
MAJOR PERFORMANCE RESULTS
OF CJSC JSCB NATIONAL CLEARING CENTRE
FOR THE YEAR 2009
Standing of CJSC JSCB National Clearing Centre in the Sector
In 2009, CJSC JSCB National Clearing Centre (hereinafter – NCC) improved its positions as stably operating, high-technology infrastructural institution satisfying international standards and requirements, functioning as a clearing organization-central counterparty in the exchange currency market of MICEX Group.

Applying efforts to keep the quantitative operating rates at an objectively high level in the context of post-crisis recovery of the financial market, NCC focused on quality increase in all operating directions aimed at solution of the major task – ensuring safe risk management in the course of transactions and rendering of assistance to maintain stability and soundness of the MICEX currency exchange market. For these purposes the Bank solved a broad range of tasks and, first of all, tasks related to development of risk management, improvement of clearing instruments and services rendered to clients, efficient equity capital management, development of correspondent relations, development of existing and implementation of new software and hardware solutions and increasing information security level. 

In spite of financial market fluctuations throughout 2009, NCC achieved positive financial results.

As of January 01, 2010 the total balance of CJSC JSCB National Clearing Centre amounted to 903.9 bn. roubles, which is twice as much as the same figure of the previous year (425.7 bn. roubles). As for this indicator NCC reached the top Russian banks.
Balance-sheet profit of NCC as of January 01, 2010 exceeded 849.7 mln. roubles (as of the end of 2008 - 496.1 mln. roubles). After-tax profit (691.8 mln. roubles) increased compared to 2008 by 1.9 (as of the end of 2008 – 367.4 mln. roubles).
In the reporting period, in order to further secure NCC stability the equity capital of the bank was steadily increasing. As of the end of 2008 NCC equity capital amounted to 2.13 bn. roubles, but as of the end of reporting period– 4.25 bn. roubles, subordinated loan and current profit included.

Pursuant to the security issue procedure, on October 23, 2009 the Supervisory Board of CJSC JSCB National Clearing Centre approved a decision on the third additional securities issuance of CJSC JSCB National Clearing Centre for the amount of 2,700,000 thousand roubles, which decision was registered by the Department for the Licensing of the Activities and Financial Rehabilitation of Credit Organizations of the Bank of Russia on November 23, 2009. 
On October 27, 2009 in the procedure of consolidation of management system of MICEX Group, CJSC MICEX and CJSC NDC concluded a securities contract in respect of securities of CJSC JSCB National Clearing Centre, as a result of which CJSC MICEX became the owner of 100% shares of CJSC JSCB National Clearing Centre.
A new level of capitalization allowed NCC to ensure uninterrupted settlements of the clearing participants at the close of trading in the exchange currency market from its own funds and only in two cases of untimely payments resort to additional session with the participation of the Bank of Russia.
In 2009 NCC became a direct settlement participant of the BEUP system, leading to further reduction of risks in the course of settlements following clearing results in the foreign exchange market of CJSC MICEX, facilitation of development of the Bank of Russia centralized payment system, providing conditions for transition to up-to-date information interchange standards among the financial market participants. 

At the same time arrangements were made for execution of the projects in the foreign exchange market provided for by the Development Strategy of MICEX Group for 2009-2011 devoted to extending a central counterparty functions to transactions in the securities market and maintenance of an operational reliability general level of software and hardware complex amounting to 99.98%, and to providing conditions, allowing acceptance of banks of the member states of EurAsEC for clearing services.
In 2009 NCC made self-assessment of its activities for compliance with the international standards, worked out by the Committee on Payment and Settlement Systems of the Bank for International Settlements and by the International Association of Securities Commissions, set forth in Recommendations for Central Counterparties, and with Risk Management Standards, used by clearing organizations – central counterparties, worked out by the European Association of Central Counterparty Clearing Houses (EACH). 
NCC received a high appraisal of its activities conformity with international standards and requirements, including those in the risk management sphere, and in November, 2009 NCC was officially admitted to membership in EACH. 

According to the resolution of the General Meeting of Shareholders CJSC JSCB National Clearing Centre was admitted to the Association of Russian Banks.
NCC activities as a clearing organization and a central counterparty in the MICEX foreign exchange market in 2009 contributed to further increase not only of the transactions volume and attraction of new participants, but also of the regulated exchange market share of MICEX Group in the aggregate turnover of the Russian Federation domestic foreign exchange market. 
In spite of steady increase of sales in the MICEX foreign exchange market, amounting to 42% compared to the year 2008, the MICEX exchange market share in the total volume of foreign currency transactions, made by credit organizations in the territory of the Russian Federation increased from 13% in 2008 to 38% in 2009 (fig. 1.).


[image: image1]
(fig. 1)
The stated dynamics became one more vivid confirmation of the right choice of MICEX Group long-term strategy, aimed at development of the broadest range of post-trading services, including but not limited to establishing of NCC, assigned to the role of clearing organization – central counterparty, meeting an acute challenge of maintaining the stability and soundness of the MICEX foreign exchange market.
In 2009 Trading Sessions of a new pair EUR/USD were launched in the MICEX foreign exchange market with the terms of settlements today and tomorrow. Aiming for reducing transaction costs of clearing participants, in the year ended NCC offered a new clearing service to market participants - UTS Clearing Netting. 
Thus, in the reporting period the exchange foreign market of MICEX Group became much more attractive, its participants got a unique chance to broad the range of their trades, both speculative, and aimed at foreign currency hedging, to reduce costs, related to fulfilling their obligations following the clearing results in UTS. 
Risk management system used by NCC in the MICEX foreign exchange market, proved its efficiency in the context of heightened volatility of the national financial market. 
At the same time, NCC makes provisions for further development of the risk management system, in particular, by means of introduction of unified collateral for the trading with the currency pairs EUR/RUB, USD/RUB and EUR/USD, single trade limit and unified stock exchange certificate following clearing results for the transactions with the instruments of the above-mentioned three currency pairs.
Financial results of NCC for the reporting period indirectly prove the growing confidence of the market participants in NCC as a stable and financially secure infrastructural organization. 
In 2009 NCC coped with dramatic crisis developments of the foreign exchange trade and ensured stability of its clearing services and timely fulfillment of its obligations following the clearing results in UTS, provided conditions for secure fulfillment of the obligations by market participants by means of existing liquidity attraction and management arrangements, thus laying the foundations for further broadening the range of rendered services, among them for the participants of not only foreign exchange, but for other exchanging markets of MICEX Group.

In the course of preparation to spreading its clearing service and central counterparty functions to the securities market, in 2009 NCC obtained a license of a professional participant of the securities market for clearing activities, issued by the Federal Service for Financial Markets. In the reporting year NCC also obtained the following licenses:
1. For maintenance of encryption facilities, issued by the Centre of the Federal Security Service of the Russian Federation for Licensing, Certification and the Protection of the State Secrets;

2. For providing encryption services, issued by the Centre of the Federal Security Service of the Russian Federation for Licensing, Certification and the Protection of the State Secrets;

3. For distribution of encryption facilities, issued by the Centre of the Federal Security Service of the Russian Federation for Licensing, Certification and the Protection of the State Secrets.

NCC Clearing Activities in the Foreign Exchange Market 
In 2009 the activities of CJSC JSCB National Clearing Centre were aimed at further reinforcing NCC position as a leading infrastructural institution of the organized domestic foreign exchange market of the Russian Federation.

The trading volume in the MICEX foreign exchange market for the reporting period as against 2008 amounted to 42% (fig. 1). At the same time, the amount of an average daily balance of the monetary funds, transferred to NCC accounts by the market participants for participation in the UTS trades increased by five times (net of the period, when the crisis reached its maximum, i.e. during IV quarter of 2008 and I quarter of 2009) and amounted to approximately 100 bn. roubles (fig. 2.).

In spite of rapid growth of banking sector consolidation in the Russian Federation, as of January 1, 2010, 463 credit organizations concluded contracts of clearing cervices with NCC, which is 8.9% more, than as of January 1, 2009.

The stated facts prove that the services of such an institution as a central counterparty are in high demand, whose functions combine those of a clearing organization in the MICEX foreign exchange market, not only in the periods of violent market fluctuations, that took place in IV quarter of 2008 and I quarter of 2010, but also under the conditions of financial markets stabilization.
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Fig. 2.

In 2009 NCC worked to improve clearing services in the following directions:

· clearing for the transactions with the currency pair EUR/USD instruments;

· broadening the range of participants by means of resident banks of the member states of EurAsEC;

· reduction of transaction costs of the market participants, related to settlements.

One of a manifestations of the ongoing global financial crisis in the Russian foreign exchange market in 2008-2009 became closing of mutual limits by the banks and reducing the extent of transactions with non-resident counterparties, principally of the EUR/USD pair, made not only with the use of limits, but also on collateral-based transactions. In these conditions MICEX Group management made a decision on the start from April 14, 2009 of the trading of the EUR/USD currency pair in a new segment of the MICEX foreign exchange market. The functions of a central counterparty and clearing organizations on this segment are performed by NCC. 

In the context of fulfillment of the task of organizing an integrated foreign exchange market of the member states of EurAsEC, in 2009 MICEX Group implemented a project of broadening the range of participants of the MICEX foreign exchange market by means of granting an access to the Russian foreign exchange market to non-resident banks of the of the member states of Eurasian Economic Community, which acceded to the Agreement for cooperation in organizing an integrated foreign exchange market of the member states of EurAsEC dated January 25, 2006. Amendments to the regulatory documents of the foreign exchange market, that became effective on October 5, 2009, allows resident-banks of the member states of EurAsEC, which acceded to the above-mentioned Agreement, to make on their behalf and for their own account conversion operations on the MICEX foreign exchange market by means of making transactions with NCC, being a central counterparty for all transactions in the MICEX foreign exchange market, and also to settle accounts with NCC following clearing results using accounts opened to the above-mentioned banks. 
For the purposes of reduction of transaction costs of the foreign exchange market participants from December 14, 2009 NCC introduced a new service - Netting following clearing results. In the context of the service market participants are given a possibility to simultaneously discharge their obligations following clearing results of the transactions made within the frames of Trading Sessions of EUR/RUB, USD/RUB, EUR/USD, not by each stock exchange certificate individually, but in the amount of total liabilities following clearing results in the UTS in the uniform currency (in US dollars and/or Euro and/or Russian roubles). Each of total liabilities is a non-offset part between the liability following the clearing results of one Trading Session and due and payable monetary funds following the clearing results of the other Trading Session, and also pre-deposited monetary funds in the same currency. The number of clearing participants using the above-stated service is constantly rising. Thus, when the service was introduced 6 banks used the service, but in the first quarter of 2010 their number increased up to 17.
Summarizing the development of the MICEX foreign exchange market for the year 2009, it should be mentioned that systematic formation of modern, high-efficiency settlement and clearing architecture together with applying a harmonized policy in the risk management sphere allows market participants to be confident in NCC’s reliable performance of its obligations following clearing results in the UTS, that promotes the increase in the volume and number of the transactions made in the MICEX foreign exchange market. Increase of the MICEX foreign exchange market share, and the resulting warranted settlement system in the organized market, is the key step towards transparent infrastructure of national financial market with a substantial potential for development. 

NCC’s Operations in Financial Markets
One of the most important tasks of modernization of asset-liability management in MICEX Group became preparation and further introduction of a project for establishing the Unified Treasury of MICEX Group, which is set forth in the Development Strategy of MICEX Group for 2009-2011.
In the course of preparation to establishing of the Unified Treasury in 2009 the Board of Directors of CJSC MICEX approved Policy for MICEX Group asset-liability management. In compliance with the said policy, the group worked out and approved Regulations on the criteria (standards) of CJSC JSCB National Clearing Centre assets formation, being one of the fundamental documents, regulating the operations in financial markets. This document specifies the main principles of NCC assets formation taking into account the limitations for all types of risks.
In 2009, MICEX Group started a project "Organization of Asset & Liability Management System – Unified Treasury" (single liquidity management of MICEX Group), whose main objectives are the following:
· The formation of the efficient liquidity management mechanism of MICEX Group,
· The improvement of efficiency of free cash of MICEX Group,

In the context of this project the Unified Treasury (Treasury Operations Centre) was established on the basis of NCC – a single front-office and liquidity management centre of MICEX Group. 

In April, 2009 out of a subordinated loan received from the MICEX the amount of NCC’s equity capital substantially increased, amounting as of May 1, 2009 to 4071 mln. roubles. This resulted in significant increase of the number and volume of the operations in the interbank and bond markets.

As of the beginning of 2009 the securities portfolio amounted to 1 bn. 230 mln. roubles. After the capital increase the securities portfolio got a significant growth and as of the end of 2009 amounted to 3 bn. 870 mln. roubles.

An average volume of interbank deposits for all currency forms in 2009 was equal to about 68 bn per day in the ruble equivalent.

The amount of the funds deposited by clearing participants for conducting exchanging currency operations in the reporting year remained substantial. Thus NCC in the course of operating in the financial markets in 2009 overly focused on the issues of risks mitigation in free cash placement and maintenance of the liquidity level, required for proper functioning of clearing operations in the foreign exchange market. 
For the purpose of improvement of the liquidity support system NCC in 2009 worked out the mechanisms of additional financing, including the collateral of the Bank of Russia credit line on securities. In 2009 the Bank of Russia credit line was extended up to 2 bn roubles.

General Agreement on SWAP transactions with the MICEX Clearing House became one more significant element of additional financing; according to the Agreement NCC may, as may be required, increase the liquidity in Russian roubles against foreign currency.

NCC’s prospects include further development of the mechanisms of additional financing, establishment of a unified liquidity management system of MICEX Group companies to ensure proper functioning of all trading floors of MICEX Group. The system approach is also applied in the course of formation of MICEX Group investment portfolio within the frames of a single front-office on the basis of centralized risk management in the Group. 
Risk Management
The severe economic environment of 2009 significantly raised the risks of almost all directions of clearing and banking activities of NCC, thus requiring extra efforts for their assessment and minimization. 

Rendering clearing services along with a central counterparty function in the MICEX foreign exchange market, NCC took the risks, resulted from possible default due to the trading participants’ fault, untimely closing of settlements through the fault of the Bank itself, as also its settlement system and stock-exchange infrastructure. The MICEX foreign exchange market was characterized by reduction of financial stability of a great number of credit organizations – trading participants, and by high exchange volatility of the traded currency pairs. 
Increased risks of banking operations were resulted from reduction of financial stability of NCC’s counterparties and liabilities issuers, fall of interest rates and yield of financial instruments, limited liquidity of the Russian markets of the state and corporate liabilities. The system of free cash placement in the reporting period was influenced by external shocks and at the same time achieved the volume of placement, which increased as a result of increase in the amount of monetary funds, received from the participants of foreign exchange trading, growth of equity capital (capital), and imposing on NCC a management function in respect of all free monetary funds of MICEX Group.

NCC’s Risk Management System (hereinafter – NCC RMS) is being developed on the methodological basis unified within MICEX Group, focused on standardization and automation of risk management processes, using formed and constantly updating internal regulatory system, modern methodological approaches.

In 2009 NCC made self-assessment of its risk management system of a central counterparty in the MICEX foreign exchange market and submitted its results for consideration of the EACH Risk Management Committee. The committee found the stock exchange NCC RMS to be in conformity with the European standards of a central counterparty risk management and recommendations of the Bank of International Settlements (BIS).
NCC as a full-fledged EACH member sits in the EACH Risk Management Committee, working on improvement of approaches and methods of a central counterparty risk management in accordance with the BIS recommendations, as amended and introduced to the EACH members.

The final objective of NCC RMS development is formation for trading participants of a transparent and secure environment for conducting operations with the risks and costs as low as practicable, accommodating exchanging turnovers and introduction of new exchange-traded products.

In the reporting period there was reached well-coordinated team work of NCC Risk management department with the relevant departments of MICEX Group and first of all with the Department for risks analyses and control of CJSC MICEX, which resulted in the most efficient employment of the resource base. Cooperation of NCC and CJSC MICEX regarding risks issue was also effected through the Risk Committee under NCC Board (hereinafter – NCC RC), with participation of top specialists and managers of NCC and CJSC MICEX. In the reporting period NCC RC was working out recommendations for NCC Board in respect of adoption of decisions on specifying the RMS parameters in the MICEX foreign exchange market, on the issues of suspension, renewal of the clearing services, adjustment of trade limits in cases of emergency.

The risk management in NCC was based their qualitative and quantitative evaluations, using the management statements data on financial risks. The reporting period was characterized by efficient solutions to the tasks of quantitative evaluation of the main types of the taken risks, their aggregation in the integrated risk. On the basis of effected evaluations of the integrated risk and regulatory requirements to the capital for the risks covering there were determined the guidelines of NCC capitalization plans, that had been fixed in Development Strategy of MICEX Group for 2009-2011.
In order to improve the risk management and control over the indices of financial stability in the substandard market environment NCC in 2009 launched a project on development and implementation of complex stress-testing system of major banking financial risks and a central counterparty risk. The development of major stress-testing approaches had been completed, there had been prepared draft internal regulatory documents on stress-testing and the required software had been working out. It is planned that the works related to the project will be completed and the system will be introduced in the first six month of 2010.

· Risk management in the foreign exchange market 
Risk, taken by NCC in the MICEX foreign exchange market is overcome by means of system of requirements to the trading participants, mechanism of exchange limitations, trade limits system, system of transactions security (advance depositing within marginal requirements and risk covering for the account of collective guarantee fund), mechanism of control over the security of trading participants’ positions, mechanism of outstanding commitments settlement with the participation of the Bank of Russia (Additional UTS Session), observance in the clearing settlements of the principle payment against payment (pre-delivery terms). The borders of exchange limitations on the traded instruments and depositing standards shall be set by NCC in coordination with the Bank of Russia.

In spite of gradual fall of crisis signs in financial markets and banking sector of the economy, financial position of a great number of credit organizations - participants of foreign exchange trades remained not that stable, primarily because of increase in the share of loan delinquency and unfavorable investment environment. This predetermined the growth of risk of default of certain participants on the effected exchange transactions.

In this regard, and also due to the remaining high exchange volatility of the traded currency pairs, during the whole 2009 NCC kept the basic security level set at the end of 2008 in respect of exchanging currency transactions by means of monetary funds deposited in advance by the participants:

Basic parameters of the risk management system of the foreign exchange market 
	Traded currency pair
	Exchange limitations
	Deposit rate for TOD instrument
	Deposit rate for TOM instrument

	USD_RUB
	± 2.5%
	5.0%
	7.5%

	EUR_RUB
	± 2.5%
	5.0%
	7.5%

	EUR_USD
	± 3.5%
	7.0%
	10.5%



Thus, taking into account the extent of one-day exchange limitations and current mechanism of replacement of defaulting clearing participants (Additional UTS session with the participation of the Bank of Russia), depositing standards as in force in 2009 guaranteed almost complete coverage of replacement risk in respect of defaulted transactions, whose limit is generally determined by the extent of market (exchange) risk.

In 2009 by the decision of NCC two severe defaults in delivery were successfully eliminated (on the day when they arose) due to the mechanism of Additional Trading Session totaling to 3.9 bn. roubles.

The borders of exchange limits, the amount of marginal requirements to the trading participants, the levels of exchange risk coverage are determined using methodologies of VaR-assessment and may be reduced under regular market conditions.


Current mechanism of exchange transactions security provides not only for advance depositing of cash security by trading participants, but also for presence of a collective guarantee fund (Risk Covering Fund) established by NCC for the account of cash funds of the trading participants. Only trading participants satisfying extra requirements, first of all to the amount of the equity capital (capital), are permitted to the fund.

The Risk Covering Fund allows to reduce the marginal requirements to its participants in the course of making transactions within the bounds of individual net-transaction limits set by the fund, considering that NCC takes risks related to possible incomplete coverage of the exchange risk in case of multiple defaults.

At the beginning of 2009 the amount of contributions of the Fund’s participants was increased, and the system of net-transaction limits was modified on the basis of the rating system for determination of the participants’ credit quality developed and implemented in MICEX Group, and a new NCC’s method for determination of net-transactions limits using the ratings results. The Fund level increased from 4.7 to 14.5 mln. US dollars, thus allowing to keep the required level of security of the foreign exchange transactions, made by the Fund’s participants with the prior level of net-transactions limits generally preserved. However, for the benefit of the leading foreign exchange market operators from among the most stable credit organizations the ceiling of the net-transaction limit was increased from 70 to 100 mln. US dollars. Stress-testing of a central counterparty risk in respect of trading positions of the fund’s participants proves NCC’s ability to cope, only for the account of the Fund’s assets, with the volume and the number of defaults in delivery, being in conformity with the BIS recommendations towards the lowest acceptable level of volume and number of defaults in delivery, which a central counterparty must cope with at the expense of all its risk coverage sources without loss of financial stability.

In accordance with the established procedure all net-transaction limits were reexamined on a quarterly basis, in respect of the Fund’s participants failing to comply with the set requirements – on a monthly basis, and as and when necessary – in case of any facts in the operations of NCC RCF participant, bearing evidence of increased risks.

In the reporting period special attention was given to the monitoring of the financial position of foreign exchange trading participants. NCC detected troubled trading participants and applied to them established procedures for transactions limitation (lowering and closing of net transaction limit, partial or complete suspension of clearing services). All cases All cases of loss of financial solvency by the participants, their banking licenses revocation were expected with due advance, that allowed to completely avoid cases of revocation of the banking license of the participants having open trading positions and outstanding liabilities to NCC in the reporting period.

The above-stated measures allowed NCC to secure fulfillment its obligations in respect of foreign exchange transactions, to guarantee timely responses to the facts, bearing evidence of financial situation breakdown of certain trading participants and effective prediction of their insolvency, to ensure an appropriate level of risk coverage and resulting absence of losses of NCC, that could have arisen as a result of untimely performance or non-performance of the obligations by certain participants of foreign exchange trading.

NCC cooperated with the Bank of Russia with regard to the issues of development, on the basis of account taken of special factors of the exchanging RMS, of the regulator’s evaluation methods of a central counterparty risks for the purpose of calculation of statutory requirements, and risks of the trading participants in the exchanging markets with a central counterparty.

At the beginning of 2009 the Bank of Russia upon consideration of NCC’s suggestions, made the following amendments to the standards calculation method: admitted absence of credit risk in respect of open clearing position of NCC (requirements to defaulting clearing participants against NCC’s counter obligations); left out consideration of cash balance on correspondent account of credit organizations from the calculation of the standard of maximum risk per borrower (H6); set equal, in respect of the credit risk level, of the cash claims of trading participants on NCC, forwarded to the exchange trading, to the risk level set in respect of the claims on the FMFS SC.

These amendments let NCC avoid violations of statutory requirements that were possible due to unavoidable clearing settlements concentration, and provided additional possibilities (variants) for settling of severe defaults in delivery. On the other hand, a great number of trading participants got a chance to increase the volume of operations in the MICEX foreign exchange market due to the reduction of statutory requirements to their capital. It should be also mentioned that all this had a positive impact on the image of NCC and MICEX Group in general.
Moreover, for the purposes of preparation for the launch of new projects with the participation of NCC as a central counterparty in MICEX Group markets there were worked out suggestions to be presented to the Bank of Russia devoted to implementation in the regulator’s regulatory system, regulating the procedure for the statutory requirements calculation, of the evaluation method in respect of credit risk of a central counterparty open positions, taking into account such special coverage sources as deposited cash funds of trading participants and the cash resources of collective guarantee funds. These suggestions were focused on more appropriate regulator’s assessment of NCC’s relevant risks and as a result – on reduction of regulatory requirements to NCC’s capital, increase of NCC’s potential for participation as a central counterparty in the other markets of MICEX Group.
· Credit risk management 
NCC conducted credit risk assessment in compliance with the methodology, suggested in the regulatory and advisory documents of the Bank of Russia taking into account recommendations of the Basel Committee on Banking Supervision. 


In order to limit the credit risk related to the placement of free cash, the Assets Management Committee (NCC AMC) in respect of each counterparty (issuer) set the limits for operations and financial instruments funding. The limits were set following the results of analyses of financial position of potential counterparties (issuers), risks assessment, related to specific financial instruments funding, taking into consideration the limitations prescribed by NCC’s management bodies. In order to improve the quality of the analyses of counterparties (issuers) and risks of specific financial instruments funding NCC arranged an appropriate cooperation with the Department for risks analyses and control of CJSC MICEX.

The set limits for operations ensured observance of the requirements of NCC’s conservative credit policy, based on the principle of preference of credit recovery against return on credit. 

There was control over the limits observance, free limit transactions were not allowed. In accordance with the schedule all limits were quarterly reconsidered, risks were controlled with the limits corrections on an ongoing basis.


NCC Supervisory Board effected control on the level of credit risk and liquidity risk, setting limits in respect of the list of admitted assets depending on their funding sources, of the volumes of the transactions with counterparties (volumes of placements in the issuers’ securities), of the limiting maturity dates. In December 2009 NCC Supervisory Board approved a new document summarizing the specified limitations, – Regulation on the criteria (principles) of investment assets formation of CJSC JSCB National Clearing Centre.

In the reporting period NCC performed the following active banking transactions: placing the cash resources in the Bank of Russia deposits, interbank credits and deposits; placements in state and corporate issuing liabilities. There was no evidence of other credit requirements, as well as contingent credit related commitments (opened credit lines, issued banking guarantees etc.). The degree of reliability of counterparties and issuers was in conformity with the criteria set by NCC Supervisory Board, including with the ratings of international rating agencies.

For the purpose of optimization under the crisis conditions of credit risk in the course of placement of foreign currency resources, deposited and forwarded by the participants of the MICEX foreign exchange market to NCC for participation in trading, NCC widely used foreign currency correspondent accounts in US dollars and Euro, opened in the Bank of Russia.


The assets subject to devaluation testing in accordance with the requirements of the Bank of Russia, in the reporting period got the highest I and II quality categories, that proves a low level of taken credit risk. There were no overdue loans.

· Liquidity risk management
Performing its main function as a clearing centre in the MICEX foreign exchange market – guaranteed and timely clearing and settlements, execution of all made transactions, NCC in the reporting period traditionally followed the most conservative policy in short-term (quick) liquidity management. 

NCC’s liabilities structure is characterized by a high share of cash resources on the on demand accounts, owned by the exchange trading participants. The assets, funded with the cash resources of the trading participants (clearing assets) included: balance on the correspondent accounts in roubles and foreign currency in the Bank of Russia; short-term deposits in the Bank of Russia; balance on the accounts in the FMFS settlements centers; balance on the correspondent accounts in foreign settlement banks; overnight deposits in the most credible foreign banks of the developed countries. Thus the fixed-term placements (in roubles) were so planned to guarantee if the necessity arose the filling in of quick liquidity gap by means of attraction of money resources within the overdraft limit opened in the name of NCC for the correspondent account in the Bank of Russia.

The investments in securities (bonds of the Russian Federation, constituents of the Russian Federation and leading Russian issuers) were made by NCC within the amount of its equity capital. 
NCC worked out and used the procedures for management of liquidity on correspondent accounts, reserve liquidity sources in the form of credit limits set for the (Bank of Russia, JPMorgan Chase Bank, Russian banks). Quick liquidity management is performed by the Treasury Operations Centre (NCC TOC) in real-time mode. Further control on the state of balance liquidity id made using the gap-analyses method. Liquidity risk management was carried out by means of maintaining an appropriate limits structure, payment scheduling, cash flows optimization, improvement of operating rules and procedures of the Treasury Operations Centre and Department for settlements and correspondent relations.

The methods and procedures of liquidity management applied by NCC in 2009 contributed to successful fulfillment of the task to provide enough liquidity resources for the settlements following clearing results in the MICEX foreign exchange market. .

· Market risks management 

The balance currency and price (stock market) risks were evaluated on the quantitative basis using the methodology of VaR-evaluation, interest risk – using the method of gap-analyses and duration. The quantitative evaluation of market risks was taken into account in the course of preparation of decisions in respect of setting limits on the operations of free cash placement and on the amounts of open currency positions, during analyses of investments in securities, in the course of preparation of the reporting on the risks.

The currency risk management for an open currency position was effected by way of limitation of open currency positions and setting of briefings in respect of their optimal amounts. The quantitative evaluations of the risk were made broken down by each open currency position and in respect of the aggregate open currency position.

The price (stock market) risk was calculated on the basis of the securities portfolio, valued at the fair value. The quantitative evaluations of the risk were made broken down by each securities issue, securities classifications (state bonds, bonds of the Russian Federation constituents, corporate bonds) and by the portfolio in the aggregate.

The interest risk was estimated on the basis of all assets and liabilities sensitive to the change in the interest rates, including of debts portfolio, kept to their settlement. Thus there was control on the equity capital (capital) adequacy in respect of the interest risk coverage in compliance with the recommendations of the Bank of Russia and Basel Committee on Banking Supervision.

· Transaction risk management 
The specific character of NCC activities as a clearing centre and a central counterparty in the MICEX foreign exchange market is determined by a great number of made exchanging transactions and settlements that involves high vulnerability to transaction risk. 
The transaction risk was limited due to application of secure hardware, information and technological systems, control of smoothly running and well-proven transaction procedures, and high professional qualification of transaction processing officers. 

Currently informational and technological infrastructure of NCC is a modern, highly reliable and well-protected software and hardware complex (SHC), operating in accordance with MICEX Group technical policy. SHC is based on two geographically dispersed calculation centers (basic and reserve) of MICEX Group, equipped with modern high capacity computer facilities. NCC SHC is characterized by high degree of reliability and capacity in the emergency conditions and the adequate power reserve and required flexibility for further development on the financial market demand and upon users’ requests.

In the reporting periods the following steps were taken in information and technical operations order to keep a low level of transaction risk:

· ensuring of stable, smooth-running operations of NCC SHC, both under regular conditions, and in the cases of emergency and in peak load situations;

· further development of the functional capacity of NCC’s electronic systems, supporting the dynamic development of the MICEX foreign exchange market.

In 2009 NCC continued implementing of the set of measures, aimed at the transaction risk reduction, including but not limited to:

· maximum possible automation of NCC’s activities;

· application of backup subsystems and other technological procedures, allowing to reduce to the extent possible the down-time of NCC’s systems from the moment of the system failure up to complete efficiency restoration;

· delimitation of access rights of NCC’s employees both to the systems of automated data processing and informational resources and to the information inside them, which grants the said access only to the extent necessary for performance of their employment duties. 

The transaction risk management system of NCC involves collection and registration of the information on risk events and the losses related to them, evaluation of the exposure, determination of the amount of capital, reserved as its coverage. There was much work in progress on development of the procedures for description of internal processes, systematization of current subdivisions plans on the measures for the cases of failures of internal processes or systems and recuperation of their operating functions.

In the reporting period were restarted works on NCC transaction risk insurance and obtaining of the BBB policy. The budgetary plan for 2010 includes the item of expenditure for conclusion of an appropriate contract. 
In December 2009 NCC took part in a questionnaire of the transaction risk management system, conducted by the Bank of Russia. On the basis of the questionnaire results there were developed measures for further development of the transaction risk management system.

· Other non-economic risks
The legal risk management in NCC was carried out on the basis of principle of distribution of powers and responsibility of the Supervisory Board, Chairman of the Board of Directors, and other management bodies, separate subdivisions and officers. The mentioned powers distribution is formalized in the Charter, Regulations on the Supervisory Board, the Board of Directors, Risk Management Committee, Committee for Risks under NCC Board of Directors, and in the regulations on organization departments and in the employees’ job descriptions.
NCC has organized timely provision of information to the Bank’s organization departments and employees on the requirements of the legislation of the Russian Federation, regulations and standards of the Bank of Russia and other government authorities, as well as internal regulatory documents of the Bank.

The increased attention was paid to the analyses of notes and complaints of trading participants and counterparties, and to the measures, aimed at prevention of the situations that might result in actions against NCC on the part of the regulatory and supervisory bodies, in arising of legal claims.

There are standard forms of contracts and other documents developed for the optimization of the legal risk management. The legal department and other departments of the Bank within the limits of their competence were monitoring compliance of the documents with the requirements of the Russian Federation legislation.

In order to manage reputational risk NCC implements the following measures aimed at crafting of NCC image as a stable, transparent, efficient and high technology clearing and credit organization:

- following an appropriate information policy, including publishing of information related to NCC on its web site and in mass media;

- the participation in topical conferences, organization of working meetings with trading participants, current cooperation with trading participants, regulators, national and international organizations and associations in the sphere of clearing and risk management;

- posting on NCC web site of public financial statements, including on the operating results for the reporting period and on compliance with the statutory requirements;

- settlement of disputes with trading participants in the regular course of operations;

- monitoring compliance with the requirements of the Federal Law Concerning the Counteraction of the Legitimization (Laundering) of the Proceeds of Crime and the Financing of Terrorism.

Due to the integrated and purposeful work on risk management in 2009 NCC could completely perform functions of a clearing centre and a central counterparty in the MICEX foreign exchange market, cope with the after-effects of the financial markets fluctuation, discover in due time arising risks, make their proper evaluation and minimization, ensure continuity of settlements on clearing and secure placement of free cash. 
Main features of risk management system 
	Complex and centralized risk management 
	
	Economic risks
	
	Central Counterparty risk 

	Unified methodological framework and cooperation within MICEX GROUP (KR NCC)
	
	VaR – evaluation
	
	Complying with BIS recommendations and EACH standards

	Quantitative assessment of major risks 
	
	GAP – analyses 
	
	Internal rating system of MICEX Group 

	Aggregation of risks and determination of capital adequacy
	
	Management reporting
	
	Unified database of traders and foreign exchange market

	External and internal audit 
	
	Stress-testing
	
	Complex examination and control, interaction with UAKR MICEX

	
	
	
	
	

	
	
	
	
	Credit risk

	
	
	
	
	Risk assessment, satisfying the requirements of the Bank of Russia. Phase-by-phase implementation of Basel II approaches

	
	
	
	
	Internal rating system of MICEX Group 

	
	
	
	
	Complex examination and control, interaction with UAKR MICEX

	
	
	
	
	

	
	
	
	
	Liquidity risk

	
	
	
	
	Short-term liquidity management (CCO NCC)

	
	
	
	
	Management of medium-term and long-term liquidity through limits structure and terms of placement (AMC NCC)

	
	
	
	
	

	
	
	
	
	Market risks

	
	
	
	
	Management through limits structure, differentiation of operation types and group of issuers

	
	
	
	
	Assessment of the following risks: interest, price, currency risks

	
	
	
	
	

	
	
	Non-economic risks
	
	Transaction risk 

	
	
	
	
	Assessment in compliance with basic approach of Basel II

	
	
	
	
	Risk insurance according to BBB program (in the scope of work)

	
	
	
	
	Presence of going concern plan 

	
	
	
	
	System of collection and registration of the information on risk events 

	
	
	
	
	

	
	
	
	
	Other manageable non-economic risks

	
	
	
	
	Legal risk

	
	
	
	
	Reputational risk


NCC Development Prospects 
In accordance with the Development Strategy of MICEX Group for 2009-2011 in the Group in 2010 it is planned to execute a number of large projects in the sphere of development of clearing activities with participation of CJSC JSCB National Clearing Centre.

[image: image4]
(fig. 1) 

One of the most important development projects of NCC’s clearing activities is establishment on the basis of the Bank of a clearing centre, functioning as a central counterparty in all markets of MICEX in respect of all transactions with partial or full collateral by means of unified clearing platform. 

At the first stage (2010) (fig. 1), it is planned to implement a project involving transferring to NCC the functions of a clearing organization and a central counterparty in the MICEX Forward Market. The project will lead to technological and organizational reserve for NCC’s rendering clearing services to the participants of the Forward and Foreign exchange markets of MICEX on the terms of unified collateral, unified limit, and a unified position of a clearing participant following clearing results in these two markets. Liquid instruments of the MICEX Forward Market in MICEX, whose basic asset is foreign currency, in case of combination with the MICEX foreign exchange market will give clearing participants a chance to vary their trade strategies, and reduce expenses related to operating process. 

At the second stage (2011) (fig. 1) it is supposed that NCC will be given the functions of a clearing organization and central counterparty, as well as the function of performing unified clearing for the participants of the Forward, Foreign exchange and Securities market of MICEX Group, that implies: unified collateral, unified limit for transactions in these markets, and a unified position following clearing results. Establishment of the unified clearing in all markets of MICEX Group will come along with the development of new technologies of the unified clearing platform, supported by the international standards of clearing services and risk management. 
The high technology and secure clearing centre developed on the basis of NCC will provide the securities market participants with a possibility to extend their investment opportunities, to increase the number of traded instruments, to obtain further facilities in respect of settlements and clearing by means of liquidity attraction and the work with a unified collateral in all major markets of MICEX Group.

In the short term it is planned to implement three projects in the MICEX foreign exchange market. The first project (second quarter of 2010) (fig. 1) provides for implementation of an additional (third) carrying mode of an additional session, providing a transfer of a position of a defaulting participant to the next trading day due to a swap transaction made by NCC and this participant. Implementation of this mechanism will allow doing without an additional session, thus sufficiently reducing the costs of clearing participants, at the same time ensuring performing by NCC of its obligations following clearing results in the UTS towards non-defaulting clearing participants.

As of the end of the second quarter of 2010 it is planned to implement the project in which settlements with the participants of the MICEX foreign exchange market (both with Moscow, and regional) following clearing results in the UTS will be made by means of BEUP system. In this regard NCC will on its own perform operational liquidity management without application of the Settlement session mechanism. Implementation of this project will allow to reduce the performance periods in respect of NCC’s liabilities in Russian roubles, and will provide technological conditions for prolongation of the trading for regional participants to the time periods set for Moscow participants.

One of the most important tasks of NCC is establishment of a centralized risk management system (RMS), one for all exchanging markets of MICEX Group and being in conformity with the international standards. Within this direction the following innovations are planned to be introduced in the MICEX foreign exchange market at the end of 2010:

· a participant will be entitled to deposit as a security any of the three currencies: US dollars and/or Euro and/or Russian roubles (including any combinations of the above) and get a trading limit for transactions in the UTS with any of the main currency pairs (USD/RUB, EUR/RUB, EUR/USD);

· the distribution of net-transaction limit (currently used only in respect of USD/RUB transactions) of the market participants, being the members of the Risk Covering Fund, for the transactions with EUR/RUB and EUR/USD pairs;

· the optimization of the market participants payments by way of calculation, following clearing results in the UTS for each market participant, of one net obligation or net-claim for each currency (US dollars, Euro, Russian roubles) in respect of all transactions with the mentioned currencies;

· the reduction for the market participants of deposit amounts due to NCC’s portfolio approach to calculation of the required collateral for the transactions made in the MICEX foreign exchange market;

· time synchronization of close of trading by the currency pairs USD/RUB, EUR/RUB and EUR/USD (i.e. setting of universal time for close of trading for regional and Moscow participants in respect of all currency pairs (USD/RUB, EUR/RUB, EUR/USD) - 15:00 MSK);

· the provision of market participants with a possibility of prompt receipt of cash assets (as a security and/or for performance of obligations following clearing results) in US dollars and/or Euro and/or Russian roubles by means of repurchase transactions made with NCC.

The implementation of the shaped plans and projects in 2010 – 2011 will let MICEX Group and NCC, in particular, reinforce its positions as a leading infrastructure holding in the Russian financial market, and NCC - its positions as a clearing organization, operating in compliance with the international standards. Thus it will be a major step to formation of infrastructural basement for establishment of International Financial Centre in Moscow.

On Observance of the Corporate Code of Conduct
CJSC JSCB National Clearing Centre in the reporting period paid much attention to improvement of the corporate governance level, viewing it to be one of the most important steps on the way to achievement of NCC’s strategic objectives. 

In doing so NCC is following the best practices and corporate governance standards and admits that corporate governance is a necessary condition of efficiency and success of its financial and operational activities, guarantee of implementation of new projects and business dimensions. The measures taken for the development of corporate governance system of the Bank are based on the recommendations of the Corporate Code of Conduct, approved at the session of the RF Government dated November 28, 2001 (Decree of FCSM of the Russian Federation dated April 04, 2002 No. 421/r), recommendations of the Bank of Russia and Basel Committee for Banking Supervision, accepted in the international practices principles of corporate governance, worked out by the Organization for Economic Cooperation and Development (OECD) and other generally accepted standards. 

Corporate governance of CJSC JSCB National Clearing Centre is a set of arrangements and corporate procedures that provide an appropriate balance between a shareholder’s rights and steps taken by the Supervision Board and executive bodies in the course of the management of NCC.

Corporate conduct in NCC is based on the respect to rights and legal interests of a shareholder and is conductive to the efficient operation of NCC including assets value gain and maintaining financial stability and profitability.

NCC is committed to the following principles of the Corporate Code of Conduct:

- the practice of corporate conduct gives a shareholder a viable possibility to exercise its rights, related to the participation in CJSC JSCB National Clearing Centre;

- NCC’s shareholder is provided with secure and efficient methods of keeping ownership record of the shares, and with a possibility of free and prompt carve-out of their shares;

- a shareholder is provided with the possibility to take part in the governance of CJSC JSCB National Clearing Centre by means of making decisions on the most acute operating issues on the General Meeting of Shareholders;

- NCC’s shareholder can regularly and in due time get full and accurate information on NCC, including information on the Bank’s financial position, operating results, as well as on materials facts, influencing financial and operating activities.
A shareholder of CJSC JSCB National Clearing Centre is granted access to the information in accordance with the current legislation of the Russian Federation. 

The practice of the Supervisory Board work shows a high level of involvement of the members of the Supervisory Board in the strategic management of NCC and efficient control on its part on the activities of the Board of directors and the Chairman of CJSC JSCB National Clearing Centre. 

The Supervisory Board consists of highly professional managers having necessary knowledge and competence for solving long-term strategic tasks of NCC’s development and considerable experience in collegiate bodies. Members of the Supervisory Board of CJSC JSCB National Clearing Centre are reporting to NCC’s shareholder. 

In order to ensure adoption of high-quality and timely decisions there are the Committee on Budget of the Supervisory Board of CJSC JSCB National Clearing Centre and HR and Remuneration Committee of the Supervisory Board of CJSC JSCB National Clearing Centre under NCC Supervisory Board. 

The practice of corporate conduct in NCC provides the Board of Directors and its Chairman with a possibility to manage in reasonable manner and in good faith, exceptionally in favour of the Bank, current operations, and reporting of these bodies to the Supervisory Board and General Meeting of Shareholders. The Board of Directors and its Chairman make arrangements for execution of the decisions of the General Meeting of Shareholders and Supervisory Board. The Chairman of the Board is liable for execution of the Supervisory Board decisions, and reports on a quarterly basis to NCC’s Supervisory Board. The Articles of Association of CJSC JSCB National Clearing Centre that the Supervisory Board is entitled to suspend the authorities of the Chairman of the Board, appointed by the General Meeting of Shareholders. 

Operations of CJSC JSCB National Clearing Centre are characterized by control on the usage of confidential information. NCC disclose on a timely basis full and reliable information, including that on the financial position, economic variables, structure of ownership and management on the basis of principles of equality of rights of all interested parties to obtain information, taking into account the regulations as stipulated by applicable legislation, standards and requirements. 
NCC discloses financial statements in accordance with the Russian and international standards. Following the transparency principle, NCC discloses additional information on its operations that may be sufficient for a shareholder, investors and other interested parties, preserving an appropriate balance between NCC’s openness and protection of its commercial interests. 
For disclosure of information NCC uses the methods and practices most convenient for addressees. The maximum possible amount of information is placed on the corporate web site (www.nkcbank.ru). NCC discloses information via mass media. Each significant event or action of NCC comes along with press-releases in the mass-media. 
Financial and operating activities of CJSC JSCB National Clearing Centre are controlled by the Supervisory Board, Audit Commission, external auditor and the Internal Control Service of CJSC JSCB National Clearing Centre, which is reporting to the Supervisory Board of the Bank. An external auditor is approved by the General Meeting of Shareholders.

The Bank pays much attention to timely prevention and fair settlement of corporate conflicts. NCC tries to settle corporate conflicts at their early stages by way of negotiations and mutual compromises of its participants, taking into account legitimate interests of all participants.

Internal documents of NCC stipulate the procedures for declaring by the members of NCC executive bodies of presence of conflict of interests and mandatory provision of the information to the Supervisory Board. This practice allows increasing the degree of protection of shareholders’ interests.


The Bank is working on the development of the internal regulatory and legal framework, aimed at implementation of elements of the corporate governance best practice in the work of management and controlling bodies of the Bank. 

In 2009 for the purpose of implementation of the MICEX strategic plans, increasing operating efficiency of departments and management quality NCC was optimizing its organizational model. A stage-by-stage consolidation of operational, administrative functions and risk management functions has been started. The modifications are directed at the well-defined partitions of responsibility in respect of particular directions and forming of chains of command for all NCC structure.
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AVERAGE MONTHLY VOLUME OF TRANSACTIONS OF NCC AS A CENTRAL COUNTERPARTY IN THE MICEX FOREIGN EXCHANGE MARKET
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AVERAGE DAILY REMAINING BALANCES OF THE CLIENTS’ DEPOSITS ON NCC ACCOUNTS
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Modification of additional trading session in the MICEX Foreign Exchange market  
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1. Consolidation of clearing in the Foreign Exchange. Forward and Securities markets of MICEX. (a unified position, single limit, single collateral)


2. NCC acts as a CCP and clearing organization 





NCC starts functioning as clearing organization and CCP  on the Forward market.
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Introduction of a new service providing for possible settlements of the participants  through BEUP 





Modernization of Risk Management System in the foreign exchange market
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