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The current economic crisis has led to an unprecedented level of regulatory and legislative
reform proposals, in the US and EU, as well as from global groups such as the G20, the
Financial Stability Board, and the International Organization of Securities Commissions. SIFMA
staff in the US and EU are dealing with these complex policy issues in an integrated manner.
While many of these reforms are running in parallel, regional political realities are resulting, in
some cases, in differing approaches that will have implications for the way we run our
businesses and serve our customers. In addition, local political realities are such that the
consideration of regulation and legislation, and eventual implementation, are not on coordinated
timeframes.

Consequently, to promote a more coherent and better understanding of these issues, SIFMA
developed one-page descriptions of the key issues undergoing reform in the US, the EU, and
globally. Each page also contains a timeline noting key milestone dates, the potential impact for
our businesses and customers and key contacts for any questions you might have.

We hope you find these useful, and we welcome your feedback.
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Simplified EU Legislative Process IMSIFMA
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EU Commission (EC)

Issues legislative proposal (Directive or Regulation)

A 4 Y
EU Parliament (EP) EU Council
ECON Committee (ie financial services) Working Group of Me_mber States (MS)
agrees common amendments . agree common position vs proposal
Trilogues
(Reconcile

differences)

\ 4 A
EP Council
Vote in Plenary Session Heads of MS approve

Becomes EU law 30 days
after publication in official

Journal
If ReglJIation / \ If D|reCt|Ve
Becomes law as is in all MS EC MS must implement in national laws within given
immediately deadline set in Directive (with limited flexibility).

Checks MS compliance i may take legal action
against MS for late implementation or breach of
EU Law (fines + finame and shameo)
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EU Voting Structure 4 SIFMA
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A European Commission issues proposal - requires unanimous approval by College of 27 EU Commissioners
(one from each member state)

Parliament vote - simple majority voting (both at ECON Committee and Plenary level)

Council vote - qualified majority voting. Requires all of:

A Backing by a majority of member states (ie 14)

A Support by 255 votes from a total of 345; ie about 75% of the votes taking account of the following weightings:

A 29 votes: France, Germany, Italy, UK

A 27 votes: Spain and Poland

A 14 votes: Romania

A 13 votes: The Netherlands

A 12 votes: Belgium, the Czech Republic, Greece, Hungary, Portugal
A 10 votes: Austria, Bulgaria, Sweden

A 7 votes: Denmark, Finland, Ireland, Lithuania, Slovakia

A 4 votes: Cyprus, Estonia, Latvia, Luxembourg, Slovenia,

A 3 votes: Malta

A The countries supporting the proposal must represent at least 62% of the total EU population
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Simplified US Legislative Process
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Member of the House of
Representatives (House)

Introduces a bill, which is then referred
to the committee of jurisdiction

Vi

House Committee

Hold hearings; consider; vote

\

Full House

Member of the Senate

Introduces a bill, which is then referred

to the committee of jurisdiction

v

Senate Committee

Hold hearings; consider; vote

\

Debate and vote on bill from House
committee

Conference Committee

Full Senate

Reconciles any difference between the
Senate and House versions of the bill

Debate and vote on bill from House
committee

v

Full House

v

Debate and vote on reconciled bill
from the conference committee

President

Full Senate

Signs the bill into law or vetoes the bill

l

House and Senate

If the president vetoes the bill, the
House and Senate can override the
veto by a supermajority two-thirds vote

Debate and vote on reconciled bill
from the conference committee
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Securitization

Contact Information:

US: George Miller
Global: Bertrand Huet Email: bhuet@sifma.org
Global: David Strongin Email: dstrongin@sifma.org

EU: Richard Watson Email: rwatson@europeansecuritisation.com
Email: gmiller@americansecuritization.com
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AU Commission response focuses on 3 revisions to the Capital Requirements
Directive (CRD):
ARetention (CRD1): requires significantly increased investor due diligence and
credit analysis, with capital charges for non-compliance, and prohibits investment
by EU banks in securitisations unless originator retains at least 5% of the net
economic interest of the securities securitised (EU Commission required to

Becomes Laws have to
Parliament Council EU Law be changed in  Member states New Issues
E U EC Proposal EC proposal approves Art  Vote (expected)  New EC proposal each member  implementation  effective date
(CRD1) issued (CRD2) 122a (CRD1) (CRD1) expected (CRD3) state (CRD1) deadline (CRD1) (CRD1)
| ] ] ] | I | |
— OCTO08 NOV08 DEC08 JANO9 FEBO09 MARO09 APRIL0O9 MAY09 JUNEO09 JULY09 AUGO09 SEP09 OCTO09 NOVO9 DECO03 NOV10 OCT10 DEC10
T T T
Us HR.1728 H.R.1728 HR. 1728
introduced passed passed in House
HFS May 7 300-114
I0SCO June 15 I0SCO ABS Price
G I o b a I deadline for comments  Transparency Report
on UMP Report issued
Proposa a pa

Retention (CRD1):
Business
Restrict ABS investment for investors who do not have resources to meet the
higher due diligence requirements
ARetention will mainly affect non-bank originators who will now need to raise long
term funding for the 5% retained amount

Anternational Organization of Securities Commissions (I0SCO) developing global
standards on ABS price transparency and disclosures and incentives including
retention (Unregulated Products Markets and Products (UMP) Task Force)

EU complete impact assessment by Dec 2009) Aapplies to banking as well as trading books
MARe-securitisation (CRD2): will restrict investment in certain types of re- Aapplies to positions held by EU investors regardless of originator jurisdiction
securitisations, to be defined, through much higher capital charges Cross Border
AEU bank leverage ratio (CRD3): to impose some type of absolute cap on leverage, Mositions originated in US could not be distributed in Europe without originators
which does not currently exist in Europe fulfilling retention and investors fulfilling due diligence criteria
ACommittee of European Securities Regulators (CESR) consulting on whether to AUS operations of EU bank trading and syndicate desks will be subject to EU rules
mandate real-time public reporting of trade price information for ABS & CDOs ACESR initiative could have a damaging impact on market liquidity
Arhe credit risk retention provisions included in HR 1728 require creditors that Business
originate and sellcertain(non-iqual i fi edd) residenti al Migher cost and increased capital requirements associated with risk retention for
to retain a fimaterial o portion of the c] non-qualified mortgages; may be non-economic for some/many lending institutions
are prohibited from hedging or transferring this risk; timing for HR 1728 is unclear Avide scope of application to all "non-qualified mortgages" likely means reduced
us MRegulators have authority to specify form and duration of retention, and also to originations, less product choice/availability and higher cost for these mortgages
provide exceptions from the retention requirements and hedging prohibitions MRestriction on hedging may create safety and soundness risks
Regulators may apply retention requirements to securitization sponsors Mossible application of retention requirement to financing transactions collateralized
Kualified residential mortgage loan characteristics: prime loans meeting pricing by mortgage loans (eg, repurchase agreements)
thresholds; fully documented, fully indexed underwriting Cross-Border
Mction on companion bill in Senate appears to be somewhat uncertain Aunclear at this point what extraterritorial impact bill will have in process
Ainancial Stability Board (FSB) April 2008 report, identifying concerns with originate- ASets global standard for future regulation/reform
to-distribute business model. From which BIS and I0OSCO initiatives flow Retention and resecuritization issues as above
MBank for International Settlements (BIS) consultation on re-securitisation capital
Global | treatment (17 April close; Awaiting Recommendations)

5 %
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. Contact Information:
Cred It Defau It EU/Global: Bertrand Huet Email: bhuet@sifma.org m S I F MA

US: Cory Strupp Email: cstrupp@sifma.org ) z
SW ap S (C D S) Global: David Strongin ~ Email: dstrongin@sifma.org ?i‘,’fn"r::,':l‘h"';‘,’::.‘?i;:g(.Mlon

T e CESR report on EC‘replort on :
commit to use EU possible TRACE derivatives & _ Possible EC
E U CCP in Europe for complex prqducts_ Industry deadline legislative .
| CDS . announces intention tOI use EU CCP PFOPIUSE|S issued
OCTO08 NOVO8 DECO08 JANO9 FEBO09 MARO9 APRIL09 MAYO09 JUNEO09 JULYO09 AUGO09 SEP09 OCTO09 NOVO09 DECO09
T T T T [ T T T
SenAgCom HouseAg  Fed granted ICE reguiatory 1 | ' SEC approves FINRA FINRACDS ~ ICE and CME
Us introdl?oed S. Com approved approval; SEC granted ICE giDS g_?gsggi ‘:gl:ie:::s ggUmS;iE;:FQY miniml.?r'; margin pilot Min Margin pilot temp SEC
272 H.R.977 fonglgah;ig Igesmp exemption 8 :ng oropossl approves H.R. 2454 Program for CDS program expires ::g;’-;hon
|
GI b I G20 call for 10SCO Jyne
o a CDS reform 15 deadline on
UMP Report
Proposa a oF
AReview to enhance transparency and reduce systemic risks in derivatives markets: Business
/et up and clear feligible CDS ébasedcenkd efff Uavangsrioccentineentd include eestructufing a@s @ grédit édit but that creates
counterparties (CCP) problems when trying to standardise coupon rates
MBroader review of promoting central clearing of all OTC derivatives ACould lead to lower trade volume/ liquidity in single name CDS on EU reference
EU Review differential capital treatment between centrally cleared and non-centrally agencies which could lead to wider spreads
cleared derivatives (incentivize CCPs) Cross Border
Mre and post-trade transparency of price information Aragmentation of global derivatives markets
Aransparency and reporting of institutilonsdé derivative positions
Areasury Plan for Regulating OTC Derivatives: Business
Mandatory clearing of standardized OTC derivatives through central Arreasury Plan: Would limit the use of non-liquid collateral for derivatives contracts
counterparties (CCPs); very standardized products should move to exchanges facing a mandatory clearing requirement; forces end-users to access CCPs
Mandates an OTC derivative to be cleared if it is accepted for clearing by a CCP Kcreates an incentive for CCPs to clear customized contracts
Al OTC participants will be subject to robust prudential supervision and regulation ASubjects all market participants to abundant prudential and regulatory
usS Adouse Agriculture Committee approved H.R. 977 - deferred indefinitely requirements
MRequire most OTC derivatives to be settled through a registered CCP A.R. 977: Custom CDS contracts not granted exemption by the CFTC would
AGrants CFTC limited authority to suspend trading in CDS become illegal
fSenate Agriculture Committee introduced S. 272 - hearing/markup - deferred £s. 272: OTC derivatives would be standardized; ineligible contracts would be illegal
Mandates exchange-trading of all OTC derivatives AR 2454: Would largely eliminate the CDS market
Mouse Energy Committee approved H.R. 2454 - deferred to 8 other committees. Cross Border
Kontains a prohibition of fAnakedo CDS | A burdensome U.S. regulatory regime could push business offshore
Arhe G20 Communiqué promoted the establishment of CCPs Arhe industry may be allowed to maintain customization and innovation despite
Aasked the industry to develop a plan on standardization by Autumn of 2009 reforms
AOSCO consultation paper on CDS market (Unregulated Market & Products (UMP)
Global Task Force)
ACDS Big Bang (Global) MPre-Big Bang CDS may become relatively illiquid
Mardwire the auction mechanism for CDS following a credit event Anvestors are being encouraged by | SDAJan
Metermination Committee to decide if credit/succession events have occurred conform to the new standard contracts
[Effective date for CDS will be current -60 days (credit)/-90 days (succession)
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Credit Rating

Agency (CRA)

Contact Information:

US: Sean Davy
Global: David Strongin

EU/Global: Bertrand Huet Email: bhuet@sifma.org
Email: sdavy@sifma.org
Email: dstrongin@sifma.org
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Effective deadline

E U Parliament passes Council Becomes EU for market
EC Proposal agreed text approval law in ALL MS implementation
| 1 1 —_— I
—{ NOV08 DECO08 JANO09 FEB09 MARO09 APRIL09 MAY09 JUNEO09 JULY09 AUGO09 SEP09 OCT09 NOV09 DECO09 MAR10
T T I T
u s SEC approves Comments for SEC hosted ~ HFSC hearing
rules/proposes SEC proposed round table May 19
more rules regulations due
T T
10SCO publishes G20 calls for
G I o bal note to G20 and  increases CRS
FSF regulation
Proposal/Summary Impact

Kreates common EU framework for registration, regulation and supervision of CRAs
AGoes beyond existing CRA standards on, e.g., corporate governance, regulatory
reporting, public disclosure and withdrawal of ratings

AU market participants may only use EU registered CRA issued ratings for
regulatory purposes

Business

Aragmentation concerns: possible division of EU/ non-EU rating activities

EU supervisorsd power to withdraw |
beyond: effect on independence of ratings and market stability

Msignificant cost increase for CRAs, which will be passed on to issuers and users

foll
interest

ow an international code of good pr

Ratings issued outside of EU can eit hei Apecifidisgmba equised  be aitabhed tEstiuctGredAinance fatingsestigmarisk
EU ficertifiedd (By EU Commission if -BIRGRAhalsAnoniBW proes enmoev)a:t i pravirdeegdi lmdmor 6s abil
subject to standards as strict as in the EU complexity of a structure raises fiserio
Cross-Border
Kextraterritoriality: imposes EU standards on non-EU CRAs and their regulators, but
some may be politically inacceptable or legally unenforceable outside the EU i could
impact ability of foreign governments/companies to raise capital in EU if non-EU
ratings deemed not compliant nevertheless
Based on June 608 proposal s, in Dec 00 BudinessUS Securities and Exchange
Commission (SEC): Andustry reaction has been generally positive but uncertain if the rules will be
Andopted final rules on conflicts of interest, record keeping, reporting and sufficient to alleviate concerns about
USs disclosure methodologies
Mid not act on proposal to remove references to NRSROs in SEC rules or Acongressional focus is on increasing transparency, improving accountability and
mandated alternative symbology for structured finance products enhancing investor confidence in our financial markets
Aroposed an amendment on the ratings history disclosure rule and re-proposed a
modi fied proposal for fissuer payso difsclosure
Aeroposed legislation would require SEC to write rules for rating complex securities
Anternational Organization of Securities Commissions (I0SCO) published note to ASets global standard for future regulation/reform
G20 and Financi al Stability Board (FSB)| AanyCRAs have substantially implemented IOSCO revised Code of Conduct
Fundamentals for CRAsO as a basis for i] AU, Japan, Australiaand Canada are in the process of establishing CRA regulations
Global AG20 April 09 call for increased regulation of CRAs: CRAs required to register; must based on the IOSCO Code of Conduct

t
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h

Last update 05/29/2009

Securities Industry and Financial Markets Association



Hedge Funds

Contact Information: :

EU: Christian Krohn

US: Jerry Quinn Email: jquinn@sifm

Global: Bertrand Huet Email: bhuet@sifma.org

Email: ckrohnt@sifma.org
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a.org

Global: David Strongin Email: dstrongin@sifma.org

Proposal/Summary

Aalternative Investment Fund Managers (AIFM) Directive
KAl ternative Fundso includes
Adigher de minimis threshold for funds not using leverage
Aunds subject to: registration and authorisation; reporting and transparency;
governance; risk management; capital requirements

AEU banks required to be used as custodian for all assets, even for funds outside EU

hedge f ungd

Impact

Business:
sAs atemdi0&, BEUW AdFMengqnaged oa., EUR Dtnlliondndassets e s, et c .
KCirca 30% of hedge fund managers managing ca. 90% of assets of EU domiciled
hedge funds would be covered by Directive. Higher threshold for private equity funds
means that ca. 75% of EU private equity firms will be exempt

KCost of compliance may be prohibitive for small AIFM

EU AAIFM authorised in home Member State will be entitled to market throughout EU Ard country AIFM domiciled in jurisdictions not compliant with Directive will
Arhird country AIFM subject to existing national regulation for 3 year interim period be unable to sell themselves to investors in EU
after directive comes into force after which AIFM domiciled in jurisdictions meeting Cross-Border:
regulatory, supervisory, and co-operation (incl. on tax) standards will get EU passport Kextraterritoriality - imposition of EU requirements on non-EU AIFM
allowing them to market throughout EU Aragmentation of global AIFM market
AEnhanced monitoring of risks e.g. through supervisors sharing information
An House Financial Services Committee (HFSC) testimony, Geithner said he would Business
not implement capital requirements for private capital Avandatory regulation of hedge fund managers will at a minimum raise the marginal
Aviay require private funds to register with the SEC if they reach sufficient size costs of running a hedge fund
Meed to determine hedge funds importance to systemic risk Af the registration includes a requirement for in-house compliance/audit personnel,
Us MNew SEC Chairman, Mary Schapiro, has indicated that the SEC is looking at the the cost to smaller hedge funds may be prohibitive y
regulation of hedge funds. In the wake of Madoff, the customer protection provisions | ARegistration of hedge funds and application to them of the 1940 Act would vitiate the
on custodianship of client assets/audit requirements will be strengthened current business model of hedge funds, as many current strategies and techniques
would be prohibited
Cross border
AGrowing EU/US convergence on need to regulate systemically important funds
Anternational Organization of Securities Commissions (I0SCO) Consultation paper In the absence of clarity on what is finally proposed, the possible impact is difficult to
on hedge funds oversight define. Potentially, prime brokers and other hedge fund counterparties might be
AG20 agreed to regulation/oversight to systemically important hedge funds delegated to provide oversight on systemic risk. The direct regulatory cost to HFs
Global AJF will be required to register and disclose appropriate information could range from a relatively minor incremental increase in registration costs; to

FSubject to oversight to ensure adequate risk management practices
Muthorities will share information about HFs across jurisdictions

significant expenses associated with a substantial build for risk management/internal
control/audit; to a complete revision of the current business model if U.S.-style fund
requirements were imposed
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