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FX Market:

� No convertibility restrictions. 

� Liquid enough to absorb normal transaction sizes (i.e. $5-$20 mio). 

Local Treasury Markets:

� The Egyptian Finance Ministry auctions 3, 6 and 12-month Treasury Bills on a weekly basis. 
Auction sizes range from EGP 500 to 2,000 mio.  Secondary market for Treasury Bills is very liquid.

� There are Government Bonds in Local Currency with up to 20 year tenors.

� Current yield indications on Treasury Bills / Bonds:

Maturity YTM
3 months 8.60p%
6 months 8.80%
12 months 9.00%
4 years 8.90%
7 years 8.90%
10 years 8.90%

I. Summary Local Market Overview
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II. Comparative Estimated Market Depth

1) Volumes per day ($ equivalent);         2) Volumes per trade ($ equivalent);         3) Volumes per week ($ equivalent)
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III. Accessing the Local Markets
� Practical Restrictions for Offshore Investors:

• Custody facility required
• Offshore investors are USD or EUR based and are generally unable to fund in EGP
• Limited local presence of foreign banks actively trading local securities

� The Use of Synthetic Access Products:
• Main Investors:

– Hedge Funds and other real money funds
– Private Banking Accounts

• Preferred Investment Format:
– EGP-indexed Total Return Swaps in USD (or EUR)
– EGP-indexed Credit Linked Notes or Deposits in USD (or EUR)

• Advantages:
– All flows are cash-settled in USD (or EUR)
– Synthetically passes through all underlying risks associated with holding T-Bills directly (Credit, FX, Interest 

Rate, Convertibility and Transferability )

� Investor Appetite:
• Citigroup has overseen over USD 1 bln of synthetic (foreign) investor flows into the local 

Treasury Bill market since January 2005, enabled primarily through a very efficient partnership 
between Citibank Egypt (in sourcing the assets) and Citigroup London/New York (in placing the 
risk offshore).

• Supply is often outweighed by demand and orders are difficult to execute in single clips 
exceeding USD 40 mio.
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IV. Hedging in the Local Market

� Currently no established FX Forwards, FX Options, Interest Rate (“IR”) or 
Cross-Currency Swaps (“CCS”) Markets

� This is due to a combination of:
• Inability for market participants to short EGP Treasury instruments
• Very thin liquidity in instruments with tenors > 1 year
• Lack of hedging interest / know-how
• Legal enforceability issues on local and cross-border derivative transactions 

� Sporadic hedge transactions do however occur, although they tend to be 
relatively one-sided (I.e. the hedger is looking to go long EGP, and short USD)
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V. Application of Credit Derivative Technology

What is a Credit Derivative:

� Credit Derivatives are contractual obligations that involve the transfer of a pre-
defined “Credit Risk” from one party to another.

� The form and amount of the risk being transferred determines the terms of a Credit 
Derivative contract.

� Most Credit Derivative transactions involve over-the-counter agreements and are 
governed under standardized ISDA definitions.

� In the normal course of operations, Corporate and Sovereign Entities face financial 
risks such as Foreign Exchange, Interest Rates, Commodities, Equities, as well as 
CREDIT RISK. They have traditionally hedged the risk inherent in Foreign 
Exchange, Interest Rates and Commodities.  More and more, these entities are now 
focusing on Credit Risks as well as other areas that may have a significant impact 
on expenses and earnings (such as taxes).

� Inversely, Financial Institutions and other specialised investors are increasingly 
looking at Credit Derivatives as a means of achieving yield pick-up in tailor-made 
format.
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V. Application of Credit Derivative Technology

Mechanics of a Credit Derivative Contract:

� The Seller receives fee or premium for providing default protection;
� In return, the Seller agrees to make a contingent payment upon certain credit 

events associated with the Reference Entity.

� Upon a default by the Reference Entity, the Seller of protection compensates the 
Buyer for any losses suffered:

Buyer

Default Protection

[X] bps per annum

Seller

Buyer

100% minus Recovery Value of 
the defaulted assets

Seller
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V. Application of Credit Derivative Technology

Example of a Structured Liability Management Solution:

CASE DESCRIPTION:
� Egyptian Subsidiary company (“Sub Co”) of foreign multinational company (“Parent Co”) is 

looking to raise intercompany financing, where the principal amount is repayable in EGP, in 12 
years’ time.

� Parent Co is not willing to take any EGP exposure
� Size: USD 100 mio assumed (currently equivalent to EGP 577 mio)

SUMMARY OF THE STRUCTURE:

� Parent Co extends USD 100 mm of 12-year inter-company funding to Egyptian Sub Co.
� Parent Co and Sub Co enter into 12-year subsidized forward FX transaction (the “FX Hedge”) 

on the USD 100 mm principal repayment amount only, whereby Parent Co. agrees to pay Sub 
Co USD 100 mm at maturity, and to receive EGP 577 mio at maturity.

� In order to subsidize the FX Hedge, Sub Co agrees to pay annual amounts in USD to make up 
for the interest differential (effectively, the forward FX points).

� Parent Co enters into a back-to-back FX Hedge transaction with Citigroup, credit-referenced to 
the Arab Republic of Egypt, the sovereign jurisdiction in which Sub Co is based.
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Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

USD 100 mio

12-yr USD Interco. Loan

12-yr USD bullet Loan receivable

A – At Inception:

Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

12-yr USD/EGP FX Hedge

Inter-company Loan

FX Hedge

12-yr Back-to-Back USD/EGP 
Credit-Linked FX Hedge, 

referenced to the                                          
Arab Republic of Egypt

V. Application of Credit Derivative Technology
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Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

B - On each Interest/Periodic Payment Date:

Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

Inter-company Loan

FX Hedge

6m USD Libor flat
Paid semi-annually (ACT/360)

on USD 100 mio

[3.50]% Fixed Premium
Paid semi-annually (ACT/360)

on USD 100 mio

V. Application of Credit Derivative Technology

12-yr USD Interco. Loan

12-yr USD/EGP FX Hedge

12-yr Back-to-Back USD/EGP 
Credit-Linked FX Hedge, 

referenced to the                                          
Arab Republic of Egypt

[3.50]% Fixed Premium
Paid semi-annually (ACT/360)

on USD 100 mio
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Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

C – At Maturity (subject to No Default):

Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

Inter-company Loan

FX Hedge

USD 100 mio

EGP 577 mio

USD 100 mio
Loan Principal Repayment

USD 100 mio

EGP 577 mio

V. Application of Credit Derivative Technology

12-yr USD Interco. Loan

12-yr USD/EGP FX Hedge

12-yr Back-to-Back USD/EGP 
Credit-Linked FX Hedge, 

referenced to the                                          
Arab Republic of Egypt
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Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

D – Upon the occurrence of a sovereign default by the Arab Republic of Egypt:

Egyptian Sub CoEgyptian Sub Co Parent CoParent Co

Inter-company Loan

FX Hedge

Parent Co may claim 
early repayment on the Loan

Parent Co may wish to 
settle FX Hedge Flows early

FX Hedge is 
terminated 

for zero value

V. Application of Credit Derivative Technology

12-yr USD Interco. Loan

12-yr USD/EGP FX Hedge

12-yr Back-to-Back USD/EGP 
Credit-Linked FX Hedge, 

referenced to the                                          
Arab Republic of Egypt
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V. Application of Credit Derivative Technology

NET BENEFITS:

� No FX risk on the USD principal repayment obligation: the local currency 
protection provided by the FX Hedge transaction simultaneously enables (i) Sub 
Co to receive quasi local currency funding, and (ii) the Parent Co to mitigate any 
local currency exposure.

� The FX risk to Sub Co is limited to the coupon payments due under the Loan 
(which may be offset against export revenues for instance).

� In this example, the cost of the hedge (I.e. the implied 12-year EGP interest rate 
charged under the FX hedge contract) could be as low as 11.00%, which compares 
to 12 month T-Bill yields of around 9.00%.

� The lack of a meaningful yield curve and liquidity in the EGP market does not allow 
for more conventional FX hedging opportunities beyond 12 months. In this 
example, Parent Co has effectively sourced a partial FX hedge out to 12 years at 
very competitive rates.
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VI. Key Development Factors

� Enforceability and Integration of both ISDA 2000 and ISDA 2003 Credit 
Derivative definitions and standard derivative contract market practices.

� Create a meaningful yield curve of actively traded benchmark obligations.

� Development of a sale and repurchase market on benchmark obligations to 
enable market participant to short EGP rates out to longer tenors.
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VII. Structured Asset Example for the Local Market

SUMMARY TERMS OF A 3Y STRUCTURED EGP NOTE:

Issuer: Citigroup Funding Inc. (“CFI”)
Form: Medium Term Credit Linked Note
Tenor: 3 years
Notional: EGP 50 mio
Price: 100%
Coupon: [11.00]%, subject to the Early Termination Provisions
Frequency/Daycount: Semi-annually, ACT/365
Redemption: 100%, subject to the Early Termination Provisions
Early Termination: If a Credit Event occurs with respect to any Reference Entity, the Note will immediately 

terminate, and the Issuer will deliver defaulted Obligations of the relevant affected 
Reference Entity to the Investor, with no further payments due.

Credit Events: With respect to Turkey, Ukraine and Russia only:
Failure to Pay, Obligation Default, Repudiation/Moratorium, Restructuring
With respect to the Arab Republic of Egypt only:
Failure to Pay, Obligation Default, Repudiation/Moratorium, Restructuring and Inconvertibility

Reference Entities: Turkey, Ukraine, Russia and the Arab Republic of Egypt
Reference Obligations: With respect to Turkey, Ukraine and Russia only: Any USD Bond or Loan

With respect to the Arab Republic of Egypt only: Any EGP sovereign T-Bill / T-Bond

Governing Law: English



Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements.

Prior to entering into any transaction contemplated hereby (a “Transaction”) you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that 
you are able to assume these risks), as well as the legal, tax and accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge 
that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you 
should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior management in your organization as to such legal, tax and accounting advice (and any 
risks associated with any Transaction) and our disclaimer as to these matters.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with  us.  We will ask for your complete name, street address, and 
taxpayer ID number.  We may also request corporate formation documents, or other forms of identification, to verify information provided.

[FOR PITCH MATERIALS RELATING TO EXTENSIONS OF CREDIT BY CITIBANK OR ITS BANK-CHAIN SUBSIDIARIES.  FOR SUCH PITCHES, THE FOLLOWING PARAGRAPHS MAY ONLY BE 
DELETED IF (1) PITCH IS FOR ADVISORY SERVICES ONLY OR (2) PITCH IS TO NON-U.S. CUSTOMER AND TRANSACTION INVOLVES NO U.S. OBLIGOR AND NO MATERIAL NEXUS TO U.S.  
SEE ANTI-TYING POLICY OR CONSULT LEGAL IF QUESTIONS.]
We maintain a policy of strict compliance to the anti-tying provisions of the Bank Holding Company Act of 1956, as amended, and the regulations issued by the Federal Reserve Board implementing the anti-
tying rules (collectively, the "Anti-tying Rules").  Moreover our credit policies provide that credit must be underwritten in a safe and sound manner and be consistent with Section 23B of the Federal Reserve 
Act and the requirements of federal law.  Consistent with these requirements and our Anti-tying Policy:

� You will not be required to accept any product or service offered by Citibank or any Citigroup affiliate as a condition to the extension of commercial loans or other products or services to you by Citibank or 
any of its subsidiaries, unless such a condition is permitted under an exception to the Anti-tying Rules.

� We will not vary the price or other terms of any Citibank product or service based on the condition that you purchase any particular product or service from Citibank or any Citigroup affiliate, unless we are 
authorized to do so under an exception to the Anti-tying Rules.

� We will not require you to provide property or services to Citibank or any affiliate of Citibank as a condition to the extension of a commercial loan to you by Citibank or any Citibank subsidiary, unless such 
a requirement is reasonably required to protect the safety and soundness of the loan.

� We will not require you to refrain from doing business with a competitor of Citigroup or any of its affiliates as a condition to receiving a commercial loan from Citibank or any of its subsidiaries, unless the 
requirement is reasonably designed to ensure the soundness of the loan.

[FOR DERIVATIVES OR SECURITIES PITCHES ONLY]
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to 
change at any time without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses 
from a quantitative model which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.  Any estimates included 
herein constitute our judgment as of the date hereof and are subject to change without any notice.  We and/or our affiliates may make a market in these instruments for our customers and for our own 
account.  Accordingly, we may have a position in any such instrument at any time. 

[FOR PRESENTATIONS WITH REFERENCES TO SMITH BARNEY EQUITY RESEARCH]
Although this material contains publicly available information about Smith Barney Equity Research, Citigroup policies prohibit analysts from participating in any efforts to solicit investment banking business; 
accordingly, Smith Barney equity research analysts may not have any communications with companies for the purpose of soliciting investment banking business. Moreover, Citigroup policy (i) prohibits 
research analysts from participating in road show meetings and (ii) prohibits investment banking personnel from having any input into company-specific research coverage decisions and from directing 
research analysts to engage in marketing or selling efforts to investors with respect to an investment banking transaction. So as to reduce the potential for conflicts of interest, as well as to reduce any 
appearance of conflicts of interest, Citigroup has enacted policies and procedures designed to prohibit all communications between its investment banking and research personnel except in narrowly 
prescribed circumstances.

[TRADEMARK SIGNOFF: add the appropriate signoff for the relevant legal vehicle]
© 2003 Citigroup Global Markets Inc. Member SIPC. CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and registered throughout the world.

© 2003 Citigroup Global Markets Limited. Regulated by the Financial Services Authority.  CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and 
registered throughout the world.

© 2003 [Name of Legal Vehicle] [Name of regulatory body]  CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and registered throughout the world.


