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Article 1. Definitions
Clearing Center – Bank National Clearing Centre (Joint-stock company).

Clearing Rules – the Clearing Rules of the Clearing Center for derivatives.
Settlement Firm – a set of clearing register sections united in the Clearing Center’s records. 
Instrument – a futures contract with a specific underlying asset and predetermined settlement date; a series of option contracts.

Terms are used herein as defined in law of the Russian Federation and the Moscow Exchange Clearing Rules and Organised Trading Rules for derivatives.
Article 2. General provisions
2.1. This document sets out the main principles of establishing initial margin requirements for derivatives.
2.2. The algorithm is based on the scenario approach, i.e. a set of scenarios is applied to each group of instruments. Such scenarios include the following inputs determining prices of instruments in the group:   
· Futures contract’s price;
· Price of the underlying asset at option expiration;
· Option’s volatility.
Each scenario is a specific combination of the above-mentioned inputs. 

Any group of instruments includes a futures contract and options on such futures contract, if available. The group’s underlying asset is such futures contract.

2.3. Futures contract price scenarios are a set of equally spaced points (scenarios) each of which is the futures contract’s price. Following the clearing session, a set of scenarios is determined within the range [Settlement price – 2L; Settlement price + 2L], where L is the trade price deviation limit set in accordance with the Clearing Rules. If the limits are increased during the trading session, the range may be expanded subject to the futures contract’s price.
2.3.1. Then-current Settlement price and trade price deviation limits are available on the Moscow Exchange’s website.
2.4. An option volatility scenario is a combination of volatility curves. Such combination includes volatility curve determined in accordance with the Theory Option Price and Delta Coefficient Methodology published on the Moscow Exchange’s website and volatility curves derived from the first-mentioned curve by multiplying by coefficients. Number of such coefficients determines number of option volatility scenarios. An option price is determined by the underlying futures price and the option volatility as set out in the Theory Option Price and Delta Coefficient Methodology.  
2.5. An underlying asset price scenario at option expiration (expiration scenarios) is a set of scenarios describing the option exercise. Expiration scenarios are applied to options with the expiration date not falling on the settlement date of the underlying asset. Expiration scenarios are used in addition to futures contract price scenarios and volatility scenarios. Expiration scenarios are applied N Settlement periods before the option’s expiration date. Number of Settlement periods N for which expiration scenarios are applied, is determined by the Clearing Center. Such number N may be increased by a Settlement firm for calculating initial margin for Positions recorded in the position register section.
2.6. Number of scenarios described in Clauses 2.3-2.5 hereof is set by the Clearing Center.
2.7. Profit/loss from closing out all Positions in instruments in the group at prices of the scenario is calculated per each scenario. Such profit/loss is the sum of profits/losses from Positions in all instruments. If profit/loss from closing out all Positions in the group’s instruments is nonnegative, it is set to zero. 
2.7.1. Profit/loss from closing out a Position in a futures contract is variation margin that is to be paid or received by the Clearing member when it exits the contract at the scenario price. 
2.7.2. Profit/loss from closing out a Position in an option is variation margin that is to be paid or received by the Clearing member when it exits the contract. Such variation margin is determined by the scenario’s price of the underlying futures contract and option volatility.
2.7.3. If expiration scenarios are considered with regard to an option, profit/loss from closing out a Position in the option is calculated for volatility scenarios and futures contract price scenarios as per Clause 2.7.2 hereof, as well as profit/loss from closing out a Position for expiration scenarios as per Clauses 2.7.3.1-2.7.3.3 hereof.
2.7.3.1. If the call option strike price is lower than the underlying futures price in a specific scenario, profit/loss from closing out a Position in the futures that was opened at a price being equal to the strike price, is calculated for all futures price scenarios.  If the call option strike price is greater than the underlying futures price in a specific scenario, profit/loss from closing out the Position is set to zero for all futures price scenarios.
2.7.3.2. If the put option strike price is lower than the underlying futures price in a specific scenario, profit/loss from closing out the Position is set to zero for all futures price scenarios. If the put option strike price is greater than the underlying futures price in a specific scenario, profit/loss from closing out a Position in the futures that was opened at a price being equal to the strike price, is calculated for all futures price scenarios.  
2.7.3.3. Clauses 2.7.3.1-2.7.3.2 hereof are subject to the following rule: profit/loss is diminished/increased by the weighted average price of the position in the option for any such positive/negative position. 
2.8. The size of Initial Margin for a group of instruments is set to the absolute value of the minimum profit/loss across all scenarios. Such approach for calculating Initial Margin is applied to any combinations of Positions.  
2.9. The size of Initial Margin is increased by a foreign exchange risk premium for any groups of instruments with the tick value determined against currencies other than the currency of the Russian Federation.  
Article 3. Basic size of initial margin
3.1. The size of the Initial Margin calculated for one contract is called the Basic Size of the Initial Margin.

3.2. The Basic Size of the Initial Margin is calculated for futures and options contracts.

3.3. The Basic Size of the Initial Margin called also “Basic Initial Margin” is calculated for any futures contract. It is transmitted to the workstations and gateways of member firms and published on the Moscow Exchange’s website.
3.4. The Basic Sizes of the Initial Margin is calculated for one sold option and one bought option across all options. They are transmitted to the workstations and gateways of member firms and published on the Moscow Exchange’s website.
3.5. For all option contracts the Initial Margin is also calculated for one sold option covered by a futures contract (one sold call option covered by one bought futures contract or one sold put option covered by one sold futures contract). Hereinafter this value is referred to as the Initial Margin on a synthetic position. It is transmitted to the workstations and gateways of member firms and published on the Moscow Exchange’s website.
Article 4. Minimum basic size of the initial margin and trade price deviation limit
4.1. The minimum Basic Size of the Initial Margin on a futures contract is a value established by the Clearing Center. The Basic Size of the Initial Margin is set greater than or equal to the minimum Basic Size of the Initial Margin. 
4.2. The minimum Basic Size of the Initial Margin for a futures contract is established by the Clearing Center as a percentage of the contract’s Settlement Price before the contract is available for trading.  The minimum Basic Size of the Initial Margin is published on the Moscow Exchange’s website.

4.2.1. The procedure for reviewing the Basic Size of the Initial Margin is described in the Clearing Rules.

4.3. The contract’s initial Settlement Price and the trade price deviation limit are set ahead of the contract’s first trading day in such a manner that the below equation is true:


[image: image1.wmf]2

*

SP

МinBSIM

Limit

=

, where

[image: image2.wmf]Limit

 – the initial trade price deviation limit;
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 – the futures contract’s minimum Basic Size of the Initial Margin;
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4.4. The procedure for reviewing the trade price deviation limit is described in the Clearing Rules. In compliance with the Clearing Rules the trade price deviation limit can be amended providing that the below inequality remains true:
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Article 5. Principles of initial margin calculation 

5.1. Futures contracts on the same underlying asset with different settlement periods, and futures contracts with different underlying assets may constitute a spread. The list of instruments to be included in a spread is determined by the Clearing Center.

5.1.1. Groups of instruments formed as per Clause 2.2 hereof are broken down into spread and non-spread groups according to the following rules:
· a non-spread group includes a group with a futures contract not being in the spread; 

· a spread group includes groups with futures contracts that constitute one spread.

5.2. Any positions registered in the position register fall into groups of positions by the groups of instruments formed as per Clause 2.2 hereof. The group of positions includes Positions in instruments from same group of instruments that are recorded in one section of the position register. Such group of positions is deemed to be tied to the given section of the position register. The above-mentioned groups of instruments and groups of positions are referred to as corresponding groups. The underlying asset of the group of positions coincides with that of the corresponding group of instruments.

5.2.1. Groups of positions are formed in accordance with Clause 5.1.1 hereof:

· non-spread groups of positions;

· spread groups of positions.

5.3. Profit/loss is calculated per each group of positions as per Clause 2.7 hereof.

5.4. Initial Margin is calculated as described above with regard to positions recorded in one section of the position register if the Settlement firm has ticked the relevant option in the trading system. The option may be activated or disabled for each individual client (position register section) of the Settlement firm.
5.5. Initial Margin for positions recorded in one section of the position register is calculated with regard to spreads in accordance with the following procedure:
5.5.1. Any spread and non-spread groups of positions are selected that refer to the given section of the position register;
5.5.2. Profit/loss from all position groups in a spread position group are summed up in each scenario. Then minimum value is selected to be profit/loss from the spread group of positions recorded in one section; 
5.5.3. Profit/loss from a non-spread group of positions recorded in one section is the minimum profit/loss among profits/losses calculated for all scenarios for the group of positions constituting the non-spread group of positions;
5.5.4. Profit/loss from a section is the aggregate profits/losses from all non-spread groups of positions recorded in the section and profits/losses from all spread groups of positions in this section.

5.6. Initial Margin for positions recorded in sections of a specific Brokerage Firm is calculated on a partial netting basis and spreads considered in accordance with the following procedure:

5.6.1. Groups of positions recorded in sections of the Brokerage Firm are chosen out of all groups of positions;
5.6.2. Identical groups of positions are partially netted (identical groups of positions are groups of positions recorded in different position register sections but corresponding to the same group of instruments). Profits/losses from all identical groups of positions are summed up in each scenario (hereinafter the “financial result for identical groups of positions”).

5.6.3. Profit/loss of a Brokerage Firm is calculated with regard to spreads based on profits/losses in all scenarios for all groups of positions except for identical groups of positions, and profits/losses in all scenarios for all identical groups of positions. Such profits/losses are calculated as described in the foregoing Clause and based on the following assumptions:

· Identical groups of positions are treated as one group of positions;

· All groups of positions are treated as tied to one section.

5.7. The size of Initial Margin for a Settlement Firm equals the Initial Margin totaled for all the Brokerage Firms.
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