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Asderivatives activity increases and firms face the need to document a growing number of derivatives
trading rel ationships, documentation professionals are coming under increased front office pressure to
expedite the negotiation and execution of ISDA Master Agreements. But at the same time, competitive
pressures areforcing firmsto cut staff and accomplish more with fewer resources. In thisenvironment,
documentation professionals at ISDA member firms have looked for data on the average time it takes
to negotiate an ISDA Master Agreement. Such data could be useful for at least two reasons. First, a
documentation manager could use the data to benchmark an institution’s ISDA Master Agreement
negotiation times against industry standards. Second, a manager could use the datato support requests
for additional staff and other resources.

As aresult, in January 2004 ISDA initiated the ISDA Master Agreement Negotiation Survey. The
objective of the Survey isto quantify ISDA Master Agreement negotiation timesin a manner useful to
managers. The Survey did not include times required to compl ete credit support documentation. Further,
the Survey covered only the negotiation times experienced by the documentation function, and not
negotiation time involving other functions such as credit. The Survey was a one-off effort, and covered
Primary and Subscriber Members as well as law firm Associate Members.

A total of 96 ISDA member organizations participated in the Survey. Of the total, 62 were Primary
Members, 25 were Subscriber Members, and 9 were Associate Members (Chart 1). The majority of
respondents—77 percent—came from Europe and the Americas (Chart 2). Aswith all ISDA surveys,
access to responses was strictly limited to selected ISDA staff. No employees of ISDA member firms
or any other outsiders had access to responses other than their firm's own. The following sections
report the results; more detailed numbers are in the Appendix.
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Survey Results
The Survey asked three questions.

1. What percent of your firm's ISDA Master Agreements are executed within [a set of eight time
buckets ranging from less than thirty days to more than one year].

2. Doesyour firm discuss credit terms—for example, agreeing credit downgrade clauses—prior
to commencement of the formal ISDA documentation process'?

3. Doyou alow derivative trades with a counterparty prior to executing the Master Agreement?

Thefirst question isthe primary focus of the Survey, that is, determining benchmark negotiation times
for the ISDA Master Agreement. We excluded negotiation of credit support documentation, however,
because not all firmsassign responsibility for credit support negotiationsto the documentation function.

Second, we attempt to distinguish between firms in which key credit terms are negotiated by the
documentation function from those in which the terms are negotiated by the credit (or similar) function
prior to the documentation function’sinvolvement. Wewill report results according to how respondents
answered this question.

Finally, the third question seeks information on firm policies regarding trading in the absence of an
executed |SDA Master Agreement. We asked firms to describe the restrictions they commonly impose
on trading prior to Master Agreement execution. We will discuss these resultsin the last section.

Resultsfor full sample. Chart 3 presentsthe distribution of negotiation timesreported by all respondents
combined. We report median negotiation times because they are less influenced than are means by
extreme observations. On average, it takes between 60 and 180 days for members to come to an
agreement. But since there is significant dispersion in the results—that is, the extreme results of less
than 30 days and more than 1 year are not unusual—the average completion time contains little
information. The Appendix provides more detailed summary statistics.

Chart 3 Percent of ISDA Master Agreements executed within designated times, full sample
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1 The ISDA documentation process commences with the receipt of credit terms from the credit approval function of a
firm and ends with final execution of an ISDA Master Agreement and delivery of any required documentation.
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Chart 4 presents cumulative mean percentages of ISDA Master Agreements completed. For example
26 percent of agreements are completed within 60 days, 46 percent within 90 days, and so on. In this
chart, we use mean negotiation timesto compute cumul ative times because of the necessity for cumulative
percentages to add up to 100 percent.

Chart 4 Percent of agreements negotiated by designated times, full sample
Cumul ative mean percent of agreements executed by given time buckets
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Results by member type. Chart 5 separates the median compl etion times according to the three ISDA
membership categories, Primary Members (dealers), Subscriber Members (end-users), and Associate
Members (limited in this Survey to law firms acting on behalf of clients). The results suggest faster
completion times for Associate Members, but such results should be interpreted with caution because
of the relatively small number (nine) of law firms responding.

Chart 5 Negotiation times by major member ship category
Median percents by time bucket
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Prior credit negotiations. We understand from member firms that delays in negotiations sometimes
occur inthe process of negotiating key credit terms such as additional termination events and downgrade
triggers. At some firms, however, these key terms are negotiated by the documentation function while
at others they are negotiated by the credit (or similar) function prior to the beginning of the formal
ISDA negotiation process. Possibly, those firms that separate credit from other documentation
negotiationswill report shorter times simply because they do not observe the time that was used in the
preliminary negotiations. Charts 6 therefore attemptsto provide afiner measure of benchmarking times
by separating respondentsinto firmsthat conduct prior negotiations (‘ Yes') and those that do not (‘No').
The results suggest that firms conducting prior credit negotiations report faster completion times, but
this result is more pronounced among Subscriber Members and Associate Members. If we were to
report only Primary Member results, in contrast, the effect of prior negotiations would be ambiguous.

Chart 6 Negotiation times accor ding to whether respondent conducts prior credit negotiations
Median percents by time bucket
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Resultsby region. Finally, Charts 7aand 7b shows how median negotiation times differ for four major
| SDA membership regions, namely, Europe (including South Africa), Americas, Japan, and AsiaPacific.

Chart 7a Negotiation times by region, Americasand Europe
Median percents by time bucket
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Chart 7b Negotiation times by region, Asia-Australia and Japan
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Trading prior to execution of ISDA Master Agreement. The Survey aso asked respondents whether
and under what conditions they allow derivatives trades prior to execution of a Master Agreement.
Table 1 shows the results. Primary Members tend to allow trading but subject to restrictions, while
Subscriber Members tend not to alow trading prior to execution. We assume that Associate Member
policies reflect the policies of the firms they represent.

Tablel Policiestoward derivativestradesprior to execution of Master Agreement

Percents Yes

No Yes (restricted)
Primary 12 13 75
Subscriber 60 4 36
Associate 14 29 57

Among those that responded that they allow trading subject to restrictions, the most frequently reported
restrictions are the following.

* Useof ISDA Long-form Confirmation

* Agreement to start Master Agreement negotiations

» Prior approval of credit risk department, along with individual credit terms for each trade
e Limited number of trades before execution of the Master Agreement

* Counterparty isafinancia institution

In addition, some respondents report that they place restrictions on deal maturity and counterparty
quality. Among those that agreeto start Master Agreement negotiations, there might befurther conditions
that the Master Agreement be signed and executed within a specified period—ranging from 90 daysto
one year—after the date of thefirst trade. In some firms, there might even be an additional termination
event or ‘tear-up’ of atrade if the Master Agreement is not in place by the required time.



Appendix Summary statistics by member ship category

Percents

<30days 30to60days 60to90days 90to180days 6to9months 9to12months >1yr
Full sample
Mean 10 16 19 20 13 12 10
Median 5 10 17 18 10 10 5
Standard deviation 15 16 16 14 11 13 15
N=96
Primary members
Mean 10 17 18 20 12 12 11
Median 5 12 15 17 10 10 5
Standard deviation 12 15 16 13 9 14 13
N=62
Subscriber members
Mean 6 16 22 21 15 13 7
Median 0 10 20 20 13 10 0
Standard deviation 17 18 18 15 14 14 11
N=25
Associate members
Mean 16 21 21 19 10 8 5
Median 5 20 20 19 10 5 0
Standard deviation 24 16 16 16 10 10 12
N=9




Firmsresponding thethe ISDA Master Agreement Negotiation Survey

Aareal Bank

Absa Corporate and Mechant Bank
African Development Bank

Allied Irish Banks

Banco BPI

Bank Austria Creditanstalt

Bank for International Settlements
Bank Julius Baer & Co. Ltd.

Bank of Lithuania

Bank of New York

Bank of Nova Scotia

Bank of Tokyo-Mitsubishi

Bank of Montreal

Banque National Suisse

Barclays Capital

Bayerische Landesbank

BNP Paribas

Caisse de Dépot et Placement du Québec
Canada Mortgage and Housing Corporation
Chuo Mitsui Trust and Banking Co.
Citigroup

Commerce International Merchant Bankers Berhad
Commerzbank

Commonwealth Bank of Australia
Credit Agricole Indosuez

Credit Suisse First Boston International
Daiwa Securities SMBC

Danske Bank

DBS Bank

Den Norske Bank (DnB)

Deutsche Bank

EFG Eurobank

Euroclear Bank

Exane

F. van Lanschot Bankiers

Fannie Mae

Federal Home Loan Bank of Des Moines
Fortis Bank

Gernandt & Danielsson Advokatbyra
Goldman, Sachs & Co.

Government Debt Management Agency (Hungary)
Government of Singapore Investment Corporation
HSH Nordbank

ING Belgium

Intel Corporation

Investec Bank

JPMorgan Chase Bank

Jyske Bank A/S

Kingdom of Sweden

L-Bank

Lehman Brothers

Louis Dreyfus Corporation

Macquarie Bank

McKee Nelson LLP

Mellon Bank

Mitsubishi Trust and Banking Corporation
Mizuho Corporate Bank

Morgan Stanley

National Australia Bank

National Bank of Canada

Nationwide Building Society

Nikko Citigroup Limited

Nomura Securities

Norddeutsche Landesbank Girozentrale

Nordea Bank Finland

Norges Bank

Norinchukin Bank

Ontario Teachers Pension Plan Board
Oresundsbro Konsortiet

Osler, Hoskin & Harcourt LLP
Pacific Life Insurance Company
Powergen UK

Primus Financial Products, LLC
Royal Bank of Canada

Royal Bank of Scotland

RWE Trading GmbH

Sanpaolo IMI

Schulte Roth & Zabel LLP

Standard Chartered Bank

State Treasury of the Republic of Finland
Stichting Pensioenfonds ABP
Sumitomo Mitsui Banking Corporaion
Suncorp-Metway

Sutherland Asbill & Brennan LLP
Swedbank (FéreningsSparbanken AB)
Tachyon Partners, L.L.C.

Taishin International Bank
Toronto-Dominion Bank

Toyota Motor Credit Corporation
Troutman Sanders LLP

UBS

UFJ Bank

Unibanco - Unido de Bancos Brasileiros
Union Bank of California

United Overseas Bank

Wachovia Bank



INTERNATIONAL SWAPSAND DERIVATIVESASSOCIATION

TheInternational Swapsand DerivativesAssociation, Inc. (ISDA) istheleading global trade association
representing professional market participantsin privately negotiated derivative transactions. Privately
negotiated derivative transactionsinclude interest rate, currency, equity, commodity and credit swaps,
options, and forward transactions, as well as related products comprising forward rate agreements,
caps, floors, collars, and swaptions.

ISDA, chartered in 1985, numbers over 600 members across six continents. 1ts membersinclude most
of the world's major commercial, universal and investment banks as well as other companies and
institutions active in swaps and other privately negotiated derivatives transactions.

North American Office European Office

360 Madison Avenue, 16" Floor One New Change

New York, NY 10017 London EC4M 9QQ

Telephone: +1 212 901 6000 Telephone: +44 (0)20 7330 3550
Facsimile: +1 212 901 6001 Facsimile: +44 (0)20 7330 3555
Japanese Office Asia Pacific Office

Shiroyama Hills, 31st Floor 24 Raffles Place

4-3-1 Toranomon #22-00 Clifford Centre
Minato-ku, Tokyo 105-6031 Singapore 048621

Telephone: +81 3 5733 5500 Telephone: +65 6538 3879
Facsimile: +81 3 5733 5501 Facsimile: +65 6538 6942

Website: www.isda.org
E-mail: isda@isda.org
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