ul EURONEXT CLEARING

-

COMMODITY DERIVATIVES RISK ENGINE

Mark-to-market/Variation Margins

Methodological notes

~




* EURONEXT CLEARING

Table of contents

1 INtroduction......ceeviiiiiiieniiiiiiiriiniiiiiiiimiiiiiereerrreeeeesssee
2 Labelling of pOSitioNns .....ccccveeiuuiiiiiirimnniiiiienmnniiiiieinmeene.
K D 711774 = SRR

3.1 Open futures: 1 ariation Margins..............ccuecevvevevoineeeccnnieccininnenennn,
N0 27 5 T0) 1 X U U UL U ORI PR

4.1 Open options: Mark-to-market (a.k.a. Premiunm) Margins...........................
5 FX CONVEISION...cuuueueeeerrtentrtttnetttetenteiiteieiaaaa...——————————

DISCIATINICL cuuueneenenenseneesenssseesesssssesenssscesssssssessssessssssssssessssssssssssessessssens



ul EURONEXT CLEARING

1 Introduction

The purpose of this document is to describe the steps methodology for computing the
Mark-to-market/ V ariation Margins (i.e. ‘deterministic margins’) for the Clearing Membet’s
portfolio subject to margining.

The employed convention of subtracting long positions from short positions (S - L) to
obtain net positions is aimed at expressing margin debts as positive quantities and margin
credits as negative quantities.
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2

Labelling of positions

The positions/contracts which form a Clearing Member’s portfolio must be labelled based
on their type, and in some cases also expiry date. The ‘clusters’ of the so-identified

positions/contracts ate:

e 1% sub-portfolio (SUB1):
o Options,
o Cash-settled futures,
o Unexpired physically-delivered futures with difference in business days
between expiry date T and margin date 7 (T-/) greater or equal than SUB
e 2" sub-portfolio (SUB2):
o Unexpired physically-delivered futures with difference in business days
between expiry date T and margin date # (1-7) less than SUB
e 3" sub-portfolio (SUB3):
o Expired physically-delivered futures (from end of expiry date onwards)

Here below is an example of SUB parameter for physically-delivered fuzures (1-7) difference:

Table 1 - Boundary for allocating unexpired physically-delivered futures

SUB
HP

with: HP: chosen holding period (model parameter — please refer to the relevant document).
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3 Futures
3.1 Open futures: Variation Margins

Open futures positions are subject to daily marking-to-market in the time span between the
trade date and the expiry date (included), through the payment/receipt of the differential
between the daily close price of the evaluation day and the trade price for open positions
arising from the trading activity of that same day, or the close price of the evaluation day and
the close price of the previous business day for open positions arising from previous
business days’ trading activity. These margins are called 1ariation Margins and are liquidated
to Clearing Members:

1) Variation_Margins = (Futures_close_price — Futures_trade_price) *
Net_position * Multiplier

for positions arising from the trading activity of that same day, or

2) Variation_Margins = (Futures_close_price —
Previous_futures_close_price) * Net_position x Multiplier

for positions arising from previous business days’ trading activity,

where:

3) Net_position = Short_contract_quantity — Long_contract_quantity.
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4  Options
4.1 Open options: Mark-to-market (a.k.a. Premium) Margins

The Mark-to-market Margins for option positions are also called Premium Margins and cover the
cost of liquidating gptions at current market prices (equity-style gptions).

Premium Margins are a credit for the holder of the long position as they represent the
proceeds from selling the long position if it were liquidated at the current market price. On
the other hand, they are a debt for the holder of the short position as they represent the cost
to buy back the short position if, likewise, it were to be liquidated at the current market

price.

For each open gption position the Premium Margins are calculated from trade date potentially
up to expiry date (included) as follows:

4y Premium_Margins = Option_close_price * Net_position * Multiplier,
where:

5) Net_position = Short_contract_quantity — Long_contract_quantity.
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5 FX conversion

All Mark-to-market Margins calculated this way are expressed in product (i.e. denomination,

trading) currency.

The conversion to the relevant clearing (i.e. margin) currency(ies) is performed employing the

current, appropriate FX rate(s):
CCyxxMargins = PCMargins * FXpc/cc,,,.r.current
with:

e (CyxxMargins: margins expressed in clearing currency xxx;
e P(CMargins: margins expressed in product currency;

®  FXpc/ccypycurrent: current product/clearing currency FX rate.
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Disclaimer

The information provided in this Document “Module COMDERT1 - mark-to-
market&variation margins” is strictly confidential and subject and is provided “as is” without
representation or warranty of any kind. Whilst all reasonable care has been taken to ensure
the accuracy of the content, Euronext does not guarantee its accuracy or completeness.
Euronext will not be held liable for any loss or damages of any nature ensuing from using,
trusting or acting on information provided. No information set out or referred to in this
publication shall form the basis of any contract. All proprietary rights and interest in or
connected with this publication shall vest in Euronext. No part of it may be redistributed or
reproduced in any form without the prior written permission of Euronext. Euronext
disclaims any duty to update this information. Euronext refers to Euronext N.V. and its
affiliates.



