Annex 1

Revision Notes

To promote the functioning of the futures market, the Shanghai Futures Exchange plans to make changes to the following rules to streamline the VAT invoicing procedures:

· Clearing Rules of the Shanghai Futures Exchange

· Delivery Rules of the Shanghai Futures Exchange

· Copper Cathode Futures Rules of the Shanghai Futures Exchange

· Aluminum Futures Rules of the Shanghai Futures Exchange

· Fuel Oil Futures Rules of the Shanghai Futures Exchange

· Cast Aluminum Alloy Futures Rules of the Shanghai Futures Exchange

The following sections provide an explanation of the proposed changes.

1.
Changing how VAT invoices are to be issued in physical delivery processes involving duty-paid standard warrants, i.e., from a five-party model to a direct seller-to-buyer model. The changes mostly concern Articles 62, 63, and 64 of the Clearing Rules. Specifically, the revised provisions state that special VAT invoices are to be issued by the selling Client or Non-FF Member to the buying Client or Non-FF Member, and stipulate matters relating to the transmission of VAT invoice information and the key steps, the collection and refund of the deposit for VAT invoices, the collection of overdue fine and liquidated damages, as well as the resolution of disputes.

2.
Changing how VAT invoices are to be issued in SHFE-settled Exchange of Futures for Physical (EFP) transactions involving duty-paid standard warrants, i.e., from a five-party model to a direct seller-to-buyer model. The changes mostly concern Article 28 of the Delivery Rules, which now provides that for EFP transactions that are conducted through standard warrants and settled through SHFE, the selling Client or Non-FF Member is to issue the special VAT invoice to the buying Client or Non-FF Member, and stipulates matters relating to the transmission of VAT invoice information and the key steps, the collection and refund of the deposit for VAT invoices, the collection of overdue fine and liquidated damages, as well as the resolution of disputes.

3.
Retaining the five-party issuance model for physical delivery processes involving bonded standard warrants and SHFE-settled EFP transactions involving bonded standard warrants.

For copper cathode futures and aluminum futures, which support physical delivery on both duty-paid and bonded basis, Chapter 3 “Delivery” of the Copper Cathode Futures Rules and Aluminum Futures Rules have been updated to specify the seller-to-buyer model for deliveries involving duty-paid standard warrants and the five-party model for those involving bonded standard warrants, as well as the specific procedures for each. 

For fuel oil futures which only supports bonded delivery, Chapter 3 “Delivery” of the Fuel Oil Futures Rules now contains the specific procedures for the five-party issuance model for bonded standard warrants.

For cast aluminum alloy futures which only supports duty-paid delivery and has already adopted the seller-to-buyer issuance model, provisions of the Cast Aluminum Alloy Rules on the VAT invoicing procedures for such model has been deleted, as the VAT invoicing provisions of the updated Clearing Rules and Delivery Rules would apply to the product.
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