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The introduction of choice of central counterparty is intended to provide more flexibility for participants
and to ensure that central counterparty services are of the highest quality and are delivered at the
lowest price through open competition between central counterparties (CCPs).

Objectives of Competitive Clearing

Turquoise is currently managing two distinct projects, one with X-Clear and one with LCH.Clearnet.
Until all aspects of each Turquoise projects, including all technical, operational, risk and legal changes
are agreed across all partnering CCPs and implemented D the Turquoise trade flow will not be
diverted to any other CCP. Diverting the Turquoise trade flow is solely at the discretion of a Turquoise
participant and their clearer. Only on achieving the success criteria for each project will Participants
be able to request any changes to their choice of CCP.

Key characteristics of competitive clearing

. Customers will have freedom of choice regarding which CCP to use.

. The central counterparties will operate on equal terms, i.e. neither CCP will operate as a Osub
CCPO of the other.

. The solution will be based on existing and/or proposed infrastructure to reduce the impact for
all stakeholders where reasonably possible.

. There will be no impact for participants that choose to keep their current clearing
arrangements.

. Routing of trade information to the relevant CCPs will be carried out by Turquoise.

. No change is expected to current settlement arrangements.

. Customers will only have to interact with their chosen CCP. It should make no difference to

them whether their trading counterparty is using the same CCP or a different one.

1. Description of competitive clearing
Scope

The scope of the service will be the same range of securities, participants and trades as today
(subject to any changes that occur before implementation).

Turquoise does not intend to change the operation of its markets as a consequence of introducing
competitive clearing. In particular, there will be no change to market hours or to the processing of
trades.

Trade feed

Turquoise will continue to send its trade feed to the relevant CCP in real time as today.

Trade routing

Each trade will be routed so that it can be processed by the relevant CCPs. Where the buyer and the
seller are using different central counterparties, the trade information will be made available to both
CCPs with the other CCP identified in place of the participant using it.

The process will create the resulting inter-central counterparty settlements; this will be invisible to
participants other than the CCPs. The routing will be based on the preferences expressed by the
participants. The routing will be static, i.e. it will not be possible for a trading participant to route
different trades to different CCPs unless they operate effectively as two different trading participants
(i.e. with different Member Ids on the trading system).
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Each CCP will be free to determine and operate its own risk management processes independently of
the other central counterparty. The CCPs do not have to operate the same methods of risk
management.

Risk management

Settlement with the central counterparties

Participants will settle with their chosen CCP.

Corporate actions and Settlement fails

It is not a requirement of competitive clearing that the two regimes are identical. The CCPs are also
free to operate other processes that would tend to improve settlement efficiency.

Default

Each CCP will operate its own protection mechanisms against the default of clearing members,
including its own approach to calculating margin levels and default fund contributions. There is no
requirement that the CCPs use identical methods or parameters in these areas.

2. Impact on market participants
Trading

There will be no impact on trading. There are no changes to TurquoiseOs messages as a result of
competitive clearing.

Membership of both CCPs

There is no requirement from Turquoise for General Clearing Members (or any other clearing
member) to be members of all central counterparties. This is entirely the decision of the clearing
member. It will be possible for a General Clearing Member to use all central counterparties with the
trades for some of its non-clearing members being cleared by one CCP and trades of the others being
cleared by the other CCP.

Changing CCP

Clearing members that choose to change their CCP will have to go through the relevant membership
processes for their new CCP and agree an effective date for the change with Turquoise and the new
CCP. Trades done before the effective date will be sent to the previous CCP. Trades done on or after
the effective date will be sent to the new CCP. The settlement of trades done before the effective date
will remain with the previous CCP and will not be transferred to the new one.

3. Implementation
Project approach

The project implementation will require changes (in systems, rules/regulations and operations) to be
made by Turquoise and the CCPs prior to the implementation of Interoperability. These are all now
subject to a project plan.

Until all aspects of the project, including all technical, operational risk and legal changes are agreed
and implemented B the Turquoise trade flow will not be diverted (at a members request) to any other
CCP.
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