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LONDON NOTICE No. 3159

ISSUE DATE: 8 June 2009
EFFECTIVE DATE: 27 July 2009

NYSE LIFFE CLEARING
INTRODUCTION OF NEW CLEARING AGREEMENTS AND AMENDME NTS TO LIFFE
RULES

Executive Summary

This Notice advises Members of the introductiometv clearing agreements and certain propd
amendments to Book Il of the LIFFE Rules, in eaakecto support the new NYSE Liffe Cleari
arrangements which are targeted to come into fonc&londay 27 July 2009. Members wishing
comment on the amendments to the Rules, or to feetter clarification thereof, should do so

sed

ng
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Friday 26 June 2009.
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Introduction

London Notice No. 3158, issued on 26 May 20@dyised Members that LIFFE
Administration and Management (“LIFFE”") will replad. CH.Clearnet Ltd (“LCH”) as the
Central Counterparty (“CCP”) in respect of LIFFEM@racts from the go-live of the proposed
NYSE Liffe Clearing arrangements. Following thisFFE will outsource, amongst other
things, the existing clearing guarantee arrangesremd related risk functions to LCH, which
will remain responsible (as today) for the posisiai a defaulting Clearing Member and for
applying its rules and resources to manage thedhydaany such default. The termination of
the existing clearing arrangements and commencewfetiie new arrangements between
LIFFE and LCH are targeted féfonday 27 July 2009(the “Go-Live Date”), on which date
NYSE Liffe Clearing will commence operations.

This Notice provides Members with further infornoatirelating to the execution of new
Member agreements and notifies Members of the sapgsamendments to Book Il of the
LIFFE Rules to support the introduction of NYSEfeiClearing.

New Clearing Agreements

The new NYSE Liffe Clearing arrangements wéktassitate the replacement of the existing
clearing agreements with the following:

(a) Tripartite Clearing Membership Agreement (“TCMA”) - this agreement is
between a Clearing Member (i.e. an Individual GlepMember, a General Clearing
Member or a Commaodity Clearing Member), LIFFE ar@H; and
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(b) Non Clearing Membership Agreement (“NCMA”") — this agreement is between a
Non-Clearing Member, its General Clearing Membet BHFE. It should be noted
that LCH has agreed, notwithstanding that it isansignatory to the NCMA, that the
existing four party NCMA shall terminate at the iséer Time (as identified in 2.2
below).

Following signature, these agreements givecefte the new clearing arrangements at
00.05am on the Go-Live Date (the “Transfer Timd"\waich point there is a novation of the
CCP from LCH to LIFFE.

Under the NYSE Liffe Clearing arrangements,HERwill be CCP to all Registered Exchange
Contracts executed on the London market of NYSEelfillowing the Go-Live Date. Itis
LIFFE’s Rules that will govern day-to-day centraliaterparty operations, e.g. marking to
market, netting of positions and so on.

As part of these arrangements, LIFFE has apgbicCH as provider of certain clearing
services, including the management of positiorsnyfLIFFE Clearing Member that is
declared a defaulter. These arrangements provatein the event of a Clearing Member
default, each outstanding Registered Exchange &drietween the defaulting Clearing
Member and LIFFE is automatically novated so asutastitute LCH as party in place of
LIFFE (the Default Novation), thus enabling LCHuodertake its default management
services. As a result of this, Clearing Membergticoie to benefit from Cover being
calculated and collected on a net basis by LCHsacatl of the markets in respect of which it
provides clearing services. LCH also collects pags premiums, variation margin and other
cash payments arising under Registered ExchangeaCtsiand manages the settlement and
delivery obligations of contracts upon expiry, eirsgithat Clearing Members continue to
benefit from the same single set of Cover and teadeounts and netting of collateral and
payment obligations at the LCH level as today. seh@rangements have the additional
benefit of making the transition from thitus quo to the NYSE Liffe clearing arrangements
as straightforward as possible.

To reflect the role of LCH, and in particulaetnetting of Clearing Member financial
obligations across markets, the TCMA provides tHBEE’s central counterparty financial
obligations are satisfied on each trading day fthentime that the Clearing Member’s overall
financial position is made up on a net basis inatteounts of LCH following marking to
market of open contracts on the LIFFE Market ameomarkets for which LCH provides
services. Following this time, a Clearing Membdirngncial rights and obligations to or
against LIFFE as CCP in respect of individual LIRp#Sitions are, to the extent reflected in
such Member’s updated accounts with LCH, dischaggetireplaced by financial rights and
obligations on a net basis to or against LCH, dayo Similarly, the TCMA provides for
delivery obligations following the expiry of an apeontract on the market to be discharged
and replaced by delivery obligations between theveat Clearing Member and LCH.

As a result of the above, whilst LIFFE rema®&P, a Clearing Member’'s counterparty
insolvency risk in respect of variation margin, fiquidating value and the performance of
outstanding delivery obligations under LIFFE coatsaemains that of LCH, which continues
to collect and manage Cover as principal and miasitds current default resources. The
NYSE Liffe Clearing arrangements provide some farthrotections to Clearing Members in
the unlikely situation that LCH’s resources shophdve insufficient, resulting in it being

unable to meet its obligations. In this situatiblsFE’s role as CCP would enable it to bring
certainty to the market in relation to open cortsaand its activity in this respect would be
underpinned by its own capital. Members shoule tbat, in such circumstances, the LIFFE
Board would take emergency action to suspend tR&EIMarket and close out all positions
by invoicing back under existing LIFFE Rule 4.1ollowing this process, as today, Clearing
Members would have a claim against LCH (and noinsg& IFFE) in respect of any variation
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margin, net liquidating value and outstanding deljvobligations under LIFFE contracts, to
the extent reflected in such Member’'s accounts Wi@H. Subject to any overriding
fiduciary duties or the instructions of a regulgtbody, the LIFFE Board’s discretion would
be exercised to select such last price as wastasedrk to market open positions as the price
for invoicing back such positions; any new posisidinat resulted from trading on the relevant
day would be invoiced back at their trade pricehe TCMA also provides for the initial
novation of Clearing Member contracts from LCH I6EE as CCP at the Transfer Time:

In conjunction with the publication of this &, copies of the TCMA and relevant NCMAs
have been sent to each Clearing Member for reviestvsagnature. Members are asked to
return completed documents to LIFFERyday 17 July 2009

Rules (including Contract Specifications)

As outlined above, the new clearing arrangeseaquire both LIFFE and LCH to make
amendments to their Rules and Regulations. Theosex amendments to LIFFE Rule Book
I, the substance of which have been reviewed gpdoaed by the Membership, Rules and
Trading Committee and the Board, form the Attachimerthis Notice. In summary, the main
changes are as follows:

(a) modification of the Default Rules (Section ®) rteflect the revised mechanism
pursuant to which LCH will be responsible for mainggany default of a LIFFE
Clearing Member. In the event that LIFFE, or LC#lits Clearing Services Provider
(“CSP”), declares a default of a LIFFE Clearing Mem the market contracts to
which that Clearing Member is party with LIFFE wnlbvate to LCH;

(b) the replacement of end-of-day registration aftcacts with real-time registration at
the point of trade (LIFFE Rule 4.12);

(© a new Section 13 of the LIFFE Rules governileguéng functions to be performed by
LIFFE as CCP or LCH as its Clearing Services Prewid

(d) changes to the membership section of the R@estion 3) to allow LCH to become
a Special Member of the LIFFE Market. This is resegy in order to facilitate the
novation device in the event of a Clearing Membefadlt (for the same reason,
LIFFE will also become a special member of LCH);

(e) changes to Rule 4.16 to clarify further thewmstances in which the LIFFE Board
would exercise its emergency powers, and the patcehich any invoicing back
would take place (as outlined in 2.6 above)

()] revised Rules on arbitration (Section 6) whieflect LIFFE’s role as CCP; and

(9) consequential changes made to other parteedRthebook to maintain consistency in
definitions.

The remainder of this Notice focuses on thestsuttive changes which have been made to the
LIFFE Rules. Co-incidental changes to defined teontboilerplate” provisions will not be
commented on, except to the extent that they nadiiedhange the effect of the LIFFE Rules.
Members should note that LIFFE does not require beEmnto put in place new contractual
arrangements with their non-Member customers ieroial reflect the change in clearing
arrangements.
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DEFAULT RULES

Amendments have been made to Sections 9.1.2naf $he current Default Rules to reflect
the fact that LCH will be responsible for managamny default of a LIFFE Clearing Member.
The effect of the modifications is explained in tieenainder of this section of the paper. In
addition, the Default Rules have been further aredrid incorporate two changes, including
an expanded definition of “Market Contract”, arggifirom changes to Part VIl of the
Companies Act 1989.

Should a Clearing Member be declared a defaulte market contracts to which that
Clearing Member is party with LIFFE will novate t€H under LIFFE’s new Default Rules.
Following a default novation, balancing contract e created between LIFFE and LCH.

The points and diagrams below set out the jplex of the default novation process:

(a) On declaration of a Clearing Member defaultH=comes intermediate
counterparty to the Clearing Member and LIFFE.

(b) The price at which novation takes place wie no loss (or profit) for LIFFE.

(c) LCH will manage the practical consequence$efGlearing Member default.

(d) LIFFE Default Rules will apply to back-to-babslon-Clearing Member or client
contracts (as at present).

State 1: Pre-default

LIFFE CCP

CMA

State 2: Market falls to settlement State 3: Contractual novation provides balance
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LIFFE AS CCP AND CONTRACT FORMATION

LIFFE will act as CCP to all trades effected tbe LIFFE market or accepted by LIFFE
within Bclear. The CSP will be a Special MembeltFFE, subject only to those of its rules
necessary to facilitate the novation device oudiabove.

LIFFE Rule 4.12 has been amended to reflecivthethat the contract formation process will
Formation of contracts under thewnarrangement differs from the way
contracts are formed currently. LIFFE will intraabureal time registration meaning that at
the moment an Original Contract is made on the Elffarket, it will be discharged and

replaced by two “Registered Exchange Contractsg, lmetween the buying Clearing Member
and LIFFE as CCP and the other between the sdlliegring Member and LIFFE as CCP.
In respect of business done by non-clearing memaedsclients, there will be a chain of

back-to-back contracts with each party in the @mwitral chain acting in the capacity of
principal, as is the case today. In consequenterava client has dealt through a non-
clearing member, there will be the following chafrcontracts:

work in future.
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(a) between client and Non-Clearing Member;

(b) between Non-Clearing Member and Clearing Men(bera Parallel Contract under
LIFFE Rules); and

(c) between Clearing Member and LIFFE as CCP.

As a result, some nomenclature has changedddition, “Related Contracts” (as defined in

the existing Rules) no longer exist in the new LHFRules as a consequence of real-time
registration, since back-to-back contracts betweenClearing Members will no longer need

to be created prior to registration.

Consequential changes to the Link Rules haen lmeade to give LIFFE the appropriate
protections as CCP on the default of a Member garéyLinked LIFFE Contract.

MEMBERSHIP

The existing provisions in the Rules and LCiteR relating to Clearing Membership have
been largely retained. There will continue to beoatigation on Clearing Members to be a
member of the CSP. The only material change td.lREE Rules concerning membership is
the addition of “Special Member” as a new membgrgiategory. This is necessary in order
for the CSP to be a member of the LIFFE market hic turn, is required in order for the

operation of the new default management arrangement

CLEARING

A new Section 13 of the Rules has been cretatexkplain how trades will be settled and
cleared by LIFFE and to providgeneral provisions enabling LIFFE to perform clegsi
related activities (such as setting up and holdingounts, calling and holding margin and
registering contracts and delivery obligationshhei itself or to outsource these activities to
the CSP.

Rules on Settlement and Marking-to-Market ha&en incorporated into Section 13. These
Rules explain that all Registered Exchange Cordtraict marked-to-market daily (i.e. they are
valued on a daily basis) and a sub-set of RegibtErehange Contractare settled-to-market
(i.e. they are closed out on a daily basis witterafice to the latest daily settlement price,
giving rise to Daily Settlement Amounts which aredited to or debited from the relevant
Clearing Members’ accounts, and are re-opened at ldtest daily settlement price).
Liquidating value in respect of those contracts settled-to-market (e.g. premium up-front
option contracts) shall be credited to or debitedmf the relevant Clearing Members’
accounts.

ARBITRATION

The key changes to the arbitration sectiothefLIFFE Rules are aimed at simplifying the

handling of disputes between contractual countégsain relation to any Contract in the

Terms of an Exchange Contract and ensuring traespgr The main structural change is to
encourage arbitrations to proceed between thoseepaitimately interested in the outcome

of the dispute, enabling intermediary counterparte be passive in the ongoing process of
the arbitration, albeit that any award grantedhwy drbitrators will be binding upon all those

in the contractual chain with the intention thattswaward flows through the chain. The

revised rules also place a greater emphasis omdigpendence of arbitrators and decision
making, reflecting LIFFE's role as CCP.

!i.e. futures contracts and those option contracts forhwttiemium is paid upon exercise rather than up front.
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CONTRACT SPECIFICATIONS

It is LIFFE’s intention in due course to issypelated Contract Specifications to reflect the
new clearing arrangements. Until such time, fram®o-Live Date, any references to the
“Clearing House” in any contract in the terms aflBFE exchange contract or its associated
administrative procedures shall be read as benefeaence to LIFFE, acting as central
counterparty, save where LCH is carrying out olllagzes as CSP, as further set out in the
TCMA and the Rules.

Consultation on the proposed amendments to the LIFHE Rules

There has already been substantive commumcatid discussion between the Exchange and
Members on the broad operation of NYSE Liffe Clegrand in particular the replacement of
LCH by LIFFE as the CCP. Members wishing to cominento obtain clarification, on the
proposed amendment to the Rules are asked eitheoritact those Exchange staff listed
below or, alternatively, to submit comments in imgt addressed to the Market Secretary, to
reach the Exchange Byiday 26 June 2009

For further information in relation to this Notiddembers should contact:

Declan Ward (+44) 20 7379 2322 dward@nyx.com

Neil Carter (+44) 20 7379 2097 ncarter@nyx.com
Nick Carew Hunt (+44) 20 7379 2104 ncarewhunt@nyx.com
Chris Herman (+44) 20 7379 2367 cherman@nyx.com
Laurence Walton (+44) 20 7379 2782 lwalton@nyx.com




