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A els Wl mel YA Wl 5= A ol EE 3t} dutHo R B8 o]dFdy
o715 o] 97 #elsle Bl o] AA(DDRR, Divided Deferred Revenue Recognition)
H}FAl &

=

Areta, o|dFelE o] 271 A A mEfate] 27]733 Fxdl| Bt A3ttt ddE =
WA o]ed4=¢] 914 (IDRR, Implied Deferred Revenue Recognition) %4]& &/)8l=2 3},
DDRR®| 7%= ELS gA] A& $lgk 2] 2o o|dfelahs WAR AR B B} & #e]A|
HE THEo] WA 1w, oo we} pin risk A&} Zo] 27133 AR EFAE uf F289
AsfaiAl €k, W IDRRO] A -f-= oldsele] o] &7 H7F ol melslo] 13~ Hojgh
daelx] 37 913, pin riskell A& FoH 02 PP AR E8o] Thedhe g%

FAo] - whaiulr | o]el4=9] Step down, Pin risk

=S Y 120230 11 20, 12F Y 12024, 01, 05, AlAEA AL 12024 02. 26.
*  NHEASHE FICC e85 23, 02-750-5752, E-mail: MinjaeKim@nhqv.com.
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A SASE] HUF HHEL FEZT S BAEE o224 Ef] oA Hr}
B2 A 2ARES o] 83 g e WHEEC] ATHUL, ol & vt o At N ES
gl 2 -85t EUi7F ¥ AckBlack et al., 1973; Derman et al., 1994; Hagan, 2002;
Heston, 1993; Schwartz et al., 1997; Gatheral, 2006; Dupire, 1994; 9@ 3 - ¥j& < 2019;
ATA, 2020). 28] 3L o] &4 7HA7F Y= XVA 522 3] housed] B7} #}o| 7}k
WAL, o] & SRl Al A ZH o] Fols HetH AE AdE 73T+ AN

(Castagna, 2012). B¢t Ak gle|d 1748 $8|A % ELS9F 22 AaS waste] £
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NPVAS, t, Rt T)) = VIS, t)+ RAt, T) 1
RAT,T)=0 2)
PL, = CF,— NPV"(5,,0,RX0, 7)) = CF,— { V"(5,,0) + R0, 7) } 3)

1) AT AV o 2= el g A W 7HA] o|ddte] 914 stk shA| R B-82f B A wel FA9
ARE Frkske A3 Vo 2E UiF A wep ol AlIHE WA & Ak

QukH 02 oF, =10,000°] L V(S,,0) < 10,000 98] A3lM g0, 7) = 0E

w8y =92 0 < pr, < 1,000 80]aL, olof] Pz o] 0 < R0, 7) < 1,00082] FENZ} Hk
T3k 7] A2H oA+ rAo, 7)E ARt whel FRIH o Z 1AHY] witel] ¢of w2 monotonic
deceasing function®] HE|E A YA =, 2] (2)oA e Zo] w7 AlHel A= 00 FH3HA €t
At 0 2 myopicst THAILTE, Bt & 27 F& JAs L B wE SE2 0 FHEE
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Step down T2 FEF2] Aol W4 = mE & KA M %

A7IA s dele] AR el M 1zAke] 7R, VA, = tA el A o & BT,
RALT)= tA AN Adme] vE7] 7744 dolsls oldsrels vt st o]
Rho g AR (e < 7)ol 27173 8ke] S HW R T)—00] HojoF sk 54S
BARSHA] Frdih A 11*1011*1” AN M RAL T)>00] Bz HAo] AAl o] &
7Hel iigd o =S 4 (Do 22 WA oA} IA(IDRR, Implied Deferred Revenue
Recognition) 4< Xﬂ‘if‘b—x} Eia=

NPVAS, t, R, T)) = VIS, t,R(t,T)) = V' (S, t, R{t, 7)) + Rt, T) (4)

EAR N = NPVAS, . R T)) #F NPVAS, R, 7)) Zholel mE T1E 2o by
271R A A A dEre] P Aol diste] AH R % gtk Chapter HolA =
HEA ol #8)Ql DDRRS WA Awala, 27143k Fx0] A¥Fo 1} A3tst [DRRS
= Rk 2]an o) 1A A R(t 7)o FEISHIDRRAM R1¢ 7) & A Al

8ho] robr e gt} Chapter MoA = A4 o] &3 ELS %= &lshaL, 57te]
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3) A7NA 5= F Aol whh th2rh B A AR E step down ELS A9 A= dd A K9

7tA P, Oiv] dE L F Qleje] ¢ AR Y 7HA p,o HEE A9 H = performance(s, = P/ P)E
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SFA 2k stepdown FF T o] AE W& k] o)A vE(1, ty, -+, t,} oNA A1 ALY
S ol wed 27138 o Rt AR E I, 2748 Al oF B desge] dAgtd
t, AR ol Vs, 1) = A (6)3F 2ol update ¥ Th

CF,, S, € Stopping

V(St,,ti ) S, & Stopping 6)

V*(S,.t,) =

A 63 2ol 1, AN 27173 o R7F A, 5, L state spacel A ©]F 7H&
VS, .t;,) = V¥(S,,t,) & WA 1e]ar ol& 4] (DI} 22o] 3P backwardation }aA,
dele] tA1A (e<t)olA e Vis,t)E ArtstAl "

V(S;z f V( tivq’ i+1 (*5;,+1|‘S;,)d‘52+i (7)

1.2 DDRR 0|2 A| step down T& AEQ| =7|M= 71| -7}
AWHA <l step down ELSO] -5 27188 t,€{t), ty, -, ty,= T} oA T3 A3 9
P
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a) 3 A e}, ey
AE W) A7 gho] ol Fo] A ke AF £o] AR & Qw0 v
#aetolo} k= B(B< 1, ) Barrier Z710] o8] A WroF WE <t < 7

TRIA S, >B°j1:‘rtﬂ RE7) Aol M A3t oAk H s HAARE S < B

Jabl Wk = 4 @3 o] W] A9 FEEE WA F WA 57 B olsh
S ol ULkst W AR 5,9 o8] AFAT.

) dergow g <, <19 FHR L decreasing functiono|™, §,7F stetatele 27] 27]/3%
7Feide] A moAESE A Holdle Fxelth &3 B< L, o FEHE Atk

5 FDMo.Z #7}et 7% Barrier 343 22 dejo] 22 grafting HJ%‘% o] g-alo] FrlelA @ rH(Duffy
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N+C, ,5.>B

NSp  else )
NG, Sp> 1,

NSp  else

casel.§, >B0<t< T)— {
VAS,T) =
case2.5, < Blo<t< T)—>{

VAS,t) = VAS,T)E backwardationdte] AlAkslar, zF 27]743k A}l ¢ Al H ol A
2 (9)3 Zol Z7)43 A E WA

N+C,. P =1
VD(kg[l7ti)a6l86

t;

wwwg_{ )

agjar 2 (6)7 2ol vAS,.t,) = V*(S,.t,) Z W7 skaL, o]& tHA] backwardation 3F A
VAS,t)E AL ek ARt o] MBS BE X719 Zhs g ol FA AR AR el A
NPVAS R T)) #3t A kol wo] AXH= NPVAS,.1,RAt, T)) =A%/ 0l
B Ak A (D& o] &ste] Z7)43ke] 2434 A5 FA9] 71A= 4 (1003 2t

NPVAS, ot o Rt 1)) = VAS, ot —e,RAt, 1)) + Rt, T) (10)

~ N+C, +Rt,, T)

AT A A BRAE 5= Ql0], AA| LA ARSRE N+ ¢ S R, T) TR
Aol 7k WAYE Hr) %, o2 4Ql W7 A} 127k BAshE Aolth BE wEA9
) H7hE Ser) Wl MaAks 2714 8 Al RO, T) $50) 7 olo] B
Sk S AEkE AN 0] ol 8HE Vs, E R, T)E 1lekA 2] U
weh 2 GeE A9 Ha, Aol wekd NPVASLRALT) O WEE s

a5 Bk E4 pinrisk WA A £718 ool wek £, 7)o e
Eofo) Aol EAete, 53 AN WEks e AMeAE 8T 271380l
Asfehs A9 $& £40] F74E Aol e,

6) Step down F¥F2 L, } Eolx|of 27]dgko] o] FoAH, ofjuf I7e] 741 ?%% A &38t7] 918kl
W st Enk whEkA] B2 F7F Al v s, 1) = AA DA A st
: A& Bl AAHE RAL, 1) L EA XF fﬂrEW reare] HA &9
B2, 1) R FAXS] DEFE AteHAl HaL, akEe] 7| 2ARNS F7hE sjarste A AUl
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1.3 IDRR 0|& A| step down F#x &&F =7|&t&hd JHXE7t

Z71%4% 2 v 008 FHEE R(t,T7) 545 olE7F W1 u wiedshe
Walolth o R(7,7) =001 22 IDRRS A&t et vh7] Aol A ] 7kx= 2] (8)¥
T VI(S, T20) = VS, T) oItk SRR 2713t 7EX & wkedshe A (9% 24 (1)
2ol E ojdglo] QAH F JY=F WA HAr
N+C —Rt, 1), S, = L,
{ V[*(StllytpRl(t, 7));else (an

A 3k
H 4FE skl el Edt ol 4 g Aol A Bt
AHTE2 B8 FEshes ojdgoo] & Wl Qlatwes Mg Aotk 1e]al o] F
AAE o] 274 ol gate] AAAIR toll Mol 7FA] VI(s,t) & AXteA €k e
nputo w2 (12)3 2ol rit,7)E BAs A o8& 7t VAS,t,r(t,T)) S ALTsH

VIS, t, RUt, T)) = V(S t, RN t, 7))+ RAt, T) (12)

b IDRRE 3 71skd A (1007 22 DDRRe] #A44Q1 714 wist HAd S a4 e
T AUrk 271738 7Fsde] B A9-EtE A (DE S8 Ak IDRRA] A 74 =
2 (13)7} o] o] H7F 9@ uol A&Esh= wd NPVAS, t, RUt, T)) AFele] 2|7t
ARRIAA Ak 23 VA, ¢, RN, 7)) AN RAE T) S 1EEE R YA | DEE
A 5= 9L, o] & ol&stel NPVAS, t, AL, 7)) 9] BEtE Bt St Ao w o e

T A Hrk
NPVAS, ot —e.RAt, =€, 1)) = [N+ C, = R4, T) [+ RY(t, T) = N+ G, (13)
2. IDRR2| oA Al MH

2.1 ol R, ol chEt J1HH

2R 9 £ pr, AN FE W AFH FE 0o FPe



Step down T2 &S] Aol W4 = mE & KA M 9

R(t,7)E 7M.

R(,T) = R(0, T)(lfiT) (14)

2.2 o] rfo, 7)ol CHEH 7Y

Hqdek FFo rPLys EEFste RALD 2 Qo oste] AAHr) shA|vh
NPV'(S), 0, RY(0,7)) A= o] PLys ALE = A= R0, 7)E AtsloF gehn o]

RY0,7)= VS, 0, R1(0,7)) 2} monotonic increasing Ao 22
RN0,7) =argmin , ,|PL,—(CF,— V1(5,,0,210,7)))] (15)
o] #4& F3tel r10,1E 7 F AT

IDRR¥ DDRR2] ¢H4Al |z

1. ELS &E =, "7} model ¥ H7} data
1.1 ELS AE F=(Stepdown with barrier)

B chapterol A& <& 1>04 £71& step down ELS A& o]-43}o] DDRR¥ IDRR?]
j}o]% 72X 18] 2o} <F 1> 202241 19 3Y wkal el uky) 3y 5§]oﬂ Ax %7430
Fedh TxE 2MA 27138 A (A S5, > L, E HEIT, 1S N1+C) S

AEran Aloke] kR w A frk vk A3k glo] RbV7kA] Aleko] frAETY, 5 < B
of o] mebM du &4 oF7F AeAA dnt

7) PLy= CF,— V{S,,0,(0, 7)) 5 W& 4= & 0,1 E = A2 A7 4= qlv). a8lx pr, S
V0, 7)9 94 MER AAEHE F4E At o] &3, r{0, 1)) 2EE B8l pr,e Y=
g2 s ditke 3AA =S A% 5
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<3 1> Step down ELS && T =(Knock in barrier &&).
&E TE N
AE ey &E R Z7174%8 37 Notional Position
2022 1€ 39 2025\ 149 2¢ 6714 10,000,000,000 Sell
71% A2t AR (Worst Performer)
71 ZAE A A 717} 71z B B 71&7}
KOSPI2 395.51 SPX 4796.56
27148 AR
218} 3) 2} = 271738 24 (14,) Coupon ()
1 20223 6€ 30¥ 90% 3%
2 2022 12¢ 30¥ 90% 6%
3 20233 7€ 02¢¥ 85% 9%
4 2023 12¢€ 30¢ 85% 12%
5 20243 7€ 02¢ 80% 15%
Knock in Barrierd trigger %71
Worst performer”} Barrier 55% ©|st= dlg sl= 49
k7] =7
Barrier Hit oJ%  A. 7, level Coupon () A. P, level B. A3kl
No 55% Z3} 18% 55% olat 7,
YES 75% 23} 18% 75% o3 B,

_

2 AEEL U™E

B AL Jognormal modeldlell A Andreasen Huge model2 AlAHE local volatility S
o] &3] 7} tH Andreasen et al, 2010). WA EA & Markit & ZHE] A3 dataS

[F=h

ol g3t o, YPAHAD g mAste] Brkstz] $1dl 2D linear interpolation=
T3Pt} a3k MED v FHE o] &3fo] drift termS AlAHEIN 1, Hrte] oA S
dste] At zhe] ARAAE EWMAZS o] g3to] Hrlstsoh(ulAl, 2017). FDM<S
o] &3, gride 0< 5, <2& 7IE2E 200719] node® Wr3ith

1.3 AIEH0lE

ELS w919l 20224 19
olA1&, 9|8 AHE A3}

A7 st KOSPI29F SPX+ 4= A
2017).

jQ
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<¥E 2> KOSPI22t SPXe| M= 7HA.

7122 AdE 7 s dv s 7HA
hizd KOSPI2 SPX KOSPI2 SPX
6M 395.63 4796.56 100.0% 99.6%
12M 39263 4719.321 99.2% 99.5%
18M 394.15 ATTA2T 99.7% 99.6%
24M 390.91 478881 98.8% 99.8%
30M 393.13 4803.37 99.4% 100.1%
36M 394,51 4820.08 99.7% 100.5%

ARE bl ALEE YAZEA T v <E 3> <E 4>9)F o] nAEo] 9o <F
3> KOSPI2, <3 4>+ SPXe| A ade] yAsdS HolFtt AA = Markite
TA] 2 spot 7FA Q] moneynessE 7|E 0.2 PA7LA, 1E]a 1A EH AAE v gz
WAASA S A ) SHAIRE WA HE Aol o] &)= A 9 E v €] wisht
AA ELS 7140l ek A 7 QloB R ofgfje} Zho] Hiksle] HoJHE 7|Fo R AAES
doolEstdrt. 1ga o]gA Bt | WAREES 7VIEoRE o7t ¥ aEs
AbstATHA A, 2018).

<¥ 3> KOSPR22| LHx{H A

KOSPI WA #-&4

150 200 250 300 350 400 450 500 550

3M 45% 44% 36% 28% 21% 16% 15% 17% 20%
6M 40% 40% 33% 27% 22% 17% 15% 16% 17%
1Y 35% 34% 29% 25% 21% 18% 16% 16% 17%

18M 31% 31% 27% 23% 20% 18% 17% 16% 17%
2Y 29% 29% 25% 22% 20% 18% 17% 17% 17%

3Y 26% 26% 23% 21% 19% 18% 17% 17% 17%

<E 4> SPXe| UMHzH

SPX AH 54

2000 2500 3000 3500 4000 4500 5000 5500 6000

3M 59% 57% 47% 37% 20% 16% 13% 13% 16%
6M 49% 48% 40% 33% 21% 17% 15% 13% 14%
1Y 42% 40% 35% 30% 22% 18% 18% 15% 14%

18M 38% 37% 33% 29% 22% 18% 19% 16% 15%
2Y 35% 35% 31% 28% 22% 18% 19% 17% 15%

3Y 33% 32% 29% 26% 22% 18% 20% 18% 17%
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2. DDRR=} IDRRYY| cHEt AlAIE =4
2.1 ol r%0, 72 RY0.7) HH

wey el prol @t NPVPSE NPVIE <3 5>9F o] HUd A= A
& =olA= HIAES flste] VIS AR o] F ti=FARl rY0,7) S A, 1714
AEE NPV S ol8-skel RY0,7)E AlEEHSiT

0

L olod==el pio, 1) MHA.

T

<E 5> pr, 2o &

Y 027t % F7HE (3

V28,0, R0, T)) 9,641,454,299 V4(s,,0, 270, 7)) 9,951,835,014
R0, 7) 310,380,715 R0, D 1,000,000,000
NPVP(8,,0, RP(0, T)) 9,951,835,014 NPV(S,,0, R0, 7)) 9,951,835,014
PIL, 48,164,986

2.2 DDRRI} IDRRo|| 2 ELS & @it 744 & J={A #et AAE H|w

2022\ 1€ 3L5H 108749 AAES B8] RS g [2d 1] 7 7] 2200
§"= KOSPI2(3+&h A1) &3 SPX(F% HF24) Sd =S vept & A7}

7157F v slakste] 27148k 2718 sk Fakqinh Lo ® (19 2l NPVP(FE

Bl 2] a) o NPVI(Se )] AlAlE oIty NPVPeE NPV HAA FAd = & Aol 7}

OiDP OWU} NPVPol NPVIO) HEke] 12} 2748k Aa)d 62w o]F t]< wha] 7}
dste = s g 4 gk

Index

1.100

1.000

0.900

0.800

0.700

20220103
20220113
20220125
20220209
20220221
20220304
20220317
20220329
20220408
20220420
20220502
20220513
20220525
20220608
20220620
20220630
20220712
20220722
20220803
20220816
20220826
20220907
20220921
20221004
20221017
20221027

(22 1] 20224 1 32 Oo|F KOSPI22t SPX

A

>
10
N

AAL
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ELS SXH 742 A|H &

11,000,000,000

10,000,000,000

9,000,000,000

8,000,000,000

20220103
20220112
20220121
20220204
20220215
20220224
20220308
20220318
20220329
20220407
20220418
20220427
20220509
20220518
20220527
20220609
20220620
20220629
20220708
20220719
20220728
20220808
20220818
20220829
20220907
20220920
20220929
20221012
20221021

IDRR

(33 2] 20224 1& 32 o|* DDRRZ} IDRRE 0| &%t ELS & 7HA

Hr

502 RIS AZo|A] Al=F 1 27} dul}t AdEA
Golu = G} o) 2] (16)3 o] o 4H PLS o

% R
o
*

dIl(t+7) = DA, (0 [M(t+7) = M (1)] (16)

21 (16)elA A, ()= deole] tdellA] ALke A © & key rate @E}, W7} 2

B
AElol sy el n (s 2 WAl A dolEE Sjuldt 2 4] 16 H8A9
o)

1

42 AUE 29298 A4St AYee

el
[2%] 3]2 DDRR 4] o] &39S we] 18 dygola, [ 4]—t— IDRR #4]&
o] g3t S we] 18 Aoty F A9 5T gk T dE ELS ARl 7HA
HSH(PL), W7k A8 2 (16)0]4 AArE ELS AHEe] NPV W3} o|Akxolt} 18 il

] 3
sheke] B 4 (1622 AR5 A] &= curvature S (HIAFAA S A= 4=

800,000,000 700,000,000

400,000,000 500,000,000

E

o

300,000,000

20220104
20220112
20220120

-400,000,000 100,000,000

gttt gttt o b, PR % T oy o .|.|| b sah
e y . !

-800,000,000 100,000,000

C—GAP(DDRR, @) " FES}IPL(DDRR, )  ***°°° Greeks 0f 4} (DDRR, )

[O2 3] ELS AHZol| st DDRRES 2HAl9| greeks AMm™
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IDRR HHALO]| [[}2 Greeks A1 & 2

800,000,000 700,000,000

400,000,000 500,000,000

A~ 300,000,000

o

0220104 53
0220112
0220120

NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN
-400,000,000 100,000,000

gy L st et gt Wl 1 Ili |u|u,|l.d“|| g b e I,IL |r "ll el

-800,000,000 -100,000,000

C——GAP(DRR, )  ——  FEB}PL(DRR,ZH) 7T Greeks 044} (IDRR, )

(33 4] ELS &E0l|l et IDRRE 42| greeks AW &

Delta A| A € (IDRRL} DDRR)

20830
20907
20919
20927
21006
21017
21025

NNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN

20,000,000 S-S-S:

20
2
2
20
2
2
2

-40,000,000

-60,000,000

-80,000,000

KOSPI2_DDRR ~ =«===+ KOSPI2_IDRR === SPX_DDRR SPX_IDRR

(22! 5] KOSPI22t SPXe| HEt A[AE Bl (IDRRZ DDRR).

Qg )L ol deh NPVSE NPYPS] §19) e 2 st ek s u (17 3ol Mt
2o DDRR 1822 ol s 0] WS (19 49 IDRR 4§51t 27 Sojx
A9 FF BB

DDRR®] 122 Mg o] IDRRO| Hlste] Bk #3l o]+ [19 5lelA 245 < Qlth
[72¥15]= DDRR#¥ IDRR®] "o 2RE A& defo] AlA|doelrt gaba A4

DDRR2 ©]-&-3to] ZAl4ke KOSPLR2e| 2L 34 g2 SPXe] dEtelt). 1] S5
7412 IDRRS o] &3] ALt KOSPRe] HEL, ofefj7} 7748 w=ghd] H 7243 SPX9
defolth. [29 5lol et 2Eo] step down AES @HasA W LA dFd e
7] 2241 KOSPI29F SPX 4= 4] (-"2ERo] AL, o]ef skao] KOSPI2¢} SPXE
uj=ste] & 88wk 1R A 27143 ARt Fdsis 69 ol EolAd
DDRR9] 1827} IDRRY| H]ske] A o2 Eobdst 21S #9138 4= gt} o]« IDRRS
Z7125 HoF 2HAo 2] AD)elA <t 2ol R, 1) 7} wkedo] ¥ aL o] & 213}4] pin riskd 2]
=7t A 2 smoothing Ho] E0]E57] wlto|t)h o)A 2102 [1] 4]9} 7o)

Ao
T
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IDRR®| 18 Aweo] s = A F58 4 glrh ek defe] AjAel A7) A4
IDRRo] A 71|, IDRRS o]&3t= A9 AA~HA o ¥ el A ELSE A
4317 Aok Aolzp A S
2.3 1A, 24 =714 AIFoIM =2E =20 24

SO 2 A A, F WA 2738 ZA oA dE 2R oS AU EEE vl 1x}e}
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Abstract

Constructing the Robust Book for Step Down Product
by Introducing the Implied Deferred Revenue
Recognition

Minjae Kim*

In this paper, we compares risk amount (such as stability of mark to market, explaining
power of the greeks, and delta profile near the pin risk) of the step down product, the most
famous ELS(Equity Linked Security), generated from the different approach on how to recognize
the deferred profit. The traditional DDRR, Divided Deferred Revenue Recognition, which
separates the theoretical value and revenue from issuing, is reviewed, and IDRR, Implied
Deferred Revenue Recognition, which inserts revenue from issuing as the input of theoretical
value, are introduced. The DDRR leads to higher leverage since this value is constructed
without considering revenue recognition at early termination. Thus the stability at pin risk
area is deteriorated. In contrary, IDRR can enhance greeks stability, and construct less leveraged
and robust hedge position especially at pin risk, as theoretical valuation includes the effect

of revenue recognition at early termination.

Key words: Margin from the issuing, Deferred Revenue recognition, Step down product,
Pin Risk

% General Manager, NHIS, FICC Derivatives Trading Department, +82-2-750-5752,
E-mail: MinjaeKim@nhqv.com
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