Appendix 1

Explanation of Revisions to the Enforcement Rules of the Shanghai International Energy Exchange
Pursuant to the Regulation on the Administration of Futures Trading, Measures for the Administration of Futures Exchanges, Trading Rules of the Shanghai International Energy Exchange, and other applicable rules, the Shanghai International Energy Exchange (the “Exchange”) has revised the Enforcement Rules of the Shanghai International Energy Exchange (“Enforcement Rules”), to strengthen the regulatory system of the futures market and implement the policy of lawfully cracking down on illegal act or rule violations in the market.
I.
Background

(I)
Implementing New Regulatory Requirements Presented in the Upcoming Futures Law and the Revisions to Relevant Regulations
Recent years have witnessed continuous improvement in the rule of law in the futures market. Specifically, the Measures for the Supervision and Administration of Futures Companies and the Measures for the Supervision and Administration of Integrity in the Securities and Futures Markets have been revised successively; the Supreme People’s Court (“SPC”) and the Supreme People’s Procuratorate (“SPP”) have issued judicial interpretations on the crime of manipulating the securities and futures markets; the China Securities Regulatory Commission (“CSRC”) has clarified the “other activities for manipulating futures trading price” in the Regulation on the Administration of Futures Trading; and the Futures Law (Draft) has launched a public consultation. All these need to be reflected in the Enforcement Rules.
(II)
Providing Institutional Basis for Combating New and Emerging Rule Violations
In performing its self-regulatory duties, the Exchange has identified several new forms of rule violations that emerge as the market develops. For example, a few investors are suspected of disturbing the market and seeking illegitimate benefits by fabricating and spreading false information through popular and influential self-media platform. It is hence necessary to make new provisions on handling such violations in the Enforcement Rules, further enhancing the pertinence and credibility of the Exchange’s regulation.
(III)
Improving Procedures for Disciplinary Actions
As a standard self-regulatory framework is forming, the Exchange has basically separated investigation from review through early exploration. Some proven practices in the procedures for rendering a verdict for disciplinary actions, including adopting a disciplinary committee, could be written as general principles in the Enforcement Rules.
(IV)
Aligning Regulatory Rules with International Practice
The development of specified domestic futures products that are open to overseas investors marks an important step towards globalization. The Exchange can offer institutional support for its globalization by aligning its regulatory rules with international standards. After studying overseas regulations and self-regulatory rules and considering its realities, the Exchange proposes to amend its provisions on investigation procedures, types of restrictive measures, and enforcement of fines and forfeitures, as part of its ongoing efforts to align with international rules.
II.
Major Revisions

(I)
Chapter 1 General Provisions
The scope of application is extended. The revision clarifies that the Enforcement Rules apply to “future market participants” and enumerated the entities covered.

(II)
Chapter 2 Examination
(1) The scope of examination is changed from “routine audit and investigation for cause” to “checks and inspections.” (2) The provision on examination methods is changed to “examination may be conducted on-site or off-site.” (3) The investigation process is adjusted to specify that if the Exchange, through investigation, believes that a suspected rule violation warrants disciplinary actions, it shall formally place it on file. But if the circumstances are minor, it may instead impose self-regulatory measures. (4) Provisions on evidence are improved by changing the wording of evidence categories in accordance with the Civil Procedure Law, as revised in 2017. (5) The condition for taking restrictive measures is changed from “a serious rule violation” to “an illegal act or rule violation” to cover all circumstances under which the Exchange needs to take restrictive measures when investigating into any suspected violations; “reducing the hedging quota” is added as a new measure to prevent additional adverse impact of such violations as false hedging applications and influencing prices through continuous trading; procedural requirements for taking restrictive measures are also added in accordance with applicable provisions of the Measures for the Administration of Futures Exchange.
(III)
Chapter 3 Rule Violations and Sanctions
1. Rule violations by members and overseas special participants (OSP)
(1) Provisions on the conducts of a Futures Firm Member (the “FF Member”) that will constitute a rule violation relating to the brokerage business qualification are deleted. (2) “Accepting an option buyer’s exercise request when the buyer has insufficient funds” on the part of an FF Member is added as a violation. (3) “Failing to carry out Client management as required” on the part of a member or an OSP is added as a violation in accordance with the Measures for the Supervision and Administration of Futures Companies as revised in 2019. (4) “Failing to complete filings for overseas intermediaries as required” on the part of a member or an OSP is added as a violation, and “engaging in any other activity that violates PRC laws, regulations, administrative rules, the Exchange’s Articles of Association, or other relevant provisions” is added as a miscellaneous provision.
2. Rule violations relating to trading management

(1) Description of the rule violation of repeatedly trading in a contract in order to influence the trading prices is reworded to delete the word “maliciously” as a subjective element. A malicious intent is no longer required for such a conduct to constitute a rule violation. (2) Description of the rule violations of accommodation trade, wash trade, and insider trading is reworded. (3) According to the judicial interpretation issued by SPC and SPP, trading manipulation by deception and scalping are added as new violations. Both aim to affect futures trading prices or volume and seek unjust enrichment: the former by fabricating or spreading false information, misleading information, or unsubstantiated information of major impact, and the latter by making public comments, forecasts, or investment advice on contracts or the underlying. (4) Rule violations relating to program trading are added.
3. Other rule violations

(1) Rule violations on position management are specified in detail. Such violations are common in regulatory practice and hence are clarified in terms of their means, time of occurrence, and forms.
(2) Rule violations on trading limit are added. As the basis for handling such violations, the new provision stipulates that any violator that evades and exceeds the Exchange’s trading limit through improper means will be subject to disciplinary actions from the Exchange depending on the severity of the violation.

(3) Rule violations on administration of accounts involving actual control relationship are added. Such violations include refusing to file relevant information truthfully, electing to conceal facts, and submitting false information.

(4) To provide institutional basis for cracking down on conducts that impact the security of the Exchange’s information system, rule violations relating to information management are specified in detail.
(5) Special provisions on rule violations relating to trading code management are added. In addition to incorporating applicable original provisions, the revision also includes the violating uses of trading code.

(6) Rule violations of fabricating or spreading false information are added. To be specific, any conduct to “fabricate or spread false or misleading information, damage the Exchange’s reputation, or disrupt the futures market” constitutes a rule violation. This provision is aimed at deterring any attempt to incite conflict by spreading rumors or defame the Exchange through self-media and imposing self-regulatory measures on those violators that produce serious and baneful consequences.

(7) Provisions on rule violations relating to delivery are revised to determine a delivery default solely based on its objective nature, without considering any subjective “purpose of making illegal profits” or “malicious intention.” Violations committed by delivery storage facilities are further clarified, with new types of violations added to reflect the regulatory practice.

(8) Under the case transfer mechanism established between the CSRC Enforcement Bureau and futures exchanges and a corresponding table for causes of cases, cases involving market manipulation, insider trading, and fabricating and spreading false information will be transferred. Relevant provisions are amended accordingly.

(IV)
Provisions on Disciplinary Actions
(1) Provisions on the application of disciplinary actions are consistently reworded to allow the Exchange to impose disciplinary actions at its own discretion depending on the severity of the circumstances.

(2) Provisions on fines are consistently revised to cap a fine either by a fixed amount or a proportional amount.

(3) “Indemnifying for any losses” is deleted as a disciplinary action. If any violator causes losses to a specific party, the Exchange may require the violator to return any illegal profit to that party. This is generally grounded on the disciplinary action of ordering return of profit under “making rectifications.”

(4) Basis for sanctions against directly responsible persons is added. As some articles did not specify the disciplinary actions against persons directly in charge and other responsible persons, the revision makes a supplement.

(5) Regulatory measures against overseas intermediaries for their rule violations will no longer be different, instead, they will also be subject to such disciplinary actions as “warning,” “reprimand,” and “public censure,” which are consistent with those for domestic participants. “Violating eligibility management rules” on the part of an overseas intermediary is added as a violation, and “if any of the above circumstances occurs to an overseas intermediary, the Exchange may revoke its filing registration in view of the severity of the violation” is added.
(V)
Verdict and Enforcement
The revision adds basic provisions on the procedures for rendering a verdict for disciplinary actions; updates provisions on appeal against any disciplinary action, enforcement of fine, and “persona non grata to the market;” adds provision on recording in the integrity file database for securities and futures markets; and includes the basis for publishing the decision on disciplinary actions.

(VI)
Dispute Mediation

Revisions to the “Dispute Mediation” chapter include: (1) expressly providing that the mediator of the Exchange is the Legal and Mediation Committee; (2) adding that mediation shall be carried out based on the established facts and accountability in accordance with national laws and regulations on futures trading and the rules of the Exchange; and (3) adding provisions on the conditions for mediation application, circumstances of rejection, time limit for mediation, and circumstances for termination, and detailing the meditation procedures.
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