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MAKING SENSE OF DERIVATIVES

Dangerous weapons or useful tools?

£L Derivatives should be seen as a help
rather than a hindrance in the context OECD ;
of pension portfolio management and Secretariat
trustees and fund managers, rather than

simply ignoring them... 77
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£f Derivatives are financial Warren Buffett
weapons of mass destruction,
EGE@S

carrying dangers that, while now )
latent, are potentially lethal. 7 | Berkshire Hathaway
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WHY ARE DERIVATIVES USED?

Manage Risk

P 5

St
0

S | 4
Ll T T
B
|-
I
|

Take Risk

3

L\

Free Up CaSh LRE

Implement Views Quic

B i

Janus Henderson

INVESTORS



I TYPES OF DERIVATIVES

2 FUTURES
3 . -
4 OPTIONS
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FORWARDS

The original derivative

Fri 18 June, 9:07AM

I'll sell you my wheat, for £100
a tonne in 3 months’ time

Agreed.
I'll buy your wheat for £100 a tonne
~ in 3 months’ time EOsZ. Thx!

€ Wheat Farmer
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WHAT IS A FORWARD?

Sir Buys-a-lot

Sir Sells-a-lot

= Sjr Sells-a-lot has
agreed to deliver
steel in 3 months

«— AGREEMENT —

Sir Sells-a-lot will sell Sir Buys-a-lot
three tonnes of steel for
£300 a tonne in 3 months

= Sir Buys-a-lot has
agreed to take
delivery of the steel

= This party is the in 3-months

Seller = This party is the

Buyer

This agreement is a
No money or steel changes hands now

It is an agreement to do a steel trade at an agreed price on an agreed future trade
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FUTURES

A ‘packaged’ forward
Deposits 50% at Buys 10 Coinbit - — ~ Sells 10 Coinbit Deposits 50% at
£2,500 per Coinbit Futures contracts SUARTING il piees = 28000 Futures contracts £2,500 per Coinbit
at 50,000 value 10 contracts = 50,000 at £50,000 value (225,000 total)

(25,000 total)

) 5

Coinbit a
Futures Exchange Short Futures
Contract

Long Futures
Contract
Bearish King Jeff

(Believes price of
Coinbit will decrease)

Bullish Queen Jane
(Believes price of
Coinbit will increase)
Loses =75,000 on £25,000
deposit (200% loss)

Gains =75,000 on 25,000
deposit (200% return) )
ENDING future prices (settlement) = 10,000

10 contracts = 100,000
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Coinbit is a fictional currency. Example is an illustration and should not be construed as investment advice.

Note:



SWAPS

Credit default swaps - a form of insurance

Mon 21 June, 16:23PM

I'll pay you £20 if you’ll guarantee Jeff's

mortgage for the next 6 months

Sure. If Jeff defaults within the next 6
months, I'll pay you £2000 B0 f4.

,:‘/1‘

< Wheat Farmer @ Queen Jane
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DERIVATIVES IN THE MODERN DAY

Swaps Futures
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Source: Bloomberg, as at 22 June 2021

Janus Henderson

INVESTORS




I NET & GROSS

‘ Net Exposure ‘ Gross Exposure
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WHAT ARE THE RISKS?

Underlying price changes

Basis risk
Counter-party risk

Leverage
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I WHAT ARE THE RISKS?

The rogue wave that capsized our boat
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Contact us

201 Bishopsgate, London, EC2M 3AE, United Kingdom Janus Henderson

janushenderson.com —  INVESTORS

Important information

The views presented are as of the date published. They are for information purposes only and should not be used or construed as investment, legal or tax advice or as an offer to sell, a solicitation of an offer to buy, or a
recommendation to buy, sell or hold any security, investment strategy or market sector. Nothing in this material shall be deemed to be a direct or indirect provision of investment management services specific to any client
requirements. Opinions and examples are meant as an illustration of broader themes, are not an indication of trading intent, are subject to change and may not reflect the views of others in the organization. It is not
intended to indicate or imply that any illustration/example mentioned is now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information supplied is complete or timely,
nor are there any warranties with regard to the results obtained from its use. Janus Henderson Investors is the source of data unless otherwise indicated, and has reasonable belief to rely on information and data sourced
from third parties. Past performance is no guarantee of future results. Investing involves risk, including the possible loss of principal and fluctuation of value.

Not all products or services are available in all jurisdictions. This material or information contained in it may be restricted by law, may not be reproduced or referred to without express written permission or used in any
jurisdiction or circumstance in which its use would be unlawful. Janus Henderson is not responsible for any unlawful distribution of this material to any third parties, in whole or in part. The contents of this material have
not been approved or endorsed by any regulatory agency.

Janus Henderson Investors is the name under which investment products and services are provided by the entities identified in the following jurisdictions: (a) Europe by Janus Capital International Limited (reg no.
3594615), Henderson Global Investors Limited (reg. no. 906355), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Equity Partners Limited (reg. n0.2606646), (each registered in England and Wales
at 201 Bishopsgate, London EC2M 3AE and regulated by the Financial Conduct Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-1273, Luxembourg and regulated by the
Commission de Surveillance du Secteur Financier); (b) the U.S. by SEC registered investment advisers that are subsidiaries of Janus Henderson Group plc; (c) Canada through Janus Capital Management LLC only to
institutional investors in certain jurisdictionsd; (d) Singapore by Janus Henderson Investors (Singapore) Limited (Co. registration no. 199700782N). This advertisement or publication has not been reviewed by Monetary
Authority of Singaporee; (e) Hong Kong by Janus Henderson Investors Hong Kong Limited. This material has not been reviewed by the Securities and Futures Commission of Hong Kong; (f) Taiwan R.O.C by Janus
Henderson Investors Taiwan Limited (independently operated), Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin Yi Road, Taipei (110). Tel: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by
Financial Supervisory Commission; (g) South Korea by Janus Henderson Investors (Singapore) Limited only to Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market Act
and its sub-regulations); (h) Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency and registered as a Financial Instruments Firm conducting Investment Management Business,
Investment Advisory and Agency Business and Type Il Financial Instruments Business; (i) Australia and New Zealand by Janus Henderson Investors (Australia) Limited (ABN 47 124 279 518) and its related bodies
corporate including Janus Henderson Investors (Australia) Institutional Funds Management Limited (ABN 16 165 119 531, AFSL 444266) and Janus Henderson Investors (Australia) Funds Management Limited (ABN 43
164 177 244, AFSL 444268); (j) the Middle East by Janus Capital International Limited, regulated by the Dubai Financial Services Authority as a Representative Office. No transactions will be concluded in the Middle
East and any enquiries should be made to Janus Henderson. We may record telephone calls for our mutual protection, to improve customer service and for regulatory record keeping purposes.

Outside of the U.S.: For use only by institutional, professional, qualified and sophisticated investors, qualified distributors, wholesale investors and wholesale clients as defined by the applicable jurisdiction. Not for public
viewing or distribution.

Janus Henderson is a trademark of Janus Henderson Group plc or one of its subsidiaries. © Janus Henderson Group plc.




