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1. General information
Bank National Clearing Centre (Joint-Stock Company) (hereinafter the "Bank", NCC) was founded in 2005 pursuant to the resolution of the General Meeting of Founders with full trade name “Joint-Stock Commercial Bank “National Clearing Centre” (Closed Joint-Stock Company)” and short trade name “CJSC JSCB National Clearing Centre”, 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 dated 30 May 2006, Primary State Registration Number – 1067711004481). By resolution of the Bank’s sole shareholder dated 29 December 2014, the Bank’s names were brought in conformity with the current legislation and now are read as follows: Bank National Clearing Centre (Joint-Stock Company), NCC Clearing Bank (JSC). On 30 May 2006, the Bank of Russia issued to the Bank the certificate of state registration of the credit institution No. 3466, and on 16 August 2006 – the license for banking operations in rouble and foreign currency funds No. 3466 (without the right to attract private deposits). 

Pursuant to the resolution of the Bank’s sole shareholder dated 21 May 2014, the resolution of the sole shareholder of the Non-Banking Credit Organization Settlement Chamber RTS dated 21 May 2014 and the resolution of the sole shareholder of the Joint-stock company “RTS Clearing Centre” dated 21 May 2014, the Bank has been reorganized in a form of joining to it of the Non-Banking Credit Organization Settlement Chamber RTS and the Joint-stock company “RTS Clearing Centre”. The reorganization was completed on 01 August 2014, thus Bank from the date specified hereof is a legal successor of both mentioned legal entities. The Bank has assumed all rights and obligations of the Non-Banking Credit Organization Settlement Chamber RTS and the Joint-stock company “RTS Clearing Centre”, including those obligations which are disputed by the parties.

On 14 May 2014, the Bank has obtained a new license for banking operations in rouble and foreign currency funds (without the right to attract private deposits) No. 3466, due to expansion of the range of its bank operations. 

The Bank also possesses a license for attraction of deposits and allocation of precious metals (issued on 28 December 2012).

Pursuant to the Federal Law "On Clearing and Clearing Activities" and in order to carry out clearing activities in accordance with the said Law, the Bank maintains the license for performance of clearing activities dated 18 December 2012.
In 2014, the Bank also renewed its license for the development, production and distribution of encryption (cryptographic) means, information systems and telecommunication systems protected using encryption (cryptographic) means, performance of works and provision of services in the field of data encryption, technical maintenance of encryption (cryptographic) means, information systems and telecommunication systems protected using encryption (cryptographic) means (except where technical maintenance of encryption (cryptographic) means is conducted for own needs of the legal entity or private entrepreneur). 
Location:
13 Bolshoy Kislovskiy per., Moscow


Mailing address:
13 Bolshoy Kislovskiy per., Moscow, 125009

In the reporting period, pursuant to the resolution of the Bank’s Board, the following internal structural subdivisions were operating:
· Sredniy Kislovskiy Additional Office, located at: Bldg.8, 1/13 Sredniy Kislovskiy per., Moscow;
· Spartakovskiy Additional Office, located at: Spartakovskaya ul. 12, Moscow;
· Vozdvizhenka Additional Office, located at: Vozdvizhenka ul. 4/7 Bldg.1, Moscow.
Management bodies.
According to the Articles, the Bank’s management bodies are as follows:
· General meeting of shareholders is a supreme management body;
· Supervisory Board is a management body performing overall administration of the Bank's activities; members of the Supervisory Board are elected by the General meeting of shareholders until the next annual General meeting of shareholders;
· Board (collective executive body) is a management body in charge of the current NCC's operations; members of the board are elected by the Supervisory Board; the term of each member of the Board in office is set by the Bank’s Supervisory Board but cannot exceed five years; and
· Chairperson of the Board (sole executive body) – a 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 five years. 

The independent auditor of NCC for the year 2014 in accordance with the sole shareholder's resolution No. 19 dated 30 June 2014 is CJSC Ernst & Young Vneshaudit.
2. Authorized capital and shareholder structure
When NCC Clearing Bank (JSC) was established, the General meeting of founders approved the authorized capital of the Bank as 235,000,000 roubles, divided into 235,000 registered ordinary shares with par value of 1,000 roubles each. 

During 2006-2013, the authorized capital of the Bank was increased from 235,000,000 to 15,170,000,000 roubles via allocation of additional registered uncertified ordinary shares of NCC Clearing Bank (JSC).
On 21 May 2014, the sole shareholder of NCC adopted a resolution on the Bank’s reorganization in form of joining to it of the Non-Banking Credit Organization Settlement Chamber RTS and the Joint-stock company “RTS Clearing Centre”, and a resolution on increase of the Bank’s authorized capital from 15,170,000,000 roubles to 16,670,000,000 roubles by making two additional issues of registered uncertified ordinary shares of the Bank in the total amount of 1,500,000 shares (not exceeding the number of declared shares) by converting into the latter the shares of the merged Non-Banking Credit Organization Settlement Chamber RTS  and the Joint-stock company “RTS Clearing Centre”. 

         Therefore, upon completion of the issuance procedure and as of the end of the reporting period, the authorized capital of the Bank equalled 16,670,000 roubles, divided into 16,670,000 registered uncertified ordinary shares with par value of 1,000 roubles each.
Shareholder structure. 
As of 31 December 2014, the register of shareholders of the Bank contained one entry – Open Joint-Stock Company Moscow Exchange MICEX-RTS.
Until 17 September 2014, the Bank was keeping the register of shareholders on its own. Due to the amendments made to the legislation of the Russian Federation to the effect that the register of shareholders must be kept by the person or entity having the relevant license prescribed by law, the Bank’s Supervisory Board by its resolution approved Closed Joint-Stock Company “Registrar Company STATUS” (STATUS) as the Bank’s Registrar. Based upon the foregoing, on 18 September 2014, the Bank and STATUS entered into the agreement for provision of services of keeping the register of holders of registered securities, and on 29 September 2014 information about STATUS as an entity responsible for keeping the Bank’s register of shareholders was entered in to Unified State Register of Legal Entities. 

3. NCC Clearing Bank (JSC) position in industry

      The implementation of the projects and objectives aimed at achieving a qualitatively new level in clearing services and further improving the framework for all kinds of risks management, just as in 2013, continued to be NCC's priority in the reporting period. The year of 2014 became period of a strength test of the Bank’s major technologies and systems previously created  i.e. risk management framework and policies and procedures ensuring general business continuity. NCC’s ability to withstand not only crisis developments in the national economy, but also the increased external risks turned out to have been in the epicenter of our attention.
      The year 2014 was characterized by significant market movements, and it was extremely difficult to foresee or assess the scale of some of them and their consequences. One of such developments, which had a significant effect on the market, was the decision of the Bank of Russia to abandon its managed floating exchange rate policy in November 2014. This decision has materially affected the risk management framework of the Bank as central counterparty. Prior to that moment, the Russian market virtually had no experience of functioning without exchange rate corridors and planned interventions. Therefore, all models which emerged prior to that moment and which were based primarily on the historical volatility data stopped working and turned out to have been virtually useless. 

During a certain period of increased market volatility, the situation forced to resort to the "manual management" of risk management framework parameters to ensure guaranteed protection of the Bank as a clearing organization and central counterparty from the growing market and credit risks.  This issue was successfully resolved, proving efficiency, stability and adaptability of the Bank's risk management framework to extreme market conditions. 

      In 2014, foreign policy factors directly affected the condition of the Russian financial market and, consequently, the performance of NCC, which, as a central counterparty, accumulates the credit risk of the market participants, transforms this risk into the market risk and then de-facto manages this risk. 

       In this situation, the special attention was paid to ensuring continuity of critical clearing and central counterparty services provided by NCC.  To this end, a number of measures were adopted to mitigate the effect of the additionally arising risk factors, and, in particular, NCC set up the procedures for urgent replacement of a settlement bank, formulated approaches to resolving issues associated with payment delays due to putting certain clearing participants on the sanction lists of the United States and the European Union; the clearing rules were supplemented with provisions on classifying as a state of emergencies  decisions of public authorities and organizations of foreign countries, preventing the Bank from performing its obligations to the clearing participant. 

       In 2014, the Bank of Russia assigned NCC the status of a systemically important central counterparty (order by the Bank of Russia dated 15 September 2014, No. OD-2501). 

       Since November 2009, NCC has been a full member of the European Association of CCP Clearing Houses (EACH), which unites 20 members from 16 European countries. In September 2011, the Bank became a member of the Global Association of Central Counterparties (CCP12), which comprises 35 central counterparties from Europe, Asia, and America.

       Both of these sites enable direct dialogue with key central counterparties operating in the international financial market, exchange of opinions about the most important issues related to regulation of financial market infrastructures.

These associations play a proactive role in forming a legal field, harmonizing legislation in different jurisdictions by participating in the development of international operating standards for infrastructural organizations and building direct interaction with national and international regulators.

       For NCC, the most important issues elaborated in 2014 jointly with the European colleagues were the issues related to formulation of approaches to the specifics of regulation of the processes of recovering CCP’s financial stability and application of the European regulation and international standards related to recognition of central counterparties from the EU non-member states, including Russia.

       The latter issue was actively discussed both within EACH and within CCP12, enabling NCC to take an active part in such discussions and promote its own position regarding establishment of a simplified recognition regime for third-country CCPs not performing clearing activities in the EU markets, and regarding the possibility for application of the Basel capital requirements to the operations conducted between the European banks and the above CCPs on such basis that would be non-discriminatory for Russia.
       NCC’s position about the need to ensure application of unified international standards and requirements in the national jurisdictions was reflected in the official EACH document prepared for the international regulator - International Organization of Securities Commissions (IOSCO), and the official document prepared for IOSCO by the CCP-12 also reflected NCC's proposals related to the simplified procedure for recognition of foreign central counterparties in other jurisdictions.

In 2014, the Bank performed clearing functions in all markets of Moscow Exchange Group and OJSC Moscow Energy Exchange. 
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Structure of NCC’s clearing activities in exchange markets in 2014  
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The implementation of the following projects and objectives can be viewed among the most meaningful events of the last year.
I. The confirmation by the Bank of Russia in 2014 of a qualifying central counterparty status of the Bank National Clearing Centre (Joint-Stock Company) on the basis of assessment of the results of the range of measures performed by NCC to maintain its corporate governance level in accordance with the regulator's requirements. 
II. As part of implementation of the strategic projects of Moscow Exchange Group aimed at developing  of clearing activities:
1. Implementation of the segregation and portability project, enabling significant strengthening of protection of the clearing participants and their clients against the risks associated with a clearing participant's default. Such effect is achieved through creating conditions for:
•
segregated accounting of own cash of the clearing participant, cash of the clearing participant’s clients and cash in trust of the clearing participant in all markets of Moscow Exchange Group; 

•
transfer of collateral and obligations of a detached client from one clearing participant  to another clearing participant (portability).

General segregation scheme
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2. Improvement of clearing collateral management and cross default implementation procedures. The Bank has developed a universal technology for elimination of cross default consequences, which makes it possible that in case of the clearing participant’s default in any market, its debt to NCC can be settled using the means of individual and collective clearing collateral, and other collateral of the defaulting clearing participant, recorded in other markets. The developed technology also enables transferring or closing the positions of the defaulting clearing participant both in the market where default has been recorded, and in other markets. 
3.Implementation of the project for separation of statuses of trading participants and clearing participants in the FX market, precious metals market and standardized OTC derivatives market, which allows to provide  services to the trading participants who are not clearing participants and the clearing participants who are not trading participants. As a result, there is a new opportunity to attract for the clearing participants' role the large non-resident banks, which, at the same time, will not be the trading participants.
General scheme for participation in trading and clearing in case if these statuses are separated:

4. Introduction of general and individual clearing participant categories in the FX market and precious metals market. General clearing participants face higher requirements to ensure reliable performance of obligations on their part. At that, only general clearing participants are allowed to provide services to other trading participants, i.e. to act as counterparty under the trades executed on the basis of the orders submitted by other trading participants. 

III. Introduction of clearing settlements in the securities market prior to closure of the trading, creating more convenient conditions for efficient use by  clearing participants of the funds circulating in the market. Early settlements in the securities market: NCC performs clearing and settlements twice per day: at 04:00 p.m. and at 07:00 p.m. (instead of settlements conducted only at 05:00 p.m. as it was before) enable the participants to withdraw the securities purchased during the trading, including the T+ trades and REPO trades with the CCP, after the first settlements, until closure of the trading, and use them for OTC trades settlements. 

IV. The development of the Strategy for development of the NCC risk management system (approved by resolution of the Supervisory Board of NCC, Minutes No. 9 dated 19 December 2014), whose implementation will enable to bring this system to conformity with the international regulatory requirements, namely: NCC will establish its new capital protection structure (waterfall) and new module for calculation of its adequacy; improve risk management procedures by making them more reliable and transparent; and create new services for the market participants. 

V. Confirmation of Annual certification of the Quality Management System adopted by NCC for compliance with the requirements of the international standard ISO 9001:2008 in accordance with the results of independent audit of this System. Regular certification of the Quality Management System for compliance with the ISO 9001:2008 standard enables NCC to start preparation for performance of recertification audit of NCC's QMS for compliance with the requirements of the updated version of this standard - the international standard ISO 9001:2015.
As of 31 December 2014:
· total quantity of clearing participants equalled 794 organizations;
· in 2014, the volume of the clearing participants’ obligations determined upon conclusion of the clearing exceeded 1,360 trln roubles, which is 1.33 times higher than in 2013 (1,021 trln roubles), and the size of commission fees received equalled 4,567 mln roubles, which is 1.32 times higher than in 2013 (3,440 mln roubles).
The quantitative performance indicators of the Bank National Clearing Centre (Joint-Stock Company) in the major markets are reflected in the following diagrams:
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4. Development prospects
     NCC’s strategic objective for the year 2015 is to take a range of measures to maintain the quality of management in the clearing organization at the level required by the Bank of Russia from a qualifying  central counterparty - the status NCC assigned by the regulator in 2013 and reconfirmed in 2014.  Along with that, NCC will continue its work aimed at integrating clearing activities in different markets of Moscow Exchange, improving the risk management system and increasing attractiveness of the clearing services. 

     The Bank’s development prospects in 2015 are linked to implementation of the Group’s important infrastructural business projects.
A.The following projects are planned for implementation in the clearing field:
1. Creating a single pool of individual clearing collateral for the FX market, securities market, cash market and derivatives market (hereinafter the single collateral pool).
This project encompasses:
· unification of the range of assets accepted as collateral in different markets, as well as the rules of their posting and assessment; 

· setting up a single account of the clearing participant (subject to the segregation of own funds, client funds and trusted funds) to record collateral in different markets;
· unification of the method for posting resources to the Guarantee Funds;
· unification of the default management procedure in case if the clearing participant fails to perform its obligations in the FX market, securities market, cash market and derivatives market.
       In particular, implementation of this project will enable the clearing participants to use the collateral resources directed to the market more efficiently. 

2. Single clearing pool
The project contemplates:
· implementation of the possibility for netting of the obligations initially cleared in different clearing pools of the same organization (within NCC);
· possibility for netting of the obligations initially cleared in different clearing organizations (between NCC and NSD) via transfer of obligations between clearing pools and clearing organizations; 

· implementation of the technology for selection and transfer of assets for settlement of obligations included in the clearing pool, including the obligations covered by the clearing pool of another clearing organization.
· implementation of the single clearing pool will decrease the costs incurred by the clearing participants to post collateral and perform clearing settlements.
3. Reforming the clearing membership system in the securities market
              This project contemplates:
· separating the trading participant and clearing participant statuses;
· introduction of general and individual clearing participant categories.
     The implementation of this project aims to enable services to the trading participants who are not clearing participants and the clearing participants who are not trading participants, and, ultimately, to attract to the securities market as general participants the large non-resident banks, which will not have a status of trading participants.
4. REPO with the central counterparty with clearing participant certificates
            This project contemplates:
· creating a new instrument for execution of REPO trades with the central counterparty and REPO trades with the Bank of Russia; 

· implementation of the possibility to form a homogenous universal collateral to manage liquidity of the clearing participants by executing REPO trades without withdrawal of own securities from commercial circulation;
· minimizing the costs of the clearing participants associated with corporate actions, by retaining ownership title to their assets posted to the property pool formed by the clearing centre. 

      The implementation of this project aims to make posting and disposal of the clearing participants’ collateral more convenient.
5. Implementation of clearing for the trades settled in foreign currency (T+ purchase and sale trades, REPO with CCP) in the securities market 

     This project is designed to expand the range of trading instruments offered to the market participants, to decrease exchange rate risks for the clearing participants, and to increase attractiveness of the securities market for non-residents.
6. Launch of clearing with CCP for the trades with platinum and palladium
          The implementation of this project, which is planned to cover the FX market and precious metals market, will result in better reliability and performance efficiency of clearing participants in using new assets, and in general, there will be a positive effect leading to an increased investment attractiveness of this financial market segment. 

7. Development and unification of the system of Guarantee Funds
     This project is expected to provide unification of the system of Guarantee Funds in the FX market, derivatives market and securities market of Moscow Exchange Group and expand the range of assets accepted into these funds, including foreign currencies and securities (FLBs).  

8. Development of clearing in the Standardized OTC derivatives market
       This project contemplates:
· development of the scheme and implementation of clearing of FLEX stock options and index options;
· enabling settlements of instrument obligations in Chinese Yuans and other foreign currencies, for the purpose of expanding the range of available contracts;
· implementation of the non-addressed (order-book) mode for Overnight Index Swap trades.
9. Development of clearing in commodities markets.
             This project aims to implement clearing technologies and central counterparty functions in the grain market of Moscow Exchange Group and covers the following instruments: sell and buy trades T+n, where “n” is in the range of 2 to 365 days, and SWAP trades executed for three and more days. Clearing for the said trades will be conducted with partial prefunding, within the single limit determined in accordance with the risk parameters established by NCC and the size of prefunding. 
B. Risk management objectives 
Major efforts will be focused on implementation of the unified risk management infrastructure in accordance with the Risk Management Strategy for 2015 – 2017, developed and approved by the Supervisory Board of NCC. 

This objective will be achieved via modernization and further development of key risk management components of the central counterparty activity and involves implementation of the following projects: 

     1. Implementation into the business process of the developed Concept of the central counterparty capital protection structure (waterfall), which involves setting up an arrangement to limit CCP's losses, as well as creating and implementing a unified participant default protection arrangement across all market segments of Moscow Exchange Group. The implementation of this project will result not only in higher reliability of the central counterparty, but also in maintaining an optimal balance between interests of the market participants and the CCP. The following are the key characteristics of the Concept: 

· collateral for stress – an additional individual funding, depending on the risk volume of the specific trading participant; 

· NCC’s allocated capital, used prior to resources of the guarantee fund, which is formed out of contributions of non-defaulting clearing participants, 

· limitation of central counterparty liability in allocation of possible losses which may arise in case of the trading participants' default.
2. Creation of an integrated risk management post trade system
This project is aimed at creating of a unified methodology for calculation of initial margin and subsequent collateral for all market segments of Moscow Exchange Group. The implementation of such methodology will enable more precise calculation of the participant’s initial collateral by taking account of its aggregate positions in all markets (i.e. portfolio margining), and not in each separate market. Portfolio margining will enable the trading participants to use the opportunities provided by Moscow Exchange Group more efficiently, by optimizing their collateral.
3. Creating new services for market participants
Implementation of plans in this field is mainly aimed at refining and adaptating for the trading participants of the risk management procedures and analytical services used by the central counterparty. It is planned to offer the trading participants in the market segments serviced by the Group the additional functionality in risk analysis of own positions and positions of their clients on the basis of the functionality already used by NCC in its risk management processes. The extended analytical functions will enable the clearing participants to increase their risk management quality and thus will make the organized market even more reliable and transparent.
C. NCC’s objectives in development and optimization of proprietary operations
The main effort of the Treasury Operations Centre (TOC) in 2015 will be focused on increasing NCC's stability in its central counterparty role, as well as on maintaining high level of confidence among the market participants by ensuring high degree of reliability in performance of obligations, including those which arise in course of the default management procedures, and by maintaining excellent financial performance results of the Bank. 
In 2015, the Bank plans to improve its procedures for default management, risk parameter change, and settlement of outstanding obligations. As part of improvement of the default management procedures, it is planned, in particular, to increase the number of clearing participants engaged as fund grantors. 

Due to the late 2014 introduction by the Bank of Russia of amendments to the Instruction No. 2919-U “On assessment of the management quality of the credit institution performing the central counterparty functions”, in 2015, the asset portfolio formation strategy will be adjusted to ensure proper qualification of the central counterparty. Another important objective included in the asset management strategy will be the maintenance of high reliability and liquidity of NCC’s assets, combined with minimization of volatility of financial performance results in the proprietary operations section.
Given the rapid growth of the participants’ cash resources posted for participation in the trading in complex conditions of the unstable financial market, the emphasis is laid on maintaining optimal major financial performance results of NCC as a central counterparty, including the mandatory standard indicators set by the Bank of Russia. As part of this activity, the TOC will monitor major factors affecting NCC’s financial performance indicators and timely modify the asset profile to decrease the size of such effect.
In 2015, as part of the development of its operations in the markets of Moscow Exchange, NCC plans:
· to improve the clearing settlements system using the clearing accounts opened in the Bank of Russia, and introduce the corresponding changes in liquidity management procedures;
· to further expand the range of counterparties under the general agreements in the precious metals market, and respondents under the unallocated bullion account agreements, including those with the Bank of Russia. In case if Moscow Exchange launches trading in platinum and/or palladium, the Bank shall also be prepared to clear such trades.
5. Major operational priorities
5.1. Clearing of the FX market and precious metals market
NCC has been performing clearing in the FX market since 10 December 2007. The FX market and precious metals market of the Group is a state-of-the-art exchange market meeting all necessary regulatory requirements and the latest technological standards, hosting organized trading in major international currencies and accounting for the major volume of foreign exchange transactions. Since 2013, it has also been developing trading and clearing in precious metals.
All trades executed in the FX market and precious metals market are cleared and settled with participation of NCC as a central counterparty, thus significantly decreasing the risks of clearing members and relieving them from the need to set limits for each other.
In the FX market and precious metals market, NCC clears spot and swap trades, and since 2014 it has also been clearing  derivatives (swaps and futures) traded with full prefunding  and partial prefunding. The collateral may be deposited in cash (Russian roubles, US dollars, Euro, Chinese yuans, Hong Kong dollars, Belarusian roubles and British pounds) and precious metals (gold and silver). Trading in the FX market and precious metals market is conducted both  in anonymous mode and in negotiated mode. 

Since 2013, NCC has been conducting a centralized clearing of trades in precious metals for Russian roubles. The clearing of trades in precious metals has been implemented on the regulatory and technological base of the FX market, for the following purposes:
· expansion of the product range offered by Moscow Exchange Group to the market members;
· organization for the participants of a new exchange market segment – the precious metals market with a potential to become a highly liquid market; 

· creating a framework for settlements in precious metals in the Russian market (Loco Moscow).
To ensure that the market participants obtain convenient and sound clearing services, NCC has implemented a unified clearing and risk management for the FX trades and trades in precious metals:
· application of common criteria for assessment of credit quality of the clearing participants;
· use of total clearing collateral and single rouble position;
· use of  unified margining system based on the portfolio approach to risk assessment;
· performance of joint settlements in Russian roubles;
· use of common principles for settlement of trade defaults.
In the FX market and precious metals market, NCC clears the trades which can be settled as follows:
· at the expense of the clearing members; 

· at the expense of the clearing members’ clients;
· out of the funds entrusted to the clearing members. 

List of instruments cleared by NCC in the FX market and precious metals market
In 2014, the range of instruments cleared by NCC in the FX market and precious metals market has expanded considerably. First of all, we should note the launch of clearing of derivatives (swaps and futures), where the underlying asset may be a foreign currency or a precious metal. In addition, since 2014, NCC has been clearing the trades in Belarusian roubles with partial prefunding, thus facilitating further growth of economic ties between Belarus and Russia.
In the FX market, NCC provides clearing with partial prefunding for the following instruments:
А. Spot trades with partial prefunding in foreign currency / precious metals:

	No.
	Spot trade code
	Lot currency
	Mated currency
	Maturity date for spot trade (T+n)*


	1. 
	USDRUB_TOD
	US dollar
	Russian rouble
	Т+0

	2. 
	USDRUB_TOM
	US dollar
	Russian rouble
	Т+1

	3. 
	USDRUB_SPT
	US dollar
	Russian rouble
	Т+2

	4. 
	EURRUB_TOD
	Euro
	Russian rouble
	Т+0

	5. 
	EURRUB_TOM
	Euro
	Russian rouble
	Т+1

	6. 
	EURRUB_SPT
	Euro
	Russian rouble
	Т+2

	7. 
	EURUSD_TOD
	Euro
	US dollar
	Т+0

	8. 
	EURUSD_TOM
	Euro
	US dollar
	Т+1

	9. 
	GBPRUB_TOD
	British pound
	Russian rouble
	Т+0

	10. 
	GBPRUB_TOM
	British pound
	Russian rouble
	Т+1

	11. 
	CNYRUB_TOD
	Chinese yuan
	Russian rouble
	Т+0

	12. 
	CNYRUB_TOM
	Chinese yuan
	Russian rouble
	Т+1

	13. 
	CNYRUB_SPT
	Chinese yuan
	Russian rouble
	Т+2

	14. 
	HKDRUB_TOD
	Hong Kong dollar
	Russian rouble
	Т+0

	15. 
	HKDRUB_TOM
	Hong Kong dollar
	Russian rouble
	Т+1

	16. 
	BYRRUB_TOD
	Belarusian rouble
	Russian rouble
	Т+0

	17. 
	BYRRUB_TOM
	Belarusian rouble
	Russian rouble
	Т+1

	18. 
	GLDRUB_TOD**
	Gold
	Russian rouble
	Т+0

	19. 
	GLDRUB_TOM
	Gold
	Russian rouble
	Т+1

	20. 
	GLDRUB_SPT**
	Gold
	Russian rouble
	Т+2

	21. 
	SLVRUB_TOD**
	Silver
	Russian rouble
	Т+0

	22. 
	SLVRUB_TOM
	Silver
	Russian rouble
	Т+1

	23. 
	SLVRUB_SPT**
	Silver
	Russian rouble
	Т+2


* T+n is the date separated from the trade execution date (T) by the corresponding  number of calendar days (n).
** These spot trades can be followed by execution only of the off-book trades and trades included in the swap trade.
B. Spot trades with full prefunding
	
	Instrument
	Maturity

	1. 
	Purchase/sale of Ukrainian hryvnias for Russian roubles UAHRUB_TOD
	Т+0

	2. 
	Purchase/sale of Kazakhstani tenge for Russian roubles KZTRUB_TOD
	Т+0


C. Swap trades with partial prefunding in foreign currency / precious metals

	NNo.
	Swap trade code
	Lot currency
	Mated currency
	Maturity date for the first and second legs of swap trade (T+n/t+d)*

	1. 
	USD_TODTOM
	US dollar
	Russian rouble
	T+0/t+1

	2. 
	USD_TODSPT**
	US dollar
	Russian rouble
	T+0/t+2

	3. 
	USD_TOMSPT
	US dollar
	Russian rouble
	T+1/t+1

	4. 
	EUR_TODTOM
	Euro
	Russian rouble
	T+0/t+1

	5. 
	EUR_TODSPT**
	US dollar
	Russian rouble
	T+0/t+2

	6. 
	EUR_TOMSPT
	Euro
	Russian rouble
	T+1/t+1

	7. 
	EURUSDTDTM
	Euro
	US dollar
	T+0/t+1

	8. 
	GBP_TODTOM
	British pound
	Russian rouble
	T+0/t+1

	9. 
	CNY_TODTOM
	Chinese yuan
	Russian rouble
	T+0/t+1

	10. 
	CNY_TOMSPT
	Chinese yuan
	Russian rouble
	T+1/t+1

	11. 
	HKD_TODTOM
	Hong Kong dollar
	Russian rouble
	T+0/t+1

	12. 
	BYR_TODTOM
	Belarusian rouble
	Russian rouble
	T+0/t+1

	13. 
	GLD_TODTOM
	Gold
	Russian rouble
	T+0/t+1

	14. 
	GLD_TOMSPT
	Gold
	Russian rouble
	T+1/t+1

	15. 
	SLV_TODTOM
	Silver
	Russian rouble
	T+0/t+1

	16. 
	SLV_TOMSPT
	Silver
	Russian rouble
	T+1/t+1


* T+n is the date separated from the trade execution date (T) by the corresponding number of calendar days (n) (first leg of the swap trade).
t+d is the date separated from the maturity date of the first leg of the swap trade by the corresponding number of calendar days (d) (second leg of the swap trade).
** These instruments can be traded only in the auction mode with the Bank of Russia.
D. Deliverable FX/precious metals futures

	NNo.
	Futures contract code*
	Underlying asset
	Earliest possible maturity date under the futures contract, which can be indicated in the order (Т+n)
	Latest possible maturity date under the futures contract, which can be indicated in the order (Т+n)

	
	USDRUB_LTV
	US dollar 
	Т+2
	Т+366

	
	EURRUB_LTV
	Euro
	Т+2
	Т+366

	
	CNYRUB_LTV
	Chinese yuan
	Т+2
	Т+184


E. Deliverable FX/precious metals swap contracts

	NNo.
	Swap contract code
	Underlying asset
	Code determining the maturity date for the second leg of swap contract
(NW / NM / NY)

	1. 
	USD_TOM1W
	US dollar
	1W

	2. 
	USD_TOM2W
	US dollar
	2W

	3. 
	USD_TOM1M
	US dollar
	1М

	4. 
	USD_TOM2M
	US dollar
	2М

	5. 
	USD_TOM3M
	US dollar
	3М

	6. 
	USD_TOM6M
	US dollar
	6М

	7. 
	USD_TOM9M
	US dollar
	9М

	8. 
	USD_TOM1Y
	US dollar
	1Y

	9. 
	EUR_TOM1W
	Euro
	1W

	10. 
	EUR_TOM2W
	Euro
	2W

	11. 
	EUR_TOM1M
	Euro
	1М

	12. 
	EUR_TOM2M
	Euro
	2М

	13. 
	EUR_TOM3M
	Euro
	3М

	14. 
	EUR_TOM6M
	Euro
	6М

	15. 
	EUR_TOM9M
	Euro
	9М

	16. 
	EUR_TOM1Y
	Euro
	1Y

	17. 
	CNY_TOM1W
	Chinese yuan
	1W

	18. 
	CNY_TOM2W
	Chinese yuan
	2W

	19. 
	CNY_TOM1M
	Chinese yuan
	1М

	20. 
	CNY_TOM2M
	Chinese yuan
	2М

	21. 
	CNY_TOM3M
	Chinese yuan
	3М

	22. 
	CNY_TOM6M
	Chinese yuan
	6М


Where W denotes week, M – month, and Y – year.
In 2014, in the sector of precious metals, NCC signed agreements on opening and keeping unallocated bullion accounts   with 25 new organizations, among them a number of largest participants of the Russian precious metals market, such as VTB Bank, Gazprombank, and FC Otkritie Bank. NCC and 5 credit organizations have signed general agreements on the terms and conditions of trades in precious metals, whereunder the OTC trades in precious metals for the total amount of 17.6 bn roubles were executed in 2014.
The implementation of new efficient clearing technologies and the qualitative expansion of the range of instruments attractive for investors made the FX market and precious metals market of Moscow Exchange Group more attractive and had a positive effect on NCC’s performance results in the  market. In 2014, NCC received 1,442,740 thousand roubles worth of commission fees for FX market clearing services, which is 1.38 times higher than in 2013 – 1,040,104 thousand roubles.
5.2. Securities market clearing

NCC has been conducting central counterparty clearing activities in the securities market since 01 November 2011. Presently, it is the largest market of Moscow Exchange Group. Clearing settlements in the securities market are performed by the Non-Bank Credit Organization Closed Joint-Stock Company National Settlement Depository (hereinafter - NCO CJSC NSD). 

In terms of technologies and types of instruments permitted for trading, the securities market can be conventionally divided into two basic markets (sectors) cleared by NCC:
1. T+ market using the technologies of clearing with partial prefunding, with participation of central counterparty and deferred performance of obligations under the executed trades. Settlements in the main trading mode T+ (T+2 order-book) are conducted on the second day from the trade execution date (settlement cycle T+2). The market features trading in stocks, depositary receipts, investment shares, mortgage participation certificates (MPC), and ETF. Also, there is a trading in FLBs, regional and corporate bonds. 

2. T0 market using the technologies of clearing with full (100%) prefunding, with participation of central counterparty. Settlements in the main trading mode (T+0 order-book) are conducted on the trade execution date (settlement cycle T+0). The market features trading in FLBs, corporate (including exchange-traded), regional and municipal bonds. 

In the securities market, NCC performs clearing of the trades executed on the following terms and conditions:
· full prefunding; 

· partial prefunding; 

· without prefunding.
NCC performs central counterparty clearing for the following trades executed on the basis of full or partial prefunding:
· purchase and sale trades with settlement codes T0 (except allocation and repurchase trades), K0, Yn;
· REPO trades with settlement codes T0/Yn, Y0/Yn, Y1/Yn.
NCC performs clearing without central counterparty functions for the following trades:
· purchase and sale trades with settlement codes В0-В30, Z0;
· REPO trades with settlement codes Rb, S0-S2, Z0;
· allocation and repurchase trades with settlement code T0; and
· share allocation trades with settlement code X0.
As  means of ensuring performance of obligations admitted to clearing, NCC uses individual clearing collateral of the clearing members in Russian roubles, foreign currency and securities, as well as collective clearing collateral (Guarantee Fund).
The admission to clearing with partial prefunding depends on a clearing participant category. The clearing members of the B1 and B2 categories have admission to clearing with partial prefunding. The clearing participants of the C category have no admission to clearing with partial prefunding. To be admitted to clearing with partial prefunding the clearing participants of the B1 and B2 categories shall make contributions to the Guarantee Fund.
	Terms and conditions for assignment of categories to the Clearing Members

	    \   Category
Requirements     \
	B1
	B2
	C

	Contributed to the GF, mln. roubles
	5 or 10 
	5 or 10 
	no

	Size of equity in accordance with the reporting, mln. roubles
	over 180
	less than 180
	not important

	TCA+ registered
	yes
	yes
	not important


Possibilities for the clearing members of the said categories to execute T+ Trades with partial prefunding:
	\ Categories and contributions to the GF
         \

Т+ Trades  \
	B1
	B2
	C

	
	5 mln roubles
	10 mln roubles
	5 mln roubles
	10 mln roubles
	

	On-the-book and off-the-book  buy and sell   trades
	yes
	yes
	no

	Off-the-book  REPO trade at own expense
	yes
	yes
	no

	On-the-book REPO trade at own expense
	yes
	no
	no

	Off-the-book REPO trade at clients’ expense
	no
	yes
	no
	yes
	no

	On-the-book REPO trade at clients’ expense
	no
	yes
	no
	no


Admission to execution of trades in the T+ mode enables a clearing member to decrease by many times the value of assets which have to be transferred to the trading and/or clearing accounts prior to execution of trades while retaining the central counterparty’s trade fulfillment guarantee. 

In 2014, the Bank was also actively developing the comparatively young (operating since 2013) interdealer REPO market with central counterparty. Execution of REPO trades in the market enables  clearing members to reduce by many times  risks under the REPO trades, thanks to centralized  risk management system where risks in this market are fully assumed by the central counterparty. 

Presently, NCC performs clearing of the REPO trades with the following maturities:
· for the 1st leg – on the trade execution date or on the next settlement day after the trade execution date;
· for the 2nd leg – on the next or second settlement day after the trade execution date.
The REPO market serviced by the central counterparty has the following advantages:
· execution of trades, including the 2nd REPO leg, with partial prefunding;
· no-risk trading requiring no limits to be set for other participants (performance of obligations to each non-defaulting party is guaranteed by the central counterparty);
· quick and convenient execution of trades on standard terms, including the order-book trades; 

· REPO market rates can be viewed online.
Trading in the securities market is conducted both in an anonymous mode and in a negotiated mode. In the anonymous mode trades can be executed with full or partial prefunding only.
In the securities market NCC clears the trades which can be settled as follows:
· at the expense of the clearing members; 

· at the expense of the clearing members’ clients;
· out of the funds entrusted to the clearing members. 

Clearing settlements are performed in course of the trading or upon conclusion of the trading.
In the securities market NCC performs clearing of the trades with the following terms and parameters:
	Settlement code
	Trades
	Maturity date
	Collateral control procedure
	Clearing
	Settlements

	T0
	buy and sell
	T+0
	when order is submitted
	centralized (except for allocation and purchase trades), with full collateral
	upon conclusion of trading

	Yn
	buy and sell
	n=0,1,2,3,4,5
	when order is submitted
	centralized, with partial collateral
	upon conclusion of trading or in course of trading (for off-the-book trades)

	В0-В30
	buy and sell
	T+0 – T+30
	when settlement order is submitted
	without pre-posted collateral
	upon conclusion of trading or in course of trading (depending on the type of settlement order)

	K0
	buy and sell 
	T+0
	when trade is executed
	centralized, with full collateral
	upon conclusion of trading

	Z0
	buy and sell 
	T+0
	when order is submitted
	with full collateral
	in course of trading

	X0
	buy and sell 
	T+0
	when order is submitted
	with full collateral
	in course of trading

	T0/Yn
	REPO
	1st leg – T+0
	when order is submitted
	for the 1st leg - centralized, with full collateral, for the 2nd leg - centralized, with partial collateral
	for the 1st leg - upon conclusion of trading, for the 2nd leg - upon conclusion of trading or in course of trading (depending on the type of settlement order)

	Y0/Yn, Y1/Yn
	REPO
	1st leg - T+0/ T+1; 
2nd leg –T+1/ Т+2
	when order is submitted
	for each leg - centralized, with partial collateral
	upon conclusion of trading or in course of trading (depending on the type of settlement order)

	Rb
	REPO
	1st leg – T+0;
2nd leg – Т+k, where k is REPO trade maturity
	for the 1st leg - when order is submitted; 
for the 2nd leg - when settlement order is submitted
	for the 1st leg - with full collateral, for the 2nd leg – without pre-posted collateral
	for the 1st leg - upon conclusion of trading, for the 2nd leg - upon conclusion of trading or in course of trading (depending on the type of settlement order)

	Z0
	REPO
	1st leg – T+0;
2nd leg – Т+k, where k is REPO trade maturity
	for the 1st leg - when order is submitted; 
for the 2nd leg - when settlement order is submitted
	for the 1st leg - with full collateral, for the 2nd leg – without pre-posted collateral
	for the 1st leg - in course of trading, for the 2nd leg - upon conclusion of trading or in course of trading (depending on the type of settlement order)

	S0-S2
	REPO
	1st leg - T+0 – Т+2;
2nd leg – Т+0+k – Т+2+k, where k is REPO trade maturity
	for each leg - when settlement order is submitted
	for each leg -without pre-posted collateral
	for each leg - upon conclusion of trading or in course of trading (depending on the type of settlement order)


The implementation of new efficient clearing technologies and the instruments attractive for investors had a positive effect on the Bank’s performance results in this market segment. In particular, in 2014, NCC received 3,090,270 thousand roubles worth of commission fees for securities market clearing services, which is 1.3 times higher than in 2013 – 2,367,641 thousand roubles.
5.3. Derivatives market clearing

In 2014, NCC has been clearing a wide range of derivatives: futures and futures options, where underlying assets are indices, stocks, FX rates, interest rates, and commodities. Presently, the range of derivatives comprises 78 derivative contracts, including 60 futures and 18 futures options.
The transfer of the clearing function of the derivatives market of the Moscow Exchange to NCC have resulted in the  increasing in the trading volume owing to the higher limits set for the clearing organization and central counterparty, and due to provision to the clearing participants of efficient unified clearing services on the basis of a unified clearing agreement.
Presently, the Moscow Exchange is a leading derivatives exchange in the CIS and Eastern Europe, and it ranks in the TOP-10 of the world's largest derivatives exchanges. 

As the underlying assets for derivatives can be following assets: indices, stocks, FX rates, interest rates, and commodities:
	Securities segment:
	Monetary segment:
	Commodities segment:

	Futures on:
· RTS and MICEX indices, sectorial indices 

· most liquid stocks of the Russian* and foreign issuers
· volatility index (RTSVX)
· volatility of the Russian market (RVI)
· BRICS country indices
Futures options on:
· most liquid stocks of the Russian issuers
· RTS and MICEX indices
	Futures on:
· currency pairs: USD/RUB, EUR/RUB, EUR/USD, AUD/USD, GBP/USD, USD/CHF, USD/JPY, USD/UAH
· interest rates: MosPrime, RUONIA
· federal loan bonds*;
· Eurobonds of the Russian Federation (RF-30)*
Futures options on:
· currency pairs: USD/RUB, EUR/RUB, EUR/USD
	Futures on:
· Brent crude oil;
· gold, silver, platinum, palladium
· copper
· electricity index
· sugar
· wheat, rice
Futures options on:
· gold, silver, platinum, 

· Brent crude oil


The futures contracts marked with asterisk “*” are physically settled futures contracts. All other futures contracts are cash settled futures contracts.
Trading in the securities market is conducted both in an anonymous mode and in an  negotiated mode. 

In case of clearing and settlements for derivatives (including variation margin), NCC also performs central counterparty functions, thus considerably decreasing the risks of the clearing members and relieving them from the need to conduct costly procedures in order to set limits for each other. 

NCC performs clearing of the trades in derivatives:
· at the expense of the clearing members;
· at the expense of the clearing members’ clients;
· out of the funds entrusted to the clearing members.
· The functions of settlement depository and settlement organization are performed by NCO CJSC NSD, which is responsible for the following: accounting for the clearing collateral in cash on NCC’s clearing accounts opened with NSD; 

· accounting for the clearing collateral in securities on the clearing participants' depo trading  accounts opened with NSD.
Russian roubles and foreign currency and securities that included in the list approved by resolution of the Clearing Centre are accepted as collateral assets. Such list is compiled in accordance with the approved methodology for selection and assessment of foreign currency and securities accepted as collateral assets. 

In 2014, the Bank saw further development of the clearing services provided to the clearing members in the derivatives market. 

In 2014, as part of the integration of clearing in different market segments of the Moscow Exchange, the Bank has developed and made available to the clearing members a new service: risk balancing. This service enables  clearing members performing operations in the derivatives market and FX market to redistribute their currency risk among the opened positions in the derivatives market and the FX market. By using the risk balancing service, clearing members are able to decrease the aggregate size of collateral for multidirectional positions opened in the FX market and the derivatives market. The decrease of collateral requirements is effected through transferring risks under the opened derivatives positions to the FX market and setting off of homogenous counterclaims in course of clearing in the FX market.
To ensure the possibility for repayment of debt of the clearing participants in the derivatives market, the individual clearing collateral can be sold in foreign currency and securities in the  specialized markets and at market prices. Foreign currency is traded on the order-book basis in the FX market of the Moscow Exchange, and securities are traded in the securities market. Collateral can be sold at fair prices thanks to integration of the derivatives market with the FX market and securities market; it has enabled lower restrictions for acceptance of foreign currencies and securities as individual clearing collateral in the derivatives market.
In 2014, the range of derivatives admitted for trading in the derivatives market of the Moscow Exchange and cleared by NCC was supplemented with futures on Eurobonds issued by the Russian Federation (RF-30), futures on volatility of the Russian market (RVI), futures on stocks of PC Magnit and OJSC Moscow Exchange.
The improvement of clearing technologies and the launch of attractive instruments for investors made the derivatives market of Moscow Exchange Group more attractive and had a positive effect on NCC’s performance results in this market segment. In 2014, NCC received 34,719 thousand roubles worth of commission fees for derivatives market clearing services, which is 1.1 times higher than in 2013 – 31,286 thousand roubles. 

5.4. Commodities market clearing

In 2014, NCC launched clearing of trades with oil products, executed at OJSC Moscow Energy Exchange. During the trading of the oil and oil products section of OJSC Moscow Energy Exchange, the participants execute various trades involving delivery of a wide range of oil products, in particular, gasoline of various grades, summer and winter diesel fuel of various grades, ship fuel, boiler oil, bitumen, etc. 

At this stage, NCC clears the trades with oil and oil products without central counterparty functions. Clearing settlements are conducted both directly between the trade counterparties, and using NCC’s clearing account with NCO CJSC NSD, which enables to decrease principal risks. 

In 2014, the Bank was also actively developing clearing documents and technologies to conduct clearing activities and perform central counterparty functions and functions of the commodity deliveries operator in the grain market of the Moscow Exchange Group.
5.5. Standardized OTC derivatives market clearing

NCC has been clearing trades in the market for standardized OTC derivatives of the Moscow Exchange Group since 2013. The market for standardized OTC derivatives was formed to implement the provisions of the communiqué adopted at conclusion of the G20 meeting in Pittsburg in 2009, where the G20 leaders expressed their joint view of the need to transfer OTC derivatives trading to exchanges and ensure that they are cleared by central counterparty.
In 2014, NCC continued to perform clearing and central counterparty functions in the standardized OTC derivatives market. Presently, in this market, NCC performs  trades of following derivatives: 

· interest-rate swaps (IRS, OIS);
· currency swap (FX);
· currency coupon swap (XCCY);
· currency futures on the US dollar/Russian rouble exchange rate;
· flex option contract. 

In 2014, the quantity of participants of the OTC derivatives market increased 2.5 times, from 8 to 20 banks. The clearing members of the OTC derivatives market are the large Russian banks, including the banks with foreign participation such as: OJSC Sberbank of Russia, OJSC VTB Bank, Deutsche Bank LLC, CJSC Bank Credit Suisse (Moscow), CJSC Reiffeisenbank, ING Bank (Eurasia) JSC). 

To be able to execute trades, clearing members deposit individual and collective clearing collateral both in Russian roubles and in foreign currency (US dollars). Clearing settlements are conducted using NCC’s clearing accounts opened with NCO CJSC NSD. 

6. Proprietary operations in financial markets
In 2014, financial market operations were conducted in the environment of increased volatility of the Russian financial market, thus directly affecting NCC’s central counterparty activities. As compared to previous years, there has been a significant change in the environment where NCC conducted its principal activity, including:

· considerable growth in volume of the clearing participants’ cash posted for trading participation purposes;

· increase in volatility of balances on the accounts of individual and other clearing collateral;

· increase in the number of violations of asset delivery dates or payment dates.

The above circumstances have determined the main focus of NCC’s efforts in financial market operations:

· ensuring () absolute performance of NCC’s obligations as a central counterparty;

· performance of default management functions in case of untimely fulfillment of obligations by the clearing participants;

· managing the asset portfolio to  earn interest income while maintaining maximum safety of investments, high liquidity and  compliance  with the central counterparty requirements issued by the Bank of Russia.

 To ensure  absolute performance of NCC’s obligations as a central counterparty, the following measures were taken:

· significant  extension of  NCC’s correspondent accounts network  for the purpose of asset diversification;

· increase in the share of highly liquid assets (balances on correspondent accounts, interbank loans with short maturities);

· maintaining a pool of securities enabling loans from the Bank of Russia and conclusion with the Bank of Russia of the REPO trades in securities as potential financing sources.

 The growth in technical non-deliveries resulted in a significant increase in the number of trades, both in terms of roll-overs and in terms of closure of positions of the defaulting clearing participants.

In 2014, the following default management operations were conducted:

	Operations
	Number of operations
	Change vs. 2013, %
	Volume, mln roubles
	Change vs. 2013, %

	FX market

	Transfer of positions (SWAP)
	 
	 
	 
	 

	USD
	534
	105%
	70,684
	34%

	EUR
	122
	65%
	42,313
	713%

	CNY
	9
	200%
	3,967
	32,792%

	GBP
	1
	 
	1
	 

	HKD
	1
	 
	0
	 

	Adjustment of margin calls
	 
	 
	 
	 

	RUB
	31
	520%
	333
	237%

	Closure of positions
	 
	 
	 
	 

	USD
	8
	167%
	3,795
	522%

	EUR
	8
	167%
	1,246
	-48%

	CNY
	1
	 
	0
	 

	Securities market

	Transfer of positions (REPO)
	 
	 
	 
	 

	RUB
	535
	257%
	23,998
	1529%

	Closure of positions
	 
	 
	 
	 

	RUB
	5
	-62%
	558
	66,272%

	Derivatives market

	Closure of positions
	 
	 
	 
	 

	RUB
	4
	300%
	11
	-94%

	TOTAL

	USD
	542
	105%
	74,479
	39%

	EUR
	130
	69%
	43,559
	474%

	CNY
	10
	233%
	3,967
	32,795%

	GBP
	1
	 
	1
	 

	HKD
	1
	 
	0
	 

	RUB
	575
	240%
	24,900
	1326%


The Bank’s risk management decisions adopted in respect of increase of margin calls in all exchange traded segments led to a noticeable growth of balances in the market participants’ clearing accounts opened with NCC. Also, external environment and preservation by the Bank of Russia of  lower risk  ratio applied to the balances on accounts with the clearing organization have contributed to the growth of NCC's liability base in all currencies. 

Due to the above factors, NCC's liability base changed as follows:

01.01.2014

	Source
	RUB, mln
	USD, mln
	EUR, mln
	Equivalent, RUB

	FX market
	27,268.564
	3,563.778
	1,576.714
	214,812.848

	Derivatives market
	23,648.312
	365.621
	
	35,614.781

	T+, REPO with CCP
	23,644.813
	82.196
	
	26,335.013

	Equity
	28,818.131
	
	
	28,818.131

	Total
	103,317.156
	4,011.595
	1,576.714
	305,518.109


01.01.2015

	Source
	RUB, mln
	USD, mln
	EUR, mln
	Equivalent, RUB

	FX market
	104,568.278
	10,608.832
	4,712.276
	1,023,453.866

	Derivatives market
	63,194.016
	585.504
	139.206
	105,647.226

	T+, REPO with CCP
	28,779.687
	181.711
	35.700
	41,422.265

	Equity
	38,542.136
	
	
	38,542.136

	Total
	235,084.117
	11,376.047
	4,887.182
	1,209,065.493


Under these conditions, a considerable effort was focused on formation of income-bearing assets in accordance with an extremely conservative strategy implying lower duration and as a consequence – a decrease in volatility of the financial result. 

For example, there was a significant growth in interbank loans volume (from 15 bn roubles as of 01 January 2014 to 101.5 bn roubles as of 01 January 2015).  At that, the portfolio of rouble securities grew by 9.5 bn roubles (17%), and the FX securities portfolio expanded by 37 mln US dollars (12%). At the same time, duration of rouble portfolio decreased from 0.8 to 0.58 years, and FX portfolio – from 0.68 to 0.32 years. 

The average annual balance on FX swap transactions increased 4.6 times, exceeding 16 bn roubles.
     In 2014, NCC started conducting REPO transactions with the Bank of Russia, which, on the one hand, represent a potential opportunity to procure refinancing, and on the other hand, serve as an instrument for additional interest income.

In 2014, as part of support of its clearing activities, NCC also launched transactions with precious metals, namely:

· Location SWAP transactions;

· physical purchase and sale of precious metal.

NCC and five credit organizations have signed general agreements on the terms and conditions of trades in precious metals, whereunder the OTC trades in precious metals for the total amount of 17.6 bn roubles were executed in 2014.

 In 2015, NCC will continue proprietary trading in accordance with its conservative strategy implying acceptance of minimal market risks. Also, it is planned to reallocate credit risk in favour of the sovereign risk of the Russian Federation.   

7. Risk management, including measures aimed at maintaining high quality of governance in NCC as CCP
I. Compliance of the risk management system with the regulatory requirements and international standards

NCC, acting as the guarantor of financial stability in the markets of  Moscow Exchange Group, performs its activities using a state-of-the-art risk management framework (RMF), complying with the international standards, and providing participants clearing services that ensure efficient use of funds.  The main risks NCC faces are financial risks (credit risk, market risk, liquidity risk), operational risk, legal risk, and reputational risk.

NCC’s central counterparty risk management framework includes clearing participants’ admission criteria, collateral for covering potential losses arising in case participants fail to fulfill their obligations, the collateral sufficiency control system and default management procedures.

The main risk management instruments of NCC as a central counterparty and clearing organization are provided in the following scheme:

	Admission criteria
	· Terms of admission to clearing services

· Assessment and monitoring of financial condition of clearing participants 

	
	

	Limits
	· Limits for participants

· Limits of exchange rate/price fluctuations

· Concentration limits

	
	

	Settlement
	· DVP/PVP

· Monitoring of financial condition of settlement organizations

	
	

	Collateral
	· Pre-posting of funds by participants

· Eligibility criteria
· Collateral revaluation and adequacy control

· Guarantee funds

	
	

	Default management
	· Position transfer / forced closeout
· Multi-tiered safeguard structure (collateral, guarantee funds, NCC capital)


NCC follows a conservative risk management approach in order to achieve its main objective of performing clearing obligations with certainty and on a timely fashion. 

To ensure its operational reliability, NCC employs the risk management methods stipulated in the requirements defined by the Russian regulatory bodies, the recommendations of the Basel Committee for Banking Supervision, as well as the international standards defined by the Committee on Payments and Market Infrastructures of the Bank for International Settlements and the  Technical  Committee of the International Organization of Securities Commissions (CPMI-IOSCO) for financial markets infrastructures. 

In the reporting year, NCC carried out its activities and took all steps to develop its risk management framework in accordance with the requirements of the Bank of Russia’s Instruction “On assessment of the quality of governance of the credit organization performing central counterparty functions" (hereinafter the Instruction No. 2919-U).   In October 2014, the Bank of Russia affirmed the previously assigned status of NCC as a qualifying central counterparty, thus securing its importance as  financial markets infrastructure guaranteeing stability in the segments of the Russian financial market that it services.

The confirmation of this status is an important event not only for NCC and Moscow Exchange Group, but also for the Russian financial market in general. Pursuant to the effective regulation of the Bank of Russia, in calculation of capital adequacy ratios (Н1.0, Н1.1, Н1.2), the Russian banks may apply decreased risk coefficients to exposures with the central counterparty whose quality of governance has been recognized by the Bank of Russia as satisfactory. The reduction of the regulatory burden on trades with NCC as a qualifying central counterparty is a clear reflection of international initiatives in the field of determination of capital adequacy for credit organizations (Basel III). The possibility of using the reduced risk coefficients for trades with a qualifying central counterparty is an important driver stimulating trades with CCP, contributing to the decrease of systemic risks and increase of transparency of the Russian financial market.

II. Managing risks of the clearing organization and central counterparty
     In 2014, the development of NCC's risk management system was primarily focused on ensuring financial stability and reliability of the Bank as a clearing organization and central counterparty, and was carried out in the following main directions:
· ensuring adequacy of financial resources for settlements under normal and extreme market conditions;
· setting up arrangements protecting against potential losses in case of the clearing participants' default;
· improving risk assessment methodology required for NCC to provide new clearing products and expand the range of cleared instruments;
· implementing measures to ensure that current activities of NCC are in conformity with the Bank of Russia’s requirements for the central counterparties whose quality of governance has been recognized as “satisfactory” (qualified by the Bank of Russia) in accordance with provisions of the Instruction No. 2919-U;
· providing information transparency which allows the clearing participants to adequately assess risks, and helps supervisory authorities to control their activities more efficiently.
Margining of clearing participants’ trades
NCC uses various models to set individual collateral requirements, depending on the specific market. The general characteristics of the models used are provided in the table:

	Specifics of margining models in ME markets

	Market
	Margining model type
	Margining model 
	Parameter assessment period
	Position maintenance horizon
	Parameter revision frequency

	FX market
	Empirical
	Scenario analysis (up/down)
	2 years
	2 days
	once in 6 months

	Securities market
	Empirical
	Scenario analysis (up/down)
	2 years
	2 days
	once in 6 months

	Derivatives market
	Empirical
	Scenario analysis (23 scenario for prices; up/down for volatility)
	1 year
	1 day
	once in 6 months

	SFD market
	Empirical
	Scenario analysis (shift/twist/butterfly for interest rates; up/down for FX rates)
	3 years
	3 days
	once in 6 months


        Depending on the specific market, different types of assets are accepted as collateral: 

	Types of assets accepted as collateral in ME markets

	Market
	Foreign currencies
	Precious metals
	RF government bonds
	Corporate bonds
	Shares

	FX market
	+
	+
	
	
	

	Securities market
	+
	
	+
	+
	+

	Derivatives market
	+
	
	
	
	+

	SFD market
	+
	
	
	
	


In 2014, the following significant changes were made, expanding the opportunities for trading and clearing participants in performing exchange trades with NCC as a central counterparty:

· in the FX market – expansion of the range of assets accepted as collateral, by adding new foreign currencies (Hong Kong dollar, British pound, Belarusian rouble);

· in the securities market – implementation of REPO with CCP using Eurobonds;

· in the derivatives market - expansion of the range of foreign currencies accepted as collateral (Euro); in addition, clearing participants are now able to transfer risks between the FX market and the derivatives market.

Guarantee funds and NCC’s equity used in case of a clearing participant’s default

The mechanism of collateralized trades in the markets of Moscow Exchange Group requires:

· pre-posting by trading and clearing participants of collateral that may be used for fulfillment of trade obligations;

· definition of collective (guarantee) funds out of contributions made by market participants;

· utilization of NCC’s own funds.  

     According to the international standards for clearing organizations and central counterparties, the level of risk coverage offered by collective funds is considered to be sufficient provided that, within a short period of time, these resources can cover maximum risk for at least one or two default positions. NCC aims to cover maximum risk arising from default of any 2 or 3 clearing participants, which exceeds the requirements of the international standards.

     In order to provide additional protection for the non-defaulting clearing participants, contributions from these participants into the Guarantee Fund are used only in cases when the amount of total debt of the defaulting clearing participants exceeds the maximum acceptable value. 

To cover the risks of NCC in the derivatives market, the Guarantee Fund is established, consisting of the clearing participants’ contributions. Contributions of the non-defaulting clearing participants to the Guarantee Fund are used only in cases when the amount of total debt of the defaulting clearing participants to NCC exceeds 1.5 bn roubles (NCC’s dedicated capital for the derivatives market).  As of 01 January 2015, the size of the Fund was 1.2 bn. roubles. The existence of the Guarantee Fund as addition to individual clearing collateral considerably decreases the risks of central counterparty in case of the clearing participant’s default.

In the securities market (including REPO with CCP) risks of NCC are covered, along with the individual clearing collateral, by CCP’s own funds amounting to 1 billion roubles, and also by resources of the Guarantee Fund, consisting of contributions made by the clearing participants. As of 01 January 2015, the size of the Guarantee Fund was 1.96 bn. roubles. 

In the standardized financial derivatives market, all clearing participants admitted to clearing services should make contributions to the Guarantee Fund in the amount of 1 million roubles.  As of 01 January 2015, the size of the Fund amounted to 20 mln roubles. NCC’s capital used to cover the risks of this market is restricted by the liability limit of 50 million US dollars (whereof 10 million US dollars shall be used before contributions of non-defaulting clearing participants).

The procedure for use of Guarantee Funds and NCC’s resources in case of default of the clearing participant in various markets, as described in the Clearing Rules, is shown in the picture below:
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Default management procedures
          In 2014, the Clearing Rules for all markets were supplemented with description of the cross default procedure enabling NCC to use the collateral of the defaulting clearing participant posted in other markets where NCC performs central counterparty functions.

The default management techniques used in the FX market, related to a counterparty replacement, involve holding additional sessions of type 1 and 2 with the defaulting clearing participant. The defaulting clearing participant is a clearing participant who fails to fulfill its obligations in full and/or as they become due.

     The additional session of type 1 is held when clearing participant fails to fulfill its margin call when due. During the additional session between NCC and the defaulting clearing participant, trades for purchase/sale of foreign currency/ precious metals can be executed, including SWAP trades. The terms of these trades are set by NCC so as to ensure that they result in the increase of clearing participant’s single limit (value calculated by NCC in roubles for each clearing participant, limiting risks for trades with partial collateral).

    The additional session of type 2 (SWAP trades) is held with a defaulting clearing participant in the following cases:

· partial or complete non-fulfillment by the clearing participant of its obligations;

· failure of the clearing participant to settle upon maturity the debt related to commission fees, compensation contributions or trades, provided that the clearing participant holds collateral in foreign currencies/precious metals corresponding the lot currency for trades with partial  prefunding 
     The terms of the SWAP trades are arranged by NCC so that if the clearing participant has a non-fulfilled obligation in the first leg of SWAP trades, then the clearing participant has respective claims opposite to the non-fulfilled obligations of the clearing participant in the amount not exceeding the clearing participant’s collateral volume.

     The techniques of the default management in the securities market related to counterparty replacement are in general similar to those used in the FX market. In case of non-fulfillment of margin call by the clearing participant when due, NCC and the defaulting clearing participant may execute securities purchase and sale trades, including REPO trades. The terms of these trades are arranged by NCC so as to ensure that they increase the clearing participant’s single limit (value calculated by NCC in roubles for each clearing participant, limiting risks for trades with partial prefunding).

    In case of partial or complete non-fulfillment by the clearing participant of its obligations, NCC fulfills its own cash/securities obligations to non-defaulting clearing participants as follows:

· by executing direct/reverse REPO trades (paired purchase and sale trades) with the clearing participant;

· by executing direct/reverse REPO trades (paired purchase and sale trades) with non-defaulting clearing participants to defer the maturity date.

     The terms of the REPO trades are arranged by NCC so that if the clearing participant has a non-fulfilled obligation in the first leg of the said REPO trades, then the clearing participant has respective claims opposite to the non-fulfilled obligations of the clearing participant in the amount not exceeding the clearing participant’s collateral volume.

     In the derivatives market, in case of non-fulfillment of the margin call by the clearing participant when due, NCC on behalf of the defaulting clearing participant may execute trades which lead to the extinction of the original margin call. If the trades are impossible to execute, NCC carries out a forced transfer of the defaulting clearing participant’s positions at the prices limiting NCC’s losses to the amount stipulated in the Clearing Rules.
     In the standardized financial derivatives market, if the clearing participant fails to fulfillment its margin call when due, NCC on behalf of the defaulting clearing participant can execute trades which:
· lead to close out of the defaulting clearing participant’s positions;
· hedge the risk of NCC’s non-balanced positions resulting from non-fulfillment of obligations by the defaulting clearing participant.
     If the positions cannot be fully liquidated, NCC conducts an auction to sell the remaining positions. In case if the auction is deemed to be void, NCC carries out forced transfer of the defaulting clearing participant’s positions to the non-defaulting participants at the prices limiting NCC’s losses to the amount stipulated in the Clearing Rules.
Monitoring of financial condition of the clearing participants
     NCC uses internal rating system as an efficient instrument for monitoring the financial condition of clearing participants and counterparties on active trades. Using formalized internal ratings enables prompt response to deterioration of financial condition of the clearing participants and counterparties, as well as establishment of limits for active trades and formation of sufficient reserves for possible losses on risk-bearing transactions. 

     The assignment of internal ratings is carried out in accordance with NCC's methodology of determination of internal ratings of counterparties and includes the following elements provided in the table:  [image: image9.png]=
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Internal ratings are based on financial reporting and other information about the clearing participants and counterparties which is significant in terms of assessing the risks assumed by them. Internal rating represents a total score of financial and non-financial values and can be adjusted upon the result of expert assessment (taking into account information on ownership structure, counterparty’s business development, market positions of the clearing participant in certain segments, dynamics of their stock prices and other relevant information).
As of 01 January 2015, NCC’s internal rating system covered 792 organizations. The classification according to the types of rated clearing participants and NCC’s counterparties as of 01 January 2015 is provided in the table below:

	Resident banks
	64%

	NCOs
	1%

	Financial organizations
	24%

	Non-resident banks
	4%

	Issuers
	7%


III. Managing banking risks
     NCC, due to its special status and types of activities, follows a conservative asset management policy with regards to free cash investment. 

    Major elements of managing risks arising from banking operations include:  

· managing the portfolio of assets and liabilities; 

· monitoring the financial condition of counterparties;

· establishing limits;

· forming reserves to cover risks of potential losses;

· refusal to bear certain types of risks.

Credit risk management

     The investment activity of NCC, the criteria for selection of counterparties and instruments in allocation of cash, as well as maturities taking account of market liquidity of the instruments are regulated by the Bank Treasury Policy, approved by NCC’s Supervisory Board. 

     The main provisions of NCC’s investment policy ensure sufficient return on assets at a moderate risk level, as shown in the tables below:
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	Allocation period limitations 

	Maximum portfolio duration
	 18 months

	REPO trades in bonds
	up to 6 months

	Currency swaps
	up to 12 months

	 
	use of own funds
	use of clearing liabilities (client accounts)

	Interbank term deposits
	up to 12 months
	up to 6 months

	Government bonds
	up to 18 months
	up to 18 months

	Corporate bonds and subfederal loan bonds
	up to 18 months
	up to 18 months


     The cornerstone for controlling credit risks associated with investing Bank’s cash is limiting treasury operations. The existing system of limits allows for limiting of the volume of risks assumed by the Bank to the level corresponding to the guaranteed performance of regulatory requirements of the Bank of Russia and the Treasury Policy of NCC. 

As of 1 January 2015, the major portion of NCC's assets exposed to credit risk
 comprised the funds placed on correspondent accounts with financial institutions, mainly in the major foreign banks and top-tier Russian banks (60.3% of assets). The largest volume of assets was placed on correspondent accounts with JP Morgan Chase Bank and its subsidiaries due to its role as NCC’s settlement bank for transactions in the FX market of Moscow Exchange Group. 
     Investments in debt securities of the Russian government and corporate issuers, as of 1 January 2014, comprised 7.5% of total assets. Information related to the distribution of NCC’s aggregate securities portfolio by sector of debt issuers is shown in the diagram below:
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      In 2014, the credit quality of NCC’s assets was maintained at a high level. The classification of assets by international credit ratings (assigned by S&P) is demonstrated in the following table: 

	 
	01.01.2015
	01.01.2014 

	assets rated at least A
	33.9%
	41.4% 

	assets rated at least BBB-
	56.7%
	51.2% 


The information related to the distribution of NCC’s assets by rating scales is provided in the following diagram (in thousand roubles): 
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      As of 01 January 2015, almost all of NCC’s assets subject to provisioning were classified in the first (highest) category of quality, and the size of formed provisions amounted to 102.6 million roubles or 0.26% of NCC's capital. Owing to the high quality of assets, capital adequacy ratio (N1) as of 01 January 2015 was 13.47% with the regulatory minimum of 10%, which clearly confirms financial stability of NCC.

Managing liquidity risk

The conservative asset management policy contributed to maintain a liquidity level sufficient to fulfill payment obligations of NCC, first of all as CCP. The liquidity management is aimed at ensuring NCC's ability to perform its obligations not only under normal market conditions but also in cases of unforeseen emergencies without suffering unacceptable losses or risk of damaging its business reputation. 

During 2014, the mandatory liquidity ratios for financial institutions were significantly exceeded by NCC, as shown in the table below:

Fulfillment of liquidity ratios 

	Liquidity ratios
	Limits set by the Bank of Russia
	01.01.2015
	01.01.2014

	Immediate liquidity ratio (N2)
	Over 15%
	88.25
	90.38

	Current liquidity ratio (N3)
	Over 50%
	102.89
	110.55

	Long-term liquidity ratio (N4)*
	Less than 120%
	0.95
	0.73


 Liquidity risk management includes the following procedures:

· forecasting payment flows with breakdown by major currencies and determining the required volume of liquid assets;

· monitoring and forecasting liquidity ratios;

· maintaining immediate, current and long-term liquidity at regulatory levels;

· planning measures to recover the required liquidity level considering unfavorable and crisis situations;

· setting limits and restrictions on converting cash in other types of assets: on transactions with securities, depending on the type and maturity of securities, limit of open FX position;

· forming an optimal structure of assets in accordance with the resource base;

· taking into account the maturities of fund sources and their volumes when allocating assets in financial instruments;

· analysis of negative scenarios of liquidity shortage; evaluation of the framework for responding to this risk; improvement of arrangements and methods of liquidity management.

Liquidity management is performed by the Treasury Centre in the real-time mode considering the payment calendar and using measures to optimize cash flows, improve operational rules of active operations, settlements and correspondent relations.

The Risk Analysis and Control Department conducts a monthly assessment of the state of liquidity considering the analysis of liquidity gaps in maturities of claims and obligations (analysis of assets and liabilities by maturities) and the calculation of shortage (excess) of accrued liquidity by maturities, taking into account refinancing instruments. The detailed analysis of liquidity on the basis of the Bank’s internal models is performed using the precise adjustments of the accounting data in terms of composition, amounts and maturities of assets and liabilities. 

Monthly monitoring of liquidity ratios shows that there was no liquidity shortage in 2014 in all periods, and the minimum liquidity ratio did not fall below 5% for the period of up to 1 year as shown in the following diagram:

Liquidity risk indicators as of 01 January 2015

(assessment on the basis of the Bank’s internal models)
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Market risk management
The CCP's activity is exposed to market risk only in case of a credit risk event. Therefore, market risk management is performed as part of the credit risk management measures. 

For the purpose of quantitative assessment of market risks for various markets where the Bank performs central counterparty functions, a methodology was developed to determine the adequate volume of collateral to be posted by the clearing participants. 

The major purpose of market risk management in allocation of temporarily free cash is optimization of the risk/return ratio and minimization of losses in case of unfavorable events. To this end, the Bank:

·  diversifies its securities portfolio (by maturities and sectorial classification of issuers);

· sets maximum expiration dates for security investments;

· sets maximum limits of investments in securities (for the entire volume of investments, types of investments, and issuers);

· performs classification of debt obligations and securities by risk groups;

· forms provisions for possible losses from securities transactions, unless such securities are revaluated at fair prices.

The assessment of market risk is conducted using the regulatory method based on the approach to calculation of market risk determined by the Regulation of the Bank of Russia dated 28 September 2012 No. 387-P “On the procedure for calculation of market risk by credit organizations”.

The Bank is exposed to interest risk on securities and financial derivatives sensitive to interest rate fluctuations, and on term trades in securities sensitive to interest rate fluctuations, as shown in the table below:

	
	
	thousand roubles

	
	01.01.2015
	01.01.2014

	Interest rate risk
	3,366,335
	3,173,132

	Securities risk
	0
	0

	Currency risk
	0
	0

	Interest rate risk, in % of capital
	8.5%
	11.0%


As of 01 January 2015, the size of interest-rate risk amounted to 8.5% of the Bank’s capital (equity) (11% as of 01 January 2014).

Interest-rate risk is calculated as the sum of general interest-rate risk associated with unfavorable change in current (fair) value of securities and financial derivatives, resulting from the market fluctuations of interest rates, and of the specific interest-rate risk, due to the factors related to the issuer of securities, given the time period to maturity and taking into account the currency in which the securities are denominated. The structure of interest-rate risk is shown in the diagram below:  

The structure of interest-rate risk, in % 
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There is no equity risk, as there are no equity securities in the Bank’s portfolio. Currency risk relates to unfavorable exchange rate movements. As of 01 January 2014 and 01 January 2015, open positions in foreign currencies and precious metals equaled less than 1% of capital (equity), and therefore the Bank is not sensitive to the currency risk. Throughout 2014, the size of market risk was regarded as not generating potential losses which would threaten NCC’s financial stability. 
IV. Stress testing of financial stability

The stress testing of NCC’s financial stability aims at decreasing risks down to an acceptable level determined by the need to perform functions of a financial market infrastructure of the Russian Federation - maintaining stability in the serviced segments of the financial market, providing to the participants the clearing services enabling efficient use of funds.
In 2014, the comprehensive stress testing of NCC’s financial stability was conducted in accordance with the upgraded methodology, which facilitated    a decision making process on strategic and operational business solutions in unusual  market conditions. NCC’s stress testing involves assessment of risks inherent in CCP operations, including credit risk, market risk and liquidity risk, and the traditional banking risks.
The central counterparty risk is determined based on the size of losses due to non-fulfillment, untimely or incomplete fulfillment by the defaulting clearing participants in the Moscow Exchange markets oof their financial obligations to the CCP in a crisis situation.
The Bank uses a model of simultaneous settlement of the largest default net positions of counterparties. In determining the number of simultaneous defaults of clearing participants, NCC takes into account the recommendations for central counterparties, issued by the Committee on Payments and Market Infrastructures (CPMI)  and the International Organization of the Securities Commissions (IOSCO). 
 NCC conducts back testing to determine the values of risk factors whereunder financial stability indicators would assume critical (minimum/maximum acceptable) values, given the need to comply with prudential requirements of the Bank of Russia.
Financial stability stress testing is conducted both in respect of analysis of sensitivity to certain risk factors which may result in possible losses for the CCP, and in respect of the simultaneous effect of the pre-determined set of risk factors, enabling to evaluate adequacy of the CCP's’ financial resources in a crisis.
NCC performs validation of the CCP stress testing models. In case of the significant change of market conditions, stress parameters are promptly revised.
The result of stress testing of NCC’s financial stability as of 01 January 2015 is provided in the table below. 

Results of stress testing of financial stability as of 01 January 2015

	General conclusion on successful passing of stress testing
	Passed

	Adequacy of equity (capital), N1stress
	Value of the ratio is in the range of acceptable values

	Threat to operational continuity
	absent

	General financial stability
	preserved


The results of the stress testing conducted in 2014 evidence that NCC is able to preserve general financial stability without any threat to operational continuity, determined through sufficiency of risk coverage sources, in single and multiple shock scenarios. 

Operational risk management
      The provision of NCC’s operational continuity, including uninterrupted operation of its own systems and processes, was one of the main priorities in the activity of the Bank as an infrastructural institution playing an important stabilizing role in the financial market.  This objective was largely achieved through effective implementation of the Bank’s operational risks management system, which is based on its multilevel structure, transparency of functions and managing bodies, and profile departments, which fully corresponds to the world’s best management practices. 

      The structure of the risk management system comprises the Supervisory Board, individual and collective executive bodies, operational risk management and the company’s employees. The Supervisory Board determines the key principles of operational risks management, including integration of risk management system into the managerial decision-making process and involvement of all the company employees in the risk management process. Executive bodies provide management structure with unambiguous responsibility lines and application of established principles at all levels of the organization.
     NCC’s operational risk management system implies collection and registration of data on operational risk events and real or probable losses connected to them. At the same time, in interaction with the Authorized Employees in legal and reputational risk management functions,  an assessment of operational risk events is conducted in terms of their influence on the level of these types of risks. One of the important tasks of operational risk management is to ensure maximum possible involvement of the Bank’s employees in the operational risk management process.
     The Bank regularly conducts self-assessment of operational risks and analysis of operational risk management system, using the methodology stipulated in the letter of the Bank of Russia dated 23 March 2007 No.26-T “On methodological recommendations for verification of banking risk management system in a credit organization (its subsidiary)”. The results of such analysis enable defining the priorities for development of the risk management system. NCC’s management bodies are regularly informed about operational risk events and measures taken to mitigate the identified risks. 

      The comprehensive approach to mitigation of operational risks (personnel, processes, systems) implemented in the Bank implies, in particular, the implementation of the system for determination of process automation priorities (with risks taken into account), performance of regular risk audit of business processes, maintenance of current accounting of information assets (information systems, facilities, channels of communication), reserving of communication channels, and implementation of project and service approach in the divisions’ operations.
       Monitoring and control of mitigation of identified risks is conducted, inter alia, on the basis of analysis of operational risk indicators, reports on project implementation, and data of administrative control system. According to the results of operational risk management reports, the Bank’s management bodies issue orders to develop or take certain measures aimed at mitigation of identified operational risks. As a qualified central counterparty, NCC monthly submits to the Bank of Russia the reports on the list of registered incidents and identified operational risks.
       The Bank mitigates operational risk through preventive and corrective internal and external control activities, which include, in particular, the implementation of new access control procedures, software and hardware; differentiation of rights of users/administrators of information systems, data backup, analysis of the existing control measures and development and implementation of the new control measures.  

        The Bank performs regular analysis of key processes, which results in implementation of new technologies decreasing the level of the operational risk. In case of implementation of new products and services, the Bank conducts a comprehensive multifactor analysis of the project, including the assessment of the operational risks.
        Performing its functions as a clearing organization and central counterparty, NCC assumes the need to be prepared for any events which can result in suspension of standard operational procedures.    The Regulation of the Bank of Russia dated 16 December 2003 No. 242-P “On organization of internal control in credit institutions and banking groups" obliges credit organizations to develop business continuity and recovery plans to be used in case of emergencies.  Following the regulator’s requirements, NCC has developed and implemented a state-of-the-art business continuity management system. 
     In implementation of its business continuity processes, NCC uses the methodology of the international business continuity standard ISO 22301 (Social security - Business continuity management systems – Requirements). The major elements of this approach are:

· business continuity policy- the document approved by NCC’s Supervisory Board, regulating the work related to ensuring business continuity within NCC;

· business continuity risk assessment – the process of identification of risks, their analysis and assessment of their influence on NCC’s business;

· business impact analysis – this is an analysis of all NCC’s processes in terms of how they can possibly be affected by various types of incidents in the course of time. This analysis is conducted at least annually, covering all structural subdivisions of the Bank;

· crisis management – this is a determination of a high-level strategy to ensure NCC's business continuity, including pre-developed crisis management principles;

· business continuity strategy – a developed strategy describing actions in case of realization of the following scenarios: unavailability of personnel, inaccessibility of the building/office, inaccessibility of infrastructure, inaccessibility of data, and unavailability of suppliers; 

· business continuity plan - a documented procedure to be used in case of  emergency. The plan contains the list of measures to maintain critical business functions at the pre-determined and agreed level;

· technology recovery plan – a documented process for recovery and protection of IT infrastructure and systems in case of  emergency;  

· incident management – a clearly defined and documented action plan to be used in case of  emergency, in order to minimize the effect on personnel and critical business processes;

· crisis communications – these are the documented priorities in communications in case of  emergency, which contain pre-developed samples to be used for notification in the external and internal environments;

· testing and exercising  - an important process developed to determine adequacy, planning quality and organizational efficiency of the business continuity process. 

         In accordance with the business continuity strategy and based upon business requirements, NCC has established alternative sites (geographically separated back-up offices), which are activated in case of realization of the scenario of inaccessibility of the primary sites. To assess NCC's level of maturity in the area of business continuity, the Bank regularly prepares reports on the key indicators of the business continuity management system and submits it to NCC’s management bodies.


For the purpose of improving the framework for operational risk management in the Bank, in 2014, NCC’s Supervisory Board adopted a revised Operational Risk Management Policy. This document describes in more detail the approaches to identification, analysis and control of the operational risk.

Legal risk management
NCC's legal risk management organization is based on the operational specifics of the Bank, which combines the functions of a central counterparty and a clearing organization in the financial markets of Moscow Exchange Group with the banking operations. At that, special attention is paid to the measures for mitigation of the legal risk in course of performance of central counterparty functions by NCC. In NCC, legal risk factors are common for all types of activities; therefore, for the purpose of arrangement of the legal risk management process, NCC has developed a comprehensive legal risk management system for all types of NCC's activities.
For the purpose of legal risk management and administration on mitigation of such risk, NCC has adopted the following internal regulations: Regulation “On organization of legal risk management in CJSC JSCB National Clearing Centre (approved by the Supervisory Board on 28 March 2013, Minutes No.15) (hereinafter referred to as “the Regulation”); and Amendments No. 1, made to the Regulation “On organization of legal risk management in CJSC JSCB National Clearing Centre (approved by the Supervisory Board on 23 December 2013, Minutes No.10). 

The legal risk management process implies delegation of responsibilities to different levels of NCC’s management bodies, and also to structural departments and employees of the Bank. The system of competence to make decisions in the legal risk management process and control over the legal risk management effectiveness is divided into several levels: the first is NCC’s Supervisory Board and the Risk Committee of the Supervisory Board, the second is NCC Management Board and Chairman of the Management Board, the third level is the authorized officer for legal matters, Legal Department, Internal Control Service (from 01 October 2014 – the Internal Audit Department), Controller (from 01 October 2014 – the Internal Control Department), Risk Analysis and Control Department, Financial Monitoring Department; and the forth level is represented by other subdivisions.
In accordance with the internal administrative document, the Bank has appointed the authorized officer for legal matters, who is in charge for managing the legal risk and administrating on mitigation of such risk. The authorized officer for legal matters is directly subordinated to NCC’s Chairman of the Board, and in its activities he or she is independent from the Legal Department and the subdivisions performing operations (trades) associated with assumption of the legal risk. 

The authorized officer for legal matters regularly monitors the current legislation of the Russian Federation, prepares overviews of changes in the current legislation of the Russian Federation, concerning NCC’s activity. Overviews of changes in the legislation are sent to all interested structural subdivisions. Managers of all these units ensure timely implementation of changes in the internal documents of NCC, taking into account the changes in the current legislation of the Russian Federation. 

In accordance with NCC internal documents, NCC collects and analyzes information about the facts of realization of the legal risk. On a quarterly basis, the authorized officer for legal matters prepares analytical reports and submits them to the Bank Management Board for review and approval.  The analytical report is formed on the basis of the legal risk level assessment indicators introduced by the Regulation.

For the purpose of mitigation of the legal risk, the Bank has developed standard forms of agreements and other internal documents and established the procedure for approval by the Legal Department of the non-standard agreements concluded by the Bank.

Major attention is paid to analyzing the claims of the clearing participants and counterparties, and to the measures aimed at prevention of the situations which could result in application of enforcement measures against NCC by the regulatory and supervisory bodies or arising legal suits.

Reputational risk management
         The reputational risk is defined by the Bank as the risk arising as a result of negative perception of NCC by clients, counterparties, shareholders, investors, creditors, market analysts, supervisory bodies, which can negatively affect NCC’s ability to maintain existing and form new business relationships, have permanent access to financial resources and, generally, perform the activities set out in the Articles.  

        In its reputational risk management activities, NCC adheres to the following guidelines: 

The Bank of Russia:
· Regulation of the Bank of Russia dated 16 December 2003 No. 242-P “On organization of internal control in credit institutions and banking groups";
· Letter of the Bank of Russia dated 23 June 2004 No. 70-T “On typical banking risks”;
· Letter of the Bank of Russia dated 30 June 2005 No. 92-P “On organization of legal risk management and reputational risk management in credit institutions and banking groups";
· Instruction of the Bank of Russia dated 03 December 2012 No. №2919-U “On assessment of the quality of governance of the credit organization performing central counterparty functions”.
NCC’s internal documents: 

· Regulation “On organization of reputational risk management in CJSC JSCB National Clearing Centre”, approved by the Supervisory Board on 20 July 2012, Minutes No. 2);
· Regulation “On organization of internal control system in CJSC JSCB National Clearing Centre”, approved by the Supervisory Board on 26 September 2014 (Minutes No. 5);
· Concept of development of the internal control system in CJSC JSCB National Clearing Centre for the years 2012 – 2015, approved by the Supervisory Board on 22 October 2012 (Minutes No. 7); 

· Business Continuity Policy of CJSC JSCB National Clearing Centre, approved by the Supervisory Board on 26 October 2012, Minutes No.8);Procedure for banking risks management in CJSC JSCB National Clearing Centre”, approved by the Supervisory Board on 25 December 2006 (Minutes No. 9);
· Risk management policy of CJSC JSCB National Clearing Centre, approved by the Supervisory Board on 28 March 2013 (Minutes No. 15);
The reputational risk management in the Bank is performed by the person –Reputational  Risk Management Officer  - who is appointed by the Order of the Chairman of the Board and who is responsible for organization of control and taking measures to mitigate possible consequences of realization of this type of risk for the Bank's performance indicators. 

     During the reporting period, the organization of the reputational risk management included:
· monitoring of NCC’s operations which are "reputationally vulnerable” for the purpose of the reputational risk management;   

· identification of events critical for the reputational risk management;
·  analysis of the effect of the reputational risk factors (both in aggregate and individually) on the Bank's overall performance figures;
· taking measures (if necessary) to minimize the effect of the said factors on the Bank’s activity and maintaining this type of risk at the acceptable level;
        At the same time, the Bank has been monitoring mass media and implementing the project designed to create the system for information and analytical support to the reputational risk management process.  

       The initial assessment by the Reputational  Risk Management Officer  and subsequent analysis by the sole executive body was conducted in respect of all events/incidents, where initial information provided a reasonable basis to believe that they may be critical in terms of the reputational risk. The monitoring of the events arising within the reporting period has identified several incidents associated with the operational risk and having signs of certain correlation with the reputational risk. As their subsequent assessment demonstrated, they were not critical in terms of maintaining reputational risk at the acceptable level and, therefore, had no effect on the Bank's performance indicators.
    The monitoring of the Russian media using the information and analytical system Medialogies has resulted in conclusion that in the reporting period no information threats to NCC's business reputation emerged, where such threats would result from negative publications directly related to the Bank's activity and its management.    

     As it is shown in the quarterly histogram provided below, the end of the reporting period  demonstrated the growth of MediaIndex (indicates the quality of media exposure of objects under research) as compared to the early 2014.  A significant increase, as compared to the previous period, of media activity of objects under research with the followed positive media exposure were the main reasons  for that. In addition, there was an increase in the number of publications in influential, public opinion making  media with the objects mentioned.  
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       In 2014, the implementation of the first stage of the project to create in NCC an automated system of information and analytical support of the risk management process entered its final phase. The project realization is aimed at creating of the automated system capable for supplying of information, analysis, assessment and measurement of the reputational risk by a specially designed scale of  risk measurement.  

        In course of this project, the Bank has developed a classification of the major reputational risk factors, adjusted for NCC’s business processes; it determined  groups of events and the reputational risk events themselves and, based on that,  created a rubricate transformed  in an electronic format.  Using the rubricator, the Bank started to evaluate by internal and external experts the weight and significance of the classified risk events, the scale of events and sensitivity threshold. The study uses the method of weighted expert estimates for further mathematical analysis using the statistical data interpretation apparatus.  The accuracy of measurements and estimates is achieved through systemic approach to organization of data, and by comparing the results obtained from internal and external experts using robustness parameters. 

       Based on the research results, NCC formed an individual single matrix of its reputational risk. Subsequently, this will enable, if necessary, to create an automated system of information and analytical support of the reputational risk management process.
8. Internal control 

      NCC performs internal control in accordance with the Regulation of the Bank of Russia dated 16 December 2003 No. 242-P “On organization of internal control in credit institutions and banking groups” and the Order of the FSFR of Russia dated 13 August 2013 No. 13-72/pz-n “On approval of requirements to arrangement of internal control of a clearing organization and to the document establishing the internal control procedure in a clearing organization”, subject to the nature and scale of conducted operations, level and combination of assumed risks, in its roles of both the central clearing counterparty and the Bank, which exert mutual influence upon each other.

    The internal control is exercised for the following purposes:

· efficient and successful financial performance of NCC in banking operations and other transactions, performance of the functions of a clearing organization and central counterparty, efficient management of assets and liabilities, including safe custody of assets, management of banking risks / central counterparty risks;

·  accuracy, completeness, objectivity and timeliness of preparation and submission of financial, accounting, statistical and other reports, as well as information security, i.e. protection of NCC’s interests in the information sphere, which is a totality of information, data infrastructure, entities collecting, forming, disseminating and using information, as well as the systems regulating the relations arising in this sphere;

· ensuring compliance with requirements of the legislation of the Russian Federation, Articles of NCC, and its internal documents;

·  prevention of NCC’s involvement and participation of its employees in unlawful activities, including money laundering and terrorist financing, as well as timely,  reporting to the state authorities and the Bank of Russia, maintaining NCC’s effective  anti-money laundering and countering terrorist financing system, at the sufficient level.

    The efficiency of NCC’s internal control system is achieved using the following methodology: 

· control procedures implemented at all management levels;

· periodical testing of all activity areas for compliance with established policies and procedures;

· ensuring that the control procedures are embedded in NCC’s  operations;

· control of the completed transactions;

· ensuring separation of duties and absence of the conflicts of interest;

· ensuring compliance of the operations to the legislation and regulations;

· ensuring prompt provision of necessary information to the relevant NCC employees;

· maintaining the required level of security of information systems;

· daily monitoring of the most risky transactions;

· external and internal audit of the internal control system;

· performance of regular control of efficiency of the measures taken by the units and management  to address  the results of inspections, ensuring decrease in the level of identified risks;

· ensuring timely submission to the management and Supervisory Board of the information on material risks and deficiencies of the internal control system.      

      On 01 October 2014, in accordance with the provision of the Instruction of the Bank of Russia dated 24 April 2014 No. 3241-U “On making amendments to the Regulation of the Bank of Russia dated 16 December 2003 No. 242-P “On organization of internal control in credit institutions and banking groups", NCC’s internal control system was modified. For example, due to the separation of functional duties of internal control and internal audit, NCC has formed the Internal Control Department and Internal Audit Department and adopted the relevant internal documents regulating the activity of the said departments.

       The Internal Audit Department operates under the direct control of the Supervisory Board of NCC. The main objective of the Internal Audit Department is to ensure independent objective assessment of efficiency of the Bank’s internal control, risk management system, and corporate governance.

      The Internal Control Department operates under the direct control of the Supervisory Board of NCC. The main functions of the Internal Control Department are: identification and assessment of compliance risks (regulatory risk), control of the NCC’s compliance with the Federal Law dated 27 July 2010 No. 224-FZ “On preventing illegal use of insider information and market manipulation and on making amendments to certain laws of the Russian Federation”. The activity of the Internal Control Department also includes performance of the compliance control to the Federal Law dated 07 February 2011 No. 7-FZ “On clearing and clearing activities”.
    As of 01 January 2015, the system of NCC’s internal control bodies performing internal control in accordance with their powers defined in the Articles and internal documents of NCC include:

· management bodies of NCC (General meeting of shareholders, Supervisory Board, Board, and Chairman of the Board);

· NCC’s Audit Commission;

· Chief Accountant of NCC (his or her deputies);

· Internal Audit Department – a  subdivision of NCC performing activities in accordance with the Regulation on the Internal Audit Department of CJSC JSCB National Clearing Centre; 

· Internal Control Department – a  subdivision of NCC performing activities in accordance with the Regulation on the Internal Control Department of CJSC JSCB National Clearing Centre;

· anti-money laundering and combating terrorist financing subdivision, established and operating in accordance with the par. 2 of the article 7 of the Federal Law dated 07 August 2001 No. 115-FZ “On combating money laundering and terrorist financing”. 

The principles of organization and  internal control for anti-money laundering and counter terrorism financing are established by the legislation of the Russian Federation, regulations by the Bank of Russia, internal control rules of CJSC JSCB National Clearing Centre on combating money laundering and terrorist financing, and other internal documents of NCC; 

· Risk Analysis and Control Department - a subdivision of NCC, which focuses on formation of a common comprehensive and efficient risk management system of NCC as a credit organization and central counterparty operating in the markets of Moscow Exchange Group. 

The Risk Analysis and Control Department is governed by the Regulation on the Risk Analysis and Control Department of CJSC JSCB National Clearing Centre and other internal documents of NCC;

· The  Legal Matters Officer – the person in charge for managing legal risk and organization of work aimed at of the legal risk management. The Legal Matters Officer acts in accordance with the legislation of the Russian Federation, regulations of the Bank of Russia, Articles, and other internal documents of NCC; 

· The Reputational Risk Management Officer – a person managing the reputational risk. The Reputational Risk Management Officer acts in accordance with the legislation of the Russian Federation, regulations of the Bank of Russia, Articles, and other internal documents of NCC;

· The Operational Risk Management Officer. The Operational Risk Management Officer acts in accordance with the legislation of the Russian Federation, regulations of the Bank of Russia, Articles, and other internal documents of NCC;   

· Other structural subdivisions and NCC employees performing internal control in accordance with their powers established by the internal documents of NCC.

      The interaction between NCC’s subdivisions and employees included in the internal control system is presented on the chart below.

Interaction of the elements of NCC Internal Control System





	

	

	

	

	

	



9. Technological platform

9. Technological platform
In the reporting year, the requirements for reliability of systems and speed of data processing were the cornerstones determining the development of the Bank’s technological platform, which is aimed at providing of invariably high accessibility of NCC’s software and hardware complex (hereinafter the NCC Systems), while there is a steady expansion and growing complexity of functionality of each of the NCC systems. In 2014, for example, accessibility ratio for the automated data processing systems most critical for NCC's business equaled 99.98%.

In the reporting period, the Bank performed a large volume of works to improve its IT infrastructure and reengineer the processes for development/modification of the NCC systems. For example, ta release planning was introduced for all types of modifications of the NCC systems, taking into account  the optimization of the business process of both interaction of subdivisions within NCC and interaction with subdivisions of  Moscow Exchange, as well as with the software vendor . Also, the testing process  was optimized   that involved  vendors for the most labor-intensive work areas and organization of specialized release stands. The Control process was implemented , to be used in interaction with vendors in respect of developing and commissioning of the ordered modifications. The stress testing conducted in 2014 demonstrated the working capacity of the NCC systems under the workload twice the current amount.

In respect of improvement of the technologies used to provide registration of the CCP trades and settlements in the markets of  Moscow Exchange, there was further development of the Central Counterparty System . The most important project was the allocation of the specialized Payment Module for settlements in the markets of Moscow Exchange and creation of functionality for the work with correspondent account in OPERU-1 using the UFEBS album. This enabled building the settlement infrastructure independent from the accounting CCP’s transactions and involving an automated control of correctness of payment amounts upon the trading results. 

The systems’ functionality was developed as part of the 3 largest projects:

1. Creation of new instruments in the standardized financial derivatives market – FX options and settlement forwards.

2. Transfer of risk between the derivatives market and FX market;

3. Preparation and unloading of market data on OTC trades for the Pricing Centre of the NSD.

The range of other tasks completed in 2014 includes the improvement of automation of the technological component of the precious metals market. In particular, the process was implemented for registration of operations associated with depositing and withdrawing of metal bars by the Bank’s clients. 

In addition, as part of the development of the IBS “Centaurus Omega”, the following elements were implemented:

· new types of messages submitted to the Repository (as regards alteration of specification of the repository’s messages);

· registration of the Direct REPO trades with securities basket without recognition (or without cessation of recognition);

· netting of the direct REPO with the securities basket;

· automated loading the trades from the Thomson Reuters DealTracker system;

· interaction with the new management account system ;

· implementation of the operation for indication of the risk level by categories and counterparties;

Also, as part of the releases, there were installed over 600 updates; the quantity of users increased by 14%, the volume of transactions grew more than 2.5 times and equaled 74,470,279 transactions; the quantity of recorded entries of counterparties and issuers of legal entities grew by 11.3%, reaching 3,174, and the same indicator for private individuals amounted to 24% and 5,725 respectively.

The development of the product ecosystem Softwell NAVIGATOR was not restricted to the introduction of new instruments in Standardized OTC derivatives market. In 2014, the following tasks were completed:

· creation and maintenance of clearing reports for the participants in the xml format;

· transition to the turbo version of the FinCad F3 Calculator, which enables almost instantaneous calculation of values and collateral for trades/portfolios (the duration is lower than the psychologically observable minimum);

· In the Server Limit module, there was a full-fledged implementation of limits for VaR and all types of reports for the latter;

· a function  was implemented   to calculate and generate “penalty payment”, adjusting payment for the early terminated deposit precisely in accordance with NCC's tariffs;

· a subscription was implemented to email notifications of the Navigator. These may be current notifications about the ongoing events or any reports created by the embedded report generator in accordance with the pre-set schedule;

·  a report was implemented on the collation of balances between Softwell NAVIGATOR and IBS “Centaurus Omega”. Presently, there is synchronization and the need for collation of the individual clearing collateral accounts of the clearing participants in Standardized  OTC derivatives market and nostro accounts of NCC (for NCC’s Treasury). The collation may be executed either manually, or on schedule, with the option of automated report delivery by email.

The requirement of transition to electronic document interchange with the state authorities was the major driver of the development of specialized systems. In particular, the following work was completed in this area:

· improvement of the software and hardware complex for monitoring of working capacity of the NCC systems Advanced Host Monitor, modification of monitoring of all printers and MFDs in NCC (including those at remote sites); 

· migration to the new version of the software Symantec Backup Exec 2014;

· implementation of the comprehensive automation of actions of the on-duty operator in order to provide electronic document interchange with the federal authorities and MGTU of the Bank of Russia under regulations 311-P, FZ-115, 364-P, 365-P, and 402-P;

·  387 updates of the specialized complex software were installed.

In 2014, NCC was connected to the payment system of the Bank of Russia to conduct payments via the OPERU-1 of the Bank of Russia. As part of the connection, there were deployed and tested the field, secondary (at the secondary site) and test KBRS complexes, and there was arranged a monitoring of the hardware and software platform and channels of communication with the Central Bank. 

In order to comply with the provisions of the Regulation of the Bank of Russia dated 02 September 2013 No. 407-P “On provision by credit organizations upon requests of the Federal Department of Financial Monitoring of information about the client operations, beneficiary owners and information about the movement of funds on the accounts (deposits) of clients in electronic form”, there was commissioned the software and hardware complex for preparation and submission of information to Rosfinmonitoring.

In the reporting year, special attention was paid to preparation for an adequate response to possible negative consequences of sanctions for NCC’s activity. This includes the following measures: monitoring of the current situation, analyzing the arising payment infrastructure problems, preparation of proposals in respect of compensation measures for IT solutions, the implementation of innovative solutions in the environment of unfavourable and sometimes unfriendly policy of external counterparties in bank settlements. As a result, NCC developed a detailed work plan and described the options for transition to alternative communication channels and the implementation of two alternative communication channels.

As regards the development of the NCC Electronic Document Interchange (hereinafter - EDI) subsystem in the reporting period, there continued both the functional development to support all new documents introduced in the markets of  Moscow Exchange, and the growth of the quantity of participants of the NCC EDI subsystem. In 2014, the number of participants reached 1,010, and a daily document turnover exceeded 5,000 documents. In addition,  the works continued on development of the ORACLE database management system services. In 2014, the aggregate volume of supported databases reached 8.2 Tb, and the number of databases equaled 28. The monitoring of the ORACLE database management systems has been supplemented with an additional functionality enabling email notifications about any capacity problems.

10. Major financial performance results
	Major financial performance results as of 01 January 2015 (in thousand roubles)

	
	

	
	

	Equity (capital)
	38,542,136

	Net income, total
	14,604,233

	Operating expenses
	  1,021,997

	Profit before taxation
	13,582,236

	Accrued (paid) taxes
	  2,661,291

	After-tax profit 
	10,920,945


Dynamics of changes in financial results (thousand roubles)
	Indicators
	Change 2014/ 2013
	2014
	2013

	 Interest income
	 
	20,758,102
	7,452,636

	 Interest expenses
	 
	9,837,677
	1,235,181

	 Net interest income
	175%
	10,920,425
	6,217,455

	 Changes in provisions for possible losses on loans and equivalent debt
	 
	-                100,161
	17,588

	 Net interest income after provision for possible losses
	173%
	10,820,264
	6,235,043

	
	
	
	

	
	
	
	

	Commission income (including clearing fees)
	133%
	4,575,888
	3,449,174

	Commission expenses
	106%
	84,248
	79,116

	Net income from transactions with financial assets measured at fair value through profit or loss
	 
	923,191
	-                  12

	Net income from dealing in securities held to maturity
	 
	-
	-                758

	Net income from dealing in securities available for sale
	 
	- 1,403,198
	-        454,710

	Net income from foreign currency transactions
	 
	5,875,263
	81,510

	Net income from foreign currency revaluation
	 
	-6,125,614
	36,617

	Change of provision for possible losses on securities held to maturity
	 
	-
	558

	Provisions for devaluation of other assets
	 
	40,840
	-          31,122

	Other operating income
	 
	63,527
	13,905

	Net income (expenses)
	158%
	14,604,233
	9,251,089

	Operational expenses
	 80%
	1,021,997
	1,271,056

	Pre-tax profit (loss)
	170%
	13,582,236
	7,980,033

	Tax compensations/expenses
	 
	2,661,291
	1,622,141

	After-tax profit (loss)
	172%
	10,920,945
	6,357,892

	After-tax profit distributions, total, including:
	 
	-
	3,449,867

	dividends to shareholders
	 
	-
	2,999,867

	formation and replenishment of reserve fund
	 
	                              -   
	         450,000   

	Retained earnings (losses), after tax
	 
	 10,920,945 
	      2,908,025   


Dynamics of changes in equity (capital) of the Bank and major indicators included in the capital calculation (thousand roubles)
       OJSC Moscow Exchange, which is the sole shareholder of the Bank National Clearing Centre (Joint-Stock Company), at the annual general meeting of shareholders held on 30 June 2014, issued a resolution on profit distribution, including payment (announcement) of dividends of the Bank upon the results of 2013. Upon resolution of the sole shareholder, after-tax profit in the amount of 6,357,892 thousand roubles was directed:

- to the reserve fund (450,000 thousand roubles);

- to payment of dividends (2,999,867 thousand roubles); 

- retained earnings equaled 2,908,025 thousand roubles.
      In August 2014, NCC was reorganized in form of accessing closed joint-stock company RTS Clearing Centre and the Non-Banking Credit Organization “RTS Clearing House” to NCC. As a result of the reorganization, the Bank’s authorized capital increased by 1,500,000 thousand roubles, reserve fund grew by 208,275 thousand roubles, and retained earnings increased by 82,052 thousand roubles.

[image: image16.png]45 000000

40 000000

35000000

30 000000

25000000

20 000000

15 000 000

10 000 000

5000 000

=== CobCTBeHHbIE
cpenctea
(xamTam)

—=—ITpusbus

e
‘xamiran





	Year
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	Equity (capital)
	715,875
	2,131,622
	4,251,640
	8,126,112
	9,999,913
	13,501,400
	28,839,271
	38,542,136

	Profit
	15,258
	373,478
	937,956
	1,738,448
	3,615,799
	7,034,380
	13,350,109
	20,914,899

	Authorized capital
	700,000
	1,735,000
	1,735,000
	4,435,000
	6,170,000
	6,170,000
	15,170,000
	16,670,000


11. Observance of the Code of Corporate Governance
In the reporting period, the NCC paid significant attention to improving the level of corporate governance, considering it as one of the most important tools for the achievement of the Bank's strategic objectives.  In this activity, NCC is committed to follow the best practices and standards of corporate governance, being aware that the positive dynamics in this sector is a prerequisite for achieving success in the financial and economic activity, supporting implementation of new projects and development of the Bank’s activities in general. 

The taken measures for the development of the corporate governance system of NCC were based on the recommendations of the Corporate Code of Conduct approved by the Bank of Russia on 21 March 2014, Recommendations of the Bank of Russia and the Basel Committee on Banking Supervision, on corporate governance principles recognized in international practice, as well as on the generally accepted standards developed by the Organization for Economic Cooperation and Development (OECD). 

Corporate governance of NCC is a set of mechanisms and corporate procedures, maintaining an adequate balance between shareholder rights and actions of the Supervisory Board and executive bodies in course of managing the Bank. The corporate governance is based on respect of rights and legitimate interests of the shareholder, and it improves operational efficiency, including the increase in the value of assets and maintenance of financial stability and profitability of NCC.
NCC adheres to the following basic principles of the Code of Corporate Governance:
· ensuring that the shareholder is fairly treated in exercising of its right to participate in the management of NCC;
· NCC’s shareholder is enabled to participate in NCC's profit in form of dividend distributions;
· the practice of the corporate governance truly enables the shareholder to exercise its rights associated with participation in NCC;
· the shareholder is guaranteed that there are reliable and efficient methods of registration of share rights, as well as the possibility of free and unburdensome alienation of its shares. 

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

The practical record of the Supervisory Board shows high level of involvement of its members in the management of NCC and efficient control over the activities of the Board and Chairman of the Board of the Bank. All members of the Supervisory Board have higher education, necessary knowledge, skills and competencies to achieve NCC’s long-term strategic development objectives, and they possess considerable record of work in collective management bodies. At the same time, all the members of the Supervisory Board have necessary qualification and comply with business reputation requirements set forth by the effective legislation of the Russian Federation. In their activity, members of the Supervisory Board are accountable to NCC’s shareholder. 

To ensure sound and timely decision-making in the field of personnel management and remuneration, the Commission for Personnel and Remuneration was set up and is operating as part of the Supervisory Board of NCC. 

To meet the requirements of the Federal Law "On clearing and clearing activities" as regards tightening control over the risk management framework, the Risks Committee was set up and is operating as part of the Supervisory Board of NCC. The main objective of the Committee is participation in improving the risk management framework of the Bank as a central counterparty clearing institution, in order to increase the Bank’s financial stability and ensure continuity of its clearing activities.
In the reporting period, the sole shareholder of the Bank approved the new version of the Regulation on the Supervisory Board of NCC, which, in particular, provides detailed criteria of independence of members of the Supervisory Board, developed in accordance with the recommendations of the Code of Corporate Governance, as well as the norms reflected in the comments of the Bank of Russia to the approaches for corporate governance in credit organizations and in the recommendations of the Basel Committee on Banking Supervision. The new version of the Regulation on the Supervisory Board of NCC also stipulates the right to evaluate independence of candidates for membership in the Supervisory Board and to perform regular analysis of the independent directors’ compliance with independence criteria, and to this end, in late 2014, the Bank performed evaluation of independence of the members of the Supervisory Board. 

In 2014, to improve efficiency and control of situation in the field of corporate governance, the Bank assessed the state of affairs in this field, also engaging the members of the Supervisory Board. The assessment of corporate governance conducted in 2014 demonstrated its improvements in a number of issues, including organization of activity of the Supervisory Board, division of powers between management bodies, organization of internal control and audit, and observance of professional ethics.
The material corporate actions (reorganization, increase of authorized capital) taken by NCC in the reporting period were implemented with mandatory participation of NCC’s Supervisory Board in the decision-making process. 

NCC’s corporate governance practices enable the Board and its Chairman to perform reasonably, in good faith, solely for the benefit of the Bank, effective management of the daily operations, and guarantee accountability of these bodies to the Supervisory Board and the General meeting of shareholders (sole shareholder). The Board and Chairman of the Board organize implementation of resolutions of the General meeting of shareholders (sole shareholder), and the Supervisory Board. 

The Bank has developed and adopted the information policy ensuring timely disclosure of full, relevant and accurate information, including the information about financial position, economic data, management bodies, structure of ownership and management, in accordance with the effective legislation and internal documents. NCC discloses its financial (accounting) statements in accordance with the Russian and international standards. NCC also discloses additional information about its operations, which may be material for the shareholder and other stakeholders, while maintaining a reasonable balance between openness of the Bank and protection of its commercial interests. NCC discloses information using instruments and methods most convenient for the recipients. The maximum possible amount of information is published on the corporate website (www.nkcbank.ru). The NCC also discloses information via mass media; all material events or actions of NCC are, as a rule, accompanied with press releases. 

To protect the rights and legitimate interests of the shareholder, and for the purpose of efficient control of financial and business operations, NCC has the Auditing Commission, whose members are elected at the annual General meeting of shareholders. The Auditing Commission is subordinated to the General meeting of shareholders and operates independently from other management bodies of the Bank.
To ensure maximum objectivity and accuracy of financial (accounting) statements, the Bank engages an independent auditor to conduct an annual inspection and confirm the annual financial statements. The independent auditor is approved by the General meeting of shareholders of the Bank. 

During the reporting period, the amendments were introduced to the regulations of the Bank of Russia obliging credit organizations to bring their internal control systems in conformity with the requirements of the Bank of Russia; therefore, since 01 October 2014, NCC has its own Internal Audit Department and Internal Control Department. NCC’s Supervisory Board appoints and dismisses the heads of these Departments. 

NCC controls the use of the confidential information. The Bank also attaches significant importance to timely prevention and fair settlement of corporate conflicts and seeks to resolve them at earlier stages through negotiations and mutual compromises of the conflict participants, taking into account their legitimate interests. 
12. Human resource management policy

 In 2014, in order to develop the Bank’s human capital in accordance with the selected strategy, human resource management policy was aimed at increasing efficiency of existing practices in the field of motivation, growth of professional potential of employees, and social support to NCC personnel.
Among the significant objectives pursued in the reporting period as part of the Bank’s human resource management policy, the following may be specifically mentioned:
· continued work on improvement of the personnel motivation and remuneration system, including the work to meet the requirements set forth in the Instruction of the Bank of Russia dated 17 June 2014 No. 154-I “On the procedure for assessment of employee remuneration system in a credit organization and the procedure for submission to a credit organization of an order to eliminate the violation in its employee remuneration system”;
· implementation of the personnel training project: there was formed and accepted for implementation the system of training and development of the Bank’s personnel, which reflects the major principles for development of managers at all managerial levels and employees with high potential (HiPo); also, there were developed the programs aimed at increasing the level of managerial and professional competencies.
Organizational structure of Bank National Clearing Centre (Joint-Stock Company)
The number of employees of the Bank in the reporting period increased by 19 (by 14%) as compared to the previous year, equaling 155 as of 01 October 2015.
Pursuant to the Instruction dated 24 April 2014 No. 3241-U “On making amendments to the Regulation of the Bank of Russia dated 16 December 2003 No. 242-P “On organization of internal control in credit institutions and banking groups", the Bank’s internal control system was divided into two departments (Internal Audit Department and Internal Control Department) with the simultaneous appointment of the heads of these departments. 

In accordance with the international practice, two specialized sectors were singled out in the risk management structure of the organization:
· Risk Analysis and Control Department – it is responsible for creation of more dynamical system of regular and prompt monitoring and control of risks using various methods and instruments, ensuring better reliability of the Bank as a central counterparty; 

· Risk Modeling and Reporting Department – it performs tasks related to the development and implementation of advanced risk modeling methods, maintenance and improvement of the reporting system and interaction with interested subdivisions both inside and outside the Bank.
Along with the above structural and personnel changes, the following key units of the Bank were reinforced with highly qualified professionals:
· Clearing Department – as regards timely and sound preparation of technological layouts, functional specifications, internal and external documents regulating the clearing operations;
· Treasury – as part of providing qualified support to clearing of exchange trades in precious metals;
· support of clearing participants in respect of customer services. 

Employee motivation and remuneration policy
Established in the previous two years and firmly adopted by the Bank, the framework for assessment of work efficiency of the Bank’s employees (as part of the Performance Management Process, hereinafter referred to as PMP) and the grading system enable:
·  fair remuneration of employees for the results of the reporting period,
·  optimization of the salary revision process,
·  efficient management of careers and professional development of personnel.
Remuneration of the Bank’s employees upon the year results depends on the achievement of general corporate goals by the Bank and on personal efficiency of each employee (achievement of individual goals).
The annually assessed level of the employees’ managerial competencies within the PMP allows the Bank's management to make informed decisions on the development and implementation of various programs for professional development and career development based on the business needs. 

The integral part of employee motivation and remuneration is the annual revision of salaries of the Bank's employees. The Bank’s management makes decisions on revision of salaries on the following basis:
· ratio of fixed remuneration of a specific employee to the average remuneration
level of remuneration offered in the labour market by the financial sector companies comparable with the Bank;
· performance results of the specific employee;
· level of development of professional competencies (of the specific employee) in accordance with his or her position and tasks performed. 

In order to ensure that the system of remuneration conforms to the nature and scale of operations conducted by the Bank, the results of the Bank's activities, the level and the combination of assumed risks, as well as to fulfill the requirements of the legislation of the Russian Federation, including those established by the Instruction of the Bank of Russia dated 17 June 2014 No. 154-I “On the procedure for assessment of employee remuneration system in a credit organization and the procedure for submission to a credit organization of an order to eliminate the violation in its employee remuneration system” (hereinafter the Instruction) and to develop approaches to reforming the remuneration system, the Chairman of the Board by his order established a workgroup of managers and representatives of various units, who had previously completed the relevant training organized by the ARB Institute of Banking.
The workgroup has conducted comparative analysis of the internal documents effective in the Bank for their compliance with the requirements of the Instruction, resulting in determination of issues requiring additional examination and collective discussion, and identified documents subject to change and/or approval by the relevant management bodies of the Bank. 

In late 2014, the Bank’s Supervisory Board approved the schedule plan of measures to bring the Bank’s employee remuneration system in conformity to the requirements of the Instruction, and:
· approved the list of employee positions associated with risk taking;
· approved the performance efficiency indicators with their target values for the year 2015, subject to the Instruction;
· approved the Bank’s salary budget for the year 2015 (taking account of new approaches to the system of remuneration of members of the Bank’s executive bodies; employees whose work involves risk taking; employees of the units performing internal control, internal audit and financial monitoring, and risk management units);
· approved the structure of ratio of fixed and non-fixed portions of employee remuneration in the total amount of remuneration of members of executive bodies and other employees whose work involves risk taking; employees of the units performing internal control, internal audit and financial monitoring, risk management units, and other employees of the Bank;
· in the non-fixed portion of employee remuneration (from total amount of remuneration) of members of executive bodies and other employees whose work involves risk taking, there was determined a part of remuneration for deferment and subsequent adjustment, depending on the timelines of receipt of financial performance results of the members of executive bodies and other employees whose work involves risk taking.
Social policy
The improvement of social benefits provided to employees in 2014 was aimed at maintaining balance between expansion of the range of social support provided by the Bank, the demand for such support, and adequacy to the labor market benchmarks offered in financial sector companies comparable with NCC. 

Among all types of social support provided by the Bank, the most popular programs are voluntary medical insurance (hereinafter VMI) - in 2014 they covered almost 95% of employees (and their family members). 
Along with the existing forms of social support, in 2014, the Bank expanded the opportunities under employee medical insurance, supplementing the VMI programs with international medical insurance programs (hereinafter IMI). VMI insurance is a new type of medical insurance of the Bank’s employees, which guarantees treatment of a range of critical diseases (such as cancer), complex surgeries (such as organ transplantation) abroad, and provision of some other medical services not included in the terms of VMI insurance.  In total, 69% of the Bank’s employees have already used this new health insurance opportunity.
Personnel training
According to the data as of the end of 2014, all the employees of the Bank's business divisions have higher professional education, and 15.5% of the employees have even obtained the second degree. In addition, four employees have completed post-graduate studies, four more employees have PhD degree, 39.3% of the employees have a qualification certificate issued by FSFR, which enables the Bank to perform various activities in the financial market.
Pursuant to the requirements of the Instruction of the Bank of Russia dated 27 November 2014 No. 3455-U “On making amendment to paragraph 2.2 of the Instruction of the Bank of Russia dated 09 August 2004 No. 1485-U “On the requirements for training and education of personnel in credit organizations”, the relevant employees of the Bank completed seminar trainings on the topics: "Taking into account the requirements of legislation on combating legalization of criminal income (money laundering) and financing terrorism in the implementation of currency controls”, “Recent changes in legislation on combating legalization of criminal income (money laundering) and financing terrorism. Comments of the Bank of Russia”, “Review of changes in legislation on combating legalization of criminal income (money laundering) and financing terrorism.”
In 2014, four employees of the Risk Analysis and Control Department completed professional development training on Risk Management (FRM) (204 academic hours). The curriculum of this course was designed to prepare highly qualified risk management professionals. The completion of this course provides an opportunity to pass an exam in the future and obtain the international certificate FRM (Financial Risk Manager), confirming qualification of the risk manager. 
An important element of the policy in the area of training and development of the Bank's employees remains the intracorporate human resource development system, which includes training on important aspects of the Bank's operations, enables employees to improve their expertise and contributes to the development of the management team’s leadership and management skills. 

In 2014, the following personnel training and development framework was adopted for implementation: 
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In 2014, the number of employees who completed additional training grew by 18% as compared to 2013.  In addition, since employees have an increasing number of contacts with foreign partners, the quantity of employees studying English language was increased to 15 (vs. 5 in 2013).

Training statistics for 2013 – 2014
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� Except NCC’s activities as a central counterparty in the markets of Moscow Exchange Group.
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