100 crunch-beating performances
The Market Choice Dealer and Issuers of the Year

A dozen institutions that made a difference

Five outstanding Investor Solutions
/ The 10 Deals of the Year
from the the world of structured notes,
private placements and funding
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Investor Solutions
US Structured Products Distributor

THE PROBLEM

* In the waka of Bear Steams’ rescue, US retall investors begin to question
{he credit strength of even the top Wall Street houses and reduce exposures

« Equity sell-off accelerates In Q2, while volatliity reaches an all-time high
In Q4 (89.53 on tha CBOE volatility Index). By late November the S&P
500's value has halved over the year

* Lehman collapse exposes USD3bn of US structured notes to default.
Holders of Investment bank-Issued structured notes, particularly reverse
convertibles, are elther underwater.or daliverad heavlly-falen stock

WHAT, WHO AND HOW?

O: INCAPITAL

S&P500 Vs CBOE Volatility Index (VIX): 2008
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2008 will be remembered as the year In which structured product investors experienced the reality of credit

risk. The rescue of Bear Steamns and failure of Lehman Brothers, which went into administration with US
investors holding more than USD8.7bn of its structured MTNs, made it painfully clear that the products’ ability

to deliver on the promise of 100% principal protection depends ultimately on the issuer’s strength.

]i | onths before these supposedly unforecastable ‘Black
\ Swan' events, Incapital anticipated increasing sensitivity

i\ to credit among US retail investors by growing its range

V' | of FDIC-guaranteed structured CDs by both issuer and
product type. Employing a mix of global banks less affected by sub-
prime exposures, such as JPMorgan, HSBC and Barclays, as well as
domestic commercial banks Harrls and Suntrust, Incap reversed the
blas of its structured product platform. From 80% reverse convertibles

in 2007, it had moved to 756% structured CDs by the end of Q3.

In turning to guaranteed CDs to take lssuer credit risk off the table,
Incapital's strategy foreshadowed the eventual US regulatory
response to market meltdown. This was to privilege deposit holders
with an increase in the guarantee celling from USD100,000 to
USD250,000.

REASSURING INVESTORS

Unilike Wall Street underwriters, which typically restrict secondary

market commitment to their own paper, Incapital's Chicago-based
structured product trading desk makes real-time markets for all of
its product suppliers' paper. Buyers can review avalilable inventory
on a dally Excel spreadsheet of around 1,400 deals, as well as via
the firm's Bloomberg page.

In normal market conditions, the Bloomberg page displays strike,

€ A much more well-rounded piayer %7

Glen Lotenberg
INCAPITAL

barrier and In or out-of-the money status for every instrument,

providing a single, electronically-executable marketplace for its
dealer clients. However, 2008's unprecedented levels of equity
market volatility made managing this system impossible,

It became clear to Incapital’s product providers that they needed
to engage their own pricing capabilities to preserve the integrity
of its platform and their own reputations with investors. Pooling of
dealers’ and the distributor’s technical resources enabled them to
re-establish price transparency and to reassure investors.

NOTES REMAIN RELEVANT

Alongslde its drive into guaranteed instruments, Incapital continued
to make progress in placing MTNs with retall investors despite the
credit headwind. It was one of a handful of dealers to close new
business in the immediate wake of the Lehman collapse.

BT Reprint from the min-i Awards Review. Contact: nigel@mtn-i.com or call +44 (0)20 7437 1335.








