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FUTURES TRADING RULES
A NEW REGIME FOR ACCESS AND MEMBERSHIP
15 March 2006

A. INTRODUCTION

1. New Futures Trading Rulebook
The Exchange has undertaken a comprehensive refigéts current rules for Derivatives
Trading (also commonly referred to as DT Rules ar Rulebook). This review was
prompted by (a) changes in market structure armtingastyles; (b) a migration of our futures
contracts from the floor to screen trading; andrésjisions to the Security and Futures Act
which came into effect on 1 July 2005. Capitalizedns used herein and not otherwise
defined shall have the meaning ascribed to the@hipter 6 attached hereto

2. Background to Revisions

Thusfar SGX had revised and supplemented the DEe®ok on a piece-meal basis to
address and accommodate changes in the marketplac&ugust 2004, for example we
introduced a new Chapter 11 to support tradingnirel@ctronic environment as opposed to
the pit. All other chapters in the Old Rules nelgtto floor trading continued to apply with
modifications for contracts traded in the electcoanvironment. However, we realize that
with the unrelenting pace of change we needed tientake a more comprehensive review
and rethink our regulatory design and substantiesrgoverning derivatives trading. To the
extent that the Old Rules contain certain fundaalem@rket integrity rules relating to anti-
manipulation and prudential measures these ardlggakevant in an electronic environment
and would continue to be observed. However, mdreother rules have been revised and
modernized to cater for a screen-based and crasigivading environment.

3. Scope of the Revisions
We have decided to revise the entire DT Rulebobike revisions are targeted at two levels —
the substance of the Rules and the form/languagieeoRules. The revisions pertain to both
the financial futures and options market as welhasJADE commodities marKewhich are
operated by the Exchange under its Approved Exahategus under the Att.

4, New Rulebook — Guiding Principles & Key Features
Our objective is to have a Rulebook that is eageéal and simple to use. With this in mind
we have sought to effect the following changes.

As far as possible we have adopted a principleebagpproach to the New Rules as
opposed to a prescriptive approach. We believe wtuld enable users to effect
compliance in a flexible manner while staying ttoethe spirit and policy intent of
the New Rules.

! The commodities market is not yet in operation. HoweweBdcember 2005, SGX and CBOT Holdings Inc.
amongst others entered into a joint venture to develop analectterivatives market for commodities based in
Asia. Initially, this commodities market, also knows) doint Asian Derivatives Exchangd ADE”) would be
operated as a division of SGX under its authority as andvepr Exchange. The New Rules are also intended to
apply to JADE.

2 Under s.8(1) of the Securities and Futures Act.



Where possible, we have sought to conform and alignanguage in the Rulebook
with the statutory language in the Securities antlifes Act. We believe this would
give greater legal certainty in the interpretatafnthe Rules. We also believe that
such alignment also fosters a more coherent andistent regulatory environment
for our users.

We have consolidated and reorganized the corengadies contained in the first 11
Chapters of the Old Rules into 6 Chapters under Nle&v Rules. The Product
Specifications have been removed from the New Rateswould instead be made
available on our website.

We have updated and streamlined most of the defiisit Some definitions are no
longer relevant (such as SIMEX, Futures Trading URE@ns and Trading Floor)

while others have been conformed to achieve cargigtwith the Securities and
Futures Act which came into force in 2005. Forregke, the Act makes references
to futures contracts, not derivatives contracts.sAsh the New Rulebook would be
called Futures Trading Rules as opposed to Devesiflrading. The Definitions have
also been made the subject matter of a sep@tepter 6 for convenience.

We propose that Circulars, Practice Notes and Bie which relate to regulatory
matters and have not been expressly grandfathereoddied into the New Rules no
longer apply’

We felt that it would be useful to provide, wheetervant, some regulatory context
within which the Exchange, Market and the New Rulgsrate. This would aid users
understand the regulatory landscape and aid inra purposive interpretation of the
Rules. Each Chapter also begins with an Overvimt summarizes the key matters
that are addressed in that particular chapter.

5. Implementation & Consultation in Two Phases
We propose to conduct two public consultationsaia phases covering the entire breadth of
the New Rules.

Phase 1: Covers Chapters 1 & 2 and deals mairtly A¢cess and Membership
matters. This is the subject matter of this calasioh. A copy of the new Chapters 1,
2 and 6 is enclosed herein.

Phase 2: Covers Chapter 3, 4 and 5 and dealsymaiitl Market Conduct, Trading
Rules and Enforcement.

We expect the New Rules under Phase 1 to comeeffgot sometime in July 2006
and the New Rules under Phase 2 to come into effeoetime in September 2006.

B. KEY FEATURES OF NEW ACCESS REGIME

1. Direct Market Access & Bypass Liberalized

Direct Market AccessDirect Market Access allows Members and Customers t
directly connect to the OMS of the Exchange. Téference to Direct Market Access
in the Rules is an explicit clarification and cachition of the current practice

% Going forward, we propose to maintain a register of aticiculars, directives and practice notes and make
them available on our website.



governing electronic access. Direct Market Accesscdbes the different technical
configurations as illustrated #wnnex A attached heretoSeeRule 2.1.

Facilitating Speedy Execution - Expanding Bypasgh®i With the rise of
algorithmic trading and market-making activitieade execution speed has become
critically important. We recognize that pre-exéaatchecks result in delays which
are not acceptable to proprietary traders. Nohetkgre-execution checks and credit
controls serve an important market integrity rdide have sought to balance this
tension between the need for speed with the neefdrate a fair and orderly market.
We have expanded circumstances where Customergféifigtes may bypass pre-
execution checks. However, this privilege is calgilable to certain parties with the
requisite financial strength and robust post-trgdiantrols._Se®&ules 2.8 and 2.9.

2. Affiliate Bypass.
We propose that Affiliatésof Clearing Members be allowed bypass privilegéhaut having
to independently meet certain financial requiremémiposed on Customers seeking bypass.
In other words, affiliated firms of Clearing Membemay lean on their Members to obtain
bypass privileges under the New Rules. Howevefili#tes need to either be (a) sponsored
by a Clearing Member of international repute anddystanding; or (b) regulated in a
jurisdiction with comparable regulatory standardssangapore SeeRule 2.9.

3. Less Prescriptive Approach to Pre-Execution Checks
We believe that it would be more appropriate toehtine Rules describe the parameters of the
pre-execution checks, as opposed to the implementaf the checks themselves. This
provides Members with some discretion as to thelempntation of compliance tools to
fulfill the policy intent underlying this requireme Moreover, unlike the floor environment,
we believe that the electronic environment allows €learing Members to monitor a
member's trading activity on a real time basisis Hflows for early detection and prevention
of problems via blocking trades in excess of crdéidiits. This is a major improvement
compared to monitoring floor trading activity whereblems are typically detected after the
fact, leaving the clearing firm to deal with colieg on trading losses (which may be
substantial)._SeRule 2.6.3 and Practice Note 2.6.3(c).

C. KEY FEATURES OF NEW MEMBERSHIP ARCHITECTURE

1. Streamlining Membership Categories
Under the existing structure, there are six (6etypf memberships each carrying different
rights and obligation$. To simplify our membership categories, we proposesolidating
membership into two main categories - Trading Memmlaad Clearing Members. S&enex
B for proposed Membership Structure aAidnex C on how present Members would be
migrated. In particular, we would like to highligh

* Affiliates are defined those executing Proprietary €sadnd with a 75% equity stake in the form of (a)
subsidiary of a Clearing Member; (b) parent of ClegMember; or (c) commonly held by a parent company
that also owns at least 75% equity in the Clearing MemBee?.8.1.

® Customers seeking bypass need to maintain a BaseapNet Head Office Funds of not less than
$5million. SeeRule 2.7.1(a).

® These include corporate clearing member, corporate m@mioj member, commercial associate member
(introducing/executing broker), commercial associate mer(reprietary trading), SGX electronic associate
member and individual non-clearing member.



Individual trading memberships are only availaldeindividuals (as opposed to
corporations or Approved Company”) under the New Rules. Individual Trading
Members may no longer operate within a corporat&yeframework. Individual
Non-Clearing Members under the Old Rules will nosveither become (a) migrated
into Trading Member (Proprietary) to the extentytheish to retain and operate
within the former Approved Company framework or:) (Grading Member
(Individual) who operate as stand-alone individuadlers.

Trading Members have trading rights and are resptengor monitoring trades
executed by itself, its employees and Customers.cdfer to the needs of different
applicants Trading Memberships may be further @#ithto sub-categories limited to
certain product mix or trading rights.

Clearing Members have the clearing rights and espansible to the Clearing House
for all trades that they clear.

2. Lower Financial RequirementsFor Members.
Save for the changes to capital requirements agatedl below, all other financial
requirements would remain the same.

Abolition of S$500K for CAM-PTWe propose to remove the current S$500,000 base
capital requirement for CAM-PTs (who will be migedt to Trading Member
(Proprietary) under the New Ruls)Since no Customer monies are involved and
such traders are risking their firm’s capital, welanger see any reason to continue
to retain this base capital requirement. With teenoval of this base capital
requirement we also propose to remove the posié&urrent assets requirement.

S$1.5 billion for Clearing Members sponsoring Bypa#/e believe that references to
financial and capital requirements under the Neue&should be to a single currency
- ie Singapore dollars. Currently only clearingmiers with parent group worth of
US$1billion may apply for bypass privileges. Wepuse to lower this requirement
from US$1billion to S$1.5billion. _SeRule 2.8.1(d).

$5million base capital requirement for bypass peges.Under our current Rules
Corporate Direct Access Members seeking bypasseguéred to have a minimum
base capital of $5million to procure bypass priyéls. Under the New Rules we are
proposing that only $2million be in the form of shaolder funds while the
remaining capital may be in the form of subordiddteans or letters of credit. _See
Rule 2.8.1(a).

3. Multiple Memberships.
The Exchange previously was of the view that mestiips in other exchanges posed an
unacceptable degree of risk - in that firms rely the same base capital and financial
resources to support multiple memberships. Howewer now believe that multiple
membershipper seshould not be prohibited as long as an applicaable to demonstrate to
the reasonable satisfaction of the Exchange thastthe requisite financial, operational and

" See Rule 203 of the Old Rules. All provisions relating éoitidividual trading members within the Approved
Company framework would be abolished under the Nevesul

8 Rule 900A(a) of the Old Rules would be deleted.

® Rule 900A(b) of the Old Rules would be deleted.



risk management resources in place to dischargebiigations as contemplated under the
applicable rules and regulations. $ade 2.3.2.

4. Fit & Proper Criteria .
Under the New Rules the Exchange has codified remdnts that directors, CEO and key
personnel of a Member are fit and proper. Thisiiregnent is aligned with the requirements
under the Act. The Exchange would look to the @lines on Fit and Proper Criteria issued
by MAS in July 2005 where determining whether aficef is fit and proper.The Exchange
continues to require that CEOs of a Member be pprewved by the Exchange. However,
directors of Members no longer need to be apprbyetie Exchange. Sétule 2.7.

5. 20% Trigger for Change of Control for Memberships.
We have raised the change of control thresholdsttlugger re-evaluation of memberships
from 10% to 20%. This is aligned with the Rulesttie securities market operated by the
Exchange and we believe more consistent with imgdssandards. SeRule 2.15.1.

D. OTHERS

1. Confidential Treatment of Member Information .
The Exchange recognizes that Member’'s informatelating to Open Positions, Financial
Resources and User Information is particularly geesand confidential. As such, the
Exchange proposes to include express undertakimggsi New Rules to safeguard the
confidentiality of such information that it gathersits regulatory capacity. We believe that
such undertaking would promote trust and confideamneng our Member firms when trading
in our Market. _Se®ule 1.4.

2. Approved Traders & Registered Representatives

We propose to streamline and rationalize the cailegof individuals within Member firms
who are required to register with the Exchangee distinction between these two classes is
determined by whether trading judgment and skilleiercised by such individuals in
executing trades. Those who exercise trading jesignand execute trades would be
regulated as an Approved Trader. However, if atividual's role is limited to soliciting
customers and doing sales he would be regulated Begistered Representative. See
Rule2.14.

3. Leveraged foreign exchange trading.
This no longer comes within the regulatory oversigihthe Exchange. As such parties who
trade solely in leveraged foreign exchange tradiglonger need to register with the
Exchange and are not within the Approved TraderRegistered Representatives’ regime.

4, Suspension of Trading Privileges
We have sought to limit the Exchange’s right topsusl trading privileges of any trader for a
period of one year as opposed to an indefinite taura The Exchange’s right to suspend
trading privileges is an interim measure until istigations are completed and the matter is
brought before an independent Disciplinary Comraittéds such we have sought to limit our
suspension rights to a year while the enforcement disciplinary mechanism of the
Exchange is invokelf. SeeRule 2.17.2.

% The details of the Exchange’s enforcement and disciplim&chanisms would be the subject matter of a
separate new chapter and would be the subject matter ofia pofsultation in Phase 2.



E.

REQUEST FOR COMMENTS

We seek your comments @hapters 1, 2 and 6and welcome both substantive as well as draftin
comments. Where possible, please refer to IOSC@har international standards and best practics
in your response. In particular, we would like ygiews, if any, on the following issues:

g
2S

I

1. What are your views on the new membership categaiel our proposed refinements td
financial requirements? Is there any value inimgtg individual memberships?

2. What further refinements if any, should we consitteour bypass framework to facilitate
market-making, algorithmic or proprietary tradingeve speed is critical?

3. What are your views on the suspension of tradingleges for a duration of up to one year in
the event of trading violations or other events@stemplated under the Rules?

4. Should offshore proprietary trading arcades or fundnagement companies be alloweq
Bypass Privileges even if they are not duly licehisethe foreign jurisdictions where they are
based? What other regulatory safeguards my achimsgstor protection concerns without
hampering the participation of offshore particigafibm trading in our market?

5. What are your views on the removal of Product Sjoations from the Rulebook and making
it available on our website? Besides this remoigathe proposed design of the Rulebool
user-friendly?

F. PROCEDURE AND DEADLINE TO SUBMIT COMMENTS

1. Written submissions are to be sent to the Exghdhrough emaind either by post/courier
or by fax:

Email: rules@sgx.com
AND
Post/Courier:  Singapore Exchange Limited
2 Shenton Way, SGX Centre 1
#27-00,
Singapore 068804
Attn: Arul Ramiah, Head of Regulatory Policy
Fax: 6535 5573
2. Comments should be organized in the followingnest:

(@) cover page (including the information specifiegpparagraph 4 of this Section);
(b) statement of interest

(c) table of contents;

(d) summary of major points;

(e) comments; and

)] conclusion.



3.

Supporting material may be placed in an anndk.s@bmissions should be clearly and
concisely written, and should provide a reasongaagation for any proposed revision to the
rules. Where feasible, participants should identifig specific rule on which they are
commenting. In any case in which a participant glesao suggest revisions to the text of the
rules, the participant should state clearly thecBigechanges to the text that they are
proposing.

All submissions should be made on or beftbeMay 2006 Submissions must be submitted
in both hard and soft copies (in Microsoft Wordrfiait) and font size should be no smaller
than Times New Roman 1lpt. Participants submittiognments should include their
personal/company particulars as well as their epoadence address, contact numbers and
email addresses on the cover page of their sulmissi

The Exchange reserves the right to make publiorgtlarts of any written submission and to
disclose the identity of the source. Participan&y mequest confidential treatment for any part
of the submission that the participant believebd@roprietary, confidential or commercially
sensitive. Any such information should be clearlgrked and placed in a separate annex. If
the Exchange grants confidential treatment, it wiinsider the comments but will not
publicly disclose the information. If the Exchangejects the request for confidential
treatment, it will return the information to therpathat submitted it and will not consider the
information as part of its review. In the interesfamarket transparency, participants should
limit any request for confidential treatment ofamhation submitted. The Exchange will not
accept any submission that requests confidengatrirent of all, or a substantial part, of the
submission.



ANNEX A
DIRECT MARKET ACCESS

’'s Customer B’s Customer 1 B’s Customer 2

Members’ / ISVs’
Global Network

Singapore Exchange
QUEST-DT Trading Engine

Direct Market Access PMA™") refers to a user’s trading system connectingatly to SGX QUEST
directly. By way of illustration:

DMA: Member A, Member B, B’s Customer 1, B’s Cusier 2

No DMA: A’s Customer



ANNEX B

New Membership Structure

SGX Membership

Clearing
Member

Unchanged

Trading Member

Agency
and/or Proprietary
Proprietary
Amalgamation of: Amalgamation
Corporate Non-Clearing of: CAM-PT
CAM-I/EB SEAM & INCM
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ANNEX C

MIGRATION OF EXISTING MEMBERS

Current Category

New Category

Clearing Member (CM)

Clearing Member (CM)

Corporate Non-Clearing
Member (CNCM)

Commercial Associate
Member — Introducing /
Executing Broker (CAM-1/EB)

Trading Member

Commercial Associate
Member — Proprietary Trading
(CAM-PT)

Trading Member (Proprietary)

SGX Electronic Associate
Member (SEAM)

Trading Member or Trading Member (Proprietary)

SEAMs that are brokers or perform agency busindés

be migrated to Trading Members.

SEAMs that perform solely proprietary trading besia

will be migrated to Trading Member (Proprietary).

W

Individual Non-Clearing
Member (INCM)

Trading Member (Proprietary) or Trading Member

(Individual)

INCMs with Approved Companies will be migrated to

Trading Member (Proprietary).

INCMs without Approved Companies will be migrated

to Trading Member (Individual)
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