Appendix 1
Drafting Notes on the Rules for Low-Sulfur Fuel Oil Futures

To support the Belt and Road Initiative, promote reforms in energy supply and demand, create a low-carbon, safe, and efficient energy system, and further the opening-up of the domestic futures market, Shanghai International Energy Exchange (INE) is launching low-sulfur fuel oil futures, which, as with the INE crude oil futures, will be an international, RMB-denominated product subject to net price trading and bonded delivery for easy access by overseas traders.

I. Key Features of INE LSFO Futures

The subject of the new product is low-sulfur marine fuel oil (LSFO), which has the qualities of an underlying asset for futures due to its ease of standardization, inspection, storage, and transport.

Fuel oil, a type of refined oil, is one of the heavier residual products from the processing of crude oil, after lighter components such as gasoline, kerosene, and diesel are first separated. Starting from January 1, 2020, the International Maritime Organization (IMO) requires a sulfur cap of 0.50% m/m for fuel oil used by all vessels worldwide. This has put global spotlight on the development of LSFO market, and created an urgent need for an open and efficient platform for the pricing of this fuel product.

Deliverable low-sulfur marine fuels must meet the quality standards for LSFO set by INE.

II. Similarities and Differences with SHFE Fuel Oil Futures

1. Similarities: INE LSFO futures is identical to SHFE fuel oil futures in contract size, price quotation, minimum price fluctuation, delivery months, trading hours, last trading day, delivery period, delivery unit, settlement type, time frame for applying for hedging and arbitrage quotas, and determination of final settlement price.

2. Differences: Deliverable grades, quality standards, position limits at different stages of trading, validity period of standard warrants, and product symbol.

III. Major Rule Amendments for LSFO Futures

INE has made the following rule adjustments to accommodate LSFO futures in its existing rules framework: (1) adding the contract specification and corresponding appendices for LSFO futures; (2) adding a chapter in the Trading Rules on the hedge and arbitrage trading of LSFO futures; (3) adding a chapter in the Delivery Rules on the delivery of LSFO futures, which covers load-in and load-out, management of deliverables, and validity period of standard warrants, among others; and (4) adding a chapter in the Risk Management Rules on the risk control parameters for LSFO futures.
In addition, in order to improve the scientific management and risk response capacity of crude oil delivery warehouses, INE also revised the provision in the Delivery Rules on the deposit for crude oil load-in application.

