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1. INTRODUCTION

The ISDA Margin Survey reports on collateral use and management practices in ISDA member
firms’ privately-negotiated—more popularly known as over-the-counter (OTC)—derivatives
activities. Since its beginning in 2000, the ISDA Margin Survey has both grown and become more
streamlined.

The ISDA Margin Survey has grown from a sample of 46 responding firms in the 2000 Survey to a
record 109 firms in the 2005 Survey. Further, beginning in 2004 Survey the sample was expanded to
include Subscriber Member along with Primary Member firms. Appendix 1 lists the respondents to
this year’s Survey and Table 1-1 shows some sample characteristics. Of the 109 firms responding, 87
are primary members and 22 are subscriber members. Further, 80 are banks or securities affiliates of
banks and 14 are securities broker-dealers. As shown in the table, we divide respondents into three
size groups based on the number of collateral agreements executed by the responding firm. The
number of programs classified as small—that is, with 50 or fewer collateral agreements in place—
increased by 19 percent this year. Some 50 percent of respondents are based in Europe or South
Africa; 23 percent in North America; 17 percent in Japan; and 10 percent in Australia or Asia outside
Japan.

Table 1-1 Profile of firms responding to 2005 ISDA Margin Survey

Numbers of firms
Regional Mix in 2005 Survey

Sizeclass  UTPTOT 005 2004 2003 2002 2001 Americas 0% Burope*  Japan
agreements Pacific
Large >500 9 16 14 14 12 9 10
Medium 51500 33 33 27 25 16 6 4 18 5
Small 0-50 5748 3% 315 10 6 28 13
Total 109 97 73 71 43 25 10 56 18

*Includes South Africa

As the number of respondents has grown, the Survey has become more streamlined. For example,
the 2000 and 2001 Survey questionnaires were in paper form, were converted to spreadsheet form
for the 2002 Survey, and moved to the internet in this year’s Survey. In addition, the questionnaire
has become more focused on issues of primary interest to member firms. The 2000 ISDA Collateral
Survey contained 98 questions. The 2005 Survey, in contrast, consists of seven questions.

In the 2005 Survey, the questions refer to respondents’ collateral management functions as of
December 31, 2004. All amounts are in U.S. dollars. As with all ISDA surveys, access to firm
responses was strictly limited to selected ISDA staff and the data were not shared with the employee
of any ISDA member firm or any other outside party. For more information regarding data
confidentiality, please contact David Mengle, ISDA Head of Research.

ISDA welcomes comments on the Survey and suggestions as to how it could be further improved.
Please send comments and suggestions regarding Survey content to Johanna Schwab in New York or
Peter Werner in London.
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2. SUMMARY

ISDA estimates that about $1.21 trillion of collateral was in use at the beginning of 2005, a 19
percent increase from the $1.02 trillion reported in the 2004 Survey. This estimate adjusts for
collateral held by firms that did not respond to the Survey.

Actual collateral reported by 2005 Survey respondents is $854 billion, compared with $707
billion reported in the 2004 Survey. Of the 2005 reported amount, $478 billion is collateral
received and $376 billion is collateral delivered. Reported collateral grew by 20 percent among
firms responding in both 2004 and 2005.

Cash is the most commonly used type of collateral, making up 73 percent of collateral compared
with 69 percent last year. Euro collateral received and delivered increased from 24 percent in
2004 to 28 percent in 2005.

Respondents to the 2005 Survey report over 70,000 collateral agreements in place. The number
of collateral agreements at responding firms has grown 31 percent since the 2004 Survey. This
year’s respondents forecast further growth of 33 percent during 2005.

Respondents report that approximately 55 percent of their derivative transactions are secured
by collateral agreements, as measured both by trade numbers and by mark to market exposure.
This is a significant increase from the 30 percent reported in the 2003 Survey and 50 percent
reported in the 2004 Survey. Equity and credit derivative coverage have increased the most
since 2003, and even foreign exchange is showing increased coverage.

About 77 percent of medium and large programs report that they re-use collateral as a matter of
policy. Among large programs, 18 out of 19 report that they re-use collateral.

Banks and brokers remain the most important category of counterparty overall, but hedge funds
are the largest category of counterparty for large collateral management programs. Institutional
investors have increased in significance for smaller programs.



3. COLLATERAL ASSETS

3.1 VOLUME OF COLLATERAL USED IN MARKET

The 2005 ISDA Margin Survey estimates the gross amount of collateral in use to be $1.209 trillion, an
increase of 18.9 percent over the $1.017 trillion estimated in the 2004 Survey (all results are in U.S.
dollars). The $1.209 trillion estimate is based on a total reported collateral amount of $853.9 billion;
Appendix 2 describes the adjustment used to obtain the estimated amount. Chart 3.1 shows the growth
of reported and estimated collateral since the 2000 ISDA Collateral Survey. Among the 83 firms that
responded in both 2004 and 2005, collateral received grew by 22 percent and collateral delivered by 18
percent, for an overall increase of 20 percent. Table 3.1 on the following page shows the breakdown of
reported collateral by asset type.

Chart 3.1 Growth of value of total reported and estimated collateral, 2000-2005
Millions of US dollars
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The gross amount of collateral in use measured by the 2005 Survey is subject to three main types of
influence. The first set of influences involves changes in markets, both in terms of rate or price levels
and of trading activity. Changes in interest or exchange rates, for example, can affect the mark to
market value of existing transactions and thereby alter the amount of collateral in use. And trading
activity—consisting of new trades, unwinds, maturing trades, amortization events, and other
occurrences—will affect collateral levels. On balance, collateral practitioners expect collateralization
to increase over time, correlated roughly with the growth trend for derivatives activity.



Table 3.1 Value of collateral received and delivered by respondents
By type, millions of US dollars

Collateral Received  Percent

Collateral Delivered  Percent

USD 208,501,259,777 437 163,579,342,726 43.5

EUR 142,283,712,383 29.8 107,416,635,853 28.6

Cash GBP 11,417,503,335 24 10,056,644,398 2.7

JPY 3,836,384,685 0.8 2,896,672,797 0.8

Other 3,697,057,108 0.8 2,237,805,772 0.6

Subtotal 369,735,917,288 77.4 286,187,101,545 76.1

United States 33,947,645811 7.1 38,847,570,123 10.3

Government European Union 23,404,223,249 49 25,200,315,811 6.7

Securities United Kingdom 1,024,253,436 0.2 1,211,809,462 0.3

Japan 10,158,904,474 2.1 5,250,620,837 1.4

Other 5,391,009,187 1.1 3,275,532,977 0.9

Subtotal 73,926,036,157 15.5 73,785,849,211 19.6

Government Agency securities 8,719,725,092 1.8 11,985,906,586 3.2

Supranational bonds 1,159,060,126 0.2 45,000,000 0.0

Covered bonds 652,917,341 0.1 898,400,161 0.2

Others Corporate bonds 9,484,046,202 2.0 492,958,886 0.1

Letters of credit 5,530,800,137 1.2 19,015,000 0.0

Equities 50,305,202 0.0 599,822,032 0.2

Metals and commodities 853,290,941 0.2 0 0.0

Other 7,536,671,418 1.6 2,190,238,353 0.6

Subtotal 33,986,816,459 71 16,231,341,018 4.3
Total collateral 477,648,769,904 376,204,291,774
Grand total 853,853,061,678

A second set of influences is purely technical, namely, variation in currency exchange rates used for
converting local currency collateral amounts into US dollars for the purpose of consolidation in the
Survey. Given the decline in the dollar relative to the euro during most of 2004, along with the significant
number of euro-based Survey respondents, this currency translation effect probably contributed to the
increase in estimated collateral.

A third factor stems from the increase in collateral use, both in terms of number of collateral programs
and number of collateral agreements. First, the number of collateral programs grew in the Survey
simply because of new collateral programs being created as well as existing programs responding to
the Survey for the first time; both factors will increase the reported collateral amount. Second, increased
numbers of collateral agreements in use in the market will likely lead to increases in reported collateral.
The execution of a new collateral agreement is likely to lead to margin calls and an increase in the
amount of collateral in use.

Although the ISDA Margin Survey has shown consistent growth in the amount of collateral in use, it is
conceivable that in future years the amount could decrease. The ISDA Collateral Committee believes,
however, that the primary drivers of growth are the addition of new collateral programs, the inexorable
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growth in the number of collateral agreements across the market, the continuing trend of increasing use
of derivatives, and a growing awareness of the need to monitor, measure, and manage counterparty
credit exposure.

3.2 TYPES OF ASSETS USED AS COLLATERAL

As in past years, USD and EUR cash remains by far the most commonly used collateral asset at 73
percent (Table 3.1), despite the expansion of types of assets accepted as collateral (see Section 3.3).
The only other assets that come close to cash are U.S. and eurozone government securities. Table 3.2
shows percentage composition of collateral received and delivered by program size.

Table 3.2 Types of collateral received and delivered, by program size

Percents
Collateral Received Collateral Delivered
Large Medium ' Small Large Medium Small
usD 448 24.7 49.8 46.8 28.8 38.5
EUR 29.0 54.2 16.9 232 57.0 243
Cash GBP 2.4 1.2 33 3.1 13 1.2
JIPY 0.7 1.7 1.0 0.5 1.3 2.3
Other 0.6 24 0.7 0.2 0.7 54
Subtotal 71.5 84.2 71.7 73.9 89.1 71.6
United States 7.1 44 94 12.3 34 3.1
Government European Union 3.9 42 13.1 7.8 1.8 54
.. UK 0.0 0.0 0.4 0.4 0.0 0.0
Securities
Japan 2.2 1.8 1.8 1.0 0.6 8.1
Other 1.2 0.6 1.2 0.8 1.2 1.0
Subtotal 14.6 10.9 25.8 223 7.0 17.6
Agencies 2.1 0.8 0.8 2.7 25 10.6
Supranationals 0.1 1.4 0.7 0.0 0.0 0.2
Covered Bonds 0.1 0.8 0.0 0.0 1.4 0.0
Other Corporate Bonds 24 0.9 0.1 0.2 0.0 0.0
Letters of Credit 1.4 0.5 0.0 0.0 0.0 0.0
Equities 0.0 0.0 0.0 0.2 0.0 0.0
Metals and other comm. 0.2 0.0 0.0 0.0 0.0 0.0
Others 1.8 0.4 0.9 0.7 0.0 0.1
Subtotal 8.0 4.8 2.5 3.8 4.0 10.8




3.3 POLICIES REGARDING ASSETS USED AS COLLATERAL

Chart 3.2 compares policies regarding allowable collateral assets with actual use of the assets. A firm
might, for example, allow a given asset to be used as collateral but might not in practice use it or might
use different assets at different times. Chart 3.2 suggests that policies regarding allowable collateral are
not a binding constraint for most firms.

Chart 3.2 Collateral policy versus collateral practice, 2005 Survey
Percent of respondents
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3.4 COLLATERAL RE-USE

Among large and medium collateral programs, 77 percent report that they re-use collateral. Large
programs are far more likely to re-use collateral than the other categories: only one of the 19 large
programs does not allow re-use.
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4. EXTENT OF COLLATERAL USE

4.1 NUMBER AND TYPES OF COLLATERAL AGREEMENTS

For the 2005 Survey, respondents report 70,892 collateral agreements in place (Table 4.1), compared
with 54,838 in the 2004 Survey. Adjusting for sample growth by restricting the sample to those firms
that responded in both years, the growth rate is 31 percent from the last Survey, which is higher than the
26 percent predicted by respondents to the 2004 Survey. This result has been consistent over time:
Actual growth has exceeded predicted growth since we began collecting data on predicted growth in
2002. Respondents that provided a forecast expect a growth rate in new agreements of 33 percent in
2005.

Chart 4.1 Growth of collateral agreements reported by respondents, 2000-2005 Surveys
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The 2005 Survey also collects data on types of agreements used; Table 4.1 shows the relative use of the
various agreements, among which ISDA credit support documentation is the dominant choice among
practitioners (82 percent). Approximately 65 percent of signed ISDA credit support documentation is
bilateral. “Other” documents include, among others, bespoke margin agreements, long-form
confirmations with collateral terms, master margining agreements, commodity specific margining
agreements, and jurisdiction specific agreements such as French AFB and German Rahmenvertrag.
Finally, 29 percent of respondents use the ISDA Collateral Asset Definitions in their ISDA credit support
documentation.



Table 4.1 Numbers and types of collateral agreement used by respondents, 2005 Survey
Columns do not necessarily sum to totals

Unilateral in Un.llateral Bilateral Total Percent
your favor against you

1994 ISDA Credit Support Annex
New York Law (pledge) 8,889 1,080 27,336 41,494 58.5

1995 ISDA Credit Support Annex
English Law (title transfer)

2,892 662 10,045 15,582 22.0
1995 ISDA Credit Support Deed
English Law (charge) 35 19 89 145 0.2
1995 ISDA Credit Support Annex
Japanese Law 215 3 411 678 1.0
2001 ISDA Margin Provisions 41 1 14 56 0.1
German Rahmenvertrag
(Besicherungsanhang) 34 41 673 766 1.1
French AFB (Remise en
Guarantie) 65 407 408 892 1.3
Other 3,320 576 1,887 11,279 15.9
Total number for 2004 15,491 2,789 40,863 70,892

4.2 PERCENT OF DERIVATIVES COLLATERALIZED

In order to determine the extent of protection afforded by collateral, the 2005 Survey requests data
about percentages of trade volume and credit exposure covered by collateral for each product. Percentage
of trade volume is the number of derivative trades subject to any collateral agreement, divided by the
total number of derivative trades, collateralized and uncollateralized. Percentage of exposure is the
sum of credit exposure for all counterparties that are collateralized, divided by the sum of the metric for
all counterparties, collateralized and uncollateralized. Table 4.2 compares the results for the full sample
for 2003, 2004, and 2005.

Overall OTC derivative coverage increased over the past three years, from 30 percent in 2003 to over
55 percent in 2005, in terms of both trade volume and exposure. The highest coverage of both trade
volume and exposure is for fixed income products and is similar to that reported in last year’s Survey.
The biggest increases from 2003, however, occurred in coverage of equity and credit derivatives.
Coverage has even increased for foreign exchange trades and exposures, even though it remains low
relative to the others because currency exposures tend to be shorter in duration than other underlyings.

Table 4.2 Trade volume and exposure collateralized, 2003-05 Surveys
Percents, full sample

Percent of Trade Volume Percent of Exposure
2005 2004 2003 2005 2004 2003
OTC Derivatives 56 51 30 55 52 29
Fixed Income 58 58 53 58 55 48
FX 32 24 21 43 37 28
Equity 51 45 27 61 52 24
Metals 31 24 18 44 40 18
Energy 36 26 16 37 30 15
Credit 59 45 30 58 39 25



4.3 RANGE OF COLLATERALIZED PRODUCTS

As firms increase their use of derivatives, one would expect collateral managers to cover an increasing
range of derivative products. Chart 4.2 below shows the range of OTC derivative products supported
by collateral management groups; the data are limited to firms responding in both the 2004 and 2005
Surveys. Chart 4.3 shows the extent to which collateralization of traditionally margined products are
being managed along with OTC derivatives. Consistent with these expectations, we observed significant
increases in most of the categories of traditionally margined instruments.

Chart 4.2 Percent of OTC derivative products supported by collateral groups , 2003-05 Surveys
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Chart 4.3 Percent of non-OTC derivative products supported by collateral groups, 2003-05 Surveys
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4.4 COUNTERPARTIES OF COLLATERALIZED TRANSACTIONS

As shown in Chart 4.4, banks (including broker-dealers) and hedge funds remain the largest category
of counterparties overall, followed by institutional investors (excluding hedge funds) and corporates.
For large collateral programs, hedge funds are the most important category, which was observed for the
first time in the 2004 Survey. For other categories, banks remain the major counterparty class. One
change from last year’s Survey is the increase in importance of institutional investors and “Other”
counterparties to small programs.

Chart 4.4 Distribution of counterparties by type
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The 2005 Survey also asked respondents for numbers of collateralized counterparties by country of
incorporation. As shown in Chart 4.5, over half of respondent counterparties are located in the United
States and Canada, followed by Western Europe (23 percent) and the Caribbean (12 percent). All these
percentages are virtually the same as those reported in previous Surveys.

Chart 4.5 Geographical distribution of counterparties
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APPENDIX 2. ADJUSTMENT OF REPORTED COLLATERAL AMOUNTS

Double counting of collateral. The objective of the ISDA Margin Survey is to estimate the importance
of collateralization in the market and not simply to estimate the value of assets used as collateral. The
Survey therefore tracks the gross amount of collateral — defined as the sum of all collateral delivered
out and all collateral received in by Survey respondents — and does not adjust for double counting of
collateral assets. Double counting takes at least two forms. The first occurs when one Survey respondent
delivers collateral to or receives collateral from another respondent. The collateral assets in this case
are counted twice, once as received and once as delivered. The second source of double-counting is
collateral re-use — sometimes called rehypothecation — in which collateral is delivered from one
party to another, then delivered to a third party, and so on. A single unit of re-used collateral may
consequently be counted several times by the Survey as the collateral progresses down the chain of
parties re-using it. But because each re-use represents the securing of a separate and distinct credit
exposure between two parties, we believe it is valid to count the collateral as many times as it is used.
If in contrast the objective were simply to measure the value of assets currently in use as collateral, it
would then be necessary to adjust for double counting.

Adjusting for non-responding firms. In order to arrive at an industry gross amount, we adjust the
reported sample results for nonparticipation in the Survey. The nonparticipation problem arises because
the Margin Survey is compiled from the responses of ISDA member firms, among which large end-
users of derivatives such as hedge funds are not as comprehensively represented as the dealers, investment
and commercial banks. There are two possible distortions resulting from non-response to the Survey.
The first occurs when two firms, neither of which has responded to the Survey, engage in an exchange
of collateral with each other. The second occurs when a nonresponding firm and a responding firm
engage in an exchange of collateral, so the collateral posting is counted only once. We only adjust for
the second; we believe the amount of collateralization that does not involve a responding firm is of
minor significance.

We calculated the adjustment as follows. We first polled a sample of several major dealer respondents
and asked for the percentage of collateral received from and delivered to entities that responded to the
Survey. We then used the results to calculate an average percentage of collateral received from
nonrespondents and an average percentage delivered to nonrespondents. Finally, we adjusted the total
amount of collateral held by major dealers with nonrespondents by adding in the collateral with
nonrespondents. The resulting number is significantly larger than that based only on reported amounts.
The adjustment is conservative, however, in that it only adjusts the collateral held by the largest dealers.
We therefore believe that, although our final number of $1.209 trillion is a more accurate reflection of
the amount of collateral use than the estimate based solely on the Survey responses, it still understates
the actual amount of collateral in circulation.
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