OPTIONS CLEARING RULES
CHAPTER 1

DEFINITIONS AND INTERPRETATION

101. In these Clearing Rules, unless the context otherwise requires:-

	“After Business Period”

	means the time period after trading but before batch processing on each Business Day when input of clearing functions into DCASS by SEOCH Participants is no longer allowed;



	“Business Day”
	means a day on which the Exchange is open for trading stock options;


	“CCMS”
	means the Common Collateral Management System, a common sub-system of CCASS and DCASS, operated by HKSCC, HKCC and SEOCH, which enables SEOCH Participants to manage their collateral deposited with SEOCH;



	“CCMS Collateral Account”
	means an account established in CCMS for each SEOCH Participant for debiting and crediting collateral. For the purposes of these Clearing Rules and the Operational Clearing Procedures, unless otherwise specified, the term “CCMS Collateral Account” does not include an account established in CCMS by HKSCC or by HKCC under their respective rules;



	“CCMS Terminal User Guide”
	means the manual entitled “CCMS Terminal User Guide” relating to the operation of CCMS, as amended from time to time by SEOCH;



	“DCASS”
	means the Derivatives Clearing and Settlement System operated by SEOCH  and HKCC;



	“DCASS Agreement”
	means the subscription and license agreement in such form as may be prescribed by SEOCH from time to time and which is entered into between SEOCH and a SEOCH Participant entitling the SEOCH Participant to participate in DCASS in accordance with Chapter 11;



	“DCASS Terminal User Guide”
	means the manual entitled “DCASS Terminal User Guide” relating to the operation of DCASS, as amended from time to time by SEOCH;



	“Error Trade”
	has the same meaning as in the Options Trading Rules;




	“Fee Schedule”
	means the lists of fees attached to the Operational Trading Procedures and the Operational Clearing Procedures;



	“General Collateral”
	means collateral (other than Specific Securities Collateral and To-be-Released collateral) in a CCMS Collateral Account that can be used to cover margin requirement;



	“HKCC”
	means HKFE Clearing Corporation Limited;



	“Options Clearing System” 
	has the same meaning as in the Options Trading Rules;

 

	“Options System Operator”
	has the same meaning as in the Options Trading Rules;



	“Specific Securities Collateral”
	means collateral in a CCMS Collateral Account that is used to cover short call positions to exclude the covered short call positions from calculation of margin requirement and that is provided by a SEOCH Participant to SEOCH in the form of the underlying securities of such positions;



	“Stock Collateral Control Account”

	bears the same meaning as in the CCASS Rules;



	“To-be-Released collateral” 
	means the collateral in a CCMS Collateral Account resulting from the decovering of covered calls that can neither be withdrawn by a SEOCH Participant nor be used to cover margin requirement but has priority over General Collateral for the purpose of covering call requests;



	The definitions of “Client Account”, “House Account”, “News Board”, “Options Clearing Officer Examination”, “Options Officer and Representative Examination” and “System Closure” have been repealed.


107A.
The Options System is complex, and SEOCH, the Exchange, HKFE, HKCC and a recognized exchange controller which is the controller of SEOCH, do not accept any liability whatsoever, and no claim may be brought against any of them or their respective employees, in respect of any error in, or interruption or suspension of the operation of, the Options System, except in the case of wilful misconduct.  In particular, neither SEOCH, the Exchange, HKFE, HKCC, a recognized exchange controller which is the controller of SEOCH, nor any person from whom SEOCH, the Exchange, HKFE, HKCC or a recognized exchange controller which is the controller of SEOCH has obtained a licence, directly or indirectly, in connection with use of the Options System shall have any liability in connection with, or arising out of, any ability or inability to use the computer programs involved in the functioning of the Options System (whether based in contract, tort, misrepresentation, warranty or other legal or equitable grounds and without regard to the circumstances giving rise to any purported claim).

107B.
SEOCH, the Exchange, HKFE, HKCC and a recognized exchange controller which is the controller of SEOCH will not be liable to any SEOCH Participant or to any other person with respect to any action or omission by them in connection with the operations of the Options System, the provision of services and facilities available thereunder, and all other matters as contemplated in these Clearing Rules, except in the case of  wilful default.

107C.
SEOCH, the Exchange, HKFE, HKCC and a recognized exchange controller which is the controller of SEOCH will not be liable for any action taken or for any failure, hindrance or delay in the provision of services or the performance in whole or in part of their obligations under these Clearing Rules or under any OCH Contract if such action, failure, hindrance or delay arises out of causes beyond their control.  Such causes may include, but shall not be limited to, acts of God or the public enemy, acts of a civil or military authority, embargoes, fires, floods, explosions, accidents, labour disputes, mechanical breakdowns, computer or system failures or other failures of equipment, failures of or defects in computer or system software, unavailability of or restrictions on any communication media for whatever reason (whether or not such media is used by SEOCH Participants), interruptions (whether in whole or in part) of power supplies or other utility or service, any law, decree, regulation or order of any government, competent authority or any court or tribunal, and any other causes beyond the control of SEOCH, the Exchange (whether or not specified in the Exchange Rules), HKFE, HKCC or a recognized exchange controller which is the controller of SEOCH.

108.
Information and statistics provided by SEOCH including, but not limited to market prices, numbers of Contracts cleared and risk management assumptions, are made available on the understanding that SEOCH, the Exchange, HKFE, HKCC and a recognized exchange controller which is the controller of SEOCH will not be liable or accountable to any party for that information’s suitability or applicability for any use other than for managing or reporting activities internal to SEOCH.

111.
Unless otherwise provided in these Clearing Rules, all notices, requests, demands or other communications from SEOCH to SEOCH Participants may be given orally, in writing, in person or by post, by electronic or wire transmission, by telephone or facsimile, or by any means of computer data transmission including, but in no way limited to, broadcast messages via  HKATS or DCASS or e-mail.

112.
Any communication disseminated via DCASS or HKATS will constitute written notice for the purpose of these Clearing Rules and the Options Trading Rules.

113. Unless otherwise provided in these Clearing Rules, the Operational Clearing Procedures and in the Options System, all notices from SEOCH Participants to SEOCH shall be given in writing and sent to SEOCH in person, by facsimile, by post or such other means as may be acceptable to SEOCH.  Notice by SEOCH Participants to SEOCH shall be deemed to have been given at the time of receipt by SEOCH.

CHAPTER 2

CLEARING BY SEOCH

205.
(7)
the proceeds or consideration paid in respect of the transfer of a defaulting SEOCH Participant’s Stock Exchange Trading Right after any monies due to the Exchange have been paid,

212. SEOCH may, in conjunction with the Exchange and in accordance with the Options Trading Rules dealing with Error Trades, cancel any Error Trade in accordance with the Options Trading Rules.  SEOCH shall require the payment of Premium, fees and SEOCH Collateral in respect of margin from the relevant Options Trading Exchange Participant until the cancellation of the Error Trade has been effected.

213. Where there is a change in the capital structure or composition of the issuer of the underlying securities of an option class or in any other exceptional circumstances, the Exchange, in consultation with SEOCH, may make such adjustments to the terms of the Contracts of that option class as are, in its opinion, necessary or desirable to ensure that all parties to Contracts comprised in open positions in that option class are treated fairly.  All such adjustments shall be binding upon all such affected parties.

214. SEOCH’s determination as to any prices used in the Options System or in connection with any of its clearing, settlement or margining processes shall be final and conclusive.  SEOCH shall not be responsible to the person who wishes to use such information for the accuracy or suitability for use of any market prices or other information related to the options market, whether calculated or provided by the Exchange, SEOCH, HKFE, HKCC or any other person.

CHAPTER 3

SEOCH PARTICIPANTSHIP
302. A SEOCH Participant may be registered under any one of the following categories:-

(1) as a Self Clearing Participant – which may only clear OCH Contracts traded for its own account and shall not accept any client Exchange Traded Options Business including that of any affiliates;

(2) as a Direct Clearing Participant – which, in addition to clearing OCH Contracts traded for its own account,, may clear OCH Contracts traded on behalf of  its clients; or

(3) as a GCP – which, in addition to clearing OCH Contracts traded for its own account or on behalf of its clients, may clear OCH Contracts on behalf of NCPs with whom it has entered into a Clearing Agreement,

the clearing of such OCH Contracts in each case to be carried out subject to, and in accordance with, these Clearing Rules.

306.  [Repealed]

CHAPTER 4

SEOCH PARTICIPANTS’ OBLIGATIONS

403.
(11)
have, to the satisfaction of SEOCH, adequate personnel, back office systems and unless exempted by SEOCH (which exemption may be granted on such conditions as SEOCH considers appropriate), have installed such computer hardware and software for gaining access to DCASS and CCMS  as may be specified by SEOCH for its category of SEOCH Participantship and its Exchange Traded Options Business and ensure that such hardware and software are maintained in accordance with the requirements as prescribed by SEOCH from time to time. 

404.
(3)
be nominated by the SEOCH Participant.

443.  [Repealed]

CHAPTER 5

EXERCISE, DELIVERY AND SETTLEMENT

501.
An OCH Contract comprised in a long open position of a SEOCH Participant shall be validly exercised if, at the time of the start of the After Business Period on any day up to and including the Last Exercise Day for that option series, an exercise request in respect of that long open position, entered in accordance with the Operational Clearing Procedures, is recorded in the Options Clearing System.

502.
An NCP Contract comprised in a long open position of an NCP shall be validly exercised if, at the time of the start of the After Business Period on any day up to and including the Last Exercise Day for that option series, an exercise request in respect of that long open position, entered by its designated GCP in accordance with the Operational Clearing Procedures, is recorded in the Options Clearing System.  Where an NCP Contract is so validly exercised, an OCH Contract in the same option series comprised in a long open position of the GCP which is party to that NCP Contract shall at the same time, and by operation of this Clearing Rule, be treated as having been validly exercised.

503.
An exercise request may, in accordance with the Operational Clearing Procedures, be altered or withdrawn at any time prior to the start of the After Business Period on the day on which it is entered.  Those exercise requests not so altered or withdrawn shall become irrevocable and binding in accordance with these Clearing Rules.

503A.
The Options Clearing System will not automatically generate exercise requests in respect of in-the-money contracts on behalf of SEOCH Participants except on an expiry day. On an expiry day, the Options Clearing System will automatically generate exercise requests in respect of each and every open long position in spot month contracts which is in-the-money by or above the percentage prescribed by SEOCH from time to time. An Options Trading Exchange Participant may elect, or if it is an NCP, may instruct its designated GCP, to deny such automatically generated exercise requests for any spot month series by using the Deny Automatic Exercise function of DCASS in accordance with the Operational Clearing Procedures at any time prior to the start of the After Business Period on the expiry day. Those automatically generated exercise requests not so denied are deemed as exercise requests entered by that SEOCH Participant and shall become irrevocable and binding in accordance with these Clearing Rules.

505.
After the start of the After Business Period on each Business Day, all validly exercised OCH Contracts shall, by a random assignment process conducted by SEOCH, be allocated against OCH Contracts comprised in short open positions of SEOCH Participants in each option series in respect of which those exercise requests have been so recorded.  Each SEOCH Participant party to OCH Contracts comprised in a short open position in respect of which an exercise request is so allocated will be notified of such allocation by SEOCH, which notice shall specify the SEOCH Participant and the affected DCASS account of such SEOCH Participant.  

506. At the time of allocation by SEOCH pursuant to Clearing Rule 505, the OCH Contract selected by SEOCH in relation to a short open position in the SEOCH Participant’s affected DCASS account shall be treated as having been validly exercised.

CHAPTER 6

RISK MANAGEMENT AND PAYMENT PROCEDURES

608. After the start of the After Business Period on each trading day, SEOCH will determine the amount of Premium and Settlement Amounts payable by or to each SEOCH Participant and the amount of Daily Margin payable by each SEOCH Participant.

611.
(1)
each SEOCH Participant from whom Premium, Settlement Amount or Daily Margin is due shall pay such Premium or Settlement Amount or deliver SEOCH Collateral in respect of such Daily Margin to SEOCH not later than 9:15 a.m.; and 

615.
A SEOCH Participant which receives a demand for Intra-Day Margin shall, to the extent the full amount of any such demand is not covered by SEOCH Collateral provided to SEOCH at the time of the demand, satisfy such demand by payment of the amount demanded in cash, no later than one hour after the time of such demand.

SEOCH CCMS Collateral Accounts

621.
SEOCH shall maintain one or more accounts in CCMS in respect of SEOCH Collateral delivered to it by each SEOCH Participant and each such account shall bear the name of that SEOCH Participant.

622. SEOCH will reflect the separation in the manner described in the Operational Clearing Procedures of SEOCH Collateral in respect of margin for OCH Contracts in the various CCMS accounts maintained by SEOCH Participants.  However, this shall not in any way detract from or otherwise affect the capacity, as principal, of each SEOCH Participant under each OCH Contract or the provisions of Clearing Rule 205 or 206 and shall not give rise to any trust or other equitable interest of any kind in respect of any money or other property standing to the credit of any such separate CCMS accounts.

629. SEOCH may, from time to time in its absolute discretion and for such period as it thinks fit, prescribe requirements for a SEOCH Participant to notify SEOCH of open positions held by that SEOCH Participant that exceed certain limits with respect to number or value, without limitation in respect of one option series, in respect of one or more option series combined, in relation to any particular underlying security or across a number of underlying securities, in respect of positions held in its House Account, Omnibus Client Account, any Individual Client Account or Registered Trader Account or any other account in DCASS, and, in each case, whether on a gross or a net basis.

CHAPTER 7

DEFAULT PROCEDURES

703.
(8)
to sell or otherwise realize any non-cash SEOCH Collateral of that SEOCH Participant provided to SEOCH or held by any third party on behalf of SEOCH and to appoint any person to execute any document for such purpose in the name and on behalf of that SEOCH Participant;



(11)
to effect without entering into any further Contracts, the closing by means of set off of any pair of long and short open positions which exist in the same quantity in respect of the same option series (i) within or between any of the SEOCH Participant’s House Account, Registered Trader Account, Daily Account and Sink Account; (ii) within any of its Individual Client Account(s); and (iii) other than long open positions in respect of which Premium has been fully paid, within any of its Omnibus Client Account(s) in DCASS; 

706. SEOCH shall not have a lien or other interest in long open positions in respect of which Premium has been fully paid and which are held in DCASS in (i) an Omnibus Client Account or (ii) an Individual Client Account which only contains long positions in respect of which Premium has been fully paid. The authority of SEOCH under these Rules in relation to Contracts comprised in such long open positions and the proceeds of their sale will not generally be used to set off liabilities in respect of short open positions in, or liabilities arising from, the same account or any other accounts maintained by the SEOCH Participant in DCASS.

CHAPTER 11

DCASS
Introduction

1101. SEOCH Participants shall ensure that DCASS is operated, and Contracts are cleared and settled through DCASS, in accordance with these Clearing Rules, the Operational Clearing Procedures, the DCASS Terminal User Guide and such other procedures and requirements as may be specified by SEOCH from time to time, including those specified in the DCASS Agreement.

Connection to DCASS

1102.
Prior to the establishment of an electronic connection of a SEOCH Participant to DCASS (“DCASS connection”), a DCASS Agreement in a form prescribed by SEOCH from time to time shall be entered into.

1103. SEOCH reserves the right to limit the number of DCASS connections per SEOCH Participant.

1104. SEOCH reserves the right immediately to disconnect a DCASS connection and prohibit any person (whether a SEOCH Participant or not) from having access to DCASS on such conditions as SEOCH thinks fit.

1105. SEOCH Participants shall follow such security procedures pertaining to their DCASS connections as are from time to time specified by SEOCH.

1106.
SEOCH Participants shall notify SEOCH immediately if their DCASS connections or clearing activities on DCASS are affected by any disruptions, whether technical or otherwise.

1107.
SEOCH may from time to time impose such requirements on SEOCH Participants as to the operation of and access to DCASS as SEOCH may think fit.

DCASS Equipment and Software

1108. Equipment and software which are required for DCASS connection shall be specified by SEOCH from time to time.

1109. SEOCH reserves the right to approve any equipment and software not specified by SEOCH in accordance with Clearing Rule 1108.  In the event that a SEOCH Participant wishes to use any equipment and software other than that specified by SEOCH, SEOCH may require prior to DCASS connection that such equipment and software are thoroughly tested by the SEOCH Participant and determined by SEOCH not to have any detrimental impact on the operation of DCASS.

1110. SEOCH Participants shall install all applicable software specified by SEOCH in the latest version in force together with system program software in the latest version specified by SEOCH.  SEOCH Participants shall not alter, modify, reverse engineer, change or copy programs or software supplied by SEOCH without SEOCH’s prior written permission.

1111. SEOCH Participants shall grant SEOCH access for the inspection of equipment, software or applications relating to their DCASS connections.  Such inspections shall take place wherever practicable at an agreed time and in the presence of the SEOCH Participant in question.

1112. The cost for the requisite equipment supplied by SEOCH and the installation and maintenance thereof shall be borne by the SEOCH Participant.

Liability of SEOCH Participants 

1113. Each SEOCH Participant shall be responsible and liable for all instructions and clearing and settlement activities arising from his DCASS connection, and any unstable condition, breakdown or damage to DCASS or other consequences resulting from the use of such DCASS connection, whether by the SEOCH Participant or any other person.

1114. No action shall lie against and no liability whatsoever nature and howsoever arising, whether in contract, tort or otherwise, shall be incurred by SEOCH, the Exchange, the SEOCH Board, HKCC, HKSCC, any HKEx staff or a recognized exchange controller which is the controller of SEOCH directly or indirectly in connection with any failure, error or defect in, or unavailability of, DCASS or any other equipment, systems, services or facilities of SEOCH.

CHAPTER 12
CCMS
Introduction

1201. SEOCH Participants shall ensure that CCMS is operated in accordance with these Clearing Rules, the Operational Clearing Procedures, the CCMS Terminal User Guide and such other procedures and requirements as may be specified by SEOCH from time to time.

Connection to CCMS

1202. SEOCH reserves the right immediately to disconnect the electronic connection of a SEOCH Participant to CCMS (“CCMS connection”) and prohibit any person (whether a SEOCH Participant or not) from having access to CCMS on such conditions as SEOCH thinks fit.

1203. SEOCH Participants shall follow such security procedures pertaining to their CCMS connections as are from time to time specified by SEOCH in the CCMS Terminal User Guide.

1204. SEOCH Participants shall notify SEOCH immediately if their CCMS connections or collateral management activities on CCMS are affected by any disruptions, whether technical or otherwise.

1205. SEOCH may from time to time impose such requirements on SEOCH Participants as to the operation of and access to CCMS as SEOCH may think fit.

CCMS equipment and software

1206.
Equipment and software which are required for connection to CCMS shall be specified by SEOCH from time to time.

1207.
SEOCH reserves the right to approve any equipment and software not specified by SEOCH in accordance with Clearing House Rule 1206.  In the event that a SEOCH Participant wishes to use any equipment and software other than that specified by SEOCH, SEOCH may require prior to CCMS connection that such equipment and software are thoroughly tested by the SEOCH Participant and determined by SEOCH not to have any detrimental impact on the operation of CCMS.

1208.
SEOCH Participants shall install all applicable software specified by SEOCH in the latest version in force together with system program software in the latest version specified by SEOCH. SEOCH Participants shall not alter, modify, reverse engineer, change or copy programs or software supplied by SEOCH without SEOCH’s prior written permission.

1209.
SEOCH Participants shall grant SEOCH access for the inspection of equipment, software or applications relating to their CCMS connections.  Such inspections shall take place wherever practicable at an agreed time and in the presence of the SEOCH Participant in question.

1210.
The cost for the requisite equipment supplied by SEOCH and the installation and maintenance thereof as detailed in Appendix G shall be borne by the SEOCH Participant.

Backup Centre for CCMS

1211.
In case SEOCH Participants cannot access their CCMS terminals due to technical or other reasons for performance of collateral management functions in CCMS, they can request the usage of the backup centre provided by SEOCH to perform such functions.  For details, please refer to the CCMS Terminal User Guide.

Liability of SEOCH Participants 

1212.
Each SEOCH Participant shall be responsible and liable for all instructions and activities arising from its CCMS connection, and any unstable condition, breakdown or damage to CCMS or other consequences resulting from the use of such CCMS connection, whether by the SEOCH Participant or any other person.

1213.
No action shall lie against and no liability whatsoever nature and howsoever arising, whether in contract, tort or otherwise, shall be incurred by SEOCH, the Exchange, the SEOCH Board, HKCC, HKSCC, any HKEx staff or a recognized exchange controller which is the controller of SEOCH directly or indirectly in connection with any failure, error or defect in, or unavailability of, CCMS or any other equipment, systems, services or facilities of SEOCH.

PAGE  
10

