


Clearing Spanish debt

To date the complementary Spanish government bond
clearing services in Ltd and SA have cleared trades with
a total notional value of more than one and a half trillion
euros (€1,500 billion). Across the two services nine
Spanish banks are active as direct clearing members.
A further two operate as Repo Dealers under a third-party
clearing arrangement.

Improving Spanish Settlement Efficiency:
LCH.Clearnet Ltd RepoClear

Following extensive consultation with our clients and
strategic partners, RepoClear has implemented changes
to its settlement management process in Spanish
government bonds, which are settled internationally in
the ICSDs. From 25 July, settlement instructions still
outstanding at 15:00 hrs UK time/16.00 hrs CET are no
longer cancelled and, as a result, settlement now occurs
in late afternoon settlement cycles, improving efficiency
for Spanish settlements. This change is already having a
positive impact in terms of improved settlement efficiency.

Planned Spanish Service Enhancements:
LCH.Clearnet SA Bonds & Repo

The SA Spanish government bond service, which is based
on domestic settlement, will be further enhanced in Q4
2011. Additional cash bond clearing and direct netted
settlement in Iberclear under Power of Attorney will be
introduced. This will bring the SA service in line with other
LCH.Clearnet European bond and repo markets.
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Enhancing RepoClear’s European government bond settlement model

Same day settlement in € government
bond service

Since launch in January 2011, demand for
RepoClear’'s same day settlement service
in European government bonds has grown
significantly as shown on the adjacent chart. We
designed this key service development to ensure
low operational risk and a flexible solution for
RepoClear participants, who strongly support
this enhancement for the market.

Our business analysis shows a 35% / 65% split
of business flows between trades registered
on the afternoon of S-1 (after 4pm CET) and
those registered on the actual day of settlement.
Further analysis reveals some 41% of this
business is based on German bonds with the
remainder originating from RepoClear’s other
European markets.
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Collateral Basket with Pledge (CBwP)

CBwP is an SA initiative responding to banks’ business
needs in collateral management throughout the Eurozone.
This new service works alongside the €GC service offered
by Ltd and represents a robust STP solution for the
management of lending/borrowing cash in a secured way.
The projectis lead by the Tripartite Collateral Management
Group (Triparty Plenary), chaired by Banque de France and
includes Euroclear, SA and French banks supervised by the
Haut Comité de Place and Groupe Infrastructures de Place.

The aims of the initiative are to enable:

ATS anonymity with guarantee provided by SA.
Utilisation of a Collateral Management System (CMS),
Autoselect, Euroclear’s triparty collateral tool which
allows re-use, substitution and efficient asset servicing.
Access to Central Bank Money refinancing (pledge with

National Central Bank, Banque de France and potential
other NCBs).

Phases:

First Phase: Establish end-to-end solution with anonymous
trading, baskets guaranteed by a CCP, CCP connected
to Euroclear Bank's CMS and ESES’s CMS. Re-use of
OTC triparty securities in CBwP solution. Re-use of CBwP
securities in NCB refinancing (directly or through already
assessed links).

Second Phase: Interoperability between Euroclear Bank’s
CMS and ESES. All members will be able to trade the same
Basket regardless of their CMS (EB or ESES).

Third Phase: Full Interoperability between Clearstream
and Euroclear CMS. At this stage, the competition will be at
the trading platform level (ICAP, MTS, Eurex) where it will
be possible to organise a collateral management market
regardless of the (1)CSD of participants. CCPs will not be
interoperable and each trading platform will choose one
CCP to send their transactions. CCPs will feed (1)CSDs
which will manage Cash and Bonds. No date has been set
yet, but both Clearstream and Euroclear are keen to set up
this solution in collaboration with CCPs.



Collateral Basket with Pledge (CBwP) cont.

The CBwP interim business model
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Re-use & substitution allowed by environment

Settlementin DVP

Possible collateral re-hypothecation to collateralise credit granted
by National Central Bank (refinancing)

In a STP mode in ESES environment (with direct links)

In a non STP mode through relayed links in EB environment
Collateral processing governed by Eurosystem rules

Euroclear CMS tools available in different environment (EB, EF, EN, ...).

Choice of National Central Bank should be possible.

Bank 1 and Bank 2 to be eligible trading participants, eligible clearing members and eligible counterparts recognised by NCB. It could be three different institutions.

CLCH.CLEARNET



Risk Matters

Management of sovereign credit risk for the fixed
income service

The sovereign credit risk framework was approved by
the LCH.Clearnet Risk Committee in July 2010, following
extensive consultation with the RepoClear Risk Working
Group and RepoClear Product Advisory Group. The
framework is intended to allow clearing to continue in a
managed and prudent way during periods of increased
market concern over Sovereign credit worthiness.

The framework uses 10 year yield spreads to a euro AAA
benchmark as the primary measure of issuer credit risk.
Ltd would generally consider a spread of 450 basis points
over this benchmark to be indicative of additional sovereign
risk and may materially increase the margin required for
positions in that issuer. The published margin multiplier
relates to bonds priced at par, and that for long positions*
the actual margin requirement may be materially less than
this, depending on the current trading price of the bonds in
the portfolio. Table 1 illustrates the effect of the bond price
on the actual percentage of nominal required.

Table 1: Bond price impact for a long bond* position

Price 15% Par 25% Par 35% Par
Multiplier  Multiplier = Multiplier

100 15.00% 25.00% 35.00%

90 13.13% 21.88% 30.63%

80 11.25% 18.75% 26.25%

70 9.38% 15.63% 21.88%

60 7.50% 12.50% 17.50%

Additional margin is also required for short positions to
protect against ‘jump to recovery’ risk. Short positions
have a lower multiplier applied than long positions and it is
assumed to be independent of price. Table 2 shows that for
short positions the percentage of nominal called will be 50%
of the published sovereign credit risk multiplier, regardless
of bond price.

Table 2: Bond price impact for a short bond position

Price 15% Par 25% Par 35% Par
Multiplier  Multiplier  Multiplier
100 7.50% 12.50% 17.50%
90 7.50% 12.50% 17.50%
80 7.50% 12.50% 17.50%
70 7.50% 12.50% 17.50%
60 7.50% 12.50% 17.50%

Please note that the credit risk framework of SA is currently
under review with our regulators, we will provide an update
in the next issue of the newsletter.

*A net lender of securities is considered to be a long
position. If this member defaulted LCH.Clearnet would
receive the securities and then have to sell them.
LCH.Clearnet would therefore be exposed to any drop
in price.



RepoClear €GC service developments

Overview of €GC

RepoClear's €GC baskets are standardised Eurozone
government bond baskets which provide the standard
benefits of a CCP. €GC baskets can be traded both
electronically on-screen or bilaterally on a cash-fill basis.

Settlement is achieved using existing auto-allocation tools
provided by the ICSDs (Euroclear and Clearstream) for their
respective Tri-party businesses.

€GC provides the repo market with standardised design and
flexibility. It is a potential source of secured funding and is an
effective collateral management tool with rehypothecation
being supported.

€GC Service Developments

Launched in April 2008, €GC clearing opened with 14 Repo
Dealers live on launch day. Currently, a €GC clearing fee
holiday is in place for all RepoClear clearing members and
participation has since grown to 21. In August 2009, the
service was further enhanced to support same day trading.

Suite of €GC Baskets

Six €GC baskets designated by sovereign ratings of AAA,
AA and A were part of the initial €GC launch and are
mirrored in both ICSDs. In April 2009, a range of individual
€GC country baskets were introduced covering Germany,
France, ltaly, Spain, Netherlands, Belgium and a sub-ten
German Basket.

Euroclear Clearstream

RD
code Ratings | Country | Sub-10 | Ratings | Country | Sub-10
Baskets | Baskets | Basket | Baskets | Baskets | Basket

Participant

Bank of Scotland

Barclays Capital

BNP Paribas S.A.

Cater Allen
International Ltd

Royal Bank of
Canada Europe Ltd

Citigroup Global
Markets Limited

Commerzbank AG

Credit Suisse
Securities Limited

Deutsche Bank AG
- Frankfurt

Deutsche Bank AG
- London

Dexia Bank
Belguim SA

Fortis Bank NV-SA-
Brussels

Goldman Sachs
International

JP Morgan
Securities Limited

Merrill Lynch
International
MF Global

UK Limited -
Mitsubishi UFJ
Securities
International
Rabobank
International

The Royal Bank
of Scotland

UBS Limited

UniCredit Bank AG

EFFICIENCY OF PRODUCT — €GC works on the efficient
auto-select systems in place at Euroclear and Clearstream for
the settlement of Triparty trades: the value of the collateral is
re-calculated 9 times a day to ensure the correct amount of
securities is allocated to the trade. The collateral received by
the buyer of €GC can be used to satisfy other €GC and non-
CCP Triparty trades.

DAILY NETTINGS - regardless of the term of the trade, each
€GC basket sees a daily exchange of bonds and cash, just like
any Triparty trade. €GC is beneficial from an operational point
of view as it is instructed as a net trade, eliminating instructing
for and settling several trades, reducing the risk of fails.

SAVINGS - at the moment €GC trades do not attract clearing
fees. In addition, thanks to daily nettings (and consequent
reduced number of settlements), a saving on settlement costs
can be achieved.



LCH.Clearnet SA clears “Cassiopeia” MTFs for corporate bonds

On 11 July 2011, LCH.Clearnet SA launched clearing
services for NYSE BondMatch, the Multilateral Trading
Facility (MTF), owned and operated by NYSE Euronext to
meet specifications issued by the Cassiopeia Committee
in April 2010.

The Cassiopeia Committee is a Paris based organisation,
formed in 2010, which focuses on the euro-denominated
corporate bond market. It seeks to explore ways of
introducing secondary corporate bond platforms in
Europe and addresses market demands to improve
transparency, liquidity, post-trade services and
reporting. NYSE BondMatch®, NYSE Euronext's MTF
responded to specifications issued by the Cassiopeia
Committee on 26 April 2010. LCH.Clearnet was
selected to manage the clearing of bonds traded on
the platforms.

The offer encompasses all euro-denominated international
corporate, financial and covered bonds. Since 11 July,
LCH.Clearnet delivers an automated and fully
integrated solution from trading through clearing to
settlement. The settlement instructions are processed
through ESES, Euroclear Bank and Interbolsa
platforms. In Phase 2 (S2 2011), the clearing
platform will also be connected to a Clearstream
Banking Luxembourg.

Introducing clearing to the euro-denominated bonds
market enables participants to mitigate counterparty risk
and benefit from straight-through processing efficiencies,
and is in line with regulators’ demands to bring more OTC
products into clearing. This new service brings all the
benefits of clearing by improving transparency, liquidity,
post-trade services and reporting. Furthermore, clients
benefit from synergies of the cash equities’ existing
interfaces and processes and the service enables clients
to develop new business.

In September 2011, SA will extend clearing services to
Galaxy, the MTF owned and operated by TradingScreen
and certified by the Cassiopeia Committee.

Harmonisation of French
debt denomination

Following ESES implementation in 2007, a working group
under the supervision of CFONB /AFTI was set up in 2009
in order to harmonise the denomination of bonds on the
French market with the rest of the ESES zone. Harmonising
the denomination from unit (UNT) to facial amount (FMT)
will simplify data flow exchanges and procedures while
increasing French bonds market competitiveness. Please
visit www.lchclearnet.com for more information on the
progress of this project.



RepoClear Business Statistics

Fixed Income Group Level Volumes

Fixed Income: Yearly Nominal Value (1999-2011)
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RepoClear Business Statistics

Fixed Income Euro denominated volumes by market
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Fixed Income Euro denominated volumes by market cont.

RepoClear Business Statistics Cont.
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C LCH.CLEARNET

RepoWatch

LCH.Clearnet’s Fixed Income Newsletter, September 2011

RepoClear Business Statistics Cont.

Fixed Income Euro denominated volumes by market cont.
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RepoClear Business Statistics Cont.

Fixed Income Euro denominated volumes by market cont.
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RepoClear Business Statistics Cont.

Fixed Income Sterling denominated volumes
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