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Drivers behind central clearing for repos for clients (1/3)

- (Reverse) repo transactions are expensive for  * Regulatory driven counterparty & collateral

banks from a leveraged based capital cost concentration limits (CRR Il Articles 401 (4)

point of view as received collateral cannot be and 403 (1)(b)) and SFTR reporting

be offset (CRR Il Article 429b (1)(b)) requirements increase costs further for
banks

« Balance sheet (leverage ratio) netting can
reduce costs for banks, but it is not permitted ~ * Banks frequently not able to charge full

across multiple bilateral (reverse) repo costs of repo business due to competitive
counterparties (CRR Il Article 429b (4)) pressures

« Banks have a regulatory incentive to hold * As aresult, banks have frequently
HQLA given LCR, but are disincentivised to restricted buy-side's access to its balance
raise cash through short-term repos under sheet for bilateral (reverse) repos or
NSFR (CRR Il Article 428k (3)(c)) dropped out of the market altogether
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Drivers behind central clearing for repos for clients (2/3)

« Meanwhile, buy-side demand for (reverse) repo is increasing due to

(1) collateralisation requirements?! from cleared & uncleared derivatives,
(2) risk considerations, and
(3) search for yield

* In addition, existing operational capabilities at buy-side are frequently inadequate to meet new
enhanced collateral management requirements, e.g. often not possbility to raise cash via
bilateral repos intraday to meet potential margin calls

« Therefore, whilst buy-side demand for (reverse) repo increases, the sell-side cannot provide
sufficient (reverse) repo capacity for some clients

1See recent Risk.net survey on Buy-side focus areas in 2021 and beyond
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https://www.risk.net/derivatives/7835751/changing-derivatives-strategies-to-address-the-new-normal

Drivers behind central clearing for repos for clients (3/3)

» CCP cleared client repos can increase banks” repo business profitability, improve available repo balance
sheet capacity to buy-side, enhance operational efficiency and mitigate counterparty risk given:

(1) improved likelihood of repo balance sheet netting for banks as CCP sole counterparty?,
(2) reduction in risk based capital costs through multilateral netting and 2% risk weight (CRR Il Article 306)

(3) removal of regulatory counterparty & collateral concentration limits for banks (CRR Il Article 400 (1)())

and 403 (1)(b)),
(4) standardisation of legal documentation & processes, and

(5) increase in liquidity as number of trading counterparties and product set grows substantially?

« In addition, overall market resilience and transparency is greatly improved

Eurex quantified the benefits in a recent whitepaper on CCP cleared client repo

1 see also Eurex whitepaper on balance sheet netting; 2 E.g. Eurex Repo has more than 150 participants as per Eurex Repo participants list and accepts more than 14,000 ISINs as collateral
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https://www.eurex.com/resource/blob/2714814/9dacfb1cccb29ccfd0c4bb96b547792a/data/download-isa-direct-whitepaper.pdf
https://www.eurex.com/resource/blob/2422200/71484ac9dbb085d47a35e19d7a66ef70/data/Whitepaper-Balance-Sheet-Netting.pdf
https://www.eurex.com/resource/blob/73338/22ef7501fdd7fb2617804dc91a65d8f0/data/Participant_list_Repo_and_GCP_and_SecLend.pdf

Eurex Clearing’'s “ISA Direct” buy-side repo offering meets
core requirements of sell- and buy-side

« Traditional client clearing model not suitable as any back-to-back CCP cleared repo between
buy-side, clearing member and CCP results in prohibitively high capital cost for clearing
members

« Buy-side needs to become a direct counterparty to the CCP in a centrally cleared repo offering

« However, buy-side typically not permitted or willing to contribute to the mutualised CCP’s default
fund or participate in the mandatory CCP default management process (DMP)

« Therefore, all Eurex repo clearing models for the buy-side have three main components:
(1) Buy-side has contractual relationship with the CCP & sole legal responsibility to perform on
the (reverse) repo towards Eurex and vice versa,
(2) Buy-side has no legal obligation to contribute to the CCP’s mutual default fund, and

(3) Buy-side has no legal obligation to participate in DMP
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Eurex offers three distinct repo clearing models for the buy-
side: ISA Direct Light, ISA Direct & ISA Direct Indemnified?

Repo Market*

(Single ISIN repo)

GC Pooling Market*
(TriParty repo)

ISA Direct? & ISA Direct 'ndemnified 1,2

]
ISA Direct Lignt. 3

Eurex Clearing AG (CCP)

Clearstream / Euroclear

11SA Direct Indemnified clearing model received regulatory non-objection in 2021 and is expected to launch formally in Q4 2021

2|SA Direct & ISA Direct 'ndemnified Clearing Members can buy and sell securities in both repo market segments offered by Eurex Repo

3 |SA Direct Light |icense Holders are required to be a net cash provider at all times and can only access the GC Pooling repo market segment offered by Eurex Repo
4 See Eurex Repo”s webpage for futher details on eligible ISINs and currencies and on the repo trading and clearing offering in general
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https://www.eurex.com/ex-en/markets/eurex-repo

ISA Direct H9ht was launched to allow for secure & efficient
cash investment in Eurex benchmark GC Pooling repo market

« ISA Direct H9"tJaunched in 2013

« Trade Execution protocols: RFQ or Pre-arranged

« Target client base: Corporates, Insurances & Investment Funds

* Repo trading limitation: Cash providing only (but repos permitted to close positions)

« CCP Margin requirements for Buy-side: No

« Default Management requirements from supporting (Indemnifying) Clearing Agent bank: No
« Combination with OTC IRS clearing available: No

Buy-side CCP Sell-side

—> —>
ISA Direct Hant Eurex
B RLGES<«— GC Pooling basket collateral —— Clearing <+—— GC Pooling basket collateral
W LGS PIECEE 95 o Hnlalie o <+ -- Margin and Default Fund -—-

received collateral
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ISA Direct & ISA Direct 'ndemnified grants buy-side full access
to all of Eurex” centrally cleared repo markets

« |ISA Direct launched in 2016; ISA Direct 'ndemnified jn Q4 2021

CCP Margin requirements for Buy-side: Yes

(expected) « Default Management requirements from supporting

« Trade Execution protocols: RFQ or Pre-arranged (Indemnifying) Clearing Agent bank: Yes

« Target client base: Pension Funds, Insurances & Investment * Combination with OTC IRS clearing available: Yes
Funds as well as Hedge Funds (ISA Direct Indemnified gnjy) (ISA Direct only)

« Repo trading limitation: none - cash taking & cash providing <+ See Eurex’ short animated video on ISA Direct for
permitted further details or visit https://www.eurex.com/ec-

en/join/isa-direct

Buy-side
(ISA Direct (Indemnified)
Clearing Member )

Eurex Clearing

CcCpP

ISA Direct (Indemnifying) Clearing Agent

(General Clearing Member)

— _Opt|fonaI: : I Mandatory:
rovision o Ot?e?;\lona « Default fund contribution
services by » Default management obligation

* (Indemnification)
Transaction Cash Collateral
Management Management Management
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https://www.youtube.com/watch?v=KjdRlmrhlc4
https://www.eurex.com/ec-en/join/isa-direct

Why CCP Cleared Repo? Higher capacity, lower risk,
better economics

Benefits

Cleared trades
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Buy-side repo clearing already well established in US

« DTCC FICC launched their buy-side sponsored repo clearing offering already in 2005 with
support of State Street, a global Custodian
 Initially only Overnight reverse repos were permitted
« Significant overhaul in 2017, e.g. allowing of cash taking, additional fund types incl. Hedge
Funds
« Further expansion in 2019 as also broker dealers were allowed to become Sponsoring
Members
« Currently approx 1,900 funds are registered as Sponsored Members
* Repo volumes peaked at USD 564bn in March 2020 but since then receded to a daily average
of approx. USD 265bn
« Main differences to European buy-side clearing offering at LCH and Eurex
1. No CCP margin requirements for buy-side even if cash taking
2. No CCP clearing of front leg
3. Large number of Sponsoring Banks (Indemnifying Clearing Agents at Eurex)
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https://www.dtcc.com/clearing-services/ficc-gov/sponsored-membership

Challenges for broad based take up of buy-side repo
clearing in Europe

« Operational, market induced and regulatory challenges, e.qg.

* Implementation costs — often large project as infrastructure outdated

« Clearing Agent support — limited number of Clearing Agents as some banks see disintermediation risks

* Repo pricing — bilateral repo capacity sometimes used to win over more lucrative derivative business

« CCP margining — haircuts not widely used, especially in reverse repos or on Government bonds

« Clearing costs — Margin costs, clearing agent fees and CCP clearing fees need to be assessed

« Market environment - ECB’s QE has lowered pressure to improve collateral management

« European regulation not supportive — Buy-side repo clearing no considered properly in regulation, e.g.
no carve out in EU MMF funds or UCITS V regulation on counterparty or concentration limits. See Eurex
whitepaper for this and other items

« However, some first movers, mostly pension funds, have successfully taken up CCP cleared repos, e.g.
watch PGGM' s verdict, a Dutch pension fund manager with more than EUR 268bn in assets, who reported
an increase in repo capacity, operational efficiency and price transparency since going live at Eurex
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https://www.eurex.com/resource/blob/2438784/0e2492a9e5770a23812aa0934dd45664/data/20210209_position-paper_repo-clearing.pdf
https://www.eurex.com/ec-en/find/news/Learning-from-experience-Eurex-Webcast-on-direct-CCP-clearing-for-OTC-IRS-Repo--2553404
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Deutsche Borse AG (DBAG), Clearstream Banking AG (Clearstream), Eurex Frankfurt AG, Eurex Clearing AG
(Eurex Clearing) and Eurex Repo GmbH (Eurex Repo) are corporate entities and are registered under German law.
Eurex Global Derivatives AG is a corporate entity and is registered under Swiss law. Clearstream Banking S.A. is a
corporate entity and is registered under Luxembourg law. Deutsche Boerse Asia Holding Pte. Ltd., Eurex Clearing
Asia Pte. Ltd. and Eurex Exchange Asia Pte. Ltd are corporate entities and are registered under Singapore law.
Eurex Frankfurt AG (Eurex) is the administrating and operating institution of Eurex Deutschland. Eurex Deutschland
is in the following referred to as the “Eurex Exchange”.

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

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

All descriptions, examples and calculations contained in this publication are for illustrative purposes only.

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

Only Eurex derivatives that are CFTC-approved may be traded via direct access in the United States or by United
States persons. A complete, up-to-date list of Eurex derivatives that are CFTC-approved is available at:
http://www.eurexchange.com/exchange-en/products/eurex-derivatives-us. In addition, Eurex representatives and
participants may familiarise U.S. Qualified Institutional Buyers (QIBs) and broker-dealers with certain eligible Eurex

EUREX

equity options and equity index options pursuant to the terms of the SEC’s July 1, 2013 Class No-Action Relief. A
complete, up-to-date list of Eurex options that are eligible under the SEC Class No-Action Relief is available at:
http://mwww.eurexchange.com/exchange-en/products/eurex-derivatives-us/eurex-options-in-the-us-for-eligible-
customers... Lastly, U.S. QIBs and broker-dealers trading on behalf of QIBs may trade certain single-security futures
and narrow-based security index futures subject to terms and conditions of the SEC’s Exchange Act Release No.
60,194 (June 30, 2009), 74 Fed. Reg. 32,200 (July 7, 2009) and the CFTC'’s Division of Clearing and Intermediary
Oversight Advisory Concerning the Offer and Sale of Foreign Security Futures Products to Customers Located in the
United States (June 8, 2010).

Trademarks and Service Marks

Buxl®, DAX®, DivDAX®, eb.rexx®, Eurex®, Eurex Repo®, Eurex Strategy WizardSM, Euro GC Pooling®, FDAX®,
FWB®, GC Pooling®,, GCPI®, MDAX®, ODAX®, SDAX®, TecDAX®, USD GC Pooling®, VDAX®, VDAX-NEW® and
Xetra® are registered trademarks of DBAG. All MSCI indexes are service marks and the exclusive property of MSCI
Barra. ATX®, ATX® five, CECE® and RDX® are registered trademarks of Vienna Stock Exchange AG. IPD® UK
Quarterly Indexes are registered trademarks of Investment Property Databank Ltd. IPD and have been licensed for
the use by Eurex for derivatives. SLI®, SMI® and SMIM® are registered trademarks of SIX Swiss Exchange AG. The
STOXX® indexes, the data included therein and the trademarks used in the index names are the intellectual property
of STOXX Limited and/or its licensors Eurex derivatives based on the STOXX® indexes are in no way sponsored,
endorsed, sold or promoted by STOXX and its licensors and neither STOXX nor its licensors shall have any liability
with respect thereto. Bloomberg Commodity IndexSM and any related sub-indexes are service marks of Bloomberg
L.P. PCS® and Property Claim Services® are registered trademarks of ISO Services, Inc. Korea Exchange, KRX,
KOSPI and KOSPI 200 are registered trademarks of Korea Exchange Inc. BSE and SENSEX are trademarks/service
marks of Bombay Stock Exchange (BSE) and all rights accruing from the same, statutory or otherwise, wholly vest
with BSE. Any violation of the above would constitute an offence under the laws of India and international treaties
governing the same.

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

Eurex Deutschland qualifies as manufacturer of packaged retail and insurance-based investment products (PRIIPS)
under Regulation (EU) No 1286/2014 on key information documents for packaged retail and insurance-based
investment products (PRIIPs Regulation), and provides key information documents (KIDs) covering PRIIPs traded on
Eurex Deutschland on its website under the following link: http://www.eurexchange.com/exchange-
en/resources/regulations/eu-regulations/priips-kids.

In addition, according to Art. 14(1) PRIIPs Regulation the person advising on, or selling, a PRIIP shall provide the
KID to retail investors free of charge.
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