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Important:  This report is written by the trading desk (refer to disclaimer) 

       

This material should be regarded as a 
marketing communication and may have 
been produced in conjunction with the RBS 
trading desks that trade as principal in the 
instruments mentioned herein. 
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This report is a guide detailing what clients need to know when trading Property 
Derivative Futures.  It goes from the basics of what Futures are, to how one 
actually executes a trade on the Futures Exchange.   

Property Derivative Future contracts are similar to the more well known Property 
Derivative Swap contracts.  The main difference is that Property Futures are 
traded via an Exchange with its ‘clearing house’ acting as the central counterparty 
to each side of any transaction, whilst Property Swaps are traded as an ‘Over the 
Counter’ (OTC) product where you bear the credit risk of your counterparty.  In 
the UK the exchange for property futures is called EUREX.  RBS is of the view 
that for some clients there are distinct advantages to using Property Futures 
rather than Property Swaps.  The advantages are:       

Property Derivatives Trading Desk 

 Virtually eliminates counterparty/credit risk: In a Property Swap buyers and 
sellers will face the bank that provided them with the trade.  This means that 
they have counterparty risk to the bank they traded with. When trading via a 
Futures contract both parties face the exchange’s clearing house (called 
EUREX Clearing).  There are multiple layers of credit risk mitigation used by 
the Exchange, hence counterparty risk is small. In addition, in Q2/2011 
Clients/Customers will be able to opt for account segregation meaning that 
credit risk will be virtually eliminated.  

 Faster trade execution: For many users it is possible to trade Property 
Futures extremely quickly compared to the Property Swap market.  The reason 
is that in the case of the Property Swap market a credit line needs to be 
established between the bank and the bank’s client, and negotiating all the 
necessary documentation can take many months. For Property Futures there 
are no such issues or delays as long as the client abides by the rules of the 
Exchange.  
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  Potential for better price execution: Whilst Property Futures and Property 
Swaps are similar, often the daily pricing between the two may differ. It is 
critical for clients to understand this difference because doing so will lead to 
much better price execution.   

 Greater comfort from a regulatory perspective: It would appear that the 
regulatory environment is moving towards the trading of derivatives via a 
regulated Exchange.  Property Futures are traded on such an Exchange and as 
a consequence the regulatory burden should be reduced. In addition, trading 
via an Exchange may satisfy funds that are UCITS compliant. 

 Independent monitoring & reporting of trades: Under the Exchange, 
Clients/Customers have effectively outsourced the reporting and monitoring of 
trades therefore placing less pressure/burden on their own internal reporting 
processes.  
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Section 1.0:  What are Property Derivative Futures?  
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 Property Derivative Futures give users the opportunity to buy and sell UK 
commercial property exposure over individual calendar years. This exposure is 
based upon the Investment Property Databank (IPD) UK ALL Property Total 
Return Index. For example Exhibit 1 shows Futures pricing on 11/03/11 for 
contracts over the next 4 years.  Using this pricing an investor wanting to buy 
GBP10m UK commercial exposure for the period covering calendar year 2012 
can do so at the offer price of 104.70.  What this means is that if the percentage 
change in the IPD UK ALL Property Total Return Index exceeds 4.7% then the 
buyer makes a profit; or if the index change is below 4.7% the investor makes a 
loss.  For example, if the calendar year 2012 IPD index total return is 9.7%, then 
our buyer profits 5.0% (9.7% less 4.7%) on their £10m contract which equates to 
GBP500,000 (5.0% of GBP10m).  The internal rate of return (IRR) the buyer 
would make is 59% because upon entering the contract the buyer only needs to 
put down 8.5% (GBP850,000) of the notional value of the contract (being 
GBP10m) meaning that the implied leverage is 11.76 times (GPB10m / 
GBP0.85m). This 8.5% is also known as the ‘Initial Margin’ which we detail later in 
the report. 

Exhibit 1:  Property Derivative Futures Pricing as @11/03/11 for IPD UK 
ALL Property Total Return contracts 

 Bid Offer 

Calendar year 2011 105.00 106.00 
Calendar year 2012 103.70 104.70 
Calendar year 2013 104.65 105.65 
Calendar year 2014 104.50 105.50 

Source:  EUREX 

 

To use another example let’s say our buyer this time wanted GBP10m exposure 
to UK commercial property over the next 2 years, encompassing calendar year 
2011, and calendar year 2012.  In this case two separate contracts would be 
executed: 

 Buying GBP10m Calendar 2011 contract at the offer price in Exhibit 1 
@106.00. 

 Buying GBP10m Calendar 2012 contract at the offer price in Exhibit 1 
@104.70. 

In each separate calendar year the ‘Initial Margin’ the buyer will have to deposit  
is 8.5%.  So under this two year example the buyer of Cal-11 and Cal-12 will have 
to put down 17% of the notional value over the two year period (i.e. 8.5% on the 
GBP10m notional for Cal-11, and another 8.5% on the GBP10m notional for Cal-
12). 

For sellers of UK commercial Futures contracts exactly the same principle applies 
as we showed for buyers, with the only exception being that when executing a 
trade sellers will be doing so on the ‘bid’ side of Exhibit 1.  For example, a seller 
of a GBP10m Calendar year 2012 contract will do so at the market bid price of 
103.70, or 3.7%. In addition this seller will also need to post the 8.5% 
(GBP850,000) ‘Initial Margin’.  
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Section 2.0: Where do I find daily pricing for 
Property Derivative Futures? 
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There are a number of sources for Property Futures Pricing.  They are: 

 The EUREX Exchange 

Daily pricing can be found on the EUREX website: 

 http://www.eurexchange.com/market/quotes/PRD/PUKA_en.html 

 Bloomberg  

The Bloomberg ticker to display property Futures pricing is: 

 IAPA INDEX CT 

 RBS Property Derivatives Trading desk:  

As we will discover later in the report it is also possible to get pricing for Property 
Futures from banks like RBS. Much of the time the pricing is actually more 
competitive than that shown on the Exchange.  A customer/client can use the 
price of the Future provided by RBS and then ‘wash’ or ‘clear’ the trade through 
the EUREX Exchange.  Later in the report we explain this process. 
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3.0 Advantages & Disadvantages of ‘Property 
Derivative Futures’ 
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Property Derivative Future contracts are similar to the more well known market for 
Property Derivative Swap contracts.  The difference between the two is that 
Property Futures are traded via an Exchange with its ‘clearing house’ acting as 
the central counterparty to each side of any transaction, whilst Property Swaps 
are traded as an ‘Over the Counter’ (OTC) product where you bear the credit risk 
of your counterparty.  The UK exchange for Property Futures is called EUREX.  
Below we list some of the advantages and disadvantages of Property Futures.   

ADVANTAGES 
 Virtually eliminates counterparty/credit risk 

In a property swap, buyers and sellers of the swap will face the bank that 
provided them with the trade (Exhibit 2).  This means that they have counterparty 
risk to the bank they traded with.  When trading via a Futures contract both 
parties face the Exchange’s clearing house (called EUREX).  Because there are 
multiple layers of credit risk mitigation used by the Exchange’s clearing house the 
counterparty risk is small (we discuss these different layers in Section 7.0). In 
addition, over the course of Q2/2011 the EUREX clearing house (EUREX 
Clearing) will offer for End Customers a solution for segregation of their pledged 
collateral.   The result of this will virtually eliminate counterparty party risk for 
clients opting for segregation. 

When a trade is conducted on the Exchange the buyer and seller will not know 
each other because their respective exposure is with the Exchange and not with 
each other. So it could be (in Exhibit 2) that Party A is a Property Fund, and Party 
B is another Property Fund.  At times it is possible on the Exchange that both the 
buyer and seller will know each other but this will only occur when the two parties 
agree to trade ‘off exchange’ and then use the Exchange to ‘wash’ or clear the 
transaction (trading ‘off the exchange’ is explained later in the report).  
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Exhibit 2: Credit risk of Property Swaps & Property Futures 
 

PROPERTY SWAP (Credit risk directly with bank)

BANKCLIENT A

PROPERTY FUTURES (Credit risk directly with Exchange)

PARTY BPARTY A

E
X
C
H
A
N
G
E
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 Faster trade execution  

For many users it is possible to trade Property Futures extremely quickly 
compared to the Property Swap market.  The reason is that in the Property Swap 
market a credit line needs to be established between the bank and the bank’s 
client which can take many months to negotiate all the necessary documentation. 
In fact in some cases smaller, or even mid-sized property funds/companies, may 
struggle to complete the credit approval process to trade Property Swaps. For 
Property Futures there are no such issues or delays as long as the client abides 
by the rules of the Exchange.  
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 Potential for better price execution 

Whilst Property Futures and Property Swaps are similar, often pricing between 
the two may differ. Because these markets run in parallel it is critical for clients to 
understand this difference because by doing so will lead to much better price 
execution (we detail this is Section 4.0).  Often the pricing provided by banks, like 
RBS, is more competitive than that shown on the Exchange.  In such a case a 
client can take the price from a bank and then ‘wash’ or ‘clear’ a transaction via 
the Exchange (in Section 6.0 we discuss this concept). .  

 Independent monitoring and reporting of trades 

To trade a Property Futures contract a client will need to obtain a Clearing 
Agreement with a Futures Clearing Member. The role of the Clearing Member is 
principally to execute customer’s orders and settle transactions.  But there is 
more than this because under the relationship the Clearing Member will monitor 
the risk of the client’s positions including the daily valuations to calculate the 
‘Variation Margin’ (this term is discussed later in the report). The key advantage 
for Clients is that they have effectively outsourced the reporting and monitoring of 
trades and therefore have less pressure/burden on internal reporting processes.  
In addition it also provides greater comfort to clients that the pricing of Futures 
contracts is also independently verified.  

 Greater comfort from a regulatory perspective 

It would appear that the regulatory environment is moving towards the trading of 
derivatives via a regulated Exchange.  Property Futures are traded on such an 
Exchange (the EUREX exchange) and as a consequence should reduce the 
regulatory burden. In addition trading via an Exchange may satisfy funds that 
are UCITS compliant.   

DISADVANTAGES 
 High initial Margin  

For each new trade the client opens they must post an ‘Initial Margin’ of 8.50% of 
the notional of the contract.  For example, for a GBP10m Calendar 2011 trade 
that client will need to post GBP850,000 (8.5% of GBP10m). For a two year trade 
(say taking a Calendar 2011, and a Calendar 2012 exposure) this Initial Margin is 
doubled to 17%, and tripled for a 3 year trade etc. For some clients this margin 
could become too high for longer duration futures.  This may well be more of an 
issue for property hedgers who do not necessarily hold that much cash in their 
property fund to cover this margin.  However, this may be less of a problem for 
buyers of property exposure via Futures contracts as they may initially hold a lot 
of cash.  In fact for buyers using a Future could appeal further because of the 
high level of leverage they can attain.   

 5 
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 Potentially a higher degree of cash management 

Any open contract on the Futures Exchange is valued on a daily basis (or 
marked-to-market).  Any losses on any given day will need to be posted to the 
Exchange and any profits will be credited.  This daily debiting or crediting is 
known as the ‘Variation Margin’ and we detail the mechanics later in the report.  
The result of this is that clients may have to hold extra cash as a buffer against 
any potential future losses on a contract. Like the Initial Margin (see previous dot 
point), this may become more problematic for those looking to hedge real estate 
exposure because they may not hold a great deal of cash in their property fund to 
cover any significant outflows.  However for those funds looking to buy exposure 
this should not present much of a problem.  
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   As yet the Exchange does not deal in Sectors or Sub-Sectors 

For the time being only UK All Property Total Return contracts are traded on the 
Exchange.  As yet there are no sectors or sub-sectors being traded unlike in the 
Property Swaps market.  We envisage that as the more trades occur on the 
Exchange, sectors and sub-sectors will appear later this year.  

 6 



The Royal Bank of Scotland 

4.0 Does the pricing of ‘Property Futures’ differ to 
‘Property Swap’ contracts?  
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Note:  The latter piece of this section is relatively technical.  It should be noted 
that RBS can provide these calculations/prices on any given day to clients. 

The property Futures market runs in parallel to the property Swaps market. In 
theory there should be absolutely no pricing difference between the two markets.  
In practice however there are pricing differences and it is of critical importance 
that clients understand this because it will help enable them to determine best 
execution pricing.   

Exhibit 3 shows the like-for-like comparison of Property Futures prices to the 
implied calendar year prices in the Swaps market on 11/03/11.  We can clearly 
see that pricing is different between the two.  This difference is of critical 
importance for clients to understand because they can then execute a contract at 
a better price. For example, buyers of a Calendar year 2012 contract can buy at a 
cheaper price implied in the Swaps market (104.33 using the offer price) than in 
the Futures market (104.70 again using the offer price).  In this case one can 
actually agree this price directly with the bank at the cheaper price, and then 
‘wash’ the contract through the EUREX Exchange.  This is what is meant by 
‘dealing off the exchange’ and we discuss this later in the report (see Section 6.0).   

Exhibit 3:  Comparing on a like-for-like basis Property Futures prices to 
Property Swap prices @11/03/11 for IPD UK ALL Property Total Return 
contracts 
 Futures Price Implied Calendar Year 

from Swaps market  

 Bid Offer Bid Offer 

Calendar year 2011 105.00 106.00 104.93 105.42 

Calendar year 2012 103.70 104.70 103.85 104.33 

Calendar year 2013 104.65 105.65 104.89 105.36 
Calendar year 2014 104.50 105.50 104.72 105.17 

Source:  EUREX, RBS 

 

One of the main reasons why pricing between the two markets is slightly different 
is that banks (who are the main provides of liquidity) are still not regularly 
contributing pricing to the EUREX Exchange.   Because the Property Futures 
market is currently smaller than the Property Swaps market banks are either not 
currently participating in the Futures market, or if they do participate, many (not 
all) will only provide pricing on an irregular basis. However we have seen over 
recent months that with more transactions in the Futures market much more 
competitive pricing between the Futures market and Swap market is now 
emerging.  We are of the view that over the course of this year this will only 
improve. 

Also clients/customers should be aware of the relative size they can transact on 
between the two markets.  Typically for the Futures market the pricing that is 
shown is for contracts in GBP5 million size on any given day.  In the Swaps 
market the typical size is between GBP10m to GBP20m on any given day.  This 
is import for clients to know because if they are looking to deal in size a customer 
may find it difficult to deal ‘On Exchange’ and will therefore more likely deal ‘Off 
Exchange’. 
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Showing the calculation for conversion 

Below we outline for readers interested in knowing how to calculate the implied 
calendar year Swap price in Exhibit 3 so that they can then compare it a like-for-
like basis with Futures pricing. The process for doing this as follows (for simplicity 
we will use market mid-prices for now):  
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Step 1: Obtain the prevailing Property Swap prices in the market (See Exhibit 4, 
column 2) 

Step 2: Exhibit 4, columns 4).  RBS can provide this to clients on a daily basis, 
however for those interest in the derivation please refer to the RBS property 
derivatives Primer1. 

Step 3: Multiply the implied Calendar year return by the relevant discount factor 
(see Exhibit 4, columns 6).  The reason why we do this is apparent when we look 
at Example 1 below (grey shaded box)   

Step 4: Convert columns 6 into Futures form of quotation.  For example what we 
mean here is that the calendar 2012 price of 409 (column 6) will be 104.09 ((409 / 
100) +100) in Futures method of quotation.  

Step 5: Directly compare column 7 to the prevailing Futures prices.  

Exhibit 4: Converting Swap mid prices @11/03/11 so one can compare on a like-for-like basis to Futures Prices 

Col 1 Col 2 Col 3 Col 4 Col 5 Col 6 Col 7 

Swap pricing 
(Step 1) 

Implied Calendar Year Swap 
(Step 2) 

Adjusted Implied Calendar Year 
Swap 

(Step 3) 

Conversion to 
Futures format 

(Step 4) 

Term Price Term Price Discount Factor* Price 
(Col 4 * Col 5) 

Price 
(Col 6 /100) + 100 

1 Year (Dec-10 to Dec-11) 525 Calendar 2011 525 0.9856 517.46 105.17 

2 year (Dec-10 to Dec-12) 476 Calendar 2012 425 0.9624 409.00 104.09 

3 Year (Dec-10 to Dec-13) 500 Calendar 2013 550 0.9324 512.81 105.13 

4 Year (Dec-10 to Dec-14) 512 Calendar 2014 550 0.8963 494.08 104.94 

Source:  RBS 
*To calculate the discount factor we used the UK LIBOR10 interest rate curve. 

 

EXAMPLE 1:  Calculating the Property Swaps price so we can then compare 
against Property Futures prices on a like-for-like basis 

This example highlights why we next to conduct Step 3 in Exhibit 4 (many in the 
industry would just stop at Step 2) so we can directly compare on a like-for-like 
basis Swap pricing and Futures pricing.  

For illustrative purposes (ignoring our market pricing from the above Exhibit) let’s 
assume we buy a GBP10m Mar-15 Futures contract (so Calendar 2014 
exposure) @105.50 on 11/03/11 and at the same time buy a calendar year 2014 
swap also @105.50.  In both cases the expiry of the contract is at the end of 
March-2015.  If one week later (18/03/11) the price of both contracts was 106.50 
and we unwind/close-out both contracts then: 

- We have made a profit of GBP100,000 on the Futures contracts (1% on 
GBP10m); 
                                                               
1 ‘Property Derivatives: Frequently Asked Questions (FAQs) Commercial & Residential’ (June 
2010), pages 56 to 59.  Contact the RBS trading desk for a copy. 
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-  We have made a profit of GBP85,258 on the Swap contract.   

Now in order to compare Futures pricing and Swap pricing on a like-for-like basis 
pricing needs to be such that the outcome on any cash proceeds today from 
contracts are the same.  Obviously in this case above the cash proceeds received 
today are not the same.  
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The reason for this difference in profit is that if we were to close out the 
transaction under the Futures contract then that cash realised in our bank account 
today is GBP100,000.  Whilst under the Property Swap we have to wait until 
contract expiry on 31st March 2015 to receive our GBP100,000.  Now in order for 
a client to receive actual cash proceeds from the Swap today we need to find the 
present value this GBP100,000 which equates to GBP85,258 in today’s value 
(using UK LIBOR curve to discount)2.   

From the above example it is clear that we need to adjust pricing so that the cash 
outcomes today are the same for both contracts.  And this can be simply done by 
discounting the implied calendar year swap prices by the relevant ‘discount 
factor’.   

In Exhibit 5 we show how to convert the current market bid and offer (recall in 
Exhibit 4 above we just used mid-prices) of the implied calendar year in the Swap 
market so that we can directly compare this to our Futures prices. For example 
Columns 2 and 3 show the implied calendar year market under Swaps (we can 
get this each day from banks like RBS) whilst columns 5 and 6 (shaded in green) 
show the adjusted calendar year swap prices to reflect the discounting of cash 
flows.   It is these columns (5 & 6) we then use to directly compare on a like-for-
like basis with Futures pricing (the numbers in these columns are also found in 
Exhibit 3 where we compare this price with the Futures price). 

Exhibit 5:  Calculating the Property Swaps price @11/03/11 so we can then compare to Property Futures prices on 
a like-for-like basis 
 Col 1 Col 2 Col 3 Col 4 Col 5 Col 6 

 Contract Expiry Implied Calendar Year by Swap Market Discount 
Factor1 

Implied by Calendar Year by Swap 
market (Adjusted)* 

  Bid Offer  Bid 
((Col 2 * Col 4) /100)+ 100 

Offer 
((Col 3 * Col 4) /100)+ 100 

Calendar Year 2011 31st March 2012 500 550 0.9856 104.93 105.42 

Calendar Year 2012 31st March 2013 451 501 0.9624 103.85 104.33 

Calendar Year 2013 31st March 2014 475 525 0.9324 104.89 105.36 

Calendar Year 2014 31st March 2015 487 544 0.8963 104.72 105.17 

Source:  RBS 
**To calculate the discount factor we used the UK LIBOR10 interest rate curve. For each calendar year the discount factor is calculated from today’s 
date (in this case 11/03/11) to the contract expiry date (Column 1). 

 

                                                               
2 The precise curve we use to discount is called the ‘UK LIBOR10’ curve. 
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5.0 How to interpret the jargon of Property Futures 
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As with anything there is always market jargon. One of the first potentially 
confusing elements of a Futures contract is that calendar years are actually 
referred to as Mar contracts (or March contracts).  So for example, a contract that 
encompasses Calendar year 2011 will be referred to as a Mar-12 contract; or a 
contract that encompasses Calendar year 2012 will be referred to as a Mar-13 
contract.  The reason for this is that March reflects when the contracts expire, or 
are cash settled. For example a Calendar year 2011 contract expires at the end of 
March 2012.  The three month delay captures the period between the end of the 
year and when the IPD UK All Property Total Return Annual Index is published 
(typically at the end of February each year). Exhibit 6 is basically a replication of 
Exhibit 1 and shows Property Futures prices as at 11/03/2011 with the relevant 
EUREX Exchange contract terminology.  

Exhibit 6:   Property Derivative Futures Pricing as @11/03/11 for IPD UK 
ALL Property Total Return contracts 

Eurex Contract Period Bid Offer 

Mar-12 Calendar 2011 (Dec-10 to Dec-11) 105.00 106.00 
Mar-13 Calendar 2012 (Dec-11 to Dec-12) 103.70 104.70 
Mar-14 Calendar 2013 (Dec-12 to Dec-13) 104.65 105.65 
Mar-15 Calendar 2014 (Dec-13 to Dec-14) 104.50 105.50 

Source:  EUREX 

 

Other jargon to take note of is as follows: 

 Lot size:  Property Futures contracts trade in a minimum size of GBP50,000.  
This is the size of one ‘lot’.  So a GBP10m Mar-12 contract will equate to 200 
lots (GBP50,000 * 200 = GBP10m).  It is important when placing an order with 
a Clearing Member that this terminology is used. 

 Bid Volume & Offer Volumes:  Bid and Offer volumes (sometimes referred to 
as Bid and Ask volumes) convey the number of contracts at the bid price or at 
the offer price.  For example in Exhibit 7 the bid volume of a Mar-12 contract of 
125 means that there is one or more counterparties prepared to buy a total of 
125 contracts or GBP6.25m of exposure (125 * GBP50,000 = GBP6.25 million) 
at  the bid price of 105.00.  So for example if a seller wanted to execute the 
trade at the prevailing EUREX Exchange bid price the most they could sell is 
GBP6.25m of exposure.   It is important for those using the Exchange to 
understand how much size can be done at the prevailing bid and offer prices.  
For example in the Property Swaps markets, RBS make firm daily pricing in at 
least GBP10m (as we will see later we can use the swaps market pricing to 
also execute trades on the Exchange). 

Exhibit 7:   Property Derivative Futures Pricing as @11/03/11 for IPD UK ALL Property Total Return contracts 

Eurex Contract Period Bid Bid Volume Offer Offer Volume 

Mar-12 Calendar 2011 105.00 125 106.00 100 

Mar-13 Calendar 2012 103.70 100 104.70 100 

Mar-14 Calendar 2013 104.65 100 105.65 100 

Mar-15 Calendar 2014 104.50 100 105.50 100 

Source:  EUREX 
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 Open Interest:  This refers to the amount of open contracts in the market.  So 
an open interest of 500 (or 500 lots) would mean there is GBP25m (1 lot equals 
GBP50,000 therefore 500 lots multiplied by GBP50,000 equals GBP25m) worth 
of open positions of that contract in the market at that point in time. 
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6.0 Set-up, execution, cost & post execution 
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 This section details the steps required to trade on the Futures Exchange 
encompassing the initial set-up, the execution, getting best price execution, the 
costs involved to execute and what clients should expect post trade execution.   

 SET-UP:  Obtain a Clearing Agreement with a Futures Clearing Member 

The first stage of setting up to trade property derivative futures is to contact a 
Clearing Member of the EUREX Exchange. There are 40 General Clearing 
Members of the exchange that can clear customer business (see Appendix A for 
the list).   For many funds the most convenient Clearing Member to use will most 
likely be their current custodian, or the bank at which they keep the cash of their 
fund.  At this stage the Clearing Member’s on-boarding team will perform the 
standard know-your-client (KYC) procedures. As we will see later in the report to 
minimise credit risk it might worthwhile for Clients/Customers to consider 
obtaining/setting-up more than one Clearing Member. 

The role of the Clearing Member is principally to execute customer’s orders and 
settle transactions.  But there is more than this because under the relationship 
they will monitor the client’s positions and also administer both the ‘Initial Margin’ 
and the ‘Variation Margin’ in the ‘Futures Account’.  The Initial Margin, Variation 
Margin and Futures Account are discussed later in the report.  

Some fund mandates might impose restrictions on trading in listed derivatives 
such as Property Futures. In this case a mandate change may be necessary. 
Clients will need to check whether internal compliance approval is required for the 
funds in order to trade these products.  Once a fund is able to trade Futures no 
further documentation (e.g. ISDA agreement) is needed as the legal framework 
around these contracts is set by the Exchange. 
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Source:  RBS

 

Exhibit 8:  The relationship between the Customer, Clearing Member, and the EUREX Exchange 
 
 

Customer Clearing Member Eurex Exchange 

 

 The Futures Account 

Once the Clearing Member has been selected and the client on boarding process 
has been completed by the Clearing Member, a client will be assigned their own 
individual ‘Futures Trading Account’ or ‘Futures Account’.  

The Futures Account is used by the Clearing Member to transfer cash (in the form 
of Initial Margin and Variation Margin) to and from the Customer, Clearing 
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Member, and the EUREX Exchange (Exhibit 9).  As it stands at the moment the 
Futures Account is non-segregated from the Clearing Member. This means there 
is an element of credit risk for the Customer because not all of their cash resides 
with the EUREX Exchange (which benefits from all the credit risk mitigants which 
we discuss in Section 7.0), rather their cash is held by both the Exchange and the 
Clearing Member3.  Hence in the event of the Clearing Member going bankrupt a 
Customer might be exposed.    However over the course of Q2/2011 the EUREX 
clearing house (EUREX Clearing) will offer for End customers a solution for 
segregation of their pledged collateral, which will essentially eliminate 
counterparty party risk.  
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But Customers should weigh-up whether it is actually necessary to segregate the 
Futures Account because: 

1. The extra benefit of credit risk protection maybe marginal:  The 
reason being is that on any given day a Customer can change who their 
Clearing Member is with no/little extra cost.  This ensures that 
Customers who have credit concerns over their Clearing Member can 
change who their Clearing Member is within a day.  Effectively the credit 
risk a Customer actually has with a Clearing Member is ‘one-day’ credit 
risk which would typically be very small.  To ensure that Customers can 
change their clearing member quickly we suggest that they ‘Set-up’ a 
Futures account with more than one Clearing Member.  

2. Extra cost:  To segregate an account it will be more costly for 
Customers to conduct a trade.   Therefore the question that must be 
asked is whether further credit protection is necessary given the risk of 
having a non-segregated account is small in the first place (see point 1 
above).   

Because cash flows (positive and negative) occur on a regular basis in the 
Futures Account it is up to the Customer to ensure that there are sufficient funds 
within this Futures Account to meet any possible withdrawals. If there are 
insufficient funds within the Futures Account to meet an outflow the Clearing 
Member will ask the Customer to top up their account which must be deposited by 
the next business day.  If this is not done then the Clearing Member under the 
terms of the EUREX Exchange will close-out existing open positions of the Client 
to cover this cash short fall.  From a cash management point of view one way to 
ensure the Customer is not continually called for cash is to instruct the Clearing 
Member to use the Custodian Account to meet any shortfall of funds in the 
Futures Account (Exhibit 9) (we are assuming here that the Custodian Account is 
also with the Client’s Clearing Member).  Where there is no such Custodian 
Account with the Clearing Member the Customer must ensure that their Futures 
Account is always topped up (or check with the Clearer how such situations are to 
be dealt with). 

13 

                                                               
3 The exact amount of cash held between the two at any given point in time is determined by the 
Exchange.  This calculation is known as ‘netting’.  At this stage for potential Clients/Customers this 
netting calculation/process is unimportant, rather the main focus is to outline what the underlying 
risk (credit risk) is.    
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Source:  RBS

 

Exhibit 9: How the ‘Futures Account’ sits in the Customer, Clearing Member and the EUREX Exchange relationship 
 

Clearing MemberCustomer

Custodian 
Account

EUREX 
Exchange

Futures 
Account

In Q2/2012 can 
be segregated

 

 

 Trade execution 

Let’s assume a Client wants to buy 200 lots (equal to GBP10m exposure 
@GBP50,000 per lot) of a 1 year contract that encompasses calendar year 2011 
(also known as a Mar-12 contract).  We know from the futures pricing in Exhibit 6 
(reproduced below in Exhibit 10) that the offer price is 106.0 in GBP10m size. The 
process of executing this trade via their Clearing Member would be as follows: 

BOX 1: What is the ‘Initial 
Margin’? 

The ‘Initial Margin’ is deposited with the 

Exchange when a trade is executed.  For 

property futures this is currently 8.5% of 

the notional value of a trade for each 

calendar year.  For example on a GBP10m  

1 year Calendar year 2011 trade the initial 

margin will be GBP850,000 (GBP10m * 

8.5%).  If the contract is subsequently 

closed the Initial Margin is returned to the 

Client.  

As the market becomes more liquid it is 

inevitable that this Initial Margin charged 

will fall. For some products on the EUREX 

exchange the Initial Margin is below 1%.  

The purpose of the Initial Margin is to 

protect the Exchange from the default of a 

client, and subsequent loss. Later in the 

report we discuss the other credit risk 

mitigants of the exchange.  

- Step 1: Client places an order with their ‘Clearing Member’ to buy 200 lots 
( GBP10m exposure) at 106.00 

- Step 2: Trade is conducted by Clearing Member at 106.00.   
- Step 3:  Clearing Member will deposit a percentage of the notional of the 

trade to the Exchange from the Customers futures account.  This 
percentage on a 1 year trade is 8.5% or GBP850,000 (as determined by 
the Exchange) and is known as the ‘Initial Margin’ (see Box 1 for a 
description).   description).   

  

Exhibit 10:   Property Derivative Futures Pricing as @11/03/11 for IPD UK 
ALL Property Total Return contracts 

Eurex Contract Period Bid Offer 

Mar-12 Calendar 2011 (Dec-10 to Dec-11) 105.00 106.00 
Mar-13 Calendar 2012 (Dec-11 to Dec-12) 103.70 104.70 
Mar-14 Calendar 2013 (Dec-12 to Dec-13) 104.65 105.65 
Mar-15 Calendar 2014 (Dec-13 to Dec-14) 104.50 105.50 

Source:  EUREX 

  
  

 Trade Execution: Best Price Execution (Dealing ‘On Exchange’ or ‘Off 
Exchange) 
 Trade Execution: Best Price Execution (Dealing ‘On Exchange’ or ‘Off 
Exchange) 

We saw earlier in Section 4.0 that the Property Derivative Futures Exchange runs 
in parallel with the Property Swap market, and that it is possible to convert 
Property Swaps pricing to the same format/structure as Property Futures pricing 
making it easy to compare the two markets on a like-for-like basis.  Because there 

We saw earlier in Section 4.0 that the Property Derivative Futures Exchange runs 
in parallel with the Property Swap market, and that it is possible to convert 
Property Swaps pricing to the same format/structure as Property Futures pricing 
making it easy to compare the two markets on a like-for-like basis.  Because there 
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are in fact two markets running in parallel there may be times when pricing is 
more attractive to the client in the Property Swaps market rather than the Futures 
market.  Exhibit 11 reproduces the table from Exhibit 3 which directly compares 
pricing in the Futures Market and Property Swaps market (on an implied calendar 
year basis). We can clearly see that in many cases both the RBS bid and offer 
prices are more competitive than the EUREX Exchange.    
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Now the next question for the client is how do they execute a trade with RBS (at a 
better price than the Exchange Price), but still benefit from using the Exchange? It 
is possible to conduct a transaction where the client gets pricing from a bank and 
then ‘wash’ or ‘clear’ the transaction via the Exchange.  This is also known as 
dealing ‘Off Exchange’.  To deal ‘Off Exchange’ the Client will complete the 
following steps: 

- Step 1: Assuming a client wants to buy property exposure to Calendar 
year 2012 the client will contact RBS directly to ask for their firm offer on 
the Calendar year 2012 contracts 

- Step 2: RBS confirms to client their firm offer price @104.33 (or 4.33%) in 
GBP10m (see Exhibit 11) 

- Step 3: Client accepts the price and agrees to the trade 
- Step 4: Client then requests RBS Counterparty ID. 
- Step 5: Client then instructs their Clearing Member of the trade details and 

of RBS’s Counterparty ID. 
- Step 6: Clearing Member will give the Client the transaction number of the 

trade 
- Step 7: Client gives the transaction number to RBS 
- Step 8: The trade will be matched 
 

Exhibit 11:  Directly comparing Property Futures prices to Property Swap 
prices @11/03/11 for IPD UK ALL Property Total Return contracts 
 Futures Price Implied Calendar Year 

from Swap market 

 Bid Offer Bid Offer 

Calendar year 2011 105.00 106.00 104.93 105.42 

Calendar year 2012 103.70 104.70 103.85 104.33 

Calendar year 2013 104.65 105.65 104.89 105.36 
Calendar year 2014 104.50 105.50 104.72 105.17 

Source:  EUREX, RBS 

 

This process is slightly different if the client was a seller of the calendar year 2012  
contract.  The relevant steps are: 

- Step 1: Client contacts RBS directly to ask for their firm bid on the 
Calendar year 2011 contracts; 

- Step 2: RBS confirms to client their firm bid price @103.85 (or 3.85%) in 
GBP10m 

- Step 3: Client accepts the price and agrees to the trade 
- Step 4: Client then requests Counterparty ID from their clearing member. 
- Step 5: Client then gives their counterparty ID to RBS.  
- Step 6: RBS will give Client the transaction number of the trade  
- Step 7: Client then gives the transaction number to their clearing member 
- Step 8: The trade will be matched 
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 Costs of executing a trade  

The direct cost of conducting a Property Futures trade depends on whether the 
trade is done ‘On the Exchange’ or ‘Off the Exchange’.  Exhibit 12 details the cost 
per lot of conducting a trade with the Exchange..  

So for example if we were again to buy GBP10m (200 lots @GBP50,000 per lot) 
1 Year Calendar 2011 contract the cost of conducting this trade ‘On Exchange’ 
would be GBP1,600 (200 lots * GBP8 per lot).  Conducting the same trade off 
Exchange is slightly more expensive at £12.00 per lot or GBP2,400 (200 lots * 
GBP12.00). Whilst the direct dealing cost of trading ‘Off Exchange’ is more 
expensive, we saw earlier in the report that at times it is possible to get much 
better price execution dealing ‘Off Exchange’ rather than ‘On Exchange’ which 
can save many thousands of pounds.    

Please note Exhibit 12 highlights the cost on conducting a trade on the Exchange. 
There maybe additional costs for customers in trade execution.  This come about 
because a Clearing Members may impose on their customers for execution and 
this cost will vary between Clearing Members 

Please note there maybe additional costs for Customers than those highlight in 
Exhibit 12.  This comes about because a Clearing Members (rather than the 
Exchange itself) may impose additional execution costs. The amount of these 
additional costs will vary between Clearing Members. 

 

 

Exhibit 12:  Cost of Conducted a Property Futures contract with the 
Exchange 

ON EXCHANGE 
Comment Cost Per Lot 

To execute a trade directly via the EUREX Clearing 
Exchange 

GBP8.0 

OFF EXCHANGE 
Comment Cost Per Lot 

Trade via a bank and the ‘wash’ clear contract via the 
EUREX Clearing Exchange 

GBP12 

Source:  EUREX, RBS 
 

 
 Post Trade Execution – Managing Open Positions 

Note: The cash flows outlined in the following section describe where a client 
segregates their ‘Futures Account’ (discussed earlier).  At present such 
segregation is not possible however this will change from Q2/2011. Regardless of 
whether the Futures Account is segregated or not, from a Customers/Client’s 
perspective the cash flows will be the same because in both cases they will still 
need to post ‘Initial Margin’ and ‘Variation Margin’.  

Under the EUREX Exchange any open trades are re-valued (or marked-to-
market) on a daily basis and these positions, and subsequent cash flows, must be 
managed on a daily basis (the reason for this becomes more apparent when we 
discuss credit risk in section 7.0).  This daily flow of funds (positive or negative) 
will be administered by the Clearing Member on behalf of the Client via the 
Futures Account.  Exhibit 13 shows the cash flows between the Futures Account 

 16 
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and the EUREX Exchange (EUREX Account) over the following five days from 
opening a new trade (for illustrative purposes we are assuming a client buys 
GBP10m Calendar 2011 contract @106.00). Here we can clearly see the 
following: 
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- The ‘Client’ has GBP1 million in their Futures Account prior to the Trade 
Date (note this is for illustrative purposes only,  in reality this GBP1m may 
be better placed in their Custodian Account); 

- Once the trade is executed on the Trade Date the Clearing Member takes 
from the Customers Futures Account the 8.5% ‘Initial Margin’ of the total 
value of the trade (8.5% * GBP10m) and passes this to the EUREX 
Exchange (EUREX Account); 

- Each day thereafter the Futures Account will be debited or credited by the 
EUREX Exchange depending on the change in the price (mark-to-market) 
of the contract. For valuation the price used is the mid price of the contract 
on the EUREX Exchange (average of the bid and the offer). For example if 
on the day after the Trade Date (+1 Day) the price of the 1 year contract 
moves 25 basis points against the Customer, the Clearing Member will 
take funds from the Futures Account equivalent to the change in the mark-
to-market over the day, and then pay that amount to the Eurex Account 
the next business day.  A 25 basis points change (or 0.25%) equates on a 
1 year GBP10 million notional contract to GBP25,000 (0.25% * GBP10m).   
This daily variation is also known as the ‘Variation Margin’.  

 

Exhibit 13:  Cash flow of an Open Property Futures Positions 

 - 1 Day Trade Date +1 Day + 2 Days +3 Days +4 Days +5 Days 

MARK-TO-MARKET 

Mid Price (except on ‘Trade Date’ 
which is the Trade Price) 

 
106.00 105.75 105.75 105.90 105.50 105.80 

Variation in Price from previous day   -0.25 +0.00 0.15 -0.40 +.30 

Daily profit/(loss) on trade   (25,000) - 15,000 (40,000) 30,000 

Aggregate/running profit   (25,000) (25,000) (10,000) (50,000) (20,000) 

CUSTOMERS FUTURES ACCOUNT 

Opening Balance 1,000,000       

Initial Margin (@8.5%)  (850,000)      

Variation Margin   (25,000) 0 15,000 (40,000) 30,000 

Balance of Futures Account 1,000,000 150,000 125,000 125,000 140,000 100,000 130,000 

EUREX ACCOUNT 

Opening Balance 0       

From Futures Account (Initial 
Margin) 

 850,000      

From Futures Account (Variation 
Margin) 

  25,000 0 (15,000) 40,000 (30,000) 

Aggregate/running total  850,000 875,000 875,000 860,000 900,000 870,000 

Source:  RBS 

 

Whilst in the example above (Exhibit 13) there are enough funds in the Futures 
Account, what happens if this account runs out of cash?  In such an event the 
Clearing Member can either: 

- Use cash from the Client’s Custodian Account.  This of course assumes 
that the client has a Custodian Account with the Clearing Member.  If a 
Custodian Account exists then the Clearing Member can only touch the 
Custodian Account if the Client specifically has an agreement in place with 
the Clearing Member that funds can be withdrawn.   
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- Call for it directly from the Client which must be deposited into the ‘Futures 
Account’ the next working day.  
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 Typically when the Futures Account gets low on cash the Clearing Member will 
contact the Client to make them aware that funds in the account are getting low.  

 Closing out an open position 

Continuing with our GBP10m contract from the previous section, just say the 
client wants to close this contract before final maturity (31st March 2012).  Let’s 
say for illustration the client wants to close out the contract 6 days after we 
entered into the trade.  Therefore the process and impact on the Futures Account 
and EUREX Account would be as follows (see Exhibit 14): 

- Step 1:  Client places an order with their ‘Clearing Member’ to sell 
GBP10m exposure (200 lots) at 105.50  (assuming this is the market bid 
price on this date) 

- Step 2: Trade is conducted by Clearing Member at 105.50.   
- Step 3:  Because it is closing out of an existing trade the original 8.5% 

‘Initial Margin’ (GBP850,000) deposited with the Exchange from the 
Futures Account will be given back by the Exchange to the Customers 
Futures Account. 

- Step 4:  Any profit/loss made on the contract will be credited or debited to 
the Futures Account.  However because the Variation Margin actually 
captures daily profit and loss - and hence credit and debits the Futures 
Account and EUREX Account accordingly - then any further profit/loss is 
merely just a residual, and will typically reflect the difference between 
where the contract is marked-to-market using the mid-price at the close of 
business on the day before, and the market close out price where the 
contract was traded at on that day.     

 

Exhibit 14:  Cash flow of Opening and Closing a Property Futures contract 

 - 1 Day Trade 
Date 

+1 Day + 2 Days +3 Days +4 Days +5 Days Close out 
+6 Days 

MARK-TO-MARKET (Daily Valuation) 

Mid Price (except ‘Trade Date’ and ‘Close out’)  106.00 105.75 105.75 105.90 105.50 105.80 105.50 
Variation in Price from previous day (%)   -0.25 +0.00 0.15 -0.40 +.30 -.30 

Profit/loss from close out from previous days 
price 

        

Daily profit/(loss) on trade (GBP)   (25,000) - 15,000 (40,000) 30,000 (30,000) 

Aggregate/running profit/(loss) (GBP)   (25,000) (25,000) (10,000) (50,000) (20,000) (50,000) 

CUSTOMERS FUTURES ACCOUNT 

Opening Balance 1,000,000        

Initial Margin (@8.5%)  (850,000)      850,000 

Variation Margin   (25,000) 0 15,000 (40,000) 30,000 0 

Profit/loss from close-out from previous days 
price 

       (30,000) 

Balance of Futures Account 1,000,000 150,000 125,000 125,000 140,000 100,000 130,000 950,000 

EUREX ACCOUNT 

Opening Balance 0        

From Futures Account (Initial Margin)  850,000      (850,000) 

From Futures Account (Variation Margin)   25,000 0 (15,000) 40,000 (30,000)  

Profit/loss from close-out from previous days 
price 

       30,000 

Aggregate/running total  850,000 875,000 875,000 860,000 900,000 870,000 50,000 

Source:  RBS 
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Section 7.0: How does the Futures Exchange 
mitigate credit risk? 
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We saw earlier (Exhibit 9) the relationship between the Customer, the Clearing 
Member, and the Exchange.  But what happens if the Customer and or a Clearing 
Member goes bankrupt?  Is the Exchange then at risk? Does this in turn put at 
risk all the other Customers and Clearing Members of the Exchange?  And 
importantly from an individual Customer’s perspective (as opposed to the 
whole Exchange) in the event of a Clearing Member going bankrupt, is there any 
underlying credit risk to them?  In this section we examine each case.  

EUREX Guarantees the fulfilment of every contract 

EUREX guarantees the fulfilment of every contract, with its clearing house acting 
as the central counterparty to each side of any transaction. This is one of the key 
advantages it has over the Property Derivative Swaps market whereby a Client 
will bare the credit risk of a bank. 

The way EUREX can guarantee the fulfilment of every contract - even in the 
event of either the Client or Clearing Member going bankrupt - is that there are 
several different layers of credit risk mitigation that the Exchange employs.  The 
two main credit risk mitigation tools are the margining concepts of the Initial 
Margin and Variation Margin. We saw earlier in Section 6.0 that for each trade the 
Customer undertakes they post an Initial Margin of 8.5% of the notional value of 
the contract. This value is designed to be the amount required to cover any short-
term loss to a 99% confidence level – and is subject to periodic review. Every day 
thereafter the Client is subject to a Variation Margin.    

Impact of a Customer going Bankrupt for the Exchange 

If the Customer were to go bankrupt the Clearing Member would close out any 
open positions this Client has and in the majority of cases the Initial Margin and 
Variation Margin provided by the Client to the Clearing Member should 
adequately cover any losses on those contracts. The reason for this is that the 
Exchange requires all its Clearers to charge at least the same amount of initial 
margin to their customers (in our case 8.5% of the notional).  To put this into 
some context for Property Futures we can see in Exhibit 15 that the worst ever 
one-day move was for a Calendar 2010 contract was a decline of 4.5% on the 24-
Oct-2008.  So we can see that the Initial Margin with the Exchange would be 
enough to cover this loss (assuming the open contract was one where the Client 
was buying, or going ‘long’) with another 4% to spare (i.e. the 8.5% Initial Margin 
less the worst one day loss of 4.50%).  However, the story does not stop here 
because whilst there was this daily move Clearing Member still needs to ‘close 
out the contract’ hence the buffer that we have in this example of 4.0% needs to 
at least cover the following:    

- The difference between the market ‘mid price’ (on which the Variation 
Margin is based) and the bid or offer price prevailing in the market – 
We saw in Section 6.0 that daily positions are valued at the mid price.  In a 
situation when the contract is closed out the Clearing Member will do so at 
the prevailing market price.  Assuming the contract to be closed out is a 
‘long’ contract then a ‘close-out’ will be executed at the prevailing bid 
price.   Given that the difference typically between the bid and offer price 
(known as the bid offer spread) is currently about 1.00% on the Exchange, 
or 0.50% off the Exchange this may ensure that our Initial Margin can 
easily be covered.    

- Size of the position to close out (market depth).  From the previous 
point the next question is whether given the size of the position to be 
‘closed-out’ is there enough market depth to not materially alter pricing. 
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For example if the Clearing Member has a GBP100m to close-out then 
how much could such a contract move market pricing? This will be 
dependent on a number of factors, the most important of which is market 
liquidity.   
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Exhibit 15:  The extreme daily movements of Property Swap contracts (implied calendar years) 

 Calendar Year Contracts 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 

Number of Daily Observations 196 500 753 1012 1259 1021 780 783 247 

 MAXIMUM POSITIVE DAILY PRICE CHANGE 
Max positive daily change % 1.38 1.79 2.34 2.30 2.25 2.03 2.20 1.25 0.55 
Date 17-Jul-06 15-Nov-07 15-oct-07 06-Aug-09 12-Nov-07 15-nov-07 20-Feb-08 14-May-08 16-Aug-10 
 MAXIMUM NEGATIVE DAILY PRICE CHANGE 
Max negative daily change % -0.70 -2.21 -3.93 -2.35 -4.50 -2.08 -1.74 -1.55 -0.50 
Date 29-dec-06 15-Oct-07 23-oct-07 16-oct-08 24-Oct-08 15-aug-07 16-Aug-10 15-feb-08 26-May-

10 
Source:  RBS 

 

In the event that there in not enough Initial Margin and Variation Margin to cover a 
loss then the Clearing Member will draw on further collateral provided by the 
Client (cash, securities). If the Clearing Member is unable to cover this loss this 
they would go into default and then the EUREX Clearing House will force the 
Clearing Member to close all of their positions, including all Client positions, using 
all initial and variation margin provided by the Clearer to cover this loss. 
Furthermore EUREX can use the next layers of credit risk mitigation.  They are: 

 Clearing fund contribution of Clearing Member 

 Reserve fund of EUREX Clearing 

 Clearing fund contribution of other members  

 EUREX Clearing AG equity capital 

This leads to the question of what the impact is when a Clearer defaults, which 
we examine below. 

Impact of a Clearing Member going bankrupt for the Exchange’s Clearing 
House 

 
The impact of a Clearing Member going bankrupt is a much bigger event than an 
individual Customer going bankrupt. Again there are a number of lines of defence 
the Exchange’s Clearing House employs in the event of a Clearing Member 
defaulting (Exhibit 16) which then protects all other Clearing Members’ and 
Customer’s positions.  The first measure is that is that EUREX would close out all 
positions of the Clearing member in default, using all available initial 
margin/collateral provided by the Clearing Member to cover losses that might 
result from the close-out, as described in the previous section. 

20 
Source:  EUREX 

 

Exhibit 16:  Lines of Defence – 
EUREX Clearing 
 

Position Netting*

Collaterals of member
in default**

Clearing fund contribution
of member in default

Reserve fund of Eurex
Clearing

Clearing fund contribution
of other members

Liable equity of Eurex
Clearing 

Coverage 
in normal 
market 
conditions

Coverage 
in extreme 
market 
conditions

Letter of comfort
(DBG/SWX)

 

In the event of an imminent default of a Clearing Member that has not been 
declared as such yet, the Exchange’s Clearing House can move all open 
positions of that Clearing Member to other Clearing Members on request. It is 
worth noting that over the EUREX history only two Clearing Members have 
defaulted (Gontard & Metallbank and Lehman Brothers International (Europe)).  In 
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terms of Lehman’s 99% of all customers positions were successfully transferred 
by the close of business on September 19, 2008 (Lehman defaulted on 
September 15, 2008), with the balance completed on September 22, 2008. 
Importantly there was no need at any time to draw on any of the lines of defences 
of the EUREX Clearing (i.e. third line of defence in Exhibit 16).   
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Impact of a Clearing Member going bankrupt for an Individual Customer 

We saw above that because of the different lines of defences the EUREX 
Exchange has very little risk (virtually none) of default. The Clearing house also 
regularly performs stress tests to examine scenarios in which multiple Clearing 
Members would default at once, in order to determine the maximum bearable risk 
in the most extreme possible market situations.  However in the case where a 
Clearing Member defaults there may well be some risk to individual 
Customers.  We discussed earlier in the report when we were taking about the 
‘Futures Account’ (Section 6.0) that it is not always the case that the Initial Margin 
posted by a Customer goes directly to the Exchange’s Clearing House, rather it is 
held partly by the Exchange’s Clearing House and Clearing Member (this is a 
process called ‘netting’ and for the purposes of this report understanding this 
concept is unimportant, rather the importance is to understand any potential credit 
risk to the Customer).  Given the Customers ‘Futures Account’ is a non-
segregated account held by the Clearing Member, in the event of a Clearing 
Member default there may be some credit risk to the Customer. If Client positions 
cannot be transferred to another “back-up” Clearer, the pledged collateral might 
be locked up and only repaid in the course of the Clearer’s default liquidation 
process.  But we outlined in Section 6.0 that we are of the view that with a non-
segregated Futures Account that the actual level of credit risk is very small 
because if the Customer has credit concern about their Clearing Member then on 
any given day they may move to another Clearing Member at little/no cost.  To 
ensure this speed of transfer it is imperative that the Customer has already ‘set-
up’ Futures Accounts with more than one Clearing Member. 

As of Q2/2011 the EUREX clearing house (EUREX Clearing) will offer for 
Customers a solution for segregation of their pledged collateral (Initial Margin). 
However to segregate an account it will be more costly for Customers to conduct 
a trade.   Therefore Customers will need to weigh-up whether segregation of the 
Futures Account is actually necessary because on the one hand to segregate 
means potentially higher costs, yet on the other hand the credit risk of non-
segregation may be so small that it does not justify the cost of segregation.  
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Exhibit 19: EUREX Exchange General Clearing Members 

Member ID Company Contact Person Phone E-mail 

 PIEFR    ABN AMRO Clearing Bank N.V.    Mr Gary John-Baptiste    +44 203 192 9150    gary.john-baptiste@uk.fortisclearing.com   
 PRULO    Bache Commodities Limited    Mr Ian Anderson    +44 20 7 548 4181    ian.anderson@bache.com   
 CAHMI    Banca IMI S.p.A    Mr Nick Spencer-Skeen    +44 20 7 894 2670    nick.spencerskeen@cabotouk.com   
 BSAMD    Banco Santander S.A.    Mr Isaac Prada    +34 9 1257 2121    iaprada@gruposantander.com   
 BZWFR    Barclays Bank PLC    Mr Oliver Geffroy    +49 69 7161 1018    oliver.geffroy@barcap.com   
 BHFFR    BHF-BANK Aktiengesellschaft    Mr Tobias Krause    +49 69 718 4243    tobias.krause@bhf-bank.com   
 PARFR   

 BNP Paribas Securities Services 
Zweigniederlassung Frankfurt    Ms Cornelia Raif    +49 69 1520 5517    cornelia.raif@bnpparibas.com   

 CIICX    Citibank International plc    Mr Oliver Bartel    +49 69 1366 1620    oliver.bartel@citigroup.com   
 SAILO    Citigroup Global Markets Limited    Mr Mehrdad Farimani    +44 20 7 986 4913    Mehrdad.farimani@citi.com   
 CBKFR    Commerzbank AG    Mr Martin Seebauer    +44 207 475 8129    martin.seebauer@commerzbank.com   
 SKAZH    Credit Suisse    Mr Richard Reber    +41 4 4335 7737    richard.reber@credit-suisse.com   
 CSBLO   

 Credit Suisse Securities (Europe) 
Limited    Mr Simon Schwerdt    +44 20 7 888 4539    simon.schwerdt@credit-suisse.com   

 DBKFR    Deutsche Bank AG    Mr Andreas Stadelmaier   +49 69 9103 0464    andreas.stadelmaier@db.com   
 DGEFR   

 DZ Bank AG Deutsche Zentral-
Genossenschaftbank    Mr André Trautmann    +49 69 7447 42910    andre.trautmann@dzbank.de   

 GSIEB    Goldman Sachs International    Mr Ajay Singh    +44 20 7 051 8151    futuresmarketing@gs.com   
 MIDLO    HSBC Bank plc    Ms Laura Hudson    +44 20 7991 9145    laura.hudson@hsbcib.com   
 TUBDU    HSBC Trinkaus & Burkhardt AG    Mr Peter Matussek    +49 211 910 2193    peter.matussek@hsbctrinkaus.de   
 LSHKI    HSH Nordbank AG    Mr Torsten Riedel    +49 431 9001 1404    torsten.riedel@hsh-nordbank.com   
 JPMFR    J.P. Morgan Securities Ltd.    Mr Kevin Gray    +44 20 7 325 3658    kevin.m.gray@jpmorgan.com   
 KASAM    KAS Bank N.V.    Mr Wolfgang Wallisch    +49 611 1865 3910    wolfgang.wallisch@kasbank.com   
 KRBBX    KBC Bank N.V.    Mr Jaap Stern    +31 20 521 7710    jaap@kbc-clearing.com   
 LSWST    Landesbank Baden-Württemberg    Mr Peter Gentner    +49 711 1277 5048    peter.gentner@lbbw.de   
 BEBBL    Landesbank Berlin AG    Mr Peter Schulz    +49 30 245 55914    peter.schulz@lbb.de   
 MFLLO    Marex Financial Limited    Mr Ollie Jones    +44 20 7 655 6044    ojones@marexfinancial.com   
 MLILO    Merrill Lynch International Plc    Mr Mark Mills    +44 20 7 995 1326    mark_mills@ml.com   
 EDFLO    MF Global UK Limited    Ms Pamela Gray    +44 207 144 4197    pgray@mfglobal.com   
 MGILO   

 Morgan Stanley & Co. International 
PLC    Mr Brian Daly    +44 20 7 425 5532    brian.daly@morganstanley.com   

 NBAAT    National Bank of Greece    Ms Katerina Strati    +30 21 0332 8744    astrat@nbg.gr   
 FIMFR    NEWEDGE GROUP (UK Branch)    Mr Franck Borgel    +49 69 9459 4100    franck.borgel@fimat.com   
 NOICX    Nomura International plc    Mr Peter Carson    +44 20 7102 5142    peter.carson@nomura.com   
 NLBHN   

 Norddeutsche Landesbank -
Girozentrale    Mr Andreas Bischoff    +49 511 361 2906    andreas.bischoff@nordlb.de   

 OPPFR    Sal. Oppenheim jr. & Cie. KGaA    Mr Christian Oester    +49 69 7134 5326    christian.oester@oppenheim.de   
 BFGFR    SEB AG    Mr Boris Schmidt    +49 69 9727 6735    boris.schmidt@seb.se   
 ENSLO   

 Skandinaviska Enskilda Banken AB 
(publ)    Mr John Gammer    +44 20 7246 4048    john.gammer@seb.co.uk   

 SSBLO   
 State Street Bank GmbH London 
Branch    Mr Steven G. Martin    +44 20 3395 8517    SGMartin@statestreet.com   

 BOSLO    The Royal Bank of Scotland plc.    Mr Gerard Joynson    +44 20 7 085 5463    gerard.joynson@rbos.com   
 BVMMU    UniCredit Bank AG    Mr Evert van den Brink    +49 89 3781 5018    evert.vandenbrink@hvb.de   
 WLBDU    WestLB AG    Ms Bettina Derksen    +49 211 826 4079    bettina.derksen@westlb.de   

 WGZDU    WGZ-Bank AG    Mr Uwe Knopf    +49 211 778 3300    uwe.knopf@wgzbank.de   
Source:  EUREX 
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This material has been prepared by The Royal Bank of Scotland plc and affiliated companies (“RBS”) for information purposes only and is not an offer to buy or sell or a 
solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy.  This material should be regarded as a marketing communication 
and may have been produced in conjunction with the RBS trading desks that trade as principal in the instruments mentioned herein. This commentary is therefore not 
independent from the proprietary interests of RBS, which may conflict with your interests. Opinions expressed may differ from the opinions expressed by other divisions of RBS 
including our investment research department.  This material includes analyses of securities and related derivatives that the firm's trading desk may make a market in, and in 
which it is likely as principal to have a long or short position at any time, including possibly a position that was accumulated on the basis of this analysis prior to its dissemination. 
Trading desks may also have or take positions inconsistent with this material. This material may have been made available to other clients of RBS before being made available 
to you. Issuers mentioned in this material may be investment banking clients of RBS. Pursuant to this relationship, RBS may have provided in the past, and may provide in the 
future, financing, advice, and securitization and underwriting services to these clients in connection with which it has received or will receive compensation.  The author does not 
undertake any obligation to update this material.  This material is current as of the indicated date.  This material is prepared from publicly available information believed to be 
reliable, but RBS makes no representations as to its accuracy or completeness.  Additional information is available upon request. You should make your own independent 
evaluation of the relevance and adequacy of the information contained in this material and make such other investigations as you deem necessary, including obtaining 
independent financial advice, before participating in any transaction in respect of the securities referred to in this material.  Past performance is not necessarily indicative of future 
results. Certain transactions, including those involving futures, options and products utilising futures and options give rise to substantial risk and are not suitable for all investors. 
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