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Legal Disclaimer 
Cautionary Note Regarding Forward-Looking Statements 

This presentation may contain forward-looking statements, including forward-looking statements within the 
meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking statements include, but 
are not limited to, statements concerning NYSE Euronext's plans, objectives, expectations and intentions and 
other statements that are not historical or current facts. Forward-looking statements are based on NYSE 
Euronext's current expectations and involve risks and uncertainties that could cause actual results to differ 
materially from those expressed or implied in such forward-looking statements. Factors that could cause 
NYSE Euronext's results to differ materially from current expectations include, but are not limited to: NYSE 
Euronext's ability to implement its strategic initiatives, economic, political and market conditions and 
fluctuations, government and industry regulation, interest rate risk and U.S. and global competition, and other 
factors detailed in NYSE Euronext’s reference document for 2007 ("document de référence") filed with the 
French Autorité des Marchés Financiers (Registered on May 15, 2008 under No. R.08-054), 2007 Annual 
Report on Form 10-K and other periodic reports filed with the U.S. Securities and Exchange Commission or 
the French Autorité des Marchés Financiers. In addition, these statements are based on a number of 
assumptions that are subject to change. Accordingly, actual results may be materially higher or lower than 
those projected. The inclusion of such projections herein should not be regarded as a representation by 
NYSE Euronext that the projections will prove to be correct. This presentation speaks only as of this date. 
NYSE Euronext disclaims any duty to update the information herein. 
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NYSE Liffe CDS – Key Points 

•! A live multilateral clearing solution 

•! Currently offering iTraxx Europe Index contracts, others to be added soon 

•! Agreements in place with ISDA and Markit 

•! A full account segregation model for the buy side 

•! Fully cleared by LCH.Clearnet Ltd in London, the world’s most experienced clearer 
of OTC markets 

•! Processed using an efficient and robust processing route, familiar to other cleared 
markets 
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               Q4 2008 

Liffe CDS – Product Timeline 

•!Launched on 22nd Dec 2008 
iTraxx Europe, Crossover and HiVol 

           H1 2009              Mid 2009 

•!H1 2009  
CDX IG, Crossover and HiVol 

•!Single name CDS 
Initially liquid index constituents 

Other contracts will be considered according to customer demand (e.g. index tranches, sovereign 
CDS) 
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•! Our approach optimises the key benefits of central clearing: 
–! Maximum systemic risk reduction and capital efficiently 
–! Daily automatic compression of all trades in the same product into a single position 
–! Flexibility to move in and out of a position with different counterparties 
–! Maximum reduction of notional allows increased ‘trading velocity’ 
–! Full account segregation 

Our Clearing Approach 

Multilateral market Bilateral market     
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A Proven Clearing and Processing Approach 
•! All Clearing Members of LCH.Clearnet Ltd. already use TRS for trade processing and 

clearing, including: 

•! Each of these entities is connected to TRS/CPS and the LCH.Clearnet Ltd downstream 
systems, and has all necessary legal pre-requisites in place to clear CDS contracts 

•! In the case of several of the above firms, other legal entities within their corporate structure 
are also LCH.Clearnet Ltd members for other services (for example, SwapClear) 

•!Bank of America Securities Ltd  
•!Banca IMI SpA  
•!Banco Santander S.A  
•!Barclays Bank plc 
•!Bayerische Hypo-und Vereinsbank AG  
•!BNP Paribas Securities Services  
•!Citigroup Global Markets Limited  
•!Commerzbank AG  
•!Credit Suisse Securities (Europe) Limited  
•!Daiwa Securities  
•!SMBC Europe Ltd  
•!Deutsche Bank AG  
•!Dresdner Bank AG  
•!DZ Bank AG  
•!Deutsche Zentral-Genossenschaftsbank  
•!Fortis Bank Global Clearing NV  
•!Goldman Sachs International  

•!HSBC Bank PLC  
•!JPMorgan Securities Limited  
•!KBC Bank N.V.  
•!Merrill Lynch International  
•!MF Global UK Limited  
•!Mizuho Securities USA Inc  
•!Morgan Stanley & Co International Plc  
•!N M Rothschild & Sons Ltd  
•!Newedge Group  
•!Nomura International plc 
•!Royal Bank of Canada Europe  
•!Royal Bank of Scotland plc (The)  
•!SEB Futures 
•!UBS Clearing and Execution Services Ltd 
•!UBS Limited 
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Architecture/Workflow – Trade Entry 
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•! Liffe CDS contracts use a standardised contract specification to enable full multilateral 
netting and associated benefits: 
–! ISDA 2003 Credit Derivatives Definitions and all subsequent updates and amendments are used, with 

permission 

–! The 2005 Markit iTraxx Standard Terms Supplement is also used, with permission 

–! Contracts cash settle into the results of ISDA credit event auctions and holders of Liffe CDS contracts 
can submit Physical Settlement Requests to ISDA auctions 

–! Contract documentation is currently being revised to incorporate change associated with the ‘Big Bang’ 
protocol including look back provisions and the use of the Determinations Committee 

–! These changes are scheduled for the 8th April 2009 (backstop dates take effect from 20th June 2009) 

–! Full specifications and documentation can be found at www.nyx.com/cds 

•! Differences between bilateral contracts and Liffe contracts: 

–! To enable a CCP to go-live prior to the Determinations Committee, a binding credit event decision 
process currently applies using a Adjudicator (replaced by the Determinations Committee in April 2009) 

–! Liffe contracts are cash settled only (physical delivery capability being launched in Q2 2009) 

•! This standardised approach allows trading with counterparties even when bilateral ISDA 
agreements are not in place, via existing exchange relationships 

Legal Contract Framework 
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•! LCH.Clearnet Ltd uses the Protected Payment System (PPS) for all payment movements  
•! PPS uses a combination of the central bank and private settlement bank models, and has been approved 

by the FSA (in consultation with the Bank of England) under the Settlement Finality Regulations 
(Recommendation 9) 

•! Consequently, the finality of payment transfers is protected from legal challenge in the event of a member 
of the system becoming insolvent  

•! Additionally, LCH.Clearnet routinely monitors the operational performance of PPS banks and their 
efficiency in meeting the required deadlines. 

•! LCH.Clearnet Ltd is subject to Bank of England oversight for the PPS and, with regard to payment 
systems, has been reviewed as part of the Bank of England 2007 Oversight Report (29/2/2008) 

•! As compared to the Continuous Linked Settlement (CLS) system, PPS brings the benefit of facilitating 
multiple intraday payments – essential for LCH.Clearnet Ltd’s capability to call intraday margin 

•! Without this capability, Initial Margin levels may well need to be higher 
•! PPS will process payments for all items (upfront payments, coupons, credit event payments), payment 

amounts are also shown in reports in TRS/CPS 

Banking and Payments  

Multiple Intraday 
Payments 

Single Daily 
Payment 

PPS CLS 
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•! Current status: 
–! Mark to Market settlement prices are produced daily from data provided by Markit, and all open 

positions are margined against these independent prices 
–! Margin offsets are already provided between different iTraxx products 
–! Current rates are at www.lchclearnet.com/risk_management/ltd/margin_rate_circulars/liffe/default.asp 

•! Future developments: 
–! We will, where appropriate, apply offsets between long and short positions in different series or indexes 

where we believe that there are strong and stable correlations 
–! As our range of CDS products expands, we will incorporate additional correlations and cross-margin for 

these as well 
–! A subsequent launch of single name CDS products will be based upon a different margining approach, 

not on the SPAN based methodology used for the initial index products  
–! As part of this launch, the margining of the index products would be moved to the same basis, and at 

this stage margin would be charged for the member’s portfolio, taking into account all index and single 
name positions 

–! LCH.Clearnet Ltd clear a wide range of instruments including fixed income, equities, commodities and 
interest rate products, and is in principle open to discuss cross margining opportunities where these are 
applicable and subject to the necessary legal and commercial agreements 

Mark to Market and Margining Approach  
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•! The following Initial Margin levels (based on a !1M notional position, margin levels Series 10) 
are currently being applied: 

LCH.Clearnet – Initial Margin 

Item Definition Euro 5Y HiVol 5Y XOver  5Y 

Current Spread Index price at current date 150 345 1,040 

Par Spread Price set at commencement of series 120 220 560 

Valuation Value of position based on above inputs !13,000 !50,500 !150,800 

IM Short (BPS) Initial margin charged to a short holder (bps equiv.) 40 105 190 

IM Long (BPS) Initial margin charged to a long holder (bps equiv.) 35 85 145 

IM Short (!) Initial Margin charged to a short holder (Euros) !17,000 !40,400 !50,000 

IM Long (!) Initial Margin charged to a long holder(Euros) !15,000 !32,000 !38,000 
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Account Segregation and Default Management 
•! For CDS we are using the same proven model that already exists for other Liffe 

and LCH.Clearnet business: 
–! Customer business can be held segregated or non-segregated from clearing member 

(dealer) business 
–! A clearing member’s segregated customer positions are margined separately from their 

house and non-segregated positions 
–! If the customer is segregated, then LCH can facilitate a transfer out to another clearing 

member at the customers request in the event of a member default 

•! LCH.Clearnet has outstanding experience of default management, including in the Lehman 
Brothers default: 
–! All positions were successfully unwound, including an interest rate swaps portfolio with a 

notional value of approximately $9 Trillion in five currencies  
–! This was accomplished within Lehman's Initial Margin, the significant majority of which 

was returned to the administrator 
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Credit Events – Determinations Approach 
•! In order to operate a CDS clearing solution and provide credit event certainty prior to the 

establishment of the ISDA Determinations Committee, NYSE Liffe developed an independent 
credit event Adjudicator process 

•! NYSE Liffe has always encouraged the development of universal standards in this regard, 
and from April 2009 we will adopt and abide by the Determination Committee approach 

•! For information, the Adjudicator process has been: 

–! A leading financial QC appointed by NYSE Liffe to make an independent determination  

–! Decisions are based on the existing ISDA concepts of Publically Available Information, the facts of the 
potential credit event, issuance of ISDA protocols, and other market events 

–! NYSE Liffe Clearing Members (typically major CDS broker/dealers) are able to participate in a Market 
Advisory Group (MAG) call to present additional facts to the Adjudicator 

–! The Adjudicator’s Terms of Reference have been specifically developed to minimise the risk that a 
decision would diverge from market consensus 

–! Full details are available in NYSE Liffe’s contract documentation 
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Credit Events – Cash Settlement 
•! When an index constituent undergoes a credit event, we use a factor based approach: 

–! The notional value of positions held against the CCP are adjusted downwards based on the relevant 
change of weighting 

–! An ‘Event Protection’ delivery contract is ‘spun off’ to represent the credit event constituent 
–! The Event Protection contract is cash settled, using the Final Price of the ISDA auction, if one is 

available 
–! Note that Physical Settlement Requests can be submitted to the auction based on Liffe CDS positions 

•! Suppose that a !100m position is held in an iTraxx IG contract and a constituent undergoes 
an event: 
–! Each constituent has a weighting of 0.8% 
–! The !100m CDS position is adjusted to become a position of (124/125) x !100m = !99.2m 
–! The !0.8m position in the Event Protection Contract is cash settled against the ISDA Final Price 
–! A final price of 65 from the ISDA auction would result in a payment to the protection buyer of (1-0.65) x 

!0.8m = !280k  



15 

•! LCH.Clearnet focuses extensively on default management, and utilised this tried and tested process during 
the management of the Lehman Brothers International and Lehman Brothers Special Financing defaults 

•! This process enables business as usual for the remaining clearing members, while protecting customers of 
the defaulting member wherever possible 

•! LCH.Clearnet is the only CCP with a highly formalised process for OTC products through the SwapClear 
service for Interest Rate Swaps 

•! This involves significant member participation in the hedging and auction activities; this process was tested 
during LBSF default, for a $9 trillion portfolio, and resulted in significant collateral being returned to the 
administrators 

•! As the CDS service expands we will continue to evaluate the default management process, with a potential 
to introduce a more formal auction process similar to that used for SwapClear 

15 

LCH.Clearnet – Default Management 
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•! As stated, Initial Margin has always been sufficient in previous defaults. However, should this be insufficient there are further 
protections, as illustrated below 

•! The adequacy of the Default Fund is stress tested daily and LCH.Clearnet is able to withstand the default of its largest 
member under the most extreme conditions, far surpassing the market events of September 2008 
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LCH.Clearnet – Post-Default Backing 

TYPE AMOUNT 
January 2009 

DESCRIPTION 

Defaulter’s margin 
collateral 

£x (dependent on the 
size of the defaulter’s 
positions) 

•! Cash, securities or bank guarantees 
•! Calculated by bespoke algorithms for each sector to 

cover inherent market risk in relation to positions 
•! Revalued and collected at least daily 
•! Recourse is to margin collateral provided by the defaulter 

Defaulter’s own 
default fund 
contribution 

£x (dependent on the 
size of the defaulter’s 
positions) 

•! Default fund contribution is assessed relative to the size 
of the member’s positions 

LCH.Clearnet Ltd. 
capital 

Up to £20M •! Before drawing on other members’ default fund 
contributions LCH.Clearnet Ltd would employ up to £20M 
of that year’s retained earnings 

Default fund ~£600M •! The LCH.Clearnet Ltd default fund currently stands 
at ~£600M 

•! The level of the fund is stress tested daily to ensure its 
adequacy under abnormal market conditions 
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ISDA is a registered trademark of the International Swaps and Derivatives Association, Inc. References to ISDA or ISDA terms herein shall not constitute 
legal advice or an endorsement by ISDA of any NYSE Liffe product.  Nothing contained herein is intended to create any obligation on ISDA including, 
without limitation, as regards the administration or arrangement of credit event auctions.  ISDA does not approve, endorse or recommend NYSE Liffe’s 
Credit Default Swap Index Contracts.  The ISDA credit derivatives definitions appearing in these terms and related documents appear in the 2003 ISDA 
Credit Derivatives Definitions (© 2003 International Swaps and Derivatives Association, Inc. “ISDA®”) as may be amended from time to time and are 
reproduced with its permission.  These Definitions may not be reproduced without the express written permission of ISDA. It should also be noted that 
ISDA provides no warranty or assurance as to the accuracy of data or valuations generated by ISDA credit event auctions or the fitness of such auctions 
for any particularly purpose. 
Markit iTraxx® is a registered trademark of International Index Company Limited / Markit Group Limited and has been licensed for the use by LIFFE 
Administration and Management.  International Index Company Limited / Markit Group Limited does not approve, endorse or recommend NYSE Liffe’s 
Credit Default Swap Index Contracts.  Markit iTraxx® derivatives products are derived from a source considered reliable, but neither International Index 
Company Limited / Markit Group Limited nor any of its employees, suppliers, subcontractors and agents (together Markit iTraxx® Associates) guarantees 
the veracity, completeness or accuracy of Markit iTraxx® derivatives products or other information furnished in connection with Markit iTraxx® derivatives 
products.  No representation, warranty or condition, express or implied, statutory or otherwise, as to condition, satisfactory quality, performance, or 
fitness for purpose is given or assumed by International Index Company Limited or any of the Markit iTraxx® Associates in respect of Markit iTraxx® 
derivatives products or any data included in such Markit iTraxx® derivatives products or the use by any person or entity of Markit iTraxx® derivatives 
products or that data and all those representations, warranties and conditions are excluded save to the extent that such exclusion is prohibited by law.  
None of International Index Company Limited nor any of the Markit iTraxx® Associates shall have any liability or responsibility to any person or entity for 
any loss, damages, costs, charges, expenses or other liabilities whether caused by the negligence of International Index Company Limited or any of the 
Markit iTraxx® Associates or otherwise, arising in connection with the use of Markit iTraxx® derivatives products or the Markit iTraxx® indices. 
NYSE Euronext refers to NYSE Euronext and its affiliates and references to NYSE Euronext in this publication include each and any such company as 
the context dictates. NYSE Liffe is the brand name of the derivatives business of NYSE Euronext, comprising the derivatives markets in Amsterdam, 
Brussels, Lisbon, London and Paris; and the futures markets in the U.S. All proprietary rights and interest in this publication shall be vested in NYSE 
Euronext and all other rights including, but without limitation, patent, registered design, copyright, trademark, service mark, connected with this 
publication shall also be vested in NYSE Euronext. No part of this publication may be redistributed or reproduced in any form or by any means or used to 
make any derivative work (such as translation, transformation, or adaptation) without written permission from NYSE Euronext. NYSE Euronext shall not 
be liable (except to the extent required by law) for the use of the information contained herein however arising in any circumstances connected with 
actual trading or otherwise. Neither NYSE Euronext, nor its servants nor agents, is responsible for any errors or omissions contained in this publication. 
This publication is for information only and does not constitute an offer, solicitation or recommendation to acquire or dispose of any investment or to 
engage in any other transaction. All information, descriptions, examples and calculations contained in this publication are for guidance purposes only, 
and should not be treated as definitive. Those wishing either to trade in any products available at NYSE Liffe or to offer and sell them to others should 
consider both their legal and regulatory position in the relevant jurisdiction and the risks associated with such products before doing so. Potential users of 
NYSE Liffe contracts should familiarise themselves with the full contract specification of the product concerned and any associated information. Bclear is 
operated as a clearing service by LIFFE Administration and Management, which is regulated by the Financial Services Authority as a Recognised 
Investment Exchange. The Bclear service is currently not available to United States persons, with the exception of certain options based on UK stocks 
and the FTSE 100 Index. Potential users should refer to the Statement at www.nyx.com/cds which draws their attention to the particular characteristics 
associated with the contract. Those wishing to use NYSE Liffe’s wholesale services should consider their regulatory position in the relevant jurisdiction 
before doing so. NYSE Euronext and NYSE Liffe are service marks of NYSE Euronext.  


