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Summary of Trading in shares on the KRX - November 26 AEJ Market
Discussion on 3 December 2007

Thank you for joining today’s conference call to discuss shares that traded and closed limit-up on
the Korea Exchange on Monday, 26 November 2007 and the resulting treatment of AEJ share
variance swaps.

The group addressed the following questions in the context of an executed 2007 AEJ Master
Variance Swap Confirmation Agreement (AEJ Variance MCA) (which removes the concept of
Calculation Agent materiality determination of a Market Disruption Event [MDE]) between the
parties:

1. Did a Trading Disruption occur on the KRX on shares that closed limit-up on 26
November / was 26 November a Disrupted Day?

2. If so, how did firms adjust their affected share variance swaps?

3. Will a share closing limit-up / limit-down always constitute a Trading Disruption?

Firms that expressed a view on the call were in agreement that a Trading Disruption occurred on
26 November because trading was limited (and firms were unable to hedge) in the one hour
period prior to the relevant Valuation Time. As a result of the MDE, and consistent with terms set
out in the AEJ Variance MCA, firms agreed that 26 November was a Disrupted Day and that the
volatility for that Observation Day would be zero (i.e Pt would be deemed to equal Pt-1 for such
day in the numerator of the calculation of FRV). Assuming that parties had relied on a generic
definition of N as the expected number of Scheduled Trading Days (and not specified a numerical
N in the Transaction Supplement), the denominator would remain unchanged.

One firm noted that its traders were pleased with the terms in the AEJ Variance MCA and the
certainty it provides on whether limit-up/down is a Market Disruption Event. The recent LSE
disruption was cited as another example where there was more certainty in approach to MDE
determination for variance swaps (under the EU Variance MCA). Recent events in Japan with
respect to Nintendo and other shares were cited as an example where there was a lack of
certainty around treatment of variance swaps (under the Japanese Variance MCA) and no
consensus was determined.

Firms also discussed another scenario in which a limit-up occurs but a bid-only market exists (or
limit-down with an offer-only market). This situation could result in restricted hedging for dealers
(especially at the end of the day) due to the existence of a bid-only market — especially if the
hedge against an option or variance swap was to buy shares at the close. One firm questioned
whether this specific scenario constituted a “limitation imposed on trading by the relevant
Exchange”. Another firm commented on the importance of clarity and agreement on what
specific events trigger an MDE. In response, another firm stated that as long as there is a bid
and offer, the share can be traded and an MDE would not be deemed to occur. Another firm
added that you cannot always see on Bloomberg what is going on with bids and offers and that
even with a limit up/down, there can be a closing price. Another firm noted that getting into a
discussion of available bids/offers in the context of a limit-up/down, will create additional issues
around adjustments, valuations etc. and questioned whether there was really a need to revisit the
published provisions in the AEJ Variance MCA.

Firms acknowledged that narrowing the scope of what constitutes a limit up/down was not an
issue that the group would be able to fully address today and that firms may want to consider
further discussion on the topic.
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Please let ISDA know if you are interested in additional discussions around daily price limits and
Market Disruption Events under the AEJ Variance MCA.

Participating firms:
Ashurst

Barclays Capital
Bear Stearns

BNP Paribas
Credit Suisse
Deutsche Bank
Goldman

KBC

Lee & Ko

Lehman

Merrill Lynch
Morgan Stanley
Susquehanna Pacific
UBS
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One firm noted that its traders were pleased with the terms in the AEJ Variance MCA and the certainty it provides on whether limit-up/down is a Market Disruption Event.  The recent LSE disruption was cited as another example where there was more certainty in approach to MDE determination for variance swaps (under the EU Variance MCA).  Recent events in Japan with respect to Nintendo and other shares were cited as an example where there was a lack of certainty around treatment of variance swaps (under the Japanese Variance MCA) and no consensus was determined.
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Firms acknowledged that narrowing the scope of what constitutes a limit up/down was not an issue that the group would be able to fully address today and that firms may want to consider further discussion on the topic.


Please let ISDA know if you are interested in additional discussions around daily price limits and Market Disruption Events under the AEJ Variance MCA. 


Participating firms:


Ashurst


Barclays Capital


Bear Stearns


BNP Paribas


Credit Suisse


Deutsche Bank


Goldman


KBC


Lee & Ko


Lehman


Merrill Lynch


Morgan Stanley


Susquehanna Pacific


UBS



ISDA - 24 Raffles Place - #24-02A Clifford Centre - Singapore 048621
Tel: +65 6538 3879 - Fax: +65 6538 6942 - e-mail: isdaap@isda.org - http://www.isda.org




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


