IOMA / IOCA ANNUAL CONFERENCE 2009

’W 1OMA
J Hosted by Eurex Frankfurt

19-22 April 2009



e

(

) I0MA

IOMAV/IOCA is the International Options Market Association/International Options Clearing Houses
Association. At the date of the Conference, the members of IOMA/IOCA were:

Athens Derivatives Exchanges
Australian Securities Exchange
BM&FBOVESPA

Bolsa de Comercio de Buenos Aires
Bolsa de Comercio de Santiago
Bombay Stock Exchange

Borsa ltaliana

Bursa Malaysia Derivatives

Bursa Malaysia Derivatives Clearing
Canadian Derivatives Clearing
Chicago Board Options Exchange
CME Group

Eurex Frankfurt

Eurex Zirich

Hong Kong Exchanges and Clearing
ICE Futures

International Securities Exchange
Johannesburg Stock Exchange
Korea Exchange

LCH.Clearnet

MEFF

Mercado Mexicano de Derivados (Mexder)
NASDAQ OMX Group

National Stock Exchange of India
NYSE Euronext

NYSE Liffe

Osaka Securities Exchange

Oslo Bars

Singapore Exchange

Taiwan Futures Exchange
Tel-Aviv Stock Exchange
Thailand Futures Exchange

The Clearing Corporation

The Options Clearing Corporation
TMX Group

Tokyo Stock Exchange

Warsaw Stock Exchange

Wiener Boérse

Zhengzhou Commodity Exchange

Every effort has been made to ensure that the information in this document is accurate at the time of
printing, but the Secretariat cannot accept any responsibility for errors or omissions.

The opinions expressed do not necessarily represent those of the WFE and/or IOMA/IOCA. Likewise,
the speakers were invited to express their personal opinions on the issues, which are not necessarily

those of their institutions.

For reproduction or citation, please contact the Secretariat.




@IMA

IOMA / IOCA Annual Conference
Frankfurt
19-22 April 2009

Table of Contents

e 10X 1 =T o PPN 4
IS Ao ) o= U o] o =T g1 PP 8
N (01 T PSP UPPPPTRTPPPIN 13
(@01 a1 o TSI (o o PO SRR SRSP 13
The exchange industry after LENMAN ..........ooiiiiiiiiiic e 13
Clearing house briefing: architecture of the fULUre ............cccoiiii e 15
OTC trading on exchange, and exchange clearing for OTC...........cccoieeiiiiie e 16
2008 IOMA SUIVEY RESUILS......cciiiiiiiieiiiiiie et e e s e e nnes 17
Relocating economic Metrics iN 2009 .......cccuiiiiiiiiiie e e e e e e enreeas 18
COMMOUILIES FULUIES ...vvei ittt e e sbb e e bb e e e be e e e beeeanes 18
Cash market price fragmentation and its effects on derivatives ...........ccccceeeeeiiiiiiiiiiieneeeenn, 19
Reworking principles for short-selling practiCes ... 20
Address on “International regulatory environment and its impact on exchanges — recent

developments and OULIOOK ...........c.uuiii i e e e e e 22
DT =T (o] oo A oo =TSRRI 22
Y (= L(=Te YR PRSPPI 23

“)@ Notes on IOMA /IOCA Annual Conference, Eurex Frankfurt, 19-22 April 2009 3



@mn

IOMA / I0OCA Annual Conference - Program

Frankfurt

19-22 April 2009

Monday 20 April

08:30-09:30

09:30-10:00

10:00-11:15

IOMA Board of Directors meeting
Reserved for the IOMA Board of Directors
Next plans for IOMA / IOCA.

IOMA /10CA Annual Conference opening

Welcome remarks— Andreas Preuss, Deputy CEO Deutsche Borse AG, and
CEO of Eurex

Welcome remarks and program outline — Hugh Freedberg, Chairman of NYSE
Liffe, and Chairman of IOMA

Financial report — Richard DuFour, Executive Vice President, CBOE, and
IOMA Treasurer

World Federation of Exchanges update - William Brodsky, Chairman and
Chief Executive, CBOE, and current WFE Chairman

The exchange industry after Lehman

Mid-September 2008 marked a break in capital markets structure and functioning.
What happened at Lehman that can guide exchanges’ planning? How has the legal
environment changed for key capital markets actors, including exchanges?

Lehman and Bear Stearns are gone, investment banks have evolved into bank
holding companies, their proprietary account business possibilities are greatly
diminished, and massive amounts of capital have been destroyed ... Who are our
clients these days, what do they need, and how do we get more of them?

Jorge Alegria, Chief Executive Officer, MexDer — moderator and discussant
Ronald Filler, Professor of Law at New York Law School, and former
Managing Director in the Capital Markets Prime Services Division at Lehman
Brothers

Thomas Emde, Capital Markets Partner, Freshfields Bruckhaus Deringer

Ravi Narain, Managing Director and Chief Executive Officer, National Stock
Exchange of India

we
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14:00-15:15

15:45-16:30

16:30-17:15
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Clearing house briefing: architecture of the future
Risk management adjustments — clearinghouses have been working under
strenuous conditions. How have they been evaluating risks in a constantly changing
environment, and in particular what has changed post-Lehman? What are the latest
trends in risk-based margining? How do clearing houses evaluate offsets in related
products? What regulatory reforms are expected this year? What are the main
challenges in clearing credit derivatives?
= Michael Walinskas, Senior Vice President, Risk Management and
Membership, The Options Clearing Corporation, and Chairman of IOCA,
moderator and presenter
= Marcus Zickwolff, Director Eurex Operations and Member of CCP 12
Executive Committee
= Michael March, Director, Business Development, LCH.Clearnet

OTC trading on exchange, and exchange clearing for OTC
There is considerable focus on credit default swaps and how they will be cleared.
These are growth opportunities. What is the status? What are the prospects for
clearing other OTC products? Are IOMA / IOCA members seeing shifts between
OTC and on-exchange trading which would also contribute to growth while adding
stability and efficiency to markets?
= Tim Doar, Managing Director, Risk Management, CME Group, moderator and
presenter
= Meyer S. Frucher, Vice Chairman, NASDAQ OMX
= Thomas Book, Member of the Eurex Executive Board
= Garry Jones, Executive Director of Business Development & Strategy, NYSE
Euronext Liffe
= Fabrizio Planta, DG Internal Market - Financial Markets Infrastructure,
European Commission

2008 IOMA Survey Results
= |n-Soo Kim, Executive Director, Derivatives Market Division, KRX
= Didier Davydoff, President, IEM Finance

Relocating economic metrics in 2009
IOMA should take the measure of transformed economies with a macroeconomic
overview of the effects of deleveraging and wealth destruction. One aspect is that
our most basic measures of value, our currencies, have been subjected to massive
stresses since IOMA met one year ago. Different governmental responses to the
post-August 2007 financial crisis have underscored divergent philosophies of how to
maintain fiat money as a store of value as well as a source of growth.

» Thomas Krantz, WFE Secretary General, as moderator

= Wolfgang Muenchau, co-founder and director, Eurointelligence Advisers, and

associate editor of the Financial Times
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Tuesday 21 April

09:00-10:30

11:00-12:00

12:30-13:15

Commodities futures
The natural client base for these products has been producers and users of the
underlying goods, with investors assuming geared risk in exchange for the potential of
geared rewards. What are exchanges doing to develop this segment in terms of new
products, and expansion of the types of risks that can be hedged?

= Hugh Freedberg, Chairman of NYSE Liffe and Chairman of IOMA, as

moderator

= Michael V. Dunn, Acting Chairman, Commodities Futures Trading
Commission
John Mathias, Chief Business Officer, Singapore Mercantile Exchange
John J. Lothian, President & CEO, John J. Lothian Company
John Damgard, President, Futures Industry Association
Huilian Li, Manager, Zhengzhou Commodity Exchange

Cash market price fragmentation and its effects on derivatives

How did fragmentation of cash market liquidity develop post-MiFID and post-Reg NMS
implementation? Is the fragmentation of cash markets affecting the process of price
discovery, and is there an impact on reference prices? What could be the impact of
cash market fragmentation on derivatives markets?

Are investors developing a preference for trading derivatives? How are the derivatives
markets structures themselves being modified? What role, if any, are dark pools
playing in this?
= Gary Katz, President and CEO, International Securities Exchange, moderator
and presenter
= Ester Levanon, Chief Executive Officer, Tel Aviv Stock Exchange
» Frank Gerstenschlager, Member of the Executive Board, Deutsche Borse AG
= Breon Byrne, Head of European Derivatives Trading, Susquehanna
International Group (SIG)

Reworking principles for short-selling practices
Market operators, regulators, and participants and investors would all agree that the
short-selling bans imposed in late September 2008 did not work well, or achieve their
purpose in stemming the market decline. IOSCO acknowledges the role short-selling
plays in providing efficient price discovery and is preparing new principles. How will
those principles be implemented in different jurisdictions?
= Richard DuFour, Executive Vice President, Chicago Board Options Exchange
as moderator
= Michael Treip, Manager, Market Conduct, Markets Division FSA London, and
member of the IOSCO Technical Committee task force on short-selling
= Josh Galper, Managing Principal, Finadium

we
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Wednesday 22 April

09:00-09:30  Address on “International regulatory environment and its impact on exchanges
—recent developments and outlook”
by Karl-Burkhard Caspari, Chief Executive Director, BaFin (Bundesanstalt fir
Finanzdienstleistungsaufsicht)
» Hugh Freedberg, Chairman of NYSE Liffe and of IOMA, for the introduction

09:30-10:15 Direct Electronic Access
Many derivatives exchanges provide for Direct Electronic Access (DEA). What are the
differences and advantages compared to remote membership? What are the specific
issues of DEA (risk management, post trading arrangements, capacity and latency)?
Since I0OSCO has recently released a consultation paper on this topic, what guidance
can our industry provide to regulators based on experiences to date?
= |gnacio Solloa, Deputy Chief Executive Officer, MEFF, as moderator
= Bénédicte Doumayrou, Head of department Regulation of intermediaries and
Market infrastructures, Authorité des marchés financiers Paris
» Matthias Rietig, Senior Adviser - Business Development, Osaka Securities
Exchange

10:45-12:15 Strategy
An analysis of exchanges themselves, led by a McKinsey review of this industry’s
prospects, with comments by other session participants.
= Luc Bertrand, TMX Group
= Philipp Haerle, Global Lead Partner on Exchanges, McKinsey, as presenter
= Dirk Hoffmann-Becking, Senior Research Analyst, Sanford C. Bernstein

All the presentations received at the time of printing are available from the WFE web site www.world-
exchanges.org on the IOMA/IOCA 2009 Annual Conference pages.
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IOMA / I0OCA Annual Conference — List of participants
Frankfurt
19-22 April 2009

WFE IOMA/IOCA MEMBERS ¢ Mr. _Bern_d Mack_
Senior Vice President

Deutsche Borse

¢ Dr. Angela Valderrama Guzman ¢ Dr. Stefan Mai
Vicepresidente de Administracion de Mercados Director, Head of Market Policy
Bolsa de Valores de Colombia S.A. Deutsche Borse

¢ Mr. Massimo Capuano ¢ Dr. Caroline Merk
President & CEO Deutsche Borse

Borsa Italiana SpA
¢ Mr. Sven Schumann

¢ Mr. Luc Bertrand Head of Issues Management & Central Support,
President & CEO of MX and Market Policy
Deputy CEO of TMX Group Inc. Deutsche Borse

Bourse de Montreal Inc.
¢ Dr. Séverine Vandelanoite
¢ Mr. Gerald Blondel Expert

Head, Infrastructure Planning Deutsche Borse

Bursa Malaysia Berhad
¢ Mrs. Ingrid Vogel
¢ Mr. William Brodsky Head of Policy Projects, Market Policy

Chairman & Chief Executive Officer Deutsche Borse

Chicago Board Options Exchange
¢ Dr. Mohamed Mostafa Omran
¢ Mr. Richard DuFour Vice Chairman

Executive Vice President Egyptian Exchange

Chicago Board Options Exchange
¢ Mr. Donald Calvin

¢ Mr. Tim Doar Adviser
Managing Director, Risk Management Egyptian Exchange
CME Group
¢ Dr. Thomas Book
¢ Mr. Thomas Krabbe Member of the Executive Board
Director Corporate Finance - International Eurex Clearing AG
CME Group
¢ Mr. Gerd Haaf
¢ Dr. Reto Francioni Clearing Business Development
Chief Executive Officer Eurex Clearing AG

Deutsche Borse
¢ Ms. Alison King
¢ Mr. Frank Gerstenschlager Clearing Business Development
Member of the Executive Board Eurex Clearing AG
Deutsche Borse
¢ Mr. Stefan Knoblauch
¢ Dr. Sujata Ghorai Clearing Business Development

Specialist Market Policy Eurex Clearing AG
Deutsche Borse
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¢ Mr. Tom Bendixen
Eurex Frankfurt AG

¢ Mr. Brendan Bradley
Global Head of Product Strategy
Eurex Frankfurt AG

¢ Ms. Angela Kobetz
Eurex Frankfurt AG

¢ Mr. Steffen Kohler
Director
Eurex Frankfurt AG

¢ Mr. Michael Peters
Member of the Executive Board
Eurex Frankfurt AG

¢ Mr. Andreas Preuss
Deputy CEO of Deutsche Bérse AG and
CEO of Eurex
Eurex Frankfurt AG

¢ Ms. Christine Priitz
Clearing / CCP & Strategy
Research and Projects
Eurex Frankfurt AG

¢ Mrs. Kerstin Raclet
Vice President,
Business Development Asia and Middle East
Eurex Frankfurt AG

¢ Ms. Elizabeth Regan
Senior Vice President,
Business Development Asia and Middle East
Eurex Frankfurt AG

¢ Mr. Peter Reitz
Member of the Executive Board
Eurex Frankfurt AG

¢ Dr. Randolf Roth
Head of Strategy
Eurex Frankfurt AG

¢ Mr. Uwe Schweickert
Senior Vice President, Clearing/CCP & Strategy
Eurex Frankfurt AG

¢ Ms. Vassiliki Veliou
Eurex Frankfurt AG

¢ Mr. Marcus Zickwolff
Director Eurex Operations
Eurex Frankfurt AG

¢ Mr. David Krell
Chairman
International Securities Exchange

Mr. Gary Katz
President & Chief Executive Officer
International Securities Exchange

Mr. Thomas Ascher
Chief Strategy Officer
International Securities Exchange

Mr. Boris llyevsky
Managing Director, ISE Options Exchange
International Securities Exchange

Mr. Aydin Seyman
Vice Chairman
Istanbul Stock Exchange

Mr. Mustafa Kemal Yilmaz
Chief of Staff Director
Istanbul Stock Exchange

Mr. In-Soo Kim
Executive Director, Derivatives Market Division
Korea Exchange

Mr. Jung-han Kim
Senior Manager
Korea Exchange

Mr. Michael March
Director, Business Development
LCH.Clearnet Limited

Mr. Fernando Centelles
Chief Executive Officer
MEFF

Mr. Ignacio Solloa
Deputy CEO
MEFF

Mr. Jorge Alegria
Chief Executive Officer
Mercado Mexicano de Derivados (MEXDER)

Mr. Meyer Frucher
Vice Chairman
NASDAQ OMX

Mr. Ludovic Aigrot
Head of EU Affairs
NASDAQ OMX

Mr. Per-Jonas Carlsson
Strategy
NASDAQ OMX

Mr. Ravi Narain
Managing Director & Chief Executive Officer
National Stock Exchange of India Limited
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¢ Mr. Garry Jones
Executive Director,
Business Development & Strategy
NYSE Euronext

¢ Mr. Hendrik Koppe
Director Liffe Market Services
NYSE Euronext

¢ Mr. Hugh Freedberg
Chairman (designate)
NYSE Liffe

¢ Mr. Kotaro Yamazawa
Senior Executive Officer
Osaka Securities Exchange

¢ Mr. Matthias Rietig
Senior Advisor
Osaka Securities Exchange

¢ Mr. Jesper von Zweigbergk
Senior Vice President (Head of Derivatives)
Oslo Bars

¢ Mr. Supakit Jirapraditkul
Group Head Market Operation
Stock Exchange of Thailand

¢ Ms. Kanyarat Sriaroon
Deputy Head - Services Development
Stock Exchange of Thailand

¢ Ms. Duanpen Chansirisri
Deputy Head-Product Development
Stock Exchange of Thailand

¢ Mr. Juh Cheng Lin
Senior Vice President
Taiwan Futures Exchange (TAIFEX)

¢ Mr. Li-Wei Shih
Manager
Taiwan Futures Exchange (TAIFEX)

¢ Mr. Shih-Ting Chu
Senior Executive Vice President
Taiwan Stock Exchange Corp.

¢ Mr. Shi-Hao Chou
Vice President
Taiwan Stock Exchange Corp.

¢ Mr. Te-Fa Tsai
Senior Manager
Taiwan Stock Exchange Corp.

¢ Ms. Ester Levanon
Chief Executive Officer
Tel-Aviv Stock Exchange

V 1
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Mrs. Rina Shafir

Senior Vice President,

Trading Dept and Clearing Houses
Tel-Aviv Stock Exchange

Mr. Michael Walinskas

Senior Vice President,

Risk Management and Membership
The Options Clearing Corporation

Mr. Mitsuo Miwa
Chief Representative, London office
Tokyo Stock Exchange, Inc.

Mr. Adam Maciejewski
Member of the Management Board
Warsaw Stock Exchange

Mr. Jaroslaw Ziebiec

Director of Financial Instruments Development
Department

Warsaw Stock Exchange

Ms. Huilian Li
Manager
Zhengzhou Commodity Exchange

Mr. Hongliang Zuo
Senior Director of Marketing Department
Zhengzhou Commodity Exchange

Mr. Ruiqi Li
Senior Director of Auditing Office
Zhengzhou Commodity Exchange

Mr. Keli Wu
Assistant President
Zhengzhou Commodity Exchange

OTHER WFE AFFILIATES, and
CORRESPONDENTS

Dr. Fadi Khalaf
Chairman
Beirut Stock Exchange

Mrs. Suzy Semerdjian
Board Member
Beirut Stock Exchange

Mr. Daung-Yen Lu
Chairman
GreTai Securities Market

Ms. Yu-Ting Chen
GreTai Securities Market
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¢ Mr. Joseph Rizzello
Chief Executive Officer
National Stock Exchange

¢ Mr. Roman Goryunov
Chief Executive Officer
RTS Stock Exchange

¢ Mr. Abdullah AlSuweilmy
Chief Executive Officer
Saudi Stock Exchange (Tadawul)

¢ Mr. Waleed Bawardi
Head of Cash Market
Saudi Stock Exchange (Tadawul)

¢ Mr. John Spencer

Head of Strategy & Planning
Saudi Stock Exchange (Tadawul)

SPEAKERS and GUESTS

¢ Ms. Bénédicte Doumayrou
Head of department Regulation of intermediaries
and Market infrastructures
Autorité des Marchés Financiers

¢ Mr. Karl-Burkhard Caspari
Chief Executive Director
BaFin
(Bundesanstalt fir Finanzdienstleistungsaufsicht)

¢ Dr. Jorg Franke
Chairman of the Supervisory Board
Berliner Effektengesellschaft AG

¢ Mr. Stefan Seip
Director General
BVI Bundesverband Investment und Asset
Management e.V.

¢ Mr. Ayesh Salman Al Masri
Advisor
Capital Market Authority / Saudi Arabia

¢ Mr. Abdulrahman M. Al-Rashed
General Administration General Manager
Capital Market Authority / Saudi Arabia

¢ Mr. Michael Dunn
Acting Chairman
Commaodity Futures Trading Commission

¢ Mrs. Jacqueline Mesa
Director, Office of International Affairs
Commodity Futures Trading Commission
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Prof. Dr. Rudiger von Rosen
Geschéftsfiihrendes Vorstandsmitglied
Deutsches Aktieninstitut e.V.

Mrs. Anna Pliquett
CFA
Deutsche Bundesbank

Mr. Christoph von Busekist
Deutsche Bundesbank

Mr. Wolfgang Minchau
Co-founder and Director
Eurointelligence Advisers

Mr. Fabrizio Planta

DG Internal Market,

Financial Markets Infrastructure
European Commission

Ms. Judith Hardt
Secretary General
Federation of European Securities Exchanges

Mr. Rafael Plata

Head of Department,

Market Infrastructures Policy and Economics
Federation of European Securities Exchanges

Ms. Tracey Roberts
Communications and Policy Adviser
Federation of European Securities Exchanges

Mr. Josh Galper
Managing Principal
Finadium

Mr. Michael Treip
Manager, Market Conduct, Markets Division
Financial Services Authority

Dr. Thomas Emde
Capital Markets Partner
Freshfields Bruckhaus Deringer LLP

Mr. John Damgard
President
Futures Industry Association

Prof. Dr. Peter Gomber
Goethe University

Mr. Didier Davydoff
President
IEM Finance

Mr. Michael Dundon
Chief Risk Officer
International Derivatives Clearing Group LLC

“}@ Notes on IOMA /IOCA Annual Conference, Eurex Frankfurt, 19-22 April 2009



12

<

¢ Mr. John Lothian

President and CEO
John J. Lothian Company

¢ Dr. Philipp Harle

Global Lead Partner on Exchanges
McKinsey & Company, Inc.

¢ Mr. Miten Mehta

Director
Multi Commaodity Exchange (MCX)

¢ Mr. Ronald Filler

Professor of Law
New York Law School

¢ Mr. Leszek Prachniak

Director of Supervisory and Clearing Department
Polish Power Exchange

¢ Mr. Dirk Hoffmann-Becking

Senior Research Analyst
Sanford C. Bernstein

¢ Mr. Richard Perrott

Sanford C. Bernstein

¢ Mr. John Mathias

Chief Business Officer
Singapore Mercantile Exchange

¢ Mr. Breon Byrne

Head of European Derivatives Trading
Susquehanna International Group (SIG)
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“ WORLD FEDERATION
/ OF EXCHANGES

¢ Mr. Thomas Krantz
Secretary General

¢ Mr. Peter Clifford
Deputy Secretary General

¢ Mr. Romain Devai
Research and Project Manager

¢ Ms. Sibel Yilmaz
Corporate Communications Manager
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IOMA / IOCA Annual Conference - Notes
Frankfurt
19-22 April 2009

Opening session

¢ Welcome remarks— Andreas Preuss, Deputy CEO Deutsche Borse AG, and CEO of
Eurex

¢ Welcome remarks and program outline — Hugh Freedberg, Chairman of NYSE Liffe, and
Chairman of IOMA

¢ Financial report — Richard DuFour, Executive Vice President, CBOE, and IOMA Treasurer

¢ World Federation of Exchanges update - William Brodsky, Chairman and Chief Executive,
CBOE, and current WFE Chairman

Andreas Preuss welcomed the participants and thanked IOMA and WFE for the organization of the
conference. Market integrity had been taken for granted for years, but the current crisis has revealed
the necessity for reform, especially on risk management and monitoring. In this environment,
exchanges are the best positioned to provide neutrality among all actors.

IOMA Chairman Freedberg welcomed the participants, and gave the report from the IOMA Board
meeting, in which Mr. Alegria was nominated as Chairman-designate and Mr. Krantz as Secretary.

Mr. DuFour informed the participants that IOMA has been affiliated to WFE since 2002. Mr. Brodsky
noted that the affiliation has been very successful for both organizations. There are 120 delegates
attending this conference, which is more than ever before. Mr. Brodsky then gave an update of WFE
work in his capacity of WFE Chairman.

The exchange industry after Lehman

¢ Jorge Alegria, Chief Executive Officer, MexDer — moderator and discussant

¢ Ronald Filler, Professor of Law at New York Law School, and former Managing Director in
the Capital Markets Prime Services Division at Lehman Brothers

¢ Thomas Emde, Capital Markets Partner, Freshfields Bruckhaus Deringer

¢ Ravi Narain, Managing Director and Chief Executive Officer, National Stock Exchange of
India

Mr. Alegria introduced the panelists for this session on the aftermath of Lehman bankruptcy.

Mr. Filler noted that in the US, Lehman customers were protected thanks to account segregation
provisions. All futures positions were moved within 10 days. Outside the US, each jurisdiction has
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different bankruptcy laws, each one treats customer accounts differently, and in some cases assets
have been frozen.

Mr. Emde explained that in Germany, Lehman accounts have been frozen. There were massive repo
transactions between Lehman and the ECB that the ECB will need to unwind. Lehman in Germany
was holding instruments outside Germany, which implies complications with custodians and sub-
custodians. In Germany, Hypo Real Estate did not go bankrupt and works to examples of the effects of
Lehman bankruptcy. The examples of AIG, Bear Sterns, and Lehman may have a consequence on
emerging markets, which may become more cautious in opening their markets.

Emerging Markets different? \%
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Mr. Narain explained that Lehman bankruptcy has changed the view of foreign capital in India; it has
become clear that the failure of a major actor is possible. The question then is whether foreign entities
should be treated differently than local ones. Mr. Narain thought that the case of Lehman should not
lead to restricted access to foreign capital, so long as practical and sensible safeguards are in place.
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Clearing house briefing: architecture of the future

¢ Michael Walinskas, Senior Vice President, Risk Management and Membership, The Options
Clearing Corporation, and Chairman of IOCA, moderator and presenter

¢ Marcus Zickwolff, Director Eurex Operations and Member of CCP 12 Executive Committee

¢ Michael March, Director, Business Development, LCH.Clearnet

Mr. Walinskas introduced the panelists. Mr. Walinskas explained that Lehman was one of the largest
members of the OCC. Firms were actually under surveillance since early 2008, because most
members were already affected by the subprime crisis. The OCC margin requirements were adequate
to deal with the VIX peak following Lehman bankruptcy. Mr. Walinskas emphasized the importance of
cash liquidity: there is a need for cash itself and not only liquid collateral. A year ago, the OCC had
USD 200 million in cash, but it held around USD 1 billion at the end of 2008. There was an evolution
of minimum cash requirements.

Mr. March explained that ; .
Lehman had 9 trilion USD of Clearing Fund Requirement
swaps  outstanding  at July 2007 — March 2009

LCH.Clearnet, which auctioned
the entire portfolio in two
weeks. Clearing houses have
been working together very
closely, and only one reported $6.0 A

a loss due to Lehman /\

$5.0

bankruptcy. As a consequence / \
of clearing houses resiliency, it $4.0 /A\//\

does not seem necessary to \/\ /\/ \

) $3.0 —— ~

increase default funds or AN
change procedures. $2.0

Clearing Fund Requirement
July 2007 - March 2009

$7.0

(in billions)

$1.0

Mr. Zickwolff explained that the
Eurex clearing house was also
able to handle the Lehman
failure smoothly. Central The Options Clearing Corporation
clearing proved its worth. April, 2009

Jul-07

Aug-07
Sep-07 |
0ct07 |
Nov-07 |
Dec-07 |
Jan-08 |
Feb-08 |
Mar-08 1
Apr-08 |
May-08 ]
Jun-08 |
Jul-08 |
Aug-08 ]
Sep-08 |
0ct-08 |
Nov-08 |
Dec-08 |
Jan-09 |
Feb-09 |
Mar-09 |
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OTC trading on exchange, and exchange clearing for OTC

Tim Doar, Managing Director, Risk Management, CME Group, moderator and presenter
Michael Dundon, International Derivatives Clearing Group (IDCG), NASDAQ OMX

Thomas Book, Member of the Eurex Executive Board

Garry Jones, Executive Director of Business Development & Strategy, NYSE Euronext Liffe
Fabrizio Planta, DG Internal Market - Financial Markets Infrastructure, European Commission

* ¢ 6 0 o

Mr. Doar introduced the panelists, highlighted the G30 paper on financial reforms, and also the ECB
paper issued last March.

Mr. Planta explained that in the case of CDSs, standardization and structuring were the main
challenges before launching clearing (the standardization of coupons being a good example).

Mr. Jones explained that OTC markets usually saw clearing as the first step before listing, but not
everything can be cleared. Bad clearing is worst than no clearing at all. A clearing house can only
clear products that have a market price. For instance, 80% of interest swaps are plain vanilla, and
could therefore be standardized. As regards to CDSs, there are complications, but clearing is possible.

Mr. Book confirmed that Eurex clearing would offer CDS clearing by July. He explained that the
standardization of contracts includes the standardization of coupons. CDSs are a very special asset
class, implying additional complexity in risk management for clearing houses.

Mr. Dundon agreed that CDSs were complex products, and that efforts in standardization were much
needed. The market is also compressing in size from a high point record of USD 63 trillion to USD 28
trillion now. The OTC interest rate swap market is the last market that has not yet been switched to an
electronic platform.
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2008 IOMA Survey Results
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¢ In-Soo Kim, Executive Director, Derivatives Market Division, KRX
¢ Didier Davydoff, President, IEM Finance

Mr. In-Soo Kim introduced Mr. Davydoff and the 2008 IOMA survey.

Mr. Davydoff reviewed in detail the main findings of the survey: a new record for activity was set, with
17 billion contracts traded in 2008; but for the first time since 2004, the pace of growth slowed down in
2008. The complete presentation and study are available from the WFE Secretariat, and they are also
posted on www.world-exchanges.org.

Prospects for clearing organisations

Lehman’s bankrupcy and the
financial crisis generated an
increased interest of market
participants and regulators for
centralized clearing of OTC
trades:

* Increase market
transparency

* Increase capital
efficiency thanks to
position netting

*Reduce counterparty and
systemic risks.
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A major area for this development: the CDS market,
« Still dependant upon email and voice channels
« Suffers from very frequent errors (13% of CDS trades according to ISDA).
« Standardization process (ISDA)
Several initiatives: Nyse Liffe, (dec. 2008), ICE Trust (March 2009), CME Group
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IOMA Market Survey 2008
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Relocating economic metrics in 2009

¢ Thomas Krantz, WFE Secretary General, as moderator
¢ Wolfgang Muenchau, co-founder and director, Eurointelligence Advisers, and associate editor
of the Financial Times

Mr. Krantz introduced Mr. Muenchau and the topic of this session, which centered on the long term
monetary implications of the financial crisis.

Mr. Muenchau presented an overview of the respective position and outlook for both the US dollar and
the euro. If presently 65% of global forex reserves are composed of US dollars compared to 25% for
the euro, the situation may change. The US is forecasting an enormous 13% budget deficit compared
to its GDP, and an overall level of federal debt that will reach 80% of its GDP.

Commodities futures

Hugh Freedberg, Chairman of NYSE Liffe and Chairman of IOMA, as moderator
Michael V. Dunn, Acting Chairman, Commodities Futures Trading Commission
John Mathias, Chief Business Officer, Singapore Mercantile Exchange

John J. Lothian, President & CEO, John J. Lothian Company

John Damgard, President, Futures Industry Association

Huilian Li, Manager, Zhengzhou Commodity Exchange

L 2K JER 2R JER 2R 4

Mr. Freedberg introduced the panelists of this session on commodities futures.

Mr. Dunn prefaced his presentation by explaining that the budget of his agency has not matched the
growth of the industry, hence the project to move towards a fee-based scheme. His main priorities are
customer protection, collaboration with other agencies in the US and internationally within IOSCO.

Mr. Damgard explained that the CFTC was originally an agency dealing with agricultural products. He
would not be in favour of a merger with the SEC, in large part because the CFTC has had such a
close relationship with the industry.

Ms. Huilian Li presented Zhengzhou Commodity Exchange, which was created in 1990 and has grown
to trade 222 million contracts in 2008. Its white sugar contract is its leader. More and more industrial
clients are participating in futures markets; and the exchange is developing its international
cooperation with the signing of several MOUs with overseas exchanges.

Mr. Mathias presented the Singapore Mercantile Exchange, which is being set up by Financial
Technology Group from India. The choice of Singapore to set up a new exchange was made because
of its solid regulation. One of the key signs of progress would be to implement remote clearing (the
ability to transact clearing business in Singapore for a firm not regulated in Singapore).

Mr. Lothian is convinced that good regulation is needed for proper markets functioning. Among recent
product innovations, he highlighted the CME’s micro-FX, and the CBOE’s mini-VIX futures.
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Cash market price fragmentation and its effects on derivatives

Gary Katz, President and CEO, International Securities Exchange, moderator and presenter
Ester Levanon, Chief Executive Officer, Tel Aviv Stock Exchange

Frank Gerstenschlager, Member of the Executive Board, Deutsche Bérse AG

Breon Byrne, Head of European Derivatives Trading, Susquehanna International Group (SIG)

* 6 6 o0

Mr. Katz introduced the panel explaining that fragmentation can have various meanings, including an
increase in the number of competitive suppliers.

Mr. Gerstenschlager emphasized on the impact of fragmentation on price discovery mechanisms: in
Europe, MiIFID has generated wider bid-ask spreads.

Mr. Byrne argued that fragmentation would be an issue if there were no consolidated tape, which is
starting to be provided by some vendors in Europe. Fragmentation could be an issue for retail
investors, as they do not have access to all venues like institutional investors do.

Ms. Levanon explained that in the case of the Euro-MTS implementation in Israel, volumes have
actually increased. This was not quite the expected outcome.

On algo trading, Mr. Gerstenschlager noted that its development of algo trading has led to a decrease
in average trade size. Ms. Levanon noted that the value of the average trade size has decreased
proportionally to the fall of the index.

On the opening price, Mr. Byrne explained that fragmentation was not such a concern; the real issue
in his view is the closing price, which is the one used for margin calculation.

Mr. Gerstenschlager questioned the notion of best execution these days when some portions of the
markets are not transparent. Mr. Katz explained that Reg-NMS has favoured fragmentation to the
extent that it has made trade-through impossible (on an order-by-order basis). Mr. Gerstenschlager
noted that MiFID did not implement such an order-by-order best execution principle. He also raised the
issue of latency and order-routing for achieving best execution in the US. The point is that
fragmentation has favoured complexity and hence increased costs, as traders have to be connected to
all trading venues and all post-trade venues at the same time to see what the market is doing overall.

Mr. Byrne explained that fragmentation was making market-making more difficult, and that market-
makers had to consolidate feeds in-house as available consolidated feeds were not fast enough. Ms.
Levanon raised the issue of a normalized latency in order to ensure fair access. Mr. Byrne answered
that since options are not fungible in Europe, latency is not an issue.

Mr. Gerstenschlager also pointed out the advantage of a venue integrating trading and clearing,
notably in terms of risk monitoring. One drawback, though, would be the absence of cross-margining.
He cautioned that a single clearing house might have some negative implications in terms of systemic
risk.

On the question of fragmentation and indexes, Mr. Gerstenschlager explained that from a regulatory
perspective an index provider could use the price he wanted, but that it made more sense and is more
efficient to always use the same source and the same settlement cycle.
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On the dark pools issue, Mr. Gerstenschlager argued for the need of a level playing field between the
various execution venues. Mr. Byrne noted that it was impossible to know whether best execution was
achieved in a dark pool, or in a systematic internalizer.

NYSE Trade Size, all stocks traded

~
(=]

Reworking principles for short-selling practices

¢ Richard DuFour, Executive Vice President, Chicago Board Options Exchange as moderator

¢ Michael Treip, Manager, Market Conduct, Markets Division FSA London, and member of the
IOSCO Technical Committee task force on short-selling

¢ Josh Galper, Managing Principal, Finadium

Mr. DuFour introduced this panel on short-selling, which has been the subject of a great deal of
discussion since the financial crisis began in August 2007.

For Mr. Galper, short-selling is a legitimate market practice, because it encourages participation in
price discovery while providing market liquidity; however, naked short-selling can have a negative
impact on price discovery. There are three ways to regulate short-selling: uptick rules, circuit breakers,
disclosure. One should also keep in mind that short-selling and securities lending are linked, and
should be regulated together.
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Mr. Treip agreed that short-selling was a legitimate investment technique in normal market conditions,
which both aids liquidity and contributes to price efficiency. The possible negative effects are: market
abuse, disorderly markets, transparency deficiencies, and settlement failures. IOSCO has come up

with four principles for short
selling. In Europe, CESR has
also worked on the topic, and
might advise the European
Commission to legislate on the
matter.

IOSCO: The 4 Principles FSA.

1. Short selling should be subject to appropriate controls
to reduce or minimise the potential risks that could
affect the orderly and efficient functioning and stability
of financial markets.

2. Short selling should be subject to a reporting regime
that provides timely information to the market or to
market authorities.

3. Short selling should be subject to an effective
compliance and enforcement system.

4.  Short selling regulation should allow appropriate
exceptions for certain types of transactions for efficient
market functioning and development.
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Address on “International regulatory environment and its impact on exchanges
— recent developments and outlook”

by Karl-Burkhard  Caspari, Chief  Executive  Director, BaFin  (Bundesanstalt  fir
Finanzdienstleistungsaufsicht)

Mr. Freedberg introduced Mr. Caspari to the audience.

Mr. Caspari focused his speech on the financial crisis and the current state of affairs. He remarked
that there has not been any failure among exchanges or their infrastructures. He also noted that the
market environment in Europe was getting more complex, given the changes introduced by MiFID. He
then commented on the three task forces launched by the G20 on short selling, unregulated entities,
and unregulated products and markets.

On each issue, he emphasized on the importance of transparency and proper risk management.
About the fact that the financial crisis coincided with the implementation of MiFID, Mr. Caspari thought
that the current priority should be more on stability and transparency than competition.

Direct Electronic Access

+ Ignacio Solloa, Deputy Chief Executive Officer, MEFF, as moderator

¢ Bénédicte Doumayrou, Head of department Regulation of intermediaries and Market
infrastructures, Authorité des marchés financiers Paris

¢ Matthias Rietig, Senior Adviser - Business Development, Osaka Securities Exchange

Mr. Solloa introduced the panel by commenting on the various terms used to describe an important
trend: DEA, DMA, and sponsored access.

Ms. Doumayrou explained that
there has not been a lot of
change regarding remote
membership since last year’s
IOMA conference, but that
I0SCO has issued a
consultation report on DEA.
DEA includes order-routing,
sponsored access, and non-
intermediated access (e.g. a
hedge fund becoming a
member). As the distinction
between customers and
members is blurring, I0SCO
thought there was a need for
international guidance regarding
this issue and its consequence

| - Pre-conditions for DEA (1/3)

(1) Minimum Customer Standards

POSSIBLE PRINCIPLE: DEA Customers should be required to meet
minimum standards, including:

e appropriate financial resources;

e familiarity with the rules of the market and ability to comply
with the rules of the market;

e knowledge of the order entry system which the Customer is
permitted to utilize; and

e proficiency in the use of that system.

o

Are these the appropriate qualifications for DEA Customers, or should
others be added? Please elaborate.
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in terms of fair access and possible abuses.

IOSCO has structured its report in order to cover the pre-conditions for DEA (minimum standards,
contractual agreements, sub-delegation), the information flow (customer identification, pre and post-
trade information), and the adequate systems and controls. Exchanges were warmly encouraged to
participate in the current consultation process.

Mr. Rieting provided an Asian perspective, and more specifically from Japan. Remote membership
has been made possible since a new law was adopted last year in Japan. The exchange does not
want to interfere with the competition among brokers, and so remote members have to fulfill the same

requirements as members.

Strategy

¢ Luc Bertrand, TMX Group

¢ Philipp Haerle, Global Lead Partner on Exchanges, McKinsey, as presenter
¢ Dirk Hoffmann-Becking, Senior Research Analyst, Sanford C. Bernstein

Luc Bertrand introduced the participants of this concluding panel on strategy.

Philipp Haerle assessed the impact of the financial crisis on exchanges’ strategies. Before the crisis,
exchanges’ profitability was mainly driven by volume growth. The current crisis will most likely lead to
a long and deep recession, making volumes less likely to grow the same way as before. But,
exchanges clearly have a strategic opportunity, as this crisis will reconfirm regulated exchanges as

critical market infrastructure.

The three main actions exchanges should focus on are:

awareness of
and follow
developments

» Create
issues
regulatory
closely

» Introduce/improve tactical
"resilience" actions to
safeguard profitability and
long-term survival

» Capture opportunities and
increase flexibility by
building options.
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Exchanges are probably the only financial services industry segment

emerging stronger out of the crisis

The crisis will reconfirm regulated
exchanges as central market
infrastructure &

= Exchange clearing houses weathered
both the storm and Lehman disaster
extremely well, presenting a strong
case regarding the advantages of
regulated clearing vs. bilateral OTC

Image of exchanges has gone from
"dinosaur" to "market protectors"
(integrity more important than efficiency)

Broad agreement among
policymakers that exchanges, clearing
houses and CSDs are key building
blocks to contain systemic risk

SOURCE: McKinsey

What Is the appetite for
benchmarking of IT
costs and processes?

é but exchanges ma

challenges are greater than ever

= Unclear volume levels

Increased pressure on prices, as
customers are less profitable and
seek to "share the pain”

Increased processes complexity
— Interoperability/interconnectivity

— Integration of OTC flows on
central clearing infrastructure

Increased competition across all
geographies, securities, and services

McKinsey & Company | 23
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