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B =FEoME step down 732 ELS(Equity Linked Security) %3&2] g]lx3gko] wha) =9

= Wl wet o9 WS ¢ A Lol EE gt dubdon F&uEE o|dse
=, 2 Felshs 2] o]A4 Q121(DDRR, Divided Deferred Revenue Recognition)
Batar, o]AFYE o] 271 AA A st 27]3%8 Fxo| Wk Aeltia AdE =
9] 914 (IDRR, Implied Deferred Revenue Recognition) W4& 273l =Z 3},
DDRR®| 7%= ELS A A& ¢lgk 18] ExHe] o]l AR ALtE R B} & gHe]A]
ZHE wE] WA HH, ol Wt pin risk FFH 2ol 2748 KU BT o 528
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FAo] - whaulr | o]94=9] Step down, Pin risk

=S Y 120230 11, 200 12F Y 12024, 01, 05, AlAEA AL 12024, 02. 26.
*  NHEASHE FICC -85 213, 02-750-5752, E-mail: MinjaeKim@nhqv.com.
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WE A AL o8 4 i PHEEC] AFHYL, o) F o Ait HANES
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Heston, 1993; Schwartz et al., 1997; Gatheral, 2006; Dupire, 1994; <132 - #j3 2 2019;
AR, 2020). 2L o] 2 A 7HA7E A= XVA 5 o= <18 house] B7F o] 7}
DAEEA AL, o) F Fal Ak Ao ZHzto] oS At AE AdUE 3T 5 AU

(Castagna, 2012). B¢t ARt gl8|d 1728 $|A = ELS9F 22 A5S waste] Fab

AR Hgse Fi 48 FA59
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Z, FPPANPYY)E A (DellAeF 2Ee] o] &7bA (V)3 ol AF(RP) 22 W
#Aylsl= £ o]dd4=<] 212(DDRR, Divided Deferred Revenue Recognition) #2418 whZ A
Hw, A G @y 4=0]& A (3)3} o] rPY Fxo Wk 0 < PL, < 1,000 A4
A€t
NPVAS, t, Rt T)) = VIS, t) + RAt, T) oy
RAT,T)=0 2)
PL, = CF,— NPV"(5,,0,RX0, 7)) = CF,— { V"(5,,0) + R0, 7) } 3)

1) AF3A o 2= el g A W 7HA] o]ddte] 914 stk shA|RE B-82f B A wel FA9
Qs Friske B 7ee2E Uif A il #9914 AES MAT £ 9k
QubE 0 & oF, =10,000°] 3L ¥(S,,0) < 10,000 98] A3lAH g0, 7) = 05
W) =& 0 < PL, < 1,000 90| 2L, o]o] dFsl= o]AFY
T3 7] A2E oA rAo, 7)E At wel Ao
deceasing function® FEIS AUA =W, A (2)e] At 7o) whr] AF A= 0] SHsA Ak
YA o 2 myopicdt LAALFE, Brp Z 27] F9& st Hop WE S22 0 ke
R0, 7)E AA3A 2 Aol
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o714 5= Al A toll A 722 THAY, VA S, t) = tA A o] & IHL,
RAt,T)= tA-HAA Awel v 1774 weldle oldsds ow|gt) shA| v
OJARIO R = ¢ A (¢ < T)ollA] 271 8ko] SR RAL T)—00] Hojof sk 5A4&
RAsHA] Seghth whebs] BA A= Aol A RAL T)—00] He £4do] A o]
7HA e wredE = RS A (49} 22 A o]dge] QIA(IDRR, Implied Deferred Revenue
Recognition) W41& Aletslaiz} sy,

NPV S, t, RN t, 7)) = VIS, t, R, T)) = V(S t, R(t, T)) + Rt, T) 4)

Bl M= NPVAS, t, Rt T)) 2 NPVAS, t, R t, 7)) ZFoldl w2 18 ~9] kA A
gL Fok At oA dEke] g el tisto] A R == gt} Chapter IellA+=
o #3)l DDRRE WA dwsla, 27143 F29] A0 1ot 4&3 IDRRS
ZfekEs ghvk e =9 914 WA R(t, 7) ¢ Gl IDRROIA RrAt, 7)2 A4 B4l
thato] robr = gt} Chapter Mol A= Aol A o]-&8 ELS 855 A70ekaL, 7kl
o] &3k A% dlolElE Algth 12]3 DDRR¥ IDRROA AXtE 18] ~& 0]%?'5}04
MtM(Mark to Market) ¥} A e& vlals] ®a1, 27]/3ko] L3 sk Al el A9 dE}
ZEods FAstEE gk

o] 27 w7

V(S,t) = B[ V(S T) + DF, \S,|= DF, , H(ST PS4/, )dS ®)

3) A7IA 5,2 dF A elell wa thEth EAJolA A2 £ step down ELS %29 A5 LY A9

7V p, W8] A 2E & do)e] ¢ A9 7HE po] HEE 2= performance(s, = P/ P)E
AEe] 7HAo]l AART Ee N9 Aoz FAE multi asset AEY A9 dEES worst

performer(S, = min{P}/ P}, ... PY/ P}NE 7102 %9 7140 A}
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SFA 2k stepdown FF T o] AE W& wh] o] A YE(L, ty, -+, t,} oNA F1Z2AAE
S o mel 2748 ot AR, Z2V|4E Al OF B daage] st
t, AR A ol Vs, 1) = A (6)3F 2ol update T

CF,, S, € Stopping

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

V*(S,.t,) =

A @) 2ol 1, ARoNM 27173 o F7F AAEH, 5, L state spacel A ©]F 7HA&
VS, ;) = V¥(S,,t;) & WA 18]ar ol& 4 (DI} 22o] 3P backwardation S}aA,
dele] A3 (e<t)olA e Vis,t)E ArtsHA d

S, t;) f VS, i) @ PS5, 15,)dS, (7)

1.2 DDRR 0|2 A| step down T+& AEQ| =7|AM= 71x| HI}
AWHA Sl step down ELSO] -5 27138 t,€{t), ty, -, ty,= T} oA & A5 9
P
71224k 744 e A3 71223 7H] H1E]) performance( s, = P — ' 7R M

97 0 FEAF 7137} Folxth 27148 57F FE 27148 A0 £, 03

S
o Fol ], AHgto] AAHW AL 9 No} oFAE ol ¢ B A3

uj 2} Al frk wher
e W7 LIA] Aggho] o] o] A A v ddw E4do] BT 4 gl o= wid
wEstofof sz B(B< L, )= Barrier 2310] ofs] ALY whef BE o<t < 7

A s, > BATHE W] Aol A gt olxbE sl SR S, < B]l A

gholete EASIAL W1 5, < 1, 2 v T, M1-5,) WEe] 5 4o
JotAl k. = A (8)7 o] W] /\W«l deoss T & WA 571 B ol
gk Aol A=rfel w7] Al gl ofs A-ET).

) derow g <, <1° FHR L decreasing functiono|™, s,7F stetateln 27] 271743
7}/ el ‘jri i% =S AA Holdde Fxelth &3 B< L, 9 FEHE Adrh
5) FDMe 2 %7}8 7-§- Barrier 543 22 J o] B & grafting & o]-&3te] 7}stA € h(Dufty.



Step down 72 3F9] Aol A =qlol] mhe & kg A o
N+C, ,S,>B
case 1.5, > Bo<t< T)— thy OT
VS, T) = NSy else ®)
iy N+ Cm[, Sp> Ltu

case2.5, < BO<t< T)—
' {NSp else

VAS,t) = VAS,T)E backwardationdto] Alxbstar, 7F 271748 A1 ¢, A1 Aol A
2 (9)3 Zol 7|43k A E WA s

N+C,. P =1
VD(Sl;ti)aelse

t;

V(S t;) —{ )

agjar 2 6)F 2ol vAS,.t,) = V*(S,.t,) Z W78kl o]& tHA] backwardation 3F A
VAS,t)E AL ek AL o] MBS BE X749 Thsd ol FA AR AR el A
NPVAS,t,RAL,T)) w3 AA dgko] Hof AXEH = NPVAS, .1, RUL, T)) EAEH70]
A7 itk A (DS o]&3te] Z27188te] 248 d 49 A 7kx= 4 (1003 2ok

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

~ N+C, +Rt,, T)

BRAIRE A QA F1e 5 o), AAl wAel Al AR N+ ¢, R Rt T) WHEe
Zpo7b ASHAl k. Z, o] 241 7t A F 7t Bk Aotk B8 HeAQ]
F3) J7HE sk 7] wiitell, Weiale 271 sk 8 Al A, T) ] F7F oo ] arg-at
4=tk AN dElE ANe o o] 5= VSt = RAL, T)E 1E s %907] wliEol
B} 2 dERS AMOSA =i, Aol mekA NPvAS,LRALT)) 0 WEtE A8

ArgalA]) SahAl Bk B3 pin risk WA Al 2748 o ol Wt Rt 7)ol S DEs
9o mAHAol EAei, 53] Alikd dEls AR A AE 8]l 2718l
Adufehs A &8 Edol 71 Aol

6) Step down $FE 171 Spobslol 27198e] olol s, o wAel A FEE AU kel
W2 whesl Bk weka A B A vis, o AR A6 A Beke

PrGRE TS, ol A2 B AASE pi, 1)E TASA EHG. G LA A £
U] B2, 1) R BAA Wk A S, TR J|EAe b sk B3k AU
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1.3 IDRR 0|& A| step down F#x && =7|&&hd JHXE7t

IDRR2 2717338 9 uf 002 FHEE R(t,7) 548 o|&7F Hrie o i+gst=
waolth ¢ R(7,7) =0°]22 IDRRS &3l ete wh7] Al deA e 7kx]= 4] ()7
YAl VI(Sp T00) = VAS, T) oItk sHAITE 271738 7M1 & wrdshs A 9% 4 AD#

] o

N+C —Rt, 1), S, = L,

11
VIS, b, R, 7)), else "

VA (S, .t Rt T)) —{

3k

o} ofuf A &2 Aol A Bt

AHTE2 B8 FEshs oldgeo] & Wl Qlates Mg Zlo|th 1e]aL o] F
HAE o274 E ol gate] AAAIR toll Aol 7HA] VI(s,t) & AXtskA €k e
npuro e A (12)3 ol rit,7)E BAI o8& 7t VISR (t,T))S ALTsH

mebA IDRR= *37kshH 2] 2
T vk 27189 7he el Y A

2] (13)3 2ol o] & H7} B el A=dk= g NPVAS, t, AL, 1)) Akelo] 227}
A 5= 9L, o] & ol &stel NPVAS, t, AL, 7)) °] BEtE Bt g o w o e
T A =

NPVAS, ot —e. Rt =, 7)) = [N+ qu’(ti,T)]JrR[(ti,T) =N+, (13)
2. IDRR2| oA Al MH
21 ojAF R(t,7)oll et JHA

w mwdlAE 9 e P, 9ol S WA AP A DR 00 sk
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oL
e

R(t,1)E 7173t}

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

2.2 o] rfo, 7)ol CHEH 7Y

A% 3o pPLe E=EIE RUGLDE A Qo st A" At
NPVI(S, 0, R0, D) AN A= ©] PLyS A & Qe

R
RY0,7)= VS, 0, R1(0,7)) 2} monotonic increasing Ao 22

RN0,7) = argmin ,, ,|PL,—(CF,— V(5,,0,R10,1)))| (15)

R0, 7)
o H4g B3l RIO.DE 7T 5 Utk

M. IDRR¥” DDRRY] ¢H8A vz

1. ELS AEZ 7=, I} model ¥ HI} data
1.1 ELS AZE Z=(Stepdown with barrier)

E chapteroll 4= <& 1>ol4 42718 step down ELS A%2 ©]-83l9] DDRR¥} IDRR2]
zo] 2 A S Rt <% 1> 20224 19 3¢ 433k why] 39, 53]0] A 27]4k5o)
7bed 725 AN 271738 AA ¢ollM 5 > 1, S RERIvRE, A2 M1+ ) &

A Era Aloke] hnw A €k vk A3k glo] vbV7kA] Aleko]l frAETY, 5 < B
of o] mebM du &4 oF7F AeAA ddt
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<3 1> Step down ELS A& T=(Knock in barrier &&).
&E TE N
AE ey &E w1 Z7174%8 F7] Notional Position
20223 1€ 39 20254 1€ 2¢ 6714 10,000,000,000 Sell
71% A2F AR (Worst Performer)
712245 A A 71E7 71zA4t B B 71&7}
KOSPI2 395.51 SPX 4796.56
27148 AR
23813 2} IS 271738 23 (1) Coupon (G)
1 20223 6€ 30¥ 90% 3%
2 2022 12¢ 30¥ 90% 6%
3 2023 7€ 02¢¥ 85% 9%
4 2023 12¢€ 30¢ 85% 12%
5 20243 7€ 02¢ 80% 15%
Knock in Barrier9] trigger &7
Worst performer”} Barrier 55% ©|8}= &t& sl= 4%
k7] =7
Barrier Hit oJ%  A. 7, level Coupon () A. P, level B. A3kl
No 55% Z3} 18% 55% ol&t 7,
YES 75% &3} 18% 75% o3k P,

_

2 AEEILU™E

E E 2 Jognormal modeld}lol| 4] Andreasen Huge modelZ A4 local volatility =
o]-g-3to] H7laFAtH Andreasen et al, 2010). WA 54 Markit® 25 A|F-E datas
ol g5t o, xrtAT TwrlE wAste] #HrKsl7]l 98] 2D linear interpolations
st ok dE2 wid JHE o] 83t drift terme AlMbI 3, ko] PP
fste] 2R 7he] AHBAIE EWMAE o] &3t H7bstdth(z A, 2017). FDM<=
ol g3t o, gride 0< 5, <25 7IF2E 2007H9] node® WFSITh

1.3 AIEH[0lE

ELS waidel 2022 19 349 7|22 A& 718 < 2>9F o} F2] A3
o| A, 9% A AlFIHE gl B WiEo] Ao Qltk web ELS AR A5 ES
oz g el A7} 7He e YA
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<¥E 2> KOSPI22t SPXe| M= 7HA.

7122 AdE A s o s 7HA
hizd KOSPI2 SPX KOSPI2 SPX
6M 395.63 4796.56 100.0% 99.6%
12M 392.63 4719.321 99.2% 99.5%
18M 394.15 4774.27 99.7% 99.6%
24M 390.91 478881 98.8% 99.8%
30M 39313 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) o] nAEo] 9o <F
3> KOSPI2, <3 4>+ SPXe| % dad o] AW dS HolFt) A2 Markite
TA] 2 spot 7FA 9] moneynessE 7|F 0.2 FAFA, TE]a 1A E AAE v YR
WAA S-S A g A RE YA H Aol o] &= A 9 E vk ] Bkt
AA ELS 7HAel| ek 3 ¢ Qlom R ofgfje} Zho] Hiksle] HoJHE 7Fo R AAES
doolEstdnt. 18a o]gA Bt | WAREES 7R o7t ¢ aEs
At THA A, 2018).

<FE 3> KOSPR22e| LHA{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% 271% 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| UMHsH

SPX WAH 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. DDRRZ} IDRROf| cH$t AlAIE &M
2.1 ol r70, 1) R0, 7) ME

B pryoll et NPVPSE NPV <G 5>9F 2ol U FAE A6
2 =M= HIAES flste] VIS AR ofF ti=FAl rY0,7) S A, 1714

AEE NPV EE o8-St A0, 7)E AE skt

0

Loldsel rio,7)HE.

T

<# 5 pL, T &

By ol2rt % WA (3)

V28,0, R0, 7)) 9,641,454,299 V1(S,,0,2%0, 7)) 9,951,835,014
RP0,D 310,380,715 R0, D 1,000,000,000
NPVZ(8,,0,RP(0, ) 9,951,835,014 NPV(S,,0,RY0, ) 9,951,835,014
PIL, 48,164,986

2.2 DDRRI} IDRRof| 2 ELS && @it 7t & T2 #st AAE H|w

20221 14 3 H 1097149 AALS B
5= KOSPLR2(sHet AA) +423} SPX(F% ¢
7127k o] shdete] 27138 2S ek Sl oo [ 2l NPv(
el ) sk NPVt ) o] Al A oIt NPYPSE NPVTE] HAA Aol F Akl 7}
itk spAIRE NPV Pol NpVIel wlste] 12 271 kel Aold 68 o] F 1 ] HA]
datee Ae 48 &

] 93}
=2 A

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 128 32 O|F KOSPI22t SPX

A

’
lo
o

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

Bl
2
d
N

(22 2] 20224 1& 32 o|+ DDRRIt IDRRES 0|88t ELS

502 RIS AZoA] A2y agl Ay} dulu) A s A
ol =5 ghrh o] A (16)3% Zo odd PLE ©

% =
ot
=

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

13 0 & key rate 9EL Hl7} 2
“ﬂEPﬂ st 12 Mm-z— ¢ A A ol omaitt. = 2] (160 A A<
S o Jos o gt
(2% 3] DDRR %<& OI%o}ME wjof e dieely, [ 4]—;_ IDRR 22
o] &3S wel 12 dyo|th T A4 BT oA HF AL ELS A%l 7HA
HSHPL), W7 A2 2 (16)914 AXFE ELS 52 NPV ¥s} o) l ojt}y. LejaL

o
slete] G A (16) 0.2 MM E R & curvature £ (H| A2 £48 AUE 2407

>

DDRR 2HA10]| [} 2 Greeks A H =

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 2H4Al9| 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, )

[Z22! 4] ELS =0l thst IDRRS 2+l greeks A&

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

(212! 5] KOSPI22t SPXe| HEt A[AE Bl (IDRRZt DDRR).

1%k =)L on|tth. NpViel NPYVP] f2 e 2 sl YU SRR [29 3]elA 9
7o)l DDRR 18242 dAEE £9 WEe [19 4]9 IDRR A$-Ht} A4 Eojx+=
A7t 5 TS

DDRR®] 182~ A& o] [DRRe] H|3te] E<HdA Q1 o]fi+= [19b]ellA] 2+ &= 9k
[2¥5]%= DDRR¥ IDRRS] WO ZHE Ab&e dEle] AlALe|rh apaka A
DDRR< ©|-&3to] ALk KOSPIR29] e}, 3]4 87242 SPXe| defolt), 1e)al F5-4)
1 IDRRS o] &3] ALt KOSPR29] HEL, ofefj7} 778 =ghd] H 7243 SPX9
detoltt. [29 SlellA ek 2ol step down S EalskA HW It Pl
71 Z22HFQ1 KOSPI2¢} SPX $8 A A (-2 Ep o] AL, o]of Br5=o] KOSPI29} SPXE
ujste] B8 88 A "rk 1dd A 27133 At ddehs 6] oMW
DDRR®| 18227} IDRRe] Hlt o€ o2 BobAst 318 #213 4= it} o] IDRR

2717343 J7F Al 2 ADoNAM e 2ol rAt T) 71 ¥hd ol ¥aL, o] 2<15ke] pin risk®) ]
F =7t Al H 02 smoothing ¥ Eo]1E7] wWliEolt). o]d aloz [19 4]9} 7o)
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IDRRS] 18] A o] == AL 58 4= vk =3 dete] Azl A7) dA
IDRR©¢] A 7]l IDRRE ©]-&3l= 4% AA=HA ¢ % Aol A ELSE 314
& Pk Ao 7p WA s
2.3 1R}, 2&F Z=7|ME AIHoM HE =20l 24

So2 A WA T A 27143l 2Ad A dEF T39S AH R TS o) 13k}
27l sigets L, o L, = B 90%0lH, AE A 73kelA BE 55%elth el
2022 149 3% dHolHE o] 88191, KOSPI29 SPX 9] 8,7} 35%01 4 110%71H4] ML
o] DELS ARSI (28 61 13 27 Askde) 9173 ad 69 4Y Ak KOSPRe)
e} 22 ud9o)t), gkt 442 DDRROA A& 58 KOSPI29] 9E}, w7 HAe

1X} AFS} KOSPI delta

50,000,000

-50,000,000

-100,000,000

-150,000,000
KOSPI  seesee KOSPI(R)
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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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