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Annex B  
 

Full Submissions from Respondents to the Policy Consultation on Margin 

Requirements for Non-Centrally Cleared OTC Derivatives Contracts 

S/N Respondent Full Responses from Respondent 

1 Aberdeen 
Asset 
Management 
Asia Ltd. 

Question 1: Please provide the definition of “physically settled FX 
forward/swaps”. 
 

We would like to seek clarification on the FX exemptions – Would non-
deliverable forwards (NDFs) be exempted given that physically-settled 
FX contracts (i.e. deliverable forwards) are exempted for the margin 
requirements. We are in view that NDFs should be exempted as a 
difference in treatment may lead to even greater basis between on-
shore and offshore FX markets.  
 
Referring to Annex B, we are in view that an IM requirement of 6% on 
NDFs would be prohibitive.  We suggest that short-dated contracts, 
those which are less than 180 days, should be exempted. The provision 
of margin requirements is likely to result in additional operation cost, 
which will directly or indirectly, be passed on to the investors and 
reduced returns of these investors.  
 
Question 3: We are in favour of having a threshold based on the 
exposure to ensure that it is not too onerous for an entity with small 
exposure to set up the infrastructure to support the requirement.  
 

However, clear, workable and appropriate rules are required to govern 
the obligations and requirements so as to address various situations. 
For example, how do we deal with a situation when an exempted 
entity enters into a contract with a non-exempted entity; it is unfair 
for the non-exempted entity to post a margin with the exempted 
entity while the exempted entity does not need to do so.   
 
Besides the above, we opine that a transition period should be allowed 
for an entity’s exposure to move from below the threshold to above 
the threshold before the margin requirement kicks in.  
 
Lastly, we would like to check which party has the obligation to ensure 
whether the counterparty is an exempted or non-exempted entity. 
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Question 4: If investment funds domiciled in Singapore were to be 
subjected to margin requirements, additional cost will be incurred to 
meet the requirement.  
 

In implementing, MAS should consider whether the proposed margin 
requirements will be required in other jurisdictions as this will affect 
the competitiveness of investment funds domiciled in Singapore; this 
is especially so given the Asia Region Funds Passport. 
 
Lastly, does the obligation to meet such margin requirements lie with 
the Trustee or the Fund Manager?  
 
Question 5: Collect only: This is a concern as EU and US have different 
approaches. Most people are unhappy with situation where one party 
is required to collect margin but will not post/pay. It’s fine if AAMAL 
doesn’t pay but what if we pay the broker and the broker has no 
obligation to pay us? We are in view that a non-mutual collateral 
regime leads to higher credit risk.  
 
Under 4.1(a), a legal counterparty is defined as an entity who is a 
signatory to the ISDA master agreement and the collateral service 
agreement of the transaction. In the event where a fund management 
company signs an ISDA to act as an agent on behalf of its client; should 
the obligation to fulfil the requirement lie with the beneficial owner of 
the contract?  
 
Question 7: We are in view that the requirements are too onerous. 
 
Understand that EU has a “standardised model” – In fact ISDA has 
produced a model called SIMM Model agreed with sell side that is 
under review by ESMA. There are concerns on whether or not the 
model is robust and accurate for all collateral types, and whether it 
favours the sell side. 
 
Currently for bi-lateral trades there is no standard margin model and 
we all use our own – discrepancies may arise but are resolved in 
time.  MAS requires all collateral to be paid in 2 days – will this be 
covered by any mandatory dispute periods?   
 
Question 8: Concern has been raised by our legal team that we should 
have a requirement to get a legal opinion. In EU, there must be some 
internal legal review. 
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Question 12: There are similar third party custodian arrangements for 
40 ACT registered US funds subject to US laws only. There is a cost to 
setting up these collateral accounts but they are deemed safer. Issues 
are usually related to getting collateral back from the custodian when 
the broker defaults without having to prove the default. 
  
Question 13: The proposal raises a concern where it is difficult for 
asset managers to prove that the arrangements continue to be “legally 
enforceable”. We are in view that this will be an unfair additional cost 
imposed on us and clients. Please elaborate on what sort of “updated 
legal opinions” is required.  
 
Question 14: If the asset we hold with a custodian is not creditworthy 
under the company’s internal policy after some time, can we move the 
asset? We are in view that there should be some credit exceptions. 
Would there be any restriction on locations of asset/custodian?  
 
Question 15: Would this normally apply to corporates that trade only 
amongst themselves? 
 
Question 16: Please provide more details on which jurisdictions MAS 
deemed as one where netting laws are unclear.  
 
Please provide definition of “total exposure to counterparties from 
such jurisdictions” under para 9.4. Is it calculated on mark-to-market 
exposure per jurisdiction or per broker?  

 
Question 17: This seems sensible but may be difficult to administer: 

 Please provide guidance on how the MAS Covered Entity can prove 
that we complied with this and are “deemed compliance”?  

 Will MAS be providing guidance on which jurisdiction is considered 
as one with comparable laws (i.e. “deemed compliance”)?  

 Who gets to choose which jurisdiction applies? 

2 The 
Alternative 
Investment 
Management 
Association 

Question 1: AIMA supports the proposal to exclude physically-settled 
foreign exchange forwards and swaps from the margin requirements. 
 
We note that the proposed product scope would depend on the ability 
to determine the scope of "OTC derivatives contracts" under the SFA 
and also what is a "QCCP" for the purposes of the margin 
requirements. We urge MAS to provide clear parameters on both 
accounts so that the scope of "OTC derivatives contracts" can be 
clearly and unambiguously determined and so that it is clear what is a 
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"QCCP". For the purposes of the latter, MAS should clarify how it 
intends to determine the QCCP status of a CCP (e.g., is this determined 
by MAS or a home regulator where applicable?). 
 
Question 2: We generally agree with the list of entities proposed to be 
subject to the margin requirements, but request that these are subject 
to our comments below and on proposed threshold amounts. 
 
We note that MAS' intention is to apply the margin requirements to 
inter alia, licensed fund management companies ‘if they are legal 
counterparties to the transaction’. We would be grateful if MAS could 
clarify how this would apply to fund management companies given 
that a fund management company typically enters into derivative 
transactions as agent on behalf of one or more funds, which are the 
legal counterparties to the transactions – not the fund manager. The 
fund will likely be the ‘legal counterparty’ as envisaged by footnote 12 
of the Consultation Paper. 
 
Furthermore, it is common for Singapore licensed fund management 
companies to act as fund managers for offshore funds (i.e., funds 
established outside Singapore, such as the Cayman Islands). In such 
cases, in entering into OTC derivatives contracts, the fund 
management company would act as an agent for the fund (as 
described above) and the OTC derivative contract would not be 
booked in Singapore. AIMA would appreciate clarification of the 
treatment of such offshore funds, distinct from the investment funds 
domiciled in Singapore mentioned at page 6 of the Consultation Paper. 
 
In all circumstances, we would strongly recommend that licensed 
financial institutions be provided with adequate time to consider the 
application of the proposed rules to, before the latter are finalised and 
implemented. 
 
Question 3: AIMA supports the introduction of a well-tailored and 
appropriate de minimis threshold below which both variation and 
initial margin obligations do not apply to an ‘other licensed financial 
institution’ mentioned at paragraph 3.3.(c) of the Consultation Paper. 
While we do not have any specific proposal on the specific 
quantification of this threshold, we suggest that the method for 
calculating the exemption threshold is in accordance with the 
calculation methodologies for the thresholds imposed by US, Europe, 
and other jurisdictions with an established margin framework. 
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In relation to the application of thresholds to fund management 
companies, it would not be appropriate to aggregate the derivative 
exposure of multiple investment funds that have appointed the same 
fund manager as agent. Any threshold should be applied at the fund 
or sub-fund level. We agree with the application of the test specified 
at paragraph 3.6 of the Consultation Paper which mentions the 
treatment of an investment fund as distinct and separate only if the 
fund is ‘(a) a distinct segregated pool of assets for the purposes of fund 
insolvency or bankruptcy; and (b) not collateralised or guaranteed by 
any other person.’ 
 
We do not have comments on the proposed exemptions for public 
sector entities under paragraph 3.5 of the Consultation Paper. 
 
Question 4: We believe that investment funds domiciled in Singapore 
should only be subject to regulatory margin requirements when their 
OTC derivatives activities exceed the relevant de minimis threshold 
after which the counterparty risk presented justifies the obligatory 
exchange of margin. It is noteworthy that investment funds typically 
enter into derivative transactions for hedging and/or efficient 
portfolio management purposes, thus it is desirable to promote such 
activity to as great a degree as possible before imposing a regulatory 
obligation that will increase the costs and reduce the benefits for 
investment funds’ ultimate clients – the end investors. 
 
Many regulated funds are already subject to limits on their derivative 
exposures under the fund regulations (e.g. the Code on Collective 
Investment Schemes) which serve a similar function to margin 
requirements by preventing a build-up of risk to the fund and its 
counterparties. Mandatory margin requirements would unnecessarily 
increase costs to such funds, which would ultimately be passed on to 
fund unitholders. 
 
With regard to the formulation of margin requirements for investment 
funds, AIMA believes that, in the case of investment funds set up as a 
trust, it should be clear that the thresholds are calculated at the fund 
level and not at the trustee level. Footnote 12 of the Consultation 
Paper states that “a legal counterparty is an entity who is a signatory 
to the ISDA master agreement and the collateral service agreement of 
the transaction”, which would make the trustee the legal 
counterparty. However, we respectfully suggest that for the purpose 
of calculating the threshold, derivative exposures of multiple 
investment funds that have appointed the same entity as trustee 
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should not be aggregated. Similarly, in the case of umbrella funds, we 
urge it to be made clear that the thresholds are calculated 
at the sub-fund level. 
 
Question 5: AIMA agrees that a collect-only requirement is a sensible 
way of reducing the risk of clashes between regimes. It also reduces 
the risk of being required to post margin to netting unfriendly 
jurisdictions, which is a problem in post-and-collect regimes. 
 
We also ask MAS to clarify that where a Covered MAS Entity is unable 
to collect margin as a consequence of a default or other form of 
termination event occurring in respect of its counterparty, then such 
circumstance will not cause the Covered MAS Entity requesting the 
collateral to be in breach of the margin requirements. 
 
Question 6: AIMA respectfully requests that the IM threshold be 
calculated without including the exposure from 
excluded products (i.e., exclude physically settled foreign-exchange 
forwards and swaps. 
 
Question 7: We are concerned that MAS may be proposing at 
paragraph 5.2 of the Consultation Paper to require the 
calculation, exchange or collection of IM immediately upon particular 
events i.e., ‘at the outset of a transaction’ and ‘upon changes in 
calculated potential future exposures. We do not believe an 
immediate calculation, exchange or collection for IM is operationally 
practicable for our members. The collection of IM is subject to the time 
required to deliver the collateral. This issue is compounded for our 
members by the fact that many transact with counterparties in 
different jurisdictions across different time zones. 
 
On this basis, we propose that IM should be called for within two 
business days after the occurrence of the relevant events and for the 
IM to be collected within the standard settlement cycle for the 
relevant collateral type after the call. 
 
Question 8: For the same reasons as for IM, AIMA requests that the 
timing requirements for VM are with respect to calls for collateral 
rather than actual delivery, with actual delivery subject to the time 
required to deliver the relevant asset. 
 
Question 10: AIMA respectfully submits that the proposal at 
paragraph 6.10 of the Consultation Paper, in certain cases, 
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would discourage market participants from employing sound risk 
management practices and discourage the use of cash collateral – 
which for VM, in particular, represents the purest settlement of a 
claim and should not be the subject of any haircut. 
 
We would suggest that the imposition of FX mismatch haircuts could 
in fact introduce wrong way risk for counterparties. 
 
For example (for illustration purposes only), a fund might have a non-
physical FX forward contract with an Indian bank where the bank pays 
the fund if the Indian Rupee falls in value against the US Dollar, and 
vice versa if the Indian Rupee rises against the US Dollar. If the Indian 
bank gives the fund cash VM in Rupees to cover a fall in value of the 
Rupee, then the fund will have exposure to significant wrong-way risk 
– as its contractual gains are being paid in the very currency in which 
it has a short position. However, 
if the fund is paid in Singapore Dollars i.e., to alleviate such wrong-way 
risk, the 8% haircut would apply. 
 
The above issue is compounded by the fact that it is rare to find that 
the value of a large portfolio of derivatives is heavily exposed to the 
direction of any one currency. 
 
We, therefore, respectfully request that the 8% haircut be removed. 
In considering this request we suggest that MAS perform their own 
analysis of the correlation to different major currencies of the value of 
a number of representative portfolios to see if the 8% haircut 
approach is justified. We would be happy to assist in this if you wished. 
 
We also note (and request MAS to consider instead a similar approach) 
that the EU proposals take a "per agreement" approach to the FX 
mismatch between "collateral currency" and "termination currency" 
rather than on a "per transaction" basis or link the mismatch with 
"settlement currency". 
 
We request MAS to not apply the FX haircut to cash IM or cash VM. 
 
Question 11: AIMA recommends that (i) the margin rules make clear 
that the collecting party can act as custodian for the IM (subject to the 
gathering of the necessary legal opinions and any other necessary 
steps); and (ii) the party posting collateral be given the choice whether 
to insist that the collateral be held with a third party holder or 
custodian rather than the collecting party. 
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While it may superficially appear a better choice for our members to 
always ask for a third party to hold collateral, use of a third party 
custodian does increase costs compared to the collecting counterparty 
acting as custodian. 
 
Question 12: Other types of such arrangements include title transfer 
and charge-back of margin, and also holding cash 
IM in an account with the collecting party that is protected in the event 
of insolvency by a regulatory regime that protects client money or 
other legal means. 
 
Question 13: We believe that further clarity is required from MAS on 
the provision of legal opinions. 
 
Firstly, we believe that the legal opinion should only be required to 
address segregation (i.e., that the IM would not become part of the 
proprietary assets of the collecting party in an insolvency of the 
collecting party). We also believe strongly that final rules should clarify 
that the legal opinion should be able to be performed by each 
counterparty’s internal legal function. 
 
Second, it should be made clear that parties are able to rely on an 
industry standard legal opinion. We believe it would be far too costly 
and time consuming for parties to obtain specific legal opinions 
relating to their particular segregation arrangements. ISDA has 
previously provided such industry standard legal opinions with respect 
to the enforceability of close-out netting arrangements in certain 
jurisdictions. We 
believe that a similar approach of relying on industry-wide legal 
opinions could also be used with respect to segregation arrangements. 
Importantly, the margin rules should permit participants to rely on 
industry-wide standard opinions that are produced for segregation on 
a generic basis of key principles must appear in a legal agreement in 
order to achieve segregation rather than to obtain opinions for 
individual agreements, as otherwise the cost of obtaining opinions will 
prove needlessly expensive. 
 
Thirdly, in relation to the time at which a legal opinion is adopted, we 
would encourage MAS to only require the opinion to be obtained/in 
place at the time at which the segregations arrangement is adopted 
and implemented rather than when each specific transaction has been 
entered into. The law on segregation of assets does not normally 
change rapidly. In many countries the law has not materially 
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changed for decades. Further, an obligation to check the legal 
situation for each jurisdiction of each counterparty more frequently 
than annually could well represent a diversion of resources from 
productive uses. 
 
Question 14: AIMA supports the proposal to permit a one-time re-
hypothecation of non-cash IM collateral. Rehypothecation is 
particularly important for prime brokerage transactions. 
 
Question 15: AIMA supports to exemption of intra-group transactions 
from the margin requirements. 
 
Question 16: AIMA strongly supports the MAS approach described at 
paragraph 9.1 of the Consultation Paper for margin rules ‘to avoid the 
application of duplicative or conflicting margins requirements on the 
same transaction.’ OTC derivatives markets are truly global in nature, 
thus making it vitally important that counterparties across 
jurisdictions are confident and able to transact with one another in an 
efficient and predictable manner, subject to a single set of rules. Such 
confidence would helps to maximise the liquidity of OTC derivative 
markets, thus enabling participants to better meet their hedging or 
directional 
position based goals more efficiently. 
 
Question 17: We support the proposed mutual recognition regime 
based on an outcomes-based comparability assessment of a foreign 
regime’s rules, enabling a MAS Covered Entity to be deemed 
compliant with the MAS margin rules when it is: (i) established under 
the laws of/ has place of business in a foreign jurisdiction with 
comparable margin rules and is required to comply and is in 
compliance with those comparable margin rules; and/or (ii) 
transacting with a counterparty subject to that foreign regime’s rules 
and it has complied with those rules. AIMA would urge that such 
comparability assessments be undertaken as quickly as possible once 
the final rules are adopted. 
 
Question 18: AIMA notes that MAS will review the commencement 
date for non-bank financial institutions at a later stage. We urge MAS 
to provide an opportunity and sufficient time to consider and 
comment on the proposed margin rules for such financial institutions 
prior to the finalisation of the same. 
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Financial institutions will likely need to re-document the relationships 
with segregated IM and put in place operational changes and so ample 
time must be set aside for this exercise. 

3 Bank Julius 
Baer & Co. 
Ltd., 
Singapore 
Branch 

General comments: Will the MAS consider appointing agents to assist 
MAS covered entities to compute the initial margin (IM) and variation 
margin (VM)? This will serve to ensure consistency in the post/collect 
requirements and to minimize disputes between counterparties.  
 
If Head Office is assisting the MAS covered entity (which is a branch to 
Head Office) to compute and post the IM and VM with the 
counterparties on behalf of the MAS covered entity for transactions 
booked in Singapore, would this be sufficient so that the MAS covered 
entity need not establish a function in Singapore to perform the 
computing and the posting of IM and VM?  
 
Question 2: BJBS, as a Private Bank, currently executes derivatives 
transactions for clients based on clients’ demands and instructions. 
Like any other Banks, BJBS has its own credit framework that sets out 
its exposure thresholds and monitoring requirements for such 
derivative transactions. The exposures arising from such clients’ driven 
derivative transactions are usually offset with back-to-back 
transactions with counterparties which we understand may attract 
margin requirements. Given that collaterals have been collected from 
the clients (type of collaterals to be determined and/or rated i.e. can 
specifically restrict collaterals for derivatives transactions to be cash 
or other high quality assets, etc), will the MAS consider exempting 
private banks from the margin requirements for back-to-back 
transactions which are executed to square off expsoures arising from 
clients’ derivatives transactions?  
 
Question 5: Paragraph 4.7 requires monitoring of all uncleared 
derivatives between two consolidated groups to be performed on an 
ongoing basis to determine the exchange or collection of IM. While it 
is noted that this is in line with the Working Group on Margin 
Requirements (“WGMR”) framework, this could be onerous. Hence, 
will the MAS reconsider adopting this approach?  
 
Question 10: Will MAS consider allowing varying FX haircut in 
accordance to Major Currencies and Non-Major Currencies, so as to 
address the lower FX mismatch haircut for less volatile currencies and 
the higher FX mismatch haircut for the more exotic and less traded 
currencies?  
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Question 17: If the MAS covered entity is required to post margin with 
a counterparty that is governed under a different but comparable 
jurisdiction, which regulations will take precedence?  
 
Is the comparability assessment a one-off assessment?  
Will the MAS be publishing a list of foreign jurisdictions with margin 
requirements that achieve the same regulatory objectives as MAS’ 
margin requirements?  
 
If the answer to point 4 above is “Yes”, will there be a process for 
applying to MAS for assessing a specific jurisdiction that is not on a 
published list?  
 
Question 18: The commencement date for VM for “All other 
commercial banks and merchant banks” is stated as 1 Mar 2017 while 
the commencement dates for IM, ranges from 1 Mar 2017 to 1 Sep 
2020. Given the amount of resources to be invested to set up the 
monitoring of both margins, will the MAS consider aligning the 
commencement dates for VM to that of the IM? 

4 BNP Paribas 
Trust 
Services 
Singapore 
Limited 

Question 1:  We respectfully suggest that MAS consider harmonising 
its margin rules with other regulators, especially the exempted 
product scope and threshold requirements.   
 

Question 2: We respectfully suggest that MAS consider removing 
entities licensed under the Trust Companies Act from the proposed 
entity scope.  Due to the nature of trust business, each trust is 
generally a distinct segregated pool of assets for purposes of 
insolvency and our view is that they would not pose a systemic risk to 
the financial system.  
 

Alternatively, if MAS would like to include entities licensed under the 
Trust Companies Act under the proposed entity scope, we would 
request that MAS consider excluding certain private trust structures 
from the proposed entity scope on the basis of their similarity to local 
domiciled investment funds.  We understand that MAS is currently 
considering the need for such investment funds to comply with the 
proposed margin requirements. 
 
In order to leverage on the tax incentive scheme offered to fund 
vehicles managed by a fund manager in Singapore and enjoy the tax 
exemption granted on specific income derived in respect of 
designated investment, some private trusts may be structured in the 
form similar to a local domiciled investment fund (i.e. unit trust 
structure / fund with a Singapore licensed fund manager appointed to 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

manage the same (albeit that there is only unitholder who is also the 
sole beneficiary)). If MAs decides that a locally domiciled investment 
fund will be exempted from the proposed margin requirements, we 
propose that we submit that for consistency and given that the same 
considerations would apply, such similarly structured private trusts 
should also be exempted from the proposed margin requirements. 
 
On the other hand, if  MAS decides that a locally domiciled investment 
fund will not be exempted from the proposed margin requirements, 
we respectfully propose that the obligation to ensure that the margin 
requirements are respected and should not be imposed on the 
licensed trust company (being the signatory to the ISDA master 
agreement and credit support annex) but rather on the fund manager 
who currently manages the private trust fund for the similar reasons 
as set out in our response to question 4 below. 
  
Question 4: We note that the current definition of “MAS Covered 
Entities” does not include a trustee approved under Section 289 of the 
Securities and Futures Act and it is our view that investment funds 
domiciled in Singapore should not be subject to margin requirements 
for the following reasons: 
a)  the counterparties with whom such funds enter into OTC 

derivative transactions with (local or otherwise) would already 
/ eventually be subject to the margin requirements and would 
therefore impose the same on these investment funds; 

b)  investment funds domiciled in Singapore and authorised under 
the Securities and Futures Act are already subject to derivative 
exposure limits as provided for under the Code on Collective 
Investment Schemes; and 

c)  the additional costs incurred in adhering to the new margin 
requirements (which will be regulatory in nature) will impact 
the total expense ratio of the fund negatively and be eventually 
passed down to the unitholders. 

 
In the event that the Authority is nevertheless inclined to subject 
investment funds to margin requirements, who should the obligation 
be imposed on? We would like submit that such obligations should be 
imposed on the fund manager of the Singapore domiciled fund rather 
than its trustee for the following reasons: 
 
(i) Roles of a fund manager and trustee 
It will generally be provided for in the trust deed of the fund that the 
fund manager of the fund is responsible for the day-to-day 
administration of the fund. This includes, among others, the 
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monitoring of the cash accounts of the fund to ensure that are 
sufficiently funded and that the fund is able to meet its obligations as 
and when they fall due (including but not limited to redemption 
payments, fee payments, margin calls, etc.).  
 
(ii) Current practice  
The decision to enter into OTC derivative transactions and the 
selection of the fund’s counterparty for such transactions are 
generally within the discretion of the fund manager and not the 
trustee of the fund. In this regard, the relevant documentation (ISDA 
master agreements and credit support annexes) entered into by a 
trustee on behalf of the fund are normally negotiated by the fund 
manager with the counterparty. While the trustee will execute the said 
agreements in its capacity as trustee of the relevant fund, its 
participation in the review of their terms is quite minimal and would 
generally relate to specific representations and warranties given.  hus 
the current practice  is that collateral management is already 
undertaken by the fund managers. 
 
In the context of authorised funds, given that the investment 
restrictions as set out in the Code on Collective Investment Schemes 
relating to OTC derivative transactions (such as suitability of the 
counterparty, global exposure, recognition and reinvestment of 
collateral) are imposed on the fund manager, it would naturally flow 
that any margin requirements imposed on such funds for their OTC 
derivative transactions should also be undertaken by the fund 
manager.  
 
 (iii) Skillset  
As a result of points (i) and (ii) above, an approved trustee or trustee 
licensed under the Trust Companies Act, would generally not have the 
required skillsets to fulfil the conditions set out in paragraphs 5 and 6 
of the Consultation Paper.  
 
Separate and distinct 
We agree with MAS’s view that an investment fund should be treated 
as distinct and separate if the fund is (a) a distinct segregated pool of 
assets for the purposes of fund insolvency and (b) not collateralised or 
guaranteed by any other person. There should not be any group 
aggregation in relation to calculating of the thresholds.   

5 The Bank of 
Tokyo-
Mitsubishi 
UFJ, Ltd., 

General comments: It is more efficient for major banks with multiple 
branches to adopt a “one bank, multiple entity approach” for margin 
requirements. Booking of collaterals should be centrally managed in 
Head Office instead of locally. Banks will incur a lot of costs for keeping 
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Singapore 
Branch 

collaterals such as government bonds if collateral is managed/booked 
locally.  
 
Question 1: The Bank is grateful that MAS has taken into consideration 
the exclusion of “physically-settled foreign exchange (“FX”) forwards 
and swaps from the consultation of margin requirements, which is in 
line with recommendations in US, EU and Japan. In Asia, there are 
many countries that have exchange control for their domestic 
currency such as India and China. These emerging countries do not 
meet global standards for the use of legally enforceable netting 
agreements. Without such netting agreements with such emerging 
countries full collaterals will have to be provided and this will increase 
the cost to the banks. Banks will also be unsure of their legal positions 
if there is counterparty default.  
 
The Bank would appreciate if MAS would consider the problems 
associated with the difficulty of having legally enforceable netting 
agreements and CSA, to exclude NDF from the margin requirements.  
 
In addition, we would ask MAS to consider deferring margin 
requirements for cross currency swaps until the rule is globally 
implemented and taking into consideration its complexity.  
 
Question 3: The Bank suggests MAS should set thresholds guidelines 
on such exempt financial institutions based on a volume basis. 
Threshold of margin requirement for non-cleared transactions should 
match those of CCP for cleared transactions. Internally the MAS 
Covered Entities should have a robust evaluation and monitoring 
framework to monitor transactions with such counterparties.  
 
Question 4: Please see our response to Question 3.  
 
Question 5: The Bank prefers the collect-only requirement as it will 
reduce operations burden and disputes between different 
jurisdictions. The Collect-only regime is in-line with the major 
jurisdictions like Japan, the US and the EU.  
 
Question 6: The threshold of S$80 million for exchange and collection 
of Initial Margin is in line with the WGMR recommendation. The IM 
phase-in thresholds for the initial phase-in is also same as the major 
jurisdictions. However, MAS should consider giving flexibility to banks 
to decide on the de minimis transfer amount as currently this is 
negotiated with counterparties during CSA negotiation.  
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Question 7: To the Bank’s knowledge, other jurisdictions do not 
require banks to submit quantitative models to be approval by their 
regulators. The Bank suggests there should be some standard 
guidelines in the calculation of IM. ISDA has recently appointed 
InterContinental Exchange to develop a Standard Initial Margin Model 
(SIMM) based on risk buckets and weightings.  
 
Question 8: For counterparties with a legally enforceable netting 
agreement in place, VM calculations are already in place and the risk 
is minimized as exposures are netted. However, for counterparties 
with no legally enforceable netting agreement, the cost to do business 
with such counterparties could rise and will leave banks unsure of legal 
positions if the counterparty defaults. Many countries have not 
introduced these margin requirements, including several G-20 
countries.  
 
Question 9: Cash, Gold, High Investment Grade Government Bonds 
are common collateral accepted at most major jurisdictions and CSA 
agreements. However, equity securities are not that commonly 
accepted due to their inherent risk.  
 
Question 10: Although a standard mismatch haircut of 8% is proposed 
by the major jurisdictions including MAS, the Bank would appreciate if 
MAS could consider further classification between liquid and illiquid 
currencies. The Bank also suggests that MAS could update the haircut 
schedule to accordingly reflect the economic events that will affect the 
liquidity/value of the currencies.  
 
While a single termination currency or transfer currency should be set 
for a contract within the same jurisdiction, the Bank should be 
permitted to set multiple currencies in a cross-border contract (ie, 
each counterparty may set a different single termination currency).  
 
Question 11: This proposal raises a number of issues the Bank would 
ask MAS to consider. It is likely that the implementation of IM 
collateral safe-keeping would cause a sudden increase in volume of 
collateral at custodian facilities. From the Bank’s perspective, how will 
the Bank ensure that the IM collateral is collected by the third party 
custodial on time? Also, would existing third party custodian facilities 
be ready to cope with the sudden surge in volume of collateral 
collected?  
 
The Bank can also forsee that this proposal would increase the 
operational burden on the Bank. It will also require extra legal 
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documentation. As it is proposed third party custodian facilities will 
handle a huge amount of collateral, who will monitor the default risk 
associated with custodian banks?  
 
Question 13: It is more practical to conduct such reviews by a neutral 
party like ISDA or a review committee that consists of lawyers from 
major jurisdictions. This will at least ensure harmonization of legal 
opinions among the major jurisdictions.  
 
Question 14: The proposal to permit only one-time rehypothecation 
of non-cash IM collateral will reduce the amount of high quality 
investment grade assets in the market affecting the liquidity. 
  
Question 16: The proposed treatment of cross border transactions 
between jurisdictions with similar margin requirements will probably 
not cause major concerns. However, there will be problems when 
trading with emerging markets that have not implemented margin 
requirements and have unclear netting standards. Costs for banks in 
jurisdictions with margin requirements will rise and the legal position 
of banks with non-regulated counterparties is unclear when they 
default.  
 
Question 17: We appreciate MAS proposed approach to recognize 
compliance with the margin requirements of foreign jurisdictions with 
similar margin requirements as deemed compliance with MAS 
requirements. Deemed compliance might, however, be complicated 
and difficult in reality when more jurisdictions implement the margin 
requirements.  

6 Citigroup Question 2: We seek clarifications as to whether approved trustees 
will be considered as a “licensed financial institution”. For fund 
managers and trustees of collective investment schemes constituted 
as trust structures, the Margin Rules should apply to each underlying 
fund separately.  
 
We seek clarifications on the definition of an “overseas regulated 
financial firm”. Specifically, whether the intention of this term is to 
capture entities analogous to a MAS covered entity, or would the MAS 
prescribe a further set of criteria in relation to this term.  
 
Question 3: We are of the view that only systemically important non-
bank entities should be subject to the margin requirements and that 
the thresholds should be calibrated to reflect this.  
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Question 4: Any margining requirements for investment funds should 
be applied at the investment funds level and not the manager or 
trustee level.  
 
Question 5: On the requirement to exchange VM within two business 
days following the execution of a new uncleared derivative contract or 
IM within two business days following a recalculation of IM 
obligations, we wish to highlight that the settlement period for the 
transfer of certain currencies or collateral may exceed two business 
days. We also submit that MAS should clarify that “business days” 
should refer to business days of both collateral collector and collateral 
poster.  
 
Question 6: We fully support the proposed S$13B threshold for IM.  
 
Question 7: For IM model based on industry standard, such as the 
SIMM, there should be no need for MAS approval. In addition, we 
would like to propose that where the MAS Covered Entity is part of a 
larger financial group that is headquartered outside Singapore and the 
IM model it uses is approved by its foreign head office’s or foreign 
parent company’s regulators, notification to MAS of the full particulars 
of the IM Model should suffice and approval by MAS of the IM Model 
should not be required.  
 
Question 10: In relation to the 8% haircut on FX mismatch, for major 
currencies, we propose a zero haircut. Any mismatch risk can be 
addressed in the IM Modelling. By “major currency”, we mean the 
following: (i) United States Dollar (USD); (ii) Canadian Dollar (CAD); (iii) 
Euro (EUR); (iv) United Kingdom Pound (GBP); (v) Japanese Yen (JPY); 
(vi) Swiss Franc (CHF); (vii) New Zealand Dollar (NZD); (viii) Australian 
Dollar (AUD); (ix) Swedish Kronor (SEK); (x) Danish Kroner (DKK); (xi) 
Norwegian Krone (NOK); or (xii) any other currency as determined by 
the MAS.  
 
Question 11: We wish to seek clarification whether the MAS has any 
concerns if, in the situation where a MAS Covered Entity is collecting 
collateral, collateral is safe-kept in a jurisdiction other than Singapore.  
 
Question 12: Where a collateral collector is itself licensed or exempt 
from licensing, and is providing custody services under the SFA, it may 
be possible to maintain the collateral in a custody account with itself 
as custodian with such assets being bankruptcy-remote under section 
104A of the SFA.   
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For such an arrangement to work, MAS may need to reconsider the 
proposed amended definition of “customer” under the February 
Consultation on Proposed Amendments to the SFA to specifically 
include the counterparty of an MAS Covered Entity. 
 
Question 13: We seek clarifications if internal opinions from legal 
counsel can suffice for this purpose.  
 
Question 15: We fully support the exemption for inter-group 
transactions and the conditions set down by the MAS. As these are 
objective conditions, we propose that the exemption should apply 
automatically without the need for further application by the MAS 
Covered entity if the conditions are satisfied. We propose that MAS 
Covered Entities be permitted to apply for exemptions if they are 
unable to satisfy the conditions of the exemption but there are other 
extenuating circumstances that can mitigate the risks.  
 
Question 17. MAS seeks views on the proposed approach for the 
application of deemed compliance, particularly for cross-border 
transactions.  
 
We seek clarifications whether the deemed compliance proposals 
would apply for transactions in Singapore by MAS Covered Entities 
that are also subject to the Margin Rules of its home jurisdictions (for 
example, a transaction between the Singapore branches of two 
foreign banks). 

7 CME Group 
Inc. 

General comments: CME Group generally supports MAS’ proposals 
set forth in the Consultation Paper as they closely align with the key 
principles and requirements outlined by the Basel Committee on 
Banking Supervision (“BCBS”) and International Organization of 
Securities Commissions (“IOSCO”) for margin requirements for non-
centrally cleared derivatives, which are referenced generally as the 
International Principles in CME Group’s proceeding comments. 
Further, their implementation is largely consistent with the G-20 policy 
goals supporting the use of central clearing to mitigate risk. However, 
there are some aspects expounded in the Consultation Paper which 
may benefit from further reconsideration.  
 
CME Group believes that most international regulatory authorities are 
operating under a working assumption that the International 
Principles will lead to initial margin requirements for non-centrally 
cleared derivatives that are 40-45% higher than the initial margin 
requirements for similar products at a central counterparty (“CCP”), 
thereby creating an incentive for swaps participants to clear their 
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swaps at a CCP. This assumption is incorrect due to the different and 
additional requirements for CCP initial margin methodologies that go 
above and beyond the proposals in the Consultation Paper. The 
international regulatory authorities are operating under this 
assumption since all things being equal, a 10-day margin period of risk 
(“MPOR”), as required under the International Principles, will lead to 
a 40-45% higher initial margin requirement than the 5-day MPOR that 
can be applied for OTC products cleared by CCPs. This assumption fails 
to account for the less restrictive initial margin model calibration 
requirements in the International Principles as compared to the 
requirements for initial margin model calibration at CCPs, which are 
largely based on the Committee on Payments and Market 
Infrastructures (“CPMI”) and the IOSCO Principles for financial market 
infrastructures (“PFMIs”). 
 
CME Group believes it is important to provide an example to dispel the 
idea that a 40-45% differential between non-cleared and cleared 
derivatives will exist based on the International Principles and MAS’ 
proposals in the Consultation Paper. The proposed International 
Principles require that initial margin models account for a simple 
confidence interval of 99% for initial margin model calibration, which 
many CCPs go above and beyond in order to meet their regulatory 
requirements for setting initial margin, such as the requirements in the 
United States3 (“US”) and the European Union4 (“EU”). Consequently, 
CME Group calibrates its initial margin requirements for its OTC 
interest rate swaps using a 99.7% confidence level sampling to meet a 
99% coverage standard. As demonstrated below, the differences from 
this seemingly tiny detail are striking, with the initial margin difference 
between a trade subject to a 10-day MPOR under a 99% confidence 
interval versus a 5-day MPOR under a 99.7% confidence interval being 
reduced to a mere 10%.  
 
If additional risk management techniques common to CCPs are 
considered, as is required by many international regulators through 
their implementation of the PFMIs, such as volatility floors, defined 
margin buffers, and liquidity add-ons, it is clear that, notwithstanding 
a 10-day MPOR, the proposals allow for initial margin for non-cleared 
derivatives at levels lower than those required of clearinghouses in the 
US and EU subject to a 5-day MPOR. CME Group requests MAS to 
reconsider their proposal under the Consultation Paper that applies a 
simple 10-day MPOR to non-cleared derivatives, and asks that MAS 
implement final requirements that actually result in non-cleared 
derivatives initial margin being at least 40% higher than that of cleared 
derivatives initial margin.  
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Another point of consideration is the proposed S$80M initial margin 
threshold, below which a firm can elect to not collect initial margin. 
CME Group would like to draw MAS’ attention to conclusions recently 
reached by the OTC Derivatives Assessment Team (“OTC DAT”), a team 
commissioned by the OTC Derivatives Coordination Group comprised 
of the chairs of the Financial Stability Board (“FSB”), the Committee on 
the Global Financial System (“CGFS”), BCBS, IOSCO, and CPMI. In 
October 2014, the OTC DAT concluded for those firms “exempt from 
capital requirements on counterparty risk exposures” and also 
“exempt from bilateral margin requirements:” 

 Direct Clearing: Incentives to clear centrally may not be present in 
view of margin and capital requirements for central clearing.  

 Indirect Clearing: Incentives depend on cost pass-through from the 
dealer. Incentives to centrally clear may weaken due to capital 
requirements for a clearing member’s exposure to its clients.  

 
The OTC DAT conclusions make clear that any client not subject to 
capital requirements and non-cleared initial margin requirements will 
have little incentive to centrally clear their OTC derivatives exposures. 
This may ensure that the majority of non-bank users will continue to 
focus their activity in the non-cleared derivatives markets to the 
extent possible, thereby undermining the goals of the G-20 to reduce 
systemic risk through central clearing. These concerns that some 
market participants may actively manage their exposures to their 
counterparties to stay below the threshold appear to be well-founded 
based on press reports where market participants have noted that 
they will treat the €50M (S$80M) threshold as a cap on their bilateral 
exposures to avoid the requirement to exchange initial margin. 
Consequently, CME Group believes that putting in place disclosure 
standards for the number of counterparties with which a market 
participant utilizes this initial margin threshold remains of the utmost 
importance. A consequence of having a large segment of end-users 
not clearing is a lack of diversification and potential for greater build-
up of directional risk at clearing firm entities. While CME Group 
understands that deviating from International Principles may 
sometimes be difficult, CME Group believes that, at a minimum, the 
MAS should institute disclosure requirements for firms utilizing the 
non-cleared initial margin thresholds.  
 
Question 5: Both parties to a transaction should post and collect 100% 
of gross initial margin and variation margin to remain consistent with 
the International Principles.  
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Initial margin and variation margin are vital risk mitigation techniques 
for derivatives trading, both under centrally cleared and non-centrally 
cleared environments. The collection of initial margin and variation 
margin is designed to ensure that future and current exposures, 
respectively are covered and therefore, for exposures to be fully 
covered margins must be posted and collected. As such, CME Group 
would implore MAS to adopt a post-and-collect requirement for non-
cleared OTC derivatives, which in addition to providing significant risk 
management benefits is aligned with the International Principles.   
 
Although, as MAS has stated under a collect-only requirement MAS 
Covered Entities would be subject to a post-and-collect requirement 
for non-cleared OTC derivatives when transacting with other entities 
subject to regulatory requirements implementing the International 
Principles, CME Group is concerned that a collect-only requirement 
would greatly increase incentives for MAS Covered Entities to engage 
in regulatory arbitrage by transacting with entities that are domiciled 
in jurisdictions that have not implemented the International 
Principles. Through transacting with said entities, MAS Covered 
Entities would therefore not have to post any initial margin or 
variation margin to manage the risk related to their positions. 
Additionally, if a MAS Covered Entity does not have to post margin 
related to certain transactions, then the entity has the ability to 
continue to take on risk through non-cleared derivatives without the 
vital risk mitigant of initial margin that was proven to be effective in 
central clearing during the 2007 financial crisis.  
 
The risk management benefits provided by a post-and-collect 
requirement are augmented by a gross margin regime, which CME 
Group would like to applaud MAS for proposing to implement in the 
Consultation Paper. Under a gross regime, entities are fully margined, 
opposed to offset against each other. MAS has already proposed to 
establish a basis for ensuring entities non-cleared derivatives’ 
exposures are fully collateralized through the collection of gross 
margin, but to fully achieve this MAS should implement its proposed 
post-and-collect requirement to ensure entities on each side of a 
transaction are fully collateralized, regardless of where entities on the 
opposite side of a MAS Covered Entity’s transaction are domiciled.  
 
In line with CME Group’s comments about the imprudent nature of a 
collect-only requirement, CME Group is aware of some proposals6 
that advocate a “margin sharing” model, whereby each party to a 
bilateral derivatives transaction posts half of the aggregate initial 
margin requirement into a separate custodian account that becomes 
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property of the non-defaulting party if the other side defaults. CME 
Group’s understanding of this model is that it creates a “half-
defaulter-pay” model, where only half of the originally calculated 
initial margin requirement for a non-centrally cleared derivative is 
available upon a market participant default. This directly contradicts 
the International Principles of incentivizing central clearing and risks 
pushing small and medium sized firms to trade products into the 
riskier non-cleared derivatives markets. Initial margin requirements 
should be calculated on an individual market participant basis, 
meaning two requirements for each bilateral transaction, and each 
market participant should be responsible for 100% of their margin 
requirements. CME Group asks that MAS be explicit in their final rules 
to prevent this potentially significant area of regulatory arbitrage.  
 
Question 6: Firms should disclose the aggregate uncollateralized 
exposures created by their use of the S$80M initial margin threshold, 
across how many counterparties it is dispersed, and how many of 
those counterparties are inter-related – i.e. legally separate 
investment funds backed by the same investment advisory group. 
  
The opacity and lack of risk management in the non-cleared 
derivatives markets acted to exacerbate the financial crisis that began 
in 2007 and led the G-20 to commit in 2009 to reform this 
marketplace. Initial margin requirements for non-centrally cleared 
derivatives are a key component of this reform program, and CME 
Group is largely in support of the International Principles published by 
the BCBS and IOSCO and how they address the impacts of these 
regulations on small and medium sized firms. 
  
An important component of the International Principles was the 
establishment of the €50M (S$80M) initial margin threshold, below 
which two counterparties to a transaction could agree to not exchange 
initial margin. This threshold was determined to mitigate some of the 
effects that the new collateral requirements would have on the OTC 
marketplace, and how these requirements could inhibit certain 
counterparties’ access to the risk management benefits that OTC 
derivatives can provide. CME Group believes that in the spirit of the G-
20 mandate, a firm should disclose the aggregate amount of 
uncollateralized initial margin exposure they have, across the number 
of counterparties, and how many of those counterparties are inter-
related on a quarterly basis along with the firm’s financial statements. 
  
Adequate disclosure around the S$80M initial margin threshold is the 
only way for an investor, credit provider, or even a CCP to tell how a 
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particular firm is applying this threshold across its business and how 
much exposure a firm has in this regard. The S$80M threshold 
introduces the potential for loopholes and will incentivize firms to 
proactively manage their thresholds across their dealer 
counterparties. Disclosure would help to negate some of these 
incentives and will provide transparency across the dealer community 
and to counterparties in the OTC derivatives markets. Small portfolios 
with uncollateralized initial margin can result in very significant 
exposures, potentially up to €1 trillion according to the BCBS7, and 
adequate disclosure is the best and most transparent way to combat 
this.  
 
This disclosure would result in no additive cost because firms are 
required under the proposed rules to monitor at the consolidated level 
how the threshold is applied. Reporting this figure would be consistent 
with the G-20 reforms to bring new clarity to the OTC derivatives 
marketplace, and a sample disclosure from a firm could be as simple 
as follows:  
 
As of September 2015, Firm A has calculated an aggregated initial 
margin requirement of S$500M at the firm level for its non-centrally 
cleared OTC derivatives, of which S$400M has been collected for all of 
its non-centrally cleared OTC derivatives across X amount of 
counterparties, with X amount of those counterparties actually 
sponsored by Y parent counterparties.  
 
MAS has an important opportunity in its final requirements to add new 
clarity to the OTC derivatives marketplace and CME Group asks them 
to consider requiring this single disclosure point.  
 
Question 7: In light of the margin requirements applied to CCPs that 
adhere to the PFMIs, CME Group recommends the following 
modifications to the margin rules for non-cleared OTC derivatives to 
align the rules with the risk profile of the non-cleared markets and the 
G-20 commitments in favor of central clearing:  
 
I. Modify the quantitative requirements to require an initial margin 
model calibration based on 99% ex-post coverage, not simply a 99% 
confidence level sampling  
 
For background, below is the excerpt from the Consultation Paper for 
the initial margin model calibration for the covered non-cleared OTC 
derivatives:  
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For the calculation of IM, MAS proposes the following:  
(a) a one-tailed 99 per cent confidence interval over a horizon of at 
least 10-days to reflect an extreme but plausible estimate of an 
increase in the value of the instrument. (emphasis added)  
 
In contrast, global regulatory requirements for the calibration of initial 
margin requirements for cleared OTC derivatives commonly require 
the utilization of a confidence interval that exceeds 99%. Both the 
CFTC and the European Commission have adopted regulatory 
requirements for cleared OTC derivatives that require initial margin to 
be calibrated at a confidence level above 99%.  
 
Furthermore, CFTC Regulation 39.13(g)(2)(iii) requires that initial 
margin requirements are calibrated so that the following is yielded:  
The actual coverage of the initial margin requirements produced by 
such models, along with projected measures of the models' 
performance, shall meet an established confidence level of at least 99 
percent, based on data from an appropriate historic time period, for: 
(emphasis added)  
 
CME Group believes that the proposed calculation of initial margin in 
the Consultation Paper could result in potentially insufficient margin 
coverage for non-cleared derivatives and lower, or similar, margin 
levels for OTC derivatives subject to a 10-day MPOR with a 99% 
confidence interval compared to OTC derivatives subject to 5-day 
MPOR with a 99% ex-post coverage requirement. As demonstrated in 
the introduction, the proposals laid out under the Consultation Paper 
when viewed from the perspective of actual 99% coverage for a 5-day 
MPOR versus a 99% confidence interval for a 10-day MPOR allow for a 
gap of 10% between 5-day and 10-day MPORs, not including other CCP 
margin add-ons, rather than the 40-45% assumption on which MAS 
appears to be currently basing their proposal. MAS can easily correct 
for this potential unintended consequence through the inclusion of an 
explicit additional requirement that any non-cleared margin model 
satisfy a 99% coverage standard on an ex-post basis over a reasonable 
lookback horizon.  
 
Appropriate calibration and thorough backtesting are required to 
ensure that initial margin models provide a 99% ex-post coverage, 
which can sometimes require calibration at confidence intervals of 
99.5% or even 99.7%. Initial margin models for non-cleared derivatives 
submitted to MAS for approval should explicitly detail the model 
parameters used in the calibration stage and evidence coverage on an 
ex-post basis. Any other approach would invite participants in the 
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illiquid, bilateral OTC markets to potentially implement margin levels 
that are similar, if not lower, than the margin levels required of CCPs 
offering clearing services in more liquid and fungible OTC contracts. 
CME Group notes that it expressed a similar view on 99% coverage to 
the United States8 and European9 authorities in response to their 
proposed regulations, and hope margin coverage levels are aligned 
internationally.  
 
Finally, CME Group recommends that MAS adopt requirements for 
initial margin models for non-cleared OTC derivatives that ensure 
initial margin models meet a 99% coverage over a period of at least 10 
days as evidenced by ex-post testing over a reasonable lookback 
horizon.  
 
II. MAS should incorporate a liquidation add-on component into their 
requirements for the calibration of initial margin models  
CME Group believes that MAS should include a requirement to have a 
liquidity component in non-cleared OTC derivative initial margin 
models. Liquidity of products and the size of relative portfolios are 
important considerations in order to prudently determine overall 
initial margin requirements, and these are considerations that are 
typically outside the realm of requirements on MPOR.  
 
Typical value-at-risk (“VaR”) models scale linearly with portfolio size, 
however, it is well-known that the cost of liquidation increases super-
linearly with size. CCPs’ models, therefore, are required to apply a 
form of additional margins on large portfolios of even the most liquid 
products, and also during times of market crisis which would require 
significantly higher collateral. It is imperative that initial margins for 
non-cleared derivatives include provisions for these additional costs 
beyond the costs computed by the base initial margin models, 
particularly ones that only utilize a 99% confidence interval with a 10-
day MPOR. 
  
As evidenced in the financial crisis that began in 2007, non-cleared 
derivative transactions can take months or even years for a firm to 
liquidate or appropriately hedge with counterparties. A 10-day MPOR, 
currently proposed in MAS’ Consultation Paper would be wholly 
inadequate by itself to account for the risk of these transactions, and 
a liquidity component to the initial margin model is where this risk 
could be accounted. CME Group urges MAS to consider adding a 
liquidity component into their final rules.  
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III. MAS should incorporate a concept that more explicitly accounts for 
procyclical risk to align with the recommendations from BCBS and 
IOSCO under Key Principle 3.  
MAS proposed the following in regards to determining the appropriate 
amount of data in calibrating initial margin requirements:  
the IM model shall be calibrated based on historical data of not more 
than five years, which incorporates a period of significant financial 
stress to ensure sufficient margins during stress. The period of financial 
stress used for calibration should be identified and applied separately 
for each broad asset class for which portfolio margining is allowed. This 
helps ensure sufficient margins during stress and limits the pro-
cyclicality of the margins; and (emphasis added)  
 
CME Group interprets this proposed requirement as an attempt to 
accommodate for the procyclicality of margins, which is a 
recommendation of BCBS and IOSCO. Key Principle 3 of the BCBS and 
IOSCO recommendations calls for initial margin to “limit the extent to 
which the margin can be procyclical.” CCPs implement such anti-
cyclical standards using one or more methods – volatility floors, longer 
historical lookback periods, stressed VaR, etc. – and it is of the utmost 
importance for non-cleared initial margin methodologies to follow 
similar approaches to managing procyclicality. These practices assist 
to limit the extent that margins can fall below levels captured under 
standardized margin model methods.  
 
CME Group believes it is vital for regulators across the globe, including 
MAS to apply consistent risk management standards in their 
respective jurisdictions for OTC markets and market participants. 
Therefore, CME Group asks MAS to consider adding requirements to 
address procyclical risk. Taking a different approach and potentially 
providing unwarranted relief from risk management standards 
recommended by BCBS and IOSCO for non-cleared derivatives market 
participants directly contradicts the G-20 commitment.  
 
IV. Ultimately, MAS should add a floor to the calibration of the initial 
margin model for non-cleared derivatives that ensures the initial 
margin calculated for a non-cleared derivative is 40.8% higher than 
that of a cleared derivative with similar risk characteristics when 
available at a Qualifying Central Counterparty (“QCCP”)   
CME Group believes the initial margin requirements for non-cleared 
derivatives should be higher than that of a similar cleared product to 
align with the G-20 commitments for central clearing and to reflect the 
risk management benefits of central clearing and the fact that 
clearinghouse margin levels are set without commercial 
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differentiation between counterparties. The PFMIs and regulations for 
clearinghouses eliminate any potential race to the bottom for CCPs’ 
initial margin levels and CME Group believes it is important to adopt 
similar techniques, considering the bespoke products and relative 
opacity in the bilateral market.  
 
Today, international regulatory standard setters are operating under 
an assumption that the International Principles will align to a 40-45% 
difference in initial margin requirements between cleared and non-
cleared OTC derivatives. As demonstrated in the example in the 
“General Comment” section, this is simply not the case based on the 
proposals in the Consultation Paper as currently written, and CME 
Group believes the only way to actually ensure a 40-45% difference 
would be to specifically require this differential in MAS’ final 
implementation of the International Principles.  
 
An additional 40.8% requirement would follow the scaling factors 
recommended in capital requirement regimes globally, which includes 
the US11 and the EU12, where firms are allowed to scale their 
derivative exposures based on the MPOR of the product, with 
products under a 10-day MPOR scaled 40.8% higher than products 
under a 5-day MPOR. This scaling and subsequent higher margin 
requirement would accommodate the additional risk management 
requirements applied to QCCPs that do not exist in the non-cleared 
derivatives marketplace. These additive requirements stem from 
efforts of a QCCP to maintain robust risk management standards and 
resources. This explicit floor and additional 40.8% requirement would 
help incentivize firms to centrally clear their derivatives and provide 
clarity into the calibration of initial margin models.  
 
Question 16: CME Group strongly supports MAS’ proposal in the 
Consultation Paper to assess jurisdictions on their implementation of 
a regime for exchanging margin for non-cleared OTC derivatives 
utilizing an outcomes based approach, opposed to a line-by-line 
comparison of jurisdictions implementation of said requirements.  
 
Conclusion: CME Group reiterates that we remain largely in support 
of the International Principles outlined by BCBS and IOSCO for margin 
requirements for non-centrally cleared derivatives and their 
implementation in a manner consistent with the G-20 policy goals 
supporting the use of central clearing to mitigate risk. However, as 
outlined above in CME Group’s responses, there are several key 
aspects in the definitions of the initial margin model calibrations that 
could lead to incentives for market participants to remain in the riskier 
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non-cleared derivatives markets. CME Group believes that due to the 
policy goals of the G-20 and the inherent riskiness of the bespoke, non-
cleared market that these derivatives should be subject to enhanced 
margin standards. These standards should include, at a minimum, 
initial margin calibration for non-cleared derivatives with similar 
standards, outside of 5- versus 10-day MPOR, to those that are utilized 
in the centrally cleared marketplace. CME Groups requests MAS to 
more closely align their calibrations with the requirements for CCPs to 
prevent regulatory arbitrage and incentivize market participants to 
utilize the risk management benefits of central clearing where 
available.  

8 Credit Suisse 
AG 

General comments: 
a. Timing for Calculation and Collection of Margin  

MAS provision on timing for collection and calculation of IM and 
VM should align with regulators globally.  Under paragraphs 4.4 
and 4.6, MAS should ensure that their timescales for calculation 
and call have taken into consideration the time zone differences 
between counterparties (especially where APAC counterparties 
are involved). Further to this, collection should be subject to 
standard settlement cycles. 
 
There is currently significant advocacy effort on this topic.  MAS 
should observe the points raised by ISDA in their letter to ESAs 
(10.07.15) and with the ongoing discussions between ISDA and the 
ESAs in respect of this topic. 
 

b. Wrong Way Risk / Related Entities  
MAS should make it clear that 'related entities' in paragraph 6.8 
are defined as solely the entities within a counterparty group. To 
this effect, counterparties should only be prohibited from 
accepting eligible securities which are issued by members of the 
posting party’s group. Counterparties should not be prohibited 
from collecting eligible securities issued by entities outside of a 
posting party’s group. 
 
MAS should refer to ISDA's advocacy points on the topic of 'Close 
Links' in their letter to ESAs (10.07.15). We would like to highlight 
that counterparties do not have a means of identifying relations 
between entities, beyond that of the typical group hierarchy. 

 
c. MTA Application 

MAS should clarify if the minimum transfer amount of S$800,000 
in paragraph 4.9 applies to IM and VM individually, or in 
aggregate. 
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d. Application of Multiple Methodologies to a Netting Set 

With reference to paragraph 5, MAS should allow counterparties 
to apply different methodologies (e.g. Model and Standard, or 
various different Models) to the same netting set.  Please refer to 
ISDA’s advocacy points on this topic in their letter to ESAs 
(10.07.15). 
 
Counterparties may not be able to use the model for all products 
in a netting set, and may need to use standard schedule for one or 
more products. This should not result in the need for the 
counterparty to compute the entire netting set using the standard 
schedule approach. This would be commercially unsustainable, 
and is not thought to be the intention of the regulators. This should 
also not result in the need for counterparties to split single netting 
sets into two or more netting sets, in order to apply different 
methodologies to different products in the netting set. Creation of 
multiple netting sets is not desirable from a risk management or 
operational perspective. 
 

e. Definition of Group 
MAS should ensure that the definition of ‘group’ is clearly defined 
and is aligned with regulators globally. Without this, there will be 
a difference in the way ‘group’ is defined under each jurisdiction 
which will result in operational complexity (from a self-disclosure, 
WWR, and IM Threshold application perspective). 

 
Question 2: MAS, together with regulators globally, should ensure 
consistent treatment of non-financial counterparties. 
 
Question 3: MAS, together with regulators globally, should ensure 
consistent treatment of financial end-users.  In respect of paragraph 
3.4, the threshold used must be appropriate to ensure that such 
financial end users that are granted limited exemption are not 
competitively advantaged / disadvantaged compared to financial-end 
user type peers in the other jurisdictions. 
 
Question 4: MAS should ensure the treatment of funds is aligned with 
regulators globally. Funds should be considered in-scope to the extent 
they are covered entities. Clear criteria should be provided as a 
measure for when various funds managed by a single investment 
advisor can be considered separately, so as not to be improperly 
captured as a single group for the purpose of margin rule application 
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(e.g. for the application of the IM threshold to a ‘group’). This criteria 
should be consistent with that of the other regulators globally. 
 
Question 5: MAS should require a 'collect-only' obligation as opposed 
to a collect-and-post obligation, due to operational challenges of the 
latter, as mentioned in paragraph 4.2 of this consultation paper. 
 
We further recommend that under a ‘collect-only’ regime, covered 
entities should (i) only be obligated to collect when facing a 
counterparty that is similarly obligated to collect under its own or a 
separate regulator, and (ii) should not be required to collect or post, 
when facing a counterparty that is not similarly obligated (e.g. in a 
jurisdiction where margin rules have not yet been published / are not 
yet implemented). 
 
Question 6: MAS should provide a clear definition of cumulative 
exposure, in respect of IM threshold application in paragraph 4.7. The 
application of IM threshold at the group level should be consistent 
with regulators globally. Under the EU/US, the IM threshold is 
applicable to the total IM requirement of a counterparty group, facing 
another counterparty group.  
 
Furthermore, MAS should allow and clarify that a counterparty group 
can allocate portions of the total mandated threshold to entities 
within its group, provided that the total of allocations does not exceed 
the maximum available threshold. This is consistent with US and EU 
treatment of the IM threshold. 
 
Question 7: MAS should ensure provisions in respect of (i) the 
requirements of IM calculation, (ii) data history for IM calculation and 
the (iii) recalibration and back-testing requirements of the IM model, 
are aligned with regulators globally.  MAS should consider the points 
raised by ISDA on these topics in their letter to the ESAs (10.07.15). 
 
Question 9: MAS should ensure the broadest range of eligible 
collateral is permissible, in line with the broadest range permitted by 
other regulators.   
  
Question 10: MAS should ensure alignment with regulators globally, 
on whether cash should be subject to FX haircut. Under US and EU 
rules, VM Cash is not subject to the FX haircut. 
 
Furthermore, counterparties should be able to post VM in the same 
currency as transfer currency, without incurring the FX haircut. 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

Counterparties should be able to post IM in the same currency as 
termination currency, without incurring the FX haircut. It should be 
permissible for counterparties to each specify a termination and 
transfer currency. 
 
MAS, together with regulators globally, should ensure consistency of 
FX haircut application.  MAS should engage closely with the 
development of ISDA’s SIMM model, and align FX haircut 
requirements with the SIMMs use of FX delta in the model. 
 
Question 11: The proposal in paragraph 7.1(a) to ensure that the IM 
collected is immediately available to the collecting party in the event 
of the posting party’s default is not practical, particularly where the IM 
is held under a trust arrangement with a custodian. We would suggest 
that the requirement for the IM collected to be immediately available 
upon the posting party’s default be changed to the requirement for 
the IM collected to be made available in a timely manner. 
 
We would also urge the MAS to allow flexibility in the types of 
collateral arrangements referred to in paragraph 7.1(b), including title 
transfer arrangements that are typically used in the OTC derivatives 
market. 
 
MAS should also consider advocacy points submitted by ISDA to the 
ESAs (10.07.15) on this topic, to ensure that the segregation 
requirements (in respect of cash and securities) are practicable and 
achievable. Consideration should be given to the IM structures which 
counterparties intend to use, also detailed in the ISDA letter to ESAs 
(direct and alternative models).  The margin regulations should not 
restrict the ability of counterparties to use these structures. 
 
Question 12: Examples of types of legally enforceable safe-keeping 
arrangements include (i) the creation of a security interest over the IM 
by the collateral provider in favour of the collateral taker, and (ii) the 
absolute transfer of title of the IM to the collateral taker which is 
typically used in the OTC derivatives market. 
  
Question 13: As the MAS is probably aware, market participants 
generally rely on industry standard collateral enforceability legal 
opinions such as those procured by ISDA. We would suggest that 
reliance may be placed on these industry standard legal opinions and 
there should not be a requirement to obtain bespoke opinions. We 
would also like clarity on what is meant by periodic review as alluded 
to in paragraph 7.3. 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

 
Question 14: The proposal that non-cash IM may only be re-
hypothecated to a third party in accordance with a list of conditions in 
Annex D and the requirement that no further re-hypothecation by the 
third party is permitted is practically difficult to achieve and monitor.  
The complexity of the conditions that must be met in order to re-
hypothecate (e.g. one-time re-hypothecation only) would be a 
significant challenge from an operational and implementation 
perspective, and would likely introduce more operational risk to an 
already-complex process.  It is further noted that the allowance of re-
hypothecation prejudices the robustness of the protections intended 
to be provided by the segregation arrangements required for IM. 
 
To permit re-hypothecation of IM, where other regulators have not, 
would present a significant barrier to other countries making 
equivalence determinations in respect of the Singapore rules. 
Equivalence/comparability determinations are of critical importance 
at this stage, and regulators should work together to ensure that every 
effort is made to facilitate these determinations in a timely manner. 
 
Question 15: MAS should ensure alignment with regulators globally 
on the final rules for this issue.  MAS should consider advocacy points 
submitted by ISDA to the ESAs on this topic (10.07.15), and the 
ongoing discussions with US regulators lead by SIFMA on this topic. 
 
There should be a general exemption for IM on intra-group 
transactions, without the need for application (e.g. a Covered Entity 
should not be required to collect or post IM on these transactions). 
 
Question 16: MAS, together with regulators globally, should align their 
approach to covered entity obligations facing counterparties in these 
jurisdictions.  MAS should set out clearly how the threshold should be 
applied – e.g. separately in the case of each jurisdiction:  
• Threshold of X applies to total exposure of a counterparty at 
the group level to all counterparties in jurisdictions that (i) have not 
implemented margin requirements; 
• Threshold of X applies to total exposure of a counterparty at 
the group level to all counterparties in jurisdictions that (ii) have 
different implementation schedules; 
• Threshold of X applies to total exposure of a counterparty at 
the group level to all counterparties in jurisdictions that (iii) have 
unclear netting laws. 
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The covered entity should also be required to collect, but not to post, 
for transactions with counterparties in non-netting jurisdictions. This 
is because the covered entity could not guarantee the enforceability 
or protection of the collateral posted in a non-netting jurisdiction.  
Please take this into consideration in the proposed calculation in 
paragraph 5.7 and 5.10, which state that in the absence of legally 
enforceable netting agreements, MAS Covered Entities should 
calculate and post or collect the IM/VM on a gross basis.  MAS should 
ensure the calculation and collection/posting requirements are 
aligned between Section 5 and Section 9. 
 
Question 17: MAS should provide clear timelines for when 
comparability determinations will be made.  Without harmonisation, 
and in the absence of comparability determinations, it is not clear how 
counterparties should apply the regulations, where multiple divergent 
regulatory frameworks apply to a transaction. 
 
Question 18: The proposal of a 6-month transition period in 
paragraphs 10.4 and 10.6 should not invoke a back loading 
requirement for covered entities (e.g. where, after the 6-month 
transition period, IM and VM must be paid on positions accrued over 
those 6 months). 
 
This would effectively mean counterparties would have to post/call a 
significant amount of IM and VM on one day. Such a ‘cliff edge’ large 
movement of collateral is not desirable from counterparty / industry 
level risk management perspective.  MAS may be already aware that 
the original BCBS IOSCO Framework specified that ‘cliff edge margin 
movements’ should be avoided.  Any ‘big bang’ posting/collection of 
VM and IM would appear to be a stark contrast to the intentions of 
the BCBS IOSCO framework. 
 
Furthermore, with reference to paragraphs 10.3 and 10.8, MAS should 
provide exemption from new margin rules for transactions which were 
entered into prior to the implementation of the rules and which were 
subject to novation post implementation of the rules, in cases where 
the transferee is in the same consolidated group as the transferor.  
This should be supported in recognition of the economic difference to 
the original trades post rule implementation, and that all Parties and 
especially the Remaining Party should not be disadvantaged by 
agreeing to Novation requests which may arise from time to time for 
instance in reaction to entity restructures driven by compliance to or 
readiness for regulatory requirements broader than those within the 
margin rules. 
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9 DBS Bank 
Ltd.; and DBS 
Trustee Ltd. 

Question 1: The Basel Committee on Banking Supervision (“BCBS”) 
and the International Organization of Securities Commission 
(“IOSCO”) document on Margin Requirements for Non-Centrally 
Cleared Derivatives sets out that Initial Margin (“IM”) requirements for 
cross-currency swaps do not apply to fixed physically settled FX 
transactions associated with the exchange of principal of cross-
currency swaps but this was not mentioned in MAS’ Consultation 
Paper. We wish to clarify with the MAS on the treatment of such 
transactions.  
 
Question 2: For purposes of exemption threshold (paragraph 3.4), 
cumulative IM exposure threshold (paragraph 4.7), Variation Margin 
(“VM”) requirement threshold (paragraph 10.3) and any reporting 
requirements, we would propose for a subsidiary of DBS Bank Limited, 
DBS Trustee Limited’s (“DBS Trustee”) un-cleared derivative 
transactions to be treated distinct and separate from DBS Group’s for 
the following reasons:  

 The nature of the trustee business is such that the DBS Trustee’s 
transactions are executed on behalf of its clients which are set up 
as distinct accounts or segregated pools of assets, and are ring-
fenced from DBS Group  

 DBS Trustee acts for its trust clients in ‘buy-side’ and operates 
independently from DBS Bank Limited. Transactions (if any) 
between DBS Trustee and DBS Bank Limited will be conducted at 
market and on an arms-length basis  

 DBS Trustee will not be under DBS Bank Limited’s influence or 
instructions to book any trades on its behalf  

 
Question 3: We wish to seek further clarification on the definition of 
public sector entities as different jurisdictions define it differently. For 
example, would investment companies partly owned by the 
government be considered public sector entities?  
 
Question 5: We support the "collect-only" requirement. The 
implementation of a "collect-only" regime would in effect achieve 
bilateral exchange of margins if both counterparties are subject to 
margin requirements prescribed by their regulators. However, there 
may be challenges for Covered Entities to comply with the “collect-
only” requirements when dealing with counterparties in countries 
without margin requirements (refer to our comments to Question 16).  
 
We would be grateful if the MAS could provide a list of MAS Covered 
Entities which cross the thresholds on a regular basis, so that Covered 
Entities would be able to accurately identify counterparties which are 
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subject to the margin requirements. For "overseas regulated financial 
firm" in Paragraph 4.1(c)(ii) of the Consultation Paper, we request for 
such firms to be referred to in objective and publicly available sources 
(for instance, a G-SIB or CFTC swap dealer). This would help MAS 
Covered Entities identify counterparties subject to the margin 
requirements accurately and avoid imposing administrative burden on 
MAS Covered Entities to conduct diligence on their counterparties to 
determine whether they are in scope.  
 
Question 6: We request that intra-group transactions to be excluded 
in the S$13billion IM phase-in threshold calculations, whether or not 
they qualify as "intra-group transactions". As set out in the Paragraph 
8.1 of the Consultation Paper, MAS proposed to exclude intra-group 
transactions from the margin requirements as "such transactions do 
not transfer risks in or out of a corporate group", thereby recognising 
that such transactions poses less risk than transactions between other 
counterparty groups. Furthermore, Paragraph 2.2 of the Consultation 
Paper stated that the proposals are "to reduce the build-up of systemic 
risk arising from un-cleared derivatives" and intra-group transactions 
is somewhat not a good indicator of systemic risk.  
 
Paragraph 4.8 of the Consultation Paper proposes that the S$13billion 
IM phase-in threshold shall be calculated by reference to the relevant 
entities' group aggregate gross notional un-cleared derivatives 
exposures, including physically-settled FX forwards and swaps. We 
propose to exclude exposures arising from these physically-settled 
forwards and swaps, as they are excluded from the margin 
requirements in the Consultation Paper.  
 
Where un-cleared derivative transactions are booked in the name of 
DBS Trustee, these will be done for and on behalf of each individual 
trust. We are of the view that the transactions under each trust should 
be treated as distinct and separate, and should not be aggregated. This 
is on the basis that the assets held under each trust will be fully ring-
fenced from assets held by the trustee for other trusts. The failure of 
any one trust would not have an impact on the other trusts (of which 
DBS Trustee is trustee). In addition, given that agreements entered 
into the trust are usually on the ‘buy-side’, we do not expect the 
volumes of their un-cleared derivative transactions to create any 
systemic impact. In this regard, we would also recommend that MAS 
consider an exemption of transactions conducted by DBS Trustee 
(whether directly or indirectly) for and on behalf of such trust.  
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We wish to clarify if the S$800,000 refers to situations when the 
counterparties bilaterally agree on the transfer amount, the Minimum 
Transfer Amount (“MTA”) should not exceed S$800,000? Currently 
MTAs are set differently for different counterparties. Would there be 
regulatory restrictions for MAS Covered Entities to set the MTA at an 
amount lower than S$800,000, notwithstanding that counterparties 
agree bilaterally?  
 
Question 7: We note that IM shall be recalculated and exchanged or 
collected when the IM Model is recalibrated due to changes in market 
conditions. We propose to remove this as a regulatory criterion as this 
circumstance is subjective and may pose challenges if different 
Covered Entities have different interpretations on the ‘changes in 
market conditions’.  
 
Paragraph 5.5(d) of the Consultation Paper requires the quantitative 
model to be recalibrated at least semi-annually and be subjected to 
regular back-testing and stress testing programmes. MAS Covered 
Entities should have the flexibility in recalibrating IM quantitative 
models to reduce weight to recent data which are more pro-cyclical. 
On that front, we propose that the models be recalibrated annually as 
semi-annual recalibration may be too regular.  
 
We note that Paragraph 5.3 stated that choice of model- and schedule- 
based IM calculations should be made consistently over time for all 
transactions within the same well-defined asset class. May we 
understand the reasons for not allowing diversification across asset 
classes as it would have been qualified in same enforceable netting 
agreements with our counterparties? For example, a counterparty 
that entered into a netting agreement with a MAS Covered Entity 
preferring a schedule-based IM calculation, the IM collected may be 
of different asset classes but all will be based on the same schedule-
based calculations.  
As stated in Annex B of the standard initial margin schedule, asset 
classes are classified into broad categories, namely Credit, 
Commodity, Equity, Foreign Exchange and Interest Rate. May we know 
what would the IM requirement be when a proposed product is a 
combination of two asset classes, e.g. convertible bonds? Should this 
be classified under Others?  
 
Question 8: We propose to remove the requirement to post/collect 
VM on a gross basis in the absence of legally enforceable netting 
agreement, as VMs are not usually in segregated accounts and reflects 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

actual position of the Covered entity, through payments for Mark-to-
market movements.  
 
Question 9: May we have MAS’ clarification if the schedule-based 
haircuts are consistent with that of other jurisdictions? We should be 
on level-playing field with foreign counterparties. While we appreciate 
the flexibility of permitting lower grade bonds (e.g. BB- rated debt 
securities) as collateral, cross-border counterparties may have stricter 
collateral requirements. In such situations, Singapore Covered Entities 
may only be permitted to post higher grade bonds with our foreign 
counterparties and we are not able to reject lower grade bonds if we 
have to comply with Annex C. To allay the concerns of not being on 
level-playing field with our counterparties, we propose the Margin 
Rules to explicitly permit Covered Entities establish stricter collateral 
for collection with different counterparties.  
 
May we know if non-rated corporate bonds may be considered as 
eligible collateral? 
  
We note that the MAS is proposing to align the standardised schedule-
based haircuts for permitted eligible collateral for IM and VM to the 
standard supervisory haircuts set out for eligible financial collateral 
recognised in the capital framework for locally incorporated banks. 
Consistent with this intent for alignment, will the MAS consider 
lowering the FX mismatch haircuts for cash collateral denominated in 
liquid currencies for IM and VM and to extend to MAS Notice 637?  
 
For the purpose of managing concentration risks, we would like to 
propose that MAS Covered Entities to consider only the issuer 
concentration in the collateral pool for un-cleared OTC derivatives and 
not concentration risk in other businesses (e.g. lending business).  
 
We would like MAS to propose some guidance on the extent of a 
‘wrong-way risk’. For example, is it acceptable for a Korean Bank to 
post Korean corporate related entities (with high correlation) bonds as 
collateral? In addition, we propose that government bonds or Treasury 
bills should not be considered for ‘wrong-way risk’.  
 
Question 11: We would like to seek MAS’ clarifications on the 
following:  

 The meaning of “immediately” as stated in Paragraph 7.1(a) of the 
Consultation Paper. Does it refer to a specific number of business 
days without need for legal / court proceedings?  
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 Should IM received be segregated from other collateral or funds of 
a Covered Entity? In terms of segregation, are there prescribed 
rules how it should be segregated? For instance, can the IM be 
commingled with other customer monies but accounted for in our 
bank’s books? And can it be placed in an omnibus account with 
other IM received?  

 
Question 14: Paragraph 7.5 of the Consultation Paper sets out that 
non-cash IM shall only be re-hypothecated to a third party according 
to the conditions set out in Annex D. May we know do the conditions 
apply to cash IM?  
 
Question 15: The Consultation Paper proposes that MAS Covered 
Entities to apply for exemption of intra-group transactions from the 
scope of margin requirements, subject to certain conditions. Given 
that there is group-wide supervision by MAS or other regulators, we 
propose removing the application for exemption process, as it would 
be evident which intra-group entities that MAS supervises.  
 
Question 16: We would like to request that the proposed margin rules 
not to cover counterparties in jurisdictions which do not implement 
similar requirements. It is paramount that covered entities in 
Singapore are on level playing field with industry players in the other 
Asian markets, which will not place us in a disadvantageous position. 
There are also practical challenges to get such counterparties to agree 
to post margins with us.  
 
In the event where a MAS Covered Entity are required to collect/ post 
margins from a counterparty from a jurisdiction that have not 
implemented margin requirements but does not cooperate in posting 
the required collateral with the MAS Covered Entity, may we know if 
there are enforcement actions meted out on the MAS Covered Entity? 
We are of the view that this should be on a best-effort basis and the 
rules should not penalise Covered Entities which have attempted to 
collect/ post margins in accordance to the requirements.  
 
Question 18: The transition periods of six months from the 
commencement dates (for IM and VM) are too short as there are 
operational, regulatory and documentation challenges, such as 
negotiating for different contracts of different asset classes after the 
phase-in period. After the Margin Rules are finalised, it will be 
necessary for market participants to have sufficient time to allow for 
the legal, operational, risk management and technological 
enhancements [e.g. splitting legacy Credit Support Annexes (“CSAs”) 
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and coming up with new CSAs] necessary to effectively and safely 
implement these new regulations. We propose that the transition 
periods be extended. 

10 Deutsche 
Bank Ag 

Question 1: DB supports the proposed product scope, especially the 
proposal to exempt physically-settled FX forwards and swaps from the 
margin requirements. However, for avoidance of any doubt, we 
request that the MAS explicitly state that physically-settled FX 
forwards and swaps will be exempted from both Initial Margin (IM) 
and Variation Margin (VM) requirements. 
 
Additionally, given that cross-currency swaps can be decomposed in a 
sequence of FX forwards, we believe that only the interest rate 
component should be covered by IM. We request the MAS to exempt 
physically settled FX transactions associated with the exchange of 
principal cross-currency swaps from IM requirements. This will be 
aligned with the global BCBS/IOSCO guidelines and the recent 
European (EU) draft Regulatory Technical Standards (RTS) on risk-
mitigation techniques for non-cleared OTC derivatives.  
 
Question 3: We welcome the MAS’ intention to not dis-incentivise 
institutions, including financial end-users who do not transact widely 
in non-cleared OTC derivatives, from using OTC derivatives for hedging 
and risk management purposes. To this end, we propose that where 
an institution enters into OTC derivative transactions purely for 
hedging purposes, such transactions should be excluded from any 
applicable threshold calculations. 
 
Further to the above, we ask the MAS to clarify that covered entities 
should be able to rely on self-certification by their counterparties 
regarding the calculation of average notional non-cleared derivative 
figures for the purposes of calculating the IM phase-in thresholds. For 
example, where an institution is of the view that it has not crossed any 
applicable threshold and makes a written representation to its 
counterparties to that effect, its counterparties should be entitled to 
rely on such representation as accurate and correct (and accordingly, 
these counterparties should not be required to apply the MAS margin 
requirements). 
 
Lastly, we welcome the MAS’ proposal to exempt counterparties such 
as sovereigns, central banks, public sector entities, multilateral 
development banks and the Bank of International Settlements. These 
counterparties pose little or no systemic risk and are exempted from 
clearing mandates under most national regimes. This is also consistent 
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with the BCBS/IOSCO guidelines and the draft rules proposed by the 
EU, US and Japan. 
 
Question 5: We strongly support the MAS’ proposal for a collect-only 
regime. We believe that such a regime would,give market participants 
much-needed flexibility to deal with uncertainties caused by the 
potential conflicts and inconsistencies in the laws and regulations of 
different jurisdictions with regard to netting, margin requirements and 
insolvency. For example, when dealing with counterparties in 
jurisdictions where legally enforceable netting opinions are not 
available, banks will have the flexibility to collect only or collect and 
post margin, without being mandated into posting margin. 
 
We seek clarification from the MAS on how margin requirements will 
apply in the following scenario: a Singapore-incorporated bank trades 
with the Singapore branch of a bank which is incorporated in a non-
netting friendly jurisdiction (and both banks book the trade in 
Singapore). Both parties are therefore MAS Covered Entities. How 
would the margin requirements apply in this case? Would the 
Singapore-incorporated bank still be expected to post collateral to the 
other bank, and take the risk that, in the event of the other bank going 
insolvent, the posted collateral might be subject to cherry picking 
according to the laws of the foreign jurisdiction?  
 
Overall, we believe that a “collect-only” regime is an effective way to 
achieve a bilateral exchange of margins when both parties are subject 
to margin requirements by local regulators. However, it should be 
recognised this relies upon consistent national implementation of the 
BCBS/IOSCO requirements.   
 
Further to this, as noted in section 4.3 of the consultation paper, 
foreign subsidiaries and branches of Singapore incorporated MAS 
Covered Entities will not be subject to MAS’ margin requirements. We 
appreciate that the MAS proposes to closely monitor the extent of risk 
build-up; however, it should be noted that this is not consistent with 
the EU and US draft rules, which cover the global operations of banks 
headquartered in their jurisdictions. As noted by the BCBS and the 
IOSCO, the effectiveness of margin requirements could be 
undermined if the requirements are not implemented consistently 
internationally. For instance, Singapore incorporated covered entities 
could avoid margin requirements by relocating the booking of trades 
to their overseas operations which have not implemented similar 
margin regimes, resulting in potential build-up of risk outside of 
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Singapore and leading to contagion to the Singapore incorporated 
entities. 
To this end, we request the MAS to follow an approach consistent with 
the international jurisdictions, to avoid any regulatory arbitrage and 
ensure a global level playing field. 
 
Question 9: We support the MAS’ proposed range of eligible collateral 
and corresponding schedule-based haircuts. This is aligned with the 
global guidelines and the EU and US proposals. 
  
Question 10: We believe that cash for VM is the pure settlement of a 
claim and hence should not be subject to any haircut. Any haircut on 
VM cash would increase the credit risk for the posting party, as it 
would not be segregated and posted in excess to the change in market 
value of the derivatives. Furthermore, VM and IM should be 
considered separately when identifying the reference currency: the 
transfer currency is the most natural choice for the VM, the 
termination currency the most natural for IM. Where “transfer 
currency” and “termination currency” do not appear in a bilateral 
agreement, the FX haircut should apply to the entire collected 
collateral. 
 
We request the MAS to align their proposals with the EU RTS and 
suggest the following, which is also aligned with the recently issued US 
Prudential rules on margin and capital requirements for swap entities: 

 IM and termination currency: Where the agreement between the 
two counterparties includes a termination currency, the 
counterparties shall apply a haircut of 8% to the market value of 
the assets where the collateral posted as initial margin is 
denominated in a currency other than the termination currency. 
Where the agreement does not identify a termination currency, 
the haircut will apply to the market value of all the assets posted 
as collateral for initial margin. 

 

 VM and transfer currency: Where the agreement between the 
two counterparties includes a transfer currency, the 
counterparties shall apply a haircut of 8% to the market value of 
the assets posted as collateral for the unsettled variation margin 
where the collateral is denominated in a currency other than the 
transfer currency of the variation margin. Where the agreement 
does not identify a transfer currency, the haircut will apply to the 
market value of all the assets posted as collateral for the unsettled 
variation margin. 
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Question 11: We suggest that the requirement - for collateral to be 
‘immediately available’ to the collecting counterparty - be amended in 
the final rules to require that the IM be available in a ‘timely manner’. 
There is no structure which can guarantee immediate availability of IM 
to the collecting entity in all circumstances. For example, if there is a 
custodian default, it may take time for the administrators/liquidators 
to be certain of what is owed to whom. The requirement for 
immediate availability is incompatible with the concept of segregation 
as the procedures put in place to ensure segregation will naturally 
restrict the ability of the secured party to access the IM immediately. 
 
We also wish to highlight that due to the limited number of custodians 
globally, it may be expected that the custodian of the posted collateral 
will not necessarily be in the same time zone as the collecting party. 
Furthermore, the custodian would need time to verify the facts 
concerning an allegation that the posting party is in default. The 
custodian would be highly sensitive to the risk that it may wrongfully 
return IM to the collecting party, when the posting party may not 
actually be in default yet. 
 
Question 12: We support the MAS proposals on safe-keeping of 
collateral and welcome the flexibility to hold the collateral with an 
independent third party custodian under a trust agreement or hold 
under other legally enforceable arrangements to protect the posting 
party in the event of default of the collecting party. 
 
Question 13: With regard to Paragraph 7.1 and Paragraph 7.3 of the 
Consultation Paper, we agree that MAS Covered Entities should 
periodically review their collateral arrangements with updated legal 
opinions to ensure that they continue to be legally enforceable. 
However, we propose that the MAS Covered Entity should be required 
to perform such review for the IM that it has posted, rather than for 
the IM that it has received. We recommend that the MAS explicitly 
state the frequency for the review of collateral arrangements and 
suggest that IM legal opinions be reviewed annually, in alignment with 
the EU proposals.  
 
Question 17: We strongly support the MAS’ policy intent to avoid the 
application of duplicative or conflicting margin requirements on the 
same transaction by proposing to deem entities, established under the 
laws of foreign jurisdiction with comparable margin requirements or 
those trading with foreign counterparties required to comply with 
comparable home or host margin requirements, to have complied 
with MAS’ margin rules. We also welcome MAS’ proposal to adopt an 
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outcome-based comparability assessment, rather than a line-by-line 
comparison in determining whether margin requirements in foreign 
jurisdictions achieve the same regulatory objectives as MAS’ margin 
requirements.  
 
Question 18: We support the MAS’ intention to provide a 6-month 
transition period from the respective VM commencement dates to 
provide covered entities with sufficient time to be operationally ready 
for a smooth implementation of the requirements. However, we seek 
clarification from the MAS on how this would work in practice when a 
Singapore incorporated bank would trade with a Singapore branch of 
a foreign bank. For example, a locally incorporated bank trades with a 
Singapore branch an EU bank on 1 September 2016 (assuming both 
entities have crossed the threshold of S$4.8 trillion). Whilst the local 
bank would get a 6 month transition period to implement VM and IM 
requirements, in absence of a similar transition period under EMIR, 
the EU bank branch would be expected to collect margin from the 
locally incorporated bank. 

11 DNB Bank 
ASA, 
Singapore 
Branch 

Question 5: Regarding the requirement for VM, may we know how 
MAS would treat banks that are already fulfilling this through a CSA 
(zero threshold)? 

12 The Global 
Foreign 
Exchange 
Division of 
the Global 
Financial 
Markets 
Association 

Question 1: For the reasons set forth below, we strongly support the 
Policy Consultation’s exemption of physically-settled FX forwards and 
swaps from the MAS’s margin requirements.  
 
We note the MAS’s expectation that, notwithstanding the exemption, 
entities still appropriately manage the risks associated with such FX 
transactions, with reference to the MAS’s guidelines on risk 
management and 2013 BCBS FX Supervisory Guidance.  
 
As cross-currency swaps can be decomposed in a sequence of FX 
forwards, we also believe that the MAS’s margin requirements should 
not apply to the fixed physically-settled FX transactions associated 
with the exchange of principal of cross-currency swaps and request 
that this be made clear in the exemption.   
 
The predominant risk in FX transactions is settlement risk.  
In the FX market, the main counterparty risk is settlement risk, not 
mark-to-market risk. Settlement risk has been virtually eliminated due 
to the creation of CLS Bank in 2002, an organization operating a 
payment-versus-payment settlement system and which is subject to a 
cooperative oversight arrangement among 22 central banks whose 
currencies CLS Bank settles (including the MAS).  
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FX forwards and swaps are mostly short-term transactions.  
According to the BIS 2013 Triennial Survey, approximately 70% of the 
market for FX swaps and approximately 40% of the market for FX 
forwards matured in one week or less, and approximately 96% of the 
market for FX swaps and approximately 95% of the market for FX 
forwards matured in one year or less, meaning a significant reduction 
in counterparty credit risk as compared to other classes of derivatives 
with more long-dated tenors.  
 
Global co-ordination in respect of uncleared margin requirements is 
required because the FX market is a central component of the global 
payment system.  
 
The FX markets are global and thus cross-border in nature. As reported 
by the BIS in its 2013 Triennial Survey, over 75% of FX activity was 
executed by counterparties across five global jurisdictions; hence the 
continued view of the GFXD that regulations impacting the FX market 
should be harmonized at the global level.  
 
We emphasize, and see that the MAS understands, the importance of 
ensuring that the regulatory treatment of FX products remains 
internationally consistent. Cross-border markets cannot operate in 
conflicting regulatory landscapes and the natural outcome, should this 
be the case, is unwanted fragmentation of what is an already highly 
automated, transparent and well-functioning FX market.  
 
The exemption of physically-settled FX forwards and swaps from the 
MAS’s margin requirements is consistent with the treatment of such 
products by the BCBS/IOSCO Margin Requirements for Non-centrally 
Cleared Derivatives (March 2015)4 and the US, EU and Japan 
rules/proposals.  
 
Question 10: We support the comments made by ISDA and ASIFMA in 
response to this question in their joint comment letter dated 6th 
November, 2015. 
  
Question 15: We support the comments made by ISDA and ASIFMA in 
their joint comment letter dated 6th November, 2015 with regard to 
exempting intra-group transactions from the margin requirements.  
 
Question 18: Whilst we note that the MAS has proposed a phase-in 
schedule for margin requirements that is consistent with the 
requirements set forth in the BCBS/IOSCO Margin requirements for 
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non-centrally cleared derivatives (March 2015), we support the 
comments made by ISDA and ASIFMA in their joint comment letter 
dated 6th November, 2015 with regard to the extension and 
clarification of the transition period. Regarding implementation 
schedules in general, we urge the MAS to consider and aim for 
consistency with regulators in other jurisdictions. Harmonisation in 
the timing and implementation of the margin rules is important, to 
avoid situations where Singapore entities find themselves struggling 
to meet varying international schedules and requirements. 

13 ICI Global ICI Global appreciates the opportunity to provide comments on the 
consultation paper issued by the Monetary Authority of Singapore 
(“MAS”) on the policy proposals to implement margin requirements 
for uncleared derivatives.  The policy proposals will be implemented 
through new rules on which MAS intends to consult after considering 
feedback on the Consultation Paper.  Given the short timeframe in 
which to provide feedback on the policy proposals, the focus of this 
letter is on the proposal to require MAS regulated entities to only 
collect margin from their foreign counterparties rather than to 
exchange margin on a bilateral basis.  We believe this aspect of the 
proposal is inconsistent with the international standards on margin 
requirements for uncleared derivatives and would minimize the 
benefits of universal two-way margining as a method of reducing 
counterparty risk and the buildup of systemic risk.  We urge MAS to 
amend this aspect of the policy proposals for the reasons discussed 
below.  We may provide comments on other elements of the margin 
framework when MAS consults on its proposed rules.    
 
Background 
 
ICI Global members, as market participants representing millions of 
investors, generally support MAS' goal of providing greater oversight 
and transparency of the derivatives markets.  Our members – 
investment companies that are registered under the Investment 
Company Act of 1940 and other regulated funds in jurisdictions around 
the world (collectively, “regulated funds”) – use derivatives in a variety 
of ways.  Derivatives are a particularly useful portfolio management 
tool in that they offer regulated funds considerable flexibility in 
structuring their investment portfolios.  Uses of derivatives include, for 
example, hedging positions, equitizing cash that a regulated fund 
cannot immediately invest in direct equity holdings, managing a 
regulated fund’s cash positions more generally, adjusting the duration 
of a regulated fund’s portfolio, or managing a regulated fund’s 
portfolio in accordance with the investment objectives stated in a 
regulated fund’s prospectus.  To employ non-centrally cleared 
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derivatives in the best interests of fund investors, our members have 
a strong interest in ensuring that the derivatives markets are highly 
competitive and transparent.   
 
As MAS recognizes, the derivatives markets are global in nature and 
market participants “frequently deal with counterparties on a cross-
border basis.”  Given the international nature of these transactions 
and efforts by regulators worldwide to regulate these activities, ICI 
Global has emphasized repeatedly the importance of global 
coordination among regulators with respect to cross-border 
application of derivatives regulations to avoid imposing, at best, 
duplicative and, at worst, conflicting regulatory requirements on 
counterparties.  Duplicative or conflicting regulatory requirements 
may lead to market uncertainty, increased operational and 
compliance burdens and trading disruptions, which would increase 
systemic risk.  Additionally, we have expressed our concern that there 
may be reluctance to engage in cross-border derivatives transactions 
unless regulators coordinate the requirements that would apply to 
such activities.  International comity and practical considerations 
dictate that there be real and meaningful coordination among 
regulators on how cross-border transactions between counterparties 
in different jurisdictions should be appropriately regulated.   

 
Fully understanding the importance of global coordination, we 
supported the efforts of the Basel Committee on Banking Supervision 
(“BCBS”) and the International Organization of Securities Commissions 
(“IOSCO”) to adopt an international framework on margin 
requirements for non-cleared derivatives.  We appreciate MAS’ efforts 
to develop policy proposals regarding margin for uncleared derivatives 
that are generally consistent with the International Margin 
Framework.  Given these efforts, we believe that regulators should be 
able to harmonize their proposals and adopt rules that minimize the 
operational burdens on global market participants.   

 
We also welcome MAS’ proposal to use “deemed compliant” as a way 
to avoid imposing duplicative or conflicting requirements on the same 
transaction.  We urge MAS to continue to work with international 
regulators to harmonize its margin rules with the International Margin 
Framework and to apply its comparability assessment and the deemed 
compliant mechanism in a practical manner to achieve MAS’ goal of 
preventing regulatory arbitrage and unnecessary conflicts in margin 
rules for cross-border transactions.   
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I. MAS Should Modify the “Collect-Only” Aspect of the Margin 
Policy Proposals 

 
In the initial phase, MAS proposes to apply margin requirements on 
certain entities conducting regulated activities under the Securities 
and Futures Act (“SFA”).  A MAS Covered Entity would be subject both 
to initial margin and variation margin requirements if: (1) the MAS 
Covered Entity is a legal counterparty to the transaction; (2) the 
transaction is booked in Singapore; and (3) the transaction is entered 
into with a counterparty that is either (a) a MAS Covered Entity or (b) 
an overseas regulated financial firm.  
 
Because of concerns expressed by some industry participants 
regarding the operational challenges of bilateral margin exchanges for 
cross-border transactions, MAS is considering a “collect-only regime,” 
which would achieve a bilateral exchange of margin if both 
counterparties are subject to margin requirements by their domestic 
regulator.  In the Consultation Paper, MAS states that, because major 
jurisdictions like the United States, Europe, and Japan are working 
towards implementing their margin requirements, “a collect-only 
regime could be a viable alternative to achieving the same outcome of 
a post-and-collect regime, while minimizing the associated 
operational challenges.”  We have significant concerns, however, with 
this approach because a counterparty may not in all cases be required 
to “collect” margin from its counterparty under their home country 
law and therefore MAS’ approach would not always result in bilateral 
margining.   
 
For example, in the United States, non-dealer counterparties, such as 
U.S. regulated funds are not directly subject to margin requirements.  
In the United States, regulators have proposed to impose only margin 
requirements on swap dealers (“SDs”) and major swap participants 
(“MSPs”) because Section 4s(e) of the Dodd-Frank Wall Street Reform 
and Consumer Protection Act of 2010 (“Dodd-Frank Act”) explicitly 
requires the adoption of rules establishing margin requirements for 
SDs and MSPs.  Regulated funds will not likely be directly subject to 
margin requirements but would be required to comply with the 
margin requirements applicable to their counterparty, such as a U.S. 
SD or a foreign dealer counterparty that is subject to margin 
requirements.   

 
MAS’ approach therefore would result in U.S. regulated funds posting 
margin to MAS Covered Entities without the MAS Covered Entities 
posting to U.S. funds.  Under MAS’ approach, a MAS Covered Entity 
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transacting with a U.S. regulated fund would be required to collect 
margin from the U.S. regulated fund but the U.S. regulated fund would 
not be required to collect margin from the MAS Covered Entity.  
Without any regulatory obligation to post margin to U.S. regulated 
funds, U.S. regulated funds may not have sufficient leverage to require 
their MAS Covered Entity counterparties to post margin to them by 
contractual agreement. For these cross-border transactions, MAS 
approach would not result in two-way margining.  This approach 
significantly reduces the benefits of the margining regime in Singapore 
as well as for jurisdictions like the United States that have 
counterparties that engage in derivatives transactions with MAS 
Covered Entities.   
 
Two-way margin is an essential component of managing counterparty 
risk for derivatives transactions as well as for reducing systemic risk.  
The collection of two-way margin helps to protect the individual 
counterparties to a derivatives transaction.  The purpose behind 
collecting margin is to cover exposures by ensuring that counterparties 
can meet their financial obligations.  Two-way initial margin is the 
most effective risk reduction tool against residual counterparty credit 
risk.  Two-way exchange of initial margin provides each counterparty 
protection against the future replacement cost in case of a 
counterparty default.  Initial margin also helps to protect a party to a 
derivatives transaction from future credit risk posed by its 
counterparty.  The daily collection of variation margin also serves to 
remove current exposure from the derivatives markets for all 
participants and to prevent exposures from accumulating.  
    
We believe requiring MAS Covered Entities to only “collect” margin 
rather than bilaterally exchange margin with entities that are not 
required to “collect” margin under their domestic rules would leave a 
significant volume of derivatives transactions outside the two-way 
margining regime, particularly given that the majority of derivatives 
transactions are conducted on a cross-border basis.  Allowing MAS 
Covered Entity dealers to only “collect” margin would allow the build-
up of exposure by those that engage in substantial amount of 
derivatives transactions, which could threaten systemic stability.  
Moreover, in the event of the dealer’s insolvency, a counterparty to a 
MAS Covered Entity dealer would prefer recourse to margin posted to 
it rather than having to make a claim in an insolvency proceeding of 
the MAS Covered Entity dealer.  We believe leaving a portion of 
derivatives transactions outside the universal two-margining regime is 
inconsistent with the intent of the International Margin Framework 
and greatly diminishes the purposes of the margining regime.  We, 
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therefore, urge MAS to require MAS Covered Entities to “post” as well 
as to “collect” margin to their counterparties that are overseas 
regulated financial firms.   

 
With respect to the concern expressed to MAS regarding the 
operational challenges of bilateral margining if both counterparties 
are directly subject to margin requirements, we believe substituted 
compliance or a “deemed compliance” mechanism would be the 
solution.  Substituted compliance is appropriate in the context of 
cross-border transactions, particularly with respect to margin rules 
because international standards already have greatly harmonized the 
requirements across jurisdictions.  Substituted compliance should be 
available whenever the margin rules of more than one jurisdiction 
would apply to a particular transaction.  For transactions for which 
more than one set of margin rules would apply, the parties should be 
able to agree on the set of rules with which they would comply.   

14 IG Asia Pte. 
Ltd. 

General comments: The EMIR regulations in Europe currently exempt 
OTC contracts which are offered to natural clients (individuals) to be 
exempted from central clearing. This should also be replicated in 
Singapore. 
 
Financial institutions (“FI”): resident or non-resident in Singapore, 
should not be subject to margin requirements for clients where they 
have a fiduciary relationship. The margin risks for these clients should 
be managed by these FIs as part of their overall risk management 
strategy offered to clients. This is to ensure that Singapore is able to 
compete with global financial centres (London and Australia) which 
currently do not mandate minimum margin rates for end clients. 
 
# Note IGA acknowledges that the above comments may not be 
relevant in respect of margins for non-centrally cleared OTC derivatives 
for managing FI’s counterparty risk, but are included in this 
consultation paper to highlight the overall loss of competitiveness to 
the FI of operating a business in dealing with OTC derivatives in S’pore. 
 
Question 1: Some products which are offered as OTC products where 
the FI is acting as a Principal but the actual counterparty risk of the end 
client is with an organized exchange. This occurs when the client 
executes a trade through a “Direct Market Access” mode where the FI 
actually settles on an omnibus basis with the exchange. Such products 
should be exempted since the ultimate counterparty risks remains 
with the exchange. 
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Clarification is sought as whether “physically-settled FX forwards and 
swaps would include OTC derivatives where the contract is dated i.e. 
there is a fixed tenure. If not, the proposal is that all dated OTC 
contracts (FX or otherwise) should be exempted from the margin 
requirements. 
 
Question 3: For Financial Institutions engaged in hedging activities, 
there should be exemptions for all transactions without a threshold as 
the intention is not for speculative reasons and the FI client would 
likely have an underlying spot exposure. 
 
Question 4: This may have the unintended effect of restricting the 
range of risk management strategies being executed by these funds. 
The investors of these funds would normally be those who had passed 
CKA, so they would be fully aware of the risks associated with the 
funds’ investment instruments and the fund as an entity. 
 
Question 11: Agreed. 
 
Question 13: Agreed. 
 
Question 15: In the MAS Notice SFA 04-N13, Annex 5F permits for the 
Netting of counterparty risks (for e.g. for intra-group transactions). 
When such Netting agreement is in place with an overseas regulated 
and related entity, the FI should be fully exempted from the margin 
requirement without the need for “the financial statements of these 
entities are consolidated upon preparation of the group consolidated 
financial statements.” The Netting agreement would have adequately 
consolidated the counterparty risk to the overseas regulated entity 
who would be subject to their own regulator risk management 
requirements. 
 
Question 16: If the comparability assessment is against MAS margin 
requirements, there is a serious risk of regulatory arbitrage as is 
already the case with the end client margin requirements. If at all, it 
should be the “lower of” to avoid regulatory arbitrage. 
 
Question 17: Agreed. 

15 Investment 
Management 
Association 
of Singapore 

Question 1: We agree that all types of OTC derivatives should be 
covered. However, if an OTC derivative contract does not create a 
leverage effect, and is fully funded, the MAS may wish to consider 
exempting such OTC derivative contracts from margin requirements.  
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In addition, we wish to seek confirmation from the MAS that, for the 
purpose of establishing the types of OTC derivative contracts that are 
not subject to margin requirements, we can draw reference from the 
definitions of the types of OTC derivative contracts in the ISDA OTC 
Derivatives Taxonomies.  
 
With regards to foreign exchange (“FX”) exemptions, would non-
deliverable forwards (“NDFs”) be exempted given that physically-
settled FX contracts (i.e. deliverable forwards) are exempted from the 
proposed margin requirements? We are of the view that NDFs should 
be exempted as a difference in treatment may lead to greater 
discrepancy between the onshore and offshore FX markets.  
 
Referring to Annex B, we consider an initial margin requirement of 6% 
on NDFs to be prohibitive.  
 
We also suggest to exempt short-dated contracts, especially those less 
than 180 days. The provision of margin requirements is likely to result 
in additional operational cost, which will directly or indirectly, be 
passed on to the investors.  
 
Question 2: We ask for the MAS’ agreement that fund management 
companies (“FMCs”) will not be considered as “legal counterparties to 
the transaction” and hence, will not be deemed as MAS Covered 
Entities:  
a) for arranging and executing OTC derivative trades on behalf of its 
clients, even if they are not signatories to the ISDA master agreements 
and/or the collateral service agreements of the transactions; or  
 
b) if the FMCs sign the ISDA master agreements and/or collateral 
service agreements in its capacity only as an investment manager of 
the funds that it manages, and not entering into the transaction in its 
personal capacity.  
 
Question 3: We are of the view that exemptions provided for 
sovereigns, central banks, public sector entities, multilateral 
development banks, and the Bank for International Settlements (BIS) 
on the basis that these entities pose little or no credit risks to the 
financial system seem to be inconsistent with the proposed haircuts 
on government debt securities as collaterals, which reflects the 
different levels of credit risk as measured by credit ratings. In this 
regard, we would like to clarify whether there are other reasons for 
exempting such entities, besides the reason that they pose no or little 
credit risk.  
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We agree that there should be a limited exemption for licensed 
financial institutions in paragraph 3.3(c) from margin requirements, 
should the exposure of their uncleared derivative transactions booked 
in Singapore fall below a certain threshold. This ensures that the 
requirements will not be too onerous for an entity with small exposure 
to set up infrastructure to support the requirement.  
 
On the other hand, clear, workable and appropriate rules are required 
to govern the obligations and requirements so as to address the 
different situations. For example, how does a FMC deal with a 
situation when an exempted entity enters into a contract with a non-
exempted entity? Would it be fair to require the non-exempted entity 
to post a margin with the exempted entity while the exempted entity 
does not need to do so?  
 
Additionally, if the threshold is based on certain levels of exposure, 
then it will be difficult for the FMCs to monitor the reporting 
requirements. Monitoring will be better if the exemption is based on 
the assets under management of the FMC similar to the current 
exemptions for reporting of derivative transactions.  
 
We also urge that the MAS provides a sufficient transition period for 
an entity to move its exposure from below the threshold to above the 
threshold.  
 
We would also like to clarify which party has the obligation to ensure 
whether the counterparty is an exempted or non-exempted entity. 4  
 
Question 4: We agree that investment funds domiciled in Singapore 
should be subject to margin requirements. On the other hand, if 
investment funds domiciled in Singapore are subjected to margin 
requirements, additional cost will be incurred to meet the 
requirement.  
 
The factors that may be considered in formulating the margin 
requirements for such investment funds are the fund size and fund 
complexity. The MAS should also consider whether the proposed 
margin requirements will be required in other jurisdictions as the 
competitiveness of investment funds domiciled in Singapore will be 
affected.  
 
Does the obligation to meet such margin requirements lie with the 
Trustee or the Fund Manager?  
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Question 5: The collect-only requirement is generally preferred over 
the post-and-collect requirement, given the simplicity of the collect-
only requirement.  
 
However, there are concerns as the European Union (“EU”) and the 
United States (“US”) have different approaches. We are concerned of 
the situation where one party is required to collect, but will not 
post/pay margin. A non-mutual collateral regime can lead to higher 
credit risk.  
 
Under 4.1(a), a legal counterparty is defined as an entity that is a 
signatory to the ISDA master agreement and the collateral service 
agreement of the transaction. In the event where a FMC signs an ISDA 
to act as an agent on behalf of its client, should the obligation to fulfil 
the requirement lie with the beneficial owner of the contract? 
  
Question 6: We seek the MAS’ clarification on the following:  
 
a) The MAS proposed that the exchange or collection of Initial Margin 
(IM) shall only be required if the cumulative IM exposure from the 
counterparty exceeds S$80 million. Is the $80 million computed at the 
fund level or at the level of the FMC?  

b) The MAS also proposed that at the end of the phase-in period, the 
minimum level of uncleared derivative activity necessary for MAS 
Covered Entities to be subject to IM requirements shall be set at S$13 
billion. Is the S$13 billion computed at the fund level or at the level of 
the FMC?  
 
We are of the view that at the end of the phase-in period, the 
minimum level of uncleared derivative activity necessary for MAS 
Covered Entities to be subject to IM requirements should be set at an 
amount higher than S$13 billion.  
 
Furthermore, we believe that the MAS’ proposal to subject all margin 
transfers to a de minimis minimum transfer amount of not higher than 
S$ 800,000 seems to be low and will result in frequent collateral 
posting.  
 
Question 7: We consider the proposed requirements to be too 
onerous. We understand that the EU has a “standardised model”. In 
fact, ISDA has produced a model called SIMM Model agreed with the 
sell side that is currently under review by ESMA. There are concerns 
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on whether the model is robust and accurate for all collateral types, 
and whether it favours the sell side.  
 
At the moment, for bilateral trades, there is no standardised margin 
model. Discrepancies may arise, but are resolved in time. The MAS 
requires all collaterals to be paid in 2 days. Will this be covered by any 
mandatory dispute periods?  
 
Question 9: We seek the MAS’ clarification on the rationale for 
allowing equity securities in a main index of a securities exchange in 
Malaysia, given that the Malaysian equity market is quite different 
from other equity markets in the recognised Group A exchanges.  
 
Separately, we are of the view that if a rating is used as the factor to 
determine the haircut for debt securities, it should be applied 
consistently across government and other issuers. This is given that 
ratings are to reflect relative credit risk and hence, the same rating 
should reflect the same level of relative credit risk. Otherwise, other 
factors (such as, liquidity) should be brought into the formula to 
differentiate government and corporate issuers. There should also be 
consideration for local currency versus foreign currency debt when 
applying the haircut.  
 
Question 10: We are of the view that there should be different FX 
mismatch haircuts for different currencies. However, for simplicity, an 
8% FX mismatch haircut may be more practical.  
 
Question 11: Collaterals collected may be housed in the accounts 
opened by clients. We seek the MAS’ clarification on the party that 
should open the account to house the collaterals collected to fulfil the 
proposed requirement.  
 
Question 12: There are similar third-party custodian arrangements fro 
40 ACT registered US funds subject to US laws only. There is a cost to 
setting up these collateral accounts, but they are deemed safer. Issues 
are usually related to getting the collaterals back from the custodian 
when the broker defaults without having to prove the default.  
 
Question 13: We are of the view that this proposed requirement is too 
onerous, and there is a need to balance the costs and benefits, in 
particular for investment funds.  
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It is also difficult for fund managers to prove that the arrangements 
continue to be “legally enforceable”. We consider this requirement to 
be an unfair additional cost imposed on the FMCs and their clients.  
 
We would also like to seek greater clarity on “updated legal opinions”. 
What are needed to fulfil this requirement?  
 
Question 14: We prefer that re-hypothecation will not be allowed. We 
would also like to seek the MAS’ clarification on how the proposed 
safe-keeping requirements can be complied with if re-hypothecation 
is permitted.  
 
If the asset held with a custodian is not creditworthy under a 
company’s internal policy after some time, can the asset be moved? 
We believe that there should be some credit exceptions. Would there 
be any restrictions on locations of asset and/or custodian?  
 
Question 15: Would this normally apply to corporates that trade only 
amongst themselves?  
 
Question 16: We agree with the MAS’ proposed treatment of cross-
border transactions. We request for more details on the jurisdictions 
that the MAS deems to have unclear netting laws.  
 
Please provide the definition of “total exposure to counterparties from 
such jurisdictions” under paragraph 9.4. Is it calculated on mark-to-
market exposure per jurisdiction or market-to-market exposure per 
broker?  
 
Question 17: We urge the MAS to provide further guidance on the 
foreign jurisdictions that have comparable margin requirements. 
Otherwise, how do the MAS Covered Entities determine the 
jurisdictions that have comparable margin requirements? How can the 
MAS Covered Entity prove that it complies with the requirements and 
are “deemed compliance”? Who gets to choose which jurisdiction 
applies?  

16 The 
International 
Swaps and 
Derivatives 
Association 
Inc.; and Asia 
Securities 
Industry & 

General comments: We welcome the opportunity to provide comments on 
the draft subsidiary legislation which the MAS will consult on at a later date.  
We request that adequate time be provided to market participants to 
consider the consequences of the proposals and provide feedback.  
 
Margin rules and requirements should be consistent among different 
jurisdictions. 
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Financial 
Markets 
Association 

In order to ensure the efficient functioning of the global derivatives 
market and to eliminate operational risks, we strongly support a 
harmonised and consistent set of rules across jurisdictions and 
consistent with the framework proposed in the paper (the 
"BCBS/IOSCO Paper") issued in September 2013 by the Basel 
Committee on Banking Supervision ("BCBS") and the International 
Organization of Securities Commissions ("IOSCO").  We encourage 
national regulators to harmonise their margin rules.  Otherwise, the 
market will become increasingly fragmented and its liquidity impaired 
as counterparties struggle to meet inconsistent margin requirements 
of various international regulators and the MAS.  Moreover, for margin 
requirements, inconsistent rules will potentially be incompatible in 
practice.  International consistency will also prevent regulatory 
arbitrage and lead to a more level playing field between competitors 
in different jurisdictions. 
 
Question 1: We support the MAS' proposal that physically-settled FX 
forwards and swaps should be exempted from the margin 
requirements.  This is in line with the BCBS/IOSCO Paper. 
 

Broad product set for margin calculation.  
ISDA has written to BCBS, IOSCO and the regulators in the US, EU and 
Japan ("Product Set Letter") addressing the need for ISDA members to 
have the flexibility to use a product set that is broader than the 
minimum product set required by applicable regulations. 
 
ISDA and its members will have the option of using the broad product 
set in their implementation of applicable margin rules, including 
development of models and supporting systems.  To the extent that 
deemed compliance / substituted compliance / equivalence does not 
apply to trades, ISDA and its members need the flexibility to  adopt 
broad product sets that include the various definitions of derivatives 
that apply to each of their counterparties in their respective 
jurisdictions.  This is necessary because it is not possible, in the 
available time frame, to build systems that can determine margin 
based on a different product set for each party to a swap. 
   
As a result, ISDA members will follow the following procedure to 
determine the product set for margin calculations for a counterparty 
pair under the applicable margin rules: For any counterparty pair, the 
parties may choose to use a broader product set than the set required 
by either party's applicable regulation.  Netting within this broad 
product set will be permitted to the same extent, and under the same 
conditions, that would apply to netting of products subject to the 
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margin rules.  The broad product set will be used for VM and/or IM 
and will include derivatives as defined by the rules applicable to each 
counterparty in its respective jurisdiction.  
 
 
Exchange of principal of cross-currency swaps should be exempt from 
IM requirements.  
We request that the MAS confirm that IM requirements do not apply 
to the fixed physically settled FX transactions associated with the 
exchange of principal of cross-currency swaps.  This is in line with the 
BCBS/IOSCO Paper. 
 
Physically-settled commodity forwards should be exempt from the 
margin requirements.  
We request that the MAS exempt physically settled commodity 
forwards from the margin requirements. We note that those trades 
are not subject to the proposed margin rules in the US and Japan. 
 
Amended trades, novations and new trades resulting from portfolio 
compressions should be exempt from margin requirements.  
The Consultation Paper proposes that the IM and VM requirements 
shall only apply to new contracts entered into after the relevant 
phase-in dates, so that derivatives entered into prior to the entry into 
force of the relevant phase-in dates ("Legacy Derivatives") are 
excluded.  Therefore, we request that the MAS extend this to Legacy 
Derivatives that are amended in a non-material manner, novations 
and new derivatives that result from the portfolio compression of 
Legacy Derivatives.  
 
The Margin Rules should exclude Legacy Derivatives that are subject 
to non-material amendments.  So long as such amendment does not 
create any new significant exposure under the Legacy Derivative, the 
act of amending the derivative (or the occurrence of a life-cycle event) 
should not bring it within the scope of the Margin Rules.  
 
A novation of a Legacy Derivative that has all the same material terms 
as the Legacy Derivative (except the new counterparty) should be 
excluded from the margin requirements.  Such a novation is a 
continuation of the Legacy Derivative, and should be exempt from the 
margin requirements on the same grounds that Legacy Derivatives are 
exempt.  
 
Portfolio compression is designed to reduce complexity in the 
derivatives market and has been generally encouraged by regulators.  
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However, if the result of portfolio compression of Legacy Derivatives 
would cause the resulting trades to be subject to margin 
requirements, it would severely reduce the incentives of market 
participants to run portfolio compression.  In addition, excluding such 
new trades would be consistent with the MAS' proposals, since the 
exposure with respect to the new derivatives would be materially 
similar to that under the Legacy Derivatives, which are excluded from 
the margin requirements.  
 
MAS Covered Entities should have right to include Legacy Derivatives 
in margin calculations and models. 
Notwithstanding the above, we request that the MAS confirm that 
MAS Covered Entities shall retain the discretion to include Legacy 
Derivatives in their margin calculations and models, provided such 
entity does not engage in "cherry picking" of particular trades. Parties 
should have the option to document their Legacy Derivatives under 
the same CSA as new transactions entered into after the relevant 
phase-in dates, so that all of the transactions entered into under that 
CSA will be subject to the same margin rules.  
 
Uncleared trades with CCPs should be exempt from margin 
requirements.  
While the MAS' proposals in the Consultation Paper only apply to non-
cleared derivatives, they do not contain an exemption for non-cleared 
derivatives entered into by counterparties with CCPs.  Such trades 
typically arise in the context of customer position management upon 
the insolvency of a clearing broker.  These trades will be subject to 
extensive CCP requirements, which will in turn be subject to review by 
the MAS.  These derivatives are also part of the process of constructing 
robust and efficient risk management processes for CCPs. Therefore, 
it would be appropriate to add uncleared trades with CCPs to the list 
of trades that are excluded. 
 
Clarifications requested. 
In addition, we request that the MAS clarify how it intends to 
determine the QCCP status of a CCP and whether it would be sufficient 
for a home regulator to determine such status or if such status would 
need to be determined conclusively by the MAS.  We note that each 
CCP would have it own set of risk parameters and considerations to 
assess its QCCP status and that CCPs would also be subject to the rules 
of their home regulators. 
 
Question 2: We broadly agree with the list of entities proposed to be 
subject to the margin requirements, but note that these would be 
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subject to our comments below, as well as our comments on the 
proposed threshold amounts and the manner in which the thresholds 
are calculated below.  We understand that the MAS will separately 
consult on the subsidiary legislation to put in place the margin 
requirements and request that the proposed thresholds be open to 
consultation and that adequate time be provided for market 
participants to consider the consequences of the draft subsidiary 
legislation and provide feedback.  
 

Change in status of an MAS Covered Entity’s counterparty 
We request that the Margin Rules make clear that where an MAS 
Covered Entity's counterparty changes its status such that transactions 
with such counterparty become subject to stricter margin 
requirements, the MAS Covered Entity should comply with the stricter 
margin requirements only for transactions entered into with that 
counterparty after the counterparty changes it status.  Where an MAS 
Covered Entity's counterparty changes its status such that transactions 
with such counterparty become subject to less strict margin 
requirements, the MAS Covered Entity may comply with the less strict 
margin requirements for transactions entered into with that 
counterparty after the counterparty changes its status, as well as for 
any outstanding transactions entered into after the applicable 
compliance date set out in paragraph 10.3 to 10.6 of the Consultation 
Paper and before the counterparty changed its status.  We understand 
this is the position set out in the final rule regarding margin and capital 
requirements for covered swap entities issued by the Prudential 
Regulators in the US (the “PR Margin Rule”). 
 
Question 3: We strongly encourage the MAS to harmonise the Margin 
Rules, including the thresholds and exemptions, with those of other 
major financial centres with established margin regimes. 
 

The goal of the Margin Rules is to reduce counterparty credit risk and 
mitigate potential risk.  This goal should generally not be undermined 
by a limited exemption for licensed financial institutions where the 
exposure of their uncleared OTC derivatives transactions booked in 
Singapore fall below a certain threshold, provided that the threshold 
is calibrated to ensure that significant counterparty credit risks remain 
subject to the proposed risk mitigation measures.  In this regard, we 
are of the view that only systemically important non-bank entities 
should be subject to the margin requirements and that the thresholds 
should be calibrated to reflect this.  
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We welcome the proposed exemption for sovereigns, central banks, 
public sector entities, multilateral development banks and the Bank 
for International Settlements. These entities do not pose systemic or 
counterparty risk in the same way that private actors do and it would 
not be appropriate to impose the same collateral requirements on 
them.  We agree with the MAS' proposal that these counterparties be 
exempted from the margin requirements. 
 
Question 4:  
Thresholds should be calculated on a per fund basis. 
The MAS' proposed definition of licensed financial institutions includes 
fund managers where they are legal counterparties to the relevant 
transaction.  A legal counterparty has been defined as an entity who is 
signatory to an ISDA master agreement and the credit support annex 
("CSA") of the transaction.   
 
In practice, however, a fund manager could enter into multiple ISDA 
master agreements in its capacity as agent for and on behalf of its 
clients (which may or may not be licensed financial institutions 
themselves).  In this regard, we believe that fund manager should not 
be viewed as a legal counterparty for the current purposes as they are 
acting in the capacity of an agent and hence should not be subject to 
the margin requirements.  We also request that the MAS confirm that 
the "legal counterparty" referred to in footnote 12 of the Consultation 
Paper refers to the party to the transaction and not the signatory to 
the agreement (which could be an agent). 
 
When calculating the threshold for investment funds, we are of the 
view that it would not be appropriate to aggregate the derivative 
exposures of multiple investment funds that have appointed the same 
entity as agent for the reason stated above.  Where investment funds 
have established a trust, we propose that any thresholds be calculated 
at the fund level and not at the trustee level.  In the case of umbrella 
funds, we similarly suggest that any thresholds should be calculated at 
the sub-fund level.  We further propose that it be made clear that 
investment funds are exempted from the Margin Rules where they are 
not legal counterparties. 
 
Investment funds with the same manager should be treated as distinct. 
We should be grateful if the MAS would also clarify that investment 
funds managed by the same investment advisor or manager would be 
treated as distinct entities, subject to the conditions set out in 
paragraphs 3.6(a) and (b) of the Consultation Paper. 
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Clarifications requested. 
We observe that the MAS has proposed a limited exemption for 
"licensed financial institutions" in Singapore from the margin 
requirements, should the exposure of their uncleared derivatives 
transactions booked in Singapore fall below a certain threshold, but 
has not proposed a similar exemption in respect of "overseas 
regulated financial firms".  We request that the MAS consider whether 
a similar threshold should be proposed in respect of overseas non-
bank regulated financial firms.  
 
We request that the MAS clarify the meaning of "investment fund" in 
the Consultation Paper and whether this would refer to "collective 
investment schemes".   
     
Question 5: 
"Collect-only" versus "collect-and-post" requirement 
Our members have not reached a consensus as to whether a "collect-
only" or "collect-and-post" regime is preferable. While a "collect-only" 
regime is welcomed by certain members due to the reasons stated 
below, other members are concerned that a "collect-only" regime may 
increase the risk of the Singapore margin regime not being deemed 
equivalent by the regulators of other major jurisdictions. 
 
The implementation of a "collect-only" regime would not preclude 
market participants from contractually agreeing to post margin 
separately.  A "collect-only" regime would minimise issues relating to 
the conflict and overlap of margin rules and give market participants 
more flexibility to deal with their margin arrangements (particularly 
when their transactions are booked outside of Singapore).  In this 
respect, we note that the BCBS/IOSCO Paper states that that the 
"margin requirements in a jurisdiction may be applied to legal entities 
established in that local jurisdiction … in relation to the initial and 
variation margins that they collect."  Under the margin proposal in 
Japan, a covered Japanese entity is only required to collect margin 
from a non-Japanese counterparty and is not required to post margin 
to a non-Japanese counterparty.   
 
In addition, a "collect-only" regime would minimise the risks 
associated with market participants having to post margin to 
counterparties in Non-Netting Jurisdictions ("Non-Netting 
Jurisdictions" are those for which a clean netting opinion is not 
possible or jurisdictions which do not provide sufficient safeguards 
with respect to collateral.  In those jurisdictions, the MAS Covered 
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Entities would face an increased risk if there was a requirement to post 
under the Margin Rules.   
 
Clarifications requested. 
In relation to the condition in paragraph 4.1(b) of the Consultation 
Paper for a transaction to be "booked in Singapore" when determining 
whether an MAS Covered Entity is subject to the margin requirements, 
we should be grateful if the MAS could provide further guidance on 
the term and align the term with the existing definition of "booked in 
Singapore" in the Securities and Futures (Reporting of Derivatives 
Contracts) Regulations 2013.   
 
In relation to the meaning of "overseas regulated financial firm" in 
paragraph 4.1(c)(ii) of the Consultation Paper, we should be grateful if 
the MAS would provide clarification on the scope of this term by 
reference to an objective publicly available source (for instance, a G-
SIB or CFTC swap dealer).  This would avoid imposing a significant 
administrative burden on MAS Covered Entities, which would have to 
conduct diligence on all of their financial counterparties globally to 
determine whether they are overseas regulated financial firms.  
Reference to an objective and publicly available source would greatly 
reduce such administrative burden on MAS Covered Entities and 
reduce uncertainty.  
 
Margin is generally calculated on a net basis across all trades in a 
portfolio and not on a gross basis that would let market participants 
consider specific trades or groups of trades individually.  We further 
note that a portfolio could contain trades booked in Singapore as well 
as other jurisdictions. Collateral is usually called based on a market 
participant's net exposure across its entire portfolio.  This effectively 
means that the total collateral balance cannot be attributed to specific 
trades or groups of trades, given the mix of positive and negative 
exposures in the portfolio i.e. the sum of individual trades or groups 
of trades of a portfolio would not add to the total net portfolio 
exposure.  Requiring market participants to have a separate netting 
set exclusively for Singapore trades would have significant and adverse 
cost implications for trades booked in Singapore and is not a feasible 
solution.  In this regard, we request that the MAS provide further 
information and guidance on the manner in which collateral should be 
calculated for trades that are booked-in Singapore. 
 
Foreign branches of locally-incorporated MAS Covered Entities  
As the MAS has identified in paragraph 4.3 of the Consultation Paper, 
in contrast to equivalent requirements in Europe and the US for EU 
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and US entities respectively, the MAS' proposed margin requirements 
would not capture transactions booked in the foreign branches of 
locally-incorporated MAS Covered Entities for which the MAS is the 
primary regulator (or their foreign subsidiaries) and it is therefore 
possible that risk could build up in such entities.  Indeed, as the foreign 
branches of Singapore incorporated MAS Covered Entities would not 
be captured by the EU rules (other than where the counterparty was 
another non-EU bank branch or an EU entity with its own EU 
obligations) or US rules (except where the MAS Covered Entity is a 
swap dealer or security based swap dealer or when dealing with a 
counterparty subject to US rules), there is the possibility of a variance 
with the US and EU margin rules such that these locally incorporated 
MAS Covered Entities may avoid margin rules altogether for some 
types of transactions booked outside Singapore and it is possible that 
this could incentivise the build-up of risk in the way that the MAS 
describes in the Consultation Paper. We have received feedback from 
certain members that foreign branches of locally incorporated MAS 
Covered Entities should not be exempted from the proposed margin 
rules.  These members have expressed concerns that this proposed 
approach may potentially create issues in relation to an un-level 
playing field between global banks and locally incorporated entities, 
equivalence assessment and implementation of substituted 
compliance regimes by other regulators in respect of 
Singapore.  However, we have also received feedback from other 
members who strongly support the MAS' proposal with respect to 
paragraph 4.3 of the Consultation Paper, as MAS as home regulator 
will be able to maintain adequate oversight of the overseas operations 
through its close supervision of the local financial groups.  
 
Question 6:  
Thresholds should be harmonised. 
The MAS has proposed that the threshold by which an MAS Covered 
Entity becomes subject to the IM requirements will be S$13 billion 
("13B Threshold") (calculated by reference to the entity's (and its 
counterparty's) group aggregate gross notional uncleared derivatives 
exposure).  We welcome MAS’s proposal in respect of the 13B 
Threshold which is consistent with the threshold specified in the BCBS-
IOSCO Paper and the numbers proposed by the European supervisory 
authorities (the "ESAs") and the Japanese regulator. Consistency with 
regulators in other jurisdictions for purposes of harmonisation of the 
margin rules is needed to keep Singapore market participants on an 
even footing with their peers and competitors.  We understand that 
the MAS will separately consult on the subsidiary legislation to put in 
place the margin requirements and request that the proposed 
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thresholds be open to consultation and that adequate time be 
provided for market participants to consider the consequences of the 
draft subsidiary legislation and provide feedback. 
 
The threshold calculations should exclude indirectly cleared 
transactions. 
The Consultation Paper does not clearly address the treatment of 
indirectly cleared OTC-derivatives under the thresholds.  Indirectly 
cleared transactions are not generally viewed as uncleared for 
regulatory purposes.  We have interpreted the MAS' proposals as 
excluding such indirectly cleared derivatives from the threshold 
calculations, but request that the MAS clarify this in the Margin Rules. 
Intra-group trades should be excluded from the 13B Threshold 
calculations.  
 
We request that the MAS confirm that intra-group transactions would 
not be included in the 13B Threshold calculations whether or not they 
qualify as "intra-group transactions".  Intra-group transactions should 
be excluded because the 13B Threshold is determined on a group-wide 
basis and generally intra-group transactions are not recognised for 
group-wide financial measurements.  In addition, the MAS recognises 
that such transactions cause less risk than transactions between 
groups and has proposed that intra-group transactions be excluded 
from the margin requirements as "such transactions do not transfer 
risks in or out of a corporate group".  
 
The MAS has in paragraph 2.2 of the Consultation Paper stated that 
the proposals are "to reduce the build-up of systemic risk arising from 
uncleared derivatives".  However, the volume of intra-group 
transactions is not a good indicator of systemic risk.  As a result, intra-
group transactions should not be included in determinations as to 
whether a group is required to exchange or collect IM. 
 
The minimum transfer amount should apply to VM and IM separately 
Paragraph 4.9 of the Consultation Paper proposes that all margin 
transfers be subject to a de minimis minimum transfer amount of no 
more than S$800,000. We request that the minimum transfer amount 
of S$800,000 apply separately to IM posted by each party and to VM. 
These amounts will be calculated separately, potentially with different 
frequencies, and will be subject to different reconciliation and netting 
requirements. As a result, the processes for determining and settling 
IM and VM will be separate. It will therefore pose significant 
operational difficulties for the minimum transfer amount to be 
calculated for both IM and VM together. In addition, IM or VM with a 
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value of less than $800,000 will not pose systemic issues that need to 
be of concern to the regulators. As a result, we propose a minimum 
S$800,000 for IM posted by each party and the same, but separate, 
minimum transfer amount for VM. In this respect, we note that the 
Japan margin proposal applies a minimum transfer amount of JPY 70 
million separately to IM and VM. 
 
Question 7: 
Events triggering recalculation and exchange or collection of IM. 
The MAS has proposed in the Consultation Paper for IM to be 
recalculated and exchanged or collected in any of the following 
circumstances: (i) when a new contract is executed with a 
counterparty; (ii) when an existing contract with a counterparty 
expires; (iii) when the IM model is recalibrated due to changes in 
market conditions; and (iv) when no IM recalculation has been 
performed in the last 10 days.  
 
We generally support the requirement for IM to be recalculated and 
exchanged or collected in the above circumstances, but propose that 
the requirement under limb (iv) above be amended to "10 Business 
Days" for greater alignment with the proposed margin rules of other 
major jurisdictions, such as the EU. 
 
Appropriate time periods for IM calculation, calls and collection should 
be permitted. 
Paragraph 4.6 of the Consultation Paper proposes that MAS Covered 
Entities ensure that IM is exchanged or collected within two business 
days following the recalculation of their IM obligations.  We are 
concerned that the Consultation Paper does not allow enough time for 
collection of IM.  The Margin Rules needs to allow greater amounts of 
time for the call and collection of collateral and to address time zone 
issues. Two business days following recalculation would be 
considered, in practice, as a very short period for IM to be exchanged 
or collected, especially in relation to non-cash collateral.     
 
There are several key steps to consider in the timing of margin call and 
settlement: trade, margin calculation, margin call/agreement, and 
settlement.  
 
We note that there are various factors that may impact the timing of 
IM calculation.  Foremost, many counterparties have offices and 
branches in different jurisdictions and transact with counterparties 
located in different jurisdictions and different time zones.  A proper 
calculation of IM required to be collected can only be made when the 
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books of all market participants are closed and valuations completed. 
This is especially critical because IM thresholds are calculated on a 
group-consolidated basis, so all branches and offices of a counterparty 
must be closed in order for the calculation to be correct.  In addition, 
IM is generally more difficult to calculate than VM due to complex 
calculations and trade reconciliation.   
 
We highlight that the timing of parties' agreement to a margin call 
would depend upon the location of the counterparty's operational 
processes.  As a result, the margin calls and settlements of an MAS 
Covered Entity that trades globally will be impacted by time zone 
differences. 
 
In addition, the settlement period for collateral will depend on the 
specific type of collateral that is the subject to the transaction.  For 
instance, cash will settle on the next business day but Japanese 
government bonds have a settlement cycle of three days.  For IM, it 
may be possible to reduce settlement times by using a tri-party 
collateral agent (thereby internalising settlement), but (a) this would 
increase concentration risk on the big tri-party agents, and (b) smaller 
counterparties may not be willing or able to use tri-party agents due 
to a variety of reasons including technological and infrastructure 
requirements and cost.  
 
For the above reasons, we propose that margin be called and collected 
as soon as it is operationally feasible to do so, within defined time 
limits.  For IM, we propose that calculation and call of IM be within 
two business days (i.e. T+2) and that settlement of IM be within two 
business days.  The total time between trade and settlement is 
proposed to be four business days (i.e. T+4).  This proposal would allow 
for flexibility for the variety of factors impacting the call and 
settlement timelines, without allowing counterparties a longer time 
period than strictly required within their set of circumstances. 
ISDA has written to BCBS and IOSCO on the above points and the full 
letter is attached as Appendix 3 to this submission. 
 
Market participants should have flexibility in recalibrating IM models 
to reduce pro-cyclicality and make other appropriate adjustments. 
Paragraph 5.5(d) of the Consultation Paper requires the quantitative 
model to be recalibrated at least semi-annually and be subjected to 
regular back-testing and stress testing programmes. 
 
Market participants should have the flexibility to adjust their models 
to minimise pro-cyclicality, subject to the internal governance process 
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of the relevant market participant proposed in paragraph 5.5(c) of the 
Consultation Paper.  A period of market dislocation could result in an 
increased demand for margin and such an increased demand could 
create a spiral that causes counterparties to demand larger amounts 
of collateral, causing distressed markets to become even more illiquid.  
In a paper published by the Bank of England, the authors stated that 
"the analysis [in the paper] suggests that model calibrations which give 
higher weight to recent data are more pro-cyclical". 
 
Consequently, we propose that the model instead be recalibrated 
annually, subject to a review by the internal governance system of the 
relevant market participant.  We suggest that the internal governance 
system, amongst other things, (i) monitor the coverage of the model 
through conducting quantitative impact studies after the execution of 
each recalibration, (ii) determine if an update to the model is needed, 
and (iii) recommend a phase-in schedule for changes to the model 
affecting posted IM amounts.  
 
We further request that the MAS confirm that in the event the IM 
model requires recalibration, that affected parties would be given a 
grace period to top up IM.  
 
No requirement to agree on the margin calculation method and 
quantitative model. 
Paragraph 5.4 of the Consultation Paper proposes that counterparties 
must agree on the specific margin calculation method and the 
quantitative model to be used (if applicable). Paragraph 5.4 also 
provides that the calibration data and parameters for calculating IM 
should also be agreed upon and recorded in writing or other 
equivalent permanent electronic means.  We request the MAS to 
confirm that by identifying which model will be used in their 
documentation parties would satisfy this requirement to agree on and 
record margin calculation method.  A proposal which requires more 
detailed information on margin calculation method and that the 
quantitative model be specified in the agreement would impose an 
unnecessary administrative burden. 
 
Market participants should have the flexibility to switch IM models and 
flexibility on independent validation. 
A market participant should have the flexibility to switch between the 
IM models it uses for, amongst others, the reasons described below:    

(i) the need to obtain approvals for the IM model in each 
jurisdiction; 
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(ii) changes to the size of portfolio (e.g. portfolio growth may 
warrant investment into a full margining infrastructure); 

(iii) smaller entities may not be able to justify developing, 
implementing and maintaining margining infrastructure;  

(iv) dealings with clients who do not use the same IM model. 
 

We request that the MAS provide further information and guidance 
on the circumstances in which market participants are able to use 
more than one IM model and switch between IM models.  We further 
request that the MAS confirm that market participants will be able to 
use an internal team that is independent from their front office to 
validate their IM models. 
 
No requirement for MAS approval for quantitative IM models. 
Paragraph 5.5(a) of the Consultation Paper proposes that any 
quantitative model used for IM purposes must be approved by the 
MAS and that each MAS Covered Entity that intends to use a 
quantitative model must notify the MAS and provide the relevant 
documentation.  Paragraph 5.5(b) of the Consultation Paper further 
proposes that third party-provided models must be approved for use 
by each MAS Covered Entity seeking to use the model and that the 
MAS' approval for an MAS Covered Entity may not be taken as implied 
approval for a wider set of institutions.  We query whether this 
requirement for pre-approval by the MAS is necessary, particularly 
when bearing in mind the short phase-in period.  To the extent that 
the MAS requires that market participants make such approval 
applications, we request that the MAS provide further information and 
clarification on the procedural aspects of how this would be done and 
the timeframe anticipated for the approval process.  
 
We note that the industry has developed IM models, such as the ISDA 
SIMM Model, that could be used by market participants. In relation to 
such industry models, we request that the MAS clarify if these would 
still be subject to MAS' approval.  In the event that the use of an IM 
model is also subject to the approval of another regulator, this could 
give rise to the situation where one regulator (such as the home 
regulator of a market participant) has approved the model but another 
regulator (such as the MAS) has not.  
 
Insofar as the MAS intends to introduce the approval requirement, we 
request that the MAS confirm that after an IM model has been 
approved by a home regulator or follows the ISDA SIMM Model, 
market participants that intend to use that model need only notify the 
MAS and need not seek further approval from the MAS.  We further 
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request that the MAS confirm that such notification by a market 
participant need only be performed on a one-off basis in respect of all 
transactions that will use that model.  
 
"Zero counterparty risk". 
The MAS has in paragraph 5.7(c) of the Consultation Paper provided 
that uncleared derivatives for which a firm faces zero counterparty risk 
require no IM to be exchanged or collected and may be excluded from 
the IM calculation.  We request that the MAS provide further 
information and clarify how this relates to the threshold calculations 
and exemptions proposed by the MAS.  
 
Parties should be permitted (but not required) to include non-
derivative assets in the model. 
Counterparties often have exposure to the same risk factors in 
multiple markets. Therefore, we support the MAS' proposal in 
paragraph 5.7(b) of the Consultation Paper that quantitative IM 
models be allowed to account for diversification, hedging and risk 
offsets within well-defined asset classes, as IM models would be most 
effective if they are allowed to capture parties' exposure with respect 
to risk factors across various types of assets, including non-derivatives.   
In order to permit netting among such assets, the assets would have 
to be a part of the same netting set and covered by the same legally 
enforceable netting agreement.  In addition, certain products may be 
viewed as derivatives in one jurisdiction but not in another, and parties 
should be permitted to include such products to achieve global 
consistency.  For instance, if two parties have exposure to equity risk 
to each other, one by way of equity options, and another by way of 
equity swaps, the parties should be able to take this into account in 
the models. This type of modelling would present a more accurate 
reflection of the actual exposure of each counterparty with respect to 
certain risk factors, and would eliminate the posting of redundant 
margin, which would only decrease liquidity in the derivatives 
markets. 
 
Question 8: 
Appropriate time periods for VM calculation, calls and collection 
should be permitted. 
The MAS has proposed that VM should be calculated at least daily and 
the full amount of VM exchanged or collected within two business 
days following the execution of a new uncleared derivatives contract. 
 
We recognize and support the goal of exchanging margin on a daily 
basis. However, we feel that the timing proposed by the MAS needs to 
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be adjusted in order to facilitate the collection of margin from entities 
trading across time zones. 
 
As noted at Question 7 above, there are various factors that may 
impact the timing of margin calculation, particularly in respect of an 
MAS Covered Entity that trades globally.  In addition, the timing of 
parties' agreement to a margin call would depend on the location of 
the counterparty's operational processes and hence would be 
impacted by time zone differences.  The settlement period for 
collateral will also depend on the specific type of collateral that is the 
subject to the transaction.  
  
For the above reasons, we propose that margin be called and collected 
as soon as it is operationally feasible to do so, within defined time 
limits.  For VM, where an MAS Covered Entity is also subject to IM 
requirements, we propose that calculation and call of VM be within 
two business days (i.e. T+2) to account for time zone differences and 
that settlement of VM be within one business day.  The total time 
between trade and settlement is proposed to be three business days 
(i.e. T+3).   Where an MAS Covered Entity is not subject to IM 
requirements, we propose that calculation and call of VM be within 
two business days (i.e. T+2) and that settlement of VM be within three 
business days since these transactions would likely involve less 
sophisticated firms with less developed infrastructure.  The total time 
between trade and settlement is proposed to be five business days 
(i.e. T+5). 
 
Calculation should be on a net basis across those uncleared derivatives 
entered into after the compliance date.   
Paragraph 5.10 of the Consultation Paper proposes that VM be 
calculated on an aggregate net basis across all uncleared derivatives 
that are executed under a single, legally enforceable netting 
agreement.  We would like to clarify with the MAS that paragraph 5.10 
is not intended to impose the proposed margin requirements 
retroactively to swaps entered into prior to the compliance date which 
are documented under the same netting agreement as transactions 
executed after the compliance date.  Otherwise, the industry would 
be required to enter into a new master agreement in addition to new 
credit support documentation.  This documentation burden is 
unnecessary and would significantly increase the implementation and 
compliance demands for all market participants. Parties should be 
able to use a new credit support arrangement (or other contractual 
arrangements), in lieu of a new master agreement, to distinguish 
between pre- and post-compliance date swaps for purposes of 
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application of the margin rules. Thus, for example, a single netting 
agreement could have two CSAs: one for pre-compliance date swaps 
and one for post-compliance date swaps.  
 
Question 9: Entities to establish and document internal policies and 
controls to ensure that collateral collected is not "overly 
concentrated" in an individual issuer, issuer type or asset type.  We 
request that the MAS provide clarification as to the meaning of "overly 
concentrated" and how this will be assessed.   
 
Question 10: 
Cash collateral should not be subject to the 8% haircut. 
We request that the MAS make clear in the Margin Rules that the 8% 
FX haircut does not apply to cash IM or cash VM. The imposition of an 
8% FX haircut on cash collateral would not be consistent with the 
margin requirements proposed in other major jurisdictions (for 
instance, the EU) and could skew competition in favour of other such 
jurisdictions that do not mandate such a requirement.  Cash funds 
denominated in all major currencies are liquid at the point of 
counterparty default, and there are robust markets in the major 
currencies that allow conversion or hedging to the currency of 
termination or transfer at a relatively low cost making the imposition 
of an FX haircut unnecessary. 
 
Haircut to be determined by reference to termination currency and 
transfer currency. 
The MAS has proposed that the 8% FX mismatch haircut apply where 
collateral is denominated in a different currency from the settlement 
currency of the underlying derivative transaction.  We note that 
determining the 8% FX mismatch haircut by reference to settlement 
currency as proposed in the Consultation Paper would require market 
participants to develop new operational structures in order to identify 
the settlement currency for each trade in a portfolio, lead to a 
significant increase in the volume of margin calls by market 
participants and also increase the potential for disputes to arise. 
 
In this regard, we propose that the haircut instead apply where non-
cash IM posted is denominated in a different currency from the 
termination currency (where the agreement includes a termination 
currency).  For eligible non-cash IM collateral, we request that the 
MAS align its requirement with  the PR Margin Rule by providing that 
the haircut should not apply where such collateral is denominated in 
a single termination currency designated as payable to the non-
posting counterparty under a master netting agreement.  In this 
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respect, we note that the PR Margin Rule accommodates agreements 
under which each party has a different termination currency as long 
as the non-posting counterparty does not have the option to select 
among more than one termination currency as part of the agreed-
upon termination and close-out process.  Where the agreement does 
not identify a termination currency, the haircut will apply to the 
market value of all the non-cash assets posted as collateral for IM and 
parties may specify different termination currencies for each party.  As 
to VM, where the agreement between the two counterparties 
includes a transfer currency, a haircut of 8% will apply to the market 
value of the non-cash assets posted as collateral for the unsettled VM 
where the collateral is denominated in a currency other than the 
transfer currency of the VM. Where the agreement does not identify 
a transfer currency, the haircut will apply to the market value of all the 
non-cash assets posted as collateral for the unsettled VM. Similarly, in 
respect of the FX haircut applicable to non-cash VM, parties should be 
allowed to specify different transfer currencies for each party.  Our 
proposed change is consistent with the way by which the FX mismatch 
haircut is defined in the draft regulatory technical standards (the "EU 
RTS") on risk-mitigation techniques for OTC-derivative contracts not 
cleared by a CCP under Art. 11(15) of Regulation (EU) No 648/2012.  As 
the EU RTS is still in draft form and the industry is also in the process 
of clarifying how the FX haircut will be applied under the PR Margin 
Rule, for global consistency purposes, we request MAS to finalize its 
rules regarding the FX mismatch haircut only after the publication of 
the EU RTS and any further clarification from the US Prudential 
Regulators regarding this issue. 
 
This change would align the Margin Rules with the proposed margin 
requirements in the EU.   
 
In connection with the above, we request that the MAS make clear in 
the Margin Rules that parties can designate a termination and a 
transfer currency for each party that can match the collateral they are 
expecting to post.  This is important because there are funding 
challenges if firms are forced to post in a termination or transfer 
currency which does not match what is available to them.   
 
These issues are discussed in detail in ISDA's responses to the ESAs on 
the Second Consultation Paper regarding draft regulatory technical 
standards on risk-mitigation techniques for OTC derivative contracts 
not cleared by a CCP ("July 2015 Responses").  Please refer to the July 
2015 Responses for further information.   
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Collateral treatment requirements should not apply to margin that is 
not required to be collected under the Margin Rules 
To the extent that the Margin Rules permit counterparties to post 
collateral greater than the minimum applicable requirements, we 
request that parties retain the discretion to determine whether the 
eligibility and other requirements should apply to the collection of 
margin that is not required by the Margin Rules.  We further request 
that the Margin Rules explicitly recognise that the same principle 
applies in other cases where the Margin Rules permit parties to agree 
not to exchange margin (if applicable).  
 
Imposing the eligibility and other requirements on collateral posted 
voluntarily would have significant consequences for all collateral 
arrangements. Credit support arrangements with persons that are 
otherwise exempt from the Margin Rules, for example, would have to 
be extensively re-negotiated.  In many cases, it may not be feasible to 
maintain voluntary collateral in accordance with the Margin Rules, 
thereby restricting the ability of parties to negotiate additional 
protections where necessary to address credit risk in an appropriate 
way.  Given the absence of discussion of this topic in the Consultation 
Paper, we request that the MAS give our comments due consideration 
when drafting the Margin Rules. 
  
Question 11: 
IM should be made available in a "timely manner". 
Paragraph 7.1(a) of the Consultation Paper proposes that MAS 
Covered Entities be required to safe-keep the IM collected from 
counterparties in a manner such as to ensure that the IM collected is 
immediately available to the collecting party where the posting 
counterparty defaults. 
 
We support the creation of robust segregation regimes, but the 
"immediately available" standard will not be possible to apply in 
practice and should instead be replaced with a requirement for IM to 
be provided in a "timely manner".  Many jurisdictions impose stays or 
other restrictions on the availability of IM upon bankruptcy of the 
posting party.  For example, under the EU Bank Recovery and 
Resolution Directive, the resolution authorities will have the power to 
suspend the enforcement of security interests for a period ending at 
midnight on the business day following publication of the notice of the 
taking of resolution action.  Similarly, in the US, derivative 
counterparties of a bank insured by the FDIC are subject to a stay in 
exercising termination rights until 5:00 pm on the business day 
following appointment of a receiver.  If the MAS imposes an 
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"immediately available" standard without regard to local bankruptcy 
stays, MAS Covered Entities would be effectively prohibited from 
entering into derivatives with counterparties in any jurisdictions that 
prevent immediate access to collateral upon a bankruptcy. In this 
respect, we note that the revised margin rules proposed in the EU have 
replaced the "immediately available" standard with "available to the 
posting counterparty in a timely manner." 
 
Further to the above, we note that Paragraph 7.2 of the Consultation 
Paper proposes that IM be either held with an independent third party 
custodian under a trust arrangement or held under other legally 
enforceable arrangements to protect the posting party in the event of 
default of the collecting party.  For IM held at a third party custodian, 
IM will only be available to the collecting party after the custodian 
goes through its required procedures.  These procedures include the 
necessary operational steps for transferring the IM and may include 
verification of the legitimacy of the collecting party's claim for IM.  
Custodians may also insist on payment of their fees before releasing 
collateral from custodial liens.  In addition, the parties may also agree 
that the posting party has a right to object to release of the collateral 
by the custodian if the posting party can claim that the demand is not 
appropriate.  The imposition of an "immediately available" 
requirement would conflict with these operational and verification 
processes, which serve a useful purpose in safeguarding the IM, as well 
as standard custodial liens. 
 
Question 12: We support the MAS' proposal in paragraph 7.2(b) of the 
Consultation Paper that IM collateral could also be held under other 
legally enforceable arrangements to protect the posting party in the 
event of default of the collecting party.  As some entities lack the 
ability to create certain types of security interests, flexibility is 
required. Other entities may be limited by the nature of their assets.  
Structures other than the one proposed in the paragraph 7.2(a) of the 
Consultation Paper merit further consideration by the MAS so long as 
they achieve the goal of significantly mitigating counterparty risks.  For 
instance, title transfer and charge-back of margin is a structure that is 
commonly used in the market and provides protection to 
counterparties.  The Margin Rules should permit flexible segregation 
arrangements, so long as they sufficiently mitigate counterparty risk. 
 

We note that paragraph 7.2 of the Consultation Paper requires IM to 
be held (a) with an independent third party custodian under a trust 
arrangement or (b) under some other legally enforceable arrangement 
that ensures that IM is legally segregated from the collecting party's 
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proprietary money and assets.  In respect of the former, we are of the 
view that cash IM held by a third party custodian should be viewed as 
being adequately safeguarded without needing to be held under a 
trust arrangement so long as the cash IM is held in an account that is 
not the property of the collecting party.  This is because in practice, 
cash is often placed on deposit with custodians, or reinvested in 
suitable investments upon agreement of the parties.  In respect of 
paragraph 7.2(b), we request that the MAS confirm that the 
segregation requirement does not exclude the holding of cash IM by 
an independent third party custodian in a deposit account.  
 
Several additional clarifications of the segregation criteria for cash IM 
would be helpful. The Margin Rules should make clear that cash IM 
will be deemed appropriately segregated if it is held in an account with 
the collecting party that is protected in the event of insolvency by a 
regulatory regime that protects client money or other legal means.  
We request that the MAS confirm that individual segregation will not 
be mandated where IM is held with an independent third party 
custodian and we request the MAS to clarify that an omnibus level of 
segregation will be sufficient.  
 
Question 13: The MAS has proposed in paragraph 7.3 of the 
Consultation Paper that the collateral arrangements be reviewed 
periodically with updated legal opinion to ensure that the 
arrangements continue to be legally enforceable. While we support 
the requirement for obtaining proper legal advice with respect to 
collateral arrangements, we believe the Margin Rules for legal 
opinions should be altered as follows:  
 
(i) Legal opinions/advice should only address segregation.  
Further to the MAS' proposed language in paragraphs 7.1 and 7.3 of 
the Consultation Paper, legal opinions would be required as to the 
following matters: (i) that IM is immediately available to the collecting 
party in the event of the posting party's default; and (ii) that the IM is 
subject to legally enforceable arrangements that protect the posting 
party to the extent possible under applicable law if the collecting party 
becomes bankrupt.  
 
Neither "immediate availability" nor "protection" are legal concepts, 
but rather determinations made by counterparties after taking into 
account operational issues and any relevant risk tolerance.  The notion 
of "protection" is unclear from a legal perspective, as it is not clear 
what standard such protection is required to meet. "Immediate 
availability" is also problematic, as it would necessarily be subject to 
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insolvency stays, potential legal actions and operational matters.  As a 
result, legal opinions cannot address "immediate availability" or 
"protection."  
 
We propose that the opinions (or views, as discussed below) should 
address segregation directly.  Thus, we would suggest that the legal 
opinion (or view) that should be required is that the IM will not 
become part of the proprietary assets of the collecting party in an 
insolvency proceeding of the collecting party.  
 
(ii) Parties should be required to have a well-founded legal basis rather 
than opinions.  
Rather than requiring opinions, the Margin Rules should instead 
require counterparties to have a well-founded legal basis that IM is 
held under a trust arrangement or segregated (as proposed in 
paragraph 7.2 of the Consultation Paper).   
 
The segregation arrangements may vary between different 
counterparties and may vary over time.  Obtaining a formal legal 
opinion for each different arrangement would be extremely expensive 
and time-consuming.  A party should be able to establish basic 
segregation parameters, subject to legal advice, so that the party can 
have a well-founded legal basis that operations within those 
parameters will achieve segregation.  In many cases, the internal 
lawyers and the staff overseeing the IM arrangements will be much 
better placed than outside lawyers to determine compliance with 
segregation requirements.  Either party will, of course, have the option 
of requesting an opinion of external or internal counsel, but it should 
not be required by the Margin Rules.  
 
(iii) Parties should be able to rely on industry-wide legal advice.  
The Margin Rules should make it clear that counterparties may rely on 
standard industry-wide legal advice developed by market participants.  
Counterparties should not be required to obtain bespoke legal advice 
with respect to each new segregation arrangement, which could prove 
time-consuming and expensive.  If industry-wide legal guidance is 
available with respect to certain standard segregation arrangements, 
such arrangements will be faster to implement and easier for both 
counterparties and regulators to analyze.  ISDA currently works to 
provide derivatives markets with certain industry standard opinions, 
including netting opinions on insolvency, and similar standardized 
industry guidance will enhance the efficiency of the derivatives market 
with respect to segregation arrangements.  In addition, counterparties 
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should be able to rely on suitable opinions obtained by service 
providers such as custodians.  
 
(iv) Opinions are not required to be refreshed for each trade.  
The Consultation Paper proposes that legal opinions would have to be 
updated "periodically".   We would appreciate clarification from the 
MAS that appropriate legal advice would only be required at the time 
the segregation arrangements are established, and not at the 
inception of each trade.  
 
Question 14: We support the MAS' proposal to permit the re-
hypothecation of IM.  We note, however, that the MAS has proposed 
that non-cash IM shall only be re-hypothecated to a third party in 
accordance with the conditions prescribed in Annex D of the 
Consultation Paper and that once non-cash IM has been re-
hypothecated to a third party in accordance with Annex D, no further 
re-hypothecation of IM by the third party be permitted.  We note that 
this would be operationally challenging to monitor and that in 
practice, a one-time right to re-hypothecate collateral would be of 
very limited use.  
 
Question 15: We strongly support the MAS' proposal that intra-group 
transactions receive a general exemption from margin requirements.  
However, we propose that such exemption apply automatically to 
transactions that satisfy such requirement, rather than requiring 
market participants to apply for such exemption, which would be 
unnecessary and administratively burdensome.   
 

Intra-group transactions simply do not raise the same systemic and 
counterparty risk issues that are raised by derivatives with third 
parties. The financial health of any group member is very closely linked 
to that of other group members, and as a result the critical issue for 
mitigating systemic and counterparty risk is protection against 
potential exposure to the group overall. The Consultation Paper 
implicitly recognise that corporate groups, rather than individual 
corporate entities, should be the focus of risk analysis for IM because 
the MAS' proposed thresholds are calculated based on exposures at a 
group-consolidated level rather than on the exposure of individual 
entities. However, we request that the MAS clarify the meaning 
"regulators in other jurisdictions" to avoid unintended consequences.  
 
Please also see our responses to Question 6 above. 
 
Question 16: 
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Exemption for counterparties located in jurisdictions that have not 
implemented margin requirements for all regulated financial firms, 
have different implementation schedules or have unclear netting laws. 
 
In relation to the MAS' proposal that an MAS Covered Entity only be 
subject to margin requirements where its total exposure to 
counterparties from jurisdictions that have not implemented margin 
requirements for all regulated financial firms, have different 
implementation schedules or have unclear netting laws ("Threshold 
Jurisdictions"), exceeds a threshold, we note that it is not clear from 
paragraph 9.4 of the Consultation Paper how these jurisdictions would 
be determined.  We hence request that the MAS clarify how these 
jurisdictions will be prescribed (and whether this would be done by 
the MAS or determined by market participants).   
 
We note that it is also not clear from paragraph 9.4 of the Consultation 
Paper how the thresholds would be set.  In this regard, we recommend 
that the MAS provide a 5% (measured by notional amounts) de 
minimis exemption from the margin requirements for an MAS Covered 
Entity's OTC derivatives transactions with counterparties in Threshold 
Jurisdictions ("Threshold Parties").  We recommend that the threshold 
be calculated as a proportion of the MAS Covered Entity's exposure to 
Threshold Parties, as compared to the aggregate exposure of the MAS 
Covered Entity's group (including entities that are not MAS Covered 
Entities), measured by notional amounts.  We strongly encourage the 
MAS to engage in discussions and consult with market participants on 
the manner in which the thresholds should be determined. We further 
encourage the MAS to consider the results of the second Quantitative 
Impact Study (QIS 2) when determining the manner in which the 
thresholds should be formulated.  
 
While these OTC derivatives transactions are important for individual 
Threshold Parties and Threshold Jurisdictions, the 5% aggregate 
notional limitation would ensure that the exempted transactions are 
quantitatively immaterial to the MAS Covered Entity.  Absent an 
exemption, the margin requirements will disrupt established trading 
relationships, skew competition in favour of local dealers or those 
supervised by jurisdictions that do not impose their margin regulations 
in the affected jurisdictions, and curtail hedging and financial flows to 
those jurisdictions.   
 
To the extent the MAS adopts a collect and post regime, in respect of 
OTC derivatives transactions with counterparties in jurisdictions which 
have unclear netting laws ("Non-Netting Parties"), we submit that the 
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proposed exemption should be extended to cover any counterparty 
located in a jurisdiction in which netting, collateral or third party 
custodial arrangements may not be legally effective, including in the 
counterparty’s insolvency.  We note that without enforceable netting, 
collateral or third party custodian arrangements there is the risk that 
the administrator of an insolvent counterparty will "cherry-pick" from 
posted collateral to be returned in the event of insolvency, which will 
result in an increase in the risk in posting collateral, or that an MAS 
Covered Entity may not be able to effectively foreclose on the margin 
in the event of a counterparty default.  Use of a third-party custodian 
in a different jurisdiction may not remedy issues with the legal 
enforceability of collateral: a Non-Netting Party may be subject to local 
insolvency proceedings and such proceedings may affect the 
treatment of margin posted by or held (directly or indirectly) by the 
Non-Netting Party.  Because of these issues, imposing margin 
requirements on OTC derivatives transactions with Non-Netting 
Parties will severely limit such transactions and cause significant 
disruptions in financial markets, preventing hedging and financial 
flows between Singapore and Non-Netting Jurisdictions. Moreover, 
requiring collateral posting may prevent parties from using more 
effective alternative mitigations such as using limits to contain 
exposures, re-pricing trades, selling options and using short dated 
trades.   
 
Should the MAS not adopt the 5% exemption proposed above, we 
request that (assuming the MAS adopts a collect and post regime) 
MAS Covered Entities be exempted from the obligation to post margin 
to a Non-Netting Party.  This is because if the counterparty is in a Non-
Netting Jurisdiction, an MAS Covered Entity may be prevented from 
applying collateral to the obligations of the Non-Netting Party and 
may, in addition, face difficulties in recovering the collateral.  As a 
result, posting margin to a Non-Netting Party may increase risk to the 
MAS Covered Entity rather than decreasing it.  Moreover, exempting 
MAS Covered Entities from posting will avoid problems with 
segregation of collateral in the Non-Netting Jurisdiction. 
 
Question 17: 
Margin regimes based on BCBS/IOSCO Paper should be comparable. 
We note that the European, Japanese and US regulators have 
proposed margin requirements based on the BCBS/IOSCO Paper and 
other jurisdictions may issue similar rules in the near future.  We 
recommend that, with respect to jurisdictions that adopt margin 
requirements that conform to the BCBS/IOSCO Paper, the MAS 
perform a comparability assessment and confirm that an MAS Covered 
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Entity will be "deemed compliant" for the purposes of the Margin 
Rules where it complies with the margin rules of such jurisdictions.  
Such treatment would be a fitting recognition of the extensive 
consultative process by which the BCBS/IOSCO Paper was developed. 
In addition, we suggest that such comparability assessments be made 
as soon as possible after the Margin Rules are finalised and before the 
phase-in dates of the Margin Rules.  This will greatly facilitate the 
implementation of the Margin Rules. If the MAS is not able to make 
such a determination as soon as a jurisdiction issues final rules based 
on the BCBS-IOSCO Framework, then the MAS should make a two year 
transitional comparability determination. 
 
The MAS should base its comparability assessments on similarity of 
outcome to the BCBS/IOSCO margin framework, employ an open and 
transparent process in considering applications for deemed 
compliance, and allow parties to avail themselves of deemed 
compliance based on whether a transaction is subject to the 
comparable jurisdiction’s margin requirements.   
 
No requirement for MAS Covered Entities to collect eligible collateral 
and hold them in a manner consistent with the Margin Rules. 
The MAS' proposal that MAS Covered Entities "collect the types of 
eligible collateral and hold them in a manner consistent with the 
[Margin Rules]" is not consistent with an outcomes-based approach to 
the assessment of margin regimes.  We do not propose that the MAS 
adopt this standard of comparability assessment as foreign 
jurisdictions may impose different criterion for collateral.  
Clarifications requested. 
 
We request that the MAS provide further information and 
clarifications on how the comparability assessments will be 
performed. 
   
We further note that the deemed compliance requirement under 
paragraph 9.5(b) of the Consultation Paper involves an MAS Covered 
Entity, trading with a foreign counterparty,  to be "required to comply 
with… comparable home- or host-margin requirements".  This may not 
occur frequently in practice as it is more often the case that the foreign 
regulatory regime would not impose direct obligations on the MAS 
Covered Entity (e.g. it would impose direct obligations on the foreign 
counterparty), but that the MAS Covered Entity would have 
exchanged margin with its counterparty in accordance with the 
foreign margin regime.  In addition, it is possible that a foreign 
counterparty could be an MAS Covered Entity.  For instance, a 
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Singapore incorporated MAS Covered Entity may trade with the 
Singapore branch of an EU bank (which is an MAS Covered Entity but 
also a foreign counterparty incorporated outside Singapore).  We 
should be grateful if the MAS would provide clarification as to whether 
the Singapore incorporated MAS Covered Entity would be deemed to 
have complied with the Margin Rules where both counterparties to 
the transaction have complied with the EU margin rules (assuming 
these apply).  We believe that the deemed compliance regime 
proposed by the MAS should cover such a transaction, since 
comparable margin rules will apply to the transaction.  This 
interpretation of the meaning of "foreign counterparty" would 
minimise duplication and conflicts with the margin requirements of 
other jurisdictions. 
 
Question 18:  
Margin requirements only apply where both MAS Covered Entities 
have been phased-in. 
We request that the MAS provide clarification as to the relevant MAS 
Covered Entity's counterparty (the Consultation Paper currently 
provides that the counterparty would be an "another covered entity") 
when determining if the phase-in thresholds would apply to the first-
mentioned MAS Covered Entity.  We further request that the MAS 
confirm that the margin requirements would only apply, where both 
parties to the relevant derivatives transaction are MAS Covered 
Entities, if both MAS Covered Entities are currently subject to the 
margin requirements.  For instance, if a bank licensed under the 
Banking Act enters into a trade with a merchant bank approved under 
section 28 of the MAS Act on 1 February 2017, the VM requirements 
should not apply since the commencement date for merchant banks 
is 1 March 2017. 
 
Extension of transition period 
The proposed phase-in schedule is too short given that the draft 
Margin Rules have not yet been issued and given the operational, 
regulatory and documentation challenges including the need for 
models to be approved by the MAS.   
 
After the rules are final, it will be necessary for market participants to 
have sufficient time to allow for the legal, operational, risk 
management and technological enhancements necessary to 
effectively and safely implement these new regulations. In particular, 
market participants will need time to build, test and receive approvals 
for IM models that are very new to the market.  The regulators will 
also need time to formalise the regulatory approval processes for IM 
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models across multiple jurisdictions.  Moreover, the ability of the 
market to make the necessary enhancements will depend on the 
outcome of the deemed compliance/ substituted compliance/ 
equivalence determinations, and this could further slow the 
implementation process.  
 
We support the MAS' proposal for a transition period to apply and 
request that the transition period be extended to 12 months.    
We note the requirements in the BCBS/IOSCO Paper regarding the 
interaction of national margin regimes that regulatory arbitrage 
opportunities be limited, a level playing field maintained and for global 
regulators to work together to ensure sufficient transparency 
regarding the application of margin requirements during the phase-in 
period. It is important that the phase-in schedule and any transition 
period are implemented in a co-ordinated fashion by global regulators 
in order to ensure that these aims are achieved. 
 
Clarification of transition period 
We seek clarification as to how this would be put in place in practice 
i.e. whether the margin requirements would apply retrospectively to 
in-scope trades at the start of the relevant implementation period.  For 
example, an MAS Covered Entity may become subject to the VM 
requirements from 1 March 2017 and enter into in-scope trades 
during the period of 1 March 2017 to 31 August 2017.  In this regard, 
it is not clear whether in-scope trades entered into by the MAS 
Covered Entity during the period of 1 March 2017 to 31 August 2017 
would be subject to the VM requirements on and from 1 September 
2017 or whether the VM requirements would only apply to in-scope 
trades entered into by the MAS Covered Entity from 1 September 
2017.  We urge that the MAS confirm that the margin requirements 
would not apply retrospectively to in-scope trades entered into during 
the transition period.  Such back-loading would create unnecessary 
operational and administrative challenges for market participants.  

17 Japanese 
Bankers 
Association 

Question 1: We appreciate and support from the perspective of 
international consistency MAS’s decision to exempt physically-settled 
foreign-exchange forwards and swaps from the margin requirements, 
which we believe is a realistic and reasonable approach taken also by 
the U.S. and Japanese authorities (although the ESAs subjects such 
transactions to the proposed margin rules), and its further decision to 
encourage entities to refer to the FX guidance (BCBS Supervisory 
Guidance for Managing Risks Associated with the Settlement of FX 
Transactions, February 2013: 
https://www.bis.org/publ/bcbs241.pdf).  
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Question3: It would be reasonable to ensure consistency between 
thresholds to be applied to margin requirement for non-centrally 
cleared derivatives and thresholds applied to central clearing 
mandates. Also, MAS is requested to list on its website those entities 
subject to the margin requirements in ensuring the validity of the 
information so that counterparties can refer.   
 
Question 4: Although it is depending on thresholds to be applied, 
individual funds should not be subject to the proposed margin 
requirements, at least when they are initially introduced, for the 
following reasons: 
(i) Investment funds engage in transactions not for purposes of 

earning profit but mostly for hedging purposes, and their 
transactions are limited.  

(ii) In some cases, depending on funds, it is not permitted to use fund 
assets as collateral. 

(iii) In many cases, numerous funds are established on a deal-by-deal 
basis. If CSA execution is introduced to all of those numerous 
funds, the number of transactions for which regulatory 
compliance tasks are required will increase sharply, causing 
practical difficulties in making such regulatory compliance efforts. 
Therefore, the proposed margin requirements should be phased 
in, starting from those banks which have a higher risk relative to 
funds and thus should be applied the requirements prior to 
others.   

 
Question 5: Given that other major jurisdictions like U.S., Europe and 
Japan are working towards implementing their margin requirements, 
the option (ii) a collect-only requirement is considered to be 
appropriate in order to ensure effectiveness of the exchange of 
margin in cross-border transactions. It would be ideal to address 
conflicting requirements between jurisdictions (e.g. differences in 
legal enforceability of collateral) and afterwards adopt the option (i) 
a post-and-collect requirement. However, to take the option (ii) 
thereby limiting to the collection requirement first should be 
regarded highly as by this the margin requirements can be introduced 
within a shorter time period. This particularly reflects (c) described in 
the Pros & Cons Analysis shown below. To avoid any 
misunderstanding, we would like to mention that our comment here 
is based on our expectation that after the application of at least the 
collect-only requirement is expanded to multiple countries at the 
level of WGMR, an option of (i) the post-and-collect requirement 
would be adopted. 
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(i) Pros and cons of the post-and-collect requirement: 

 Pros: Meets the policy objective to reduce systemic risk by 
preventing the build-up of potentially unstable exposures in the 
financial system.   

 Cons: In the absence of clear rules on dispute resolution, entities 
would have different views on to what extent negotiation needs 
to be held with counterparties. Given this, requiring posting, in 
addition to collection, of margin is expected to further increase 
operational burdens and/or confusion of market participants. 

 
(ii) Pros and cons of the collect-only requirement:  

 Pros:  Covered entities and market participants will be able to 
avoid any confusion arising from regulatory compliance as much 
as possible, and thus the proposed margin requirements would 
be introduced in a smooth manner and within a shorter time 
period. 

 Cons: This option may only benefit those financial institutions 
under the oversight of MAS. 

  
Question 6: We believe the method of establishing thresholds for the 
IM and minimum transfer amount is reasonable, as it is in line with 
the BCBS/IOSCO Final Report. Further, the threshold amount itself  is 
also be deemed as reasonable, since the amount represents which 
set out in the BCBS/IOSCO Final Report and is converted from the 
euro into Singapore dollars at the exchange rate as of the publication 
of this consultation paper. 
 
With regard to a de minimis minimum transfer amount of not higher 
than S$800,000 (paragraph 4.9), it is unclear whether this threshold 
is applied to (i) IM and VM separately or to (ii) the aggregate of IM 
and VM. MAS is requested to clarify that this de minimis minimum 
transfer amount is applied to (ii) the aggregate of IM and VM, 
similarly to the approach proposed in the second consultation paper 
of the ESAs.  

 
Question 7:  
(i) MAS is requested to allow classification into four asset classes to 

be based on risk amounts, instead of asset classification based on 
transactions. Generally, several types of risks are inherent in 
derivatives transactions and major risks vary depending on 
transaction conditions and market environment. Therefore, it is 
difficult to define asset classes based on static rules (and it is even 
more difficult to define common rules within the industry). The 
classification of asset classes based on risk amounts is considered 
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as appropriate also from the perspective of maintaining 
consistency with derivative risk management practices where 
risks are hedged across multiple types of transactions.     

(ii) This consultation paper proposes at least semi-annual 
recalibration of quantitative models, which is considered to be 
strict and actually is stricter than other jurisdictions’ proposed 
rules. It is requested that this proposed frequency will be eased 
to annual recalibration, as with the approach proposed in the 
second consultation paper of the ESAs. 

(iii) Given that the WGMR Framework does not require stress testing, 
it should be deleted from the requirements. 

(iv) When exchanging collateral with a financial institution domiciled 
in those countries where legal enforceability is not assessed, that 
counterparty will be required to post IM always on a gross basis, 
incurring increased collateral cost and additional exposures. This 
may rather increase systemic risk. Therefore, it would be very 
difficult for the counterparty to accept this condition. Although 
imposing such a requirement on those countries where legal 
enforceability is not assessed is considered to be a reasonable 
approach to a certain extent in a sense that it will promote 
legislation of netting arrangements, that may hinder financial 
institutions in such countries from conducting derivative 
transactions. It would be realistic to set a certain period of grace 
and in the meantime to encourage those countries where legal 
enforceability is not assessed to legislate on netting 
arrangements.  

(v) MAS’s website (https://masnetsvc.mas.gov.sg/FID.html) lists 
Commercial Banks/Foreign Full Banks which include three 
Japanese banks (i.e. The Bank of Tokyo-Mitsubishi UFJ, Ltd., 
Mizuho Bank, Ltd. and Sumitomo Mitsui Banking Corporation ) 
that are deemed as a “MAS Covered Entity” defined in paragraph 
3.3. We would like to confirm that the banks do not need to apply 
for approval of MAS to use a quantitative model, which is referred 
to in paragraph 5.5, when they have been approved to use that 
model in the country where their head office is located. 

(vi) Proposed rules of other jurisdictions exclude the notional amount 
of currency swaps from IM posting and collection requirements. 
MAS is requested to specify this point in the policy proposals as 
well. 

 
Question 8: When exchanging collateral with a financial institution 
domiciled in those countries where legal enforceability is not 
assessed, the counterparty will be required to post VM always on a 
gross basis and as a result is likely to incur increased collateral cost 
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and additional exposures. This is not in line with the policy object to 
reduce risks. Therefore, an approach recommended in the above 
comment (iv) on Question 7 should be taken also for VM (i.e. to set a 
certain period of grace). 

 
Question 9: The proposed range of eligible collateral is generally in 
line with the BCBS/IOSCO Final Report. With regard to haircuts for 
debt securities, different haircuts are applied to debt securities with 
external credit ratings (from Fitch Ratings, Moody’s Investors 
Services, and Standard and Poor’s Rating Services) of (i) AAA to AA-  
and (ii) A+ to BBB-; taking a conservative approach by setting a higher 
haircut for (ii) relative to (i). We support this treatment. Also, it is 
considered as reasonable to apply the highest haircut of 15% to debt 
securities with credit ratings of BB+ to BB- issued by central banks and 
governments, thereby preventing abuse of speculative assets.     

 
Question 10: We do not support the proposal to apply an 8% haircut 
to all FX mismatch cases even when cash is used as collateral, and 
request that the conditions to apply 8% haircut will be eased. It is a 
fact that cash collateral has a higher effect to reduce exposures 
compared to other collateral such as bonds and equities. Given this, 
it would be reasonable for both financial institutions and authorities 
to treat cash collateral differently from other collateral assets.  
There is also a view that the FX mismatch is captured in the IM 
calculation and thus the application of an 8% haircut is unnecessary. 
MAS is requested to reconsider this issue by taking into account such 
a view.  
 
Further, exempting cash collateral denominated in certain liquid 
currencies from the 8% haircut requirement, as indicated in Question 
10, is not a realistic approach as, given recent market volatility, it 
would be difficult to establish precise and nearly perfect criteria for 
determining such liquid currencies.   
 
In view of the above, we would like to propose an alternative 
approach assuming that cash collateral and other collateral assets will 
be treated in the same fashion, and provide below excerpts from our 
comment letter of July 10, 2015 submitted to the ESAs (“Comments 
on Second Consultation Paper: Draft Regulatory Technical Standards 
on risk-mitigation techniques for OTC-derivative contracts not cleared 
by a CCP under Article 11(15) of Regulation (EU) No 648/2012 issued 
by the European Supervisory Authorities”) for your reference.  
 
<Easing the conditions for applying the additional haircut of 8%> 
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 To avoid the 8% haircut that results in an increase in collateral 
cost, the transfer currency needs to be the same as the 
currency in which VM is denominated, or the termination 
currency needs to be the same as the currency in which IM is 
denominated.  

 However, since counterparties’ interests would completely 
conflict in cross-border transactions for the former case, it is 
difficult to enter into a contract by the designated deadline. For 
the latter case, if counterparties set a single currency without 
considering their intent in executing a cross border 
transaction, this might give rise to confusion at the time of 
bankruptcy.  

 Given that the most of financial institutions are required to 
exchange IM in addition to VM, the need for setting the 
additional haircut of 8% is considered to be low in the first 
place. 

 It is considered necessary to ensure consistency with the 
treatment of not applying haircut for cash collateral in VM. 

 
Given the above, it is requested to consider the following alternative: 
While a single termination currency or transfer currency should be set 
for a contract within the same jurisdiction, it should be permitted to 
set multiple currencies in a cross-border contract (that is, each 
counterparty may set a different single currency) 
 

Question 11: We do not have any particular objection against the 
necessity of safe-keeping and also consider that the requirement set 
out in paragraph 7.1 is consistent with the BCBS/IOSCO Final Report 
and proposed rules of other jurisdictions. Nonetheless, please note 
that when IM is posted through establishment of security interests, it 
might be difficult, due to applicable national laws and regulations, to 
use IM for recovering receivables immediately in the event of the 
posting party’s default.  See ISDA’s comment letter submitted to the 
ESA. 

 
Question 12: To our knowledge, there is currently no arrangement 
that is deemed as what is referred to in paragraph 7.2 (b). If, going 
forward, any legally enforceable schemes and arrangements are 
established, MAS is requested to also allow those schemes and 
arrangements which do not use custodies or trusts.  
 
Question 13: First of all, instead of uniformly requiring external legal 
opinions as part of periodic reviews, MAS should require entities to 
have a sufficient legal ground to confirm that the requirements set out 
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in paragraph 7.1 are met. Further, given necessary cost and workload, 
it is not a realistic approach to require the each entity to obtain a legal 
opinion for all collateral arrangements they engage in as part of their 
legal reviews (irrespective of whether to obtain external legal 
opinions). From this view, the entities should be allowed to rely on 
reviews conducted or opinions obtained by industry associations and 
other relevant organizations.  
 
Here are the examples that will enable periodic reviews of legal 
enforceability without causing undue burdens. 
(i) In a way similar to ISDA issuing its opinion on legal enforceability 

of netting under the ISDA master agreement, an industry 
association periodically obtains legal opinions on representative 
schemes and arrangements on behalf of the industry while market 
participants refer to such opinions.  

(ii) Service providers, such as custody and trustee, obtain legal 
opinions on representative schemes and arrangements while 
market participants refer to such opinions. 

(iii) An appropriate department within the entity confirms legal 
enforceability of its representative schemes and arrangements.  

 
Question 14: We appreciate MAS’s decision to propose flexible 
operational procedures for re-hypothecation.  

 
The conditions set out in Annex D, on the other hand, are difficult to 
satisfy and impractical (because they are applicable only in very 
limited situations). Therefore, it is likely that the conditions will not 
contribute to improving liquidity. In order to improve liquidity, MAS 
would be required to ease the conditions in Annex D, as well as to 
allow unlimited chain re-hypothecations.   

 
Maintaining consistency with relevant ongoing discussions on cash IM 
such as in the second consultation paper of the ESAs, it is requested 
that MAS will retain accommodativeness for treatment of re-
hypothecation, re-pledge and re-use including non-cash IM. 
 
Question 15: Intra-group transactions occur inevitably when entities 
consider their preferable market risk management and/or booking 
structure. The proposed flexible treatment of intra-group transactions 
exemption from the scope of margin requirements is considered as an 
appropriate approach which understands and reflects such nature of 
those transactions. With regard to footnote 22, this rule should also 
be deemed to be satisfied where both the parties are controlled by the 
same parent company in excess of 50% regardless of direct control 
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relationship between those subsidiaries, not limiting to management 
control or ownership in excess of 50% between the parties, 

 
Question 16: Proposed comparability assessment is an appropriate 
approach, which is outcome-based and not requiring a line-by-line 
comparison (paragraph 9.6). We are of the view that transactions with 
the counterparty in those countries where legal enforceability of 
netting arrangements is not assessed should be exempted from the 
margin requirements. If this is not acceptable, imposing a certain 
threshold for margin requirement exemption, which are referred to in 
paragraph 9.4, would be worth discussing (under the condition that 
such a threshold is set at an appropriate level).  
 
Question 17: We believe that proposed treatment of deemed 
compliance stipulated in paragraph 9.5 is appropriate. Having said 
that, the proposed treatment will still not solve the issue of applying 
duplicative requirements in the case where a company incorporated 
in Singapore may be required to comply with margin requirements of 
other jurisdictions even when transacting with the counterparty in 
Singapore (for example, in the case of a transaction between locally-
incorporated subsidiaries guaranteed by a U.S. parent company). In 
this case, negotiation between relevant national authorities would be 
needed while it would be legitimate for MAS to require compliance 
with Singapore’s margin requirements. 
 
Question 18: We appreciate MAS’s decision to provide a 6-month 
transition period for implementation of the requirements. While the 
phase-in implementation schedule for the IM requirements is not 
always consistent with the internationally-agreed, proposed phase-in 
implementation schedule, it is assumed that MAS has considered and 
decided to adopt that schedule to mitigate impact on the market by 
taking into account circumstances specific to Singapore. Nonetheless, 
please note that merchant banks in Singapore may also be required to 
post/collect IM from September 1, 2016 because market participants 
outside Singapore would be  subject to margin requirements of home 
jurisdiction.   
 
Others:  

 We would like to comment on the settlement period of IM and 
VM.Covered entities are required to calculate VM at least on a 
daily basis and exchange VM within two business days following 
the execution of a derivative contract (T), and to calculate IM on a 
sufficiently regular basis and exchange IM within two business 
days following the recalculation of IM. Our view on this issue is 
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expressed in our comments to the second consultation paper of 
the ESAs as follows and we would like MAS to take this into 
consideration. 

 
<Setting a practical settlement period> 
- If the time difference is large, such as between Sydney and 

London, the settlement in T+1 or T+2 may be physically 
impossible or very difficult.  

- On the other hand, if both counterparties are domiciled in the 
EU, collateral can be settled within a relatively short period of 
time. However, many regional financial institutions in Europe 
are executing a considerable amount of cross-border 
transactions.  

 
Given the above and taking into account the combination of 
negotiated transactions, more physically feasible settlement 
period should be considered as follows:  
(i) If a transaction is executed between counterparties within 

the same jurisdiction or within a predetermined region, both 
variation margin (VM) and initial margin (IM) shall be settled 
on a T+2 basis, at a maximum. 

(ii) In cases other than the above (e.g., one counterparty is in the 
EU and the other is in Asia), on a T+3 basis, at a maximum. 

 
If the settlement is executed within the above maximum period, 
the adjustment to margin period of risk (MPOR) is not necessary. 

 

 We would like to clarify the definition of recalculation date. For 
example, in the case where an entity in Singapore needs to reflect 
transactions executed up to the end of business in New York in 
order to calculate IM on a group basis, “the day” will include the 
next day from the perspective of Singapore time. In this case, we 
understand that the recalculation date is the day before the day 
when it actually carries out the IM calculation, instead of the day 
it actually calculates IM. We would like to ask MAS to confirm our 
understanding.  

18 J Low Law 
Corporation 

General comments: We welcome MAS’s initiative to seek feedback 
early. Though we are mindful of the need for MAS to follow the WGMR 
recommendations, we encourage MAS to bear in mind the nature and 
circumstances of the OTC derivatives market-place in Asia and the 
diverse legal regimes in Asia particularly in the area of collateral laws 
and close-out netting enforceability. The stated objectives for the 
WGMR recommendations are (a) the reduction of systemic risk and (b) 
the promotion of central clearing. Given the lack of certainty regarding 
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close-out netting and collateral enforceability in a number of Asian 
countries (including Singapore), the adoption of the WGMR 
recommendations in toto may lead to increased rather than reduced 
systemic risk. 
 
WGMR recommends the bilateral exchange of VM to support the 
MTM exposure. It suggests that the MTM exposure can be computed 
on a net basis where it is “subject to a single, legally enforceable 
netting agreement”. However, it is possible (and indeed quite 
common) for close-out netting to be enforceable against one party to 
the agreement but not against the other. WGMR is silent on whether 
both parties should provide VM against the gross MTM exposure in 
this case or whether the party from the “good” netting jurisdiction can 
provide VM on the net MTM exposure while the party from the “bad” 
netting jurisdiction provides VM on the gross MTM exposure (which in 
any event is not a common practice). Where netting is mutually 
enforceable, the bilateral exchange of VM on a net MTM basis makes 
eminent sense. However, where netting is not enforceable against one 
of the parties, the position becomes complicated. Please refer to the 
attachment for an example where Party A is from a “good” netting 
jurisdiction and Party B from a “bad” netting jurisdiction.  
 
WGMR recommends the bilateral exchange of IM on a gross basis and 
further, that IM be held in a manner that gives the collector immediate 
access upon the provider’s default while protecting the provider upon 
the collector’s insolvency. This is not the current practice in Asia (or 
for that matter anywhere else)  and until an industry consensus 
develops on how this should be implemented, implementation will 
have to be on a case-by-case basis. 
 
To the extent that margining arrangements are currently implemented 
in Asia, we understand that they largely use the 1995 ISDA Credit 
Support Annex (Transfer - English Law).  Legally speaking, the Title 
Transfer Annex is not a security document. It operates by way of 
outright transfer of the “collateral” which becomes the property of the 
transferee. Its enforceability is predicated upon the enforceability of 
close-out netting. Thus, it is typically implemented only where both 
parties are from “good” netting jurisdictions and the bilateral 
exchange of VM is to support the net MTM exposure. Further, where 
IM is required, this is typically imposed on a unilateral basis with the 
“weaker” party being the one required to post IM. 
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Question 1: To be consistent with WGMR, the fixed physically-settled 
FX transactions associated with principal exchange of cross-currency 
swaps should not be subject to IM requirements. 
 
Question 2: WGMR recommends that all financial firms and 
systemically important non-financial entities (with the definition of 
financial firms and systemically important non-financial entities being 
determined by appropriate national regulation) be subject to margin 
requirements.  
 
Generally speaking, the universe of entities that could be classified as 
financial firms in Singapore would comprise: 

- Banks licensed under the Banking Act; 
- Merchant banks licensed under the MAS Act; 
- Entities licensed under the Finance Companies Act; 
- Entities regulated under the Insurance Act; 
- Entities regulated under the SFA; 
- Entities licensed under the Trust Companies Act; 
- Entities regulated under the Financial Advisers Act; 
- Money brokers licensed under the MAS Act; 
- Money-changers and remittance businesses licensed under the 

Money-Changing and Remittance Businesses Act; 
- Payment systems and stored value facility holders regulated 

under the Payment Systems (Oversight) Act. 
 

MAS is for a start proposing that MAS Covered Entities be banks, 
merchant banks, finance companies, insurance companies, SFA 
regulated entities and trust companies that carry on SFA regulated 
activities. We presume that SFA regulated activities in this context is 
any activity that is/will be regulated under the SFA and not just the 
(soon-to-be) regulated activity of dealing in OTC derivatives. If so, we 
do not understand the rationale for imposing this condition.  
 
Given the WGMR stated objective of systemic risk reduction, we 
submit that there is inherent logic in restricting the entity scope to 
those that carry on the (soon-to-be) regulated activity of dealing in 
OTC derivatives.   
 
We also seek clarification of whether a MAS Covered Entity will be 
required to margin the entirety of its non-cleared OTC derivatives 
portfolio or only those entered into in connection with its SFA 
regulated activity(ies).  If less than the whole, we envisage that 
implementation may be problematic – for example, a bank may enter 
into non-cleared OTC derivatives to manage its commercial loan book 
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and also in connection with its SFA regulated activity of dealing in 
securities – it will be impracticable to margin only the latter. 
 
Similarly, given the other WGMR stated objective of promoting central 
clearing, the entity scope should in any case not be broader than the 
“specified persons” that are subject to the central clearing 
requirement. 
 
MAS is also proposing the inclusion of investment funds domiciled in 
Singapore. We seek clarification of the rationale for this. 
 
We reiterate that in determining the entity scope, the WGMR 
objectives should be borne in mind. 
 
Question 3: We submit that the focus should be on the determination 
of the entity scope in order to achieve the stated WGMR objectives of 
systemic risk reduction and the promotion of central clearing. 
Thresholds should not be used to ameliorate the burden of margining 
small exposures as the need to monitor such thresholds is itself a 
burden. Such an approach may lead to some firms designated as MAS 
Covered Entities deciding to stop entering into OTC derivatives 
altogether (and thus ceasing to manage their risks through the use of 
OTC derivatives). This would be analogous to casting a wide net that 
catches big and small fishes alike and then throwing the smaller fishes 
that have been caught back into the ocean (which process stresses and 
kills a portion of the smaller fishes). 
  
Question 4: Generally speaking, investment funds can be classified as 
alternative investment funds targetted at accredited investors in 
Singapore and retail funds targetted at retail investors in Singapore. 
Investment funds can be constituted as domestic (onshore) or foreign 
(offshore) funds.  Retail funds are typically structured as domestic unit 
trusts. A unit trust is a special form of trust constituted by a trust deed 
that vests the trust property in a trustee and pursuant to which the 
trustee typically agrees to follow the directions of the manager in 
dealing with the trust property for the benefit of the unit holders who 
collectively own the beneficial interests in the trust property. A unit 
trust has no separate legal personality and is thus not subject to 
winding-up. Rather, the trust deed will contain provisions as to the 
circumstances in which the trust may be terminated and the trust 
property distributed to unit holders. 
 
We seek clarification of the rationale for the proposal to include 
investment funds domiciled in Singapore. If the concern is protection 
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of retail investors, the domicile of the fund technically speaking is not 
relevant as foreign funds (subject to recognition of the scheme by 
MAS) may also be offered to retail investors. In any case, we submit 
that investor protection does not justify imposing margin 
requirements.  Investor protection is already served by the 
requirement for all collective investment schemes to be authorised or 
recognised by MAS before they can be offered in Singapore. 
 
Question 5: We seek clarification of the definition of overseas 
regulated financial firm. In addition, we seek confirmation that the 
determination of the counterparty’s status should only be at the point 
of entry into the transaction. In other words, if the counterparty were 
to become a MAS Covered Entity or an overseas regulated financial 
firm after the entry into the transaction (as determined by the Trade 
Date of the transaction), this will not require margining arrangements 
to be put in place for the existing outstanding transactions (including 
any amendment or unwinding of such transactions). 
 
Question 9: MAS Covered Entities are required to take into account 
concentration risk and “wrong way risk” and in particular, are not to 
accept securities issued by the counterparty or its related entities as 
collateral. We seek clarification of the definition of related entity and 
its application in relation to entities that are linked to Temasek 
Holdings (Private) Limited. We also seek clarification of whether there 
would be any constraints on the acceptance of Singapore Government 
Securities as collateral. 
 
Question 10: We would like to refer MAS to ISDA’s 17 August 2014 
submission to the European authorities (attached for convenient 
reference) which can be found on its website at: 
http://www2.isda.org/functional-areas/wgmr-
implementation/page/2  
 
Question 11: WGMR recommends the bilateral exchange of IM on a 
gross basis and further, that IM be held in a manner that gives the 
collector immediate access upon the provider’s default while 
protecting the provider upon the collector’s insolvency. 
 
Third party custodian arrangements are the most obvious way to 
achieve the level of protection required by WGMR. However, the legal 
work needed to implement such arrangements is not trivial.  For e.g., 
a Singapore bank transacts with a Thai fund. The Singapore bank will 
create security over a segregated IM account with its Singapore 
custodian in favour of the Thai fund. The Thai fund will create security 

http://www2.isda.org/functional-areas/wgmr-implementation/page/2
http://www2.isda.org/functional-areas/wgmr-implementation/page/2
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over a segregated IM account with its Thai custodian in favour of the 
Singapore bank. The legal agreements that will need to be put in 
place/reviewed are: (i) custody agreement between the Singapore 
bank and its Singapore custodian, (ii) custody agreement between the 
Thai fund and its Thai custodian, (iii) security document by the 
Singapore bank over the Singapore account, (iv) security document by 
the Thai fund over the Thai account, (v) account control agreement 
over the Singapore account between the Singapore custodian, 
Singapore bank and Thai fund, and (vi) account control agreement 
over the Thai account between the Thai custodian, Singapore bank 
and Thai fund. The legal opinions will have to deal with all the 
foregoing agreements (and if the custodial agreements envisage the 
use of sub-custodians, the analysis will be even more complex). As the 
counterparties and their custodians (assuming no sub-custodians) 
could be from different jurisdictions, there could be as many as four 
different jurisdictions whose laws need to be considered, in particular, 
the impact of the insolvency of any of the parties on the arrangements. 
If the governing law of any of the agreements is other than the law of 
one of the counterparties or custodians, such other law will also need 
to be considered. If any of the parties are acting through branches, 
then the laws of the head office as well as of the branch will also need 
to be considered. 
 
Question 12: It may be possible to reduce the legal and administrative 
work associated with a third party custodian arrangement. For e.g., 
instead of individual segregated IM accounts with its Singapore 
custodian, it may be possible for the Singapore bank to have a pooled 
segregated IM account with its Singapore custodian. 
 
It may be possible to reduce the complexity of the legal analysis if 
statutory protection were to be conferred on collateral held by a third 
party custodian. For e.g., the SFA could be amended to provide for the 
creation of approved or recognised custodians and protections 
analogous to those found in Division 4 of Part III extended to collateral 
posted with such custodians and actions taken by such custodians. 
 
The point, however, is that none of these currently exist and it will take 
time for any industry consensus to develop. 
 
Question 13: We understand the need for periodic review but the 
burden of such review is significant. The crux of the problem is the 
absence of any industry consensus on the structure, processes and 
documentation for such third party custodian (or any other) 
arrangements. Until industry standard structures, processes and 
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documentation evolve and are accepted by market participants (and 
one key new participant whose agreement will be required is the third 
party custodian), it would not be possible to have industry-sponsored 
legal opinions (such as currently exist for the ISDA Credit Support 
Documents). 
 
Question 16: MAS seeks views on the proposed treatment of cross-
border transactions, and whether there are other arrangements that 
may better address concerns of level playing field and regulatory 
arbitrage. Please elaborate on the rationale for the suggested option. 
 
Will it be left to each MAS Covered Entity to determine which are the 
relevant jurisdictions or will MAS publish a list? Although an industry 
consensus on “good” and “bad” netting (and collateral) jurisdictions 
tends to evolve over time, there will be disagreements at times and 
lag effects. For e.g., there is currently some controversy around 
whether netting and collateral enforceability against Singapore 
licensed banks should still be considered “good” in light of the 
introduction of Part IVB of the MAS Act. 

19 KPMG 
Services Pte. 
Ltd. 

Question 5: In relation to paragraph 4.2 of the consultation paper, we 
agree that the option of a collect‐only requirement will address 
challenges relating to trading with counterparties in jurisdictions 
where posting collateral is not currently legally enforceable; however 
this option also means that a bank would only need to post collateral 
if its counterparty was subject to a similar requirement or demanded 
it from a bilateral negotiation perspective. 
 
In relation to paragraph 4.3 of the consultation paper, we suggest MAS 
consider appropriate treatment for branches of foreign banks whose 
home‐countries do not have equivalent margin requirements. By not 
ensuring a level playing field there is a risk that derivative users will 
transfer business away from Singapore entities to avoid meeting 
margin requirements. 
 
Question 7: We would like to understand if MAS intends to endorse 
the ISDA standard initial margin model (“SIMM”) for Initial Margin 
computation. 
 
Question 10: We would like to seek MAS’ clarification on how the FX 
mismatch haircut is to be applied. Implementing the FX mismatch 
haircut poses potential challenges from an operational perspective 
due to the handling of interest on cash and the return of collateral. We 
suggest MAS consider the adoption of a mechanism similar to the 
EMIR RTA (ANNEX II ‐ Standard haircuts to the market value of 
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collateral, paragraphs 6 and 7) that introduces the concept of 
“transport” and “termination” currencies to simplify the handling of 
the FX mismatch haircut. All exposure would be converted into the 
base currency and any collateral denominated in a different currency 
would have the 8% applied. 
 
As cash for Variation Margin is considered the pure settlement of a 
claim, this should not be subject to any FX mismatch haircut. 
 
Question 16: We agree with MAS’ proposed treatment of cross‐border 
transactions. Without equivalent rules being finalised in major 
financial centres (specifically in North America and Europe) it is 
difficult to assess the extent and impact of regulatory arbitrage. 
 
Question 17: We would like to seek MAS’ clarification on the factors 
that would be taken into consideration as part of the equivalence test, 
and whether the comparability assessments would be completed 
before the 1 September 2016 implementation date. We view the 
proposal as a step in the right direction towards ensuring harmony 
across jurisdictions. 
 
Question 18: We would like to seek MAS’ clarification on how the 
phase in of both VM and IM rules would be applied. If a bank falls into 
the first phase of VM requirements on 1 September 2016, does the six‐
month phase in allowance mean that the bank does not need to 
comply with these rules until no later than 28 February 2017? 
 
In addition, although not listed as one of the questions for 
consultation, we would like to seek MAS’ clarification on how it 
expects banks to comply with point (j) on page 30 of the consultation 
paper i.e. whether MAS will publish a list of acceptable jurisdictions, 
or whether it will be left to individual institutions to determine 
whether or not the conditions have been met. 

20 LCH.Clearnet 
Group Ltd. 

General comments:  
As a multi-asset class and international clearing house LCH.Clearnet 
has been responsible for deploying prudent risk management 
techniques across both OTC and exchange traded derivatives for many 
years. This experience provides a unique viewpoint on this subject. 
LCH.Clearnet has have invaluable experience in model design, 
collateral management and the operational processes of calling, 
collecting and settling Initial and Variation Margins.  
 
LCH.Clearnet continues to be fully supportive of the G20 commitment 
to promote financial stability and reduce systemic risk in the OTC 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

derivatives markets through the increased use of central 
counterparties. We recognise that clearing is not suitable for all 
products; however, where possible, standardised OTC derivatives 
should be cleared by a central counterparty. The benefits of CCP 
clearing have been recognised over many years in the OTC markets 
and any regulation should look to build upon the CCP model. Given the 
importance of the G20 objectives, we believe it is imperative that 
international regulatory and capital rules do not, whether directly or 
indirectly, disincentive the use of central clearing for the promotion of 
financial stability.  
 
LCH.Clearnet believes that due consideration should be given to the 
following areas in the context of margin requirements for non-
centrally cleared derivatives:  

 Commensurate Margin  

 International consistency  

 Regulatory certainty  
 
The above aspects are discussed further below.  
 
Commensurate Margin  
CCP margin models are subject to rigorous quantitative and qualitative 
regulatory requirements, and are maintained in compliance with such 
regulations. Further, CCPs employ extensive stress testing and, as a 
result, collect additional resources such as a default fund. These 
resources strengthen the protection afforded by clearing but are not 
without cost to participants. Critically, these extra resources are not 
present in a non-centrally cleared environment. LCH.Clearnet 
recognises that the margin requirements for non-centrally cleared 
contracts necessarily differ from those within a CCP framework; 
however we believe these differences should not disincentivise the 
use of CCPs. Should a CCP be authorised to offer a clearing service for 
a specified asset class, this should be seen as recognition by the CCP’s 
regulators and policy makers that centrally clearing this asset class will 
further promote financial stability and reduce systemic risk. In such 
cases and in order to promote and incentivise the reduction of 
systemic risk the overall capital and funding costs associated with 
centrally clearing these products should not be more than that 
required to hold the equivalent contracts in a non-centrally cleared 
environment.  
 
International consistency  
Significant divergence between major jurisdictions, resulting from the 
transposition of the BCBS IOSCO framework, can have unintended 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

consequences for the OTC derivatives market. Disparities in Initial 
Margin and Variation Margin calculations, eligible collateral and 
collection requirements for margin will all have an impact on a 
participant’s funding costs and the pricing of derivatives contracts. 
Without international consistency the true value of a derivatives 
contract may differ between regulatory regimes. This may give rise to 
regulatory arbitrage and bifurcation of the global liquidity pool. 
Consequently, a harmonised approach between regulators is essential 
to ensuring the OTC derivatives markets continue to operate 
efficiently.  
 
Regulatory Certainty  
The need for regulatory certainty should be a primary consideration 
for regulators. With the first participants set to exchange Margin in 
September 2016, in accordance with the BCBS-IOSCO final standards, 
the market must be given sufficient certainty of the rules to allow for 
implementation. Where changes to the rules are envisaged, they 
should be well communicated to the market to promote certainty, 
maintain international consistency and minimise implementation 
costs for participants. We support the early communication of final 
rules to allow participants adequate time for implementation in 
advance of September 2016. Any delay to the implementation dates, 
must be internationally coordinated to ensure the effective 
functioning of the OTC derivatives market.  
 
Conclusion  
CCP margin models have been developed over time under rigorous 
regulatory oversight. LCH.Clearnet recognises that the margin 
requirements for non-centrally cleared contracts may differ; however 
we believe these differences should only reinforce the G20 aim that 
“Non-centrally cleared derivatives contracts should be subject to 
higher capital requirements” and the BIS aim that these margin rules 
should promote central clearing.  
 
Responses to certain questions follow below.  
 
Question 5: We fully support the requirement of exchange of margins 
as a core component of the margin framework for non cleared swaps. 
Timely exchange of both Initial and Variation margins is vital in 
achieving the genuine systemic risk reduction to which these 
measures are directed. LCH.Clearnet operates clearing services that 
support a number of large global marketplaces, and we calculate, call 
and collect margin with a frequency no less than daily (and often, more 
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frequently). We, therefore, recommend that IM obligations should be 
calculated, and exchanged, at least daily.  
 
Question 7: We note that the use when calculating bilateral margin of 
a 99% confidence level over a liquidation period of 10 days differs from 
current CCP margin requirements. Without accounting for factors such 
as key periods of historical volatility, this is likely to lead to cases where 
bilateral margins may be lower than those in clearing and we question 
whether this outcome is consistent with G20 policy goals. Should 
additional factors be introduced which lead to more robust standards, 
we ask for consistent implementation across jurisdictions. 
  
CCPs’ margin models are subject to rigorous tests; we suggest that the 
provisions applied to CCPs should be considered minimum standards 
required for the mitigation of systemic risks. In accordance with the 
main theme of our comments, we urge that bilateral margin 
requirements are not lower than the margin requirements that would 
be applied by CCPs.  
 
Question 9: As noted in relation to comments on other specific aspects 
of risk management, bilateral standards for collateral should be higher 
than the CCPs’ most conservative standards to maintain the right 
incentives in line with the G20 commitments. While we recognise that 
equities are included in the list of eligible collateral assets in the BCBS 
IOSCO framework, we would like to note that equities are not 
permissible as collateral by CCPs in Europe. Therefore MAS may wish 
to consider whether they should be permitted for bilateral 
collateralisation.  
 
Question 10: The recognition of FX risk is a critical factor in assessing 
the adequacy of margin requirements; the exclusion of FX haircuts for 
VM or IM may allow for a significant build-up of ‘hidden’ risk within 
the market and should therefore not be allowed.  
 
Question 11: We support the proposals.  
 
Question 12: We support the proposals.  
 
Question 13: We support the proposals.  
 
Question 14: We support the proposals.  
 
Question 16: We are pleased to see MAS’s continuing recognition of 
the global nature of OTC markets and fully support its efforts to create 
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local regulation which limits the risk of regulatory arbitrage by firms 
operating internationally. An important component of this is not to 
create artificial incentives e.g. relating to the booking of derivatives 
activities in a specific location for purely regulatory reasons, and 
therefore support the intention to avoid duplicative and/or conflicting 
regulation on margin requirements.  
 
Question 17: We support MAS’s intention to focus on outcomes when 
considering deemed compliance, allowing maximal recognition of 
equivalent foreign regimes.  
 
Question 18: Where possible, we urge that the timings of the 
introduction of mandates should be aligned across jurisdictions. We 
therefore suggest that, in order to avoid regulatory arbitrage, the 
implementation schedule is as coherent as possible with the 
implementation of the European and US rules in September 2016, in 
line with the target date recognised in the BCBS IOSCO framework. 

21 Markit General comments: We welcome the publication of the Policy 
Consultation by MAS and appreciate the opportunity to provide you 
with our comments. Specifically, our views and recommendations are 
as follows: (a) we welcome MAS’ proposal to exempt certain, less 
active financial institutions from the margin requirements; (b) 
recalculation of IM should also occur in case of a major change in 
market conditions; (c) counterparties should be permitted to agree on 
inputs, methodologies, or the actual IM amounts to be provided by a 
third party; (d) counterparties should be encouraged to agree also on 
methods and inputs used to calculate sensitivities, or to receive those 
from a third party; (e) MAS should employ a simplified approval 
process of Quantitative Portfolio Margin Models (QPMM) to allow for 
their broader use; (f) counterparties should be allowed to rely on third 
parties for the provision of methodologies and inputs into or the actual 
valuations; (g) liquidity assessment of collateral should be performed 
for individual assets or cohorts of those; and (h) flexibility should be 
built into the 6 month implementation phase-in period. 
 
Question 3: We welcome MAS’ stated objective to design its margin 
rules in a manner to not discourage the use of derivatives. We believe 
that an overly wide catchment would result in numerous licensed 
financial institutions facing significant direct and indirect costs. 
Imposing margin requirements on small institutions could dis-
incentivise them from using OTC derivatives for hedging and risk 
management purposes. 
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We therefore welcome MAS’ proposal to provide “a limited exemption 
for licensed financial institutions”. We believe that MAS has rightly 
recognised the need to exempt institutions “including financial end-
users who do not transact widely in uncleared derivatives” from the 
margin requirements. In this regard, MAS has pursued a practical 
approach in calibrating its requirements “to ensure that significant 
counterparty credit risks arising from uncleared derivatives remain 
subject to the risk mitigation measures set forth under the margin 
requirements” and that all entities “continue managing their risk 
exposure in uncleared derivatives prudently”. 
 
Question 5: MAS proposed that the entities that are in scope of the 
regulation should calculate their VM obligations “at least on a daily 
basis”. We believe that such approach represents sound risk 
management practice to protect market participants from the risk of 
a counterparty default in stressed market scenarios. Further, the use 
of a zero threshold for VM posting and margin collection/posting from 
counterparties within two business days following the execution of a 
new uncleared derivative contract will limit the risk that 
counterparties would be exposed to from any uncovered amounts.   
 

Similarly, we agree that, to protect market participants, IM should be 
recalculated on “a sufficiently regular basis to reflect changes in risk 
positions and market conditions” as stipulated by MAS in paragraph 
4.5. 
 
Question 7: 
IM Recalculation 
MAS proposed several conditions under which IM should be 
“recalculated and exchanged or collected”. We generally agree with 
the proposed conditions under which IM recalculation would take 
place and believe that MAS’ approach is broadly aligned with the 
requirements proposed in other jurisdictions. 
 
However, we recommend that a recalculation of IM is also required in 
the event of a major change in market conditions. This is because 
major market moves are likely to affect the risk considerations as well 
as historical models, and can consequently result in a significant 
change in IM amounts which can only be reflected through a 
recalculation. MAS should therefore encourage firms to determine, as 
part of their internal risk management policies, the threshold and 
materiality of changes in market levels/conditions that would trigger 
an IM recalculation, in addition to the conditions proposed by MAS.  
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Agreement between counterparties 
We agree with MAS’ proposal to require counterparties to a 
transaction to “agree in writing or other equivalent permanent 
electronic means on the specific margin calculation method and the 
quantitative model to be used” as well as on “the calibration data and 
parameters for calculating IM”.  
 
We believe that requiring counterparties to agree on such variables ex 
ante will significantly reduce the potential for disputes about IM 
amounts, and herewith avoid systemic risk in the marketplace. 
However, to provide more clarity and reflect market practice, we 
encourage MAS to explicitly state that such agreement could also refer 
to the models, methods, calibration data parameters, or the actual IM 
amounts that are provided by an independent third party.  
 
Based on our experience, entities reference third party inputs as an 
effective approach to reaching such an agreement. MAS should note 
that the potential for disputes about IM amounts could be further 
reduced if counterparties were to agree also on the methods and 
inputs used to calculate relevant “sensitivities”. Risk sensitivities can 
also be provided by independent third party providers, consistent with 
the ISDA SIMM methodology and in an operationally efficient manner. 
MAS should therefore allow for counterparties to agree on 
sensitivities being provided by such third parties.  
 
Quantitative Portfolio Margining Models (QPMMs) 
MAS proposed that any Quantitative Portfolio Margin Model (QPMM) 
“must capture all material risk drivers for the derivative contracts 
included in the netting set” in an “appropriately risk sensitive 
manner”. We believe that such requirements for QPMMs will be 
essential to ensure an effective and accurate margining process.  
 
We welcome MAS’ statement that QPMM models may be internally 
developed or can be “provided by a third-party”. We believe that a 
significant number of entities that are in scope of the margin 
requirements rules are planning to rely on third party vendors that 
provide solutions to calculate margins in a robust, risk sensitive and 
timely manner. 
 
However, we believe that MAS’ proposal that “third party-provided 
models must be approved for use by each MAS Covered Entity seeking 
to use the model” may lead to implementation challenges. This is 
because requiring each MAS covered entity to individually seek 
approval for its use of a third-party model would require significant 
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resources, both by covered entities and by MAS. It is hence likely to 
lead to delays in QPMM approvals and negatively impact the 
competitiveness of individual firms.  This would result in an unlevel 
playing field between firms that have already received approvals and 
others that have not.  Market participants would also be encouraged 
to invest heavily in constructing their own QPMMs, which may be 
disproportionate to the commercial viability and create unnecessary 
cost and delays.  It would also inevitably result in a wider dispersion of 
margin numbers and resulting disputes.   
 
To avoid these unintended effects we recommend that MAS approve 
third party models for broader use by all interested parties. However, 
if MAS chose to require a QPMM approval on the level of each 
individual covered entity, establishing a simplified approval process 
for QPMMs will be helpful. An elegant way of achieving this would be 
to approve a third party model provided by a specific vendor for use 
by a specific category of market participants. 
 
Question 8: MAS recognises that the “valuation of the current 
exposure of a derivative contract can be complex and, at times, subject 
to question or dispute by one or both parties”. It hence requires that 
“similar to the requirement for IM, MAS Covered Entities must have 
rigorous and robust dispute resolution procedures in place with their 
counterparties before the onset of a transaction”.  
 

We generally agree with this approach. However, we suggest that 
participants should be encouraged to agree on the calculation 
methodology and inputs used for mark-to-market calculations to 
further reduce the potential for disputes. We further encourage MAS 
to provide guidance that counterparties can agree between them to 
rely on inputs and methodologies, or valuations that are provided by 
a qualified independent third party. We believe that such approach 
will allow for a smooth and effective implementation whilst 
minimizing the potential for disputes.  
 
Question 9: MAS states that “it is important that assets used to meet 
IM and VM requirements should be highly liquid, and should be able 
to hold their value in times of financial stress”. 
 
We believe that market participants should be able to effectively 
assess the liquidity of assets to ascertain their eligibility for collateral 
posting under IM and VM requirements. This is especially relevant for 
assets which are traded over-the-counter as their liquidity is 
challenging to quantify.  
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Our experience has shown that the assessment of liquidity of financial 
instruments is complex. The liquidity of collateral can vary significantly 
between instruments within the same asset class and its estimation is 
best based on a multitude of relevant inputs. A detailed instrument by 
instrument or a narrow cohort analysis will therefore be essential for 
any assessment of liquidity of collateral.  
 
Question 10: We encourage MAS to recognize that, although an 8% 
haircut was initially proposed by the WGMR, other jurisdictions have 
either eliminated this requirement or are proposing to do so. We 
therefore recommend that MAS also eliminate this requirement.  
 
Question 18: We appreciate MAS’ recognition that the 
implementation of margin requirements will be onerous and will likely 
to “entail significant operational and system enhancements”. We also 
welcome MAS’ proposal to provide MAS Covered Entities with “a 6-
month transition period from the respective VM commencement 
dates to provide them with sufficient time to be operationally ready 
for a smooth implementation of the requirements”. 
 
However, based on our experience in supporting market participants 
with the implementation of similar requirements in various 
jurisdictions, we believe that such time period might not suffice to 
allow for a smooth implementation. We therefore suggest that MAS 
build in sufficient flexibility to reflect challenges that market 
participants might be exposed to.  

22 Mizuho Bank, 
Ltd. 

Question 3. In respect of “Other Licensed FI” that are either granted 
thresholds and exemptions or subject to margin requirements, we (i.e. 
Mizuho) would like to request for MAS to publish or announce these 
entities to ensure all Banks are well aware of any changes as the Banks 
may, in any event, be dealing with these “Other Licensed FI”.  
 
Question 7: For cases where monitoring of booked or traded 
transactions could be consolidated in host jurisdiction of Foreign 
Banks (operating in Singapore). Are these Foreign Banks able to use 
other quantitative model that is approved by the host supervisory 
authority  
 
Question 10: We understand that the mismatch haircut of 8% is a 
recommendation made by BCBS, unless all jurisdictions apply the 
same haircut, otherwise is it possible to adopt the haircut proposed by 
the other jurisdiction that the counterparty or our headquarters is 
located?  
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Question 15: We like to seek clarity on whether such exemptions 
would be reviewed annually or whether it is a one-time process?  
 
Question 17: In the event where the margin requirements imposed on 
different jurisdiction differed greatly, there may be system and/or 
operational constraints to track and ensure feasibility. For cases where 
Foreign Banks had to adopt the requirements set by the host 
jurisdiction, would it be permissible to follow the margin requirements 
set by the jurisdiction of our head office? Additionally, will MAS be 
publishing or announcing the list of jurisdictions with comparable 
margin requirements?  
 
Question 18: As the margin requirements imposed by host jurisdiction 
may differs, we would like to seek the commencement date be pushed 
back to a later start date for initial margin requirements, considering 
the operational and amount of collaterals that the Bank may have to 
set aside to meet the proposed requirements. 

23 Moody’s 
Investors 
Service 
Singapore 
Pte. Ltd. 

Question 9: As set out in section 6 of the Consultation Paper, we note 
MAS has proposed a specific range of eligible collateral assets that can 
be readily liquidated to meet the margin requirements in the event of 
a counterparty default. In particular, the eligibility criteria for debt 
securities are those that have a credit rating of AAA to BB- (for central 
government or central bank issuers), and AAA to BBB- for other 
issuers, depending on the different residual maturity period under the 
standardised haircut schedule in Annex C.  
 
Moody’s supports the broader efforts to reduce financial system 
instability from the risks of inadequate collateralisation of uncleared 
derivatives. However, using credit ratings as the sole criteria for the 
eligibility of debt securities may inadvertently amplify rather than 
diminish risks in the system. We will discuss our concerns in more 
detail below.  
 
1. Mechanistic use of ratings in regulation  
In its Principles to Reduce Reliance on Credit Ratings, the Financial 
Stability Board (FSB) states under Principle I that:  
Standard setters and authorities should assess references to credit 
rating agency (CRA) ratings in standards, laws and regulations and, 
wherever possible, remove them or replace them by suitable 
alternative standards or creditworthiness.  
 
Credit ratings should not be used in regulation in a mechanistic 
manner. For example, adopting ratings-based eligibility criteria for 
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debt securities under this proposal could lead to a regulated entity 
disposing of the collateral if the rating drops below the required 
threshold, which may lead to a “cliff effect” where counterparties are 
required by regulation to replace the collateral which could 
exacerbate market volatility in times of financial distress.  
 
2. Effect on how credit ratings are treated  
Widespread incorporation of credit ratings into regulation can 
encourage regulated entities to treat ratings from CRAs as 
interchangeable for regulatory purposes, which can affect the 
traditional incentives to differentiate among CRAs based on the 
ratings’ credibility. In other words, the incentive for entities to conduct 
their own credit analysis and use ratings as just one of several inputs 
in their decision making process could be weakened if the regulatory 
framework permits them to use an officially recognised credit rating 
without ongoing consideration of whether the rating conveys the 
information they need and is of sufficient quality. It also creates 
incentives for issuers to shop for credit ratings based on factors other 
than the quality of, and credibility of, the ratings.  
 
Suggestions for MAS’s consideration  
Alternative approaches that may be considered by MAS include:  

 If credit ratings as an eligibility criteria is retained, to avoid 
potentially triggering market significant events when ratings 
change, we suggest maintaining minimum ratings-based asset-
purchase requirements but eliminating ratings-based asset-
disposal requirements; or, continuing to permit the use of ratings 
in the entities’ assessment of credit risk, but varying the impact of 
such holdings so that individual rating changes are less likely to 
have market-moving effects e.g. introducing appropriate 
concentration limits and a ‘grace period’ to allow counterparties 
time to replace the collateral if a rating downgrade leads to its non-
eligibility; and/or  

 Permit counterparties to use a range of mutually-agreed 
qualitative assessment factors when determining the credit quality 
and liquidity of the collateral, so that counterparties can use their 
own assessment instead of relying solely on external ratings for 
eligibility.  

 
In our view, by using various types of assessment in determining the 
eligibility of the debt securities as collateral, it would allow for 
discretion at both the regulatory level and counterparty level so that 
more tempered decisions can be made and no individual opinion or 
measure can cause excessive market reaction.  



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

 
Finally, if MAS does decide to retain the use of credit ratings in the 
Standardised Haircut Schedule as set out in Annex C page 28 of the 
Consultation Paper, we would like to point out the reference in 
footnote 27 to “Moody’s Investors Services” should not have an “s” 
after “Service”. 

24 NetOTC 
Services Ltd. 

Question 7: With reference to paragraph 5.7(a), NetOTC would like to 
propose a change in the second sentence. NetOTC would suggest to 
replace the word ‘considered’ with ‘offset’ so that the sentence reads: 
‘However, uncleared derivatives between counterparties that are not 
subject to the same legally enforceable netting agreement must not 
be offset in the same IM model calculation’. This change will make the 
wording clearer and allow alignment and synchronisation between 
MAS and European rules proposed in the latest consultation paper 
(Margin Calculation, page 9, top sentence of fourth paragraph).  
 
Question 10: While NetOTC appreciates the risk driven approach of 
MAS to the collateral FX haircut proposal, concern remains around the 
practical implementation of different requirements in various 
jurisdictions. For example, the FDIC rules, as well as the latest EBA 
consultation refer to 8% haircuts applied to IM collateral when 
denominated in currency different from the ‘termination currency’. 
NetOTC suggests adopting this ‘termination currency’ approach to 
promote consistency across major jurisdictions in addressing this 
important issue. 

25 Philip Futures 
Pte. Ltd.; and 
Philip 
Securities 
Pte. Ltd. 

Question 2: We seek clarification as to whether contracts for 
differences (“CFDs”), which are non-centrally cleared OTC derivatives, 
will be within the scope of the proposals of this Consultation Paper. 
 
Currently, the margin requirements for CFDs are set out in regulation 
24A of SFR (Financial and Margin Requirements). We note that the 
margin requirements in this regulation 24A differ from the margin 
rates provided in Annex B of the Consultation Paper. 
 
Question 3: We are supportive of the proposal that financial 
institutions which use OTC derivatives for hedging and risk 
management purposes should be exempted from the proposed 
margin requirements. 
 
Question 10: Para 6.9 of the Consultation Paper calls for haircuts on 
collateral with FX mismatch against the IM and VM requirements. 
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As CMI FIs already cater for FX mismatch in their Risk-Based Capital 
adequacy requirements, we seek clarification if it is really necessary to 
impose the FX mismatch haircut on the collaterals posted.   

 
If haircuts are imposed on collateral mismatch, we propose that the 
haircut should not be of different values for different currency pairs as 
this introduces complexity and operational challenges for 
implementation.   
 
Question 15: Instead of limiting "exemption of margin requirements" 
to group transactions only where there is consolidation of group 
financial statements, we propose that the exemption be available to 
transactions between affiliate companies in comparable regulatory 
jurisdictions. The rationale is that each affiliate in comparable 
regulatory jurisdictions will be closely monitored by regulators in their 
respective host country. Some financial institutions are also structured 
such that they have affiliates overseas which are not held by the same 
holding company although they have the same ultimate shareholders.  
 
We would also like to highlight that this consultation does not seem to 
differentiate between retail and non-retail business. Other than 
affiliate companies, there are also the accredited investors (individuals 
and corporate) segment as well as the B2B (fx broking as regulated 
activity) segment. The proposed margin schedule, while it seems 
higher compared to the exchange-traded equivalent, will be workable 
if all comparable jurisdictions apply the same margins at similar timing 
to prevent regulatory arbitrage. However, for the non-retail segment, 
assessment is based on the balance sheet of the B2B firm or non-retail 
customers. We propose that exemptions can be given to these two 
segments. To compensate for the lower margin collected, we propose 
that possibly, a haircut could be made on the working capital of the 
MAS Covered Entity. 
 
This could make Singapore competitive as a booking centre and yet 
not compromising on the stability of the financial system. 

26 Schroder 
Investment 
Management 
(Singapore) 
Ltd. 

Question 1: Non-deliverable forward FX transactions form a significant 
portion of FMCs OTC derivative trades and these are used to hedge 
exposures to Asian currencies. If NDF transactions are subject to 
margin requirements, it will be difficult for funds to be fully invested 
as FMCs will need to set aside cash for variation margin.  
 
Question 3: Investment funds domiciled in Singapore and CMSL 
holders should not be subject to margin requirements as they typically 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

enter into derivative transactions to hedge risk or for efficient 
portfolio management.  
 
Question 4: 
(a) Investment funds domiciled in Singapore should not be subject to 

margin requirements as they typically enter into derivative 
transactions to hedge risk or for efficient portfolio management. 
Many regulated funds are subject to limits on their derivative 
exposures under the fund regulations (e.g. the Code on Collective 
Investment Schemes). Furthermore, the Code on CIS restricts the 
types of collateral permitted (see response to Question 9). 
Mandatory margin requirements will increase the cost to the fund 
and this cost will ultimately be borne by the unitholders. It would 
be preferable for fund managers to have the discretion whether or 
not to put margin arrangements in place for investment funds.  

(b) In the case of investment funds set up a trust, it should be clear 
that the thresholds are calculated at the fund level and not at the 
trustee level. The ISDAs that we put in place for the Singapore unit 
trust schemes that we managed are signed between the Trustee 
and the counterparty. As footnote 12 of the Consultation Paper 
states that “a legal counterparty is an entity who is a signatory to 
the ISDA MA and the collateral service agreement of the 
transaction”, this would make the trustee the legal counterparty. 
However, for the purpose of calculating the threshold, it is not 
logical to aggregate derivative exposures of multiple investment 
funds that have appointed the same entity as trustee.  

(c) In the case of umbrella funds, it should also be made clear that the 
thresholds are calculated at the sub-fund level. This is appropriate 
as the assets and liabilities of a sub-fund are held separately from 
the assets and liabilities of other sub-funds. Whether  

 
Should the Trustee or the Manager be subject to margin 
requirements?  
 
At the meeting, participants were asked to give feedback on whether 
the margin requirements should rest on the Trustee or the Manager 
of a Singapore unit trust scheme. We take the view that the Trustee 
should be subject to the margin obligations for the following reasons:  
(a) The Trustee is the legal entity of the fund, the Manager only acts 

as agent. The Trustee is already subject to trade reporting 
obligations and it would be consistent for other derivative 
requirements to apply to the Trustee as well. It would be confusing 
if some regulations apply to the Trustee while others apply to the 
Manager. In Singapore, the Trustee has to be licensed by MAS in 
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order to act as the trustee of a Singapore unit trust scheme. 
Therefore, the Trustee should be in a position to carry out the 
responsibilities of a regulated entity.  

(b) In other jurisdictions such as Japan and Australia, the trustee is also 
subject to obligations such as trade reporting.  

(c) In Hong Kong, regulatory obligations tend to fall on the Manager 
rather than the Trustee, however, we understand that Trustees do 
not have to be licensed in Hong Kong, unlike in Singapore. 
Although the Trustee may not be best placed to carry out 
investment-related decisions such as liquidating assets to raise 
cash, the Trustee and the Manager can agree on what activities the 
Manager can carry out in order to assist the Trustee in meeting the 
margin requirements. Such arrangements are already taking place 
in the context of trade reporting where the Manager may assist 
the Trustee to report in-scope derivative transactions. We 
understand that such discussions are also taking place in Japan 
where it is envisaged that the trust banks will be subject to margin 
obligations.  

 
Question 6: We would like to clarify how the proposed thresholds 
(which are expressed in SGD) apply to exposures denominated in other 
currencies. In particular, we would like to have the flexibility to set the 
minimum transfer amount at S$800,000 or the maximum amount 
permitted under EMIR or Dodd Frank whichever is higher. For 
example, if we have existing CSAs that have a MTA of USD650,000 or 
EUR500,000, it would be operationally impractical if we have to amend 
these CSAs because of exchange rate fluctuations.  
 
Question 8: We would like to seek clarification that the requirement 
to collect VM within 2 business days refers to business days in the 
business / operation locations of both counterparties (and the fund 
manager, in the case of investment funds). There could be occasions 
where it is a business day in Singapore but not a business day in Hong 
Kong or London. Furthermore, 2 business days from execution of the 
new contract is quite short for exchange of VM – under our current 
CSA timelines, if a new trade is executed on T, the margin call is issued 
on T+1 and the Settlement Day is the next Local Business Day (i.e. T+2) 
if the margin call is issued before the Notification Time stated in the 
CSA. However, if the margin call is issued after the Notification Time 
(which could happen due to operational issues), the counterparty has 
1 extra day to transfer collateral, which would mean that VM is only 
collected on T+3. Due to time differences, industry participants do 
provide for a Settlement Day of 2 Local Business Days with some 
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counterparties. Market participants should continue to have this 
flexibility even after the margin rules take effect.  
 
Question 9: Section 5.7 and 5.8 of Appendix 1 of the Code on CIS limits 
the types of collateral that are permitted. In particular, the 
requirement that bond must have a long-term rating of AAA by Fitch, 
Aaa by Moody’s or AAA by Standard and Poor’s would mean that many 
US treasuries or European government bonds will not be eligible as 
collateral. As such, we expect that funds subject to the Code will have 
to limit collateral to cash, which could affect the fund performance as 
the fund cannot be fully invested.  
 
Question 10: We would like to seek clarification on how the FX 
mismatch haircut applies when there are multiple trades under a CSA 
with different settlement currencies. For example, an investment fund 
may enter into NDF trades with USD as a settlement currency as well 
as S$ IRS trades with SGD as a settlement currency and the CSA may 
specify USD cash as the Base Currency and Eligible Currency. If VM is 
calculated on an aggregate net basis, how will the FX mismatch haircut 
be calculated? It does not seem appropriate to apply the FX mismatch 
haircut on the entire VM if only certain trades have a different 
settlement currency from the collateral currency.  
 
As an illustration, a fund enters into the following derivative contracts 
with the same counterparty, the MTM as at today:  
i) CNY IRS. Positive MTM. Settlement currency = CNY.  
ii) NDF on KRW, Negative MTM. Settlement currency = USD.  
iii) *FX Forward. Buy SGD, Sell USD. Negative MTM. Settlement 
currency = SGD.  
 
The CSA allows USD cash and the fund uses USD to collateralise and 
exchange VM.  
 
If there is no FX mismatch haircut imposed, the MTM for these 
positions shall be re-based into USD and aggregated into a single USD 
equivalent to determine VM. That VM shall be paid/received by the 
fund depending on the net direction.  
If the FX mismatch haircut is imposed, how would it be applied in this 
scenario? Would the 8% haircut be universally applied in both 
directions (e.g. positive MTM vs negative MTM)?  
 
*Question: An FX Forward transaction involves a buy and a sell 
currency. When the contract matures, the fund is expecting 
settlement in two currencies – pay USD and receive SGD. Which 
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currency of this FX transaction would be used to determine an FX 
mismatch haircut? We would appreciate guidance on such scenario. 

27 Standard 
Chartered 
Bank 

General Comments: Standard Chartered Bank fully supports the G20 
commitments on derivatives market reform. We agree with the 
objectives behind the requirement to margin non-cleared derivatives 
in order to increase systemic resiliency and incentivise central clearing.  
 
For a bank like Standard Chartered which operates across some 70 
markets globally, clarity on the extraterritorial and cross-border 
application of any legislation is a pre-requisite to being able to 
implement it in a practicable way. As a result, most of the issues we 
raise in our response are about how the MAS margin rules are 
intended to work cross-border. Our overriding concern is about global 
consistency.  
 
We believe that the jurisdictions which signed up to the G20 
commitments - and which continue to work together through WGMR 
- should harmonise their implementing legislation on margin 
requirements as much as possible. Agreeing on high-level standards is 
only the first step – detailed requirements should also be consistent. 
Derivatives markets are global, and a great deal of trading is done 
cross-border. Inconsistent, conflicting or duplicative rules make 
implementation difficult in practice. They can also lead to regulatory 
arbitrage and an unlevel playing field. We therefore welcome MAS 
efforts to align its rules to the BCBS IOSCO standards.  
We do, however, recognise that there are instances where this may 
not be possible. Some aspects of the rules are inherently more difficult 
to implement in particular jurisdictions, as there may be legal or 
operational limitations to what can be achieved. The rules should 
recognise this.  
 
Specifically – as MAS acknowledges - there are some jurisdictions 
where netting and collateral enforceability are not certain. This is 
more likely to be problematic in Asia, where the Covered Entities’ 
clients and trading partners may be located in such “non-netting” 
jurisdictions. Imposing margin requirements in this case would in all 
likelihood prevent firms from trading, because there is no legal 
framework under which collateral exchange can be safely enacted.  
We therefore agree with the MAS proposal to introduce a derogation 
from the rules, where a Covered Entity would only be subject to the 
margin requirements if its total exposure to counterparties from such 
jurisdictions exceeds a certain threshold. Where the threshold is set 
and how it is calculated needs to be carefully considered, as there is a 
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trade-off between limiting the risk of regulatory arbitrage on the one 
hand, and avoiding market fragmentation on the other.  
 
Finally, we support the MAS approach to outcomes-based deemed 
compliance, designed to avoid the application of duplicative or 
conflicting requirements on the same transaction. We would urge 
MAS starts the process of assessing and granting equivalence as soon 
as possible, and that the issue continues to be discussed at WGMR 
level. 
 
Question 1: 
Definition of OTC derivatives  
In terms of the overall product scope, MAS defines non-centrally 
cleared derivatives by reference to products not cleared on qualifying 
central counterparties (“QCCP”). It would be helpful if the final rules 
clarified how the QCCP status is to be determined, and whether MAS 
will make a list of qualifying CCPs available.  
 
Also, some jurisdictions have modified the BCBS standards on QCCPs 
via local rules. For example, in the EU, the definition of a QCCP in the 
Capital Requirements Directive and Regulation (“CRD IV”) is linked to 
the authorisation or recognition of CCPs under the European Markets 
Infrastructure Regulation (“EMIR”). This means that it is not sufficient 
for another jurisdiction – or even a CCP itself – to declare compliance 
with the BCBS standards. Those CCPs must also pass the tests of 
jurisdictional equivalence by the European Commission, and explicit 
recognition by the European Securities and Markets Authority 
(“ESMA”).  
 
If each jurisdiction imposes its own interpretation of what constitutes 
a QCCP, the scope of uncleared products will also differ. This will make 
cross-border trading difficult – we return to this issue below.  
 
Cross-currency swaps  
We agree with the exclusion of physically settled foreign exchange 
(“FX”) forwards and swaps from both the initial and variation margin 
(“IM” and “VM”). This is in line with the BCBS IOSCO final standards. 
We also believe MAS should exempt from the requirement to collect 
or exchange initial margin the exchange of principal in cross-currency 
swaps, in line with the BCBS IOSCO standards. These state that: “Initial 
margin requirements for cross-currency swaps do not apply to the 
fixed physically settled FX transactions associated with the exchange 
of principal of cross-currency swaps. In practice, the margin 
requirements for cross-currency swaps may be computed in one of 
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two ways. Initial margin may be computed by reference to the 
“interest rate” portion of the standardised initial margin schedule that 
is discussed below and presented in the appendix. Alternatively, if 
initial margin is being calculated pursuant to an approved initial 
margin model, the initial margin model need not incorporate the risk 
associated with the fixed physically settled FX transactions associated 
with the exchange of principal. All other risks that affect cross-
currency swaps, however, must be considered in the calculation of the 
initial margin amount. Finally, the variation margin requirements that 
are described below apply to all components of cross-currency 
swaps.”  
 
The EU and US draft rules have followed the BCBS IOSCO in this regard.  
 
Product scope  
MAS should be aware that the product scope will likely end up being 
different across regulatory regimes. For example, in the EU, physically 
settled FX forwards and swaps are in scope for VM, whereas MAS is 
proposing to exempt them from the margining requirements 
altogether. Similarly, equity options are outside the scope of the US 
rules but subject to both IM and VM requirements under the EU and 
Japanese proposals.  
 
Some of these differences are unlikely to be resolved in the final rules, 
for various reasons, including statutory limitations. For cross-border 
trading, using different products as mandated by local rules will not be 
feasible – margin calculations would be different, and disputes 
inevitable. Because of this, the International Swaps and Derivatives 
Association (“ISDA”) has in the past requested that regulators permit 
the use of a product ‘superset’ which would allow firms from different 
jurisdictions to agree on a common set of products, allowing both to 
be compliant. This would in effect make on counterparty ‘over-
compliant’, as it would be required to margin even those products 
which are excluded under its own regulatory regime. While this is not 
ideal, in practice it is likely to be the only way of achieving consistency.  
 
Legacy trades and lifecycle events  
We would also urge MAS to clarify the treatment of legacy contracts 
which get amended after the implementation start date/s. Any 
amendments which are not material and which do not create 
significant new exposures should not result in those trades being 
subject to the margin requirements. This would include, for example, 
portfolio compressions, novations and other trade ‘lifecycle’ events, 
which could be defined in the final rules.  
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In particular, trades resulting from portfolio compressions should be 
excluded. Compressions are otherwise encouraged by regulators as a 
way of reducing counterparty risk: MAS consulted on proposals to 
require firms to engage in them where appropriate, and the EU rules 
set numerical thresholds for a number of trades above which in-scope 
counterparties must consider the possibility of undertaking 
compressions. Requiring these trades to be margined would result in 
conflicting regulatory objectives. We believe market participants 
should not be disincentivised from continuing to engage in 
compression exercises as a direct result of the margin requirements.  
 
Question 2: We agree with the proposed entity scope, and in 
particular with the exclusion of sovereigns, central banks, public sector 
entities, and so on. Those entities do not pose systemic risk, and their 
exclusion is in line with the BCBS IOSCO standards. We assume the 
provisions apply irrespective of those entities’ domicile.  
 
For Standard Chartered Bank, both the branch and the subsidiary 
located in Singapore would be caught by the definition of ‘banks 
licensed under the Banking Act’ under 3.3 (a). This would make our 
trades booked to the Singapore branch subject to duplicative rules, as 
it is already subject to EMIR. We discuss this further in our response to 
Question 17. 6  
 
Booking in Singapore  
We are not convinced by the proposal in 4.3 to exclude from the 
requirements transactions booked in foreign branches of MAS 
Covered Entities. While we appreciate that MAS will retain oversight 
of such operations through its consolidated supervision, such narrow 
scope would create an unlevel playing field globally. Other 
jurisdictions, notably the EU and US, treat branches as part of the same 
legal entity as the parent, and apply the home requirements directly, 
irrespective of where the branch is located. When trading in third 
country jurisdictions, therefore, those non-EU/US branches would be 
at a competitive disadvantage to branches of MAS Covered Entities. It 
is unlikely that the branches of MAS Covered Entities will be covered 
by the rules of the jurisdiction where they are based – for example, in 
the EU, this would only be the case where they are trading with 
another EU branch of a non-EU firm, as that would be deemed to have 
a direct, substantial and forseeable effect on the EU.  
On balance, we would therefore prefer for MAS to align its rules with 
those of other jurisdictions when it comes to its treatment of 
branches. We agree, however, that the subsidiaries of MAS Covered 
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Entities should not be in scope. These are separate legal entities, 
goverened by the rules of, and under the direct supervision of, their 
local regulator. It is sufficient in this case for MAS to monitor their 
activities as part of the consolidated group approach.  
 
Question 3: In principle, we would agree with the proposed threshold 
in 3.4. There is a long tail of small financial institutions whose 
derivatives trading is not systemic, and who would not have the 
operational or legal capabilities to exchange margin – initial or 
variation - on a daily basis.  
 
However, other jurisdictions have not taken such an approach, and it 
is not in line with the BCBS IOSCO final standards. We would therefore 
not be supportive of a threshold being introduced in the MAS final 
rules. Moreover, those entities may become subject to margin 
requirements indirectly in any case, if they trade with counterparties 
from other jurisdictions. For example, under the EU rules, EU financial 
counterparties (“FC”) and non-financial counterparties above the 
clearing threshold (“NFC+”) would have to exchange margin with all 
non-EU counterparties who would be FCs or NFC+s if established in 
the EU. This means that when a non-EU branch of an EU bank trades 
with a Singaporean non-bank financial counterparty, it would be 
obliged to collect and post margin. 
  
Question 4: We are not convinced that the investment funds 
domiciled in Singapore should benefit from a separate exemption. 
They are commonly be understood to be financial counterparties, and 
in scope under the BCBS IOSCO final standards.  
 
We do, however, support the proposal to treat investment funds 
managed by the same adviser are treated as separate legal entities, 
provided they meet certain conditions. Because they are distinct and 
separate pools of assets, it would not be appropriate to treat them as 
belonging to the same group. All the thresholds should therefore be 
applied accordingly.  
 
Question 5: We prefer option (i), as it would align the MAS regime to 
those of the EU and US, and with the BCBS IOSCO final standards, all 
of which are post-and-collect. Our view is that it would be better to 
aim for global consistency in this respect: a collect-only regime would 
create asymmetry between different jurisdictions’ requirements and 
potentially make equivalence/substituted compliance determinations 
harder to grant. While exchanging margin undoubtedly raises cross-
border issues, these are better dealt with in the context of thresholds 
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and equivalence determinations referred to in Section 9. We cover this 
in more detail in our response to questions 16 and 17.  
 
Even under a collect-only regime, the MAS Covered Entities when 
trading with US and EU firms – and possibly others, as more 
jurisdictions develop their own rules - would still face the problem of 
transacting with a counterparty which is obliged to post margin 
according to its own rules, while the MAS entity has to collect under 
the MAS rules. As these are not identical – for example, in terms of 
product and entity scope – counterparties would still need to develop 
a common set of requirements that allows both to be compliant with 
their own regulatory obligations. In other words, we do not believe 
that a collect-only obligation would solve many of the issues inherent 
in cross-border trading.  
 
More generally, where a counterparty to a trade is not subject to own 
margin requirements, it is unlikely to agree to a one-way Credit 
Support Annex (“CSA”) or equivalent, where it has to post margin to 
an MAS entity but not collect from it. This would not be commercially 
viable in most cases.  
 
Overall, it is preferable that different regulators’ regimes are as closely 
aligned as possible in terms of obligations imposed on firms, and that 
substituted compliance is permitted. This would allow firms to agree 
on a single regulatory regime that would govern their trading. We 
believe this to be the essence of substituted compliance, which 
focuses not on the detailed equivalence of every rule, but on the 
overall policy outcomes.  
 
Finally, MAS should further define the term “overseas regulated 
financial firm”, as used in 4.1. It is not clear if this is envisaged to refer 
to an existing and publicly available status/determination, or whether 
the MAS Covered Entities are expected to undertake a client 
classification exercise. The latter would be more time-consuming and 
costly.  
 
Question 6: We agree with the phase-in thresholds, which are aligned 
to the BCBS IOSCO final standards. However, while the original 
thresholds were set in Euros, the rules in each jurisdiction use the local 
currency – e.g. US thresholds are set in USD, European ones in Euros, 
Japanese in Yen, etc. This raises the issue of how tresholds are meant 
to be applied in cross-border trading: the foreign  
exchange differences may mean that a counterparty is over the 
threshold according to one set of rules but under according to another. 
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Foreign exchange fluctuations over time may have an effect on the 
phase-in “bucket” to which a counterparty belongs.  
 
We would suggest that the MAS monitors the thresholds on a regular 
basis, and adjusts them in response to any changes. The US Prudential 
Regulators have suggested such an approach in their final rules. They 
have also revised the USD thresholds to be on a par with the Euro 
thresholds used in the final BCBS IOSCO standard, due to the exchange 
rate changes since their consultation last year.  
 
Intra-group trades  
In terms of how the phase-in thresholds are calculated, it is not clear 
if the group aggregate notional amounts should include intra-group 
transactions. There should be international consistency in this regard, 
in order to avoid the globally-agreed thresholds being interpreted 
differently in each jurisdiction. This would exacerbate the currency 
fluctuation problems described above, and create an unlevel playing 
field and an opportunity for regulatory arbitrage. 
  
If intra-group trades are to be included, they should not be ‘double 
counted’. The US Prudential regulators explicitly address this point in 
their final rules, and we would urge MAS to do the same.  
 
Definition of ‘group’  
We would be grateful if MAS could confirm that the reference to a 
‘consolidated group’ refers to a consolidated group determined under 
the accounting standards applicable to the parent. As the concept of a 
“group” is used throughout the rules, including for phase-in and IM 
thresholds, it is important for firms to be able to ascertain easily which 
entities belong to its counterparty’s group. Accounting standards are 
widely used and understood, and seem to us the most straightforward 
way of identifying group entities for this purpose.  
 
Grandfathering  
We welcome the clarity provided in 4.8 that if the MAS Covered 
Entity’s exposure falls below the IM threshold after entering into a 
transaction, the IM and VM requirements will apply for the life of the 
trade, even if the subsequent calculations bring it under the IM 
threshold of SGD 13bn.  
 
Minimum transfer amounts (“MTA”)  
Regarding the minimum transfer amount thresholds, the rules should 
allow counterparties to split the MTA amount of SGD 800,000 
between their IM and VM. In practice, IM and VM are calculated and 
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collected separately, and are likely to be documented under separate 
legal agreements, so it would be operationally difficult to impose the 
same threshold across both. The sum of both should not exceed SGD 
800,000.  
 
Timing of margin collection  
We support the ISDA response to this question. We are concerned that 
the Consultation Paper does not allow enough time for collection of 
margin. The rules do not fully accommodate the timezone differences 
between different counterparties, the operational difficulties inherent 
in the calculation of margin (especially IM), and the standard 
settlement cycles for some types of securities.  
 
For initial margin, calculation and call should be done on a T+2 basis, 
but with additional time given for collection. Because counterparties 
are likely to be using securities rather than cash, collection on the day 
following the call will in many cases not be possible due to longer 
settlement cycles. The total time between trade and settlement would 
be T+4.  
 
For variation margin, calculation and call should also be done on a T+2 
basis, with settlement of within one business day. The total time 
between trade and settlement would be T+3.  
 
Question 7: We strongly support the option to use quantitative 
models for IM instead of, or alongside, the standardised margin 
schedule. As noted in 5.8, a quantitative model is a more risk-sensitive 
risk management tool if monitored and governed appropriately. MAS 
will be aware that the industry – via ISDA – has for some time been 
developing the standard initial margin model (“SIMM”). We hope 
SIMM will be widely adopted across the industry globally.  
 
However, we do have some concerns about the MAS proposals on the 
use of internal models. First, the requirement in 5.7 (b) to assign trades 
to specific asset classes rather than calculating sensitivities to the 
relevant risk factors should be reconsidered. If products/trades must 
be mapped to specific asset classes, and IM calculated on the set of 
trades mapped to each, this may lead to a greater degree of mismatch 
between the potential future variation in net portfolio value suggested 
by the IM model, and the behaviour of the future netted PV across all 
trades. The use of asset class product bucketing does not fully take 
into account hedging and diversification of risks within the 
counterparty netting set. Legal netting upon counterparty default, 
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where applicable, will apply cross-asset rather than only within each 
asset class sub-grouping.  
 
Second, the approval process for firms wishing to use internal models 
should be simplified. Model approval is usually a lengthy process and 
while the implementation of IM will be phased in, there may still be a 
significant number of firms wishing to make applications to MAS over 
the next two or three years. As in other jurisdictions, we are concerned 
that MAS may not be able to devote sufficient resources to the task. 
This may cause delays, and force counterparties to revert to the 
standardised approach which will be prohibitively expensive.  
 
Instead, we believe it would be better if the rules required notification 
by firms or their intention to use the industry model, without the need 
for an explicit approval. This should be coupled with qualitative 
requirements, including an internal governance process that 
continuously assesses the validity of the risk assessments produced by 
the model, and a detailed documentation of risk management 
procedures.  
 
We would also encourage MAS to engage with ISDA ahead of the rules 
being finalised, in order to help shape the industry model, and address 
any concerns at an early stage. This would allow for a more 
widespread adoption of SIMM, which we believe will be of benefit to 
the market as a whole. 
 
Finally, while we welcome the flexibility in Section 5 to exchange 
margin on a gross basis (rather than prohibiting trading alogether), we 
believe this solution to be unworkable in practice. Counterparties will 
not be willing to post gross margin, and particularly not to jurisdictions 
where collateral is not enforceable. This issue is more appropriately 
dealt with via a threshold proposed in Section 9. 
  
Question 8: We agree with the proposals in sections 5.9 to 5.11. They 
are aligned to the current market practice.  
 
In particular, mandatory margining will mean that a greater number of 
counterparties than previously will have to calculate and exchange 
margin. For many, this will be a new process, and the number of 
disputes may rise as a result. It is therefore crucial that the industry-
agreed dispute resolution processes, such as those developed by ISDA, 
are encouraged by the regulators and followed by the industry. 
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Question 9: We support the proposal to allow a wider range of eligible 
collateral, subject to appropriate haircuts.  
 
Concentration and wrong-way risk  
We also agree with the approach taken to concentration and wrong-
way risk, which are in line with the BCBS IOSCO standards. It is in firms’ 
own interest to avoid excessive concentration of collateral in 
individual issuers or asset types. It is therefore not necessary to 
prescribe numerical limits. Firms will also aim to avoid the excessive 
correlation of collateral with the counterparty creditworthiness as a 
matter of commercial practice, so the prohibition on accepting 
securities issued by the counterparty or its related entities is 
appropriate.  
 
We do, however, have two specific concerns. First, MAS should clarify 
what constitutes a “related entity”. In our view, the definition should 
be limited to entities in the counterparty’s group (as explained in our 
response to Q6), plus any other entities that the receiving 
counterparty assesses as being relevant. Second, counterparties which 
are in part owned by a sovereign entity – such as banks with a 
sovereign stake, for example - should not be prohibited from posting 
sovereign debt as collateral. This would be unduly restrictive, 
particularly in jurisdictions where sovereign debt may be the only 
available type of collateral other than cash.  
 
Haircuts  
Finally, we are pleased that MAS allows the choice of both 
standardised and internal model haircuts. Haircuts based on 
regulatory-approved internal models are likely to be more accurate 
than the static “look-up” tables. They should therefore reduce both 
counterparty and systemic risk - in the event of a default, a Covered 
Entity is less likely to be under-collateralised and suffer a shortfall.   
 
Question 10: We do not believe that cash collateral should be subject 
to the 8% haircut. This is because, unlike securities, cash in many 
currencies can be liquidated quickly and would not create problems in 
default.  
 
We also do not believe a haircut higher than 8% is warranted. For 
commercial reasons, firms will be unwilling to accept as collateral any 
assets likely to be exposed to FX volatility.  
 
We would be happy to discuss this issue in more detail with MAS.  
 



RESPONSE TO FEEDBACK RECEIVED - POLICY CONSULTATION ON                                             
MARGIN REQUIREMENTS FOR NON-CENTRALLY CLEARED OTC DERIVATIVES CONTRACTS 

 6 DECEMBER 2016 
 

 
 

Question 11: The MAS rules should not require the IM collected to be 
“immediately available”. This is unworkable in practice, for several 
reasons. Many jurisdictions impose stays or other restrictions on the 
availability of IM in case of bankruptcy of the posting party. For 
example, in both the US and the EU, the resolution authorities have 
the power to suspend the enforcement of security interests for a 
period of time. Also, when third party custodians are used, IM will only 
be available to the collecting party after the custodian goes through 
its own procedures, including all the operational steps for transferring 
the IM. Custodians may insist on payment of their fees before 
releasing collateral from custodial liens. The parties may also agree 
that the posting party has a right to object to release of the collateral 
by the custodian if the posting party can claim that the demand is not 
appropriate. Imposing an "immediately available" requirement would 
conflict with these operational and verification processes, all of which 
are designed to safeguard the IM. We would therefore suggest that 
the drafting is changed to require the collateral to be available ‘in a 
timely manner’, or similar. The second draft of the EU regulatory 
technical standards has been amended to include such language.  
 
Question 12: We agree with the proposal in 7.1 to allow 
counterparties to use either an independent third party custodian or 
other legally enforceable arrangements. MAS should clarify what 
‘other legally enforceable arrangements’ constitute in practice, and 
whether it can include such commonly-used structures as title transfer 
and charge-back.  
 
Where cash is posted as initial margin, it should be sufficient for the 
collecting party to hold it in an account which is protected in case of 
insolvency by regulatory client money protections, or similar.  
 
Question 13: While we support the requirement for MAS Covered 
Entities to obtain proper legal advice on their segregation 
arrangements, the opinions referred to in 7.3 should allow opinions 
other than those provided by the external counsel. A legal review 
could be provided by an internal independent party, such as a firm’s 
legal department. Counterparties should also be allowed to rely on 
industry-wide opinions, such as those provided by ISDA in the context 
of netting and collateral enforceability.  
 
We welcome the flexibility in MAS not prescribing a frequency for 
reviews of legal enforceability. It would be costly and time-consuming 
to perform reviews e.g. on an annual basis, particularly for firms that 
operate in many jurisdictions and/or where external legal opinions 
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may be sought because there is not sufficient expertise in-house. 
Instead, firms should be left to determine how frequently the reviews 
ought to be performed, and define the parameters that would lead to 
a more or less frequent reassessment.  
 
Finally, we would support ISDA’s response requesting that legal 
opinions/advice should only address segregation, rather than the 
concepts of “immediate availability” and “protection”. Neither of 
those two terms are legal concept, and law firms may be unwilling or 
unable to provide opinions. Instead, ISDA proposes that the opinions 
should only be required to confirm that the IM will not become part of 
the proprietary assets of the collecting party in case of their default.  
 
Question 14: We do not believe that the limited use of 
rehypothecation, as proposed in the final BCBS IOSCO standards and 
the MAS consultation, is workable in practice. One-time 
rehypothecation would be complex to operationalise and control, 
especially across global markets and timezones, and could be too 
expensive for the limited benefits it would provide. It is also worth 
noting that one-time rehypothecation has not been permitted either 
in the US or in the EU rules.  
 
We have from the outset maintained that rehypothecation should not 
be prohibited in principle. As the ESAs will be aware from discussions 
in the context of the BCBS IOSCO consultation, the inability to reuse 
collateral will have an impact on the price of services provided to 
clients. The choice of asset treatment should be left to clients, with 
additional disclosure of risks and closer regulatory scrutiny if 
warranted.  
 
Question 15: We strongly support the proposal to allow MAS Covered 
Entities to apply for intra-group exemptions, and for the exemption to 
be limited to group entities subject to the same accounting 
consolidation.  
 
MAS should consider granting a general exemption from the IM 
requirements for intra-group trades. Intra-group trades, as the MAS 
acknowledges in the consultation document, do not raise the same 
issues of either counterparty or systemic risk as those done with third 
parties. Also, it is not clear how the initial margin threshold would be 
applied in case of group entities.  
 
The rules should retain the possibility of giving intra-group exemptions 
for VM on a case-by-case basis. In many cases, group entities will 
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already exchange VM, and this is considered to be the best practice. 
There may, however, be scenarios where the exchange of VM is likely 
to increase rather than decrease risk – for example when one of the 
group entities is in a non-netting jurisdiction. Some flexibility should 
therefore be retained, and MAS should detail the conditions that 
would need to be met for such an exemption to be granted.  
 
Question 16: We strongly agree with the proposal to introduce a 
threshold for exposure with counterparties from jurisdictions that 
have not implemented margin requirements for all firms/have 
different compliance schedules, and those where the netting laws are 
unclear. We would suggest that those two scenarios are qualitatively 
different, and may be best dealt with by two separate thresholds.  
 
In the case of non-netting jurisdictions, margining would not work, for 
the same reasons it does not work now: there is no legal framework 
under which collateral exchange can be safely enacted, and doing so 
would increase risk, both to the firm in question and to the system as 
a whole.  
 
In the case of jurisdictions with different counterparty scope or 
implementation timetable, margining is merely difficult to do: 
counterparties may be unwilling or unable to exchange margin where 
they have no regulatory obligation to do so. They may switch to 
trading with firms who would not require them to margin, or they may 
exit the market altogether.  
 
In both cases, the MAS Covered Entities would be subject to additional 
risk mitigation provisions such as portfolio compression and 
reconciliation, capital requirements, and internal risk limits. In 
particular, where a firm does not recognise contractual netting and 
takes a credit risk on the counterparty, the exposure is calculated on a 
gross basis, and capital requirements applied accordingly.  
 
Non-netting  
The enforceability of close-out netting and collateral arrangements 
under the law of the jurisdiction of the counterparty is one of the first 
building blocks of prudent risk management for OTC derivatives. ISDA 
currently has more than 50 netting and collateral opinions respectively 
- but this still leaves a substantial number of other jurisdictions - most 
notably China - where local laws place restrictions on a creditor's 
ability to implement the process. Without enforceable netting, there 
is a risk that the administrator of an insolvent counterparty would 
"cherry-pick" from posted collateral to be returned in the event of 
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insolvency, which will result in an increase in the risk in posting 
collateral. Imposing the margin requirements on OTC derivatives with 
non-netting parties will severely limit such OTC derivatives. Such a 
limitation will cause significant disruptions in financial markets and 
prevent hedging and financial flows. Moreover, requiring collateral 
posting may prevent parties from using more effective alternative 
mitigations such as using limits to contain exposures, re-pricing trades, 
selling options and using short-dated trades.  
 
It is for these reasons that we believe a threshold is necessary, and we 
are urging our home regulators to introduce it in the EU rules. Our 
proposal is to calculate the threshold by using only the new trades as 
the numerator, with the group aggregate notional (as used for phase-
in determinations) as the denominator. This would in effect allow 
firms to build up their exposure to counterparties in non-netting 
jurisdictions until they reach a prescribed limit. The threshold would 
therefore:  
1. exclude the legacy portfolio in the numerator, as these would not 
be subject to the margin requirements anyway;  
2. be set at a high enough level to accommodate the difference in the 
relative size of banks’ balance sheets. For some banks, the exposure 
to non-netting jurisdictions may be relatively smaller due to their large 
balance sheets, while in absolute terms being no different or even 
larger than their peers.  
3. be sensitive to market developments - the advent of mandatory 
clearing in many jurisdictions would reduce the aggregate gross 
notional of uncleared derivatives, and thereby make the non-netting 
exposures relatively larger.  
 
In terms of how ‘jurisdictions where netting laws are unclear’ are 
defined, the verification of the legal enforceability of netting 
agreements could follow the same process as that specified in 
prudential regulation. For example, the EU CRD IV requires firms to 
have written and reasoned legal opinions on the validity and 
enforceability of the netting agreements, specifying the applicable 
laws that need to be considered. Firms already subject to prudential 
rules should be able to rely on their existing policies and procedures, 
as their purpose and rationale is the same. For non-bank entities, the 
rules should introduce an analogous requirement. Alternatively, ‘non-
netting’ jurisdictions could be defined by reference to widely available 
legal opinions. This would allow regulators an additional degree of 
comfort with regard to firms’ assessment of enforceability.  
Finally, we believe MAS will be able to use the results of the current 
QIS to determine where the threshold should be set, with a buffer to 
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accommodate short-term fluctuations. In the EU rules, we have 
proposed 5 per cent but this may need to be higher for firms more 
likely to trade with counterparties in non-netting jurisdictions.  
 
No comparable rules  
We also welcome the MAS proposal to consider introducing a 
threshold for trading with counterparties from jurisdictions without 
comparable margin rules. This would help address a time lag between 
the different jurisdictions’ implementation timetables, and deal with 
jurisdictions which are unlikely to introduce own rules. So far, only a 
few jurisdictions have consulted on or published draft rules, and none 
are yet final. Exchanging margin with counterparties in these 
jurisdictions would be problematic – as mentioned above, it is possible 
that many would switch to trading with counterparties who do not 
have to margin or, in the case of smaller counterparties who trade 
infrequently, stop using derivatives altogether.  
 
However, if other jurisdictions do not adopt the same approach, such 
a threshold would also create an unlevel playing field which could lead 
to regulatory arbitrage. For example, European firms subject to EMIR 
would have to exchange margin with counterparties from all 
jurisdictions, irrespective of whether they have adopted comparable 
rules.  
 
If MAS nevertheless decides to adopt a threshold, it could be set as a 
sliding scale, or with a rolling review clause built in. This would allow 
MAS to periodically assess the implementation of BCBS IOSCO 
standards, and fine-tune it accordingly. We expect that the 
jurisdictions which signed up to the G20 commitments will in due 
course develop own rules, and that most of the developed derivatives 
markets will therefore be covered. The remainder may not be 
systemically important - but a threshold should incentivise MAS 
Covered Entities to exchange margin wherever possible, and a review 
would allow MAS to monitor the build up of exposures. Again, the QIS 
results should be used to inform the level at which the threshold 
should be set.  
 
Question 17: We strongly agree with the MAS proposal on deemed 
compliance, and in particular with the emphasis on outcomes-based 
comparability assessments. While this would need to be fleshed out in 
detail, it forms the basis of a straightforward approach to address the 
complex problem of cross-border trading.  
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Many firms, including Standard Chartered, will be subject to 
duplicative or conflicting requirements by virtue of their presence in 
several jurisdictions and the differences in regulators’ approach to 
extraterritoriality. For example, trades booked in our Singapore 
branch will be subject to the MAS rules but also to the EU rules under 
EMIR, because EMIR treats non-EU branches of EU firms as part of the 
same legal entity as the head office. Some of those trades may also be 
subject to the US requirements when trading with certain 
counterparties.  
 
While the MAS, EU and US rules are broadly similar, and in line with 
the BCBS IOSCO standards, some divergences remain, including those 
of counterparty and product scope. If these are not resolved, firms 
would need to adopt a ‘strictest rule applies’ approach - but, in many 
cases, and for commercial reasons, it is not clear what ‘strictest’ is, or 
who should defer to whom. Any agreement would then need to be 
reflected in firms’ trading documentation and their collateral 
management systems, both of which would take a while to develop. 
Finding a timely solution to how the exchange of margin would work 
in practice is therefore of paramount importance for firms trading 
cross-border.  
 
The MAS proposal would allow deemed compliance to the MAS 
Covered Entity already compliant with a foreign jurisdiction’s rules 
directly or indirectly - i.e. because it is trading with a counterparty 
from a jurisdiction with comparable rules, or because foreign rules 
already apply to it. MAS should clarify if this means that counterparties 
are in fact given a choice of a regulatory regime, and can agree which 
set of rules they apply when trading with each other. For example, 
where a non-EU branch of an EU firm, which is also an MAS Covered 
Entity, trades with another MAS Covered Entity, they can do so under 
either EMIR or the MAS rules.  
 
Finally, regulators should continue to discuss cross-border compliance 
with their peers from other jurisdictions in WGMR, particularly with 
the EU, US and Japan, which are all in the process of finalising their 
own rules.  
 
Question 18: We agree with the implementation schedule. In 
principle, we are also supportive of the proposed six month 
transitional period for compliance with both IM and VM requirements. 
As MAS recognises, exchanging IM and VM will entail significant 
operational and systems enhancements, as well as re/papering of legal 
documentation, all of which will a significant amount of time to 
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complete. There needs to be a sufficient gap between the rule 
finalisation and the implementation start date/s, in order to allow 
firms to prepare.  
 
However, as with some of the other requirements, there may be an 
indirect impact on Singaporean entities due to different start dates in 
other jurisdictions, combined with their rules’ extraterritorial reach. 
For example, we expect the EU and US timetables to follow strictly the 
WGMR schedule. This would mean that any EU FC would need to 
exchange margin with in-scope entities in Singapore according to its 
own phase-in dates. Standard Chartered Bank and its branches, as 
noted above, are directly subject to EMIR, so unless substituted 
compliance/equivalence is granted prior to the EU start dates, we 
would have no option but to start exchanging margin with EU and non-
EU entities from that time.  
 
Finally, we assume that the transitional would require the MAS 
Covered Entities to comply with the new requirements on a best-
efforts basis during the six months in question, and that there will be 
no backloading requirements. If trades are not margined during that 
period, they should be treated as legacy trades, and not subject to the 
new rules. 

28 Respondent 
A 
 

Question 3: Financial insititutions with less OTC derivatives exposure 
should be exempted, as menentioned in pharagraphs 3.4. The 
thresholds could consider notional oustanding, markt-to-market 
valuation as well as counterparty credit expsoure on single 
counterparty. 
 
There is no comments on exemptions mentioned in pharagraphs 3.5 .  
 
Question 4: Investment funds should be treated similarly as financial 
insititutions. Nevertheless, thresholds should be looser comparing to 
other FIs. 
 
Question 5: The collect-only requirement is easier to implement. 
  
Question 10: 8% FX mismatch haircut is adequant for currencies with 
sufficient liquidity (such as currency of G7 group, HKD, SGD, AUD, NZD, 
CNY) . A suggestion is that two-tier haircut applies, where currencies 
outside tier-1 list deserve higher haircut (low two-digits percentage is 
appropriate)  
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Question 13: Suggest that the FI get legal opinion initially with annual 
internal review on legal enforcement of collateral safe-keeping 
arrangement.  
 

Question 18: Suggest that VM phase-in schedule follows IM phase-in 
schedule. 

28 Respondent 
B 
 

General comments: We are supportive of this initiative, but on a 
globally coordinated basis given the global nature of the derivatives 
market. 

29 Respondent 
C 
 

Question 10: For foreign bank branches, a FX mismatch haircut may 
not be operationally feasible as collateral is controlled centrally by the 
Head Office (and thus possibly being not denominated in SGD). We 
seek clarification on whether this requirement will apply to foreign 
bank branches.  
 
Question 13: The burden will be too significant operationally if there 
is a need to obtain an legal opinion beforehand for every counterparty. 
In addition, kindly clarify what is meant by “periodically”. 
 
Question 17: It would be appreciated if MAS could clarify on the 
following: - 
(1) What criteria will be used in the process of the comparability 
assessment for deemed compliance; 
(2) The frequency of the comparability assessments; and 
(3) When will the list of foreign jurisdictions with comparable margin 
requirements be released to FIs. 

 


