How the Securities Lending Program Works

Custody client becomes
a Lender by agreeing
that Intermediary may
lend securities from its
custody accounts.

LENDERS INTERMEDIARY BORROWERS
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How the Securities Lending Program Works

Borrower borrows a
security and posts
cash collateral in the
amount of 102 percent.

LENDERS INTERMEDIARY BORROWERS
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How the Securities Lending Program Works

Intermediary invests the
cash collateral according to
investment guidelines

for the cash collateral pool.

LENDERS INTERMEDIARY BORROWERS

BUSINESS
TRUST
SHARES

CASH COLLATERAL
INVESTMENT POOL
(Trust)
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How the Securities Lending Program Works

Income from the
collateral investments
is shared between
Intermediary and the
Lender after the rebate
is paid to the Borrower.

LENDERS INTERMEDIARY BORROWERS

CASH COLLATERAL
INVESTMENT POOL
(Trust)
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How the Securities Lending Program Works

When the loan is closed,
the Borrower returns the
security to the Lender
and the Lender returns
the cash collateral to
the Borrower.

LENDERS INTERMEDIARY BORROWERS

COLLATERAL

BUSINESS
TRUST
SHARES
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Benefits and Risks to the Lenders in a Securities Lending Transaction

BENEFITS:

INCREMENTAL
RETURN ON
PORTFOLIO

EXPENSE BASE

Source: TX24752
002A
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Benefits and Risks to the Lenders in a Securities Lending Transaction

Ei INCREMENTAL gi INVESTMENT RISK

ETURN
EORI'{'FQL?(‘)V — CREDIT RISK or

DEFAULT RISK

EXPENSE BASE RISK
— LIQUIDITY RISK

COUNTERPARTY
DEFAULT RISK

Source: TX24752
002D
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Benefits and Risks to the Intermediaries in a
Securities Lending Transaction

BENEFITS:

CUSTOMER
RELATIONSHIPS

REINVESTMENT
INCOME
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Benefits and Risks to the Intermediaries in a
Securities Lending Transaction

E CUSTOMER V| RELATIONSHIP

RELATIONSHIPS RISK

o EPUTATION
REINVESTMENT RISK
INCOME

OPERATIONS
RISK
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. BORROWER COLLATERAL COLLATERAL
Risks Of Loss DEFAULT RISK INVESTMENT DEFICIENCIES

LOSS RISK
Borne by the
Parties to the
Securities Lending
Transaction

Pension Plan A

Intermediary

Source: TX25484, TX26240, TX26325, TX26267, TX27836
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The Global Financial Crisis Was Unexpected

BLOOMBERG/BEAR STEARNS INDEX OF AAA ASSET-BACKED SECURITIES JAN 2003 - JUL 2007
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The Global Financial Crisis Was Unexpected and Unprecedented

BLOOMBERG/BEAR STEARNS INDEX OF AAA ASSET-BACKED SECURITIES JAN 2003 - FEB 2010

AUG 9, 2007

BNP Paribas
suspends redemptions

aﬁf;gﬁ i) in some of its funds
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The Decline in the NYSE Composite Index Demonstrates the Severity
of the Global Financial Crisis

NYSE COMPOSITE INDEX JAN 1966 - MAR 2010
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The Decline in the NYSE Composite Index Demonstrates the Severity
of the Global Financial Crisis

NYSE COMPOSITE INDEX JAN 1966 - MAR 2010

AUG 1, 2007 —
MAR 9, 2009
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS/ 13 8 11 10 8 10 11 16 6 16 219

DURATIONS:  pontHS MONTHS  MOS. MONTHS MONTHS

JAN. JAN Mﬂ. JAN JAN JAN MN JAN JAN JAN . JAN JAN | JAN JAN JAN JAN MN_. . JAN J.ﬁ.l\'
1936 1940 1944 1948 1952 1956 1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008

TX10020, Recession dates available at http://www.nber.org/cycles.html|, accessed on April 19, 2010; Treasury yields data: TX22442
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The Current Recession Is the Longest Since 1934

e 10-year Treasury minus
1-year Treasury

RECESSIONS/ ¢ - g - o - . e o Q
DURA”ONS"/ e MONTHS  MONTHS MONTHS  MO! THS Mo e

JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN J.ﬁ.l\'
1936 1940 1944 1948 1952 1956 1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442
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Recessions and Bond Yield Spreads

ammm 10-year Treasury minus
1-year Treasury

RECESSIONS, 2
DURATIONS: ¥ ﬂ'&ms 6 16 8 8 19

1974 - 1975

United States, worldwide,
collapse of Bretton Woods:
OPEC 1973 price rise;
speculation in stocks,
REITs, office buildings,
tankers, Boeing 747s

JAN JAN JAN JAN JAN JAN JAN JAN Jﬂ.ﬂ JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

10%

1979 - 1982

United States, world,

Third World syndicated
bank loans,

OPEC 1979 price rise in oil,
real estate in southwest US,
US farmland, dollar

JAN JAN JAN JAN JAN JAN JAN JAN J.m JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320

TX30200A
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&ﬂ‘!s

Continental Illlinois
collapsed

| e

JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN .
1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS/
DURATIONS:

Runs on Savings and
Loans thrift organizations
in Ohio and Maryland

JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&rﬂs

1986

Japanese Asset
Price Bubble

(and the subsequent
‘Lost Decade’)
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1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&ﬂ‘!s

1988-1989

First Republic of
Dallas collapsed

| e
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1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&rﬂs

Japan, Nikkei shares
index, real estate
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1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&rﬂs

Bank of New England
collapsed
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Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&rﬂs

1994 -1995

Mexico, deregulation,
capital inflow and outflow,
domestic boom

JAN JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&ﬂ‘!s

JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN .
1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

buRATIONS: ik o e v g

10%

Asian Financial Crisis
1997-1998: Thailand,
Indonesia, Malaysia, Korea,
Russia, Brazil, deregulation,
capital inflow and outflow,
borrowing abroad

JAN JAN JAN JAN JAN JAN JAN J.m JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&ﬂ‘!s

1995-2000
Dot-com Bubble

JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN .
1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Recessions and Bond Yield Spreads

e 10-year Treasury minus
1-year Treasury

RECESSIONS,
DURATIONS: / %&rﬂs

Long Term Capital
Management

JAN JAN JAN JAN JAN JAN JAN JAN J.Ml JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN JAN
1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: TX10020, Recession dates available at http://www.nber.org/cycles.html, accessed on April 19, 2010; Treasury yields data: TX22442; Financial crises: TX03320
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Investments in Highly-Rated Asset-Backed Securities (ABSs)
Were Consistent with the Aim of “Preservation of Principal”

DEFAULTS OF AAA-RATED STRUCTURED FINANCE SECURITIES WITHIN ONE YEAR
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Investments in P-1-Rated Commercial Paper
Were Consistent with the Aim of “Preservation of Principal”

DEFAULTS OF P-1-RATED COMMERCIAL PAPER WITHIN ONE YEAR
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SLP’s Strategy of “Holding to Maturity”
Was the Best Course of Action to Protect Investors

INVESTMENT TRUST - 216 ALLEGEDLY “UNSUITABLE” SECURITIES

Source: TX28886
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SLP’s Strategy of “Holding to Maturity”
Was the Best Course of Action to Protect Investors

INVESTMENT TRUST - 216 ALLEGEDLY “UNSUITABLE” SECURITIES
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Exit from the Trust: Cash Redemption

Since the objective of

the Trust is to achieve

SHORT‘TERM VARIABLE RATE: a return above the

(90 DAYS OR LESS) LONGER-TERM
FIXED RATE ISSUES Federal Fund rate,

INVESTMENTS much of the portfolio
is invested in fixed and
variable securities, and
only a small portion
is held in cash.

INVESTOR INVESTOR INVESTOR INVESTOR INVESTOR INVESTOR

023A



Exit from the Trust: Cash Redemption

023B

SHORT-TERM
(90 DAYS OR LESS)

FIXED RATE
INVESTMENTS

VARIABLE RATE:
LONGER-TERM
ISSUES

In order for a participant
to exit the Trust through
a cash redemption, the
fund must either wait
for securities to mature



Exit from the Trust: Cash Redemption

023C

INVESTOR

BUSINESS TRUST

SHORT-TERM
(90 DAYS OR LESS)

FIXED RATE
INVESTMENTS

INVESTOR INVESTOR INVESTOR

In order for a participant
to exit the Trust through

VARIABLE RATE: | a cash redemption, the

LONGER-TERM

INVESTOR

fund must either wait
for securities to mature

the fund must
sell securities to raise
the necessary cash.

INVESTOR



Exit from the Trust: Cash Redemption

023D

INVESTOR

INVESTOR

SHORT-TERM VARIABLE RATE:

(90 DAYS OR LESS) LONGER-TERM
FIXED RATE ISSUES

INVESTMENTS

INVESTOR INVESTOR

In times of market crisis,
investors who redeem
early could drain the
available cash and
short-term liquidity

from a fund, leaving
those late to redeem
with longer-dated
securities which may be
undervalued or

unable to be sold
in a bad market.



Exit from the Trust: Pro-Rata Distributions In-Kind

024

SHORT-TERM
(90 DAYS OR LESS)

FIXED RATE
INVESTMENTS

VARIABLE RATE:
LONGER-TERM
ISSUES

Each participant
receives a share

in all securities in

the Trust equivalent

to the participant’s
percentage ownership
of the Trust.
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