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(Acts whose publication is not obligatory)

EUROPEAN CENTRAL BANK

GUIDELINE OF THE EUROPEAN CENTRAL BANK

of 3 February 2005

amending Guideline ECB/2000/7 on monetary policy instruments and procedures of the Eurosystem

(ECB/2005/2)

(2005/331/EC)

THE GOVERNING COUNCIL OF THE EUROPEAN CENTRAL BANK,

Having regard to the Treaty establishing the European
Community and in particular to the first indent of Article
105(2),

Having regard to the Statute of the European System of Central
Banks and of the European Central Bank and in particular
Article 12(1) and Article 14(3) in conjunction with the first
indent of Article 3(1), Article 18(2) and the first paragraph of
Article 20,

Whereas:

(1)  Achieving a single monetary policy entails defining the
instruments and procedures to be used by the
Eurosystem, consisting of the national central banks
(NCBs) of Member States that have adopted the euro
(hereinafter the participating Member States) and the
European Central Bank (ECB), in order to implement
such policy in a uniform manner throughout the
participating Member States.

() The ECB has the authority to establish the necessary
guidelines to implement the Eurosystem’s single
monetary policy and the NCBs have an obligation to act
in accordance with such guidelines.

(3)  Recent changes to the definition and implementation of
the Eurosystem’s single monetary policy need to be
reflected appropriately by replacing Annex I to the ECB
Guideline on monetary policy instruments and
procedures of the Eurosystem that is currently in force.

(4 In accordance with Article 12(1) and Article 14(3) of the
Statute, ECB guidelines form an integral part of
Community law,

HAS ADOPTED THIS GUIDELINE:

Article 1

Principles, instruments, procedures and criteria
for the implementation of the Eurosystem’s single
monetary policy

Annex [ to Guideline ECB/2000/7 of 31 August 2000 on
monetary policy instruments and procedures of the
Eurosystem (') is replaced by the Annex to this Guideline.

Article 2
Verification

The NCBs shall forward details of the texts and means by which
they intend to comply with this Guideline to the ECB by
15 March 2005 at the latest.

(1) O] L 310, 11.12.2000, p. 1. Guideline as last amended by
Guideline ECB/2003/16 (OJ L 69, 8.3.2004, p. 1).
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Atticle 3
Entry into force

This Guideline shall enter into force two days after its adoption. Article 1 shall apply from 30 May 2005.

Article 4
Addressees

This Guideline is addressed to the NCBs of participating Member States.

Done at Frankfurt am Main, 3 February 2005.
For the Governing Council of the ECB
The President of the ECB
Jean-Claude TRICHET
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ANNEX

‘ANNEX |

THE IMPLEMENTATION OF MONETARY POLICY IN THE EURO AREA
General documentation on Eurosystem monetary policy instruments and procedures

February 2005
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Introduction

This document presents the operational framework chosen by the Eurosystem () for the single monetary policy in the
euro area. The document, which forms part of the Eurosystem’s legal framework for monetary policy instruments and
procedures, is intended to serve as the “General Documentation” on the monetary policy instruments and procedures of
the Eurosystem, and is aimed, in particular, at providing counterparties with the information they need in relation to the
Eurosystem’s monetary policy framework.

The General Documentation in itself neither confers rights nor imposes obligations on counterparties. The legal
relationship between the Eurosystem and its counterparties is established in appropriate contractual or regulatory
arrangements.

This document is divided into seven chapters. Chapter 1 gives an overview of the operational framework for the
monetary policy of the Eurosystem. In Chapter 2, eligibility criteria for counterparties taking part in Eurosystem monetary
policy operations are specified. Chapter 3 describes open market operations, while Chapter 4 presents the standing
facilities available to counterparties. Chapter 5 specifies procedures applied in the execution of monetary policy
operations. In Chapter 6, the eligibility criteria for underlying assets in monetary policy operations are defined.
Chapter 7 presents the Eurosystem’s minimum reserve system.

The annexes contain examples of monetary policy operations, a glossary, criteria for the selection of counterparties for
Eurosystem foreign exchange intervention operations, a presentation of the reporting framework for the money and
banking statistics of the European Central Bank, a list of the Eurosystem websites and a description of the procedures and
sanctions to be applied in the event of non-compliance with counterparty obligations.

(") The Governing Council of the European Central Bank has agreed to use the term “Eurosystem” to denote those components of the

European System of Central Banks that carry out its basic tasks, i.e. the European Central Bank and the national central banks of
those Member States which have adopted the single currency in accordance with the Treaty establishing the European Community.
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1.2.

1.3.

CHAPTER 1

OVERVIEW OF THE MONETARY POLICY FRAMEWORK

The European System of Central Banks

The European System of Central Banks (ESCB) consists of the European Central Bank (ECB) and the national
central banks of the European Union (EU) Member States (). The activities of the ESCB are carried out in
accordance with the Treaty establishing the European Community (Treaty) and the Statute of the European
System of Central Banks and of the European Central Bank (Statute of the ESCB). The ESCB is governed by the
decision-making bodies of the ECB. In this respect, the Governing Council of the ECB is responsible for the
formulation of monetary policy, while the Executive Board is empowered to implement monetary policy
according to the decisions made and guidelines laid down by the Governing Council. To the extent deemed
possible and appropriate and with a view to ensuring operational efficiency, the ECB has recourse to the national
central banks () for carrying out the operations which form part of the tasks of the Eurosystem. The
Eurosystem’s monetary policy operations are executed under uniform terms and conditions in all Member
States (4.

Objectives of the Eurosystem

The primary objective of the Eurosystem is to maintain price stability, as defined in Article 105 of the Treaty.
Without prejudice to the primary objective of price stability, the Eurosystem has to support the general
economic policies in the European Community. In pursuing its objectives, the Eurosystem has to act in
accordance with the principle of an open market economy with free competition, favouring an efficient
allocation of resources.

Eurosystem monetary policy instruments

In order to achieve its objectives, the Eurosystem has at its disposal a set of monetary policy instruments; the
Eurosystem conducts open market operations, offers standing facilities and requires credit institutions to hold
minimum reserves on accounts with the Eurosystem.

1.3.1. Open market operations

Open market operations play an important role in the monetary policy of the Eurosystem for the purposes of
steering interest rates, managing the liquidity situation in the market and signalling the stance of monetary
policy. Five types of instruments are available to the Eurosystem for the conduct of open market operations. The
most important instrument is the reverse transaction (applicable on the basis of repurchase agreements or
collateralised loans). The Eurosystem may also use outright transactions, the issuance of debt certificates, foreign
exchange swaps and the collection of fixed-term deposits. Open market operations are initiated by the ECB, which also
decides on the instrument to be used and on the terms and conditions for its execution. They can be executed
on the basis of standard tenders, quick tenders or bilateral procedures (). With regard to their aims, regularity
and procedures, the Eurosystem’s open market operations can be divided into the following four categories (see
also Table 1):

— The main refinancing operations are regular liquidity-providing reverse transactions with a weekly frequency
and a maturity of normally one week. These operations are executed by the national central banks on the
basis of standard tenders. The main refinancing operations play a pivotal role in pursuing the purposes of
the Eurosystem’s open market operations and provide the bulk of refinancing to the financial sector.

It should be noted that the national central banks of those Member States which have not adopted the single currency in accordance
with the Treaty establishing the European Community (Treaty) retain their powers in the field of monetary policy according to
national law and are thus not involved in the conduct of the single monetary policy.

Throughout this document, the term “national central banks” refers to the national central banks of the Member States which have
adopted the single currency in accordance with the Treaty.

Throughout this document, the term “Member State” refers to a Member State which has adopted the single currency in accordance
with the Treaty.

The different procedures for the execution of Eurosystem open market operations, i.. standard tenders, quick tenders and bilateral
procedures, are specified in Chapter 5. For standard tenders, a maximum of 24 hours elapses between the tender announcement and
the certification of the allotment result. All counterparties fulfilling the general eligibility criteria specified in Section 2.1 may
participate in standard tenders. Quick tenders are executed within a time frame of 90 minutes. The Eurosystem may select a limited
number of counterparties to participate in quick tenders. The term “bilateral procedures” refers to any case in which the Eurosystem
conducts a transaction with one or a few counterparties without using tender procedures. Bilateral procedures include operations
executed through stock exchanges or market agents.
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— The longer-term refinancing operations are liquidity-providing reverse transactions with a monthly frequency
and a maturity of normally three months. These operations are aimed at providing counterparties with
additional longer-term refinancing and are executed by the national central banks on the basis of standard
tenders. In these operations, the Eurosystem does not, as a rule, intend to send signals to the market and
therefore normally acts as a rate taker.

—  Fine-tuning operations are executed on an ad hoc basis with the aim of managing the liquidity situation in the
market and steering interest rates, in particular in order to smooth the effects on interest rates caused by
unexpected liquidity fluctuations in the market. Fine-tuning operations are primarily executed as reverse
transactions, but can also take the form of outright transactions, foreign exchange swaps and the collection
of fixed-term deposits. The instruments and procedures applied in the conduct of fine-tuning operations are
adapted to the types of transactions and the specific objectives pursued in the operations. Fine-tuning
operations are normally executed by the national central banks through quick tenders or bilateral
procedures. The Governing Council of the ECB can decide whether, under exceptional circumstances, fine-
tuning bilateral operations may be executed by the ECB itself.

— In addition, the Eurosystem may carry out structural operations through the issuance of debt certificates,
reverse transactions and outright transactions. These operations are executed whenever the ECB wishes to
adjust the structural position of the Eurosystem vis-a-vis the financial sector (on a regular or non-regular
basis). Structural operations in the form of reverse transactions and the issuance of debt instruments are
carried out by the national central banks through standard tenders. Structural operations in the form of
outright transactions are executed through bilateral procedures.

Standing facilities

Standing facilities are aimed at providing and absorbing overnight liquidity, signal the general stance of monetary
policy and bound overnight market interest rates. Two standing facilities are available to eligible counterparties
on their own initiative, subject to their fulfilment of certain operational access conditions (see also Table 1):

— Counterparties can use the marginal lending facility to obtain overnight liquidity from the national central
banks against eligible assets. Under normal circumstances, there are no credit limits or other restrictions on
counterparties’ access to the facility apart from the requirement to present sufficient underlying assets. The
interest rate on the marginal lending facility normally provides a ceiling for the overnight market interest
rate.

— Counterparties can use the deposit facility to make overnight deposits with the national central banks. Under
normal circumstances, there are no deposit limits or other restrictions on counterparties’ access to the
facility. The interest rate on the deposit facility normally provides a floor for the overnight market interest
rate.

The standing facilities are administered in a decentralised manner by the national central banks.

Minimum reserves

The Eurosystem’s minimum reserve system applies to credit institutions in the euro area and primarily pursues
the aims of stabilising money market interest rates and creating (or enlarging) a structural liquidity shortage. The
reserve requirement of each institution is determined in relation to elements of its balance sheet. In order to
pursue the aim of stabilising interest rates, the Eurosystem’s minimum reserve system enables institutions to
make use of averaging provisions. Compliance with the reserve requirement is determined on the basis of the
institutions’ average daily reserve holdings over the maintenance period. Institutions’ holdings of required
reserves are remunerated at the rate of the Eurosystem’s main refinancing operations.

Counterparties

The Eurosystem’s monetary policy framework is formulated with a view to ensuring the participation of a broad
range of counterparties. Institutions subject to minimum reserve requirements according to Article 19.1 of the
Statute of the ESCB may access the standing facilities and participate in open market operations based on
standard tenders. The Eurosystem may select a limited number of counterparties to participate in fine-tuning
operations. For outright transactions, no restrictions are placed a priori on the range of counterparties. For
foreign exchange swaps conducted for monetary policy purposes, active players in the foreign exchange market
are used. The set of counterparties for these operations is limited to those institutions selected for Eurosystem
foreign exchange intervention operations which are located in the euro area.
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1.6.

Underlying assets

Pursuant to Article 18.1 of the Statute of the ESCB, all Eurosystem credit operations (i.e. liquidity-providing
operations) have to be based on adequate collateral. The Eurosystem accepts a wide range of assets to underlie its
operations. A distinction is made between two categories of eligible assets — “tier one” and “tier two” —
essentially for purposes internal to the Eurosystem. However, this distinction will be phased out gradually over
coming years to leave the Eurosystem collateral framework with a single list of eligible assets. Tier one currently
consists of marketable debt instruments fulfilling uniform euro area-wide eligibility criteria specified by the ECB.
Tier two consists of additional assets, marketable and non-marketable, which are of particular importance for
national financial markets and banking systems and for which eligibility criteria are established by the national
central banks, subject to ECB approval. No distinction is made between the two tiers with regard to the quality
of the assets and their eligibility for the various types of Eurosystem monetary policy operations (except that tier
two assets are normally not used by the Eurosystem in outright transactions). Eligible assets may be used on
a cross-border basis, by means of the correspondent central banking model (CCBM) or through eligible links
between EU securities settlement systems (SSSs), to collateralise all types of Eurosystem credit (°). All assets
eligible for Eurosystem monetary policy operations can also be used as underlying assets for intraday credit.

Modifications to the monetary policy framework
The Governing Council of the ECB may, at any time, change the instruments, conditions, criteria and procedures

for the execution of Eurosystem monetary policy operations.

TABLE 1

Eurosystem monetary policy operations

Monetary Types of transactions
pollcy Provision of | Absorption of Maturity Frequency Procedure
operations liquidi . L
iquidity liquidity
Open market operations
Main refinancing | Reverse — One week Weekly Standard tenders
operations transactions
Longer-term Reverse — Three months | Monthly Standard tenders
refinancing transactions
operations
Fine-tuning — Reverse — Reverse Non-standardised | Non-regular — Quick
operations transactions transactions tenders
— TForeign — Collection of - Bllatefial
exchange fixed-term procecures
swaps deposits
— Foreign
exchange
swaps
Outright Outright sales — Non-regular Bilateral
purchases procedures
Structural Reverse Issuance of debt |Standardised| Regular and non- | Standard tenders
operations transactions certificates non-standardised |regular
Outright Outright sales — Non-regular Bilateral
purchases procedures
Standing facilities
Marginal lending | Reverse — Overnight Access at the discretion of
facility transactions counterparties
Deposit facility |— Deposits Overnight Access at the discretion of
counterparties

(®)  See Sections 6.6.1. and 6.6.2.
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CHAPTER 2

ELIGIBLE COUNTERPARTIES

General eligibility criteria

Counterparties for Eurosystem monetary policy operations must fulfil certain eligibility criteria (). These criteria
are defined with a view to giving a broad range of institutions access to Eurosystem monetary policy operations,
enhancing equal treatment of institutions across the euro area and ensuring that counterparties fulfil certain
operational and prudential requirements:

— Only institutions subject to the Eurosystem’s minimum reserve system according to Article 19.1 of the
Statute of the ESCB are eligible to be counterparties. Institutions which are exempt from their obligations
under the Eurosystem’s minimum reserve system (see Section 7.2) are not eligible to be counterparties to
Eurosystem standing facilities and open market operations.

— Counterparties must be financially sound. They should be subject to at least one form of harmonised
EU[EEA supervision by national authorities (¥). However, financially sound institutions subject to non-
harmonised national supervision of a comparable standard can also be accepted as counterparties, e.g.
branches established in the euro area of institutions that have their head office outside the European
Economic Area (EEA).

— Counterparties must fulfil any operational criteria specified in the relevant contractual or regulatory
arrangements applied by the respective national central bank (or the ECB), so as to ensure the efficient
conduct of Eurosystem monetary policy operations.

These general eligibility criteria are uniform throughout the euro area. Institutions fulfilling the general eligibility
criteria may:

— access the Eurosystem’s standing facilities; and

— participate in Eurosystem open market operations that are based on standard tenders.

An institution may access the Eurosystem’s standing facilities and open market operations based on standard
tenders only through the national central bank of the Member State in which it is established. If an institution
has establishments (its head office or branches) in more than one Member State, each establishment has access to
these operations through the national central bank of the Member State in which it is located, notwithstanding
the fact that the bids of an institution may only be submitted by one establishment (either the head office or
a designated branch) in each Member State.

Selection of counterparties for quick tenders and bilateral operations

For outright transactions, no restrictions are placed a priori on the range of counterparties.

For foreign exchange swaps executed for monetary policy purposes, counterparties must be able to conduct
large-volume foreign exchange operations efficiently under all market conditions. The range of counterparties to
foreign exchange swaps corresponds to the counterparties located in the euro area which are selected for
Eurosystem foreign exchange intervention operations. The criteria and procedures applied for the selection of
counterparties to foreign exchange intervention operations are presented in Annex 3.

For other operations based on quick tenders and bilateral procedures (fine-tuning reverse transactions and the
collection of fixed-term deposits), each national central bank selects a set of counterparties from among the
institutions established in its Member State which fulfil the general counterparty eligibility criteria. In this respect,
activity in the money market is the prime selection criterion. Other criteria which might be taken into account
are, for example, the efficiency of the trading desk and the bidding potential.

For outright transactions, no restrictions are placed a priori on the range of counterparties.
Harmonised supervision of credit institutions is based on Directive 2000/12/EC of the European Parliament and of the Council of
20 March 2000 relating to the taking up and pursuit of the business of credit institutions (O] L 126, 26.5.2000, p. 1), as amended.
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In quick tenders and bilateral operations, the national central banks deal exclusively with the counterparties
which are included in their respective set of fine-tuning counterparties. If, for operational reasons, a national
central bank cannot deal in each operation with all of its fine-tuning counterparties, the selection of
counterparties in this Member State will be based on a rotation scheme in order to ensure equitable access.

The Governing Council of the ECB can decide whether, under exceptional circumstances, fine-tuning bilateral
operations may be carried out by the ECB itself. If the ECB were to carry out bilateral operations, the selection of
counterparties would in such cases be made by the ECB according to a rotation scheme among those
counterparties in the euro area which are eligible for quick tenders and bilateral operations in order to ensure
equitable access.

Sanctions in the event of non-compliance with counterparty obligations

The ECB shall impose sanctions, in accordance with Council Regulation (EC) No 2532/98 of 23 November 1998
concerning the powers of the European Central Bank to impose sanctions (°), European Central Bank Regulation
(EC) No 2157/1999 of 23 September 1999 on the powers of the European Central Bank to impose sanctions
(ECB/1999/4) (%), Council Regulation (EC) No 2531/98 of 23 November 1998 concerning the application of
minimum reserves by the European Central Bank (*!), as amended, and Regulation (EC) No 1745/2003 of the
European Central Bank of 12 September 2003 on the application of minimum reserves (ECB/2003/9) (*3), on
institutions which do not comply with obligations arising from ECB Regulations and Decisions relating to the
application of minimum reserves. The relevant sanctions and the procedural rules for their application are
specified in the abovementioned Regulations. In addition, in the case of serious infringements of the minimum
reserve requirements, the Eurosystem may suspend counterparties’ participation in open market operations.

In accordance with the provisions of the contractual or regulatory arrangements applied by the respective
national central bank (or by the ECB), the Eurosystem can and will impose financial penalties on counterparties
or suspend counterparties’ participation in open market operations if counterparties fail to comply with their
obligations under the contractual or regulatory arrangements applied by the national central banks (or by the
ECB) as set out below.

This relates to cases of infringement of tender rules (if a counterparty is unable to transfer a sufficient amount of
underlying assets to settle the amount of liquidity it has been allotted in a liquidity-providing operation or if it is
unable to deliver a sufficient amount of cash to settle the amount it has been allotted in a liquidity-absorbing
operation), and of bilateral transaction rules (if a counterparty is unable to deliver a sufficient amount of eligible
underlying assets or if it is unable to deliver a sufficient amount of cash to settle the amount agreed in bilateral
transactions).

This also applies to cases of non-compliance by a counterparty with the rules for the use of underlying assets (if
a counterparty is using assets which are or have become ineligible, or which may not be used by the
counterparty, e.g. owing to close links between, or the identity of, issuer/guarantor and counterparty), and to
non-compliance with the rules for end-of-day procedures and access conditions for the marginal lending facility
(if a counterparty which has a negative balance on the settlement account at the end of the day does not fulfil
the access conditions for the marginal lending facility).

In addition, a suspension measure taken vis-a-vis a non-complying counterparty may be applied to branches of
the same institution located in other Member States. Where, as an exceptional measure, this is required on
account of the seriousness of a case of non-compliance, as evidenced by its frequency or duration, for instance,
a counterparty may be suspended from all future monetary policy operations for a certain period of time.

Financial penalties imposed by national central banks in the event of non-compliance in relation to a breach of
the rules concerning tender operations, bilateral transactions, underlying assets, end-of-day procedures or the
access conditions to the marginal lending facility are calculated at a pre-specified penalty rate (as set out in
Annex 6).

Suspension or exclusion on grounds of prudence

In accordance with the provisions in the contractual or regulatory arrangements applied by the respective
national central bank (or by the ECB), the Eurosystem may suspend or exclude counterparties’ access to
monetary policy instruments on the grounds of prudence.

OJ L 318, 27.11.1998, p. 4.
OJ L 264, 12.10.1999, p. 21.
OJ L 318,27.11.1998, p. 1.

) OJ L 250, 2.10.2003, p. 10.



2.5.2005

Official Journal of the European Union

L111/13

3.1.

In addition, a suspension or exclusion of counterparties may be warranted in some of the cases which fall within
the notion of the “default” of a counterparty as defined in the contractual or regulatory arrangements applied by
the national central banks.

CHAPTER 3

OPEN MARKET OPERATIONS

Open market operations play an important role in the Eurosystem’s monetary policy, pursuing the aims of
steering interest rates, managing the liquidity situation in the market and signalling the stance of monetary
policy. With regard to their aims, regularity and procedures, Eurosystem open market operations can be divided
into four categories: main refinancing operations, longer-term refinancing operations, fine-tuning operations and
structural operations. As for the instruments used, reverse transactions are the main open market instrument of
the Eurosystem and can be employed in all four categories of operations, whereas debt certificates may be used
for structural absorption operations. In addition, the Eurosystem has three other instruments available for the
conduct of fine-tuning operations: outright transactions, foreign exchange swaps and the collection of fixed-term
deposits. In the following sections, specific features of the different types of open market instruments used by
the Eurosystem are presented in detail.

Reverse transactions

General considerations

(@ Type of instrument

Reverse transactions refer to operations where the Eurosystem buys or sells eligible assets under repurchase
agreements or conducts credit operations against eligible assets as collateral. Reverse transactions are used
for main refinancing operations and longer-term refinancing operations. In addition, the Eurosystem can use
reverse transactions for structural and fine-tuning operations.

(b) Legal nature

The national central banks may execute reverse transactions either in the form of repurchase agreements (i.e.
the ownership of the asset is transferred to the creditor, while the parties agree to reverse the transaction
through a re-transfer of the asset to the debtor at a future point in time) or as collateralised loans (i.e. an
enforceable security interest is provided over the assets but, assuming fulfilment of the debt obligation, the
ownership of the asset is retained by the debtor). Further provisions for reverse transactions based on
repurchase agreements are specified in the contractual arrangements applied by the respective national
central bank (or the ECB). Arrangements for reverse transactions based on collateralised loans take account
of the different procedures and formalities required to enable the establishment and subsequent realisation of
a relevant interest in the collateral (e.g. a pledge) which apply in different jurisdictions.

() Interest terms

The difference between the purchase price and the repurchase price in a repurchase agreement corresponds
to the interest due on the amount of money borrowed or lent over the maturity of the operation, i.e. the
repurchase price includes the respective interest to be paid. The interest rate on a reverse transaction in the
form of a collateralised loan is determined by applying the specified interest rate on the credit amount over
the maturity of the operation. The interest rate applied to Eurosystem reverse open market operations is
a simple interest rate based on the day-count convention “actual/360”".

Main refinancing operations

The main refinancing operations are the most important open market operations conducted by the Eurosystem,
playing a pivotal role in pursuing the aims of steering interest rates, managing the liquidity situation in the
market and signalling the stance of monetary policy. They also provide the bulk of refinancing to the financial
sector.

The operational features of the main refinancing operations can be summarised as follows:

— they are liquidity-providing operations;
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— they are executed regularly each week (*%);

— they normally have a maturity of one week (*%);

— they are executed in a decentralised manner by the national central banks;
— they are executed through standard tenders (as specified in Section 5.1);

— all counterparties fulfilling the general eligibility criteria (as specified in Section 2.1) may submit bids for the
main refinancing operations; and

— both tier one and tier two assets (as specified in Chapter 6) are eligible as underlying assets for the main
refinancing operations.

Longer-term refinancing operations

The Eurosystem also executes regular refinancing operations, normally with a three-month maturity, which are
aimed at providing additional longer-term refinancing to the financial sector. These operations represent only
a small part of the global refinancing volume. In these operations, the Eurosystem does not, as a rule, intend to
send signals to the market and therefore normally acts as a rate taker. Accordingly, longer-term refinancing
operations are usually executed in the form of variable rate tenders and, from time to time, the ECB indicates the
operation volume to be allotted in forthcoming tenders. Under exceptional circumstances, the Eurosystem may
also execute longer-term refinancing operations through fixed rate tenders.

The operational features of the longer-term refinancing operations can be summarised as follows:
— they are liquidity-providing operations;

— they are executed regularly each month (*°);

— they normally have a maturity of three months (*°);

— they are executed in a decentralised manner by the national central banks;

— they are executed through standard tenders (as specified in Section 5.1);

— all counterparties fulfilling the general eligibility criteria (as specified in Section 2.1) may submit bids for the
longer-term refinancing operations; and

— Dboth tier one and tier two assets (as specified in Chapter 6) are eligible as underlying assets for the longer-
term refinancing operations.

Fine-tuning reverse operations

The Eurosystem can execute fine-tuning operations in the form of reverse open market transactions. Fine-tuning
operations aim to manage the liquidity situation in the market and to steer interest rates, in particular in order to
smooth the effects on interest rates caused by unexpected liquidity fluctuations in the market. The potential need
for rapid action in the case of unexpected market developments makes it desirable to retain a high degree of
flexibility in the choice of procedures and operational features in the conduct of these operations.

The operational features of the fine-tuning reverse operations can be summarised as follows:
— they can take the form of liquidity-providing or liquidity-absorbing operations;
— their frequency is not standardised;

— their maturity is not standardised;

(*’) The main and the longer-term refinancing operations are executed in accordance with the Eurosystem’s pre-announced tender

operations calendar (see also Section 5.1.2), which can be found on the ECB’s website (www.ecb.int), as well as on the Eurosystem
websites (see Annex 5).

() The maturity of the main and the longer-term refinancing operations may occasionally vary depending on, inter alia, bank holidays in
Member States.

(**) See footnote 13.

("% See footnote 14.
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liquidity-providing fine-tuning reverse transactions are normally executed through quick tenders, although
the possibility of using bilateral procedures is not excluded (see Chapter 5);

liquidity-absorbing fine-tuning reverse transactions are executed, as a rule, through bilateral procedures (as
specified in Section 5.2);

these operations are normally executed in a decentralised manner by the national central banks (the
Governing Council of the ECB can decide whether, under exceptional circumstances, bilateral fine-tuning
reverse operations may be executed by the ECB);

the Eurosystem may select, according to the criteria specified in Section 2.2, a limited number of
counterparties to participate in fine-tuning reverse operations; and

both tier one and tier two assets (as specified in Chapter 6) are eligible as underlying assets for fine-tuning
reverse operations.

Structural reverse operations

The Eurosystem may execute structural operations in the form of reverse open market transactions aimed at
adjusting the structural position of the Eurosystem vis-a-vis the financial sector.

The operational features of these operations can be summarised as follows:

they are liquidity-providing operations;

their frequency can be regular or non-regular;

their maturity is not standardised a priori;

they are executed through standard tenders (as specified in Section 5.1);
they are executed in a decentralised manner by the national central banks;

all counterparties fulfilling the general eligibility criteria (as specified in Section 2.1) may submit bids for
structural reverse operations; and

both tier one and tier two assets (as specified in Chapter 6) are eligible as underlying assets for structural
reverse operations.

Outright transactions

(@)

Type of instrument

Outright open market transactions refer to operations where the Eurosystem buys or sells eligible assets
outright on the market. Such operations are executed only for structural and fine-tuning purposes.

Legal nature

An outright transaction implies a full transfer of ownership from the seller to the buyer with no connected
reverse transfer of ownership. The transactions are executed in accordance with the market conventions for
the debt instrument used in the transaction.

Price terms

In the calculation of prices, the Eurosystem acts in accordance with the most widely accepted market
convention for the debt instruments used in the transaction.

Other operational features
The operational features of Eurosystem outright transactions can be summarised as follows:

— they can take the form of liquidity-providing (outright purchase) or liquidity-absorbing (outright sale)
operations;
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— their frequency is not standardised;
— they are executed through bilateral procedures (as specified in Section 5.2);

— they are normally executed in a decentralised manner by the national central banks (the Governing
Council of the ECB can decide whether, under exceptional circumstances, fine-tuning outright
operations may be executed by the ECB);

— no restrictions are placed a priori on the range of counterparties to outright transactions; and

— only tier one instruments (as specified in Section 6.1) are normally used as underlying assets in outright
transactions.

Issuance of ECB debt certificates

@)

(d)

Type of instrument

The ECB may issue debt certificates with the aim of adjusting the structural position of the Eurosystem vis-a-
vis the financial sector so as to create (or enlarge) a liquidity shortage in the market.

Legal nature

The certificates constitute a debt obligation of the ECB vis-a-vis the holder of the certificate. The certificates
are issued and held in book-entry form in securities depositories in the euro area. The ECB does not impose
any restrictions on the transferability of the certificates. Further provisions related to ECB debt certificates
will be contained in the terms and conditions for such certificates.

Interest terms

The certificates are issued at a discount, i.c. they are issued at below the nominal amount and are redeemed
at maturity at the nominal amount. The difference between the issue amount and the redemption amount
equals the interest accrued on the issue amount, at the agreed interest rate, over the maturity of the
certificate. The interest rate applied is a simple interest rate based on the day-count convention “actual/360".
The calculation of the issue amount is shown in Box 1.

BOX 1

Issuance of ECB debt certificates

. ) 1
The issue amount is: Pr=Nx ——
1+ rxD
36000
where:

N = nominal amount of the debt certificate
r; = interest rate (as a %)
D = maturity of the debt certificate (in days)

P; = issue amount of the debt certificate

Other operational features
The operational features of the issuance of ECB debt certificates can be summarised as follows:
— the certificates are issued in order to absorb liquidity from the market;

— the certificates can be issued on a regular or non-regular basis;
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— the certificates have a maturity of less than 12 months;

— the certificates are issued through standard tenders (as specified in Section 5.1);

— the certificates are tendered and settled in a decentralised manner by the national central banks; and

— all counterparties fulfilling the general eligibility criteria (as specified in Section 2.1) may submit bids for
the subscription of ECB debt certificates.

Foreign exchange swaps

@)

Type of instrument

Foreign exchange swaps executed for monetary policy purposes consist of simultaneous spot and forward
transactions in euro against a foreign currency. They are used for fine-tuning purposes, mainly with the aim
of managing the liquidity situation in the market and steering interest rates.

Legal nature

Foreign exchange swaps executed for monetary policy purposes refer to operations where the Eurosystem
buys (or sells) euro spot against a foreign currency and, at the same time, sells (or buys) it back in a forward
transaction at a specified repurchase date. Further provisions for foreign exchange swaps are specified in the
contractual arrangement applied by the respective national central bank (or the ECB).

Currency and exchange rate terms

As a rule, the Eurosystem operates only in widely traded currencies and in accordance with standard market
practice. In each foreign exchange swap operation, the Eurosystem and the counterparties agree on the swap
points for the transaction. The swap points are the difference between the exchange rate of the forward
transaction and the exchange rate of the spot transaction. The swap points of the euro vis-a-vis the foreign
currency are quoted according to general market conventions. The exchange rate terms of foreign exchange
swaps are specified in Box 2.

BOX 2

Foreign exchange swaps

S = spot (on the transaction date of the foreign exchange swap) of the exchange rate between
the euro (EUR) and a foreign currency ABC

_xXABC
" 1xEUR

Fy = forward exchange rate between the euro and a foreign currency ABC on the repurchase
date of the swap (M)

_yXABC
" 1xEUR

M

Ay = forward points between the euro and ABC on the repurchase date of the swap (M)
Ay=Fy—S
N() = spot amount of currency; N(.)y is the forward amount of currency:

N(ABC) = N(EUR) x S or N(EUR) = Y459

N(ABC), = N(EUR), x Fy or N(EUR),, = M42%
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(d) Other operational features

The operational features of foreign exchange swaps can be summarised as follows:

— they can take the form of liquidity-providing or liquidity-absorbing operations;

— their frequency is not standardised;

— their maturity is not standardised;

— they are executed through quick tenders or bilateral procedures (see Chapter 5);

— they are normally executed in a decentralised manner by the national central banks (the Governing
Council of the ECB can decide whether, under exceptional circumstances, bilateral foreign exchange

swaps may be executed by the ECB); and

— the Eurosystem may select, according to the criteria specified in Section 2.2 and Annex 3, a limited
number of counterparties to participate in foreign exchange swaps.

3.5. Collection of fixed-term deposits
(@ Type of instrument
The Eurosystem may invite counterparties to place remunerated fixed-term deposits with the national central
bank in the Member State in which the counterparty is established. The collection of fixed-term deposits is
envisaged only for fine-tuning purposes in order to absorb liquidity in the market.

(b) Legal nature

The deposits accepted from counterparties are for a fixed term and with a fixed rate of interest. No collateral
is given by the national central banks in exchange for the deposits.

() Interest terms

The interest rate applied to the deposit is a simple interest rate based on the day-count convention
“actual/360”. Interest is paid at maturity of the deposit.

(d) Other operational features
The operational features of the collection of fixed-term deposits can be summarised as follows:
— the deposits are collected in order to absorb liquidity;
— the frequency with which deposits are collected is not standardised;
— the maturity of the deposits is not standardised;

— the collection of deposits is normally executed through quick tenders, although the possibility of using
bilateral procedures is not excluded (see Chapter 5);

— the collection of deposits is normally executed in a decentralised manner by the national central banks
(the Governing Council of the ECB can decide whether, under exceptional circumstances, the bilateral
collection of fixed-term deposits (') may be executed by the ECB); and

— the Eurosystem may select, according to the criteria specified in Section 2.2, a limited number of
counterparties for the collection of fixed-term deposits.

(") Fixed-term deposits are held on accounts with the national central banks; this would be the case even if such operations were to be

executed in a centralised manner by the ECB.
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CHAPTER 4

STANDING FACILITIES

The marginal lending facility

(@)

Type of instrument

Counterparties may use the marginal lending facility to obtain overnight liquidity from national central
banks at a pre-specified interest rate against eligible assets (as set out in Chapter 6). The facility is intended
to satisfy counterparties’ temporary liquidity needs. Under normal circumstances, the interest rate on the
facility provides a ceiling for the overnight market interest rate. The terms and conditions of the facility are
identical throughout the euro area.

Legal nature

The national central banks may provide liquidity under the marginal lending facility either in the form of
overnight repurchase agreements (i.e. the ownership of the asset is transferred to the creditor, while the
parties agree to reverse the transaction through a re-transfer of the asset to the debtor on the next business
day) or as overnight collateralised loans (i.e. an enforceable security interest is provided over the assets but,
assuming fulfilment of the debt obligation, ownership of the asset is retained by the debtor). Further
provisions for repurchase agreements are specified in the contractual arrangements applied by the respective
national central bank. Arrangements for providing the liquidity in the form of collateralised loans take
account of the different procedures and formalities required to enable the establishment and subsequent
realisation of a relevant interest in the collateral (a pledge) which apply in different jurisdictions.

Access conditions

Institutions fulfilling the general counterparty eligibility criteria specified in Section 2.1 may access the
marginal lending facility. Access to the marginal lending facility is granted through the national central bank
in the Member State in which the institution is established. Access to the marginal lending facility is granted
only on days when the relevant national real-time gross settlement (RTGS) system and the relevant SSS(s)
are operational.

At the end of each business day, counterparties’ intraday debit positions on their settlement account with
the national central banks are automatically considered to be a request for recourse to the marginal lending
facility. The procedures for end-of-day access to the marginal lending facility are specified in Section 5.3.3.

A counterparty may also be granted access to the marginal lending facility by sending a request to the
national central bank in the Member State in which the counterparty is established. For the national central
bank to process the request on the same day, the request must be received by the national central bank at
the latest 30 minutes after the actual closing time of TARGET (*%), (*°). As a general rule, the closing time
for the TARGET system is 6 p.m. ECB time (C.E.T.). The deadline for requesting access to the marginal
lending facility is postponed by an additional 30 minutes on the last Eurosystem business day of a reserve
maintenance period. In the request, the amount of credit must be stated and, if underlying assets for the
transaction have not already been pre-deposited with the national central bank, the underlying assets to be
delivered for the transaction must be specified.

Apart from the requirement to present sufficient underlying eligible assets, there is no limit to the amount
of funds that can be advanced under the marginal lending facility.

(**) In some Member States, the national central bank (or some of its branches) may not be open for the purpose of conducting monetary

policy operations on certain Eurosystem business days owing to national or regional bank holidays. In such cases, the relevant
national central bank is responsible for informing the counterparties in advance of the arrangements to be made for access to the
marginal lending facility in relation to the bank holiday.

(**) TARGET closing days are announced on the ECB’s website (www.ecb.int), as well as on the Eurosystem websites (see Annex 5).
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(d) Maturity and interest terms

The maturity of credit extended under the facility is overnight. For counterparties participating directly in
TARGET, the credit is repaid on the next day on which the relevant national RTGS system and the relevant
SSS(s) are operational, at the time at which those systems open.

The interest rate is announced in advance by the Eurosystem and is calculated as a simple interest rate based
on the day-count convention “actual/360”. The ECB may change the interest rate at any time, effective, at
the earliest, from the following Eurosystem business day (*°). Interest under the facility is payable with the
repayment of the credit.

() Suspension of the facility

Access to the facility is granted only in accordance with the objectives and general monetary policy
considerations of the ECB. The ECB may adapt the conditions of the facility or suspend it at any time

The deposit facility
(@ Type of instrument

Counterparties can use the deposit facility to make overnight deposits with national central banks. The
deposits are remunerated at a pre-specified interest rate. Under normal circumstances, the interest rate on
the facility provides a floor for the overnight market interest rate. The terms and conditions of the deposit
facility are identical throughout the euro area (*').

(b) Legal nature

The overnight deposits accepted from counterparties are remunerated at a fixed rate of interest. No collateral
is given to the counterparty in exchange for the deposits.

() Access conditions (*)

Institutions fulfilling the general counterparty eligibility criteria specified in Section 2.1 may access the
deposit facility. Access to the deposit facility is granted through the national central bank in the Member
State in which the institution is established. Access to the deposit facility is granted only on days when the
relevant national RTGS system is open.

To be granted access to the deposit facility, the counterparty must send a request to the national central
bank in the Member State in which the counterparty is established. For the national central bank to process
the request on the same day, the request must be received by the national central bank at the latest
30 minutes after the actual closing time of TARGET, which is, as a general rule, 6 p.m. ECB time
(CET) (*}), (*%. The deadline for requesting access to the deposit facility is postponed by an additional
30 minutes on the last Eurosystem business day of a reserve maintenance period. In the request, the amount
to be deposited under the facility is to be stated.

There is no limit to the amount a counterparty may deposit under the facility.
(d) Maturity and interest terms

The maturity of deposits under the facility is overnight. For counterparties participating directly in TARGET,
deposits held under the facility mature on the next day on which the relevant national RTGS system is
operational, at the time at which this system opens.

Throughout this document, the term “Eurosystem business day” refers to any day on which the ECB and at least one national central
bank are open for the purpose of conducting Eurosystem monetary policy operations.

Operational differences resulting from the existence of different account structures in the national central banks may exist across euro
area countries.

Owing to the existence of different account structures across the national central banks, the ECB may allow national central banks to
apply access conditions which are slightly different from those referred to here. The national central banks will provide information
on any such deviations from the access conditions described in this document.

In some Member States, the national central bank (or some of its branches) may not be open for the purpose of conducting
Eurosystem monetary policy operations on certain Eurosystem business days owing to national or regional bank holidays. In such
cases, the relevant national central bank is responsible for informing the counterparties in advance of the arrangements to be made
for access to the deposit facility in relation to the bank holiday.

TARGET closing days are announced on the ECB’s website (www.ecb.int), as well as on the Eurosystem websites (see Annex 5).
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The interest rate is announced in advance by the Eurosystem and is calculated as a simple interest rate based
on the day-count convention “actual/360”. The ECB may change the interest rate at any time, effective, at
the earliest, from the following Eurosystem business day. Interest on the deposits is payable on maturity of
the deposit.

() Suspension of the facility

Access to the facility is granted only in accordance with the objectives and general monetary policy
considerations of the ECB. The ECB may adapt the conditions of the facility or suspend it at any time.

CHAPTER 5

PROCEDURES

Tender procedures

General considerations

Eurosystem open market operations are normally executed in the form of tender procedures. The Eurosystem’s
tender procedures are performed in six operational steps, as specified in Box 3.

The Eurosystem distinguishes between two different types of tender procedures: standard tenders and quick
tenders. The procedures for standard and quick tenders are identical except for the time frame and the range of
counterparties.

BOX 3
Operational steps in tender procedures
Step 1 Tender announcement
(a) Announcement by the ECB through public wire services

(b) Announcement by the national central banks through national wire services and
directly to individual counterparties (if deemed necessary)

Step 2 Counterparties’ preparation and submission of bids
Step 3 Compilation of bids by the Eurosystem
Step 4 Tender allotment and announcement of tender results
(a) ECB allotment decision
(b) Announcement of the allotment result
Step 5 Certification of individual allotment results

Step 6 Settlement of the transactions (see Section 5.3)

(@) Standard tenders

For standard tenders, a maximum of 24 hours elapses from the announcement of the tender to the
certification of the allotment result (where the time between the submission deadline and the announcement
of the allotment result is approximately two hours). Chart 1 gives an overview of the normal time frame for
the operational steps for standard tenders. The ECB may decide to adjust the time frame in individual
operations, if deemed appropriate.
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The main refinancing operations, the longer-term refinancing operations and structural operations (with the
exception of outright transactions) are always executed in the form of standard tenders. Counterparties
fulfilling the general eligibility criteria specified in Section 2.1 may participate in standard tenders.

CHART 1

Normal time frame for the operational steps in standard tenders

T-1 Trade day (T) |[T+1
dpm. Gam. 10 a.m. 11 am.
30 45 15 30 0 45 15 30 45 15 30 45 15 30
llllllllllll illlllllllll lIlllTlllllIlllll [
1a 1b
T A
2
3
4a
b 5 ——
3
3.30 p.m. 9.30 a.m. 11.15a.m.
Tender Deadline for counterparties’ Announcement
announcement submission of bids of tender results

Notes: Times are given in ECB time (C.E.T.) and the figures refer to the operational steps defined in Box 3.

Quick tenders

Quick tenders are normally executed within 90 minutes of the announcement of the tender, with
certification taking place immediately after the announcement of the allotment result. The normal time
frame for the operational steps for quick tenders is specified in Chart 2. The ECB may decide to adjust the
time frame in individual operations, if deemed appropriate. Quick tenders are only used for the execution of
fine-tuning operations. The Eurosystem may select, according to the criteria and procedures specified in
Section 2.2, a limited number of counterparties to participate in quick tenders.

CHART 2

Normal time frame for the operational steps in quick tenders
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Note: The figures refer to the operational steps defined in Box 3.
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(©

Fixed rate and variable rate tenders

The Eurosystem has the option of conducting either fixed rate (volume) or variable rate (interest) tenders. In
a fixed rate tender, the ECB specifies the interest rate in advance and participating counterparties bid the
amount of money they want to transact at the fixed interest rate (*°). In a variable rate tender, counterparties
bid the amounts of money and the interest rates at which they want to enter into transactions with the
national central banks (*%).

Tender operations calendar

@)

Main and longer-term refinancing operations

The main and the longer-term refinancing operations are executed according to an indicative calendar
published by the Eurosystem (*’). The calendar is published at least three months before the start of the year
for which it is valid. The normal trade days for the main and the longer-term refinancing operations are
specified in Table 2. The ECB aims to ensure that counterparties in all Member States can participate in the
main and the longer-term refinancing operations. Therefore, when compiling the calendar for these
operations, the ECB makes appropriate adjustments to the normal schedule to take into account bank
holidays in the individual Member States.

TABLE 2

Normal trade days for the main and the longer-term refinancing operations

Type of operation Normal trade day (T)

Main refinancing operations Each Tuesday

Longer-term refinancing operations The last Wednesday of each calendar month (')

(') Owing to the Christmas period, the December operation is brought forward, normally by one week, i.e. to the preceding
Wednesday of the month.

Structural operations

Structural operations through standard tenders are not executed according to any pre-specified calendar.
However, they are normally conducted and settled only on days which are NCB business days (**) in all
Member States.

Fine-tuning operations

Fine-tuning operations are not executed according to any pre-specified calendar. The ECB may decide to
conduct fine-tuning operations on any Eurosystem business day. Only national central banks of Member
States in which the trade day, the settlement day and the reimbursement day are NCB business days
participate in such operations.

Announcement of tender operations

Eurosystem standard tenders are publicly announced by means of wire services. In addition, national central
banks may announce the tender operation directly to counterparties without access to wire services. The public
tender announcement message normally contains the following information:

the reference number of the tender operation;
the date of the tender operation;

the type of operation (provision or absorption of liquidity and the type of monetary policy instrument to be
used);

(**) In fixed rate foreign exchange swap tenders, the ECB fixes the swap points of the operation and the counterparties offer the amount
of currency kept fixed that they wish to sell (and buy back) or buy (and sell back) at that rate.

(*%) In variable rate foreign exchange swap tenders, the counterparties bid the amount of the currency kept fixed and the swap point
quotation at which they wish to enter into the operation.

(*’) The calendar for the Eurosystem’s tender operations can be found on the ECB's website (www.ecb.int), as well as on the Eurosystem
websites (see Annex 5).

(**) Throughout this document, the term “NCB business day” refers to any day on which the national central bank of a specific Member
State is open for the purpose of conducting Eurosystem monetary policy operations. In some Member States, branches of the national
central bank may be closed on NCB business days owing to local or regional bank holidays. In such cases, the relevant national
central bank is responsible for informing the counterparties in advance of the arrangements to be made for transactions involving
those branches.
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— the maturity of the operation;

— the type of auction (fixed rate or variable rate tender);

— the method of allotment (“Dutch” or “American” auction, as defined in Section 5.1.5);

— the intended operation volume (normally only in the case of longer-term refinancing operations);
— the fixed tender interest rate/price/swap point (in the case of fixed rate tenders);

— the minimum/maximum accepted interest rate[price[swap point (if applicable);

— the start date and maturity date of the operation (if applicable) or the value date and maturity date of the
instrument (in the case of the issuance of debt certificates);

— the currencies involved and the currency, the amount of which is kept fixed (in the case of foreign exchange
swaps);

— the reference spot exchange rate to be used for the calculation of bids (in the case of foreign exchange
swaps);

— the maximum bid limit (if any);

— the minimum individual allotment amount (if any);

— the minimum allotment ratio (if any);

— the time schedule for the submission of bids;

— the denomination of the certificates (in the case of the issuance of debt certificates); and
— the ISIN code of the issue (in the case of the issuance of debt certificates).

With a view to enhancing transparency in its fine-tuning operations, the Eurosystem normally announces quick
tenders publicly in advance. However, under exceptional circumstances, the ECB may decide not to announce
quick tenders publicly in advance. The announcement of quick tenders follows the same procedures as those for
standard tenders. In a quick tender, regardless of whether it is announced publicly or not, the selected
counterparties are contacted directly by the national central banks.

Preparation and submission of bids by counterparties

Counterparties’ bids must be in a form that follows the pro forma example provided by the national central
banks for the relevant operation. The bids must be submitted to the national central bank of a Member State in
which the institution has an establishment (head office or branch). The bids of an institution may only be
submitted by one establishment (either the head office or a designated branch) in each Member State.

In fixed rate tenders, counterparties must state in their bids the amount of money that they are willing to
transact with the national central banks (*%).

In variable rate tenders, counterparties may submit bids for up to ten different interest rate/price/swap point
levels. In each bid, they must state the amount of money that they are willing to transact with the national
central banks and the respective interest rate (*), (*'). The interest rates bid must be expressed as multiples of
0,01 percentage point. In the case of a variable rate foreign exchange swap tender, the swap points must be
quoted according to standard market conventions and bids must be expressed as multiples of 0,01 swap point.

(**) In fixed rate foreign exchange swaps, the amount of the currency kept fixed that the counterparty is willing to transact with the

Eurosystem must be stated.

(*°) With regard to the issuance of ECB debt certificates, the ECB may decide that bids are to be expressed in the form of a price rather
than an interest rate. In such cases, prices must be quoted as a percentage of the nominal amount.

(*") In variable rate foreign exchange swaps, the amount of the currency kept fixed that the counterparty is willing to transact with the
Eurosystem and the respective swap point level must be stated.
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For the main refinancing operations, the minimum bid amount is EUR 1 000 000. Bids exceeding this amount
must be expressed as multiples of EUR 100 000. The same minimum bid and multiple amounts are applied in
fine-tuning and structural operations. The minimum bid amount is applied to each individual interest rate/price/
swap point level.

For the longer-term refinancing operations, each national central bank defines a minimum bid amount in the
range from EUR 10 000 to EUR 1000 000. Bids exceeding the defined minimum bid amount must be
expressed as multiples of EUR 10 000. The minimum bid amount is applied to each individual interest rate level.

The ECB may impose a maximum bid limit in order to prevent disproportionately large bids. Any such
maximum bid limit is always specified in the public tender announcement message.

Counterparties are expected always to be in a position to cover the amounts allotted to them by a sufficient
amount of eligible underlying assets (*». The contractual or regulatory arrangements applied by the respective
national central bank allow the imposition of penalties if a counterparty is unable to transfer a sufficient amount
of underlying assets or cash to settle the amount it has been allotted in a tender operation.

Bids are revocable up to the tender submission deadline. Bids submitted after the deadline specified in the tender
announcement message are invalid. Respect of the deadline is judged by the national central banks. The national
central banks discard all the bids of a counterparty if the aggregate amount bid exceeds any maximum bid limit
established by the ECB. The national central banks also discard any bid which is below the minimum bid
amount or which is below any minimum or above any maximum accepted interest rate/price/[swap point.
Furthermore, the national central banks may discard bids which are incomplete or which do not follow the pro
forma example. If a bid is discarded, the respective national central bank informs the counterparty about its
decision prior to the tender allotment.

Tender allotment procedures
(@ Fixed rate tender operations

In the allotment of a fixed rate tender, the bids received from counterparties are added together. If the
aggregate amount bid exceeds the total amount of liquidity to be allotted, the submitted bids will be satisfied
pro rata, according to the ratio of the amount to be allotted to the aggregate amount bid (see Box 4). The
amount allotted to each counterparty is rounded to the nearest euro. However, the ECB may decide to allot
a minimum amount/ratio to each bidder in fixed rate tenders.

BOX 4
Allotment of fixed rate tenders
The percentage of allotment is:

A
all% = ra—

D a
=1

The amount allotted to the ith counterparty is:

all; = all% x (a;)
where:
A = total amount allotted
n = total number of counterparties
a, = bid amount of the ith counterparty
all% = percentage of allotment
all, = total amount allotted to the ith counterparty

(*% Or to settle in cash in the case of liquidity-absorbing operations.
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Variable rate tenders in euro

In the allotment of liquidity-providing variable rate tenders in euro, bids are listed in diminishing order of
offered interest rates. Bids with the highest interest rate levels are satisfied first and subsequently bids with
successively lower interest rates are accepted until the total liquidity to be allotted is exhausted. If, at the
lowest interest rate level accepted (i.e. the marginal interest rate), the aggregate amount bid exceeds the
remaining amount to be allotted, the remaining amount is allocated pro rata among the bids according to
the ratio of the remaining amount to be allotted to the total amount bid at the marginal interest rate (see
Box 5). The amount allotted to each counterparty is rounded to the nearest euro.

BOX 5
Allotment of variable rate tenders in euro
(the example refers to bids quoted in the form of interest rates)

The percentage of allotment at the marginal interest rate is:

A— mzj: a(rs)

all%(ry) = T —

The allotment to the ith counterparty at the marginal interest rate is:
all(r); = all% (1) * a(rm);

The total amount allotted to the ith counterparty is:

m—1
all; =y " a(r); + all(r);
s=1
where:
A = total amount allotted
I, = sth interest rate bid by the counterparties
n = total number of counterparties
a(r); = amount bid at the sth interest rate (r,) by the ith counterparty
a(r) = total amount bid at the sth interest rate (r,)
n
a(rg) = ) alr);
=1

I = marginal interest rate:

1 2 15 2 1y for a liquidity-providing tender

m 2 15 2 17 for a liquidity-absorbing tender
Tyt = interest rate before the marginal interest rate (last interest rate at which bids are

completely satisfied):

'm—1 > I'ny for a liquidity-providing tender

'm > Tym—1 for a liquidity-absorbing tender
all%(r,) = percentage of allotment at the marginal interest rate

all%(r); = allotment to the ith counterparty at the sth interest rate

all; = total amount allotted to the ith counterparty
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In the allotment of liquidity-absorbing variable rate tenders (which may be used for the issuance of debt
certificates and the collection of fixed-term deposits), bids are listed in increasing order of offered interest
rates (or diminishing order of offered prices). Bids with the lowest interest rate (highest price) levels are
satisfied first and subsequently bids with successively higher interest rates (lower price bids) are accepted
until the total liquidity to be absorbed is exhausted. If, at the highest interest rate (lowest price) level
accepted (i.e. the marginal interest rate/price), the aggregate bid amount exceeds the remaining amount to be
allotted, the remaining amount is allocated pro rata among the bids according to the ratio of the remaining
amount to be allotted to the total bid amount at the marginal interest rate/price (sece Box 5). For the
issuance of debt certificates, the amount allotted to each counterparty is rounded to the nearest multiple of
the denomination of the debt certificates. For other liquidity-absorbing operations, the amount allotted to
each counterparty is rounded to the nearest euro.

The ECB may decide to allot a minimum amount to each successful bidder in variable rate tenders.

() Variable rate foreign exchange swap tenders

In the allotment of liquidity-providing variable rate foreign exchange swap tenders, bids are listed in
increasing order of swap point quotations (**). The bids with the lowest swap point quotations are satisfied
first and subsequently successively higher swap point quotations are accepted until the total amount of the
fixed currency to be allotted is exhausted. If, at the highest swap point quotation accepted (i.e. the marginal
swap point quotation), the aggregate amount bid exceeds the remaining amount to be allotted, the
remaining amount is allocated pro rata among the bids according to the ratio of the remaining amount to
be allotted to the total amount bid at the marginal swap point quotation (see Box 6). The amount allotted
to each counterparty is rounded to the nearest euro.

BOX 6
Allotment of variable rate foreign exchange swap tenders

The percentage of allotment at the marginal swap point quotation is:

m—1
A= a(dy)
%(A - s=1
all%(Am) e
The allotment to the ith counterparty at the marginal swap point quotation is:
all(A); = all%(Am) * a(Am);

The total amount allotted to the ith counterparty is:

m—1

all; = > " a(Ay); + all(An);

5=

where:

A = total amount allotted

A, = sth swap point quotation bid by the counterparties

n = total number of counterparties

a(A); = amount bid at the sth swap point quotation (A,) by the ith counterparty

(**) Swap point quotations are listed in increasing order, taking into account the sign of the quotation, which depends on the sign of the

interest rate differential between the foreign currency and the euro. If, for the maturity of the swap, the foreign currency interest rate
is higher than the corresponding interest rate for the euro, the swap point quotation is positive (i.e. the euro is quoted at a premium
to the foreign currency). Conversely, if the foreign currency interest rate is lower than the corresponding interest rate for the euro, the
swap point quotation is negative (i.e. the euro is quoted at a discount to the foreign currency).
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a(A) = total amount bid at the sth swap point quotation (A,

A = marginal swap point quotation:
A 2 A 2 Aq for a liquidity-providing foreign exchange swap
Aq 2 A 2 Ay, for a liquidity-absorbing foreign exchange swap

A,. = swap point quotation before the marginal swap point quotation (last swap point
quotation at which bids are completely satisfied):

Ay > Ay for a liquidity-providing foreign exchange swap

Ap—1 > Ay, for a liquidity-absorbing foreign exchange swap
all%(A,) = percentage of allotment at the marginal swap point quotation
all(r); = allotment to the ith counterparty at the sth swap point quotation

all; = total amount allotted to the ith counterparty

In the allotment of liquidity-absorbing variable rate foreign exchange swap tenders, bids are listed in
diminishing order of offered swap point quotations. The bids with the highest swap point quotations are
satisfied first and subsequently successively lower swap point quotations are accepted until the total amount
of the fixed currency to be absorbed is exhausted. If, at the lowest swap point quotation accepted (i.e. the
marginal swap point quotation), the aggregate amount bid exceeds the remaining amount to be allotted, the
remaining amount is allocated pro rata among the bids according to the ratio of the remaining amount to
be allotted to the total amount bid at the marginal swap point quotation (see Box 6). The amount allotted
to each counterparty is rounded to the nearest euro.

Type of auction

For variable rate tenders, the Eurosystem may apply either single rate or multiple rate auction procedures. In
a single rate auction (Dutch auction), the allotment interest rate/price/swap point applied for all satisfied bids
is equal to the marginal interest rate/price/swap point (i.e. that at which the total allotment is exhausted). In
a multiple rate auction (American auction), the allotment interest rate/price/swap point is equal to the
interest rate/price/swap point offered for each individual bid.

Announcement of tender results

The results of standard and quick tenders are announced publicly by means of wire services. In addition, national
central banks may announce the allotment result directly to counterparties without access to wire services. The
public tender result message normally contains the following information:

the reference number of the tender operation;

the date of the tender operation;

the type of operation;

the maturity of the operation;

the total amount bid by Eurosystem counterparties;

the number of bidders;
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the currencies involved (in the case of foreign exchange swaps);

the total amount allotted;

the percentage of allotment (in the case of fixed rate tenders);

the spot exchange rate (in the case of foreign exchange swaps);

the marginal interest rate/price/swap point accepted and the percentage of allotment at the marginal interest
rate/price/swap point (in the case of variable rate tenders);

the minimum bid rate, maximum bid rate and weighted average allotment rate (in the case of multiple rate
auctions);

the start date and maturity date of the operation (if applicable) or the value date and maturity date of the
instrument (in the case of the issuance of debt certificates);

the minimum individual allotment amount (if any);

the minimum allotment ratio (if any);

the denomination of the certificates (in the case of the issuance of debt certificates); and

the ISIN code of the issue (in the case of the issuance of debt certificates).

The national central banks will directly certify the individual allotment result to successful counterparties.

Procedures for bilateral operations

(@)

General considerations

The national central banks may execute operations on the basis of bilateral procedures (*%). These procedures
may be used for fine-tuning open market operations and structural outright operations. They are defined in
a broad sense as any procedures where the Eurosystem conducts a transaction with one or a few
counterparties without a tender. In this respect, two different types of bilateral procedures can be
distinguished: operations where counterparties are contacted directly by the Eurosystem, and operations
executed through stock exchanges and market agents.

Direct contact with counterparties

In this procedure, the national central banks directly contact one or a few domestic counterparties, which
are selected according to the criteria specified in Section 2.2. According to the precise instructions given by
the ECB, the national central banks decide whether to enter into a deal with the counterparties. The
transactions are settled through the national central banks.

If the Governing Council of the ECB were to decide that, under exceptional circumstances, bilateral
operations could also be executed by the ECB itself (or by one or a few national central banks acting as the
operating arm of the ECB), the procedures for such operations would be adapted accordingly. In this case,
the ECB (or the national central bank(s) acting as the operating arm of the ECB) would directly contact one
or a few counterparties in the euro area, selected according to the criteria specified in Section 2.2. The ECB
(or the national central bank(s) acting as the operating arm of the ECB) would decide whether to enter into
a deal with the counterparties. The transactions would nevertheless be settled in a decentralised manner
through the national central banks.

(**) The Governing Council of the ECB can decide whether, under exceptional circumstances, fine-tuning bilateral operations may also be
executed by the ECB itself.
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Bilateral operations through direct contact with counterparties can be applied for reverse transactions,
outright transactions, foreign exchange swaps and the collection of fixed-term deposits.

() Operations executed through stock exchanges and market agents

The national central banks can execute outright transactions through stock exchanges and market agents.
For these operations, the range of counterparties is not restricted a priori and the procedures are adapted to
the market conventions for the debt instruments transacted. The Governing Council of the ECB will decide
whether, under exceptional circumstances, the ECB itself (or one or a few national central banks acting as
the operating arm of the ECB) may execute fine-tuning outright operations through stock exchanges and
market agents.

(d Announcement of bilateral operations

Bilateral operations are normally not an