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The Role of Financial Markets and
Institutions

A financial markets
o Market with assets (securities, financial instruments)
o Sell and buy ...
o Transfer of funds...
Deficit subjects
Surplus subjects
Financial Market: a market in which financial assets
(securities) such as stocks and bonds can be
purchased or sold
o Financial intermediation — financial savings to investments
o Payment system
o Means of manage risk



Role of Financial Markets

Transfer funds from those who have excess
funds to those who need funds.

o Students — student loan

o Families — mortgages

o Business — finance they growth

o Government — finance their expenditures

One side supply funds the other side demand
funds

Earn return but only if fund is available in financial
market



Role of Financial Markets

Surplus units — lenders, investors
o Receive more money than they spend

Deficit units — borrowers

o Spend more money than they receive
This relation is formally organized by
securities

o Agreement between lender and borrower
o Claim on the issuer



Role of Financial Markets

Debt securities
o Represent debt incurred by issuer — credit, borrowed funds
o Deficit units issue the securities to surplus units and...

o ...pay interest to surplus unit on a periodic basis (such as
every six months)

o Characteristics:
Maturity date
Face value
Fixed or variable interest rate

Equity securities
o Represent equity or ownership in the issuer — stocks

o Deficit unites issue the stocks to surplus money...
...spend more money than they receive from normal operations
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Role of Financial Markets

Debt instruments

o Bonds, mortgages, mortgage-backed securities

Contractual agreement by the borrowers to pay the
holder of the instrument fixed amounts at regular
Intervals until a specific date (maturity day), when a final
payment is made.

o The maturity of a debt instrument is the number of

years until that instrument’s expiration date.

o Debt instrument is
Short — terms or
Long - term



Role of Financial Markets

Equities

Q

Common stocks

Which are claims to share in the net income (income after
expenses and taxes) and the assets of a business.

If you own one share of common stock in a company that has
Issued one million shares, you are entitled to 1 one-millionth of
the firm’s net income and 1 one-millionth of the firm’s assets.

Equities often make periodic payments to their holders
Dividends

They are considered long-term securities because they
have no maturity day.

Owning stocks means that you own a portion of the firm
and thus have the right to vote on issues important to the
firm and elect its directors.



Role of Financial Markets

Advantages and disadvantages
o Debt vs. equities
o Disadvantages of equities
Equity holder is residual claimant
o Advantages of equities

Holders benefit directly from any increases in the
corporation’s profitability or asset value



Type of Financial Markets

Money versus Capital Markets

o o 0O 0O O

Short-Term, < 1 Year
High Quality Issuers
Debt Only

Primary Market Focus

Liquidity Market--Low
Returns

o o o o o

Long-Term, >1Yr

Range of Issuer Quality
Debt and Equity
Secondary Market Focus

Financing Investment--
Higher Returns



Type of Financial Markets

Primary versus Secondary Markets

2 New Issue of Securities o Trading Previously Issued
o Exchange of Funds for Securities

(I owe you) for Lender



Type of Financial Markets

Securities brokers and dealers are crucial to
a well-functioning secondary market

o Brokers

o Dealers



Type of Financial Markets

o Stock Exchange o OTC
o Visible Marketplace o Wired Network of
o Members Trade Dealers
o Securities Listed 2 No Central, Physical
o New York Stock Location
Exchange o All Securities Traded
off the Exchanges

o NASDAQ (2006)
a Forex
o Because over-the-counter dealers are in computer

contact and know the prices set by one another, the
OTC market is very competitive and not very
different from a market with an organized exchange.
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How Financial Markets Facilitate

Corporate Finance

Three segments of finance
o Corporate finance

How much funding to obtain and how to invest a proceeds to
expand their operation

o Investment management
Make a decision about form of financing and investing
0 Debt vs. Equity financing or investing

o Financial markets and institutions

Attract fund from investors and channel the funds to
corporation

Money market — borrow on short term basis
O Support existing operations

Capital market — obtain long term funds

O Support corporate expansion



How Financial Markets Facilitate
Corporate Finance

Exhibit 1.1 How Financial Markets Facilitate Corporate Finance and Investment Management

Corporate
Financing

-
1

Investors Financial $ Invested |

(Rodig | Markets | Corporations NS isti
Financial | and _Securities | 3 i of Existing

| Operations

Institutions) Institutions and Expansion

A Y

Investment Management Corporate Finance (or Financial Management)

Source: Madura, J.: Financial Markets and Institutions, 9th Edition
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Securities Traded in Financial Markets

Return

o Expected return from investment
EX post
Ex ante

o Mean of return

Risk

o Uncertainty surrounding the expected return

o More uncertainty surrounding the expected return more risk
o Standard deviation or variance
a

Coefficient of variation = expected risk (standard deviation)/ expected return
(mean)

Amount of liquidity
Tax status

Normally

o High return with particular preference of low risk and adequate amount of
liquidity
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}‘EB.S% between =1 s.d.){
Oy 3 points o 1000
will fall cutsice the ares

3 stahdard deviations 5.d. = standard deviation
either side of the center line.
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Securities Traded in Financial Markets

Money market securities

o Only debt securities

Capital market securities

o Bonds

o Mortgages and Martgage-Backed securities
o Stocks

Derivative securities

o Speculation

Speculation on movement in value of underlying assets
without having to purchase those assets

Leverage effect
o Hedging
Commodities
Foreign currencies



Money market




for explanation, for similar functions.

"~ 97) Change Country -~ WINso e =® 10:03:48 Treasury & Money Markets: United States
1IFED Fund=(FOMC n2/21 | Us T-Eill EUROFDER Reverze (Bid) Repa (Azk)
BID/ASK il 0,02 0,03 0,02 M 0, 1La00 Do2e000  OfN 0,05 002
LST,/OPEN A 0,03 004 0,03 G 0, 2100 A1 e 007 i, 04
HIGH,/ L O G 0,07 .08 007 | | 1Y 0,3500 05500 | 2 0,07 0,04
1% 0,10 0,11 0,10 1M 0,09 (2,06
Do Jones SEP 500 Future MLZDLD Composite Index CRE Commodity Index
DJIA 16103.30 SPY Future 1836.50 coMP 426341 CRE J01.58
21US Eond= (BET) Comm Paper 900 EURS FUT Fundz Future 31 LIBOR. Fix
To% 0131716 0,318 100-03%  100-03+ 150 o160 | MAR 99,7625 | FEB Q9932 1w 011725
To % 02/15/17 002 99-24+ 99-24%, 300 017 00 JUN 097550 | MAR 99,925 1M 0, 15550
T1% 01531719 1,530  99-27% 00-27+ GO0 0,190 | 5EP 0973000 |APR 99925 | ZM 0,19595
T2% 01531721 2169 Q0-232+ ao-273 qop 0210 | DEC O9UET750 0 | MAY  99.920] | 3M 023485
T2 % 02/15/24 2730 100-0% 100-05+ 1200 0,230  MAR 99,5300 | JUN Qo920 1 amM o 0, 330580
T3 % 02/15/44 2,693 03-23+ 08-24+ 1300 0,300 | JUM 09,4350 | JUL Qo920 1Y 055530
{1 Spot FOREX (FXC) Key Rates Swaps
JPY 102,390 | Prime 3250 13 00,8220 10Y Note Future
ELIR. 1.3765% | BLR 2000 | 5Y 1.6385 | CET 125-21+ 51 30% MBS (BBTH)
aBP 1.6657 FOTR 0,25 2.8310 Commodities GmpA 3 10Z2-07 102-08
ZHF 0,8861  Discount 0,75 3.66500 | MY WTI 10243 +0,23] | GoOLD 3.5 100-13 100-14
CAD 1.1125 GoLD FMMA 3.5 100-23 100-24
[30 Economic Releases (ECO)
Date Time!C A MEvent Period’  Survey Actual Prior|  Rewised|
Mozf2d4 14530 U5 @ Chicago Fed Mat Activity Index Jan -0, 210 016
Pozf2d4 1630 U5 @ Dallas Fed Manf, Activity Feb 3.0 3.8
B2 25 1500 LS € House Price Index Mol Cec 0, 3% 0.1%

MW/ 25 1500 U5 House Price Purchase Index Qoo 40 1.00% 1.96%

Austrolia &1 2 9777 8600 Broazil 5511 3048 4500 Europe 44 20 F330 7500 Germong 49 &9 9204 1210 Hong Kong 232 2977 €000
Jopon 21 3 3201 2200 Singapore &5 &212 1000 5. 1 212 318 2000 Copyright 2014 Bloomberg Finonce L.P.
SH 831451 CET GMT+1:00 H123-3223-3 24-Fek-2014 10:03:48




FDFD 0.07000 - 0.06000 ,0.09000
At 2721 Op 0.07000 Hi 0.25000 Lo 0.02000 Prev 0.07000

97 Change Country ~ WINle=® 10:05:16 Treasury & Money Markets: Germany
11Money Rates Interbank ELRIEOR. Fix EUR LIBOR Fiz Euro Swaps OBL fBLMD =
0/M DEPOD 0000 0fM L 1AE00 1M 02220 1M 019714 (1Y 03790 0,3840) (1Y .11
0/M LEND 0,750 T/M Q13000 2M 02510 1 2M 022786 | 2Y 04510 04510 [2Y 013
1 wieak 0,250 1M 025000 3M 0L2870) 3M 026071 |3y 05990 0.6030 [3Y 023
aM Repo 0,250 13M 0, 23000 GM 0,2840) 6M 0,234143) 4y 08105 0.3110) [4Y 0,43
N Govt Bonds G DLl 9 03640 |1y 0.50880) |5Y Loz90  1.0320| |5Y 0,69
2% 0,129 90 e 2ong) 1y 05470 & 1.2380  1.240%5 [ay 081
By 0.a86( 1Y 0.4 7500 ™ 14340  1.43a5 [7Y 1.04
1oy 1.679 Euro FRA= a 1.al2o  1.6140) (8Y 1.26
a0y 2563 1xd 0, 2520 oy LYFfla 17720 |9y 1.51
Spot FOREX Jxh 02470 1iny lolao  1.9119) (1o 1.68
£/GEP 08263 Ox9 00,2470 Futures e 25286 25300 [20% 2416
£/15D 1.2768) 9x12 [, 2665 [BUMD ELX a0y 25830 2.5860) [30Y 2,56
£/IPY 140,9430) |1x7 0,3610) BUEL EUX EOMNIA 01710

3x9 (1, 3585| BOBL ELX Stoclk: Indices
BuBillz Gxla 0,3700) |SCHATZ EUX DAk Q645,00
1st Q. 0ES 12x18 0,4440) EURIBOR. HOAx, L2346
2nd 0,081 18x24 0,5730) |3+ EUX D FUIT Q645,50

[30 Economic Releases (ECO)
Date Time © A MEvent Period’  Survey Actual Prior| Revised|}
Mozsz4 10000 GE 4IETIFO Business Climate Feb 110.5 111.5 110.6
Poz2s24  1oon GE IFD Current Assessment Feh 112.8 114.4 112.4
Bozfz4 10000 GE IFD Expectations Feb 10s.1 1083 1089
#0225 0800 GE GDP SA Qog 40 F 0.4% - 0.4%

Australiog &1 2 9777 8600 Broazil 5511 3048 4500 Ewrope 44 20 F330 7300 Germony 42 &9 3204 1210 Hong Kong 852 2977 c000
Jopoan 81 3 3201 8900 Singapore £33 6212 1000 .5 1 212 318 2000 Copyright 2014 Bloombery Finonoce L.P.
SH 831451 CET GMT+1:00 H183-3223-3 Z4-Feb-2014 10:05:17




Stocks




Market
182.79

IBH US 4§
i Prev

mf"‘"““\.

IEM LIS Equity
1) Profile
INTL BUSINESS MACHINES CORP

98 Report

F180.02 /185.58F

Vol 5,699,331

2) Issue Info

3) Ratios

Page 174 Description
4} Revenue & EPS
8} IT Services (CCB)

International Business Machines Corporation (IBM) provides computer solutions through the use

of advanced information technology. The Company's

solutions include technologies, systems,

products, services, software, and financing. IBM offers its products through its global sales and
distribution organization, as well as through a variety of third party distributors and resellers.

[BBGID BBGOOOBLNNHG ]
7} Price Chart (GP)

i
I__.l I,".'\l"'. J'\II

|

My,
JJ Ilﬂ .'Lﬂ""llﬁhl Al
i ' L, Y
Lo 0 Woq
(Pl 1|

g
- Pl |
sl !
¥
|
[} | | TP PR
¥ LY ] =y

W ]

#
I

Px/Chg 10 (USD)

52 WkH (03/15/13)
52wkl (02/05/14)
YTD Change/%
Mlt Cap (USD)
Shrs Out/Float
SI,.""% of Float
Days to Cover

182.79/- 8%
215.90
172.19

-4.78/-2.55%
198,483.3M
1,085.9M/1,084.3M
26.6M/2.46%

3.8

&) Earn (ERN) ) Est (EE)

Date 22:30 (C) 04/16/14
P/E 11.17
Est P/E 10.22
T12M EPS 16.36
Est EPS 17.89
Est PEG 1.17

12/14
(UsD)

11} Dividend (DVD)
Ind Gross Yield
5Y Net Growth
Cash 02/06/14

2.08%
13.7%
0.95

12} Corporate Info

13) www.ibm.com
Armonk, NY, United States
Empls 430,000 (09/30/13)

14} Management (MGMT)

15} Virginia M Rometty "Ginni"
Chairman/President/CED
16) Jeanette Horan
Chief Information Officer
17) Mark N Wegman
Chief Scientist:Software Tech
18) 12M Total Ret (TRA) -7.23%
Beta vs SPX 0.97

0} Depositary Receipts

Active Receipts 6

Fustralia &1 2 9777 8600 Brozil 33511 3043 4300 Europe 44 20 7330 7300 Germany 43 &3 3204 1210 Hong kKong 832 2577 <000

Jopon 81 3 3201 8500

Singapore &5 6212 1000

5. 1 212 218 2000

Copyright 2014 Bloomberg Finonce L.P.

SH 831461l CET  GMT+1:00 H1S83Z-3223-3 24-Feb—2014 10:34:43




IBM US $ Market P e F180.02 /185.58F
o Prev 182.79 Vol 5,699,331
IEIM S Equity "~ 98 Report ) Feedback Page 2/4 Description
1) Profile 2) Issue Info 3) Ratios 4) Revenue & EPS

6} Public Offerings (CACS) 8} Institutional Holdings (OWN)

Follow-on Offering 12/01/68, Common Stock IP0 11/11/15 || # of Inst. Owners 2,645

Shares Off/Split Adj 50.00k/800.00k Shares Owned 710.82M

Share Price/Split Adj $ 328.50/20.53 Shares Out/Float 65.5%/65.6%

Lead Manager Merrill Lynch & Co # of Buyers/Sellers 812/1.143k

Shares Sold 16.58M

5} Tssue Information (RELS) 0] Eqty Weights(WGT) 11} Insider Holdings (OWN)

Sec Type Common Stock SPX N.A.|| % Held by Insiders 0.14%

Pri Exch New York PAR.  USD 0.2/ INDU 7.290%|| Net chanae last 6M -32.83%

Pri MIC  XNYS RIY N.A. '12) Top Holders (HDS)

Incorp UNITED STATES (NY) RAY N.A. as of 2/23/2014

SIC Code 7389 (BUSINESS SVC) SSINFT N.A.|| BERKSHIRE HATHAWAY I 6.27%

BEGID BEGOOOBLNNHG OEX N.A.|| STATE STREET CORP 5.46%

ISIN Us4592001014 RLG N.A.|| VANGUARD GROUP INC 5.11%

CUSIP 459200101 SPR N.A.|| BLACKROCK 4.97%

SEDOLYT 2005973 US NAICS 541512 ||EWORLD 0.398%|| STATE FARM MUTUAL AU 1.53%

Common 009703799 WPK # 851399 ||5VX N.A.|| NORTHERN TRUST CORPO 1.40%
Sicovam 012964 |37 OMON BANK OF NEW YORK MEL 1.29%

Opt/LEAPs/Marginable

Australio &1 2 9777 8600 Brozil 5511 3048 4500 Ewrope 44 20 F330 A300 Germonyg 42 69 3204 1210 Hong Kong 852 2977 &000
Jopoan 21 3 3201 2200 Singopore &3 6212 1000 .5, 1 212 318 2000 Copyright 2014 Bloombkery Finonoce L.P.
SH 831451 CET  GMT+1:00 Hig83-3223-3 Z4-Feb-Z2014 10:35:02




IBM US % Marlket o P180.02 /185.58P

o Prev 182.79 Vol 5,699,331
EINESTT %0 Report Page 3/4 Description

1) Profile 2) Issue Info 3) Ratios 4) Revenue & EPS

Fiscal Year End 12/2013 7} Income Statements (FA I5)
# Last Quarter End 12/13 04 §) Balance Sheet (FA BS)
~ Current/T12 (USD) %) Cash Flow (FA CF)
Tssue Data I~ 'Per Share Data I~ [Cash Flow Analysis |
~ Last Px UsD/182.79 P/CF 11.4
~ P/E 11.2(| ~ EPS T12M 16,36 Curr P/FCF 14.4
~ Dvd Ind Yld 2.1% ~ DPS 3.70 | CF/NI 1.1
# P/B 8.71|  # Bl Val Per Sh 20.99|| Dvd P/D 24.6%
~ P/S 2.0/ |Rev/Bas Sh 81.14(| Cash Gen/Cash Reqd 2.2
~ Curr EV/T12M EBITD 9.0/ CPS 15.98/ | Csh Dvd Cowv 4.1
~ Mlt Cap 198,483.3M|  # Curr Shares Out 1.1B| | CFO/Sales 17.5%
« Curr EY 227,272.3M| | FCF/Basic Sh 12.53 Eff IR 1.1%
‘Growth Potential I~ Profitability I~ IStructure |
Dil EPS Frm Cont Op 1 6.8% | EBITDA 25.1B|  Curr Ratio 1.3
Capital - 1 Year Grow 19.9%| EBIT 18.8B|| Quick Ratio 1.0
BVS - 1 ¥r Growth 24.4% | OPM 18.8%| | Debt/Assets 31.5%
R & D to Sales 6.2% | Pretax Mran 19.6%| | Debt/Com Eq 174.3%
Retention Ratio 75.4% |RODA 13.45%| | A/R Trnowvr 34
Rev - 1Yr Gr -4.6% ROE 79.2%| | Inv Turnover 22.3
Empl 1Y Gr N.A.| | ROC 29.3%| | GM 48.6%

Assets - 1 Year Growt 5.9% | Asset Turnover 0.8/ EEBIT/Tot Int Exp 46.7

Australia 61 2 9777 8600 Brazil 5511 3048 43500 Europe 44 20 A330 7300 Germanyg 49 62 5204 1210 Hong Kong 852 25977 000

Jopoan 81 3 3201 8900 Singapore £33 6212 1000 .5 1 212 318 2000 Copyright 2014 Bloombery Finonoce L.P.
SH 831461 CET GMT+1:00 HI83-3223-3 24-Feb-2014 10:35:01




Bond




IEM 7% 12/01/94 Corp Fage 1/11  Description: Bond
04 Notes [ W TR TN T T Sattings
21) Bond Description 11 Issuer Description
Pages Issuer Information Identifiers
l|Band Infa Name  IBM CORP ID Number  DD1089174
) Addtl Info Tndustry Software & Services CUSIP 459200AP6

3 t - ;
4; GE.:?; s:.;. rss Security Information ISIN US459200AP64

t)Bond Ratings Mkt of Issue US Domestic Bond Ratings
6] Identifiers Country Us Currency  USD Moody's LEE:
1]Exchanges Rank Sr Unsecured Series S&P AA-
Ei i:‘; Sp aé?;iic . |Coupon 7.125 Type Fixed Fitch A+

’ Cpn Freg S/A Composite A+

1) Schedules ~ , :
11) Coupans Day Cnt 30/360 Iss Price  98.68700 |Issuance & Trading

Quick Links Maturity 12/01/2096 Amt Issued/Outstanding
L) ALLQ Pricing MAKE WHOLE @15 until 12/01/96/BULLET UsD 850,000.00 (M) /
B)QRD Quote Reca | 1¢q e Spread 80.00bp vs T 6 % 08/15/26 UsD 316,390.00 (M)

jﬂ o E;":gegggfutn Calc Type  (1)STREET CONVENTION Min Piece/Increment

%ICF  Prospectus | Announcement Date 12/03/1996 1,000.00 / 1,000.00
FICN  Sec Mews | 1st Coupon Date 06/01/1997 Par Amount 1,000.00
B/ HOS Holders Exchange Notice Date 05/21/2012 Book Runner CAL

BWPR Underly Inf | £y change Expiration Date 06/18/2012 Reporting

FIMAL MTY: 12/1/2096, CALL @ »PAR OR MAKE WHOLE +15BP. SHORT 15T CPN,
) Send Bond

Fustraliog &1 2 3777 8600 Brazil 3511 3048 4500 EBurope 44 20 F330 7500 Germony 49 6% 9204 1210 Hong Kong 852 2577 e000
Jopoan 81 3 2201 2300 Singopore &5 5212 1000 u.s. 1 212 312 2000 Copyright 2014 Bloomberg Finognoe L.F.
SH 231451 CET  GMTH1:00 H1232-3223-2 24-Feb-2014 10:10:40




IBM 7 % 12/01/96 Corp Page 3/11  Description: Bond
04 Notes ™M  METNCTVEE WTWOSTEES NESHRgET

21) Bond Description 27 Issuer Description

Pages 'Covenants
11Bond Info 51) B Negative Pledge
2) addtl Info Change of Control
N Covenants ~
B — Fundamental Change
tBand Ratings %) B Limit of Indebtedness
6] Identifiers Cross Default
11 Exchanges MNegative Covenant

8 Imv Parties o) B T E A
. Certain Sales of Assets
9 Fees, Restrict 19

19 Schedules Restriction on Actiwities

1) Coupans Debt Service Coverage Ratio
Quick Links Free Cash Flow To Debt Service Ratio
) ALLG Pricing Restrictive Covenant
B QRD Quote Reca | o B Merger Restrictions
HITDH Trade Hist 55 B Limitation on Sale-and-Leaseback
I CAC Corp Action o = . '
¥ICF  Prospectus Limitation on Subsidiary Debt No
FICN  Sec Mews Restricted Payments No
B HDS Haolders Ratings Trigger No
F)VPR Underly Inf Collective Action Clause No
Material Adverse Change Clause No

64 Send Bond .
Force Majeure No
Australic &1 2 9777 8600 Brozil 5511 3048 4500 Europe 44 20 7330 7300 Germony 49 &3 9204 1210 Hong Kong 852 25977 4000
Jopon 81 3 3201 8900 Singopore &3 86212 1000 .5 1 212 318 zooo Copyright 2014 Bloomberg Fingnce L.P.
SH 831451 CET GMT+1:00 H183-3223-3 24-Feb-2014 10:11:22




IBM 7 % 12/01/96 Corp Page 5711 Description: Bend
04 Notes B e L paeon DL

21 Bond Desc:ripﬁn 23 Issuer Description
_Eﬂnd Ratings

1)Bond Info Agency/Type 'Bond Ratings Effective Date
21 Addtl Info ;gll-“-ﬁf.;yp §

3 Covenants .

L =Bond Rating

L Bond Ratings

6) Identifiers STANDARD & POOR'S 1]
7] Exchanges eBond Rating

B Imv Parties

¥ Fees, Restrict
10) Schedules

FITCH

11] Coupons sBond Rating

Quick Links Recovery Rating 05/30/2007
BIALLYPricing
%) QRD Quote Reca | g OOMBERG COMPOSITE

MW TOH Trade Hist
I CAC Corp Action
BICF  Prospectus
FICN  Sec Mews Egan-Jones Ratings Company

#)HDS Holders Bond Rating 10/17/2013
PWPR Underly Inf

Bond Composite 05/30/2012

DUFF & PHELPS

66) Send Bond .
] =Bond Rating

Austrolio &1 2 3777 2600 Brazil 5511 3042 4300 Europe 44 20 7330 7300 Germany 49 &% 2204 1210 Hong Kong 252 2577 &000
Jopon 81 3 3201 2900 Singopore &3 6212 1000 s, 1 212 318 2000 Copyright 2014 Bloomberg Finonce L.FP.
SM 831461 CET GMT+1:00 H183-3223-3 24-Feb-2014 10:13:37




IBM 7 % 12/01,/96 Corp Page 7711 Description: Bond
04 Notes B TN T WS T T Satnge .

21) Bond Description 11 Issuer Description
Pages Exchanges, Issuance & Trading Information
[]Bond Info Clearing House Exchange MIC Code Mkt Segment
JAEEEL s TRACE ELIGIBLE FRANKFURT XFRA

3 Covenants . S
T NEW YORK XNYS

L Bond Ratings
6] Identifiers
1 Exchanges
8 Inmv Parties
% Fees, Restrict
W) Schedules
11) Coupons

Quick Links=
PIALLY Pricing
BIQRD Quote Reca
H)TOH Trade Hist
B’ CAC Corp Action
BICF  Prospectus
FICN  Sec Mews
BIHDS Holders
PNVPR Underly Inf

o) Send Bond

Australia &1 2 9777 2600 Brazil 5511 2042 4500 BEurope 44 20 7220 7300 Germong 49 &9 9204 1210 Hong Kong 832 25977 &000
Jopon 21 3 3201 29200 Singopore &3 6212 1000 .5, 1 212 318 2000 Copyright 2014 Bloomkery Finance L.P.
EM 231461 CET  GMT+1:00 Higz-3223-3 24-Fekb-2014 10:14:17
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XAl T 1333.29 +9. 04 i BGN 1333.13 /1333.45 EGN
At 11'3? 0 |' 1324 .28 Hi 1334.65 |_ 1318.91 Close 1324.25 Value 02/26/14
05 Save As 90 Actions - 9 Edit - 98 Table Line Chart
] - (14flast Price |«0BGN  Qline | EESTVISLTOTETC RN RS .ﬂ.vgs [ | | JHoLowerChart |<JUSD ||

YT 1Y Max Daily ¥ & Securtty,Study ™ Event 3

Hi

Australia 61 2 9777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germong 49 62 5204 1210 Hong Kong 852 25977 o000
Jopoan 21 3 3201 8200 Singopore &5 6212 1000 0.5, 1 212 318 2000 Copyright 2014 Bloomberyg Finonce L.FP.
SHo8314el CET  GMT+1:00 HiIS23-3223-3 24-Fek-z2014 11:37:2F




XAL 1333.20 8. e BGN 1333.03 /1333.36 EBGN
At 11:36  Op 1324 28 Hi 1334.65 Lo 1318.91 Close 1324 25 Value 02/26/14
v 95 Save As 9 Actions - i Edit - 98 Table Line Chart
: 2 JECH  fline | EESWINIITETCRE TN | | WMo Lower Chart |2 JUSD |

Max | Daily W &F  Security/Study ™ Event i3

Australia &1 2 9777 2600 Braoazil 5511 32042 4500 Europe 44 20 7220 7300 Germonyg 49 &9 9204 1210 Hong Kong 832 25977 <000
Jopon 21 3 3201 29200 Singopore &3 6212 1000 .5, 1 212 318 2000 Copyright 2014 Bloomkery Finoance L.FP.
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BOXPEBEBS 138.08 As 0Of 02/21/14 USD/cwt
USDA Boxed Pork Belly Cut 200 Lbs Spot Price
EOXPEESS Index 1 News Index Description
USDA Boxed Pork Belly Cut 200 Lbs Spot Price
'} Notes
There has been a transition from voluntary reporting to mandatory. The numbers will reflect the
new data as of April 11, 2013 {http.//www.ams.usda.gov/mnreports/lm_pk602.txt} +As of Jan.
3, 2006, the yield calculations are based on a 200-1b carcass Commodity: Pork Cut, Belly ...
Details 9 Price Chart (GP)
Ticker BOXPBESS Index
Quote Type Price
Unit USD/ cwt
Currency US DOLLAR
Country UNITED STATES
BEGID BEGOOZ25GLS04
Price Frequency Daily
Last Update 02/21/14
Update Status Latest data available from the source
Start Date 01/05/98

Current Source 1) United States Department of Ag
History Close
End Of Weel Friday

3 iy My

Australia &1 2 9777 8600 Brozil 5511 3048 4500 Euwrope 44 20 7330 7300 Germoany 49 69 5;2;04 1210 Hong Kong 852 2977 £000
Jopoan 21 3 3201 2200 Singopore &3 6212 1000 .5, 1 212 318 2000 Copyright 2014 Bloomkery Fingnoce L.P.
SH 831451 CET  GMT+1:00 HiSS8-361z2-0 253-Feb-Z2014 10:18:355




BOXPBESS 138.08 As 0f 02/21/14  USD/cwt
USDH Boxed Pork Belly Cut 200 Lbs Spot Price
’95} SEWE As 9 Actions - i) Edit ~ 9§ Table Line Chart
Mid Line |+ INMIINETCR IV | | Mo Lower Chart |2 JUSD |af

1¥ | 5¥ | Max Daily ¥ & Securthy/Study ™ Event i3

i
ujj! J| |1

M ) o 5 M

Austrolio 61 2 9777 B600 Brozil 5511 3048 43500 Euwrope 44 20 72320 7300 Germany 49 &3 3204 1210 Hong Kong 252 2577 <000
Jopon 81 2 3201 2900 Singapore &5 6212 1000 .5, 1 212 218 2000 Copyright 2014 Bloomberg Finonce L.P.
SH 831451 CET GMT+1:00 HIFE-32612-0 25-Feb-2014 10:22:33




Valuation of Securities in Financial
Markets

Each type of security generates a unique
stream of expected cash flows to investors

o Capital gain, income
Each security has a unique level of

uncertainty surrounding the expected cash
flows

Valuation of securities = present value (PV)
of its expected cash flows

o Discounted at a rate that reflects the uncertainity



‘ Impact of Information on Valuations

Exhibit 1.2 Use of Information to Make Investment Decisions

Information on
Economic Conditions

Assessment Valuation | Decide
of Firm’s ’ of . Whether to

Information on Expected Security | Takea

Industry Conditions |- eash | Related to Position in
; Flows ‘ Firm Security

| Firm-Specific Information
|+ Information Provided by
T
* Information Provided by
Other Sources

Source: Madura, J.: Financial Markets and Institutions, 9th Edition



Financial Market Regulation

Many regulations were enacted in response to
fraudulent practices before the Great Depression

Asymmetric Information
o Adverse Selection
o Morale Hazard

In financial markets, one party often does not know
enough about the other party to make accurate

decision

Lack of information creates problems in the financial system
on two fronts:
0 Before and after transaction



Financial Market Regulation

Adverse selection

o The problem created by asymmetric information before the
transaction occurred.

o This occurs when the potential borrowers who are the most
likely to produce undesirable (adverse) outcome — the bad
credit risk — are the ones who most actively seek out a loan
and are thus more likely to be selected.

o Because adverse selection makes it more likely that loans
might be made to bad credit risks, lenders may decide not
to make any loans even though there are good credit risks
In the market place.



Financial Market Regulation

Moral hazard

o It is the problem created by asymmetric information after
the transaction occurred.

o Moral hazard in financial markets is the risk (hazard) that
the borrower might engage in activities that are undesirable
(immoral) from the lender’s point of view, because they
make it less likely that the loan will be paid back.

o Because moral hazard lowers the probability that the loan
will be repaid, lenders may decide that they would rather
not make a loan.

Moral hazard leads to conflicts of interest



Financial Market Regulation

= Six types of regulations.

1. Restriction on entry

2. Disclosure

3. Restriction on Assets and Activities
4. Deposit insurance

5. Limits on Competition

6. Restriction on Interest Rate

Isclosure
Incorrect information - poor investment decision
= Attempt to ensure that businesses disclosure accurate information
o Disclosure information is available only a small set of investors that have major
advantage
=  Goal to provide all investors with aqual access to information
= Regulatory Response to Financial Scandals
o 2001 - 2002
o Sarbanes-Oxley Act

o The limited financial disclosure by firms is a major reason why there is much
uncertainty surrounding their valuations

(I B ™ S W W Wi W




Global Financial Markets

Improve of international transfer of funds between
surplus and deficit units

Some countries have had financial market form a
long time but there are also new market of transitive
economies — emerging markets

Slow develop of financial markets in developing
countries

o Lack of information

o Low confidence in markets

o Rare of prosecution

o Low efficiency of fund channeling



Perfect market E. Fama 1970’s

Characteristic of perfect markets

o All information about any securities are available
o You can buy any size of security

o No existence of transactional costs

o — financial intermediaries are not necessary

Markets are imperfect
o Information are not perfectly and freely available

o Surplus unit are not able to identify
creditworthiness of borrowers

o Individual contracts are expensive



INDIRECT FINANCE
FUNDS Financial
Intermediaries
m
o
4
o
w
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Role of Financial Institutions

Financial institutions
o Depositary Institutions
o Non-depository Financial Institutions



Why are financial intermediaries and
indirect finance so important?

Transaction Costs

o Transaction costs, the time and money spent in carrying
out financial transactions, are a major problem for people
who have excess funds to lend.

o Financial intermediaries can substantially reduce
transaction costs because they have developed expertise
In lowering them, and because their large size allow them
to take advantage of economies of scale.

o For example

A bank knows how to find a good lawyer to produce loan
contract, and this contract can be used over and over again in
this loan transactions, thus lowering the legal cost per
transaction.



Why are financial intermediaries and
indirect finance so important?

Risk Sharing

o Another benefit made possible by the low transaction costs
of financial institutions is that they can help reduce the
exposure of investors risk.

o Financial intermediaries do this through the process known
as risk sharing.

o They create and sell assets with risk characteristics that
people are comfortable with. The intermediaries then use
the funds they acquire by selling these assets to purchase
other assets that may have far more risk.

o Asset transformation



Depository Insitutions

Accept deposit — provide credit — purchase
securities

Offer deposit account

Repackage funds to provide loans
Accept risk

Expertise available
Diversification



Types of Depository Financial Institutions

Savings Credit Unions
Institutions $.5 Trillion
$1.3 Trillion Total Assets

Commercial
Total Assets

Banks
$5 Trillion
Total Assets




Types of Nondepository Financial Institutions

Financial Mutual Securities
Companies Funds Firms

Insurance Pension
Companies Funds




Nondepository Financial Institutions

—~ocused on capital market
_onger-term, higher risk intermediation
_ess focus on liquidity

_ess reqgulation

Greater focus on equity investments




Comparison of Role among Financial
Institutions

Exhibit 1.3 Comparison of Roles among Financial Institutions

Depository Institutions
(Commercial Banks,
Savings Institutions,

Credit Unions)

Deposits

Securities Companies

Deficit Units
, Mutual Funds (Firms, Government
Shares §  Agencies, Some
Individuals)

Purchase

_ Premiums Insurance
Policyholders ] Companies

Employers Employee -
and : : Pension Funds

Employees Contributions

——Source: Madura, J.: Financial Markets and Institutions, 9th Edition




‘ Summary of Institutional Sources and

Uses of Funds

Exhibit 1.5 Summary of Institutional Sources and Uses of Funds

FINANCIAL INSTITUTIONS

MAIN SOURCES OF FUNDS

MAIN USES OF FUNDS

Commercial banks

Deposits from households, businesses,
and g()vernment agencies

Purchases of government and corporate
securities; loans to businesses and
households

Savings institutions

Deposits from households, businesses,
and government agencies

Purchases of government and corporate
securities; mortgages and other loans to

households; some loans to businesses

Credit unions

Deposits from credit union members

Loans to credit union members

Finance companies

Securities sold to households and
businesses

Loans to households and businesses

Mutual funds

Shares sold to households, businesses,
and government agenaes

Money market funds

Shares sold to households, businesses,
and government agencies

corporate securifies

Purchases of long-term government and

Purchases of short-term government and
corporate securities

Insurance companies

Insurance premiums and earnings from
investments

Purchases of long-term government and
corporate securities

Pension funds

Employer/employee contributions

Purchases of long-term government and
corporate securities

= Source: Madura, J.: Financial Markets and Institutions, 9th Edition




Consolidation of Financial Institutions

Rapid growth of mutual funds and pension
funds

Increased consolidation of financial
Institutions via mergers

Increased competition between financial
Institutions

Growth of financial conglomerates



Typical Structure of a Financial
Conglomerate

Exhibit 1.6 Organizational Structure of a Financial Conglomerate

Holding Company of a Financial Conglomerate

Thrift Consumer Mutual Securities Insurance
Operations Finance | Fund i Operations Operations
* Mortgages (| Operations |§ Operations | . prokerage @ * Insurance

* Consumer |+ Stock Funds |l * Investment @ for
Loans 8 * Bond Funds | Banking 8 Individuals
e Small * Money | = sl * Insurance
Business Market ‘ for Firms
Loans Funds -

Commercial
Bank
Operations

e Commercial §
Loans

e Other

Corporate

Services




