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LEVERAGED FOREIGN EXCHANGE TRADING
(BOOKS, CONTRACT NOTES AND
CONDUCT OF BUSINESS) RULES

(Made by the Securities and Futures Commission under.
sections 21, 22 and 73 of the Leveraged Foreign
Exchange Trading Ordinance (53 of 1994))

PART 1

PRELIMINARY

1. Commencement

These Rules shall come into operation on the day appointed for the
commencement of the Ordinance.

2. Interpretation

In these Rules, unless the context otherwise requires—
“address” ( #4t) means—
(a) in the case of an individual, his residential or office address;
(b) in the case of a corporation, its principal place of business; and
(¢) in the case of a partnership, its principal place of business;

“advertisement” (4 ) has the meaning assigned to it in section 2(2)(a) of the
Protection of Investors Ordinance (Cap. 335);

“client” (% ) means any person who has entered into a client agreement with
a licensed trader;

“client agreement” ( & F #3%3% ) means a written agreement that complies with
section 5;

“contract” (4&#J) means any contract, other than a client agreement or a
discretionary account agreement, that is entered into by a licensed trader
with or on behalf of a client and that relates to transactions regulated by
the Ordinance;

“discretionary account agreement” (Z2MEEF DHHE) means a written
agreement that complies with section 8;

“floating loss” (#ZE)#518) means unrealized losses calculated by marking to
market foreign currency positions;

“floating profit” (¥ &%/ ) means unrealized profits calculated by marking to
market foreign currency positions;
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“initial margin” (B#{##&<&) means the minimum amount required to be
deposited by a client with a licensed trader for each contract opened;

“licensed trader” (#FME ™) means a licensed leveraged foreign exchange
trader;

“maintenance margin level” (#ER{R @ 4% ) means the minimum balance which
must be maintained for each contract by a client subsequent to the deposit
of the initial margin;

“pet equity” (#E2Z¥%) means the balance in the relevant client’s ledger

" account at any given time, plus any floating profit or less any floating loss,
and after adjusting for any income credited to and charges levied against
that account; '

“trading day” (3% H ) means a day on which a licensed trader is open for
business.

PART II

KEEPING OF BOOKS, ETC. AND CONTRACT NOTES

3. Keeping of books, accounts and records

(1) For the purposes of section 21 of the Ordinance, a licensed trader
shall—
(a) keep such accounting, trading and other records as are sufficient
to—
(1) explain all transactions undertaken by the licensed trader
and the operation of its business;
(i) reflect the financial position of its business; and
(iii) enable profit and loss accounts and balance sheets which
give a true and fair view of its affairs to be prepared from
time to time;
(b) keep those records in such manner as would enable an audit to be
conveniently and properly carried out;
(¢) make entries in those records in accordance with generally
accepted accounting principles; and
(d) keep those records at the principal place of business of the
licensed trader in Hong Kong and, where the prior written
approval of the Commission has been obtained, at any other
place or places, whether in or outside Hong Kong.
(2) The records mentioned in subsection (1) shall include—
(a) particulars of—
(1) all money received and paid by the licensed trader into
accounts kept by it, including money paid to and disbursed
from a segregated trust account;
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(i) all income received by the licensed trader from any charges,
commissions, brokerage, remuneration, interest and other
sources;

(iii) all expenses, commissions and interest paid by the licensed
trader; and

(iv) all the assets and liabilities, including contingent liabilities,
of the licensed trader; and

(b) particulars; including those specified in subsection (3), of all
contracts and transactions entered into by the licensed trader
with or on behalf of—

" (i) its clients who have signed the client agreement as specified
in section 5;

(ii) its clients who have signed the discretionary account
agreement as specified in section 8,

(iii) its representatives, employees and agents;

(iv) its recognized counterparties; and

(v) the licensed trader itself; and

(¢) copies of all contracts, client agreements, discretionary account
agreements, order forms and all other agreements, confirmations
and statements, registers, records, memoranda and correspon-
dence made or received by the licensed trader in the course of the
business for which it is licensed under the Ordinance.

(3) The additional particulars referred to in subsection (2)(b) are—

(a) the charges and credits arising from each of those contracts or
transactions;

() the names of the parties to each of those contracts or
transactions;

(¢) the date and time of execution of each of those contracts or
transactions; and

(d) details of the relevant instructions and other terms and conditions.

(4) For each trading day, the licensed trader shall maintain records which

include—

(a) the marked to market position for its own accounts and the
accounts of each of its clients and recognized counterparties at
the end of a trading day;

(b) for each contract executed by the licensed trader—

(i) the bid and offer prices quoted by the licensed trader to the
client;
(ii) the price at which the contract is executed; and
(iii) the bid and offer prices at the time of execution of the
contract as quoted and disseminated to the public, or to
subscribers, by a reputable financial information services
organization; and
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(c) the interest rate differentials which are charged or paid by the
licensed trader on a daily basis for being long or short, one
currency against another.

(5) The licensed trader shall ensure that its records are sufficient to
demonstrate whether or not the Leveraged Foreign Exchange Trading
(Financial Resources) Rules (L.N. 443 of 1994) have been complied with at all
times.

(6) The licensed trader shall adopt all reasonably necessary procedures
for—

(a) guarding against falsification of its records; and

(b) facilitating discovery of any falsification of its records.

(7) Except as otherwise provided in the Ordinance and these Rules, a
licensed trader shall retain the records required by this section for a period of
not less than 7 years.

4. Preparation and production of contract
notes and statements of account

(1) For the purposes of section 22 of the Ordinance, a licensed trader
shall, subject to subsection (4), make out and dispatch to a client no later than
the end of the next trading day after the execution of a contract—

(a) a contract note in respect of every contract entered into with or
on behalf of that client; and

(b) a statement of account for the relevant trading day.

(2) A contract note shall include—

(a) ‘the name of the licensed trader as registered with the Commission
and its address;

(b) (i) where the licensed trader is acting as principal, a statement

that it is so acting; or

(ii) where the licensed trader is acting as agent, a statement that
it is so acting and the name of the person for whom it is
acting;

(¢) the name and address of the client;

(d) the date and time of receipt of the client order;

(e) the date and time of execution of the contract;

(f) particulars of the contract specifying the currency, and if more
than one, each currency to which the contract relates, and in
relation to each such currency—

(i) the amount involved,
(ii) whether it is a sale or a purchase;
(iii) whether it is for the opening or closing of a position;
(iv) the price at which it is executed; and
(v) the interest rate, if applicable;
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(g) the rate and amount of commission, if any, payable in respect of (5) MEAMTMAI S LR RBER(INE) ;
the contract; () ZWBEHEE) X
(h) the date of settlement, if any; and () FERMEBEFHIOEEMEA) -
(i) the amount of margin deposit required, if any. (3) TEE (1)(b) SRR M F O & BARAE
(3) A statement of account referred to in subsection (1)(b) shall include— (0) BFEHAHNAS B BRES DS TFENEBREE
(a) the net equity balance of the account as at the beginning of the () BB A F ORI RBEEIRE A A
trading day on which the relevant contract was executed; © x5 BWFARSREES RIS
(b) all income credited to and charges levied against the account a 5 : RN ;
during that trading day; . . . @) zg% ARERIENTEEDANELZBER  URFERITRAN
(o) ggyr;novements of cash and margin deposits during that trading (©) B35 KRR A0 5SRO R B R » DR BT R Fit4
(d) all floating profits and floating losses calculated as at the end of Uk
that trading day and the prices used for such purposes; (f) ZXHERERFO Bﬁﬁﬁ@ﬁﬂﬁﬁ%& B
(e) all interest income and expenses accrued at the end of that (g) ZX5HHRBEHRFTARTEAANREREEER
trading day and the interest rates used for such purposes; (h) EHHEREREBSMEERDENEE &
(f) the net equity balance of the account as at the end of that trading () X5 AREHTERTAGH—EE -
day; , ; " ) BE—EZSHZNFTINAHUTE @ FEERESRCERGAER
(2) thfi m}n;lmum r;argm rf:qulrement for all open positions as at the OS> R DRSS R0 2 P SRS (1)(a) SRR B -
i T T e st till ran h i (5) BRAKTE - EARLERRE 06 TRE AR © B9 - BXHH
e amount of margin excess or margin shortfall as at the end o S A TAGE T SRR o

that trading day; and
(i) alist of all open positions as at the end of that trading day. (6) BRAEMEBIAASEN - M AREAERTHE PR B A BT B2 O B R
(4) A licensed trader may, instead of making out and dispatching to the BB RS D RNBRADK 24
client any contract notes required to be made under subsection (1)(a) in respect
of a contract or contracts entered into during the same trading day, consolidate
the contract note or notes into the statement of account.
(5) For the purposes of this section, delivery of any contract note or
statement of account may be made by hand, by post, by faesimile or other
mode of electronic transmission.
(6) Except as otherwise provided in the Ordinance, a licensed trader shall
retain in its records a copy of every contract note and statement of account
required by this section for a period of not less than 2 years.

PART III I
CLIENT PROCEDURES EERF
5. Client agreement 5. EBEFRHEE
(1) A licensed trader shall, before entering into a contract with or on () FHESHEREMALIARETIAHZE &

behalf of a person—
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(a) inform the person that a client agreement is required to be
entered into between them in writing in either English or Chinese;

(b) explain to that person the contents of the client agreement; and

(¢) enterinto a client agreement with that person.

The client agreement shall include—

(a) the full name and address of the client;

(b) the full name and address of the licensed trader and details of the
licence it holds, including any conditions imposed on the licence;

(¢) astatement by the client—

(i) that the client is trading on his own behalf; or
(ii) if the client is not trading on his own behalf, of the name of
the ultimate beneficiary on whose behalf the client is trading;

(d) a statement by the client as to whether he is to operate his
account by giving orders himself or by appointing another person
to give orders on his behalf, and in the latter case, the name and
address of the person appointed, to be accompanied by an
appointment in writing;

(e) a statement by the licensed trader that none of its employees or
representatives shall accept appointment by the client as agent to
operate the client’s account for the purposes of paragraph (d)
unless a separate agreement is entered into in accordance with
section 8; :

(f) a statement by the licensed trader as to whether it may take the
opposite position to a client’s order;

(g) a statement as to whether or not any employee or representative
of the licensed trader may be allowed to trade contracts on his
own account pursuant to the policy established under section
17(3);

(#) a statement that all telephone conversations between the licensed
trader and the client made in the course of business will be
recorded on a centralized tape recording system operated by the
licensed trader;

(i) details of the basis on which charges, commission, brokerage and
other remuneration are to be paid by the client;

(J) specification of all services and contracts which the licensed
trader may provide to, transact with, or undertake on behalf of,
the client and of all terms and conditions attached to those
services and to the trading of contracts;

(k) where the terms of its licence so requires, a statement that in
relation to any dispute between the licensed trader and the client,
the licensed trader shall, if the client so requires, agree to refer the
dispute to arbitration in accordance with the Leveraged Foreign
Exchange Trading (Arbitration) Rules (L.N. 439 of 1994);

@
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(I) details of margin requirements and the time within which any
initial margin or other margin deposits must be paid;

(m) the circumstances in which contracts transacted with or
undertaken on behalf of the client may be closed out without the
client’s consent; _

(n) a statement as to whether the client, the licensed trader or any
other person will be entitled in whole or in part to interest,
dividends or other benefits derived from the client’s margin
collateral;

(0) a description of the methods or procedures adopted by the
licensed trader in choosing the prices or interest rates for the
purposes of marking to market the client’s open positions and in
calculating the client’s interest income and expenses;

(p) a statement that the client may be affected by any curtailment of,
or restriction on, the capacity of the licensed trader to deal in
respect of open positions as a result of action taken by the
Commission under the Ordinance or for any other reason, and
that in such circumstances, the client may be required to reduce
or close out his open positions with the licensed trader; and

(g) a statement to the effect that the client agreement and all rights,
obligations and liabilities under it shall be governed by and
construed in accordance with Hong Kong law.

(3) The following items, which shall be placed on separate sheets of paper
forming part of the client agreement, are required to be signed or
acknowledged, as the case may be, by the client under each item—

(a) the risk disclosure statement prescribed by section 7(2);

(b) undertakings by both the licensed trader and the client that each
will notify the other of any material change to the information
provided in the client agreement;

(¢) a statement by the client that he will immediately notify the
licensed trader of any change in his address; and

(d) a statement by the client that he understands the contents of the
client agreement and accepts its terms and conditions.

(4) No licensed trader shall include terms and conditions in any
agreement or documentation with the client which are inconsistent
with its obligations to the client under the Ordinance or any rules made
thereunder.

(5) A licensed trader shall file with the Commission its standard form of
client agreement together with—

(@) confirmation from its responsible dlI‘CCtOI‘ that the standard form
of client agreement will govern all contracts entered into with or
on behalf of its clients; and
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(b) confirmation from its responsible director and the legal advisers
of the licensed trader that the standard form of client agreement
complies with the requirements of subsections (2) and (3).

(6) A licensed trader shall submit to the Commission any proposed
amendments to the standard form of client agreement, together with
confirmation from its responsible director and legal advisers that the standard
form of client agreement as so amended complies with the requirements of
subsections (2) and (3).

(7) A licensed trader shall not—

(a) enter into an agreement with a client on the basis of the standard
form of client agreement; or
(b) implement any changes to the standard form of client agreement,
before a copy has been filed with the Commission in accordance with
subsections (5) and (6), provided that a breach of. this provision shall not of
itself invalidate any agreement that is otherwise valid.

(8) A licensed trader shall notify each of its clients in writing as soon as
possible of any change to its licence, including changes to the conditions
imposed thereon.

6. Statement of client information

(1) A licensed trader shall obtain from each of its clients a written
statement which contains the following information about that client—

(a) the name, address, telephone number and facsimile number, if

any, of the client;

(b) (i) in the case of an individual, details of that individual’s Hong
Kong identity card or, if the client is not the holder of an
identity card, details of his passport, travel or other
document issued by a competent government agency
providing proof of identity;

(i) in the case of a corporation, details of its certificate of
incorporation or similar document issued by the relevant
authority of the country of incorporation;

(iii) in the case of a partnership, details of its business
registration certificate or similar document issued by the
relevant authority of the country where the partnership was
formed or, where not available, the partnership agreement
or other document constituting the partnership;

(¢) (i) in the case of an individual, his occupation, position and
years spent in that occupation;
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(i) in the case of a corporation, the type of business and the
number of years in the business;
(iii) in the case of a partnership, the type of business and the
number of years in that business;
(d) details of the financial position of the client; and
(e) details of the client’s investment objectives and strategy.

(2) Where a client has appointed another person to trade on his behalf,
the licensed trader shall obtain the information required in subsection (1)(a), ()
and (c) in relation to that person and a statement of his relationship with the
client.

(3) A licensed trader shall obtain from each of its clients, and from any
person who is authorized by the client to trade on his behalf, a written
declaration to the effect that— ,

(a) the statement provided under subsection (1) is true, complete and
correct; and

(b) the client and the authorized person will notify the licensed trader
of any material changes to that information.

(4) A sole proprietor shall, notwithstanding that he is trading in the name
of his firm, be deemed to be trading as an individual for the purposes of these
provisions.

7. Risk disclosure statement

(1) A licensed trader shall include in every client agreement a risk
disclosure statement which shall be in bold print not smaller than the ordinary
print for the text of the agreement.

(2) The risk disclosuré¢ statement shall provide the following warning—

“The risk of loss in leveraged foreign exchange trading can be substantial.
You may sustain losses in excess of your initial margin funds. Placing
contingent orders, such as “stop-loss” or “stop-limit” orders, will not
necessarily limit losses to the intended amounts. Market conditions may
make it impossible to execute such orders. You may be called upon at
short notice to deposit additional margin funds. If the required funds are
not provided within the prescribed time, your position may be liquidated.

You will remain liable for any resulting deficit in your account. You

should therefore carefully consider whether such trading is suitable in light

of your own financial position and investment objectives.”.

8. Discretionary accounts

(1) A licensed trader who wishes to offer discretionary account services to
its clients shall enter into a separate written discretionary account agreement
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with the client which, together with the client agreement required by section 5,
will govern the relationship between the licensed trader and the client.

(2) A licensed trader shall, before entering into any contract with or on
behalf of a client under a discretionary account—

(@) inform the client that a discretionary account agreement is
required to be entered into between them in writing in either
English or Chinese;

(b) explain to the client the contents of the discretionary account
agreement; and

(c¢) enter into a discretionary account agreement with the client.

(3) The discretionary account agreement shall include—

(a) a description by the licensed trader as to the way in which the
discretionary account will be managed by it, including
information required pursuant to subsection (5);

(b) a statement that the client appoints the licensed trader to manage
his account;

(¢) a statement by the licensed trader of—

(1) the name of the representative managing the account;
(ii) the name of the supervisor of that representative; and
(iii) whether that representative is permitted to deal for his own
account pursuant to the policy established under section
17(3);

(d) details of the terms and conditions specified by the client for

management of the account, which shall include—

(i) the amount deposited by the client;

(ii) the terms and conditions of any “stop-loss” or “stop-limit”
order by the client; and

(iii) any specifications imposed by the client concerning his
investment objectives and strategy including the size of
transactions, frequency of trading and the currencies to be
traded in; :

(e) details of all charges, commission, brokerage or remuneration
payable by the client in addition to the charges, commission,
brokerage or remuneration payable under the client agreement;

(f) a statement that any modifications to the discretionary account
agreement must be in writing and accepted by both parties in
writing except for the terms and conditions specified in paragraph
(d), which may be amended unilaterally at any time by the client;

(g) a statement that either party may suspend or terminate the
discretionary account agreement at any time by giving notice of
suspension or termination to the other by telephone or in writing,
such suspension or termination to take effect upon receipt of the
notice;

R
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managing a discretionary account—

(a) whenever the net equity in a discretionary account falls during
any one calendar month by more than 30% from the level at
which it stood at the beginning of that month, the licensed
trader—

(i) shall immediately notify the client of the level of net equity,
the amount of trading loss and the amount of income
generated to the licensed trader from the account during that
month;

(i) shall not, except in order to close out existing open
positions, initiate any new contracts in respect of the
discretionary account unless the client consents and subject
to such conditions as may be imposed by the client;

(b) in the case of any discretionary account to which paragraph
(a)(ii) applies— ,

(i) the licensed trader shall assign a director to review and
approve every contract executed for the discretionary
account before the consent of the client has been received;
and
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(i) where the consent of the client to continue trading is duly
given, the licensed trader shall continue to comply with the
requirements of paragraph (4), by using the net equity
standing at the beginning of the day on which his consent is
given as a new starting point.

(6) For the purposes of subsection (5)(a), the net equity standing at the
beginning of any calendar month shall be treated as including any cash deposits
made to, and as excluding any cash withdrawal made from, the account by the
client during that month.

(7) For the purposes of this section, the consent of the client is duly given
only if it is given in writing or is recorded on the centralized tape recording
system of the licensed trader. .

(8) A licensed trader shall not maintain a trading position for a client
where the client holds an equal outstanding long and short position of the same
foreign currency at the same time, unless such position is specifically requested
by the client in each instance.

(9) All attempts to telephone the client shall be recorded on the
centralized tape recording system.

(10) Each discretionary account shall be reviewed by a responsible
director of the licensed trader at least once every 3 trading days to ensure
that it is being operated in conformity with the specific instructions of the
client, if any, the client agreement, the discretionary account agreement and
these Rules. :

(11) A licensed trader shall submit a standard form of discretionary
account agreement to the Commission and section 5(5), (6) and (7) shall apply
to such an agreement in the same way as it applies to a standard form of client
agreement under that section.

9. Client orders

(1) A licensed trader shall— .

(a) ensure that all telephone orders from a client are recorded on the
centralized tape recording system operated by it; and

(b) record in writing each order, whether made by telephone or
otherwise, immediately after it is received.

(2) The record required to be made under subsection (1) shall
include—

(a) the name of the client and, if applicable, the person who is
authorized by the client to give the order and the account number
of the client;

(b) the time and date at which the order was received;

(c) the method by which the order was given;
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(d) the type, price and quantity of the contracts ordered;

(e) the name of the representative or employee of the licensed trader
who received the order; and

(f) detailed particulars of the instructions in respect of the order.

(3) A licensed trader shall confirm the details of each order executed as
soon as possible with that client or his agent, as the case may be, through a
telephone connected to the centralized tape recording system.

(49 Where the voice of a client cannot be recorded on the centralized tape
recording system for any reason, the licensed trader shall—
(a) in the absence of any written instructions given by the client in
respect of the order, require the client to sign an order form; and
(b) confirm details of the contract with the client once an order has
been executed.

(5) Where a licensed trader does not have the client’s confirmation on
tape or on an order form as required by subsection (4)(a) and the client disputes
the order within 10 trading days of its execution, it shall be voidable at the
option of the client.

(6) Where a client gives any instructions involving closing positions or
closing an entire account, a licensed trader shall ensure that all necessary
contracts that may be required in order to implement those instructions are
executed promptly and that the price and terms and conditions of such
contracts do-not differ in any material respect from contracts entered into with
or on behalf of other clients.

10. Payment to clients

A licensed trader shall ensure that any instructions given by a client
relating to payment to the client of any net equity, floating profit or margin
excess are complied with within 1 trading day.

11. Statement of account

(1) A licensed trader shall, within 7 trading days of the end of each
calendar month, provide to each of its clients a monthly statement of account
which shall include—

(a) all contracts entered into with or on behalf of the client during
that period;

(b) the net equity balance of the account as at the beginning of that
period; 4

(c) all income credited to and charges levied against the account
during that period;

1994 4E55 29 BB M S — SRR RIT 1994 £ 8 440 SERAE  BI669

(d) BHERITSLAAHRER] - (R R

(¢ BEEEHRNEHMEEmOARIUEANES &

PR BRI WREN -
a)%%éﬁﬁ%ﬁ@%?%ﬁ%%ﬁ&&mﬁﬁﬁmmzﬁﬁﬁﬁﬂAmmm

TR TR ) BEREERIT T R BRI -

8 P HOBE RERRERERA RS SRR » SR
D o e R A B KR 0 A SR T » TREF
RENRTRMCR
() EREIRUHITEEOFF RS MR -

() AR ERRA S SRS SN (4) (o) KT EE S RO R
TR MER UESTHR R 10505 B NIRRT 5 TR
SRR RARER ° -

© AEFAEHERSRTARE AR 06 SRR AR
EEF 4 TRERN I SEA R REAST - T EEL A AR - K
S S I P AT ST S AAT S8 A TR A AE RT3

10. HEFHAR

S S R R A 1 07 BRSSP R
REAO TR S FE—(E2C5 B ABIAT ©

11. RO&KE
(1) %ﬁﬁﬁﬁ@&@—@ﬁ@ﬂ%ﬁﬁ%?@ﬁgaw’m£§~z5ﬁ%ﬁﬁ
NA&YE  WARE
(@) S R F T SR EAT LA &4
) S B AR RS IR A AR
© SR R EEAS O BT A R TR A 5




B1670  L.N. 440 of 1994 L. S. NO. 2 TO GAZETTE NO. 29/19%4

(d) all movements of cash and margin deposits during that period,;

(e) all floating profits and floating losses calculated as at the end of
that period and the prices used for such purposes;

(f) all interest income and expenses accrued at the end of that period
and the interest rates used for such purposes;

(g) the net equity balance of the account as at the end of that period;

(A) the minimum margin requirement for all open positions as at the
end of that period;

(i) the amount of margin excess or margin shortfall as at the end of
that period,

(j) alist of all open positions as at the end of that period; and

(k) alist of the balances of all holdings of cash and other assets held
in the client’s account as at the end of that period.

(2) A licensed trader shall, upon a client’s request, disclose to the client
the financial condition of its business by—

(a) providing him with a copy of its latest accounts as filed with the
Commission under the Leveraged Foreign Exchange Trading
(Financial Resources) Rules (L.N. 443 of 1994); and

(b) disclosing any material changes since its latest accounts which
may adversely affect its financial condition.

PART 1V

MARGINS

12. Client’s margin

(1) A licensed trader shall set the initial margin and maintenance margin
level for its clients at not less than 5% and 3% respectively of the principal
amount of the contract offered by the licensed trader.

(2) Except as provided in subsection (3), no licensed trader shall execute
any contract for a client until and unless the licensed trader has received from
the client a margin deposit adequate to cover the initial margin required.

(3) A licensed trader may execute a contract for a client, other than a
discretionary account client, without first having received the initial margin
from that client if it is reasonably satisfied that, given the investment objectives,
investment strategy and financial position of that client, the full amount of the
initial margin will be deposited by the client within the next trading day or such
shorter period as may be specified by the licensed trader.

(4) Subsection (3) does not apply to a client—

(@) who has never entered into a contract through or with the
licensed trader;
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(b) who has never paid, or been asked to pay, any initial margin to
the licensed trader; or

(¢) who has failed to satisfy the initial margin requirement as
specified in subsection (3) on at least 2 occasions during the
period of 1 year immediately preceding the transaction for which
the deferral of the deposit of initial margin is requested by the
client.

(5) For the purposes of calculating the amount of any margin deposit
required under this section, the basis and method of valuation applicable to
margins as provided in the Leveraged Foreign Exchange Trading (Financial
Resources) Rules (L.N. 443 of 1994) shall be adopted.

13. No credit on margin

Except as expressly provided in section 12(3), a licensed trader shall not
extend any credit or give any rebate of any kind to a client which has the effect
of circumventing or evading the margin requirements specified herein.

14. Restricted use of margin collateral

(1) A licensed trader shall ensure that margin deposits and other assets of
its clients and recognized counterparties are properly safeguarded and are held
separately from the assets of the licensed trader.

(2) A licensed trader shall not use the margin collateral of its clients as
security for loans or advances made to it or to any other person.

PART V

STAFF AND STAFF DEALINGS

15. Representatives and employees

(1) A licensed trader shall be responsible for all acts carried out and
omissions made on its behalf by—
(a) its representatives and all persons for whose registration it is
responsible under the Ordinance; and
(b) any other persons employed by it for the purposes of carrying on
its business as a licensed trader,
provided the acts or omissions are within the ostensible authority of that
person. ’
(2) A licensed trader shall ensure that its representatives and employees
comply with the licensing requirements of the Ordinance.
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16. Register of representatives and employees

(1) A licensed trader shall maintain a register of all of its representatives’

and employees.
(2) The register shall include the following particulars with respect to each
representative and employee— :

(@) the name, residential address and telephone number of each
individual;

(b) details of that individual’s Hong Kong identity card or, if the
individual is not the holder of an identity card, details of his
passport, travel or other document issued by a competent
government agency providing proof of identity;

(c) the job title and description of responsibility of each individual;

(d) the amount of any charges, commission, brokerage and
remuneration to which that individual is entitled at each monthly
interval or such shorter period and the means by which it is paid;

(e) the date of becoming or ceasing to be an employee or
representative;

(f) the name, address and telephone number of every former
employer of the individual within § years immediately preceding
the commencement of his employment with the licensed trader;

(g) the education of the individual; and

(h) particulars of every licence in respect of the individual.

17. Personal dealings by staff

(1) No representative or employee of a licensed trader shall be a client of
another licensed trader.

(2) A licensed trader must make reasonable enquiries to ensure that none
of its representatives or employees contravenes subsection (1).

(3) A licensed trader shall have a policy, which shall be communicated in
writing to its representatives or employees, as to whether they are permitted to
deal for their own account.

(4) A licensed trader who permits its representatives or employees to deal
for their own account shall ensure that—

(a) contracts undertaken for the account of a representative or
employee must be separately recorded and clearly identified as
such in the records of the licensed trader; and

(b) contracts undertaken for the account of a representative or
employee must be reported to and reviewed on a daily basis by a
director of the licensed trader.
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PART VI

MISCELLANEOUS

18. Advertisements

(1) Where a licensed trader issues an advertisement in relation to its
business, it shall ensure that—
(a) the advertisement is not misleading or deceptive; and
(b) the advertisement contains a risk disclosure statement as
prescribed by section 7(2).

(2) The Commission may—

(a) prohibit the continued use of any advertisement by a licensed
trader which contravenes subsection (1); or
(b) permit the use of such advertisement provided that—

(i) the licensed trader removes any reference in the
advertisement which is misleading or deceptive;

(i1) the licensed trader reformulates any advertisement which is
misleading or deceptive in such a way that it is no longer
misleading or deceptive; and

(iii) the provisions of section 7(2) are satisfied.

(3) Where any advertisement by a licensed trader is prohibited under
subsection (2)(a), the licensed trader shall ensure that publication or
distribution of such advertisement is stopped immediately.

(4) Any material issued by the licensed trader which is intended to
promote, or which has the effect of promoting, interest in the business of the
licensed trader shall be deemed to be an advertisement for the purposes of this
section.

(5) If alicensed trader is aggrieved—

(a) where the Commission prohibits the use of any advertisement in
relation to its business, by that prohibition; or
(b) where the Commission permits the use of such advertisement
subject to any condition imposed under subsection (2)(b), by that
imposition,
it may appeal to the Securities and Futures Appeals Panel.

(6) An appeal referred to in subsection (5) shall not affect the coming into

force of any prohibition or imposition to which the appeal relates.

19. Taping

(1) A licensed trader shall install at its place of business a centralized tape
recording system to record all telephone conversations conducted by it or its
representatives with prospective clients, clients and recognized counterparties.
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(2) All telephone lines used by staff of the licensed trader responsible for
making calls within the meaning of section 39(2) of the Ordinance, confirming
orders, executing contracts, transferring funds, or carrying out instructions
incidental thereto, shall be routed through the centralized tape recording
system.

(3) Tapes from the centralized tape recording system shall be kept for at
least 2 months.

(4) A licensed trader shall ensure that access to tapes of the centralized
tape recording system, whether in use or in storage, is strictly controlled.

(5) A licensed trader shall—

(a) use its best endeavours to ensure that the centralized tape
recording system functions properly at all times; and

(b) carry out random checks at intervals of not less than once every
week to ensure that the provisions of the Ordinance and any rules
made thereunder have been complied with.

20. Dealing practices

(1) A licensed trader shall—

(@) disclose its trading hours to its clients, specifying the beginning
and ending hours of a trading day; and

(b) display at each of its places of business a prominent notice which
shows the information as specified in paragraph (a).

(2) A licensed trader shall quote both the bid and offer prices at the
request of a client.

(3) A licensed trader shall not quote a price for a contract without
specifying whether the price is, for a given quantity of contracts, a firm one or
merely indicative.

(4) A licensed trader quoting a price for a contract to any person shall
inform that person that the price given by it is available only for a limited
period of time and, where practicable, specify the time period in question.

(5) A licensed trader quoting a firm price shall deal at that price.

(6) All contracts shall be recorded in dealing slips which are time
stamped.

21. Licence to be exhibited

A licensed trader shall exhibit—
(@) its licence in a prominent place at its principal place of business;
and
(b) a certified copy of its licence at each of its other places of
business, if any.
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22. Location of business 22, HIEHbEE
A licensed trader shall carry on a business of leveraged foreign exchange B EEN RSB SR RS EE A E S T 0 — E s R hE
trading only at an address or addresses approved by the Commission for that BRI EE BT - =
purpose.
23. Record of client’s complaints 23. EPERRRCER
(1) A licensed trader shall— (1) FeeEERA
(a) maintain a written record of any complaints from clients; and (a) BEREEFWTMBHFNEEES &
(b) establish and implement proper procedures for handling and ) &3r &ﬁﬁﬁ}gﬁaﬁﬁﬁﬁbgéﬁ;@ AR o
investigating such complaints. 2 Mgy - P
(2) A licensed trader shall ensure that client complaints are dealt with 2 %Hﬁﬁ??{ﬁjﬁﬁ%{%%ﬁ E‘J%%Eﬁ{é?ﬂﬂﬁ:)ﬁ}_@  WHERRIBARATS -
promptly and remedial action is taken as soon as possible. n () FRARFALATHWRT » HRENEF G0 ETRFOER I
R AIARTEERRERN 3 B R HEZZRFNERENERS -

(3) A licensed trader shall inform a client of the results of any complaints
made by him as soon as practicable and in any event within 3 days of
determining the results of that complaint.

24. Obligation to notify the Commission A4, BHBEENES
A licensed trader and its representatives shall notify the Commission in 5 0 T T S L 2 — I R R A M A B A A 0 5 0 2 1 T 40
writing immediately upon its becoming aware of any breach of the provisions of BRI EE A SR B - .

the Ordinance or any rules made thereunder.

25. Penalties 25. #RY
Any person who contravenes section 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, AL ERSE S~ 678910111213 14~15~16~ 17~ 18~ 19
17, 18, 19, 20, 21, 22, 23 or 24 commits an offence and is liable to a fine of 202122~ 2380244 » EPBILE » MRS $50,000 REZE 6 A o

$50,000 and to imprisonment for 6 months.

Robert NOTTLE, R
Chairman, BHRYBREEERZEETE

Securities and Futures Commission.

18 July 1994. 19944E7 A 18 H
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Explanatory Note

These Rules are made by the Securities and Futures Commission under
sections 21, 22 and 73 of the Leveraged Foreign Exchange Trading Ordinance
(53 of 1994). They prescribe the appropriate standard of conduct which must be
observed by licensed traders operating their business under the Ordinance,
including mandatory provisions to be incorporated into its agreements with
clients, the issue of contract notes and statements of account, the installation of
centralized tape recording systems, the imposition of margin requirements and
the adoption of certain operating procedures.
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