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g% W%

LERSBERSFEECE TERERBRTSEELIRA
4 ( Commodity Futures Trading Commission 10" Annual Training
Seminar on Regulation of Derivatives Products , Markets and Financial
Intermediaries for International Market Authorities ) # A+ L%+ A +
ZAEANTAEFASA O EEABERERER S T RAT > A
RELBECRNREERBETHEELZIRELTREASA
M EeREESNBRA 4RSI E-HosTH+TZE
@ CFIC A4 RAd (FC) REARSBIAR T £ BRH
AT AT AN ST RARNBEARE TR T EEHE - F =
Moyk+A+txaE+ 8B CFTC 3 im T8 REET X
Hat e T EAHMTART AT HEEARERRERAES - T
BEEHZEY  AREE ITARBRE ST HZEEFTEALAR
it M eh IR - MRt @ £0R A CTTC BRAR ~ HfamE
B BER ARER A GAREEREBI AR SEER
NEREARREBMARTHEET QR RZERRHREART
IR B BB E R A& -

s B A SRR R ST EUARE BRI
T REAHERALE  BNLHAETTHERRELLRENE
fb> 4BEEEHELRBTHEIGAET > ol qRBTHAE
HEATZFEREETE > HEZIHRAIERT > UNGEETH
RERGHEBEHFZMELE  BRAETHZE -

L(EFLHERGEE oS- €2 B A BB
ez B BEBEARIRAENITEEN S

TG B A RAT
AN SIS EHREARBRZ T OEZERERE T



BeAE 0 AR AP EHARTHEELLEL TG o A LREHI
ARZEAMERRER I THXIEERMWANE » L HITE
BERE S TELEY > THEETRAYE  PARBERZET
RATANRE SRS TR AR ERMRAREREE



F—% ZEBRTHIFTEES

LARHETHZEENE  ORABBRAMRIBERHFER
BEHRAZEHERAFERFIAHENCTEFRAIZEERT - FE
RHEEETHREFALZATSHERN LR ¢ (Commodity Futures
Trading Commission ; CFTC ) > % R#E —~ ALt WEH R X H %

( Commodity Exchange Act) 3k 3L 2 35 L4 0 %7875 £ 324 CFTC
BHEHFAERL  PHABHIUEREEHZLETEH > LEL

BliEME B R R 43484 CFTC FHi8:4 > 4 CFTC #EXR
GFEITER - SRETEELE MR EFAES CFTC Z#ERT
2 £ 8% 4 (National Futures Association ; NFA) A & £ 7

14 8% (Self-Regulatory Organization ) » /&4 87 & 42 42 44 28 & NFA
Z 4 B2 B % S NFA TEFBHEAEHHEA ot - BEH
HEASTHEI AR CTEAREZRE -

— LM aHELXHZEEE (Commodity Futures Trading
Commission ; CFTC)
CFTC z @3N ERABRER  EX T REHMERAR BERHR
INE o BANBEIT ~ BHEBRARIEEN R DT
BAT CFIC AR 4% 8 > Rizin S HEAH8%nRE BZ
LEBRERAR—HE - CFTC 2 X 2EHENEFRPET
G AESME M ERRRE Y EHETHBE S RELH R
O URBERBEARARSEZIE  RERTAZESR
RGATEFRE - CFTC RA B X2 5P 0 SIEEER
472FF9 (Division of Enforcement) ~ £ »-#7 ¥ F7 (Division of
Economic Analysis) & % 5% B 713553 Fq (Division of Trading and
Markets) ; B & F ZAB#AF » BpiE# % (Office of the General



Counsel )~ #47 B A E (Office of the Executive Director) A
* Fa/n ¥ (Office of the Chairperson ) » E 2 fgegilihe F
(—) #3473 F] (Division of Enforcement ) :

1~ 5 AR R R 5% (Commodity Exchange Act) A
CFIC RAIZATA » ZHPIRF BTALENS » R TRERAE
R ~ B FR BT R E A i B (International Authorities )
AR Z Bk K B BB E BT -

2 #HRERE EAMESH  RERITER 5 (Administrative
Sanctions) » L3545 LB F ~ WA RIRF B ATRE 0 A
HAERETEMERZAN S > BHIITHEREETSE ~ B
XM EAEF AL I FH R G E(CEA) BT CFTC
R R U RRE Y (FARQ#L) ZYTHE o
BRHURAR Stk RET AR RETLF

3 ERF LR G E (CEA) 2 A4 RIH & EHIIRA
FIEIFR o

(=) @53 (Division of Economic Analysis )

#3554 (Market Analysis) @ #ILA AW H 2 0 REHF

BEGBABTES > LW ELGERRFA N T REEH

FUp a2 BE ANBRHFREXRYR G R BTk Z 2 IR

WX ERFIFL B E BN RN B LIRS

B A Z BB o

2~ w5 e (Market Surveillance) @ 35 &M 2 B &AM 4
—HAHEFEARF M B REEETS A RLEIEERA
BREBRBHRZIAE - BB BRI REALZFHERER > F
HPILBARERALRERLS W RFARTEBZZRRML
TS SAEAR o s THER ML AR HARE

—
’



WHFEREWESE  WRARBEMARTHRE HHFZEE
JE %, ©

3~ T3gaF % (Market Research) @ #4%#f8 CFTC A 28
RATER ~ 324% CFTC UEREHHAH § R EFHT 5
Z BB BEREITHFHARIIEE

(Z) %5 A T35EF] (Division of Trading and Markets ) @ 3%#F 7
ZAEFKEAS 1~ RE S BITLABRTAREER 2 &
BZEAEEFXHIFELIHEERHEREL 3 -HIHH
#H 7 (Clearing House) A& A E o€ % & BB EAT
i 4  EERGAZBERRANRESBR HARERRE
AR S EAMBERERAMEAB IR -

(w) =% % (Office of the General Counsel ) : #24t CFTC %42 &
R~ & CFTC #ATH® ~ RIZELBFHREMN - A4 CFIC
FRBH 2 ERERRABRB SRR HIEFER -

(£) #347E#%E (Office of the Executive Director) @ H A= 6
SENEREE (BFREBILENAL) MHEEFE (RE
ZHE S BITESE) ANEREE S TERRHFAEF
& o

() xFHF o F (Office of the Chairperson) : B BRESHE

( Office of International Affairs ) ~ 7%Z F#5i# £ (Officeof

. 7

Ay

Legislative and Intergovernmental Affairs @ & FH4& H 4 - H
B RECETHE  YELEEZEIHHLEE)  ~£H A
# ( Office of Public Affairs ) ~ #it Z & ( Office of the
Secretariat) & #245 % (Office of the Inspector General ) »

~ ~ 223 % /€ (National Futures Association ; NFA )

NFA {44k 1974 E2 SR HEHREEBATEN CFTC 242 T



Bz BaEmsk > 7 1981 £ER G CFTC 24 935 34 1982
ERBENS TR LAREPRENELHIEFZEZRBA
B E R A NFA 2 €8 - ez Feed (Futures Commission
Merchants ; FCM) ~ #38 €4¥ 7% (Introducing Brokers ; IB) ~ #§
% & 43 A (Commodity Pool Operator ; CPO)~ B R X 4 &
%] (Commodity Trading Advisor ; CTA) A L FEFZRKEA
& (Associated Persons) - ERA L 5 A ~ & EH A~ B|ATREME
FRHAETTYHATE  BERRBHE -
NFA #UBATEE G AMS > RIL+BF%R » ZAB 4
HEEE REEREGXIHNTHBAALT

(—) #a1#72 (Rule Development )

# NFA ¢ 85BN EELHXNLEAT AT IHBA
HWEBA®R CPOCTA BHLEEE AR HERA TN
FEEORBHEARITEMAMNIREE > & NFA EE TR
@A CFIC A B/ HhITEE AR HINELAT
MAELBITER

(=) #8347 (Rule Enforcement )

NFA fTTRARNBLLHRE BRATRZBEAFTEHETA
ABEGABFEEISA wACEFNREAR ARG FHRLNR
ZB4EE  WEHEMALZR AR AET RS
T EEMAR § &tk WESE R ZMBEALE Fe NFA
#HAFE2RE RBERXTARERF -

(=) %4% % 4 B 3% (Registration & Membership )
HEARBRLZECRTRAEACARERNFEXARX
BREd o YHEFLARBIERMBI@IFR > NRAF

SR B B AGHE T B 0 B ADEAREUH

73

'Fl



T BRFBIZEAR  FHHELABBRLAHETHELTH
( National Commodity Futures Examination - NCFE ) » 374
BBt NFA ZR2EBFHATHWE - h Lz ¥&Z
BEags NFAZBREEHEZRGLIBINEEST -

(w) B+5% % 32 (Finance)
NFA BMBHEILZ BRAS > dERIHHFLETRAEH

—
—_—

ZBECATMBEE I b B ANSEENEZE S

BEOHTEE e R BMBEHBELZER - NFA 2 A
RREBGAENCEURRSEA > FUANGERELAF

RERKA - FIEHRAE -

CERER G AT

LRNBERGRFLZTE  BMERHMBELES &
BnEFIz Y SR HABRAEIENRBERRER
BE G AN B i B R H A (Chicago Board of Trade ;
CBOT) &4 -

(—) CBOT #R—ANWAERL  WBMELHEHERER

(

BFE-ACREHBRIZEBAL  FEBRAZFES
#7% (U.S. Treasury Bond Futures) @ A &R 5 T i
EHZBM T — o — AN BEEERYLET B
E-AALERELREETERESREREAHE - CBOT &
(BRABRAMERHHZ— RIREGES > H—JEAMKA
B ERHHFABUNHRERE > BEEE T8
RER ARz SR - CBOT 28R % § 7 X &
RHERERZBE - _

wEHHFAXmE > CBOT 8 —uAumwwF+ AAL » & EED
FEFALH &% Project A> B =000 A%



Project A » M ¥& a/c/e EF X 5 F & (alliance/CBOT/Burex )
R 2 o Burex % #dhé4 CBOT #14& B R 474 M
BHEEHHZEFER G424 MALRAEEAZLET
LG hs - BhEIE - HRHA2EH  CBOT g8 X%
RFTERLIHLBETEXETTHRMBMELZE - FFH
AT N BABE » ad— T 5 5 EmED R/ AT 2 H
BEZFTRXDARERGERBRERASEZIHHK
BEHAMBAEBIZAT LR EHEBATLMAME
WE MRS AMSETHERERIHARAT S CBOT 2
FE2EHE . 52 LR BE > CBOT A —ARAFHHHE
& A TE (OrderDirect) 2R §F X > HAEAEKXRF
#@ (Application Program Interface ; AP1) plif i@ B 235
N 4 % A (floor broker) 4% CBOT ZZ#EBEEWMAHK
( CBOT order routing network ) » {# & B4 L AR E T35
PREBEN -

samgkmy > CBOT #=000#f—ATABEEFFXL
B 3F i 48 4% 4 E] 3T 3] (Demutualization Plan ) @ 3R 3%
CBOT #» &A= @%AMHAE » E—HIFEH AT M=
BzxhHhX > Z—2FAHREFLRLHAE > ERNE
NE AL R R R URETH LA 2

X GHEE-



=% fMERBRTHILL

BIRETHE2EHEAY ANRERXFEFBR (REEA
BEETEHMER 28 AREE) B4 EEZ (B FERT
BEKAL  EREMNEZM)  BEER(BHHEXHER 5
8 2 T AATAR ARG AERTE,)REHE (Speculation)
% 2BEEHENE R R LA EHERSCLEEDNERRTHZ
TR ZCEIHETEH  BRBHRELSEMEETL  UWBLE
BEFAHEE - BHIEREBRMFAMASTSE  BARHE

ARG BH2 BEBEHEEE  FR - THRE  THFELRBREK
o BRABTIHERBERE  #HATAERRTHEIZER
Eﬁ%%ﬁﬁz%%&%#~w$m;ﬁﬁwﬁéxﬁﬁ%u&ﬁ

W2 AREREEE MBI RIATEMEE LT o

U HTA M ST 2 2% ( Building Derivatives Markets
Critical Pieces)
EUATAEMF AT HE  BERIFETIET

(—) BErENFTART T HZHEHRRE
|~ REFEFHLFBUARBEZ TR
2 ~ JHCTT 35 2 44 (to take advantage of a natural or competitive
edge that exists in the market) °
3 ARE R RN F LZ X 5 E (o protect or enhance a
particular product or benchmark) °
(=) MAWELTHTEZIIZAY
1~ B fE
2~ SEAF

S

g
3 ~ E“’r‘pi



4~ BRAEES
5 KRERBEHE - 28 ~ eiR#H &
(Z) &P 4%dH
LEHERGTART LS AT EHEIREARATEE
BEGAEBERSL ARFXHARKRBESEERAT
¥ MEREEPXER  EPERAEEELH  HEERAR
negth o MEIFB—HHLMESELNTENYR H3E
W REREARHAL AR GHRAOE & B ELE
B ek B P R o
(m) BEEAsHZRE TS
2H LA ARRE R E B bl B ME - AEE
S E W S o
(R) BXEFRHTHEEOTC THZFTE
AAAMELELTHERRIEFTRH THRE OTCH
3o WmEMBTATZN K - - REHFBRMAGMER OTC
FEUASAEBENER  —RBATREETRTEFNH
MaERETR G THASR  AEFEARSRESE
T 548 AR S B TR o
(%) BEETHERAZEI  THERALHE
1 ~ & 44# 7 A(end users)—#AE% E A ~ 84T ~ 4R 8] ~ {E
A
2~ PANH—HELLE BHERY
3~ REM-EFRATRE
4~ HEE A
5 XRHAREHEERER
6 RBABELETE

[l
B

cm%

10



T~ 2EHH
(£) Z¥FRZRLBEAA
CERERLRLEAANBTHBAT (BLER - BBRER
Z5 E—fundiﬁg, Swaps and Trading Desks ) ~ 3548 ~ —#&
¥ (Bp#HRBERELR) £RES - BRAS AR L
SR —HELEELTESE -
2~ R AZEBGITHAR R RTINS -
RABREZHBRARERTR  LAXRAZLTH
MARERALHBEZERAEE » BREZ&ER ALE
ZHARBL G LA B
(N) 25 HiAEE2 B b
SV R G WHAAEZ B R FEAENRE — R 22T IGH
CREEHER G - BEBH T EZE - B ARE]
UARBEERBRTRERFEAMRS - &E R
LR FH AT IERR > UHEFLAEME AEF
B HBRIE -
() RHPmEZEH
BREREA RGMLBARHZEETA  BLBA
ARz BB B g REy
(+) E&HR%E
LEFN BB FREEXIAEE - FELERRES
B e MBAURBERS— BN ERHZAE > £ XAk
EFEREREFBEMZ XBEF
(+—)EEEABER
RPRBECRBERINEABLRA - BECELER
AR BIERAREZER

11



(+=)trES
1~ BAREA A G ERE  FELXURAATR - TR
WA ZARE A ALERRRPATHEE  RHHEREARY
225 (Blanits RBR) WRARZAELRE £
HHTHRAZRE AR RELEE -
2~ B 7] T IR AARE S L IRIT R
3~ EEAEREERREARFEMRELIMNE

(+2)XH5F K
BEMERH IR CHEATRE ETXHRERRS
hie2 A F > 4o d8 LT S H]

() A= B 7 35
BAALREZRHHX > THRBET RS H 22
BHRERER c MEHHAX LG ERFHARMEXE
T ARARALBERSEZRRERL G EF S
WWH AN FRERGE -

(+E)EFXRHTH
HHR ST LARAELRATZETRHFE - ETX
SR ra NEER B 2B RAFLAE R o do R4 B M0 IRAR
X5 BMEFRHTERERY  EFXHTRELFNA
EMEBTHAETRSHYE BRI EARA LTy
HWERRE > AFSORIEFRHITHIRERL -

(F75) W 54T 85 2 90 Bl
BTG L R RAT L BEF AR T HARE R
B R A H I AWER S EWATZATHE B LR
AF AN BIREHERGEZTAR

(+e)#MH @ik oh
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TiEnamHAhi  LARBABETSRTZATS

(Price Feeds and Risk Matrix must be fed into existing industry
platforms) % % & 4821 (must be in compatible
/acceptable formats) °

(FA\)BEEREELEZE
TEMANRFRASEWHREIRELEET &K T
RABRERETHEHTLH AR EERBFEXLBENRY
g AL R BEFIFEIEE - BEFAEEIREAR
GREREGEES  IFEBRIHE - BERSETAX
A EBEE

(Fr)EERBZEAR
BEREZ EAEY  TRADAREZZIHHEREMNE -
TR AR R R AR B ERTIRAR G A
oy — 24y o 4o CME 844 B #4% % CME & — 345> CBOT
HERMRREASHIE LT NG  AREREBARR
i 5 (LIFFE) & & HR] G RATHAE -

()T RABMERZ B

HA P ERTBR G THEIT AR ER AR

ez B - MAMERLERRTHAEEHLEAE

T EMREERBESERR - XL AEEZERMATHRE

sppy T A T EE > BEITEHERMAETHF ML

RERETRE -

EXZ T LN

IEMHALESTHZIERE BXGHAAERR T

X B EE T E e R AR BEIEARER F AR5 (ability to

identify rouge traders) °

(=)



— -~ ARATANE BERBAL
(—) £ B2 AoFHE %L 5 AT(CBOT) R—ANWAFEHIL ~ X
HEZ HACMEA—A—LFRIL  RLZMEZLHH
S AEAES Bt ERUE > BEBRURELA FOX
AFBBRTERMERE SRV HALEREE HRA
ExzHAARR  BRiTEEAFE ERMMzemi g
%5 o B CME 7 1972 M&:ﬂtﬁéﬁwé@rﬁ%ﬁﬂ%‘“ » CBOT
W95 Fi B A EHRERY > AEREA A RHERY -
bt o %,%i&ﬁﬁ%%@;@’;ﬁ;k ' 4 BRAT A M T o5 B R ET
BREY  BEHETHRAERAREASORT MTEARRER
BORbiRAMESRL 3  BWARBERGSETENM
B FIREE - REIEEEEH AN R RSEREITAMR
B2 % B E AR BRI 0 AR BRI X 5 BAT AT
EEEHZXFExEsZ=+T - —0004 & CBOT Léy
2B EBMEREFHE (US, Treasury Bonds) & CME L7
48k M £ 70 #7 % (Burodollar Future ) 53] A 2 AR EF —
Lz EERY > meHE A E (Burodollar Future) A4
SO0~ ABERALHRAR G EE —AZHERY -
(L) E2AMEXFHEERMAALMERSE A& (CFTIC)
HMERFRITIHLBHRE  FEHLMEXLFEZAT
(CFTC) B A A%  wFEBMERHAM LT, - 847
AW LTS RERAESRRRMERY AR H S
HEx55 84 (CFTC) @b P A A ¢ (Securities &
Exchange Commission ; SEC) &% #£4% ( Jurisdiction) * —
S — 430 % X B B # % % (The Future Trading Practices Act) 7
Aax o YHBESLETHRYBEREHEEAEGREY

14



AR AZH LR TR SRAVERRRBRR SR
84 (CFIC) ## - 2N Zi%4FH# (Stock Option) Ak
g fs w24 (Options on Stock Indexes) R A B —AZZ5
kAT B EREAZKE 2BATEEE ¥ (SEC)
prms - AR EAARSBERHEEE (CFIC) meas s
BB EEEARBHERESHITE
. ENFTAREETHIERARE
(=) 2B AEBAALGSEHER > HOPTLEH BRERR
B R HEAREER RO X BRI U ELRHAAETR
5 ARAXRLSUGEEBMEITA RGN R HELR
s R I LRRBE BN ERGAAR - REARB &
% 5% ( Commodity Exchange Act) 24 :
i~ Sec.3 #% » CFTC & #M AR — R § P54 B AT Sec.5
FrE AR BERRGMA—HEHER LT
3%
2~ Sec.5a(12)#. % > K M2 448 & 24kt CFTC 4337 AR Al &
gk o COTC B pb3T B8 64 & 2R A (Code of Federal
Regulation )§ 141)QME - MERHXHERQBATZ
Fmak (VBHE RS E ABEREREMESERZ
B o (B EE - AYARRRGZ LT - (3)FREkIER A
REEFE2BE o () RE RS E R o O)A I
RAFMEZ E2E - O)THBRAZAF » QHETREH A
T FERABARAASERAZET - (NR&2EE - Q)&
B ¥ ] BAFE S L F AT R
3~ SecSa(12)# B2 B4 AR & LT AH—H B
MRS R T REITHE R NGREFSR > AARE A

e

15



Bl ~ ik R R B FEARLARR > REEEITEZRERE
CFTC # kA P HE s MEFARCITCHERHBE
CFTC £ £ E W AR HAMRMNHERF L BETFHANT U
BEZHEHN  BAAKRBETAL2ABRANLELREFZ
;{:gg‘@- o
A BEREEHEZONE ARt LE4SEZEHRH
FHELGHMEZAR  ER-AREBERPTERERST
BRG o —AREARZIMEREFRLL  RESBAZ
2R BREHEFELRFIFZER > A ERLEE S
Sz otk o CFTC WM E R BERLHZFE BEKD
B A X 2 AR 0 BE LIRSS E LR X EBFER
Al > WAEUA TR c BRI ER S L SecS(NAE » H
FrosjBRE R i R AR EF LR H T HE > AZT S
LBATHFRAARR S REER N EHH (Public
interest ) °
5 fE—R HAERE SR G %S CFTC #l £ ZAFTHRAL ~ P
s S REREL G A EE RIS WA
iﬂ%ﬁ’ﬁﬁw%&jmﬂ@ﬁi’GWCﬁ%?ﬁ(M
RMBAEABHR) RBBEEZXHAABERELS T
B2 BT
(=) 4ABEEHEZHRERLBMESRT D  FTERT LT
FAEREETEHRR RGN EHEME  MITEAER S
ﬁ%ﬁ%‘l&xkﬂ%a‘a—%&ﬁ?&x%fﬁ‘?ﬂﬂﬂa&z’f‘* » BfE R
BERETIGZERNE  EETRAKRAE THER & |
W ARB T AR ho B R RS MR S35
BRI ZHEW - Iﬂ;ttﬁi%iwiri?ﬁmﬁiﬁﬂ% AR

ki

A
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FRZIZEGTHTERMNERAAL  UERTHZEE -
Wik BEATAMEETHZRRERARY  EEAMHN
RIS SRR TS WA RRSHAATRERN
WIEBEAPNTERLEEEREAT R RHERN > &
ErAMER LB ERERAF B LHZER - A MTENER
&SRR BR T AURITAERE TS ETE AR
50 E R E BT IR e

N

H

jus}
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FwE MERFRTHERZBREMBRTNMBR

HBEHzEE

— S asbREEAET S

—

S RhAE % 18K A8 L35 4R 4T (Bank) ~ X 4 Ar(Exchange) ~ 4 dk ¥
47 (Financial Intermediary) ~ % & (Customer) & & . 48 2%
(Clearing Organization) ¥ Z K4 & - A E L%z AEEE > HFR
Wi b mA AT - N BRBT N X HAE% B 455
ERRTFRTEARREGAHEZTER - MR GATA
ERARBFZNHFGRAFTANTTHELSRAERRNESZT

e BHMBREHAAGAERE —HERBEREZTH X
REFTHRRZEMN ZEMZEE TS REERNSERX
HFH SR LR - BH & BWEAREREE A X L E R
W RAEET ARG TEERMBEENTEARE S
TiGEBRZ FLREHRAATELGFE - MERAITTAH
ERE O FREERBRAAMZ EERENTH - BRTE
EEMMEEEEA AR URPELIERE -

=~ EFRH TR
(—) 2BHRXR G TH —HBARR—ELAHALRE U HE A

%o MEMESES  EWERBBTHABBEINTT
AR G A% - AR EFXHALZIER  THE LS
G AT AR T R BB R ) DU B R 0 2 RE TR
G HRRBERZAN CEB o REBH R 2L G FF >
¥ R R 5 A (CBOT)# 2 i 8 % X 5 A7(CME) &4
%R f GLOBEX AMicEF RS 4t » LA % 5
AH2HRt  2REEE HABENALLLERS - @
WSS R RRETFR S TR o i
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BAEZ G THERZAAY -

(=) BHATRETHANEERFEGAZARESZHRE
HRARAETFRETH - ATRRRFBEZZITHEFR
EIRH2ZAT X HER%2 e B Rlisl R A LERF
HAENAEERAEEE  LindHER S A(CME) T2
000 XA CFICHRABEER  RAEZBRFE —FRU
BHEBHZASRL G CMEX ST ERE » B8
Z GBI FHZERERRE  BTHBIREX L
BETRHHEZER -

(Z) I aNHEHESFURERZEEMBNRET /TS
Wi BFRBERAEER c TERHEEAE AT SN

BB EFBEBYERL UESHBRGER e % T1H4E
s

B  BRITRRMEANE BEHAREANEE
2B MESHMBEEAHMMA | THETHMAT
TAENBLET R RE I RIBI G ERAER2
WIEEARHATEFAET TR AR A AR ad
ZHER R AT B BT 3 REIREZRHFHAT
AR — X2k EERWAT R RRHEZT S
EETHRBREXER -

R WIGHEREE

LABTIEAHIEET  4ELRTE  AERE HEU

B OTC 47 A MH &S H A amEYw » m bt Bt EBMES

BRITART ST HEEZAY  EARFIMRE - ARH

BAEESS > LARPIRENTHAZES  EHBELS

B ELBHTRERGMAMEAELBERSHEA - Hlaord =

F i B 69 L3 B R 5§ AT (CBOT) R &M & 5 A7 (EUREX)
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3% 3 7 a/c/e (alliance/cbot/eurex)EF R 4 F & > &8 =00
Q#EAATEtRARELARNETIHFE MBS - a/ce
XHFotHE CBOTZ B TR HEBALHERZHIE
BR o EAHERFREEHE Lk ITERRAHAE
REAZE &L RSB A GERRRE G XA
FAMT ST IRE EME S EER LA o sbsh > X
¥ % 5 Ar(CME)Z ¥ X § A7 % 4 #.7](Cross-Exchange Trading
Rules) * ¥ H BB X 5 AT#ATAAE « &8 E X 5 Ar(New
York Mercantile Exchange)$t & #L 21 & % 4 £ (Sydney Futures
Exchange)Z A £ % « ¢MARLERAEME  REXHTE
BEERRRAETERGEMIER
(—) BERVHHE mEZ I
|~ BWETHASATHHBELSL > THRUEEBRBRYE
o > AR e T3 K B EH AL ZHRE
2~ AREBER - FRERAER (FH—BREXZARA $
F2RAEE) TEE-BHBE > nEAEREAITE
B X P
INATHZEEST G FEBRTEHLLIEH  PHEZES
BeEy MR R ERE -
(=) BMERZLERER !
BHESEZ R G NHRFERATAEMNETRMAE
( % ¥ 4% 4 multiple approvals) » AR —EERZEZE T4
H— B Lz 2R - TIH TN E oS REERRE T
TEBEFHMIEE - FHEFEXIAR  EREBRBEBAR
B o AR ZAKAY
I R G2 ARG REFEM  ALE BRAMTEET &L
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FEHBELFFEZAICEORABAMERLEAE

(CFTC)# %
DELAX Ao KRERBEEBEEEEERNRHAR

5 » Bl &8 CFTC 4 4K £ %] & (no-action letter) °
Q)RBBHEMEFHRAEREFL X LHERSL SECAHH -
GEELAR B SR FAHEET TR HEEH

B AERERFREZBEEANILHARS - CFTC & SEC

H-HREEFEF  WEAEBEE AR HAHTR

BERFEEASERIARS  ENEREGRAGR LA

ZHANFEREMBATHE

2 B P NHHRBEZMG R CFTC HMHEESRE  EEH

EENFHEREMARTLEHZATRT  ETERFE
%ﬁi%kTﬁi%#%ﬂi%ﬁZ%%’%ﬁﬁﬁTﬂﬁ
Z .

AT HBEEAZXHAREREALEFSGBEREELR > K

# % A A K 852 % 5 A(sophisticated investor) |
QLR ZHEERHIARBETEZ RN EERBLIEA

B ¥ 4% omnibus £ O e
B EESERHALBEFNMEREHE FCM X &

BRAGHEAR 5 A °
(4)3% FCM B2 2 BREZAATREE -

(=) dm¥t# & %25 c(globalization) + £ % # I RERABT 54
Bz B EHEEF ORI BEUREAFRR ¥
NE R EZBIRIEE AR WIS RHRTEEZER
%380 BEBRELRBIHELLHATOIHZILBRRES
FEZ AR BLdBATZ T ERARIMEE RS PR E
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P E R A 2R R AL E - B PRI 105 A
LERBRESZMERAXHAETE  RERD IR ANS
EHR - RPEFRFZHEARIHAAETE > UEFRE
BB EERG T AEHL - —HBAZHFFRE
S BMEEE I XU RAEFE - LMo B8R4
AATEAMHNRGA A BURMEHERZBAKE -
S BERMBAERIEE

HAFARTRGEERER ASHARRERZ X FATH

2 ARERURFEHACEL R SERREFRAALRE

R ERBAEREARZ EEMN > BRIk 5 E 2

iz o

(—) & E Mg AxF

|~ RETFTHXHEFTZRE-HATRRIZIR HREMHFIRE
BRBEFZH—F 0 BHALEF EHAXEBEF > BAEY
REZFIF o

2 - RUREMBREEAR-REEX T RUMEAREZE
% BEZEERNAMBER - KBRARBELRKIT L - &
H&ELE%E  ffldo CME F B A2 AEEAE -5 H
2 BVEE - T EER - FARAMK  ARETR
REZENEBERE

3 BEEHARIHFZRARBR-RIRAEIZEARBEEE
i BeE a8 ERRERERAR

4 ~ BIRERE T 3 B - % A EOT 45 4% ] (multi-lateral payment
netting) TR KA KX IR E ~ B H/ B SRBELEEHE
FTARETRRELZERE AL RBI B LS
BRAATE OEEHRERE
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(=~

VEERBEAZBEHS

s B A B AE B %8 (capital and credit line relief)-central counter

party obligations move off balance sheet - novation frees up
counter party credit lines—#& 5 novation (#HEREEMFE) =2
ForoBEiBBERAMAMEAETReNETZNETRES
ZEF - BPRERGMELE LM LR & EBBEIRE-

PEHRZ-ETYRG  XHHER - RGN DRBCRARE T

R

m\r

* E q’%ﬁ’f?an-ﬁ.ﬂ&f% /ﬁi’fﬁxl% éﬁfi*ﬁ&’fﬁ#&'ﬁ”auiﬂ'ﬁ[%

_k

~ B/ B SRR XA TR AES IR Ed s
—ZRBRRBIFLRMAE S KD BE T - AR EE
I LB EURGEREE -

%y Ad & &5 % ] (multi-lateral payment netting)

“REEHRERWERK-REXHJE I ERAAEZRLA - FH

RHEEFEAEZER S BESTARTLE IR TaXR
BIEBVEHEREZER  BRELSRAK

SR XM ZIRE ©
AR S S5 RV PP ALY, 3

Board of Trade Clearing Corporation(BOTCC)#= Option Clearing
Corporation(OCC) 43| B AR E R EZFE 2 F L EFE e -
EnA g mgpies B XA aR A0 g
M SRR HREERFZISFE  EREA -

CABESRFTHERELEBETROEL BEFFEELR

~

HBEHEBITEL FRERE - §AEBEIL LY
BB —MEPCEEEFETE -
HEBY  BATXGFLBEMAERSR (BETHAK) &2



HEBMBEZHR G (BRTHAR) HAXFREFZHE
MmE > A RIFHESR -
3 RRREZHFP ZRELHRDIAT RIS SR ESL > &
SEIBT Y~ R BRSRRB e EBA R R ES -
BERBE Y AHELERLTURZTHEIZHE - R
Bl eg#7 A MR BB ANRA AR > T4 & SRR
RE TR SBARERF] YIREFELKE -
S-HRAFLEARAR  REEERTIHE - SEHBREY
BEANEREEZE S AN RETAEZHHR -
~ B EBAES LAY
(=) N EFRX 8 FREBETHEHRZLHXITHRMLE  BFK
ZoyEBRTHTHRERS R G BRAKILYZTHAACRE
A o AL WHLEE LA T HEEDKGMEE - EE
Bl H 2R EROSEBRERELEN TREARAEF
HAHEEERR > MOEAZBETY - RLERRAHEE
BAARAGES  SEARERCIEA LAY - BAE
BB AL B AR A S B T B AT
Wi i AR A — BB B A H TR A -
(=) BTEBTHUFREZARARSGUZENE X I
BEEEMEESHAMEE T THERAXHRELEHF L -
BAT R BEHRES RETHRENA LRI - BT
& B A T P2 AR g
|~ BETHLEHAER —BEERS -
2~ A e B (RE - K. LA — BRI ZARE -
I RELTU—EEHRI M OB AR RFE - 784
WERTERHE -

iy
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4~ BARAERTERABE -
(Z) g THEEx 8t EEMEHNEREEREE ¢
|- BATEHAEEEARTFENET BE5HFE  hIF5IEZ S
T RS
2~ MHNEEERERHT LN ZRE RS
3~ AT THHREEERI -
4 ~ 5B A% (Cross-border Risk Management ) e
S 2R NEHZTHREERRETERAHDHIEY -
b E e EREEEN TRALTAREF QR EEATR -
T~ XEHMERZBLEIAZEAGREEZZEE -

(w) BHTHEHZ S RREEBBHNEE/BEREEZA
i s iR B EABMBERERTGRB URA RN E
BERTEAAEERS  HAERNWARTARIHMA - &
BB BRBRENREEINAETHLIAKELRAA
HRGIMEFE— O —BEERS > R HAAREERE
RATHBRARBBEIGANFER I BITRAENE
GRS MR HIAREZTAUARGELER T E
PR HAE -

I~ BREABZ AT RER L

BRI EEHENS (NFA) 8AEER > IRF SRS
e sz g B RSN ERAMB e A4 mEK
ALAETFENBRHFE S EFRYRAEE TR T
B LA HEYAREEIR TR TERMER > &
BT LEBRRHAZRIL S XU AELEEERBRAYGRALZDT
FEFE RFDRHI EEFEARZERZENELC
% PR HAHANNERL  BERREFTEHNCEETR -
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FE AT 4 @, (out-souring) 89 5 % ¥5 - B EHFAEBWMAE
ZATE - BHURELEE  REABREHTF > RHATH LA

A 4s 23] #h &,F NFA 2% BOTCC/OCC 5 ¥4 - et ih &
AHIAETEEERERETURFIAZLE  FTEREZ
A7 BARERE A -

NFA i S ¥ M2 A aBk - BAT NFARBIR 5 /7
(44045  ZBRAURWBEZRHA) TEAAWMARE - £F
FRGEXEAREER G NFAZFHRIAREZRZIHRT K
BIRAZHER I T ERGAEE > LHEATEXEEHR -

peth 0 WG HE R E X AR A& NFA Bl X TAF 2 — >
FAEAEZBRBEN > FRACEEZRH AR Ea86HmH
gy o
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REFE ITAMTRXLZTHIEE

- PTAMEER ST ER (Oversight) 2 B4
METHZEHEABAELENR GRS » ERHETE-
BIETHZAAL  BHXATE BAREE  £XE0FF
PHERRETE Pl BRETH e AZEXLFHEE T
F T REHEEE A REZBE 3R W5 £ 454 (manipulation)
B AR #%3m ¢ (price distortion) & H- 4477 35 2 40, 5% 81 F (abuses)
UGB ERE 1R T T L8Nk 2 REBRZ
BRABERER  RREEX - IBREWEERAL - TEHMR
EftaE A TREARETHERAOHBE -
FHEGTRAMETHAEALELEZAERAETL
Z NIEBERAB R BRI R8BI TG R Bk B R B wsk
88 & 5 AR A AR RE B R IET BABOEN TR
UBBEEERNANEG  LBRIZTENTHEEZHNE - ™
BB THL ABBRERRK  RATHEFHE (Oversight) 2 8
K
TR RGRETAZERRLR
HERHIRFEATHERYTHE  AEH LR %5 (Commodity
Exchange Act) H{ 544 - WX H ~ HEHKE A EZ
BETGERGBRTHATRFAAETHHRAZATE » A
a8y G
(-— )7 35 4% ¢ (market manipulation)
EEEMEGAHINZECRIHUNETAELEAL - 3
EFHRERTRMAELZHERABU TSR
#& o

Be)  BETHEFEHB{LRTRAMAELZHLERE > &
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% B EVBOE AR E *ﬁ%ﬁﬁ%z@ﬁuﬁm
REGH G - EHIpEE T AL HALFEEE M
;PR E F Mg ﬁki,(concentrated or rapid buying or
selling) » 84 7T e 3% 84 R EAE B MK IME M2
HERKZEE  EMRERLEITSH - GNEIEH
RGBS » RATRERERARATALERHER
¥z Bey > MAEEZABMERA THE G ARER
R R F B Ao ilag FR o
50 LR 4 ik Sec.6(b) A Sec.6(c)# & » CFTC 4 # &3 3%
BEMARNHEEH PRE—FEHLRLHTHEX
WREMRAMEZRRIELS, ¥ BRI EE L
Eﬁ%%zﬁ%@%%’ﬁ$CﬂCﬁcmCﬁﬁz

— AT IR IRR T L5 RE % 0 CFIC 45 2
BARE—BEFRIHTHEXGEBELETE - 3
A REE LRI E B RE LIRERSE > B BA

FHERELEFLBAGLFTRBHILBE
(Misdemeanor) > ek A& T ELH 4 » RR KBRS
BAALE—~FUATZEHER - FLERFHELH &
Sec.Ob)FIME » FIRHXEBEHEMBLHLRTS
THRRERRNL G ZRRBAEH R THERL > &R
EFRREEEFEME L RETEBER LBEZ
T ERRA AR RRBREF R AR TZIREES
AP €5 (Felony)  J&ZFLUF A B4EA - KAt
KHFHELTEEARNTIACREFER »
(=) A& 5
RE&ECAFRARBHEEHGERERZHLE > AR ER

ot
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NEART AR R AHZMEEBITRS o
Be)  NERHBF AR GFA KR ETREATEER
FHRUBERETARGARZEREN » £
HEAERLHATRITR G » SEERRATH) 5 80
hIBE e
HEE D RB AT % SecIDF AL CFICZEE -~ B
REARFALERFESFBEMIHTRH BT
BEMEREZR Y mEARLCHZHELAE
F(Felony) > BRMREFUTFFEEA » RFH A
HELSTEAUNTHALRRKER -
HE X 5 H#kATA (Fraud)
BH LR 5k Sec. 4b & Sec. dc(a) R¥k ik > R AEAE
HRBREL B YXATHERESBRT Meretricious) R 5 %
AGLEREHRWEZATE  SiEWRR S - #HE -
XX G (BHER) BB -~ ®ERHEHEREAT
% mBEATEFERCHEFZINE  BREBE
¥k o JRBARRBREATA RESEFAFELIRARFX
BT BRZESZIEd  LHEFAT AL AT
feam A AL REFEEETHLAFEALSH @
EhaisALEBEZ K o AT IFERYE - #£F Secdb
B Secd BERBFZIEHERITAN  KEBERLHE
Sec.9(b)R%E » A EFE (Felony) %> BREZFUTHH
Hl o RARGHELTEEAUATILRRHFER
B LR 5k Sec. db & Sec.dc BEE W 24T B OIE T
SR

+ %% % (Wash Trading)

il
(uig

¢
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BEELBTHRRT » AR ZEE - LEFFEE
BEHF—HaL - ABGARAETHEEZ B
FiespETG L RBESER HHE2BE -

2 ~ ¥4 (Bucketing)

EE NREEHBEXRERGERL  ABEPER
FHEREIPR R HAPITORBEERS @
ETFEBAHNELRERZREMBEEBIHERS
A-BEBEHETLS -

3+ XXX 4% (Cross Trading )

B IFRNEBEANBEA—HRNXHGARBLELITE
ZABHRH AN TFUAREEREE EAtb2 B —FHAN
RHAR BERFHAEEEZXHEHERLS
34y o
A~ E45% % (Fictitious Trading )

TERHWRERETRHERL S AP E S |REZAT
B o
b~ B4 % (Accommodation Trading )
RE HEXHIAAREA-THIHAZIER > £iB
FRORTH  ARFEZEIHARBEZRS -

Z BRI FEATAHZ
TIFHRRBEART G FRETHZGREFAB LTSRS T
LR BRsbz gt THERFAITAIGREFRETZXIRAR
STAW G ERES  RERTHEFZEE  EHEEAE
(commercial users) = LAF| F $b 735 LA E B B A A R B F] 2 o)
AE B AEARSL T R B A AL ~ THELRE KT A
EAZER WHERRREXZLGRI LA K - 6

il



— R o

v ~ F 4 3%t (contract design)
FEGEARFNTHHBET HHR AL ET HZERIK
Foo MMBIBERLYRG R G L B4 -

(=) REHAFEE#HM (AR HAT - BERBRBUTEM)
ERYEITREH ETHERRZAE - B EZEHRMT
LY P TATRITEY  FTERAORMEEL RO HER
RZHEMER - LHEMARG BT EEE FHITEHIE
e BERTIMEERA

I~ THEERMAEET —FAEEB R IT R EHEY
R BRI BRFIEFBPATEEZ TAE - AEBAHH#
B A8 A2 RAA DI AL T G AR 5E ~ A e F4F -

2 @R R E S RALEERRREEREEE
RZ e -

3R ETHZAHNY YRR BRRBIEGRETTHZ
EAENF R 38 F, 3B XARATESE o

A~ BHERRB2TERLE  BEURRBZEFRERBAE
Tig2 &K BIRBEAEZ —BE -

S5~ HMmFAERAEZER -

6~ FZHE  AEMMZORE REUARBFERETRETAH
# AL -

(=) BAORMERITER

SR HLBYMAEER L SEERKBEAER R
éé&éﬁé%w HETFUELZ LB TR T
o B E M X 3] (physical delivery)- L A B8 2 A2 09 & 4
BETE LT E R D 0 B4 B (cash settlement)- AR &Y
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W (ERB S SRELREH) AR ETRLEE -

X2 H-ARARGZH &

N R AR B TR HBEURE A E KA
FAERERE  UFHEBLETIEZHERLRSE
BRIFHER O o

2~ HE RN B R ERAMBRETHZFTRE
1 o

S BTHENTHXBELBARENS LB EMARE A
T RAREH 0 e B R E| 2B AR BYGHKE
FERNTALZEARNNEZRE - TREFABRZERLK
BN SHEXBERRSELEIBE -

4 BEBH—BARHZEH > HRAREWSH ALLE
PREHEIRIEGER -

XWX E-2BAFAGH

1~ mBREEZ > HFHRERIA -

2~ FEZERLBOT T TR E T ERMFE

3~ Fey & X E TR A B IR (deeper) ~ &R HE
BEAREAAEME -

4 ~ 1840 iF 694 & & R % (deliverable supply is a narrow segment
of the market) » BRI LR T R AR LIET|NHE
HEI2EE -

AR 45 # R 8 #3t

I~ BAEHAaEZRaRETE -

2 BHRERAEZEEAE -

3~ B2 HEHNAMKME T o2 THEMEAR -

4~ RETHERES -
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b~ FFA AR EA K% R4 (little or no restrictions on
ownership) °

6~ 4B BHRAR LB -

T~ HPREAPERZENRBERITEE -

8- RERMETHX ELRMERLEERHA -

RAFA MR G

1~ RFB%E ARG TH 245 (benchmark) ? #] BB 2 2 3
REBEAFEHE (MMEHE) 2L24GM4 > TR T—
EEXMEANIER  RTEREE -

2~ BRARZWHFHEAY RS -

S EBHBETHRELEE ASBRRBEERLHE - FF -

4~ BB¥ - HOEREFRXENREAE -

D BURNNEHFARMBBE -

6 B —ETHTREEST > LEA RABITL X
#H -

REXNEH—HEMEAZERLE ZF(RB T FZHEHR
H2 BIHRE

1~ By B =F AR ELM R L BMAHN T EH KHR
& o

2 W2 FE2HFBBRABFERIAGTIHERERE -

3~ BA B RE DA SRS F R BRHOR -

4~ FREFRZBHRHULEE M AOE 2 HEA LG -

S BMETHHBRTHBEERYRATTHEETER
RETW L ERETHFAEUR RS HATES -
BRE UBFEGRERITTHRBURB G T - R
B A MRG0 AIEIR B SRR AR T 86 L



FAAMER G ZIAAIRF] 0 AR EF AR Z %
BiEBERFEHBE LR

REXFE BB X HAHE 235 #(independent third party

indexes) ¥ ) 2 %R E

1~ RASIIEHFE T KRR > BRSPS HH 2
By R4

2 FHEAERAZ T HLBRTIEN -

3~ HBEBRFXBEWRHVTHELE > MEATHALEHLE
AEHAREANEEHTIHFHERAZT A - &3 CFTC 2 &5 >
ERE POEALBEHRANEL LY EEE -

4~ HAmg R AR RS BAERARFE T ABER -

5~ RETIHATA THEME T UAML  UEXHAKSE
ATHER T BN PR AIEH TR -

E. ~ 7 3 & . (market surveillance)

(=) WHERGHNTHHEMZEYE - THERATEYTHE
R BAENTASTIHALIREYE - BRZGUREETEZLS
RREEH UEH - BHEXENTHFZTEH - AR
RAT » FERTAEHNEATA TREBBHREALE
EHENHER T GEREENENLELERE - Aoz
B TR e LA LB > SRR R LR R8O Rk
MRSz EE

(=) —EREOTHERLZAAT G EAEETHEALALEN
TR -THEZTLAGZREEFREAAME OGRS EEZIHS -
TIHERRE - BHFE - AFHRTHHRE - ARLHERE
FAZEA  RERTHRERGETAZMSL SR E
R CERBEASRIREXZEAME - CFTC £32



#,8] (Code of Federal Regulation) § 1.51 ¥#. &
REEHIZNFERSN B S TS A28
BEHEGEL HITHEBITER  RIREXHAES
WA a3
1~ ERTHLXHEGURER TR FHRECTRERE
Feqmeh Z WG IRIL
2CERXGBRAZRXHEE -
3-REGEMGHEAMNRGTHRENRE - BEH - RE
E LR S e
4~ FHEEFHRF RELERET BATREZIEE -
S B EEERHBERREE S RERABRIIAXSE -
6~ EABATHEE R~ RE - RREMTRETZER
wELEE -
7~ HAREZERAZZATAHRBRBRA LB BATHZAZ
B o
CFTC & RERFIIHEBREXHATHE R (&K
B~ MR REFR ) mHALBBERRETHTHE
ZER IR EARHERZHG  FFARRLETAE
FE o BMERNMZERAFEINEOERBAIHAFTHR
(large trader reporting) ~ 3 MM 5 Z A RH] ~ 2| RHHBER
M2 EERRRTEREHEE -
FHENEBFRLEE I ERREAY T HER - BF K
FEFE TERANEREZBNSHARAHEETERSK
Mo RERBFEBRNPRTHZESCURRE TRAHMAETS
R SRR LR BRAE A REABTHEEL
i UEAHMEET TR HTHXRHEREEE > X
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(—

TR AT EE LR LY -

) 4H# R 5 W55 B 5 8 2 7 35 % 22 (Cross-Border Market

Alliances-Implication For Regulators)# % F 28 > Bl 35432 >
HEFo BE-BEE - THEFRE-EFHHE
TG EEFINRERETRE - BNSE -RAILRZETR
BRRE - W RABRBRTHZ ARG > ZABAT
W BEARAVERF] - IOSCO A—AAOF LR B Z/TEKRE &K
THEFRXGAKRETEZTRER » RRAFLERAL L TH
R W ERRER 1 FRSEIG LW
FEFEHEZFE -2 XERWERARRANENENLFE
o3~ AMBAERERRBELAETREAI/L -4

IR AR AL B b2 F MM A F FE T 10SCO #

=

}E_ [+]
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BXNE PEZRBHES

BRARFFRERERGITAEEBEX R ERATEE S &
REMAT - Wl BEFREZHITH  LEHTETS » LEHH
RHN—RARRGIBRTIRATER B FEHRHEZLESY
Mo EBITLERBENRAIERF > BFUZIITER LB ST
2 B H) o H P CFTC $Uk 2 $ 98 & #75(Strategies and
Techniques of Enforcement) -

— - AFEBHSHEXHERES (CFIC) MHEEHE

(—) A& H%E Sec8 (@(DAR > CFIC AF BFATH R 5 %k
ZHRE  RERENTREGER R RAEELEEIRY
FEEREMBLELGEMABAZIZBHET I BTH
% (Investigation) °

(=) BEARFEETAEREZTBEZERFTLEL S ERMHEA
R & 4485 &g CFTC R #A4TER F9( Division of Enforcement )
#% CFTC ## /TR E | ARFT LS HBEHBITHE S 0HA
BHR KRB CFTC EXFEH LS ZRE > HNFEEEHZ
PBREAFEHEE > SUIEEIHEILA  LALHEEER
B ¥n2s o BZREEABEARZHAERBHIEATEBEE S+
BEMZXHRERE EXFALEFSRERTHZHE 178
BATHEZ R -2 - FAE2HE -3 - BELEHEEXE
BRMIEEZHEANG -

=~ EMEESRAXIERAL

(—) BH&EEZ H % (Commodity Exchange Act)

1~ Seclgla)fefI—BH L LH - N HRFRELAEREE

BN REIAEFEEZE-LHANETZHER S &
CFTC R ¥ 2 5 R M A - 4k CFIC AT
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Ko F KL e SR AF 35 5 L 5 B3R 4 2 48 B IR 428k
BB AR SR T 2SR S T CFTC H 4B 38R ES
;}:Z °

2\&w@mé~&%%%&%aﬁ L% 5 5 AR CFTC fR &
ZHRBRHED L) LT -

3~ Secdglc) MELREE - N HRGNELARRE—FF &
HRHIRHER G Lk Lrsgrdh A& E L AP AT £ (D)
EATHEZ R G FE -

4 ~ Sec.d4g(d)4- B X 5 fesk B4k CFTC M & 2 #% X S 31 R 4 3 1%
o BEBMERARBEZ L EMBREH > ARk CFTC X
A S MR RASEREZHM - B~ KK -

5~ SecAn(3)(a) E—HMERXR HEM - HEESLIEARKCFTC
R Z XA F N RGRM LR BT HRE - LA RM sk
AR EY =% HCFIC BAALZSREMM - LA
B4t CFTC R A B 3 AR EAEH -

( =) CFTC % 52 38] (Code of Federal Regulation)§ 1.31(a)~(b)~
(d)~§ 423847 (a) (2)(IV)~§ 433§ 47 (b) (2)
(H)\wﬁx%ﬁ‘&E%% HER MELALEEA

SR BAME AR EMEEAIER - REFTA R
B REARE A FmZ R -

1-§ 131 REAMERBTLLGHER CFTICRERCRAFZE
T~ 4r 2 VARG RE > BT CFTC &, 3 &3z A
A BH - eHASRMERZE U B RRFRNRA
B MR R LA B i##@i%?%%ﬁ%%
ZETEFUMBEBAREZ - ﬁ{i:igﬁibﬂ*i% SR AR
KA BDEFEERE > HILl - BHEARMEY
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ZEH QB BRELREESHE ~ FiE 0 BFULIFR G
®whrz g o 3)CFTC X A HMRAREZRE  BEA
JE LB B XX AR AR AR T CFTC & 3 &3 R % -
2~ AR LSBT
o FEEMRP FEP XA 2K
c K P - X HAEKTRE
o HHEA 4R L7 Z B s sk
e Rt EBEl WNERMEES ST RAL
B ARBRZEH -
LEHEBEXSEE4 (CFTC) 4o 38 & # ¥5 (investigation
techniques)

CFTC A8 B R 5 RiEiTARETHER L H RRATEHA
KAZAALFERERS > OB THRARE ERRR(BI Lo
R ﬁ~$;a”$ﬁw<mm ~ NFA R E A6 8% Bz
REER)EEEARTETR - @RHERIUANH - BITRR
%ﬁ~%Mm&@ﬁ%%ﬁ%ﬁiiﬁ&@ﬁﬁ%ﬁ%%ﬁz
ZEEH . UBBREFZFFE TS
(=) ZEXHRAEAZLRE

I~ TREASEHBFZETM:

o H P XA

s HR/ARXH AWK

« X HHREFMEZ G AR N

. aﬁ%’é‘&*ﬁkxzx% BH 43

}is

o R B3R
s ERATHERERAM
o ERATH
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«HBEAT - BLH T RMEE AR

o EI R R G R A8 M ARAT R0 ER

o 18 BI4RAT MR P PR 308K

« HMH R HEHXAFHE 2K

o X 5 A R -4 (NFA) A4 B 45 #% (audit) ~ 34 & (investigate) & &
/4 7% (disciplinary) 2 #% &

« R HATRARTNFA)RRSE E2 ¥ R FH

o F R M~ E WX P ERAE E RS SR AR

o #8 B %X 4 B & #(Reportable trader information)

» BB X 4 B 34 (Reports identifying reportable traders )

o FBM X H B = B8 4784 (Reports filed by reportable traders )

o M (NFA)Z EHEREAF M © MRRS, FACTS, BASIC

MR GAEMAERE REBERREFHATIAZIETR &
EXHEM - BHXHEFRER -

s MR AHEALTH RERBEREMH

o X HH 2 ERAMMEN(d CFTC 3§ 735 E Z 7

s HMBETREFXL I BENE X5 FRELEHETTEAR

o FTERE R R B 1% (Reparations) 2 35 R RAB M 45 £

o H b #7% F A (other enforcement actions)

s BE R HER

2~ 48 g Fpb g L R B 4R agency BRAF X FL C

o % B 3% % € (Securities and Exchange Commission)

e B FF %X 5 & B € (Federal Trade Commission)

o 2B $E B B 4(U.S. Postal Inspection Service)

o £ B B ¥ (U.S. Department of Agriculture)
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o §4 #8285 & (Federal Bureau of Investigation)

o ) 335 & % 32 #4445 (State Securities Regulators)
W 3% B (State Attormey Generals)

T A RBRAAZE W

48 s 48 #5-(Internet)

(6%
' P

Choice Point
* Lexis
 Consumer Sentinel
« Compliance Data Center, Inc.
4~ EXFEEHH
e BEHEDHRE
o % 4% &85 Z (Declarations) 2, L & # 44 (Sworn Statements)
5~ @ Ba & s~ 4535 (Take Voluntary Sworn Testimony)
( =) BuR E X 285 4 4 (Formal Order of Investigation)
1~ AT E 5 3EH
2~ $24% CFTC A B £ § X HATRABAL -
3 ~ X 4+4% Z(Subpoena Documents) °
4 ~ 48471% 2 (RFPA Bank Subpoenas ) °
5 AfEZ (Subpoena Testimony ) °
(=) ##HIH
1~ % Bt EIXH  EEREA B ZERE ~ BN
BAE L~ HEREERSE -
2 M ESW T SRS AN R RARS QFIEREAK
KPR - aE - BRS CHERAeS TR
(commission to equity ratio) ~ 3 B 4848 & 15 % H &% th Bl

(commission to investment ratio) ~ X-% B ~ FE KA FHZ
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XEREFRATEFRAREZF X ~ tEL G FAKRS LE
Z R HEFERAEK
3 B MAATE R RRETARRRES 3 ERAR
TS
A BRAAMR SR ERBRETEMAETZR - R4
%3t B - 4B X H Sk (reconstruct Trade Sequence) 3t
BERSETER i XHRTORKATEL ]
AEEHBERHHA  WBRHFRAELHRXIZHER
B A4~ A out-trade U -
(w ) # 4 %k % (work papers)
1~ TR EMEKEA AR RE -
2~ EEe s AT REREH AR -
3~ 3% 145 A (patterns) ©
(&) % B AE¥E(take sworn testimony)
| ~ %463 (Compel witnesses to appear and testify ) «
2~ JEskEE AT (Witness testify under oath) ©

3 MEagad oL 4A 5] A — 18 B AR &, % assert a valid privilege
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FtE &%

A CFTC £ E BB FHEFEEINRFHeIANNE T EMA
HRAFAERT LT HEREBTNMBEERZEEAGTEE—REZ
PeggdEs c UBEEAEARN LA FHMTARBA LT HEET G
> EB BHBAREEASEZEALRE T THERIERAEY
BREBEMATE L DEGRMA -

HZERETHaEEREIGFANANTEEOAEXR R > &
AEELA - BiEEALEAHET S T SRS ATRAT
T RBEERNE O RBERANTAS LA+ —a#s "TETF
AR EE A TARBERRERESRE ) FAEK
BB T RN A TEm AL N 2ERE BT
A EN AR SIERER BATEEHMERSAT LT E SR
XBEOLERHBE MO BRI ETHLL R RIS
BB ETHI LR R CEHMEZ R LM R LS -

MEHRAYETHIVENER BRPEHILERETRE
IHFErEEsBeEE %S, EERMERRERHAREIER
EARTISEEEA S BERETIHEBESH R EL AL - ihaR
SRR ER S THURR ST HERABRE > BARKHTTD
PR Rk S BRARBEHETHERFREKARL
HE R AEARAMASEURRE LG S RERILHEET
ARBBERETHTAR LS GETHH BB TR ZTRME > HR
TR BETIGEHESAAECTUHERTERL A XTHH
FRELLBHEA AaNARBERERNEFERZ > nRFRHHES
S WHYyNAEATHAE—FTHEER > ARERRRI T
ﬁﬁﬂ%%ﬁ%*k%ﬁﬁ%ﬁf@%%%°
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M4 TCFTC %+ B 94 a3t & 3835848 B F ok
sk — | ATAMTE BT AL

WA ATAME R TIHSRIERET AT TRBEFIEE
M E C ATAME RS THLEE

Mk - CFTC #uk 2 R S5
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SIDLEY & AUSTIN CHICAGO

Financial Intermediaries in the
Emerging E-Commerce Marketplace

Joseph H. Harrison, Jr.

The future role of financial intermediaries is not entirely certain. ~ The cause of this
uncertzinty and the catalyst for change is the reality of non-intermediated electronic exchanges
and the dawn of a new technologically sophisticated market infrastructure. Technological
advances have begun to erode and absorb many traditional intermediary roles. In turn, however,
technology is providing many new opportunities for intermediaries to redefine themselves and

evolve.

I want to talk first about the functions traditionally performed by financial
intermediaries—their various roles in the financial marketplace. —After discussing these
traditional functions, I will discuss the impact technology and electronic trading has had and will
have on these traditional roles. Finally, I will present some thoughts on what will be the new

face of the financial intermediary as a result of electronic trading.

1. Intermediaries Before the Advent of E-Commerce

A. Overview of Intermediaries Functions

Traditionally, market intermediaries have played a variety of roles. Of these traditional
roles, five are perhaps most significant. First, intermediaries bring customers and necessary
liquidity to exchanges by providing a market portal. They market and advertise to attract
investors and bring them to the market. Second, intermediaries screen customers and provide
sk disclosure to ensure customers have at least a minimum of market sophistication and

financial suitability. Third, they provide information, education, and investment guidance.
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Fourth, they perform the actval mechanics of trading—taking and transmitting orders and
matching buyers and sellers on the market floor. And fifth, intermediaries provide a degree of
risk buffering by being responsible to the market for their customers’ obligations thereby

relieving the market from directly taking the credit risk of the traders.

B. Specific Functions

1. Advertising and Marketing

Most individual and institutional customers have accessed exchanges through
intermediaries—Futures Commission Merchants (FCMs) on the futures side and securities
broker/dealers on the éecurities side. For traditional exchanges, the intermediary serves as the
portal to the market and the exchanges rely heavily on the intermediaries to bring business to
their floors. By taking clients’ orders to the exchanges to trade, the intermediaries create the

necessary liquidity for the various exchanges to operate effectively.

In order to be successful, intermediaries must attract clients to invest in products traded
on the exchanges where they hold memberships. Were it not for this marketing and advertising
function of the intermediaries, exchanges would be required to spend money to advertise and

market themselves directly to the individual customers.

2. Risk Disclosure and Screening Customers for Suitability

Intermediaries in both the futures and securities industries provide risk disclosure and
screen potential customers for financial suitability-—functions designed to protect the exchanges,
the customers, and the intermediaries. This being said, the burden on securities brokers to “know
their customers” and make subjective evaluations of customer suitability is substantially different

than what is required of FCMs on the futures side.

2
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a. Securities Brokers

The self-regulatory body of the United States’ securities industry, the National
Association of Securities Dealers, Inc. (“NASD”), requires securities brokers to “know their
customers.” This is to say that before making recommendations to securities customers, a
securities broker is required to have reasonable grounds for believing the recommendations
being given are suitable for the particular customer. The broker must make reasonable efforts to
obtain information concerning the customer’s financial and tax status as well as the customer’s
investment objectives. Based on this information, the broker must then assess the investment
sophistication of the customer and give advice and risk disclosures accordingly. Because the
;universe of securities present a wide range of risk, securities brokers, who are presumed to

understand the various levels of risk, essentially are required to disqualify certain customers from

investments that are unsuitable to them.

b. Futures Brokers

In contrast, there is little difference in the risks posed by various futures contracts.
Hence, FCMs are not required to disqualify customers from trading futures contracts. Instead
FCMs are required to make sure their customers understand the risks. FCMs are required to give
all customers a standard risk disclosure. In addiion, the self-regulatory body of the futures
" industry, National Futures Association (“NFA”), requires an FCM to obtain information from a
prospective customer relating to the customer’s occupation, age, financial status, and futures
trading experience and to provide to that customer particular risk disclosures needed by that
individual. This exchange of information from the customer and risk disclosure from the FCM is

not required for institutional investors. FCMs are not required to refuse anyone as a customer.
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3. Information and Educational

Intermediaries often also provide information and advice to customers. This advisory
role has been a way for brokers to set themselves apart from their peers—full service brokerages
distinguish tk;emselves from discount brokerage firms on the basis of the advice and information
given to customers. Intermediaries provide quotes, charts, commentary,' and market diaries.
They are a source for financial news. Most importantly, however, intermediaries are able to
organize information into portions easily digested by customers and give advice based upon the
information they have gathered. They serve as guides through the jungle of numbers and
statistics that quantify the markets and influence investment. Beyond this informational and

advisory role, many intermediaries provide in depth educational services in areas helpful to

investors of all levels and sophistication.

4. Operational
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Perhaps the most crucial traditional intermediary function is the mechanical execution of
a trade. Actual trading on futures exchanges with a trading floor is performed by floor brokers.

As futures exchanges permit only their members to conduct floor trading, a non-member’s bid or
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offer rez;.ches the trading floor through an intermediary. The customer contacts the FCM with an
order, the FCM transfers that order to a booth on the {rading floor where it is time stamped and
relayed to a broker in a trading pif by either hand signal (“flashing”) or electronically. At this
point, the floor broker indicates by 6pen outcry the bid or offer 7so that a trader in the pit who

wishes to take the opposite side of the trade can do so. Completed trades are transferred to a

clearing association who assumes the role of guarantor of contract performance.

I should note, trades made on existing exchange after-hours systems follow the same
intermediated process. A customer must still trade through an intermediary, however, physical

~ execution is performed electronically rather than through open outcry.

5. Risk Buffer and Risk Absorption

Intermediaries operate to absorb the risk of customer default by guaranteeing their
customers’ contract performance. If a customer defaults on a contract it is not the exchange that

bears the loss but rather the intermediary.

Since intermediaries are required to protect the exchange, they, in tum, provide
themselves a degree of protection from customer default by requiring customers to post a
performance bond margin prior to trading. The purpose of these margin accounts is to provide a
source of funds calculated to adequately buffer any losses sustained by a customer within a
reasonably short period. In the event the account is reduced by losses to a point where there is a
possibility further losses would not be covered by the money in the account, the brokerage makes
a margin call to the customer. At this point, the customer may have the option to either deposit

more money into the margin account or have his positions closed. You should note, however,
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that intermediaries do not buffer their customers from the risk of exchange default. In fact, using

an intermediary exposes a customer to the separate risk of intermediary default.

II. Technology’s Impact on Traditional Intermediary Functions

A. Overview of Technology’s Impact o

Technology is reshaping the market infrastructure and forcing financial intermediaries
operating under the previous structure to redefine their roles in order to stay relevant. Very
simply, the infrastructure is changing because the ability to trade electronically virtually
eliminates the need to have a physical trading space. Also, current technology is such that it is
possible for an exchange to deal directly with an increasingly large circle of traders. With the
advent of electronic trading, many functions that had previously belonged exclusively to

intermediaries are either disappearing or being provided by the exchanges themselves.

B. Specific Functions

1. Advertising and Marketing

Access to exchanges not tied to physical trading spaces opens direct trading fo greater
numbers of individuals without the need for intermediaries. While this could lead to increased
product liquidity, it will be up to the exchanges themselves to attract customers. Electronic
exchanges that exist without intermediaries serving as portals, lose the benefit of the
intermediaries bringing business to the exchange. Therefore, non-intermediated exchanges must
advertise and market their own products. For larger established exchanges that do not suffer
from lack of liquidity in their products, the conversion to non-intermediated screen trading may
not have an adverse affect on liquidity. However, new electronic exchanges that do not have the

benefit of name recognition nor a history of liquidity in their products will be forced to spend on
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advertising and marketing if they hope to exist without intermediaries attracting and providing

business.

2. Risk Disclosure and Screening Customers for Suitabiliry

With no formal requirements to screen for customer suitability,_and provide risk
disclosures, traders who en-ter non-intermediated exchanges may be at greater risk than those
who enter through an intermediary. Currently, regulations exist to monitor intermediaries and
ensure intermediaries provide customers with risk disclosures. The regulators do not screen
individual traders and neither do they require exchanges to screen them. Hence, there is a
potential that no one is screening for suitability except to the extent an exchange may do so in
order to establish creditworthiness. In this environment, a non-intermediated exchange may be

an appropriate trading forum only for sophisticated institutional customers.

3. Information and Education

There is no question the internet creates a source of financial information heretofore
unseen. Price discovery powered by the internet essentially levels the playing field for all
market participants and the ease of tracking, quantifying, and presenting financial information by -
electronic exchanges will certainly create more transparent markets. What is missing without the
intermediary, however, is guidance to accémpany the data. The advisory role of traditional

intermediaries cannot easily be replaced.
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4. Operational

v ,Cdmputer Exchange Py

« Disintermediation, -

Current technology, both computational power and network speed, makes it possible to
automate many functions previously performed by intermediaries. Instead of entering bids or
offers through an intermediary, a customer can simply access the markets via its own computer.
In addition to access, electronic exchanges can more quickly and efficiently process trades,
match orders electronically, and process orders in precisely the sequence in which they are taken.
All the functions currently performed by floor brokers can now be done with simple algorithms.

The floor broker has no role in an automated exchange.

5, Risk Buffer and Risk Absorption

Non-intermediated electronic exchanges relieve customers from the risk of default by an
intermediary. While intermediaries serve as a risk buffer for exchanges in case of customer
default, their role in this regard is asymmetrical as they likely afford no protection to customers
in the event of exchange default. From the exghange-side, however, loss of the risk buffer and
absorption provided by intermediaries means the risk of customer default will now fall squarely
on their clearing associations. Non-intermediated exchanges will need to control this risk

through credit checks and security deposit requirements.
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111.New Exchanges and New Roles for Intermediaries

With new exchanges emerging and old exchanges abandoning their brick and mortar
operations in favor of screen trading, there has become competition between the exchanges and
the intermediaries for the business of traders. While it is unlikely the exchanges will be able to

completely take over the roles currently performed by intermediaries, intermediaries are being

forced to redefine themselves and their roles.

There are two primary paths these intermediaries are taking. First, they are competing
directly with the new electronic exchanges for the business of traders. Second, they are
cooperating and partnering with electronic exchanges by creating trading platforms with multiple

market portals.

A. Exchanges versus Intermediaries

In the competition between exéhanges and intermediaries for customers, intermediaries
may have the opportunity to shed their intermediary functions altogether and evolve into
exchanges themselves. Rather than attracting customers to trade through them, they can attract
customers to trade af them. They are already a market portal and can continue to be so—now

just to their own market.

Many large intermediaries have non-intermediary attributes that would allow them to
compete readily with established exchanges for customer business. These evolutionary
intermediaries would have several advantages. Most notably, they have a pre-existing
relationship with their customers and sufficient name recognition to attract new customers.
Additionally, they have the ability to transact business in a variety of financial products. They

have invaluable experience and in many cases already have the needed technology. Finally,
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these financially robust intermediaries can prey upon the primary weakness of non-intermediated

electronic exchanges—the electronic exchanges difficulty in absorbing risk and clearing trades.

B. Exchange / Intermediary Alliances

Another possible solution for intermediaries is to form partnerships with new or evolving
electronic exchanges. In these instances, many of the tradition_al roles of the intermediary would
remain unchanged. They would still play the role of gatekeeper for the exchanges and would '
continue to advise and inform customers. Additionally, the intermediary would provide the
technology needed to transact business by providing the order processing pl_atform to support the
exchange. The value-added and uniquely technological services offer intermediaries the

opportunity to continue to be indispensable.

C. BrokerTec Example

One recently formed company, BrokerTec Global LLC, provides an example of a
company proceeding down both paths simultaneously. BrokerTec is a consortium of large
securities dealers who have established electronic inter-dealer brokerage services for fixed
income securities and derivatives. Inter-dealers are the middlemen in the over-the-counter bond
market who essentially offer off-exchange trading between intermediaries. From the starting
point of this inter-intermediary trading, BrokerTec has announced its intention to pursue the
development of a global electronic exchange platform for futures trading. It hopes to achieve
this by either establishing such a global exchange itself or through partnerships and alliances
with existing exchanges, clearinghouses, and service providers. BrokerTec recently filed with
the U.S. Commodities Futures Trading Commission seeking approval to establish both a futures
exphange and a clearing corporation and intends to begin trading U.S. Treasury bond futures in

the first half of 2001.

-10-



SIDLEY & AUSTIN CHICAGO

Conclusion

Most of the functions performed by intermediaries will continue to be available to them

despite the conversion to electronic trading. While obviously the mechanical function of

executing a trade will be lost to technology, the other functions of offering advice, screening

customers, absorbing risk, and generally acting as a conduit to the market will remain tasks open
to intermediaries. Presuming intermediaries take full advantage of the opportunities presented
by the changing infrastructure, the continuation of their place in the system Is secure.

Technological advances open as many doors to intermediaries as they close.

Joseph H. Harrison, Jr.
Sidley & Austin
Bank One Plaza

10 S. Dearborn
Chicago, IL 60603
phone: 312-853-7043
fax: 312-853-7036
jharriso@sidley.com
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Starting Premises

A

Advances in technology and telecommunications are reshaping the structure of
financial markets in fundamental ways. Electronic trading is becoming the norm.

Financial markets today are global and trade across national and regulatory
boundaries. Market users have come to expect, and demand, near
instantaneous access to markets to execute their orders around the clock.

Financial markets (e.g., securities,. futures and OTC derivatives) are becoming
even more interrelated.

Electronic trading technology is attracting new market facilities in a variety of
forms, increasing competition among marketplaces and blurring traditional
distinctions between exchanges and over-the-counter markets. '

Cross Border Alliances Among Exchanges

A

The Business Case: An exchange with aspirations to become or remain a
global player must attract market interest, i.e., order flow, from around the globe.
One way to “export” the exchange franchise is through cross border alliances
with other exchanges.

The Challenges:

1. Structuring and successfully operating an international alliance during a
period of rapid market change, when the very concept of an exchange is
undergoing revision.

2. Structuring and successfully operating an international alliance subject to
the national laws of multiple countries and, possibly, multipie regulatory
frameworks within countries, especially at a time when regulatory
structures are also undergoing major revision in many jurisdictions. (The
CFTC's regulatory reform proposal is one example.)

Examples of Cross Border Exchanges Alliances:

1. The Chicago Board of Trade/Eurex Alliance, called a/cle (for
alliance/cbot/eurex). Trading on the shared electronic trading platform
commenced on August 27"
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2. Chicago Mercantile Exchange Cross-Exchange Trading rules, permitting
link arrangements with foreign exchanges, such as Marché a Terme
international de France (MATIF).

3. New York Mercantile Exchange linkages with Sydney Futures Exchange,
Hong Kong Futures Exchange and Singapore Exchange Derivatives.

Contractual Issues

A.

As with any complex transaction, a cross border alliance between exchanges
raises a number of difficult contractual issues, many of which derive from actual
or perceived legal differences in the home jurisdiction of each exchange.
Cultural differences can also be a factor.

The types of issues that will likely arise during negotiations include:

1. Legal structure of the alliance (influenced by considerations such as
management flexibility; tax implications and limiting the liability of the
equity owners);

2. Governance issues;

3. Choice of law and dispute resolution;

4. Protection of intellectual property;

5. Cross-market access to one another’'s products;

6. Anti-trust; and

7. Cooperation to obtain necessary legal or regulatory approvals and

remedies in the event of “regulatory frustration.”

Reqgulatory Approvals and Oversight: National Laws/international Markets

A.

Multiple Approvals. A market operating in muliiple countries may need
approval from one or more market authorities in each country. Market
intermediaries may also need special regulatory approval to provide access to
interational markets.

Determining' Jurisdiction. Jurisdictional issues need o be addressed on a
country by country basis.

1. What types of “contacts™ within the country’s borders will trigger domestic
jurisdiction over the non-domestic market facility? Over the market
intermediaries providing access to that market facility?

a. Placement of trading or order routing terminals within the country’s
borders to provide electronic access to the market facility’s trading
platform?

2.
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b. Solicitation of customers located in the country to trade on the
non-domestic market facility?

What are the consequences of falling within a regulatory framework within
a particular country?

a. Does the market facility need to register? In what capacity? Are
there exemptive or no-action procedures that may be available?
Same guestions for market intermediaries.

b. What on-going regulatory requirements will apply?

Determining what approvals, if any, may be required can be complex and
the answers are often not clear cut. A variety of factors may come into
play, such as the nature of the market facility, nature of the products,
nature of market users and means of access to the exchange’s markets.

Examples of the Myriad Ways Jurisdictional Lines May be Drawn

1.

Product Distinctions: In the U.S., jurisdiction over securities derivatives

is divided between the Commodity Futures Trading Commission (CFTC)
and the Securities and Exchange Commission (SEC).

a. A non-U.S. exchange seeking to offer stock index futures within
the U.S. must receive a no-action ruling from CFTC staff.

b. In contrast, the SEC regulates exchange trading of options on
stock indexes and options on individual securities.

C. A non-U.S. exchange could, if permitted under its home
jurisdiction, list single stock futures, but could not legally offer
those products to customers in the U.S. The CFTC and SEC
have agreed to a legislative proposal that, if enacted, would permit
single stock futures to trade in the U.S. on either a futures
exchange or a securities exchange, subject to oversight by both
agencies.

NOTE: the London Financial Futures and Options Exchange
(LIFFE) last September announced plans to launch trading of
futures on individual securities of leading U.K., European and U.S.
companies, including AT&T, Cisco Systems, Citigroup, Nokia,
Glaxo Welicome and Deutsche Telecom. Trading is scheduled to
commence on January 29, 2001.

Nature of the Financial intermediary’s Relationship with Customers:
Under rule changes recently adopted by the CFTC, a non-U.S. futures
broker may accept futures orders directly from certain U.S. based
customers for execution on a non-U.S. exchange, without having to
register as a “futures commission merchant” in the U.S., provided that:
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a. The customer or its designated representative meets certain
requirements intended to ensure that it is a sophisticated investor;

b. The customer is placing the orders for an omnibus account carried
af the non-U.S. broker that a qualifying futures commission
merchant (FCM) has established;

C. The customer is authorized by the FCM to place such orders; and
d. The FCM meets heightened capital requirements.

If the above conditions are met, the U.S. based customer can transmit
futures orders to the non-U.S. broker over autormated order routing
terminals located in the U.S. that route the orders to (and through) the
non-U.S. broker to the foreign exchange's trading platform for trade
matching or execution.
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( e
U .E9 STAT2S DEPARTIZNT OF AGRICILLIEE 20ﬂ
CONHODLTY EXCHARGE AUTHUITY b
WASTIAGTON

Hay 25, 1585

To: Deputy Admindistrator, Division Diraclors and Desionzl Dirsciors
Froa: Rlex C. Caldwell, Administrator

Sutject: Definiticns of certain trads practices prohibited by CZict

Fioao tizo to tine wo ars called upon to define_certain trads practices
tiaich are prohibited by the Commodity Exchanze Act., Por your inforaadon,

1,00 iisting bslow varigus defindiions waich xzre enterad in the record
du;ing cur arpearznca befores the Housz Appropristions Corz=itics on HMarex 3,
1906. :

kzsh tredinz - Entering inte or purperting 4o entor ints tramsaciions for
ths purpose of giving ths appearancs that purchasos end sailes are boing

or have been m2ce but without actually taking a pesition in the markot,
Bucketing - Diroctly or indirsctiy taking ths opposite olda of a cusicoeris
ordar into the handling breker's own acczunt or into an account iIn which ke
has an interest, withoul bona fide execution in accordancs with the rules
of a contract market. ' < -

Cross trading ~ Indirectly buckeiing a custemer®s order, or irndirectly off-
peztting the tuging orssr of one custcasr against the selling order of anciher
custozar, or wash treding by means of trancactions wiih anothar flcor broker
vho is engcged in a similac type of trading. U

Prozsronzed tralinz - Trading between brekers in accerdance with an ex-
Frossca or implied agreexsnt or nndarstending which rosults in their trod-
inz with oach other.

Fictiticoss trading - Yesh frading, bucketing, cross trading or any oiber
Gzvica, schcme or arcifice whersoy tho execwtien of a trazde is reported
or roccrasd buat in fact no tona fide execution has occurred.

0?fs2teinz orders - Directly or indirecily £illing a cusiszerfs purchose
ordor ageinst enother custorer?s sale ordar without bona fide exmgouticn of
such orders ip accordanca with the rules of a comtract market.
Aocommsdation trading — Wash trading entsred into by ons brokar {o assist
ancther broker to meke cross 4ralss, wash trades, etc.

.. C.Cly v



Designing a Market Oversight Program October 17, 2000
John Mielke ] Page 1

See:

DESIGNING A MARKET
SURVEILLANCE PROGRAM

REGULATORY OBJECTIVES AND NATURE OF
MARKET AFFECT PROGRAM DESIGN

Regulatory programs are derived from the intent and scope
or our laws

Is the surveillance program to be preventive or reactive?

Market surveiliance programs also should look at the nature
of the markets

International guidance on surveillance programs is provided
by IOSCO

"The Tokyo Communiqué on Supervision of Commodity
Futures Markets", October 1997, and "The Application of the
Tokyo Communiqué to Exchange-Traded Financial
Derivatives Contracts", September 1998.

CFTC MARKET SURVEILLANCE

Preyention of price manipulation is the purpose of CFTC
market surveillance.

The surveillance program is intended to protect the integrity
of the price determination process.

This is a critical function because futures prices affect
domesiic and international commerce, not just futures
traders. -

Erevention of manipulation requires timely access to
information on futures and cash market positions of large
traders.
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SURVEILLANCE REQUIRES TIMELY
INFORMATION

The core of the CETC's surveillance system is our daily large
trader reporting system.

These reports are augmented by special information
requests as needed, and routine contacts with large traders

and exchange surveillance staff.

Routine large trader reports and special information requests
are premised on specific statutory authority and basic
recordkeeping requirements.

The Commission would not have the authority to obtain
routinely all of this surveillance information for all markets
under the proposed legislation, or under the Commission’s
proposed new regulatory framework.

SURVEILLANCE IS A TEAM EFFORT

Market surveillance is conducted in a coordinated manner
with the exchanges.

The CFTC has broader authority to collect information than
exchanges which have limited authority to get information
from nonmembers.

Using all available information, the CFTC surveillance staff
identifies potential manipulation threats and seeks to
prevent them in the least intrusive manner commensurate
with the situation at hand. 4

The Commission is engaged is the surveillance process
through its weekly surveillance meetings.



V. ALTERNATIVE SURVEILLANCE ACTIONS

When a market threat is identified, the Commission and exchange
have a range of alternative actions to deal with the threat.

« "Jawbone” the trader and/or the firm clearing the trader’s
position.

« Make special information requests to evaluate the trader's
overall position and intentions.

« lssue formal warning to the trader.
« Emergency action by the Commission or the Exchange to:

-- raise margins,

-- limit trading to liquidating transactions,

-—- impose or reduce position limits,

- require liquidation of positions,

-~ close the market, or

-- do whatever else is deemed appropriate to prevent
the_manipulation.
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THE CFTC MARKET SURVEILLANCE PROGRAM

The CFTC conducts a market surveillance program to detect and prevent price
manipulation in futures and option markets. The principal goals of market surveillance
are to spot adverse situations in these markets and to pursue appropriate remedial
actions, in coordinatiori with the involved exchange, to avoid market disruption. To
accomplish these objectives the market surveillance staff must determine when a
trader's position in a futures market becomes so large relative to other market factors
that the trader is capable of causing prices to diverge from legitimate supply and
demand conditions. The surveillance staff routinely collects and analyzes daily data
concerning overall supply and demand conditions in the cash market, cash and future
prices and price relationships, and the sizes of hedgers’ and speculators’ positions in
the futures market.

At the heart of the CFTC’'s market surveillance system is its large-trader reporting
system. In order to identify potentially disruptive futures positions, the CFTC staff uses
its reporting system to collect and analyze data on large trader positions in all
commodities. Reportable positions—daily reports of futures positions above specified
levels set for reporting purposes—are obtained from futures commission merchants,
clearing members and foreign brokers. Exchanges also provide the daily positions that
each clearing member is carrying in each futures and options contract on each
underlying commodity.

The Market surveillance process is not conducted exclusively at the CFTC. If a
problem develops, it is usually handied jointly the CFTC and the affected exchange.
Relevant surveillance information is shared and, when appropriate, corrective actions
are coordinated. The Commission customarily gives the exchange the first opportunity
to resolve the problem itself, either informally or through emergency action. If an
exchange fails to take actions that the Commission deems appropriate, the Commission
has emergency powers under which it can order the exchange to take actions specified
by the Commission.



October 11, 1999

Surveillance of Electronic Trading

The following presents the principles that may be employed in the surveillance of
electronic trading.

Surveillance of Open Outerv MarkKets

Since we will be making use of the knowledge and experienée we have gained in’our
surveillance of open outcry markets and since we believe that many, or most, of the kinds
of violative activity in those markets are translatable into the electronic trading context, I
will first sketch our general approach to the surveillance of open outcry trading. We
begin by listing the various elements of such trading: the customers who wish to trade;
the personnel who receive and handle customer orders; the back office personnel who
process those trades and customer accounts; the floor brokers who execute customer
orders in the trading pits; the local traders who trade for their own accounts and “make
markets” for customers; the audit trail for orders received from customers, transmitted to
the trading floor and into the pits; the order fills reported out of the pits and to the
customers and the clearing system; and the trade matching and clearing system and
procedures. We then note that detection of potential violative activity and, in fact,
evidence of such activity depends upon the identification of certain patterns of illegal
trading. The elementary patterns are identified in our training materials. It thereafter
depends upon the creative imagination and persistence of individual investigators to
identify variations and particular instances of violative activity.

In order to gain data necessary to identify potential violations, our staff develops pit
profiles, which contain “descriptions™ of the various “players” in the market, the locals, -
the brokers, the firms, the customers. These descriptions are created from routine
physical surveillance of the trading floor and analysis of trade data from the Exchange
Database System. At the same time background fundamental data are gathered from -
available sources of information. By identifying routine or regular trading behavior, it
then becomes possible to identify unusual activity which could indicate illegal activity.
The development of pit profiles is an ongoing project, never completed, because of the
constantly changing environment.

Physical surveillance of the trading floor enables the Futures Trading Specialist to
observe where the traders are located relative to each other, how they actually conduct
their trading, when they trade, in what typical quantities, with whom, etc. Analysis of the
trade data enables the gathering of more specific information, about all trading and over
an extended period of time. The standard goal for our staff is the routine review of each
contract at least once per quarter. The more active contracts are expected to get more
attention. The focus of any analysis depends upon the knowledge/experience of the FTS,
using leads from any available source or simply a review of a randomly selected period.



The amount of data reviewed depends upon the amount of data that can reasonably and
expeditiously be analyzed. Analysis primarily consists of identification of particular
patterns of illegal activity. It will also include profit/loss analysis to identify potential
accounts for further review. To complete the catalog of review packages, the staff also
conducts analyses of errors and outtrades. ' '

In addition, our staff conducts what we call “back office reviews”, to more readily detect
certain types of violative activity, such as churning and misallocation. For these reviews,
our staff reviews account activity statéments for possible patterns of such activity.
Although it is technically possible to detect such patterns using Exchange Database

" System data, it has been much more effective to do so by reviewing trading documents.
Enhancements to the EDS will enable such analyses to be effectively conducted without
on-site visits. This capability will be important for the surveillance of electronic markets.

Potential Abuses in the Electronic Markets

In discussing potential abuses in an exchange electronic trading system context, I will
present them against the backdrop of open outcry trading. That is, I will discuss whether
violations which are known to occur in the open outcry environment continue to exist,
even if in an altered form because of the different environment. In fact, we vigorously
disagree with the position taken by some that electronic trading effectively eliminates
most of the violative activity available in the open outcry market. We believe that,
particularly in the early and transition stages, violative activity could occur in electronic
imarkets much as they occur in open outcry markets. Some are misled by the fact that
electronic markets utilize some computer algorithm to match opposite sides of trades.
They naively fail to recognize that in an illiquid market it would still be possible to
accomplish much of the goals of illegal trading activity. It should also be remembered
that there are, in principle, a limited number of types of violations against customers.
There are also a limited number of ways to accomplish other goals, such a money passing
or manipulation. It remains only to determine the ways in which these methods can be
translated into the electronic context. In this light, the methods of surveillance for types
of violative activity will likewise be limited. I will also discuss potential abuses that are
unique to an electronic ontext. :

In the electronic context, we must consider the marketplace to be, not just a trading pitin
a very specific physical location, but rather a far-flung, indeed potentially world-wide,
area, accessible by computer terminals. In a physical trading pit, traders may require key
card access to the trading floor area, wear badges with their unique identifying symbols,
and be recognized by other traders who see each other on 2 daily basis. In the electronic
systern, the user must have a unique identification and password in order to access the
system. But, as is well-known, when computer terminals are left unattended, but logged
on, anyone else can tzke advantage of the access. Itis not possible to be certain that the
user who logged into the system continues to be the user, or even logged in (in the case of
a stolen password). It is even necessary to ensure that sufficient security protects the
integrity of the system. If a system allows multiple log-ins by the same individual, or if



multiple individuals are allowed to log-in-under the same identity, it would be difficult to
precisely determine who is trading at any particular time. [One of these situations existed
in a proposed electronic trading system.] Further, in the trading pit, it should be possible
to see when two or more traders collaborate in the prearranged execution of a trade. Itis
not readily possible to see what activity is occurring near one or more terminals with
respect to the execution of an electronic trade.

A recently developing twist in the aspect of entry into an electronic trading system is the

advent of Internet access. Although theoretically possible to identify the geographic

location of the order entry, it becomes increasingly more difficult to do this, and still
~more difficult to verify the actual terminal operator.

It should also be noted that there may be some time before users will use electronic
trading systems by themselves and effectively. There will always be some question of
the nature and extent of the human/electronic system interface. It has been learned that,
at this time, there are experienced traders who choose to place orders with brokers for two
reasons. First, these traders believe that they lack the proficiency to enter their own
orders into the system accurately and quickly; hence, they turn to more experienced data
entry people who wark for their brokers. - Second, these traders believe that their brokers "
have access to more information and more quickly than they do, perhaps because of their
access to other customers; hence, they give discretion to their brokers to enter their orders
at the appropriate time. This situation would lend itself to some kinds of abuse.

Moving next to the area of dual trading abuses, in the open outcry context, we have

distinguished on-trading floor and off-trading floor violations. Because of the nature of
the electronic market, that distinction is not really appropriate--everywhere and anywhere ‘
there is a terminal it may become part of the electronic trading floor.

Trading ahead of customers must be seen on a number of levels. Traditionally we have
focused (I might say, “picked on™) on the individual floor broker who, because dual
trading generally is allowed in the futures market, could trade for him/herself zhead of an
executable customer order. In the electronic context, the parallel would be whether the
terminal operator who enters customer orders into the system is allowed to place orders
for him/herself as well. In the open outcry context, there generally is an order ticket with
a timestamp independently affixed, i.e., not placed by the floor broker. It is thereafter
possible to determine whether that order was likely to be in the floor broker’s hand and
executable if and when he/she traded for a personal account. Given some of the inherent
difficulties with this system (which I, nevertheless, do not wish to overs’cate), this
violation has been difficult, but not impossible, to prove.

In the electronic context, we cannot rely exclusively upon the time affixed by the system
when the customer order is entered into the system. The order may have been withheld (a
separate violation in the open outcry context) until the operator has placed his/her order.
This may be detectable through surveillance (and comparison) of order entry times in the
electronic system and the telephone recording system (which many firms, but not-all,



have) used to record the placing of customer orders. We allow the entering of customer
orders directly into the trading system without requiring the preparation of a separate
order ticket, if the order is immediately entered. We require an order ticket if the order is
not immediately entered. In the former case, we would have no way of determining that
the order was immediately entered or not, unless there is a separate recording system of
telephone communications. [If of when orders can be submitted by customers
electronically, e.g., through the Internet, we would expect there to be some timing
mechanism to record when the customer order was received by the system.]

At the same time we do not know, as we know to be the case in some firms, whether
‘multiple terminals are closely situated. If such is the case, it is clearly possible for one
terminal operator to place an order with a fellow operator seated nearby for entry just
before the customer order is entered. [The geographic proximity of terminal operators

will provide similar opportunity for other violations, to be discussed below.]

It is also important (for completeness) to include frontrunning, i.e., trading ahead of a
customer in a related market. Although this is a very difficult violation to effect, it will
be necessary to surveil for such possible activity.

In the Central Region Contract Markets Unit we also look closely at the possibility that
trading ahead of a customer may be done using a proprietary house account. In other
words, in looking at the meaning of dual trading in a wider context, the firm which"
handles the customer business could also trade ahead of its customers. We believe that
this is the neglected side of dual trading in the securities market, which trumpets its non-
dual trading practice. Parallel to an individual operator trading for a personal account
ahead of a customer, the operator could trade, i.e., execute an order, for a proprietary
house account ahead of a customer order, whether directly (since surveillance programs
may look only for personal accounts) or indirectly, using a fellow operator (and the
programs may look only for accounts of the operator and not also of fellow operators).

In the open outcry context, trading against a customer, which we call “bucketing”, may
be direct or indirect. Because of the prima facie nature of the direct method, trading
against customer order schemes generally use accommodating traders to mask the
scheme. There will be parallels in the electronic context. The direct bucketing scheme
will be too readily detectable, and thus trading against customer orders will probably
‘occur opposite accommodating operators trading for personal or proprietary accounts.
[We will discuss below the obvious objection that operators cannot control who trades
opposite whorm.] '

The crossing of orders in the open outcry system, i.e., trading on behalf of different
principals at the same time, is made more difficult in the electronic context, where each
order is entered in sequence and there is no facility to enter multiple opposing orders at
the same time. Thus, such crossing would appear to require the cooperative efforts of -
two operators. Surveillance, therefore, would seek to detect patterns of activity between
pairs of terminal operators or sets of terminal locations. .



~ The matching-of orders, i.e., the offset of equal quantities of buys and sells and the

sending of only the net d1fference to the trading pit, would seem to be prevented in the
electronic context, since all trades must go through the system and be matched against
other trades in the system. It would not seem to be possible to send buy and sell trades
with the price arrived at in the trade for the net difference, because all of those trades,
once entered, would be subject to trading and, hence, different prices.

In two areas of possible violative activity, which do not directly affect custorners, money-
passing and price manipulation, similar considerations as described above exist. Money-
passing trades can be effected by conspiring operators who enter trades at the same time
for execution opposite each other. By designing sets of trades in which one party will
obtain a profit while the opposite party incurs a loss, a transfer of money can be
accomplished through an electronic system.

At this point it will be appropriate to discuss an objection that will be raised about the
above-described scenarios. Itis true that the trade matching algorithm, given that it has
been approved as one which fairly matches opposites sides of trades, functions in a purely
mechanical manner. As such it can be objected that traders cannot ensure, i.e., cannot
control, that their particular orders/trades will be matched opposite the desired parties’
orders/trades. Generally, that will be true in a developed, liquid market. On the other
hand, if the market is illiquid and thinly traded, it is very possible to structure a trade that
will, for the most, part, be matched against a desired other party. Even if part of the order
is taken by the market, it is more likely that the vast majority of the order will be matched
against a specifically designed order. '

To develop this point further, there are various scenarios in which control can be
exercised. In an illiquid market, perhaps at certain times of the trading day, when volume
is at its Jowest, opposing trades may be entered, with increased possibility that they will
be matched opposite each other. Even if there may be some resting orders in the system,
if both orders are filled at nearly the same time and price, the-parties will essentiaily have
accomplished their goal.

On another level, depending upon the nature of the system and the level of complexity of
orders that the system is able to accept, traders can enter fairly complex orders with
increased chance of their being matched together. It takes some time for traders to see an
order in the systém and be able to react after first deciding whether to trade or not. That
delay will be all that is necessary for certain trades to be matched together.

Thus, in an illiquid market, 2 combination of complexity and size of orders, along with
the timing of placement of orders at less active times, could enable traders to effect
certain types of violative trading described above. Furthermore, since trading occurs
away from a physically central Jocation, where the actions of traders can be observed, it is
not possible to witness, and hence discourage, conversations or planning of such
activities. ' .



Manipulation has also been seen to occur in an illiquid market. An individual who had
discretionary trading authority over a very large account would first place orders (to buy
at a certain point above the market or to sell at a cetain point below the market) for the
account of a relative. He would then place very large orders which would move the
market sufficiently to elect the orders of his relative. Thereafter he would let the market
find its “true” price, and then offset the relative’s position, resulting in a profit.

Of particular relevance here is the allowance of pre-execution discussions regarding

_ GLOBEX trades. The stated justification is that customers would like some assurance
that someone will be ready and willing to take the.other'side of their orders. The fim is
allowed to discuss possible execution of an order with potential contra-parties, provided
that the parties engaged in such discussion wait a reasonable period of time before ]
entering the opposite side. That reasonable period of time is deemed to be 15 seconds in
the case of a futures order and 30 seconds for an options order. Here, too, it seems that
the amount of liquidity in a market is a factor to be considered. Ina liguid futures market
15 seconds is a considerable amount of time. In an illiquid market, however, 15 seconds
may afford interested parties with advance knowledge a distinct advantage, in that other
market participants may not have time to react. The same holds true in the options
market, where more complex calculations generally are required to determine whether to
trade.

Surveillance of Electronic Markets

Most of the principles and methods of surveillance of the open outery markets are
applicable in the electronic context. The development of pit, or market, profiles is
essential. Every trader exhibits regular trading patterns, whether in an open outcry or an
electronic context. Identification and cataloging of these patterns will provide the
primary tool for detecting potential violative activity. It will be necessary to monitor all
terminal operators and the physical locations of all terminals. [It will be pertinent, for
example, to know that two or more terminals are located in the same room.] Of course,
the apparent locations of terminals should be checked periodically, such as during routine
financial and recordkeeping audits by the exchanges, the National Futures Association
and the Commission. At the same time, such audits could be the occasion to compare the
times of receipt of customer orders and the times of their entry into the trading system.

Using the Exchange Database System, or rather a version suitably modified to conduct
such analyses [it will, in fact, become critical that staff be able to use more sophisticated
computer support], our staff will profile activity by terminal, terminal operator, account,
firm, etc., as well as among sets of such trading entities. Analogous to what is done in
the surveillance of open outcry markets, the staff will routinely review activity in the
electronic markets, looking for possible illegal patterns such as described generally above
and specifically in our training materials. We will appropriately expand the materials to
include insights into the electronic trading environment. [Although it is unlikely that
difficulties will arise in this way, we should also keep in mind the need to perjodically



verify that the trade matching algorithm is the approved version.] For these purposes, it
will be necessary to routinely obtain additional data from the exchanges in electronic
form. We have managed with hard copy lists of exchange members who can trade
because the number was manageable. With the proliferation of individials who can enter
order on terminals, it will become necessary to utilize computer assistance.
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Commission Inspection
Powers and Record Keeping

e _Pravisions__
- Section 4g(a)

« Section 4g(b)
+ Section 4g(c)
Section 4g(d)
Section 4n(3)(A)

»

.

ENFORCEMENT PANEL
INTERNATIONAL
REGULATORS SEMINAR
OCTOBER 18, 2000

Commission Inspection
Powers and Record Keeping

Provisions.
- Regulation 1.37(a)

- Regulations 1.31(b) & 1.31(d)
+ Regulation 4.23

- Regulation 4.7(a)(2)(iv)

* Regulation 4.33

» Regulation 4.7(b)(2)(ii)

INVESTIGATIVE
TECHNIQUES:
USED BY THE CFTC
DIVISION OF
ENFORCEMENT

Gather Documents and
Information Informally

* Materials Available Using Inspection |
Powers !

- New Account Papers
~ Daily and Monthly Account Statements

— Floor Orders, Office Orders, Trading
Cards, and Brokerage Cards

L ~ Listng of Cleared Trades and Out Trades




Gather Documents and
Information Informally

Fh_ﬂaft;::.;ls Available Using lnspe-c.:;i;l; B
Powers

- Delivery Records

‘ -~ Promolional Materials
- Correspondence

—~ Employment, Payroll, Commission
Payment Records

Gather Documents and
Information Informally

Materials A vailab?e I’Vlfhll; “tlﬁ{e_ T
Commission

— Reportable Trader Information

- Reports Identifying Reportable Traders
— Reports Fiied by Reporiable Traders

- Positions of Reportable Traders

L

Gather Documents and
Information Informally

Materials Available Using Inspection
Powers

4

. ~Bank Records for Debits and Credits to
1 Commodity Accounts
— Bank Account Records

i

~Time and Sales or Time and Price Records

Gather Documents and
information Informally

« Materials Available Within the
Commission

— NFA's Data Bases and Information
+ MRRS
+ FACTS
- BASIC

Gather Documents and
Information Informally

- Materials Available Using Inspection |
Powers :

— Exchange and NFA Audit, Investigative,
and Disciplinary Files

- Complaints Filed with Exchanges and NFA

— Compliance Manuals, written inlernal
procedures, and policies

Gather Documents and
Information Informally

- Materials Available Within the 5
Commission i
— Print outs from the Exchange Data Base :

System
« Cleared trades sorted as requested
- Limited trading statlistics

- Time and Szles Information




Gather Documents and
Information Informally

< Materials Available Within the
Commission

— Audil files including work papers, reports,
and correspondence

~ Trader profiles and pit profiles maintained
by T&M stafl

Gather Documents and
Information Informally

- Request Ma terials From Other State
and Federal Agencies

~ Securities and Exchange Commission
- Federal Trade Commission
-~ U.S. Postal Inspection Service

- .S, Depariment of Agriculture

Gather Documents and
Information Informally

Mafterials Available Within the
Commission

- Data base prinfouls
- Clearing firm numbers
» Trader acronyms and numbers

- Broker Association Members

— Reparations complzaints and associated
filings

Gather Documents and
Information Informally

Request Materials From Other State .
and Federal Agencies

- Federal Bureau of Investigation
— Steta Securities Regulators

— State Attorney Generals

Gather Documents and
Information Informally

« Materials Available Within the
Commission

— Other Enforcement Actions
— Other Investigative Files

- Historical Price Information

Gather Documents and
Information Informally
f

i+ Outside Information Sources ]
- Internet i

- Telephone numbers and Reverse Look-Ups ;

- E-Mzil Addresses

+ Maps and directions

|
] 1
' ~ Regulatory Sites
| - Exchange and HFA Sites

- Subject Sites




Gather Documents and -
Information Informally

. Out;ft_z’é 7r-7.formaﬁon Sources

Analyze Documents |

— ChoicePoint . - Review Promotional Materialrair;d“
Lox , Verbal Claims Made to Customers

- Lexis

- Identify claims

-~ Consumer Sentinel

- Determine Who Claims Made T
- Compliance Data Center. Inc. . ims Made To

- Determine Reliance

— Test for Truth of Claims

Gather Documents and
Information Informally

Informal Interviews |

Analyze Documents

_ Write up Reports of Interview « Review and Analyze Account

. Opening Documents |
— Prepare Declaralions or Sworn Statements

- Power of Attorney
‘« Take Voluntary Sworn Testimony ) .
— Custemer's Experignce

— Customer's Income and Assets

— Customer's Name, Address and Telephone®
Number i

Obtain a Formal Order of

Investigation Analyze Documents
. To Obtain Additional Evidence § i _ .
. Empowers Staff « Review and Analyze Trading Account,

Statements
+ Subpoena Documents

. ~ Summarize Gains and Losses
« RFPA Bank Subpoenas :

. — Summarize Open Positions and Account
- Subpoena Testimony ; Value

~ Summarize Commissions Charged




* Analyze Documents

Statements
- Compute Commission to Equity Ratios

— Compute Commission to Invesiment
Ralios

— Tally Trade Duration

l_?ev:e\:./and A_na 7y};7Tra ding Accoun ¢

Analyze Documents

« Review and Analyze Trading Account
Statemenis

¢ —Compare actual trades to zgreed upon
| trading sirategy

— Compute Gzins/Losses on Trades initialed
without Account ldentification :

Analyze Documentis

. Rewew -Trading Recor&';_— T
— Ideniify Audit Trail liregularities

— Compile Statistics

— Reconslruct Trade Sequence

— Compare Trade Sequence to Price
Changes

Analyze Documents

- Review Trading Records
- Determine if Trades Cleared as Recorded
— Identify Suspect Trade Pallerns
— Compere Office and Floor Orders

~ Review Out-Trade Documentation

Analyze Documents

+ Review Bank Records i
— Delermine Source of Money
— Determine Where the Money Went
- Compule Receipts & Disbursements

- Trace Money

_

Prepare WorkAPapers

+ Use Computer Software
+ Organize and Sort Data
- Summaerize Data

- Prepare Comparisons

« Search for Patterns




- Take Sworn Testimony

. CE)_I';I.[-)_QI Witnesses to Appear and
Testify

« Witnesses Testify Under Qath

« Witnesses must Answer Each
Question or Assert a Valid Privilege

Firm X

- Registered in US and Tradingland

- June 1998 joins Electronic Exchange

« Electronic Exchange is New
Technology for Firm X

New CFO

- Not registered anywhere

- supervises all aspects of Tradingland
office

- supervises retail solicitation
(therefore should be registered -
important for U.S. supervision
charge)

Jurisdictions

- U.S.
- Tradingland
- Computerburg

Customer Trading

» Trader B
- Customer in Firm X's Tradingland office
- Member of trading group (US Group)
— Not registered in U.S.




Supervision - Regulation
166.3

- Commission Registrant (therefore applies to CFO)

- Must diligently supervise certain activity of its
partners, officers, employees, agents (or persons
occupying similsr status or performing similar
function)

That aclivity

— the handling of all commodity interest accounts
carried, operated, advised or introduced by the
registrant

— the handling of all other activities relaling to its
business as @ Commission registrant

Document Request - Firm Y

« Account opening docs for 123

- Monthly and daily account
statements

- Correspondence with Firm X

Unauthorized Trading by New
CFO

- Potential Respondent for supervision
claim - Firm X :

« Duty to diligently supervise New CFO

Analysis

- Review cash journal, GL, and 123 acct
statements to determine how New CFQ
accounied for transfers to Firm Y and trading
gains and losses in account 123

Review Firm X internal reports and

corraspordence (o dzizrming’

~ I idew CFO wes sutnenzed o trade ne
account 123

— If the Directors should have known that

account 123 was open and New CFO was
trading it.

}Document Request - Firm X
— GL for alt months account 123 raded

— Any documents used to prepare the
financia!l statements

- Cash journals for all deys cash wired to
Firm Y

— Wire transfer nolices

~ Internal financial reports
— proprietary {rading reports
— minutes of BOD meetings

- New CFO e-mails

Interviews

« Firm Y 123 account executive

— To determine how account was reopened
and how wires were handled

« Firm X Directors
— How was New CFO supervised
—Whal was done to close account 123

— What financial statements did they review




Interviews (cont.)

.

Firm X accounting staff

~whal ware Firm X's internal accounting and
wire transfer procedures

— who directed wire transfers o Firm Y
- New CFO

— Most likely would exeraise 5th amendment
nght not lo answer questions

Request to Electronic
Exchange

- Report listing all of Trader B’s trades
and execution times on selecfed
days

- Report listing Give-up / Take-up
times for Trader B's trades on the
selected days

Customer Trading Issues:
Trader B

. Potential Respondent— Firm X

- Duty to diligently supervise New CFO
and other staff

- Policies / Procedures

Analysis

+ Review daily sfatements to
determine Trader B’s position limits

- Analyze electronic exchange reports
to calculate Trader B’s position
throughout each selected day

- Determine if Trader B breached his
limits

Analyze take-up / give-up reports to
determine when Firm X should have
known that Trader B breached limit

Document Request - Firm X

All Trader B monthly and daily account
statements

- All Trader B order tickets
-+ Account opening documents
Analysis

- Analyze Trader B's trading to identify
days with high volume or FP/L

Request from Firm X

« All documents used by New CFO fo
review trading on electronic
exchange

Internal memos and e-mail

Employee personnel files

« Procedures manual maintained in
Tradingland office




Analysis

- Review these documents to defermine

— What were Frrm's X procedures for
monitoring lrading on electronic exchange

— If there were red flags thal should have
alerted New CFO to potentizi problems

— If there were discussions among Firm X
perscnnel related to B's trading

Interviews

+ Tradingland Office personnel

— Procedures for monitoring electronic
exchange traders

— Problems with monitoring Trader B

— How was the main office made aware of
those problems

— Gomrmunication of limits to Trader B

Interviews (cont.)

Trader B

— What was he told about his trading limits
(intra-day and overnight)

- What was he told about use of an
execution broker

- What happened when he went over his
limits

Interviews {(cont.)
- New CFO
— How was Tradingland office supervised
- Describe training provided by Firm X

—\What did New CFO do to follow up on red
fiags

-~ What were the risk management
procedures in Tradinglanc office

— What was his experience in supervising
risk management

— Contact with Trader B

Interviews (cont.)

» Firm X Directors

— What were Firm X risk management
procedures

- What ‘reining orovides to New CFQ ard
other staff

- Whal were New CFQO’s responsibilities
— What did they do to supervise New CFO
- Discussion / knowledge of Trader B

_

Coordinating The
Investigation with Foreign
Regulatory Counterparts

« The Mission: Find out What
Happened Assess Who Is At Fault

- MOU or Cooperative Arrangement




The Benefits of Cooperation
- Understand the Whole Picture

« Complete the Investigation More
Quickly

- Signal a United Front to the Industry

- Take Advantage of Foreign
Counterparts Expertise

+ Most Efficient Use of Everyone's
Resources

- Documents

DOCLMENTS SUBIECT TO
INSPECTION
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Challenges to Cross-border
Investigations

- Different Legal Theories

« Different Remedies

DOCUMENTS THAT MAY BE
WITHHELD
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Suggestions for Cross-
border Investigations

Establish Contact . Consider What

Early Assistance You

- Maintain Regular Need and How You
Contact Can Benefit Each
Throughout Other

- Identify points of Consider Who is in

Common Interest the Best Position
and Areas of to Prosecute

Divergence

OTHER PRIVILEGES OR PROTECTIONS
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Prepared by:
Charlotte A. Ohlmilier
& Richard W.Q. Fung

Updated by Fung 9/93

THE MECHANICS OF FUTURES TRADING AND
THE ACCOMPANYING DOCUMENTATION

Opening a Commodity Trading Account.

1.

1.

R e R e

Customer Signature Card.

a. Contains vital and basic information about the customer.
b. Required by Section 1.37 of the regulations.
Customer Agreement.

Authorization to Transfer Funds.

Hedge Letter.

Letter of Hypothecation.

Power of Attorney.

Corporate Resolutions.

Partnership Agreement.

Risk Disclosure Letter.

a. Not required prior to 10/1/78 but frequently found.

b. Required by new Section 1.55 of the regulations effective 10/1/78.
Documents Required by Exchanges.

a. CME Statement of Understanding.

b. CME Statemnent of Requirements for Controlled Accounts.

Deposit of Margin.

Placing an Order with a Futures Commission Merchant which is an Exchange Clearing Member.

1.

(V7]

Preparation of an Office Order or Office Ticket is required by Section 1.35(a-1)(1) of the regulations.

a. Insiructions must include the quantity and commodity to be bought or sold and price
instructions.

b. The customer's account and/or order number.

c. Must be timestamped at the time the order is received.

Types of Orders.

a. Price Order.

b. Market Order.

c. Stop Loss Order.

If the order is called directly to the floor, the office order becomes the fioor order.

If the order is not called directly to the floor, it must be transmitted to the trading floor.

a. Via telephone.
b. Via telerype.
c. Via messenger.

Preparation of a floor order if the order is transmitted to the trading floor via telephone or teletype is
required by Section 1.35(a-1)(2) of the regulations.

a. Handwritten.

b. Teletype.

Execution of the Order.

S VY ()

Runner carries order to a floor broker in the trading ring or pit; or to broker's assistant (NOTE: broker
aroups).

Floor broker executes the order by open outcry.

Floor broker reports any price change 1o pit or exchange price reporter.

Floor broker endorses the order and places information required by Section 1.35(d) of the regulations on
the order.
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a. Floor broker's name, number or symbol.
b. Opposite trader and house.
c. Quantity executed and price.

Addendum - New Timing Requirements.

Floor broker drops order onto the floor outside the pit or hands to broker's assistant or runner.
Runner retrieves and carries back to the order desk.

Report of execution is made to office or customer and the order is timestamped to satisfy Section
1.35(a)(4) of the regulations.

Internal reports of execution.

Addendum - Flashing of Orders (See Memo to Commission).

Clearing an Executed Order.

1.

For each trade executed, all details of the trade are entered on computer tapes or directly into clearing
house system.

Tapes are submitted to the clearing house.

The computer matches purchases and sales by commodity, quantity, price, clearing firm, and opposite
clearing firm.

All trades submitted by each firm which can't be matched by the computer to its opposite side are listed
on a printout by firm. First matched trade listing can be printed now.

Each clearing firm obtains its unmatched trade printout in late afiernoon and is responsible for checking
the accuracy of the trade details and for resolving discrepancies with the opposite clearing firms.

After corrections are forwarded to the clearing house, the computer again matches trades. Second
matched trade listing can be printed now.

NOTE: CME has implemented a four-way match clearing systen.

The trade register is printed.

a, Shows all details of all trades executed that day by clearing firm.
aa. Commodity.
ab. Quantity bought or sold.
ac. Price.
ad. Settlement Price and Settlement Cost.
ae. Broker or Trader.
af. Opposite Trader or Broker.
ag. Opposite Clearing Firm.
ah. Card Number.
ai. Account or Order Number.
aj. Customer Type Indicator as required by Section 1.35(a) of the regulations.
ak.  Time and sequence information required after June 13, 1977.

Other printouts using some or all of the same input.

Matched trade listing.

Broker run.

Recap.

Bought/Sold Report.

Open Commitments.

f. Margin Report.

Holdout Trades -- Trades left unmatched after printout of the trade register are returned to the firms for
further study.

Poap T

a. If details are subsequently agreed upon, the trade will be cleared with later days business but
must be so marked, e.g., 991=one day late, 992=two days late. etc.
b. If details cannot be agreed upon, trade is “busted” and new trade must be executed. Price

differences and other resulting disputes may be settled through procedures explained in
exchange rules.



E. Accounting and Notification Supplied to Customer.

l. The information sent to the clearing is duplicated and sent to an accounting service.

The service adds 1o previously submitted and stored information and prints account statements.
a. Confirmation Statement. ’

Purchase and Sale Statement:

Open Trades Statement.

Menthly Activity Statement.

Margin Call.

2

oo o

F. Other Records Maintained by FCM.

Customer Equity and Margin Status Report.

Financial Ledger.

Trade Blotter.

Floor broker brokerage due.

Correspondence with customer.

Cancelled checks, bank statements, checkbooks or check stubs.
Several other types of computer printouts.

\IO\‘U\PKJJI\JT"

Placing an Order with a Non-Clearing Member FCM.

1. Omnibus Accounts.
2. Need for additional office ricket.
3. Difficulty in matching clearing firm's floor order with FCM's original order.
4. In most cases, FCM receives usual statement from clearing firm, but it lists all trades done for all
customers with no breakdown by customer. '
5. Trades confirmed to individual customers as above.
H. Floor Trader Trading for His Own Account.
1. Executes trade for himself.
2. Preparation of trading card containing trade details, as redluired by Section 1.35(d) of the regulations.
3. Until June 13, 1977, no timing information required. Now some type is required for exchange
implementation of Section 1.35, but most current forms are handwritten. Addendum - New Timing
Requiremnents.
4, Throughout day or after close, the trader turns his cards into his clearing firm.
5. His trades are handled as other customers' trades and, in most cases, his clearing firm confirms his trades
in the same manner as other customers' frades. .
6. A few sole-owner clearing members have no statements prepared and rely on their trade register.
I. Making and Taking Delivery.

I. Making Delivery.
a. Seller must already own or purchase cash commodity which meets exchange contract
requirements as to grade, quality, quantity, method of accumulation, method of processing,
storage in approved facility, eic.

b. If seller doesn't own the cash commodity, he can have his clearing firm arranged the purchase
and bank loan, etc. )
aa. Loan and purchase will be shown on P&S.
ab. A cash purchase confirmation will be in customer's file.

c. At specified time. the seller's clearing firm tenders Delivery Notice and other required papers to
the clearing house.

d. The seller's firm is paid for the commodiry (applicable settlement price x exact quantits of

commodity - or - premiums or discounts due to allowable grade. quality. etc.. variations).
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Seller's clearing firm turns over any remaining required documents.

Seller's clearing firm's trade régister shows entry of delivery or short closed at applicable
settlement price. .

Seller's P& S shows credit for payment, shor position offset by purchase at applicable settlement
price. May also show storage, insurance, interest charge.

2. Taking Delivery.
a. . Delivery is assigned to clearing member with oldest long by tender of delivery notice.
b. Clearing member assigns to customer with oldest long. :
“C. If buyer has insufficient funds, buyer's clearing firm borrows money to pay for commodity (P&S
will show loan as credit).
d. Buyer's clearing firm pays Seller's clearing firm or clearing house.
e. Buyer's firm obtains warehouse receipt, inspection certificate, etc., from seller's firm or clearing
house.
f. Buyer's clearing firm's trade register shows entry received delivery or long closed at applicable
settlement price. )
g. Buyer's P&S shows payment for commodity and long position offset by "sale" at applicable
settlement price, and possibly storage interest or insurance charge.
J. Other Records Prepared and Maintained by Exchanges.
1. Time and Sales Quotations.
a. Manual.
aa. Pit slips.
ab. Time and Price Journals.
b. Electronic.
aa. Over ticker.
ab. Printout at day's end or at anytime.
2. Daily trading volume by commuodity and future.
3. Daily open interest by commodity and future.
4. Daily opening, high, low, closing, and settlement prices.
5. Broker code listings.
a. Alphabetical listing.
b. Numerical listing.
c. Initial code listing.
6. Clearing firm code listing.
7. Statistical annuals.
8. Other information of interest to traders.
9. Membership applications.
10. Audit and Investigation files.
1. Arbitration files.
12. Files relatirig to disciplinary proceedings.

CME Broker Group listing.
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by Act of January 11. 1983 (Futures Trading Act of 1982), effective January 11, 1983, Sec.
221, 96 Stat. 2294, 2308—2309; Act of October 28, 1992 (Futures Trading Practices Act of
1992), effective October 28, 1992, Sees. 207(b)(1) and 207(b)(2). P.L. 102-346, 106 Stat.
35390, 3604.]

01 1983 amendment.—For historical com- ing Practices Act of 1992, see [ 11,640.001 and
ment on amendments made by the Futures Trad-  11.672.001.
ing Act of 1982, see § 11,672.001.

02 1992 amendment.—For historical com-
ment on amendments made by the Futures Trad-

[§1281] .  [VACATION OF CONTRACT MARKET DESIGNATION]

Sec. 7. Any board of trade that has been designated a contract market in the manner
herein provided may have such designation vacated and set aside by giving notice in writing
to the Commission requesting that its designation 25 a contract market be vacated, which
notice shall be served at least minety days prior to the date named therein as the date when
the vacation of designation shall take effect, Upon receipt of such notice the Commission shall
forthwith order the vacation of the designation of such board of trade as a contract market,
effective upon the day named in the notice, and shall forthwith send a copy of the notice and
its order to all other contract markets. From and after the date upon which the vacation
became effective the said board of trade can thereafter be designated again a contract market
by making application to the Commission in the manner herein provided for an original
application. [As amended by Act of October 23, 1974 (Commodity Futures Trading Commis-
sion Act of 1974), effective April 21, 1975, Sec. 103, 83 Stat. 1392.]

01 1074 amendment.—The 1974 amendment  “Secretary of Agriculture™ and changed in the
substituted the word "Commission” for the words  related grammatical reference of “its" for "his™.

[91291) [INVES'I:]GATIONS OF OPERATIONS OF BOARDS OF TRADE]

——

. Sec. B. (a)(1) For the efficient execution of the provisions of this Act, and in order to
provide infermation for the use of Congress, the Commission may make such investigations as
it deems necessary to ascertain the facts regarding the operations of boards of trade and other
persons subject to the provisions of this Act. The Commission may publish from time to time
the results of any such investigation and such general statistical information gathered
therelrom as it deems of interest to the public: Provided, That except as otherwise specifically
authorized in this Act, the Commission may not publish data and information that would
separately disclose the business transactions or market positions of any person and trade
secrets or names of customers: Provided further, That the Commission may withhold from
public disclosure any data or information concerning or obtained in connection with any
pending investigation of any person. The Commission shall not be compelled to disclose any
information or data obtained from a foreign futures authority it—

(A) the foreign futures authority has in good faith determined and represented to
the Commission that disclosure of such information or data by that foreign futures
authority would violate the laws applicable to that foreign [utures authority; and

(R) the Commission obtains such information pursuant to—

() such procedure as the Commission may authorize for use in connection with
the administration or enforcement of this Act: or

(i) a memorandum of understanding with that foreign futures authority;
except that nothing in this subsection shall prevent the Commission {rom disclosing
publicly any information or data obtained by the Commission {rom a foreign [utures
authority when such disclosure is made in connection with a congressional proceeding, an
administretive or judicial proceeding commenced by the United States or the Commis-
sion. in any reccivership proceeding commenced involving a receiver appointed in a
judicial proceeding by the United States or the Cornmission, or in any proceeding under
title 11 of the United States Code in which the Commission hes intervened or in which
the Commission has the right to appear and be heard. Nothing in this subsection shall be
construed to authorize the Commission to withhold information or data from Congress.
For purpeses of section 532 of title 5, United States Code, this subsection shall be
considered a statute described in subsection (B)(3)(B) of section S32.
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(2) In conducting investigations authorized under this subsection or any other provision
of this Act, the Commission shall continue, as the Commission determines necessary, to
request the assistance of and cooperate with the appropriate Federal agencies in the conduct
of such investigations, including undercover operations by such agencies. The Commission
and the Department of Justice shall assess the effectiveness of such undercover operations
and, within two years of the date of enactment of the Futures Trading Practices Act of 1992,
shall recommend to Congress any additional undercover or other authority for the Commis-
<ion that the Commission or the Department of Justice believes to be necessary.

[Disclosure of Traders on Boards of Trade]

(b) The Commission may disclose publicly any data or information that would separately
disclose the market positions, business transactions, trade secrets, or names of customers of
any person when such disclosure i5 made in connection with a congressional proceeding, in an
administrative or judicial proceeding brought under this Act, in any receivership proceeding
involving a receiver appointed in a judicial proceeding brought under this Act, or in any
bankruptcy proceeding in which the Commission has intervened or in which the Commission
has the right to appear and be heard under title 11 of the United States Code. This subsection
shall not apply to the disclosure of data or information obtained by the Comrmission from a
foreign futures authority.

(c) The Commission may make or issue such reports as it deemns necessary, or such
opinions or orders as may be required under other provisions of law, relative to the conduct of
any board of trade or to the transactions of any person found guilty of violating the provisions
of this Act or the rules, regulations, or orders of the Commission thereunder in proceedings
brought under section 6 of this Act. In any such report or opinion, the Commission may set
forth the facts as to any actual transaction or any information referred to in subsection (b) of
this section, if such facts or inforruation have previously been disclosed publicly in connection
with a congressional proceeding, or in an administrative or judicial proceeding brought under
this Act.

(d) The Commission, upon its own initiative or in cooperation with existing governmen-
tal agencies, shall investigate the marketing conditions of commodities and commodity
products and bypreducts, including supply and demand for these commodities, cost to the
consumer, and handling and transportation charges. It shall also compile and furnish to
producers, consumers, and distributors, by means of regular or special reports, or by such
other methods as it deems most effective, information respecting the cornmedity markets,
together with information on supply, demand, prices, and other conditions in this and other
countries that affect the markets.

(e) The Commission may disclose and make public, where such information has previ-
ously been disclosed publicly in accordance with the provisions of this section, the names and
addresses of all traders on the boards of trade on the commodity markets with respect to
whom the Commission has information, and any other information in the possession of the
Commission relating to the amount of commodities purchased or sold by each such trader.
Upon the request of any committee of either House of Congress, acting within the scope of its
jurisdiction, the Commission shall furnish to such committee the names and addresses of all
traders on such boards of trade with respect to whom the Commission has information, and
any other infortnation in the possession of the Commission relating to the amount of any
commodity purchased or sold by each such trader. Upon the request of any department or
agency of the Government of the United States, acting within the scope of its jurisdiction, the
Comymission may furnish to such department or 2gency any information in the possession of
the Commission obtained in connection with the administration of this Act. However, any
information furnished under this subsection to any Federal department or agency shall not be
disclosed by such department or agency except in any action or proceeding under the laws of
the United States to which it, the Commission, or the United States is a party. Upon the
request of any department or agency of any State or any political subdivision thereof, acting
within the scope of its jurisdiction, any foreign futures authority, or any department or
agency of any foreign government or any political subdivision thereof, acting within the scope
ofits JUf'lsdiCﬁqn. the Commission may furnish to such foreign futures authority, department
or agency any information in the possession of the Commission obtained in connection with
the administration of this Act. Any information furnished to any department or agency of
any State or political subdivision thereof shall not be disclosed by such department or agency
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except in connection with an adjudicatory action or proceeding brought under this Act or the
laws of such State or political subdivision to which such State or political subdivision or any
department or agency thereof is a party. ‘The Commission shall not furnish any information
to a foreign futures authority or to a department or agency of a foreign government or
political subdivision thereof unless the Commission is satisfied that the information will not
be disclosed by such foreign futures authority, department or agency except in connection
with 2n adjudicatory action or proceeding brought under the laws of such foreign government
or political subdivision to which such foreign government or political subdivision or any
department or agency thereof, or foreign futures authority. is a party.

[Subpoena Information]

() The Commission shall disclose information in its possession pursuant to a subpoerna or
summons only if-—

(1) 2 copy of the subpoena or summons has been mailed to the last known home or
business address of the person who submitted the information that is the subject of the
subpoena or summons, if the address is known to the Commission, or, if such mailing would be
unduly burdensome, the Commission provides other appropriate notice of the subpoena or
summons to such person, and

(2) at least fourteen days have expired {rom the date of such mailing of the subpoena or
summons, or such other notice.

This subsection shall not apply to congressional subpoenas or congressional requests for
information.
[Disclosure to Federal and Stote Agencies)

(g) The Commission shall provide any registration information maintained by the
Commission on ary registrant upon reasonable request made by any department or agency of
any State or any political subdivision thereof. Whenever the Commission determines that
such information may be appropriate for use by any department or agency of a State or
political subdivision thereof, the Cornmission shall provide such information without request.

[Report to Congress on Commission Operotions)

(h) The Commission shall submit to Congress a written report within one hundred and
twenty days after the end of each fiscal year detailing the operations of the Commission
during such fiscal year. The Commission shall include in such report such informatien, data,
and legislative recommendations as it deems advisable with respect to the administration of
this Act and its powers and functions under this Act.

[Reviews and Audits of Commission]

(i) The Comptroller General of the United States shall conduct reviews and audits of the
Commission and mzke reports thereon. For the purpose of conducting such reviews and
audits, the Comptroller General shall be furnished such information regarding the powers,
duties, organizations, transactions, operations, and activities of the Commission as the
Comptroller General may require and the Comptroller General and the duly authorized
representatives of the Comptroller General shall, for the purpose of securing such informa-
tion, have access to and the right to examine any books, documents, papers, or records of the
Commission, except that in reports the Comptroller General shall not include data and

- information that would separately disclose the business transactions of any person and trade
secrets or names of custorers, although such data shall be provided upon request by any
committee of either House of Congress acting within the scope of its jurisdiction. [Sec. 8, as
amended by Act of October 23, 1974 (Commedity Futures Trading Commission Act of 1974),
effective April 21, 1975, Secs. 103, 105, 88 Stat. 1392; Act of September 30, 1978 (Futures
Trading Act of 1978), effective QOctober 1, 1978, Sec. 16, 92 Stat. 865, 873-874; Act of
January 11, 1983 (Futures Trading Act of 1982), effective January 11, 1983, Sec. 222, 96
Stat. 2294, 2309-—2310; Act of October 28, 1992 (Futures Trading Practices Act of 1992),
effective October 28, 1992, Secs. 205, 304, 305, and 402(7), P.L. 102-546, 106 Stat. 3590,
3600-3601, 3623-3624.]

01 1074 amendment.—The 1974 amendment ~ matical references, and added the last two
substituted the word “Commission™ for either paragraphs to Sec. 8.
"Secretary of Agriculture”, “Secretary”, or "De- 02 1078 amendment.—For historical com-
partment of Agriculture”, changed related gram-  ment on amendments made by the Futures Trad-
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jng Act of 1978, see §5315.001; 5320.001 4 1992 amendment-—For historical com-

5425.001; 5435.001; and 6725.001. ment F?n amendn}fnts made by the FL;{.UY&S Trad-
03 1983 amendment—For historical com- 1ing Practices Act of 1992, see {5425.001,

ment on amendments made by the Futures Trad- 5445.001, 5449.001, and 6725,001.

ing Act of 1982, see 1 5315.001, 5320.001, N

5425.001, 5435.001, and 6725.001.

191301] [POWERS OF THE COMMISSION]

Sec. 8a. The Commission is authorized—

[Registration Authority]

(1) to register futures commission merchants, associated persons of futures commission
merchants, introducing brokers, associated persons of introducing brokers, commuodity trading
advisors, associated persons of commedity trading advisors, commodity pool operators,
associated persons of commodity pool operators, floor brokers, and floor traders upon applica-
tion in accordance with rules and regulations and in the form and manner to be prescribed by
1the Commission, which may require the applicant, and such persons associated with the
applicant as the Commission may specify, to be fingerprinted and to submit, or cause to be
submitted, such {ingerprints to the Attorney General for identification and appropriate
processing, and in connection therewith to fix and establish from time to time reasonable fees
and charges for registrations and renewals thereof: Provided, That notwithstanding any
provision of this Act, the Commission may grant a temporary license to any applicant for
registration with the Commission pursuant to such rules, regulations, or orders as the
Commission may adopt, except that the term of any such temporary license shall not exceed
<ix months from the date of its issuance; [As amended by Act of October 23, 1974 (Commod-
jty Futures Trading Commission Act of 1974), Secs. 103, 204(c), 205(¢), 88 Stat. 1392, 1397,
1400, effective July 18, 1975, pursuant to CFTC action under Sec. 1(c), 89 Stat. 77; Act of
September 30, 1978 (Futures Trading Act of 1978), effective October 1, 1978, Sec. 17(1), 92
Stat. 865, 874; Act of January 11, 1983 (Futures Trading Act of 1982), effective January 11,
1983, Sec. 223, 96 Stat. 2294, 2310; Act of October 28, 1992 (Futures Trading Practices Act
of 1992), effective October 28, 1992, Sec. 207(b)(3), P.L. 102-546, 106 Stat. 3590, 3604.]

01 1974 amendment.—Prior to the 1974
amendment, the introduction and subsection (1)
of Sec. 8a read as follows:

Sec. 8a. The Secretary of Agriculture is author-
ized— )

(1) to register futures commission merchants
and floor brokers upon application in accordance

.02 1978 amendment.—For historical com-
ment on amendments made by the Futures Trad-
ing Act of 1978, see { 5455.001.

.03 1983 amendment.—For historical com-
ment on amendments made by the Futures Trad-
ing Act of 1982, see § 5455.001.

.04 1992 amendment.—For historical com-

with rules and regulations in form and manner ment on amendments made by the Futures Trad-
prescribed by the Secretary of Agriculture; and ing Practices Act of 1992, see J 5455.001.

111302] [Refusal to Register]

(2) upon notice, but without a hearing and pursuant to such rules, regulations, or orders
as the Commission may adopt, to refuse to register, to register conditjonally, or to suspend or
place restrictions upon the registration of, any person and with such a hearing as may be
appropriate to revoke the registration of any person—

(A) if a prior registration of such person in any capacity has been suspended (and the
period of such suspension has not expired) or has been revoked; )

(B) i registration of such person in any capacity has been refused under the provisions of
paragraph (3) of this section within five years preceding the filing of the application for
registration or at any time thereafter;

(C) if such person is permanently or femporarily enjoined by order, judgment, or decree
of any court of competent jurisdiction (except that registration may not be revoked solely on
the basis of such temporary order, judgment, or decree), including an order entered pursuant
to an agreement of settlement to which the Commission or any Federal or State agency or
other governmental body is a party, from (i) acting as a futures commission merchant,
Introducing broker, floor broker, floor trader, commedity trading advisor, commodity pool
operator, associated person of any registrant under this Act, securities broker, securities
dealer, municipal securities broker, municipal securities dealer, transfer agent, clearing
agency, securities information processor, investment adviser, investment company, or affili-

T1301 Sec.8a
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Code of 1986;

(E) if such person, withi-1
thereafter, has been found; )
agency ar other governm ente. |
or any Federal or State agency
provision of this Act, the Secu
Public Utility Holding Compai
ment Advisers Act of 1940, th
Protection Act of 1970, the Fe
the United States Code,
regulation, or order um
Rulemaking Board wher
fraudulent conversion, m-
ing, false pretenses, bribe
commanded, induced, or 1

(F) if such person is subec
privileges on any contract ma
person’s membership in any ¢0
suspending such person from 1
member of 2 contract markét or

(G) if, as to any of the @
person willlully made any mat:
material fact in such person’s a;

(H) if refusal, suspension. ¢
would be warranted because ¢f :

Provided, That such per--= 7
registration, suspend, revors or
provisions of this paragraph in:
Provided further, That for ihe
chall mean, if the person is

corporation, any officer, directs
shares of the corporation, and .
order determines has the post
exercise a controlling influen.
regulation by the Commission:
Act of 1082), effective Januar
October 28, 1992 (Futures Tra
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e Feb. 20, 1976; Nov. 3, 1981,
1.263), effective Dec. 3, 1981.)
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[12159] B
§ 1.31 Books and records; keeping and /
inspection. ____

(a) (1) All books and records required to be kept
by the Act or by these regulations shall be kept for
a period of five years from the date thereof and
shall be readily accessible during the first 2 vears
of the S-year period. All such books and records
shzll be open to inspection by any representative
of the Commission or the U.S. Department of
Justice,

(2) A copy of any book or record required to be
kept by the Act or by these regulations shall be
provided, at the expense of the person required to
keep the book or record, to a Commission repre-
sentative upon the representative’s request. In-
stead of furnishing a copy, such person may
provide the original book or record for reproduc-
tion, which the representative may temporarily
remove from such person's premises for this pur-
pose. All copies or originals shall be provided
promptly. Upon request, the Commission repre-
scntative shall issue a receipt provided by such
person for any copy or original book or record
received. At the request of the Commission repre-
wentative, such person shall, upon the return
thereof, issue a receipt for any copy or original
bouk or record returned by the representative,

{b) Except as provided in paragraph (d) of this
section, immediate reproductions on either “mi-
crographic media” (as defined in paragraph
(b)(1)() of this section) or "electronic storage me-
dia” (as defined in paragraph (b)(1)(ii) this sec-
tion) may be kept in that form for the required
time period under the conditions set forth in this
paragraph (b).

(1) For purposes of this section:

(i) The term “micrographic media”™ means mi-
crofilm or microfiche or any similar medium.

(if) The term "electronic storage media” means
any digital storage medium or system that:

(A) Preserves the records exclusively in 2 non-
rewritable, non-erasable format;

(B) Verifies automatically the quality and ac-
curacy of the storage media recording process;

(C) Serializes the criginal and, if applicable,
duplicate units of storage media and creates a
time-date record for the required period of reten-
tion for the information placed on such electronic
siorage media; and

(D) Permits the immediate downloading of in-
dexes and records preserved on the electronic stor-
age media onto paper, microfilm, rnicrofiche or
other medium acceptable under this paragraph

upon the request of representatives of the Com-
mission or the Department of Justice.

(2) Persons who use either micrographic media
or electronic storage media to maintain records in
accordance with this section must:

(i) Have available at all times, for examination
by representatives of the Commission or the De-
partment of Justice, facilities for immediate, eas-
ily readable projection or production of
micrographic media or electronic storage media
images:

(ii) Be ready at all times to provide, and imme-
diately previde at the expense of the person re-
quired to keep such records, any easily readable
hard-copy image that representatives of the Com-
mission or Department of Justice may request;

(tii) Keep only Commission-require records on
the individual medium employed (e.g., a disk or
sheets of microfiche);

(iv) Store a duplicate of the record, in any
medium acceptable under this regulation, at a
location separate from the original for the period
of time required for maintenance of the original;
and

(v) Organize and maintain an accurate index of
all information maintained on both the original
and duplicate storage media such that:

{A) The location of any particular record stored
on the media rmay be immediately ascertained;

(B) The index is available at all times for imme-
diate examination by representatives of the Com-
mission or the Department of Justice;

(C) A duplicate of the index is stored at a
location separate from the original index; and

(D) Both the original index and the duplicate
index are preserved for the time period required
for the records included in the index.

(3) In addition to the foregoing conditions, per-
sons using electronic storage media must:

(i) Be ready at all times to provide, and imme-
diately provide at the expense of the person re-
guired to keep such records, copies of such records
on such approved machine-readable media as de-
fined in § 15.00(1) of this chapter which any rep-
resentative of the Commission or the Department
of Justice may request. Records must use a format
and coding structure specified in the request.

(ii) Develop and maintain written operational
procecdures and controls (an "audit system') de-
signed to provide accountability over both the
initial entry of required records to the electronic
storage media and the entry of each change made
o any original.or duplicate record maintained on
the electronic storage media such that:

[The next page is 2171-3.]
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(A) The results of such audit system are availa-
ble at all times for immediate examination by
representatives of the Commission or the Depart-
ment of Justice;

(B) The results of such audit system are pre-
served for the time period required for the records
maintained on the electronic storage media; and

(C) The written operational procedures and
controls are available at all times for immediate
examination by representatives of the Commis-
sion or the Department of Justice,

(iii) Either

(A) Maintain, keep current, and make available
at all times for immediate examination by repre-
sentatives of the Comrnission or Department of
Justice all information necessary to access records
and indexes maintained on the electronic storage
media; or -

(B) Place in escrow and keep current a copy of
the physical and logical format of the electronic
storage media, the file format of all different
information types maintained on the electronic
storage media and the source code, documenta-
tion, and information necessary to access the
records and indexes maintained on the electronic
storage media.

(4) In addition to the foregoing conditions, any
person who uses only electronic storage media to
preserve some or all of its required records ("'Elec-
tronic Recordkeeper™) shall, prior to the media's
use, enter into an arrangement with at least one
third party technical consultant (""Technical Con-
sultant™) who has the technical and financial ca-
pability to perform the undertakings described in
this paragraph (b)(4). The arrangement shall pro-
vide that the Technical Consultant will have ac-
cess to, and the ability to download, information
from the Electronic Recordkeeper's electronic
storage media to any medium acceptable under
this regulation.

(i) The Technical Consultant must file with the
_Cornmission an undertaking in a form acceptable
to the Commission, signed by the Technical Con-
sultant or a person duly authorized by the Techni-
cal Consultant. An acceptable vndertaking must
include the following provision with respect to the
Electronic Recordkeeper:

With respect to any books and records main-
tained or preserved on behalf of the Electronic
Recordkeeper, the undersigned hereby undertakes
to furnish promptly to any representative of the
United States Commodity Futures Trading Com-
mission or the United States Department of Jus-
tice (the ""Representative’), upon reasonable
request, such information as is deemed necessary
by the Representative to download information
kept on the Electronic Recordkeeper's electronic
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storage media to any medium acceptable under
17 CFR 1.31. The undersigned also undertakes to
take reasonable steps to provide access to infor-
mation contained on the Electronic
Recordkeeper's electronic storage media, includ-
ing, as appropriate, arrangements for the
downloading of any record required to be main-
tained under the Commodity Exchange Act or the
rules, regulations, or orders of the United States
Commodity Futures Trading Commission, in 2
format acceptable to the Representative. In the
event the Electronic Recordkeeper fails to
download a record into a readable format and
after reasonable notice to the Electronic
Recordkeeper, upon being provided with the zp-
propriate electronic storage medium, the under-
signed will undertake to do so, at no charge to the
United States, as the Representative may request.

(i) [Reserved]

(c) Persons employing an electronic storage svs-
temn shall provide a representation to the Commis- |
sion prior to the initial use of the system. Tng
representation shall be made by the person re-
quired to maintain the records, the storage system
vendor, or another third party with appropriate
expertise and shall state that the selected elec-
tronic storage system meets the requirements set
forth in paragraph (b)(1)(ii) of this section. Per-
sons employing an electronic storage system using
media other than optical disk or CD-ROM tech-
nology shall so state. The representation shall be
accompanied by the type of oath or affirmation
described in § 1.10(d)(4).

(d) Trading cards, documents on which trade
information is originally recorded in writing, and
written orders required to be kept pursuant to
§1.35(a), (a-1)(1). (a-1)2) and (d) must be re-
tained in hard-copy for the required time period.

[Secs. 4, 4g, 4i, 5, 53, amended, 42 Stat. 999 et
seq., 49 Stat. 1491 et seq., 69 Stat. 535, 82 Stat.
28 et seq., 7 US.C. 6, 6g, 6i, 7, 7a, 12a; 36 F.R.
22286, Nov, 24, 1971; amended Jan. 21, 1976, 41
F.R. 3192 (] 20,130), effective Feb. 20, 1976; Jan.
2, 1981, 46 F.R. 21 (] 21,132), effective Feb. 2,
1981; May 10, 1993, 58 F.R. 27458 (] 25,648).
effective June 9, 1993; May 10, 1993, 58 F.R.
27465 (f 25.673), effective Aug. 9, 1993; May 2,
1997, 62 F.R. 24026 (§ 27,034), effective Oct. 1,
1997; May 27, 1999, 64 F.R. 28735 (]27,635).
effective June 28, 1999; 64 F.R. 36363, 1.31(b)(4)
effective Sept. 27, 1999.]

[12160]

§>1.32 Segregated account; daily computation
and record.

Each futures commission merchant must corn-
pute as of the close of each business day:

§1.32 2160
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[12162]
§1.33a [Reserved.]

[30 F.R. 15210, Dec. 9, 1965; amended Nov. 1,
1974, 39 F.R. 32981; deleted, July 24, 1978, 43
F.R. 31886 (] 20,642), effective Oct. 1, 1978.]

C[92163]
§1.34 Monthly record, “point balance”.

(a) Each futures commission merchant shall
prepare, and retain in accordance with the re-
quirements of §1.31, a statement commonly
known as a “point balance,” which accrues or
brings to the official closing price, or settlement
price fixed by the clearing organization, all open
contracts of customers as of the last business day
of each month or of any regular monthly date
selected: Provided, however, That a futures com-

"qgnission merchant who carries part or all of cus-

";;.omers' open contracts with other futures

*"commission merchants on an “instruct basis™ will
be deemed to have met the requirements of this
section as to open contracts so carried if a
monthly statement is prepared which shows that
the prices and amounts of such contracts long and
short in the customers’ accounts are in balance
with those in the carrying futures commission
merchants' accounts, and such statements are re-
tained in accordance with the requirements of
§1.31

(b) Each futures commission merchant shall
prepare. and retain in accordance with the re-
quirements of § 1.31, a listing in which all open
commeodity option positions carried for option cus-
tomers are marked to the market. Such listing
shall be prepared as of the last business day of
each month, or as of any regular monthly date
selected, and shall be by put or by call, by under-
lying contract for future delivery (by delivery
month) or underlying physical (by option expira-
tion date), and by strike price. R

[27 F.R. 16272, Dec. 21, 1962; amended Nov.
=3, 1981, 46 F.R. 54500 (] 21,263), effective Dec.

_3,1981; Dec. 22, 1982, 47 F.R. 56936 (1 21,635),
effective Jan. 21, 1983.]

[92164]

9> Reg. §1.35 is proposed to be amended,
See §27,204. CCH.

§1.35 Records of cash commodity, futures, |
and option transactions. _____ _ j

(a) Futures commission merchants, introducing
brokers, and members of contract markets. Each
futures cornrnission merchant, introducing broker,
and member of a contract market shall keep full,
complete, and systematic records, together with
all pertinent data and memoranda, of all transac-

tions relating to its business of dealing in com-

2162 §1.33a
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modity futures, commodity options, and cash
commodities. Each futures commission merchant,
introducing broker, and member of a contract
market shall retain the required records, data,
and memoranda in accordance with the require-
ments of § 1.31, and produce them for inspection
and furnish true and correct information and re-
ports as to the contents ar the meaning thereof,
when and as requested by an authorized represen-
tative of the Commission or the United States
Department of Justice. Included among such
records shall be all orders (filled, unfilled, or can-
celed), trading cards, signature cards, street
books, journals, ledgers, canceled checks, copies of
confirmations, copies of statements of purchase
znd szle, and all other records, data and memo-
randa, which have been prepared in the course of
its business of dealing in commodity futures, com-
modity options, and cash commoedities. Among
such records each member of a contract market
must retain and produce for inspection are all
documents on which trade information is origi-
nally recorded, whether or not such documents
must be prepared pursuant to the rules or regula-
tions of either the Commission or the contract
market. For purposes of this section, such docu-
ments are referred to as “original source
documents.”

(a-1) Futures commission merchants, introduc-
ing brokers, and members of contract markets:
Recording of customers' and option customers’
orders. (1) Each futures commission merchant
and each introducing broker receiving a cus-
tomer's or option customer’s order shall immedi-
ately upon receipt thereof prepare a written
record of such order, including the account identi-
fication and order number, and shall record
thereon, by time-stamp or other timing device,
the date and time, to the nearest minute, the
order is received, and in addition, for option cus-
tomers' orders, the time, to the nearest minute,
the order is transmitted for execution,

(2)() Each member of a contract market who
on the floor of such contract market recejves a
customer's or option customer's order which is not
in the form of a written record including the

account identification, order number, and the -

date znd time, to the nearest minute, such order
was transmitted or received on the floor of such
contract market, shall immediately upon receipt
thereof prepare a written record of such order in
non-erasable ink, including the account identifica-
tion and order number and shall record thereon,
by time-stamp or other timing device, the date
and time, t0 the nearest minute, the order is
received.
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> Reg. § 1.35(a-1X1) and (2)(i) will be
amended as follows, effective October 26,
1998. See § 27,389.

(1) Each futures commission merchant and
each introducing broker receiving a custorner's or
option customer's order shall immediately upon
receipt thereof prepare a written record of the
order including the account identification, except
as provided in paragraph (a-1)(5) of this section,
and order number, and shall record thereon, by
timestamp or other timing device, the date and
time, to the nearest minute, the order is received,
and in addition, for option customers’ orders, the
time, to the nearest minute, the order is transmit-
ted for execution. ’

(2)(i) Each member of a contract market who
on the floor of such contract market receives a
customer's or option customer’s order which is not
in the form of a written record including the
account identification, order number, and the
date and time, to the nearest minute, the order
was transmitted or received on the floor of such
contract market, shall immediately upon receipt
thereof prepare a written record of the order in
nonerasable ink, including the account identifica-
tion, except as provided in paragraph (a-1)(5) of
this section or appendix C to this part, and order
number and shall record thereon, by timestamp or
other timing device, the .date and time, to the
nearest minute, the order is received.

> See 7 2211C for an Interpretation
regarding the account identification
requirement of Rule 1.35(a-1)(2)(i) as it
pertains to the practice of combining orders
for different accounts into a single order for
placement and execution—CCH.

(ii) Except as provided in paragraph (a-1)(3) of
this section:

(A) Each contract market member who on the
floor of such contract market receives an order
from another member present on the {loor which
is not in the form of a written record shall, imme-
diately upon receipt of such order, prepare a writ-
ten record of the order or obtain from the member
who placed the order a written record of the order,
in non-erasable ink including the account identifi-
cation and order number and shall record thereon,
by time-stamp or other timing device. the date
and time, to the nearest minute, the order is
received; or

(B) When a contract market member present
on the floor places an order, which is not in the
form of a written record, for his own account or an
account over which he has control, with another
member of such contract market for execution:
(1) the member placing such order immediately
upon placement of the order shall record the order
and time of placement to the nearest minute on a
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sequentially-numbered trading card maintained
in accordance with the requirements of paragrach
(d) of this section; (2) the member receiving and
executing such order immediately upon executicn
of the order shall record the time of execution to
the nearest minute on a trading card or other
record maintained pursuant to the requiremenis
of paragraph (d) of this section; and (3) tke
member receiving and executing the order shzll
return such trading card or other record to the
member placing the order. The member placing
the order then must submit together both of the
trading cards or other records documenting such
trade to contract market personnel or the clearing
member, in accordance with contract market
rules adopted pursuant to paragraph (§)(1) of this

section. g

(iii) Each contract market may adopt rules, :

which must be submitted to the Commission pur-
suant to section 5a(2)(12)(A) of the Act and Comi-
mission Regulation 1.41, that provide alternative
requirements to those contained in paragraph
(2-1)(2)(ii) of this section. Such rules shall, at a
minimum, require that the contemporaneous writ~
ten records: (A) contain the terms of the order; (B)
include reliable timing data for the initiation and
execution of the order which would permit com-
plete and effective reconstruction of the order
placement and execution; and (C) be submitted to
contract market personnel or clearing members in
accordance with contract rarket rules adopted
pursuant to paragraph ()(1) of this section.

(3)(i) The requirements of paragraph
(a-1)(2)(11) of this section will not apply if a con-
tract market maintains in effect rules which have
been submitted to the Commission pursuant to
section Sa(a)(12)(A) of the Act and Commission
Regulation 1.41, which provide for an exernption
where: (A) a contract market member places with
another member of such contract market an order
that is part of a spread transaction: (B) the mem-
ber placing the order personally executes one or
more legs of the spread; and (C) the member
receiving and executing such order immediately
upon execution of the order records the time of
execution to the nearest minute on his trading
card or other record maintained in accordance
with the requirements of paragraph (d) of this
section.

(i) Each contract market shall, as part of its
trade practice surveillance program, conduct sur-
veillance for compliance with the recordkeeping
and other requirements under paragraphs (a-1)(2)
and (3) of this section, and for trading abuses
related to the execution of orders for mermbers
present on the floor of the contract market.

(4) Each member of 2 contract market report-
ing the execution from the floor of the contract
market of a customer’s or option customer’s order

§1.35 (2164
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or the order of another member of such contract
market received in accordance with paragraphs
(2-1)(2)(1) or (a-1)(2)(ii)(A) of this section, shall
record on a written record of such order, including
the account identification and order number, by
timestamp or other timing device, the date and
time to the nearest minute such report of execu-
tion is made. Each member of a contract market
shall submit the written records of customer or-
ders or orders from other contract market mem-
bers to contract market personnel or to the
clearing member responsible for the collection of
orders prepared pursuant to this paragraph as
required by contract market rules adopted in ac-
cordance with paragraph ()(1) of this section. The
execution price and other information reported on
such order tickets must be written in non-erasable
g ;

49> Reg. § 1.35(a-1)(4) will be amended and
Reg. § 1.35(2-1)(5) will be added as follows,
effective October 26, 1998, See § 27,389.

(4) Each member of a contract market report-
ing the execution from the floor of the contract
market of a customer's or option customer's order
or the order of another member of the contract
market received in accordance with paragraphs
(2-1)(2)(1) or (a-1)()({i)A) of this section, shall
record on a written record of the order, including
the account identification, except as provided in
paragraph (a-1)(5) of this section, and order num-
ber, by timestamp or other timing device, the
date and time to the nearest minute such report of
execution is made. Each member of a contract
market shall submit the written records of cus-
tomer orders or orders front other contract market
members to contract market personnel or to the
clearing member responsible {or the coliection of
orders prepared pursuant to this paragraph as
required by contract market rules adopted in ac-
cordance with paragrapb (X1) of this section. The

«.execution price and other information reported on
'3}1& order tickets must b¢ written in nonerasable
~4ink.

(5) Orders eligible for post-execution allocation.
Specific customer account identifiers for accounts
included in bunched orders need not be recorded
at time of order placement or upan report of
execution if the requirements of this paragraph
are met. The bunched order must be placed by an
eligible account manager on behalf of eligible cus-
tomer accounts and must be handled in accor-
dance with contract market rules that have been
submitted to the Commission pursuant to Section
Sa(a)(12)(A) of the Act and § 1.41.

(i) Eligible account managers. The person plac-
ing and directing the allocation of an order eligi-
ble for post-execution alloczation must be one of
the following who has been granted investrnent

72164 §1.35
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discretion with regard to eligible customer
accounts:

(A) A commodity trading advisor registered
with the Comrnission pursuant to the Act;

(B) An investment adviser registered with the
Securities and Exchange Commission pursuant to
the Investment Advisers Act of 1940;

(C) A bank, insurance company, trust com-
pany, or savings and loan assaiation subject to
federal or state regulation; or

(D) A foreign adviser who provides advice
solely to foreign persons and who is subject to
regulation by a foreign regulator or self-fegulatory
organization that has been granted an exemption
pursuant to § 30.10 of this chapter or has entered
into a Memorandum of Understanding or other
arrangement for cooperative enforcement and in-
formation sharing with the Commission (for the
purposes of this section, referred to as a “foreign
authority™), provided that the certification re-
quired by paragraph (a-1)(3)(iv)(C) of this section
is made.

(ii) Eligible customers. The accounts for which
orders eligible for post-execution allocation may
be placed and to which fills may be allocated must
be owned by the following entities:

(A) A bank or trust company;

(B) A savings and loan association or credit
union;

(C) An insurance company;

- (D) An investment company subject to regula-
tion under the Investment Company Act of 1940
(15 U.S.C. 80a-1, et seq.) or 2 foreign investment
company performing a similar role or function
subject to foreign regulation, provided that the
investment company has total assets exceeding
$5,000,000;

(E) A commodity pool formed and operated by
a person subject to regulation under the Act or a
foreign entity performing a similar role or func-
tion subject to foreign regulation, provided that
the commodity pool or foreign entity has total
assets exceeding $5,000,000;

(F) A corporation, partnership, proprietorship,
organization, trust, or other entity, provided that
the entity has either a net worth exceeding
$1,000,000 or total assets exceeding $10,000,000:

(G) An employee benefit plan subject to the
Employee Retirement Income Security Act of
1974 or 2 foreign entity performing a similar role
or function subject to foreign regulation, with
total assets exceeding $5,000,000 or whose invest-
ment decisions are made by 2 bank, trust com-
pany, insurance company, investment adviser
subject to regulation under the Investment Advis-
ers Act of 1940 (15 US.C. 80b-1, et seg.) or @
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commodity trading advisor suble
under the Act;

(H) Any governmental entity
United States, any state, or any
ment) or political subdivision ths:
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commodity trading advisor subject to regulation
under the Act;

(H) Any governmental entity (including the
United States, any state, or any foreign govern-
ment) or political subdivision thereof, or any mul-
tinational or supranational entity or any
instrumentality, agency, or department of any of
the foregoingy

(I) A broker-dealer subject to regulation under
the Securities Exchange Act of 1934 (15 US.C.
78a, et seq.) or a foreign person performing a
similar role or function subject to foreign regula-
tion, acting on its own behalf:

¢J) A futures commission merchant, floor bro-
ker, or floor trader subject to regulation under the
Act or a foreign person performing a similar role
or function subject to foreign regulation, acting on
its own behalf;

(K) An eligible account manager, as defined in
paragraph (a-1)(5)(i) of this section; or

(L) Any natural person with total assets exceed-
ing $10,000,000.

(5ii) Disclosure. Before placing the initial order
eligible for post-execution allocation, the account
manager must disclose the following to each of its

customers to be subject to post-execution
allocation:

(A) The general nature of the allocation meth-
vdology the account manager will use;

(B) The standard by which the account man-
aver will judge the fairness of allocations;

(C) The ability of the customer to review sum-
mary or composite data sufficient for that cus-
tomer to compare its results with those of other
relevant customers; and

(D) Whether accounts in which the account
manager may have any interest may be included
with customer accounts in bunched orders eligible

.for post-execution allocation.

(iv) Account certification. Before placing an
order eligible for post-execution allocation, the
account manager must provide the following to
each futures commission merchant clearing any
part of the order:

(A) If not previously provided, certification, in
writing, that the account manager is aware of,
and will remain in compliance with, the reguire-
ments of this paragraph. This certification shall
remain in elffect until revoked by the account
manager; and

(B) If not previously identified, the identity of
each eligible customer account to which fills will
be allocated.

(C) Fureign advisers must also provide a writ-
1en certification from a foreign authority stating
that the foreign adviser's activities are subject to
regulation by that foreign authority and the for-
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eign authority will provide, upon request of the
Commission or Department of Justice, informa-
tion that relates to the foreign adviser's compli-
ance with the requirements of this paragraph.

(v) Allocation. Orders eligible for post-execution
allocation must be allocated in accordance with
the following:

(A) Allocations must be made only to the ac-
counts of eligible customers.

(B) Allocations must be made as soon as practi-
cable after the entire transaction is executed, but
no later than the end of the day the order is
executed.

(C) Allocations must be fair and equitable. No
account or group of accounts may receive consist-
ently faverable or unfavorable treatment.

(D) The allocation methodology must be suffi-
ciently objective and specific so that the appropri-
ate allocation for a given trade can be verified in
an independent audit.

(E) The allocation methodology must be con-
sistently applied.

(vi) Recordkeeping. The following recordkeep-
ing requirements apply to orders eligible for post-
execution allocation:

(A) Prior to order placement, each account
manager must create and timestamp an order
origination document reflecting the terms of the
order and expected allocation thereof. Any subse-
quent determination to alter any terms or alloca-
tion of the order should likewise be documented.

(B) Each order rust be identified by group
identifier or other code on the office and/or floor
order tickets at the time of placement. The group
identifier or other code on each order ticket must
relate back to the specific order origination docu-
ment required by paragraph (a-1)(S)(vi)(A) of this
section.

(C) Each transaction must be identified as part
of an order eligible for post-execution allocation on
contract market trade registers and other comput-
erized trade practice surveillance records.

(D) Each account manager must make availa-
ble, upon request of any representative of the
Commission or the United States Department of
Justice, the following records:

(1) The disclosure documents required pursuant
to paragraph (a-1)(5)(iii) of this section; and

(2) Records reflecting futures and option trans-
actions and other transactions and any other
records, including the order origination document,
that would identify the management sirategy or
the allocation methodology or would relate to, or
reflect upon, the fairness of the allocations.

(E) Fach account manager must make availa-
ble for review, upon request of an eligible cus-
tomer, summary or composite data sufficient for
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that customer to compare its results with those of
other relevant customers. These summary data
may be prepared 50 2s not to disclose the identity
of individual account holders.

(vii) Self regulatory organization rule enforce-
ment and audit procedures. As part of its rule
enforcement ‘program, each contract market that
adopts rules that allow the placement of orders
eligible for post-execution allocation must adopt
audit procedures to determine compliance with
the recordkeeping requirements identified in par-
agraph (a-1)(5)(vi) (B) and (C) of this section.
Each contract market, or the designated self-regu-
latory organization of a member firm, must adopt
audit procedures to determine compliance with
the certification and allocation requirements iden-
tified in paragraphs (a-1)(3)(iv) and (a-1)(3)(v)
(A) and (B) of this section.

(a-2)(1) Futures commission merchants, intro-

? ducing brokers, and members of contract markets.
Upon request of the contract market, the Com-
mission, or the United States Department of Jus-
tice, each futures commission merchant,
introducing broker, and member of a2 contract
market shall request from its customers and, upon
receipt thereof, provide to the requesting body
documentation of cash transactions underlying ex-
changes of futures for cash commodities or ex-
changes of futures in connection with cash
commodity transactions.

(2) Customners, Each customer of 2 futures com-
mission merchant, introducing broker, or member
of a contract rmarket shall create, retain, and
produce upon request of the contract market, the
Commission, or the United States Department of
Justice documentation of cash transactions under-
lying exchanges of futures for cash commodities or
exchanges of futures in connection with cash com-
modity transactions.

(3) Contract markets. Every contract market
shall adopt rules which require its members to
sprovide documentation of cash transactions un-
%der]ying exchanges of futures for cash commodi-
ties or exchanges of futures in connection with
cash commodity transactions upon request of the
contract market.

(4) Documentation. For the purposes of this
paragraph, documentation means those docu-
ments customarily generated in accordance with
cash market practices which demonstrate the exis-
tence and nature of the underlying cash transac-
tions, including, but not limited to, contracts,
confirmation statements, telex printouts, invoices,
and warehouse receipts or other documents of
title.

(b) Futures commission merchants, introducing
brokers, and clearing members of contract mar-
kets. Each futures commission merchant and each

12164 §1.35

clearing member of a contract market and, for
purposes of paragraph (b)(3) of this section, each
introducing broker, shall, as a minimum require-
ment, prepare regularly and promptly, and keep
systematically and in permanent form, the
following:

(1) A financial ledger record which will show
separately for each customer or option customer
all charges against and credits to such customer’s
or option customer's account, including but not
limited to customer funds deposited, withdrawn,
or transferred, and charges or credits resulting
from lesses or gains on closed transactions;

(2) A record of transactions which will show
separately for each account (including proprie-
tary accounts):

(i) All commodity futures transactions executed
for such account, including the date, price, quan-
tity, market, commodity and future; and

(i) All commodity option transactions executed
for such account, including the date, whether the
transaction involved a put or call, expiration date,
quantity, underlying contract for future delivery,
or underlying physical strike price, and details of
the purchase price of the option, including pre-
mium, mark-up commission and fees; and

(3) A record or journal which will separately
show for each business day complete details of:

(i) All commodity futures transactions executed
on that day, including the date, price, quantity,
market, commodity, future and the person for
whom such transaction was made;

(i) All commodity option transactions executed
on that day, including the date, whether the
transaction involved a put or call, the expiration
date, quantity, underlying contract for future de-
fivery, or underlying physical, strike price, details
of the purchase price of the option, including
premium, mark-up, commission and fees and the
person for whom the transaction was made; and

(iil) In the case of an introducing broker. the
record or journal required by this paragraph
(b)(3) shall also include the futures commission
merchant carrying the account for which each
commodity futures and commodity option trans-
action was executed on that day.

Provided, however, that where reproductions on
microfilm, microfiche or optical disk are substi-
tuted for hard copy in accordance with the provi-
sions of § 1.31(b) of this part, the requirements of
paragraphs (b)(1) and (b)(2) of this section will be
considered met if the person required to keep such
records is ready at all times to provide, and imme-
diately provides in the same city as that in which
such person's commodity or commodity option
books and records are maintained, 2t the expense
of such person, reproduced copies which show the
records zs specified in paragraphs (b)(1) and

©1999, CCH INCORPORATED

Strategies and Techniques of Enforcement
Wed. Oct. 18, 2000

(b)(2) of this section. on request
tative of the Commissica or the
of Justice.

(©) Clearing members of con
the daily record or journal rec
under paragraph (b)(3) cf this s
ing member of a contract mark
the floor broker or floor trade
transaction. the opposite flour
trader, and the opposiie clear
whorm it was made.

(8) Members of contract I
member of 2 contract market
provided by the contract rmarke
of persons similarly engzged. €
or sales of any commodity for
commodity option on ¢r subje
such contract market, shall preg
promptly a trading card or oth
such purchases and szles. Sudi
record shall show the member's 1
the clearing member, transacti
specified in rules of the conir
comply with the requirements
quantity, and, as applicable, un
ity, contract for future Gelivery
or premiurmn, delivery month a.
whether the transactica involve
and strike price. Such trading <
chall also clearly identi’y the op
or {loor trader with whom the
executed, and the oppo~ite clear
accordance with the rules or pr
tract market, such opposite cl
made known to the member).

(2) Each member of a contra
ing purchases and sales on 1r:
record such purchases and sale
logical order of executicn on seqt
trading card without skippir
trades; Provided, however; The
after the last execution recorc
card, the remaining lines c©
through.

(3) Each member of a conir
identify on his tradinz cards ir.
scribed by the rules of the cor
purchases and sales executed d
and closing periods designated
market pursuant to paregra]
section.

(4) Trading cards prepared !
contract market pursuant to
rules must contain:

(i) Pre-printed member iden”
unique identifying information
mit the trading cards of one me
guished from those of all ather ox

Commodity Futures Law Reg




e of a contract market and, for
ragraph (L)(3) of this section, each
soker, shall, 2s a minimum require-
- regularly and promptly, and keep
v and In permanent form, the

-

rial ledger record which will show
cach customer or option customner
dnst and credits ta such customer’s
omer’s account, including but not
omer funds deposited, withdrawn,

and charges or credits resulting
ains on closed transactions;

of transactions which will show
each account (including proprie-

Jdity futures transactions executed
t, including the date, price, quan-
nmeodity and future; and
»dity option transactions executed
., including the date, whether the
Ived a put or call, expiration date,
ving contract for future delivery,
wysical strike price, and details of
ice of the option, including pre-
-ommission and fees; and
or journal which will separately
iness day complete details of:
ity futures transactions executed
uding the date, price, quantity,
iy, future and the person for
ction was made;
ity option transactions executed
Juding the date, whether the
ed a put or call, the expiration
derlying contract for future de-
ag physical, strike price, details
arice of the option, including
s, commission and fees and the
\e transaction was made; and
of an introducing broker, the
required by this paragraph
wlude the futures commission
the account for which each
and commodity option trans-
i on that day.
that where reproductions on
he or optical disk are substi-
in accordance with the provi-
this part, the requirements of
1d (b)(2) of this section will be
= person required to keep such
1l tirnes to provide, and imme-
he same city as that in which
1odity or commodity option
e maintained, at the expense
duced copies which show the
in paragraphs (b)(1) and

999, CCH INCORPORATED

General Regulations—Part 1 217

(5)(2) of this section, on request of any represen-
tative of the Commission or the U.S. Department
of Justice.

(©) Clearing members of contract markets. In
the daily record or journal required to be kept
under paragraph (b)(3) of this section, each clear-
ing member of a contract market shall also show
the floor broker or floor trader executing each
transaction, the opposite floor broker or floor
trader, and the opposite clearing member with
whom it was made.

(d) Members of contract markets. (1) Each
member of a contract market who, in the place
provided by the contract market for the meeting
of persons similarly engaged, executes purchases
or sales of any cormnmodity for future delivery or
commodity option on or subject to the rules of
such contract market, shall prepare regularly and
promptly a trading card or other record showing
such purchases and sales. Such trading card or
record shall show the member’s name, the name of
the clearing member, transaction date, time (as
specified in rules of the comtract market which
comply with the reguirements of this section),
quantity, and, as applicable, underlying comsmod-
ity, contract for future delivery or physical, price
or premium, delivery month or expiration date,
whether the transaction involved a put or a call
and strike price. Such trading card or other record
whall also clearly identify the opposite floor broker
or floor trader with whom the transaction was
executed, and the opposite ¢learing member (if, in
accordance with the rules or practice of the con-
tract market, such opposite clearing member is
made known to the member).

(2) Each member of a contract market record-
ing purchases and sales on trading cards rmust
record such purchases and sales in exact chrono-
logical order of execution on sequential lines of the
trading card without skipping lines between
trades; Provided, however; That if lines remain
after the Jast execution recorded on a trading
card, the remaining lines must be marked
through.

(3) Each member of a contract market must
identify on his trading cards in the manner pre-
scribed by the rules of the contract market the
purchases and sales executed during the opening
and closing periods designated by the contract
market pursuant to paragraph (J)}(7) of this
section.

(4) Trading cards prepared by a member of a
contract market pursuant to contract market
rules rmust contain:

(i) Pre-printed member identification or other
unique identifying information which would per-
mit the trading cards of one member to be distin-
guished from those of all other members;

(i1) Pre-printed sequence numbers to permit the
intraday sequencing of the cards; and

(1ii) Unique and pre-printed identifying infor-
mation which would distinguish each of the trad-
ing cards prepared by the member from other
such trading cards for no less than a one-week
period.

(5) Trading cards prepared by a member of a
contract market and collected pursuant to para-
graph ()(1) of this section must be timestamped
promptly to the nearest minute upon collection by
either the contract market or the relevant clear~
ing member.

(6) Each member of a contract market shall be
accountable for all trading cards prepared pursu-
ant to contract market rules in exact numerical
sequence, whether or not such trading cards are. *
relied on as original source documents. -

(7) Trading records prepared by a member of 2
contract market pursuant to contract market
rules must:

(i) Be submitted in accordance with contract
market rules adopted pursuant to paragraph
(G)(1) of this section; and

(ii) Be completed in non-erasable ink. & mem-
ber may correct any errors by crossing out errone-
ous information without obliterating or otherwise
making illegible any of the originally recorded -
information. With rezard to trading cards only, a
member may correct erroneous information by
rewriling the trading card; provided, however,
that the member must submit a ply of the trading
card, or in the absence of plies the original trading
card, that is subsequently rewritten in accordance
with contract market rules which set forth the
required collection schedule for trading cards and
provided further that the member is accountable
for any trading card that subsequently is rewrit-
ten pursuant to paragraph (d)(6) of this section.

(8) Each member of a contract market must
use a new trading card at the beginning of each
desitnated 30-minute interval required by para-
graph (§)(1) of this section (or such lesser interval
as may be determined appropriate by the applica~
ble contract market) or as tnay be required pursu-
ant hereto. i

(e) Contract markets. Each contract market
shall maintain or cause t0 be maintained by its
clearing organization a single record which shall
show for each futures or option trade: the transac-
tion date, time (as described in paragraph (g) of
this section), quantity, and, as applicable, under-

lying commodity, contract for future delivery or
physical, price or premium, delivery month or
expiration date, whether the transaction involved
2 put or 2 call, strike price, floor broker or floor
trader buying, clearing member buying, floor bro-
ker or floor trader selling, clearing member sell-

[The next page is 2179-3.]
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ing. and symbols indicating the buying and selling
customer or option customer types. The customer
and option customer type indicators shall show,
with respect to each persen executing the trade,
whether such person:

(1) Was trading for his own account or an
account for which he has discretion:

(2) Was trading for his clearing member’s house
account;

(3) Was trading for another member present on
the exchange floor, or an account controlled by
such other members; or

(4) Was trading for any other type of customer
or option customer. The record required by this
paragraph (e) shall also show, by appropriate and
uniform symbols, any transaction which is made
non-competitively in accordance with written
rules of the contract market which have been
submitted to and approved by the Commission in
accordance with the provisions of §1.38, and
irades cleared on dates other than the date of
exccution. Except as otherwise approved by the
Commission for good cause shown, the record re-
quired by this paragraph (e) shall be maintained
in a format and coding structure approved by the
Commission (i) in hard copy or on microfilm as
«pecified in §1.31 and (ii) for 60 cays in com-
puter-readable form on compatible magnetic
tapes or discs.

(D) Each contract market shall provide for the
identification of floor brokers, floor traders, and
clearing members, in the records required to be
kept under paragraphs (c), (d), and (e) of this
section, by the use of a distinctive, nonvariable
designation for each such floor broker, floor
trader, and clearing member,

(g) Time of trade execution. For purposcs of
paragraph () of this section: (1) The actual time
of.the execution of each side of a transaction must
be obtained, or (2) if a contract market identifies
and records the time of a transaction, a single
actual time of execution for both sides of the
transaction may be obtained. Actual times of exe-
cution shall be stated in increments of no more
than one minute in length. If a contract market
submits rules to the Commission, in accordance
with the provisions of section Sa(a)(12)(A) of the
Act and § 1.4], defining and separately identify-
ing opening and closing time periods, the contract
market may, for purposes of paragraph (e) of this
section, use these time periods for trades occur-
ring during the opening and closing periods. Con-
tract market rules in effect prior to the effective
date of this paragraph (g) upon which a contract
market intends to rely in complying herewith
must be submitted for this purpose to the Corn-
mission in accordance with the provisions of sec-
tion Sa@)(12)(A) of the Act and § 1.41.
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(h) Contract mareet price change register.
Each contract market shall establish and main-
tain a record of all changes in the price of futures
or option transactions executed on the floor of the
contract market. This record shall include the
time of all changes in price to the nearest ten
seconds.

(i) Contract markets. A contract market, in
order to demonstrate that it is excrcising due
diligence in maintaining the continuing affirma-

. tive action program required by the Act and

§ 1.51, shall, at a minimum:

(1) Demonstrate effective use in its continuing
affirmative action program of the information re-
quired to be obtzined by paragraph (e) of this
section to reconstruct rapidly and accurately
transactions executed on or subject to the rules of
such contract market; and

(2) Submit to the Commission such reports as
the Commission or the Director of the Division of
Trading and Markets, or such persons under the
supervision of the Director as may be specified
from time to time, may require concerning the
accuracy of all information recorded under para-
graph (e) of this section and the use of such
information in the contract market's affirmative
action program.

() Contract markets. Each contract market
must maintain in effect rules which reguire that:-

(1) Trading records prepared by a member of
the contract market pursuant to peragraphs (a-1)
and (d) of this section be submitted to contract
market personnel or the clearing member within
15 minutes of designated intervals not to exceed
30 minutes, commencing with the beginning of
each trading session. The time period permitted
for the submission of trading records after the
close of trading in each market shall not exceed 15
minutes from the close. Such documents should
nevertheless be collected as often as is practicable
by the contract market cr relevant clearing mem-
ber. Such contract market rules need not, how-
ever, require that those original source documents
which cannot be relied upon by the contract mar-
ket or clearing member for clearing purposes be
submitted pursuant to this paragraph. Each con-
tract market shall submit a written report to the
Commission no later than nine months after the
effective date of this paragraph describing with
particularity the contract market's system(s) in
place to comply with this paragraph and the level
of compliance achieved to date.

(2) Trading cards collected pursuant to this
paragraph must be timestamped promptly to the
nearest minute upon collection by either the con-

ract market or relevant clearing member.

(3) A member of the contract market must use
a new Lrading card at the beginning of each desig-
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nated 30-minute interval required by paragraph
()(1) of this section.

(4) A member of the contract market must
record trades in the manner prescribed by para-
graph (d)(2) of this section.

(5) Trading cards prepared by a member of the
contract market must contain the identifying in-
formation prescribed by paragraph (d)(4) of this
section.

(6) A member of the contract market must be
accountable for all trading cards prepared pursu-
ant to contract market rules in exact numerical
sequence, whether or not such trading cards are
relied on as original source documents.

(73 A member of the contract market must
identify on his trading cards trades executed dur-
ing opening and closing periods either by drawing
a line on the trading card to separate those trades
from others recorded thereon or by some other
method. Each contract market must designate as
opening and closing periods for this purpose those
periods upon which the opening and closing trad-
ing ranges are based for each of its markets.

(8) A member of the tract market must com-
plete trades in non-erasable ink in the manner
prescribed by paragraph (d)(7)(ii) of this section.

&) Collection of trading cards in intervals not
to exceed 15 minutes, The Commission, in its
discretion, may publish a schedule in the Federal
Register no earlicr than 11 months after para-
graph (§)(1) of this section becomes effective, indi-
cating when the records required to be submitted
pursuant to that paragraph must be submitted to
contract market personnel or the clearing member
within 15 minutes of designated intervals not to
exceed 15 minutes, commencing with the begin-
ning of each trading session.

(1) A contract market which can demonstrate
that it currently has available hand-held termi-
nals or such other automated means for the recor-
dation of trades which can eliminate the
opportunity for improper alteration cr fabrication
of trading records, may petition the Commission
for an exemption from Regulations 1.35(2-1)(2)
and (4), (@), () or (k), as appropriate.

[Sec. 4g, 49 Stat, 1496, sec. 5, 42 Stat. 1000,
amended 7 US.C. 6g, 7; sec. 4f, added by sec. 5,
49 Stat. 1495, amended by sec. 7, 82 Stat. 28; sec,
8a, added by sec. 10, 49 Stat. 1500, amended, 69
Stat. 535, sec. 18, 82 Stat. 31; 7 US.C. 6f, 12a;
Sec. 1.35 amended effective Sept. 30, 1974, 39
F.R. 28618; Jan. 21, 1976, 41 F.R. 3192
(] 20,130), effective Feb. 20, 1976; Dec. 23, 1976,
41 F.R. 56134 (] 20,242), effective June 13, 1977;
Dec. 2, 1980, 45 F.R. 79753 ({21,112), effective
Jan. 1, 1981; Nov. 3, 1981, 46 F.R. 54500
(Y 21,263), effective Dec, 3, 1981; Dec, 22, 1982,
47 F.R. 56996 (] 21,635), effective Jan. 21, 1983;
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Aug. 3. 1983, 48 F.R. 35248 (] 21,792), effective
Aug 3, 1983; Jan. 21, 1986, 5t F.R. 2684
(1 22,861), effective Oct. 1, 1986; paragraph (iX(1)
effective Jan. 1, 1987, Aug. 17, 1989, 54 F.R.
33878 (f 24,515), effective Nov. 15, 1989; Mar. 7,
1990, S5 F.R. 8127 (1 24,608), effective May 7,
1990 and June 5, 1990; May 10, 1993, 58 F.R.
27458 (] 25,648), effective June 9, 1993; June 1,
1993, 58 F.R. 31162 ({ 25,721), effective Aug. 30,
1993; July 28, 1993, 58 F.R. 40333 (] 25.770),
effective Oct. 26, 1993; Feb. 7, 1994, 59 F.R. 5525
(125,952), effective Feb. 7, 1994; Aug. 20, 1996,
61 F.R. 42993 (] 26,767), effective Oct. 21, 1996;
Aug. 27, 1998, 63 F.R. 43699 ( 27,389), eflective
Oct. 26, 1998; Aug. 27, 1998, 63 F.R. 45699
(1 27,389), effective Oct. 26, 1998.]

[12164A]
§1.35a-(T) [Reserved.]

[Deleted May 10, 1983, 48 F.R. 20900
(§ 21,718), effective May 10, 1983.1

[92165)

§1.36 Record of securities and property
received from customers and option
customers.

(a) Each futures commission merchant shall
maintain, as provided in §1.31, a record of all
securities and property received from customers
or option custemers in lien of money to margin,
purchase, guarantee, or secure the commodity or
commodity option transactions of such customers
or option customers. Such record shall show sepa-
rately for each customer or option customer: a
description of the securities or property received;
the name and address of such customer or option
custorner; the dates when the securities or prop-
erty were received; the identity of the depositories
or other places where such securities or property
are segregated; the dates of deposits and with-
drawals from such depositories; and the dates of
return of such securities or property to such cus-
tormer or option customer, or other disposition
thereof, together with the facts and circumstances
of such other disposition. In the event any futures
commission merchant deposits with the clearing
organization of a contract market directly or with
a bank or trust company acting as custodian for
such clearing organization, securities and/or prop-
erty which belong to a particular customer or
option customer, such futures commission
merchant shall obtain written acknowledgment
from such clearing organization that it was in-
formed that such securities or property belong to
customers or option customers of the futures com-
mission merchant making the deposit. Such ac-
knowledgment shall be retained as provided in
§1.31.
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(d) Rights of intervenor. A person who has been
granted leave to intervene shall from that time
forward have all the rights and responsibilities of
a party to the proceeding.,

[92284]
§10.34 Limited participation.

(a) Petitions for legve to be heard. Any person
may, in the discretion of the Administrative Law,
Judge, be given leave to be heard in any proceed-
ing 2s to any matter affecting his interests. Peti-
tions for leave to be heard shall be in writing, shall
set forth (1) the nature and extent of the appli-
cant's interest in the proceeding; (2) the issues on
which he wishes to participate; and (3) in what
manner he wishes to participate. The Administra-
tive Law Judge may direct any person requesting
leave to be heard to submit himself to examina-
tion as to his interest in the proceeding.

(b) Rights of a participant. Leave to be heard
pursuant to § 10.34(a) may include such rights of
a party as the Administrative Law Judge may
deem appropriate, except that oral argument
before the Commission may be permitted only by
the Commission.

[92285]
§10.35 Permission to state views.

Any person may, 1n the discretion of the Ad-
ministrative Law Judge be permitted to file a
memorandum or make an oral statement of his
views, and the Administrative Law Judge may, in
his discretion, accept for the record written com-
munications received from any person.

[112286}
§10.36 Commission review of rulings.
Interlocutory review by the Commission of a
ruling as to matters within the scope of §§10.33,
10.34 or 10.35 may be sought in accordance with
the procedures set forth in § 10.101 of these rules

without certification by the Administrative Law
Judge.

Subpart D—Prehearing Procedures;
Prehearing Conferences; Discovery

[12291]

§10.41 P.rehca'ring conferences; procedural
matters.

In any proceeding the Administrative Law
Judge may direct that one or more conferences be
held for the purpose of:

(2) Clarifying issues;

(b) Examining the possibility of obtaining stip-
ulations, admissions of fact and of authenticity or
contents of docurnents;

D
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(c) Determining matters of which official notice
may be taken;

(d) Discussing amendments to pleadings:
(e) Limiting the number of witnesses;

(f) Considering objections to the introduction of
docurnentary evidence and the testimony of wit-
nesses identified in prehearing materials filed or
otherwise furnished by the parties pursuant to
Sec. 10.42;

(g) Discussing adoption of shortened procedures
pursuaant to § 10.92;

(h) Promoting a fair and expeditious hearing.

At or following the conclusion of a prehearing
conference, the Administrative Law Judge shail
serve 2 prehearing memorandum containing
agreements reached and any procedural determi-
nations made by him, unless the conference shall
have been recorded and transcribed in written
forrn and a copy of the transcript has been made
available to each party.

[Amended Oct. 19, 1998, 63 F.R. 35784
(1 27,430), effective Nov. 18, 1998.]

. [12292]
§10.42 Discovery. }

(a) Prehearing Materials—(1) In general Un-
less otherwise ordered by an Administrative Law
Judge, the parties to a proceeding shall furnish to
2ll other parties to the proceeding on or before 2
date set by the Administrative Law Judge in the
form of a prehearing memorandum or otherwise:

(i) An outline of its case or defense;

(11) The legal theories upon which it will rely;

(if) The identify, and the city and state of
residence, of each witness, other than an expert
witness, who Is expected to testify on its behalf,
along with a brief summary of the matters to be
covered by the witness's expected testimony;

(iv) A list of documents which it intends to
introduce at the hearing, along with copies of any
such documents which the other parties do not
already have in their possession and to which they
do not have reasonably ready access.

(2) Expert witnesses. Unless atherwise ordered
by the Administrative Law judge, in addition to
the information described in paragraph (a)(1) of
this section, any party who intends to call an
expert witness shall also {urnish to all other par-
ties to the proceeding on or before a date set by
the Administrative Law Judge: ;

(i) A statement identifying the witness and
setting forth his or her qualifications;

(i) A list of any publications authored by the
witness within the preceding ten years;

§10.42 72292
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(iiiy A list of all cases in which the witness has
testified as an expert, at trial or in deposition,
within the preceding four years;

(iv) A complete statement of all opinions to be
expressed by the witness and the basis or reasons
for those opinions; and

(v) A Tist of any documents, data or other
written information which were considered by the
witness in forming his or her opinions, aleng with
copies of any such documents, data or information
which the other parties do not already have in
their possession and to which they do not have
reasonably ready access. )

(3) The foregoing procedures shall not be
deemed applicable to rebuttal evidence submitted
by any party at the hearing.

(4) In any action where a party fails to comply
with the requirements of this paragraph (a), the
Administrative Law Judge may make such orders
in regard to the failure as are just, taking into
account all of the relevant facts and circum-
stances of the failure to comply.

(b) Investigatory material—(1) In general
Unless otherwise ordered by the Commission or
the Administrative Law Judge, the Division of
Enforcement shall make available for inspection
and copying by the respondents, prior to the
scheduled hearing date, any of the following docu-
ments that were obtained by the Division prior to
the institution of procecdings in comnection with
the investigation that led to the_complaint 2nd
notice of hearing:

(i) ANl documents that were produced pursuant
1o subpoenas issued by the Division or otherwise
obtained {rom persons not employed by the Com-
mission, together with each subpoena or written
request, or relevant portion thereof, that resulted
in the furnishing of such documents to the Divi-
sion; and

(1) All transcripts of investigative testimony
and all exhibits to those transcripts.

(2) Documents that may be withheld. The Divi-
sion of Enforcernent may withhold any document
that would disclose:

(i) The identify of a confidential source; ~

(ii) Confidential investigatory techniques or

procedures;
(itl) Separately the market positions, business

transactions, trade secrets or names ‘of customers’

of any persons other than the respondents, unless
such information is relevant to the resolution of
the proceeding,

(v) Information relating to, or obtained with
regard 1o, another matter of continuing investiga-
1ory interest to the Commission or another domes-
tic or foreign governmental entity, unless such

122582 §10.42

Strategies and Techniques of Enforcement
Wed. Oct. 18, 2000

Regulations

information is relevant to the resolution of the
proceeding; or D

(v) Information obtained from a domestic or
foreign governmental entity or from a foreign
futures authority that either is not relevant to the
resolution of the proceeding or was provided on
condition that the information not be disclosed or
that it only be disclosed by the Commission or a
representative of the Commission as evidence in
an enforcement or other proceeding.

(3) Nothing in paragraphs (b)(1) and (b)2) of
this section shall limit the ability of the Division
of Enforcement to withhold documents or other
information on the grounds of privilege, the work
product doctrine or other protection from disclo-
sure under applicable law. When the investigation
by the Division of Enforcement that led to the
pending proceeding encompasses transactions,
conduct or persons other than those involved in
the proceeding, the requirements of (b)(1) of this
section shall apply only to the particular transac-
tion, conduct and persons involved in the
proceeding.

(4) Index of withheld documents. When docu-
ments are made available for inspection and copy-
ing pursuant to paragraph (b)(1) of this section,
the Division of Enforcement shall furnish the re-
spondents with an index of all documents that are
withheld pursuant to paragraphs (b)(2) or (b)(3)
of this section, except for any documents that are
being withheld because they disclose information
obtained from a domestic or foreign governmental
entity or from a foreign futures authority on con-
dition that the information not be disclosed or
that it only be disclosed by the Coramission or 2
representative of the Commission as evidence in
an enforcement or other proceeding, in which case
the Division shall inform the other parties of the
fact that such documents are being withheld at
the time it furnishes its index under this para-
graph, but no further disclosures regarding those
documents shall be required. This index shall de-
scribe the nature of the withheld documents in a
manner that, to the extent practicable without
revealing any information that itself is privileged
or protected from disclosure by law or these rules,
will enable the other parties to assess the applica-
bility of the privilege or protection claimed.

(5) Arrangements for inspection and copying.
Upon request by the respondents, all documents
subject to inspection and copying pursuant.to this
paragraph (b) shall be made available to the re-
spondents at the Commission office nearest the
location where the respondents or their counsel
live or work. Otherwise, the documents shall be
made available at the Commission office where
they are ordinarily maintained or at any other
location agreed upon by the parties in writing.
Upon payment of the appropriate fees set forth in
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appendix B to part 145 of this chapter, any re-
spondent may obtain a photocopy of any docu-
ment made available for inspection. Without the
prior written consent of the Division of Enforce-
ment, no respondent shall have the right to take
custody of any documents that are made available
for Tnspection and copying, or to remove them
{rom Cornmission premises.

(6) Failure to make documents available. In the
event that the Division of Enforcement fails to
make available documents subject to inspection
znd copying pursuant {0 this paragraph (b). no
rehearing or reconsideration of a matter already
heard or decided shzll be required, unless the
respondent dernonstrates prejudice caused by the
fzilure to make the documents available.

(7) Requests for confidential treatment; protec-
tive orders. 1{ & person has requested confidential
treatment of information submitted by him or
her, either pursuent to rules adopted by the Com-
mission under the Freedom of Information Act
(part 145 of this chepter) or under the Commis-
sion's Rules Relating To Investigations (part 11 of
this chapter), the Division of Enforcement shall
natify him or her, if possible, thai the information
is to be disclosed to parties to the proceeding and
he or she may apply to the Administrative Law
Judge for an order protecting the information
from disclosure, consideration of which shall be
governed by Sec. 10.68(¢)(2).

(¢) Witness statements—{1) In general. Each
party to an adjudicatory proceeding shall make
available 10 the other parties any statement of
any person whom the party calls, or expects to
call, 25 2 witness that relates to the anticipated
testimony of the witness and is in the party's
possession. Such statements shall include the
{ollowing:

(1) Transcripts of investigative, deposition, trial
or similar testimony given by the witness,

(ii) Written statements signed by the witness,
and

(iii) Substantjally verbatim notes of interviews
with the witness, and all exhibits 1o such tran-
scripts, statements and notes. For purposes of this
paragraph (c), “substantially verbatim notes”
means notes that fairly record the exact words of
the witness, subject to minor, inconsequential de-
viations. Such statements shall include memo-
randa and olher writings authored by the witness
that contain information relating to his antici-
pated testimony. The Division of Enforcement
shall produce witness statements pursuant to this
paragraph prior to the scheduled hearing date, at
a time to be designated by the Administrative
Law Judge. Respondents shzll produce witness
statements pursuant to this parsgraph at the
close of the Division's case in chief during the
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hearing. If necessary, the Administrative Low
Judge shall, upen request, grant the Division a
continuance of the hearing in order to review ang
analyze any witness statements produced by the
respondents.

(2) Nothing in paragraph (c)(1) of this section
shall limit the ability of a party to withhold
documents or other information on the grounds of
privilege, the work product doctrine or other pro-
tection from disclosure under applicable law.

(3) Index of withheld documents. When a party
makes witness staternents available pursuant to
paragraph (c)(1) of this section, he or she shall
furnish each of the other parties with an index of
all documnents that the party is withholding on the
grounds of privilege or work product. This index
shall describe the nature of the withheld docu-
ments in a manner that, to the extent practicable
without revealing information that itself is privi-
leged or protected from disclosure by law or these
rules, will enable the other parties to assess the
applicability of the privilege or protection
claimed.

(4) Failure to produce witness statements. In
the event that a party fails to make available
witness statemnents subject to production purcu-
ant to this section, no rehearing or reconsideration
of a matter already heard or decided shall be
required, unless another party demonstrates
prejudice caused by the failure to make the wit-
ness statements available.

(d) Modification of production requirements,
The Administrative Law Judge shall modify any
of the requirements of paragraphs (2) through ()
of this section that any party can show is unduly
burdensome or is otherwise inappropriate under
all the circumstances.

.(e) Admissions—(1) Reguest for admissions.
Any party may serve upon any other party, with
a copy to the Proceedings Clerk, 2 written request
for admission of the truth of any facts relevant to
the pending proceeding set forth in the request.
Each matter of which an admission is requested
shzll be separately set forth. Unless prior written
approval is obtained from the Administrative
Law Judge, the number of requests shall not ex-
ceed 50 in number including all discrete parts and
subparts.

() Objections to authenticity or admissibility of
documents—(1) Identification of documents. The
Administrative Law Judge, acting on his or her
own initiative or upon motion by any party, may
direct each party to serve upon the other parties,
with a copy to the Proceedings Clerk, a list identi-
fving the documents that it intends to introduce
at the hearing and requesting the other parties to
file and serve a response disclosing any objection,
together with the factual or legal grounds there-
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{or, to the authenticity or admissibility of each
document identified on the list. A copy. of each
document identified on the list shall be served
with the request, unless the party being served
already has the document in his possession or has
reasonably ready access toit.

(2) Objections to authenticity or admissibility.
Within 20 days after service or at such other time
2s may be designated by the Administrative Law
Judge, each party upon whom the list described in
paragraph ()(1) of this section was served shall
file a response disclosing any objection, together
with the factual or legal grounds therefor, to the
authenticity or admissibility of each document
identified on the list. Except for relevance, waste
of time or needless presentation of curnulative
evidence, all objections not raised may be deemed
waived.

(3) Rulings on objections. In his or her discre-
tion, the Administrative Law Judge may treat as
a motion in limine any st served by a party
pursuant to paragraph (D)(1) of this section, where
any other party has filed a response objecting to
the authenticity or the admissibility on any item
listed. In that event, after affording the parties an
opportunity to file briefs containing arguments on
the motion to the degree necessary for a decision,
the ALJ may rule on any objection to the authen-
ticity or admissibility of any document identified
on the list in advance of trial, to the extent
appropriate.

[Amended Oct. 26, 1995, 60 F.R. 54801
(7 26,521), effective Oct. 26, 1995; Oct. 19, 1998,
63 F.R. 55784 (§ 27.430), effective Nov, 18, 1998;
corrected Dec. 14, 1998, 63 F.R. 68829, effective
Dec. 14, 1999.]

[12293]
£10.43 Stipulations.

The parties may by stipulation in writing at
any stage of the proceeding, or orally made at
hearing, agree upon any pertinent facts in the
proceeding. It is desirable that the facts be thus
agreed upon o far as and whenever practicable.
Stipulations may be received in evidence at a
hearing and when received in evidence shall be
binding on the parties thereto.

11 2294]
§10.44 Depositions and interrogatories.

(2) When permitted. If it appears that:

(1) A prospective witness will be unable to
attend or testify at a hearing on the basis of age,
illness, infirmity, imprisonment or on the basis
that he is or will be outside of the United States at
the time of the hearing (unless it appears that the
absence of the witness was procured by the party
seeking to take the deposition),

2293 §10.43
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(2) His testimony is material,

(3) Tt is necessary to take his deposition in the
interest of Justice,
the Administrative Law Judge may by order di-
rect that his deposition be taken either orally or in
the form of written interrogatories, and may issue
a subpoena to compel the attendance of the wit-
ness for deposition.

(b) Application for Deposition. Any party desir-
ing to take the deposition of a witness shall make
application in writing to the Administrative Law
Judge for an order to take deposition. In addition
to the showing required in § 10.44(a), the applica-
tion shall include: .

(1) The name and post office address of the
witness;

(2) The specific matters concerning which the
witness is expected to testify and their relevance:

(3) The reasons why the deposition should be
taken, supported by affidavits and a physician's
certificate, where appropriate;

(4) The time when, the place where, and the
name and address of the person before whom the
deposition is to be taken;

(5) A specification of the documents and mater-
ials which the deponent is requested to produce;

(6) Application for any subpoenas.

(¢) Service and reply. A copy of the application
to take deposition shall be served upon every
other party to the proceeding and upon the person
sought tu be deposed. Any party or the deponent
may serve and file an opposition to the applica-

. tion within seven days after the application is

filed.

(d) Time when, place where, and officer before
whom deposition is taken. (1) Where the deposi-
tion is taken. Unless otherwise ordered or agreed
to by stipulation, depositions shall be taken in the
city or municipality where the deponent is
located.

(2) Officer before whom taken. (i) Within the
United States or a territory of the United States,
depositions shall be taken before an officer author-
ized to administer oaths by the laws of the United
States or of the place where the examination is
held.

(if) Within a foreign country, depositions may
be taken before an officer or person designated by
the Administrative Law Judge or agreed upon by
the parties by a stipulation in writing to be filed
with the Proceedings Clerk.

(e) Procedures for taking oral depositions. (1)
Oral examination and cross-examination of wit-
nesses shall be conducted in 2 manner similar to
that permitted at a formal hearing. All questions
and testimony shall be recorded verbatim, except
to the extent that all parties present or repre-
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PART 166—CUSTOMER PROTECTION RULES
Authority: 7 U.S.C. 12, 2, 4, 6b, 6¢, 6g, ©h, 6], 60, 12a, and 23, unless otherwise noted.
Source: 43 F.R. 31886, July 24, 1978 (] 20,642), effective Oct. 1, 1978; 46 F.R. 54500,
Nov. 3, 1981 (f 21,263), effective Dec. 3, 1981; 48 F.R. 35248, Aug. 3, 1983 (] 21,792),
effective Aug. 3, 1983; 59 F.R. 5529, Feb. 7, 1994 (] 25,961), effective Feb. 7, 1994.

[913241]
§166.1 Definitions.

(a) The term "Commission registrant™ as used
in this Part means any person who Is registered or
required to be registered with the Commission
pursuant to the Act or any rule, regulation, or
order thereunder.

(b) The term “comwnodity interest™ as used in
this part means—

(1) Any contract for the purchase or sale of any
commodity for future delivery, traded on or sub-
ject to the rules of 2 contract market or 2 foreign
board of trade.

(2) Any agreement or transaction subject to
Commission regulation under section 4c of the
Act, including any such contract or transaction
made or to be made on or subject to the rules of 2
foreign board of trade; or ;

(3) Any contract or transaction subject to Com-
mission regulation under section 19 of the Act (7
U.S.C.23).

(c) The term "customer” as used in this part
means any person trading, intending to trade, or
receiving or seeking advice concerning any com-
modity interest, including any existing or prospec-
tive client or subscriber of a commodity trading
advisor or existing or prospective participant in a
comnmodity pool, but the term does not include a
person who is acting in the capacity of a Commis-
sion registrant with respect to the trade.

(d) The term “commodity account” as used in
this part means the account of a customer in
which any commodity interest is, or is intended to
be, traded.

[Adopted July 24, 1978, 43 F.R. 31886
(120,642), effective Oct. 1, 1978: amended Nov.
3. 1981, 46 F.R. 54500 (f 21,263), effective Dec.
3, 1981; Aug. 5, 1987, 52 F.R. 28980 (f 23.740),
effective Jan. 4, 1988, Dec. 28, 1987, 52 F.R.
?88;1 (Y]| 24,017), effective date postponed to Feb.

. 1988.

193242
. §166:2 Authorization to trade.

No {utures commission merchant, introducing
broker or zny of their associated persons may
directly or indirectly effect a transaction in a
commodity interest for the account of any cus-
tomer unless before the transaction the customer,
or person designated by the customer to control
the account—

(a) Specifically authorized the futures commis-
sion merchant, introducing broker or any of their
associated persons to effect the transaction (2
transaction is "specifically authorized™ if the cus-

tomer or person designated by the customer to
control the account specifies (1) the precises com-
modity interest to be purchased or sold and (2)
the exact amount of the commodity interest to be
purchased or sold); or

(b) Authorized in writing the futures commis-
sion merchant, introducing broker or any of their
associated persons to effect transactions in com-
modity interests for the account without the cus-
tomer's specific authorization; Provided, however,
That if such futures commission merchant, intro-
ducing broker or any of their associated persons is
also autherized to effect transactions in foreign
futures or foreign options without the customer’s
specific authorization, such authorization must be
expressly documented.

[Adopted July 24, 1978, 43 F.R. 31886
( 20,642), effective Oct. 1, 1978; amended Jan.
22, 1979, 44 FR. 4465, effective Jan. 20, 1979;
Aug. 3, 1983, 48 F.R. 35248 (1 21,792), effective
Aug. 3, 1983; Aug. 5, 1987, 52 F.R. 28980
(] 23.740), effective Jan. 4, 1988; Dec. 28, 1987,
52 F.R. 48811 (124,017), effective date post-
poned to Feb. 1, 1988.]

193243]

§166.3 Supervision. |

Each Commission registrant, except an associ-
ated person who has no supervisory duties, must
diligently supervise the handling by its partners,
officers, employees and agents (or persons occupy-
ing a similar status or performing a similar func-
tion) of all commodity interest accounts carried,
operated, advised or introduced by the registrant
and all other activities of its partners, officers,
employees and agents (or persons occupying a
similar status or performing 2 similar function)
relating to its business as a Commission
registrant.

[Adopted July 24, 1978, 43 F.R. 31886
(1 20,642), effective Oct. 1, 1978; Aug. 3, 1983, 48
F.R. 35248 (] 21,792), effective Aug. 3, 1983.]

[93244]
§ 166.4 Branch offices.

Each branch office of each Commission regis-
trant must use the name of the firm of which it is
a branch for all purposes, and must hold itself out
to the public under such name. The act, omission
or failure of any person acting for the branch
office, within the scope of his employment or
office, shall be deemed the act, omission or failure
of the Commission registrant as well as of such
DErson. :

[Added Aug. 3, 1983, 48 F.R. 35248 (] 21,792),
effective Aug. 3, 1983.]

[The next page is 3311.]
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(11) Nothing in paragraphs (1) through (10) shall be construed to supersede or to limit in
any way the authority or powers of the Commuission pursuant to any other provision of this
Act or regulations issued under this Act. [As added by Act of October 28, 1992 (Futures
Trading Practices Act of 1992), effective October 28, 1992, Sec. 229(3), P.L. 102-546, 106
Stat. 3590, 3619-3622.]

.01 1992 amendment~—For historical com-

ment or amendments made by the Futures Trad-
ing Practices Act of 1992, see § 7110.001.

[11101] [REPORTS—BOOKS AND RECORDS]

Sec. 4¢. (a) Every person registered hercunder as futures commission merchant, intro-
ducing broker, floor broker, or floor trader shall make such reports as are required by the
Commission regarding the transactions and positions of such person, and the transactions and
pusitions of the customer thereof, in commodities for future delivery on any board of trade in
the United States or elsewhere; shall keep books and records pertaining to such transactions
and positions in such form and manner and for such period as may be required by the
Commission; and shall keep such books and records open to inspection by any representative
of the Commission or the United States Department of Justice. [As amended by Act of
October 23, 1974 (Commodity Futures Trading Commission Act of 1974), effective April 21,
1975, Secs. 103, 415, 88 Stat. 1392, 1415; Act of January 11, 1983 (Futures Trading Act of
1982), effective January 11, 1983, Sec. 209(1), 96 Stat. 2294, 2302; Act of October 28, 1992
(Futures Trading Practices Act of 1992), en‘ectwe OcLobﬂr 28 1992 Secs 207(b)(1) and
402(5), P.L. 102-546, 106 Stat. 3590, 3604, 3624.]- L : e

.01 1874 amendment.—The 1974 amendment .02 1983 amendment.—For h1 torical com-
designated the first paragraph of Sec. 4g as (1), ment on amendments made by the Futures Trad-
substituted the word “Commission™ the first time  ing Act of 1982, see [ 8125.001. -
it appears in the section for the words “Secréetary 03 1992 amendment.—For historical com-
of Agriculture”, substituted the word "Commis-  ment on amendments made by the Futures Trad-
sion™ the second time it appears in the section for  ing Practices Act of 1992, see f8125.001.
the word "Secretary”, and substituted the word
“Commission™ the third time it appears in the
section for the words “United States Department
of Agriculture”.

[911102] [Daily Trading Records]

(b) Every clearinghouse and contract market shall maintain daily trading records. The
daily trading records shall include such information as the Commission shall prescribe by
rule. [As added by Act of October 23, 1974 (Commodity Futures Trading Commission Act of
1974), effective April 21, 1975, Sec. 415, 88 Stat. 1415; as amended by Act of October 28,
1992 (Futures Trading Practices Act of 1992), effective October 28, 1992, Sec. 402(5), P.L.
102-346, 106 Stat. 3590, 3624.]

01 1992 amendment.—For historical com- ing Practices Act of 1992, see J8145.001 and
ment on amendments made by the Futures Trad-  8701.001.

[11103] [Customer Records]

(e) Floor brokers, introducing brokers, and futures commission merchants shall maintain
daily trading records for each customer in such manner and form as to be identifiable with
the trades referred to in subsection (b). [As added by Act of Qctober 23, 1974 (Commodity
Futures Trading Commission Act of 1974), effective April 21, 1975, Sec. 415, 88 Stat. 1415;
as amended by Act of September 30, 1978 (Futures Trading Act of 1978), effective October 1,
1978, Sec. 6, 92 Stat. 865, 869; Act of January 11 1983 (Futures Trading Act of 1982),
effective January 11, 1983, Sec. 209(2), 96 Stat. 2254, 2302; Act of October 28, 1992 (Futures
Trading Practices Act of 1992), effective October 28, 1992, Sec. 402(5), P.L. 102-546, 106
Stat. 3590, 3624.]

.01 1978 amendment.—For historical com- .03 1992 amendment.—For historical com-
ment on amendments made by the Futures Trad-  ment on amendments made by the Futures Trad-
ing Act of 1978, see § 8150.001. ing Act of 1992, see § 8150.001.

02 1983 amendment.—For historical com-
ment on amendments made by the Futures Trad-
ing Act of 1982, see § 8150.001.

-~ - -



1580 Commodity Exchange Act

[§ 1104] [Form of Records] @ if such
(d) Daily trading records shall be maintained in a form suitable to the Commission for in any commoc
as shall be fixe

such period as may be required by the Commission. Reports shall be made from the records
maintained at such times and at such places and in such form as the Commission may
prescribe by rule, order, or regulation in order to protect the public interest and the interest
of persons trading in commodity futures. [As added by Act of October 23, 1974 (Commodity
Futures Trading Commission Act of 1974), effective April 21, 1975, Sec. 415, 88 Stat. 1415; rules and regulatior
as amended by Act of October 28, 1992 (Futures Trading Practices Act of 1992), effective . transactions and pc
October 28, 1992, Sec. 402(5), P.L. 102-546, 106 Stat. 3590, 3624.] H subject to the rule

: inventories and pu
¢ shall show comple
d commitments, inch
and shall be open ¢

unless such person
Commission such re
(2) hereof as the Co

01 1992 amendment.—For historical com- ing Practices Act of 1992, see {8175.001 and
ment on amendments made by the Futures Trad- 8755.001.

[11105] _ [Volume of Trading]
(e) Before the beginning of trading each day, the exchange shall, insofar as is practicable Department of Ju
and under terms and conditions specified by the Commission, make public the volume of ; transactions and pe
: persons directly or

trading on each type of contract for the previous day and such other information as the
Commission deems necessary in the public interest and prescribes by rule, order, or regula-
tion. [As added by Act of October 23, 1974 (Commodity Futures Trading Commission Act of
1974), effective April 21, 1975, Sec. 415, 88 Stat. 1415; as amended by Act of October 28,
1992 (Futures Trading Practices Act of 1992), effective October 28, 1992, Sec. 402(5), P.L.
102-546, 106 Stat. 3590, 3624.] o

01 1992 amendment.—For historical com:--

ment on amendments made by the Futures Trad-
ing Practices Act of 1992, see { 8785.001

1974 (Commodity
103, 88 Stat. 1392;
11,1983, Sec. 211, *

01 1974 amendment

. substituted the word ZC
4 times_it ; appears in .tk
“Secretary of Agricultu
mission” the fifth -
"United States Dep.

5

L RRET) BT
Sec. 4j. (aX1)

trading on each cor
paragraph (3). The

[91106] [Separate Determinations)
(D Nothing contained in this section shall be construed to prohibit the Commission from
making separate determinations for different clearinghouses, contract markets, and ex-
changes when such determinations are warranted in the judgment of the Commission. [As

added by Act of October 23, 1974 (Commodity Futures Trading Commission Act of 1974), (A) shall -

effective April 21, 1975, Sec. 415, 88 Stat. 1415; as amended by Act of October 28, 1992 y not less than tl‘
(Futures Trading Practices Act of 1992), effective October 28, 1992, Sec. 402(5), P.L. B

102-546, 106 Stat. 3590, 3624.) : : (B) shall

appropriate,

01 1992 amendment.—For historical com- ing—

ment on amendments made by the Futures Trad- @) tre

ing Practices Act of 1992, see | 8815.001. ‘

(i) ex

[11111] [EXECUTION BY OR THROUGH MEMBER OF CONTRACT MARKET] (ii1)

Sec. 4h. It shall be unlawful for any person falsely to represent such person to be a annually :

member of a contract market or the representative or agent of such member, or to be a . the regule

registrant under this Act or the.representative or agent of any registrant, in soliciting or graph, ant

handling any order or contract for the purchase or sale of any commodity in interstate (iv) «

commerce or for future delivery, or falsely to represent in connection with the handling of any characteri

such order or contract that the same is to be or has been executed on, or by or through a gency Ly

ember of, any contract market. [As amended by Act of January 11, 1983 (Futures Trading ©) 5';_‘,’

Act of 1982), effective January 11, 1983, Sec. 210, 96 Stat. 2294, 2302—2303.1 under paragra

.01 1983 amendment—For historical com- to be submitte:

(D) shall

ment on amendments made by the Futures Trad-

ing Act of 1982, see §12,901.001. trading volum

daily average (
[91121] [REPORTS OF TRANSACTIONS EQUALING OR EXCEEDING FIXED (E) shall «
LIMITS—BOOKS AND RECORDS] g paragraph (3)

Sec. 4i. It shall be unlawful for any person to make any contract for the purchase or sale fundamental f.

of any commaodity for future delivery on or subject to the rules of any contract market— (2) As used in

(1) if such person shall directly or indirectly make such contracts with respect to~ orders by a floor L

any commodity or any future of such commodity during any one day in an amount equal trade in the same ¢
to or in excess of such amount as shall be fixed from time to time by the Commission, and (A) the ac
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[OBLIGATIONS UNDER SECURITIES LAWS]

(2) Nothing in this Act shall relieve any person of any ubligation or duty, or affect the
availability of any right or remedy available to the Securities and Exchange Commission or
any private party arising under the Securities Act of 1933 or the Securities Exchange Act of
1934 governing the issuance, offer, purchase, or sale of securities of a commodity pool, or of
persons engaged in transactions with respect to such securities, or reporting by a commodity
pool. [As added by Act of October 23, 1974 (Commodity Futures Trading Commission Act of
1974), Sec. 203, 88 Stat. 1397, effective July 18, 1975, pursuant to CFTC action under Act of
April 16, 1975, Sec. 1(c), 89 Stat. 77; as amended by Act of September 30, 1978 (Futures
Trading Act of 1978), effective October 1, 1978, Sec. 8, 92 Stat. 865, 870; Act of January 11,
1983 (Futures Trading Act of 1982), effective January 11, 1983, Sec. 103, 96 Stat. 2294,
2296—2297.]

01 1983 amendment.—For historical com-
ment on amendments made by the Futures Trad-
ing Act of 1982, see 7762.001.

g 1171]

[COMMODITY TRADING ADVISORS AND COMMODITY POOL
OPERATORS—REGISTRATION PROCEDURE]

Sec. 4n. (1) Any commodity trading advisor or commadity pool operator, or any person
who contemplates becoming & commodity trading advisor or commodity pool operator, may
register under this Act by filing an application with the Commission. Such application shall

_¢ontainTsuch information, in such form and detail, 25 the Commission may, by .rules and

}'_.feg-glatidns,“'bfescr'ibe -as necessary or appropriate in the public interest, including the

" {ollowing:

'7-‘ ¥>-3i(A) the name and form of organization, including capital structure, under which the
40T applicant engages or intends to engage in business; the name of the State under the laws of
=¢ which he is organized; the location of his principal business office and branch offices, if any;

the names and addresses of all partners, officers, directors, and persons performing similar

functions, or, if the applicant be an individual, of such individual; and the number of
employees; :

(B) the education, the business affiliations for the past ten years, and the present
business - affiliations of the applicant and of his partners, officers, directors, and persons
performing similar functions and of any controlling person thereof;

(C) the nature of the business of the applicant, including the manner of giving advice
and rendering of analyses or reports;

(D) the nature and scope of the authority of the applicant with respect to clients’ funds
and accounts;

(E) the basis upon which the applicant is or will be compensated; and

(F) such other information as the Commission may require to determine whether the
applicant is qualified {or registration.

[Renewal of Registration]

(2) Each registration under this section shall expire on the 30th day of June of each year,
or at such other time, not less than one year from the effective date thereof, as the
Commission may by rule, regulation, or order prescribe, and shall be renewed upon applica-
tion therefor subject to the same requirements as in the case of an original application.

[Books and Records]

(2)(A) Every commodity trading advisor and commodity pool operator registered under
this Act shall maintain books and records and file such reports in such form and manner as
may be prescribed by the Commission. All such books and records shall be kept for a period of
at least three years, or longer if the Commission 50 directs, and shall be open to inspection by
any representative of the Commission or the Department of Justice. Upon the request of the
Commission, a registered commodity trading advisor or commodity pool operator shall
furnish the name and address of each client, subscriber, or participant, and submit samples or
copies of all reports, letters, circulars, memorandums, publications, writings, or other litera-
ture or advice distributed to clients, subscribers, or participants, or prospective clients,
subscribers, or participants.
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to such applicants to ¢
other provision of this
terms and conditions a:
to any written proficie

[Statements of Account] ?gr;‘::;tgf:ii'i;:‘;’:si

(4) Every commodity pool operator shall regularly furnish statements of account to each 4§ .t whorn such indivi
participant in his operations. Such statements shall be in such form and manner as may be ~ EE it Sing Commission
prescribed by the Commission and shall include complete information as to the current status Tra 'Sgd Ly Act of Jz
of all trading accounts in which such participant has an interest. [Sec. 4n, as added by Act of amen gec 515, 96 S
October 23, 1974 (Commodity Futures Trading Commission Act of 1974), Sec. 205, 88 Stat. 1983, & Act o 1995
1397, effective July 18, 1975, pursuant to CFTC action under Sec. 1(c), 89 Stat. 77; as Pradlgzboﬂ
amended by Act of September 30, 1978 (Futures Trading Act of 1978), effective October 1, 3590, 3607
1978, Sec. 9(1), (2), and (3), 92 Stat. 865, 870; Act of January 11, 1983 (Futures Trading Act 01 1983 a;]nend;n;:td:
of 1982), effective January 11, 1983, Sec. 213, 96 Stat. 2294, 2305.] &;n;;no?rlngglr:::ﬂbﬂﬁ.

01 1978 amendment—For historical com- 02 1983 amendment.—For historical co;ﬁ.@ ; " 1192]

ment on amendments made by the Futures Trad-  ment on amendments made by the Futures Trad-%
ing Act of 1978, see 17655.001, 7685.001, ing Act of 1982, =ee {7655.001, 7685.001,% (b) The Commiss

(B) Unless otherwise authorized by the Commission by rule or regulation, all commeodity
trading advisors and commodity pool operators shall make a full’and complete disclosure to
their subscribers, clients, or participants of all futures market pesitions taken or held by the
individual principals of their organization.

A

A4

&

7705.001, 7715.001, 7765.001, and 7795.001. 7705.001, 7715.001, 7765.001, and 7795.001. ‘ after receiving such
' JTR— L ! . attend periodic traini
[1] 118]] ’ [FRAUDULENT TRANSACTIONS PRO}-_“BITED] t0 the public under it

of trade, any rule’or
market, registered Tv
% dpplicable Fede =
_ (Futifres Tradi 7 T

lgg‘-', :.n-g) . ];Q‘6§t‘?:15-£5‘-
% 01 1992 amendment

" ment on amendments ma:
¢ ing Practices Act of 1992,

[§1201]
Sec. 5. The Co
trade as a “‘contract

"Sec. 40. (1) It shall be unlawful for a commodity trading advisor, associated person of a
commodity trading advisor, commodity pool operator, or associated person of 2 commodity
pool operator by use of the mails or any means or instrumentality of interstate commerce,
directly or indirectly— .

(A).to-employ .any device,; scheme, or artifice to defraud any client or participant or
prospective client or participant; or

(B) to engage in any transaction, practice, or course of business which operates as a fraud
or deceit upon any client or participant or prospective client or participant. &

(2) It shall be unlawful for any commodity trading advisor, associated p:e_r_gon of a
commodity trading advisor, commodity pool operator, or associated person of a commodity
pool operator registered under this Act to represent or imply in any manner whatsoever that
such person has been sponsored, recommended, or approved, or that such person’s abilities or carries out the follov
qualifications have in any respect been passed upon, by the United States or any agency or 2 When
officer thereof. This section shall not be construed to prohibit a statement that a person is 2K (1) . t{'x
registered under this Act as a commodity trading advisor, associated person of a commodity wE specified :ﬂn_ SE
trading advisor, commodity pool operator, or associated person of a commodity pool operator, k1 such board 15
if such statement is true in fact and if the effect of such registration is not misrepresented.
[Sec. 40, as added by Act of October 23, 1974 (Commodity Futures Trading Commission Act
of 1974), Sec, 205, 88 Stat. 1397, effective July 18, 1975, pursuant to CFTC action tzken
under Act of April 16, 1975, Sec. 1(c), 89 Stat. 77; as amended by Act of September 30, 1978
(Futures Trading Act of 1978), effective October 1, 1978, Sec. 10, 92 Stat. 865, 870; Act of
January 11, 1983 (Futures Trading Act of 1982), effective January 11, 1983, Sec. 214, 96

general value ¢
of such comm
inspection serv
purpose: Prov:
“coniract mar
such contracts
the Commissio

Stat. 2294, 2305.] ‘f Cornmisstnrl A

01 1978 amendment.—For historical com- .02 1983 amendment.—For thistorical com- L iOc,toberf:l EEL
ment on amendments made by the Futures Trad- ment on amendments made by the Futures Trad- ) Sec: 201, P-
ing Act of 1978, see 1 10,625.001. ing Act of 1982, see ] 10,625.001. 01 1974 amendmen
added . the .words 'or- tl

[91191] [FITNESS STANDARDS] > words £Secretary of Ag

the word "Commission’

Sec. 4p. (2) The Commission may specify by rules and regulations appropriate standards
~ of Agriculture”.

with respect to training, experience, and such other qualifications as the Commission finds
necessary or desirable to insure the {itness of persons required to be registered with the
Commission. In connection therewith, the Comnmission may prescribe by rules and regulations
the adoption of written proficiency exarninations to be given to applicants for registration
and the establishment of reasonable fees to be charged to such applicants to cover the
administration of such examinations, The Commission may [urther prescribe by rules and

B ) whes
" “bpard of any
_with the rule

regulations that, in lieu of examinations administered by the Commission, futures associa- be preicflt::)(

tions registered under section 17 of this Act or contract markets may adopt written entered r_'mns

proficiency examinations to be given to applicants for registration, and charge reasonable {ees ) transactio
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permitted, the Commission shall {urther determine the terms, conditions, and circumstances
under which such trades shall be conducted: Provided, That any such determination, at a
minimum, shall take into account the effect upon the liquidity of trading of each market: And
provided further, That nothing herein shall be construed to prohibit the Commission from
making separate determinations for different contract markets when such are warranted in
the judgment of the Cornmission, or to prohibit contract markets from setting terms and
conditions more restrictive than those set by the Commission. [As added by Act of October
23, 1974 (Commodity Futures Trading Commission Act of 1974), effective April 21, 1975,
Sec. 203, 88 Stat. 1396; as amended by Act of April 16, 1975, Sec. 2, P.L. 94-16, 89 Stat. 77,
Act of Qctober 28, 1992 (Futures Trading Practices Act of 1992), effective October 28, 1992,
Sec. 101, P.L. 102-546, 106 Stat. 3590, 3591.]

.01 1992 amendment.~~For historical com-
ment on amendments made by the Futures Trad-
ing Practices Act of 1992, see § 12,955.001.

[91133] [Restrictions on Trading Among Members of Broker Associations]

(d)(1) Except as provided in paragraph (2), a floor broker may not execute an order of 2
customer if such floor broker knows the opposite party to the transaction to be a2 floor broker
or {loor trader with whom such trader or broker has a relationship involving trading on such
contract market as—

(A) a partner in a partnership;

(B) an employer or employee; or

(C) such other affiliation as the Commission may specify by rule.

(2) Paragraph (1) shall not apply—

(A) if the Commission has adopted rules that the Commission certifies to Congress
require procedures and standards designed to prevent violations of this Act attributable
to the trading described in paragraph (1); or

(B) to any contract market that has implemented rules designed to prevent viola-
tions of this Act attributable to the trading described in paragraph (1), except that, if
the Commission determines, by rule or order, that such rules are not adequate to prevent
such violations, paragraph (1) shall become effective with respect to such contract
market after a reasonable period determined by the Commission. [As added by Act of
October 28, 1992 (Futures Trading Practices Act of 1992), effective October 28, 1992,
Sec. 102, P.L. 102-546, 106 Stat. 3590, 3594.]

01 1992 amendment.—For historical com-
ment on amendments made by the Futures Trad-
ing Practices Act of 1992, see § 12,960.001.

[$1141] . .  [REGISTRATION OF ASSOCIATED PERSONS]

J" .S_e_c_._ﬁ_k_.J(l) It shall be unlawful for zny person to be associated with a futures
comnmission merchant as a partner, officer, or employee, or to be associated with an
introducing broker as a partner, officer, employee, or agent (or any person occupying a
similar status or performing similar functions), in any capacity that invelves (i) the solicita-
tion or acceptance of customers’ orders (other than in a clerical capacity) or (i) the
supervision of any person or persons so engaged, unless such person is registered with the
Commission under this Act as an associated person of such futures commission merchant or of
such introducing broker and such registration shall not have expired, been suspended (and the
period of suspension has not expired), or been revoked. It shall be unlawful for & futures
commission merchant or introducing broker to permit such a person to become or remain
associated with the futures commission merchant or introducing broker in any such capacity
if such futures commission merchant or introducing broker knew or should have known that
such person was not so registered or that such registration had expired, been suspended (znd
the period of suspension has not expired), or been revoked. Any individual who is registered as
a floor broker, futures commission merchant, or introducing broker (and such registration is
not suspended or revoked) need not also register under this subsection. [As added by Act of
October 23, 1974 (Commedity Futures Trading Commission Act of 1974), Sec. 204, 88 Stat.
1396, effective July 18, 1975, pwsuant to CFTC action under Sec. 1(c), 89 Stat. 77; as
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(2) It shall be unlawful for
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of persons from having to reci
added by Act of April 16, 197 %
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869-870; Act of January 11, 162
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