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our new Euro-BuxP Futures combine the benefits of an exchange contract with a cost-efficient way to profit from the lon-
gest maturity segment. Invest in the only 30 year government bonds futures in Europe to also offset long-term interest rate
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Dear Members and Friends of SFOA!

26 times we have visited BYrgenstock for our conference B an impressive string that
has come to a halt, at least temporarily (reconstruction is planned to take at least two
years). This last one was blessed with good weather, interesAting topics on panels and
strong attendance which made for a fitting finale. The social events were entertain-
ing and not only a good place to discuss the panels, issues surrounding our industry
and the world in general but also to meet old and make new friends. The James Bond
action on Friday night will be remembered P be it for the pretty girls or the stunts by
JB himself respectively the bad guys chasing him! Thank you Detica for a fun
evening! A review of the meeting can be found in this issue along with some pictures
from the event.

Next years conference will be held at the Montreux Palace, a great place right on the
shores of Lake Geneva. It will obviously be different D the serenity of BYrgenstock
will be gone (as will the cowbells E) but Montreux offers a beauty all of its own E

| suggest you mark your calendars so as not to miss this conference. It will take place
from September 5 to 9, 2007.

Alternative Energies are very popular these days B everybody wants them (and we
need them E) B the users as well as the investors. But will that be enough, solve the
problems or create new ones? You will find some interesting contributions in this
issue. Structured Products are extremely popular here in Switzerland as well as in
Germany and are starting to conquer the rest of the world. | hope you will find the
Derivative Map in this issue enlightening and interesting.

It is that time again B another year is winding down. A most interesting year with
great markets for all products, including exchanges! The landscape is changing
rapidly and 2007 shapes up as another challenging and fascinating year for our
industry. This is the last issue this year. My thanks go to our loyal readers as well
as to our advertisers, without whom the publishing of this magazine would not be
possible!

I hope this year was good to you and your family, friends and business and wish you
all the best for the new year B may it bring you lots of joy, happiness, success and
above all good health!

Sincerely,

Paul Meier
Chairman, SFOA
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Biodiesel

2020:

The emerging markets

Contrary to some European countries, the U.S. is still a nascent market when it comes to biodiesel. In line with

China, India and Brazil, all economic heavyweights have ambitious plans to increase national supply of biodiesel

and the fraction of biodiesel in the total fuel market, in an attempt to mitigate the dependency on oil supplies.

The global population is expected to
grow from 6 billion in 2006 to over 8 bil-
lion by the year 2020. In the same peri-
od, the global energy market is expected
to grow, on average, at about 1.5%,
ranging from 1.3% to 1.7% depending
on which energy expert, government
forecast, or think tank report you read.
The U.S. energy market is expected to
grow at 1.7% per year to 2020, its
European counterpart at 1.3% per year,
China at approximately 4%
a year (ranging from esti-
mates of 3.8% to 8% per
year to 2020), India at 3%
and Brazil at approximately
3% to 4% per year.

Currently Europe is the
biggest biodiesel market in
the world, accounting for
over 90% of all biodiesel
consumed and produced,
according to the European
Biodiesel Board. The U.S. biodiesel mar-
ket is already working hard and fast at
changing this number. In 2005, Europe
consumed over 900 million gallons (3.4
billion liters) of biodiesel. In the same
year, the U.S. consumed 75 million gal-
lons (284 million liters) of biodiesel. For
Europe, 900 million gallons represent
2% of all on-road transportation. In the
U.S., 75 million gallons represents about
0.5% of all diesel consumed on-road.

While the U.S. market for biodiesel
has enormous potential, it is still a na-
scent market. It represents less than
1 percent of the total U.S. supply of
diesel fuel. Although biodiesel has not
yet made a major impact on the U.S.0
diesel fuel sector, changes are afoot in the
industry. In the last three years, the U.S.
market has become an OEmerging
MarketO for biodiesel. The story of this
meteoric rise in market growth speaks
volumes to the major strides in the
production and distribution of biodiesel
in recent years. How has this happened?
In 2004, 70 million gallons of biodiesel

were produced in the U.S. In 2005, this
amount grew over threefold to 240 mil-
lion gallons of biodiesel produced in the
U.S. By the end of 2006, this figure is
expected to grow fourfold to reach over
one billion gallons of biodiesel produced
per year.

In Europe and in the U.S., the markets
have a ways to grow to reach their tar-

market economics. Using current con-
sumption figures, EuropeOs 5.75% target
by 2010 equals approximately three bil-
lion gallons, and 20% is approximately
20 billion gallons.

In the U.S market, biodiesel and
ethanol are mandated under the U.S.
Renewable Energy Standard. In the U.S.
market, only 3% of all cars on the road

gets aimed at replacing some percentage run on diesel, compared to over 80% of

of imported petroleum fuels with bio-

OThe aim of biodiesel
and ethanol is to reduce
Import dependency on
petroleum products.O

fuels. EuropeOs first target, 2% by 2005,

was reached by the end of 2005.

all commercial trucks and major bus
networks in municipal areas.
Ethanol in the U.S. is
expected to address the other
97% of the U.S. consumer
automotive market. Cur-
rently, biodieselOs first task in
the U.S. is to replace fuels
used in school buses, metro
buses, 18 wheelers, and large
commercial vehicles. There is
a relatively small U.S. market
for diesel in passenger cars
compared to Europe, where over 50% of
all cars run on diesel, as well as China,

EuropeOs next targets, 5.75% by 2010 India and Brazil where diesel is the dom-

and 20% by 2020 may or may not be

inant on-road fuel for passenger cars.

achievable depending on feedstock avail- The U.S. market share of diesel cars is

ability, government commitment, and

expected to grow from 3% in 2005 to

Source: OBiodiesel 2020: A Global Market SurveyO
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OBY the year 2020, use of biodiesel
and ethanol technologies combined
could replace 20% or more of

transportation fuel needs in key

economies.O

Source: OBiodiesel 2020: A Global Market SurveyO

11% by the year 2010. Until then, there
is a very large market for commercial
vehicles, trucks and buses in the U.S. to
be addressed by biodiesel.

In some of the Oemerging marketsO in
the developing world, the potential for
biodiesel growth in China, India and
Brazil is enormous. In the investment
community, these have long been known
as the OBig Emerging MarketsO repre-
senting over 50% of the worldOs popula-
tion. These three countries also repre-
sent some of the fast-growing middle-
class populations and regional
economies in the world. In addition,
over the last five years, these three coun-
tries represent three fourths of the
largest growing Oforeign® market seg-
ment outside the U.S. known as OBRICO
b Brazil, Russia, India and China. The
BIC portion of BRIC is the ripest climate
for Biodiesel growth outside the U.S. In
each of the BIC countries, massive gov-

Brazil, China and India are just get-
ting started with their biodiesel develop-
ment plans. Their markets are in their
infancy and are just starting to grow. In
each of these countries, there is not yet
any large-scale biodiesel production, but
there are large-scale plans underway by
the governments to use biodiesel in a big
way. Each of these countries has estab-
lished a ONational Biodiesel PlanO with
mandates and targets aimed at reducing
import dependency on petroleum prod-
ucts with biodiesel and ethanol. These
plans are designed to replace fuels that
release carbon-emissions such as diese
fuel and gasoline used by consumers and
commercial vehicles. In every case, for
India, Brazil and China, the targets and
programs are ambitious but achievable,
given the right variables and levels of
commitment.

What will the Biodiesel Market

ernment measures are being enacted to look like in the year 20207

institute biodiesel as a part of the coun-
tryOs long-term energy infrastructure and
as a supplement to the increasingly risky
supply of oil from antagonistic regimes

and OPEC cartel members from the
Middle East, Africa, Venezuela, and

Russia.

Based on the findings of our report,
Biodiesel 2020, it is clear that the period
of 2010 to 2015 will experience signifi-
cant growth in the U.S., Europe, China
and Brazil. Another key observation:
most of the biofuels targeted by the U.S.,
Brazil and India are for blending purpos-
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es and not strictly for B100 use. It seems U.S., Brazil, China and India reach their By the year 2020, use of biodiesel and
unlikely that most of the world will use  first or second targets, and replace ethanol technologies combined could
B100 as a first choice for biodiesel fuel between 5% and 10% of automotive potentially replace 20% or more of

for autos. Instead, most nations are now fuels on the road with biofuels, the need transportation fuel needs in Europe,

following the Oblending®
model used by the U.S. and
France for B2, B5 and B20.
Brazil, China and India are
also following this route for-

ward and are starting their
National Biodiesel Plans
with blending targets first.

By the year 2015, as ener-
gy demands for soybean,
canola and Jatropha oil sur-
pass the available land to

OMost experts and fore-
casters agree biofuels will
play one part in a bigger
picture of multiple alter-

native fuels.O

China, India, Brazil and the
U.S. Most experts and fore-
casters agree biodiesel and
biofuels will play one part in
a bigger picture of multiple
alternative fuels, including
future fuels from coal-to-gas
technology, hydrogen fuel
technology, and hybrid-elec-
tric technologies. For the
next ten years, the use of soy
oil in the U.S., canola oil in

plant these energy-rich crops, alternative for alternative biodiesel feedstocks will Europe and palm oil in China as primary
feedstocks such as palm oil and algae- emerge. It is likely that algae-based feedstocks are likely to remain the
based biodiesel will help to meet these biodiesel and other new feedstocks will fastest-growing automotive fuel seg-
growing demands. The U.S. National help to meet future biodiesel growth needs ments in each country®s emerging
Renewable Energy Lab forecasts that at significantly lower production costs. biodiesel markets.

soybean and canola based biodiesel will
only be able to supply 10% of the total
market for energy needs in the U.S.
However, new feedstocks such as algae-
based biodiesel will go into mass produc-
tion in the U.S. and are estimated to have
the potential to provide 30% or more of
all transportation-based energy needs

William Thurmond is Director Management Consulting

Services for Emerging Markets Online and author of

OBiodiesel 2020: A Global Market SurveyO. Mr.

Thurmond is a candidate PhD in Alternative Futures at

the University of Hawaii and holds a M.S. in Studies of

The Future from the University of Houston and a B.S. in

from biodiesel by the year 2020. International Economics. Mr. Thurmond is a member of
One of the most promising alternative the United States Association for Energy Economics, a

biodiesel feedstocks is algae. Algae-based member of the Association of Professional Futurists, and has received Forbes

biodiesel has the opportunity to produce MagazineOs OBest of The WebO award seven years in a row.

more than 10 times the amount of oil per

acre than soybeans or canola can pro- Contact: willthurmond@gmail.com. / www.emerging-markets.com

duce. By the year 2020, if Europe, the
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The Chicago Board of Trade is proud to bring its unparalleled integrity and rich Soybean Complex
history of more than 157 years to the ethanol industry. Representing the first
pricing benchmark for domestically produced ethanol, CBOT Ethanol Futures Wheat
provide transparency, price discovery, and an effective risk management tool. Corn
CBOT Ethanol Futures ... providing new fields of opportunity. Rice
To learn how ethanol producers, blenders, and traders everywhere are using this Oat
ats
effective new hedging tool, visit our website at  www.cbot.com/ethanol  or call
312-341-7955 and ask to speak to an ethanol product manager. Ethanol

To View Our FREE Live Books Visit: www.cbot.com/agricultural

The information herein is taken from sources believed to be reliable. However, it is intended
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of Trade as to accuracy, completeness, nor any trading result, and does not constitute trading
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Supermarkets and service
stations now competing for grain

Cars, not people, will claim most of the increase in world grain consumption this year. The U.S. Department of

Agriculture projects that world grain use will grow by 20 million tons in 2006. Of this, 14 million tons will be

used to produce fuel for cars in the United States, leaving only 6 million tons to satisfy the worldOs growing

food needs, says Lester R. Brown.

Corn for cars

In agricultural terms, the world appetite

for automotive fuel is insatiable. The
grain required to fill a 25-gallon (95

liters) SUV gas tank with ethanol will

feed one person for a year. The grain it
takes to fill the tank every two weeks
over a year will feed 26 people.

Investors are jumping on the highly
profitable biofuel-bandwagon so fast
that hardly a day goes by without anoth-
er ethanol distillery or biodiesel refinery
being announced somewhere in the
world. The amount of corn used in U.S.
ethanol distilleries has tripled in five
years, jumping from 18 million tons in
2001 to an estimated 55 million tons
from the 2006 crop.

In some U.S. Corn Belt
states, ethanol distilleries are
taking over the corn supply.
In lowa, a staggering 55
ethanol plants are operating
or have been proposed. lowa
State University economist
Bob Wisner observes that if
all these plants are built, they
would use virtually all the corn grown in
lowa. In South Dakota, a top-ten corn-
growing state, ethanol distilleries are
already claiming over half of the corn
harvest.

With so many distilleries being built,
livestock and poultry producers fear
there may not be enough corn to produce
meat, milk, and eggs. And since the
United States supplies 70 percent of
world corn exports, corn-importing
countries are worried about their supply.

Food and energy economies

are converging

Since almost everything we eat can be
converted into fuel for automobiles,

including wheat, corn, rice, soybeans,
and sugarcane, the line between the food
and energy economies is disappearing.
Historically, food processors and live-

stock producers that converted these

farm commodities into products for

supermarket shelves were the only buy-
ers. Now there is another group, those
buying for the ethanol distilleries and

biodiesel refineries that supply service
stations.

As the price of oil climbs, it becomes
increasingly profitable to convert farm
commodities into automotive fuel, either
ethanol or biodiesel. In effect, the price
of oil becomes the support price for food
commodities. Whenever the food value
of a commodity drops below its fuel
value, the market will convert it into
fuel.

Crop-based fuel production is now
concentrated in Brazil, the United States,

OAImost everything
we eat can be converted
into fuel for automobiles.O

duced from vegetable oil, mostly in

Germany and France, and 718 million

gallons were ethanol, most of it distilled

from grain in France, Spain, and

Germany. Margarine manufacturers,

struggling to compete with subsidized
biodiesel refineries, have asked the
European Parliament for help.

In Asia, China and India are both
building ethanol distilleries. In 2005,
China converted some 2 million tons of
grain B mostly corn, but also some wheat
and rice D into ethanol. In India ethanol
is produced largely from sugarcane.
Thailand is concentrating on ethanol
from cassava, while Malaysia and Indo-
nesia are investing heavily in additional
palm oil plantations and in
new biodiesel refineries.
Within the last year or so,
Malaysia has approved
32 biodiesel refineries.

Distorting subsidies

The profitability of crop-
based fuel production has
created an investment jugger-

and Western Europe. The United States naut. With a U.S. ethanol subsidy of

and Brazil each produced over 4 billion
gallons (16 billion liters) of ethanol in

51 cents per gallon in effect until 2010,
and with oil priced at 70 dollars per

2005. While Brazil uses sugarcane as the barrel, distilling fuel alcohol from corn
feedstock, U.S. distillers use grain B promises huge profits for years to come.

mostly corn. The 55 million tons of U.S.
corn going into ethanol this year repre-

In May 2005, the 100" U.S. ethanol
distillery came on line. Seven of these dis-

sent nearly one sixth of the countryOs tilleries are being expanded. Another 34

grain harvest but will supply only 3 per-
cent of its automotive fuel.

Brazil, the world®s largest sugar pro-

ducer and exporter, is now converting
half of its sugar harvest into fuel ethanol.
With just 10 percent of the worldOs sugar
harvest going into ethanol, the price of

sugar has doubled. Cheap sugar may

now be history.

In Europe the emphasis is on produc-
ing biodiesel. Last year the European
Union (EU) produced 1.6 billion gallons
(6 billion liters) of biofuels. Of this,
858 million gallons were biodiesel, pro-
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or so are under construction and scores
more are in the planning stages. The
soaring demand for crop-based fuel is
coming when world grain stocks are at
the lowest level in 34 years and when
there are 76 million more people to feed
each year.

The U.S. investment in biofuel pro-
duction in response to runaway oil prices
is spiraling out of control, threatening to
draw grain away from the production of
beef, pork, poultry, milk, and eggs. And,
most seriously, the vast number of distill-
eries in operation, under construction,



OThe price of oil becomes
the support price for food
commodities.O

U.S. Corn Use for Fuel Ethanol and for Export,
1980-2006, with Projection to 2007

ernment may have to intervene in the
unfolding global conflict over food
between affluent motorists and low-
income consumers.

Alternative solutions

80

There are alternatives to using food-

70

based fuels. For example, the equivalent
of the 3 percent gain in automotive fuel

60

Corn Exports

supplies from ethanol could be achieved
several times over B and at a fraction of

50 +—— L e

N

the cost b simply by raising auto fuel effi-
ciency standards by 20 percent. Investing

40

Million Tons

in public transport could reduce overall
dependence on cars.

30

There are other fuel options as well.
While there are no alternatives to food

20

PRI .--~"" Corn Used for Fuel Ethanol

for people, there is an alternative source
of fuel for cars, one that involves shifting

10

to highly efficient gas-electric hybrid
plug-ins. This would enable motorists to

0 B ‘ ‘ ‘ ‘
1980 1985 1990 1995 2000 2005
Source: USDA

do short-distance driving, such as the
daily commute, with electricity. If wind-

rich countries such as the United States,
China, and those in Europe invest heavi-

2010

and in the planning stages threatens to ethanol distillery demand for grain con-
reduce grain available for direct human tinues its explosive growth, driving grain

ly in wind farms to feed cheap electricity
into the grid, cars could run primarily on
wind energy, and at the gasoline equi-

consumption. Simply put, the stage is prices to dangerous highs, the U.S. gov- valent of less than 1 dollar a gallon.

being set for a head-on collision between
the worldOs 800 million affluent auto-
mobile owners and food consumers.
Given the insatiable appetite of cars for
fuel, higher grain prices appear
inevitable. The only question is when
food prices will rise and by how much.
Indeed, in recent months, wheat and
corn prices have risen by one fifth.

For the 2 billion poorest people in the
world, many of whom spend half or
more of their income on food, rising
grain prices can quickly become life
threatening. The broader risk is that ris-
ing food prices could spread hunger and
generate political instability in low-
income countries that import grain, such
as Indonesia, Egypt, Nigeria, and
Mexico. This instability could in turn
disrupt global economic progress. If

Lester R. Brown, founder and President of Earth Policy
Institute, helped pioneer the concept of environmentally
sustainable development. His principal research areas
include food, population, water, climate change, and
renewable energy. Mr. Brown has been described by the
Washington Post as Oone of the world®s most influential
thinkersO. The author of numerous books, including Plan
B 2.0: Rescuing a Planet Under Stress and a Civilization

in Trouble where he develops a vision for an environmentally sustainable econ-
omy, he received scores of awards and honorary degrees and is widely sought
as a speaker. In 1974, he founded Worldwatch Institute, of which he was
President for its first 26 years.

Seewww.earthpolicy.org for data and additional resources, as well as Chapters
2 and 10 in the book Plan B 2.0. First published by the Earth Policy Institute.
We thank the Institute and the author for their kind reprint permission.
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How to invest In alternative energy
through structured products

For scientists, the evidence of climate change has never beerStructured products match best investorOs needs

stronger. In 2005, the national academies of the G8, plus Structured products are securities designed to provide alterna-
Brazil, India and China, issued a joint statement warning of tive exposure to traditional or direct investments. Their returns
the dangers of climate change. Moreover, in a world where oil are linked to the performance of underlying investments such
hits almost $60 a barrel, cutting energy use and switching to as equities, fixed income, foreign exchange or commodities B
renewable energy is an economic, as well as an environmental, whether individual securities, customized baskets or broad
imperative. BP for example spent $20m and reduced its market indexes. Structured products are designed to help
greenhouse gas emissions by nearly one fifth. With experts investors of all risk-return profiles pursue a range of portfolio
citing up to a 30% increase objectives, such as diversify-
in the proportion of renew- ing their portfolios, limiting
able energy sources con- downside risk, generating

tributing to the overall glob- C)In add|t|0n {o the enV|r0n- income or enhancing returns.

al power supply by 2010, . Investors may address also
the opportunities for growth mental beneﬁts, renewable various market conditions
are obvious. Structured prod- through structured products,
ucts can offer an easy and SQUICES Of energy have such as flat, sideways, bull or
efficient access to a broad bear markets. A pioneering

range of investment oppor- major eC0n0m|C advantages role of derivatives has been

tunities. their use for accessing invest-

Renewable energy is by A5 We”O ments and strategies not typi-
definition OcleanO: It pro- cally available to individual
duces few or no hazardous investors, such as commodi-
emissions or pollutants, and ties or hedge funds.

has minimal impact on fragile ecosystems. There are five  Bank Vontobel offers in Switzerland a wide range of prod-
main types of renewable energy: hydro, biomass, geothermal, ucts for each risk-return-profile and each individual client
solar and wind. While each of these can be used to generateneed. In terms of alternative energy investments, there are cur-
electricity, only hydro and biomass currently provide a signif- rently three products listed at the SWX Swiss Exchange (cf.
icant amount of power B but that fact will change in the table below). All of them belong to the product category of the
coming decades. In addition to the obvious environmental so called Voncert. These are basically tracker certificates, which
benefits, renewable sources of energy could have major replicate the performance of an underlying asset directly and
economic advantages as well: First, they decrease ourwith no leverage. In technical terms, this is a zero strike call-
dependence on foreign oil imports and the resulting price option, but in reality, it is very much like holding the underly-
fluctuations. They reduce also the need for costly emissions ing asset directly. Voncerts give investors a cost efficient means
controls. Finally, they provide new energy markets and create
new jobs.

Investing in renewable energy stocks requires solid nerves.
Especially stock picking involves risks, which are as important
as the opportunities. Stocks depend highly on the oil price level,
technological developments, and changes in the regulatory
environment or in the politics of subvention B just to mention
some of the external factors of influence. Single stocks might
therefore be volatile. Notably companies developing new tech-
nologies for providing alternatives to oil and gas are subject to
the mentioned external factors.

A long term investment linked with a solid diversification is
the best way to invest in alternative energy. Structured products
provide a cost-efficient exposure in this promising investment
topic according to the risk-return-profile of individual
investors. Voncert on Alternative Energy Basket
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Valor/
Symbol

Current
Price

Underlying Basket
(Weighting)

Maturity

VZALT/
2018578

Ballard (5.00%)
Solon (5.00%)
Intermagnetics (5.00%)
Solarworld (5.00%)
Abengoa (5.00%)
Fuelcell (5.00%)
Gamesa (5.00%)

KFX (5.00%)

Areva (5.00%)

Ormat (5.00%)
Quantum (5.00%)

Plug Power (5.00%)
BWT (5.00%)

Repower (5.00%)
Vestas Wind (5.00%)
Distributed Energy (5.00%)
Sunways (5.00%)

Headwaters (5.00%)

Evergreen (5.00%)

American Superconductor (5.00%)

EUR 177 13.12.06

VvZTDZ/
2532765

Archer-Daniels- USD 102.10 25.04.08
Midland Co. (12.50%)

Abengoa (12.50%)

Ormat (12.50%)

Praxair (12.50%)

Methanex Corp (12.50%)

Medis Technologies (12.50%)

Rentech (12.50%)

Covanta Holding (12.50%)

VZREE/
2693947

Solarworld (6.00%)
Abengoa (8.00%)
Gamesa (8.00%)
Repower (9.00%)
Vestas Wind (8.00%)
MEMC Electronic Materials (8.00%)
Conergy AG O.N. (7.00%)

Q-Cells AG (7.00%)

Suntech Power Holding (6.00%)
Pacific Ethanol Inc (4.50%)

Verasun Energy Corp (8.00%)
Aventine Renewable Energy (4.50%)
Cosan SA Industria (8.00%)

Clipper Windpower Plc (8.00%)

EUR 95.40 14.03.08

Voncerts on Alternative Energy

OVoncerts give investors
an efficient means to trade
a basket of stocks, or to
diversify across an index.O

to trade an asset, such as a basket of stocks, or to diversify their
exposure across an index. Like all tracker certificates Voncerts
do not provide any capital protection. Investors may incur loss-
es if the underlying basket trades below the initial issue price.

A priority of the mentioned Voncerts is tracking the renew-
able or clean energy sector: specifically, businesses that stand
to benefit substantially from a transition toward the use of
cleaner energy and conservation. Stocks and sector weight-
ings within the several underlying baskets are based on their
significance for clean energy, technological influence and rele-
vance.

The Voncert on Alternative Energy Basket (VZALT) was
launched back in January 2005 and shows a performance of
77% (cf. chart). It invests in a portfolio of companies involved
in alternative energies such as wind, solar, and hydrogen fuel
cells. The same is true for the Voncert on Renewable Energy
Basket (VZREE), which has been issued recently, on September
21 of this year. This allows investors to roll their existing posi-
tion in the successful Voncert VZALT into a new one. The
Voncert Fuels of the Future (VZTDZ) targets companies oper-
ating in the geothermal and recovered energy power business,
in the industrial gases industry, in the technology development
and production of fuel components or in the transformation of
underutilized energy resources into valuable and clean alterna-
tive fuels.

Voncerts offer investors a diversified and cost efficient expo-
sure to the alternative energy industry. Like all products issued
by Bank Vontobel they are listed at the SWX Swiss Exchange.
Therefore investors benefit from a liquid and transparent sec-
ondary market.

Georg von Wattenwyl is Head of
Advisory & Execution Derivatives

of Bank Vontobel in Zurich,
Switzerland.
www.vontobel.com. Source of

chart and tables: Bank Vontobel,
October 4, 2006.
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DAXglobal alternative energy: first in-
vestable global index for alternative energy

The global market for alternative energy is currently experiencing impressive growth rates. However, it is not
yet obvious which alternative energy sector will dominate in the future. Deutsche B3rseOs DAXglobal
Alternative Energy index tracks a broad mix of all relevant sectors.

Environment and energy specialists have During 2004 demand for primary energy  in and eventually take advantage of these
historically struggled with energy issues. in Europe was covered by oil and gas global developments. Deutsche BSrse
But there is one issue today on which equivalently. Most other regions of the recently launched the DAXglobal
both agree: investments in renewable and world have oil as primary energy Alternative Energy index, the first
alternative energies will further grow resource. However, in Asia coal covers investable global alternative energy
strongly, as global demand for energy more than 50 percent of the energy index with a sector-based approach.
continuously increases in the Within this index alternative

future. In the long run, tradi- ~ . energies are defined as energy
O DAXg IO bal Alte m atlve sources which will very likely

tional commodities such as

crude oil and coal will not be H substitute the traditional fos-
Energy repllcates the sil fuels oil and coal and are

able to satisfy the global

demand. Taking into account pe rfo rm an Ce Of th e flftee n ::hou;rg:irr::iir;gl]lymole;tlljjlm 2?]:

environmental requirements

such as the reduction of . . . practical alternative to tradi-

greenhouse gases, establishec blgg eSt CO m pan IeS aSSIg n ed tional fossil fuels. DAXglobal

i Alternative Energy replicates

in the so-called Kyoto H
Protocol, the global increase to alternatlve energy the performance of the fifteen

of geopolitical risks B with a H ~ biggest companies assigned
dominant cleavage of crude WorIdWIdeO to alternative energy world-
oil b as well as the impressive wide. The objective of this

growth rates of emerging markets like consumption.® Exploding commodity index is to enable investors to track the
China and India highlight the need for and energy prices as well as economic global alternative energy sector. The
alternative energy sources. According to changes in related industrial sectors index also provides a tradable bench-
a World Bank study, global energy con- accelerate the search and the research for mark for this sector. In addition, it serves
sumption will grow approximately 50  alternative energy sources. as an indexed hedge against rising oil
percent over the next 25 years. Today One of the most interesting challenges and coal prices.

alternative energies already cover 13 per- for global investors is how to participate

cent of world primary energy consump-

tion. The German Federal Ministry for

the Environment expects this fraction to  Graph 1: Historical performance simulation [Aug 2003BOct 2006]

grow to up to 50 percent until 2050. !

BO0 7
Global challenges

Demand also comes from the crude oll 500 ‘

side. Taking into account future bottle-

necks in oil exploration, investors put 200 -

their focus on alternative energies like

solar and wind but also natural gas. 300 4

Furthermore growing energy demand

from China and India boost the demand 200

for alternative energy sources B on top of
an expected duplication of oil consump-
tion over the next 20 years in China?

0 T T T : :
Sep-03 Mar-04 Sep-04 Mar-05 Sep-05 Mar-06 Sep-06

1 Bundesministerium fYr Umwelt, Naturschutz
und Reaktorsicherheit (2006): Erneuerbare Ener- —— DAXglobal Alternative Energy Perf. (USD)
gien. Innovationen fYr die Zukunft.

. ) —— MSCI World Index
2 Credit Suisse, Global Investor Focus, Energy,
November 2005. —— Bloomberg World Enegy Alternate Source

3 sa.
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Table 1: Overview alternative energy sectors

Sector Description
Ethanol Ethanol is a fuel made of agriculturally cultivated
plants.

Geothermal/Hydro/Batteries Geothermal energy uses energy available as heat
emitted from within the earth's crust, usually in the
form of hot water or steam. Hydro Power uses poten-
tial and kinetic energy of water, which is converted
into electricity in hydroelectric plants. Batteries store
chemical energy and make it available in an electrical
form.

Natural Gas Natural Gas is an environment-friendly energy source,
consisting of different gases.

DAXglobal Alternative Energy index. As

Solar Solar energy uses solar radiation, which is then . . o
. : - a consequence investors get a diversified
exploited for hot water production and electricity . h L )
generation. index with a minimization of equity
specific risk.
Wind Wind energy uses kinetic energy of wind that is then

exploited for electricity generation in wind turbines. . .
P Y9 Attractive sharpe ratio

Like all Deutsche BSrse indices,
DAXglobal Alternative Energy is trans-
parent, strictly rule-based and very lig-
uid. This index concept enables an easy
Company Sector Weighting replication for issuers of structured prod-
ucts. The historical simulation of

Table 2: Current composition of DAXglobal Alternative Energy Index

Archer-Daniels-Midland Co 15.64% )
Cosan SA Indust.E.Comerc.  Ethanol 1.97% 20% DAXglobal Alternative Energy under-
Novozymes A/S-B-Shares 2.39% lines the growth potential (146 percent
i since 2003). For comparison, the MSCI
Avista Corp. 2.46% World ind ted f f
Intermagnetics Gen. Corp Geothermal/Hydro/Batteries 2.48% 20% . orid index ger_1era eda per_orm.ance 0
Oesterr. EI-Wirt. 15.07% just 30 percent in the same time interval.
The small correlation to global broad-
0, . . . T
ﬁgggﬁ;kggztro'eum Corp. Nt gas g'gg (y/" 0% based equity indices shows the possibili-
. B 0 0 . . . . .
Bg Group Plc 10.05% ties for dlv.er.slflcatlon. (0.74 with MSCI
World). This is underlined by an outper-
Motech Industries Inc 4.62% formance against the Bloomberg World
0, 0, .
Solarworld AG Solar 7.11% 20% Energy Alternate Source index of 34 per-
Tokuyama Corp. 8.27% . .
cent (see Graph 1). In addition, it gener-
Gamesa Corp.Tec. SA 9.16% ates an impressive risk-adjusted sharpe
Nordex AG Wind 1.70% 20% ratio of 2.4 compared to 0.6 of MSCI
i 0,
Vestas Wind Systems 9.15% World and 0.8 of Bloomberg World

Energy Alternate Source index.

Just like future markets will focus on
specific energies and companies, the
Balanced sector approach the most liquid 22.5 percent market cap- focus on liquid and sizeable equities in
At the moment it is nearly impossible to italization of the total market of the the DAXglobal Alternative Energy
evaluate which alternative energy sector global alternative energy sector in the proves to be the right concept.
will dominate in the future and which
companies will be on the list of winners
and losers. Therefore, DAXglobal

Alternative Energy recommends an Heiko Geiger works at the Sales & Marketing
equal-weighted sector approach of natu- Department of Issuer Data & Analytics with Deutsche
ral gas, wind, solar, geothermal and BSrse. Deutsche BSrse Market Data & Analytics calcu-
hydro/fuel cells/batteries (see Table 1). In lates and publishes more than 2,100 indices in total.
order to qualify for this index, compa- Deutsche B&rse ranks among the world®Os major index
nies have to generate the largest propor- providers. Market Data & Analytics further compiles,
tion of their revenues in the respective distributes, and markets independent capital market
alternative energy sector. Within each information, such as price data, trading statistics, and

sector, the constituents are selected | back office information for banks and financial institutions.

according to their market capitalization

as well as an average daily trading Contact: heiko.geiger@deutsche-boerse.comAXglobal is a registered trade-
turnover of more than US$ 1 million (see mark of Deutsche BSrse AG.

Table 2). This leads to a clear focus on
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Alternative energy as an
Investment opportunity

The use of alternative energies has increased significantly in recent years. And for a good reason: the end of

the age of mineral oil and other fossil fuels is foreseeable. Private investors can profit from the boom in the

renewable energies industry via tailor-made indexes.

Renewable energies are on the brink of
becoming the topic of the new century.
The worldwide deposits of fossil fuels are
dwindling, and one thing is certain: at
some point the last drop of mineral oil
will be used up. Despite the fact that
even experts cannot agree on when the
number one energy source will be
exhausted, the BP oil concern, for exam-
ple, is assuming that oil will come to an
end in 40 to 50 years.

At the same time, the demand for
energy raw materials is rising.
Throughout the world, over eleven bil-
lion tons of oil equivalent are
consumed every year, with
industrial and developing na-
tions accounting for roughly
equal shares. According to a
study conducted by the
World Bank, global energy
consumption will increase by
almost 50 percent over the
next 25 years.

The reasons why energy
prices have been rising to
undreamt-of levels for some
time are obvious: the extrac-
tion and production of most
energy raw materials takes
place to a significant degree in politically
unstable regions such as the Middle East,
where a stabilization of the situation is
not to be expected in the medium term.
In addition, the industrial nations are
highly dependent for their supplies, par-
ticularly of oil, on the cartel of oil-
exporting countries (OPEC), which exer-
cises a decisive influence on global mar-
ket prices through its production quotas.

Against the background of this critical
price situation, modern industrial soci-
eties are increasingly dependent on
renewable energies. The term renewable

as well as replenishable energies (bio-

mass). This is the reason why solar, wind
and bio-energy as well as hydropower
will become more and more important in
the future. They offer the potential to
supply electricity, heat and fuel at a cal-
culable cost.

Investing in the energies

of the future B with high yield
opportunities

At present, the contribution made by
wind, hydro or solar energy to energy
supplies is comparatively small. All

OThe demand for alter-
native energy grows with
every gas supply shortage
and each rise in the oll
price.O

tial that is also generating increasing
interest among investors.

In the recent past, the certificate sec-
tor has developed various solutions
which provide investors with a simple
means of participating in the future
development of these companies. A year
ago, in collaboration with index provider
Dow Jones Indexes/STOXX and asset
managers SAM Group (Sustainable Asset
Management), SociZtZ GZnZrale issued
the European Renewable Energy Index
(ERIX), which contains the largest
European corporations from the fields
biomass, geothermic, ocean
energy, solar, hydro and wind
energy. In other words: the
investment universe of the
ERIX embraces all invest-
ment clusters in the sector
for renewable energies in
Europe.

The index was designed as
a total return index, which
means that dividend pay-
ments are reinvested net and
investors can profit from
them in their entirety. An
index  certificate  which
reflects the performance of

renewable energies combined account the ERIX minus management fee pro-

for less than four percent of global pri-

mary consumption. However, there is an
upward trend. According to the plans of

the German federal government, they
will already account for 20 percent of

German electricity and fuel consumption

by the year 2020.

In addition, the demand for alterna-
tive energy forms grows with every sup-
ply shortage in the gas industry and each
rise in the price of oil.

When it comes to switching to these
new energy supply options, the focus is

energies is understood to mean energy on companies whose expertise, technolo-

forms which are theoretically inex-
haustible. These include those energy
forms which cannot practically be
exhausted (such as solar or wind energy)

gies and products are required for the
utilization of renewable energies.
Providers whose operations lie in these
areas are looking at great growth poten-
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vides investors with the opportunity to

participate practically 1:1 in the per-

formance of the index. And so far this

concept has been more than convincing:
since its issue in October 2005 the ERIX
has achieved a price gain of approxi-
mately 30 percent.

WAEX B a new index

With the World Alternative Energy Index
(WAEX) a new index was recently creat-
ed B once again in collaboration with the
SAM Group and Dow Jones Indexes B
which gives investors extended access to
the renewable energies sector. The
WAEX comprises 20 globally operating
companies which, in addition to the sec-
tors covered by the ERIX, also embrace



the areas energy efficiency and decentral- exchange in Stuttgart and in the Smart verse of alternative energies, enabling

ized energy supply. Companies active in Trading segment of the Frankfurt Stock them to profit from a new renewable
these areas for example develop micro- Exchange, and allows investors to invest energy success story.
turbines or produce fuel cells. High inthe WEAX and hence in the entire uni-

demand for these products is expected in
the future, particularly from developing
countries, as there are still 1.6 billion
people in these countries with no access
to electricity.

Like the ERIX, the WAEX was also
conceived as a total return index, mean-
ing that investors profit from the divi-
dend payments of the companies. An
index certificate with the securities iden-
tification code (WKN) SGOWAX is trad-
ed at the EUWAX certificate and warrant

Sebastian Bleseiis with the German Sales Desk of the
Equity Derivatives Department of SociZtZ GZnZrale. He is
responsible for the Distribution of Listed Securitized
Derivatives (Warrants and Certificates) in Germany and
Austria.

Contact: sebastian.bleser@sgcib.com

All Renewables Index

at Q3 2006

Ranking** Country All Wind
Renewables Index
Index

1 (2) USA* 71 72
2 (1) Spain 68 69
3 (3 ' India 63 64
4 (4 UK 62 64
5 (5) Germany 61 61
6 (8 China 57 60
7 (7) ' France 56 56
7 (6) ltaly 56 57
7 (8)  Portugal 56 57
7 (13) ' Greece 56 58
11 (10) Canada 55 58
11 (10) ' Ireland 55 57
13 (12) Netherlands 54 55
14 (14) Sweden 52 52
14 (15 | Norway 52 53
16  (16) Australia 49 50
16 (16) Denmark 49 50
18  (18) = elgium 48 50
19  (19) Finland 38 37
20 (20)  Austria 34 31

Solar
Index

75
72
61
48
71
42
58
62
62
53
41
36
47
44
33
56
43
36
27
48

*  Indicates states with Renewable Portfolio Standards and favourable wind regimes

** - Ranking in the Summer 2006 All Renewables Index in brackets

*¥% Combines with each set of Technology Factors to generate the Individual Technology Indices

Biomass & Renewables The Ermst & Young Country
Other Infrastructure . . .
Index Index*** Attractiveness Indices provide scores for
64 76 national renewable energy markets,
58 78 renewable energy infrastructures and
50 65 their suitability for individual technol-
57 66 ogies. The indices provide scores out of
60 55 100 and are updated on a regular basis.
36 59
53 55 The latest update of the Country
52 63 Attractiveness Indices published end of
49 63 October 2006 can be downloaded from
43 59 the internet via the following weblink:
a1 63 www.ey.com/renewables
44 61
42 56
53 53
49 56
44 51
45 58 Excerpt from the ORenewable Epergy Country
36 53 Attractiveness Indices Q3 20060, published by
50 39 Ernst & Young Renewable Energy Group,
a7 29 Exeter, UK © Ernst & Young LLP 2006.

All rights reserved
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Review of the 27 ™ SFOA BYrgen-
stock Meeting, September 6D9, 2006

Wednesday, September 6, 2006
While the 27" BYrgenstock Meeting may
not have started with quite the vim and

Montreux. Questions abound: Will it
then be the Montreux Meeting? Will an
affinity for jazz be required? Or will

In the first panel discussion, unsur-
prisingly entitled: Financial Megatrends,
Steve Mitchellrevealed that the common

verve of last yearOs spectacular aerial dis-BYrgenstock remain BYrgenstock even in theme of these appears to be the rise

play, judging from the quality of the first

Swiss Romandy? Will there be a panel

panel session, this yearOs BYrgenstocldiscussion? We shall see.

Meeting should prove to be memorable
as its predecessors.

The Meeting began with the tradition-
al opening speech by SFOA Chairman,
Paul Meier, who deftly set the tone for
the coming days by painting a picture of
a world and an industry in flux, con-
fronted by accelerating change on nearly
all fronts. The changes that are driving
the derivatives industry, and which it in
turn is driving in markets, countries and
society at large, will be among the main
topics of discussion at BYrgenstock this
year.

And speaking of changes, a touch of
September melancholy was introduced
with the announcement that this will be
the last BYrgenstock Meeting actually
held in BYrgenstock. Planned renova-
tions to the entire complex are projected
to take up to 3 years. A temporary home
for BYrgenstock has been found in

A beautiful opening evening.

In another break from tradition, this

of microtrades in an industry living a
golden age of product development.
Moderated by Judith Hardt, Secretary

yearOs main sponsor is a company, not aGeneral of the Federation of European

country: Detica, an IT company with

vast national security experience. While

this may at first seem an odd match to

the world of derivatives, the white paper

co-authored by DeticaOs Steve Mitchell

and Patrick L. Young, as outlined by

Mr. Mitchell in his opening speech, pre-

sents 5 financial megatrends driving

change throughout the world of finance,

including:

¥ Disintermediation of commercial
banking

¥ Internet-driven changes to asset class-
es

¥ The evolution of private brokerages

¥ The date volume explosion

¥ Greater potential for intelligent crime

These trends are fueling change and lead-

ing to unprecedented industry cross-

overs.
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Securities, the panelOs first speaker was
Dr. Burkhard P. Varnholt , Managing
Director at Credit Suisse. He dramatical-
ly pointed out how easy it is to miss the
Ogorilla in the roomO, particularly in an
industry flooded with data, rapid-fire
world events and 24-hour media. He
suggested we take a step back and view
the big picture of burgeoning population
growth, in a world in which 2/3 of peo-
ple live outside the economic mainstream
and where technological development
and innovation is leading to tremendous
migration. The 3 fundamental trends
Dr. Varnholt sees are a quest for basics, a
quest for enrichment and the long-term
re-rating of selected emerging markets.

Another perspective was offered by
Lamon Rutten, Joint Managing Director
of the Multi Commodity Exchange of
India, the world®s fastest-growing ex-
change. He sees an advantage for emerg-
ing markets in which innovation is free
of the cumbersome legacy problems
experienced by more established ex-
changes.

Daniel Gisler, Member of the
Executive Board of Eurex agreed that
established markets have a comfort zone
and can indeed be blinded to the gorilla
in the room and run the danger of miss-
ing new trends and business models.

John Foyle Deputy CEO of Euro-
next.liffe, pointed out that established
exchanges are not as blind as some
newer players might wish, and despite
legacy hurdles to be overcome, are
actively countering the competition for
liquidity arising with emerging markets.
He sees a challenging trend in which
there is far more data, but less informa-



tion, while regulation struggles to keep
abreast of evolving technology.

The panel offered their general fore-
casts for the derivatives industry, which
can best be summed up by a Machia-
vellian quote offered by Mr. Rutten:
There is nothing more dangerous than to
change the existing order of things.

Thursday, September 7, 2006

The second day of the BYrgenstock
Meeting dawned with the clear, summer
weather BYrgenstock veterans have come
to expect and long for each year. While
some took advantage of the sunshine for
a round of golf or sightseeing, those who
attended ThursdayOs four panel discus-
sions and 2 key note speeches surely also
found it to be a day well spent.

Open source technology

Despite the early morning hour, follow-
ing what was for many a traditional late
BYrgenstock night, the first panel
plunged headlong into a discussion of
one the primary drivers of industry-wide
change: IT B specifically, the topic of
open source technology.

Moderator Craig Heimark, Strategic
Consultant, led off by explaining to
those less tech-savvy that open source is
a term to describe a family of software,
the source code of which is non-propri-
etary, developed as a virtual community
project. While the source code is freely
accessible, the applications built are
often ultimately commercial. In response
to Mr. HeimarkOs question regarding the
advantage of open source code, the panel
mentioned unhindered innovation, total
flexibility, development by the open
source community and the major cost
savings of what is basically, free soft-
ware.

Panelist Philip Haynes, Senior
Industry Expert at OMX, added that
what makes open source such a funda-
mental industry change is the freedom,
not the OfreeO aspect. Freed from the

George Gero, faithful supporter of BYrgenstock introducing Jacqueline Hamra
Mesa, the new CFTC Director of the Office of International Affairs to the con-
ference.

constraints of the big brandsO proprietary resources, open source is a global com-
software, companies can customize munity project with millions of eyes
applications to meet the needs of their working together, virtually free of
business models. Closed source software charge.
is limited by the availability of the com- Nigel Woodward, Director of Intel
panyOs experts. Open source code expertsCorporation, argued for the need for stan-
are legion and global. dards in this emerging open source world,
Simon Lyon, Client Development enabling the endless stream of communi-
Director at Detica contrasted the old ty-driven source code to flow to people
expensive method of reverse engineering and companies worldwide B ubiquitously,
closed source code to development with like knowing that when you stick your
todayOs far more flexible open source plug into the wall you get electricity.
applications, for which you pay as you
go, rather than upfront. Heimark inter-  MiFID
jected that open source may be free to ThursdayOs second panel addressed the
acquire, but that the greatest costs asso- enigmatic topic of MiFID (Markets in
ciated with software are adaptations, Financial Instruments Directive), the
maintenance and support, which are European regulatory initiative, which
needed whether the source code is openwas introduced by moderator PJ Di
or closed. Giammarino, CEO of JWG-IT Ltd. He
John Oddie, Global Head of called MIiFID a challenge from 600 mil-
Exchange at Atos Euronext Market lion voters calling for change in the
Solutions, identified another advantage capital markets. It is a regulatory bid to
by pointing out that software does not boost consumer trust, improve product
live unless it is developing. While the disclosure, clarify business definitions,
development of propriety software is increase transparency and improve
inherently bottlenecked by company industry organization.
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Jonathan Herbst Partner in London
Financial Services within the Norton
Rose Group, called MIiFID a sea change
intended to harmonize European mar-
kets with commercial and legal ramifi-
cations for retail and wholesale markets
alike. He urges European market par-
ticipants to consider both the challenges
and opportunities presented by MiFID
soon, with implementation looming in
November 2007.

Jim Gollan, CEO of virt-x, pointed
out the importance of creating legisla-
tion with a long shelf life, able to adapt
to a changing industry and which will
remove barriers to create a more effi-
cient European capital market, though
he also sees MIFID as an important
enabler of industry, not necessarily a
prime driver.

The sole American on the panelPaul
Bowes Head of Exchange Strategy at
Reuters, drew a parallel between MiFID
and the SEC rules of the early 90s. He
believes that in five years time an unan-
ticipated array of new companies will
arise on the back of MiFID.

Ludovic Aigrot, Director of the
European Affairs Department at
Euronext called MIiFID an evolution,
not a revolution, one which will
enhance competition and foster more
flexible markets through greater trans-
parency. MIFID is a very detailed
framework for market operators with
implications for management, organiza-
tion and access.

USless World Economy?

After lunch, Michel Girardin, Senior
Economic Advisor at Union Bancaire
PrivZe, offered a key note presentation
provocatively entitled, World Economy:
Can it be USless? With a display of illu-
minating charts, he demonstrated how
the US economy is going south and drag-
ging on world economic growth. Asia,
and to a lesser extent Europe, have
gained a measure of independence from

Happy people working at the SFOA Secretariat B showing off the Champagne

created especially for the convention.

the US economy and thus will be less
affected by the US slowdown and dimin-

ishing dollar than in previous eras. He

advised those who wish to sleep well to
buy bonds, those who wish to eat well to

buy equities, and those who prefer to do

both should buy hedge funds.

Environmental Trading

The next panel discussion addressed
another key issue of change confronting
the derivatives industry B the environ-
ment. Moderated by Steve Zwick,
Editor-at-Large at Futures Magazine,
who called the trading of environmental
credits the only market today in which
every aspect is in flux.

Industry pioneer Peter Koster CEO
of the European Climate Exchange,
explained how the market has emerged
in the wake of the Kyoto Protocol initia-
tive to reduce greenhouse gases up to 5%
by 2012. The European Emissions
Trading Scheme was unilaterally imple-
mented ahead of the 2008 Kyoto start
date to trade in carbon credits and other
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products in response to industry demand
for tradable products.

Stephan Kleeberg Senior Manager at
3C Climate Change Consulting,
explained the concept of certified emis-
sion rights or CERs, in which cleaner
Western standards are used to construct
emissions-contributing facilities in the
emerging world, earning credits that are
in essence a product that can be sold on
the exchanges.

Hans-Bernd Menzel CEO of the
European Energy Exchange feels that
market solutions are better than reliance
upon politicians. On the topic of the
fundability of such products, he believes
that if the market needs it, then the mar-
ket will fund it.

Al Gore predicts that George Bush, as
a major Kyoto holdout, will make a
u-turn after NovemberOs midterm elec-
tions and make some concession to the
issue of global warming, adding yet
another contributing factor towards
making emissions markets the booming
markets of the future.
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They have experienced all conven-
tions on BYrgenstock: Paul-AndrZ
Jacot thanking Chef Armin Amrein,
proud owner of 17 Gault-Millau points.

Clearing
The final panel of the day was entitled,
Clearing B getting value for your money,
was stacked with customer-side represen-
tatives, which did not bode well for the
clearing houses. Moderator Thomas J.
McMahan, Vice President for Marketing
and Asian Region Director for the New
York Mercantile Exchange, admitting his
exchange bias, issued a call for greater
pricing transparency and improved future
pricing models within the clearing sector.
John Mathias, Director of Debt
Markets, Director of Financial Futures
& Options Global Markets and
Investment Banking at Merrill Lynch,
pointed out the lack of standard evalua-
tion for clearing houses, which makes it
difficult to compare pricing. Particularly
in Asia, where clearing is comparable to
Europe 20 years ago, a collection of
nationally fragmented, culturally driven,
clearing houses that are vastly more

expensive than those in the West. He
feels that better value from the clearing
houses will in turn enhance value for the
members and increase efficiency.

Roger Ryff, Trading Director at
Timber Hill, contrasted US and
European clearing, estimating the cost of
clearing a trade in Europe at up to
8 times higher than an equivalent trade
in the US. This high pricing hinders
volume growth, as evidenced by dis-
parate growth rates across the pond.
Though not quite Asia, Europe still has a
ways to go before it leaves behind its
traditional national fragmentation and
inherent inefficiency, particularly in
terms of regulation.

Lawrence Peirson Director at Bar-

clayOs Capital, suggested the differentiat-

ed pricing model in the US might be one
the Europeans would be wise to emulate.

End-users are focused on cost, yet seekand Business Development

added-value and a multi-product service.

Phillip Simons, Head of Client So-
lutions at ABN Amro views the minimal
competition in the clearing sector as a
problem with the resultant lacking price
pressure. He sees global consolidation
continuing and increasing to achieve
economies of scale, which ultimately
should drive down fees.

Thursday of the 27" BYrgenstock
Meeting came to an end with plenty of
time to enjoy the warm evening sun shin-
ing on the turquoise lake, with quaint
Lucerne sparking on the far shore.

Friday, September 8, 2006

cussion, pension funds. Moderator
George A. MSller, CEO of Robeco,
asked the panel why they thought pen-
sion funds are increasingly embracing
derivative products.

Philip Lambert, former Head of the
Unilever Pension Fund, provided an
extensive and informative overview of
the historical use of derivatives by
pension funds, a trend that began in the
US. Despite a few hiccups over the
years, and a fractured regulatory envi-
ronment, pension funds the world over
now use derivatives to bridge the dura-
tion gap, the mismatch between assets
and liabilities. While some funds strug-
gle to correct this mismatch, Mr.
Lambert believes that gaps of a certain
degree can be lived with as long as
stability is assured.

Michael A. Walinskas, SVP, Product
at the
Options Clearing Corporation, as a for-
mer regulator who has now moved to the
clearing side, views options primarily as
portfolio protection, in which some
funds chase alpha to grow using hedge
funds. Derivatives can help counter the
dual risks of inflation and duration. He
sees serious regulatory restrictions
remaining in US pension fund derivatives
investment.

Such restriction is apparently less
prevalent on the other side of the pond in
Europe. Joseph W. SteigerDeputy Head,
Dept. for Financing and System
Development, Retirement Planning at
the Swiss OBundesamt fYr Sozial-

ThursdayOs summer weather came to anversicherungO, painted a picture of the

abrupt end with a spectacular display of
lightning that lit up the Alps. Friday

morning dawned cool and wet. The
upside of this weather shift was increased

more Olassez-faireO regulatory approach
in  Switzerland towards derivatives
investments by pension funds B not sur-
prising in the nation that is the birthplace

attendance at the morning®Os panel discus-of the derivatives industry. Nevertheless,

sions.

Pension Funds
The weather, however, did seem some-
what appropriate for the first panel dis-
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there are some regulatory hurdles in
place and Switzerland®s over 3,000 pen-
sion funds must prove they can handle
the risk before they are given a free hand
to invest in derivative products.
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Mr. MSller pointed out that while
pension funds need to make money to
cover the liability of pension pay-outs,
they also need to grow beyond such lia-
bilities with long-term investment strate-
gies, the risk of which, with Switzerland®s
vaunted low inflation, they can afford.

Structured Products B
Going Global?

why the growth of such products in the
American market lags behind its conti-
nental European counterparts.

Marc Zahn, Head of Marketing and
Sales at SWX / virt-x, pointed out similar
regulatory restrictions in the UK, where
structured products fall under the juris-
diction of lottery laws, harkening back
to the early roots of options, which were
traditionally considered gambling (and

comer, Peter M. Bennett Principal of
Capital Markets Business at HCL
Technologies. He is the relatively unsung
father of the information, trading and
data exchange systems that facilitated
the London Stock ExchangeOs Obig
bangO, in addition to being a founder of
what today is virt-x.

Mr. Bennett shared insight, backed by
hard figures, into industryOs true unseen

The Europeans were present in force in are still seen as such in some quarters gorilla, the inherent instability of the
the morning®s second panel discussion,today).

which covered the topic of structured
products. Moderator Dr. Heinz R. Kubli ,

Principal at Fundabilis GmbH, gave a
brief presentation introducing the world

of structured products, a convenient
label covering a wide variety of products
that are selected according to market
expectation and risk adversity.

Dr. Sharon Brown-Hruska, another
former US regulator recently gone over
to the private sector, now Vice President
of NERA Economic Consulting, ex-
plained the regulatory morass to which
structured products have been subjected
in the US, which along the Enron deba-
cle, go a long way towards explaining

In contrast, the continental European
structured product market is relatively
unfettered and thriving with products
numbering in the hundreds of thousands.
As Christoph Hartgens, CEO of
Tradejet, pointed out, European cus-
tomers are spoiled for choice, take a
market view and simply want to make
money, and are in turn fueling rampant
market growth in Europe, which is esti-
mated to reach an impressive 260 billion
Swiss francs in turnover in 2006.

Capital markets B What next?

market resulting from positive feedback,
which has the potential to bring down
the very systems that form the backbone
of the industry. Among the potential cat-
alysts for such positive feedback he men-
tioned were panic selling in overpriced
markets (bubbles), credit derivatives
dynamic hedging (domino effect), bench-
mark tracking strategies and market
microstructures.

Credit Derivatives

The next panel naturally flowed from
this key note speech, a discussion of
credit derivatives themselves. While per-

FridayOs afternoon session began with ahaps moderator Prof. Brian Scott-
key note speech by BYrgenstock new- Quinn, Chairman of the ICMA Centre at

Bond girls taking care of Steve Mitchell, CEO Detica E
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the University of Reading, UK, thought

to spark to a slugfest with a panel com-

prised in equal parts of dealers and
exchanges on both sides of the credit
derivatives listing issue, in fact, the panel
turned out to be more of a love fest.

Richard Stuart-Reckling,  Vice
President at Morgan Stanley, led off by
stating that a move to exchange-listed
credit derivatives, which are currently
traded OTC, would potentially reduce
operational risk, while improving financ-
ing costs for investors. For him, the bot-
tom line is whether it is economically
more efficient to trade over an exchange
or OTC.

Gary Smith, Managing Director at
ICAP Securities, also seemed surprisingly
ambivalent about the prospect of
exchange trading, stating that anything
that improves the market will ultimately























































































