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2008 Corporate Risk Management Survey

e |n Jan 2008, Citi and Association of Corporate Treasurers (ACT) conducted a survey of corporate FX risk
management practices. 287 multinational companies participated globally from various industry groups
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FX Risk Profile & Risk Management Policy
]

TREASURY, RISK
AND FINANCE ' ’ A

PROFESSIONALS : C I I



Functional Currency of Foreign Subsidiaries

* Most foreign subsidiaries (74%) are local currency functional, reflecting the primary economic

environments by which subsidiaries operate
e While typical in the commodity and energy sectors, only 9% of parent companies impose their reporting
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Decision-Making Structure & Evaluation Currency

® Treasuries appear to be highly centralized in the management of FX risks

e Even though most subsidiaries are local currency functional, their performances are predominantly
measured in the parents’ currency for North American and European companies
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Risk Management Objective

e Cited by a majority of North American companies (61%) as their main risk management objective,
minimizing earnings volatility is also the predominant objective overall

e Of the respondents who aim to minimize earnings volatility, 42% manage FX impact on year-on-year
change of quarterly earnings while 30% manage the gap of actual earnings versus expected earnings at
the budget rate
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Risks Hedged

e The main hedging programs are articulated along hedge accounting qualifications:
— Fair Value: balance sheet items (i.e. FX payables/receivables, F X borrowing and lending)
— Cash Flow: forecasted foreign currency transactions (i.e. anticipated cash flows)
— Net Investment: a distant third with only a quarter of companies hedging that type of risk
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Fair Value Hedging

e Only 56% of respondents hedge more than half of their existing FX assets & liabilities risk
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Cash Flow Hedging: Hedge Ratio

* Hedge ratio of forecasted transactions decreases as tenor increases, reflecting uncertainly in the
underlying exposure
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Cash Flow Hedging: Maximum Tenor

e For Forecasted Transactions, 12m is the most commonly hedged tenor (35%) as many companies’
hedging programs are geared around annual budget, reporting or fiscal cycles

e However, a significant (48%) of companies do hedge their forecasted transactions out 2 years or more

3m
7% 6m

Greater than

2y
29%

12m
35%

19%

Percentage of Companies with Max Hedge Tenor for Forecasted Transactions

TREASURY, RISK

AND FINANCE b P
<

PROFESSIONALS



Cash Flow Hedging: Implementation

¢ Rolling and layered hedges are the most common approaches for hedging forecasted transactions
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Net Investment Hedging

e The most common reason for hedging net investment is to protect against major devaluation (49%)
* The main reason cited in the “others” category is to manage earnings volatility
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FX Risk Management Practices & Execution
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Hedging Instruments

e Forwards are the most commonly used instrument for fair value and cash flow hedging programs

e Options are widely used to manage uncertainty, whether linked to the market or the exposure’s actual
size

® As net investment hedging corresponds to a funding strategy, debt & cross currency swaps are more
frequently used in that context
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FX Options Usage

* |n order to manage uncertainty in longer-dated forecasts, the percentage of respondents that use options

increases with the hedge horizon applied

e A majority of respondents (72%) that use options spend premium to purchase options
e Of those that spend premium, only 40% indicate defined budget to spend
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Types of Option Contracts
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Accounting Impact on Hedging

* A majority (67%) of respondents say that they would hedge an FXrisk even if it does not qualify for

hedge accounting

e However, only 25% indicated that they would hedge any economic risk despite the inability to receive

favorable accounting treatment
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Market View

* A majority of companies are affected by market views in their choice of instrument, timing of hedge and
hedge ratio. However, only 30% indicate active positions taking based on their view

e Timing of hedges is the parameter most affected by market view
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Primary & Secondary Banking Relationships

¢ Reflecting the trend towards centralization of treasuries, a majority of companies maintain primary
relationships with only 1 to 5 banks
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Electronic Execution

* Only 41% of respondents use electronic systems to execute trades

e Preference for phone dealing is the the main reason why electronic systems are not used
e FXAllis the most commonly used electronic system (47%)

e Efficiencies for executing small trades and straight-through-processing are two of the commonly cited
reasons for executing electronically
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Risk Reporting, Performance

Measurement & Feedback Process
o
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Setting Budget Rates

e Most companies have budget rates
e There is not one predominant way for setting budget rate
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Benchmarking Process

* Only 32% of companies have a formal benchmarking process with senior management
e Of those companies, the most common performance indicator is derivative gains and losses (27%)),
indicating a focus on the hedge P&Ls rather than it offset to underlying exposures
® 23% of companies do not have a formal performance indicator
e Only 48% of companies review hedging strategy on an annual basis
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Risk Quantification

A majority (76%) of respondents indicate quantification of FX risks

Sensitivity analysis is the the most commonly used tool to understand potential impact of FX risks
VaR is the metric of choice when reporting to senior management

Back-testing is the most popular method to design risk strategy
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Current Focus in FX Risk Management

e When asked to identify the main developments in FX risk management over the next 5
years, the following themes surfaced:

= |ncreasingly more hostile regulatory environment for hedge accounting
= [ntensification of e-trading

= Centralization of FX risk management

= Increase focus on emerging markets

= |ncrease use of options and exotic options
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Disclaimer

This communication is issued by a member of the sales and trading department of Citigroup Global Markets Inc. or one of its affiliates (collectively, “Citi"). Sales and trading
department personnel are not research analysts, and the information in this communication (‘Communication”) is not intended to constitute “research” as that term is defined by
applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself
considered a recommendation or research report. All views, opinions and estimates expressed in this Communication (i) may change without notice and (ii) may differ from those
views, opinions and estimates held or expressed by Citi or other Citi personnel.

This Communication is provided for information and discussion purposes only. Unless otherwise indicated, it does not constitute an offer or solicitation to purchase or sell any
financial instruments or other products and is not intended as an official confirmation of any transaction. Unless otherwise expressly indicated, this Communication does not take
into account the investment objectives or financial situation of any particular person. Recipients of this Communication should obtain advice based on their own individual
circumstances from their own tax, financial, legal and other advisors before making an investment decision, and only make such decisions on the basis of the investor's own
objectives, experience and resources. The information contained in this Communication is based on generally available information and, although obtained from sources believed
by Citi to be reliable, its accuracy and completeness cannot be assured, and such information may be incomplete or condensed.

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products,
and can be expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products.

The author of this Communication may have discussed the information contained therein with others within or outside Citi and the author and/or such other Citi personnel may
have already acted on the basis of this information (including by trading for Citi's proprietary accounts or communicating the information contained herein to other customers of
Citi). Citi, Citi's personnel (including those with whom the author may have consulted in the preparation of this communication), and other customers of Citi may be long or short
the financial instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no longer available, and
may have interests different from or adverse to your interests.

Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. Financial instruments or other products
denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an investment in such products. No liability
is accepted by Citi for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or derived from this Communication.

Past performance is not a guarantee or indication of future results. Any prices provided in this Communication (other than those that are identified as being historical) are indicative
only and do not represent firm quotes as to either price or size. You should contact your local representative directly if you ae interested in buying or selling any financial
instrument or other product or pursuing any trading strategy that may be mentioned in this Communication.

Although Citibank, N.A. (together with its subsidiaries and branches worldwide, "Citibank") is an affiliate of Citi, you should be aware that none of the financial instruments or other
products mentioned in this Communication (unless expressly stated otherwise) are (i) insured by the Federal Deposit Insurance Corporation or any other governmental authority,
or (ii) deposits or other obligations of, or guaranteed by, Citibank or any other insured depository institution.

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside of Citi. Any statements in
this Communication to tax matters were not intended or written to be used, and cannot be used or relied upon, by any taxpayer fa the purpose of avoiding tax penalties. Any such
taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

© 2008 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are
used and registered throughout the world.
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