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Equal Notional 3s5s Flatteners
Adding cautious longs by selling forward protection

Cautiously long — Spreads are tight but the market remains technically well
supported, with investors not fully invested and with central banks’ liquidity still
inundating the market. We recommend longs, but combined with low-cost tail
hedges, of which 3s5s flatteners still look one of the most attractive.

Curves remain at record steep levels and continue to provide attractive
hedges — Unlike 5s10s, 3s5s curves have failed to steepen this year given that
investors had squeezed out all of their time value by the end of 2012. We continue
seeing very little room for 3s5s to steepen going forward; however, they will likely
flatten if we either tighten or widen substantially, and stay at current levels if spreads
remain range-bound.

Trade: 3s5s Equal Notional Flatteners (i.e. Selling Forward Protection) —
Combine a long with a cheap tail-hedge. Spreads are tight and curves are steep
(Figure 1), making forward spreads wide relative to outright spread levels (Figure 2).
Compared to an outright long risk trade, selling forward protection will outperform if
curves flatten — which is what we expect (and what it has happened historically) if
spreads sell-off aggressively.

Trade it via indices and single name CDS

— iTraxx Main 3s5s equal notional flatteners @ 40bp (forward spread of ~175bp,
1.65x the 5y spread).

— Single name opportunities: We identify names with (i) wide forwards vs. 5y
spreads (i.e. steep curves) and (ii) that have recently underperformed iTraxx
Main: St Gobain, Tesco, Pernod, PPR, Lufthansa, Imperial Tob.,
Heidelbergcement, Holcim, Anglo American, Glencore, Alstom, Rexam.

Figure 1. Main 3s5s curve vs. 5y spread (bp) Figure 2. Main 3s5s forward to 5y spread
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View: Cautiously long

Looking for longs but still not Although investment grade spreads are close to their Sy tights, market sentiment is

convinced? still very cautious. Most investors find it hard to justify adding too much risk given
the low compensation currently offered by the market and the many uncertainties
looming (from Fed tapering to EM outflows). We recently moved our short term view
to Neutral, although we maintain a more positive view over the medium term (mainly
based on central bank liquidity still providing enough support to the market, and on
investors’ current defensive positioning).

As we highlighted in a recent European Credit Weekly (H. Lorenzen, 30-Aug), we
continue to believe that the European credit market remains well supported
technically. In our central scenario, we do not expect much wider spreads from
here. But the market provides precious little compensation for tail risk
scenarios. So we would remain no more than neutral here, revisiting low-cost
tail-risk hedges.

Investors who, like us, remain cautiously positive over the medium term but still very
much concerned about tail risks should find 3s5 equal notional flatteners, i.e. selling
forward protection, an attractive “safe long” to hold in the current uncertain times.

Curves: Steep

What have they been up to? CDS curves have reached record steep levels, as Figure 3 shows for iTraxx
Main. In an environment where spreads are very volatile within very well defined
ranges (e.g. 90-130bp in Main), investors seem to have given up on trying to time
the market or trade relative value, and exploited the only conviction they have left:
low risk of defaults. In order to take exposure to default risk, limiting the exposure to
market (i.e. overall spread) risk, investors have relied on, among other things, curve
steepeners. Duration-weighted steepeners (generally1) offer positive time value
(carry + slide) at the expense of default risk exposure.

Figure 3. iTraxx Main Curves Figure 4. iTraxx Main Curves - Changes in 2013
Curve, in bp spread difference. 10d moving average. Curve change, in bp spread difference. On-the-run index.
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Investors started their steepening operations after Draghi’s famous “whatever it
takes” speech in July 2012. The market squeezed the time value out of 3s5s curves
until it was gone by the end of 2012 — from then on, 3s5s curves have barely
moved. The back end of the curve (5s10s) has kept steepening given that it still
provides positive time value to investors entering steepeners.

' This is not the case any more in 3s5s steepeners for most single names and indices.
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3s5s duration weighted flatteners have been (and still are) one of our core
recommendations for investors looking for tail hedges2 given that they provide
default protection at virtually no cost in terms of time value. The cost of holding a
3s5s duration-weighted flattener in Main since the beginning of the year would have
been 0.15%, with more than half of that coming from the cost of rolling the position
when the indices rolled in March.

The dynamics which have driven curves steeper over the past 15 months (i.e.
preference for default exposure over spread exposure) are likely to continue going
forward. That should continue steepening the back end of CDS curves (5s10s)
since duration-weighted steepeners on that part of the curve still provide positive
time value. However, this doesn’t apply to 3s5s curves, where duration weighted
steepeners offer literally no time value; in fact, they currently generate negative time
value (and negative default exposure). Thus, while we wouldn’t be surprised to see
5s10s curves steepening further, we reiterate our view that there is very little upside
on 3s5s steepeners. Figure 5 shows a scatterplot of iTraxx Main 3s5s curve vs. the
5y spread level.

Figure 5. iTraxx Main 3s5s vs. 5y index spread
Y-axis: curve, in bp spread difference; X-axis: 5y index spread, bp. Historical daily data since 2005.
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We expect 3s5s curves to:

m Flatten if we either tighten or widen a lot — because investors get very
comfortable with “spread or market” risk in the first scenario (and reach for longer
dated longs) or because they rush to buy jump-to-default protection in the
second.

m Stay at current levels or marginally steepen if spreads remain range-bound
with plenty of volatility — i.e. the scenario we've experienced over the past 9
months. However, the steepening will likely be moderate and short lived, given
that we do not expect investors to hold to trades (steepeners) which involve
paying money for taking default exposure.

Thus, we continue recommending 3s5s flatteners:

B |nvestors with long risk portfolios should add duration weighted flatteners as
cheap tail hedges.

®m [nvestors who want to add risk should enter equal notional flatteners (i.e. sell
forward protection), which is what we analyse in more detail in the next pages.

2 See European Credit Outlook 2013, H. Lorenzen, 3-Jan-13, and A hedge for all seasons, A. Elizalde
& M. King, 28-Mar-13.

3 As a % of the 5y notional.
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Trade: 3s5s Equal Notional Flatteners

We first illustrate the merits of 3s5s equal notional flatteners using iTraxx Main, and
then highlight single name CDS which offer attractive opportunities.

iTraxx Main

Spreads are tight and curves are steep. As a consequence, forward spreads
look wide when compared with outright spread levels (see Figure 6 and Figure
7). In iTraxx Main for example, with the 5y spread at 105bp and the 3y curve at
40bp, the 3s5s forward spread would be trading at ~175bp, around 1.65x higher
than the 5y spread. As Figure 7, the ratio of forward to 5y spreads is trading at very
high levels — i.e. forward spreads are wide.

Figure 6. iTraxx Main 3s5s forward and 5y spread Figure 7. Ratio of 3s5s forward and 5y spread
In bp.
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Source: Citi Research, Markit. Source: Citi Research, Markit.

Figure 8 shows the trade details of a €100m 3s5s equal notional flattener in iTraxx
Main. The trade provides positive time value (€460k in 6m time) if the spread curve
remains unchanged (with the 3y and 5y spreads rolling to 65 and 99bp
respectively). Figure 9 shows the trade P&L for different spread levels in 6m time
and Figure 10 shows, for different spreads for the 3y leg in 6m time, the level of the
3s5s curve at which the investor would breakeven. For example, if the 3y spread
rolls down to 65bp, the trade could afford a 5bp steepening and still breakeven.

Figure 8. iTraxx Main Series 19 3s5s Equal Notional Flattener

6m 6m 6m
Tenor Maturity Spread (bp) Coupon (bp) Upfront (%) Notional (€m) Upfront (€m) Carry (€Em)  Slide (€m) Time (€m)
3y 20-Jun-16 65 100 -0.97% -100 0.97 -0.50 0.16 -0.34
Sy 20-Jun-18 105 100 0.24% 100 0.24 0.50 0.29 0.79
3s5s Flattener 40 Total 0.00 1.21 0.00 0.46 0.46
Source: Citi Research.
Figure 9. Trade P&L in 6m time for different spread levels Figure 10. Curve breakeven spreads
Spreads in bp. P&L in €m, using the traded notionals in Figure 8. Spreads along the shaded Spreads in bp. B/E = Breakeven.
diagonal cells involve no changes in the current spread curve.
5y 3y Sy Curve Curve chg.
70 59 79 99 119 139 159 Spread BIE BIE B/E
30 0.84 1.32 0.48 -0.36 -1.18 -1.99 -2.79 30 90 60 20.0
25 0.72 1.20 0.36 -0.48 -1.30 2.1 -2.91 25 87 63 221
45 1.19 1.67 0.83 -0.01 -0.83 -1.64 -2.44 45 98 54 13.4
3y 65 1.65 2.14 1.29 0.46 -0.37 -1.18 -1.98 65 110 45 4.7
85 212 2.60 1.75 0.92 0.10 -0.71 -1.51 85 121 36 -4.0
105 2.57 3.06 2.21 1.38 0.56 -0.26 -1.06 105 132 28 -12.7
125 3.03 3.51 2.67 1.83 1.01 0.20 -0.60 125 144 19 -21.5
Source: Citi Research, Markit. Source: Citi Research, Markit.
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When sizing an equal notional flattener, investors need to take into account the
trade duration relative to the duration of a 5y outright long. With 3 and 5y index
durations at around 2.9 and 4.6 respectively, a 3s5s equal notional flattener would
have a spread duration of 1.71 vs. a 4.6 duration of a 5y outright long (i.e. the
duration of the flattener is just 37% of the 5y duration).

We are recommending a 3s5s equal notional flattener as a “safe long”, which
should outperform a 5y outright long in a tail-event. This ties up with our view that
curves will flatten if we widen substantially; however, is this what has happened
historically? We look at this next.

Historical performance: 3s5s equal notional flattener vs. 5y long

Historically, and compared to a 5y outright long, selling forward protection has
outperformed whenever curves flatten. Using data since 2005, we compute the
rolling 3m P&L of a 5y index long and a 3-5y forward long, and compare those two
P&Ls (adjusting for the fact that the 5y outright long has a higher duration if done on
the same notional).* Figure 11 shows the P&L differential (flattener minus outright
index long) against the change in the spread curve: the equal notional flattener
outperforms whenever curves flatten.

Figure 11. P&L of a 3s5s equal notional
flattener minus P&L of a 5y outright long vs.
change in curve

Y-axis: 3m P&L diff. as % of 5y notional; X-axis: 3m
change in spread curve, bp.
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Source: Citi Research, Markit. Using iTraxx Main data
since 2005. Assuming a trade is opened every day and
kept for 3m.

Figure 12. 3m change in 3s5s curve vs. 3m
change in 5y spread

Figure 13. P&L of a 3s5s equal notional
flattener minus P&L of a 5y outright long vs.

In bp. change in 5y spread
Y-axis: 3m P&L diff. as % of 5y notional; X-axis: 3m
change in spread 5y, bp.
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Source: Citi Research, Markit.

As a consequence, and given that, as Figure 12 shows, curves tend to flatten as
spreads widen, selling forward protection has historically outperformed (a 5y
outright long) when spreads widened (Figure 13). That is the reason why we think of
3s5s selling forward protection as a “safe long” trade: it makes less money when
spreads tighten and loses less money when they widen.

4 The spread duration of a 3s5s equal notional flattener is the difference between the 5y and 3y
durations, which will be lower than the spreads duration of an outright 5y long. Thus, in order to make
the spread duration similar in both trades, we use a higher notional for the 3s5s equal notional
flattener: for each unit of notional on the 5y outright long we use a notional on the flattener equal to Sy
duration / (5y duration — 3y duration).
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Interestingly, moving from an outright 5y index long to a 3s5s equal notional
flattener, keeping the net spread duration constant,® essentially involves something
very similar to adding a bearish risk reversal to the original long risk position, as
Figure 13 shows. Investors holding long risk positions who want to gain
protection against a large movement wider can either add bearish risk
reversals (as we recommend in our latest presentation)6 or switch into forward
longs (by adding 3s5s flatteners).

Single name CDS

In order to identify which single name CDS offer attractive opportunities for 3s5s
equal notional flatteners, we screen for names which:

m Have steep curves: Trade with a 3s5s forward to 5y spread ratio above 1.65x
(i.e. above the index one).

® Have recently underperformed: Their spread ratio to iTraxx Main is currently
above 60% of the trading range over the past 6 months.

B Trade between 75 and 250bp (5y spreads).

Figure 14 shows the single name CDS satisfying the characteristics above. In our
view, they all provide attractive opportunities to enter 3s5s equal notional trades
from a technical point of view and would recommend them to investors with positive
views on these credits. The figures in the next pages show, for each name, the 2
year historical 3s5s spread curves, ratio of forward spread to 5y spread and ratio of
5y spread to iTraxx Main spread.

Figure 14. Attractive single name 3s5s equal notional flatteners - Indicative MID spread levels as of COB yesterday.

Ratio Spread to  index ratio

Name Sy 3y 3s5s (bp) 3s5s Fwd (bp)  3s5s Fwd / 5y Current 6m range

1 Cie De St Gobain 153 88 65 263 1.72 1.41 79%
2 TescoPlc 85 48 37 146 1.72 0.81 65%
3 Pernod Ricard 96 55 41 164 1.70 0.91 60%
4 Ppr 94 54 40 160 1.70 0.89 70%
5  Deutsche Lufthansa Ag 158 94 64 267 1.69 1.45 84%
6  Imperial Tob Gp Plc 87 51 37 148 1.69 0.83 62%
7 Heidelbergcement Ag 233 143 90 393 1.68 215 88%
8 Holcim Ltd 155 93 62 260 1.68 142 91%
9  Anglo Amem Plc 192 117 75 321 1.67 1.80 2%
10  Glencore Intl Ag 242 150 92 404 1.67 222 63%
11 Alstom 191 118 73 318 1.66 1.79 82%
12 Rexam Plc 99 59 40 164 1.66 0.94 64%

Source: Citi Research, Markit.

5 Assuming (i) an investor holds a 100m 5y index long (risk) position and (i) 3 and 5y durations are
4.75 and 2.75 for example, the investor would need an equal notional flattener of 237.5m (on each
leg) in order to keep the net duration of the position constant. The duration of the 100m index long
would be 100m x 4.5/ 10.000 = 47.5k, and the duration of the 237.5m equal notional flattener would
be 237.5 x (4.75 - 2.75) / 10.000 = 47.5k. The 237.5m notional is computed as 100m x 4.75 / (4.75 -
2.75).

6 See Degustation gourmande: How to make credit a little tastier, H. Lorenzen, 29-Aug.
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Figure 15. St. Gobain — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.
Figure 16. TESCO - 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.
Figure 17. Pernod - 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Figure 18. PPR - 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.
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Figure 19. Lufthansa — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.

Figure 20. Imp. Tobacco — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.

Figure 21. Heidelberg — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Figure 22. Holcim — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.
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Figure 23. Anglo American — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.

Figure 24. Glencore - 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Figure 25. Alstom — 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Source: Citi Research, Markit.

Figure 26. Rexam - 3s5s curve (bp), ratio of forward to 5y spread and 5y spread ratio to iTraxx Main
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Trade Recommendations Summary

We are opening an iTraxx Main 3s5s equal notional flattener.

Figure 27. Open trades - Summary and P&L

Entry Entry Entry Current Current P&L* P&L*
Trade Description Leg Format Direct. Notnl. Upfront Spread  Coupon Upf. Spread Total  Month**
Series 9 vs. Series 19 equity iTraxx Main S9 0-3% Jun-18 (10y) Prot. Buy 1 46.25% 1,720 500 45.93% 1,948 -1.58% -4.69%
05-Jun-13 iTraxx Main S9 Index Jun-18 (10y) Prot. Sell 5 2.1% 132 175 -1.9% 133 1.54% 3.12%
iTraxx Main S19 0-3% Jun-18 (5y) Prot. Sell 1 31.75% 1,227 500 31.8% 1,420 1.17% 3.60%
iTraxx Main S19 Index Jun-18 (5y) Prot. Buy 6.2 0.4% 108 100 0.2% 105 -2.50% -4.55%
Total  -1.37%  -2.52%
$19 Jun-16 3-6% vs. S9 Jun-18
Index iTraxx Main $19 3-6% Jun-16 (13y)  Prot. Sell 1 -3.59% 375 500 -4.62% 327 1.82% 2.99%
09-Jul-13 iTraxx Main S9 Index Jun-18 (10y) Prot. Buy 25 -1.58% 138 175 -1.9% 133 -1.54% -2.34%
Total 0.28% 0.66%
Commerzbank sub/senior compr. Sub CDS Prot. Sell 1 -5.65% 375 500 -5.23% 382 -0.12%
13-Aug-13 Senior CDS Prot. Buy 251 2.37% 150 100 3.0% 165 1.50%
Total 1.38%
RBS sub/senior compr. Sub CDS Prot. Sell 1 -3.06% 339 500 -3.06% 326 0.31%
13-Aug-13 Senior CDS Prot. Buy 2.02 7.11% 168 100 71% 164 -0.12%
Total 0.18%
BNP sub/senior ompr. Sub CDS Prot. Sell 1 -14.42% 198 500  -14.41% 194 0.30%
13-Aug-13 Senior CDS Prot. Buy 1.68 0.86% 118 100 1.0% 122 0.20%
Total 0.50%
iTraxx Main Eq. Notional Flattener ~ Main S19 3y Prot. Buy 1 -0.97% 65 100 -0.97% 65
05-Sep-13 Main §19 5y Prot. Sell 1.00 0.24% 105 100 0.2% 105
Total 0.00%
Source: Citi Research. Spreads and coupons in bp. * P&L expressed as % of the leg with notional equal to 1. ** Over the last month. Prices as of COB yesterday.
Figure 28. Open and closed trades summary statistics
Number Open Closed* Percentage Open Closed*
In profit 4 2 In profit 80% 100%
In loss 1 0 In loss 20% 0%
5 2
Source: Citi Research. * Since 1-Jun-13. Excluding the trade ideas opened in the current publication.
Figure 29. Closed trades since Jun-13 - Summary and P&L
Entry Entry Entry Current  Current P&L*
Trade Description Leg Format Direct. Notnl. Upfront Spread  Coupon Upfront Spread Total
Main July Receiver Fly 105bp Receiver Price Buy 1 0.25% 0.23% -0.01%
Opened: 18-Jun-13 90bp Receiver Price Sell 2 0.0% 0.0% 0.07%
Closed: Expiry 75bp Receiver Price Buy 1 0.00% 0.0% 0.00%
Total 0.06%
Senior Fin vs. CDX IG Receivers SenFin October 140bp receiver Price Buy 1 0.53% 0.69% 0.17%
Opened: 26-Ju6-13 CDX IG October 75bp receiver Price Sell 2 0.19% 0.2% 0.02%
Closed: 13-Aug-13 Total 0.19%

Source: Citi Research. Spreads and coupons in bp. * P&L expressed as % of the leg with notional equal to 1.
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Representative Market Conditions

Figure 30. Historical spreads - iTraxx 5y on-the-run indices Period: 1-Jan-13 — COB yesterday
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Source: Citi Research, Markit. In bp.

Notes: The list of open trades reflects our current views; we have no plans to provide regular coverage or updates to these trades. P&L on trade ideas includes carry
and roll costs but not trading commissions/costs. Results should not, and cannot, be viewed as an indicator of future performance.

Risks: When buying calls and puts (or receivers and payers) the maximum loss is the premium paid. When selling calls (or receivers), the maximum potential loss
would occur as the index spread decreases but is limited by the index spread being floored at zero. For puts (or payers), the maximum potential loss (amount below
the strike) would eventuate should the index price fall to zero. Sector index options are cash settled. The above calculations do not include any additional fees or
transaction costs. Note that ratio writing would leave the writer uncovered in one leg of the trade.
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Analytics, Recent Trade Ideas & Publications

Figure 31. Analytics — Available at Citi Velocity

iTraxx Volatility Report iTraxx Series 9 Tranche Report
CDS Indices Positioning Report iTraxx Series 19 Tranche Report

Source: Citi Research.

Figure 32. Recent Trade Ideas - reverse chronological order.

Sub/Senior compression trades in European banks 13 Aug 2013
iTraxx Senior Financials vs. CDX IG via Receivers 7 Aug 2013
Sell Jun-16 3-6% Series 19 protection vs. Buy Jun-18 Series 9 index protection 9Jul 2013
Option trades ahead of the FOMC 18 Jun 2013
iTraxx Series 9 vs. Series 19 Jun-18 equity tranches 5Jun 2013
Hedging via Crossover Bearish Ladders 16 May 2013
Buy Main straddles; sell CDX |G straddles 1 May 2013
Views & Trades on iTraxx Series 9 Tranches 18 April 2013
Beware of retail and food releveraging — short risk retailers & food vs. Main Non-Financials 18 April 2013
Receiver 1x2s — Mind the tail if going long 2 Apr 2013
Hedging menu: payer spreads, 3s5s flatteners and Jun 15/18 equity tranche flatteners 28 Mar 2013
Long insurers vs. short premium autos 19 Mar 2013
Flatteners in iTraxx Equity Tranches 6 Mar 2013
Long risk 3-6% vs. short risk 0-3% - Jun-15 iTraxx Series 9 tranches 12 Feb 2013
Long risk Main vs. Crossover via indices and receiver options 12 Feb 2013
iTraxx Main paver ladders 3Jan 2013
iTraxx Main 3s5s duration weighted flatteners 3Jan 2013
Long risk iTraxx Main vs. short risk iTraxx Crossover 3Jan 2013
Long risk CDX IG vs. short risk iTraxx Main 3Jan 2013

Source: Citi Research.

Figure 33. Other publications — reverse chronological order.

iTraxx Roll — Potential Name Changes 23 Aug 2013
Financial CDS to get a re-vamp 7 Aug 2013
What bail-in means for CDS 11 Feb 2013

Source: Citi Research.
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Options Risk Disclosure - Please Read Carefully

This section discusses possible options strategies that you may choose to employ
in conjunction with the company securities discussed herein. If you choose to
engage in the options transactions discussed within this document, you must have
an approved options account and will be subject to certain criteria which may
ultimately prevent you from engaging in certain option strategies. It is important for
you as an investor to know and understand that Options do involve risk and
sometimes, significant risk, therefore may not be appropriate for all investors. If you
buy options, the maximum loss is the premium. If you sell put options, the risk is the
entire notional below the strike. If you sell call options, the risk is unlimited. The
actual profit or loss from any trade will depend on the price at which the trades are
executed. The prices used herein are historical and may not be available when you
order is entered. Commissions and other transaction costs are not considered in
these examples.

Please speak to your Financial Advisor to ensure you have a full understanding of
the risk and reward of the strategy you are considering. Strategies that are opened
or closed differently than what is discussed in this document could have a
significantly different outcome from what is described. It should be noted that certain
Index options might have special settlement dates or settlement requirements that
are different from traditional equity options. Commissions, taxes, and margin costs
have not been included but will affect the outcome of any option transaction and
should be considered. However, they can have a significant impact on the
profitability of options transactions and should be considered carefully before
entering into any option strategy. Because of the importance of tax considerations to
all option transactions, the investor considering options should consult with his/her
tax advisor as to how their tax situation is affected by the outcome of contemplated
options transactions. Certain options trades/strategies must be executed in a
margin account. Transactions executed in a margin account can require the investor
to periodically deposit additional collateral into the account in order to maintain the
positions. The preceding language is not a full description of all possible risks
associated with options trading.

For a more complete description on the uses and risks of options, please see the
document titled Characteristics and Risks of Standardized Options. If you would like
an additional copy of this document please contact Citigroup Global Markets Inc.,
Options Department, 390 Greenwich Street, New York, NY 10013. Options are not
suitable for all investors. Before entering into any transaction using listed options,
investors should read and understand the current Options Clearing Corp. Disclosure
Document (Characteristics and Risks of Standardized Options) at
http://www.theocc.com/about/publications/character-risks.jsp,
http://www.theocc.com/components/docs/May_2010_ODD_Definitive_Supplement.
pdf and
http://www.theocc.com/components/docs/January_2011_ODD_Definitive_Suppleme
nt.pdf. Investing in options other than Standardized Options may entail additional
risks. Appendix A-1

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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IMPORTANT DISCLOSURES

Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of ANGLO AMERICAN CAPITAL PLC

Citigroup Global Markets Limited is acting as financial advisor, bond bookrunner and bridge financing provider to Ardagh Group in relation to the announced
binding and irrevocable offer which Ardagh Group has made for Verallia North America, the North American glass operations of Saint-Gobain. Consequently,
Citigroup is restricted from offering any view, rating or opinion on Saint Gobain.

Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of Pernod Ricard SA

Citigroup Global Markets Inc. owns a position of 1 million USD or more in the debt securities of Royal Bank of Scotland Plc

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Imperial Tobacco
Finance PLC, ANGLO AMERICAN CAPITAL PLC, Commerzbank, Royal Bank of Scotland Plc.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Imperial
Tobacco Finance PLC, ANGLO AMERICAN CAPITAL PLC, GLENCORE FINANCE (EUROPE) SA, HeidelbergCement AG, Rexam PLC, Saint Gobain,
Commerzbank, Pernod-Ricard, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL & CIE SCS, Tesco, Alstom.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking
services from GLENCORE FINANCE (EUROPE) SA, Saint Gobain, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL & CIE SCS, Tesco.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Imperial Tobacco
Finance PLC, ANGLO AMERICAN CAPITAL PLC, GLENCORE FINANCE (EUROPE) SA, HeidelbergCement AG, Lufthansa, Rexam PLC, Saint Gobain,
Commerzbank, Pernod-Ricard, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL & CIE SCS, Tesco, Alstom, Kering in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Imperial Tobacco Finance PLC,
ANGLO AMERICAN CAPITAL PLC, GLENCORE FINANCE (EUROPE) SA, HeidelbergCement AG, Rexam PLC, Saint Gobain, Commerzbank, Pernod-
Ricard, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL & CIE SCS, Tesco, Alstom.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: Imperial Tobacco Finance PLC, ANGLO AMERICAN CAPITAL PLC, GLENCORE FINANCE (EUROPE) SA, HeidelbergCement
AG, Lufthansa, Rexam PLC, Saint Gobain, Commerzbank, Pernod-Ricard, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL & CIE SCS, Tesco,
Alstom, Kering.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Imperial Tobacco Finance PLC, ANGLO AMERICAN CAPITAL PLC, GLENCORE FINANCE (EUROPE) SA,
HeidelbergCement AG, Lufthansa, Rexam PLC, Saint Gobain, Commerzbank, Pernod-Ricard, Royal Bank of Scotland Plc, HOLCIM US FINANCE SARL &
CIE SCS, Tesco, Alstom, Kering.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Firm is a market maker in the publicly traded equity securities of Lufthansa, Rexam PLC, Commerzbank, Pernod-Ricard, Tesco.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

Citi Research Equity Ratings Distribution

12 Month Rating Relative Rating
Data current as of 30 Jun 2013 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 48%  40% 12% 6%  88% 6%
% of companies in each rating category that are investment banking clients 53% 50% 45% 58% 51%  49%

Guide to Citi Research Fundamental Research Investment Ratings:

Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and,
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
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company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NY SE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally,
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Abel Elizalde; Aynsley Lammin

OTHER DISCLOSURES

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to HeidelbergCement AG, Lufthansa, Rexam PLC, Saint
Gobain, Pernod-Ricard, Tesco, Alstom. (For an explanation of the determination of significant financial interest, please refer to the policy for managing
conflicts of interest which can be found at www.citiVelocity.com.)

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
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