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EnClear Margining Overview

1.Introduction

As part of the EnClear service, OTC Freight and OTC Emissions contracts and commodity
contracts such as Coal, Fertilizer and Steel can be traded and, as such, are cleared by
LCH.Clearnet. In order to protect itself against the risks assumed as a central counterparty
LCH.Clearnet establishes margin requirements for each contract.

One of the main components in calculating the level of initial margin required by
LCH.Clearnet is London SPAN (Standard Portfolio Analysis of Risk). SPAN looks at a
member’s portfolio and takes into account any inter-month or inter-commodity held by the
member. These components are explained in more detail within this document.

This document will use several examples to explain how LCH.Clearnet margins on Freight
contracts.

Margining

As central counterparty to its members' trades, LCH.Clearnet Limited is at risk from the
default of a member. To limit and cover such potential loss in the event of a default,
LCH.Clearnet Limited collects margin on all open positions and recalculates members'
margin liabilities on a daily basis. There are two major types, Initial Margin (IM) is the
deposit required on all net positions and is returned by LCH.Clearnet Limited to members
when positions are closed, Variation Margin (VM) is members' profits or losses that are
calculated daily from the market-to-market close value of their open position.

London SPAN

London SPAN is a portfolio based margining system that incorporates both futures and
options, and calculates the net Initial Margin requirement. There are three major inputs to the
London SPAN margin calculation - Positions, Prices and Parameters (determined by
LCH.Clearnet Ltd and reviewed on a continual basis). A change to any one of these will
result in a change to the margin requirement.

Initial Margin Calculation

London SPAN uses the following calculation to work out the initial margin requirements. It is
the maximum of:

Inter-
Scanning Risk + Inter-Month + Spot Month — Commodity
Spread Charge Charge Spread Credit

OR

Short Option Minimum Charge
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This document will provide more detail about the various sections of the Initial Margin
calculation, with examples to help explain how SPAN evaluates portfolios to establish the
required margin amount.

Calculating margin rates

LCH Clearnet Ltd has a set policy to enable it to set margin rates. To calculate outright
margin rates LCH Clearnet Ltd take into account the following factors

e Recent price movements — in particular one and two day moves
e Expected change in volatility

The main focus is on recent volatility. This includes calculating three standard deviations of
the higher of the one-day or two-day price moves each day. However, we will take into
account expected change in volatility. This could be an increase or decrease based on
seasonality, political or other factors.

Margin rates are reviewed regularly and members are informed of any changes by means of
a margin rate circular ahead of the go live date.

Version 2.2
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2.Variation Margin

For EnClear contracts there are two different methods of calculating Variation Margin.

Realised Variation Margin

For the Dry Freight contracts (for example CTC, PTC, P3A), Container Routes (for example
CNW, CMD), Emissions (for example CER, EUA), Fertilizer (for example UAN, DNO), Iron
Ore (TSI), Coal Swaps (AA2, AA4) and Steel (for example SCN, SST) variation margin is
futures style, i.e. variation margin is realised every day. Profits or losses will be either
credited or debited from members’ relevant accounts.

Contingent Variation Margin

For the Tanker Voyage Routes or Wet Freight contracts (for example TD3, TC2) variation
margin is contingent style. Profits or losses will only be realised at expiry. If a member has
a forward loss then this has to be paid on the day it occurs. Over time if this increases then
the difference will be debited from the member. If the loss decreases then the difference will
be credited back to the member.

If a member has a forward profit this can be used to offset losses on other Freight contracts
or can be used to offset the Initial Margin requirement on Freight contracts. If the profit
exceeds other losses and the Initial Margin then it cannot be used to offset requirements for
other markets.

Version 2.2
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3.Scanning Risk

Scanning Risk Explained

SPAN divides contracts into groups of futures and options relating to a single underlying
asset. At the first stage of calculation, London SPAN simulates how the value of a ‘Portfolio’
would react to the changing market conditions defined in the initial margin parameters. This
is achieved by adopting a series of market scenarios and evaluating the ‘Portfolio’ under
these conditions.

Each net position (future or option) is valued with the appropriate array (sixteen scenarios
consisting of implied volatilities increasing or decreasing by set percentages according to
risk management parameters, and futures prices increasing or decreasing by proportions of
the futures scanning range). These arrays are then combined, effectively netting losses and
profits across a product (CTC and corresponding CTO options are combined, however, Coal
options do not carry netting benefits and will be margined independent of their underline
swap contracts i.e. AA2 and AA4), enabling London SPAN to determine which is the worst
loss scenario for the ‘Portfolio’. This is referred to as the Scanning Risk.

All the current price (scanning range) and volatility parameters are available on LCH.C
website and are held in the published margin circulars. The website also has a history of
historic margin circulars.

Tiered Scanning Ranges

In order to better reflect the variable price volatility along the entire length of the curve,
LCH.C allows different Scanning Ranges to be set using a tier structure (see Table 1). Each
tier has a discount rate applied.

Below is an example of the discount rates that would be set. E.g. Outright CTC contracts
from Apr 09 onwards would only be charged 44% of the $31,000 scanning range.

Table 1
Discount Rate / Tier Structure*
Contract Scanning
Contract ) ) ) ) )
Code Range Tier 1 Tier 2 Tier 3 Tier 4 Tier 5
1.00 0.97 0.92 0.67 0.44

Dry Timecharter
CTC Basket Route CTC $31,000

Apr 08 to Jun 08 | Jul 08 to Sep 08 | Oct 08 to Dec 08 | Jan 09 to Mar 09 | Apr 09 onwards

1.00 0.98 0.98 0.82

0.59

Dry Timecharter
PTC  |gasket Route PTC $14,000

Apr 08 to Jun 08 | Jul 08 to Sep 08 | Oct 08 to Dec 08 | Jan 09 to Mar 09 | Apr 09 onwards

1.00 0.94 0.90 0.82

0.56

Dry Timecharter
STC Basket Route STC $9,000

Apr 08 to Jun 08 | Jul 08 to Sep 08 | Oct 08 to Dec 08 | Jan 09 to Mar 09 | Apr 09 onwards
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Scanning Range Example 1. Simple Futures Position

For this example a Long 10 Dry Timecharter Basket Route CTC Future position will be used.

Calculating the Initial Margin for a single futures position is relatively straightforward as it is
the Discounted Scanning Range (set by LCH.Clearnet Ltd) multiplied by the number of lots:

Scanning Discount Rate No. Of Lots Scanning Risk

Range X >< (Position) for Position
(Parameter)

31,000 X 1.00 X 10 310,000

These figures can be found on the Summary Value Losses report (Figure 1), where the
scanning risk for the position (310,000) is the worst possible scenario from the risk array.

As this example uses only one simple future position, the initial margin required is the
scanning risk for the position, in this case 310,000.

The setup of the Freight contracts is such that the Scanning Range appears 100 times larger
than that on the margin rate circular, as highlighted in the upper green box in figure 1. The
delta of the position is 100 times smaller. This ensures that the result of the calculation is
still correct.

& PC London SPAN o [=] B
File Edit Parameters Positions Calulate Took Help
=] P i 3
< £ B [ [x] d @ 2]
Parameters | Download Positions Enter Calculate Filter Results Stop Reports Print Help
Feports [ummary Value Losses
D Parameters LCH SPAN Ver 4.0 THE LONDOM CLEARING HOUSE LIMITED DATE: 16 AFR zZ008
w[] Pastions RPT SUL Summary Value Losses Report PAGE: 1
B ] Resuls
[ - (2 Freight ACCOUNT: Freight
= (1 Repots
H H a S L Wall MARGIN GROUD: Endex ("EDX")

S Value Losses?
(1 Summan by Magn Groyp | COMETHED CONTRACT: CTC  MARCIN CURRENCY: USD | Diy IJC Basket CIC

(] Record Lapauts

CONTRACT: CTC  CONTRACT CURRENCY: USD SCAMNING BANGE: 3100000 / LOT
[3 HET F-3/3 F-2/3 F-1/3 Ft0 F+1/3 Ft2/3 Ft3/3
EXPIRY DATE T pog DELT4 F-EXTREME VOL UP/DN WOL UB/DN V0L UP/DN VoL UP/DN WOL UR/DN WL UP/DN VOL UE/DH F+EXTREME
MAY 2008 F 10 0.1000 217000 310000 206667 103333 0 -103333  -z06667  -3L0000  -Z17000
310000 Z0E887 103333 0 -103333  -ZDEES7  -310000

Totals for CTC

0.1000 217000 310000 Z0EEET 103333 0 -103333  -z0EEE7  -310000  -217000
310000 206667 103333 0 -103333  -Z06667  -310000

%%+ END OF REPORT +++

Status |

[PAR [POS [FES |Thusday, Apr 17 2008 | 1338
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Scanning Range Example 2. Multiple Futures Positions

In this example two positions in different contracts are now held, 10 long April 10 Dry
Timecharter Basket Route PTC and 10 long May 10 Dry Timecharter Basket Route STC.
(See Table 1 for applicable discount rates and scanning ranges)

The calculations for this example are as follows:

PTC

Scanning Scanning Risk

Discount Rate No. Of Lots
gaggg X 0.88 X 10 51,040

STC

Scanning Scanning Risk

Discount Rate No. Of Lots
3 600 X 0.84 X 10 30,240

These resultant figures can be seen on the Summary by Value Losses SPAN report, and the
initial margin requirements in their specific currencies, can be found on the Summary by
Margin Group report, both below. Positive values in these reports are losses to the
member/client.

Figure 2

B2 PC London SPAN

—l=lx]
ol

Fle Edit Parameters Postions Calculate Tocls Help

>
E 5 f i 5

= * 5 2] £ iy J ) o & 4 Gienersted SPAN detailreports successful

Parameters| Download | _Poskions | Enter Calculate | Filter Results Stop Reports | Print Help £ P

[Reports [Summary ¥alue Losses
sl ] Parameters LCH SPAN Vex 4.0 THE LONDON CLEARINC HOUSE LIMITED DATE: 18 MAR 2010
(] Positions IPT SVL Sunnary Value Losses Report DAGE: 1
2] Results
oY« ACCOUNT: -

MARGIN GROUP: Endex  ("EDX")

COMEINED CONTRACT: PTC MADCIN CURRENCY: USD Dry T/C Bashket PTC
e &
w2 Summany by Cambined Cant
(] Net Margin by Combined Co

CONTRACT: FIC  CONTRACT CURRENCY: USD SCANNING RANGE: 5800 / LOT Dry IC Bskt Rte PTC

c NET 7-3/3 T-2/3 r-1/3 F+0 T+1/3 P2/ Fa/3
L0 Summary by Margin Growp | guprpy pare 1 P05 DELTA F-EXTREME VQL _UP/DN VOL UP/DN WOL UF/DH VOL UP/DN VOL UB/DN VOL UE/DN V0L UP/DN F+EXTRENE
. 2] Net Margin by Margin Girou N
w1 Recard Lapouts
4PR ZOlo ¥ 10 &.2000 3s7ze s1040 34027 17013 0 -17013  -34027  -51040  -35728
£1040 24027 17012 0 -19013  -34027  -E1040

Tatals for PTC

&.8000 35728 51040 34027 17013 o -17013 -34027 -51040 -38728
51040 34027 17013 o -17013 -34027 -51040

MARGIN GROUD: Endex  ("EDX")
COMBINED CONTRACT: STC  MAREIN CURRENCY: USD  Dry T/C Basket STC

CONTRACT: STC  CONTRACT CURRENCY: USD SCAMNING RANGE: 3600 / LOT
MAY zOlO R 10 &.4000 21168 30240 20160 10080 o -10080 -z0160 -30240 -21188
30240 20160 loogo [ -10080 -z0160 -30240

Totals for STC

&.4000 21168 30240 z0160 10080 o -10080 -z0160 -30z40 -21188
30240 20160 10080 o -10080 -z0160 -30240

%% END OF REDORT *#+

Ly |

Status | | [P4R [POS [RES [Monday, March 222010 | 17:22

Version 2.2
www.lchclearnet.com Page 9 of 28 08 February 2011



O LCH.CLEARNET

EnClear Margining Overview

NB Figures for volatility up and volatility down are the same since a move in volatility has no
effect on futures positions

Figure 3

1% PC London SPAN

=15] %]

Fle Edt Farameters Poshions Calulste ook Help

=l w 5 49 ] Ls il a r @ 2]
Parameters | Download Positions Enter Calculate Filter Results Stop Reports Print Help
Frepors Summary by Margin Gioup

L1 Parameters

LCH SPAN Ver 4.0
----- [0 Posttions RPT SMG
B[ Results
[ Q- ACCOUNT: -
B[] Reports
I — (1 Dption Value Losses
[Z Summary Value Losses STRATEGY INTERMONTH sPOT INTER- SHORT
______ 1 Surnmany Seanning Risk MRRGIN SCANNING SPREAD SPREAD MONTH CONTRACT OPTION INITIAL
D 5umma|y b}' Combined Cont GROUP cCy RIZK CHARGE CHARGE CHARGE CREDIT HMININUM MARGIN
------ (Z Met Margin by Cornbired Co
Summary by Margin Group:
------ (C Met Margin by Margin Group
(3 Record Layouts

THE LONDON CLEARING HOUSE LIMITED DATE: 13 MAR z0l0
Suumary Margin Report by Hargin Group PAGE: 1

EDX usD 81280 o [ 0 0 0 81z80

Account Totals:

usD 81z80

#*% END OF REDORT *#%

In this case both contracts are in USD, so there is only one margin figure.

It can be seen that an outright long or short futures only position (or combination of both) will
only ever show a maximum loss in either the F -3/3 or F+3/3 scenario column i.e. a
maximum scanning range move

Scanning Range Example 3. Options Positions

Options margining involves more calculations. In this example we will hold three long Dry
Timecharter Basket Route CTC (CTO) positions, one in-the-money (ITM) call, one at-the-
money (ATM) call and one out-of-the-money (OTM) call.

Delta for ITM Delta for ATM Delta for OTM Total Delta for
Position —I— Position —I— Position Positions
0.998 0.5136 0.0145 1.5261

IM for ITM IM for ATM IM for OTM Total IM for
Position —I— Position —I— Position Positions
30,898 5,844 12 36,754

The Initial Margin for each position varies depending on how ‘in’ or ‘out’ of the money it is. In
this example the ‘in the money’ position will behave almost the same as a future and this is
reflected in the delta being almost 1, with the Initial Margin requirement being very similar as
that for a future position, 31,000. The ‘out of the money’ position has a delta of 0.0145, and a
very small initial margin requirement of 12.

Version 2.2
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N.B. The Delta is drawn from the theoretical options pricing model and it shows the rate of
change in an option premium, with respect to a change in the underlying asset or security.

The Initial Margin requirement is the sum of initial margins for each position. This can be
seen on the Option Value Losses report, where the IM for each position is the worst-case
scenario indicated, and the sum of these is the total IM.

Figure 4

& PC London SPAN =]

File Edit Parameters Ppstions Calculate ool Help

= 22 & [ d @& 2]

Parameters| Donnload | Positions | Enter Caleulate | Fiter | Results Sta Reports | Print Help
[Reports [Diption Value Losses

- D Parameters LCE EPAN Ver 4.0 THE LONDON CLEARING HOUSE LIMITED DATE: 1€ APR ZO0%

< 2] Posiions RPT OVL Option Valus Lossss Report PAGE: 1

v ] Results

(] Freight ACCOUNT: Freight
MARGIN GROUP: Endex  ("EDX")

COMEINED CONTRACT: CIC  MARGIN CURRENCY: USD  Dry I/C Basket CIC

. osses

woene 2] Summary Scanning Fiisk

e ] Combired Contract Tier Det,
~=-L Stralegy Spread Charges c HET F-3/3 F-. A i F+1/3 F42/3 FH3/3

. 2/3 +0
s Intermonth Spread Charges | peproy pars 1 sTaces pog DELTA F-EXTREME VOL UP/DN VOL UD/DN 30898 DN VOL UP/DN VOL UP/DN VOL UP/DH F+EXTREME
v SpotMorth Charges | J__________ __ _J_____ _______ .

-] Enpiry Group Deha

<o Inter-contract Spresd Credit APR 2008 C 840000 1 0.0100 16798 a0620 20596 0 -l0323 -Z0646  -30969  -21678
-] Summeny by Combined Cant a0a9s & zosss 5844 | o -3z -cosss  -s0ses
<[] Net Margin by Combined Co

4 &0

CONTEACT: €TO  CONTRACT CURRENCY: USD SCANNING RANGE: 3100000 / LOT

w7 Summany by Margin Group APR 2008 C 1320000 1 0.0051 2048 5761 sz18 =2 -7527  -16072  -25679  -13707
] et Mt Mo S I L
e[ Discount Yariation Margin
w-] Nek Liquidation Value 4PR 2008 ¢ 1800000 1 0.0001 4 12 11 7 -3z -235 931 -2659 -sas1
<] Confingent Yaristion Margin 1z 12 12 1o 17 230 -1177
(2] Record Lapouts
LPR 2008 Tetals 0.0153 18850 36393 25825 13643 -89z -18085  -37649  -59307  -47376
BETE4 ZE3EL1 14317 &70 -1€480 =3E207 -57534
cro Totals 0.0153 18850 36393 25825 13643 -89z -18085  -37649  -59307  -47376
36754 26351 14517 70 -16480 -36207 -57534

<] 36754

*+ END OF REPORT *+%

Ol 5

Status | [ [P&R [POS [RES |Thursday, Aer 17 2008 | 1605

NB In Figure 4, it can be seen that because the contracts are options that for each scenario
the value calculated for volatility up and volatility down are different. SPAN will treat all 16
scenarios separately and net all values accordingly. In the example above because all the
positions are long options SPAN has identified volatility down, price down scenario as being
the largest loss scenario.
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4.Intermonth Spread Charge

When calculating the scanning risk, London SPAN assumes that futures prices move by
exactly the same amount across all contracts months; therefore, a long position in one
month exactly offsets a short position in another month.

Since futures prices do not correlate exactly across contract months, gains in one month
may not exactly offset losses in another and vice versa. Therefore, ‘portfolios’ face inter-
month price risk. London SPAN calculates an inter-month spread charge to cover this risk.

Intermonth Spread Charge Example 1.

The example below uses two offsetting positions in months, 10 long July 10 Dry Timecharter
Basket Route CTC Futures, and 10 short October 10 Dry Timecharter Basket Route CTC
Futures.

The amount of delta where the Intermonth charge can be applied is multiplied by the current
rate charge:

July 10 (5.2) — October 10(4.6) = 0.6
So 4.6 of this delta will be used for an Intermonth spread, and 0.6 is left as a net delta
position.

This net delta position is multiplied by the Scanning Range of 10,000 to give a Scanning
Risk of 6,000 (see Figure 5).

Figure 5

& PC London SPAN _|=] %]

fle Edt Parameters Ppstions Calculate ook Help

= # % 2] 4] B i a F| & 2]
Parameters | Download | Postions | Enter Caleulate | Filker Resulks 5top Reports Pint Help

[Reports [Summary Valus Losses
(1 Paiameters LCH SPAN Ver 4.0 THE LONDON CLEARING HOUSE LIMITED DATE: 2z MAR 2010
o] Pasiions ROT SVL Sunmary Value Losses Report PAGE: 1
1 Results
Q- accoumT: -
(1 Reparts
1 Option Value Losses MARGIN GROUR: Endex  ({"EDX")
coen 2 Surmany Vahee Losses COMBINED CONTRACT: CTC  MARCIN CURRENCY: USD  Dry T/C Basket CIC
(1 Summary Scarring Risk
1 Combined Contract Ties Dey | CONTRACT: €TC  CONTRACT CURRSNCY: VsD SCANNING BANCE: 10000 / LOT
+=-=~(] Stiateqy Spread Charges [ HET F-3/2 F-2/2 F-1/2 F+0 FHL/E F4z/3 F+3/2
£ rtemerih Spread Chasges | pprpy pare 1 »05 DELTA F-EXTRENE VOL UP/DN VOL UP/DN WOL UP/DN VOL UF/DN VOL UP/DN VOL UP/DN V0L UB/DH F+EXTREHE
<[] Spot Month Charges -
(1 Expiry Group Delta
(2 Inter-cantiact Spread Credi JUL zolo ¥ 10 s.z000 36400 000 4667 17333 0 -17333 -34667 -52000 -26400
(] Summary by Combined Cont 000 4667 17333 0 -17333  -34867  -52000
(2 Net Margin by Combined Co
] Surmmery by Margin Group ocT 2010 F -10 -4.6000  -3zzoo -4booo  possw  -15333 o 15333 30867 46000 azz00
1 Net Margin by Margin Groue ~doon fossr 15333 o 15333 30867 16000
(L1 Discount Yariation Margin
o] Net Liquidation Y ahse Totals for CTC
(L1 Contingent Yariation Margin
voven (] Record Layouts 0.6000 4z00 a0 4000 zao0 [ -zaoo -4000 -6000 -4z00
a0 4000 zao0 [ -zaoo -4000 -6000
R R Ry
0 s
1 PCLondon § O X
Generated SPAN detai reports sucoessfully
YT R |
Status | [ [F&R [POS [FAES [Tuesday, Maich 232010 | 1245
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This leaves a spread position of 4.6 lots, which is multiplied by the Intermonth Spread
Charge of 5,360 (Parameter set by LCH.C and available with other rates in margin circular)

4.6 * 5,360 = 24,656
This information is contained in the Intermonth Spread Charges report. (See Figure 6)

Figure 6

& PC London SPAN

File Edt Parsmeters Postions Calculste Tooks Help

= 3 5 2] ] £ il 2 d @ 2]
Parameters| Download | _Postions | Ener Calculate | Fiker Results Stop. Reports Print. Help

eports rtermenth Spread Charges
() Parameters [LCH SPAN Ver 4.0 THE LONDON CLEAPING HOUSE LINITED TATE: £2 MAR 2010
(] Pesitions LPT ISC Intermonth Spread Charge Report PAGE: 1
E (. Results
a ACCOUNT: -
E (0 Reports
CI Dption Vahie Losses MARGIN GROUP: Endex ("EDX"}
) Summay Value Lassss COMBINED CONTRACT: GIC  MARGIN CURRENCY: USD  Dry 1/C Basket GTC

-1 Summary Scanning Risk.
T Combined Contraet i Dt | S2EED NUMEER DELTA  CHARGE INTERMONTH
PRIORITT] OF LEGE TIER ws TIER ws TIER b= TIER CONEUMED RATE CHARCE
(] Stateqy Spread Charges ||~ T
123 Intermonth Spread Charges
{1 Spot onth Charges oL 2
{1 Expiry Group Dela
- Interconbact Spread Coedt | |} L
% Summary by Combined Cort | Tocal Intermonth Charge 24656
Net Margin by Combined Co -]
(22 Summany by Margin Group
(22 et Margin by Margin Group
(1 Discourt Variation Margin *** BND OF REPORT **%
(L1 Net Liquidation Vaue
<1 Contingent Vristion Margin
ecord Layouts

1 1B 4.6000 5360 74656

The total Initial Margin is therefore the sum of these two numbers:
6,000 + 24,656 =30,656.

The summing of these two figures can be seen in Figure 7, in the Summary Margin Report
by Margin Group.

Figure 7

& PC London SPAN [=]
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| .
B[] Resulte ACCOTNT:
B [ Reports
] Option el Lossss STRATEGY INTERMONTH SP0T INTER- HORT
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{21 Net Margin by Margin Graue
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5.Intercommodity Spread Credit

In certain cases, offsets in respect of different contracts are allowed across ‘portfolios’. The
inter-commodity spread credits recognise cases where offsetting positions in price-related
but discrete contracts reduce overall portfolio risk. The offset reduces the amount of margin
required on the spread position.

The Intercommodity credit is merely a saving, or reduction, made on the scanning range
charge. The Intercommodity spread credit calculation can be seen below.

Inter-Commodity Spread Credit =

Weighted Futures Delta

) . Spread No. of
Prlc_:e o >< Credit Rate >< Spreads >< Spre_ad
(Scanning Range) Ratio

Intercommodity Spread Credit Example 1. Two Offsetting Positions

For this example two offsetting positions are held in different contracts, these are 10 Long
April 08 Dry Timecharter Basket Route CTC Futures, and 10 Short April 08 Dry Timecharter
Basket Route PTC Futures. SPAN recognises that these positions offset one another, and
calculating the Intercommodity spread credit would be as follows.

Figure 8
CTC: 31,000 X 10 X 1 X 0.55 170,500
PTE: 14,000 X . 10 X 1 X 055 | = 77,000
e \
7 \
- No. Of Delta Spread Spread Credit
Scanning Range Spreads Ratio Rate
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Pavameters Duwn\uad Pusltluns EntEr Ca\zu\ate Fu\ter Resu\ts Stnp Repurts Pnnt HEIp

Fepots [Inter-cortract Spread Credit
wew (] Parameters LCH SPAN Ver 4.0 THE LONDON CLEARINC HOUSE LIMITED DATE: 1€ APR 2008
<] Poshions RPT ICS Inter-Contract Spread Cradit Repart PAGE: 1
= -D Rlesults
-0 Freight ACCOUNT: Freight .
---mem Figure 8
- 0 Walue L
- 8 55:‘:5,}3;“:&2;5 MARGIN GROUP: Endex  ("BDX"!
- 8 g"mga'ydsge""‘"g.?'SkD COMEINED SCANNING PAIRED TINE VOLATILITY FUTUREE W.E.D.R. W. FUTUREE
- Combined Lontvact T Det | oy coprpact rae RISK LINE RISK RISK PRICE RIS NET DELTA PRICE RIS
w7 Strategy Spread Charges ||~ """ 70 TT
o % ‘5'“‘*"”":"”:::”'?5‘1 Charges | g PTC 1 140000.00 140000. 00 0.00 0.00 120000.00 -0.1000 1400000. 00|
e pat Mor arges E [oh v L 310000.00 31000000 o.o0 0.00 310000.00 0.1000 3100000. 00}
-+~ Expiy Groug Della
3 S SPREAD
el ] Summanry by Cumb\ned Cunl PRIORITY / COMEINED RATIO / HUMBER OF| REMLINING  OFFSET OFFSET PORTFOLIO | CREDIT s TRELD,
v ] Met Margin by Combined Co METHOD EXCE CONTRACT THER  SIDE EDPREADE| DELTA RATE CHARGE RIE) DATE  SHVING CLEDIT|
o] Summary by Margin Group || —=======  ====  mmmmemm e e e ] -1--
<] Net Margin by Margin Groug | 7 10 B PTC 11 4 0.1000) 0.0000 o 0.0000 o.off 5500 fo.oo 77000 00)
<o 2] Discount Variation Margin 7 10 % cre 11 E 0. 1000 0.0000 o 0.0000 o.of sso0 oo 17050000
w7 Met Liquidation Value
w+[_] Contingent Yariation Margin
D Record Lapouts h QF REFORT ==
No. Of Spreads
Number of spreads that can be applied to long
and short 10 lots in CTC and PTC. As the delta
ratio is 1:1, this is 10 (10/1 = 10). If the delta
ratio is not 1:1 then this will be lower of the two
. Bl numbers
Status | [ |PaR [POS |RES |Friday, &pril 192008 | 11:20 2

This saving is then subtracted from the Scanning Risk for the outright position, as can be
seen on the Summary by Margin Group (Figure 9) report below, to produce the required
Initial Margin for holding both of the positions.

Figure 9
S=IE|

Ele Edt Parameters Postions Caleulate Tools Help

Pavameters Duwn\uad Pusltluns Enter Ca\:u\ate Fu\ter Resu\ts stup nepurts Pnnt Helu

[Feports [Summary by Margin Group
v Parameters LCH STAN Ver 4.0 THE LONDON CLEADTNGC HOUZE LIMITED DATE: 16 ADR 2008
[0 Positions RPT SHG Sunmary Margin Repert by Margin Group PAGE: L
<] Resuks
(2 Freight ACCOUNT: Freighe
E] Reports

«[_] Option Value Losses

(] Summary Yalue Losses STRATEGY INTEEMONTH spot sHORT
v Summars Scanning Rigk || FARSTH sCANMING SPRERD SPREAD HoNTH CONTRACT opTION INTTIAL
1 Combined Conoet Tier Det | 52092 €e¥ RISK CHARGE CHARGE CHARGE GREDIT HINTHUM MARGIN
[ Strateqy Spread Charges | g . 450000 ° N B P N I

wo ] Intermonth Spread Charges
1 Spot Morith Charges
<[] Expity Group Delta
(L Inter-contract Spread Credit usD 202500
(23 Summary by Combined Cont
s | Nel Margin by Combined Co

hccount Totals:

oup
(2] Mot Margin by MevgmGrqu ="~ END OF REPORT =+~
(1 Discount Variation Margin
(L1 Met Liquidation Value
(] Contingent Yaristion Margin
(3 Record Layouts

T J—

Status | [ [FAR [POS [RES |Friday. Api 182008 | 11.27 7

Intercommodity Spread Credit Example 2. Multiple Positions

Much like with the Intermonth charge, SPAN will always attempt to levy the lowest charge, or
in the case of Intercommodity positions, the highest spread credit saving. This is illustrated in
the example below in which three positions are held, 50 Long Apr 08 Dry Timecharter
Basket Route CTC Futures, 30 Short Apr 08 Dry Timecharter Basket Route PTC Futures,
and 20 Short Apr 08 Dry Timecharter Basket Route STC Futures.
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SPAN will always apply the highest saving first, which in this case is when CTC offsets PTC,
a 55% credit saving (the saving between CTC and STC is only 45%). This can be seen in

Figure 10.

Figure 10

i PC London SPAN

e Edit Parameters Postions Calulate Tools Help

=10l x|

Parameters| Download | _Fostions | Enter Calculate | Fiter

¥ @ Q@
Reports Print Help

| |

#%% END OF REPORT #+%

Results Stop,
Feports [Inter-corract Spread Credt
(0 Paramters LCH SPAN Ver 4.0 THE LONDON CLEARING HOUSE LINITED DATE: 16 APR 2008
(1 Posilions RET 108 Inter-Gomtract Spread Credit Report PAGE. 1
ACCOUNT: Freight
(1 Reparts
(] Option Value Losses
1 Summay Yalue Lasses HARGIN GROUP: Endex  ("BDX"]
+++(] Summaty Scanning Risk
T3 Combi Comtront Tior Dot COMBINED SCANNING PATRED TIME VOLATILITY FUTHEES WEE R W, FUTURES
EXCH CONTRACT TIER RISR 1INE RISR RISK PRICE RIZR NET DELTA PRICE RIZR
(] Strateqy Spread Charges | ____ — T~
-~ Intermonth Spread Charges | ;g N 18000000 12000000 0.00 .00 180000_00 -0_zo00 500000_00
(3 Spot Morth Charges B PTC 1 azoooo.o0 4z0000. 00 a.00 000 42000000 -0.z000 140000000
g Erpiry Group Delta E €T L 1550000.00 1550000. 00 0.00 0.00 1550000.00 0.5000
- =d Crecil
(3 Surnmary by Cambined Cont SPREAD
(2] Met Margin by Combined Co [lPRT0RTTY / COMEINED BATIO /  MUMBEE OF REMAINING ~ OFFSET OFFSET PORTFOLIO  CREDIT 5 SPREAD
-2 Summary by Margin Group METHOD EXCH CONTRACT TIER  SIDE SPREADS DELTA RATE CHARGE RISK  RATE SAVING CREDIT
(23 Met Margin by Margin Groug fI- - - - - -
(21 Discount Variation Margin 7 10 ® pTC 11 0.z000 0.0000 o 0.0000 0,00  ss.o0  o0.00 z31000.00
<] Met Liquidation Value 7 10 = cre 11 B 0.3000 a.zooo a o0.0oon o.00  ss.00 a.00 E11500.00
) Contingere Varistion Margin | 1+ 2@ E sTC 11 s 0.z000 0.0000 o 0.0000 0.00 4500  0.00 21000.00
(1 Record Lavouits 1 10 B cTo 11 B 0.2000 0.0000 a 0.0000 0.00 4500  0.00 272000.00

Status | [

|PaR [POS [RES |Friday 4prl 182008 | 11:33
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6.Short Option Minimum Charge

Certain option ‘portfolios’ may show zero or minimal risk when assessed using SPAN. In
these cases, SPAN requires a minimum charge for each net short option. The charge sets
an absolute minimum margin for the portfolio. If the short option minimum charge is lower
than the total initial margin calculated, then the short option minimum charge is ignored. This
is generally the case with most option portfolios.

Short option minimum charge = net short position x short option minimum charge.

Short Option Minimum Charge Example

In this example 10 deep out of the money Short Puts are held. The delta value for the
position is 0. There is no Scanning Risk produced from the scenarios, however the Short
Option Premium is the IM requirement for the trade.

& PC London SPAN =]
File Edit Parameters Ppstions Calculate ool Help
= 22 & & [ d @& 2]
Parameters| Download | Postions | Enter Caleulate | Fiter | Resubs Stop Reports | Print Help
[Reports [Summay aluz Losses
‘arameters LCE EPAN Ver 4.0 THE LONDON CLEARING HOUSE LIMITED DATE: 1€ APR ZO0%
P: e
<] Positions RET SVL Summary Valus Losses Report PAGE: 1
v ] Results
(] Freight ACCOUNT: Freight
wone ] Reports
(] DplionValue Lass MARGIN GROUP: Endex  ("EDX")

COMEINED CONTRACT: CIC  MARGIN CURRENCY: USD  Dry I/C Basket CIC

ing Risk

» . nna CONTRACT: €TO  CONTRACT CURRENCY: USD SCANNING BANCE: 2100000 / LOT
e 2] Combined Contract Tier Det [ECl CURRENLE: FeD

~=-L Stralegy Spread Charges c HET F-3/3 F-2/3 F-1/3 F+0 F+1/3 F42/3 FH3/3
+- L Inermerth Spread Charges | pprpy parg 1 pos DELTA|F-EXTREME ¥OL UP/DN VOL UP/DN VOL UP/DM V0L UP/DN VOL UP/DN VOL UP/DN VOL UP/DH F+EXTREME
w7 Spot Morth Charges _

w2 Expity Group Delta

we[] Inter-contract Spread Credit APR 2008 © -10 0.0000 o 0 0 o o 0 0 o o
oo 2] Summary by Combined Cont o o o o o o o

+es[] Net Maigin by Combined Co

<] Summary by Margin Group || Totals for cTo
wve ] Net Margin by Margin Groug
v ] Discount Yariation Margin 0.0000 [ 0 0 [ [ [} [} [ o
el ] Mt Liquidstion Yalue o o o o o o [
v ] Conlingent Yaristion Margin
<] Rrecord Layouts

=*= END OF REPORT =**

) |

Status | [ [PAR [POS [RES |Fridey, Apr 182008 | 11:40

When looking at the Summary Value losses report (Figure 11), the total delta is 0, with the
worst-case loss also being 0. So, no Initial Margin is required on this position, as there
appears to be no risk. However, no position is risk free, and as such, SPAN levies the short
option minimum charge of 10 (1 X 10 short options held) to cover any potential losses. This
can be seen below in the Summary by Margin Group (Figure 12) report.
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Figure 12
x|

File Edit Parameters Postions Calculate Tools Help

= P F E i
<= > S 22| & & [l Q o & a
Parameters | Download | _Pasitions | Enter Calculate | Filter Results Stap Reports Print Help
[Reparts [Surmmaty by Margin Group
] Parameters LCH SPAN Ver 4.0 THE LONDON CLEARING HOUSE LIMITED DATE: 16 APR 2008
(] Postions RDT MG Sunmary Margin Report by Margin Group PACE: 1
(] Resuls
(] Freight ACCOUNT: Freight
(1 Repoits
(2 Opfion Value Losses
) Summang Value Losses STRATECY INTERMONTH sPOT INTER- SHORT
HARCIN SCANNING SPREAD SPREAD MONTH CONTRACT UPTION INITIAL
(1 Summary Scanning Risk
GRoUP  ceY RISK CHARGE CHARGE CHARGE CREDIT nInIHIH ARG
(L Combined Contract Tier Det | """ "~
([ Strateqy Spread Charges o uEp o B o B o 10 10
(1 Intermorth Spread Charges
L Spot Morth Charges

Account Totals:
(] Expity Group Delta
[ Inter-contract Spread Credit s 10
(] Summary by Combined Cont
(2 Net Margin by Combined Co
= E

([ Met Margin by Margin Groug =+* END OF REPORT ***
(L] Discount Variation Margin
[ Met Liquidation Value

([ Conlingent Yariation Margin
(1 Record Lapouts

i

Status | I [FAR [POS [RES [Fridey. Api 182008 [ 1141

As can be seen, the Scanning Risk for the position is 0, so SPAN has charged 10 for the 10
short options held.
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7. EnClear Options

Net Liguidating Value (NLV)

EnClear options are premium paid-up-front style. The concept of NLV is introduced to
enable LCH.Clearnet Limited (LCH.C) to close out a position in the event of a default.

The NLV calculation is:
Net Liquidation Value = Price of option x Contract Size x Number of lots.

For the buyer of an option, as they will pay the premium on trade date to the seller, SPAN
will calculate NLV, which is the value of the option, and will be a credit for the buyer of an
option. SPAN will calculate an Initial Margin figure for the position and will offset the Initial
Margin with the credit NLV and so the Net Margin will be zero.

The reverse occurs for the seller of the option who will receive the premium on the trade
date but will also be required to pay Initial Margin as calculated by SPAN. In the event of a
default LCH.C would have to go into the market and buy an option to trade out of the
position. Therefore the seller also has to pay the NLV to cover this risk.

For more information of this please see the Margining Equity Style options document on the
LCH.C website.

Entering EnClear options into PC London SPAN

The setup of the EnClear contracts is such that the strike prices in the SPAN Parameter file
are 10 times larger, i.e. a 150000 call needs to be entered as 1500000. For the expiry you
should not enter the exact date of the expiry, but just the month and year. An example is
given below.

Figure 13

i
Account |Freight
Exchange I E j
Caontract Code I CTo j
Contract Type I C j

Expiry/Frompt [ ate |,.f_-.,pr 2008

Strike Price |1 RO0000
Mumber of Lats |1

Traded Price I

Wariation M argin I

[~ Clear details after data entry

Cloze |
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Since the entire universe of strikes is not generated every night (only those currently with
open positions and those within a certain proximity to the ATM strike (see contract specs for
details)), a SPAN user may want to find out what strike prices are available. The EnClear
SPAN Parameter file can be opened and then searched for the relevant option code and
below this will be all the delivery months and prices. The Parameter file is downloadable
from the LCH.C website.

[EFOR0417.AT - Microsoft Inkermet Explorer =18l g|

Fie ER Yew Foois Dok tep -
: ERE e

wiod -9 - Q0 A Qoo Greots G J D G F5H R
s 2] et o ecmet comfpenct Y EROEB1T.LAT 7] Pa s
S0201109000.440000 0.00 0.00 120110900 4
60 OF 1 464060 0.840000 O 0 -45867 ~45467 45467 43467 -30333 -30933 50303 0333-136400-135400 136400 136400 -354B0 55430
S0201110000.450000 0.00 0.00 120111000
60 OF 1 464060 0.840000 O 0 -45867 ~45467 45467 43467 -30333 -30933 50303 0333-136400-135400 136400 136400 -354B0 55430 -
S0201111000.450000 0.00 0.00 120111300
60 OF 1 464060 0.340000 O 0 -45867 -45467 45467 43467 -30933 -3093F 30303 B0233-136400-135400 136400 136400 -25460 55830
50201112000.420000 0.00 0.00 120111200
50 OF 1 464060 0.340000 O 0 -45367 -45467 45467 45467 -30993 -3003F 50803 G0S33-136400-136400 136400 136300 -35460 55830

W11 0.10000 100.00 1 10 3100002
50200202001.000000 0.15 0.15 120080200

50200803001.000000 0.15 0.15 120080300

50200204001.000000 0.15 0.15 120080400

60 120000C 1 1204290 0.935200 a 0-103246-103246 103246 103246-206491-206491 206482 206492-309737-309737 308736 309738-216816 216316

60 1200009 1 0 0.000000 [} 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
60 830000C 1 484890 0.935600 -1 0-103246-103246 103224 103246-206491-206491 206236 206483-309737-309737 307544 303336-216816 172475
60 300007 1 0-0.000500 -2 ] 0 (i1 0 0 0 2% -8 0 0 -2183 341 0 -54341
60 40000C 1 484900 0.535400 -3 0-103246-103246 103213 103245-206452-206492 206143 208476-305736-309738 306946 303235-216816 163143
0 S40000P 1 0-0.000700 -2 ] 0 0 -3 0 0 0 -8 -15 0 0 -2781 502 0 -47665
60 &50000C 1 474910 0.538200 -3 0-103246-103246 103200 103246-206451-206491 206025 206467-305737-309737 306223 309013-116B16 165786
60 850000F 1 0-0.001000 -4 o a o -4 i} 0 0 -7 -26 i} 0 -3515 -725 0 -51031
60 e0000C 1 464920 0.997900 -5 1-103245-103245 103181 103246-206491-206491 205872 206452-309737-309737 305356 308712-216B16 162393
60 S60000F 1 0-0.001300 -6 o a o -6k -1 0 0 -0 -41 i} 0 -4382 -1027 0 -54423
60 &70000C 1 454930 0.997500 -8 0-103246-103245 103155 103245-206491-206491 205676 206428-309737-309737 304327 308309-216816 158977
60 §70000F 1 1-0.001700 -1 1 a 1 -50 -1 1 1 -8 -63 1 1 -5410 -1428 0 -5783%
60 SS0000C 1 444930 0.957000  -11 1-103746-103245 103121 103244-206451-205481 208435 208394-309737-309737 303117 307782-216816 155542
60 &30000P 1 1-0.002200  -1L 1 o 1 -12s -2 1 1 -ws7 -3 1 1 -6821 -18! 0 -61274
0 S0000C 1 434940 0.936400  -15 2-103245-103243 103077 103244-205453-205483 205134 106345-309735-309735 301709 307105-216615 152093
60 &30000P 2-0.002800  -15 H 1 z -les -2 z I -13% 146 H T -B023 33 1 -64723
60 S00000C 424950 0,935700  -21 3-103245-103243 103015 103241-205453-205489 204763 206275-309735-309735 300062 306247-216B15 148632
60 500000 3-0.003500 21 3 1 3 -us -4 3 3 -1me I k) 3 9856 -3491 1 -68184
60 910000C 414960 0.994800  -30 4-103244-103241 102343 103238-206457-206487 204312 206177-309733-309733 298220 305178-216815 145163
60 S10000P 10-0.004400 28 H K 5 -3 -1 s 5 -I180 315 5 5 -11518 -4559 2z 654
60 520000C 404970 0.983700  -40 7-103243-103238 102847 103234-206485-206485 203765 206041-309731-309730 296105 303866-21681¢

60 5200007 10-0.005400 -39 8 3 g -3 -1 8 8 -2723  -4%0 ] 8 -13832 -5871
60 30000C 394800 0.952400 -S4 11-103241-103234 102727 103228-206451-206460 203120 205858-309726-309726 283723 302278-;

60 5300007 10-0.006700  -54 10 4 1 -m0 -1 10 11 -3371 -633 1 11 -16015 -7460

60 340000C 365000 0.9%0500 -T2 16-103238-103229 102576 103217-206475-206475 202352 205615-305720-309720 151056 300384-216810 134722
60 2400007 20-0.008200 -T2 1§ 8 1 -6 ] 16 17 -4140  -8T7 1 17 -18680 -3354 6 -820%4
60 9s0000C 375020 0.989100  -95 22-103235-103221 102389 103202-206468-206467 201450 205296-309713-309713 288098 293151-216808 131236
60 950000F 30-0.010000 -85 23 12 5 -857 -4 4 25 -5041 -1195 5 25 -21640 -11586 9 -35581
60 960000C 365040 0.987100 -125 31-103225-103211 102160 103179-206458-206456 200400 204884-309703-30970Z 284833 295554-2161

60 960000F 40-0.012100 -124 12 17 36 -1085 -6 34 -6081 -1607 16 36 -24904 -14183

60 S70000F 50-0.014500 -161 45 25 51 -1362 -28 48 51 -m02 -3 51 51 -28480 -1T1
60 S80000C 345090 0.981500 -207  62-103210-103175 101550 103102-206424-206420 157802 203704-309667-309666 277363 289175-216791 120774

60 5B0000P 70-0.017300  -207 61 35 T -16%6  -134 &7 1 -8630 -2788 n 1 -32375 208 25 -96043

60 520000 335130 0.978700  -262  B5-103195-103146 101154 103041-206357-206392 196225 202893-309636-309638 273150 285365-216761 117285
60 9300009 100-0.020500  -Z6Z Bt 50 99 -20s3  -20% Ed -10267 -3399 98 99 -36580 24369 35 -99528
60 1000000C 325170 0.975000 -328 115-103174-103109 100686 102958-206362-201 194346 201903-309601-309600 268616 281130-216748 113807
60 1000000 110-0.0z4100 -329 114 7 136 -I560 -288 13 -12046 -4389 136 137 -411 28608 48-103010

315230 0.970500  -408 153-103146-103060 100138 102847-206316-206305 192452 200711-309552-109551 26376
190-0.028200  -409 152 99 185 -3108 400 17 186 -14041 -5782 185 186 -45973 -
305300 0.966300 -503 201-103110-102896 39501 102700-206255-206240 150233 199232-305458-109486 258603 271365-216728 106354
230-0.032300 -503 200 135 248 -3745  -545 236 251 -16259 -T200 248 281 51 73 BE-109562
295400 0.9€1100 -614 261-103063-102014 98765 102511-206177-206157 187781 197624-305405-309403 253139 265854-216699 103387
330-0.038000 -614 261 183 332 -7 -T5 31 -15711 -8868 333 335 -56598 -43833 7-11342%
285510 0.955300 -743 336-103001-102808 97930 102270-Z06077-206049 185089 195685-309298-309295 247384 239943-216661 99928
440-0.043800  -742 337 245 438 -5315 -976 415 443 -21403 -10806 440 443 -62353 -49734 155-116885 j

76461-216751 110328
78 65-106489

60 1010000C
60 10100009
60 1020000C
§0 10200007
60 1030000C
60 10300007
60 1040000C
60 10400007

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
) S70000C 1 355080 0.984700 -161  45-103221-103195 101823 1031%7-206484-205441 199150 204361-309657-309687 281257 282570-216799 124261
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

Finding Option Strikes

To find a an option strike in the parameter file, firstly, use the Control and Find function i.e.
Ctrl+F. Below indicates what must be typed in order to find the strikes for the corresponding
option contracts.

CTO - Enter 40CTOO
PTO — Enter 40PTOO
STO — Enter 40STOO
HTO — Enter 40HTOO
A2C — Enter 40A2CO
A2Q — Enter 40A2Q0
A4C — Enter 40A4CO
A4Q — Enter 40A4Q0
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Below is an example of how to find the Strike, Option Value (NLV) and scanning range for a
PTO Call MAR11 delivery.

40PTOODry TC Bskt Rte PIC USD 10 1 0.10000  1.00 110 2%0001

50201103001.000000 0.08 0.08 120110300 Delta

60 40000C 1 105766 0.999300 0 0 -965% -5658 5660 9660 -19319 -1931% 19320 19320 -28979 -28979 28980 28580 -20286 20284

o0  44000P 1 \00.000000 0 0 0 0 0 0 0 0 0 0/’ 0 0 0 0 -2

NLV (option value)

Strike Scanning Range
1. Search 40PTOQ, this will bring you to the desired Option.
2. Scroll down to 50YYYYMMO001.000000 for the relevant delivery month.
3. Scroll down to rows 60 and find the relevant strike (strikes are scaled up 10 times

along with the NLV and scanning ranges).
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8. Coal Swaps Options

Margin Rates

Initial margin rates for coal swaps options will be set in line with the corresponding underline
contract.

These options will be margined like the other Freight options available to trade, therefore
premium is paid-up-front style. The concept of NLV is introduced to enable LCH.Clearnet
Limited (LCH.C) to close out a position in the event of a default.

Coal swaps options carry their own contract codes depending on what expiry/duration of
contracted is traded. See the below table.

Contract || Contract Series Contract Code
API 2 Option  [fQuarter A2Q
API 2 Option  [icalendar A2C
API 4 Option  [Quarter A4Q
AP| 4 Option ||Ca|endar A4C

These contracts are independent of their underline and therefore will not benefit from delta
netting. That is SPAN will not calculate a benefit from +10 AA2 Swaps and -10 A2Q Swap
Options. However, an inter-commodity spread credit will be incorporated, giving a discount
on Initial Margin requirement.

This example shows a short/sell Call option position for A2C and a long/buy position for AA2.
That is, -1 A2C Call options and +12 AA2 futures. We can see that they are independent of
each other and therefore the scanning risk will look to be charged independently. However,
SPAN will calculate that there is a correlation between the two contracts and will therefore
offer an inter-commaodity spread credit.

MARGIN GROTTP: Endex ("EDX")
COMBINED COMNTRACT: REC MAPCIN CURLENCY: USD Coal AlZ Cal Options

CONTRALCT: AEC CONTRACT CURDENCY: USD SCANNING PANCGE: S000 f LOT Coal ARZ Cal Options

G NET F-2/3 F-z2/3 F-1/2 F+0 F+lr2 F+zrs3 F+2/2
EXPIRY DATE T pank:y DELTA F-EXTREME VOL UP/DN WOL UP/DN VOL UP/DN VOL UP/ADN VOL UP/DN WOL UP/DN VOL UP/DN F+EXTREME
JAN zZ0l1z 0O -1 =11.9100 =75000 -107160 -71400 -2L5640 1] 3E7E0 TLEEOD 107220 L0000
-107160 —-71400 —-35640 1] 35760 TLEE0 1a7zg0
Totals for AZC
-11.3100 -75000 -10716d -71400 —-35640 1] 35760 TLEE0 107280 L0000
-10716d -71400 —-35640 1] 35760 TLEE0 107280
MARGIN GROUIP: Endex 1 "EDX")
COMEINED COMTRACT: AAF MALREGIN CURRENCY: USD Coal AAF Swap
CONTRACT: AAZ CONTRACT CURREMCY: USD SCANNING PRANGE: 3000 s LOT
JAN Z01Z F 1z lz. 0000 7EE00 logoo0o0 7?z000 2e000 o -2e000 =7EZ000 =-108000 =-75e00
logoo0o0 7?z000 2e000 o -2e000 =7EZ000 =-108000
Totals for AAZ
1z_00a0 7EE0D 102000 7E000 26000 1] -36000 =7z000 -108000 =7E600
102000 7E000 26000 1] -36000 =7z000 -108000
Version 2.2

www.lchclearnet.com Page 22 of 28 08 February 2011



C LCH.CLEARNET

EnClear Margining Overview

Below shows that the initial margin is discounted due to the inter-contract credit, therefore
reducing a member’s initial margin requirement. Just like other EnClear contracts, Coal
Swap Options will have inter-commodity credits with various contracts. These rates can be
found on the website on the latest margin rate circular.

MARGIN
CROUP

SCANNING
RIZK

SATRATEGY
SPREAD
CHALRGE

TINTERMONTH
SPREAD
CHARGE

SPOT
MONTH
CHARCE

INTER-
CONTRACT
CREDIT

SHORT
OFPTION
MINIHUM

INITIAL
MARGCIN

EDX

Account Totals:

usD

21E5z20 x) o o

150132 1 EE147

It is also important to remember that +1 Quarter Coal Swap Option contract i.e. A2Q or A4Q
will have a delta different to +1 AA2 or AA4 Swap. This is due to the contract set-up
specifying that 1 contract will contain a minimum amount of lots. This differs for Quarter or
Calendar contracts. Further details of the contract specification can be found on the website.
Below illustrates the different delta values between; +1 AA2 Coal Swap, +1 A2Q Coal Swap
Option and +1 A2C Coal Swap Option.

COMEINED COMTRACT: AAF MALRGIN CUBRRENCY: USD Coal AAF Swap
CONTEACT: AAF CONTRALCT CURRBENCY: TUSD SCANNING RANGE: 2000 / LOT
G HET F-3/73 F-2/73
EXPIRY DATE T ros DELTA F-EXTREME VOL UD/DN VoL UP/DN WOL
APR FO11 F 1 1.0000 &300 000 &00o0
2000 &00o0
COMEINED COMTERACT: AFQ MARGIN CURBENCY: USD Coal AAF Qtr Options
CONTERACT: AZQ CONTRACT CUERRENCY: USD SCAMNING BANGE: 2000 f LOT
G NET F-3/3 F-2/3
EXPIRY DATE T P02 DELTA F-EXTEREEME WOL UP/DN oL UP/DN WOL
APR F011 O 1 F.9991 18500 FE970 17970
FE970 17370
COMEINED CONTRACT: AZC MARGIN CURRENCY: USD Coal ALZ Cal Options
CONTRACT: AZC CONTRACT CURBENCY: USD SCAMNING BANGE: 2000 / LOT
o NET F-3/3 F-z/2
EXPIBY DATE T POE DELTA F-EXTREME WOL UP LN VOL UDSDN WOl
JAN Z01Z O 1 11.=2100 7E000 lo7ze0 TLEED
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Expiry

Coal Swaps Options will expire into futures, this will happen for any options ITM. These
contracts will expire 1 month before the end of the contract e.g. the Calendar 2012 and Q1

2012 contracts will expire on 02/12/2011.

Until delivery, variation margin is futures style, i.e. variation margin is realised every day.
Profits or losses will be either credited or debited from members’ relevant accounts.

Below are examples of how IM for coal swap options will be calculated. Please see the
contract specification on the website for a full break down of the contract series.

IM for 1 quarterly contract for API2 (AA2) option, contract code A2Q will be margined as

follows:

Scanning

Range
(Parameter)

9000

X

X

Min Lots per
contract

X

X

No. Of Lots
(Position)

Scanning Risk
for Position

15

405,000

IM for 1 calendar contract for AP14 (AA4) option, contract code A4C, will be margined as

follows:
Scanning Min Lots per No. Of Lots Scanning Risk
Range X contract X (Position) for Position
(Parameter)
8000 X 12 X 60 5,760,000
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9.Glossary Of Terms

At-the-money

An option or warrant where the exercise price is equal to the current market price of the
asset subject to the option. For example, a call option with an exercise price of 100p on a
share with a share price of 100p is at-the-money.

More generally, however, an at-the-money option is an option whose exercise price is
nearest to that of the underlying asset. For example, where an option has strike prices at
intervals of 10p, e.g. 90p, 100p, 110p etc, if the underlying asset has a price of 97p, the at-
the-money option is the 100p strike, which is the nearest strike price to the underlying price.
See also In-the-Money.

Back

Call Option

An option that gives the holder the right, but not the obligation, to buy an asset at a given
price on or before a given date. See also Option.
Back

Contract Size

The amount of the underlying asset which one futures contract represents, e.g. the contract
size for a Copper contract is 25 tonnes. This means that underlying one Copper future is 25
tonnes of Copper, which the investor has the obligation to buy (long future) or sell (short
future).

Delta

Drawn from the theoretical options pricing model the delta of an option shows the rate of
change in an option premium with respect to a change in price of the underlying asset or
security. For example, the premium on an option with a delta of 0.5 will move by 0.5p for
every 1p move in the price of the underlying. Delta can also be defined as either (i) the
probability that the option will expire in-the-money, or (ii) the theoretical number of futures
contracts of which the holder is either long (with a call option) or short (put option).

Back

Futures Contract

A legal agreement to buy or sell a standard quantity of a specified asset for delivery at a
fixed future date at a price agreed today. Futures are traded on futures exchanges, such as
Liffe (London market), ICE Futures, ICE, EDX London or the London Metal Exchange. They
are available in a range of assets, such as wheat and copper and also on indices, such as
the FTSE 100.

Back
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In-the-Money

A call option or warrant where the exercise price is below the asset price is in-the-money.
Back

Initial Margin

The returnable deposit paid to the Clearing House by the clearing member when entering
into transactions on the cleared markets. The purpose of initial margin allows the Clearing
House to hold sufficient funds on behalf of each clearing member to offset any losses
incurred between the last payment of margin and the close out of clearing member’s
positions should the clearing member default. Initial margin is usually calculated by taking
the worst probable loss that the position could sustain over a fixed amount of time, and can
be paid in either cash or non-cash collateral.

Back

Initial Margin Requirement

The size of deposit a member must lodge with the Clearing House to cover potential losses
to the Clearing House in closing out the open positions in the event of a member defaulting.
Back

Intermonth Spread Charge

A charge to cover the basis risk that prices of contracts (with the same underlying asset) in
different delivery (prompt) months will move independently of one another.
Back

Inter Commodity Spread Saving

In certain cases, offsets or margin liabilities in respect of different contracts are allowed
across "portfolios". The inter-commodity spread credits recognise cases where offsetting
positions in price-related but discrete contracts reduce overall portfolio risk. The offset
reduces the amount of margin required on the spread position.

Details of spreads allowed are available from the Clearing House Risk Management
department or from frequently distributed Clearing House and exchange circulars. The
Clearing House and the exchanges decide where it is justifiable, on risk assessment criteria,
to allow intercontract margin offsets and set the corresponding spread credit rates. Delta
spreads are calculated and then used with these parameters to calculate the inter-
commodity spread credits. The calculation of inter-commodity spread credits is explained in
detail in the London SPAN Technical Information Package (TIP).

Back
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London SPAN

Standard Portfolio Analysis of Risk, a margining system used by the Clearing House to
calculate initial margins due from and to its clearing members for Liffe (London market), ICE
Futures, LME, LCH EnClear and RepoClear positions. SPAN is a computerised system,
which calculates the effect of a range of possible changes in price and volatility on portfolios
of derivatives. The worst probable loss calculated by the system is then used as the initial
margin requirement.

Back

Long Position

Any position that has been purchased. For example, a long futures position means that you
have bought a future. Contrast with Short.
Back

Lot

Another term for a contract.
Back

Option

A contract which gives the holder the right, but not the obligation to buy or sell a specified
asset at an agreed price on or before an agreed date in the future. The right to buy an asset
is referred to as a call option. The right to sell is referred to as a put option.

Back

Qut-of-the-Money

A call option or warrant where the exercise price exceeds the asset price is out-of-the-
money. For example, a call option on a share with an exercise price of 100p when the share
price is 90p is out-of-the-money. A put option is out-of-the-money when the asset price
exceeds the exercise price. For example, a put option on a share with an exercise price of
100p when the share price is 110p is out-of-the-money. See also In-The-Money and At-The-
Money.

Back

Portfolio

The current open positions held in any futures or options contracts. If all the contracts held
are based on the same underlying asset then the portfolio is more correctly known as a
contract family.

Back
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Position

A long or short market commitment, an obligation, or right, to make or take delivery.

Put Option

A contract which confers upon the holder the right, but not the obligation, to sell an asset at a
given price on or before a given date.
Back

Short Position

A term used to describe an open sold futures or options position. Also used to describe
someone who sells a cash asset not previously owned. Contrast with Long (Position).
Back

Spot Month Charge

Volatility can increase when a contract approaches the last day of trading or the day of
delivery of the underlying instrument. The Clearing House covers this risk by building an
additional spot month charge into London SPAN.

Back

Underlying Futures Contract

The specific futures contract that is bought or sold by exercising an option.

Volatility

A measure of the amount by which an underlying asset has moved or is likely to move.
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