e Please note that the information presented in this webinar does not
constitute legal advice. The FIA cautions that the cleared derivatives execution
agreement discussed in the webinar is not necessary or appropriate under all
circumstances. Consequently, any participant using this agreement should
carefully consider the full scope of regulatory and commercial requirements
that may apply to their particular circumstances. Participants should also
consult with their legal counsel and any other advisors/consultants they deem
appropriate before using the agreement or negotiating revisions to it.

e The contents of this webinar are subject to the FIA's copyright and may not
be used or reproduced, in whole or in part, without the permission of the FIA.

© Futures Industry Association 2011
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Webinar Audio Instructions

Please note that if you are having problems with the audio, you have two
options for listening to the webinar. You can choose to use your computer
speakers or alternatively, you can use your telephone. You can make your
selection on the right side of your screen by selecting the “audio tab.”

The webinar will be recorded. Please contact us after the webinar if you
experienced technical difficulties, and we will send you the link to the recorded

webinar.



FYA 3. Speakers

e Maria Chiodi
Director and Counsel, Legal and Compliance
Credit Suisse Securities
 Alessandro Cocco
Managing Director & Associate General Counsel
J.P. Morgan Securities
« Lauren Teigland-Hunt
Managing Partner
Teigland-Hunt
« Jane Wagner
Director, Legal & Compliance
BlackRock
« Webinar Host : Will Acworth
Editor
Futures Industry



F'A 4. Overview

« Template

 Developed by more than 60 organizations

* Voluntary

» Clearinghouse neutral

» Applicable asset classes

* Provisions may be superseded by new regulatory requirements
« Agreement will change as the market for cleared swaps evolves
« Memorandum to the Cleared Derivatives Execution Agreement



F' 5. Purpose of Agreement

 Why was this execution agreement developed?

— To address issues related to execution of OTC Derivatives that are
iIntended to be cleared

 What are some of the potential issues?
— Process - What will be the process for submitting and affirming trades?
— Acceptance - What will happen when a trade is accepted for clearing?
— Fallback - What will happen when a trade is not accepted for clearing?

 What is the structure of the agreement?
— Bilateral agreement with optional annexes



Execution Arrangement Comparison

Futures Execution:
Executing Broker Representation on Anonymous Markets
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* Futures “Give-Up” Arrangement: representation of Alpha by Executing Broker to Anonymous Market. XYZ
Executing Broker is acting on behalf of Aipha Fund as Alpha’s agent. XYZ EB takes Alpha’s order to the
Exchange and can execute the trade with anyone in the market to secure best price. XYZ FCM does not
know identity of trade counterpariies. 1
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Bilateral (Non-Exchange) Cleared Derivatives Execution:
Anonymity between Clearing Member and Executing
Counterparty
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Resulting cleared
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DR ’ Bilateral Execution Agreement; ;
no clearing member involvement

[ =24 e S L b o)
* Here Dealer X is acling as principal and is on the opposite side of Alpha Fund’s frade. It is not
acting as a “broker” for Alpha Fund; rather it is facing Alpha Fund at arm’s length and is acting in its
own inferest. If the trade does not clear (e.g. because either Alpha Fund or Dealer X has exceeded an
overall limit imposed by the clearinghouse or imposed by the relevant clearing member), one party
may be exposed to credit risk of the other if breakage is owed, so the parfies may choose lo perform
their own credit checks if they have reason fo believe that breakage could be material.




F' 8. Trilateral Execution

Trilateral Cleared Derivatives Execution:
Clearing Member Sets Execution Limits for Each
Executing Counterparty (No Anonymity)

Resulfing o Clearinghouse Resulting
cleared trade cleared trade

! o Submitted for clearing
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Trilateral Agreement includes Clearing Member— |
"~ | allocates execution limit to Executing Counterparty; |
! commitment by Clearing Member fo clear if frade |
' confirmed to be within allocated limit
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F' 0. Transactions Not Cleared

« Section 4. Transactions Not Accepted for Clearing:

The parties represent to each other that each has a clearing agreement with a
clearing member. This provision also sets forth the steps the parties will take if the
trade does not clear (which could include, if permissible under Applicable Law,
continuing the transaction as a bilateral transaction), and if the transaction is
terminated how breakage payments, if any, will be calculated and paid (the Breakage
Waterfall). Pursuant to this provision the Breakage Waterfall is specified to supersede
any conflicting provision of Applicable Law unless the application of the Breakage
Waterfall would violate Applicable Law. The parties may override this presumption
with respect to any Swap Execution Facility by designating such Swap Execution
Facility in “Schedule 1 — List of Swap Execution Facilities Excluded for Purposes of
Section 4”, in which event the Breakage Waterfall will not apply to such Swap
Execution Facility.



« Section 23. Applicable Annexes.

There are two optional annexes to this agreement. If elected, each annex would
commit a party’s clearing member to clear such party’s transactions within applicable
limits set by such clearing member and disclosed to the other party. If the clearing
member failed to accept a transaction within the set limits, each annex sets forth the
payment obligations of the parties to the transaction and the clearing member that
failed to accept the transaction.



FIA 11 quesions

* Questions/ Comments? Please use the question box on
your GoToWebinar Navigation Tab to submit any
guestions or comments.

o After the webinar, please address any additional
guestions to: legal@futuresindustry.org



mailto:legal@futuresindustry.org

About FIA

The FIA is the primary industry association for centrally cleared futures and swaps.
Its membership includes the world’s largest derivatives clearing firms as well as
derivatives exchanges from more than 20 countries.

About ISDA

Since 1985, ISDA has worked to make the global over-the-counter (OTC) derivatives
markets safer and more efficient. Today, ISDA is one of the world’s largest global
financial trade associations, with over 800 member institutions from 56 countries on
six continents. These members include a broad range of OTC derivatives market
participants: global, international and regional banks, asset managers, energy and
commodities firms, government and supranational entities, insurers and diversified
financial institutions, corporations, law firms, exchanges, clearinghouses and other
service providers. Information about ISDA and its activities is available on the
Association's web site: www.isda.orqg.

ISDA® is a registered trademark of the International Swaps and Derivatives Association, Inc.


http://www.isda.org/
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