Strategic Netting Utility:
LEI Counterparty Identification
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D2LT’s utility allows the streamlining of the netting determination,
providing accurate counterparty type data - linking LEls to the
legal opinions which provide coverage, in a manner that facilitates
regulatory compliance and empowers firms to optimise their RWA.

‘ REDUCE TIME AND COST BY

Close-out netting offers enormous regulatory capital benefits by reducing mark-to-market exposures.
ISDA and BIS analysis detailed a reduction of “79.3% at mid-year 2020 as a result of close-out netting”, a
reduction that has been pivotal in the exponential growth of the derivatives market over the last 30 years.
But the process in which this is done has recently attracted significant regulatory scrutiny (e.g., SOX,
s.166 & other regulatory audits).

In order to net transactions with a counterparty, a bank must satisfy
various regulatory requirements, one of which is that the bank must
have a netting agreement with the counterparty that creates a single
net amount to be paid by the one or the other party in the event that
the counterparty defaults or becomes bankrupt. This must be
supported by written and reasoned legal opinions that a court would
find the bank’s exposure to be such a net amount under the laws of
each relevant jurisdiction.

Each close-out netting determination must therefore be supported by
documentation demonstrating that due care was taken in assessing the
applicability of the legal opinions to the enforceability of the close-out
netting agreement clauses with the particular counterparty. It is not
enough to simply rely on a grid-based determination without an audit
trail demonstrating that the counterparty, the trading agreement and the
legal opinion have all been properly assessed. To assist banks in
meeting these regulatory requirements, D2LT has launched a utility
service to streamline the netting determination process, supported by
rigorous assessment methodology and counterparty specific
documentation.

Onboarding Counterparties for Close-out Netting

Each Bank conducts counterparty due diligence separately Utility — due diligence performed once per counterparty
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Regulatory capital

BCBS239 compliance
(for the measurement of
counterparty credit risk
exposure with full data
lineage).

ECB Netting Reporting
Compliance (A297 Reg
(EU) N575/2013
counterparty risk-reducing
treatment reporting and
attestation requirements).

Demonstrate regulatory
compliance through rigorous
assessment methodology
and counterparty specific
documentation.

optimisation (through
better identification of
eligible counterparty
master agreements).



Determine and document
the counterparty jurisdiction
of formation and entity type

E Counterparty Determination Report h

£ Entity determination details
ds @ Entity determination verification steps

fQ Entity determination supporting
evidence

ﬁg Relevant legal opinion links
|

FINANCIAL TIMES

November 2029
D2 Legal Technology
umber of investment banks have implemented

An
the legal data consult :
diligence service to identi¥y new tech

database with the infor,
anonymous searches.

https://www.ft.com/c
ca-bafe-bd172000d0dz 1 C028b-3575-4b

FT INTELLIGENT

"~ BUSINE
i FINALIST > 2020

IN-HOUSE
LEGAL/RISK

cy
I
03

Identify relevant close-out netting
and/or collateral enforceability
legal opinions and determine their
applicability to the counterparty

For a requested counterparty (LEI), the Utility
will determine and document the entity’s
jurisdiction of formation, form (entity type) and
ascertain the relevant industry legal opinion(s)
if any; all of which are essential precursors to
enable the effective close-out netting and
collateral enforceability determination for a
particular relationship.

Cost effective - ensuring market optimisation,
eliminating duplicative analysis across institutions

Rigorous and auditable due diligence methodology

Client confidentiality - identity of all participating
banks is kept confidential

Counterparty taxonomy to provide determination
lineage using a standard taxonomy - a foundation
for further process innovation.
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