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<HELP> for explanation. 4/7 o P141 Muni FWCWV

FORWARD CURVE ANALYSIS Je 4
''us Dollar 'YX« x
EASE CURVE DEFAULTSR-RBGH: TERH YIELD P i Pi
1wk 5.3100 4,9240 R 5.3212 R 4.6407 R
Settlement Date: VWA D 1 Mo - 5.3200 4,9097 0 5.3208 0 4.6342 0
Coupon/Spot: ® ER 2 Ho 5.3400 4.8780 J 5.3415 ] 4.6249 1
Bid/Ask/Mid: B PA 3 Mo 5.3500 4.8673 E 5.3475 E  4.6170 E
FiC #Jll or SWDF # 0T 4 Mo 5.3441 4,8780 C 5.3412 C 4,6083 C
‘ SE 5 Ho 5.3400 4.8818 T 5.3362 T 4.5093 T
IS 6HMo 5.3350 4.8812 E 5.3206 E 4.59014 E
- Graph T 9 Mo 5.2909 4,8684 D 5.2837 D 4.6824 D
- 1 ¥r 5.2331 4,8488 5.2277 4,7348
] Update Curve 2 ¥r 5.0170 4,8183 5.0133 4.7948
p—— SR 3Yr 4.9490 4.8394 4,9465 4,853
Y Forwards WA 4Yr 4.9440 4 8787 4.9425 4,9084
< analysis AT 5Y¥r 4.9640 4,9203 4.9628 4.9536
PE 7 Y¥r 5.0130 4,9976 5.0125 5.0374
GO FYCH <GO> S 10¥r 5.0990 5.0930 5.0988 5.132
- 15¥r 5.2040 5.2094 5.2041 5.2433
20¥r 5.2570 5.2577 5.2570 5.2827
30Yr 5.2670 n/a n/a n/a
Australia 61 2 9777 8600 Brozil 5511 3048 4500 Europe 44 20 7330 7500 Germany 49 69 9520410

Hong Kong 852 2977 6000 Jopan 81 3 3201 £200 Singapore 65 6212 1000 U.S. 1 212 318 2000_Copyright 2007 Bloomberg L.P.
G783-148-1 19-Sep-2007 15:24:07
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Exchange Loan (ExL)

ExL is a defensive investment for leveraged loan investors with cash to invest, but are
cautious given the recent volatility and uncertainty in the loan markets. Investors in ExL
can enjoy an attractive return on their investment while limiting their downside credit
risk.

Structure

e For illustration, consider a leveraged loan of Company XYZ with a coupon of
LIBOR + [275] that matures in five years and is trading at 96. Investor ABC will
participates at par in this loan using the ExL structure.

e At any time during the life of the trade, Investor ABC can either (i) convert the
participation to an assignment subject to a pre-determined conversion grid; or (ii)
exchange the participation for a five-year term loan to Citi which will pay Libor
—250. Investor ABC has the right to exercise this option even if Company XYZ
suffers a credit event. '

e The conversion grid' for converting the participation into an assignment is shown
below. It reflects the pull-to-par nature of loans. Should the loan be converted to
an assignment, the ExL trade will terminate:

1 96.50
2 9725
3 98.00
4 98.75
5 99.50

e Investor ABC is protected from Company XYZ’s default risk as long as the
participation is not converted into an assignment. Should the credit of Company
XYZ deteriorate, Investor ABC can replace the loan with one made to Citi that
matures in five years from the time of the exchange and pays LIBOR-250.

e If the loan of Company XYZ is repaid in full prior to the maturity of ExL, the
trade terminates.

! The pricing grid shown is for illustrative purposes only. The pricing grid will be determined on a name-
by-name basis and may be subject to change.
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Comparative Analysis: Investing in ExL vs. Buying a L.oan

Following is a short comparative analysis of participating in the ExL structure versus an
outright purchase of the loan. For ease of argument we have ignored discounting and
have rounded numbers.

For illustration purposes, suppose a fully funded term loan B of Company XYZ is
currently trading at the price of 96 with a coupon of Libor + 275 bps. At the price of 96,
a buyer of this loan is essentially earning an equivalent interest rate of approximately
Libor + 350. The market price of this credit risk is therefore 350 bps. The investor
enjoys a 75 bps spread premium but will have exposure to credit risk of Company XYZ.
Should Company XYZ default on its loan, the investor’s potential loan losses would be
1- recovery rate.

Suppose instead of buying the loan, the investor participates at par in Company XYZ
through ExL structure. By foregoing the additional 75 bps premium, the investor has
eliminated its exposure to the credit risk of Company XYZ. Should Company XYZ
default, the investor can replace the defaulted loan with one made to Citi. Furthermore, if
the leveraged loan market rebounds in the next six months and Company XYZ’s term
loan B trades at par, then the investor can exercise its option to convert the participation
to an assignment at the price of 96.50 and sell the loan in the market at par, thereby
monetizing the difference. The ExL structure will under-perform the alternative of
purchasing the loan if the loan continues in its lackluster performance without a major
rally or credit event. Consequently, the ExL structure is suited to investors who believe
in a few years the credit market will either improve dramatically or suffer from major
credit events. As

Advantages

e Protection against default
e Monetization of Liquidity
e Opportunity to take advantage of major market rally
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