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Find Out About....
●  New requirements for swap transactions,
●  Brokers and swap execution facilities (SEF), 
●  Costs and challenges of creating and operating 

a SEF, 
●  Estimated timeline for new clearing and 

execution requirements,
●  What will become of non-SEF voice 

brokerages after Dodd-Frank.
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Speakers
● Lou Pellathy, Co-Founder, VP Brokerage
● Sara Lesch, JD, Counsel
● Brad Flaster, VP Operations

About Parity Energy: OTC Markets Modernized - Parity Energy (Parity) matches institutional 
buyers and sellers of energy and precious metals options. Unique in its category, Parity delivers 
the combined benefits of electronic trading and high-quality voice service through the Parity 
Energy Platform (PEP).  PEP is Parity’s award-winning electronic trader-to-trader marketplace 
for off-exchange cleared options.  PEP combines an electronic order book, request for quote 
(RFQ) capability, system connectivity and full support from Parity’s own voice brokerage. Parity 
operates as an exempt commercial market and expects to transition to a swap execution facility. 
Learn more at www.parityenergy.com.
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Disclaimer
This webinar presentation is intended solely for informational purposes. It contains a summary 
of certain opinions of Parity Energy, Inc. or its officers, agents or employees and should not be 
treated as a binding commercial offer or as commercial or legal advice. Certain elements of the 
views contained in this webinar presentation are based on rules or proposed rules which are not 
yet definitive and, therefore, such views are subject to change. Nothing in this webinar 
presentation should be treated as an invitation to enter a contract or other legally enforceable 
agreement. Although all reasonable care has been taken in the preparation of this webinar 
presentation, Parity Energy, Inc. disclaims all liability for the accuracy, sufficiency and/or 
completeness of both its contents or the information forming the basis of the document or for 
any reliance placed on the document by any person whatsoever, and, so far as permitted by 
law, no responsibility or liability is accepted in relation thereto, and for the avoidance of doubt, 
no person has any right or remedy (whether by way of a claim for contribution or otherwise) in 
tort (including negligence), for misrepresentation (whether negligent or otherwise, and whether 
made prior to, and/or in this undertaking) or otherwise as a result of the information provided in 
this webinar presentation. This webinar presentation contains statements of opinion of Parity 
Energy, Inc. or its officers, agents or employees and therefore should not be relied upon by 
other persons.
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Dodd Frank Act = Big Changes 
for OTC Brokers

● No more “Business as usual”
● Profound impact on the market structure and 

economics of OTC derivatives trading 
● Role of voice brokerage to be significantly 

limited 
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     Why Dodd-Frank Matters

Traders

Clearinghouses

Swap Execution Facility

For most swap trading, the 
Dodd-Frank Act will establish:
1) Mandatory clearing
2) Mandatory execution on 
regulated marketplaces
(Swap Execution Facility- SEF - 
or Designated Contract Market - DCM) 

3) Mandatory reporting
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What is a SEF?

The Dodd Frank Act defines a SEF as:
A trading system or platform in which multiple 
participants have the ability to execute or trade swaps 
by accepting bids and offers made by multiple 
participants in the facility or system, through any 
means of interstate commerce, including any trading 
facility, that -
(A) facilitates the execution of swaps between 
persons; and
(B) is not a designated contract market
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Execution on a SEF 
(Per Current CFTC Draft Rule)

● Order Book
– Permits multiple market participants to trade by 

accepting bids and offers made by other 
multiple participants, and -

● Optional RFQ
– Requests must go out to no fewer than five 

market participants 
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The 15 Second Rule

According to the CFTC's proposed SEF rule:
“Swap execution facilities must require that traders who have 
the ability to execute against a customer’s order or to execute 
against a customer’s order or to execute two customers against 
each other be subject to a 15 second timing delay between the 
entry of those two orders, such that one side of the potential 
transaction is disclosed and made available to the other market 
participants before the second side of the potential transaction 
(whether for the trader’s own account or for a second 
customer), is submitted for execution.”
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Exceptions to the Rule

Under the DFA and enabling regulations, a 
swap transaction will NOT need to be executed 
on a SEF under the following circumstances:

– If the swap is not required to be cleared;
– If a swap is not made available for trading on a 

SEF or DCM; 
– If a swap trade qualifies as a block trade;
– If the End-User Exception applies to the trade.



Contact Parity Energy : +1-646-330-5075 or info@parityenergy.com

The End User Exception

To qualify for the End User Exception, a swap 
trade must satisfy three requirements:

– First: at least one of the parties to the swap must not be 
a financial entity;

– Second: the non-financial entity must be using the swap 
transaction to hedge or mitigate financial risk;

– Third: the non-financial entity must notify the CFTC as to 
how generally it meets the financial obligations 
associated with entering into non-cleared swaps.
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Projected Timeline for DFA
Clearing & Execution Requirements:

● The following time line is a rough estimate drawn from regulator projections as well as deadlines 
listed in the DFA and in finalized and proposed regulations.  

● If the CFTC issues relevant final rules by April 2012, and if no further extensions are granted, 
the DFA clearing and execution requirements might phase in as follows:

– April 2012: CFTC publishes final rules relating to SEFs and other entities; end user exemptions and capital and 
margin requirements;

– October 2012: First SEF applications are submitted to the CFTC; 

– Fall 2012: First SEF applications provisionally approved by the CFTC;

– Early 2013: CFTC approves first SEF determinations of swaps available to trade and finds some swaps currently 
cleared to be required to be cleared;

– April 2013: Phase in of the first clearing and execution requirements begins for Category 1 entities, including 
major swap participants and swap dealers.

– July 2013: Phase in of clearing and execution requirements for Category 2 entities, including commodity pools, 
employee benefit funds and entities predominately engaged in the business of banking;

– October 2013: All entities not eligible for and opting to use the end user exemption must comply with DFA 
clearing and execution requirements. 
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What does it take to become a 
SEF?

Under the CFTC's proposed SEF rule, among other 
things, a SEF must:
Register with the CFTC by filing a Form SEF and attaching 
documentation that details, among other things:

– The SEF's business organization; 
– The SEF's financial resources;
– The SEF's compliance program;
– The SEF's technological and operational capabilities; and
– How the SEF will comply with the 15 core SEF principles.
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Costs & Financial Impacts of 
Becoming a SEF

Major Operational Costs can be Separated into 
Three Basic Categories:
1) Technology
2) Compliance
3) Capital Requirements
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Costs & Financial Impacts of 
Becoming a SEF

Technology
● Development or Licensing of Trading Software
● Deployment of an Electronic Monitoring System
● Connections to Clearing Houses
● Connections to Swap Data Repositories

– Real-time Reporting Requirements
● Fully Redundant Hardware and Disaster Recovery 

Processes
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Costs & Financial Impacts of 
Becoming a SEF

Compliance
● Legal Resources

– Creation and Maintenance of Rulebooks, Client 
Documentation, Full Compliance Program

● Staffing
– Chief Compliance Officer (mandatory)
– Monitoring and Enforcement Staff

● Outsourcing Compliance Burden is an Option but Still 
Very Costly
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Costs & Financial Impacts of 
Becoming a SEF

Capital Requirements
● Maintenance of “adequate” financial resources to 

support operating costs of the SEF for at least twelve 
(12) months, on a rolling basis

● At least six (6) months of the “adequate” financial 
resources must also be in unencumbered, liquid 
financial assets
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Costs & Financial Impacts of 
Becoming a SEF

Dollars and Cents
● Estimated SEF establishment costs = $7.4million*
● Estimated SEF operation costs = $12 million/year*
● Capital requirements = $12 million (must be equal to 

12 months of operational costs)

*(ISDA, “Costs and Benefits of Mandatory Electronic Execution Requirements for Interest Rate 
Products Dealers”, Nov. 2011)
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Example of SEF Technology:
Parity Energy Platform (PEP)

● Designed for institutional option traders: 
minimum size, RFQ, multi-leg strategies 
– live, firm prices

● 165+ customers (E&P, refiners, utilities, 
banks, hedge funds, locals)

● Clearinghouse-neutral: 
CME ClearPort or ICE Clear

● Automated quoting via FIX API, Excel, 
certified vendors

● Robust & Scalable: 12,000 transactions, 
1 million contracts

Here's where YOU come in: 
Embedded broker support
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Don't Want to Become a SEF?
Our Plan for OTC Brokers...

● Gain access to existing 
liquidity on PEP

● Submit RFQs
● Cross trades (15-sec rule)
● Block large trades
● No cost to access

● Use PEP to place customer 
orders

● Maintain your revenue 
stream

● Lower compliance costs & 
headaches

● Reduce back-office burden

USE PEP AS YOUR SEF SOLUTION !
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Contact Info & Sources
● Web Sources

– Search keywords: “CFTC SEF Rules”
– http://www.cftc.gov/ 

● Questions?
● Reach out:

info@parityenergy.com / +1.646.330.5075 / www.parityenergy.com

http://www.cftc.gov/
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