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Rule I.1.00
Options

I.1.01
Definitions:

"Aggregate Exercise Price" means the exercise price of a CDCC option multiplied by the number of units of the underlying security covered by the CDCC options.

"Business Day" means any day on which the Clearing Corporation is open for business.

"Call" means a CDCC option by the terms of which the holder of the option has the right in accordance with the terms of the option, to purchase from the Clearing Corporation the number of shares of the underlying security covered by the CDCC option. 

"Canadian Corporation" means a corporation incorporated or continued by or under a general or special act of the parliament of Canada or the legislature of any province thereof.

"CDCC Option" means a Call or Put option issued by CDCC, pursuant to its by-laws.

"Class of Options" means all CDCC options of the same type covering the same underlying security except in reference to market-maker appointments where class means both the Calls and Puts on the same underlying security. 

"Clearing Corporation" means Canadian Derivatives Clearing Corporation.

"Clearing member" means a member of the Exchange who is a member of the Clearing Corporation.

"Client Account" means an account established by a member which is confined to option transactions executed by and positions carried by the member on behalf of its clients.

"Covered Call Writer" means a writer of a CDCC Call who, so long as he remains obligated as a writer, owns the shares or other units of underlying security covered by the Call, or holds on a share-for-share basis a Call of the same class as the Call written where the exercise price of the Call held is equal to or less than the exercise price of the Call written.

"Covered Put Writer" means a writer of a CDCC Put who, so long as he remains obligated as a writer, holds on a share-for-share basis a Put of the same class as the Put written where the exercise price of the Put held is equal to or greater than the exercise price of the Put written.

"Escrow Receipt" means a document issued by a financial institution approved by the Clearing Corporation certifying that a security is held by such financial institution in respect of a specified CDCC option of a particular client of a member. 

"Exercise" means to submit an exercise notice on an options trading floor in order to take delivery of and pay for, in the case of a Call, or to sell and receive payment for, in the case of a Put, the underlying security which is the object of a CDCC option. 

"Exercise Price" in respect of a CDCC option means the specified price per unit at which the underlying security may be purchased, in the case of a Call, or sold, in the case of a Put, upon exercise of the CDCC option.

"In-the-Money" in respect of a CDCC option means the market price of the underlying security is above, in the case of a Call, or below, in the case of a Put, the exercise price of the CDCC option.

"Long Position" means a person's interest as the holder of one or more CDCC options of a series of options.

“Member” means a member of the Exchange authorized by the Exchange to deal in CDCC options.

"Out-of-the-Money" in respect of a CDCC option means the market price of the underlying security is below, in the case of a Call, or above, in the case of a Put, the exercise price of the CDCC option.

"Outstanding" in respect of a CDCC option means the option has been issued by the Clearing Corporation and has neither been the subject of a closing writing transaction nor has expired.

"Put" means a CDCC option by the terms of which the holder of the option has the right in accordance with the terms of the option to sell to the Clearing Corporation the number of shares of the underlying security covered by the CDCC option.

"Registered Options Principal" means a person who is engaged in the management of a member's business pertaining to CDCC options who has been designated as such and who has been approved as such by the Exchange. 

"Series of Option" means all CDCC options of the same class with the same exercise price and expiration date.

"Short Position" means a person's obligation as the writer of one or more CDCC options of a series of options.

"Type of Option" means the classification of an option as either a "Put" or "Call". 

"Uncovered" in respect of a short position in a CDCC option means that the short position is not covered.

"Underlying Security" in respect of a CDCC option means the security which the Clearing Corporation shall be obligated to sell, in the case of a Call, or purchase, in the case of a Put, upon the valid exercise of the CDCC option.

"Unit of Trading" means the number of units of the underlying security which have been designated by the Clearing Corporation as the minimum number to be the subject of a single CDCC option in a series of options.  In the absence of any such designation for a series of CDCC options in which the underlying security is a stock, the unit of trading shall be 100 shares. 

I.1.02
Requirements for Trading or Dealing in CDCC Options

No member or any Affiliate of the member, or any person acting on its behalf, shall trade or advise in respect of options unless:

1. one or more of the directors, partners or officers of the member or any Affiliate of the member, or any person acting on its behalf, is a registered options principal, is designated as such by the member or Affiliate and approved as such by the Exchange;

2. trading or dealing in CDCC options is conducted in accordance with the rules and policies of the Exchange, and with the by-laws and rules of the Clearing Corporation; 

3. the member or Affiliate complies with directions and rulings of the various Exchange committees dealing with CDCC options; 

4. each of the member's or Affiliate’s clients  trading or dealing in CDCC options has executed an options trading agreement respecting CDCC options containing the provisions set out in Rule I; 

5. the account of each of the member's or Affiliate’s clients trading or dealing in CDCC options has been authorized by the designated registered options principal for trading in CDCC options in accordance with Rule I; 

6. the member or Affiliate:

a. distributes to each client trading or dealing in CDCC options before the first trade made by that client a copy of the current prospectus, summary statement or other similar disclosure document of the Clearing Corporation; and 

b. distributes to each client having an account approved for CDCC options transactions each new current disclosure statement of the issuer of the option to be traded;  

7. each of the member's clients trading or dealing in CDCC options has agreed in writing to abide by the applicable provisions of the rules of the Exchange pertaining to CDCC options and the by-laws and rules of the Clearing Corporation; and

8. each of the member's clients trading or dealing in CDCC options has agreed in writing to comply with the applicable provisions of the rules of the Exchange respecting position limits and exercise limits; and 

9. maintains a record available for inspection by the Exchange showing the names and addresses of all persons to whom a current prospectus has been delivered and the date when such prospectus was delivered;

I.1.03
Required Courses 

1. No partner, director or investment advisor of a member shall solicit orders for, advise on trades concerning, or trades for the public in, CDCC options unless he has successfully completed such course or courses of studies as may from time to time be required by the Exchange and has been approved by the Exchange to deal in CDCC options. 

2. Where a branch of a member trades in CDCC options, the branch manager of that branch shall be qualified, pursuant to the Exchange requirements,  to supervise options trading. 

I.1.04
Suspensions and Restrictions on Member 

Whenever the Exchange shall find, on the basis of a report of an Exchange examiner or otherwise, that a member has failed to perform his obligations or is insolvent or is in such financial or operational condition or is otherwise conducting its business in such a manner that he cannot be permitted to continue in business with safety to his clients or creditors or the Exchange or the Clearing Corporation, the Exchange may summarily suspend the member or may impose such conditions and restrictions as it considers reasonably necessary for the protection of the Exchange and the clients of such member.  The provisions of Rule E apply to any suspension under this Rule. 

I.1.05
Position Limits 

1. Except as either provided for in subsection (3) or with the prior written permission of the Exchange, no member shall make, for any account in which it has an interest and no member shall make for the account of any client, an opening transaction in any CDCC option if the member has reason to believe that, as a result of such transaction, the member or client thereof would, acting alone or in concert with others, directly or indirectly, hold or control or be obliged in respect of a position (whether long or short) in excess of:

a. 3,000 CDCC options, where the underlying security does not meet the requirements set out in clauses (b) or (c) hereunder, providing for higher option contract limits;

b. 5,500 CDCC options, where either the most recent interlisted six-month trading volume of the underlying security must have totaled at least 20,000,000 shares, or the most recent interlisted six-month trading volume of the underlying security must have totalled at least 15,000,000 shares and the underlying security must have at least 40,000,000 shares currently outstanding;

c. 8,000 CDCC options, where either the most recent interlisted six-month trading volume of the underlying security must have totalled at least 40,000,000 shares, or the most recent interlisted six-month trading volume of the underlying security must have totalled at least 30,000,000 shares and the underlying security must have at least 120,000,000 shares currently outstanding;

on the same side of the market, relating to the same underlying interest. 

2. The Exchange may from time to time by notice change the position limits.  A change in the position limit will be effective on the date set by the Exchange and reasonable notice shall be given of each new position limit. 

a. Except as provided in clause (3) (c) below, for the purposes of this section, Calls written and Puts held are on the same side of the market and Puts written and Calls held are on the same side of the market.

b. In the event that a member has reason to believe that a position in any account in which it has an interest, or the account of any client is in excess of the applicable limit, such member shall promptly take the action necessary to bring the position into compliance with the applicable limits.

3. Conversions, Reverse Conversions, Long and Short Hedges 

a. For the purposes of this section, the following defined hedges are approved by the Exchange:

i) Conversion - where an opening long Put transaction in any option is entirely offset by an opening short Call transaction having the same expiry month and strike price in the same option class, either of which option transaction is effectively hedged by a long position in the underlying interest of the option. 

ii) Reverse Conversion - where an opening short Put transaction in any option is entirely offset by an opening long Call transaction having the same expiry month and strike price in the same option class, either of which options transaction is effectively hedged by a short position in the underlying interest of the option.

iii) Short Hedge - where an opening long Call transaction or an opening short Put transaction in any option is entirely offset by a short position in the underlying interest of the option.

iv) Long Hedge - where an opening short Call transaction or an opening long Put transaction in any option is entirely offset by a long position in the underlying interest of the option.

b. In addition to the CDCC options position limits set out in this Rule, any one account may hold an amount not (3) (a) (1) through (3) (a) (4), inclusive.

c. For all equity position limits set out in this Rule, in the case of conversion and reverse conversion positions, as defined in clauses (3) (a) (1) and (3) (a) (2), such limits shall apply as if Calls written and Puts held, or Puts written and Calls held, as the case may be, were not on the same side of the market.

I.1.06
Reports Related to Position Limits 

1. Each member shall file with the Exchange on the last business day of each week, a report in such form as the Exchange may prescribe, giving the name and address of clients who, on the last business day of the week, held aggregate long or short positions in excess of 250 CDCC options on the same side of the market in any single class. The report shall indicate for each class of CDCC options the number of CDCC options comprising each such position and, in the case of short positions, whether covered or uncovered.

2. In addition to the reports required by section (1), each member shall report promptly to the Exchange any instance in which the member has reason to believe that a client, acting alone or in concert with others, has exceeded or is attempting to exceed the position limits.

3. For the purposes of this Rule, in addition to the usual definition of the term "client" in respect of any member shall include the member, any partner, officer or director of the member, or any participant, as such, in any joint group or syndicate account with the member or with any partner, officer or director thereof. 

I.1.07
Liquidation of Positions in Excess of Limits

Whenever the Exchange shall find, on the basis of a report of an Exchange examiner or otherwise, that a person or group of persons acting in concert holds or controls, or is obligated in respect of, a position (whether long or short) in CDCC options in excess of the applicable position limit, the Exchange may order all members carrying a position in such CDCC options for such person or persons to liquidate such position as expeditiously as possible consistent with the maintenance of an orderly market.  Whenever such an order is given by the Exchange, no member shall accept any order to purchase, sell or exercise any CDCC options for the account of the person or persons named in the order, unless and until the Exchange has, by formal notice approved such person or persons for trading in CDCC options. 

I.1.08
Exercise Limits 

Except with the prior written permission of the Exchange, no member shall exercise for any account in which it has an interest and no member shall exercise for the account of any client, a long position in any CDCC option where such members or client thereof, acting alone or in concert with others, directly or indirectly, has or will have exercised within any five consecutive business days, aggregate long positions in excess of: 

1. 3,000 CDCC options, where the underlying security does not meet the requirements set out in clauses (2) or (3) hereunder, providing for higher option contract limits;

2. 5,500 CDCC options, where either the most recent interlisted six-month trading volume of the underlying security must have totalled at least 20,000,000 shares, or the most recent interlisted six-month trading volume of the underlying security must have totalled at least 15,000,000 shares and the underlying security must have at least 40,000,000 shares currently outstanding;

3. 8,000 CDCC options, where either the most recent interlisted six-month trading volume of the underlying security must have totalled at least 40,000,000 shares, or the most recent interlisted six-month trading volume of the underlying security must have totalled at least 30,000,000 shares and the underlying security must have at least 120,000,000 shares currently outstanding;

on the same side of the market, relating to the same underlying interest.

I.1.09
Designated Registered Options Principal

1. Every member who trades in CDCC options:

a. shall appoint a partner, director or officer as a designated registered options principal, and 

b. where necessary to ensure continuous supervision in options trading, may appoint one or more alternate registered options principals who must be approved by the Exchange.  The designated registered options principal shall  be responsible for establishing and maintaining procedures for and supervising  account opening and account activity.  He shall ensure that the handling of  client and proprietary business relating to options is within the bounds of  ethical conduct, consistent with just and equitable principles of trade and not detrimental to the interest of the securities industry.  He shall supervise activity  relating to options in accordance with Exchange requirements and policies.  In the absence or incapacity of the designated registered options principal, his  authority and responsibilities shall be assumed by an alternate registered  options principal (if any).

2. Client Account:  Each member shall use due diligence to learn the essential facts relative to every client who intends to deal in CDCC options, and an Options Account Application form shall be completed for each such client.  All such essential facts shall be duly recorded on an Options Account Application form designed to obtain the minimum information required on the form prescribed by the Exchange.

3. Prior to the commencement of any trading activity for an account that is intended to deal in CDCC options, it must be authorized or approved:

a. by the designated registered options principal, or

b. except in the case of discretionary and managed accounts and subject to section (4), by the branch manager of the branch office where the account is opened  and such authorization or approval shall be indicated on the Options Account  Application form.

4. In order for a branch manager to authorize or approve an options account, the branch manager shall:

a. be approved by the Exchange, and

b. have successfully completed the Branch Managers Exam including the Options section.

5. Client Transaction.  Prior to the execution of any option transaction for a client account, each member shall use due diligence:

a. to learn the essential facts relative to every order and to ensure that the acceptance thereof is within the bounds of good business practice; and

b. to ensure that recommendations made for any client account are appropriate for the client and in keeping with the client's investment objectives.

6. Written Procedures.  Each member who deals with the public in CDCC options shall have written procedures, acceptable to the Exchange, for the proper conduct of its options business.

I.1.10
Discretionary Orders

1. No investment advisor or other employee (other than a director or partner) of a member shall be permitted to handle a discretionary order for a CDCC option or to exercise any discretion in the handling of an account of a client of a member with respect to CDCC options.

2. No member shall exercise any discretionary power with respect to the account of a client with respect to trades in CDCC options unless such client has given prior written authorization and the account has been accepted in writing by the registered options principal and is to be handled by a director or partner of the member.  Every discretionary order must be identified as discretionary on the order at the time of entry.

I.1.11
Options Trading Agreement or Letter Of Undertaking
1. Each member  or Affiliate shall have and maintain, with each client trading or dealing in CDCC options, an Options Trading Agreement in writing defining the rights and obligations between them on such subjects as the member considers appropriate or which the Exchange may from time to time determine: 

2. Subject to section (3) every Options Trading Agreement between a member and a client shall define:

a. the rights of the member to exercise discretion in accepting orders;

b. the member's obligations with respect to errors and/or omissions and qualification of the time periods during which orders will be accepted for execution;

c. the method of allocation of exercise assignment notices;

d. the notice that maximum limits may be set on short positions and that during the last ten days to expiry cash only terms may be applied and in addition, that the Exchange may enact other rules affecting existing or subsequent transactions;

e. the client's obligation to instruct the member to close out contracts prior to the expiry date; 

f. the client’s obligation to comply with the applicable rule of the Exchange pertaining to CDCC options and the by-laws and rules of the Clearing Corporation;

g. the client’s obligation to comply with the applicable provisions of the rules of the Exchange respecting position limits and exercise limits adopted by the Exchange;

h. the acknowledgment by the client that he has received the current prospectus referred to in Rule I;

i. a statement of the time limit set by the member prior to which the client must submit an exercise notice;

j. any other matter which the exchange, clearing corporation or other organization on or through which an option is traded or issued may require.

3. Notwithstanding the foregoing, where the client is an acceptable institution or an acceptable counterparty, in substitution of the formal agreement as outlined in the foregoing paragraph, a member may have and maintain a letter of undertaking from the financial institution in which the institution agrees to abide by the rules of the Exchange in respect to CDCC options including the exercise and position limits and the by-laws and rules of the Clearing Corporation.

I.1.12
Transfer of Accounts

Every member shall, upon the written request of a client, co-operate in transferring the client's account to any other member who deals or trades in CDCC options and is in compliance with the Exchange rules relating to CDCC options, provided that the clients request shall include a statement by the member to whom the account is to be transferred, agreeing to accept the account.  Commissions shall not be charged for such transfers by the member from or to whom the account is being transferred.

I.1.13
Rights and Obligations of Options Holders and Writers

The rights and obligations of holders and writers of CDCC options shall be set forth in the by-laws and rules of the Clearing Corporation.

I.1.14
Allocation of Exercise Notices

Each member shall establish a fixed written procedure for the allocation of exercise notices assigned in respect of a short position in such member's client accounts.  The procedure to be adopted may be on a "first in, first out" basis, on a basis of random selection of another allocation method that is fair and equitable to the member's clients.  In each case, the method shall be approved by the Exchange and shall not thereafter be changed without Exchange approval.

I.1.15
Effect of Options and Options-related Positions on Member Firm Capital Calculations

The charges to capital with respect to options and options-related positions held by member firms, including inventory, registered traders and market-makers, shall be the same as the margin requirements for clients and non-clients, including the requirements of section I.2.00, with the following exceptions:

1. the minimum requirement, as specified in I.2.00 is not applicable;

2. in the treatment of spreads, the long position may expire before the short position;

3. for market-maker accounts in respect of short positions in CDCC options, the member firm's capital will be charged with 15% of the market price of the equivalent number of shares of the underlying interest plus 100% of the current premium of the option less any unrealized profit;

4. where a member firm inventory, registered trader or market-maker has a short CDCC Call option offset by a long position in warrants with respect to the underlying security which may be carried on margin, the member firm's capital shall be charged with the aggregate of:

a. 25% of that part of the market price of the warrant equal to the excess, if any, of the market price of the underlying stock over the subscription price provided in the warrant; plus 

b. where the expiration date of the warrant is nine months or more away, 50%, and where the expiration date of the warrant is less than nine months away, 100%, of that part of the market price of the warrant not used in the calculation in (a) above; plus

c. any amount by which the subscription price of the warrant exceeds the exercise price of the CDCC Call option, 

all multiplied by the unit of trading.

5. Where an underlying security or a listed equity security that is readily convertible or exchangeable into an underlying security is held in an options-related position, the member firm's capital shall be charged with 25% of the market value of such underlying security or such convertible or exchangeable security as may be the case.

6. Where a short position in an underlying security is offset by a long CDCC Call option on the same underlying security, the charge to member firm capital for market-maker and firm accounts shall be 100% of the market value of the long CDCC Call, plus the lower of:

a. 25% of the market value of the short security; or

b. any excess of the exercise price of the Call over the market price of the security, multiplied by the unit of trading.

7. Where the market price of the underlying security exceeds the exercise price of the Call, this difference multiplied by the unit of trading may be applied against the capital charge on the long Call, but cannot reduce the capital required on the long Call to less than zero.

8. Where the long position in an underlying security is offset by a long CDCC Put option on the same underlying security, the charge to member firm capital for market-maker and firm accounts shall be 100% of the market value of the long CDCC Put, plus the lower of:

a. 25% of the market value of the long security; or

b. any excess of the market price of the security over the exercise price of the Put, multiplied by the unit of trading. 

9. Where the exercise price of the Put exceeds the market price of the underlying security, this difference multiplied by the unit of trading may be applied against the capital charge on the long Put, but cannot reduce the capital required on the long Put to less than zero.

10. For any short position carried for client or non-client accounts where the account has not provided required margin, any shortfall will be charged against the member's capital.

11. For market-maker and firm accounts, the charge to capital for a long CDCC Call option where the premium is $1.00 or more, and which is not used to offset capital  required on any other position, shall be the market value of the Call, less 50% of the excess of the market value of the underlying security over the exercise price of the Call.

12. For market-maker and firm accounts, the charge to capital for a long CDCC Put option where the premium is $1.00 or more, and which is not used to offset capital required on any other position, shall be the market value of the Put, less 50% of the excess of the exercise price of the Put over the market value of the underlying security.

13. Where a CDCC Call option is carried short in a market-maker or firm account against an existing net long position of an equivalent number of units of the underlying security, or of a security readily convertible or exchangeable (without restrictions other than the payment of consideration and within a reasonable time) into the underlying security, the minimum capital charge shall be:

a. the capital required on the long position pursuant to Rule G based on the market price of such security; plus 

b. the amount, if any, by which the subscription or conversion price of the long security exceeds the exercise price of the short CDCC Call option, multiplied by  the unit of trading.

14. The market value of any premium credit carried on the short Call may be used to reduce the capital required on the long security but cannot reduce the capital required to less than zero.

15. Where a CDCC Put option is carried short in a market-maker or firm account against an equivalent number of units of the underlying security carried short, the short CDCC Put option shall be considered fully margined, provided that the short security position is fully margined pursuant to Rule G based on the market price of such security.  The market value of any premium credit carried on the short Put may be used to reduce the capital required on the short security, but cannot reduce the capital required to less than zero.

16. Where a short position in an underlying security which is offset by a long CDCC Call option on the same underlying security is also offset by a short CDCC Put option on the same underlying security, the charge to member firm capital on the short stock position shall be as required by Rule I provided that the exercise price to be used for the long Call cannot be less than the exercise price of the short Put.  Such requirement, whether positive or negative, must be adjusted by the net market value of the option premium positions outstanding.  No additional capital charge is required on the short Put position.

17. Where a long position in an underlying security which is offset by a long CDCC Put option on the same underlying security is also offset by a short CDCC Call option on the same underlying security, the charge to member firm capital on the long stock position shall be as required by Rule I above, provided that the exercise price to be used for the long Put cannot be greater than the exercise price of the short Call.  Such requirement, whether positive or negative, must be adjusted by the net market value of the option premium positions outstanding.  No additional capital charge is required on the short Call position.

18. Where a long call and a long put are paired, on the same underlying security, the margin required is the market value of the call option plus the market value of the put option less the higher of the following amounts:

a. the excess of the exercise price of the Put option over the exercise price of the Call option; or 

b. 50% of the total of the amount by which each option is in-the-money.

Note:
To recognize the in-the-money amount, the premium should be equal to or greater than $1.00 or 20 basis points in the case of options on treasury bills.

19. Where a long Call is paired with a short Call and with a long Put on the same underlying securities, the capital required is the market value of the long Call plus the market of the long Put less the market value of the short Call less the gain or plus the loss if both Call options were exercised.

Note:
The exercise price of the Call option to be used in determining the loss or the profit is the lower of the exercise price of the short Call or long Put option.

20. In the case of Equity or Participation Unit Options, a short stock or Participation Unit position is offset by a long Call for the same Underlying Interest, the minimum margin required shall be 100% of the acquisition cost of the long Call plus the lesser of:

a. amount of the exercise price of the long Call multiplied by the unit of trading: or

b. The margin requirement for the short position pursuant to Rule G.

I.1.16
Reports to Exchange

Each member who trades or deals in CDCC options is required to submit to the Exchange:

1. a report in a form and manner prescribed by the Exchange of all transactions by that member together with a summary of open positions showing those that are uncovered and those that are covered;

2. a report in a form and manner prescribed by the Exchange of all holdings by a client on the previous day, in aggregate long or short positions of one hundred or more CDCC options of any single class thereof.  The report shall indicate for each such class of CDCC options the number of CDCC options comprising each such position and, in the case of short positions, whether covered or uncovered.

I.1.17
Submission for Clearance

All transactions shall be submitted for clearance to the Clearing Corporation.  Clearing of transactions in underlying securities arising from exercise notices will be through the facilities of the Exchange Clearing House. 

I.1.18

A CDCC option may be accepted, traded or dealt with by a member.

I.1.19

The provisions of Rule G.3.01 apply, unless the context otherwise requires, to transactions in CDCC options. 

I.1.20

The provisions of Rule I shall apply to transactions in exchange traded options by members regardless of the options exchange or stock exchange on which they were completed.

Rule I.2.00
Trading in O.C.C. Option Contracts

I.2.01
Definitions

"Exchange contract" as defined includes an O.C.C. option. 

"O.C.C. Option" means a Call or Put option issued by the Options Clearing Corporation. 

"Registered Options Principal" means a person who is engaged in the management of a member's business pertaining to O.C.C. options who has been designated as such and who has been approved as such by the Exchange.

I.2.02
Trading in O.C.C. Options

No O.C.C. option shall be traded or dealt with in any way by a member unless:

1. one of the directors, partners or officers of the member is a registered options principal; and 

2. trading or dealing in O.C.C. options is in accordance with the rules of  the Exchange and with the rules and regulations of the options clearing corporation adopted by the Exchange; and

3. each client of the member trading or dealing in O.C.C. options has executed an options trading agreement respecting O.C.C. options containing the provisions set out in Rule I;

4. the account of each client of the member trading or dealing in O.C.C. options has been authorized by the registered options principal of that member for trading in O.C.C. options in accordance with Rule I; and

5. the member complies with the applicable provisions of the rules of the Exchange and the rules of the exchanges who are participants in O.C.C. as the case may be, respecting position limits and exercise limits adopted by the Exchange;  and

6. the member:

a. delivers to each client, prior to the first trade made by that client, a copy of the current options disclosure document filed with the applicable securities commission;

b. distributes to each client having an account approved for options transactions each new current options disclosure document filed with the applicable securities commission;

c. maintains a record available for inspection by the Exchange showing the names and addresses of all persons or companies to whom a current options disclosure document has been delivered or distributed and the date when such prospectus was delivered or distributed;

d. the term "current disclosure statement" used hereinbefore means a prospectus which meets the requirements of the applicable securities laws, 

7. each client of the member trading or dealing in O.C.C. options has agreed in writing to abide by the applicable rules of the Exchange and the rules and regulations of the options clearing corporation pertaining to O.C.C. options; and

8. each client of the member trading or dealing in O.C.C. options has agreed in writing to comply with the applicable provisions of the rules of the Exchange and the rules of the exchanges who are participants in O.C.C., as the case may be, respecting position limits and exercise limits adopted by the Exchange.

9. where a branch of a member trades in O.C.C. options, the branch manager of that branch shall be qualified, pursuant to the requirements of Rule I.2.04  to supervise O.C.C. options trading.

I.2.03
Requirements for Trading in O.C.C. Options

1. An applicant for approval as a registered options principal, alternate options principal or options supervisor must have successfully completed such course or examination as may be prescribed by the Exchange.

2. No partner, director, officer or investment advisor of a member shall solicit orders regarding, advise on trades, or deal with the public in O.C.C. options unless he:

a. has successfully completed such course or examination as may be prescribed by the Exchange; and

b. has been approved by the Exchange.

I.2.04
Relations with Clients Trading in O.C.C. Options

1. Every member who trades in O.C.C. options:

a. shall designate a partner, director or officer as a registered options principal (the “ROP”), and

b. where necessary to ensure continuous supervision in O.C.C. options trading, may appoint one or more alternate registered options principals, who must be approved by the Exchange. The registered options principal shall be responsible for establishing and maintaining procedures for a supervising account opening and account activity.  The ROP shall ensure that the handling of client business relating to such options is within the bounds of ethical conduct, consistent with just and equitable principles of trade and not detrimental to the interest of the securities industry.  The ROP shall supervise activity relating to O.C.C. options in accordance with Exchange requirements and policies.  In the absence or incapacity of the registered options principal, the ROP’s authority and responsibility shall be assumed by an alternate registered options principal (if any).

2. For each account that is intended to deal in O.C.C. options, there must be a properly completed Options Account Application form and, prior to the commencement of any trading activity for such account, it must be authorized or approved

a. by the registered options principal, or

b. except in the case of discretionary and managed accounts, and subject to subsection (4), by the branch manager of the branch office where the account is opened, and such authorization or approval shall be indicated on the Options Account Application form.

3. All procedures to carry out the provision of subsections (1) and (2) shall be in writing.

4. In order for a branch manager to authorize or approve an O.C.C. options account, the branch manager shall:

a. be approved by the Exchange; and

b. have successfully completed such course as may be prescribed from time to time by the Exchange.

I.2.05
Prohibition Against Discretionary Orders

1. No investment advisor or other employee (other than a director) of a member shall be permitted to handle a discretionary order for an O.C.C. option or exercise any discretion in the handling of an account of a client with respect to O.C.C. options of a member.

2. No member shall exercise any discretionary power with respect to the account of a client with respect to trades in O.C.C. options unless such client has given prior written authorization and the account has been accepted in writing by the registered options principal and is to be handled by a director.  Such written authorization to be reviewed annually.  Every discretionary order must be identified as discretionary on the order at the time of entry.

I.2.06
Reporting

Each member of the Exchange who trades or deals in O.C.C. options is required to submit to the Exchange:

1. a report in a form and manner prescribed by the Exchange of all transactions together with a summary of open positions showing those that are uncovered and those that are covered;

2. a report in a form and manner prescribed by the Exchange of all holdings on the previous day, in aggregate long or short positions of the minimum amount or over as specified by O.C.C. regulations in O.C.C. options of any single class thereof.  The report shall indicate for each class of option contracts the number of option contracts comprising each such position and in the case of short positions whether covered or uncovered.

I.2.07
Commissions

Commissions charged on trades in O.C.C. options shall be agreed upon between the member and client.

I.2.08
Options Trading Agreement

1. Notwithstanding existing margin agreements each member shall have and maintain with each client trading or dealing in O.C.C. options an options trading agreement in writing defining the rights and obligations between them on such subjects as may be determined from time to time by the Exchange.

2. Every options trading agreement between a member and a client shall define:

a. the terms specified in Rule F;

b. the rights of the member to exercise discretion in accepting orders; 

c. the member's obligations with respect to error and/or omissions and qualification of the time periods during which orders will be accepted for execution;

d. the method of allocation of Exercise Assignment Notices;

e. notice that maximum limits may be set on short positions and that during the last ten  days to expiry cash only terms may be applied and in addition, the Options Clearing Corporation may enact other rules affecting existing or subsequent transaction;

f. the client's obligation to instruct the member to close-out contracts prior to the expiry date; 

g. the client's obligation to comply with the applicable rules of the Exchange and the rules of the Options Clearing Corporation pertaining to O.C.C. options;

h. the clients obligation to comply with the applicable provisions of the rules of the Exchange and the rules of the exchanges who are participants in O.C.C., as the case may be, respecting position limits and exercise limits adopted by the Exchange;

i. the acknowledgment by the client that he has received the current disclosure statement.

I.2.09
Margin Requirements

The minimum amount of margin which must be obtained in margin accounts of clients having positions in O.C.C. options shall be as follows:

1. Long positions:

a. subject to section (b), all purchases of O.C.C. options shall be for cash.

b. where the underlying security in respect of a long O.C.C. Call option is the subject of a legal and binding take-over bid, the margin required on such Call option shall be the market value of the Call, less the amount by which the  amount offered exceeds the exercise price of the Call.  Where the cash take-over bid is made for less than 100% of the issued and outstanding securities, the margin requirement shall be applied pro rata on the same proportion as the offer.

2. Short positions:

a. the minimum margin on an O.C.C. equity call option carried short in any account shall be 25% of the market price of the equivalent number of shares of the underlying interest, plus 100% of the current premium of the option, reduced by any excess of the exercise price over the current market price of the underlying interest multiplied by the unit of trading.

b. the minimum margin on an O.C.C. equity put option carried short in any account shall be 25% of the market price of the equivalent number of shares of the underlying interest, plus 100% of the current premium of the option reduced by any excess of the current market price of the underlying interest over the exercise price multiplied by the unit of trading.

c. notwithstanding any other provision contained herein, the minimum amount of  margin which must be carried in an account trading in O.C.C. equity options shall be not less than 5% of the market price of the equivalent number of shares of the underlying interest, plus 100% of the current premium.

d. each O.C.C. option shall be margined separately and any difference between the market price of the underlying security and the exercise price of the option shall be considered to be of value only in providing the amount of margin requirements on that particular option.

e. where an O.C.C. Call option is carried "long" for a client's account and the account is also "short" an O.C.C. Call option expiring on or before the date of expiration of the "long" option, and written on the same number of shares of the same security, the margin required on the "short" option shall be the lower of (i) the margin required pursuant to section (2) (a) and (c); or (ii) the amount, if any, by which the exercise price of the "long" option exceeds the exercise price of the "short" option multiplied by the unit of trading.
f. where an O.C.C. Put option is carried "long" for a client's account and the account is also "short" an O.C.C. Put option expiring on or before the date of expiration of the "long" option and written on the same number of shares of the same security, the margin required on the "short" option shall be the lower of (I) the margin required pursuant to section (2) (a) and (b); or (ii) the amount, if any, by which the exercise price of the "short" option exceeds the exercise price of the "long" option.

g. where an O.C.C. Call option is carried "short" against an existing net "long" position in the underlying security or in any security exchangeable or convertible (within a reasonable time provided such time shall be prior to the expiration of the call option without restrictions other than the payment of consideration) into the underlying security under option, no margin need be required on the option provided such net "long" position is adequately margined except that where an option is carried "short" against a net "long" position in an exchangeable or convertible security, as outlined above, margin shall be required on the option equal to any amount by which the conversion price of the "long" security exceeds the exercise price of the option.  In determining net "long" and net "short" positions, offsetting "long" and "short" positions in exchangeable or convertible securities or in the same security, shall be deducted.  In computing on such an existing net stock position carried against an option, the current market price to be used shall not be greater than the exercise price.

h. where an O.C.C. Put option is carried "short" for a client's account and the account is "short" equivalent units of the underlying stock, the "short" Put option shall be considered fully margined, provided that the "short" stock position is fully margined, using the greater of market price or exercise price of the put option.

i. no margin shall be required in respect of a Call option contract carried in a short position which is covered by a "specific deposit" or "escrow deposit" evidenced by an escrow receipt and the underlying security deposited in respect of such option contract shall not be deemed to have any value for margin purposes.  A deposit of the underlying security shall be deemed a "specific deposit" or "escrow deposit" for the purposes hereof if the agreements required by the Exchange, clearing corporation or other organization on or through which the option is traded and such agreements have been executed and delivered thereunder and if a copy thereof shall be available to the Exchange on request.  The issuer of the escrow receipt covering the "specific deposit" or "escrow deposit" must be a depository or financial institution approved by the Exchange, clearing corporation or other organization on or through which the option is traded.

j. where an O.C.C. Call option is carried short for a client's account and the account is also "short" a Put option written on the same number of shares of the same security, the margin required shall be the margin on the short Call position, or the short Put position whichever is greater, increased by any unrealized loss on the position having the lower requirements.

k. no margin shall be required in respect of a Put option where the client has delivered to the member with which such position is maintained a "Bank Guarantee Letter" issued by a bank authorized to issue escrow receipts in a form satisfactory to the Exchange, which certifies that such bank holds, on deposit for the account of the client, cash in the full amount of the aggregate exercise price of such Put option contract and that such amount will be paid to the member against delivery of the underlying security covered by such Put option contract.

3. Option-related Positions

a. where a short stock position is offset by a long O.C.C. Call option for the same underlying security, the minimum margin required shall be:

b. 100% of the acquisition cost of the long Call option; plus

c. 25% of the market value of the short stock; plus

d. any excess of the exercise price of the Call over market price of the stock, multiplied by the unit of trading, up to an additional 25% of the market value of the stock.

e. where a long stock position is offset by a long O.C.C. Put option for the same underlying security, the minimum margin required shall be:

i) 100% of the acquisition cost of the long Put option; plus 

ii) 25% of the market value of the long stock; plus 

iii) any excess of the market price of the long stock over the exercise price of the long Put, multiplied by the unit of trading, up to an additional 25% of the market value of the long stock.

I.2.10
Capital Requirement with respect to O.C.C. Options and O.C.C. Option-related Positions 

For member inventory or other firm accounts, the capital charge for O.C.C. options or O.C.C. option-related positions shall be the same as set out in Rule I.1.15. 

I.2.11

1. The provisions of Rule F apply, unless the context otherwise requires, to transactions in O.C.C. options.

2. Where a client has in his account either:

a. a long and or a short Exchange traded option; or

b. a short O.C.C. option and a long Exchange traded option, and 

c. the underlying interest of the O.C.C. option and the underlying interest of the Exchange traded option are the same.  The Exchange traded option may be  considered to be an O.C.C. option for the purpose of the calculation under this  section of the margin requirements of the client's account.

3. For the purpose of the calculation of this section, both the premium and the exercise price of any O.C.C. options shall be converted into Canadian dollars.

4. The Exchange may impose from time to time special margin requirements with respect to O.C.C. options positions.
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