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SETTING THE GLOBAL STANDARD

Indirect Clearing and the LME
• Member firms have requested clarification as to whether indirect clearing as contemplated
in the MiFIR RTS is possible in the LME market, and how that interacts with the LME
Rules on Client Contracts.
• We have set out some examples of these arrangements in the following slides.

• LME Clear is currently building two new account structures to comply with the MiFIR RTS
on indirect clearing:
o

An indirect clearing net omnibus account; and

o

An indirect clearing gross omnibus account.

• These accounts will be available at the end of November 2017.
• Clearing Members may elect their choice of account or accounts in order to segregate the
assets and positions of indirect clients at LMEC.
• If you have any further questions, please contact your Relationship Manager.
The information in this pack is provided as a summary only, and is not legal or regulatory advice. No representation is made as to its
accuracy. Member firms should seek their own legal and regulatory advice as to whether the arrangements they have in place are in
compliance with the LME or LMEC rules and applicable law and regulation.
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Client Contracts under LME Rules
Client Contracts must be formed in accordance with the LME Rules. The LME Rules state
that only Category 1, 2 and 4 members may issue Client Contracts.
This will not change. Any Member that issues a contract that is not a Client Contract must
ensure that it is clearly marked on the client statement as an OTC contract, as per the LME
Rules.
Where a Client Contract is issued by a Category 4 Member to its client, and that Category 4
Member acts as clearing broker to the client, this is likely to fall into the MiFIR definition of
indirect clearing, as the end client is the ‘client of a client’ of a clearing member. The
following diagram illustrates this arrangement.
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Indirect Clearing under MiFIR
• MiFIR RTS contemplate a potentially broader set of arrangements as indirect clearing that simply the ‘Cat 4’ flow
described on the previous slide, and focusses on client relationships and segregation rather than Client Contracts
formed under the rules of an Exchange.
• For example, a client (that is not a Cat 1, 2 or 4 Member of LME) of a clearing member may have entered into a back-toback exchange-traded derivatives contract with its client under terms of business with that client. Such contract is not a
Client Contract, but the arrangement may qualify as an indirect clearing arrangement for the purposes of MiFIR.
• Members must conduct their own due diligence on what indirect clearing arrangements they have in place, having regard
to the LME Rules, their contractual relationship with the client (including any agency arrangements it may have in place
with such client) and regulation applicable to the Member and its clients.
• Members must also have regard to whether the arrangement constitutes a ‘Long Chain’ (as described on the following
slide), which is permitted under the MiFIR RTS but is only eligible for net omnibus segregation.

• LME Clear will open accounts for indirect clearing at the request of the Clearing Member, as required by the MiFIR RTS.

Client
Terms of Business

Indirect
Client

(credit
institution
or
investment
firm)

Client Contract
(principal to principal)

Cleared Contract
(principal to principal)

Cat 1 or 2
GCM

LMEC
Indirect
NOSA/GOSA

4

Long Chains Chains longer than 4 entities are only permitted where they meet the
three scenarios set out in the MiFIR RTS.
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Disclaimer

© The London Metal Exchange (“the LME”), 2017. The London Metal Exchange logo is a registered trademark of The London Metal Exchange. A
private unlimited company, registered in England with company number 02128666. A member of the HKEX Group. The LME is a Regulated
Investment Exchange authorised and regulated in the UK by the Financial Conduct Authority.
© LME Clear Limited (“LMEC”), 2017. A private limited company, registered in England with company number 07611628. A member of HKEX
Group. LME Clear is a Recognised Clearing House authorised and regulated in the UK by the Bank of England.
All rights reserved. Nothing in this document constitutes legal or regulatory advice, or a recommendation to take or omit to take any action.
Members must take their own advice in relation to these matters.
All information contained within this document (the “Information”) is provided for reference purposes only. While the LME and LMEC endeavour to
ensure the accuracy, reliability and completeness of the Information, neither the LME nor LMEC, nor any of their affiliates makes any warranty or
representation, express or implied, or accepts any responsibility or liability for, the accuracy, completeness, reliability or suitability of the Information
for any particular purpose. The LME and LMEC accept no liability whatsoever to any person for any loss or damage arising from any inaccuracy or
omission in the Information or from any consequence, decision, action or non-action based on or in reliance upon the Information. All proposed
products described in this document are subject to contract, which may or may not be entered into, and regulatory approval, which may or may not
be given. Some proposals may also be subject to consultation and therefore may or may not be implemented or may be implemented in a modified
form. Following the conclusion of a consultation, regulatory approval may or may not be given to any proposal put forward. The terms of these
proposed products, should they be launched, may differ from the terms described in this document.
Distribution, redistribution, reproduction, modification or transmission of the Information in whole or in part, in any form or by any means are strictly
prohibited without the prior written permission of the LME and LMEC.
The Information does not, and is not intended to, constitute investment advice, commentary or a recommendation to make any investment decision.
The LME and LMEC are not acting for any person to whom they have provided the Information. Persons receiving the Information are not clients of
the LME or LMEC and accordingly the LME and LMEC are not responsible for providing any such persons with regulatory or other protections. All
persons in receipt of the Information should obtain independent investment, legal, tax and other relevant advice before making any decisions based
on the Information.
LME contracts may only be offered or sold to United States foreign futures and options customers by firms registered with the Commodity Futures
Trading Commission (CFTC), or firms who are permitted to solicit and accept money from US futures and options customers for trading on the LME
pursuant to CFTC rule 30.10.
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