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The Changing Environment

A Stakeholders in the securities financing food chain
A Balance of power changes

A Transparency

A Regulation

A Knowledge and education



THE SUPPLY SIDE



Changes in Global supply?
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Spread Changes over time
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Changes in Securities Loan Volume
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Global Lending Picture

Alntroduction to DESLI i Data Explorers Securities Lending Index

AThe DESLIE family of indices tracks the chal
outstanding.

AThe advantage of the DESLIE methodol ogy is |
or by changes in trade volume so securities lending activity is not obscured by cash
market movements.

AThe DESLIE 50 covers the securities |l ending
capitalized companies in the global traditional securities lending markets. The index has a

market capitalization of $5.6 trillion (as of 12 January 2009) and a base of 100 on 02
January 2008.



Global Lending Picture
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Global Lendable Distribution
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On Loan Distribution
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THE DEMAND SIDE
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Europe ex UK
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Japan
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Asla ex Japan

DESLI ASIA xJP
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Global DX Long-Short Ratio
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Global DX

Ratio (Lona) vs. VIX
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Sector overview - USA

Utilisation
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US Utilisation Changes
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Broker Distribution US Equity
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Broker Distribution Canadian Equity
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GC VS SPECIAL
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GC vs. Specidly Intrinsic Fees
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COLLATERAL CHANGES



Balance vs Cash/ Non Cash (USD)

All Securities
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SL and RI Return to Lendable
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Cash/Non Cash Collateral (US
domicile)
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Cash/Non Cash Collateral (Europe
domicile)

All Securities
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EFFECTS AND TIMING OF US RUL
CHANGES
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US Regulatory Effects ¢ Part 2

A SEC short selling restrictions
I Disrupted the securities lending market
I Market has not fully recovered since the ban

SEC Emergency Order SEC Ban on Shorting Financials
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US Regulatory Effects ¢ Part 3

Short Interest (Billions)

NYSE Shorts and Prices
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How has Rule 204 Affected S/L?

Finding:

After Rule 204, now permanent, was adopted, most equity issues experienced a decline in the
number of loans of their shares; on average the decline was about 7% in the period after the ban on
shorting financial stocks was lifted, down from the period before the ban.

But for issues that had been listed on the threshold list before Rule 204 was enacted, the story was

RAFFSNByio® ¢KSasS WLINRPoEiSYQ ai201a als 71 op:

Interpretation:

There is some evidence that Rule 204 is causing borrowers to take out more loans of the stocks
that previously had fail-to-deliver problems, leading to threshold listing. So while the size of the
threshold list is now much smaller, Rule 204 might be leading to extra borrowing beforethe
threshold limit is crossed.
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CASE STUDIES



UPTICK RULE



Did the Old Uptick Rule Affect S/L?

wDid removal of the uptick rule affect securities lending volumes and does this point the way to how
any new one will work?

wSome commentators have blamed the lack of an uptick rule for the increase in shorting activity in

late 2007 and in 2008. Do they have a valid claim? If they are correct, will shorting (and securities
borrowing) decline further if the uptick rule is reinstated?

% Change in Shares Borrowed From One Period to the Next
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Effect of the Uptick Rule Elimination

Median Change in Share Borrowing per Stock

Time Period Pilot Stocks Non-Pilot Stocks
N = 750 N = 2,600
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9 0
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15-Jul-2007 to 15Aug
2007



UK PENSION FUNDS



Beneficial Owner Survey ¢ UK PFs
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Beneficial Owner Survey ¢ UK PFs
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Beneficial Owner Survey ¢ UK PFs
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Case Study ¢ Citl Trade

Financial Services Stocks by Intrinsic Fees
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Case Study ¢ Citi Trade (cont)

Shares on Loan, Billion:
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Conclusions

A Changes in industry attitude
A Regulatory focus

A Temporary or permanent

A New Era



