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About ISDA

ISDA’s Focus: ldentify and reduce sources of risk in
the privately negotiated derivatives business

 Founded in 1985; represents participants in the privately negotiated
derivatives industry

e Qver 830 member institutions from 57 countries on Ssix continents:
One of the largest global financial trade associations, by number of
member firms

« Members include most of the world's major derivatives dealers, as
well as many businesses, governmental entities and other end users



About OTC Derivatives

Bilateral privately negotiated contracts

» Typically customized to meet particular needs of end-users
* Not securities like bonds or notes

Simple confusion

e CDS vs. CDO and "derivative securities"

Risk-shifting, not capital-raising, tools

Important role in global economy
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About OTC Derivatives

Derivatives are an integral risk management
tool for the world’s leading companies
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About OTC Derivatives

Understanding Notional Amounts Outstanding

Notional Amount $450 trillion

 Measure of outstandings, not exposure

Gross Mark to Market Value $9 to $27 trillion

» Estimated to be 2 to 6% of notional

Net Credit Exposure $4.5 trillion
« After netting and before collateral

« Estimated to be less than 1% of notional
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About OTC Derivatives

Collateral Further Reduces Credit Exposure

e Vast majority of derivatives exposure is collateralized

 87% of over 150,000 collateral agreements in place are
ISDA agreements

 66% of OTC derivative credit exposure is now covered
by collateral compared with 29% in 2003

« 65% of all OTC derivatives trades are subject to
collateral agreements, compared with 30% in 2003
— Among large dealers, the median coverage is 87%
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Credit Default Swaps Market Trends
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What Is the True Level of CDS Exposure?

Gross vs. net notional

Reference Entity Gross Notional Net Notional
(USD EQ) (USD EQ)
Single-Name $15.2 trillion $1.4 trillion
Index/Tranche $11.1 trillion $1.1 trillion
Total $26.3 trillion $2.5 trillion

Source: DTCC Trade Information Warehouse, as of Aug. 8, 2009
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Key CDS Questions

1.Did CDS cause the financial crisis?

2.Did CDS pose systemic risks during the
financial crisis?

3.How has the CDS market performed
during the market turmoil?

4.What improvements are underway?



Did CDS Cause the Financial Crisis?

Credit Default Swaps are NOT the cause of
the Financial Crisis.

« Poor lending decisions, principally in housing finance,
are the root cause

 CDS are risk-shifting tools. Companies could—and did—use CDS
to manage risk to powerful effect

« CDS is not a primary driver behind lending decisions—
not a no-cost option
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Did CDS Pose Systemic Risk
During the Financial Crisis?

Bear Stearns

. Problems related to a lack of confidence from lenders
e Classic liquidity squeeze; relied too much on short-term funding

Lehman Brothers

« From March to September, market concerns had shifted from
counterparty exposure to reference entity exposure

Gross notional exposure on Lehman was $72 billion but net
notional was $5 billion

Bankruptcy created no systemic fault lines
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How Has the CDS Market Performed
During the Market Turmoll?

CDS business has functioned well
CDS market remained open — activity robust

Only credit product consistently available
to allow firms to transfer risk

In past year, over 40 credit events

All were managed in an orderly fashion
with no major disruptions
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What about AIG?

The failure of AlG reflects failures in how....

 the company managed its mortgage risks and exposure

* reqgulators (OTS) supervised those risks

« the company managed its collateral and liquidity

« the rating agencies rated mortgage risks and capital adequacy

AlG was clearly an outlier in many of its
business practices and policies

e “...we must not be overwhelmed by the fact that one high profile
financial institution, AlG, made a bad investment decision, using
derivatives to guarantee mortgages that went sour.”
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What Improvements Are Underway?
Industry-led efforts to identify & reduce sources of risk

Central counterparty clearing of standardized
transactions

» Since 2005, industry participants have been working towards
Implementing a central clearing house for credit derivative

transactions

o Approx. US$1.7 trillion of CDS have been cleared in North America
since March

* Approx. €38 billion of CDS have been cleared in Europe since July

Reduction of CDS notional size by approx. half

» Portfolio compressions /trade tear ups



What Improvements Are Underway?
Industry-led efforts to identify & reduce sources of risk

Stronger trade / default settlement processes

 The Big Bang Protocol

» Determinations Committee comprising dealers and buy-side
 More than 40 Credit Events processed globally since Oct 2008
» Electronic processing and matching of confirmations

» Collateralized portfolio reconciliation

» Confirmation backlog reductions

Greater transparency

 More open industry governance structure
* Publication of aggregate market data
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ISDA CDS Marketplace Website

ABOUT THIS SITE

MARKET STATISTICS

CDS Marketplace®

ABOUT THE CDS MARKET DAILY PRICES EXPOSURES & ACTIVITY

Credit default swaps are important risk transfer instruments i today's global economy. ISDA CDS Marketplace™
brings together information, data and statistics to help you better understand the CDS business.
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ISDA CDS Marketplace Website:
Single Name Reference Entities

Daily Prices

Slngle Name Reference Entities

The following charts list the single name reference entities in North America and Europe with the largest increase or decrease in CDS prices for the
most recent trading day. A CDS price chart is also available by clicking on each reference entity. This CDS price information is supplied by
Moody's Analytics, who also provided its long-term credit rating on each reference entity as well as the rating implied by the current price of the
reference entity's CDS

Corporate Credit Improvement (North America)

Ticker Dall]f Chg Weekly Chg Monthly Cha Annua.l Chg # |Moody's CDS Spread
Today (bp) Rating Implied Rating
(94)

FUS FCE Ford Motor Co (140) (214) Mone.
BC US Brunswick Corp ? (58) ) i} : Caal
DYN US Dynegy Inc (48) k) Mone.

CTBUS Cooper Tire & i (46) (63) (200) | ] Caal
Rubber

Dillards Inc-cl A i (44) 5 B3

Genwaorth Financial
Ine-cl A

LIZ US LIZ CLAIBORNE INC | 87 (33) 56) (124) B2
HLT US Hilton Hotels Corp H2 [32) GG} ) Mone. Mone.

LS Citigroup Inc (31) (50) 5) A3 Baz2
5MNR

AES US Aes Corp - (307 ) 61) i B1 B2

Data current as of August 10, 2009




ISDA CDS Marketplace Website:
Top 10 CDS Positions

Eotinc s i e
CXposures & ACUWVITY

Top 10 CDS Positions

The following charts list the single-name reference entities with the most notional outstandings on a net and gross basis. This information is provided
by DTCC Derw/SERV LLC. a subsidiary of The Depository Trust & Clearing Corporation ("DTCC"). The information in these reports is displayed and
can only be used by you pursuant to the Terms of Use posted on the OTCC website.

Net Notional

Met notional values with respect to any single reference entity is the sum of the net protection bought by net buyers (or equivalently net protection
sold by net sellers). Net notional positions generally represent the maximum possible net funds transfers between net sellers of protection and net
buyers of protection that could be required upon the occurrence of a credit event relating to particular reference entities (actual net funds transfers are
dependent on the recovery rate for the underlying bonds or other debt instruments).

Reference Entity * | Het Notional (USD EQ) % | Number of Contracts -

REPUBLIC OF ITALY
KINGDOM OF SPAIN
GEMERAL ELECTRIC CAPITAL CORPORATION

FENFRAI REPLIBI IC: OF GFRMAMNY

FEDERATIVE REPUBLIC OF BRAZIL
HELLENIC REPUBLIC
REPUBLIC OF AUSTRIA 7,829,869,700
BANK OF AMERICA CORPORATION 7,212,018911

DEUTSCHE BAMNK AKTIENGESELLSCHAFT 7,165 730 611

Data current as of August 1, 2008




Current Public Policy Initiatives

Broad consensus amongst policy makers
(US Treasury, FRBNY, EC, FSA) and
industry around the world on key issues

« Appropriate regulation for all financial institutions that may
pose a systemic risk to the financial system

« Stronger counterparty risk management (including
clearinghouses)

 Improved transparency
e Strong, resilient operational infrastructure



Three Levels of Transparency in the
U.S. Treasury Proposal

Risks

Solutions



Current Public Policy Issues

Preserving flexibility to tailor solutions to meet the needs
of customers Is essential

Efforts to mandate that privately negotiated derivatives
business trade only on an exchange would reduce their
availability

Banning “naked shorting” via CDS would adversely
Impact the credit markets

Need for cross-border regulatory coordination
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OTC Derivatives: The Road Ahead

Privately negotiated derivatives will remain vital risk
management tools

Industry's trading and operational infrastructure is strong
and resilient

Financial innovation spreads to more asset classes, more
geographies

ISDA and the industry are committed to working together to
make further progress
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