
Operational Clearing Procedures for Options Trading Exchange Participants

7.
Collateral

SEOCH may accept cash and non-cash assets as SEOCH collateral for margin purposes in each case in such form and manner, and in the case of non-cash assets, up to such limit as may be approved by the SEOCH Board from time to time. Unless otherwise determined by the SEOCH Board, the limit up to which non-cash assets will be accepted for margin purposes in respect of each CCMS Collateral Account of a SEOCH Participant shall be 50% of its margin requirement for that account.  
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.  
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.


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.

7.2 Securities Collateral


SEOCH will accept securities designated by the SEOCH Board as acceptable General Collateral or Specific Securities Collateral (i.e. “the underlying”) for the purpose of meeting in part or in whole the margin requirement of the SEOCH Participant.  Securities collateral may be accepted for General Collateral and/or Specific Securities Collateral purpose in respect of a SEOCH Participant's House CCMS Collateral Account provided that 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 securities as General Collateral. For the Client CCMS Collateral Account, securities collateral will be accepted for Specific Securities Collateral purpose only. 

7.3
CCASS and CCMS Fees


SEOCH will generally charge a SEOCH Participant for any CCASS or CCMS fees it incurs in relation to any CCASS or CCMS transaction specific to that particular SEOCH Participant in relation to collateral movement as detailed in the tariff schedule in Appendix G to these Procedures. 

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 may accept these EFBN as General Collateral for the purpose of meeting in part the margin obligations of the 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.

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 the last day for 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 upon 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 might not be the one used in 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
10.1
Introduction


The Money Settlement process of SEOCH will be effected by Hong Kong Dollar denominated funds transferred between the bank account of SEOCH and bank accounts of SEOCH Participants maintained with the same Designated Bank (see 10.1.1). All such fund transfers, whether for amounts collected from or payable to a SEOCH Participant, are initiated by SEOCH issuing a Direct Debit Instruction (“DDI”) or Direct Credit Instruction (“DCI”) to the Designated Bank as applicable.

10.2
The Daily Cash Settlement Component


The Daily Cash Settlement Component consists of up to four components namely Premium, margin, fees and if necessary, stock settlement amount which are all to be settled in cash denominated in Hong Kong Dollars, with the exception of margin which may also be settled by cash denominated in a foreign currency and non-cash collateral acceptable to SEOCH.


The total margin requirement in respect of either house or client positions of a SEOCH Participant may be covered by the SEOCH Participant’s cash and non-cash collateral balance after haircut, if applicable, within its House or Client CCMS Collateral Account provided that the SEOCH Board shall have the absolute right to determine the maximum amount of a SEOCH Participant’s margin requirements that may be covered by non-cash collateral. When the total margin requirement exceeds the total of cash and non-cash collateral balance after haircut, cash settlement is required for this excess margin requirement and will be collected via the appropriate bank account which the SEOCH Participant maintains with a Designated Bank. The other components are Premium, fees and stock settlement amounts and they will be collected via the SEOCH Participant’s bank account with a Designated Bank in the aforementioned manner when the sum of these components turns out to be in debit.

10.2.2
Margin Settlement


The amount of margin required will be calculated based on PRiME during batch processing. This will be compared with the cash and non-cash collateral value.  If there is a deficit, it will be collected from the appropriate Designated Bank Account by DDI. If no margin is required but the SEOCH Participant has cash or non-cash collateral in excess as shown in its CCMS Collateral Account, this excess cash or non-cash collateral will be returned upon request provided that the return of excess cash will not result in the limit up to which the SEOCH Participant’s margin requirements may be covered using non-cash collateral being exceeded.

10.3.2
Cash Withdrawal by SEOCH Participants


A SEOCH Participant can withdraw cash credited to its CCMS Collateral Account during the day provided that there is sufficient cash collateral balance available in its CCMS Collateral Account, its total collateral balance after such cash withdrawal is not less than the SEOCH Participant’s total margin requirement on its open positions immediately prior to such cash withdrawal and the withdrawal will not result in the limit up to which the SEOCH Participant’s margin requirements may be covered using non-cash collateral being exceeded.

10.4
Cash Withdrawal/Deposit Procedures

10.4.1 
Cash Withdrawal Procedures by SEOCH Participants

10.4.1.1
Hong Kong Dollars

i. the SEOCH Participant should check if there is a surplus cash balance in Hong Kong Dollars in its CCMS Collateral Account available for withdrawal;

ii. the SEOCH Participant shall input a withdrawal order via its CCMS terminal before the cash movement cut-off time, which is 11:00 a.m. each Business Day, for the amount to be withdrawn and such amount will be deducted from the SEOCH Participant's CCMS Collateral Account. CCMS will restrict the withdrawal order input after the prescribed cut-off time; and

iii. if the withdrawal order is accepted by SEOCH, SEOCH will issue a Direct Credit Instruction for the withdrawal amount to the SEOCH Participant’s Designated Bank to pay the amount to the SEOCH Participant’s Designated Bank Account for same day value.

10.4.1.2
Foreign Currencies

i. the SEOCH Participant should check if there is a surplus cash balance in any foreign currency in its CCMS Collateral Account available for withdrawal;

ii. the SEOCH Participant may request the release of excess foreign currencies on deposit with SEOCH by notifying SEOCH of the withdrawal in writing or by other means acceptable to SEOCH by 11:00 a.m. each Business Day; and 

iii.
in the event that SEOCH, in its sole discretion, agrees to release such surplus foreign currencies, the request will be processed by SEOCH as soon as practicable.  The release of foreign currencies will not be effected the same day, and the requesting SEOCH Participants will earn interest on the surplus foreign currencies being released at such positive or negative rate as it may determine from time to time in accordance with prevailing bank savings rates until the release is effected.  The value date for the release of foreign currencies is as follows:


(a)
Japanese Yen


The value date for the release of Japanese Yen is the second (Hong Kong) bank business day after the date on which the release request is received.  If that day is a bank holiday in Japan, then the value date shall be on the next bank business day in Japan.


(b) 
Other Foreign Currencies


The value date for the release of foreign currencies other than the Japanese Yen is the next (Hong Kong) bank business day after the date on which the release request is received.  If that day is a bank holiday in the country where the SEOCH Participant’s bank is located or where the foreign currency is cleared, then the value date shall be on the next bank business day in that country. 

10.4.2
Cash Deposit Procedures by SEOCH Participants

10.4.2.1  Hong Kong Dollars


If a SEOCH Participant wishes to deposit cash denominated in Hong Kong Dollars to SEOCH e.g. to meet future margin calls, the following procedures apply:

i. the SEOCH Participant shall input a deposit order via its CCMS terminal before the cash movement cut-off time, which is 11:00 a.m. each Business Day, for the amount to be deposited to SEOCH. CCMS will restrict the deposit order input after the prescribed cut-off time;

ii. if the deposit order is accepted by SEOCH, SEOCH will collect the amount by issuing a Direct Debit Instruction to the SEOCH Participant’s Designated Bank for the deposit amount before 2:00 p.m. The SEOCH Participant must ensure that there are sufficient good funds in its Designated Bank Account for effecting such debit; and

iii. upon the Designated Bank’s confirmation that the Direct Debit Instruction has been effected successfully, SEOCH will update the cash balance for the deposit amount in the SEOCH Participant’s CCMS Collateral Account for same day value.

10.4.2.2
 Foreign Currencies


If a SEOCH Participant wishes to deposit an approved foreign currency to SEOCH, the following procedures apply:

i. the SEOCH Participant shall notify SEOCH of the deposit in writing or by other means acceptable to SEOCH by 11:00 a.m. each Business Day; 

ii. upon confirmation of the deposit from SEOCH’s bank, SEOCH will update the cash balance for the deposit amount in the SEOCH Participant’s CCMS Collateral Account; 

iii. the value date applicable to the transfer of a foreign currency from a SEOCH Participant’s account in one bank to SEOCH’s account in another bank is normally the next (Hong Kong) bank business day after the date on which the SEOCH Participant’s bank receives the SEOCH Participant’s instructions to effect such transfer.  If that day is a bank holiday in the country where the SEOCH Participant’s bank is located or where the foreign currency is cleared, the value date shall be on the next (Hong Kong) bank business day which is not a bank holiday in that country.  Only after the receipt of the funds is confirmed by SEOCH’s bank will SEOCH accept those funds as cover for the SEOCH Participant’s margin requirements; and

iv. if the SEOCH Participant’s account and SEOCH’s account are maintained with the same bank, the transfer may be effected within the same bank business day, in which case the value date for the transfer of a foreign currency shall be the bank business day on which such bank receives the SEOCH Participant’s instructions to effect the transfer.  Notwithstanding the foregoing, only after the receipt of the funds is confirmed by SEOCH’s bank will SEOCH accept those funds as cover for the SEOCH Participant’s margin requirements.

10.4.3
Foreign Currencies Revaluation and as Substitution for Hong Kong Dollars

10.4.3.1
 Revaluation of Foreign Currencies


The value of any foreign currency allowed to be used as cover for a SEOCH Participant’s margin requirements shall be determined on a daily basis based on the prevailing market prices at the time of revaluation after deducting a haircut of such percentage as determined from time to time by the SEOCH Board.

10.4.3.2
 Substitution for Hong Kong Dollars

i.
If an approved foreign currency is deposited by a SEOCH Participant as substitution for any margin settled by the SEOCH Participant using Hong Kong Dollars, such foreign currency deposit must be received by SEOCH with finality by 9:30 a.m. on a Business Day in order for the SEOCH Participant to have surplus funds resulting from such foreign currency deposit refunded to the SEOCH Participant in Hong Kong Dollars for same-day value.  

ii.
If the foreign currency deposit is received after 9:30 a.m., any surplus Hong Kong Dollars will be refunded to the SEOCH Participant for value on the next Business Day.

10.5
The Intra-Day Cash Settlement Process


Where intra-day margin is called for, a SEOCH Participant can enquire the call amount via the relevant CCMS report. Please refer to the CCMS Terminal User Guide for CCMS report details. All affected SEOCH Participants shall arrange enough funding in their Designated Bank Accounts in order to settle the intra-day margin call within one hour after the intra-day margin call is issued or such shorter period as may from time to time be prescribed by SEOCH.  Intra-day margin calls may only be satisfied by payment in cash denominated in Hong Kong Dollars.

10.5A
The Special Block Trade Margin Settlement Process


Where Special Block Trade Margin is called for, SEOCH will fax a Special Block Trade Margin Call Notice [Appendix C5] to the relevant SEOCH Participant.  The SEOCH Participant shall arrange enough funding in its Designated Bank Accounts in order to cover the Special Block Trade Margin call within one hour after notification or such shorter period as may from time to time be prescribed by SEOCH.  Special Block Trade Margin calls may only be satisfied by payment in cash denominated in Hong Kong Dollars.  If the SEOCH Participant is unable to meet its Special Block Trade Margin call by the prescribed deadline for any reason, the relevant Block Trade shall, without notice being required to be given to the SEOCH Participant, not be subject to the process of substitution and novation in accordance with the First Schedule to the Clearing Rules or be cleared by SEOCH, and shall be deleted from the Options System as if the Block Trade had never been executed.

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 only 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 Designated Bank Account 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.

11.3
Methods of Contribution


Until further notice, contributions to the Reserve Fund can only be made in cash.

15.
Typhoons and Black Rainstorm

15.2.1 Approach of Typhoon and/or Issuance of Black Rainstorm Warning

iii.
Typhoon Signal No.8 hoisted or Black Rainstorm Warning issued at or after 10:00 a.m.

Any intra-day margin or Special Block Trade Margin call issued one hour or more before the typhoon signal No.8 is hoisted or Black Rainstorm Warning is issued will remain due for settlement within one hour after the intra-day margin or Special Block Trade Margin call is issued. 


In respect of cash deposit or cash withdrawal requests submitted via CCMS before the normal cut-off time of 11:00 a.m. of the day, the settlement of SEOCH Participants’ requests for cash deposit or cash withdrawal will be processed in accordance with 10.4 of these Procedures on a best effort basis and subject to the availability of the applicable services of corresponding banks. In any event, the SEOCH Participant concerned will be informed of whether its request could be settled for same day value before the close of business of the day. 

15.2.2
Retreat of Typhoon or Discontinuation of Black Rainstorm Warning
i. Typhoon Signal No.8 lowered or Black Rainstorm Warning discontinued at or before 12:00 noon of a trading day

The collection of Daily Settlement Call will be effected and due for settlement two hours after the lowering of Typhoon Signal No. 8 or discontinuation of the Black Rainstorm Warning.

Normally, no intra-day margin or Special Block Trade Margin call will be issued earlier than two hours after the lowering of Typhoon Signal No.8 or discontinuation of the Black Rainstorm Warning. The intra-day margin or Special Block Trade Margin call, if any, once issued will be due for settlement not later than one hour after the call is issued as applies for a normal trading day. 

Cash deposit or cash withdrawal requests submitted via CCMS before the normal cut-off time of 11:00 a.m. of the day will be processed for settlement in accordance with 10.4 of these Procedures on a best effort basis and subject to availability of applicable services of the corresponding banks.
Appendix C4  [Repealed]
[Repealed]
Appendix f. lIST OF DESIGNATED BANKS
List of Designated Banks

	1.
	Bank of China (Hong Kong) Limited

	
	

	2.
	The Bank of East Asia Limited

	
	

	3.
	Barclays Bank PLC

	
	

	4.
	Citibank N.A.

	
	

	5.
	Repealed

	
	

	6.
	Repealed

	
	

	7.
	Hang Seng Bank Limited

	
	

	8.
	The Hongkong and Shanghai Banking Corporation Limited

	
	

	9.
	Repealed

	
	

	10.
	Repealed

	
	

	11.
	Liu Chong Hing Bank Limited

	
	

	12.
	Repealed

	
	

	13.
	Standard Chartered Bank (Hong Kong) Limited

	
	

	14.
	Wing Hang Bank Limited

	
	

	15.
	Wing Lung Bank Limited

	
	


Appendix G. FEES AND COSTS
Fees and Costs Payable to SEOCH

G4
CCMS-Related Fees

	Fee Type
	Fee

	Handling fee for the deposit / withdrawal of non-cash collateral into the CCMS Collateral Account
	$100/transaction

	[Repealed]
	[Repealed]

	CCMS Smart Card Reader
	$300 each

	CCMS Smart Card
	$250/card


Appendix H. lIST OF approved currencies 
List of approved currencies (in addition to Hong Kong Dollars) that may be used to satisfy margin requirements
	1.
	US Dollars

	
	

	2.
	Euro

	
	

	3.
	Japanese Yen

	
	

	
	


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




2.
ACCOMMODATION CHARGES PAYABLE BY SEOCH PARTICIPANTS

	Margin Requirement

covered by bank guarantee/
Securities Collateral/
Exchange Fund Bills/Notes/

Other non-cash collateral


	—
	to be determined by SEOCH from time to time in its absolute discretion
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