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: Valuation and Accounting

"The first method is the “rule of thumb" approach which uses the market value of the debt (or
relevant underlying variables) and compares it with a risk-free asset to determine the value of
guaranteeing the risky debt...The second method is the market-valuation method, where similar
assets with and without guarantees are compared, and it is assumed that the market accounts for

the value of the guarantee.”

NIND MDITHIN NIRVIDIIND NWNRNKD NNNRD DD /9190 dNIDPY D»NN VIVIN

"It is difficult to point to something in general. The value of guarantees should be derived from a
structured model based on the credit spread (CDS type). It depends very much on the correlation
between the guaranteed firm and the guaranteeing firm. The value of guarantees is also similar

to a short position in a Put option on assets of both companies — very similar to a senior debt.”
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Simulation Summary Information
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Geometric Brownian Motion
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T 667 - 33.3%
333 16.7%
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Values in Millions
Guarantee Value (Sim#1)
10 ——
0.8 //
06
04 /
02
0.0
= (53] - Liw] L
= o o o -
[ [ L (1] =
— [ L4 L
Values in Millions

Statistics Percentile
Minimum |0.00 5% (0.00
Maximum |50.75 10%: | 0.00
Mean 21.38 15%|0.00
Std Dev 15.59 20| 0.00
Variance |[243.028 25%(0.00
Skewness (-0.53 30%: (0.00
Kurtosis |1.52 36%|24.47
Median 2804 0% | 2673
Mode 0.00 45%|27.95
Left X 0.00 50% | 28.04
Left P 5% hh%|20.82
Right X 3883 60% | 3064
Right P 05% 65%|31.44
Diff X 35.93 T0%|32.25
Diff P 50% 76%|33.19
#Errors 0 B0%: (34,20
Filter Min |Off 86%|35.36
Filter Max |Off 90% | 365.74
#Filtered |0 95%|38.93
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- The time step
- Subscripts represent time
- Equity
- Assets
- Risk free rate

- Externally financed firm asset growth

- The dividend yield on equity (hence ; 5, jv, is the dividend yield on assets)

- The volatility of firm assets

- A draw from a standard normal distribution under the risk neutral probability
measure.

- The actual evolution of operating assets is identical except that gyis replaced by the

axpected return on assets R,
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- The time step

- Subscripts represent time

- Equity
I»’ - Assets
rf - Risk free rate

- Externally financed firm asset growth

- The dividend yield on equity (hence ;5 5, /v, is the dividend yield on assets)

- The possibly time-dependent volatility of operating assets

- A draw from a standard normal distribution

w=F -1 - The non-stochastic jump size

- An indicator that a jump has occirred

Py - The probability of a_ jump over an interval of length n

- The actual evolution of operating assets is identical except that gyis replaced

by the expected refwn on assets R,
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