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CIRCULAR TO: ALL MEMBERS

No.  206/99

AVERAGE PRICING

Recent amendments to the Corporations Law Regulations (see sub-regulation 8.4.01B(5))
provide Members with the ability to offer clients average pricing.  Average pricing is the
mechanism whereby the traded price of Exchange traded futures and/or options are converted
to an average price based on the number of trades executed for a particular client within a
denominated trading period.

Section 1206(3) of the Corporations Law requires a contract note to list the contract price
relating to an acquisition or disposal of a futures contract.  Sub-regulation 8.4.01B(5)
modifies this requirement by enabling futures brokers who give a single contract note for
multiple transactions to stipulate the average contract price of the futures contracts acquired
or disposed, where prior client consent has been obtained.

As an additional protection, the sub-regulation will permit a client who has consented to the
contract price of the futures contracts acquired or disposed of being given as an average on
the contract note to require the broker to provide a document which lists the contract price of
each futures contract acquired or disposed of.

The Exchange has produced the attached Practice Note 28 which provides Members with
guidelines to outline the manner in which an average pricing facility is to be provided to
clients.

Practice Note 28 “Licensing Changes Particularly as regards Representatives” has previously
been deleted as at 13/08/90.  Please insert the attached Practice Note as new Practice Note 28.
Members with Compliance Manuals should insert the Practice Note in section 12 of their
Compliance Manuals.

All queries of a practical and operational nature should be directed to Deborah Horne,
General Manager, Compliance and Surveillance on (tel) (02) 9256 0552.

All queries of a legal nature should be addressed to Johanna Turner, Assistant General
Counsel, Legal Compliance on (tel) (02) 9256 0556.

TONY DREISE
GENERAL COUNSEL
GENERAL MANAGER LEGAL 30 JULY 1999
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PRACTICE NOTE

SUBJECT: AVERAGE PRICING

RELEVANT LAW/
BUSINESS RULE: SECTIONS 1206, 1207, 1213 CORPORATIONS LAW

REGULATION 8.4.01B
GENERAL BY-LAWS G.31 AND G.31A

ISSUED: 21 JULY 1999

PRACTICE NOTE NO: 28

___________________________________________________________________________

This practice note is designed to provide Members with best practice guidance when
providing an average pricing facility to their Clients.  Corporations Law Regulation
8.4.01B(5) (attached at Annexure “A”) provides that a contract note provided pursuant to
section 1206 of the Corporations Law may specify the average price of a series of transactions
executed by the Broker for the Client.

The purpose of this practice note it to provide Members with guidelines to outline the manner
in which an average pricing facility is to be provided to Clients.  At a more general level, the
Practice Note provides guidance to ensure that Members will act in a manner consistent with
the promotion and protection of the goodwill and public image of the Exchange.

Where Members have any doubt regarding any aspect of an average pricing facility,
they should contact the Exchange.

BENEFITS OF AVERAGE PRICING:

At an operational level, an average price calculation creates an efficient means of achieving a
more equitable distribution of trades across accounts as opposed to an arbitrary trade
allocation at various traded prices.  Average pricing facilities are typically used where an
account manager, for example, a fund manager or CTA, executes single orders representing
multiple accounts.  Where the average contract trade value is not the equivalent contract value
of the trades executed on the Floor or SYCOM, the average price calculation will result in a
cash adjustment component so that all accounts subject to an average price calculation will be
treated equally.  An average price facility will also provide Clients with a simplified contract
note, providing details of an average price as opposed to a contract note containing multiple
prices for multiple trades.

WHAT IS AVERAGE PRICING?
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Average pricing is the mechanism whereby the traded price of Exchange traded futures and/or
options are converted to an average price based on the number of trades executed for a
particular Client within a denominated trading period.  Each traded price is multiplied by the
quantity traded at that price and the sum of each of these products is then divided by the total
quantity.

The Client may then instruct the Member to allocate trades executed within the denominated
trading period to an account or across a number of accounts, using the average price of the
contracts traded.  For example, the use of average pricing ensures that a fund manager Client
can allocate contracts across various funds and ensure uniformity in calculating performance
measures.

AVERAGE PRICING - SCOPE AND APPLICATION:

A Member may only offer average pricing for futures transactions in the same commodity and
the same contract month and for option transactions in the same commodity, contract month,
put or call, and strike price.

In addition to the above, a Member may only offer an average pricing calculation to trades
relating to:

(a) a single entity where that entity receives multiple fills on an order or series of
orders throughout the same trading day; or

(b) the accounts of several Clients where the accounts are controlled by a single
fund/investment manager.

Where an order for multiple Clients of a single fund/investment manager is not filled
completely, trades would be allocated among the Clients in accordance with a pre-established
allocation program.

A Member may NOT use an average pricing facility for accounts across different Clearing
Members and brokers.

A Member may NOT use an average pricing facility where the calculation is applied to a
series of orders for unrelated Clients.

A Member may only average price trades executed on SFE.

MINIMUM REQUIREMENTS FOR AVERAGE PRICING FACILITIES

The Exchange does not offer an average pricing facility within its systems, rather a Member
may support the offer of an average pricing facility to its Clients by the use of an average
pricing system.  Thus, novation of contracts traded from the execution price to the average
price will therefore occur at the broker level rather than the SFECH level.  The SFECH will
continue to register trades at traded price and then settle the contracts to market daily.  The
Member shall process the trade data to ensure the average price is provided to the Client.

The Exchange however requires that any system developed or used by Members must meet
the following minimum requirements:
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(i) clear audit trails are established, identifying the traded price and the calculated
average price of a particular contract;

(ii) that the system is reliable to produce accurate calculations of average prices
and allocation thereof;

(iii) Exchange staff have access to the system when conducting compliance
inspections to ensure the system satisfies the requirements of this practice
note, including providing the requisite audit trail;

(iv) details of all trades novated through the system will be made available to
Clients when requested;

(v) statements are generated by the system which detail the calculation of average
pricing and itemising any cash adjustments that are made;

(vi) any cash adjustments as a result of average pricing shall always be paid to the
Client; and

(vii) details of all terms agreed between the Member and the Client as regards the
provision of an average pricing facility must be provided to the Exchange upon
request.

CASH ADJUSTMENTS

The average contract trade value must be the equivalent contract value of the trades actually
traded on the Floor or on SYCOM at original trade price.  Where the average price does not
equal the sum of the original trade price, due to rounding differences, the average pricing
facility must calculate the difference and then allocate the cash difference amongst the
relevant accounts on a pro-rata basis.  An example of the calculation of an average price and
the appropriate treatment of the resultant cash adjustment is provided as follows:
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A fund manager Client “ABC” executes 91 bought contracts at various prices over the day.

LOTS PRICE GROSS UP POINTS FULL VALUE
(Gross up Points x 25)

2 2,515.0 5,030 125,750.00
3 2,514.0 7,542 188,550.00
5 2,522.0 12,610 315,250.00

16 2,524.0 40,384 1,009,600.00
15 2,523.0 37,845 946,125.00
50 2,521.0 126,050 3,151,250.00

91 229,461 5,736,525.00

AVERAGE PRICE
(229,461 ÷ 91) =

2,521.5 5,736,412.50

DIFFERENCE (112.50)

The full value of the above contracts at execution price is $5,736,525.  These contracts are
allocated to “ABC’s” suspense/holding account.  ABC provides details to the Member
allocating the trades as follows:

Account No: No. of contracts

123 25 contracts
456 31 contracts
789 35 contracts

The Average Price Facility then creates a “contra entry” to the trade held in the
suspense/holding  account as follows  - in this example  a “cross” of 91  @ 2,521.5.

The Member allocates 91 sold contracts  @ 2521.5 to the suspense/holding account which is
matched against the bought 91 lots at the original trade price and allocates the 91 bought
contracts as instructed by ABC.  As noted above in the table, there is a resultant “loss” in the
account of $112.50.  A contra entry is required from an administrative perspective to reverse
the original Floor/SYCOM trades to then create an average price trade to allocate across
Client accounts.

ABC individual accounts are then allocated as follows:

123 bought 25 contracts @ 2521.5
456 bought 31 contracts  @ 2521.5
789 bought 35 contracts  @ 2521.5
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Given the average traded price differs from the original traded price, the following cash
adjustment is then calculated for the individual accounts:

ABC credit $112.50 [Holding/suspense account]

123 debit $30.91
456 debit $38.32
789 debit $43.27

RECORDING FOR CASH ADJUSTMENTS:

The Exchange is of the view that it is not necessary to record the cash adjustment amounts on
a daily basis with the Client, however these should be recorded on a monthly basis.  The
Member must, as a minimum, provide the Client with a monthly adjustment statement
detailing all cash adjustment calculations and post the calculated adjustment amount to the
Clients nominated account on a monthly basis.  The Member must however be able to
provide the Client with a daily cash adjustment calculation schedule should the Client require
this.

PRIOR CLIENT AUTHORISATIONS

The Corporations Regulations and the Exchange’s Business Rules require that a Member
must obtain prior Client authorisation before the Member applies an average price to a
contract note (see General By-Law G. 31A).  A pro-forma consent has been provided at
Annexure “B” for existing Clients to execute prior to the Member offering the Client an
average pricing facility.  Members may wish to amend their standard Client agreement forms
to incorporate the consent provisions to provide an average pricing facility.

Where Clients have consented to the use of the average price, contract notes generated by the
Member should contain a distinguishing mark which clearly provides the ‘contract price’ on
the contract note is the ‘average price’.  Thus, the Member must flag the contract note with a
mark or reference which identifies the average price e.g., “av.p”; “avg”; “av.”

MONTHLY STATEMENTS (SECTION 1207)

The Member must ensure that cash adjustments calculated during  the month are represented
in the Client’s monthly statement.  As noted previously, Members are only required to make a
single posting to the nominated Client account for cash adjustments but may do so more
frequently if instructed by the Client.  The Member must be able to provide the Client with
back up records showing how the final monthly cash adjustment figure was calculated.  The
Exchange may also request copies of these back up records when conducting compliance
inspections.
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STATUTORY RECORDING OBLIGATIONS

Subsection 1213(1) of the Corporations Law requires that a futures broker shall keep such
accounting records as correctly record and explain the transactions and financial position of
the business of dealing in futures contracts carried on by the broker.  Where the business of
dealing in futures contracts includes an average pricing facility, the broker will be required to
retain records relating to the facility, including records showing relevant calculations for a
period of not less than 7 years. Such records must also be made available upon request to the
Exchange’s Compliance and Surveillance Department.  Exchange Articles 3.6(3)(j)(iii) and
4.6(4)(g)(ii) reflect the requirements of the Corporations Law.

ADMINISTRATION OF TRADE AND ALLOCATIONS, CORRECTIONS PLUS POSITIONS
TRANSFERS

It is also expected that Members should minimise the chances of error by not carrying out an
averaging conversion unless confirmed trades have been reconciled with the Clients
confirmation/trade file and a match is established.

When correction of a trade or allocation error is necessary in respect of contracts which have
already been averaged, Members must ensure that a clear audit trail of the error correction is
established and retained on file. Details of error correction must be provided to Clients on
request.

The precise method by which errors are corrected will be left to the discretion of the Member
(following agreement with the Client where appropriate) provided that the methodology is
compliant with Exchange and Clearing Rules.

It should be borne in mind that the methodology chosen may impact on whether transfers
between clearing accounts to convert errors occur at the original traded price or at daily
settlement price. Where transfers occur at settlement price cash adjustments between clearing
accounts or between Clearing Members may be necessary.  The method of transfer will
require agreement between the two Clearing Members involved, one of which may not be
associated with the average pricing requirement or in some cases the underlying Client.

Alternatives for correction of errors include:

1. The original averaging transaction involving incorrect contracts may be unwound.  A
new average calculation involving corrected contracts will be calculated and contracts
at the correct average opened in the Clients account (and the suspense/holding
account).

Should this methodology be chosen any transfers between clearing accounts to correct
errors could occur at the traded price in the normal manner.

2. Where the executing broker wishes to provide a different allocation of executed trades
but the Clearing Member or Client does not wish to unwind the original average, a
transfer at settlement price between brokers with a cash adjustment to traded price
could occur. Such cash adjustment will then be allocated amongst relevant Client
accounts on a pro rata basis.
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3. Day 2 chit corrections/amendment without unwinding the initial averaging. The
executing broker may send trades at traded price and a cash adjustment if necessary.
Such cash adjustment should be posted across the accounts involved in the original
average price deal.

Position Transfer

Where a Client wishes to transfer contracts between Clearing Members and no error has been
involved then such contracts may only be transferred between clearing accounts at the
settlement price. In this case a cash adjustment to the average price of the contracts may be
effected between clearing accounts.

Note: The above information is for the guidance of Members and does not purport to be
legal advice.  The note should be read in conjunction with the legislation and any ASC
practice notes.  Where appropriate, legal or other professional advice should be
sought.
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ANNEXURE “A”
JFT90616.01O\dym

Part 8.4 CONDUCT OF FUTURES BUSINESS

Exemption from certain requirements in relation to contract notes

8.4.01B

(1) In this regulation:

“order” means an instruction, or a series of instructions, to acquire or dispose of a
futures contract.

(2) Section 1206 of the Corporations Law has effect in relation to a futures broker to the
extent that the requirements of the section are subject to this regulation.

(3) Sending a contract note electronically The requirement of subsection 1206(1) of the
Corporations Law that, in respect of a transaction, being the acquisition or disposal of
a futures contract, a futures broker give, as soon as practicable, a contract note that
complies with subsection 1206(3), (4) or (5) of the Law to the person on whose behalf
the broker entered into the transaction (the client) is satisfied if, in respect of the
transaction, the following conditions are satisfied:

(a) the client has given to the broker prior authorisation to send any contract note
electronically to the client in relation to that transaction or all transactions (or
all transactions included in a class in which that transaction is included)
entered into on behalf of the client by the broker; and

(b) the broker sends the contract note electronically to the client in accordance
with the authorisation.

(4) Giving a single contract note for multiple transactions The requirement of
subsection 1206(1) of the Corporations Law that, in respect of a transaction, being the
acquisition or disposal of a futures contract, a futures broker give, as soon as
practicable, a contract note that complies with subsection 1206(3) of the Law to the
person on whose behalf the broker entered into the transaction (the client) is satisfied
if, in respect of the transaction, the following conditions are satisfied:

(a) the broker is a member of a futures exchange;

(b) the transaction takes place in accordance with the business rules of the futures
exchange;

(c) the transaction forms part of a series of transactions made to complete an order
placed with a broker;

(d) the client has given to the broker, in relation to that order or all orders (or all
orders included in a class in which that order is included) placed with a broker
by the client, prior authorisation to give to the client a single contract note in
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respect of a series of transactions carried out under the order instead of an
individual contract note in respect of each transaction in the series;

(e) the broker gives to the client a single contract note in respect of a series of
transactions in which the transaction is included that:

(i) is in accordance with the authorisation; and

(ii) subject to subregulation (5), complies with subsection 1206(3) of the
Law;

(f) the contract note is given:

(i) before the end of the business day on which that series of transactions
was carried out; or

(ii) otherwise as permitted by the business rules of the futures exchange.

(5) Price averaging The requirement of subparagraph 1206(3)(d)(i) and sub-
subparagraph 1206(3)(d)(ii)(B) of the Corporations Law that a contract note in respect
of a transaction, being the acquisition or disposal of a futures contract, given to a
person (the client) by a futures broker include a statement of the contract price is
satisfied if the following conditions are satisfied:

(a) the broker is a member of a futures exchange;

(b) the transaction takes place in accordance with the business rules of the futures
exchange;

(c) the transaction forms part of a series of transactions made to complete an order
placed with a broker;

(d) the client has, in accordance with the business rules of the futures exchange,
given to the broker, in relation to that order or all orders (or all orders included
in a class in which that order is included) placed with a broker by the client,
prior authorisation to give to the client a single contract note in respect of the
series of transactions that specifies the average contract price of the futures
contracts acquired or disposed of in the series of transactions, instead of an
individual contract note in respect of each transaction in the series that
specifies the contract price of the futures contract acquired or disposed of in
the transaction to which each contract note relates;

(e) the broker gives the contract note to the client in accordance with the
authorisation;

(f) unless otherwise provided by the business rules of the futures exchange, the
broker, if requested to do so by the client, gives to the client a document that
includes a statement of the contract price of each futures contract acquired or
disposed of in each transaction in the series.
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(6) Authorisations For this regulation, an authorisation given by a person to a broker:

(a) must be given orally, or in writing, by the person; and

(b) is effective until it is revoked, either orally or in writing, by the person.

(7) If a person gives an oral authorisation to a broker, or revokes an authorisation orally,
the broker must:

(a) make a written record of the authorisation or revocation; and

(b) send a copy of the written record to the person.

[reg 8.4.01B insrt SR 38 of 1999 Sch 1 item 3, effective 18 March 1999]
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8.4.03B 

(1) Subsection 1207(1) of the Corporations Law has effect in relation to a futures broker
to the extent that the requirement of that subsection that the broker send a monthly
statement to a client of the broker is satisfied if:

(a) the client has given to the broker a prior authorisation to send any monthly
statement to the client electronically; and

(b) subject to regulation 8.4.03A, the broker sends the monthly statement to the
client electronically within the time specified in section 1207.

(2) For this regulation, an authorisation given to a broker by a client of the broker:

(a) must be given orally, or in writing, by the client; and

(b) is effective until it is revoked, either orally or in writing, by the client.

(3) If a client of a broker gives an oral authorisation to the broker, or revokes an
authorisation orally, the broker must:

(a) make a written record of the authorisation or revocation; and

(b) send a copy of the written record to the client.

[reg 8.4.03B insrt SR 38 of 1999 Sch 1 item 4, effective 18 March 1999]
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ANNEXURE “B”
[PRO-FORMA]

CLIENT CONSENT AUTHORISING
PROVISION OF ELECTRONIC CONTRACT NOTES AND MONTHLY

STATEMENTS AND AVERAGING PRICING

[Name of Client] (“the Client”) hereby authorises [name of Member] (“the Member”) to:

(i) send contract notes in relation to any transactions entered into on behalf of the Client
by the Member and monthly statements electronically to the Client; and

 
(ii) give to the Client a single contract note in respect of a series of transactions carried

out under orders placed with the Member by the Client; and
 
(iii) give to the Client a single contract note in respect of a series of transactions made to

complete an order placed with the Member, that subject to the terms specified below,
and as may be amended from time to time, specifies the average contract price.

Unless otherwise agreed between the Member and the Client, the Client waives its right to
receive individual contract notes in respect of each transaction in the series that specifies the
contract price of the futures contract acquired or disposed of in the transaction to which each
contract note relates.

_______________________________ _________________________________
Client (Authorised Signatory) Member (Authorised Signatory)

________________________________ _________________________________
Name in full Name in full

________________________________ _________________________________
Date Date

TERMS RELATING TO THE PROVISION OF AN AVERAGE PRICING
FACILITY:

(1) Contracts/classes of contracts to be average priced (provide details):

(2) Floor and/or SYCOM markets (please specify):

(3) Member shall provide Client with a daily/monthly cash adjustment calculation (delete
whichever is inapplicable):

(4) The Client has been provided a copy of the Exchange’s Practice Note regarding
Average Pricing and any other documentation relating to the facility provided by the
Member.

(5) Please specify any additional terms that relate to the provision of an average pricing
facility here.


