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THB AR FERBBAARITZZBETH

- fEFHRE

B R AT AT EE R NRABRSSE T TN aE - FEARH
PR EITRZBEER o PATALEL-—AXABREANTAE T AL
B AT FBRM vk 2 aaikis 0 AB—EA -

R G M ERAUNT AT LA THIGE L EAFALIH  RATAR
Pty ST AT WU RN E — BT ¥ () 2845 0MT
TEMERE BT S -

BN E TS ESE  BR LT e A5 E 4 £ THRTASY
TN FRBTLHAR  HARTHBRT AR o®mE
BEEES  MEAZREREKREFXEEFEHTHEITTREG SHILE
RAENMEG A ERBEH R -

AR G T T - RRA S EATH AT AN 2R R
AR EFTRENNFAOREIRECORIHFHENHOE - BEH
B BEIEITRR SR AR RATATHRELRA S » RFAHK
M ETELTERAK -

b B B EIR R BRI B IR A > BARRF B AT S IRAE A0
Mok SATRBIEEZHAGARCHEE > ERFHERLREE Fi—F T
FREL SN 2 Rk AR B TR 2Rk B LA L 0 B E L B F heskah DR -
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THBNNELE-REORXABELAN BB L BHT 0420 RmOIA
SUAT Z ARGy o TR ) R a9 AR A A AT W B AR TS0 B AR B IR B AT
#RHLE - BATHENEENA S (Equity Option) 4§ &R ZIE A
A REATE o RIE R LR REATREERTHEA OEER > KA
BTN ERIAREE RRBRBARAAR T THIBELIRKE
ANTARBATEEH - THEHHZEUAN > REBEG TR~ ROEHF KRBT
e (T HE)

Convertible Bond = Bond + Equity Option
Equity
option

138
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3% T 34A N A A AR A B A R BUTIIRM - AR A ARARAE
FEHREE A TUEHKEEEZ LA MENBIRE  BFELS
SRR E R BRE A F AL T HA 0 3 1 B AT I R AT I
WMo B EAMEGRERE WA R IEAT A LT 5 L6 E A SRAEAS T
SR RGRE T N S E N AE A AT 8% (pure bond value) » H#H & 1R
#ABHe T (bond floor) , 3T MRt L& R R R MR BE B - T8 4F
FARAE B T AKE: o AT ARG AR G AR AR A ARE (down side

protection) e

— R R A LT RN S R W B R AN T BN A H e e B R R A
(equity option) a8 THImFh ENREABE —EHRAER A
—REHOEBRBA BT EEBEHFIONINRE  EEHARENRIRE
BP AR 3F e Rk b & > R A A B AR AT - 8 IAE AR TR A
Bl & H XATZ 3 &M E B 94200 4R - HAZ B8R A 353 2 7K (premium) ©
THM NG E N AW ZEEY YA THRESEASNE ZOHRMES
AR A AN E AT T MR N S A RS  TRELAENE
Bl 4% 2% (put provisions) X#k#& & X & @4 (American put option) » A& »
B 15] b % &k X, & ® # (European putoption) » £ X, & E4 & T 4a o 8| A T
REANES 2 PITRBRSA BYARTRA—EA-A228 8 A
— {8 B E AT APAT A HEA] -



=~ FTER O E) 4R 0 R AEAT R AT

T HAR N 8] R B A AR AT I HEANE S R - MIREE - B
T RSN 0 REFE R RE -
W@ ARAAT I N A RS AR R EGT T U ARG BB ERTEA

AR > i kA s RBETRI AR HBIFREHMHEAA  RARGHK
P S EBARIR ~ S 2 A RRIBSGEEFE TR BENIZEA -

B Z AR S AR T AR i BT HRE AN SR ZERE > A

EARFRBHHETANER - BLFETRIERHFES & Ry s m AR
A BRI HIRE ST A Q6§ R

LU 1-1 R AR BB AT S R B A T AR E AR 1-2 RH

Bl A F 5 003 F AH T BIRR A0 R

A
Bond Price CB

quity Option Value

Fixed Income Value

arity

—
Stock Price

1 1-1 B R AR &b o5 69 32 3T AT HAR T 5 10 R



A
Bond Price

i} Option Valuc

Fixed Income Value

arity

»
Stock Price

B 1-2 B % A B0 R 02 B A ST A TR 5 60308

BTGB ERE  THBIRE AR ETRIE NN FEHFTEBFME
Blho AR IE A4S RE BRI HE RHIBE R - IR0 E -

B REOIELZERGSFE - BROBNE - EAHOLE BB H
T 8% ) B4 4% 1 TR A R AT B B RS BE B A o PR b2 ST dh 4k ) B) A T 4 L e HE
B R A AT e A AT IR R R R

LAF b €48 48 1 35 E A & &9 Daimler Benz 4 8] 2L & Nord Landesbank 7 3]
P 5847 T $8 4% %, Deutsche Telecom A% 5 &4 7T $§ 44 2> 8] 1 2 R AR FATHR AR AR
Y L H% AR E A RE o



Daimler 4.125% 07/2003 Coavertible Bond NLB/Deutsche Telecom 3%. 02}‘2003 Exchangeables
Flxed Issnance Termt: Fixed Issaance Terms:
Leyuer: Daimler Bexz. laguer: Nord Landesbank Exchangesbis .
m 3.125% « into Deutechs Telocom Shares
Coupon Freq: Quarterly Caupon: 3.00% .
Maturity: July 5,2003 Coupan Freg: Aniizl
Isyue Dt Juma 13, 1996 Mshurity: February 11, 2003
Issue Amotmt: US$750 mn * Irsuo Date: July 14,1597
Issue Prica: 975 Ttsize Aszount; US$150 ma
Face Value: 1000 Isgus Price: 100
Convemion Prico 954.87 Face Vale: - 10000 .
Coaverzion Ratio 10277 Conversion Price: 53.52
Fixed Forex Rate: 1 Conversion Ratia: 33.571
Bood Currscy; DEM Fixed Forex Rate: 1.803
Stock Currency: DEM Bood Currency: usD
8tock Tloker: DAIGIBS Stock Currency: DEM
Par sciﬂhllﬁ Stock Ticker: DTEG.IBS
Put Date: Not Applic. Put Schedule:
Ptk Price: Not Applic. Put Datec Not Applic,
Call Schedule: Pu Prow Mot Applic,
Hard No Call Until: July 5, 2000 Call Sehedale:
Soft Call to July 5, 2003 at par - Hard No Call Until: May 11,2000
Triggor: 130% Thexe after catlable st par
Trigger None
Current Pricleg (Feb 17, 1398): Current Pricing (Feb 12, 1998):
Offer Poce: 14525 Offer Pricec 935
Patity: 13329 Parity: 3.3
. Prem/Disc. (%); 8.97% Prem./Disc. (%): 19.51%
I Stock Priee: 129.7 Stock Price: 344
| Actual Delta: 77.32% Actusi Deltu! 36230
| Implled Voluility: 28.02% Implicd Volstility: 28.09%
i 100-dy Historic Volatilty: L 41.10% 100-day Historie Volatilty: 20.49%
! Purs Bond Value: 97.14 Pure Bond Value: £3.7%
! Rbe 429 Rbot -3.844
i Axcumed Spread; 30bp Axsumed Spread: 10bp
! Rumnlng Yield: 2.84% Running Yield: 3,14%
i Dividend Yield 127% Dividend Yield 1.74%
| Yield to Maturity: -3.48% Yield to Maturity: 402%
Lo A S R RETHEEA S Daimler 28 HABEITE L 4.125% >

2003 57 A 4T ik 34

WiE AN B IR B
WEAE #% L g3k Daimler /A 8] &

5 A SRIR R AR 2 a1 A
FRZ Kbt 2 A BEREBIBGER - &

Daimler 2 3] At 2 43 & Bl A% 2k $2
BRI K e 451 -

% — 7 @ &1 Nord Landesbank Ff#47 Z & 3.00% > 2/ 8 2003 £ 2 A &) 7T #4
Hadh A A A3 a3k 3] A7 A 68 Deutshe Telecom 89 8% Z + i Nord Landesbank A&
Ak ot SR A B g ¥ Nord Landesbank 8315 B 3745 3 & 42 5 31 % 0 X
B~ A4t 0 B 9 Deutshe Telecom & BL £ 4
EARLELNE R BB A ERRA R ALRUARFUELES

TEMBATER TR AN SRADE

418 » ™ Nord Landesbank &4



% Z o 4o B Deutshe Telecom {& #4547 #% #k F Fixed Forex Rated % 1.803 -

v~ T Sk o 3R AR A S AR o B 1R

TN B SR R 2 B BT T S B R A

Figure 1 }
The Risk/Return Characteristics of Convertibles, Compared to Stocks, Limit
the Downside Without Excluding the Investor from Upside Participation

“Theo. 8 Price / Parity / Pure Bond Vilue

200 200
o =— = Parity Up-Side Participation o :
18 T« = =pure Bond Value !
160 ¢ === Theo CB Price (41% volat.) 160
140 = 140
120 - + 120
100 7 et w - om o oma Plgf == = %= am o mommm 100
N3 AN o
Down-Side ~
50 4 Protection -~ Parity equals 100 with T 80
[ ~ Stock Priee = Conversion Price
4g 4 ‘,d' - 40
=k - / +720
-~ .
a t + - O + } T 3 [
0 20 49 &0 30 100 120 140 160 180
Undeslying Share Prics (DEM)

Source: Morzan Stanley Dean #itter Research

FERAT R EAGETHIELHEGRBE AN ERE LS TH
Moo 8 f e AR A5 B 738 30 TR 4% (Parity Line) o JFEp & AARMR FH - TRk
NEEOAT B AR E BT RE RS FH R LIRAM A - AR TERE
Taa N S E e BEREE T BT EMHEA -

TR BB AREE » TN FESEREREH L B RAREERTAR
BEAR ok Tk SAEATHIENHEARFOEYE » ERERKET &
BATUR B F RS T ARPATHM > AERF TR B0 ER



THEEALE SAEENEE  BEAER AN EBEEE  BERERR
Frag ey TARAE T IR

P A% E A A T iR N A T FE A AR SR A S MAFREAR
2T E— A REUTHRK - HRIFEEHE - LAIAARGRE > B
FEFAT BEREPELZ B - ARG BEBRANFSOE T 03¢
B RAE ~ A B EAFERM B ALRRARYE 0 RFEMRS Tk
BEAR ARAR,  FRAKAE K o (2RE 5 0 R 23 7T 3R 34 0 S (HARR L B H0 B, RNGEARAE
a1 AR R A 0 SRR R VIR o AT RR NN EATIH LT
Bl B ERBTHIAENNEESEER TR KA -

B~ TR0 S R AR A B R AR AL LB F ) B 4%

A B S oA R B AR 6T A S B2 — o TR A e
BRI L BRI R OB BEARFODE  AABTIFE  RBNS FLRY
o8 1 vega £ R A EH A T % B 8 18 5 2T i A6 T HRHA 2 3 AR AE

=

g .

183% ABC 2> ) P AT o0 T3 4a N S| (B A — R 2 - W REREHES 15
% o WIFAIE DY o WA RREAREA 80 Lo RITHMN G HHERIEES
82.984 7T o MHARMFIEM AT RRAS 16% 0 MTRBLFABESEE NS
83.278 74 » 8 o7 #hd )\ 3] 15 FL %A% 69 ALK vega A A8k 0. 294 7T -

EEHERMTUERAESREASERLSG > THAFGAABBLES BR
B A2 B BB ESELD  REATEGEMRBEE - ATATHRBMEF
WM AR EHEANREEL FREBREHE S LBRBRBERMEL KRN E
7@\_ s

BEAXRAERATEHENTRIEES  LOME—F 40 £54£
WA EBEESE » SHEMOEREELMEZOREHETRBERHLT

8



5 A RREA 0 [ AR O ALK R R B IRR A 0 BT AR S au B AE £ R AR

Hi N e

A~ THEH N AR AL A R KR 8 4R

— R EAGOEEAARTMAERAREOR A G  E T ARAERE
RE | ANEALFEMEAAE LA LRI - RO AL BRERE
R EFFAE R TR R B EAAEAFE ) REI BN EREM A F 847 R
o HRERGR EAEEAS  AABHARMNEIRGYE - £ THHAL
AEHEAT AN Ae TR EERE | AR R R 2 B e R R
HATFTAREA AHRDE -

BARSEEADFE LAY BREAR AEHTRANIFHVER
K5 ABRAE A AL B R B 0 6945 89 LR RO SR IA B AL > TR AN S e IR E A
GHOAL R THRQIEHREATRLERAHA — AR ZRENES
A b THa N a R B e — AR ER A2 HNELHOPE  BX
HRERGaERT > THEHBANEHESEANFERELZRGELYMA - T
B R AR AR IS IR A THA N A A AEAFEA ERRZT

Rz ERERAS  HEHTHRIBANROBER /D TH/EQARGE
B~ B P ASHESHPE - TRIENIFHA AFTARZR
sy B R 2 P o BRI THIAN VER BB REEA RN RLY
AR ©

B b %A T G 40 ERE A B 0 B AR A F AR I o o T WA N B (1 804R 4
SHELBLREMETRR o RBEHR > THREQNEHBERHNREL
Sy REABESE S o R ENA B R B R HRRRERERERBEFKRE -



s RATRER R TRIRNGENBE

2 P A 64 7T MR AA N 3] AR M A AT R © 4 27 (call provisions) ¢ IR BP
BATH AR AR RO ERR T B OFHF  BTHEMRARDERZET
FREF WA E TN A AR TR -

B W AT B ik 2k (call provisions)id % & R FILE A M LA R AT
HEWEIE o TR S A RAT R @A &L 2] — R IRA 0 RE LR
AR AR A RR AT A B R AR 45 2 B B AT IR MR 4 0 7 — 188 R IR Bk AR
R Ae o B BRAR L iRAR B I T AR AL Tt p] S Bl AR AR AT - FAAFATRAR
AT B @) A A o

4o i F T E () A S 4 2000 4 11 A 15 B 84T THHB A B AR
AT AR ) Ak Ay
1.STOCK PRICE MUST EQUAL OR EXCEED TWN 361. 6200
2.DATE... . - PRICE
11715708 100

it 848 2003 £ 11 B 15 B %56 6 (B 4238 K48 Z 0 361,62 L2 AT R 43
FEATHE @ T S &)

£ 2000 411 B 15 8% 2003 & 11 A 15 B Y5 AR R RAF o T F) >
TN G EFA AT UIRATRY - BT UEFRETAFRERRENOMRRE &
LA 4T 45 L35 2 Thard non-call period ; — AR4FEREIEAR] -

{78 M5 AR AR B k8 0 361, 62 T2 BT RAFHIRAT AR = T #F 4R &) fF - AR B
B AR ST Hda N AR N AL BB G A B - B Ao RIAH MRS
M o BT T DA T B IA N SRR A AL LR B W T A 2 A 1 0 AR
HALE ARRART DT o

P UK T 3 3R N B) 1R 4 A SR AT B B AR AR 8 o T4 3] 4 89 K (premium)
BEWERAFLETERE




BT Bk — A G R BT AR, LB ETHAN A FY
£46 0 AAHEHREATETHMENIEHSMHA Thard non-call period; &)
(RFERAR > AR PRI T AR 2R KRB IRE - BEREH 5 AFAEAT H
EAER AL B EA R E TRIANEHRE -

AR AR HN TRAENNEEEOS T M ERYRBOE D HE
B0 LGN F] B B ARREE ) TR N A AR R A MBS T R
fi 5B 5% BRAR AR B 4238 361, 62 L eg R R AT MR ATR ER R AR TTRE @
M ATEALGER » THBNNFBRLRRTTHBE - F-F @ o RAR
W RAE AR S 8 THEN S EEAR AR EHRETEE B A R RRE
BE - ﬁﬁT?ﬁriﬁl’\ﬂfﬁ4ﬁfﬁ%ﬁﬁ?KEKﬁKTﬂ“"E’JﬁH Pl o BRATBR © 4R AR
ZI o s p

ASBWERESFEFHBTRIEDN RGBT

& b o7 #5 3  3) 45 A 42T & 4% 3E 4% (put provisions) ¢ R BT #4R R
AR EAFHIBOFTERBELHLESBELFETD  RABRTREAGA
4o 352 — A AL E AR 0 B b &3 T a0 A E eR S Blhe
AR L LB A TN 8 B AP L e R AT B RS —F0
11A158HF ML 2003 & AEAHAMYEFILA LD BREALTUT R
AT & B E T AN 8 R -

4R T AT AT R R a g R AEFRATE O T RS FRE
G leE - B EALH TH f%ﬁ%ﬁ%’ﬁﬁ%@$%oﬁ%@%%é$%
A K RSB 0 PFOAIRIR 1B 1RES 0 & A5 5B (put provision) #IBEN
K o

\\\
o
by
¥
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o
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ERAAEFEEENTRELIHERENE
FompH B RAHAMSERE - EHAERS  RHAAERAR
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BAEEE 0 BA— LEERTUOEMRA  RERESHEMT > AR FEHESR
EEMOEASNESBRREABE - ARK ETHANELE  WRFLM

BRRAAEFEHORAEE -



% - % & ¥ (Asset Swap)
—~ Xk

FMAUDHMARGTE BREFURPHFLADABEGTZ T T F
RHIHEFEGARANRHE Y > BRBBEERTH LEEORRT > HK
BAAABKOA SR - ARBGEERAFEEZRAETR T EBER > HTEMESE
BTG IE T A EATA M AR LS T — R824 (Swap Contract)
wAEBRAERA  EARRRE BomRELEAALRBLTS T -

"R AT OMBGER YT - EHRGTHAANTARERAY
FBATRM 0 WEPAE S MR 5 ey 807 A R R — T 0 AR R S AROR B LR
57 A R AR A e Ao 4T - TR e B B W AR B e R
BRI BARALBMBLE R ERTAZ — -

FARMR AR BEAYEN 2 - A TEABELTHEURSZGFRE
KL A 4 0o X He (Swaps) #iE4E4# (Options) ML FEITR H, 4o T E
PR AL T A T — B Bl R A F UL B et A, B Rt A AU M e A R R,
#17% 5 F 474 % T #(Interest Rate Swap , IRS), #fEHF xR AT E LGB E

#] %k % (Fixed Rate Income ) $1 %5 5 # F 34 80F 8] F 45 % (Libor + Spread )-



B

Asset Swap = Fixed Rate Bond + IKS

Floating rate Interest

Fixed Rate Coupon

Fixed Rate
Coupon LT

=R %

RIeh B AR A par/par' 89 & A #ITX 5 0 "par/par” RIEHXRE A
FERGEFAT O LEBRBEE o 0 BPERBESASETE - LEADUE
FREOBAEBERGES  LASEAFENMEIBENTBEREY
Libor + Sprecad - ¥ Efm % > X HEH S FREAEZNEELIENE - &)
TRAERITRIBT Y -

B 9hE A T F Discount Swap/Back-end Swap &4 5 &, 4 Discount Swap



WBERLT 45T AT RS R A AL KB4 & Swap Dealer # B AR &5 °
A AGEEM o 128 A Swap Dealer 8<% & 38 Swap Dealer F7
w4teh Libor + Spread » — HRMEFFE 258 A—RAF £ T 24 Swap

Dealer -
BoMEEARBRYTRABERARBDANRSRBAANG S  ZHEFETA
EEAGGHMBEFEZARGAY  BREAREAAMRFAR S £&

KR AR TR FEITEAERBRTHRME - RORAREALBITEEY
B AR % 6 R
1. %474 1 ABC A
AT ey ¢ ABC AR TR A AN & 3% 2003 £2 1
WM 3 &
Z 8 I HEHEI
g A 130%
T4 51 4 6h T R A 2 100%
T macwa&ﬁ#ﬁ%%mﬁ%ﬂiﬁ%ﬁﬁQﬁfﬁ

I

ﬁﬂméﬁ
9. 4% USDI, 000, 000.00
24 Discount Basis 77 X% 4 #9 % & & 4 Spread 4 Libor+608bp
A Par/Par Basis H A, %X % 8 & & X 4 Spread & Libor+468bp

BHBETALBAEARBROE R BAERBERTRY > LR E
AFFAG B IAT P £ RE L 5 F RAZ -



(1) Par/Par & % H &, :

Loss on Par-Par basis In case of default by the Issuer

DF__ 1.2100 1.3310 Total

iCash outflow . SR . s T A o
. (1,300,000) (30,000) _ {30,000) (30,000} {1,390,000)

v (1,300,600} {27,273) (24,793) (22,539) - {1,374,606)

iCasty Inflow R i AF BB

_ - 190,846 190,846 190,846

lad 0 173,496 157,724 143,385

Total Loss

(2) Discount & % #H K :

Loss on discount basis in case of defauit by the issuer

DF 1.0000 1.2100 1.3310 Total
Cash Outflow_ . 100% : T R 300 000K
(1,000,000) (30,000} (30,000) (330,000) (1,390,000}

W {1,000,000) (27,273) (24,793) (247,534) —{1,300,000)
fﬁ” BT *(ﬁf‘ memmw@
482,538

mw 400,000
Totalloss (900,000)

Yo b B E AT ARIRIATE AR B ARITEERBEF - KRB KAITHE
& ZHEPEAZ G 0 45 E AR R EAR R BPRORRR R 3 A B4 par/par 7 A R
discount & R # & 900,000.00 -

DF : Discount tactor - 7 3% B -

PV : Present Value » 47 3,14



CHAemERA

NS RIES L P LIES RS L T
#3437 A par/par 977 KR — 4 1996 4 8 A 5470 4 Ao %
4] %KAM BECE » 4% %41 % & Libor + T5bp » 44 21898 AR
e e RIRFRE ABAELHF (counterparty) #47#)% i 0 JE
FEBAFEARBABEFURELHE T.08% - A¥5 & - Bo%
BHEFARTARBAN AR~ EE LA E 7.68% 090 mEAE  RMT
VALATF 51 38,4 IR & 9 $E Ak o LR B8R

&-month Dollar &-month Dolfar
LIBOR+ LIBOR+
N
Swap
BFCE perp Call at Par - Investor - Counerparty
7.686%

it
Doliar Price at 100

Fixed Rate Return Calculated as:

Received on Bonds + &-month LIBOR+75
Payment to Swap Counterparty (6 month LIBOR+75)
Received from Swap Counterparty 7.68% s.a. '

Net Yield on Synthetic Fixed Rate Asse!  7.68% s.a.



TTHET R mEEANESnE R ARTRITISRE T BE)

1996/8 (100) (100)
1997/2 6 18 A_libor+75bp (648 A libor+75bp) 7.68
1997/8 G fm A libort75bp (618 A libort75bp) 7.68
1998/2 648 A libor+75bp (618 A libort75bp) 7.68
1998/8 618 A 1ibor+75bp (648 A libor+75bp) 7. 68
1999/2 6 18 A libor+7obp (618 A libort75bp) 7.68
1999/8 6 1@ A libor+75bp (648 A 1ibort75bp) 7.68
2000/2 6 148 A libor+75bp (6488 libort7bbp) 7.68
2000/8 G4 A 1ibort+75bp (618 A libort75bp) 7.68
2001/2 642 A libort75bp (648 A 1ibor+75bp) 7.68
2001/8 648 A libor+75bp (618 B libor+7obp) 7. 68

2001/8 100 mym

2. BlRA R |FHH R ERER
x4t & A 1986 4 9 AR E — % LAEUN A UIHE o) BRI B # TR
Powergen Eurobond » %1k %1 & 8.875% » AT ® > 2/ 8 4 2003 4 3 A 26
B > 304 Libor+20bp 84l R et F T EARMR G > A5 HF - &1

T RBRAR SR ETHEH



BATE& A R L — RS H £ R
FEARBRYGRBEREMBEELAHFERE
CERARE @RI A LRMAKE

STG Coupons STG Coupons
In% - 3%% -
23;?3?:; Doilar Priceat 100 | Investor | — Coui‘?;arg arty
-
Redemption at Par UBOSR"'ZB
Fixed Rate Return Calculated as:
Recaived Coupons ¢n imasco +3%%
Payment i Swap Counterparty 3n%
Recaived from Swap Courterparty + LIBOR + 20
Net Yield an Svnthetic FRN LIBCR + 20
LB MESEeRE  SEXRETHESRE | HEeEHAT R (EEsnE
1986/9 (100) (100> (100)
1987/3 8. 875 8. 875 (618 A 1ibor+20bp) (648 A libor+20bp)
1986/9 8. 875 8.875 (618 A libor+20bp) (618 A libor+20bp)
1988/3 8. 875 8. 875 (61 A libor+20bp) (618 A 1ibor+20bp)
1988/9 8. 875 8.875 (648 A libor+20bp) (648 A libor+20bp)
1989/3 8.875 8. 875 (618 A libor+20bp) (648 A libor+20bp)
1989/9 8. 875 8.875 (648 A libor+20bp) (648 A libor+20bp)
1990/3 8. 875 8.875 (618 A libor+20bp) (618 A libor+20bp)
1990/9 8. 875 8. 875 (618 A libor+20bp) (648 A4 libor+20bp)
1991/3 100 100 100
—HRBEANRFRETRRR AR EAF B AH > FHAAHNE SR
AT ERFTAGEENE  CdNeBTHEELEE NS AHT AR #
TARMERE E KRR G I LT UUF R 8 SRR S AR ik

EHZBE—CRSEFERA L a»
B RITREGEFTHERE ST

AR ER > AR E & T 760 2ts -



B~ T dhikoN A e H A 4 (ECB Asset Swap)

ST

A E A R da(Asset Swap) sy A A A > MRS 5 AL AT HIk
T B Atey & & %3 (ECB Asset Swap) » T8\ SR F Lo 1F 4%
{& 14 (Bond Value)#2p% 2 i #3244 (Equity Option) » MM & EERATARE
AL E 0 AR E iR (Bquity Option) E4RATEHR T T AR K
R E AT R BAR o PR AR PR E T ik &) £ (ECB) By » &AM R
AR % 3B 44 (Equity Option) efrnde - A EME S meyEFHE > @
A& A 1E 14 (Bond Value) ¥4y 478 A& R (Asset Swap) e

B
ECB Asset Swap

Floating rate Interest

Fixed Rate
Coupon -

20



= THBANERERRORANE
S B R A2 30,80 ¢ (par/par X 5 F KD

- CB
. Initially »
SG Investor
<+

Redemption

+  Each Cpn Period Libor + Spread
...,___+ f .............. :
SG investor i Issuer
< ——— einreeinranse ;
Cpn Cpn

d 1 N - d *
If Exercised Redemption + Libor ¥ + Sprea

—
5G Investor
¢ ® Accrued to the date of exercise
CB '
Maturity
Libor + Spread cB
» e i CITITITTEICR .
SG Investor : Issuer
- e iiiisicreaes ;
Cpn Redemption + Cpn

L. 5k 5 An A - SG4RAT T HIR A A 7 448 T A (Investor ) , &AM —
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(equity Option) » SG 44T &4 3% F A (Investor) 48 F] £%4 &) 8% ©11&
¥ B bR B BAT M L X & Libor + Spread @ sLEF#E A
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DES DGT4 Corp DES

SECURITY DESCRIFPTIUON Page 1/ 2 L R B
HON HRI FREC HONHAIO 11/15/05  97.13662/98.13682 (3,14/2.02) BGN 812/02
CONVERTIBLE [NFORMATION TDENTIFIERS [y ARdditional Sec Infa
CONY TO 174.4677 SHARES  lommon 012026951 ) Put Schadule
PER 1000,00 NOMINAL DR100Z (ISIN ¥S0120269518 1 P Softcall Schedule
2317 (17T TRIE3 { 0.77) BR rumber FEC3093183 | 4 Convertible Info.
COWVERTIBLE UNTIL 10/15/05 RATINGS 9 Identifiers
JPARITY 64,90 PREMIUM 42,437 Moody’s ~ NA b Ratings
SGUER IWFURMATION S&P NA T T Fees/RestrictlonE T T
Name HOM HRI PRECISION INDUST F 1 NA 8 Disclaimer Page
Market of Issue EURO-DOLLAR 1SSUE SIZE 9 Involved Partles
‘_SECURITY INFURMATION Amt Issued * i) Custom Notes
SHCouponflo Z OPON 71 USD 300,000.00 (M) | 1D Issuer Information
/A [Stifi~30/7360 fimt Outstanding * 12 AL .
TEPRLP{[l] Series REGY | USD 300,000.00 () | 13 Pricing Sources
LONV/PUT Min Piece/Increment 14) Related Securities
Country TU Currency USD 1,000.00/ 1,000.00]
1st Coupon Date Par Amount 1,000.00
Price € Igsus 100 BOOK RUNNER/EXCHANGE
Calc Tup [ 1JSTREET CONVENTION | GS 65} Old DES
NGO PROSPECTUS LONDON 66) Send as Attachment

PRY/SHR=USED. 0392 (TWD32.15=U5%1). INIT CVR PREN=23%. PROV CALL. UNSEC'D.

chfkeht 2000 BLOCMBERG L P, Fronkfurl 69-320410 Hang Kong:2-977-6000 Londen: 207-320-2500 Mew York:212-013-2000

Prince lon: €09-2738-2000 Singopore: £5-242~100C Sydnely L2=RP77-0686 ToKyo - 3~3201 -£500 Spa Paulo: 11-3048-4300
- 1732-505~1 D4-Dec—00 {0:32712
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1. #3#E#% (Conversion price) : #IFR R ENFITZ 4 > £ TE
el IR RAR S R R R

2. #ikbF (conversion ratio) * #ikL R R EFHFA AL HEHH GF
ARG AR R EORE » TR T AN E TR RAZ R
FEB o BIBRILBBENTHBRNNFEDAS UMBEL > —Kmd  #
WABREABITZ M CEHER BT RHEBERTFREZEZLERILTT
VAR R BIRBAE ST o LR B E R R H Y -

3. Ftk(Premium) : AAEHBE A FHTHEEAKFFEEGHLH > dp
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[
L3



Ba SN EREREEAR AL BES > S HSHRAAENI
7K e
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5. fhA#1814 (bond value): &35 E M ~T ik 354 ey (Equity
Option) # Frf4rey /B4 ML ELEABENN L
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1. #%3%/§#% (Conversion price) : PRX/SHR

Conversion price=———=--———-=-——--=———mmm— oo

3215 (AEEH)

= USD§ 8 -0342

2. ¥ 31k % (Conversion ratio)

Bond Face Value

Conversion ratio=-———=~———m=————m=— - e

=124-4677
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3. F1& (Parity)

Current Share Price * Conversion Ratio

Parity =-——————m————————— e
Bond Face Value * Spot FX
183 x 124-4677
1000%x33-06
=68-90
4, # & (Premium)
BMHETHBEH—FHERNSEHE
Premium=--—---———"-——
HHNAEA
98-13682-68-90
68-90
= 42 -43%



% ~ Spread(fu#g)

Spread 2% 5§ A4 ¥ A R R BRAAT A S A 6915 A UEIR IS BN AT HHA
HAEMEARBTIZEANTRES 854 Spread, R ZHF RN THIAIR
HP3 4 A R R AEAE -

3,447 34 Bloomberg # % @309 # i 5 T ¥ M A PR S AT T R
WenalfE @ LabiadE T B RO H R E 6y TR 24 ECB a9 1B A8 A
98. 13682 -

£ Swapped Spread Details ¥ &y Calculate 3 & T445E AMA T ooth i
HABH o B SEAE TR © RATT 245-2] Spread &9 B ©

% —#d Calculate 1 & {42 & A A C4udy Spread e B8 > & HAITH
Spread #) 25 ¥ B AL BATT UAFEIEHEHR

3% B ATX 5 745 7 & Bond Price & 92 7t o &7 A74% ECB = Bond + Equity

Option » A LA #hB% 84 Equity Option Value % 6.13682(4= 30 B £~ FE) -
2% 145 B A1 ¥ A Bloomberg #5 Swapped Spread Detailsi#4% Calculator 3,
4 Bond Price #9444 AAB 4% 92 7t - sh8F Spread(bp) & 37, 234. 1bp °
BB EEB AR S T3 P ¢ Bond Price A 90 7t » sbexay Equity Option
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<HELP> for explanatton. DGT4 Corp ASUW
Curve Sources CHMPH

ASSET SWAP CALCULATDOR | Page 1 of 2
HON HAT PREC HONHAIO 11/15/05 57.13682/98.13682 (3.14/2.02) BGN R@12/02

Currency Underlyling Curves
fom USD T&] Pr ce DeTe Us
sn= %(SLNC#)F}
- Crv Sattle <B/A/H>
Spot F/X 1.000 Colpon Day Count Freg | [FFANIQI]  BGN RGN
Fixed 6.65081% EHVED W Z~Spread
Trade Settlement | Floatlng 6.734397 [Id/Ed 523.9 bp
‘ Swap Par Amt(FLT) 000
Gross Spread aluation
¥aluation without equity/fixed income aption component Honey SpreadChp)
Implied Value 94,1450 41.5M = 452, 4
Suwapped Spread Details
Lalculate § Honey SpreadChp)
1:Bond Price m_ V11, 834320
Suap Price Cash (iMRY- 10. 0000) 100.0M = 1091.3 bp
2:Suap Rate EXTER, Bond Cpn 0 0000/ -58. 51 = ~£39.0
Redemption Premium / Discount 0.0000 0.0 = 0.0
gunding Spr‘eag N oo -0.0N = 0.0
J:Suapped Sprea ‘E} bp
1 <Go> for X-currency spread summary, 2 <Go> to save, J <Goy t0 update swap crv

Copyright 2000 BLOOMBERG L P. Fronkfurt - 69-920410_ Hong Knn?72 9776000 London: 207-330‘7500 Hw ‘l’urK 212-318-2000

Prince ton: 509-279-23000 Slngapore: £5-212-1000 Sydney: 2-9,77~B68E Tokyo: 3-3Fe 'aulo - i1 =3048=43500
733 505-1 U4—D-cr—00 10:38:04
IBloomberg '
<HELP> for explanation. DGT4 Equity OV
Standard Uption Valuation Page 1/4
2317 TT HON HAI PRECISION INDUSTR Currency: TUD

Hit 1 G0 for sove’send screen
Hit 2 GO for notes

Hit 3 G0 for dividends

Hit FENU for exatic option types
Hil PACE for scenw io aqraph

Price of

Strike: BN (TUDdRate: IR MContinuoUs  noterRiskires rate
Exercise Type: B American o= boen edjusted
Put or Call: Call

Time to Expiration: Hodel Type: [} Default

Trade: 12/ ‘4700 %

Expiration: 11715703

Settle Date: 12/ .4/00

Exercise Delay:

Option Valuation and Risk Parameters Dividends

‘Jalue Percem Time Value: B8,13682 | Dividend Yield 0.00%
Price: [EREK[TY EXEYS!. Theta: 0.01434 Ex-Date. fAmount
Volatilitys mﬂ Premium: 48,22902 Mo dividends praj.
Delta: WL NLIEE  Parity: -76.00000
Gamma: IS  Gearing: 22.36746
Vega: 1 Rho o _1,38083 -
Cop TIhT LU0 BOLE s 95ngapor?65—2lé&ﬂ swgzsvzeé‘%?:a%a&Tnkyua-azm—aaggaa S 54 :é:;iéaa%e;gsgg
fBleom
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<HELP> for explanation. DGT4 Corp ASLS
Carve Source: CHPN

ASSET SUWAFP CALCULATOR Page 1 of 2
"HON HAL PREC HONHAIO 11/15705  97,13682/98.136B2 (3.14/2.02) BGN 812/02
Currency Bond Inderfuing Curves
Frum ) T&ﬂ Buy/Sell § Far AmtEEEEERUDD SEEN Price Date s s
Uorkou: [SYEEY) © QIR | M <SUVC
uap Crv Settle k<B/AD
Spot F/% 1,000 Coupon Day Count Freq | [PVAEIDT)  BGN BGN
Fixed 6.65081% / 1 Z-Spread
Trade Settlement | Floating 6.73439% 265.0 bp
12/ 200 Swap Par Amt(FLT)
Gross Spread aluation
aluation without equity/fixed income option component Money Spread(bp)
Implied Yalue 94.1450 21.5M = 234.1
S>Swapped Spread Details
Calculate Money SpreadChp)
1:Bond Price Yl 5. 261644 :
Suap Price [ENMEEM Cesh OutiBCNGNN 80.0M =  873.1 bp
2:Swap Rate ENEE: Bond Cpn 0.0000% -8, 5N = -£39.0
Redemption Premium / Discount 0.0000 0.0 = 0.0
Funding Spread EER be -0, 0n = 0.0
3:Suapped Spread [ 234. 10
1 <Go> far X-currency spread summary, 2 <Go> to save, J <Go> to ypdate swap crv

Copyright 2000 BLOOMBERG L.P, Frankfurt 89~920410 Hong Komg:2-977-8000 Loncbn-gu?—aaoﬂ?ﬁoo Neu YorK:212-318~2000

Prince{on:509~273=-3000 Singopore: £5-212-1000 Sydney 2-3 77 8686 Tolkyo:3-32041+~8300 . Sao Poulo:11-3348-4500
1733-505-1 04-Dec-00 10:32'57

[Bloomberg
Standaﬁd Uption Valuation Page 1/¢
2317 TT HON HAI PRECISION INDUSTR Currency: TUD

Hit 1 G0 for sovesserd soreen
Hil 2 60 for notes

IS T2 317 TT Equitylse [ Hit 3 GO for dividends
Hit gENU :g: exolio option types
Strike: % JEIWEL. (TUD)Rate: fﬂCUntim.lUuE NOTE Riskires rote
ﬂ od jug (e

Exercise Type: merican
Put or Call: Call

Time to Expiratien: Hude} Tupe: [l Default
Expiratian: 1171570380

Settie Date: 1774700} 4/0

Exercise Delay:

Option Valuation and Risk Parameters Dividends
Yalue Percnnt Time Values: 6.13682 | Dividend Yield 0.00%
Price: 13582 PEREYP: Theta: 0.01229 Ex-Date Bmount
anatillty. / Premium: 45.,13012 No dividends proj.
Delta: Parity: -76.00000
Gamma: Gearing: 29.65705
Vega: 01668 Eho .¢5480

T OB 12505060~ "3 pacpors eous 21008 | Sydnag: 525 5’;‘"3@3360 o SO o 21 -5040-4300
P :608-273~ o 9277~ eRon o301~ ko 113048
raneeton aopore: pithig o 1733-505-1 D4-Deo-00 10-40:56

IBlgomberg
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- « a ey GOR Dividend Yiekd Morkel Market Edweek

Hon Hai Precision (2357.TW/2357 TT) wockge bex GONORD  priw  Decdt  Deo® o o pisere
. . Uy = sy Ty ) MTIme) usiem) 7Y

Malntaln B 178 5859 2 12 0.769 044 254275 S 46288

3Q00 results review (unconsolidated) — strong Ternend Hetprofi i PE  EPSGDR EATDA  Rac  EVC
. A pn WNTSm)  (NTS) growth {%) o) sy (NTS ma) ) [

revenue growth with better gross margins P e imen w1 s o seme @4 Ty
Kirk Yang 8522101 7182 kirk.yang@csfb.com o 1“os6 o %o 180 241 150m. e 52
Michael Lo 852 2101 7186 michaello@csfb.com 2% o0 sgs A6 =1 1 g a7 59
19T 741 543 20 x2 \&6/ 6518 254 73

1998A 5501 411 480 25 297 TR 336 kAl

« Hon Hai reported its 3Q00 results yesterday. Tumover was up 94% — e
to NT$26.5 bn compared to 3Q99. Gross profit came in at NT$3.8 ¢ B A

bn, a 83% YoY increase. Operating profit was NT$2.39 bn, @ 68%  Smmscusmningim) 1,453 Book vabi { snar - T200E [NT3) T

increase from 3Q99. Net profit was up 33.7% to NT$3.1 bn, Dady acing volsme - &M g (mr) 8.30 Neldebr/ ecaty - 120GE (%) Notctoh

« The gross profit margin increased for the tird straight qUAner 10 o wacemgence B v ot

14.4% from 13.8% in 2Q00, beating our estimate of 12.7%. We  Ne e @og  @om 2@ Fepewmn  @aa 49 4re0
{1312 monthes) (1: 3 12 mordhs}

befieve Hon Hai was able to increase its gross margin due to
economies of scale and an excellent cost confrol, although

consolidated gross margins are more meaningful as they would
include the China operations.

« The global outsourcing trend is expected to continue and benefit
industry leaders like Hon Hai, as they are able to minimise costs
for OEM manufacturers. Hon Hal's PC-related business is still
strong, despite global PC growth uncertainties. Revenues from
Dell and Apple actually increased in 3Q00, despite their eamings
pre-announcements. In our view, outsourcing is expected fo
continue to manage costs.

» We like Hon Hai for its consistent growth potential, as again
shown by the 3Q00 eamings and revenue results, which are
expected fo continue into 4QU0. We are maintaining our
4QQ0/2000 forecasts, which were recently revised up. We
reiterate our BUY recommendation with a 12-month target price of
NT$260.

Results highlights and analysis

Hon Hai has reported 34% YaY eamings growth to NT$3.1 bn for
3Q00, on the back of 94% growth in tumover to NT$26.4 bn.
Operating and non-operafing profit came in at NT$2.4 bn and
NT$1.4 bn, respectively. The strong eamings growth was driven
mainly by a stronger-than-expected gross margin of 14.4%, which
surprised us on the upside and beat our conservafive estimate of
12.7%. As a result, net income was also above our forecast at
NT33.1 bn versus our forecast of NT$2.85 bn, a 7.8% difference.

Hon Hai was able to increase its revenues and gross margin during an
unclear period for PC demand, which strongly suggests that many
OEMs are increasing their outsourcing in order to remain competitive
in the cut-throat PC market. Hence, we believe that beneficiaries of
this outsourcing trend will be companies like Hon Hai, who have the

scale and resources to cater for the top-ten PC manufacturers in the
world.

We believe economies of scale have kicked in and that they have
helped Hon Hai fo become one the most efficient
connectors/enclosures manufacturers in the world, leaving its
competitors far behind. Also, with most of its products being produced
in China, the company is benefiting from China’s low labour costs.
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Forecast and outlook 3Q00 csFB _ %YoY

Going forward, we believe Hon Hai will remain one of the dominant :;’;"‘ Es::;;; "’-‘;;1 o8 9’"“‘;‘42 % ditterence
. . . evenue % . ¥ .| . 0.2

PC connector and baretone makers in the world. In addition, its non- s prom 53500 28143 5.3 139

PC related business, in both the communications and CONSUMEr  Gross profit margin 12.7 14.4

electronics industries, is expected to grow even faster resulting in @ Operating profit 21000 23864 69.2 13.6

forecast revenue CAGR of 50% over the next three years. Operating profit margin 8.0 20
Non-operating income 1,240.0 1,352.8 7.9 9.1

o . X L . Non-operating mcoma margin 4.7 51
it is important to point out that industry consolidation is expected o Netmcoma 28543 30787 33.7 7.8

oceur in the low-costhigh-volume PG connector/desktop industries,  Netmargin 10.8 1.6
and global PC OEMs are being forced to outsource even more 1o

remain competitive. We believe that large companies with scale and

customer bases, ftke Hon Hai, which although are still correlated to PC

growth, will far outperform and grow faster from market-share gains.

We are maintaining our 4Q00 forecast, which was recently revised
upward. Despite the recent rally in the share price and shor-term
political uncertainties in Taiwan, we believe that it is still a good time to
accumulate the stock at the current level simply for its strong growth
potential. In our view, the stock is still undervalued and we reiterate
our BUY recommendation with a 12-month target price of NT$260
implying 49% upside potential.

HON HAI PREC.INDS CQ.
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MORGAN STANLEY DEAN WITTER

Convertible Bond Asset Swap - Draft Confirmation — ASCOT Buyer

To:

Attn_:

Fax No:

From: Morgan Stanley + Co. International Limited, London. Member of FSA.
Date:

Our File Ref:
Our Swap Ref:
Taps Ref;

Re:  Convertible Bond Call and Notional Swap Transaction between Morgan Stanley + Co.
International Limited and

The purpose of this facsimile (this "Confirmation") is to confirm the terms and conditions of the
bond option transaction and notional swap transaction entered into between Morgan Stanley + Co.
International Limited and you on the Trade Date specified below (respectively, the "Bond Option
Transaction" and the "Notional Swap Transaction"; together the "Transaction"), This Confirmation
constitutes a "Confirmation” as referred to in the ISDA Master Agreement specified below.

The definitions and provisions contained in the 1991 ISDA Definitions (as supplemented by the
1998 Supplement, and as amended and supplemented by the 1998 ISDA EURQ Definitions) (the
"Swap Definitions”) and in the 1997 ISDA Government Bond Option Definitions (the "Bond
Definitions", and together with the Swap Definitions, the "Definitions"), in each case as published
by the International Swaps and Derivatives Association, Inc., are incorporated into this

Confirmation. The Bond Definitions apply in relation to the Bond Option Transaction (paragraphs
2 and 3(1) below). For purpeses of the Bond Definitions, the Bond Option Transaction will be

deemed to be 2 Government Bond Option Transaction. The Swap Definitions apply in relation to

the Notional Swap Transaction (paragraph 4 below). In the event of any inconsistency between

either set of Definitions and this Confirmation, this Confirmation will govern.

This Confirmation supplements, forms part of and is subject to, the ISDA Master Agreement dated
as of ,as amended and supplemented from time to time (the "Agreement"), between Morgan Stanley
+ Co. International Limited and you. All provisions contained in the Agreement govern this
Confirmation except as expressly modified below).



The Terms of the Transaction to which this Confirmation relates are as follows

1.

Genperal Terms:

Party A:

Party B:

Trade Date:

Morgan Stanley + Co. International
Limited

Time of execution of the transaction is
available upon request.

Terms of Bond Option Transaction:

Terms of Bond Option Transaction as follows:

Option Style:
Option Type:
Seller:
Buyer:
Bonds:

Stock Redemption:

Bond Maturity
Date:

Investor Put
Date:

Number of
Options:

Option
Entitlement:

Option Strike

Price:

American

Call
Party A
Party B

Should the Redemption be for Stock, as provided in the Terms
and Conditions of the Bonds, Party B will pay to Party Aa
USD amount equal to the Redemption Amount of the
Bonds, and Party A will deliver to Party B the Redeemed
Bonds. This is providing Party A notify Party B of the Stock
Redemption by at least Three (3) London and New York
Business Days Prior to the 25 August 2003 Bond Maturity
Date.

100.00 PCT.



Option
Penalty:

Premium:

Premjum Payment
Date:

Procedure for Exercise:

Multiple
Exercise:

Exercise Period:

Seller Business
Day:

Expiration Date:

If the Option is Exercised for a Settlement Date prior to then
Party B will make an Additional Payment to Party A of the
present value of X basis points on the notional amount
accruing from the Settlement Date until

USD 1.00 (Receipt of which is hereby acknowledged)

Applicable

Any Seller Business Day during the period commencing on,
and including the Premium Payment Dare and ending on and
including the Expiration Date between 8.30 a.m. and 4.00
p.m. (London time).

Any day on which commercial banks are open for business
(including dealings in foreign exchange and foreign currency
deposits) in

The first to occur of;

(a) The date on which notice is first given to the Holder
of the Bonds by the issuer of the Bonds that any of
the Bonds which are the subject of this Bond Option
Transaction are for any reason called or redeemed by
the issuer of the Bonds (expiration is limited to the
Number of Options proportionate to the percentage
of Bonds called or redeemed by the issuer of the
Bonds), and

()  The Investor Put Date, and
(c) The Bond Maturity Date, and

(d)  Default Date

"Holder of the Bonds" means, at any given time, the holder
as determined by the Caleulation Agent in its sole discretion,
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August 2000 s

he convertible assct-swap product has come to play an increasingly vital role in the

inctioning of convertible bond markets globally, especially in Europe and Japan, * The kay 1o
/here convertible issuer credit’s tend to be of a higher grade. This guide is meant to detemmining the vaiue
of the ASCOT call

srve as an introduction for investors wha are notalready familia; with the product
nd to demystify what are essentially very straight-forward transactions.

option strike prica iz
tha valua of the
intarast rate swap on
any given data

interest Rate

/¢ ioak to surnmarise the:
.
Structuring and pricing of ASCOTs — including a quick tutotal on the
Bloomberg’s ASW function.

. Mativationa for the different investor- types in entering ASCOT transactions —
both from the credit buyer's and option buyer’s perspective.

* Relevant information on entering, into asset-swap transactions with Morgan
Stanley’s AA-minus rated entity ~ including key cantacts on the trading and

: SWAP
documentation.
Credit Investor
i Floating coupons
(Libar + spread)
Source: Morgan Stanley Dean Witter Research
iz M ls based ypoa som availablo to the public. Mo ropreeeytation ix mude that It i eeraese or complese. This Memarendam (s nat ok offer 16 buy o =il o 2 velieitinon af 1n affe o buy ar sell the wezzities mentinacd berein, Monuas Stank
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Appendix - Indicative Swap Lovels

1. Development of the Market

Asset swaps within the fixed income markets experienced explosive growtk during
the 1990’s due to a surge in investor appetite for bonds packaged with swaps ta
create synthetic floating rate securities. They are now an established part of the
world’s credit markets, The global convertible market has taken advantage of this
and convertibles now form 2 significant part of the corporate 23set swap sector.

Convertible bond asset swaps involve the restructuring of canvertible bonds inte
synthetic debt securitics and equity call options. In this way they offer the
opportunity for differcut investors to participats in the separate attractive
characteristics embedded in convertible bouds aed have, by implicarion, widened
the appeal of this azset class to 2 broader group of investors.

Assct swaps play an importrnt role iu the pricing and sizing of convertible bonds
it both the primary and secondary markets. No pricing discussion of a potendal *
ncw igsue oecury nowadays without a thorough assessment of the appetite for the
asset swapped bonds, Spread discussion is referenced to the relevant swap curves
(LIBOR EuriBOR ctc.), Lhtr:fore it 2 no longer practical to value convertibles on
a spread-to-govenument bonds basis, particularly 2 swap/govemment spreads
bave become increasingly volatila themselves,

The development of the waset swap market has contributed greatly to ability of
companies to issue large sized deals into the market and has also been partly
responsible for the explosive growth in hedge funds investing in convertible bonds
whose ability to run large positions bas been enhanced by the risk reducrion that
this product offess.

There ase no official statistics, hut we estimate that in excess of 350 billion
national has been asset swapped over the past 3 years alone in the Japaness,
European, Asian and American copvertible bond markets.

This guide offers a summary of some of the reasons why investors participate in
this product. It Jooks st the mechanics of the transactions and highlights some of
the key issues to be aware of. Included ip the appendix, we provide indicative
leveis, across a wide spectrum of convertibles, of credit spreads based on our
actusl experience in the marketplace, bath recent and historicsl.

it Momarandum 1 based pos nformacon avaiakle 10 be publie. No ropremesixtion s wds
Ca lntcrnationsl and aters amomstzd with it may fave pembinog in, ind may effect xanct
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hat it I8 sccuraie or eomplese. This Memartodum is not # offcr 18 bey or w0l o a liciuicn of 33 offcr v Iy of z¢l the secuntes montioned hoei. Mongas Stanlcy &
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2. Spiltting a Convertible Bond

Assct swapping i3 the spliting of 2 convertible bond into it's two scparie

cornponents. These rre thea purchased by investors secking separate return profiles.

These two components can be tassembled at any time at the option of the cquity
component holder.

Exhibit [
Hellenic Finance/National Bapk of Greece 2% due 47/2803

Convarlibla Vaive

140
HQ“O“ICINBG CB The up(lunalky of
currently trades conwadibles srzurce
120 al 101, with the o anibtit thal the squity
17,000 drves veluation v
U I e R Tt e tEEEY A DI the stock price fses
gbow the Exed CB
LY S - camsrslon prce
FY-7 PYVUNIRDOURIR B SERES SERTERIESAN
10 R Coenversion Price
.............................................. Dractyma 18,937
20 Jo e e
S
5,000 10,6000 15.000 20,000 25,000

Mat) Bank of Grasce {Stock Prics)

L_Y_J
Cendlt Equity
Camponaent Cemganent

Credit Companent; Equity Component:

«  ~ Pure Bond Value = Call Option = the ASCOT
»  The credit investor buys Synthetic The equity investor buys CB call option
Floating Ratz Note {ASCOT)

. Benefits to investor inciude access to s | Benefits lo investar include ofl-balance
wider choice of credits as well a5 sheet treatment and ability to eliminatc
typically higher spreads than in other credit dsk exposure ta the issuer.
corporate bond markets,

3. Who are the Investors?

The Credit Companent — Convertible bond asser awaps offer the corporaie eredi
buyer greater spreads than are available in the FRN, Bank Finance and Syndicatec
Loan Markets and give access to & more diverse range of borrowers.

» Bank Corporate Lending Deparments
» Corporate Treasuries

> Bond & Money Market Funds

» Insurance Companies

The Equity Component — Convertible bond asset swaps offer the ASCOT buyer
a purc and leveraged play on the underlying equity of a convertible bond while
elirninating credit risk and giving an improved interest rate tisk profile

» Hedge Funds

» Convertible Funds

» Institutiona! Equity Investors
» Retail Investors

Tom Mesmarandum i based upan informstian avelable 12 the public. No repecscotation > mads
o Invernation and pisers aociatcd wlth it mey have poarsions is, and may alfeat sanas stiona in,

that It iz scourete e toamplets, This
acctrities of COIBpANIE) MERDONC:

Thcmsoradum o pol ux off=r 0 by o vel o & solictation of a off= 1o Yy of %l he securitics @~a0maed bercin, Morgun Snaley
& herean usd mty alio wesform of srck W perform laversmess baakiny 1orviers for tome compenies.
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4, What does the Credit Investor Get?

The credit investor receives a higher spread than is normally available on more
traditional investments. He also gains acceas to 3 wider range of corporate credits
where therc may be limited opportunity in the market to purchase conventional
products. In return he accepts the feature which allows the ASCOT holder to recall

the asset swxp package at any time. He also accepts the lower liquidity inhereat with

this being a structured package.

Exhibit 2
Current Euribor-plus Spreads Available on Different Forras of Vivendi Credit
(M=ay 2000)

bp ever Eudbor
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0

20 1
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Credit Dachathe

Bank Dedt Struight Dett CB Aazel Swap

Source: Margan Stanlay Dean Wister Research

5, What does the ASCOT Investor get?

> Leverage — ASCOTs give the same upsidz exposure 1o dircet investment in
convertible bonds but with 2 smaller initial outlay. This is particularly atractive to
leveraged hedge fimds.

% Tero Credit Risk — There have been many examples of canvertikle bonds
whose theoretical bond floors have failed to hold duc to detsriorating credit
citcumnstances. ASCOT; lock in the bond floor.

> Off Balance Sheet Flnaneing — Transferring the ownership of convertible
bonds but the ASCOT fully achieves an off-balance sheet
pasition fipanced at  rats defined by LIBOR plus the recail spread

» Improved luterest Rate Risk Profile — Convertible bond positions have
negative Rho, If rates rise the pure bond valie falls but with ASCOTS the strike
price declines thereby offsetting the fall in vatue of the bond.

P Purer Access to Cheap Pricing Volatility ~ ASCOTs provide the final picee
of the hedging jigsaw. Hedging equity, interest rate and credit risk allows investors
to capture effectively the cheap implied volatility of a convettible bond with no
toss in liquidiry.
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6. Mechanies of the Transactlon
The Credit Buyer is effectively buying a callable synthetic floating rate note:-

> The investor purchases from Morgan Stanley an asset gwap package which
comprises a national amount of convertible bonds, the Assct, catpled with an interest
rate swap. The price paid is typicaily 100% of notional.

» The interest rate swap agreemcat is for the investor to pay Morgan Stanley the
fixed coupons of the convertible bond (2% Fom Exhibit 3) in return for receiving
quarterly floating rate coupons set at EurfBOR (or LIBOR) + the agreed spread
(EwrIBOR, +40bp from Exhibit 3).

» The future cash flows on the fixed leg of the swap (CB coupona) are typically
lower than those on the floating leg. By discounting all theae fithurs cash flows by
the zero coupon curve implied in the swap curve we can calculate the Net Present
Value of the swap (in this illustration, that comes to 6.60% of the notional). This
NPY typicaily has a negative valus to Morgen Staaley reflecting the cxeess in velue
of payrents owing aver receivable payments.

» Morgan Stanley retains an option to repurchase the entire package, bonda plus
swap, fram the credit invester at 100% plus accrued interest.

The ASCOT Buyer is cifectively buying an OTC call option to purchase &
Caonvertible Bond:-

» Assuming the ASCOT investor already owns convertible bounds, he will sell those
bonds at & price which is calculated by subtracting the NPV of the interest rats swap
from 100% of the notional value of the bonds. This can be viewed as the pure bond
floor.

» Morgan Stanley hes therefare purchased bonds at one price sad sold them to the
credit buyer at 100%. The difference between these two is the swap Nf'V (6.60%)
and by kceping this Morgan Stanley is able to meet its obligation an the swap
payments i.e. it pays for the shortfall of the payments made an the floating leg
versus the payments received on the fixed leg.

Exhibit 3
Typleal Asset-Swap Transaction Flowchart:
Dustrates the Hellenle Flnance/Natianal Bank of Greece 2% due 07/2003

Ficed 7% Coupon
Cradlt Investor

buys CBs @ 100%

MSDW

buys ASCOT @ 0%

Fiasting Coupons of

Market Vae of CBS
(curronty 101%)

/ Equity livestar
. sells CBs @ 97.10
{€uribor +508p)

MSDW
salls ASCOT @ 0%

ASCOT Intrinsic Vame
of 740%"

(whh €uribor +40bp atrike’

* The ASCTOT Duyes sads CHa f 43,10 (aunbar 60) but ki mirke price MWt ialaty vacomad §2.40 (surkioc v40). Thi
Fuflmt T PRV 3prasd of ankeitg Inio ha Innsastion, The INrnek vk of 19 ASCOT becomes 7,60 (101 Yass ¥3.40)

Source: Morgan Stanjey Dean Whtter

¥ The ASCOT investor simultaneously purchases at zero cost from Morgan
Stxnjey en option to repurchase the convertible bonds. The strike price is set at
100% minus the unwind value of the associsted intercst rtc swap on the date of
cxercise.

» The option strike price ia thercfore floating rather than fixed. The unwind value
of the swap iy the Net Present Value of the rermainiog fixed and floating cash flows
of the interest rate swap. The strike price thns increases/decteases as interest rates
fall/risc. At maturity however the strike price iz 100%

» The ASCOT is an individually negotiated contract with Morgan Stanley and has
na public secondary market. It can however be reassigned to a third perty subject
to consent, -

Tom Momorandum i based wpon tnfarroadom avaiabla fa the public, Ne reptesciatiod 18 crbs that i Is e o muoples, This Momermibu iy 10t 13 0P 1o bty o vl ox 3 s0lictadon of wn offcr o buy o el 100 souniics menrioued horrm, Magas Swsley &
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7. Optlon Call Features

» An ASCOT {s an American-style over-the-counter call option ta repurchase 2
convertible band.

» The holder may excrcise at any time but there may be restrictions for cxercising
within the first six months.

» Bonds will be delivered back to the ASCOT holder for value date a maximum 10
(but typically less) days following excrcise.

> The cxpiry datc of the option i3 et to match either the maturity date or the put
date of the underlying convertible bond.

% If the Issuer calls the convertible bonds for early rederption under the terms and
conditions of the bonds then automatie exercise of the ASCOT is triggered whereby
the halder must repurchase the bonds. This avoids the potential scenario of missing

the final date for convervion of bonds ta equity.

» If the Issuer of the bonds defaults, the ASCOT will expire 10 days later.

8. Strike Price Features

3 The strike price can be viewed as the pure bond value and is therefors subject t
{nicrest rate moverments. In a stable interest rate environment the strike price rise
steadily towards the convertible hond redemption price over time,

» The spread of the referencs swap which determines the sirike price is agread at
the opening of the ASCOT position. This spread is typicaily 10-20byp tighter than
the spread used to determine the initial sale price of the bonds to Morgan Staaley
and should be viewed as the Bid/Offer cost of the transaction.

» The floating strike i by o means the only structure employed in creating
ASCOTs. Options can zlso be strucaured with fixed strikes or suike prices
referonced to a fixed yield to matarity. Such strucmures are subject to acceptance
by the credit investor.

> The ‘ASW' security specific function on Bloomberg for each individual
convertible bond provides an aceurate tool for calculating the strike price (see the
following page).

Exhibit 4: Iustration of the Iatercst Rate/Strike Price Relatlonship

Effactive Strike Pries (@ Sunbor +40up)
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9. The Bloombery Calculator 10. The Leveraga Effect

The *ASW' function on Bloomberg for & single convertible bond allows the vser to Leveraged gains are attractive to all types of investors so long es they do not
calculate the strike price of an ASCOT from a given credit sprescd. In the cage of the agsyme extra risk, For a copsiderably smaller outlay the same exposure to 8
Hellenic Finagce / National Bank of Greeee bond, by entering the 50bp spread, we convertible bond pesition can be achieved through ASCOT=.
derive 93.1 as the effective level at which the ASCOT buyer sells the CBs. The Take the following example of ASCOTS in the Japanese electronics company
strike is ealcutated on the offer spread (40bp), equating to & strike 0f 93.4, using the NEC purchased by some of our clicnts at « timely moment in Junc 1995. By
same methodology. paying less than 4 points for ASCOTS the buyer had an option on a convertible
' with & 60 % preminn. The subsequent rise in NEC's fortunes have provided a
hendsome retm ta the ASCOT holder.

ﬁxhibzt 4: Hlustration of the ASW Function on Bloomberg

Ensure that the Defauit Exhibit 5
NEC #6 1.8% 2002

swap curve !5 set to
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11. Protection against Credit Wideaing

ASCOTs not only pravide convertible investars with protection agsdnst the ultimate
credit risk of issuer default, but alsa protect against any credit widening which can
have a significant impact on the valuation of a converdble bond.

The following is an example of how 2 holder of ASCOTs fared relative to 2 holder
of the Fuilerton/Singagore Tclecom 0% 2003 exchangeable bonds during the latest

Asian crisis in 1998,

Exhibit 6

Fullerton / Singapare Telecorn 0% 2003

Issus Date:

STQCK Price:

CB Price:

CB Premium:

Strike (L+50):

ASCOT Purchase Price:

A few months later:

(in the height of the Aman crisis)
Stock Price:

CB Price:

CB Premium:

Strike (1L+30):

ASCOT Intringic Price:

ASCOT Market Price*:

Loss on CB:
Inminsic Loss on ASCOT:
Real Loss on ASCOT:

Sowree: Margan Stanlcy Dean Witter Research

March 1998
§832

100

3%

94

[

Sept. 1998

§82.5

86 (L+200)
8%

4.5

0

4

14 points
6 points
4 points

The holder of the exchangeable bonds lost 14 points dunng the period under
review while the ASCOT holder suffered less. The bond price declined to 86,
which was an implicd credit spread of +200, proving convinciogly that the debt
spread assuraptions used in copvertible bond models should not be viewsd a3 2
static inpur. The intrinsic loss on the ASCOT was its full 6 points if valued only as
the difference between the guike price and the CB price. Obviously an ASCOT of
2 bond which only carries an 18% premium has to have 2 value greater than zeto.
Based on option modcls and comservative volatility assumptions the market pnced
thess ASCOTa to have a real value of 4 pouwts; thus the decline in ASCOT value
was limited to only 2 points.

12. Documentatlon

» ‘Transactions are negatiated with MSIL, Morgan Stanley’s operating catity,
under ISDA guidelines for swaps & OTC options.

» MSIL (Morgaa Stanley [nternationsl Ltd ) is 2 memiber of the UK regulating
bady, the Financial Services Awthority (FSA).

» All new counterparties are requized to have capacity & authonty docurcnts
spproved by MSIL befure 3 tansacuon cag be executed.

» All counterpatties are requited to enter into an ISDA Master Agreement with
MSIL.

$ MSIL is guaranteed by Morgan Stanley Dean Witter & Co. (Aa3/AA-).

» MSIL dispatches ISDA confirmations {or each ransuchon which need to be

. signed and returned.

> Morgan Stanley Prime Brokerage offers cquity financing services for hedged
ASCOT positions,
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