Monitoring and evaluating the activity of

SPECIALISTS IN ITALIAN GOVERNMENT BONDS

Rome, 31 May 2007

Mr. RobertoDi Veglia

Treasury Department - Public Debt Directorate
Italian Ministry of the Economy and Finance



Summary of the presentation

* Who are the Specialists
 Why we use a Primary Dealership system

* Theevaluation criteria and the monitoring
of the Specialistsactivity
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Who are the Specialists in Government Bonds

Highly qualified financial firms, selected among the Primary
Dealers(market makers) on the Secondary Regulated Market,
who are evaluated Iin terms of participation in the primary
Issuance program and in the secondary market, in return of

some privileges.
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The introduction of the Primary Dealership System

In May 1999 after a decade from the launch of the screen based
market (MTS) and one year from its privatization, the Ministry

of Economy and Finance introduced the status of the Specialist
(Decree n. 219, art 3, Regulation concerning Government Bond

Wholesale Markejs
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The role of Specialists in Government bonds |

The Treasury expects each Specialist to:

1) participate with continuity and efficiency in ti&vernment
securities auctions

2) contribute to the efficiency of treecondary marketand not to
compromise the orderly process of market trading

3) possess aarganizational structure suitable for the status of
Government Bond Specialist

4) contribute to the management of public debt and to the delainss
policy choices, also througddvisory and research activities

5) respect the confidentiality of information to which Speciakstge
access
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The role of Specialists in Government bonds |l

With the PD System we aim to keep the Government borrowing as

cheap as possible, through the improvement of the efficiency on:

Primary market — more than 95% of the total amount issued at
auction* is subscribed by the Specialists.

Secondary market— Specialists market share* on the wholesale
regulated secondary market is grater than 90%.

* Data related to thdirst 4 months of 2007
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The role of Specialists iIn Government bonds Il

Daily activity of an“averagé Specialist on MTS (cash) during the first 4
months of 2007

¥4 more than 82 bonds quotefbr at least 6 hoursout of an average of
87 quotable bonds per day

% more than 30 bonds traded
% about 490nin Euro volumes traded

¥4 tight bid-ask spread on the majority of the bonds quoted (not only the
ontherun)

Page7’



Evaluation Criteria

The evaluation of the Specialists is based analyzing the penaeron
following macreareas:

 Primary Market

e Secondary Market

e Organizational Structure
 Exchange Offer Buy-Back Operations
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Evaluation Criteria
Primary Market |

The performance of Specialist in primary market is evaluatedeohasis on a
guantitative and qualitative criterions.

Primary Market quantitative index

With the primaryguantitative index each Specialist is assigned a score, in
proportion to the allotted quota obtained during the evaluagioiod (the score
Is assigned for quotas spanningm 3%, the minimum required to maintain
the qualification of Specialistip to a maximum of 5%)

BOND BOT 3mths BOT 6mths BOT 12mths | CTZ 24mths BTP 3 yrs BTP 5yrs BTP 10 yrs BTP 15 yrs BTP 30 yrs CCT

WEIGHT 0.25 0.05 1 2 2.05 4 7 9.05 13 2

Weights used in the calculation of the volumes of allocation atiction in
the Primary Market of Government Securities
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Evaluation Criteria
Primary Market Il

Primary Market qualitative index

The qualitative evaluation of primary market participation islenan the
basis of a indicator called ti#aiction Aggressivity Index. This indicator
measures the contribution of the auction strategy of each 8gieicia
determining the difference between the auction price and thealaie of
the bond
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Evaluation Criteria
Secondary Market

In thesecondary marketSpecialists are evaluated on the basis of the
following parameters:

Number ofbonds quotedin the regulated wholesale cash market
Bid-ask spreadin the regulated wholesale cash market

Volumes tradedin the regulated wholesat@shmarkets

Volumes tradedin the regulated wholesakRepo markets

Efficiency Index established by tiiBank of Italy

Distributional capacity in thecashmarket (based on the European
Harmonised Reporting FormeiRF)

7. Distributional capacity in theRepo market.

oO0hwWhE

 The Treasuryloes not impose any obligationt the Specialists in
terms of secondary market quotes or volumes
 The Treasuryloes not exclude any platfornfrom the evaluation

process igb
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Evaluation Criteria
Organizational Structure

The evaluation of the Specialisbrganizational structure is based
on:

1) an evaluation b¥inal investors (based on the surveys conducted
by anindependentfirm)

2) an assessment provided by ttedian Treasury (a comprehensive
evaluation based on theistworthiness of the organizational
structure and oadvisory and research capabilitieon public debt
management issues)

3) the use of th€entral Counterparty in the regulated wholesale
cash markets

 The evaluation criteria are usually reviewed each two yeaght sl
changes may be adopted annually

 The update of the criteria is aimed at guaranteeing a continu
Improvement in the evaluation process, in relation with the %
evolution of the financial market ,,
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Evaluation Criteria
Exchange Offer— Buy-Back Operations

Exchange OfferandBuy-Back operations are evaluated assigning a
score, in proportion to the allotted quota obtained duringvakiation

period.
Since the total amount in these operations is not definedkeegie of
the year, the maximum score is determined by the Treasury \whinin

range 1,5- 3 points
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The ranking of Specialists

The Treasury holds @ntinuous monitoring of the Specialistsactivity:

* The main parameters for the evaluationramnthly elaboratedand sent to
each Specialist

» Other parameters are calculated ayuarterly basis or at the end of the year

» On a quarterly basis Specialists amare of their own position in the
ranking

 After the end of each year, the Italian Treasury publishelssth& the first
five ranked Specialistan Government Bonds; the full list of the Specialists is
provided in alphabetical order

* No direct consequences are related with the ranking; howesatiséactory
and consistent operational performance of the Specialistasessary
condition for being selectedo participate as a lead manager in syndicated
Issuances, as a dealer in the US dollar benchmark program amdasterparty
In bilateral buyback transactions
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The Specialistsextranet

The Treasury has developed an Extranet web site to give Sgiscaalinique
tool of communication with the Treasury.

Debito Pubblico B

[f‘-’ % Dipartimento
s del Tesoro ~
a1 ; _.

Extranet Specialisti

CONTAC TS USER HANDBOOK LOE0uT

Files
= Calendar ‘ Title Date
® Listof Specialists ) Criteri di Yalutazione Specialisti 2007 27/12/2006
R @ Annex - Qualitative Primary Market Index 2007 2T/12/2006
@ specialists Evaluation Criteria 2007 27122006
= History of Published @ Allegato - Indicatore Qualitative Primario 2007 27/12/2006
Forecasts #) Graduatoria 24/01/2007
= Histary of Transmitted #) rag 24/01/2007
Forecasts @ Repo Format Methodology 15/02/2006
@ OTC_REPO_Z2006 14/02/2006
‘@ Calendario Riunione anno 2007 1040142007
@ grafico 08/02/2007

Page request at 3:37: 46 P ;I

& [ [ |8 N3 miranet locale
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Reasons for exclusion |

The Treasury checks every two years that all requirementsefor th
maintenance of the Specialist status are met. In particulpe@slist
may be excluded for:

e participation in auctions that compromises a normal and orderly
outcome

o trading in the regulated wholesale Government bond marketthat
IS deemed to be without any economic significance and/or irgtensi
with normal trading activities

o trading in the regulated wholesale Government bond macketied
out on behalf of third parties
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Reasons for exclusion i

Specialist may be excluded for (continued):

» failed delivery of bondsor failed paymenton the settlement date for
transactions with the Treasury as a counterparty (and, shayldhéhof
significant measure, for trades in the regulated wholesale Goeert
bond markets)

» non adherence to the Central Counterpartyin the regulated
wholesale Repo markets

* activity with Italian local Italian authorities inconsistent with the
relevant regulations

« activity thatdoes not conform to the expectations of the Treasury
as indicated in theEvaluation Criteria of Specialists

o failure to maintain devel of activity and efficiency in the regulated
secondary marketssuperior to that held on average by f#pecialist
or Candidate Specialists primary dealers
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An example of a Monthly Report |

Specialist XYZ

Primary Market Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Jul-06  Aug-06 2006 Cumulated Quotg
Monthly weighted share 4.57 4.41 3.93 4.73 4.27 4.26 4.13 4.41 4.34
Qualitative evaluation 0.15 0.00 0.30 0.09 0.21 0.80 0.81 0.81 0.37
Secondary Market 2006 Daily Avarage
Number of quoted bonds 82.27 80.75 | 81.13 | 74.72 | 80.36 79.09 76.38 | 75.87 78.91
Standardized bid-ask spread -0.0704 | 0.0714| 0.3159 | 0.1458 | 0.3604 | -0.0788 | -0.5254 |-0.5149 -0.0404
Cash Market Share 2.14 1.88 2.63 3.19 2.40 2.36 1.46 1.40 2.20
GC Repo market share 0.98 0.72 1.37 1.34 1.14 0.85 0.87 0.85 1.01
Special Repo market share 2.06 1.42 2.13 1.35 1.88 1.79 1.56 2.52 1.85

PDs volumes average

Cash market share 0.41 0.43 0.45 0.33 0.34 0.37 0.44 0.41 0.40

GC Repo market share 0.71 0.58 0.67 0.77 0.69 0.77 0.68 0.67 0.69

Special Repo market share 0.46 0.53 0.47 0.49 0.51 0.58 0.57 0.56 0.52
Exchange/Buy-Back Operations Jan-06 Feb-06 [Mar-06 |Apr-06 |May-06 [Jun-06 Jul-06 Aug-06 2006 Cumulated Quott

Monthly share 7.62 7.62 |

Monthly ranking

Primary market - Monthly weighted share 6 8 16 4 8 6 11 9
Primary market - Qualitative evaluation 12 1 19 14 16 20 20 19
Number of quoted bonds 8 16 15 17 18 22 24 24
Standardized bid-ask spread 19 15 5 10 6 16 27 26
Cash Market Share 21 24 20 15 22 23 27 27
GC Repo market share 27 30 20 22 25 28 27 28
Special Repo market share 21 25 21 28 23 24 25 15
Exchange/Buy-Back Operations 4
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An example of a Monthly Report Il

SPECIALIST XYZ
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An example of a quarterliannual evaluation Report...

Ministry of Economy and Finance

¢

Public Debt Directorate

SPECIALISTA XYZ

Evaluation Period: January/December 2007

Parameter
1) Weighted primary market quota on annual basis: 5% 27
Quota awarded from 2% to 5% | Max 27 Points
. 2) Qualitative evaluation 0,1
Primary Market ) 18

Index value awarded from 0ta 1| Max 18 Points

Primary Market Score 45

1) Number of Quoted Bonds 20

Max 7 Points f
2) Bid-Ask Spread 0.1512
Max 7 Points 7
3) Cash - Volumes traded on the regulated market - MKT Share 7.51%
Related to FD avarage performance: 04 points|  Max 4 Points &
4) Repo - Volumes traded on the regulated market - MKT Share 8.69% 4
Secondary General Co\\areraﬁ[ﬁffg;?S?ES)SQQEQF?QE?&TD&Q;& Max 4 Points
Market 5) Contribution to the efficiency of the market (B.o.L.)
Max 6 Points J
6) Distributional capacity in the Cash market - OTC
Max 4 Points &
7) Distributional capacity in the Repo market - OTC
Max 3 Points &

Secondary Market Score 35

1) Evaluation of the Organizational Structure by final investors

Max 4 Points &
2) Evaluation of the Organizational Structure by the Italian Treasury
Organisational Max 12 Points 12
Structure 3) Use of the C.C.P. in the regulated wholesale Cash markets
Max 1 Points 1

Organisational Structure Score| 17

Page20 Exchange |Market Share

Operations Max 1.5 - 3 Points
TOTAL SCORE 100
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Quarterly/annual ranking
RANKING OF THE SPECIALISTS

Period: January-June 2006

Ranking

Specialist

Total Score
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