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Frequently Asked Questions 

Auction Supplement and 100/500 Credit Derivative Initiatives
ISDA worked together with their respective constituents to develop an industry implementation plan for a number of Credit Derivative initiatives. These Frequently Asked Questions (FAQ) explain the derivatives industry's standards in regard to  operational processing for credit derivative transactions.

100/500 Credit Derivative Initiatives

The derivatives industry has agreed to a new North American CDS contract which aims to further standardize a number of variables.  This transaction is referred to as a 100/500 contract. The proposal includes Investment Grade names trading on a 100 bps spread and quoted with a flat curve spread, High Yield names trading on a 500 bps spread and quoted as points up-front, a 60 day look back rolling Effective Date for Credit Events, a 90 day look back rolling Effective Date for Succession Events, standardized accruals, and auction hardwiring.

General Questions……………………………………………………………..Page 2
1. What transaction types are covered? 

2. What change will be made to the Scheduled Termination Date?
3. What change will be made to Restructuring?
4. How will the coupon for 100/500 transactions be reflected?

5. Is there a change to the Accrual Start date?

6. For 100/500 trades, what value should firms put in the effective date field?

7. Is there an envisioned change to Historic North American Corporate Transactions?

8. What are the changes to the Settlement Methodology?

9. Are Municipal CDS transactions included?

10. When will 100/500 start trading from a market perspective?

11. Will tranche and single name trades change to include a full first coupon like the index trades today?

12. Will this apply to both Senior and Sub North American Corporate names?

13. Can NA Corps still be traded on the old terms?
14. If you are already trading a name with points upfront, would you continue to do so?
15. How do I know which names will trade with 100 and which will trade with 500?
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16. Can these transaction types still be confirmed electronically?

17. What types of confirmations can I use to confirm my transactions?
18. Is there a revised long form paper confirmation template?

19. What are the updated FpML values for both the Senior North American Corporate Transaction Type for the Matrix and the Master Confirmation Agreement?

20. Will DTCC still provide the option for un-adherence in regard to the Credit Event Processing Tool for these transactions?

21. When DTCC rejects 100/500 trades due to incorrect information, will those trades make it into the system and be available for modification?
22. Upon rollout of the 100/500 contract will I need to submit the ISIN to DTCC?

General Questions

1. What transaction types are covered?

The 100/500 initiative will initially cover North American Corporate Transactions only.
2.  What change will be made to the scheduled termination date?

The Scheduled Termination Date will always match a quarterly roll date.  The Quarterly roll dates will always be March 20, June 20, September 20 and December 20. For clarification, the Scheduled Termination Date is still an unadjusted date.  Accrual ends on and includes the unadjusted quarterly roll date eventhough the final payment is made on the adjusted roll date.
3.  What change will be made to Restructuring?
All of these transactions will now be No Restructuring.

4.  How will the coupon for 100/500 transactions be reflected?
Coupons will still be reflected as a percentage per annum, thus 1% or 5% and should be confirmed as the respective 100/500 coupon.  
5.  Is there a change to the Accrual Start date?
Rather than starting on the Effective Date, accrual will begin on and include the last Quarterly Date (March 20, June 20, September 20 or December 20) on or preceding the Trade Date plus one calendar day.  Similar to Indices, the Accrual Start date will be an adjusted date.  There are full coupons and no short or long stubs.  All settlements will be full coupons.
6. For 100/500 trades, what value should firms put in the effective date field? 

It is suggested that firms continue to book and submit Trade Date + 1 as their effective dates to DTCC.  DTCC will ignore this value for accrual purposes.  The Effective Date field should be removed for paper confirmations.
7.   Is there an envisioned change to Historic North American Corporate Transactions?
Historic North American Corporate Transactions will not be updated to 100/500 terms as part of this transition.  A North American Corporate trade also cannot change to a Standard North American Corporate trade upon Novation.

8.   What are the changes to the Settlement Methodology?
100/500 trades will be subject to Auction Methodology, with Fallback Settlement Method of Physical Settlement.  The ISDA Credit Derivatives Determinations Committees and Auction Settlement Supplement to the 2003 Credit Derivatives Definitions applies to these trades, whether confirmed on paper or in DTCC, and will be incorporated into the DTCC Operating Procedures as well as the Matrix and long form template.

9.  Are Municipal CDS transactions included?
The 100/500 initiative does not apply to Muni CDS.  

10.  When will 100/500 start trading from a market perspective?

March 20th is anticipated to be the first day of trading for single names to match the roll for CDX Indices.
11.  Will tranche and all single name trades change to include a full first coupon like the index trades today?
A Full First Coupon will apply only to 100/500 trades and will continue to apply to Index trades.  There will be no changes to tranche or the current trading of other single name trades using short and long stubs based off of confirmed effective date
12. Will this apply to both Senior and Sub North American Corporate names?

Yes it will.  Continue to submit rank-appropriate Reference Obligations for your trades.

13. Can NA Corps still be traded on the old terms?

Yes, there may be some residual trading, but the 100/500 will be primary trading method for North American Corporate names.

14. If you are already trading a name with points upfront, would you continue to do so?  Yes, but on the 100/500 rate.  It will just alter the upfront payment.
15. How do I know which names will trade with 100 and which will trade with 500?

Dealers have indicated that although Investment Grade names will generally trade 100 and High Yield 500, they will be able to quote any name on either Fixed Rate, it will just alter the upfront payment.
Confirmation Questions

16.  Can these transaction types still be confirmed electronically?

Yes.  DTCC will support these changes.

17.  What types of confirmations can I use to confirm my transactions?

Matrix:  ISDA will publish an updated Matrix that includes a new "Standard North American Corporate" Transaction Type.  This is the preferred means of confirming a 100/500 trade.
Master Confirmation Agreement (MCA):  the Transaction Type that a firm submits to DTCC will be called "ISDA2003StandardCreditNorthAmerican" for 100/500 confirmed under a MCA.  As this will be defined in the DTCC Operating Procedures, no changes are necessary to executed MCAs or the DTCC Standard MCA.  You will continue to confirm these with the MCA date you currently use to confirm North American Corporates.
Paper Confirmations: if firms are unable to confirm in DTCC, the trade will need to be confirmed on either a Matrix Confirmation or long form confirmation.  Standard North American Corporate cannot be confirmed under MCA Transaction Supplements on paper.   A standard long form template is under development to ensure that paper trades match the intended terms of the 100/500 trades.  These may be Backloaded or Novated onto DTCC at a future point.

18.  Is there a revised long form paper confirmation template?
ISDA is working with the CIG on an industry agreed template which will be published in the coming weeks.

19.  What are the updated FpML values for both the Senior North American Corporate Transaction Type for the Matrix and the Master Confirmation Agreement?
StandardNorthAmericanCorporate for Matrix transactions and ISDA2003StandardCreditNorthAmerican for MCAs
20.   Will DTCC still provide the option for un-adherence in regard to the Credit Event Processing Tool for these transactions?
For Auction Hardwiring, DTCC will Auto-adhere all impacted trades in the Warehouse. Firms still have the ability to un-adhere trades at DTCC.
21.  When DTCC rejects 100/500 trades due to incorrect information, will those trades make it into the system and be available for modification?
Yes.  Those trades will go into a rejected status.

22.  Upon rollout of the 100/500 contract will I need to submit the ISIN to DTCC? 
Yes, upon rollout you will continue to submit trades to DTCC the same as today with the ISIN or the 9 digit pair clip.  Eventually this will change, but not for the March 20th roll.  At some point in time the ISIN for all 100/500 NA Corps referencing Senior Unsecured Debt will be ZZSENIOROBL1.  Markit will in turn create 9 digit RED codes for each Ref Entity name pointing to the dummy reference ISIN of ZZSENIOROBL1. There are no plans to standardize ISIN on trades referencing Subordinated Debt.   
Auction Supplement and Protocol
In early March, ISDA will publish a Supplement (the “March 2009 Supplement”) to the 2003 ISDA Credit Derivatives Definitions together with a Protocol (the “Auction Supplement Protocol”).  The principal purpose of the March 2009 Supplement is to incorporate the CDS auction settlement mechanism into the Definitions.  The Auction Supplement Protocol will facilitate the amendment of existing CDS transactions to incorporate the same changes and to apply the changes to future trades while the standard  documentation is being amended.  This effects some fundamental changes to the way in which CDS trades will operate.  In particular, a Determinations Committee will be established, which will make binding decisions on critical issues such as whether a Credit Event has occurred and what obligations are deliverable.
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1. What will the March 2009 Supplement do? 

2. How will the March 2009 Supplement work on future transactions?
3. What is the Big Bang Protocol?

4. What are the Covered Transactions under the Big Bang Protocol?
5. What Transactions are excluded?
6. Who will make the determination whether there has been a Credit Event or a Succession Event?
7. If we sign up to the Protocol and incorporate the Auction Supplement, will the Auction process change?
8. What is the Adherence process for the Protocol?
9. How do I know which parties have adhered to the Protocol?

10. Will there still be Protocols for CDS Auctions when there’s a Credit Event?
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11. How do I confirm a prospective trade in DTCC inclusive of the March 2009 Supplement?
12. How do I confirm a prospective trade on paper inclusive of the March 2009 Supplement?
13. Do I need to amend my bilateral MCAs?
General Questions

1.  What will the March 2009 Supplement do?

It will establish the Credit Derivatives Determinations Committees, add the Auction Supplement Settlement provisions, and create Credit and Succession Event backstop dates

2.  How will the Auction Supplement work on future transactions?

Future covered transactions will incorporate the Supplement when incorporating the Definitions (unless specified otherwise)

3.  What is the Big Bang Protocol?

While the Auction Supplement is envisioned to apply to all future covered transactions, the Big Bang Protocol will incorporate the Supplement terms into historical covered transactions

4.  What are the Covered Transactions under the Big Bang Protocol?

Please refer to the Protocol for the most current listing of the respective Covered Transactions, but these include:

· Covered Index Transactions (CDX and iTraxx Tranched and Untranched)
· Covered Swaption Transactions (single name and portfolio)
· Covered Non-Swaption Transactions (eg. Single name, Nth to Default, Recovery Lock, Bespoke Portfolio)
· Covered Non-Auction Transactions (eg. Reference Obligation only, Fixed Recovery, Preferred CDS, Party Specified Non-Auction Transactions)
· Novated Transactions between Adhering Parties are Covered Transactions until Jan 1, 2010
5.  What Transactions are excluded?

Please refer to the Protocol for the must current listing of the respective excluded Transactions, but these include:

· Loan Only (single name LCDS and ELCDS, LCDX and LevX)
· U.S. Muni (single names and MCDX)
· CDS on ABS, MBS, and CDO
· Bespoke Portfolio Transactions, referencing portfolios identical to the portfolios of credit-linked notes, trust certificates, or similar securities, which the parties intend to settle according to the terms of the securities 
· Party Specified Excluded Transactions
6.  Who will make the determination whether there has been a Credit Event or a Succession Event?

The Determinations Committee (DC) will decide whether there has been an event and the relevant information will be posted on the ISDA website

7.  If we sign up to the Protocol and incorporate the Auction Supplement, will the Auction process change?

No.  The Auction process is envisioned to work similar to the ways in which it does today.

8.  What is the Adherence process for the Protocol?

The Protocol is free to adhere to and sign-up is easy.  The Protocol text will be published on ISDA's website along with directions for adherence.  Firms should send both a signed and a confirmed  Adherence letter to ISDA.  Adherence is expected to open the first week of March and is expected to close March 18. 
9.  How do I know which parties have adhered to the Protocol?

The names and DTCC IDs, where provided, of Adhering Parties will be posted on ISDA’s website throughout each day of the adherence period, within a few business hours of ISDA’s receipt of a party’s Adherence Letters.  A list can be exported to Excel by clicking on ISDA Protocols, then selecting the name of this Protocol and then selecting Adhering Parties DTCC Account Number, then “here”.
10.  Will there still be Protocols for CDS Auctions when there’s a Credit Event?

No.  Since the Protocol applies Auction Settlement terms to historic trades and the Supplement applies Auction Settlement terms to future trades, there will no longer be a need for a Credit Event specific CDS Auction Protocol.  If parties do not adhere to the Protocol, they will need to bilaterally settle their trades in accordance with Settlement Method in the executed confirmation unless otherwise negotiated between the parties.
Confirmation Questions

11.  How do I confirm a prospective trade in DTCC inclusive of the March 2009 Supplement?

The March 2009 Supplement will be incorporated into the DTCC Operating Procedures.  It will automatically apply to any trade with a Trade Date or Novation Trade Date on or after March 20, 2009.  If parties are entering into a Covered Transaction to which the parties do not wish to apply the March 2009 Supplement, they will need to confirm the trade on paper.
12.  How do I confirm a prospective trade on paper inclusive of the March 2009 Supplement?

The Protocol covers prospective trades with a Trade Date on or before January 1, 2010 to allow time for industry standard documentation to be updated with the appropriate changes.  As a result, it is not necessary to unilaterally update paper Confirmations between Adhering parties.
13.  Do I need to amend my bilateral MCAs?

Provided both parties are Adhering Parties to the Protocol, you do not need to amend your bilateral MCAs.  The Protocol includes necessary amendments that automatically amend market standard MCA forms executed between Adhering Parties based on the terms of the March 2009 Supplement.
For questions, please contact:

ISDA®
Nichole Framularo 
(212) 901-6034
nframularo@isda.org 
ISDA® Credit Operations Chair

Tara Kruse

(212) 762-5003

tara.kruse@morganstanley.com






Capitalised terms have the meaning given to them in the relevant ISDA definitional booklet 

The precise documentation of each Transaction remains the responsibility of the parties concerned. ISDA assumes no responsibility for any use to which this Frequently Asked Questions may be put.

Each party following the recommendations contained in this Frequently Asked Questions should satisfy itself that those recommendations are appropriate to reflect the commercial intentions of the parties.
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