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OTC CLEARING HONG KONG LIMITED

(A subsidiary of Hong Kong Exchanges and Clearing Limited)

MY CIRCULAR

AR5

Ref. No.. OTCRM/010/2023
HE
Date: 07/03/2023

Subject:
Enquiry:

Revision of Liquidity Risk Multiplier in Initial Margin calculation
OTC Clearing Risk Management team Hotline 2211-6753

Pursuant to Chapter 4 of the OTC Clearing Hong Kong Limited Clearing Procedures, OTC Clear

has recently completed its review and calibration of the Liquidity Risk Multiplier. The revised levels

of Liquidity Risk Multiplier are determined based on the results from the poll conducted with

Clearing Members in December 2022. The following tables summarize the revised levels of
Liquidity Risk Multiplier which will be effective from 14 March 2023.

Portfolio Level Liquidity Risk Multiplier:

Portfolio Initial 20 & >1,500 & | >2,000 >2,500 >3,000 >3,500 >4,000 >4,500 S5 000
Margin (HKDmn) | <1500 | <2,000 | &<2,500 | &=3,000 | &=<3,500 | & =4,000 | & =4,500 | & <5,000 '
Portfolio Liquidity

Risk Multiplier 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

Component Level Liquidity Risk Multiplier (for each clearable product type):

For interest rate swap (IRS) products:

Component EURIRS | EURIRS | HKDIRS | HKD IRS
L|qU|d|_ty_R|sk USD IRS (EURIBOR) (ESTR) (HIBOR) (HONIA) CNH IRS
Multiplier
—p—lc\:/lc;r:;ir??grlltsnrﬁ:)l Multiplier Multiplier Multiplier | Multiplier Multiplier Multiplier
>0 & <125 1.00 1.00 1.00 1.00 1.00 1.00
>125 & <250 1.00 1.00 1.00 1.00 1.74 1.97
>250 & <500 1.00 1.00 1.00 1.00 2.28 2.74
>500 & <750 1.00 1.00 1.00 1.00 3.36 4.28
>750 & <1000 1.00 1.00 1.00 1.12 4.44 5.82
>1000 & <1,500 1.00 1.00 1.00 1.14 5.51 7.35
>1,500 & <2,000 1.00 1.00 1.00 1.19 7.67 10.43
>2,000 & <2,500 1.00 1.00 1.07 1.23 9.82 13.51
>2 500 & <3,000 1.00 1.00 1.07 1.28 11.98 16.58
>3,000 & <3,500 1.00 1.00 1.08 1.32 14.13 19.66
>3,500 & <4,000 1.00 1.00 1.08 1.36 16.29 22.74
>4,000 & <4,500 1.00 1.08 1.09 1.41 18.44 25.81
>4,500 & <5,000 1.00 1.08 1.09 1.45 20.59 28.89
>5,000 1.00 1.09 1.10 1.50 22.75 31.97
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For non-deliverable currency forward (NDF) and deliverable FX derivatives (FXD) products:

L%"urr dﬁfynsi”;k USDCNY | USDINR | USDKRW | USDTWD | USDCNH | USDHKD

ity NDF NDF NDF NDF FXD FXD
Multiplier

—"—ﬁ‘;’;‘;ﬁ?ﬁfg“ﬁ;‘%’ Multiplier | Multiplier | Multiplier | Multiplier | Multiplier | Multiplier
>0 & <125 1.00 1.00 1.00 1.00 1.00 1.00
>125 & <250 1.00 1.00 1.00 1.00 1.00 1.00
>250 & <500 1.00 1.00 1.00 1.00 1.00 1.00
>500 & <750 1.00 1.00 1.00 1.00 1.00 1.00
>750 & <1000 1.07 1.00 1.00 1.00 1.00 1.00
>1000 & <1,500 1.08 1.00 1.00 1.00 1.00 1.06
>1,500 & <2,000 1.10 1.00 1.00 1.00 1.00 1.07
>2,000 & <2,500 113 1.00 1.00 1.00 1.00 1.08
>2 500 & <3,000 1.15 1.00 1.00 1.02 1.00 1.09
>3,000 & <3,500 1.17 1.00 1.00 1.02 1.02 1.11
>3,500 & <4,000 1.20 1.00 1.00 1.03 1.02 1.12
>4,000 & <4,500 1.22 1.00 1.00 1.03 1.02 1.13
>4,500 & <5,000 1.24 1.00 1.00 1.03 1.02 1.15
>5,000 127 1.00 1.00 1.04 1.02 1.16

For non-deliverable interest rate swap (NDIRS) products:

mponen
Liquui dﬁtoy Sistk CNY KRW TWD INR
T NDIRS NDIRS NDIRS NDIRS
Multiplier
%‘% Multiplier Multiplier Multiplier Multiplier
20 & <125 1.00 1.00 1.00 1.00
>125 & <250 1.00 1.00 1.00 1.00
>250 & <500 1.00 1.00 1.21 1.00
>500 & <750 1.14 1.00 1.39 1.00
>750 & <1000 1.20 1.11 1.57 1.00
>1000 & <1,500 1.25 1.13 1.75 1.06
>1,500 & <2,000 1.36 1.18 2.11 1.08
>2,000 & <2,500 1.47 1.23 2.47 1.10
>2 500 & <3,000 1.57 1.28 2.83 1.12
>3,000 & <3,500 1.68 1.33 3.19 1.14
>3,500 & <4,000 1.79 1.38 3.55 1.16
>4,000 & <4,500 1.90 1.43 3.91 1.18
>4,500 & <5,000 2.00 1.48 4.27 1.20
>5,000 2.11 1.53 4.63 1.22
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For cross currency swap (CCS) products:

Component
Liquidity Risk | USDENM | USDHKD
Multiplier
—':’—hcﬂg';glr?r(‘ﬁ%”m)' Multiplier | Multiplier
>0 & <125 | 1.00 1.00
>125 & <250 | 1.00 1.00
>250 & <500 | 1.00 1.00
>500 & <750 | 1.00 1.00
750 & <1000 | 1.00 1.10
>1000 & <1,500 | 1.05 1.13
>1,500 & <2,000 | 1.07 117
>2,000 & <2,500 | 1.08 1.22
>2,500 & <3,000 | 1.09 1.27
>3,000 & <3,500 | 1.11 1.31
>3,500 & <4,000 | 1.12 1.36
>4,000 & <4500 | 1.14 1.41
>4,500 & <5,000 | 1.15 1.45
>5000 | 116 1.50

Further explanation:

To mitigate the added risk associated with large cleared portfolios, OTC Clear imposes a margin
add-on on portfolios that present material liquidation risk in the potential event of default. Based
on the results from the poll, OTC Clear calibrates the required levels of margin add-on with respect
to the different level of risks as reflected by the Initial Margin requirements (before margin add-on).
OTC Clear will apply the relevant Liquidity Risk Multiplier to calculate a margin add-on for the
entire cleared portfolio (Portfolio Level Add-on) and a margin add-on with reference to the product
group within the cleared portfolio (Component Level Add-on). The higher between the Portfolio
Level Add-on and the Component Level Add-on shall be the margin add-on to be imposed on the

Clearing Member.

For example, if a Clearing Member’s cleared portfolio consists of only USD IRS and HKD HIBOR
IRS trades and the following attributes:

n Initial Margin for the portfolio is HKD 1,400 mn

m Initial Margin for USD IRS and HKD IRS of HKD 1,100 mn and HKD 900 mn respectively
The margin add-on to be imposed would be HKD 108 mn, being the higher of i) Portfolio Level
Add-on of HKD 1,400 mn x (1 — 1) = HKD 0 mn and ii) Component Level Add-on of HKD 1,100 mn
X (1-1)+ HKD 900 mn x (1.12 — 1) = HKD 108 mn

Johnny Chan

Clearing Risk Management



