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Explosive Growth of the
Credit Derivatives Market

The global credit derivatives market has been
growing exponentially over the last ten years,
increasing from approximately USD 1 trillion in
1996 to more than USD 20 trillion in 2006, and
is estimated to have reached USD 33 trillion by
2008". One reason for this substantial growth
is the rising demand of end-customers for alter-
native asset classes and return enhancement.

Another reason for the explosive growth lies in the
increasing standardization in the credit derivatives
market, which has reduced risks and attracted
more market participants. Exchange-traded credit
derivatives will improve operational efficiency and
risk management for existing credit market parti-
cipants even further. At the same time, exchange-
traded contracts will facilitate market entry of par-
ticipants that may currently be restricted from tra-
ding these products over the counter (OTC) or
that are familiar with exchange-traded futures con-
tracts. Consequently, a strong market demand for
listed credit derivatives emerged. And this demand
has grown even stronger since we announced the
first European credit futures contracts at Eurex.

The Eurex iTraxx® Credit Futures Contracts

Crossover 5-year Index Series. The iTraxx® Europe
5-year Index Series is the benchmark for the Euro-
pean credit market. The iTraxx® Europe HiVol Index
is an equally weighted portfolio of the 30 entities
with the highest spread from the iTraxx® Europe
Index. The iTraxx® Europe Crossover Index is an
equally weighted portfolio of 50 European sub-
investment grade entities.

The Eurex iTraxx® Credit Futures will closely mimic
the risk structure of credit default swaps traded in
the OTC market. The contracts are based on the
5-year series, with a fixed coupon and semi-annual
maturity dates in March and September. The con-
tract size is EUR 100,000; the tick size for the
iTraxx® Europe 5-year Index Futures is set at 0.005
percent, for the iTraxx® Europe HiVol and iTraxx®
Europe Crossover 5-year Index Futures at 0.01
percent, translating into 5 and 10 euros per tick
respectively. The products will be cash settled, with
reference to the iTraxx® index values of International
Index Company Limited (1IC).

The Benefits of Standardization

The market share of credit default swap (CDS)
indexes grew from nine percent in 2004 to 30
percent of the whole credit derivatives market in
2006". Our new Eurex iTraxx® Credit Futures are
based on the unfunded (CDS) form of the iTraxx®
Europe, iTraxx® Europe HiVol and iTraxx® Europe

"Source: BBA Credit Derivatives Report 2006

Trading Eurex iTraxx® Credit Futures allows you
to reduce operational costs and risks significantly.
You will benefit from an unmatched efficiency,
regarding the whole process chain — from liquid
order book trading to clearing and settlement.
With Eurex iTraxx® Credit Futures as standardized,
exchange-traded contracts we can guarantee a
high degree of market transparency, which encour-
ages competitive pricing.



Double Risk Reduction

Until now, traders of credit derivatives had to face
two kinds of risk: the credit risk as well as the
settlement risk. Aside from reducing operational
and legal risks, the Eurex iTraxx® Credit Futures
contracts considerably reduce counterparty risk,
with Eurex Clearing acting as central counterparty
and thereby guaranteeing fulfillment of all trades.

Easy Access to the Credit Derivatives Market

At Eurex, you benefit from open, and low-cost
electronic access, with many order routing facilities
in place. The Eurex iTraxx® Credit Futures contracts
are designed in line with our product standards,
and therefore easy to implement in your current
front and back office systems. In addition, our large
bank and broker base with nearly 400 direct Eurex
members will enable a strong distribution network.

Contract Value
EUR 100,000

Settlement
Cash settlement, payable on the first exchange day
following the Final Settlement Day.

Price Quotation

In percentage, with three decimal places for the

iTraxx® Europe 5-year Index Futures and with two

decimal places for the iTraxx® Europe HiVol and
iTraxx® Europe Crossover 5-year Index Futures as
the sum of:

o the basis, determined as the ¥ n;, whereby n;
represents the weight of the ith reference entity
in the underlying index series, which has not
experienced an actual credit event (basis = 100,
as long as no credit event has occured);

e the present value change calculated on the basis;

o the accrued premium since the effective date of
the underlying index series based on the coupon
fixed for the underlying index series;

e and, if applicable, the proportional recovery rate
of the ith reference entity in the underlying index

Contract Specifications

Contract

iTraxx® Europe
5-year Index Futures

Product : Underlying Currency
ID
F5EQ i The current EUR

iTraxx® Europe 5-year
Index Series

iTraxx® Europe HiVol i F5HO : The current EUR

5-year Index Futures iTraxx® Europe HiVol
5-year Index Series

iTraxx® Europe F5CO : The current EUR

Crossover 5-year
Index Futures

iTraxx® Europe
Crossover 5-year
Index Series

series which experienced an actual credit event.

Minimum Price Change
iTraxx® Europe 5-year Index Futures

The Minimum Price Change is 0.005 percent,
equivalent to a value of EUR 5.

iTraxx® Europe HiVol 5-year Index Futures and
iTraxx® Europe Crossover 5-year Index Futures

The Minimum Price Change is 0.01 percent,
equivalent to a value of EUR 10.

Contract Months

The nearest semi-annual month of the March and
September cycle will be available for trading; tra-
ding in the back month contract starts on the 20th



calendar day if this is an exchange trading day;
otherwise on the next exchange trading day.

Last Trading Day

The 5th exchange day following the 20th of the
respective contract month.

Final Settlement Price

The Final Settlement Price is established at

17:00 CET on the Last Trading Day in percent

as the sum of:

e the basis determined as the 3 n;, whereby n;
represents the weight of the ith reference entity
in the underlying index series, which has not
experienced an actual credit event (basis = 100,
as long as no credit event has occured);

e the present value change of the underlying index

series resulting from the change of the credit

spread in relation to the coupon. The present
value calculation on the final settlement day is
based on the official iTraxx® Index levels as pub-
lished by IIC at 17:00 CET and the deal spread

(coupon) of the underlying index. The mid spread

reflecting the mid point between the bid and ask

spreads of the official iTraxx® Index levels are
considered for the present value calculation;
the accrued premium calculated from the effec-
tive date of the underlying index series based on
the coupon fixed for the underlying index series;
and, if applicable, the proportional recovery rate
of the reference entity in the underlying index
series, which experienced an actual credit event;

The calculated Final Settlement Price will be

determined with four decimal places and com-

mercially rounded to the next possible interval

(0.0005; 0.001 or a multiple thereof).

Attractive Pricing

Order book transaction fees for the iTraxx® Europe
5-year Index Futures, iTraxx® Europe HiVol 5-year
Index Futures or iTraxx® Europe Crossover 5-year
Index Futures are EUR 0.40 per contract, and
include trading and clearing fees.

Occurrence of a Credit Event

The announcement of a CDS protocol by ISDA
will be used as the sole trigger for an actual credit
event. Upon occurrence of a credit event, for ex-
ample the iTraxx® Europe 5-year Index futures
contract will continue to trade in its original form
including the reference entity subject to the credit
event. In addition, Eurex will list a futures contract
based on the new version of the underlying index
(for example 124 reference entities).

Continuous Market-Making to Ensure
High Liquidity

The new instruments will be included into the
Designated Market-Making schemes. This will
further promote high liquidity and will allow
participants to benefit from tight spreads.



Wide Range of Wholesale Facilities arbitrage opportunities, but also ensures that the
iTraxx® Credit Futures contracts' price remains

The Eurex Wholesale trading facilities enable closely in line with the underlying market — very
participants to enter off-order book bilateral trades similar to basis trading in other Eurex futures.
in the Eurex® system. With these facilities you can
benefit from the flexibility of customized trading
while maintaining the advantages of standardized Use of Bloomberg Model to Price Eurex iTraxx®
clearing and settlement. We offer a comprehensive Credit Futures
range of wholesale facilities, such as

Bloomberg Model

e Block Trade — This functionality provides Eurex Eurex will use a new Bloomberg model to calculate
participants with the possibility to enter large the final settlement prices of the credit index future.
transactions agreed off-exchange in the Eurex® The Bloomberg model will be used for evaluating
system and have them cleared and settled in a the present value change of the underlying iTraxx®
standardized way, provided that the number of Index which is a component of the credit future’s
contracts in each transaction meets the minimum price — see contract specifications. These prices will
order size requirement of be displayed and can be analyzed on the
- 2,500 contracts for the iTraxx® Europe BLOOMBERG PROFESSIONAL® service.
5-year Index Futures

- 1,500 contracts for the iTraxx® Europe The model has been developed by Bloomberg's
HiVol 5-year Index Futures team of quantitative analysts and enables highly

- 1,000 contracts for the iTraxx® Europe precise price determination for CDS and similar
Crossover 5-year Index Futures instruments. It can be selected on CDSW, the single

- 100 contracts for the Single-Name-Recovery name and index pricing tool, under Models, and
Futures is the pricing engine behind the new function

FCDS <GO>.

e Exchange for Physicals (EFP) — This functionality
facilitates buying or selling a block of non-govern- Bloomberg Codes
ment bonds whereby the credit risk exposure is Gontract Bloomberg
to be generically hedged using iTraxx® Credit Code
Futures. The EFP facility allows for a simultaneous iTraxx® Europe 5-year Index Futures FEAA
iTraxx® Credit Futures hedge. iTraxx® Europe Crossover 5-year FXAA

Index Futures
iTraxx® Europe HiVol 5-year Index Futures i FHAA

Exchange for Swaps (EFS) — This functionality
allows you to enter iTraxx® Credit Futures into

the Eurex® system as a direct hedge against a For all details, please refer to
Credit Default Swap on an iTraxx® Index or a www.eurexchange.com > Trading > Products >
single reference entity concluded in the OTC Credit Derivatives.

market. This not only enables you to exploit
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Deutsche Borse AG (DBAG), Clearstream Banking AG (Clearstream), Eurex Bonds GmbH
(Eurex Bonds), Eurex Repo GmbH (Eurex Repo), Eurex Clearing AG (Eurex Clearing) and
Eurex Frankfurt AG are public companies and are registered under German law. Eurex
Ziirich AG is a public company and is registered under Swiss law. Clearstream Banking

S.A. (Clearstream) is a public company and is registered under Luxembourg law. The
administrating and operating institution of the Frankfurt Stock Exchange (FSE) is DBAG.
The administrating and operating institution of Eurex Deutschland is Eurex Frankfurt AG
(Eurex). Eurex Deutschland and Eurex Zirich AG are in the following referred to as the
“Eurex Exchanges”. All intellectual property, proprietary and other rights and interests in
this publication and the subject matter hereof (other than certain trademarks and service
marks listed below) are owned by DBAG and its affiliates and subsidiaries including, with-
out limitation, all patent, registered design, copyright, trademark and service mark rights.
While reasonable care has been taken in the preparation of this publication to provide
details that are accurate and not misleading at the time of publication DBAG, Eurex, Eurex
Bonds, Eurex Repo, the Eurex Exchanges, Eurex Clearing, Clearstream and FSE and their
respective servants and agents (a) do not make any representations or warranties regarding
the information contained herein, whether express or implied, including without limitation
any implied warranty of merchantability or fitness for a particular purpose or any warranty
with respect to the accuracy, correctness, quality, completeness or timeliness of such
information, and (b) shall not be responsible or liable for any third party's use of any
information contained herein under any circumstances, including, without limitation,

in connection with actual trading or otherwise or for any errors or omissions contained

in this publication.

This publication is published for information only and shall not constitute investment
advice. This brochure is not intended for solicitation purposes but only for use as general
information. All descriptions, examples and calculations contained in this publication are
for illustrative purposes only.

Eurex offers services directly to members of the Eurex Exchanges.Those who desire to
trade any products available on the Eurex market or who desire to offer and sell any such
products to others, should consider legal and regulatory requirements of those jurisdictions
relevant to them, as well as the risks associated with such products, before doing so.

Eurex derivatives (other than DAX® Futures contracts, Dow Jones STOXX 50° Index
Futures contracts, Dow Jones EURO STOXX 50° Index Futures contracts, Dow Jones
STOXX® 600 Banking Sector Futures contracts, Dow Jones EURO STOXX® Banking Sector
Futures contracts, Dow Jones Global Titans 50°* Index Futures contracts, Dow Jones Italy
Titans 30°" Index Futures contracts, MDAX® Futures contracts and Eurex interest rate
derivatives) are currently not available for offer, sale or trading in the United States or by
United States persons.

Trademarks and Service Marks

BuxI®, DAX®, Eurex®, Eurex Bonds®, Eurex Repo® Euro GC Pooling®, Eurex Strategy Wizard™",
FDAX®, iNAV®, MDAX®, ODAX®, SDAX?, StatistiX®, TecDAX®, VDAX-NEW?®, Xetra®and XTF
Exchange Traded Funds®are registered trademarks of DBAG.

Xemac® is a registered trademark of Clearstream Banking AG. Vestima® is a registered
trademark of Clearstream International S.A.

RDXxt” is a registered trademark of Wiener Bérse AG (Vienna Stock Exchange).

iTraxx® is a registered trademark of International Index Company Limited (1IC) and has been
licensed for the use by Eurex. IIC does not approve, endorse or recommend Eurex or iTraxx®
Europe 5-year Index Futures, Europe iTraxx® HiVol 5-year Index Futures and Europe iTraxx®

Crossover 5-year Index Futures.

Eurex is solely responsible for the creation of the Eurex iTraxx® Credit Futures Contract, its
trading and market surveillance. ISDA® neither sponsors nor endorses the product’s use.
ISDA® is a registered trademark of the International Swaps and Derivatives Association, Inc.

SMI®, SMIM®and VSMI® are registered trademarks of SWX Swiss Exchange.

STOXX®, Dow Jones STOXX® 600 Index, Dow Jones STOXX® Mid 200 Index, Dow Jones
STOXX® TMI Index, VSTOXX® Index and Dow Jones EURO STOXX®/STOXX® 600 Sector
Indexes as well as the Dow Jones EURO STOXX 50° Index and the Dow Jones STOXX 50°
Index are service marks of STOXX Ltd. and/or Dow Jones & Company, Inc.

Dow Jones, Dow Jones Global Titans 50°* Index, and Dow Jones Italy Titans 30 Index are
service marks of Dow Jones & Company, Inc. The derivatives based on these indexes are
not sponsored, endorsed, sold or promoted by STOXX Ltd. or Dow Jones & Company, Inc.,
and neither party makes any representation regarding the advisability of trading or

of investing in such products.

The names of other companies and third party products may be the trademarks or service
marks of their respective owners.




