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MAJOR PERFORMANCE RESULTS
OF CJSC JSCB NATIONAL CLEARING CENTRE
FOR THE YEAR 2010
Industry position of CJSC JSCB National Clearing Centre
In 2010, CJSC JSCB National Clearing Centre – a daughter company in MICEX Group-  continued strengthening its positions in the Russian financial market as a reliable, high-tech clearing centre meeting international standards and efficiently performing clearing and functions of a central counterparty in the exchange-based currency market of MICEX Group. 

Performing its function of a central counterparty, NCC assumes all risks arising due to potential default of the clearing participants. Thus, NCC guarantees performance of obligations to each fair clearing participant under the transactions concluded with the latter, irrespectively of how other market participants perform their obligations. This enables the clearing participants to fully eliminate counterparty credit risk when concluding transactions in the exchange market. Its status of a credit institution enables CJSC JSCB National Clearing Centre to obtain the interbank market liquidity necessary for performance of own obligations to clearing participants, and also to access the refinancing instruments of the Bank of Russia. 

The development of NCC’s operation in 2010 primarily addressed the following priorities:
· expanding the range of clearing instruments and services provided to clients, improving customer service quality;
· ensuring reliable and efficient risk management, assisting in maintenance of stability and strength of MICEX currency exchange market;
· increasing efficiency of management of temporarily available funds and capital of MICEX Group.
 In 2010, NCC actively participated in the development and expansion of settlements via the Real Time Gross Settlement system (RTGS), thus promoting further increase in the efficiency of after-clearing settlements in the currency exchange market of CJSC MICEX, and generally the development of a centralized payment system of the Bank of Russia. For example, the use of RTGS enabled NCC to start settlements with regional clearing participants without holding a settlement session jointly with the Bank of Russia. Now NCC performs all funds transfers between the regional settlement centres based upon aggregate obligations of the clearing participants via RTGS, once such trading obligations/claims of the clearing participants are determined. 

In December 2010, NCC started clearing of the transactions involving the currency of the People’s Republic of China (yuan), which became an important milestone of the economic cooperation between Russia and China.
 During the past year, liquidity management was centralized due to formation and operation of the Unified Treasury of MICEX Group, the  Risk Management Centre was created in the holding, and a hardware and software system "Electronic Archive of the Bank Trading Day” was introduced. 

 In 2010, the methodology was completed, and NCC began to be stress-tested as a bank performing clearing with the function of a central counterparty. This enables regular checks of NCC’s readiness for crises and increases legitimation of adopted strategic and operating risk management solutions, and also facilitates successful  planning of own capital. 
In order to further its development through the worldwide expertise, recommendations and standards and to extend the same to the infrastructure of the Russian financial market, NCC actively cooperates with the European Association of Central Counterparties Clearing Houses - EACH, whose membership it has been holding since November 2009. In May 2010, CJSC JSCB National Clearing Centre arranged a meeting of the EACH Executive Committee in Moscow, at the headquarters of MICEX Group, addressing the issues of development of the EU legislation to improve regulation of central counterparties. NCC representatives also actively participate in the EACH Risk Committee.
The stabilization of the Russian financial market contributed to the decrease of the share of the exchange currency market in favour of the interbank OTC market in 2010. Nevertheless, the customer base of CJSC JSCB National Clearing Centre continued growing in 2010. As of January 01, 2011, the number of entities concluding the Contract of Clearing Services with NCC equalled 487, a rise by 5% as compared to January 01, 2010. 

In 2010, CJSC JSCB National Clearing Centre successfully handled all the consequences of the Russian market’s volatility caused by the financial crisis and ensured stable provision of clearing services and timely performance of its obligations arising from the clearing in the MICEX currency exchange market. During 2010, NCC performed all of its obligations to clearing participants timely and in full. 

In 2010, CJSC JSCB National Clearing Centre also carried out intensive preparations for implementation of the projects contemplated by the Development Strategy of MICEX Group for the years 2009-2011, aiming at the following:
· development of clearing operations in the MICEX currency exchange market;
· preparation for the commencement of NCC’s clearing activities in the MICEX’s derivatives  market and stock market sections;
· improvement of the risk management system, including making a single trading limit available to the clearing participants to enable them to conclude transactions with different instruments traded in the MICEX exchange markets,
· improvement of hardware and software; 

· expansion of the correspondent network and formation of an efficient settlement system for the obligations calculated in the clearing process, including the yuan/rouble instrument.
The progress made in improving the technological aspects of clearing services and liquidity management arrangements enabled CJSC JSCB National Clearing Centre to lay a basis for further extension of the range of services rendered to clearing participants in the currency market and other markets serviced by MICEX Group.
Major financial performance results in 2010
Major financial performance results in 2010 are as follows (in thousand roubles):
Year 
 



2010 
Total income 


 342 979 174 
Total expenses 


 341 902 088 
Balance sheet profit 


 1 077 086 
Income  tax  expense  


                         216 167 
Income 



             860 919 
Total Equity 
as of January 01 


8 126 112

As of January 01, 2011, balance sheet value of CJSC JSCB National Clearing Centre equalled 467,290,293 thousand roubles. 
As of January 01, 2011, balance sheet profit equalled 1,077,086 thousand roubles, and after-tax profit amounted to 860,919 thousand roubles.
Revenue structure
	Item
	Amount, thousand roubles
	% of total revenue

	1. Interest income from loans lent  to credit institutions
	107 649
	5,8

	2. Interest income from funds allocated and accounts opened with non-resident banks
	262 246
	14,2

	3. Income from deposits places with the Bank of Russia and non-resident banks
	149 138
	8,1

	4. Income from securities transactions
	781 815
	42,2

	5. Income received from clearing services rendered to currency traders at MICEX
	537 644
	29

	6. Other revenues:
incl.
1. commissions received and provisions renewed
2. fines, penalties and forfeits received
3. other revenues
	12 805

11 794

641

370
	0,7

	7. Total revenue, excl. income from non-cash currency trading and revaluation of currency positions:
	1 851 297
	100

	8. Income from non-cash currency trading
	230 421 694
	

	9. Income from revaluation of currency positions
	110 706 183
	

	Total  income:
	342 979 174
	


Expenditures structure
	Item
	Amount, thousand roubles
	% of total expenditure

	1. Interest expenses on corporate deposits
	62 630
	8,4

	1. Interest expenses on other funds obtained from non-state financial organizations (CJSC MICEX – subordinated loan)
	164 825
	22,2

	2. Commissions for cash management services and account management
	19 994
	2,7

	3. Expenses on payment to regional exchange centres of a fee for NCC functions
	22 592
	3,1

	4. Expenses on transactions with acquired securities
	37 939
	5,1

	5. Personnel expenses
	147 679
	19,9

	6. Property administration costs and amortization
	63 248
	8,5

	7. Expenses on IT services rendered by CJSC MICEX
	134 778
	18,2

	8. Organizational and administrative expenses
	75 903
	10,2

	9. Other expenses
including commissions paid and provisions accrued
including other operational expenses
including other expenses made
	12 508

 9 012

40

3 456
	1,7

	Total expenses, excl. revaluation of currency positions:
	742 096 
	100

	10. Non-cash currency trading expenses
	230 427 145
	

	11. Expenses on revaluation of currency positions
	110 732 847
	

	Total:
	341 902 088
	


 Property administration costs mainly include rent, which equalled 54,625 thousand roubles.
 Organizational and administrative expenses include personnel training expenses, business trips, security, advertising, communication services, audit, insurance, representation expenses, communication expenses, costs of telecommunication and information systems, and taxes paid. Within this item, NCC paid 41,873 thousand roubles of taxes (excl. profit tax).
Clearing operations in currency exchange market
In 2010, CJSC JSCB National Clearing Centre mainly aimed to prepare regulations and technological base for NCC as part of the projects contemplating development of new products and services in the MICEX currency exchange market, as well as implementation of the central counterparty clearing services in the MICEX stock market. One of the factors affecting the specifics of NCC's operations in 2010 was stabilization of the MICEX currency exchange market trading after the 2008-2009 crisis (figure 1), enabling NCC and MICEX Group experts to concentrate their efforts on the formation of new development fields.
In the reporting period, the average daily volume of NCC’s transactions decreased by 12% versus the year 2009, though there were  crisis-induced spikes (Figure 1). In its turn, the decrease in trading volume of the currency exchange market led to a certain decrease in cash balances on the accounts of the clearing participants with NCC (Figure 2) – in 2010, the average daily size of deposited monetary funds was just slightly over 100 bn roubles, as compared to 140 bn roubles in 2009. 
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Figure 1
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Figure 2


In June 2010, as part of the work aimed at transition to the new risk management system in the currency exchange market, amendments were made to the procedure for holding the Additional UTS Session, enabling the transfer of an open currency position of the clearing participants, who, for whatever reason, failed to perform their settlement obligations in time, by concluding swap transactions with NCC. 

 The introduction of this option and use of swap transactions as a major default settlement arrangement has considerably reduced costs incurred by clearing participants in case of an untimely performance of obligations to the wider market level.
Financial market transactions
The year 2010 saw a continued implementation of the project involving formation of the Unified Treasury of MICEX Group to increase efficiency of management of the Bank’s liquidity and the Group’s equity.
In 2010, NCC’s equity increased from 4.252 bn roubles (as of January 01, 2010) to 8.126 bn roubles as of January 01, 2011, including the same through additional share issue. 

The Bank started attracting deposits from MICEX Group companies. 

As a result of growth in equity and monetary funds attracted from MICEX Group companies, the Bank considerably expanded its securities portfolio – from 3,870 mln roubles as of the beginning of 2010 to 11,545 mln roubles as of the end of 2010 (figure 3).

[image: image3]
Figure 3
Throughout 2010, NCC many times participated in IPOs of public and corporate securities.
In the reporting year, NCC started forming a securities portfolio in bonds denominated in foreign currency.
NCC remained an active participant of the interbank market solely as a net creditor. For example, the volume of placed deposits in rouble equivalent grew from 5,797 mln roubles per day in Q1 2010 to 9,215 mln. roubles in Q4 2010.
The expansion of the portfolio of securities and interbank transactions was conducted in accordance with the document adopted in December 2009 – Regulation on Criteria (Principles) of Formation of Investment Assets of CJSC JSCB National Clearing Centre, contemplating significant limitations as to credit quality of issuers and counterparties, and the risks assumed. In its investment activities, NCC faces the following limitations:
maximum maturity of the bonds included in the portfolio is 5 years;
the bond portfolio is formed solely from the issuers whose bonds are included in the Lombard List of the Bank of Russia;
the minimum acceptable credit rating for counterparties and bond issuers - BB- or similar level (according to the assessment of one of the three leading international rating agencies).
Also the formation of investment assets took into account the limitations of the Investment Declaration, setting, among other things, maximum values of the portfolio volume and duration. In 2010, the portfolio duration not exceeded 1 year.
The volume of monetary funds deposited by the clearing participants for performance of exchange-based currency transactions in the reporting year remained high. Therefore, in its operation in the financial markets in 2010, NCC paid much attention to the issues of decreasing risks when allocating available monetary funds and maintaining liquidity necessary for the reliable clearing in the currency exchange market.
In 2010, aiming to improve the liquidity management systems, NCC was developing arrangements for additional financing, including the provision of the credit line of the Bank of Russia against the collateral in form of securities. The size of collateralized credit line opened by the Bank of Russia in favour of NCC was increased in 2010 from 2 bn to 9.3 bn roubles.
In 2010, NCC continued active work to expand the range of potential counterparties in the interbank market and securities market, wherefor it concluded the respective interbank agreements.
NCC’s plans include further expansion of additional financing arrangements; building a single liquidity management system for MICEX Group companies, in order to ensure reliable functioning of all of the holding’s trading venues. The system approach is also applied to forming the Group’s investment portfolio within the single front office based on the centralized risk management in the Group.
Later, NCC plans to broaden the range of transactions in the financial markets through direct and reverse REPO transactions and currency SWAPs with different maturities.

Risk management 
 NCC’s risks are concentrated in the clearing activities in the MICEX currency exchange market, and in allocation of funds of the exchange-based currency trading participants, own and borrowed monetary funds.
 Performing the central counterparty clearing in the MICEX currency exchange market, NCC assumed the risks arising from the potential default by the trading participants and the need to replace the defaulted transactions, untimely completion of settlements due to possible liquidity management errors and operating failures in the settlement, trading and clearing systems.
 NCC’s free cash allocation system is associated with the risks related to credit quality of interbank counterparties and issuers of debentures, change in market interest rates, price volatility and bond market liquidity.
 In the reporting period, NCC faced certain risk factors significantly affecting its operation as a central counterparty in the MICEX currency exchange market and as a banking credit institution; most important of those are listed below:
· some Russian banks have still not completed their financial rehabilitation or reorganization procedures; many small banks have gone bankrupt;
· lower yield on bond investments and on interbank transactions (major instruments used by NCC to allocate free cash), and limited liquidity of the Russian markets of state and corporate debt;
· less intervention of the Bank of Russia in the process of formation of exchange rates of foreign currencies to the Russian rouble (extension of the exchange rate band for bicurrency basket due to the regulator’s transition to the inflation targeting policy);
· the risk of decreasing liquidity, which remains in the Russian banking system in the short-term perspective; gradual withdrawal from the soft policy followed during the crisis with regard to the budget, financial market, banking regulation, and supervision.
 In 2010, NCC’s risk management was addressing operating risk management issues, along with the issues arising from the new challenges – in particular, those related to the expansion of operations and development of the exchange infrastructure, in particular:
· plans to commence rendering central counterparty clearing services in other MICEX exchange-based markets (in 2011 – 2012, NCC is expected to become an entity assuming all major risks associated with exchange-based activities of MICEX Group);
· plans to broaden the range of instruments used in asset-side transactions, increase their volume in order to grow yield in an environment of falling market interest rates;
· merger between the two independent exchange infrastructures – MICEX and RTS, which is expected to be completed in 2011; this merger involves organizational and financial costs, which would have to be handled – also in terms of risk management.
 The resolution of current risk management issues and preparation for resolution of potential risk management issues was performed as part of standard organizational measures, and also by way of improving the methodological and practical risk management elements. 

 In November 2010, NCC established the Risk Management Centre in order to improve work quality and efficiency, provide better conditions for the development of risk management within MICEX Group on the common methodological basis.
In this respect, the works related to managing risks of the clearing activities, bank operations, project implementation and methodology development were detached into separate divisions with own staffing positions.
 NCC improved the procedures used to identify risks and analyze exposure to such risks; its methodological work was focused on improving validity of quantitative assessments of the major assumed risks, aggregation of separate risks in a total risk and verification of adequacy of the sources of its coverage - in accordance with the current situation, and also using the forecasts with a planning horizon for NCC’s operation of at least 2 years. Special attention was paid to the development and support of internal regulations, verification procedures, validation and back testing methods. The approaches to organization of scheduled works implied that such works would be fully documented, control procedures would be applied, and the works would be tested for adequacy and operability in standard situations and emergencies.
Risk management system
 NCC’s risk management system (hereinafter the “NCC RMS”) contemplates standardization and automation of the risk management processes, using a formed and constantly updated internal regulation base and modern methodological approaches.
 NCC managed risks on the basis of their qualitative and quantitative assessments, using the data contained in the risk sections of the management reports. The completed assessments of aggregate risk and risk-covering capital requirements were used when planning capitalization of NCC pursuant to the MICEX Group Development Strategy for the Years 2009-2011.
 In 2010, in order to improve the quality and validity of the adopted strategic and operating solutions in the field of risk management, organization of monitoring of financial stability indicators in unusual market situations and forecasting the needed volume of equity, NCC completed implementation of a comprehensive financial stability stress testing system. In 2010, stress testing was performed in a test mode, and the relevant internal regulations and methodological documents as of the date of compilation of this annual report were approved by NCC’s Supervisory Board. Methodologically, this stress testing procedure is based upon the recommendations of the Basel Committee on Banking Supervision. A number of methodological developments made specifically for the stress testing will be subsequently used to improve other risk-related management reports.
 The stress testing was performed on a monthly basis, using historical shocks and modeled hypothetical scenarios. The stress testing involved a quantitative assessment of all assumed economic risks – credit risk, currency risk, pricing (stock market) risk, interest rate risk, liquidity risk, and a central counterparty risk in the MICEX currency exchange market. The latter was calculated as a value of replacement of a defaulting trading participant, including the scenarios where collateral would not be immediately available for collection due to revocation of that trading participant’s banking license. Once the risks were assessed, adequacy of aggregate capital and 1-tier capital was calculated. The stress testing results show that NCC’s capital is sufficient to cover risks in improbable but possible crisis conditions; the data dynamics demonstrated a moderate growth of an absolute size of the aggregate risk due to the growing transaction volume. Based upon the stress testing results, NCC’s management bodies got recommendations concerning operational planning and capitalization.
 NCC’s interaction with CJSC MICEX on a risk management theme was carried out primarily via the Risk Committee by the NCC Management Board, represented by the leading experts and chief executives of NCC and CJSC MICEX. In the reporting period, the Risk Committee formulated recommendations to the NCC Management Board regarding decisions on RMS parameters in the MICEX currency exchange market, and also on the issues of suspension and resumption of clearing services and adjustment of trading limits in emergency situations.
 As part of its membership in the EACH Risk Management Committee, NCC participated in preparation of proposals for the Bank of International Settlements (BIS) regarding the development of the central counterparty risk management standards, given the work experience accumulated by the Association’s members in the times of crisis. 

 The measures taken by the EACH Risk Management Committee are aimed to improve reliability of the financial market infrastructure and overcome the risk of default in the crisis periods through making economic incentives for its participants to perform trading transactions only at the organized trading platforms serviced by a central counterparty; to harden the requirements to central counterparties through implementation of an institution of the qualified central counterparties subject to supervisory regulation. 

 The participation of NCC’s representatives in this work was of practical importance for the improvement of the Bank’s RMS, since the new standards and recommendations developed on the global level and applicable to the Russian market conditions became reference points for the further development of NCC’s risk management. 

Risks in the exchange-based currency market
 The risk assumed by NCC in the MICEX currency exchange market is mitigated through the system of requirements to the trading participants, exchange rate limitation arrangement, trading limits, transaction collateral system (margin posting and risk coverage through the collective guarantee fund), the arrangement for control of collateral for the trading positions of the trading participants, the arrangement for settlement of non-performed obligations with participation of the Bank of Russia (Additional UTS Session), compliance with the required prior delivery in favor of NCC in course of the clearing settlements.
 Throughout 2010, NCC was maintaining the base level of collateral for the exchange-based currency transactions via prior posting by the participants of monetary funds for the transactions with currency pairs “US dollar/rouble” and “euro/rouble”. Taking into account the gradual easing of the crisis in the financial markets, the margin for euro/US dollar currency pair transactions was decreased from 7% to 5.5%, enabling a significant decrease in the costs incurred by the clearing participants, while maintaining the sufficient level of protection for NCC. Given the value of 1-day exchange rate limits and the available arrangement for replacement of defaulting clearing participants, the posting norms effective in 2010 almost fully covered the replacement risk (when collateral was subject to collection), whose maximum size is mainly determined by the value of the market (currency) risk. All short deliveries were successfully settled on the day of their occurrence. 

 In December 2010, the exchange-based MICEX currency market saw implementation of a project introducing the TOD instrument for the currency pair “Chinese yuan/rouble”. This instrument contemplated full collateral (in the amount equal to the transaction volume) enabling full mitigation of delivery risk.
 The boundaries for the movement of exchange rates for the traded instruments, the margin posting requirements and the levels of coverage of currency risk are determined using the VaR assessment methodology. In case if exchange rate volatility subsides, the values of risk parameters may be decreased.
 The presently effective arrangement for collateralization of exchange-based transactions implies not only cash margin posting by the trading participants, but also the operation of the collective guarantee fund created within NCC out of monetary funds of the trading participants (Risk Covering Fund). The participants of the fund may be the trading participants meeting the additional requirements, above all regarding the size of equity (capital).
 The Risk Covering Fund enables decreasing margin requirements to the participants when the concluded transactions are within the individual net transaction limits set by NCC, but at the same time NCC assumes the risks associated with possible incomplete coverage of currency risk in case of mass defaults.
 Throughout 2010, the size of the Fund underwent no significant changes, amounting to 14.2 mln. US dollars, thus making it possible to preserve the required level of collateral under the currency transactions concluded by the participants of the Fund. 

 The stress testing of the central counterparty risk with respect to the trading positions opened by the Fund’s participants confirms NCC’s ability to withstand, thanks to the Fund’s cash, the volume and quantity of non-deliveries within the net transaction limits, meeting the BIS recommendations as to the minimal acceptable volume and quantity of non-deliveries, which the central counterparty shall withstand without losing financial stability, using all risk coverage sources available to the latter. 
 As planned, all net transaction limits were revised on a quarterly basis; also those were revised on a monthly basis for the Fund’s participants non-compliant with the set requirements, and on the “when necessary” basis – if any facts were discovered regarding the operation of the Fund’s participant that would evidence increased risks.
 In the reporting period, special attention was paid to monitoring of the financial condition of the currency trading participants. NCC identified problem trading participants and subjected them to limitation of operations (reduction and closure of the net transaction limit, partial or full suspension of clearing services). All cases of insolvency of the participants or revocation of their banking licenses were forecasted in advance, and, as a result, in the reporting period no banking licenses were withdrawn from the participants with open trading positions and, correspondingly, unsettled obligations to NCC. 
 The financial condition of the currency trading participants was monitored using the expert (qualitative) and formalized (quantitative, score- and weight-based, built upon the analysis of financial and other performance indicators) assessment of their credit quality in accordance with the Methodology for Determination by CJSC JSCB National Clearing Centre of Internal Counterparty Ratings, approved by the NCC Supervisory Board.
 The expert (qualitative) assessment of a counterparty implies analyzing the latter’s operations on the basis of the information about its ownership structure, development of its business, its positions in certain segments of industries and markets, data on the development of a regional network, dynamics of the value of shares issued by the latter, and information about its credit history, including the transactions conducted in the exchange-based markets of MICEX Group.
 The methodology for determination of internal ratings is a universal methodological instrument for counterparty assessment, used also in order to limit asset-side transactions and form provisions for possible losses.
 The abovementioned measures enabled NCC to ensure a reliable performance of obligations under the exchange-based currency transactions, timely response to the facts evidencing rapid deterioration of the financial condition of certain trading participants, and successful prediction of their insolvency, coupled with an adequate risk coverage level. Therefore, NCC sustained no losses as a result of untimely performance or non-performance by certain currency trading participants of their obligations.
Credit risk
 In order to limit the credit risk and other risks associated with free cash allocation, the Asset Management Committee set transaction limits and limits for investment in financial instruments for each counterparty (borrower or issuer).
 The limits were set as a result of the analysis of financial condition of potential counterparties (borrowers or issuers), assessment of risks related to the investment in specific financial instruments, subject to the restrictions imposed by NCC management bodies. 

 NCC’s Supervisory Board controlled the level of credit risk and liquidity risk, imposing restrictions as to the list of permitted assets depending on their funding sources, counterparty transaction volumes (volumes of investments in the issuers’ securities), and maximum maturities. The abovementioned restrictions are specified in the Regulation on Criteria (Principles) of Formation of Investment Assets of CJSC JSCB National Clearing Centre.
 The transaction limits ensured compliance with the requirements of NCC’s conservative credit policy based upon the principle of priority of recoverability over yield. The compliance with limits was controlled; no transactions were permitted without limits.
 The control over compliance with limits (operating and periodical) was performed by the Risk Management Centre, back office of the Treasury Transactions Centre and the Internal Control Department (in course of scheduled inspections), i.e. the divisions independent from the units conducting asset-side transactions. No facts of violation of the established limits were discovered in the reporting period. In addition, the Risk Management Centre performed a quarterly analysis of the need for the established limits, drawing a report on limit utilization. With regard to the limits which were not used or only partially used during the quarter, a decision was made as to their closure or reduction.
 According to the schedule, all limits were revised on a quarterly basis, and operating control of the transaction risks and investments with limit adjustment was performed on an ongoing basis.
 The size of the settlement limits was determined using the methodology based on the results of internal counterparty rating assignment, international credit ratings, parameters of maximum limits as to maximum risk per borrower and a group of interrelated borrowers (H6) and limitations as to the size of investments in accordance with the Regulation on Investment Criteria, additional expert adjustments, and for market instruments – also taking into account their pricing risk and market liquidity risk assessments.
 Asset-side transactions were conducted on the basis of the limit register approved in accordance with the established procedure. The limit register contains individual limits (sublimits) divided by counterparty and instrument, aggregate limits of transactions (risks) divided by counterparty and group of interrelated counterparties (borrowers and issuers), limitations as to the transaction periods, and other imposed restrictions. Also, the structural limits set in course of approval of volumes and structure of asset-side transactions were used. Furthermore, the Asset Management Committee approved operating reference points and limitations as to the structure of assets and values of open currency positions. 

 In the reporting period, NCC carried out the following asset-side transactions: placement of cash into deposits with the Bank of Russia, interbank deposits; investments in the Russian state and corporate debt instruments. There were no other credit requirements and credit-related contingency obligations (open credit lines, issued bank guarantees, etc.). Counterparties and issuers met the criteria set by NCC Supervisory Board as to the level of credit quality, including credit ratings assigned by the international rating agencies.
 In the reporting period, along with the central counterparty risk, credit risk was the largest risk assumed by NCC, as conditioned by the large volume of assets bearing credit risk. At the same time, their quality may be rated as very high. 
 Virtually all volume of assets subject to testing for depreciation in accordance with the requirements of the Bank of Russia was classified, as of the reporting date, in the highest quality categories – 1st and 2nd. The breakdown of the long-term international credit ratings of counterparties (borrowers and issuers) is as follows: 69.6% of credit risk-bearing assets are rated at least AA- according to S&P’s classification (mainly balances on correspondent accounts in settlement banks); 25.3% - at least BBB-.
Liquidity risk
 Performing its primary task as a clearing centre in the MICEX currency exchange market – the guaranteed and timely clearing and settlements, and execution of all transactions concluded during the trading, NCC, in the reporting period, traditionally followed maximum conservative liquidity management policy.
 NCC’s structure of liabilities is notable for the high weight of cash on the demand deposits, representing the funds of the currency trading participants. The assets funded out of cash of the trading participants included: balances on the correspondent account in the Bank of Russia; balances on the accounts in the Settlement Centres of the organized market for securities and other financial assets (OMSFA); balances on the correspondent accounts in the foreign settlement banks; deposits with the Bank of Russia and the Russian banks. Also, term allocations in accordance with the restrictions contemplated by the Regulation on Criteria (Principles) of Formation of Investment Assets of CJSC JSCB National Clearing Centre were conducted within the limits of the highly reliable reserve sources of liquidity, such as the applicable to NCC credit limits set by the Bank of Russia and overdraft limits on NOSTRO correspondent accounts in the settlement banks.
 The investments in securities (bonds of the Russian Federation, subjects of the Russian Federation and the Russian banks, corporate bonds of the Russian issuers) were conducted within the limits of NCC's equity and borrowings in form of attracted term deposits of legal entities.
 The procedures for managing liquidity on the correspondent accounts are fully documented. NCC’s approach to liquidity management implies safely guaranteeing the ability to perform obligations fully and timely, whether in normal market conditions, or in case of any unforeseen emergencies, without unacceptable losses and risk to reputation. The liquidity risk was managed as part of the comprehensive stress testing of financial stability, and use of the special management reports to analyze the liquidity situation.
 As part of the comprehensive stress testing of financial stability, the liquidity risk is assessed qualitatively (by determining adequacy of the reserve liquidity sources) and quantitatively (by calculating the cost of eliminating the liquidity deficit). The stress test of the liquidity risk is based upon analysis of information on the structure of financial assets and obligations, and on the forecasted cash flows expected from the transactions planned in the future. The major factor in assessment of liquidity of the Bank’s assets and liabilities and its tolerance to fluctuations in client funds is the maturities of assets and liabilities, and the possibility to replace obligations in case of outflow of client funds at acceptable value. The liquidity risk stress testing represents a combination of gap analysis and quantitative (statistical) method of assessment of possible change in cash balances on the client accounts in case of unfavorable developments, based upon the historical data.
 For the management purposes, liquidity is analyzed in more detail, using the precision adjustments of accounting statements as to the composition, amounts and maturity of NCC’s assets and liabilities. At the same time, the parameters of outflow of client funds (element of a stress test and VaR model) are forecasted using aggregates of assets and liabilities. The compiled report enables managing the structure of NCC’s assets and liabilities on the basis of comparison of calculated liquidity gaps with the volume of the reserve liquidity sources. This set of works, unlike the comprehensive stress test, does not provide for quantitative assessment of liquidity risk, instead focusing on the timely closure of liquidity gaps by adjusting free cash allocation plans in terms of volumes and maturities. Such approach decreases the probability that NCC turns to external, sometimes relatively costly, sources of liquidity.
 Instant liquidity management is performed by the Treasury Transactions Centre in a real-time mode on the basis of a payment calendar, using cash flow optimization measures, improving operating rules of asset-side transactions, settlements and correspondent relations.
 The liquidity management methods and procedures used by NCC in 2010 facilitated the successful achievement of the objective of providing a sufficient quantity of liquid resources for the clearing settlements in the MICEX currency exchange market.
Market risks
 The balance sheet currency and pricing (stock market) risks were assessed using the VaR assessment methodology, and the interest rate risk was assessed using the method of gap analysis and yield curves. Market risks were analyzed monthly – as part of the comprehensive stress testing and compilation of specialized management reports, in particular, the report on NCC’s securities portfolio risks.
 The quantitative assessment of market risks was taken into account when preparing the decisions on setting the limits for free cash allocation transactions and limits for open currency positions, and on determination of optimal structural limits.
 The currency risk under the open currency position was managed through limiting the open currency positions and setting reference points for their optimal value. The quantitative assessments of the risk were performed with a breakdown by each open currency position and in respect of the aggregate open currency position. As in the reporting period NCC’s aggregate open currency position meeting the reference points set by NCC management bodies were maintained at the level close to zero, and the size of the assumed currency risk was insignificant.
 The quantitative assessments of the pricing (stock market) risk were performed with the breakdown by each securities issue, securities grouping (government bonds, bonds of the subjects of the Russian Federation, corporate bonds) and, on aggregate, for the portfolio. The size of the assumed pricing risk is quite moderate (less than 1.5% of the size of NCC’s capital). The analysis of the pricing risk dynamics throughout 2010 demonstrates its slight growth, fully conditioned by the expansion of the securities portfolio itself, and the indicators of price volatility of the bonds showed a decrease trend by the end of the reporting period. The portfolio pricing risk was assessed using the VaR method. Also analyzed were the market liquidity risk, ratio of yield to duration, and efficiency of investments using the Sharpe ratio. The portfolio’s interest rate risk was evaluated using the PV01 (price of the basis point) indicator.
 The interest rate risk was also calculated, with no exception, for all assets sensitive to interest rate fluctuations. In the reporting period, the size of the accepted interest rate risk did not exceed 3% of NCC’s equity, and by the end of the year it decreased due to lower interest rate volatility.
Operational risk
 The specifics of NCC’s operation as a clearing centre and central counterparty in the MICEX currency exchange market was conditioned by the large quantity of concluded exchange-based transactions and settlement operations, which implies high exposure to operational risk.
 Operational risk was limited, above all, due to the use of reliable technical means of exchange-based infrastructure, IT systems, control of the refined and reputable operating procedures, highly professional employees. NCC’s key information systems possess reserve channels and capacities and a proper storage of information in electronic archives.
 NCC’s operational risk management system provides for collection and registration of information on risky events and the associated losses, assessment of the size of the assumed risk, determination of the size of capital reserved for the coverage thereof, availability of NCC’s business continuity plans, strict operational regulations developed on the basis of the results of the analysis of potential emergencies and their consequences.
 To minimize operational risk, in 2011, it is planned to conclude a comprehensive insurance contract covering several fields of NCC’s risk profile and optimized for NCC’s specifics on the basis of the standard insurance programs: internal risk insurance ВВВ (Bankers Blanket Bond) – principal program; computer crime damage insurance ECC (Electronic Computer Crime); liability insurance FIPI (Financial Institution Professional Indemnity Policy). The insurance will be of practical importance for the reduction of requirements to NCC’s risk covering capital (in accordance with the internal models assessing risks and sources of their coverage, and, in line with the regulation improvements – via banking standards of capital adequacy).
 The reporting period saw completion of the new wording of the Regulation on Operational Risk Management in CJSC JSCB National Clearing Centre, which will be submitted for approval to NCC Supervisory Board in early 2011. Numerous rules were also developed: rules for collection of information about the operational risk events; rules of operational risk self-assessment; and rules of operational risk monitoring. Their approval and implementation is scheduled for the first half of 2011.
Other non-economic risks
 The management of legal risk within NCC was conducted on the basis of division of powers and responsibility of the Supervisory Board, Chairman of the Management Board, the Management Board itself, and other management bodies, separate units, and employees. The abovementioned division of powers is fixed in the Articles of Association, Regulation on the Supervisory Board, Regulation on the Management Board, Regulation on the Asset Management Committee, Regulation on the Risk Committee by NCC Management Board, and in the regulations on structural subdivisions and job descriptions of the employees.
 NCC arranged the timely notification of structural subdivisions and the Bank's employees about the requirements of the RF legislation, norms adopted by the Bank of Russia and other public authorities, as well as the Bank’s internal regulations.
 Much attention was paid to analyzing the remarks and claims of the trading participants and counterparties, as well as the measures aiming to prevent situations which may potentially result in NCC's being subject to remedial measures of the regulatory and supervisory bodies and commencement of lawsuits.
 To optimize the process of managing the legal risk, standard forms of contracts and other documents were developed. The legal department and other divisions of the Bank, within their terms of reference, performed current control over compliance of the documents to the requirements of the legislation of the Russian Federation. 

 To manage the reputation risk, NCC takes the following measures aimed at formation of NCC’s image as a financially stable, reliable, transparent, efficient and high-tech oriented clearing and credit institution:
· performance of proper information policy including publication of information about NCC on its website and in mass media;
· participation in the thematic conferences, arrangement of work meetings and current interaction with the exchange-based trading participants, national and international organizations and associations in the field of clearing and risk management;
· placement on NCC’s website of public financial statements, including the documents on the performance results in the reporting period and compliance with mandatory norms, as well as maintenance of the clients’ feedback via the website regarding improvement of clearing services;
· routine settlement of disputes with the trading participants;
· proper control over compliance with the provisions of the Federal Law “On Counteraction to Legalization (Laundering) of Criminal Income and Financing of Terrorism."
Compliance with the Corporate Code of 
Conduct
CJSC JSCB National Clearing Centre during the reporting period paid considerable attention to raising the level of corporate governance treating it as one of the most important tools in achieving the strategic objectives set for CJSC JSCB National Clearing Centre. 
CJSC JSCB National Clearing Centre in these activities follows the best practices and standards of corporate governance and recognizes corporate management as an obligatory condition for the effectiveness and success of their financial activities and implementation of new projects and activities. Measures for the development of corporate governance taken by CJSC JSCB National Clearing Centre are based on the recommendations of the Corporate Code of Conduct approved by the meeting of the Government of the Russian Federation on 28.11.2001 (Order of the FCSM of Russia dd. 04.04.2002 No. 421/r), the recommendations of the Bank of Russia and the Basel Committee on Banking Supervision, internationally acclaimed corporate governance principles developed by the Organization for Economic Cooperation and Development (OECD) and other generally accepted standards. 
Corporate governance of CJSC JSCB National Clearing Centre is a system of mechanisms and corporate procedures that provide for a proper balance between the rights of shareholders and the actions of the Supervisory Board and executive bodies in the process of managing CJSC JSCB National Clearing Centre.
Corporate conduct in CJSC JSCB National Clearing Centre is based on respect for human rights and legal interests of the shareholders and contributes to efficient operation of CJSC JSCB National Clearing Centre, including increasing asset value and maintaining financial stability and profitability.
CJSC JSCB National Clearing Centre adheres to the following basic principles of the Code of Conduct:
· the practice of corporate conduct provides the shareholders with a real possibility to exercise their rights of participation in CJSC JSCB National Clearing Centre;
· the shareholders have reliable and efficient methods of accounting the share ownership, as well as a possibility of a free and quick carve-out of their shares;
· the shareholders have a possibility to participate in the management of CJSC JSCB National Clearing Centre by making decisions on important matters at the general meeting of the shareholders;
· the shareholders have a possibility to obtain complete and accurate information about CJSC JSCB National Clearing Centre on the regular and timely basis, including that on financial situation of CJSC JSCB National Clearing Centre, results of operations, as well as on material facts concerning the financial and economic activities.
The shareholders of CJSC JSCB National Clearing Centre have access to the information in accordance with the applicable Russian legislation. 
The practice of the Supervisory Board shows a high level of involvement of the members of the Supervisory Board in the strategic management of the activities of CJSC JSCB National Clearing Centre and its effective control over the activities of the Board and the Chairman of CJSC JSCB National Clearing Centre. 
The Supervisory Board consists of highly professional managers with the knowledge and competence required to achieve the long-term strategic objectives of CJSC JSCB National Clearing Centre, who have considerable experience in collegiate administration. The members of the Supervisory Board of CJSC JSCB National Clearing Centre are accountable to the shareholders of CJSC JSCB National Clearing Centre. 

In order to make qualitative and timely decisions the Commission of the Supervisory Board of CJSC JSCB National Clearing Centre on the Budget and the Commission of the Supervisory Board of CJSC JSCB National Clearing Centre on the Human Resources and Remunerations have been established under the Supervisory Board of CJSC JSCB National Clearing Centre. 
The practice of corporate governance in CJSC JSCB National Clearing Centre provides the Board and its Chairman with a possibility to manage the current operations effectively, reasonably, with good faith, solely for the benefit of the Bank and also provides for accountability of these bodies to the Supervisory Board and the General Meeting of the shareholders. The Board and the Chairman of the Board arrange implementation of decisions of the General Meeting of the shareholders and the Supervisory Board. The Charter of CJSC JSCB National Clearing Centre provides for the right of the Supervisory Board to suspend the powers of the Chairman of the Board appointed by the general meeting of the shareholders. 
CJSC JSCB National Clearing Centre controls the use of confidential information. CJSC JSCB National Clearing Centre provides timely disclosure of complete and accurate information, including that on financial position, economic performance, ownership and management structure on the ground of equal rights for all persons concerned to obtain information, taking into account the standards established by the applicable laws, regulations and requirements. 
CJSC JSCB National Clearing Centre discloses its financial statements in accordance with the Russian and international standards. 
For disclosures of information CJSC JSCB National Clearing Centre uses the ways and means most suitable for the addressees. The maximum available amount of information can be found on the corporate website (www.nkcbank.ru). CJSC JSCB National Clearing Centre discloses information through the media as well. Every significant event or action of CJSC JSCB National Clearing Centre is accompanied by press releases distributed to the media. 
Financial activities of CJSC JSCB National Clearing Centre are controlled by the Supervisory Board, Audit Committee, independent auditors and Internal Control Service of CJSC JSCB National Clearing Centre, which reports its activities to the Supervisory Board of the Bank. An independent auditor is approved by the General Meeting of the shareholders.
The Bank pays great attention to timely prevention and reasonable settlement of corporate conflicts. CJSC JSCB National Clearing Centre aims to resolve corporate conflicts at the early stages of their occurrence on the basis of negotiations and compromises between the parties involved in the conflict, taking into account the legitimate interests of all the participants.
Internal documents of CJSC JSCB National Clearing Centre set out procedures for reporting by the members of the executive bodies of CJSC JSCB National Clearing Centre of a conflict of interest and obligatory notification of the Supervisory Board of such cases. This practice allows to increase the security of the interests of the shareholders.

CJSC JSCB National Clearing Centre works to improve the internal regulatory framework aimed at implementation of the elements of the best practice of corporate governance in the work of management and supervisory bodies of the Bank. 
Development Prospects
According to MICEX Group development strategy for 2009-2011 in MICEX Group and the List of priority projects of CJSC MICEX for 2011 approved by the decision of the Board of CJSC MICEX (Minutes No. 12 dd. 10.02.2011), realization of several major projects involving CJSC JSCB National Clearing Centre is planned for 2011. The general scheme for the implementation of major projects is shown in the diagram below:

[image: image4]
The most important strategic objective of the NCC development is establishment of a clearing centre on the basis of the Bank, which will perform clearing and fulfil functions of a central counterparty for all transactions at the MICEX markets with a partial or complete prior collateral through the use of a single clearing platform. As a part of handling this problem it is planned to implement several projects in the field of clearing at the MICEX equity and foreign exchange markets in 2011. 
The new system of risk management at the MICEX currency market
Project completion is scheduled for the fourth quarter of 2011. The risk management system developed within the framework of the project provides for refusal of risk revaluation of open positions after conclusion of each transaction with a partial collateral currently made in the MICEX trading and clearing system and for transition to a model based on the Mark-to-market procedure according to trading results. 
Implementation of the Mark-to-market model will allow to use the developed system of risk management and to conduct clearing at the other markets of MICEX Group, which is necessary for formation of the subsequent single clearing platform.
The new system of NCC risk management will be implemented within the framework of this project in accordance with the following principles:
· foreign exchange risks on transactions with a partial collateral of various types are assessed jointly, taking into account the calendar and/or inter-product spreads;
· a single limit in roubles is calculated in order to monitor market risks on all transactions with partial collateral;
· the limit provided by NCC to the members of the Risk Covering Fund covers not only the currency pair USD/RUB (as it was before), but the currency pairs EUR/RUB and USD/EUR as well;
· collateral is accepted in Russian roubles, Euro and US dollars in any combination, assessment is made in roubles, taking into account the discount fixed for each currency;
· for each clearing participant for all transactions concluded a net obligation or a net claim for each currency is calculated, and one single exchange certificate for all transactions is provided;
· in case a clearing participant fails to fulfil its obligations under the concluded transactions, the transfer of the date of fulfilment of the obligations to the next working day is made by the "automatic" swap deal between the defaulting clearing participant and the NCC.
Creation of the new system of risk management of CJSC JSCB National Clearing Centre will provide the participants of the MICEX currency market with the following benefits:
· reducing costs associated with concluding transactions at the MICEX currency market due to more efficient and flexible use of prior collateral;
· additional opportunities to close their positions;
· optimization of payments made by the clearing participants in order to provide collateral and/or fulfil their obligations under the transactions.
New collective guarantee funds system
The start of the project is scheduled for the third quarter of 2011. Collective guarantee funds will be created in all local MICEX markets (completion – in the first half of 2012), and their combination into a single guarantee fund (completion is expected in 2013).
Project goals: more efficient distribution of loss covering sources in case of defaults of clearing participants, enabling to decrease NCC’s risks and costs of the clearing participants. The participation in the funds will be mandatory for all clearing participants.
The participation in the guarantee fund will not enable the clearing participants to have an unsecured trading position, however, the aggregate collateral requirements under the participants’ trading positions, inter alia, will be decreased as compared to the sole use of an individual collateral. The funds' cash is designed to cover risks in stress conditions, where the deposited individual collateral becomes insufficient. 

Guarantee funds are formed out of contributions of the clearing participants themselves, stipulating that the fund participants will bear joint and several liability for the default of any of their participants within the limits of the amount of contributions paid to the fund. Such structure of the fund enables lower collateral requirements under the exchange-based transactions (and, therefore, the reduction of the costs of diversion by the clearing participants of their funds to secure their trading positions), since it takes account of the fact that single defaults are more likely to occur than one-time mass defaults.
In accordance with the international recommendations, the level of risk coverage for the clearing organization and central counterparty out of the cash of the collective guarantee funds is deemed to be sufficient if it can, simultaneously or within a short time period, cover the maximum risk under at least two defaulted positions, once of them being the largest one and another being the standard one. NCC aims to cover the maximum risk arising from default of any 2 to 3 fund participants, which is above the level prescribed by the above recommendations. The required size of the fund will be determined also taking into account the results of the stress testing on the basis of the retrospective analysis of pricing volatility of traded instruments, prescribed division of risk coverage between individual and collective collateral. A differentiated approach is to be applied to the size of the contribution to the fund, which will be determined taking into account the results of the statistical analysis of the participants’ positions. 

The purpose of the single guarantee fund is to minimize costs of those participants who conduct trading operations in two and more local MICEX markets. Presently, this approach is applied in the majority of organized markets of the developed countries.
As an alternative to individual partial securing of positions, the specialized guarantee funds will be created, which would enable their participants to conduct operations within the “blank” limit (have positions secured by cash posted as a loan from NCC). These funds will be formed separately from other guarantee funds (a single guarantee fund), and the clearing participants will be permitted to participate in the same, taking into account the assessment of NCC’s credit risks.
Once the new collective guarantee funds system is in place, the priorities (sequence) of the use of NCC’s risk covering sources will be as follows: firstly, funds of the defaulting participant, then cash of the specialized guarantee fund; cash of the clearing centre’s fund (provided that such fund is created within NCC); contributions to the guarantee funds of the participants of the markets where such default occurred; contributions to the guarantee funds of the participants of other markets; and NCC’s capital.
New 2-tier access system
In order to increase efficiency of clearing services, as of the end of the third quarter of 2011, the MICEX currency exchange market is expected to implement a new 2-tier access system. In the new system, the clearing participants will be able to register several Settlement Codes under one Registration Code. In this respect, each clearing participant will conclude one contract of clearing services, regardless of the quantity of the Registration and Settlement Codes registered by the clearing participant.
In accordance with this 2-tier access system, the concept of the “client-trading participant/clearing participant” is introduced. To standardize the clearing services, the procedure for registration of clients and assignment of codes to the latter will be similar to the procedure for registration of clients and assignment of codes to the latter in the MICEX stock market.
When the trading participant/clearing participant submits an application, such application shall indicate, besides the Registration Code, also the Settlement Code and Client Code (from the list of clients recorded under the Registration Code). The ban on conclusion of cross transactions in the new system will be effected by controlling not only registration codes (as is done now), but also the client codes mentioned in the applications (similarly to how it is conducted in the Trading and Clearing System of the MICEX stock market). Therefore, the trading participant will be able to send to the trading system its counter-applications submitted upon orders of its various clients. As an additional service, the clearing participants will be furnished with information on net obligations / net requirements, with a breakdown by clients (client positions). All this will enable a considerable increase in efficiency of services provided by the clearing participants to their clients in the MICEX currency exchange market.
The transfer of the clearing in the MICEX stock market to CJSC JSCB National Clearing Centre, with introduction of a central counterparty on the T+0 basis with full margin deposit 
The project is expected to be completed by the end of 2011. Its implementation will enable to create a technological and organizational base for unification of clearing services rendered by CJSC JSCB National Clearing Centre to the participants of the MICEX stock and currency markets, and also to improve attractiveness of the MICEX stock market by establishing a central counterparty with a transparent and legitimate transaction model. Subsequently, both of the above markets will be cleared on the basis of a single collateral, single limit and uniform positions of the clearing participant. 
The formation of a high-tech, reliable clearing centre on the base of NCC will enable stock market participants to expand their investment opportunities, to increase the quantity of traded instruments, to improve efficiency of its work by unifying clearing and settlement functions in the two largest markets of the MICEX Group.
Evening session at the MICEX stock market.
The implementation of the project is expected to commence at the same time with the transfer of the stock market clearing function to CJSC JSCB National Clearing Centre. The evening session will make it possible to increase the time period for trade arrangement services to the level offered by other trade organizers, and, hence, to increase the volumes of transactions cleared by NCC.
The potential volume of trading within the first full year of the evening trading session is estimated at the approximate level of 10% to 15% of the existing exchange-based volume of trading (less REPO) in shares and bonds. 

Implementation in the MICEX stock market of the technology of withdrawal of monetary funds during the trading in the amount of the MICEX planned position
The implementation of the project is expected to commence at the same time with the transfer of the stock market clearing function to CJSC JSCB National Clearing Centre, in order to enable the clearing participants of the MICEX stock market to manage their monetary funds more flexibly by using the arrangement for monetary funds withdrawal during the trading in the amount of planned position. The abovementioned opportunity will make it possible for the clearing participants to cut costs of operations in the MICEX stock market and more promptly transfer their funds between different markets, thus representing yet another step to the establishment of a single monetary position in all markets of the MICEX Group.
Introduction of a central counterparty for T+n without 100% margin deposit  in the main trading mode 
The implementation of this project is expected to commence upon the completion of the project for transfer of the stock market clearing function to CJSC JSCB National Clearing Centre, in order to enable the clearing participants to conclude transactions at more economically attractive terms – without mandatory margin deposit in the form of securities and/or monetary funds required for settlements under the concluded transactions. Once this project is implemented, the clearing will be based on the risk management system built on the same principles as the new risk management system adopted in the MICEX currency exchange market.
The possibility to conclude the transaction  in the MICEX stock market  with participation of the central counterparty and with partial margin deposit (similarly to the transaction terms in the MICEX currency exchange market) is also a necessary step for unification of the clearing function in the MICEX currency, stock and forward markets on the single clearing platform.
REPO with a central counterparty
The project prepared for implementation in accordance with the approved plan contemplates the development of separate products of the two types of REPO transactions with CCP:
· Securities-driven Repo – REPO transactions with mandatory indication of a certain code of securities being a subject of the transaction; they are designed for the market participants’ divisions responsible for funding the securities positions. Such REPO transactions may be most effectively used to buy or invest securities.
· Сash-driven Repo – REPO transactions with a basket, designed for the market participants’ treasury departments. Such REPO transactions may be most effectively used to raise/invest funds.
The implementation of the project will increase attractiveness of the MICEX REPO market by completely leveling the credit and market risks of the market participants through the performance by NCC of the central counterparty function.
The realization of its plans and projects will enable CJSC JSCB National Clearing Centre to strengthen its positions as a largest clearing centre in Russia, operating in accordance with the international standards, and, thus, to contribute to the creation of the infrastructural base for the Moscow International Financial Centre.
Development of treasury operations
Another main field of NCC’s development in 2011 is the Bank’s emergence as a liquidity support centre and the centre for optimal allocation of resources of the entire MICEX Group, and expansion of treasury operations.
In 2010, the Treasury Transactions Centre (TTC) was founded on the basis of NCC, whose major function is the centralized management of assets and capital of MICEX Group. The improvement of management methodology, full centralization of the Group’s liquidity management, formation of single criteria for the assessment of risks were the most important priorities in NCC's development in this field during the reporting period.
In accordance with the tasks set in this development field, NCC will have to accumulate all of the market risks of MICEX Group as a clearing organization and a central counterparty, while at the same time strictly limiting such risks per counterparty, type, duration and other parameters of the newly formed assets.
One of the top development priorities when building a single liquidity management system is the expansion of refinancing sources for the purpose of unconditional and timely performance of obligations of a clearing organization upon conclusion of the exchange-based trading. It is planned to increase the counterparties' limits for NCC, including the limits of the Bank of Russia under the Basic Loan Agreement, to expand the range of refinancing instruments, in particular, through direct REPO transactions and currency swap transactions regulating the Bank’s liquidity.
Much attention will also be paid to formation of NCC’s asset portfolio through both the portfolio growth and growth in the number of financial instruments. The portfolio of bonds denominated in roubles is expected to grow, and Eurobond transactions will become more active. Also, it is planned to commence reverse REPO transactions in the OTC market. Own portfolio will also be formed not only taking into account the need for high credit quality, but also the need for high liquidity, in order to cover possible liquidity gaps in case of any clearing interruptions and defaults. Also, own portfolio may be used as a liquidity source under direct REPO transactions.
In order to address the needs of development of the liquidity management system and formation of NCC portfolio, it is planned to increase the number of NCC’s counterparties, conclusion of a significant number of agreements for money market and securities market operation, and REPO agreements.
 The planned increase in volumes and extension of the range of instruments for asset-side transactions will require further improvement of the risk management quality of NCC’s banking transactions, for the purpose of proper limitation of the expected growth of the risks assumed. In this respect, the year 2011 will see a number of measures aiming to improve reliability of the quantitative risk assessments, expand the range of risk-related management reports, reduce the time period needed for preparation thereof while preparing the same more frequently, improve the practical range of risk mitigation instruments, update the rules for asset-side and liability-side transactions and interaction between NCC’s divisions. 


In particular, NCC will improve the limiting methodology and complete the development of the new limit register under the counterparty transactions, in best way possible taking account of the entire range of NCC’s asset-side transactions making it possible to limit individual types of transactions more precisely, given their inherent credit and market risk on the basis of their formalized estimates, as well as the established limit of aggregate risk per counterparty (borrower, issuer). 
To improve control of the risks of NCC’s currency and interest rate positions, in addition to the monthly reports, operating reports for currency and interest rate risks will be introduced. The time periods for preparation and submission of monthly reports upon the results of stress testing of economic risks, monthly reports on the risks of the securities portfolio and reports on the results of liquidity analysis will be significantly reduced. All revised internal regulations and methodological documents related to risk assessment and preparation of management reports are expected to be approved in accordance with the established procedure and enacted in the first half of 2011.
Furthermore, in 2011, it is planned to take a sizeable part of measures related to implementation of a front office system in the Bank. The implementation of this project will ensure most prompt control over the assumed risks, considerably reduce the potential operational risks in course of operations in the financial markets, and automate the report forms needed for the work of various structural subdivisions of the bank and its management bodies, including MICEX Group.
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