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(a) on a specified day, a counterparty (counterparty 1)
will give to the other counterparty (counterparty 2)
an agreed amount of currency A and will receive
from counterparty 2—

(1) an agreed amount of currency B; or

(i) an amount in currency B calculated by reference
to an agreed exchange rate; and

(b) on another specified day that is after the day referred
to in paragraph (a), counterparty 1 will give to
counterparty 2 an agreed amount of currency B and
will receive from counterparty 2—

(1) an agreed amount of currency A; or

(i) an amount in currency A calculated by reference
to an agreed exchange rate;

designated CCP (DD OO OO O) has the meaning given by
section 101A of the Ordinance;

financial services provider (0 OO O OO O) means a person
designated by the Commission in accordance with rule 3;

local AFI (D0 0D ODOODO) means an authorized financial
institution that is incorporated in Hong Kong;

local AMB (00O OODOODO) means an approved money
broker that is incorporated in Hong Kong;

local LC (00U O OO O) means a licensed corporation that is
incorporated in Hong Kong;

overseas AFlI (DD0OOO0ODOO) means an authorized
financial institution that is incorporated outside Hong
Kong;

overseas AMB (L O OO 0O OO O) means an approved money
broker that is incorporated outside Hong Kong;
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(2) For the purposes of subrule (1), a prescribed person is
regarded as having reached the clearing threshold at all
times after—

)

(4)

(a)

(b)

subject to paragraph (b), the first calculation period
in respect of which the person reached the clearing
threshold, even if the person has not reached the
clearing threshold for a subsequent calculation
period; or

if the person gave an exit notice, the first calculation
period in respect of which the person reached the
clearing threshold after giving the exit notice, even if
the person has not reached the clearing threshold for
a subsequent calculation period.

An exit notice may be given by a prescribed person if—

(a)

(b)

the person is a local AFI, a local AMB or a local LC
and the total position of the person on the last day
of each month in a period of 12 consecutive months
is less than US$14 billion; or

the person is an overseas AFI, an overseas AMB or
an overseas LC and the local total position of the
person on the last day of each month in a period of
12 consecutive months is less than US$14 billion.

An exit notice given under subrule (3) must—

(a)
(b)

©

be in writing;
be given to—

(1) the Monetary Authority, if the person is an
authorized financial institution or an approved
money broker; or

(i) the Commission, if the person is a licensed
corporation; and

specify—
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2)

3)

(4)

(a)

(b)

©

under the laws of a jurisdiction that is designated by
the Commission in accordance with subrule (2)
(designated jurisdiction), the transaction is required to
be cleared with a central counterparty;

the transaction has been cleared with a central
counterparty in accordance with the laws of the
designated jurisdiction; and

the central counterparty referred to in paragraph (b)
is a designated CCP.

For the purposes of subrule (1), the Commission may,
with the consent of the Monetary Authority and by notice
published in the Gazette, designate any jurisdiction
outside Hong Kong if the Commission is satisfied that the
laws of the jurisdiction—

(a)

(b)

provide for requirements that are similar to, or serve
similar purposes as, the clearing obligation; and

are appropriately administered and enforced in the
jurisdiction.

The Commission may, with the consent of the Monetary
Authority and by notice published in the Gazette, revoke
the designation of a jurisdiction made under subrule (2).

A notice published under subrule (2) or (3) is not
subsidiary legislation.
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optionality (0 0 O 0O O), in relation to an interest rate swap,
means a counterparty to the swap is granted an option
which, if exercised, would or might affect the amount,
timing or form of the payments that would otherwise be
made under the swap;

overnight index swap (0 O 0O O O 00 ) means a fixed-to-floating
swap where the floating interest rate referred to in
paragraph (b) of the definition of fixed-to-floating swap in
this section is based on an overnight interest rate index.

2. Specified OTC derivative transactions

The following OTC derivative transactions are specified for the
purposes of rules 4 and 5—

(a) a basis swap that has all of the features specified for
an item in a row of Table 1;

(b) a fixed-to-floating swap (except an overnight index
swap) that has all of the features specified for an item
in a row of Table 2;

(c) an overnight index swap that has all of the features
specified for an item in a row of Table 3.
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Table 2
Fixed-to-Floating Swaps (except Overnight Index Swaps)

Column Column Column Column Column Column

1 2 3 4 5 6
Floating Constant
Item Currency rate index Tenor Optionality notional
1. USD LIBOR 28 days to No Yes
10 years
2. EUR  EURIBOR 28 days to No Yes
10 years
3. GBP LIBOR 28 days to No Yes
10 years
4, JPY LIBOR 28 days to No Yes
10 years
S. HKD HIBOR 28 days to No Yes

10 years
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Rules relating to clearing obligation

5. Part 2 sets out the circumstances in which the clearing
obligation arises, does not apply or is taken to have been
complied with.

6. Rule 6 requires a prescribed person to clear a specified OTC
derivative transaction to which it is a counterparty if it has
reached the clearing threshold (and in the case of an AFI or
AMB incorporated outside Hong Kong, if it records the
transaction in its Hong Kong books) and the other
counterparty meets equivalent requirements (if it is a prescribed
person) or is a financial services provider.

7. Rule 7 applies the clearing obligation to the specified OTC
derivative transactions even if a counterparty to the transaction
is outside Hong Kong or the transactions were entered into
outside Hong Kong.

8. Rule 8 provides that the clearing obligation does not apply to
specified OTC derivative transactions between a prescribed
person and an affiliate of the person, if the requirements set
out in the rule relating to exempt status for the affiliate are
satisfied.

9. Rule 9 provides that the clearing obligation does not apply to
specified OTC derivative transactions that an LC, or a Hong
Kong incorporated AFI or AMB, records in its exempt
jurisdiction books, if the requirements set out in the rule
relating to exempt status for the jurisdiction are satisfied.
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