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Euro Sovereign Crisis & Company Valuation: Increased Values with Increased Risk?  

Valuations & Opinions Group 

 

Q2 2012: Inside this Issue 
 
Welcome to the latest issue of the Valuations & Opinions Group Deal Read-
er, a newsletter offering insights on valuation topics of interest to financial 
executives, business owners, and investment and valuation professionals. 
We are pleased to provide commentary regarding relevant valuation topics 
of interest and keep you informed about recent developments at our firm. 
 

Key topics covered in the issue include: 

 Non-traded BDCs: Interview with Sutherland Asbill & Brennan LLP 
 Euro Sovereign Crisis & Company Valuation: Increased Values with In-

creased Risk?  
 Lincoln’s Perspectives on the Middle Market                                                       
 BDC Update: Trading & Capital Raising Activity 

Non-traded BDCs: An Interview with Steven Boehm & Cynthia Krus of Sutherland Asbill & 
Brennan LLP 

Lincoln: What is the benefit of a non-
traded BDC vs. a traded, listed BDC 
from an issuer perspective? From an 
investor perspective? 

Sutherland: From an issuer’s perspec-
tive, the advantage of a non-traded 
BDC is principally two-fold. First, in a 
choppy market, it provides a product 
that doesn’t depend on the market for 
its value. Rather, as a non-traded prod-
uct, its value is tied to the success of 
the investment portfolio, and as most of 
the investments in the portfolio are 
yield products, that success depends 
on the ability to generate investment 
income. 

Second, a non-traded BDC doesn’t 
depend on the availability of a window 

during which an underwriter would feel 
comfortable bringing the issuance to 
the market. Rather, the shares of a non
-traded BDC are sold on a best efforts 
basis, which is not dependent on meet-
ing the type of specific threshold usual-
ly necessary for commitment underwrit-
ten offerings of traded BDCs. 

From an investor’s perspective, the 
advantage is the potential for a regular 
dividend yield without the market risk 
associated with listed shares. The re-
turn associated with a non-traded BDC 
is based on its investment performance 
and not market movements, which 
may or may not be correlated to such 
performance.  

Lincoln: Alternatively, what are some 
of the disadvantages of a non-traded 
BDC vs. a traded, listed BDC from an 
issuer perspective? From an investor 
perspective? 

Sutherland: The main disadvantage 
for issuers of a non-traded BDC is the 
iterative process required to gather 
assets. Typically, even the most suc-
cessful non-traded products have a 
slow ramp-up. It is a time-consuming 
process to establish a network of bro-
ker-dealers who will sell the product 
through financial advisors, registered 
representatives and clients of regis-
tered investment advisers, whereas a 
firm commitment underwritten offering 
of a traded BDC provides significant 
capital immediately upon closing.  It is 
critical for a non-traded issuer to have 
a robust distribution network estab-
lished before trying to market a non-
traded BDC.   

(continued on page three) 

Performing company valuations is the 
daily business in M&A transactions. 
Usually this is done by a combination 
of a multiple and LBO valuation in con-
nection with a DCF analysis of the tar-
get’s cash flows. For the latter, the in-
vestor discounts the forecasted cash 
flows of the target by using its 
weighted average cost of capital 
(WACC) to calculate the company’s 
net present value, which represents 
the enterprise value of the target:  

The WACC formula thereby uses the 
weighted average cost of debt and 
equity of the investor. To arrive at the 
cost of equity, the CAPM model is tra-
ditionally relied upon along with as-
sumptions for the risk-free rate for in-
vestments and the company specific 
risk rate multiplied by the market risk 
premium:  

 
 

As this formula shows, the investor 
must determine, amongst other things, 

a risk-free rate as an alternative to the 
subject investment. Historically, 10-
year sovereign bonds were often used 
as a proxy to determine such a rate, 
whereby the respective currency of the 
target cash flows determined the juris-
diction of the bonds to exclude any 
adjustment for currency risk.  
If we take a closer look at the Euro-
zone and the recent performance of 10
-year government bond credit default 
swap (CDS) spreads, it is clear that for 
countries such as Spain, Italy and 
France investors assume a significant-
ly increased default risk as compared 
to Germany, a relative safe-haven in  

(continued on page six) 

Steven Boehm and Cynthia Krus are Partners in the Washington, 
DC office of Sutherland Asbill & Brennan LLP. Mr. Boehm and Ms. 
Krus advise companies on the structure and formation of various 
entities and the establishment and operation of private and public 
venture equity, including business development companies (“BDCs”).  
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Strong public equity markets and in-
vestor appetite through March 2012 
buoyed enterprise values for well per-
forming middle market companies. 
Overall, average middle market M&A 
valuation multiples mirrored the elevat-
ed levels seen in Q4 2011 on slower 
than expected deal flow. Loan pricing 
tightened in Q1 as opportunistic refi-
nancings, debt extensions and divi-
dend recaps outpaced LBO activity. 

Total leverage for M&A transactions 
expanded.  

Q1 financial performance across the 
companies in Lincoln’s database re-
mains strong across a broad group of 
companies and industries. However, 
less companies reported EBITDA 
growth than last quarter. Is this an omi-
nous sign foretelling an inflection point 
for middle market performance?  While 

we observed margin erosion across 
some companies, particularly in certain 
business services sub-segments and 
consumer products (mostly food com-
panies), the effect was not widespread. 
A closer look at the data suggest a 
contributing factor to margin erosion 
was caused by a reversal of historical 
cost cutting activities (e.g., SG&A in-
vestment).  Given the top-line growth 
which continues across most of our 
sample set, we see this as a sign of 
confidence in the future as mid-market 
companies plan for continued growth.  

Presented below are selected data 
from our Q1 valuation activities as cap-
tured by our proprietary database.  

M&A Transactions Revenue & EBITDA Trends 

Commentary: 

 Average total enterprise value (TEV) to LTM EBITDA multiple implied by closed M&A 
transactions in Q1 2012 was 7.1x, unchanged from Q4.  Q4 reflected a rebound from 
valuation declines in Q3 2011 that occurred following the increase in credit spreads 
and heightened uncertainty which began in July 2011 concurrent with the European 
sovereign debt crisis and U.S. credit downgrade. 

 Senior debt multiples remained steady at 3.0x from Q4 2011. However, total leverage 
expanded to 4.3x from 3.7x. Mezzanine and alternative financing structures, including 
unitranche, filled the gap. 

 Average equity contribution declined to 39% from 45% in the prior quarter. 

Commentary: 

 Approximately three-fourths of the companies observed reported revenue growth in Q1 
2012 vs. Q1 2011. This was an increase from 66% in the prior quarter.   

 However, slightly fewer companies reported EBITDA gains (56% in Q1 2012 vs. 62% in 
Q1 2011). Lincoln attributes this to margin compression resulting from higher commodity 
prices in certain industries and a restoration of SG&A to support top-line growth, a 
reversal of historical cost-cutting during the recession. 

Lincoln’s Perspectives on the Middle Market 

About Lincoln’s Valuation Database: Lincoln maintains an extensive proprietary database in 
connection with its quarterly portfolio valuation activities containing valuation and financial data 
for a diverse group of companies across ten primary industry segments. The database offers a 
glimpse into the middle-market where reliable data is otherwise limited. Valuation metrics reflect 
observed transaction multiples. Financial results reflect information available at the end of each 
calendar quarter (typically, financial statements for one or two months preceding the end of each 
calendar quarter). 

Q1 '11 Q2 '11 Q3 '11 Q4 '11 Q1 '12
TEV / EBITDA 6.8x 6.6x 6.0x 7.1x 7.1x
Total Debt / EBITDA 3.5x 3.9x 3.4x 3.7x 4.3x
Senior Debt / EBITDA 2.6x 3.2x 2.7x 3.0x 3.0x
Equity % of Total Cap 47% 39% 41% 45% 39%

Revenue EBITDA
Increases Decreases Increases Decreases

Q4 '11 66% 34% 62% 38%
Q1 '12 74% 26% 56% 44%

% Financial Growth Rates (Mean) Total Leverage (By Size) 

Commentary: 

 The best performing companies as measured by revenue and EBITDA growth rates fell 
within the $10 million to $50 million EBITDA range.  

 Strong top-line and earnings growth was evidenced in the Industrials segment with profit 
growth outpaced only by Healthcare. 

 Business services performance was dragged down by a preponderance of advertising-
based businesses and media services companies included in the segment. 

Note: Aerospace & Defense, Automotive & Truck, Chemicals, Energy, and Financial Services exclud-
ed due to limited historical data 

By Size:
Q1 '12 vs. Q1 '11

EBITDA Revenue EBITDA
$0 - $10 4.6% 0.3%
$10 - $50 7.5% 6.4%
> $50 4.1% 2.3%

Total 5.7% 3.4%

By Industry:
Q1 '12 vs. Q1 '11

Industry Sector Revenue EBITDA
Business Services 7.8% -6.9%
Consumer 7.6% 3.2%
Healthcare 5.1% 9.7%
Industrials 10.6% 7.9%
Technology -0.3% 3.1%

Total 5.9% 3.4%
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Interview with Sutherland Asbill & Brennan LLP (continued from page one) 
(continued from page one) 

Many private equity groups or other 
investment companies do not have 
such networks, or relationships with 
such networks, in place. 

A second disadvantage for non-traded 
issuers is the cumbersome process of 
regulatory approval that is required. 
Instead of receiving clearance from 
only the SEC and FINRA as a firm 
commitment underwritten offering re-
quires for traded BDCs, non-traded 
BDCs seeking to sell their shares must 
be approved by each state and juris-
diction in which shares will be sold, a 
process which takes a significant 
amount of time, effort, and resources. 
States are becoming more familiar with 
the BDC structure, but there are no 
specific state guidelines tailored to 
BDCs, so states may have a variety of 
different questions for the non-traded 
issuer. It can take months after the 
SEC and FINRA clear the offering be-
fore clearance is received from all 
states. 

For investors, the biggest 
disadvantage is illiquidity. 
In a traded BDC, inves-
tors can buy and sell 
shares as they please as 
long as there is a liquid 
market. Non-traded 
BDCs, on the other hand, 
are “buy and hold” prod-
ucts meant for investors that are seek-
ing a longer term income vehicle. 

Liquidity can be achieved in non-
traded BDCs through periodic issuer 
tender offers, which allow investors to 
sell their shares back to the issuer at a 
fixed discount to the current offering 
price or net asset value, depending on 
the repurchase terms. However, the 
total number of shares to be repur-
chased is usually limited to the number 
of shares that can be repurchased 
from the proceeds generated from the 
distribution reinvestment program or a 
maximum of 5% - 10% of the weighted 
average number of shares outstanding 
during the prior calendar year. If the 
number of shares investors seek to 
have repurchased exceeds this 
amount, repurchases are prorated 
among the selling investors according-
ly. So, there is no guarantee of com-
plete liquidity until a liquidity event, 

which may be 5-7 years after the com-
pletion of the public offering or any 
follow-on offering conducted by the 
non-traded BDC. A liquidity event may 
take the form of a listing on an ex-
change, a liquidation of assets or a 
merger with a third party. 

Lincoln: How is the offering price of 
the non-traded BDC shares deter-
mined? 

Sutherland: The main rule for pricing 
the sale of shares is that sales cannot 
be made at a price below net asset 
value per share, exclusive of any sell-
ing commissions or dealer manager 
fees. Non-traded BDCs have typically 
commenced operations with a $10 per 
share offering price, which is con-
sistent with the standard offering price 
in offerings by non-traded real estate 
investment trusts, or REITs. To the 
extent that the estimated net asset 
value of a non-traded BDC increases, 
the non-traded BDC is required to es-
tablish a new public offering price that 
is not below the estimated net asset 

value per share, exclusive 
of selling commissions 
and dealer manager fees. 
Although there is no regu-
latory requirement to do 
so, many non-traded 
BDCs also adjust the pub-
lic offering price if there is 
a material decline in the 

estimated value of their assets. How 
non-traded BDCs set the public offer-
ing price, based on increases and de-
creases in estimated net asset value, 
is evolving and we wouldn’t be sur-
prised if additional modification and 
formalization of these processes oc-
curred.   

Lincoln: How are the non-traded 
BDCs sold? How is the retail market-
place different than the institutional 
marketplace? 

Sutherland: The dealer manager is 
responsible for selling the shares 
through a network of selling firms, 
which then sell the shares through fi-
nancial advisors, registered represent-
atives and registered investment advis-
ers to individual investors. The end 
market for these shares is almost ex-
clusively retail investors who plan on 
holding the shares for a long period of 

time with the expectation of collecting a 
dividend yield. 

We have to remember that most of the 
products in the non-traded BDC space 
have been out for less than a year, and 
it is yet to be seen how successful non-
traded BDCs will be in raising pro-
ceeds in their offerings. As of now, 
there is only one non-traded BDC, FS 
Investment Corporation, that has re-
purchased shares pursuant to its share 
repurchase program. 

On the institutional side, there is gener-
ally very limited institutional ownership 
of non-traded BDC shares. Shares in 
non-traded BDCs are designed for the 
most part to be a retail product sold 
through financial advisors for long-term 
clients. Non-traded BDCs and traded 
BDCs are sold through two completely 
separate marketplaces and target dif-
ferent groups of investors. 

Lincoln: How does an investor in a 
non-traded BDC achieve liquidity for 
shares? In the near term? In the long-
term? 

Sutherland: Right now, investors do 
not have significant liquidity for their 
shares. For investors, the bottom line 
is that non-traded BDCs are sold as 
buy-and-hold income-producing prod-
ucts with limited liquidity in the short-
term. In the near term, non-traded 
BDCs may repurchase shares from its 
shareholders. FS Investment Corpora-
tion has been repurchasing shares 
pursuant to its share repurchase pro-
gram since the first quarter of 2010, 
but no other non-traded BDCs have 
been in operation long enough to 
make share repurchases. In the long-
term, non-traded BDCs intend to effect 
a liquidity event which may be a listing 
of its shares, a liquidation of its assets 
or a merger with a third party. We have 
seen one firm, Keating Capital, go 
through the entire process of operating 
as a non-traded BDC then achieving 
liquidity through its listing on the 
NASDAQ, where the listing raised $86 
million for its investors. There is a pipe-
line of other products that will go 
through this process in the next few 
years, but the fact of the matter is that 
the space is young and we have not 
yet seen how the full process for liquid-
ity will develop. 

“The return associ-
ated with a non-
traded BDC is based 
on its investment 
performance and not 
market movements” 
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BDC Developments 

 Six BDCs successfully completed IPOs during 
2011. Only one BDC completed an IPO 
during 2012 through June 2012; however, the 
IPO pipeline for BDCs remains strong.  The 
recent decline in P/BV could curtail new IPO 
activity. 

 Existing BDCs continue to raise significant 
capital through follow-on equity issuances with 
13 follow-on issuances already recorded 
during 2012. 

 With the recent stalling of the IPO market, 
private BDCs, such as FS Financial and TPG 
Specialty Lending, are growing in number. 

BDC Capital Raising Activity 

Valuations & Opinions Group 
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BDC Index Underperforms S&P in Q2 2012 

2011, 2012 YTD BDC Follow-On Issuances 2011, 2012 YTD BDC IPOs 

BDC IPOs in the Pipeline 

Source: Capital IQ , BB&T, Dealogic ECM Analytics, Thomson Financial 
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Non-Traded, Private BDCs 

BDC -10.0% since 6/2011 
S&P -0.5% since 6/2011 

* Currently in registration 

Amount Post-Deal Offer Price
Offered Market Cap / NAV

Pricing Date Issuer Ticker ($MM) ($MM) (%)

4/3/2012 TCP Capital Corp. TCPC $85 $84 100%

6/20/2011 Fidus Investment Corp FDUS 81 131 104

5/19/2011 New Mountain Finance Corp NMFC 100 583 99

4/28/2011 NeXt BDC Capital Corp (nka: GSV Capital Corp) GSVC 50 50 109

4/8/2011 PennantPark Floating Rate Capital Ltd PFLT 103 101 106

2/24/2011 Solar Senior Capital Ltd SUNS 160 167 108

1/20/2011 Medley Capital Corp MCC 133 211 59

Amount Post-Deal Offer Price
Offered Market Cap / NAV

Pricing Date Issuer Ticker ($MM) ($MM) (%)

5/16/2012 Medallion Financial Corp. TAXI $38 $180 110%

5/11/2012 GSV Capital Corp. GSVC 112 213 121

4/24/2012 Firsthand Technology Value Fund, Inc. SVVC 137 n/a 113

3/16/2012 TICC Capital Corp. TICC 42 374 107

2/23/2012 Prospect Capital Corp. PSEC 131 1,205 102

2/17/2012 Medley Capital Corp. MCC 43 192 89

2/10/2012 GSV Capital Corp. GSVC 90 84 113

2/8/2012 Triangle Capital Corp TCAP 81 432 130

1/31/2012 Golub Capital BDC Inc GBDC 59 332 106

1/24/2012 PennantPark Investment Corp PNNT 95 613 104

1/24/2012 Hercules Technology Growth Capital HTGC 48 408 100

1/23/2012 Fifth Street Finance Corp FSC 101 870 102

1/20/2012 Ares Capital Corp ARCC 253 3,530 103

2012 YTD Total $1,229 $8,433

10/19/2011 Main Street Capital Corp MAIN $60 $467 123

9/26/2011 GSV Capital Corp. GSVC 31 47 104

8/23/2011 Triangle Capital Corp TCAP 69 403 124

6/21/2011 Fifth Street Finance Corp FSC 65 854 110

6/21/2011 Prospect Capital Corp. PSEC 117 989 99

4/4/2011 Prospect Capital Corp. PSEC 103 1,074 115

3/31/2011 Golub Capital BDC Inc GBDC 62 335 107

3/22/2011 Main Street Capital Corp MAIN 74 428 141

2/8/2011 PennantPark Investment Corp PNNT 114 578 111

2/8/2011 Triangle Capital Corp TCAP 66 370 161

2/1/2011 Fifth Street Finance Corp FSC 146 858 118

2011 Total $907 $6,402

Amount
Issuer Ticker ($MM)

ALDA Capital Corp ACA $50

COR Business Development LLC - 86

Crescent Capital Finance Group Inc CCFG 175

Garrison Capital Inc GARS 125

Hercules Clean Technology Capital, Inc. HCTC 1

Monroe Capital Corp MRCC 150

Oaktree Finance Corp OFN 125

OFS Capital Corp OFS 150

Issuer Issuer

Business Development Corporation of America HMS Income Fund, Inc. *

Corporate Capital Trust Sierra Income Corp.

CION Investment Corporation * TPG Specialty Lending, Inc.

FS Energy and Power Fund * Triton Pacific Investment Corporation, Inc. *

FS Investment Corporation VII Peaks-KBR Co-Optivist Income BDC II, Inc.
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About the BDC Stock Index 
Similar to the S&P 500 Index, the BDC Stock Index is a market cap weighted composite index. The index is prepared by first selecting a base 
period, in this case, Q1 2006, and totaling the market caps of the companies in this period. This period and total market cap is set to a base 
index, in this case, 1,000. Next, the current period’s total market cap is calculated, divided by the base period’s total market cap and then 
multiplied by the base index (1,000). The result is the index value used for plotting in the graph above. 

BDC Stock Index Pulling Back 

Valuations & Opinions Group 

 

BDC Stock Index  

Highlights 
 As of June 15, 2012, the BDC Stock 

Index was trading at a Price / Book 
value (P/BV) of ~0.91x. 

 As of June 15, 2012, the BDC Stock 
Index dividend yield was between 
8% to 9%. 

 Recent European macro concerns 
have hit the finance sector particu-
larly hard, with the S&P Bank index 
down 63% over the same time peri-
od. 

Source: Capital IQ as of June 15, 2012 
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Company Name 06/15/12 06/15/12 52-Wk High Wk High BV / Share Yield % Equity ratio

American Capital, Ltd. $3,136 $9.43 $10.29 92% 0.60x 0.0% 0.24 x
Apollo Investment Corporation 1,524 7.51 10.65 71% 0.88x 13.8% 0.60 x
Ares Capital Corporation 3,395 15.30 16.91 90% 0.99x 9.3% 0.59 x
BlackRock Kelso Capital Corporation 704 9.57 10.34 93% 1.00x 10.9% 0.54 x
Capital Southwest Corporation 388 103.40 115.79 89% 0.62x 0.8% 0.00 x
Fidus Investment Corporation 138 14.62 16.00 91% 0.98x 6.7% 0.85 x
Fifth Street Finance Corp. 791 9.60 11.95 80% 0.97x 13.0% 0.44 x
Firsthand Technology Value Fund, Inc. 145 18.35 46.50 39% 0.73x 0.0% 0.00 x
Full Circle Capital Corporation 47 7.48 8.15 92% 0.84x 12.2% 0.28 x
Gladstone Capital Corporation 165 7.87 9.75 81% 0.82x 10.7% 0.52 x
Gladstone Investment Corporation 165 7.47 8.50 88% 0.80x 8.0% 0.56 x
Golub Capital BDC, Inc. 388 15.15 16.00 95% 1.03x 8.4% 0.88 x
GSV Capital Corp. 196 10.17 20.89 49% 0.75x 0.0% 0.00 x
Harris & Harris Group, Inc. 113 3.65 5.58 65% 0.75x 0.0% 0.01 x
Hercules Technology Growth Capital, Inc. 539 10.84 11.68 93% 1.05x 8.4% 0.56 x
Horizon Technology Finance Corporation 120 15.76 17.31 91% 0.93x 11.1% 0.54 x
Kayne Anderson Energy Development Comp 237 22.90 25.99 88% 0.93x 6.7% 0.30 x
Keating Capital, Inc. 66 7.15 10.73 67% 0.87x 0.0% 0.00 x
Kohlberg Capital Corporation 168 6.29 8.34 75% 0.80x 11.3% 0.29 x
Main Street Capital Corporation 664 24.49 26.76 92% 1.56x 6.5% 0.80 x
MCG Capital Corporation 345 4.50 6.40 70% 0.83x 14.4% 0.96 x
Medley Capital Corporation 201 11.58 11.91 97% 0.92x 8.5% 0.42 x
MVC Capital, Inc. 303 12.65 13.72 92% 0.74x 3.8% 0.12 x
New Mountain Finance Corporation 147 13.75 14.45 95% 1.02x 8.6% 0.75 x
NGP Capital Resources Company 154 7.14 9.12 78% 0.76x 9.2% 0.05 x
PennantPark Floating Rate Capital Ltd. 81 11.81 12.92 91% 0.88x 3.6% 0.27 x
PennantPark Investment Corporation 565 10.03 11.57 87% 0.97x 11.0% 0.53 x
Prospect Capital Corporation 1,386 11.36 11.45 99% 1.05x 10.7% 0.34 x
Saratoga Investment Corp. 66 16.95 22.41 76% 0.67x 0.0% 0.21 x
Solar Capital Ltd. 783 21.40 25.16 85% 0.94x 11.2% 0.20 x
Solar Senior Capital Ltd. 159 16.77 18.69 90% 0.91x 5.4% 0.10 x
TCP Capital Corp. 307 14.29 14.76 97% 1.17x 7.8% 0.00 x
THL Credit, Inc. 263 13.03 13.49 97% 0.99x 8.3% 0.09 x
TICC Capital Corp. 356 9.43 10.65 89% 0.99x 10.8% 0.28 x
Triangle Capital Corporation 584 21.41 21.46 100% 1.42x 8.5% 0.69 x

Mean $537 85% 0.92x 8.7% 0.37 x
Adjusted Mean 465 86% 0.91x 8.8% 0.36 x
Median 263 90% 0.92x 8.6% 0.30 x
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regards to sovereign debt. 

For example, the yield for 10-year Ger-
man government bonds (bunds) is 
currently at an all-time low of 1.2% as 
compared to 4.4% just 5 years ago. 
For 2-year bunds, investors recently 
had to accept a yield of negative 
0.25%. This leads to an interesting 
effect. Although the economic environ-
ment in the Eurozone has destabilized 
in combination with an uncertain politi-
cal future of some countries, a DCF 
valuation will provide higher valuation 
levels for a company with identical 
cash flows comparing 2007 to 2012 

regardless of their home jurisdiction. 
This reflects the assumption, that an 
investor could alternatively invest their 
funds in German bonds, which will re-
duce the equity costs under the CAPM 
model due to the sharply decreased 
yield curves. 

This looks counterintuitive at the first 
glance. Although, the Eurozone is in 
danger of being broken up with the 
Greece exit looming, valuations based 
on a DCF analysis have increased (on 
a ceteris paribus basis). One explana-
tion is certainly that investors are will-
ing to pay higher valuations for compa-

nies with stable cash flows, even in a 
volatile and uncertain environment. But 
the question still remains, whether a 
company’s increase in value can be 
based solely on the sharply reduced 
interest cost for a handful of sover-
eigns. 

So the key question remains unsolved: 
What is the risk-free rate to be used in 
company valuations?  

International investors and vendors will 
argue that if funds can be freely trans-
ferred, the yield for German 10-year 
government bonds, for example, can 
be used as a proxy representing a safe 
investment available to all market par-
ticipants. Obviously this is only true as 
long as, for the case of Germany, the 
already implemented rescue systems 
and guarantees for other Euro coun-
tries such as Greece and Ireland will 
not be used. So maybe even the Ger-
man risk-free rate is not as risk-free as 
it looks.  

Source: Bloomberg 
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