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Company: Plan Overview

Seya Saxa Vianuhiacturng spensers a defined enefit plan for
its™ hourly: andisalaried employees; The plan assets ($1.00
millien)r areinvesied in fundsindexed toithe S& P500:

Iilhe company: has premised te pay: Speciiiic enelits 1o

empleyees, so the nvestnment risk IS fiully: assunmed! by Seya
Selxal

Foie dleip) ks etifrenihy feil b ftiglelecf ouit aplhyAigieifiipeleel stzitis
eirtheplanfaiieene el yearisiusea Nerminnnimiceniiisuben
PUIPESES:




Business Problem and Risk

IRECENt market declines pub Seya Saxa ab sk o aviing an
Underfiunded pensieniplian at the end el the year. i additienitie
the potential ackiashiof poor: employeemoria e and INCIeased
Scrutiny fromiregulators, an underfunded plan places Seya
Saxa el ISk 6ff having teimake asigniiiicant contiiutionin
20000

Soya Saxaneeds o nedgelisinancial exposure ieiihe S& P1o

strengthen the fitnding eft the:pensien planiandiimprevetne
preaictannity rmanpual centributions fier BUSINESS planning.

PERs GRSE UG ENRESHE e ERSey e Sexel it e ellar
I@SSEs aiiine end el theY/Ear 10/ 10%6 e EXPECIEd Val UesS=132520
enithefuitre price o the Ss: PIenchmarie e prenan ity el
2110%) 01 grealeiess sholldnenexecesd 19,




Evaluation off Underlying| Exposure

SeYerSaxelics eNeREPESIeRIeRIELRCEHVIRERSCES00)

Current futures price(as ofi Oct. 10;, 2008) for Dee. 19, 2008
S& P500) contiact (Symhols SPZ8 - $250 multiplier): $891

Unitsieff Underlying each contract represents, $222, 750
Tihe100% futtnes eguivalent 1s 449 contiracts:
$100,000,000/($250 * $891)




Mark-To-Market

Current futures price (asoef Oct. 13; 2008) for the IDec. 19,

2008 S& P 500 contriact (Symloels SPZ8i- $250imul tiplien):
$1,017

Mark=to-Market Gain (fromiOct. 10to Oct. 13); +$126




Risk Guidelines

Fepislopl fisiceltlielelirles e |tiiferiptiiinle afelerzicl [y eif el L0 o
cjreztisr losssplotilefiotercesel L% (2,88 stzipicleifel cleVizitiofls)

Total exposure value: $100 million
LLess limit: $10/millienior 10%




Expected Spot on S&P 500

e EX9ECiEd SR PHICE GNINE SRS 00 CRIDEE, 19 200501S
SOUAE

Current fitttires price = $891.
Cost of iunds (R)= 2%
RISk premium (RP) = 6.09% (historical)

Timeherizon (1) = 0.19 (Oct. 10— Dee. 19, 2008)

1+( {]Rt +DRi5k Premt ) t

Expected spot prilce = Spake: FereeT




\/alue@Risk

A leoss gl erltiezl affest (elowin) [eVelof 256 feofeseis el
seillzl loss of 2%, Slplcasoyerserei siziclet [oss s ol Lo%)
ipleieaostifeppltist gelelecfeziseclo)Y &6 %0 iie) frlest otifizlfo/e

Mienthly velatility = 35:58% (Riskmetlrics asief Oct. 10, 2008)

=y annualivelality (S) = 123,25%
- LLesslimit critical price (down) llevel = $201*e2°5v19) = &

Keep = Target Less/Actual Less, or 62 syntheticlong
contracts

Short 387 contracts




Market View

Recent manket llessesido not deter Soya Saxafrem Baing
pullisnrenithe market’ sileng-term direction. TThisview agrees
Withieur: Siraiegic decision 1o;Spensoer a defiined beneiit plan
b2t represents |leng-tenmi ekligaliens.

IHeWever, Seya Saxals Ven/ concamed abeutvel atlity.\We

pelieve that frezen credit markets will continue te keep
Vol ity tnstanie;

Market View — UP
Velamity View=UNSURE




Current Position +/-
[Hedge, Strategy

LEVEL OF CONFIDENCE

Current
Poesition;

Unsure

=\Vlarket

Sure

+449 P
- Syn. Long Call*|

+A49P,
- -449C

oum

Bull' Spread

+6961 P
|_ong Siraddle




Pricing| Analysis

Josest Viatunty: Eutures Price = $891. 1o contracts expiing
Dec. 19; 2008

Callls

PUtS

Strike
Price

Price Quote

Strike
Price

Price Quote

Viere OV

10/0J0)

36.60

10)0)

49.70

OVl

950

95:90

350

67.60

ATM

</00)

79190

/00)

66:90

INFIVI

350

108.40

950

114.70

More I'TFIV]

10,0

140.40

1000

145.40

Source: Chicage Mercantile Exchange, as of Oct. 10, 2008.
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Option 1: Full Insurance

PUrcnase 449 puts 150000
(syntheticleng cal) 100000

s [Effiect: Eliminaiesidownside 20000
exposiie; reduces upside gains oo

s Pres; No downside risk oo S
= Cons: Reduces upside gains, ke

[ 4 601 701 801 901 1001 1101 1201
COmpl |ES (bal’el y) W|th Priceat Contract Maturity
cCompany. sk management e M <Al M e

rules

Position Maximum L oss:

$9.99 million
Market View'—UP (= $89* $250* 449)

olatiitysView = UONSURE




Option 2: Hedge with; Futures

Hedge 867 of positioniby”
shorting| 387 filitlres contracts g

a Effect: Signifiicantly/ reduces) s
deWRSIde 2nel UpSICe EXPESUIES T

s Pros; ILess dewnside risk: (50000
comphieswiti conpany. sk
(150,000)
management rules 601 701 801 901 1001 1101 1201

[ | ConS S| gn|f| Cantly reduces Priceat Contract Maturity
Upside gaimns

(100,000)

- -@ - -+449F - - A - --387F  —m— +449F-387F

Miarket Viiew — UP
ety View = UNSURE




Option 3: Trade Volatility

PUrchiase 8981 puls
(leng siraddle)

n Effect; Prefitsirem g manket
dewnturnsiand Uptlms

x Pres; Ne dewnside risk;
pretectsicompany’ irem high

Vol atility
601 701 801 901 1001 1101 1201

m Cons Very COStIy, oL Priceat Contract Maturity

consIStent with markerup
VIew; Gees not comply with 1 :

: : Position Maximum L oss:
Company. sk managenent $20.0 million

rules
Miarket \View'— UNSURE

Velamity \View' = UPR




Option 4: Bull' Spread

Purchase 449 puts;;., and Selil Rt
429 calls; ., (bullfspread) 100,000

n Effect: Significantly limits
Upsideand dewnside

50,000
0

' _ (50,000)
Pros; NG dewWnRsIde riisk;

complieswithicompany ris< .

Mmanagement rules 601 701 801 901 1001 1101 1201
Cons: Limits upside gains; high Priceat Contract Maturity
market velaility weuld nakeil = _
hard to find buyers of calls; not ~ Position Maximum Loss:

consistent with volatility view:  $7.0M
MakerView—UpR

Volatlity Vien=—SFABLE

(100,000)

= =® = HAA0F - =& = +440P - A 449C ——B——+449F+449P-449(




Recommendation: Full Insurance

Sincewe ane bullish enithe direction el theimarket, We de 1ot
Want e signiiicantl\/ imit our Upside potential. |nvestiment
gains sirengtihens the itinding ofi our planiandiceulid petentially:
leduce fiuture contribuliens.

1 Qgilans 2 einel b sfejplfficzinlily/ fecltice goispiilzl Los]eleiefzi s
\\We are unstie enitne Vol aility of themaliket. Given the

natlre el eur pension liaeilities, our flduciany respensioiity/ Is
1) pPrietect plan participants against dewnside risk.
I Quilen 8 aroviclesicelelfilorl dfoiscilonfz el plsi Velzi iy

guitiplesifeiiee)/ 1S plot Costefflclenit el [ rleanislsien iyl
OUIFMERERNVIEN:

Our; strategy’ In Option 1 IS 'te Insure 100% 6f eur expesure.

s \\Wiir@pHERMWENVEU GNE R 10 IEd0E GUIREXIOSUIE]
a0d predictzpiiy teeuritndedisiaits ailine endiol the
Vear, and keep ipside gains:






