Appendix

Guidelines of the Shanghai Futures Exchange on Disposal of Marketable Securities Posted as Margin Collaterals

(September, 2023)

Chapter I
General Provisions

Article 1
These Guidelines of the Shanghai Futures Exchange on Disposal of Marketable Securities Posted as Margin Collaterals (these “Guidelines”) are made in accordance with the General Exchange Rules of the Shanghai Futures Exchange, the Clearing Rules of the Shanghai Futures Exchange, and other applicable rules to strengthen the management of the marketable securities posted as margin collaterals at the Shanghai Futures Exchange (the “Exchange”) and regulate the procedures for the disposal of such marketable securities.

Chapter II
Conditions and Methods for Disposal

Article 2
The Shanghai Futures Exchange may dispose of the marketable securities posted by a Member as margin collaterals, if the Member:

(1)
fails to pay or cannot fully pay its trading margin and related debts; or
(2)
falls into other circumstances specified by the Exchange.

Article 3
Marketable securities posted as margin collaterals may be disposed of by auction or sale or as negotiated payment-in-kind, as determined by the Exchange based on the circumstances.

Chapter III
Disposal Notice and Selection of Marketable Securities

Article 4
The Exchange will issue a Notice on the Disposal of Marketable Securities Posted as Margin Collaterals (the “Disposal Notice”) to a Member who is under any of the circumstances specified in Article 2. The date on which the Disposal Notice is sent is designated “Day T.”

Article 5
After the daily clearing on Day T, the Exchange will select the marketable securities to be disposed of in the order of government bonds first and standard warrants second until the total after-haircut value of the selected securities covers the Member’s trading margin requirement and related debts.

Article 6
The Exchange will select government bonds to be disposed of based on their term-to-maturity, date of issuance, liquidity, and other relevant factors. Within the same issue of government bonds, selection will be made among all Clients (with their corresponding trading codes as unit) of the relevant Member who hold them in descending order of the after-haircut values of their positions in the bond after the daily clearing on Day T.

Article 7
The Exchange may, in light of market conditions, select the standard warrants to be disposed of based on their liquidity, disposal efficiency, cancellation deadline, and other relevant factors.

Article 8
When using auction, sale or other public disposal methods, the Exchange may publish all the marketable securities posted by a Member to facilitate the submission of purchase intentions by market participants.

Article 9
The Exchange may adjust the selection of marketable securities in light of market conditions.

Chapter IV
Disposal of Government Bonds

Article 10
The Exchange will select the government bonds to be disposed of based on the estimated disposal amount. The estimated disposal amount of government bonds equals their after-haircut value after the daily clearing on Day T. The Exchange reserves the right to adjust the estimated disposal amount.

Article 11
Government bonds shall be auctioned in accordance with the following procedures:

(i)
Application for auction

The Exchange will submit an application for auction to China Central Depository & Clearing Co., Ltd. (“CCDC”) after daily clearing on Day T.

(ii)
Auction

CCDC will hold the auction based on the Exchange’s application and in accordance with applicable rules.

(iii)
Notification of auction results

CCDC will inform the Exchange of the auction results, which will be then forwarded by the Exchange to the Member.

Article 12
If government bonds posted as margin collaterals are to be disposed of by sale, the Exchange will submit an application to CCDC. The specific requirements and procedures are governed by the applicable rules of CCDC.

Article 13
If government bonds posted as margin collaterals are to be disposed of as negotiated payment-in-kind, the Exchange and the Member shall jointly submit an application to CCDC once the Exchange reaches an agreement with the Member and bondholders. The specific requirements and procedures are governed by the applicable rules of CCDC.

Chapter V
Disposal of Standard Warrants

Article 14
Standard warrants to be sold through a public bidding process shall be handled in accordance with the following procedures:

(i)
Sale notice

After the daily clearing on Day T, the Exchange will publish a notice on sale of standard warrants on its official website, covering the particulars of the standard warrants to be disposed of, the time of sale, and the methods for participation and payment, among other relevant information.

(ii)
Sale reservation price

Sale reservation price = the settlement price of the nearby futures contract for the product underlying the standard warrants on Day T × discount ratio.

The Exchange reserves the right to adjust the discount ratio of the sale reservation price in light of market conditions.

(iii)
Criteria for participation
To participate in the bid, bidders are required to prepay a deposit equaling a certain percentage of the value of the standard warrants. The specific percentage required is governed by the sale notice.

The value of the standard warrants shall be calculated based on the settlement price of the nearby futures contract for the product underlying the standard warrants on Day T.

(iv)
Procedures

1. Application: Each bidder shall submit an application to the Exchange as required by the sale notice and within the specified time of sale.

2. Determination of sale results: Upon the conclusion of the bidding session, if the total bid quantity is equal to or less than the Member’s related debts, all bids will be deemed successful; if it is greater than the Member’s related debts, the successful bids will be selected in accordance with price-time priority. Any bid below the minimum single-bid quantity or the sale reservation price is deemed invalid.

3. Notification of sale results: Upon confirmation of the sale results, the Exchange will send a notice to the winning bidders and return the deposit to the losing bidders.

(v)
Payment

Any bidder who receives the winning notice shall transfer the difference between the value of the standard warrants and the prepaid deposit to the Exchange-designated funds account within the time specified by the Exchange. The deposit will not be returned if such bidder fails to make full payment on time.

(vi)
Transfer of standard warrants

The Exchange will register the standard warrants under the winning bidder’s name after receiving the payment in full.

(vii)
Re-bidding

If no buyer participates in the bidding process or if the total bid quantity is less than the Member’s related debts, the Exchange may extend the bidding time or, after adjusting the sale reservation price in light of the market conditions, organize a re-bidding round.

Article 15
If the standard warrants posted as margin collaterals are to be disposed of by auction, the Exchange will, in accordance with the Auction Law of the People’s Republic of China, engage an enterprise with the auction license to hold the auction. The auction reservation price is calculated similarly to the sale reservation price.

Article 16
If the standard warrants posted as margin collaterals are to be disposed of as negotiated payment-in-kind, the Exchange will first reach an agreement with the Member and standard warrant holder and then transfer the standard warrants in reference to its standard warrant transfer rules.

Article 17
A buyer shall, within one (1) business day after making the payment for the standard warrants and as required by the competent tax authority, notify the original holder of the detailed information needed for the issuance of the tax invoice including the buyer’s name, address, tax invoice amount, and taxpayer registration number, among others. The original holder shall issue a tax invoice to the buyer within five (5) business days after the standard warrants are transferred, failing which, the Exchange will calculate the amount of value-added tax that the holder shall compensate the buyer at the tax rate announced by the state taxation authority. The Exchange may proceed to dispose of the remaining standard warrants of the Member in accordance with the calculated tax amount.

Article 18
During the disposal proceedings, the standard warrants concerned are frozen and may not be canceled, delivered, exchanged for physicals, transferred, traded, or used in other transactions.

Chapter VI
Miscellaneous

Article 19
The Exchange may suspend the disposal of marketable securities posted as margin collaterals if:

(i)
a circumstance such as policy adjustment or significant market fluctuation arises; or

(ii)
there is any other circumstance that, in the Exchange’s opinion, requires the suspension.

Article 20
The Exchange will treat the proceeds from the disposal of a Member’s marketable securities as funds deposits by the Member and apply them toward meeting the Member’s trading margin requirement and related debts. After such requirements and debts are met, the Member may apply to the Exchange for withdrawing the remaining funds.

Article 21
If the proceeds from disposal are insufficient to cover the Member’s related debts, the Exchange may proceed to dispose of its remaining marketable securities in accordance with the foregoing provisions.

Chapter VII
Ancillary Provisions

Article 22
These Guidelines shall be interpreted by the Exchange and take effect on the date of release.
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