Appendix 3
Market Maker Management Rules of the Shanghai Futures Exchange

Chapter 1  GENERAL PROVISIONS

Article 1
These Rules are formulated in accordance with the General Exchange Rules of the Shanghai Futures Exchange to regulate the market makers of the Shanghai Futures Exchange (the “Exchange”), increase the liquidity of options trading, and facilitate the performance of the options market’s functions. 

Article 2
In these Rules, a market make refers to an institutional customer approved by the Exchange to provide two-way quotes and other services for option contracts on specified products.

Article 3
These Rules shall apply to options market making and related activities on the Exchange, and shall be observed by the Exchange, market makers and members. 

Chapter 2  MANAGEMENT OF STATUS OF MARKET MAKERS
Article 4
The Exchange may introduce market makers for specified option products, and announce them to the market. 
Article 5
The Exchange will manage the status of market makers by option product. To apply for status as a market maker, an applicant shall meet the following requirements: 
(i) Its net assets are no less than RMB 50 million;
(ii) It has departments and personnel dedicated to market making, and market making personnel familiar with applicable futures and options laws and regulations as well as the rules of the Exchange;
(iii) It has in place a sound implementation plan for market making activities, and well-developed internal control and risk management rules;
(iv)It has no record of material violations of laws and regulations within the most recent three years;
(v) It has in place a stable and reliable technical system for market making;
(vi) It has experience in market making for options trading or simulated options trading as recognized by the Exchange; and
(vii) It meets other requirements as prescribed by the CSRC and the Exchange. 
Article 6
To apply for status as a market maker for a specific option product, an applicant shall submit the following written materials to the Exchange: 
(i) An application form for status as a market maker signed by its legal representative and affixed with its common seal;
(ii) A copy of its business license and organizational code certificate affixed with its common seal;
(iii) An original of its audited latest financial statements, or a copy of such statements affixed with the common seal of its accounting firm;
(iv) Rules on the creation and duties of positions in its market making department, and the list and resumes of the person in charge of and relevant personnel engaging in market making;
(v) An implementation plan for market making with respect to the product under application, and its internal control and risk management rules;
(vi) A written undertaking that it has not committed a material violation of laws and regulations within the most recent three years;
(vii) A statement on its technical system for market making;
(viii) A statement on its market making activities for options trading or simulated options trading; and
(ix) Other materials as required by the Exchange.
A market maker shall further submit to the Exchange the written materials prescribed in items (i), (iv), (v), (viii), and (ix) of the first paragraph of this Article when applying for status as a market maker for any other option product.
Article 7
Upon the Exchange’s approval of its application, an applicant shall enter into a market maker agreement (“agreement”) with the Exchange within 10 trading days of receipt of the Exchange’s notice of such approval. Following the execution of the agreement, the applicant shall be granted the status as a market maker for the option product concerned.
Article 8
The Exchange may revoke the status of a market maker for an option product, if the market maker:
(i)
fails to perform its quoting obligations with respect to such option product for two consecutive months or a total of three months within one calendar year;
(ii) ranks last (including being tied for the last place) in the annual evaluation of market making activities for such option product, and its annual daily average ratio of effective continuous quoting time or annual daily average ratio of effective response quotes is less than 80%; or
(iii) is involved in any other circumstances as recognized by the Exchange or agreed in the agreement.
Article 9
The Exchange may revoke the status of a market maker for all option products, if the market maker:
(i)
violates laws and regulations;
(ii)
is barred from the securities or futures market;
(iii) no longer satisfies the requirements for the market maker status prescribed in Article 5 of these Rules;
(iv) is acquired, merged, deregistered, or dissolved or declared bankrupt in accordance with the law;
(v)
provides any false materials to the Exchange; or
(vi) is involved in any other circumstances as recognized by the Exchange or agreed in the agreement.
Article 10
A market maker who intends to forfeit its status as a market maker for an option product shall submit to the Exchange an application to that effect one month in advance.
If the status of a market maker for an option product is forfeited or revoked, all agreements related thereto it has entered into with the Exchange shall be automatically terminated on the day when the Exchange notifies it of the termination of its status; and the Exchange will not accept its application for status as a market maker for such option product with one year, except under the circumstance prescribed in item (ii) of Article 8 hereof.
Article 11
The Exchange may terminate market making for an option product based on market conditions, and announce such termination to the market, in which case, the agreements related thereto shall be automatically terminated.
Article 12
The Exchange may adjust the number of market makers based on market conditions.
Chapter 3  MARKET MAKING
Article 13
Every market maker shall engage in market making by using the dedicated market making trading code, and shall not use such trading code to engage in other trading activities irrelevant to market making.
Any market maker who wishes to change its market making trading code shall submit to the Exchange an application to that effect in advance, and the changed market making trading code will become effective on the first trading day of the following month.
Article 14
A market maker who has changed its market making trading code or has lost its status as a market maker for an option product shall, within one month following the effectiveness of the changed market making trading code or the loss of such status, close out all existing positions under the original market making trading code, unless:
(i) the open contract consecutively hits the price limit in the same direction;
(ii)
the liquidity of the open contract is insufficient because the contract is deep out-of-the-money or deep in-the-money; or
(iii)
there is any other circumstance as recognized by the Exchange.
From the day on which the changed market making trading code becomes effective or the market marker loses its status as a market maker for an option product, the Exchange will restrict its privileges to open new positions under the original market making trading code. Where the market maker fails to timely close out all existing positions under the original market making trading code and none of the circumstances prescribed in the foregoing paragraph arises, the Exchange will take relevant measures against it in accordance with the Enforcement Rules of the Shanghai Futures Exchange.
The original market making trading code shall be timely canceled if there is no other market making product under such code following the closing out of the foregoing existing positions.
Article 15
The two-way quotes that a market maker provides include continuous quotes and response quotes:
(i) Continuous quotes refer to the continuous two-way quotes voluntarily provided by the market maker in accordance with the agreement throughout the options trading hours.
(ii) Response quotes refer to the two-way quotes provided by the market marker in response to quote requests for an option contract in accordance with the agreement throughout the options trading hours.
Article 16
The Exchange may require the provision of two-way quotes for a specified option contract by market markers based on market conditions.
Article 17
Each quote from a market maker shall specify the contract code, bid price, ask price, and bid and ask volumes.
Article 18
Two-way quotes from market makers shall be submitted as limit orders. A market maker’s existing two-way quotes for an option contract which remain unexecuted after the submission of new two-way quotes for such option contract by the market maker shall be cancelled automatically.
Article 19
A market maker may, if necessary to the performance of its market making obligations, apply for a position quota beyond the speculative position limit for its customers.
Article 20
The Exchange will, before daily clearing, have long and short positions in a contract under a market maker’s dedicated market making trading code automatically offset against each other. Notwithstanding the foregoing, the market maker may apply to exempt its positions from such automatic offsetting.
Chapter 4  RIGHTS AND OBLIGATIONS
Article 21
Subject to the provisions of the agreement and the performance of its market making obligations, a market maker may enjoy such rights as a reduction on transaction fees.
Article 22
Each market maker shall perform all or part of the obligations to:
(i) ensure the compliance of its ratio of effective continuous quoting time with the agreement;
(ii) ensure the compliance of its ratio of effective response quotes with the agreement; and
(iii) do any other things as prescribed in the agreement.
Article 23
The ratio of effective continuous quoting time refers to the ratio of the total amount of time during which a market maker is providing effective continuous quotes for all contracts for which it shall perform continuous quoting obligations under the agreement to the total trading hours.
An effective continuous quote shall satisfy the following two conditions:
(i) the best quote quantity is more than or equal to the minimum quote quantity prescribed in the agreement; and
(ii)
the best bid-ask spread is less than or equal to the maximum bid-ask spread prescribed in the agreement.
Where the “best quote quantity” refers to the quantity of a pair of orders submitted by a market maker at its best ask price and best bid price; the “best bid-ask spread” refers to the difference between the best ask price and best bid price quoted by a market maker at a specific time point.
Article 24
The ratio of effective response quotes refers to the ratio of the total number of a market maker’s effective response quotes for all contracts for which it shall perform response quoting obligations under the agreement to the total number of quote requests therefor.
An effective response quote shall satisfy the following four conditions:
(i) the response time is shorter than or equal to the maximum response time prescribed in the agreement;
(ii)
the quotes quantity is more than or equal to the minimum quotes quantity prescribed in the agreement;
(iii) the bid-ask spread is less than or equal to the maximum bid-ask spread prescribed in the agreement; and
(iv) the duration is longer than or equal to the minimum duration prescribed in the agreement, or the quote is executed within the minimum duration.
Where, the response time refers to the time interval between the receipt of a quote request by the system of the Exchange and the provision of a response quote by a market maker in response thereto; and the duration refers to the accumulated time interval between the submission of a response quote by a market maker and the withdrawal or execution of such response quote.
Article 25
An options market maker will be released from its quoting obligation if, with respect to an option contract:
(i) the underlying futures contract is in a limit-locked market, in which case, the market maker may cease providing quotes for all corresponding month option contracts on the current day;
(ii) the option contract is in a limit-locked market, in which case, the market maker may cease providing quotes for said option contract on the current day;
(iii)
the out-of-the-money option contract is priced below the level agreed upon in the agreement, in which case, the market maker may cease providing quotes for said option contract; or
(iv)
the market is under any other circumstances as recognized by the Exchange.
The market maker shall resume the performance of market making obligations once the circumstances specified in the foregoing paragraphs have ceased to exist.
Article 26
The Exchange will periodically evaluate the performance of market maker’s obligations. A market maker shall be entitled to relevant rights only after it has performed its obligations under the agreement within the prescribed period.
Chapter 5  SUPERVISION AND ADMINISTRATION
Article 27
The Exchange will supervise market makers in accordance with these Rules and relevant rules of the Exchange. Market makers and their associated futures firm members shall cooperate with such supervision.
Article 28
Market makers shall provide reasonable quotes based on the market conditions.
Article 29
No market marker shall abuse its market maker status to engage in insider trading, market manipulation, fraud, or other violation of laws and regulations, or to seek illegitimate gains.
Article 30
A market maker shall establish a sound IT management system and emergency response mechanism; update the Exchange on the development, testing, connection, upgrading, and other aspects of its electronic market making system on a quarterly basis; and participate in relevant system tests and emergency drills as required by the Exchange.
Article 31
The Exchange may evaluate and rank market makers based on the performance of their market making obligations on an annual basis or where necessary. Such evaluation will be made on, among others, the ratio of effective continuous quoting time, ratio of effective response quotes, execution of orders, and bid-ask spread.
The Exchange may publish information on the rankings of market makers.
Article 32
Any change in the controlling shareholders (or any partners), business premise, or legal representative of a market maker, or any change in the person-in-charge of its market making activities or his contact information, or any material change in its financial position or technical system, shall be reported by the market maker to the Exchange in writing within three trading days of the change.
Article 33
Each market maker shall submit a report on its market making activities as required by the Exchange, and properly retain relevant trading and risk control records for future examination.
Article 34
The Exchange may supervise and inspect market makers with respect to their risk management activities, trading behaviors, system operations, business operations, and credit standing. The market makers shall assist and cooperate with the Exchange in such supervision and inspection.
Chapter 6 MISCELLANEOUS
Article 35
Any violation of these Rules shall be addressed by the Exchange in accordance with the Enforcement Rules of the Shanghai Futures Exchange.
Article 36
The Shanghai Futures Exchange reserves the right to interpret these Rules.
Article 37
These Rules shall come into effect as of September 6, 2018.
