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ISDA CEO NOTES SUCCESS OF LEHM AN SETfLEMENT, 
ADDRESSES CDS MISPERCEPTIONS 

NEW YORK, Tuesday, October 21, 2008 - Robert Pickel, Chief Executive Officer of the 
International Swaps and Derivatives Association, Inc. (ISDA) today commented on the cash 
settlement of CDS trades on Lehman Brothers and on certain rnisperceptions in relation to the CDS 
industry. 

The cash settlement deadline for Lehman is today, October 21. Based on industry estirnates, a total 
of $6bn to $8bn is expected to have changed hands by close of business. This is approxirnately 1 % 
to 2% of the $400 billion in CDS trades referencing Lehman and does not account for the effects 
of collateral, which will further reduce the payment amounts. 

"Today's settlement demonstrates that the industry infrastructure for CDS c1early works," said Mr. 
Pickel. "ISDA and its members have developed a robust legal and operational framework that 
governs and guides industry participants through defaults and credit events, and that inc1udes 
weIl-established procedures for evaluating, netting and settling outstanding trades. Recent 
developments in the fmancial markets underscore the value of the industry' s collective efforts." 

"This is not to say that market dislocation is not having an effect on the derivatives industry more 
generally," Mr. Pickel said. "Clearly it is: many market participants have faced major losses that 
have their genesis in the subprime mortgage business. This is a concern to all of uso The events of 
this year must be exarnined thoroughly for a better understanding of how they can be avoided in 
the future." 

Mr. Pickel emphasized that the Lehman default and settlement have not created the fmancial 
disruption that critics of the CDS business have c1airned. First, because the number of CDS trades 
outstanding on Lehman inc1udes a significant number of transactions that off set each other, 
settlement payments are only a fraction - about 1 % to 2% - of the approximately $400bn notional 
of CDS trades referencing Lehman. 
Second, because frrms are required to mark their positions to market and to post collateral, any 
additional exposure arising from the cash settlement is incrementally minimal. 

And third, despite the failure of this major dealer institution - as weIl as several other large 
counterparties - the CDS business continues to function effectively. CDS contracts have been 
consistently more liquid than their cash market equivalents. 

In addition, Mr. Pickel points out some fundamental misperceptions about the nature of CDS. The 
biggest misperception facing the CDS business in general is its role in today's fmancial crisis. The 
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root cause of problems of the fmancial sector is too many bad mortgage loans. While many of the 
loans were structured into mortgage backed securities (MBS) or were repackaged as collateralized 
debt obligations (CDOs) and sold to investors around the globe, no individual product or 
instrument was at fault; the economic fundamentals of those underlying exposures were simply not 
sustainable. 

Mr. Pickel emphasized that CDS, like other privately negotiated derivatives, are bilateral, privately 
negotiated contracts between counterparties. The business is conducted within asound policy 
framework established by policymakers, supervisors, and legislators that retains a great degree of 
market discipline to guide the conduct of swaps participants. Within that framework, CDS trading 
is subject to extensive regulatory oversight, risk management controls, corporate govemance and 
fmancial reporting requirements. 

"As we move forward, global public policymakers have signaled their intent to review and 
restructure the global regulatory framework for financial institutions and fmancial instruments," 
said Mr. Pickel. "The industry we1comes this discussion, and we believe it will provide a forum for 
explaining and understanding the important benefits that privately negotiated derivatives offer to 
industry participants around the world. The CDS market continues to operate efficiently and the 
ISDA framework on which the CDS market arranges settlement of trades is providing legal and 
operational certainty for the industry in a time of economic uncertainty." 

About ISDA 
ISDA, which represents participants in the privately negotiated derivatives industry, is among the 
world's largest global fmancial trade associations as measured by number of member firms. ISDA 
was chartered in 1985, and today has approximately 850 member institutions from 56 countries on 
six continents. These members inc1ude most of the world' s major institutions that deal in privately 
negotiated derivatives, as weIl as many of the businesses, governmental entities and other end users 
that rely on over-the-counter derivatives to manage efficiently the financial market risks inherent 
in their core economic activities. Information about ISDA and its activities is available on the 
Association's web site: http://www·.isda.orgl. 

ISDA is a registered trademark of the International Swaps & Derivatives Association, Inc. 
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