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m 1L G

O Gl 7 (Spot): Underlying cash asset class
O =] (Forward): Opportunity cost
O = &R (Option): Value from volatility
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m 1.2

=T PR R R

OTC and Exchange Traded Derivatives

Tt T

Ii(CLange

\IIT'T

R4

Equity Market

frities 61

(Index Futures)

e
Bond Futures)

©2009, Citibank. All Rights reserved.

Foreign
eIV SIS
X Forward) Wa;%m
E‘Tff%ﬂ_%?@
(Cur[rency Options)
, A €732 42 —
g%@ (Futures Options) ﬁiﬁFj( \F—J ,\l)
Options Forward/Futures
g
(Interest Rate —
Options) [ ({157 2
. (FRA) (Bond Options)
& f'l [4 FlI== 2 i (Interest Rate Swap)
arket

IEEJ 20

Bond Market




1.3 F70 & BT

Unit Linked
Policy

©2009, Citibank. All Rights reserved.

PA/DCC \

Investment
ntr

Structured Note




m 1.4 G RS R iR S
For market booming to real collapsing

O Complexity & Uncertainty

O Quanto and Hybrid Product

O Securitized and Credit Tranching Product
0 Hedge Fund / Alpha Trading

O Risk Management

©2009, Citibank. All Rights reserved.
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m 1.5 &SRR TS {255 Bl i 3R S
What will be future demand ?

O Risk, Risk, and Risk Management to all parties
O Visibility and Credibility
O Next Prevailing Market Fashions?

©2009, Citibank. All Rights reserved.
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m 2.1 [k 8

©2009, Citibank. All Rights reserved.
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m 2.2 JEE[EE

O FX Spot J[[H7r [

O FX Forwards wmH Y & / FX Swap i
O FX Options i e {54

O It il

©2009, Citibank. All Rights reserved.
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m 2.3 B o

O Gold Standard (1880 - 1936)
0 Bretton Woods Conference (1944 -1971)
O Floating rate system (1973 — )

O EMS (European monetary system) & Launch of
“EURO” (1999)

O Discussing a single Asia Currency (fh7) ?

O China’s proposing replacement currency to
replace USD (or parallel used) as reserve
currency

©2009, Citibank. All Rights reserved. 13






m 2.4 23R RIEE fh

0 Tokyo/Singapore

!
!

0 New York

0 London

_——

24 hour trading
Liquidity

©2009, Citibank. All Rights reserved.
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m 2.5 S ey

O Regulated FI: Banks, Securities Trading House

OO Non(or Less) Regulated Institution: Hedge Funds
O Corporate Hedgers: Importers, Exporters

O Currency Investors: Individual, Corporate, Funds
O Individual: Investment, Travel

O Central banks

©2009, Citibank. All Rights reserved.
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B 2.6 FX Transacting Platform

O Telex

O Telephone

O Broker

O Reuters Dealing

O Electronic broker: EBS /7 Reuters D22

O e-FX Platform (Citibank, UBS, DB.., etc)

©2009, Citibank. All Rights reserved.
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2.6 FX Transacting Platform G&)

Reuters Dealing Platform

— _
| Sewp View Customse Credt Hep w - — S———— ]
ER AN K2 YB OM 1m0 X 3 Hu2H: HIHS HE G 2 -
—_—
Casey 1 ~ Market Best
nzd usd 0.7285 0.7288 1x2 0.7285/0.7288 1x2 usd/hkd Bid 7. 7994
2y 2 maas | usd/hkd  Of Fer 7.7995 03:48:10 4
iﬂdﬂsd 0.7801/0.7803 1xR 0,78010” |J3 { 1xR usd/hkd 7.7994 & ?3:;4540
— gbp/usd Offer 1.8871 03:47-24
5| gbp usd 1.8869 1.8871 1x2 | 1.88691.8871 | 1x2 abo/usd  Bid 1.8869 03:47-22
4 usd cad 1.2086 1.2090 1x1 1.2083 2 Tx1
slusd hkd 7.7995 xR 7.7983.7. 7995 RxR
& eur gbp 0.69315 0.6935 3Ix3 0.69 | 1x3
|7 usd sqd | 16387 1.6391 Ix2 1 3 Ix2

USD ZINR

ING JUST ONE ODA FOR YOU
S nio AT 104.30
TO0AY THE FIFTH DAY FOR USDYEN
AND THE FORTH DAY FOR EURYEN
THIS INDID naY INDICATE EURYEN UILL REBOUND SOMEUHAT
AND USOYEN UILL FALL
THE STORY OM STAS STATISTICS

EURYEN

NG GBP 3
A GOOD BUYER OF EURUSD &

v 6 ¢ SHINSHINAPPER> 64
el L T0 CONFIRN AT 1.8964 | SELL 3 HIO GBP
UAL 24NARZ005
ny UsD 170 CITI NY PLS
THANKS AND BYE .

Wi 1R n AGREFD AT 1_8964 | BUY GBP

IANE N.A. L ONDDN A-C 600423

wfND RENOTEW

©2009, Citibank. All Rights reserved.
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B 2.6 FX Transacting Platform G&)

EBS

eesE B S - Spot

I I S

-

M  CTPE CHU Mar 23 03.17 Page 1 =
29 - M Rates
1.30 82 83 1.30 A" W'EUR/USD ~ | 1.3082 .83 | EUR/GBP ~ | 0.69315 . xxx
'Z?'Z? 1 8 8 2 7 USD/JPY v | 105.43 44 |[HILHeIS 1.5547 _ 46
EUR/JPY ~ | 137.88 -9Z |USD/CAD ~
BN = ERER AUD/USD « || 0.7796 -99 | GEP/USD « || 1.8863 - 74
USD/JPY | 105. 105. 25 - Mar Trader Deals
USDAPY ] 43 44 01:00 SELL 1 105.38 AMXS  USD/AJPY |=
4@ 4 9 01:00 SELL 1 105.38 AMXS UsSD/JPY []
D1:01 SELL 1 105.38 BOAS  USDAJPY |-
— —=="l0126 SELL 3 105.47 BPSS  USDAPY |-
=
EUR/JPY | 137. 88 92 137. 29 - Mar EBS Deals
U311 T.aU083 HFaid EUR/USLD —
5 2 1 03:11 1.3083 Paid EUR/USD | =
03:11 1.3083 Given EUR/USD
— 2N Hsse
i H . al
e B 03113 105.45 Given USD/IPY
1.56 42 46 1.55 29 - Mar [||03:15 1.3083 Given FUR/USD
03:16 105.44 Given uSDAJPY
35 3 1 03:17  1.3083 Given EUR/USD
03:17 13083 Given EUR/USD ||
03:17 13083 Given EUR/USD |
03:17 1.3083 Paid EUR/USD [~
USD/CHF| 1.18 80 84 1.18 29 - Mar
ST !
bid offer
[TV 1.88 63 74 1.88 29 - Mar
N 6BIV/AE
[ bid | [offer]

©2009, Citibank. All Rights reserved.
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m 2.7 J[EH [iéﬁ%[’%j'?ﬂ?’r ~ Price Quotation

Commodity
Currency

1 unit or fixed amount of the

Terms
Currency

foreign currency

Variable amounts of the local

Example:
In Tokyo,
In Switzerland,

In Taipeil,
In China,
In Hong Kong

currency

1US$ = YEN 99.88
1US$ = CHF 1.1588

1US$= TWD 33.888
1US$= CNY 6.8388
1US$= HKD 7.7588

* Commonly used where US$ is the commodity currency.

©2009, Citibank. All Rights reserved.
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Vo

m 2.7 J[E% [iéﬁ%[’%??ﬂﬁ ~— Volume Quotation

Commodity R 1 unit or fixed amount of the
Currency local currency
Terms X Variable amounts of the foreign
Currency currency

Example:

In EU, 1€ =US$ 1.2988

In London, 1£ = US$ 1.4688
In Sydney, 1A% = US$ 0.6888

* Commonly applicable where US$ is the term currency, e.g. EURO (¥),
Sterling (£), and Commonwealth currencies such as Australian Dollars
(AUD) and New Zealand Dollars (NzZD) etc.

©2009, Citibank. All Rights reserved. 21



B 2.8 Reuters quotes

185258 CCY BANK =FPOT BANE FREW1 HIGH Lok ASAP
18258 EUR WEBCA 1.1424729 CICE 22728 1.1467 1.15897
18258 JPY LEUI 111 . 62768 BGFX Bd s 70 111. 7% 111,08
18258 GBP M3FX 1. 6488795 DRE1 Bl 92 1.6601 1.6453
18258 CHF WEBCA 1. 3480/8% LELZ Hafay 1.5218 1,420
18258 AUD  WBCA 0, BEESS 90 MMIWE eyl 0, 6760 0, EEEd
---------------- S0YR <RTRTSY1> 102%28-31 ----------------------
18258 NID WBCA 0, 868/ 73 I 1858 AL UBSI 379,380/380, 60
1825 HED RAE1l 7L AdBES 06 18520  XAG  JALUK =104 .12
1858 =G0 MAYS 1.7302712 1858 CAD  REBSL 1.3615716
1848 MYR  SCKL 2. f985505 1852 IDR SCEI 841278422
1820 THE HER: 40,070,100 1825 INR CLEO 4%, 8227865

I
I
I
I
O Contributed by banks / securities trading house

O May not as a firm dealing price but good market level

O Quote might not able to reflect a fast market move. l.e.,Central
bank intervention

©2009, Citibank. All Rights reserved. 22



m 2.9 Cross Rate

A CROSS RATE is a foreign exchange rate between two
currencies derived via a third currency, e.g. YEN/NTD rate
via US$

RATE SCENARIO

US$1 = ¥ 99.88
US$1 = NTD 33.888

What is the YEN/NTD rate? (YEN in NTD terms)
¥ 99.88 = US$1 = NTD 33.888
1 ¥ /NTD = 33.888 /99.88 = 0.3393

©2009, Citibank. All Rights reserved. 23



m 2.10 BEI R e

Technical >
Expectations>

Spetain >

©2009, Citibank. All Rights reserved.

Market

Economic

<
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W 2.10 B0 RE BN GR)

Short term factor

1. Commercial demand/supply for physical trade transactions

2. Investment capital flows

- Interest rate differentials

- Equity investment etc.
Speculative positions

Political & Economic factors
Announcement of economic data
Central bank intervention
Seasonal factors

- Financial year-end

- Market holidays

Technical analysis related factors
Rumors

No O kAW

© 0

©2009, Citibank. All Rights reserved.
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B 2.10 Y& TR BN GR)

Medium/ZLonger Term Factor

1.

2
3.
4

Structure of economy

Government policy

Political/Security factors

Theories on FX rate determination

- Purchasing Power Parity (PPP) approach
Balance of Payments (BOP) approach

©2009, Citibank. All Rights reserved.
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W 2.11 FX Trading Tip

NOoOhRBNE

-

9.

Trend is your friend.

Buy on rumor, sell on fact.

The market may not be smart, but it is always right.
Cut loss fast, let your profit run.

When you have nothing but hope. You are losing.
Never mark up your losing position.

Don’t try to pick market tops or bottoms; pick point in
direction of market trend.

Close out of position if you don’t know what’s happening or
don’t feel comfortable.

Don’t try to get even on one trade, market will still be there
tomorrow.

10. Opportunities exist; without patience they are missed.
11. Itis never a sin to take profits.
12. If you have a position, forget your emotion.

©2009, Citibank. All Rights reserved. 27
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] : _
Funding %ﬁ’ﬁﬁiﬁ!{i_

O Generate Liquidity by Cross Currency Funding

¢ A local bank has access to local currency, but has
restricted sources for acquiring funds in the
International market. He enter a swap transaction l.e.,
Sell/Buy local currency to provide liquidity in the
foreign currency.

¢ Foreign branches of global banks usually have many
sources of funds In the international capital markets,
but don’t have enough access to funds in restricted
markets. These banks enter a swap transaction l.e.,
Sell/Buy international currency to provide liquidity in
the restricted currency.

©2009, Citibank. All Rights reserved.
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Wm2.13 FX swaps — Cashflow & FX PositioRn

e FX Position
TWD -
CASHFLOW sSD
-338,880,000 +10MM@33.888
— A/

6 month forward date (swap point -0.255)

TWD — USD
CASHFLO \\ _
+336,330,000 }owua @33.633
— ‘_/

©2009, Citibank. All Rights reserved. 30



m 2.14 FX swaps points

Premium Swap Point

Spot US$/CNY
6-month Swap Rate

6-month outright forward

Discount Swap Point

Spot US$/TWD
6-month Swap Point

6-month outright forward

©2009, Citibank. All Rights reserved.

— Quotation

6.8316/6.8317
+ 0.0065/ +0.011

6.8381/6.8427

33.851/33.860
-0.255/-0.230

33.596/33.630

31
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M2 .14 FX swaps — Cashflow & FX PositioRn
DERIVATION OF FORWARD RATE FORMULA

FV,

where f = forward rate
FV .

S = spot rate
T => terms currency
C == commodity currency

By definition f =

PV |
PV .

WE KNOW FOR SIMPLE INTEREST
CALCULATIONS (LESS THAN 1 YEAR)

Similarly, By definition s =

FV =PV (1 +rt) Where t = (no. of days/365)

o _ Vi _ PV (A+Rt)
Substituting f= FV, ~ PV (+r.t)

—g (1+rt)
(L+r.t)

©2009, Citibank. All Rights reserved. 32



B 2.15 Interest Rate Differential —USD/ TWD

for explanation. EquityNDF
90<G0> Make this my default view for USDTWD
96) Contributions 97) Chart | 98) Customize . FX Cowvered Arbitrage
Curr o 35 0 OInput R g

- 33.8250/33.8340
Eorrawing TWD Implied ws A
UsD nsk
Implied

ho/s23/00 182 : 70 1. —0,4207
lo/25 10 E49 :

4500 Europe 44 2
]

©2009, Citibank. All Rights reserved. 33



MW 2.16 FX swaps & FX Forward

O A FX Forward is simply a Spot plus an FX Swap

SPOT date
/ ~~——
UsSD
6 month forward date -10MM
@32.339

©2009, Citibank. All Rights reserved. 34
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B 2.1/ Black-Scholes Equation (1973)

O Simple To Use - Only One Parameter To Estimate
O Led Directly To Explosive Growth In Options Trading
O Still The Market Standard For FX Option Pricing

ORUO RidRRO I YIRBALS IBGrved. 36
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Bl 2.18 Option Pricing — Pricing Component

Intrinsic Value (‘‘Current Market Conditions’)

Theoretical
Pricing
Formula

Theoretical
Value

Interest
Rates

Time Value
(‘‘Future Expectations’)

Strike
Price

—~— Option Theory - Pricing

Volatility

xpiration

©2009, Citibank. All Rights reserved. 37



Bl 2.19 The Four Elementary Strategies

Long Long

Call Pt
STRIKE STRIKE
P/L At Expiry Break Even Rate Break Even Rate
Long
Long Put
Call With
With |
With — < Premium
remium
STRIKE STRIK
E

©2009, Citibank. All Rights reserved.
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m 2.20 The Four Elementary Strategies Eonti)

STRIKE STRIKE
Short

Short Put
Call
P/L At Expiry
Break Even Rate Break Even Rate
Short
Short Put
Call With
With Premium
Premium ETR'K STRIK

E

SpHOrETihenryiReHRIINSeq. 39



Bl 2.21 Common Options Strategies

O Straddle

O Strangle

O Call spread

O Put spread

O Target forward
OO0 Range forward

©2009, Citibank. All Rights reserved.
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Hl2.21 Common Options Strategies (Conti)

Straddle

(2) Buy Call

©2009, Citibank. All Rights reserved.

(3) Long
Straddle

41



Hl2.21 Common Options Strategies (Conti)

Straddle (Conti)

(1) Sell Put

—_——————-
Zz

©2009, Citibank. All Rights reserved.

(3) Short

Straddle

42



Hl2.21 Common Options Strategies (Conti)

Strangle

(2) Buy Call

©2009, Citibank. All Rights reserved.

(3) Long
Strangle

43



Hl2.21 Common Options Strategies (Conti)

Strangl

e (Conti)

(1) Sell Put

_________

(2) Sell Call

©2009, Citibank. All Rights reserved.
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Hl2.21 Common Options Strategies (Conti)

Call / Put Spread
Call Spread: Buy/Sell Call Options at different Strikes

Y

Put Spread: Buy/Sell Put Options at different Strikes

7/
7/

Calendar Spread: Buy/Sell Options at different Expiry Dates

©2009, Citibank. All Rights reserved. 45



Hl2.21 Common Options Strategies (Conti)
Target forward

O Buy call / sell put at same strike with same expiry date

Equivalent long Forwards

O Buy put / sell call at same strike with same expiry date

Equivalent sell Forwards

©2009, Citibank. All Rights reserved. 46



Hl2.21 Common Options Strategies (Conti)
Range forward (also known as risk reversal)

O Buy call/ sell put at different strikes with same expiry date
O Buy put/ sell call at different strikes with same expiry date

AN
N

©2009, Citibank. All Rights reserved. 47




/ 1 — IE%
— - =
. } E——



W 2.22 Hedging Strategy #H& s

e L AN

» A B L [y Bt T e S R OSIE D R i

» ik PRI R E e 5 9B

s B KL BRSBTS > Peps ,':Ei%“g«—@@iﬁ “e)
(interest rate swap) - ¥ [{[HEF[EF o VP EF S 0 55T
(il R ERRU Y 4 L'*‘T—%RP?FF:?[F FIDR] RUAF BB A= T e 2
TRy FJa N I

#H 1 gl I e

o TRl B L [ o T S EERET R

» E @] [~ (Best of both world)

» P > AR HEZRS(interest rate cap) Vo T AER|
= AR o (Rl ?J%E’(ﬁ‘ SN R R
FIRE P ofel B AR B b
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W 2.23 Hedging #8& & g~ 5 #

O iy 5 R [T e e 7 o
v et [l A2
y BLHET 21wl 559 (Forwards) / @E&ﬁ—w (Swap)
, b
v T fwEER
» FLRET 200 E R (Options)
O BEizp): e VA =054
o BRSO R R TR e e PR e i VR S l’ﬁfi?éf B>
Eirdy =5 LN T
SR P A R
o ot AR | AR [ 1 R o (EDRS A AR
v Eﬁﬁf? PR S0F R T (IR B e e o RS AR
I
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Capital Market Business Wealth Management

Traditional Commercial Banking

©2009, Citibank. All Rights reserved. 53



m 3.3 f}ﬁ%ﬁﬁ(om Rt 1o 2 A il BT

f‘?f @

R A *ﬁj”ﬁ%ﬂa% . G|
ﬂﬁﬁfﬁﬁ o AN i %§§§ e g
TP P s it £ %V fip R IPM ?
R ot Commedty mEeay CHEERE e ouanko )
LB Swap . I &éiﬂh <7+J’[?5J§“%7F1€*]?“Loan I ='Hybrid
I p%% Eauity S OBU ECB # ¢ a2 f)
— ] J——] e (i 1] | =

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

® ® ® I I
B PR 910 b eyt iy s
sphdn oL A
U I e T
i = ZNDERNDO
%’F ljf"j[ﬂj} R Al EIAD) /fﬁ%gj’-“ s ;g;/f Py e
GRS ot o rfehi @%ﬁév PR
i i iy B
= I §EI%JEI T )F—
gEERAE ﬁf*Liif «/Loan ﬁﬂﬁﬁ
§is i o
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s =]
ieoor) | et o9
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3.4 Macro and Micro drive use of

Derivatives

US housing mkt booming

Subprime with CDO/SIV boom
Taiwan Domestic Internet ”
Financial Crises Stocks USD weaken
Overall Stronger Asia CCY LCY rates to be Bubble B Il back
J Capped ° . 911 | ut pullback oy
1st TWN Strait i igggf Revalug?
Golf War Missile Crises Asia Financia V2K _ US/Iraq War _
I Criies High Energy Price
I [ ) ) %
| | | | | | I | | | [ [ | | | IA__I:-_
1991 1992 1993 1994 1995 19f6 1997 1998 I1999 2000¢ 2001 2002 2003 2Q04 42005
| | f
>nd TWN Strait EUR Starts Enron, World Com Equity
Missile Crises its trading Corporate Scandal |Recovery
US Recession _ ) _ FED Starts ®
Cycle bottom Russian Debt Crises I\/laj-or Rate FED Starts
® LTCM goes bust Cutting Cyc|e “Measure Pace”
FED Starts Rate Hik
Rate Hiking US Equity ate Hiking
Overheating FAS133 IAS39 TWN
& Strong USD FAS
#34

©2009, Citibank. All Rights reserved.
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m 3.5 B G 1 Y hiFTR SR (Exotic) &P it
O ﬁuﬁ?ﬁ,ﬂﬁ

v 1E~£E}:FIT_} (Forwards) - ﬂ\%F,wv‘ (Swap) & (Options)
O ;EJ%F,J (Exotlc)i‘:jP i
OB A L R gl FTR K B KD KO
Cancellable - Extendlble Dlgltal Range Quanto="
O ;IQ;D (Exotic) it : écgfi’“ ENEERE +f RSl
ﬁm Sl GRS A [ﬁwum\ﬁ%ﬁ IR Fﬁ%aﬁ*
i o T IRITT P J?F[EI\T(Cross Index Reference): jH@py
Eroxy)* Y

Y [ IJUSD LIBORFRER (4 F f‘@ﬁ?{:%lﬂj} A SNTiat:
PITRUFICWT D) I £ F[Pﬁfﬁﬁ%ﬁl& t FU@')IFW‘
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B 3.6 YRR R AR R
O] f@f,'ﬁ«,ifr'J@FFF[}[Yleld Enhancement Structured Products

v jt}% SR }%ﬁwﬁ%(Exonc)#fg,qu ,EIJPQT#%EJ\
%l’f’?r[w“ fg “ﬁ@ﬁ,(Exotic) likes Inverse Floaters, Range
Accrual, CMS Spread & Accrual, Auto Call/Target
Redemption, Snow Ball Note or Investment Contract

4 %ﬁwﬁ%iﬁi QFE@FF[![(ExotiC Hybrid) likes interest rate +
credit, mterest rate + equity, interest rate + FX Note
or Investment Contract

O &Y E[ [ H Investment Linked Policy

O ey f H B Fﬁ[}[Asset Management Products
v Bond Fund, MM Fund, Balanced Fund, Equity Fund, etc

©2009, Citibank. All Rights reserved.
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m3.7 2001% 2007 [ % > F;E KL Py

PET IS 07 5 T €T B9 085 & By i 2 SR RS

C Asset Swap < )
chritization:ABS/RMBS/RE S/CLO >

C LCYExotics: CRA/CMS /Gnow
C LcY/HybridcBO

>
2002 2003 2004 2005 2006
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m 3.9 PN ST LT T BRI
T pEIFEI%

120%

— s

100%

80%

60%

40%

20%

0%
1998/01  1999/01  2000/01  2001/01  2002/01  2003/01  2004/01  2005/01  2006/01  2007/01

BIARSITIEEEt
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w3102 3674 1% & B, BAaRFH- 167 g 5o o]

Outstanding Amounts of OTC Derivatives

Credit Default  nallocated

Commodity Swaps 11.9%
Contracts 8.2% FX Contracts
1.5%

9.4%

Equity-linked
Contracts
1.8%
nterest rate
Contracts
67.2%

Source: Derivatives Statistics, BIS, June 2007

©2009, Citibank. All Rights reserved.



m 311 = & Jﬁﬁﬂlﬁﬂﬁ:ﬁmA

O %’F ,fﬁcﬂj} T&F 4+ NTD Interest Rate Swap
v =] 5

W ~ L] WA 1.48%

i~ D YFENFS Q0 FH 4 BIF([3 (90-day CP Rate)

P EPE F@aﬂjf ST

B3 90Ty ¥ 4 Fila: 0.52%

AN N NN

O it fia I #2 i
v }zggfe s QO TR A A A 1.48%
VOB R Q0 R A RIS I 1.48%
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m 3.11 @ 152 LB

Bl El[FVfF‘B%Jb%U“ﬁF EWTI Knock-out Asian Call Option
VAN L

v ORISR R F T RO (E Y R L USD 90/4p]
VoA USD 110/4], g i A

v REF& (iS4 ) USD 8/

v E‘ﬁ"@?’iﬁ%@;’a(ﬁ@ﬂjé R4 ): USD 98/1f]

O 5 fiag I/ £H=
v PR R G i EB=pkUSD 90/, [ (BT USD 110/4]
O iElf?f?ﬁrUSD L10/f() | i * F Ha' = P s I
Eﬁ}ﬁ Al iElV:‘F']‘_‘\ S rﬁf’]wp JﬁE]g a3 Y A A1
i S
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m 3.11 #E&R 1% 2 i LB G

iﬁ[ll'%?fff‘}ﬂ%&b%@ﬁ IFEWTI Asian Knock-out Call Option
= 15
i - e A OSEE |T ERROE T YRS L USD 90/4f]
U EREREUSD 110/, 1 it 21 5
FEF(] & @5 4 ) USD 8/1f]
PRI H4): USD 98/ff

\\\\\‘W‘i

A
P&L
12 i
|
0 K:glo ) | KO=110 WTI
| _ 'I Spot
3 BE=98 |
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m 3.11 BE&RE & L yIC

O puplfgj‘ff?~ [Fi| = e F[,—“n% 3-Way WTI Extendible with Double

Gearing

v
v

AN

\‘I’Ll
\\\u\\\

Structure
~H: 1= (2008/02/01-2009/01/31)

g, %-’Eﬁb? :VWE PSR B LR G 1
»  HHI- :2008/02/01-2008/04/31
4 EFJ” :2008/05/01-2008/07/31
»  HHH= :2008/08/01-2009/10/31
[4:2009/11/01- 2009/01/31

» o EH
puizli ﬂ 1|f £ JiEgF 4(1x Call Spread Option): *|7* Jr:figuﬁF"j
FIJFﬁq%[J‘ USD 8 /7FE ﬂl US 95/*@

e S LLI',Z%EJiEIFFEﬂf@ Fﬁﬁlﬁgjt USD 84/1fj

B B B i B R A

jgal"p[HF F ;'—.;pmiﬁp trﬂr

I/}iggé

P Ve e iEl[’Eﬂ,’é’ﬁUSD 89/4f], (H [ 1{Zh"USD 95/4]

W m i (1): iEl[’EE@iﬁéUSD 84/ El"J[’F S e

berp g BHH(Z) hﬁ(HFj.* HJF“ o Jigqu R 'Eff' Eﬁ% g j F;j'T
fol VBRI EE ﬁ e JIFJ”F? b i

L
_,A
rt:
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m 3.11 BEHER 52 BfRhETTIC G

- Wﬁ['ﬁﬁ“ [FJ““ A 5eH JF 7+ 3-Way WTI Extendible with
DoubFe Gearing Structure
VoA 1E ﬁiﬁiﬁ?é@?*ﬁf@ﬁ{%ﬂﬁ.%ﬁJ,fﬂ PR R 1F  H A
v TEEHTH%"F 1lle”3F”lﬁ3’[ [:F% ;%’:’%l(bf‘Call Spread Option): *|1 iéiiﬁlf'a
EJFﬁH[F “+ USD 89/@ I US 95/4fi

v e F-EI'LLI',ZEFFIEHEI[F [ FQT—HFJH USD 84/1fj

v OBEE N EG F \%g{,;p ) T S R A
v pR[E T‘EF&; Ry A B %5
A
P&L]
|
84 89 |
05 Spot
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3.13 Fa & B yE | x4 [y|(Hybrid Exotic) —~
] . $:\5J:EFF??J% d—;’ﬁﬁﬁ‘@ljﬁk—ﬁtg‘fﬁ *ﬁ’?J;ﬁ
% s Y
O =i 3.55 1]
O f’FﬁH” 3= FE F
O %= Z[#]100% K %
O EadR R
v RS Rl E R (Bloomberg: SPGSAGP)
v Fﬁﬁﬁfﬁ ;3"5%%@????@? (Bloomberg: SPGTINFE)
v WllderHlllﬁéﬂé““}W%‘S?QJ%E}EI? (Bloomberg: NEX)
| FIE —J{FIFIM
O Jel Rl Bz TE‘W'H#W [ Yﬁjﬁf@ﬁﬂ?ﬁxﬁ} 3%, #({X0%
O Fwfefn: R\\E* FETED T = R e s il U F o) P ATy
i | ai
O ?Ef'JE'%“[F“jl EE Froy- FE, 9% - % (H 134*'*%“?&)
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#:97.5%, 51 *lﬁFH\ 95%

O ZWl & 58 29I 100% 4 £
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m 4.1 5 L PFF i 4R

O+~ “558 & 757+
Al i e
T ph i 'lfﬂ%"ﬁ?’r% Elp it = 5Tﬁ“$ﬁf =14
VTR R T R 5T )
O & A RE S i
v |r]%;j” Fj L phH e (Off-Market Transaction Policy)
v fﬁﬁ PP 355V A iy (Structured Finance Policy)
v L RPN R Hid (Escalation of Transactions Policy)
v EIgNEEY S i’ﬁj g (Retail Distribution Committee Policy)
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m 4.2 FHFEVEH] — S&A

O iﬁﬁf'[‘iﬁﬁﬂ Suitability & Appropriateness:
0 S R e 12

Voo Jﬂgljjf ! é‘f”EJ‘F’GFHx b ISICEIE 2

JE)Q MRV L L IF‘,T SIS

UL PR B A

» FS}*'T“T Elfi_?[:ﬁig;grl 7 %E[F'J , :F'Z[L—B‘ﬁ 7;,%%(;;[&;;&%&[[1??[

J;wjﬁﬁ.‘[ﬁ & fﬁ’é', v o EH e Eli?ﬁ (EF 7 PEUe S5 eV e i

;f@?% PR TSR U R TS VK
2l g

l'L

©2009, Citibank. All Rights reserved.
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m 4.4 R - & R LA

O E%FF el
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m 4.7 EEHEEIYER YRV

| ) E,LHrJ - EEEREVYF
v' Master Agreements (mainly ISDA)
v' CSA/Loss Limitation Agreements (if need)
G G R
v T T - B
VBT L BL R
O & pof — SUF V2 [
v F”ﬂ!“«fz ﬁﬁ”“é‘?" (Term Sheet)
v R B
v MR bR
O phik — 47 f ALY 2
v Tl e

‘—

©2009, Citibank. All Rights reserved.

77



Vv
O
=+t =
ST
[ i
—~[“"_—;x

r—_:g-“

P

-
llll

-

——

,\

=



m 5.1 Challenges and Opportunities

OO0 Globalization and Evolving Regulatory Institution
0 New and Complex Derivatives

O Derivatives back behind Structured Credit
Innovative Tranching Technology

0 Documentation for Credit Support or
Enhancement

0 Other Issues/Discussions
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Vo

B5. 2 Challenges to Risk Mgmt/Regulators

(1) Structured Derivatives Products

OO0 Complexity & Uncertainty

0 Hybrid Product

[0 Securitized Product

0 Hedge Fund

0 Complicated Accounting Procedure
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m 5.3 Sample of complexity

TARN (Target Redemption Accumulator Forward)

O The Target Redemption Accumulator Forward is one
of new FX Option structures in the market today, its
target redemption “feature” or “global cap” on the
potential overall payout gives a unigue advantage
that very few structures in the market do, which is
that this structure will “knock Out” only after
the absolute best case for the customer has
been locked in.
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m 5.3 Sample of complexity G&)

TARN (Target Redemption Accumulator Forward)
O Strike = 107.65

O The client enters into the following strip of forwards:
v" Final Maturity: 12 Months (Monthly expiries)
v If at maturity Spot fixing is lower than the strike:
» Client sells USD 1mio ag JPY at 107.65
v If at maturity Spot fixing is higher than the strike:
» Client sells USD 2mio ag JPY at 107.65 (it’s a leverage structured)
v" Global Cap : 30 BF on USD 1mio or JPY 30 Mio

O As soon as the total positive payout on the USD puts (on puts
only!) reaches 30 big figures (30 JPY per USD), the remaining
options of the strip (both the calls and the puts) disappear.

O Please note that the potential negative payout of the structure
IS not capped.

O The next slide has an example of how the structure works
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m 5.3 Sample of complexity G&)

O The following table describes the TARN payoff on a simulated
scenario based on the strikes and notional of the previous slide.

Monthly Fixing at Customer Cash flow Payoff gain / (loss) Big Accumulated Remaining

Expiry Date E Expiry Date E E Figure Units E Cap amount E Cap amount
i_ Inception date i i i i_ 0.00 i_ 30.00 i
| 240107 | 10565 | Custysell USD1mio@107.65 | 200(107.65-10565) | 200 | 2800 |
" 2aNov07 | 10465 | CustysellUSD1mio @ 107.65 | 300 (10765-10465) | 500 | 2500 |
T 2apecor | 10065 | Custysell USD2mio @107.65 | 200)*2 s0 1 oo
| 243an08 | 11465 | Custysell USD2mio @107.65 | . (7002 " so0 | 2500 |
| 24Feb08 | 11565 | Custysell USD2mio @ 10765 | | 800)*2 | 500 | 2500 |
| 24Mar08 | 10365 | Custysell USD1mio@107.65 | 4.00(107.65-10365) | 900 | 2100 |
| 24Ap08 | 10265 | CustysellUSD1mio @ 107.65 | 500(10765-10265) | 1400 | 1600 |
| 24May08 | 10065 | Custysel USD1mio@107.65 | 7.00(107.65-10065) | 2100 | 900 |
| 24un08 | 10365 | Custysell USD1mio@107.65 | 400(107.65-10365) | 2500 | 500 |
| 2a0u08 | 9765 | Custysell USDO5mio @10765 | 10.00(107.65-97.65) | 3000 | 000 |
E E E E (but only 5 BF remain) E E E
i i i ! sothe cap hits here) ! i i
S dommmmmmmoooeooeaee domm e dommmmmmmmoocmoeooooooooocoood N e i
| 24Aug08 |  102.00 | No cash flow i 0.00 (KO) i 30.00 i 0.00 i
| 2asepos | 10600 | Nocashfow T 000(KO) a0 | o000 |

The “fixing” at this expiry date is 97.65, therefore, the structure should pay JPY 10 mio which comes from USD
1mio * (107.65 — 97.65), but the remaining cap for this tenor is only 5 big figures (5 bf on USD 1 mio = JPY 5 mio),
so in order to reflect the correct payout of this TARN structure, we need to scale the notional to USD 0.5 mio *
(107.65 — 97.65).= JPY 5 mio. This is why we changed the notional on this last cash flow from USD 1 mio to USD

0.5 mio.
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m 5.3 Sample of complexity GG&) C

~
ItI

{

O The following table describes the TARN payoff on a simulated
scenario based on the strikes and notional of the previous slide.

Monthly
Expiry Date

Fixing at
Expiry Date

Customer Cash flow Payoff gain / (loss) Big Accumulated
Figure Units Cap amount

Remaining
Cap amount

Custy sell USD 1 mio @ 107.65 3.00 (107.65 - 104.65)

e e e e e e e e e SRR
[P AR SR, | . - = = =
EEEET EEEE SR ~ ~ — =~ =

24Mar08 Custy sell USD 1 mio @ 107.65 4.00 (107.65 - 103.65)

| 24Apr08 |  102.65 | Custysell USD 1 mio @ 107.65 | 5.00(107.65-102.65) | 1400 | 1600 |
| 24May08 ! 100.65 | Custy sell USD 1 mio @ 107.65 i 7.00(107.65 - 100.65) ! 21.00 i 9.00 i
S —— R —— S —— S —— | R ——— | ——— J
! 24Jun08 | 10365 | Custy sell USD 1 mio @ 107.65 ! 4.00(107.65 - 103.65) | 25.00 i 5.00 i
24Julo8 97.65 Custy sell USD 0.5 mio @ 107.65 10.00 (107.65 - 97.65) 30.00 0.00

(but only 5 BF remain)

so the cap hits here)
! 24Aug08 ! 10200 ! No cash flow | 0.00 (KO) | 30.00 | 0.00 |
| 24sepo8 |  106.00 | No cash flow 0.00 (KO) ' 3000 ! 0.00

On 24Dec07 custy is “out of the money” by 2 bf on USD 2mio, effectively custy is OTM by 4 bf On USD 1 mio, on
24Jan08 custy is OTM 14 bf in USD 1 mio, on 24feb08 custy is OTM by 16 bf on USD 1mio. By the end of this 3
mths, this custy has been OTM by 34 bf all together. As you can see from this exercise, there is no cap for the
downside (it is unlimited), The global Cap of 30 bf only applies to the upside or positive payoff (when spot fixes below
the strike for the above structure).
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m 5.4 & FEHIEOOTE LTS T St
E[-* I3 What will be future developing ?

O Risk, Risk, and Risk Management to all parties
O Visibility and Credibility
O Next Prevailing Market Fashions?
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b5 %= B EER I ~ CDS: Discussion of Clearinf'gﬁ

O Basically CDS Clearing proposed is the same as ICE
current operation

v Way of tracking risk is the same

v Which might benefit some end-user but sacrifice the
profit for certain financial institutions

O The key is about re-establishing the “confidence”
v' Considering the Lehman Brothers’ bankruptcy issue

v' A regulated central CDS clearing house would bring
“confidence” to the market

v Government takes care on financial crunch issue likes
“CDS” stabilize the views
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g5 -6 == HINAEIFEE ~ CDS: Big Bang Protocol

ISDA.

INTERNATIONAL SWAPS AND DERIVATIVES ASSOCIATION, INC.

NEWS RELEASE
For Immediate Release, Wednesday, April 8, 2009

ISDA Announces Successful Implementation of 'Big Bang' CDS Protocol;
Determinations Committees and Auction Settlement Changes Take Effect

New York, Wednesday, April 8, 2009 — The International
Swaps and Derivatives Association, Inc. (ISDA) today
announced the successful implementation of its 2009 ISDA
Credit Derivatives Determinations Committees and Auction
Settlement CDS Protocol (‘Big Bang’Protocol). Over 2,000
parties adhered to the Protocol, which closed on Tuesday,
April 7. The Protocol represents the final step in the process
known as "hardwiring", or the incorporation of auction
settlement terms into standard CDS documentation.
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mm 5.7 Challenges to Risk Mgmt/Regulatorst]

(2) Vanilla’s trending toward E-platform

O System, Technology

O KYC, ATM...

O Freely Outbound/Inbound Access?
O Diverse Stakeholders

©2009, Citibank. All Rights reserved. 88



Q&A

V1.



Thank You

Email: dennis.ko@citi.com
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