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$%675$&7�
)LQDQFLQJ�ZLWK�GHEW�DQG�SUHIHUUHG� VWRFN� WR� LQFUHDVH� WKH�SRWHQWLDO� UHWXUQ� WR� WKH�

UHVLGXDO�FRPPRQ�VKDUHKROGHUV¶�HTXLW\�LV�UHIHUUHG�WR�DV�ILQDQFLDO�OHYHUDJH��$�ILUP¶V�UHWXUQ�RQ�
HTXLW\��52(��LV�D�NH\�GHWHUPLQDQW�RI�WKH�JURZWK�UDWH�RI�LWV�HDUQLQJV��5HWXUQ�RQ�HTXLW\�LV�
DIIHFWHG�SURIRXQGO\�E\�WKH�ILUP¶V�GHJUHH�RI�ILQDQFLDO�OHYHUDJH��,QFUHDVHG�GHEW�ZLOO�PDNH�D�
SRVLWLYH�FRQWULEXWLRQ�WR�D�ILUP¶V�52(�RQO\�LI�WKH�ILUP¶V�UHWXUQ�RQ�DVVHWV��52$��H[FHHGV�WKH�
LQWHUHVW�UDWH�RQ�WKH�GHEW��,Q�VSLWH�RI�WKH�IDFW�WKDW�ILQDQFLDO�OHYHUDJH�LQFUHDVHV�WKH�UDWH�RI�
UHWXUQ�RQ�FRPPRQ�VWRFN�HTXLW\��WKH�JUDWHU�WKH�SURSRUWLRQ�RI�GHEW�LQ�WKH�FDSLWDO�VWUXFWXUH��
KRZHYHU�� WKH� JUHDWHU� WKH� ULVN� WKH� FRPPRQ� VKDUHKROGHUV� EHDU�� ,QWURGXFWLRQ� RI� ILQDQFLDO�
OHYHUDJH�LQFUHDVHV�WKH�DYHUDJH�SURILWDELOLW\�RI�WKH�ILUP�DV�ZHOO�DV�LWV�ULVN��,Q�JRRG�HFRQRPLF�
\HDUV��WKH�LPSDFW�RI�ILQDQFLDO�OHYHUDJH�ZLOO�PRVW�OLNHO\�EH�SRVLWLYH��KRZHYHU��WKH�OHYHUDJH�
HIIHFW�PD\�EH�QHJDWLYH�LQ�UHODWLYHO\�EDG�\HDUV��7UDGLWLRQDOO\��VWXGLHV�WUHDWHG�VKRUW�WHUP�GHEW�
DQG�ORQJ�WHUP�GHEW�DV�SHUIHFW�VXEVWLWXWHV�IRU�HDFK�RWKHU��7KHUH�LV��KRZHYHU��ULVN�VKDULQJ�E\�
ORQJ�WHUP�GHEWKROGHUV�ZKLFK�PDNHV�VKRUW�WHUP�GHEW�ILQDQFLQJ�ULVNLHU�WR�VKDUHKROGHUV�WKDQ�
ORQJ�WHUP�GHEW�ILQDQFLQJ��7KH�VLJQLILFDQW�DIIHFW�DVVRFLDWHG�ZLWK�WKH�WRWDO�GHEW�XVDJH�LV�ODUJHO\�
DWWULEXWDEOH�WR�VKRUW�WHUP�GHEW�ILQDQFLQJ��VLQFH�WKH�LPSDFW�RI�VKRUW�WHUP�GHEW�ILQDQFLQJ�RQ�WKH�
H[SHFWHG�UHWXUQV�LV�VKRZQ�WR�EH�JUHDWHU�WKDQ�WKDW�RI�ORQJ�WHUP�GHEW�ILQDQFLQJ��

.H\ZRUGV��5LVN��52(��52$��%XVLQHVV�5LVN��

�������������������������������������������������
���$UDú�*|U���'�(�h�6RV\DO�%LOLPOHU�(QVWLW�V���%XFD�ø=0ø5�

����,QWURGXFWLRQ�
$�ILUP�KDV�D�FHUWDLQ�DPRXQW�RI�ULVN�LQKHUHQW�LQ�LWV�RSHUDWLRQV�UHODWHG�WR�JHQHUDO�

HFRQRPLF�FRQGLWLRQV�LQ�ZKLFK�LW�RSHUDWHV��%XVLQHVV�ULVN�RU�HFRQRPLF�ULVN�LV�D�IXQFWLRQ�
RI�JHQHUDO�HFRQRPLF�FRQGLWLRQV�DQG�LV�QRW�UHODWHG�WR�WKH�ILUP¶V�ILQDQFLDO�VWUXFWXUH��

)LQDQFLDO�ULVN�LV��RQ�WKH�RWKHU�KDQG��WKH�DGGLWLRQDO�ULVN�SODFHG�RQ�WKH�FRPPRQ�
VWRFNKROGHUV� DV� UHVXOW� RI� WKH� GHFLVLRQ� WR� ILQDQFH�ZLWK� GHEW� DQG�RU� SUHIHUUHG� VWRFN��
6WRFNKROGHUV�DOUHDG\�IDFH�D�FHUWDLQ�DPRXQW�RI�ULVN�LQKHUHQW�LQ�WKH�ILUPV�RSHUDWLRQV��
EXVLQHVV�ULVN��ILQDQFLDO�ULVN�LV�WKH�DGGLWLRQDO�YDULDELOLW\�LQ�HDUQLQJV�LQGXFHG�E\�OHYHUDJH��

�
7KH�GHFLVLRQ�RI�D�ILUP�WR�HQWHU�D�SDUWLFXODU�OLQH�RI�HFRQRPLF�HQGHDYRU�RU�WR�
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XQGHUWDNH�D�SDUWLFXODU�LQYHVWPHQW�SURJUDP�DIIHFWV�LWV�HFRQRPLF�ULVN��WKH�GHFLVLRQ�WR�
ILQDQFH�WKH�LQYHVWPHQW��SDUWLDOO\�RU�FRPSOHWHO\��ZLWK�GHEW�GHWHUPLQHV�WKH�ILUP¶V�ILQDQFLDO�
ULVN��

:KLOH�WKH�JHQHUDO�OHYHO�RI�LQWHUHVW�DIIHFWV�WKH�EHKDYLRU�RI�DOO�ILUPV��WKHUH�DUH�
DOVR�FKDUDFWHULVWLFV�XQLTXH�WR�LQGLYLGXDO�ILUPV�ZKLFK�FDQ�H[SODLQ�ZK\�RQH�ILUP�ZLOO�
GHFLGH�WR�LVVXH�HTXLW\��ZKLOH�DQRWKHU�ZLOO�LVVXH�GHEW�RU�SUHIHUUHG�VWRFNV��

7KLV�SDSHU�ZLOO�H[DPLQH�ILQDQFLDO�OHYHUDJH�LQ�YDULHW\�RI�DVSHFWV��LQFOXGLQJ�KRZ�
ILQDQFLDO�OHYHUDJH�LV�FUHDWHG��UHODWLRQVKLS�EHWZHHQ�ILQDQFLDO�OHYHUDJH�DQG�UHWXUQV��KRZ�
ILQDQFLDO�OHYHUDJH�DIIHFWV�UHWXUQV�DQG�ULVN��KRZ�ILQDQFLDO�OHYHUDJH�GLIIHUV�IURP�RSHUDWLQJ�
OHYHUDJH��DQG�IDFWRUV�DIIHFWLQJ�WKH�OHYHO�RI�ILQDQFLDO�OHYHUDJH��

���%XVLQHVV�5LVN�
$�ILUP¶V�EXVLQHVV�ULVN�RU�HFRQRPLF�ULVN�LV�UHODWHG�WR�WKH�LQGXVWU\�WR�ZKLFK�LW�

EHORQJV�DQG�WR�WKH�JHQHUDO�FRQGLWLRQV�RI�WKH�HFRQRP\��/HYL�DQG�6DUQDW��������������,Q�
RWKHU� ZRUGV�� EXVLQHVV� ULVN� LV� WKH� ULVNLQHVV� RI� WKH� ILUP¶V� DVVHWV� LI� LW� XVHV� QR� GHEW��
&RQFHSWXDOO\��WKH�ILUP�KDV�D�FHUWDLQ�DPRXQW�RI�ULVN�LQKHUHQW�LQ�LWV�RSHUDWLRQV�UHODWHG�WR�
WKH�HFRQRPLF�FRQGLWLRQV�LQ�ZKLFK�LW�RSHUDWHV��)RU�H[DPSOH��WKH�EXVLQHVV�ULVN�RI�SXEOLF�
XWLOLWLHV�LV�XVXDOO\�VLJQLILFDQWO\�OHVV�WKDQ�WKDW�RI�PDQXIDFWXULQJ�ILUPV��7KLV�UHIOHFWV�WKH�
WHQGHQF\� IRU� IOXFWXDWLRQV� LQ� WKH�GHPDQG� IRU� WKH� VHUYLFHV�SURYLGHG�XWLOLWLHV�� VXFK�DV�
WHOHSKRQH�FRPSDQLHV�� WR�EH� VPDOO� UHODWLYH� WR� WKRVH�H[SHULHQFHG�E\� LQGXVWULDO� ILUPV��
GHPDQG�IRU�ZKRVH�SURGXFWV�WHQGV�WR�EH�PRUH�XQVWDEOH���

%XVLQHVV�ULVN�LV�D�IXQFWLRQ�RI�JHQHUDO�HFRQRPLF�FRQGLWLRQV�DQG�LV�QRW�UHODWHG�WR�
WKH�ILUP¶V�ILQDQFLDO�VWUXFWXUH��%XVLQHVV�ULVN�LV�PHDVXUHG�E\�WKH�XQFHUWDLQW\�LQKHUHQW�LQ�
SURMHFWLRQV�RI�D�ILUP¶V�IXWXUH�UDWH�RI�UHWXUQ�RQ�DVVHWV��52$��WKDW�ZLOO�EH�H[SODLQHG�LQ�
PRUH�GHWDLO� ODWHU� LQ�WKH�SDSHU��7KXV��EXVLQHVV�ULVN�FDQ�EH�PHDVXUHG�E\�WKH�VWDQGDUG�
GHYLDWLRQ�RI�UHWXUQ�RQ�DVVHWV��52$���

%XVLQHVV�ULVN�YDULHV�QRW�RQO\�IURP�LQGXVWU\�WR�LQGXVWU\�EXW�DOVR�DPRQJ�ILUPV�LQ�
D�JLYHQ�LQGXVWU\��)XUWKHU��EXVLQHVV�ULVN�FDQ�FKDQJH�RYHU�WLPH��)RU�H[DPSOH��WKH�HOHFWULF�
XWLOLWLHV�ZHUH�UHJDUGHG�IRU�\HDUV�DV�KDYLQJ�OLWWOH�EXVLQHVV�ULVN��D�FRPELQDWLRQ�RI�HYHQWV�LQ�
WKH�����V�DQG�����V�DOWHUHG�WKH�XWLOLWLHV¶�VLWXDWLRQ��SURGXFLQJ�VKDUS�GHFOLQHV�LQ�WKHLU�
UHWXUQ�RQ�HTXLW\��52(��DQG�JUHDWO\�LQFUHDVLQJ�WKH�LQGXVWU\¶V�EXVLQHVV�ULVN��1RZ��IRRG�
SURFHVVRUV�DQG�JURFHU\�UHWDLOHUV�DUH�IUHTXHQWO\�JLYHQ�DV�H[DPSOHV�RI�LQGXVWULHV�ZLWK�ORZ�
EXVLQHVV� ULVN�� ZKLOH� F\FOLFDO�PDQXIDFWXULQJ� LQGXVWULHV� VXFK� DV� DXWRV�� DQG� VWHHO� DUH�
UHJDUGHG�DV�KDYLQJ�HVSHFLDOO\�KLJK�EXVLQHVV�ULVN��$OVR��VPDOOHU�FRPSDQLHV��DQG�WKRVH�
WKDW�DUH�GHSHQGHQW�RQ�D�VLQJOH�SURGXFW��DUH�RIWHQ�UHJDUGHG�DV�KDYLQJ�D�KLJK�GHJUHH�RI�
EXVLQHVV�ULVN��%ULJKDP�DQG�*DSHQVNL��������������
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%XVLQHVV�ULVN�GHSHQGV�RQ�D�QXPEHU�RI�IDFWRUV��WKH�LPSRUWDQW�RQHV�DUH�OLVWHG�
EHORZ��%ULJKDP�DQG�*DSHQVNL��������������

���'HPDQG�YDULDELOLW\��7KH�PRUH�VWDEOH�WKH�GHPDQG�IRU�D�ILUP¶V�SURGXFWV��RWKHU�
WKLQJV�KHOG�FRQVWDQW��WKH�ORZHU�LWV�EXVLQHVV�ULVN��

��� 6DOHV� SULFH� YRODWLOLW\�� )LUPV� ZKRVH� SURGXFWV� DUH� VROG� LQ� KLJKO\� YRODWLOH�
PDUNHWV�DUH�H[SRVHG�WR�PRUH�EXVLQHVV�ULVN�WKDQ�VLPLODU�ILUPV�ZKRVH�RXWSXW�SULFHV�DUH�
PRUH�VWDEOH��

��� ,QSXW� FRVW� YDULDELOLW\�� )LUPV�ZKRVH� LQSXW� FRVWV� DUH� KLJKO\� XQFHUWDLQ� DUH�
H[SRVHG�WR�D�KLJK�GHJUHH�RI�EXVLQHVV�ULVN��

���$ELOLW\�WR�DGMXVW�RXWSXW�SULFHV�IRU�FKDQJHV�LQ�LQSXW�FRVWV��6RPH�ILUPV�DUH�
EHWWHU�DEOH�WKDQ�RWKHUV�WR�UDLVH�WKHLU�RZQ�RXWSXW�SULFHV�ZKHQ�LQSXW�FRVWV�ULVH��7KH�JUHDWHU�
WKH�DELOLW\� WR�DGMXVW�RXWSXW�SULFHV� WR�UHIOHFW�FRVW�FRQGLWLRQV��WKH�ORZHU�WKH�GHJUHH�RI�
EXVLQHVV�ULVN��RWKHU�WKLQJV�KHOG�FRQVWDQW��

���$ELOLW\�WR�GHYHORS�QHZ�SURGXFWV�LQ�D�WLPHO\��FRVW�HIIHFWLYH�PDQQHU��)LUPV�LQ�
VXFK�KLJK�WHFK�LQGXVWULHV�DV�GUXJV�DQG�FRPSXWHUV�GHSHQG�RQ�D�FRQVWDQW�VWUHDP�RI�QHZ�
SURGXFWV��7KH�IDVWHU�LWV�SURGXFWV�EHFRPH�REVROHWH��WKH�JUHDWHU�D�ILUP¶V�EXVLQHVV�ULVN��

���7KH�H[WHQW�WR�ZKLFK�FRVWV�DUH�IL[HG��RSHUDWLQJ�OHYHUDJH��,I�D�KLJK�SHUFHQWDJH�
RI�D�ILUP¶V�FRVWV�DUH�IL[HG��KHQFH�GR�QRW�GHFOLQH�ZKHQ�GHPDQG�IDOOV�RII��WKHQ�WKH�ILUP�LV�
H[SRVHG� WR�D� UHODWLYHO\�KLJK�GHJUHH�RI�EXVLQHVV� ULVN��7KLV�IDFWRU� LV�FDOOHG�RSHUDWLQJ�
OHYHUDJH��

���)LQDQFLDO�5LVN�
)LQDQFLDO�ULVN�LV�WKH�DGGLWLRQDO�ULVN�SODFHG�RQ�WKH�FRPPRQ�VWRFNKROGHUV�DV�UHVXOW�

RI�WKH�GHFLVLRQ�WR�ILQDQFH�ZLWK�GHSW�DQG�RU�SUHIHUUHG�VWRFN��%ULJKDP�DQG�*DSHQVNL��
�������������6WRFNKROGHUV�DOUHDG\�IDFH�D�FHUWDLQ�DPRXQW�RI�ULVN�ZKLFK�LV�LQKHUHQW�LQ�D�
ILUP¶V�RSHUDWLRQV��EXVLQHVV�ULVN��ILQDQFLDO�ULVN�LV�WKH�DGGLWLRQDO�YDULDELOLW\�LQ�HDUQLQJV�
LQGXFHG�E\�OHYHUDJH��

7KH�GHFLVLRQ�RI�D�ILUP�WR�HQWHU�D�SDUWLFXODU�OLQH�RI�HFRQRPLF�HQGHDYRU�RU�WR�
XQGHUWDNH�D�SDUWLFXODU�LQYHVWPHQW�SURJUDP�DIIHFWV�LWV�HFRQRPLF�ULVN��WKH�GHFLVLRQ�WR�
ILQDQFH�WKH�LQYHVWPHQW��SDUWLDOO\�RU�FRPSOHWHO\��ZLWK�GHSW�GHWHUPLQHV�WKH�ILUP¶V�ILQDQFLDO�
ULVN��&OHDUO\��VWRFNKROGHUV�DUH�YXOQHUDEOH�WR�WRWDO�ULVN�RI� WKH�ILUP�� L�H��� WR�WKH�ILUP¶V�
EXVLQHVV�ULVN�DV�ZHOO�DV�LWV�ILQDQFLDO�ULVN��

6LQFH�ILQDQFLDO�ULVN�LV�UHODWHG�WR�ILQDQFLDO�OHYHUDJH��WKHUH�ZLOO�EH�PRUH�WR�VD\�
DERXW�ILQDQFLDO�OHYHUDJH�ODWHU�LQ�WKH�SDSHU��
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���)LQDQFLDO�/HYHUDJH�
)LQDQFLQJ�ZLWK�GHEW�DQG�SUHIHUUHG�VWRFN�WR�LQFUHDVH�WKH�SRWHQWLDO�UHWXUQ�WR�WKH�

UHVLGXDO�FRPPRQ�VWRFNKROGHUV¶�HTXLW\�LV�UHIHUUHG�WR�DV�ILQDQFLDO�OHYHUDJH��0DKHU�HW�DO��
������������

:KLOH�WKH�JHQHUDO�OHYHO�RI�LQWHUHVW�UDWHV�DIIHFWV�WKH�EHKDYLRU�RI�DOO�ILUPV��WKHUH�
DUH�DOVR�FKDUDFWHULVWLFV�XQLTXH�WR�LQGLYLGXDO�ILUPV�ZKLFK�FDQ�H[SODLQ�ZK\�RQH�ILUP�ZLOO�
GHFLGH�WR�LVVXH�HTXLW\��ZKLOH�DQRWKHU�ZLOO�LVVXH�GHEW�RU�SUHIHUUHG�VWRFNV��)RU�H[DPSOH��LI�
D�ILUP�KDV�GHFOLQLQJ�SURILWV�DQG�LV�ORVLQJ�PRQH\�DQG�WKH�ILUP¶V�IXWXUH�SURILW�SRWHQWLDO�LV�
GLVFRXUDJLQJ�� WKHQ�LW� LV�SUREDEO\�EHWWHU� WKDW� LW� LVVXHV�HTXLW\��+RZHYHU�� LI�D�ILUP�KDV�
VWDEOH�LQFRPH�DQG�D�EULJKW�IXWXUH��LW�FDQ�VXVWDLQ�LQFUHDVLQJ�GHEW��7KXV��WKH�EULJKWHU�WKH�
IRUHFDVW�� WKH�VPDOOHU� WKH�SUREDELOLW\� WKDW�QHW�RSHUDWLQJ� LQFRPH�ZLOO�EH� OHVV� WKDQ� WKH�
LQWHUHVW�WR�EH�SDLG�WR�OHQGHUV��DQG�WKH�JUHDWHU�WKH�ILUP¶V�LQFHQWLYH�WR�LVVXH�ERQGV��7KLV�
UHDVRQLQJ�H[SODLQV�ZK\��IRU�D�JLYHQ�LQWHUHVW�UDWH��ZH�REVHUYH�RQH�ILUP�LVVXLQJ�ERQGV�DQG�
WKH�RWKHU�LQ�WKH�VDPH�LQGXVWU\�LVVXLQJ�HTXLW\��

,Q� WKH�PRVW� WUDGLWLRQDO� RI� WKHRULHV�RQ� WKH�ZHLJKWHG�DYHUDJH�FRVW�RI� FDSLWDO��
LQWURGXFLQJ�GHEW�OHYHUDJH�LQWR�D�ILUP¶V�FDSLWDO�VWUXFWXUH�LQLWLDOO\�UHGXFHG�WKH�ERUURZHU¶V�
RYHUDOO�FRVW�RI�FDSLWDO��7KLV�ZDV�GXH�WR�WKH�GHGXFWLELOLW\�RI�LQWHUHVW�RQ�GHEW�YHUVXV�WKH�
KLJKHU�QRQ�WD[�VKLHOGHG�FRVW�RI�FDSLWDO�IRU�QHZ�HTXLW\�RU�UHWDLQHG�HDUQLQJV��+RZHYHU��DW�
VRPH�SRLQW��:KHWKHU�LW�ZDV����������RU����SHUFHQW�OHYHUDJH��LQYHVWRUV¶�IHDU�RI�ILQDQFLDO�
GLVWUHVV� WRRN� RYHU�� DQG� WKH� LQFUHDVHG� FRVW� RI� HTXLW\� DQG� GHEW� RXWZHLJKHG� WKH� WD[�
DGYDQWDJHV� GHULYHG� IURP� LQFUHDVHG� OHYHUDJH�� 7KXV�� WKH� WKHRU\� ZHQW�� FDSLWDO� FRVW�
PLQLPL]LQJ�DQG�YDOXH�PD[LPL]LQJ��HQWLWLHV�VKRXOG�DGG�WR�WKHLU�GHEW�RQO\�XS�WR�WKH�SRLQW�
ZKHUH�WKH�SUHVHQW�YDOXH�RI�WD[�VDYLQJV�GXH�WR�WKH�DGGLWLRQDO�ERUURZLQJ�LV�MXVW�RIIVHW�E\�
LQFUHDVH�LQ�WKH�SUHVHQW�YDOXH�RI�WKH�FRVW�RI�GLVWUHVV��(DFK�FRPSDQ\�DQG�LQGXVWU\�KDG�LWV�
RSWLPXP� SRLQW� IRU� PLQLPL]LQJ� FRVW� RI� FDSLWDO�� GHSHQGLQJ� RQ� WKH� EXVLQHVV�ULVN�
FKDUDFWHULVWLFV�RI�WKDW�LQGXVWU\��,W�FRXOG�EH�DQ\ZKHUH�EHWZHHQ���DQG�����SHUFHQW�GHEW��
GHSHQGLQJ�RQ�DVVHW�OLTXLGLW\��FDVK�IORZ�JHQHUDWLQJ�VWDELOLW\��DQG�VR�RQ��+DUW�������������

7KH� ERWWRP� OLQH� LV� WKDW� FRVW� RI� FDSLWDO� LV� D� IXQFWLRQ� RI� FXUUHQW� PDUNHW�
SHUFHSWLRQV�RI�ULVN��LV�WHPSRUDU\�DQG�FKDQJHDEOH��DQG�KHQFH�VKRXOG�QRW�EH�D�EDVLV�IRU�
ORQJ�WHUP�OHJLVODWLYH�RU�UHJXODWRU\�GHFLVLRQV��$FFHSWDEOH�GHEW�OHYHUDJLQJ�YDULHV�ZLWK�
WLPH�DQG�LV�VXEMHFW�WR�WKH�GHPDQGV�RI�D�FKDQJLQJ�PDUNHW��ZKLFK�FRQWLQXRXVO\�DIIHFWV�
UHODWLYH�FDSLWDO�FRVWV��+DUW���������������

,Q�UHDOLW\��D�ILUP¶V�ORQJ�WHUP�ILQDQFLQJ�SROLF\�FDQ�EH�LQIOXHQFHG�E\�D�YDULHW\�RI�
FRQVLGHUDWLRQV��$PRQJ�WKHVH�DUH�WKH�IROORZLQJ��/HY\�DQG�6DUQDW��������������
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���/RFDWLRQ�RI�HDUQLQJV�GLVWULEXWLRQ�����6WDELOLW\�RI�VDOHV�DQG�HDUQLQJV�����5LVN�RI�
EDQNUXSWF\�����'LYLGHQG�SROLF\�����&RQWURO��DQG����$JHQF\�FRVW��

���/RFDWLRQ�RI�HDUQLQJV�GLVWULEXWLRQ��7KH�ZLOOLQJQHVV�RI�D�ILUP�WR�DFFHSW�WKH�
LQFUHDVHG�ULVN�ZKLFK�LV�HQJHQGHUHG�E\�WKH�XVH�RI�ILQDQFLDO�OHYHUDJH�GHSHQGV�RQ�WKH�
FKDUDFWHULVWLFV� RI� WKH� GLVWULEXWLRQ� RI� HDUQLQJV�� )LUPV� ZLWK� UHODWLYHO\� KLJK� UDWHV� RI�
RSHUDWLQJ�SURILW�FDQ�EHWWHU�DIIRUG�WR�XQGHUWDNH�WKH�ULVN�RI�HPSOR\LQJ�JUHDWHU�OHYHUDJH��
ZKLFK�LQ�WXUQ�IXUWKHU�PDJQLILHV�WKHLU�QHW�HDUQLQJV��)LQDQFLDO�OHYHUDJH��RQ�WKH�RWKHU�KDQG��
FDQ�EH�GDQJHURXV�VWUDWHJ\�ZKHQ�HPSOR\HG�E\�D�ILUP�ZLWK�DQ�LQDGHTXDWH�RSHUDWLQJ�SURILW�
EDVH��

���6WDELOLW\�RI�VDOHV�DQG�HDUQLQJV��$QRWKHU�NH\�IDFWRU�ZKLFK�GHWHUPLQHV�WKH�
UDQJH�RI�HDUQLQJV��DQG�KHQFH�WKH�DPRXQW�RI�GHEW�WKDW�WKH�ILUP�ERUURZV�LV�WKH�VWDELOLW\�RI�
VDOHV��ZKLFK� LQ� WXUQ� LQIOXHQFHV� WKH�VWDELOLW\�RI�RSHUDWLQJ�HDUQLQJV��7KXV��ILUPV�ZLWK�
UHODWLYHO\�VWDEOH�HDUQLQJV�WHQG�WR�ILQDQFH�D�ODUJHU�SRUWLRQ�RI�WKHLU�LQYHVWPHQWV�ZLWK�GHEW��

���5LVN�RI�EDQNUXSWF\��7KH�SUREDELOLW\�RI�EDQNUXSWF\� LV� DQRWKHU� IDFWRU� WKDW�
DIIHFWV�D�ILUP¶V�ILQDQFLDO�VWUXFWXUH�GHFLVLRQ��7KH�SUREDELOLW\�RI�JRLQJ�EDQNUXSW�GHSHQGV�
RQ�PDQ\� HFRQRPLF� IDFWRUV�� WZR� RI� ZKLFK� DUH� WKH�PRVW� LPSRUWDQW� RQHV�� WKH� ILUP¶V�
HFRQRPLF�DQG�ILQDQFLDO�ULVNV��

6LQFH�HFRQRPLF�ULVN��DV�H[SODLQHG�EHIRUH��LV�DVVRFLDWHG�PDLQO\�ZLWK�WKH�LQGXVWU\�
WR�ZKLFK� WKH� ILUP�EHORQJV�DQG�WKH�JHQHUDO�FRQGLWLRQV�RI� WKH�RYHUDOO�HFRQRP\��HYHQ�
FRPSHWHQW�PDQDJHPHQW�FDQ�GR�YHU\�OLWWOH�WR�UHGXFH�HFRQRPLF�ULVN�RQFH�WKH�XQGHUO\LQJ�
GHFLVLRQ�UHJDUGLQJ�WKH�W\SH�RI�HFRQRPLF�DFWLYLW\�WR�EH�SXUVXHG�LV�PDGH��)LQDQFLDO�ULVN��
2Q�WKH�RWKHU�KDQG��LV�VXEMHFW�DOPRVW�FRPSOHWHO\�WR�GLVFUHWLRQDU\�FRQWURO�RI�PDQDJHPHQW��
%\�UHGXFLQJ�WKH�XVH�RI�OHYHUDJH��PDQDJHPHQW�FDQ�GHFUHDVH�WKH�YDULDELOLW\�RI�WKH�ILUP¶�
HDUQLQJV��WKHUHE\�GHFUHDVLQJ�WKH�SUREDELOLW\�RI�QRW�EHLQJ�DEOH�WR�PHHW�FKDUJHV�GXULQJ�D�
VHULHV�RI�FRQVHFXWLYH�\HDUV��%\�LQFUHDVLQJ�WKH�XVH�RI�OHYHUDJH��PDQDJHPHQW�DOVR�LQFUHDVH�
WKH�ILUP¶V�ILQDQFLDO�ULVN�DQG�WKHUHE\�WKH�SUREDELOLW\�RI�ILQDQFLDO�IDLOXUH��

��� 'LYLGHQG� SROLF\�� 0RVW� ILUPV� DWWDFK� JUHDW� LPSRUWDQFH� WR� DFKLHYLQJ� DQ�
XQEURNHQ�GLYLGHQG�UHFRUG��DQG�LI�WKH�GLYLGHQG�LV�FXW��WKH�PDUNHW�UHDFWV�XQIDYRUDEO\��7KH�
LPSOLFDWLRQ�RI� VXFK�DQ�REMHFWLYH� LV� WKDW� IRU� DQ\�JLYHQ�GLYLGHQG�UDWH�� WKH�KLJKHU� WKH�
OHYHUDJH�UDWLR��RWKHU�WKLQJV�EHLQJ�HTXDO��WKH�JUHDWHU�LV�WKH�FKDQFH�WKDW�WKH�ILUP�ZLOO�EH�
XQDEOH�WR�PHHW�LWV�GLYLGHQG�SD\PHQWV�RXW�RI�FXUUHQW�RSHUDWLQJ�LQFRPH��

���&RQWURO��6RPHWLPHV��ILUPV�PD\�UHVRUW�WR�WKH�XVH�LQWHQVLYH�OHYHUDJH�LQ�RUGHU�WR�
UHWDLQ�HIIHFWLYH�FRQWURO�RYHU�WKH�FRUSRUDWLRQ��$�ORVV�RI�FRQWURO�PLJKW�RFFXU��VKRXOG�WKH�
FRPSDQ\�LVVXH�DGGLWLRQDO�VKDUHV�RI�VWRFN�WR�WKH�SXEOLF��,Q�VXFK�D�FDVH��WKH�ILUP�PLJKW�
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SUHIHU�WR�XVH�DGGLWLRQDO�GHEW��
)LQDQFLQJ� ZLWK� GHEW� KDV� DQRWKHU� DGYDQWDJH� WR� FRQVLGHU�� -RKQ� +RZH� RI� -��

0DNRZVNL� $VVRFLDWHV�� D� OHDGLQJ� SURMHFW� GHYHORSHU�� VD\V�� ³� 7KH� ILQDQFLDO� PDUNHWV�
HIIHFWLYHO\�UHJXODWH�KRZ�PXFK�GHEW�ZH�ZLOO�EH�DOORZHG�IRU�D�SDUWLFXODU�SURMHFW��7KH�
DPRXQW�RI�GHEW�D�SURMHFW�WDNHV�RQ�LV�D�IXQFWLRQ�RI�ZKDW�EDQNHUV�DUH�ZLOOLQJ�WR�OHQG��$�
PDMRU�DGYDQWDJH�RI�WKLV�IRUP�RI�SURMHFW�ILQDQFLQJ�LV�WKDW�WKH�EDQNHU¶V�VFUXWLQ\�RI�WKH�
SURMHFW¶V�XQGHUO\LQJ�IXQGDPHQWDOV�DQG�TXDOLW\�LV�JLYHQ�XS�IURQW��UDWKHU�WKDQ�\HDUV�ODWHU�
DIWHU�WKH�GROODUV�KDYH�EHHQ�LUUHYRFDEO\�VSHQW�´�+DUW�������������

��� $JHQF\� FRVWV�� 7KH� VKDUHKROGHUV� PRQHWDU\� ORVV� GXH� WR� WKH� IDFW� WKDW� WKH�
PDQDJHUV�GR�QRW�QHFHVVDULO\�DFW�LQ�WKH�EHVW�LQWHUHVW�RI�WKH�VKDUHKROGHUV�LV�FDOOHG�µDJHQF\�
FRVW¶��/HY\�DQG�6DUQDW��������������$�ILUP¶V�PDQDJHUV�DQG�VKDUHKROGHUV�KDYH�GLIIHUHQW�
REMHFWLYHV��DQG�WKH�PDQDJHUV�WHQG�WR�EH�PRUH�ULVN�DYHUVH�WKDQ�WKH�VKDUHKROGHUV�EHFDXVH�
RI�WKH�IDFW�WKDW�WKH�ILUP�PLJKW�IDFH�ORVVHV�GXH�WR�KLJK�OHYHUDJH��ZKLFK�LQ�WXUQ��PD\�UHVXOW�
LQ�D�ORVV�RI�WKHLU�MREV��7KXV��WKH�PDQDJHUV�FKRRVH�D�ORZHU�GHJUHH�RI�OHYHUDJH�UDWKHU�WKDQ�
KLJK�OHYHUDJH�WKDW�ZRXOG�PD[LPL]H�WKH�YDOXH�RI�WKH�ILUP��,Q�FKRRVLQJ�ILQDQFLDO�OHYHUDJH��
WRS�PDQJHUV�NQRZ� WKH\�DUH�H[SRVHG� WR�D�KLJKHU� ULVN��D� IDFWRU�ZKLFK� LQIOXHQFHV� WKH�
VHOHFWHG�DPRXQW�RI�GHEW����

���3HUIRUPDQFH�3URILWDELOLW\�0HDVXUHV�
7KUHH�EDVLF�PHDVXUHV�RI�SURILWDELOLW\�DUH�����
���5DWH�RI�UHWXUQ�RQ�FRPPRQ�VKDUHKROGHUV¶�HTXLW\�����5DWH�RI�UHWXUQ�RQ�DVVHWV��

DQG����(DUQLQJV�SHU�VKDUH��
���7KH�UDWH�RI�UHWXUQ�RQ�FRPPRQ�VKDUHKROGHUV¶�HTXLW\�52(��PHDVXUHV�D�ILUP¶V�

SHUIRUPDQFH�LQ�XVLQJ�DVVHWV�WR�JHQHUDWH�HDUQLQJV��7KH�52(�H[SOLFLWO\�FRQVLGHUV�WKH�
ILQDQFLQJ�D�ILUP¶V�DVVHWV��0DKHU�HW�DO��������������7KLV�SHUIRUPDQFH�PHDVXUH�LV�RI�
SULPDU\�LQWHUHVW�WR�LQYHVWRUV�LQ�D�ILUP¶V�FRPPRQ�VWRFNV��DQG�LV�FDOFXODWHG�DV�IROORZV��
��������������52( �1,�'S��&6D��ZKHUH�� � � � � ���������������
52( 5HWXUQ� RQ� (TXLW\�� 1, 1HW� LQFRPH�� 'S 'LYLGHQGV� RQ� SUHIHUUHG� VWRFN��
&6D $YHUDJH�FRPPRQ�VKDUHKROGHUV¶�HTXLW\���

���7KH�UDWH�RI�UHWXUQ�RQ�DVVHWV�52$��PHDVXUHV�D�ILUP¶V�SHUIRUPDQFH�LQ�XVLQJ�
DVVHWV�WR�JHQHUDWH�HDUQLQJV�LQGHSHQGHQW�RI�WKH�ILQDQFLQJ�RI�WKRVH�DVVHWV��7KH�UDWH�RI�
UHWXUQ�RQ�DVVHWV�UHODWHV�WKH�UHVXOWV�RI�RSHUDWLQJ�SHUIRUPDQFH�WR�WKH�LQYHVWPHQWV�RI�D�ILUP�
ZLWKRXW�UHJDUG�WR�KRZ�WKH�ILUP�ILQDQFHG�WKH�DFTXLVLWLRQ�RI�WKRVH�LQYHVWPHQWV��0DKHU�HW�
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DO��������������
7KLV�SHUIRUPDQFH�PHDVXUHPHQW�H[FOXGHV�FRQVLGHUDWLRQ�RI�WKH�SDUWLFXODU�PL[�RI�

ILQDQFLQJ��DQG�LV�FDOFXODWHG�DV�IROORZV��
52$ �1,�,(��7$D��ZKHUH�� � � � � � ������

52$ 5HWXUQ�RQ�(TXLW\��1, 1HW� ,QFRPH�� ,( ,QWHUHVW�([SHQVH�1HW� RI� ,QFRPH�7D[�
6DYLQJV��7$D $YHUDJH�7RWDO�$VVHWV��

7KH�52$�LV�LPSRUWDQW�IRU�OHQGHUV�DQG�FRPPRQ�VKDUHKROGHUV�ZKR�ILQG�LW�XVHIXO�
LQ�DVVHVVLQJ�ILQDQFLDO�OHYHUDJH��

��� (DUQLQJV� SHU� VKDUH� RI� FRPPRQ� VWRFN� HTXDOV� QHW� LQFRPH� DWWULEXWDEOH� WR�
FRPPRQ�VWRFN�GLYLGHG�E\�WKH�DYHUDJH�QXPEHU�RI�FRPPRQ�VKDUHV�RXWVWDQGLQJ�GXULQJ�WKH�
SHULRG��0DKHU�HW�DO��������������

���)LQDQFLDO�/HYHUDJH�$QG�5HWXUQV�
:H�KDYH�LQGLFDWHG�WKDW�EXVLQHVV�ULVN�LV�WKH�ULVN�D�ILUP�IDFHV�LQKHUHQW�WR�JHQHUDO�

HFRQRPLF�FRQGLWLRQV��)LQDQFLDO�ULVN��RQ�WKH�RWKHU�KDQG��LV�ILUP�VSHFLILF�ULVN�GXH�WR�WKH�
ILUP¶V�ILQDQFLDO�GHFLVLRQ�UHJDUGLQJ�WR�XVH�RI�GHEW��)RU�H[DPSOH��WZR�ILUPV�LQ�WKH�VDPH�
LQGXVWU\�PD\�IDFH�WKH�VDPH�EXVLQHVV�ULVN��EXW�WKHLU�ILQDQFLDO�ULVN�PD\�GLIIHU�EHFDXVH�RI�
GLIIHUHQW�OHYHUDJH�LQ�WKHLU�FDSLWDO�VWUXFWXUH���

7KH�H[DFW�UHODWLRQVKLS�DPRQJ�52(��52$��DQG�OHYHUDJH�FDQ�EH�VXPPDUL]HG�DV�
IROORZV��%RGLH�HW�DO���������������
52( ���7D[�UDWH�>52$��52$�,QWHUHVW�UDWH��'HEW�(TXLW\�@�� � ��������������
7KH�UHODWLRQVKLS�KDV�WKH�IROORZLQJ�LPSOLFDWLRQV��,I�WKHUH�LV�QR�GHEW�RU�LI�WKH�ILUP¶V�52$�
HTXDOV�WKH�LQWHUHVW�UDWH�RQ�LWV�GHEW��LWV�52(�ZLOO�VLPSO\�HTXDO����0LQXV�WKH�WD[�UDWH��
WLPHV�52$��,I�LWV�52$�H[FHHGV�WKH�LQWHUHVW�UDWH��WKHQ�LWV�52(�ZLOO�H[FHHG����PLQXV�WKH�
WD[�UDWH��WLPHV�52$�E\�DQ�DPRXQW�WKDW�ZLOO�EH�JUHDWHU�WKH�KLJKHU�WKH�GHEW�WR�HTXLW\�
UDWLR��7KLV�UHVXOW�PDNHV�LQWXLWLYH�VHQVH��LI�52$�H[FHHGV�WKH�ERUURZLQJ�UDWH��WKH�ILUP�
HDUQV�PRUH�RQ�LWV�PRQH\�WKDQ�LW�SD\V�RXW�WR�FUHGLWRUV��7KH�VXUSOXV�HDUQLQJV�DUH�DYDLODEOH�
WR�WKH�ILUP¶V�RZQHUV��WKH�HTXLW\�KROGHUV��ZKLFK�UDLVHV�52(��,I��RQ�WKH�RWKHU�KDQG��52$�
LV�OHVV�WKDQ�WKH�LQWHUHVW�UDWH��WKHQ�52(�ZLOO�GHFOLQH�E\�DQ�DPRXQW�WKDW�GHSHQGV�RQ�WKH�
GHEW�WR�HTXLW\�UDWLR��7KXV��WKH�LPSRUWDQW�SRLQW�WR�UHPHPEHU�LV�WKDW�LQFUHDVHG�GHEW�ZLOO�
PDNH� D�SRVLWLYH� FRQWULEXWLRQ� WR� D� ILUP¶V�52(�RQO\� LI� WKH� ILUP¶V�52$�H[FHHGV� WKH�
LQWHUHVW�UDWH�RQ�WKH�GHEW��
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$�ILUP¶V�52(�LV�D�NH\�GHWHUPLQDQW�RI�WKH�JURZWK�UDWH�RI�LWV�HDUQLQJV��52(�LV�
DIIHFWHG�SURIRXQGO\�E\�WKH�ILUP¶V�GHJUHH�RI�ILQDQFLDO�OHYHUDJH��$Q�LQFUHDVH�LQ�D�ILUP¶V�
GHEW�WR�HTXLW\�UDWLR�ZLOO�UDLVH�LWV�52(�DQG�KHQFH�LWV�JURZWK�UDWH�RQO\�LI�WKH�LQWHUHVW�UDWH�
RQ�WKH�GHEW�LV�OHVV�WKDQ�WKH�ILUP¶V�UHWXUQ�RQ�DVVHWV��%RGLH�HW�DO��������������

���)LQDQFLDO�/HYHUDJH�$QG�5LVN������
)LQDQFLDO�OHYHUDJH�LQFUHDVHV�WKH�UDWH�RI�UHWXUQ�RQ�FRPPRQ�VWRFN�HTXLW\�ZKHQ�

WKH�UDWH�RI�UHWXUQ�RQ�DVVHWV�LV�KLJKHU�WKDQ�WKH�DIWHU�WD[�FRVW�RI�GHEW��7KH�JUHDWHU�WKH�
SURSRUWLRQ�RI�GHEW�LQ�WKH�FDSLWDO�VWUXFWXUH��KRZHYHU��WKH�JUHDWHU�WKH�ULVN�WKH�FRPPRQ�
VKDUHKROGHUV�EHDU��2I�FRXUVH��D�ILUP�FDQQRW�LQFUHDVH�GHEW�ZLWKRXW�OLPLW��DV�LW�DGGV�PRUH�
GHEW�WR�WKH�FDSLWDO�VWUXFWXUH��WKH�ULVN�RI�GHIDXOW�DQG�LQVROYHQF\�EHFRPHV�JUHDWHU��OHQGHUV��
LQFOXGLQJ�LQYHVWRUV�LQ�D�ILUP¶V�ERQGV��UHTXLUH�D�KLJKHU�DQG�KLJKHU�UHWXUQ�WR�FRPSHQVDWH�
IRU�WKLV�DGGLWLRQDO�ULVN��$W�VRPH�SRLQW��WKH�DIWHU�WD[�FRVW�RI�GHEW�ZLOO�H[FHHG�WKH�UDWH�RI�
UHWXUQ�HDUQHG�RQ�DVVHWV��$W�WKLV�SRLQW��OHYHUDJH�QR�ORQJHU�LQFUHDVHV�WKH�SRWHQWLDO�UDWH�RI�
UHWXUQ�WR�FRPPRQ�VWRFN�HTXLW\��)RU�PRVW�ODUJH�PDQXIDFWXULQJ�ILUPV��OLDELOLWLHV�UHSUHVHQW�
EHWZHHQ����SHUFHQW�DQG����SHUFHQW�RI�WRWDO�FDSLWDO��0DKHU�HW�DO��������������

,QWURGXFWLRQ�RI�ILQDQFLDO�OHYHUDJH�XVXDOO\�LQFUHDVHV�WKH�DYHUDJH�SURILWDELOLW\�RI�
WKH�ILUP�DV�ZHOO�DV�LWV�ULVN��,Q�JRRG�HFRQRPLF�\HDUV��WKH�LPSDFW�RI�ILQDQFLDO�OHYHUDJH�ZLOO�
PRVW�OLNHO\�EH�SRVLWLYH��KRZHYHU��WKH�OHYHUDJH�HIIHFW�PD\�EH�QHJDWLYH�LQ�UHODWLYHO\�EDG�
\HDUV��2Q�H�RI�WKH�FUXFLDO�WDVNV�RI�PDQDJHPHQW�LV�WR�DWWHPSW�WR�HYDOXDWH�WKH�ULVNV�RI�
OHYHUDJH�E\�IRUHFDVWLQJ�WKH�FKDQJHV�RI�µJRRG¶�YHUVXV�µEDG¶�HFRQRPLF�FRQGLWLRQV��7KLV�
WDVN�FDQ�EH� IDFLOLWDWHG�E\�XVLQJ�D�VSHFLDO�YHUVLRQ�RI�D�ZHOO�NQRZQ�WRRO��EUHDN�HYHQ�
DQDO\VLV��LQ�RUGHU�WR�VLPXODWH�WKH�LPSDFW�RI�ILQDQFLDO�OHYHUDJH�RQ�(36�IRU�YDU\LQJ�OHYHOV�
RI�RXWSXW�DQG�VDOHV��RU�DOWHUQDWLYHO\��IRU�GLIIHUHQW�OHYHOV�RI�QHW�RSHUDWLQJ�LQFRPH��/HY\�
DQG�6DUQDW��������������

���6KRUW�WHUP�'HEW�9HUVXV�/RQJ�WHUP�'HEW�
:H� KDYH� DQDO\]HG� WKH� LPSDFW� RI� WKH� GHEW�ILQDQFLDO� OHYHUDJH�� RQ� D� ILUP¶V�

HDUQLQJV�LQ�WKH�SUHYLRXV�VHFWLRQV��+RZHYHU��ZH�GLG�QRW�GLVWLQJXLVK�EHWZHHQ�VKRUW�WHUP�
GHEW�DQG�ORQJ�WHUP�GHEW��,Q�WKLV�VHFWLRQ��ZH�ZLOO�DQDO\]H�WKH�OHYHUDJH�HIIHFW�LQ�WHUPV�RI�
PDWXULW\�RI�GHEW��

$PRQJ�D�IHZ�VWXGLHV�RQ�WKH�UHODWLRQVKLS�EHWZHHQ�PDWXULW\�VWUXFWXUH�DQG�WKH�
FRVW� RI� FDSLWDO�� 0RUULV������� GHPRQVWUDWHV� WKDW� VKRUW�WHUP� GHEW� ZLWK� YDULDEOH�
UHILQDQFLQJ�UDWHV�FDQ�UHGXFH�VKDUHKROGHU�ULVN�LI�WKH�ILUP¶V�QHW�RSHUDWLQJ�LQFRPH�DQG�
IXWXUH� LQWHUHVW� UDWHV� DUH� SRVLWLYHO\� FRUUHODWHG�� 6XFK� ³� FURVV�KHGJLQJ´� ORZHUV� WKH�
YDULDELOLW\�RI�QHW�LQFRPH�DQG�WKXV�VWDELOL]HV�WKH�ILUP¶V�FDVK�IORZV�WR�LWV�VKDUHKROGHUV��
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+RZHYHU��WKH�RSSRVLWH�LV�WUXH�ZKHQ�RSHUDWLQJ�LQFRPH�DQG�VKRUW�WHUQ�LQWHUHVW�UDWHV�DUH�
QHJDWLYHO\� FRUUHODWHG�� )XUWKHUPRUH�� WKH� SUHGLFWLRQV� PD\� EH� REVFXUHG� LI� VKRUW�WHUP�
LQWHUHVW�UDWHV�DQG�ORQJ�WHUP�UDWHV�DUH�SRVLWLYHO\�FRUUHODWHG��VXFK�WKDW�FKDQJHV�LQ�VKRUW�
WHUP� DQG� ORQJ�WHUP� LQWHUHVW� UDWHV� FDXVH� ORQJ�WHUP� GHEW� YDOXH� DQG� HTXLW\� YDOXH� WR�
IOXFWXDWH��%ULFN�DQG�5DYLG��������RQ�WKH�RWKHU�KDQG��GHYHORS�D�PRGHO�ZKHUH�D�ORQJ�
WHUP�PDWXULW\�LV�RSWLPDO�ZKHQ�WKHUH�LV�D�JDLQ�IURP�OHYHUDJH�DQG�ZKHQ�WKH�WHUP�VWUXFWXUH�
RI�LQWHUHVW�UDWHV�LV�XSZDUG�VORSLQJ��8QGHU�WKH�DVVXPSWLRQV��WKH�WD[�EHQHILW�RI�ILQDQFLDO�
OHYHUDJH�LV�DFFHOHUDWHG�DQG�PD[LPL]HG�ZLWK�WKH�XVH�RI�ORQJ�WHUP�ILQDQFLQJ��7KLV�PRGHO�
VXJJHVWV�WKDW�WKH�FRVW�RI�FDSLWDO�DQG�VKDUHKROGHUV�ULVN�LV�ORZHU�ZLWK�ORQJ�WHUP�ILQDQFLQJ�
WKDQ�ZLWK�VKRUW�WHUP�ILQDQFLQJ��&KRH��������������

7KH�GLVFXVVLRQ�RI�WKH�LPSDFW�RI�GHEW�PDWXULW\�RQ�WKH�H[SHFWHG�FRPPRQ�VWRFN�
UHWXUQV�UHOLHV�KHDYLO\�XSRQ�WKH�SUHVXPSWLRQ�WKDW�VKRUW�WHUP�DQG�ORQJ�WHUP�GHEWV�DUH�
GLIIHUHQW�LQ�WHUPV�RI�WKH�ULVN�SHUFHLYHG�E\�GHEWKROGHUV��)RU�D�JLYHQ�ULVN�OHYHO�RI�D�ILUP¶V�
LQYHVWPHQW�DFWLYLWLHV��WKH�ULVN�ERUQH�E\�LWV�VKDUHKROGHUV�GHSHQGV�RQ�QRW�RQO\�WKH�GHJUHH�
RI�ILQDQFLDO�OHYHUDJH�EXW�DOVR�WKH�ULVN�ERUQH�E\�RWKHU�FODLP�KROGHUV��:KHQ�ORQJ�WHUP�
GHEWKROGHUV��FRPSDUHG�WR�VKRUW�WHUP�GHEWKROGHUV��DUH�PRUH�H[SRVHG�WR�ULVN�IRU�WKHLU�
LQYHVWPHQWV�� DQ� LQFUHDVH� LQ� VKRUW�WHUP�GHEW�GLVSODFLQJ� ORQJ�WHUP�GHEW�ZLOO� LQFUHDVH�
VKDUHKROGHU�ULVN��7KLV�LV�EHFDXVH��DV�WKH�ILUP�VKRUWHQV�LWV�GHEW�PDWXULW\�VWUXFWXUH�ZLWKRXW�
FKDQJLQJ�WKH�WRWDO�GHEW�UDWLR��WKH�FRPELQHG�ULVNV�ERUQH�E\�VKRUW�WHUP�DQG�ORQJ�WHUP�
GHEWKROGHUV�ZLOO�GHFUHDVH��DQG�WKH�ULVN�ERUQH�E\�VKDUHKROGHUV�ZLOO�LQFUHDVH��

7UDGLWLRQDOO\��VWXGLHV�KDYH�WUHDWHG�VKRUW�WHUP�GHEW�DQG�ORQJ�WHUP�GHEW�DV�SHUIHFW�
VXEVWLWXWHV�IRU�HDFK�RWKHU��7KHUH�LV��KRZHYHU��ULVN�VKDULQJ�E\�ORQJ�WHUP�GHEWKROGHUV�
ZKLFK� PDNHV� VKRUW�WHUP� GHEW� ILQDQFLQJ� ULVNLHU� WR� WKH� VKDUHKROGHUV� WKDQ� ORQJ�WHUP�
ILQDQFLQJ��7KH�JUHDWHU�WKH�UHOLDQFH�RQ�VKRUW�WHUP�GHEW�ILQDQFLQJ�LQ�WKH�FDSLWDO�VWUXFWXUH��
WKH�KLJKHU�ZLOO�EH�WKH�H[SHFWHG�UHWXUQV�RQ�FRPPRQ�VWRFNV�IRU�JLYHQ�LQYHVWPHQWV�DQG�
WRWDO� ERUURZLQJ��7KH� WRWDO� GHEW� WR� HTXLW\� UDWLR� LV� SRVLWLYHO\� UHODWHG� WR� WKH� H[SHFWHG�
UHWXUQV�RQ�FRPPRQ�VWRFNV��7KH�VLJQLILFDQW�HIIHFW�DVVRFLDWHG�ZLWK�WKH�WRWDO�GHEW�XVDJH�LV�
ODUJHO\�DWWULEXWDEOH�WR�VKRUW�WHUP�GHEW�ILQDQFLQJ��VLQFH�WKH�LPSDFW�RI�VKRUW�WHUP�GHEW�
ILQDQFLQJ�RQ�WKH�H[SHFWHG�UHWXUQV�LV�VKRZQ�WR�EH�VLJQLILFDQWO\�JUHDWHU�WKDQ�WKDW�RI�ORQJ�
WHUP�GHEW�ILQDQFLQJ��&KRH��������������

���)LQDQFLDO�/HYHUDJH�9HUVXV�2SHUDWLQJ�/HYHUDJH�
:H�KDYH�� HDUOLHU�� LQGLFDWHG� WKDW� D� ILUP� LV� H[SRVHG� WR� � ILQDQFLDO� ULVN�GXH� WR�

ILQDQFLDO�OHYHUDJH�UHVXOWHG�IURP�LWV�FDSLWDO�VWUXFWXUH��EHVLGHV�ILQDQFLDO�ULVN��WKH�ILUP�LV�
DOVR� H[SRVHG� WR� EXVLQHVV� ULVN� EHFDXVH� RI� LWV� DVVHW� VWUXFWXUH�� 7KXV�� WKH� GHJUHH� RI�
RSHUDWLQJ�OHYHUDJH�DIIHFWV�WKH�GHJUHH�RI�ILQDQFLDO�OHYHUDJH�D�ILUP�DGRSWV��
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,I�D�KLJK�SHUFHQWDJH�RI�D�ILUP¶V�FRVWV�DUH�IL[HG��KHQFH�GR�QRW�GHFOLQH�ZKHQ�
GHPDQG�IDOOV�RII��WKHQ�WKH�ILUP�LV�H[SRVHG�WR�D�UHODWLYHO\�KLJK�GHJUHH�RI�EXVLQHVV�ULVN��
7KLV� IDFWRU� LV�FDOOHG�RSHUDWLQJ�OHYHUDJH��$�KLJK�GHJUHH�RI�RSHUDWLQJ�OHYHUDJH��RWKHU�
IDFWRUV�KHOG�FRQVWDQW��LPSOLHV�WKDW�D�UHODWLYHO\�VPDOO�FKDQJH�LQ�VDOHV�UHVXOWV�LQ�D�ODUJH�
FKDQJH�LQ�52(��,Q�JHQHUDO��KROGLQJ�RWKHU�IDFWRUV�FRQVWDQW��WKH�KLJKHU�WKH�GHJUHH�RI�
RSHUDWLQJ�OHYHUDJH��WKH�JUHDWHU�WKH�ILUP¶V�EXVLQHVV�ULVN�DV�PHDVXUHG�E\�WKH�VWDQGDUG�
GHYLDWLRQ�RI�LWV�H[SHFWHG�52(��%ULJKDP�DQG�*DSHQVNL�������������������

$�PDMRU�GLVDGYDQWDJH�RI�ILQDQFLDO�OHYHUDJH�LV�WKDW�LW�LQFUHDVHV�WKH�YDULDELOLW\�RI�
HDUQLQJV��+HQFH��LQ�HVWDEOLVKLQJ�LWV�ILQDQFLDO�VWUDWHJ\��HDFK�ILUP�LV�FRQIURQWHG�ZLWK�D�
GLIILFXOW�GHFLVLRQ�UHJDUGLQJ�WKH�DPRXQW�RI�ULVN�ZKLFK�LW�LV�ZLOOLQJ�WR�XQGHUWDNH��,Q�WKLV�
FRQWH[W��LW�LV�ZRUWK�QRWLQJ�WKDW�DQ\�JLYHQ�ULVN�OHYHO�FDQ�EH�DFKLHYHG�LQ�SULQFLSOH�HLWKHU�E\�
FKDQJLQJ�WKH�ILUP¶V�ILQDQFLDO�VWUXFWXUH�RU�E\�FKDQJLQJ�LWV�DVVHW�VWUXFWXUH��7KH�ODUJHU�WKH�
SRUWLRQ�RI�LWV�IL[HG�DVVHWV��WKH�JUHDWHU�LWV�RSHUDWLQJ�OHYHUDJH��DQG�VXFK�D�ILUP�PLJKW�EH�
H[SHFWHG�WR�DGRSW�D�UHODWLYHO\�FRQVHUYDWLYH�ILQDQFLDO�OHYHUDJH��/HY\��������������

����&RQFOXVLRQ�
)LQDQFLQJ�ZLWK�GHEW�DQG�SUHIHUUHG�VWRFN�WR�LQFUHDVH�WKH�SRWHQWLDO�UHWXUQ�WR�WKH�

UHVLGXDO�FRPPRQ�VKDUHKROGHUV¶�HTXLW\�LV�UHIHUUHG�WR�DV�ILQDQFLDO�OHYHUDJH��$�ILUP¶V�ORQJ�
WHUP� ILQDQFLQJ� SROLF\� FDQ� EH� LQIOXHQFHG� E\� D� YDULHW\� RI� FRQVLGHUDWLRQV�� 7KH�PRVW�
LPSRUWDQW�RI�WKHVH�IDFWRUV�LQFOXGH�ORFDWLRQ�RI�HDUQLQJV�GLVWULEXWLRQ��VWDELOLW\�RI�VDOHV�DQG�
HDUQLQJV��ULVN�RI�EDQNUXSWF\��GLYLGHQG�SROLF\��FRQWURO��DQG�DJHQF\�FRVW��

$�ILUP¶V�UHWXUQ�RQ�HTXLW\�52(��LV�D�NH\�GHWHUPLQDQW�RI�WKH�JURZWK�UDWH�RI�LWV�
HDUQLQJV��5HWXUQ�RQ�HTXLW\� LV� DIIHFWHG�SURIRXQGO\�E\� WKH� ILUP¶V�GHJUHH�RI� ILQDQFLDO�
OHYHUDJH��,QFUHDVHG�GHEW�ZLOO�PDNH�D�SRVLWLYH�FRQWULEXWLRQ�WR�D�ILUP¶V�52(�RQO\�LI�WKH�
ILUP¶V�UHWXUQ�RQ�DVVHWV�52$��H[FHHGV�WKH�LQWHUHVW�UDWH�RQ�WKH�GHEW��

,Q� VSLWH� RI� WKH� IDFW� WKDW� ILQDQFLDO� OHYHUDJH� LQFUHDVHV� WKH� UDWH� RI� UHWXUQ� RQ�
FRPPRQ�VWRFN�HTXLW\��WKH�JUDWHU�WKH�SURSRUWLRQ�RI�GHEW�LQ�WKH�FDSLWDO�VWUXFWXUH��KRZHYHU��
WKH�JUHDWHU�WKH�ULVN�WKH�FRPPRQ�VKDUHKROGHUV�EHDU��,QWURGXFWLRQ�RI�ILQDQFLDO�OHYHUDJH�
LQFUHDVHV�WKH�DYHUDJH�SURILWDELOLW\�RI�WKH�ILUP�DV�ZHOO�DV�LWV�ULVN��,Q�JRRG�HFRQRPLF�\HDUV��
WKH� LPSDFW�RI�ILQDQFLDO� OHYHUDJH�ZLOO�PRVW� OLNHO\�EH�SRVLWLYH��KRZHYHU�� WKH�OHYHUDJH�
HIIHFW�PD\�EH�QHJDWLYH�LQ�UHODWLYHO\�EDG�\HDUV��

7UDGLWLRQDOO\��VWXGLHV�KDYH�WUHDWHG�VKRUW�WHUP�GHEW�DQG�ORQJ�WHUP�GHEW�DV�SHUIHFW�
VXEVWLWXWHV�IRU�HDFK�RWKHU��7KHUH�LV��KRZHYHU��ULVN�VKDULQJ�E\�ORQJ�WHUP�GHEWKROGHUV�
ZKLFK�PDNHV� VKRUW�WHUP�GHEW� ILQDQFLQJ� ULVNLHU� WR� VKDUHKROGHUV� WKDQ� ORQJ�WHUP�GHEW�
ILQDQFLQJ�� 7KH� VLJQLILFDQW� DIIHFW� DVVRFLDWHG� ZLWK� WKH� WRWDO� GHEW� XVDJH� LV� ODUJHO\�
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DWWULEXWDEOH�WR�VKRUW�WHUP�GHEW�ILQDQFLQJ��VLQFH�WKH�LPSDFW�RI�VKRUW�WHUP�GHEW�ILQDQFLQJ�
RQ�WKH�H[SHFWHG�UHWXUQV�LV�VKRZQ�WR�EH�VLJQLILFDQWO\�JUHDWHU�WKDQ�WKDW�RI�ORQJ�WHUP�GHEW�
ILQDQFLQJ��

,Q�JHQHUDO��KROGLQJ�RWKHU�IDFWRUV�FRQVWDQW��WKH�KLJKHU�WKH�GHJUHH�RI�RSHUDWLQJ�
OHYHUDJH��WKH�JUHDWHU�WKH�ILUP¶V�EXVLQHVV�ULVN�DV�PHDVXUHG�E\�WKH�VWDQGDUG�GHYLDWLRQ�RI�LWV�
H[SHFWHG� 52(�� 7KH� ODUJHU� WKH� SURSRUWLRQ� RI� D� ILUP¶V� IL[HG� DVVHWV�� WKH� JUHDWHU� LWV�
RSHUDWLQJ�OHYHUDJH��DQG�VXFK�D�ILUP�PLJKW�EH�H[SHFWHG�WR�DGRSW�D�UHODWLYHO\�FRQVHUYDWLYH�
ILQDQFLDO�OHYHUDJH�UDWLR���

$�ILUP�LV�H[SRVHG�WR�ILQDQFLDO�ULVN�GXH�WR�ILQDQFLDO�OHYHUDJH�UHVXOWHG�IURP�LWV�
FDSLWDO�VWUXFWXUH��EHVLGHV�WKDW��WKH�ILUP�LV�DOVR�H[SRVHG�WR�D�EXVLQHVV�ULVN�EHFDXVH�RI�LWV�
DVVHW�VWUXFWXUH������

g=(7�
$GL�KLVVH�VHQHGL�VDKLSOHULQLQ�VHUPD\HVLQLQ�SRWDQVL\HO�JHWLULVLQL�DUWWÕUPDN�LoLQ�

ERUo�YH�LPWL\D]OÕ�KLVVH�VHQHGL�LOH�ILQDQVPDQ�ILQDQVDO�NDOGÕUDo�RODUDN�ELOLQLU��%LU�ILUPDQÕQ�
g]VHUPD\H�*HWLUL�2UDQÕ�RQXQ�JHOLUOHULQLQ�E�\�PH�RUDQÕQÕQ�WHPHO�EHOLUOH\LFLVLGLU��%X�
RUDQ� ILUPDQÕQ� ILQDQVDO� NDOGÕUDo� GHUHFHVLQGHQ� |QHPOL� |Oo�GH� HWNLOHQLU��%LU� ILUPDQÕQ�
9DUOÕN� *HWLUL� 2UDQÕ� VDGHFH� ERUo� IDL]OHULQL� JHoWL÷L� P�GGHWoH� ERUoODQPD�� ILUPDQÕQ�
g]VHUPD\H�*HWLUL�2UDQÕQD�SR]LWLI�ELU�NDWNÕGD�EXOXQDELOLU��

)LQDQVDO�NDOGÕUDo�DGL�KLVVH�VHQHGL�VHUPD\H�JHWLUL�RUDQÕQÕ�DUWWÕUPDNOD�EHUDEHU��
VHUPD\H� \DSÕVÕQGD� ERUoODUÕQ� SD\Õ� QH� NDGDU� ID]OD� LVH� DGL� KLVVH� VHQHGL� VDKLSOHULQLQ�
NDUúÕODúDFD÷Õ�ULVN�WH�R�GHUHFH�DUWDFDNWÕU��ø\L�HNRQRPLN�NRúXOODUGD�ILQDQVDO�NDOGÕUDFÕQ�
HWNLVL�E�\�N�|Oo�GH�SR]LWLI�ROXUNHQ��QLVEHWHQ�N|W��HNRQRPLN�NRúXOODUGD�NDOGÕUDFÕQ�HWNLVL�
QHJDWLI�RODFDNWÕU��

*HOHQHNVHO�RODUDN�NÕVD�YDGHOL�ERUo�YH�X]XQ�YDGHOL�ERUo�ELUELUOHULQLQ�WDP�LNDPHVL�
RODUDN�G�ú�Q�O�UNHQ��JHUoHNWH�NÕVD�YDGHOL�ERUo�X]XQ�YDGHOL�ERUFD�J|UH�KLVVHGDUODUD�GDKD�
ID]OD�ULVN�\�NOHU�����
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%2',(��=YL���.$1(��$OH[�DQG�0$5&86��$ODQ�-����������,QYHVWPHQWV��5LFKDUG�'��
,UZLQ��,QF��

%5,*+$0��(��)���*DSHQVNL��/RXLV�&���������)LQDQFLDO�0DQDJHPHQW��7KH�'U\GHQ�
3UHVV��

&+2(��<RQJ�6KLN���������³7KH�VXEVWLWXWLRQ�(IIHFWV�RI�6KRUW�7HUP�'HEW�)RU�/RQJ�
7HUP�'HEW� RQ� 7KH� ([SHFWHG� 5HWXUQV� RI� &RPPRQ� 6WRFNV´��$VLD� 3DFLILF�
-RXUQDO�RI�0DQDJHPHQW��2FWREHU��

+$57�� /HZLV� �������³&RVW�RI�&DSLWDO� &RPSHWLWLRQ�� 7KH� $UW� RI� /HYHUDJH´��
)RUWQLJKWO\��-DQ��

/(9<�� +DLP� DQG� 6$51$7�� 0DUVKDOO� �������� &DSLWDO� ,QYHVWPHQW� 	� )LQDQFLDO�
'HFLVLRQV��3UHQWLFH�+DOO�,QWHUQDWLRQDO��8.��/WG���

0$+(5�� 0LFKDHO� :��� 67,&.1(<�� &O\GH� 3��� DQG� � :(,/�� 5RPDQ� /�� ��������
0DQDJHULDO�$FFRXQWLQJ��+DUFRXUW�%UDFH	&RPSDQ\��


