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CURRENT STATUS

" @ Dodd-Frank Wall Street Reform Iami Consumer
Protection Act signed into law by President
Obama on July 21, 2010

a Title VII of Dodd-Frank Act focuses on the
“Regulation of Over-the-Counter Swaps Markets"

_ o Certain provisions relating to futures hecame
effective on July 16, 2011 and the
implementation of swaps related regulation have .
been delayed. ‘

RULEMAKING STATUS

o Commission substantively finished proposed
rulemaking in Spring 2011. ‘

o Have completed 12 final Dodd-Frank rules and have
a robust schedule this fall to consider more final
rules. .

« Completed final rules include important issues such as:
mandatory clearing, swap data repositories, agriculture
swape, retafl forex trading, anti-manipulation standard,
whistle blower protection and large trader reporting.




CFTC DODD-FRANK RULEMAKINGS

o I, Registration

o IL. Definitions ~ Participants

o TIL. Business Conduct Standards with Counterparties

o IV. Business Conduct Standards —Internal

o V. Capitsl and Margin for Non-Banks

o V1. Segregation and Bankruptey

o VI1, Clearing Qrganization Core Principle
Rulemakings

¢ VIIL Process for Review of Swaps for Mandatory
Clearing - FINAL

CFTC DODD-FRANE RULEMAKINGS

o IX, Governance and Pessible Limits on Ownership and

Control

o X. Systemieally Important Clearing Organization
Rules Authorized under Title VIII of Dodd-Frank

o XI. End User Exception .

o XI1L, Regulated Exchange Core Principle Rulemaking

o XI{I. SEF Registration Requirements and Core
Principle Rulemaking

o X1V, Registration Requirements for FBOTs

CFTC DODD-FRANKE RULEMAKINGS
o XV. Rule Certification and Approval Procedures
FINAL :

o XVI, Swap Data Repositories Registration Standards
and Core Principle Rulemaking FINAL

o XVIL Data Recordkeeping and Reporting
Requirements

© XVIIIL Real Time Reporting .

¢ XIX. Agricultural Swaps FINAL

o XX. Forex (Retail Off Exchange) FINAL

o XXI, Pefinitions — Producta

o XXII. Portfolic Margining Procedures . @




CFTC DOpD-FRANK RULEMAKINGS

o XXIII, Anii-manipulation FINAL

o XXV, Disruptive Trading Practices

o XXV, Whistleblowers FINAL

o XAVI, Position Eimits )

o XXVIL Investment Adviser Reporting

o XXVIIIL Volcker Rule

o XXTX. Reliance on Credit Ratings FINAL

o XXX, Fair Credit Reporting Act and Disclosure of
Nonpublic, Personal Information ~ FINAL

o XXXI. Conforming Amendments

o XXXII. Large Swaps Trader Reporiing FINAL

JURISDICTION

o Definitions of 2 awap
« Title VII of the Dod&-Frank Act gives & broad list of
products that are covered.
» CFTC-SEC joint rulemaking submitted a proposal in
May 2011 for public comment
o Provides interprative guidance that define certain insurance,
eonsumer/commercizl mortgage, and forward products as
outside the definition of 4 &wap.
& F¥ forwards and swaps are included in the deEnition of a swap,
but Treasury hae issued a proposed rule to exempt them,

JURISDICTION

o Swaps va. Security-based Swaps

« The SEC has jurisdiction over security-based swaps,
while the CFTC has jurisdiction over swaps

o Secarity-based swaps defined to inciude: swapsbased ona
single serurity or loar, narrow-based security indices, or on
the acrurrence of 2n event relating to a single iasuer or
issuers of securities in & narrow-based security index

o Bwaps defined to include! commodity swaps, brosd-based
index credit default swaps, interest rate swaps, currency
swaps, and swaps on broad-based security indices




3 CORE ELEMENTS OF REFORM

o Dealer and participant regulation Mandated
registration and regulation of swap dealers snd
mgjor swap participants

o Clearing Reduced risk by moving eligible
derivatives onto central clearinghouses

o Transparency Increased pre-trade transparency
by moving eligible cleared derivatives onto
regulated exchanges or swap execution facilities
(SETs), and increased post-trade transparency
for all swaps

WHAT IS A SWAP DEALER?

o Any entity that:
= Holds ftself out as a dealer in swaps;
"+ Is & market-maker in swaps;

* Regularly purchases and selis swaps as an ordinary couree of
business; or

» Engages in any activity that would cause a person o be knowa
in the trade asa dea.ier or market-maker in swaps.

[ CFTC-SEC pro_posal BAYS charsctenstics of & 8D include:
+ EDstend to accommodate demand from other parties
+ 8Ds are generally available to facilitate other pa.mes’ mtemst
in swaps
5Ds tend to enter into awapa on their own standard terms or on
terms they arrange in response to other parties’ interest

SDs tend to be able to artange castomized terms for swaps on
request

EXEMPTIONS AND EXCLUSIONS FROM SwAP
DEALER DEFINITION

o De niinimis exception: an entity that engagesina
de minimis quantity of swap dealing in connection
with transactions with or on hehalf of its
eustomers.

© CFTC-SEC proposal requires that a person meet
the following conditions to qualify:
= Aggregate effective annual notional amount is < §100M

+ Must not enter into swaps as s dealer with »15
tounterparties in a year

* Must not enter into =20 swaps as a dealer in n year




=

WHAT IS A MAJOR SWAP PARTICIPANT?

¢ Any entity that;

s Is not a swap dealer; and

» Maintains a substantial position in swaps for any
major swap eategory excluding positions heid for
hedging or mitigating commercial risk; o

« Has substantial sounterparty exposure that could
have serious adverse effects on the financial stability
of the US banking system or financial markets; or

s Who is a highiy leveraged non-bank financial extity
that maintains a substantial pesition in swaps.

o CFTC-8EC propoasl ereates formulas for
“substantial pesition”, “substantial counterparty
expoaure” and “highly leveraged”

REGULATION OF DEALERS AND MAJGR
‘ SWAP PARTICIPANTS

o Capital and margir requirements

o Requirement to maintain daily trading
rocordsfaudit trail

o Reporting and recordkeeping obligations

o Business conduct standarda

o Documentation standards, and

o Requirement to designate an in-house chief
complianee officer -

BUSINESS CONDUCT STANDARDS FOR SDS AND
MSPs DEALING WITH COUNTERPARTIES

o CEA Section 4s and the CFTC proposed rule contain
business conduct standards for SDa and MSPs dealing
with eounterparties ineluding:

© Verification: Duty to verify a countparty’s eligibility to
transact in awap markets
o Disclogure of )
= Materizl rigks for high risk bilateral swaps
« Materisl incentives and conflicts of interest
© Daily Mark: Duty to provide the daily mid-market value
of uneleared swaps to the counterparty
o Clearing: Duty to notify of the right to clear
o Fair Dealing and Gogd Faith: Duty o ensure that 21
communications with counterparty are fair and balance




INTERNAL BUSINESS CONDUCT STANDARDS
FOR 8Ds AND MSPs

o Section 731 of Dodd-Frank further amends CEA Section
4s with respect to business cenduct standards and other
requirements for swap dealers and major swap
participants, including:

o Business conduct standards relating to;
» Such matters as the Commission determines to be
appropriate
e Diligent supervision
+ Agherence to all applicable position Hmits
o Reporting and recordkeeping
o Daily trading records
o Documentation standards (confirmation, precessing,
. netting, documentation, and valuations o? swaps)
o Recordkeeping for security-based swap agreements

CLEARING REQUIREMENT

T e Al eligible swaps must be cleared on a registered
clearing organization

o End-user exemption: End-user counterparty may opt out
of clearing requirement if it
» Ienot a financial entity
+ Uses swaps ta hgdggmmits commercial risk, and

« Motifies the appropriate regulator of how it meets its financial
chligations when entering into non-cleared swaps

o Proposed hedge/mitigation definition encompasses:
+ Swaps that ave bona fide hedges nader OEA nudes, qualify for
hedging treatment under FASB 815 {formerly 188) or
econcmically appropriats to the reduction of riskina @
commercial enterprise

CLEARING ELIGIBILITY

o Initiated by the clearing organization

+ Clearing arganization sabmits swaps it plans to clear to

ita regulator
o DCCs ara prasumed eligible to accept for clearing any swap
that is within a class that the DCO alwady cleare.

« Regulator must review and conaider public comments to
determing if the swap must be cleared

+ Regulator must make its determination within 90 days
of submission to the regulator

o Initiated by the Regulator
» On an on-going basis, the regulator must review swaps
to determine whether the clearing requirement should
apply . ’




FACTORS TO CONSIDER WHEN MAKING
MANDATORY CLEARING DETERMINATION
o Existence of significant outstanding notional
exposures, Hquidity and pricing data
o Availability of rule framework, capacity, operational
experiise and resources, and credit support
infrastructure

o Effect that clearing will have on the mitigation of
systemic risk (consider size of market and resources
of the clearing house}

o Effect on competition {considering clearing fees,
ete.) '

o Existence of legal certainty in case of insclvency of
the clearing organization/one or more clearing
membhers

REPORTING REQUIREMENT

o All swaps transactions, whether ¢leared ar
uncleared, must be reported to a regiatered swap
data repository (SDR).

o If no SDR exists to accept the swap transaction, the
details of the transaction must be reported to the
regulator.

o There is no geographic mandate on where an SDR
must be located.

SDR REQUIREMENTS

@ SDRs are subject to registration and must adopt
procedures for auditing, monitoring, and confirming the
data. )

o CF'PC proposed rules specify data fields that must be
reported.

o An 5DR must provide épen and equal access to all swaps
in a given agset clasa.

o Access to Data:

+ BDRs must provide the CFTC with direct electronic acesss to
the swap dasa.
« Other regulators can receive access to data:
o Directly from SDR if that regulator indemnifies the SDR
& Directly from SDBR. if it is dually registered by the other regulator

o From CFT{ provided the regulator agrees to keep the information
confidential.




PuUBLIC REPORTING

o Real-time public reporting for gll swaps

« “Resl-time” means "as scon as technolagically
practicable after the time at whick the swap transaction
has been execated.” :

+ CFTC proposed rule says counterparties may satisfy this
requirement by executing on a SEF or DCM.

< If swap not executed on a SEFDCM, then must be reported io
an SDR or 8™ party that can act as real-time disseminator

» OFTC proposed rule lists data fields to be reported
including, price, volame, contract type, tenor, ete.

s CFTC proposed rule has real-time disseminator delaying
reporting by 15 minuies for block trades

o DFA requires that reported information does not
indentify the participants to the swap transaction @

TRADE EXECUTION

o Swaps éubject to the mandatory cléaring requirement
must be executed on a regulated exchange ora SEF, .
unlesE no exchange or-SEF makes the swap “available to

trade
« Bwaps involving non-gligible contract participant
connterparties, limited to trading on regulated exchanges
© An eligible conteact participant is a designation for a regulated
entity, such as & financial institution, insurance company, er a
corporation pr comenodity peol with: # significant amount of assets.
This classification permits these persons to engage ir transactions
{such as trading on & derivatives fransaction execution fncility} not
generally available te vetail customers,
o No Single Dealer Platforms
* ‘a irading systen or platfornt in which multiple participants
have the nbility to execute or trade [swapse/sacurity-based
swaps} by accepting bids and offers made by multiple
participants in the facility or system, threugh any means of
interstate commerce”
+ Platforms must provide impartial, oper access

TRADE EXECUTION

‘o0 CFTC proposal implements the execution
requirement by allowing transaction to be traded ons
Ozder Books or Request for Quote (RFQ) systems,

» Ordey books include trading platforms where all market
participants car enter bids and offers, observe bids and
offers entered by others on the platform and transact on

* those bids and offers.

= RFQs include trading platforms where market
participants transmit a RFQ) to at Jeast § market
participants in the platform. Any resting bids or offers
on the platform must be taken inte accdunt and
communicated to requester,




TRADE EXECUTION

o CFTC proposal codifies regulation and provides
guidance governing SEF obligations on:
+ Trading and products reguirements,
+ Compliance obligations,
o Surveillance obligations, and
» Financial information and resources requirements,

o The SEF propesal intends to meet the Dodd-Frank
goals of:

+ Increasing pre-trade transparency
» Increasing price competition
. » Increasing market participation/open access

S |

INTERNATIONAL IMPLICATIONS
o Scope of Dodd-Frank:

» CEA Sec. 2(i) states that the provisions in
the Act relating to swaps<shall not apply to
activities outside of the United States unless:
Such activities have ¢ “direct and sigrificant
connection with activities in, or effect on,
commerce of the United States, . .."

+ Applies to all activities subject to Frank Dodd.

« No exemptions for SPs, MSPs, and 8DRs.

» However, comparability exemptions exist for DCOs,
SEFs, and FBOTs. .

o Coordination-CFTC will coordinate with foreign
regulators in instances where Sec, 2(1) results in
entities being registered both here and abroad

COMPARABILITY EXEMPTION
o Applicable entities;
« FBOT's that provide "direct access” to 2 US person;
» DCOs; and ’
s SEFs.

¢ Criteris—CFTC must find that entity is subject to'
“comparable comprehensive supervigion and
regulation” in the home country.




POLICY DIRECTIVE ON INTERNATIONAL
HARMONIZATION

o Dodd-Frank Section 762: CFTC, SEC and bank
regulators “shall eonsult and coordinate” with
foreign authorities on: Establishment of "consistent

international standards” with respect ¢o swaps and
swap entities,

o CFTC shall:

+ Consult and coordinate with resf:lect to the regulation of
futures; and

« May agree to such information sharing arrangements as
may be deemed necessary or appropriate....”

10



“Qver-the-Counter (OTC) Derivatives
Markets and Participants: A Regulatory
. Update from Europe

Sarzh Harris
Manager
Claaring and Settlement
FsA
October 2011

%

The 520 agreemant on OTC Derivatives FSA

= In September 2008, G-20 Leadars agreed in Pittsburgh that;

dardised OTC derivative contracts should be traded on

_‘w¥thanges or elactronic trading platforms, where appropriate, and

cleared through central cottiterparties by end-2012 gt the Intest,

ative conlracts should be reported to frade repositories.

Iy cleared contracis should he subject to higher eapital

fs. we lsk the FSB md fts :eievan! menibers to §ssess
and It

]
transparenicy in the derfvatives arkets, mitigate systemlc risk, snd
z=project against market abuse.

$

The (G20 agreement on OTC Derivatives ‘ FSA.

~ Edropean lmplementation of this agenda falls intc 3 pieces of leglsiatian

+ EMIR ..

~ Allstandardised OTC contracts should be cleared through GRS
_All dérivatives should ke reparied ta TRs

w Risk, ¢ standards for fearad denvath

= Pan EY regimes for COP and TR supervision

=CRD4 .
ZNgn-gertrally leared contracts should be subject to higher captal
requirements [... than cleared contracts}

MiFE Review

rdised comtracts should be traded on exchanges or elecirorde
ding platferms, where appropriate




EMIR; Current timeline FSA

« EU Commissicn
~ Proposad EMIR on 15 September 2010

entary amendments discussed at 4% July Plenary

enguing since Octaber 2010
n approach reached en 4 October 201§

+  Next Steps
. Trilogue discussions and final agreement In Q4 2011 7 G1 2042

ubmission o the Commission by end June 2072
. fed potential for delay
% Final Implementaticn by end 2012

EMER: Mandatory Clearing of OTC Derivatives FSA.

- it Process for deflning produsts for mandatory cleatlg of OTC detivatives

- ESMA led Botlora Up and Tep Dewn approaches
Fracesses to Inchide public consuftation

s and non-financfald if they transact son-hedges of an ameunt
aring threshold”
REudes trades with 37 country counterpariies who would be subjest to

mendatoty eleadng ¥ they were established |n the U

ding to *catagories of party” and
contracts

Inading” of trades exectted before EMIR enters ints force
Polential *frontieading” of rades exacuted post entry into force but before
dlearing obigation putin place

- E;'JECCPS authorised by nalional authorities &nd 3™ couniry COPs tecapnisad

EMIR: Mandatory Clearing of OTC Derivatives FSA.

Key Quistanding issues

il
5.xiMidals for acoess to GCPs by wide renge of market pariicipants

I onatstency between EU and 2% Countres legislative frameworks




EMIR: Mandatory Reparting of OTC Derivatives FSA.

= Product Scope
— All asset classes In scope {FX included)

. Parleipant Scope
+ Al firms

.

Mmiplementation
— Patentally full back-loading™ of all ective trades including thase executed
hefors EMIR enfers into forge

TR
=.£U TRs and 3" sountry TRe which have been recognised by ESMA

Key Outstanding issue
- F'{uuuct Scope: OTC vs. all derivatives

EMIR: Risk Management of non-cleared trades

¥ Requiremeatts for all macket participants

~ Timely confirmation, via electronic means where available
i ‘Reguiar portfofio reconcliation
Robust dispute resolution

+ Further requirements
AR fiiancial firms and nen-financisls If they transact non-hedges of en
aihaunt above the “dlgaring treshold”

Appropiiate exchange of coflaterat
~ Helding of proparionate amaunt of capital (fnancial firms enfy)

.fmplemrrhzlgn
Na “hackdearing® of trades executed before EMIR enters Into force
rrrontloading” of trades betweer financizl counterparties only

Ky Outstanding fssues
Participart Scope: Infra-group Transactions
Independent Arount vs, Varlation Margin

EMIR: Pan EU Authorisation/Supervision of CCPs & TRs FSA‘

« CePs :
- ELF COPs natienal euthority-ded with input trom-college struchire, %
¢ courry CCPs by ESMA

<R
=.-EU and 39 country TRs by ESMA

rutes

ted to be targely based on CPSS-OSCO Princples for Financial
Market Infrastructures {once finallsed)

= To be fleshed out in detall by ESA Binding Technical Standards

+* Hay Quistanding issues
~ COCFITR: Rale of nationsl aythoritles vs. ESMA conceming authetisalion
=06 Access 1o central bank fiquidity
= Numereus technicai differences between Ceuadl and Parliament texts




EMIR; International agenda FSA.

+ [nteraction with legislation in other jurisdictians ctitical
&ofsigtency ve regulaiory arbitrage

— potential extra-territoriality

work underway to promode hamenisation

:E"CUPAR regulation; CRESHOSCO
— FU)jUS dialogue orgolng

Gontact Details : FSA‘

Savah Harris
HManager
Clearing and Settlement
FSA

++44 207 Q66 2306
sarah harris@fsa.gov.uk




OTC Derivatives Regulation in Japan
improving the Stability and Transparency of
OTC Derivatives Markets

17 October 2011

Makoto Seta

o « Financial Services Agency
A » Government of Japan

Policy Background and Regulatory Framework

racts sh d {o
iy cleared mntracts should be sUbJem ) !11gher p
& PSRN HeTeievert members fo atsess regulary
aid whiether it is sufficientta improve fransparency in he’
i ale systemic nsk and profect b

' Mandatory CCP Clearing

= Wthlist mpe:dng'

eoncerning the defermination of & gredi
- appropriately Involved, and id be &b ) rle#ec! elr
wotermington. K

@ Centrally cleared by domiestic CGPS
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- Strengthening the CCP Infrastructure

j2a uirement for shareholders:
tig to tiold moire Hiar 20% by vol

*DIRECTENTRY . "~
"8y 0 licencing regim
dist

bje:

(G Trades mot fing

(B} Trades using Trde
el unler §A] of (2]

pastiory

1. For trades thal are subject 4o mandatory CCP clearing, CCP stores the trade
. infermaflon and reports them fa the regulator
{l. Designation of trade repesitories (TR) by public notice

TR: D NRSR an app by the TR

o] :
Desip Forelgn TR: D -

Wfan P supenisory
established and ks compiiant with the domestic repering regime

Finarcilal institutions can report irade information through TRs or directly to the |
Domestic TRs are required to stang and fo submit trade information to the regulator

C Schedule for implementation

Promulgation
ofLaw

iyear

2years znd 6 ronths

Comazinta farce1 year

afler promulgation

CamesInto force
& moitths aftar promuigation

2 years and




: Current Regulatory Issues

G20 TF:

ciples for i
ors regarding ©

Dodd Frank Act EMIR and MIFID, &g’
fy caoperation an foreign TRs

‘ Current Regulatory Issues in Japan







10/18/2011

Making Electronic Markets More
Resilient & Efficient

CFTC Inmternational Reguiators
Conference’
Ccreber 17,2011

Cétegories of Policies

* Good things that have been done
»  Good things still to be done
+ Bad ideas best left alone

Good Things That Have Been Bone

* Elimination of stub quotes

* Price limits & stock-by-stock circult breakers

* Limit up-limit down price limits

* Greater clarity & certainty on trade break or
bust policies ) -

« Kill buttons, but make more standardized




-

Good Things That Still Need to be
Dane

Remave areas of unnecessary complexity
Have ali orders and transactions reported to a
single piace, but...

Clearing firms should obtain written
certification that DMA client trading firms are
using

—all agreed upon risk controls

— With agreed-upon parameters that are not
changed w/o ok of clearing firm -

10/18/2011

Bad Ideas Best Left Alone

Regulatory pre-approval of algos
Farcing HF firms that make markets to

- become formal market makers

Reguire a minimur resting time for orders
before execution

Transaction tax

Other Ideas

* Discouraging excessive messaging — a task for

exchanges or regulators

+ Fixed minimum tick sizes
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- Central Caunterparty Clearing et work
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Against the backdrop of the financial crisis, parts of the -
darivatives market have praven resitient, parts have
shown deficiencies -




Shift of current derivatives market towards a market
- structure with improved safety and integrity

rint

Siatus quo Bluey

fanrce: Geutache Birss Geoup 2008, WhTaprpms

E&Geu P
! [ a

Agenda

+ Recap: Lessons beamt from erisis in 2008

E;G.... veoier - ’ .
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Misslon of Eurex Clearing: Safer Markets

Eurext Clearing’s main eonceem is {o provide a saler market, which is needed it
derjvativas ara to deliver thelr full economic benefils -

A safer marketis b parent, fo insplre trust

- g efficiant, 50 processes sre simple snd capital costs are iwu.rf
« it snsures that lvestors’ pasitions are profected
« And above ali i's netrtral, xo that counterparty risk Is mitigated

Whish isexactly what Eurex Clearing helps to provide, )
Because the mare people have fafth in the markets, the more theyil feel claar {o trade,

%-« iz .
[—— '




Central OTC clearing services improve soundness of
market infrastructure and strengthen market integrity

Eurwt BTG martat ks — 11 elraiten. Eropxrad OTC marial wnchr - 4.t rdatmties
Bilstorsibiadng L choarlng Bialoralirading & huikkrat lraring

] oot of st vt -5

@ Reduced systemictisk {2 Increased tansparoncy (3) Efficiency gains
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- O arormes sl Ak eorbsi ant = Nkl poun vakedon by - Efeae i
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payon. + Bty waning Necon by duy e + v ke stk
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Ef,
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Eurex Clearing focuses on four success factors to
increase market integrity, while delivering efficiencies to
market participants

Eurax Clanring Tergats

o

Salcted Initiathas

Froduct

Goveragel
Dlatribution

Cperational
T Efficlency

Risk
Management
Gapital

-

Saundneey

EC...., casricy : -
[ — .

ey

Risk management services are key building biock to
Improve scundness of market infrastructure and to
strengthen market integrity :

- Wimum « Ovamight - indra-Dayriakc - Wmdmum oroer ~ Natting oft a1
Compary Cophas (gl NOOZSA0G W quantey gat ‘povtione
Reqienents caledition welul posfiors.

pricea & - Uquidetion of 8%
Regutalary - Collsterst otaliiet Stop Bedton ‘pattions and
ovensight wealuwton oliphraiy
Orilina chack of Alet and
Gontsinfiont  * Callection of Oweite 0o Comtion s
tecaringfmd TR -+ may reauR i ‘margin. B cewring fured of
mengin cals inirp- Oy
Techrical & Rexime
dperational peation mArgin Acditonal poct-
e md eoRatoral
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B : ERE S

Next Generation Risk Management Model defined along
- five major cornerstones

Capital
* Efficiency

Robustiess

~» Cansistenc

Flexlblity

BHdE diaating

Eurex Clearing Prisma spécifically designed to be
accurate, stable and robust ’

To offer a bination of margin F have been
+  Accurary anzares OstauR Managamant procadura rafiacied
Inmargins for each porall
- 1 izt the Defeuit
Process [DMP) fime horizon
- LRy ad] -
o partalles iy
«  Risk modal designgd iz be ktablo and robust
~ Flltsred Bistarical simulzions

- Hodal erar sdfustmants for coreliion bresics, quanlis
cortacton and
(PEAHot itnplied izt

3 a g hend g
it prlaugibia et .

E.(.}m fssiex
b o "

Eurex Clearing’s primary focus in a default is to
minimize the effect on the Lines of Defense and stabilize
the markets :
Eurex Clearing lines of defansa

J Burx Clearing pravic

+ The clearing membe: provides marghs and 2 contrbiton to e Ear
Clowring Furl ?

Resarve lab Equity

+ The comiribution Io b Claering Fund b based on & minimum comtrituetdon and
# ynaimic componart ok
aiamfon

+ There i o combined Charing Fund for Usted end OTC businwes faxcapt
DS which fs covered vin 8 saparats Claasing Fund)

+ FoRowing & reallzation of any na Fura by e pon.
dafauttad Chinring Mambars, such Clieting Mambars are eskad & raplanish -

+ Chausing Membars' total nbityls hawsver Gmifod as thay hava e ghi s
‘witxdraw Srom v CGF. This mearss Erzt 23 long 4 Clearing
wepgrt T GOF s wish o keep thw posibiorss and Ere nrarket, the COF
does notdetaut. - :

o e .




SR ERED

The new Default Management Process to comply with
market expectations and regulatory guidelines
Overview of future Default Macagement Process fmmework

Chewring Fund +,
Othier Lines of Detense -

: Timing to match halding period for marginlng of the Bquidatan graup - -

+ Chepostionsnd © Handiogus o ASMRC BN -~ Gty - Acorpled 1 B badiog

callplspnster :::mu cmnrq:;:q g, p | Depettismer

ity pocter e petiora] cosvether

oy S DS poitiorm, e g Baadantly - S austions, Burss
by ming Ching

Eurex Clearing ensures highest protection by providing
segregation and timely portability '

Ve have intreduced a further dimenalon 40 ayr proven clearing senvics by
‘wddrazsing segregation and parkablity needs thet wilt benefit both Clesring
Kembers snd their cliarts N

Since the unpracedamtad axample fom 2008, thare has beon a prowing dontand
from clients for mechanisms to efectvely addrazs the requiremants far Clant
Agsat Protection :

= Our enution huew been dasignad with: 2 visw tn angure compiance with regulatory
Initiatives that will ba implemented during 2012

+  Ouw Glisnt Asset Protection sarvica hax bean desfgnsd o defiver
- Murdmum protection for cllents undar & proven fegal construet

- Regregatan af et margin Impact o weniala
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In a first step the individual Clearing Model was
introduced In August 20114
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Individual Segregation — maximum portability
through individual position and collateral accounts

individual Segrragation |4 affeted t Reglsterod
Custemars {RC)

Positonis e hold on segregated RC position aomunts

[l s

- The margia roquiramant (MR) of an RC Is covared by a
dadicatud collgteral poct, which
anly helds coflataral for tha purpasa of this R

Collaleral s segrageted from the riwtgry colluteref
of the Chl e Frop!

~ The securifias callatural account ramalns within
tha account ctuchums of the CM and
13 chaady laballed &o hold collatara! for the pumcas
of the segregated RG

- Cosh Sofiteral Is pakd frem tre necount of the CW
with = idenblier indicating e meapectivy RG
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Using Central Clearing
Counterparties (CCPs)} in OTC
Derivatives Markets

Sarah Harris

Manager, Clearing & Settlement
Market infrastructure & Policy Department

QOctober 2011

OTC Derivative Market B
Bilateral Risks vs Clearing FSA,.

.. Bilaterat Cotlateralisation

e [owe
Dervative
transaction

L)
membar

3 Non-clearing
member

CCP Ctearing

Client clearing FS;?

thyough & CCP .

Baxs i ghis Trvoprable capital treatment 1o centraly

clanrnd trades

+  Bocatse of COPw smermibleship roquirernents, most
clients will have 45 find 2 clearing member to eve
cceax bo,COPE

Rorits gtintersidfty ek will be raffigatad by

nssats fom a defuting mamber o 2 back-p
© o chearng menmber

»  Thers are & varisty of redals of segregation and
prrtabilfty baing Saveioped and requirtion shousd
Faciftantd Ghoives for Utderdying clients




Access to CCPs

members of & COP are elighle to dear their OTC derivatives through the

feria for CCPs are the first step Iy a COP's fisk management framawark
e appropriately restriciive and yet facifilate falc and spen access
] riefits can be directly comelated te, or & proxy for, a risk to be mitigated
7 Typleal risk related aboess criteria include:
+ “Caphtal aid Gther financial membership requiremerts
+ Requirements to demonstrate operational capacity
‘Rilles thal'bbigate participation In 8 GGP's defaut procedres
city to fransact in the curencies 2nd fransact in the caliateral used by the CGP

Currently a focus amengst regulaters and CCPs to review access criteria to ensure
proporticnality and apprapriately justified in terms of the safety and efficiency of the FM
i fildlter for individual jurisdictions to determine whether they want to see

eetabished/mandate die use of a local CCP

-

interoperability FSA

rPobenﬁaI benefits: greater efﬁnfency {threugh retling and elimination of multiple
GeRmemberships), greater cholce of CCPg
tential feks: increase cam?plexdty and inter-CCP cradit sk (cortagion)
+ Any addifenal or increased rishs identiied must be adequately miigated
of Regulatary Positon cn Intacoperatlity by AFM, DNB, FINMA,

5 face different burdies to intercperabilly as compared to other

2

Authorities info sharing arrangements A
; Some develog cns#eciﬁ: for OTC Derivatives CCPs.

within OTC Dertvatives Regulators Forum

Azsgssment of lmpact of EM|R on European CCPs and how this will
ementsvﬂthMor‘rties cutside of Europe

it ar be k
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Getting Over the Bar. Creating Clearing Options
for Smaller Market Jurisdictions

17 Oclober 2011
Tim Hodgson
Special Adviser to the Gevernor, Bank of Canada

C$ IRS market is systemically imporiant to Canada,
primarily due to its centrality to financial system

ierations
~Fis use of ofher hedging
managing interest  lending by banks sirategies are imperect
rate fisk sIncreased borrowing and and may:

Allows Fls to lending spreads ~Intreduce basis risk
efficiently provide «Negaliveé impaci or functioning  —Not provide sufficient
credii lo the of otherinterest rate markets liquidity
broader economy  —Higher volatility as banks

attempt to replace IRS
hedges

Central clearing Will help control the systemic risk in
C$ IR derivatives

Awell ﬂsk—pfoofed CCP can reduce propagation of financial stress by:

H + Reducing counterparty risk through netfing

» Managing counterparty sisk through a CCP's
strong, iransparent &nd censistent sk contrels

* Reducing knock-on defaults through novation, sk
muluatization and an erderdy close-out of defaulters”
positions

+ Reducing the fikelthood of macket freezes '




The Bank of Canada has responsibility to oversee
systemically important clearing and settlement
systems

10/12/2011

Since the C$ IRS market is systemically important,
the Bank of Canada has a legal responsibility for its
oversight

R i
« Co-operative oversight amangements | » Co-op

IR
eraiive oversight regime in

not yet developed for OTC which the Bank would kave fimely

derivatives COPs. access 1o inferrdation and ability to
+ Rele of the Bank of Canada in any have meaningful influence i ex

future cooperative oversight regimeis ;  ante CCP risk cantre! configuration

uncsrtaln and in a stressed sifuation

The Bank of Canada Is not comfortable with a long
- term offshore CCP solution where there is no plan
for provision of emergency liquidity

vl
» Increased systemic risk if CCP + Dffshora COP needs sufficient
cannol accass liquidity needed as committed private sector iiquidity
part of its defaul! procadures facilities to meet tiquidity needs {inc.
» Cusrently no format process fora C8) from fargest default

central bank to provide coordinated | » Home jurisdiciion central bank
multi-currency emergency liquidity to |  should provide mulii-currensy
CCPs emergency tiquidity, including C$, to

« Today the sbove process (s a wark In | the offshare CCP in pre-specified
prograss emargency circumstances




The Bank of Canada needs orderly solvency and
resolution regirnes in the home country jurisdiction
to be comfortable with offshore CCP solutions

10/12/2011

Horeoe My

+ No specific resolution regime + Existence of arderly rescfution
applicatie to CCPs today regime for offshore CCP

* Mormal barkrapicy laws could fead to | « Input into configuration of
esset freezes or disorderly resolution regime for offshore CCP
fiquidation, which would have major - to be consulted dudng emergency
negative implications for financlal siluation where COP may need
system resclution

An onshore clearing mandate could trigger
undesirable dynamic that could impose efficiency
costs and increased systemic risk

A rrnrkéi

“habidity?

Anonshore CCP would offer oversight benefits
in the event of a participant default
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The Clearing Process and
Supervision of Clearinghouses

Internaticnal Symposium and Training Program

Reguiation of Derivatives Products, Markets and Financial
intermedizries for International Market Authorities

Qciober 2011
Heldl M. Rauh, Special Counset
Division of Clearing and Risk
Commodity Futures Trading Cormmission
Presentation Overview

* Clearing Process
+ What is it?
» How does it work?

« Supervision of Clearinghouses
» CEIC Regulation of Ciearinghouses {Division of Clearing and Ris!
+ DCO Registration Process
+ DCO Cora Principles
+ DO Gversight

CLEARING PROCESS




Non-Cleared Markets

The Problem:

Will your counterparty be
willing and able to pay his
losses (your gains)?

Non-Cleared Markets (2)

» Market participants must: . .
+ Assess creditworthiness of potential counterparties.
+ Set counterparty credit limits. ‘
« Coltect collateral:
+ Monitor counterparties’ credit.

+ Make multiple payments toffrom each counterparty or
agree to net.

* Pay to/colfect from each counterparty.

What is Clearing?

~» Clearing is the process by which
s trades in futures contracts and options on futures contracts
+ Swap {OTC) contracts
are processed, guaranteed, and settled by a clearinghouse.
+ Each clearing member deals with the clearinghouse, rather than
dealing with many counterparties,




Novation

+ The clearinghouse becornes “the buyer to every selier and the
seller to every buyer” {“novatian”).
» At the point where the trade becomes novated, the clearing
guaranies bacomes effective.
= This means the clearinghouse guarantees the obligations of each
clearing membet.

Central Counterparty

» Claaring substitutes the credit of the clearinghouse for that of
the coutterparty.
+ Clearing only minimizes credit risk; it does not eliminate it

Clearing Relationships

« Each market participant {customer) must have its trades carried -
{guaranteed) to the clearinghouse by a clearing membet.
+ When the clearinghouse steps in, each cleasing member contracts §
with the elearinghouse, not with the other party.
« Each tlearing member's obligations/rights resulting from trades run
toffrom the clearinghouse, not toffrom other members,




Offset

+ Because each cantract Is with the clearinghouse, a
clearing member can liquidate a long or short
position originally entered into with one
counterparty by enteringinto a short or long
position with another counterparty.
= The long and shart positions are "offset.”

« The important condition to offset is standardized
contracts.

« Ease of offset contributes to liquidity of market.
= The vast majority of positions are not heid to delivery.

Liquidation by Offset

Participantsina Clea_rihghouse

s Clearinghauses have a legal relationship only with entities that they
have admitted as clearing members.
+ Clearinghouses have no legal relationship with the
customers of their clearing members. ’




Participants in a Clearinghouse

» Clearing members generally are financial institutions, such as
futures commission merchants {FCMs) and banks.

+ The clearinghouse only admits members that qualify with sufficien
+ Financial strength;
+ Risk management sophistication; and
+ Operztional capabilities.

+ The clearinghouse qualifies each member, so members do not hav
ta qualify each other as tounterparties.

Clearing Member
Qualifications

* A clearinghouse has the ability to evaiuate its
members at several points: before mltzaliy
admitting them, during the periodic review of
financlal reports, during periodic examinations,
and in case of trouble.

+ In the U.S., commodity brokers carrying customers
{FCMs) are required by the CFTC to meet specific
conditions of financial strength, which we will
discuss later, However, clearinghouses frequentiy
set higher requirements.

* A clearinghouse may expel or limit the prlwleges
of members that become financially weak.

Clearinghouse as Monitor

= Clearinghouse yualification of each member brings great value to
the financial system:
» the reduction of credit-monitoring expense
« goncentration of credit-monitoring expertise
« the use of a market *reutral” as a menitor.

+ The clearinghouse has intense interest in the member’s financial
strength, but no competitive interest in the direction of the
member’s market positions,




Clearinghouse Organization

+ An operating divislor of an exchange,
= E.g., Chicage Mercantite Exchange {CME])
* An affiliate of an exchange,
» E.p., ICE Clear 2nd ICE Clear Europe (affiliates of ICE Futures LS and
intarcontinental Exchange)
« Anindependent entity that provides clearing services for one o7
more markets,
+ E.p., Options Clearing Corporation
+ Astand-alone clearer of swags
« E.g., LCH

Clearing Process Overview

» Trade Processing and Position Management
+ How does the clearinghouse handle trades and pasitlpns'?
+ Financial Management
+ How does the ¢lesringhouse handle mark-to-market pays and
collects?
+ Risk Mznagement
+ How doas the clearinghouse assess risk and calcufate margia?

Trade Processing and
Position Management




Trade Processing

« ‘The clearinghouse matches and settles all trades
between members.

« The clearinghouse receives the details from one or
hoth parties to the trade and then confirms that
those details (e.g., price, quantity, identity of
contract and parties to the trade) are the same.

Position Management

* The clearinghouse registers positions resulting from trades:
« the cleatinghouse updates the positions that result from the
trade.
« 3 particular trade can either result in an addition to an existing

pusitian, a subtraction from an existing position, or the off-set of
=h existing position. :

Final Settlement

* In settling contracts that are physically deliverable (rather
than settled in cash), the clearinghouse

» assigns fongs to shoris (o relationship to original counterparties}
« provides a venue for and assists with the verification of delivery

« golleets deltvery margin, but does not guarantee delivery.

For options, the clearinghouse

« asslgns & short o each exercised long,

» may aufomatically exercise in-the-money options at explratien

« ¢onverts exercised options ta futures,




Financial
Management

Margin

« Performance Bond {“initial Margin”)

* This is the first and most important mode of risk
management- liquid collateral in the possession and
control of the clearinghouse. ’

« Variation Margin .

« The clearinghouse coljects losses and pays gains at least
once or twice a day, which ensures that losses don’t
accurmuiate,

« Real-time prices are used.

« The dearinghouse has the abifity to.make special calls in
times of high stress.

Mark-to-market -

» Each day, for each contract, a “settlement price” is
determined.

* For futures, options, and certain swaps
+ genenally based on the peice 5t which the contract traded on the
market at the end of the day.
« For each position, a profit or Joss {(compared to the previous
I 1t price] is ealeulated .
+ Forinterest-rate swaps,
» may be based on cash flows discounted using a canserisus yleld
cuive
+ Profit ar foss Is calculated based on the sum of the values of the
cash flows. |




Example: Mark-to-Market

= Aistong corn ([Zecember).

- Bisshort corn {December).

+ Yesterday's settlement price was $1,000.

+ Today's settlement price is $1,010.

« A’ position has profited $10, and B's position has lost £10.

Settlement Price

* Settiement price generally determined by reference
to prices during the closing period of the trading da
{e.g., ast minute, last 30 seconds).

« [f there is no trading in the closing period, the
settlement price might be determined by:

‘« Prices earfier in the trading day.

+ Price relationships {e.g., relationshlp between various
expiration months in the same underlyingon Day 1 might
ha used to determine settlement prices on Day 2, where
there Is no closing-period trading in a given explration
month). .

* The option curve {Black-Schotes).

Settlement Price (2)

+ |n the US, settlement prices generzlly are set by markets in
the first instance, but the clearinghouse retains the right to set
settlement prices for its own use,




Pay/Collect Gains / Losses

« Far each clearing member, profits and losses on zll positions/cash
flows zre aggregated o a single net amount.
« The ctearinghouse collects from those members with aggregate
losses, and pays to those members with aggregate gains,
« Collections and payments are in immediately avaifable funds.
» Over all clearing members, pays and collects will net fo zero.

Settlement Banks

Futures clearinghouses in the U.5, are not members of the Federal
Resetve Bank's large value payiment system.called Fedwire.

= As such, they use the servites of cartain banks to effect money
settlements on behalf of elearing members,

mare approved settlement banks, and the clearinghouse has debit and
cradit authority over these aceounts to effect the transfer of funds.

n  After gvery mark-to-market calculation, the clearinghouse will send
Instructions to its settlement banks to debit accounts with losses and
credit accounts with galns.

-The bank will ¢onfirm these instructions, and collections and payments
are effected in immediately available funds,

«  Once funds are transfetred ovar Fedwire by these banks, there Is finality B

of settlernents as these transfers cannot be unweund,

Each elearing member Is required to have settlement accounts at one or B

Clearing payments cycle example

+ 6a.m. ~Clearinghouse notifies settiement banks of coflects .
from members. -
« 7 a.m. — Deadline for settfement banks to confirm witlingness
“to transfer funds.
» 8a.m. ~ Settlement banks transfer funds for coflects to the
clearinghouie.
* 9 a.m.~Settlement banks receive funds for pays from the
clearinghouse.

10



Performance Bond
(“Initial Margin”} (1)

+ performance bond is posted against less on an open contract.
« it is not & down payment on purchase.

« It is posted by both the buyer (the “long”} and the seller [the
“short”). .

Performance Bond
(“Initial Margin”) (2}

» Performance bond is collected immediately aftera |
positian Is established, and is held until the positicon §
is offset or delivered.

« If the member fails to make a payment when due,
the clearinghouse may use alt of the performance
bond posted by the member ta meet the member's
abligations.

« in the U.S., customer performance bond is
“segregated” from performance bond on
proprietary positions. However, customers are
treated in the aggregate. ’

Form of Performance Bond

+ Parformance bond is in the farm of cask or highly liquid
securities accepted by the clearinghouse. i :

~» Securities accepted as performance bond are frequently
*haireut” ~ valued at a discount to thelr current market price —
o account for the possibility that they may fose market value,

11



Setting Performance Bond?

« Performance bond is set for each contract, using
a statistical analysis based on the volatility of the
undertlying product.

» Historical and/for implied volatility may be used.

» For historicat volatility, clearinghouses look at volatility
aver, a.g. 30, 60, 120 days, and extreme moves over
the past severat years.

« For implied valatility, clearinghouses use option pricing
models (e.g., Black-Scholes) to caleulate valatility
implied from the price of the at-the-money option.

+ The calculation generally covers the largest one-
day loss at a confidence interval of 993%.

Futures Risk Managefrient
SPAN |

« CME’s Standard Portfelio Anatysis of Risk (SPAN®) is used to assess §

risk for a pottfolic.

« SPAN is the official performance boad {margin) mechanism of 50+

registered exchanges, clearing ofganizations, service bureaus and
regutatory agencies throughout the world,

'SPAN

+ SPAN permmits assessment of risk across related products.
~ Related underlyings {Qil vs, Natural Gas).

- $ame/retated underlyings, different delivery months [September vs.
Decetnber).

- Optionsvs. futures {S&P 500 Long December future vs, S&P Short
Decemnber Call 1 1350).

— Different opticn strike prices/directions.
= Evaliates a portfolio aver 16 scenarios.
» Options priced using option pricing model.

12



Parameters

« Margin for each product.
« Vafatiiity range for each option.

+ based on the largest expected daily change in volatility.
» Inter-commadity spread credit.

» for refated underlyings

+ based on the historica! correfation of price movements
+ inter-month risk charge (same commodity).

« hased on the extent to which price movements in differen
months are not perfectly correlated.

» Short eption minimum charge.

‘Risk Management

* The clearinghouse periodically will review

performance bonds by:

. Rezssessing historical or Implied volatility on a periodic basls;
andfar )

» Backtesting by locking at actual price changes'for a petiod of time
and determining bow many times losses exceeded margin.

s |f the intended coverage (e.g., 99%) is not met, the
methodology for margin setting must be adjusted.

« In circumstances of high volatility (e.g., for oil,
events in the Perstan Gulf), the clearinghouse will
consider a special increase in performance bond.

Intra-Day Settlement

« iMast clearinghouses undertake mark-to-market
and performance bond calculations during the
trading day while trading is still going on { the
"intra-Day Settlement Cycle™.) ’

» The clearinghouse wili take 2 “snapshot” of
prices and apply them to ali open positions.

« [t wilk collect all losses, and pay out a portion of the
gains. This provides an additional fayer of protection.

« The clearinghouse may also coilect Performance Bond.

13



Financial Supervision of
Clearing Members

« Clearinghouses monitor their members
- ‘Exposme limits may be set based onthe
characteristics of a firm (capital, parent guarantees,
normal losses). i
* Stress testing may focus on potential exposure
+ Escalating action may be taken when imits are neared
or exceeded
= Clearinghouse may contact the member or
settlement bank for reassurance
= Early payments may be required

Default Management

» Where a member falls to meat its obligaticns, the
clearinghouse can mitigate its risks by liquidating the
defaulter’s poesitions In an orderly manner,

* In ordinary circumstances, perfarmance bond on depositis

designed to equal or exceed the losses incurred on
liquidation. However, default is often associated with
. extraordinary circumstances.

Default Management -- Collateral

 The clearinghouse will first address the defaulter’s liquidated
obligations by using the colidteral pledged to it by the
defaulter.
+ The defaulter’s Default Fund contrisiution supplements its

performance bond on depostt.

+ If Defaulter’s collateral 1s insufficient to cere the entire
defaulted amount, the dearinghouse will utilize the
components of its financial safeguards package.

14



Default Management -- Safeguards

= Each Clearinghouse has a financial safeguards package, which may
include:

+ Default Fund contributions feom each member;
* A specified amount of capital of the clearinghouse in excesg

of operational needs; :
= A standby letter of credit (for liquidity);
» Default insurance; and

* The ability to assess each member for specified additional
contributions In excess of basic Defauit Fund contributions

Default Fund - How much

Lamfallussy standard:
+ The singie largest exposure based on a stress test,
Developing standards:

+ The sum of the two or three jargest exposures based on a
stress test,

Default Fund - How Allocated

* May set contributions based on a percentage of eac
member's average risk margin;

* May determine the total amount necessary and S
allocate based on a member's relative risk margin or g
number of contracts traded; E

+ May set contributions as 2 percentage of member
capital; or .

= May set minimum and maximum contributions,
regardiess of other factors (e.g., no less than $2
milien, no more than $10 million).

« Default Fund contributions generally are reassessed
periodically {e.g., quarteriy).

15



Bankruptcy Issues

* LS faw provides specific protections for customers and
counterparties of a bankrupt commedity broker,

* Customer property (primarily segregated funds) is protected
against claims by other creditors. '

+ Customer property is paid out to customers in proportlon to
their net equity claims {futures},

* Counterparties {such as clearinghouses) holding coflateral

" deposited by a bankrupt broker may liquidate and use that

" coflateral despite the "automatic stay” in bankruptcy, Such

collateral alsc Is protected from a “preference” action in
bankruptcy.

The Limits of Clearing

« No clearinghouse fully guarantees all possible
obligations. Thus, clearinghouses do not
eliminate counterparty risk.

* No clearinghouse has unlimited assessment power
over its members, '

+ Clearlng members always are subject to the fisk of
clearinghouse default or failure, _

+ Default Fund and performance bond deposits are at
tisk if a clearing firm defaults.

* Customers are zlways subject to the risk of their fellow
customers because 2 firm may be unable to meet its
obligations If another customer defaults,

SUPERVISION OF
CLEARINGHOUSES




CFTC Regulation of
Clearinghouses

« Any ciearinghouse that seeks to provide clearing services with
respect to futures contracts and options on such futures
contracts traded on a U.S. Designated Contract Market, or
with respect to swaps with effects in the U.S., must register
with the CFTC as a Derivatives Clearing Osganization (DC0)
before it can begin providing such services.

How Is “DCO” Defined?

A DCG is 2 clearinghouse, clearing association, clearing cotporation,
or similar entity that: ’

i, enables each party to sn agreement, contract, ar transactian to substitute

through o on of gtherwise, the credit of the BCG for the credit of the
parties;

. arrangesor pravides, on a multitateral basis, for the settleraent or nerting
of obligations; or

stharwise provides clearing services or arrangements that mutuafize ac
transfer credit risk among participants.

DCO Core Principles

* “To he registerad, and to maintain registration, each DCO must
comply with the 18 Core Principies set forth in Section
ShicH2) of the Commoadity Exchange Act {CEA] and CFTC Rules
{Part 39} -
= Subject to CFTC Rules, the DCO has diseretion in how to
achieve compliance,
* CFTC in process of adopting DCO regulations:
= Increase legal certainty for DCOs, clearing members, and market
particlpants i

+ Prevent DCOs from Iowering risk management standards for
competitive reasons and taking on more risk than is prudential

= Assures DCOs are meeting minimum risk management standarcs

17



DCO - CHIEF COMPLIANCE
OFFICER (CCO)

» Dodd-Frank Act amended CEA to require each DCC fo designate a

<o

“

» Duties of CCO:

s

Report to Board or a senior Officer at HCO

Revlew DCO compliance with Core Principles

Resolve conflicts of interest

Administer complianee policies and proceduras

Easure compliznce with the CEA and CFTC rules applicable to DCOs
Establish procedures for remediation of non-tornpliance issues
Prepare Annual Compliance Report

DCO Registration ~ Form DCO
application (1)

.
>

.
Tommonw

General

Financial Resources

Participant and Product Eligibility
Risk Management

Setflement Procedures
Treatment of Funds

Default Rules and Procedurss
Rule Enfarcemant

DCO Registration - Form DCO
application (2)

- [
Cay
* K
L
- M.
e,
.0,
‘R
-a
R

System. Safeguérds

Reporting

Recordkeeping

Public Information

Information Sharing

Antitrust Considerations
Governance Fitness Standards
Conflicts of Interest

Composltion of Governing Boards
Legal Risk Considerations

18



DCO Registration - Form DCO
application (3)

» Application includes:
= Clearinghouse rules

Business Plan
Regulatory chart and znalysis of how clearinghouse will comply
with Core Principles

Copies of relevant agraements {with service providers and
participants}

Descriptions of system test procedures, tests and test result
= Usually a site visit to see facilities and meet staff

DCO Registration — Form DCO
application (4}

= 180 day review pericd
« CFTE can “stay” (suspend) application review if warranted
» CFF(C can deny approval
+ if application is approved, the CFTC will issue an Order of
fegistration )
« Order may include corditions or limitations

» BCO may ask CFTC to amend Order {use Form DCO for
amendments)

Adequate financial, operational, and
managerial resources.

- Finanhclal Resources — Sufficient financial resourcesf
{capital} to meet its obligations as a clearinghouse B
including .

= operating expenses for a year
«  coverage of potential default.

+  Qperational and managerial resources —
Organizational structure, experienced professional
staff, and other operational support necessary to :
meet its obligations as a DCO.

19



Participant and Product
Eligibility (1)

*  Participant eligibility requirements that demonstrate the
financial and operational capacity of members, incleding
membar/fcustomer risk management.

- Product eligibility requirements that demonstrate that the DCO
will clear only products for which it can zppropriately manage
the risks.

Participant and Product Eligibility
(2)

DCO shall have procedures to verlfy, on an otigoing basis,
compliance with pariicipation / membership requirements
Participation and membership requirements must:

+ Be ohjective

+ Be publically disclosed

= Permit fair and open sccess.

Risk Management (1)

» Must be adequate and use tools and procedures appropriate
to the risks the BCO will tncur.

« Must measure credit exposures daily and monitor such
exposures periodically throughout the business day.

20



Risk Management (2)

» Must use margin and other risk control tnechanisms to fimit
exposure of DCO to fosses from default to ensure that
+ Qpemations of DCO wouﬁd not be disrupted
« Nen-defaulting members or participants would not be exposed to
losses that they cannot anticipate or control.

= Models and parameters used in margin-setting must b risk-
based and regularly reviewed,

Settlemenf Procedures (1)

+ Ability to complete settlements on a timely basis under varying
circumstances.

+ Operational capability to manage infermation and complete
settlements under both nermat and unusual circumstances.

« Limit exposure of DCO ta settlement bank risk
= Accomplish fiows of funds. -
« intetfaces with banks and other clearing organizations.

Settlement Procedures (2)

* Establish rutes that clearly state obligations of DCO with
respect to physical deliveries, ’
« Ensure that risks arising from sush obligations are managed.
« Possess the ability to.comply with netting armngements with
other clearing organizations.
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Protection of Member and Participant
Funds

. Use of depositoriesfeustodians to keep funds safe and limit
conceniration of sisk. :

. Standards for investmeant of member/eustomer funds.

. Minirnize risk of loss or delay in access.
. Should be in instruments with minima! cradit, market and fguldity
risks,

Default Rules and Procedures

*  Clearly state default procedures

v Make publically available default rules -

+  Ensure that DCO }nay take timely action to
*  Containlosses and liquidity pressures ‘
«  Continue raeeting each obligstion of the BCO.

" Rule Enforcement

*  Adequate Arrangements f Resources to:
+  Maoniorand enfosce comgliance with rufes
*  Resolve disputes
+  Maintain abifity to discipfine, imit, suspend or términate the -
activities of a member which violates DCO rutes
*  Reportrute enforcement activities and sanctions to CFTC.
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Systems (1)

»  Estebiish and maintain a program of risk analysis and
ovearsight to identify and minimize sources of operational
risk,

+ Automated systems must be reliable, secure, and have
adequate scalable capacity.

Systems (2)

+  Emergency procedures and a Plan for Disaster
Recovery.
+  Timely recovery and resumption of operations.
.+ Must periodically test those arrangements to ensure
that backup resources are sufficient to easure daily
processing, clezring and settlement.

Reporting to CFTC

* Obfigation to provide necessary

reports to allow the CFTC to oversee

clearinghouse activities
* Asrequired or upon request
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Recordkeeping

+ Maintenance of all business records
for five years in a form acceptable to
the CFTC.

+ Must demenstrate ability to reliably store and promptly
provide required records.

Public Information (1)

.+ Must provide to participants in markets cleared rules,
aperating procedures, and default procedures.

« Provide ahifity to identify and evaivate aceurately risks and costs,

| Public Information (2}

+ Public disclosure -

= Terms and conditions of each contract ¢leared and settled.

= Each¢learing and cther fee, .

+ Margin-setting methodelogy, and size and compasition of
financlal resaurce package

= Daily settletment prices, volurie and open interest for each
enntrast settled and eleased.

¢ Any other matter relevant ta participztion.
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Information Sharing

» Participation in appropriate
domestic and international
information-sharing agreements.

= Use relevant information obtained
from such agreements in risk
management.

Competition

« Avoidance of actions-that result in
unreasonable restraints of trade or

that impose material anti-competitive

“ burdens on trading
+ Unless necessary or appropriate to meet
the policies of the Commodity Exchange
Act

Governance Fitness Standards (1)

* Establish governance arrangements that are
transparent

« To fulfill public interest requirements

« To permit consideration of the views of owners
and participants.
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Governance Fitness Standards (2)

+ Establish and enforce appropriate fitness
standards for

« Directors-

+ Members of any disciplinary commitiee

* Members of the DCO

* Any other individual with direct access to

_ settlement or clearing activities of the DCO
* Any party affiliated with any of the foregoing.

Conflicts of Interest

+ Estahlish and enforce rules to minimize conflicts

of interest in the decision-making process of the
Dco :

* Fstablish a process for resolving such conflicts

Compdsition of Governing Board

* Ensure that Governing Board includes market
participants.
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Legal Risk

» Must have a well-founded, transparent and
enforceable legal framework for each aspect of
its activities.

DCO Oversight

+ CFTC Division of Clearing and Risk

* Chief Counsel

* Risk Surveiilance
« Clearing Policy

* Praduct Review
* Examinations

DCO Oversight Reviews (1)

* Ta determine compliance with the BCO Core
Principles, the CFTC’s Division of Clearing and Risk
{DCR) conducts periodic reviews thatinclude:

* Review of policies and procedures;

* interviews of DCO staff;

+ Walkthroughs of DCO procedures;

* Anzlysis of Core Principle compliznce; and

« Presentation of conclusions and recommendations to the
Commission.
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DCO Oversight Reviews (2)

* The reports of DCIO’s oversight reviews are
delivered to the Commission but are otherwise
kept confidential. Significant findings are shared
with the applicable DCO.

* DCIO selects and times its oversight reviews
based on risk and resource availability, as such
reviews generally are staff and time intensive.

+ DCIO staff also are in general communication
with DCOs regarding supervisory issues on an
‘ongoing basis.

DCO Risk Surveillance (1)

« Objectives:
* To identify posttions in cleared products that pose
stgnificant financial risk

* ‘fraders that pose risks to DCOs
+ Clearing firms that pose risks to DCQs

« To confirm that the risks are appropriately managed
+ At the clearing firm
+ At the DCO .

# Identify traders/cearing firms/DCOs at risk
+ Based on current market conditions
» Based on account characteristics

DCO Risk Surveillance (2)

* Account characteristics include:
* Absolute size
Short optiohs size .
Slze relative to markat .
Size relative to clearing firm's capital

Slze relative to the PB oh deposit st the clearing firm or at the
pco

Size relative ta the cleating firm’s assets

Size relative the BCO's financlal rasource package
Cumudative size across muitiple markets
Newsabout a particular trader or FCM

LRI
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DCO Risk Surveillance (3)

» Estimate magnitude of risk — conduct stress tests
» Assess risk management technigues

« AtDCO

+ At clearing member

» Discussions
+ with DCO
+ With clearing membsr
« With frader
« With ather regulators

DCO Rule Submissions

« DCOs must submit ta the Commission any new rule or rule
amendment that impacts the rights and ohligations of the
DCO, its clearing members, or other market participants in
connection with the clearing activities of the DCO.

“Rules” is defined broadly - any constitutionat provision,
bylaw, rule, reg, resclution, interpretation, advisary, terms aad
conditions, . ., And any amendment thersto - .. Made ot
tssued by the DCO

Rules can be {i} self-certified to the Commission as compliant
with the CEA [made effective after 1 business days} or [ii)
submitted to the Commission for approval {45 day review
period}

DCR - Product Review

+ Dedd-Frank Act requires that swaps be submitted to the CFTC
for review to determine whether they are reguired to be
cleared ) ’

« CFTC is adopting regufations (§ 39.5) to implement Dodd-
Frank provistons for review of swaps for a clearing
determination




Dodd-Frank Act: Systemically
Important DCOs

+ Title Vil of the Dodd-Frank Act allows the Commission to
prescribe regulations for those DCOs that the Financial
Stability Oversight Council has determined are systemically
important (SIDCOs).

+ SIDCOs may have additional requirements regarding; e.g.,
financial resources.

« CFTC must conduct examinations of SIDCOs anaually.

30



Retaif Foreipn Exchanpe Deaters

H Futuzes Commission Marchants

intraduding Brakeo







i
- %*& -
L 7
el

e

5@;@:&

SEEA
?@w%

M
.
















el
‘“@I}V‘
g
Gulalo







Ty
i

i




11



i

i

e iy :

e i

gwg i A
i

5
e
i
-
S
Fi2:
i
i

A
A
e
.

.




13



Tt
i

i)
e

3 ‘,.%ff?."_g“ i
g reo
i




L
HhinR

.
= o
i

15



W

16



17



18












il

i













A

it




;

I

c|B
":r&t*
Eﬁlﬂf’~

-




Ea
A

=
bk o

10



11



x;m
L

12



?mv
e
=
Iy

._.,.mrﬁ.# FEi
)




Sl

b
i
S
.
L




T
ey
i .

s

i
-




il
e
e

i
s

E{‘tgﬁ




mpla




2

R
i

S

i
e

i

I




Q

e

o

o

-
e

e
Mt










T oD TN




=

o

-

i

o
e

11



B o
o i
eietn
G
e
S

i
i
e

e
S

B
e
e

AL

.

12



St
% S

L

13












B Aspedsraents
W Wemibersfif ey
e Regitration Fees

L

g







i
R
i i
S
4‘1‘?41%{1 3}‘1*3}“*
















10



	CFTC研討會資料-1
	CFTC研討會資料-2
	CFTC研討會資料-3
	CFTC研討會資料-4
	CFTC研討會資料-5
	CFTC研討會資料-6
	CFTC研討會資料-7
	CFTC研討會資料-8

