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Welcome

End-of-year summary

As 2007 draws to a close, we at Global Transaction Services would like to thank all of our clients for their
invaluable support and business over the year. As we enter 2008, we are excited about the many interesting
and fruitful business developments that our Securities Finance team are preparing to focus on. After what has
proved to be an eventful year for the industry globally, 2008 seems poised to offer us many new business and
market opportunities. Over the year, the commendable efforts of Citi staff and clients who have successfully
implemented many new initiatives speak for our work ethic. Our ongoing market expansion - in Turkey, Israel
and Brazil (with due diligence work currently underway in India, Russia, Poland and Malaysia) - is just one
prominent example.

Brian Staunton

Managing Director, . ) ) o ) )
Securities Finance, Opening up new markets, in fact, will continue to be a focal point in the coming year. Indeed, the primary

EMEA. Citi theme at the Pan Asian Securities Lending Association (PASLA) conference in Shanghai was the continued
development and introduction of securities-lending in the major markets across Asia.

On the trading front, we did see some interest-rate volatility in Europe and the United States. In January's issue, for instance, we
advertised, under Euro Government bonds, the European Central Bank (ECB) rate at 3.5 per cent; today, the rate stands at 4.00 per
cent). Similarly, LIBOR in December 2006 stood at 3.72; today, it stands at 4.87. The Fed Funds target rate showed similar fluctuation
going from 5.25 per cent in December last year to 4.50 per cent now, and it is expected to go down a further 25 to 50 basis points (bps)
on 11 December. And the average overnight General Collateral (GC) rate for treasuries and agencies was 5.23 and 5.29 at this time last
year; whereas today, the rates trade at 4.22 and 4.59, respectively, although the opening Fed Funds rate for this period went above
target at 4.62 per cent.

Amid such volatility, however, we placed an emphasis on increased efficiency and expansion for our clients. The rollout of Equilend
throughout 2007, for example, enhanced our efforts to streamline and automate parts of the business; and we plan to continue to roll
out additional functionality in 2008. We also developed the capability of allowing clients domiciled in Canada and Mexico - two important
markets - to participate in our lending programme, further expanding our reach.

Furthermore, we launched a new securities-lending desk in Sydney, Australia, to match local supply and demand in this key market. And
our principal financing and collateral business reached new milestones in 2007 that helped to bring the total number of markets into our
cash collateral management platform (CCMP) to 15 countries, which will be an important offering to the Asian markets in 2008.

For many, 2007 was a year of regulatory changes and updates, more so than we have seen in previous years. The regulatory
environment surrounding our business was extremely active, particularly with the Markets in Financial Instruments Directive
(MiFID), which came into force on 1 November, designed to harmonise the offering of financial services across Europe. What's more,
as Basel Il, Undertakings for Collective Instruments in Transfereable Securities (UCITS) Il as well as ECB's Target2 for securities
settlement system all posed new questions about how they might affect the securities-lending industry, we worked hard to analyse
what the potential impact they could have on us and our clients. On the back of this and other initiatives, we also rolled out a
number of roundtable events to inform our clients about upcoming changes in the industry and the drivers of our business. This
year we hosted roundtables with guest speakers in Dublin, Milan, Edinburgh and Amsterdam, whose success will no doubt give
some impetus to organising more in 2008.

All told, it has been a year of marked change, but one that leaves us poised to embrace a prosperous and healthy 2008. We very much
look forward to working together with you now and in the year ahead.

Client-solutions update

Current market trends attest to the third-party lending capabilities. In order to and accommodate a full spectrum of client
increased demand for third-party lending achieve the deep penetration in the third profiles, account structures, operational
mandates. Further analysis has shown party lending market, we are expanding flows and client technology capabilities.
that this trend is likely to continue. We are our supporting technology with a focus on

seizing this opportunity by expanding our flexibility. Our goal is to be able to adapt
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US equities

Overall average balances were down 0.56
per cent for the month.

News

After the dollar continued to weaken and
more credit-market worries surfaced,

shares in banks and Wall Street brokerage
houses began to fall. Subsequently, the Dow
tumbled more than 5.8 per cent for the first
half of the month as the markets fell. Federal
Reserve Chairman Ben Bernanke explained
to Congress that the US economy had been
resilient in the face of credit-market strains.
However, it now it faces risks on growth and
inflation fronts; furthermore, the economy
is expected to slow “noticeably” this quarter
and into 2008, as the housing slump
intensifies. As a result of his comments
interest-rate futures boosted expectations
for continued cuts in the Fed Funds rate.!

Stocks fell sharply in the days before
Thanksgiving, and continued to do so the
following week, as fears of a credit squeeze
and economic downturn pushed the Dow
into a full correction - the 1.83 per cent
decline on 26 November sent it 10 per

cent below its October peak. However,
next-day stocks jumped, spurred by rising
hopes for a Federal Reserve rate cut,

signs of recovery in the battered financial
sector and sinking oil prices. This capped a
two-day rally of more than 540 points, the
best since October 2002. An optimistic tone
gripped the market at month-end, as mild
inflation data and potentially encouraging
words from Mr Bernanke buoyed hopes for
an interest-rate cut at the central bank’s
December meeting.?

US cash and money markets

Credit market turmoil continued to be the
dominant factor influencing the short-term
fixed-income markets during the month

of November. Despite the Federal Open
Market Committee (FOMC) reducing the
Federal Funds target rate to 4.50 per cent
at its meeting on the last day of October,
the market opened for trading at the target
rate on only four days of the month (6, 7,

8 and 9 November). The daily opening rate
ranged from 4.56 per cent to 4.87 per cent
on the remaining days, averaging 4.62 per
cent, well above the target rate, for the
month as a whole.'

Generally, tight liquidity conditions
remained intact, and those conditions
were responsible for the rate pressure
seen throughout the money-market yield
curve. The three-month LIBOR rate traded
between 4.85 per cent and 4.90 per cent

for the first half of the month, but then
began a steady climb, finishing the month
at 513 per cent.! This was in contrast to

the Federal Funds futures market, which
consistently priced in the strong probability
of an additional rate cut by the FOMC at

its next meeting on 11 December. Those
who traded on the basis of additional
future rate-cuts were buoyed by some
late-month rhetoric by a couple of very
senior Federal Reserve Bank (FRB) officials.
Vice Chairman Kohn, in referring to tying
monetary policy to concerns about moral
hazard, stated that “we should not hold the
economy hostage to teach a small segment
of the population a lesson".?

Chairman Bernanke echoed those same
sentiments on 29 November when he

stated, “The incoming data on economic
activity and prices will help to shape the

US corporate bonds

Overall average balances were down 3.59
per cent for the month.

News

Amid soaring profits and low default rates
in recent years, many companies borrowed
heavily to make acquisitions, buy back
stock or pay special dividends in activities
designed to boost shareholder returns.
Recently, some cracks are showing in
parts of the economy, and the prognosis
for corporate balance sheets is looking
less than smooth. Fitch Ratings says
downgrades of corporate bonds rose in
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the third quarter to USD92.1 billion, their
highest level in two years. Fitch predicts
a jump in corporate defaults, from less
than one per cent of all debt outstanding
in 2007 to more than four per cent in
2008. If this happens, it will be harder for
companies to borrow.

The perceived risk of companies defaulting
on their debt fell late in the month on the
optimism that financial companies would
be able to shore up capital eroded by losses
tied to subprime mortgages. Recently, at
least 12 companies are marketing bond
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Active stocks
Florida Rock (FRK)

- Asta Funding (ASFI)
Franklin Electric (FELE)
Dendreon (DNDN)
Luquidmetal (LQMT)

Sectors in demand included: autos and
Exchange Traded Funds (ETFs). Some
drivers of this demand included: asset
valuations, downgrades, commodity prices
and supply issues.

'Bloomberg L.P. at www.bloomberg.com, accessed
on 7,8, 9,15 November 2007; Wall Street Journal
(WSJU), 7, 8,9, 15 November 2007.

2 Bloomberg L.P. at www.bloomberg.com, accessed on
26, 27, 28, 29, 30 November 2007; WSJ, 26, 27, 28,
29, 30 November 2007.

Committee's outlook for the economy;
however, the outlook has also been
importantly affected over the past month
by renewed turbulence in financial
markets, which has partially reversed the
improvement that occurred in September
and October."? Year-end funding will most
likely dominate the market in December.
We have already seen trading for the turn
of the year in the inter-bank market at a
level of 10 per cent. Against the backdrop
of a 2.50 per cent GC US Treasury loan
rate for the same period, it would appear
as though spread will be abundant at
year-end, although liquidity conditions
and balance sheet availability might be
another question.

"Bloomberg L.P. at www.bloomberg.com, accessed
on 4 December 2007.

2 www.federalreserve.gov/, accessed on
4 December 2007.

offerings worth more than USD5.3 billion,
taking advantage of improved market
conditions.

Issues in demand
GMAC LLC (CUSIP 36186CAA1)

Iron Mountain (CUSIP 46284PAHT)
Burlington Coat Factory (CUSIP 121579AB2)
Ames True Temper (CUSIP 031042AB0)
Countrywide Home (CUSIP 22237LNDO)

"Bloomberg L.P. at www.bloomberg.com, accessed
on 28 November 2007; WSJ , 7 November 2007.
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US issuance and credit

During the month of November 2007,
notable rating agency actions included

a downgrade to the long-term ratings

of WestLB AG. Moody's downgraded the
long-term rating of the German Bank to A2
from A1, and instituted a negative outlook
on the bank; while another notable ratings

action saw Moody's placing a “review for
downgrade” to the long-term rating of Bear
Stearns Company (currently the long-term
ratings are A1)

One of the notable positive ratings
actions was the Standard & Poor (S&P)
upgrading to the long- and short-term

US Treasury and agency

The ongoing flight to safety caused by

the credit-market turmoil resulted in
strong demand for US Treasury collateral
throughout November. The average
monthly spread between US Treasury
overnight financing and the Fed Funds
Open Index widened to 42 bps. This spread
is up from 33 bps in October and 23 bps

in September. In an effort to provide

the repo market liquidity for issues in
strong demand, the FRB of New York

has temporarily changed the borrowing
parameters of the System Open Market
Account (SOMA), also known as the Fed's
securities-lending programme. The changes
are as follows:

« Per dealer limit. Primary dealers will
be limited to 25 per cent of the amount
available for borrowing with a maximum

USD750 million per issue (the prior
limit was 20 per cent with a maximum
USD500 million per issue).!

« Portfolio limit. The supply available for
borrowing each day has increased from
65 per cent of an individual issue to 90
per cent of an individual issue.!

- Securities available for lending. All
securities with maturities of greater than
six days will be available for borrowing
(the previous limit was greater than 13
days).!

Moreover, to further supply liquidity due

to the heightened pressures on money

markets, the Fed announced it would
arrange a series of term repurchase
agreements that will extend into the New

Year. The first such operation settled on

Wednesday 28 November and will not roll

Asia-Pacific equities

Australia and New Zealand

Cost pressures for Australia should dampen
profit growth, but spending by businesses
on investment should remain the key driver
of economic growth. Economic growth in
New Zealand will slow down to come from
the lagged impact of the Reserve Bank

of New Zealand (RBNZ) policy tightening
earlier this year and from the elevated NZD.
The housing market has clearly shown signs
of deceleration in prices and activity. The
labour market remains very tight, with the
unemployment rate at generational lows.

Japan

Continued uncertainties surrounding the
US economy and global financial markets,
combined with increasing domestic risks to
the economy, will likely continue to dissuade
the Bank of Japan from raising policy
rates. Political decision-making has been

in serious disorder since the opposition
parties won the majority in the Upper
House this summer. As a result, economic
policy (including a consumption tax-hike) is
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virtually frozen. With weak growth and low
underlying inflation, long-term interest rates
are likely to remain stable.

Regional

Despite the subprime fallout in the US,
Asian economic activities remain strong
around the turn of the year. Inflation is a
key risk for the outlook, given high food
and energy costs, abundant liquidity and
booming asset markets. Inflation rates
already exceed official targets in China,
Singapore, Taiwan and Vietnam, where
tightening policies are likely to continue.
Capital flows will probably become more of
a two-way street, further supporting asset
prices and adding pressure to currencies.
Risks of asset-price bubbles and erratic
policy reactions are high, but currencies
such as the peso, rupee and Singapore
dollar should outperform.

China
Key risks include a US recession and
trade protectionism. External surpluses
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ratings of PNC Bank NA to AA- from A+
and to A1+ from A1.2

"www.ratingsdirect.com, accessed on 5 December 2007.

off until 10 January. The Fed is committed
to providing sufficient reserves to resist
upward pressure on Fed Funds. Historically,
the Fed has taken similar actions in times
of stress like 11 September 2001 and Y2K.

The term markets are pricing in a 100 per
cent probability of a 25 bps ease on the
Fed Funds rate and a 40 per cent chance
of a 50 bps ease during the 11 December
FOMC meeting.

Twww.newyorkfed.org/newsevents/news/
markets/2007/rp071126_a.html, accessed on
26 November 2007.

should shrink as shares of gross domestic
product (GDP) but the investment share
may rise further. The new government
should continue past economic policies,
while monetary tightening should continue
to focus on liquidity management. Policy
rate-hikes, tightened credit and quickened
currency appreciation will help contain
inflation and asset prices. China should
become a major player in the global capital
markets, but its own financial system and
exchange-rate policy remain challenges.
Overvalued asset markets and hasty
liberalisation of the capital account could
pose serious risks to the economy.

Hong Kong

Falling interest rates due to bank interest
rate cuts and rising inflation will boost
domestic demand and the property market.
Banks will follow the Fed to cut interest
rates, but strong domestic demand and
increasing capacity utilisation should

add inflation pressure. The financial

sector continues to gain strongly from
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fund-raising by Chinese firms and China's
overseas investment. These inflows of
Chinese funds will continue, and Chinese
firms will continue to list on Hong Kong's
stock market. Rising public revenue will
enable the government to cut taxes and
increase spending.

Korea

Exports to emerging-market countries
surged to 17.4 per cent in 2007 (11.9 per
cent in 2000). These emerging markets
countries are also leading a recent boom
in heavy industry exports. Strength in
household consumption growth reached
five per cent, but construction and
facility investments were sluggish in the
third quarter of 2007. Headline inflation
jumped from 2.3 per cent to 3.0 per cent
in October, but the Bank of Korea (BOK)
maintained a neutral stance with an
emphasis on external uncertainties.

European equities

Due to brokers positioning themselves for
2008, overall balances were up 8.5 per
cent for the month.

News
European stocks drop for fourth week

European stocks capped the longest streak
of weekly losses since August, before a
late end-of-month rally, after the Federal
Reserve cut its US growth forecast, fuelling
the concern that the world's largest
economy is sliding into recession. Mining
stocks fell with metal prices.

Convertible arbitrage funds will shine
in 2008!

Hedge funds focused on arbitrage between
convertible bonds and the principal stocks
will surpass other funds next year, claims
Lyxor Asset Management. According to the
French asset manager, low stock-market
valuations will lead to an increase in
merger and acquisition activity, meaning
event-driven hedge funds will shine.
"Higher volatility and lower correlation
between asset classes will favour arbitrage
hedge funds,” said Mathias Ranke, head

of Lyxor in Germany, at a news conference.
He added that a continuation in the credit
crisis and volatile stock market will increase
fund activity and widen the difference
between corporate and government

bond yield. “Timing is key", he said,
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Singapore

Structural changes, income-tax cuts, a
more liberal immigration policy, more
diversified growth engines and integrated
resorts have lifted GDP prospects. The
biggest challenge for the government

is addressing supply bottlenecks and
containing overheating pressures. The
Monetary Authority of Singapore (MAS)
may have to tighten further and allow the
SGD to appreciate at a faster rate, in spite
of the risking inflation.

Taiwan

Closer ties with China's economy will boost
the domestic economy and financial markets.
Higher interest rates will help deter capital
outflows, but will be negative for domestic
housing markets. Slower technology demand
may pose downsize risks in the near term,
but a continued positive outlook will support
the economy in the longer term.

claiming that investors should avoid

a long bias or funds relying on a growth
of asset prices. According to Standard

& Poor's Fund Services, funds biased
towards merger arbitrage performed the
best during the first quarter of 2007 as
they benefited from buoyant merger
and acquisition.

ISLA braces for ALD Europe?

The International Securities Lending
Association (ISLA) has published
recommendations for the Agency Lender
Disclosure (ALD) that will come with Basel
Il'in January next year.

With the introduction of Basel Il in
Europe from 1 January 2008, borrowers
of securities through agency lending
programmes will need greater disclosure
of the allocation of trades and collateral
among underlying principal lenders in
order to calculate their regulatory
capital requirements.

The UK Financial Services Authority (FSA)
says the industry should move to full daily
disclosure for all firms borrowing securities
at the point of trade where possible, and
no later than a business day following the
settlement date, within two years from
January. In the interim period, the FSA has
proposed a capital treatment for borrowers
based on at least monthly disclosure of
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Thailand

The policy agenda, besides holding
elections, would be crucial for the return
of investor confidence. The removal of
regulatory bottlenecks, such as the 30 per
cent unremunerated deposits on short-term
capital flows, would be a positive signal
for investors. The government'’s decision
to accommodate price adjustments on
regulated commodities and the recent
transport fare hikes effectively end the
rate-cutting cycle.

T“Asia Economic Prospects 2008", 26 November
2007; “Prospects for Financial Markets",
21 November 2007

principal positions and collateral allocation,
together with a list of all potential principal
lenders, updated to reflect any changes

on a timely basis. In October, to prepare
for ALD in Europe, ISLA instructed Capco,
which managed the US ALD project, to
survey its members as a basis for

planning models for the provision of

data on underlying principal exposures
from lenders to borrowers, first in the
interim two-year phase and then in the
longer term.

Based on the survey findings and
consultation with members, the ISLA Board
recommends that from 1 January 2008
European agent lenders operating on a
pooled basis should disclose to borrowers
data about their securities-borrowing
exposures and collateral allocation at
underlying principal level at least

monthly. The data should be provided at
month-end plus two working days using US
ALD file formats. And agent lenders should
endeavour to provide data more reqularly
to meet the needs of borrowers, and as
agreed bilaterally.

Also, the means of transmitting the files
should be agreed bilaterally between
lenders and borrowers. Agent lenders
should notify borrowers when new
principal lenders are added to or removed
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from the programme using the US ALD
file formats. And agent lenders and
borrowers should reconcile their list of
principal borrowers at the outset and
then at least annually.

ISLA also recommends that agent lenders
should identify underlying principals using
the same methodology in US ALD, i.e. using
US tax ID codes where available and unique
ID codes issued by the Depository Trust
Company (DTC) for non-US entities.

If agent lenders already exceed this

level or frequency of disclosure, they
should not change those arrangements.

At least initially, the scope of the model is
securities-borrowing transactions - equities
and bonds - only.

For the longer-term ALD solution, ISLA
is establishing a working group of
borrowers and agent lenders, reporting
to the ISLA Board, to oversee the
planning and implementation of a model
for daily disclosure in Europe. Ideally
that model should be in place well
before the January 2010 deadline set

by the FSA. The group will be asked to
produce a proposed design for the model
for consultation around March 2008,
including requirements for any European
data transmission hub.

Active stocks
Relative value and merger and
acquisition news?®
- Gaz De France (GAZ FP)
Hypo Real Estate (HRX GR)
Rexel RXL FP)
Hagemeyer (HGM NA)
Banca Popolare (BPM IM)
- Sacyr Vallehermoso (SYV SM)
- Sabadell (SAB SM)
Randstad (RAND NA)

Directional and convertible bond news
IKB Deutsche (IKB GR)

- Alliance & Leic (QIA GR)
Brad & Bingley (BB LN)
Northen Trust (CGY GR)

- Tiscali (TIS IM)

European government bonds

Euro government balances increased
through November as demand continued
for high-grade collateral. In complete
contrast to last month, when spreads
started to contract, we have seen the
spread widened in the one-to-three months
LIBOR, well above levels we saw even in
August/September as liquidity dried up
beyond the turn of the year. This pressure
has also spread to the three-to-six months
LIBOR range, apparently contradicting

popular sentiment that the “turn” would
bring liquidity back to into short-term
interest rates.

In light of the increasing sentiment that the
Monetary Policy Committee will cut rates

in December, we are extending investments
where we can while shortening the duration
of loans in order maximise revenue through
to first quarter 2008. In terms of specials,
UKT 4 09/07/16 (GBOOBOV3WX43), UKT4

European money markets

European inflation continued to accelerate
on the back of higher energy-and-food
costs, surging to three per cent in the
month, the highest level since consumers
began using the currency in 2002. This is
well above the ECB two per cent target and
adds pressure for the ECB to raise rates.
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The spread between inter-bank lending
rates and the ECB repo rate continues to
widen, as banks are forced to take assets
onto balance sheet and investors require
higher returns to part with cash.

The desk continues to maintain the
increase in revenues seen over the last few
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Option (OPTI BB)
Metrovacesa SA (MVC SM)
Solon (S001 GR)

Sectors and markets in demand included:
ETFs and emerging markets.

Twww.isfmagazaine.com, accessed on
23 November 2007.

2 www.isfmagazine.com, accessed on
28 November2007.

3 Equity Finance Desk, Citigroup Global Capital
Market's Limited (CGML), November 2007.

3/4 06/07/10 (GBOOB0330274) and UKT

5 03/07/08 (GB0031734154) have seen
volatility, trading up to 40 bps throughout
the month. We have also been successful
in pushing the spread out to 8 to 12 bps
for sub 10-year gilts, as demand for these
assets continues.

months, as the flight to quality continues
and spreads between our government bond
and our non-government reverse repo and
cash re-investment remain high.
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For further information, please contact your Citi representative.

USA, New York Europe, London Asia, Hong Kong

Laurie Zeppieri Brian Staunton Larry Komo

Tel: +1 212 657 1075 Tel: +44 (0) 20 7500 5411 Tel: +65 6328 5377

Email: laurie.zeppieri@citi.com Email: brian.staunton@citi.com Email: lawrence.komo@citi.com

Global Transaction Services

www.transactionservices.citigroup.com
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