DRAFT CHAPTER 11 (AS AT 31 MAY 2004)

Annexure A

CHAPTER 11
ELECTRONIC TRADING
1101. DEFINITIONS AND INTERPRETATION
(2) For the purposes of this chapter and unless the context otherwise
requires:-

(@)

(b)

()

(d)

(d)

()

(f)

“Approved OMS”

“Approved Contract”

“Approved Foreign
Market”

“Corporate Direct
Access Member”

“OMS”

“‘SGX QUEST”

“Terminal Operator”

means an OMS approved by the
Exchange for connection to SGX
QUEST;

means a Contract approved by the
Exchange for trading on SGX
QUEST or an Approved Foreign
Market;

means an electronic trading system
established or operated by a foreign
exchange that is accessible through
SGX QUEST;

means a Corporate Non-Clearing
Member, a Commercial Associate
Member — Proprietary Trading or an
SGX ETS Associate Member whose
pre-execution credit controls have
been removed by its qualifying
Clearing Member;

means an order-management
system or other device through which
orders for Approved Contracts may
be transmitted to SGX QUEST;

means the electronic trading system
established or operated by the
Exchange;

means:-
() an Individual Non-Clearing
Member; or

(i) a person who is employed by
or acts for or by arrangement
with a Member,

who is registered with the Exchange
to operate terminals for trading in
Approved Contracts.

(2) Chapter 5 of the Rules does not apply except for Rule 507.
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®3)

1102.

1102.1
@)
)

1102.2

)

()

©)

4)

1102.3

)

All references to “SGX-ETS” and “ETS” in the Circulars previously
issued by the Exchange will now mean “SGX QUEST".

TRADING ACCESS

Means of Access
A Member must use an Approved OMS to access SGX QUEST.

A Member must comply with all procedures and requirements
specified by the Exchange to connect the Approved OMS to SGX
QUEST.

Please refer to Practice Note 1102.1.

Terminal Operators

To be eligible for registration as a Terminal Operator, an applicant
must:-

(a) not be less than twenty one years of age;

(b) be of good character and not have been convicted of any
offence involving fraud or dishonesty;

(c) not be an undischarged bankrupt in Singapore or in any other
foreign jurisdiction; and

(d) be sponsored by a Clearing Member, Corporate Non-Clearing
Member, Commercial Associate Member or SGX ETS
Associate Member. Rule 1102.2(1)(d) does not apply to an
Individual Non-Clearing Member.

To become a Terminal Operator, an applicant must apply to the
Exchange in the form the Exchange prescribes.

The Exchange may, in its absolute discretion, approve or reject an
application to be a Terminal Operator, or revoke the registration of a
Terminal Operator. The Exchange is not obliged to give any reasons.

Upon registration of an applicant as a Terminal Operator, the Terminal
Operator is deemed to have agreed to be bound by the Rules and any
Directive of the Exchange.

Revocation of Access
The Exchange may, in its absolute discretion, revoke a Member’s, a
Terminal Operator’s or any customer’s access to SGX QUEST or an

Approved Foreign Market. The Exchange is not obliged to give any
reasons.
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()

1108.

1103.1

1104.

1104.1

1104.2

1104.3

A Member whose access to SGX QUEST or an Approved Foreign
Market has been revoked must continue to comply with the relevant
Rules and any Directives.

QUALIFICATION BY A CLEARING MEMBER
A Member except a Clearing Member must:-

(a) not execute an Approved Contract unless that Member is
gualified by a Clearing Member under Rule 507; and

(b) use the same qualifying Clearing Member to qualify their
trades done on the Trading Floor and on SGX QUEST.

DUTIES OF MEMBERS

A Member must comply with the Rules, Directives and all procedures

and requirements specified by the Exchange for access to SGX

QUEST.

A Member (except an Individual Non-Clearing Member) must:-

(@) register its Terminal Operators with the Exchange;

(b) ensure that its Terminal Operators are duly licensed under the
law to trade in Approved Contracts, where applicable;

(© ensure that its Terminal Operators do not trade in Approved
Contracts for any other Member without its consent;

(d) supervise its Terminal Operators in all their activities relating to
transactions entered on SGX QUEST;

(e) train its Terminal Operators to be familiar with:-
(i) the Rules and Directives,

(i) proper use of SGX QUEST or an Approved Foreign
Market, and

(i) proper use of the Approved OMS;

Q) ensure that its Terminal Operators comply with the
requirements of the Rules and the Directives; and

(9) ensure that on-line customers are provided with adequate
information, guidance and training.

Please refer to Practice Note 1104.2.

An Individual Non-Clearing Member must:-
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1104.4

1104.5

1104.6

)

()

1104.7

1104.8

(a) register with the Exchange before trading in Approved
Contracts as a Terminal Operator;

(b) undergo training to be familiar with:-
(i) the Rules and the Directives,

(i) proper use of SGX QUEST or an Approved Foreign
Market, and

(i) proper use of the Approved OMS; and
(c) comply with the Rules and Directives.

A Member (except an Individual Non-Clearing Member) is responsible
to the Exchange for:-

(a) all trades done on its behalf or through it;
(b) any liability to the Exchange of its Terminal Operators; and
(c) the acts and omissions of its Terminal Operators.

An Individual Non-Clearing Member is responsible to the Exchange
for:-

(a) any liability to the Exchange incurred by that Member; and

(b) any of that Member’s acts or omissions.

Security

A Member must comply with all information technology security
requirements the Exchange may specify.

A Member must issue unique identification tags and passwords to all
persons who have access to SGX QUEST through that Member. The
Member must have security arrangements to ensure unauthorised
persons cannot access SGX QUEST.

Audit Trail Compliance

If asked, a Member must produce to the Exchange a complete audit
trail of transactions, from the receipt of an order to its settlement.

Please refer to Directive 1.

Storage and Audit Trail

A Member must ensure that data and records are:-
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1104.9

1104.10

)

(@)

(b)
(©)

made and kept in a way that is easily retrievable by authorised
personnel, and cannot be tampered with;

kept for at least the minimum period required by law; and

given to the Exchange in a timely manner when requested.

Please refer to Directive 2.

Credit Controls

A Member must have proper credit controls to manage its or his or her
risks. The Member must:-

@

(b)

(€)

(d)

ensure that there is strict separation between the credit control
function, and the trading, dealing and marketing functions;

impose suitable credit limits on customers. Credit limits must
be decided independent of the trading, dealing or marketing
functions. A senior management officer of the Member who is
independent of the trading, dealing and marketing functions
and is not related to the customer in question must authorise
any variation of such credit limits;

unless exempted by the Exchange, have proper systems and
control procedures to perform automatic pre-execution checks
on all customer orders to ensure customers do not trade
beyond the credit limits imposed; and

have proper post trade risk management monitoring systems
and control procedures to monitor the risk exposures of the
customer’s trades.

Please refer to Directive 3.

Exemption to comply with Pre-Execution Credit Controls

A Clearing Member may apply to the Exchange to remove the
automated pre-execution credit controls on its customer orders
provided the following requirements are met:-

(@)
(b)

(€)

the customer is a Corporate Direct Access Member;

the Corporate Direct Access Member has a minimum Base
Capital of S$5 million at all times;

the Clearing Member has a parent group net worth of at least

US$10 hillion and is related to a banking group that has a
banking establishment in Singapore;

Page 5 of 30



DRAFT CHAPTER 11 (AS AT 31 MAY 2004) Annexure A

)

©)

11065.

1105.1

(1)

(d) the ultimate holding company of the Clearing Member issues a
letter of undertaking to the Clearing House if it has not issued
one to the Authority;

(e) the Clearing Member must appoint an external auditor to
confirm in writing at the point of application, and on an annual
basis to the Exchange that the external auditor is satisfied

that:-

(i)

(ii)

(i)

(iv)

v)

the Corporate Direct Access Member has proper
systems and control procedures to perform automatic
pre-execution checks on its customer orders to prevent
overtrading;

the Clearing Member has bank credit facilities no less
than 2 times the aggregate credit limits granted to its
Corporate Direct Access Member(s);

the Clearing Member has proper post trade monitoring
systems and control procedures to:

(aa) conduct real-time checks for overtrading
immediately upon trade execution, and

(bb)  monitor risk exposures of the customers’ trades;

the Clearing Member is able to immediately reinstate
automatic pre-execution credit controls on the
Corporate Direct Access Member; and

the Clearing Member has proper procedures to ensure
the Corporate Direct Access Member’s access to SGX
QUEST can be immediately revoked, if required; and

() if directed by the Exchange, the Clearing Member will establish
or reinstate automatic pre-execution credit controls before it
allows the Corporate Direct Access Member to trade.

The Exchange reserves the right to review current or impose
additional requirements if it is not satisfied with the internal controls
and risk management systems of the Clearing Member or the
Corporate Direct Access Member.

If overtrading by the Corporate Direct Access Member occurs, the
Clearing Member must immediately inform the Exchange and if asked,
arrange to terminate the connectivity to SGX QUEST so as to prevent
further trade execution by the Corporate Direct Access Member.

SGX QUEST TRADING

Trading

The trading hours of SGX QUEST are as published by the Exchange.
The Exchange may vary the trading hours.
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)

©)

4)

®)

1105.2

(1)

()

(3)

1105.3

(1)

The Exchange may determine for an Approved Contract:-

(@) the trading hours;

(b) the opening and closing routines;

(c) the closing range;

(d) the Settlement Price;

(e) the trading algorithm; and

) the price limits.

Please refer to Practice Note 1105.1.

Orders may be entered into SGX QUEST only in the form, and during
the times the Exchange prescribes. A Member must be able to control
access to SGX QUEST or an Approved Foreign Market.

A Member is responsible for the accuracy of all orders entered into
SGX QUEST or an Approved Foreign Market by that Member, that
Member’'s Terminal Operators and that Member’s customers.
Members must ensure that their Approved OMS has error-prevention
alerts so that when their Terminal Operators or customers enter
orders, their Terminal Operators or customers are alerted to possible
erroneous entries of quantity, price and other data fields.

Please refer to Directive 4.

Spread Transactions

Spread transactions may only be done in accordance with the
procedures published by the Exchange.

Please refer to Practice Note 1105.1.

Unless otherwise specified by the Exchange, spread transactions do
not set-off stops in any Approved Contract except for spread stops.

Members must not combine outright orders from different principals to
fill the orders by spread trading.
Error Trades

The Exchange may cancel an error trade in any of the following
circumstances:-

(@) a Member has traded against itself or himself;
(b) an error trade falls outside the “no bust” range;

(c) the trade may cause undue financial burden to any Member; or
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)

®3)

(4)

(5)

(6)

1106.

1106.1

1106.2

1)

&)

(d) in the Exchange’s opinion, it is desirable to cancel the trade to
protect the financial integrity, reputation or interests of the
Markets established or operated by the Exchange.

Please refer to Practice Note 1105.3.

Members who want to request for a trade cancellation must report the
error trade to the Exchange immediately upon discovery.

Members:-

(@) must promptly take all necessary mitigating actions to protect
their own and their counter-parties’ interests that may be
affected; and

(b) will be liable for any direct (but not consequential) losses that
the counter-party Member may suffer as a result of the
cancellation of the error trade.

It is a major offence for a Member or a Terminal Operator to cause an
error trade.

The cancellation of a trade by the Exchange does not affect the
Exchange’s right to take any disciplinary action against the Member or
the Terminal Operator who caused the error trade.

The Exchange may charge a fee for every request received to cancel
a trade.

Please refer to Directive 5.

TRADING PRACTICES AND CONDUCT

A breach of any rule in Rule 1106 except for Rules 1106.8 and
1106.13 is a major offence.

Acting as buyer and seller in the same transaction

A Member must not act as both buyer and seller in the same
transaction except:-

(@) if it is a transfer of Spot for futures; or

(b) if it is a Negotiated Large Trade; or

(c) when permitted under the Rules.

This Rule does not apply if the Member or the Terminal Operator
establishes to the Exchange that the purpose for the order(s) was not

to create a false market.

Please refer to Practice Note 1106.
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1106.3

1106.4

1106.5

1106.6

1106.7

Withholding orders prohibited

A Member or a Terminal Operator must not withhold or withdraw from
SGX QUEST any order or any part of an order for that Member’s or
that Terminal Operator's benefit or for the convenience of any other
person. This Rule does not apply if the Member or the Terminal
Operator withholds or withdraws such order or any part of such order
for the benefit of the customer.

Priority of Customers’ Orders

A Member or a Terminal Operator must not buy or sell an Approved
Contract for that Member’'s own account or for an account in which
that Member has an interest if that Member or that Terminal Operator
has in hand orders to do the same at the market price or at the same
price. However, this Rule does not apply if that Member or that
Terminal Operator does not know or have access to the customer’s
order flow information while trading for that Member’s own account or
for an account in which that Member has an interest.

Please refer to Practice Note 1106.

Trading Against Customers’ Orders Prohibited

A Member or a Terminal Operator must not knowingly enter into a
transaction on behalf of a customer in which that Member assumes
the other side for that Member’s account or for the account of an entity
of which that Member is an officer, unless that Member has the
customer® prior written consent. This Rule does not apply if the
Member or the Terminal Operator has first entered the customer order
into the SGX QUEST and waited at least 10 seconds before entering
an opposite order.

Disclosing Orders Prohibited

A Member or a Terminal Operator must not disclose an order to any
person except:-

(a) to an officer of the Exchange;

(b) between Terminal Operators of the same employer Member;
or

(c) to that Member’s qualifying Clearing Member.
Buying and selling for same principals at the same time and price

prohibited
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(1)

()

1106.8

)

()

1106.9

1106.10

1106.11

1)

A Member or a Terminal Operator must not accept buying and selling
orders at the same time and price from a customer for:-

(@) the same Contract Month of the same Approved Contract; or

(b) in the case of Options, a Put or Call Option with the same
Class of Options, the same Strike Price and Expiration Month.

The Exchange may set out the situations that it considers not to be a
breach of Rule 1106.7(1).

Please refer to Practice Note 1106.

Cross Trades - Buy and sell orders for different customers at the
same time and price

A Member or a Terminal Operator who receives buy and sell orders
for different customers at the same time and price for the same
Contract Month of the same Approved Contract, must first expose the
leg which is the better bid or offer than the prevailing bid or offer in
SGX QUEST.

If there is no prevailing bid (offer), the Member or the Terminal
Operator must first expose the leg which has the better price than the
last traded price, or if there is no last traded price, the last Settlement
Price.

Please refer to Practice Note 1106.

Pre-arranged trades prohibited

A Member or a Terminal Operator must not make any purchase or
sale which has been pre-arranged except for a transfer of Spot for
futures or a Negotiated Large Trade. This Rule does not apply if a
Member, Terminal Operator or customer requests a quote from a
market maker approved by the Exchange.

Overtrading

An Individual Non-Clearing Member or a Corporate Direct Access
Member (where pre-execution controls have been removed) must not
execute any trade beyond any limits (including position and
speculative limits) imposed by that Member's qualifying Clearing
Member, the Exchange or the Authority. Every trade in breach of this
rule is a separate offence. Rule 422 applies to these Members.

Manipulation of Market and False Trading

A Member or a Terminal Operator must not engage in, or knowingly
act with any other person in, any act or practice that will or is likely to:-
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)

®3)

4)

®)

1106.12

(1)

)

(a) create a false or misleading appearance of active trading in
any Approved Contract, or

(b) lead to a false market in respect of any Approved Contract.
For avoidance of doubt, a false market includes a market in
which:-

0] information is false, exaggerated or tendentious;

(i) contrived factors are in evidence, such as buyers and
sellers acting in collaboration to bring about artificial
market prices; or

(iii) manipulative or fictitious orders, transactions or other
devices have been employed.

A Member or a Terminal Operator must not knowingly execute, or hold
itself or himself or herself out as having executed an order for the
purchase or sale of an Approved Contract, without having effected a
bona fide purchase or sale of the Approved Contract in accordance
with the Rules.

A Member or a Terminal Operator must not:-
(@) manipulate or attempt to manipulate the price of an Approved
Contract or of any commodity which is the subject of such

Approved Contract; or

(b) corner, or attempt to corner, any commodity which is the
subject of an Approved Contract.

A Member or a Terminal Operator must not disseminate information
that is false or misleading if the Member or Terminal Operator:-

(a) knows or ought reasonably to know that the information was
false or misleading; or

(b) is reckless about the truth of the information.

A Member or a Terminal Operator must immediately inform the
Exchange if it or he or she reasonably suspects or knows of, any
attempted market manipulation or creation of a false market.

Record of Orders

If a Member or a Terminal Operator does not enter a customer order
immediately into SGX QUEST, that Member or that Terminal Operator
must record the customer order onto an order form.

The order form must indicate:-

(a) the customer’s designation which must readily identify the
account for which the order was given;
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©)

1106.13

1107.

)

)

©)

1108.

(b) the date of the customer’s order;

(c) the Approved Contract for which the order was given;

(d) the Contract Month of that Approved Contract;

(e) the quantity of that Approved Contract;

) the order type;

(9) the price (if any) to buy or sell that Approved Contract; and

(h) in the case of Options, the class of Options and the Strike
Price.

The order form must be dated and time-stamped upon receipt of the
order. Until the order is entered into SGX QUEST, the order form
must also be time-stamped upon any amendment or cancellation of
that order.

Miscellaneous

A Member or a Terminal Operator must not knowingly take advantage
of a situation arising from:-

(a) a breakdown or malfunction in any of the Exchange’s
procedures or systems; or

(b) error entries made by the Exchange on SGX QUEST.

FOREIGN CROSS-EXCHANGE TRADING

The Exchange may provide cross-exchange access facilities to
Members to execute trades in Approved Contracts listed on an
Approved Foreign Market.

A Member must obtain the prior approval of the Exchange to use an
Approved OMS, a terminal or electronic device located at the
Exchange’s trading premises to access an Approved Foreign Market.

A Member must comply with all cross-exchange rules applicable to the
Approved Foreign Market, and such conditions as the Exchange
specifies.

EMERGENCIES

If the Exchange determines that an emergency exists which may, in its
opinion, adversely affect SGX QUEST, an Approved OMS or the
efficiency and integrity of any market provided by the Exchange, the
Exchange may take any action it considers necessary, including
suspension of trading.
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1109.

1110.

(1)

)

WAIVER OF RULES

The Exchange may waive a Rule or a Directive (or part of a Rule or a
Directive) to suit the circumstances of a particular case, unless the
Rule or the Directive specifies that the Exchange will not waive it. The
Exchange may grant a waiver subject to such conditions as it
considers appropriate. A waiver is only effective if the conditions are
satisfied. If a waiver is granted, the Exchange will notify all Members
of the waiver as soon as practicable.

PRACTICE NOTES AND DIRECTIVES
The Exchange may, from time to time, issue Practice Notes to provide
guidance on the interpretation and application of any Rule. A Practice

Note does not bind the Exchange in the application of a rule.

The Exchange may, from time to time issue Directives. A Directive is
binding upon Members.

(End of Chapter 11)
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Practice Note 1102.1

TRADING ACCESS

Issue date

Cross Reference

Enquiries

XXX

Rule 1102.1(2)

Please contact:-

Risk Management and Regulation Group:-
XXX

Products & Services Group:-

XXX

1. Rule 1102.1(2) requires a Member to comply with all procedures and
requirements specified by the Exchange to connect that Member’'s Approved
OMS to SGX QUEST.

2. The Exchange will issue trading permits for a fee to Members who wish to
have trading access to SGX QUEST. Please refer to the following Circulars

on the details of the trading rights:

(a)
(b)
(c)
(d)
(e)
(f)
(9)

Circular DT/AM 29 of 2000;
Circular DT/AM 31 of 2000;

Circular DT/AM 109 of 2001;
Circular DT/AM 178 of 2001;
Circular DT/AM 238 of 2001;
Circular DT/AM 23 of 2002; and

Circular DT/AM 41 of 2003.
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Practice Note 1104.2

CUSTOMER EDUCATION

Issue date Cross Reference | Enquiries

XXX Rule 1104.2(g) Please contact Risk Management and
Regulation Group:-
XXX
XXX

1. Rule 1104.2(g) requires a Member to ensure that on-line customers are

provided with adequate information, guidance and training.

2. As Members are responsible for all orders entered through their Approved
OMS including orders entered by their on-line customers, they should ensure
that on-line customers are provided with adequate information, guidance and
training in the following areas:-

2.1

2.2

2.3

2.4

Potential limitations and risks of on-line trading. This includes the
possibility of:-

(@)

(b)

(€)

delays in order transmission and confirmation of order
execution, what to do in the event of delays or outages;

not being able to withdraw erroneous orders in time due to the
speed of electronic trading; and

unauthorised access and the preventive security measures
(e.g. significance of password and how to protect it, the
dangers of leaving on-line screen unattended, etc.).

Prohibited trading practices. This refers to trade practices which are
prohibited under SGX-DT Rules, SFA, SFR or other Singapore laws.

System functionalities and order management procedures. This
includes:-

(@)
(b)
(€)

(d)

system access requirements;
how to place/ modify/ withdraw orders;

types of trading controls (e.g. types of error-prevention alerts
and how to interpret system alerts); and

types of credit controls (e.g. types of trading limits and how the
trading limits are computed).

Contract specifications. This includes contract size, ticker symbol,
contract months, minimum price fluctuation, and settlement basis.

Page 15 of 30




DRAFT CHAPTER 11 (AS AT 31 MAY 2004) Annexure A

Directive 1

AUDIT TRAIL COMPLIANCE

Issue date Cross Reference | Enquiries

XXX Rule 1104.7 Please contact Risk Management and
Regulation Group:-
XXX
XXX

1 Rule 1104.7 requires a Member to produce to the Exchange, if asked, a

complete audit trail of transactions, from the receipt of an order to its
settlement. For the purpose of Rule 1104.7 and this Directive, a Clearing
Member’s customers include those Members that it qualifies.

2. For a complete audit trail of transactions, the Member must ensure that the
following records are captured:-

2.1 Record of all fields relating to order entry (details of an order)

Order date — date order is entered into the Member’s Approved OMS
Trade date — date order is executed in SGX QUEST

Commaodity

Commaodity month

Commodity year
Call/put

Strike price

Traded premium

© o N~ w NP

Original quantity — original order size

H
o

Transmitted quantity — actual size transmitted to SGX QUEST or an
Approved Foreign Market

11. | Traded quantity — actual size of order filled

12. | Original order price — price at which order is to be executed

13. | Original trigger price (for stop orders)

14. | Traded price — actual price at which order is executed

15. | Trade type (e.g. outright order, spread order)

16. | Trader/User id — unique identifier for each user of the Member’'s
Approved OMS. In the case of paragraph 2.6, Member should be
able to identify where the order is coming from.

17. | Order number — unique number assigned to each order sequentially

18. | Clearing firm code

19. | Account number
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20. | Activity code to represent original order, amended, filled, unfilled,
withdrawn or cancelled, rejected, re-routed for review etc.

21. | Order type (e.g. Market Order, Limit Order, Stop Order)

22. | Combined order type (e.g. Market-If-Touched order, Market-On-Close
order, One—Cancels-the-Other Order)

23. | Order qualifier (e.g. day order, Fill or Kill, Good-Till-Cancelled, good-
till-date, good-till-session)

24. | Buy/Sell

25. | Time of entry through all processors in the Member’'s Approved OMS
(e.g. time order entered into the Member’'s Approved OMS, time order
reached the Member’s network, time order released to SGX QUEST,
time order reached SGX QUEST)

26. | Time of execution

27. | Origin (customer or house)

28. | Change timestamp — timestamp generated anytime a change is made
on a filled trade event (e.g. time when the account number, price or
quantity of a filled trade is changed)

2.2 Record of amendment of orders

1. | Details of the change that is made (the new amended order should be
easily traced to the original order)

Time of amendment

3. | User id of the operator who enters the original order into the
Member’s Approved OMS

4. | User id of the operator who amends the order (if the order is
amended by another user)

2.3 Record of withdrawal of orders

1. Details of the order

Time of withdrawal

3. | User id of the operator who enters the original order into the
Member’s Approved OMS

4. | User id of the operator who withdraws the order (if the order is
withdrawn by another user)

2.4 Record of orders rejected

1. Details of the order

2. | Time order rejected by the Member’'s Approved OMS
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Time order was rejected by SGX QUEST

Reasons for the rejection of order

2.5 Record of orders entered into the local order pad of the Member's Approved

OMS (where orders that are not released to SGX QUEST are stored)

1.

Details of the order (as described in paragraph 2.1, wherever
applicable)

Time order was entered into, amended and/or withdrawn from the
local order pad

Time order was released to SGX QUEST

Time order in the queue was moved back to the local order pad

2.6 Record of customer orders deferred/re-routed to the Member (if the Member’s

Approved OMS allows interception of customer orders before releasing the
orders to SGX QUEST)

1.

Details of the order (as described in paragraph 2.1, wherever
applicable)

Time order was intercepted by the Member

Time and details of any subsequent amendment/withdrawal of the
intercepted order

Time order was released to SGX QUEST

User id of the Member's employee who handles the intercepted order

2.7 Record of times required under requlation and order-related times

All times captured should be to the highest level of precision
achievable by the operating system and such times must be accurate
at least to the second

The times captured must not use a clock that can be modified by the
person entering the order

The Member’s Approved OMS’ time should be synchronised with the
GPS time adopted by the Exchange. If it is not feasible to
synchronise the times, the Member must maintain on record the time
difference at the start of each Business Day so as to facilitate the
reconciliation of audit trail logs during audit investigation.

2.8 A “relative” key
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1. | A unique identifier that will tie together all actions relating to a specific
order. This identifier will remain unchanged throughout the lifespan of
the order and should be able to link the order to the trade number
assigned by SGX QUEST.
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Directive 2

STORAGE AND AUDIT TRAIL DATA

Issue date Cross Reference | Enquiries

XXX Rule 1104.8 Please contact Risk Management and
Regulation Group:-
XXX
XXX

1. Rule 1104.8(a) requires a Member to ensure data and records are made and

kept in a way that they are easily retrievable by authorised personnel, and
cannot be tampered with. This Directive sets out the requirements that a
Member must meet to ensure this.

For electronic storage of audit trail data:-

(@) the Member must be able to store or download the data in text
delimited or ASCII format;

(b) the Member must be able to print out the data in hard copies; and

(c) the Member’'s Approved OMS must time-date all data files placed on
the storage media to reflect the computer run time of the file.

For non-electronic storage of audit trail data, the Member must maintain
paper records showing all the actions of an order (from the point the order is
entered) and time-dating. The paper records must also reflect the print time
and date.
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Directive 3

PRE-EXECUTION CREDIT CONTROLS

Issue date Cross Reference | Enquiries

XXX Rule 1104.9 Please contact Risk Management and
Regulation Group:-
XXX
XXX

1. Rule 1104.9(c) requires a Member to have proper systems and control

procedures to perform automatic pre-execution checks on all customers
orders to ensure customers do not trade beyond the credit limits imposed.

For the purposes of Rule 1104.9(c) and this Directive, a Clearing Member’s
customers include those Members that it qualifies.

This Directive sets out the credit controls/filters and functionalities that a
Members must have in their Approved OMS to ensure customers do not trade
beyond the credit limits imposed.

The Member’'s Approved OMS must have the following credit controls/filters
or such other forms of controls with similar functionalities as approved by the
Exchange:-

(a) Total quantity limit (taking into account the total long and short
positions, including all the resting orders and executed orders);

(b) Maximum long per contract (taking into account the total long
positions, including resting long orders and net executed orders);

(c) Maximum short per contract (taking into account the total short
positions, including resting short orders and net executed orders); and

(d) Initial credit — total margins requirements for the absolute worst
positions (i.e. the higher of absolute maximum long and absolute
maximum short) is computed by using the margin rate.

Members must be able to perform the following functions in their Approved
OMS:-

(a) Set credit limits in real time for each trading account/trader;

(b) Intercept orders that breach the credit limits or to prevent a loss-
making account from putting on large positions;

(©) Adjust credit limits in real time during a trading session; and
(d) Set permission levels (e.g. access to selected markets and trade in

selected products/instruments) and revokes the access of a trading
account/trader.
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Practice Note 1105.1

OPENING AND CLOSING PRICE, TRADING ALGORITHM AND
SPREAD TRANSACTIONS

Issue date Cross Reference | Enquiries
XXX Rule 1105.1(2) Please contact Product Management:-
Rule 1105.2(1) XXX
XXX
1. INTRODUCTION

1.1 This Practice Note explains the application of the opening and closing
routines and the trading algorithm used by the Exchange to compute the
opening and closing prices of Approved Contracts.

2. OPENING AND CLOSING PRICES

2.1 An Equilibrium Price (EP) sets the opening and closing prices of an Approved
Contract. The EP is determined as follows:-

(@)

(b)

(©)

(d)

The EP is the price of the largest volume of an Approved Contract that
is traded at the opening or closing of the trading session. It is
determined by using the orders in the central order book. Trade
reports and bulletin board orders are not used to calculate the EP.

If there are two or more prices at which an equal volume of the
Approved Contract can be traded, the EP will be the price that has the
lowest Normal Order Imbalance (NOI).

If the NOI for that two or more prices are equal, the EP will be
determined by using the average of the highest and the lowest prices
that have the lowest NOI. The EP will be rounded to the first valid
price tick of the lowest remaining quantity with the best bid (ask) for
that Approved Contract. If there is a zero quantity on any side of the
order book (bid or ask), then the EP is rounded towards that side.

If the lowest remaining quantity with the best bid (ask) is equal on both
sides, the EP will be determined by rounding in the direction of the
Settlement Price. If there is no Settlement Price, or the Settlement
Price equals the average price, then the EP will be rounded to the
nearest higher price tick.

2.2 An NOI for an Approved Contract is the total volume of orders or part orders
(including Fill and Kill and hidden orders) on one side (bid or ask) that cannot
be traded because there was no volume on the opposite side (bid or ask). An
NOI will occur even though the price of these orders is better than the EP.
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2.3

3.1

4.1

4.2

4.3

4.4

The “remaining quantity with the best bid or ask for an Approved Contract”
stated in paragraph 2.1 above is determined after the orders are matched,
and does not include potential order removal from the order book.

TRADING ALGORITHM FOR ELECTRONIC TRADING

Unless otherwise specified by the Exchange, all orders entered into SGX
QUEST will be matched in a manner that gives priority to:-

(@) orders at the best price; and

(b) the earliest orders entered at the same price based on their time of
entry into SGX QUEST.

SPREAD TRANSACTIONS

To do a spread transaction of an Approved Contract, the transaction must
have at least one leg within the price range established during the trading
session for the Contract Month in question.

If there is no established price range available for any leg of the intended
spread transaction, the price for that transaction will be determined in the
following manner:-

(@) if there are price limits for the Approved Contract, the price is to be
within the normal price limits for that Approved Contract. However, if
expanded daily price limits are in effect for such Contract Month of
that Approved Contract, the price is to be within the expanded daily
price limits;

(b) the price is consistent with the market as indicated by the prices of
other Contract Months in the Approved Contract and by spot
transactions;

(©) the spread differential is consistent with current differentials; and

(d) the prices at which the spread is not higher than the existing offer or
not lower than the existing bid.

The prices at which the spread is done under paragraph 4.2 establishes the
price for such Contract Month for that Approved Contract.

When one of the Contract Months involved in the spread transaction is a Limit
Order, paragraphs 4.1 and 4.2 will not apply in the relevant part in order to
allow simultaneous spread transactions to be executed at a differential
outside the price range established during the day. However, the price of that
spread transaction must be within the normal or, if in effect, expanded daily
price limits.
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Annexure A

Directive 4

ERROR-PREVENTION ALERTS

Issue date Cross Reference | Enquiries

XXX Rule 1105.1(5) Please contact Risk Management and
Regulation Group:-
XXX
XXX

1. Rule 1105.1(5) requires Members to have error-prevention alerts in their

Approved OMS to alert their Terminal Operators and customers of possible
erroneous entries of quantity, price and other data fields when entering
orders. For the purposes of Rule 1105.2 and this Directive, a Clearing
Member’s customers include those Members that it qualifies.

2. The types of error-prevention alerts required in a Member's Approved OMS
are as follows:-

@

(b)

Maximum quantity per order - to alert Terminal Operators and
customers of possible erroneous entry of quantity; and

Price alerts - to alert Terminal Operators and customers of possible
erroneous entry of price. This includes:-

0] price range checks to alert Terminal Operators and customers
when the new order entry price has exceeded a certain

percentage;

(i) number of ticks as compared to the last traded price; or

(iii) previous Settlement Price if last traded price is not available.

The price alert must be able to prompt the Terminal Operators and
customers to check the price again before sending the order to SGX

QUEST.
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Practice Note 1105.3

SGX QUEST ERROR TRADE POLICY

Issue date Cross Reference | Enquiries

XXX

Rule 1105.3(1) Please contact Market Control (Derivative
Operations) (“MCD”)

Telephone No. : 6236 5929 or 6236 5930
Facsimile No.: 6536 6480

11

2.1

(1)

)

3

4)

®)

2.2

)

INTRODUCTION

This Practice Note explains the Exchange’s error trade policy.

ERROR TRADE POLICY

“No-Bust” Prescribed Tick Range

If an error trade falls outside the “No Bust” Prescribed Tick Range for the

relevant Approved Contract for that day, the Exchange will cancel that trade if
requested.

If an error trade is done within the “No-Bust” Prescribed Tick Range, the
Exchange will consider cancelling the trades if both parties (the Clearing
Members qualifying the trades of the buyer and seller) agree to cancel, and if
it was reported to MCD.

The Exchange computes the “No-Bust” Prescribed Tick Range for an
Approved Contract:-

(@) by using the average trading range for a recent 3-month period (which
is periodically updated by the Exchange); and

(b)  with reference to the opening price. If the opening price is not
available, the Exchange will use other prices that it thinks in its
discretion are reasonable. For instance, the Exchange may use the
previous day’s closing price.

MCD will notify all Members of the “No-Bust” Prescribed Tick Range via the
broadcast message on a daily basis.

If the Exchange determines a market condition to be volatile, the “No-Bust”
Prescribed Tick Range may be expanded in increments of 50% over the
average daily trading range. This is administered by MCD, and may be
expanded at any time during the trading session. MCD will notify all Members
of the expansion via a broadcast message. Once expanded, the new “No-
Bust” Prescribed Tick Range will remain for the rest of the trading session for
the day or until further expansion is made and notified to the Members.

Undue Financial Burden

The Exchange may intervene when a bona fide error trade may cause undue
financial burden to any Member or create a systemic financial risk.
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)

©)

The substantial financial loss threshold in order to cancel such error trade(s)
is set at:-

@
(b)

SGD$10,000 for an Individual Non-Clearing Member; and

SGD$100,000 for Member other than an Individual Non-Clearing
Member,

for each error transaction made.

When the substantial financial loss threshold is triggered, the following
considerations and action will be taken:-

(@)

(b)

(€)

If the trades resulting from this error transaction fall outside the “No-
Bust” Prescribed Tick Range, these trades will be fully cancelled.

If the trades resulting from this error transaction fall within the “No-
Bust” Prescribed Tick Range, all opposite parties who have traded
more than 10 lots (inclusive) with the “erring” party will have 10% of
their traded volume done with the erring party honoured. For the
purpose of the apportionment, the volume will be rounded down to the
nearest lot. Transactions that are done between 5 lots to 10 lots (both
inclusive) will be apportioned with 1 lot, and transactions that are less
than 5 lots will be cancelled.

If there are trades resulting from an error transaction that are within
and outside the “No-Bust” Prescribed Tick Range, the trades that are
outside the “No-Bust” Prescribed Tick Range will be fully cancelled.
The trades that are within the “No-Bust” Prescribed Tick Range, the
remaining volume will be dealt with in accordance with paragraph
2.2(3)(b).
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Directive 5

SGX QUEST ERROR TRADE PROCEDURES

Issue date Cross Reference | Enquiries

XXX

Rule 1105.3 Please contact Market Control (Derivative
Operations) (“MCD")

Telephone No. : 6236 5929 or 6236 5930
Facsimile No.: 6536 6480

11

1.2

2.1

2.2

2.3

2.4

ADMINISTRATION FEE FOR TRADE BUSTING REQUESTS

A Trade Busting Review administration fee (“Administrative Fee”) will be
imposed on every request received to cancel an error trade. The
Administrative Fee for each request is set at a maximum fee of:-

(a) SGD$1,000 for an Individual Non-Clearing Member; and

(b) SGD$2,000 for a Member other than an Individual Non-Clearing
Member.

The Member must pay the Administrative Fee to the Exchange within 14
days, once the Exchange determines it. The Administrative Fee must be paid
regardless of whether the error trade is cancelled by the Exchange.

ARBITRATION PROCESS

Any Member who has suffered direct (not consequential) financial loss as a
result of an error trade being busted, may use the Exchange’s Arbitration
procedures to recover such losses, if that Member cannot resolve the matter
by direct negotiation with the other Member (counter-party).

The aggrieved Member must lodge a written notice of its or his or her
intention to seek Arbitration, to the other Members (counter-party) and the
Exchange within 2 business days of the incident, for the Exchange’s
consideration.

The requesting Member must pay an Arbitration administration fee, set at
10% of the total claim, subject to a minimum of:-

(a) SGD$2,000 if the request is raised by an Individual Non-Clearing
Member; and

(b) SGD$5,000 if the request is raised by a Member other than an
Individual Non-Clearing Member.

The Arbitration Committee may decide on the party who should bear the
administration fee and other incidental costs that may have been incurred for
the Arbitration process. Parties to the Arbitration proceedings may also be
fined depending on the outcome of investigations and the Arbitration
Committee’s decision regarding the error trade.

Page 27 of 30




DRAFT CHAPTER 11 (AS AT 31 MAY 2004) Annexure A

3.1

3.2

3.3

3.4

PROCEDURE FOR REPORTING ERROR TRADE(S)

The Terminal Operator or the qualifying Clearing Member's authorised
representative may contact the MCD, and request for a trade to be cancelled.

For trading against oneself cases, the Member or the Terminal Operator is to
fill in the TRADE REPORT FOR TRADES RESULTING FROM “TRADING
AGAINST ONESELF” FORM and fax it to MCD.

In order to bust error trades, the Clearing Member responsible for:-

(@) the error trade transaction; or

(b) the party who has requested for the cancellation of the erroneous
trade(s) transacted on SGX QUEST,

is immediately fill in the SGX QUEST ERROR TRADE INFORMATION FORM
and fax it to MCD.

Once an error trade has been brought to the attention of the MCD in
accordance with this Directive, the following procedures will apply:-

(a) MCD will send an alert to all SGX QUEST terminals indicating that a
specified trade may be in error; and

(b) MCD will send a message to all SGX QUEST terminals of the decision
made in respect of that of the request.
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Practice Note 1106

TRADING PRACTICES AND CONDUCT

Issue date Cross Reference | Enquiries

XXX

Rule 1106.2 Please contact
Rule 1106.4 XXX
Rule 1106.7 XXX
Rule 1106.8

11

2.1

2.2

2.3

3.1

Buyer and seller in the same transaction

To avoid acting as buyer and seller in the same transaction, Members or
Terminal Operators should:-

(@) check all their outstanding orders in SGX QUEST; and

(b) before entering an order, withdraw any outstanding order entered by
themselves or their qualifying Clearing Member on their behalf, which
corresponds and is likely to match against the order which is to be
entered.

Priority of customers’ orders

If a Member or Terminal Operator has entered an order into SGX QUEST for
that Member's own account, and that Member or that Terminal Operator
subsequently receives an order on the same terms from a customer, that
Member or that Terminal Operator must withdraw the first order if it was not
matched.

If a Member or Terminal Operator receives an overnight order to sell an
Approved Contract at careful discretion and has a house error position in the
same Approved Contract, that Member or that Terminal Operator cannot
square off the error position. However a Member may designate a Terminal
Operator to square off an error position if the Terminal Operator does not
have access to the customer’s order. The squaring of error position is on the
same terms as the customer order.

An order “on the same terms” includes orders for the same Contract Month of
the same Approved Contract, same buy/sell instruction and price.

Buying and selling for the same principals at the same time and price
prohibited

Orders entered under the following circumstances are permitted:-

(a) orders from a fund manager whose instructions are intended to switch
the Approved Contract from one sub-account to another for legitimate
commercial reasons; and

(b) orders from an affiliate overseas, acting on behalf of different

beneficial owners, and the trades will be booked out eventually to
these beneficial owners.
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4, Cross Trades - Buy and sell orders for different customers at the same
time and price

This rule does not apply to orders entered by different Terminal Operators on
behalf of different customers.

If the Exchange suspects that a cross trade was pre-arranged, the Member or
the Terminal Operator would have to satisfy the Exchange that it was not.
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