�UHODWLRQVKLS�ZLWK�UHVSHFW�WR�WKH�ERQGKROGHUV��7KLV�UHODWLRQVKLS�JHQHUDWHV
RSSRUWXQLWLHV�IRU�VKDUHKROGHUV�WR�H[SORLW�ERQGKROGHUV�E\�FKRRVLQJ�LQYHVWPHQW
SURMHFWV�ZLWK�ULVN�FKDUDFWHULVWLFV�WKDW�VHOHFWLYHO\�IDYRU�VKDUHKROGHUV�DW�WKH�H[SHQVH�RI
FUHGLWRUV��7KLV�H[SORLWDWLRQ�DULVHV�IURP�WKH�GLIIHUHQW�SDWWHUQV�RI�SD\RIIV�WR�WKH
GLIIHUHQW�FODVVHV�RI�LQYHVWRUV��7KHVH�GLVWRUWLRQV�LQ�SURMHFW�VHOHFWLRQ�FDQ�HYHQ�FDXVH
VKDUHKROGHUV�WR�SDVV�XS�SURILWDEOH�LQYHVWPHQW�RSSRUWXQLWLHV��

7R�VWDUW��FRQVLGHU�WKH�QDWXUH�RI�WKH�SD\RIIV�WR�VKDUHKROGHUV�DQG�FUHGLWRUV�DQG
ZH�ZLOO�GHYHORS�WKH�LOOXVWUDWLRQV�E\�DVVXPLQJ�FUHGLWRUV�DUH�ERQGKROGHUV��%RQGKROGHUV
UHFHLYH�D�IL[HG�SD\RII�RI�SULQFLSDO�DQG�LQWHUHVW�LI�WKH�YDOXH�RI�WKH�ILUP�LV�VXIILFLHQW�WR
FRYHU�WKLV�REOLJDWLRQ��6KDUHKROGHUV�UHFHLYH�WKH�UHVLGXDO�FODLP��WKH\�DUH�SDLG�GLYLGHQGV
DIWHU�LQWHUHVW�DQG�SULQFLSDO�KDYH�EHHQ�PHW�DQG�WKH\�UHFHLYH�WKH�UHVLGXDO�LQ�D
OLTXLGDWLRQ�DIWHU�DOO�SULRULW\�FODLPDQWV�KDYH�EHHQ�SDLG��7KLV�FDQ�EH�UHSUHVHQWHG�VLPSO\
LQ�D�RQH�SHULRG�VHWWLQJ��)LJXUH���VKRZV�WKH�YDOXH�RI�WKH�ILUP�RQ�WKH�KRUL]RQWDO�D[LV�
DQG�WKH�YHUWLFDO�D[LV�VKRZV�WKH�YDOXHV�RI�WKH�PDLQ�FODVVHV�RI�VHFXULWLHV��GHEW�DQG
HTXLW\��:H�LJQRUH�WD[HV�LQ�WKLV�H[DPSOH�IRU�VLPSOLFLW\��7KH�IDFH�YDOXH�RI�WKH�GHEW�LV
´'µ��,I�WKH�YDOXH�RI�WKH�ILUP�LV�ZRUWK�OHVV�WKDQ�´'µ�WKH�ILUP�LV�LQVROYHQW��,Q�WKLV�FDVH�
WKH�HTXLW\�LV�ZRUWKOHVV�DQG�WKH�GHEW�LV�ZRUWK�ZKDWHYHU�UHPDLQLQJ�YDOXH�LV�OHIW�WR�WKH
ILUP��7KXV��WKH�GHEW�FODLP�LV�WKH�IXOO�YDOXH�RI�WKH�ILUP��L�H���IROORZV�WKH���E�OLQH��DQG
WKH�HTXLW\�FODLP�LV�]HUR��L�H���RQ�WKH�KRUL]RQWDO�D[LV���,I�WKH�ILUP�YDOXH�H[FHHGV�´'µ�
WKH�ILUP�LV�VROYHQW�DQG�WKH�GHEW�FODLP�LV�ZRUWK�LWV�IXOO�IDFH�YDOXH�´'µ�DQG�WKH�HTXLW\�LV
ZRUWK�ZKDWHYHU�LV�OHIW��L�H���WKH�ILUP�YDOXH��9�)��PLQXV�´'µ�����

1RZ�FRQVLGHU�D�ILUP�ZKLFK�IDFHV�QR�ULVN�DQG�KDV�D�FHUWDLQ�YDOXH�RI�;�DV�VKRZQ
LQ�)LJXUH����,W�FDQ�QRZ�FKRRVH�D�QHZ�SURMHFW�ZKLFK�ZLOO�KDYH�DQ�H[SHFWHG�YDOXH�RI
]HUR��EXW�D�GRZQVLGH�ULVN�RI�;�<�WRJHWKHU�ZLWK�DQ�XSVLGH�SRWHQWLDO�RI�=�;��7KH�UDQJH
RI�ULVN�IURP�WKH�SURMHFW�LV�VKRZQ�E\�WKH�DUURZHG�OLQH�XQGHUQHDWK�WKH�GLDJUDP��,I�WKH
ILUP�XQGHUWDNHV�WKH�QHZ�SURMHFW��WKH�ILUP�YDOXH�ZRXOG�EH�D�ORWWHU\�RYHU�SRLQWV�<�DQG



��

=��EXW�VWLOO�KDYH�DQ�H[SHFWHG�YDOXH�RI�;��:LWK�WKH�SURMHFW��WKH�XSVLGH�DQG�GRZQVLGH
ULVN�DUH�ERUQH�XQHTXDOO\�E\�WKH�VKDUHKROGHUV�DQG�ERQGKROGHUV��$OO�WKH�XSVLGH�ULVN
EHQHILWV�WKH�VKDUHKROGHUV�ZKRVH�FODLP�LQFUHDVHV�IURP��;�'��WR��=�'��LI�WKH�SURMHFW�LV
VXFFHVVIXO��2Q�WKH�RWKHU�KDQG��LI�WKH�SURMHFW�IDLOV��WKH�VKDUHKROGHUV�FODLP�RQO\�IDOOV
IURP��;�'��WR�]HUR��7KH�VKDUHKROGHUV�EHQHILW�IURP�DOO�WKH�XSVLGH�EXW�EHDU�OLWWOH
GRZQVLGH��7KH�ERQGKROGHUV�IDUH�OHVV�ZHOO��,I�WKH�SURMHFW�VXFFHHGV��WKH\�UHFHLYH�QR
DGGLWLRQDO�EHQHILW�DV�IL[HG�VWDNHKROGHUV��WKHLU�YDOXH�VWD\V�DW�'��2Q�WKH�RWKHU�KDQG��LI
WKH�SURMHFW�IDLOV��WKH\�GR�QRW�UHFHLYH�WKHLU�SURPLVHG�YDOXH�'�EXW�UHFHLYH�RQO\�WKH
UHPDLQLQJ�YDOXH�<��7KXV��WKH�ERQGKROGHUV�IDFH�QR�SRWHQWLDO�JDLQ�IURP�WKH�SURMHFW��EXW
WKH\�IDFH�D�SRWHQWLDO�ORVV�RI�'�<��,Q�VXPPDU\��WKH�SURMHFWV�RIIHUV�WKH�VKDUHKROGHUV�D
FKDQFH�RI�VXEVWDQWLDO�JDLQ��EXW�OLWWOH�ORVV�DV�WKH\�FDQ�GHIOHFW�DQ\�ORVV�WR�WKH
ERQGKROGHUV��,Q�HIIHFW��WKH�VKDUHKROGHUV�DUH�SOD\LQJ�D�´KHDGV�,�ZLQ��WDLOV�\RX�ORVHµ�JDPH
ZLWK�WKH�ERQGKROGHUV��1DWXUDOO\�VXFK�JDPHV�DUH�YHU\�DWWUDFWLYH�WR�WKH�VKDUHKROGHUV�
DQG�XQDWWUDFWLYH�WR�ERQGKROGHUV��

7KLV�DWWUDFWLRQ�RI�VKDUHKROGHUV�WR�KLJK�ULVN�LQYHVWPHQW�FDQ�OHDG�WR�DVVHW
VXEVWLWXWLRQ��7KH�ILUP�UDLVHV�GHEW��SURPLVLQJ�WR�XQGHUWDNH�D�ORZ�ULVN�SURMHFW��%XW�KDYLQJ
VHFXUHG�WKH�IXQGV��LW�WKHQ�VXEVWLWXWHV�D�KLJK�ULVN�LQYHVWPHQW�FDXVLQJ�D�ZHDOWK�WUDQVIHU
IURP�ERQGKROGHUV�WR�VKDUHKROGHUV��+RZHYHU��WKHUH�LV�D�FDWFK�IRU�WKH�VKDUHKROGHUV�
%RQGKROGHUV�DQWLFLSDWH�WKDW�VKDUHKROGHUV�ZLOO�EH�WHPSWHG�WR�VHHN�RXW�VXFK�ULVN\
LQYHVWPHQW�SURMHFWV��DQG�DFFRUGLQJO\��ZKHQ�ERQGV�DUH�LVVXHG��WKH\�DUH�GLVFRXQWHG�WR
UHIOHFW�WKLV�SRWHQWLDO�H[SURSULDWLRQ��7KLV�KXUWV�VKDUHKROGHUV�IRU�LW�LQFUHDVHV�WKH�FRVW�RI
GHEW��6KDUHKROGHUV�DUH�´KRLVWHG�RQ�WKHLU�RZQ�SHWDUGµ��ZKHQ�WKH\�VHFXUH�IXQGV�IURP
ERQGKROGHUV��WKH\�DUH�WHPSWHG�WR�ULVN�WKRVH�IXQGV�LQ�KLJKO\�XQFHUWDLQ�YHQWXUHV��7KLV�
H[�SRVW�WHPSWDWLRQ�KXUWV�VKDUHKROGHUV�H[�DQWH��VLQFH�LW�UHGXFHV�WKH�DPRXQW�ERQGKROGHUV
DUH�ZLOOLQJ�WR�SD\�IRU�QHZ�GHEW��3URVSHFWLYHO\��VKDUHKROGHUV�ZRXOG�EH�EHWWHU�RII�LI�WKH\
FRXOG�VHQG�ERQGKROGHUV�VRPH�FUHGLEOH�VLJQDO�WKDW�WKH\�ZRXOG�QRW�HQJDJH�LQ�VXFK
H[SURSULDWRU\�EHKDYLRU�

8QGHULQYHVWPHQW�DULVHV�DOVR�IURP�WKH�DV\PPHWU\�LQ�WKH�SD\RIIV�WR�ERQGKROGHUV
DQG�VKDUHKROGHUV��:H�FDQ�DJDLQ�XVH�)LJXUH���WR�EHJLQ�RXU�LOOXVWUDWLRQ�RI
XQGHULQYHVWPHQW��6XSSRVH�D�ILUP�DOUHDG\�KDV�FRQVLGHUDEOH�ULVN��IRU�H[DPSOH��WKH�YDOXH
LV�D�ORWWHU\�RYHU�SRLQWV�<�DQG�=�ZLWK�DQ�H[SHFWHG�YDOXH�RI�;��7KH�VKDUHKROGHUV�ZLOO
HLWKHU�JHW����LI�WKH�ILUP�YDOXH�LV�<��RU�=�'��LI�WKH�ILUP�YDOXH�LV�=���%RQGKROGHUV�ZLOO
JHW�HLWKHU�<�RU�'�GHSHQGLQJ�RQ�ZKHWKHU�ILUP�YDOXH�LV�<�RU�=��,I�WKH�UHVSHFWLYH
SUREDELOLWLHV�RI�=�DQG�<�DUH������WKHQ�

9DOXH�RI�WKH�ILUP  9�)�  ó��<����ó��=�
9DOXH�RI�HTXLW\  9�(�  ó�������ó��=�'�



��

9DOXH�RI�GHEW  9�'�  ó��<����ó��'�

1RZ�VXSSRVH�WKH�ILUP�IDFHV�D�QHZ�ULVNOHVV�LQYHVWPHQW�RSSRUWXQLW\�WKDW�KDV�D�VPDOO
SRVLWLYH�139��7KH�FRVW�LV�&�ZKLFK�LV�SDLG�IRU�XS�IURQW�E\�VKDUHKROGHUV��7KH�SUHVHQW
YDOXH�RI�IXWXUH�FDVK�IORZV�IURP�WKH�QHZ�LQYHVWPHQW�LV�1�JLYLQJ�DQ�139�RI�1�&��,
ZLOO�DVVXPH�KHUH�WKDW�WKH�139�LV�QRW�VXIILFLHQW�WR�SXOO�WKH�ILUP�RXW�RI�EDQNUXSWF\��1�
&���'�<���$IWHU�WKLV�LQYHVWPHQW��WKH�YDOXHV�DUH���

1(:�9DOXH�RI�WKH�ILUP��ó��<�1����������ó��=�1������&�� 9�)����1���&
1(:�9DOXH�RI�HTXLW\ �ó������������������ó��=�'�1�����&� 9�(����ó1���&
1(:�9DOXH�RI�GHEW ó��<�1������������ó��'� � 9�'����ó1

$OWKRXJK�WKH�YDOXH�RI�WKH�ILUP�ULVHV�E\�WKH�IXOO�139��1�&��WKLV�EHQHILW�LV�VSOLW
XQHYHQO\�EHWZHHQ�WKH�VWDNHKROGHUV��6KDUHKROGHUV�KHUH�SD\�WKH�IXOO�FRVW�RI�WKH�SURMHFW
EXW�RQO\�JHW�EDFN�RQH�KDOI�RI�WKH�LQFRPH�1��7KH�UHDVRQ�LV�WKDW�WKH�ILUP�ZDV�DOUHDG\
ULVN\�DQG��GXH�WR�OLPLWHG�OLDELOLW\��VKDUHKROGHUV�FRXOG�GHIDXOW�RQ�GHEW�LI�WKH�ILUP�YDOXH
ZDV�<��SD\LQJ�RQO\�<�LQVWHDG�RI�WKH�IXOO�IDFH�YDOXH�RI�GHEW�'�WR�ERQGKROGHUV���:LWK
WKH�SURMHFW��VKDUHKROGHUV�LQFUHDVH�WKH�DPRXQW�WKH\�SD\�WR�ERQGKROGHUV�LQ�WKH�HYHQW�RI
EDQNUXSWF\�IURP�<�WR�<�1��7KXV��KDOI�RI�WKH�EHQHILW�RI�WKH�SURMHFW�JRHV�WR�VKRULQJ
XS�WKH�GHEW�VKRXOG�WKH�ILUP�GHIDXOW��7KH�VKDUHKROGHUV�SD\�WKH�IXOO�FRVW�RI�WKH�SURMHFW
EXW�RQO\�EHQHILW�LI�WKH�ILUP�GRHV�QRW�EHFRPH�EDQNUXSW��7KXV��VKDUHKROGHUV�DUH�OLNHO\
WR�SDVV�XS�WKLV�SURMHFW�GHVSLWH�LWV�SRVLWLYH�139���

/LNH�WKH�DVVHW�VXEVWLWXWLRQ�SUREOHP��XQGHULQYHVWPHQW�XOWLPDWHO\�KXUWV
VKDUHKROGHUV��%RQGKROGHUV�FDQ�DQWLFLSDWH�WKDW�WKH�ILUP�LV�OLNHO\�WR�IRUHJR�SRVLWLYH
139�SURMHFWV�ZKHQ�LW�LV�LQVROYHQW�DQG�WKLV�ZLOO�KDUP�ERQGKROGHUV��7KH�JUHDWHU�WKH
ULVN�RI�WKH�ILUP��WKH�PRUH�OLNHO\�WKDW�VXFK�XQGHULQYHVWPHQW�ZLOO�RFFXU�DQG�WKH�OHVV
DWWUDFWLYH�DUH�WKH�ERQGV�WR�LQYHVWRUV��%XW��LI�WKH�ILUP�FDQ�ORZHU�WKH�ULVN��LW�FDQ�PDNH
WKH�ERQGV�PRUH�DWWUDFWLYH�DQG�WKHUHE\�ORZHU�WKH�FRVW�RI�WKH�ILUP·V�GHEW��7KXV��ERWK
DVVHW�VXEVWLWXWLRQ�DQG�XQGHULQYHVWPHQW�UDLVH�WKH�FRVW�RI�GHEW��+RZHYHU��UHGXFLQJ�ULVN
ZLOO�PLWLJDWH�WKHVH�GLVWRUWLRQV�DQG�WKHUHE\�ORZHU�WKH�FRVW�RI�GHEW�FDSLWDO��,Q�WKLV�ZD\�
ULVN�PDQDJHPHQW�FDQ�DGG�YDOXH�WR�WKH�ILUP�DQG�WR�LWV�VKDUHKROGHUV�



��7KLV�GHFLVLRQ�LV�QRW�WULYLDO��-XVW�EHFDXVH�D�ILUP�FRQWLQXHV�WR�RSHUDWH�ZLWK
SURGXFWLYH�DVVHWV��GRHV�QRW�LPSO\�WKDW�LW�PDNHV�HFRQRPLF�VHQVH�WR�UHSODFH�WKRVH
DVVHWV�VKRXOG�WKH\�EH�GHVWUR\HG��7KH�GHFLVLRQ�WR�FRQWLQXH�WR�RSHUDWH�ZLWK�DVVHWV�LQ
SODFH��LQYROYHV�D�FRPSDULVRQ�EHWZHHQ�WKH�GLVSRVDO�YDOXH�RI�WKH�DVVHWV�LQ�SODFH��DQG�WKH
HDUQLQJV�WKDW�WKH\�DUH�H[SHFWHG�WR�JHQHUDWH��,I�WKH�SURMHFWHG�HDUQLQJV�FDSLWDOL]H�WR�D
YDOXH�JUHDWHU�WKDQ�WKH�GLVSRVDO�YDOXH��LW�DGGV�YDOXH�WR�FRQWLQXH�SURGXFWLRQ��,I�WKH
DVVHWV�VKRXOG�EH�GHVWUR\HG��WKHQ�WKH�UHSODFHPHQW�YDOXH�EHFRPHV�WKH�DSSURSULDWH�EDVLV
IRU�PHDVXULQJ�WKH�UHWXUQ��2QO\�LI�WKH�SURMHFWHG�HDUQLQJV�FDSLWDOL]H�WR�D�YDOXH�JUHDWHU
WKDQ�WKH�UHSODFHPHQW�YDOXH��GRHV�LW�PDNH�VHQVH�WR�UH�LQYHVW��)RU�H[DPSOH��LPDJLQH�D
VWHHO�PLOO�ZLWK�GLVSRVDO�YDOXH�RI������JHQHUDWLQJ�DQQXDO�HDUQLQJV�RI�����7KHUH�LV�DQ
HIIHFWLYH�UDWH�RI�UHWXUQ�RI��������IURP�FRQWLQXLQJ�SURGXFWLRQ��%XW�VKRXOG�WKH�PLOO
EH�GHVWUR\HG�LQ�DQ�H[SORVLRQ�DQG�FRVW������WR�UHSODFH��WKH�UDWH�RI�UHWXUQ�LV�RQO\����
:LWK�D�FRVW�RI�FDSLWDO�RI��VD\������UHLQYHVWPHQW�ZRXOG�QRW�EH�DSSURSULDWH��

��

���&RVWO\�DFFHVV�WR�FDSLWDO�DQG�WKH�´FURZGLQJ�RXWµ�RI�LQYHVWPHQW�SURMHFWV��RU
&DVK�)ORZ�+HGJLQJ�

$IWHU�D�ILUP�VXIIHUV�D�ORVV�RI�DVVHWV��VXFK�DV�ILUH�GDPDJH�WR�D�SODQW��LW�LV
SUHVHQWHG�ZLWK�DQ�LQYHVWPHQW�RSSRUWXQLW\��7KH�ILUP�KDV�WKH�RSSRUWXQLW\�WR�UH�LQYHVW
LQ�WKH�FRQVWUXFWLRQ�RI�D�UHSODFHPHQW�SODQW��/LNH�DQ\�RWKHU�LQYHVWPHQW�RSSRUWXQLW\�
UHLQYHVWPHQW�RQO\�ZLOO�DGG�YDOXH�WR�WKH�ILUP�LI�WKH�QHW�SUHVHQW�YDOXH�LV�SRVLWLYH��

5HLQYHVWPHQW�FDQ�EH�ILQDQFHG�LQ�WZR�ZD\V��8QGHU�SRVW�ORVV�ILQDQFLQJ��WKH�IXQGV�DUH
VHFXUHG��IURP�LQWHUQDO�RU�H[WHUQDO�VRXUFHV��DIWHU�WKH�ORVV�KDV�RFFXUUHG��)XQGV�PD\�EH
HLWKHU�GHEW�RU�HTXLW\��EXW�WKH�RSSRUWXQLW\�FRVW�RI�UDLVLQJ�WKLV�PRQH\�LV�PHW�DIWHU�WKH
IXQGV�DUH�UDLVHG��,I�PRQH\�LV�ERUURZHG�LW�PXVW�EH�UHSDLG�DIWHU�WKH�ORVV��LI�HTXLW\�LV
UDLVHG��GLYLGHQGV�ZLOO�EH�SD\DEOH�DIWHU�WKH�ORVV��8QOHVV�WKH�ILUP�LV�VXIILFLHQWO\�OLTXLG�
WKH�ILUP�PXVW�JR�WR�H[WHUQDO�VRXUFHV�WR�VHFXUH�WKH�UH�LQYHVWPHQW�IXQGV�DQG�WKLV
LQYROYHV�VLJQLILFDQW�FRVWV��3UH�ORVV�ILQDQFLQJ�RFFXUV�LI�WKH�IXQGV�WR�UHLQYHVW�LQ�IXWXUH
SURVSHFWLYH�ORVVHV�DUH�VHFXUHG�DQG�SDLG�IRU�EHIRUH�WKH�ORVV�RFFXUV��,QVXUDQFH�LV�VXFK�D
VRXUFH��3UHPLXPV�DUH�SDLG�LQ�DQWLFLSDWLRQ�RI�SRVVLEOH�ORVVHV��DQG�WKH�LQVXUDQFH
SURFHHGV�FDQ�EH�XVHG�WR�ILQDQFH�UH�LQYHVWPHQW��,Q�WKLV�IDVKLRQ��LQVXUDQFH�PD\�EH�VHHQ
DV�D�VRXUFH�RI�ILQDQFLQJ�IRU�LQVXUDEOH�ORVVHV��LQ�PXFK�WKH�VDPH�ZD\�DV�GHEW�DQG�HTXLW\
DUH�VRXUFHV�RI�ILQDQFLQJ��

6RPH�ILQDQFLQJ�LV�QHFHVVDU\�IRU�WKH�ILUP�WR�FDSWXUH�WKH�QHW�SUHVHQW�YDOXH�RI
UHLQYHVWPHQW��DQG�WKH�ILQDQFLQJ�VRXUFH�ZKLFK�DGGV�PRVW�YDOXH�LV�WKH�SUHIHUUHG�RQH�
7KXV��WKH�GHFLVLRQ�WR�SXUFKDVH�LQVXUDQFH�LQYROYHV�D�FRPSDULVRQ�EHWZHHQ�WKH
WUDQVDFWLRQ�FRVWV�DVVRFLDWHG�ZLWK�LQVXUDQFH��VXFK�DV�FRPPLVVLRQV��RYHUKHDGV��DQG



�6HH�'RKHUW\������

��

PRUDO�KD]DUG�IULFWLRQV��ZLWK�WKH�WUDQVDFWLRQ�FRVWV�RI�PRUH�FRQYHQWLRQDO�FDSLWDO
VRXUFHV�VXFK�DV�GHEW�DQG�HTXLW\�ZKLFK�ZH�ZLOO�GLVFXVV�ODWHU��,W�FDQ�EH�VHHQ�WKDW�RQH�RI
WKH�EHQHILWV�RI�KHGJLQJ�RU�LQVXUDQFH��LV�WKDW�LW�SHUPLWV�WKH�ILUP�WR�XQGHUWDNH�YDOXH
DGGLQJ�UH�LQYHVWPHQW�RSSRUWXQLWLHV��ZKLFK�PLJKW�EH�ORVW�LI�SRVW�ORVV�ILQDQFLQJ�LV�QRW
IRUWKFRPLQJ�RU�LV�WRR�FRVWO\�

7KH�DQDO\VLV�RI�WKH�SUHYLRXV�WZR�SDUDJUDSKV�ZDV�GHYHORSHG���WR�DQDO\]H
LQVXUDQFH�DQG�UHLQYHVWPHQW�GHFLVLRQV��7KHVH�LGHDV�KDYH�EHHQ�JHQHUDOL]HG�E\�)URRW�
6FKDUIVWHLQ�DQG�6WHLQ��)66��RI�+DUYDUG�%XVLQHVV�6FKRRO�LQWR�D�EURDGHU�UDWLRQDOH�IRU
KHGJLQJ�ZKLFK�,�ZLOO�FDOO�WKH�´FURZGLQJ�RXWµ�K\SRWKHVLV�RU�ZKDW�LV�VRPHWLPHV�FDOOHG
´FDVK�IORZ�KHGJLQJµ��7KH�ILUVW�HOHPHQW�RI�WKLV�LGHD�LV�WKDW�FDSLWDO�VRXUFHV�KDYH�GLIIHUHQW
FRVWV��)66�HYRNH�WKH�ZRUN�RI�0\HUV�DQG�0DMOXI�WR�DUJXH�WKDW�H[WHUQDO�FDSLWDO�LV�PRUH
FRVWO\�WKDQ�LQWHUQDO�FDSLWDO��7KLV�LV�REYLRXV�LQ�WKH�FDVH�RI�GLUHFW�FRVWV��([WHUQDO�FDSLWDO
HQFRXQWHUV�LVVXH�FRVWV�DQG�XQGHUZULWLQJ�FRVWV�ZKLFK�DUH�DYRLGHG�ZKHQ�UHWDLQHG
HDUQLQJV�DUH�XVHG�WR�IXQG�SURMHFWV��0RUH�LPSRUWDQW�DUH�WKH�FRVWV�RI�LQIRUPDWLRQ
DV\PPHWU\��0DQDJHUV�ZLOO�QRUPDOO\�KDYH�JUHDWHU�NQRZOHGJH�RI�WKHLU�ILUPV�DQG�LWV
LQYHVWPHQW�RSSRUWXQLWLHV�WKDQ�H[WHUQDO�LQYHVWRUV��7KLV�LQIRUPDWLRQ�DV\PPHWU\�JLYHV
ULVH�WR�WKH�VRUW�RI�H[SURSULDWRU\�EHKDYLRU�ZH�DQDO\]HG�SUHYLRXVO\�ZKHQ�GLVFXVVLQJ�WKH
´XQGHU�LQYHVWPHQWµ�SUREOHP��6XFK�EHKDYLRU�HLWKHU�IRUFHV�WKH�ILUP�WR�DGRSW�FRVWO\
FRQWUROV��H�J��UHVWUDLQWV�LQFOXGHG�LQ�ERQG�LVVXHV��FRVWO\�UHSRUWLQJ�DQG�PRQLWRULQJ��RU�LW
LV�DQWLFLSDWHG�E\�LQYHVWRUV�DQG�ORZHUV�WKH�DPRXQW�UDLVHG�LQ�QHZ�LVVXHV�DQG�WKXV
LQFUHDVHV�WKH�FRVW�RI�FDSLWDO��7KH�DGGLWLRQDO�FRVWV�DVVRFLDWHG�ZLWK�H[WHUQDO�IXQGLQJ�
OHDG�WR�WKH�VR�FDOOHG�´SHFNLQJ�RUGHUµ�K\SRWKHVLV��ILUPV�KDYH�D�UDQNLQJ�RI�VRXUFHV�RI
ILQDQFLQJ�ZLWK�LQWHUQDO�IXQGV�EHLQJV�SUHIHUUHG��IROORZHG�E\�H[WHUQDO�GHEW�DQG�WKHQ
H[WHUQDO�HTXLW\�

7KH�GLIIHUHQWLDO�FRVWV�DVVRFLDWHG�ZLWK�FDSLWDO�DUH�XVHG�E\�)66�WR�GHYHORS�WKHLU
UDWLRQDOH�IRU�KHGJLQJ��)LUVW��ILUPV�GHULYH�YDOXH�IURP�LGHQWLI\LQJ�DQG�XQGHUWDNLQJ�QHZ
LQYHVWPHQW�SURMHFWV��$�KHDOWK\�DQG�JURZLQJ�ILUP�PD\�EH�LQYHVWLQJ�LQ�UHVHDUFK�DQG
GHYHORSPHQW��GHYHORSLQJ�QHZ�SURGXFWV�DQG�UDWLRQDOL]LQJ�H[LVWLQJ�RSHUDWLRQV��6XFK
ILUPV�IDFH�D�FRQWLQXLQJ�QHHG�IRU�FDSLWDO�WR�IXQG�WKHLU�LQYHVWPHQW�RSSRUWXQLWLHV��*LYHQ
WKH�SHFNLQJ�RUGHU�RI�WKH�FRVWV�RI�ILQDQFLQJ��RQH�ZRXOG�H[SHFW�VXFK�ILUPV�WR�DGRSW�D
ILQDQFLDO�VWUDWHJ\���H�J��D�FDSLWDO�VWUXFWXUH�DQG�GLYLGHQG�SROLF\��WR�IXQG�DV�PXFK�DV
IHDVLEOH�RI�WKH�QHZ�LQYHVWPHQWV�IURP�LQWHUQDO�VRXUFHV��1RZ�VXSSRVH�WKDW�VXFK�D�ILUP
WDNHV�D�VXGGHQ�ORVV�LQ�OLTXLGLW\�IURP�DQ�XQLQVXUHG�ILUH�RU�OLDELOLW\�VXLW��D�VKDUS
GHWHULRUDWLRQ�LQ�H[FKDQJH�UDWHV�RU�DQ�XQDQWLFLSDWHG�ULVH�LQ�WKH�SULFH�RI�D�FRPPRGLW\



��

WKDW�LV�XVHG�LQWHQVLYHO\�LQ�SURGXFWLRQ��7KH�ORVV�LQ�OLTXLGLW\�FRPSURPLVHV�WKH�ILUP·V
DELOLW\�WR�XQGHUWDNH�LWV�GHVLUHG�LQYHVWPHQW�SURMHFWV��6RPH�SURMHFWV�ZKLFK�ZHUH
DWWUDFWLYH�JLYHQ�LQWHUQDO�IXQGV��DUH�QRW�VR�DWWUDFWLYH�QRZ�WKH\�KDYH�WR�EH�SDLG�IRU�IURP
PRUH�FRVWO\�H[WHUQDO�VRXUFHV��7KXV��WKH�ILUP�PD\�GHIHU��XQWLO�VXIILFLHQW�LQWHUQDO�IXQGV
KDYH�DFFUXHG��RU�FDQFHO�VRPH�LQYHVWPHQW�SURMHFWV��7KLV�UHVXOWV�LQ�D�UHDO�ORVV�RI�YDOXH
WR�WKH�ILUP��,Q�FRQWUDVW��KHGJLQJ�WKHVH�ORVVHV�SUHVHUYHV�LQWHUQDO�IXQGV�VR�WKDW�WKH\�FDQ
EH�XVHG�WR�ILQDQFH�QHZ�LQYHVWPHQWV�LQ�D�FKHDS�DQG�RUGHUO\�PDQQHU�

7KH�FURZGLQJ�RXW�K\SRWKHVLV�FDQ�EH�VXPPDUL]HG�DV�IROORZV��,Q�WKH�IDFH�RI
FRVWO\�DFFHVV�WR�H[WHUQDO�FDSLWDO��KHGJLQJ�SUHVHUYHV�LQWHUQDO�IXQGLQJ�VRXUFHV�DQG
DYRLGV�WKH�ORVV�RI�SRVLWLYH�139�SURMHFWV��7KLV�ORVV�RI�YDOXH�FDQ�EH�KLJK���)66�TXRWH
VRXUFHV��WKDW�VXJJHVWV�WKDW�IRU�HYHU\����RI�VXGGHQ�FDSLWDO�ORVV��ILUPV�UHGXFH�WKHLU
LQYHVWPHQW�EXGJHW�E\�DSSUR[LPDWHO\����FHQWV��0RUH�GLUHFW�VXSSRUW�IRU�WKLV�K\SRWKHVLV
LV�JLYHQ�LQ�UHFHQW�ZRUN�E\�*pF]\��0LQWRQ�DQG�6FKUDQG���������������7KH\�H[DPLQH�D
VDPSOH�RI�)RUWXQH�����QRQ�ILQDQFLDO�ILUPV�ZKLFK�DUH�H[SRVHG�WR�FXUUHQF\�ULVN�DQG
ILQG�WKDW�ILUPV�WKDW�KDYH�KLJK�5	'���ORZ�TXLFN�UDWLRV�DQG�KLJKHVW�IRUHLJQ�H[FKDQJH
H[SRVXUH��L�H��WKH�ILUPV�WKDW�IDFH�WKH�KLJKHVW�RSSRUWXQLW\�FRVW�IURP�XQKHGJHG�ORVVHV�
DUH�LQGHHG�WKH�ILUPV�WKDW�DUH�PRVW�OLNHO\�WR�XVH�FXUUHQF\�KHGJHV�



��6HH�6PLWK�DQG�6WXOW]������

��

���0DQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�DQG�ULVN�DYHUVLRQ�

+HUH��ZH�ZLOO�H[DPLQH�WZR�VHSDUDWH�EXW�UHODWHG�LVVXHV��)LUVW��ZH�DUH�FRQFHUQHG
ZLWK�ZK\�ULVN�LV�FRVWO\�DQG�KRZ�D�ILUP�FDQ�DGG�YDOXH�E\�DYRLGLQJ�ULVN��,Q�WKLV�YHLQ��ZH
ZLVK�WR�VHH�KRZ�ILUPV�FDQ�DFKLHYH�PRUH�HIIHFWLYH�MRE�SHUIRUPDQFH�IURP�PDQDJHUV�E\
GHVLJQ�RI�WKHLU�FRPSHQVDWLRQ��,Q�H[DPLQLQJ�WKLV�LVVXH��D�FHQWUDO�SRLQW�LV�ZKHWKHU
PDQDJHUV�EHDU�ULVN�DQG�KRZ�PXFK�WKH\�QHHG�WR�EH�FRPSHQVDWHG�IRU�GRLQJ�VR��7KH
VHFRQG�LVVXH�DULVHV�EHFDXVH�PDQDJHUV�DFWXDOO\�PDNH�GHFLVLRQV�ZKLFK�GHWHUPLQH�ERWK
WKH�SURGXFWLYLW\�RI�WKH�ILUP�DQG�WKH�DPRXQW�RI�ULVN�LW�DFFHSWV��:H�DUH�IDFLQJ�DQRWKHU
W\SH�RI�DJHQF\�FRVW��:LOO�PDQDJHUV�PDNH�GHFLVLRQV�WR�VHUYH�WKHLU�RZQ�LQWHUHVWV�RU�WR
VHUYH�WKH�VKDUHKROGHUV"�0RUHRYHU��LI�ZH�DFFHSW�WKDW�PDQDJHUV�DUH�VHOI�LQWHUHVWHG��WKHQ
FDQ�VKDUHKROGHUV�GHVLJQ�FRPSHQVDWLRQ�V\VWHPV�WR�LQIOXHQFH�WKH�ULVN�PDQDJHPHQW
FKRLFHV�PDGH�E\�PDQDJHUV"�

7\SLFDOO\��FRUSRUDWH�GHFLVLRQV�DUH�QRW�PDGH�E\�D�ILUP·V�RZQHUV�EXW�E\
HPSOR\HG�PDQDJHUV��:H�QRZ�VKRZ�WKDW�PDQDJHUV�PD\�FKRRVH�WR�DGRSW�ULVN�SRVWXUHV
WKDW�DUH�QRW�LQ�WKH�LQWHUHVWV�RI�VKDUHKROGHUV��WKLV�GHFLVLRQ�PDNLQJ�GHSHQGV�YHU\�PXFK
RQ�KRZ�PDQDJHUV�DUH�UHZDUGHG��3UHVHQWO\��ZH�ZLOO�VKRZ�KRZ�YDOXH�FDQ�EH�DGGHG�IRU
VKDUHKROGHUV�E\�DGRSWLQJ�ULVN�PDQDJHPHQW�VWUDWHJLHV�WKDW�UHFRJQL]H�PDQDJHULDO�XWLOLW\
PD[LPL]DWLRQ��:H�ZLOO�VWDUW�ZLWK�WKH�H[SODQDWLRQ�RI�ULVN�PDQDJHPHQW�VHUYLQJ�PDQDJHU
VHOI�LQWHUHVW�

D��0DQDJHULDO�VHOI�LQWHUHVW�DQG�ULVN�WDNLQJ

6XSSRVH�WKDW�PDQDJHUV�VHUYH�WKHLU�RZQ�VHOI�LQWHUHVW�ZKLFK�PD\��RU�PD\�QRW�
FRLQFLGH�ZLWK�RWKHUV�VXFK�DV�VKDUHKROGHUV��)XUWKHU�DVVXPH�WKDW�PDQDJHUV�DUH�ULVN
DYHUVH�ZKLFK�ZH�FDSWXUH�E\�WKH�IXQFWLRQ�ZKLFK�VKRZV�PDQDJHU�XWLOLW\�WR�EH�WKH
VTXDUH�URRW�RI�ZHDOWK�

8� �:������ ZKHUH�8� �XWLOLW\�DQG�:� �PDQDJHU�ZHDOWK

7KH�PDQDJHU·V�ZHDOWK�FRPSULVHV�KLV�HDUQLQJV�IURP�HPSOR\PHQW�DQG�RWKHU�ZHDOWK��,I
RWKHU�ZHDOWK�ZHUH�YHU\�ODUJH�UHODWLYH�WR�HPSOR\PHQW�LQFRPH��WKHQ�RQH�PLJKW�VXSSRVH
WKH�ULVN�RI�HPSOR\PHQW�LQFRPH�WR�EH�RI�OLWWOH�LQWHUHVW��%XW�WKLV�LV�QRW�WUXH�IRU�PRVW
PDQDJHUV�IRU�ZKRP�HPSOR\PHQW�LQFRPH�LV�D�PDMRU��RU�HYHQ�GRPLQDQW��VRXUFH�RI
ZHDOWK��)RU�WKHVH�PDQDJHUV��ULVN�LQ�HPSOR\PHQW�LQFRPH�LV�LPSRUWDQW��$FFRUGLQJO\��LI



�1RWH�WKDW�WKH�FHUWDLQ�YDOXH�RI�SURILW�ZLWK�WKH�KHGJH�H[FHHGV�WKH�H[SHFWHG
YDOXH�RI�SURILW�ZLWKRXW�KHGJLQJ��7KLV�LPSOLHV�WKDW��HLWKHU�WKH�WUDQVDFWLRQ�FRVWV�RI�WKH
KHGJH�DUH�QHJDWLYH�RU��PRUH�OLNHO\��WKDW�WUDQVDFWLRQV�FRVWV�DUH�SRVLWLYH�EXW�DUH�PRUH
WKDQ�RIIVHW�E\�DQ�HIILFLHQF\�JDLQ�IURP�KHGJLQJ��7KH�HIILFLHQF\�JDLQ�FRXOG�FRPH�IURP
UHVROXWLRQ�RI�DVVHW�VXEVWLWXWLRQ��XQGHULQYHVWPHQW�RI�WKH�FURZGLQJ�RXW�SUREOHP�

��

HPSOR\PHQW�LQFRPH�LV�ULVN\��WKH�PDQDJHU�ZLOO�ILQG�LW�GLVWLQFWO\�OHVV�DWWUDFWLYH

7R�GHYHORS�WKH�H[DPSOH��WKH�ILUP·V�YDOXH��L�H���WKH�SUHVHQW�H[SHFWHG�YDOXH�RI�LWV
IXWXUH�FDVK�IORZV��FDQ�EH�HLWKHU�����P�RU������P�HDFK�ZLWK�����SUREDELOLW\��7KH�ULVN
FDQ�EH�KHGJHG�DQG��EHDULQJ�LQ�PLQG�DQ\�WUDQVDFWLRQ�FRVW�DVVRFLDWHG�ZLWK�WKH�KHGJH
DQG�DQ\�HIILFLHQF\�JDLQ�IURP�KHGJLQJ���YDOXH�FDQ�EH�VWDELOL]HG�DW������P��:RXOG�D
PDQDJHU�FKRRVH�VXFK�D�KHGJH"�:H�FRQVLGHU�WKUHH�FDVHV��

)ODW�VDODU\���)LUVW��FRQVLGHU�D�PDQDJHU�ZLWK�D�IODW�VDODU\�RI�����������$VVXPLQJ�MRE
VHFXULW\�LV�QRW�DIIHFWHG�E\�WKH�SXUFKDVH�RI�WKH�KHGJH��WKH�PDQDJHU�VKRXOG�EH
LQGLIIHUHQW��HYHQ�WKRXJK�VKDUHKROGHUV�JDLQ�IURP�WKH�KHGJH��7KH�PDQDJHU·V�XWLOLW\�LV�

8� ����������������  ������

UHJDUGOHVV�RI�ZKHWKHU�WKH�KHGJH�LV�SXUFKDVHG�RU�QRW��2QH�PLJKW�VXSSRVH�WKDW�WKH�WLH
ZRXOG�EH�EURNHQ�VLQFH�WKH�ERDUG�RI�GLUHFWRUV�ZRXOG�IDYRUDEO\�DVVHVV�WKH�PDQDJHU·V
MRE�SHUIRUPDQFH�LI�WKH�KHGJH�ZDV�SXUFKDVHG��

,QFHQWLYH�FRPSHQVDWLRQ��1RZ�VXSSRVH�WKH�PDQDJHU�LV�SDLG�VRPH�SURSRUWLRQ�´[µ
RI�WKH�YDOXH�RI�HDUQLQJV��6XFK�D�VFKHPH�FDQ�EH�ODEHOHG�´LQFHQWLYH�FRPSHQVDWLRQµ�RU
´SHUIRUPDQFH�UHODWHG�HDUQLQJVµ��,I�WKHUH�LV�D�FRPSHWLWLYH�ODERU�PDUNHW��WKH�YDOXH�RI�[
VKRXOG�EH�VXIILFLHQW�WKDW�WKH�PDQDJHU�LV�QR�ZRUVH�RII�ZLWK�LQFHQWLYH�FRPSHQVDWLRQ
WKDQ�ZLWK�IODW�VDODU\��WKH�SUHYLRXV�FDVH�VKRZV�WKH�PDQDJHU·V�XWLOLW\�LV��������ZLWK�IODW
VDODU\���7KXV��WKH�XWLOLW\�RI�HDUQLQJV�ZLWK�LQFHQWLYH�FRPSHQVDWLRQ��HLWKHU�[�WLPHV
����P�RU�[�WLPHV������P��PXVW�EH�QR�OHVV�WKDQ�������

������ �� ���������������[������������������������[����
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+DYLQJ�HVWDEOLVKHG�WKH�FRPSHWLWLYH�FRPSHQVDWLRQ�OHYHO��OHW�XV�NQRZ�H[DPLQH�WKH
PDQDJHU·V�XWLOLW\�OHYHO�ZLWK�DQG�ZLWKRXW�WKH�KHGJH��

:LWK�WKH�KHGJH
8��� ��^��������������P��`������ �������

:LWKRXW�WKH�KHGJH
8� ������������������WLPHV����������������������������������WLPHV

�������������� �������

1RZ�XWLOLW\�LV�KLJKHU�ZLWK�WKH�KHGJH�WKDQ�ZLWKRXW��7KXV��WKH�PDQDJHU�QRZ�KDV�D
GLUHFW�PRQHWDU\�LQWHUHVW�LQ�WKDW�GHFLVLRQ�ZKLFK�IDYRUV�VKDUHKROGHUV��L�H��KHGJLQJ�

6WRFN�RSWLRQV��7KH�WKLUG�FRPSHQVDWLRQ�V\VWHP�FRQVLGHUHG�LV�D�VWRFN�RSWLRQ�SODQ�
6XSSRVH�WKH�PDQDJHU�UHFHLYHV�QHLWKHU�VDODU\�QRU�VKDUHV�RI�VWRFN��EXW�KDV�FDOO�RSWLRQV
RQ�WKH�VWRFN��7KH�ILUP·V�YDOXH�LV�HLWKHU�����P�RU������P�DQG�\RX�QRZ�NQRZ�WKHUH
DUH����PLOOLRQ�VKDUHV�RXWVWDQGLQJ��7KH�ILUP�KDV�QR�GHEW�VR�ILUP�YDOXH�FDQ�EH�GLYLGHG
RYHU�WKH�QXPEHU�RI�VKDUHV���HDFK�VKDUH�ZLOO�EH�ZRUWK�HLWKHU�����RU�������6XSSRVH
HDFK�FDOO�RSWLRQ�LV�WKH�ULJKW�WR�SXUFKDVH�D�VKDUH�DW�D�SULFH�RI������WKLV�SULFH�LV�NQRZQ
DV�WKH�H[HUFLVH�SULFH�RU�WKH�VWULNLQJ�SULFH���(LWKHU��WKH�VKDUH�LV�ZRUWK������LQ�ZKLFK
FDVH�WKH�RSWLRQ�WR�EX\�DW�����LV�ZRUWKOHVV�DQG�WKH�RSWLRQ�H[SLUHV��RU�WKH�VKDUH�LV
ZRUWK������DQG�WKH�RSWLRQ�WR�EX\�DW�����\LHOGV�D�FOHDU�SURILW�RI�����SHU�VKDUH��1RWLQJ
WKDW�WKH�SUREDELOLW\�RI�HDFK�VKDUH�YDOXH�LV������WKH�H[SHFWHG�SURILW�IURP�KROGLQJ�RQH
RSWLRQ�RQ�RQH�VWRFN�LV�

(�352),7�
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DQG�WKH�H[SHFWHG�XWLOLW\�IURP�KROGLQJ�RSWLRQV�WR�SXUFKDVH�VRPH�QXPEHU�´\µ�VKDUHV�LV�

(8� ��������WLPHV�\���������������WLPHV�\����

1RWLFH�WKDW�WKH�RSWLRQ�ZLOO�RQO\�EH�ZRUWK�PRQH\�LI�WKH�VWRFN�SULFH�FDQ�ULVH�DERYH�WKH
H[HUFLVH�SULFH�RI������7KXV��LI�WKH�ILUP�ZHUH�WR�KHGJH�DQG�VWDELOL]H�LWV�YDOXH�DW�����P�
HDFK�VKDUH�ZRXOG�EH�ZRUWK�����DQG�WKH�RSWLRQ�WR�SXUFKDVH�D�VKDUH�DW�����ZRXOG�EH
ZLWKRXW�YDOXH�

,W�VKRXOG�EH�FRPLQJ�FOHDU�WKDW��LI�WKH�PDQDJHU�LV�UHZDUGHG�ZLWK�VWRFN�RSWLRQV�
WKHQ�KHGJLQJ�LV�XQDWWUDFWLYH��WKH�PDQDJHU�ZLOO�UHFHLYH�QR�LQFRPH��:KDW�LV�WKH�JRRG�RI
KROGLQJ�RSWLRQV�ZLWK�DQ�H[HUFLVH�SULFH�RI�����RQ�VWRFNV�WKDW�DUH�FHUWDLQ�WR�EH�YDOXHG
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DW����"��,Q�IDFW��WKH�H[SHFWHG�XWLOLW\�RI�WKH�PDQDJHU�LV�WKH�VTXDUH�URRW�RI�]HUR�ZKLFK�LV
]HUR��,I��RQ�WKH�RWKHU�KDQG��WKH�PDQDJHU�KHOG��������VWRFN�RSWLRQV�DQG�WKH�ILUP�GLG
QRW�KHGJH��WKHQ�WKH�H[SHFWHG�XWLOLW\�RI�WKH�PDQDJHU�LV�

(8� ����������WLPHV����������������������WLPHV�������������� ���������

7KH�PDQDJHU�LV�FOHDUO\�EHWWHU�RII�LI�WKH�ILUP�GRHV�QRW�KHGJH��,I�WKH�PDQDJHU�LV�WR�PDNH
WKH�GHFLVLRQ��KH�ZLOO�FOHDUO\�SUHIHU�QRW�WR�KHGJH��<RX�ZLOO�QRWLFH�WKDW�,�KDYH�JLYHQ�D
QXPEHU�RI��������RSWLRQV�VR�WKDW�WKH�PDQDJHU�UHFHLYHV�WKH�VDPH�XWLOLW\�DV�LI�KH�KDG�D
IODW�VDODU\�RI����������RI�UHFHLYHG���������RI�WKH�ILUP·V�YDOXH��7KXV��,�DP�FRPSDULQJ
FRPSHQVDWLRQ�V\VWHPV�WKDW�DUH�FRPSDUDEOH�DQG�FRPSHWLWLYH�ZLWK�HDFK�RWKHU��

7KH�DERYH�DQDO\VLV�VXJJHVWV�WKDW�ZH�VKRXOG�EH�DEOH�WR�SUHGLFW�ZKDW�W\SH�RI
KHGJLQJ�SROLFLHV�DUH�DGRSWHG�E\�ILUPV��E\�H[DPLQLQJ�WKH�FRPSHQVDWLRQ�SDFNDJH
RIIHUHG�WR�LWV�PDQDJHUV��)LUPV�RIIHULQJ�LQFHQWLYH�FRPSHQVDWLRQ�ZKLFK�LV�GLUHFWO\
UHODWHG�WR�YDOXH��ERWK�XSVLGH�DQG�GRZQVLGH��VXFK�DV�VWRFN�RZQHUVKLS�SODQV��DUH�YHU\
OLNHO\�WR�KHGJH�ULVN�VLQFH�PDQDJHUV�ZLOO�UHGXFH�WKHLU�RZQ�ULVN�DQG�VHFXUH�DQ\
HIILFLHQF\�JDLQV�IURP�WKH�KHGJH��)LUPV��WKDW�RIIHU�IODW�VDODU\��PD\�VWLOO�KHGJH�EXW�WKH
OLNHOLKRRG�LV�ZHDNHU��0DQDJHUV�KDYH�QR�GLUHFW�PRQH\�LQWHUHVW�LQ�KHGJLQJ��EXW�PD\
EHQHILW�LQGLUHFWO\�LI�LW�DIIHFWV�MRE�VHFXULW\�RU�SHUIRUPDQFH�HYDOXDWLRQ��,Q�FRQWUDVW�
PDQDJHUV�UHZDUGHG�PDLQO\�ZLWK�VWRFN�RSWLRQV�DUH�OHVV�OLNHO\�WR�KHGJH�VLQFH�LW�FDQ
ORZHU�WKH�YDOXH�RI�WKHLU�RSWLRQV��7KHUH�LV�VRPH�UHFHQW�HYLGHQFH�VXSSRUWLQJ�WKLV
SDWWHUQ��3HWHU�7XIDQR��������UHFHQWO\�H[DPLQHG�KHGJLQJ�EHKDYLRU�LQ�WKH�JROG�PLQLQJ
LQGXVWU\��+HUH�ILUPV�IDFH�DQ�HDVLO\�LGHQWLILDEOH�ULVN��WKDW�RI�IOXFWXDWLRQV�LQ�JROG�SULFHV�
+RZHYHU��WKHUH�LV�DQ�DFWLYH�PDUNHW�LQ�JROG�SULFH�KHGJLQJ�LQVWUXPHQWV��7XIDQR�IRXQG
FOHDU�GLIIHUHQFHV�LQ�KHGJLQJ�SDWWHUQV�ZKLFK�VHHPHG�WR�EH�H[SODLQHG�RQO\�E\
GLIIHUHQFHV�LQ�PDQDJHPHQW·V�KROGLQJV�RI�VHFXULWLHV�RI�WKHLU�HPSOR\HU��)LUPV�ZKRVH
PDQDJHUV�KHOG�ODUJH�HTXLW\�KROGLQJV�WHQGHG�WR�KHGJH��EXW�ILUPV�ZKRVH�PDQDJHUV�KHOG
ODUJH�RSWLRQ�SRVLWLRQV�ZHUH�PXFK�OHVV�OLNHO\�WR�KHGJH�JROG�SULFH�ULVN��

E��5LVN�DQG�WKH�HIILFLHQF\�RI�FRPSHQVDWLRQ�GHVLJQ�

1RZ�FRQVLGHU�D�ILUP�WKDW�IDFHV�QR�ULVN��0DQDJHUV�FDQ�DIIHFW�SURGXFWLYLW\�DQG
WKHUHE\�SURILWDELOLW\��E\�WKHLU�HIIRUW��+LJK�HIIRUW�ZLOO�OHDG�WR�KLJK��FHUWDLQ��SURILW�DQG
ORZ�HIIRUW�ZLOO�OHDG�WR�ORZ��FHUWDLQ��SURILW��7KH�SUREOHP�LV�WKDW�PDQDJHUV�ZRXOG��RWKHU
WKLQJV�EHLQJ�HTXDO��SUHIHU�QRW�WR�ZRUN�KDUG�DQG�WKXV�WKHUH�LV�DQ�LQFHQWLYH�FRQIOLFW�
7KLV�LQFHQWLYH�FRQIOLFW�FRXOG�EH�UHVROYHG�LI�GLUHFWRUV�FRXOG�REVHUYH�WKH�HIIRUW�OHYHO�RI
PDQDJHUV�DQG�VLPSO\�UHZDUG�WKHP�FRQGLWLRQDO�RQ�HIIRUW��%XW�HIIRUW�LV�QRW�HDVLO\
REVHUYDEOH��%XW�LQ�WKLV�H[DPSOH��WKHUH�LV�DQRWKHU�VLPSOH�VROXWLRQ��7KH�ILUP�FDQ�VLPSO\
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SD\�WKH�PDQDJHUV�DFFRUGLQJ�WR�SURILW��KLJK�SURILW�UHFHLYHV�KLJK�FRPSHQVDWLRQ�DQG
YLFH�YHUVD��$V�ORQJ�DV�WKH�DGGLWLRQDO�FRPSHQVDWLRQ�IRU�KLJK�HIIRUW��D��H[FHHGV�WKH
PDQDJHU·V�GLVXWLOLW\�IURP�VXSSO\LQJ�KLJK�HIIRUW��DQG��E��LV�OHVV�WKDQ�WKH�DGGLWLRQDO
SURILW�JHQHUDWHG�E\�WKH�KLJK�HIIRUW��WKHQ�WKLV�FRPSHQVDWLRQ�V\VWHP�ZLOO�DGG�YDOXH
ZLWKRXW�PDNLQJ�PDQDJHUV�DQ\�ZRUVH�RII��1RWLFH�WKDW�SURILW�EHFRPHV�D�SHUIHFW�H[�SRVW
VLJQDO�RI�WKH�PDQDJHU·V�HIIRUW��WKXV�FRPSHQVDWLRQ�ZLOO�EH�GLUHFWO\�UHODWHG�WR�HIIRUW�

:H�FDQ�QRZ�DGG�ULVN�WR�WKH�PL[��+LJK�HIIRUW�IURP�WKH�PDQDJHUV�ZLOO�OHDG�WR�D
KLJKHU�OLNHOLKRRG�RI�KLJK�SURILWV�DQG�ORZ�HIIRUW�ZLOO�OLNHO\�FDXVH�ORZHU�SURILWV��,I�WKH
PDQDJHU�LV�SDLG�LQFHQWLYH�FRPSHQVDWLRQ�LQ�WKH�IRUP�RI�D�SURSRUWLRQ�RI�SURILWV��WKHQ�LW
EHFRPHV�OLNHO\��EXW�QRW�FHUWDLQ��WKDW�WKH�PDQDJHU�ZLOO�EH�SDLG�PRUH��WKH�KLJKHU�KLV
OHYHO�RI�HIIRUW��%XW�WKH�ULVN�RI�WKH�SURILW�VWUHDP�ZLOO�EH�UHIOHFWHG�LQ�WKH�PDQDJHU·V
FRPSHQVDWLRQ��6LQFH�HPSOR\PHQW�LQFRPH�W\SLFDOO\�LV�D�ODUJH�SRUWLRQ�RI�WKH�PDQDJHU·V
ZHDOWK��WKLV�ULVN�VLJQLILFDQWO\�UHGXFHV�WKH�PDQDJHU·V�ZHOIDUH��7KXV���LQFHQWLYH
FRPSHQVDWLRQ�W\SLFDOO\�LV�KLJKHU�WKDQ�IODW�VDODU\��LQFHQWLYH�FRPSHQVDWLRQ�KDV�WR
FRPSHQVDWH�ERWK�IRU�WKH�GLVXWLOLW\�RI�KLJK�HIIRUW�DQG�IRU�WKH�LQKHUHQW�ULVN�

7KH�JDLQ�IURP�KHGJLQJ�ULVN�FDQ�QRZ�EH�VHHQ�LQ�WZR�GLIIHUHQW�ZD\V��,I�SURILW
ULVN�LV�KHGJHG��WKHQ�LQFHQWLYH�FRPSHQVDWLRQ�EHFRPHV�ULVNOHVV�DQG�WKXV�WKH�OHYHO�RI
FRPSHQVDWLRQ�FDQ�EH�ORZHUHG��7KH�ILUP�QHHG�QR�ORQJHU�SD\�PDQDJHUV�D�ULVN
SUHPLXP��$QRWKHU�ZD\�RI�YLHZLQJ�WKLV�LVVXH�LV�WR�DGGUHVV�WKH�WUDGH�RII�LQYROYHG�LQ
SHUIRUPDQFH�UHODWHG�HDUQLQJV�FRPSDUHG�ZLWK�IODW�VDODU\��3HUIRUPDQFH�UHODWHG�HDUQLQJV
LQGXFH�KLJKHU�HIIRUW�EXW�DUH�PRUH�FRVWO\�EHFDXVH�RI�WKH�ULVN�LPSRVHG�RQ�PDQDJHUV�
7KLV�ULVN�XVXDOO\�UHVXOWV�LQ�PDQDJHUV�EHLQJ�SDLG�K\EULG�FRPSHQVDWLRQ��SDUW�VDODU\�DQG
SDUW�ERQXV��7KH�ILUP�IRUJRHV�VRPH�HIILFLHQF\�JDLQ�LQ�RUGHU�WR�DYRLGLQJ�ORDGLQJ
PDQDJHUV�ZLWK�WRR�PXFK�ULVN��1RZ��LI�ULVN�LV�KHGJHG��WKH�FRPSHQVDWLRQ�VFKHPH�FDQ
IRFXV�VROHO\�RQ�SURGXFWLYLW\�DQG�SD\�RQO\�ERQXVHV��7KLV�PHDQV�KLJKHU�SURGXFWLYLW\��,Q
PRUH�JHQHUDO�WHUPV��KHGJLQJ�DIIHFWV�WKH�RSWLPDO�PL[�LQ�WKH�FRPSHQVDWLRQ�V\VWHP��OHVV
ULVN�ZLOO�IDYRU�D�KLJKHU�SURSRUWLRQ�RI�SHUIRUPDQFH�UHODWHG�FRPSHQVDWLRQ�

F��5LVN�DQG�VLJQDOLQJ

$�YDULDWLRQ�RQ�WKH�PDQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�PRGHO�XVHV�ULVN
PDQDJHPHQW�DV�D�VLJQDO�RI�PDQDJHULDO�DELOLW\��'H0DU]R�DQG�'XIILH������DQG�%UHHGHQ
DQG�9LVZDQDWKDQ��������,Q�WKHVH�PRGHOV��LQYHVWRUV�DUH�XQDEOH�WR�WHOO�IURP
SHUIRUPDQFH�PHDVXUHV��TXDUWHUO\�SURILW��VWRFN�SULFH��HWF��WR�ZKDW�H[WHQW�WKH�UHVXOW�LV
GXH�WR�WKH�DELOLW\�RI�WKH�PDQDJHU�RU�WR�H[RJHQRXV�IDFWRUV��7KLV�PDNHV�LW�PRUH�GLIILFXOW
IRU�PDQDJHUV�RI�KLJK�DELOLW\�WR�FRPPDQG�DSSURSULDWH�UHZDUGV��&RQVLGHU�WKH�IROORZLQJ
VLPSOH�H[DPSOH��D�ZHOO�PDQDJHG�DLUOLQH�ZLOO�RQ�DYHUDJH�FRPPDQG�KLJKHU�SURILWV�WKDQ
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D�SRRUO\�PDQDJHG�RQH��7KH�WHUP�´ZHOO�PDQDJHGµ�PLJKW�HQFRPSDVV�HIIHFWLYH�SULFLQJ
SROLFLHV��HIIHFWLYH�FKRLFH�RI�URXWHV��HIIHFWLYH�PDUNHWLQJ��DSSURSULDWH�VDIHW\�SROLFLHV�
HWF��+RZHYHU��SURILWV�ZLOO�VWLOO�EH�DGYHUVHO\�LPSDFWHG�E\�IDFWRUV�RXWVLGH�PDQDJHPHQW
FRQWURO�VXFK�DV�ULVLQJ�IXHO�SULFHV��FKDQJHV�LQ�WKH�GHPDQG�IRU�WUDYHO�RU�E\�WKH�FKDQFH
DFFLGHQW�WKDW�RFFXUUHG�GHVSLWH�HIIHFWLYH�VDIHW\�SROLF\��6R�LPDJLQH�WKDW�WKH�DQQXDO
SURILWV�RI�WKH�ZHOO�PDQDJHG�ILUP�DQG�WKH�SRRUO\�PDQDJHG�ILUP�DUH�DV�IROORZV�
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1RZ�LQYHVWRUV��XQIRUWXQDWHO\��QHYHU�JHW�WR�VHH�H[SHFWHG�SURILW��7KH\�FDQ�PDNH�VRPH
HVWLPDWHV�RI�ZKDW�WKH\�H[SHFW�SURILW�WR�EH�IRU�WKH�FRPLQJ�\HDU��%XW�WKLV�ZLOO�GHSHQG
RQ�KRZ�PXFK�LQIRUPDWLRQ�WKH\�KDYH�DERXW�LQYHVWPHQW�RSSRUWXQLWLHV��PDQDJHULDO
SUDFWLFHV�DQG�D�ZKROH�KRVW�RI�RWKHU�IDFWRUV��DQG�WKH\�DUH�XQOLNHO\�WR�KDYH�WKH�VDPH
TXDOLW\�RI�LQIRUPDWLRQ�DV�WKH�ILUP·V�RZQ�PDQDJHPHQW��$OO�WKH�LQYHVWRU�JHWV�WR�VHH�DW
WKH�HQG�RI�WKH�\HDU�LV�WKH�DFWXDO�SURILW��6XSSRVH�WKLV�WXUQV�RXW�WR�EH������'RHV�WKH
LQYHVWRU�NQRZ�ZKHWKHU�WKH�ILUP�LV�ZHOO�PDQDJHG�RU�SRRUO\�PDQDJHG"�7KH�LQYHVWRU
PLJKW�LQIHU�WKDW�VXFK�D�ORZ�SURILW�LV�PRUH�OLNHO\�WR�EH�LQGLFDWLYH�RI�SRRU�PDQDJHPHQW
WKDQ�JRRG�PDQDJHPHQW��EXW�VKH�FDQQRW�EH�VXUH��8VLQJ�WKH�WDEOH��DQ�REVHUYDWLRQ�RI
����ZRXOG�KDYH�D�����FKDQFH�RI�RFFXUULQJ�ZLWK�EDG�PDQDJHPHQW�EXW�RQO\�D����
FKDQFH�ZLWK�JRRG�PDQDJHPHQW��6LPLODUO\��D�UHVXOW�RI�����ZRXOG�KDYH�D�����FKDQFH
ZLWK�JRRG�PDQDJHPHQW�EXW�RQO\�D�����FKDQFH�ZLWK�EDG�PDQDJHPHQW�

7KLV�LGHD�LV�VRPHWLPHV�NQRZV�DV�D�VLJQDO�WR�QRLVH�UDWLR��&RQVLGHU�D�UDGLR�VLJQDO�
\RX�ZLVK�WR�OLVWHQ�WR�WKH�%ULWLVK�%URDGFDVWLQJ�&RUSRUDWLRQ�RQ�\RXU�VKRUW�ZDYH�UDGLR�
$�VLJQDO�LV�WUDQVPLWWHG�IURP�/RQGRQ�EXW�ZKDW�\RX�KHDU�RQ�\RXU�UDGLR�LQ�3KLODGHOSKLD
LV�D�FRPELQDWLRQ�RI�WKH�EURDGFDVW�VLJQDO�DQG�D�ORW�RI�VWDWLF�LQWHUIHUHQFH�RU�QRLVH�
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5HFHSWLRQ�LV�JRRG�ZKHQ�WKH�VLJQDO�LV�VWURQJ�DQG�WKH�LQWHUIHUHQFH�ORZ��D�KLJK�VLJQDO�WR
QRLVH�UDWLR��5HFHSWLRQ�LV�SRRU�ZKHQ�WKH�VLJQDO�LV�ZHDN�DQG�WKH�VWDWLF�ORXG��D�ORZ�VLJQDO
WR�QRLVH�UDWLR���3URILW�SHUIRUPDQFH�FRPELQHV�LQ�D�VLQJOH�PHDVXUH��D���PDQDJHPHQW
TXDOLW\���WKH�VLJQDO��DQG��E��UDQGRP�HYHQWV��WKH�QRLVH���:KDW�HIIHFWLYH�PDQDJHUV
ZRXOG�OLNH��WKRXJK�QRW�LQHIIHFWLYH�PDQDJHUV��LV�D�VWURQJ�VLJQDO�DQG�ORZ�QRLVH��

6R�QRZ�WKH�JRRG�PDQDJHUV�PD\�ZLVK�WR�VLJQDO�TXDOLW\�E\�UHPRYLQJ�WKH�QRLVH��,I
WKH�ULVN�LV�KHGJHG��REVHUYHG�SURILW�ZLOO�EH������PLQXV�DQ\�WUDQVDFWLRQ�FRVW�IRU�WKH
KHGJH���+RZHYHU��LV�D�SRRUO\�PDQDJHG�ILUP�KHGJHV��WKH�DFWXDO�SURILW�ZLOO�WXUQ�RXW�WR
EH������PLQXV�WUDQVDFWLRQ�FRVW���7KXV��ZLWK�FRPSOHWH�KHGJLQJ��WKH�UHVXOW�ZRXOG�UHYHDO
IXOO\�WKH�TXDOLW\�RI�PDQDJHPHQW��WKH�DFWXDO�SURILW�SHUIRUPDQFH�LV�DOO�VLJQDO�DQG�QR
QRLVH��,Q�WKLV�ZD\��HIILFLHQW�PDQDJHPHQW�PDQDJHULDO�FRPSHQVDWLRQ�FRXOG�EH�PRUH
DFFXUDWHO\�WLHG�WR�SHUIRUPDQFH��&RPSOHWH�KHGJLQJ�RI�DOO�FRUSRUDWH�ULVN�LV�UDUHO\
SRVVLEOH��EXW�VRPH�KHGJLQJ�FDQ�UHPRYH�ULVN��7KXV��WKH�JDPH�SOD\HG�E\�KLJK�TXDOLW\
PDQDJHPHQW�ZRXOG�QRZ�EH�WR�LQFUHDVH�WKH�VLJQDO�WR�QRLVH�UDWLR�VR�WKDW�DFWXDO
SHUIRUPDQFH�LV�PRUH�OLNHO\�WR�EH�LQGLFDWLYH�RI�KLJK�TXDOLW\�PDQDJHPHQW��

���&RPSDUDWLYH�DGYDQWDJH�LQ�ULVN�EHDULQJ

7ZR�RI�WKH�VWRULHV�DERXW�ZK\�ULVN�ZDV�FRVWO\�ZHUH�´PRUDO�KD]DUGµ�WDOHV�
0DQDJHUV�DUH�DJHQWV�RI�WKH�ILUP·V�RZQHUV�DQG��LI�OHIW�WR�WKHLU�RZQ�GHYLFHV��ZLOO�PDNH
VHOI�LQWHUHVWHG�GHFLVLRQV��5HFRJQL]LQJ�WKLV��RZQHUV�XVXDOO\�DUUDQJH�FRPSHQVDWLRQ
V\VWHPV�WR�DOLJQ�LQWHUHVWV�RI�VKDUHKROGHUV�DQG�PDQDJHUV��2QH�RI�WKH�GHVLJQ�FKRLFHV�LV
KRZ�WR�WUDGH�RII�ULVN�VKDULQJ��IDYRULQJ�IODW�FRPSHQVDWLRQ��ZLWK�HIILFLHQF\��IDYRULQJ
SHUIRUPDQFH�UHODWHG�SD\���+HGJLQJ��FDQ�OLJKWHQ�WKLV�WUDGH�RII�E\�SURYLGLQJ�LQFHQWLYH
FRPSHQVDWLRQ�DQG�ORZHULQJ�WKH�ULVN�SUHPLD�GHPDQGHG�E\�PDQDJHUV��6LPLODUO\��WKH
XQGHU�LQYHVWPHQW�SKHQRPHQRQ�DURVH�EHFDXVH�RI�WKH�DJHQF\�IXQFWLRQ�RI�VKDUHKROGHUV
ZLWK�UHVSHFW�WR�PRQH\�SURYLGHG�E\�FUHGLWRUV��7KH�RSSRUWXQLW\�IRU�RZQHUV�WR�GHIDXOW
RQ�GHEW��OHDGV�WR�WKH�VHOHFWLRQ�RI�DEQRUPDOO\�ULVN\�SURMHFWV��$QWLFLSDWLQJ�VXFK
H[FHVVLYH�ULVN�WDNLQJ�OHDGV�LQYHVWRUV�WR�GLVFRXQW�WKH�YDOXH�RI�FRUSRUDWH�ERQGV�
+HGJLQJ�UHPRYHV�WKH�DGYDQWDJH�WR�VKDUHKROGHUV�RI�VXFK�KLJK�ULVN�DFWLYLW\�DQG�FDQ
SURYLGH�D�FUHGLEOH�VLJQDO�WKDW�VXFK�H[SURSULDWRU\�EHKDYLRU�ZLOO�QRW�EH�XQGHUWDNHQ�
%RWK�WKHVH�DUJXPHQWV�VXJJHVWHG�WKDW�WKH�OHYHO�RI�ULVN��DQG�WKH�SRWHQWLDO�ORVVHV�WKH
ILUP�IDFHV��DUH�GHSHQGHQW�RQ�KRZ�WKH�ILUP·V�YDOXH�LV�GLYLGHG�EHWZHHQ�VWDNHKROGHUV�
:H�LQWURGXFH�DQRWKHU�DUJXPHQW�ZKLFK�DOVR�VKRZV�WKDW�WKH�OHYHO�RI�KHGJHG�FDVK�IORZV
GHSHQGV�RQ�KRZ�ULJKWV�WR�HDUQLQJV�DQG�YDOXH�DUH�GLYLGHG�

&RQVLGHU�WKH�IROORZLQJ�VLWXDWLRQ��$�ILUP��FDOO�LW�WKH�PDLQ�FRQWUDFWRU��GHVLJQV
DQG�EXLOGV�D�WHOHFRPPXQLFDWLRQV�VDWHOOLWH��7KLV�LV�D�FRPSOH[�SURGXFW�DQG�WKH�PDLQ



�7KLV�GLVFXVVLRQ�LV�UHODWHG�WR�WKH�1REHO�SUL]H�ZLQQLQJ�ZRUN�RI�5RQDOG�&RDVH
�������ZKR�H[SORUHG�RSWLPDO�UXOHV�IRU�SURSHUW\�ULJKWV�DQG�OHJDO�OLDELOLW\�DFFLGHQWV�
&RDVH·V�FRQWULEXWLRQ�ZDV�WR�VXJJHVW�WKDW�OLDELOLW\�UXOHV�ZRXOG�QRW�DIIHFW�LQYHVWPHQWV�LQ
VDIHW\�LI�FRQWUDFWLQJ�FRVWV�ZHUH�]HUR��5HJDUGOHVV�RI�WKH�LQLWLDO�DOORFDWLRQ�RI�OLDELOLW\��WKH
SDUWLHV�FRXOG�HQWHU�FRQWUDFWV�RU�EDUJDLQV��LQ�ZKLFK�WKH�SHUVRQ�WKDW�PDNHV�WKH�VDIHW\
GHFLVLRQ�KDV�D�ILQDQFLDO�LQFHQWLYH�WR�PDNH�RQH�ZKLFK�LV�VRFLDOO\�RSWLPDO�
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FRQWUDFWRU�VXE�FRQWUDFWV�ZLWK�RWKHU�ILUPV�ZKR�VXSSO\�VXE�V\VWHPV�ZKLFK�DUH�WKHQ
DVVHPEOHG�LQWR�WKH�ILQDO�SURGXFW��7KH�ILQDO�SURGXFW�LV�WKHQ�VROG�WR�D
WHOHFRPPXQLFDWLRQV�ILUP�ZKLFK�XVHV�WKH�VDWHOOLWH�IRU�WHOHSKRQH�FRPPXQLFDWLRQV��2I
FRXUVH��WKH�VDWHOOLWH�KDV�WR�EH�ODXQFKHG�E\�D�URFNHW�LQWR�DQ�DSSURSULDWH�RUELW�EHIRUH�LW
FDQ�IXOILO�LWV�IXQFWLRQ��6XSSRVH�VRPHWKLQJ�JRHV�ZURQJ�DQG�WKH�FXVWRPHUV�IDLOV�WR
DFTXLUH�D�IXQFWLRQLQJ�VDWHOOLWH�LQ�WKH�FRUUHFW�RUELW��:KR�VKRXOG�SD\"�<RX�DUH�WKH�PDLQ
FRQWUDFWRU�DQG�\RX�VHHN�DGYLFH�IURP�\RXU�FRUSRUDWH�ODZ\HUV��1R�GRXEW�WKH\�ZLOO�WU\
WR�SHUVXDGH�\RX�WKDW�FRQWUDFWV�VKRXOG�EH�ZULWWHQ�VR�WKDW�VRPHRQH�HOVH��DQ\RQH�HOVH��LV
UHVSRQVLEOH��,V�WKLV�D�GHVLUDEOH�VROXWLRQ"

1RZ�FRQVLGHU�MXVW�D�VDPSOH�RI�WKH�WKLQJV�WKDW�FDQ�JR�ZURQJ

7KH�URFNHW�FDQ�EORZ�XS�GXULQJ�ODXQFK�GHVWUR\LQJ�WKH�VDWHOOLWH
7KH�VDWHOOLWH�FDQ�EH�GHOLYHUHG�WR�WKH�ZURQJ�RUELW�
7KH�VDWHOOLWH�FDQ�JHW�WR�WKH�FRUUHFW�RUELW�EXW�IDLOV�WR�IXQFWLRQ�WKURXJK�DQ

DVVHPEO\�IDXOW
7KH�VDWHOOLWH�FDQ�JHW�WR�WKH�FRUUHFW�RUELW�EXW�IDLOV�WKURXJK�D�VXE�V\VWHP

IDLOXUH

,I�WKH�DFFXPXODWLRQ�RI�DOO�WKHVH�ULVNV�LV�WRR�KLJK��WKH�FXVWRPHU�LV�VLPSO\�JRLQJ�WR�VD\
´#"����VDWHOOLWHV��,�ZLOO�XVH�ILEUH�RSWLF�LQVWHDG�EHFDXVH�LW�LV�PRUH�UHOLDEOHµ��6R�FOHDUO\�
WR�UHWDLQ�\RXU�PDUNHW��\RX�ZLOO�ZLVK�WR�RIIHU�WKH�FXVWRPHU�D�UHOLDEOH�DQG�HFRQRPLF
SURGXFW��1RZ�WKH�TXHVWLRQ�LV��ZKR�VKRXOG�EHDU�WKH�ULVN�RI�ORVVHV�DQG�KRZ�GRHV�WKLV
GHFLVLRQ�DIIHFW�WKH�ILQDO�SULFH�DQG�UHOLDELOLW\�RI�WKH�SURGXFW"

7KLV�DQVZHU�GHSHQGV�RQ�DQ�LGHD�HODERUDWHG�E\�&DOLEUHVL��������ZKLFK�LV�WR
PDNH�WKDW�SDUW\�UHVSRQVLEOH�ZKR�FDQ�DYRLG�WKH�ORVV�DW�OHDVW�FRVW�����6R��FRQVLGHU
IDLOXUHV�IURP�VXE�V\VWHP�IDXOWV��6XE�FRQWUDFWRUV�SURGXFH�WKHVH�VXE�V\VWHPV�DQG
WKURXJK�WKHLU�HIIRUW��WKH\�FDQ�LPSURYH�TXDOLW\�FRQWURO��,W�PDNHV�VHQVH�WR�PDNH�WKH�VXE
FRQWUDFWRUV�OLDEOH�IRU�WKHVH�W\SH�RI�IDLOXUHV��,I�WKH\�DUH�QRW�OLDEOH��WKH\�ZLOO�VLPSO\�SD\
OHVV�DWWHQWLRQ�WR�TXDOLW\�FRQWURO��6LPLODUO\��LW�LV�VHQVLEOH�WR�PDNH�WKH�URFNHW



��

PDQXIDFWXUHU��DQG�RU�WKH�ODXQFK�FRQWUDFWRU�UHVSRQVLEOH�LI�WKH�URFNHW�IDLOV�WR�GHOLYHU
WKH�VDWHOOLWH�WR�FRUUHFW�RUELW��DQG�WKH�PDLQ�FRQWUDFWRU�UHVSRQVLEOH�IRU�IDXOWV�VWHPPLQJ
IURP�RYHUDOO�GHVLJQ�DQG�DVVHPEO\��,Q�WKLV�ZD\��HDFK�SDUW\�KDV�D�VWURQJ�ILQDQFLDO
LQFHQWLYH�WR�VHH�WKDW�WKH�RSHUDWLRQV�RYHU�ZKLFK�WKH\�KDYH�FRQWURO��IXQFWLRQ�ZLWKRXW
KLWFK���

1RZ�\RX�PD\�REMHFW�WR�WKLV�UHDVRQLQJ�DQG�FODLP�WKDW�HYHU\RQH�KDV�DQ�LQFHQWLYH
WR�FRPSHWHQW�ZRUN�DQ\ZD\�VLQFH��RWKHUZLVH��WKH\�ZLOO�REWDLQ�D�SRRU�UHSXWDWLRQ�DQG
ZLOO�QRW�EH�DVNHG�WR�GR�IXWXUH�ZRUN��&HUWDLQO\�UHSXWDWLRQ�LV�LPSRUWDQW��7KH�SRLQW�KHUH
LV�WKDW�WKHUH�LV�VLPSO\�DQ�DGGLWLRQDO��DQG�PRUH�LPPHGLDWH��LQFHQWLYH�WR�SHUIRUP�

&25(�5,6.�$1'�,1&,'(17$/�5,6.�

7KH�LGHD�WKDW�ILUPV�FDQ�KDYH�D�FRPSDUDWLYH�DGYDQWDJH�RU�GLVDGYDQWDJH�LQ�ULVN
WDNLQJ�KDV�UHFHQWO\�EHHQ�JLYHQ�D�VOLJKWO\�GLIIHUHQW�IODYRU��:KHQ�DQ�RLO�FRPSDQ\
H[SORUHV�IRU�RLO��LW�DFTXLUHV�ULVN��:KHQ�DQ�LQVXUDQFH�FRPSDQ\�LVVXHV�SROLFLHV��LW�WDNHV
ULVNV��:KHQ�D�EDQN�OHQGV�WR�D�VWDUWXS�ILUP��LW�WDNHV�ULVN��)LUPV�DUH�LQ�WKH�EXVLQHVV�RI
WDNLQJ�ULVN��LQGHHG�WKDW�LV�KRZ�WKH\�HDUQ�SURILW��1RZ�FRQVLGHU�WKHVH�WKUHH�H[DPSOHV�
7KH�RLO�FRPSDQ\�WDNHV�WKH�ULVN�WKDW�LWV�H[SORUDWLRQ�ZLOO�QRW�UHVXOW�LQ�D�ILQGLQJ�RI�RLO��RU
WKH�ILQGLQJ�PLJKW�EH�VPDOO�DQG�XQHFRQRPLF��:KDW�WKH�ILUP�LV�EDQNLQJ�RQ�LV�LWV
VXSHULRU�H[SORUDWLRQ�WHFKQRORJ\�DQG�JHRORJLFDO�NQRZOHGJH��WR�LQFUHDVH�WKH�RGGV�LQ�LWV
IDYRU��7KLV�LV�D�FRUH�FRPSHWHQF\�RI�WKH�ILUP�DQG��LQ�H[SORLWLQJ�WKLV�FRPSHWHQF\��WKH
ILUP�H[SHFWV�WR�HDUQ�HFRQRPLF�SURILW��7KH�ULVN�LV�PRUH�WKDQ�FRPSHQVDWHG�E\�WKH
H[SHFWHG�SURILW��LQ�VKRUW��LW�LV�D�SRVLWLYH�QHW�SUHVHQW�YDOXH�RSSRUWXQLW\��7KH�ILUP�LV
UHZDUGHG�IRU�LWV�SDUWLFXODU�DQG�VFDUFH�VNLOOV��,QGHHG�WKH�RUJDQL]DWLRQ�RI�EXVLQHVV�LV
FHQWHUHG�DURXQG�WKH�DELOLW\�RI�VSHFLDOLVW�ILUP�WR�LGHQWLI\�DQG�H[SORLW�SRVLWLYH�139
LQYHVWPHQW�RSSRUWXQLWLHV�ZLWKLQ�WKHLU�DUHD�RI�FRPSHWHQFH��,QYHVWPHQW�RSSRUWXQLWLHV
DUH��E\�QDWXUH��ULVN\��7KRVH�VDPH�RSSRUWXQLWLHV�PD\�QRW�EH�LGHQWLILHG��DQG�FRXOG�QRW
EH�H[SORLWHG�DW�D�VLPLODU�SURILW��E\�RWKHUV�ZLWKRXW�WKRVH�VNLOO�VHWV��7KXV��WKH
VSHFLDOL]HG�ILUP�LV�UHZDUGHG�IRU�DGRSWLQJ�ULVN��7KH�VFDUFHU�WKH�VNLOOV�DQG�WKH�JUHDWHU
WKH�YDOXH�FUHDWHG�E\�WKH�LQYHVWPHQW��WKH�KLJKHU�WKH�UHZDUG�WR�ULVN�UDWLR��L�H��WKH�KLJKHU
WKH�ULVN�DGMXVWHG�139��

+RZHYHU��LQ�WDNLQJ�WKLV�ULVN��WKH�RLO�FRPSDQ\�DFTXLUHV�LQFLGHQWDO�ULVN��3URILW
FDQ�EH�GHSOHWHG�LI�LWV�HQJLQHHUV�DUH�NLOOHG�LQ�DQ�DLU�FUDVK��RU�LI�WKH�FXUUHQF\�UDWH
EHWZHHQ�WKH�FRXQWU\�RI�H[SORUDWLRQ�DQG�WKH�KHDG�RIILFH�GRPLFLOH�FKDQJHV��7KHVH�DUH
ULVNV�ZKLFK�DUH�QRW�FRUH�DQG�WKH�ILUP�KDV�QR�VSHFLDO�DGYDQWDJH�LQ�KDQGOLQJ�
&RQVHTXHQWO\��WKH�RLO�FRPSDQ\�FDQ�JDLQ�QR�VSHFLDO�UHZDUG�LQ�UHWDLQLQJ�WKHVH�ULVNV�
/LNH�FRUH�ULVNV��WKHVH�ULVNV�DUH�FRVWO\��7KH\�FDQ�LQFUHDVH�DJHQF\�FRVWV��WD[HV�HWF���%XW



�6HH�DOVR�WKH�PXFK�HDUOLHU�ZRUN�RI�.HQQHWK�$UURZ��������&KSW�����ZKR�DOVR
FRQVLGHUHG�FRPSDUDWLYH�DGYDQWDJH�LQ�ULVN�EHDULQJ
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XQOLNH�FRUH�ULVNV��WKH�ILUP�FDQ�H[SHFW�QR�H[WUD�SURILW�IURP�EHDULQJ�WKH�QRQ�FRUH�ULVNV�

7KH�LQVXUDQFH�ILUP�FDQ�GLFKRWRPL]H�LWV�ULVNV�LQ�D�VLPLODU�IDVKLRQ��$VVXPLQJ
ULVN�WKURXJK�LQVXUDQFH�LV�D�VSHFLDOLW\�IRU�ZKLFK�WKH�ILUP�H[SHFWV�SURILW��7KH�FRUH
FRPSHWHQFLHV�RI�WKH�LQVXUHU�LQFOXGH�WKH�DELOLW\�WR�GLYHUVLI\�WKLV�ULVN�WKURXJK�WKH
VWUXFWXUH�RI�LWV�SRUWIROLR��WKH�DELOLW\�WR�XQGHUZULWH�VXFFHVVIXOO\��L�H��GLVFULPLQDWHO\
DFFHSW�WKRVH�SROLF\KROGHUV�ZKR�DUH�EHWWHU�WKDQ�DYHUDJH���WKH�DELOLW\�WR�SULFH�WKH�ULVN�
DQG�WKH�DELOLW\�WR�VHWWOH�FODLPV�HIIHFWLYHO\�DQG�FKHDSO\��+RZHYHU��WKH�LQVXUHU�DFTXLUHV
LQFLGHQWDO�ULVNV��)RU�D�VPDOO�LQVXUHU�ZLWKRXW�D�IXOO�LQYHVWPHQW�GHSDUWPHQW��WKLV�FRXOG
LQFOXGH�LQYHVWPHQW�ULVN��ULVN�RI�VXLWV�DJDLQVW�WKH�FRPSDQ\·V�RIILFHUV�DQG�WKH�FRQWURO�RI
FDWDVWURSKH�ULVN��7KHUH�DUH�RWKHUV�EHWWHU�HTXLSSHG�WR�KDQGOH�DQG�DVVXPH�WKHVH�ULVNV�
$�SRUWIROLR�PDQDJHU·V�FRUH�FRPSHWHQF\�LV�WR�KDQGOH�WKH�LQYHVWPHQW�ULVN�DQG�D
UHLQVXUHU·V�LV�WR�KDQGOH�WKH�FDWDVWURSKH�ULVN��7KHVH�ULVNV�PLJKW�ZHOO�EH�WUDQVIHUUHG�WR
RXWVLGHUV�ZKR�KDYH�JUHDWHU�H[SHUWLVH�LQ�KDQGOLQJ�WKHP�

7KH�SRLQW�LV�QRW�WR�DVVHUW�WKDW�DQ�LQVXUHU·V�FRUH�FRPSHWHQF\�GRHV�QRW�LQFOXGH
LQYHVWPHQW�PDQDJHPHQW��ODUJHU�LQVXUHUV�ZRXOG�LQGHHG�FODLP�VXFK�H[SHUWLVH���7KH
SRLQW�LV�WKDW�IRU�DQ\�ILUP��WKHUH�DUH�JRLQJ�WR�EH�VRPH�ULVNV�WKDW�DUH�FRUH��DQG�LWV�YHU\
EXVLQHVV�LV�WKH�H[SORLWDWLRQ�RI�WKHVH�ULVNV�IRU�SURILW��DQG�VRPH�ULVNV�ZKLFK�DUH
LQFLGHQWDO��+RZ�WKLV�FDUYHV�XS�ZLOO�YDU\�IURP�ILUP�WR�ILUP��$Q�LPSRUWDQW�LGHD
GHYHORSHG�DQG�WHVWHG�E\�6FKUDQG�DQG�8QDO���������FRQFHUQV�WKH�FRPSRVLWLRQ�RI�ULVN
DQG�KRZ�LW�PLJKW�EH�PDQDJHG��,I�ULVN�LV�FRVWO\��WKHQ�RQH�ZRXOG�ZLVK�WR�FRQWURO�RYHUDOO
ULVN�LQ�D�ZD\�WKDW�PD[LPL]HV�SURILW�UHODWLYH�WR�WKH�ULVN�DVVXPHG��,I�RQH�KDV�D�FKRLFH
RYHU�ZKLFK�ULVN�WR�DVVXPH��LW�PDNHV�VHQVH�WR�DVVXPH�WKH�ULVNV�ZLWK�WKH�KLJKHVW�UHZDUG
UDWLR��7KXV��LQ�PDQDJLQJ�ULVN��WKH�LGHD�LV�WR�WUDQVIHU�WKH�LQFLGHQWDO�ULVN��WKH\�XVH�WKH
ODEHO�KRPRJHQRXV�ULVN��WR�RXWVLGHUV�LQ�RUGHU�WR�IUHH�XS�FDSDFLW\�WR�DVVXPH�PRUH�FRUH
ULVN��7KH\�FDOO�WKLV�LGHD�´FRRUGLQDWHG�ULVN�PDQDJHPHQWµ�

:+,&+�),506�%(1(),7�)520�0$1$*,1*�5,6."

7KH�YDULRXV�H[SODQDWLRQV�RI�ZK\�ULVN�LV�FRVWO\�VXJJHVW�WKDW�WKH�FRVW�RI�ULVN�ZLOO
GLIIHU�EHWZHHQ�ILUPV�LQ�D�SUHGLFWDEOH�ZD\��7KLV�LV�LPSRUWDQW�ZKHQ�LW�FRPHV�WR�WHVW
WKHVH�WKHRULHV�DQG�LV�DOVR�LPSRUWDQW�IRU�WKRVH�FKDUJHG�ZLWK�PDQDJLQJ�ULVN��:H�ZLOO
WDNH�HDFK�WKHRU\�LQ�WXUQ�DQG�LVRODWH�WKH�ILUP�FKDUDFWHULVWLFV�WKDW�GHWHUPLQH�ZKHWKHU
ULVN�LV�LPSRUWDQW�DQG��E\�LPSOLFDWLRQ��ZKHWKHU�KHGJLQJ�WKH�ULVN�FDQ�DGG�YDOXH�
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7KH�WD[�QRQ�OLQHDULW\�UDWLRQDOH�UHVW�RQ�WKH�ILUP·V�WD[�IXQFWLRQ�EHLQJ�FRQYH[��,I
WD[HV�DUH�OLQHDU�LQ�LQFRPH��WKHQ�H[SHFWHG�WD[HV�DUH�XQUHODWHG�WR�WKH�ULVNLQHVV�RI
LQFRPH��7KH�PRUH�FRQYH[�WKH�WD[�IXQFWLRQ��WKH�JUHDWHU�H[SHFWHG�WD[HV�ZLOO�LQFUHDVH
ZLWK�ULVN��%XW�WKLV�UHODWLRQVKLS�LV�FRPSRXQGHG�E\�FRQVLGHULQJ�WKH�GLVWULEXWLRQ�RI
HDUQLQJV��&RQYH[LW\�LV�LPSRUWDQW�RYHU�WKH�UDQJH�RI�HDUQLQJV�ZKLFK�DUH�PRVW�OLNHO\�
&RQVLGHU�D�ILUP�ZKRVH�WD[�IXQFWLRQ�LV�FRQYH[�RYHU�D�ORZ�UDQJH�RI�HDUQLQJV�WKHQ
EHFRPHV�OLQHDU�DV�HDUQLQJV�LQFUHDVH��L�H�WKH�PDUJLQDO�WD[�UDWH�LV�FRQVWDQW�RYHU�PHGLXP
WR�KLJK�HDUQLQJV���,I�D�ILUP·V�HDUQLQJV�DUH�PRVW�OLNHO\�WR�OLH�LQ�WKH�PHGLXP�KLJK�UDQJH�
FRQYH[LW\�LQ�WKH�ORZ�UDQJH�KDV�OLWWOH�HIIHFW�RQ�H[SHFWHG�WD[HV��7KH�LVVXH�WKHQ�LV
ZKHWKHU�WKH�UDQJH�RI�SUREDEOH�HDUQLQJV�VSDQV�WKH�NLQNV�LQ�WKH�WD[�VFKHGXOH��)LUPV
ZLWK�KLJK�SUREDEOH�HDUQLQJV�DQG�ORZ�LQYHVWPHQW�WD[�FUHGLW�DQG�FDUU\�IRUZDUGV�DUH
XQOLNHO\�WR�VHFXUH�PXFK�WD[�EHQHILW�IURP�PDQDJLQJ�ULVN��)LUPV�ZLWK�KLJKHU�WD[�VKLHOGV
DUH�D�KLJK�YDULDWLRQ�RI�HDUQLQJV�DERXW�WKH�OHYHO�RI�WD[�VKLHOG��FDQ�UHGXFH�WKHLU�H[SHFWHG
WD[HV�PRVW�WKURXJK�KHGJLQJ��5RXJKO\��WKLV�PHDQV�WKRVH�ILUPV�ZKRVH�WD[�VKLHOGV�DUH
URXJKO\�HTXDO�WR�H[SHFWHG�HDUQLQJV�

7KH�ILQDQFLDO�GLVWUHVV�UDWLRQDOHV�IRU�ULVN�PDQDJHPHQW�FDUU\�D�FOHDU�LPSOLFDWLRQ�
)LUPV�ZLWK�KLJKHU�OHYHUDJH�ZLOO�EHDU�D�KLJKHU�FRVW�RI�ULVN��,I�WZR�ILUPV�KDYH�WKH�VDPH
OHYHO�RI�ULVN��WKH�KLJKHU�OHYHUDJH�ILUP�ZLOO�KDYH�D�KLJKHU�SUREDELOLW\�RI�EDQNUXSWF\�DQG
WKHUHIRUH�WKH�KLJKHU�H[SHFWHG�EDQNUXSWF\�FRVWV��0RUHRYHU��WKH�LQGLUHFW�DJHQF\
SUREOHPV�DOVR�ZLOO�EH�KLJKHU�IRU�WKH�PRUH�OHYHUDJHG�ILUP��7KH�LQGLUHFW�FRVW�RI
ILQDQFLDO��GLVWUHVV�PRGHO�DOVR�UHOLHV�RQ�WKH�ILUP�KDYLQJ�RSSRUWXQLWLHV�IRU�JURZWK��LW�LV
LQ�WKH�VHOHFWLRQ�RI�QHZ�LQYHVWPHQW�SURMHFWV�WKDW�SULQFLSDO�DJHQW�GLVWRUWLRQV�FDQ�RFFXU�
/HYHUDJHG�ILUPV�ZLWK�DYDLODEOH�LQYHVWPHQW�RSSRUWXQLWLHV�ZLOO�JUDYLWDWH�WRZDUGV�KLJK
ULVN�SURMHFWV��7KH�DQWLFLSDWLRQ�RI�WKLV�E\�ERQGKROGHUV�FDQ�LQFUHDVH�WKH�FRVW�RI�GHEW
DQG�OHDG�WR�XQGHULQYHVWPHQW��7KLV�LV�QRW�DV�LPSRUWDQW�IRU�ILUPV�ZLWK�QR�JURZWK
SRWHQWLDO��/HYHUDJH�DQG�JURZWK�DOVR�DUH�UHOHYDQW�ILUP�FKDUDFWHULVWLFV�ZKHQ�FRQVLGHULQJ
FURZGLQJ�RXW�FRVWV��,I�XQKHGJHG�ORVVHV�FURZG�RXW�QHZ�LQYHVWPHQW��LW�RQO\�GRHV�VR�IRU
ILUPV�ZLWK�LQYHVWPHQW�RSSRUWXQLWLHV��7KH�JUHDWHU�WKHVH�JURZWK�RSSRUWXQLWLHV��WKH
JUHDWHU�WKH�RSSRUWXQLW\�FRVW�RI�ULVN��

7KH�PDQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�PRGHO�DOVR�KDV�FOHDU�SUHGLFWLRQV��%XW�WKHVH
SUHGLFWLRQV�DUH�QRW�VR�PXFK�DERXW�ZKLFK�ILUP·V�VKDUHKROGHUV�DUH�OLNHO\�WR�JDLQ�PRVW
IURP�KHGJLQJ��5DWKHU��WKH\�FRQFHUQ�ZKLFK�ILUPV�DUH�OLNHO\�WR�KHGJH�EHFDXVH�WKH
PDQDJHUV�FKRRVH�WR�GR�VR��)LUPV�ZKRVH�PDQDJHPHQW�FRPSHQVDWLRQ�V\VWHPV�IRFXV
RQ�VKDUH�RZQHUVKLS�DUH�PRUH�OLNHO\�WR�HQJDJH�LQ�KHGJLQJ�DFWLYLWLHV��)LUPV�WKDW�PDNH
LQWHQVLYH�XVH�RI�RSWLRQV�LQ�UHZDUGLQJ�PDQDJHUV�DUH�PRUH�OLNHO\�WR�HQJDJH�LQ�ULVN\
DFWLYLWLHV�DQG�OHVV�OLNHO\�WR�KHGJH��
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9DULRXV�SHRSOH�KDYH�WHVWHG�WKH�WKHRULHV�RI�ZK\�ULVN�LV�FRVWO\�DQG�D�VHOHFWLRQ�LV
VXPPDUL]HG�KHUH��,W�ZRXOG�EH�GLIILFXOW�WR�PHDVXUH�WKH�FRVWV�RI�ULVN�GLUHFWO\�DQG�WKHVH
UHVHDUFK�WHVWV�GR�QRW�XVXDOO\�DWWHPSW�WR�GR�VR��5DWKHU��WKH\�UHDVRQ�WKDW�WKH�KLJKHU�WKH
FRVW�RI�ULVN�WR�D�ILUP��WKH�PRUH�LW�KDV�WR�JDLQ�IURP�KHGJLQJ�DQG�WKHUHIRUH��WKH�PRUH
OLNHO\�LW�LV�WR�KHGJH��7KH�WULFN�LV�WKHQ�WR�ILQG�WKH�ILUP�FKDUDFWHULVWLFV�WKDW�LQGLFDWH�WKDW
ULVN�LV�PRUH�RU�OHVV�FRVWO\��)RU�H[DPSOH��ZLWK�WKH�WD[�QRQ�OLQHDULW\�PRGHO��ILUPV�ZLWK�D
WD[�VKLHOG�H[SHFWHG�HDUQLQJV�UDWLR�FORVH�WR�RQH�ZRXOG�JDLQ�PRUH�WKDQ�ILUPV�ZKRVH
UDQJH�RI�HDUQLQJV�GRHV�QRW�VSDQ�GLIIHUHQW�PDUJLQDO�WD[�UDWHV��:LWK�WKH
XQGHULQYHVWPHQW�PRGHO��ILUPV�ZLWK�PRUH�OHYHUDJH�DQG�KLJKHU�JURZWK�RSSRUWXQLWLHV
ZRXOG�KDYH�PRVW�WR�JDLQ�IURP�KHGJLQJ��+RZHYHU��WKH�FURZGLQJ�RXW�PRGHO�VXJJHVWV
WKDW�KHGJLQJ�EHKDYLRU�ZRXOG�EH�H[SODLQHG�E\�VLPLODU�ILUP�FKDUDFWHULVWLFV��7KXV��D
ILQGLQJ�WKDW�KHGJLQJ�EHKDYLRU�ZDV�SRVLWLYHO\�DVVRFLDWHG�ZLWK�OHYHUDJH�DQG�JURZWK
ZRXOG�EH�VXSSRUWLYH�RI�ERWK�PRGHOV��,W�LV�QRW�QHFHVVDU\�WR�FRPH�XS�ZLWK�D�ZLQQHU�
0DQ\�DFDGHPLFV�EHOLHYH�WKDW�DOO�RI�WKHVH�PRGHOV�KDYH�VRPHWKLQJ�WR�VD\�DERXW�WKH�FRVW
RI�ULVN���



��

7KHUH�KDYH�EHHQ�VRPH�WHVWV�RI�KHGJLQJ�RI�LQVXUDQFH�ILUPV�SXUFKDVH�RI
UHLQVXUDQFH��0D\HUV�DQG�6PLWK���������WDNH�DQ�LQWHUHVWLQJ�DSSURDFK�ZKLFK�WHVWV
VHYHUDO�RI�WKH�PRGHOV�FRQVLGHUHG��7KH�YDULRXV�PRGHOV�SUHVHQWHG�HDUOLHU�LQ�WKLV�FKDSWHU
ZHUH�DVNLQJ�ZK\�ULVN�ZDV�FRVWO\�WR�D�ILUP�ZKRVH�RZQHUV�FRXOG�GLYHUVLI\�HDVLO\�LQ�WKHLU
SRUWIROLR�FKRLFHV��0D\HUV�DQG�6PLWK�FRQVLGHU�WKLV�LVVXH�DQG�DUJXH�WKDW�GLIIHUHQW
RZQHUVKLS�VWUXFWXUHV�RI�LQVXUDQFH�ILUPV��SUHVHQW�GLIIHUHQW�RSSRUWXQLWLHV�IRU
GLYHUVLILFDWLRQ��7KH�JUHDWHU�WKH�IUDFWLRQ�RI�WKH�RZQHUV·�ZHDOWK�DFFRXQWHG�IRU�LQ�WKH
LQVXUDQFH�ILUP·V�HTXLW\��WKH�JUHDWHU�WKH�GHPDQG�IRU�UHLQVXUDQFH��7KXV��D�UDQNLQJ�RI
RZQHUVKLS�VWUXFWXUHV�DFFRUGLQJ�WR�WKHLU�GHPDQG�IRU�UHLQVXUDQFH�ZRXOG�EH�KHDGHG�E\
/OR\GV�DVVRFLDWLRQV�IROORZHG�VLQJOH�IDPLO\��FORVHO\�KHOG�DQG�ZLGHO\�KHOG�ILUPV��7KH\
GR�ILQG�HYLGHQFH�FRQVLVWHQW�ZLWK�WKLV�K\SRWKHVLV��,Q�DGGLWLRQ��WKHLU�UHVXOWV�VKRZ�WKDW
GHPDQG�IRU�UHLQVXUDQFH�LV�QHJDWLYHO\�UHODWHG�WR�FUHGLW�VWDQGLQJ��%HVW·V�UDWLQJ��ZKLFK�LV
FRQVLVWHQW�ZLWK�WKH�ILQDQFLDO�GLVWUHVV�K\SRWKHVLV��2WKHU�UHVXOWV�FRQFHUQ�WKH�HIIHFWV�RI
VL]H�DQG��PRUH�LPSRUWDQWO\��JHRJUDSKLFDO�GLYHUVLILFDWLRQ��7KH�ODWWHU�UHVXOW�LV�WDNHQ�WR
VXSSRUW�WKH�K\SRWKHVLV�WKDW�UHLQVXUHUV�RIIHU�UHDO�VHUYLFH�HIILFLHQFLHV�WKDW�DUH�PRUH
YDOXDEOH�WR�WKH�VPDOOHU��PRUH�JHRJUDSKLFDOO\�GLYHUVLILHG�LQVXUHU��$OWKRXJK�QRW�VWUHVVHG
E\�0D\HUV�DQG�6PLWK��WKLV�UHVXOW�DOVR�FDQ�EH�H[SODLQHG�E\�LQVXUHUV�GHYHORSLQJ�FRUH
FRPSHWHQFLHV�DQG�EHLQJ�PRUH�ZLOOLQJ�WR�DVVXPH�ULVN�LQ�VXFK�DUHDV�

$QRWKHU�LQVXUDQFH�UHVXOW�WHVWV�WKH�FRVW�RI�ULVN�K\SRWKHVHV�LQGLUHFWO\��.OHIIQHU
DQG�'RKHUW\��������ORRN�DW�WKH�VXSSO\�RI�FDWDVWURSKH�LQVXUDQFH�LQ�&DOLIRUQLD��,QVWHDG
RI�H[DPLQLQJ�ZKHWKHU�ILUPV�RII�ORDG�ULVN��WKH\�ORRN�DW�ZKHWKHU�ILUPV�DVVXPH�ULVN�LQ�D
ZD\�WKDW�LV�V\VWHPDWLFDOO\�UHODWHG�ILUP�FKDUDFWHULVWLFV�WKDW�UHYHDO�WKH�FRVW�RI�ULVN
EHDULQJ��&RQVLGHU�WKH�ILQDQFLDO�GLVWUHVV�DQG�FURZGLQJ�RXW�K\SRWKHVHV��DQG�WKH
VLJQLILFDQW�GHJUHH�RI�XQGLYHUVLILDEOH�ULVN�DVVXPHG�E\�LQVXUHUV�RIIHULQJ�HDUWKTXDNH
LQVXUDQFH��7KHVH�IDFWRUV�VXJJHVW�WKDW�LQVXUHUV�ZRXOG�EH�PRUH�ZLOOLQJ�WR�RIIHU
HDUWKTXDNH�FRYHUDJH�WKH�ORZHU�WKHLU�OHYHUDJH��WKH�JUHDWHU�WKHLU�UHLQVXUDQFH�DQG�WKH
PRUH�GLYHUVLILHG��JHRJUDSKLFDOO\�DQG�E\�OLQH�RI�EXVLQHVV��WKHLU�SRUWIROLRV��7KHVH
UHVXOWV�DUH�FRQVLVWHQW�ZLWK�FRVWV�RI�ILQDQFLDO�GLVWUHVV�K\SRWKHVLV��7KH\�IDLOHG�WR�ILQG
HYLGHQFH�RI�WD[�PRWLYDWHG�ULVN�DVVXPSWLRQ�WKRXJK�WKHUH�ZHUH�GLIILFXOWLHV�LQ�ILQGLQJ
JRRG�SUR[LHV�IRU�WD[�FRQYH[LW\�

$�VWXG\�RI�DQRWKHU�LQGXVWU\��JROG�PLQLQJ��E\�3HWHU�7XIDQR��������FRPHV�XS
ZLWK�GLIIHUHQW�UHVXOWV��*ROG�PLQLQJ�ILUPV�FDQ�KHGJH�WKHLU�H[SRVXUH�WR�IOXFWXDWLRQ�LQ
WKH�SULFH�RI�JROG�XVLQJ�YDULRXV�LQVWUXPHQWV�VXFK�DV�IRUZDUG�VDOHV��ORDQV��DQG�SXW�DQG
FDOO�RSWLRQV��+RZHYHU��WKHVH�LQVWUXPHQWV�FRXOG�EH�XVHG�ERWK�IRU�ULVN�PDQDJHPHQW
DQG�VSHFXODWLYH�SXUSRVHV��7R�VHSDUDWH�WKHVH�GLIIHUHQW�XVHV�RI�GHULYDWLYHV��KH�XVHV�WKH
FRQFHSWV�RI�GHOWD��WKH�VHQVLWLYLW\�RI�WKH�YDOXH�RI�D�SRUWIROLR�WR�D�VPDOO�FKDQJH�LQ�WKH
SULFH�RI�DQ�XQGHUO\LQJ�DVVHW��DQG�GHOWD�SHUFHQWDJH��WKH�SHUFHQWDJH�RI�JROG�SURGXFWLRQ



��&UHGLW�ULVN�LV�D�FRUH�DFWLYLW\�DQG�LQWHUHVW�UDWH�ULVN�LV�LQFLGHQWDO��

��

DFFRXQWHG�IRU�E\�WKH�SRUWIROLR�GHOWD��+H�WKHQ�WHVWV�WKH�YDULRXV�K\SRWKHVHV�RI�FRVWO\
ULVN�EHDULQJ�DQG�ILQGV�VWURQJ�VXSSRUW�IRU�WKH�PDQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�PRGHO�
EXW�OLWWOH�VXSSRUW�IRU�WKH�RWKHU�PRGHOV�WKDW�VXJJHVW�WKDW�KHGJLQJ�FDQ�LQFUHDVH�WKH
ZHDOWK�RI�VKDUHKROGHUV��7KH�YDULDEOHV�WKDW�SUR[\�IRU�ILQDQFLDO�GLVWUHVV�DQG�WD[
FRQYH[LW\�KDYH�QR�VLJQLILFDQW�SRZHU�LQ�H[SODLQLQJ�GHOWD�SHUFHQWDJHV��+RZHYHU�
7XIDQR�ILQGV�WKDW�ILUPV�ZKRVH�PDQDJHPHQW�KROGV�PRUH�VWRFN�HQJDJH�LQ�PRUH�ULVN
PDQDJHPHQW�EXW�ILUPV�ZKRVH�PDQDJHUV�KROG�PRUH�VWRFN�RSWLRQV�PDQDJH�OHVV�ULVN�
0DQDJHUV�RI�JROG�PLQHV��LW�VHHPV��SD\�PRUH�DWWHQWLRQ�WR�WKHLU�RZQ�ZHOIDUH��WKDQ�WKDW
RI�WKHLU�VKDUHKROGHUV��LQ�PDQDJLQJ�ULVN��

$QRWKHU�HPSLULFDO�WHVW�E\�6FKUDQG�DQG�8QDO��������DOVR�VXSSRUWV�WKH
PDQDJHULDO�XWLOLW\�PD[LPL]DWLRQ�K\SRWKHVLV�EXW��LQ�DGGLWLRQ��GRHV�SURYLGH�VXSSRUW�IRU
RWKHU�WKHRULHV��7KHVH�DXWKRUV�ORRN�DW�WKH�LVVXH�RI�FRUH�YHUVXV�LQFLGHQWDO�ULVN��L�H���WKHLU
´FRRUGLQDWHG�ULVN�PDQDJHPHQWµ�FRQFHSW��7KLV�WHVW�LV�D�OLWWOH�VXEWOH�VLQFH�WKH\�H[DPLQH
ILUPV�ZKLFK�LQFUHDVHG�WKHLU�OHYHOV�RI�ULVN��7KH\�ORRN�DW�WKULIW�LQVWLWXWLRQV�WKDW�GLIIHU
DFFRUGLQJ�WR�RUJDQL]DWLRQDO�IRUP��VRPH�DUH�VWRFN�ILUPV�RZQHG�E\�LQYHVWRUV�DQG�VRPH
DUH�PXWXDOV�RZQHG�E\�GHSRVLWRUV��$�IXQGDPHQWDO�GLIIHUHQFH�LV�WKDW�VWRFNV�FDQ�DFFHVV
QHZ�FDSLWDO�PDUNHWV��E\�LVVXLQJ�HTXLW\��WR�IXQG�QHZ�SURMHFWV��7KH�LQDELOLW\�RI�PXWXDOV
WR�GR�VR��LPSOLHV�WKDW�WKH\�DUH�PRUH�H[SRVHG�WR�ULVN��7KH�FRQYHUVLRQ�RI�D�PXWXDO�ILUP
WR�D�VWRFN�IRUP�RI�RUJDQL]DWLRQ��UHPRYHV�WKLV�FRQVWUDLQW�DQG�HIIHFWLYHO\�LQFUHDVHV�LWV
ULVN�EHDULQJ�FDSDFLW\��7KLV�HQDEOHV�WKH�GH�PXWXDOL]HG�ILUP�WR�DVVXPH�PRUH�FRUH�ULVN�
7KLV�FDQ�VWLOO�KDYH�DOO�WKH�IULFWLRQDO�FRVWV�ZH�KDYH�LGHQWLILHG��EXW�VLQFH�WKH�ULVN�LV�FRUH�
LW�FDQ�EH�UHZDUGHG��7KHLU�HYLGHQFH�GRHV�FRQILUP�WKDW�GHPXWXDOL]LQJ�ILUPV�WHQG�WR
DVVXPH�PRUH�ULVN��+RZHYHU��UHFDOO�WKDW�ULVN�LV�VWLOO�FRVWO\�DQG�VR�VXFK�ILUPV�WHQG�WR
VZLWFK�EHWZHHQ�FRUH�DQG�LQFLGHQWDO�ULVN��L�H��WKH\�KHGJH�QRQ�UHZDUGHG�LQFLGHQWDO�ULVN
WR�UHOHDVH�FDSDFLW\�WR�DEVRUE�PRUH�FRUH�ULVN���7KLV�LV�ZKDW�RQH�ZRXOG�H[SHFW�IURP�WKH
FURZGLQJ�RXW�K\SRWKHVLV��RU�LQGHHG�IURP�WKH�ILQDQFLDO�GLVWUHVV�WKHRULHV���%XW�WKH�VWRU\
JHWV�PRUH�LQWHUHVWLQJ��'HPXWXDOL]DWLRQ�HQDEOHV�ILUPV�WR�UHZDUG�PDQDJHUV�ZLWK�VKDUHV
DQG�RSWLRQV��'HPXWXDOL]LQJ��ILUPV�WKDW�JR�RQ�WR�IRFXV�RQ�FRPSHQVDWLRQ�EDVHG�VKDUH
RZQHUVKLS�GHFUHDVH�WRWDO�ULVN�IROORZLQJ�FRQYHUVLRQ��ZKHUHDV�FRQYHUWLQJ�ILUPV�ZKRVH
PDQDJHUV�DUH�UHZDUGHG�ZLWK�RSWLRQV�LQFUHDVH�WRWDO�ULVN��7KLV�GLIIHUHQFH�LV�VWDWLVWLFDOO\
VLJQLILFDQW��

)XUWKHU�LQGLUHFW�VXSSRUW�IRU�WKH�RQH�RI�WKH�WKHRULHV�LV�SURYLGHG�LQ�WKH�SDWWHUQV
RI�H[HFXWLYH�FRPSHQVDWLRQ��7KHUH�KDV�EHHQ�DQ�RQJRLQJ�GHEDWH�DERXW�ZKHWKHU
H[HFXWLYH�SD\�LV�UHODWHG�WR�SHUIRUPDQFH��)ROORZLQJ�DQ�LPSRUWDQW�SDSHU�E\�-HQVHQ�DQG
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0XUSK\�LQ������YDULRXV�SHRSOH�KDYH�DGGUHVVHG�WKLV�WRSLF�EXW�WKH�UHVXOWV�RQ�WKLV
UHODWLRQVKLS�KDYH�EHHQ�PL[HG��%XW�D�UHFHQW�SDSHU�E\�$JJDUZDO�DQG�6DPZLFN�KHOSV
UHVROYH�WKH�SX]]OH�DQG�EULQJ�WKH�VXEMHFW�VTXDUHO\�LQWR�WKH�ULVN�PDQDJHPHQW�ILHOG��7KH\
ILQG�WKDW�WKH�VHQVLWLYLW\�RI�SD\�WR�SHUIRUPDQFH�LV�VLJQLILFDQWO\�SRVLWLYH�LI�RQH�FRQWUROV
IRU�WKH�YRODWLOLW\�RI�VWRFN�SULFHV��)LUPV�ZLWK�KLJKO\�YRODWLOH�VWRFNV�DUH�OHDVW�ZLOOLQJ�WR
RIIHU�SHUIRUPDQFH�UHODWHG�SD\�VLQFH�LW�LPSRVHV�ODUJH�ULVN�RQ�PDQDJHUV��DQG�WKH�UHYHUVH
LV�WUXH�IRU�ILUPV�ZLWK�PRUH�VWDEOH�VWRFN�SULFHV��7KXV��LW�LV�GLIILFXOW�IRU�ILUPV�ZLWK
YRODWLOH�VWRFNV�WR�PRWLYDWH�PDQDJHUV�DQG�RQH�PLJKW�H[SHFW�WKDW�SHUIRUPDQFH�ZRXOG
VXIIHU��+RZHYHU��WKH�FOHDU�LPSOLFDWLRQ�LV�WKDW��LQVRIDU�DV�WKH�PDQDJHPHQW�RI�ULVN
UHGXFHV�VWRFN�SULFH�YRODWLOLW\��LW�EHFRPHV�HDVLHU�WR�ZULWH�SHUIRUPDQFH�UHODWHG
FRPSHQVDWLRQ�DQG�WKHUHE\�ERRVW�HIILFLHQF\�

6RPH�HYLGHQFH�WR�VXSSRUW�WKH�FURZGLQJ�RXW�K\SRWKHVLV�DOVR�LV�DYDLODEOH�
(PSLULFDO�HYLGHQFH�FLWHG�E\�)URRW��6FDUIVWHLQ�DQG�6WHLQ�������VXJJHVWV�WKDW�IRU�HDFK
GROODU�RI�XQKHGJHG�ORVV��SURMHFW�EXGJHWV�ZLOO�EH�FXW�E\�DERXW����FHQWV��0RUH�UHFHQW
HYLGHQFH�IURP�0LQWRQ�DQG�6FKUDQG��������DOVR�VXSSRUWV�WKLV�RSSRUWXQLW\�FRVW��7KH\
VKRZ�WKDW�FDSLWDO�H[SHQGLWXUH�IRU�ILUPV�ZLWK�KLJK�FDVK�IORZ�YRODWLOLW\�LV�DERXW����
EHORZ�WKH�PHDQ�DQG�H[SHQGLWXUHV�IRU�WKRVH�ZLWK�ORZ�YRODWLOLW\�LV�DERXW�����DERYH
WKH�PHDQ��+HGJLQJ�DYRLGV�WKLV�ORVV�DQG�SURWHFWV�WKH�DELOLW\�RI�WKH�ILUP�WR�IXQG�LWV
LQYHVWPHQW�SURJUDP�

&21&/86,21���$�75$16$&7,216�&2676�(;3/$1$7,21�2)
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7KH�YDULRXV�WKHRULHV�DV�WR�ZK\�ULVN�DIIHFWV�FRUSRUDWH�YDOXH�KDYH�D�FRPPRQ
EDVH��WKH\�DOO�DULVH�IURP�WKH�IULFWLRQDO�FRVWV��RU��DV�WKH\�DUH�NQRZQ�E\�HFRQRPLVWV�
WUDQVDFWLRQV�FRVWV��IDFHG�E\�D�ILUP�LQ�GRLQJ�LWV�EXVLQHVV��)LUPV�KDYH�WR�SD\�WD[HV��DQG�WKH
H[SHFWHG�YDOXH�RI�WKHVH�WD[HV�LV�DIIHFWHG�E\�ULVN��)LUPV�EULQJ�WRJHWKHU�YDULRXV
VWDNHKROGHUV�DQG�IULFWLRQV�EHWZHHQ�WKHVH�VWDNHKROGHUV�DIIHFW�WKH�TXDOLW\�RI�LWV
GHFLVLRQV��)RU�H[DPSOH��ILUPV�W\SLFDOO\�UDLVH�PRQH\�ERWK�LQ�WKH�IRUP�RI�HTXLW\�DQG
GHEW��%XW�FUHGLWRUV��DQG�VKDUHKROGHUV�DUH�DIIHFWHG�GLIIHUHQWO\�E\�IXWXUH�ULVN��,QVRIDU�DV
VKDUHKROGHUV�FRQWURO�LQYHVWPHQW�GHFLVLRQV��WKH\�DUH�OLNHO\�WR�IDYRU�ULVN\�SURMHFWV�VLQFH
WKH\�FDQ�NHHS�WKH�XSVLGH�DQG�GHIDXOW�RQ�WKH�GRZQVLGH��7KLV�SURSHQVLW\�IRU�ULVN�WDNLQJ
LV�DQWLFLSDWHG�E\�FUHGLWRUV�DQG�LW�WKHUHIRUH�LQFUHDVHV�WKH�FRVW�RI�GHEW�FDSLWDO��)LUPV
FDQ�UHGXFH�WKLV�WUDQVDFWLRQ�FRVWV��WKH�FRVW�RI�GHEW�FDSLWDO��E\�KHGJLQJ�ULVN��

:H�DOVR�VDZ�KRZ�KHGJLQJ�FDQ�IDFLOLWDWH�WKH�ILQDQFLQJ�RI�QHZ�LQYHVWPHQWV�DIWHU
D�ORVV��)LUPV�PD\�ZLVK�WR�KHGJH�WR�SUHVHUYH�WKHLU�OLTXLGLW\�VR�WKDW�QHZ�LQYHVWPHQW�FDQ
EH�IXQGHG�LQWHUQDOO\��)DLOXUH�WR�KHGJH�FRXUWV�WKH�SRVVLELOLW\�WKDW�D�ORVV�ZLOO�DEVRUE



��

LQWHUQDO�IXQGV�DQG�H[SRVH�WKH�ILUP�WR�WKH�FRVWO\�H[WHUQDO�FDSLWDO�PDUNHW�WR�ILQDQFH
QHZ�LQYHVWPHQW��*LYHQ�WKH�KLJKHU�KXUGOH�RI�H[WHUQDO�FDSLWDO�FRVWV��VRPH�QHZ
LQYHVWPHQW�ZLOO�EH�ORVW��
�

$QRWKHU�WKHRU\�H[DPLQHG�LQ�WKLV�FKDSWHU��ORRNHG�DW�KRZ�KHGJLQJ�FDQ�EH�XVHG
WR�ZURWH�PRUH�HIIHFWLYH�FRPSHQVDWLRQ�FRQWUDFW�ZLWK�PDQDJHUV��0DQDJHUV�DUH�W\SLFDOO\
ULVN�DYHUVH�DQG�UHODWLYHO\�XQGLYHUVLILHG�ZKHUHDV�RXWVLGH�VKDUHKROGHUV�DUH�W\SLFDOO\
GLYHUVLILHG��7KXV��IURP�D�ULVN�VKDULQJ�YLHZ��LW�PDNHV�VHQVH�IRU�PDQDJHUV�WR�EH�SDLG�IODW
VDODU\�DQG�IRU�ULVN�WR�EH�ERUQH�E\�VKDUHKROGHUV��%XW�IURP�DQ�LQFHQWLYH�YLHZ��LW�PDNHV
VHQVH�WR�DOLJQ�LQWHUHVWV�RI�VKDUHKROGHUV�DQG�PDQDJHUV�LQ�WKH�IRUP�RI�SHUIRUPDQFH
FRPSHQVDWLRQ��7KLV�WUDGH�RII�FDQ�EH�ODUJHO\�DYRLGHG�LI�ILUP�ULVN�LV�KHGJHG��7KLV
SHUPLWV�ILUPV�WR�XVHV�LQFHQWLYH�FRPSHQVDWLRQ�ZLWKRXW�EXUGHQLQJ�PDQDJHUV�ZLWK�ULVN
WKDW�LV�RXWVLGH�WKHLU�FRQWURO�

$QG�ILQDOO\��ZH�H[DPLQHG�VLJQDOLQJ�WKHRULHV��,QVLGHU�PDQDJHUV�FDQ�XVH�KHGJLQJ
WR�VLJQDO�SULYDWH�LQIRUPDWLRQ�WR�RXWVLGHUV��7KLV�LQVLGH�LQIRUPDWLRQ�FDQ�SHUWDLQ�WR�WKH
TXDOLW\�RI�LQYHVWPHQW�RSSRUWXQLWLHV�RU�WR�WKH�XQGHUO\LQJ�TXDOLW\�RI�WKH�PDQDJHUV��)RU
H[DPSOH��ZKHQ�D�ILUP�KHGJHV�ULVN�WKDW�LV�RXWVLGH�WKH�PDQDJHUV�FRQWURO��WKH�SURILW�RI
WKH�ILUP�LV�SXUJHG�RI�QRLVH�DQG�EHFRPHV�D�PRUH�SXUH�VLJQDO�RI�WKH�SURGXFWLYLW\�RI�WKH
PDQDJHUV��7KXV��PDQDJHUV�RI�KLJK�SURGXFWLYLW\�PD\�FKRVH�WR�KHGJH�LQ�RUGHU�WR
FRPPDQG�KLJKHU�FRPSHQVDWLRQ��

$V�ULVN�LQFUHDVHV�WKHVH�YDULRXV�WUDQVDFWLRQV�FRVWV��VR�KHGJLQJ�RU�LQVXUDQFH
UHGXFHV�WKHVH�FRVWV�DQG�DGGV�YDOXH�WR�WKH�ILUP��,Q�WKH�QH[W�FKDSWHU��ZH�ZLOO�UHWXUQ�WR
HDFK�RI�WKHVH�WUDQVDFWLRQV�FRVWV�DQG�LOOXVWUDWH�KRZ�KHGJLQJ�FDQ�FUHDWH��%XW�KHGJLQJ
ZLOO�EH�RQO\�RQH�RI�VHYHUDO�ULVN�PDQDJHPHQW�VWUDWHJLHV�H[DPLQHG�LQ�WKH�IROORZLQJ
FKDSWHUV��)RU�HDFK�WUDQVDFWLRQ�FRVWV�H[DPLQHG��ZH�ZLOO�VKRZ�WKDW�YDOXH�FDQ�EH�FUHDWHG
HLWKHU�E\�UHGXFLQJ�ULVN��RU�KRZ�WKH�ILUP·V�ILQDQFLDO��RUJDQL]DWLRQDO�RU�FRQWUDFW
VWUXFWXUH�FDQ�EH�UH�GHVLJQHG�VR�WKDW�LW�FDQ�WROHUDWH�WKH�ULVN�ZLWKRXW�LPSRVLQJ�KLJK
FRVW����
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5()(5(1&(6

$JJDUZDO��5DMHVK�.��DQG�$QGUHZ�$��6DPZLFN��������´7KH�2WKHU�6LGH�RI�WKH�7UDGH�
RII��7KH�,PSDFW�RI�ULVN�RQ�H[HFXWLYH�&RPSHQVDWLRQµ��-RXUQDO�RI�3ROLWLFDO�(FRQRP\������
������

$UURZ��.HQQHWK��������(VVD\V�LQ�WKH�7KHRU\�RI�5LVN�%HDULQJ��1RUWK�+ROODQG��$PVWHUGDP�

$LXSSD��7KRPDV�$���5REHUW�-��&DUQH\�DQG�7KRPDV�0��.UXHJHU����������´$Q
([DPLQDWLRQ�RI�,QVXUDQFH�6WRFN�3ULFHV�)ROORZLQJ�WKH������/RPD�3ULHWD�(DUWKTXDNHµ�
-RXUQDO�RI�,QVXUDQFH�,VVXHV�DQG�3UDFWLFHV����������

%DEEHO��'DYLG��)��DQG�$QWKRQ\�0��DQG�6DQWRPHUR��������5LVN�0DQDJHPHQW�E\
,QVXUHUV��$Q�$QDO\VLV�RI�WKH�3URFHVV��:RUNLQJ�3DSHU��)LQDQFLDO�,QVWLWXWLRQV�&HQWHU�
:KDUWRQ�6FKRRO��8QLYHUVLW\�RI�3HQQV\OYDQLD��

%UHHGHQ��'RXJODV�DQG�6��:LVZDQDWKDQ��������´:K\�'R�)LUPV�+HGJH"�$Q
$V\PPHWULF�,QIRUPDWLRQ�0RGHOµ��:RUNLQJ�3DSHU��'XNH�8QLYHUVLW\�

&DOLEUHVL��*XLGR��������7KH�&RVWV�RI�$FFLGHQWV��<DOH�8QLYHUVLW\�3UHVV��1HZ�+DYHQ�

&DPEHOO��7LP�6��DQG�:LOLDP�$�.UDNDZ��������´&RUSRUDWH�5LVN�0DQDJHPHQW�DQG�WKH
,QFHQWLYH�(IIHFWV�RI�'HEWµ��-RXUQDO�RI�)LQDQFH����������������

&RDVH��5RQDOG�+��������´7KH�3UREOHP�RI�6RFLDO�&RVWµ��-RXUQDO�RI�/DZ�DQG�(FRQRPLFV����
�����

'H0DU]R��3HWHU��DQG�'DUUHOO�'XIILH��������´&RUSRUDWH�,QFHQWLYHV�IRU�+HGJLQJ�DQG
+HGJH�$FFRXQWLQJµ��5HYLHZ�RI�)LQDQFLDO�6WXGLHV�������������

'RKHUW\��1HLO�$���������´&RUSRUDWH�5LVN�0DQDJHPHQW��$�)LQDQFLDO�$QDO\VLVµ
0F*UDZ�+LOO��

'RKHUW\��1HLO�$��������´&RUSRUDWH�,QVXUDQFH��&RPSHWLWLRQ�IURP�&DSLWDO�0DUNHWVµ�LQ
8QLYHUVDO�%DQNLQJ���HGV��$��6DXQGHUV�DQG�,��:DOWHU���6DORPRQ�&HQWHU���1HZ�<RUN
8QLYHUVLW\��1HZ�<RUN�

'RKHUW\��1HLO�DQG�6HKD�7LQLF 1981, "A Note on Reinsurance under Conditions of
Capital Market Equilibrium" Journal of Finance, 36,  949-953.



��

)URRW��.HQQHWK��'DYLG�6FKDUIVWHLQ��DQG�-HUHP\�6WHLQ��������´5LVN�0DQDJHPHQW��&R�
RUGLQDWLQJ�,QYHVWPHQW�DQG�)LQDQFLQJ�3UREOHPVµ��-RXUQDO�RI�)LQDQFH����������������

*DUYHQ�-DPHV�5�DQG�+HQUL�/RXEHUJH��������´5HLQVXUDQFH��7D[HV�DQG�(IILFLHQF\��$
&RQWLQJHQW�&ODLPV�0RGHO�RI�,QVXUDQFH�0DUNHW�(TXLOLEULXPµ��-RXUQDO�RI�)LQDQFLDO
,QWHUPHGLDWLRQ�����������

*pF]\��0LQWRQ�DQG�6FKUDQG�������������

-HQVHQ��0LFKDHO��&��DQG�0HFNOLQJ��:LOOLDP��+����������7KHRU\�RI�WKH�)LUP��0DQDJHULDO
%HKDYLRU��$JHQF\�&RVW�DQG�2ZQHUVKLS�6WUXFWXUH���-RXUQDO�RI�)LQDQFLDO�(FRQRPLFV����
����

-HQVHQ��0LFKDHO�&��DQG�.HYLQ�-��0XUSK\��������´3HUIRUPDQFH�3D\�DQG�7RS�
0DQDJHPHQW�,QFHQWLYHVµ��-RXUQDO�RI�3ROLWLFDO�(FRQRP\��������������

.OHIIQHU��$QQH�(��DQG�1HLO�$��'RKHUW\��������´&RVWO\�5LVN�%HDULQJ�DQG�WKH�6XSSO\�RI
&DWDVWURSKH�,QVXUDQFHµ��-RXUQDO�RI�5LVN�DQG�,QVXUDQFH��������������

/DPE��5HLQKROG�3����������$Q�([SRVXUH�%DVHG�$QDO\VLV�RI�3URSHUW\�/LDELOLW\�,QVXUHU
6WRFN�9DOXHV�$URXQG�+XUULFDQH�$QGUHZµ��-RXUQDO�RI�5LVN�DQG�,QVXUDQFH�������������

/HODQG��+D\QH�(��������´$JHQF\�&RVWV��5LVN�0DQDJHPHQW��DQG�&DSLWDO�6WUXFWXUHµ�
-RXUQDO�RI�)LQDQFH������������������

/HZ��.HXQ�RFN��������´5HLQVXUDQFH�DQG�7KH�)LUP�9DOXHµ��3K�'��'LVVHUWDWLRQ�
:KDUWRQ�6FKRRO��8QLYHUVLW\�RI�3HQQV\OYDQLD�

0DMRU��-RKQ��$���������´,QGH[�+HGJH�3HUIRUPDQFH��,QVXUHU�0DUNHW�3HQHWUDWLRQ�DQG
%DVLV�5LVNµ��SDSHU�SUHVHQWHG�DW�1DWLRQDO�%XUHDX�RI�(FRQRPLF�5HVHDUFK�FRQIHUHQFH�
3DOP�%HDFK��)ORULGD�

0D\HUV��'DYLG�DQG�&OLIIRUG�:��6PLWK�-QU��������´2Q�WKH�&RUSRUDWH�'HUPDQG�IRU
,QVXUDQFHµ�-RXUQDO�RI�%XVLQHVV�������������

0D\HUV��'DYLG�DQG�&OLIIRUG�:��6PLWK�-QU��������´&RUSRUDWH�,QVXUDQFH�DQG�WKH
8QGHULQYHVWPHQW�3UREOHPµ�-RXUQDO�RI�5LVN�DQG�,QVXUDQFH�����������

0D\HUV��'DYLG�DQG�&OLIIRUG�:��6PLWK�-QU��������´2Q�WKH�&RUSRUDWH�'HPDQG�IRU



��

,QVXUDQFH��(YLGHQFH
IURP�WKH�5HLQVXUDQFH�0DUNHWµ��-RXUQDO�RI�%XVLQHVV��������������

0LQWRQ��%HUQDGHWWH�$��DQG�&DWKHULQH�6FKUDQG��������´7KH�,PSDFW�RI�&DVK�)ORZ
9RODWLOLW\�RQ�'LVFUHWLRQDU\�,QYHVWPHQW�DQG�WKH�&RVWV�RI�'HEW�DQG�(TXLW\�)LQDQFLQJµ�
:RUNLQJ�3DSHU��:KDUWRQ�6FKRRO��8QLYHUVLW\�RI�3HQQV\OYDQLD��

0\HUV��6WHZDUW�&��������´'HWHUPLQDQWV�RI�&RUSRUDWH�%RUURZLQJµ��-RXUQDO�RI�)LQDQFLDO
(FRQRPLFV�������������

0\HUV��6WHZDUW�&��DQG�1LFKRODV�6��0DMOXI�������µ&RUSRUDWH�)LQDQFLQJ�DQG�,QYHVWPHQW
'HFLVLRQV
:KHQ�)LUPV�+DYH�,QIRUPDWLRQ�7KDW�,QYHVWRUV�'R�1RW�+DYHµ��-RXUQDO�RI�)LQDQFLDO
(FRQRPLFV���������������

1DQFH��'��5���&��:��6PLWK�DQG�&��:��6PLWKVRQ��������´2Q�WKH�'HWHUPLQDQWV�RI
&RUSRUDWH�+HGJLQJµ��-RXUQDO�RI�)LQDQFH

6FKUDQG��&DWKHULQH�DQG�+DOXN�8QDO��������´+HGJLQJ�DQG�&RRUGLQDWHG�5LVN
0DQDJHPHQW���(YLGHQFH�IURP�7KULIW�&RQYHUVLRQVµ��ZRUNLQJ�SDSHU��:KDUWRQ�6FKRRO�
8QLYHUVLW\�RI�3HQQV\OYDQLD�

6KDSLUR��$ODQ�&��DQG�6KHULGDQ�7LWPDQ���������$Q�,QWHJUDWHG�$SSURDFK�WR�&RUSRUDWH
5LVN�0DQDJHPHQW���0LGODQG�&RUSRUDWH�)LQDQFH�-RXUQDO��������������

6KDYHOO��6WHSKHQ��������´5LVN�6KDULQJ�DQG�,QFHQWLYHV�LQ�WKH�3ULQFLSDO�DQG�$JHQW
5HODWLRQVKLSµ��%HOO�-RXUQDO�RI�(FRQRPLFV������������

6KHORU��5RJHU�0���'ZLJKW�&��$QGHUVRQ�DQG�0DUN�/��&URVV����������´*DLQLQJ�IURP
/RVV��3URSHUW\�/LDELOLW\�,QVXUHU�6WRFN�3ULFHV�LQ�WKH�$IWHUPDWK�RI�WKH������&DOLIRUQLD
(DUWKTXDNHµ��-RXUQDO�RI�5LVN�DQG�,QVXUDQFH�������������

6PLWK��&OLIIRUG�:��-QU��DQG�5HQH�6WXOW]��������´7KH�'HWHUPLQDQWV�RI�)LUP·V�+HGJLQJ
3ROLFLHVµ��-RXUQDO�RI�)LQDQFLDO�DQG�4XDQWLWDWLYH�$QDO\VLV�������������

6WLJOLW]��-�����������´5LVN��,QFHQWLYHV�DQG�,QVXUDQFH��7KH�3XUH�7KHRU\�RI�0RUDO
+D]DUGµ��*HQHYD�3DSHUV�RQ�5LVN�DQG�,QVXUDQFH��������������

6WXOW]��5HQH��������´2SWLPDO�+HGJLQJ�3ROLFLHVµ��-RXUQDO�RI�)LQDQFLDO�DQG�4XDQWLWDWLYH



��

$QDO\VLV��������������

7XIDQR��3HWHU��������´:KR�0DQDJHV�5LVN"��$Q�(PSLULFDO�([DPLQDWLRQ�RI�5LVN
0DQDJHPHQW�3UDFWLFHV�LQ�WKH�*ROG�0LQLQJ�,QGXVWU\��-RXUQDO�RI�)LQDQFH��/,������������

7XIDQR��3HWHU��������´$JHQF\�&RVWV�RI�&RUSRUDWH�5LVN�0DQDJHPHQWµ��)LQDQFLDO
0DQDJHPHQW������������


