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CLEARING MEMBER DISCLOSURE DOCUMENT
Introduction

Throughout this document references to “we”, “oant “us” are references to Morgan Stanley & Co
International plc. References to “you” and “youréaeferences to the client.

What is the purpose of this document?

To enable us to comply with our obligations aseadhg member under EMIRwhich requires that
where we are providing services to you that invoixe clearing OTC and/or exchange-traded
derivatives through an EU central counterpa@¢P)?, we must:

« offer you a choice of an individual client accowntan omnibus client account (as discussed
further below);

« publicly disclose the levels of protection assamiawith different levels of segregation; and
« describe the main legal implications of differesxéls of segregation.
Costs for individual vs omnibus accounts

The specific costs of an individual or omnibus aodofor a particular client may depend on the
number of accounts maintained for the relevanintlithe type of assets held in such accounts, the
ongoing operational costs associated with maimtginhat account, and any margin pre-funding
requirements for those accounts. We envisagepgbeational costs, and the costs associated with pre
funding margin (whether involving client or Morg&tanley capital) to be greater for individual
accounts. Any client may at any time obtain thec#p: costs for such accounts by contacting their
listed derivatives account representative.

Organisation of this document
This document is set out as follows:

« Part One A provides some background to clearing.

« Part One B gives information about the differeneeseen the individual client account and
the omnibus client account, explains how this intpan the clearing of your derivatives and
sets out some of the other factors that might affee level of protection you receive in
respect of assets provided to us as margin.

« Part One C sets out some of the main insolvencgiderations.

« Part Two provides an overview of the main variatiam the different levels of segregation
that CCPs offer, together with an explanation @ thain implications of each, and sets out
links to further information provided by certain €

What are you required to do?
You must review the information provided in thiscdment and the relevant CCP disclosures and

confirm to us in writing (a) which account type yawuld like us to maintain with respect to each
CCP on which we clear derivatives for you from titogime and (b) whether you agree with the way



in which we propose to deal with any excess mawgnmay hold in relation to an individual client
account. We will explain how we would like you t@ke this confirmation and by when.

Important

Whilst this document will be helpful to you when kivgg this decision, this document does not
constitute legal or any other form of advice andstmot be relied on as such. This document provides
a high level analysis of several complex and/or aesas of law, whose effect will vary depending on
the specific facts of any particular case, sometuth have not been tested in the courts. It dags n
provide all the information you may need to makerydecision on which account type or level of
segregation is suitable for you. It is your resjiloiity to review and conduct your own due diligenc
on the relevant rules, legal documentation andathgr information provided to you on each of our
client account offerings and those of the vario@P€ on which we clear derivatives for you. You
may wish to appoint your own professional advigorassist you with this.

We shall not in any circumstances be liable, whethecontract, tort, breach of statutory duty or
otherwise for any losses or damages that may Heredfas a result of using this document. Such
losses or damages include (a) any loss of profitesenue, damage to reputation or loss of any
contract or other business opportunity or goodauiltl (b) any indirect loss or consequential loss. No
responsibility or liability is accepted for any f@ifences of interpretation of legislative provisand
related guidance on which it is based. This papgdoes not extend to an exclusion of liability, for
or remedy in respect of, fraudulent misrepresemtati

Please note that this disclosure has been prepardte basis of English law save as otherwisedtate
However, issues under other laws may be relevanioto due diligence. For example, the law
governing the CCP rules or related agreementdathef the jurisdiction of incorporation of the CCP
and the law of the location of any assets.



Part One A: A brief background to clearing

The market distinguishes two main types of clearmggels: the “agency” model and the “principal-
to-principal” model. Most of the CCPs we use adtp “principal-to-principal” model, and this
document assumes all transactions are cleareddiegdo this model.

The “principal-to-principal” clearing model

When clearing transactions for you through a CC&usually enter into two separate transactions:

CCP

A principal-to-principal transaction with the CCP, which is governed by the
« rules of such CCP (the CCP Transaction).

Clearing Broker

(Us)
A principal-to-principal transaction with you, which is governed by the terms
- of the client clearing agreement between us (the Client Transaction)
Client
(You)

The terms of each Client Transaction are equivaienhose of the related CCP Transaction, except
that (i) each Client Transaction will be governgdabclient clearing agreement between you and us
and (ii) we will take the opposite position in tBE€P Transaction to the position we have under the
related Client Transaction.

Under the terms of the client clearing agreemetwéen you and us, a Client Transaction will arise
without the need for any further action by eitheuyor us, as soon as the CCP Transaction arises
between us and the CCP. Once both of those tramsadiave been entered into, your transaction is
considered to be “cleared”.

As the principal to the CCP, we are required tovigl® assets to the CCP as margin for the CCP
Transactions that relate to you and to ensure B fGas as much margin as it requires at any time.
We will therefore ask you for margin. You may fétensit risk” in respect of this margin. This is
the risk that we default either (a) after receivingrgin assets from you but prior to providing such
assets to the CCP, in which case the assets willaw@ been recorded in your account at the CCP and
will not benefit from the protections describeddwelor (b) after receiving margin assets back from
the CCP but prior to passing them on to you. .

However, in many cases you may not actually fagesit risk under (a) because the CCPs often call
margin from us early in the morning so we may useawn funds to satisfy the margin call and then
seek to recover such amount from you. In thesesgdisis rather that we are exposed to you for the
interim period. The arrangements between you amglatng to how the margin calls will be funded
will be set out in the client clearing agreemertiMaen you and us.



Transit risk may be mitigated where we hold maigitransit in the form of cash as client money (see
“What is the impact if we treat cash you transferus as client money in accordance with the FCA
client money rules?below).

If we are not a member of such CCP ourselves, weeanter into a principal-to-principal transaction
with another clearing broker, instead of a prinkipgprincipal transaction with such CCP. Such
arrangements are outside the scope of this document

What if you want to transfer your Client Transactions to another clearing broker?

There may be circumstances where you wish to tearssfme or all of your Client Transactions to
another clearing broker on a business as usuas fiasiin the absence of us having been declared in
default by a CCP). We are not obliged to facilitétis under EMIR but we may be willing to do so,
subject to our ability to transfer the CCP Transaa to which they relate and the margin provided t
the CCP in connection with them (which will depeadthe relevant CCP’s rules) and any conditions
set out in our client clearing agreement. You wiio need to find a clearing broker that is williog
accept such Client Transactions and the related T@msactions and assets.

It may be easier to transfer Client Transactiond &CP Transactions that are recorded in an
Individual Client Account than those recorded in@mnibus Client Account (both types of account
being described in more detail in Part One B) fer $ame reasons as set out below uliddi the
CCP Transactions and assets relating to you beraatwally ported to a back-up clearing broker?”

What happens if we are declared to be in default bg CCP?

If we are declared to be in default by a CCP, themee two possibilities with respect to the CCP
Transactions and assets related to you:

« the CCP will, at your request, try to transfeoit) to another clearing broker tack-up
clearing broker), such CCP Transactions and assets; or, if thisatebe achieved,

e the CCP will terminate the CCP Transactions thiatteeo you (seéWhat happens if porting
is not achieved’below).

The porting process will differ depending on theRCRwut it is likely to involve a close-out (with us)
and a re-establishment (with the back-up clearioddr) of the CCP Transactions or a transfer of the
open CCP Transactions and related assets fromthe twack-up clearing broker. In some cases CCPs
will support this structure legally by requiring iessgrant a security interest to you over somellasfa

our related rights against the CCP (geeurity interesf) but in other cases where CCPs can rely on
EMIR and local legislation, this is not necessary.

Will the CCP Transactions and assets relating to yo be automatically ported to a back-up
clearing broker?

No, there will be a number of conditions which mbest satisfied before the CCP Transactions and
assets that relate to you can be ported to a backearing broker. These conditions will be sethxy
CCPs and will include obtaining your consent. Ihcalses you will need to have a back-up clearing
broker that has agreed to accept the CCP Transactou may wish to appoint a back-up clearing
broker upfront as part of your clearing arrangemdnit the back-up clearing broker is unlikely to be
able to confirm that it is willing to accept the BQransactions until the default occurs. The bgzk-u
clearing broker may also have conditions that tiegyire you to meet.

If porting is achieved, your Client Transactionghmiis will terminate in accordance with our client
clearing agreement. We would expect your back-wgarohg broker to put in place new client
transactions between itself and you.



The type of account and level of segregation yooosk will have an impact on the ability to port
CCP Transactions and assets to a back-up cleamkgtupon our default.

If you choose an Omnibus Client Account (descrilvethore detail in Part One B), in most cases, all
of our clients who have CCP Transactions and assktng to them recorded in the same Omnibus
Client Account will have to agree to use the samekkup clearing broker, and the back-up clearing
broker will have to agree to accept all of the CIZBnsactions and assets recorded in that Omnibus
Client Account. It is therefore likely to be difitt to achieve porting in relation to an Omnibuge6l
Account.

It should be easier to achieve porting if you cleoas Individual Client Account (described in more
detail in Part One B), because you can appointchk-bp clearing broker with respect to just your CCP
Transactions and the related assets.

What happens if porting is not achieved?

Each CCP is permitted to specify a period of tinfterawhich, if it has not been able to achieve
porting, it will be permitted to actively manags itisks in relation to the CCP Transactions. This
period of time will vary across CCPs. If you waatgort your CCP Transactions, you will need to
notify the CCP and show that you can satisfy tieiotonditions within this period.

Otherwise, the CCP will terminate the CCP Transastiand perform a close-out calculation in
respect of them in accordance with the CCP rufakete is an amount owed by the CCP in respect of
the CCP Transactions, to the extent that the CQ@RvE&ryour identity and how much of that amount
relates to you, the CCP may pay such amount dyréztyou. If the CCP does not know your identity
and/or does not know how much of the amount reltdegou, the CCP will pay it to us (or our
insolvency practitioner) for the account of ouealis.

It is more likely that a CCP will be able to payyasuch amount directly to you if you select an
Individual Client Account (described in more deiailPart One B). This is because your identity will
typically be disclosed to the CCP in this case.

If the CCP terminates the CCP Transactions, therClient Transactions between us are also likely to
terminate. The termination calculations in respEcthose Client Transactions will be performed in
accordance with the client clearing agreement batwes and such calculations will likely mirror
those performed by the CCP in respect of the CGRsEctions. If you are due a payment from us as a
result of the close-out calculations in respecobwf Client Transactions, the amount due from us to
you will be reduced by any amount that you recédveare deemed to receive) directly from the CCP.



Part One B: Your choice of account type and the fdors to consider

The types of account available

Reference to accounts means the accounts in thes laonl records of each CCP. The CCP uses these
accounts to record the CCP Transactions that wer émib in connection with the clearing of your
related Client Transactions and the assets thapregide to the CCP in respect of such CCP
Transactions.

There are two basic types of client account avklatlOmnibus Client Accounts and Individual Client
Accounts. Some of the CCPs then offer differenelewf segregation within those as described in
Part Two of this document.

Omnibus Client Accouht

Under this account type, the CCP Transactions asets that relate to them in the CCP’s accounts are
segregated from any CCP Transactions we have dlefoe our own account (ouHouse
Transactions) and any assets we have provided as margin faethimuse Transactions at the CCP.
However, the CCP Transactions and assets thaer&dayou will be commingled with the CCP
Transactions and assets relating to any of ourratlents that are recorded in the same Omnibus
Client Account.

CCP books and

records Can CCP Transactions No

and related assets be
netted with our House
Transactions and assets?

\4 v A\ 4

Our House
Account: records
only our House
Transactions and
assets

Our Omnibus
Client Account:
records CCP
Transactions and
assets relating to
you and any
number of our
other clients

Each of our
Individual Client
Accounts: record

CCP
Transactions and
assets relating to

only one of our
clients

Can CCP Transactions | Yes (in respect of

and related assets be
netted with those relating
to our other clients?

clients’ CCP
Transactions and
assets that are
recorded in the
same Omnibus
Client Account)

The CCP will agree not to net the CCP Transactretating to you with our House Transactions or

any CCP Transactions not recorded in the same Quarilient Account, nor use the assets relating to
such CCP Transactions with respect to any Housaesardion or CCP Transaction recorded in any
other account.

However, both we and the CCP may net the CCP Tc#inga that are recorded in the same Omnibus
Client Account. The assets provided in relatiothi® CCP Transaction recorded in the same Omnibus
Client Account can be used in relation to any CC&n$action (whether it relates to you or to any of

our other clients) credited to that Omnibus Cligatount.

Please see Part Two for an overview of the risks yay face if you choose an Omnibus Client
Account and for details of the different levelssefjregation that may be available at different CCPs



Individual Client Account

Under this account type, the CCP Transactions asets that relate to you in the CCP’s accounts are
segregated from those relating to our House Traiosecand those relating to any of our other cient

CCP books and

records Can CCP Transactions and No
related collateral be netted
¢ \4 ¢ with our House
; Transactions and assets?
Our House C(?ur tOArnnlbusr Our Individual
Account: records lent Account: Client Account: .
only our House records C’CP records CCP Can CCP Transactions and No
Transactions and Trar&sac“ot”s Transactions related assets be netted
assets o osees and assets with those relating to our
relating to any relating only to . 9
number of our you other clients?
clients

The CCP will agree not to net the CCP Transactielsing to you with our House Transactions, nor
use the assets relating to such CCP Transactiaetaiion to our House Transactions.

Further, and in contrast to an Omnibus Client Actpthe CCP will agree not to net the CCP
Transactions relating to you that are recordedhttndividual Client Account with those of any other
client recorded tany other account, nor use the assets related toGG€hTransactions in relation to

the CCP Transactions relating to any of our othients.

Please see Part Two for an overview of the risks @y face if you choose an Individual Client
Account and additional features of Individual Ctiédwcounts that may be available at different CCPs.

Affiliates

We treat our affiliates in the same way as cliamteen complying with EMIR. This means that
affiliates also have a choice between types of @aicAlthough not prohibited by EMIR, we do not
expect to include affiliates in the same Omnibusi@lAccount as other clients.

Other factors that may impact on the level of protetion you receive in respect of assets that you
provide to us as margin for Client Transactions

There are a number of factors that, together, ohéter the level of protection you will receive in
respect of assets that you provide to us as méogi@lient Transactions:

* whether you choose an Omnibus Client Account dndividual Client Account (as discussed
under“The types of account availableibove)

« whether, if you choose an Omnibus Client Accouat; would want a gross or net account;
* in each case, whether such assets are transfgrmedybof title transfer or security interest;

« whether or not cash that you transfer to us igdrkas client money in accordance with the
FCA client money rules;

« whether we call any excess margin from you or yayigxcess margin to us;



« whether you will get back the same type of assgbagprovided as margin; and
« the bankruptcy and other laws that govern us aad@P.

The rest of Part One B sets out further detailseBwrh of these variables and their implicationseund
English Law.

Would you prefer a gross or net Omnibus Client Accant?

While the CCPs are only required to offer one tgbeOmnibus Client Account (and one type of
Individual Client Account), some of them have depeld a range of accounts within these two types
with features that provide different degrees ofreggtion. These are discussed in more detail ih Par
Two. There are two main classes of Omnibus CliesttoAints:

¢ Net is where the margin called by the CCP in respethe CCP Transactions is called on the
basis of the net CCP Transactions recorded in thaikus Client Account.

* Gross is where the margin called by the CCP Trdimecis called on the basis of the gross
CCP Transactions recorded in the Omnibus ClienbAnt

It may theoretically be easier to port CCP Trarieastand their related assets, both in business as
usual and default circumstances, if you chooseoasgbmnibus Client Account than if you choose a
net Omnibus Client Account. This is because the @Cmore likely to have sufficient assets to
facilitate the porting of the CCP Transactions tledéte to you and those that relate to anothentli
separately if it has called the margin on a gr@sssh However, as noted above untill the CCP
Transactions and assets relating to you be autarabyi ported to a back-up clearing broker?t is
likely to be difficult to achieve porting in relati to any Omnibus Client Account.

Will you provide cash or non-cash assets as margfor the Client Transactions?

As noted undefThe “principal-to-principal” clearing model” in Part One A, as a clearing member
of the CCP, we are required to transfer assetsetCP in respect of the CCP Transactions related t
your Client Transactions. CCPs only accept cetigigs of liquid cash and non-cash assets as margin.

As is market practice, we will decide what typesséets to accept from you as margin for your €lien
Transactions. This will be set out in the cliergacing agreement between us and will not necegsaril
be the same type of assets that the CCPs will afrcep us for the CCP Transactions.

Do you provide assets to us on a title transfer @ security interest basis?

As is market practice, we will decide the basisurich we are willing to accept assets from you.sThi
will be set out in the client clearing agreemertilaeen us.

Title Transfer

Where the client clearing agreement provides fertthnsfer of assets by way of title transfer, when
you transfer asset3i@ansferred Asset9 to us,we become théull ownerof such assets and you lose
all rights in such assets. We will record in ourok® and records that we have received such
Transferred Assets from you with respect to thdieplple Client Transaction. We will be obliged to
deliver to you equivalent assets to such Trandefssets Equivalent Asset$ in the circumstances
set out in the client clearing agreement.

We may either transfer such Transferred Assetodhd CCP with respect to the CCP Transaction
related to the Client Transaction, or we may transther assets to the CCP with respect to such CCP
Transaction.



You bear our credit risk with respect to our oliga to deliver Equivalent Assets to you. This ngan
that if we were to fail, unless we are declaretbéan default by the CCP, you will have no right of
recourse to the CCP or to any assets that we @natsithe CCP and you will instead have a claim
against our estate for a return of the assets aldthgall our other general creditors. If we areldesd

to be in default by the CCP, the extent of youhtsgn relation to the CCP, if any, will dependtoe
particular CCP.

Security Interest

Where the client clearing agreement provides fer tiansfer of assets by way of security interest,

when you transfer assets to us, you retain fullebeial ownership of such assets. Such assets are
transferred to us on the basis that the assekdstdng to you, but you have granted us a security
interest with respect to such assets.

We may enforce that security interest if you deféulyour obligations to us. Absent the exercise of

any right of use by us (see below), only at thenpof such enforcement would title in such assets o

their liquidation value transfer to us. We will ced in our books and records that we have received
such assets from you with respect to the applic@bént Transaction.

Prior to any such default, you may also give usghtrto use such assets. Until such time as we
exercise such right of use, the assets continbelting to you. Once we exercise the right of use, (

by posting the assets to a CCP), the assets vailecto belong to you and in effect become our asset
at which point you will bear our credit risk in anlar way to the title transfer arrangements. The
circumstances in which we may exercise such riglise and the purposes for which we may use any
assets will be set out in the client clearing agrest between us.

What is the impact if we treat cash you transfer tous as client money in accordance with the
FCA client money rules?

This question is separate to the question of wiagllof segregation you want and results from the
FCA’s client money regime rather than EMIR. Howevemwe hold your cash as client money, your

choice of account type could impact how any caslaroe returned to us (or our insolvency

practitioner) on our default is treated. Whethenaot we will treat cash collateral that we receian

you or on your behalf as client money will be set im the client clearing agreement related to the
applicable Client Transaction. We may not treahcas client money where we are a bank or you
provide cash to us on a title transfer basis (selertiDo you provide assets to us on a title transfer or

a security interest basis?dbove).

If we do treat cash transferred to us as clienteypthen we will follow the FCA client money rules
in respect of such cash. In this case, unless weeelared to be in default by a CCP, the FCA tlien
money rules apply in the same way to cash you geoto us as margin for Client Transactions as they
apply to cash we treat as client money in relat@mother types of business. We will be permitted to
transfer client money held as margin to a CCP.

However, if we are declared to be in default by@PCand the CCP cannot port or return the balance
to you directly and the balance has instead teehemed to us (or our insolvency practitioner) thoe
account of our clients (sé@&/hat happens if porting is not achievedi Part One A above), there are
some important differences in how the FCA clienneyrules would apply.

¢ If you select an Individual Client Account, thenth@ extent that any cash is paid to us by the
CCP for your account, it will not form part of tleient money pool and will instead be
distributed to you.

The client money pool is the mechanism through tvtdar insolvency practitioner would
normally gather together the client money relatomgnost of our clients for which we hold



client money, wherever it is held, and from whitlwbuld distribute that client money in
accordance with the FCA client money rules.

« If you select an Omnibus Client Account, any caahi go us by the CCP for the account of
our clients is likely to form part of the client mey pool and be subject to the normal client
money rules on distributiohHowever, there may be some exceptions to thidydiieg
where (a) we do not hold any excess margin (seerdhidw will any excess margin we call
from you be treated?below) in relation to the Omnibus Client Accountlgb) the CCP can
tell us how the money paid to us should be allatdtetween the clients in the Omnibus
Client Account.

How will any excess margin we call from you be traad?

We are required to treat excess margin in a pdatisuay in relation to an Individual Client Account
Excess margin is any amount of assets we requra frou or you provide to us which is directly
related to particular Client Transactions and israand above the amount of assets the CCP requires
from us in respect of the related CCP Transaction.

If you choose an Individual Client Account we agguired to pass all excess margin on to the retevan
CCP. The details of this will be set out in theoti clearing agreement between you and us.

If you choose an Omnibus Client Account, we arernequired to pass any excess margin on to the
CCP. Depending on the terms on which we hold exoemgin, you may take credit risk on us in
respect of it.

Will you get back the same type of asset as you gmally provided to us as margin for a Client
Transaction?

In a business as usual situation, whether we véllvdr the same type of asset to you that you
originally provided to us will be governed by tHeot clearing agreement between us.

In the event of our default, the extent of youhtfin relation to the CCP, if any, will depend tbe
particular CCP. If you are due a payment, you matyreceive back the same type of asset that you
originally provided to us. This is because the d€HRkely to have wide discretion to liquidate and
value assets and make payments in various forndsalan because the CCP may not know what form
of asset you originally provided to us as margintfi@ Client Transaction.

This risk is present regardless of what type afridliaccount you select.
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Part One C: What are the main insolvency consideradns?

General insolvency risks

If we enter into insolvency proceedings, you may rezeive all of your assets back or retain the
benefit of your positions and there are likely sotme delays and costs (e.g. funding costs aral leg
fees) connected with recovering those assets. Tisse which are briefly described in this ParteOn
C, arise in relation to both Individual Client Acods and Omnibus Client Accounts.

The following factors contribute to these risks:

« the extent of your rights in relation to the relev&CP, if any, will depend on the particular
CCP;

« you will only have contractual claims against u®.(irather than being able to recover
particular assets as owner);

« our insolvency proceedings are most likely to heiion of a process called administration
(although it is possible for us to enter into ldation and other proceedings). In
administration, subject to a few exceptions, yoll mot be able to take any action against us
without court or insolvency official consent (whichn be a time consuming process with an
uncertain outcome) though close-out netting riginéslikely to be protected; and

e any stage of a cleared transaction (e.g. ClienhSaetions, CCP Transactions and porting)
may be challenged by our insolvency official ifpladly speaking, it was not on arm’s length
terms.

Please also note that:

* insolvency law may override the terms of contralcagreements, so you should consider the
legal framework as well as the terms of disclosames legal agreements (though in the UK,
legislation reduces this risk, as described in g¢betion ‘Companies Act 1989, Part Vi
below); and

« a large part of your protection comes from CCP rgyemnents and the legal regimes
surrounding them. Therefore, you should understhede in order to evaluate the level of
protection that you have on our default. It is impot that you review the relevant
disclosures by the CCP in this respect; and

Insolvency of CCPs and others

Except as set out in this sectidmsolvency of CCPs and oth&rshis disclosure deals only with our
insolvency. You may also not receive all of youseds back or retain the benefit of your positidns i
other parties in the clearing structure defaultg- #he CCP itself, a custodian or a settlementiage

In relation to CCP insolvency, broadly speaking @und therefore your) rights will depend on the law
of the country in which the CCP is incorporate@.(not necessarily English law) and the specific
protections that the CCP has put in place. You lsheaview the relevant CCP disclosures carefully in
this respect and take legal advice to fully underdtthe risks in this scenario.

In addition, please note the following:

*« we expect that an insolvency official will be appeid to manage the CCP. Our rights
against the CCP will depend on the relevant insalydaw and/or that official;
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« it will be difficult or impossible to port CCP Traactions and related margin, so it would be
reasonable to expect that transactions will be iteated at CCP level. The steps, timing,
level of control and risks relating to that procesh depend on the CCP, its rules and the
relevant insolvency law. However, it is likely théhere will be material delay and
uncertainty around when and how much assets orwashill receive back from the CCP.
Subject to the bullet points below, it is likelyathwe will only receive back only a percentage
of assets available depending on the overall asset$iabilities of the CCP;

e it is unlikely that you will have a direct claim @gst the CCP because of the principal-to-
principal model described in Part One A;

< under the client clearing agreement, Client Tramsas will terminate at the same time as the
matching CCP Transactions unless the relevant @{&B provide otherwise. This will result
in a net sum owing between you and us. Howeveuy yilaims against us are limited
recourse so that you will only receive amounts frgrin relation to Client Transactions if we
receive equivalent amounts from the CCP in relattorelevant CCP Transactions;

If recovery of margin in this scenario is importatiten you may wish to explore “bankruptcy
remote” or “physical segregation” structures ofteby some CCPs. These tend to be offered only
in relation to Individual Client Accounts and gealér involve either:

- you or us retaining assets in your/our name amy giving a security interest over that
margin to the CCP (i.e. it allows the CCP to applgrgin if we default but should keep
the assets out of the CCP's insolvency if it déuor

- the CCP holding the assets in a blocked or cettanargin account and giving a
security interest (or similar legal right) over thwargin back to us, to you and/or to a
trustee on our behalf.

It is beyond the scope of this disclosure to araksch options but your due diligence on
them should include analysis of matters such agshen@ther creditors of the type described
in “Porting — preferential creditors”below will have priority claims to margin; whether
margin or positions on one account could be ap@gainst margin or positions on another
account (notwithstanding the contractual agreenmierthe CCP’s rules); the likely time
needed to recover margin; whether the margin weilférovered as assets or cash equivalent;
and any likely challenges to the legal effectivenekthe structure (especially as a result of
the CCP’s insolvency).

The remainder of this Part One C describes ceitaptications of our insolvency. As noted above,
these risks arise in relation to both Individuak@t Accounts and Omnibus Client Accounts.

Margin rights

If you provide assets to us by way of security iese and we have not exercised a right of use over
those assets, then you should have a legal righecver the balance of those assets (after gpttlin
your obligations to us) ahead of other creditorswigver, please note that, depending on the exact se
up of our security arrangements, it may be thatespreferential creditors will still have a prioatch

to your assets. Such creditors are likely to ideJuamongst others, our insolvency official (erg. i
respect of its costs and expenses), a relativebllssmount of unsecured creditors, some employee
salaries and pension contributions.

If you have retained the assets (e.g. in a custmdpunt over which you have given us a security
interest) then you will have the best chance obvedng them. If you have transferred the assets to
our name by way of security (e.g. by giving us atgege over the assets) then you bear more risk if
there is a shortfall in any of the assets that reehalding. Generally speaking, your risk of losh be
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highest in relation to non-client money cash martpwer in relation to securities held by us in an
omnibus account; and lower still if securities aegregated in our books and records and at custody
level identifying you as the client.

The actual result will be highly fact specific andl depend on, amongst other things, the exachser
of our legal arrangements; how we have operatedusits; and claims that other intermediaries (e.g.
custodians and settlement systems) have to thestsas

As an exception to this general position, we waltb expect client money protection (please see Par
One B) to be effective in our insolvency.

We do not expect the above position to change madyeif you have an Individual Client Account or
an Omnibus Client Account.

Companies Act 1989, Part VI

Part VIl applies because we are an English comiggagerally speaking, it does not apply to non-
English companies) and gives specific protectioairsg} some of the legal risks that arise on our
insolvency. Generally speaking, if we are declanedefault by a CCP that has the benefit of Patt VI

protection, then our insolvency official cannot lbdrage actions taken by the CCP against us unsler it
default rules:

+ to settle our CCP Transactions or to transfer tle@S® Transactions and related assets to a
back-up clearing broker; and, in the case of astearof CCP Transactions

« to transfer our Client Transactions with you anldtesl assets to the same back-up clearing
broker.

This Part VIl protection generally applies to aoSotaken by English CCPs that have been
(re)authorised by the European Securities and Mswkathority ESMA). It can also protect actions
taken by non-English CCPs that have been authobg&EMA with two limitations — it only protects
the position/asset transfers contemplated in EMIB pther actions taken under default rules) and
those rules need to have been approved by the &dakgland (and the authorisation not withdrawn).

In either case, Part VIl focuses on protecting terparties from our default. It is not clear that i
would provide any wider protection — eg. if the Ciielf became insolvent.

Please note that Part VIl is a complex piece ofslation and this summary is not a substitute for
detailed legal analysis — particularly of Part Vil the context of the relevant CCP’s regulatory
authorisations and default rules - with your prefesal advisors.

Please see below an outline of some specific iesaly risks and related Part VIl commentary.
Close-out netting

If we default and the CCP cannot port the CCP Taetiesns and collateral (e.g. because a back-up
clearing broker cannot be found) then we would ekjieto terminate and net our CCP Transactions
and apply related assets.

You and we would want this to work differently fronormal, bilateral close-out netting that would
apply to all positions and assets between us an€€@P. If close-out netting were to apply in sach
general manner, positions and assets in clientuatsoelating to you would be netted with our house
account or another client account at the CCP.

13



There is a risk that this netting across accouotgdchappen automatically as a result of ordinary
English insolvency law. However, to the extent ttheg CCP has Part VII protection, this should not
occur.

A similar risk occurs between us and you in refatio Client Transactions if English law were to
automatically set off Client Transactions and delal relating to all CCPs, rather than nettinge@tli
Transactions and collateral relating to each CCparsgely, as provided in the client clearing
agreement. Whilst the resulting termination amalnauld represent our net exposure to each other, it
would make porting difficult or impossible.

It is arguably unclear whether Part VII providestpction in this case. However, there are certain
industry-wide legal opinions that are being pregdame the effectiveness of close-out provisions in
standard client clearing agreements. You shoulldl kgl advice and/or access to such opinions for
more information in this respect.

Please also note more generally that your freedpiidse out Client Transactions is more limited
under the client clearing agreement than in oth@ngements that you may be used to.

Porting - prohibition
As mentioned above, under the principal-to-prinkcipadel, we are the CCP’s counterparty, not you.

As a result, when CCP Transactions and assetsaarsfeérred to a back-up clearing broker, there is a
risk of insolvency challenge because our rightseheffectively been taken from us on or around the
time of our insolvency. Applicable laws may not ipérthis and there is a risk that the courts may
therefore not permit, or may unwind, any portingl aalated Client Transactions with your back-up

clearing broker.

We expect the risk of challenge to be low in relatto CCP Transactions and matching transfer of
Client Transactions that are ported in accordanitle the default rules of a CCP that has Part VII
protection.

Porting - preferential creditors

As mentioned undéiWhat happens if we are declared to be in defaylahCCP?”in Part One A, a
CCP’s porting structure may be based on or suppdiyea security interest. This can take different
forms but generally involves us creating securitgroour rights against the CCP in relation to an
Individual Client Account or Omnibus Client Accouwothold the security on your behalf. In addition
to any Part VII protection, the security interesbsld support the argument that these assets are no
part of our insolvency estate (i.e. are not totsred with our other creditors).

Mismatch of CCP/Client Transactions and assets

It could be that our net assets in relation to @&hsactions do not match our net obligations to yo
in relation to the matching Client TransactionsisTdan slow down or make porting impossible either
operationally or legally.

For example, it may occur at CCP level as a raduiellow Client Risk (see the explanation of this
term in Part Two of this document) in an Omnibuge@l Account, with the result that there are
insufficient assets available for porting to satisiur obligations to you in relation to the Client
Transactions.

Banking Act 2009

The Banking Act applies because we are an Engbsafpany that falls within its scope. As a result, in
serious circumstances, we may be nationalised ofowveany of our assets and liabilities) may be
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transferred to a third party by a combination @& freasury, Bank of England or FCA. In that case,
your counterparty and/or your counterparty risk robginge. It is unlikely that you will be able tost
such transfer or to enforce any early terminatights against us as a result of such transfer.
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Part Two: CCP client account structures

As noted in Part One B, each CCP may offer at leastOmnibus Client Account and/or at least one
Individual Client Account by changing some of tleatures. This Part Two contains an overview of
the main levels of segregation within each accayme of which we are aware that the CCPs offer,
together with an overview of the main protectiofieraled by and the main legal implications of each.

The descriptions given in this Part Two are vemghhlievel and consider the typical features of these
account types and levels of segregation. Howewer paarticular characteristics of the accounts will

affect the exact levels of protection they offed ahe legal implications so you must review the

information provided by the CCPs to fully understdhe risks of the specific account we maintain in

relation to you at each CCP. Each CCP is requguliblish information about the account structures
it offers and we have provided a link to the retgvpart of the website of each CCP we use where
available. You may also need to seek professiodaica to understand the differences in detail.

However, we hope that the questions raised andrfadescribed in both parts of this document will

help you to know which questions to ask and to wstdad the impact of the answers you receive.

The descriptions have been prepared on the bagisilwicly available disclosure documents made
available by a selection of CCPs. We are not resiptn for, and do not accept any liability
whatsoever for, any content or omissions or insaaes contained in the information produced by
any CCP.

The Annex seeks to compare the main account typeédexels of segregation against the following
risks:

Risks used to compare each account type and | Explanation of risk
level of segregation

Transit Risk Whether you are exposed to us at any poirjt in
the process of providing or receiving margin
in respect of Client Transactions.

Fellow Client Risk Whether assets provided to tiPGn
respect of CCP Transactions related to yoy
could be used to cover losses in CCP
Transactions relating to another client.

Porting Liquidation Risk Whether, if the CCP Tracisans and assets
relating to them were to be ported, there is|a
risk that any non-cash assets would be

liquidated into cash. If this were to happen,
the value given to such assets by the CCP
may differ from what you perceive to be the
full value of the assets.

Haircut Risk Whether the value of the assets that relate|to
CCP Transactions might be reduced or not
increase by as much as you expect because
the CCP applied a haircut that did not
properly reflect the value of the asset.
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Risks used to compare each account type and
level of segregation

Explanation of risk

Valuation Mutualisation Risk

Whether the value lué issets that relate ta
CCP Transactions could be reduced or not|
increase by as much as you expect becaus
the assets posted in relation to other client

D—

CCP Transactions have decreased in value.

CCP Insolvency Risk

Whether you are exposed tans@vency or
other failure of the CCP.
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Typical client account characteristics

Net Omnibus Client Account

Gross Omnibus Client Account

Individual Client Account

Who will the CCP
Transactions

recorded in the
account relate to?

Which losses can
assets recorded in

the account be
used for?
Will the CCP

know which CCP
Transactions and
types of assets
relate to you?

Net Omnibus Client Accounts reco

assets and CCP Transactions that relaieagsets and CCP Transactions that rel

you and the assets and CCP Transact
that relate to one or more of our oth
clients.

Assets that are provided to the CCP
margin for a CCP Transaction recorded
a Net Omnibus Client Account may
used to cover any losses in that acco
whether such losses relate to the Q
Transactions relating to you or C(Q
Transactions relating to another client.

The CCP may not know which C(Q
Transactions and assets recorded in a
Omnibus Client Account relate to you.

rdsross Omnibus Client Accounts recd

dhat relate to one or more of our oth
clients.

&ssets that are provided to the CCP
imargin for the CCP Transactions recor(
bén a Gross Omnibus Client Account m
LbE used to cover any losses in that accg
Gfhether such losses relate to the G
Hransactions relating to you or C(
Transactions relating to another client.

Prhe CCP may not know which CQ
Netansactions and assets recorded
Gross Omnibus Client Account relate
you.

ablsent Account.
er

&ssets that are provided to the CCP
gdargin for CCP Transactions recorded in
utat,cover losses in that account.

CP
P

Pres

in a

to
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Net Omnibus Client Account

Gross Omnibus Client Account

Individual Client Account

Will the CCP
record the assetg
provided by value
only or will it

The CCP may identify in its records t
type of asset provided as margin for

Net Omnibus Client Account but will ng
be able to identify which type of asse

ndhe CCP may identify in its records t
hgpe of asset provided as margin for
tGross Omnibus Client Account but
rtanlikely to be able to identify anythin

h@he CCP is required to identify in its recor
hbe type of asset provided as margin for
isndividual Client Account.

g

an

identify the type | relate to any client's CCP Transactignsther than the value of the assets provifded
of asset provided?| within that Net Omnibus Client Account. | in respect of any client’'s CCP Transactions
within that Gross Omnibus Client
Account.
Will the CCP It is likely that the CCP TransactionsNo. CCP Transactions are likely to be netted,
Transactions recorded in the account will be netted.|In may not be netted against the C
recorded in the this case, CCP Transactions that relate¢ to Transactions relating to any of our oth
account be you would be netted with CCP clients.
netted? Transactions that relate to our other clignts
whose CCP Transactions are recorded in

Will the margin
be calculated on &
gross or net basis?

the same Net Omnibus Client account.

The margin will be calculated on a 1
basis.

eThe margin will be calculated on a grg

Omnibus Account (but using each su
client’s net position).

basis across all clients in the same Gro€sient Account will typically be calculate

s§he margin requirement for an Individy

cbn a net basis.

but
CP
er
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Net Omnibus Client Account

Gross Omnibus Client Account

Individual Client Account

Will you have to
enter into any
documentation or
operational
arrangements
directly with the
CcCcpP?

Transit Risk

Fellow Client Risk

Porting
Liquidation Risk

Haircut Risk

Valuation
Mutualisation
Risk

CCP
Risk

Insolvency

You may have to enter into

leg

avou may have to enter into

leg

documentation to which the CCP is paftyglocumentation to which the CCP is

It is possible but unlikely that you wi
have to set up any operation

arrangements with the CCP directly.

Iparty. It is possible but unlikely that yq
avill have to set up operation
arrangements with the CCP directly.

a¥ou may have to enter into leg
documentation to which the CCP is a pal
Ut is also possible that you will have to set

plsome operational arrangements with
CCP directly.
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How likely it is

that porting will
be achieved if w
default?
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Additional features that may be available for Individual Client Accounts

Some CCPs may offer additional Individual ClientcAants with special features that have been degigmenitigate certain of the risks identified under

“Typical account structures’above. Below is a high level overview of somels tcommon additional features. The extent to whiay risks are mitigated
by these additional features, if at all, will degeon the structures used by an individual CCP. Agdierefore, you must review the information pdad by
the CCPs in order to evaluate the actual risksow gnd you may need some professional advice. likety that these additional features will only be
available to certain types of clients that meehe@€P’s requirements. These additional featuresatreequired by EMIR. Accordingly, not all CCPsliwi
offer them nor are we obliged to facilitate acdesthem.

Additional feature

High level overview of the additional feature

Which risks might this feature
mitigate?

Extended porting period

In the event of our default, this feature has baesigned to allow more time for portir
to be achieved.

For a set period of time (decided by the CCP) felty our default, the CC
Transactions and assets that relate to you wilticoe to be held in an account whi
the CCP will identify as directly relating to yolfi.you find a back-up clearing broke
these CCP Transactions and assets will then bsféraed to one of their client accoun
If you do not find a back-up clearing broker, theyl be terminated and the close-g
value returned to you.

Where the CCP treats the Client as an interim @igdvlember, it is possible that th
CCP may expect you to contribute to the defaultifand may require additional marg
including variation margin, to be provided in respef the CCP Transactions transfert
to you.

It is possible that you may have to set up sucbwds as the CCP requires and have
ability to make payments directly to the CCP. TH@&R0Omay also have an additional |
of requirements that you will have to satisfy to dlde to use the extended porti
period.

\g’his may make porting mor
likely to be achieved.

D
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Separate custody account (ir
the name of the CCP) for the
assets that have bee
provided as margin for
positions relating to you

h

The assets relating to your positions are held egarate account (in the CCP’s nar
at the CCP’s custodian from any other assets loelthé CCP.

It is likely that you will have to enter into adidihal legal documentation with us and the

CCP.

néhis may make porting mor
likely to be achieved.

[¢)

Ability for you to keep assets
required as margin for
positions relating to you in a

It is likely that you will have to enter into adidimal legal documentation and secur|
arrangements with us and the CCP, and any custodisettlement bank used under {
structure.

ityransit Risk
his
CCP Insolvency Risk

[¢)

custody account in your
name. This additional feature may be restricted to cartgpes of non-cash assets. This may make porting mor
likely to be achieved.
The custodian may be specified by or require thp@m@l of the CCP.
There will be additional operational requirememiattyou will need to meet in order to
use this type of additional feature.
Ability for you to post | You may be able to post margin directly to the G&fRer than you posting it to us, andransit Risk

margin directly to the CCP.

us in turn posting it on to the CCP.

This form of account may require you to have aroantwith particular custodians and

settlement banks. The custodians and settlemefskae likely to be specified by th
CCP.

You will have to enter into additional legal docuntegion with us and the CCP.

There will be additional operational requirementsicli you will need to meet in ords
to use this type of additional feature.

e
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Links to CCP disclosure documents

Please note that these links have been includecbforenience only. In the event that any of them do
not work, you should contact the relevant CCP diyec

We are not responsible for, and do not accept iabjlity whatsoever for, any content or omissions o
inaccuracies contained in the information produmgdny CCP.

Eurex Clearing AG:

http://www.eurexclearing.com/clearing-en/risk-masaagnt/client-asset-protection/143894/

LCH Clearnet Ltd:

http://www.Ichclearnet.com/images/emir_account citrmes brochure tcm6-63942.pdf

LCH Clearnet SA:

http://www.Ichclearnet.com/images/emir_account ctrmes brochure tcm6-63942.pdf

Nasdag OMX:

http://www.nasdaqomx.com/europeanclearing/newsmangtdnanges/segregationportability




* Regulation (EU) No 648/2012 on OTC derivativesital counterparties and trade repositories.

2 The ESMA Questions and Answers on EMIR dated Ndwa&m2013 confirm that EU clearing members of non@CPs are not required
to comply with Article 39 when offering client ciéag on non-EU CCPs.

% This meaning is derived from Article 39(9) EMIR.

“ This description is based on Articles 39(2) an(d3EMIR.

® This description is based on Articles 39(3) an(®BEMIR.

® This paragraph uses the term “is likely to” beeatigent money might not form part of the clientmag pool where the circumstances set

out in CASS 7A.2.4(3)(c) exist. The document doatsatcommodate the concept of sub-pools as proppge@A CP 13/5 but this section
would also need to be updated to reflect themeij tivere used and a separate sub-pool disclosutersit prepared.



