Part B

Consultation Questions

Please indicate your preference by providing comments as appropriate. Where there is
insufficient space, please attach additional pages as necessary.

Question 1:

Question 2:

Do you support the implementation of the proposed T+2 Finality arrangement?
If not, what are the reasons?

We are supportive of the initiative to implement a T + 2 Finality arrangement.
This is to improve the competitiveness of the HK financial infrastructure and to
mitigate payment risk in the equity market.

Do you envisage any problems or concerns for you or your company to operate
under the proposed T+2 Finality arrangement? If yes, what are the problems and
how can the arrangement be refined to help address your problems?

From the proposed T + 2 Finality arrangement, we anticipate the following
chal 1enges to market part1c1pants and would like HKSCC to further consider
other: alternatrves / optlons to mitigate the relevant operational nsks

1. Insufficient time window for credit decisions — the proposed operatmg B
arrangement gives des1gnated banks a less than 1 hour processing time (from
4 20pm or 4: 35pm to 5: 20pm) for the comphcated credlt risk assessment of
concerned broker partlclpants This does not only increase the risk of
desrgnated banks but as a whole affects the HK financial market stabrhty as
Banks are reqmred to make unnecessary rush credrt decrsmns Opera’nonaﬂy
the 60 minutes tlmefrarne does not give | Banks sufﬁment time for in-house
system data extracuon processing and commumcat1on / turnaround. We
strongly request for a minimum of 2 hours /. 1?0 minutes turnaround time.

2. Technical constraints of external environment — nowadays many international
brokers are funding their cash position through overseas foreign exchange
The settlement of these deals nowadays will reach banks in the evening from
6pm to §pm. The proposed time-window will hkely exolude these activities
which will affect the quahty of credrt dec1s1on and also cause problem to

1nternat10nal players




. Potential problem for Share Financing — nowadays local brokers arrange share
fmancmg with thelr desrgnated banks using the CCASS settlement batches. If
the settlement of these transactions (in1 many cases the brokers will receive
CCASS allocation in the final batch) are happenmg within the 3 :45pm
settlement batch, banks have to update their in-house system for calculation of
positions / credit exposures. The in-house system interfaces and updatmg w1ll
take time and agam this has to be completed within the allowed time window.
60 minutes is very tight.

4. Recycling of CCASS money back to the inter-bank market the settlement of
CCASS money under the proposed arrangement will be after 5: 30prn The
inter-bank acnvrtres at this point of time are thin and banks may not be able to
recycle the money back to the market effectrvely In pa;rtrcular when there is
mega [PO deals, the money settlement of placement activities through eould
be huge (m some typical cases it reached USD4 billion for one counter) Any
hlccup will cause huge drsrnptron to the stabﬂrty of the HKD money market.

5. Lead time for the changes — - given the limited processmg time window for
vanous systems data exchange to facrhtate prompt credit demsron there wﬂl
be a lot of system changes and enhaneements We estrmated that a minimum
of 9 months are requrred for system changes and testmg We also suggest
HKSCC fo release it’s. host to host cor mmunication protocol to market

, partrcrpants for feas1b1l1ty st udres
6. Contmgeney arranoement — gwen the short processmg trme—wmdow even

processrng for a Bank’s m—house systems is overmght which i 1s more than 12
hours, say from Spm to next day 9: 30am), we would like HKSCC to consrder
emergency arrangement where a bank have to declare contmgency in certain
unforeseen situation that the bank encounter in-house | processing delays in
makmg credlt decrsmns and cannot meet the decrsron timeline to commit
payments erl sueh situation triggers the fall back to current operatmg
arrangement or there are other recommendat1ons The ﬁnal market consensus

may requrre the revrew / revrslon of ex1stmg desrgnated bank agreements.




Question 3:

Question 4:

What is the estimated lead time required by you or your company to prepare for
the implementation of the proposed T+2 Finality arrangement? What are the
major preparations required?

1. A high level estimation is a minimum of 9 months, of course the longer the
better.

2. This may vary from Bank to Bank as the change to system 1nfrastructu1 es are
different and considerations for enhancement prioritization are different.

Do you have any other comments in relation to the introduction of a T+2 Finality
arrangement for CCASS money settlement?

1. The proposed change to the CCASS money settlement arrangement will
affect the operations of brokers and all CCASS partlclpants This will also have
1mpact to global mvestors and global custodlans ‘We are not sure whether the
global players would be giving their comments 1nd1v1dua11y To ensure that We
hear voices from all players, we suggest HKSCC 1o engage professmnal bodies
like ISOCO « or Global Custodianpapel.

2. Thenew money settlement arrangement may affect the processmg
comm:ltment ofall CCASS partlclpants We suggest HKSCC to review all
CCASS participant rules / agreements / documentations to ensure adequate cover
of legal / documentation risk.

- End -




