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SPEs and, 25
Columbia Business Law Review, 283
Commodities:
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168-169
conflicts of interest, 168
duties owed to special entities, 167-168
recordkeeping/reporting requirements,
164-167
registration requirements, 163
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generally, 83-84, 85
global, 79-80
order of rulemaking/comphance, 74
Derivatives trade. See also tife cycle of
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modern, beginnings of, 246
reform and, 10-12
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171-172, 304, 305
Dodd, Chris, 64
Dodd-Frank. See also Title VII of
Dodd-Frank; Title VIII of Dodd-Frank;
Wall Street Reform and Consumer
Protection Act
basis for, 70
organization of, 131-132
rules in, 132-133
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Electronic Give-Up Agreement System
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Electronic trading systems, 190, 204,
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Energy swaps, 344-345
English FSA, 251
Enron:
failure of, 19, 26-28
loophole, 287-288
Equity swaps, 339-340
EU. See European Union ‘EUJ)
European Commissisn(FC), 121, 122
European Union (EU),121-123, 129
Exchange Act..Sce Securities Exchange Act
of 1934
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Brivish. carly, 255-258
e rlivst modern, 300-301
explained, 107-108
North American, early, 246-249
Exchange-traded derivatives, 188, 203-204,
347-348
Exchange-traded options, 327-328
Executory contracts, historic, 245

Fannie Mae, 268-269
FCM. See Futures Commission Merchant

(FCM)
Federal Energy Regulatory Commission
(FERC), 144

Federal Farm Board, 265

Federal Home Loan Mortgage Corporation
(Freddie Mac), 268-269

Federal National Mortgage Association
(Fannie Mae), 268-269

Federal Reserve, 285. See also New York
Fed

Federal Reserve Act, 90, 260
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FERC. See Federal Energy Regulatory
Commission (FERC)
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FIFO. See First-in, first-out (FIFO)
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global (see Global financial crisis)
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timeline for, 55-57
of 2008 (see Market crises of 2008)
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hearings begin, 65-66
report by, 288
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FMUs. See Financial market utilities (FMUs)
Foreign currency (FX), 277
Foreign exchange derivatives, 143-144
Forward(s):
futures contract vs., 6
options on, 344
options vs., 320-322
prepaid, 7-8
spot trades and, historical, 243-244
standardized, 108-109
Frank, Barney, 63-64, 135
Fraudulent conduct, 150
Freddie Mac, 268-269
FSA. See Financial Services Act (FSA)
FTA. See Futures Trading Act(¥T A,
FTPA. See Futures Trading Piactices Act
(FTPA)
Futures:
contracts (see Futares-contract(s))
exchange, explained, 101-102
explained, 3, 6, 85-87
features of (see Futures contract)
market (see Futures market)
model (see Futures model)
reasons to trade, 7-9
regulation of (see Regulation of futures)
Futures Commission Merchant (FCM):
addendum to agreement, 206
agreement, 205
CFTC regulation of, 189
Futures contract(s). See also Futures
after 1994, 283-284
in action, 115-117
clearinghouses for, 303-304

creation of, 303
daily settlement, 110-112
margin, 110
market history and (see Futures
contracts/markets history)
offset, 109-110
standardized forwards, 108-109
Futures contracts/markets history:
first market/Osaka, Japan, 92-93
general cash office, 93-94
modern era, 1848, 94-97, 258-259
Shad/Johnson Accord and 1982
reauthorization, 98
Futures Industry Association (FIA), 206,
207
Futures market:
Central Clearinghous# in, 11-12
structure of, 12
Futures model:
concepts and. (se: Futures model/concepts)
crises and-(:2e Futures model, crises and)
default by clearing member in, 117-120
glohel reform (see Global reform, futures
model)
Futtres model, crises and:
Bear Stearns & Co., 90
Lehman Brothers, 91-92
Long-Term Capital Management (LTCM),
87-89
Futures model/concepts:
clearinghouses, 104-108
clearing process, 102-104
exchanges, 107-108
futures contract, 108-112
futures exchange, 101-102
generally, 100-101
Futures Trading Act (FTA), 262
Futures trading halted, WWII and, 267
Futures Trading Practices Act (FTPA), 276
FX. See Foreign currency (FX)

G-20 (Group of Twenty Finance Ministers
and Central Bank Governors), 80,
120-121

GAO. See U.S. General Accounting Office
(GAO)

Geithner, Timothy Franz:

appointment as Secretary of U.S. Treasury,
60
Bear Stearns and, 57-59
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Gensler, Gary, 75
German bank failures, 19th-century, 249
Glass-Steagall Act of 1933, 29, 32-33, 265
Global derivatives market:

generally, 39—-41

TRACE reporting system/credit

derivatives, 41-42

trade reporting/compliance engine, 42-44
Global derivatives reform, 79-80
Global financial crises:

derivatives and, 9-10

global response to, 2-3
Global reform, futures model:

Asia, 125-126

Canada, 123-125

European Union (EU), 121-123

G-20 and, 120-121
Glossaries:

derivatives law, 156-157

legal documentation primer, 208-210
Goldman hearing:

developments from, 70

employee bonuses, 68, 69

as U.S. reforms catalyst, 67-68
Government-Sponsored Enterprise (GSE);49
Grain Futures Act of 1922, 262-263. 256
Gramm-Leach-Bliley Act, 133, 142
Great Depression:

bucket shops and, 261-262, 501-302

mortgages/foreclosures, Z&8

reform following, 7273

trading and, 263265
Great Recession of 2098, 265, 271, 283
GSE. See Government-Sponsored Enterprise

(GSE)

Hill, 61

Hill v. Wallace, 262

History, derivatives/futures. See also Market

structure before/after 2010

1970s dealers/swaps/redlining, 269-272
1987 crash/1990s crises, 279-286
1993 swaps exemption, 276-277
21st century, first decade, 288-289
antiquity, barter system and, 233
biblical times, 234-236
bill of trade or exchange, 241-242

Commodity Futures Modernization Act
(CEMA), 286-287
Commodity Pools term, 249-250
dark ages/medieval Europe, 239-240
derivatives history, themes with, 232
earliest derivative, 230-231
early 20th-century America, 258-267
Enron loophole, 287-288
exchanges, early beginnings of, 242-243
Fannie and Freddie, 268-269
Futures Trading Practices Act (FTPA),
276
generally, 229-230
ISDA, 277-278
modern era, 1848, 258-259
Muslim Empire, 240-241
new Stone Age, 236-227
option markets, eyoition of, 275-276
OTC and exchange-aerivatives, 233-234
OTC market_ hir'h of, 274
Protestanteforination and, 29, 244-249
questicns early derivatives, 237-239,
290
S Ls/mortgage finance, 268
spot trades/forwards, 243-244
Ten Wise Men advisory group, 250-258
trees, forests, and wildfires, 231-233,
289-290
U.S. regulators, swaps recognized,
273-274
History of ISDA:
beginnings of, 194
ISDAs in post-reform world, 194-195
prior to 1985, 193-194
Home ownership/housing. See also Mortgage
financing
U.S. housing market collapse, 55, 56
U.S. policy fostering, 47-49
House of Cards (Cohen), 91
House of Representatives. See U.S. House of
Representatives

Index-based weather derivatives, 4-5
Initial margin, 110
Interest rate swaps:
centralized clearing and, 63
explained, 337-339
first, in 1981, 302
LIBOR and, 8
International Herald Tribune, 33
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Lehman Brothers Special Financing Inc.
(LBSF), 202

Levin, Carol, 68

LIBOR. See London Inter-Bank Offered Rate

International Swaps and Derivatives
Association (ISDA):
Control Agreement, 193
documentation (see ISDA documentation
in practice) (LIBOR)
give-up/execution agreements, 207 Life cycle of derivatives trade:
history of (see History of ISDA) 1: legal documentation, 211-215

ISDA Master Agreement, 191, 193, 195,
197,278
using an ISDA, 190-193

: trade execution, 215-221
: alleging/affirming trade, 221-222
: FCM take-up, 222-223

L AW N

Investment Advisors Act of 1940, 76, 136 : trade centrally cleared, 223-224
Investment banks, 60. See also 6: trade reported second time, 225
Mortgage-backed securities Lincoln, Blanche, 66
Investment Company Act of 1940, 136, 170,  Lloyds of London, 250
192,193,201 London Inter-Bank Offered Rate (LIBOR), 8
ISDA. See International Swaps and Long-Term Capital Management (LTCM),
Derivatives Association (ISDA) 87-89, 285-286
ISDA documentation in practice: LTCM. See Long-Terin Capital Management
addendum to FCM agreement, 206 (LTCM)
appeal for listed documentation, 203
FCM agreement, 205
generally, 202-203
give up/execution agreement, 206-207
OTC trading vs. exchange-traded
derivatives, 203-204
Issuing SPE Trust (SPE):
bonds issued by, 25
as special purpose entity, 23-25

“Major securitv-based swap participant,” 64
Malawi we: ther derivative, 4-5
Margin 110
Marke: crises of 2008:
causes of, 20-25, 58, 84
credit derivatives/credit default swap,
44-45
derivatives and, 23-25, 49-51, 61
Enron and, 26-28, 29-30
futures market and, 86
generally, 17-18
global derivatives market and (see Global
derivatives market)
GSE mismanagement, 49
as historic, 71
home ownership, U.S. policy fostering,
47-49
private-label residential mortgage-backed
securitization, 45-47
regulation, absence of effective, 30-34

Johnson, Hugh S., 73

JPMorgan Chase & Co.:
Bear Stearns sold to, 57-3%. 20, 202
credit derivatives and, 254
Morgan Stanley and, 265

Kapner, Kenneth R., 270
LBSF. See Lehman Brothers Special

Financing Inc. (LBSF)
Legal documentation primer:

background, 190

generally, 187-190

glossary, 208-210

ISDA, history of, 193-195

ISDA, using an, 190-193

ISDA documentation (see ISDA
documentation in practice)

OTC architecture (see OTC architecture)

Lehman Brothers, fall of, 1-2, 9, 59-60,

90-92, 202-203, 286

shadow banking system, 34-39

structured products accounting practices
and, 49-51

warning signs ignored, 18-20

Market structure before/after 2010. See also

History, derivatives/futures
ancient commodity markets, 299-300
derivative clearing organizations, 307-308
earliest modern exchanges, 300-301
Great Depression/bucket shops, 301-302
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market participants/OTC derivatives
trade, 309-311
open outcry/pits give way to machines,
302-305
reform of U.S. market structure, 305-307
swap data repository, 308-309
Marshall, John F., 270
McDonough, William, 87, 88
McMahon, Mike, 61, 62
Members of the New Democrats Coalition:
clearing mandate, exemptions to, 62-63
Minimum transfer amount (MTA), 200
Mirroring derivative trade, 5, 10-11
Morgan Stanley, 7, 265, 283-284
Morrison v. National Australia Bank,
149-150
Mortgage-backed securities:
issuance of, reform and, 59
private-label residential, 45-47
2008 market crises and, 58
Mortgage financing:
incomprehensible terms and, 60
redlining, 271
S&Ls and, 268
subprime lending, 271, 282-283
MTA. See Minimum transfer amount
(MTA)

NAB. See National Australia Bank (NAbB)
National Australia Bank (NAB), 143-150
National Futures Association (MFA},
271-272
National securities exchanges (INSEs), 304
Negative-basis CDSs, 255
New York Fed:
historic firm collapses and, 86
Lehman Brothers and, 91
LTCM and, 87, 88
OTC derivatives market structure and,
65
New York Times, 89
NFA. See National Futures Association
(NFA)
1907 Bankers’ Panic, 260
1933 Act. See Securities Act of 1933
1934 Act. See Securities Exchange Act of
1934
1940 Act. See Investment Company Act of
1940
1993 Swaps Exemption, 276-277

Notes, credit-linked, 335-336
NSEs. See National securities exchanges
(NSEs)

Obama, Barack:
Dodd-Frank signed into law, 71-73
election of, 60
reform principles introduced by, 58-59, 66
reform speech, Cooper Union, 58, 60,
66—67
Title VII effective date and, 136
Offset, 109-110
Options:
basics, 322-324
call options, 323
exchange-traded, 327-3%3
on forward contracts/-ammodities, 344
forwards vs., 320-322
on futures contracizy 114
markets for, = rolation of, 275-276
pricing (so2 Opntions pricing)
put optioss, 5, 10, 324
stratesies, basic, 326-327
Options pricing:
closing an option, 325-326
intrinsic value, 324-325
time value, 325
OTC architecture:
ancillary documents, 201-202
confirmations, 200
control agreement, 200-201
credit support amount, calculation of,
199-200
Credit Support Annex, 198
delivery amount, calculation of, 198-199
generally, 195
Master Agreement, 196-197
Schedule, 197
OTC derivatives:
bilateral/swap structure, 191
clearing mandates for, 61-62, 63
growth in trade of, 286
ISDAs and, 190-193
legislation, 63-64
market structure, 65
massive losses and, 55, 59
OTC derivatives trade, market participants:
dealers, 309-310
regulators, 310-311
traders that speculate or hedge, 309
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OTC market:
birth of, 274
collateral/counterparties and, 128
exchange derivatives and, 233-234
transformed into futures market, 71
Over-the-counter architecture. See OTC
architecture
Over-the-Counter Derivatives Markets Act
of 2009, 63-64

Panic of 1907, 260, 261
Paulson, Henry “Hank” Jr.:
Bear Stearns and, 57-59
Lehman Brothers and, 91
Paulson, John, 260
Payment, clearing, and settlement activities
(PCSs), 182-183, 184
PCSs. See Payment, clearing, and settlement
activities (PCSs)
People, Title VIIL:
market participants, 151-154, 158-159
regulatory arm, reach beyond U.S.,
149-150
regulatory bodies, 147-149
reporting requirements, 151, 152-155
Peterson, Collin, 63
Platforms, Title VII:
clearing mechanics, documentation,
technology, 172-174
DCMs and SEFs, trading venues; 171-172
derivatives clearing organizations, 172
end-user exception to clearing
requirements, 174-1735
generally, 170-171
Policy Perspectives on > TC Derivatives
Market Structure, The, 65
Prevention of Frauds Act, 250
Private-label residential mortgage-backed
securitization, 45-47
Product-related derivatives, 74
Products, Title VII:
banking products, 145-146
credit default swaps (CDS), 142-143
derivative regulation review, 146-147
energy/environmental derivatives,
144-145
exclusions from term swap, 140
foreign exchange derivatives, 143-144
mixed swaps, 142
nomenclature and, 137-138
securities in OTC market, 138-139

security-based swap, SEC regulation,
141-142
stable value contracts, 145
swaps, CFTC regulation of, 139-140
Property derivatives, 342-343
Public company directors, 170
Put options, 5, 10, 324
PWG. See Working Group on Financial
Markets (PWG)

Redlining, 271
Reform(s):
action required in, 12-13
changing derivatives trade, 10-12
derivatives (see Derivatives reform; U.S.
derivatives reform)
global (see Global ref=m; futures model
and)
principles introduced, 58-59
speech on, 55,60, 66—67
timeline for, 55-57
of U.S market structure, 305-307
as worldwide movement, 9
Regulation of futures:
accountability levels/position limits, 113,
114
centrally cleared swaps, 115
commodity prices, 114
daily price limits, 113-114
futures/listed products, examples of, 114
generally, 112-113
options on futures contracts, 114
price fluctuation limits, 114
Regulation/regulatory bodies. See also
specific regulatory body
market crises of 2008 and, 30-34
swaps recognized, 273-274
Reid, Harry, 61
REITs, as banks, 35-38
Reporting requirements, Dodd-Frank,
152-155
Roach, Robert L., 68
Roosevelt, Franklin Delano, 72-73, 264,
265, 266, 301
Royal Exchange, 247

S&Ls. See Savings and Loans (S&Ls)
Salomon Brothers Inc., 279
Savings and Loans (S&Ls):

crisis, 280-282

prior to abuses, 268
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Schlesinger, Arthur M., Jr., 72
SDRs. See Swap data repositories (SDRs)
Securities:
credit-linked, 335-336
mortgage-backed (see Mortgage-backed
securities)
Securities Act of 1933, 136, 140, 265
Securities and Exchange Act of 1934, 185,
264
Securities and Exchange Commission (SEC):
creation of, 264-265
derivative regulation authority, 148
derivative regulation review, 146-147
mixed swaps and, 142
new derivatives regulation, 61
security-based swap regulation, 141-142
SPEs and, 30
Securities Exchange Act of 1934, 136, 140,
163, 304
Securitization, private-label residential
mortgage-backed, 45-47
Security-based swaps (SBSs):
major swap participants, 64, 155,
162-163
SEC regulation of, 133, 141-142
SEFs. See Swap execution facilities (SEFs)
Senate. See U.S. Senate
Settlement, daily, 110-112
Shad/Johnson Accord Index Act, 98
Shadow banking system:
capital requirements, derivativesaid, 38-39
generally, 34-35
REITs as banks, 35-38
Smith, Adam, 246-247
South Sea Compan i/ 282-255
Sparks, Daniel, 68
Special-purpose entities (SPEs), 287
Special purpose vehicles (SPVs), 25
SPEs and. See Special-purpose entities (SPEs)
SPVs. See Special purpose vehicles (SPVs)
Stable value contracts, 145
Statutory law of derivatives. See U.S.
derivatives rulemaking
Structured products, accounting practices
and, 49-51
Subprime residential mortgage lending, 271,
282-283
Survey of derivatives:
CDOs and CDOs squared, 345-347
commodity derivatives, 343-344
credit derivatives, 329-335

credit-linked notes/securities, 335-336
currency derivatives, 340-342
early derivatives/OTC market beginnings,
320
energy swaps, 344-345
equity swaps, 339-340
exchange-traded derivatives, 347-348
exchange-traded options, 327-328
forwards vs. options, 320-322
generally, 317-318, 348-349
interest rate swaps, 337-339
option basics, 322-324
options pricing, 324-326
option strategies, basic, 326-327
overview, strategies/trade structure,
319-320
property derivatives, 3:12-343
structured products/cecaritization,
345-347
swaps follow votlons, 329
total refurn swaps, 336-337
Swan, Edw=rd J., 237, 247, 251, 260-261
Swapis):
abusve, 159
banking products and, 145-146, 176
centrally cleared, 115
CFTC regulation of, 138, 139-140
credit default (see Credit default swaps
(CDSs))
energy, 344-345
equity, 339-340
exclusions from term, 140
following options, 329
formally recognized, U.S., 273-274
interest rate, 337-339
mixed, SEC/CFTC jurisdiction, 142
security-based (see Security-based swaps
(SBSs))
statutory laws, 73-75
Title VII overview of, 137-138
total return, 336-337
Swap data repositories (SDRs), 151, 158,
305
Swap execution facilities (SEFs), 171-172,
305-307

Taxpayers, Title VII:
Dealers (see Dealers/major participants,
obligations)
generally, 163-164
major swap participants, 155, 162-163
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Taxpayers, Title VII (Continued )
regulation, most active participants,
153-154
swap dealers, 154, 161-162
Timeline, crises and reform, 55-57
Title VII of Dodd-Frank:
derivatives mandate enacted, 55
introduction to, 66, 134-136
people (see People, Title VII)
platforms (see Platforms, Title VII)
products (see Products, Title VII)
state law and, 133
taxpayers (see Taxpayers, Title VII)
whistleblowers (see Whistleblowers,
Title VII)
Title VIII of Dodd-Frank:
Council regulatory body, 177, 178, 183,
184
generally, 177-178
historical background for, 180-182
introduction to, 134-136
opposition to, 178-180
organization of Dodd-Frank, 131-132
practical results of, 185-186
systemically important activities, 183-184
what’s set into motion, and when,
182-183
TOPS. See Trade Order Processing Systemn
(TOPS)
Total return swaps, 336-337
Tourre, Fabrice, 69
TRACE reporting system, 41-42.
Trade Order Processing System (TOPS), 204
Tulip options/futures ziork=t crash, 251-252
Twentieth-century Xnievica, early, 258-267
Twenty-first century, frst decade of,
288-289

Unilateral collateralization relationship, 192
United Kingdom, 246, 250
U.S.. See America
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