il W,

TO:

FROM:
DATE:

&= CME Group Advisory Notice

Clearing Member Firms
Chief Financial Officers
Back Office Managers
Margin Managers

CME Clearing
April 14, 2021

ADVISORY #: 21-134

SUBJECT:

OTCIRS USD and MXN Liquidity Parameter Changes and Portfolio Margining of
IRS with SOFR Futures

CME Clearing is updating the liquidity model parameters and enriching the product scope for the OTC
IRS offering. The changes are scheduled to be made available in Production as of April 26, 2021.
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CME Clearing will be updating liquidity parameters for IRS contracts denominated in USD
and MXN. CME Clearing surveys market participants on a bi-annual basis to provide
estimated bid-ask costs in stressed market conditions for IRS packages for different tenors,
strategies and DVOL1. These survey results are used to calibrate the liquidity add-on levels.
CME Clearing recalibrates the liquidity add-on when estimated liquidity costs change or
otherwise as appropriate. The most recent liquidity survey conducted in Q4 2020 shows
noticeable changes in liquidity parameters for USD and MXN currencies.

Also, in the recent liquidity survey CME included SOFR Outright strategies in addition to
SOFR-FF basis swaps. The recalibration is designed to ensure the costs for SOFR Outright
trades are in line with the costs from the survey and results in a decrease in the liquidity costs
for portfolios with SOFR exposure when compared to current production numbers.

The impacts onthe portfolios based on the recalibration is varied and dependent on the risk
profile for each individual account. For USD, the impact to the liquidity add-on is varied with
the liguidity add-on largely reducing or increasing slightly (approx. 1%) when compared to the
total margins.

For MXN, the impact to the liquidity add-on with the recalibration is increasing slightly
(approx. 1%-4%) when compred to the total margins.

These changes will be available for testing in New Release environment as of April 15, 2021,
with a production date of April 26, 2021.

CME is expanding its portfolio margining offering for IRS products to include SOFR Futures
including SR1 and SR3 futures in addition to existing eligible products: Eurodollar Futures,
Fed Funds Futures, Treasury Futures, Deliverable Swap (MAC) Futures and several Options
on Eurodollar Futures. As referenced in advisory 21-081, Optimizer users must upgrade to
Version 16 of Optimizer by the Production timeline of April 26", 2021. Note that
enhancements to support portfolio margining of IRS with SOFR Futures has been available
for testing in New Release environment since March 31, 2021.

If you have questions, please contact IRS Risk team at IRSQuantRisk @cmegroup.com or by phone on
312.338.7712.
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