2 UBS

Introduction to International Repo &
Securities Lending

ZIKfRZFEMWSERE

ASIFMA, CDC, UBS, RBS

February 19, 2007



SECTION3 E=%
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International Settlements E PR & A =

¢ Payment Systems X &5

Real time gross settlement (RTGS) SER4EE

- system provide online settlement of payments between financial institutions

NN EN G REKNLTER

- payment instructions between banks are processed and settled individually and
continuously throughout the day

PAANERAT TA) 25 B34 2 0 A R AN TR) B () 45 55
- benefit: reduce credit risk for the receiving participant

Gy Ak B ALK T 45 T AR

¢ Securities Settlement Systems iE&4&E R 5

- real time book-entry SERFiCIKH =
- offsetting debits and credits are exchanged between the buyer and the seller,
using a clearing house or some other trusted financial intermediary

ST A i 4 B B A i A, AT 4
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International SettlementsEFr & & 5 =

¢+ Settlement Mode &£& 55X
Delivery versus Payment (DVP) 3 X 14
payment and transfer of the security occur simultaneously where
k27 5 ot < [m] i
1) little or no credit risk exists in the settlement process, and
4 S AR A AR

2) the settlement period is the normal spot settlement period for the
product and market

HNES S, At 1)

3) the transaction does not create credit risk after settlement

Zi%)a, Aare s XS
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Global Clearing Agents £ EK;E E 12

¢ US XH
— FEDWire Bx & BEHE R L US Treasuries E
— DTC & F{E$E 2 71 R 4E: US Corporate bonds EE 2\ 5]k

¢ Europe KM
— Euroclear BN E 22 7] R Zi: Eurobonds
— Clearstream: Eurobonds
¢ Asia JZ M
— Hong Kong &7#&: CMU
— Singapore ¥7i03%: MEPS

¢+ Global Custodians £EKHITERIT
— State Street XEEEFR1T
— Bank of New York A£Y4R1T
— JPMorgan Chase K& 1T
— Citibank TEE4R1T

WA ASIFMA Q=2 tesidntesa o UBS X4RBS
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Corporate Actions 22 BT H

¢ Coupons 8

- for classic repo where the security pays a coupon during the term of a repo,
the Borrower will receive that coupon but will be obliged to pay an equivalent
amount and pay to the Lender (a manufactured payment)

ZAXOY: OWHREERS , FALEST —EENEEHE NABHIESRS (SRNAR)

- for Buy/Sell Back, the coupon will generally be passed back to the seller of
the security by adjusting the cash paid at the termination of the Sell/Buy Back.

S AT s DU E (o D v 10 sk TR B E 2 B M R o A NIEZR T AE R H A I 22 R
¢ Others H#t

- Early Call and Redemptions A #I#10], A ()
- Splits / Reverse Splits 43 B ak S [ 43 %
- Paydowns #li it ik, 73 Wik

NOTE: Ensure your operations teams are aware of notification process and procedures

(both as Borrower and Lender)
R CWRUETREABAE H T7,  NfE G & EAE N T 50 IE 8 S0 FE A AL B T2
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Settlements Fails Responsibility and Compensation Claims

REN KW TER EE

¢ What is a fail? XE| LM E XL?

when a trade fail to settle on the date agreed upon by a buyer and seller
ALy A SR SEXUT R, AHRAESE A &Y

¢ Why do fails occur? REIKMAVER ?

- miscommunication between buyer and seller SZ32XU 7 Ik & 4%

- operational problems J& & #4F a5

- a seller may be unable to deliver securities because of a failure to receive the
same securities in settlement of an unrelated purchase. This can lead to a
“daisy chain” of cascading fails
ST AR BT AL IR S 5| BUGTEFRRASUEZ7 45K T o
MG, o501 R PR AT HIRIM

- a market participant may sell a security it does not own, that is,
sell the security “short” (:2%%) and unable to borrow that security

WS H#H LTk, HRATH LA
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Settlements Fails Responsibility and Compensation Claims

REN KW TER EE

¢ Consequences of a fail XENLMKH TR

- Settlement fails are generally not viewed as events of contractual default,
the convention is to allow a failing seller to make delivery the next business
day at an unchanged invoice price

ATEIRWOFANGE THEZ) . 805 5 R A RO R L 45

- the seller loses (and the buyer gains) the time value of the transaction
proceeds over the fail interval
SETT R RN, AR TR AR
JAUESF T AT AR o

¢ How can fails be avoided? 204a] 3 % 32 | 5 g ?

- A fail stemming from an inability to deliver securities because of a failure
to receive securities can usually be averted by borrowing the securities from
a third party and delivering the borrowed securities
i 7 AR BES AT RS, 1T HLIN TR VRN R Z) 5 HAt T i 2 5 3 i A R 27

- As the cost of borrowing securities rises, the incentive to borrow securities
to avoid failing declines

A AT R =, AZHEN RO BUR 2 3
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Settlements Fails Responsibility and Compensation Claims

R BN R MR TG E

¢ Can the seller claim on the buyer? S A HERE FEE ?

- if a trade failed due to eg operational problems on the buyer,
the seller can put up a claim against the buy for use of funds

MRARINRMERRLHNER , R AERBEFRE

¢ What happens if the fail persists? What is the risk?
MRERBNRMIGE - |, FEHEMTAFERNXEE ?

- increase in counterparty credit risk
BN T A2 Sy TS 2 RS
- Increased labor costs and worsened customer relations

BEINT A AT, RO R 0GR

- market liquidity can be adversely affected if dealers reduce their
participation in a market to mitigate the costs associated with fails

A AR R ARG os,  ABRRAC R R s I, 22 2T i sh it .
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Settlements Fails Responsibility and Compensation Claims

R BN R MR TG E

¢ What can the buyer do? Buy In EFRERFER?

- the buyer of securities can ‘buy in’ the securities from a third party
and passed on the cost of the transaction to the defaulting seller

TSN TN RS S evr

Wl ASIFMA Dt =ausnsiirtesd  JUBS 3RBS
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Settlements Fails Responsibility and Compensation Claims
RE XM FEREE: B

¢ Start of Repo [EMFF 1A

If Lender cannot deliver bond to Borrower, then Lender wont be able to use the
cash, but still has obligated to pay the repo rate.

BHIES A RBERRIESFALEB/AUSA: BHIEFARAREEARTE, BRI H
SERY [E MR =R,

If Lender does deliver bond to Borrower, but the Borrower does not accept:
BHIES A RIIEFEBAUSS, BE/AULESFSEWR:

If Lender’s error, Lender must pay the repo rate on the cash amount

& {5 LSS 77 RV BR IR, 20T & 8 [0 W 7 =R

If Borrower’s error, Borrower must pay appropriate FEDfunds rate

EREALESFTRER , ANXNITHEITERIFERRHRE

WA ASIFMA (Dt #aiensiiriesa M UBS X%RBS :
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Settlements Fails Responsibility and Compensation Claims
RE XM FEREE: B

¢ End of Repo [E%|HH

Borrower is unable to return the security, Lender continues to retain the cash
and does not have to pay any interest.

BALESRHF ARG , FHIESHBEERERTS. TANEMARE.

Borrower returns the security, but Lender refuse to accept.

fBAUEZ A RIBUESHB R A6 HIE 25 B

If Lender’s error, Lender must pay appropriate FEDfunds rate

HrREHIESFANER, AHIESSANEYARARSHRNRE

If Borrower's error, Lender continues to keep the cash and pays no interest
EeBALEFRFNER, BHIESARERERE , TAXFE.
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Settlement Fails in US Treasury Securities
EEEGXIKXBS T
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1
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Treasury Fails
7/4/90 - Present
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7/4/1995
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As-of Date

‘ Total Treasury Receive — Total Treasury Deliver‘
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Accounting &1t

¢ Repos and buysellbacks are treated as financing transactions (loans)
for accounting purposes rather than “disposal” and “reacquisition”

MR RE  AWRMARZ MR Sl “BXE"

¢ International Accounting Standards - IAS 39.37a (“.....financial instruments
used as collateral in a repo should be accounted for separately from other
financial instruments.”)
EfR21TFrAE IAS 39.27a: ANEIWIRHARNVSITE  NEEMB NS T EREIK
&8 £ 5 Bl ATK.

¢+ Example of accounting entry (Seller)

1st Leg Accounting 2nd Leg Accounting

Dr Cash Dr Repo Account

Cr Repo Account Cr Repo px adjustment a/c

Dr Repo px adjustment a/c Dr Repo interest adjustment a/c
Cr Repo interest adjustment a/c Cr Cash

ﬂASlFMA@*?QumF‘%’ﬁ’HF?ﬁ 1 A UBS %%RBS
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Legal and Documentation J& &S

+ Two parties must sign a Master Agreement XX J5 20 Z F P

- signed bilaterally F &4
- bilateral in order to address asymmetric counterparty credit risks SA N Xt 558945 A X &
- such specific changes are specified in the Annex

BERLEBRBRANE, MAKFTEIIEA
¢ Master Repo Agreements [8] 4 3 i 5 89 51 F

MRA1996 Master Repurchase Agreement (U.S. Z£[F) 12pp
GMRA2000 Global Master Repurchase Agreement (Europe) 28pp
JSDA Master Agreement for Bond Lending Transactions 10pp
others....

¢ Master Securities Lending Agreements ilf #{& &2 EHiH

OSLA1995 & GMSLA2000

WA ASIFMA t=24sr#1ipi6s4 e UBS $%RBS
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Industry Groups 1T th &

There are several international industry groups which combine collective practitioner interests
in liquidity of fixed-income and equity markets:

H FRPERA s T 07, KTz hHE

SIFMA U.S. &

www.sifma.orqg

ICMA (International Capital Market Association) Europe-based FX|

WWW.icma-group.co.uk

PASLA (Pan-Asia Securities Lending Association) Asia-based (Equities) Wil (JEZEHKE)

www.paslaonline.com

ISLA (International Securities Lending Association) Europe-based Wi

www.isla.co.uk

ﬂ ASIFMA (Dt=afitesidritsd  JUBS ¥RBS .
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Why Documentation? J3 A/ 55 Z /1%

Some Key Concepts in Documentation #3345 4 1) 3= EEA% &5

Concept H#&

Title Transfer

ISR INE e

Recharacterization Risk

A2 oy AR

Enforceability
AT B RS HEE

Events of Default
ToiFEER, e, e

Close-out and Netting

Tt vk
“Eg

ﬂ ASI FMA @ ¥ =& i ay .:ﬁ RN
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Consequence %

Rehypothecation, can reuse / re-lend securities

LA (fi 7 SEHD

Risk that courts may consider REPO transaction
as a cash loan against pledged assets

RIEA NS 5y 2 [BIAL Sy, TN A2

AR A BT

Recourse when agreement is breached
RSP EIRGPE I

Determines what constitutes default
X2

How to close exposures, accelerate
WIAT 21l 4575 LR XS

% UBS 3%RBS
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Why Documentation? J3 A/ 55 Z /1%

)
~J

Some Key Concepts in Documentation #3345 4 1) 3= EEA% &5

Concept #f:& Consequence %

MTM and margining Right to mtm collateral and make margin calls
HT T 5505 Rk <5 T 4 X5 & A VAN AL

Substitution Rights Seller can substitute

R A & UL 25 7 BeiR iR (BRI

Industry organizations support these standard master agreements.

Legal opinions are obtained for many countries.

T H2INERERDLS , ERESMERERINE S,

WA ASIFMA t=24sr#1ipi6s4 e UBS $%RBS
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What Does Documentation Mean Practically?

PRI 2R (] K (B e 32 55 2

e \What does this do for traders and risk managers?
XA Gy b, DGR FEN A ] 5 B 2

Standardized language regarding transactions Fr#E 4% 2D 4%
Familiarity with close-out procedure fijtb 2% 1F 455 45

Can legally liquidate the asset and obtain cash back
A DLAVETE S ™, BRI

Rights + Available Actions - Speed and Close-out Price Volatility
BT + BATAT B > WIE L + ARS8 XU
e Reinforces the concept of classic repo T 20 sl [o] ) (Mg /4 4k

* Repo as a credit-risk mitigated secured transaction *

* B PR, AR AT *

ﬂ ASIFMA (Dt=afitesidritsd  JUBS ¥RBS
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Collateral Management

RHmEEIRE

(mn

¢ Valuation / Pricing f& 4t

- 5|mple and straightforward for liquid securities 30 4 & BV UE 3 7 A “ 2 TA " 4%
— "generally accepted” market px source (e.g. Bloomberg BGN) “—#&3Z=" flin : &8

¢ Exposure Calculation and Monitoring R B& it 5 #1450

— positions in securities IEZFAY K~
¢ Margin Calls fRUE & HE

— when exposures exceed MTA (margin threshold amount) ZEXEEH AT "R FE "8

¢ Margin Management RIF€EE

— margin methods & F3: posting/receiving cash M &
posting/receiving collateral [EZiE 3
reprice the tradeE H &4

19
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Collateral Managers
BEAREELAHE/EEAR

¢ Who they liaise with? 1R R ?

- credit officers (EAZPITAR
- legal/documentation RS AR
- settlements EE IR TAR

¢ Operational process {EF £&

- what time calls are made? f+ 4ABHR A H@EH ?
- what kind of collateral acceptable? Al FEZZ H KR @
- when margin needs to be delivered by? {Rif €3£ % & 1E B8]

¢ What if margin call is not honored? RIFERERNER / NFHBASFFERE?

- eventually can exercise legal rights, but aim not to.

HLEAER , ABIFEERERE |

20
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Contact Information

UBS Singapore Ji -4R1T, #3517

Bernard Chin &

Executive Director #fT&==H

Short-Term Financing Department 55 3 &l %t 551]

Hi5: +65 6836 5660

Bernard.Chin@ubs.com www.ubs.com

RBS Greenwich Capital 7%= 2 X 8B1T, BHKBIG 55 AHE]

Tak Eng R2EH]

Managing Director EH £ #

Treasury Products Department it 53

H1E: +1203 625 2715

Tak.Eng@rbsgc.com www.rbsgc.com
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