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Buying a structured product without the flexibility to sell it has
been likened to driving a car without any brakes - if the market
turns against you, or circumstances change, you can be left
speeding downhill with little control.

The London Stock Exchange's
listed structured products
platform seeks to change the
way structured products are
traded by providing a primary
and a secondary market for both
bespoke and standardised
instruments, giving investors
the option of applying the
brakes at any time - or even
changing vehicles.

The platform combines the
flexibility of the OTC market with
the transparency of an
on-exchange platform. Listed
structured products are issued
and marketed directly by
investment banks, which have
utmost flexibility in terms of the
underlying instrument and

structure of the product. The
relative ease of issuing listed
structured products means they
can be brought to market within
48 hours and the minimum size
required for a bespoke product is
comparatively low.

Added to this flexibility is the
continuous two-way pricing which
issuers provide via the London
Stock Exchange, providing
transparent pricing and enabling
advisors to mark-to-market at
any time.

There are virtually no restrictions
on the types of structured
products that the issuing banks
can create, and investors have the
freedom to choose the type of
underlying, the expiry profile and

risk structure. Additionally, the
instruments are very efficient
in terms of pricing - issuing banks
compete directly on price and
without a distributor acting as
intermediary, there are no
embedded fees and marketing
costs are minimal.

Already we have seen several
structures based on many
underlyings, some of which are
detailed in the following pages.
For further information,
contact Oliver Hesketh at the
London Stock Exchange:
ohesketh@londonstockexchange.com,
or one of the issuing banks directly.

Tax
The structure of a product is flexible, so can
often be constructed to achieve particular
objectives. Please contact the issuing
banks directly to discuss applicable tax
regimes (see opposite).

Structured products are generally eligible
for inclusion in SIPPs and, depending on
structure, may be eligible for ISAs. Please
contact the issuing banks directly for
specific information.

There is no stamp-duty or SDRT payable on
structured products which are cash-settled.

DrKW

Goldman Sachs

SG

UBM

Contact name

Shahzad Sadique

Mark Valentine

David Lake

Francesca Bosi

Contact number

020 7475 6344

020 7774 1551

020 7762 5021

+39 02 8862 8079

Email

shahzad.sadique@drkw.com

mark.valentine@gs.com

david.lake@sgcib.com

francesca.bosi@ubm.unicredit.it

Regulation
Listed structured products are securitised
derivatives which are treated as derivatives
for the purpose of Conduct of Business.

A firm distributing these products must give
a two-way risk warning, in the form of a
generic warrants/derivatives warning notice,
a tailored risk warning or a copy of the
listing particulars (available on the London
Stock Exchange website,
www.londonstockexchange.com/structured
products).

“ The platform combines
flexibility and transparency”

Issuing Banks
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Trackers give investors a cost efficient means to trade
an asset (such as a currency or commodity) or to
diversify their exposure across an index. As with all
securitised derivatives, trackers are stamp duty free.

These instruments are typically long-dated or indeed
undated with an indefinite lifespan.

A tracker replicates the performance of an underlying asset
directly, with no leverage. In technical terms, this is a zero strike
Call, but in reality, it is very much like holding the underlying
asset directly. 
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Example
Tracker

Issuer: ABC Bank

Issue date: March 2005

Expiry date: March 2011

Underlying asset: S&P 500 (current index level 1150)

Conversion ratio: 100:1

Strike: 0

Style: European

Exchange rate: £1:$1.85

Issue price: 622p

Below is a further example - this time the underlying
is the S&P 500 index. Trackers are not limited to
equity indices, and in fact can be issued on any
underlying asset, however this is a useful example
because of the currency risk.
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Example
Quanto Composite

Gold spot price at listing $4.00 $4.00

Exchange rate at listing $1.75

Tracker listing price 400p 229p

Gold spot price at expiry $4.50 $4.50

Exchange rate at expiry $1.88

Tracker price at expiry 450p = 450/1.88

= 239p

Tracker price = index/conversion ratio
exchange rate

= 1150/100/1.85

= 622p

When investing in trackers based on an underlying
denominated in a foreign currency, investors may or
may not be exposing themselves to exchange rate
fluctuations. Some trackers incorporate a quanto
feature which ensures the tracker is constantly fully
hedged for currency risk. There is no currency
conversion for quanto products at listing or expiry
(see example below for a tracker based on Gold
spot price). The cost of hedging varies and is built
into the price of the instrument. Composite trackers,
on the other hand, are unhedged and exposed to
currency risk.

As can be seen from Fig 1, the tracker replicates the
index without leverage. In this case, should the FTSE
100 fall 500 points, the tracker will lose 50p in value
and should the FTSE 100 rise 500 points, the tracker
will gain 50p in value.

Although no dividend is paid out, any income streams
are built into the capital value of the tracker over its
lifetime. However, the precise terms should be
checked with the issuer.

FIG 1

FIG 2

In this example, the underlying index is priced in a
foreign currency, in this case dollars, and this needs
to be taken into account:

Example
Tracker     

Issuer: ABC Bank 

Issue date: February 2005

Expiry date: Undated

Underlying asset: FTSE 100 (current index level 5000)

Conversion ratio: 1000:1 (1000 tracker per index unit)

Strike: 0

Exercise style: European

Tracker priced at: 500p
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At maturity

On expiry, the holder of the accelerated tracker has
the right to:                                                       

1.  If the final underlying asset price
is greater than or equal to the initial
underlying asset price:

Initial price + (initial price x  [participation
level x change in underlying])

2.  Otherwise:

Initial price + (initial price x change in underlying)

This means that should the index have risen 10% in
value at maturity, then the investor will receive
a 21% profit.

In this case, £121 in cash
(100 + (100 x [210% x 10%])). 

The investor does not have to worry about the
currency risk associated with the underlying asset
being priced in Yen as this product is Quanto and
currency risk is hedged out on the investors’ behalf
by the issuing bank.

Despite the accelerated upside, the investor faces
no additional downside risk (excluding foregoing
any income). Should the index have fallen 10% at
maturity, the investor will realise a loss of -10%.

Accelerated Trackers are growth orientated structured products.
These instruments give additional upside performance whilst
maintaining a 1:1 relationship on the downside in return for
surrendering income streams related to the underlying asset.

Example
Accelerated Tracker

Issuer: ABC Bank

Issue date: March 2005

Expiry date: March 2006

Participation: 210%

Underlying asset: TOPIX Index

Underlying price: 1195.45

Instrument price: £100, Quanto

In the example above, the two dotted lines represent
the pay-out profiles of the plain tracker and at-the-
money Call option which form the components. The
solid line represents the profit and loss profile of the
accelerated tracker.

6

FIG 3
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Reverse trackers are very similar to standard trackers but have an
inverse relationship with the underlying asset – should the price of
the underlying asset fall, the price of the reverse tracker will rise. 
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Figure 4 shows the inverse relationship the reverse
tracker has with the price of Lloyds TSB plc - if the
share price falls 10p, then the reverse tracker price
would rise 10p and vice versa.

The price is simply calculated as follows:

Price = strike - underlying
= 800 - 475
= 325p

In effect, this is a Put option, but so deeply in-the-
money as to have a linear price relationship with the
underlying. However, should the underlying asset
price increase dramatically towards the strike, the
linear relationship will break down and the instrument
will increasingly take on the characteristics of a
standard Put option.

As with all trackers, no dividends are paid, but any
income streams are built into the capital value of the
tracker over its lifetime - check the pricing
supplement for details specific to each product.

Example
Reverse Tracker

Issuer: ABC Bank

Issue date: February 2005

Expiry date: February 2010

Underlying asset: Lloyd’s TSB plc (current Lloyd’s price 475p)

Conversion ratio: 1:1

Strike: 800p

Exercise style: European

Issue price: 325p

FIG 4
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These instruments have slightly more complex structures which
are comparable to fixed term life products or insurance bonds. 
However, they are continuously priced throughout their lifetime
and investors do not face early redemption penalties.

Example
Bonus Tracker

Issuer: ABC Bank

Issue date: Jan 2005

Expiry date: Jan 2010

Bonus Level: 6000

Barrier Level: 3000

Underlying asset: FTSE 100

Conversion ratio: 1000:1

Issue price: 500p

5000
FTSE index value
(GBP)

50003000 7000

Profit
300

200

100

0

-100

-200

-300
Loss

Profit and loss
at expiry (GBX)
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In addition, bonus trackers can be issued as much
shorter-dated instruments where required.

A bonus tracker is a combination product
incorporating:
- a zero strike Call (or standard tracker)
- a barrier option (down-and-out Put)

The standard tracker simply replicates the
performance of an underlying with no leverage,
and expires at the value of the instrument or index it
is tracking.

A down-and-out Put is a type of option called a
barrier option which ceases to exist when the
underlying asset reaches a predetermined level
(in our next example, 3000) and is therefore cheaper
than a standard option.

Opposite is an example of a FTSE 100 bonus tracker
with a bonus level of 6000 (which translates to 600p
due to the conversion ratio of 1000:1) and a barrier
level of 3000. This product is the combination of a
zero strike Call (or tracker) and a Put option with a
strike of 6000 and a knock-out level of 3000.

This means that should the FTSE 100 fall below 3000
at any point during the five year life of this product,
the Put component will ‘knock-out’ leaving the
product as a simple tracker. However, if the FTSE
100 doesn’t fall below the barrier level of 3000, the
Put option will remain, guaranteeing a minimum
payout level of 6000 (i.e. 600p) at expiry regardless
of where the FTSE 100 index is at expiry.

At maturity
On expiry the FTSE 100 index closes at 4000 having
never fallen below 3000 during the five year lifespan
of the product. The zero strike Call (or tracker) has a
value of 400p while the Put has a value of 200p
(strike price - final index level) giving a total return
of 600p.

If, on the other hand, the FTSE 100 had fallen below
3000 at any point during its lifetime, the Put option
would have ‘knocked out’ and the total return would
simply be that of the zero strike Call (or plain tracker)
of 400p.

Should the closing level of the FTSE 100 be above
6000 at expiry (e.g.7050), the total return would be
that of the zero strike Call (or tracker) of 705p. This
is the case even if the barrier level has previously
been hit.

FIG 5
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A discount tracker is a combination product
incorporating:
- a zero strike Call (or tracker)
- writing a Call option

The tracker simply replicates the performance of an
index, with no leverage, and will simply expire at the
value of the index or underlying it is tracking.

This is akin to covered call writing where the options
writing income translates to a discount on the
underlying asset. Selling the Call option means that
the investor benefits from the premium, hence the
discount. Upside is capped however, as any rise in
value of the underlying asset above the strike price is
cancelled out by the liability created in selling the Call
option (Call option strike price = cap level).

At maturity
Should the value of M&S increase by 25% to 500p,
the discount tracker would reach the cap limit of
430p (a 19.4% rise in value).

Should the value of M&S increase by 7% to 428p,
the value of the discount tracker will be 428p (an
18.9% rise in value).

Should the value of M&S fall by 20% to 320p, the
value of the discount tracker would also fall to 320p
(but because of the discount purchase price, this
would represent only an 11.1% fall in value).

In short, additional downside protection is purchased
at the expense of limiting upside exposure above a
certain level. As with all trackers, no income is paid
out but, according to the terms of each product, is
built into the capital value.

Discount trackers also have the unusual
characteristic of appreciating in value as time passes,
all other factors remaining constant. Should the
underlying asset remain static over the lifetime of the
discount tracker (i.e. a 0% return), the discount
tracker will expire, in the example above, with a 10%
gain for the investor.

Discount trackers allow investors to buy into the performance of
an asset at a discount to the actual underlying price. However,
the potential gain is limited to a pre-defined level (the cap level).

300 400 500 600

Profit
150

100

50

0

-50

-100

-150
Loss

Profit and loss
at expiry (GBX)

360p Discount tracker
- price at launch

400p Marks & Spencer
- price at launch

Example
Discount Tracker

Issuer: ABC Bank

Issue date: February 2005

Expiry date: February 2006

Cap: 430p

Underlying asset: Marks & Spencer (M&S)

Conversion ratio: 1

Underlying price: 400p

Product price: 360p (10% discount)

In the example above, the two dotted lines represent
the profit and loss expiry profiles of the tracker and
the short Call option. The solid line represents the
profit and loss profile of the discount tracker.

FIG 6
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At maturity
On expiry, the holder of the capital protected
instrument has the right to:

1.  If the final underlying asset price
is greater than or equal to the initial
underlying asset price:

Initial price + (change in underlying/conversion
ratio x participation)

2. Otherwise:

The higher of:
a) Initial price/conversion ratio x protection level
b) Final price/conversion ratio

In this case, regardless of whether the index falls to
zero by the time the product expires, the investor is
guaranteed to receive the initial price of the product
when launched. So a fall of -100% equates to a
0% return.

Should the index rise over four years, then the
investor fully partakes in any capital appreciation.
A 15% rise in the FTSE100 will result in a 15% rise
in the value of the product. However, it should be
remembered that the income attributable to the
underlying asset has been given up in order to
achieve this payout profile.

Capital protected products allow investors to gain exposure to
financial assets whilst protecting the capital invested, in return
for surrendering any income related to the underlying asset.
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As can be seen from the above chart, the investor
faces no downside risk over the three year lifetime
of the product but takes part in 100% of any
upside performance.

This achieved by purchasing a zero coupon bond and
using the discount from nominal value to invest in a
Call option. The zero coupon bond matures at par,
thereby guaranteeing the investor’s capital, whilst the
Call option maintains the upside exposure required.

The degree to which there is participation in the
performance of the financial asset and protection
over capital invested vary from product to product.
This will largely depend on the maturity profile,
forward interest rates plus the yield and volatility
of the underling asset (ignoring any FX
considerations).

Example
Capital Protected

Issuer: ABC Bank

Issue date: March 2005

Expiry date: March 2008

Participation: 100%

Protection level: 100%

Underlying asset: FTSE 100

Underlying price: 5000

Conversion ratio: 1000:1

Instrument price: 500p

FIG 7
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Terms can vary
from issuer to issuer
Despite trading on exchange,
these are not standardised,
exchange defined contracts. The
specifications of each product are
at the discretion of the issuing
bank and it is incumbent on the
investor to check the details
before trading. Term sheets are
published and easily accessible for
all issues.

Currency risk management
There will be an inherent currency
risk in structured products where
the underlying is denominated in
a foreign currency. This may be an
overseas equity index or dollar
exposure through a commodity
product. Certain products contain
an in built dynamic currency hedge,
thereby eliminating this risk. Such
products are termed Quanto.

Automatic exercise
It is a key feature of this market
that should a product be held to
expiry, no special instructions are
required to exercise. Any monies
due to the investor will be
automatically credited through
CREST back to the broker.

1716

This brochure is intended to give examples
of some of the key types of structured
products throughout Europe and the UK -
it is certainly not an exhaustive list of all
structures available. Although product
profiles can vary substantially, there are a
few key factors investors should be aware
of when looking to invest in listed
structured products.

Key points
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Conclusion
Structured products, listed and traded
on the London Stock Exchange, represent
the latest innovation in this rapidly
growing asset class. They carry a number
of features that make them an
attractive proposition:

Flexibility
This is a bespoke market where
issuers will liaise with client in
producing tailored products as well
as proposing interesting trading
ideas through issuance. The ease
with which securitised derivatives
issuance takes place means that
there can be as little as 48 hours
between conception and issuance
of some products.

Access & liquidity
All those who currently access UK
equity markets automatically have
access to the London Stock
Exchange structured products
platform. It is a single access point
offering electronic and telephone
execution, no central counterparty
and T+3 CREST settlement. All
issuers are obliged to maintain
continuous prices throughout the
lifetime of the products and
adhere to standard market maker
obligations (minimum size,
maximum spread).

Diversity & Competitiveness
The platform already has four
providers with more in the
pipeline. All issuers are major
investment banks with a global
reach allowing them to access a
huge variety of assets and price
products competitively. All have
significant pan-European
experience in issuing such
products despite the relative youth
of the UK securitised derivatives
market. The single platform means
that those looking for bespoke
product can easily put it out to
tender and compare products
and prices.

Information provision
Not only are real time prices
disseminated by the London Stock
Exchange, but a dedicated section
of the website carries details of all
products and issuers.

Information:
www.londonstockexchange.com/structuredproducts

Enquiries:
structuredproducts@londonstockexchange.com
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Accelerated tracker
An instrument which tracks an
underlying asset, providing geared
upside exposure with only 1:1
downside exposure (from the
initial price of the underlying).
The additional upside is offered
in return for surrendering
income streams.

Barrier level
This is the underlying price/level
which, if breached, will cause a
barrier option to ‘knock out’
(cease to exist) or ‘knock in’
(come into existence).

Barrier option
This is a generic term applied to
any type of option that
incorporates a barrier level, i.e. an
underlying price which, if reached,
causes the option to ‘knock out’
and expire worthless immediately
or ‘knock in’ (come into
existence).

Bonus level
Represents the amount that an
investor is guaranteed to receive
should the specific terms of a
particular financial instrument
be met.

Bonus tracker
A financial instrument that directly
tracks the price of the underlying
asset, though guarantees a certain
payout on expiry should the
underlying asset price stay within
a certain range. As a result, these
are often known as range traders
(see page 10).

Cap level
The cap level represents the
maximum price achievable with a
discount certificate. Potential
upside exposure is sacrificed in
favour of the ability to purchase
the underlying asset at a discount
to the market price.

Capital protected
An instrument which tracks an
underlying asset at a fixed
participation rate, whilst protecting
the capital invested at a set
percentage.

Composite
A composite instrument is
unhedged for currency risk (see
page 5).

Conversion ratio/parity
This ratio indicates the number
of warrants that must be held and
exercised in buying or selling a
single unit of the asset, e.g.
one share.

Glossary
Discount tracker
A financial instrument that gives
direct exposure to an underlying
asset at a discount to market
value but with limited upside
exposure (see page 12).

Down-and-out Put
A type of barrier option. This Put
option will automatically cease to
exist should a pre-defined price
level below the existing price level
be reached in the underlying
asset.

Exercise
The process of using the right to
buy or sell the underlying at the
specified price.

Exercise/Redemption value
This is the value on exercise,
whether it be early, automatic or
on expiry, of any financial
instrument.

Hedge
A hedge is typically accomplished
by making offsetting transactions
that will largely eliminate one or
more types of risk.

In-the-Money (ITM)
For a Call option, this is where the
strike price is less than the price
of the underlying. For a Put option,
this is where the strike price is
greater than the price of the
underlying.

Knock out/in
This term is used to describe the
action of any financial instrument
that, when the underlying price
reaches a pre-defined level,
automatically expires/comes into
existence. In the case of expiry,
the terms of the instrument can
vary such that it can expire
worthless or with some
redemption value.

Leverage(d)
Term used to indicate that the
percentage price movements
are greater in a financial
instrument versus those of the
underlying asset.

Long
A long position is when someone
buys (holds) a warrant or holds the
underlying asset. Contrasts with
short position.

Margin
The amount of cash that must be
held on account to cover positions
when trading other types of
derivatives such as spread bets
or CFDs.

Quanto
An instrument described as
‘quanto’ incorporates a feature
which ensures the tracker is fully
hedged for currency risk (see
page 5).

Reverse tracker
A financial instrument that has a
direct but inverse relationship with
the underlying asset price. Also
known as bear certificate (see
page 8).

Short
A term used to describe a position
which involves the sale of an
asset without first holding the
underlying asset. Contrasts with
long position.

Stop loss
The price level of an underlying
asset at which automatic exercise
of a financial instrument will occur,
thereby closing out the position.

Strike price
The price at which the investor
may buy or sell the underlying
during (if American style) or at the
end (if European style) of the
expiry period. Also referred to as
‘expiry price and exercise price’. It
is normally fixed when the product
is issued.

Tracker
A financial instrument that directly
tracks the price of the underlying
asset.

Can also be referred to as bull or
benchmark certificates (see page 4).

Underlying
The asset on which the product is
based and from which it derives its
value. The underlying may be a
security (such as shares), a share
index (e.g. FTSE 100), a
commodity or a currency. Some
products are based on a ‘basket’
of underlyings, which gives an
investor exposure to the
performance of more than one
security.
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Trackers and other structured products are not suitable for all investors and you should not deal in
them unless you understand their nature and the extent of your exposure to risk. Since this disclaimer
cannot cover all the risks and other significant aspects of these products, you should consult an
appropriately qualified financial advisor if you are in any doubt. Information in this document is
provided for information only on an “AS IS” basis. It does not constitute professional, financial or
investment advice and must not be used as a basis for making investment decisions and is in no way
intended, directly or indirectly, as an attempt to market or sell any type of financial instrument.
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