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Schedule 7: Consultation questions
Please respond to the following questions about ASX’s straw man recovery proposals for ASX Clear and ASX Clear (Futures).  The straw man recovery proposals are outlined in Sections 4 and 5 of the Consultation Paper and further described in Schedules 5 and 6. 
Respondents can obtain a Microsoft Word version of this Schedule on ASX’s website (http://www.asx.com.au/services/clearing/ccp-recovery-and-resolution.htm).
	Consultation questions
	ASX Clear 
	ASX Clear (Futures)

	General questions
	
	

	G1.  Would the straw man recovery proposal provide appropriate incentives for non-defaulting clearing participants to manage‑down the risk they bring to the CCP in a crisis and assist the CCP to restore a matched book?  If not, why?
	
	

	G2.  Would the straw man recovery proposal create incentives for non-defaulting clearing participants to ‘rush for the exit’ in a crisis?  If so, why?
	
	

	G3.  Do you agree with the high level ‘decision trees’ that would guide the application of the proposed recovery tools, as depicted in the central arrow in the charts in Sections 4 and 5 of the Consultation Paper?  If not, why?
	
	

	G4.  Would the straw man recovery proposal give an acceptable level of certainty to clearing participants (and indirectly their customers) upfront about their potential exposure to the CCP under the CCP’s recovery plan?  If not, why?
	
	

	G5.  If your firm is subject to bank capital regulation, would the straw man recovery proposal increase the regulatory capital cost of clearing to your firm?  If so, why and by how much (proportionately)?
	
	

	G6.  Would the application of the proposed recovery tools be likely to disproportionately affect any customer groups or sectors (including clearing participants and their clients)?  If so, what factors may drive this outcome?
	
	

	G7.  Would the introduction of the straw man recovery proposal be likely to affect the structure of the market or the behaviour of market participants (including clearing participants and their clients)?  For example, would it be likely to drive down direct participation in the CCP?
	
	

	G8.  Could the proposed recovery tools have unintended consequences in the markets served by the CCP?  If so, why?  In responding to this question please consider features of those markets that differentiate them from offshore markets in which the same recovery tools have been adopted (e.g. the relatively small and concentrated nature of the Australian market).
	
	

	Specific questions – Emergency Assessments
	
	

	A1.  Do you agree that assessments should be capped?  If so, do you agree with the proposed caps for single and multiple defaults?  If not, why?  In responding to this question please consider whether the capped amount would be sufficient to cover potential uncovered losses, whether the size of assessments could trigger further participant defaults and the implications of the caps for the probability that other recovery tools (such as termination) will need to be used.
	
	

	A2.  Do you agree that the cap for multiple defaults should be applied over a period of 30 days post completion of the default management process?  If not, what period would you recommend and why? In responding to this question please note the proposal in relation to suspension of replenishment obligations during the multiple default period.
	
	

	A3.  Do you agree that the assessment liability of each non-defaulting clearing participant should be calculated proportionately based on its Commitment obligation immediately prior to the first default to occur in the multiple default period?  If not, what calculation method would you recommend and why?
	N/A
	

	A4.  Do you agree that increasing the individual clearing participant assessment caps would ensure a fairer apportionment of emergency assessment calls across clearing participants?  In responding to this question please consider the risk for ASX Clear under existing assessment powers that any shortfall in the emergency assessment call resulting from the cap for individual clearing participants would fall on smaller clearing participants, who may be less able to pay.
	
	N/A

	A5. Do you agree that calculating clearing participants’ assessment liabilities based on IM is appropriate? If not, what basis of calculation would you recommend and why?
	
	N/A

	A6.  Should the CCP be entitled to make a further (‘second round’) call on other clearing participants if a clearing participant fails to pay its assessment?  Why or why not?
	
	

	A7.  Do you agree with the proposed trigger for when the CCP should be able to call an assessment?  If not, why?  In responding to this question please consider the CCP’s need to have received assessment moneys before the point at which it requires those funds to meet its close out or other obligations to non-defaulting clearing participants.
	
	

	A8.  Do you agree with the proposed timeframe for payment of assessments?
	
	

	A9.  Should the CCP be entitled to call the whole assessment amount and hold it until the end of the default period?  If not, why?
	
	

	A10.  Should any remaining assessments at the end of the multiple default period be applied towards replenishment of the default fund?
	
	

	A11.  Should the CCP still call assessments where it is evident assessments (and VMGH, for ASX Clear (Futures)) would be insufficient to absorb estimated default losses?
	
	

	A12.  What are the regulatory capital or other costs of emergency assessments for clearing participants?  For clients of clearing participants?
	
	

	A13.  ASX is aware of comments by some market participants to the effect that emergency assessments should be pre-funded, to avoid the performance risk that CCPs face with cash calls.  Do you agree?
	
	

	Specific questions – VMGH
	
	

	V1.  Do you agree that VMGH should not be subject to a specified cap?  If not, why, and what should be the basis of the cap?
	N/A
	

	V2.  Do you agree that VMGH should be applied to variation margin gains on any day when there is a shortfall, rather than applied to cumulative gains from a pre-determined trigger point?  If not, why?
	N/A
	

	V3.  Do you agree with the proposed determination of a shortfall (i.e. outgoing VM > incoming VM plus remaining default resources plus 75% of emergency assessments)?  If not, why? 
	N/A
	

	V5. Should payment haircutting extend to any other payment obligations of the CCP (e.g. coupon payments and settlement payments) rather than only variation margin?
	N/A
	

	V6.  Do you agree that haircuts should be applied to a clearing participant’s net VM entitlement?  If not, how should haircuts be applied?  In responding to this question please consider that as the basis of applying haircuts increases in granularity (e.g. net VM entitlement referable to each client/house account) there is a corresponding increase in the incentive for clearing participants to assist with default management by closing out positions opposing the default portfolio, however there may be increased liquidity pressure on those clearing participants.
	N/A
	

	V7.  If your firm is a clearing participant, would it pass haircuts on to clients?  If so, how would your firm allocate a haircut to its net VM entitlement on a day to client/house accounts?
	N/A
	

	V8.  Do you agree that VMGH should cease to apply when the default management process ends or has failed or when the default loss is expected to exceed available resources?
	N/A
	

	V9.  Do you agree with the use of VMGH as a liquidity tool? If not, why and what tools would you propose be used to manage liquidity shortfalls?
	
	

	V10. Do you agree that VMGH is not appropriate for ASX Clear? If not, on what basis would you propose that it be implemented? Do you consider that any other form of payment haircutting or loss distribution charge should be applied before moving to termination of contracts?
	
	N/A

	V11.  What are the regulatory capital or other costs of variation margin haircutting for clearing participants?  For clients of clearing participants?
	
	

	Specific questions – Termination
	
	

	T1.  Do you agree with the retention and amendment of powers of partial termination? If not, why? Do you agree that settlement liabilities under these powers should not be subject to a specified cap? If not, why and what should an appropriate cap be? Do you agree that the power should be triggered where restoration of a matched book is not possible within a reasonable time? If not, why?
	
	

	T2.  Do you agree that complete termination should be available where restoration of a matched book within a reasonable time is not possible, or where the CCP reasonably considers default loss may be so large that application of emergency assessments (and VMGH, for ASX Clear (Futures)) may lead to contagion or would be insufficient?  If not, why?
	
	

	T3. Do you agree cash market transactions should be cash settled on a mark to market basis to facilitate complete termination? If not, on what basis would you propose that these transactions be terminated?
	
	N/A

	T4.  Do you agree that termination prices should be determined by the CCP in a commercially reasonable manner with reference to market prices?  If not, why?
	
	

	T5.  Should non-defaulting clearing  participants have the opportunity to make voluntary payments, or volunteer selected contracts for termination, prior to complete termination?  If so, what defined period should be allowed for such actions?
	
	

	T6.  If your firm is subject to bank capital regulation, do partial termination powers increase the regulatory capital cost of clearing to your firm?  If so, in what circumstances would this occur and is there a way that partial termination can be structured to avoid this outcome?
	
	

	Specific questions – Mandatory Replenishment
	
	

	M1.  Is the proposed replenishment baseline of up to $75m in contributions by continuing clearing participants a reasonable starting point for the re-establishment of the default fund?  Why?
	
	N/A

	M2.  Is the proposed replenishment baseline of up to $200m in contributions by continuing clearing participants (ETD $100m, OTC $100m) a reasonable starting point for the re-establishment of the default fund?  Why?
	N/A
	

	M3.  Do you have any views on likely size of market and trading behaviour post recovery scenario?  What do you consider the likely impact of those considerations on the CCP’s post-recovery requirements for pre-funded mutualised default resources?
	
	

	M4.  Should clearing participant contributions to the default fund be scalable by the CCP?  If so, on what basis, and should scalability be subject to caps and floors?
	
	

	M5.  Do you agree that clearing participants should be able to resign to avoid replenishment?  What resignation requirements and timeframes should apply to avoid incentivising clearing participants to exit quickly in a crisis?
	
	

	M6.  ASX is aware of comments by some market participants to the effect that clearing participants’ replenishment obligations should be pre-funded and held in ‘escrow’, to effectively guarantee continued service provision by CCPs.  Do you agree?  What impact (if any) would this have on the regulatory capital cost of clearing?
	
	


