[on ISDA letterhead]

Mr. Feng Jing

Department of Fund Supervision

China Securities Regulatory Commission

19 Jin Rong Street, Xi Cheng District, Beijing, 100140

Fax：86 10 88061446
Email: fengjing@csrc.gov.cn

By fax and email

Subject： Index Futures Trading by the Qualified Foreign Institutional Investors 
Dear Mr. Feng,


Recently we learned from our members that the China Securities and Regulatory Commission (CSRC) issued the draft Interim Provisions on Qualified Foreign Institutional Investors’ (QFIIs) Investment in Index Futures (the “Consultation Draft”) on April 27, 2010 and would like to solicit QFIIs’ opinion on the Consultation Draft.

Since most QFIIs are also ISDA members, we have always been very interested in the development of Chinese regulations relating to QFIIs.  We made a submission to CSRC and the China Financial Futures Exchange (CFFEX) on April 15 in which we set out various comments and proposals regarding QFIIs’ participation in index futures trading.   After receiving the Consultation Draft issued subsequent to our submission, our members have requested ISDA to make another submission to provide CSRC with the industry’s opinion on the Consultation Draft.  On behalf of its members, ISDA respectfully submits this letter to CSRC and hope that CSRC would take into account the industry’s comments when finalizing the regulations.          

ISDA members’ comments mainly relate to article 3 of the Consultation Draft.  Article 3 provides that during or at the end of any trading day, the total value of the index futures contracts held by a QFII should not exceed its investment quota. Article 3 further provides that the investment quota mentioned in this article refers to the investment principal approved by the State Administration of Foreign Exchange (SAFE) which has actually been remitted into China. As you know, the value of the securities held by QFIIs have exceeded the investment quotas issued by SAFE due to the investment returns which QFIIs have accumulated over the years.   We believe that QFIIs should be permitted to trade and hold futures with contract value in accordance with the market value of the total assets held by QFIIs instead of their investment quotas. Otherwise, QFIIs would not be able to hedge their investment exposure effectively.   

Our members also have a question on article 5 of the Consultation Draft and hope that CSRC could provide clarification on this.  Article 5 provides that every QFII may appoint three futures companies as its brokers.  Our members would like to know whether a QFII can appoint three brokers all with full clearing membership or only one broker with full clearing membership, and whether a change of broker would require approval of CSRC or any other regulator.  
        In addition to the issues we mentioned above, we have also raised a number of comments regarding margin requirement (please refer to our letter dated April 15 for details).  We understand from our last meeting with you that CFFEX sets the margin requirement and hence we will not repeat our comments regarding margin in this letter.  Our April 15 letter also raised some questions about how to define “hedging” and we sincerely hope that CSRC could provide clear guidance on the hedging requirement in the regulations.  

If you have any questions about this letter or the April 15 letter, please feel free to contact Ms. Jing Gu at ISDA Hong Kong Office (phone +852 2200 5908 and email JGu@isda.org).  We look forward to continuing our discussions with you regarding the above issues.  

Yours faithfully,
On behalf of the International Swaps and Derivatives Association

Keith Noyes










Jing Gu

Regional Director, Asia Pacific






Assistant General Counsel Asia


