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ISSA's History

Need and Idea The idea of an association of securities services
providers from all over the world was conceived in
1975 by the heads of Securities Services Citibank,
New York, and Union Bank of Switzerland, Zurich.

Foundation In 1979, Citibank, Deutsche Bank and Union Bank of
Switzerland, by jointly organizing a first meeting of
senior securities services executives in Switzerland, laid
the foundation of ISSA.
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ISSA's Mission

Drive Solutions

Strengthen
Collaboration

Facilitate
Communication

Actively contribute to developing and promoting
forward-thinking solutions that create efficiencies and
mitigate risk within the global securities services industry.

Bring together influential securities services
leaders, regulators, and other industry stakeholders
to foster international coordination and collabo-
ration across the securities services industry.

Facilitate and stimulate active communication
among all industry stakeholders.
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113 ISSA Members from 49 Countries

Membership Types Country Representation

Europe

(I)CSDs, CCPs,
m North America

Exchanges
m South America
Custodians, .
Brokers, Inv. Mgrs Asia
Africa
Others Australia
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ISSA's Current Working Groups
Distributed Ledger Technology (Blockchain) — Principles for Industry-wide Acceptance
ISSA Risk Guide - Inherent Risks within the Custody Chain
Collateral Management Best Practices
Corporate Actions and Proxy Voting
Regulatory Impact on the Securities Services Chain

Financial Crime Compliance Principles for Securities Custody & Settlement FCCP
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G20 Goals

“"We need to act in concert for a
simple reason: This crisis proved and
events continue to affirm that our
national economies are inextricably

linked.”

President Obama

“This is the day that the world came
together to fight back against the
global recession, not with words but
with a plan for global recovery and
reform.”

Gordon Brown

[Gordon Brown] “has helped to create a

substantial declaration,

not a shallow one,

but a really particular declaration of

substance.”

President Medvedev
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Aim & Scope of European Market Infrastructure Regulation (EMIR)

AIM

= Initiative to address financial stability concerns (G20)

= Introducing greater transparency to OTC derivatives markets

= Improving risk management mechanisms for trading OTC derivatives in Europe

= Reducing counterparty credit risk and operational risk from inadequate or failed internal
processes or responsibilities

Scope
Definition OTC derivative: Derivative not traded on a regulated market (Art 2.7)

= Clearing obligation for standardized OTC derivatives (IRS, CDS) via Central Counterparties (Art 4)
Requirements for bilateral clearing of OTC derivatives not subject to the clearing obligation (Art 11)

= Clearing obligation via CCPs covers non-financial companies whose derivatives trades exceed
volume thresholds (Art 10)

Reporting requirement for all derivatives to trade repositories (Art 9)

= Requirements on authorisation and supervision of CCPs by national authorities (Art 14)
Risk management, organisational and conduct of business requirements for CCPs (Art 26ff)

= Authorisation, supervision and organisational requirements for trade repositories (Art 55ff)
Non-EU CCPs intending to offer services in EU affected through 3rd country recognition (Art 75ff)

10
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EMIR: Implementation Progress of G20 Goals

Definition OTC Derivative: derivative not traded on a regulated market (Art 2.7)

Clearing obligation for standardized OTC derivatives (IRS, CDS) via Central Counterparties (Art 4)

Requirements for bilateral clearing of OTC derivatives not subject to the clearing obligation (Art 11)

Clearing obligation via CCPs covers non-financial companies whose derivatives trades exceed volume thresholds (Art 10)
Reporting requirement for all derivatives to trade repositories (Art 9)

Requirements on authorisation and supervision of CCPs by national authorities (Art 14)

Risk management, organisational and conduct of business requirements for CCPs (Art 26ff)

Authorisation, supervision and organisational requirements for trade repositories (Art 55ff)

Non-EU CCPs intending to offer services in EU affected through 3rd country recognition (Art 75ff)

EMIR Review

G20 Authorization 1 - - EMIR
Principles for Most European CCPs l(‘:igngsrﬁts';iﬁ?aps?ialgg U Clearing obligation2
financial market get authorization as respective EMIR Rgview of standardised
infrastructures EMIR compliant CCP P - OTC derivatives
consultation
0—*—// } |l I I ; —4 =
2009 2012 20T13 20]T4 2015 2016 T 2017
EMIR Reporting e Y CCP Recovery and

I.e. higher capital
requirements for not
centrally cleared OTC
derivatives

Entry into force of Level Obligation
1 text Entry into force

Resolution
Legislative proposal by EU
Com is expected for Q4/2016

L List of authorized CCPs: https://www.esma.europa.eu/sites/default/files/library/ccps_authorised_under_emir.pdf.
2 June 2016 marks the start of the phase in of the clearing obligation for interest rate swaps. Derivative products will follow based on a phase-in approach
starting from early 2017.

11
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FSB Monitor Progression in the Implementation of G20 Goals

Reporting | Clearing Capital Margin Tradne

Argenting AR 3 3 1 3
Australia Al 1 1
Brazil BE. 1 1
Canada Ca 3 + 2
China CH 1 1 3

France FR 2 *

Germany DE 2 *
ey | IT 3 s

The MNethetlands NL 2 | *

Spain ES 2 | *

United Kingdom UK 2 *
Hong Kong HE 3 * 1 1
India N 3 1 1
Indonesia jin] 3 1 1 1
Japan JP 2 *
Fep. ofKorea KR 3 3
Mexico WX 1 3 1
Fussia RU 2 2
Saudi Arabia SA 1 1 1
Singapare aG 2+ 1
South Aftica pr:y 2 2 2 1
Switzedand CH 1 1 1 1
Turkey TR 1 1 1 1 1
United States® s 3 2

TOTALS
1 2 4 3 1 1
2 1 3 12 1

3

5

3

19

12

138

110t FSB progress report on G20 implementation, 4" November 2015.
(Link: http://www.financialstabilityboard.org/wp-content/uploads/OTC-Derivatives-10th-Progress-Report.pdf)

= There is an EC implementing act with
Hong Kong in place enabling an
easier admission of market
participants from Hong Kong to
EU CCPs.

= Illustration is a summary of
Jurisdictional Progress of OTC
Derivatives Market Reforms

= Note: Illustration is partly misleading
in regards to actual process in the
implementation. E.g. implementation
of Clearing Obligation in EU (See
Slides 37 and 38)

No existing authority to implement
reform

Legislative text is work in progress

Legislative requirements are in force

Note: Detail legend of illustration can be
found on next slide

12
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EMIR: Clearing Obligation as Central Part of G20 Implementation
Started Being Phased in June 2016

The final picture foresees 4 asset classes to fall under the clearing obligation:

1. Interest rate (Basis, Fixed-to-float)

2. Equity (Lookalike/Flexible equity derivatives and CFD)
3. Credit (Index Credit Default Swaps)

4. Foreign Exchange (Non-deliverable Forward (NDF))

So Far, only Regulatory Technical Standards (RTS) for interest rate and credit derivatives

products are finalized. The RTS define the following phase in time plan:

Category 1 - Current Clearing Members 21.06.2016 09.02.2017
Category 2 - Financials + Alternative investment funds above a 21.12.2016 09.08.2017
threshold (> 8 billion notional amount outstanding of non-cleared
OTC derivatives)
i

go\®
Category 3 - Financials + Alternative investment funds not part of 21.06.2017 09.02.2018 et 0(;'\0(\
category 1 QU™ (W@ yevay

d?2 O Lexs o 1020,
i 09 0.0
o=

Category 4 - Non-Financials 21.12.2018 09.05.2019

RTS for all other Asset Classes are still work in progress and as such time plan for phased-in

implementation is unknown.

For Details see: http://www.eurexclearing.com/clearing-en/about-us/news/European-interest-rate-swap-clearing-to-start-in-June-2016/2280306

Or https://www.esma.europa.eu/regulation/post-trading/otc-derivatives-and-clearing-obligation.



http://www.eurexclearing.com/clearing-en/about-us/news/European-interest-rate-swap-clearing-to-start-in-June-2016/2280306
https://www.esma.europa.eu/regulation/post-trading/otc-derivatives-and-clearing-obligation
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G20 Objectives and Basel III Work Constitute an Increasing
Regulatory Burden for Market Participants

OTC trading 0TC
without trading using
Function collateral collateral

Trading/
admission

CCP
clearing

Bilateral collateralization
{preferably by 3rd parties)

and capital requirements

Collatera-
lization

Registration

of trades Data repository

* List not extensive

Trading on re-

qulated markets Obligation for eligible

with CCP? IS counterparties*
Organized = Obligation to trade on exchange
markets

Obligation to centrally clear and meet

= respective collateral requirements (Initial
Margin, Variation Margin and Default Fund
contribution)

A 4

Obligation to collateralize bilateral trades
(G20) and meet capital requirements
CCPs (Basel III / CRR)

v

Obligation to extensively report pre and
post trade data (MiFIR, EMIR, SFTR,
Remit...) to authorities and public

14
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EMIR Transaction Reporting - Need for Prescriptive Guidelines

Widely accepted that the reporting framework under EMIR was not sufficiently
prescriptive for Trade repositories (‘TR’) and market participants.

S

Resulted in data quality issues and difficulties for regulators to aggregate and

compare data. U

ESMA issued 16 iterations of non-binding FAQ based on market feedback,
which will now be transposed into binding technical standards. The new RTS
are estimated for Q3/Q4 2017, more than 2 years after the reporting start date.

To date, no market participant has been fined, although one TR has.

Reporting implementation was effectively a “soft start” and has been
a process of learning by doing for all stakeholders.

15
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Continuous Monitoring of Data Quality -
Incremental Improvements to the Reporting Framework

Reported data quality

>
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* Exact timeline is subject to the publication of the revised RTS/ITS on Article 9 and Article 81 under EMIR in the Official Journal of the European Union 1¢

Level 1 validation rules -
EMIR

New validation rules to
ensure that the data
reported to TRs is complete
to the extent possible

(i.e. completeness
validations)

Level 2 validation rules -
EMIR

New validation rules
including cross validations
to ensure that the data
reported is accurate

(i.e. content validations)

v

Inter-TR reconciliation
analysis

Implementation of a
remedial action plan by TRs
to improve the process of
inter-TR reconciliation as
well as the format and
content of the files
exchanged

t

The Trade Repositories
Project

A centralised portal being
developed by ESMA,
along with the TRs, to
enable all NCAs to access
standard and ad-hoc data
queries using the same
connectivity and
harmonise TR output

Revised RTS/ ITS on
EMIR reporting*

Revised technical standards
to incorporate the most
relevant of the Q&As
addressing existing
deficiencies and introduce
additional fields and values

Revised EMIR RTS Article
81%*

Provision of operational
standards for TR data
access as well as data
aggregation and
comparison across TRs
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Towards the G20 commitments -
Regulatory Transaction reporting in Asia

South Kerea

China Japan

India Taiwan
Hong Kong

Malaysia
Singaporé

Indonesia

G20 requirements for OTC derivatives
implemented in major jurisdictions
in Asia on an individual basis.

Hong Kong implementing 2nd phase of
reporting obligations in July 2017.
Reporting in South Korea to be expected in
2017 as well.

General objectives are broadly the same as
under EMIR. However, differences exist

regarding the implementation timeline
and approach (e.g. phased-in approach).

Adoption of certain global standards but
following also rules in line with domestic
priorities.

FSB/ IOSCO aims towards data standardisation at global level will be hard to achieve in the short term.
Even within Europe, major differences exist between EMIR and the Swiss equivalent FMIA
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Lessons Learned from EMIR -
Key Success Factors in the Context of Trade Reporting

Regulators

Market
Participants

Trade

repositories

Provide sufficient prescriptive guidelines to ensure a harmonised way to populate
fields

Enhanced standardisation to facilitate aggregation of data across TRs and help
improve TR data quality

Embracement of standard messaging and agreed industry processes

Understand your obligations under the reporting framework to ensure compliance
and continuously monitor for regulatory updates

Start the process early to understand the flows. Put in place a project plan and use
the time provided for the implementation of reporting systems

Analyse strategic ways of reporting (in-house solution vs. delegation) without
neglecting your reporting responsibilities

Understand clients’ needs and adapt to different client profiles
Closely work with regulators to understand and be compliant with their requirements

Build an agile and flexible infrastructure, allowing to efficiently cope with regulatory
changes

18



l s s A International Securities Services Association
B s e i

—
Agenda

Welcome and Introduction Tom Zeeb, ISSA Chairman
European Market Infrastructure Regulation Mark Gem, Clearstream

Derivatives Support and Collateral Management John van Verre, HSBC
Target2Securities (T2S) Luc Vantomme, Euroclear
Coffee Break

Panel:
Discussion of Potential Implications Including Q&A Goéran Fors, SEB (Moderator)
Mark Gem, Clearstream
John van Verre, HSBC
Luc Vantomme, Euroclear
Alan Naughton, Standard Chartered
Anita Leung, Nomura

Closing Remarks Tom Zeeb, ISSA Chairman

Drinks Reception



I s s A International Securities Services Association
e i gy

-

Collateral Management - A Changing Industry Landscape

Global G20 Swaps Reform has significantly changed the finance industry landscape for derivatives.
Each element of the regulations will impact market participants in a different way and will require a broad based
assessment to establish the most appropriate response to the requirements.

- Risk
Y La_teral Clearing Capital Reporting Excr!ange Mitigation
Margin trading
Standards

Bi-lateral
Margin

Un-
margined

Cleared

OTC
Derivatives

20



I s s A International Securities Services Association
e o TSR i b

-

Collateral Management -

Industry Progress in Implementing Market Reforms

Overall good progress is being made across the different financial jurisdictions, but challenges remain and these need to be

addressed by market participants.

I Margin I Clearing

= September 1st 2016 go = Many jurisdictions have
live delayed in multiple frameworks in place to
jurisdictions - EU, HK, determine when OTC
Singapore, Australia derivatives should be

= Challenges in cleared and what types
establishing custodial = Large majority of
arrangements for clearing is focussed on
posting of initial margin Interest rate and Credit

= Initial margin modelling products
and use of ISDA = Continued focus on CCP
standard SIMM model recovery and resilience

= Documentation - CSA = Cross border availability
complexity of CCPs has increased

* Need for better
coordination

Capital

= 20 jurisdictions have in
place higher capital
requirements for more
than 90% of non-cleared
derivatives

= Regulatory Capital is also
a key consideration for
clearing members

I Reporting

= Widespread availability
of Trade Repositories

= Focus is on improving
data consistency /
quality and removing
legal issues related to
access to data

= HK reporting
requirements in force
from mid 2017

= 20 TRs authorised
globally

I Exchange Trading

= Platform availability in
some jurisdictions

= Progress limited

= Lack of liquidity in
certain products will
influence this progress

* Financial Stability Board, OTC Derivatives Market Reforms — Eleventh Progress Report on Implementation, 26t" August 2016

21
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Collateral Management - Client Drivers and Trends

Historical Drivers

Current Trends

= No IM
exchanged and
high VM
thresholds

= Daily
valuations

= Posting IM and
daily exchange
of VM

= Limited
currencies -
EUR and USD

= Clearing
projects are a
primary focus
over the next
18

= Low frequency = Quality of = Limited = Under -
for exchange collateral not a Investment in collateralised
of collateral high priority people and IT trades

= Balance Sheet = Cost - = Trade = Future proofing
- Capital Insource vs. Reporting = Collateral
charges Outsource = Focus on optimisation

= Collateral accuracy of
transformation reports

Expected increases in
demand for collateral

stemming from regulatory

changes and a greater
preference for secured
transactions, collateral
management service

providers are evolving
their service offerings*

Committes on
15 ang Market
Infrastruciures

F meents in
F collateral management

IO

o Benn e IFiRs L SETRRENTL

*Source: Committee on Payments and Market Infrastructures
**Subject to delayed implementation therefore dates will change

Initial Margin

HKD 24 Trillion (€3.0 Trillion) 1st September 2016

HKD 12 Trillion (€1.5 Trillion) 1st September 2018

HKD 60 Billion (€8.0 Billion) 1st September 2020

Variation Margin

All other covered entities 1st March 2017

22
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Collateral Management -
What are the Collateral Management Services Required by the Industry?

Enhanced Portfolio Returns
Collateral Transformation Service
Securities Lending
Money Market

Repo, Agency Repo and Cash
Reinvestment

Triparty

Collateral Optimisation
= Collateral Upgrade Margin Processing
= Collateral Portfolio Inventory Margin Call Upload

Analysis - O: Collateral Mandate Management
= Excess Management E :lg -2 Z Collateral Selection
Collateral 22

aVEes . = Ecosystem »w Q Dispute Management

= Execute Optimisation Scenarios [« =] (7)) 5' Collateral Reconciliation
= Attribute Optimisation Value O 3‘ ‘QS'

Collateral Reporting
Collateral Account Enquiry
Collateral Value Alert
Failed Trade Alert = Pledge Securities
Missed Cut-off Alert XC = Collateral Substitution

Collateral Operations
= Title Transfer Securities

View Collateral Information = Cash Management

\ii Il | Tran ion
ISWCOAESIRIIERSCHonS L = Collateral Benefit Protection

Risk Reporting
= Default Management

Compliance Reporting
Collateral Management Portal

= Triparty Service support model

23
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Collateral Management - Collateral Operating Model in the Future

Current Industry - Collateral Management Processing

Multiple individual collateral management silo processes

; Securities Lending . .

Bilateral OTC Bilateral Repo Tri-party collateral Exchange Traded

collateral orc c_Ieared tra_de programs & related collateral processing (OTC & Derivatives (ETD)
- margin processing collateral : . .

processing processing processing Repo) margin processing

Future Industry - Liquidity Management Collateral Process

Single multi product ‘Liquidity Management’ process

Automated IM/VM Collateral Automated Margin Automated

Automated Cross product
calculation and agreement Call processing Portfolio Collateral margining
exposure maintenance & and collateral Recs/Dispute Optimisation / Web / digital
management controls settlement Management Transformation / reporting

tracking Re-hypothecation

24
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Collateral Management — Summary of Challenges Facing the Industry

Regulatory changes are driving significant upheaval in the derivatives market and the downstream impact to the collateral
management process will create significant challenges within the industry.

Regulatory driven
Future changes requires
Proofing strategy review
Collateral (back office.
Services processes moving
more towards front
office).

Investment
Strategy

Implementation

cost and

New account ongoing costs
structures,

documentation and

operational processes

Legal /
Operational
Complexity

Staffing
availability and
expertise

In;:realse in Additional experienced
. ehOP Ie/ staff and enhancements
echnology to technology to support

Costs new processes Buy vs Build

25



l s s A International Securities Services Association
B s e i

om————

Agenda

Welcome and Introduction

European Market Infrastructure Regulation
Derivatives Support and Collateral Management
Target2Securities (T2S)

Coffee Break

Panel:
Discussion of Potential Implications Including Q&A

Closing Remarks

Drinks Reception

Tom Zeeb, ISSA Chairman
Mark Gem, Clearstream
John van Verre, HSBC

Luc Vantomme, Euroclear

Goéran Fors, SEB (Moderator)

Mark Gem, Clearstream

John van Verre, HSBC

Luc Vantomme, Euroclear

Alan Naughton, Standard Chartered
Anita Leung, Nomura

Tom Zeeb, ISSA Chairman

26



l s s A International Securities Services Association
e e P

e sl

What is Target 2 Securities T, S ?

TARGET -SECURITIE®

= A technical platform built and operated by the Eurosystem for securities settlement
in Central Bank Money
» T2S is not a Central Securities Depository (CSD)
- European CSDs outsource settlement services to T2S
- Users keep the legal and business relationship with CSDs

= Ultimate goals
» Facilitate cross border settlement in Europe
» Reduce settlement costs in Europe

= 23 CSDs will join the new platform

= CSD migrations in 5 waves from June 2015 to September 2017

27
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The T2S Roll-Out Timeline

Jun ‘15

28 Mar ‘16

12 Sep ‘16

6 Feb ‘17 18 Sep ‘17

| = BOSG
= Monte Titoli
= Malta Stock
Exchange
= Depozitarul
Central
= SIX SIS Ltd

(N

= NBB-SSS
= Interbolsa

C 3

TARGET -SECURITIES

= Euroclear Belgium
= Euroclear France

= Euroclear Nederland

= \/P Securities
= \/P Lux

J/

= OeKB = Euroclear Finland
= CBF = [berclear

= Keler » The Baltic CSDs
= LuxCSD

= CDCP

= KDD

29
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What Does T2S Mean for (I)CSD Services?

Trade Management

Funds Triparty
Order Routing Collateral
Management

TARGET -SECURITIES

Matchin
Corporate atc 9 Tax

Acti . Management
CHORS Settlement in 9

Central Bank Money

Shareholders New Issues
Identification/ and

Direct Holding Primary Market

|:| Outsourced on T2S
- On (I)CSD and/or agent platform

30
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Different T2S Access Possibilities

Fully interoperable access points to T2S and beyond

.............................................................

1 Global ICSD access . [NEVINITR
and/or agent world wide

.............................................................

Single CSD access: T2S /
2 = Jssuer CSD with value added services K
= Investor CSD with value added services

European
markets
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Global ICSD Access: An Example Euroclear

A worldwide, all-in package

Benefit from

Centralised access to 46 markets
worldwide, including T2S markets

DVP multi-currency settlement in
commercial bank money

Efficient intra-day liquidity
management

Extensive collateral management
services with international and
domestic counterparties

Full asset servicing support
Solid asset protection

Bridge settlement with Clearstream
Banking Luxembourg

..................

@) Asset

Servicing

euroclear

...................

..................

@ Settlement

eurcclear

...................

Euroclear
Bank

-T2S

32
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Single CSD Access: An Example Euroclear’s ESES

Combining the strengths of issuer and investor CSD in Europe

Benefit from

One ESES account providing access (Z‘
to all T2S markets & securities _Q"

Asset NN )

E'I.I.I‘{J{ Tl Scrvicing N . By
DVP central bank money settlement ' J

in Euro
Cross-CSD settlement on T2S

Efficient intra-day liquidity
management

or agent of choice

........

o
.......

...................

Extensive collateral management
services with domestic and (Z_‘
international counterparties : Settlement

euroclear

........

Full asset servicing support from
Euroclear, or an agent of your choice

o
..........................

Solid asset protection

rT2S
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What are the Concrete Benefits of T2S?

= Single investment / connectivity to access all Eurozone markets

= T2S is the catalyst for harmonisation in many areas
» Harmonisation Steering Group (HSG) standards
» CASG standards (market claims and transformations)
» Settlement finality

= Settlement
» Cross CSD DVP settlement with participants in other T2S CSDs
» Harmonised operational day and settlement lifecycle
» Enriched tools to optimize settlement, eg. linking, prioritisation, partialling, hold & release

» Liquidity management
» Single cash account for the settlement of all transactions in the markets linked to T2S

= Collateral management
» Opportunity to centralize collateral
» Extended use of auto-collateralization
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Will T2S Reduce Costs for Clients?

* For the CSDs, T2S implies
» A significant investment at the start

» In a running mode, an additional layer of costs

» A new competitive environment requiring an increased pace in innovation and product
evolution

*= For clients, cost reductions are expected
» Primarily from the harmonisation / rationalisation allowed by T2S

» Later from the price competition amongst CSDs
» Increased functionality
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Looking to the Medium-Long Term

ECB Vision 2020 | - CSD consolidation

" Distributed Ledger Y w0 Further market
Technology ' ) S harmonisation




ISS A

A Changing Landscape

Regulation

Basel III

International Securities Services Association
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Shifting Strategic Priorities eeeelsss
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Rationalisation .

Efficiency Collateral

Opportunities Management

Servicing

Liquidity

Partnership E:;;:::;::::::::unu

Risk

Reduction
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