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Operational Clearing Procedures for Options Trading Exchange Participants

7. 
COLLATERAL 

SEOCH may accept cash and non-cash assets as SEOCH Collateral for margin purposes and for making Variable Contributions to the Reserve Fund in such form and manner, and in the case of non-cash assets and cash denominated in a foreign currency, up to such limit as may be approved by the SEOCH Board from time to time. Unless otherwise determined by the SEOCH Board, at least 50% of the margin requirement for each CCMS Collateral Account of a SEOCH Participant shall be covered by means of cash denominated in Hong Kong dollars. Normally, a SEOCH Participant's margin requirements will first be satisfied by cash denominated in Hong Kong dollars, then cash denominated in any other currency from time to time approved by the SEOCH Board (see Appendix H) and then by any non-cash collateral maintained in the SEOCH Participant’s CCMS Collateral Account, or any other order of application as prescribed by the SEOCH Board from time to time. In relation to Variable Contributions to the Reserve Fund where cash and non-cash collateral may be used, the order of application of such collaterals may be in any order as prescribed by the SEOCH Board from time to time.

This chapter sets out the procedures for handling non-cash collateral. For the processing of cash collateral, refer to Chapter 10 - Money Settlement. 

Collateral management, including cash and non-cash collateral of SEOCH Participants, is handled by CCMS. For a detailed description of the collateral management functions in CCMS, please refer to the CCMS Terminal User Guide. 

Any SEOCH Participant using non cash collateral in settlement of the SEOCH Participant's margin requirement will be subject to an accommodation charge at a rate or rates as prescribed by the SEOCH Board from time to time on the amount of margin requirement which is settled by non-cash collateral (see Appendix I). 

7.1 
Bank Guarantees 

SEOCH will accept bank guarantees for the purpose of meeting in part the margin requirements of a SEOCH Participant. The SEOCH Board shall have the absolute right to determine the maximum amount of a SEOCH Participant’s margin requirements that may be satisfied in the form of bank guarantees. 

SEOCH will accept bank guarantees for the purpose of meeting in part or in whole the Variable Contributions to the Reserve Fund made by a SEOCH Participant. The SEOCH Board shall have the absolute right to determine the maximum amount of a SEOCH Participant’s Variable Contributions that may be satisfied in the form of bank guarantees.

Bank guarantees refer to guarantees issued by registered licensed banks in Hong Kong as the SEOCH Board may approve from time to time and the guarantors guarantee irrevocable and unconditional payment upon demand by SEOCH. The guarantee must be in the standard form prescribed by the SEOCH Board. A standard guarantee form is available from SEOCH upon request. 

In deciding whether to accept a bank guarantee, SEOCH will confirm, among other factors, that SEOCH is not over-exposed to the issuing bank. SEOCH limits the amount of guarantees that it accepts from a single issuing bank. If a limit is breached, SEOCH may refuse to accept a guarantee. 

Upon SEOCH acceptance, the bank guarantee will be valued on a daily basis. Details on the valuation of bank guarantees can be obtained from the relevant report in CCMS. Please refer to the CCMS Terminal User Guide for details. 

7.1.1 
Deposit of Bank Guarantees 
The following procedures will apply to the deposit of bank guarantees: 

i. Prior to depositing a bank guarantee, a SEOCH Participant must, in writing or by other means acceptable to SEOCH, notify and seek prior approval from SEOCH of its intention to deposit a bank guarantee. Such notification must include the specific purpose for which the bank guarantee is being deposited.

ii. SEOCH will notify the SEOCH Participant whether the deposit is acceptable. If the deposit is acceptable, the SEOCH Participant must arrange for the issuance of the guarantee within two weeks (or any period of time as specified by SEOCH at the time when the SEOCH Participant is notified) and the original guarantee documents must be delivered to SEOCH. 

iii. Upon receipt of the guarantee documents, SEOCH will confirm the validity of the guarantee with the issuing bank. 

iv. Upon confirmation of the validity of the guarantee presented, SEOCH will update the SEOCH Participant’s CCMS Collateral Account. 

7.1.2 Withdrawal of Bank Guarantees 

To withdraw a bank guarantee, the following procedure will apply: 

i. The SEOCH Participant must notify SEOCH of a withdrawal in writing or by other means acceptable to SEOCH. 

ii. SEOCH will withdraw the amount from the SEOCH Participant's CCMS Collateral Account on the same day that the withdrawal request is received. 

iii. In the evening of the day of receipt of withdrawal request, CCMS will re-calculate the SEOCH Participant’s total collateral value in its CCMS Collateral Account for the purpose of margin requirement, excluding the amount of the guarantee to be withdrawn for such purpose, and generate a margin call, if necessary. 

iv. On the day of the receipt of a withdrawal request, SEOCH will also re-calculate the SEOCH Participant’s total collateral value in its CCMS Collateral Account for the purpose of calculating the value of the Variable Contribution to the Reserve Fund, excluding the amount of the guarantee to be withdrawn for such purpose, and notify the relevant SEOCH Participant of the total value of collateral needed in replacement of the withdrawn guarantee, if necessary.
v. Upon confirmation of the collection of the margin call and/or upon the receipt of any acceptable replacement collateral in satisfaction of the Variable Contribution to the Reserve Fund, SEOCH will notify the SEOCH Participant to collect the bank guarantee from its office. 
7.4 Exchange Fund Bills/Notes 

Exchange Fund Bills/Notes (EFBN) refers to the debt instruments issued for the account of the Exchange Fund of Hong Kong. SEOCH will accept these EFBN as General Collateral for the purpose of meeting in part the margin obligations of a SEOCH Participant in respect of its house or client positions. The SEOCH Board shall have the absolute right to determine the maximum amount of a SEOCH Participant’s margin obligations that may be satisfied in the form of EFBN. 

SEOCH will also accept EFBN for the purpose of meeting in part or in whole the Variable Contributions to the Reserve Fund made by a SEOCH Participant. The SEOCH Board shall have the absolute right to determine the maximum amount of a SEOCH Participant’s Variable Contributions that may be satisfied in the form of EFBN.

SEOCH is a Recognised Dealer (RD) appointed by the Hong Kong Monetary Authority (HKMA) under the Exchange Fund Bill/Note programmes and all transfers of EFBN must be effected as book entries via the Exchange Fund Bills and Notes Clearing and Settlement System (EFCS) between the account of SEOCH and that of the SEOCH Participant. In case the SEOCH Participant is not a RD, the SEOCH Participant must give instructions to the RD with whom the EFBN are held to effect the transfer on its behalf. 

A SEOCH Participant which intends to lodge EFBN for collateral purposes must execute a valid “Deed of Charge” which governs SEOCH’s fixed charge on such collateral and such other documents as SEOCH may require. This “Deed of Charge” must be in the standard form as prescribed by SEOCH and is available from SEOCH upon request. SEOCH will not accept a SEOCH Participant’s EFBN collateral if such “Deed of Charge” or other documents are not in place. 

If the EFBN belongs to a client and is lodged in the Client Account in respect of a client position, the SEOCH Participant must ensure that it has obtained proper authorisation from the client in this regard. 

7.4.1 
Deposit of EFBN 
Deposits of EFBN are for same day settlement. A SEOCH Participant must, in writing or by other means acceptable to SEOCH, notify SEOCH of its intention to deposit EFBN before 11:00 a.m. Such notification must include the specific reason for which EFBN are being deposited. At the same time, the SEOCH Participant must instruct the Recognised Dealer with whom the EFBN are being held to give the transfer instructions to HKMA to effect the transfer on an FOP basis. 

SEOCH will update the SEOCH Participant's CCMS Collateral Account for the quantity of EFBN deposited only upon confirmation of receipt of the relevant EFBN in the account that SEOCH maintained in the EFCS. 

7.4.2 
Withdrawal of EFBN 
Any SEOCH Participant that wishes to withdraw EFBN collateral should check its current balance of EFBN via a CCMS terminal. A withdrawal request will be accepted only if and to the extent that there is excess collateral in its CCMS Collateral Account to satisfy the request. SEOCH Participants shall deposit replacement collateral before submitting any EFBN withdrawal requests if there is insufficient collateral in their CCMS Collateral Accounts. 

A SEOCH Participant shall, in writing or by other means acceptable to SEOCH, notify SEOCH of an EFBN withdrawal request before 11:00 a.m. and such EFBN, if allowed to be withdrawn under the conditions in the preceding paragraph, will be withdrawn from the SEOCH Participant's CCMS Collateral Account and no longer be used to settle the SEOCH Participant's margin requirement and/or to satisfy the Variable Contributions requirement of the Reserve Fund. SEOCH, upon allowing such withdrawal request, will initiate transfer instructions to HKMA on an FOP basis and the SEOCH Participant should instruct its Recognised Dealer to settle the transfer on that day. 

9. 
MARGIN REQUIREMENT 

9.5 
Interest On Cash Held As Margin Collateral 
Interest may be payable or levied on cash held for margin requirements and other cash deposits at a rate prescribed by SEOCH from time to time (see Appendix I). The total amount of interest earned or levied up to and including the last day of the month will be posted to the SEOCH Participants’ respective CCMS Collateral Accounts on the first Business Day of the following month. 

The interest rate SEOCH is paying or levying can be enquired on-line through an enquiry function in CCMS. However, as the interest rate is only updated in the afternoon by SEOCH, the interest rate inquired during trading hours may not be the one used in the current day’s interest calculation. In addition, there is a CCMS report generated on a monthly basis which lists the total interest earned or levied for the period. Please refer to the CCMS Terminal User Guide for details. 

10. 
MONEY SETTLEMENT 
10.6 
Cash Contribution to the Reserve Fund 

From time to time, SEOCH Participants may be required to top up their contributions to the Reserve Fund. Requirements to contribute to the Reserve Fund may be satisfied by payment in cash denominated in Hong Kong Dollars. The settlement method of this additional contribution is similar to the Daily Cash Settlement Process described earlier in this chapter. SEOCH will issue a Direct Debit Instruction to the SEOCH Participant’s account with the Designated Bank or Settlement Bank to collect the amount due on the due date specified by SEOCH. However, this additional contribution may also be collected by other means, distinct from the Daily Cash Settlement Process, at the discretion of SEOCH. The contributions of a SEOCH Participant to the Reserve Fund will be recorded in the SEOCH Participant’s House CCMS Collateral Account. 

11. 
RESERVE FUND 
11.2.2 
Variable Contribution 
In addition to making the Initial Contribution to the Reserve Fund, SEOCH also requires that SEOCH Participants maintain a Variable Contribution. It is designed to ensure that the Reserve Fund remains in proportion with the size of the market. The Reserve Fund Variable Contribution is maintained through a process known as, “Top-up Payment”. 

The eighth Business Day prior to the expiration date of every month will be the Top-Up Calculation Date and it is on this day that the re-calculation of the Variable Contribution is carried out. The process works as follows: 

First, on the Top-Up Calculation Date, SEOCH determines what the total size of the Reserve Fund should be, given the current size of the market and volatility. 

Second, SEOCH will deduct the sum of all the SEOCH Participants’ Initial Contributions from this Reserve Fund size to arrive at the Variable Contribution. 

Third, the share of the Variable Contribution that each SEOCH Participant must contribute will be calculated. Each SEOCH Participant's share of the Variable Contribution will be equal to that SEOCH Participant's share of the average total margin requirement and net premium paid over the last 20 trading days. 

Fourth, for each SEOCH Participant, SEOCH will compare the share of the Variable Contribution level required with the actual share currently deposited, and determine the amount, if any, by which the SEOCH Participant’s share should be increased. This amount will be the SEOCH Participant’s Top-up to the Variable Contribution. 

Fifth, the SEOCH Participant will be required to pay the required amount. The Top-up Payment which maintains the SEOCH Participant’s share of the Variable Contribution may be in cash or in such other form of non-cash collateral as approved by SEOCH from time to time. If the size of the actual Variable Contribution currently in place exceeds the new required level, Variable Contributions will be reduced and the excess refunded. 

11.3
Methods of Contribution 
The Initial Contribution to the Reserve Fund can only be made in cash. 

The Variable Contribution to the Reserve Fund can be made in cash or in an approved form of non-cash collateral. 

Demands for contributions to the Reserve Fund, whether as a result of an increase in Initial Contribution or Variable Contribution, or reimbursement as a result of excess amount in the Reserve Fund after Top-up Calculation, will be advised individually and confidentially to each SEOCH Participant by the issuance of a Reserve Fund Contribution Notice [Appendix C3]. 

11.3.1 
Contributions in Cash and Other Approved Form of Non-Cash Collateral
SEOCH Participants which are required to top-up their contributions to the Reserve Fund may pay in cash or in an approved form of non-cash collateral that is readily available and free from encumbrances by the start of trading on the due date as specified in the Reserve Fund Contribution Notice. For cash contributions, SEOCH may direct debit SEOCH Participants’ accounts with the Designated Banks or Settlement Banks in the morning on that due day similar to the daily money settlement processing or utilise other means of collection as appropriate. 

11.8
Interest on Variable Contributions

Interest may be payable or levied on Variable Contributions made in cash at a rate prescribed by SEOCH from time to time (see Appendix I).  The total amount of interest earned or levied up to and including the last day of the month will be posted to the SEOCH Participants’ respective CCMS Collateral Accounts on the first Business Day of the following month.  

The interest rate SEOCH is paying or levying can be enquired on-line through an enquiry function in CCMS.  However, as the interest rate is only updated in the afternoon by SEOCH, the interest rate inquired during trading hours may not be the one used in the current day’s interest calculation.  In addition, there is a CCMS report generated on a monthly basis which lists the total interest earned or levied for the period.  Please refer to the CCMS Terminal User Guide for details.

Appendix I.  INTEREST AND ACCOMMODATION CHARGE STRUCTURE
Interest and Accommodation Charge Structure

1. 
HONG KONG DOLLARS / APPROVED CURRENCIES


INTEREST PAYABLE TO OR LEVIED ON SEOCH PARTICIPANTS

	Margin requirement covered by cash

Cash deposits other than contributions to the Reserve Fund
	)

)
	to be determined by SEOCH from time to time in accordance with prevailing bank savings rates




	Variable Contributions to the Reserve Fund made in cash


	)

)
	to be determined by SEOCH from time to time in accordance with the prevailing deposit rates
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