ISDA.

International Swaps and Derivatives Association, Inc.
24 Raffles Place

#22-00 Clifford Centre

Singapore 048621

Telephone: (65) 6538 3879

Facsimile: (65) 6538 6942

email: isdaap@isda.org

website: www.isda.org

31 March, 2006

China Foreign Exchange Trade System
No 15, Zhongshandongyi Road
Shanghai

Attention: Mr. ZHANG Shen Ju, Market Developing Department By Fax (86-21-63219065)
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Dear Sits,
Re: Inter-bank Foreign Exchange Market - RMB Forward Master Agreement

On behalf of its members, the International Swaps and Derivatives Association, Inc ("ISDA") respectfully
presents to the China Foreign Exchange Trade System (“CFETS”) and the State of Administration of
Foreign Exchange ("SAFE") this letter in relation to the revised Inter-bank RMB FX Forward Master
Agreement ("Forward Master Agreement").

Introduction

As SAFE is aware, ISDA is the global trade association representing leading participants in the privately
negotiated derivatives industry. Today it has more than 700 member institutions from 50 countries,
including from China. These members include most of the world's major financial institutions that deal in
privately negotiated derivatives, as well as many corporations, governmental entities and other end-users that
utilise over-the-counter derivatives to efficiently manage the financial market risks inherent in their business
activities. Current members of ISDA in the PRC include a number of key financial institutions such as
Agricultural Bank of China, Bank of China, China Construction Bank, China Development Bank, CITIC
Industrial Bank, Industrial and Commercial Bank of China and the Export-Import Bank of China.

ISDA has drafted and issued the global market standard documentation used by the derivatives industry.
ISDA also has a detailed understanding of specific derivative products as it has drafted the market standard
product definitions and confirmations used throughout the globe. Since its inception, ISDA has pioneered
efforts to identify and reduce the sources of risk in the derivatives and risk management business and is
committed to promoting the development of sound risk management practices.

NEW YORK ¢+ LONDON ¢ SINGAPORE +« TOKYO + BRUSSELS +« WASHINGTON



I SD A@ International Swaps and Derivatives Association, Inc.

ISDA is extremely pleased that it has worked over the years with a number of regulators in China on the
development of laws and regulations as well as sound risk management practices for the derivatives industry.
To this end, ISDA has also organised a number of seminars and workshops with regulators in China on
topical issues relating to derivatives for promoting sound risk management practices. In particular, our
helpful discussions with SAFE representatives in September 2005 and also with Mr Wang earlier this month
were very constructive and we very much appreciate the time SAFE and CFETS have already invested in
considering the background to the OTC derivatives documentation provided by ISDA.

RMB Forward Master Agreement

We are very pleased to see that swaps have been added to the Forward Master Agreement. We respectfully
submit a few further conceptual comments on the revised Forward Master Agreement.

Supplemental Contract

ISDA supports the concept that parties to the Forward Master Agreement may enter into a Supplemental
Contract if they wish to do so and we believe that there are a number of issues that counterparties may want
to see addressed that are not presently within the scope of the Forward Master Agreement and-are more
appropriately separately discussed between counterparties as the requirements may differ depending on
whom the party is dealing with.

Atticle 3 of the Forward Master Agreement makes clear that in the event of any inconsistency between the
Supplemental Contract and the Forward Master Agreement, the Supplemental Contract shall prevail
("Hierarchy of Terms"). ISDA applauds and strongly supports this change. As discussed in our letter dated
8" November, 2005, this is consistent with international practice, as reflected not just in the ISDA Master
Agreement, but also other important industry documents such as IFEMA, ICOM, GMRA, ISLA and others.
It allows both parties to a contract the freedom to add provisions which are considered necessary or desirable
to meet their particular requirements, and gives the parties the assurance that such mutually agreed upon
provisions will be upheld. The globally applied ISDA Master Agreement is drafted in accordance with this
principle — it allows the parties the freedom to modify the ISDA Master Agreement to suit their particular
circumstances and provides for such modifications to prevail in the event of any inconsistency, thereby
ensuring that two counterparties are always able to agree on a mutually beneficial relationship based on the
ISDA Master Agreement, but without being constrained within its four corners.

The Supplemental Agreement and the Confirmations are to supplement the Forward Master Agreement so to
the extent of inconsistency they must prevail. In particular, we should note that many provisions in the
Forward Master Agreement are stated to be subject to the Supplemental Agreement so this is entirely
consistent. This Hierarchy of Terms does not mean that parties can contract out completely from the Forward
Master Agreement since mandatory laws and the trading/settlement system requirements will have to be
complied with whatever the documentation. This approach also does not undermine the importance of the
Forward Master Agreement which is the key document that sets up the umbrella framework of the
documentation architecture. We are very supportive of the Forward Master Agreement having adopted this
wise approach relating to the Hierarchy of Terms as reflected in other international derivatives
documentation.

With regard to the Forward Master Agreement, additional provisions which parties may wish to include
could be further events of default in order to deal with the specific risks faced by the parties. In addition,
parties may wish to include close-out netting provisions (such as those found in the ISDA Master
Agreement) which will greatly reduce each party's risks. Netting not only reduces the individual risks borne
by parties but also reduces systemic risk. Consequently, freedom to add to the Forward Master Agreement is
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an important risk management tool for the market and can only be relied upon if there is certainty that the
additional language will prevail over the language in the Forward Master Agreement.

We understand that further changes to Article 3 are being considered and we would be very grateful if we
could have an opportunity to comment on any such further changes before the Forward Master Agreement is
finalised.

Single Agreement

Article 3 also states that the Forward Master Agreement, the RMB FX Forward Transaction Confirmation
and the Supplemental Contract will constitute an entire RMB FX Forward Transaction Contract. This
provision, which seeks to create a single agreement between the various documents, is an approach taken by
other market standard master agreements such as the ISDA Master Agreement. The equivalent single
agreement provision in the ISDA Master Agreement is a critical element of the netting mechanism in the
ISDA Master Agreement. ISDA very much supports this approach but would like to respectfully suggest
some additional amendments to Article 3. We suggest that the Forward Master Agreement should clearly
state that the Forward Master Agreement together with all swap confirmations, all forward confirmations and
the Supplemental Contract (if any) forms a single agreement in respect of all of the transactions. In essence,
all these transactions are then inextricably connected. This means that if default under one transaction occurs
it is understood that the non-defaulting party should not be under an obligation to perform another
transaction. As a matter of credit risk management, all transactions should terminate and should be netted.
Accordingly in reality and from a risk management perspective, all transactions are considered as one single
agreement and the Forward Master Agreement could provide for this. We would be pleased to discuss with
you specific amendments that would help achieve this objective, if that would be helpful.

Governing Law

We note that Article 13 of the Forward Master Agreement states that the Supplemental Contract shall be
governed by PRC law. As discussed in our letter dated 8™ November, 2005, this would prevent market
participants from using their existing ISDA Master Agreement as the Supplemental Contract since their
existing ISDA Master Agreement would be governed by New York law or English law. Consequently, RMB
FX forward and swap transactions will not be netted against other derivative transactions governed by the
existing ISDA Master Agreement. As discussed previously, netting reduces the individual risks faced by the
domestic and foreign market participants as well as reducing systemic risks. The wider the scope of the
netting, the greater the reduction in risk. Further, if such netting were permitted, this would have a large
number of consequential benefits such as increased credit lines and ultimately even regulatory capital relief.
In an efficient market, such benefits would be passed onto the end users of these products (that is, the trading
companies who are clients of market participants). For this and other reasons set out in our letter dated 8"
November, 2005 we respectfully recommend that Article 13 is amended to allow the parties to choose a
foreign governing law for the Supplemental Contract.

Clearly, many parties may choose PRC law as the governing law, for example, when all the elements of the
contract are completely domestic. Further, as stated in our letter dated 8™ November, 2005, we fully
understand that RMB forward transactions are highly regulated transactions conducted on a highly regulated
market under relevant PRC laws and regulations (and similarly too for RMB swap transactions). However,
the choice of a foreign governing law for the contract is not intended to and could not circumvent any such
PRC laws and regulations and thus should be an option both parties can agree on if deemed appropriate.
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Conclusion

ISDA is grateful for the opportunity to comment on the Forward Master Agreement and for your time to
consider these further issues. We would be pleased to discuss further the issues highlighted above and the
recommended drafting changes or otherwise to assist in any way that you deem appropriate.

If you or your colleagues have any question, please do not hesitate to contact Angela Papesch in Singapore
on (65) 6435 7520 or Thomas Jones in Hong Kong on (852) 2974 7130 or send a fax to us at the above
number.

Yours faithfully,

For the International Swaps and Derivatives Association, Inc.

@W fieke! (HFpes

Robert Pickel Angela Papesch
Executive Director and CEO Director of Policy and Head of Asia-Pacific Office

(Chinese translation attached)

Encl
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