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What Is A Ricardian Contract

A software pattern

A single document

Human readable

Machine parsable

Immutable commitment (hashing, signatures)
Implementable using a smart contract
Dispute resolution uses original contract
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Implications of A Ricardian Contract

e Hash creates a contract that cannot be changed.

e The Ricardian PKI Delivers Clarity. Public Key of
the Issuer and of the signing key are in the
contract

e \alidating the Issuer's Key, through relationships

e Presumption of Possession (i.e. the user has the
contract).
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Governance
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http://iang.org/papers/fc7.html

Securitization

Issuer designs a financial instrument from a pool of assets
Underlying asset may generate cash flows

Create fungibility from non-fungibility

Create liquidity

Cons: Lack of transparency
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Insurance Linked Securities

Insurance Linked Securities (ILS) are financial instruments, which are sold to investors, where the value of the
security is linked to an insurable loss event.

ILS are an alternative form of risk mitigation for insurance and reinsurance firms, offering a means for them to
transfer risk to the capital markets through insurance special purpose vehicles (ISPVs)*

What are the benefits?**

For issuer For investor

Attractive returns, Uncorrelated to

particularly in economic cycle
low-interest rate (depending on specific

Environment risk transferred)

Alternative source of Low / no exposure to
risk mitigation to counterparty default
reinsurance risk

Ability to access capital
markets directly

Defined maximum loss

Potential to lock in Flexible potential for Generous tax

multi-year protection capital optimization. exemptions -

*ECA
** Actuaries UK
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https://www.fca.org.uk/publications/policy-statements/ps17-24-handbook-changes-insurance-linked-securities
https://www.fca.org.uk/publications/policy-statements/ps17-24-handbook-changes-insurance-linked-securities

Generic structure: Insurance Linked Securities

Simplified view of transforming risk into a financial instrument
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Liquidity
Market liquidity refers to ease with which assets

can be sold in a market at a reasonable price.

Price stability is important
How easy is it to convert an asset to cash
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Liquidity- Proxies

Bid-Ask Spread
Price volatility
Number of transactions/period
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Liquidity- Contract - Accepted
Market Practice

An issuer may enter into a ‘liquidity contract’ with a financial intermediary. The issuer
places a certain amount of own shares or a certain sum at the disposal of the financial

intermediary (FI) so that the latter is able to carry out purchase and sale operations on the
spot market on the issuer’s behalf, on shares issued by itself.
Ref

Ricardian contracts for liquidity contracts
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http://www.cmvm.pt/en/Legislacao/National_legislation/Recommendations/Documents/Contratos%20de%20LiquidezPMA.Ingles.docx.pdf
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