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PROPOSED AMENDMENTS TO THE FUTURES TRADING RULES, SGX-DC
CLEARING RULES AND CONTRACT SPECIFICATIONS IN RELATION TO
PERFORMANCE DEPOSITS FOR DELIVERABLE COMMODITY FUTURES
CONTRACTS

9 January 2008

1. OBJECTIVE

1.1 This consultation seeks public comment on Singapore Exchange Limited’s (“SGX”)
proposal to amend the following, in relation to performance deposits for deliverable
commodity futures contracts currently listed by Singapore Exchange Derivatives
Trading Limited (“SGX-DT”):

(a) Futures Trading Rules (“FTR”);

(b) Singapore Exchange Derivatives Clearing Limited Clearing Rules (“Clearing
Rules”); and

(c) specifications of commodity futures contracts.

1.2 SGX would also like to take the opportunity to seek comments on whether
Deterioration of Bleachability Index ("DOBI") for Crude Palm Oil (“CPO”) Futures
contracts should be revised.

2. PERFORMANCE DEPOSTS
Rationale for the Posting of Performance Deposits by Members

2.1 Performance deposits are defined in the FTR and Clearing Rules as a sum of money,
as prescribed in the relevant contract specifications, which Members post with the
Singapore Exchange Derivatives Clearing Limited (“Clearing House”), to secure the
performance of delivery contracts.

2.2 Under the Clearing Rules, Members are required to guarantee and assume
responsibility for the performance of all delivery obligations to the Member of the
opposite counterparty with regards to trades made by their customers (i.e. either a
seller or buyer). To help Members mitigate risk in the event that their customers fail
to meet delivery obligations, SGX has required Members to collect performance
deposits from their customers and post these deposits with the Clearing House. The
Clearing House then acts as an escrow agent to hold performance deposits on
Members’ behalf. Members are not allowed to fund their customers’ performance
deposits in any way.

2.3 Currently, performance deposits are required for the two commodity futures contracts
listed by SGX-DT, i.e. the TSR 20 Rubber Futures and Crude Palm Oil (“CPO”)
Futures. The contract specifications require the Buying Member and Selling Member
to post performance deposits from the respective Buyer and Seller with the Clearing
House as follows:

(a) TSR 20 Rubber Futures: Performance deposits are to be posted no later than
12.00 noon on the second Business Day following the Last Trading Day and
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in accordance with the Clearing Rules'. Selling and Buying Members are to
post 20% and 10% of the Delivery Unit Value as performance deposit
respectively’; and

(b) CPO Futures: Performance deposits are to be posted no later than 12.00 noon
on the fifth Business Day following the Last Trading Day and in accordance
with the Clearing Rules®. Both Selling and Buying Members are to post 30%
of the Delivery Unit Value as performance deposit".

Proposed Changes in Relation to Performance Deposits

24

3.1

4.1

SGX intends make three changes in relation to performance deposits (described in
further detail in sections 3 to 5 below):

(a) Allowing for additional asset classes to be posted as performance deposits;

(b) Allowing for the adjustment of performance deposit quantum for the TSR 20
Rubber Futures and CPO Futures contracts; and

(c) Clarifying Members’ obligations regarding the posting of performance
deposits and other escrow assets.

ALLOWING FOR ADDITIONAL ASSETS TO BE POSTED AS
PERFORMANCE DEPOSITS

The definition of performance deposit, as provided for in the FTR and Clearing Rules,
only allow for cash deposits to be posted with the Clearing House. In order to provide
Members with more options regarding the posting of performance deposits, SGX
proposes to revise the definitions in the FTR and Clearing Rules to include other
assets such as an irrevocable Letter of Credit or any other security in a form and
issued by a bank acceptable to the Clearing House. This revised definition is
consistent with that adopted for the Security Deposit, as defined in Rule 7.15.2 of the
Clearing Rules’.

ALLOWING FOR THE ADJUSTMENT OF PERFORMANCE DEPOSIT
QUANTUM

As described in paragraphs 2.3 (a) and (b), the quantum of performance deposit is
currently specified in the TSR 20 Rubber Futures and CPO Futures contracts as fixed
percentages of the Delivery Unit Values. It is proposed that the specifications of the
TSR 20 Rubber Futures and CPO Futures contracts be amended to allow for
adjustment of the performance deposit quantum. This will enable SGX to respond to
changing market conditions in an appropriate and timely manner. Subsequently, SGX
will inform Members of any revisions to the quantum of performance deposits

" Clause 3.3.2 of the TSR 20 Rubber Futures contract.

? Clause 3.3.1 of the TSR 20 Rubber Futures contract.

* Clause 3.5.1 of the CPO Futures contract.

* Clause 3.5.3 of the CPO Futures contract.

> Rule 7.15.2 of the Clearing Rules states: “Such deposit shall be in cash or in the form of an
irrevocable Letter of Credit or any security in a form and issued by a bank acceptable to the Clearing

House”.
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required by way of Circular. This is similar to SGX’s procedure for margin
requirements.

Performance Deposit Quantum for CPO Futures Contracts

4.2

4.3

Together with the revision of the contract specifications, SGX proposes to set the
performance deposit quantum for CPO Futures contracts at 0% (i.e. no performance
deposit will be required by the Clearing House). This is based on feedback obtained
from market participants in the CPO Futures contract. Participants have indicated a
preference for performing delivery obligations without the need for a performance
deposit to be posted with the Clearing House. SGX will nonetheless retain the right to
levy a performance deposit where necessary®.

Members will continue to be required to guarantee and assume responsibility for the
performance of all delivery obligations to the Member of the opposite counterparty
with regards to trades made by their customers. Where Members are not required to
collect a performance deposit from their customers and post such deposit with the
Clearing House, Members may be exposed to additional risks in cases where their
customers fail to meet delivery obligations. As such, SGX proposes to clarify
Members’ obligations regarding performance deposits (see section 5 of this paper).

Performance Deposit Quantum for TSR 20 Rubber Futures Contracts

44

For TSR 20 Rubber Futures contracts, the existing quantum will be retained. (i.e.
20% and 10% of the Delivery Unit Value for Selling and Buying Members
respectively). This is because market participants have not indicated a preference for
changes to be made to the present quantum.

CLARIFYING MEMBERS’ OBLIGATIONS REGARDING PERFORMANCE
DEPOSITS AND OTHER ESCROW ASSETS

Collection of Performance Deposits by Members from Customers

5.1

At present, Members may require performance deposits from their customers where
necessary. In cases where no performance deposit is required to be posted with the
Clearing House, Members should continue to manage their risk exposure and require
performance deposits from their customers as they deem fit. However, to provide
clarity, Rule 6.07.2 of the Clearing Rules will be amended to state that Members may
collect performance deposits over and above that prescribed in the relevant contract
specifications should there be a need to.

Posting of Performance Deposits and/or Other Escrow Assets

52

Members are currently required to post the full amounts of such performance deposits
and/or other escrow assets (where applicable) with the Clearing House. Nonetheless,
to provide clarity, Rule 6.07.3 of the Clearing Rules will be amended to state that
Members are required to post the full amount of performance deposits and/or other
escrow assets (where applicable).

8 If there are indications that systemic risk levels have increased (for example, a political crisis in
Indonesia).
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6.1

7.1

8.1

8.2

8.3

8.4

PROPOSED AMENDMENTS TO FTR, CLEARING RULES AND
COMMODITY FUTURES CONTRACT SPECIFICATIONS

Proposed amendments to the FTR and Clearing Rules are attached as Appendix A.
Proposed amendments to CPO futures and TSR 20 Rubber futures contract
specifications are attached as Appendices B and C respectively.

COMMENTS SOUGHT ON DOBI

Clause 2.1.1 of the CPO Futures contract specifies the quality requirements for CPO
at the point of loading. DOBI is part of these requirements (clause 2.1.1(c)). It is
currently set at 2.3 minimum. SGX has received feedback from some market
participants suggesting that the DOBI should be lowered in order to facilitate
increased industry participation. We would therefore like to seek comments on
whether the DOBI requirement should be reduced, and if so, the suggested revised
DOBI requirement and rationale for such a revision.

PROCEDURE AND DEADLINE TO SUBMIT COMMENTS

Written submissions are to be sent to the Exchange through email and either by
post/courier or by fax:

Email: [rules@sgx.com]
AND
Post/Courier:  Singapore Exchange Limited

2 Shenton Way, SGX Centre 1
#19-00, Singapore 068804

Attn: Vance Ng
Regulatory Policy
Fax: 6535-5573

Comments should be organized in the following manner:

(a) cover page (including the information specified in paragraph 8.4);
(b) statement of interest;

(c) table of contents;

(d) summary of major points;

(e) comments; and

® conclusion.

Supporting material may be placed in an annex. All submissions should be clearly
and concisely written, and should provide a reasoned explanation for any proposed
revision to the rules. Where feasible, participants should identify the specific rule on
which they are commenting. In any case in which a participant chooses to suggest
revisions to the text of the rules, the participant should state clearly the specific
changes to the text that they are proposing.

All submissions should be made on or before 23 January 2008. Submissions must be

submitted in both hard and soft copies (in Microsoft Word format) and font size
should be no smaller than Times New Roman 11pt. Participants submitting comments
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8.5

should include their personal/company particulars as well as their correspondence
address, contact numbers and email addresses on the cover page of their submissions.

The Exchange reserves the right to make public all or parts of any written submission
and to disclose the identity of the source. Participants may request confidential
treatment for any part of the submission that the participant believes to be proprietary,
confidential or commercially sensitive. Any such information should be clearly
marked and placed in a separate annex. If the Exchange grants confidential treatment,
it will consider but will not publicly disclose the information. If the Exchange rejects
the request for confidential treatment, it will return the information to the party that
submitted it and will not consider the information as part of its review. As far as
possible, participants should limit any request for confidential treatment of
information submitted. The Exchange will not accept any submission that requests
confidential treatment of all, or a substantial part, of the submission.
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