
Annex

Note for Restricted Licence Banks SEEKING

to Join the Real Time Gross Settlement System
PURPOSE



This note sets out the detailed arrangements for admission of Restricted Licence Banks (“RLBs”) to the Real Time Gross Settlement System (“RTGS”) once the legal arrangements for admitting RLBs to the RTGS have been finalised. 
APPLICATIONS OF RLBs

Access criteria

2. 
RLBs interested in joining the RTGS are required to demonstrate a clear business need to access the system and to obtain the approval of the Hong Kong Monetary Authority (“HKMA”) prior to doing so.  The HKMA will evaluate whether an RLB has a valid business case for their entry into the RTGS.  

3. 
RLBs with a large number of money market, foreign exchange and securities transactions may wish to join the RTGS in order to reduce the service charges which they currently pay to their settlement banks.  Similarly, RLBs with high value of interbank transactions (albeit the volume of transactions may be low) may also want to join the RTGS in order to minimise their settlement risks.  These are the two main criteria that the HKMA will consider in evaluating the business case of the applicant institutions.  The RLBs need to put forward a business case which demonstrates their need for access to the RTGS.

Application procedures 

4. 
RLBs applying to join the RTGS should follow the following procedures:

(i) Before an RLB submits an application to Hong Kong Interbank Clearing Ltd (“HKICL”) for access to the RTGS, it should first obtain the HKMA’s approval.  For the latter, it needs to write to the Market Systems Division of the HKMA to apply to open a settlement account with the HKMA.  The application should demonstrate the institution’s business need to join the system. The RLB applicant should, among other things, provide information on its average volume and value of HK$ transactions during the past six months;

(ii) The HKMA will evaluate the business case of the RLB applicant taking into account the general criteria mentioned above;

(iii) The HKMA will issue a letter notifying the applicant of its decision.  If the application is approved, the letter will be copied to the HKICL.  If the HKMA refuses the application, the letter to the applicant will state clearly the reasons for the refusal;

(iv) If the application is approved, the RLB will be required to sign such contracts with HKMA and HKICL in relation to access to RTGS as either HKMA or HKICL thinks necessary or expedient; and

(v) Once the contract referred to in (iv) have been signed by all of the relevant parties, HKICL will provide the successful RLB applicant with the necessary software and training.

Fees and charges

5. 
If granted access to the RTGS, RLBs are required to pay a one-off admission charge (which will be the same charge as for new licensed banks joining the clearing house) and a systems enhancement cost.  The admission charge and the systems enhancement cost will be set at a reasonable level and will be determined and announced by HKICL later.  RLB participants in the RTGS will be subject to the same usage tariff chargeable to the existing users of the RTGS.

TYPES OF TRANSACTIONS TO BE HANDLED BY RLBs

6. 
In broad terms, transactions that are eventually settled through the RTGS can be divided into three main types:

(i) Paper cheques & low value bulk electronic payments, including payments through EPSCO, JETCO and autopay systems;

(ii) CHATS payments; and

(iii) Securities transactions settled through the Central Moneymarkets Unit (“CMU”) and the Central Clearing and Settlement System (“CCASS”).

7. 
RLBs will be allowed to settle transactions that they are permitted to perform within their legal remit.  Given that RLBs are not permitted to offer current and savings account services to members of the public, they will not be able to handle clearing of paper cheques and settlement of certain low value electronic payments (e.g. EPSCO, JETCO and autopay items), which are currently settled through depositors’ current and savings accounts.

8. 
However, RLBs will be allowed to settle interbank transactions through CHATS payments.  They will also be able to provide settlement services for securities transactions settled through the CMU.

9. 
As for equities transactions, the Hong Kong Securities Clearing Co Ltd (“HKSCC”) at the moment requires that only “Designated Banks” can handle the related money settlement.  According to the General Rules of the CCASS, only full licensed banks are eligible to apply for Designated Bank status.  Therefore, RLBs cannot be instructed by their securities house clients to handle these clients’ money settlement for securities transactions. As part of the implementation process, the HKMA will request the HKSCC to consider relaxing this requirement since RLBs are now being given access to the RTGS.

REPO FACILITIES

10. 
RLB participants in the RTGS will be able to obtain interest-free intraday liquidity from the HKMA through repos of Exchange Fund paper or other qualified securities.  They can also access the Discount Window for overnight repos.

CURRENCY BOARD SYSTEM
11. The Aggregate Balance is presently defined as the sum of the clearing balances maintained by licensed banks with the HKMA under the RTGS.  This definition will be expanded to include the clearing balances held by RLB participants in the RTGS.  It is expected that RLB participants will transfer some of the balances maintained with their previous settlement banks to their new settlement accounts at the HKMA.  This will result in a redistribution of the clearing balances among RTGS participants.  To the extent that an increase in the participating institutions leads to a rise in the demand for clearing balances, under the discipline of the currency board system such demand will only be accommodated when US dollars are sold to the HKMA.  

12. 
The Convertibility Undertaking is an important element which strengthens the confidence in the peg under the Currency Board arrangements. From a monetary policy perspective, the convertibility undertaking should cover the entire Aggregate Balance including any new clearing balances of RLB participants so long as these are properly created under the currency board principle. 

Hong Kong Monetary Authority

December 1999
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