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Dear ISDA Member:

Letter from the Executive Director

As we enter a new year, a new century and a new millennium, there is no dronger
tetimony to ISDA's effective representation of the derivaives and risk management
indugry than the increese in our membership regigered in 1999 Ninety-two
organizetions joined the Assodation last year, bringing our membership to over 450 firms
located in 36 countries on five continents.

The Asocidion’s continuing growth in size and scope is especidly noteworthy in that it
comes a a time, and perhaps as a result, of considerable changes we are witnessng in the
gobd financdd makets the introduction of new regulaiory frameworks the revison of
copitd  adequacy requirements, consolidation and increased  competition among  industry
paticipants, economic uncatainty in key regions Amidd these and other developments,
ISDA’s shap and consgent focus on its core misson of encouraging the prudent and
efident devdopment of the privady negotiated derivatives indudry enabled us to
continue to provide red vaue to our globd condituency.

In the aea of risk management, for example, we ae spearheading industry efforts to
respond effectively and gppropriaidy to the Basd Committegs initistive to reform the
current capitd accord.  Our three Working Groups -- Conceptud Framework, Internd
Ratings and Opeaiond Rik -- are addressng the mgor issues outlined in the Basd
Committees paper rdessed lagt June.  Member paticipation in the Working Groups is
both subgantid and widesporead, with more then forty inditutions from thirteen countries
represented.

As pat of our risk management efforts, ISDA jointly sponsored with The British Bankers
Asocidion and Robet Morris Associaies a groundbresking survey on operationd risk a
fifty-five inditutions around the world. The reaults of the survey, which confirmed tha
opeationd risk has dways been managed in financid inditutions, but has been viewed
more recently as a separde discipline with its own management dructure, tools and
processes, have been presented to the Basd Committee, and will be presented to other
regulatory authorities and our members around the world.



Throughout 1999, documentation continued to be a high priority on our agenda, because
of its importance in reducing legd and other risks. Our leadership in this area is wel-
edablished, and was enhanced in 1999 with the publication of Credit Derivatives
Definitions, the Usa's Guide to the 1998 FX and Currency Option Definitions (published
jointly by ISDA with the Emeging Makets Traders Associdion and the Foreign
Exchange Committee) and the Usar's Guide to the 1ISDA Credit Support Documents under
English Law.

Work is dso wdl undeway on our 2000 ISDA Definitions project, a consolidation of the
1991 ISDA Dsfinitions, the 1998 Supplement to the 1991 ISDA Definitions and the 1998
ISDA Euro Definitions, which will reflect current market practices, particularly in light of
the introduction of the euro and the discontinuation of rate sources in 11 currencies.  In
preparation for the Year 2000 changeover, we completed a review of our documentation
to aticipate, andyze and potentidly resolve issues that could aise as a rexult of Y2K
problems, we ultimatdy concluded that there were no mgor ISDA  documentetion
concerns that neeced to be addressed.

During the past year, we initiated a Srategic review of our documentation to ensure that it
continues to ded mogt effectivdy with marketplace issues faced by our members.  This
process involved edablishing an overdl Straiegic Review Task Force and four smdler
Working Groups -- on Mager Agreement Structurd issues, Force Mgeure, Termination,
Vdudion and Closeout; and Collaterd issues  Each of the Working Groups hes
developed recommendetions for their specific area, which have been endorsed by the Task
Force, and ae now drafting or amending provisons for 1SDA documents that will be
reviewed by 1ISDA’s Documentation Committee and other interested members.

To promote legd certanty surrounding 1SDA documentetion, we now have a totd of 34
legd opinions on the enforcesbility of the netting provison of the ISDA Mager
Agreaments, induding five new opinions for Jgpan, New Zedand, Audrdia, Germany,
and the Nethelands reflecting changes in netting laws in those jurigdictions. We dso
updated 28 other opinions. Legd opinions on ISDA’s credit support documents have now
been obtaned in 12 jurisdictions nine more are currently underway and an additiond 10
have been commissoned. ISDA is ds0 working with the Europeen Bank for
Recondruction & Development in drafting netting legidation in the Czech Republic,
Hungay and Poland, and podtive developments on netting occurred in Mexico and
Argentina through the efforts of ISDA and its members

Fallowing the publication in 1998 of ISDA's “Guiddines for Collaterd Practitioners” we
developed and issued last year a pgper on more complex collaterd management issues.
The I1SDA 1999 Colaed Review aseses how coollatedization and collaerd
management programs for privady negotisted derivatives transactions performed during
the periods of market voldility in 1997 and 1998, and proposes new initidives to enhance
the effectiveness of collaerd management. A working group of practitioners has
completed and didributed for review by members suggedtions for sreamlining existing
ISDA credit support documentation to reflect the recommendationsin the 1999 Collaterd

Review. This is expected to result in the publication of revised credit support
documentation in 2000.

Our Collaerd Committee has dso conducted a mgor survey of collaerd exposure and
practices that addresses dl aspects of collaerd management.  The survey reflects



responses from ISDA members and sdected nonrmembers and inditutions with mature or
new collaterd programs.

Our European Collaerd Law Reform Group made subdantid drides in 1999, An
overview of and specific reports on collatera law issues in 15 countries  (covering each
European Union jurisdiction) were completed.  Following this work, as wdl as the
cregtion of a collaterd-rdaied working group and the desgnaion of collaterd issues as a
priority by the Europesn Commisson, our Group's focus ghifted to deveoping and
implementing Strategic options that address and resolve issues we have identified.

Two new committees -- Equity Derivatives and Energy Derivdives -- were initiated
during 1999. The focus of the former group indudes such items as the impact of
European integration on various indices and on addressng documentation issues.  The
formaion of the latter committee reflects in pat the addition of a number of energy
companies to our membership and ISDA's interest in improving the busness, trading and
regulatory environment for energy transactions  Our efforts here include drefting an
Energy Supplement to the 1993 Commodity Derivaive Definitions to better cover the
power and energy markets, particularly in Europe.

Public policy issues remained high on the agenda of our members and the Assodaion in
1999, paticulaly a new regulatory frameworks emerged in Europe following the
introduction of the euro and in the U.S following the reped of GlassSteagdl. In these
jurigdictions, as wel as others aound the world, we mantaned our high profile and
advocacy of the indudry's interests.  In Ada, for example, ISDA conducted an dl-day
seminar on credit-related issues for Asian regulators in Kuda Lumpur in March that was
initiated by the Hong Kong Monegary Authority and hosed by Bank Negara Mdaysa
Some sixty regulaiors took part, representing the financid makets of Audrdia, China,
Hong Kong, Indonesia, Jgpan, Korea, Mdaysa, New Zedand, the Philippines, Singgpore
and Thaland. The success of this seminar led to the scheduling in October of a day and
hadf forum on risk management for Asan regulators in Singapore tha was cohoged by
ISDA and the Monetary Authority of Singagpore.  Regulators from Japan, China, Hong
Kong, India, Indonesia, Mdayda, Thaland and Singapore atended.

Our member outreach efforts dso took on new dimensons a we conducted more
conferences and member meetings in more locations than ever before  Wesern and
Eagtern Europe, East and South East Ada and Audrdia, South Africa and the Americas.
We hdd, for example, our firg seminars in China and Korea lagt year. These sessons
play a vduabdle roe in educaing the industry and othears on key industry developments
and Association initiatives, and the response of our members continues to be enthusiagtic.

As a result of member demands and our ongoing initistives around the world, it hes
become clear that our effective representation of the industry requires that we establish a
presence in key regions and financid markets. This is why severd years ago we added a
European office, based in London, tha complements the work of New York headquarters.

It is dso why we will open an ISDA Tokyo office in 2000. The number of committess
and the levd of work being undeteken by our Jgpanese members have increased
condderably, and our Tokyo office will play an important role in fadlitating and leading
our activities there  We are dso wel dong in our planning to open an office in ether
Hong Kong or Singapore later in 2000.



While the activities and geographic regions in which ISDA is involved ae subgtantid and
widespread, our underlying drategy remains very focused. Firs, we remain committed to
fulfilling our misson: encouraging the prudent and efficent development of the privatdy
negoticted derivetives busness and the devdopment ad mantenance of sound risk
management practices.  Second, we reman a member-driven organization, one whose
drategy and direction is driven by our member firms.  And third, we reman convinced
that our effectiveness and success are ultimately due to the continuing participetion and
active involvement of individuals at those firms.

The international nature of ISDA is ds0 reflected in the compostion of our Board of
Directors which is drawn from twenty-two member firms from 10 countries The Board
provided srong drategic direction for the Assodiation throughout the year and individua
members played important leadership roles in committee activities and projects  The
Boad members in office for the third quater of 1999 are liged bdow. Other Board
members whose tenure ended in 1999 were Joseph Bauman of Bank of America, Mark
Brickdl of JP. Morgan, Tsuyoshi Hase of the Indudtria Bank of Japan, and Mark Walace
of SBC Waburg Dillon Read. Charles Smithson of CIBC World Makets and Dirk
Brouwer of Trinkhaus & Burkhardt KgaA dso resigned from the Board during the year.

ISDA is very grateful to them for ther efforts on bendf of the industry and the
Asociation.

The year dso saw a dgnificant srengthening of the ISDA gaff. The sze and capabilities
of 1ISDA’s European office continued to grow. | was pleased to gppoint Nick Collier to
the post of Director of European Policy and Head of the European Office. | was dso
pleesed to welcome into the European office Emmanudle Sebton as Director of Risk
Management and Richard Meicdfe as Assdant Director of European Policy. In North
America, | was equaly pleesed to welcome Ruth Aindie into the role of Senior Director
of Policy for the Americas and Media Reddions Stacy Caey as Director of U.S
Regulatory Policy and Roseanne Stanzione as Assdant Director of Policy for the
Americas. The efforts of ISDA’s professond daff and outsde consultants were again
reflected in the achievements of 1999 and | would like to thank them for ther dedication
and hard work.

Matthew Elderfidd, who served as head of ISDA’s Europeen office, resgned from the
Asociation in May 1999 to accept a postion as Head of Exchanges and Clearing Houses
for the UK. Financid Services Authority. 1SDA is graeful to Maithew for his years of
leedership in ISDA’ s European efforts. We wish him every successin his new role.

On behdf of our Board of Directors and our Saff, | thank you for your membership in
ISDA. We will continue to do dl that we can in the coming year © ensure your support
of, enhance your commitment to and encourage your paticipaion in the work of the
Asocidion.

Sncerdy,

Tl e

Richad E. Grove, J.
Executive Director and Chief Executive Officer
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MEMBER RELATIONS

Throughout 1999, ISDA continued in its efforts to update members on key indudry issues in
aeas such as rik management, documentation, regulation, tax, accounting, emerging markets
and EMU implementation. Increesed use of dectronic communications, the ISDA internet
webdte and the bimonthly ISDA newdeter enabled the Associdion to keegp its membership
informed and involved in an efficent manner throughout the year. During the year, 1SDA
directors and daff provided presentations a seminars and member update meetings covering a
range of topics in jurisdictions including Audrdia, Audria, Begium, Canada, Ching, the Czech
Republic, Denmark, Finland, France, Germany, Hungary, India, Irdand, Itdy, Korea, Mdayda,
Norway, Poland, Portugd, Singapore, South Africa, Sweden, Switzerland, Thaland, the United
Kingdom and the United States.  With the progpect of new offices in Tokyo and Southeest Asa
in 2000, the leve of sarvice offered by the Associaion will only improve in the years to come.

The Asociaion’'s member bendfits, levd of activity and the importance of issues that ISDA
addressed in 1999 continued to fud a ggnificant increese in membership.  Ninety-two new
members joined the Associaion lagt year, induding the firs from India ISDA’S membership
now totds over 460 financid inditutions government entities corporaions and professond
sarvice providers from 36 countries.  The new members reflect in part the growth of swaps and
other derivatives activity in energy, insurance and emerging markets.

During 1999, ISDA opeaed committees and task forces in each of the following aress
Accounting and Disdosure Collaterd Management; Commodity Derivaives, Documentetion;
Emerging Maketls Energy Deivatives Equity Derivatives, European Monetary Union; Market
Prectice, Operations, Regulation; Risk Management and Tax, as wedl as locd committees in
South Africa, Southeast Asa and Hong Kong, Japan, and Canada

In 1999, | SDA wdcomed the following ingitutions as new members:

Primary Members (27)

African Merchant Bank Limited Lazard Brothers & Co., Limited

Alpha Credit Bank Macquarie Bank Ltd.

BAWAG, Bank Fur Arbet und Wirtschaft Nykredit Bank A/S

BSN Commercid Bank Ogerreichische Postgparkasse
(Maaysia) Berhad Aktiengesdllschaft

BancaDd Sdento — Credito Popolare Oversea-Chinese Banking Corporation
Sdentino SpA. Limited

Banco Inverson, SA. PSEG Energy Resources & TradeLLC

Bank Julius Baer & Co. Ltd. RWE Energie AG

Cord Energy, L.P. Rdiant Energy Services, Inc.

DBS Bank (The Development Bank of Sanwalnternationa PLC
Singapore Ltd) S. George Bank Ltd

Depfa-Bank Europe plc State Street Bank & Trust Company



Dynegy Inc.

Heet Bank

Investicni aPostovni Banka, as.
Irish Life & Permanent plc

Associate (24)

American Management Systems Inc. (AMS)
Anderson Mori

Arnhem Tite & Lewis

Audrdian Financd Markets Association
Binder, Grosswvang & Partner

Cameron McKenna

De Pardieu Brocas Méffel & Leygonie
Derivatives Net Inc.

EBS Patnership

Financid CAD Corporation

Gibson, Dunn & Crutcher LLP

Katten Muchin & Zavis

Subscriber (40)

ACN Power, Inc.
AEGON NV

AGF Assurances

Alberta Treasury

Audrdian Federd Financing Agency (AFFA)
Augrdian Office of Financid Management
Bank of Canada

Barrett Resources Corporation

Caiss= Autonome De Refinancement
Canada Mortgage and Housing Corporation
Citadd Investment Group, L.L.C

ENIFIN Sp.A.

Federad Nationd Mortgage Association
Fulcrum Bank

GMAC

Government of Canada, Department of Finance

Hess Energy Trading Company, LLC
Kingdom of Belgium

Kommuninvegt | Sverige AG (publ)
Moore Capital Management, Inc.

Ulgter Bank Limited
Zurcher Kantona bank

Lenz & Staehdin

Nittan Group

Patton Boggs LLP

Schulte Roth & Zabd LLP
Steins Bisschop Meijburg & Co. Advocaten
Thacher Proffitt & Wood
The Capitd Markets Company
Totem Market Vduations Ltd.
Udwadia, Udeshi & Beijis
Ughi e Nunziante

Uria& Menendez

Vinson and Elkins L.L.P.

New South Waes Treasury Corporation

Nationd Treasury Maregement Agency of
Ireland

Nationd Bank of Poland

Pecific Life Insurance Company

PIMCO AdvisorsL.P

Province of British Columbia

Red Naciond delos Ferrocarriles Espanoles

Republic of Anland

SNS bank Nederland N.V.

Shidler Invesment Corporation

South African Reserve Bank

Stichting Pensoenfonds ABP

Telkom SA Limited

Tractebel Energy Marketing, Inc.

Tractebe Energy SA

Tressury Corporation of Victoria

Vatenfdl AB

WMC Resources Ltd.

XL Insurance Ltd.

Y orkshire Building Society



REGIONAL COMMITTEES

| ASIA-PACIFIC REGION |

Among the highlights of ISDA’s attivities in the ASa-Pacific region in 1999 were two seminars
on risk management that ISDA hdd for regiond regulaors.  The fird seminar, which was
initiated by the Hong Kong Monetary Authority and hosted by Bank Negara Mdaysa, was hed
in Kuda Lumpur in Mach and covered credit-rdlated issues. The seminar was attended by
goproximatdy  daxty regulaors from Audrdia Ching Hong Kong, Indonesa, Jgpan, Koreg,
Mdaysa, New Zedand, the Philippines Snggpore and Thaland.  Topics discussed induded
cedit rik andyss and management, documentation as a credit risk mitigaion technique,
collaterd practice, credit derivative gpplications and capitd adequacy guiddines for credit risk.
ISDA paticipants included representatives of ISDA members and daff from Singapore, Hong
Kong, Tokyo, London and New Y ork.

The second seminar, which was cohosted by the Monetary Authority of Singgpore (MAS, was
hed in October in Singgpore.  Topics covered a the seminar included market risk, credit risk,
opeationd rik and legd rik. Regulaiors from various markets atended, incuding Ching,
Hong Kong, India, Indonesa Jgpan, Mdaysa, Singapore and Thaland. The ISDA group
condsed of Board members, daff and representatives of member firms from New York,
London, Tokyo, Frankfurt, Amsterdam, Singgpore and Hong Kong.

ISDA was active during 1999 in commenting on regulaory initigives throughout the region.
Among the proposds on which ISDA commented were the MAS's proposed guiddines for
derivatives use by insurers, the Resarve Bank of Indids proposed guiddines authorizing the
transaction of forward rae agreements and interest rate swaps denominated in rupees and Bank
Negaa Madaysids proposed guiddines reating to the use of derivatives by Mdaysian insurance
companies.  ISDA dso commented on severd capitd adequacy proposds rdaing to credit
derivaivesissued by regiond regulators, induding Audrdia and Hong Kong.

ISDA dso activey monitored a number of other legd deveopments in the region during 1999.
Thexe induded litigation reding to the interpretation of the ISDA Magter Agreement following
the liquidation of Peregrine in Hong Kong and severd court cases rdaing to the enforceghility
of derivatives contracts in Indonesa  Of particular concern to ISDA and its members were the
liquidation proceedings rdating to Guangdong Internationd Trus and Invetment Corporation
(GITIO) in China  The GITIC liquidaion committee issued a prdiminary ruling rgecting
cetan derivetives dams filed by creditors of GITIC on the grounds thet GITIC had faled to
obtain proper authorizetion from the Chinee State Adminidration of Foreign Exchange (SAFE)
before entering into the transactions.  Claimants were dble to file objections to the ruling and, as
of year end, a find ruling on the objections had not yet been issued. In November, ISDA
submitted a letter to the Peopl€'s Bank of China and the SAFE requedting that they address the
legdl uncertainty raised by the GITIC proceedings.



ISDA d0 hdd a number of medtings with regulators and market paticipants in the region
during 1999. In Januay, an ISDA ddegdion visted India and gave a presentation on
derivaives and risk management issues in Mumba. In March, ISDA representatives visted
members and regulators in Audrdia, Singapore and Mdaysa  In May, an ISDA team hdd
seminars in China and Korea on ISDA documentation and risk management issues.  In October,
ISDA teams visted Singgpore, Mdaysa, Thaland and India ISDA dso hdd its annud Asa-
Pecific Regiond Update in October in Singgpore.  The keynote regulatory spesker a the
Singapore update was Tharman Shanmugaratnam of the Monetary Indtitute of Singapore.

ISDA’s dforts in the region continue to be led by the members of its South East Ada Steering
Committee and a variety of subcommittees tha work under the Steering Committee  The
committee continues to meet frequently in both Hong Kong and Singgpore and draws
adminigtrative support from a representative office located in Hong Kong.

Toward the end of the year, the ISDA Board gpproved a proposd to establish a full 1ISDA office
in South East Asa during the year 2000. The ISDA office which will be locaed in either
Sngapore or Hong Kong, will provide support to ISDA’s South Eagt Asa Steering Committee
and subcommittees and ISDA’s regiondly based members  The office will be respongble for
coordinating I1SDA’s activities for South East Ada, China and Kores; Audrdia and New
Zedand, and India The office will be daffed initidly by two full-time ISDA daff members.
The opening is st for October 2000.

| CANADIAN MEMBERS COMMITTEE |

The ISDA Canadian Members Committee continued to focus on issues of particular concern to
ISDA’'s Canadian membas In the middle of the year, the Ontario Securities Commission
(OSO) issued a report by the Task Force on Debt-Like Derivatives, which induded a proposed
rue and policy. ISDA submitted a comment letter to the OSC indicating the view of its
Canadian members that the proposad rule would hinder the market for structured debt products
which are popular among Canadian invegtors. In its comment letter, ISDA indicated that there
was no evidence of problems in the market for these ingruments currently and, as such, no need
for legidative intervention. 1SDA urged a regulaory rather than legidative response and offered
specific suggestions for improvements in the proposd.

In duly, ISDA and its members were taken by surprise by amendments to securities legidaion in
Alberta which broadened the definition of securities in a way that appeared to encompass
privately negotiated derivatives transactions.  While indusiry participants took some comfort by
obtaining exemptions from the legidation, there remained concern about the approaches that
would be adopted by other provindd regulators such as the British Columbia Securities
Commisson (BCC). Laer in the year, the BCSC findized exemptive rdief from the coverage
of the provincid securities act for a broad range of OTC deivdives  The rdief went
condderably father than that afforded in Alberta The Assodation is continuing to work with
the BCSC and other provincd securities commissons to achieve a trestment of OTC
derivatives transactions that correctly reflects their unique nature and promotes legd certainty.

In June, the Canadian courts hed that cetan nonISDA contracts governing transactions
contemplating physcd ddivery were not digible financd contracts under Canadian insolvency
law. While the contracts involved in the case were not ISDA contracts, the rdevant close-out
provisons were based on those contained in the ISDA Magter Agreement. There was an earlier
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rding by the trid judge thet cashsdtled transactions executed under an ISDA Mader
Agreement are entitted to the benefits of Canadian insolvency law. The case, involving Blue
Range Resources Corporation, is currently under apped, and a hearing is set for the firgt quarter
of 2000. ISDA has been granted leave to intervene in the goped and is working with its
Canadian members to determine the best way in which to lend its support.

| EMERGING MARKETS TASK FORCE |

European Emerging Markets

ISDA’s European Emerging Makets Task Force was edablished in 1997 to focus on issues
important to the devdlopment of the derivatives markets in the Czech Republic, Hungary, Poland
and Russa and to work with locd participants and locad authorities to promote legd certainty,
mos notably in the three areas of netting legidation, loca documentation, and appropriate
regulation. 1999 saw progress in these areas in the three countries on which ISDA has
concentrated.

Following discussons with the Europeen Bank for Recondruction and Deveopment (EBRD)
Legd Trandtion Team in 1999, it has been agreed that the EBRD will engage ISDA (together
with Allen & Overy) as conalltants in drafting netting legidaion in up to five Centrd and
Eastern European countries. This is a wecome move by the EBRD, which was dready
supportive of ISDA’s work in this area Hopefully, the EBRD’s support will encourage the
governments concerned to recognize the urgency of the issue.

In a mgor event to round off the year, ISDA and the EBRD hogted a seminar in Prague in
December, focusng on the importance of netting in the derivatives maket, to which the
Asociation invited a wide range of locd market paticipants and officds The seminar was
followed the next day by a generd update on ISDA’s activities Both events were extremey
wdl atended by bankers, centra bankers regulators and minigry officids not just from Poland,
Hungary and the Czech Republic, but dso from Sovakiaand other European countries.

Czech Republic

In early 1999 ISDA vidted representatives of the Nationd Bank, the Minisry of Finance the
Securities Commisson and the Czech Banking Associdion, as wdl as market prectitioners to
discuss legd and regulatory issues rdevant to the derivatives markets in the Czech Republic.
Discussons focused on ISDA’s advocacy paper outlining the arguments in favor of netting
legidation, with active ISDA members incduding the EBRD, a wdl a locd market
paticipants, urging Czech government officids to support the cregtion and adoption of dose-out
netting legidation.

As a realt, during the course of 1999, the Fnancid Makets Asociaion (FMA), which
indudes the Nationd Bank, developed draft netting legidaion. 1SDA reviewed the proposed
drefts through Allen & Overy, its European legd counsd, and it is hoped that the Czech
paliament will amend the lav on Bankruptcy as wel as the Securities Act to dlow for netting
of derivative transactions under the ISDA Master Agreement in 2000.

The FMA has adso expressed enthusasm for the devdopment of dandardized locd derivatives
documentation, possibly aong the lines of the Hungarian modd discussed below.
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Separady, the Nationd Bank requested that ISDA assg in devdoping a market risk traning
program for its supervisory deff.  In Augud, together with KPMG and the support of Technica
Assgance Informaion Exchange Office of the European Commisson (TAIEX), ISDA hdd a
franing course to provide an introduction to the Sandardized method in the EU Capitd
Adeguacy Directive (CAD) and dso to reated risk management issues such as internd vaue at
risk modds, covered in the later CAD amending directive.

Hungary

In 1999, the Hungarian Forex Assoddion findized the devdopment of dandardized, English
language, locd documentation for use in the Hungarian derivaives market.  Although this is not
an ISDA document, ISDA’s Task Force had the opportunity to review the draft documentation
prior to its publication.  The documentation, drafted largey by Allen & Overy, is compatible
with 1SDA's exiding market sandard documentation, taking the form of locd supplements to
the ISDA Magter Agreement and ISDA definitions, and was published in May of 1999.

The Tak Force supported the efforts of the Hungarian industry in developing locd
documentetion that can be used dso for cross-border trading. It is hoped that the Czech and
Polish industry will follow suit and push for their own locd, |SDA-compatible documentation.

ISDA has learned that the finance ministry and centrd bank ae supportive of induding a
definition of dose-out netting in a capitd markets reform bill. Further advocacy is il needed,
but 1ISDA hopes to be able to work with the locd authorities and the indudtry to begin drafting
legidation with the financid support of the EBRD.

Poland

Further to a seminar in September of 1998 on the principles of risk management, the Polish
Banking and Forex Asxocidions have pursued a loca documentation project and ae dso
interested in pressing for the adoption of netting legidation.

In December 1999, based on a request from TAIEX, ISDA organized a seminar for the Polish
naiond bank daboraing on the implementaion of derivaive, swgp and repurchase
transactions.  Additiond  vidts to Warsaw to discuss further with market participants and
regulatory bodies the need to introduce netting legidation are planned for 2000.

Latin America

Throughout 1999, ISDA continued its didogue with both the Argentine and Mexican legidators
and regulators. Recent developments in both of these jurisdictions have been encouraging.

In Argenting, a change of government hes ddayed the implementation of revised bankruptcy
legidation, origindly proposed in lae 1998, addressng automaic termination of contracts and
close-out netting in the event of bankruptcy. The Ministry of Justice has proposed a number of
amendments to the proposed lav (Ley No. 24522 Ley de Concursos y Quiebras) which it is
hoped the new Congress will congider after its legidative recess.



In Mexico, the Secretaria de Hagienda has written and deivered a hill (Ley de Concursos
Mercantiles) to the Mexican Congress that addresses bankruptcy issues in generd and includes
provisons addressng automatic termination of contracts and dose-out netting in the event of
bankruptcy. There gppears to be broad legidaive support for the bill and it is hope tha it will
be passed into law soon.

| JAPAN COMMITTEES |

Collaterd issues were a the top of ISDA’s agenda in Jgpan in 1999. Ealy in the year, ISDA
crested a collateral sub-committee under its Tokyo Operations Committee.  The firs meseting of
the sub-committee in February was atended by approximately fifty market participants.
Discussions focused on operationd issues rdating to the trander of Jgpanee collaterd. A
second medting of the sub-committee (later in the spring) was devoted to a discusson of the
legd issues surrounding the use of collaerd in Jgpan. During the summer, the sub-committee
was devated to full committee status under the charmanghip of ISDA Board member Shigeru
Asa of Sanwa Bank. The committee set as its objectives the enhancement of collatera usage to
mitigate credit risk and the edablishment of guiddines for managing collatera programs in
Jgpan.  In October, the Collaterd Committee sponsored a series of meetings with [SDA
members, the Bank of Jgpan (BOJ) and the Japanee Financid Supervisory Agency (FSA) to
discuss collaerd and derivatives  Michad Clarke of JP Morgan, co-char of ISDA’s globd
Collaterd Committee, and Susan Hinko, ISDA’s Director of Policy for the Americas, made
presentations discussng the globd growth in  collaerdization, the benefits and risks of
collaterd, the legd and regulatory framework for collaterd and the Basd Committegs capitd
guiddines rdaing to collaerd. They dso discussed the type of organizationd infrastructure
required to ensure a professond and efficient collateral management operation.

ISDA’s Tokyo Documentation Committee was dso active during 1999, The FX Definitions
Working Group established by the Committee begen collaboraing with the Tokyo FX Markets
Committee on a Jgpanese-language Us’'s CGuide to the 1998 FX and Currency Option
Definitions. The guide will not be a direct trandation of the English verson but will explain in
plain Japanese such new concepts as Disruption Events and Non-Ddiverable FX.

Activities of the ISDA Tokyo Operations Committee in 1999 induded discussions on how to
ded with negative interest rates  These discussons focused on such systems issues as
automated cdculation, mark-tomarket accounting and cash flow information. The Operaions
Committee d o discussed the introduction and status under Japanese law of fax confirmations.

During 1999, ISDA edablished a Tokyo Regulaory Committee under the charmenship of
Tauyoshi Hase of IBJ-Nomura, a former ISDA Board member. The Committee st up three
subcommittees.  The firgd is the Tax and Accounting Subcommittee, which has focused on
Japanese  accounting  developments, particularly the introduction of meark-to-market accounting
for the banking book. The second is the Legidaive Committee, which initidly concentrated on
the Japanee Financid Services Act.  The third is the Capitd Adequacy Subcommittee, which
focused on the Basd Committee Capital Accord Reform process.

ISDA hdd severd meetings with Japanese regulators during the year to discuss issues of mutud
interest.  In April, Rick Grove, ISDA CEO, and ISDA Boad members Teruo Tanaka of 1BJ and
Shigeu Asa of Sawa Bank met with the BOJ. The same ISDA representatives, joined by
ISDA Charman Mak Harding and severa other North American and Europeanbased 1SDA
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Directors and staff members, made a follow-up vist to the BOJ in October. At the same time,
the group vidted the FSA and the Ministry of Finance. Discussons concentrated on Jgpan's Big
Bang, the reform of the Basd capitd accord and ISDA’s activities in Jgpan and esewhere
around the world.

ISDA hed two other important meetings with Tokyo-based members in 1999.  In April, ISDA
representatives met with Japanese members to discuss anticipated  future developments in
derivdives activity and risk management. In October, ISDA hdd its annud Tokyo members
update over a two-day period. The fird day condsted of specidist briefings reating to Jgpanese
reguiaory and legiddive changes credit deivaives documentation, collaed, tax and
accounting.  The second day incduded an oveview of ISDA’s globd documentation, risk
management, collateral, accounting and market practice issues.  The keynote regulatory address
was ddlivered by Masaaki Shirakawa, advisor to the Governor of the BOJ.

Toward the end of the year, the ISDA Board gpproved a proposd to establish a full 1ISDA office
in Tokyo during the year 2000. The ISDA Tokyo office will provide support to ISDA’s Tokyo
committees and ISDA’s Tokyo-based members.  The office will be daffed initidly by two full -
time ISDA gaff members. The opening is set for April 13,



DOCUMENTATION

Strategic Documentation Review

In June 1999, ISDA began a comprehensive review of certain key aspects of its sandardform
documentation.  The project, cdled the ISDA Strategic Documentation Review, is beng
undertaken to ensure that 1SDA’s documentation continues to reflect both developing market
prectice and the experiences of indudry practitioners during periods of market dress
experienced in lae 1997 and throughout 1998. Throughout 1999, four working groups focused
on issues of termination, vauation and doseout; force maeure, master agreement Structurd
issues and collateral documentation. Each of the working groups is comprised of senior legd
gaf from member firms having paticular expertise in ISDA documentation.  In relaion to the
work done on coollaerd documentation, which folloved on from the recommendations
contained in the ISDA 1999 Collaerd Review, se the section on Collaerd Management,
bdow. Each of the other three aress of discussons are conddered in turn bdow. Pending
publication of an amended ISDA Magter Agreement, it is intended that a protocol mechanism
will be etablished to implement on a multilaerd bass the amendments resulting from the
project.

Termination, Valuation and Close-out Working Group

The focus of this working group is Sections 5 and 6 of the ISDA Mader Agreement. During
recent periods of maket dress it became cdear that, dthough legdly robust, the Market
Quotation payment meesure contained in the ISDA Mager Agreement may not be sufficiently
flexible in a cigs gStuation.  The mechanism requires that quotations be obtained from a lesst
three Reference Market-makers. During periods of market dress, this can prove difficult in the
caxs of lage or illiquid portfolios. The working group is seeking to deveop a more flexible
goproach, dlowing paties to draw on a wide range of maket informetion, induding, where
reesonable, the use of data produced interndly to determine replacement vaues for transactions
accuratdy and on a timey bass. The working group is dso reviewing the Events of Default and
Taminaion Events st out in the Agreement to assess whether it would be gppropriate to
shorten cure periods and other relevant timeframes.

Force Majeure Working Group

Recent periods of market turmoil adso accentuated the importance of darifying the effect of
imposshility or force mageure events on the contractud obligetions of paties to an ISDA
Maeder Agreement.  Although it contains provisons addressng lllegdity, the ISDA Mader
Agreement does not currently address imposshility or force mgeure.  This working group is
devdoping a guitéble provison and assesSng gppropriste cure and wating periods  Similar
work has been being undertaken by the Foreign Exchange Committee of the Federd Reserve,
and efforts are being made to coordinate approaches.



Master Agreement Sructural 1ssues Working Group

The god of this working group is to devdop a legdly robust and practicd means by which
industry participants can teke grester advantage of cross-product netting. The working group is
conddeing three means of achieving this firs, the working group is conddeing the
devdopment of bridges to other medter agreements such as the Globd Master Repurchase
Agreement produced by the Bond Market Associgion (TBMA) and the Internationa Securities
Maket Asociation.  Similar bridges were prepared by 1SDA in 1996 to enable parties to draw
transactions executed under the FRABBA and BBAIRS provisons prepared by the British
Bankers Association into ther ISDA Magster Agreements.  Secondly, the group is conddering
the practicdities of a “mader-mager” agreement approach to cross-product netting.  This is an
area in which TBMA is underteking a condderable amount of work. 1SDA, through its externd
counsd, has commented on exposure drafts of a magter netting agreement produced by TBMA
and will continue to examine ther efforts going forward, with a view to endorang any suitably
robus document.  Thirdly, the group is looking to devdop a single broadranging master
agreement that would enable paties to document a broader range transactions, including
repurchase transactions, under a sngle agreement.  Mogt recently, the working group has
focused on the development of bridges However, ISDA condders that these bridges will be a
temporary measure.  The longer-term, permanent solution will be a broadranging sngle mester
agreement.

2000 | SDA Definitions

Through the subgtantid efforts of a smdl working group and a larger task force in the laiter part
of 1999, the Associaion pursued its god of publishing a revised st of definitions for interest
rate and currency sSwap transactions. The product of these efforts will be cdled the 2000 ISDA
Definitions and will combine the 1991 ISDA Definitions the 1998 Supplement to those
definitions and the 1998 Euro Definitions to creste a document that will hopefully stand the tet
of time as well as the origind 1991 ISDA Definitions has. The group is focusng on issues such
as cash sdtlement, where it is seeking to reflect the experience of market participants in usng
the exiding cash sdtlement provison while anticipating the likdihood thet market practice in
that area will continue to evolve in the coming years ISDA expects to complete this project in
the firgt quarter of 2000.

1999 |SDA Credit Derivatives Definitions

In July, the Asocdion published the 1999 ISDA Credit Derivaives Definitions — The
Definitions, which are intended to fadlitate the documentation of credit default transactions,
have quickly ganed broad market acceptance. The Definitions provide parties to credit default
transactions with a shorter, more convenient means of documenting their transactions, replacing
long-form confirmations based on the form ISDA published over two years ago. In addition to
dreamlining the documentaion of individud transactions, the Definitions provide greater
catanty of tems more flexibility in taloring specific provisons and wider coverage of
underlying obligations.

One of the principd ams of the Assodation in developing the definitions was to promote legd
ceatanty in the maket for credit default products. It is hoped tha this has been achieved
through the production of objective definitions most dearly evident in the revised definition of
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the Redtructuring Credit Event. Work on a user’s guide to the Definitions is well under way and
should be completed by the end of the fird quarter of 2000. The user’s guide will not only
indude detailed explanaion of the providons in the Definitions, but will dso address other
issues that were congidered in the course of drafting the definitions.

Work on additiond credit derivaive product aess in dso in the Assocaion's future
documentation plans.

Year 2000 Review of | SDA Documentation

The Asxociaion worked with the Financid Makets Lawyers Group and with the Globd Year
2000 Extend Risk Mitigation and Contingency Planning Committee to condder Y2K date change
issues that may affect the financid makets The ISDA Year 2000 Review of Standard
Documentation represented one aspect of 1ISDA’s efforts in this regard. Like a number of other
financid markets industry associdions, ISDA conducted an extensve review of its standard-
form documentation with a view to highlighting any provisons of which industry participants
should be paticulaly aware in light of the Y2K dae change problem. It dso contaned a
summay of ISDA’s Busness Day Conventions and reproduced the Globd 2000 cdendar of
locd market dosures aound the millennium period. Having undertaken the review process, the
Asocigtion was aile to conclude with certainty that there were no Y2K “time bombs’ buried in
its documentation.
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NETTING AND COLLATERAL OPINIONS

Mitigation of risk through the use of netting and collaterdization continued to be a centrd
congderdtion for the Associaion throughout 1999. Both the Strategic Documentation Review
and the efforts of the ISDA Collaterd Committee focused consderable efforts on these area
during the year. A further manifesation of this focus was the expanson of the Association’'s
efforts to collect opinions on the enforceshility of the ISDA credit support documents and the
close-out netting provisons contained in the ISDA Magter Agreement.

Netting Opinions

At the end of 1999, a netting opinion for the Bahamas was commissoned. This will bring the
totd number of jurisdicions from which netting opinions have been obtained to thirty-five
Revised opinions were obtaned to reflect newly enacted netting legidation in  Audrdia,
Geamany, Jgpan, the Netherlands and New Zedand. Opinion updates from thirty-one
juridictions were solicited during the year and have been delivered to members.

Codllateral Opinions

The Asxodaion's collaerd opinion project, which began in 1997, is continuing to grow to meet
the needs of ISDA membes  Collatera opinions have now been acquired from a totd of
fourteen jurisdictions.  In 1999, opinions from France, Germany, Hong Kong and Thaland were
digributed to members and opinions from Itdy, the Netherlands Portugd and Spain are under
condgderdion.  Additiondly, the Asodation plans to commisson collaerd opinions from
Audrdia, Audriaz Bermuda, Denmak, Fnland, Irdand, The Netherlands Antilles Norway,
South Africaand Sweden in 2000.

ISDA is continuing to research ways in which avalable technology can be used to ddiver
netting and collaerd opinions to members more promptly and in a medium that would dlow
members to didribute the opinions more eesly to interested parties within ther organizations.
In 2000, ISDA began to ddiver its opinions by e-mail, in addition to hard copy form.

12



RISK MANAGEMENT

ISDA placed a srong emphass on risk management in 1999, following the announcement by
the G10 Basd Committee of Banking Supervisors of a mgor review of internationd capitd
adequecy dandards and the issue of a pardld conaultation paper by the European Commisson.
The Basd Committee consultation paper was a wecome devdopment and followed an active
campaign by IDA to rase awaeness of the flavs of the 1988 Capitd Accord, which
cuminated in the publication of 1SDA’s paper on credit risk capitd reform (“Credit Risk and
Regulatory Capitd”, March 1998).

ISDA consders the on-going Capita Accord review to be an excedlent opportunity to ensure
that regulatory cepitd is more closdy digned with banks economic capitd and, in paticular, to
secure an incentive-compatible trestment of credit risk mitigation indruments It is of the
utmost importance that regulators goply charges that are directiondly condgent with the risks
that they are trying to cgpture. Of equd importance however is the need for a fundamenta re-
think of the raionde for applying minimum capitd charges ISDA bdieves that for some
categories of rik, mog prominently operationd risk and interest rate risk in the banking book,
gpplying minimum capita requirementsis not the correct gpproach.

As a complement to its Basd review initigtive, ISDA ds0 caried out in-depth Sudies of
operationd risk practice and credit risk moddling. These initiatives, launched jointly with other
trade associations, have gregtly contributed to improving the expertise of member firms in the
fidlds concerned, and will, it is hoped, be useful to regulators.

Reform of the Basd Accord
To address the many issues raised by the Capitd Accord review, ISDA set up three working

groups under the oversght of a Capitd Accord Steering Committee. More than 40 firms,
representing 13 countries were involved in the response process:

Capita Accord Steering Committee
(CASC)
Conceptud Framework Internd Ratings Operationd Risk
Working Group Working Group Working Group
(CFWG) (IRWG) (ORWG)

The CFWG conddered the adequacy of the overdl framework proposed by the Basd
Committee, notably the soundness dandard underpinning the regulatory capitd  requirements
and the glitability of applying minimum capitd charges agging the various forms of risk
ewvisged by the Committee The IRWG sructured a marix of credit risk cepitd charges and
proposad methodologies for ataning a more gppropricte treatment of credit risk mitigation.
The ORWG drew on banks of different ypes from a number of jurisdictions and focused on the
agoproprigteness of a minimum charge for operaiond rik, as diginct from the process of
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upervisory review. As with other aspects of ISDA’s response, the prime concerns were the risk-
sengtivity of any regulatory treatment and the incentives it embodied. This work dso entalled
extendgve regulaory liason, which is st to continue in 2000. ISDA concduded that the
regulators ought to promote the fallowing principles in the new capitd adequacy framework:

1. Clarity. The assumptions underlying the new framework should be made explicit where
this is possble For ingance, the horizon st for holding capitd (equivdent to the holding
period retained in the trading book rules), as wdl as the loss percatile assumed, should be
clealy defined. This is a prerequiste for edablishing a congdent, incentive-compatible
framework, paticulaly snce rdying on portfolio risk modds in the longer-tem future is
envisaged. ISDA suggests retaining 99" percentile loss over a one year horizon as a besis for
seting capitd  requirements. This would ensure that capitd  charges conditute a maximum
insolvency standard that is non-congtraining for well managed banks.

2. Eoconomic condgency: Regulatory capitd charges should be digned more dosdy with
banks economic capitd, and cetanly be directiondly consgtent with it. They should for this
purpose be sendgtive to the same risk drivers tha govern economic cgpitd variations The
current Accord fals this test. 1ISDA has identified a range of key factors, and derived capitd
requirements based on these factors. For ingtance, credit risk charges are dependent on the
tenor of the exposure, the default probability of the issuer, the loss given default on the fadility,
and diverdfication. Smilarly, where andyzing contingent credit risk, ISDA has sought to link
default corrdation with essentid parameters, such as the country of incorporation and industry
of the obligors Economic conddency is a prerequidte for the proportionate recognition of
rik mitigation (credit derivatives operationd risk insurance). Fndly, ISDA  drongly
advocates the recognition of banks potentia future exposure measures by the regulators in the
caculation of counterparty risk charges.

3. Smplicity. Regulators should dso sk to avoid excessve complexity in deveoping new
cgpitd rules. Thee need to reman aufficiently smple, dthough robud, in order not to burden
banks with digoroportionatdly  high implementation cods. To this end, ISDA suggess a
framework for credit risk, where the same matrix of capitd requirements goplies whether or
not the bank has been dlowed to use its internd raings for regulatory purposes. Smilarly, the
incorporation of credit risk mitigetion in the framework is not differentisted according to
whether the capita charges are internd ratings or externd ratings-based.

4. Incentives for good risk management: Fndly, it is essentid theat regulaors condder
caefully whether minimum cagtd requirements are appropriate protection againg the forms
of risk under condderation. ISDA does not believe that charging agangt operaiond risk is
sengble snce this risk is modly endogenous and should therefore normaly be addressed by
adopting proper systems and controls. Edablishing minimum  cgpitd  charges  agang
operaiond risk would leed to ahitrage, and runs the risk of discouraging the devdopment of
adequate controls, in particular if the charges gpplied bear little rdation to the underlying risk.
ISDA would suggest deveoping an assessment methodology for banks operdtiond risk as
pat of Fillar 1l of the review, to ensure & least that regulatory intervention, if warranted, is
proportionate to the levd of risk incurred and qudity of the controls in place Similaly, it is
proposed to address interest rate risk in the banking book as part of Rillar 1. From a broader
gandpoint, ISDA wedcomes the Committees emphasis on increesed and improved supervison
and dso supports Rillar Il of the review, in as much as disclosure can effectively foster market
discipline
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Throughout the response drafting process, ISDA has kept in cose contact with  banking
regulators around the world, in the hope of being able to influence the Basd debate in its early
sages. ISDA hdd discussons with the U.S, UK., Jgpanee and French regulators, as well as
the Basd Committees Modds Task Force and the EU Commisson. ISDA is a member of the
UK. Fnancd Savices Authority Advisory Group on the review of the capitd adequecy
framework.

ISDA has been invited by the Basd Committees Modds Task Force to paticipate in a data-
gahering project on loss given defalt (LGD), exposure a default and credit risk capita
dlocations. ISDA has welcomed this proposd for further didogue and hopes to be adle to
provide the regulaiors with meaningful informetion.

ISDA will dso produce a response in Mach 2000 to the Europeen Commisson consultative
paper on capitd adequacy, Specificdly addressng the comparaive regulatory trestment of banks
and securitiesfirms.

Credit Risk Moddling

The tedting exercise conducted jointly with the Inditute of Internationd Finance came to an end
in lae 1999. This condudes nealy two years of both quantitative and quaitative work on
portfolio credit risk models, coordinated by both associaions and involving 25 banks.

This important piece of work has provided paticipants with a unigue opportunity to compare
modds, in both their theordticd make-up and internd implementation. A mgor lesson learned
from the testing process has been that modds ae directiondly condgent, in other words react
gmilaly to gmilar shocks and that loss messures obtaned for a given andardized portfolio
tend to be consistent within modd types.

Further initiatives were launched during 1999 in the fidd of credit risk moddling, with a view to
addressng the wesknesses that the Basd Committee believes prevent reliance on modds for
regulatory purposes. data scarcity and vaidation difficulties

As far as daa is concerned, ISDA has initiated, together with Robert Morris Associates and the
British Bankers Associaion, an LGD daa pooling exercse for European banks. This will
produce a European LGD benchmark, for use by members as a key input into their credit risk
modeling, and by regulaiors, as a dating point where seeking to egtablish the reasonableness of
banks LGD assumptions.

In the fidd of modd vdidation, ISDA has launched a joint proect with the Internationa
Association of Financid Enginears, to creste a library of academic-industry projects on credit
risk moddling and vdidation. This will provide our membership with an opportunity to teke part
in some of the mog advanced academic dudies on this topic. Participation from regulaors in
this research pool is dso envisaged.
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Credit Derivatives

In 1999, ISDA continued to monitor and provide feedback to regulators on policy regarding the
regulatory trestment of credit deivaives. The last year saw changes in regulaion in Audrdia
and Hong Kong and Singgpore.

In Jduly, ISDA responded to guidance published by the Audrdian Prudentid Regulaion
Authority (APRA). The Assodiation welcomed the retention of trading book digibility criteria
and the trestment of maturity mismeatches in the banking book: APRA proposes patid capitd
relief in tune with 1ISDA’s proposd for a “diding scde’ of charges for forward credit risk. The
Asociaion further supported the treetment of maturity mismaiches in the trading book, where
APRA gpplies one specific charge as opposed to the two applied in some other jurisdictions,
ISDA however, fdt that the gpproach to first-to-default basket products was unduly consarvative
for both protection sdlers and buyers. The Associaion aso expressed concern about the lack of
recognition of pecific risk offsetsin the trading book.

In the autumn of 1999, ISDA dudied proposas for new regulation produced by the Hong Kong
Monetary Authority (HKMA). This guidance focused on credit derivatives in the banking book
only. ISDA uged HKMA to daify ther gpproach to trading book digibility. Trangparency
was ds0 needed with regard to the trestment of maturity mismatches in the banking book, and of
multiple name credit derivatives.

Operational Risk Survey

During 1999, the Associaion, in conjunction with the British Bankers Associaion and Robert
Morris Associates (RMA), undertook a deailed and groundbresking sudy of operationd risk
management.  The sudy describes current practice and thinking on the definition, messurement
and management of operationd risk.  Fifty-five mgor globd financid inditutions responded to a
Oetalled survey quedtionnaire.  The resulting study represents the first publicdly avalable andysis
and report on the rapidly evolving subject of operationd risk technology.

In addition to describing current orgenizationd gSructures, policies, practices, and  procedures,
the dudy suggests dtenaive methods for managing operationd risk and provides a
methodology for gpproaching risk on an enterprisswide bass.  Exhibits and daa track the
evolution of operaiond risk management, providing a road mgp for inditutions beginning to
implement operationd risk programs. The study aso digtinguishes between srategies utilizedin
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a centrdized management Sructure and those in place a the busness unit levd. Some of the
topics addressed in the study include:

Operdiond Risk and Shareholder Vdue;

Defining Operationd Risk;

Trends in Organizing an Operationa Risk Management Structure and Reporting;

An Inventory of Operationd Risk Management Tools Incduding Sdf Assessment, Risk

Maps/Process Flows, Risk Indicators, Escdaion Triggers, Loss Event Database and the
Integrated Use of Tools, and

Insurance Strategies.

Interest in the survey has been widespread among inditutions and indugtry regulators.  In October,
the Association, BBA and RMA accepted an invitetion to present the preiminary results of the
urvey to the Bade Risk Management Committee. A successful presentation was dso made & the
Adan Regulaiors Forum in Singgpore in October.  In addition, the survey findings were discussed
a conferences in London and New York in November. The survey is avalable on the 1SDA
website (Wwww.isda.org).

Risk Management Seminar Program

ISDA continued its monthly lunchtime seminars in New York and London on risk management.
These seminars provide useful updates on industry best practice and research in the fidd of risk
management. A mix of inditutions is represented, incduding practitioners, consultants, rating
agencies and academics.  The 1999 program focused primarily on operationd risk and credit risk
measurement/management.

North American Program 1999

January 13
Credit Derivatives. Lessons Learned
Speaker: Robert Spidman, Bankers Trust

March 10
Incorporating Event Risk into Risk Measurement and Management
Speeker: Evan Picoult, Citibank

April 8
Collaterd and Credit Risk Mitigation
Speaker: Michad Clarke, JP Morgan

May 19

Regulatory Approach to Operationd Risk
Speeker: Chrigtine Cumming, Federd Resarve Bank of New York
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June 9
Insurance Companies' Approach to Managing Risk
Speeker: Thomas Wilson, Swiss Re New Markets

September 8
Recent Credit Spread Behavior: A Market Risk Perspective
Spesker: Seve Allen, The Chase Manhaitan Bank

October 13
S& P Default Modd Applications to CBO\CLO and Credit Derivative Based Structures
Speeker: RezaBahar, Standard & Poor’s

November 16
Bade Capitd Accord Reform: Developing An ISDA Response
Speeker: Emmanuelle SHoton, ISDA

European Program 1999

January 14
Operationd Risk: A Regulaor's Perspective
Speeker: Jeremy Quick, Financid Services Authority

Jenuary 27
Managing FX Settlement Risk: Responding to the Base Commiittee Report
Spesker: Dennis Oakley, Chase Manhaitan Bank

February 18

Operationd Risk: An Insurer’s Pergpective and Operationd Risk: A Banker's Pergpective

Soeekers Tony Sheeran, Sedgwick Ltd, Fred Bdl and Colin Plendeldth, Royd Bank of
Sootland

March 18
Operationd Risk Roundteble

July 27
Pricing Operationd Risk
Speakers David LaBouchardiere, Cap Gemini and Rayond Perrier, Interbrand

July 30
A Banking Supervisor’s Pergpective on Credit Risk Mitigation
Soeekers: Tarry Allen and Diane Hilleard, Financid Services Authority (FSA)

August 12
S& P Default Mode Applicationsin CBO/CLO and Credit Derivative Based Structures
Spesker Reza Bahar, Standard & Poor’s

September 17
CreditMonitor
Speaker: Dr Peter Croshie, KMV Corporation
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October 20

Using Innovaive Busness Moddling To Creste a Durable Risk Architecture For a Financid
Inditution — How an Initid Invetment in Design Can Save a Fortune in Implementation of
Credit and Maket in a Fnandd Inditution and Ensure Enhencesbility Spesker: John Wisbey,
Lombard Risk

November 17
Portfolio Manager
Spesker: Brian Dvorak, KMV Corporation

December 13

Pricing Credit Derivatives for Invesment and Hedging Purposes
Speeker: Paul Varots's, Chase Manhattan Internationd Ltd
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REGULATORY ISSUES

| EUROPEAN REGULATORY ACTIVITIES |

European Commisson Action Plan

The impetus to create a genuine sngle market in financid services which had witnessed the
edablishment in 1998, with ISDA involvement, of the Strategy Review Group (SRG) continued
into 1999 EU Fnance Miniges in May responded to the Europeen Commisson's
Communication on the work of the SRG by agresing an important Action Plan on the deps
needed to complete the sngle market.  1SDA successfully lobbied Minigters on the need to move
ahead more rapidly in the area of wholesde cgpital markets, where our priorities remained the
need to dlow interprofessond business to be regulaed on a country of origin (or “home
country”) basis, the need for action on collaerd, and the need for more flexible legidation. The
Action Plan priorities reflect these points.

Over the summe, the Commisson edablished five Forum Groups of indudry expets from
across the EU to advise on how to proceed and to trandate these priorities into action. ISDA is
represented by members on three groups reform of the Invesment Services Directive (ISD),
collaerd and market manipulation. Meanwhile, the high leved financid sarvices policy group
Minigers st up a the Vienna European Council continued to meet to monitor progress.  No
concrete measures have, however, yet been proposed.

Ancther important development in 1999 was the growing influence of the Forum of European
Securities Supervisors (FESCO).  In November 1999, FESCO issued a conaultation paper on a
proposed common definition of a professond investor. FESCO proposes defining authorized
firms as professond, with sophigticated non-authorized firms ale to opt in to that caegory.
But it proposes no differentiation a this Sage in the rules gpplicable, other than suggedting thet
more general principles might be appropriaie for professonds. ISDA issued a response jointly
with two other wholesde market trade associdions cdling for a more flexible definition thet
would more eedly dlow sophidicated investors to be tregted as professonal. ISDA dso sent a
paper to the ISD Forum group cdling for home country control for interprofessond business.
The Europeen Commisson indicated tha it would follow the FESCO peper with a
Communication in 2000 recommending how it should be gpplied in the context of the EU
Directives and is thought to be sympathetic to ISDA’s pogtion.

ISDA discussed both the FESCO pgper and the implications for the 1SD with the German,
French and UK. supevisors during late 1999. All ae sympathetic to the need to treat
professond investors with a lighter regulatory touch, but are unlikdy to agree readily that
“homé’ country contral isthelogica next step.

Both FESCO and the Forum Group ae gmilaly prepaing the ground for European

Commisson action on maket manipulation. Given the concerns over the changes to the UK.
regime in this aea, 1ISDA will prepare a pgper outlining the difficulties of proceeding with a
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directive when nationd differences in how manipulaion is defined and policed perss and when
there is no agreement on whether enforcement should be by “home’ or “host” date competent
authorities.

European Parliament Intergroup on Finandal Services

ISDA passed the charmanship of the indudry advisory committee of the Intergroup to ABN
AMRO for 1999. ISDA continued to work with the committee to rase the profile of financid
savices in the Paliament, and hdd severd productive discussons, notably on the EU Action
Pan and on dectronic commerce  The 1999 dections, however, naurdly interrupted our
activities and, furthermore, the forma podtion of the Intergroup was thrown into question by the
decison of the new Parliament to suspend dl such groups pending a review. The Advisory
Committee has decided neverthdess to continue with its activities as a forum for liason with the
Parliament and will continue with afull program for 2000.

UK. Finandal Services Authority (FSA)

Given the key role of London as a centre of OTC activity in Europe, ISDA has continued to
folow the esablishment of the FSA with great interes.  The legidation cregting the FSA as an
integrated regulator spent most of 1999 in the UK. Houses of Paliament and despite the
conditutiond innovations of a joint committee between the two Houses and the carrying over of
the bill between two sessons progress is being made dowly.  Agreement is, however, likdy in
late Spring 2000. Industry lobbying focused on two main issues the need for checks and
bdances on the FSA’s new enforcement powers, which appear & odds with the European
Convention on Human Rights and on the need for the FSA’s maket abuse regime to indude
only intentiond market manipulation. ISDA worked with a number of UK. and internationa
trade associations on these and a host of other ssues throughout the year.  On enforcement, the
Government gppears to have given some ground. The posgtion on market abuse remains of
some concarn, snce the Government refused to incdlude an “intent” provision, but amendments
to incdude a “reasonable belaviour” defence have been added and the FSA maket code to
folow the bill, is expected to expand on this and to daify thet acting in accordance with FSA
guidance provides a safe harbor.

ISDA dso provided comment in 1999 on various FSA conaultetive pepers and participated in
FSA discussons on a number of issues The key topics for 2000 will be the emergence of new
integrated prudentid and conduct of busness rulebooks, the FSA regime for interprofessiond
business and the FSA market abuse code.

Settlement Finality Directive

ISDA continued to monitor the implementation by member daes of this Directive, which
protects payment and securities settlement systems from action by liquidators which could
unwind transactions and creste systemic contagion effects  Articde 9(2) of the Directive hdd
paticular promise by gppearing to define the law gpplicable to demateridized securities as the
law governing the book entry sysem where they are held. This would be a welcome daification
in many gtudtions especidly in the case of collaerd hdd in the form of demaenidized
securities and pledged between two paticipants in different jurisdictions. 1t gopeared in
subsequent discussions, however, thet this Artide does not require member dates to gpply it in
dl cases. ISDA has therefore joined others in pressng member gates to implement it in a broad
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sne. Mogt member dates, with the notable exception of Spain and the UK., seem to have
done 0.

| U.S. REGULATORY ACTIVITIES

There were three mgor areas of interest for ISDA in this regard in 1999 reform of the
Commodity Exchange Act (CEA); finandid services reform; and bankruptcy reform.

Reform of the Commaodity Exchange

As the U.S. Congress began to focus on reauthorizetion of the Commodity Futures Trading
Commisson, whose authorization expires September 30, 2000, the reform of the Commodity
Exchange Act quickly became afocus of ISDA’s North American regulatory effortsin 1999.

ISDA paticipated in a number of legidative forums throughout 1999 in an effort to further the
agenda for Congress to provide legd certanty for the OTC makes. Two ISDA Boad
members, Chales Smithson of CIBC and Emest Parikis of AIG, joined other busnessmen,
academics and regulators a a two-day roundtable hed by the Senate and House Agriculture
Committees a the end of February to discuss a wide range of issues in reldion to both privady
negotisted and exchange-traded derivatives The Associdion dso met with representetives of
the Chicago Mercantile Exchange and the Chicago Board of Trade to discuss and condder ther
proposas for reform of the CEA. The Subcommittee on Risk Management and Specidty Crops
of the House of Representatives Agriculture Committee hed hearings on the CEA in May, a
which ISDA was represented by Joe Bauman of Bank of America  Mr. Bauman stated ISDA’s
views that Congress should take legiddtive action to darify that the CEA does not goply to OTC
derivatives transactions and that Congress should dso provide regulatory reief to the U.S.
futures exchanges In May, ISDA joined eight other industry groups in a letter to Rep. Tom
Ewing, Charman of the Subcommittee, urging Congressond action on reform of the CEA
condgent with ISDA’s objectives to provide grester legd cetainty and promote market
effidency. On July 22, Rick Grove atended a working group hosted by Charman Ewing to
discuss a wide range of issues relating to the CEA. There, Mr. Grove reiterated ISDA’s stance,
which was supported by a number of other working group members.

On November 9, 1999, the U.S. Presdent's Working Group on Fnancid Markets issued its
report “Over the Counter Derivatives Markets and the Commodity Exchange Act”. The report’s
recommendations (which were unanimoudy supported by the Secretary of the Department of the
Treasury, the Chairman of the Board of Governors of the Federa Reserve, the Chairman of the
Securities  Exchange Commisson and the Charmen of the Commodity Futures Trading
Commisson, redfirmed the need for legd certainty for OTC markets and urged Congress,
among other things to excdude from the CEA bilaed transactions (other than transaction
involving nortfinancia commodities with finite supply) between sophisticated counterparties.

Eight key finandd groups joined ISDA in issuing a saiement gpplauding the report and urging
Congress to legidate legd certanty for the OTC derivatives markets ISDA’s only concern,
which it rased with members of Congress and federd agencies, was the lack of CEA exdusion
for energy and other commodity derivetives if they were consdered to be transactions involving
non-finencid commodities with finite supply.
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During 2000, ISDA will paticipae in Congressond hearings and will continue to work with
the US Congress and U.S regulatory agencies to pass legidation implementing the
recommendations of the President’ s Working Group.

Financa Modernization

ISDA worked throughout the year to promote the passage of legidation to modernize the U.S.
financid sarvices sygsem and to remove achac boundaries to competition and market
development. Just before their August recess, both houses of Congress passed verson of
finandad modernization legidaion. A conference committee quickly reconciled differences
between the two versions, and in October 1999, a legidaive milestone was reeched with the
passge into law of the Gramm-Leach-Bliley Act on finandd modemization. The legidaion
edablished that commercid banks are able to conduct a wide rage of swap activities without
interference from non-bank regulators.  1SDA has been lobbying in favor of such a provison for
many years. With the exception of a narrow class of retall equity swaps, banks will be adle to
conduct this busness without any requirement that transactions be booked in or effected through
any other ettities  Throughout the condderation of the legidation, ISDA worked very dosdy
with its members, consultants and other organizationsto achieve this beneficid result.

Bankruptcy Reform

The Association cattinued to support the passage of bankruptcy reform legidation that dearly
recognizes crossproduct netting and promotes greater certainty for the netting of financid
contracts.  Bankruptcy reform provisons that affect financid contracts have wide support but
have been incduded in legidaion that indudes more controversd consumer provisons  The
U.S. Presdent's Working Group on Financid Markets “Over the Counter Derivatives Markets
and the Commodity Exchange Act” supported enactment of improvements in the netting regime
for derivaives transactions under the U.S. Bankruptcy Code, echoing the recommendaions in
the Working Group's report on highly leveraged indtitutions, published in April 1999.

ISDA will continue in 2000 to labby strongly for gpropriate legidative action in this regard.

| OTHER REGULATORY DEVELOPMENTS |

For a discusson of other regulaory initiatives in which 1ISDA was involved during 1999, see the
section on Regiond Committees, above.
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COLLATERAL MANAGEMENT

ISDA remaned very active in the area of collaterd management throughout 1999. A number of
conferences and regulaior vists were underteken as ISDA  continued to promote this
increasingly important aspect of the privately negotiated derivativesindustry.

|SDA 1999 Collater al Review

In lae 1998, ISDA published the ISDA Guiddines for Collaerd Practitioners.  The Guiddines
were intended to be an introduction to the concepts and risks associated with collaerd
management. They did not condder the periods of extreme market stress that occurred in late
1997 and throughout 1998. In January 1999, ISDA organized a twoday offste a which senior
collaera prectitioners discussed how experiences during those periods of turbulence could be
put to use in improving credit risk management techniques.

Discussons a tha medting led to the publication in March 1999 of the ISDA 1999 Collaterd
Review (the Review). The Review documented the date of collatera management practices as
of ealy 1999 and, drawing on the colledive experience of indusry participants during 1997 and
1998, offered twenty-two recommendations for improvements in the following arees:

Credit Andyss - Expansion of Assets Accepted as Collaterd
Organizationd Condderations - Legd and Documentation |ssues

Dispute Resolution - Cross-Product Netting and Collaterdization
Reduction of Collaterd Cdl Cycdes - Liquidity Management

The Review was very wel receved by the indudtry, receiving the support of the Counterparty
Risk Management Policy Group and a number of industry regulaors  About hdf of the
recommendations contained in the Review addressed improvements in collaera  documentation.
In July 1999, ISDA organized a further two-day offste for senior collaterd practitioners to
discuss how the various recommendations should be implemented.  This in tun led to the
publication, in October 1999, of the firgt draft of a detalled st of indructions to externd counsdl
requesting the devdopment of revised ISDA collaterd documentation that will reflect the
improvements in collatera management practices suggested by the Review. It is intended that a
revised set of ISDA collaerd documentation (provisondly entitted the 2000 ISDA Credit
Support Provisons) will be findized during 2000.

|SDA Coallateral Benchmarking Survey

The Review contains a summary survey of collateral volumes and management practices as of
ealy 1999. Industry prectitioners recommended that a more extensve survey of market practice
would be of condderable value. During 1999, ISDA began to undertake such survey. A

24



questionnaire containing gpproximatedy one-hundred quettions, amed a assmilding essentid
data, was prepared and was digtributed to ninety-two inditutions. The results of the survey will:

Facilitate assessment of the challenges faced by collaterd practitioners;

Indicate the operationd dandards to which inditutions intending to manage collaterd
should aspire; and

Provide a benchmark againg which inditutions that dready manege collaterd can assess
the efficiency of their operations reative to other indugiry participants.

It isintended thet the survey will be completed in the first quarter of 2000.
European Collateral Law Reform Project

In February 1999, ISDA formed the European Collaerd Law Reform Group as a smdl ad hoc
working group, whose brief was to map out the case for improving the legd infrastructure for
secured transactions across the Europeen Union.  The group was asked to build on the paper
ISDA had submitted to the Europeen Commisson's Strategy Review Group in 1998 in which
ISDA had cdled for action in this aea.  As the group's work progressed, it quickly became
gopaent that there were issues that could and should be addressed in virtudly every EU
jurisdiction, and possbly at the EU levd too. By the end of the year, the group ddivered a report
(available on the ISDA website) making a clear and compelling case for action. The report cdls
for European collaterd arrangements to be based on the following key principles:

1. Appropriate Rules rules and procedures for implementing and mantaining a collaerd
arrangement should be Smple, dear and cos-effective.

2. Reduction of Formalities cumbersome formdities such as regidration, notification,
filing and smilar requirements should be abolished.

3. Ability to Reuse Collateral: a collaterd taker should be free to ded with the collatera
until it isrequired to return it.

4. Protection from Insolvency: a giver of pledge collaerd (a pledgor) should be protected
from the insolvency of the taker of that collaterd (the pledgee).

5. Law Chosn by Parties Should Govern: the lawv governing the cregtion and priority of
the collateral arrangement should be the law chosen by the parties.

6. Choce of Law Where No Law is Chosen: where no law has been chosen by the parties,
the governing law should be the law of the place where the collaterd is hed, collaterd held
through an intermediary being deemed hdd where the intermediary maintains the accourt,
register or other officid record representing such collaterd.

7. Clarification of Satus: the legd naure of a paty’s holding of securities in a deaing
system should be darified.

8. Protetion Againg Third Parties collatera arangements should be protected from the
rights of third parties

9. Protection Againg Preferences  “top-up” ddiveries of collaterad under markto-market
collaera arangements should be protected from avoidance under preference and sSmilar
insolvency rules
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At the same time as the Europe-wide summary report from which these principles are teken, this
group dso completed papers on each of the 15 EU jurisdictions dlowing maket participants
and authorities to compare and contrast in detal the gStudion in the condituent parts of the
single European market.

Use of collaterd in connection with financid transactions is growing rapidy and the potentid is
particularly great in Europe. Legd obstacles represent an unnecessary barrier to that growth. On
the podtive dde the Europeen Commisson and the Europeen Centrd Bank have both
demondrated their support for a more effective collaerd regime for Europe and collaerd
festures as a high priority action point in the Action Plan agreed by EU Finance Minigers in
May 1999. In September, the European Commisson st up a conaultative Forum group to study
the issue further. ISDA continues to work with the EU inditutions and the Forum group going
into the year 2000. At the same time, the work of the European Collatera Law Reform Group
hes atracted participation from the broad ISDA membership, making this project a mgor pat of
ISDA’s portfalio.
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EUROPEAN ECONOMIC AND MONETARY UNION

Following extengve preparations in 1998, ISDA was not surprised by the smooth changeover to
the euro. ISDA’s five EMU Tak Forces - Maket Practice; Documentation; Operations;
Accounting; Tax & Cgpitd; and Legd & Regulatory - hed been indrumenta over the previous
two years in identifying the criticd issues and finding solutions well in adrance of the actua
introduction of the euro. Some 1,200 members were active in thee five Task Forces. ISDA’s
commitment to assiding the maket in ensuring a smooth changeover was documented in the
vaious publications, memorandums and updates such as ISDA’s EMU Protocol and 1SDA’s
Operations Guiddines, contained in the EMU Guidebook.

Following the introduction of the euro, ISDA redructured its Task Forces by forming the Euro
Committee in its place The Euro Committee met severd times during the course of 1999
dlowing members to reflect on ther first experiences with the euro and discuss a number of post
conversion issues.

Euro Swap Conventions - reconfirmed in 1999:

Hoating day count basis: Actud/360

Fixed rate day count bass. 30360

Busnessdays TARGET operating days should form
the bagsfor euro business days

Fixing period: two day rate fixing convention

Coupon frequency: annud

At the beginning of 1999, members of the Euro Committee agreed thet it would be hepful to
urvey how market participants were goplying the day count convention of Actud/Actud. As a
result, 1ISDA published a survey which was digributed to dl interested members and which
amed to provide feedback on the use of the euro conventions, as well as the trestment of legacy
trades. The survey confirmed that the mgority of euro trades (i.e. plan vanilla euro interest rate
swaps) used ‘30/360° as the fixed raie day count fraction. However, the survey dso reveded that
for euro swaps in which the fixed payments are desgned to match cashflows on a fixed rae
bond issue, the day count fraction gpplicable to the bond (typicaly, Actud/Actud) was used.

The survey dso indicated that more than one mehod of cdculating Actud/Actud was beng
used. Discussons a the Euro Committee megting showed that members would like 1SDA to

provide sandard definitions dlowing for the documentation of trades according to dternatives
such as the ISMA and AFB methods.  Accordingly, ISDA developed language intended to serve
as a bags for incorporation into the 2000 ISDA Definitions, ultimady dlowing members to
document Actud/Actud according to the ISVIA and AFB methods.

In addition, market prectice concening EURIBOR rounding and interpolation has led I1SDA to
review the language in the 1991 ISDA Definitions and conclusions reached in the meetings of
the Euro Committee dso influenced the drafting reflected in the 2000 ISDA Definitions.  The
Euro Committee further discussed the question of which cdendar to use for the sdttlement of
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ECU trades The appropriateness of the gpproach taken by the mgority of market participants,
namdy to follow the unoffidad recommendation by the European Banking Federation (EBF)
and use TARGET busness days as the successor to ECU settlement days, was subsequently
confirmed by the Bank of England in their PIQ (Practica |ssues Quarterly), published on June 4.

Members raised particular concern about the lack of avalable information in regard to nationd
holiday cdendars and TARGET operating days. ISDA has cdled on the Europeen Commisson
and European Banking Federation to provide nationd holiday cdendars as soon as possble and
ISDA has dso urged the European Centrd Bank to darify when TARGET is expected to close
in the years beyond 2000.

A further metter that arose towards the end of 1999, following the announcement of additiond
TARGET sHtlement days, was the need for clarification on how to obtain a settlement rate for
legacy trades (which are settled according to pre1999 busness day conventions) on netiond
banking days which are not TARGET business days 1SDA continues to pursue this metter with
the EBF, which sponsors EURIBOR.  ISDA continues to discuss these topics with members of
the Euro Committee.  Further efforts will incdlude congderation of whether there is a need to
fecilitate the redenomination of outstanding legecy transactions and the adoption of the euro by
other countries going forward.
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ACCOUNTING AND DISCLOSURE

Europe

ISDA continued to monitor developments in the fiedld of accounting and disclosure in Europe
throughout the year. The effects of dandard setters interest in mark-to-market vauation for
financid ingruments is beginning to be fdt. A disdosure recommendation from the European
Commisson was issued for comment and the posshility of a “European Accounting Standards
Board” discussed. Many European members of ISDA are dready affected by U.S. FAS 133, by
virtue of having aU.S. liding.

In this context, the pogtion and influence of the Londonbased Internationd Accounting
Sandards Committee is being dosdy monitored. As in North America, many firms continue to
have serious concerns about the seemingly ungtoppable move to ‘far-vaue accounting. Even
where the principle is accepted, implementation remains an issue.

North America

The Federd Accounting Standards Board (FASB) voted on May 19 to dday the dae for
implementation of FAS 133 (Accounting for Derivative Instruments and Hedging Activities) for
one year to fiscd years beginning after June 15 2000, dting Y2K reprogranming concemns as
the reason. 1SDA submitted aletter in early May supporting cals for the dday.

Also during the year, ISDA commented on the FASB's Exposure Draft regarding Trander of
Fnancid Assts an amendment to FAS 125 that deds with recognition and measurement of the
right to sdl or repledge collaerd hdd.  In its comments, ISDA agreed with the Board's
theoreticd basis for recording the fair vaue of the contrectud right to sell or repledge collaterd
by both the pledgor and recaiver of collaerd. 1SDA dso emphesized however that recording
asets and liabilities as separate contractud rights is ingppropriate when viewed in the context of
a cod/bendfit anadlyss, since the value of the collaterd rights are immaterid compared to the
vaue of the reated badance sheet amounts. ISDA supported an gpproach that does not reguire
the reporting of the contractua rights and requires the recording of collaterd assets only when a
debtor defaults and is no longer entitled to redeem the collaterd. In early 2000, FASB issued its
find guidance which did not require the reporting of contractud rights.
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EQUITY DERIVATIVES

A new undetaking for ISDA in 1999 was the formation of an important new committee on
equity derivatives. The Committee unites front-office and legd specidists and met for the first
time in September. It has rgpidly built up a portfolio of issues and addressed the more
immediate ones, including the effect of changes to the method of cdculaing certan FTSE
indices, a itsfirst meeting in London in September 1999.

More generdly, the am is to pursue further dandardistion in reaion to equity derivatives
busness prectices, buildng on the plaform edablished by the 1996 Equity Derivative
Definitions This indudes promoting didogue on how to provide for vaious forms of corporate
action, where greater consensus would be of bendfit to the maket. The Committee is dso
monitoring accounting issues and reviewing training needs.

ENERGY DERIVATIVES

ISDA’s Energy Derivatives Committee identified Sandardization of documentation as its man
chdlenge, given deregulation in the energy markets in Europe and the U.S. Exiding transaction
agreements do not address the sophidticated issues that can arise and, as trading increases
globdly, there will be a need for common documentation approaches. ISDA is revisng the
1993 Commodities Definitions to indude additiond North American and European price
sources, subgantidly increesng the scope of the document. ISDA membership in the energy
community has continued to increase, and the committee is poised to play alarger rolein 2000.

OPERATIONS

During 1999, the work of 1SDA’s Operaions Committee focused on technology deveopments
in deivaives processng, with particular emphass dectronic messaging and automation of back
office processes. ISDA reviewed vendor and industry-proposed solutions aimed a automating
operaions processes and obsaved and encouraged individud member efforts to achieve
draight-through processing.  ISDA prepared a memorandum to the membership reaffirming the
acceptability of dectronic confirmations in the event that certain members needed assurance thet
faxes, telexes, SWIFT and other automated messages can be used to confirm derivetives
transactions.  As FpML becomes an industry driven initigtive, 1SDA is dtaying abreast of its
development to ensure its viability within the ISDA Operaions and Documentation framework.

In the lagt quater of 1999, the Association developed an Operdions Benchmarking Survey to
address the membership needs for clear benchmarks for operations processng. The Operations
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Committee worked to develop the survey with an eye to understanding the chalenges ahead of
the business condgdering the mounting pressures of increased volumes, the pressure to decreese
cods aswdl asto satisfy regulatory interests in operationd risk.

MARKET PRACTICE

|SDA Par Rate Soreens

During 1999, there was an incressng acceptance of the screen savice produced by the
Asociaion in cooperation with Reuters and Garban Intercgpitd  Brokers Ltd. to facilitate the
determination of the vaues of cash sdtled swgp options.  The rdevant screens can be found a
Reuters pages ISDAFX1 through ISDAFIX4 (with backup information being digplayed on
Reuters pages ISDA10 through ISDA47). Following the introduction of the euro, new screens
were edtablished early in the year that benchmark againgt both EURIBOR and euro LIBOR.
Currently, mid-market swap rates are published in rdation to euro, U.S. Ddllars, Jepanee Yen,
Serling and Swiss Francs a various maturities.

Enhancements to the service in September strengthened the rates and extended their application.

Yen and euro rae tenors were extended to twenty and thirty years respectively. Quotes for
EURIBOR and euro LIBOR ae now disdlayed a both 11:00 am. Frankfurt time and 11:00 am.
London time  Successful changes were made to pand compostions which have led to more
conggent and regular quoting.

The ISDA Maket Practice Committee focuses on issues of concern to the trading community.
Committee members consgdered the introduction of a presumption of automatic exercise of
options to dlevige the potetidly expendve problem of missed exacise of in-the-money
options. Discussons in this regard will be reflected in the 2000 ISDA Definitions  The
Committee ds0 conddered the establishment of parameters for the use of mutuad puts, however,
no consensus has been reached on this.  Other topics of interest to the Committee include the
consolidation of portfolios between large counterparties, the potentid impact of e-commerce on
trading and eectronic dearing and settlement systems.

MARKET SURVEY

During 1999, ISDA continued its Confidentid market survey adtivities publishing the 1998
Year End Market Survey detalls for interest rate swaps, currency swaps and interest rate option
products in 17 currencies. The figures for 1998 showed that notiond principd outstandings
continued strong growth during market disruptions in thet yeer.

The semiannua market report issued by the Association in June 1999 showed that worldwide
growth in the use of privady negotiated derivaives, as measured in the notiond principa of
outdanding transactions, dowed to 34% in the firg hdf of 1999. Notiond amounts totaed
$52.711 trillion a June 30, 1999 compared to $50.997 trillion sx months ealier and $36.974
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trillion one year earlier. The dowdown was believed to reflect the return of credit and currency
stability from the exceptiond voldilities assocdated with the Asan crigs the Russan bond
default and other events in the previous two years. Year-end figures for 1999 will be made
avalablein thefirg quarter of 2000. Survey results are made available on the ISDA website.

As of 1998, ISDA dreamlined its reporting, only collecting aggregete Flash Survey datidics for
interest rate and currency swaps and interest rate option products. The Bank for Internationa
Sdtlements now produces a comprehesve survey of dl segments of the OTC derivatives
markets.

TAX

Europe

During 1999, the Tax Committee monitored two issues of dgnificance to the finandad markets.
The fird of these was the now withdrawn Itdian withholding tax on Itdiansourced derivatives.
ISDA sought to darify how firms should ded with the effects of the brief period when the tax
was in force. The second issue addressed by the Committee was the potentid introduction of a
withholding tax on interet income across the European Union.  This remans an issue as we
goproach 2000 and ISDA will continue to monitor any impact, direct or indiret, thet this may
have on derivetives markets.

North America

The Tax Committee wrote a letter in September to the Treasury and to the United States Internd
Revenue Service urging the gpproprigteness of using vaues determined for financid reporting
purposes for vauing derivatives for tax purposes In addition, representatives of the
Asocigtion and its membership met with Treasury and IRS officdds in November to explan
ISDA’s podtion. The outcome of the meeting was further interest from the Service to learn
more regarding various mak to market accounting methods. At the dose of 1999, the isue
remains open and ISDA will continue to educate the IRS and Treasury on its podtion as the
need for darity regarding gopropriate vauing methods for derivatives transactions.
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CONFERENCES

The fallowing isamonth-by-month record of the conferences organized by ISDA during 1999.

Conference

Undergtanding the 1992 ISDA Master
Agreements

Understanding the 1992 ISDA Master
Agreaments

Understanding Collaterd Arrangements &

the ISDA Credit Support Documents

Under standing Collaterd Arrangements &

the ISDA Credit Support Documents
Energy Derivatives Conference
Annua Generad Mesting

Documenting and Confirming Credit
Derivatives Transactions

Documenting and Confirming Equity
Derivatives Transactions

Documenting and Confirming FX and
Currency Option Transactions

Operations Training Course
Operations Training Course

Documenting and Confirming Credit
Derivatives Transactions

Documenting and Confirming Equity
Derivatives Transactions

Documenting and Confirming FX and
Currency Option Transactions

Underganding the 1992 ISDA Magter
Agreaments

L ocation

New York

London

New York

London

Houston

Vancouver

New York

New York

New York

London

New York

London

London

London

London
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Date

January 11
January 28
February 4
February 17

February 24
March 24-26

April 21
April 22
April 23

May 56
May 24-25

June 1
June 2
June 3

June 9




Conference

Understanding the 1992 ISDA Master
Agreements

Confirmations Training Course
ISDA Member Update

ISDA Member Update
Confirmations Training Course
Confirmations Training Course
ISDA Member Update
AsiaPacific Regiond Conference
Operations Training Course

Understanding Collatera Arrangements &
the ISDA Credit Support Documents

Underganding Collaterd Arrangements &
the ISDA Credit Support Documents

L ocation

New York

New York
London
New York
London
New York
Tokyo
Singapore
New York

London

New York

Date

June 15

June 21-22
September 16
September 23
October 18-19
October 21-22
October 21
October 25-26
November 4-5

November 10

November 17



