On 12 June 2000, SFC changes FRR.

In calculating Liquid Asset of Margin Client, SFC introduces following concepts:-

1. Concentration Discounting Factor (CDF)

2. Related Stock

3. Related Client

Also, the Haircut is redefined.

There will be special consideration in Trade Suspended Stocks.

SB change summary:-

· In "(181) System Re-configuration", add 6th screen to allow user to setup CDF parameters.

· In "(18R) System Re-configuration Report", print out CDF parameters.

· In "(2XU) Upgrade Data Files to Latest Version", read a text file HS100.DAT to setup Stock Asset Grade & Related Stock Information

· In "(23) Stock Master", allow user to set Stock Group, and show the CDF & ELAR value

· Add "(5D) Calculate Stock CDF" function, to calculate CDF & print a new "Topmost Stock Concentration Report"

· In "(27) Stock List", add an option to print report by "Stock Group"

· Add "(AR) Related Client & Bank Guarantee Setup" function, so that user can input Related A/C No and/or Bank Guarantee value.

· In "(76) Approved Stock Asset Report", change to calculate the new Margin Client Shortfall on either Trade Day or Settlement Day Basis. At end print a new "Topmost Related Margin Client Report"

· In "(75) Portfolio Evaluation", change to calculate the Approved Stock Assets Value

· In Calculate Stock Market Value & Stock Margin Value, allow user to define handling of Trade Suspended Stock. Following reports will be affected:-

     - Daily/Combined/Monthly Statement

     - Margin Position Report

     - Portfolio Evaluation Report

     - Margin Client Summary Report

A. Hair Cut

In summary, all stocks/warrant in SEHK will be applied with a haircut ratio as below:-

   Hang Seng Index constituent stocks 

15%

   Hang Seng 100 Index constituent stocks

20%

   Normal Stocks




30%

   Warrants





40%

Our Stock Broker System (SB) uses "Stock Asset Grade" to classify stocks, now SB will define "Stock Asset Grade" as below:-

   Grade     Stocks

     A       Hang Seng Index Constituent Stocks (33 stocks)

     B       Hang Seng 100 Index Constituent Stocks (remaining 67 stocks)

     C       Normal Stocks

     D       Warrants

     E       (User Defined Stock Type)

     F       (User Defined Stock Type)

In SB, we use "Accept Ratio" instead of "Hair Cut", as below:-

   Grade     Haircut    Accept Ratio

     A            15%          0.85

     B            20%          0.8

     C            30%          0.7

     D            40%          0.6

The "Stock Asset Grade" can be setup in "(23) Stock Master". And SB is able to read a text file HS100.DAT to setup Stock Asset Grade quickly during "Data Upgrade Procedure". The syntax of HS100.DAT will be specified later.

For foreign stocks, user has to refer to the document "Financial Resources Rules" (FRR Document) published by SFC.

Please note the special cases:-

  Stock "87 Swire B" is not classified as HSI stock.

B. Related Stocks

Please refer to FRR Document for a full definition of Related Stocks. And according to staffs of SFC, a detail list of related stocks traded in Hong Kong will be provided by SFC and will be updated monthly.

We designed a text file HS100.DAT to keep the related stock information and Related stock information will be setup quickly during "Data Upgrade Procedure" again.

In SB, a new field "Stock Group" is added to hold the "Related Stocks" information. e.g.

  Stock "1 CHEUNG KONG" has 3 warrants:-

        "1881 CS-CK(H)@EC0006",

        "1882 CL-CK(H)@EC0006", &

        "1919 SG-CK(H)@EC0008"

  Then the Stock Group in Stock 1881,1882 & 1919 should be "1" to indicate these stocks/warrants are related to "1 CHEUNG KONG".

There is no need to set the Stock Group field in stock "1 CHEUNG KONG".

C. Concentration Discounting Factor (CDF)

SFC set the "Concentration Allowance Ratio (CAR)" for 3 categories of stocks

                                                      Concentration

    Grade                                                           Allowance Ratio

      A     Hang Seng Index Constituent Stocks             20%

      B     Hang Seng 100 Index constituent Stocks       15%

    C & D   Other Stocks/Warrants                                10%

SB allows user to setup the CAR for grade E & F, which are user defined stock type.

User has to setup the above information in 6th screen of "(181) System Re-configuration" :-

┌───────────────────── (181) SYSTEM RE-CONFIGURATION (6) ──────────────────────┐

│                                                                              │

│Margin Client Concentration Discount Factor Effective Date : [12/06/00]  (dmy)│

│ Include Client Interest in Calculating Liquid Asset (Y/N) : [ ]              │

│       Stock                    (Hair Cut) Accept     Concentrate             │

│       Grade                                Ratio    Allowance Ratio          │

│         A: HSI Consitutent Stock          [0.850]      [0.200]               │

│         B: HS 100 Index Consitutent Stock [0.800]      [0.150]               │

│         C: Other Stock                    [0.700]      [0.100]               │

│         D: Warrant                        [0.600]      [0.100]               │

│         E: User Defined                   [0.600]      [0.100]               │

│         F: User Defined                   [0.600]      [0.100]               │

│            <Others>                       [0.600]      [0.100]               │

│   No Liquid Value for a Stock if it was Suspended [ 3] days or over          │

│   Margin Shortfall is calculated basing on Trade/Settle Date (T/S)  [T]      │

│   Suspended stock value handling (012 ) : [2]  (0:Price=0, 1:Mgn Value=0)    │

│                               (2:Market Value=0 if suspended for  3 days)    │

│                                      :                                       │

└──────────────────────────────────────────────────────────────────────────────┘

Steps in calculating CDF:-

1) Calculate the total market value of stock held by Margin Clients (including Zero and Credit Balance Margin Clients)

2) The Concentration Ceiling Value (CCV) of each Stock Asset Grade can be determined.

e.g. Total Market Value of Margin Client Stock is 1,000,000.-, then

       Grade                                                                  CAR         CCV

         A    Hang Seng Index Constituent Stocks         20%       200,000.-

         B    Hang Seng 100 Index Constituent Stocks  15%       150,000.-

       C & D  Other Stocks/Warrants                            10%       100,000.-

3) Calculate the market value of each group of related stocks and determine the appropiate CAR for the group. Using the stock "1 CHEUNG KONG" and its related stocks 1881,1882,1919 as example:-

                                                                                                                       Effective

            Closing   Mgn Client   Market     Asset                             Accept      Liquid

   Stock   Price       Quantity     Value       Grade  CAR     CDF      Ratio    Asset Ratio

   1           73.75        8,000      590,000        A       20%    0.339      0.85         0.288

   1881     0.231               0                 0        D       10%    0.339      0.6           0.203

   1882     0.011      40,000             440        D       10%    0.339      0.6           0.203

   1919     0.335               0                 0        D       10%    0.339      0.6           0.203

                               ---------

                    Total: 590,440    A    20% => CCV = 200,000

   If Market Value of group of stock (MV) <= CCV, then CDF = 1. 

   Otherwise CDF = CCV / MV.

   In this case, CDF = 200,000/590,440 = 0.339.

   Accept Ratio is the Haircut.

   Multiply CDF with Accept Ratio yields a "Effective Liquid Asset Ratio (ELAR)"

In SB, there is a new menu option "5D Calculate Stock CDF" to perform the above steps automatically. At end, a report "Topmost Stock Concentration Report" will be printed out. Any stocks with CDF below than 1 can be identified easily from this report.

Following is a sample of "(5D) Topmost Stock Concentration Report". This report will print stocks until the market value of a group of stocks is below the minimum CCV (10% of Total Market Value).

Tran Date: 28/02/2000                    STOCK BROKER SYSTEM (Version 6.0efx)                           Time: 18:36:47

Setl Date: 01/03/2000                   (5D) TOPMOST STOCK CONCENTRATION REPORT                         Page:   1

                                           TOTAL MARGIN CLIENT STOCK VALUE: 190,508,957.87

                                APPROVED                                             CONCENTRATION       EFFECTIVE

                                 ASSET   MGN CLIENT  CLOSING          MARKET               CEILING        LIQUID   MGN

GROUP STOCK NO & CODE     GRADE  RATIO    TOTAL QTY   PRICE            VALUE  CONC%          VALUE   CDF   RATIO  RATIO

-----------------------------------------------------------------------------------------------------------------------

 499  499  PLOTIO HOLDINGS   C   0.700   49,466,000    2.025  100,168,650.00                       *0.190* 0.133  0.30

      1117 PLOTIO W0010      D   0.600      200,000    1.30       260,000.00                       *0.190* 0.114 -1.00

                                                              --------------

                                                              100,428,650.00   10%   19,050,895.79 *0.190*

1220  763  OCEANGRANDW0012   D   0.600            0    0.66             0.00                       *0.459* 0.275 -1.00

      1220 OCEAN GRAND       C   0.700  129,750,000    0.32    41,520,000.00                       *0.459* 0.321  0.30

                                                              --------------

                                                               41,520,000.00   10%   19,050,895.79 *0.459*

 648  648  CHEUNG WAH DEV    C   0.700      848,000   10.60     8,988,800.00   10%   19,050,895.79  1.00   0.70   0.30

                                                              --------------

                       TOPMOST STOCK CONCENTRATION SUB-TOTAL: 150,937,450.00

                                    OTHER STOCK MARKET VALUE:  39,571,507.87

                                                              --------------

                             TOTAL MARGIN CLIENT STOCK VALUE: 190,508,957.87

                                                              ==============

                                                  ** END OF REPORT **

Once the CDF & ELAR of stocks are calculated, SB can determine the new "Approved Stock Asset Value" of each margin client, and the Shortfall value can be determined.

Note:

1) In calculating CDF, the Trade Day Stock Position (also known as T+2 stock position) of margin client will be counted.

2) The Market Value of a stock will be counted as ZERO if it was suspended for 3 or more days. More on Trade Suspended Stock later.

D. Shortfall

SFC allows Broker firms to choose either Trade Day Basis or Settlement Day Basis in determining the Shortfall of Margin Clients.

SB allows user to define the Shortfall Calculation Basis in 6th screen of "(181) System Re-configuration" (Please refer to Section C).

Another factor which will affect the shortfall value is whether the Client M-T-D Interest is included in Client Balance. Also it can be defined in the above screen.

Shortfall is calculated as

1) 0 if Margin Client Balance is Zero or Credit Balance.

2) For Debit Balance Margin Client, calculate the "Approved Stock Asset Value

   (ASAV)" by formula:- Stock Market Value x CDF x Accept Ratio

   If Client Balance <= ASAV, then Shortfall is 0.

   Otherwise Shortfall = Client Balance - ASAV.

3) If a margin client provides Bank Guarantee to user, then the Bank Guarantee value can be added to ASAV and affect the Shortfall value.

If user choose to use Settlement Day Basis, both the Client Balance and Stock Market Value will be calculated on Settlement Day Basis, but the Trade day Stock Closing Price will be used.

The Market Value of a stock will be ZERO if the stock is trade suspended for 3 or more days.

SB change "(76) Approved Stock Assets Report" to calculate the Shortfall of margin clients.

Please note that the "(76) Approved Stock Assets Report" will remain unchanged if current transaction day is before the "Margin Client Concentration Discount Factor Effective Date" (set in 6th screen of "(181) System Re-configuration").

E. Adjusted Outstanding Balance

Though user can choose either Trade Day or Settlement Day Basis in calculating Margin Client Shortfall (in Section D), the Adjusted Outstanding Balance must be on Trade Day Basis.

Adjusted Outstanding Balance = Outstanding Balance - Shortfall.

F. Related Clients

Please refer to SFC FRR Document for definition of Related Clients.

There is one special case as being pointed out by SFC:-

   Mr Chan & Mrs Chan hold 35% of "PQR Investment Ltd", and

   Mr Wong & Mrs Wong hold 35% of "PQR Investment Ltd" also

Then PQR Investment Ltd is related both to Mr Chan, Mrs Chan, and Mr Wong, Mrs Wong. But Mr Wong, Mrs Wong are not related to Mr Chan, Mrs Chan.

In other words, there should be 2 groups fo related clients:-

   Group 1: Mr Chan, Mrs Chan, PQR Investment Ltd

   Group 2: Mr Wong, Mrs Wong, PQR Investment Ltd

SB adds a new menu option "(AR) Related Client and Bank Guarantee Setup"

┌──────────────────────────────────────────────────────────────────────────────┐

│ 28 Feb, 2000.        STOCK BROKER SYSTEM (Version n.nf)             11:47:18 │

│ LPT1                 RELATED CLIENT AND BANK GUARANTEE SETUP           Share │

├──────────────────────────────────────────────────────────────────────────────┤

│                                                                              │

│             CLIENT A/C NO : A0001                                            │

│               CLIENT NAME : CHAN TAI MAN                                     │

│                                                                              │

│               RUNNER CODE : C0001                                            │

│                                                                              │

│          RELATED A/C NO 1 : xxxxxxx                                          │

│                                                                              │

│                         2 : xxxxxxx                                          │

│                                                                              │

│     BANK GUARANTEE AMOUNT : 999,999,999.99                                   │

│                                                                              │

├──────────────────────────────────────────────────────────────────────────────┤

│            Amend  Search  Filter  Previous  Next  Top  List  Exit            │

└──────────────────────────────────────────────────────────────────────────────┘

G. Suspended Stock Handling

According to SFC definition, a stock will be no market value if it suspendedfor 3 or more days.

If a stock trade on morning and suspended on afternoon, then current day will be counted as suspended for 1 day.

User has to set this value in 6th screen of "(181) System Re-Configuration" as in section C.

On each day, SB read the Stock Closing Price file from SEHK CDS program. The trade suspended information is captured automatically. User needs not to input the trade suspended data in "(23) Stock Master".

SB changes the "Suspended Stock Value Handling" also. This setting affect the Margin Client's Stock Market Value & Margin Value. Previously, this value may be:- 0  => Set Market Value to 0 (SB will set Closing Price to 0)

         1  => Set Margin Value to 0

        < > => no effect on Market Value & Margin Value

Now there is 1 more setting:-

         2  => Set Market Value to 0 according to SFC definition

We should advice all user to set "Suspended Stock Value Handling" to 2 and should avoid to set it to 0.

H. Approved Stock Asset Report

The report "(76) Approved Stock Asset Report" will be changed to calculate the new Margin Shortfall. User has to set the "CDF Effective Date" in 6th screen of "(181) System Re-Configuration".

Upon execution, the following screen will be displayed:-

┌──────────────────────────────────────────────────────────────────────────────┐

│ dd Mmm, yyyy.        STOCK BROKER SYSTEM (Version n.nf)             hh:mm:ss │

│ LPT1!                (76) APPROVED STOCK ASSETS REPORT                 Share │

├──────────────────────────────────────────────────────────────────────────────┤

│                                                                              │

│                         0. EXIT                                              │

│                         1. PRINT HARD COPY                                   │

│                         2. SCREEN DISPLAY                                    │

│                         3. OUTPUT TO TEXT FILE                               │

│                                                                              │

│       Stock                    (Hair Cut) Accept     Concentrate             │

│       Grade                                Ratio    Ceiling Ratio            │

│         A: HSI Consitutent Stock           0.850        0.200                │

│         B: HS 100 Index Consitutent Stock  0.800        0.150                │

│         C: Other Stock                     0.700        0.100                │

│         D: Warrant                         0.600        0.100                │

│         E: User Defined                    0.600        0.100                │

│         F: User Defined                    0.600        0.100                │

│            <Others>                        0.600        0.100                │

│   No Liquid Value for a Stock if it was Suspended  3 days or over            │

│   Margin Shortfall is calculated basing on Trading Date                      │

│   Interest is not included in Balance.                                       │

└──────────────────────────────────────────────────────────────────────────────┘

The "Stock Accept Ratio" and "Concentrate Ceiling Ratio" information will be displayed. If not, then the user forget to setup the "CDF Effective Date" or Current Transaction Date is before the "CDF Effective Date".

Tran Date: dd/mm/yyyy                           STOCK BROKER SYSTEM (Version n.nf)                                  Time: hh:mm:ss

Setl Date: dd/mm/yyyy                            (76) APPROVED STOCK ASSETS REPORT                                  Page: nnn

                                             OUTSTANDING         STOCK MARKET    APPROVED ASSET          LOWER OF         SHORTFALL

CLIENT A/C NO & NAME                         BALANCE (A)                VALUE         VALUE (B)        (A) or (B)         (A) - (B)

-----------------------------------------------------------------------------------------------------------------------------------

M0001   xxxxxxxxxxxxxxxxxxxxxxxxxx            834,909.76         9,903,880.00      6,932,716.00        834,909.76

M0002   xxxxxxxxxxxxxxxxxxxxxxxxxx                                   1,377.02            963.91

M0003   xxxxxxxxxxxxxxxxxxxxxxxxxx             68,022.54            96,080.00         79,779.00         68,022.54

M0004   xxxxxxxxxxxxxxxxxxxxxxxxxx            304,684.96 Cr        645,500.00        451,850.00

M0005   xxxxxxxxxxxxxxxxxxxxxxxxxx            112,054.14            54,000.00         37,800.00         37,800.00         74,254.14

                                                 :                    :                                   :                 :

                                        ----------------     ----------------                    ----------------  ----------------

              TOTAL MARGIN RECEIVABLE:     27,069,165.62 Dr    173,613,460.85                       21,618,377.55      5,450,788.07

              TOTAL MARGIN PAYABLE   :      5,552,663.42 Cr     16,895,497.02

                                        ----------------     ----------------  ----------------

                                  NET:     21,516,502.20       190,508,957.87     61,885,778.01

                                        ================     ================  ================

   Summary by Asset Grade:-

     A:     1,328,167.50     C:    52,216,609.81     E:

     B:     8,063,864.00     D:       277,136.70     F:

                                                        ** END OF REPORT **

Tran Date: dd/mm/yyyy                             STOCK BROKER SYSTEM (Version 4.5f)                                    Time: hh:mm:ss

Setl Date: dd/mm/yyyy                          (76) TOPMOST RELATED MARGIN CLIENT REPORT                                Page: nnn

                                                            10% OF TOTAL ACCEPTED LIQUIED ASSET IS   2,161,837.76

                                                                                                   RELATED CLIENT        ADJUSTMENT FOR

                                          OUTSTANDING   STOCK MARKET                     ACCEPTED  TOTAL ACCEPTED         CONCENTRATION

CLIENT A/C NO & NAME                          BALANCE          VALUE      SHORTFALL   LIQUID ASSET   LIQUID ASSET  RATIO      OF CLIENT

---------------------------------------------------------------------------------------------------------------------------------------

M7890   xxxxxxxxxxxxxxxxxxxxxxxxxx           4,342.20           0.00       4,342.20           0.00           0.00  0.00%

M2468   xxxxxxxxxxxxxxxxxxxxxxxxxx       3,148,911.80  35,200,000.00            -     3,148,911.80   3,148,911.80 14.57%     987,074.04

M1357   xxxxxxxxxxxxxxxxxxxxxxxxxx       3,126,966.14  83,025,000.00            -     3,126,966.14   3,126,966.14 14.46%     965,128.38

M1123   xxxxxxxxxxxxxxxxxxxxxxxxxx       2,346,625.71   4,844,000.00     226,201.21   2,120,424.50   2,120,424.50  9.81%

M2345   xxxxxxxxxxxxxxxxxxxxxxxxxx       2,637,253.90   2,901,150.00   1,346,926.90   1,290,327.00   1,290,327.00  5.97%

M1177   xxxxxxxxxxxxxxxxxxxxxxxxxx       1,287,031.35   3,351,750.00            -     1,287,031.35   1,287,031.35  5.95%

M4433   xxxxxxxxxxxxxxxxxxxxxxxxxx       1,093,503.01   1,450,435.00      60,498.51   1,033,004.50   1,033,004.50  4.78%

M7788   xxxxxxxxxxxxxxxxxxxxxxxxxx       1,419,900.02   1,362,000.00     466,500.02     953,400.00     953,400.00  4.41%

M0055   xxxxxxxxxxxxxxxxxxxxxxxxxx         834,909.76   9,903,880.00            -       834,909.76     834,909.76  3.86%

M1020   xxxxxxxxxxxxxxxxxxxxxxxxx          809,309.09   2,115,700.00            -       809,309.09     809,309.09  3.74%

M2389   xxxxxxxxxxxxxxxxxxxxxxxxxx         760,571.61   3,584,400.00            -       760,571.61     760,571.61  3.52%

        OTHER MARGIN CLIENTS             9,599,841.03  25,875,145.85   3,346,319.23   6,253,521.80   6,253,521.80

                                       -------------- -------------- -------------- -------------- --------------        --------------

                                        27,069,165.62 173,613,460.85   5,450,788.07  21,618,377.55  21,618,377.55          1,952,202.42

                                       ============== ============== ============== ============== ==============        ==============

                                                          ** END OF REPORT **

