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Comparing a CLN and a bond

Issuer’s
Risk Free Interest + Funding + CDS Spread Government Yield + Credit Spread

Spread

CLNs work in a similar way to cash bonds, except for these major differences:

* In a CLN, investor takes the credit risk of the obligations issued by the reference
entity, as opposed to a bondholder taking the risk of a particular bond at a
particular maturity (although cross default provisions in bonds can make this
similar)

e In a CLN, the note holder will receive the recovery value post the auction
settlement. Bondholder will have the value of that particular obligation
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Credit Linked Notes

Credit Linked Notes allow investors to achieve yield pick-up by combining
Issuer risk with additional credit risk of investor’s choice, in a convenient and
efficient manner

Investors can get exposure to bespoke credit combinations, tailored to their
risk preferences. Credit linked notes allow Investors to access credit
combinations, where

 Issuers have no interest in private placements (i.e. Corporate names)

e |Intended investment size is much lower than market size for new
issuances

* Investor preferences on payoffs are different from what can be issued (i.e.
Structured or index linked coupons)
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Credit Linked Notes

Credit Linked Notes offer increased flexibility for

* The coupon on the Note can be floating or fixed depending on the
investor’s preference

* Replacement of individual names in the credit combination with a portfolio
or basket of names
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Mechanisms of CLN

Example below is based on the assumption that the total notional of the note USD100 million

Example of Cashflows if there is no Credit Event

USD 100M | The Issuer deposits the Note
/—_> sSuer proceeds with its Treasury and
USD 100M <§_/ Treasury earn a deposit rate

/\
- Issuer Libor + Fundlng Spread (over Libor)

Quarterly Coupons Issuer sells protection on an
Ent
(with capital repayment at maturity) CDS Premium ntity to counterparty

Example of Cashflows if there is a Credit

Event Funding deposit with Treasury is
unwound, USD100M less unwind

. costs is returned Treasury Desk
Note is unwound

uarterly coupon payments is -

stopped
Investor receives [USD100M Credit Loss = . . .
minus (Credit Loss + Unwind (1 - R) * US100M Credit Default Swap is terminated

Costs + Settlement Expenses)]

R = Recovery of Reference Entity
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Credit Event & Auction Timeline

30 calendar days minus 3 Business Days **

ax. 40 ho 10 calendar days

- — >

Convene DC * -
DC Secretary determines _
relevant transaction type
Eligible Market participant requests meeting _

in writing endorsed by DC Member

DC

* Auction Resolution — If the Determinations Committee (“DC”) determines a Credit Event has occurred,
DC will determine whether to hold Auction

e Auction — Auction Settlement Terms will be published for each Auction the DC determines should be held

— Afinal price is determined from the Auction which will be used to cash settle transactions adhering to
Auction Settlement

* |f a binding vote was not held by email.

** Can be amended by Majority vote. Timeline is subject to amendment by 80% DC vote
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Fallback Settlement Method and Timeline

Referencing a standard Barclays-issued CLN as an illustrative example for
discussion purpose

If there is no ISDA auction, Fallback Settlement Method shall apply. This is
typically Cash Settlement (as defined in 2003 ISDA Credit Derivatives
Definitions, commonly known as dealer poll settlement)

Process and timeline:

e Step 1 (Valuation Date): 5 business days following Auction Cancellation
Date or any No Auction Announcement Date, Determination Agent shall, in
accordance with the ISDA Definitions and Valuation Method as specified in
the terms and conditions of the notes, obtain Quotations from at least 5
eligible dealers and calculate the Final Price

e Step 2 (Credit Event Redemption Date): 5 business days following
calculation of the Final Price
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Variations on Credit Linked Notes
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Variations on Credit Linked Notes

Some of the variations we see on regular CLNSs, include the below:
» Cap/Floor overlay on a floating coupon

* Range Accrual on the coupon:

e Coupon will accrue only a days that a chosen index falls within a
certain range

* For example coupon to accrue only when 6M USD Libor falls in a pre-
defined range

* Dual Range Accrual is possible as well

* Fixed Recovery CLNs
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Short Dated Basis Trades

| Short Dated Investment Ideas | 19 June 2012

For Institutional Investors only. For information only. Not for further distribution or distribution to Retail Investors. * BARC'-AYS



Basis Trades
A typical basis trade would be as follows

* Investor would be long a local currency asset denominated in local
currency

 Investor would enter into FX swap to hedge the local currency returns
iInto USD

* In other parts of EM, from time to time such basis may arise due to
speculation in the non deliverable forwards markets where bullish EM
currencies and bearish USD sentiment may drive forward points in the
shorter tenors low

* We have seen such basis with AED, CNH, ILS, CLP in the past as well

* Private Bank investors may consider to opportunistically take advantage of
such basis when they arise via a passthrough note

* Major risks of such a trade are credit risk of the underlying asset and
iInconvertibility risk
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Pass-through Notes

Inception: Investor buys a note for USD [XX]Jmm equivalent to Local CCY
Asset Notional * Dirty Price / USDCCY spot

Barclays-issued note with linked to a Local CCY
Asset

Maturity (on no default):

Barclays returns USD [XX]mm plus [YY]% in USD

&
<«

Where [YY]% represents the FX-hedged return in USD
of the Local CCY Asset

To give a few examples, a Local CCY Asset could be a local currency denominated CD, direct deposit with a
local bank or a bond
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Short Dated USD deposits with EM Banks
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Short Dated USD deposits

* \We see some opportunities in EM jurisdictions where EM banks start to
pay attractive rates for USD deposits in short tenors

* Some of these banks are able to issue MTNs or CDs directly if they have
the programme

e Some banks do not have such programmes and are only able to take
direct deposits

e For investors who require Note format for their investment, Barclays
may offer in such case, a Barclays-issued note passing through the
returns of a USD direct deposit made with the EM bank
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Short Dated USD deposits

e Some examples we have seen in recent times include:
e USD MTNs and CDs issued by Brazilian Banks
e Offshore branches of Indian Banks issuing MTNs and CDs

e Offshore branches of Indian Banks offering direct USD deposits only
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Disclaimers

CONFLICTS OF INTEREST

BARCLAYS POSITIONS

FOR INFORMATION,
INDICATIVE ONLY & NO
OFFER

NO LIABILITY

NO ADVICE

THIRD PARTY
INFORMATION

PAST & SIMULATED PAST
PERFORMANCE

OPINIONS SUBJECT TO
CHANGE

NOT FOR RETAIL
IMPORTANT DISCLOSURES

CONFIDENTIALITY
NO REPRODUCTION
ABOUT BARCLAYS

COPYRIGHT

BARCLAYS IS A MARKET PARTICIPANT. Barclays may act in several capacities (including issuer, market maker, index sponsor, swap counterparty and calculation agent)
simultaneously with respect to a product, giving rise to potential conflicts of interest which may impact the performance of a product.

Barclays, its affiliates and associated personnel may at any time acquire, hold or dispose of positions (including hedging and trading positions or soliciting investment banking or other
services) which may impact the performance of a Product.

THIS DOCUMENT IS PROVIDED FOR INFORMATION PURPOSES ONLY, IS SUBJECT TO CHANGE AND IS NOT BINDING. Any pricing included in this communication is
indicative only. Barclays is not offering to sell or seeking offers to buy any product or enter into any transaction. Any transaction requires Barclays’  subsequent formal agreement
which will be subject to internal approvals and binding transaction documents.

Barclays is not responsible for the use made of this document other than the purpose for which it is intended, except to the extent this would be prohibited by law or regulation.

OBTAIN INDEPENDENT PROFESSIONAL ADVICE BEFORE INVESTING OR TRANSACTING. Barclays is not an advisor and will not provide any advice relating to a product.
Before making an investment decision, investors should ensure they have sufficient information to ascertain the legal, financial, tax and regulatory consequences of an investment to
enable them to make an informed investment decision.

Barclays is not responsible for information stated to be obtained or derived from third party sources or statistical services.
Any past or simulated past performance (including back-testing) contained herein is no indication as to future performance. Barclays makes no representation as to the accuracy,
completeness or reasonableness of any performance data, modelling, back-testing or scenario analysis in these materials.

All opinions and estimates are given as of the date hereof and are subject to change. Barclays is not obligated to inform investors of any change to such opinions or estimates.

This document is being directed at persons who are professionals and is not intended for retail customer use.

EMEA EMEA Disclosures
APAC APAC Disclosures
uU.S. US Disclosures

IRS CIRCULAR 230 DISCLOSURE: Barclays does not provide tax advice. Please note that (i) any discussion of US tax matters contained in this communication
(including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the Views addressed

This document is coRRERIRHANSNNRY ﬁ@p%jég%@@/@m%ﬁ[wour particular circumstances from an independent tax advisor.
No part of this document may be reproduced, distributed or transmitted without Barclays’  prior written permission.

Barclays Bank PLC is authorised and regulated by the UK Financial Services Authority and a member of the London Stock Exchange. Barclays Bank PLC is registered in England No.
1026167. Registered Office: 1 Churchill Place, London E14 SHP.

Copyright Barclays Bank PLC, 2012 (all rights reserved).

For important regional disclosures you must read, click on the link relevant to your region.
Please contact your Barclays representative if you are unable to access.
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