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A6 Understanding and Controlling/Managing Structured Products

Seminar outline (2 ½ days)

DAY ONE

Morning:

Fundamental analysis:

1. Analysing the risk components of banking products:

a) disassembling the risks;

b) measuring the fundamental risks using “back-to-basics” type techniques.

2. Building the risk portfolio:

a) the use of treasury tools to hedge or build risk;

b) risk modelling.

3. Creating the product:

a) using the risk portfolio to create client-friendly investment or hedging products.

4. Exercises.

Afternoon:

Specialised structured products 1:

1. Review of basic market structures for comparison:

a) repurchase agreements;

b) mechanics;

c) documentation.

2. Total Return Swaps (“TRS”):

a) review of the mechanics;

b) with an initial sale as an alternative to repo.

3. Exercises.

DAY TWO

Morning:

Specialised structured products 2:

1. Put/call combinations:

a) review option structure and premia;

b) the put/call parity theorem;

c) initial sale plus put/call combination;

d) box spread.

2. Low exercise priced option (“LEPO”):
a) construction;

b) use for tax efficiency and the effective use of regulatory capital;

c) with initial sale as an alternative to a repurchase agreement.

3. Exercises.

Afternoon:

Specialised structured products 3:

1. Contracts for difference:

a) structure;

b) comparison to TRS;

c) uses.

2. Using structured products over a coupon date:

a) TR swaps, put/call combos, LEPOs, etc., structured and priced to take into account the coupon;
b) accounting considerations;

c) risks:

ii) Counterparty;

iii) market;

iv) delivery;
d) “manufacturing” coupon;
e) legal considerations.

3. Exercises.

DAY THREE

Morning:

Controlling the risk:

1. Management controls:

a) accounting techniques;

b) Value-at-risk (“VAR”) reporting;

c) auditing the risk positions;

d) independent pricing methodologies;

e) stress testing and back testing techniques;

f) assessing the moral and reputational risk of structured finance trading;

g) Enron: what went wrong?
Copyright © 2002 Egan Associates
Copyright © 2002 Egan Associates

[image: image1.wmf][image: image2.wmf]