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MY CIRCULAR

Subject: GUIDANCE ON SHORT SELLING ORDER FLAGGING

Enquiry: surveillance@hkex.com.hk

As part of the Exchange’s continuing efforts to enhance transparency and awareness of our rules and
regulations, the Exchange today issued a set of lllustrative Examples on Short Selling Order Flagging

Requirements (“lllustrative Examples”) under the Rules of the Exchange.

The lllustrative Examples set out various scenarios commonly faced by Exchange Participants and other
market participants in relation to short selling order flagging, including:
(1) booking models using stock borrow, and

(2) whether short selling flagging is or is not required under different scenarios.

As a reminder, Exchange and market participants should read this in conjunction with the Securities and

Futures Ordinance (and its subsidiary legislation), the Guidance Note on Short Selling Reporting and Stock

Lending Record Keeping Requirements published by the Securities and Futures Commission, and the

relevant Rules of the Exchange.

The lllustrative Examples attached to this circular are also available on the HKEX website at

www.hkex.com.hk under the section: “SEHK Trading Rule Enforcement”.

Exchange Participants may contact the Market Surveillance and Monitoring Department (email:
surveillance@hkex.com.hk), should they have any feedback or questions regarding the lllustrative
Examples.

Garbo Cheung
Head
Market Surveillance and Monitoring

Markets Division

This circular has been issued in English together with Chinese translation of the same. If there is any discrepancy between the Chinese

translation and the English version, the English version shall prevail.
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REMINDER
The booking models and scenarios set out herein are intended for illustrative
purposes only and are not meant to be complete or exhaustive. Exchange
Participants (“EP”) should carefully consider their particular circumstances
when adopting these examples.
EP should adopt its selected booking model and short selling flagging approach

with consistency.

EP should ensure compliance with the Securities and Futures Ordinance (and its

subsidiary legislation), the SFC’s Guidance Note on Short Selling Reporting and

Stock Lending Record Keeping Requirements and the Rules of SEHK at all

times.

EP should consult their legal advisors if and when they are in doubt about their
obligations relating to short selling flagging.

For any feedback and enquiries relating to this document, please email:

surveillance@hkex.com.hk.
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Booking Model 1
Based on Net Position

: Flagging
Buy/Sell O(rsdhea:rilsz)e Po’:iet?on (Net Position <0,
Short Sell)

0 Stock Borrow 10,000 0 N/A
1 Sell -10,000 -10,000 Short Sell
2 Buy 8,000 -2,000 N/A
3 Sell -5,000 -7,000 Short Sell
4 Buy 6,000 -1,000 N/A
5 Sell -5,000 -6,000 Short Sell

= Borrowed 10,000 shares at Time O.
= When Net Position is negative, all sell orders are short selling.
= Orders 3 and 5 are tagged as short sell.

*Assumption: Orders are placed in chronological order and fully executed immediately



Booking Model 2
Shares from Buy Orders are put into Inventory first

Flagging
Order Size Inventory (Only Using
Sl suyisel (Shares) Position Inventory
to Sell)
0 Stock Borrow 10,000 0 N/A
1 Sell -10,000 0 Short Sell
2 Buy 8,000 8,000 N/A
3 Sell -5,000 3,000 Long Sell
4 Buy 6,000 9,000 N/A
5 Sell -5,000 4,000 Long Sell

= Borrowed 10,000 shares at Time 0.
= Shares from buy orders are put into Inventory.

= When Inventory Position is positive and larger than sell
orders, sell orders are placed as long sell.

= Orders 3 and 5 are long sell.

*Assumption: Orders are placed in chronological order and fully executed immediately

X



Booking Model 3
Shares from Buy Orders are returned to Borrow Desk

Residual Flagging
Order Size Borrowing (Only Using
Order Elisel (Shares) Inventory Stock Borrow
(Shares) to Sell)
0 Stock Borrow 10,000 10,000 N/A
1 Sell -10,000 0 Short Sell
2 Buy 8,000 8,000 N/A
3 Sell -5,000 3,000 Short Sell
4 Buy 6,000 9,000 N/A
5 Sell -5,000 4,000 Short Sell

= Borrowed 10,000 shares at Time 0.

= Shares from buy orders are returned to Borrow Desk first.
Shares for subsequent sell orders will be borrowed from the
Residual Borrowing Inventory. All sell orders are short
selling.

= Orders 3 and 5 are tagged as short sell.

*Assumption: Orders are placed in chronological order and fully executed immediately



Different Booking Models

Model 1 Model 2 Model 3
Net Position Sl U Residual  Only Using
Order Size Net <0, Sell Inventory y 9 Borrowing Stock
Order Buy/Sell e _ - Inventory
(Shares) Position Orders = Position to Sell Inventory  Borrow to
Short Sell (Shares) Sell
0 Stock Borrow 10,000 0 N/A 0 N/A 10,000 N/A
1 Sell -10,000 -10,000 Short Sell 0 Short Sell 0 Short Sell
2 Buy 8,000 -2,000 N/A 8,000 N/A 8,000 N/A
3 Sell -5,000 -7,000 Short Sell 3,000 Long Sell 3,000 Short Sell
4 Buy 6,000 -1,000 N/A 9,000 N/A 9,000 N/A
5 Sell -5,000 -6,000 Short Sell 4,000 Long Sell 4,000 Short Sell

*Assumption: Orders are placed in chronological order and fully executed immediately

X 8
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Different Scenarios showing When to Flag and When not to Flag
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= Partial Sale

= Dual Counter Model for RQFIlI A-Share ETFs (A+B)



Scenario 1
Net Position at the Time of Order Entry

Buy/Sell QUi Sl N.Gt[ (NeI::tlgogsgi]tiigr9<0,
(Shares) Position Short Sell)
0 - - 1,000 N/A
1 Sell -500 500 Long Sell
2 Sell -500 0 Long Sell
3 Sell -500 -500 Short Sell

= Sell order should be flagged according to the Seller’s Net Position
at the time of order entry.

= When Net Position is negative, all sell orders are flagged as short
sell.

= Order 3is therefore flagged as short sell.

*Assumptions: 10
1. Orders are placed in chronological order and fully executed immediately.
2. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.



Scenario 2
Change of Net Position after Order Entry

Order / Trade il o Order Size |Execution Size Net Flagging
Time yp (Shares) (Shares) Position (Neéﬁg’rst'ts'gﬂfo’

09:20:00 0 1,000 N/A
09:45:00 1 Sell -500 Long Sell
09:46:00 1 Trade -500 500 N/A
09:50:00 2 Sell -500 Long Sell
09:51:00 2 Trade -500 0 N/A
10:00:00 3 Sell -500 Short sell
10:05:00 4 Buy 1,000 N/A
10:06:00 4 Trade 1,000 1,000 N/A
10:06:01 3 Trade -500 500 N/A

= QOrder 3 is flagged as short sell, because the Seller’s Net Position at the
time of order entry is 0.

= Order 4 is executed and increased the Seller’s Net Position to 1,000, while
Order 3 is still pending execution. It is NOT necessary to re-flag Order 3
x to reflect a change in the Seller’s Net Position.



X

Scenario 2

Change of Net Position after Order Entry (cont’d)

= Note that where Order 3 is modified or cancelled while pending for

execution:

Modification / Order

Decrease order size REMEL &6
Order 3

Increase order size New Order

Change price of

Order 3 New Order

Cancel Order 3 and

replace with a new New Order

order

No need to re-flag.

Yes. The New Order must be flagged according
to the Seller’s Net Position at the time of order
modification.

Yes. The New Order must be flagged according
to the Seller’s Net Position at the time of order
modification.

Yes. The New Order must be flagged according
to the Seller’s Net Position at the time of order
placing.

*Assumptions:
1. Orders are placed in chronological order and executed according to trade time.

2. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.

12
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Scenario 3
Placing a More Competitive Sell Order

: Execution
Order / Order Size ] Net

09:20:00 0 1,000
09:45:00 1 Sell -500@$50
09:46:00 1 Trade -500@$50 500
09:50:00 2 Sell -500@$50
10:00:00 3 Sell -500@%51
10:05:00 4 Sell -500@$49

Flagging

(Net Position <0,

Short Sell)
N/A
Long Sell
N/A
Long Sell
Short Sell
Short Sell

= Order 2 is entered to sell an amount of shares equal to the Seller’s Net

Long Position of 500. Any subsequent orders to sell (i.e. Order 3 and

Order 4) should be flagged as short sell.

v" Although Order 2 is pending execution, it is presumed to decrease the Seller’s

Net Long Position to 0.

v" Although Order 4 is placed with a more competitive price and is more likely to
be executed than Order 2, it is NOT necessary to amend the flagging of Order

2 and Order 4 based on their possibility of execution.

*Assumptions:
1. Orders are placed in chronological order and executed according to trade time.
2. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.
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Scenario 4
Partial Sale (1)

Execution
SeE7 Order Buy/Sell QU] Sl Size
Trade Time (Shares)
SUEES

09:20:00
09:45:00 1 Sell -90
09:46:00 2 Sell -10

Flagging
(Net Position <0,

Position Short Sell)

N/A
Long Sell
Short Sell

= The Seller has a Net Position of 90 shares, but wishes to sell a

total of 100 shares.
= The Seller can place 2 orders:

v' Order 1 for 90 shares can be sold long, and
v' Order 2 for the remaining 10 shares must be flagged as short

sell.

*Assumptions:
1. Orders are placed in chronological order and executed according to trade time..
2. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.

14
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Scenario 4
Partial Sale (2)

: Execution
Order_/ Order Buy/Sell Order S|z\e Size Net Position
Trade Time (Shares) -
(Shares)

09:20:00 0 - 90
09:45:00 1 Sell
10 90
09:46:00 10 Trades -10 80
....... 1 (10 shares
09:50:00 each) -10 10
-10 0

Flagging
(Net Position <0,
Short Sell)

N/A

Short Sell

N/A

= Even if the Seller has along inventory of 90 shares and
borrowed 10 shares, it is NOT acceptable for the Seller to place

one short sell order (Order 1) of 100 shares.

= This flagging method is not acceptable as the short selling
turnover will be inflated and the market will be misled.

*Assumptions:
1. Orders are placed in chronological order and executed according to trade time.
2. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.
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Scenario 5
Dual Counter Model for RQFII A-Share ETFs (A+B)

Execution

Order_/ Order Buy/Sell DI Sl Size Net POSTO” (N(I;Ig()gsigtiior:1g<0,
Trade Time (CUEWES)) (Shares) (A+B) Short Sell)
09:20:00 0 - - 10 N/A
09:45:00 1 Sell -10on A Long Sell
09:50:00 2 Buy 10on B N/A
10:03:00 3 Sell -10on B Short Sell

= The Seller has a total Net Position of 10 shares on dual counter RQFII ETFs.

= Order 3 must be flagged as short sell because the Seller’s Net Position at the time

of order entry is O, after taking into account of the following:

v" Order 1 (to sell 10 shares on A), while pending, has decreased the Seller’s Net

Position from 10 to O shares.
v" Order 2 (to buy 10 shares on B) is still pending execution.

= Note that although the Seller can aggregate its positions on dual counter
instruments for the purpose of short sell flagging, the Seller must NOT flag both
Order 1 and Order 3 as long sell and report one of them subsequently to SEHK as a

mis-flagging error.

#Note: Persons with a reportable short position are reminded that net positions of the two counters have to be reported separately in accordance with the

Securities and Futures (Short Position Reporting) Rules. For further details, please refer to the SFC’s FAQs on Short Position Reporting.
*Assumptions:

1. Both counters are eligible for short selling.

2. Orders are placed in chronological order and executed according to trade time.

3. Prior to placing short sell orders to the market for execution, the Seller must have adequate cover in place.
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