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Operational Clearing Procedures for Options Trading Exchange Participants

1.
Introduction

1.5
Types of Accounts Maintained in DCASS and CCMS for SEOCH Participants

1.5.1
DCASS Accounts

SEOCH maintains for each SEOCH Participant different types of clearing accounts in DCASS.  These accounts are registered under the name of the SEOCH Participant and are identified as the SEOCH Participant’s (1) House Account, (2) Omnibus Client Account, (3) Individual Client Account, (4) Market Maker Account, (5) Daily Account, (6) APT Account, and (7) Sink Account.  

House Account

The House Account is for the recording of a SEOCH Participant’s proprietary trades and positions. Positions in the House Account are maintained on a net basis and margined, together with positions propagated from any Market Maker Account, on a net basis. If requested by a SEOCH Participant, on a case by case basis and subject to approval of SEOCH, positions in that SEOCH Participant’s House Account can be maintained on a gross basis. In granting the approval, SEOCH may impose such conditions and restrictions on the SEOCH Participant as it considers appropriate.
Market Maker Account

The Market Maker Account is for the recording of trades and positions of a SEOCH Participant arising from its market making activities.  Separate Market Maker Accounts may also be opened and maintained for designated traders of the SEOCH Participant and NCPs of the SEOCH Participant which are Market Makers.  Positions in a Market Maker Account are maintained and margined on a net basis.  Other than positions in the Market Maker Account of a designated trader, which will be margined separately, and other than positions in the Market Maker Account of an NCP of a SEOCH Participant, which will be propagated to the relevant Individual Client Account of the SEOCH Participant maintained for such NCP as if they were positions in such account for margin calculation purposes, positions in the Market Maker Account of a SEOCH Participant will be propagated to its House Account as if they were the positions in its House Account for margin calculation purposes. 

1.6
Segregation of Accounts

For the purpose of assisting SEOCH Participants in keeping separate records of options contracts transacted on behalf of their clients, SEOCH will:

i. calculate margin requirements on a SEOCH Participant’s house positions (i.e., those recorded in that SEOCH Participant’s House Account, Market Maker Accounts, Daily Account and Sink Account) and its client positions (i.e., those recorded in that SEOCH Participant’s Omnibus Client Account and Individual Client Accounts) separately;
1.7
Separate DCASS Accounts for Designated Traders

A Market Maker may apply to SEOCH for using the enhanced accounting services of opening and keeping a separate Market Maker Account for each of its designated traders.

SEOCH may in its absolute discretion, reject any applications by a Market Maker to open and maintain a Market Maker Account and/or other accounts for a designated trader without giving any reason.  SEOCH may, from time to time in its absolute discretion impose conditions on the opening and maintaining of these accounts for designated traders of a Market Maker.
1.7.1
Market Maker Accounts for Designated Traders

Upon opening of a Market Maker Account for a designated trader, all provisions of the Second Schedule of the Options Trading Rules shall apply to the named designated trader individually as if he was the Market Maker himself. The Market Maker shall be fully responsible for the conduct and performance of its designated trader. 

For the purpose of the calculation of margin requirement, cash and stock settlement obligations, each Market Maker Account and/or other accounts opened for a designated trader of a SEOCH Participant will be treated separately as a portfolio on its own and totally independent of the positions of that SEOCH Participant recorded in its other accounts. All liabilities or settlement obligations arising from trades or positions of a designated trader will be settled through the SEOCH Participant’s House CCMS Collateral Account. 
1.7.2
Account Opening and Subsequent Maintenance Procedures 

A Market Maker shall complete the Opening / Maintenance of Market Maker Account for Designated Trader Form [Appendix A10] for the opening of a Market Maker Account and/or other accounts for each designated trader and the subsequent maintenance thereof viz., cancellation of account, addition or deletion of class(es) which the designated trader is permitted to make market. 
1.7.3
Terms and Conditions 

SEOCH shall have the absolute discretion to approve applications for opening and maintaining a Market Maker Account for a designated trader and such approval shall be subject to such terms and conditions as SEOCH may prescribe from time to time. SEOCH shall have the right to terminate a Market Maker Account and/or other accounts of any designated trader at any time without prior notice to the Market Maker.

General terms applicable to all Market Maker Accounts for designated traders include but are not limited to: 


ii
SEOCH will set up for each designated trader a Market Maker Account for recording trades of the designated trader. A Market Maker shall ensure that each Market Maker Account will be used to record the activities of only one designated trader and not any other activities of any other trader or the Market Maker transacted on an omnibus basis.

1.7.4
Termination of Services by SEOCH

SEOCH may at any time terminate the service of keeping a separate Market Maker Account for a designated trader in respect of his market making activities in one or more option classes if: 

iii.
the Market Maker requests SEOCH to terminate a Market Maker Account by submitting to SEOCH a properly authorised and completed Opening / Maintenance of Market Maker Account for Designated Trader Form [Appendix A10]; or 

Upon termination, open positions, if any, of the designated trader will be transferred to the Market Maker or other Account of the Market Maker as appropriate. 

5.
Trade and Position Management
5.2
Position Management 

Accounts with net positions 
Some accounts will be set with an auto-netting attribute. This means long and short contracts in the same series are automatically consolidated into a single net long or short position after the After Business Period. Examples of such account include the House Account, Market Maker Account and the Individual Client Account, which record positions on a net basis after the After Business Period. It is therefore not necessary to designate orders for the House, Market Maker or Individual Client Account “opening” or “closing” or use the Position Netting function to net down the positions.
7.
Collateral
7.2.4
Securities Collateral Coverage Assignment


A SEOCH Participant can use the Covered Call Request Window in DCASS to input a cover call request for a quantity of the underlying securities collateral in its House or Client CCMS Collateral Account to cover an open short call position in a particular series in its DCASS House, Market Maker, Individual or Omnibus Client Account, as the case may be.  The cover call request will be confirmed via DCASS if the quantity of underlying securities available in its CCMS Collateral Account is sufficient and upon confirmation, such underlying securities will be used as Specific Securities Collateral in CCMS.  Short call positions covered by Specific Securities Collateral will not be marginable.  For the allocation algorithm of covered securities collateral in covering particular series, please see 8.6.2.  
8.
Settlement and Delivery in Respect of Stock Transactions

8.4
Methods for Settlement of Stock Delivery Obligations

Under normal circumstances, SEOCH would not use securities collateral provided by a SEOCH Participant to settle its delivery obligations. However, for Specific Securities Collateral covering short call positions, whether recorded in the SEOCH Participant's House, Market Maker or Individual or Omnibus Client Account, SEOCH will deem such Specific Securities Collateral to be used for settlement of the SEOCH Participant's delivery obligations arising from assignment of the short calls.

8.6.2
Pending Stock Positions to be Settled by Securities Collateral

For the House, Market Maker and Individual Client Accounts, DCASS assumes pending short stock positions resulting from assignment of short call positions have higher priority, i.e., any Specific Securities Collateral will first be allocated to cover pending short stock positions which have arisen from the assignment of short calls and the balance, if any, allocated to cover open short call options positions.

9.
Margin Requirement
9.3.1 Margin Treatment of Open Options Positions
9.3.1.1
House Positions

For margin calculation purpose, other than positions in the Market Maker Account of a designated trader, which will be margined separately, and other than positions in the Market Maker Account of an NCP of a SEOCH Participant, which will be aggregated with those in the relevant Individual Client Account of the SEOCH Participant maintained for such NCP as if they were positions in such account, positions in the SEOCH Participant’s Market Maker Account will be aggregated with those in its House Account and margin will be calculated on a net basis.  Open option positions comprised in the Daily Account and the Sink Account are margined on a gross basis according to the same algorithm as that adopted for the Omnibus Client Account described in 9.3.1.2.

12.
Position Control
12.2
Capital Based Position Limit
For the purpose of calculating the gross limit of a SEOCH Participant, since positions in the House, Market Maker and Individual Client Accounts are margined on a net basis, the respective resultant Risk Margin of these accounts will be used in calculating the gross limit of the SEOCH Participant.
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Opening / Maintenance of Market Maker Account for Designated Trader Form

Particulars of SEOCH Participant      

	SEOCH Participant’s Name :


	DCASS Customer Code :
	Broker Firm ID :


Contact Person for This Form :

	Name :
	Tel. No. : 

	Position :
	Fax No. :


Part I      :   Designated Trader Particulars

	Name of Designated Trader :
	_________________________________________

	ID Card / Passport Number :
	_________________________________________

	Designated Trader Account Code (if any) :
	_________________________________________

	Date of Registration as Authorised User of HKATS for stock options :
	_________________________________________



	
	


Please tick and complete the following as appropriate:

	(
	Opening of Market Maker Account for Designated Trader (Please complete Part II below)

	(
	Termination of Market Maker Account for Designated Trader 

	(
	Addition / Deletion of Class(es) (Please complete Part II below)


Part II    :   Class(es) to be added and / or deleted :

	Class(es) to be added :
	

	Class(es) to be deleted :
	


We declare that we accept all the general terms and conditions as set out in the Operational Clearing Procedures for the opening and maintenance of separate account for the designated trader named above. 

	
	
	

	Authorised Signature(s) of SEOCH Participant
	
	Date

	
	
	

	Name of Signatory(ies) : __________________________________________
	
	


	FOR SEOCH USE
	
	
	
	

	VERIFIED/ DATE


	APPROVED/ DATE
	INPUT
	INPUT DATE/ TIME
	CHECKED BY/DATE
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