
 

SFE NOTICE NO. 55/06 
  
Date of Issue: 25 May 2006 
Effective Date: Item 1, 3 July 2006 

Items 2 and 3, 1 June 2006 
 
 

New Rules, Procedures and Determinations 
 
This Notice provides Participants with information on the following amendments to new rules, determinations and 
procedures: 
 

1. New rules to facilitate compliance by Full Participants with US regulatory requirements for dealings on 
behalf of US customers on non-US exchanges; 

2. New Determination relating to Operating Rule 5.6.1 – General Disciplinary Powers of Board, BCC and MPC; 
and 

3. New Procedures relating to Operating Rule 3.1.15 – Wash Trades. 
 
 

1. New Regime for Participants acting on behalf of US Customers on non-US exchanges 
 
Sydney Futures Exchange (SFE) is introducing new rules to facilitate compliance by Full Participants with US 
regulatory requirements for dealings on behalf of US customers on exchanges other than SFE1 and on exchanges 
other than those located in the US2.   The new rules appear in the Annexure and will take effect on 3 July 2006. 

 
The new rules comprise the first step in the new regulatory regime required by the Commodity Futures Trading 
Commission (CFTC), which oversees futures and options trading conducted from outside the US on behalf of US 
customers.  See next page for the background leading up to this new regime. 

 
The second step in the process will be the issue by the CFTC of a formal Order authorising Participants who comply 
with it to continue to act on behalf of US customers on non-US exchanges as they currently do.  The Order is 
expected to be issued in the next few weeks. 
 
The effect of the new regime is that SFE Participants who have been granted relief by the CFTC under Regulation 
30.10 of the CFTC Regulations may continue to deal for US customers on other exchanges outside the US: 

• where those exchanges appear in a list determined by SFE; and 
• subject to compliance with the new SFE rules.   

 
CFTC Order 
 
The CFTC has advised that one of the conditions of the Order is the introduction by SFE of the new rules.  Another 
condition will be a requirement for each relevant Participant to formally agree to provide the books and records which 
are required to be maintained under Australian law and SFE rules and which relate to transactions on the non-US 
exchanges, upon the request of any representative of the CFTC or the US Department of Justice at the place in the 
US designated by such representative, within 72 hours or such lesser period of time specified by that representative, 
after service of the request.  Participants should note that this is already a condition of the existing relief for dealing on 
SFE for US customers. 

                                                 
1 SFE’s existing rules continue to apply in respect of Participants’ dealings for all clients on SFE. 
2 SFE cannot facilitate Participants’ dealing on exchanges located within the US as such activity is regulated by the US laws.   
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or otherwise, arising from or in connection with decisions made in reliance upon this information.  This information does not substitute for the Operating Rules and in the case of 
inconsistency the Operating Rules prevail.  Before acting on any matter contained in this notice readers should discuss the matter with their own professional advisers. 

 

 



 

 
Participants to provide notification of exchanges on which they deal for US customers 
 
Participants should note that new Operating Rule 2.2.30(d) requires them to notify the CFTC or its delegate of the 
exchanges on which they propose to deal for US customers before they commence dealing. 
 
SFE has agreed with the CFTC that such notifications should be provided to the National Futures Association (NFA), 
and that the details which Participants have provided to SFE is sufficient notification of their current activity in the first 
instance.  SFE Compliance and Surveillance staff will shortly contact each Participant requesting them to confirm or 
update these details. 
 
Where a Participant proposes to deal on a designated exchange on which it has not dealt previously for US 
customers, the Participant must give prior notification to the NFA.  
 
Additions to list of Exchanges 
 
The exchanges on which Participants may deal on behalf of US customers have been determined by the Exchange 
and are listed in the Annexure. 
 
If a Participant wishes an additional exchange to be added to the list, they should provide SFE with details of that 
exchange including its global ranking in terms of volumes and capitalisation, and the name of its regulator.  SFE will 
then consider the proposed addition and consult with the CFTC before making a decision whether to add it to the list. 

 
Background 
 
(i) Brokers who are located outside the US and who deal in futures and options on behalf of US customers on 

exchanges outside the US (including on SFE) are subject to the US regulatory regime and without relief from the 
CFTC, would be required by US law to register as Futures Commission Merchants (FCMs) in the US.  The 
majority of SFE Full Participants have applied for and been granted such relief pursuant to Orders issued by the 
CFTC, under Regulation 30.10 of the CFTC Regulations. 

 
(ii) The first such Order was issued in 1988 and applied only to dealings for US customers on SFE.  A later Order 

extended the earlier relief to other exchanges outside the US which were authorised under the Australian 
Corporations legislation.  The effect of the two Orders was that SFE Participants who were authorised in Australia 
to conduct futures business on behalf of clients and who had been granted relief under Regulation 30.10 were 
able to solicit and accept orders from US customers on the exchanges located outside the US where those 
exchanges were listed in Schedule 11 of the Corporations Regulations (as Recognised Exchanges), as well as on 
SFE.    

 
(iii) Changes to the Corporations legislation in Australia in 2004 removed the concept of Recognised Exchanges and 

at the same time SFE’s rules were amended and, consistent with the legislative changes, they now require SFE to 
monitor the conduct of its Participants in its own markets but not in other markets.   

 
For further information on the new rules relating to acting on behalf of US Customers on non-US exchanges, please 
contact Barbara Jones on +612 9256-0560 or bjones@sfe.com.au .  
 
 
2. Changes to disciplinary powers of the Business Conduct Committee (BCC) and the 

Market Practices Committee (MPC) 
 
Participants are advised that, having noted recent disciplinary Committee decisions at or close to the current 
maximum financial penalty limits, SFE has concluded a review of the current limits aimed at assessing both their 
effectiveness as a deterrent and their comparability with financial penalties available to other markets.  As a result, the 
Board has recently approved amendments to Determinations underpinning general disciplinary powers (Operating 
Rule 5.6.1) and the changes are as follows: 
 

• MPC maximum financial penalty increased to $75,000; 
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• BCC maximum financial penalty increased to $150,000; and 
• Board maximum financial penalty increased to $250,000. 

 
The increased maximum financial penalty limits will be applicable in respect of events or activities which occur on or 
subsequent to 1 June 2006. 
 
For further information on the BCC and MPC powers, please contact Robert Coaldrake on +612 9256-0495 or 
rcoaldrake@sfe.com.au or Tony Dimovski on +612 9256-0357 or tdimovski@sfe.com.au . 
 
 
3. Changes to reporting requirements for inadvertent Wash Trades 
 
In order to further enhance the effectiveness of SFE and Participant compliance monitoring of wash trades, 
Participants are advised of two (2) additions to the procedural guidance contained in the Procedures, Determinations 
and Practice Notes (PDP) relating to Operating Rule 3.1.15 - Wash Trades.  These changes will take effect from 1 
June 2006 and are as follows: 
 
Addition 1 
 
In certain circumstances, Participants may have breaches recorded against them due to the actions of clients who 
access the market directly and whose actions may trigger an inadvertent Wash Trade.  In recognition of the lack of 
direct Participant involvement in such inadvertent breaches, the following will be added to the PDP: 
 

• Where a Participant’s client with direct market access has inadvertently executed a Wash Trade, the 
Participant is not required to report the wash trade to the Exchange.  The Participant is required to 
review the actions of the client to ensure the trade was inadvertent and subsequently record the 
details on its Wash Trade Register.  The Participant is required to report the wash trade to the 
Exchange if the client intended to cross the trade. 

 
Addition 2 
 
Where a Participant executes a pre-negotiated business order on behalf of two clients which is also an error, the 
Participant has no option other than to allocate the matched trades to an error account which, by definition, results in a 
Wash Trade, albeit inadvertent.  With respect to such circumstances, the following will be added to the PDP: 
 

• Where an error results in a Participant allocating both sides of a trade to its error account, the 
Participant is exempt from reporting this as a wash trade to the Exchange but must record the trade 
on its Wash Trade Register. 

 
For further information on the Procedures relating to Wash Trades, please contact Janice Coles, +612 9256 0448 or 
via e-mail on jcoles@sfe.com.au . 
 

 
 
Anne T. Brown 
General Manager, Risk and Compliance 
 
 
SFE Corporation Limited 
30 Grosvenor Street 
Sydney Australia 
+612 9256 0555 
www.sfe.com.au
ABN 74 000 299 392 
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Annexure  
Additions to the Rules of Sydney Futures Exchange Limited 
 
7.1 Definitions 
 
Add a new definition to read:  
 
'Non-US Exchanges' means exchanges, other than the Exchange, which are located outside the US. 
 
‘US’ means the United States of America. 
 
Add new Rule 2.2.30 to read as follows: 
 
2.2.30 Dealing on behalf of US customers on Non-US Exchanges 
 
When dealing on behalf of US customers on Non-US Exchanges, Full Participants who have received relief under Rule 30.10 of 
the Commodity Futures Trading Commission Regulations (17 CFR Part 30 Rule 30.10) of the US to deal on behalf of US 
customers on Non-US Exchanges: 
 
(a) may not deal for US customers on any exchanges except for the Exchange and those exchanges which are determined by 

the Exchange for the purposes of this Rule 2.2.30(a);   
 (b) must, when dealing on behalf of US customers on exchanges determined for the purposes of Rule 2.2.30(a), comply with 

the Operating Rules relating to: 
(i) Order Records and Accounting Records; 
(ii) Clients’ Segregated Account Obligations; and 
(iii) Mandatory Recording of Information by the Exchange and its Participants; 
as though they applied to Full Participants dealing on behalf of clients on the exchanges determined in Rule 2.2.30(a);  

(c) must provide their US customers with such risk disclosure statement as may be determined by the Exchange;  
 (d) must advise the Commodity Futures Trading Commission or its delegate of any Non-US Exchange on which it proposes 

to deal on behalf of a US customer, before commencing to deal on their behalf; 
 and  
(e) must notify the Exchange immediately upon becoming aware that it has breached any part of this Rule 2.2.30. 
 
Explanatory Notes 
(i) Notwithstanding Rule 2.2.30, Full Participants must, when dealing on behalf of US customers on the Exchange, comply 

with all the Operating Rules which are applicable to dealing for Clients on the Exchange.  
(ii) The Rules relating to Order Records and Accounting Records appear in Operating Rule 2.2.23; 
(iii) The Rules relating to Clients’ Segregated Account Obligations appear in Operating Rule 2.2.26; 
(iv) The Rules relating to Mandatory Recording of Information by the Exchange and its Participants appear in Operating Rule 

2.2.28. 
 

Exchanges determined pursuant to Rule 2.2.30(a) 
 

1. ASX 14. OM 
2. BM & F (Commodities & Futures Exchange Brazil) 15. OSE Osaka Securities Exchange 
3. Eurex 16. RTS  RTS Stock Exchange 
4. Euronext (Paris, Amsterdam, Brussels, Lisbon) 17. SAFEX South African Futures Exchange 
5. Euronext.liffe 18. SGX 
6. HKEX 19. SHFE Shanghai Futures Exchange 
7. ICE  Intercontinental Exchange Inc (formerly IPE) 20. SPSE Sao Paulo Stock Exchange 
8. ISE  International Securities Exchange 21. TAIFEX  Taiwan Futures Exchange 
9. KOFEX 22. TIFFE Tokyo International Financial  Futures Exchange 
10. LME 23. TOCOM Tokyo Commodity Exchange 
11. ME Montreal Exchange 24. TSE Tokyo Stock Exchange 
12. MEFF 25. WCE  Winnipeg Commodity Exchange 
13. MexDer Mexico Derivatives Exchange  
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