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Metropolitano de Lisboa Executive Summary

* As mentioned during the previous conference calls, the aim of the document is to analyse the mark-
to-market and the projected cash-flows sensitivities across different interest rate scenarios and
interest rate curves of the derivative portfolio (the “Portfolio”) of Metropolitano de Lisboa

— The first section will focus on the Portfolio sensitivities

— The second one will analyse 5 transactions (the “Selected Trades”) that are more relevant in the
current valuation of the Portfolio

*  With this analysis we aim to provide you with a good understanding of the main risk exposure in the
Portfolio and concentrate on the positions that stand out from a risk exposure point of view

*  The outcome will highlight an overall “short” position with respect to the outright level of interest rates
and a potentially significant negative convexity

*  Wefeel that the overall Portfolio risk is material and hope that this analysis could be used in order to
facilitate a discussion about a risk reducing process
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Metropolitano de Lisboa PO rtfol io Descri ptio N 1

*  The Portfolio is composed of 72 over-the-counter positions characterised by different maturities,

notional, leverage and a variety of risk factors including multicurrency interest rates (EUR, USD,
GBP and JPY) and EUR Inflation

*  For clarification purposes we have grouped the transactions into 6 different categories:
- Vanilla: vanilla fix/float swaps and unleveraged caps/floors
— Steepener: linked to outright Constant Maturity Swaps (“*CMS”) or CMS Steepeners
— Leveraged Steepener: as above but with an explicit leverage on the payoff

— Path Dependent: trades with a “memory” feature with coupons linked to the previous ones

— Implied Volatility: trades with a payoff linked to the implied interest rate volatility

— Index Linked: trades linked to a proprietary algorithmic strategy

*  As mentioned during our various communications, it was not possible to model the trades in the last

category given the proprietary nature of the algorithmic strategy. These trades represent a significant
proportion of the portfolio ([22.3]'% of current notional)

In reviewing this information, please refer to
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Metropolitano de Lisboa PO rthI io Descri ption 1

*  The table below summarises the number of trades per category and the indicative performance
attribution to the negative mark-to-market of the Portfolio

Portfolio Performance Allocation

Category Percentage of Losses Number of Trades
Vanilla [11]1% 24
Steepener [111% 9
Lev Steepener [5]% 4
Path Dependent [62]% 18
Implied Volatility [111% 3
Index Linked [NA]% 14

* Additionally, some transactions include rating or government-ownership mandatory break clauses.
Indicatively the mark-to-market of these positions corresponds to [35.7]% of the mark-to-market of
the Portfolio. These features add additional liquidity risks as Metropolitano de Lisboa could be forced
to unwind the trades at market

In reviewing this information, please refer to
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Metropolitano de Lisboa

We have split the sensitivities
of the Portfolio across different
swap curves (EUR, USD, GBP
and JPY). The chart shows the
estimated changes of the mark-
to-market of the Portfolio for
different parallel shift scenarios:

- A sell offin EUR, USD and
GBP swap market rates will
improve the current negative
mark-to-market whereas a
further market rally (or a
prolonged low rate scenario)
will hamper the value of the
Portfolio

— The JPY sensitivity is
significantly lower and
opposite with respect to the 3
other analysed market rates

The Portfolio is furthermore
characterised by a negative
convexity due to the amount of
optionality sold
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PORTFOLIO SCENARIO ANALYSIS

Mark-to-Market Sensitivities’

Portfolio Mark-to-Market Variation under Parallel Shifts
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Notes
1. As of 15 September 2010. Please note sensitivities are dynamic and subiect to market chanaes
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F- PORTFOLIO SCENARIO ANALYSIS

Metropolitano de Lisboa Cash_FIOW Projections1

Portfolio Discounted Cash-Flow Projections under Interest Rate Scenarios

EUR Millions
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PORTFOLIO SCENARIO ANALYSIS

Conclusions’

* The Sell-Off Scenario (plus [50]bps parallel shift) implies an annual discounted expected net negative
cash-flow equal to EUR [33.5]MM. Even an extraordinary +[175]bps instantaneous sell-off across all
curves would improve the annual expected net negative cash-flow only to minus [26.5]MM

* The Portfolio is furthermore characterised by a significant negative convexity: across all analysed
scenarios for a given rally in the interest market and an equivalent sell-off, the change in the mark-to-
market will be greater in the negative scenario

* The considered worst-case scenario (Japanese Scenario), exhibits a total expected discounted
negative net annual cash-flow of EUR [70.7IMM

* The current state of the Portfolio, including the potential for further downside, suggests it may be
prudent to consider a strategic de-risking

Notes 1N
1. As of 15 September 2010. Please note sensitivities are dynamic and subiect to market rhannac
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SELECTED TRADES SCENARIO ANALYSIS

Introduction

*  We have then repeated the same analysis on a selection of 5 different transactions (the “Selected

Trades”).
Selected Trades'
C’party Current Notional Description Indicative mid MtM
Path Dependent (“PD") on :

Santander EUR 25MM Euribor 2% Floors / 6% Caps EUR -[190]MM
PD on USD Libor 1.50%

Santander EUR 92MM Floors and 8% Caps EUR -[56]MM
PD on USD Libor 1.50%

Santander EUR 100MM Floors and 8% Caps EUR {1563]MM

Barclays EUR1sMm D Oon10yEURand 10y GBP ¢\ 1yoy

Differential
PD on 10y GBP and 3m JPY
J.P. Morgan EUR 170MM Libor Differential EUR -[70]MM

*  We have considered these positions due to (i) the very leveraged nature caused by the path-
dependency feature and (ii) the fact that the bulk of the risk lies in these 5 transactions

*  For each of these we looked at:
— (i) the sensitivities across swap curves
—  (ii) the expected annual cash-flows

Notes
1 As of 15 September 2010. Please note sensitivities are dynamic and subject to market changes 1 2
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Metropolitano de Lisboa

The charts show the change in
mark-to-market of (i) the
Portfolio (blue line) and (ii) the
Selected Trades (red line)
under different interest rate
scenarios (paralle! shifts) and
across the 4 main interest rate
curves (EUR, USD, GBP and
JPY)

The Selected Trades represent
a relevant proportion of the
total risk of the Portfolio

— Without these trades the
Portfolio sensitivity to USD,
GBP, and JPY curves would
be significantly reduced
(green lines)
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SELECTED TRADES SCENARIO ANALYSIS

Mark-to-Market Analysis’

Parallel Shifts of EUR Curve
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Notes
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SELECTED TRADES SCENARIO ANALYSIS

Conclusion?

* In the Base Scenario the sum of the annual expected net cash-flow of the Selected Trades is equal to
EUR [-36.7]MM (i.e. [52]% of the Portfolio). In the worst case the sum is equal to [72.8]MM (i.e. [59]%
of the Portfolio)

* The risk of the Portfolio is very concentrated on these 5 trades. It is very important that these are
constantly monitored due to the high sensitivity to interest rate dynamics aggravated by the path-
dependency feature

Notes 1 4

1 As of September, 15, 2010
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* The chart shows the average of
the discounted net cash-flows of
the transaction with maturity in
June 2022 (blue bars — Base
Scenario)

We have then calculated the
indicative outflows in 3 additional
interest rate scenarios (Rally,
Sell-Off and Japanese — Please
refer to the Appendix A for details
of the relevant swap curves)

The average of the annual
discounted net cash-flows are:

- Base Scenario: [-14.6]MM

- Rally Scenario: [-20.1]MM

- Sell-Off Scenario: [-10.9]MM
— Japanese Scenario: [-35.3]MM
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SELECTED TRADES SCENARIO ANALYSIS

Example: Trade1 Projected Coupons®

Santander — June 2022 - Euribor Linked Transaction

Expected Discounted Cash-Flows across Different Maturities
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Notes
1. As of 15 September 2010, Please note sensitivities are dynamic and subject to market chanaes
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F- STRATEGIC DE-RISKING PLAN OUTLINE

Metropolitano de Lisboa Executive Summary

*  We group the existing Portfolio in three categories according to characteristics such as leverage,
negative mark-to-market impact, etc.:

— the first contains the most levered/structured transactions with significant negative mark-to-market
impact;

— the second contains less levered/structured transactions, but still carries significant market risk:
- the third contains positions which are low/non-levered

*  We suggest a preliminary de-risking strategy for each one of the categories above, trying to
minimise the associated transaction costs as well as the impact that unwinding some of the trades
may have in a market of limited liquidity and depth. Please note that transactions in Category 3 are
generally straightforward interest rate hedges (in most cases) and as such Metro may decide to
keep in place rather than unwind

*  Anoversight of the whole unwind process, which Morgan Stanley can provide, is essential in order
to minimise the Credit and Funding costs that the various counterparties will incur and therefore
charge

*  Metro and the State of Portugal may also want to appoint IGCP as an independent third party to
work together with Morgan Stanley during the pricing and unwind process given the Agency'’s
extensive derivatives expertise

*  We note that the 14 Index linked transactions currently in the Portfolio will have to be unwound
directly with the original counterparties as they are based on proprietary models which are not
publicly available

In reviewing this information, please refer to
the important qualifications set forth in the
Important Information Pages

Morgan Stanley 17
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STRATEGIC DE-RISKING PLAN OUTLINE

Portfolio Description — Cont'd"

* The table below summarises the number of trades per category and the indicative performance
attribution to the negative mark-to-market of the Portfolio (excluding the Index linked transactions)

Portfolio Performance Allocation

Category Indicative Percentage of Losses Number of Trades
Highly Levered/Structured [771% 39
Less Levered/Structured [12]% 9
Low/Non Levered [11]% 24

* Additionally, some transactions include rating or government-ownership mandatory break clauses.
Indicatively the mark-to-market of these positions corresponds to [35.7]% of the mark-to-market of
the Portfolio. These features add additional fiquidity risks as Metro could be forced to unwind the
trades at market if any of these clauses are breached

Notes
1. Indicative as of 15 September 2010

1R
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* It will be relevant to have a good
understanding of the market
implications of unwinding trades
in this Category

As an example, the indicative
notional amount of floors
required to unwind the first trade
in page 12 is equivalent to EUR
[3]bn, while our rough estimate
of the weekly average market
liquidity for such floors (based in
part on discussions with other
brokers) is only EUR [1]bn

Conducting large transactions in
relatively illiquid markets can be
expected to have a larger
impact on pricing. The lack of
market depth means that
unwinding transactions in this
Category could move the
market, resulting in higher cost
for the unwinds

For that reason, unwinds should
be made in stages over a period
of several weeks

In reviewing this information, please refer to
the important qualifications set forth in the
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STRATEGIC DE-RISKING PLAN OUTLINE

Category 1: Highly Levered/Structured Transactions

* The transactions included in this category make up a very significant proportion of the overall risk of
the Portfolio

* The general characteristics are high leverage, high structural complexity, high notional exposure
aggravated by the path-dependency (memory) feature and high negative valuation

* They are significant in size compared to the current liquidity and depth available in the market and
therefore quite sensitive to even small market moves

*  The outline of the de-risking process for these transactions will look as follows:
Morgan Stanley will indicate where the specific transactions can be unwound
2. Metro will subsequently come back with target unwind levels

Morgan Stanley will, subject to market conditions, take indications of interest to execute the
unwind of each of these transactions at the provided target levels

4. Whenever market conditions permit Morgan Stanley will execute ‘overlay’ swaps for all or part of
the notional of the transactions, i.e. swaps whereby Morgan Stanley pay Metro the structured
coupon of the transaction being unwound and receive a fixed or Euribor plus [Spread] coupon
until the Termination Date of the underlying trade

* The process described effectively unwinds the transaction, i.e. removes the structured coupon that
Metro is currently paying under the original transaction, but in a discreet and controlled way as
required by the highly levered/structured nature of these trades

* Metro should consider prioritising these transactions in the context of the overall de-risking effort
since they represent the bulk of the total risk of the Portfolio

10
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STRATEGIC DE-RISKING PLAN OUTLINE

Category 2: Less Levered/Structured Transactions

* The transactions included in this category are still levered and structured in nature, but do not
possess the high exposures and potential for negative mark-to-market of the previous category

* They are not ‘market moving’ transactions, which effectively means that there are more options with
respect to their unwind

* They could be potentially unwound directly with the original counterparty or through overlay swaps
as explained in the previous category

* Morgan Stanley can help in either executing overlay swaps or provide Metro with additional market
quotations

*  Some of these transactions have valuations which are close to zero, making them good candidates
for immediate unwinds

*  Similar transactions with potentially offsetting risks may exist in this category of trades, which could
make the unwind process more efficient

2n
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STRATEGIC DE-RISKING PLAN OUTLINE

Category 3: Low/Non-Levered Transactions

* The transactions contained in this category are ones that can be unwound in the open market even
through a competitive process, BUT are not key to de-risking/de-leveraging the Portfolio

* These are positions that can be characterised as ‘hedges’ since they are either fixed-to-floating
swaps or simple interest rate caps and floors

* They may even be excluded from the unwinding process as most reduce the interest rate risk of the
underlying fixed rate liabilities

* Afew transactions have positive valuations and may be unwound to offset the losses in some of the
positions in the previous two categories

21
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STRATEGIC DE-RISKING PLAN OUTLINE

©

he Next Steps

Metro and the State need to jointly agree the need for a de-risking/unwind plan for the Portfolio

Morgan Stanley can work with Metro in all stages from designing to executing this plan. Morgan
Stanley has already done substantial analysis on the Portfolio and possesses a wealth of experience
of similar situations

IGCP can be included in the process given their derivatives expertise and as a technical advisor to
the State

We anticipate that a final plan can be put in place within the space of a month after the joint decision
between Metro and the State. Transactions can subsequently begin to be unwound according to the
action plan outlined in the previous pages under the appropriate market conditions

The following slide summarises the timeline for each of the 3 Categories

22



ﬂ STRATEGIC DE-RISKING PLAN OUTLINE

Metropolitano de Lisboa

MS indicates
CATEGORY 1 unwind levels
MS indicates
CATEGORY 2 unwind levels
Metro decides

CATEGORY 3 which (if any)

trades to unwind

1 month
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Metro
comes back
with target levels

Metro
comes back
with target levels

1 month +
few weeks

MS takes indications
of interest to unwind
according to
market conditions

MS or
original counterparty (OC)
takes indications of interest
to unwind according to
market conditions

Metro unwinds
trades (if any)

Overview of the Strategic De-Risking Plan

MS executes
overlay swaps
on partial/full size
as market permits

All of Category1
trades
unwound

MS executes overlay
swaps on partial/full size  All of Category2
as market permits trades
unwound

OC executes
full/partial unwinds

in the open market

Expected conclusion within 6-9 months
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* The charts show the change in
mark-to-market of (i) the
Portfolio (blue line) and (ii)
Category 1 and Category 2
trades (green line) under
different interest rate scenarios
(parallel shifts) and across the
4 main interest rate curves
(EUR, USD, GBP and JPY)

The red line shows the change
in mark-to-market of the
remaining Portfolio after all the
Category 1 and Category 2
trades have been unwound.

* Moves in the GBP and JPY
curves do not impact the
valuations of Category 3 trades
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STRATEGIC DE-RISKING PLAN OUTLINE

Mark-to-Market Analysis’

Indicative Sensitivities after Implementation of the De-risking Plan
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EUR Millions
250

200
150 e
100

50

25 0 25 50 75 100 125 150 175 200 225 250 275 300
Portf. Cat1 & Cat 2 Portf. w/o Cat1 & Cat2

Source Morgan Stanley

Parallel Shifts of GBP Curve
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Parallel Shifts of USD Curve
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1. As of 15 September 2010. Please note sensitivities are dynamic and subiect to market chanaes 24
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* The charts show the interest
rates curves used to compute
the mark-to-market variations
and projected coupons of the
Portfolio and the Selected
Trades

— The Base Scenarios are
shown in blue and represents
the curves as of the 15t
September 2010

— The JPY Base Scenario is
assumed to be the Japanese
Scenarios for EUR, USD and
GBP
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SCENARIO YIELD CURVES AND ASSUMPTIONS

Interest Rates Curve Scenarios’
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F- SCENARIO YIELD CURVES AND ASSUMPTIONS
Metropolitano de Lisboa

Historical Perspective'

Historical and Forward Libor Rates
%
6.0

* The chart shows the historical
behaviour of the 3-Months
Euribor, 3-Months USD Libor
and the 3-Months JPY Libor

5.0

4.0

* Yen money market rates have
been steadily below 1% for
more than a decade 3.0

Implied
Forward

* Euribor and USD Libor

.0
forwards, on the other hand, 4
are currently implying a quick
recovery with rates reaching
2% in 3 years 1.0
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F. SCENARIO YIELD CURVES AND ASSUMPTIONS
Metropolitano de Lisboa

C'party
Credit Suisse

Credit Suisse

Deutsche Bank

Deutsche Bank

Barclays

J.P. Morgan

uBs

UBS

In reviewing this information, please refer to
the important qualifications set forth in the
Important Information Pages

Morgan Stanley

Summary of Assumptions
Maturity Date

22-Jul-24

22-Jul-24

18-Aug-16

18-Aug-16

15-Jun-22

16-Jun-22

15-Sep-21

22-Jul-24

Assumptions Page

Clarifications Related to Confirmations

Notional (EUR MM)
100

100

225

225

15

40

91

100

Description
Constant Mat
Cap Spread

Flippable
Steepener

Range Accrual
Flippable

Range Accrual
Flippable

GBP10y-EUR10y
Path Dependent

2s/10s Path
Dependent

Implied Straddle
Volatility

2s/10s CMS
Steepener

Cathegory
Implied Volatility

Steepener

Vanilla

Vanilla

Path Dependent

Path Dependent

Implied Volatility

Steepener

Assumptions

Cap Spread
Removed

Flip option
cancels all CFs

Not yet flipped
Not yet flipped
Timing mismatch

on fixings

Mistake in the PD
feature
Not unwound yet

Not unwound yet
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F- IMPORTANT INFORMATION

Metropolitano de Lisboa Important |nf0rmation

Not investment advice

Morgan Stanley is not providing investment advice to you. The material described in this presentation should not be considered as investment advice or a
recommendation to enter into any particular transaction. Neither Morgan Stanley nor its affiliates make any representation or warranties as to the likelihood that any
particular hypothetical strategy will achieve the stated goal. Any stated pricing/risk levels are merely indicative and subject to change.

Not accounting, tax or legal advice

Morgan Stanley does not render accounting, tax or legal advice. Please refer to your professional advisors for guidance on these matters. This presentation was
not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S.
federal tax laws. Each taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Not an offer

This presentation has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security, commodity or instrument or
related derivative (hereinafter “instrument”) or to participate in any trading strategy. Any such offer would be made only after a prospective participant had
completed its own independent investigation of the instrument or trading strategy and received all information it required to make its own investment decision,
including, where applicable, a review of any prospectus, prospectus supplement, offering circular or memorandum describing such instrument or trading strategy.
That information would supersede this material and contain information not contained herein and to which prospective participants are referred.

Information

The material described in this presentation has not been audited or independently verified by anyone, including Morgan Stanley. Unless otherwise indicated, these
views (if any) are the author's and may differ from those of the Morgan Stanley fixed income or equity research department or others in the firm. Scenario analyses
contained in this presentation are for illustration purposes only. No representation is made that any results/returns indicated would be achieved or that all
assumptions in achieving these returns have been considered or stated. All information in these materials with respect to any third party entity not affiliated with
Morgan Stanley has been provided by, and is the sole responsibility of, such third party and has not been independently verified by Morgan Stanley or its affiliates

representation or warranty with respect to the accuracy or completeness of this material, nor are we obligated to provide updated information on the instruments
mentioned herein. Further, we disclaim any and all liability relating to this material.

Assumptions

assumptions may have been made for modeling purposes only to simplify the presentation and/or calculation of any projections or estimates, and Morgan Stanley
does not represent that any such assumptions will reflect actual future events or that all assumptions have been considered or stated. Accordingly, there can be no
assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein.
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Metropolitano de Lisboa I m portant I nformation

Conflicts

This material may have been prepared by or in conjunction with Morgan Stanley trading desks that may deal as principal in or own or act as market maker or
liquidity provider for the instruments or issuers mentioned herein and may also seek to advise issuers of or counterparties to such instruments. Morgan Stanley
may also perform or seek to perform investment banking services for the issuers of or counterparties to instruments mentioned herein. Please note that Morgan
Stanley is a full service securities firm engaged in securities trading and brokerage activities, as well as providing investment banking and financial advisory
services.

Client categorisation

This communication is directed in the UK to those persons who are eligible counterparties or professional clients and must not be acted on or relied upon by retail
clients (each as defined in the UK Financial Services Authority’s rules).

Confidential

This information is confidential and is solely for internal use. This material may not be redistributed without the prior written consent of Morgan Stanley. The
trademarks and service marks contained herein are the property of their respective owners. Notwithstanding anything herein to the contrary, Morgan Stanley and
each recipient hereof agree that they (and their employees, representatives, and other agents) may disclose to any and all persons, without limitation of any kind
from the commencement of discussions, the U.S. federal and state income tax treatment and tax structure of any transaction and all materials of any kind (including
opinions or other tax analyses) that are provided to it relating to the tax treatment and tax structure. For this purpose, "tax structure” is limited to facts relevant to
the U.S. federal and state income tax treatment of the transaction and does not include information relating to the identity of the parties, their affiliates, agents or
advisors.

Not research
This communication is not a product of Morgan Stanley's Research Department and should not be regarded as a research report.
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