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RE: Comments on the Consultative Package of The New Basel Capital Accord

The second consultative package of “The New Basel Capital Accord” (“The New Accord”),
released by the Basel Committee on Banking Supervision (“The Committee”) on January 16,
2001 focuses on improvements in the measurements of risk and impact on capital requirements.
For the measurement of credit risk, two principal options are being proposed: the Standardized
Approach with the simple and comprehensive options and the Internal Ratings Based Approach
(“IRB") with the foundation and advanced options.

The Basel Committee on Banking Supervision has requested commentary on various aspects of
“The New Basel Capital Accord” and associated consultative documents. In their “Summary of
the Basel Committee’s ‘The New Basel Capital Accord’” the Board of Governors of the Federal
Reserve System, the Federal Deposit Insurance Corporation, and the Office of the Comptroller of
the Currency highlighted a number of specific issues of particular significance for the US banking
system and indicated that comments on these issues would be particularly welcome.

In response to these requests, The Risk Management Association’s Committee on Securities
Lending has formulated comments focusing on the Credit Mitigation aspects of the New Accord
(member firms may also comment individually on the consultative package as a whole). Founded
in 1914, The Risk Management Association is an association of 3,000 financial service providers
represented by by more than 18,000 professionals in the 50 states of the Unites States of



America, Puerto Rico, Canada, Europe, Asia and Latin America. The Risk Management
Association specializes in promoting effective and prudent risk management practices for
financial institutions. The Risk Management Association's Committee on Securities Lending
(‘RMA”) was formed in 1983 and currently has a membership of 36 US based firms. Through its
activities, which include semi-annual surveys of the securities lending activities of its membership,
this group represents the major source of information about securities lending practices in the US.
The comments contained in this letter reflect the RMA membership’s experience and
understanding of market practice.

OVERVIEW

Our analysis indicates that the capital requirements produced by the methodologies set out in the
Accord are excessive in absolute value and were generated in a manner that is inconsistent with
certain key aspects of the securities lending business. In a broad sense, the development of a
carve-out treatment that calculates risk-weighted assets in a manner more suitable to the
characteristics of securities lending is essential. Specifically, we

* strongly disagree with the concept of “w”;

o feel that the Committee’s reluctance to acknowledge the beneficial risk mitigation effects
of asset correlation on a securities lending portfolio is unwarranted, given that the risk
associated with securities lending activity is primarily market risk for which, unlike typical
credit risk, reliable correlation data is readily available from commercial data providers;
and

» feel that the level of the haircuts set out in the Accord is excessive and that the hurdle for
using a bank’s “own estimate” haircut is too restrictive, given the level of sophistication

with which many US agent lenders model the risk associated with their securities lending
activities.

We have come to these conclusions by modeling and comparing the impact of using the different
methodologies set out in the 1988 Basel Accord, as it is applied in the US, and The New Basel
Accord to using a Value at Risk (“VaR") model that is commonly employed by US agent lenders
and incorporates correlation in the measurement of risk. Our assumption in this analysis is that
the agent lender bears the counterparty default risk when assets are loaned on an indemnified
basis and that the customer bears the risk associated with the reinvestment of cash collateral
(this arrangement is typical within the US securities lending industry). However, the treatment of
indemnified reinvestment risk needs to be clarified in the Accord. The results of this analysis
reveal that although a bank will experience a decrease in risk-weighted assets as it moves to the
more sophisticated methodologies set out in the Accord, as the Committee intended, the level of
risk-weighted assets produced using the most sophisticated option significantly exceeds the
internal assessment produced using a VaR model.

As settlement cycles move to a T+1 environment, the trading industries will be relying even more
heavily on the securities lending industry to continue to provide the liquidity needed to maintain
market stability, minimize market disruptions, and curtail price volatility. Without a capital

" treatment option that addresses the particulars of the securities lending industry, agent lenders
will experience an increase in capital charges that will inevitably be passed on to the
broker/dealer and end user communities, and will likely change the economics of securities
lending transactions, and adversely impact market liquidity.



DETAILED COMMENTS

“W"

There is a great deal of concern surrounding the concept of the “w” factor within the securities
lending industry and the RMA recommends that the Committee eliminate this factor in the final
version of the capital framework.

According to the Accord, “w” is intended to reflect the price risk associated with liquidating the
collateral and the legal risk associated with the enforceability of documentation governing the use
of the collateral. The concept of “w” is overly penal for securities lending transactions not only
because the legal risks it was designed to cover may be minimal in jurisdictions, such as the US,
that enjoy robust legal documentation but also because it effectively double counts risks
addressed by the collateral haircut factors and by the operational risk charge. The haircut factors
are designed to address the risk that, due to the volatility and illiquidity of the collateral, the value
of the collateral will fall relative to the value of the exposure before it can be used to replace
loaned securities and the operational risk charge (the risk of direct or indirect loss resulting from
inadequate or failed internal process) applies a multiplier to an exposure indicator that includes
securities lending activities. Therefore, circumstances that could contribute to the failure of
collateral to cover an exposure in a default situation, such as price movements, a failure to
process collateral promptly or an inability to rely on collateral documentation in a particular market
are captured by both “w" and the combination of the operational risk charge and the haircut
process.

The RMA recognizes and agrees with the Committee that the issues of collateral rights and
liquidity must be addressed, however, these risks are mitigated through the use of legal
documentation. Some examples in the US include a) netting agreements that allow for excess
collateral from one transaction to be applied to an undercollateralized transaction within a
borrower's portfolio during a default, b) exemptions from automatic stays in bankruptcy that apply
in many instances, and c) strictly enforced provisions for daily marking and collateral remargining.

Additionally, the banking industry has not only made significant investments in their risk
management practices, but we have also expanded our technical capabilities. The daily
management of servicing loan portfolios and monitoring risk exposure has become significantly
automated as evidenced by frequent remargining of loans. Due to the high voiume of outstanding
loan transactions, daily marking practices between borrowers and agent banks represents a
highly automated process. Not only have banks invested in internal applications to facilitate the
marking process, the industry can utilize service providers (such as Loanet) to systematically
compare loan criteria via a contract compare service arrangement. Transaction details between
banks and borrowers are compared to identify discrepancies quickly, and apply current market
prices on a timely basis. This helps minimize a bank’s exposure, in particular, their market risk.

Risk Management practices within the securities lending industry are continuing to evolve and
become more robust. With advancements in new technologies and risk measurement
techniques, the industry continues to analyze existing risks and anticipate the emergence of new
potential risks in the future. Current bank risk assessment applications are far more sophisticated
than methods outlined in the new accord.

Should the Committee disagree and decide that the “w” factor must remain a part of the
Standardised and IRB Approaches, the “w” carve-out should be broadened. Typical securities
lending transactions, involving the loan of both sovereign and equity securities, comply with all of
the relevant conditions set out in the Accord for certain government security repo-style
transactions to qualify for a “w"=0. Specifically, US agent lenders:

o utilize well established, standard securities lending contracts that afford lenders the right
to immediately terminate transactions in the event of a counterparty default and seize any
associated collateral;



+ normally lend securities that settie across established settlement systems; and

e rigorously mark to market on a daily basis and aggressively require the daily remargining
of loans.

Although this carve-out offers considerable advantage, it does not address a significant portion of
securities lending transactions — transactions in which the loaned securities are equities and
transactions in which there is an exposure/collateral currency mismatch. In instances where the
loaned security is an equity, it is usually a broadly traded issue collateralized by cash or
sovereign securities. Most currency mismatches that are present in securities lending
transactions are in major market currencies and the associated foreign exchange risk could be
adequately controlled through the haircut process.

To the extent that compliance with the above conditions greatly mitigates the risks “w” is intended
to cover, and that the haircut factors address the volatility associated with an equity loan
exposure or with an exposure/collateral currency mismatch, the RMA would encourage the
Committee to view all exposures associated with securities lending transactions in the same
manner and expand the “w” carve out to explicitly encompass securities lending transactions in
which the exposure is an equity, and securities lending transactions where there is an
exposure/collateral currency mismatch on either fixed income or equity loans.

In modeling the impact of “w” on the calculation of risk-weighted assets associated with a
theoretical securities lending portfolio, the RMA found that the inclusion of a 15% “w” effectively
doubled the risk-weighted assets calculated with a 0% “w”.! This is an extremely significant
impact given that all securities lending transactions are so similar to the repo-style transactions
exempted from a “w" charge, and that the risks “w” is supposed to incorporate are also being
accounted for in other capital charges.

Haircuts

The need to adjust for the potential volatility and illiquidity of collateral is readily acknowledged
and the haircut concept has support, however, there is concern that the haircut levels are overly
conservative and that they are being applied in a manner that does not acknowledge the
beneficial risk mitigation effects of correlation.

Correlation

Portfolio level correlation among all loan and collateral positions is the cornerstone upon which
US agent lenders have built their internal risk measurement systems. Correlation factors guide
decision makers in the offering of new securities lending products and counterparty portfolio
correlation is a key factor in determining counterparty credit line usage.

As proposed, both the Comprehensive Standardised Approach and the Foundation IRB Approach
to credit risk require the examination of exposures on a transaction-by-transaction basis and
require that collateral be discounted by additively applying either prescribed or “own estimate”
haircuts for the exposure, the collateral, and any currency mismatch. Because exposures must
be considered at the transaction level, instead of at the counterparty portfolio level, the aggregate
risk-weighted asset value of securities lending exposures will likely be overly conservative in that
any benefits associated with the correlation among assets and with contractual rights of set-off
are ignored.

Because the new proposal does not take the correlation between exposures and collateral into
effect, the resulting capital charges do not encourage banks to be discriminate within categories
of exposure/collateral combinations. Specifically, securities lending transactions can be
structured to minimize price risk by selecting exposure/collateral combinations that co-vary
together, so that collateral coverage is relatively stable even under volatile conditions. An
example might be the loan of a US Treasury collateralized by a similar US Treasury. The prices

! Please refer to Exhibit 1 and the “Scenario Analysis” section beiow.



of these two securities would generally vary together and the net price risk would be minimal.
However, the new Accord calls for haircuts to be applied additively for both the exposure and the
collateral. Paradoxically, if the collateral were cash, the transaction would not enjoy the
covariance benefit but would be subject to a lower haircut since the Accord does not require a
haircut for cash collateral. As this example illustrates, despite the Committee’s intent to overcome
the disconnection between capital guidelines and the way banks manage risk, this issue remains
in the new Accord.

While correlation can be extremely difficult to measure in the context of typical bank loan portfolio
risks, the primary risk associated with securities lending activities is market risk. Historical market
data, readily available from vendors such as RiskMetrics, Bloomberg, and Reuters, can be used
to produce risk measures such as asset correlations, volatilities and covariance. These vendors
are commonly used not only by the lending community but also by those managing proprietary
trading books. A lending program shares many characteristics with proprietary trading books of
business. Market risk is one key similarity as price volatility effects the exposure and collateral
positions. Because the use of correlation is an acceptable means of measuring the market risk of
a trading book, we encourage the Committee to reconsider the use of correlation for securities
lending activity.

Holding Period

With respect to securities lending activities, the Committee was overly conservative in calculating
the haircut volatilities using a 10-day holding period. Haircut volatilities based on a 3-day holding
period more accurately reflect the risks associated with securities lending transactions given daily
remargining practices and the short time needed to liquidate collateral in most instances.

The level of the haircut depends on the time horizon over which the value of the collateral may
change, relative to the exposure, which in turn depends on:

+ the frequency of marking to market and remargining;
e the period required for the bank to recognize that a default has occurred; and
o portfolio liquidity and position size and/or concentration.

The choice of an appropriate holding period for measuring market risk in a securities lending
transaction is therefore conditioned on these factors.

Remargining practice

Daily remargining of outstanding loans is a standard obligation set forth in agent/lender/borrower
legal agreements. It is important to note that although variation in practice exists, daily margin
calls are automatically made and aggressively pursued by US-based securities lending agents as
a matter of standard industry practice. This insures that no counterparty’s portfolio of loans will
be carried at a level below the 100% minimum for any period of time. In fact, collateral margins
levels of 2%-5% are typically maintained on a daily basis.

Default

The lender or the borrower can close out a securities lending transaction without notice or cause
through either a recall or a loan return.? In the event of a lender recall, borrowers are obligated to
return the loaned securities within the standard market settlement time frame. For example, a
U.S. equity would need to be returned by the third day after notice consistent with the T+3
settiement convention. This gives the borrower the opportunity to purchase the recalled security
for return to the lender.

% The vast majority of securities lending transactions are open transactions and agent lenders maintain the ability to

terminate loans, including term loans (within the realm of securities lending, a term loan is one with a negotiated end date
that is not fixed by a binding contract), for any reason.



An event of default will accelerate the close out of the transaction and permit the liquidation of the
collateral which will be used to buy-in the loaned securities. This acceleration feature limits the
degree of price risk that the lender bears since it will be able to place purchase and sales orders
immediately, rather than having to wait out the settlement period associated with the recall
procedure noted above.

Standard default provisions include, but are not limited to, failure to mark-to-market, failure to
return loaned securities when due, voluntary or involuntary filing for bankruptcy, and suspension
of exchange membership. It should be noted that an act of default on one transaction can trigger
the liquidation of a counterparty’s entire loan portfolio. Additionally, lending agreements have
cross-default provisions, with respect to a parent company’s or significant affiliate’s failure or
insolvency, and, more fundamentally, provide for rights of set-off which allow an agent lender to
apply excess collateral associated with one transaction to an under collateralized transaction
within a single borrower’s loan portfolio during a default. The fungibility of collateral across a
borrower’s portfolio minimizes the occurrence of insufficient collateral at a transaction level.
Correlation concepts described above are therefore significant in evaluating and measuring
borrower exposure.

Timing & Liquidity

Although there is little data on which to rely, it is reasonable to assume that the financial distress
of a borrower might first manifest itself by a greatly diminished liquidity position. This could result
in the borrower’s inability to meet a margin call or inability to return very liquid (large float) issues.
At the point an agent lender would realize that a borrower is in this situation, one day will have
elapsed since the most recent collateral adjustment. Once a default is recognized and the
decision to close out a borrower's position is made®, the data gathering effort associated with,
and the administration of, a buy-in that could involve a number of open positions, a humber of
markets, and time zone differences must take place. The average agent lender has an
Operations staff capable of coordinating this effort in a timely manner and, as securities lending
activity is focused on the more broadly traded issues typically tied to the major market indices,
large concentrated or illiquid positions represent only a small portion of the typical agent lender’s
book and should not have a significant impact on holding period. It is worth noting that, to the
best of the RMA’s knowledge, no member has experienced a loss as a result of borrower default
since the group’s founding in 1983. This record provides an indication that agent lenders were
able to exercise the legal right to liquidate collateral and quickly process the buy-ins associated
with past default situations.

It would follow then that if the agent’s documentation permitted the immediate close out of loans
for breaches listed above, and included cross-default and set-off language,

one day would elapse before default recognition;
one day would be required for administration and trade execution; and
one additional day, on average, could be required to liquidate the small number of large

positions, thus serving as a cushion for situations in which the liquidation period exceeds
the norm

creating a total of three days of average price risk. Therefore, the RMA feels a three-day holding
period is a more appropriate criterion for the securities lending industry.

In requiring a single, universally applied, holding period of ten days, and failing to acknowledge
the actual liquidation practices for specific transactions within individual markets, the Accord
provides a disincentive to make the liquidation process more efficient at the global level.

% In the US, ERISA standards, requiring a close out in less than five days, have been factored into our general

documentation affecting all participants (both lender and borrower). In some European and Asian markets similar, lender
driven, provisions are also impacting documentation.



Level of “Own Estimate” Haircut

The criteria for using an “own estimate” haircut set out in the Accord requires banks to meet a
sophistication hurdle defined by supervisory recognition for an internal market risk model
developed under the “1996 Market Risk Amendment”. Few RMA members will likely pass this
hurdle by the 2004 implementation of the Accord, however, aimost all members have developed,
and are utilizing, a VaR model to come to an internal estimate of the risk associated with their
securities lending activity. This approach, which has become common for US securities firms
operating domestically or globally, requires a level of sophistication akin to that associated with
balance sheet market risk VaR models covered in the “1996 Market Risk Amendment”.
Therefore, although a firm may not have achieved supervisory recognition for a “1996 Market
Risk Amendment” model, it may have applied a similar level of sophisticated, rigorous review to
the securities lending segment of their business. Firms meeting this business line specific
sophistication test should be allowed to model their own estimate haircuts for the securities
lending business line.

Administrative Burden

Another aspect of the proposed Accord that needs to be considered by the Committee is the
administrative burden and added cost that will result from the requirement to calculate risk-
weighted assets at the transaction level. Large securities lending institutions may have tens of
thousands of loan transactions open at any given time. This figure is even greater if we have to
allocate a borrower’s pooled collateral on a pro-rata basis and assign it to specific loans.
Furthermore, agent lenders may have to implement technology that provides sufficient granularity
to properly categorize each security/collateral combination for haircut purposes.

Value At Risk (“VaR”) Models

VaR models represent a common means used by industry participants to assess the amount by
which the value of securities loaned to an individual borrower will exceed the value of collateral
collected from that borrower, given that borrower's default. The standard variance equation:

([wd:2 + Wd,%...+ W8,2 ] + [2 X COITy 2 X 81 X 82 +... 2 X COMmn X S X 8p])'"2

is used to measure that value (the volatility and covariance factors in the equation could either be
estimated by a sophisticated firm or obtained from a commercial data provider such as
RiskMetrics). The total VaR faced by an agent lender is the sum of the VaR’s associated with
each of the agent'’s counterparties (again, this assumes that all counterparties have defaulted).
This amount is affected by the following three factors:

1. the characteristics of the loan (short) portfolio, including the currency of denomination;

2. the characteristics of the collateral (long) portfolio, including the currency of
denomination; and

3. the interaction (correlation) among all assets in the combined loan/collateral portfolio.

In order to convert the VaR figures to an expected loss, the VaR associated with each
counterparty must be multiplied by that counterparty’s probability of default.

If the Committee feels that the introduction of a correlation option, such as a VaR model, would
disrupt the Accord's intended balance between rigor and burden, the RMA would recommend that
the Committee explore the possibility of developing a haircut matrix based on a list of pre-
specified exposure/collateral asset pairs or allow banks to apply the higher of the haircuts
associated with the loan or the collateral, rather than applying both additively. Both of these

approaches would continue to account for volatility while the first would also approximate the
benefits of correlation.



Another approach could be to break the haircuts categories down further into more specific
market/domicile categories rather than using a single generic category such as equities (the

major index distinction for equities and the maturity distinctions for fixed income are appropriate
and should remain).

Scenario Analysis

To quantify the impact of the issues that caused concern for the RMA, we developed a $10 billion
“theoretical” securities lending portfolio to represent the “average” RMA member* and ran this
portfolio through two different models. One model calculates and compares the portfolio’s risk-
weighted assets using the methodologies set out in the 1998 Basel Accord, as applied in the US,
and the New Basel Accord.® The other model applies a multi-asset variance equation to the
portfolio® to produce a gross value at risk figure that approximates a loss given default.

The results of the VaR model suggested a loss given default that would not exceed $147 million
when a 3-day holding period is used and $269 million when a 10-day holding period is used (a
99% confidence level was applied in both cases). Discounting these values by a 0.03%
probability of counterparty default’ provides for an expected loss from default of up to $0.0441
million if a 3-day holding period is used and up to $0.0807 million if a 10-day holding period is
used. These expected loss values serve as a proxy for the RMA’s internal assessment of the risk
associated with the theoretical portfolio.

The Accord Model allowed the RMA to conduct a scenario analysis to compare the impact of
using an array of haircuts (the haircuts prescribed in the Accord and two versions of “own
estimate” haircuts® - one developed using a 10-day holding period/99% confidence level and the
other developed using a 3-day holding period/99% confidence level) and two different values for

the “w” factor (15%, as prescribed in the Accord, and 0) on risk weighted assets for the RMA's
theoretical portfolio.

Taking the portfolio level loss given default values produced by the VaR model and applying the
probability of counterparty default set out in the Standardised Approach and applying the
benchmark risk weight set out in the IRB Foundation Approach the RMA attempted to draw a
direct comparison between risk-weighted assets measured on a transaction basis and risk-
weighted assets measured on a correlated portfolio basis. The results of these two models,
illustrated together in Exhibit |, reveal that:

* using an “own estimate” haircut or VaR developed using a 3-day holding period/99%
confidence level and a “w’=0 in the IRB Foundation Approach most closely approached
the internal risk assessment;

¢ although moving to a more sophisticated methodology decreases risk-weighted asset
value, it is not reduced to a level consistent with the internal estimate of risk; and

4 The representative portfolio of $10 billion in indemnified securities lending transactions between an agent lender and a
single, A-rated borrower was constructed using data from the RMA's July 2000 survey. This survey asked members to
report on average outstanding securities loan and collateral balances for the month of July 2000, broken down by specific
security type and market. Individual transaction types and collateralization levels are in proportion to those reported by
the US securities lending industry in this survey. As a simplification, only the seven largest markets (which covered
approximately 90% of the survey responses) were included in the theoretical portfolio. The single counterparty
assumption was made to simplify the VaR calculation.

Due to the limitation of data available to construct an industry “average” theoretical portfolio and the work that the
Committee indicated needs to be done on the Advanced IRB approach, that option was not modeled.

Piease refer to Exhibit 2 for a list of the assumptions used in this model.

The Foundation IRB Approach defines probability of default as the greater of the one-year probability of default or
0.03%.

Please refer to Exhibit 1 for a summary of the Accord Model results; Exhibit 2 for a list of the assumptions used in
developing the “own estimate” haircuts; and Exhibit 3 for a print out of each scenario run through the Accord Model.



e the impact of setting “w’=0 increases as the haircut level falls.

CONCLUSION

These results underscore the RMA's recommendation that the Committee re-evaluate (1) risk-
mitigation benefits associated with correlation in a securities lending portfolio, (2) the length of the
holding period, (3) the criteria for using an “own estimate” haircut and (4) the “w”, and offer
alternatives that more accurately approximate the risk associated with securities lending
transactions.

A sophisticated agent lender not allowed to use an “own estimate” haircut is at a significant
capital disadvantage relative to an agent lender with a similar book of business in terms of both
size and risk. Even firms allowed to use an “own estimate” haircut will be at a capital
disadvantage without the flexibility to apply a holding period and “w” more appropriate to the
particulars of securities lending activity.

The general result is that existing securities lending activities will become more capital and
resource intensive for agent banks. This increased cost will inevitably be passed onto the
broker/dealer community. Additionally, the increased capital cost will make agent lenders less
inclined to offer indemnification for borrower default situations, thereby making potential lenders
less willing to engage in securities lending. The increased cost to broker/dealers combined with a
potential decrease in the growth of supply, could lead to the reduction of market liquidity and such
a reduction in liquidity will be more sharply felt in the future as the goal of a T+1 environment is
realized.

We thank you for the opportunity to comment on “The New Basel Capital Accord” and associated
consultative documents and look forward to continuing to work to further the objectives of the
Accord.

Sincerely,

Richard Bentsen
Chairman
The Risk Management Association Committee on Securities Lending

and

7/««:7 oA (oo __

Tracy Coleman
The Risk Management Association Committee on Securities Lending



Comparision of Risk-Weighted Asset Calculation Methodologies

Refer to chart on following page.

EXHIBIT 1
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EXHIBIT 2

Use of RiskMetrics Data

A RiskMetrics data feed containing a 30-day lagged, one day/95% confidence level, data set
collected on March 23, 2001 was used as a proxy for the “average” RMA member's “own
estimate” haircuts and as inputs to VaR model of the RMA’s theoretical portfolio.

The volatilities provided by RiskMetrics are calculated using raw daily data under an algorithm
that gives greater weight to the most recent observations. These volatilities were scaled to the
99% confidence level for both a ten-day and a three-day holding period.

The fixed income security volatilities provided in the data feed assumed a 10 year duration and
were scaled to a 4.5 year duration to be more consistent with the make up of the theoretical
portfolio. The correlation coefficients related to the fixed income securities were not adjusted to
reflect the duration scaling but the impact is estimated to be minimal.

The portion of the data feed related to foreign exchange shows the volatilities of various
currencies relative to US dollars. To develop an “own estimate” fx haircut for exposure/collateral
asset pairs that did not involve US dollars, the variance between the two currencies was
calculated using the volatilities, relative to US dollars, associated with each individual currency
and the correlation between the two provided in the RiskMetrics data feed.

Scaled volatility factors are listed on the next page.
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and are highlighted in red.

ilities af
(W8> + w8+ w82 ]+ [2X corr,, X 8, X3, ...+ 2X COMpp X 8 X 8]

ALTERNATE HAIRCUT CALCULATIONS
(FX mismatch volatilities in black are taken directly from Risk Metrics)
{FX mismatch volatilities in red are modelled from RiskMetrics data -calculations
shown below) *
Scaled
Raw RiskMetrics RiskMetrics  |Scaled RiskMetrics
Volatility Volatitity Volatitity
1-day Holding 3-day Holding 10-day Holding
Period Perlod Period
95% tid 99% 99%
Type fovel level lovel
German Equity 1.668% 4.079% 7.447%
French Equity 1.920%| 4.697% 8.575%
UK Equity 1.432%| 3.502% 6.395%
Itafian Equity 1.769%| 4.327% 7.901%|
Japanese Equity 1.834% 4.485% 8.188%
us Equity 1.840% 4.499% 8.215%
. 3.000% 10.000%
CAD/Euro Currency Mismatch na 3.724% 6.800%
CAD/USD Currency Mismatch 0.533% 1.304%| 2.381%
Euro/USD Currency Mismatch 1.467%)| 3.587% 6.549%|
GBP/CAD Currency Mismatch na 2.472% 4.513%)
GBP/Euro Currency Mismatch na 2.770% 5.057%)|
GBP/USD Currency Mismatch 0.907% 2219% 4.052%
JPY/CAD Currency Mismatch na 2.638%) 4.817%
JPY/Euro Currency Mismatch na 4.517% 8.248%:
JPY/GBP Currency Mismatch na 2.983%) 5.446%
JPY/USD Currency Mismatch 0.979%| 2.393%| 4.370%
Canadian Gowvt. Security 0.333% 0.815% 1.487%|
German Govi. Security 0.252% 0.6815% 1.123%|
French Govt. Security 0.302% 0.739% 1.348%|
UK Govt. Security 0.333%| 0.814%| 1.487%!
Italian (Govt. Security 0.220% 0.539%| 0.984%
us Govt. Security 0.573%| 1.402%)| 2.559%
CALCULATION OF CURRENCY MISMATCH VOLATILITIES NOT INVOLVING USD
([w8,” + w8,2...+ wd? ] + [2x COrfy, X §; X8, ...+ 2 X COMpy n X 8 X 5,‘])"2
[ single currency single currency single currency single currency currency pair currency pair
single
3-day vol sgrd 10 day vol sqrd currenc! i correlation 3-day volatilit 10-day volatilit
CAD 1.304% 0.017% 2.381% 0.057% CAD/Euro 0.074364 3.724% 6.800%
Euro 3.587% 0.129% 6.549% 0.429% GBP/CAD 0.088966 2.472% 4.513%|
GBP 2.219% 0.049% 4.052% 0.164% GBP/Euro 0.635617 2770% 5.057%
JPY 2.393% 0.057% 4.370% 0.181% JPY/CAD 0.075156 2.638% 4.817%|
JPY/Euro -0.105619 4517% 8.248%
JPY/GBP 0.185183 2.983% 5.446%
OWN ESTIMATE HAIRCUTS BASED ON SCALED RISKMETRICS DATA
3day/9%
Loan Collateral Weighted 10day/99% 10day/99%
Settlement Settiement Value Weight 3day/89% Volatil Halrcut Volatili Weighted Haircut
EQUITY LOANS
DEM na $ 177.85 4.07% 4.079% 0.166% 7.447% 0.303%
FRF na $ 590.96 13.53% 4.697% 0.836% 8.575% 1.160%|
GBP na $ 85.68 1.86% 3.502% 0.069% 6.395% 0.126%
Im. na 3 24275 5.56% 4.327% 0.241% 7.901%
JPY na $ 387.75 8.88% 4.485% 0.398% 8.188%
USD na $ 2,882.28 66.00% 4.499% 2.969% 8.215%
s 4,367.36 100.00% 4.479%
EQUITY COLLATERAL
DEM na $ 3.18 11.98% 4.079% 0.489% 7.447%
FRF na $ 10.55 39.79% 4.697% 1.869% 8.575%
GBP na $ 1.53 5.77% 3.502% 0.202% 6.395%
I na $ 433 16.35% 4.327% 0.707% 7.901%
JPY na $ 6.92 26.11% 4.485% 1.171% 8.188%
usD na $ - 0.00% 4.499% 0.000% 8.215%
$ 26.51 100.00% 4.438%
FOREIGN EXCHANGE (loan/coll *
CAD $ 081 0.04% 3.724% 0.002% 6.800% 0.003%
CAD uso $ 4578 2.38% 3.724% 0.088% 6.800% 0.162%
EUR CAD $ 12.64 0.66% 3.724% 0.024% 6.800% 0.045%
EUR UK $ 12.64 0.66% 2770% 0.018% 5.057% 0.033%;
EUR usp $ 962.79 49.99% 1.304% 0.652% 2.381% 1.191%;
GBP CAD $ 1.07 0.06% 2.472% 0.001% 4.513% 0.003%|
GBP EUR $ 6.74 0.35% 2.770% 0.010% 5.057% 0.018%
GBP usp $ 194.82 10.12% 2.219% 0.224% 4.052% 0.410%|
JPY CAD $ 4.85 0.25% 2.638% 0.007% 4.817% 0.012%
JPY EUR $ 21.14 1.10% 4.517% 0.050% 8.248% 0.091%|
JPY GBP $ 4.85 0.25% 2.983% 0.008% 5.446% 0.014%
JPY usb $ 350.13 18.18% 2.393% 0.435% 4.370% 0.794%
usD CAD $ 33.51 1.74% 1.304% 0.023% 2.381% 0.041%
usD EUR $ 240.52 12.49% 3.587% 0.448% 6.549% 0.818%
usD GBP $ 33.51 1.74% 2219% 0.039% 4.052%
$ 1,826.80 100.00% 2.029%
FIXED INCOME LOANS
[CAD na $ 58.22 1.03% 0.815% 0.008% 1.487% 0.015%
DEM na $ 43.94 0.78% 0.615% 0.005% 1.123% 0.009%
FRAF na $ 3.30 0.06% 0.739% 0.000% 1.348% 0.001%
GBP na $ 149.39 2.65% 0.814% 0.022% 1.487% 0.039%
L na $ 15.38 0.27% 0.539% 0.001% 0.984% 0.003%
UsD na $ 5,362.54 95.20% 1.402% 1.335% 2.559% 2.437%
$ 5,632.75 100.00% 1.371% 2.504%
FIXED INCOME COLLATERAL
ICAD na $ 65.55 478% 0.815% 0.039% 1.487% 0.071%
DEM na $ 62.26 4.54% 0.615% 0.028% 1.123% 0.051%.
FRF na $ 53.97 3.93% 0.739% 0.029% 1.348% 0.053%
GBP na $ 84.12 8.13% 0.814% 0.050% 1.487% 0.091%|
ITL na $ 56.81 4.14% 0.539% 0.022% 0.984% 0.041%
usD na $ 1,049.13 76.48% 1.402% 1.072% 2.559% 1.857%|
$ 1,371.85 100.00% 1.240% 2.264% |
* NOTE:
The RiskMetrics fesd available to the RMA for p of Basel delling only incl relative
to the US dollar. Currency volatility relative to non-US was by i ing scaled
nd i tactors from those into the dard vari:




Risk-Weighted Asset Calculation Model Detail

Refer to tables on the following pages.

Exhibit 3
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Prescribed H; w=0

AlB| [ D F G H | J K L M N [¢] P Q R
TRADE STRUCTURE:
(note: all on behalf of indemnified lenders)
{(note: portfolio based on July '00 RMA survey data)
ly equity equity equity equity equity equity equity equity equity equity Fl Fl Fl
posted cash cash usagency | usagency sov SOV equity equity LOC LoC cash cash 4
x or mismatched hed mismatched i
[8 JINPUTS:
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the "short-term
9 claim™ category) 0.2] 0.2 0.2] 0.2 0.2] 0.2 0.2 02 0.2 02 0.2 02 0.2]
floor factor applied to the secured portion of the
0 ion (this is ly a given in the d = w 0 0 0 0 4] 0 0 0 [y 0 0 0 0j
1 the exp or loan balance = E 2,672.35 1,299.30 72.06 29.70 85.78 108.80 25.99 - 28.82 4455 | 4,205.10 271.38 456.21
2 value =| C | 272580 1,364.27 73.50 31.19 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut appropriate to the exposure {per table in Annex
3) (assumptions: all equity loans are of main index
aquities; all loaned Fi sacurities are AAA/AA rated; all
loaned Fi securities are equally distributed among the
( ies so an ge debt gt ity
13 haircut of 0.021867 is used) =[ He 0.2 02 0.2 0.2 0.2 0.2 02 0.2 0.2 0.2 0.02167 0.02167. 0.02167|
haircut approp to the i (per table in
[Annex 3) { all equity
of main index equities; all Sov and Agency collateral
items are AAA/AA rated; all Sov and Agency collateral
items are distributed among the maturity categories as
follows: 60% mat>5yrs; 30% 1yr<mat<5Syrs; 10%
mat<1yr -- 50 an average debt grade/maturity haircut of
4 0.0305 is used) =| He 0 0| 0.0305 0.0305 0.0305 0.0305 02 0.2 02 0.2 0 4] 0.0305|
haricut for y mi {per table in Annex 3) =| Hix 0 0.08] 0 0.08] G 0.08] 0 0.08 0 0.08] 0 0.08 0
[17 [FORMULAS:
[Ad]usted Coliater Valus Formuia:
9 C /(1 + He + He + HixX) =| Ca | 2271.50 1,065.83 59.73 23.80 71.11 87.17 18.94 - 21.00 31.61 | 4,198.23 258.65 442.26
20
[21]
| 22 |[FORMULA COMPARISON MODEL:
231968 Baset Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00% 20.00% 20.00% 0.00% 0.00%| 100.00% 100.00%;  20.00% 20.00% 0.00% 0.00% 0.00%
26 Risk Weighted Assets Under the 1998 Accord - - 14.41 594 - - 25.99 - 5.76 8.91 - - -
26
27 [2001 Basel Accord
28| Standardized Approach to Credit Risk — Simple Approsch
29 Apply y risk weight to exposure
30 Counterparty risk weight|=| RW 20.00% 20.00% 20.00% 20.00% 20.00%. 20.00%| 20.00% 20.00%| 20.00% 20.00% 0.00% 20.00% 0.00%
31 Risk Weighted Assets |=| AWA| 53447 259.86 1441 5.94 17.16 2176 5.20 - 5.76 891 - 54.28 -
32
[ 33| Standardized Approach to Credit Risk — Comprehensive Approach
[34] | |Risk Weighted Asset Formulas:
[35] | [fE>Cause > r"xE=rx[E-{1-w}xCa]
36 fE<Cause ——> PXE=rxwxE
37 using E>Ca formula ---> r* x E =r x [E - (1-w} x Ca]
38 your I risk weight | =\r" 3.00% 3.50%) 342% 3.08%|  3.42% 3.08%|  5.43%| noloan 543% 5.81%|  0.03% 094%|  061%
39 your risk weigthed assets| =" x E 80.17 46.69 247 1.18 2.93 4.33 1.4 - 1.56 2.59 1.37 2.55 279
40 using E<Caformula > rxE=rxwxE
1] your computed risk weight | =|r* na na na na na na na na na na na na na
42 your risk weigthed assets|=|r* x E na na na na na na na na na na na na na
43
[44] 1B Foundation
45 Probability of Default | |
46 greater of 1-yr PD or 0.03% [=| PD 0.030%. 0.030% 0.030% 0.030% 0.030% 0.030%| 0.030% 0.030%| 100.030% 0.030%| 0.030%)| 0.030% 0.030%
47 Loss Glven Default
48 LGD if senior claims | =| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
149] | LGD 7 subordinated claims [=| LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
1 50] | [Effective Loss Given Default = LGD*
] using E>Ca formula -—-> LGD* = LGD x [1 -(1-w} x (Ca/E}]
52 LGD i senior claims |=[{LGD* 7.50 8.98 8.55 9.94 8.55 9.94 13.57 no loan 13.57 14.53 0.08 235 1.83
53 LGD if subordinated cigims |=|LGD* 11.25 13.48 12.83 14.91 12.83 14.91 20.36 no loan 20.36 21.79 0.12 3.52 229
54 using E<Ca formula_---> LGD* = wx LGD
55 LGD i senior claims | =| LGD* na na na na na na na na na na na na na
156] | LGD if subordinated claims | ={LGD* na na na na na na na na na na na na na
(571 T [Matu
1 58| one year minimum |=| M 1 1 1 1 1 1 1 1 1 1 1 1 1
[69] | [Benchmark Risk Weight
80 per PD and chart on page 37 |=|BRWCc| 14.00 14.00 14.00 14.00 14.00 14.00 14.00 ~14.00 14.00 14.00 14.00 14.00 14.00
61
[62] Risk Weights
63 RWec = lesser of (LGD/50) x BRWc(PD} or 12.5 x LGD
84 RWc = (LGD/50) x BRWc(PD}
65 LGD ¥ senior claims | =] RWc 210 2.62 239 278 2.39 2.78 3.80 no loan 3.80 4.07 0.02 0.66 0.43
66 LGD if subordinated claims |=| RWc 3.15 3.77 3.59 417 359 417 5.70 no loan 5.70 6.10 0.03 0.98 0.64
67 RwWc = 12.5 x LGD
68 LGD if senior claims | =] RWc 93.75 112.30 106.92 124.24 106.92 124.24 169.64 no loan 169.64 181.59 1.02 29.31 19.11
69 LGD if subordinated claims |=| RWc 140.63 168.46 160.38 186.36 160.38 186.36 254.48 no loan 254.46 272.38 1.53 4397 28.66
70
n Baseline Risk Weighted Assets = RWc x E
72 LGD i senior claims | =|[RWA 56.12 32.69 1.73 0.83 2.05 3.03 0.99 no loan 1.10 1.81 0.96 1.78 1.95
73 | LGD if subordinated claims [ =|RWA 84.18 49.03 258 1.24 3.08 4.54 1.48 no loan 164 272 144 2.67 2.93




Prescribed H; w=0

AlB| [ Dl E £ T 1] v W X
TRADE STRUCTURE:
2 (note: all on behalf of d lenders)
(note: portfolio based on July ‘00 RMA survey data)
4 security loaned Fi Fl Fl Fl Fl
collateral posted SOV usagency | usagency LOC Loc
x or d i
| 7 TOTAL
| 8 [INPUTS: ($ millions)
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6}
{(assumes A rated borrower and dly marking and
remargining and sec lending falls in the “short-term
9 claim” category) =l r 0.2 0.2 02 0.2 0.2
floor factor applied to the secured portion of the
{this is ively a given in the d = w 0| 0! 0 0| 0|
the exp: or loan balance =l E 177.03 402.18 9.45 107.25 10.80 | 10,006.75
value = C 185.88 410.22 9.92 109.40 11.34 | 10,266.42
haircut appropriate to the exposure (per table in Annex
3) (assumptions: all equity loans are of main index
equities; all loaned FI securities are AAA/AA rated; all
foaned FI securities are equally distributed among the
i jes so an ge debt g ity
13 haircut of 0.02167 is used) =| He 0.02167 0.02167| 0.02167] 0.02167 0.02167
haircut appropriate to the {per table in
Annex 3} i all equity is pri
of main index equities; all Sov and Agency cotiateral
iterns are AAA/AA rated; all Sov and Agency collateral
items are distributed among the maturity categories as
follows: 60% mat>5yrs; 30% 1yr<mat<5yrs; 10%
mat<1yr -- so an average debt grade/maturity haircut of
4 0.0305 is used) ={ He 0.0305 0.0305 0.0305| 0.02 0.02
haricut for y {per table in Annex 3) =| A 0.08] 0 0.08 0 0.08
—— T -
FORMULAS:
[Adjusted Collater Valus Formula:
C /(1 + He + Hc + Hix] = Ca 164.18 389.88 8.76 105.02 10.11
20
21|
| 22 |[FORMULA COMPARISON MODEL:
| 23 | 1968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%]  20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 2.16 166.95
26
272001 Basel Accord
[ 28| Standardized Approach to Credit Risk — Simple Approach
29 Apply party risk weight to e; re
30 Count: risk weight| =| RW 20.00% 20.00% 20.00%|  20.00% 20.00%
31 Risk Weighted Assets [=| AWA 35.41 80.44 1.89 21.45 2.16 | 1,069.09
32
[33] Approach to Credit Risk — Comprehensive Approsc,
34 |Risk Weighted Asset Formulas:
[35] | i x Cal
36 If E.
[37] | [usingE>Caformula —> r*xE=rx[E-(1-w)xCa
38 your comp risk weight | ={r" 1.45% 0.61% 1.45%) 0.42% 1.28%
39 Yyour risk weigthed assets [=|r* x E 2.57 246 0.14 0.45 0.14 155.80
40 using E<Caformula —> r*xE=rxwxE
41 your computed risk weight | = r* na na na na na
42 your risk weigthed assets | =|r* x E na na na na na
43
144| IRB Foundation Approach
45 Probability of Defauit
46 greater of 1-yr PD or 0.03% |=| PD 0.030% 0.030% 0.030%| 0.030% 0.030%
47 Loss Given Default
48 LGD ¥ senior claims |=] LGD 50.00 50.00 50.00 50.00 50.00
|49] | LGD i subordinated claims |=| LGD 75.00 75.00 75.00 75.00 76.00
50 Effective Loss Given Default = LGD*
51 using E>Ca formula ---> LGD*=LGD x[1 ? X %CaIE)]
52 LGDIf claims LGD* 3.63 1.583 3.63 1.04 3.19
53 LGD if subordinated claims |=|LGD* 544 229 5.44 56 4.79
54 using E<Ca formula ---> LGD* = wx LGD
55 LGD ¥ senior claims | =| LGD* na na na na na
[ 56] | LGD if subordinated claims | =| LGD* na na na na na
57 Maturity
[ 581 | one year minimum |=| M 1 1 1 1 1
[59] | |Benchmark Risk Weight
60 per PD and chart on page 37 |=|BRWc 14.00 14.00 14.00 14.00 14.00
61
(62| | [Risk Weights
83 RWc = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
64 RWec = (LGD/50) x BRWc(PD)
65 LGD if senior claims | =| RWc 1.02 043 1.02 0.29 0.89
166] | LGD if subordinated claims | = RWc 1.62 0.64 1.52 0.44 1.34
67 RWe = 12.5 x LGD
68 LGD if senior claims |=| RWc 45.36 19.11 45.36 13.00 30.93
69 LGD it subordinated claims |=| RW¢ 68.04 28.66 68.04 19.50 59.90
70
7 Bassline Risk Weighted Assets = RWc x E
7. LGD it senior claims | =| RWA 1.80 1.72 0.10 0.31 0.10 109.06
7: ] LGD i subordinated claims | =|RWA 2.70 2.58 0.14 047 0.14 163.58




Prescribed H; w=.15

AlB [ Dl E F G H ! J K L M N [+ P Q R
TRADE STRUCTURE:
2 (note: all on behalf of indemnitied lenders)
(note: portiolio based on July ‘00 RMA survey data)
L y squily | equty | equity equity ety equty | equily | equy | equty | equiy ] Fl Fl
posted cash cash usagency | usagency [ sov equity | i LOC Loc cash cash S0V
[: x hed or hed | mi i hed | mismatched d d | mi
8 [INPUTS:
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
{assumes A rated borrower and dly marking and
remargining and sec lending falls in the "short-term
9 claim” category) = r 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2]
floor factor applied to the secured portion of the
10 (this is ly a given in the = W 0.15] 0.15] 0.15 0.15 0.15 0.15 0.15] 0.15 0.15] 0.15! 0| 0.15 0]
11 the exp or loan balance = E 2,672.35 1,299.30 72.06 29.70 85.78 108.80 25.99 - 28.82 44551 4,205.10 271.38 456.21
12 value = C 2,725.80 1,364.27 73.50 31.19 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut appropriate to the exposure (per table in Annex
3) (assumptions: all equity loans are of main index
equities; all loaned FI securities are AAA/AA rated; all
Ioaned Fl securities are equally distributed among the
ies s0 an ge debt gi y
13 haireut of 0.02167 is used) =] He 0.2 0.2 0.2 0.2 02 0.2 0.2 0.2 02 02| 0.02167 0.02167 0.02167]
haircut approp to the ived (per !able in
Annhex 3) ions: all equity is
of main index equities; all Sov and Agency collaieral
items are AAA/AA rated; all Sov and Agency collateral
items are distributed among the maturity categories as
follows: 60% mat>5yrs; 30% 1yr<mat<5yrs; 10%
mat<1yr -- so an average debt grade/maturity haircut of
4 0.0305 is used) = Hc 0 0 0.0305 0.0305 0.0305 0.0305 0.2 0.2 0.2 0.2 0| 0 0.0305
haricut for y mi {per table in Annex 3) =| Hix 0 0.08 0! 0.08 0| 0.08 0] 0.08 0| 0.08! 0| 0.08 1]
[17 [FORMULAS:
[Ad]usted Collater Value Formula:
C /(1 + He + Hc + Hix] =| Ca [ 2271.50 1,065.83 59.73 23.80 71.11 87.17 18.94 - 21.00 31.61 | 4,198.23 258.65 442.26
20
[21]
[ 22 |FORMULA COMPARISON MODEL:
23 |1908 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00%| 20.00% 20.00% 0.00% 0.00%| 100.00%| 100.00%|  20.00% 20.00% 0.00% 0.00% 0.00%)|
25 Risk Weighted Assets Under the 1998 Accord - - 14.41 5.94 - - 25.99 - 5.76 891 - - -
26
zfzm Basel Accord
[28]  Standardized Approach to Credit Risk - Simple Approach
29 Apply counterparty risk weight to exp
30 Cous nty risk weight|=| RW 20.00% 20.00% 20.00% 20.00% 20.00%. 20.00%| 20.00% 20.00%|  20.00%! 20.00% 0.00% 20.00%. 0.00%
3 Risk Weighted Assets |=| RWA| 534.47 269.86 14.41 5.94 17.16 21.76 5.20 - 5.76 8.91 - 54.28 -
32
E lized Approach to Credit Risk — Comprehensive Approach
[34] | |Risk Weighted Assst Formulas:
ﬁ__l IfE>Cause > rxE=rx[E- (1<w)xCa_L
36 ifE<Cause > rxE=rxwxE
[37] | |using E>Caformula ---> r*xE=rx[E-(1-w)xCa]
38 your bod risk wi = 5.55% 6.05% 5.91% 6.38% 5.91% 6.38% 761% no joan 7.61% 7.94% 0.03% 3.80% 0.81%,
39 your risk weigthed assets | =[r* x E 148.32 78.67 4.26 1.89 5.07 6.94 1.98 - 219 354 1.37 10.31 279
40 using E<Caformula -—-> r*XE=rxwxE
4 your risk weight | = [r* na na na na na na na na na na na na na
42 Yyour risk weigthed assets | =r* x E na na na na na na na na na na na na na
43
[24] 1RB Foundation Approach
45 Probabllity of Default ||
46 greater of 1-yr PD or 0.03% |=| PD 0.030%. 0.030% 0.030% 0.030% 0.030% 0.030%| 0.030% 0.030%] 100.030% 0.030% 0.030% 0.030% 0.030%)
47 Loss Given Default i
48 LGD if senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims | =] LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
[50] | [Etfective Loss Given Defautt = LGD*
[61] | [using E>Ca formula —-> LGD" = LGD x [1_-(1-w) x (C/E)
52 LGD # senior claims |=|LGD"* 13.88 15.14 14.77 15.95 14.77 15.95 19.04 no loan 19.04 19.85 0.08 9.49 1.53
53 LGD if subordinated claims |=|LGD" 20.81 227 22.16 23.92 2216 23.92 28.55 no loan 28.55 277 0.12 14.24 229
[54] | |using E<Ca formula ——> LGD" = w x LGD
55 LGD i senior claims | =| LGD* na na na na na na na na na na na na na
56 LGD if subordinated claims | ={L.GD" na na na na na na na na na na na na na
[57] T [Watu
158 | one year minimum |[=| M 1 1 1 1 1 1 1 1 1 1 1 1 1
59 Benchmark Risk Weight
60 | per PD and chart on page 37 =|BRWC 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00
61
[62] | |Risk Weights
63 RWe = lesser of (LGD/50) x BRWc(PD) or 12.5x LGD
84 RWe = (LGD/50) x BRW¢(PD)
85 LGD ¥ senior claims |=| RWc 3.89 4.24 4.14 447 414 4.47 5.33 no loan 5.33 5.56 0.02 2.66 0.43
66 LGD if sub claims |=| RWc 5.83 6.36 6.20 6.70 6.20 6.70 8.00 no loan 8.00 8.34 0.03 3.99 0.64
67 RWc =12.6 x LGD
68 LGD it senior claims |=| RWe¢ 173.44 189.21 184.63 199.35 184.63 199.35 237.95 no loan 237.95 248.10 1.02 118.67 19.11
69 LGD if sub claims |=| RWe| 260.16 283.81 276.95 299.03 276.95 299.03 356.92 no loan 356.92 372.1 1.83 178.00 28.66
70
71 Baseline Risk Welghted Assets = RWc x E
72 LGD if senior claims | =|RWA 103.82 56.07 2.98 1.33 3.55 4.88 1.39 no loan 1.54 248 0.96 7.21 1.95
73 i LGD i subordinated claims | =|[RWA 155.73 82.60 447 1.99 532 7.29 2.08 no loan 2.30 3.71 1.44 10.82 293




Prescribed H; w=.15

AlB

TRADE STRUCTURE:

c

(note: all on behalf of indemnified lenders)

(note: portfolio based on July ‘00 RMA survey data)

securlty loaned

FI

Fl

F

Fl

Fl

 posted

SOV

us agency

LoC

LoC

x or

us agency

TOTAL

INPUTS:

(8 millions)

risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6}
(assumes A rated borrower and dly marking and
remargining and sec lending faiis in the *short-term
iclaim” category)

0.2

0.2

0.2

0.2

0.2

10

tloor factor applied to the secured portion of the

0.15

0.15

0.15

(this is ively a given in the

0.15

0.15

the exp or loan balance

177.03

402.18

9.45

107.25

10.80

10,006.75

12

value

njnju
O|ms=

185.88

410.22

9.92

109.40

11.34

10,265.42

haircut appropriate to the exposure (per table in Annex
3) (assumptions: all equity loans are of main index
lequities; all loaned Fi securities are AAAVAA rated; all
loaned FI securities are equally distributed among the

g s0 an ge debt g y
haircut of 0.02167 is used)

0.02167

0.02167

0.02167

0.02167

0.02167

haircut appropriate to the ived (per table in
Annex 3) pi all equity is (

of main index equities; ali Sov and Agency collateral
items are AAA/AA rated; all Sov and Agency collateral
items are distributed among the maturity categories as
follows: 60% mat>5yrs; 30% 1yr<mat<Syrs; 10%
mat<1yr -- so an average debt grade/maturity haircut of
0.0305 is used)

He

0.0305

0.0305

0.0305

0.02

0.02

Hix

0.08!

0.08

haricut for Y Mi {per table in Annex 3}

0.08

| 22|FORMULA COMPARISON MODEL:

[23]1968 Bassl Accord

24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%| 20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 216 166.95
26

2712001 Basel Accord

[28] Standardized Approach to Credit Risk - Simple Approsch

29 |Apply counterparty risk weight to exposure

30 Counterparty risk weight|=| RW 20.00%| __ 20.00% 20.00%| _20.00% 20.00%
31 Risk Weighted Assets |=| RWA 35.41 80.44 1.89 2145 216 | 1,069.09
32

i 33| Standardized Approach to Credit Risk — Comprehensive Approac

[34] | |Risk Weighted Asset Formulas:

[35] | [tE>Cause --> r'xE=rx[E-{(1-w)xCa]

36 IfE<Cause > rxE=rxwxE

[37] | |using E>Caformula > r*xE=rx[E- (1-w) x Ca]

38 your risk = 4.23% 3.52% 4.23% 3.35% 4.09%
39 your risk weigthed assets|=|r* x E 7.50 14.16 0.40 3.60 0.44 293.41
40 using E<Ca formula ——> r*xE=rxwxE

4 your computed risk weight | = [r* na na na na na

42 your risk weigthed assets |=|r* x E na na na na na

43
[44] mB Foundation

45 Probability of Default | |

48 greater of 1-yr PD or 0.03% [=| PD 0.030% 0.030% 0.030%| 0.030% 0.030%
47 Loss Given Defauit

48 LGD if senior claims | =| LGD 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00
[50] | [Effective Loss Given Defauit = LGD*

51 using E>Ca formula > LGD" = LGD X [1_-{1-W) X (C&/E]

52 LGD ¥ senior claims |=| LGD* 10.58 8.80 10.58 8.38 10.22
53 LGD if subordinated claims [={LGD* 15.88 13.20 15.88 12.58 15.32
54 using E<Ca formula —--> LGD" = wx LGD ]

55 LGD i senior claims | =| LGD* na na na na na

156 | LGD i subordinated claims | = LGD* na na na na na

571 | |Maturity

| 58] | one year minimum|=| M 1 1 1 1 1
| 59 | Benchmark Risk Weight

60 per PD and chart on page 37 |=|BRW¢ 14.00 14.00 14.00 14.00 14.00
61
el | fis

63 lesser of (LGD/50) x BRWc(PD) or 12.6 x LGD

64 RWe = (LGD/50) x BRWC(PD)

€5 LGD ¥ senior claims |=| RWc 2.96 2.46 2.96 235 2.86
86 LGD if subordinated claims |=| RWc¢ 4.45 3.70 4.45 3.52 4.29
&7 |[RWe =125 x LGD

68 LGD if senior claims |=| RWc 132.31 109.99 132.31 104.80 127.69
69 LGD# claims |=| RWe 198.48 164.99 198.46 157.20 191.54
70

7 Baseline Risk Weighted Assets = RWc x E

72 LGD if senior claims | =|RWA 525 9.91 0.28 252 0.31 205.39
73 | LGD if subordinated claims | =|RWA 7.87 14.86 0.42 378 0.46 308.08




Own H; 10d 99%; w=0

- —
AlB [+] DOl E F G H | J K L M N (5] P Q R
TRADE STRUCTURE:

(note: all on behalf of indemnified lenders)
(note: portfolio based on July '00 RMA survey data)
4 Y equity equity equity equity equity equity oquity equity equity equity FI Fl Fl
posted cash cash usagency | usagency SOV SOV equity oquity LOC LOC cash cash SOV
x or mismatched i hed i i
[ 8 [INPUTS:
risk weight of the uncollateralized exposure (this is the
rigk weight of your courterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the "shon-term
9 claim® category) = r 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 02 0.2 0.2 0.2 0.2]
tloor factor applied to the secured portion of the
10 ion (this is effectively a given in the ) |=f W 0| 0| 0 0| 0 0 1] 0 0 0| 0 0
11 the exp or loan balance =l E 2,672.35 1,299.30 72.08 29.70 85.78 108.80 25.99 - 28.82 44.55 | 4,205.10 271.38 456.21
12 value = C 2,725.80 1,364.27 73.50 31.19 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut approp to the exp pi all
equity loans are of main index equities; all loaned FI
ities are AAA/AA rated; a weighted average of
scaled RiskMetrics data - 10-day holding period; 99%
confidence level -- was used as an "own estimate" proxy
13 - see Exhibit 72?777 for details) =] He 0.08177: 0.08177| 0.08177 0.08177 0.08177] 0.08177] 0.08177, 0.08177| 0.08177, 0.08177| 0.02504 0.02504 0.02504]
haircut appropriate to the
all equity is d of main
index equities; all Sov and Agency collateral items are
AAA/AA rated; a wei ge of scaled Ri: §
data -- 10-day holding period; 99% confidence lavel --
was used as an "own estimate” proxy -- see Exhibit
14 7?7272 for details) = He 0 0 0.02264) 0.02264 0.02264| 0.02264] 0.08103 0.08103[ 0.08103] 0.08103| 0 0| 0.02264
haricut for Y {a weig ge of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level - was used as an “own estimate" proxy
15 - see Exhibit 777?722 for details) =| Hix 0 0.03704 0| 0.03704 0| 0.03704 0 0.03704 Q 0.03704; 0] 0.03704| 0
16
17 |FORMULAS:
18] |Adjusted Collater Valus Formula:
19 C/{1+He + He + Hix] =| Ca | 2,519.76 1,219.39 66.55 27.32 79.22 100.08 22.80 - 25.28 38.99 | 4,184.42 268.29 444.16
20
21]
{25 [FORMULA COMPARISON MODEL:
231968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00% 20.00% 20.00% 0.00% 0.00%| 100.00% 100.00%| 20.00% 20.00% 0.00% 0.00% 0.00%
25 Risk Weighted Assets Under the 1998 Accord - - 1441 5.94 - - 2599 - 5.76 8.91 - - -
26

[27 12001 Basel Accord

[28] Standardized Approach to Credit Risk - Simple Approach
30 Count; risk weight|=| RW 20.00% 20.00% 20.00%! 20.00% 20.00% 20.00%| 20.00% 20.00%|  20.00% 20.00% 0.00% 20.00% 0.00%
31 Risk Weighted Assets [=]| RWA|  534.47 259.86 14.41 5.94 17.16 21.76 5.20 - 5.76 8.91 - 54.28 -
32

(33| Standardized Approach to Credit Risk — Comprehensive Approach

[34] | |Risk Weighted Asset Formulas:

135] | [fE>Cause > r*xE=rx{E-(1-w)xCal

36 fE<Cause > I"XE=rxwxE
[37] | |usingE>Caformula —> r*xE=rx[E-(i-w)xCa)
38 your d risk weight [ =[r 1.14%| 1.23%| 1.53% 1.60%,; 1.83% 1.60% 2.46% no loan 2.46% 2.50% 0.10% 0.23% 0.53%)
39 your risk weigthed assets | =|r* x E .52 15.98 1.10 0.48 1.31 1.74 0.64 - 0.7t 1.11 4.14 0.62 24
40 using E<Catformula > r*xE=rxwxE
41 your ted risk =i na na na na na na na na na na na na na
42 Yyour risk weigthed assets | =|r* x E na na na na na na na na na na na na na
43

[44] MB Foundation Approach
45 Probabllity of Default
46 greater of 1-yr PD or 0.03%|=| PD 0.030% 0.030% 0.030% 0.030% 0.030% 0.030%| 0.030% 0.030%| 100.030% 0.030%;  0.030%)| 0.030% 0.030%
47 Loss Glven Default
48 LGD if senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00

149] | LGO if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
50 Effective Loss Given Default = LGD*
[51] | |using E>Ca formuia_-~> LGD" = LGD x [1 -(1-W) X (Ca/E)
52 LGD if senior claims_|=|LGD* 2.86 3.08 3.82 4.01 3.82 4.01 6.14 no loan 6.14 6.24 0.25 0.57 1.32
53 LGD if sub claims |=|LGD" 4.28 4.61 573 6.01 573 6.01 921 no loan 9.21 9.37 037 0.85 1.98
54 using E<Ca formula ---> LGD* = wx LGD
55 LGD if senior clgims | =| LGD* na na na na na na na na na na na na na

[56] | LGD if subordinated claims [=| LGD*| _na na na na na na na na na na na na na
57

[58] | one year minimum |=| M 1 1 i 1 1 i 1 1 1 [ 1 1 1
59

[60] | per PD and chart on page 37 | =|BRW(c| 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00
61

E_ Risk Weights
63 RWc = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
64 RWc = (LGD/50) x BRWc(PD)
65 LGD # senior claims |=] RwWc 0.80 0.86 1.07 1.12 1.07 1.12 1.72 no ioan 1.72 1.75 0.07 0.16 0.37 |
ﬁ_‘ LGD if subordinated claims |=| RWc 1.20 1.29 1.61 1.68 1.61 1.68 2.58 no loan 2.58 2.62 0.10 0.24 0.55
67 RWc =12.5xLGD
68 LGD if senfor claims |=| RWc¢ 35.69 38.44 47.77 50.07 47.77 50.07 76.75 no loan 76.75 78.05 .07 741 16.51
69 LGD if subordinated claims |=| RWc 53.53 57.66 71.65 7511 71.65 7511 115.13 no loan 115.13 117.08 4.61 10.66 24.77
70

[71] | [Baseline Risk Weighted Assets = RWc x E
72 LGD i senior cigims | =[RWA 21.36 11.19 0.77 0.33 0.92 1.22 0.45 no loan 0.50 0.78 2.89 043 1.69
73 | LGD it subordinated claims | =[RWA 32.04 16.78 1.16 0.50 1.38 1.83 0.67 no loan 0.74 117 4.34 0.65 253




Own H; 10d 99%; w=0

AlB8] [+] Of E S T u v w X
[ TRADE STRUCTURE:
| 2 note: all on behalf of indemnified lenders)
(note: portfolio based on July ‘00 RMA survey data)
security loaned Fl Fl 5] Fl FI
posted sov us agency us agency LOC LoC
x hed or i hed i i
TOTAL
8 {INPUTS: ($ millions)
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the “short-term
9 claim” category) = r 0.2 0.2] 0.2 0.2 0.2]
tloor factor applied to the secured portion of the
10 ion (this is effectively a given in the ) =] w 0 0 0 0 0
11 the exp or loan balance = E 177.03 402.18 9.45 107.25 10.80 | 10,006.75
12 collateral vaiue = C 185.88 410.22 9.92 109.40 11.34 | 10,265.42
haircut appropi to the exp i all
equity loans are of main index equities; all loaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level -- was used as an "own estimate” proxy
13 - see Exhibit 277277 for details) =| He 0.02504 0.02504 0.02504| 0.02504 0.02504
haircut approp tothe ived
i alt equity is ised of main
index equities; all Sov and Agency collateral items are
AAA/AA rated; a weighted average of scaled RiskMetrics
data -- 10-day holding period; 99% confidence level -
was used as an “own estimate" proxy -- see Exhibit
14 77?727 for details) =| He 0.02264/ 0.02264 0.02264| 0.02 0.02
haricut for Y mi {a wei ge of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level -- was used as an “own estimate” proxy
- see Exhibit 22?227 for details) ={ Hix 0.03704 0| 0.03704] 0| 0.03704:
[17 |FORMULAS:
{Adjusted Coliater Value Formula:
C /(1 + He + Hc + Hfx) =| Ca 171.36 391.55 9.15 104.68 10.48
20
21
| 22 [FORMULA COMPARISON MODEL:
[ 23 |1968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%| 20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 2.16 166.95
26
(272001 Basel Accord
28| Standardized Approach to Credit Risk — Simpie Approach
29] | lapply  risk weight to exposure
30 [+] risk weight! =| RW 20.00% 20.00% 20.00%|  20.00% 20.00%
31 Risk Weighted Assets [=| RWA 35.41 80.44 1.89 21.45 2.16 | 1,069.09
32
[33] Standardized Approach to Credit Risk — Comprehensive Approac,
(34] | |Risk Weighted Asset Formulas:
[36] | |fE>Cause --> r'xE=rx[E-(1-w)xCa]
36 If E<Cause —> r'xE=rxwxE
[37] | |using E>Caformula -—--> r*xE=rx[E-(1-w) x Cal
38 your computed risk weight | =" 0.64%) 0.53% 0.64%|  0.48% 0.58%
39 your risk welgthed assets [=|r* x E 1.13 213 0.06 0.51 0.06 64.65
|40] | |usingE<Catformula ---> r*xE=rxwxE
41 your computed risk weight | = r* na na na na na
42 your risk weigthed assets |=|r" x E na na na na na
43
[44] IRB Foundation Approach
45 Probabliity of Default | ]
46 greater of 1-yr PD or 0.03% |=| PD 0.030% 0.030% 0.030%| 0.030% 0.030%
47 Loss Given Default
48 LGD if senior claims 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims 75.00 76.00 75.00 75.00 75.00
[50] | [Effective Loss Given Default = LGD*
51 using E>Ca formula -—-> LGD* = LGD x [1_-(1-w} x (Ca/E
52 LGD if senior claims |=|1L.GD* 1.60 1.32 1.60 1.20 1.48
53 LGD I subordinated claims |=| LGD" 2.40 1.98 2.40 1.80 222
54 using E<Ca formula ---> LGD* = wx LGD
55 LGD if senior claims | =| LGD" na na na na na
[56] | LGD if subordinated claims | =| LGD* na na na na na
57
E_ one year minimum|i=| M 1 1 1 1 1
[59] | [Benchmark Risk Weight
60 _per PD and chart on page 37 |=|BRW(] 14.00 14.00 14.00 14.00 14.00
61
[62] | [Risk Weights
83 RWc = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
64 RWc = (LGD/50) x BRWc(PD)| |
65 LGD i senior claims |=| RWc 0.45 0.37 0.45 0.34 0.42
66 LGD i subordinated claims |=| RWc 0.67 0.55 0.67 0.50 0.62
67 RWe = 12.5 x LGD
68 LGD if senior claims |=| RWc 20.01 16.51 20.01 14.98 18.53
69 LGD if subordinated claims | =] RWc 30.01 24.77 30.01 2246 27.79
70
n Baseline Risk Weighted Assets = RWe x E
72 LGD if senior claims | =|[RWA 0.79 1.49 0.04 0.36 0.04 45.26
73 | LGD if subordinated claims | =[RWA 1.19 223 0.08 0.54 0.07 67.88




Own H; 10d 99%; w=.15

AJE] [] D| E F G H | J K L M N [s] P Q R
[TRADE STRUCTURE:
(note: all on behalf of indemnified lenders)
(note: portfolio based on July ‘00 RMA survey data)
4 security loaned equity equity equity |  equity equity equity equity equity equity equity Fl Fl Fi
posted cash cash usagency | usagency sov SOV equity equity LOC LOC cash cash sov
x or mi mismatched i mismatched | matched | mismatched
8 |INPUTS:
risk weight of the uncollateraiized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and diy marking and
remargining and sec lending falls in the "short-term
L] claim” category) = r 0.2 0.2 0.2 0.2 0.2, 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
floor factor applied to the secured portion of the
ion (this is effectively a given in the d = w 0.15) 0.15) 0.15 0.15 0.15 0.15 0.15) 0.15 0.15) 0.15 0 015 __ of
the exp of loan balance =| E [267235 1,299.30 72.06 29.70 85.78 108.80 25.99 - 28.82 44.55 | 4,205.10 271.38 456.21
value = C 2,725.80 1,364.27 73.50 3119 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut appropriate 1o the exp ions: all
equity loans are of main index equities; all loaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level -- was used as an “own estimate® proxy
13 - see Exhibit 777727 for details) =[ He 0.08177 0.08177 0.08177 0.08177] 0.08177| 0.08177| 0.08177 0.08177| 0.08177 0.08177) 0.02504| 0.02504 0.02504
haircut appropriate to the i
i all equity is prised of main
index equities; all Sov and Agency collateral items are
AAA/AA rated; a weighted average of scaled RiskMetrics!
data -- 10-day holding period; 99% confidence level --
was used as an "own estimate” proxy -- see Exhibit
14 272277 tor details) =| He 0 0 0.02264 0.02264]  0.02264 0.02264|  0.08103| 0.08103|  0.08103 0.08103 0 0|  0.02264,
haricut for Yy Mi (a weig ge of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level -- was used as an "own eslimate® proxy
- 8¢ Exhibit 2?7?77 for details) =! Hfx 0| 0.03704. 0 0.03704 0| 0.03704] 0 0.03704 0| 0.03704! 0 0.03704 0
FORMULAS:
Adjusted Collater Value Formula:
19 C /(1 +He + He + Hfx = Ca | 2,519.76 1,219.39 66.55 27.32 79.22 100.08 22.80 - 25.28 38.99 | 4,184.42 268.29 444.16
20
[21]
| 22 |[FORMULA COMPARISON MODEL:
2311088 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00% 20.00% 20.00% 0.00% 0.00%] 100.00% 100.00%|  20.00%: 20.00% 0.00% 0.00% 0.00%
25 Risk Weighted Assets Under the 1998 Accord - - 14.41 5.94 - - 25.99 - 576 8.9 - - -
[ 26]
2712001 Basel Accord
|28 Standardized Approach to Credit Risk — Simple Approsch
29 Apply cou risk weight to exposure
30 Counterparty risk weight |=| RW 20.00% 20.00% 20.00% 20.00% 20.00% 20.00%| 20.00% 20.00%| 20.00% 20.00% 0.00% 20.00% 0.00%
3 Risk Weighted Assets |=| RWA|  534.47 259.86 14.41 5.94 17.16 21.78 5.20 - 5.76 8.91 - 54.28 -
32
[33] Standardized Approach to Credit Risk — Comprehensive Approach
[34] | |Risk Weighted Asset Formulas:
[35] [ [IfE>Cause -—> r'xE=rx[E-{1-w)xCa
36 IfE<Cause —> rXE=rxwxE
[37] | |usingE>Caformula —> r*xE=rx]E-(1-w) x Ca]
38 your computed risk weight | =|r* 3.97% 4.05% 4.30% 4.36% 4.30% 4.36% 5.09% no loan 5.09% 5.12% 0.10% 3.19% 0.53%
39 your risk weigthed assets |=|r" xE | 106.11 52.56 310 1.30 3,60 475 1.32 - 1.47 2.28 414 8.67 2.41
40 using E<Caformula > rxE=rxwxE
4 Yyour compitted risk weight | =|r* na na na na na na na na na na na na na
42 Yyour risk weigthed assets | =[1" x E na na na na na na na na na na na na na
43
[44] 1B Foundation Approach
45 Probabliity of Default
46 greater of 1-yr PD or 0.03% |=| PD 0.030% 0.030% 0.030% 0.030% 0.030% 0.030%|  0.030% 0.030%| 100.030% 0.030%  0.030% 0.030% 0.030%)
47 Loss Given Defautt
48 LGD ¥ senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
[50] | [Effective Loss Given Defauit = LGD*
[51] | |using E>Caformula —> LGD* = LGD x [1_-(1-W) X (CWE)
52 LGD if senlor claims |=|LGD* 9.93 10.11 10.76 10.90 10.75 10.90 12.72 no loan 12.72 12.81 0.256 7.98 1.32
53 LGD if subordinated claims | =|LGD* 14.89 15.17 16.12 16.36 16.12 16.36 19.08 o loan 19.08 19.21 0.37 11.98 1.98
54 using E<Ca formula ---> LGD* = wx LGD
3 LGD i senior claims | =| LGD* na na na na na na na na na na na na na
1661 | LGD if subordinated cisims | =| LGD* na na na na na na na na na na na na na
[57] | [Maturity -
58] | one year minimum |=| M 1 1 1 1 1 1 1 7 1 1 1 1 1
59 Benchmark Risk Weight
80 | per PD and chart on page 37 |=]BRW(c] 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00
61
[62] | [Risk Weights
63 RWc = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
64 RWc = (LGD/50) x BRWc(PD)| |
65 LGD if senior claims =] RWc 278 283 3.0 3.05 3.01 3.05 3.56 no loan 3.56 3.59 0.07 224 0.37
[ 66] | LGD if subordinated ciaims [=] RWc 4.17 4.25 4.51 458 4.51 4.58 534 no loan 534 5.38 0.10 3.35 0.55
67 RWc =125 x LGD
68 LGO if senior claims | =| RWc 124.08 126.42 134.35 136.31 134.35 136.31 158.99 no loan 158.99 160.09 3.07 99.79 16.51
69 LGD if subordinated claims [=| RWc 186.13 189.64 201.53 204.47 201.53 204.47 238.49 no loan 238.49 240.14 461 149.69 24.77
70
il Baseline Risk Weighted Assets = RWe x E
72 LGD it senior claims | =|RWA 74.28 36.79 217 091 2.58 3.32 0.93 o foan 1.03 1.60 2.89 6.07 1.69
73 i LGD if subordinated claims | =|RWA 111.42 55.19 3.25 1.36 3.87 4.98 1.39 no joan 1.54 2.40 4.34 9.10 2.53




Own H; 10d 99%; w=.15

AlB] [4] D| E S T 1] v w X
TRADE STRUCTURE:
(note: all on behalf of indemnitied lenders)
(note: portfolio based on July '00 RMA survey data)
y A Fi Fi Fi Fi
posted oV us agency us agency LoC LOC
x or mismatched mismatched i hed
TOTAL
8 [INPUTS: $ millions)
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
{(assumes A rated borrower and dly marking and
remargining and sec lending falls in the “short-term
9 ciaim® category) = 0.2 0.2 02 02 0.2
tloor factor applied to the secured portion of the
10 (this is effectively a given in the = w 0.15. 0.15) 0.15! 0.15 0.15
n the exp or [oan balance =[ E 177.03 402.18 9.45 107.25 10.80 | 10,006.756
12 value =i C 185.88 410.22 9.92 109.40 11.34 | 10,265.42
haircut approp to the exp all
lequity loans are of main index equities; all Ioaned Fi
securities are AAAJAA rated; a weighted average of
scaled RiskMetrics data -- 10-day holding period; 99%
confidence level -- was used as an "own estimate" proxy
13 - see Exhibit 727777 for details) =| He 0.02504 0.02504| 0.02504| 0.02504 0.02504
haircut appropriate to the
all equity is of main
index equities; alf Sov and Agency oollaleral items are
[AAA/AA rated; a wei ge of scaled Ri
|data -- 10-day holding period; 99% confidence leve} --
was used as an “own estimate” proxy -- see Exhibit
14 27277272 for details) =| He 0.02264) 0.02264 0.02264 0.02 0.02
haricut for @ average of
scated RlskMetncs data -- 10-day holding period; 99%
confidence level -- was used as an "own estimate* proxy
- see Exhibit 27?2?27 for details) =| Hix 0.03704 0| 0.03704 0 0.03704;
L2 L1
7 |FORMULAS:
[Ad]usted Coliater Value F
+ He + He + Hix)
[ 22 [FORMULA COMPARISON MODEL:
15311968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%| 20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 2.16 166.95
26
[27 12001 Basel Accord
[28] Standardized Approach to Credit Risk ~ Simple Approsch
29 Apply risk weight to exposure
30 risk weight] =| RW 20.00% 20.00% 20.00%|  20.00% 20.00%
31 Rigk Weighted Assets |=| RWA 3541 80.44 1.89 21.45 216 [ 1,069.09
32
[33] Standardized Approach to Credit Risk ~ Comp p
[34] | |Risk Weighted Asset Formulas:
35 ifE>Cause -—-> r*xE=rx[E-(1-w)xCa]
36 IfE<Cause —> r*xE=rxwxE
a7 using E>Ca formula > r*xE =rx[E - (1-w) x CaJ
38 your complited risk wslght =r 354% 3.45% 354%|  341% 3.50%,
39 risk =irxE 6.27 13.87 0.33 3.65 0.38 216.30
40 using E<Ca formula > r*xE=rxwxE
41 your computed risk weight | =Ir* na na na na na
42 your risk weigthed assets | =[r* x E na na na na na
43
[44| IRB Foundation Approsch
45 Probability of Default
46 greater of 1-yr PD or 0.03% |=! PD 0.030% 0.030% 0.030%| 0.030% 0.030%
47 Loss Glven Default
48 LGD i senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00
50 Effective Loss Glven Default = LGD*
[57] | [using E>Caformula -—> LGD" = LGD x[1 -(1-w) x (C&/E)
52 LGD ¥ senior claims |=|LGD* 8.86 8.62 8.86 8.52 8.76
53 LGD i subordinated claims |=|LGD* 13.29 12.93 13.29 12.78 13.14
54 using E<Ca formula ---> LGD* = wx LGD
55 LGD ¥ senior claims | =| LGD* na na na na na
(56] | LGD if subordinated claims | =| LGD* na na na na na
57 Maturity
58 one year = M 1 1 1 1 1
[591 | |Benchmark Risk Weight
60 per PD and chart on page 37 | =|BRWc| 14.00 14.00 14.00 14.00 14.00
61
(62] _:tnm Weights
63 RWec = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
[ RWe = (LGD/50) x BRWG(PD)] |
85 LGD i senior claims |=| RW¢ 248 241 248 239 245
66 LGD #f subordinated claims |=| RWc 3.72 3.62 372 358 3.68
67 |RWc = 125 x LGD
68 LGD ¥ senior claims [=! RWc 110.75 107.79 110.75 106.48 109.50
69 LGD if subordinated claims |=| RWc 166.13 161.68 166.13 159.72 164.25
70
171] | |Baseline Risk Weighted Assets = RWc x E
72 LGD if senior claims | =|RWA 4.39 9.71 0.23 2.56 0.26 161.41
73 | LGD i subordinated claims | =|RWA 6.59 14.57 0.35 3.84 0.40 227.11




Own H; 3d 99%; w=0

Al B C Dl E F G H 1 J K L M N [¢] P Q R
[ TRADE STRUCTURE:
(note: alt on behalf of indemnified lenders)
(note: portfolio based on July ‘00 RMA survey data)
4 rity equity equity equity equity equity equity equity equity equity equity FI Fl 3]
posted cash cash us agency | us agency SOV SOV oquity equity LoC LoC cash cash sov
Ix matched or mismatched hed hed matched | mismatched i i d
8 |INPUTS:
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the “short-term
9 claim” category) =t r 0.2 0.2 0.2 0.2 0.2 0.2, 0.2 0.2 0.2 0.2 0.2] 0.2 0.2]
floor factor applied to the secured portion of the
(this is effactively a given in the d ) |=] w 0 0 0 0 0 0, 0 0 0 0 0 0 )
the exposure or foan balance =] E 2,672.35 1,299.30 72.06 29.70 85.78 108.80 25.99 - 28.82 44.55 | 4,205.10 271.38 456.21
value =] C 2,725.80 1,364.27 73.50 31.19 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut approp 1o the exp: T all
equity loans are of main index equities; all lcaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data -- 3-day holding period; 99%
confidence level -- was used as an "own estimate” proxy
13 - see Exhibit 2?7772 for details) =| He 0.04479 0.04479 0.04479 0.04479 0.04479 0.04479| 0.04479 0.04479|  0.04479 0.04479| 0.01371 0.01371 0.01371
haircut appropriate to the
i all equity is prised of main
index equities; all Sov and Agency collateral items are
AANAA rated; a weil ge of scaled RiskMetri
data -- 3-day holding period; 99% confidence level -- was
used as an “own estimate” proxy -- see Exhibit 227727
14 for details) =[ He 0| 0| 0.0124] 0.0124] 0.0124, 0.0124 0.04438 0.04438|  0.04438 0.04438 0 0 0.0124]
haricut for y mi (a weighted ge of
scaled RiskMetrics data -- 3-day holding period; 99%
{confidence level -- was used as an "own estimate” proxy
5 - see Exhibit 2?7?77 for details) =| Hfx 0| 0.02029 0 0.02029 0| 0.02029 0| 0.02029 0| 0.02029 0| 0.02029 0]
6
[17 |FORMULAS:
8] [Adjusted Coliater Value Formula:
9 C /(1 +He +He + Hix =| Ca | 2,608.94 1,280.90 69.53 28.94 82.76 106.03 24.34 - 26.99 4216 | 4,231.19 275.58 453.49
20
[21]
| 22 |[FORMULA COMPARISON MODEL:
| 23 |19¢8 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00% 20.00% 20.00% 0.00% 0.00%! 100.00% 100.00%] 20.00% 20.00% 0.00% 0.00% 0.00%|
25 Risk Weighted Assets Under the 1998 Accord - - 14.41 5.94 - - 25.99 - 5.76 8.91 - - -
26
[27]2001 Basel Accord
[ 281 Standardized Approach to Credit Risk — Simple Approach
29 Apply counterparty risk weight to exposure
30 Counterparty risk weight|=| RW 20.00% 20.00% 20.00% 20.00% 20.00% 20.00%| 20.00% 20.00%|  20.00% 20.00% 0.00% 20.00% 0.00%
31 Risk Weighted Assets |=|{ RWA| 534.47 259.86 14.41 5.94 17.16 21.76 5.20 - 5.76 8.91 - 54.28 -
32
[33] Standardized o Credit Risk —~ Comprehensive Approach
[34] | |Risk Weighted Asset Formulas:
[35] | [fE>Cause -—> r*XE=rx[E-(1-w}xCa]
36 IfE<Cause —> rPxE=rxwxE
[37] | [using E>Caformula —> r*xE=rx[E-(1-w) x Ca]
38 your computed risk weight | = r* 0.47% 0.28% 0.70% 051% 0.70% 0.51% 1.27% no loan 1.27% 1.07%. -0.12%. -0.31% 0.12%)
39 your risk weigthed assets | =|r* x E 12.68 3.68 0.51 0.15 0.60 0.55 0.33 - 0.37 0.48 (5.22) (0.84) 0.54
40 using E<Caformula > *xE=rxwxE
41 your computed risk weight | =|r* na na na na na na na na na na na na na
42 your risk weigthed assets | =|r* x E na na na na na na na na na na na na na
43
144| /RB Foundation Approach
45 Probabiiity of Default L]
46 greater of 1-yr PD or 0.03%|=| PD 0.030% 0.030% 0.030% 0.030%) 0.030% 0.030%| 0.030% 0.030%| 100.030% 0.030%|  0.030%) 0.030% 0.030%
a7 Loss Given Default
48 LGD ¥ senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims [=| LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
[50] | [Effective Loss Given Default = LGD*
[51] | |using E>Caformula -—> LGD" = LGD x [1_-(1-w) x (Ca/E)|
52 LGD i senior ciaims |=]LGD* 119 0.71 1.76 1.28 1.76 1.28 3.18 no loan 3.18 2.68 {0.31) 0.7 0.30
53 LGD if subordinated claims |=|LGD* 1.78 1.06 264 1.91 2.64 1.91 4.76 no loan 4.76 4.02 {0.47) (1.16) 045
54 using E<Ca formula ---> LGD* = w x LGD
58 LGD i senior claims | =| LGD* na na na na na na na na na na na na na
1656 LGD i subordinated claims | =| LGD* na na na na na na na na na na na na na
167] | [Matu
| 58 | one year = M 1 1 1 1 1 1 1 1 1 1 1 1 1
69 ] Benchmark Risk Weight
€0 _per PD and chart on page 37 |=|BRWc| 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00
61
162] | [Risk Weights
63 RWc = lesser of (LGD/50) x BRWc(PD) or 12.6 x LGD
64 RWec = (LGD/50) x BRWc(PD,
85 LGD ¥ senior claims |=| RWc 0.33 0.20 0.49 0.36 0.49 0.36 0.89 no loan 0.89 0.7 (0.09) {0.22) 0.08
66 LGD if subordinated ciaims | =] RWc 0.50 0.30 0.74 0.54 0.74 0.54 1.33 no loan 1.33 1.13 (0.13) (0.32) 0.13
67 |AWe =125xLGD
68 LGD if senior claims |=| RWe¢ 14.83 8.85 21.99 15.94 21.99 15.94 39.69 no loan 39.69 33.50 {3.88) {9.67) 3.72
69 LGD i subordinated claims |={ RWc 2224 13.27 32.98 23.91 32.98 23.91 59.54 no loan 59.54 50.24 (5.82) {14.51) 5.58
70
7 |Easeline Risk Weighted Assets = RWo X E
7. | LGD if senior claims | = |RWA 8.88 2.58 0.35 011 0.42 0.39 0.23 no loan 0.26 0.33 {3.65) {0.59) 0.38
7 | LGD if subordinated claims | =|RWA 13.32 3.86 0.53 0.16 0.63 0.58 0.35 no loan 0.38 0.50 {5.48) {0.88) 0.57




Own H; 3d 99%; w=0

AlB] C Dl E S T U v w X
[TRADE STRUCTURE:
(note: all on behalf of indemnified lenders)
(note: portfolio based on July ‘00 RMA survey data)
rity FI Fl Fl Fi Fl
coliateral posted 0V us agency | usagency LOC LoC
6 x or d d i
TOTAL
8 JINPUTS: ($ millions)
risk weight of the uncollateralized exposure {this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the "short-term
9 claim" category) = r 0.2 0.2 0.2 0.2 0.2
floor tactor applied to the secured portion of the
ion (this is y a given in the = W 0 0 0 0 4]
the exposure or loan balance = E 177.03 402.18 9.45 107.25 10.80 [ 10,006.75
value = C 185.88 410.22 9.92 109.40 11.34 | 10,265.42
haircut appropriate to the exp ions: all
equity loans are of main index equities; all loaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data -- 3-day holding period; 99%
confidence level -- was used as an "own estimate* proxy
13 - see Exhibit 7?7?77 for details) =| He 0.01371 0.01371 0.01371]  0.01371 0.01371
haircut appropriate to the i
all equity is pri of main
index equities; all Sov and Agency collateral items are
AAA/AA rated; a weil ge of scaled Ri: t
data -- 3-day holding period; 99% confidence level -- was|
used as an "own estimate” proxy -- see Exhibit 7?7?77
14 for details) =] He 0.0124 0.0124 0.0124 0.02 0.02
haricut for {a wei ge of
scaled RiskMetrics data -- 3-day holding period; 99%
level -- was used as an "own estimate” proxy
- see Exhibit 227?7? for details) =| Hifx 0.02029 0| 0.02029 0| 0.02029|
[17 [FORMULAS:
[Adjusted Collater Value F ]
C /(1 + He + He + Hix] =| Ca 177.64 389.79 9.48 105.83 10.76
20
[ 21 ]
| 22 [FORMULA COMPARISON MODEL:
| 23 |1968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%| 20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 2.16 166.95
26
272001 Basel Accord
[ 28| Standardized Approach to Credit Risk ~ Simple Approach
Apply risk weight 1o exp:
30 Counterparty risk weight| =] RW 20.00% 20.00% 20.00%|  20.00%| 20.00%
3t Risk Weighted Assets [=| RWA 35.41 80.44 1.89 21.45 216 | 1,069.09
32
[33| Standardized Approach to Credit Risk — Comprehensive Approac:
[34] | |Risk Weighted Asset f
[36] | [fE>Cause -—> r*xE=rx[E-(1-w)xCa]
36 HE<Cause --> rxE=rxwxE
[37] | lusingE>Caformula > r*xE=rx[E-(1-w)xCa}
33 P nisk weight | =r* -0.07%. 0.12% -0.07% 0.27% 0.08% __]
39 your risk weigthed assets | =~ x £ 0.12) 0.48 ©0.01) 0.28 0.01 14.48
40 using E<Caformula --> rxE=rxwxE
4 your risk weight | = r* na na na na na
42 your risk weigthed assets|=|r* x E na na na na na
43
[44| 1RB Foundation Approach
45 Probability of Default
48 greater of 1-yr PD or 0.03% |=| PD 0.030% 0.030%. 0.0830% 0.030% 0.030%
47 Loss Given Default
48 LGD i senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00
[60] | |[Effective Loss Given Default = LGD*
{51] | |using E>Caformula ---> LGD* = LGD x [1 -(1-w) x (C&/E
52 LGD if senior claims |={LGD" 017 0.30 0.7 0.66 0.19
53 LGD K subordinated claims |=|LGD* {0.26] 0.45 (0.26) 0.99 0.28
[54] | using E<Caformula --> LGD*=wx LGD
55 LGD if senior claims | =| LGD* na na na na na
[56] | LGD if subordinated claims | =| LGD* na na na na na
[57] | Matu
1658] | one year minimum]=| M 1 1 1 1 1
59 Benchmark Risk Weight
60 | per PD and chart on page 37 =|BRWC| 14.00 14.00 14.00 14.00 14.00
[3]
[62] | |Risk Weights
63 RWec = lesser of (LGD/50) x BRWc(PD}) or 12.56 x LGD
64 RWec = (LGD/50) x BRWc(PD)
65 LGD i senior claims |=| RWc (0.05) 0.08 (0.05) 0.19 0.05
(66| | LGD if subordinated claims |=] RWc 0.07) 0.13 0.07) 0.28 0.08
67 RWc =125 xLGD
&8 LGD i senior claims | =| RWc, 2.15) 3.72 2.15) 8.29 237
69 LGD# i claims | =] RWc (3.23) 5.58 (3.23)] 12.43 3.56
70
71 Baseline Risk Weighted Assets = RWc x E
72 LGD it senior claims [ =|RWA (0.09) 0.34 (0.00) 0.20 0.01 10.14
73 | LGD if subordinated claims | =|RWA (0.13) 0.50 (0.01) 0.30 0.01 15.20




Own H; 3d 99%;

w=.15

Al8] [4] D] E F G H | J K L M N [¢] P Q R
[ TRADE STRUCTURE:
(note: all on behalf of indemnitied lenders)
(note: portfolio based on July ‘00 RMA survey data)
4 y equity equity equity equity equity equity equity equity equity oquity Fi Fl Fi
posted cash cash us agency us agency sov sov equity equity LOC Loc cash cash 80V
i hed or L - — - - — hedi
[ 8 [INPUTS:
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the "short-term
9 claim” category) =l r 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2]
floor factor applied to the secured portion of the
10 ion (this is effectively a given in the d ) |=| w 0.15 0.15 0.15] 0.15 0.15] 0.15] 0.15 0.15 0.15] 0.15 0 0.15! 0|
1 the exp or loan balance = E 2,672.35 1,299.30 72.06 29.70 85.78 108.80 25.99 - 28.82 44.55 | 4,205.10 271.38 456.21
12 value =| C 2,725.80 1,364.27 73.50 31.19 87.50 114.24 26.51 - 29.40 46.78 | 4,289.20 284.95 465.33
haircut appropriate to the exp fons: all
equity loans are of main index equities; ail loaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data - 3-day holding period; 99%
i level -- was used as an “own estimate” proxy
13 - see Exhibit 7?2?27 for details) =| He 0.04479 0.04479 0.04479 0.04479 0.04479] 0.04479|  0.04479| 0.04479|  0.04479 0.04479| 0.01371 0.01371 0.01371
haircut appropriate to the i
i all equity is prised of main
index equities; all Sov and Agency collateral items are
AAA/AA rated; a weigh ge of scaled Ri (
data -- 3-day holding period; 99% confidence level -- was;
used as an "own estimate” proxy -- see Exhibit 7?77?77
14 for details) =| Hc 0| 0| 0.0124 0.0124 0.0124 0.0124| 0.04438 0.04438| 0.04438| 0.04438] Q 0 0.0124]
haricut for Y {(a wei ge of
scaled RiskMetrics data - 3-day holding period; 99%
i level - was used as an "own estimate” proxy
15 - see Exhibit 22?277 for details) =| Hix 0 0.02029 0| 0.02029; 0| 0.02029: 0| 0.02029 0 0.02029 0| 0.02029 0]
16
17 |FORMULAS:
18] |Adjusted Collater Value Formula:
19 C /{1 + He + Hc + Hfx =| Ca | 2,608.94 1,280.90 69.53 28.94 82.76 106.03 24.34 - 26.99 4216 | 4,231.19 275.58 453.49
20
21
| 22 |FORMULA COMPARISON MODEL:
| 23 [1968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 0.00% 20.00% 20.00% 0.00% 0.00%| 100.00% 100.00%;  20.00% 20.00%| 0.00% 0.00% 0.00%
25 Risk Weighted Assets Under the 1998 Accord - - 14.41 5.94 - - 25.99 - 5.76 8.91 { - - -
26
| 27 |2001 Basel Accord
|28| Standardized Approach to Credit Risk ~ Simple Approach
29 Apply counterparty risk weight to expx
30 [o] panty risk weighti =| RW 20.00% 20.00% 20.00% 20.00% 20.00% 20.00%| 20.00% 20.00%!  20.00% 20.00% 0.00% 20.00% 0.00%
31 Risk Weighted Assets |=| RWA| 534.47 259.86 14.41 5.94 17.16 21.76 5.20 - 576 8.91 - 54.28 -
32
[33] Approach to Credit Risk — Comprehensive Approach
[34] | |Risk Weighted Asset Formulas:
[36] | [fE>Cause --> r*xE=rx[E-(1-w}xCa]
36 IfE<Cause ---> rrxE=rxwxE
37 using E>Ca formula ---> " xE =rx|E - (1-w) x Ca]
38 your computed risk weight | = |- 3.40% 3.24% 3.60% 3.43% 3.60% 343%|  4.08%| noloan 4.08% 391%|  0.12% 2.74%|  0.12%
39 your risk welgthed assets|=|r" x E 90.95 421 2.59 1.02 3.09 3.74 1.06 - 1.18 174 5.22) 7.43 0.54
40 using E<Caformula ---> r*XE=rxwxE
4 your computed risk weight | = [r* na na na na na na na na na na na na na
42 Yyour risk weigthed assets | =r* x E na na na na na na na na na na na na na
43
[44] B Foundation Approach
45 Probability of Default
46 greater of 1-yr PD or 0.03% [=| PD 0.030% 0.030% 0.030% 0.030% 0.030%. 0.030%| 0.030% 0.030%| 100.030% 0.030%| 0.030% 0.030% 0.030%
47 Loss Given Default I U E—
48 LGD if senior claims |=| LGD 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
(49} | LGD if sub claims |=| LGD 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00 75.00
|50} | |Effective Loss Glven Default = LGD*
51 using E>Ca formula -—-> LGD* = LGD x {1 -(1-w) x (Ca/E)
52 LGD # senior claims |=|LGD* 8.51 8.10 9.00 8.58 9.00 8.58 10.20 no loan 10.20 9.78 (0.31} 6.84 0.30
53 LGD i subordinated claims | =|LGD* 12.76 1215 1349 12.88 13.49 12.88 15.30 no loan 15.30 14.67 (0.47) 10.26 0.45
54 using E<Ca formula ---> LGD* = wx LGD
55 LGD i senior claims | = na na na na na na na na na na na na na
166 | LGD #f subordinated claims na na na na na na na na na na na na na
57
B 1 1 1 9 i 1 1 1 i 1 1 1 1
|59} | Risk Weight
680 per PD and chart on page 37 |=|BRWc 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00
61
[62] | [Risk Weights
63 RWec = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
64 RWc = (LGD/50) x BRWc(PD}
65 LGD i senior claims | =] RWe¢ 2.38 2.27 2.52 2.40 2.52 2.40 2.86 no loan 2.86 274 (0.09) 1.92 0.08
66 LGD if subordinated claims |=| RWc¢ 3.57 3.40 3.78 3.61 3.78 3.61 4.28 no foan 4.28 4.11 {0.13) 287 0.13
67 RWc = 12.5 x LGD
68 LGD ¥ senior claims |=| RWc 106.36 101.27 112.44 107.30 112.44 107.30 127.49 no loan 127.49 122.22 {3.88) 85.53 372
69 LGD if subordinated claims |=| RWc 159.53 151.91 168.66 160.95 168.66 160.95 191.23 no loan 191.23 183.33 (5.82) 128.29 5.58
70
il Baseline Risk Weighted Assets = RWc x E
72 LGD if senior claims | =|RWA 63.66 2947 1.81 0.7 2.16 2.62 0.74 no loan 0.82 122 {3.65) 5.20 0.38
73 | LGD if subordinated claims | =|RWA 95.50 “21 272 1.07 3.24 3.92 1.1 no loan 123 1.83 {5.48) 7.80 0.57




Own H; 3d 99%; w=.15

AlB C D] E S T U Vv W X
' TRADE STRUCTURE:
(note: all on behalf of indemnified lenders)
(note: portfolio based on July '00 RMA survey data)
4 ly Fl Fl Fl FI Fl
posted oV usagency | usagency LOC Loc
x or mismatched i matched
TOTAL
"8 [INPUTS: (8 millions)
risk weight of the uncollateralized exposure (this is the
risk weight of your counterparty per the table on p.6)
(assumes A rated borrower and dly marking and
remargining and sec lending falls in the "short-term
9 claim” category) = r 0.2 0.2 0.2 0.2 0.2
floor factor applied to the secured portion of the
ion (this is effectively a given in the d = w 0.15 0.15 0.15 0.15 Q.15
the exp or loan balance =| E 177.03 402.18 9.45 107.25 10.80 | 10,006.75
collateral value =| C 185.88 410.22 9.92 109.40 11.34 | 10,26542
haircut appropriate to the exp i all
lequity loans are of main index equities; all loaned FI
securities are AAA/AA rated; a weighted average of
scaled RiskMetrics data -- 3-day holding period; 99%
confidence level -- was used as an “own estimate” proxy
13 - see Exhibit 2?2??7? for details) =| He 0.01371 0.01371 0.01371] 0.01371 0.01371
haircut appropriate to the i
all equity is prised of main
index equities; all Sov and Agency coliateral items are
AAA/AA rated; a weigl ge of scaled Ri
data -- 3-day holding period; 99% confidence level -- was
used as an "own estimate® proxy -- see Exhibit 27?7?77
14 for details) =] He 0.0124 0.0124 0.0124 0.02 0.02
haricut for Y mi {a weigl ge of
scaled RiskMetrics data -- 3-day holding period; 99%
confidence level -- was used as an "own estimate” proxy
- see Exhibit 77?277 for details) =| Hfx 0.02029 0 0.02029 0| 0.02029
[17 |FORMULAS:
81 [Adjusted Collater Vaiue Formula:
9 C /{1 +He +Hc + Hfx =] Ca 177.64 399.7¢ 9.48 105.83 10.76
20
21
22 [FORMULA COMPARISON MODEL.:
| 23 |1968 Basel Accord
24 Risk Weights Under the 1988 Accord 0.00% 20.00% 20.00%| 20.00% 20.00%
25 Risk Weighted Assets Under the 1998 Accord - 80.44 1.89 21.45 2.18 166.95
26
zfmm Basel Accord
[28] Standardized Approach to Credit Risk — Simple Approach
29 Apply party risk weight to exp:
30 Counterparty risk weight| =| RW 20.00% 20.00% 20.00%| 20.00% 20.00%
31 Risk Weighted Assets [=| RWA 35.41 80.44 1.89 21.45 2.16 | 1,060.09
32
[33] Standardized Approach to Credit Risk — Comprehensive Approac:
34 ] Risk Welghted Asset Formulas:
36} fE>Cause -—> r'xE=rx[E-(1-w)xCa]
36 if E<Cause > r'xE=rxwxE
[37] | |usingE>Caformula —> r*xE=rx|[E-(1-w}xCa
38 Yyour computed risk weight | =r* 2.94%| 3.10%)] 2.94%)| 3.23% 3.06%.
38 your risk weigthed assets |=|r" x £ 521 1247 0.28 346 0.33 171.97
40 using E<Caformia > r*xE=rxwxE
4 your computed risk weight | =|r* na na na na na
42 your risk weigthed assets|=|r* x E na ha na na na
43
[44] 1B Foundation Approach
45 Probability of Default _J
46 greater of 1-yr PD or 0.03% |=] PD 0.030% 0.030% 0.030%| 0.030% 0.030%
47 Loss Given Default
48 LGD ¥ senior claims LGD 50.00 50.00 50.00 50.00 50.00
[49] | LGD if subordinated claims |=| LGD 75.00 75.00 75.00 75.00 75.00
[ 50| | |Effective Loss Given Default = LGD*
51 using E>Ca formula_---> LGD* = LGD x [1_-{1-W) X (C&/E]
52 LGD i senior claims |=|LGD* 7.35 7.75 7.35 8.06 7.66
53 LGDIf claims |=|LGD* 11.03 11.63 11.03 12.10 11.49
54 using E<Ca formula ---> LGD* = w x LGD
55 LGD ¥ senior ciaims | =| LGD* na na na na na
| 56] | LGD if subordinated claims | =| LGD* na na na na na
[57] | Matarity
158] | one year = M 1 1 1 1 1
159] | |Benchmark Risk Weight
60 per PD and chart on page 37 | =|BRWC| 14.00 14.00 14.00 14.00 14.00
61
[62] | [Risk Welghts
63 RWc = lesser of (LGD/50) x BRWc(PD) or 12.5 x LGD
84 RWc = (LGD/50) x BRWc(PD)
65 LGD if senior claims =] RWc 2.06 217 2.06 226 2.15
j66] | LGD if subordinated claims |=| RWc 3.09 3.26 3.09 3.39 322
67 RWc =125 xLGD
68 LGD i senior claims |=| RWc 91.92 96.91 91.92 100.80 95.77
69 LGD if subordinated claims | =] RWc 137.88 145.37 137.88 151.19 143.65
70
7 |Bassline Risk Weighted Assets = RWc x E
72 1 LGD if senior claims | =|RWA 3.65 8.73 0.19 2.42 0.23 120.38
73 [ LGD i subordinated claims | =|[RWA 547 13.10 0.29 3.63 0.35 180.57
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