Eurex Clearing AG

Repo margining and collateral processing /f

best practices at Eurex Clearing AG S 7 J
47

ECB MMCG Meeting, June 1, 2011 /5 .
Z 4’/’//;

Im‘ eurex clearing
- Strictly Confidential -



Margining and Collateral Processing — best practices at Eurex Clearing AG June 1, 2011

Agenda

Eurex Clearing AG — Central Counterparty (CCP) at a glance
Eurex Clearing AG — Providing sustainable benefits to the members
Eurex Clearing AG — Margining and collateral procedures

Eurex Clearing AG — Maintaining market integrity

I- eurex
2


http://www.eurexclearing.com

Margining and Collateral Processing — best practices at Eurex Clearing AG June 1, 2011

Eurex Clearing AG Multiple Markets one Clearing House
Central Counterparty (CCP) Services for Multiple Asset Classes across Multiple Markets

Market Participants

Eurex Clearing

v v

* For the Frankfurt Stock Exchange (FWB®), the Irish Stock Exchange and the European Energy Exchange Eurex Clearing is Central Counterparty only for CCP eligible instruments
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Eurex Clearing AG — Benefits of a CCP

» Eurex Clearing AG becomes legal counterparty to all trades and reduced
credit risk by

Reduces credit / — Multilateral netting
counterparty risk

— Replacement of bilateral credit risk by standard credit risk of CCP
— Collateralization of risk exposure and provision of post-default backings

Privileged with a zero percent weighting in regard to the solvency ordinance
(“Solvabilitatsverordnung” based on Basel Il recommendation). Therefore the
ECAG counterparts are not required to back trades via the CCP with liable
equity capital.

» Centralized collateral pool ensures efficient collateral usage

Reduce capital
requirement

» Standardised STP post-trading approach

Processing » Netting of settlement instructions and volumes across trading locations
efficiency — Reduction of back office complexity
— Reduction in fails and financing needs

* Proven and comprehensive margin methodology
Comprehensive * Intraday pre- and post-trade risk mechanisms
risk monitoring » Event driven risk calculation, distribution of risk information (10 min. interval)

» Cross margining across group and class
Extensive overnight risk reporting
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Eurex Clearing AG — control and elimination of risks

Event Risks and Mitigating Actions

* Member credit risk
— Highest default probability
 Member becomes insolvent — Margin calculation / collateralization
— Default fund contribution
— Stress Testing

» Market risk
— Risk flooring
— Continuous and short-term calculation sequences
— Default fund

» Market volatility changes

» Collateral risk

Eligibility criteria

Daily calculation of dynamic haircut parameters
Continuous review of minimum haircut parameters
Concentration controls

* Collateralization

Risk layers and procedures at Eurex Clearing AG acting as Central Counterparty prevent pro-cyclicality
and ensure stable and transparent risk and clearing environment in distinction from the OTC markets
Consideration of extreme but plausible stress scenarios for risk parameters / confidence levels
Pre-funded lines of defence with high confidence levels (clearing/default fund, equity capital, etc.)
Continuous real-time risk monitoring
Risk portfolio adjustments on member site due to changed market risk
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Margin requirements are measured for all financial obligations

Timeframe Yesterday to today Forward looking

"Realized Profit &

"Unrealized Profit & Loss" "Potential Loss"
Loss"

Type of margin EAYELE s MIYET(e]l)) purren,\t/ll(;llr(;lijrlldatlng Premium Margin* | Additional Margin | Future Spread Margin
Coverage of margin Daily cash offset Collateral deposit
requirement

Equity-; Indexoptions

Options on Futures

Bonds/ Repos

Equities

Cash

L
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Margin requirements are estimated for the timeframe
yesterday to today (1) and forward looking (2)

Current Liquidating Margin addresses the unrealized loss at the end of day for

Current

e equities and bonds
Liquidating The securities and cash sides of trades are summed for the buy and sell sides

Margin (CLM) (long/short)

The netted positions of the buy and sell sides result in one security and one cash net

risk position either on the long or on the short side
Pure cash positions are accumulated with other net cash
Unrealized profit & loss to be covered by collateral

[ 2] "
Additional The additional (initial) margin serves to cover through the expected liquidation period
(lmt'al) any potential additional costs that could arise if the positions had to be liquidated
Margin (AM) immediately, while a worst case loss is anticipated

The AM for the cash provider is calculated by using the security specific ECB haircuts.
The AM for the cash taker is already covered by the daily re-evaluation and
adjustment of allocated collateral within Clearstream’s Xemac collateral management
system
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Repo margin calculation wording and concepts

A repo trade consists of two trades, the front leg and term leg, each of which can be
considered a regular bond trade. Both of these are further divided into 2 half-trades, one
for the securities component, and one for the cash component.

Eurex Clearing will perform separate calculations for these components and aggregate
the results to obtain the risk evaluation of the trade.

The risk evaluation per half-trade is split into two parts:

Additional Margin (AM), a forward looking margin which guards against price changes in the securities.
The Current Liquidating Margin (CLM) covers losses that would occur in the case that a position was
closed out on the respective trading day. The CLM is composed of “CLM Securities” and “CLM Cash”.

The Additional Margin (AM) for special repo trades is based on the Margin Parameters that reflect to
risks of the individual ISIN as determined by Eurex Clearing.

For GC Pooling trades, the AM is derived per each particular basket from the volume weighted average
of the ECB Haircuts of the constituent bonds.

The Current Liquidating Margin (CLM) consists of a charge for the market-to-market to prevent existing
losses from accumulating, and a conservative discounting charge based on stressed interest rates.

For GC Pooling trades, the value of the basket is kept at 100% and therefore the Profit & Loss
component of the CLM margin is zero. The discounting component of CLM still applies however, and is
non-zero for GC Pooling margining.

As the securities provider has pledged a haircut on top of the basket, he will have a CLM Securities
credit equal to the haircut. The cash provider has received the haircut, and consequently she has a CLM
Securities debit equal to the haircut.
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Margining process at Eurex Clearing
Real time intraday margining and overnight margin calculation with equal principles

... allows Eurex Clearing to respond quickly to increased price volatility or member
position changes, lowering the exposure to the CCP and protecting the market.

Intraday Margining « Calculation of risk on net
allows real time monitoring exposure
Change of positions,

prices and volatility

« Calculation of overall risk
requirements after cross
margining

* Debit or credit of
collaterals to / from
members

+ Comparison of margin
requirement with valuated

» Calculation of risk haircuts on
collaterals

deposited collateral
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Eurex Clearing’s margin and repo collateral criteria

Mandatory criteria Extended criteria

Credit quality Outstanding Exposure Risk

Consideration of refinancing
Markets (e.g. ECB, etc.)

Transparent collateral
eligibility criteria

Transparent list of
eligible collateral ISINs

Accessibility Risk driven collateral
evaluation reflecting
Clearing Market Integrity appropriate L EL B
point in time
Facilitation of clearing
Liquidity Overall -/ Repo Market market integrity
Developments
Signal effect of Eurex Clearing AG decisions (system relevant institution)
Decision and Acceleration of market trends have to be reduced / prevented
communication Prudent acting in decision finding by Eurex Clearing AG
guidelines Transparent and appropriate member / market information (circular, website)

Direct information of affected clearing member if required
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Default protection for Clearing Members and Non
Clearing Members

Pre-funded lines of defense at Eurex Clearing

* Close-out of all positions results in a

Coverage in ‘ surplus or shortfall

normal_r_narket Total collateral held at Eurex
conditions Collaterals of member *  Collateral Sell-Out to Clearing

- ' cover potential shortfall APProx 45.72* b EUR
in default p (3/2011)

°*  Min.1,0 mn EUR/DCM or 5,0 mmn. EUR / GCM

Coverage in
extreme Reserve fund of Eurex *  Approx. 5.5 mn EUR (3/2011)
market Clearing AG

conditions

° Approx. 1.26 bn EUR (3/2011)

Liable equity of Eurex ° Approx. 110 mn. EUR (3/2011)
Clearing AG

Losses resulting from a default of a Non Clearing Member are covered by the corresponding Clearing Member

* Monthly Average Collateral Value after haircuts.
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Eurex Clearing — admissible margin/repo collateral 1/2

Secure, liguid and accessible collateral is accepted - collateral haircuts are
reviewed on aregular basis and adjusted if required

Bond Collateral

n ECB Liquidity Classes I-IV* n Government and Short Term Bonds
n Issuer # Clearer n State Issues
n Exchange listing & price n City and Municipality Bonds
n Admissible proportion of theissued n Corporates & Other Bonds
capital is 25% n Bank Bonds
Haircut 3,1% - 20,5%**
CHF n SNB Repo eligible n Federal Bonds and Bills
n Issuer # Clearer n Kantonal Obligations, Bonds, Bills
n Exchange listing & price n City and Municipality Bonds
n Admissible proportion of the issued n State Agencies
capital is 25% n Corporates & Other Bonds
n Bank Bonds, Mortgage Bonds
Haircut 3,1% - 20,5%**
USD, GBP, n Exchange listing n Government Bonds
DKK, NOK, n Admissible proportion of the issued
SEK. AUD capital is 25%

CAD, JPY

Haircut 3,1%**

* Selected Issuer Groups and Security Types from ECB

B EAD list determine the “GC Pooling ECB Basket” and
mm| eurex clearin g ** as of May 17, 2011 the “GC Pooling ECB EXT. Basket”
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© Eurex 2011

Deutsche Borse AG (DBAG), Clearstream Banking AG (Clearstream), Eurex Frankfurt AG, Eurex Clearing AG (Eurex Clearing) as well as Eurex Bonds GmbH (Eurex Bonds) and
Eurex Repo GmbH (Eurex Repo) are corporate entities and are registered under German law. Eurex Ziirich AG is a corporate entity and is registered under Swiss law. Clearstream
Banking S.A. is a corporate entity and is registered under Luxembourg law. U.S. Exchange Holdings, Inc. and International Securities Exchange Holdings, Inc. (ISE) are corporate
entities and are registered under U.S. American law. Eurex Frankfurt AG (Eurex) is the administrating and operating institution of Eurex Deutschland. Eurex Deutschland and Eurex
Zurich AG are in the following referred to as the “Eurex Exchanges”.

All intellectual property, proprietary and other rights and interests in this publication and the subject matter hereof (other than certain trademarks and service marks listed below) are
owned by DBAG and its affiliates and subsidiaries including, without limitation, all patent, registered design, copyright, trademark and service mark rights. While reasonable care has
been taken in the preparation of this publication to provide details that are accurate and not misleading at the time of publication DBAG, Clearstream, Eurex, Eurex Clearing, Eurex
Bonds, Eurex Repo as well as the Eurex Exchanges and their respective servants and agents (a) do not make any representations or warranties regarding the information contained
herein, whether express or implied, including without limitation any implied warranty of merchantability or fithess for a particular purpose or any warranty with respect to the accuracy,
correctness, quality, completeness or timeliness of such information, and (b) shall not be responsible or liable for any third party’s use of any information contained herein under any
circumstances, including, without limitation, in connection with actual trading or otherwise or for any errors or omissions contained in this publication.

This publication is published for information purposes only and shall not constitute investment advice respectively does not constitute an offer, solicitation or recommendation to
acquire or dispose of any investment or to engage in any other transaction. This publication is not intended for solicitation purposes but only for use as general information. All
descriptions, examples and calculations contained in this publication are for illustrative purposes only.

Eurex and Eurex Clearing offer services directly to members of the Eurex exchanges respectively to clearing members of Eurex Clearing. Those who desire to trade any products
available on the Eurex market or who desire to offer and sell any such products to others or who desire to possess a clearing license of Eurex Clearing in order to participate in the
clearing process provided by Eurex Clearing, should consider legal and regulatory requirements of those jurisdictions relevant to them, as well as the risks associated with such
products, before doing so.

Eurex derivatives (other than EURO STOXX 50® Index Futures contracts, EURO STOXX® Select Dividend 30 Index Futures contracts, STOXX® Europe 50 Index Futures contracts,
STOXX® Europe 600 Index Futures contracts, STOXX® Europe Large/Mid/Small 200 Index Futures contracts, EURO STOXX® Banks Futures contracts, STOXX® Europe 600
Banks/Industrial Goods & Services/Insurance/Media/Personal & Household Goods/Travel & Leisure/Utilities Futures contracts, Dow Jones Global Titans 50 IndexSM Futures
contracts, DAX® Futures contracts, MDAX® Futures contracts, TecDAX® Futures contracts, SMIM® Futures contracts, SLI Swiss Leader Index® Futures contracts, Eurex
inflation/commodity/weather/property and interest rate derivatives) are currently not available for offer, sale or trading in the United States or by United States persons.

Trademarks and Service Marks

BuxI®, DAX®, DivDAX®, eb.rexx®, Eurex®, Eurex Bonds®, Eurex Repo®, Eurex Strategy WizardSM, Euro GC Pooling®, FDAX®, FWB®, GC Pooling®, GCPI®, MDAX®, ODAX®,
SDAX®, TecDAX®, USD GC Pooling®, VDAX®, VDAX-NEW® and Xetra® are registered trademarks of DBAG.

Phelix Base® and Phelix Peak® are registered trademarks of European Energy Exchange AG (EEX).

The service marks MSCI Russia and MSCI Japan are the exclusive property of MSCI Barra.

iTraxx® is a registered trademark of International Index Company Limited (IIC) and has been licensed for the use by Eurex. IIC does not approve, endorse or recommend Eurex or
iTraxx® Europe 5-year Index Futures, iTraxx® Europe HiVol 5-year Index Futures and iTraxx® Europe Crossover 5-year Index Futures.

Eurex is solely responsible for the creation of the Eurex iTraxx® Credit Futures contracts, their trading and market surveillance. ISDA® neither sponsors nor endorses the product’s
use. ISDA® is a registered trademark of the International Swaps and Derivatives Association, Inc.

IPD UK Annual All Property Index is a registered trademark of Investment Property Databank Ltd. IPD and has been licensed for the use by Eurex for derivatives.

SLI®, SMI® and SMIM® are registered trademarks of SIX Swiss Exchange AG.

The STOXX® indexes, the data included therein and the trademarks used in the index names are the intellectual property of STOXX Limited and/or its licensors Eurex derivatives
based onhthe STOXX® indexes are in no way sponsored, endorsed, sold or promoted by STOXX and its licensors and neither STOXX nor its licensors shall have any liability with
respect thereto.

Dow Jones, Dow Jones Global Titans 50 IndexSM and Dow Jones Sector Titans IndexesSM are service marks of Dow Jones & Company, Inc. Dow Jones-UBS Commodity IndexSM
and any related sub-indexes are service marks of Dow Jones & Company, Inc. and UBS AG. All derivatives based on these indexes are not sponsored, endorsed, sold or promoted
by Dow Jones & Company, Inc. or UBS AG, and neither party makes any representation regarding the advisability of trading or of investing in such products.

All references to London Gold and Silver Fixing prices are used with the permission of The London Gold Market Fixing Limited as well as The London Silver Market Fixing Limited,
which for the avoidance of doubt has no involvement with and accepts no responsibility whatsoever for the underlying product to which the Fixing prices may be referenced.

PCS® and Property Claim Services® are registered trademarks of ISO Services, Inc.

Korea Exchange, KRX, KOSPI and KOSPI 200 are registered trademarks of Korea Exchange Inc.

BSE and SENSEX are trademarks/service marks of Bombay Stock Exchange (BSE) and all rights accruing from the same, statutory or otherwise, wholly vest with BSE. Any violation
of the above would constitute an offence under the laws of India and international treaties governing the same.

The names of other companies and third party products may be trademarks or service marks of their respective owners.
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