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1. INTRODUCTION TO CCBM2

This document elaborates on the user requirements for CCBM2. Among

other things, it is based on:

{l the General Documentation on Eurosystem Monetary Policy instruments
and procedures

{l input received in Eurosystem-internal discussions

{l the market consultation launched on April 26, 2007

{l the experience of the shared collateral management platform ECMS of
the Nationale Bank van Belgié/Banque Nationale de Belgique and De
Nederlandsche Bank.

Some of the features described in this document (e.g. the MOP, the issue of
repatriation, emergency collateral, concentration limits, valuation of credit
claims, and the inclusion of fixed term deposits and liquidity absorbing
transactions) are currently being explored by the Eurosystem and thus can
be subject to revision at a later stage.

This chapter contains the following topics:

Topic See Page
Scope of CCBM2 8
Principles of CCBM?2 10
Functional Modules 13
ICT 22
Version 3.0 7
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Scope

Interaction with
other
Eurosystem
applications

1.1. Scope of CCBM2

CCBM2 aims at covering collateralised credit provision by the National

Central Banks (NCBs) of the Eurosystem by:

{l providing collateral handling functionalities

 handling an important part of the monetary policy implementation

{l the provision of intraday credit in central bank money to allow TARGET2
to run smoothly.

The chart below situates CCBM2 vis-a-vis other major Eurosystem projects
in the field of competence of the ESCB Payment and Settlement Systems
Committee (PSSC) and/or the ESCB Market Operations Committee
(MOC). The table below illustrates how CCBM2 interacts with some other
Eurosystem applications when dealing with the settlement of a liquidity
providing reverse transaction (e.g. the weekly MRO) or regular credit
provision.

CCBM2 interacts closely with TARGET2 and TARGET2Securities (T2S).
In addition, synergies and possibilities for transverse back office functions
with the Market Operations Platform (MOP, see explanation below) will be
investigated, e.g. sharing databases for euro and non-euro denominated
securities, (SWIFT-) messaging components, valuation routines, fx-swaps

etc.
 Counterparty 1 &13

8 ‘ NCB3
5 T ENoER
© TENDER
g allotment data
i L

MOP |
(O]
5 |
X
3
® CCBM2
(O]
% 3a J LL%
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Continued on next page
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Scope of CCBM2, continued

Interaction with  The table below gives an overview of the flow which is illustrated on the
other chart:

Eurosystem
applications
(continued)

Stage Description

1 | a | Counterparties subscribe to the tender at their own NCB.

b | Counterparties submit collateral transactions directly in
CCBM2

2 The Front Office of each NCB handles the tendering related
activities and compiles a file with the tender allotment results.
CCBM2 provides a function to import the file with tender data.
3 |a | CCBM2 processes the tender allotment data and handles the
adequate collateralisation in interaction with TARGET?2 (e.g.
credit line update).

b | If necessary, CCBM2 interacts with T2S (SSS) to deliver the
securities as collateral.

4 | a | For FoP transactions CCBM2 sends a credit provision
instruction to TARGET?2

b | For DvP transactions T2S provides liquidity to TARGET2.

Note The MOP is an ESCB project which involves the implementation of
a common-shared technical solution for the execution, processing
and settlement of market operations, more specifically, portfolio
management and foreign exchange operations.

Version 3.0 9
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Principle 1

Principle 2

10

1.2. Principles of CCBM2

These User Requirements comply with the principles that were gathered
from internal Eurosystem discussions and confirmed in the market
consultation, organised by the ECB in April 2007.

The CCBM2 will provide central banks with an IT platform for the
management of eligible collateral used for Eurosystem credit operations,
while complying with the principle of decentralisation of access to credit.

CCBM2 provides an IT platform to NCBs. This platform supports their
decentralised credit and collateral relation with their respective monetary
policy counterparties and allows rationalising their internal organisation
when handling collateral in credit operations.

NCBs will retain legal and business relationship with counterparties and
CSDs. Therefore, CCBM2 will not appear as a separate legal entity.

CCBM2 is fully compatible with TARGET?2 and T2S, in particular, with the
communication interfaces and the settlement procedures used by T2S for
the delivery of the securities.

CCBM2 closely interacts with TARGET2 for payments and, in the future,
with T2S for securities transactions. Moreover, CCBM2 will support auto-
collateralisation in T2S.

CCBM2 provides a harmonised service to support interactions with
TARGET?2 or the Proprietary Home Accounting (PHA). PHAs are
supported as far as they use similar harmonised standards as TARGET?2.

In addition, CCBM2 offers standardised interfaces and harmonised
messaging protocols. This allows all participants, i.e. NCBs and
counterparties, to monitor and manage the flow of messages in real time for
themselves and on behalf of instructing parties.

Introducing CCBMZ2 should result in an increased level of harmonisation in
terms of communication standards in accordance with the removal of
Giovannini barrier 1, scheduled for 2011.

Note - Keep in mind that SSS is used generically in this document. It
refers both to the (possible) period that CCBM2 starts operating
before T2S and to the period that CCBM2 and T2S (as an SSS-
infrastructure) co-exist.

- Given the fact that the use of PHA and the use of standing facilities
could be processed on a permanent basis outside TARGET?2, for
the relevant NCBs (and thus their respective migration scenario
towards TARGET?2) the term TARGET2 in this document is used
generically. It refers de facto to both the TARGET2 system as well
as (where relevant) to the PHA systems.

Continued on next page
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Principles of CCBM2, continued

Principle 3

Principle 4

Principle 5

The scope of CCBM2 covers both the domestic and cross-border use of
collateral, as well as different collateralisation techniques (such as pledge
and repo, pooling and earmarking), depending on the practices of each
NCB.

CCBM2 is a fully integrated IT platform. Its scope includes both the
domestic and cross-border collateral. It supports the legal techniques of
repo and pledge to mobilise the collateral. The collateral can be pooled or
earmarked to the credit operations. The full life cycle management of all
credit operations is also comprised.

CCBM2 handles all eligible collateral: both securities and non-marketable
debt instruments.

CCBM2 performs the necessary functions related to the management of

instructions regarding all securities movements (automatically creating and

sending instructions and a full follow-up of the settlement cycle) as well as
those related to custody of securities ultimately held at the local CSD and at
the local NCB acting as intermediary custodian.

This means:

1l keeping records of mobilised securities and make the necessary book-
entries on custody accounts (including where they are carried on the
books of an NCB) in accordance with local securities accounting rules

{l processing of all corporate actions in accordance with local practices;
supporting tax with holding services.

The work that is currently done by CSDs to remove the Giovannini barrier
3 related to the processing of corporate actions will contribute to the
harmonisation of back office procedures of CSDs and related interfaces,
thereby bringing beneficial effects to CCBM2.

In addition, CCBM2 will also perform the necessary functions for the use
of non-marketable assets as collateral.

CCBM2 processes collateral transactions in real time on a straight-
through-processing (STP) basis, permitting the movements of collateral and
the related credit adjustments in TARGET2 on a real-time basis.

Application-to-Application (A2A) communication between counterparties
and CCBM2 is based on SWIFT standard messages or secured internet
access; thus allowing STP processing.

STP processing allows speeding up credit provision, whether in the
provision of intraday credit in TARGETZ2, marginal lending facilities or
settlement of reverse transactions such as MROs and LTROs.

Continued on next page
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Principles of CCBM2, continued

Principle 6

12

CCBM2 will be able to take collateral through all eligible SSSs and eligible
related linkages between them.

Links between SSSs in various countries have been established for some

time.

The issue of repatriation of securities will be further discussed in the

Eurosystem. The result of this discussion will not affect the CCBM2-

functionalities.

As far as the ECB’s Governing Council considers this type of links eligible

for use in Eurosystem credit operations, they:

{l represent a valid alternative to the current CCBM

 will remain an alternative for the cross-border transfer of collateral after
the implementation of CCBM2.

Version 3.0
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1.3. Functional Modules

This section provides an overview of the CCBM2 functionalities through a

brief description of the functional modules of CCBM2.

This section contains the following topics:

Topic See Page
Generalities 14
Modular structure 15
Message Router 16
Credit & Collateral Module 17
Securities Module 18
Credit Claims Module 19
Support functions 20
Version 3.0 13
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participation

Modularity

Flexibility

14

1.3.1. Generalities

Participation in CCBM2 is voluntary. CCBM2 remains compatible and
interoperable with the current CCBM procedures.

The modular approach enables NCBs to choose modules in CCBM2 in
accordance with:

{l internal NCB requirements; or
{ local market requirements.

Example The participation in CCBM2 could be influenced by:
{ the life cycle (amortisation) of current systems; or

{l the degree of progress in removal of Giovannini Barriers 1
and 3.

CCBM2 has a high degree of flexibility, in order to:
1 be able to swiftly and smoothly adapt to changes in the market

T quickly implement updates or new functions decided by the Governing
Council

{l support effective modularity
1 process efficiently the volumes of all the participating NCBs.

Version 3.0
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Mandatory and

optional
modules

Schematic
overview

1.3.2.

Modular structure

CCBM2 is based on a modular architecture, consisting of four modules:
 one mandatory module:
- Message Router

{ three optional modules:
- Credit & Collateral Module

- Securities Module

- Credit Claims Module.

The support functions, such as Static Data, Monitoring and Reporting are
always part of CCBM2, regardless of the chosen modules.

Note CCBM2 offers additional functionalities:
{l to accept new collateral for the TARGET2 contingency module
{l in the domain of emergency collateral.
o= @
_|
Support Functions % %
Message Router Mandatory Monitoring & SEo
Reporting =
‘ A2A Interfaces ‘ ‘ Workflow Manager ‘ n N
External = - - - :
CMS Securities Credit & Credit Claims Static Data
Module Collateral Module
Module ;
‘ Mobilisation ‘ Pooling ‘ ‘ Recording ‘ Re?grzl::caeﬁ%nata Eg
m
— —
‘ C/(_\)(r:;t)izrnaste ‘ ‘ Earmarking ‘ ‘ Mobilisation ‘Ehgg:;g:lsaeteral N
Version 3.0 15
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composition
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Manager

A2A Interfaces
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1.3.3. Message Router

The Message Router is the mandatory core module of CCBM2.

The Message Router handles the communication between CCBM2 and:
{l external parties (e.g. counterparties).
 market infrastructures (e.g. TARGET?2)

Moreover, it has the business logic to process the interaction between:

 CCBM2 modules

f any CCBM2 module and external Collateral Management Systems
(CMYS); e.g. proprietary NCB collateral management systems, auto-
collateralisation; possibly also tri-party services which are currently
subject tot analysis)

The Message Router contains the CCBM2 Workflow Manager and enables
the channelling of all data through the A2A and U2A interfaces

The Workflow Manager processes the instruction and defines the routing
path using:

1l predefined workflows

{ incoming information

{I static data

It performs validity checks and follows the life cycle of each operation at
any time.

The Application-to-Application (A2A) Interfaces:
 handle the communication of all the different actors, interacting with
CCBM2

{l enable automated data entry.

Version 3.0
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Functionality

Module
composition

Pooling

Earmarking

External CMS

Auto-
collateralisation

1.3.4. Credit & Collateral Module

The Credit & Collateral Module is the core service module of CCBM2,
although it is optional. This particular module enables NCBs to centralise
collateral related activities for handling monetary policy operations in one
application or to grant intraday credit in TARGET2.

The module makes a clear distinction between the pooling and earmarking
techniques, though NCBs can use both techniques.

The Credit & Collateral Module offers the following components:
{ Pooling
 Earmarking

The module also offers the functionality:

{ for valuation

{ to link with external collateral management systems via the Message
Router

{l for auto-collateralisation.

When an NCB chooses pooling, all collateral is registered in a collateral
pool. This pool is managed independently from the credit operations it
covers. The Credit & Collateral Module calculates a global sum of the
value of all collateralised assets. This pool must always cover the
outstanding credit operations and liquidity provision.

In pooling, credit is granted by means of connected payments, internal and
external collateral needs or a credit line (overdraft facility).

When an NCB chooses earmarking, all collateral is unequivocally linked to
a specific credit operation. Each credit operation must be covered by a well
defined set of assets. In earmarking, credit - be it intraday credit, overnight
credit or liquidity providing reverse transactions resulting from tender
procedures - is granted by means of payments.

External collateral management systems can be linked to CCBM2. This can
for instance be the case for third party services or an NCB who chooses to
use a proprietary system for the recording and mobilisation of securities
and/or credit claims.

CCBM2 provides a harmonised service to support auto-collateralisation
procedures. Auto-collateralisation is a procedure in an SSS which allows
counterparties to obtain intraday credit from their HCB for the settlement of
the DvP securities transactions in which they are involved as a buyer.

Version 3.0 17
Introduction to CCBM2 - 1.3 Functional Modules



Functionality

Pledge/repo

Functions
related to the
(de)mobilisation
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1.3.5. Securities Module

The optional Securities Module performs:

{ all functions which are related to the management of instructions
concerning the settlement of securities transactions

{ the custody of these securities.

The Securities Module handles both the techniques of pledge and repo, the
latter in a DvP or FoP mode.

The Securities Module deals with the functions related to the settlement of

securities transactions:

 Receiving mobilisation/demobilisation requests

{ Validations

{ Sending instructions to SSSs, via the Message Router

{l Processing of Allegement message, Matching status message, Settlement
status message, Settlement confirmation etc.

 Update of the securities accounting records

I Cancellations.

The Securities Module provides the necessary data for the daily
reconciliation with the securities positions held by the CSD and CCBM2.

The Securities Module deals with the corporate actions which occur for the
coupon payments and partial or full redemptions.

Version 3.0
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Functionality

Different steps

1.3.6. Credit Claims Module

The optional Credit Claims Module performs acceptance of non-marketable
assets as collateral. Both domestic and cross-border non-marketable assets
are dealt with.

Counterparties can mobilise credit claims and retail mortgage-backed debt
instruments (RMBDs) as collateral:

 on individual basis or
{l through running a bulk procedure.

The Credit Claims Module manages the different steps in the recording and
mobilisation/demobilisation process:

 Recording in CCBM2

{ Validations

 Receipt/return of collateral

{l Pricing.

Credit Claims are administered via pooling.

Version 3.0 19
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Static Data
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1.3.7. Support functions

The support functions of CCBM2 are:
 Management of Static Data
 Monitoring and Reporting

The Static Data Support Function serves as a central repository of
referential data available to the other CCBM2 modules.

The Static Data contain:
1 Application reference data, such as:
- Actors: NCBs, counterparties, CSDs / SSSs, etc.
- Administration: payment paths, calendar, fees
- Authorisation & Auditing data.
I Financial information on the marketable assets, such as:
- Characteristics of the assets: ISIN code, country of location, coupon,
etc.
- Market prices
- Pool factors
- Theoretical valuation
- Price source priority
- Payments schedules
- Credit risk assessment

Financial information will be:

 synchronised with the ECB's Eligible Assets Database (EADB) and the
Monetary Policy Eligible Counterparties (MPEC) database

 completed through several external feeders (e.g. valuation hubs of
Deutsche Bundesbank and Banque de France, Bloomberg, Reuters, NCB's
own feeders) or through a manual entry.

I Financial information on the non-marketable assets, such as:
- Characteristics of the assets: identification code, type, etc.
- Redemption schedule
- Interest rate data: type, value, periodicity, interest formula
- Nominal amount at issuance
- Outstanding amount
- Theoretical price

Note Respecting the principle of decentralisation of the execution of the
monetary policy, each participating NCB will manage its own static
data. Only the common data (e.g. the list of eligible securities) will
be managed centrally.

Continued on next page
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Support functions, continued

Monitoring &
Reporting

The Monitoring & Reporting Support Function delivers the CCBM2 tools
for input, monitoring and reporting.

Each user has his own security profile and access rights to the Monitoring
& Reporting Support Functions. The four eyes principle is supported for
critical functions (such as the manual entry of credit and collateral
instructions).

All participating NCBs and their counterparties have at their disposal tools
to:

{ follow-up their credit and collateral business managed in CCBM2

{l enter and maintain static data manually

{l enter credit and collateral instructions manually.

The reporting function comprises two types of reporting:

{l current business day: predefined reports from the production database.
These fulfil the needs of NCB users and counterparties for the daily
management of their credit and collateral

{l previous business days: flexible reporting possibilities on data of previous
days coming from the Statistical & Reporting Database (SRDB). These
fulfil the needs coming from non-time critical reporting such as statistical
needs, historical views, input for risk or other analyses etc.
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1.4. ICT

CCBM2 and its future operations are based on a centralised structure with a
high level of continuity, security and availability measures.

This infrastructure ensures meeting a number of basic principles that will
guarantee an application which satisfies all customer needs and
expectations.

The technical operation of CCBM2 is based on a high degree of automation
and is compliant with requirements concerning:

{l confidentiality

1 integrity

{l availability.

CCBM2 is built in accordance with the ESCB ICT principles and standards.

Interfacing with and accessing CCBM2 is based on:

T SWIFT (1SO15022/20022)

{l internal ESCB communication network (so-called EXDI, which stands for
ESCB XML Data Interchange)

{l Secure Internet Access.

thus meeting the requirements of the market consultation as much as

possible

Note Where ever in the document SWIFT-messages are mentioned, the
A2A secure internet access is a fully fledged alternative.

CCBM2 is fully compliant with the Security Requirements and Controls
established at ESCB-level.

CCBM2 will for instance provide adequate:

{l protection against external intrusion attempts

{l protection against unauthorised actions

{l protection of the data of each individual owner, etc.

The availability of CCBM2 will be synchronised with the opening hours of
all financial ESCB-applications.
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2. MESSAGE ROUTER

Overview
Introduction This chapter describes the Message Router.
Contents This part contains the following topics:
Topic See Page
Module Presentation 24
Generalities 25
Workflow Manager 26
A2A Interfaces 29
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2.1. Module Presentation

’
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Application
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‘ Corporate ‘

‘Actions ‘ Earmarking ‘
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Eligible Collateral
Database
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The Message Router is the mandatory module of CCBM2.

The Message Router closely interacts with:

{ the Credit & Collateral Module for credit and collateral management

1 the Securities Module for mobilisation/demobilisation of marketable assets

1 the Credit Claims Module for mobilisation/demobilisation of non-

marketable assets

{l the Static Data Support Function for validation checks

{l the Monitoring & Reporting Support Function.
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2.2. Generalities

The Message Router handles the communication between CCBM2 and:
{l external parties (e.g. counterparties).
{ market infrastructures (e.g. TARGET2).

Moreover, it has the business logic to process the interaction between:

f CCBM2 modules

f any CCBM2 module and external CMS (e.g. proprietary NCB collateral
management systems, tri-party services, auto-collateralisation)

In this way, it drives and monitors from start till end the business processes
related to CCBM2.

The Message Router contains the CCBM2 Workflow Manager and enables
the channelling of all data through the A2A and U2A interfaces

The Message Router manages:

{l the receipt of incoming instructions

{l the syntax and structure validation

{ validity checks

{l the workflow of the treated operations

{ the routing of the received information to the appropriate module
(CCBM2 or external module)

{l the status of any operation in process

{l the preparation of outgoing instructions

{l the sending of outgoing instructions

{l the communication with external parties

{l the communication with market infrastructure

{l the conversion of formats

1 etc.

Participating NCBs and their counterparties are able to follow-up the status
of any instruction that is being processed, in real time.

The U2A Interface is described in the chapter "Monitoring & Reporting".
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2.3. Workflow Manager

The Workflow Manager processes the instruction and defines the routing
path using:

1l predefined workflows

{ incoming information

{l static data

It performs validity checks and follows the life cycle of each operation at
any time.

Every time the Message Router sends instructions to other modules or to
external parties, the status of an operation is changed.
This enables real time monitoring of the processing status of the operations.

Workflow Manager

ﬂNorkﬂow \

Predefined workflows Routing Path

A workflow defines the way to process an instruction or an operation
independent of the involved NCBs. It is a sequencing of execution of
CCBM2 functions.

The workflows are the core business of CCBM2 and predefined in the
system.

Continued on next page
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Workflow Manager, continued

Routing path

Validity Checks

One workflow can have different routing paths.

A routing path is a particular order in which modules (internal or external)
have to be executed in order to process a workflow. It depends on an actual
situation stemming from the involved NCBs, the type of
transaction/instruction, the type of collateral etc.

The parameters stored in the Static Data allow a dynamic building of the
routing paths.

The Message Router decides each time which routing path will be used for
the processing of instructions or operations.

The Workflow Manager checks the validity of the incoming data against
the information in the Static Data.

Amongst others, the following validity checks are performed:
1 eligibility of the sender/counterparty

{l existence of NCB

f NCB participating in CCBM2

{l the counterparty's ESCB membership

1 type of collateral.

Continued on next page
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Workflow Manager, continued

Workflows { Settlement of a tender operation

examples 1 Mobilisation of security
{ Demobilisation of security
{l Cancel of a mobilisation or a demobilisation of a security
{ Registration of credit claims
 Mobilisation of credit claims
 Demobilisation of credit claims
{l Registration freezing
{l Registration collateral from external collateral management
{ Global position and consultation/update of TARGET2 or RTGS.
{l Assist auto-collateralisation on T2S
{ Coupon / redemption payment
{ Reconciliation and sending statements of holding
{| Static Data consultation and maintenance
{l Pricing of a security
{l Pricing or a credit claims
{1 EADB reporting and acquisition
{ End of day
{ Start of day
{l Tax reporting
{l Internal transfer
{l Cost charging
{l Target2 contingency collateral.

Routing path Depending on the choices of the NCBs (participation in CCBM2 and
examples chosen CCBM2 modules), the use cases of chapter 10 mention some
routing paths for the mobilisation of securities.

28 Version 3.0
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2.4. A2A Interfaces

The Application-to-Application (A2A) Interfaces:
f handle the communication of all the different actors, interacting with
CCBM2

{ enable automated data entry.

The A2A Interfaces ensure the automated communication between CCBM2
and external parties.

The different communication networks (such as SWIFTNet, EXDI, Web
Interfaces) with the different formats used by different external parties are
linked with CCBM2 via the A2A Interfaces.

The different accepted incoming formats are made compatible within the
Message Router, which enables further processing in one harmonised
format.

Building on the removal of the Giovannini barrier 1, CCBM2 will be able
to process incoming/outgoing formats adapted by all the CSDs to which it
is connected. CCBM2 will define harmonised incoming/outgoing formats
for Eurosystem counterparties.

The A2A interfaces:

f receive and store the incoming instructions as such
I perform the basic structure and syntax validation

f perform format conversions

f forward the instructions to the Workflow Manager.

The A2A interfaces:

I receive the instructions from the Workflow Manager

f determine the standard of communication with external parties
f perform format conversions.
1

store and send the instructions on the adequate communication
network
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3. CREDIT & COLLATERAL MODULE

This chapter describes the Credit & Collateral Module of CCBMZ2.

This part contains the following topics:

Topic See Page

Module presentation 32
Generalities 33
Valuation 36
Input of reverse transaction allocations 37
Pooling (repo & pledge) 38
Earmarking (repo & pledge) 52
Pooling & Earmarking combined 64
Concentration Limits 70
Liquidity absorbing reverse transactions and 71
collection of fixed term deposits

External Collateral Management Systems 72
Auto-collateralisation 76
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3.1. Module presentation

Schematic . ’
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_|
Support Functions % ;)s
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Optional The Credit & Collateral Module is an optional module.
Module Participating NCBs can choose the pooling or the earmarking functionality
or both.
Relation to The Credit & Collateral Module closely interacts with:

other modules  { the Message Router for communication and workflow management
{l the Securities Module for mobilisation/demobilisation of marketable assets
{l the Credit Claims Module for mobilisation/demobilisation of non-
marketable assets
{l the Static Data Support Functions for the pricing information for valuation
{l the Monitoring & Reporting Support Functions.

32 Version 3.0
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3.2. Generalities

Introduction The Credit & Collateral Module enables NCBs to centralise in one
application collateral related activities for handling monetary policy
operations or to grant intraday credit in TARGET2.

The module makes a clear distinction between the pooling and earmarking

techniques.
Module The Credit & Collateral Module offers the following components:
composition q Pooling

{ Earmarking

The module also offers the functionality:

{ for valuation

{ to link with external collateral management systems via the Message
Router

{l for support of auto-collateralisation.

Functionality The Credit & Collateral Module manages:
{l valuation of the collateral
{l input of reverse transaction allocations
1 pooling of collateral
{ earmarking of collateral
{ combinations of pooling and earmarking
{ settlement of credit operations
{ marginal lending on request
{l concentration limits
{ liquidity absorbing reverse transactions and collection of fixed term
deposits (optional)
{l credit freezings (optional)
{ the interaction with external collateral management services (optional)
{l support of auto-collateralisation (optional).

Data Participating NCBs and their counterparties are able to:
consultation {l consult, update and monitor their relevant data
{l follow up each counterparty's global credit and collateral position.

Pooling & CCBM2 supports the techniques of both pooling and earmarking collateral.
Earmarking Each NCB has to choose one or both collateral technique(s).

Continued on next page
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When an NCB chooses pooling, all collateral is registered in a collateral
pool. This pool is managed independently from the credit operations it
covers.

The Credit & Collateral Module calculates per counterparty the global

sum of the value of all assets collateralised. This sum must always cover

all the outstanding credit operations or liquidity provision.

In pooling, credit is granted by means of:

{l connected payments (cf. 3.5.3.1.2) in TARGET2 for liquidity providing
reverse transactions resulting from tender procedures (mainly MROs and
LTROSs);

{l a credit line or overdraft facility in TARGET2 upon which
counterparties can draw to obtain intraday or overnight credit

{ on demand actions for refinancing operations.

When an NCB chooses earmarking, the collateral is not managed
independently from the credit operations they cover. Collateral is
unequivocally linked to a specific credit operation. Each credit operation
must be covered by a well-defined set of assets.

In earmarking, credit - intraday credit, overnight credit or liquidity
providing reverse transactions resulting from tender procedures - is granted
by means of credit transfers or payments.

These payments can take the form of the cash leg of DvP instruction in an
SSS or a straight payment in TARGET?2, after receipt of collateral (a
payment after delivery (PaD)). A PaD is a payment ordered by the Credit &
Collateral Module after CCBM2 has received the confirmation that the
collateral has been successfully delivered to the NCB.

Collateral can be mobilised in favour of the NCBs participating in CCBM2
using the legal techniques of repo and pledge. Both mobilisation techniques
can be combined with the two techniques of pooling and earmarking the
collateral to the outstanding credit operations.

Continued on next page
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Generalities, Continued

Overview

Credit claims

The table below gives an overview:

not assigned to a specific
credit operation

{ Margining is done at a
global level

{ Intraday and overnight
liquidity is provided
through a credit line

{ Tender credits are
provided through
connected payments

Pool Earmarking
Pledge | 1 The pledged collateral is | { The pledged collateral is
not assigned to a specific assigned to a specific credit
credit operation operation
{ Margining is done at a  Margining is done at a global
global level level
{l Intraday and overnight {l Intraday and overnight
liquidity is provided liquidity is provided through a
through a credit line credit transfer on PaD basis
{ Tender credits are I Tender credits are provided
provided through through a credit transfer on
connected payments PaD basis
Repo |  The repo’ed collateral is | § The repo’ed collateral is

assigned to a specific credit
operation

 Margining is done at a global
level

{l Intraday and overnight
liquidity is provided on DvP
or PaD basis

{ Tender credits are provided on
DvP or PaD basis

In a pooling context, the repos are free-of-payment (FoP), because there is
no link between the collateral and the credit provision.

In an earmarking context, the repos can be both on DvP and FoP basis, the
latter resulting in a PaD. A pledge always results in a PaD.

In CCBMZ2, credit claims are managed by pooling only.

Version 3.0
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3.3. Valuation

All assets which are mobilised as collateral are valued by the Credit &
Collateral Module on a daily basis or on request.

The valuation method depends on the type of the asset (marketable or credit
claims).

The valuation of the marketable assets is based on:

1 the nominal value

{l the price, according to the priorities defined in the Static Data
{ the haircut

{l the pool factor

{ accrued interest

1 index factors.

The accrued interest is based on:

{l the nominal value

{l the coupon rate

{ the number of days in the current coupon period
{l the number of days in the year

{ tax data

{l the pool factor.

The data used to calculate the asset value are stored in the Static Data.

The valuation in CCBMZ2 is harmonised: each ISIN-code has the same price
for each NCB/counterparty at a given moment.

Therefore, the Eurosystem needs to set general valuation standards with the
same prioritisation of the price feeders for all parties involved.

To value non-marketable assets, the Credit & Collateral Module retrieves
its information from the Static Data, which supports the valuation by
nominal amount (based on the nominal value and the haircut) and
theoretical valuation e.g. via the present value-approach (PV), according to
the rules decided by the Eurosystem. The methods are explained in detail in
the Static Data.

Version 3.0
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3.4. Input of reverse transaction allocations

Input The respective tender allotment information of the liquidity providing and
absorbing reverse operations (i.e. LTROs, MROs , fine tuning and
structural operations) can either be imported automatically from the NCB
proprietary system or the information can be entered manually.

Bilateral transaction allocations (fine tuning and structural operations) can
also be imported automatically or entered manually.

Data in CCBM2 The following data are imported in the Credit & Collateral Module:
{ counterparty
{ tender ID
{l type of reverse operation
f nominal value
{l interest rate
{l value date
{ maturity date
{l optional: amount to be earmarked.

Follow-up in CCBM2 offers the possibility to:
CCBM2 1 perform a preliminary check if the collateral for open market operations is
sufficient
{l adjust the reverse operation amount in case of shortage of collateral
{l terminate the open market operation in case of a moratorium

The reverse operation amount per credit transaction, including the accrued
interests that need to be covered by the collateral, is calculated daily.

Version 3.0 37
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3.5. Pooling (repo & pledge)

The Pooling functionality manages the counterparties' credit and collateral
position, incorporates all changes in the collateral position and grants credit
accordingly.

This section contains the following topics:

Topic See Page
Functional principles of pooling 39
Management of the collateral pool 40
Credit provision 43
Global position & Margining 50
Version 3.0
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3.5.1. Functional principles of pooling

The techniques repo or pledge allow a counterparty to deliver collateral (i.e.
marketable and non-marketable assets) to the collateral pool and recall
collateral from the collateral pool. This can be done:

{ at any time of the working day, and

{ according to the terms and conditions of the relevant SSS.

The collateral pool is used to grant credit by means of:

{l connected payments in TARGET2 for liquidity providing reverse
transactions, resulting from tender procedures

{l a credit line or overdraft facility in TARGET?2 upon which counterparties
can draw to obtain intraday or overnight credit.

The collateral pool also enables to provide in internal and external collateral
needs: credit freezings (optional).

The assets in the collateral pool are managed independently from the credits
they cover.
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3.5.2. Management of the collateral pool

This section describes the management of the collateral pool.

This section contains the following topics:

Topic See Page
Management of the pool 41
Interactions with other modules 42
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3.5.2.1. Management of the pool

In CCBMZ2, each eligible counterparty can deliver collateral to a collateral
pool at any time of the working day. This is done through mobilisation of
collateral in:

{l the Securities Module
{l the Credit Claims Module
{l an external Collateral Management System.

All the transactions are processed via the Message Router.
Both domestic and cross-border transactions are integrated in the pool.
Vice versa, collateral can be recalled from the pool by the counterparty at

any time of the working day. This is only possible when all the outstanding
credits are sufficiently covered by the remaining collateral pool.

CCBM2 allows several collateral subpools per counterparty. This allows to
segregate collateral which was delivered in the global pool of the
counterparty per NCB.

Example It is possible to distinguish collateral delivered by several back
offices of the counterparty, its branches, group members, etc.

In case the collateral is changed, the process is as follows:

Stage Description

1 A modification occurs in:

{ the collateral pool (e.g. delivery/recall of collateral by the
counterparty)

1l the value of the pool because of new valuation of an asset, a
coupon or (partial) redemption payment etc.

2 The counterparty's position changes and reflects the
modification.

3 The credit line managed by CCBM2 in TARGET2 is
automatically adapted accordingly, or a margin call requirement

is issued.
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3.5.2.2. Interactions with other modules

The Credit & Collateral Module receives the required information from the
Message Router.

Once the receive/return information is processed, the Credit & Collateral
Module adjusts the collateral with the correct value.

In case of PaD transactions, the Credit & Collateral Module triggers the
payment.

The details on the transactions are stored in the Securities or Credit Claims
Module. These modules follow up on the life cycle of the transactions.

Version 3.0
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3.5.3. Credit provision

Overview
Introduction The Credit & Collateral Module is used to handle the following credit
operations:
{ liquidity providing reverse transactions (MROs, LTROs, fine tuning and
structural operations)
{ internal and external collateral needs: credit freezings (optional)
{ credit line management.
Contents This section contains the following topics:
Topic See Page
Liquidity providing reverse transactions 44
Internal and external collateral needs: credit freezings 48
Credit line management 49
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3.5.3.1. Liquidity providing reverse
transactions

This part describes the import of tender allocation results and the settlement
of liquidity providing reverse transactions (MROs, LTROs, fine tuning and
structural operations), using connected payments and netting.

This section contains the following topics:

Topic See Page
Connected payments 45
Netting 47
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Credit & Collateral Module - 3.5 Pooling (repo & pledge)



Reverse
operation

Illustration

3.5.3.1.1. Connected payments

In a pooling situation, liquidity providing reverse operations are settled via
connected payments. A connected payment links the cash transfers of a
tender settlement to the adaptation of the credit line. Both operations are
processed simultaneously.

Since indirect TARGET?2 participants are allowed to settle open market
operations via a direct participant, CCBM2 provides the functionality
where the pool is owned by the indirect participant and the cash account is
owned by the direct participant.

The complete flow of the tender processing for a direct participant is shown

1

below:

Start of the
tender period

——4. MT202—p
Support Functions TARGET2
5.MT012/___|

a = <
Message Router Mandatory Monitoring & mro1s
Reporting
A2A Interfaces ‘ ‘ Workflow Manager
Securities Credit & Credit Claims Static Data
Module Collateral Module
Module
S . . Application
Mobilisation Pooling Recording Reference Data
End of the
. tender period
Corporate . S Eligible Collateral
Actions Eaupaning ettt Database ——8. MT204—3

9. MTO12/
 MTo19

Continued on next page
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The process is handled as follows:

Stage Description (start of period)

1 Allotment data are sent to CCBM2.

2 Message Router receives and processes the tender allotment
data.

3 The Credit and Collateral Module stores the information,
calculates, nets and prepares 3 connected payments
The message with a successful feedback is sent to the Message
Router.

4 The Message Router prepares and performs the
communication with TARGET2 (MT202 and MT204).

5 TARGET2 sends an MT012(settlement) or MT019 (non-
settlement) to the Message Router as soon as the instruction is
received.

6 Message Router processes the received information from
TARGET2.

The Credit & Collateral Module adapts the global position.

Stage Description (end of period)

7 The Credit & Collateral Module sends the (1 or 2) payments (
cash and interest amount) to the Message Router.

8 The Message Router receives and processes the payments.

9 TARGET2 sends an MT012(settlement) or MT019 (non-
settlement) to CCBM?2 as soon as the instruction is received.

10 Message Router processes the received information from

TARGET2.
The Credit & Collateral Module adapts the global position.
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3.5.3.1.2.

Netting

The Credit & Collateral Module offers the possibility to net the payments
of matured and new tender operations.

The payment of a matured tender and a new tender can be netted.

Below, you find specifications of two different tenders:

Specifications Tender 1 Tender 2

Liquidity providing MRO MRO
reverse operation

Duration 1 week 1 week

Start date 15/07/2007 22/07/2007

Maturity date 22/07/2007 29/07/2007
Nominal value € 1.000 €700

Interest €10 €7

Required operations on 22/07/2007 (maturity date of Tenderl and value

date of Tender2):
NCB
Tenderl €1.010
Tender2 €700
Net €310

Counterparty
€1.010
€700
€310

On 22/07/2007 the counterparty's cash account will be debited with 310 and
the NCB's cash account will be credited with 310.

Credit & Collateral Module - 3.5 Pooling (repo & pledge)
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3.5.3.2. Internal and external collateral needs:
credit freezings (optional)

Optionally, CCBM2 provides credit freezings for different purposes, such
as central bank guarantees and counterparty branch credits.

Credit freezings allow the counterparties to use their collateral pool
efficiently.

An NCB can use CCBM2 to provide a central bank guarantee:

{ for its own internal use

{ on behalf of a counterparty

{l towards third parties, such as CSDs, CCPs, settlement systems etc.

The process of credit freezing can be as follows:

Stage Description

1 A credit freezing instruction (MT199) is:

0 sent by a counterparty or by a CCP/CSD/SSS on behalf of
the counterparty, or

o entered manually by the NCB.

2 The Message Router validates and processes the incoming
instruction.

w

The instruction is processed on a "cancel and replace” mode.

4 The Credit & Collateral Module checks if the coverage of the
collateral pool is sufficient and adds the requested freezings to
the counterparty's outstanding credits.

5 The credit line is updated.

(o]

The Message Router prepares the outgoing message.

7 The credit freezings are confirmed to the intermediary through
an MT298 message (not applicable in case of manual input).

CCBM2 enables to freeze a part of a counterparty's credit line and to use it
as collateral for granting credit to one or more of the counterparty's
branches.
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3.5.3.3. Credit line management

CCBMZ2 manages a credit line in TARGET2 or in PHA-systems. This is an
overdraft facility upon which can be drawn in order to obtain intraday or
overnight credit.

In a pooling situation, the credit line (available for intraday credit) is the

difference between:

{l the global pool of collateral, and

{l the sum of all the outstanding credits (the liquidity providing reverse
operations - incl. interest accruals - and the credit freezings)

The credit line balances out the total collateral with the total credits, which
results in the overview shown in the example below:

Global position counterparty ABC
Collateral Outstanding credits
Securities 10 000 | Tenders 11 000
Credit claims 10 000
Credit Line 9000
£ Collateral 20 000 | E Credits 20 000

In a pooling situation, the credit line is modified for each change in the total
collateral pool or in the outstanding credits.

A modification in the credit line is communicated to TARGET?2 via ICM in
A2A mode, through the Message Router.

In a pooling situation, the TARGET?2 end-of-day automatic procedures are
used for reversing intraday credit not reimbursed into overnight credit. See
§3.6.2.3 "Credit line in T2" for details.
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3.5.4. Global position & Margining

The global position gives a complete overview of the counterparty's credit

and collateral position in one view.

Based on the circumstances (available collateral , external CMSs, freezings
and reverse transactions), the global position per counterparty is calculated
in real time and updated accordingly.

The Credit & Collateral Module continuously:
{ monitors the global position of each counterparty with its NCB
1l checks if all the credits are adequately collateralised.

If the value of the collateral does not sufficiently cover the sum of all
outstanding credit operations, a margin call requirement is issued.
To reduce the number of margin calls, NCBs can apply a trigger point.

The Credit & Collateral Module provides margin control based on the
global margining principle. This means that the total pool of the collateral is
considered, regardless of the operations the collateral is used for. The total
value of the pool should be within a certain boundary, set by the trigger
point.

By continuously monitoring each counterparty's global position, CCBM2
provides margin call information in real time. When a margin call is
required, CCBM2 flags this information to the NCB.

The NCB decides on the necessary action to be taken. If required, the NCB
contacts its counterparty.

The NCB monitors that the situation is clarified.

A counterparty can resolve a margin call requirement by:
1 delivering additional collateral, or
{ transferring cash to its account in TARGET?2 (except in case of a tender)

The trigger point is the pre-specified level of the value of the liquidity
providing reverse transactions at which a margin call is executed.

If used, this trigger point is 0,5% of the amount of the liquidity providing
reverse transactions.

Rounding The optional rounding of the credit line calculated by CCBM2
can be set individually per NCB, according to the local needs.
E.g. Rounding to the previous multiple of € 25 000.

Continued on next page
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Global position & Margining, Continued

Principle The difference between the current credit line and the suggested credit line
opening, affects the credit line as follows:

If the difference ...
the trigger point,

the ...

<

current credit line remains valid in TARGET2.

0

suggested credit line replaces the current
TARGET2 credit line.

Communication In order to calculate the difference, CCBM2 retrieves the existing credit
with TARGET2 [ine from TARGET2, via the Message Router.
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3.6. Earmarking (repo & pledge)

The Earmarking functionality manages the counterparties' credit position

linked to the earmarked collateral.

This section contains the following topics:

Topic See Page
Functional principles of earmarking 53
Credit provision: payments 54
Margining 63
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3.6.1. Functional principles of earmarking

In the Earmarking functionality, collateral is unequivocally linked to a
specific credit operation. Each credit operation is thus covered by a well
known set of assets.

In the Earmarking functionality, the communication between the
counterparties and CCBM2 concerns both credit and collateral transactions.
The instructions and messages exchanged between the counterparties and
CCBM2 contain the necessary data to:

{ identify the collateral covering a credit, and

1 request for this credit.
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3.6.2. Credit provision: payments

The Credit & Collateral Module is used to handle the following credit
operations:

{ liquidity providing reverse transactions (MROs, LTROs, fine tuning and
structural operations)

{l intraday and overnight credit (marginal lending).

This section contains the following topics:

Topic See Page
Liquidity providing reverse transactions 55
Intraday and overnight credit 61
End of day 62
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3.6.2.1. Liquidity providing reverse
transactions

This part describes the settlement of liquidity providing reverse transactions
(MRO, LTRO, fine tuning, structural operations) in case of earmarking.

This section contains the following topics:

Topic See Page
Liquidity providing tender operations 56
Collateral substitution and netting 60
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3.6.2.1.1. Liquidity providing tender

operations
Reverse To settle liquidity providing reverse operations (e.g. MRO and LTRO), the
operations collateral instruction must uniquely refer to this credit operation.

Liquidity providing reverse operations can be settled on DvP or FoP basis.
The DvP modus is described in the Securities Module.

Since indirect TARGET?2 participants are allowed to settle open market
operations via a direct participant, CCBM2 provides the functionality
where the collateral is owned by the indirect participant and the cash
account is owned by the direct participant.

Ilustration 1 The complete flow of the tender processing in the FOP modus is shown

below:
(oo |

1

Start of the
tender period

4. MT202—|
Support Functions 5 MT012/
" " MTO19 |
Message Router Mandatory Monitoring &
Reporting

TARGET2

Cash transfer

A2A Interfaces ‘ ‘ Workflow Manager

Securities Credit & Credit Claims Static Data
Module Collateral Module
Module

Application

Mobilisation Pooling Recording Reference Data

Eligible Collateral
Database 8. MT204—3

9. MT012/
MT019

Corporate
Actions

Earmarking Mobilisation

Continued on next page
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Liquidity providing tender operations, Continued

FoP For FoP settlement in an earmarking situation, liquidity providing tender
operations are settled without using the mechanism of connected payments:

Stage Description (start of period)
1 Allotment data are sent to CCBM?2
2 The Message Router receives and processes the allotment data.
3 The Credit & Collateral Module stores the information, checks
if enough collateral has been received and prepares 3 payments
per tender operation:
f an MT202 with the start of the tender in order to transfer the
cash to counterparty's TARGET2 account as value date
& an MT204 with the maturity date of the tender in order to
debit the cash amount at value date
 an MT204 with the maturity date of the tender in order to
debit the accrued interest at value date.
4 The Message Router formats and sends the communication to
TARGET2 (MT202)
5 TARGET?2 sends an MT012 (settlement) or an MT019 (non-
settlement) to the Message Router.
6 The Message Router processes the received information from
TARGET?2.

Stage Description (end of period)

7 The Credit & Collateral Module sends the 2 payments (MT204)
to the Message Router
8 The Message Router sends the 2 MT204s to TARGET?2
9 TARGET2 sends an MT012 (settlement) or an MT019 (non-
settlement) to the Message Router.
In case of non-settlement, the user can then take appropriate
action to solve the problem.
10 | The Message Router processes the received information from
TARGET?2 transfers it to the Credit & Collateral Module.
11 | The Credit & Collateral Module marks the collateral as
available and initiates a return of the collateral through the
Securities Module (via the Message Router).

Continued on next page
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Liquidity providing tender operations, Continued

Ilustration 2 The complete flow of the tender processing in the DvP modus is shown
below:

SSS
@@: Support Functions
Message Router Mandatory Monitoring &
Reporting
‘ A2A Interfaces ‘ ‘ Workflow Manager ‘
Securities Credit & Credit Claims Static Data
Module Collateral Module
Module
‘ Mobilisation ‘ ‘ Pooling ‘ ‘ Recording ‘ ‘ Appicaﬁgnam
o e | Endorthe I
Corporate ‘ ‘ ‘ ‘ Eligible Collateral ‘ s
o MT54T- Actions Database —7. MT543—p
8. MT547——
Note The diagram shows an example where the SSS requires to

receive pre-matched instructions.

Continued on next page
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Liquidity providing tender operations, Continued

DvP

For DvP settlement in an earmarking situation, liquidity providing tender
operations are settled as follows:

Stage Description (start of period)
1 Allotment data are sent to CCBM?2
2 The counterparty sends a DvP instruction (MT541) to CCBM2
3 The Message Router forwards the instruction to SSS/T2S
4 The SSS/T2S settles the transaction and confirms this to
CCBM2 via an MT545
5 The counterparty's credit position is updated in the Credit &
Collateral Module and the Message Router forwards the
confirmation of settlement (MT545) to the counterparty
Stage Description (end of period)
6 The counterparty sends the reverse DvP instruction (MT543) to
CCBM2
7 The Message Router forwards the instruction to theSSS/T2S
8 The SSS/T2S settles the instruction and confirms this via an
MT547
9 The counterparty's credit position is updated in the Credit &
Collateral Module and the Message Router forwards the
confirmation of settlement (MT547) to the counterparty
Note If the counterparty only sends one repo-instruction for the

start and the end of the tender period, stages 6 and, as the case
may be, 7 are not required.

Although in the shown example netting is not used, CCBM2
provides for this functionality.
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3.6.2.1.2. Collateral substitution and netting

Collateral can be substituted by the counterparty at any time of the working
day. However, the collateral value must cover the credit it is linked to.

Assets that are already collateralised and that have to be reused, remain
with the SSS. In any case, the rules and procedures of the SSS have to be
followed.

Example Assets can be reused, e.g. because a previous liquidity providing
reverse operation has ended.

If the SSS offers sophisticated settlement functions for blocks of
transactions, CCBM2 will not organise an internal netting of tender and
will use these functions.

If the SSS does not provide special settlement facilities, CCBM2 can net
the forward and spot legs (both the securities and/or cash leg) before
sending them to the SSS.
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3.6.2.2. Intraday and overnight credit

A counterparty asking for intraday or overnight credit must send an
instruction to CCBM2. The Credit & Collateral Module then interacts (via
the Message Router) with the Securities Module to settle the credit and
collateral transaction.

The instruction has no pre-defined forward leg: the counterparty has to
reverse the operation on its own initiative (DvP outright)

Basically, operations without a pre-defined forward leg can be reversed by
the counterparty at any time in CCBM2 if the counterparty has enough
cash.

To respect exact timing however, CCBM2 has to align with the rules and
procedures of the subjacent SSS.
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3.6.2.3. End of day

The earmarking technique has specific end-of-day procedures for reversing
intraday credit operations. These procedures may depend on the SSS rules
and procedures and on the fact whether the relevant counterparty has a
credit line in TARGET2.

In case all intraday credit transactions could be reversed (or a sufficient
credit position is available) there is no overnight use of liquidity and the
securities are returned to the counterparty.

At the end of the day, all intraday credit should be reimbursed. In case of
insufficient balance in TARGET2, the counterparty has different
alternatives to get cash in order to settle the second leg of the repo: recourse
to the market or request an overnight credit (marginal lending facility) by
starting a new repo transaction.

The initiative for the (partial) recourse to marginal lending can also be with
the NCB. In this case the NCB will make use of the marginal lending on
request in order to transform the intraday credit in overnight credit by using
the specific TARGET2 procedures.

At the start of the following day, TARGET2 activates the refunding of the
marginal lending and notifies CCBM2. Then, CCBMZ2 adjusts the internal
records regarding the status of the credit provision.

At the end of the business day, TARGET? (a specific function in the PM)
singles out the amount of intraday credit not returned by the credit
institution. Then:

f TARGET2 debits the marginal lending facilities account of the
counterparty, transfers the liquidity to the counterparty’s RTGS account
and simultaneously decreases the credit line (connected payment);

f TARGET2 sends a notification to CCBM2 to inform about the activation
of the automatic marginal lending facility;

f CCBMZ2 adjusts the internal recording regarding the credit line in
TARGET2 of the counterparty and keeps record of the amount of
marginal lending granted.

At the start of the following day, TARGET2 activates the refunding of the
marginal lending, increases the credit line of the counterparty (connected
payment) and notifies CCBM2. Then, CCBM2 adjusts the internal records
regarding the credit line in T2 of the counterparty and the reimbursement of
the marginal lending.
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3.6.3. Margining

The margining process is performed for the sum of all credit transactions
registered for a specific counterparty. It takes into account all collateral
delivered by that counterparty. Although individual margining is also
possible for repo/earmarking, CCBM2 proposes to use global margining, in
an attempt to harmonise the procedures among NCBs.

Note By definition, only monetary policy operations can be outstanding
overnight.

The process is as follows:

Stage Description

1 A modification occurs in:
{ the collateral value (e.g. new valuation of an asset, a coupon
or partial redemption payment etc.)

{l the outstanding credits (e.g. an interest accrual of a reverse
transaction).

2 The modification is immediately reflected in the global position
of the counterparty.

3 If the total collateral value does not cover the outstanding
operations a margin call takes place and no intraday credit may
be drawn. During the day this should not occur, since collateral
may not be withdrawn if the value of remaining collateral is

insufficient to cover the outstanding credit.
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3.7. Pooling & Earmarking combined

The Credit & Collateral Module offers the functionality to use both pooling
and earmarking in combination.

This section contains the following topics:

Topic See Page
Functional principles of earmarking 53
Use case: Mobilisation through pooling and 66
earmarking in tender operation
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3.7.1. Functional principles of earmarking
combined with pooling

An NCB decides what collateral technique it normally wants to use:
pooling or earmarking. For the cases an NCB uses both collateral
techniques, CCBM2 will support this by accepting collateral through repo
transactions (DvP and FoP) and using the counterparty’s available pool of
collateral for the remainder of the collateral requirement.

The concepts of earmarking are applicable:

{ The required liquidity, i.e. intraday credit, overnight credit or liquidity
providing reverse transactions resulting from tender/bilateral procedures
is covered by specifically delivered assets.

1l In the process of tender operations, the counterparty will indicate which
part of the requested liquidity will be covered by collateral via repo. The
repo transactions with the local CSD will automatically take place on a
DvP basis (or FoP). All other repo transactions will be on a FoP basis.

{l In case of FOP repo, maturing operations with new operations can be
netted.

The concepts of pooling are applicable:

{l Each receipt of collateral is registered in a collateral pool. This pool leads
to granting credit through a credit line or overdraft facility in TARGET?2
or through connected payments in TARGET?2 for liquidity providing
reverse transactions resulting from tender procedures (mainly MROs and
LTROs).

{ The cash settlement of the new operation can be netted with the
settlement of the maturing operation.

{ The pool of collateral can also be used to square the collateral
requirement in the tender process.
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3.7.2. Use case: Mobilisation through pooling
and earmarking in tender operation

To clarify the CCBM2 process in the combination of earmarking and
pooling, a use case is presented.

The following scheme shows the detailed process step by step, from the

perspective of one counterparty, when:

{l both pooling and earmarking techniques are used in a domestic or cross-
border context

{ the collateral requirement stems from a tender operation

 both NCBs (HCB (Home Central Bank) and CCB (Correspondent Central
Bank)) participate in CCBM2.

Continued on next page
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Use case: Mobilisation through pooling and earmarking in

tender operation, Continued

Entity Tender interest Repo
amount amount

Q cp1 €100 xx%. €60

Q cp2 € 30 *xx% €30
Q  etcetera

Process

Message Router

1. Tender allotment;

Support Functions
Monitoring &

Mandatory

Counterparty

‘ Mobilisation

Reporting
‘ A2A Interfaces ‘ ‘ Workflow Manager ‘
Securities Credit & Credit Claims Static Data
Module Collateral Module
Module
Application

‘ Pooling ‘ Recording ‘

Reference Data

Corporate
Actions

Eligible Collateral
Database

‘ Earmarking ‘ ‘ Mobilisation

Stage N° Description
Tender 1 CCBM2 receives tender allotment details in one
allotment file, containing information like tender

identification, maturity, identification of bids
allotted (counterparties may be allotted more than
one bid at a different rate) and CCBM2 prepares
tender settlement screen.

This screen will be presented through the
Monitoring function, as shown in stage no. 3.

Connected 2
payments

CCBM2 recognises which part of the tender
operation will be covered by the pool and prepares
the relevant connected payments (see 8 3.5.3.1.1
page 45).

These payments can be adjusted if earmarking
allotment is not reached by MT540/541 sent by the
counterparty (see stage no. 6).

These payments can be netted with maturing
operations, such upon instigation of the relevant
NCB. This is a “default parameter” set by the NCB.
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Continued on next page

Version 3.0

67



Use case: Mobilisation through pooling and earmarking in
tender operation, Continued

Process

68

Counterparty G'MN}B‘:O/

Message Router

Counterparty 1

REPO DVP 1
REPO DVP 2 €10min Y
REPO DVP 3 €20 min N
REPO FOP 1 €15min Y
REPO FOP 2 N

coooo

POOL
Q  First payment €40 min
QO Finalpayment € ...min

‘Sup&rt_ Functions
Monitoring &
Reporting

Mandatory

‘ A2A Interfaces

‘ ‘ Workflow Manager ‘

Securities

Module

Credit &
Collateral
Module

Credit Claims
Module

Static Data

| 3 MT540/
MT541

‘ Mobilisation

Application

‘ RSO ‘ Reference Data

‘ Pooling ‘

Corporate
Actions

Eligible Collateral
Database

‘ Earmarking ‘ ‘ Mobilisation

Repo
transactions

CCBM2 receives messages from counterparties:
3 MT541 instructions (settlement through local
CSD), processed STP, after validation of
settlement amount (collateral value),
and
2 MT540 instructions (cross border settlement
through correspondent NCB/CSD), processed
with manual intervention.
The “tender settlement screen” shows the details
and status of the collateralisation of the tender
operation. The NCB-user can indicate whether the
FoP transactions have to be netted with the existing
ones, or that new transactions will have to be
settled.

Settlement
DvP repo

The (local) SSS credits the RTGS account of the
counterparty upon successful settlement of the
transactions.

This will be reflected in the “tender settlement
screen”.

Continued on next page
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Use case: Mobilisation through pooling and earmarking in
tender operation, Continued

Process

REPO DVP 1
O  REPODVP2 €10 min
REPO DVP 3 €20 min
REPO FOP 1 €15min

Bl REPOFOP2 € 5min
/
POOL
O  First payment €40 min
. Final payment € 150,000

Support Functions

Message Router Mandatory Monitoring &
Reporting

zZ<z<<

‘ A2A Interfaces ‘ ‘ Workflow Manager ‘

4/5. MT544/ Yy . . : H
MT545 Securities Credit & Credit Claims Static Data @
Module Collateral Module
Module
‘ Mobilisation ‘ Pooling ‘ Recording ‘ Relf\epr'::f:;iglta e

Eligible Collateral
Database

|

Corporate
Actions

‘ Mobilisation

Earmarking
6. payments.

5. payments MT540

Settlement 5 | Upon receipt of the confirmation of the successful
FoP repo settlements from the foreign SSSs/NCBs, including
the price of the relevant assets, CCBM2 can
establish the collateral value and instructs the
related payments to TARGET2.

For the transactions where the use of netting has
been indicated, the relevant assets will not be
returned, but remain in the custody account of the
CCB.

Monitoring | 6 | All collateral receipts and related payments are
stored in the “tender settlement screen” for final
approval by the user-NCB. At the end of the
process, the complete tender allotment should be
covered by collateral. If the earmarking amount is
not reached or is exceeded by the MT540/541 sent
by the counterparty, the collateral requirement can
be met via the pool (adjustment of connected
payment) or via repo (new instructions,
cancellations). This can be an automated process.
In this example, the collateral value of the FoP repo
transactions appeared to be € 19.850.000,-, instead
of the expected/indicated € 20.000.000,-.

An additional connected payment of € 150.000,-
will be made to fully cover the tender allotment.
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3.8. Concentration Limits

CCBM2 provides the functionality to fulfil the Eurosystem's requirements
concerning concentration limits. A limit can be set in absolute or relative
terms or can be a combination of both. A limit can be either a hard or a soft
limit.

CCBM2 will be flexible enough to impose limits on different combinations
of variables contained in the EADB.

The matter of concentration limits is currently being explored further by the
Eurosystem.

Examples § no more than X% of the collateral submitted by a

counterparty may consist of non-marketable assets

{ the value of collateral from one asset category (e.g.
corporate bonds) submitted by a counterparty may not
exceed X% of the total collateral used, or X million euro,
whatever is higher

{l the value of collateral submitted by a counterparty and
issued by one single issuer should not exceed X% of the
total collateral used, or X million euro, whatever is higher

{l the value of collateral submitted by a counterparty and
being part of one issued security should not exceed X% of
the total outstanding value of this security, or X million
euro, whatever is higher

1 the value of collateral consisting in Pfandbriefe issued by
the counterparty itself should not exceed X% of the total
collateral used, or X million euro, whatever is higher

{l the value of collateral consisting in ABSs originated by the
counterparty itself should not exceed X% of the total
collateral used, or X million euro, whatever is higher (this
assumes that the EADB would contain some additional
information which is presently not included in the EADB)

Note The CCBM2 function of checking for concentration limits is a
complementary function relating to the fulfilment by the
counterparty of its obligation not to submit collateral
securities exceeding the concentration limits.

Two possibilities to impose limits are envisaged:

1 specific limits such as: limits on issuer/issues, limits on asset types

{l a limit to the amount of collateral "financially linked" to a counterparty
that a counterparty itself can deliver to the Eurosystem. These "links"
refer to types of correlation that are not prohibited by the "no close link"
clause, such as Special Purpose Vehicles (SPVs).

These limits are applicable at the level of the individual counterparty.
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3.9. Liquidity absorbing reverse transactions
and collection of fixed term deposits

(optional)
Optional The handling of liquidity absorbing reverse transactions and collection of
fixed term deposits is an optional function of CCBM2.
Settlement For the settlement of tender allotments, CCBM2 sends three payment
instructions to TARGET?2:
{l one to debit the counterparty's account at the beginning of the transactions
{l two to credit this account at maturity:
- one for the nominal amount and
- one for the interest amount.
Liquidity Liquidity absorbing tenders and the collection of fixed term deposits are not
absorbing settled via connected payments. At the value date, the TARGET2 account
tenders of the counterparty is debited via an MT204 generated by CCBM2. At the
maturity date, the amount of the tender including the interest is credited to
the counterparty's account via two MT202.
Version 3.0
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3.10. External Collateral Management Systems
(optional)

Some NCBs may decide not to choose the Securities and/or Credit Claims
Module or to use third party services offered by ICSDs.

For CCBM2, these services or the alternatives to the optional modules are
considered as External Collateral Management Services. External CMSs
can be seen as a complement or an alternative to the Securities and/or
Credit Claims Module.

For the moment, CCBM2 provides two modes to interface with the external
CMS:

{ Cancel and replace mode

{ Transaction by transaction mode.

Note Each NCB concerned is responsible for the interface between the
external CMS and CCBM2.

This section contains the following topics:

Topic See Page
Cancel and replace mode 73
Transaction by transaction mode 74
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3.10.1. Cancel and replace mode

CCBM2 can register a total sum of collateral value via the cancel and
replace mode.

If necessary, CCBM2 can interface with several External CMSs and
register a value per external CMS.

All the communication is processed via the Message Router.

In the Cancel and Replace Mode, no individual collateral data are
registered.

For cancel and replace transactions, CCBM2 does not use the Securities or
Credit Claims Module. Consequently, the functionality embedded in the
Securities or Credit Claims Module of CCBM2 is performed outside
CCBM2 in the external CMS. Thus CCBM2 does not perform any validity
checks on the incoming transaction.

A cancel and replace transaction has no expiry date and its result remains
valid until a new cancel and replace transaction is registered.

In CCBM2, the external collateral sum is registered in two ways:

{ the NCB enters the corresponding total collateral value manually or via
interface in the pool managed by CCBM2

{l the external CMS sends the corresponding total collateral value to
CCBM2.
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3.10.2. Transaction by transaction mode

CCBM2 can also interface with external CMSs on a transaction by
transaction basis.

The external CMS may be interfaced with CCBM2:

{ by means of the Securities Module and/or Credit Claims Module; or
{l without the Securities Module and/or Credit Claims Module.

All the communication is processed via the Message Router.

The external CMS interfaces with the CCBM2 in exactly the same way as a
counterparty interacts with CCBM2. The counterparty sends instructions to
the external CMS. The external CMS interfaces with CCBMZ2 to transfer or
mobilise the asset as collateral. In this case the functions of the Securities
and/or Credit Claims Module are outsourced to the external CMS.

This illustration shows the use of the Message Router and the Credit &
Collateral Module.

Support Functions
Message Router Mandatory Monitoring &

Reporting

External A2A Interfaces ‘ ‘ Workflow Manager
CMS

Securities Credit & Credit Claims Static Data
dule Collateral Module
Module

Application

Pooling Recording Reference Data

Eligible Collateral
Database

Corporate

Actions Earmarking Mobilisation

Continued on next page
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