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IMPORTANT NOTE: This English translation has been prepared by King & Wood Mallesons solely for internal reference purposes. While every effort has been made to ensure the accuracy of
the translation, it is not possible to guarantee an exact English translation since each language has its own grammatical structures, embodies different legal and cultural concepts and is
open to different interpretation. Where appropriate, additional clarifications in the English translation which are not in the Chinese version have been added to improve the English
translation. Therefore, this English translation must not be relied upon by any person in making any decision or taking any action. The original Chinese version shall always prevail in case
of any discrepancy or inconsistency between the Chinese version and this English translation.

CHAPTER 1 - GENERAL PRINCIPLES (&)

Article

Original Chinese text

English translation

Article 1
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These Measures are formulated in accordance with the Banking Supervision Law of
the People's Republic of China, Commercial Bank Law of the People's Republic of
China, Insurance Law of the People's Republic of China, Futures and Derivatives Law
of the People's Republic of China, Administrative Measures for Commercial Banks’
Regulatory Capital, Interim Administrative Measures for Derivatives Trading
Business of Banking Financial Institutions as well as other laws, regulations and
supervisory rules, in order to effectively prevent counterparty credit risks in non-
centrally cleared derivatives transactions of financial institutions and to promote
the sound development of the derivatives businesses of financial institutions.




Article

Original Chinese text

English translation

These Measures apply to banking financial institutions, insurance financial

Article 2 | KAk ATE R4 8L EEREH R LR BAM {1 F 694847 k4 5k
B AR oAb A Gk AU ol kI R AN 5] IrTsUtuFlons and financial ho.ldlng‘compan‘les thgt are regulated by the National
Financial Regulatory Administration and its offices.
PR UM AT 69 TR e B R . .
BRI BAT 8 T E R i AR AL The provisions of these Measures apply to the asset management products issued
by the above institutions.

Article 3 | 2@y 2 M F R AR LG 3T F— 7 A gty oy k£ & 75 B 47 £ &% % | These Measures apply to non-centrally cleared derivatives transactions between

B, A AME, BIEERRTFRY. B8 (AH%) « HRALESL, fmapugl msptutpns or where gng party to the transaction is q financial .
institution, including, but not limited to, forwards, swaps, options and their
o e o o s e b or s N combinations.
R HAT A S S RAG RSB exd F oy P A A 695 IMT A S8
%o “Non-centrally cleared derivatives transactions” refer to over-the-counter
derivatives transactions that are not centrally cleared through a central
counterparty.

Article 4 | 2 EE P FEFTAR TS F 1B T AIGES 4013509484t | If the counterparty to a non-centrally cleared derivatives transaction involving a
B EATH RS b, AE A B % e A ik 49 B R ) SO BUR IR fmanaal mstltutlpn 15' noF a 'flna}nCIal institution or asset management product
N issued by such financial institution, each as referred to in Article 2 of these
&, TR E R ATIRIES . Measures, the financial institution shall collect margin from the counterparty in

accordance with the requirements of these Measures, but is not obliged to deliver
margin to the counterparty.

Article 5 | 2gity 5o @M FRGIEEF FEITART Y, wi5Es et R | Non-centrally cleared derivatives transactions carried out between financial

feRZRehtaEm AR A LRI FEREF, TR LMEIRIEE
T RIELE R

ol RE—AFAEI A 40, S AREAREETFITASR
BIAALFARFHME (AT HAFFHELAL) 5T 60011, EXAHS
F— RIS, R R & & IRIRIE A,

4> b 4E B W S B X R 4R ) RO R AT TR 69 B A B R et o R R
HAEEFFIMAERRTS, TUBLWBRIELEF THRIELER,

institutions and non-financial institutions may be exempted from initial margin and
variation margin requirements if the transactions align with the risk-bearing
capacities of the non-financial institution and are based on genuine risk-hedging
needs.

If a non-financial institution has an aggregate average notional amount of non-
centrally cleared derivatives calculated at the group level at the end of March,
April and May of the most recent year (hereinafter referred to as “aggregate
average notional amount” or “AANA”) exceeding RMB 60 billion, and does not
satisfy the conditions set out in the first paragraph, the financial institution shall
collect margin from the non-financial institution.
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English translation

Non-centrally cleared derivatives transactions carried out by finance/treasury

companies of an enterprise group on behalf of the group and its member entities
based on genuine risk-hedging needs may be exempted from initial margin and
variation margin requirements.

Article 6 | &gk 5 4047, BURAM. ARIITRIK. S F X447 BER7F | Non-centrally cleared derivatives transactions between financial institutions and
Hafr. R BB R IR R AT AR S, T AR central banks, government organisations, public sector entities, multilateral
- B b ’ development banks, the Bank for International Settlements, or China’s policy banks
A XARIEL L K may be exempted from initial margin and variation margin requirements.
LN — SR B B F W SRk 89 Bl 28 69 3F S b AT A S 2, T A% | Non-centrally cleared derivatives transactions between entities included in the
o BRI AT T RIEA B R, same consolidated financial statements of a group may be exempted from initial
margin and variation margin requirements.
Article 7 | s Eegshimia i fedndy (Z4#) 5. L4 0954 md) feis iy Initial margin requirements need not apply to physically settled foreign exchange
(BH#) %8, TURERAMNBRIELS R, forwards and swaps transactions, and physically settled gold forwards and swaps
’ transactions.
oMy vk BB AR % B HE R AAT RIS, TYL G . L. .
FMEFGZLR T (28 G 7 ERAE IS, TARH The fixed principal exchange component of physically settled cross-currency swap
HAn s RAE 2o transactions may be excluded from the initial margin calculation.
TARER G5 FERAREG LS, TUARH L RiE4, Transactions that do not bear counterparty credit risk may be excluded from the
initial margin calculation.
Article 8 | B R4 gk 15B% .5 5 B Lk b MM R EST AU AT 4 & X k4% | The National Financial Regulatory Administration and its offices shall supervise and
RS, AR A A ER AN, BRARL RS LA regulate financial institutions in respect of margin management of derivatives
:‘ Uk TR A3 3 A 2k transactions in accordance with law. In the event that a financial institution
o th AL ik AT B 4 7R A AT BT violates the provisions of these Measures, the National Financial Regulatory
Administration and its offices shall take supervisory measures or impose
administrative penalties in accordance with law.
Article 9 FemBEBEREATUREEZ, SRIESZRIFTERHAT The National Financial Regulatory Administration may make counter-cyclical

adjustments to margin requirements if necessary.




CHAPTER 2 - MARGIN REQUIREMENTS ({RiE&EK)

Article

Original Chinese text

English translation

BRI 09 F A3 A E P F AT A R L RIEAE B AR AT,
BESRELEH EHLARRIELFRELTARE. SATREATELIRE
M RIESE B R A2 5, WARITEART S T, SFEES AP S g+
NG R NG
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The board of directors of a financial institution shall be ultimately responsible
for margin management in respect of the institution's non-centrally cleared
derivatives transactions, and shall supervise senior management in formulating
and implementing margin management policies and procedures. Senior
management is responsible for establishing sound margin management policies
and procedures, clarifying the division of responsibilities among departments,
and assigning dedicated staff appropriate to the size of the institution’s
transactions.

Financial institutions shall incorporate margin management for non-centrally
cleared derivatives transactions into their overall risk management systems to
ensure consistency with group risk appetite and capital management
requirements.

Article 11| & gkbuH B8 kAR B %— LRt 2 F TR 433 5 %, A4k | Financial institutions shall, at the legal entity level, uniformly implement
R B RFMOBER SSRGS REN KT, FARAES BEAETAR methodologies for calculating initial rpargm and var1aF1on margin that '
. o P accurately reflect the level of potential and current risk exposures associated
B EZ G FHAHNERE with their trading portfolios and ensure that all counterparty default risk
exposures are covered fully with a high degree of confidence.
Article 12 | #p 48 4R iE & ) FTEBITAR IS FAAF NG, BAERGEFZ#—F 5 k8 | Initial margin is used to mitigate the risk of further expansion of potential

R o MBFRIEERIET LA S0 BLNSFRLEEMLSHE, ORI NFEM

xR

A L% E VA 10 Rt A mERIE S, EFFAE AL LTS S
FHHHE, OHEERRT ALY LLEAARXHIAA XL INRFHER,
HAET—ATLEZERWABRIES AR BL, BB B EH - NELA S
RAT T AR £ o

risk exposure following the default of a counterparty in a derivatives
transaction. Initial margin shall be calculated based on the netting set at the
end of a business day and exchanged in full (on a gross basis) between both
parties.

Financial institutions shall calculate initial margin at least every 10 days and
shall recalculate it in the event of a change in the netting set, which
includes, but not limited to, the initiation of a new transaction, the
termination of an existing transaction, or the expiration of an existing
transaction, and shall issue a notice of margin call by the end of the next
business day, and complete the exchange of margin by the end of the second
business day following the issuance of the notice.
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Article 13

RHRIER A TR L AT AR XY FME 65 8 0T T NE48 %469 5 a7
R, THRIELRBFEETILE S A AL FMET AT, WX HET
— e B — T 2 A

M E L E YR ETHRIESR, FAT AN LB LRAZERIES
WRIB S, fEilke KRG H AN Ak B 25 R T RARIE S o

Variation margin is used to mitigate the current risk exposure associated with

the daily mark-to-market value of the netting set of existing derivatives
transactions. Variation margin shall be calculated on the basis of the netting
set at the end of a business day, and is provided by the estimated loss-making
party to the estimated gain-making party.

Financial institutions shall calculate the variation margin at least daily, and
shall issue a notice of margin call by the end of the next business day, and
complete the exchange of margin by the end of the second business day
following the issuance of the notice.

Article 14

FIIEPRAE 2 B 7T DME AR B SR E. AR KN, BEFAZRARE
A 5B B A R ROh MU B B ak AL T AR ) B4k 89 F = T ML A A
PRIESAE T

Initial margin may be calculated by reference to the standardised method or
the model method. Where the model method is used, it shall be subject to
prior inspection from the National Financial Regulatory Administration or its
offices. Financial institutions may use a qualified initial margin model from a
third-party vendor.

Article 15

SRR T AR R S SR 9 5B B R R A S RAE A B ik, 2R
5 ) — 4 S b 80 R — K KA R — B

EBIM AT BLI W BRIESH EH FRATRE A AR SEEGFHB
WEHK, —&5Hk, MNE SRR T .

Financial institutions may use different methodologies for calculating initial
margin for transactions in different asset classes, but shall use a consistent
calculation methodology for transactions in the same asset class in the same
netting set.

Financial institutions shall not engage in regulatory arbitrage by switching
methodologies for calculating margin. If there are valid reasons for switching
calculation methodologies, once switched, the new methodology shall be used
continuously.
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English translation

Article 16

BRI L KA R LR IERIE R WA LM A TR L 4L AANRT (RF
{Es5hF, TR) , ZHRIELORLELFTAT, XFEIREMNA N LHLHA
qAL EBH N

EERIAM AR ST RE A AT 400 7 AR T8 RIS 258, % %Ak
A 2 T AL IS RIE S o THNRIE 2 Z 19 5 BLo

The threshold for exchanging initial margin for financial institutions at the
group level shall not exceed RMB 400 million (or its equivalent in foreign
currency, hereinafter the same), while the threshold for variation margin shall
be zero. The actual amount to be exchanged shall be the portion of the margin
exceeding the threshold.

A minimum transfer amount of no more than RMB 4 million may be applied to
the margin exchanges by financial institutions, which may be allocated
between initial margin and variation margin.




CHAPTER 3 - ELIGIBLE COLLATERAL AND MANAGEMENT (E18#ER B R EIE)

Article

Original Chinese text

English translation

VR A PRIE &89 A2 AR b B 5 L& 5 R A e - 09 R e ZAEAE A, AR 3L
T e Gy 3 F ik Rk, FFAEZRI 40 RISV T AL T /B H
% TR

Eligible collateral used as margin should be highly liquid and provide sufficient
risk mitigation to protect both parties to the transaction from losses arising
from counterparty defaults, and be able to hold their value in market stress
scenarios after applying a haircut factor.

Article 18
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Eligible collateral includes:

1. Cash;

2. Government bonds issued by China's Ministry of Finance, bills issued by
the People’s Bank of China, and bonds and bills issued by China's policy
banks;

3. Bonds issued by China’s provincial people's governments (including
autonomous regions and direct-administered municipalities) and cities
under separate state planning;

4, High-quality bonds issued by other national or regional governments
and their central banks, sovereign-equivalent public sector entities,
the Bank for International Settlements, the International Monetary
Fund, the European Central Bank, the European Union, the European
Stability Mechanism and the European Financial Stabilisation
Mechanism, and multilateral development banks;

High-quality corporate credit bonds;
High-quality financial bonds;
Gold;

©® N o v

Other eligible collateral recognised by the National Financial
Regulatory Administration.

Where financial institutions use other forms of collateral as margin, they
shall prudently evaluate the risk mitigating effect of collateral to ensure
compliance with their internal risk management requirements.
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English translation

Article 19 z hv iy - - v
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In determining the haircut factor of collateral, financial institutions may use

the Standardised Haircut Schedule in Appendix 3 of these Measures, or an
internal or third-party model. Where an internal or third-party model is used,
it shall be subject to prior inspection of the National Financial Regulatory
Administration or its offices.

Where a financial institution uses an internal or third-party model, it shall
determine a haircut factor based on the risk type of the collateral. Haircut
factors should be prudent, transparent and easy to calculate, and it shall be
appropriately calibrated to reflect the potential impact on the value of
collateral under market stress scenarios.

Financial institutions shall apply a uniform methodology for calculating
haircut factors for collateral of the same asset class.

Article 20

B BAM B BRI AR S 49 SMID R 5 P R e Fo b B R o

PR S 8 S5 T A R A9 AT 2 e 55 S0 AT T R AR AR e PN 24 2 69 Aal BE T
TR R — B4, EERAL R KA B ST e R ROAAE R IND . B b AT 4e £
HARiE A T3
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Financial institutions shall take measures to address foreigh exchange risk,
concentration risk and wrong-way risk associated with collateral.

Where the currency of denomination of collateral is not the same as the
corresponding termination currency of the derivatives transaction or the base
currency as agreed in the collateral agreement, financial institutions shall
apply an additional haircut factor to address foreign exchange risk. This
additional haircut factor does not apply to variation margin in the form of cash.

Financial institutions shall ensure that collateral collected is not overly
concentrated in the same issuer, class of issuers or asset class, and shall have
policies in place to manage the concentration risk of non-cash collateral. High-
quality bonds issued by sovereign and sovereign-equivalent public sector
entities, the Bank for International Settlements, the International Monetary
Fund, the European Central Bank, the European Union, the European Stability
Mechanism and the European Financial Stability Mechanism, or multilateral
development banks are exempted.

In order to control wrong-way risk, financial institutions shall avoid using
collateral that is highly correlated to the counterparty's credit or netting set
of derivatives transactions as margin. Marketable securities issued by the
counterparty or by institutions the financial statements of which are
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Original Chinese text

English translation

consolidated into the same group as the counterparty shall not be used as

margin.

Article 21

ZRHRFTHA R, TAERNER2REERTEREG AR, KESHR
W, &R AR S L i AR R S B BT . BRI ARG, £ A4
PResu 9 MAE R L AR it RARIE 2 & Ko

Upon agreement between the parties to a transaction, substitution collateral
may be used to replace collateral posted. In the event of substitution, the
substitution collateral must fulfil all the requirements of eligible collateral.
After applying a haircut factor, the value of the substitution collateral should
be sufficient to meet the margin requirements.

Article 22

Ve s it AR Bl S ARG EZFHRENHNER, 5XHNFTAHR
W, BEARENMAOAM S RELEEN IS TefkmtlA @S,

VA B RAE L ) 2R 56T Al K G Wy AATE HREIHEHNF = HREM
o

REARIEEE RIS F = FHRENHME S AR R, TMFERH BTG AL

Collateral used as initial margin shall be custodied by a qualified third-party
custodian, and shall be effectively segregated from the proprietary assets of
the parties to the transaction, proprietary assets of the third-party custodian
and the collateral of other counterparties under its custody.

Collateral used as variation margin may be managed by the parties to the
transaction themselves or entrusted to a qualified third-party custodian for
custody.

The third-party custodian providing margin custody services should be
independent and should not be affiliated with the parties to the transaction.

Article 23

BRI B = T ACE DM R S A AR S AT IR B AT T, ARARAR AR Su AL A X
PRIEEE Ko

Financial institutions and third-party custodians shall perform daily market-to-
market valuation of collateral to ensure its value meets the margin
requirements.

Article 24

B G FHAGHHEILT, 2BIMTRBERIE R T XNRR T 4y 24k B2k
ve, GAFBLE = FRENMBATLE

In the event of a counterparty default, financial institutions may dispose of
collateral in the manner prescribed by laws and regulations or as agreed by
the parties, including disposal through a third-party custodian.

Article 25

A Ay 46 FRAE & 69 1288 S R M LR AF B AT RAARA o A PRAEE T AR R AT
KA

In principle, collateral used as initial margin may not be re-pledged or re-used.
Variation margin may be re-pledged or re-used.




CHAPTER 4 - DISPUTE RESOLUTION (4 & %)

Article

Original Chinese text

English translation

K5 BTy % F R A RAIER G E 7 k. RARIEL S RIER N &
HeFo bR So A AL Ao I d R B R 77 Nv ARIER F- U R AZ 55 o

The parties to a transaction shall agree in advance on the methodologies for
calculating initial margin, the valuation of and the methodologies for
determining the haircut factor of eligible collateral for variation margin and
initial margin, and the dispute resolution procedures for resolving margin
disputes.

Article 27

B RRALE T AR TARIE S £ 709 25 k] 54 2 BE, KRz BEN £ 7
A F e d B AERIELFI, P RF R %R R R 7R FBER
DARIEA GG e, IR B4 IR 2 AL R e i

RHRFTAR ERBiT S H =T F & k40

Financial institutions may determine a threshold value based on the entire
amount or a proportion etc. of the margin difference, and deem the
difference exceeding such threshold value as disputed. In the event of a
margin dispute, both parties to the transaction shall complete the exchange
of the undisputed portion of the margin within the originally agreed
timeframe, and resolve the disputes in accordance with the agreed
procedures in a timely manner.

The parties to a transaction may resolve disputes on their own or through a
qualified third-party platform.

Article 28

EBIME B RFRIELFNGFLETE. XS FHFsH. wHEAR
B3t FOREAE B LE 1I5ATHERE UL, BEemBt 1 ILAART
(REWFHETT) , B H@ETNIRETEATAAIRE L,

Financial institutions shall record the duration of margin disputes, the
counterparties and the disputed amount. If a margin dispute with a single
counterparty cannot be resolved for more than 15 business days, and the
disputed amount exceeds RMB 100 million (or its equivalent in other
currencies), the reporting approach shall be clarified through internal
management rules.




CHAPTER 4 - CROSS-BORDER TRANSACTIONS (% 3%

Article

Original Chinese text

%)

English translation

AR A EEFTFEMTARIS T, ©0F
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In cross-border non-centrally cleared derivatives transactions, if a financial

institution needs to satisfy the margin requirements of a foreign jurisdiction,
it may choose to apply the margin requirements of that foreign jurisdiction,
provided that such margin requirements are consistent with the Basel margin
requirements and are equivalent to, or are more prudent than, these
Measures.

A foreign branch of a financial institution conducting non-centrally cleared
derivatives transactions may apply the margin requirements of the country
where the branch is based.

Foreign institutions conducting non-centrally cleared derivatives transactions
directly in the domestic financial market shall comply with the relevant
requirements for onshore transactions.

Article 30 AR RS EF FEATA R ;% Jor 5B 4 BB R AR AR S L If netting agreements or collateral agreements are not legally enforceable in
IR A R B R R BLAT AT HATIE, N T RUR 5 3% 3] R 45 R 50 5 ot a foreign jurisdiction, financial institutions conducting cross-border non-
centrally cleared derivatives transactions are not required to exchange
T RIS margin with counterparties from such jurisdiction.
A FERATIG, RRIM PR 5% 3 HEHER S F TR RZHE | Upon the implementation of these Measures, the outstanding notional
PRIEAWMITAE R RS A5 4 R4, BN ERGAR T4 ITAEEDIT amount of derivatives transactions without exchange of margin between the
k55 B Bt 2 SR A BT 6 2.5%, financial institution’'s group and counterparties from such jurisdiction shall, in
principle, not exceed 2.5% of the total outstanding notional amount of
derivatives transactions carried out by the financial institution's group.
Article 31 ARRME G A T MRITIE R ) RS RIS B R, S LAY Financial institutions shall fully understand relevant information such as the
WAl B I S AT RO 45 8, A AT LB 532 B34 margin requirements in applicable foreign jurisdictions and the legality and
enforceability of netting agreements and collateral agreements, and shall
GRUES A execute relevant agreements with foreign counterparties based on
commercial principles.
Article 32 B A R AL A AR R AR ARIES, B R AR 45 B LA T R B A Financial institutions are encouraged to use RMB-denominated assets as

R = 3 A PRAE & AR,

margin, and to use margin calculation models that can reflect the volatility
of RMB-denominated assets objectively and reasonably.




CHAPTER 6 - SUPPLEMENTARY PROVISIONS (rm)

Article

Original Chinese text

English translation
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These Measures shall come into effect on 1 January 2026. The variation margin
requirements shall come into effect on 1 September 2026.

The initial margin requirements shall be implemented in three phases. If a
financial institution and its counterparty has an aggregate average notional
amount of non-centrally cleared derivatives transactions calculated at a group
level at the end of March, April, and May of the most recent year exceeding
RMB 500 billion, the initial margin requirements will be implemented from 1
September 2027; for those where the amount exceeds RMB 300 billion, the
initial margin requirements will be implemented from 1 September 2028; for
those where the amount exceeds RMB 60 billion, the initial margin
requirements will be implemented from 1 September 2029.

The above notional amount includes all non-centrally cleared derivatives
transactions, including physically settled foreign exchange forwards and swaps
and physically settled gold forwards and swaps.

Article 34 BRRIM EHMBRIELEZRZE, oY LA REREMRTAIES = Upon the implementation of the initial margin requirements by a financial
FEAHMA AT, AFEEI A1 B, TRARRE MWL institution, if the aggregate average notional amount falls below the
N B35 2 9 K AE kK 5] B b TN threshold level specified in Article 33 of these Measures, the financial
Bo W FHLAAERRBE AL, B 5 TH T A IBRIE L. institution may cease to exchange initial margin from 1 September of that
year. If the aggregate average notional amount reaches the threshold
subsequently, the financial institution shall resume the exchange of initial
margin.
Article 35 A HEARIE A B R IE ) T A sk M AT 45 4R IE A e - XA 45 B B VLG 093 % The initial margin requirements shall apply to new transactions on or after
B, TAHRIEA B RE AT 2026 49 A1 B AVE L. the phased implementation date of initial margin requirements applicable to
the financial institution, and the variation margin requirement shall apply to
TATAE S ST B SEILAAE b R AT A 5 % S 68 A T new transactions on or after 1 September 2026.

KEIT TG TH LS. s b AATES L HEE T RBT. AMER
EEEE MG ELE, BTHLS.

Existing non-centrally cleared derivatives transactions, their confirmations
and immaterial amendments to existing non-centrally cleared derivatives
transactions are not regarded as new transactions. Material amendments to
non-centrally cleared derivatives transactions or amendments intending to
extend the term of the existing transactions to circumvent margin




Article

Original Chinese text
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English translation

management shall be regarded as new transactions.

The parties to a transaction may, at their discretion, agree to apply margin
requirements to existing transactions.

Article 36 AAhEHEREBLEERLER I THE, These Measures shall be subject to interpretation by the National Financial
Regulatory Administration.
Article 37 WA AT 2B IEEFFEMARTILHRIELWINE, 5ANE If any previously announced measures on margin for non-centrally cleared

R—E by, ARIEA

derivatives transactions of financial institutions are inconsistent with these
Measures, these Measures shall prevail.

PR

1. 3146 R GE 43 B 474 %

2. SRR A F AL A &

SARBEACHT 40 B R K

Appendices:
1. Standardised method for initial margin calculation
2. Model method for initial margin calculation

3. Standardised haircut factor schedule




APPENDIX (M #)

Appendix 1

PIERIE ST EAR A K
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Standardised method for initial margin calculation

Financial institutions may calculate the gross initial margin for a netting set
by referencing the margin rates in Table 1, and compute the net
standardised initial margin by adjusting the relevant gross initial margin by
the Net-to-Gross Ratio.

Table 1: Initial margin rates by asset class

Asset class Margin rate, %
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Credit: 0-2 years (inclusive) duration 2
Credit: 2-5 years (inclusive) duration 5
Credit: 5+ years duration 10
Commodity (including precious metal) 15
Equity 15

Foreign Exchange 6

Interest rate: 0-2 years (inclusive) duration 1
Interest rate: 2-5 years (inclusive) duration 2
Interest rate: 5+ years duration 4

Other 15

The specific calculation steps are as follows:
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1.

Net standardised initial margin = 0.4 x Gross initial margin + 0.6 x NGR x

For each transaction in the same netting set, multiplying the margin rate
in Table 1 by the notional amount for such transaction, and then add up
to arrive at the gross initial margin.

Adjusting the gross initial margin to arrive at the net standardised initial
margin. This is calculated using the following formulas:
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Gross initial margin

Net-to-gross ratio (NGR) = Net replacement cost / Gross replacement cost =
Max (2 Mark-to-market value of each transaction, 0) / ~ Max (Mark-to-market
value of each transaction, 0)

NGR = 1 when the denominator is zero.

If a financial institution has already used more conservative margin rates
under its regulatory capital framework, it may continue to use such rate to
calculate the initial margin.
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Model method for calculating initial margin
I. Model setup
(i) risk factors

The model method should capture all risk factors which materially influence
non-centrally cleared derivatives transactions, including but not limited to,
interest rate risk, exchange rate risk, credit risk, equity price risk and
commodity price risk. The model should be capable of reflecting the
concentration or liquidity risk associated with specific derivatives
transactions.

Models should fully consider the complexity of the covered products and
reflect non-linear risk, maturity mismatch risk, and basis risk arising from
multiple similar risk factors.

(i) Confidence interval and margin risk horizon

The initial margin model should calculate the potential risk exposure of a
netting set of non-centrally cleared derivatives transactions, based on at
least a one-tailed 99% confidence interval and a margin risk horizon of 10+N-
1 days (where N represents the number of days in between deliveries of
variation margin, or 1 if exchanged daily), reflecting the potential extreme
variations in the value of the derivatives transactions.

The margin risk horizon should be determined with due consideration of the
market liquidity of non-centrally cleared derivatives transactions, taking into
account the estimated time required to dispose of each transaction within
the netting set.
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(iii) Model calibration

Calibration of initial margin model parameters should be based on continuous
historical data covering at least three years and up to five years prior to the
calibration date. At least 25% of such historical data should be stress scenario
data. If the stress scenario data is less than 25% of the historical data used to
calibrate the parameters of the initial margin model, the farthest historical
data should be replaced with the stress scenario data until the proportion of
the stress scenario data constitutes at least 25% of the total data. Stress
scenarios should be identified and applied separately by each asset class.
Historical data used to calibrate the parameters of initial margin model
should be equally weighted.

The initial margin model should ensure, through methods such as setting
stress scenarios, that sufficiently conservative initial margin levels are
maintained during periods of low market volatility, avoiding significant
increases in initial margin during periods of high market volatility and to
mitigate pro-cyclical risks.

(iv) Risk hedging, offsetting and diversification

Initial margin for derivatives transactions in different netting sets should be
calculated independently.

Within the same netting set, derivatives transactions may only be hedged,
offset, or diversified within a clearly defined single asset class, such as
interest rates, exchange rates, equity, credit, or commodity. The
effectiveness of risk hedging should be estimated prudently, and hedging
must be based on effective and reliable correlations, have reasonable
economic significance, and be achievable in actual market transactions.

Il. Model governance

Where a financial institution develops its own model for calculating initial
margin, it shall establish appropriate systems and procedures for model
governance, and assess and calibrate the model at least annually to ensure
that it meets the requirements of this appendix.

Financial institutions shall conduct periodic backtesting, comparing the
margin calculation of the netting set with actual market value fluctuations,
to evaluate model performance and identify and document backtesting




results that would trigger model recalibration, adjustments, or other
corrective measures.

Where feasible, financial institutions shall conduct benchmarking to ensure
that its initial margin requirements are no less than the margin levels
collected by qualified central counterparties for comparable centrally
cleared transactions.

For financial institutions using third-party models, they shall ensure that the
third party meets the model governance requirements set out above.
However, the financial institution itself, or an entrusted third party, must
still conduct periodic backtesting and other model evaluations.
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Standardised Haircut Schedule

Residual maturity

Types of eligible collateral?
<1 | >1year >5

year | <5vyears| Yyears

Cash in the same currency 0%

Government bonds issued by China’s Ministry
of Finance, bills issued by the People's Bank
of China, bonds and bills issued by China’s
policy banks

0.5% 2% 4%
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2 These Measures use S&P ratings nomenclature. If financial institutions use ratings published by other external rating agencies, or the bond itself does not have external credit ratings,
relevant haircuts shall be determined in accordance with the Administrative Measures for Commercial Banks’ Regulatory Capital.
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and direct-administered municipalities) and R 3% 6%
cities under separate state planning
credit
rating A-/A-
1 and above
Bonds issued by other national
or regional governments and
their central banks, sovereign-
equivalent public sector
entities, the Bank for 0.5% 2% 4%
International Settlements, the
International Monetary Fund,
the European Central Bank,
the European Union, the
European Stability Mechanism,
the European Financial
Stability Facility, and
multilateral development
banks
credit
rating
1% 3% 6%
BBB- to
A+/A-2/A-3
credit
. rating AA- 0 0 0
Corporate credit bonds /A-1 and 1% 4% 8%
above




Appendix Original Chinese text English translation
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