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Markit and DTCC Launch MarkitSERV

arkit and DTCC recently launched

MarkitSERV, a new company that

combines the two organizations’
electronic trade confirmation and workflow
platforms to provide a single gateway for
over-the-counter (OTC) derivative trade pro-
cessing.

Jointly owned by DTCC and Markit,
MarkitSERV combines the DTCC Deriv/-
SERV and Markit Wire trade confirmation
platforms to cover all major asset classes

including credit, interest rate, equity and
commodity derivatives. The new company
includes the Markit and DTCC flagship
trade processing services for affirmation,
confirmation, novation, allocation and rec-
onciliation.

The initiative was first announced in July
last year, subject to completion of due dili-
gence, regulatory filings and approval by
relevant global regulators. In August, Markit
and DTCC announced that due diligence

(continued on page 7)

DTCC Provides Further
Market Transparency
On OTC Credit
Derivatives

TCC recently brought further transpar-

ency to the global credit default swaps

(CDS) market, worth more than $31 tril-
lion, by expanding its public release of CDS
data maintained in its Trade Information Ware-
house to include historical information on those
contracts.

The Warehouse is the only comprehensive
global repository for the OTC credit deriva-
tives market. DTCC gathers and stores in-
formation on OTC credit derivatives in its
repository and performs critical post-trade
processing functions such as automated
calculation, netting and central settlement
of payment obligations, as well as settle-
ment of credit events such as bankruptcies.
In addition to the data for the current week
the expanded data release will now show
information on the legally binding records
from the previous week, month and year.

DTCC first began publishing the CDS
information from its global registry on No-
vember 2, 2008. Initially, DTCC will use the
first week of data posted in November 2008

(continued on page 2)
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DTCC Provides Further Market Transparency

for the “year ago” data until actual “year ago”
information becomes available in November
2009. This expansion will allow market par-
ticipants, regulators and the public to gain a
greater perspective on trends and changes
in the value of these instruments.

“Because nearly all credit derivatives
transactions are registered and maintained
in the Warehouse’s global repository, the in-
dustry and regulators worldwide are able to

Warehouse, which we release publicly on a
weekly basis.”

The Warehouse proved critical a year ago
this month, when Lehman Brothers declared
bankruptcy. When rumors sent shockwaves
through the market predicting that poten-
tial net liabilities on credit default swaps on
outstanding Lehman CDS obligations could
top $400 billion, DTCC was able to step in
and dispel this misinformation by publicly

(continued from page 1)

management and collateral systems by le-
veraging the infrastructure already available
in the Warehouse to provide other services.
Three CCPs, ICE Trust US, ICE Clear Eu-
rope and Eurex are currently processing
CDS trades. The Warehouse provides as-
set servicing such as payment reconcilia-
tion, centralized settlement, name change
processing and credit events processing,
among others.

The Warehouse historical data will not
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include information on the more cus-
tomized trades which were added into
the Warehouse in July by major firms
involved in CDS trading. Those trades
are too customized to be stored in the
Warehouse in their full, legal form (like
most other CDS data), but basic data
on the contracts are available to provide
regulators with a better view of the total
CDS risk being taken on by key firms.

DTCC updates its website weekly on
Tuesdays, after 5:00 p.m. ET (10 p.m.
GMT). The data is available at www.dtcc.
com/products/derivserv/data.

The total value of the legally con-
firmed credit derivatives held in DTCC’s
Warehouse generally has been trending
down, mostly as a result of efforts by the
industry to eliminate offsetting trades to
the extent possible. As of September 11,

the gross notional value of those CDS

assess the value and risk exposures of the
market from a central vantage point, which
is essential in times of crisis,” Stewart Mac-
beth, DTCC managing director and head
of the Trade Information Warehouse, said.
“Transparency has also been enhanced in
the marketplace, as the repository is able
to provide the investing public and regula-
tors with a view of the data registered in the

releasing data from the Warehouse showing
that the actual amount would be less than
$6 billion. This had an immediate calming
effect on the market.

The Warehouse has also allowed for the
rapid rollout of central counterparties (CCPs)
in both the U.S. and Europe, since those
CCPs were able to focus on developing risk

trades in the Warehouse was $26.9 tril-
lion, down from $33.56 trillion when DTCC
first began publishing its data in 2008. An
additional $5.7 trillion in customized trades
are also in the Warehouse.

Although the overall value is down, the
value of trading in specific indices and single-
name reference entities has shown significant
changes over time.
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New Custom Contracts in Warehouse Valued at $5.7 Trillion

TCC reported in August that 216,765

credit default swaps (CDS) contracts

valued at approximately US$5.7 tril-
lion in gross notional value, were entered into
its Trade Information Warehouse (Warehouse)
by market participants in the global over-the-
counter (OTC) derivatives market. These trade
submissions met, in part, industry commit-
ments made to the Federal Reserve Bank of
New York and other global regulators to have
all CDS contracts registered into a global re-
pository by July 17.

“We are pleased to be able to verify and
now report on CDS data based on what
we’ve seen from firms’ initial submission of
contracts into our global registry to meet
their July 17 deadline,” said Stewart Mac-
beth, DTCC managing director and general
manager of the Trade Information Ware-
house. “There was a small percentage of
CDS trades which were not previously held
in the Warehouse because of the tailored
nature of the contracts. In registering these
CDS trade positions, the goal of ensuring
that risk could be seen from a central van-
tage point at a central repository has now
been achieved for the CDS market.”

These contract submissions represent
more customized contracts that are not con-
firmable on an electronic platform such as
the automated service provided by DTCC
Deriv/SERV (now a part of MarkitSERV). Data
registration was received using 30 differ-
ent currencies from a customer base that
spans 35 countries. The submission of these
customized trades are for repository and
reporting purposes only and do not confer
alegal binding agreement in the Warehouse
as do electronically confirmed trades that are
maintained in the global repository. As of July
24, there were about 2.2 million electronically
confirmed contracts with a gross notional

value of about US$26.5 trillion registered
in the Warehouse’s repository. These new
submissions represent less than 10% of the

total contracts and 17% of the total gross

notional value of contracts registered in the
repository.

Details on these customized contracts are
generally expected to remain fairly static.
DTCC will nevertheless publicly release sta-
tistical data on these contracts from time-
to-time, though not necessarily as part of
its weekly releases of data relating to more
standardized contracts, particularly signifi-
cant changes in gross notional value or total
contracts be determined. DTCC will provide
global regulators with information on these
contracts, also known as “copper” records,
as appropriate and upon request.

DTCC currently operates the industry’s
only centralized global repository for the
OTC credit derivatives market, supporting
global dealers and 1,400 buy-side firms
from 35 countries who trade these instru-
ments.
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DTCC CEO Stresses Importance of Single Trade Repository for OTC L

onald F. Donahue, Chairman and

Chief Executive Officer of DTCC,

stressed that a single trade reposi-
tory for over-the-counter (OTC) derivatives
contracts is essential to mitigating risk and
enhancing transparency in the market. Dona-
hue made his remarks as part of his keynote
address at a U.S. Chamber of Commerce
discussion titled “Modernizing Derivatives
Oversight: Developing Policy for the 21st
Century” in July.

“DTCC strongly urges Congress and
regulators to codify into law the contin-

peaking before an audience of approxi-
mately 150 corporate executives at a
recent U.S. Chamber of Commerce
briefing on regulation of the over-the-counter
(OTC) derivatives market, Larry E. Thompson,

DTCC managing director and general counsel,

ued operation of a central global repository
for OTC credit derivatives,” Donahue said.
“We believe that having all of this information
residing in a single place is a crucial contribu-
tion to reducing risk and promoting market
efficiency. When markets are in turmoil, it is
critical that regulators have the ability to see
the full details on the underlying trading posi-
tions of derivatives contracts from a central
vantage point to quickly assess systemic
risk across the financial system — and to
bring greater transparency to the market. This
snapshot of the market can only be provided
by a single global repository.”

said, “Congress is reviewing a variety of ways to
create transparency and reduce risk in the OTC
marketplace. This includes standardizing OTC
contracts as much as possible so that trades
can be cleared through a central counterparty
or CCP, but also leaving some flexibility for the

DTCC operates the Trade Information
Warehouse — the only comprehensive repos-
itory and post-trade processing infrastructure
for OTC credit derivatives in the world. The
Warehouse handles the calculation, netting,
and central settlement of payment obligations
between counterparties, and automates the
processing of “credit events” — situations
where the protection against default provided
by a credit default swap is activated.

In addition, DTCC'’s Deriv/SERV matching
engine, which electronically captures, con-
firms and matches over 95% of all credit

trading of non-standard contracts designed for
individual company needs.”

The July 21, Washington D.C. event,
“Modernizing Derivatives Oversight: De-
veloping Policy for the 21st Century,” was
organized by the Chamber’s National Cham-
ber Foundation (NCF). NCF is a non-profit
affiliate of the U.S. Chamber of Commerce
dedicated to identifying and fostering public
debate on emerging critical issues. Donald F.
Donahue, DTCC Chairman and CEO, gave
the keynote address at the conference, which
brought together experts from diverse sec-
tors to educate and engage the public about
the use of OTC derivatives and their role in
the markets.

Transparency and systemic risk

Thompson participated in a panel discus-
sion, “Examining Derivatives and Systemic
Risk.” Other participants included Kevin

(continued on page 6)
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Jerivatives

traded
globally, supplies the

derivatives

Warehouse with more
than 41,000 transac-
tion sides daily. The
Warehouse connects
and services over
1,400 global dealers,
asset managers, and
other market partici-
pants in 35 countries.
The trade repository
is also designed to
be extended to other
OTC derivative asset
classes.

DTCC has pub-
licly stated that it will
support all efforts to
create central coun-
terparty (CCP) ser-
vices planned in the U.S. and overseas, on
a non-discriminatory basis.

“We believe that when central counterpar-
ties and a global repository work in tandem
to support each other’s functions, risk can
be significantly mitigated, and transparency
enhanced in the marketplace,” Donahue said.
“This powerful combination is what is needed
to ensure the business community has the
necessary risk benefits and financing flexibil-
ity, and our policy makers have the assurance
that the integrity of the financial system will
be maintained.

“If we consider that globally there are
about six CCPs planned to be launched either
in Europe or in the U.S., we can recognize the
potential for fragmentation of data about the
market, if there’s no central repository storing
all the data in one place,” Donahue said. “If

National Chamber Foundation

1S, Chamber of Commerce

we recognize that these CCPs will only clear
a portion of the market, the need for a central
repository is further emphasized.”

Since last year, DTCC has seamlessly pro-
cessed or is processing, through the Ware-
house, more than 40 credit events, including
the Lehman Brothers and Washington Mutual
bankruptcies as well as the conservatorships
for Freddie Mac and Fannie Mae. Because
the industry had a robust, centralized infra-
structure for the CDS market in the wake of
last year’s financial turmoil, market participants
were able to manage the multiple processing
and operational challenges they faced with a
greater degree of certainty and efficiency.

DTCC has been working closely with mar-
ket participants and regulators to achieve that
vision. Since November 2008, DTCC has
been publishing weekly on its website, key

statistics and data from the Warehouse on
the size and turnover of the CDS market.

Following the Lehman bankruptcy last year,
DTCC played a significant role in unwinding
over $500 billion in open trading positions
from trades in equities, mortgage-backed and
U.S. government securities, without any loss
to the industry — and avoiding additional
burden on taxpayers.

DTCC General Counsel, Larry E. Thomp-
son, who recently testified before the Capital
Markets Subcommittee of the House Financial
Services Committee, served as a panelist dur-
ing the Chamber of Commerce event.

To view the entire text of Donahue’s
speech, go to http://dtcc.com/downloads/
leadership/speeches/DONAHUE %20-%20
Chamber.pdf
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Gould, Markit North America president and
global head of fixed income; Theo Lubke,
Federal Reserve Bank of New York senior vice
president; Cynthia Meyn, PIMCO senior vice
president; John Shay, International Deriva-
tives Clearing Group LLC founder and chief
marketing officer; and Don Thompson, man-
aging director, JPMorgan Chase & Co. Sha-
ron Brown-Hruska, Ph.D. and vice president,
National Economic Research Associates, Inc.,
moderated the session, which focused on
the operational issues related to improving
oversight and transparency in OTC deriva-
tives trading and how that falls within the
broader goal of reducing systemic risk.

“We now have an opportunity to com-
prehensively reform regulation of our capital
markets — and we must get it right,” said
David Chavern, U.S. Chamber of Commerce
executive vice president and COO, during his
opening remarks for the event. “The Adminis-
tration and the Chamber agree on many com-
mon goals, including more comprehensive
oversight of systemic risk, greater transpar-
ency, and improved customer and investor
protections. Of critical importance is how to
regulate complex financial instruments such
as over-the-counter derivatives.

“Businesses from diverse sectors use
OTC derivatives not to take speculative po-
sitions, but to hedge against legitimate busi-
ness risks, including fluctuations in materials
prices, commodities, fuel, interest rates and
foreign currencies. The policy question to
be addressed is this: how can we enhance
transparency and oversight of the deriva-
tives markets while maintaining an over-
the-counter market and the important risk
management function it serves for companies
of all kinds? This question is fundamental to

a return to well-functioning capital markets,”
Chavern added.

Market soundness

A separate panel session, “Fostering
Efficiency and Transparency,” consisted
of representatives from the key regulatory
bodies and corporate investors in derivatives
products. This group focused on develop-
ing policies that will protect the soundness
of the capital markets while upholding the
important risk-management function these
financial instruments perform for companies
and market participants.

Panelists included Megan Ivory Carr, 3M
Company, manager, Federal Government Ser-
vices; Michael Cosgrove, GFI Group, Inc. man-
aging director and head of Commaodities and
Energy Brokerage, North America; Elizabeth

(continued from page 4)

King, U.S. Securities and Exchange Commis-
sion associate director, Division of Trading and
Markets; Michael Shapiro, Zimmer, Inc. as-
sociate director, Treasury; and Ananda Rad-
hakrishnan, Commodity Futures Trading Com-
mission, director, Division and Intermediary
Oversight. The panel moderator was Russell
B. Mallett, lll, PricewaterhouseCoopers LLP,
Financial Services Technical Leader, National
Professional Services Group.

“As Congress looks at the value of creating
a systemic risk regulator, there is always a
need for a strong and robust infrastructure
like the one DTCC has provided, ensuring that
risk can be viewed from a central vantage
point,” Thompson advised during his panel
session. “We believe DTCC should continue
to serve as a lynchpin of the regulatory re-
forms under consideration.”



Deriv/SERV TODAY OCTOBER 2009 7

Macheth: Double, Double Toil and Trouble

tewart Macbeth, DTCC’s new head of

DTCC'’s Trade Information Warehouse for

OTC credit derivatives, made the case
for a single trade repository for credit derivatives
in a recent article that appeared in Global Inves-
tor magazine.

Noting in the article that while central coun-
terparties (CCPs) were creating a more fully
established environment for credit derivatives,
“the need for a centralised global repository to
maintain cleared and uncleared CDS transac-
tions is not diminished. With the likelihood
that there will be multiple CCPs operating in

the global market, there will be fragmenta-
tion of data if there’s no central repository
storing all trade details in one place.”

Macbeth said that framentation “would
impede the ability of regulators to protect
investors and the integrity of the financial
services system as a whole.”

He noted that “in a market where a Eu-
ropean firm might trade with a U.S. firm on
an Asian underlying security, it would be
extremely difficult to divide up a reposi-
tory’s responsible area without omission,

and when reported across jurisdictions, with-
out duplication. Given a repository is not a
principal to any transactions or transaction
flows, there is not a strong need for loca-
lised instances; rather it suits a collaborative
regulatory scheme, where each regulator has
access to relevant data, and there is transpar-
ency and collective input to the operation of
the service.”

The full text of Macbeth’s article can be
read in the October issue of Global Investor
magazine and on the Global Investor website
at www.globalinvestormagazine.com.

Markit and DTCC Launch MarkitSERV

was complete and MarkitSERV had received
regulatory approval from the U.K. Financial
Services Authority and the U.S. Department
of Justice.

MarkitSERV was created in response to
calls from regulators, politicians and market
participants for greater cooperation within the
industry over electronic trade confirmation
to reduce risk in the OTC derivative markets.
More than 50 banks, 50 inter-dealer brokers
and 1,200 funds are already connected to
the service, which is expected to handle in
excess of 15 million confirmations in its first
year.

“We believe the launch of MarkitSERV
will be transformational for the financial
community that has been looking for more
streamlined and automated confirmation of
OTC derivative instruments globally,” said
Michael C. Bodson, Executive Managing
Director of DTCC Business Management
and Strategy, and Chairman of MarkitSERV.
“We’ve listened to our customers and by
combining the expertise of these two very

successful organizations, we will be able to
further extend benefits to a wider user base
and across a more diverse range of financial
instruments.”

Lance Uggla, Chief Executive Officer of
Markit, said: “MarkitSERV combines the
individual strengths of Markit and DTCC'’s
trade processing services to provide a single
electronic platform for the OTC derivative
markets. This initiative represents an impor-
tant milestone at a time of significant change
in the financial markets, and will provide the
industry with the framework it needs to im-
prove efficiency and reduce risk.”

Jeff Gooch, Chief Executive Officer of
MarkitSERYV, said: “MarkitSERV is now live,
providing market participants with a single
electronic gateway for trade processing
across asset classes. We look forward to
working with the buy-side and sell-side to
help them reduce operational risk and adopt
clearing in the OTC derivative markets, in
line with their commitments to global regu-
lators.”

(continued from page 1)

Ric Okun, Executive Vice President of PIM-
CO, said: “In the current economic climate,
having a robust derivative processing capa-
bility has become more essential than ever
before for buy-side institutions. At PIMCO, we
are very excited about the enhanced work-
flow platform being offered by MarkitSERV
and see it as an integral solution to meet the
increasing demands of our business.”

MarkitSERV will rationalize costs by re-
moving the need for users to connect to
numerous, asset-class specific trade pro-
cessing systems. Instead, clients will be able
to use their existing connectivity to access
a wider variety of combined services. The
new company will be industry-governed and
will have a global presence, with offices in
London, New York and Tokyo.

Markit’s data and valuation services, and
DTCC’s Trade Information Warehouse’s,
life-cycle event processing and centralized
settlement and payment netting services will
remain part of their respective parent com-

panies.



Deriv/SERV TODAY OCTOBER 2009 8

TCC’s over-the-counter (OTC) deriva-

tives service seamlessly processed a

record 183,409 transactions (or sides)
on August 6. This figure represents more than
four times the average 41,000 daily transaction
volume processed on DTCC'’s Deriv/SERV auto-
mated matching and confirmation platform.

A major portion of the volume involved
“compression” activity, in which multiple
offsetting contracts are “torn up” and new,
single contracts are issued. The activity
does not change the overall net values of
the compressed contract positions. Industry
participants noted that by streamlining the
total number of counterparties’ outstanding
contracts, “compression” reduces operation-
al risk and enhances processing efficiency
for market participants.

“DTCC is constantly working with the OTC
derivatives community to enhance the mar-
ket’s infrastructure, enabling market partici-
pants to handle unpredictable jumps in trade
activity such as we experienced on August 6,
as well as better manage their contract posi-
tions,” said Stewart Macbeth, managing di-
rector. “Because of the industry’s efforts with
DTCC to improve its processing practices,
there was virtually no latency in transaction
processing on this recent record volume day.
We believe this reflects the maturity that the
processing for OTC derivatives has reached
in just a relatively few short years.”

Among the improvements made recently
to Deriv/SERV’s systems was a separa-
tion of processing for different trade types,
implementation of vendor-initiated termina-

tions, and revisions in programming to al-
low processing to run in parallel rather than
sequentially.

The bulk of the transaction activity in-
volved credit derivatives, but equity and in-
terest rate transactions are also processed
through DTCC’s matching and confirmation
systems. There were 93,975 new credit de-
fault swap (CDS) contracts matched and reg-
istered into the Warehouse’s global repository
on August 6 and 79,803 partial terminations.
The remainder of the transactions involved
such transactions as full or partial assign-
ments, amendments, increases and exits
in CDS, and similar transactions for equity
and interest rate derivatives. In addition, for
new contracts, confirmations were made on
more than 80% of the new submissions on
trade date.

DTCC’s systems process more than
95% of the credit derivatives electronically
matched and confirmed globally. The Ware-
house is the only central global repository
and post-trade processing infrastructure for
the OTC credit derivatives contracts. DTCC
Deriv/SERV’s customer base includes all ma-
jor dealers and more than 1,400 buy-side
firms and other market participants based
in 35 countries.

In addition, many of the major firms in-
volved in credit derivatives have recently
voluntarily loaded details of their highly
customized credit derivatives contracts into
DTCC’s Trade Information Warehouse, so that
information can also be made available to
regulators globally for risk assessment.

DTCC'’s derivatives services are offered through DTCC Deriv/SERV LLC.
ISDA® is a registered trademark of the International Swaps and Derivatives Association.

FpML is a trademark of ISDA.

Deriv/SERV Contacts

New York: +1 212 855 2027
London: +44 (0) 203 362 0515
E-mail: CAG@markitserv.com
Website: http://www.dtcc.com

DTCC'’s purpose is to help grow the
world economy by furthering the devel-
opment of low-cost, efficient capital.

Our mission is, by 2010, to be the
acknowledged world-class provider
of servicing solutions to financial
markets through leadership, innovation,
technology, risk management and
strategic alliances.
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