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Monrh LIBOR I Current Rate - Definition - Historical Graph - MoneyCafe'corn Page 2 of 3

Rate catcu lat ions are complex as they incorporate var iab les such as t ime,  matur i ty ; rnd currency rates '  There

are hundreds of  L IBoR rates repor ted each month in  numerous currencies.  we repor t the Three Month LIBOR

o n o r a f t e r t h e f i r s t o f t h e m o n t h .  T h i s i s t h e L l B o R f o r a t h r e e m o n t h d e p o s i t i n U ' ! l . D o [ [ a r s o n t h e t a s t

business day of  the prev ious month '

Note: Rates pubtished prior to Jul.y 2007 reflect the Fannie Mae LIB0R rate which used a different

ca lcutat ion.  Fannie Mae d iscont inued i ts  use and pubt icat ion of  L IBoR rates at  the end of  June 2007 and

suggested a reptacement  rate us ing our  current  methodotogy,  which is  s imiLar  to  the Wat [  St reetJournal

LrBOR (WSJ LIBOR).
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CitY of Detroit
Office of Emergency Manager

KevYn D. Orr

Financ ia l  and OPerat ing P lan

MaY L2,2OL3

2 Woodward Avenue '  Detroi t ,  Ml48226

www,detroi tmi.gov
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i i .  Cap i t a l expend i t u re requ i remen ts

As  d i scussec l  above ,  ove r  t he  pas t  decade ,  t he  c i t y  has  made  m in ima l  cap i t a l  i nves tmen ts  I n

fac i l i t i es ,  f l ee t s ,  equ ipmen t  and  lT  sys tems .  As  a  resu l t ,  t he  C i t y ' s  i n f ras t ruc tu re  and  pub l i c

sa fe t v  f l ee t  a re  aged  and  dec rep i t ,  wh i ch ,  i n  t u rn ,  i nc reases  the  c i t y ' s  ope ra t i ng  and  repa i r

costs and oecreases i ts  product iv i ty .  The Ci ty  and i ts  advisors are rev iewing a l l  capi ta l

asse ts  t o  asce r ta in  t he  obv ious l y  necessa ry  cap i t a l  i nves tmen t  necessa ry  t o  b r i ng  f ac i l i t i es ,
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Only Wall Street Wins in Detroit Crisis Reaping $474 Million Fee - Bloomberg Page I of5

Bloomberg

Only Walt Street Wins in Detroit Crisis Reaping$474
r  r o M  Y l

l l t ltt lon F ee

Bv Darrc l l  Prcston and Chr is Chr istof f  -  Var 13.20 I l

The only winners in the financial crisis that brought Detroil-l93gslVlF) to the brink of state

takeover are Wall Street bankers n,ho reaped more than $474 million from a city too poor to keep

street lights working.

'l'he cilv started borrou'ing to plug budget holes in zoo5 under former Mayor Kwame Kilpatrick,

r,vho rvas conr.icted this week on corruption charges. That },ear, it issued $r.+ billion in securities to

fund pension payments. Last year, it added $r29.5 million in dcbt, 9.3 perc€rnt of its generai-fund

budget, in part to repay loans taken to sen'ice other bonds'

Detroit, which is tryi1g to zrvoid bccoming the largest U.S. municipal bankruptcy, struggles to sen'e

residents after revenue declined u,hen the auto industr-r'collapsed and the city began to empty'

Mic-higa-n (BEESM-I)'s Republican governor, Rick Sn1,der, is preparing to name an emergency

tnanagcr, nho nill have to address debt and derivatives taken on in thc last eight years'

,,We ha'e no lights, no buses, poor streets and nott tve're paf ing millions of dollars a year on our

debt,,,said Dar,id Sole, a re:tired municipal lvorker and advocate for Moratorium Now Coalition, a

De-t-fOt-t group that fights fcrreclosurcs and 6'ictions. "The banks said they nr:ecl to be paid first' But

there is no moncy.

The city, which peaked at r.85 million reSdenlS in r95o, has lost more than a quarter of its

population since zooo. The Too,ooo inhabitants u,ho remain endure unreliable buses, inadequate

police and fire protection and broken street lights that have darkened entir'e blocks'

Covering Shortfalls

Banks including u-Bs.As_(u_BS_), B.an-k of Amer-rea co*pp.'s Merrill Lynch an,lJ-PMo-rgan -Q-h-a"s"e"& c-q

ol141. have enabled about $g.z billion of bond issues to cover deficits, pen'sion shortfalls and debt

pal,ments since zoo5, according to data compiled bi'Bloomberg' Liabilities rose to almost $15

billion, including money On'ed retirees, according to a state treaSurer'S revieu''

http:i /rr.u,n,.bloomberg.com/news/printi20l3 -03- 14/onl1'-u'al1-street-n'ins-in-cletroit-crisis-r" ' 811512013
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Only Wall Street Wins in Detroit Crisis Reaping $474 Million Fee - Bloomberg Page 2 of 5

The debt sales cost Detroit $474 million, including underwriting expenses, bond-insurance

premiums and fees for wrong-na,v bets on swaps, according to data compiied by Bloomberg' That

almost equals the city's zor3 budget for police and fire protection.

The largest part is ggSo million owed for derivatives meant to lower borrowing costs on variable-

rate debt.

Municipal borrowers from the Metropolitan Water District of Southern California to Han'ard

University in Cambridge, N[gssgc-h-use-tts, have paid billions to banks to end in!e-19s!---1a!-e- 9w-ap-5

that didn,t protect them. In the bets, a municipal issuer and another party exchange payments tied

to interest-rate indexes.

'Pay Later'

,,The banks promise to get you the mone)'and sal')'ou can pav later," said Greg Bowens,

spokesman fbr stand up For Democracl., a Lansing group that carnpaigned last year to repeal the

larv allor,ving appointment of a financial managcr. "They'gct their fees off the top, and you trust that

thev're doing what's in your taxpayers' best interest'"

As banks rvere collecting fees from bonds' some targctecl city homeo\vners v'tith subprime loans

that led to foreclosures, depressing real-estate r,alues and tax rcvenue, Sole said. About one-quarter

of Dctroit,s housing units are vacant, according to Detroit Future City, a 5o-year blueprint for

recovery. In some areas, cntire blocks are desefted. Properties have been stripped of plumbing'

rviring and whatever can be sold.

The home town of Ge!-eiq!..M,qlqfq,Qo.., (GM) has been running general-fun'J deficits of $tSS'+

million to $331.g million since zoo5, rvhcn Kilpatrick \\'as Ina)'or, and has been firing r'r'orkers to

sa\:e money.

Killing Fields

Last year, it cut police staffing by rr.6 percent to 2,836, according to budget documents' Killings

spiked. Detroit had 4rr homicides last year, up 9 percent from zorr'

on March rr, Kilpatrick, a Democrat, rvas convicted on corruption and fraud charges' He and co-

conspirators executed a *wide-ranging racketeering conspiracf in'ol'ing erxtortion, bribery and

fraud, , 'U.S.At torneyBarbaraMcQuadesaid inastatement .

Kilpatrick's attorney, Janres Thomas of Detroit, declined to comment'

http://rrrvr,,.bloomberg.conr/neu's lprtntl20l3-03-14/onh'-u'all-street-wins-in-cetroit-crisis-r"' 811512013
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Onl,v Wall Street Wins in Detroit Crisis Reaping $474 Million Fee - Bloomberg Page 3 of5

While his client ran Detroit, the city embarked on two of its most expensive Jlond issues, first

pa),'lg $+6.+million in fees to UBS and others to borrou'$r.+ billion for perrsion obligations'

A year later, the city paid g6r.8 million, including insurance costs, for UBS tc sell $q+8.s million in

bonds, replacing two-thirds of the debt sold the preyious year.

Some pension debt traded at about 65 cents on the dollar in the most recent trade Feb. rz'

according to data compiled by Bloomberg.

Wrong-Way Bets

Detroit also entered into swaps contracts rvith UBS and SBS Financial Products Co., which selves

as a counterparty on swaps transactions'

The arrangements are a bet on the direction of interest rates and can raise costs if they move

unexpectedly.

Rates fell, leaving a liability of $439 rnillion on.Iune 36.,2or2' according to a city report' That has

fallen to about $35o rnillion as rates ltent back up, said.Jack Martin, Detroit's chief financial

officer.

The borrowing "likely contributed to our current problems"' said Martin, who took his job in May'

2Or2..,It r,vas the way people did busincss back then. we arc u'here we are norv and working hard

to right the shiP."

The citl makes periodic slvap payments from money generated by casinos'

Public Interest

wall Strect firms could end the deals and cail for full pa.vment because Mo,rdy's Invcstors Sen'ice

last March cut unlirnited gencral-obligation bond ratings to Bz, five levels'below investment grade'

according to the city's zol z financial statement' In November, Moody's cut the rating again'

sending it dor'r'n two levels to Caar'

The cuts mean there is ,,significant risk in connection n'ith the city's ability to meet the cash

demands,,under the swap, according to Detroit's financial report.

The city- has been talking *'ith holders of its s\\'aps' the report said' Martin said no negotiations are

occurring.

http:,,,,r,ru.u,.bloomberg.com/ner.r's/print/201 i -0i - i 4/onl1'-'r,all-street-'vins-in-detroit-crisis-r" ' 81151201313-53846-swr    Doc 361-6    Filed 08/16/13    Entered 08/16/13 18:34:29    Page 9 of 26



Onlv Wall Street Wins in Detroit Crisis Reaping $474 Million Fee - Bloomberg Page 4 of 5

,,I don't think we're going to have any problems n'ith the counterparties wanliing to get those

dollars any time in the near future,,, said Martin. "we believe, and they beiieve, it would not be in

the city's best interest, and wouldn't be in their best interest either'"

Banks have been reluctant to negotiate lower termination pa.vments for man'y rnunicipal

governments. Last year, Detroit's r,vater and server utilit-r'borrorved to pay more than $3oo million

to unr,r'ind swaps.

'Liquidity Problems'

{:ar\ng lyrug, a spokeswoman for Zurich-based uBS' declined to comment on the deals' Elizabeth

Sel'mour, a spokeswoman for New York-based JPMorgan, also declined to comment on them' as

did Thomas Butler, an sBS spokesman *'ho n'orks for New York-based Butler associates LLC'

After the pension bonds, trre cit5,.continued to issue general-obligation bonds and short-term debt

totaling about $t.3 billion, according to data compiled b1'Bloomberg'

The citv ran into,,liquidity problems,,,according to the zorz fi'ancial statement. Becausc of lo*'

ratings and deficits, it $'as unablc to borron'and turned to the UiAlUgAIf Finatrce Authoritl" r'r'hich

arranged a $129.5 million bond issue undenvritten b1'a E.qnk--o-f Ame-ric-a unit'

costing $r.6 million in fees, part of the proceeds rvent to repal' the unit for an earlier $Bo million

loan -- and part of that loan hacl been used to sen,ice other debt, according to the financial

statement.

\Arllllam Ha!d..i,n, a spokesman tbr c,harlotte, North carolina- based Bank of America' declined to

cotntnent on the deal.

Debt Hangover

Anemergencyfinancialmanagerrvi l lhar'etohandlethelegacl,ofDetroit, lsborrowing.Snydersaid

March r that the official rvould try to restructure long-term debt and reneg;otiate payments'

striking new terms woukJ be difficult, said Rick Frimmer, a corporate and municipal restructuring

specialist with Schiff Hardin LLp in chicagp *'ho represents some of the crebt hoiders' Temporary

changesmaybepossible,hesaid,suchaslvair. ingpal 'mentsordefaultterms.

The city has advisers working on a plan to deal with the debt, in part by reducing retiree health-

care liabilities, said Martin. He declined to comment on fees negotiated before he joined the

administration.

hrtp://**.*..bloomberg.com/nen,s/print/20 r i-03- i 4/onlr'-rvall-street-u'ins-in-detroit-crisis-r" '  8/ 1 5/201313-53846-swr    Doc 361-6    Filed 08/16/13    Entered 08/16/13 18:34:29    Page 10 of 26



Only Wall Street Wins in Detroit Crisis Reaping $474 Million Fee - Bloomberg Page 5 of 5

"I'm sure the fees and interest rate are rvhat most other local units or school districts would have to

pa1'," Martin said.

To contact the reporters on this story: Darrell Preston in Dallas at dpfe$9-nGDlpg!0belg,!9l; Chris

Christoff inl,ansingatc"_ghjl9!-_o_ff @!_i9o_mb"9{9.1"-et

To contact the editor responsible for this story: Stephen Merelman at.qpgle-f,m-a-g@b-]-o-o--mb-etg'+-gl

@2013  BLOOMBERG L ,P .  ALL  R IGHTS RESERVED
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BBC News - UBS fined $1.5bn for Libor r igging

PIN BBC TO YOUR TASKBAR BY DRAGGING THIS ICON EgC TO THE BOTTOM OF THE SCREEN

EEEINEwS
BUSINESS

Page 1 of3

UBS

19 December  2012 Las t  updated  a t  17 :01  ET

UBS fined $1.Sbn for Libor rigging

Swiss banking giant uBs has agreed to pay $1.5bn (€940m) to US, UK and swiss regulators for attempting to manipulate

the Libor inter-bank lending rate.

It becomes the secono major bank to be fined over Libor after Barclays was ordered to pay $450m to UK and US authorit ies in the

summer .

Regulators worldwide are investigating a number of banks for rigging Libor

Libor tracks the average rate at which the ma.1or internatronal banks based in London lend money to each other

The bank also admitted to manipulating Euribor and ribor - the equivalent interest rates set by lenders in the eurozone and In

Tokyo

s1 2bn ( t74om) In combined t rnes to the us Department of  Just ice (DoJ) and the commodit ies Futures Trading commissl t )n

1160m to the UK's Financia l  Services Author i tv  (FSA)

59m Swiss f rancs ( t40m)

It is the second-largest set of f ines rmposed on , b.nk to date, after the g1 9bn that HSBC agreed to pay US authorit ies earlier

this month to settle allegations of money-laundering

US Assistant Attorney General Lanny Breuer described UBS's behaviour as "simply astonishing"

,,Make no mistake, for UBS traders the manrpulation of Libor was about getting rich," he added "vJe cannot and wil l not tolerate

misconduct on Wall Street as admitted by UBS "

Lanny Breuer also confirmed that the US would seek the extradition of two former UBS traders criminally charged over the rigging

of the Libor rate, Tom Hayes and Roger Darin

',we believe that one of them is in England. The other one is in Switzerland,l '  said Mr Breuer

The two traders are the first to face criminal charges over the Libor rate-fixing scandal

Nick Matthews, a forensic accountant at consultancy Krnetic Partners, said the fine "demonstrater; the co-ordinated approach

regulators are now taking to serious conduct issues that affect jurisdictions internationally"

UBS has also agreed to admit to committing wire fraud through its Tokyo office in the case of manipulating Libor rates for loans

denominated in Japanese yen, among others

It said it would seek a non-prosecution agreement with the DoJ covering the rest of the bank's misbehaviour'

http : /irrri'u'. bbc. co.ulJneu's/busine ss-2 0 7 6 7 9 84 ?print:true 8 / 1 5 / 2 0 1 3
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The fine is the latest btow for UBS, following the convrction of rogue trader Kweku Adoboli earlier this year for losing t1 4bn for the

bank. a tsoom settlement with uS authorit ies for helping US citizens evade taxes

UBS also suffered the worst losses of any bank from US sub-prime mortgages during the financial crists' totall ing 38bn, and

necessrtating a bailout from the Swrss authorit ies

The bank sti lr faces rawsuits in the uS for mis-seil ing mortgage debt to other investors, including a $i6 4bn claim by the US

gove rnmen t -Sponso redmor tgage f rnanceagenc iesF redd ieMacandFann ieMae '

Trader collusion
UBS said the fines - along with other payouts for mis-sell ing mortgage debts in the US - were lrkely to result in the bank recordrng

a loss of 2bn-2.5bn swiss francs in its f inancial accounts for the last three months of the year, although it sti l l  expects to make a

profit for the Year as a wnole.

The swiss lender acknowledged its staff had manipulated the borrowing rates it submitted, which vvere then used to calculate the

Libor rate _ a benchmark Interest rate that is used to calculate the payments on hundreds of tri l l ions; of dollars-worth of f inancial

contracts - in order to make money on their trades.

According to the FSA, UBS had even gone so far as to give rts traders formal responsibil i ty for hancling the bank's submissions to

the Libor-setting committee at the Brit ish Bankers' Association - creating a direct confl ict of interest, as the traders could profit

depending on what theY submitted

Significantly, uBS also said its traders had colluded with their counterparts at other banks and brolierages'

The FSA said that UBS's Tokyo office had made corrupt payments to brokerages - which helped to bring borrowers and lenders

together anonymousty rn the inter-bank lending market - in order to enlist their support in manipulating Libor'

Besides uBS and Barclays, about a dozen other major banks are involved in setting Libor rates eerch day across a range ol

currencres, and most of them are understood to be sti l l  under Investigation

UBS chairman Axel weber said. "The authorit ies have recognized UBS for the thoroughness of our investigatlon and our

exceotional co-oPeration "

According to the FSA, it would have fined UBS t2OOm but gave the bank a 20% discount because it co-operated Nonetheress,

the f16Om fine was strtl the largest ever imposed by the UK authority

Barclays - which was the first bank to come clean over the scandal - has previously indicated that its f ine of $450m would be

oversl'tadowed by the fines to be imposed on other culpable banks

i;: ffillJrTo,]H, ,,.o accepted that manasement had arso tord staff )? s!:li ::Ti,:::::"]:::,^y""^.j:il:*"J::1,:fl 
costs for

the bank during the financial crisis, in order to give a false impression of the bank's abilrty to borrow cheaply and maintain market

confidence in the bank

"wedeep ly reg re t t h i s i napp rop r i a teandune th i ca lbehav iou r , , ' sa idUBsch ie fexecu t i veSerg ioErmo t t i

,,No amount of profrt rs more important than the reputation of this firm, and we are committed to doing business with integrity "

The FSA said that the misconduct at UBS was extensive and widespread and involved at least 45 indtviduals'

' .At least 2,000 requests for inappropriate submissions were documented - an unquantif iab|e nuntber of ora| requests, which by

their nature would not be documented' were also made"'the FSA said

,,Manipulation was also discussed rn internal open chat forums and group emails, and was widelv known "

rt was so common that the FSA said every singre Libor submission by UBS during the period it examined, from 2005 to 2010' may

have been tainted.
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BBC News - UBS fined $1.5bn for Libor r igging Page 3 of3

,,The findingswe have set out in our notice today do not make for pretty reading," said the FSA's head of enforcement, Tracy

McDermott.

Desoite this, f ive separate internal audits by the bank's compliance department failed to pick up on the misbehaviour

More

f /news/bus iness-2371 0921 1

The pace of US consumer pnce Inflation increased rn July, pushing the annua rate of inflation to 2% - the rate targeted by the Federal Reserue

lkea warns  o f  unsafe  ch i ld ren 's  beds

t/news/business-2371 49061

Smar lphones ou tse l l  bas ic  handsets

t i  news/bus iness-237073411

EIEIEI
BBC O 201 3 The BBC ls not responsrble for the content
of external sttes Read more

http://wu'w.bbc.co.uk/ne$'s/busin ess-207 61 984?print:true 81r512013
13-53846-swr    Doc 361-6    Filed 08/16/13    Entered 08/16/13 18:34:29    Page 15 of 26



EXHIBIT K

13-53846-swr    Doc 361-6    Filed 08/16/13    Entered 08/16/13 18:34:29    Page 16 of 26



C assoclATE:s

Understanding the lSDAtix {'ontroversy and Its Potential Impact

By Jack C'hen
Ezra Zask

Jean-Baptiste Carelus

j u l y  2 5 .  2 0 1 3

I ntroduction

Market participants experiencecl deia vu at Bloomberg News' report in Aprll of this year tltat t ltc

{'ommgdity Futures Trading Cornmission ("CFTC"') issucd sttbpocnas to Wall Strcct banks and broker

tiealers regarciing ISDAT-Ix. a l itt le knowr.r set of suap rates that affect the pricing of hundreds of tri l l ion

dollars in srvaps. As with thc LIBOR controversy, regulators are' exarnining rvhether birnks and brokcrs

rnauipulatetl ISDAfix for their own gain. Dcspite its relative obscurity. rcportcdly somc 6'000 banks.

deril,ative s dealcrs. corporatc trcasurers, rnoncy managers. and other institutiOns mOnitor ISDA{lx rates-

I:ssentially arlyonc 11,[1r sses swaps to hcclgc interc'st rate risk or who price fixecl-rale assets and liabil i t ies

nronitors these published ratcs. Because thc payments ttnder swaps arc based on ISDA|-tx rates. any

rrranipularior.r woulcl impacr large- segmcnts of the ltnancial tnarkets. beyond thc S-1j'9 tri l l ion swaps

r  uarket .

Wc hayc receivecl a lumber of inquiries trom clients regarding the LIBOR controvcrsy ancl thc

lSDAfix iuvestigation and the rclationship between the trvo clevelopttlt:nts. This rcport scrves as a

rcsource for the rcacler to unclcrstancl rvl-rat lSDAfix is, hou' it relatcs to L-IBOR, why the ISDAfix rales

lltatter ancl how they can assess any potcutlal impact on their ou'lt ptlrtfolios and liabil i t ies.

lSDAf ix

The Inrernational Srvaps Dealers Association ("lSDA"). in cooperatio" ffitffi:,'JffiIu-rffi'

rvitn Thomson Rcurers and ICAP Plc ("lClAP"). cstablished ISDAtlx in l99i{ to l;H 
"tr 

r* llt'Atrr
scrve as a benchnrark of swap rates for all trades using ISDA clocutncutation. X AU'

Lach lSDAtlx ratc represents "a rate rvhich is the nTean of u'here that dcaler

vr,oulcl itself offer ancl bicl it swap in the relevalit lllattlrity 1or a notional 
X OX|(

ecluivalent alllollllt of US $50 rnillion or rvhatevcr alnount is deemed tnarket X HKD X

sjze in that currency for that tenor t0 an acknowiedged dealer ofgood credit in

the srvap market. The rate should not be rvhere the dealet sees tnid-tnarket 
X f'lzo

ar.vay ti 'om itsell-, but should be a lunction of its own bid,'oflbr spread."r X CHF X

ISDAfiT rates arc calcuiated as average mid-tnarket swap rates tor six X USg X

http:li u.rvwl,iscla. orgi assct- classesiintcrcst-rates-derir.atil'cs, isdafix'
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major cun'encies at selected narturities (starting at one )iear and extending out to 30 years) on a daily

basis. ISDAth rates are based on mid-day and. in xrrne markcts. end-ol--day polling of mid-mnrket rates.

This lbrmula also tliscalls some of the outliers. Standard ISDA docuntentation inc,rrporate by rel-erence

ISDAfrx lbr settling interest-rate options and canceling swaps contracts.r Due itt paft to the ubiquitous

nature of ISDA rjocumentation in the derivatives u,orld, ISDAtlx has become the leading benchrlart lor

annual swap rates for swap transactions worldrvide.

ISDAllx ratcs are displayett and updatetl daily on Thomson Reuters, Bloontberg arrd Telekurs.

-fhe 
Thonsop Reuters Screel Pages are ISDAFIX I thror"rgh ISDAFLX 5. The rateri provided by the

contributing palel rlernbet's art: also correspondingly updated and can bc lirLrnd at 
-lhtrmson Reuters

The polling windorv opens at 1 I AM when contrit'rutors lllely-using a secllre rvebsite-begin to

s*bmit the srvap rates as clefineci by ISDA for each uraturity of their respective currencies- To siart {he

, Sec. c.g.. Supplemcnt ntunbcr 20 to the 2000 ISDA.rr Del-urit ions and Atrnex to thc 2000 ISDA Definit icltts

ipublished on .lanuatl 3. 1005 ).

ctrntributiug l'rrms basecl on each applicant's: reputation amottg clcalers. creclit ft)r'trrt,"ras lrr lssA''t

stancling, scale of activity in thc relevant rnarket. ancl expertise in thc crl lrcncy US* Err*

colcenecl. ISDA rlay remove a coltributor frrr variotrs reasolls. inclucling 
x add;r A,'w;r

tuilure to nrovide rates Or sttbmissions tleemccl tt l be off market. OF#tP*c*r

Screcns ISDAI0 through ISDA6l.

C-. t nn p t t.s i I i tt n o f 
' 
t h e t' o n I ri h u l o r pu n e l.r

According to ISDz\. lClAP. Thomson Reuters ancl ISDA select

Polling v'itttiltv'

Clontributors submit rates t0 Thonlscln Reuters lbr thc l ir l l  set ol

dcsignatecl lnaturit ies of the given ISDAflx culrenrry (or I( 'AP" with lespcct

to USD ratcs) within a poll ing u'indow. Whilc the qllotes may bc subrnitted

ro t-ivc decintal places. the published ratc wil l be to thre,e decimal placcs.

('ontributing banks that clo uot providc subtnissiotts for the tull sct of'

maturit ies within their destgnated cunency u'i l l  hale ali of the other

subrnissions for that ctrrrency disregarcled fbr that clay. During the poll ing

ri, inclow of approxiurately l5 rninutes. panel members may update or amend a

submission. Following the vvindor,v. they nlay tlot atlend or withdrarv their

crxrtributed rates.

A vtr,bqr d b{.ili3 srd btrifsr {hb{}F'r

drrr*trilllr:!9 ?r) the $4ftsq$ ol iXrtir US
l.t$Ol* qtxi l$DAkr.tar'rs ti$ {rdl

{r$*{!{},$st$n of fgflltrb-rtr4g band$ mty

cirry tr}m l{rlfJ t$ ltmd. Fry *reo+&'}.

e;1144,g r?ld(ifi eoJr[{}$ tepofted 'n A$Fii

rtilt F,l$tlc ond MuuhE ha$t stopf{t l

X Cr*!r5*gs X

{l{:srrur,5ry;hc X

X lPl*rilr fxr* X

lAafi1 X

t-crrur X

firlri:*q

I tr*yd fiori c,l *r*re X

X u E n X

X 
'$Js6ti9

rso^t|I
x
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process. with respect io USD slvap rates. ICAP will. at i l:02 AM. indicirte on ihe sr)cure website a USD

srvap spread and USD swap rate to ser\e as a ret'erelce point fbr contributors. According to ISDA. I['AP

qelerates the ref-erence point using (i) "most recent su,ap spreads tioln ctlmpleted trades and execu{able

bids and otlbrs in rrarket size done/p(')sted at ICIAP" irnd displayed on Reuters page l9!)0i at ll:00 AM

and (ii) "exccuted traeles and executable bids and oll 'ers at 11 [Alv{] lbr LIS Treasu4r scclrrities liom

IC'AP's BrokerTec LiS Treasury electrouic tracling plattbmr."' Coutributors may sttbmit their rates until

I l: l-5 AM or they may accept the referencc swap sprcad andlor ratc provided by I['AP.

l l t thl ic t t l  ion

At the encl of the poll ing window. ICAP or Thou.rson Reuters. dependin-u on tl ie currency. wil l

revic-u the sLrbrnissions and publish the calculated rates basc'd on the fcrl lowing process. For each

currency and each lnaturity. the highc'st and lowest rates subtnittcd are elinrinatecl, and as long as the

tninimun nunrber of contributions has bec.n received. the remaining subrnissions ar': averagcd, resulting

in thc lSDAfk rate,  which is  t l ren pLrbl ished.

ICAP's dual  ro les

Readers fbllowing the dcvelopnrcnts in thc LItsOR controversy wil l recognize the ttattrc ICAP, an

inter-ba1k swaps broker u,hosc- traders have been urcntioned itt i ttrestigntit lns regar'Cing both LItsOR anct

ISDAtlx. With respcct to ISDAfix rates. ICAP plays tn'o roles. First, it calculates trlre daily sttbrnissions

l i r rUSDISDAt ' i x swapra tes .  Aspa r to f t h i s f i r i ngp rocess ,  IC 'APw i l l o f f e r re t ' e re t r ce  po in t s fo r the

various maturit ies basetl on. among othe-r things. its ou'n tracle clata. Seccmd, iI also {rcts as a broker by

rnatching srvap dealers based ou tracles. As a broker. thc firm is parcl cotutnissions l lasccl on thc size of

the trades it matchcs.

('tnfit.siort heht'een Sc'r'e'trr.s 19901 und ISD'1Fh' I thrcugh ISD^4t--t\' 5

Pcrhaps panially due to I[ 'AP's dual roles as ir calculatiott agent and as a bl oker. a tlutnber of

rutcdia sources and cotlpreptntors have conlused the varioLls screens and thc infbnnation prublished on

cacli. ISDAfix rates are publishecl on screcns ISDAFIX I through ISDAFIX 5. Screen 19901, on the

gtlier hand. contains "the most recent swap spreads f-rorn completed tracles and exec:utitble bids ancl ofl'ers

ip rnarket size doner'postect at ICIAP.' 'r ln other words. swap spreacls ttn Screen 1990 I reflect only' those

trades exccute'd or otherwise posted at IC'AP and are not necessarily represetttative of lhe entire trarket.

,\ distinguishing clifference between the two screens is that. while ISDAhx rates arrl set daily after the end

:' According to ISD^A, "By their naturc. bccausc both sourccs t)f intbnuation rctlcct contplcteil transactions andior at-

risk nircling intcrcst, ICAP considcni thcm to be a uscful and rric-aningful rL-fcrctrcc- poinl lbr r+'hcrc the market ma1'

itc at that point in tinre." http:irw*.w2.isda.orglasscf-classcs:intcrest-ratcs-clc-rivativcslisrlafl.ri
' 

http: i"rvww2.i sda.org/assct-classr-siintcrest-rates-derivatir eslisdaf ir'.
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olthe poll ing window, srvap spreads on Screen 19901 are updated periodicaily as I(IAP enters trade

infbntration.

l{arkets and products that depend on ISDAfix

ISDAfix affects the cosrs of a large numbe r of Fmancial instrttmr,'nts. placing staggeringly large

ilollar amounts at risk. For example:

. The U.S. Fetjeral Resen,e uses ISDAllx ars tlre source for LJSD swap ri ltes in its H.15 Statistical

Relcase.5

. ISDAT-1x is used to detcrrnine the erercise values for ltundreds of bil l ions, if not tri l l ions, in

potional of cash-sctl letl swap t'rptiot.rs under standard ISDA docr.urrcntatit l tr uscd arottnd the

rvorld.t '  For exarnple. the 2006 tSDA Definit ions refer specitically to ISDAFIX rates as a rneans

of settlement ()f ove'r-t lte-counter clerir atir c's ttansactlons-

. Banks Lrse ISDAfiT ratcs to valuc their o\! 'n porttblios. with thc resultir-rg urtrealized gains or

losses from those portfblios then incorporated into the banks' Cttrls**rkrs rrdcr

reportecl tinancial results. 
to1:3 or kcul*c sh.'r (!.)

r counterpartres in the global s379 tri lhon swaps lnarket use 
1 *'s{hs"n**n 2l'6

ISDAi-rx as a refcrencc rate- for calculating thc cash settlcrncrtt tbr 3 8*rec**rs"x l ' 'O

early tcnnlnatlon.

. lSDAfrx swap rates rnay also bc used in pricing sorne of thc 5550

billion of bonds backed by conrmercial rcal estate mortgage s

( "cMBS") .

. various exchange products also usc ISDAtrx rates as a rate or

CUfVe SOUfCe . O{ th* t,:{rt hF{,hs CMB$ undorfi4$s to{

?O t 3 01 " s{}{€fl rrF*rturts !a bsth LISOR

O LIFFE uscs lSDAtlx as the source of the srvap cun'c in elrJl$oJ\firrhdc{tr"*c'rxrtrdn-isto6OAls

calculatiqg tltc settlement price of its bil l ion-dollar rnarket lbr Swapnote l irtures

contracts.

s The currcntly rctlorted swap ratcs arc available on thc Fcdcral Rcserve Board's lvcbsite.

.  1 . .  . , . ,  1 t , . . ! . , - ' i l ,  t  ,  :
, 'Sr,c. e.g., Supplcrncnt nLuitbcr 20 to the 2000 ISDAs Dcfinit itus and Anncx to the 2t)00 ISDA Dcfinit ions

(pirblisirt--d ort Januarv l, 20{}5).
: .According to the' Bank tbr lntcnlatioilal Seltlcrncnts, tirc notional amounts outstfrnding lbr intercst rat(-- srvaps wcrc

riprvarcls 'l:$164 trillion at thc c-nd of 1010. For the Arucrican markct. tiic- Dcpository Trust & Clcaring Corp., w'hich

Lipcrates a ccntral tradc repository. rcportcd S2lt.4 trillion of sn'ap contrilcts outstanding as of ,April 4' 2011'

hrtp:,i wu,$'2.istla.org/asset-classeslitltcrest-rates-tle rivatir"csrisdalix'

5' Usqrxe Slsr"itr, 8.8

?' tr**o r*qo e,l

gl Dntts"taftfl 2.4

| | f,;rtqaar 1.8

- 4
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c Both the Chicago Mercautile Exchange and the Chicago Board of l-rade use ISDAfix as

the settlement price in their swap lutures contracts.

. [SDAfix swap rates may also be used to set the payouts of soure stilte pcnsion annuities.*

r Interest rate swaps that use ISDAfix rates are also commonly c-rnbeddecl in hytlrid secttrities

known as structured notes that are popular r.i,ith high net worth itrlestors.

Possible impact of an1" ISDAfix manipulation on LIBOR damages

The LIBOR coltrr)\,ersy has been thoror-rghl1'covered by various news meclia, academia attd

rnarket obsen ers. Here are the hi-ehlights of the latest legal and regulatory developtlents:

. Regr-rlators around the globe are conducting rnultiple investigations into the alleged manipulation

of LIBOR and Barclays, UBS and Royal Bank of Scotland have paid tnorc' thatr USDS2.5 bill ion

in fines with more pote-ntial penalties to corne fiorn othe-r banks.

r On March 29. Judge Naortri Reice Buclnvald of the U.S. District Cour-t of S'outhern District Ncw

Yolk disrnissc'd plaintitf-s' fcderal antitrust and RIUO claims'

' Par"tially in lesponse to Judge Buchwald's disnrissal. a nutlbcr o1'financial instittttions have llled

inclividual lirrvsuits in troth state and f-ederal court, including atllorlg others Freddie Mac. the

Charies Schrvab entities. The Berkshire Bank, Regents of thc Llniversity of Calilornia and Salix

Capital, alleging variolts liaud and coutractual clainrs.' '

fr i.r t' d t o / | o tt I i n g s tttr p s-_r t n go i n g put' n e tt I s

The fol lorving exarnple of a simple interest rate swap clemotrstrates how thc tnanipr 'r lat ion of

LIBOR ancl ISDAfix can together aft-ect the I'alue of a swap.

Assunre that there is a 5500 million swap that maturcs in 20 years, rvherc a bank (Party A) makes

ir tloating payl.nerlt based on the LIBOR rare (3-month USD LIBOR paicl quartcrly t and receivcs a frxcd

rate of -5.99/o (which was dctennined Lrsing lSDAfix) paid quarterly by apensirln fund {Party B). Party A.

'We do pot kngw ar this tintc rvhcthcr ISDAllx ratss are consideretl in determining thc values alld benefits of the

.utnuitics rrrarkct gencrally, cstinli l tcd to bc nearly' 52 tri l l ion.
htlp:ti w\vw.standardatrdpoors.com.rratings, articlcsicri,'us.'.)arricle Typc-HT ML&asse tlD-- I 2.{5-l -l743 0 I 89
' ' 

Scc. c.g.. ' l 'hc Fcdcr.al Homc Lo:rn Mortgagc Corporation v, f lank of Anterica Coryroratioll et al. (f i lcd March l4-

l0 l3 in U.S. Disrrict Courl l irr rhe Eastem Disrrict of Virginia); Thc Charlcs Sch$'ab Corpr]ration et l l . v. Bank of

Amcrica Corporation et al. 11iled April 29. 20 l-3. ( 'asc No. C'c-iC-ll-5-3 l0l6 fi lcd in C'ali lbrnia Supcrior Coru1. Satr

Frtrncisco County); The tserkshire Bank r'. tsank of Arncrica Corporation. ct al. {tilcd in U.:S. District Court fbr thc

SoLrrhern District of Nerv York, Casc No. 12-n--i723;: Rcgcnts of t l.rc Unilersity of Calitbrnia v. Bank of America

Corp. (BAC), U.S. District CoLrrt. Northem District of Califbmia. Case No. Ii-29:l) and Sialix Capital US lnc' and

Sr.l i i  Capital Ltd. r . Banc of America Sccurit ics LLC. ct al. i t i lcd May 20. l0 1i in Ncrv Y'rrk State Supreme Court

lirr Ncrv York Countv).
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rvould reccive the same f-rxed quafieriy payments fionr Party B tbr the lil-e of the srvap. This lixed

l:)aynrent is 9':. .273,972r". Assum.. firnher that on day 90, the end of the firut quarter, the curent 3-montlr

USD LIBOR rate is 6.2%. This would mean that Parly A would pay Partv ts 57.64: ,tl i-5ri and would

receive 57.213,972.1n net ternts. the bank owes thc' pension lund S169.863. I1, holvever. thc bank had

rnanipulated the fixed rate and increased the relevirnt ISDAllx rate by flve basis points (0.0,5 percent) 1o

5.9-5% at the beginnin-e of the swap. //i(, hunk v'ould itore rt,ceived un ill-gotlen gtti'u t'oth quurter in the

{tntoun! o/'561.645 or $246.-i80 onnttull.t 'fortt total mttnipttluted goin o1'51,9-1 1.600 /br the li/e ol'rhe

l l
.r11'dp.

F ixe d b /l o al i n g swtt 7t s- I L' rm i n Lt ! i ( ) n !)Lt.r' ttl L' tll s

Any manipulation rtf the ISDAfiT ratcs would also l ikely impact the termination costs of a l-rxed

ro floating swap. depending on thc facts and the tenns of thc- trade. The calculation of fhe temtination

t,alue of a fixeci-to-floatiug swap is based on the following r,ariables: (i) the swap's t ' ixcd rate; (i i) t l tc

yalLre of the ref-erenced lloating late; (i i i)the notional amount: (ir ') the rcmainittg tcrtn of the srvatrr

contract: (v) the ti lnvard cllrve as of thc valuation date: and (vi) the discount t 'ate t(l bc used to calculate

rftc prcscnt value. Thc forwiud curlc is updated dail l 'based upou trrarkct trading conditions. Any

rnanipulation of lSDAfix rates (rtr LIBOR. lbr the purposes of ottr example) most l ike ly would lrave alst'r

at'lectecl thc fbrwarcl curve. A pany assessin-e its daurages ti-orn any potential rate tr-tanipulation should

account fbr this in its analyscs. L,.rilg the .sttttlt txurnplt ohtn'e. if'lhol lrudt v'rt.s Ientrittttled u/ier otte

.re4r.6 ten I'tusi.s ltoint (0.1 pert'tttt) rnunipulution $ the interest rute t'oulcl incr<'as"t tht: ltrtrtirttrlittrt

ittq.nrertt poicl h1't lte pert.siott ffuntl to the bonk h)'tteorl) ' l tol/ a mill ion rlollurs.' 
j

" 'Thc 5.g,,ri, l lxcd ratc payulcut is on annual basis. T0 convcrt to a quartcrlY ralc thc conl'crLtion is to usc a 9t), '36-5

clay count. So thc quartcrly ratc is c-qual to [5.99r x 190r36-5)] - 1..15'r ';. Muttiptyurg this ratt: rvith thc notional value

ot'5-500 mrll ion yictcis a quartcrly cash flow of 57'17i.972

" 16.2'lo x 190136-51l x S500,()00.000 -- 57.643.83-5
't 1,., uur revicw 9f thc ar,ailablc l i tcratrrrc cliscussing thc ISDAfix dcvclopmcnls. wc carnc.rcross onc cxamplc citcd

in a number of dift 'crcnt articlcs: "Qn n g-500 mill ion srrtp that rn.rturcs in 20 ycaru. t i;r cxarrlplc, a dclay that

prc\ ents thc instrumcnt fiorn mor ing onc basis point (0.0 I perccnt) cquals S I rnillion in pr,;fit tbr tlrc de-ale-r." This

iiy,pothetical ovcrstatcs thc dcalcr's profit, as it docs not take into accoilnt thc timc I 'aluc of moncy. Rathcr. thc ralue-

.'1i'ih..*.np is basecl on thc discountcd tuture cash tlorv ol'thc srvap. Using our cxamplc su'ap' if a bank is making

tixctl quarrcrly payments basccl on an ISDAfix 131e 6f -5.9'1.u. fbr l0 vcars on a noticlnill valuc of 5-500 million. thc

,rr.r"ui valuc of its payments is 5132.i8-;.938 (tbr sirnplicity. wc assulnc thc 3-rnonth LIBOR stays at 6.2f i '  lbr

purpclsc of calculating,a <liscounting iactor). lf the true rate that bank should havc pirid u'as a basis point highcr-

i.9i9.i,, thc prcscnt vJue of its pilymcllrs *,ould have bet-n 53-12.748,965. So in present ternrs 1hc btnk madc a prolit

of S56-1.072.
't As,liscurr.d, thc tennilation pa-vmcnt orved by one parl\'1o illlother is highly specific to thc tacts- Please contact

thc authors lbr a detailed exFlanation in the calculations involved.

- 6 -
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Pt t ent iul clo uh I e clipping

If the bank in the above example rvas manipLrlating both LIBOR and tSDAhx. it was essentiaily

Jolrble dipping, creating a "manipulation-on-rnanipulation" sitr-ration whereby the swap cLrstomers would

have been paying for two tlifferent layers of price-fixing comtption. IJsing the.r(rn?e.s11'{IP example ttt

i!ltrstrctte this lxttentictl douhle clipping. ctsstrnting that LIBOR slcr.r's {'(),tsltltt ltut is wanipulalecl b.t'5 hp's

to the qdt,ttntage of tha bunk ntd the /ixetl rlle et the time the sv'ull tt'us enlerecl iultt tt'tts ulsrt

pritttipulalecl h.t'5 bps, the bartk in our h.t'ltctthctit'ctl vttuld htttc reccivect'ill-gtttlett gttins o/ 812-1.)9{)

quurte rl,t ' , 5493,160 unnuull.t urrcl 59,86.1,200 lbr l i f i '  of the nrup.

Evuluuting the impact q/ lSD.4./ir mutipulutittrr

The exarnple wc used abovc was a l lxed to l loating swap but the potential impact f iotn any

ISDAfix manipulation is not l imite'd to swaps. To stntc the obvior-rs. all of the markcts and products that

rc-ly ut ISDAfix are potentially afTectcd.

A financial institution that wanls to conduct an intenral assessntent of any ; ' lotettt ial itrpact f iorn

ISDAflx nranipulation woulcl need 1o undertake au ertcltsive rcvieu' that u'ould gerterally include :

r Rcvierv of thc tlm's cleri lati l 'es portfolio and ISDA documcntation, inclurj ing all trade confinns.

r Analysis 01-the finll 's i l ttercst rate exposllre in its swap book based upon currcncy and duration.

r Categcl' ization of thc firm's cash porttblio conrpt'rsit ion by asscl types and idcnti lying tl.rose with

intcrcst rate risk and potential exposure to ISDAll.r.

r For public pension tirncls and any institLrtion with l iabil i t ies in thc lbrrn of rrntruit ies, a rcvierv t 'rf

i ts pricing practices and procedures.

Possible areas of focus in the CFTC investigation

While the LIBOR colttroversy appearcd in the rnaitrstreant u'ith thc Wall S,treet Joumal's April

It i . 2008 article.rr the ClFTC"s investigation into the ISDAilx rate setti l t,s. process v/as only first rcported

this year. ln fact, regulators have released no details about t l ie tull scope olthe invesligitt ittns. and.

rntJeetJ. there may be 1o i lncling of any, wrongdoing. Nonetheless, regulators ;rre plowing ahead $'ith the

lSDAtir rnquiry. ivith the CFTC reportecllv having issued subpoertas to IC AP and ets lnalry as flfteen Wall

Stteet banksl5 arnd revierving one rnil l ion emails and instatrt mcssages looking tbr cvidence of

rnanipulatiotr and wrongdoing.' '

i- http:, ' ionlinc.wsj .conr' 'articlcrSB I 2083 I 1ti4 167lt I 8299.htnr I
'5 l.rttp:r,,u,rvu,^bloornberg.con1lncws.20l3-0zl-0tircfic-said-to-probc--icap-trclsrrrc-islanel-bnrkcrs-ol1-swap-
prices.html
i" hrqr,t.,r"**,.bloomber-q.com;ngvs/20I i-0,5-20icftc-said{o-rcl ie$,- I -million-c-rnail:-in-isdafix-investi-cation.html

- 1
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We hlve identilled two areas of potential interest to the CFTC. First. the IIFTC may be looking

tbr evi,Jelce of manipulation of the ISDAflx rates. This case would be tairly strailthtlbnvard in lirllowing

rhe blueprint of the LIBOR investigations. The trvo indices follorv a similar settinll process in their daily

feporring and sharc' solue comnlon characteristics. Second, the CFTC Ilay be exnrnining u'hether ICAP

clelayed the reporting of swap rates to Screen I 9901. tbr trades it has executed or nratched. in order to

provide a trading aclvantage to itself or another srvap broker. While IC;\P's Screetr 19901 is wiclely

i-ollowed in the srvaps markct. this intbrmation dift-ers fronr a reportccl index that holds itself to be

representative of the market generally.

Conclusion

Quick glance of kcy publicly reported inclices sr-rbject to regulatory investigations around thc

rvorltl:

lndu USD USOfl

€e{rrN&tc<| li3,i,o trrllxrn rn
MartretSrlt {t€nv&trysg

Inv6&l{istr{jf} tlEOR pararl barks
tnrgN?tt$

l$DAfir

$370 tr*tron

Cnrdr Oil Hrltr{ Yt$ltrbrrt*tr FX n$.r

USNS I tr'lt'{tt UiiD&4 7 tnflroat e dny

lSOAtn c(xi.bgoti', Royal Outch Snn||, Uqhntmr' *l {ti$' lb$rd
ICAP 8P mcJ futtn

These indices and the markets to which the1, 1s:[n1g sharc a nutnber of characteristics:

t Traders wolking in lr igh-prcssure environrrrents rvherc an unproiitat' l le cluarter or yeirr call

rnean job loss.

r Markets lvhere adr.ance (and accurate) intbnnation could bc translated into rnil l ions of

dollars of'profit.

r Inclices that the market generally has trtrsted (and assumed) to be r;alculatecl in an

objectir, 'e rt.rAntter attd has theref<rre relied upon hcali ly.

Given the gargantuan size s of the vanous markets that rely on ISDAt'ix for pricing, the temptarion

lirr manipulation can be overrvheh-ning as even the srnallest change could result in rnil l ions of dollars in

r1|-gotten gains. If the CFTC investigation re\cals u'rongcloing. the atnount of darnages in the ISDAfix

controversy could rival and potentially surpass the LIBOR scandal.
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