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Introduction
In late 2006, FXMarketSpace, a joint venture of CME and Reuters, will launch.  FXMarketSpace will be the world's first centrally-cleared, global foreign-exchange (FX) marketplace.  
CME Globex will be the matching platform for FXMarketSpace, and all trades will be cleared by CME Clearing.  
All existing full Class A CME clearing member firms will be eligible to clear trades done in this new market, and in addition a new category of clearing membership, called Class C, will be created with clearing rights limited to FXMarketSpace.

At launch, trading will be for spot delivery in major CLS-eligible currency pairs.  Following launch, trading will be phased in for forwards, swaps (both for standard dates and user-selected dates) and options.
This document describes the mechanics of clearing processing for FXMarketSpace, focusing on spot and other outright forwards, and on FX swaps.  Processing for FX options is not described herein.

Generically, we will refer in this document to all outright FX deals as forwards -- both transactions for spot delivery and for further forward delivery.  As explained below, a spot-delivery contract is just a special case of a forward, and an FX swap is just a calendar spread of two FX forwards.

There are several key respects in which processing for FX forwards is different from that for FX futures:

· Although trading will begin with spot contracts, shortly thereafter trading will be extended so that it may be for any valid value date for that currency pair.  Valid dates are limited only by the banking calendars for the two currencies.


· Although initially trading will be limited to round lots of the primary currency for a pair, shortly thereafter it will be extended so that it may be for any arbitrary notional amount.

· Because these are forwards, not futures, all trades are held open until maturity, and are delivered at original trade price.  Open trades are marked to market daily, just like futures, but the resulting amounts are netted together and collateralized (turned into a performance bond credit or liability) rather than banked.


· All physical delivery will be accomplished via standing settlement instructions.  Much flexibility will be provided to market participants regarding the delivery process.  Entry of "delivery commitments" will not be needed, however.

· Although they are cleared and centrally guaranteed by CME Clearing, transactions are OTC, not CFTC-regulated contract markets, and are not subject to customer-segregation requirements.
Trading venues and trade types
The product exchange acronym will be FXM, for FXMarketSpace.  
The matching platform will be CME Globex, with the usual GBX acronym.  Trades executed on this platform will be treated as standard electronic trades.
Initially, FXMarketSpace will support only centrally-matched electronic trading, with opportunities for privately-negotiated trades to be added later.

The trading week will begin on Sunday afternoon at 3pm Chicago time (4pm New York time), and run continuously to Friday afternoon at 4pm Chicago time (5pm New York time.)

Spot contract value date rollover will occur automatically at 4pm Chicago time each afternoon.  For example, a EUR versus JPY spot trade executed at 3:50pm Chicago time Monday afternoon, will be a Monday trade for value Wednesday, while a similar trade executed twenty minutes later, at 4:10pm Chicago time Monday afternoon, will be a Tuesday trade for value Thursday.
Clearing and trading firms, and trader ID's
As described above, all existing full Class A CME clearing member firms will be eligible to clear trades done in this new market.  In addition a new category of clearing membership, called Class C, will be created with clearing rights limited to FXMarketSpace.

Each clearing firm has one or more firm numbers ("trading member firms", also called TMF's) used for executing trades and post-execution processing of those trades.  The TMF's used for FXMarketSpace will be normal CME firms.  In other words, a CME firm number, can be used for executing trades for CME products, for OneChicago products, and now for FXMarketSpace products.  Firms may if they choose, but will not be required to, set up new firm numbers for use for this business.
Firms will be required to define new iLink connections for FXMarketSpace business, each of which will be assigned a unique trader ID value.
Product description for FX forwards and FX forward swaps
In many respects, an FX forward looks like a daily future on a currency exchange rate.  

The fundamental differences between FX forwards and FX futures are that:

· For FX forwards, all positions are kept open to maturity, and are delivered, whereas for FX futures offsetting trades can be used to liquidate positions prior to maturity.


· For FX forwards, delivery is at original trade price, whereas for FX futures, delivery is at final settlemet price.

The product code will be constructed by concatenating the two currency codes, using the standard interbank FX convention.  (In some FX implementations, the currency codes are separated using a forward slash character, as in EUR/JPY.  In others, a period is used as a separator, for example EUR.JPY.  For FXMarketSpace, we will concatenate the two currency codes without a separator, in order to keep the total product code length to six bytes -- for example EURJPY.)
For example, the EURJPY forward means that:

· trade quantities are normally expressed in terms of EUR

· trade prices are expressed as JPY per EUR

Different FX implementations use different terms to refer to the two currencies.  Some simply refer to them as currency 1 and currency 2.  CME will use the terms trading unit currency for currency 1 -- it is what you are normally expressing your trade quantity in -- and settlement currency for currency 2.  The settlement currency is also sometimes referred to as the contra currency.  This is discussed in more detail below.
Again following the standard interbank convention, the contract date (also called the contract period code) will be the value date for consummating the forward transaction.

For example, a trade executed on Thursday, May 4, 2006, in the 20060511 EURJPY forward, for a purchase of 10 million EUR, at a trade price of 132.587 JPY per EUR, means:

· On Thursday May 11, you will receive 10 million EUR
· for which you will pay 10 million * 132.587 = 1,325,870,000 JPY

A spot trade in FX is just a forward done for a value date two business days ahead, for most currency pairs, or one day ahead in the case of USD versus CAD.  For example, on Tuesday May 9, 2006, a spot trade in EUR versus JPY is a trade for value on Thursday May 11th -- ie, in the 20060511 EURJPY forward.  For trades done on a particular day, the spot date is the value date for such spot trades.
Note the usage of this terminology:  in this document, spot trades are not considered to be a different product type than forward trades.  The product type of a "spot" trade is "forward".  We are considering spot trades just as special cases of the generic "forward" type.
An FX forward swap is simply a calendar spread trade between two such forwards.

For example, a "spot-1week" swap trade executed on May 2 in the EURJPY product might consist of the following:

Front leg:  purchase 10 million EUR, at 132.522 JPY per EUR, for value May 4
Back leg:  sell 10 million EUR, at 132.587 JPY per EUR, for value May 11
The differential price of the swap is 132.587 minus 132.522 = 0.065 JPY per EUR.  By FX trading convention, the swap price, also called the "swap points", is computed as the far leg price less the near leg price.  Note that this price may be positive or negative, as with any calendar spread trade.
By convention in the FX markets, various "standard" swaps are traded:

· spot-next:  the value date of the first leg is the spot date, and the value date of the second leg is the day thereafter


· tom-next:  the value date of the first leg is tomorrow, and the value date of the second leg is the day thereafter (the spot date).  (These are applicable only for currency pairs which have a two-day spot value date convention -- ie, other than USD/CAD.)

· spot-1 week:  the value date of the first leg is the spot date, and the value date of the second leg is the same day of the following week.  And so on for spot-2 week, spot-3 week, etc.


· spot-1 month:  the value date of the first leg is the spot date, and the value date of the second leg is one month thereafter.  And so on for spot-2 month, spot-3 month, etc.

When trades in swaps are received, they will be decomposed into transactions in the individual legs for clearing processing -- exactly analogous to the way trades in futures calendar spreads are handled.

Initially, trading will be limited to currencies that are eligible for Continuous-Linked Settlement (CLS), and settlement (physical delivery) will be via CLS.

Date terminology for FX forwards compared with normal clearing terminology for futures
As described above, the contract period code for an FX forward represents its value date.  For example, the EURJPY 20060511 forward has a value date of May 11, 2006.
In normal clearing terminology, this date is the delivery date, ie, it is the date on which delivery (physical settlement) occurs.  This can also be thought of as the physical settlement date.
Because the value date convention for the EUR/JPY currency pair is two days, the spot contract for trades executed on Tuesday May 9, 2006, is the forward for this value date, Thursday May 11.  Although it is possible for a trade for value Thursday May 11 to be executed on Wednesday May 10, such trades are uncommon.  Therefore, the last day on which the end-of-day settlement price will be updated for the Thursday May 11 contract, is Tuesday May 9.
In normal clearing terminology, this Tuesday date is the clearing settlement date, ie, it is the last date on which the end-of-day settlement price for the contract is updated.

In normal clearing terminology, the Wednesday date is the last day of trading, ie, it is the last day on which it is physically possible to execute a trade for clearing for value date that Thursday.

Let's summarize:  For the Thursday May 11, 2006 EURJPY contract:
· Tuesday May 9 is the clearing settlement date, ie, it is the date on which the final settlement price for this forward will be delivered.  Spot trades done on this day are for this contract.


· Wednesday May 10 is the last day of trading, ie, it is the last day on which trades for value May 11th may be executed.


· Thursday May 11 is the value date, also called the clearing delivery date or physical settlement date.
The practical meaning of clearing FX forwards
1.  Trade quantities quoted in nominal amounts

Although trades in FX forwards are typically done for round amounts -- for example, 10 million EUR in exchange for JPY -- they may also be done for any arbitrary currency amount.  For example, a trade quantity might be 14,323,567.56 EUR in exchange for JPY.
We say that trade and position quantities are expressed in nominal amounts.  In other words (a) they may be very large, much larger than trade quantities in futures are normally expressed as, and (b) they may go down to the hundredth of a currency unit for currencies such as USD, GBP or EUR.  (For other currencies such as JPY, the smallest increment of trade quantity is one yen.  We say that the normal precision of USD, GBP and EUR is two, while the normal precision of JPY is zero.)
2.  Delivery at original trade price
In today's world of non-cleared OTC FX forward trades, firms must track every deal until physical settlement -- not only so the profitability of individual trades can be determined, but also so that the trade can be settled with its specific counterparty and at its original trade price.  In addition, firms typically mark each such open trade to market every day, in order to determine their aggregate risk exposure from these open trades.
With cleared FX forward trades, firms will settle only with the Clearing House, rather than with each individual counterparty.  Settlement will be at original trade price.  

We will provide firms with some substantial flexibility as to how this delivery at original trade price is done, including the ability to have the delivery obligations for all trades done for a currency pair and value date, netted down to a single CLS transaction, rather than having to do CLS transactions for each trade.  (The delivery process is described in more detail below.)  Whether or not this netting is done, however, the key point is that delivery will be at original trade price.
3.  Collateralization of cumulative mark-to-market amounts
The Clearing House will publish an end-of-day settlement price for every forward for which there is open interest, and every day it will calculate the total mark-to-market for all open trades.  Instead of daily banking of settlement variation amounts, however, this total mark-to-market amount will simply be collateralized.  

In other words, all such mark-to-market amounts will be netted together, and for each settlement currency, the net amount will become either a performance bond asset (if the firm is making money on its trades denominated in that currency) or a liability (if the firm is losing money on its trades denominated in that currency.)  
On the morning of the value date, when the trades for a currency pair and that value date have been delivered, the mark-to-market amount for those trades will be removed from the total amount being collateralized.
In the future, CME may provide firms with the same flexibility to trade any arbitrary quantity ("trade quantities in nominal amounts") for certain futures contracts, as we will for forwards.  So the two fundamental differences between a forward and a future are (a) delivery at original trade price versus delivery at final settlement price, and (b) collateralization rather than banking of mark-to-market amounts.

Trade processing for FX forwards and swaps
Trade processing functions for FX forwards will be analogous to those for normal futures and options.

For electronic trades executed on CME Globex, CME Clearing will transmit "trade confirmation messages" to firms, which firms may use to load these trades to books.  If necessary, firms may then send "change messages" to update the origin or the account number.

Privately-negotiated transactions will be processed via an Allocate/Claim model, with one side submitting and the other side claiming.  Prior to trade match (claim), firms may change any trade data desired; after the match, only origin and account may be changed.

Give-ups and transfers will be supported via an Allocate/Claim model, with the giving-up (transferring) side submitting the transaction and the carrying (receiving) side claiming it.  Unlike for conventional futures transactions, however, on the giving-up (transferring) side, the original transaction will be entirely removed.

All such trade management functions may be accomplished either via the browser-based user interface to the trade management system ("Front-End Clearing", or FEC), or via message.  Trades for FX forwards do not easily fit into the legacy "TREX" format, however, and only the new, more flexible FIXML-based messaging will be supported.

As described above, trades in FX forward swaps are essentially calendar spread trades.  FIXML confirms will be provided for these trades.  Once the trade has been matched, it is decomposed into the two legs, which are then processed independently of each other.  FX forward swaps will never be eligible for SLEDS-like functionality -- ie, leg prices will be determined initially and it will not be possible to subsequently change them.
Calculating cumulative mark-to-market amounts rather than daily settlement variation
For normal futures, daily settlement variation is calculated as:

· The mark-to-market amount on the adjusted start-of-day position, from the previous day's end-of-day settlement price to the current-day end-of-day settlement price, plus


· The sum of the mark-to-market amounts on each trade cleared today, from trade price to today's end-of-day settlement price.

For forwards, however, cumulative mark-to-market for a contract includes all trades ever executed for that contract.  For each such trade, you calculate the mark-to-market amount from original trade price to today's end-of-day settlement price, and take the sum of these mark-to-market amounts.

Different rounding method for calculating mark-to-market
When calculating mark-to-market for normal futures trades or positions, it is necessary to calculate the rounded monetary value of a single contract at each price point.  For example, when calculating the mark-to-market amount for a futures trade done on a given day:

· Take the trade price, decimalize it if necessary, multiply by the contract value factor (the value which converts quoted price to its monetary equivalent), and round normally to the precision of the settlement currency (for example, for values in USD, to the nearest penny.)  The result is the rounded monetary value of a single contract at the trade price.


· Repeat for the settlement price, yielding the rounded monetary value of a single contract that that settlement price.


· Subtract the first value from the second value, and multiply this result by the trade quantity, with buys expressed as a positive number and sells as a negative number.

This method ensures that the total mark-to-market amount is the same regardless of how the trade is broken up (for example, the amount for seventeen one-lot's is guaranteed to be the same as that for one seventeen-lot) and regardless of how many intermediate marking prices there are.

For FX forwards, because trade quantities are quoted in nominal amounts (in effect, the contract value factor equals one), this method of rounding introduces too much distortion in the results.  Therefore, for these contracts:

· Subtract the trade price from the settlement price.

· Multiply by the contract value factor.

· Multiply by the trade quantity (positive for buy and negative for a sell.)

· Round this result normally to the precision of the settlement currency.

This different behavior is exactly identical to what was recently introduced for the "book-instrument" contracts for CME Auction Markets, and is introduced for exactly the same reason, namely, to avoid the distortion that would be introduced by doing the rounding as it is done for normal futures and options.

Note that the trade quantity used for this calculation, is for the "standard dealt currency" for a given method of quoting the price.  For example, for trades where the price was quoted as the amount of JPY per EUR:

· The product code is specified as ID="EURJPY".


· The trade quantity used in the mark-to-market calculation must be the amount of EUR, and its expression as positive or negative must depend on whether you are buying or selling EUR.  This is true regardless of whether on the original trade, the "dealt currency" was specified as EUR or JPY.
The different rounding behavior can be controlled in firm bookkeeping systems via the new "Money Calculation Method" parameter provided on byte 116 of the type "P" record in the SPAN file.  Full details are provided below.

Positions processing and reports for FX forwards

Because all trades are kept open until maturity, the total long position for each contract is simply the sum of all quantities for buy trades, and similarly for the total short position.  There is no need for PCS submission, position adjustments, or spread reporting.  Firms may, but need not, submit PCS.

Exactly as for normal futures, FIXML-based Trade Register files for FX forwards will contain both position records and trade records.  However, the file will be produced in two variants.  For both variants, each position record will provide the cumulative mark-to-market for all trades in that contract, not just the current day's trades.  However:
· The first variant will contain only trades cleared today.


· The second variant will contain all open, not-yet-settled trades, both those cleared today and those from previous days.
Two versions of the Trade Register report will similarly be provided, one showing only trades cleared today, and another showing all open trades.

A separate "FX Forwards Open Trade Report" will show all open trades for each forward contract, and for each trade, the cash flows for each currency that will occur at delivery, and the cumulative mark-to-market.
Performance bond calculations for FX forward positions

The performance bond requirement for FX forwards will consist of two components:  the equity component -- ie, the cumulative mark-to-market amount on open trades being collateralized -- and the risk component -- the maximum reasonably-likely loss that may occur until the next day that additional collateral may be collected, as evaluated by SPAN®.  Note that the equity requirement includes an adjustment up to protect against the customer defaulting only on losing delivery obligations.
In evaluating the risk component, the SPAN file may provide intercommodity spreads between FX futures and FX forward positions.  To simplify the evaluation of the intercommodity spreads and generally to simplify the process of margining the FX forward positions in SPAN, they will be converted in futures-equivalent positions.  This will be done by dividing the nominal position by a conversion factor and then rounding the result to the nearest integer.  More details on this are provided below.
For example, for the CME's RY futures, on the exchange rate between EUR and JPY, the contract size is 125,000 EUR.  

For calculating performance bond requirements for positions in the EURJPY forward, therefore:

· The actual position quantity in each such forward will be divided by 125,000, and this result rounded to the nearest integer, in order to determine the "equivalent quantity".


· It is the equivalent quantity which will then be processed through SPAN.  All SPAN risk arrays for EURJPY forwards will be in terms of the equivalent quantity.

Calculating the SPAN risk requirement:

For each open, unsettled (prior to value date) FX forward position:

Net the nominal gross long position and the nominal gross short position together, to determine the net nominal position.

For example, suppose for the EURJPY forward for value date May 12, 2006, the gross long nominal position is 12,500,000 EUR and the gross short nominal position is 32,000,000 EUR.

The net nominal position is 12,500,000 less 32,000,000, or -19,500,000.

In the SPAN file, on the type "P" (product definition) record for the EURJPY forwards, the contract value factor will have been provided, as it is for any other product.

For example, suppose this value is provided as 125,000.

Divide the net nominal position by the contract value factor, and round up (away from zero) to the nearest integer, to yield the equivalent position for margining.

For example:  -19,500,000 / 125,000 = -156

Rounded normally yields -156.

This equivalent position for margining, now is processed in SPAN normally, as the position for this specific forward contract.

The SPAN file
The daily SPAN risk parameter file published by CME, will now contain data for CBOT products, CME products, and products for a new OTC exchange.

In this file, the product type for the FX contracts will be FWD, for forward.  The type "P" (product definition) records for these forwards will provide the collateralization gain credit percentages.  Other than this, there is no impact to the SPAN file.
Providing performance bond credits for spreads against futures positions
It is possible that in the SPAN calculation, intercommodity spread credits will be recognized between futures positions, subject to customer segregation requirements, and OTC FX positions, not so subject.  If so, these will be provided as normal intercommodity spread records.

For example, a spread might be recognized between CME EUR/JPY futures, and OTC EUR/JPY forwards.

This spread is evaluated like any other spread.  The number of spreads which can be formed is determined, and then the delta consumed by the spread for each leg.  The credit amount for each leg is equal to the weighted price risk for that leg, times the delta consumed, times the credit rate.  

The result is a credit which will reduce the requirement on the futures side, and a separate requirement which reduces the requirement on the cash side.

Note that for customer accounts, the clearing firm must calculate a separate total PB requirement for the positions subject to customer-segregation requirements, and for OTC positions not so subject.  Collateral posted to meet these requirements must also be kept separate.
Calculating the net mark-to-market amount to be collateralized:

As described above, each open trade is marked to market from trade price to current day's settlement price.  These amounts are netted together by currency, to yield the net collateralization amount for that currency.  Positive numbers (gains) yield credits, negative numbers (losses) yield requirements.

Calculating the collateralization credit adjustment:

For each open, unsettled (prior to value date) FX forward position:

Determine the appropriate collateralization gain credit rate to apply, based on the number of days prior to value date.

(See the updated layout for the "P" record in the SPAN file at:

http://www.cme-ch.com/span/spanl30p.htm
for where to read these rates.)
For trades being delivered gross (trade by trade):

If the mark-to-market amount is a gain:

Subtract the collateralization gain credit rate from 1.

Multiply the mark-to-market amount by this ratio.

Round this result to the precision of the settlement currency.

The result is the adjustment for this trade.

For trades being delivered net, this calculation is done only on spot date, ie, it applies not to the trades, but to the net delivery instruction.  Also, this calculation applies only if the netting process yields an instruction that can be delivered through CLS, ie, where the two currency flows are in opposite directions:
Take the net delivery amount of the traded currency, at the implied delivery price yielded by the net.

Determine the mark-to-market amount from that implied delivery price to today's settlement price.

If this mark-to-market amount is a gain, determine the adjustment exactly as above.

Sum all of the collateralization credit adjustments by currency.

For example, suppose a trade (or a net delivery instruction) was:

A buy of 10M EUR

In exchange for 1.2B JPY

At a price of 120 JPY per EUR

And the end of day settlement price was 125 JPY per EUR.

MTM amount is:

10M EUR quantity

Times (125 - 120) = 5 JPY per EUR

Yielding a gain of 50M JPY

And suppose the collateralization gain credit rate is 80%.

Take 1 less 80%, yielding 20% (0.20)

Multiply 50M JPY by 0.20, yielding 10M JPY.

The equity component of the performance bond requirement, will be adjusted up by 10M JPY.

Determining the equity component of the performance bond requirement:
For each settlement currency represented in the portfolio of FX positions, the equity component of the performance bond requirement is equal to the sum of: (a) the net mark-to-market amount to be collateralized, plus (b) the collateralization credit adjustment.

Determining the total performance bond requirement:
As with any product, the total requirement is equal to the sum of the equity component plus the SPAN risk component.

The different regulatory status for FX forwards and swaps
Trades in FX forwards and swaps do not fall under the purview of customer-segregation requirements which apply to futures and options traded in US CFTC-regulated contract markets.

Therefore, payment flows and collateral deposits for customer trades in FX forwards and swaps, must be kept strictly separate from those for CFTC-regulated futures and futures options.

Within the clearing system, customer trades in FX forwards may be held in the same position account as customer trades in futures.  The mark-to-market amounts for the forward trades, however, will be broken out from those for the futures trades, and directed to a separate customer non-segregated settlement account, which in turn will be linked to a separate bank account.  A clearing system report called the Seg / Non-Seg Breakdown Report allows firms to see how these monies have been broken out.
Similarly, the clearing system may allow positions in FX forwards and FX futures to be combined when evaluating performance bond requirements, thereby recognizing risk offsets which may exist between the forwards and the futures and providing appropriate credits.  The resulting requirements, however, and collateral deposited to meet them, will be kept strictly separate.

In other words, collateral assets deposited to meet customer-segregated performance bond requirements, will be held completely separately from collateral assets deposited to meet customer-non-segregated performance bond requirements.  In no case will an excess in the one be allowed to meet a deficiency in the other, and no customer-segregated assets will ever be at risk in case of a default in the customer-non-segregated origin.

All of this will be accomplished automatically within the clearing system, by virtue of knowing the regulatory status of the product.  On the individual trades, firms need only specify whether the trade is for the customer origin, or the house origin, exactly as they do today.  There will be no need to support a "third origin."
Key bookkeeping differences for FX forwards, summarized
The key differences that firms will need to support in their bookkeeping systems are:
· The product type is "forward" (FWD), not "future".


· The product code is six bytes, and will always consist of the trading unit currency followed by the price quotation currency.  As described above, EURJPY means trade quantities are denominated in EUR, prices are quoted in JPY per EUR, and settlement variation and performance bond requirements are denominated in JPY.


· Contract period codes are specific to the day, and denote the value date of the forward, not the date on which the final marking price is determined or the last date of trading.  As described above, for all currency pairs except USD and CAD, the last day of trading and the date on which the final marking price is determined, will be the second business date prior to the value date.


· Trade and position quantities are expressed in currency units of the first currency of the pair, and can get very large, much larger than trade quantities for standard futures and options.  For example, a typical trade quantity might be 32,567,962 EUR.


· Many currencies allow quantities to be expressed down to the hundredth of a currency unit -- for example, 0.01 EUR or USD.  (For these currencies, we say that their normal precision is two decimal places.  Whereas for currencies such as JPY, where quantities are only expressed to the whole yen, the normal precision is zero.)  For such currencies, trade and position quantities may be expressed down to the hundredth of a currency unit.


· For some currency pairs, trade prices and/or end-of-day settlement prices for FX forwards may require more precision than the seven-digit maximum currently used for futures and options.


· When calculating mark-to-market amounts, the rounding is done at the end of the calculation, different from the method used for normal futures.


· For FX forward swap trades, differential prices may be positive or negative.

Physical settlement (delivery) for FX forwards
Initially, trading will be limited to currency pairs for which both currencies are eligible for Continuous-Linked Settlement (CLS), and all physical settlements will be handled via CLS.
For each origin in which a firm maintains FX forward positions, and for each currency pair, firms will define standing CLS settlement instructions through approved CLS agents.  Firms will have much flexibility in how they define these instructions:

· For each position account, firms will specify default CLS settlement instructions, and they may override these for particular currency pairs.


· They may then specify any number of customer account numbers for which they provide CLS instructions specific to that customer, which instructions override the defaults.

In other words, you define standing instructions, then you override those standing instructions for specific currency pairs and/or customer accounts.

For each set of standing instructions, you specify (a) your CLS bank, (b) your CLS participant identifier at that bank, and (c) whether you want to deliver on a gross or net basis:

· Gross delivery:  each open trade for a given value date is separately sent to CLS for matching and delivery.

· Net delivery:  all of the trades for a given currency pair and value date are netted down to yield a single delivery instruction, which is then sent to CLS.
Note that if net delivery is chosen, it is possible in exceptional cases that the cash flow for one or both of the currencies will net to zero, or that the net cash flow for both currencies will be in the same direction.  This result cannot be settled as-is via CLS.  If this occurs, therefore, the netted flow(s) will simply be banked outside of CLS through the clearing firm's normal settlement bank account(s).
After the value-date rollover at 4pm Chicago time, firms will be given a brief period to perform any final account number changes or other post-execution processing for trades for spot delivery.  After that period, delivery instructions will be determined.  The resulting instructions will be transmitted to CLS, with a copy to firms.


Firms will then transmit their side of the delivery instructions to CLS, where they will match.  On value date, physical exchange of currencies will occur.

Delivery Forecast reports will be provided to firms so that they may anticipate delivery obligations.  Delivery Summary reports will be provided on each business day to provide the exact details of CLS transactions that are being submitted on that day.
Positions will be margined up to, but not on, the value date.  The position will be removed in clearing on the morning of the value date.

Holiday Processing for FX forwards
With the launch of FXMarketSpace, CME Clearing will begin running clearing cycles on days which previously were clearing holidays.

Take for example July 4th -- U.S. Independence Day -- as an example, and let's suppose that July 4th occurs on a Wednesday.  FXMarketSpace will be open for business on this day.  Following normal conventions for FX trading, it is expected that only Christmas and New Years will be the only days on which FXMarketSpace is closed.

For example, spot trades in EUR versus JPY can be done at noon Chicago time on Wednesday July 4th, and these will be for value Friday July 6th.  Similarly, on the morning of Wednesday July 4th, CLS processing can be occurring for EUR/JPY trades done previously for value on that date.

For clearing cycles run on days which are normal US holidays, there will be no intraday settlement cycle.  Only an end-of-day settlement cycle will be done.  For normal CME and CBOT products, there will be no new trades and no new settlement prices.  But for FX forward products, there will be new trades, updated positions, and new Trade Registers.
Firms not clearing FX MarketSpace products will be able to ignore these settlement cycles.  But firms participating in this new market will need to perform normal clearing and bookkeeping processes for them.
Appendix 1:  Currency Pairs to be used for testing

The following table shows the currency pairs to be used for testing, together with an example of a spot price and the number of decimal digits for spot trade prices, and the minimum price fluctuation.

	Dealt
	Contra
	Price
	 
	Digits
	Tick

	USD
	CAD
	1.1693
	CAD per USD
	4
	0.0001

	USD
	CHF
	1.3013
	CHF per USD
	4
	0.0001

	USD
	JPY
	117.26
	JPY per USD
	2
	0.01

	AUD
	USD
	0.7077
	USD per AUD
	4
	0.0001

	EUR
	USD
	1.2072
	USD per EUR
	4
	0.0001

	GBP
	USD
	1.7497
	USD per GBP
	4
	0.0001

	EUR
	JPY
	141.56
	JPY per EUR
	2
	0.01

	EUR
	GBP
	0.69588
	GBP per EUR
	5
	0.00001

	EUR
	CHF
	1.5706
	CHF per EUR
	4
	0.0001

	GBP
	JPY
	205.07
	JPY per GBP
	2
	0.01


Appendix 2:  Mark-to-Market (Variation) and Premium Calculation Methods and Rounding Conventions:
This section summarizes the different methods for calculating mark-to-market and premium (price) obligations.


Key concepts:
Normal precision of settlement currency:  the number of decimal places to which monetary values in the specified currency are calculated.  The value is two for many currencies (USD, EUR, GBP), and zero for other currencies (JPY, KRW.)  There are no currencies at this time with values other than two or zero.

Quantity-quotation convention:  buys (or long positions) have their quantity quoted as positive numbers, and sells (or short positions) have their quantity quoted as negative numbers.

Monetary-direction convention:  a positive monetary value is a collect – the party for whom the calculation is being done is receiving funds -- and a negative monetary value is a pay – the party for whom the calculation is being done is paying funds.
Three methods are described herein:

Normal futures calculation:  applicable to futures and options quoted in contract terms.  The rounded monetary value of one contract at each price point is taken, and mark-to-market is determined as the difference between these two rounded monetary values, times the quantity.  

Normal futures-style rounding ensures that the results are independent of how transaction quantities are decomposed and how many intermediate marking points there are.

Forwards calculation:  applicable to FX forwards, to futures with quantities specified in nominal terms, and in general to futures with extremely small contract sizes, for example to "book-instrument" transactions for CME Auction Markets.  Rounding is done at the end of the calculation.  

This method is used when, due to the small size of the contract, the normal futures calculation would introduce too much distortion in the results.

Normal futures calculation:  (applicable to normal futures and futures options quoted in contract terms)
· Calculate the rounded monetary value of one contract at the marking price (typically, either the end-of-day settlement price or an intraday marking price) as follows:


· If the price is not expressed in decimal already, then decimalize it, to whatever degree of precision this calculation yields.


· Multiply this result by the contract value factor.


· Round this result normally to the normal precision of the settlement currency.


· Calculate the monetary value of one contract at the original price (typically, either a trade price or a start-of-day price) in exactly the same manner.


· Subtract the monetary value of one contract at the marking price, from the monetary value of one contract at the original price.


· Multiply this result by the trade quantity (positive if a buy, negative if a sell.)  (A positive result is a gain, a negative result is a loss.)

To put it a different way:

· Always determine the variation on a quantity of one, first.  The variation on the specific quantity is always that exact multiple of the variation on a quantity of one.


· To determine the variation on a quantity of one, subtract the rounded monetary value at the original price, from the rounded monetary value at the marking price.  Do the rounding when calculating each monetary value.
Option premium and/or market value is calculated in exactly the same manner:

· Calculate the rounded monetary value of one contract at the trade price (for option premium) or the end-of-day settlement price or intraday marking price (for market value) as follows:


· If the price is not expressed in decimal already, then decimalize it, to whatever degree of precision this calculation yields.


· Multiply this result by the contract value factor.


· Round this result normally to the normal precision of the settlement currency.


· Multiply this result by the trade quantity.


· Multiply this result by -1.

Forwards calculation: (applicable to forwards including FX forwards and to futures products with very small sizes, such as "book-instrument" transactions for CME Auction Markets or to futures with quantities specified in nominal)
· For each of the marking price (typically, either the end-of-day settlement price or an intraday marking price) and the original price (typically, either a trade price or a start-of-day price):


· If the price is not expressed in decimal already, then decimalize it, to whatever degree of precision this calculation yields.


· Subtract the decimalized original price from the decimalized marking price.


· Multiply this result by the contract value factor.


· Multiply this result by the trade quantity.

· Round this result normally to the normal precision of the settlement currency.


To put it a different way:  when working with products where contract sizes are small and trade sizes can be very large, too much error is introduced by rounding the value of one contract.  Here, there's no choice but to round the total value at the end.

Option premium and/or market value is calculated in exactly the same manner:

· Take the trade price (for option premium) or the end-of-day settlement price or intraday marking price (for market value).  If the price is not expressed in decimal already, then decimalize it, to whatever degree of precision this calculation yields.


· Multiply this result by the contract value factor.


· Multiply this result by the trade quantity.  (If a buy, this is premium to be paid; if a sell, this is premium to be collected.)


· Multiply this result by -1.

· Round this result normally to the normal precision of the settlement currency.


Appendix 3:  CFI Codes for FX Forwards
In FIXML, the Product block is used to identify the particular contract being referenced, and within the Product block, the CFI code identifies the product type.
Here is the CFI code for a physically-delivered FX outright spot or forward:

First position:

F for futures-settling

Second position:
F for financial instrument

Third position:

C for currencies

Fourth position:

P for physically-delivered

Fifth position:

N for non-standard

Sixth position:

O for outright
For an FX forward swap, the CFI code would be:

First position:

F for futures-settling

Second position:
F for financial instrument

Third position:

C for currencies

Fourth position:

P for physically-delivered

Fifth position:

N for non-standard

Sixth position:

W for swap

Note that the N for non-standard in the fifth position indicates that trade quantities are in notional amounts.  Note also that a non-deliverable FX forward would have a C for cash-settled in the fourth position.
Because the CFI code for an FX forward is identical to that of a non-standard FX future, the FIXML attribute SecTyp will be used to indicate that these contracts are forwards rather than futures.  For example:
SecTyp="FOR"
For CFI codes beginning with F, if SecTyp is not provided, a value of FUT for "future" is assumed.
Appendix 4:  FIXML representation of FX forward transactions
FIXML representation of a simple outright FX forward trade -- for example a spot trade
A FIXML trade confirmation message for a simple outright FX forward trade -- for example a spot trade -- will be very similar to a FIXML trade confirmation message for an outright future.  Here's how it will differ:

· The product code, provided via the ID attribute of the product block, specifies the currency pair and uniquely indicates how the price is quoted.  

For example, ID="EURJPY" means that the currency pair is EUR and JPY, and that prices are quoted as the amount of JPY per one EUR.


· The CFI code will be provided in the CFI attribute of the product block as CFI="FFCPNO", meaning future-settling, financial instrument, currencies, physically-delivered, non-standard, outright.


· The security type attribute indicates that the product is a forward, not a future.  For example SecTyp="FOR"

· The Desc (Security Description) attribute provides the trading system alias for the contract -- ie, its logical description.  For example Desc="EUR/JPY SPOT"


· The contract period code, provided via the MMY attribute as it is for any other product, indicates the value date, for example MMY="20060511".


· The value date is also provided in date form using the FIXML attribute SettlDt.


· The trade price is indicated using the LastPx attribute, exactly as it is for any outright trade.


· Two optional attributes may be provided to indicate the decomposition of a forward price into a spot rate and forward points.  These attributes are LastSpotRt and LastFwdPnts.  The trade price is always equal to the sum of the spot rate and the forward points.  For a spot trade, by definition the forward points are zero and the trade price and spot rate are identical.


· The trading unit currency ("currency one", "dealt currency") is indicated using the Ccy attribute, for example Ccy="EUR".  The settlement currency ("currency two", "contra currency") is indicated using the SettlCcy attribute, for example SettlCcy="JPY".


· The trade quantity attribute LastQty refers to the amount of the trading unit currency traded:


· For example, if the unit of trading is one million EUR, then a LastQty=10 means a gross nominal amount of 10 million EUR.


· But if the unit of trading were one EUR, then LastQty refers to the exact nominal amount of EUR traded.


· Since LastQty may not always refer to the exact nominal amount of the trading unit currency, the attribute GrossTrdAmt is used to provide that exact nominal amount.


· The nominal amount of the settlement currency is provided using the CalcCcyLastQty attribute.

Flexibility in price-quotation convention

For FX forward trades done on a central matching platform, it is likely that only the standard price quotation convention will be allowed for a given currency pair.  

For example, for EUR and JPY, the product code will be provided as ID="EURJPY", and the price is always quoted as the amount of JPY per one EUR.

For privately-negotiated trades to be supported in future, however, market participants may wish to report trade prices as the amount of EUR per JPY.  To do this, simply flip the order of the currency codes in the product code.  For example ID="JPYEUR" means that prices are specified as the amount of EUR per one JPY.

In other words, FIXML does not provide an attribute explicitly indicating whether prices are quoted in a normal or an inverse basis.  The manner of quoting the price, is always implicitly specified by how the currency codes are ordered in the product code:  the price is always quoted as the amount of the second currency specified, per unit amount of the first currency specified.

For the same value date, two forward contracts, one with product code EURJPY and one with product code JPYEUR, will be treated in the clearing system as two different contracts.  In other words, how the price is quoted, is a unique determinant of the contract.
Flexibility in "dealt currency"
For FX forward trades done on CME Globex, it is likely that trade quantities will always be expressed in (and the buy/sell indicator will always pertain to), the standard trading unit currency code.

To reiterate our standard example, for EUR and JPY, the standard product code will be provided as ID="EURJPY", the trade price will be expressed as the amount of JPY per one EUR, the trading unit currency will be provided as Ccy="EUR", and the other currency will be provided as SettlCcy="JPY".


For a privately-negotiated trade, suppose it is desired to express the price as the amount of JPY per one EUR, but to express the traded quantity as the amount of JPY -- not the amount of EUR -- and to have the buy/sell indicator pertain to JPY, not EUR.  In FX market terms, we say that the dealt currency is JPY.
As with the manner of quoting the price, FIXML does not have an explicit method of indicating that dealt currency is not the normal one.  Rather, this is handled by simply switching the value of the currency codes provided via the Ccy and SettlCcy attributes.  For example, for EUR and JPY:

· To specify the price as the amount of JPY per EUR, provide the product code as ID="EURJPY", and:


· To specify the dealt currency as its normal value of EUR for this price-quotation convention, provide Ccy="EUR" and SettlCcy="JPY".


· To specify the dealt currency as its non-normal value of JPY for this price-quotation convention, provide Ccy="JPY" and SettlCcy="EUR".


· To specify the price as the amount of EUR per JPY, provide the product code as ID="JPYEUR", and:


· To specify the dealt currency as its normal value of JPY for this price-quotation convention, provide Ccy="JPY" and SettlCcy="EUR".


· To specify the dealt currency as its non-normal value of EUR for this price-quotation convention, provide Ccy="EUR" and SettlCcy="JPY".
Note that the buy/sell indicator, and the LastQty and GrossTrdAmt values always pertain to the currency specified using the Ccy attribute.  The CalcCcyLastQty value always pertains to the currency specified using the SettlCcy attribute.

Calculating the SettlCcy amount
Suppose the product code is specified as EURJPY, meaning that the price is quoted in JPY per EUR, and the normal dealt currency is EUR.

To calculate the SettlCcy amount from the Ccy amount:

· If Ccy is the normal dealt currency (EUR in this example):


· Take the GrossTrdAmt value.


· Multiply by the price from the LastPx value.


· Round to the precision of the SettlCcy currency.


· If Ccy is the non-normal dealt currency (JPY) in this example:


· Take the GrossTrdAmt value.


· Divide by the price from the LastPx value.


· Round to the precision of the SettlCcy currency.


FIXML representation of FX forward swaps
As described above, an FX forward swap is really nothing more than a two-legged calendar spread in two FX forward trades, where the front leg of the spread is often for the spot value date.

This is represented in FIXML just like any other two-legged calendar spread trade.  Things to note:


· For the swap as a whole, the trade price is the differential price and is provided using the LastSwapPoints attribute.  The trade price is also provided via the LastPx attribute, but this will be identical to the value of the LastSwapPoints attribute.


· The MLegRptTyp attribute has the standard value of 3, indicating that this is a multi-legged instrument.


· The spot rate is provided only once, for the swap as a whole, using the LastSpotRt attribute.


· The value date (SettlDt) provided for the swap as a whole, is the value date of the front leg.


· In the main instrument block, the SecTyp attribute is FOR and the SubTyp attribute is SWAP.  The CFI code is FFCPNW, where the last value, W, indicates that this is a swap.  These three together indicate that the instrument is an FX swap.


· For each leg:


· The SettlDt attribute indicates the value date for that leg.


· The Ccy and SettlCcy indicate the dealt currency and the other currency for that leg.  Note that these may never be different from the Ccy and SettlCcy values specified for the swap as a whole, and they cannot be different for the two legs.


· The LastPx attribute indicates the leg price for this leg, and may optionally be further decomposed into a spot rate and forward points using the LastSpotRt attribute (using the swap as a whole) and the LastFwdPnts attribute (for this leg.)


· The LastQty and GrossTrdAmt indicate the leg traded quantity, and leg gross nominal amount, for the currency specified using the Ccy attribute (the dealt currency).


· The CalcCcyLastQty indicates the leg nominal amount for the currency specified using the SettlCcy attribute.

For swaps, the dealt currency amount is the one normally held constant across the two legs of the swap.  In other words, normally the LastQty amounts are the same for both legs of the swap.
Appendix 5:  Sample FIXML messages for FX forwards
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