Notice No : SFA04-N13 (Amendment) 2018
Issue Date : 5 October 2018

NOTICE ON RISK BASED CAPITAL ADEQUACY REQUIREMENTS FOR HOLDERS OF CAPITAL
MARKETS SERVICES LICENCES

Introduction

1 For presentational purposes, the amendments in this document amapeoed
against the version of the MAS Notice SFNI8 on Risk Based Capital Adequacy
Requirements for Holders of Capital Markets Services Licences [Notice No.-NeF3A04
issued on 3 April 2013 and last revised on 20 October 2017.

2 This document shaltle interpreted as follows:

(@) Text which is coloured and struck through represents deletion which will not
appear in the untracked version of MAS Notice SHAD3 revised on
5October 2018 whi ch IS publ i shed on MAS"’
(“Publ i snh"e)d, Vaenrds i o

(b)  Text which is coloured and underlined represents insertion which will appear
in the Published Version.

3 The amendments reflected in this document shall take effed® @ctober 2018

4 This document is to be used for reference only. In theerg of discrepancies
between the amendments in this document and the Published Version, the Published
Version shall prevail.
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PART I: INTRODUCTION

111 This Notice is issued pursuant to regulations 2B, 5A and 6 of the Securities and
Futures (Financial and Margin Requirements for Holders of Capital MaBtgices
Licences) Regulations and applies to all holders of a capital markets services licence, other
than -

(a) a holder of a capital markets services licence for only providing credit rating services; or

(b) a venture capital fund manager,

(eacheca f“isepd person”) .
[SFA 04N13 (Amendment) 2014]
[SFA 04N13 (Amendment) 2017]

1.1.2 This Notice establishes the methodology which a holder of a capital markets
services licence other than a specified person shall use for calculating its financial resource
or adjusted net head office funds, whichever is applicable, and its total risk requirement.
While this Notice provides a range of approaches for calculating the total risk requirement, a
holder of a capital markets services licence other than a spegfesion shoulcadopt the
approaches that are commensurate with the complexity and sophistication of its businesses
and operations

[SFA 0N13 (Amendment) 2017]

1.1.3 This Notice shall take effect on 3 April 2013.
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PART Il: DEFINITIONS
2.1.1 The expregsns used in this Notice are defined in the Glossary at Annex 2A.

2.1.2 The expressions used in this Notice shall, except where defined in this Notice or
where the context otherwise requires, have the same meanings as in section 2 of the

Securities andrutures Act(Cap. 289  t he “ Act ") and regulation
Futures (Financial and Margin Requirements for Holders of Capital Markets Services
Licences) Regul ations (the *“Regulations”).

Regulationsthe Regulations shall prevail unless otherwise provided in the Regulations

2.1.3 Any reference to a paragraph, Sdlvision, Division, Part or Annex is a reference
to a paragraph, Subivision, Division, Part or Annex in this Notice unless otherwise
specified.
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GLOSSARY

acceptable
collateral

Accounting
Standards

associate

Authority

banking institution

Annex 2A

means any collateral specified in paragraph 1 of Annex 5G v
meets the requirements set out in that Annex;

has the same meaning as in section 4(1) of the Companies Act
(Cap50);

has the same meaning as “ass
Standards;

means the Monetary Authority of Singapore;

means—

(a) any bank licensed under the Banking Act (Cap. 19); or

(b) any entity which is gproved, licensed, registered or otherwis
regulated by a banking regulatory authority in a forei
jurisdiction to carry on banking business as defined in
Banking Act (Cap 19);
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banking regulatory in relation to a foreign jurisdiction, m@a an authority in the

authority foreign jurisdiction exercising any function that corresponds t
regulatory function of the Authority under the Banking Act (C
19);

business day means any calendar day other than a Saturday, Sunday or a
holiday;

capital investments in relation to a CMSL, means all exposures of a capital na
including—

(a) any ordinary share;

(b) any preference share;

(c) any instrument treated as regulatory capital in relation to
financial institution approved, licensed, registeredatherwise
regulated by a regulatory authority;

(d) any lendingonnot o mmer ci al terms o
length; and

(e) any guarantee issued to third parties for the benefit
subsidiaries or associates on roommercial terms or which i
not atengthy m s |

CCF means credit conversion factor as set out in Annex 5E;

contract for Has the same meaning as in regulation 24A of the Regulations;

differences or CFD [SFA 0N13 (Amendment) 2018

charged asset means an asset which is subject to leage under which a thirc
party has a right of retention or sale of the asset upon defaul
the CMSL;

CMSL means any holder of a capital markets services licence, other tr

holder of a capital markets services licence for only providing ci
rating services;

commodity in relation to a derivativecontract, means-
(a) afinancial instrument; or
(b) a physical commodity;
[SFA 04N13 (Amendment) 2018

counterparty in relation to a CMSL,

Monetary Authority of Singapore 4



(a) means any person who has a financial obligation to GMSL
(including a financial obligation to be performed at a specit
future time), and includes any customer of the CMSL; and

(b) for the purposes of Part VIII, includes
(i) where the counterparty is an individuany other

individual whom the firstmentioned individual is ableo
control or influence;

(i) where the counterparty is a corporatioany other
corporation or group of corporations which is
aredeemed to be related to the firgnentioned
corporation pursuant tesection 6 of the Companies A
(Cap. 50); or

(i) a corporation 50% or moref the issued share capital «
which is owned by any of the individuatentioned in
sub-paragraph i), or the compositiorof the board of
directors of which is controlled by those individuasd
for this pupose the composition of the board of directo
of the corporation shall be deemed to be controlled
those individualsf they, by the exercise of some pow
exercisable by them without theonsent or concurrence
of any other person, can appoint or remost or a
majority of the directors of that corporation;

counterparty risk  in relation to a counterparty, means the percentage that applies
weight the relevant counterparty in accordance with Annex 5B;

counterparty risk  means a conterparty risk requirement calculated in accordan
requirement with Part V;

credit derivatives means any contract which transfers the credit risk of a refere
contract obligation or set of reference obligations from the protection buy
to the protection sekr, such that the protection seller has ¢

exposure to the reference obligation(s);
[SFA 04N13 (Amendment) 2018

creditequivalent in relation to an ovethe-counter derivative contract or ai
amount exchangedradedderivative contractwhich is dependet on the
issuer for performancaneans—

(a) if the current market value of the contrag positive, the sun
of the current market value of the contract amide potential
credit exposure of the contract; or

(b) if the current market value of the contrad negative, the

Monetary Authority of Singapore 5



potential credit exposure;

derivativescontract has the same meaning as defined in section 2 of theréleides
any —warrant, —convertible —security,forward-—contract, futur

contract, swap, CFD-and-option
[SFA 0N13 (Amendment) 2018

equity security includes any stock, share, depository receipt, unit in a real es
investment trust, and unit in a business trust;

excluded issuer in relation to Part VIII, means any exposure-to

exposure (a) Singapore Government securities;

(b) Securitiesssued by a PS& Singapore;

(c) a futures contract, forward contracr other derivative
contract, the value of which is based on the valu&imigapore
Government securities or securities issued by a PSI
Singapore;

(d) a futures contract or forward contracn an interest rate that
does not give rise to an exposure toigauer;

(e) aforward rate agreement;

() aninterest rate swap;

(g) a currency swap;

(h) aninterest rate leg of an equiswap; and

(i) such other exposure as the Authority may specify by notic
writing to the relevant CMSL concerned;

financial institution means an entity or a limited liability partnership the princiy
activity of which is to carry on business in one or more of
following activities:
(a) banking business;
(b) insurance business;
(c) dealing in_capital markets productey—trading—in—securities
I lod_derivat I

{e)d) advising on corporate finance;

1 This includes a financial holding company which is aopmrating company holding a subsidighat is a
banking institution or a subsidiary that carries on insurance business as an ifSuraxoidance of doubt,
this includes any entity that is approved, licensed, registered or otherwise regulated by the Authority, or
any foreign entity that arries out activities which, if carried out in Singapore, would have to be approved,
licensed, registered or otherwise regulated by the Authority.
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H(e) fund management;

{gYf) real estate investment trust management;

{h)(g) securities financing;

{H(h) providing custodial services;

{j(i) operating an exchange, trading system or market;

() __providing central counterparty seices;

B(k) operating a payment system, securities depositc
securities settlement system or trade repository;

{ry(l) providing financial advisory services;

{m)(m) insurance broking;

fe)(n) trust business;

{p)(0) money broking;

{en(p) money-changing business;

{5(q) remittance business;

{sYr) lending;

{H(s) factoring;

{w)(t) leasing;

£4(u) provision of credit enhancements; or

(V) securitisation;

[SFA 04N13 (Amendment) 2018

financial includes any currency, currency index, interest rate instrumi
instrument interest rate index, share, share index, stock, stock inc

debenture, bond index, a group or groups of such instruments,
right or interest in such instruments, and any derivative contract

forward contract means a contract the effect of which is that one party to i
contract agrees to deliver a specified comality, or a specifiec
guantity of a specified commodity, to another party to the contr:
at a specified future time and at a specified price payable at
time, and includes an option on a forward contract but does
include a futures contract;

free financial means thefinancial resources or adjusted net head office fun
resources whichever is applicable, of the CMSL less the total
requirementof the CMSL;

government debt means a debt security issued or proposed to be issuechty
security government of any country or territory;

guideline meansa guideline or other document issued by the Author
under sectior321(1) of the Act;

Monetary Authority of Singapore 7



investment grade  means-

(a) an external credit assessment set out in Table358f Annex
5A issuedy the corresponding recognised ECAI in that Tal
or

(b) such external credit assessment issued by such credit r:
agency as may be specified in a guideline issued by
Authority from time to time;

limited-activity means a CMSL which is licedgo carry out the regulated activit
CMSL of dealing incapital markets producteecurities-ortrading-in-future:
eoentracts and, in carrying on business in dealingdpital markets
product iti g , r

be, suchCMSI--
(@ does not carry any customer

own books;

() does not hold any c & sandaoes mot
accept moneys or assets from any customer as settlemen
or as margin for, or to guarantee or secure, amytcact for
the purchase or sale of securities or futures contract by t
customer; and

(c) is not a member of an approved exchange or approved clee

house.
[SFA 0N13 (Amendment) 2014
[SFA 04N13 (Amendment) 2018
maintenance means the amoun of maintenance margimn respect of
margin transactions in marginable products as specified-by

(a) an approved exchange;
(b) an approved clearing house;
(c) an overseas exchange; or
(d) a clearing facility appointed by the entity referred to in st
paragraph (a) or (c), dse case may be;
[SFA 0N13 (Amendment) 2014

margin account for the purposes of Part V, in relation tocastomer, means ar

2 Where an exposure has more than one external credit assessment and these map into different credit
qualitygrades, paragraph 2 of Annex 5A shall apply.

3 For the avoidance of doubt, a CMSL that receives moneys or assets of customers from its customers or
other persons, and then forwards or delivers the moneys or assets to other persons or to its customers,
would not be a limiteeactivity CMSL.
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account of the customer through which the CMSL extends or
extendedproductseeuritiesfinancingto the customer;
[SFA 04N13 (Amendment) 2018

margindeficiency inrelatontoa counterparty’s accoul
call, means th@amount required to bring the ledger balance of tl
Cc o unt e raqauntt whichs shall be zero in the case of
C 0 U nt e raqaumt with a segative equity, to meet the releva
maintenancema r gi n for open contr
account;

market index ofa means a broadbased index of shares listed on the recognis

recognised exchange;
exchange
merchant bank means a merchant bank approved as a financial institution un

the Monetary Authority of Singapore Act (Cap. 186);

maturity mismatch means a situation where the residual maturity of the credit r
mitigant is less than the residual maturity of the unlyarg credit
exposure;

multilateral agency means a multilateral development bank, the Bank for Internatic
Settlements, the International Monetary Fund, the Europe:
Central Banker-the EuropeanCemmunityJnion, the Europear
Stability Mechanism or #hEuropean Financial Stability Facility
[SFA 04N13 (Amendment) 2018

negativeequity i n relati on tazcount thatdsusnbjed to@manargy
call, means the amount required to restaifee ledger balance o
t he count er par hyntliles adjustmants to th
account arising from unrealised gains or losses on open contr
and margins deposited by the counterparty) to zdsat does not
include the amount required to meet the releva
maintenancemargin for open contracts in thec ount er
account;

overthe-counter means a derivative contract which is notan exchangdraded

derivativescontract derivatives contract traded—ehr—an—approved—exchange—or
Syerenas cxelonne

[SEFA 0AN13 (Amendment) 2018
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. . . . ”
J ; . l . g. . g4 i

g. I ) I . ; 9 ) )
[SFA 04N13 (Amendment) 2018

physical commodity means gold or any produce, goods, e#ior item other than cash
including any freight or energy products and any index, righ
interest in such physical commodity;

potential credit in relation to the credit equivalent amount of an overe-counter

exposure derivatives contract or foran exchangéraded derivatives contract
which is dependent on the issuer for performanameans the
productof —

(a) the nominal or notional principalnderlying the contrac¢t and
(b) the relevant credit exposure fact@et out in Annex 5D;
[SFA 0N13 (Amedment) 2018]

precious metals means gold, silver, or platinum;

PSE or public sectc means—

entity (a) aregional government or local authority that is able to exerc
one of more functions of the central government at tl
regional or local level;

(b) an administrative body or nomwommercial undertaking
responsible to, or owned by, a central government, regio
government or local authority, which performs regulatory
non-commercial functions;

(c) a statutory board in Singapore (other than the Authority);

(d) a town council in Singapore established pursuant to the Tt
Councils Act (Cap. 392A);

qualifying equity means an equity index set out in Annex 6C;
index

real-estate means—acollective-irvestment scheme
mvestment-trust Lo tholsamsd

4 In the event that the stated notional amount is leveraged or enhanced by the structure of the transaction,
the CMSL should use the effective notional amount when determining the potential credit exposure.

Monetary Authority of Singapore 10



I :  whicl listed f : i
exchange:;
[SFA 0N13(Amendement) 2018

recognised ECAI  means an external credit assessment institution that is specifie

Annex 5A;
recognised means an overseas exchange regulated by a financial ser
exchange regulatory authority of a country or territory specified under Gro

A in Tale 4 of the Fourth Schedule to the Regulations;

reference means any obligation specified under a credit derivatigentract

obligation used for purposes of either determining cash settlement value
the deliverable obligation;

[SFA 0N13 (Amendment2018]

residual maturity  in relation to a debt security in Part VI, means, unless othen
stated,—
(a) the period remaining till the maturity of the security; or
(b) in the case of a debt security with a floating rate coupon,
period remaining till thedetermination of the next coupon;

Singapore Means securities issued or proposed to be issued by the Singe
Government Government, and includes
securities (a) any debenture, stock or bond issued or proposed to be iss

by the Singapore Government;

(b) any right or option in respect of any debenture, stock or bc
referred to in subparagraph (a);

(c) bookentry Singapore Government securities as defined
section 2 of the Development Loan (1987) Act (Cap. 81/
section 2 of the Government Securitiest A&&ap. 121A); and

(d) book-entry Treasury Bills as defined in section 2 of the L
Treasury Bills Act (Cap. 167);

specified deposit means—

(a) a current account deposit, savings account deposit or fi
deposit, including accrued interest, with
() abank licensed under the Banking Act (Cap. 19);
(i) a merchant bank;
(i) a finance company licensed under the Finance Compe

Act (Cap. 108); or

(iv) a bank outside Singapore which is approved, licen:

Monetary Authority of Singapore 11



registered or otherwise regulated by a bankimegulatory
authority in a foreign jurisdiction to carry on banki
business as defined in the Banking Act (Cap 19), and
has an external credit assessment of investment grade

(b) a deposit with any of the following:

(i) an approved exchange;
(i) arecognised exchange;
(i) an approved clearing house;
(iv) a clearing facility appointed by a recognised exchange
(v) an entity which is a member of any entity referred to
sub-paragraphs (b)(i) to (b)(iv); or
(vi) such other entity as the Authoritynay specify by notice
in writing to the relevant CMSL concerned,;
[SFA 0N13 (Amendment) 2014
total risk has the meaning as set out in Part IlI;
requirement
venture capital has the same meaning as in regulatioh(8) of the Securities an
fund Fuures (Licensing and Conduct of Business) Regulations Z8&f
Rg10);
venture capital means a holder of a capital markets services licence for i
fund manager management who does not carry on business in any reguli

activity other than the managment of portfolios of securities ol
behalf of venture capital funds.

Monetary Authority of Singapore
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PART lll: RISK BASED CAPITAL ADEQUACY REQUIREMENTS

Division 1: General Requirements
3.1.1 Under regulations 6 and 7 of the Regulations, a CMSL-shall

(&) not cause or permitts financial resources or adjusted net head office
funds, whichever is applicable, to fall below its total risk requirement; and

(b) immediately notify the Authority if its financial resources or adjusted net
head office funds, whichever is applicablel] feelow 120% of its total risk
requirement.

3.1.2 A CMSL shall provide a calculation of its financial resources or adjusted net head
office funds, whichever is applicable, and its total risk requirement, as at any given date, to
the Authority upon requst and within such time as may be specified by the Authority.

3.1.3 A CMSL other than a CMSL that is referred to in paragraph 3.2.1, shall calculate
its financial resources or adjusted net head office funds, whichever is applicable, and total
risk requiranent for each business day no later than the end of the following business day.

Division 2: Financial Resources/Adjusted Net Head Office Funds

3.2.1 Financial resources or adjusted net head office funds, whichever is applicable, in
relation to a CMSlicensed only to carry out the regulated activities-of

(@) fund management;

(b) real estate investment trust management;
(c) advising on corporate finance;

(d) providing custodial servicdsrsecurities

(e) dealing incapital markets producteadrities, where the CMSL is a limited
activity CMSL;

" ing it " | o o lirdoth or

(f¥g) a combination of the regulated activities set out in (a) to (f),
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shall be less the sum of the items in paragrapgh3in the latest accounts of the CMSL.
[SFA 04N13 (Amendment) 2018]

3.2.2 For the purpose of paragraph 3.2.1, the items are
(a) intangible assets;
(b) future income tax benefits;
(c) pre-paid expenses;
(d) charged assets, except to the extenath-

(i) the CMSL has not drawn down on the credit facility if the charge is
created to secure a credit facility;

(i) a liability is incurred by the CMSL in respect of the charged asset for
use in the CMSL’'s conduct of regul a

(i) the asset is provided as a collateral for a transaction for which the
CMSL is required to calculate a counterparty risk requirement,

as permitted by the Authority;

(e) unsecured amounts due from directors of the CMSL and their connected
persons;

(H unsecured amounts owed by a related corporation, other than
() an amount arising from any specified deposit or transaction in a
regulated activity for which the CMSL has calculated a counterparty
risk requirement; or

(i) areceivable which is due feettlement within 3 months;

(g) unsecured loans and advances made by the CMSL, unless a deduction has
already been made pursuant to syaragraphs (e) or (f) above; and

(h) capital investments in every subsidiary or associate of the CMSL.
3.2.3 Financidresources or adjusted net head office funds, whichever is applicable, in

relation to any CMSL other than those referred to in paragraph 3.2.1, shall be less the sum
of the following items in the latest accounts of the CMSL.:
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(a) intangible assets;

(b) future income tax benefits;

(c) pre-paid expenses;

(d) charged assets, except to the extent that

(i) the CMSL has not drawn down on the credit facility if the charge is
created to secure a credit facility;

(i) a liability is incurred by the CMSLraspect of the charged asset for
use in the CMSL’'s conduct of regul a

(i) the asset is provided as a collateral for a transaction for which the
CMSL is required to calculate a counterparty risk requirement,

as permitted by the Authoty;

(e) unsecured amounts due from directors of the CMSL and their connected
persons;

() unsecured amounts owed by a related corporation, other than an amount
arising from any specified deposit or transaction in a regulated activity for
which the CMSLds calculated a counterparty risk requirement;

(g) unsecured loans and advances made by the CMSL, unless a deduction has
already been made pursuant to syparagraphs (e) or (f) above;

(h) capital investments in every subsidiary or associate of the CMSL;

() non-current assets, unless a deduction has already been made pursuant to
sub-paragraphs (a) to (h) above; and

() assets which cannot be converted to cash within 30 days, unless a
deduction has already been made pursuant to gabagraphs (a) to (i)
above.

3.24 A CMSL shall include its redeemable preference share capital in its financial
resources only if the redeemable preference share has a redemption period of not less than
2 years when the redeemable preference share is issued and paid ugcstubj such
conditions or restrictions as the Authority may specify by notice in writing to the relevant
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CMSL concerned, or such further restrictions that an approved exchanggmoved
clearing house of which the CMSL is a member may impose.

[SFA 0N13(Amendment) 204]

Division 3: TOTAL RISK REQUIREMENT

3.3.1 Subject to paragraphs 3.3.2 to 3.3.8tal risk requirement

(@)

(b)

in relation to a CMSL licensed only to carry out the regulated activities of:
() fund management;

(i) real estate inveshent trust management;

(i) advising on corporate finance;

(iv) providing custodial servicdersecurities

(v) dealing incapital markets producteeurities where the CMSL is a
limited-activity CMSL;

yi ; ) i I ) limitedctivi
CMSlor

(Vi)Yo a combination of the regulated activities set out int@i)),

which meets the conditions set out in paragraph 3.3.3, shall be the sum of
the —

(A) operational risk requirement calculated in accordancghwPart 1V;
and

(B) any other risk requirement as the Authority may by notice in writing
impose on the relevant CMSL concerned;

in relation to any other CMSL, shall be the sum of-the
(i) operational risk requirement calculated in accordancewitrt 1V;
(i) counterparty risk requirement calculated in accordance with Part V;

(i) position risk requirement calculated in accordance with Part VI;
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(iv) underwriting risk requirement calculated in accordance with Rart

(v) large exposure ris requirement calculated in accordance with Part
VIt and

(vi) any other risk requirement as the Authority may by notice in writing
imposeon the relevant CMSL concerned.
[SFA 04N13 (Amendment) 2018]

3.3.2 If a CMSL that calculates its total risk regment in accordance with paragraph
3.3.1(a) does not meet the conditions set out in paragraph 3.3.3, the CMSL shall, within 30
calendar days from the end of the quarter that it does not meet the conditions set out in
paragraph 3.3.3;alculate its totalisk requirement in accordance with paragraph 3.3.1(b).
3.3.3 A CMSL licensed ortly carry outthe regulated activities of:

(@) fund management;

(b) real estate investment trust management;

(c) advising on corporate finance;

(d) providing custodial s®icesfor-securities

(e) dealing incapital markets producteeurities where the CMSL is a limited
activity CMSLgr

o | s o lienitathd or

(fitey a combination of the regulated activities setit in subparagraphs (a) to

(eXH,

shall calculate its total risk requirement in accordance with paragraph 3.3.1(a) only if its
average adjusted assets, calculated at the end of each quarter and in accordance with
paragraph 3.3.5, do not exceed the |lowad —

()  $20 million; or

(i) 5 times of its financial resourcesr adjusted net head office funds,
whichever is applicable
[SFA 04N13 (Amendment) 2G4
[SFA 0N13 (Amendment) 2018]
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3.34 A CMSL licensed orily carry outthe regulated activitie®f:
(@) fund management;
(b) real estate investment trust management;
(c) advising on corporate finance;
(d) providing custodial servicdsrsecurities

(e) dealing incapital markets productseeurities where the CMSL is a limited
activity CMSLgr

o | i o lirnsetivi or

(fifep a combination of the regulated activities set out in udragraphs (ajo

eXH,

that calculates its total risk requirement in accordance with paragraph ggrhay apply in
writing to the Authority for approval to calculate its total risk requirement in accordance
with paragraph 3.3.1(a) only if its average adjusted assets, calculated in accordance with
paragraph 3.3.5, do not exceed the lowerof

(i)  $10 millon; or

(i) 5 times of its financial resourcesr adjusted net head office funds,
whichever is applicable
[SFA 0N13 (Amendment) 204
[SFA 0N13 (Amendment) 2018]
for the 4 immediately preceding quarters, or such other period that the Authority may
specify by notice in writing to the relevant CMSL concerned.

3.3.5 Subject to paragraph 3.3.6,GMSL shall calculate its average adjusted assets as
follows:

Zmanthsl_a‘in
3

Average Adjusted Assets =

where—

“AM” i's the asset measure as defeached i n
month in a given quarter.
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3.3.6 A CMSL referred to in paragraph 3.3.1(a) shall calculate its average adjusted
assets from the day that the CMSL is required to comply with this Notice or any earlier date
that the CMSL has elected to comply with this Notidktie last day of the quarter in which

the CMSL is required or has elected to comply with this Notice, as follows:

AM, + AM, + AM,

Average Adjusted Assets = 3
where—
“AM,” is the asset measure as defined in

first month of the immediately preceding quarte

“AM” Ii's the asset measure as defined in
second month of the immediately preceding quarter;

“AMz" i s the asset measure as defined in
third month of the immediately precedinguarter.

3.3.7 A CMSL shall calculate the asset measure as the sum of the following-items
(a) on-balance sheet assets in its accotnand
(b) off-balance sheet amounts including the following:

() all potential credit exposures arising from ouée-counter
derivatives contracts; and

(i) all counterparty exposures arising from offbalance sheet
commitments calculated in accordance with paragraph 5.2.43

less—

(A) cash and cash equivalefits

For the avoidnce of doubt, ofbalance sheet assets include, for derivatiw®ntracts, the orbalance

sheet value calculated in accordance with Accounting Standards.

Cash equivalents refer to cheques, drafts and other items drawn on banking institutions or merchant
banks that are either payable immediately upon presentation or that are in the process of collection. For
the avoidance of doubt, “cash and cash equival ent s’
deposittaking institutions.
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(B) deposits with any bank licensed under the BagkiAct (Cap. 19) or any
merchant bank, otredit quality grade 1 as set ogiaragraph 13(a) oir
Annex 5B

[SFA 04N13 (Amendment) 2018]
(C) any item that isdeducted in the computation of financial resources or
adjusted net head office funds, whichevar applicableunder paragraph
3.2.2;
[SFA 04N13 (Amendment) 204
(D) receivables owed by a related corporation which is due for settlement
within 3 months and not past due;

(E) fee receivables owed by a collective investment scheme or a cleseéd
fund which is managed by the CMSL and due for settlement within 3
months and not past due; and

(F) fee receivables owed by a customer account managed by the CMSL, for
which the CMSL has authority and control over the settlement of the fee
receivables under itewvestment mandate, and due for settlement within 3
months and not past due.

3.3.8 Where any asset measunalue referred to in paragrapB.3.5 or 3.3.6 is not
available, the CMSL shall consult with the Authaoitythe appropriate values to be uséar
the purpose of calculating its average adjusted assets.
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PART IV: OPERATIONAL RISK REQUIREMENT

Overview
41.1 A CMSL shall calculate its operational risk requirement in accordance with
paragraphs 4.1.2 to 4.1.5, unless otherwise specifiethbyAuthority by notice in writing to
the relevant CMSL concerned.

Calculation of the operational risk requirement
4.1.2 A CMSL that iseferred to in paragraph 3.2.but not being a CMSL to which
paragraph 4.1.2A also applieshall calculate its opet@nal risk requirement as the higher
of —

(@) the sum of-

() 5% of its average annual gross income up to $10 million of average
annual gross income, calculated in accordance with paragraph 4.1.4,
for the 3 immediately preceding financial years; and

(i) 2% of its average annual gross income above $10 million of average
annual gross income, calculated in accordance with paragraph 4.1.4,
for the 3 immediately preceding financial years; and

(b) $100,000.

[SFA 0N13 (Amendment) 2016]
4.1.2A A CMSL thais referred to in paragraph 3.24) and-is—a-limited—activity- CMSL
that—deals—in—securities—ortrades—in—futures—contracind dealsonly with accredited
investors or institutional investors anighat-does not enter into any transaction with any
customer b deal incapital markets producteeudrities—ortrade—in—futures—contracias
principal, shall calculate its operational risk requirement as the higher of

(@) the sum of-

() 5% of its average annual gross income up to $10 million of average
annual goss income, calculated in accordance with paragraph 4.1.4,
for the 3 immediately preceding financial years; and

(i) 2% of its average annual gross income above $10 million of average
annual gross income, calculated in accordance with paragraph 4.1.4,
for the 3 immediately preceding financial years; and

(b) $50,000.
[SFA 04N13 (Amendment) 2016]
[SFA 0N13 (Amendment) 2018]
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41.3 A CMSL other than a CMSL that is referred to in paragraph 3.2.1 shall calculate its
operational risk requirement as the highef —

(&) 5% of its average annual gross income, calculated in accordance with
paragraph 4.1.4, for the 3 immediately preceding financial years; and

(b) $100,000.

4.1.4 For the purposs of paragraphs 4.1,24.1.2Aand 4. 1. 3, “annual g
for afinancial year of a CMSL means the total revenue as stated in the statement relating to
the accounts of the CMSL referred to in regulation 27(9)(a) of the Regulations lodged by the
CMSL for the financial year less the sum of fee expenses, commissionsexpand
interest expenses reporttas expenses in that statemerdnd is deemed to be zero ifitis a
negative amount.

[SFA 04N13 (Amendment) 2016]
4.1.5 For the purposes of paragraph 4.1.4, the total revenue of the CMSL shall be
adjusted by excludinghe following:

(@) any realised profits or losses arising from the sale gyfecified

productsecuritiesi n t hat financi al year t hat
maturity” or "available for sale”;

[SFA 0N13 (Amendment) 2018]
(b) any income or expense itenohderived from the ordinary activities of the
CMSL in that financial year and not expected to recur frequently or
regularly’; and

(c) anyincome derived from any insurance recoveries in that financial year.

4.1.6 Where any statement referred to in panagph 4.1.4 is not available, the CMSL
shall consult with the Authority on the appropriate values to be used for the purpose of
calculating its operational risk requirement.

7 Such items mainclude income or expenses arising frenf a) t he sale of the CMSL’
expropriation of assets; or (c) earthquakes or other natural disasters.
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PART V: COUNTERPARTY RISK REQUIREMENT

Division 1: Overview of Counterparty Risk Requirement

Overview
5.1.1 Subject to paragraphs 5.1.2 to 5.1.11, a CMSL shall calculate its counterparty risk
requirement as the surof the individual counterparty risk requirements calculated for each
counterparty exposure in accordance with Dims2 of this Part, unless otherwise specified
by the Authority by notice in writing to the relevant CMSL concerned.

Counterparty risk weights and credit quality grade
5.1.2 Where an individual counterparty risk requiremesdlculated in accordance with
Division 2 of this Pait calculated using a counterparty risk weight, a CMSL shall assign the
counterparty exposure to a credit quality grade and the corresponding counterparty risk
weight in accordance with Annexes 5A and,GBless otherwise specifieid Division 2 of
this Part.

Assetsdeducted in the computation of financial resources or adjusted net head
office funds
5.1.3 A CMSL is not required to calculate a counterparty exposuranprasset that
has beendeducted in the computation of finarali resources or adjusted net head office
funds, whichever is applicable, under Division 2 of Part IlI.
[SFA 0N13 (Amendment) 204

Reduction in counterparty exposure
514 A CMSL may reduce any counterparty exposure

(@) by the amount of any individal impairment allowancéhat the CMSL has
made in its accounts for that counterparty exposure;

(b) by net t i n glainstoreandclistdities te a single counterparty only
if the requirements set out in Annex 5F are complied with;

(c) by the amountof any acceptable collateral accordance with paragraph
5.1.7; or

(d) as permitted under paragraph 5.2.10.

8  The Authority may from time to time specify, by notice in writing to the relevant CMSL ren;ea
higher risk weight for a particular exposure or group of exposures, taking into account, among other
things, the appropriateness of the external credit assessments for the specific exposure or group of
exposures.
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5.1.5 For the purposes of paragraphs 5.2.1 to 5.2.6, a CMSL shall not offset a positive
counterparty exposure against any negative counterpakyasure, whether arising from an
open contract or a contract that remains unsettled on or after the due date, to the same
counterparty.

5.1.6 For the purposes of paragraph 5.1.4(b), single counterparty refers to
(&) where the counterparty is a corpation, that corporation only; or
(b) where the counterparty is an individual, that individual only.
Acceptablecollateral

5.1.7 A CMSL may reduce its counterparty exposuréhbyamount of any acceptable

collateral held by the CMSL and valuedaccordace with paragraph 5.1.8, only if the
requirements set out in Annex 5G are complied with.

5.1.8 Excepftfor paragraphb.2.27,an acceptable collateral

(@) shall have a value that is reduced by applying the appropriate haircuts set
out in Annex 5H tofte fair value of the collateral; and

(b) subject to paragraph 5.1.9, whetke counterparty exposure and
acceptable collateral are denominatéd different currencies, shall have a
value that is further reduced by applying a haircut of 8%.

5.1.9 A CMSImay not apply the haircut of 8% specified under paragraph 5.1.8(b) if the
aggregate currency mismatch exposure ddrits customers is not greater than 2% of its free
financialresources.

Counterparty exposure for whialo counterparty risk requiremenhas been

prescribed
5.1.10 A CMSL shall immmediately notify the Authaorignd the approved exchange or
approved clearinghouse of which the CMSL is a member (if applicabfefomethod is
prescribed for determining the counterparty exposurecounterparty risk requirement on
a counterparty exposure, and shall calculate the counterparty risk requirement as directed
by the Authority by notice in writing to the relevant CMSL concerned

[SFA 0N13 (Amendment) 204]

Negative counterparty risk requirement
5.1.11 A CMSL shall not include any individual counterparty risk requirethantis a
negative amount in the calculation of its counterparigk requirement.
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Division 2: Methods for Calculating Counterparty Risk Requirement

Deliveryversuspaymenttransactions
5.2.1 Subjectto paragraph 5.2.2, a CMSL shall calculate an indivatwadterparty risk
requirement on any counterparty exposure arising framdeliveryversuspayment
transaction in accordance with paragrapgh2.3 to0 5.2.6.

5.2.2 Where a contractthat is settled on a deliveryersuspayment basis has been
offsetby a contra contract on or before the due date of settlementhaf contract, or has
been offset by a forced sale or buyingtransactionafter the due date of the contract, a
OMSL shall calculatea@unterparty risk requirement in accordance with paragrapts7 to
5.2.11.

Contracts unsettled at end of or after due date
5.2.3 A CMSL shall calculate a counterparty exposure on any purchasdéearontract
transacted by a couetparty inrelation to anyfinancial instrument or physical commodity
which is settled on a deliveryersuspaymentbasis and which remains unsettled at the end
of or after the duedate—

(@) inthe case of a purchase contraghich remains fully or paially unpaid, as
the excess of the amoumwed by the counterparty over the current
market value of the financial instrument or physical commodity purchased,;
or

(b) in the case of a sale contract whetee financial instrument or physical
commodity is gt to be delivered by the counterparty to the CM8&§&,the
excess of the current market value of the financial instrument or physical
commodity sold ovethe contract value of the sale contract.

5.24 A CMSL shatblculate an individual counterparty kisrequirement on any
positive counterpartyexposure calculated in accordance with paragraph 5.2.3 as 100%
of the counterparty exposure.

Open contracts traded on an exchange other than an approved exchange or a
recognisedexchange
5.2.5 A CMSL shall aulate a counterparty exposure on any open purchesetract
or open sale contract transacted by a counterparty in relation financial instrument or
physical commoditytraded on an exchange othéman an approved exchange or a
recognised exchange, amdhich is settled on a delivemyersuspayment basis-

(@) in the case of a purchase contraghich is fully or partially unpaid, as the
excess of the amourdwed by the counterparty over the current market
value of the financial instrument or physicalnomodity purchased; or
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(b) in the case of a sale contract whete financial instrument or physical
commodity is yet to be delivered by the counterparty to the CMSLthe
excess of the current market value of the financial instrument or physical
commadlity sold overthe contract value of the sale contract.

5.2.6 A CMSL shathlculate an individual counterparty risk requirement on any
positive counterpartyexposure calculated in accordance with paragraph 5.2.5 as &Be of
counterparty exposure.

Gontract which is offset by contra contract or forcsdleor buyingin transaction
5.2.7 Wherea contract referred to in paragraph 5.2.3 or 5.2.5 has been ofiged
contra transaction on or before the due date of the contramthas been offset by a fced
sale or buyingn transaction aftethe due date of the contract, a CMSL shall calculate a
counterpartyrisk requirement in accordance with paragraphs 5.2.8 to 5.2.11.

5.2.8 Subject to paragrapb.2.10, a CMSL shall calculate a counterparty exgosua
counterpartyfrom the day the contra transaction takes effect and as theduoibunt of
contra loss incurred by the counterparty arising frtme contra transaction.

5.2.9 Subject to paragrapb.2.10, a CMSL shall calculate a counterparty exgosua
counterpartywhose purchase or sale contract remains unsettled after the date, from
the day that a forced sale or buykng transactionrespectively, is effected against the
contract and as the full amourf loss incurred by the counterpartyising from the forced
saleor buyingin transaction.

5.2.10 A CMSL may reduce any counterparty exposure calculated in accordance with
paragraphb.2.8 or 5.2.9 by the amount of moneys of the representative ofcihenterparty
which is retained by the C8L specifically for theurpose of securing contra losses or losses
arising from forcedale or buyingn transactions of clients of the representatiy@pvided

the CMSL has a contractual agreement with the representativieh is evidenced in writing,
islegally binding on the partiess irrevocable and is enforceable against the representative,
andwhich provides the CMSL with an unconditional right to efferth an offset.

5.2.11 A CMSL shalhlculate an individual counterparty risk requirement onya
positive counterpartyexposure calculated in accordance with paragr&pgh8 or 5.2.9 as
100% of the counterparty exposure.

Free deliveries
5.2.12 A CMSL shall calculate a counterparty exposure to a counterjpartythe date
it makes a free delivgr except where the free deliverg made toan approveclearing
house or a clearing facility appointéy a recognised exchange
[SFA 0N13 (Amendment) 2G4
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(&) as the full contract value of thenancial instruments or physical
commodities, where ta CMSL has sold tli@ancial instruments or
physical commodities to the counterparty under a sadatract and the
delivery has been made under the contract but tB®ISL has not received
payment for the financial instruments or physical commoditekl;or

(b) as the current market value of thHenancial instruments or physical
commodities, where the CMSL has purchaexlfinancial instruments or
physical commodities from the counterparty undepurchase contract and
has made payment to the counterggrunderthe contract but has not
received the financial instruments or physical commodities.

5.2.13 A CMSL shatblculate an individual counterparty risk requirement on a
counterparty exposurealculated in accordance with paragraph 5.2.12 as 100%heof
counterparty exposure.

ProducSeeuritiedinancing
5.2.14  Subjectto paragraph 5.2.17, a CMSL shall calculate a counterpapgsure to a
customer to whom it has extendearoduct seeuritiesfinancingby deducting the amount of
adjusted equity in tk customer's margiaccount from the debit balance in the customer's
marginaccount.

[SFA 0N13 (Amendment) 2018]

5.2.15  For the purpose of paragraph 5.2.24

@ “debit bal ance€uysti oamerrelsatmarmgitno aac c 0
amount owing by theustomer in the margin account and includes

() amounts to befinanced by theCMSL in respect of outstanding
purchases made in the margin account of the customer, net of

(A) cash collateral;

(B) cash dividends declared and payable into the maegicountof
the customer; and

(C) sales proceeds receivable from opsale contracts made in the
margin account of the customer; and

(i) all commission charges, interestpenses and other related expenses;

() “adjusted equitybmerhsrebhagi onatooant
aggregate value of acceptable collateral (as determined in accordance with
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paragraphs 5.1.8 and 5.1.9) bought and carried, or deposited as collateral,
by a customer in the margin account.

5.2.16 A CMSL shall calculate andividual counterparty risk requirememin a
counterparty exposure calculated in accordance with paragf@aghl4 as 100% of the
counterparty exposure.

5.2.17 Wherea CMSL causes or permits the absolute value of the net posiitime
same type of secuy issued by an issuer, bought and carrieddeposited as collateral, in
the margin accounts of all customers whom it has extendegroduct seeuritiesfinancing
to exceed the specifiedalue, the value of each of such type of security deposited in
the margin account of every customer shall be multiplied by a scédictgr for the purpose
of computing counterparty exposure to tleeistomer.

[SFA 04N13 (Amendment) 2018]

5.2.18  Forthe purposes of paragraph 5.2.17
@ “specifired value”

(i) in reldion to equity securities issued by the same issuer, means 10%
of the CMSL’'s financi al resources
whichever is applicable, or 5% of the issue size (being the market
capitalisation of the issue); and

(i) in relation to dé t securities, means 10% of
resources or adjusted net head office funds, whichever is applicable,
in all series of debt securities issued by the same issuer, or 10% of the
issue size of an individual series of debt securities issueth bgsuer;
and

(b) the scaling factor shall be derived from the following formula:

X U
Scaling = T X [1-2 Haircud] + T X (1—Haircud
Factor
where X is the amount of security in exceskthe thresholds set out i

paragraph 5.2.17;

U is the amount of security within th#hresholds set out i
paragraph 5.2.17;

T is the total amount of security (beinge sum of X and U); and

Haircut isthe percentage by which the value of the security is adju:
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to havea value determined in accordance with paragra
5.1.8 and 5.1.9, as appropriate.

Repurchase, reverse repurchase,specified productsecuritiesborrowingand

lending

agreements and similar agreements

5.2.19  Subject to paragraph 5.2.20, a CMBAIl calculate a counterpargxposure from

the trade date—

(@)

(b)

inthe case of a repurchase apecified productsseeurities-lending
agreement or similaagreement with any counterparty other thaan
approvedclearing house, as thexcess of the currg market value of the
specified productsseeurities-sold or lentover the value of acceptable

collateralreceived under the agreement determined in accordance with
paragraphs 5.1.8 and 5.1.9, if this excess is a positive amount; or

[SFA ON13 (Amendment2018]
inthe case of a reverse purchasegmecified productseeuritiesborrowing
agreementor similar agreement with any counterparty other thaam
approvedclearing house, as the excess of amount paid or 100%eof
current market value of accepde collateral given over the value of the
specified productsseeuritiesbought or borrowed undethe agreement

determined in accordance with paragraphs 5.1.8 and 5.1.9, if this excess is a
positive amount,

[SFA 0N13 (Amendment) 204

[SFA 04AN13 (Amendhent) 2018]

and for the purpose of this paragrapine current market value or value of acceptable
collateral andspecified productseeuritiesincludes accrued interest.

[SFA 0N13 (Amendment) 2018]

5.2.20 Where a CMShas entered into more than one repchase agreement, reverse
repurchase agreementspecified productsseeurities-borrowing agreement, specified
productsseeuritieslending agreement or a similar agreememith the same counterparty,
and these agreements are subject @aonetting agreement hat satisfies the conditions
specified in Annex 5F, the CMSL may calculate an individual counterparty exaosung
from these agreements on a portfolio basis, as the exoéss

(@)

(b)

the aggregate current market valwé all specified productseeuritessold
or lent and acceptable collateral givenjnus

[SFA 0N13 (Amendment) 2018]
the aggregate of the valuef all specified productsseeuritiesbought or
borrowed and the value of acceptable collateral received determined in
accordance with pagraphs 5.1.8 and 5.1.9,

[SFA 0AN13 (Amendment) 2018]

if the excess is a positive amount.
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5.2.21 A CMSL shalblculate an individual counterparty risk requirement on any
counterparty exposurealculated in accordance with paragraphs 5.2.19 or 5.2.20

(&) in the case of any repurchase agreement, reveeggirchase agreement,
specified productsseeurities-borrowing agreement,specified products
seeuritieslending agreement or a similagreement that is due to be
completed within 30 days and where tleeunterparty exposure is not
greater than 10% of the currembarket value of acceptable collateral given
or received, as 8% tiie counterparty exposure; or

[SFA 04N13 (Amendment) 2018]

(b) in the case of any other repurchase agreemeeverse repurchase
agreement,specified productsseeuritiesborrowing agreementspecified
productsseedritieslending agreemenbr a similar agreement, including any
repurchase agreement, reverse repurchase agreensrgcified products
seeurities-borrowing agreement,spedfied products seeurities-lending
agreement or a similar agreemetttat is not closed out after the due day,
or which does not hava completion date, or which has a rollover option
that if exercisedvould extend the completion period to greater than 30
days, as 100% dhe counterparty exposure.

[SFA 0N13 (Amendment) 2018]

Transactions in_marginable products trademl an exchange or novated to a
clearing facility
5.2.22 Inthe case where the CMSL enters into, either on behalf of or aith
counterparty —

(@) anyderivatives contract that is traded on an approved exchange or
overseas exchange, and which is subjeanargining requirements; or
[SFA 0N13 (Amendment) 2018]
(b) anyoverthe-counter  derivative  contract that s novated
(howeverdescribal) to a clearing facility or to any other facility for
the clearing and settlement of ovehe-counter derivative contracts,and
which is subject to margining requirements,
[SFA 0AN13 (Amendment) 2018]
the CMSL shall calculate a counterpakposure tothe counterparty in accordance with
paragraphs 5.2.28 5.2.25.

5.2.23  Subjecttoparagrapb . 2. 25, where a eounterparty’s
(@) does not have an outstanding margiall; or

(b) has either
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(i) a margin call outstanding not mothan 3 bisiness days from the day
the margin call is made, if thmargin call is to be satisfied by
remittance denominated in Japane¥en; or

(i) a margin call outstanding not motkan 2 business days from the day
the margin call is made, if theargin call isto be satisfied by
remittance denominated in currenciegher than Japanese Yen,

the CMSL shall calculate a counterpaiposure to the counterparty as 3% of the
maintenance margins n r espect of open contracts in

t

h e

5.2.24  Qubjecttoparagraptb . 2. 25, where a eounterparty’s

(@) has a margin call outstanding e end of or after 3 business days from
the day the margin calé made, where the margin call is to be satisfied by
remittancedenominated in Japanese Yar;,

(b) has a margin call outstanding e end of or after 2 business days from
the day the margin calé made, where the margin call is to be satisfied by
remittancedenominated in a currency other than Japanese Yen,

the CMSL shall calculate a ctenparty exposure to the counterparty as the sum-of

(i) 6% of the maintenance margims respect of open contracts in the
counterparand’ s account ;

(i)  100% of the margin deficiencyn t he counterparty’s

5.2.25 In the case whera counte party’ s account t hat
outstandinghas a negative equity, the CMSL shall, in addition to the counterparty exposure
calculated in accordance with paragrapl2.23 or 5.2.24, calculate a counterparty exposure
to the counterpartyfrom the daythe negative equity occurs, as 100% of #mount of
negative equity.

5.2.26 The CMSL shalhlculate an individual counterparty risk requirement as 100%
of the counterparty exposures calculated in accordance with paragrapgh23 to 5.2.25.

5.2.27 Inthis paragraph, the values attributable to the assets depodida
counterparty to satisfy maintenance margin requirements of an approved exchange, an
overseas exchangen approvedclearing house, or a clearing facility appointed by an
approved exchage or an overseas exchange, as the case may be, shall be determined
accordance with the relevant business rules of the approved exchange, the overseas
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exchangethe approvedclearing house, or the clearing facility appointed by the approved
exchange othe overseas exchange, as the case may
[SFA 0N13 (Amendment) 204

Overthe-counter derivative contracts: optiorsold to or purchased on behalf
of counterparty
5.2.28 Whena CMSL sells or writes an option to a counterparty or buyspdion on
behalf of a counterparty and the counterparty has paid the option premium on the due
date of payment of the premiunthe CMSL shall calculate a counterparty exposure from the
duedate of payment as 100% of the amount of unpaid premium.

5.2.29 A CMS$ shalkalculate an individual counterparty risk requirement as 100%
of the counterparty exposure calculated in accordance with paragEapI28.

Overthe-counter derivative contracts

5.2.30 A CMSL shall calculate a counterparty exposure from thdetdateas 100% of
the credit equivalent amount of the contrafr any overthe-counter derivative contract
for which no specifitreatment has been specified in this Notice or for any exchange
traded derivatives contractwhich is dependent on the issufar performance.

[SFA 0N13 (Amendment) 2018]
5.2.31 A CMSL shalblculate an individual counterparty risk requirement on the
counterparty exposurealculated in accordance with paragraph 5.2.30 as the prooiu8®o
of the counterparty exposure and ampriate counterpartyrisk weight set out in Annex 8B

5.2.32 A CMSL shathlculate a counterparty exposure to a counterparty where a
counterparty hasiot paid, whether in full or partially, an amount due to the CM8Lthe
closing out, or as periodicettlement, or in final settlementpf an overthe-counter
derivatives contract, from the date the amouns due and as 100% of the unpaid amount
due from the counterparty.

[SFA 0N13 (Amendment) 2018]
5.2.33 A CMSL shatblculate an individual counterpigr risk requirement on the
counterparty exposurealculated in accordance with paragraph 5.2.32 as 100%heof
counterparty exposure.

Deposits with exchange, clearing house or clearing facility or member of an
exchange, clearing house or clearing lfaci
5.2.34 A CMSL shall not be required to calculate a counterparty expdsurany
deposit provided by the CMSL +to

(a) anapproved exchange;

®  For the avoidance of doubt, a CMShall calculate an individual counterparty risk requirement on past due
amounts arising from any owthe-counterparty derivative contract in accordance with paragraph 5.2.33.
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(b) arecognised exchange;

(c) an approvectlearing house;
[SFA 0N13 (Amendment) 2014
(d) a clearingacility appointed by a recogniseckchange;

(e) Korea Securities Finance Corporation; or

() a corporation which is a member ahy person mentioned in sub
paragraphs (a) t¢d),

to meet margin requirements specified by apgrson referred to in suiparagraphsd) to (f)
or any other requirement specified by any perseferred to in subparagraphsd) to (),
to secure or guarantee obligations of the CMSL in relation tdetding incapital markets

productssecurities or trading in futures contracts

[SFA 0N13 (Amendment) 2018]
5.2.35 A CMSL shall calculate a counterparty exposure from the dagM@L provides
any deposit to any person referred to paragraph 5.2.3# excess of the requirements
specified by that person teecure or guarantee ligations of the CMSL in relation to
its dealing incapital market productsecurities-er-trading-H-futures-contracts

[SFA 0N13 (Amendment) 2018]
5.2.36 A CMSL shall calculate an individual counterparty risk requirement on the
counterparty exposurealculated in accordance with paragraph 5.2.35 as the produigo
of the counterparty exposure and the counterparty risk weight of

@ 0% to any counterparty exposure ari si
any approved exchange approvedclearinghouse;
[SFA 0N13 (Amendment) 2014
() 10% to any counterparty exposure aris
any recognised exchange or clearing facility appointed by a recognised
exchange;

(c) 10% to any counterpart gdepositppovidedte ar i s
any other CMSL that is a member of an approved exchangpmmoved
clearing house; and
[SFA 0N13 (Amendment) 2014
(d 20% to any counterparty exposure aris
a member of a recognised exchange abearing facility appointed by a
recognised exchange.

5.2.37 A CMSL shatblculate an individual counterparty risk requirement on the
counterparty exposurealculated in accordance with paragraph 5.2.35 as the prooiug®o
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of the counterparty exposurera the appropriate counterparty riskeight set out in Annex
5B for—

(a) a counterparty exposure tthe person referred to in suparagraph (e) of
paragraph 5.2.34; and

(b) a counterparty exposure to any person referred to in gavagraph (f) of
paragaph 5.2.34, where the deposits held by that person is not held on a
bankruptcy remote basis.

Interest charged on amounts owed by counterparty
5.2.38 A CMSL shall calculate a counterparty exposure for interest chargeah
amount owed by a counterpartyto the extent that such interess brought into the
accounts of the CMSL as income, as 100#beoiinterest amount.

5.2.39  Subject to paragraph 5.2.40, a CMSL sfadlulate an individual counterparty

risk requirement for the counterparty exposucalculated in accordance with paragraph
5.2.38 as the produalf 8% of the counterparty exposure and the appropriate
counterpartyrisk weight set out in Annex 5B.

5.240 A CMSL magalculate an individual counterparty risk requirement for the
counterpartyexposurecalculated in accordance with paragraph 5.2.38 as the prooiu8®o

of the counterparty exposure and the counterparty risk weight set out in Annex 5B that is
applicable to an unrated exposure of the same entity type as that counterparty.

Amourt owed by counterparty in relation to subscriptidn specified products
iy
5.241 A CMSL which has obtained a commitment from a counterparty to- sub
underwrite,to accept placement of or subscribe gpecified productsecuritiesshall, on
the dayafter—

(@) the date of placement;

(b) close of applications to subscrilb@ thosespecified productseeurities or

(c) announcement of allotment of thosgpecified productsecurities

whichever is the latest, calculate a counterparty exposurehat tounterpartyas 100% of
the excess of any amount that remains unphydthe counterparty over the current market
value of thespecified productsecurities

[SFA 0AN13 (Amendment) 2018]
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5.242 A CMSL shalblculate an individual counterparty rislequirement on the
counterparty exposurealculated in accordance with paragraph 5.2.41 as 100%eof
counterparty exposure.

Off-balance sheet commitment
5.243 A CMSL shall calculate a counterparty exposure for ampatdihce sheet
commitment® specifed in Annex 5Esathe product of the notional amouftof the off-
balancesheet commitment and the relevant CCF set out in Annex 5E.

5.2.44 A CMSL shalblculate an individual counterparty risk requirement on the
counterparty exposurealculated in acaalance with paragraph 5.2.43 as the prodofi8%

of the counterparty exposure and the appropriate counterpaigk weight set out in Annex
5B.

Any other amount owed by counterparty
5.2.45 A CMSL shall calculate a counterparty exposure from the watksin relation to
any amount owed by a counterparty, except to teeent the amount is-

(&) permitted to be excluded from thealculation of any counterparty
exposure;

(b) included in the calculation of armgounterparty exposure in the preceding
paragraphs; or

(c) deducted in the computation of financial resources or adjusted net head
office funds, whichever is applicable
[SFA 0N13 (Amendment) 2014
as 100% of the amount owdwny the counterparty.

5.2.46 A CMSL shalblculate an individuakounterparty risk requirement on the
counterparty exposurealculated in accordance with paragraph 5.2.45 as the prooiu8®o
of the counterparty exposure and the appropriate counterpaigk weight set out in Annex
5B.

10 For the avoidance of doubt, for the purpose of calculating counterparky nésjuirement, offbalance
sheet commitment does not include operating leases.

11 The notional amount of an offalance sheet item refers to the amount which has been committed but is
as yet not drawn upon by the counterparty.
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Annex 5A

CREDIT QUALITY GRADE AND USE OF EXTERNAL CREDIT ASSESSMENTS

1. A CMSL shall assign its counterparty exposure, where applicable, to a credit quality
grade based on the external credit assessneot a recognised ECAI that is applicable to
the counterparty exposure in aordance with Tales 5A1 and 5A2, as the case may bef

this Annex, subject to conditions that the Authority may, by notice in writing, impose on a
relevant CMSL.

2. A CMSL shall use the chosen recognised ECAIs and their external credit assessments
corsistently for each type of counterparty exposure, for both wskghting and risk
management purposes. Where a CMSL has two external credit assessments which map into
different credit quality grades, it shall assign the counterparty exposure to the aedlity

grade associated with the higher counterparty risk weight. Where a CMSL has three or more
external credit assessments which map into two or more different credit quality grades, it
shall assign the counterparty exposure to the credit quality gsociated with the higher

of the two lowest counterparty risk weights A CMSL shall not pick and choose the
assessments provided by different recognised ECAIs nor arbitrarily change its choice of
recognised ECAIs for each type of exposure after italisilection.

3. A CMSL shall perform an appropriate level of due diligence prior to the use of any
recognised ECAI for the purpose of calculating regulatory capital requirements. A CMSL
shall have methodologies that enable it to assess the creditimsilved in exposures to
individual counterparties as well as at a portfolio level. A CMSL shall assess exposures,
regardless of whether they are rated or unrated, and determine whether the counterparty
risk weights applied to such exposures are approprifdr their inherent risk. In those
instances where it determines that the inherent risk of such an exposure, particularly if it is
unrated, is significantly higher than that implied by the counterparty risk weight to which it

is assigned, the CMSL shalakiate whether it has adequate resources to meet the higher
degree of credit risk.

4, A CMSL shall not recognise the effects of netting, collateralisation or other credit risk
mitigants in reducing the counterparty exposure if such effects are alredithcred in the
issuespecific external credit assessment of the counterparty exposure.

12 The CMSL may only use axteznal credit assessment which is accessible to the public. A CMSL may not
use credit assessment that is made available only to the parties to a transaction.

13 For illustration, if there are three external credit assessments mapping into credit qualidggywith risk
weights of 0%, 20% and 50%, then the applicable risk weight is 20%. If there are three external credit
assessments mapping into credit quality grades with risk weights of 20%, 50% and 50%, then the
applicable risk weight is 50%.
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5. Where a counterparty exposure has an isspecific external credit assessment, a
CMSL shall use such assessment. Where a counterparty exposure does not have-an issu
specific external credit assessméht

)

(b)

()

(d)

(e)

if there is an issuspecific external credit assessment for another exposure
to the same counterparty which maps to a counterparty risk weight that is
lower than that applicable to an unrated exposure, a CM&ly use the
iIssuespecific assessment for the other exposure only if the exposure without
an issuespecific assessment ranksari passuwith or is senior to the
exposure with the issuspecific assessment in all respects;

if the counterparty has an ssier external credit assessment which maps to a
counterparty risk weight that is lower than that applicable to an unrated
exposure, a CMSL may use the issuer assessment of the counterparty only if
the exposure is a senior claim;

if there is an issuspecific external credit assessment for another exposure
to the same counterparty which maps to a counterparty risk weight that is
higher than that applicable to an unrated exposure, a CMSL shall use the
issuespecific assessment for the other exposuréh# exposure without an
issuespecific assessment rankmri passuwith or is subordinated to the
exposure with the issuspecific assessment;

if the counterparty has an issuer external credit assessment which maps to a
counterparty risk weight thatsi higher than that applicable to an unrated
exposure, a CMSL shall use the issuer assessment of the counterparty if the
exposure without an issuspecific assessment rankmri passuwith or is
subordinated to the highest unsecured claim on the countenpaot

in all other cases, a CMSL shall apply the counterparty risk weight that is
applicable to an unrated exposure.

6. A CMSL shall not use external credit assessments for a counterparty within a group
to riskweight other counterparties within theame group.

7. Where a counterparty exposure is rakeighted in accordance with paragraphs 5(a)
to (d) above, a CMSL may use a domestic currency external credit asse'Ssomdptifthe
counterparty exposure is denominated in that domestic currency.

4 A shortterm issuespecific external credit assessment cannot be used to derive risk weights for other
short-term claims to the same counterparty, except where set out in paragraphs 16, 17 and 20 of Annex
5B. In all cases, a shddrm issuespecific external cradassessment cannot be used to support a risk
weight for an unrated longerm claim.
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8. A CMSL may use an external credit assessment tewegiht a counterparty
exposure only if the external credit assessment has taken into account and reflects the
entire amount of credit risk exposure the CMSL has with regard to all payments oweéf to it.

9. A CMSL shall not use unsolicited external credit assessments to assign any
counterparty exposure to a credit quality grade, unless

€) it has assessed the quality of the unsolicited external credit assessments that
it intends to use and is satisfigtiat these are comparable in performance
with solicited external credit assessments and maintains relevant records and
documents to be made available to the Authority upon request; and

(b) it uses unsolicited external credit assessments consistently doh ¢ype of
exposures, for both rislweighting and risk management purposes.

10. The Authority may exclude the use of unsolicited external credit assessments by a
recognised ECAI fahe purpose of calculating regulatory capital requirements if the
Authority is not satisfied that the unsolicited assessments are not inferior in quality to the
general quality of solicited assessments. In the event the Authority is of the view that a
recognised ECAI uses unsolicited ratings to put pressure on entities tonofblicited
ratings, the Authority may refuse to recognise such ECAIs as eligible for capital adequacy
purposes.

Table 5A-1: Credit Quality Grades and Recognised ECAls

Credit
Quality
Grade
AAA A+ BBB+ BB+ B+ CCC+
AA+ A BBB BB B CCC
Fitch AA A- BBB BB B- cce
Ratings AA CC
C
D
Moody's Aaa Al Baal Bal Bl Caal
Investors Aal A2 Baa2 Ba2 B2 Caa2
Services Aa2 A3 Baa3 Ba3 B3 Caa3
Aa3 Ca

15 For the avoidance of doubt, a CMSL shall use a foreign currency external credit assessment for a
counterparty exposure denominated in foreign currency.

16 For exampleif a CMSL is owed both principal and interest, the assessment shall fully take into account
and reflect the credit risk associated with repayment of both principal and interest.
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Credit
Quality

Grade

AAA A+ BBB+ BB+ B+ CCC+
Standard & | AA+ A BBB BB B CcccC
Poor's AA A- BBB BB B- cce
Ratings AA CcC
Services C
D
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Table 5A-2: Credit Quality Grades and Recognised ECAIs for Short-Term Exposures
Short-Term
Credit

Quality
Grade

Fitch

. F1 F2 3 Others
Ratings

Moody's
Investors P-1 P-2 P-3 Others
Services
Standard &
Poor's
Ratings
Services

Al A2 A-3 Others

Table 5A-3: Investment Grade External Credit Assessments
Recognised
ECAI
Fitch Ratings BBB/F-3 or better
Moody's
Investors Baa3/R3 or better
Services
Standard &
Poor's
Ratings
Services

External Credit Assessment

BBB/A-3 or better
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Annex 5B
COUNTERPARTY RISK WEIGHTS

Cash and Cash Equivalénts
1. A CMSL shall apply a 0% risk weight to cash.

2. Subject to paragraph 3 below, a CMSL shall apply a 20% risk weight to cheques,
drafts and other items drawn on banking institutions oemchant banks that are either
payable immediately upon presentation or that are in the process of colleétion

3. A CMSL may apply a 0% risk weight to cheques, drafts and other items drawn on
banking institutions or merchant banks that are either payalibemediately upon
presentation or that are in the process of collection if the aggregate exposures to a
counterparty arising from cheques, drafts and other items drawn on banking institutions or
merchant banks that are either payable immediately upon pnéggon or that are in the
process of collection do not exceed $20,000.

Central Government and Central Bank
4, Subject to paragraphs 5 and 6 below, a CMSL shall apply a risk weight to any
counterparty exposure to a central government or a central barkcitordance with Table
5B-1.

Table 5B-1: Risk Weights for Counterparty Exposures to Central Governments and Central
Banks

Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight 0% 20% |50% |100% | 100% | 150% | 100%

5. A CMSL shall apply a 0% risk weight to @wynterparty exposure to the Singapore
Government or the Authority which is denominated in Singapore dollars and funded by
liabilities denominated in Singapore dollars.

6. For any counterparty exposure to any other central government or central bank
which is denominated and funded in thdomesticcurrency of that jurisdiction, a CMSL may

17 Cash equivalents refer to cheques, drafts and other items drawn on k@amkstitutions or merchant
banks that are either payable immediately upon presentation or that are in the process of collection. For
the avoidance of doubt, “cash and cash equival ent s’
deposittaking irstitutions.

18 Where a CMSL has systems and controls in place to ensure that cash has been receiveshbefixee
productssecurities or other items are released to customers, the 20% risk weight shall not apply for such
items.

[SFA 04-N13 (Amendment) 2018]
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apply such risk weights as may be specified by the banking regulatory authority of that
jurisdiction.

PSE
7. Subject to paragraph 8, a CMSL shall apply a risk weiglanyo counterparty
exposure to a PSE in accordance with Tabi2.5B

Table 5B-2: Risk Weights for Counterparty Exposures to PSEs
Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight ‘ 20% |50% |50% |100% | 100% | 150% | 100%

8. A CMSL shalpply a risk weight tany counterparty exposure to a PSE in accordance
with Table 5B3 if—

(&) the exposures to the central government of the jurisdiction of that PSE have a
credit quality gradelobAnnekx3Aancas set out

(b) in the case of a PSE outsi@&gapore, the banking regulatory authority of
the jurisdiction where the PSE is established has exercised the national
discretion to treat the claim on the PSE as a claim on the central government
and the exposures to the central government of the juigtidn of that PSE
have a credit quality glodAmex3Af “1” as

Table 5B-3: Risk Weights for Counterparty Exposures to PSEs where the Central
Government has a Credit Quality Grade of “1”

Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight 0% 20% |20% | 100% | 100% | 150% | 20%

Multilateral Agency
9. Subject to paragraph 10, @MSL shall apply a risk weight to any counterparty
exposure to a multilateral agency in accordance with Tabid.5B

Table 5B-4: Risk Weights for Counterparty Exposures to Multilateral Agencies

Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight 20% |50% |50% |100% |100% | 150% | 50%

10. A CMSL shall apply a 0% risk weight to any counterparty exposure to a recognised
multilateral agency, as set out in Annex 5C.

Banking Institution and Merchant Bank
11. Subject to paragraphs 12 to 17CMSL shall apply a risk weight to any counterparty
exposure to a banking institution or a merchant bank in accordance with Takde 5B
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12. A CMSL may apply a risk weight corresping to a risk weight for shoterm

exposures in Table 58, to any counterparty exposure a
account deposits, savings account deposits, and fixed deposits with an original maturity of
three months or less, which can be uncar@hally withdrawn within 30 days, placed with a

banking institution or a merchant bank.

Table 5B-5: Risk Weights for Counterparty Exposures to Banking Institutions and Merchant
Banks
Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight 20% |50% |50% |100% | 100% | 150% | 50%
Risk Weight for Short- 20% | 20% |20% |50% |50% |150% |20%

Term?® Exposures

13.  Notwithstanding paragraphs 11 and 12CMSL may apply a risk weight-of

@ 0% to any <counterparty exposure arisi
deposited with any ank licensed under the Banking Act (Cap. 19) of credit
guality grade “1” or any merchant bank

(b)  10% to-

0] any shortt er m counterparty exposure ar.i
moneys deposited with any bank licensed enthe Banking Act (Cap.
19) of c¢credit quality grade “27 or
grade “2”; and

(i) any counterparty exposure arising
deposits, savings account deposits, and fixed deposits with an original
maturity of three months or less, which can be unconditionally
withdrawn within 30 days, placed with any bank licensed under the
Banking Act (Cap. 19) of credit qua
of credit quality grade *“2"7.

14. A CMSL shall apply askiweight to any shosterm counterparty exposure to a
banking institution or a merchant bank with an issspecific external credit assessment in
accordance with Table 5&

Table 5B-6: Risk Weights for Short-Term Counterparty Exposures to Banking Institutions
and Merchant Banks with Issue-Specific External Credit Assessments

Short-Term Credit I I I v

19 For the purposes of this table and paragraphs 11 to 13 of this Annex-tehartexposures refer to
exposures with an original maturity of three months or less and that are not expected to be rolled over.
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Quality Grade ‘
Risk Weight 20% 50% 100% 150%

15.  For any counterparty exposure to a banking institution or merchant bank that does
not have an externlacredit assessment by a recognised ECAI, a CMSL shall apply the risk
weight determined in accordance with Table-5Br the risk weight that is applicable to a
counterparty exposure to the central government of the jurisdiction in which the banking
institution or merchant bank is incorporated or established, whichever is higher.

16. If a shortterm counterparty exposure to a banking institution or a merchant bank
with an issuespecific external credit assessment attracts a risk weight that is higher than
that applicable for a sho#term exposure under Table 58 the CMSL shall apply the risk
weight based on the issugpecific assessment to any unrated shistm counterparty
exposure and any exposure referred to in paragraph 12 to the same bankingitiostior
merchant bank.

17.  If a shortterm counterparty exposure to a banking institution or merchant bank with
an issuespecific external credit assessmé&ht

(a)  attracts a risk weight of 50% or 100%, then the CMSL shall apply a risk weight
of not lower than 100% to any unrated sherm counterparty exposure
and any exposure referred to in paragraph 12 to the same banking institution
or merchant bank; or

(b)  attracts a risk weight of 150%, then the CMSL shall apply a risk weight of
150% to any unrad counterparty exposure (whether losigrm or short
term) to the same banking institution or merchant bank.

Corporate Entity
18. A CMSL shall apply a risk weight to any counterparty exposure to a corporate entity
in accordance with Table 5B

Table 5B-7: Risk Weights for Counterparty Exposures to Corporate Entities

Credit Quality Grade 1 2 3 4 5 6 Unrated
Risk Weight 20% |50% |100% |100% |150% | 150% | 100%

19.  Notwithstanding paragraph 18, a CMSL shallwsight any shorterm counterparty
exposure to acorporate entity with an issuspecific external credit assessment in
accordance with Table 58

20 For the avoidance of doubt, in the caskan exposure in which this sentence and paragraph 16 of this
Annex both apply, the CMSL shall apply the higher of the two risk weights.
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Table 5B-8: Risk Weights for Counterparty Exposures to Corporate Entities with Issue-
Specific External Credit Assessments
Short-Term Credit I Il 1 v
Quality Grade

Risk Weight 20% 50% 100% 150%

20.  Notwithstanding paragraph 18, for any counterparty exposure to a corporate entity
that does not have an external credit assessment by a recognised ECAI, a CMSL shall apply
the risk weight determined in accordea with Table 58 or the risk weight that is
applicable to a counterparty exposure to the central government of the jurisdiction in which

the corporate entity is incorporated or established, whichever is highdra shortterm
counterparty exposure to eorporate entitywith issuespecific external credit assessment

(8 attracts a risk weight of 50% or 100%, then the CMSL shall apply a risk weight
of not lower than 100% to any unrated shderm counterparty exposure to
the same corporate; or

(b)  attracts a risk weight of 150%, then the CMSL shall apply a risk weight of
150% to any unrated counterparty exposure (whether legn or short
term) to the same corporate.

21. For the purpose of paragraphs 18 to 20, a counterparty exposure to a corporate
entity refers to a counterparty exposure to any corporation, partnership, limited liability

partnership, sole proprietorship or trustee in respect of a trust, other than a counterparty
exposure to a PSE, multilateral agency, banking institution or merdizarkt

Past Due Exposures
22. A CMSL shall apply a risk weight to the unsecured portion of any counterparty
exposure that is past due for more than 90 days in accordance with Taifle 5B

Table 5B-9: Risk Weights for Past Due Exposures
Condition Risk Weight
Where individual impairment allowances are less than 20% of the
outstanding amount of the exposure

Where individual impairment allowances are no less than 20% of the

outstanding amount of the exposure

Any Other Counterparty
23. A CMSL shahpply a risk weight of 100% to any other counterparty.

21 The Authority may from time to time specify, by notice in writing to the relevant CMSL concerned, a
higher risk weipt for a particular exposure or group of exposures.
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Annex 5C

RECOGNISED MULTILATERAL AGENCIES

Table 5C-1: Recognised Multilateral Agencies
‘ No. Recognised Multilateral Agency

1 The African Development Bank

2 The Asian Development Bank

3 The Agn Infrastructure Investment Bank

34 | The Bank for International Settlements

45 | The Caribbean Development Bank

56 | The Council of Europe Development Bank

67 | The European Bank for Reconstruction and Development

48 | The European Central Bank

89 | The Europan Investment Bank

910 | The European Investment Fund

10 | The European Community

11 | The European Union

1L | HhelaiorimoreoaBovelopeopt Bank

12 | The European Stability Mechanism

12| thoterespotbonalbnco bactiby los v e 010N

13 | The European Rancial Stability Facility

13 | The International Monetary Fund

14 | The InterAmerican Development Bank

14 | The lslamic Development Bank

15 | The International Finance Facility for Immunisation

15 | The Nordictnvestment Bank

16 | The International Monetary Ful

16 he World Banrk-Group—includi n a

17 | The Islamic Development Bank

18 | The Nordic Investment Bank

19 | The World Bank Group, including the International Bank for Reconstruction arf
Development, The Internation&inanceCorporation, The Multilateral Investmen
Guarantee Agency and The International Development Association

[SFA 0N13 (Amendment) 2018]
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Annex 5D

CREDIT EXPOSURE FACTORS FOR OVER-THE-COUNTER DERIVATIVES CONTRACTS

Table 5D-1: Credit Exposure Factors??

Over-the-counter Derivative Residual Maturity
Contract Oneyearor Overoneyear Over five years
1133 to five years
(a) | Foreign Exchange Rate & Gold 1.0% 5.0% 7.5%
(b) | Interest Rates?? 0.0% 0.5% 1.5%
(c) | Equity 6.0% 8.0% 10.0%
(d) | Precious Metals (except gold) 7.0% 7.0% 8.0%

(e) | Other Commodities -
Includes any forwardontract,
swap, purchased option and other| 10.0% 12.0% 15.0%
similar derivative contracts which
are not classified in (a) to (d)

() | Credit Derivatives Contract Protection buyer Protection seller
Total Return Swap
Qualifying reference obligatih 5% 5%
Non-qualifying reference obligation| 10% 10%
Credit Default Swap?®

22 (a) For a transaction with multiple exchanges of principal, the-@udactors are to be multiplied by the

number of remaining payments in the contract.
(b) For a transaction that is structured tete outstanding exposures following specified payment dates
and where the terms are reset such that the market value of the contract is zero on these specified dates,
the residual maturity shall be equal to the time until the next reset date. In the ohs@ interest rate
contract with a remaining maturity of more than one year which meets the above criteria, th@madd
factor is subject to a minimum of 0.5%.

23 No potential credit exposure shall be calculated for single currency floating/floatingestteate swaps.

The exposure on these contracts shall be evaluated solely on the basis of their fair values.

24 Qualifying reference obligation means agyecified productseeurity-that is issued by any multilateral
agency, angpecified producseeurity(including one issued by a PSE) that has a credit quality grade of "3"
or better as set out in Annex 5A of this Part based on the external credit assessment of at least one
recognised ECAI, and any unratgzbcified producseeurityissued by a PSE whibklongs to a country
with a credit quality grade of “ bpecifiadsproduestedriyut i n A
has more than one external credit assessment and these map into different credit quality grades,
paragraph 2 of Annex 5A shapiply.

[SFA 04-N13 (Amendment) 2018]
25 Where the credit derivativecontract is a firsto-default transaction, the potential credit exposure shall

be determined by the lowest quality underlying reference obligation in the basket, i.e. if there i®any n
qualifying reference obligation in the basket, the agumalifying reference obligation shall be used. For a
secondto-default transaction, the potential credit exposure shall be determined by the second lowest
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Quialifying reference obligation 5% 5%°
Nonrqualifying reference obligation| 10% 1096’
[SFA 0N13 (Amendment) 2018]

quality underlying reference obligation the basket. For a ntfo-default transaction, the potential credit
exposureshall be determined by the nth lowest quality underlying reference obligation in the basket.

The protection seller of a credit default swap shall only be subject to the arpdsure factor where it is
subject to closeout upon the insolvency of the protection buyer while the underlying reference obligation
is still solvent. The potential credit exposure should be capped to the amount of unpaid premiums.

The protection selleof a credit default swap shall only be subject to the credit exposure factor where it is
subject to closeout upon the insolvency of the protection buyer while the underlying reference obligation
is still solvent. The potential credit exposure should bgpeal to the amount of unpaid premiums.

26

27
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CREDIT CONVERSION FACTORS FOR OFF-BALANCE SHEET COMMITMENTS

Table 5E-1: Credit Conversion Factors (CCF)

Annex 5E

‘ Description of Off-balance Sheet Item ‘ CCF ‘
Guarantees and other direct credit substitutés 100%
Commitments with certain drawdown 100%
Transactions, other thaproductseeuritiesfinancing transactions, | 100%
involving the posting of securities held by the CMSL as eddliat
Transactiorrelated contingent item® 50%
Asset sales with recourse, where the credit risk remains with the| 100%
CMSE°
Other commitments
(i) with an original effective maturity of more than one year 50%
(i) with an original effective marity of one year or less 20%

(i) which are unconditionally cancellable at any time by the CM¢

0%

[SFA 0N13 (Amendment) 2018]

28 For example, general guarantees of indebtedness, and financial guarantees for loarespaatimarkets

productsecurities

[SFA 04N13 (Amendment) 2018]

2% For example, performance bonds.

30 The terms of the agreeamt are such that there is no substantial transfer of all risks and rewards of
ownership to the counterparty. The CMSL shall maintain financial resources for these items according to

the type of asset, and not according to the type of counterparty wittomvhthe transaction has been

entered into.
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Annex 5F

NETTING

Section 1: Scope of Application

1.1  Netting shall only apply to a transaction with bilateral negtiagreements that meet

the requirements set out in this Annex, and shall only involve a group of transactions
between a CMSL and a counterparty containing transactions in only one of the following
product categories:

(@)  overthe-counter derivative contract;

(b) repurchase, reverse repurchasespecified products seeurities—lending
transaction and securities borrowing transaction; or

(c) productseeuritiesfinancing transaction.
[SFA 04N13 (Amendment) 2018]

1.2  Onbalance sheet items shall not betterl against offoalance sheet items.

Section 2: Requirements for Netting Agreements
2.1  Subject to this Section and Sections 3 and 4 of this Annex, a CMSL shall
(@) obtain a written independent legal opinion confirming that the netting
agreement is val, effective and enforceable for each of the following

jurisdictions:

0] the jurisdiction in which the counterparty is incorporated or
established,;

(D) if a foreign branch of the CMSL or the counterparty has entered or will
be entering into the transation, the jurisdiction in which the branch
of the CMSL or the counterparty, as the case may be, is located;

(i) the jurisdiction whose law governs the netting agreement; and

(iv)  the jurisdiction whose law governs any transaction subject to the
netting agreement if different from suparagraph (a)(iii),
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(referred to as “relevant jurisdicti

(b) in relation to a netting agreement containing transactions in paragraph 1.1(b)
and (c) above, ensure that the netting agreement

(1) provides the nordefaulting party the right to terminate and closeit
in a timely manner all transactions upon the occurrence of a
termination event as defined in the netting agreement, including the
default or insolvency of the defaulting party; and

(i) allows for the prompt liquidation or seiff of collateral upon the
event of default; and

(c) ensure that the transactions covered in the netting agreement are marked
to-market daily.

2.2 A CMSL shall provide to the Authority, if so requested,

(@) asumnary listing® of the source and date of each legal opinion obtained for
the purposes of paragraph 2.1(a), stating in each case, whether such legal
opinion was commissioned specifigaby the CMSL, by the CMSL collectively
with any other party, or by sometleer third party; and

(b)  copies of, or access to, the netting agreement and the legal opinions
obtained for the purposes of paragraph 2.1(a).

Section 3: Legal Opinions obtained for purposes of paragraph 2.1(a)
3.1 Alegal opinion sha#
@) be in the form of a memorandum of law and addressed directly to the CMSL
or the sponsors of a particular netting agreement or form of netting

agreement; or

(b) be an opinion on a particular netting agreement sougbtlectively bya
number of parties (includinthe CMSL).

3.2 Each legal opinion shall confirm that in an event of default as defined under the
netting agreement, including liquidation, bankruptcy or other similar circumstance of either

31 This can be prepared by either the external or internal legal adviser of the CMSL.

Monetary Authority of Singapore 51

on



the counterparty or the CMSL, the courts and administrative arities®? of the relevant
jurisdiction will find that the claims and obligations of the CMSL pursuant to the relevant
transactions would be limited to a net sum calculated in acancg with the netting
agreement under the law of the relevant jurisdiction.

3.3 In addition, each legal opinion shodid-

€) highlight the material clauses in the netting agreement that provide for the
netting of transactions (“materi al net

(b)  confirm that the unenforceability or illegality of any clause (otheartha
material netting clause) in the netting agreement is unlikely to undermine the
material netting clauses referred to in sylaragraph (a) above;

(c) state the circumstances under which the netting agreement may be relied
upon, including-

() the legal form of, or activities conducted by, the counterparty; and

(i) whether certain counterparties (such as banks, insurance companies
or local authorities) may be subject to special rules relating to
insolvency as a result of the legal form of, or ati#g conducted by,
the counterparties;

(d)  state whether the netting or other default provisions in the netting
agreement are enforceable or enforceable differently (and if so, the extent of
the difference) in a notiquidation event, such as administian, judicial
management, receivership, voluntary arrangement and a scheme of
arrangement;

(e) state to what extent, if at all, the netting needs to be reflected in the records
of the counterparties in order for it to be valid, effective and enforceable;

() state whether a court or administrative authority in the jurisdiction covered
by the legal opinion would uphold the rate chosen for the conversion of
foreign currency obligations for the purpose of calculating the ctmse
amount and whether there r@ any statutory or other applicable rules that
may affect this aspect of the netting agreement;

32 This includes a cougppointed administrator and an administrator appointed by a regulatory authority.
33 This is not intende to be an exhaustive list of all the matters that should be covered in a legal opinion
obtained for the purpose of paragraph 2.1(a).
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(g)  state whether, under the law of the jurisdiction covered by the legal opinion,
it is necessary for the enforceability of the netting that all transactibas
regarded as part of a single agreement, and if so, whether there is anything in
the closeout methodology which may be held to be inconsistent with the
treatment of all transactions as part of a single agreement and the effect it
may have on the nettig;

(h)  state whether there is any reason to believe that the netting agreement
would be unenforceable because of the law of another jurisdiction;

0] state whether there is any preference specified in the netting agreement for
automatic rather than optioal closeout, and if so, whether such preference
would affect the enforceability of the netting agreement;

()] state whether there are legal problems in exercising any discretion or
flexibility provided for in the netting agreement, and if so, whetheicts
problems affect the enforceability of the netting agreement; and

(k) if other clauses are added to a standard form agreement, confirm that such
additional clauses do not throw any reasonable doubt or affect the overall
validity, effectiveness or enfoeability of the netting agreement.

3.4  The Authority is aware that it may not be possible for a CMSL to obtain a legal
opinion that provides a definitive view on the validity, effectiveness and enforceability of
the netting agreement without certain assiptions or qualifications. The presenper se

of assumptions and qualifications within the legal opinion will not render the legal opinion
unsatisfactory. However, the assumptions underlying the legal opinion shall not be unduly
restrictive. They shalléspecific, of a factual nature and adequately explained within the
legal opinion. Where qualifications are made, these shall be specific and their effect shall be
adequately explained within the legal opinion. A CMSL shall examine and assess the
assumptims and qualifications in the legal opinion.

3.5 If the CMSL determines that
(@) the absence of any of the information listed in paragraph 3.3; or
(b)  any of the assumptions or qualifications in the legal opinion,

gives rise to reasonable doubt as to thelidity, effectiveness or enforceability of the
netting agreement, the CMSL shall not recognise the netting agreement.

3.6 In this regard, where there is more than one relevant jurisdiction in relation to a
netting agreement, the CMSL shall not recogritse netting agreement, if the CMSL has any
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reasonable doubt, based on its own evaluation of the legal opinions, as to whether the
netting agreement is valid, effective and enforceable in any relevant jurisdiction considering
the potential for conflicts blaws and whether action may be taken by insolvency officials in
other jurisdictions.

3.7 The CMSL shall review each legal opinion and obtain updates thereto, either in the
form of a fresh legal opinion or a letter from an external firm of lawyerdionmg that the
opinion on the validity, effectiveness and enforceability of the netting agreement remains
unchanged. Each legal opinion should be reviewed at least once every 12 months, but in any
case shall be reviewed no later than 15 months from thevipus review*. The CMSL shall

also document the sources of the legal opinions, and the expertise of the persons giving the
legal opinions.

3.8  Notwithstanding paragraph 2.1(a), where any relevant jurisdiction does not
recognise netting or recognises ttiag only in a limited form, the CMSL shall report
transactions for which that jurisdiction is a relevant jurisdiction on a gross basis. All other
transactions under the same netting agreement may be reported on a net basis.

3.9 The CMSL shall inform th&uthority immediately when it becomes aware of any
relevant jurisdiction that does not recognise netting or recognises netting only in a limited
form (whether as to certain products, or with counterparties of certain legal forms or
counterparties perforrmg certain activities).

3.10 Where a CMSL is aware that a supervisory authority of the counterparty of the CMSL
(whether the supervisory authority is the home or host supervisor) is not satisfied that a
netting agreement is legally valid, effective or emfeable under the law of the jurisdiction

of that supervisory authority, the CMSL shall not recognise the netting agreement,
notwithstanding any legal opinion obtained by the CMSL.

34 A CMSL is exempt from the requirement to review each legal opinion no later than 15 months from the
previous reviewin the case of independent legal opinions commissioned and collated by the International
Swaps and Derivatives Association, the Securities Industry and Financial Markets Association, the
International Capital Market Association and the International SeesrLending Association, which are
updated by the associations on an annual basis. The CMSL shall assess whether such legal opinions meet
the conditions and requirements set out in this Annex.
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Section 4: Policies, Systems and Controls

41 A CMSL shall have inapk a netting policy that sets out, as a minimum, the

following:
(a)
(b)
(c)

(d)

(e)

(f)

the person responsible for setting and reviewing the policy on netting;
the frequency of review of the netting policy;

the person responsible for approving the applicationaafietting agreement

to any transaction (including determining whether the netting agreement is
covered by an existing legal opinion or whether separate legal opinions are
required);

how the CMSL monitors legal developments affecting its netting agee&n
and the need to obtain additional legal opinions;

what the CMSL is to include in its netting agreements to ensure that its
interests, rights and obligations are duly reflected; and

the processes for determining and reporting net exposuresingdividual
counterparties.

4.2 The CMSL shall also have in place adequate systems and controls to monitor the
transactions, including systems and controls to ensure that

(@)

(b)

()

(d)

only transactions entered into by the CMSL with a counterparty that are
coveredby a netting agreement that meet the conditions and requirements
set out within this Annex are netted;

net exposures to individual counterparties are accurately determined and
reported;

documentary evidence of the transactions subject to nejtare maintained
and appropriately safeguarded and the CMSL is able to produce such
documentary evidence, if required by the Authority;

the legal opinions are not superseded by subsequent changes in the laws of
the relevant jurisdictions. The follong shall be duly documented and should

be updated at least once every 12 months, but in any case, shall be updated
no later than 15 months from the previous update:
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0] the types of counterparties and transactions covered by each netting
agreement; and

(i1 the relevant jurisdictions for each netting agreement to which the
CMSL is a party. The CMSL shall note any jurisdiction for which any
doubt may exist as to the legal validity, effectiveness or enforceability
of netting and what action the CMSL hasdalas a result;

(e)  counterparty limits are monitored in terms of such net exposures; and

() potential rolloff exposures, which occur upon maturity of shdeted
obligations that are netted against longer dated claims, are monitored.

43 A CMSL shall antain all documentation referred to in Sections 2 and 3 of this
Annex for a period of 5 years.

Monetary Authority of Singapore 56



Annex 5G
REQUIREMENTS FOR RECOGNITION OF ACCEPTABLE COLLATERAL
1. A CMSL shall ensure that the requirements in paragraph 3 are complied with before
the GQMSL recognises the effects of the following collateral in reducing its counterparty
exposure to the counterparty
(@) cash;
(b)  gold;

(c) a share or convertible bond listexh the Singapore Exchange Securities
Trading Limited;

(d)  ashare or convertie bond listedon a recognised exchange and thatis

() in the case of a share, included in a market index of that recognised
exchange; or

(i) i ssued by a corpor at ofootlessihdani$206 har e h
million or its equivalent in anforeign currency;

(e) adebt security-

0] issued by a central government or central bank, PSE, or recognised
multilateral agency as set out in Annex 5C, where the debt security
has a longerm rating of—

(A)not less than BBoy Fitch Ratings;
Bnot | ess t hanlnvBstoBSerbices;dMoody’ s

(CnotlessthanBBy St andard & Poor’' s;

(D) issued by any other entity, where the debt security hderarterm
rating of—

(A)not less than BBBy FitchRatings;

(B)not less than Baa3 by Mod ylnvestor Services; or
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(C)notlessthanBBB Yy St andard & Poor ' s;
(i)  being a shorterm debt instrumentwith a rating o
(A)not less than B by Fitch Ratings;
(B)notlessthan B by MinvestbySersices; or
(C)notlessthamd-3 by Standard & Poor’'s; or

(iv) listed on the Singapore Exchange Securities Trading Limited or a

recogni sed exchange i f, and only i
that exchange and qualify as a share referred to ingakagraph (c)
or (d);

() acollective investment scheme

() authorised by the Authority undesection 286 of the Act (other than
exchange traded funds and propefiynds); or

(i) recognised by the Authority undeection 287 of the Act (other than
exchange traded funds andqgperty funds)—

(A)  for which prices are published daipnd

(B)  which invests at least 90% tfe deposited property of the
collective investment scheme in instrumerising any or all of
the instruments specified in paragraphs (a) to (k) (including
this paragraph);

(g0 an exchange traded fund quoted d¢ime Singapore Exchange Securities
Trading Limited or a recognised exchange, which tracks an index of, or basket
of, stocksgquoted on—

0] the Singapore Exchange Securifleading Limited; or

(i) a recognised exchange;

(h)  a property fund listed on the SingapoExchange Securities Trading Limited
or a recognised exchange;

0] any contract traded or
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(1) the Singapore Exchange Securifi@ading Limited; or

(i) a recognised exchangeherethe shares of the issuer of the contract,
and the shares of thessuer of the underlying security, qualify as a
shae referred toin subparagraph(c) or (d);

0) in the case of an initial publaffer, specified productseeuritiesto be listed
for quotation or quoted on the Singapoiexchange Securities Trading Limited
which have been fully paid faay a customer of the CMSL; or

[SFA 04N13 (Amendment) 2018]

(K) specified productseeuritiesquoted on the Centradlimit Order Book (CLOB)
International.

[SFA 04N13 (Amendment) 2018]

2. For the purposes of paragraph-1

@ “exchange traded fund”, means a <coll e
with the acquisition, holding, management or disposal of a portfolio of
predetermined constituent assets ipredetermined proportions, which
constituent assets principally comprise securities listed for quotation on any
approvedsecuritiesexchange or overseagedritiesexchange;

[SFA 0N13 (Amendment) 2018]

() “property fund”, h a €odé dn€ollsctvenlavestmeat n i n g
Schemes.
3. A CMSL shall ensure that the following requirements are complied with before it

recognises the effect of any collateral:
(@) the collateral is liquid and readily convertible into cash;
(b)  the collateral $ in the possession or control of the CMSL,;

(c) the collateral is subject to a collateral agreement between the counterparty
and the CMSL which is evidenced in writing, legally binding on them,
irrevocable and enforceable against the counterparty, andctviprovides the
CMSL with an unconditional right to apply the collateral, or to sell the
collateral or otherwise convert the collateral into cash;
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(d) the credit quality of the counterparty and the value of the collateral do not
have a material positiveorrelation®>; and

(e) the collateral is not a security that is prohibited from serving as collateral by

an approved exchange approvedclearing house (as the case may be);
[SFA 0N13 (Amendment) 2014

() the legal mechanism by which collateral is led, assigned or transferred
shall confer on the CMSL the right to liquidate or take legal possession of the
collateral, in a timely manner, in the event of the default, insolvency or
bankruptcy (or one or more otherwisgefined credit events set out in éh
transaction documentation) of the counterparty (and, where applicable, of
the custodian holding the collateral);

() the CMSL has taken all steps necessary to fulfil those requirements under the
| aw applicable to the CMSdbtaisingiamdt er est
maintaining an enforceable security interésbr for exercising a right to net
or set off in relation to title transfer collateral;

(h) the CMSL has implemented clear and robust procedures for the timely
liquidation of collateral to ensurdghat any legal conditions required for
declaring default of counterparty and liquidating the collateral are observed,
and that the collateral can be liquidated promptly; and

0] where the collateral is held by a custodian, the CMSL has taken reasonable
steps to ensure that the custodian segregates the collateral from the
custodian’s own assets.

3% For example, the collateral shall not be a security isshigcthe counterparty that gives rise to the
counterparty exposure or by a related corporation of that counterparty.
36 For example, by registering it with a registrar.
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APPLICABLE HAIRCUTS FOR COLLATERAL

Table 5H-1: Collateral (Excluding Debt Securities)
‘ Collateral

Annex 5H

‘ Haircut (%)

Exchange Securities Trading Limited or a
recognisetexchange, and that is included in the FTSE
Straits Times Index, MSCI Singagdenee Index or a market
index of a recognised exchange

Cash 0
Gold 15
Sharesand convertitle bonds that are listed on Singapore| 15

recognised exchange and issued by a corporation with
shar ehol dfnottess thanb20a million or its
equivalent in anyoreigncurrency

Sharesand convertible bondthat are listed on Singapore | 25
Exchange Securitidgading Limited
Sharesand convertible bonds that are listed on a 25

Collectiveinvestment schemes (other than exchange
traded funds and propertjunds)

25 or highest haircut
applicableto the deposited
property of the collective
investment scheme,
whicheveris lower

Exchangeraded funds quoted on Singaporedhange 25
SecuritiesTrading Limited or a recognised exchange
Property funds listed on Singapore Exchange 25
SecuritiesTrading Limited or a recognised exchange

Any other contract traded on Singapore Exchange 40
SecuritiesTrading Limited or a recognisegahange

Initial public offerings to be listed for quotation or quoted| 25
on the Singapore Exchange Securifieading

Limited,which has been fully paid for by a customer
Specified productSecuritieqquoted on Central Limit Orde| 25
Book (CLOB) Internanal

Any othercollateral 100

[SFA 0N13 (Amendment) 2018]
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Table 5H-2: Collateral (Debt Securities)

\ Collateral \ Haircut (%)
Issued by a
I
Debt Securities with issue rating of Residual centra
. government Other Issuers
(Long-term/Short-term) — Maturity
or central
LET
1 Fitch Ratings: AAA to AA-1 < Year 0.5 1
1 Moody's Investors Serviceaa >1year, 5 4
to Aa3/ R1 <5 ye

1 Standard & Poor's Ratings

>
ServicesAAA to AAA-1 5 years 4 3
{ Fitch Ratings: A+ to BBB-2to - | < Year 1 5
3 >lyear, 3 6

1 Moody's Investors Service8lto | <5 Y €
Baa3/R2to P-3

1 Standard & Poor's Ratings >5 years 6 12
ServicesA+ to BBBA-2to A-3

1 Fitch Ratings: BB+ to BB 1 PSE or recognise

1 Moody's Investors Services: Bal multilateral
to Ba3 All 15 agency: 25

1 Standard & Poor's Ratings 1 Any other entity:
Services: BB+ to BB 100

Debt securities that are listed

on Singapore Exchange
SecuritiesTrading Imited or a
recognised exchange, where the
i S s slames-s

(a) are listed on theame exchange; All NA 15
and

(b) included in the Strait§imes
Index, MSCI Singapore Free Index ¢
market index of a
recognisecexchange

Debt securities that are listed
on Singapore Exchange
SecuritiesTrading Limited or a

recognised exchange, where the Al NA 25
i s s whares ase listed on the sam

exchange

Any other debt securities All 100 100

In Table 52, where more than one haircut is applicable to the collatetae CMSL may
apply the lowest applicable haircut to the collateral.
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PART VI: POSITION RISK REQUIREMENT

Division 1: Overview of Position Risk Requirement

Overview
6.1.1 Except as provided in paragraph 6.1.2CMSL shall calculate a position risk
requirement for any positiom a security, futures contract, forward contract, physical
commodity,derivatives contract on a physical commodity, foreign exchange contwa@ny
other instrument that the CMSL holds as a principal, unless such item hasledaated in
the computation of financial resources or adjusted net head office fundsichever is
applicable, under Division 2 of Part IlI.
[SFA 0413 (Amendment) 2014
[SFA 04N13 (Amendment) 2018]
6.1.2 Where the CMSholds such a position as a resuwf a net underwriting
commitment,the CMSL shall calculate an underwriting risk requirementhat position in
accordance with Part VII, and not a position risk requirement.

6.1.3 Subject to paragraph8.1.4to 6.1.8 a CMSL shall calculate its positiask
requirement—

(@) in accordance with Division 2 of this Part;

(b) where the CMSL has prior writtepproval from the Authority, in
accordance with a risk measuremanbdel and subject to such conditions
and restrictions as the Authorityay impo®; or

(c) in such other manner as the Authorityay specify by notice in writing to
the relevant CMSL concerned.

6.1.4 A CMSL shall calculate a position risk requirement as the sum of the following:

(&) equity position risk requirement calculated in acdance with Suldivision
1 of Division 2 of this Part;

(b) equity derivatives position risk requirement calculated in accordance with
Subdivision 2 of Division 2 of this Part;
[SFA 0N13 (Amendment) 2018]
(c) debt position risk requirement calculated accordance with Sudivision 3
of Division 2 of this Part;
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(d) debt derivatives position risk requirement calculated in accordance with
Subdivision 4 of Division 2 of this Part;
[SFA 0N13 (Amendment) 2018]
(e) commodity position risk requirementalculated in accordance with Sub
division 5 of Division 2 of this Part;

(H commodity derivative position riskrequirement calculated in accordance
with Subdivision 6 of Division 2 of this Part;
[SFA 0N13 (Amendment) 2018]
(g) foreign exchange sk requirement calculated in accordance with Sub
division 7 of Division 2 of this Part; and

(h) any other position risk requirement calculated in accordance with-Sub
division 8 of Division 2 of this Part.

Valuation
6.1.5 A CMSL shall value, on a déihsis, any position at the current market value of
the position.

6.1.6 Where a CMSL is required to convert positions in derivatantracts into
notional positions under this Part, a CMSL shall convert its positions in equity, debt, physical
commodity and foreign exchange derivatigecontracts into notional positions in the
relevant underlying instruments and value the notional positions at the current market
value of the relevant underlying instruments. Annex 6A illustrates how a CMSL should
convert podtions in derivative contracts into notional positions in the relevant underlying
instruments.

[SFA 0N13 (Amendment) 2018]

Netting
6.1.7 Forthe purpose of determining its position in any equity security, equity

derivatives contract, debt security, debderivatives contract, physical commodity, or
physical commodity derivatigecontract, a CMSL may derive its net position, before the
calculation of each position risk requirement specified in paragraph 6.1.4, in accordance
with Annex 6B.

[SFA 0AN13 (Am@adment) 2018]

Holdings in funds
6.1.8 A CMSL shall use either of the following methods to calculate the position risk
requirement for a position in any fund, other than a position in a collective investment
schemereferred to in paragraph 6.2.1(adyhere the position risk requirement isalculated
in accordance with Sutlivision 1 of Division 2 of this P&t

37 The position risk requirement should be reported under paragraph 6.1.4 based on khacter that is
applied, for example, if the risk factor applied corresponds to a risk factor under the debt position risk
requirement, then the position risk requirement should be reported as a debt position risk requirement.
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(a) calculate the position risk requirement for each of the individual underlying
positions in the constituents of the fund in accordance with paaipfr6.1.4;

(b) calculate the position risk requirement by assuming that the fund first
invests, to the maximum extent allowed under its investment mandate, in
the instruments attracting the highest position risk requirement, and then
continues making irestments in descending order until the maximum total
investment level is reached; or

(c) calculate the position risk requirement by applying the highest of the risk
factors applicable to each of the individual underlying positions in the
constituents of he fund, to the net position in the fund.
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Division 2: Methods for Calculating Position Risk Requirements

Subdivision 1: Equity Position Risk Requirement

6.2.1 ACMSL shall calculate its equity position riesfjuirement in accordance with
paragraphs 6.2. t0 6.2.12 and 6.2.24 to 6.2.26, for any position it holds as a principal in the
following equity instruments:

(@)

(b)
()

(d)

(e)

an equity security, except an equity position hedgamgoption, to the
extent to which the nominal amount of the equippsition is matbed by
the nominal amount of the equitgecurity underlying the optiorwhich the
CMSL has included in the calculation of its eqdésivatives position risk
requirement;

[SFA 0N13 (Amendment) 2018]

a depository receipt;
a convertible secuty if —

(i) less than 30 days remain to the fiite on which conversion may
take place; and

(i) the convertible securitys trading at a premium of less than 10%;
a collective investment schemehere the underlying instruments have

equity positon risk or equity derivativeposition risk; and
[SFA 0N13 (Amendment) 2018]

any other instrument that has equity position risk.

6.2.2 For the purposes of 6.2.1,@MSL applying the equity building block method as
set out in paragraphs 6.2.10 to612 shal-

(@)

(b)

allocate each equity position to the country or territory where the
instrument is listed or, if the instrument is not listed, wheéhe issuer is
incorporated, and shall includeny depository receipt on a stock or shame
the countryor territory wherethe underlying stock or share is listed; and

in the case of a position in an index or basket of equity securities, allocate
the position to—
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() one or more countries or territories based on the countries or
territories to which the underlying equity securities belong under sub
paragraph (a) above, with the value allocated to each country or
territory reflecting that country’
total market value of the equity securities in the index or basket; or

(i) a hypothetical country or territory, with the value allocated to that
hypothetical country or territory equal to the total market value of
the equity securities in the index or basket.

6.2.3 For the purposesf paragraph6.2.1, the premium of a corertible security shall
be calculated as the exceskthe current market value of the convertible security over the
currentmarket value of the underlying equity security, expressed as a percenofathe
current market value of the underlying equity seityr

6.2.4 Where a convertible security does not meet the conditions in paragraph
6.2.1€),a CMSL may include any position in such convertible security in the calculation of
the equity position risk requiremerdf the CMSL, provided that the convertitdecurity is
inthe money by at least the appropriate equity standard method positionfastor.

Inclusion of equity derivativecontracts
6.2.5 Forthe purposes of paragraph 6.2.1, a CMSL may include any pasitiolils as
a principal in the followig equity derivative contracts:

[SFA 0N13 (Amendment) 2018]
(@) a futures contract, forward contract or CFD a&m equity security, an index
of equity securities or a basket of equity securities;

(b) awarrant or an option on an equity security, an ina@éequity securities or
a basket of equity securities provided that the warrant or option is in the
money by at least the appropriatquity standard method position risk
factor for the underlying equity position;

(c) a synthetic long or short positian an equity security, an index of equity
securities or a basket of equity securities; and

(d) an equity swap.

6.2.6 For the purposef including a position in a depository receipt, a warrant, a
convertible security or any other equity derivatiszeontract in the calculation of its equity
position risk requirement, a CMSL shall derive the notional position of the depository
receipt, warrant, convertible security or any other equity derivatigentract in accordance
with paragraph 6.1.6.

[SFA 0N13 (Amedment) 2018]
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Methods to calculate equity position risk requirement
6.2.7 ACMSL shall use either of the following methods to calcutaesquity position
risk requirement and apply the chosen method consistently for all positions included in the
calculdion:

(a) equity standard method as set out in paragraph 6.2.9; or
(b) equity building block method as set out in paragraphs 6.2.10 to 6.2.12.

6.2.8 The equity position risk requirement of a CMSL shall be the aggregate of the
equity position risk requements calculated in accordance with paragraph 6.2.7.

Equity standard method
6.2.9 A CMSL applying the equity standard method shall calculate its equity position
risk requirement by carrying out the following steps:

(@) determine the net position in edhequity security by netting gross
positions inthe equity security;

(b) calculate an equity position riskquirement for each net position in an
equity security, as the product ¢iie absolute value of the current market
value of the equity security althe appropriate equity standard method
position risk factor set out in Tablel and

(c) aggregate theequity position risk requirements for all net positions in
equity securitiecalculated in accordanagith sub-paragraph (b).

TABLE@.: Equity Stadard Method Position Risk Factors

) . Equity Position
Type of Equity Security Risk Factor

Quialifying equity indices 10%
Other equity indices 16%
Collective investment schemes (including exchammgéded funds), 10%
where investments are restricted to qualifyieguity indices

Other collective investment schemes 16%
Any single equities 16%

Equity building block method
6.2.10 A CMSL applying the equity building block method shall calculate its equity
position risk requirement by carrying out the followji steps:
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(a) calculate the equity position riglequirement for each country or territory
as the sum of

(i) the equity specific risk requiremefdr that country or territory
calculated in accordance with paragraph 6.2.11; and

(i) the equity geneal risk requirementor that country or territory
calculated in accordance with paragraph 6.2.12; and

(b) calculate the equity position riglequirement as the aggregate of equity
position risk requirement$or all countries and territories.

Equity speific risk requirement
6.2.11 To calculate the equity specific risk requirement for a country or territory, a
CMSL sha#t

(a) allocate each gross position in aquity security to an appropriate country
or territory in accordance with paragraph 6.2.2;

(b) net positions in an equity security for eaefuity security allocated to that
country or territory;

(c) for each net position in an equigecurity allocated to that country or
territory, calculate the product ahe —

(i) absolute value of the auent marketvalue of the net position; and

(i) appropriate equity specific positiamsk factor set outin Table €2;
and

(d) calculate the equity specific riskquirement of that country or territory as
the sum of the productalculated in sulparagraph (c) for all negpositions

in equity securities allocated to that country or territory.

TABLE-@: Equity Building Block Methedequity Specific Position Risk Factors

‘ Type of Equity Security Equity Position Risk Factor

1 Qualifying equity indices; or
1 Collective investment schemes (including

. 0%

exchangdraded funds), where investments are °
restricted to qualifying equity indices

Other equity securities, indices of equity securities 8¢

0

baskets of equity securities

Monetary Authority of Singapore 69



Equity general risk requiremén
6.2.12 To calculate the equity general risk requirement for a country or territory, a
CMSL shal

(a) allocate each gross position in agquity security to an appropriate country
or territory in accordance with paragraph 6.2.2;

(b) net positions in dlequity securities allocatet that country or territory,
including net positions in differergquity securities; and

(c) calculate the equity general riskquirement for that country or territory as
the sum of-

(i) the product of the absolute vatuof the currentmarket value of the
net long or short position calculated in accordamdgéh sub
paragraph (b), and the equity general positiask factor of 8%; and

(i) where applicable, the product of the net long or short position in a
qualifying eaquity index or collective investment scheme (including
exchangdraded funds) where investments are restricted to
qualifying equity indices, and a position risk factor of 2%.

Subdivision 2: Equity Derivatives Position Risk Requirement

6.2.13 ACMSL shallcalculate an equity derivatie position risk requiremenin
accordance with paragraphs 6.2.14 to 6.2.26 for any positioan equity derivative
contract, except to the extent that the CMSLpisrmitted under paragraph 6.2.5 to elect and
has electedo calculate an equity position risk requirement for the equigrivative
contract

[SFA 0AN13 (Amendment) 2018]

6.2.14 ACMSL shall use any of the following methods, as applicableglculate the
equity derivatives position risk requirement:
[SFA 0N13 (Amendment) 2018]

(@) equity hedging method as set out in paragraph 6.2.16;
(b) equity margin method as set out in paragraphs 6.2.17 to 6.2.19; or

(c) equity basic method as set out in paragraphs 6.2.20 to 6.2.23.

Monetary Authority of Singapore 70



6.2.15  Theequity derivatives postion risk requirement of a CMSL shall be the
aggregateof the equity derivative position risk requirements calculated azcordance with
paragraph 6.2.148

[SFA 04N13 (Amendment) 2018]

Equity hedging method
6.2.16 ACMSL may use the equity hedging nethas specified in Table -Fof Annex
6F to calculate an equity derivatiypositionrisk requirement in relation to a position in an
equity security hedging position in an option on that equity security, to the extent that the
positionin the equity €curity matches the notional position of the equity security
underlyingthe option.

[SFA 0N13 (Amendment) 2018]

Equity margin method
6.2.17 A CMSL may use the equity margin method to calculate an equity
derivatives position risk requirement for a p@gn in an equity derivativecontracttraded
on any approved exchange or overseas exchange, and that is subject to a positive margin
requirement specifiedy that approved exchange, overseas exchange, or a clearing facility
appointed by that approved ekange or overseas exchange.
[SFA 04N13 (Amendment) 2018]

6.2.18 A CMSL applyirnthe equity margin method shall calculate the equity derivagive
positionrisk requirement-
[SFA 0N13 (Amendment) 2018]

(@) inthe case of an equity derivatigecontrad traded on an approved
exchangeor a recognised exchange, as 2 times the margin spetifigtie
approved exchangeapprovedclearing house, recognisexchange, or a
clearing facility appointed by the approved exchange or recognised
exchange (as the caseay be); and

[SFA 0N13 (Amendment) 2014
[SFA 0N13 (Amendment) 2018]

(b) inthe case of an equity derivatigeontract traded on any other exchange,
as3 times the margin specified by the exchange or a clearing facility
appointed by theexchange.

[SFA O0AN13 (Amendment) 2018]

3  For the avoidance of doubt, this includes the position risk requirement calculated in accordance with
paragraph 6.2.24(a).
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6.219 For t he pur poses of paragr aphmargn 2. 18,

requirements for positions in equity derivativeontractsare calculated on a net basis,
means the net margin so calculated.
[SFA 04N13 (Amendmet) 2018]

Equity basic method
6.2.20 ACMSL may use the equity basic method to calculate an equity
derivatives position risk requirement for a position in a warrant, forward contract, futures
contract, swap, CFD, option orsgnthetic long or short posin in relationto an equity
security.

[SFA 04N13 (Amendment) 2018]

6.2.21  Subject to paragraphs 6.2.22 and 6.2.23, a CMSL applying the equity basic
method shall calculatthe equity derivative position risk requirement as the product ef
[SFA 0N13 Amendment) 2018]

(@) the absolute value of the currembarket value of the notional position
calculated in accordance with paragraph 6.1.6; and

(b) the appropriate equity standard methqgabsition risk factor set out in Table
6-1.

6.2.22 In the case o& warrant or purchased option, a CMSL may restrict the equity
derivatives position risk requirement calculated in accordance with paragraph 6.2.21 to
the current market value of the warrant or option, respectively.

[SFA 0N13 (Amendment) 2018]

6.2.23 A QVSL shaldjust the equity derivative position risk requirement for a
written option calculated in paragraph 6.2.21 by deducting an amount egual
[SFA 0N13 (Amendment) 2018]

(@) any positive excess of the exercisdue over the current market \e of
the underlying equity security, iime case of a call option; or

(b) any positive excess of the curremarket value of the underlying equity
security over the exercise value,thre case of a put option,

restricted to an adjusted equity deriviaes position risk requirement of no less than zero.
[SFA 0N13 (Amendment) 2018]

Monetary Authority of Singapore 72



Interest rate adebn for equity derivative contracts
6.2.24  ACMSL shall calculate a position risk requirement to coveintieeest rate risk
in a position in an eqty derivatives contract (whetheror not the equity derivativecontract
has been treated or included as® equity position or equity derivatigeposition), by
applying oneof the following 2 approaches to a notional position in a debt secdstyved
in accordance with paragraph 6.2.25:

[SFA 04N13 (Amendment) 2018]

(a) calculate an interest rate positiomsk requirement using the interest rate
add-on basic method as set out in paragraph 6.2.26, iactude this in its
equity derivatives position risk rguirement; or

[SFA 04N13 (Amendment) 2018]

(b) include the notional position ithe calculation of its debt position risk
requirement.

6.2.25  For each positiom an equity derivativecontract, a CMSL shall derive a notional
positionin a zero coupoigovernment debt security in the currency concernedthich—
[SFA 0N13 (Amendment) 2018]

(@) shall have a residual maturity equal to theriod up to the expiry of the
equity derivatives contract;
[SFA 0N13 (Amendment) 2018]

(b) shall be of a valueequal to thecurrent market value of the underlying
equity position; and

(c) shall be either

() a long position, in a case whellge underlying equity position is a
short position; or

(i) a short position, in a case whettee underlying equity psition is a
long position.
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Interest rate adeon basic method
6.2.26 ACMSL shall calculate an interest rate position risk requirerf@ntach
notional position as the product ef

(a) the absolute value of the notional position in the zero cougmvernment
debt security; and

(b) the appropriateinterest rate position risk factor under Table-GE6f Annex
6E.

Subdivision 3: Debt Position Risk Requirement

6.2.27 A CMSL shall calculate a debt position risk requirement in accorddtice
paragrafs 6.2.28 to 6.2.42 for any position it holds apriacipal in the following debt
instruments:

(a) a debt security, except a debt positibkedging an option to the extent that
the nominal amount of the debposition is matched by the nominal
amount of he debt security underlyinthe option, which the CMSL has
included in the calculation affs debt derivative position risk requirement;

[SFA 0N13 (Amendment) 2018]

(b) a nonconvertible preference share; and

(c) any other instrument that has interesate position risk.

Currency
6.2.28  Forthe purposes of paragraph 6.2.27, a CMSL applying the debt building block

method as set out in paragraph 6.2.35 to 6.2.42, shall allocate @slohposition to an
appropriate currency portfolio, and calculatiee debt position risk requirement on a
currency portfolio by currencgortfolio basis.

Convertible security
6.2.29  Forthe purposes of paragraph 6.2.27, a CMSL shall include a convertible security
in the calculation ofts debt position risk requirementexcept where the convertible
security is one that meets the conditions in paragraph 6.2.1(c) or where the CMSL is
permitted under paragraph 6.2.4 to elect and has elected to calculate an equity position risk
requirement for the convertible security.
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Inclusion of debt derivativ&contracts
6.2.30  Forthe purposes of paragraph 6.2.27, a CMSL may include any pasitiolds
as a principal in the following debt derivats/ontracts:
[SFA 04N13 (Amendment) 2018]

(a) a futures contract, forward cont or CFD on a debt security, an index of
debt securities or a basket of debt securities;

(b) aninterest rate futures contract or a forward rate agreement;
(c) aninterest rate swap;

(d) an option on a debt security or anterest rate, provided thathe option is
in the money by at least thappropriate debt standard method position
risk factor set out in Table 6D of Annex 6D for the underlyirdgbt
security;

(e) an option on a futures contract dorward contract on a debt security, or
an intereg rate, provided that the option is in the money by at least the
appropriate debt standardnethod position risk factor set out in Table-dD
of Annex 6D for the underlying debt position;

() an option on a swap, provided that tloption is in the money bt least
the appropriate debt standard methqgosition risk factor set out iffable
6D-1 of Annex 6Dor the underlying debt position;

(g) a warrant or an option on a debt security, an index of debt securities or a
basket of debt securities, providedat the warrant or option is in the
money by at least theappropriate debtstandard method positiomisk
factorset out inTable 6B1 of Annex 6D for the underlying debt position;

(h) a synthetic long or short positian a debt security, an index of debt
securities or a basket of debt securitiesid

(i) a credit derivative contract that the CMSL holds to hedge against a
position for which the CMSL is calculating a debt position risk requirement,
and where at least one of the syiaragraphs of paragraph4 of Annex 6B
apply?°.

[SFA 0N13 (Amendment) 2018]

3 A CMSL may recognise the offset in accordance with paragraph 2.4 of Annex 6B only where the CMSL
applies the debt building block method as set out in paragraphs 6.2.35 to 6.2.42.
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6.2.31  For the purposef including a position in a debt derivatveontract in the
calculationof its debt position risk requirement, a CM$8iall derive the notional position of
the debt derivative contract in accordance with paragraph 6.1.6.

[SFA 04N13 (Amendment) 2018]

Methods to calculate debt position risk requirement
6.2.32 ACMSL shall use either of the following methods to calculaedebt position
risk requirementand apply the chan method consistently for all positions included in the
calculation

(a) debt standard method as set out in paragraph 6.2.34; or
(b) debt building block method as set out in paragraphs 6.2.35 to 6.2.42.

6.2.33  Thedebt position risk requirement of aMSL shall be the aggregate of the debt
positionrisk requirements calculated in accordance with paragraph 6%2.32

Debt standard method
6.2.34  ACMSL applying the debt standard method shall calculate its mieition risk
requirement by carrying out #nfollowing steps:

(a) determine the net position in each debt security by netting gross positions
in the debt security;

(b) calculate a debt position risk requiremeifar each net position in the debt
security, as the product of the absolute value of turrent market value of
the debt security and the appropriate debt standard method position risk
factor as set out in Table 6Dof Annex 6D; and

(c) aggregate thalebt position risk requirements for all net positions in debt
securities calculated in aordance with sufparagraph (b).

Debt building blocknethod
6.2.35 ACMSL applying the debt building block method shall calculatielis position
risk requirement of the CMSL, as the aggregafethe debtspecific risk requirement
calculated in accordece with paragraphs 6.2.36 and 6.2.37, and the debt general risk
requirement calculated in accordaneeath paragraph 6.2.38r all currency portfolios.

40 For the avoidance of doubt, this includes the position risk requirement calculated in accordance with
paragraph 6.2.24(b) or 6.2.75(b).
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Debt specific risk requirement
6.2.36  To calculate the debt specific risk requirement for a cucseportfolio, a CMSL
shall—

(8) inthe case of a credit derivatigeontract and its hedged position for which
a CMSL has applied an offset pursuant to paragraph 2.4 of Annex 6B,
multiply the current market value of the resulting net position (ignorihg t
sign) by the appropriate debt specific risk position risk factor as set out in
Table 6B2 of Annex 6D; and
[SFA 04N13 (Amendment) 2018]

(b) in all other cases

(i) allocate each gross position in ded®curities to an appropriate
currency portfolioin accordance witlparagraph 6.2.28;

(i) net long and short positions in eadebt security allocated to that
currency portfolio;

(i) calculate, for each net positian a currency portfolio, the product of

(A) the absolute value of the curremharket value of the net
position; and

(B) the appropriate debt specific risk positioisk factor set out in
Table 6B2 of Annex 6D; and

(iv) calculate the debt specific riskquirement as the aggregate of the
product calculated in suparagraph(b)(ii) for all net positions in that
currency portfolio.

6.2.37 A CMSL shall calculate a debt specific risk requirement for both the credit
derivatives contractand the hedged position if the conditions for applying an offset set out
in paragraph 2.4 of Anixe6B are not met.

[SFA 0N13 (Amendment) 2018]
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Debt general risk requirement
6.2.38 Tocalculate the debt general risk requirement for a currency portfolio, a
CMSilshall-

(a) allocate each gross position in dedscurities to an appropriate currency
portfolio in accordance witlparagraph6.2.28;

(b) net long and short positions in eadebt securities allocated to that
currency portfolio; and

(c) apply the maturity method or, wherthe CMSL is permitted under
paragraph 6.2.40 to elect and hekected to, the duration method, to
calculate the debt general riskquirement for that currency portfolio.

Maturity method
6.2.39  Forthe purpose of calculating the debt general risk requirementafa@urrency
portfolio under the maturity method, a CMShall-

(a) allocate each net position in debecurities in that currency portfolio into
an appropriate maturitypand according to the residual maturity and
coupon of the debt securitieig accordance with Table 6®of Annex 6D.
Fixed rate debt securié@s shall be allocated according to the residual term
to maturity and floating rate debt securities according to the residual term
to the next repricing date;

(b) for each maturity band, calculatee total gross long positions as the
aggregate of all logp positionsn the maturity band, and calculate the total
gross short positioas the aggregate of all short positions in the maturity
band;

(c) for each maturity band, calculatbe riskweighted long position as the
product of the total gros$ong positon and the appropriate maturity band
general positiorrisk factor as set out in Table @of Annex 6D; and
calculate the riskveighted short position as thproduct of the total gross
short position and the appropriate maturityand general position risk
factor as set out in Table 6®of Annex 6D;

(d) calculate the maturity band requiremerds follows:
(i) for each maturity band, calculatbe maturity band matched amount,

being the absolute value of tHesser of the riskveighted long or
short positons in that maturity band;
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(i) for each maturity band, calculatée product of the maturity band
matched amountind the appropriate maturity band matchirigctor
as set out in Table 6B of Annex 6D; and

(i) aggregate the product calculated smb-paragraph (d)(ii) for all
maturity bands;

(e) calculate the zone requirement, &sllows:

(i) for each zone, calculate the zonetched amount, as the absolute
value of the lesser of the aggregaieall riskweighted long positions
of maturity bands inhat zoneand the aggregate of all riskeighted
short positions of maturitypands in that zone;

(i) for each zone, calculate the produstthe zone matched amount and
the appropriate zone matching factaand

(i) aggregate the product calculated snb-paragraph (e)(ii) for all zones;
() calculate the adjacent zone requiremeas follows:

(i) for each zone, calculate the zonamatched amount as the net of the
aggregate of all riskweightedlong positions of maturity bands in that
zone, and the ggregate ofll riskweighted short positions in that
zone;

(i) for a first pair of adjacent zonef the extent that an offset can be
made, <cal cul aztoen et hrea t“cahdejda caenmotu n t
value of the lesseof the 2 zone unmatched amountsf the 2
adjacent zones;

a

(iif) calculate the product of the adjacembne matched amount and the
appropriate adjacent zone matching factor as set out in Tabl® 6D
Annex 6D;

(iv) calculate the net amount of the @fsetting zone unmatched amounts
of the first pair of adjacentones and allocate this to one of the 2
zones;

(v) for the second pair of adjacent zonés,the extent that there are
zone unmatched amounts that can b#set, repeat the steps in sub
paragraphs (f)(ii) and (f)(iii), and camiieto carry out the step in sub
paragraph (f)(vi);
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(vi) calculate the net amount of the @fsetting zone unmatched amounts
of the second pair of adjacembnes, and allocate this to one of the 2
adjacent zones; and

(vii) aggregate the product calculadeinaccordance with sulparagraph
(N (iii) for the 2 pairs of adjacezbnes;

(g) to the extent that there are unmatcheamounts in noradjacent zones
after subparagraph (fand an offset can be made, calculate a ramjacent

zone requirementas follows:

(i) calculate the noradjacent zone matchedmount as the absolute
value of the lesser of the neadjacent zoneinmatched amounts; and

(i) calculate the product of the neadjacentzone matched amount and
the appropriate noradjacent zone matchinfgactor as set out in Table
6D-5 of Annex 6D;

(h) calculate the net position risk requirement as the absolute value of the
aggregateof the unmatched riskveighted long and short positions after
sub-paragraphs (d) to (g) above; and

(i) calculate the debt geeral risk requiremenas the aggregate of the
(i)  maturity band requirement;

(i) zone requirement;

(i) adjacent zone requirement;

(iv) non-adjacent zone requirement; and

(v) net position risk requirement,

as determined in suiparagraphsd) to (h).

Duration method

6.2.40 ACMSL may apply the duration method to calculate its debt gemistal
requirement provided it has received the prieritten approval of the Authority.
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6.2.41  For the purposef calculating the debt general risk requirenteof a currency
portfolio underthe duration method, a CMSL shall apply the steps in paragddhB9, as
modified in the following manner:

(a) instead of the riskveighted netposition in paragraph 6.2.39(c), the
CMSishall calculate the duration weigllof each position, as the produot
the current market value of a position, modified durationtioé position,
and duration method debt general position risk factor as set out in Table
6D-4 of Annex 6Dwhere modified duration is calculated in accordandgéh
the formulabelow:

. _ Duration (D)
Modified duration =
(14r)

ym (t=xCt)
t:1{1+r]f

m _ Ct

p 2=t

where—

r = yield to maturity;

Ct = cash payment in time t;
m = total residual maturity;

(b) any reference to residual maturity in paragrapl2.39 shall be read as a
reference to modified duration; and

(c) any reference to matching factam paragraph 6.2.39 shall be read as a
reference to the matchingactor in the duration method.

6.2.42  For the purpose of paragraphs 6.2.39 and 6.2.41, a CMSL shall use separate
slotting tables for positions in each currency, except in respect of those currencies in which
the CMSL has insignificant exposure to. In such a case, the CMSL may construct a single
maturity ladder and slot, within each appropriate maturity band, the raig or short
position for each currency. The CMSL shall calculate the individual weighted net long and
short positions for each maturity band, by multiplying the net positions by the
corresponding debt general risk position risk factor in Tabl€&D Talle 604 of Annex 6D.

The weighted net positions are to be summed within each maturity band, irrespective of
whether they are long or short positions, to produce a gross position figure. The CMSL shall
then—

(@) in the case of a CMSL applying the matunitgthod, apply the treatment
specified in paragraph 6.2.39(d) to (i); or
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(b) in the case of a CMSL applying the duration method, apply the treatment
specified in paragraph 6.2.39(d) to (i) as modified by paragraph 6.2.41(c)

Subdivision 4: Debt Derivatives Position Risk Requirement

6.2.43  ACMSL shall calculate a debt derivasip@sition risk requiremenin accordance
with paragraphs6.2.44to 6.2.53 for any positiom a debt derivative contract, except to
the extent that the CMSL is permittechder paragraph 6.2.30 to elect and has elected to
calculate a debposition risk requirement for the debt derivatigeontract.

[SFA 04N13 (Amendment) 2018]

6.2.44  ACMSL shall use any of the following methods, as applicableglculate the
debt derivatives position risk requirement:
[SFA 0N13 (Amendment) 2018]

(@) debt hedging method as set out in paragraph 6.2.46;

(b) debt margin method as set out in paragraphs 6.2.47 to 6.2.49; and

(c) debt basic method as set out in paragraphs 6.2.50 to 6.2.53.
6.2.45 Thedebt derivatives position risk requirement of a CMSL shall be the
aggregateof the debt derivative position risk requirements calculated @&mcordance with

paragraph6.2.44
[SFA 013 (Amendment) 2018]

Debt hedging method
6.2.46 ACMSL ray use the debt hedging method specified in Tabld &F Annex 6F to
calculate a debt derivativeposition riskrequirement in relation to a position in a debt
security hedging position in an option on that debt security, to the extent tilaé position
in the debt security matches the notional positionthe debt security underlying the
option.

[SFA 0AN13 (Amendment) 2018]

Debt margin method
6.2.47 ACMSL may use the debt margin method to calculate a debt deriggiosdtion
risk requirement fora position in a debt derivatigecontract tradedon any approved
exchange or overseas exchange, and that is subject to a positive margin requirement
specifiedby that approved exchange, overseas exchange, or a clearing facility appointed by
that approved &change or overseas exchange.

[SFA 013 (Amendment) 2018]
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6.2.48 A CMSL applying the debt margin method staltulate the debt derivative

position risk requirement

[SFA 04N13 (Amendment) 2018]

(8) inthe case of a debt derivatigeontract traced on an approve@xchange
or a recognised exchange, as 2 tinthe margin specifiethy the approved
exchange, approved clearing housegcognised exchange, or a clearing
fadlity appointed by the approve@xchange or recognisegxdange (as

the case maype); and

(b) inthe case of a debt derivatigeontract traded on any other exchange, as

[SFA 0N13 (Amendment) 2014
[SFA 04N13 (Amendment) 2018]

3times the margin specified by the exchange or a cledandity

appointed by the exchange.

6.2.49 For the purposes of paragraggh. 2 . 4 8,
requirementsfor positions in debt derivative contracts are calculated on a net basis,

meansthe net margin so calculated.

Debt basic method

[SFA 04N13 (Amendment) 2018]

mar gi n” , [

[SFA 0N13 (Amendment) 2018]

6.2.50 ACMSL may use the debt basic method to calculate a debt deriyadsigon

risk requirement for a position in a warrant, forward contract, futures contract, swap, CFD,

option ora synthetic long or short positiom relationto a debt security or an interest rate.

6.2.51  Subject to paragraphs.2.52 and 6.2.53, a CMSL applying the debt basic method

shall calculate the debt derivatig@ositionrisk requirement as the product ef

(@) the absolutevalue of the currenmarket value of the notional position

[SFA 0AN13 (Amendment) 2018]

calculated in accordance with paragraph 6.1.6; and

n

(b) the appropriate debt standard methagbsition risk factor set out in Table

6D-1 of Annex 6D.

6.2.52 In the case o& warrant or purchased miion, a CMSL may restrict the debt
derivatives position risk requirement calculated in accordance with parag®&@hbl to the
current market value of the warrant or option, respectively.

[SFA 013 (Amendment) 2018]
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6.2.53 A CMSL shadjust the delb derivatives position risk requirement for a
written option calculated in accordance with paragraph 6.2.51 by deduetmgmount
equal to—

[SFA 04N13 (Amendment) 2018]

(&) any positive excess of the exercissdue over the current market value of
the underlying debt securitiesn the case of a call option; or

(b) any positive excess of the curremiarket value of the underlying debt
securities over the exercisalue, in the case of a put option,

restricted to an adjusted debt derivatig@osition risk requirement of no less than zero.
[SFA 0N13 (Amendment) 2018]

Subdivision 5: Commodity Position Risk Requirement

6.2.54  ACMSL shall calculate a commodity position risk requiremeat@ordance with
paragraphs 6.2.55 to 6.2.63 for any pogitibholds as a principal in any physical commodity
or any other instrument that has commodity position risk except gold,\anere permitted
under paragraph 6.2.58, a position it holds as a prindgipalphysical commodity derivatige
contract except agld derivatives contract.

[SFA 0N13 (Amendment) 2018]

6.2.55 For the purposef calculating its commodity position risk requirement, a
CMSilshall-

(a) express any position in terms thfe standard unit of measurement for that
position;

(b) value ary position at the currenspot price of the physical commodity,
converted to the functionaturrency of the CMSL at the prevailing spot rate;
and

(c) group all its physical commodipositions on a commoditpy-commodity
basis, including notional positis in the relevant physical commodity
arisingfrom its positions in physical commodity derivativeontracts
calculated in accordance with paragraph 6.2.59.

[SFA 0N13 (Amendment) 2018]
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6.2.56  For the purposesf paragraph 6.2.55, a CMSL shall noatrdifferent brandsor
grades of the same physical commodity as the same physical comnootbgs they-

(a) can be delivered against each other; or

(b) are close substitutes of each other and have price movements which have
exhibited a stable correlan coefficient of at least 0.9 over the last 12
months. The CMSL shall then monitor the correlation coefficient to ensure
that it remains at 0.9 on a continuing basis.

6.2.57 A CMSL that intends to rely on the approach in paragraph 6.2.56(b) shalh obtai
the prior approval of the Authority.

Inclusion of commodity derivatiwgeontracts
6.2.58  For the purposes of paragraph 6.2.54, a CMSL inthyde any position it holds
as a principal in the following physical commodity derivats@ntracts:
[SFA 04N13 (Amendment) 2018]

(a) afutures contract, forward contract or a CFDaphysical commodity;

(b) a commitment to buy or sell a single physical commodity at an average of
spot prices prevailing in the future;

(c) afutures contract or a CFD on a piegs commodity index;
(d) a physical commodity swap; and

(e) an option on a physical commodity or physical commodity index provided
that the option is in the money by at least the commodity net position risk
factor.

6.2.59  For the purpose of includin@ position in a physical commodity derivative
contract in the calculation of its commaodity position risk requirement, a CMSL shall derive
the notional position of the physical commodity derivativeontract in accordance with
paragraph 6.1.6.

[SFA 0AN13(Amendment) 2018]

Methods to calculate commaodity position risk requirement
6.2.60 A CMSL shall use either of the following methods to calculate the commodity
position risk requirementand apply the chosen method consistently for all positions
included inthe calculation

(@) commodity standard method as set out in paragraph 6.2.62; or
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(b) commodity maturity ladder method as set out in paragraph 6.2.63.

6.2.61  The commodity position risk requirement of a CMSL shall be the aggregate of the
commodity podion risk requirements calculated in accordance with paragraph 6.2.60.

Commodity standard method
6.2.62 A CMSL applying the commodity standard method sfadlulate the commodity
position risk requirement for each physicammodity as the aggregate of

(@) the product of—
(i) the net position; and
(i) the commodity net position risk factaf 15%; and
(b) the product of—
(i) the gross position, being the aggregate-
(A) the absolute value of the aggregatetbg long positions; and
(B) the absolute value of the aggregabéthe short positions; and

(i) the commodity gross position rig&ctor of 3%.
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Commodity maturity ladder method

6.2.63 A CMSL applying the commodity maturity ladder method shall calculate the
commodity positon risk requirement for each physicammodity by

)

(b)

()

(d)

offsetting long and short positions maturirg
(i) onthe same day; or

(i) in the case of positions arising under contracts traded in markets with
daily delivery dates, within 10 business daygach other;

allocating the positions remaining to the appropriate maturity thimends
as follows:

() upto 1 montH?;

(i)  more than 1 month but not more than 3 months;

(i) more than 3 months but not more than 6 months;

(iv) more than 6 montls but not more than 12 months;

(v) more than 1 year but not more than 2 years;

(vi) more than 2 years but not more than 3 years; and

(vii) more than 3 years;

matching long and short positions within each thipand. In each instance,
calculating a gread charge equal to the sum of long and short positions
matched multiplied by the spread rate of 1.5%;

carrying unmatched positions remaining to another tilpend where they
can be matched, then matching them until all matching possibilities are
exhausted. In each instance, calculating

(i) a carry charge equal to the carried position multiplied by the carry

rate of 0.6% and the number of tirleands by which the position is
carried; and

41 Spot positions are allocated to this tir@nd.
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(i) a spread charge equal to each long and short positiortched
multiplied by the spread rate of 1.5%;

(e) calculating the outright charge on the remaining positions (which will either
be all long positions or all short positions) equal to the sum of the
remaining positions (ignoring the sign) multiplied by thetright rate of
15%; and

(H summing the spread charges, carry charge and outright charge calculated
in subparagraphs (c) to (e) above.

Subdivision 6: Commodity Derivatives Position Risk Requirement

6.2.64 ACMSL shall calculate a commodity derivegiosition risk requiremenin
accordance with paragraphs 6.2.65 to 6.2.77 for any positioa physical commodity
derivatives contract (other than a derivatiscontract on gold), except to the extent
that the CMSL is permitted under paragraph 6.2.5&lext and has elected to calculate a
commodity position risk requiremeriior the physical commodity derivatigeontract.

[SFA 0N13 (Amendment) 2018]

6.2.65 ACMSL shall use any of the following methods, as applicableglculate the
commodity derivéive position risk requirement:

(a) commodity hedgingnethod set out in paragraph 6.2.67,

(b) commodity margin method set out in paragraphs 6.2.68 to 6.2.70; or

(c) commodity basic method set out in paragraphs 6.2.71 to 6.2.74.
6.2.66  Thecommodity derivatives position risk requirement of a CMSL shall be the
aggregatenf the commodity derivativeposition risk requirements calculated accordance

with paragraph 6.2.6%.
[SFA 0AN13 (Amendment) 2018]

42 For the avoidance of doubt, this includéise position risk requirement calculated in accordance with
paragraph 6.2.75(a).
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Commodity hedgingnethod
6.2.67 ACMSL mayse the commodity hedging method specified in Tabld @F Annex
6F to calculate a commodity derivati/positionrisk requirement in relation to a position in
a physical commodity hedgirggposition in an option on that physical commodity, to the
extent that the position in the physical commodity matches the notional position in the
physical commodityinderlying the option.

[SFA 04N13 (Amendment) 2018]

Commodity margirmethod
6.268 ACMSL may use the commodity margin method to calculate a
commodityderivatives position risk requirement for a position in a physical
commodityderivatives contract traded on any approved exchangreoverseas exchange,
and that is subject to a positive margin requiremspecified by that approved exchange,
overseas exchage, or a clearing facility appointed that approved exchange or overseas
exchange.

[SFA 0N13 (Amendment) 2018]

6.2.69 ACMSL applying the commodity margin method shall calculate the commodity
derivatives position risk requirement
[SFA 04N13 (Amedment) 2018]

(@) in the case of a physical commodity derivatizentract traded on an
approved exchange or a recognised exchange? disnes the margin
specified by the approved exchangprovedclearing house, recognised
exchange, or a clearing fatjliappointed bythe approved exchange or the
recognised exchange (as tbase may be); and

[SFA 0N13 (Amendment) 2014
[SFA 0N13 (Amendment) 2018]

(b) in the case of a physical commodity derivatieentract traded on any
other exchange, as 3 time$d margin specifiedy the exchange or a
clearing facility appointed by the exchange.

[SFA 0AN13 (Amendment) 2018]

6.2.70 For the purposes gfar agr aph 6.2.69, “ mmargini n
requirements for positions in physical commodity derivasigentracts are calculatedn a
net basis, means the net margin so calculated.

[SFA 0N13 (Amendment) 2018]
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Commodity basic method
6.2.71 ACMSL may use the commodity basic method to calculate a commodity
derivatives position risk requirement for agsition in a forward contract, futures contract,
swap, CFD, option or commitment in relation to a position in a physical commodity.
[SFA 0N13 (Amendment) 2018]

6.2.72  Subject to paragraphs 6.2.73 and 6.2.74, a CMSL applying the commodity basic
method shall calculate the commodity derivatigeposition risk requiremenas the
aggregate of

[SFA 04N13 (Amendment) 2018]

(@) the product of—

(i) the absolute value of the currembarket value of the notional
position calculated in accordance with paragnap1.6; and

(i) the commodity derivativenet positionrisk factor of 15%; and
[SFA 0N13 (Amendment) 2018]

(b) the product of—
(i) the gross position, being the aggregate-of
(A) the absolute value of the aggregate of the long positions; and
(B) the absolute value of the aggregate of the short positions; and

(i) the commodity derivativegross position risk factor of 3%.
[SFA 0N13 (Amendment) 2018]

6.2.73 Inthe case of a purchased option, a CMSL may restrict the commodity
derivatives position risk requirement calculated in accordance with paragraph 6.2.72 to the
current market value of the option, respectively.

[SFA 0AN13 (Amendment) 2018]

6.2.74 A CMSL shadjust the commodity derivativeposition risk requirement for
awritten option calculated in accordance with paragraph 6.2.72 by deducting an amount
equal to—

[SFA 0N13 (Amendment) 2018]

(a) anypositive excess of the exercise value over the current market \alue
the underlying physical commoditiy the case of a call optiooy
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(b) anypositive excess of the current market value of the underlying physical
commodity over the exercisealue, in the case of a put option,

restricted to an adjusted commodity derivativposition risk requirement of no less than
zero.
[SFA 0N13 (Amendment) 2018]

Interest rate addon for commodity derivativecontracts
6.2.75 A CMSL shall calculate a position risk requirement to cover the interest rate risk
in a position in a physical commodity derivativeontract (whether or not the physit
commodity derivative contract has been treated or included as a position in a physical
commodity or position in a physical commodity derivasieentract) by applying one of the
following 2 approaches to a notional position in a debt security derimesccordance with
paragraph 6.2.76:

[SFA 0N13 (Amendment) 2018]

(a) calculate an interest rate position risk requirement using the interest rate
add-on basic method set out in paragraph 6.2.77, and include this in its
commodity derivative position riskrequirement; or

[SFA 0N13 (Amendment) 2018]

(b) include the notional position in the calculation of its debt position risk
requirement.

6.2.76  For each position in a physical commodity derivatizentract, a CMSL shall
derive a notional position ira zero coupon government debt security in the currency
concerned, which-

[SFA 0N13 (Amendment) 2018]

(@) shall have a residual maturity equal to the period up to the expiry of the
physical commodity derivatiwgeontract;
[SFA 0N13 (Amendment) 2018]

(b) shall be of a value equal to the current market value of the underlying
position in the physical commodity; and

shall be either

() a long position, in a case where the underlying position in the physical
commodity is a short position; or

(i) a dort position, in a case where the underlying position in the physical
commodity is a long position.
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Interest rate adeon basic method
6.2.77 A CMSL shall calculate an interest rate position risk requirement for each
notional position as the product ef

(a) the absolute value of the notional position in the zero coupon government
debt security; and

(b) the appropriate interest rate position risk factor under Tablel6& Annex
6E.
Subdivision 7: Foreign Exchange Risk Requirement

6.2.78 ACMSL shaltalculate a foreign exchange risk requirement in accordavitie
paragraphs 6.2.79 to 6.2.86 for its positions in foreign currefitasl gold.

Net open position in each foreign currency
6.2.79  Subjectto paragraph 6.2.80, a CMSL shall calculate &heoreigncurrency, its
net position in the foreign curren@s the aggregate of the following:

(@) net spot position, being the amouwnf all assets less all liabilities
denominated in the foreign currencgnd including options denominated in
the foreign currency;

(b) the aggregate of amounts in the foreigarrency to be received by the
CMSL less the aggregate of amountshe foreign currency to be paid by
the CMSL in relation tforeign currency positions arising from any futures
contract orforward contract, including a forward contract associated with
crosscurrencyswaps or other derivativecontracts;

[SFA 013 (Amendment) 2018]

(c) net positions in products denominated the foreign currency in relation to
any nonforeign currencyfutures contract, forward contract and other
derivatives contracts;

[SFA 0N13 (Amendment) 2018]

43 For the purpose of calculating foreign exchange risk requirement, foreign currencies are currencies other
than the functional currency of the CMSL.
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(d) net underwriting positions in securitieenominated in the foreign
currency which are unplaced, unsold wrallotted from the day the
underwriting arrangenent ends, being day no later than the day after
allotment of or close of applicatiorfer subscription for securities,
whichever is the later; and

(e) any other oftbalance sheet commitmerthat would result in an asset or
liability that is denominatd inthe foreign currency,

but does not include-

(i) at the election of the CMSL, any asset deducted in the computation of
financial resources or adjusted net head office funds, whichever is
applicable

[SFA 0N13 (Amendment) 2014

(i) any asset orxeposure for which th€MSL has calculated a risk requirement
equal to 100% othe value of the asset or the full contract value, as
appropriate,under this Notice; and

(i) any position the CMSL holds to hedagminst a foreign currency position
referred to in subparagraph(i) or (ii) where the hedging contract is clearly
earmarked as hedge, to the extent that the nominal amount underlying
each hedgingontract matches the nominal amount of the contract being
hedged.

6.2.80 A CMSL shall include aviard contract (including a forward contract associated
with a crosscurrency swap), futures contract, swap, CFD or option on a foreign currency in
the calculation of a net open position in the foreign currency, and shall derive the notional
position in acordance with paragraph 6.1.6.

6.2.81 ACMSL shall convert its net open position in each foreign currendke
functionalcurrency of the CMSL (preserving the sigrthatprevailing spot rate.

Net currency open position
6.2.82 A CMSL shathlculate s net currency open position as the higher of the
absolutevalue of-

(@) the aggregate of net short foreigrurrency positions; or

(b) the aggregate of net long foreigiurrency positions.
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Net gold open position
6.2.83 ACMSL shall calculate itet gold open position as the absolutalue of the
aggregate of the following:

(&) net spot gold positions, includingptions on gold;

(b) the aggregate of all amounts to beceived less the aggregate of all
amounts to be paid under goltkerivatives contracts; and
[SFA 0N13 (Amendment) 2018]

(c) any other oftbalance sheet commitmerthat would result in an asset or
liability that is denominated igold,

convertedinto the functional currency of the CMSL at the prevailing spot rate.

Overall ret foreign exchange position
6.2.84 ACMSL shall calculate its overall net foreign exchange position as the
aggregateof its net currency open position calculated in accordance with paragraph 6.2.82
and its net gold open position calculatedaiocordance wh paragraph 6.2.83.

Calculation of foreign exchange risk requirement
6.2.85  Subjectto paragraph 6.2.86, a CMSL shall calculate its foreign exchikge
requirement as the product of

(@) the overall net foreign exchange position calculaiedaragraph 6.2.84;
and

(b) the foreign exchange position rigkctor of 8%.
6.2.86  The foreign exchangésk requirement of a CMSL shall be zero if the overall
net foreign exchange position of the CMSL is not greater than 2% dintdnecial resources
or the adjusted net head office funds, whichever is applicable, of the CMSL.
Subdivision 8: Other Position Risk Requirement
6.2.87 A CMSL licensed only to carry out the regulated activities of
(@) fund management;

(b) real estate investment trust managent;

(c) advising on corporate finance;
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(d) providing custodial servicdersecurities

(e) dealing in capital markets producteeurities where the CMSL is a limited
activity CMSL,;

. nein g i | s o lirasetivi !

(fY¥ey a combination of theegulatedactivities set out in (a) t¢e)#;
[SFA 04N13 (Amendment) 2018]

which calculates its total risk requirement in accordance with paragraph 3.3.1(b) shall
calculate its position risk requirement rfoany item reported as property, plant and

equi pment in the balance sheet of the CMSL’ :
of the asset reported in the balance sheet ¢
factor of 50%.

6.2.88 Wherea CMSL acquires or holds a position as a principal insaegified
productsseecurities futures contract, forward contract, physical commodity, derivagive
contracton a physical commodity, foreign exchange contract, any dihancial
instrument, or anyother nonfinancial assets other than property, plant, and equipment, for
which no method for computation of a positioisk requirement has been specified in this
Part, except where the CMSL has deducted the assdhe computation offinancial
resourcesor adjustednet head office funds, whichever is applicable, under Division 2 of Part
lll, the CMSkhall—

[SFA 0N13 (Amendment) 2014

[SFA 0N13 (Amendment) 2018]

(@) immediatelyconsult the Authority and notify the approvexkchange or
approvedclearing house of which the CMSlaisnember (if applicable); and
[SFA 0N13 (Amendment) 2014
(b) until otherwise directed by the Authority, calculate an appropriate
positionrisk requirement for the position, which shall be either

(i) 100% of the currenmarketvalue of the position; or

(i) a percentage of the current marketlue of the position, or a method
of computationas the Authority may allow.
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Annex 6A
DERIVATION OF NOTIONAL POSITIONS FOR EQUITY, DEBT, COMMODITIES AND FOREIGN
EXCHANGE DERIVATIVES CONTRACTS
1 Derivation of Notional Positions for Equity Derivatives Contracts
Depository Receipts

1.1 A CMSL should treat a depository receipt as a notional position in the underlying
equity security.

Convertible Securities
1.2 Where a CMSL ¢tudes a convertible security in the equity position risk calculation,
it should—

(@) treat the convertible security as a notional position in the equity security into
which it converts; and

(b)  adjust its equity position risk requirement by makig

0) an addition equal to the current value of any loss which the CMSL
would make if it did convert to the equity security; or

(i) a deduction equal to the current value of any profit which the CMSL
would make if it did convert to the equity security (sedij to a
maximum reduction equal to the equity position risk requirement on
the notional position underlying the convertible security).

Futures Contracts, Forward Contracts and CFDs on a Single Equity Security
1.3 A CMSL should treat a futures contrafctiward contract or CFD on a single equity
security as a notional position in that equity security.

Futures Contracts, Forward Contracts and CFDs on an Index or a Basket of Equity
Securitie®
1.4 A CMSL should treat a futures contract, forward contracC&D on an index or a
basket of equity securities as either

4 The interest rate ris arising from the other leg of the futures contract, forward contract or CFD shall be
included in the position risk requirement to cover interest rate risk calculated in accordance with
paragraph 6.2.24.

4 The interest rate risk arising from the otheglef the futures contract, forward contract or CFD shall be
included in the position risk requirement to cover interest rate risk calculated in accordance with
paragraph 6.2.24.
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(&) a notional position in each of the underlying equity securities with a value
reflecting that equity security's contribution to the total market value of the
equity securities in the indear basket; or

(b) ifthereis—

(1) one country in the index or basket, a notional position in the index or
basket with a value equal to the total market value of the equity
securities in the index or basket; or

(i) more than one country in the index bdasket-

(A)  several notional basket positions, one for each country basket
with a value reflecting that country's contribution to the total
market value of the equity securities in the index or basket; or

(B) one notional basket position in a septea hypothetical
country with a value equal to the total market value of the
equity securities in the index or basket.

Equity Swap¥

1.5 A CMSL should treat an equity swap where the CMSL is receiving an amount based
on the change in value of a single dgusecurity or index of equity securities and paying an
amount based on the change in value of another equity security or index of equity securities
as a notional long position in the former and a notional short position in the latter.

Warrants and Optios
1.6 A CMSL should treat a purchased (sold) call warrant or option, or sold (purchased)
put warrant or option, on an equity security as a notional long (short) position in the
underlying equity security.

2 Derivation of Notional Positions for Debt Derivatives Contracts

Futures Contracts, Forward Contracts and CFDs on Debt Security
2.1 A CMSL should treat a purchased (sold) futures contract, forward contract or CFD on
a single debt security as

46 Where one of the legs involves receiving/paying a fixed or floating inteadst that exposure shall be
included in the position risk requirement to cover interest rate risk calculated in accordance with
paragraph 6.2.24.
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€) a notional long (short) position in the underlying debécurity (or the
“c he dapdeeslti v er ¥, taking ¢nto raccouyt the conversion factor,
where the contract can be satisfied by delivery of one from a range of
securities); and

(b)  anotional short (long) position in a zero coupon government debtrégain
the case of applying paragraph 6.2.32(a) or 6.2.51 of this Part) or zero coupon
zerospecifierisk debt security (in the case of applying paragraph 6.2.32(b) of
this Part) with a residual maturity equal to the expiry date of the futures
contract,forward contract or CFD.

%7 The “cioalepeéester” security shall be readily da.denti fi
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Futures Contracts, Forward Contracts and CFDs on an Index or a Basket of Debt
Securities
2.2 A CMSL should convert a futures contract, forward contract or CFD on an index or a
basket of debt securities into forward contracts angle debt securities as follows:

€) in the case of a single currency index or basket of debt securities

(1) a series of forward contracts, one for each of the constituent debt
securities in the index or basket, of an amount which is a
proportionate part of the total underlying instruments of the contract
according to the weighting of the relevant debt security in the index
or basket; or

(i) a single forward contract on a hypothetical debt security; or
(b) in the case of multiple currency indiceslmskets of debt securities

() a series of forward contracts (using the method described in- sub
paragraph (a)(i) above); or

(i) a series of forward contracts, each one on a hypothetical debt security
to represent one of the currencies in the index basket, of an
amount which is a proportionate part of the total underlying
instruments of the contract according to the weighting of the relevant
currency in the index or basket,

and treat the resulting positions according to paragraph 2.1.

2.3 A CMSiIshould assign a hypothetical debt security in paragraph 2.2, a debt standard
method position risk factor (in the case of applying paragraph 6.2.32(a) or 6.2.51 of this
Part) or a debt specific risk position risk factor and a debt general risk positidiagisk (in

the case of applying paragraph 6.2.32(b) of this Part), equal to the highest that would apply
to the debt securities relevant for the hypothetical debt security in the index or basket, even
if they relate to different debt securities and regigss of the proportion of those debt
securities in the index or basket.

Interest Rate Futures and Forward Rate Agreements
2.4 A CMSL should treat a short (long) interest rate futures contract or a (khmayt)
forward rate agreement as

(@) a notionalshort (long) position in a zero coupon government debt security (in
the case of applying paragraph 6.2.32(a) or 6.2.51 of this Part) or zero coupon
zerospecifierisk debt security (in the case of applying paragraph 6.2.32(b) of
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this Part) with a residuahaturity equal to the sum of the period to expiry of
the futures contract or settlement date of the forward rate agreement and
the maturity of the borrowing or deposit; and
(b)  anotional long (short) position in a zero coupon government debt security (in
the case of applying paragraph 6.2.32(a) or 6.2.51 of this Part) or zero coupon
zerospecifierisk debt security (in the case of applying paragraph 6.2.32(b) of
this Part) with a residual maturity equal to the period to expiry of the futures

contract or ettlement date of the forward rate agreement.

Interest Rate Swaps and Foreign Exchange Swaps

2.5

positions as follows

CMSL redees
fixed and pays
floating

Notional position 1 ‘
A short position in a government
debt security (in the case of
applying paragraph 6.2.32(a) or
6.2.51 of this Part) or zergpecifie
risk debt security (in the case of
applying paragraph 6.2.32(b) of thi
Part) with a coupon agpl to the
floating rate and a residual maturit|
equal to the reset date.

A CMSL should treat interest rate swaps or foreign exchange $hesptsvo notional

Notional position 2 ‘
A long position in a government
debt security (in the case of
applying paragraph 6.2.32(a) or
6.2.51 of this Part) or zergpecifie
risk debt security (in the case of
applying paragaph 6.2.32(b) of this
Part) with a coupon equal to the
fixed rate of the swap and a
residual maturity equal to the
period to expiry of the swap.

CMSL receives
floating and
pays fixed

A short position in a government
debt security (in the case of
applyingparagraph 6.2.32(a) or
6.2.51 of this Part) or zergpecifie
risk debt security (in the case of
applying paragraph 6.2.32(b) of thi
Part) with a coupon equal to the
fixed rate of the swap and a
residual maturity equal to the
period to expiry of the swap.

A long position in a government
debt security (in the case of
applying paragraph 6.2.32(a) or
6.2.51 of this Part) or zergpecific
risk debt security (in the case of
applying paragraph 6.2.32(b) of th
Part) with a coupon equal to the
floating rate and aesidual maturity
equal to the reset date.

CMSL receives
and pays
floating

A short position in a government
debt security (in the case of
applying paragraph 6.2.32(a) or
6.2.51 of this Part) or zergpecifie
risk debt security (in the case of
applying mragraph 6.2.32(b) of this

A long position in a government
debt security (in the case of
applying paragraph 6.2.32(a) or
6.2.51 of this Part) or zergpecifie
risk debt security (in the case of
applying paragraph 6.2.32(b) of th

48

For a foreigrexchangeswap, the two notional positions would be denominated in different currencies.
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Part) with a coupon equal to the | Part) with a coupon equal to the
floating rate and a residual maturit| floating rate and a residual maturit
equal to the reset date. equal to the reset date.

Warrants and Options
2.6 A CMSL should treat a purchased (sold) call warrant or optiosold (purchased)
put warrant or option, on a debt security, as a notional long (short) position in the
underlying debt security.

2.7 A CMSL should treat an option on an interest rate as a notional position in a zero
coupon government debt securiiyn the case of applying paragraph 6.2.32(a) or 6.2.51 of
this Part) or zero coupon zespecifierisk debt security (in the case of applying paragraph
6.2.32(b) of this Pargs follows:

(@) as a long (short) position, in the case of a purchased (soldpgtbn or a
sold (purchased) put option;

(b)  of avalue equal to the nominal value of the option; and

(c) which has a residual maturity equal to the sum of the period to expiry of the
option and the period for which the interest rate is fixed.

2.8 A CMSL should treat an option on a futures contract or forward contract on a debt
security or on an index or a basket of debt securities as a notional position in the underlying
futures contract or forward contract.

2.9 A CMSL should treat an option on aterest rate futures contract or a forward rate
agreement as a notional position in the underlying interest rate futures contract or forward
rate agreement.

Credit Default Swaps
2.10 A CMSL that is a protection seller (buyer) should treat its positienciredit default
swap as-

(@)  for the purpose of calculating the debt general risk requirement where any
periodic premiums or interest payments are due under the swap, a notional
long (short) position in a zerspecifierisk debt security with a coupoequal
to the appropriate fixed or floating rate and a residual maturity equal to the
expiry date of the swap or the date on which the interest rate will be reset,
respectively; and
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(b)  for the purpose of calculating the debt specific risk requirementotonal
long (short) position in the reference obligation, or where the swap is a
qualifying debt security referred to in Annex 6D, a long (short) position in the
swap, with a residual maturity equal to the expiry date of the swap.

Total Rate of Returnv&ps
2.11 A CMSL that is a protection seller (buyer) should treat its position in a total rate of
return swap as-

(@)  for the purpose of calculating the debt general risk requirement

(1) a notional long (short) position in the reference obligation hwa
residual maturity equal to the expiry date of the swap; and

(i) where any periodic premiums or interest payments are due under the
swap, a notional short (long) position in a zamecificrisk debt
security with a coupon equal to the appropriateditkor floating rate
and a residual maturity equal to the expiry date of the swap or the
date on which the interest rate will be reset respectively; and

(b)  for the purpose of calculating the debt specific risk requirement, a notional
long (short) positionin the reference obligation with a residual maturity
equal to the expiry date of the swap.

Firstto-default Credit DerivativeContracts
2.12 A CMSL that is a protection seller (buyer) should treat its position in adudgfault
credit derivatives contract as-

[SFA 0N13 (Amendment) 2018]

(@)  for the purpose of calculating the debt general risk requirement where any
periodic premiums or interest payments are due under the credit derivative
contract, a notional long (short) position in a zespecific-risk debt security
with a coupon equal to the appropriate fixed or floating rate and a residual
maturity equal to the expiry date of the credit derivatsseontract or the
date on which the interest rate will be reset respectively;

[SFA 04N13 (Amendhent) 2018]

(b)  for the purpose of calculating the debt specific risk requirement, long (short)
positions in each of the reference obligations in the contract, with the debt
specific risk requirement capped at the maximum payout possible under the
contrad.
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2.13 Where a CMSL holds a risk position in one of the reference obligations underlying a
first-to-default credit derivative contract, and this credit derivatigecontract hedges the
risk position, the CMSL may reduce with respect to the hedged ambatht the debt
specific risk requirement for the reference obligation and that part of the debt specific risk
requirement for the credit derivative contract that relates to this particular reference
obligation. Where a CMSL holds multiple risk positiongfi@rence obligations underlying a
first-to-default credit derivative contract, this offset is only allowed for that underlying
reference obligation having the lowest debt specific risk requirement.

[SFA 0N13 (Amendment) 2018]

3 Derivation of Notional Positions for Physical Commodity Derivatives Contracts
(Excluding Gold Derivatives Contracts)

Futures Contracts, Forward Contracts and CFDs on a Single Physical Cotfimodity
3.1 A CMSL should treat a futures contract, forward contract or CFD on a singieghy
commodity which settles according to the difference between the price set on trade date
and that prevailing at the maturity date of the contract as a notional position equal to the
total quantity of the physical commodity underlying the contract thas a maturity equal
to the expiry date of the contract.

Commitment to Buy or Sell a Single Physical Commodity at an Average of Spot Prices
Prevailing in the Future
3.2 A CMSL should treat a commitment to buy (sell) at the average spot price of a single
physical commodity prevailing over some period between trade date and maturity date as a
combination of-

(@) along (short) position equal to the total quantity of the physical commodity
underlying the contract with a maturity equal to the maturity davé the
contract; and

(b)  aseries of short (long) notional positions, one for each of the reference dates
where the contract price remains unfixed, each of which is a fractional share
of the total quantity of the physical commodity underlying the contraotl
has a maturity equal to the relevant reference date.

4 The interest rate risk arising from the other leg of the futures contract, forward contract or CFD shall be
included in the position risk requiresnt to cover interest rate risk calculated in accordance with
paragraph 6.2.75.
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Futures Contracts and CFDs on a Physical Commodity’index
3.3 A CMSL should treat a futures contract or CFD on a physical commodity index which
settles according to the difference between thege set on trade date and that prevailing
at the maturity date of the contract as either

(@) a single notional physical commodity position (separate from all other
physical commodities) equal to the total quantity of the physical
commodities underlyingthe contract that has a maturity equal to the
maturity date of the contract; or

(b) a series of notional positions, one for each of the constituent physical
commodities in the index, each of which is a proportionate part of the total
guantity of the phygal commodities underlying the contract according to
the weighting of the relevant physical commodity in the index and has a
maturity equal to the maturity date of the contract.

Commodity Swaps
3.4 A CMSL should treat a physical commodity swap as @ssafrnotional positions, one
for each payment under the swap, each of which equals the total quantity of the physical
commodity underlying the contract, has a maturity equal to the payment date and is long or
short as follows:

Receiving amounts

unrelated to any Receiving the price of

physical commodity’s physical commodity ‘b’

price
Paying amounts unrelated tq N.A. Long positions in physical
any physical commodity ‘b’
price
Paying the price of physical | Short positions in Short positions in physical
commodity ‘“a’|lphyd cal comcommodity ‘a’ a

physical commod
Options

3.5 A CMSL should treat an option on a physical commodity or commodity index as a
notional position in the underlying physical commoditysjtimn.

50 The interest rate risk arising from the other leg of the futures contract, forward contract or CFD shall be
included in the position risk requirement to cover interest raisk calculated in accordance with
paragraph 6.2.75.

51 Where one of the legs involves receiving/paying a fixed or floating interest rate, that exposure shall be
included in the position risk requirement to cover interest rate risk calculated in accordaitbe
paragraph 6.2.75.
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4 Derivation of Notional Positions for Foreign Currency and Gold Derivatives
Contracts

Foreign Exchange Futures Contracts, Forward Contracts and CFDs
4.1 A CMSL should treat a futures contract, forward contract or CFD on foreign exchange
as two ndaional currency positions:

(@) a long notional position in the currency which the CMSL has contracted to
buy; and

(b)  a short notional position in the currency which the CMSL has contracted to
sell,

where each notional position has a value equal to phesent valué? of the amount of each
currency to be exchanged in the case of a futures contract or forward contract.

Foreign Exchange Swaps
4.2 A CMSL should treat a swap on foreign exchange as

(@) a long notional position in the currency which the GM&s contracted to
receive interest and principal; and

(b)  a short notional position in the currency which the CMSL has contracted to
pay interest and principal,

where each notional position has a value equal to the present value amount of all cash flow
in the relevant currency.

Futures Contracts, Forward Contracts and CFDs on Gold
4.3 A CMSL should treat a futures contract, forward contract or CFD on gold as a
notional position in gold with a value equal to the amount of gold underlying the contract
multiplied by the current spot price for gold, except in the case of a forward contract where
the CMSL, in accordance with industry norms, may use the net present value of each
position, discounted using prevailing interest rates and valued at prevailotg sies.

52 This is normally equal to the amount underlying the contract multiplied by the current spot price, except

in the case of a forward contract where the CMSL, in accordance with industry norms, may use the net
present value of each pition, discounted using prevailing interest rates and valued at prevailing spot
rates.
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Foreign Exchange Options
4.4 A CMSL should treat a purchased (written) call option, or a written (purchased) put
option, as a long (short) position in the commaodity currency and a short (long) position in
the term currency, each of an amoumquivalent to the notional face value of the
underlying contract.

Options on Gold

45 A CMSL should treat an option on gold as a notional position in the underlying gold
position.

Monetary Authority of Singapore 106



Annex 6B

NETTING FOR POSITION RISK REQUIREMENT

1 Netting for Equity and Equity Derivatives Position Risk Requirement

1.1  For the purpose of calculating the equity position risk requirement or the equity
derivative position risk requirement, a CMSL may-net

(@) a long position against a short position (including notiopasitions) in an
identical equity securit§?, equity index or equity basket in the same country
portfolio; and

(b) a matched position in a depository receipt against the corresponding
underlying equity security or identical equity securities in differentirdry
portfolios provided that any costs of conversion are fully taken into
accoung?,

1.2 Notwithstanding paragraph 1.1, a CMSL that intends to net long and short positions in
an arbitrage strategy shall obtain the prior approval of the Authorityhd Authority may
grant the approval subject to such conditions or restrictions as the Authority may impose.

2 Netting for Debt and Debt Derivatives Position Risk Requirement
2.1  For the purpose of calculating the debt position risk requirement or diebivatives

position risk requirement, a CMSL may net
[SFA 0N13 (Amendment) 2018]

(@) a long position against a short position (including notional positions) in an
identical issué®; or

(b) a matched position in a futures contract or forward contragainst its
corresponding underlying exposures or financial instruments

53 Two equities are the same if they enjoy the same rights in all respects and are fungible with each other.

Any foreign exchange risk arising out of these positidmall e dealt with under foreign exchange
position risk requirement.

Examples of arbitrage strategies include futurekated arbitrage strategies such as when a CMSL takes an
opposite position in exactly the same index at different dates or in diftenegrket centres, or when a
CMSL takes an opposite position in contracts at the same date in a different but similar index.

Even though the issuer is the same, no offsetting shall be permitted between different issues since
differences in coupon ratesguidity, call features, etc. mean that prices may diverge in the short run.

54

55

56
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2.2  Where a futures contract or forward contract comprises a range of deliverable debt
securities, a CMSL may net a short position in the futures contract or forward contract
agarst a | ong position i nto-dehlei vceorr”r eusnpdoenrdliynign g*
netting is permitted only where the CMSL has sold the futures contract or forward contract.

2.3 A CMSL may net opposite positions in the same category of interesbradebt
related instruments i

(@) the positions-
(1) relate to the same underlying instruments;
(i) are of the same notional value; and
(i)  are denominated in the same currency,
and—
(b) in the case of
0] futures contracts, the offsettig positions in the notional or
underlying instrument to which the futures contract relates are for
identical products and mature within 7 days of each other;
(i) swaps and forward rate agreements, the reference rates (for floating
rate positions) are ientical and the coupons are closely matched (i.e.
within 15 basis points); and
(i)  swaps, forward rate agreements and forward contracts, the next
interest fixing date or, for fixed coupon positions or forward

contracts, the residual maturity corresporad follows:

(A) the same day, if the next interest fixing date or residual
maturity is less than one month;

(B) within 7 days, if the next interest fixing date or residual
maturity is between one month and a year; or

57 However, the position representing the time to expiry of the futures contract or forward contract should

be included in the calculation of the position risk requirement.
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(C) within 30 days, if the next intest fixing date or residual
maturity is more than a year.

2.4  For the purpose of calculating the debt specific risk requirement for a credit
derivatives contract and its hedged positioa, CMSL may
[SFA 0N13 (Amendment) 2018]

(@) apply a full offsewhen the values of the two legs always move in opposite
directions and broadly to the same extent. This would be the case when

(1) the two legs consist of completely identical instruments; or

(i) a long cash position is hedged by a total rate afine swap and there
is an exact match between the reference obligation and the
underlying instrument (i.e. the cash positi6¥)

(b)  apply an 80% offset to the side of the transaction with the higher debt
specific risk requirement and a zero specific rieguirement on the other
side when the values of the two legs (i.e. long and short) always move in
opposite directions but not broadly to the same extent. This would be the
case when-

0] a long cash position is hedged by a credit default swap;
(i) there is an exact match in terms-ef
(A) the reference obligation;
(B) the residual maturity of both the reference obligation and the

credit derivatives contract; and
[SFA 0AN13 (Amendment) 2018]

(C)  the currency of the underlying instrument; and

(i)  the key features of the credit derivatigeontract (e.g. credit event
definitions, settlement mechanisms) do not cause the price
movement of the credit derivative contract to materially deviate
from the price movement of the cash position; and

[SFA 04N13 (Amendment) 2018]

58 The maturity of the swap itself may be different from that of the underlying instrument
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(c) apply the higher of the two debt specific risk requirements when the values
of the two legs (i.e. long and short) usually move in opposite directions. This
would be the case when

0] the position would be captured in syaragaph (a)(ii) but for an
asset mismatch between the reference obligation and the underlying
instrument where—

(A)  the reference obligation ranks pari passu with or is junior to
the underlying instrument; and

(B)  the underlying instrument and reference lapmtion share the
same counterparty and legally enforceable crds$ault or
cross acceleration clauses are in place;

(i) the position would be captured in sytaragraph (a)(i) or (b) but for a
currency or residual maturity mismatch between the credit
derivatives contract and the underlying instrument; or

[SFA 04N13 (Amendment) 2018]

(i) the position would be captured in sytaragraph (b) but for an asset
mismatch between the cash position and the reference obligation,
and the underlying instrumentsi included in the deliverable
obligations in the documentation of the credit derivatieontract.

[SFA 0N13 (Amendment) 2018]
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3 Netting for Commodity and Commodity Derivatives Position Risk
Requirement

3.1 For the purpose of calculating the commtydiposition risk requirement or
commodity derivative position risk requirement, a CMSL may net the long positions against
the short positions in an identical physical commodity for the purposes of computing the net
position.

[SFA 04N13 (Amendment) 2018]

3.2  Positions in different suoategories of the same physical commodity shall only be
treated as the same physical commodities if the physical commodities meet the conditions
set out in paragraph 6.2.56(a) or (b) of Part VI.
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QUALIFYING EQUITY INDICES

Annex 6C

‘ Country or Territory Index

Australia S&P/ASX 200 Index

Canada S&P/TSX Compositledex

Europe STOXX Europe 50 Index
Euro STOXX 50 Index

France CAC 40 Index

Germany DAX Index

Hong Kong Hang Seng China Enterprises Index
Hang Sengndex

Italy FTSE MIB Index

Japan Nikkei 225

Malaysia FTSE Bursa Malaysia KLCI Index

Netherlands AEX Index

Singapore MSCI Singapore Free Index

MSCI Singapore Index
FTSE Straits Times Index

South Korea

KOSPI 200 Index

Sweden

OMX Stockholm 30 Index

Taiwan

MSCI Taiwan Index

United Kingdom

FTSE 100 Index

United States oAmerica

S&P500 Index
Dow Jones Industrial Average

Others

Any index approved by the Authority
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Annex 6D

APPLICABLE RISK FACTORS FOR CALCULATION OF DEBT POSITION RISK FACTORS

Table 6D-1: Debt Standard Method Position Risk Factors
Maturity Band

Debt Position Risk Factor (%)
Qualifying Debt Other Debt
Securities Securities

Government
Debt Securities

Coupon
3% or more less than 3%

One month or less One month or 0.00 0.25 8.00
less
More than one More than one
month butnot month but not 0.20 0.45 8.20
more than 3 more than3
months months
More than 3 More than 3
monthsbut not months but not 0.40 0.65 8.40
more than 6 more than6
months months
More than 6 More than 6
monthsbut not months but not
more than 12 more thanl12 0.70 L.70 8.70
months months
More than one More than one
yearbut not more | year but not 195 205 9.5
than 2 years more than
1.9years
More than 2 More than 1.9
yearsbut not years but not 175 3.35 9.75
more than 3 years| more than2.8
years
More than 3 More than 2.8
yearsbut not years but not
more than 4 years| more than3.6 2.25 3.85 10.25
years
More than 4 More than 3.6
yearsbut not years but not 275 4.35 10.75
more than 5years | more than4.3
years
More than 5 More than 4.3
yearsbut not years but not 3.25 4.85 11.25
more than 7 years| more than 5.7
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Debt Position Risk Factor (%)
Qualifying Debt Other Debt
Securities Securities

‘ Maturity Band
Government
Debt Securities

‘ Coupon

3% or more

less than 3%

years

More than 7 More than 5.7
yearsbut not years but not
more than 10 more than7.3 3.75 5.35 1175
years years
More than 10 More than 7.3
yearsbut not years but not
4.50 6.10 12.50
more than 15 more than9.3
years years
More than 15 More than 9.3
yearsbut not years but not
5.25 6.85 13.25
more than 20 more than10.6
years years
More than 20 More than 10.6
years years but not
ore than 120 6.00 7.60 14.00
years
More than 12.0
years but not 8.00 9.60 16.00
more than 20
years
More than 20 12.50 14.10 20.50
years
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Table 6D-2: Debt Building Block Method — Debt Specific Risk Position Risk Factors
Credit quality grade as Specific Position

Category per Table 5A-1 Residual maturity Risk Factor
Government®¢° | 1 N.A 0.00%
2o0r3 6 months or less 0.25%
More than 6 and up to and
including 24 months 1.00%
More than 24 months 1.60%
40r5 N.A 8.00%
6 N.A 12.00%
Unrated N.A 8.00%
Qualifying N.A 6 months or less 0.25%
More Fhan 6 and up to and 1.00%
including 24 months
More than 24 months 1.60%
Others 4 N.A 8.00%
50r6 N.A 12.00%
Unrated N.A 8.00%

For the purposes of Tables ADand 632 —
T The “governmeindess category i
(@) all forms of governmenissued specified productseeurities including bonds,

treasury bills and other shoterm instruments; and
[SFA 0N13 (Amendment) 2018]

(b)  anyspecified productseeuritiesissued by PSEs which qualify for a 0%wisight
under Annex 5B.

[SFA 0AN13 (Amendment) 2018]

T The “qualifying” category includes

5 An exposureo anyspecified producteeurityissued by-
(a) the Singapore Government or the Authority; or
(b) other central governments with aexternal credit assessent of investment grade
which is denominated in domestic currency and funded by the CMSL in the same currency shall be
assigned a 0%etht specific risk position risk factor.

[SFA 04N13 (Amendment) 2018]

80 The Authority may, at its discretion, assighigher debt specific risk position risk factor other than that
set out in Table 612 to specified productsissued by certain governments, especially in cases where the
securities are denominated in a currency other than that of the issuing government.

[SFA 04N13 (Amendment) 2018]
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(@) anyspecified produckeeuritythat is issued by an multilateral agency;
[SFA 04N13 (Amendment) 2018]

(b)  anyspecified produckeeurityissued by a PSE whibas a credit quality grade of
“© 37 or better a sl ofsAeiex SA Wt anyl umrateBleedifiede 5 A
products seeuritiesissued by a PSE which belongs to a country with a credit
guality grade of “afAnnexS;anelt out in Tabl
[SFA 04N13 (Amendment) 2018]

(c) anyspecified produckeewritywhi ch has a credit quality
set out in Table 5A of Annex 5A, from external credit assessments by at least
two recognised ECAIs

[SFA 0N13 (Amendment) 2018]

Table 6D-3: Debt Building Block Method — Maturity Method Debt General Risk Position
Risk Factors

Maturity Band

Debt General Risk

Coupon € Position Risk Factor (%)
More than 3% Not more than 3%

Not more than onanonth | Not more than one month 0.00
More than one monthbut | More than one month but

0.20
not more than 3 months not more than3 months
More than 3 monthsut More than 3 months but 1 0.40
not more than 6 months not more than6é months '
More than 6 monthsut More than 6 nonths but

0.70
not more than 12 months | not more thanl2 months
More than one yeabut not | More than one year but 195
more than 2 years not more thanl.9 years '
More than 2 yearbut not | More than 1.9 years but 2 175
more than 3 years not more than2.8 years '
More than 3 yeasbut not | More than 2.8 years but 2 5
more than 4 years not more than3.6 years '
More than 4 yeardut not | More than 3.6 years but 275
more than 5 years not more than4.3 years '
More than 5 yearbut not | More than 4.3 years but 3.95
more than 7 years not more than5.7 years 3 '
More than 7 yeardut not | More than 5.7 years but 3.75
more than 10 years not more than7.3 years '
More than 10 yearsut not | More than 7.3 years but 4.50

61 Where a security has more than one external credit assessment and these map into
different credit quality grades, paragraph 2 of Annex 5A shall apply.
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more than 15 years not more than9.3 years
More than 15yeardut not | More than 9.3 years but 5 25
more than 20 years not more thanl10.6 years '
More than 20 years More than 10.6 years but
6.00
not more thanl2.0 years
More than 12.0 years but 8.00
not more than20 years '
More than 20 years 12.50

Table 6D-4: Debt Building Block Method — Duration Method Debt General Risk Position
Risk Factors

Debt General Risk Position Risk

Modified Duration Zone Factor (%)

Not more than oneanonth 1.00
More than 1 monthbut not more than 3

1.00
months
More than 3 monthdut not more than 6 1 1.00
months '
More than 6 monthsut not more than 1 1.00
year
More than 1 year buhot more than 1.9 0.90
years
More than 1.9 yearbut not more than 2.8 2 0.80
years
More than 2.8 yearbut not more than 3.6 0.75
years
More than 3.6 yearbut not more than 4.3 0.75
years
More than 4.3 yearbut not more than 5.7 0.70
years
More than 5.7 yearbut not more than 7.3 0.65
years
More than 7.3 yearbut not more than 9.3

0.60
years 3
More than 9.3 yearbut not more than 10.6 0.60
years
More than 10.6 yearbut not more than 12.0 0.60
years
More than 12.0 yearbut not more than 20 0.60
years
More than 20 years 0.60
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Table 6D-5: Debt Building Block Method — General Risk Requirement Matching Factor For
Maturity and Duration Methods
Matching Factor

Maturity Method Duration Method

Maturity Band Matchindg-actor 10% 5%

Zone Matching FactqZone 1) 40% 40%
Zone Matching FactqZone 2) 30% 30%
Zone Matching FactqZone 3) 30% 30%
Adjacent Zone Matchingactor 40% 40%
Nonradjacent Zonéatching Factor 100% 100%
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Annex 6E

INTEREST RATE POSITION RISK FACTORS FOR INTEREST RATE ADD-ON BASIC METHOD

Table 6E-1: Interest Rate Position Risk Factors for Interest Rate Add-On Basic Method

Residual Maturity of the Notional

Government Debt Securities

Interest Rate Position Risk Factor

3 months or less 0.20%
More than 3 monthgut not more than 6 0.40%
months

More than 6 monthgut not more than 12 0.70%
months

More than one yeabut not more than 2 1.25%
years

More than 2 yarsbut not more than 3 years 1.75%
More than 3 yeard®ut not more than 4 years 2.25%
More than 4 yeard®ut not more than 5 years 2.75%
More than 5 yeard®ut not more than 7 years 3.25%
More than 7 yeard®ut not more than 10 3.75%
years

More than 10 garsbut not more than 15 4.50%
years

More than 15 yeardut not more than 20 5.25%
years

More than 20 years 6.00%
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Annex 6F

HEDGING METHOD

Table 6F-1: Hedging Method
Position Risk Requirement
Option is in the
position money by Option is
Less out of the

CMSL’s option position

Notless than money
than PR PRE
(a) Long put Zero Wp X
. Hedging
(1) Long Method
(b) Short call Y Y .
ISnot
Permitted
(a) Long call Zero Wc X
(@) Shorseauites vethed
(b) Short put Y Y i ot
Permitted

[SFA 0N13 (Amendment) 2018]

In Table 6A —
PRF is the appropriate Standard Methdelosition Risk Factor as set «
in Table 61 of Division 2 of this Part and Table-6Df Annex 6D
Wp is {(PRA) x seeuritiesposition in_the underlying instrumentat

exercise price} plus the current market valhie vhderlying
securitiespositionin the underlying instrument
[SFA 0N13 (Amendment) 201¢

Wc is {(1+ PRF) zecuriiesposition in_the underlying instrumeniat
exercise price} minus the current market vahfe urderhying
securitiespositionin the underlying instrument

[SFA 013 (Amendment) 201¢

X is the current market value afnderlyingsecuritiespositionin the

underlying instrumenk PRF

[SEFA 0AN13 (Amendment) 201¢

Y is the higher ot
(@ (currentmarket value ofunderlying—seecuritiegosition in_the

underlying instrumentx PRF) minus theurrent market value @
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option; or
[SFA 0AN13 (Amendmet) 2018]

(b) zero.
For the purposesf calculating the commodity derivative position risk requirement

o : tiesin Tablo-ERhalll I ities-and

{breferences to PRF in Table-Bshallbe read as the commaky net position risk factor
referred to inparagraph 6.2.62) of Part VI.
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PART VII: UNDERWRITING RISK REQUIREMENT

Overview
7.1.1 Where a CMSL enters into any legally binding agreement or arrangement to
underwrite or to subunderwrite anyspecifiedproductsecurities the CMSL shall calculate
an underwriting risk requirement in accordance with paragraphs 7.1.2 to 7.1.3, or in such
manner as the Authority may specify by notice in writing to the relevant CMSL concerned.
[SFA 04N13 (Amendment) 2018]

Calculation of the underwriting risk requirement
7.1.2 A CMSL shall calculate an underwriting risk requirement as the product of

(a) the net underwriting exposure calculated under paragraph 7.1.3;

(b) the appropriate standard method position riskctar applicable to the issue
as prescribed under Part VI; and

(c) the underwriting risk factor, which is 20%, or such other percentage as the
Authority may specify by notice in writing to the relevant CMSL concerned.

7.1.3 A CMSL shatblculate a net noderwriting exposure to specified
productssecurities from the dayit commits to underwriting thespecified productsecurities
or the day when an underwritinggreement is signed, whichever is earlier, to the day the
underwritingarrangement ends, not beg a day that is later than the day aft@iotment of,
or close of application for the subscription for thpecified productsecurities whichever is
later, as the gross underwriting commitmeoit the CMSL, less the aggregate of amounts
which the CMSL lssub-underwritten to, placed with, sold to or allotted te

[SFA 0N13 (Amendment) 2018]

(@) abank licensed under the BankiAgt (Cap. 19);

(b) a merchant bank;

(c) afinance company licensed undée Finance Companies Act (Cap. 108);
(d) a ompany or society registered undtre Insurance Act (Cap. 142);

(e) a CMSL licensed to carry oflte regulated activity ofdealingin capital

market products, seeurities—trading—in—futures—contracets;fund

managemenbr real estate investment trust magament;
[SFA 0AN13 (Amendment) 2018]
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() a financial institution that is approved, licensed, registered or otherwise
regulated by an authority in a foreign jurisdiction exercising any function
that corresponds to a regulatory function of the Authority damn the
Banking Act (Cap. 19), tienance Companies Act (Cap. 108), Insurance Act
(Cap. 142), thdMonetary Authority of Singapore Act (Cap. 186), or the Act,
in a foreign jurisdiction and has a lotgym external credit assessment of
investment gradeand

(g) any other person, provided that

(i) full payment has been received bye CMSL from such person for the
sub-underwritten, placed, sold or allotted amourdr

(i) the subunderwritten, placed, soldr allotted amount can be offset
against accepatble collateral receivelly the CMSL from such person
under a netting agreement that satisfies the conditi@pecified in
Annex 5F of Part V.
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PART VIII: LARGE EXPOSURE RISK REQUIREMENT

Division 1: Overview of Large Exposure Risk Requirement

8.1.1 A CMSL shall calculate its large exposure risk requirement as theofstime
following, unless otherwise specified by the Authority by notice in writing to the relevant
CMSL concerned:

(a) counterparty large exposure requiremeacalculated in accordance kit
paragraphs 8.2.1 to 8.2.and

(b) issuer large exposure requiremecdlculated in accordance with
paragraphs 8.3.1 to 8.3.18.

Division 2: Calculation of Counterparty Large Exposure Requirement

8.2.1 A CMSL shall calculate its totadunterparty larg exposure requirement as
the sum of its individual counterparty large exposure requirements calculated in accordance
with paragraphs 8.2.2 to 8.2.3.

8.2.2 Where a CMSL’'s total exposure to a coun
paragraph 8.2.3 belv, ise q u a | to or exceeds 20% odr t he
adjusted net head office funds, whichever is applicalilee CMSL shall calculate an
individual counterparty large exposurequirement as follows:

(@) calculate a risk requirement for ea counterparty exposure that is included
as part of the CMSL’s total etkeposur e
counterparty risk requirement calculated in accordance ViAtirt V, up to a
maximum risk requirement equal to the difference between the ¥allue
of the contract givingise to the counterparty exposure and the
counterparty risk requirementalculated in accordance with Part V; and

(b) aggregate the risk requirements that are calculated in accordance with sub
paragraph (a).

8.2.3 For the pupose of paragraph 8.2.2, the total exposure of the CMSL to a
counterparty is the sum of the counterparty exposures that the CMSL -calcidates

accordance with Part V, in relation to the counterparty, excluding the following exposures:

(a) any exposured the Singapore Governmeat a PSE in Singapore;
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(b) any exposure to the Authority;

(c) any exposure to a central government or a central bank that has an
external credit assessment of investment grade;

(d) any exposure arising from current accounepisits, savings account
deposits, and fixed deposits, including accrued interest placed with a
banking institution, a merchant bank, or a finance company licensed under
the Finance Companies A&ap. 108)

(e) any exposure referred to in paragraph 52&f Part V;
(H any free delivery;
(g) any repurchase, reverse repurchase, specified products seeurities

borrowing or lending agreement or similar agreeméefore the due date
of the agreement;

[SFA 0N13 (Amendment) 2018]

(h) anyexposure caldated in relation toproduct seeuritiesfinancing;
[SFA 0N13 (Amendment) 2018]

(i) any exposure calculated in relattno a counterparty’s a
trading of any derivativecontracts on a approved exchangdutures
exchange or an overseasfutdres—exchange anevhich is subject to
maintenance margin requirements, where the counterpasty

[SFA 0N13 (Amendment) 2018]

(i) does not have an outstanding margiall;
(i) has either-

(A) a margin call outstanding not motean 3 business daysadim
the day the margin call is made, if theargin call is to be
satisfied by remittance denominated in Japan&@m; or

(B) a margin call outstanding not motean 2 business days from
the day the margin call is made, if theargin call is to be
satisfied by remittance denominated in currenciesher than
Japanese Yen;

() any assetdeducted in the computation dfnancial resources oadjusted
net head office funds, whichever is applicable;
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[SFA 04N13 (Amendment) 2014
(k) any exposure secured by ancptablecollateral;

()  suchother exposure as the Authority may specify by notice in writing to the
relevant CMSL concerned; and

(m) providedthe CMSL has received prior written approval from the Authority,
80% of any exposure to a counterparty whis—

(i) a multilateral agency; or

(i) a financial institution licensed, approved or designated by the
Authority under the Banking Act (Cap. 19), #imance Companies Act
(Cap. 108), thdMonetary Authority of Singapore Act (Cap. 186), or the
Act, orregistered under the Insurance Act (Cap. 142);

(i) arecognised exchange;
(iv) aclearing facility appointed by a recognisedchange; and

(v) anentity which is a member of an approved exchange,approved
clearing house or any entity referred tin subparagraphgm)(iii) to

(m) (iv).
[SFA 0N13 (Amendment) 2014

Division 3: Calculation of Issuer Large Exposure Requirement

8.3.1 A CMSL shall calculate its totséuer large exposure requirement as than of
its individual issuer large expagurequirements calculated in accordance with paragraphs
8.3.21t08.3.18.

8.3.2 Where a CMSL’'s total equity exposure to
paragraph 8.3.3, total debt exposure to an issuer calculated in accordance with paragraph
8.34, or total equity and debt exposure to an issuer calculated in accordance with
paragraph 8.3.5, exceeds the exposure limits specified in Tabjéhe CMSL shall calculate

an individual issuer large exposueguirement in accordance with paragraphs 8.3o

8.3.18.
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Table 81: Tests of Issuer Large Exposure

Exposure

Financial Resources
Test

Issue Size Test

Issuer Large Exposure Exists if -

Large Equity
Exposure Amount,
Large Debt Exposure
Amount, or Large
Total Equity and
Debt Exposure
Amount

Equity Total equity exposure | Total equity exposure| Amount in excss of
to an issuer calculated | calculated in 10%oft he CM}J
in accordance with accordance with financial resourcesr
paragraph 8.3.3 paragraph 8.3.3 adjusted net head
exceeds 10% of the arising from an office funds,

C M S finarxial individualseriesof whichever is
resourcesor adjusted | equity securities applicable pr
net head office funds, | issuedby an issuer amount in excess
whichever is applicable exceeds 5% of the | of 5% of issue size ol
issue sizef that each series.
series of equity
securities The issue
size of eaclseriesof
equity securities
refers to the market
capitalisation of the
issue.
Debt Total debt exposure to | Total debt exposure | Amount in excess of

an issuer calculated in
accordance with
paragraph 8.3.4
exceeds 10%f the
CMSL's fin;i
resourcesor adjusted
net head office funds,
whichever is applicable

calculated in
accordance with
paragraph 8.3.4
arising from an
individual serie®f
debt securities issued
by an issuer exceeds
10% of thessuesize
of that series of debt
securities.

10%oft he CMS
financial resourcesr
adjusted net head
office funds,
whichever is
applicable pr

amount in excess

of 10% of issue size
of each series.

Total Equity and
Debt

Total equityand debt
exposure to an issuer
calculated in
accordance with
paragraph 8.3.5

exceeds 10% of

Not applicable.

Amount in excess of
10%oft he CMS
financial resourcesr
adjusted net head
office funds,
whichever is
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Exposure Financial Resources Issue Size Test Large Equity
Test Exposure Amount,
Large Debt Exposure
Amount, or Large
Total Equity and
Debt Exposure
Amount

Issuer Large Exposure Exists if -

theCMSL’' s fi applicable
resourcesor adjusted

net head office funds,

whichever is applicable

8.3.3 A CMSL shall calculate its total equity exposure to an issuer as the absolute value
of the net position that the CMSL holds a principal in equity securities issued by the
issuer, incldingnotional positions arising from derivative contracts on equity
securitiesissued by the issuer, ard

(@) in the case of a futures contraot forward contract on equity securities,
the underlying equitysecurities;

(b) in the case of an optionr(cludinga warrant) on equity securities that is in
the money, the underlyingquity securities; and

(c) where the CMSL has entered irda agreement or arrangement to
underwrite or to subunderwrite anoffer of equity securities, a position in
those equity securities which are unplacext unalloted after the date of
subscription or the date of allotmemf the equity securities,

[SFA 0N13 (Amendment) 2018]

but does not include any excluded issesposure.

8.34 A CMSL shall calculate its total detxiposure to an issuer as the absolute value
of the net position that the CMSL holds a principal in debt securities issued by the issuer,
includingnotional positions arising from derivative contracts on debt securities isbyed
the issuer, and-

(&) in the case of a futures contraot forward contract on debt securities, the
underlying debt securities;

(b) in the case of an option (includigwarrant) on debt securities that is in
the money, the underlyingebt securities; or
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(c) where the CMSLhas entered intan agreement or arrangement to
underwrite or to subunderwrite anoffer of debt securities, a position in
those debt securities which are unplaced unallotted after the date of
subscription or the date of allotmemf the debt securities,

[SFA 04N13 (Amendment) 2018]

but does not include any excluded iss@gposure.

8.3.5 A CMSL shall calculate its total equity and debt exposure to an issulke as
aggregate of its total equity exposure to the issuer calculated under paragraghahd its
total debt exposureo the issuer calculated under paragraph 8.3.4.

Individual issuer large exposure requirement
8.3.6 Subject to paragraph 8.3.7,herethe CMSL has exposure to both equity and
debt securitiesssued by an issuer, the CMShals calculate the individual issuer
largeexposure requirement as the higher-ef

(@) the sum of the individual issuer equity largeposure requirement
calculated in accordance with paragraphs 8.3.8 to 8.3.11, and the individual
issuer debt large expose requirement calculated in accordance with
paragraphs 8.3.12 to 8.3.16¢

(b) the individual issuer total equity and delastrge exposure requirement
calculated in accordance with paragraph 8.3.17.

8.3.7 For the purposesf this Part and Part VI, ¢h sum of the position risk
requirementfot he CMSL’' s principal p secuiitiesioban ssuarn  t h e
and the individual issuer large exposure requirementtfdire CMSL’ s exposur e
and debt securitiesf the issuer shallbeers t r i ct ed t o Ihé& ®AGorashortt he C
positions in those equity and debt securities.

Individual issuer equity large exposure requirement
8.3.8 Subject to paragraphs 8.3.9t0 8.3.11,wherdk e CMSL’ s t ot al equi
an individual isuer exceeds the exposure limits specified in Table &he CMSL shall
calculatean individual issuer equity large exposure requirement as the produet of

(@) the large equity exposure amount set out in Tablg;&nd

(b) the appropriate equity stanakd methodposition risk factor set out in Part
VI.

8.3.9 For the purposes of 8.3.8, a CMSL may apply 50% of the appropriate equity
standard method position risk factor to any amount of the large equity exposure amount
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arising from a position in a colleee investment scheme or a closesd fund that is
managed by the CMSL.

8310 Where the CMSL's total equity exposur e
exposure limits under the issue siast specified in Table-8,the CMSL shall calculate the
individual issuer equity large exposure requirement of the CMSL to the issuer as the
aggregateof the issuer equity large exposure requirements for each individual series of the
equity securities.

8311 Where the CMSL's total e Jssuerteyceedsxtpeo s ur e
exposure limits under both the financial resources &®ilie size tests specified in Table 8

1,the large equity exposure amount for the purposes of paragraph 8.3.8 shall be the higher

of the large equity exposure amounts calculated untiese 2 tests.

Individual issuer debt large exposure requirement
8312 Subject to paragraphs 8.3.13 to 8.3.16,
an individual issuer exceeds the exposure limits specified in Tafletl® CMSL shall
calculate a individual issuer debt largexposure requirement as the product ef

(@) the large debt exposure amount set out in Tablg;&nd
(b) the appropriate debt standard methgabosition risk factor set out in Part VI.

8.3.13  For the purposes of 8.3.12 CMSL may apply 50% of the appropriate debt
standard method position risk factor to any amount of the large debt exposure amount
arising from a position in a collective investment scheme or a clesedfund that is
managed by the CMSL.

8.3.14 Where theCMSL’ s tot al debt exposure to an
exposure limits under the financial resourdest specified in Table-8, the appropriate

debt standard method position risk factor used to calculate the individual issuer debt large
exposurerequirement under paragraph 8.1.12 shiadl the factor applicable to the debt
securities with the greatesiate-to-maturity period.

8315 Where the CMSL’s total debt exposur e
exposure limits under the issue siest ecified in Table 4,the CMSL shall calculate the
individual issuer debt large exposure requirement of the CMSL to the issuer as the
aggregateof the issuer debt large exposure requirements for each individual series of the
debt securities.

8316 Whee the CMSL’'s tot al debt exposure t
exposure limits under both the financial resources @&silie size tests specified in Tabié,8
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the large debt exposure amount for the purposes of paragraph 8.3.12 shall be the higher of
the large debt exposure amounts calculated unther 2 tests.

Individual issuer total equity and debt large exposure requirement
8.3.17 Wherea CMSL’'s total equity and debt expos
the exposure limits under the finaradiresourcesest specified in Table-8, it shall calculate
the individual issuer total equity and delasirge exposure requirement, as the productof

(a) the large total equity and debt exposure amougdt out in Table 8; and

(b) the appropriate tandard method positiomisk factor set out in Part VI,
which is—

(i) the standard method position ridlactor set out in Part VI applicable
to the instrument held in the larger proportiooy

(i) the higher standard method positiamsk factor set at in Part VI
applicable if both equity and debt securities are heldequal
proportions.

8.3.18  For the purposes of 8.3.17, a CMSL may apply 50% of the appropriate standard
method position risk factor to any amount of the large total equity and deliosxre
amount arising from a position in a collective investment scheme or a cleiseédund that

is managed by the CMSL.
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Endnotes of History of Amendments
1. SFA 0413 (Amendment) 201vith effect from6 March2014

2. SFA 0413 (Amendment) 2016 witeffect from 1 November 2016.

3. SFA 0413 (Amendment) 2017 with effect from 20 October 2017.

4. SFA 0413 (Amendment) 2018 with effect froBiOctober 2018
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