Drafting Notes on INE Crude Oil Options Contract Specifications and Related Rules
To establish a multi-layered derivatives market with a diversified product range, help domestic industrial companies manage the risks in international trades, the Shanghai International Energy Exchange (INE), a Shanghai Futures Exchange subsidiary, is planning to launch crude oil options and the new product will be fully open to foreign traders.
To prepare for this launch, INE has drafted the INE Crude Oil Option Contract Specifications (for public consultation) and the Options Trading Rules of the Shanghai International Energy Exchange (for public consultation) (“Options Trading Rules”), as well as amended related rules, in accordance with the Regulations on the Administration of Futures Trading, the Measures for the Administration of Futures Exchanges, and the General Exchange Rules of the Shanghai International Energy Exchange.
I.
Key Features of INE Crude Oil Options

INE’s crude oil futures has seen orderly trading since listing three years ago. The market is expanding and the investor structure is improving. The price of this product is also being referenced increasingly frequently by oil companies as the benchmark price in trades.

Just like the crude oil futures, crude oil options will be listed as a “specified product” (i.e. foreign trader-accessible) and apply substantially the same trading, settlement, and risk control rules and be traded through nearly identical IT systems. Crude oil options will share the same platform as crude oil futures and be open to global investors.
II.
Drafting Principles of the Options Trading Rules
The Options Trading Rules is framed based on the general trading procedures for options, and incorporates the common practices—in areas including trading, clearing and settlement, exercise and performance, risk control, and market making—seen in developed markets.
At the same time, consideration was given to the differences between domestic and overseas markets, such that these Options Trading Rules also contain many tailored designs in areas including the margining method, price limit rules, and the assignment process, so as to more effectively prevent market risks. For instance, in risk control these Options Trading Rules have inherited the “margin + price limit” baseline combination, which is complemented by such measures as position limit, trading limit, large position reporting, forced liquidation, and risk warning to form INE’s risk control framework for options trading.

III.
Major Differences between Options Trading Rules and the Options Trading Rules of the Shanghai Futures Exchange
There are three notable differences. First, to account for the different types of participants that are able to access the relevant products, these Options Trading Rules have added provisions on the rights and obligations of Overseas Special Participants (“OSPs”) and Overseas Intermediaries.
The second difference relates to the exercise and performance of options. Because the trading procedures are different from the settlement procedures for OSPs, INE clarifies that Members, OSPs, Overseas Intermediaries, and Clients are to complete the exercise and performance of options in accordance with the trading procedures.

Third, as INE’s rulebook already contains the Information Management Rules of the Shanghai International Energy Exchange（“Information Management Rules”）, the management of options-related information is incorporated into these Information Management Rules which have been amended accordingly.
IV.
Major Revisions to Other Rules

In addition to releasing the Options Trading Rules, INE has simultaneously released and/or revised the following rules:

· The specifications for the newly listed crude oil options contract;

· The updated Trading Rules of the Shanghai International Energy Exchange, Clearing Rules of the Shanghai International Energy Exchange, Risk Management Rules of the Shanghai International Energy Exchange, Information Management Rules of the Shanghai International Energy Exchange, and Futures Trading Participant Eligibility Management Rules of the Shanghai International Energy Exchange, to provide the rules that support such activities as options trading, settlement, and exercise and performance.
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