MAJOR PERFORMANCE RESULTS

OF CJSC JSCB NATIONAL CLEARING CENTRE

FOR THE YEAR 2011
 Dear Colleagues!

I am very pleased to use this opportunity to address you again, this time presenting our performance results for the year 2011. 

Firstly, I would like to express my sincere gratitude to all of you for your valuable input into NCC’s development and improvement. The feedback ‘hotline’ facility on our website, along with our business and personal contacts has enabled us to operate within the mainstream of market development in providing convenient, solid and reliable services.

Looking back at what we all have recently achieved, we may feel justifiably pleased with the on going development. The key factor in this positive dynamic has been the implementation of the most important project of the year 2011 - the transfer of the securities market clearing from MICEX to NCC. In the securities market, just as in the currency exchange market, NCC not only renders clearing services but also acts as a central counterparty. The success of this project is the first and most important step towards the significant transformation of the Russian securities market infrastructure. As a result, the preconditions necessary to start a partially collateralized securities trading and the building of a REPO market with a central counterparty has been created. 

The year 2011 was not an easy one and NCC had to operate under unstable market conditions. Yet the Bank has met all market challenges and just as in previous years with no reports of missed deadlines for performance of its obligations to trading participants and clearing members.

The last year was notable for the implementation of an all-new risk management system in the Group’s currency exchange market. This has reduced costs for our trading participants with no impact on the Bank’s risk profile. Our reputation for reliability has been greatly enhanced with the increase of 1st Tier Capital in late 2011 combined with the growth of equity; thanks to NCC’s profitable operation. 

In 2011, NCC was admitted to the Global Association of Central Counterparties (CCP-12). Becoming a member of CCP-12 signifies recognition of NCC’s operational compliance with international standards and recommendations for central counterparties. As a fully-fledged member of the European Association of Clearing Houses – Central Counterparties (EACH), NCC capitalizes on foreign expertise and international practices to improve the infrastructure of the Russian financial market. 

Finally, let me once again express my gratitude to you and your organizations for being with us throughout this time. I hope that next year will be as successful and fruitful for all of us. 
Sincerely yours, 

Alexey Khavin 

Chairman of the Board 

CJSC JSCB National Clearing Centre
1. General information
CJSC JSCB National Clearing Centre (hereinafter the "Bank", NCC) was founded in 2005 pursuant to the resolution of the General Meeting of Founders and registered in the Interdistrict Federal Tax Service Office No. 50 for the City of Moscow on 30 May 2006 (Legal entity state registration certificate series 77 No. 010075586 of 30 May 2006, Primary State Registration Number – 1067711004481).

On 30 May 2006 the Bank was granted the Bank of Russia Credit Institution State Registration Certificate of No. 3466, and on 16 August 2006 – the Bank of Russia Licence for Russian rouble and foreign currency bank transactions (with no right to attract deposits from private individuals) No. 3466 of 16 August 2006. 

Full name of CJSC JSCB National Clearing Centre: 

 - in Russian – Акционерный Коммерческий Банк "Национальный Клиринговый Центр" (Закрытое акционерное общество) ("Aktsionerny Commerchesky Bank 'Natsionalny Cliringovy Tsentr'" (Zakrytoe aktsionernoe obschestvo));

 - in English – Bank “National Clearing Centre” Closed joint-stock company.

 Short name of the Bank:

- in Russian – ЗАО АКБ "Национальный Клиринговый Центр" (ZAO AKB "Natsionalny Cliringovy Tsentr", CJSC JSCB National Clearing Centre).

Place of business:

13 Bolshoy Kislovsky Lane, Moscow
Mailing address:

13 Bolshoy Kislovsky Lane, Moscow, 125009

Pursuant to the resolution of the Board of CJSC JSCB National Clearing Centre, the Additional Office of CJSC JSCB National Clearing Centre was opened in 2008 at the following address: Bldg.1, 13 Mashkova St., Moscow.


Pursuant to the resolution of the Board of CJSC JSCB National Clearing Centre, in 2011, the Additional Office was relocated to the following address: Bldg.8, 1/13 Sredny Kislovsky Lane, Moscow, 125009.

Management bodies.

According to the CJSC JSCB National Clearing Centre Articles of Association, the management bodies are as follows:

· General Meeting of Shareholders – supreme management body;

· Supervisory Board – the management body performing overall administration of the Bank's activities; Supervisory Board members are elected by the General Meeting of Shareholders until the next annual General Meeting of Shareholders;

· Chairperson of the Board (the sole executive body) – management body in charge of the current NCC's operations, is elected by the General Meeting of Shareholders for the time period set by the shareholders, but no more than 5 years; 

· Board (collective executive body) – management body in charge of the current NCC's operations; the board members are elected by the Supervisory Board; the board members' term in office is set by the Supervisory Board but no more than 5 years.

The independent auditor of CJSC JSCB National Clearing Centre for the year 2011 in accordance with the sole shareholder's resolution is CJSC Ernst & Young Vneshaudit.

Besides the banking licence, CJSC JSCB National Clearing Centre holds the following licences:

1. License of a professional security market participant entitled to perform clearing transactions, issued by the Federal Financial Market Service.

2. License for encryption (cryptographic) tool maintenance, issued by the Federal Security Service of the Russian Federation Centre for licensing, certification and protecting national security information.

3. License for encryption services, issued by the Federal Security Service of the Russian Federation Centre for licensing, certification and protecting national security information.

4. License for encryption (cryptographic) tool distribution, issued by the Federal Security Service of the Russian Federation Centre for licensing, certification and protecting national security information.

2. Structure of authorised capital and shareholders‘ equity 
1. Structure of authorised capital.

At the time of the NCC incorporation, the General Meeting of Founders approved the authorised capital of the Bank at 235,000 thousand roubles, divided into 235,000 registered ordinary shares with the par value of 1,000 roubles each. 

In 2006-2010 the authorised capital of the Bank was increased from 235 million to 4.435 billion roubles via allocation of additional registered uncertified ordinary shares of CJSC JSCB National Clearing Centre.

On 3 October 2011 CJSC MICEX, being its sole shareholder, decided to increase the authorised capital from 4.435 to 6.170 billion roubles. 

Within the issuance procedure performed on 12 October 2011 the Supervisory Board  approved  the additional issuance of 1.735 million of registered ordinary shares, registered by the Credit Institution Licensing and Financial Rehabilitation Department of the Bank of Russia on 07 November 2011.

On 15 November 2011 CJSC JSCB National Clearing Centre and Closed Joint-Stock Company Moscow Interbank Currency Exchange entered into a security sales agreement. The additional closed subscription included placement of 1,735,000 registered uncertified ordinary shares with the par value of 1,000 roubles each (at the placing price of 1,000 roubles). 

On 30 November 2011 the Credit Institution Licensing and Financial Rehabilitation Department of the Bank of Russia registered the Additional Security Issuance Report.

On 07 December 2011 the Moscow Central Territorial Department of the Bank of Russia received a set of documents required for state registration of the changes
 made in the Articles of Association as a result of the authorised capital increase.

2. Shareholders.
As of 31 December 2011, CJSC JSCB National Clearing Centre shareholders' register contained one entry – Open Joint-Stock Company MICEX-RTS (renamed from Closed Joint-Stock Company Moscow Interbank Currency Exchange)

CJSC JSCB National Clearing Centre keeps its own shareholders' register.

3. Industry position of CJSC JSCB National Clearing Centre
In 2011 CJSC JSCB National Clearing Centre registered business expansion, successful implementation of projects and financial growth. The NCC carried out its operations pursuant to the OJSC MICEX-RTS board of directors' resolutions, annual and long-term plans, focusing on the following tasks:
· clearing development and Group exchange market service range expansion;

· enhancement of the risk management system;

· increase of authorised capital and growth of the Bank's capitalization;

· automation of the Bank's operations based on the development and implementation of new technologies;

· promotion of international cooperation. 

Last year's major events are as follows:

· transferring the securities market clearing from CJSC MICEX to CJSC JSCB National Clearing Centre;

· introducing a new risk management system at the MICEX-RTS Group's currency market;

· increase of authorised capital and growth of the Bank's capitalization;

· NCC's admission into the International Association of Central Counterparties – CCP 12.

Transferring the securities market clearing from CJSC MICEX to NCC
In November 2011 CJSC JSCB National Clearing Centre started clearing the Group securities market, at the same time acting as the central counterparty (CCP). Despite the fact that all MICEX-RTS securities market transactions are currently based on 100% collateralized T+0, this project is a major step forward towards international practice of exchange settlement (based on partially collateralized T+n) trading the most liquid and reliable securities.

Together with the Group securities market clearing transfer, NCC introduced a technology of fund withdrawal to the planned position amount in the course of trading, thus providing the clearing members with more flexible fund management options during the trading session.

Implementation of these projects resulted in significant expansion of CJSC JSCB National Clearing Centre's client base. On 31 December 2011, the number of clearing members totalled 759 financial institutions against 487 on 31 December 2010.
Introducing a new risk management system at the MICEX-RTS Group exchange market
There has been a completely new risk management system (RMS) introduced in the Group exchange market since 2011, which not only reduced the market participants' expenses and transaction costs, but also helped avoid increasing the risks taken by the Bank in this financial market segment.

Along with the large-scale project aimed at implementing the new RMS in 2011, the foreign exchange market participants were offered a number of new tools and services.
Authorised capital increase and Bank capitalization growth
In 2011, the authorised capital of NCC increased from 4,435 million roubles to 6,170 million roubles. NCC's equity increased by 23% during the reporting period as compared to the previous year's performance data and on 1 January 2012 amounted to 9,999.913 million roubles

The increase in the Bank's equity resulted from the profit growth celebrated in 2011. At the end of 2011 CJSC JSCB National Clearing Centre's pre-tax profit increased from 1,118.9 million roubles to 2,432.1 million roubles, net revenue – by 1,561.5 million roubles, and operating costs – by 251.4 million roubles, the after-tax profit – by 1,055.9 million roubles and on 1 January 2012 amounted to 1,916.8 million roubles.
NCC entering the International Association of central counterparties – CCP 12
In September 2011 NCC became a member of the International Association of Central Counterparties – CCP 12. Membership in this organization as well as active participation of NCC in the European Association of Clearing Houses – central counterparties (EACH), allows the Bank to enhance its clearing services and improve the risk management system implementing the standards developed by the International Settlement Bank Committee on Payment and Settlement Systems (CPSS), the International Organization of Securities Commissions (IOSCO) Technical Committee and applied to central counterparties, the most important ones being:

· financial resource sufficient to secure payment under normal as well as extreme market conditions;

· risk management systems for all kinds of central counterparty risks, including the protection mechanisms against potential losses in case of clearing members' default;

· information transparency allowing the clearing members to adequately assess the risks and supervisory authorities to exercise effective control over the central counterparty's operations.

These standards form the basis of specific requirements developed by the Bank of Russia for credit institutions performing the functions of central counterparties.

NCC's compliance with international standards, Bank's self-restraint as for the asset quality and the sound RMS provide good reasons for NCC being granted the "qualified CC" status by the Bank of Russia. If this happens, both the Bank itself and all its credit institutionary clients will be entitled to apply a special statutory requirement calculation procedure for exchange transactions. The main advantage of the new approach shall be transactions performed with the exchange mechanism involving the qualified CC being evaluated as carrying minimal credit risk and therefore not requiring credit institutions to provide substantial capital investment.

The Bank of Russia adopting the corresponding regulation and subsequent qualification of NCC as a central counterparty in all financial market segments will allow the MICEX-RTS Group to implement a number of ambitious projects and virtually remove current capital restrictions applied to NCC in the sphere of futures market clearing transactions and full-value "repurchase agreements with central counterparty".
In 2011 NCC also carried out active preparation to implementation of future projects aimed at:

· MICEX-RTS exchange market clearing development, admission to trading and clearing of instruments with the time period of execution up to 180 days;

· the People's Republic of China currency (Yuan) transaction clearing development, which is an important factor in the development of economic cooperation between Russia and China;

· preparation for the beginning of NCC clearing the OJSC MICEX-RTS futures market;

· clearing integration into various "MICEX-RTS" markets, "convergence" of risk management systems used in the foreign exchange and securities markets;

· improving efficiency of centralized management of the Group's temporarily idle funds, based on the OJSC MICEX-RTS's Unified Treasury;

· expanding the correspondent network and creating an efficient settlement system for obligations calculated in the course of clearing, including the yuan / rouble instrument;

· development and expansion of settlements through the Bank Electronic Payment System (BESP), thus further improving settlement efficiency of the MICEX-RTS exchange market clearing.
4.Main activities
4.1 Exchange market clearing

In 2011, NCC implemented several important projects aimed at improving the efficiency and reliability of the exchange market clearing services performed by the Bank since December 2007.

The major milestone of the year was the new risk management system introduced in the MICEX-RTS Group exchange market to assess the risks of all exchange market instruments.

The main features of the new RMS are as follows:

· a unified collateral (Russian roubles, euro and U.S. dollars in any combination);

· monitoring market risks for all partially collateralized transactions (RUB / USD, RUB / EUR and USD / EUR currency pairs) by applying a single limit set in roubles;

· joint estimation of exchange risks for partially collateralized transactions, taking into account calendar and interproduct spreads;

· rouble limit collateralized by the Risk Covering Fund applied to all partially collateralized transactions;

· adaptive collateral rate, depending on the volatility level based on the exponentially weighted moving average - EWMA;

· SWAP rate is used when collateral is calculated for TOD (T0 settlement) and TOM positions (T+1 settlement) with different directions;
· Collateral for SWAP transaction is calculated based on the SWAP transaction price only (not on the aggregate collateral amount for the first and the second parts of the SWAP);

· transition to the mark-to-market model based on trading results (instead of re-evaluating open position risks, as previously done after conclusion of each partially collateralized transaction).

Apart from the new RMS, there were a number of new instruments and additional services introduced in the exchange market in 2011, including:

· "The Bank of Russia dual currency basket" (BKTRUB_TOM) – a tool which boosted the exchange market trading volumes;

· TOM / SPOT swap - an attractive liquidity management tool for credit institutions and their clients;

· extended trading session for TOM instruments (the closing time is changed from 17:00 to 19:00) – option that allows participants to make payments following their own schedules and "close" positions lacking collateral (thus allowing to enter transactions without increasing the requirements for collateral);

· one net obligation or net claim per clearing member per currency for all transactions entered into, as well as the uniform exchange certificate for all transactions;

· additional UTS session procedure modification in case of a clearing member's failure: an additional Type 2 session to "transfer" its outstanding obligations and requirements to the next day, and Type 1 session – to perform forced liquidation of positions of the clearing member failing to timely meet its margin requirements.

"Currency swap" transaction mechanism (additional session Type 2) was introduced as the primary settlement tool in case of clearing member failure to fulfil its obligations to CJSC JSCB National Clearing Centre. It substantially reduced the expenses of the clearing member in this case.

NCC performs partially collateralized clearing of the following exchange market instruments:

	No. 
	Instrument
	Code
	Settlement date (*)

	1. 
	US dollar sale/purchase for Russian roubles 
	USDRUB_TOD
	T+0

	2. 
	US dollar sale/purchase for Russian roubles 
	USDRUB_TOM
	T+1

	3. 
	US dollar SWAP for Russian roubles
	USD_TODTOM
	T+0 / T+1

	4. 
	US dollar SWAP for Russian roubles
	USD_TOMSPT
	T+1 / T+2

	5. 
	Euro sale/purchase for Russian roubles 
	EURRUB_TOD
	T+0

	6. 
	Euro sale/purchase for Russian roubles 
	EURRUB_TOM
	T+1

	7. 
	Euro SWAP for Russian roubles
	EUR_TODTOM
	T+0 / T+1

	8. 
	Euro sale/purchase for US dollars
	EURUSD_TOD
	T+0

	9. 
	Euro sale/purchase for US dollars
	EURUSD_TOM
	T+1

	10. 
	Euro SWAP for US dollars
	EURUSD_TODTOM
	T+0 / T+1

	11. 
	Dual currency basket sale/purchase for Russian roubles
	BKTRUB_TOM
	T+1


NCC performs fully collateralized clearing of the following exchange market instruments:

	No. 
	Instrument
	Code
	Settlement  date (*)

	1. 
	Ukrainian hryvnia sale/purchase for Russian roubles
	UAHRUB_TOD
	T+0

	2. 
	Belarusian rouble sale/purchase for Russian roubles 
	BYRRUB_TOD
	T+0

	3. 
	Kazakhstan tenge sale/purchase for Russian roubles
	KZTRUB_TOD
	T+0

	4. 
	Chinese yuan sale/purchase for Russian roubles
	CNYRUB_TOD
	T+0


The new risk management system and efficient clearing service technologies facilitated the "MICEX - RTS" OJSC exchange market appeal and had a positive impact on the Bank's performance statistics for this market segment.

Usually, the share of exchange-traded instrument turnover declines during financial market stability giving way to the OTC segment. However, despite the fact that 2011 was characterized by fairly stable market conditions, the 2010 securities market decline trend was replaced by higher volumes of transactions (see Fig. 1).

It should also be noted that, despite the significant growth of transactions volume in the second half of 2011 (as compared to the second half of 2010), the amount of clearing members' average daily NCC accounts cash balances decreased (see Fig. 2). Thus, the new risk management system introduced in May 2011 allowed market participants to increase the volume of transactions while reducing the required collateral.

All these indicate correctness of the selected development priorities chosen by NCC and demonstrate its increased efficiency as a central counterparty clearing institution.
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4.2. Securities market clearing

After clearing function for securities market was transferred to NCC, the Bank performs market clearing with the following characteristics:

· clearing of fully collateralized, partially collateralized and non-collateralized  transactions;

· with and without central counterparty;

· multilateral and bilateral clearing;

· settlements in Russian roubles and foreign currency.

· cleared transactions are settled after and during trading.

Central counterparties are involved in fully collateralized and multilaterally cleared security purchase and sale transactions with T+0 settlement only (except for security distribution and repurchase transactions), including foreign currency transactions.

Non-collateralized transactions (negotiated transaction mode, repurchase) are concluded without a central counterparty. Such transactions are subject to multilateral clearing together with transactions involving central counterparties and the OTC repurchase transactions conducted by the Bank of Russia.

In all cases accounts are settled on a "delivery vs. payment" basis.

NCC clears transactions settled at the clearing members' and their clients' expense, as well as employing the funds held in trust by the clearing members.

Introduced together with the clearing function transfer to NCC, the technology of fund withdrawal to the planned position amount in the course of trading provided the clearing members with the following options:

· fund withdrawal in the course of trading to the planned position amount (the planned position shows funds deposited by the clearing member, or payable to them under verified collateralized transactions);

· fully collateralized transactions made under simple clearing conditions (with the Z0 settlement code) and urgent execution reports using the planned position funds.

This technology, in particular, allows a clearing member who has entered into a multilaterally cleared fully collateralized security sale transaction (with the T0 settlement code) to withdraw the money immediately after the transaction (without waiting for clearing after the trading day).

Another important securities market clearing development project was introduction of the technology "Clearing members' trading depository account transaction power of attorney withdrawal" “Conducting operations on depositary accounts of clearing members without power of attorney” which enables:

· reducing the risks of settlement failure due to NCC lacking the power to carry out operations on trading depository accounts of clearing members at NSD NCO CJSC due to termination or withdrawal of the power of attorney;

· reducing the clearing members', NCC's and NSD NCO CJSC's costs of creating, presenting, and constant monitoring of expiry dates of the above powers of attorney.

NCC clears securities market transactions with the following settlement codes:

	Settlement code
	Transactions
	Settlement
date
	Collateral control procedure
	Clearing

	T0
	Purchase and sale
	T+0
	At the order submission
	multilateral, fully collateralized

	B0-B30
	Purchase and sale
	T+0 – T+30
	At the execution report submission
	non-collateralized

	K0
	Purchase and sale
	T+0
	At the order execution 
	multilateral, fully collateralized

	Z0
	Purchase and sale
	T+0
	At the order submission
	simple, fully collateralized

	Rb
	Repurchase
	Part 1 - T+0;

Part 2 – T+k, k – term of repurchase
	Part 1 - at the order submission; 

Part 2 - at the execution report submission
	Part 1 – multilateral, fully collateralized; Part 2 – non-collateralized

	Z0
	Repurchase
	Part 1 - T+0;

Part 2 – T+k, k – term of repurchase
	Part 1 - at the order submission; 

Part 2 - at the execution report submission
	Part 1 – simple, fully collateralized; Part 2 – non-collateralized

	S0-S2
	Repurchase
	Part 1 - T+0 – T+2;

Part 2 – T+0+k – T+2+k, K – term of repurchase
	Each part - at the execution report submission
	Each part - non-collateralized


The fast introduction of new clearing services and mentioned above growth dynamics represent a practical proof of the MICEX-RTS Group's long-term strategy success. This strategy provides for a NCC-based clearing centre rendering clearing services in all securities markets of the Group.

5. Financial market transactions

In 2011 NCC has been performing the tasks of improving efficiency of MICEX-RTS Group's equity and temporarily available funds management. This process has been executed in accordance with the Bank “National Clearing Centre” CJSC “Investment Assets Formation Criteria (Principles)” and relevant Supervisory Board resolutions.

The reporting year saw an increase in rouble-denominated liabilities of NCC. Thus, the amount of NCC's equity increased from 8,126 million (as of 31 December 2010) to 10,123 million roubles (as of 01 January 2012). The average annual clearing members' rouble deposits increased from 11,039 million roubles in 2010 to 14,241 million roubles in 2011, and the average amount of the MICEX Group deposits increased from 1,308 million in 2010 to 5,828 million roubles in 2011.

The growth of the liability base combined with implementation of the consistent liquidity management principles in the MICEX- RTS Group increased the NCC's rouble bond portfolio from 11,396 million roubles (as of 01 January 2011) to 23,487 million roubles as of 01 January 2012.

Despite a significant portfolio increase, in 2011, NCC remained an active interbank market participant. Thus, the roubles deposit volume remained virtually unchanged at an average of 6,494 million roubles in 2011 against 6,943 million roubles in 2010.

The clearing participants' average annual foreign currency deposit amount decreased from 2,564 million U.S. dollars and 525 million euro in 2010 to 2,198 million U.S. dollars and 364 million euro respectively in 2011.

Despite the decline in foreign currency liabilities, their volume remained rather high. In 2011 NCC's foreign currency assets were substantially diversified by reducing the proportion of funds on correspondent accounts. Thus, the foreign currency bond portfolio increased significantly – from 50.1 million U.S. dollars in 2010 to 185.7 million U.S. dollars and 19.9 million euro in 2011.

Besides the above facts, in 2011 NCC started OTC repurchase transactions with Eurobonds issued in Russia in order to diversify foreign currency assets and pursuant to the measures taken to establish a default-management securities market infrastructure. The volume of these transactions reached 14.6 million U.S. dollars by the end of 2011.

The increase in securities portfolio, interbank market and repurchase transactions followed the the Bank “National Clearing Centre” CJSC “Investment Assets Formation Criteria (Principles)”providing significant limitations in terms of risk-taking, including:

· maximum maturity of portfolio bonds - 5 years;

· maximum term of reverse repurchase agreements and currency swap transactions - 0.5 years;

· bond portfolio including only the issuers whose bonds are put on the Bank of Russia Lombard List;

· •minimum "BB-" counterparties' (issuers') Standard & Poor's credit rating or similar rating of other international rating agencies (in relation to the credit rating of Russia).

Investment assets were formed taking into account the Investment Declaration restrictions, setting, inter alia, the maximum portfolio value (35 billion) and the average portfolio duration (1.5 years).

Given the significant amount of money deposited by clearing member to support foreign currency transactions, special attention during the reporting year was paid to providing liquidity using both MICEX-RTS Group's and external sources. That activity was of particular importance in light of the ongoing MICEX and RTS integration process, which significantly changed the quantitative parameters of the MICEX-RTS Group's cash flows.

In order to secure NCC liquidity, the Addendum to the Bank of Russia General Loan Agreement was signed. According to the Addendum the size of the credit facility granted by the Bank of Russia against securities pledge was increased from 10 to 30 billion roubles in 2011.

There was also great work performed to expand the range of NCC's interbank market counterparties. At present, NCC cooperates with over 40 Russian and foreign credit institutions and financial companies pursuant to general agreements for foreign exchange, money market and the securities market transaction. This resulted in significant increase in the total amount of the limits set by counterparties at NCC.

NCC's long-term plans include further expansion of additional funding mechanisms, completion of a unified MICEX-RTS Group liquidity management system and increasing its efficiency to ensure reliable operation of all trading platforms.

6. Risk management

During the reporting period, NCC exercised one of its main functions as a clearing house and central counterparty - risk management for different markets on MICEX-RTS. The Bank's risk management team was committed and constantly working to improve transparency by regular reporting to the Supervisory Board and the Management Board. The Bank’s risk management issues were constantly monitored by the Supervisory Board paying special attention to market and operational risks.

As a result of the measures taken, NCC's risk management system developed rapidly and underwent significant structural changes. The Bank carried out the work on development of risk management processes aimed at improving the efficiency and quality of risk management systems, developing and implementing specialized, cost-effective risk assessment models and developing the risk management policies. The risk management policies have been revised and updated. Systematic application of updated framework began in May 2011.

The main risk factors affecting NCC’s activities as the CCP on the MICEX-RTS FX market and the banking institution in the reporting period included:

· reduced Central Bank intervention in the FX market (widening the corridor of the EUR-USD basket against ruble as a part of the shift to the inflation targeting policy);

· increased Central Bank's capital requirements to Russian banking institutions;

· increased European financial authorities' capital requirements to European banking institutions;

· increased probability of mass European banking sector write-downs of the troubled euro area member states' sovereign debts, "chain defaults" in the global financial system;

· continuing strong seasonal nature of the foreign exchange market activity associated with the seasonal character of the Russian banking sector and industry foreign liability payments.

FX market risks

The risks in MICEX-RTS FX market are mitigated via the system of requirements to clearing members, the rate limit mechanism, the limit system, the collateralized transaction system (pre-deposit of cash and risk coverage using a common guarantee fund), the clearing members' position security control mechanism, the outstanding obligation settlement mechanism (Additional UTS sessions), advance payment to the Bank for clearing services provided.

The successful implementation of the project "New MICEX exchange market risk management system" on the FX market in May 2011 brought about a change in the collateral rates, limit control technology, calculation of position and obligations / claims of the participants. The implementation of this project was also aimed at reducing the MICEX-RTS FX market participants' costs associated with their transactions therein, as well as their trading risks.

Besides providing the members with the possibility of rolling positions through the 2011 - 2012 New Year holidays by performing swap transactions for each currency pair (except for non-convertible currencies and the Chinese yuan / Russian rouble pair) on 29 December 2011 the MICEX-RTS currency exchange market introduced new NYH instruments with the settlement date of 10 January 2012. The first part of such swaps was TOM instrument transactions (with the settlement date of 30 January 2011) for the corresponding currency pairs, the second part – the NYH instrument transactions (with the settlement date of 10 January 2012).

The current exchange transaction security mechanism not only provides for advance cash collateral deposited by the trading participants, but also establishes a Common Guarantee Fund (the Risk Covering Fund – RCF) at the NCC at participants' expense. RCF participation is allowed to those traders who meet certain additional requirements, the equity (capital) value above all.

RCF reduces collateral requirements for transactions within the set limits secured by the fund, but NCC takes the risks in case of mass defaults.

The RCF did not change significantly during 2011 and amounted to 14.2 million U.S. dollars, which made it possible to maintain the desired collateralization level of foreign exchange transactions entered into by the fund members. Stress testing of the CCP confirms that RCF is sufficient to cover the members defaults in stress-scenarios developed in accordance with the recommendations of the Bank for International Settlements .

All RCF limits were quarterly revised. Monthly revision was performed with regard to the members non-complying with the requirements. Immediate revision was performed when a fund member showed increased risk evidence.

In the reporting period special attention was paid to monitoring the trading participants' financial condition, which allowed NCC to identify and respond to any problems participant might have. The monitoring resulted in NCC applying transaction restrictions to troubled participants including the reduction and closure of the limits secured by the fund, partial or complete suspension of clearing services.

Monitoring the exchange trading participants' financial condition involves expert (qualitative) and formal (quantitative, score and weight, based on the analysis of financial and other performance indicators) assessment of their creditworthiness, in accordance with the "CJSC JSCB National Clearing Centre internal counterparty rating technique", approved by the Supervisory Board of the Bank.

The expert (qualitative) counterparty assessment involves analysing its activities based on ownership information, business development, market positions in certain industry and market segments, regional network development, its stock price changing, as well as its credit history, including transactions made in the MICEX-RTS Group's securities markets.

NCC uses the internal rating methodology, which is a universal tool to assess counterparties and limit the bank’s asset-side transactions and create provisions for possible losses.

The above measures allowed NCC to ensure reliable settlement of FX transactions, timely response to the deterioration of members’ financial conditions and efficient forecasting of their insolvency, adequate risk coverage level and, consequently, absence of losses due to delayed performance or non-performance by individual members.

Credit risk

Credit risk management in 2011 was carried out pursuant to development plans, taking into account new technologies, stock trading growth, and enhancement of the instrument range for Bank’s own transactions.

Credit risk is the risk of potential losses due to non-performance, late or incomplete performance of contractual financial obligations by the Bank's counterparties. Non-performance of participants’ obligations arising out of exchange-based trades is considered as participant's default, with its recognition criteria and default management procedures set in the Bank's and the MICEX-RTS Group's internal documents.

Credit risk management by NCC acting as the Group's FX market central counterparty and involved in investment of available cash, includes the following elements:

· participant requirements for access to trading and clearing services;

· system of limits that govern the participants' ability to open positions when entering into FX market transactions;

· individual collateral requirements to cover possible losses in case of default on their obligations;

· collateral adequacy control;

· creating collective funds from members' contributions or the Group's equity;

· settlement procedures in case of default to minimize losses;

· treasury positions limit system to reduce the risks of investment activity;

· credit risk assessment, which includes internal rating, individual counterparty/clearing participant credit risk assessment.

The credit risk control mechanisms employed by NCC for exchange-based transactions meet the risk reduction standards recommended by international regulators to organized market infrastructures.

Credit risk associated with the use of available cash is reduced at the stage of setting limits determining the aggregate counterparty risk amount by type of treasury transactions. The limits are set taking into account the counterparty internal rating results, international credit ratings, exposure rate limits per borrower or group of related borrowers (H6). Transaction limits secure compliance with the requirements of the Bank's conservative lending policy based on the principle of priority of repayment over the revenue.

Limits are revised on a quarterly basis, with an ongoing operational control of credit risk for transactions performed within the limits. The limit control was carried out by the Risk Management Centre, Treasury Operations Centre's back-office and the Office of Internal Control (during scheduled inspections). There were no violations of the established limits identified during the reporting period. The Risk Management Centre was reviewing the current positions vs. the limits on a quarterly basis and was making proposal to reduce or close limits, depending on the demand, as well as in the case of negative events that might have some influence on the counterparty ability to.fulfil its obligations to the CJSC JSCB National Clearing Centre. 

Credit risk assessment was carried out on the portfolio and individual basis, using qualitative and quantitative (formal) assessment methods.

Individual (qualitative) assessment of credit risk is carried out for different groups of counterparties (credit institutions, finance companies, corporations, RF subjects) under "Guidelines for assessing the credit risk of counterparties / issuers of securities for investment purposes and setting limits on treasury transactions ".

During the year the Bank improved its expected internal loss rating system for the counterparty credit risk. The current internal rating model was checked for compliance with the regulatory standards. Its parameters were compared with industry average parameters. In particular, to increase the objectivity of credit risk assessment, the "CJSC JSCB National Clearing Centre internal counterparty rating technique" was refined as to individual performance indicator calculation for financial companies, non-resident banks (EurAsEC banks) and non-bank credit institutions (NCIs).

The Bank's internal documents provided for the following credit risk assessment frequency:

· portfolio - monthly;

· individual assessment - monthly or more frequently as required (for example, new section members' admission, new RCF members' admission, establishing limits for the new members);

· internal ratings - on a quarterly basis;

· stress testing – monthly.

Almost all the assets subject to required reserves in accordance with the Bank of Russia requirements have been granted the top quality Category I (99% of credit risk bearing assets) as of the balance sheet date. Asset distribution by long-term credit ratings given by international rating agencies looks as follows: 46.9% of credit risk bearing assets are rated at least "A" according to S&P classification; 28.2% - at least "BBB-". The main share of the above assets is comprised of correspondent account balances with settlement banks.

Liquidity risk

CJSC JSCB National Clearing Centre traditionally kept to the most conservative liquidity management policy during the reporting period in order to provide reliable clearing and settlement.

The NCC liabilities structure is characterized by a high proportion of funds in the "on demand" accounts.

The Bank's investment assets are divided into the following target groups:

· assets in the amount of funds generated as a result of clearing transactions, except for common RCF funds (hereinafter - the clearing assets);

· assets in the amount equivalent to the common RCF funds;

· assets in the amount of NCC own and raised (outside of the clearing activities) funds.

Correspondent account liquidity management procedures are fully documented. The Bank's approach to managing liquidity is to ensure full and timely performance of obligations under normal market conditions and in the case of unforeseen emergencies, without incurring unacceptable losses and damaging the reputation. Liquidity risk management was performed in the framework of a comprehensive stress testing.

Management purposes require a more detailed liquidity analysis making use of clarifying adjustments of the Bank's assets and liabilities composition, amounts and maturity shown in financial statements. This procedure also involves forecasting client fund outflow parameters (using the elements of stress testing, VaR statistical models and indicators). The report made allows to manage the NCC assets and liabilities structure based on liquidity gap comparison with the backup liquidity sources. Unlike a comprehensive stress test, this work does not provide a quantitative liquidity risk assessment but is aimed at closing liquidity gaps in advance by adjusting the available cash distribution. This approach reduces the likelihood of the Bank appealing to external, sometimes relatively expensive sources of liquidity.

Instant liquidity is managed by the Treasury in real time based on the payment schedule, using measures for  optimizing cash flows, improving operational regulations for active transactions, settlements and correspondent relationships.

The liquidity management methods and procedures applied by NCC in 2011 provided for sufficient liquid reserves for reliable settlement on the MICEX-RTS Group's FX and securities markets.

Market risks

Market risk is the possibility of potential losses at the bank’s aggregate portfolio due to adverse changes in the following factors: prices (the price of assets and instruments), currency (exchange rates) and interest rates. Accordingly, market risk includes price (security market) risk, currency risk, interest-rate risk.

The currency risk and the security market risk were assessed using the VaR indicators, interest rate risk – using gap analysis and duration. Market risk analysis was carried out monthly in the framework of comprehensive stress testing and specialized management report preparation. Internal market risk management reporting includes standard reporting forms, as well as an analytical report, which interprets the results and provides risk management recommendations.

Quantitative market risk assessment is taken into account when setting cash distribution limits and open FX position limits, determining the best structural limits.

Currency risk was managed by limiting the open FX positions and estimating their best values. Due to the fact that during the reporting period the total open FX position of the Bank was kept to the minimum, the currency risk taken was insignificant and did not exceed 0.022% of the Bank capital. NCC will continue to follow the policy of currency risk minimization. Quantitative assessment of the security market risk was performed for each issue of securities, groups of securities (government bonds, Russian Federation bonds, corporate bonds) and the total portfolio. The security market risk taken was rather moderate and did not exceed 1.85% of the Bank’s equity. The security market risk change analysis for 2011 shows a minor increase due to the increase in the portfolio as well as significant volatility in the second half of the year, based on the expected debt crisis of the leading euro zone economies.

Evaluation of the security portfolio’s security market risk involved the VaR technique. We analyzed the market liquidity risk of a financial instrument, yield to duration ratio, as well as investment efficiency using the Sharpe indicator. The interest-rate risk for the portfolio of instruments subject to such risk was assessed using PV01 coefficient (basis point price).

The interest rate risk was assessed for all assets sensitive to interest rate changes. The interest rate risk taken during the reporting period did not exceed 0.83% of the Bank's equity and by the end of the year increased slightly due to increased interest rates volatility.

In order to limit market risk NCC invests in fixed income instruments. Among these instruments priority is given to less volatile and more liquid instruments.

Monthly reports for all types of market risks were submitted to the Asset Management Committee and the Board, while the overall summary report form is sent as a notice to the Supervisory Board members.

NCC carried out monthly back-testing of analysis techniques aimed at checking the current parameters and assumptions of the model.

Operational risk
The specific feature of NCC's activity as a clearing centre and the central counterparty in the MICEX-RTS Group's exchange markets is processing a large number of orders, trades and settlement transactions, which creates significant operational risk exposure.
Strong operational risk management framework was built in order to control and reduce high operational risk.

Primarily NCC uses failure-safe information and technological systems for serving exchange infrastructure, the established and reputed transaction procedure monitoring, as well as highly skilled employees. NCC's key information systems benefit from backup channels and capacities, while the Bank has arranged proper electronic information archiving. 

NCC operational risk management framework provides information on risk events and related losses gathering, risk assessment, evaluation of operational risk capital, business continuity plans, clear regulations of transactions based on the possible emergency situation development and consequence analysis. 

Besides risk information analysis, NCC has been carrying out regular self-assessment of operational risks since the year 2011. The self-assessment identifies key operational risks of the Bank and helps to develop measures aimed at their reduction.

Other risks

NCC carried out management of legal risk by distributing the powers and responsibilities among the Supervisory Board, the Board Chairperson, the Board, as well as other management bodies, departments and individual employees. This distribution of powers is stipulated in the Articles of Association, the Supervisory Board, the Board, Asset Management Committee, the Bank Board Risk Management Committee Regulations, as well as the provisions on subdivisions and the position descriptions of employees.

NCC ensures that the Bank departments and employees are timely informed about the Legislation of the Russian Federation requirements, regulations of the Bank of Russia and other public authorities, as well as the corporate Bank regulations.

High attention was paid to the traders' and counterparties' claims and problems. “Client feedback book” was actively employed for this purpose. There were also measures taken to prevent situations of conflict with regulatory and supervisory bodies as well as legal claims.

Standard forms of contracts and other documents were developed to enhance legal risk management. Legal Department, as well as other competent NCC's units, continuously monitored compliance of documents with the Legislation of the Russian Federation.

To manage the loss of business reputation risk, the Bank took a complex of measures including:

· the appropriate information policy with the information about the Bank published on its website and in the media;

· theme conferences, workshops and continuous interaction with exchange members, national and international clearing and risk management organizations and associations;

· public financial statements, including the reporting period transactions and compliance with mandatory standards, displayed on the Bank website;

· settlement of the disputes in the regular course of business;

· appropriate controls over compliance with the Federal Law "On counteraction to Legitimization (Laundering) of Crime Proceeds and Financing of Terrorism" requirements.
Stress testing

An integral part of NCC risk management system is continuous stress testing to assess the Bank's susceptibility to the following risks:

· credit risk;

· funding liquidity risk;

· interest rate risk;

· security market (price) risk;

· central counterparty risk related to possible losses in case of a member default.

Regular stress testing allows to check CJSC JSCB National Clearing Centre's readiness to extreme market situations and, as a consequence, to increase the quality of strategic and operational decisions by the management. Stress testing is performed in the following areas:

· scenario analysis based on the past events (crises) reconstruction and hypothetical event simulation;

· quantitative risk assessment through extreme market volatility;

· assessment of equity (capital) and Level 1 capital risk coverage sufficiency;

· recommendations for the management to maintain capital adequacy ratios by adjusting the cash investment limits, changes in the structure of assets accepted as a collateral and the parameters of RMS securities markets;

· recommendations to the Bank management concerning its capital structure and profit allocation.

The results of stress tests conducted in 2011 demonstrate the ability of the CJSC JSCB National Clearing Centre to maintain overall financial stability, evidenced by the risk coverage adequacy under any simulated shocks and combinations thereof.

The risk management system implemented by NCC provides  reliable performance of the Bank's obligations under currency exchange transactions, timely response to sharp deterioration of individual member financial condition and efficient forecasting of their insolvency, adequate risk coverage level for exchange-based FX transactions and for allocation of available cash.

Banking risk assessment techniques and procedures employed by CJSC JSCB National Clearing Centre are sufficient to identify, measure and determine the acceptable NCC risk level, meet the scale and nature of the Bank operations, the Bank of Russia requirements, risk management standards in MICEX-RTS Group as well as in international and Russian banking practice. 

7. Technological platform
NCC's information technology infrastructure is a part of the OJSC MICEX-RTS infrastructure and a modern and highly reliable software and hardware system (hereinafter - IT infrastructure).

IT infrastructure is based on two geographically dispersed data centres with complete duplication of the most business-critical systems. The IT infrastructure data is copied to remote backup centres in real time mode. Backup copies of all NCC systems are made daily. IT infrastructure has a high degree of emergency reliability and sustainability, sufficient capacity reserves for further development, as well as the flexibility required to quickly adapt to the changing needs of both OJSC MICEX-RTS markets and banking legislation requirements.

IT infrastructure supports the main NCC operations:

· performing central counterparty functions and MICEX-RTS currency exchange market clearing;

· performing  clearing functions, including those of a MICEX-RTS securities market central counterparty;

· execution of treasury transactions of their own;

· NCC banking and accounting.

To perform these functions, the NCC’s system is reliably and soundly integrated with the Bank counterparties' system, thus securing real time data transfer. The connection employs hardware and communication channel duplication technologies. NCC clients are provided access to the Bank services in accordance with the international data and information quality, reliability and terms of delivery standards.

The following main tasks were implemented for trouble-free operation and development of the IT infrastructure during the reporting period :

· support to trouble-free operation main business processes related to the MICEX-RTS Group's foreign exchange and securities market transactions clearing;

· development and introduction of technologies to ensure implementation of projects enhancing clearing services provided by NCC as a clearing institution - a central counterparty, as well as improve the Bank's ongoing risk management;

· securities market clearing and settlement automation with a major increase in the system load due to the significant volume of central counterparty transactions;

· automated reporting to the Central Bank of Russia – transfer large amounts of data employing new information technologies;

· the Bank's software and hardware maintained at the level corresponding to the international standards.

One of the NCC's major projects in 2011 was the clearing function transfer to the bank and central counterparty mechanism introduction in the MICEX-RTS securities market. In this project the NCC as a central counterparty and clearing organization shall perform accounting processing more than 700,000 trades per day. The selected "three-tier architecture" based on the ORACLE application server, allows employing a dedicated application server to implement business logics and provides for the functional core removal from the database (DB) server, thus making the Database Management System (DBMS) more efficient and reliable. Besides, the use of Oracle WebLogic Server built-in tools and procedures facilitates achieving top system management, deployment, and diagnostics level. Moreover, this architecture reduces functional expansion costs and gradually transfers the currency trading settlement system functions to the application server by combining stock and exchange market clearing (market merge with the lowest possible risk).

NCC’s systems upgrade related to both generating bank reports and improving the financial monitoring system control ensures monitoring up to 107 transactions during the trading day of the bank.

Above all aforesaid, the modernization secured the essentially high IBS data processing rate. The NCC IT infrastructure load compared for the years 2010 – 2011 see Fig. 1-2. 
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The new currency exchange market risk management project, including but not limited to the single limit introduction, contained technical measures that involve software modification to change the interaction mechanism of Exchange trading settlement and Trading and clearing systems. The improvements resulted in transition from batch (through files) to real time interaction mode.

In 2011, over 400 clearing members joined the NCC EDT subsystem. Besides, the reporting period maintained full Client – Clearing Bank system functionality, which allowed to use it as a backup for the foreign exchange market.

During the reporting period, all NCC’s systems  were transferred to Oracle 11g DBMS. This enabled considerable reduction in the NCC’s system database backup time and the duration of data recovery from database using the data partitioning technology. Moreover, transition to Oracle 11g DBMS allowed using more sophisticated database monitoring tools and enhanced data reliability. Improved the IT infrastructure allowed NCC to build solid foundations for further strategic objectives, including its operations as a central counterparty.

8. Main financial performance indicators

The main financial performance indicators for the year 2011 were as follows:

thousand roubles

	Total income
	425,710,055

	Total costs 
	423,329,519

	Pre-tax profit 
	2,380,536

	Income tax 
	463,693

	After-tax profit as of 01 January 2012 
	1,916,843

	Equity (capital) 
	9,999,913 

	Total balance 
	555,303,632 


Revenue structure

	Position
	Amount (thousand roubles)
	% of total income

	Interest on loans given to credit institutions 
	103,795
	0.02

	Interest on invested assets and on balances of accounts with non-resident banks 
	500,586
	0.12

	Interest on deposits in the Bank of Russia and non-resident banks 
	109,279
	0.03

	Interest on other investments
	35,025
	0.01

	Security transactions income
	2,049,201
	0.48

	MICEX currency traders' clearing service income
	943,122
	0.22

	Other income:

including

 - commissions and recovered reserves

 - other income 
	189,783

187,644

 2,139
	0.04

0.04

0

	Total income less non-cash foreign currency purchase and sale income and foreign currency revaluation surplus
	3,930,791
	0.92

	Non-cash foreign currency purchase and sale income
	317,960,178
	74.69

	 Foreign currency account balances and security revaluation surplus
	103,819,086
	24.39

	Total income:
	425,710,055
	100


Cost structure

	Position
	Amount (thousand roubles)
	% of total costs

	Total interest costs, including

- interests on corporate deposits

 - interests on other funds borrowed from non-state financial institutions 
	328,145

183,780

144,053
	0.07

0.04

0.03

	Total commissions, including

 - settlement services and maintenance of bank accounts 
	34,806

19,155
	0.01

0

	Purchased security transaction costs
	332,532
	0.08

	Labour costs
	254,266
	0.06

	Asset maintenance and depreciation costs 
	92,959
	0.02

	Organisational and administrative costs, including

- information and technological services 
	335,081

131,127
	0.08

0.03

	Other costs,

including loss coverage reserve deductions
	210,541

206,635
	0.05

0.05

	Total costs less foreign currency revaluation:
	1,588,330
	0.37

	Foreign currency non-cash purchase and sale costs 
	317,868,444
	75.01

	 Foreign currency account and security revaluation costs
	103,872,745
	24.51

	Income tax
	463,693
	0.11

	Total:
	423,793,212
	100


Asset maintenance costs principally include rent, which amounted to 81,355 roubles.

Organizational and administrative costs include staff training expenses, business trips, health care, advertising, communication services, audit, insurance, entertainment, telecommunication and information system services, taxes paid. This tax position (other than income taxes) amounted to 51,577 roubles.
9. Development Prospects

NCC's development prospects for the next three-four-year period are determined by a set of factors that have major influence on the Bank policy. One of the crucial factors is the task of creating an International financial centre in Russia. It can not be solved without bringing Russian infrastructure in line with the international trading, clearing and settlement standards, as well as facilitating integration processes between these systems. A key factor is the consolidation of the Russian financial market infrastructure, including its clearing component. These factors affect the competitive environment and when internal competition is reduced bring forward new challenges, new tasks in the sphere of international competition in the framework of global processes and world financial market infrastructure development trends.

Therefore, changes in NCC's strategic business areas will address all their major components: clearing services provided following the Russian clearing infrastructure consolidation processes, service technology, client type and the service coverage area. Thus, clearing potential of transactions entered into by clients – clearing members will indirectly expand the client base segments, and building clearing links with international exchange groups will indirectly affect the service coverage area.

Certain fundamental laws governing the Russian financial market infrastructure activities, including clearing, have already been passed. This includes federal laws "On the organized trades", "On clearing and clearing activities", "On the central depository". This creates a legal base for further clearing development. The legislation contains new close-out netting regulations, brings down barriers to foreign currency transactions within the exchange infrastructure, creates a legal framework for ensuring transparency of the legal relationship between clearing institutions and members, including the clearing collateral status. Clearing as an intermediate systemic link in the trading and clearing and settlement cycle depends, of course, on the settlement legislation. The changes in the Russian accounting infrastructure legislation created legal grounds for final settlement in both cash and securities transfers.

The adoption of the Federal Law "On the national payment system" is expected to introduce major changes in the national payment system regulation. These laws significantly affect further systemic relationships between all infrastructure elements and institutions. During the year 2012 both infrastructure organizations and market participants shall bring their activities into compliance with the legislation, while the beginning of 2013 shall mark a new stage of the Russian financial market development.

Consolidation of MICEX and RTS exchange holdings brought about new challenges and generated new internal clearing system development potential. The main objective of the joint group in the sphere of clearing is to realize synergies between spot and futures markets by building a technology platform (a single position, underlying assets as collateral)

Certain strategic directions of the MICEX-RTS Group development priorities for 2012-2015 cover all aspects of NCC activities, and provide for the Bank's involvement in several large-scale exchange and currency market projects. These projects shall aim at future creation of a single clearing centre to perform clearing and central counterparty functions in all MICEX-RTS Group's markets employing a universal clearing platform. The general scheme for the implementation of major projects is provided in the table below.

One of the key projects of the year shall be the introduction of partially collateralized security transactions with T+n settlement and central counterparty repurchase transactions in the securities market.

The commencement of partially collateralized MICEX-RTS securities market clearing in the T+n mode, planned for 2012, will improve the quality and attractiveness of the Group's securities market along with facilitating its capitalization growth. Clearing members will be able to enter into transactions in the new trading modes: the main T+n trading mode, and partially collateralized negotiated transactions mode.

Implementation of this project shall provide clearing members with the following advantages:

· an opportunity for significant reduction of the value of assets transferred by the clearing members to the settlement depository and clearing institution (NSD NCO CJSC) before the transaction, at the same time retaining the central counterparty's guarantees to non-defaulting clearing members;

· market participants will also be able to use such instruments essential for securities market participants, as central counterparty repurchase.

Besides, the partial collateral mechanism implementation shall bring the Russian central counterparty closer to international standards applicable to CCPs’ activities and ensure full exercise of their risk management functions in the serviced market segments.

Creation of new tools and development of clearing services in exchange-based currency market

The main projects of the year 2012 aimed at improving client service in this exchange market segment will be as follows:

· further development of the two-tier system of access;

· clearing swap transactions with the time period of execution up to 180 days ("long swap");

· clearing partially collateralized transactions in Chinese yuan.

In the first quarter of 2012, the project "Developing a two-tier access to the MICEX currency market" shall involve the option of one clearing member being assigned several Settlement codes within a unified Registration (trade) code. At the same time there will be registration of clients-clearing members.

The additional Settlement Code within a unified Registration code (main or additional) shall be assigned to a clearing member on request. At the same time one member enters into one clearing service agreement, regardless of the number of Registration and Settlement Codes registered.

Clearing member's funds depositing, single limit calculation, setting net obligations / net claims and clearing members' liabilities, checking the possibility of registration in the trading application system, clearing members' funds transfer and accounting, fulfilment (termination) of obligations under the transaction, margin requirement and its termination, entering into and execution of transactions in the course of additional UTS Sessions, commission fees and NCC settlements shall be performed for each clearing member's Settlement code separately.

The project also involves introduction of a "client"-clearing member concept. In order to unify clearing services provided in various markets, client registration and code assignment process shall be similar to the client registration and code assignment procedure in the MICEX-RTS Securities market main market sector.

Clearing members shall be provided with an additional service of transferring the funds registered in NCC accounts from one of their Settlement codes open within a Registration Code to another by filing in the NCC Fund transfer application.

These functions shall allow clearing members to segregate client positions by assigning a separate Settlement code and close exchange transactions between their clients. In addition it will allow clearing members to significantly improve their client service in MICEX-RTS currency market.

Clearing swap transactions with the time period of execution up to 180 days ("long swap") shall increase the number of MICEX-RTS currency market instruments by allowing market participants to swap transactions with the time period for execution of second portions of such transactions of up to 180 days for RUB / USD, RUB / EUR and USD / EUR currency pairs.

Partially collateralized transactions with NCC as a central counterparty shall save MICEX-RTS currency market participants potential counterparty risk assessment costs for such transactions. Market participants shall have the opportunity to enter into "long swaps" either by means of auction ("exchange order book") or in the off-system transaction mode.

The "long swap" instruments shall allow foreign exchange market participants to apply new long-term financial strategies and hedge currency risks for the period of up to 180 days, as well as increase the MICEX-RTS currency market trading volume due to transactions previously entered into only on the OTC market.

The Chinese yuan transaction clearing project implemented in 2012 shall provide MICEX-RTS currency market participants with the partially collateralized "yuan / rouble" currency pair transaction clearing services with NCC as a central counterparty.

This project shall enable MICEX-RTS currency market participants to enter into Chinese yuan transactions on the same terms as those for U.S. dollars and euro.

MICEX-RTS futures market clearing transfer to NCC

The primary objective of MICEX-RTS futures market clearing transfer to NCC shall be creating the grounds for MICEX-RTS foreign exchange, stock and futures market clearing unification within one clearing institution. Besides, we plan to use the NCC capacity and reputation as banking and clearing institution with years of secure clearing experience in the busiest Russian exchange market - the MICEX-RTS foreign exchange, to increase futures market participants' confidence in clearing institutions and thus secure the MICEX-RTS futures market growth.

Improving risk management efficiency

In order to address the issue of increasing the risk management system efficiency and reliability NCC sets the following priorities for the year 2012:

· further development of financial market monitoring systems and introduction of adaptive response algorithms to changing market conditions, which will increase the efficiency of exchange market risk parameter modification;

· risk assessment methodology enhancement, including the stress testing models employed, to secure the CJSC JSCB National Clearing Centre's readiness to extreme market situations and increase the validity of strategic and operational decisions approved by the management;

· unification of MICEX-RTS Group risk management principles and algorithms;

· ISO 9001: 2008 quality management system implementation to reduce transaction risks and ensure the quality of NCC clearing and settlement business processes;

· making use of international experience, principles and standards of risk management, including the recommendations of the Bank for International Settlements (Committee on Payment and Settlement Systems (CPSS), the Basel Committee on Banking Supervision) and the International Organization of Securities Commissions (IOSCO).

The 2011 merger of MICEX and RTS exchanges set new strategic objectives to NCC, including the establishment of central counterparty based on a clearing institution possessing a banking license. Pursuant to the Federal Law "On clearing activities", NCC plans to make the necessary arrangements to confirm the central counterparty status and obtain the appropriate accreditation. NCC qualification as a central counterparty in various financial market segments shall allow the MICEX-RTS Group to implement a number of ambitious projects by removing the present constraints on NCC activities in the sphere of futures market clearing and full-scale central counterparty repurchase transactions.

NCC operations adjustment to the requirements of federal law "On clearing and clearing activities" and its qualification as a central counterparty shall confirm the NCC risk management quality, which will increase the transparency of its activities for MICEX-RTS Group exchange markets participants and help attract foreign investors to the Russian market, which benefits from modern clearing and settlement infrastructure.

Improving asset management efficiency

NCC's target to increase asset management efficiency is still relevant for the year 2012. This task sets the following priorities:

· centralized liquidity and investment portfolio management, taking into account the increased number of companies and as a result, business processes, through the MICEX and RTS merger in 2011; unification of investment principles and centralization of the decision-making process;

· optimization of treasury operations, taking into account the changing liability base resulting from the major change in exchange business profile;

· increasing the number of refinancing sources for unconditional and timely fulfilment of clearing institution's obligations after the trade;

· diversification of foreign currency assets, in particular, keeping the foreign currency portion in NCC securities portfolio at the level of late 2011 (according to credit risk and maturity restrictions). 

10. Observance of the Code of Corporate Conduct 
During the reporting period NCC drew much attention to corporate governance improvement, viewing it as one of the most important tools to facilitate  achieving of the Bank's strategic objectives. 

In doing so NCC is striving to follow the best practices and corporate governance standards admitting that positive changes in this sphere are essential for efficiency and success of its financial and operational activities, guaranteed new project implementation and the Bank's business as a whole.

 The measures taken to develop Bank’s corporate governance system  are based on the Code of Corporate Conduct recommendations, approved at the RF Government meeting on  November 28, 2001 (the Russian Federation FCSM decree of April 4,.2002 No. 421/r), recommendations of the Bank of Russia and Basel Committee for Banking Supervision, approved in the international practices and principles of corporate governance, worked out by the Organization for Economic Cooperation and Development (OECD) and other generally accepted standards. 

Corporate NCC management is a set of arrangements and corporate procedures that provide appropriate balance between shareholders’ rights and measures taken by the Supervisory Board and executive bodies in the course of the Bank management.

NCC corporate conduct is based on the respect to rights and legal interests of a shareholder and facilitates efficient operations of NCC including assets value growth and maintaining financial stability and profitability.

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

· the corporate conduct practice gives a shareholder a viable possibility to exercise his/her rights, related to the NCC participation;

· NCC shareholder is provided with secure and efficient methods of keeping ownership record of the shares, and with a possibility to alienate owned shares  freely and promptly;

· a shareholder is provided with an opportunity  to  take part in NCC management by means of making decisions on the most acute operating issues at the General Meeting of Shareholders;

· NCC shareholder is entitled to get regularly and timely full and accurate information on NCC, including its financial standings, operating results, as well as on material facts, affecting its financial and operating activities.

The NCC shareholder is provided with  full access to information in accordance with the effective legislation of the Russian Federation. 

The Supervisory Board experience shows a high level of the Supervisory Board members' involvement in the strategic management of NCC and efficient control on its part on the activities of the Board of directors and the Chairperson of the Bank. 

The Supervisory Board comprises highly professional managers with the right expertise and competence for solving long-term strategic tasks of NCC’s development and considerable experience in collegiate bodies. Supervisory Board members report to NCC shareholders. 

In order to ensure high quality and timeliness of decisions on HR and remuneration  matters there is an HR and Remuneration Committee functioning under NCC Supervisory Board. 

The NCC corporate governance practice provides the Board and its Chairperson with a possibility in reasonable manner, in good faith and entirely  in the interest  of the Bank to manage current operations, and secures the Board and its Chairperson accountability  to the Supervisory Board and the General Meeting of Shareholders. The Board and its Chairperson arranger execution of the decisions of the General Meeting of Shareholders and Supervisory Board. The Chairperson of the Board is liable for execution of the Supervisory Board decisions, and reports on a quarterly basis to NCC’s Supervisory Board. The CJSC JSCB National Clearing Centre's Articles of Association entitle the Supervisory Board to suspend the authorities of the Chairperson of the Board, appointed by the General Meeting of Shareholders. 

NCC performs confidential information control. NCC discloses full and reliable information on a timely basis, including that on financial status, economic indicators, structure of ownership and management, taking into account  principles of all interested parties’ equality in access  to information, as it is required by the current legislation regulation. 

NCC discloses its 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 shareholders, investors and other stakeholders, observing appropriate balance between NCC’s transparency and protection of its commercial interests. 

To disclose information, NCC employs 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 also discloses information via mass media. Each significant event or activity of NCC is supported with press-releases in the mass media. 

Financial and operating activities of NCC are controlled by the Supervisory Board, Audit Commission, independent auditor and the Bank's Internal Control Service, which accountable to the Supervisory Board of the Bank. The independent auditor is approved by the General Meeting of Shareholders.

NCC 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  the members of NCC executive bodies to declare  the presence of conflict of interests and to  inform compulsorily the Supervisory Board about that. This practice allows to increase   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.
11. HR policy
One of the main CJSC JSCB National Clearing Centre's assets is the unique experience of people having worked for the bank for about five years without losing the ability to constantly look for ways to improve their performance and the Bank's business as a whole. The main competences of NCC personnel are motivation, initiative and ability to work hard and efficiently. The increasing activity and needs of market participants encourage us to seek new and exciting product solutions.

The merger of the two groups significantly expanded the range of challenges encountered by NCC in MICEX-RTS Group asset and risk management as well as clearing various financial market segments, which in turn led to organizational structure optimization. The Bank has established the Clearing centre; the Information Technology Office has been transformed into a Department with an increase in the number of staff . In 2012 we plan to further optimize the system of authority and responsibility for long-term goals allocation between the company's management and activities.

The successful development of the Bank in 2011 encouraged us to start a new HR policy development stage. The ambitious tasks faced by NCC require the Bank to employ additional highly qualified staff members from other financial institutions. NCC is joined by professionals with profound education and successful experience in implementing complex projects in financial and information companies and banks. The NCC team is also strengthened due to MICEX-RTS Group staff internal rotation in key and new areas of activity (clearing operations, risk management, information technology).

During the reporting period, the number of staff increased by 16% as compared to 2010 (NCC staff number as of December 2011—109 people), which changed the average age of the Bank's employees from 40.6 years in 2010 to 39.4 years in 2011.

Nowadays, all employees of the Bank's business units have higher vocational education, while 15% of the staff members have the second higher education. In addition, three employees have completed a postgraduate course, another two have PhD degrees. 61 employees have FFMS qualification certificates, enabling the Bank to carry out various activities in the financial market.

Bank employee social benefit packages include a voluntary health insurance programmes providing a wide range of medical services, as well as other kinds of social benefits that the employee can use in different situations.

Sticking to traditional approaches to business processes required to ensure stability, NCC implements modern personnel management technologies. The Bank makes significant investments in personnel, but regards them as long-term investments, which will bring higher returns  year by year 
In 2011, the Bank was actively involved in the professional development of its employees - 70% of the staffs improved their banking and clearing qualifications. Our employees participated not only in trainings and workshops, but also in international conferences and specialized forums.

Pursuant to the requirements of FFMS Russia, the Bank conducts ongoing corporate training in the sphere of clearing activities (training and issuing Russian Federal Financial Markets Service Series 2.0 certificates "trader and clearing agent"). For example, in 2011 25 employees  were trained and received certificates. 32 -got trained on combating criminal money laundering and financing of terrorism during the reporting year.

The key employees study English, with emphasis on financial and banking topics.

In 2012 the Bank will continue the transformation begun in the area of HRl policy and organizational development. This will involve solving the following issues:

· improving the remuneration and motivation system, based on competence and performance assessment of staff members and aimed at retaining employees and attracting the best applicants;

· further improvement of corporate culture, taking into account international practices and standards;

· increased transparency of internal processes for the Bank staff members;

· optimization of internal processes in accordance with the requirements of the environment and the balance of all stakeholders' interests: clients, shareholders and personnel;

· strengthening NCC's image as one of the best employers in the labour market.
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� The changes related to the authorised capital increase were introduced in the Uniform State Register of Legal Entities on 18 January 2012.
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Data volumes compared
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Transactions  – about 17,706,000
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EDT members – 450





EDT members – over 840





NCC departments serviced till 9 PM -  4
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NCC IT infrastructure Load Chart
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