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Introduction

Standard & Poor’s Credit Default Swap (CDS) U.S. Indices are designed to track the
credit default swap market for U.S. corporate credits.

Credit Default Swaps are over-the-counter, tradable, credit derivative contracts that are
similar to insurance policies. A CDS is a bilateral contract in which one party (usually
known as the protection buyer) pays a fee or premium to another (generally referred to as
the protection seller) to protect itself against a loss that may be incurred from its exposure
to a reference entity (bond issuer) which experiences a credit event. This occurs when
the reference entity on which the CDS has been written is unable to service and pay its
debt. If a credit event occurs, the seller of the protection will make a payment to the
buyer of the protection in exchange for an obligation (i.e. a bond) of the reference entity.

Each reference entity in a given index is associated with, most often, a specific senior,
unsecured bond issue known as a reference obligation. Each reference obligation is
representative of the type of bond obligation within the reference entity’s corporate debt
structure that must be affected for a credit event to be triggered. Reference obligations
for the S&P CDS U.S. Indices are researched using the S&P Ratings Direct® database.
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Index Family

The S&P CDS U.S. Index family includes the following:

S&P CDS U.S. Investment Grade Index. Each series of the S&P CDS U.S. Investment
Grade Index has a 5%, year maturity at inception and is comprised of 100 equally
weighted (1%) reference entities. These reference entities include corporate names with
public debt or issuer ratings assigned by two of Standard & Poor’s, Fitch, and Moody’s
of at least BBB-, BBB-, and Baa3, respectively.

S&P CDS U.S. High-Yield Index. Each series of the S&P CDS U.S. High-Yield Index
has a 5% year maturity at inception and is comprised of 80 equally weighted (1.25%)
reference entities. These reference entities include corporate names with public debt or
issuer ratings assigned by two of Standard & Poor’s, Fitch, and Moody’s below BBB-,
BBB-, and Baa3, respectively.

S&P 100 CDS Index. Each series of the S&P 100 CDS Index has a 5% year maturity at
inception and will look to include the constituents in the S&P 100 equity index (on
average, about 80-90 of the index constituents), that have sufficient liquidity in the five-
year CDS market. Reference entities are weighted in accordance with their market
capitalization weighting in the S&P 100 equity index, with periodic adjustment. Some
constituents in the S&P 100 do not have an active, liquid CDS market. As such, these
companies are not included in the S&P 100 CDS Index. The weights of these excluded
companies are redistributed evenly among the other reference entities in the index.
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Eligibility Criteria

Eligibility Factors
Additions to the S&P CDS U.S. Indices

Ratings. All reference entities added to the Investment Grade index must have public
debt or issuer ratings assigned by two of Standard & Poor’s, Fitch, and Moody’s of at
least BBB-, BBB-, and Baa3, respectively, at the time they are added to the index. All
reference entities added to the High-Yield index must have public debt or issuer ratings
assigned by two of Standard & Poor’s, Fitch, and Moody’s below BBB-, BBB-, and
Baa3, respectively, at the time they are added to the index. Although most reference
entities added to the S&P 100 CDS index will be investment grade, there is no minimum
ratings criterion for inclusion in this index.

Liquidity. Adequate liquidity for all reference entities in the five-year CDS market is
assessed by looking at various measures of current and historical secondary market
activity including (but not limited to) the depth of market on a given name, the bid/offer
spread width, and the continuity of quotes over a selected time period.

Domicile. All reference entities are U.S. companies.

Sector Classification. Reference entities, for the Investment Grade and High-Yield
indices, are chosen with the intent of contributing to a sector balance representative of the
broader CDS market.

Deletions from the S&P CDS U.S. Indices

o A specific reference entity in the index may experience what is defined by the
International Swaps and Derivatives Association (“ISDA”) as a “Succession Event.
A Succession Event means “an event such as a merger, consolidation, amalgamation,
transfer of assets or liabilities, demerger, spin-off or other similar event in which one
entity succeeds to the obligations of another entity, whether by operation of law or
pursuant to any agreement. ...” 2003 ISDA Credit Derivatives Definitions, Article Il,
at Section 2.2(b). For purposes of S&P CDS U.S. Indices, the S&P CDS Index
Committee (see “Index Governance”), in order to determine a successor in the case

]l

! The definitions of “Succession Event” and “Credit Event” excerpted in this section appear in the 2003
ISDA Credit Derivatives Definitions (©2003 International Swaps and Derivatives Association, Inc.
“ISDA®”) and the excerpts are reproduced with ISDA’s permission. These definitions may not be
reproduced without the express written permission of ISDA. The 2003 ISDA Credit Derivatives
Definitions are available from ISDA through their web site, at www.isda.org.
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of a Succession Event, will apply the provisions for determining a successor set forth
in Section 2.2 of Article Il of the 2003 ISDA Credit Derivatives Definitions. The
occurrence of a Succession Event will result in (1) the replacement of a reference
entity in the affected S&P CDS U.S. Index with a new successor entity(s) or (2) a
split in the index weighting between a new successor entity(s) and the original
reference entity. The S&P CDS Index Committee is solely responsible for
determining whether and when a Succession Event affects an S&P CDS Index and
how the event will be treated.

o A specific reference entity in the index may experience what is defined by ISDA as a
“Credit Event.” With respect to a credit derivative transaction, ISDA has defined
“Credit Event” to mean “one or more of Bankruptcy, Failure to Pay, Obligation
Acceleration, Obligation Default, Repudiation/Moratorium, or Restructuring, as
specified in the relation Confirmation. ...” 2003 ISDA Credit Derivatives Definitions,
Acrticle 1V, at Section 4.1. (The 2003 ISDA Credit Derivatives Definitions further
define the capitalized terms used in the definition of Credit Event.) For purposes of
the S&P CDS U.S. Indices, S&P shall treat the following as Credit Events that may
result in the removal of a reference entity from the index: (1) Bankruptcy, as defined
by ISDA in Section 4.2 of Article 1V and (2) Failure to Pay, as defined by ISDA in
Section 4.5 of Article IVV. The S&P CDS Index Committee may decide to include, in
its sole discretion, other ISDA definitions that will be treated as a Credit Events for
the purposes of the S&P CDS U.S. indices. The S&P CDS Index Committee is
solely responsible for determining whether and when a Credit Event affects an S&P
CDS U.S. Index and how the event will be treated

= Public sources of information including, at a minimum, Bloomberg and
Yahoo!Finance are monitored on a daily basis for potential Succession and
Credit Events by the S&P Index Services group.

o Deletions from the S&P 100 CDS index will also occur when a reference entity is
removed from the S&P 100 equity index. If the replacement company added to the
S&P 100 equity index is deemed to have sufficient CDS liquidity, the new company
will be added to the S&P 100 CDS index. (See further under “Index Maintenance™).

o If areference entity has a ratings change subsequent to inclusion in a specific series
of an index, the entity will not be deleted from that specific series, but may not
appear in the next series of the index.

e The S&P CDS Index Committee, in its sole discretion, may replace a reference
obligation or reference entity, at any time, if it believes it is necessary for the proper
maintenance of the index.

Timing of Changes

Changes to the S&P CDS U.S. Indices are made at Standard & Poor's sole discretion,
when deemed appropriate by the S&P CDS Index Committee. In the case of a
Succession Event, a change would be made upon the confirmed completion of the
relevant corporate action, as defined above. In the case of a Credit Event, a change
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would be made at the end of the Business Day upon which the event has been declared by
the S&P CDS Index Committee.

A “Business Day(s)” is defined as days on which the Securities Industry and Financial
Markets Association (SIFMA®) declares the U.S. fixed income markets open.

Changes to S&P CDS U.S. Indices, which are implemented as a result of the occurrence
of any of the events listed above, will result in the publication of a new index version.
S&P will release information concerning any new index versions via its Web site at
www.indices.standardandpoors.com.
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Index Construction

Approaches

The constituents of Standard & Poor’s CDS U.S. Indices are selected with a focus on
liquidity and with the goal of supporting the investment community’s needs.

Index Calculations

Each S&P U.S. CDS Index series has a given number of reference entities and a fixed
coupon. This coupon is determined prior to the onset of each index series, and is the
weighted spread of the underlying reference entities that equates the value of the index to
par value (100%) at the time of calculation. The fixed index coupon will be rounded to
the nearest multiple of five basis points. Quarterly coupon payment dates on CDS
contracts are the 20" (or the next Business Day) of March, June, September, and
December of each year.

Each new index series of a given index has a starting price value of 100% and will
commence on a Rollover Date (as described below in “Index Maintenance”). S&P
publishes an index level and spread for different zypes of each index, which vary with
respect to how they handle the occurrence of certain events (as described below under
“Credit Events” and “Succession Events”).

Although the individual U.S. reference entities that determine the index level, especially
in the investment grade arena, may have CDS spreads priced with restructuring (MR) as a
Credit Event, all S&P CDS U.S. indices follow a no-restructuring (XR) convention.

A recovery rate of 40% on all reference obligations is initially assumed for all index
calculations, however, initial recovery rates used in index calculations may be altered due
to changing market assumptions in pricing. The S&P CDS Index Committee, in its sole
discretion, may change recovery rate assumptions for the calculation of the indices.
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Index Pricing

Index calculations are based on a starting price to par value of 100%.
The daily spreads on each single-name CDS, interpolated when the maturity of the single
name CDS differs from the maturity of the index, are converted into prices by marking to

market each single name CDS. This is done by valuing each single name CDS spread
relative to the fixed coupon of the index.

The Marked-to-Market (MTM) price of a constituent is:
pe=100%+ (C - S)* Risky Annuity
where,

C = Coupon on the Index
S = Current CDS spread on the constituent

Risky Annuity =Y (DFi SPi di) + ;(DF,- *(SP; - — SPy)* %)

i=1
where,

DFi= Risk-free discount factor from the USD swap curve for time Tto T,
SPi=  Survival probability from 7t T,

di=  Accrual period from T, t T, (in years) calculated on an Actual/360 basis
n= Number of time periods

If the current CDS spread on the constituent widens, then the perception of credit
conditions for that entity in the marketplace has worsened, the price change is negative,
and the price value of the constituent CDS will be less than 100% (and vice-versa).
(See Appendix for single name CDS pricing overview)

Each day, the index level is the weighted average of the price values for each single-name
CDS within the index:

Index;pe = Zchc

where,

w, = individual weight of constituent ¢ in the index
p. = CDS price value of constituent ¢
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The spread of the index can be derived by solving for the following equation:
Indexgpreqa:
> (C-S) *Constituent Risky Annuity=(C- Indexspread)* Index Risky Annuity
where,

C = Coupon on the Index
S = Current CDS spread on the constituent

Risky Annuity ~ ;(DE- * SP;*di) + ;(DF,- *(SP; - /— SPy)* %)

where,

DFi= Risk-free discount factor from the USD swap curve for time 7;to T;
SPi=  Survival probability from 7t T,

di=  Accrual period from T, t T, (in years) calculated on an Actual/360 basis
n= Number of time periods

S&P publishes daily index levels for each type of a CDS U.S. index series. These levels
may incorporate certain adjustments, as noted below, to the calculations previously
mentioned.

Index levels are calculated out to three decimal points. Index spreads are not quoted with
decimals.

Index Types

Index levels are published daily for three types of each of the S&P CDS U.S. Index
Family. The three types of each index are as follows:

Investment Grade High Yield 100

S&P CDS US Investment S&P CDS US High- S&P 100 CDS (Base)
Grade (Base) Yield (Base)

S&P CDS US Investment S&P CDS US High- S&P 100 CDS Event
Grade Event Inclusive Yield Event Inclusive Inclusive

S&P CDS US Investment S&P CDS US High- S&P 100 CDS Rolling
Grade Rolling Yield Rolling

All types of a given index have the same constituents at the onset of an index series, but
differ with respect to the treatment of 1) Credit Events, 2) Succession Events, and 3)
Index Coupon Accruals. Therefore, the index level of one type may differ from the index
level of another.
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1) CREDIT EVENTS

A) Base

In the Base index, after a Credit Event occurs in an underlying reference entity, the entity
will drop out of the index and the index level will be derived from the remaining names
left in the index. Post an initial Credit Event, equally weighted CDS indices, such as the
Investment Grade (100 constituents) and High-Yield (80 constituents) indices, will be
comprised of 99 and 79 credits, respectively. Index calculations will then be done by
averaging the remaining names. As such, the level of the index, that presumably had
fallen (i.e., spread had widened) based on the impending default of the credit, should
instead go up.

If there is an occurrence of a Credit Event on a reference entity in the S&P 100 CDS
index, that entity will likely be removed from the S&P 100 equity index and the index
will be reweighted. (See “Index Maintenance”). If it is not removed, it will follow the
above procedure.

Example using the Investment Grade Index

Reference

Entities Weight (%) | Constituent Price (s) | Index Level

Entity 1-99 1 99.000

Entity 100 1 60.000 98.610 (Pre Credit Event)
Entity 1-99 1 99.000 99.000 (Post Credit Event)

Each day, the index level for the base index, will still be the weighted average of the
price values for each single-name CDS within the index:

Index;e,e = ZWCpc

where,

w, = individual weight of constituent ¢ in the index
p. = CDS price value of constituent ¢

B) Event Inclusive (patent pending)

In the Event Inclusive indices, after a Credit Event occurs in an underlying reference
entity, the post Credit Event price for that entity will initially be the specific recovery
assumption that was used prior to the occurrence of the Credit Event (most often 40%) or,
in certain circumstances, an announced market recovery assumption. When a final
settlement price has been determined by an ISDA Credit Event Auction (“Final
Settlement Price”) and made available to S&P by ISDA, the price for that specific entity
will be adjusted to the Final Settlement Price, which will be used in all subsequent index
calculations.
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If there is an occurrence of a Credit Event on a reference entity in the S&P 100 CDS
index, that entity will likely be removed from the S&P 100 equity index. If the entity is
removed from the S&P 100 equity index within two Business Days after the occurrence
of a Credit Event, the entity will be removed from the S&P 100 CDS index and there will
be no Final Settlement Price used for that entity in the index calculations. If there is an
interim period before removal, the price for the affected reference entity will be the
recovery rate assumption (i.e. 40% or what the recovery rate assumption was changed to)
used in index calculation immediately prior to the Credit Event.

The index level for the Event Inclusive index will be:

Indexlml = z We * Puc + Z We * Rac

where,

w, = individual weight of constituent ¢ in the index
pue = CDS price value of unaffected constituent uc
R.. = Recovery price of affected constituent ac

Example using the Investment Grade Index

Reference

Entities Weight (%) | Constituent Price(s) Index Level

Entity 1-99 1 100.000

Entity 100 1 50.000 99.500 (Pre Credit

Event)

Entity 1-99 1 100.000

Entity 100 1 40.000 (initial recovery | 99.400 (At Credit
assumption) Event)

Entity 1-99 1 100.000

Entity 100 1 47.000 (final recovery | 99.470 (After Credit
price set in auction Event)
protocol)
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2) SUCCESSION EVENTS

A) Base

In the Base type of the Investment Grade and High-Yield indices, once the S&P CDS
Index Committee has determined, using the relevant criteria set forth in the 2003 ISDA
Credit Derivatives Definitions (noted above), that a Succession Event has occurred, the
index will adjust constituency and weightings according to the guidelines set forth in the
criteria. The formula for index calculation will not change, and any change in spread due
to the addition of a successor(s) will be shown in the index level accordingly.

If there is a Succession Event in the S&P 100 CDS Index and the new successor(s) are
members of the S&P 100 Index, the constituency of the index may adjust and the index
will be reweighted. (See “Index Maintenance”).

Each day, the index level for the base index, will still be the weighted average of the
prices of each single-name CDS within the index.

Index;e,e = ZWCpc

where,

w, = individual weight of constituent ¢ in the index
p. = CDS price value of constituent ¢

Example using the Investment Grade Index

Weight | Constituent

Reference Entities (%) Price(s) Index Level
Entity 1-99 1 100.000
Entity 100 1 99.400 99.994 Pre-

Succession
Entity 1-99 1 100.000
Entity 100 (weight adjusted as per 0.5 99.000
Succession Event)
Entity 101(new entity added as per 0.5 98.750 99.989 Post-
Succession Event) Succession

B) Event Inclusive (patent pending)

In the Event Inclusive indices, once the S&P CDS Index Committee has determined,
using the relevant criteria set forth in the 2003 ISDA Credit Derivatives Definitions
(noted above), that a Succession Event has occurred, the index will adjust constituency
and weightings according to the guidelines set forth in the criteria. However, there will
be a further adjustment made so that no change is reflected in the index level solely due
to the addition of a successor(s).
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The index level for the Event Inclusive index will be:
Index;per = z Wepe + Z SE.i

where,

w, = individual weight of constituent c in the index

p. = CDS price value of constituent ¢

SE.q; = index level changes due solely to the replacement of the constituents (see
below)

Example using the Investment Grade Index

Weight | Constituent

Reference Entities (%) | Price(s) Index Level

Entity 1-99 1 100.000

Entity 100 1 99.400 99.994 (Pre-Succession)
Entity 1-99 1 100.000

Entity 100 (fully replaced by 1 98.750, new 99.988 (Level Prior To
new entity) entity price Adjustment)

Difference attributable to 99.994 - 99.988 = 0.006

Succession Event

99.988 +0.006=99.994
(Level Inclusive Of
Succession Event
Adjustment)

Entity 1-99 1 99.000

Entity 100 1 98.000 98.990 + 0.006 (index
adjustment) = 98.996
(Post Succession Event
Level)
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3) INDEX COUPONS

All Event Inclusive indices also have adjustments made to their index level on each
quarterly payment date to reflect the fixed coupon paid (by the buyer of protection) on a
CDS index contract. The coupon amounts bear interest at the relevant 13-week T-Bill
discount rate posted on TreasuryDirect®, in accordance with the appropriate day count
convention. Accruals are reflected in index levels on the quarterly coupon payment dates
of CDS contracts which are the 20" (or next Business Day) of March, June, September,
and December of each year.

The table below is a summary of the treatment of events in the Base and Event Inclusive

indices:
Event S&P 100 CDS Investment S&P 100 CDS - Event Investment
Grade/High- Inclusive Grade/High-Yield
Yield — Event Inclusive
Succession Membership Membership Membership change Membership
Events change assuming change assuming new change and
new constituent is constituent is in the subsequent “index
in the S&P 100 or S&P 100 and “index level adjustment”
deletion of level adjustment,” or
constituent and deletion of constituent
reweighting and reweighting
Credit Events Credit Removal Credit Credit Removal as Credit adjustment
Removal entity will likely be to reflect recovery
removed from S&P 100 | price
S&P 100 Equity Membership N/A Membership change, N/A
Index Constituent | change, assuming assuming adequate CDS
Change adequate CDS liquidity, with
liquidity, and reweighting and “index
reweighting level adjustment”
Quarterly Index N/A N/A Accrue each payment at | Accrue each
Coupon Payment relevant rate/adjust payment at
index level relevant rate/adjust
index level
Liquidity, rating Change at next Change at Change at next new Change at next
or other inclusion | new series next new series new series
criteria change series

Rolling Index

The Rolling indices are perpetual (no maturity) and incorporate all adjustments made in
the Event Inclusive indices.

The reference entities of the Rolling indices will be adjusted in accordance with each new
series of a CDS Index. However, whereas the other indices have a maturity of
approximately five years, the Rolling type does not have a maturity as it continually
reflects the CDS spread in line with each respective new series issued for the other types
of the index. In addition, while the other indices reset their respective coupon with each
new series, the Rolling indices have only one initial coupon set at inception. Daily
changes in the CDS spreads of constituents in the Rolling indices are accounted for each
day, through the end of day MTM process described above.
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As stated above, the Rolling type incorporates all adjustments made in the Event
Inclusive indices for Credit Events, Succession Events, and index coupon
payments/accruals.

Example using the Investment Grade Index

Index type Coupon Adjustments Index level Rollover Date Coupon Index
Level
Event Set at onset of | Succession,Credit New Constituent,
Inclusive first series Events,Coupon new series with reset
Accruals coupon and level
Example 100 bps .025 99.50 135 bps 100.000
Rolling Set at onset of | Succession,Credit New Constituents,
first series Events,Coupon same series with
Accruals intial coupon and no
reset of level
Example 100 bps .025 99.50 100 bps 99.400

Data Sources

Mid spread CDS pricing on all reference entities are received at 05:00 PM ET each
Business Day from Credit Market Analysis® (CMA). Other data sources, in addition to
CMA, may be added at the discretion of the S&P CDS Index Committee. If a spread for
a reference entity(s) is not received on a given day, S&P will attempt to obtain an
alternate source of pricing. If a spread for a reference entity is not received by CMA or an
alternate source on a given Business Day, then the prior day’s spread for that reference
entity will be used in daily index calculation.

If no spread is received on a reference entity for five consecutive Business Days, the S&P
CDS Index Committee, in its sole discretion, may replace the reference entity if it
believes it necessary for the proper maintenance of the index.

SuperDerivatives® is the technological platform for compiling all data sources and for the
calculation of all S&P CDS U.S. Indices.
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Index Maintenance

The S&P CDS U.S. Investment Grade and High-Yield indices (base and Event Inclusive)
are maintained in accordance with the following rules:

e A new series of a given index will begin on a Rollover Date of March 20" and
September 20" (or the next Business Day, if March 20™ or September 20" is not
a Business Day) and have maturity dates of June 20" and December 20",
respectively, in the fifth calendar year following the rollover.

Rollover Dates occur every six months to allow for the issuance of a new series that
consider the current credit market, and follow and maintain all criteria, as noted, for
additions.

All index constituents are, otherwise, maintained in their respective index series until the
maturity of that index series, absence the occurrence of the exceptions already noted
above.

Five Business Days prior to the Rollover Date, S&P will issue a release on its Web site
listing the entities which will not be included in the upcoming index series as determined
by the following criteria: (a) a violation of the ratings requirements previously mentioned
for inclusion in the index; (b) entities that may be involved in a future Succession Event
as defined above; (c) whether outstanding debt or credit default swap contracts have
become illiquid as to impede the daily pricing of the index. S&P will additionally
identify the new reference entities, along with their respective reference obligations, that
will be included in the upcoming index series.

Two Business Days prior to the Rollover Date, S&P will issue a release on its Web site
stating the new series of the index, all reference entities and applicable weights,
respective reference obligations, and the fixed coupon for the upcoming index series.

The S&P 100 CDS Index is additionally maintained in accordance with the following
rules:

e The weighting of the entities in the S&P 100 CDS Index is based upon their
weighting in the S&P 100 equity index. However, not all members of the S&P
100 equity index have an actively traded CDS market on them. This will account
for a difference in membership and weights between the two indices. The initial
weights of entities in the S&P 100 CDS Index will be set and announced two
Business Days prior to the Rollover Date. The weights of those constituents in
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the S&P 100 that do not have a liquid CDS market will be redistributed evenly
over the remaining constituents. For example:

Missing Weight (%)
S&P 100 Weight | Liquid | Weight | S&P 100 15/4 = 3.75% to
Equity Index (%) CDS (%) CDS Index each Entity
Entityl 25 Yes Entity 1 28.75
Entity2 20 Yes Entity 2 23.75
Entity3 15 No 15
Entity4 20 Yes Entity 4 23.75
Entity5 20 Yes Entity 5 23.75

The weights of each reference entity in the S&P 100 CDS index are adjusted on 1)
each Rollover Date in conjunction with the issuance of a new series and 2) the
Business Day after the effective date of a constituent change in the S&P 100 equity
index. However, if an adjustment in weighting due to a constituent change in the
S&P 100 equity index has occurred within the 30 calendar days prior to a Rollover
Date, then no additional weighting change will occur on the Rollover Date, but a new
series will still be issued.

e Constituents in the S&P 100 that did not have liquidity in the CDS market to
justify prior inclusion in the S&P 100 CDS Index, may begin trading in the CDS
market. These entities may subsequently be added to S&P 100 CDS Index at one
of the adjustment times noted above.

o S&P will issue a release on its web site noting any weight or constituent change
prior to the implementation of such changes.

ALL non-current series of indices (“off-the-run”) will continue to be priced and
maintained and, accordingly, follow all relevant procedures and guidelines set forth
above for deletions, events, and weightings.

Base Date

The first series of the base and Event Inclusive types of the:

S&P CDS U.S. Investment Grade Index was priced on September 22, 2008.
S&P CDS U.S. High Yield Index was priced on September 22, 2008.

S&P 100 CDS Index was priced on September 22, 2008.

S&P CDS Rolling Index Calculations were priced on September 22", 2008.
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Index Governance

Index Committee

Standard & Poor’s CDS U.S. Indices are maintained by the S&P CDS Index Committee.
All members of the S&P CDS Index Committee are full-time professionals at Standard &
Poor’s. The Committee meets a minimum of twice per year, prior to the release of a new
index series. The Committee also may meet when any issues arise that may be pertinent
to the relevant indices. These include, but are not limited to, discussions involving
potential replacements in the indices and Succession Event and Credit Event declarations.
The Committee may revise index policy for the S&P CDS U.S. Indices at any time. All
S&P CDS Index Committee discussions are confidential.
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Index Policy

Announcements

Announcements of additions, deletions, Credit Event declarations, and any other relevant
information pertaining to the S&P CDS U.S. Index family are made at approximately
05:30 PM ET. Press Releases are posted on the Standard & Poor's Web site at
www.indices.standardandpoors.com.

Holiday Schedule

The S&P CDS U.S. Indices are calculated when the Securities Industry and Financial
Markets Association (SIFMA®) declares the U.S. fixed income markets to be open.

End-of-Day Calculation

The levels of the indices are calculated at the end of each Business Day, at approximately
05:15 PM ET. The current day’s index levels are published via Standard & Poor's Web
site. On Business Days that SIFMA® recommends closing the U.S. fixed income markets
early, index levels may be calculated at a time in accordance with the recommended early
close time (usually 02:00 PM ET) set for that day. S&P CDS U.S. Index levels will also
be posted on major quote vendors and other media outlets as noted below.

Index Releases

Issued by S&P at the end of the Business Day. Release time is generally 05:30 P.M. ET.
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Index Dissemination

S&P CDS U.S. Indices’ levels are available through Standard & Poor’s website at
www.indices.standardandpoors.com, major quote vendors (see codes below), numerous
investment-oriented websites, and various print and electronic media.

Tickers
Index Bloomberg
S&P CDS U.S. Investment Grade SPCDIS51
S&P CDS U.S. Investment Grade Event Inclusive | SPCDIE51
S&P CDS U.S. Investment Grade Rolling SPCDIR50
S&P CDS U.S. High-Yield SPCDHS51
S&P CDS U.S. High-Yield Event Inclusive SPCDHE51
S&P CDS U.S. High-Yield Rolling SPCDHR50
S&P 100 CDS SPCDOS51
S&P 100 CDS Event Inclusive SPCDOE51
S&P 100 CDS Rolling SPCDOR50

FTP

Additional daily index data is available via FTP by subscription.

For further information, please refer to Standard & Poor’s Web site at

www.indices.standardandpoors.com.
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Appendix

Single Name CDS Pricing Overview

A typical CDS contract consists of two legs: one that corresponds to the fixed premium
payments that are made until the maturity of the contract or until a default occurs and the
other to the contingent payment that is made if a default occurs, represented by (/-R),
where R is the recovery rate expressed as a percentage. The present value (P¥) of a CDS
contract can be viewed as the algebraic sum of the PV's of its two legs (fixed and
contingent). For a CDS trading at par, the theoretical net present value of the two legs
must equal zero.

To calculate the values necessary for pricing a CDS contract, the following is needed:
1) default intensities (survival probabilities) for the reference entity,
2) recovery rate assumptions in the case of default,

3) risk-free discount factors derived from standard yield curve convention using
a combination of deposit rates, implied futures rates, and the relevant swap
curve

The fixed premium payment in a CDS will only be paid when the reference entity has not
defaulted. To account for this risk, the survival probability (SP) that the reference entity
has not defaulted by the payment date must be considered.

A default intensity (1) and, subsequently, survival probability (/-1) to any time period are
implied by observable spreads on the CDS curve and can be backed out.

With a flat credit curve assumption, S/(1-R), gives a measure of (1) where:

S = CDS Current Spread
R = Recovery Rate Assumption (expressed as a percentage)

Using continuous time to derive survival probabilities, the survival probability over time
period (67) =

- AO@)

] A

=e
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Contingent Leg.

If the reference entity defaults, the payment of (/-R) is made to the protection buyer.
This payment is only made if there is a default and, consequently, has to be adjusted by
SP, -SP, the probability that default occurs in this interval. The contingent leg is valued
as it is in the prior equation:

PV of contingent leg = (1- R) z (DF)*(SP:i-1—SP:)
i=1
where,
R=  Recovery rate assumption

DFi= Risk-free discount factor from the USD swap curve for time T to T;
SPi=  Survival probability from Tt T,

di=  Accrual period from 7;,to 7; (in years) calculated on an Actual/360 basis
n= Number of time periods
Fixed Leg.

The fixed coupon on the CDS (C) is the premium that will be made on each payment date
(if no default has occurred) until the maturity of the CDS.

This first component of the fixed leg is valued as:

C*> (DFi*SP..d)

i=1
where,

C= CDS Coupon (premium)

DFi= Risk-free discount factor from the USD swap curve for time Tto T,
SPi=  Survival probability from 7t T,

di=  Accrual period from T, t T, (in years) calculated on an Actual/360 basis
n= Number of time periods

The other component of the fixed leg is the accrual value of the premium paid up until
the day of default, when the default occurs between the set payment dates. The accrued
payment is calculated under the assumption that the default, were it to happen, would
occur in the middle of the payment dates (i.e. d/2). As such, the accrual has to be further
adjusted by the probability that default occurs after payment date i-/, but before payment
date .

Adding this second component of the fixed leg, we value the PV of the fixed leg as:

PVOfﬁxedleg:C*Z(DF,*SP,*Q'I.)JFC*Z(DFI-*(SPFI—SPI-)*%)

i=1 i=1
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Bootstrapping. In practice, a bootstrapping procedure is used to derive the default
intensities for a given period of time and, hence, build a curve of survival probabilities
when the credit curve is not flat. Bootstrapping a credit curve starts with year 1, then
year 2, etc. Data points for 1, 2, 3, 4, 5, 7 and 10 year maturities are used. Default
intensities for intermediate maturities are derived from interpolation.

Equating the net present value (NPV) of the fixed and contingent legs to zero, the fair
(par) spread or premium on a CDS is derived as:

Spar =

(1-R) Zn:(DFi) *(SPi-1—SPi)

i=1

ZH:(DFi *SPi*di)-f-iZ_nl:(DFi *(Spi—l—SPi)*%)

i=1

A default intensity A(1) for 7=0 to T=1 is derived from using the data point (CDS spread)
for period 1 as the par spread and using the assumed recovery rate. After finding A(1),
take the CDS spread for period 2 and derive the A(2) that sets the NPV of the two legs to
zero for that period. Continuing this exercise for each subsequent period builds a curve
of survival probabilities.
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S&P Contact Information

Index Management

David M. Blitzer, Ph.D. — Managing Director & Chairman of the Index Committee

david_blitzer@standardandpoors.com
Craig Feldman — Director

craig_feldman@standardandpoors.com
Michael McGlone — Director

mike_mcglone@standardandpoors.com

Product Management

J.R. Rieger — Vice President, Fixed Income Indices
james_rieger@standardandpoors.com

Media Relations

David Guarino — Communications
dave_guarino@standardandpoors.com

+1.212.438.3907

+1.212.438.3296

+1.212.438.4127

+1.212.438.5266

+1.212.438.1471

Standard & Poor's: S&P Credit Default Swap (CDS) U.S. Indices Methodology

26



Index Operations & Business Development

North America
New York

David Kao
Toronto

Jasmit Bhandal
Europe
London

Susan Fagg
Asia
Tokyo

Seiichiro Uchi
Beijing

Andrew Webb
Sydney

Guy Maguire

+1.212.438.3354

+1.416.507.3203

+44.20.7176.8888

+813.4550.8568

+86.10.6569.2919

+61.2.9255.9822
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Disclaimer

Copyright © 2009 by The McGraw-Hill Companies, Inc. Redistribution, reproduction
and/or photocopying in whole or in part is prohibited without written permission. All
rights reserved. “S&P” and “Standard & Poor’s” are registered trademarks of Standard &
Poor’s Financial Services LLC. This document does not constitute an offer of services in
jurisdictions where Standard & Poor’s or its affiliates do not have the necessary licenses.
Standard & Poor’s receives compensation in connection with licensing its indices to third
parties. All information provided by Standard & Poor’s is impersonal and not tailored to
the needs of any person, entity or group of persons. Standard & Poor’s and its affiliates
do not sponsor, endorse, sell, promote or manage any investment fund or other vehicle
that is offered by third parties and that seeks to provide an investment return based on the
returns of any Standard & Poor’s index. Standard & Poor’s is not an investment advisor,
and Standard & Poor’s and its affiliates make no representation regarding the advisability
of investing in any such investment fund or other vehicle. A decision to invest in any
such investment fund or other vehicle should not be made in reliance on any of the
statements set forth in this presentation. Prospective investors are advised to make an
investment in any such fund or other vehicle only after carefully considering the risks
associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or other
vehicle. Inclusion of a security within an index is not a recommendation by Standard &
Poor’s to buy, sell, or hold such security, nor is it considered to be investment advice.
Standard & Poor’s does not guarantee the accuracy and/or completeness of any Standard
& Poor’s index, any data included therein, or any data from which it is based, and
Standard & Poor’s shall have no liability for any errors, omissions, or interruptions
therein. Standard & Poor’s makes no warranties, express or implied, as to results to be
obtained from use of information provided by Standard & Poor’s and used in this service,
and Standard & Poor’s expressly disclaims all warranties of suitability with respect
thereto. While Standard & Poor’s has obtained information believed to be reliable,
Standard & Poor’s shall not be liable for any claims or losses of any nature in connection
with information contained in this document, including but not limited to, lost profits or
punitive or consequential damages, even if it is advised of the possibility of same. These
materials have been prepared solely for informational purposes based upon

information generally available to the public from sources believed to be reliable.
Standard & Poor’s makes no representation with respect to the accuracy or completeness
of these materials, the content of which may change without notice. The methodology
involves rebalancings and maintenance of the indices that are made periodically during
each year and may not, therefore, reflect real time information. Analytic services and
products provided by Standard & Poor’s are the result of separate activities designed to
preserve the independence and objectivity of each analytic process. Standard & Poor’s
has established policies and procedures to maintain the confidentiality of non-public
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information received during each analytic process. Standard & Poor's and its affiliates
provide a wide range of services to, or relating to, many organizations, including issuers
of securities, investment advisers, broker-dealers, investment banks, other financial
institutions and financial intermediaries, and accordingly may receive fees or other
economic benefits from those organizations, including organizations whose securities or
services they may recommend, rate, include in model portfolios, evaluate or otherwise
address.

Certain portions of the 2003 ISDA Credit Derivatives Definitions (©2003 International
Swaps and Derivatives Association, Inc. “ISDA®”) have been reproduced herein with
ISDA’s permission. These definitions may not be reproduced without the express written
permission of ISDA.

Analytic services and products provided by Standard & Poor’s are the result of separate
activities designed to preserve the independence and objectivity of each analytic process.
Standard & Poor’s has established policies and procedures to maintain the confidentiality
of non-public information received during each analytic process.
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