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• It may be tempting for business owners (and
executives) to believe that holding a concentrated
position in a single business is unavoidable and less
important than running a business.

• But holding the vast majority of one’s wealth in
a single firm is a very active position and one
whose risks and potential benefits should be carefully
managed.

• We suggest three general ways to manage a
concentrated stock position:

1. Rebalance risk exposure and diversify around the
position

2. Replace the concentrated stock position

3. Reduce the volatility of the concentrated position
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In some ways, the principles of a successful entrepreneur are
poles apart from those of a successful investor.

Business owners customarily concentrate their resources in
the business. Entrepreneurs commonly pour everything—
time, talent, and treasure (capital)—into their business to
start it, scale it, and potentially sell it.

The idea of spreading risk by investing in companies they
don’t control is anathema to many entrepreneurs.

Those who invest in other ventures often do so only when
the original operating company is well established and
generates sufficiently high profits to provide surplus capital
beyond the business’s needs.

The general maxim in investing, by contrast, is that
diversification—spreading capital across asset classes,
sectors, and regions—is the only “free lunch.”

In the first of this three-article series, we explored why
entrepreneurs who keep wealth concentrated in their
company may put their personal financial circumstances at
risk.

In the second article, we considered how concentrated
wealth affects financial goals.

And in this final part, we’ll examine ways that entrepreneurs
can manage a concentrated position that benefits their
business and their wealth.

What can business owners do
to manage the risks of their
concentrated stock position?

In the second part of this series, we suggested three
questions that entrepreneurs may ask to understand why
they really hold a concentrated equity position. The answers
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to these questions can form the first step in building a
financial plan. But managing a concentrated position should
not be done in haste.

Above all, we believe it is vital to match spending needs
—personal, business, or family—to the plan and a holistic
portfolio. This approach can help business owners to avoid
behavioral biases in times of turbulence, keeping long-term
assets invested through the cycle while using a pool of
liquid assets or borrowing capacity sized to meet near-term
spending, investing, or giving objectives.

What is more, entrepreneurs that have already accumulated
wealth outside the firm may have resources on hand to tide
them and their families over while they consider potential
business exit or succession plans.

Having an alternative source of income and capital beyond
the operating business may help founders make more
objective decisions about if and when to pass their firm on
to future generations or to sell it.

Such a strategy can reduce the risk of founders choosing an
exit or succession strategy that raises near-term liquidity but
does not best match long-term aspirations.

Let’s explore three concentrated equity position
management tools:

1. Rebalance risk exposure and
diversify around the position

Some business owners may face constraints on managing
their concentrated position. However, it may well be
that they do not rely on it to meet day-to-day funding
needs, thanks either to salary, business dividends, or other
employment benefits.

Over the longer term, such entrepreneurs may want
gradually to reduce their position in the firm and rebalance
into other financial investments. Motivations may include
to release funds from this position for Longevity strategy or
Legacy strategy needs.

One way to raise cash would be to sell unrestricted
shares. However, this may be difficult for companies
where the market is illiquid. Regulatory and reputational
considerations may make direct, open stock sales less
appealing (although there are specific plans approved by
regulators in certain jurisdictions that allow insiders to sell a
predetermined number of shares at a predetermined time).

Other barriers include reluctance to sell even part of a
stake if doing so would reduce control over a company, or
potential behavioral biases if being a senior executive and

corporate insider leads to overconfidence in an employer’s
performance.

In all cases, owners of stock that cannot readily be sold
should consider how the stock position fits into their overall
portfolio strategy, and then ensure they diversify around the
position.

For example, if an executive has 20% of her portfolio in
company stock, the remaining 80% may be invested in a
way that helps counterbalance the additional risk of that
concentrated position while providing access to alternative
sources of return.

Entrepreneurs can also consider retaining and investing any
dividends received on their concentrated equity position.
In this way, founders can gradually build a robust, well-
diversified portfolio over time by gradually diluting the share
of wealth held in the concentrated position.

In these cases, a personal investment policy statement can
also be a valuable tool in defining risk parameters and
establishing investment guidelines.

We also note that diversifying into less volatile securities
—and those with a low correlation to the investor’s
concentrated position—may help to grow wealth through
the power of compounding. The expected return of wealth
depends on compound rates of return (which are affected
by volatility) and not arithmetic (or average) returns.

This is illustrated in the so-called “efficient frontier,” an
illustration of how investors aim to find a portfolio where
expected return cannot rise without taking on additional
portfolio risk (Figure 1).

Figure 1: Diversification can help business
owners and investors to create an efficient
portfolio

Source: UBS. For illustrative purposes only.

Two assets can have the same average rate of return but
different volatility, leading to different rates of compound
return. For the same average return, the lower the volatility,
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the higher the compound rate and the higher the potential
value creation over time.

2. Replace the concentrated
stock position

Business owners may feel that the decision to “put
their money where their mouth is” justifies holding a
concentrated equity position. Private investors may also feel
that the control they have acquired in an outside venture
(even if not a majority stake) is an additional incentive. And
if this has delivered significant absolute or relative returns,
the arguments in favor of diversification may ring hollow.

But it is worth noting that personal entrepreneurial effort
may not offset the impact from rising interest rates,
public health shocks like the COVID-19 pandemic, shifts in
consumer sentiment, or stricter sustainability regulations,
which are increasingly impacting certain sectors and
industries.

Another reason to consider reducing the concentration of a
company holding might be that entrepreneurs want to lock
in some of their existing gains for investment elsewhere—
reinvestment into another operating business, a diversified
portfolio, or spending the money for pleasure. If so, and
the position is significant, it may be possible to reduce the
position gradually by exploring tools such as open market
sales, block sales, structured sales programs based on the
volume-weighted average price (VWAP) between a pre-
agreed trade and completion date, or private placements.

If founders held a concentrated position for financial
reasons and they believe now is the time to crystallize
their performance, they might consider building a diversified
Legacy portfolio funded through a partial or full sale of the
concentrated position.

For business owners who do not face restrictions on
their concentrated holding, one alternative sale means can
include the writing (selling) of call options, conferring the
right for the buyer to buy a stock at a predetermined price.

As the seller of the call option, the business owner would
receive a premium (whose size depends on several factors
including the volatility of the underlying) and have the
obligation to sell shares at a pre-agreed price during the
term or at the expiry of the option, in case the stock price
at expiry is above the strike price. The chief risk of this
approach is that the share price rises above the strike price
at expiry, requiring the entrepreneur to sell her shares below
the current market rate.

Figure 2 illustrates the payoff of a covered call strategy.

Figure 2: Payoff of a covered call structure

Source: UBS, March 2022. For illustrative purposes only.

Main risks of investing in options
Unlike owning or shorting a security, option contracts are, by definition,
governed by a finite duration. An option buyer faces the risk of losing the
entire amount of the premium paid. An option writer, however, faces a
higher level of risk, as the potential loss can be significant if the option
expires in-the-money. Since options investments usually require less capital
compared to than an equivalent position in the underlying asset, the
losses of an option investor are usually smaller.

Beyond the potential to diversify sources of return and risk
across asset classes and sectors, this approach may give
more flexibility to run a Legacy strategy, one intended to
benefit future generations. The investment managers can
run the portfolio rather than simply manage a stake.

Additional tools like an investment policy statement or
family constitution can make legacy management easier by
stipulating clear roles and responsibilities, setting investment
objectives, and defining risk tolerances.
Beyond the business owner, heirs may also consider
retaining their stake but borrowing against it and
investing the proceeds into a well-diversified portfolio. This
retains economic exposure—and rights such as company
ownership and control—but can help to dilute the effects
of the holding on the performance of total wealth. The
resulting “completion” portfolio can be invested to provide
exposure to asset classes, sectors, and economies where the
business doesn’t operate.

This may provide opportunities to capture sources of return
that are intended to be less volatile. And depending on
its construction, this diversified portfolio may help the next
generation achieve financial goals they would otherwise
not.

For example, borrowing against a less liquid stake in a
private business that retains all its earnings, and investing
the borrowed funds in a diversified portfolio of yield-bearing
assets, could allow the next generation to create income
streams for retirement or for their own heirs.
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Risks to consider include the costs of setting up and servicing
any loan, as well as margin calls if the mark-to-market of
the underlying concentrated stock position or diversified
portfolio reveal that the loan liabilities exceed pre-agreed
limits.

3. Reduce the volatility of the
concentrated position

Remember that an important consideration for founders is
to remind themselves of their exact motivation for holding
their concentrated position. Is it to leave an inheritance to
heirs or a favored charity? Or is it to leave a particular asset
as an inheritance?

In cases where non-financial motivations dominate, it’s still
worth considering whether active management strategies
can help the next generation to achieve their own goals and
objectives.

Inheritors of a stock may be less comfortable than the
original business founder about the price swings in their
wealth. They may also be keen to diversify their total wealth
away from the sector, country, or industry in which the
business operates, but feel unable to sell their entire stake.

In these instances, it may be possible to consider hedging
strategies to reduce the price swings of the concentrated
equity position.

For example, collar strategies involve the buying of put
options and selling of call options with the same maturity
date. Figure 3 illustrates the payoff of a collar strategy.

This approach may allow entrepreneurs to reduce the
range of price outcomes, so reducing overall portfolio
volatility. Combining a collar strategy with lending against
a concentrated position may help some founders to reduce
the risk of receiving a margin call. The put option leg of the
collar strategy may allow the business owner, executive, or
investor to limit their exposure to price falls in their stake.

However, there are risks to using collar strategies. One such
risk is that the options may require share sales if prices move
outside the collar range.

Entrepreneurs may also consider other structured solutions,
such as prepaid variable forwards. This structure typically
involves entering into an equity collar (arranged over-
the-counter with a financial institution) in exchange for
immediate cash proceeds equal to the put option’s strike
price minus the costs of the collar and the loan. The cash
proceeds described above may then be used, amongst other
things, to fund investment in a diversified financial portfolio.

Figure 3: Payoff of collar structure

Source: UBS, March 2022. For illustrative purposes only.

What factors can influence the
choice of wealth management
tool?

When it comes to managing a concentrated position, there
is no “one-size -fits-all” solution.

Above all, entrepreneurs would do well to test their
risk tolerance today, compared to when they built a
concentrated equity position or first formulated a financial
plan.

Material changes in risk appetite can have a material
influence on a financial plan. As always, good plans are like
movies – dynamic -and not photographs – a snapshot in
time.

Let’s take a look at some questions business owners can ask
themselves, their families, and their advisors to clarify their
thinking and their financial plan:

• Does the business owner still have conviction in the
concentrated stock position, or is now the time to
reinvest elsewhere? Reinvestment may not necessarily
be in a portfolio of public market securities. Many
entrepreneurs might favor committing capital to another
single high-conviction idea or in a portfolio of private
business. But how might this be best achieved? Would
it be worth considering retaining the position in the core
business, taking a single-security loan against it, and
investing the proceeds in a non-correlated, diversified
portfolio?

• How much will it cost to sell the private business
stake (so-called liquidation costs)? If these are high
—for some investors this may include post-sale taxation,
although generally taxation can be considered as a
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secondary driver to fundamentals when investing—
entrepreneurs may favor holding their concentrated
stock position and using risk management tools, as
opposed to pursuing an outright sale.

• When does the business owner need access to
cash? If the time horizon to a known liquidity need is
short, founders may prefer to retain an existing position
and monetize it (through a loan for example) rather than
begin a new investment strategy.

Conclusion

It may be tempting for business owners (and executives)
to believe that holding a concentrated position in a single
business is unavoidable and less important than running a
business.

But holding the vast majority of one’s wealth in a single firm
is a very active position and one whose risks and potential
benefits should be carefully managed.

We suggest three general ways to manage a concentrated
stock position:

1. Rebalance risk exposure and diversify around the
position

2. Replace the concentrated stock position

3. Reduce the volatility of the concentrated position

This concluded the three-part series on how business
owners can think critically about a concentrated stock
position.

We hope to have shown how entrepreneurs can work to
identify risks to their personal wealth, formulate a financial
plan, and manage their stake to maximize their chances of
having the money they need, when they need it.

UBS Wealth Way is an approach incorporating Liquidity.
Longevity. Legacy. strategies that UBS Financial Services
Inc. and our Financial Advisors can use to assist clients in
exploring and pursuing their wealth management needs
and goals over different timeframes. This approach is not a
promise or guarantee that wealth, or any financial results,
can or will be achieved. All investments involve the risk of
loss, including the risk of loss of the entire investment.
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Appendix
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be
used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from
any third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be
permitted by applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and
publication offering, and research and rating methodologies, please visit www.ubs.com/research. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for
sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "Characteristics
and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/character-risks.jsp or ask your
financial advisor for a copy.
Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct
investment in the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax
advisor about their own tax situation before investing in any securities.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies and styles
approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may
inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment
objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or
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higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the investment
opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG
or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.
USA: Distributed to US persons by UBS Financial Services Inc., UBS Securities LLC or UBS Swiss Financial Advisers AG, subsidiaries of UBS AG.
UBS Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V.,
UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS
Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to
US persons. All transactions by a US person in the securities mentioned in this report should be effected through a US-registered
broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not been and will not be
approved by any securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a
municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the
"Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within
the meaning of the Municipal Advisor Rule.For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client
advisor for the full disclaimer.
Version B/2022. CIO82652744
© UBS 2022.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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