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Bond Forward

A Whatis it?

» A Bond Forward is an agreement to synthetically create a “short” position on a specific underlying GoC bond, in order to
benefit as yields rise/prices fall (sell high/buy low)

A What happens on the bond issue date?
» At the bond issue date, there are only two possible outcomes:
> Case 1: Bond Forward Yield < Then Prevailing Bond Yield

As the Bond Forward Yield is lower, (thus the price is higher than the benchmark yield at the time), Company will
cover the short GoC position at a lower price than they sold the GoC’s at, resulting in CIBC making a cash settlement
to the Company. The cash settlement is intended to offset the increase in GoC yields for the Company:

Settlement = (Bond Forward Price — Then Prevailing Bond Price) / 100 * Amount Hedged

> Case 2: Bond Forward Yield > Then Prevailing Bond Yield

As the Bond Forward Yield is higher, (thus the price is lower than the benchmark yield at the time), Company will
cover the short GoC position at a higher price than they sold the GoC’s at, resulting in Company making a cash
settlement to CIBC. The cash settlement will effectively fix the underlying benchmark yield for the refinancing at the
Bond Forward yield

Settlement = (Then Prevailing Bond Price — Bond Forward Price) / 100 * Amount Hedged

Advantages Disadvantages

e A direct hedge, exactly mirroring the underlying e The underlying pricing benchmark may change

benchmark risk before issuance
Bond Forward
e Unwind assists in balancing the new issue market by e Subject to conditions in repo markets
offsetting the GoC positions of the investors
e Must be cash settled

e No credit spread protection
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9-Month Bond Forward lllustration

A Company synthetically sells the benchmark bond short; covers short at time of pricing new bond issue

Client enters into a contract
to sell bonds at date T+9
month

On the pricing date, client buys
bonds to determine the settlement
amount and closes out the
contract

0O T+3

CIBC

\

To determine forward price
and alleviate price risk, CIBC
sells bonds for T+3
settlement

To settle spot transaction CIBC
borrows bonds in the repo
market. Repo price
determines forward price

+9 month

CIBC buys bonds in spot market
to sell to client and determines
cash settlement for client
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Current arrangements:

Entity A |

Entity B |

Entity C |

\z

3 equal hedges with the same details are
executed for each of the entities under the
current structure.

» Example: Each entity enters into an
agreement to sell $33.33MM of 3.5%
Canada 2045 bond on the forward
date (in 9 month) at $124.133.

Forming new entity:

Entity A

Entity B New Entity

Entity C

Hedges will be combined and assigned to a new
entity once its formed.

» After assigning bond forwards, new entity has
1 hedge for the total of $100MM. Assignment
will be completed before the settlement date,
such that any MTM will be now transferred to
a new entity. No cash payments will take
place at the time of assignment.

> Hedge credit facility for the new entity will be
required before the assignment.
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10-year GOC
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Underlying Government of Canada Benchmark Bond Yields

>

CIBC expects the 10-year GoC bond to rise from its current yield of 1.64% to 2.15% by Q216 and to 2.65% by Q416
Current forecasts from Canadian banks all point to rising term rates over the next several quarters

CIBC Government of Canada Bond Forecast

Bond Sept. 2015 Dec. 2015  Mar. 2016  June 2016
Term
10 Year 1.90% 2.10% 2.00% 2.15%
30 Year 2.50% 2.60% 2.50% 2.65%
Canadian Yield Curve
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A Rate sensitivity and MTM calculation:

9-month Forward Rate at Settlement MTM on Apr 10,

Spot Rate Premium (apr 10, 2016) ") 3016(5MM)
(Caﬁt ?:%%Zp;'g;‘ sy | 2:28% 8.3 bps 2.363% 124.133
(sztg Eliosse) 2.53% 120.141 3.992
Féfggsb';asl)l 2.03% 132.618 -8.485

A A bond forward is a very flexible tool which allows for a perfect alignment of the rate hedge and bond issuance. Bond forwards
can be extended or settled prior to the original settlement date. There will be no cash flow at the time of the bond forward
amendment.

> When a bond forward is extended: New settlement rate will include original settlement rate and additional forward
premium for the extra time.

MTM on July 10,
2016 (SMM)

Locked in Rate for 3-mth Estimated Rate at Settlement .
Price ($)

Apr 10, 2016 Forward Premium (July 10, 2016)

At inception
(Can 3.5%p12/45) 2.363% 8.5 bps™ 2 398% 123149
(nges ng:) 2.53% 120.027 3.121
szl;gsbiil)l 2.03% 132.418 -9.270

> When a bond forward is settled prior to the original date: New settlement rate will include original settlement rate plus
the “rebate for the unused time” on the original hedge.
Locked in Rate for Sl [ESAMETEE Rate at Settlement

Forward Premium
Apr 10, 2016 Rebate (Jan 10, 2016)

MTM on Jan 10,
2016 (SMM)

Price ($)

(Caﬁt?jg%ip?;’;' o 2.363% 3.5 bps* 2.328% 125.137
o5 Do) 2.53% 120.254 4.883
Fé‘f‘;;sbii')' 2.03% 132.818 -7.681
CIBC *The estimated forward premium adjustment has been calculated using current short term rates. The actual forward premium adjustment will I 7

/ be determined using short term rates at the time of the bond forward amendment. A funding charge or benefit might be applicable.
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World Markets Inc. affiliates in other jurisdictions in compliance with local rules and regulations (collectively, "CIBC World Markets Inc.™). This publication is provided for general
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reliable, however, CIBC World Markets Inc. does not represent or warrant the completeness or accuracy of any such information, opinions and statistical data. Any opinions, estimates
and projections contained herein are subject to change without notice, and are provided by CIBC World Markets Inc. in good faith but with no legal responsibility or liability whatsoever.

Changes in assumptions may have a material impact on any returns detailed. The securities and other investments listed reflect indicative terms only and may change in price and yield
and market conditions.

The securities and investments mentioned in this publication may not be suitable for all types of investors. This publication does not take into account the investment objectives,
financial situation or specific needs of any recipient or particular client of CIBC World Markets Inc.. Recipients should consider this publication as only a single factor in making an
investment decision and should not rely solely on investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and
risks of investments. Nothing in this publication constitutes legal, accounting or tax advice, and recipients should independently evaluate the financial, market, legal, regulatory, credit,
tax and accounting risks and consequences involved, and specific to the recipient's situation, before entering into a transaction.

Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is made regarding the future performance of any security or investment
mentioned in this publication. The price of the securities and other investment mentioned in this publication and the income they produce may fluctuate and/or be adversely affected by
exchange rates, and investors may realize losses on investments in such securities, including the loss of investment principal. CIBC World Markets Inc. accepts no liability for any loss

arising from the use of information contained in this publication, except to the extent that liability may arise under specific statutes or regulations applicable to CIBC World Markets
Inc..

CIBC World Markets Inc. and its affiliates may have an investment banking or other relationship with some or all of the issuers mentioned herein and may trade in any of the securities
and investments mentioned herein either for their own account or the accounts of their customers. CIBC World Markets Inc. and its affiliates may at any time deal as principal in or
have a long or short position in any security or investment mentioned herein, or any option, future or other derivative based thereon. Any products or services mentioned herein are

made available only in accordance with local legal and regulatory requirements. As a result, the securities and investments discussed herein may not be eligible for sale in some
jurisdictions.

CIBC World Markets Inc., and CIBC World Markets plc are wholly owned subsidiaries of Canadian Imperial Bank of Commerce, ("CIBC"), but each is solely responsible for its
contractual obligations and commitments. Any securities products offered or recommended to or purchased or sold in any client accounts (i) will not be insured by the Federal Deposit
Insurance Corporation, the Canada Deposit Insurance Corporation or other similar deposit insurance, (ii) will not be deposits or other obligations of CIBC, (iii) will not be endorsed or
guaranteed by CIBC, and (iv) will be subject to investment risks, including possible loss of the principal invested. The CIBC trademark is used under license.

This report may provide addresses of, or contain hyperlinks to, Internet web sites. CIBC World Markets Inc. has not reviewed the linked Internet web site of any third party and takes
no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient's convenience and information, and the content of linked third party web
sites is not in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such hyperlinks do so at their own risk.

permission of CIBC World Markets Inc. is prohibited by law and may result in prosecution.

- -

CIBC © 2015 CIBC World Markets Inc.. All rights reserved. Unauthorized use, distribution, duplication or disclosure without the prior written



