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Outlines concerning Revision of Clearing Services for Listed Derivatives, etc.
1. Purpose

In order to further promote our competitiveness as CCP through higher quality of clearing service, JSCC will conduct system replacements of the listed
derivatives clearing/settlement functions, etc (Next Clearing System) .

JSCC implements various revisions to its Listed Derivatives Clearing Services to further enhance its quality as central counterparty (CCP) and improve

Participants’ convenience through introduction of various practices broadly adopted by major overseas CCPs and implementation of sophisticated risk management
that is more frequent and granular.

I1. Outlines

Item Description Remarks

1. Revision of
Account
Management
Structure at
CCpP

(1) Management
Method of
Client’s Position,

etc.

@ Account Types | - Clearing Members will manage the client’s Market Transaction of Derivatives + See Annex 1 for available types of accounts and their

for Management executed at Osaka Exchange, position and collateral related to such features.
of Client’s transactions (hereinafter referred to as “Position, etc.”) through either of the
Position, etc. below account types:
+ Omnibus Account + A Clearing Member may request JSCC to open multiple
1
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Item

Description

Remarks

@ Omnibus

Account

a. Close-out

Quantity Report

b. Position Report

« Individual Segregated Account (ISA)

+ Management method of client’s Position, etc. using Omnibus Account shall be

as follows:

* The Clearing Member managing Position, etc. using Omnibus Account for

clients shall report the close out quantity described in 2. (1) below daily by
each of the Omnibus Accounts it opened to fix the position as at the close of a
trading day.

+ Submission cut-off time of the close-out quantity report shall be 7:00 p.m.

+ The Clearing Member managing Position, etc. using Omnibus Account for

clients shall report breakdown information of position by reporting unit set
forth in c. below by each issue to JSCC daily in respect of each of the Omnibus
Accounts it opened (such reporting of breakdown information is hereinafter

referred to as “Position Report™).

+ Position Report submission cut-off time shall be 7:00 p.m.

Omnibus Accounts and ISAs for clients. However, the
total number of these accounts shall be up to 20 in
principle for the time being.

- See Annex 2 for various notification cutoff times. Same for

other notification cutoff times.

+ Agency Clearing Members will submit the Position
Reports for Non-Clearing Members’ Omnibus Accounts;
provided that similar to the treatment under existing
offsetting purchase/sale notification scheme,
Non-Clearing Members are allowed to submit the
Position Report for their Omnibus Accounts on behalf of
Agency Clearing Members.

Position related to JGB Futures Contracts resulting from

2
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Item

Description

Remarks

c. Position Report
Breakdown Unit
(Granularity)

d. Margin
Requirement
Calculation /
Notification
Method

+ Client unit for Position Report purpose (i.e. client unit at which position
breakdown by issue within the Omnibus Account for clients shall be
submitted) shall be the unit of client who executes the AGREEMENT FOR
SETTING UP FUTURES/OPTIONS TRADING ACCOUNT with the trading
participant (or when the client is an agency firm, the unit of the applicant
customer who executes the agreement with the agency firm). However, the

Clearing Member may submit Position Report at more granular unit.

+ JSCC will calculate and notify to the relevant Clearing Member the Margin
requirements (minimum requirements) based on the substance of Position

Report submitted by the Clearing Member.

the exercise and assignment of an Option on JGB Futures
on the current day shall be included in the Position
Report.

+ Non-Clearing Members shall provide the Designated

Clearing Member with Position Report Information by

the units mentioned on the left.

+ When the Position Report for each applicant customer

covered by the agency firm mentioned on the left is
submitted for the Omnibus Account, a Clearing Member
will receive position breakdown information for each
issue from the agency firm and then submit report to
JSCC.

+ Where a Clearing Member chooses to submit the Position

Report at more granular level, an opportunity for position

transfer at the same granularity.

+ When notifying Margin requirements (minimum

requirements), both aggregate amount for the client
Omnibus Account and breakdown by Position Report unit

will be notified.

3
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Opening Criteria

b. Close-out
Quantity Report

c. Position Report

d. Account Setting
Unit

(D When a client gives notice of its desire to have its Position, etc. managed
under ISA to the Clearing Member, and the Clearing Member accepts it;
and

@ When a Clearing Member requests an opening of new ISA to JSCC, and
JSCC accepts it.

+ The Clearing Member managing Position, etc. using ISA for clients shall report

the close-out quantity described in 2. (1) below daily by each ISA it opened to

fix the position as at the close of a trading day.

+ Submission cut-off time of the close-out quantity report shall be 7:00 p.m.

+ Position Report for such ISA is not required.

+ ISA unit (i.e., a unit for managing Position, etc. using ISA) shall be the same as

the unit of Margin requirements (minimum requirements) calculation(*) in

Item Description Remarks
@ ISA * Management method of client’s Position, etc. using Individual Segregated + When a Non-Clearing Member desires to open multiple
Account (ISA) shall be as follows: ISAs for its clients, it will request opening of ISA to
JSCC through a Clearing Member.
a. Account * ISA opening criteria shall be as follows:

+ Reporting is not required for Automatic Close-Out

Reporting Account described in 2.(2) below.

+ Where a Clearing Member chooses to submit the Position

Report at more granular level, an opportunity for position

4
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Item

Description

Remarks

(Granularity)

e. Margin
Requirement
Calculation /
Notification
Method

(®Handling of
Position, etc. of
Affiliate Proprietary

principle.

(*) The unit of Margin requirements (minimum requirements) calculation
means the unit of a client who executes the AGREEMENT FOR
SETTING UP FUTURES/OPTIONS TRADING ACCOUNT with the
trading participant, unless the client is an agency firm, in which case, it
means the unit of an applicant customer who executes the agreement with
the agency firm.

+ However, if the relevant client, etc. desires Margin requirement calculation and
position/Margin transfer at more granular level, the Clearing Member may

manage Position, etc. by setting ISA at more granular level.

+JSCC will calculate and notify to the Clearing Member the Margin requirements

(minimum requirements) based on the position of each ISA known to JSCC

from information on the next clearing system.

* When all client’s Position, etc. at Position Reporting unit mentioned in @ c.
above and at ISA unit mentioned in 3 d. above belong to proprietary book of
a person belonging to the same corporate group as a Clearing Member
(hereinafter referred to as “Affiliate”), the Clearing Member must segregate

such Position, etc. from those of other clients and manage at an Omnibus

transfer at the same granularity.

+ See Annex 3 for illustration of Affiliate Proprietary.

+ When placing an order to J-GATE, Affiliate orders will

continue to be classified as client order.

- Position, etc. of an Affiliate that is a lower layer client is

allowed to be managed by a Clearing Member either at an

5

* DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no
responsibility or liability for damage or loss caused by any error, inaccuracy, or misunderstanding with regard to this translation. This document may
not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.




Item Description Remarks

Account or ISA for Affiliate-Prop. Affiliate-Prop account or as ordinary client’s Position, etc.
- Affiliates shall be those belonging to the same corporate group, as such term similarly as in a case of other clients.

referred to in Article 5, Paragraphl, Item (2) of the Financial Instruments and

Exchange Act, as the Clearing Member, and entities with high probability of

simultaneous default upon default of the Clearing Member.

(2) Method of
Management of
Proprietary

Position, etc.

(DAccount Types + Clearing Member’s proprietary Position, etc. shall be managed in a single
for Management House account.
of Proprietary

Position, etc.

(@Management
Method of
Proprietary
Position, etc.
Using House
Account

a. Close-out - A Clearing Member shall submit a close-out quantity report for its proprietary | * REPOring is not required for Automatic Close-Out
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Item Description Remarks

Quantity Report position mentioned in 2.(1) below daily to fix the position as at the close of Reporting Account described in 2.(2) below.
trading on a trading day.

« Submission cut-off time of the close-out quantity report shall be 7:00p.m.

b. Margin - JSCC will calculate and notify to the Clearing Member the Margin requirements

Requirement (minimum requirements) based on the position of House Account known to

Calculation / JSCC from information on the next clearing system.
Notification

Method

(3) Introduction of
Trade Allocation
(Allocation
Change of Market
Transactions of
Derivatives within
each Account
under a Clearing
Member) Report

a. Allocation + See Annex 4 for method of Allocation Report, etc.

+ When changing an account managing its Market Transactions of Derivatives, it

Report . . A
P may change the account to which the Market Transactions of Derivatives are

booked by giving an allocation report to JSCC.
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Item Description Remarks

+ Submission cut-off time of the allocation report shall be 6:00 p.m.
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Item

Description

Remarks

2. Revision of
Position
Settlement
Process

(1) Revision of

Position
Settlement
Process
(Introduction of
Close-out
Quantity
Reporting

Scheme)

(2) Introduction of
Automatic

Close-out

+ When simultaneously holding long position and short position in the same issue
within the same account, a Clearing Member may cut down on its position by

reporting the quantity it intends to settle (hereinafter referred to as “Close-out
Quantity”) to JSCC.

+ When reporting Close-out Quantity, if the Clearing Member executed offsetting
purchase/sale in Market Transactions of Derivatives of the day, such report

shall include total quantity of such offsetting purchase/sale.

- A Clearing Member using ISA mentioned in 1. (1) 3 and/or House Account in

(2) above will have an option to give an attribute of “Automatic Close-out

Reporting Account” to such account.

- In association with an introduction of this scheme,
reporting of breakdown quantity related to offsetting
purchase/sale to JSCC would no longer be required.

+ When JGB Futures Contracts resulting from exercise of an
Option on JGB Futures on the current day is used for
offsetting purchase/sale, such quantity shall also be added
to the quantity in the Close-out Quantity report.

« In principle, the Close-out Quantity will not exceed sum
total of the contract quantity of buy and sell, respectively,

and the position quantity increased as a result of position
transfer for the current day.

- See Annex 5 for the detailed illustration of Close-out

Quantity reporting.

+ When considering a possible utilization of an Automatic

Close-out Reporting Account, decision on whether or not

to utilize such account shall be made having in mind the

9
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Item Description Remarks

Reporting + When an account given an attribute of “Automatic Close-out Reporting point that if close-out becomes effective as a result of post
Account Account” simultaneously holds long and short positions as a result of trade allocation, give-up, take-up or position transfer,
execution of new trades, take-up, position transfer or the like, the Close-out correction process will not be allowed.

Quantity report in respect of the gross quantity of the cross position shall be

deemed to have been submitted.

3. Position Transfer

(1) Position Transfer | . Nptification and acceptance of Position Transfer shall be given during the
Notification

Cut-off Time

period from 8:00 a.m. to 2:00 p.m.

(2) Position Transfer « Position Transfer shall become effective at the time of an acceptance by the

Completion
P transferee.

Timing

3) Handling of . + Remain unchanged.
@) g « Transfer of position in Futures Contracts shall be conducted at the settlement g

Position Transfer ] ) ) ) )
] price or the settlement value on the trading day immediately preceding the
Price of Futures - )
date the Position Transfer becomes effective.
Contracts

4. Variation Margin
and Options

Premium
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Item

Description

Remarks

Settlement
Method

(1) Net Settlement
and Change of
Settlement Netting
Group

(2) VM/OP Premium
Settlement Timing
(DPayment Cut-off

Time

(@Receiving
Timing

+ For the payment and receipt of Variation Margin related to Futures Contracts
and option premium (hereinafter referred to as “VM/OP Premium”), the
accounts established by a Clearing Member is classified into following 2
groups, and the payment and receipt shall be performed at each of such groups:
(D House Account and Affiliate-Prop Account (referring to an Affiliate-Prop

account mentioned in 1. (1) @above); and
@ Each client account (other than Affiliate-Prop Account mentioned in 1. (1)
@above).

+ Cut-off time for Clearing Members to pay VM/OP Premium shall be 11:00 a.m.

on the next business day following the date on which VM/OP Premium accrue
(referring to the date on which Variation Margin and the like accrue or the
trading day on which the option contract is executed; the same shall apply

hereinafter).

+ Timing for Clearing Members to receive VIM/OP Premium shall be at or after

1:00 p.m. on the next business day following the date on which VM/OP

Premium accrue.

+ Under current procedures, payment and receipt of VM/OP
Premium are performed after netting all VM/OP Premium
for Proprietary and clients.

« Payment/receipt of settlement fund related to Listed Cash
Trades will remain unchanged.

+ See Annex 6 for the detailed illustration of net settlement

of VM/OP Premium and settlement netting group.

+ Under current procedures, payment cut-off time for
VVM/OP Premium is 1:00 p.m.
+ Payment cut-off time for settlement fund related to Listed

Cash Trades will remain unchanged (1:00 p.m.).

+ Under current procedures, receiving timing for VM/OP
Premium is 2:45 p.m. on the next business day.

* Receiving timing for settlement fund related to Listed Cash

11
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Item Description Remarks
Trades will remain unchanged (2:45 p.m.).
(3) Addition of VM/ + In addition to currently available VM/OP Premium settlement method, the - See Annex 6 for the detailed illustration of newly added
OP Premium settlement method using an account used for deposit of cash as Margin settlement method.

Settlement Method

5. Revision of

Margin Framework

(1) Margin
(DMargin

Requirement

(hereinafter referred to as “Margin Account”) will be made available.

+ The settlement method using a Margin Account means a settlement through

increasing or decreasing cash Margin (i.e. when a Clearing Member is paying
VM/OP Premium, the payment will be made by deduction from the surplus in
cash balance in the Margin Account, and when a Clearing Member is receiving
VM/OP Premium, the receipt will be made by additional deposit of cash in the

Margin account).

+ When crediting or debiting to/from JSCC Margin Account, a payment and

receipt through JSCC account at Bank of Japan is allowed.

+ The Margin requirement (minimum requirement) for each account which JSCC

requests deposit from a Clearing Member shall be obtained by subtracting

* When selecting such settlement method, information of the

account used for such purpose shall be notified to
JSCC in advance.

* When selecting such settlement method, Margin shortfall

arising as a result of the payment of fund (cash) will not
be allowed. (The Clearing Member shall deposit, by
payment cut-off time, sufficient amount of Collateral
exceeding the Margin requirement even after the payment

of cash by deduction from cash balance.)

- For a client using ISA for which such settlement method is

selected, payment and receipt of VM/OP Premium at the
level of the ISA is allowed.

+ Remain unchanged.
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Item Description Remarks

Calculation aggregate net option value calculated in respect of option contracts position by
Method each account from the SPAN Margin amount obtained through SPAN®
(referring to Margin calculation method developed by Chicago Mercantile
Exchange) in respect of positions by each of the calculation units of the

minimum Margin requirement in principle.

(@Change * Margin requirement add-on shall be charged to the client (The unit for Omnibus | + Under current procedures, even in the case where add-on
Calculation Level account: each client in Position Report, The unit for ISA: each account ) charge arises as a result of client position, the add-on
for and Account caused such add-on charge, and added to the Margin requirement for such charge is added to Margin for the Clearing Member’s
subject to account. House Account.
Risk-based + However, it’s allowed Clearing Members to cover Client’s
Margin add-on charge by deposit of House cash or securities on
Requirement condition of giving advance notification to JSCC.

Add-on Charge

(® Margin Deposit | * In the event of Margin deposit shortfall, deposit shall be made by 11:00 a.m. on | . Under current procedures, Margin deposit cut-off time is
Cut-off Time the next business day following the date such shortfall occurs (calculation noon.

date). - Deposit cutoff time for shortfall in margin other than

Margin requirement and clearing deposit, etc. will remain

unchanged.

(2) Introduction of

13
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Item

Description

Remarks

Intraday
Margin
@ Purpose

@ Intraday
Margin
Requirement
Calculation
Method

+ From viewpoint of mitigating expected loss upon Clearing Member default,
JSCC introduces a framework, separately from emergency margin called
upon sudden market fluctuation, of recalculating risk amount at a fixed timing
during every business day and calling for additional margin intraday when

risk amount increases as a result of such recalculation so that Margin shortfall
will not expand above a certain level.

+ JSCC will recalculate risk amount based on the latest position status by each
account of a Clearing Member using the calculation method prescribed by
JSCC every day at 11:00 a.m., and obtain Intraday Margin requirements in the
manner described below.

« Intraday Margin requirement calculation method shall be as follows:

Intraday Margin Requirement = Margin Equivalent (House) + VM
Equivalent (House) + Sum Total of Risk Amount Exceeding Collateral (per
each Client Account)

Margin Equivalent (House) means the sum of Margin requirement
calculated using SPAN based on the position as at the time of calculation
and Margin requirement add-on charge.

VM Equivalent (House) means the VM equivalent obtained by marking

unsettled contracts of House Futures to the latest market value and the

+ See Annex 7 for the illustration of the calculation method

of risk amount, etc. subject to calculation of Intraday

Margin and Emergency Margin.
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Item

Description

Remarks

OP Premium equivalent for House remaining unsettled at the time of
calculation.

Risk Amount Exceeding Collateral (per each Client Account) means the
amount obtained by deducting Margin deposited amount (per each
Client Account) from the Risk Amount (per each Client Account).

Risk Amount (per each Client Account) = Margin Equivalent (per each
Client Account)+ VM Equivalent (per each Client Account)

Margin Equivalent (per each Client Account) shall be, according to the type

of client account, as follows:
* In case of ISA
Sum total of Margin requirement obtained by using SPAN based on
the position as at the time of calculation and Margin requirement
add-on charge;
+ In case of Omnibus Account
Margin requirement related to the relevant Omnibus Account at the
close of trading on the previous business day +max{Net
Requirement as at the time of calculation —Net Requirement at
EOD on the previous business day, 0}+ Margin requirement add-on
charge applied at the close of trading on the previous business day
Net Requirement as at the time of calculation means the Margin
requirement obtained by using SPAN based on net position as at the

time of calculation regarding the Omnibus Account as one client.

- However, when falling under Monitoring Margin described

in 5. (4) below, Margin deposited amount as well as

Monitoring Margin requirement shall be deducted.

15
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Item

Description

Remarks

@ Application of
Intraday Margin

@ Intraday
Margin Deposit
Deadline

(3) Emergency
Margin

Net Requirement at EOD on the previous business day means Margin
requirement obtained by using SPAN based on net position as of the
close of trading on the previous business day regarding the Omnibus
Account as one client

VM Equivalent (per each Client Account) means VM equivalent obtained
by marking unsettled contracts of Futures in each Client Account to the
latest market price and Option Premium equivalent for each Client

Account which remains unsettled as at the time of calculation.

- When Intraday Margin Requirement calculated according to @ above exceeds

the latest applicable Margin requirement for the House Account by 10 million

yen, then Intraday Margin requirement shall apply.

+ When Margin deposit shortfall occurs as a result of an application of Intraday

Margin requirement for House Account, the Clearing Member shall deposit
Margin by 2:00 p.m. on the same day.

+ Besides Japanese yen cash, For Intraday Margin, deposit of securities in lieu of

cash and deposit of foreign currency cash in lieu of yen cash are allowed.

+ There will be no update of the requirement so long as such

threshold is not exceeded.
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Item

Description

Remarks

@O Emergency
Margin
Requirement
Calculation
Method

(@Emergency
Margin Deposit
Deadline

(4) Introduction of
Monitoring Margin
Framework

(DPurpose

+ At the time of sudden market fluctuation (specifically, when, as of 1:00 p.m.,

price movement of the issue prescribed by JSCC exceeds the predetermined
level), JSCC will recalculate the risk amount based on the latest position status
for each account of the Clearing Member as of 1:00 p.m. using the calculation
method prescribed by JSCC.

+ Emergency Margin Requirement calculation method shall be the same as that

for Intraday Margin described in 5. (2) above.

*When Margin deposit shortfall occurs as a result of an application of Emergency

Margin requirement for House Account, the Clearing Member shall deposit
Margin by 4:00 p.m. on the same day.

+ Besides Japanese yen cash, For Emergency Margin, deposit of securities in lieu

of cash and deposit of foreign currency cash in lieu of yen cash are allowed.

+ Under current procedures, when risk equivalent considered to be posed by

unsettled contracts of a Clearing Member is recognized to be excessive
comparing to the Margin amount deposited by the Clearing Member and the
Clearing Member’s net worth (or net asset value in case of registered financial

institution), JSCC may take certain measures, such as increase of Margin or

+ In association with an introduction of Monitoring Margin
framework, Clearing Fund ad-hoc revision scheme
established for the same purpose (JSCC Risk Management
Notice No. 52 dated June 27, 2013) will be abolished.
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@ Monitoring
Margin Trigger
Threshold

Clearing Fund requirement for the relevant Clearing Member through the
prescribed method. Now, to allow JSCC for more agile action against
Clearing Members in light of recent practices of major overseas CCPs and
trade status, JSCC introduces the monitoring margin framework outlined

below:

+ When a Clearing Member falls on either (D or @ below, JSCC will charge

Margin requirement add-on to such Clearing Member and give notice of such

effect (such notice shall be hereinafter referred to as “Monitoring Margin

Trigger Notice™):

(D Account Level Excessiveness Judgment Criteria
When the ratio obtained by dividing the risk amount (the amount obtained
by JSCC according to the Intraday Margin requirement calculation method
as the risk amount expected to be posed by the unsettled contracts within
the relevant account; the same applies hereinafter) of any of the accounts
of a Clearing Member (other than House Account) by the amount
deposited with JSCC as Margin for the relevant account (when the amount
calculated just before such timing as the amount expected to be deposited
as Margin for the relevant account is large, such amount so calculated just
before such timing; the same applies in @ blow) exceeds the value

(Trigger Threshold) prescribed by JSCC.

+ See Annex 8 for the illustration related to the trigger
threshold, calculation frequency and the like.
« Specific trigger threshold will be determined by the
implementation date taking into consideration status of

breach during the dry-run period (see 9. below).

+ The amount expected to be deposited means the Margin
requirement (including Intraday Margin requirement and
Emergency Margin requirement) related to the relevant

account applicable at the time of the calculation.
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@ Margin
Additional
Deposit when
Receiving
Monitoring
Margin Trigger
Notice

@ Clearing Member Level Excessiveness Judgment Criteria
When the ratio obtained by dividing sum total of the risk amount of House
Account and the risk amount (exceeding the amount deposited with JSCC
as Margin related to the relevant account) of all accounts other than House
Account in respect of all accounts of the Clearing Member (only those
with positive risk amount) by the amount expected to be deposited as
Margin for House Account of the relevant Clearing Member exceeds the
value prescribed by JSCC (Trigger Threshold).

* The Clearing Member received the Monitoring Margin Trigger Notice shall, in
respect of the account for which Margin deposited with JSCC falls short of
the requirement, make additional deposit in the amount at least equal to such
shortfall as its House Margin within 3 hours after the time of such notice.

+ However, such time of notice falls on the hours prescribed by JSCC considering
the operation hours of Japanese domestic financial infrastructures (hereinafter
referred to as “Additional Deposit Exemption Hours”), the judgment of a
breach of the criteria (D or @ in (1) above shall be made based on the risk
amount recalculated as of the close of the night session at the financial
instruments exchange market operated by OSE (if such notice is given before
the opening of the night session, it means the night session which opens
immediately after such notice, and if such notice is given during the night

session, it means the relevant night session), and if breach is recognized, the

Additional Deposit Exemption Hours shall be from 1:00
p.m. to 9:00 a.m. on the next business day for the time
being.

To contribute to Clearing Members’ risk management
operation, JSCC will give notice to the Clearing
Member which breached the warning threshold set by

JSCC as smaller ratio than the trigger threshold.
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@ Emergency
Suspension during
Additional
Deposit

Exemption Hours

additional deposit shall be made only by the Clearing Member falling under
breach this time to JSCC by 10:00 a.m. on the first day following the close of
such night session.

To ensure the same level of risk management as other hours even during the
Additional Deposit Exemption Hours, JSCC may temporarily suspend clearing
related to Market Transactions of Derivatives with the relevant Clearing
Member when the risk amount of such Clearing Member falls under the
Emergency Suspension Threshold during the Additional Deposit Exemption

Hours (hereinafter referred to as “Emergency Suspension”).

* In principle, the Emergency Suspension shall apply during the period from the

time when the Clearing Member breaches the Emergency Suspension
Threshold to the time considered appropriate by JSCC.
When JSCC triggered the Emergency Suspension, it shall immediately report

the details thereof to the Disciplinary Measures Assessment Committee.

The Emergency Suspension is expected to deal with an
extremely exceptional case, such as where, during the
Additional Deposit Exemption Period during which
JSCC cannot receive additional deposit of Margin,
automatic trading system of a Clearing Member or a
client operates abnormally, Clearing Member’s system,
etc. cannot effectively deal with such abnormal action
and risk amount related to such Clearing Member

significantly increases.

+ As such, the purpose of the Emergency Suspension is to

temporarily suspend abnormal trading of the relevant
Clearing Member as an emergency escape measure.
So, no notification to other Clearing Members will be
given unless settlement failure has actually occurred or

is threatened to occur.

+ Specific suspension threshold will be determined by the

implementation date, taking into consideration breaching

status during the dry-run period.
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6. Revision of
Collateral
Management
Framework
(1) Revision of Scope
of Eligible
Collateral
@ Introduction of
Foreign
Currency Cash
in lieu of Yen
Cash

+ When depositing collateral (meaning Initial Margin, Margin, Clearing Fund,

Settlement Facilitating Security Money and margin-funds for when-issue
transaction; simply referred to as “Collateral” in this (1)) to JSCC in the
Securities and Similar Contracts Clearing Business, deposit in the currencies

other than Japanese yen (hereinafter referred to as “Foreign Currency Cash”)

is allowed.

« Scope of Foreign Currency Cash in lieu of yen cash (meaning Foreign Currency

Cash that can be deposited as Collateral; the same applies hereinafter) shall be
the United States Dollars (hereinafter referred to as “USD”) for the time being.

+ USD deposit unit shall be 1 dollar.

+ The exchange rate to be used when converting the market value of the Foreign

Currency Cash in lieu of yen cash into Japanese yen shall be the telegraphic

transfer spot buying rate at the Tokyo foreign exchange market expressed as

+ No deposit of fraction less than whole USD amount (in
cent) shall be permitted.

« Haircut applicable to Foreign Currency Cash in lieu of yen
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(@Expansion of
Scope of
Eligible Foreign
Bond Collateral

@ Exclusion of
some Securities
from scope of
Eligible

Collateral

the value of Japanese yen per USD 1 on the second business day preceding the

date of conversion.

+ Deposit of Collateral using Foreign Currency Cash shall be made through a

credit to the account in the name of JSCC opened at the bank selected by the
Clearing Member from among the banks designated by JSCC.

* As types of foreign bonds eligible for deposit as Collateral (hereinafter referred

to as “Eligible Foreign Bonds”), U.K. government bonds, French government

bonds and German government bonds will be newly added.

+ The market value to be used for evaluation of Eligible Foreign Bonds shall be

the last quote on the previous day at the market in each country.

+ The exchange rate to be used when converting the market value of the Eligible

Foreign Bonds into Japanese yen shall be the telegraphic transfer spot buying
rate at the Tokyo foreign exchange market expressed as the value of Japanese
yen per one unit of the currency of denomination of the bonds to be evaluated

on the second business day preceding the date of conversion.

+ JSCC excludes non-listed investment trusts, convertible bonds and

exchangeable bonds from the scope of eligible securities collateral for House

and Affiliate-Prop Account of a Clearing Member.

cash will be revised periodically.

« Currently, the scope of Eligible Foreign Bonds is limited to

U.S. Treasuries.

- Similarly as in the case of currently permitted U.S.

Treasuries, the haircut applicable to each of the Eligible

Foreign Bonds to be added will be revised periodically.

+ Because Collateral for House and Affiliate-Prop Account

of a Clearing Member is expected to be immediately
liquidated for the purpose of using it as loss
compensation financial resources upon Clearing

Member default, this revision will be implemented in

22

* DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no
responsibility or liability for damage or loss caused by any error, inaccuracy, or misunderstanding with regard to this translation. This document may
not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.




Item

Description

Remarks

(2) Quantitative
Limitation on

Collateral

D Quantitative
Limitation, etc.
related to Stock,
etc.

+ When Stock, etc. exceeding 2% of issued and outstanding shares are deposited

as Eligible Securities Collateral for House and Affiliate-Prop Account of a

Clearing Member, JSCC may impose limitation on deposit.

+ When Stock, etc. exceeding 5% of issued and outstanding shares are deposited

as Eligible Securities Collateral (for Client Account other than Affiliate-Prop,
only the Eligible Securities Collateral whose deposit purpose is substitute
deposit) for House Account, Affiliate-Prop Account and Client Account other
than Affiliate-Prop of a Clearing Member, JSCC may impose limitation on

deposit.

light of liquidity and deposit status.

« For Client accounts other than Affiliate-Prop Account, the

securities listed on the left may continue to be deposited

as Collateral.

- Similarly as in the case of (1) ®*“Exclusion of Some

Securities from Scope of Eligible Collateral,” collateral
for House and Affiliate-Prop Account of Clearing
Members is revised in light of liquidity and deposit

status.

+ This covers Initial Margin, Margin, Clearing Fund,

Settlement Facilitating Security Money and

margin-funds for when-issue transaction.

+ This revision to the quantitative limitation is made in

association with establishment of Affiliate-Prop Account.

* For both quantitative limitations, similarly as in the case of

quantitative limitation related to Stock, etc. currently in
effect, ETF is out of the scope of this limitation in

principle.
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@ Quantitative
Limitation

related to Bonds

(3) Quantitative
Limitation, etc.
on Clients
holding Large

Position

+ JSCC may impose limitation on deposit quantity of municipal bonds, special

bonds, corporate bonds and yen-denominated foreign bonds (hereinafter

referred to as “Corporate Bonds, etc.”).

+ JSCC may require additional deposit, etc. from a Clearing Member so that at

least 80% of the total amount of the Collateral requirements for House and
Affiliate-Prop Account of the Clearing Member is comprised of cash or

Eligible Securities Collateral other than Corporate Bonds, etc.

+ When the ratio of non-Corporate Bonds, etc. collateral value is less than 80%,

the Clearing Member shall promptly make additional deposit using cash or
non-Corporate Bonds, etc. Eligible Securities Collateral.

* When, as a result of “7. Tiered Client Position Reporting,” it is found out that

Eligible Securities Collateral of Margin related to the client holding large
position concentrates on extremely illiquid collateral, JSCC may issue
“improvement instruction” to the client in question through the Clearing

Member acting on its behalf.

« This covers Initial Margin, Margin, Clearing Fund,
Settlement Facilitating Security Money and margin-funds
for when-issue transaction for Securities and Similar
Contracts Clearing Business.

« Similarly as in the current procedures, quantitative
limitation described on the left will not be imposed on
client accounts other than Affiliate-Prop Accounts.

« Total amount of Collateral requirement means the
requirements related to Initial Margin, Margin, Clearing
Fund, Settlement Facilitating Security Money and margin
funds for when-issue transaction for Securities and

Similar Contracts Clearing Business.

« In principle, Eligible Securities Collateral for client
accounts other than Affiliate-Prop Account is not
expected to be immediately liquidated for use as loss
compensation financial resources upon Clearing
Member default. However, this revision is

implemented in light of the possibility of immediate

liquidation of Eligible Securities Collateral related to the

client holding large position as it defaults simultaneously
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7. Introduction of
Tiered Client
Position
Reporting

(1) Purpose

(2) Tiered Client
Reporting

For the purpose of refinement of “management, etc. of risks arising from tiered
participation arrangement” required under “Principles for Financial Markets
Infrastructures” (PFMI) and enabling prompt transfer of client position upon
member default, JSCC will establish the framework of requiring reporting
from Clearing Members of status of Position, etc. related to clients prescribed
by JSCC positioned at lower layer than clients subject to Position Report in 1.
(1) @ b. above.

+ When the stress risk amount (the amount exceeding collateral or the aggregate

amount) related to client position is equal to or more than the net worth or
available funds for settlement of the Clearing Member, the Clearing Member
must, upon request of JSCC, report status of position and margin requirement,
status of posted collateral (when necessary) and status of client management in

respect of the client whose margin requirement is the largest.

with the Clearing Member and its Eligible Securities
Collateral will be used as loss compensation financial
resources.

« It will be submitted via Target, and the details of reporting

format, timing and the like will be separately discussed.
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« If excessive position holding by a client is still suspected through the above
report, the Clearing Member must, upon request of JSCC, report status of
position and margin requirement, status of posted collateral (when necessary)
and status of client management in respect of the tiered client of the client in

guestion whose margin requirement is the largest within 1 week.

(3) Measures Taken | . f gither of the above reports is not submitted by respective deadline, JSCC may

when Tiered impose certain margin add-on related to client position, and if explanation is * Margin add-on rate of x1.3 is expected.

Client Report is
not Submitted by

still not given thereafter, may give instruction to reduce its position, without

seeking advice from the Disciplinary Measures Assessment Committee.
Deadline

8. Other + Other necessary revisions will be made.

+ Necessary measures for migration will be taken.

9. Implementation

Dat + These revisions will be implemented at the same timing as the go live of the
ate

Next Clearing System (scheduled around the first quarter of 2018).
+ However, 4. VM/OP Premium Settlement Method will be implemented for

those to be settled on the next business day following the date of the go live.

- Moreover, as to 5. (4) Introduction of Monitoring Margin Framework, the
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period of approx. 6 months after the date of the go live will be set as dry-run
period, and the framework will be implemented after considering and setting
various variables taking into consideration status of calculation during the

dry-run period.

- Moreover, as to 7. Introduction of Tiered Client Position Reporting, will be

implemented into consideration status of preparation JSCC Target System.

+ See Remarks of 5.(4) above for variables to be set

according to the status during the dry-run period.
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® Available Account, Notification Requirement/Possibility Annex 1
Client
HOUSE T oo oosnoososnorososnnosososnooeo
( Affiliate-Prop) (Other than Affiliate-Prop)
Account Type
Omnibus ISA Omnibus ISA Omnibus ISA
Gross Auto Close out Gross Auto Close out Gross Auto Close out Gross Auto Close out Gross Auto-Netting Gross Auto Close out
Acc:gsnstit())iﬁte;mg Not Possible Not Possible Possible Possible Possible Not Possible Possible Possible Possible Not Possible Possible Possible
Close-out Report = = Required Not Required Required = Required Not Required Required = Required Not Required
Position Report — — Not Required Not Required Required — Not Required Not Required Required — Not Required Not Required
lee_—L{pITake—up/ = = Possible Possible* Possible = Possible Possible* Possible — Possible Possible*
Position Transfer
Auto-Allocation Possible Possible Possible Possible Possible Possible Possible Possible
Post-Trade Allocation Possible Possible* Possible — Possible Possible* Possible — Possible Possible*
Using m:cltt)lﬁrllttesposmon — — Possible Possible Not Possible — Possible Possible Not Possible — Possible Possible

Y
Net Settlement of Variation Margin and
Option Premium in Section 4.(1)

\ V
Net Settlement of Variation Margin and Option Premium in Section 4.(1)

* When Automatic Close-out Account is used, once the close-out coming into force as a result of post-trade allocation, give-
up, take-up or position transfer, correction process for those instructions is not allowed. Taking that point into consideration,
Clearing Members must make decision on whether or not it is possible to use Automatic Close-out Account

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error, 1
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»s<< @ Concept of Accounts on Derivatives Clearing system Annex 1

Concept of account

« After the launch of Derivatives Clearing Renewal Project, as JSCC will use Cinnober’s package
system for new Derivatives Clearing System, accounts are structured under different concept.

« Clearing Member, Trading Participant, Risk Node, and Account are main concepts in the
System

Conceptual Diagram on New Derivatives Clearing system

Clearing Member A +  Clearing Member

Trading Participant A - Trading Participant that executed trades for clearing

* Node on the system that is set for each account type and
. function as a layer for calculation/distribution of Margin
R'_Sk N_Od_e _ _ requirements (minimum requirements)
Layjar er exleulaticn/diztionien of arel - Calculating the risk of one or multiple accounts linked with
TEGUIETISIES (I FEgUEim EEs) a risk node depending on the usage of accounts
| (explained later)

Account (Position Account) « Account that function as a layer for position management
Layer for position management and and calculation/distribution of Variation Margin, and is
calculation/distribution of Variation Margin uniquely specified.
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*Lines colored by blue can accept actions.
*Lines colored by gray cannot accept actions.

-for T Trading day Trade&Position Management

16 17 18 19 ~ 29(5in Nextday) 30 (6 in Nextday)
15 30 45 0 15 30 45 O 15 30 45 0 15 30 45 0 15 0 15 30 45 0 15 30 45
Exercise Declaration Open (8:00~17:00)
Exercise and Assignment * Fix of exercise and assignment (about 17:00)
Give-up for T Trades *1*2 Open (8:00~16:45, After assignment (around 17:00) ~ 17:30) Re-Open (19:00~29:40)
Take-up for T Session *1 Open (8:00~17:45) Re-Open (19:00~29:40)
Trade Allocation *1 Open (8:00~18:00) Re-Open (19:00~29:40)

OPEN

Cross Margin Declaration (17:30~18:20)

Position Report Open (8:00~19:00) Re-Open (19:00~29:40)
Close-out Open (8:00~19:00) Re-Open (19:00~29:40)
Position Transfer Open (8:00~14:00)

* Tentative

* Final Distribution

T Distributi
EOD VM Distribution istribution (about 18:00)

(about 17:00)

% Final Distribution

EOD IM Distribution % Continuas Distribution (Calculation completion after SPAN RPF distribution~around 29:4 (after 29:40)

*1 including amendment for trades on past trading days
*2 Including ofsetting give-up for cancellation

-for Night Session Trades (T+1 Trading day) Note: Time flow of operations for Night Session trades after 6 am is same with the above one.

15 16 17 18 19 ~ 29(5in Nextday) 30 (6 in Nextday)

45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 0 15 30 45 0 15 15 15
Give-up for T+1 Trades Open (15:25~29:40)
Take-up for T+1 Session Open (15:25~29:40)
Trade Allocation Open (15:25~29:40)

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error, 1
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% @Cut-off times (Expiration Date, etc.) Annex 2

*Lines colored by blue can accept actions. —
*Lines colored by gray cannot accept actions. Today = expiration date

-for T Trading day Trade&Position Management

15 16 17 18 19 ~ 29(5in Nextday) 30 (6 in Nextday)
45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 0 15 30 45 0 15 30 45

Exercise Declaration Open (8:00~17:00)

Exercise and Assignment * Fix of exercise and assignment (about 17:00)
Give-up for T Trades *1*2 Open (8:00~16:45)

Take-up for T Session *1 Open (8:00~17:00)

Trade Allocation *1 Open (8:00~17:00)

Cross Margin Declaration

Position Report Open (8:00~17:00)

Close-out Open (8:00~17:00)

Position Transfer

* Tentative

EOD VM Distribution Distribution
(about 17:00)

% Final Distribution
(about 18:00)

* Final Distributi
EOD IM Distribution * Continuas Distribution (about 17:00~29:40) (aftIZ?ZQI-S;ur)I) HHen

*1 including amendment for trades on past trading days
*2 Including ofsetting give-up for cancellation

-for Night Session Trades (T+1 Trading day) Note: Time flow of operations for Night Session trades after 6 am is same with the above one.

15 16 17 18 19 ~ 29(5in Nextday) 30 (6 in Nextday)

45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 30 45 0 15 0 15 30 45 0 15 30 45
Give-up for T+1 Trades Open (15:25~29:40)
Take-up for T+1 Session Open (15:25~29:40)
Trade Allocation Open (15:25~29:40)
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« Affiliates shall be those belonging to the same corporate group, as such term referred to in Article 5, Paragraphl,
Item (ii) of the Financial Instruments and Exchange Act, as the Clearing Member.
(Representative examples % Refer to the diagram below)

»Clearing Member’s subsidiary company (Including Subsidiary company of a subsidiary company (Second-tier
subsidiary company))

»Clearing Member’s parent company
>Subsidiary company of Clearing Member’s parent company (Fellow subsidiary company or overseas local subsidiary)
X It does not matter whether a company is domestic or foreign.

(Article 5, Paragraph1l, Item (ii) of the Financial Instruments and Exchange Act)

(ii) trade name of the company, financial conditions of the Corporate Group (meaning the group consisting of the company and other
persons (limited to companies or other organizations specified by a Cabinet Office Ordinance) who satisfies the requirements specified
by a Cabinet Office Ordinance as those for being regarded as having a close relationship with the company, including the requirement
that the company holds the majority of voting rights of the person who is a company; the same shall apply hereinafter) to which the
company belongs and of the company, other important matters concerning the company's business and other matters specified by a
Cabinet Office Ordinance as necessary and appropriate for the public interest or protection of investors.

Parent company of Legend: Affiliate

a parent company

Parent
com]pany
| |
Company X Subsidiary Company of
Clearing Member a parent company
1
[ 1
Subsidiary Subsidiary
company company

|
Subsidiary company of
a subsidiary company
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® Allocation Methods

Operational Flow when Using Auto Allocation®

Annex 4

Order: Identier Seting Auto Alocation by Identirer

Trading
Participant

L

Client (A)

-

Client (B)

Client (C)

[ =

Ol IEE | [dentifier

+ Trading Participant code

+ Product type

+ Proprietary/Customer flag
+ Exchange Information (A)

+ Identifier

- Trading Participant code

- Product type

+ Proprietary/Customer flag
- Exchange Information (B)

+ Identifier

- Trading Participant code

- Product type

- Proprietary/Customer flag
- Exchange Information (C)

XY

Execution
(J-GATE)

Trade A-B-C

+ Identifiers

Clearing
system

’ “"

+ Identifier

+ Trading Participant code

+ Product type

« Proprietary/Customer flag
+ Exchange Information (C)

WEEENEE | Tdentifier

+ Trading Participant code

+ Product type

« Proprietary/Customer flag
« Exchange Information (A)

+ Identifier

+ Trading Participant code

+ Product type

+ Proprietary/Customer flag
+ Exchange Information (B)

Position
account

B>

(A)

B>

(B)

£

(©)

Auto allocation using Exchange Information

>

Auto allocation is done by referring to “Trading Participant Code”, “Product type”, and “Proprietary/Customer flag”,
and 23rd to 30th byte on “Exchange Information” advised from J-GATE.

That field can be used when order placement message MO31 is used, but cannot be used for MO96 (mass quote)

When an allocation account will be identified by using 23rd to 30th byte on “Exchange Information,” the

destination account nhame itself set on new Derivatives Clearing System will be set.
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Operational Flow when Using Auto Allocation®

Annex 4

Order: 1gentier setting Auto llocation by identifer

Trading
Participant

Ll

Client (A)

?

-

Client (B)

)

Client (C)

4

Y

OIS | [dentifier

- Trading Participant code

+ Product type

+ Proprietary/Customer flag
- UserID (A)

+ Identifier

- Trading Participant code

- Product type

- Proprietary/Customer flag
- UserlD (B)

| Order C_ S

+ Trading Participant code

+ Product type

+ Proprietary/Customer flag
- UserID (C)

LEREY —

Execution
(J-GATE)

Trade A-B-C

+ Identifiers

+ Identifier

- Trading Participant code

- Product type

- Proprietary/Customer flag
- UserID (A)

+ Identifier

+ Trading Participant code

+ Product type

« Proprietary/Customer flag
- UserID (B)

Clearing
system

_ Ldentifer

+ Trading Participant code

+ Product type

+ Proprietary/Customer flag
- UserID (C)

Position
account

B>

(A)

B>

(B)

£

(©)

« Auto allocation using (Participant) User ID

>

When an allocation account will be identified by using “(Participant) User ID,” an account to which trades are to be

allocated (mapping rule) shall be set in advance via GUI or API. (Mapping rule can be set with general user

authority.)

Mapping of multiple “(Participant) User IDs” to one “Allocation Account” will be allowed (see example on the
attachment). However, in order to uniquely identify allocation account, “(Participant) User ID” shall be set on J-
GATE in such manner that enables unique identification under proprietary and customer group.

same identification information may not be used for affiliate-prop and client.)

(In other words,

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error,
inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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L~ @Allocation Methods
Jscc Annex 4

Operational Flow when Using Post Trade Allocation on Terminal Screen

Order~ Trade Allocation to default account Allocation by Clearing Member ~ Trade allocation
Participant Allocation account

Clearing Member

Order A
ié" ‘l _I lTrade A=Account (A) | Trade A H
............... > el sk 1| | Default account ]| TroteA= Aot @ [y m
Client (A) | Trade B=Account (8) | | }
........................ , (A)
""" : |Trade C=Account (C) |
Order B : 5
L “ ocers ) Trade B -
Client (B) ------- Trade B=Aaount (B) | |+» m
........................................ ; (B)
| § Orcer | - =
Execution | I
V) l ............... > (J'GATE)
Client (C) fanneeas Trade C=Account (C) |-+ ©)

« Allocation of trades to each account based on the allocation request subsequently submitted by

a Clearing Participant (Post Trade Allocation)

» Temporarily allocate new trades to a specific default account, and then allocate trades to each account based on
the allocation request by a Clearing Participant

» Allocation notification cutoff time shall be 6 : 00 p.m.

» CCP will initially set one default account each for proprietary and customer. A Participant may designate another
account as default account. Moreover, a default account may be used for ordinary operations.

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error, 3
inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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< @Method of Close-out Quantity Report

Annex 5

« Clearing Member shall notify sum total of below quantities as Close-Out quantity.
@Out of today’s trades, aggregate quantity of trades used for offsetting purchase/sale.
(@Cross position as a result of position transfer used for Close-Out
« Position fixing method for close-out will be different from the one used under current procedures.

Example ( Close-Out for today’s trade )

At the time of trade (before report) Report

Fixing today’s position

[ Close-Out ( After derivatives clearing renewal project ) J

Trade (OP):10 Positiondon
revi +
Trade (OP):10 P enggy’g Y

trade:60

Position on previous

Trade(0S):10
day+ Today’s trade:40

Trade (New):10

* Offsetting Purchase =OP, Offsetting Sale=0S

Trade(New):10 ’ I 3
” Position on Trade(OP):20 Close-Out quantity: Today’s
Position on previous day:30 10+20=30 ro0ay's Position:30
previous day:20 Trade(OS):10 | | Position:10
Short Long Short Long Short Long
[ Offsetting purchase/sale (Current) ]
p—— Report
- Offsetting sale:10
ade (OP):19 _Offsetting purchase : 20
ade(0S):10 Trade(New):10 Position on previous
Trade(New):10 Position on previous day ) day + New trade:40
Position on + New trade:30 Today’s
Position on previous day:30 . ; position:30
previous day:20 ] 1rEe (010 Trade (OS):10 nggﬁiﬁo
Short Long Short Long Short Long

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no

responsibility or liability for damage or loss caused by any error, inaccuracy, or misunderstanding with regard to this translation. This

document mav not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearineg Corporation.
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JSCC

® Change Variation Margin/Option Premium Settlement Method (Illustration) Annex 6

® When Settling VM/OP premium using settlement account
(Same as current method)

X Positive number: Receipt of VM/OP premium
Negative number: Payment of VM/OP premium

X Assuming that collateral surplus is all cash
Clearing Member A ¥Settlement fund @ and @ shall be performed separately
House RN Affiliate Prop (ISA) RN Omnibus for clients RN ISA RN
e I el e j - JSCC will not manage the breakdown
1Client A|Client BClient C; information of clients (Clearing Member will
170 30 0 manage the breakdown information of clients’
““““““““ . collateral and VM.)
(® : VM/OP premium for House Account and Affiliate (@ : VM/OP premium other than @)
eeereenennenn QR AGCOUNEL 1004100200 (@) -100:30=:150 (=

® When Settling VM/OP premium using an account used for deposit of cash as Margin
(3% Selectable for each account)

JSCC will not manage the breakdown
information of clients (Clearing Member will
manage the breakdown information of clients’
collateral and VM.)

Clearing Member A

House RN Affiliate Prop (ISA) RN Omnibus for clients RN

Margin surplus Margin surplus Margin SUI‘plUS
100 100 100
———

1 __Breakdown ._

|Client A|Client B!Client C'

ISA RN

Margin surplus
100

170 30 o
_______________ -

Surplus increase .

Surplus increase Surplus increase Surplus decrease Surplus decrease

J- - =1 =" J- -
~ S < ~
Margin surplus
i i 30 Margin surplus
Marglgosajrplus Marglgosajrplus , Breakdown (Managed by Clearing Member) 9 ) urplu

| ClientA | ClentB | ClientC !
: 10 | 40 I 0 1
———————————— e e e ———— JSCC will not manage the breakdown

N
DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability information of clients (Clearing Member will

for damage or loss caused by any error, inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed manage the breakdown information of clients’
in whole or in part without the permission of Japan Securities Clearing Corporation. collateral and VM.)
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%~ elntraday Margin/Emergency Margin Calculation Method®
Illustration of Intraday Margin and Emergency Margin Calculation Method after Revision

Annex 7

[ Current Emergency Margin ] [Intraday Margin and Emergency Margin after change]

" PFE by account for house and client position is
recalculated by SPAN®, respectively.

B CE for house and client is recalculated,
respectively.

B Aggregate the above (PFE and CE subject to
aggregation will be shortfall as a result of
“(PFE+CE)-Deposited Margin”), and JSCC

. requires deposit of Margin for house a/c )

B Only risk amount (PFE) for house position
is recalculated by SPAN®

B VM/OP Premium equivalent (CE) for house
and client is recalculated, respectively.

B Aggregate the above PFE and CE, JSCC
requires deposit of Margin for house a/c

JSCC JSCC

i

|

|

i

|

|

i

|

|

i

|

|

i

|

I i

Additional Margin | ’ dltl_on:I I\|/|_|arg|
| deposit for House a/c | | GDOSIta?: ouse

I </
i

|

|

i

|

|

i

|

|

i

|

|

Clearing Member (House) Clearing Member (House)

Client (on net basis) Client

Affiliate Omnibus | ISA
PFE ( CE )

PFE PFE PFE
CE CE CE

« Calculate “(PFE+CE)-Deposited Margin” for each account,
and add shortfall to house Margin requirement

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error, 1
inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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~Z_ @ Intraday Margin/Emergency Margin Calculation Method @
Illustration of PFE calculation for omnibus account

Annex 7

» For simplicity sake, PFE calculation for intraday margin will be conducted by regarding Client (Omnibus)
a/c as 1 client.
(Assumption)

v' Clearing Member A manages trades/positions of Client12345, Client 23456 and Client 34567 at Client (Omnibus) a/c.

v Clearing Member A reported position information of each of Client 12345 and Client 23456 as Day T's Position Reporting.
Based on the reported information, JSCC calculates requirement for Client (Omnibus) a/c.

v' Each client under Client (Omnibus) account executed trades as shown in the chart on the right below before Intraday
Margin calculation timing on the next day

v" Margin for 1 unit of position (Price Scan Range: PSR) is JPY100,000 on previous day, and JPY130,000 at Intraday Margin
calculation timing

At Close of Pervious Business Day (EOD on Previous Day ) (Day T) New Trades in Day T+1 (at Intraday Margin Calculation Timing)
Client 12345 (10,00  |0-10[10(PSR) IPY1 mil Client 12345 (5.0)
Client 23456 (10,50)  |10-50[10(PSR) IPY4 mil Client 23456 (10,10)
Requirement at EOD (20,50) - IPY5 mil Total (15,10)
on Pervious Day
- Obtain net position of Client A
i i i (Omnibus) a/c as 1 client by
Intrad_ay Margin Cal_culatlon Metrhod for Client @ subtracting 35 (EOD short 20 +
(Omnibus) a/c for this example is as follows Today’s short 15) from 60 (EoD

long 50 +today’s long 10)
Intraday Exposure Change is added to Total Requirement at Previous Day EOD /

EOD Margin Req. on
Previous Day

Intraday Requirement

Margin Calculation . . .
« Obtain net position of Client

(Omnibus) a/c as 1 client by
subtracting EOD Short 20
from EOD long 50

Intraday Exposure - Max{(|60-35[*13(PSR)-|50-20[*10),0} JPY250,000
Change
Total Req. - - JPY5.25mil

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any error, 2,
inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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%~ @ Introduction of Monitoring Margin Framework @

sscc : _ Annex 8
(Calculation Frequency / Granularity)

® There are some issues in the frequency and granularity of current position risk amount calculation in
terms of the accurate and early detection of a sudden increase in position risk. So, the following
revisions will be made following the practices of overseas CCPs.
@ Calculation frequency to be more frequent than current practice of once / 30 min. (once/hr. during night)
@ Calculation granularity be account level as well as Participant level

® Change type of risk amount to be calculated from stressed price fluctuation based PML (Probable Maximum Loss) to
normal fluctuation based Margin /VM equivalent

[ Current Position Risk Amount Calculation ] : [ Position Risk Amount Calculation after Revision (Proposal)]
Position Risk Amount I (Normal Eu(ztig:gr;eselfgﬂﬁgrpf\)ﬂ\lj Z(Euivalent)
(Stressed Fluctuation Based Risk Amount) : i<k Amount
| Total PFE/CE for
I All ACcoun
Holse : use
( ([ CE h | Normal Fluctuation [ CE j
Based
\. S I .
- PFE | Client
Stress Based e B : Affiliate Prop
\ / \ C E / I Normallagété%tuation Normailaglstgguation Normallagété%tuation
: | |
Clipnt i CE CE
: : Position Risk Amount by Participant
I 1 1: Position Risk Amount by Account

-l
(Note) So-called “PML” is defined as expected loss due to approx. 20% market fluctuation for 2-day for Nikkei 225 (if index level is 20,000 yen,
then 4,000 yen fluctuation). If this is changed to margin based, risk amount will be expected loss due to market fluctuation equivalent to
price scan range (780 yen per day in recent market).

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any
error, inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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(Excessive Position Risk Judgment Method) Annex 8

® When judging excessive position risk via gross position risk amount at Clearing Participant level, check the Margin/VM
equivalent based risk amount to see if it exceeds deposited Margin, etc. by pre-determined ratio(*).

*  Ratio to be prescribed by JSCC taking into consideration net worth or available funds for settlement, CF deposited amount of each
Participant (specific method is to be considered).

— Under existing CF ad hoc revision scheme, risk is compared against House/Client Margin, CF and available funds for settlement for
excessive position risk judgment.

® In excessive position risk judgment method via account level position risk amount to be newly introduced, risk amount is
compared against deposited margin of each account to avoid advance risk, etc. from non-payment at account level.

[ Current Excessive Position Risk Judgment ] I [ Excessive Position Risk Judgment after Revision (Proposal)]
i Excessive Position Risk Judgment by Participant’s Position Risk
Excessive Position Risk I Client
: Affiliate Prop | Client(Omnibus) | ISA

Judagment

| Risk V, v ;
Specific method to Amount Deposited Deposited l‘DE’p‘O‘S‘I‘[E‘dj
account for deposited CF Margin Makgin Margin

Risk Amount Risk Amount Risk Amount J

and net worth in setting

)
HOUSE threshold is to be Y
House p consjdered. ~7~'(House Risk Amount) + (Total Client Risk Amount Exceeding
e N\ Deposited 1 - Deposited-Margin)
\ Margin { | -
Deposited CF i House Deposited Margin
Risk - > " Available Fund I S
L vallable Fun | Breaching Threshold
Amount \__for Settlement | .
(Stress Based) Judged as Excessive
il '
| hreshold
\ -/ [ Required Margin ] : I : Client
- | Afiiliate Prop # Client(Omnibus) ISA @ ISA @
Client Client Risk Amount Risk Amount Risk Amount Risk Amount

If ratio of risk amount to deposited
Margin exceeds certain level, the
account holds excessive position risk

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing. Corporation shall accept no responsibility or liability for damage or loss caused by any
error, inaccuracy, or misunderstanding with regard to this translation. This document may not be reproduced or redistributed in whole or in part without the permission of Japan Securities Clearing Corporation.
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(Additional Collateral Call)

Annex 8

® From viewpoint of prompt resolution of excessive position risk, alert to be issued at certain caution level, and if higher
threshold is breached (trigger level), immediately call for additional collateral to be posted within 3 hours

— Under current CF ad hoc revision scheme, when excessive position risk is recognized, it will be recalculated using the position 3
days later, and request additional deposit if not improved
® Classification of additional collateral will be changed from CF to House Margin to secure defaulter-pay type collateral

posted by a party obligated to properly control positions, including those of clients, and to avoid higher capital charge
under Basel Accord (on system, Margin charged as a result of excessive position risk judged according to account level

ition risk amount is tr lient Margin for the relevant account).
[Asls] : [After Change (Proposal)]
r——-pmaerce————1 | Trigger Level (e.g. 150%) F============= _
: (Risk Exceeding : | Caﬂgon
Colaieray | Caution Level (e.g. 120%) ====x =
CP’s Total Risk House / Client |
Depos_lted Margin I CP’s Total Risk Risk by Account
+ Available Fund | or
| CP’s House Deposited Deposited Margin by
As of EoDonDay T I Margin Account
--------------------------- Recalculate -----------------------'-------------------------------. Issue Alert EE NN NN NN NN EEEEEEEEEN
| S—
| emerenc® "1 || Trigger Level (e.g. 150%) ~======5 Trigger
1 Collateral) H l
CP’s Total Risk House / Client | Caution Level (e.g. 120%) ~=—_gh—===== Amount obtained as
Deposited Margin I ‘numerator minus
+ Available Fund | CP’s Total Risk Risk by Account | denominator” will be
| - -oor - - called as additional
CP’s House Deposited Deposited Margin by, Marain
As of EoD on Day T+3 : Margin Account g
i
Additional CF : Additional Margin Call for Excessive Position Risk
Posted on Day T+5 . (to be deposited within 3 hours, in principle)

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any 3
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;‘;c’c ® Introduction of Monitoring Margin Framework @
) . Annex 8
(Deal with Night Hours)
® Because calling for additional Margin during night or weekends is difficult, following measures will be taken as alternative
measures.

@ “Temporary Call” when exceeding trigger level for excessive position risk. (no actual call)

@ If threshold is breached at risk calculation based on position as of the end of night session (5:30), additional Margin shall
be deposited by 10:00 from viewpoint of early resolution of excessive position risk.

3 Ifthere is intolerably excessive position risk during night or weekends and if there is an urgent need, “Temporary
Suspension of Clearing in an Emergency” (not published: risk mitigating trades will be allowed) will be taken as a CCP’s
framework for prompt resolution.

3 hr. before Margin Deposit Deadline Margin Deposit Deadline
13:00 9:00 13:00 16:00
—— .)'!'!'!'!' ........................................
Hours for Temporary Call Hours for Actual Additional Margin Call
N R SR SRR RS ERE 9:30 11:30
m } 0
Q T T 3
o) Hit Caution Level Hit Trigger Level B
o (Issue Alert) (Margin Call) :
(o 12:00 @ [:oomnniniiiiieegpiiss No Addmonal Deposn will
1 be Required after this
m Threshold Breached T Timing.
Sj according to Risk
_g gzﬁzf:gg 2?;%%%? Hit Caution Level Hit Trigger Level
= Night Session /11 5HHa S fE e (Issue Alert) (Temporary Call)
) :
N SIS :-; * 10:00
m E i * |f there is intolerably excessive position
ff, Hit Trlgger Level .11 risk during night or weekends and if
3 (Margin Call) E; ditional Collateral to be Posted by = there is an urgent need, “Suspension of
g=] ! 10:00 from Viewpoint of Early Resolution ] Clearing in an Emergency” (not
D of Excessive Position Risk published) will be taken
w

DISCLAIMER: This is the reference translation of the original Japanese document. Japan Securities Clearing Corporation shall accept no responsibility or liability for damage or loss caused by any

(Note) Each timing will finally be set considering CP’s operational burden and deadline at related infrastructures, such as BOJ, commercial banks and JASDEC.
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