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risk because the combined total of 1,000,000
bushels of CBOT Wheat Referenced Contracts
sold by Company A and Company B does not
exceed the 1,000,000 bushels of wheat that is
owned by Company A. The risk exposure for
Company A and B results from a potential
change in the value of wheat.

9. REPURCHASE AGREEMENTS

a. Fact Pattern: When Elevator A purchased
500,000 bushels of wheat in April it decided to
reduce its price risk by selling the quantity
equivalent of 500,000 bushels of CBOT Wheat
Referenced Contracts. Because the price of
wheat has steadily risen since April, Eleva-
tor A has had to make substantial mainte-
nance margin payments. To alleviate its
concern about further margin payments, Ele-
vator A decides to enter into a repurchase
agreement with Bank B. The repurchase
agreement involves two separate contracts:
A fixed-price sale from Elevator A to Bank B
at today’s spot price; and an open-priced pur-
chase agreement that will allow Elevator A
to repurchase the wheat from Bank B at the
prevailing spot price three months from now.
Because Bank B obtains title to the wheat
under the fixed-price purchase agreement, it
is exposed to price risk should the price of
wheat drop. It therefore decides to sell the
quantity equivalent of 500,000 bushels of
CBOT Wheat Referenced Contracts.

Analysis: Bank B’s hedging transaction
meets the general requirements for bona fide
hedging transactions (§§151.5(a)(1)(i)—(iii))
and the specific provisions for owning the
cash commodity (§151.5(a)(2)(i)). The sale of
Referenced Contracts by Bank B is a sub-
stitute for a transaction to be taken at a
later time in the physical marketing channel
either to Elevator A or to another commer-
cial party. The transaction is economically
appropriate to the reduction of risk in the
conduct and management of the commercial
enterprise of Bank B because the notional
quantity of Referenced Contracts sold by
Bank B is not larger than the quantity of
cash wheat purchased by Bank B. Finally,
the purchase of CBOT Wheat Referenced
Contracts reduces the risk associated with
owning cash wheat.

10. INVENTORY

a. Fact Pattern: Copper Wire Fabricator A
is concerned about possible reductions in the
price of copper. Currently it is November and
it owns inventory of 100,000 pounds of copper
and 50,000 pounds of finished copper wire.
Currently, deferred futures prices are lower
than the nearby futures price. Copper Wire
Fabricator A expects to sell 150,000 pounds of
finished copper wire in February. To reduce
its price risk, Copper Wire Fabricator A sells
150,000 pounds of February COMEX Copper
Referenced Contracts.
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Analysis: The Copper Wire Fabricator A’s
hedging transaction meets the general re-
quirements for bona fide hedging trans-
actions (§§1561.5(a)(1)(i)—(iii)) and the provi-
sions for owning a commodity
(§151.5(a)(2)(1)(A)). The sale of Referenced
Contracts represents a substitute for trans-
actions to be taken at a later time. The
transactions are economically appropriate to
the reduction of risk in the conduct and
management of the commercial enterprise
because the price of copper could drop fur-
ther. The transactions in Referenced Con-
tracts arise from a possible reduction in the
value of the inventory that it owns.
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§155.1 Definitions.

For purposes of this part, the term
affiliated person of a futures commis-
sion merchant or of an introducing
broker means any general partner, offi-
cer, director, owner of more than ten
percent of the equity interest, associ-
ated person or employee of the futures
commission merchant or of the intro-
ducing broker, and any relative or
spouse of any of the foregoing persons,
or any relative of such spouse, who
shares the same home as any of the
foregoing persons.

(Approved by the Office of Management and
Budget under control numbers 3038-0007 and
3038-0022)

[46 FR 63036, Dec. 30, 1981, and 48 FR 35304,
Aug. 3, 1983]

§155.2 Trading standards for floor
brokers.

Each contract market shall adopt
and submit to the Commission for ap-
proval pursuant to section 5a(a)(12)(A)
of the Act and §1.41 of this chapter, a
set of rules which shall, at a minimum,
with respect to each member of the
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contract market acting as a floor
broker:

(a) Prohibit such member from pur-
chasing any commodity for future de-
livery, purchasing any call option, or
selling any put option, for his own ac-
count or for any account in which he
has an interest, while holding an order
of another person for the (1) purchase
of any future, (2) purchase of any call
option, or (3) sale of any put option, in
the same commodity which is execut-
able at the market price or at the price
at which such purchase or sale can be
made for the member’s own account or
any account in which he has an inter-
est.

(b) Prohibit such member from sell-
ing any commodity for future delivery,
selling any call option, or purchasing
any put option, for his own account or
for any account in which he has an in-
terest, while holding an order of an-
other person for the (1) sale of any fu-
ture, (2) sale of any call option, or (3)
purchase of any put option, in the same
commodity which is executable at the
market price or at the price at which
such sale or purchase can be made for
the member’s own account or any ac-
count in which he has an interest.

(c) Prohibit such member from exe-
cuting any transaction for any account
of another person for which buying
and/or selling orders can be placed or
originated, or for which transactions
can be executed, by such member with-
out the prior specific consent of the ac-
count owner, regardless of whether the
general authorization for such orders
or transactions is pursuant to a writ-
ten agreement, except that orders for
such an account may be placed with
another member for execution.

(d) Prohibit such member from dis-
closing at any time that he is holding
an order of another person or from di-
vulging any order revealed to him by
reason of his relationship to such other
person, except pursuant to paragraph
(c) of this section or at the request of
an authorized representative of the
Commission or the contract market.

(e) Prohibit such member from tak-
ing, directly or indirectly, the other
side of any order of another person re-
vealed to him by reason of his relation-
ship to such other person, except with
such other person’s prior consent and

§155.2

in conformity with contract market
rules approved by the Commission.

(f) Prohibit such member from mak-
ing any purchase or sale which has
been directly or indirectly pre-
arranged.

(g) Prohibit such member from allo-
cating trades among accounts except in
accordance with rules of the contract
market which have been approved by
the Commission.

(h) Prohibit such member from with-
holding or withdrawing from the mar-
ket any order or part of an order of an-
other person for the convenience of an-
other member.

(i) Require that every execution of a
transaction on the floor by such mem-
ber be confirmed promptly with the op-
posite floor broker or floor trader; such
confirmation shall identify price or
premium, quantity, future or com-
modity option and respective clearing
members. In the event a contract mar-
ket cannot require prompt identifica-
tion of respective clearing members
without seriously disrupting the func-
tions of its marketplace, the contract
market may petition the Commission
for exemption from this requirement.
Such petition shall include:

(1) An explanation of why the con-
tract market cannot require the
prompt identification of respective
clearing members without seriously
disrupting the functions of its market-
place, and

(2) A proposed contract market rule
which will insure that the opposite
sides of every trade executed on the
contract market can be effectively
matched and will be accepted by a
clearing member for clearance or will
be otherwise sufficiently guaranteed.

The Commission may, in its discretion
and upon such terms and conditions as
it deems appropriate, grant such peti-
tion for exemption upon finding that
the functions of the contract market
may be seriously disrupted by requir-
ing the prompt identification of respec-
tive clearing members and that the
contract market appears to have ade-
quately insured that every trade exe-
cuted thereon can be effectively
matched and will be accepted by a
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clearing member for clearance or will
be otherwise sufficiently guaranteed.

(Approved by the Office of Management and
Budget under control numbers 3038-0007 and
3038-0022)

(Secs. 2(a)(1), 4c(a)-(d), 4d, 4f, 4g, 4k, 4m, 4n,
8a, 15 and 17, Commodity Exchange Act (7
U.S.C. 2, 4, 6¢c(a)~(d), 6f, 6g, 6k, 6m, 6n, 12a, 19
and 21; 5 U.S.C. 552 and 552b))

[41 FR 56142, Dec. 23, 1976, as amended at 46
FR 54534, Nov. 3, 1981; 46 FR 63036, Dec. 30,
1981; 47 FR 57020, Dec. 22, 1982; 59 FR 5528,
Feb. 7, 1994]

§155.3 Trading standards for futures
commission merchants.

(a) Each futures commission mer-
chant shall, at a minimum, establish
and enforce internal rules, procedures
and controls to:

(1) Insure, to the extent possible,
that each order received from a cus-
tomer or from an option customer
which is executable at or near the mar-
ket price is transmitted to the floor of
the appropriate contract market before
any order in any future or in any com-
modity option in the same commodity
for any proprietary account, any other
account in whch an affiliated person
has an interest, or any account for
which an affiliated person may origi-
nate orders without the prior specific
consent of the account owner, if the af-
filiated person has gained knowledge of
the customer’s or option customer’s
order prior to the transmission to the
floor of the appropriate contract mar-
ket of the order for a proprietary ac-
count, an account in which the affili-
ated person has an interest, or an ac-
count in which the affiliated person
may originate orders without the prior
specific consent of the account owner;
and

(2) Prevent affiliated persons from
placing orders, directly or indirectly,
with another futures commission mer-
chant in a manner designed to cir-
cumvent the provisions of paragraph
(a)(1) of this section.

(b) No futures commission merchant
or any of its affiliated persons shall:

(1) Disclose that an order of another
person is being held by the futures
commission merchant or any of its af-
filiated persons, unless such disclosure
is necessary to the effective execution
of such order or is made at the request
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of an authorized representative of the
Commission, the contract market on
which such order is to be executed, or
a futures association registered with
the Commission pursuant to section 17
of the Act; or

(2)(i) Knowingly take, directly or in-
directly, the other side of any order of
another person revealed to the futures
commission merchant or any of its af-
filiated persons by reason of their rela-
tionship to such other person, except
with such other person’s prior consent
and in conformity with contract mar-
ket rules approved by or certified to
the Commission.

(ii) In the case of a customer who
does not qualify as an ‘‘institutional
customer” as defined in §1.3(g) of this
chapter, a futures commission mer-
chant must obtain the customer’s prior
consent through a signed acknowledg-
ment, which may be accomplished in
accordance with §1.55(d) of this chap-
ter.

(c) No futures commission merchant
shall knowingly handle the account of
any affiliated person of another futures
commission merchant or of an intro-
ducing broker unless the futures com-
mission merchant:

(1) Receives written authorization
from a person designated by such other
futures commission merchant or intro-
ducing broker with responsibility for
the surveillance over such account pur-
suant to paragraph (a)(2) of this section
or §155.4 (a)(2), respectively;

(2) Prepares immediately upon re-
ceipt of an order for such account a
written record of such order, including
the account identification and order
number, and records thereon, by time-
stamp or other timing device, the date
and time, to the nearest minute, the
order is received; and

(3) Transmits on a regular basis to
such other futures commission mer-
chant or introducing broker copies of
all statements for such account and of
all written records prepared upon the
receipt of orders for such account pur-
suant to paragraph (c)(2) of this sec-
tion.

(d) No affiliated person of a futures
commission merchant shall have an ac-
count, directly or indirectly, with an-
other futures commission merchant
unless:
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(1) Such affiliated person receives
written authorization to maintain such
an account from a person designated by
the futures commission merchant with
which such person is affiliated with re-
sponsibility for the surveillance over
such account pursuant to paragraph
(a)(2) of this section; and

(2) Copies of all statements for such
account and of all written records pre-
pared by such other futures commis-
sion merchant upon receipt of orders
for such account pursuant to paragraph
(c)(2) of this section are transmitted on
a regular basis to the future commis-
sion merchant with which such person
is affiliated.

(Approved by the Office of Management and
Budget under control numbers 3038-0007 and
3038-0022)

(Secs. 2(a)(1), 4c(a)-(d), 4d, 4f, 4g, 4k, 4m, 4n,
8a, 15 and 17, Commodity Exchange Act (7
U.S.C. 2, 4, 6c(a)—~(d), 6f, 6g, 6k, 6m, 6n, 12a, 19
and 21; 5 U.S.C. 552 and 552b))

[41 FR 56142, Dec. 23, 1976, as amended at 44
FR 71821, Dec. 12, 1979; 46 FR 54535, Nov. 3,
1981; 46 FR 63036, Dec. 30, 1981; 47 FR 57020,
Dec. 22, 1982; 48 FR 35304, Aug. 3, 1983; 66 FR
53523, Oct. 23, 2001; 70 FR 5924, Feb. 4, 2005]

§155.4 Trading standards for
ducing brokers.

(a) Bach introducing broker shall, at
a minimum, establish and enforce in-
ternal rules, procedures and controls
to:

(1) Insure, to the extent possible,
that each order received from a cus-
tomer or from an option customer
which is executable at or near the mar-
ket price is transmitted to the futures
commission merchant carrying the ac-
count of the customer or option cus-
tomer before any order in any future or
in any commodity option in the same
commodity for any proprietary ac-
count, any other account in which an
affiliated person has an interest, or any
account for which an affiliated person
may originate orders without the prior
specific consent of the account owner,
if the affiliated person has gained
knowledge of the customer’s or option
customer’s order prior to the trans-
mission to the floor of the appropriate
contract market of the order for a pro-
prietary account, an account in which
the affiliated person has an interest, or
an account in which the affiliated per-

intro-

§155.4

son may originate orders without the
prior specific consent of the account
owner; and

(2) Prevent affiliated persons from
placing orders, directly or indirectly,
with any futures commission merchant
in a manner designed to circumvent
the provisions of paragraph (a)(1) of
this section.

(b) No introducing broker or any of
its affiliated persons shall:

(1) Disclose that an order of another
person is being held by the introducing
broker or any of its affiliated persons,
unless such disclosure is necessary to
the effective execution of such order or
is made at the request of an authorized
representative of the Commaission, the
contract market on which such order is
to be executed, or a futures association
registered with the Commission pursu-
ant to section 17 of the Act; or

(2)(i) Knowingly take, directly or in-
directly, the other side of any order of
another person revealed to the intro-
ducing broker or any of its affiliated
persons by reason of their relationship
to such other person, except with such
other persons’s prior consent and in
conformity with contract market rules
approved by or certified to the Com-
mission.

(ii) In the case of a customer who
does not qualify as an ‘‘institutional
customer’’ as defined in §1.3(g) of this
chapter, an introducing broker must
obtain the customer’s prior consent
through a signed acknowledgment,
which may be accomplished in accord-
ance with §1.55(d) of this chapter.

(c) No affiliated person of an intro-
ducing broker shall have an account,
directly or indirectly, with any futures
commission merchant unless:

(1) Such affiliated person receives
written authorization to maintain such
an account from a person designated by
the introducing broker with which
such person is affiliated with responsi-
bility for the surveillance over such ac-
count pursuant to paragraph (a)(2) of
this section; and

(2) Copies of all statements for such
account and of all written records pre-
pared by such futures commission mer-
chant upon receipt of orders for such
account pursuant to §155.3(c)(2) are
transmitted on a regular basis to the
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introducing broker with which such
person is affiliated.

[48 FR 35304, Aug. 3, 1983, as amended at 66
FR 535623, Oct. 23, 2001; 70 FR 5924, Feb. 4,
2005]

§155.5 [Reserved]

§155.6 Trading standards for the
transaction of business on reg-
istered derivatives transaction exe-
cution facilities.

(a) A futures commission merchant,
or affiliated person thereof,
transacting business on behalf of a cus-
tomer who does not qualify as an ‘‘in-
stitutional customer” as defined in
§1.3(g) of this chapter on a registered
derivatives transaction execution facil-
ity shall comply with the provisions of
§155.3.

(b) No futures commission merchant,
introducing broker or affiliated person
thereof shall misuse knowledge of any
institutional customer’s order for exe-
cution on a registered derivatives
transaction execution facility.

[66 FR 53523, Oct. 23, 2001]

§155.10 Exemptions.

Except as otherwise provided in this
part, the Commission may, in its dis-
cretion and upon such terms and condi-
tions as it deems appropriate, exempt
any contract market or other person
from any of the provisions of this part.

(Approved by the Office of Management and
Budget under control numbers 3038-0007 and
3038-0022)

[41 FR 56142, Dec. 23, 1976, as amended at 46
FR 63036, Dec. 30, 1981]
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Broker Association
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§156.1 Definition.

For the purposes of this part, the
term broker association as applied to
each board of trade shall include two or
more contract market members with
floor trading privileges, of whom at
least one is acting as a floor broker,
who: (1) Engage in floor brokerage ac-
tivity on behalf of the same employer,
(2) have an employer and employee re-
lationship which relates to floor bro-
kerage activity, (3) share profits and
losses associated with their brokerage
or trading activity, or (4) regularly
share a deck of orders.

§156.2 Registration of broker associa-
tion.

(a) Registration required. It shall be
unlawful for any member of a broker
association to receive or to execute an
order unless the broker association is
registered with the appropriate con-
tract market in accordance with part
(b) of this section.

(b) Contract market rules required.
Each contract market must adopt and
maintain in effect rules, which have
been submitted to the Commission pur-
suant to section 5a(a)(12)(A) of the Act
and Commission Regulation 1.41, that,
at a minimum, (1) define the term
“broker association’ to include the re-
lationships set forth in §156.1 of this
part, (2) prohibit conduct described in
paragraph (a) of this section, and (3) re-
quire registration of each relationship
defined by its rules as a broker associa-
tion no later than 10 days after estab-
lishment of such relationship. Contract
market records of registration shall in-
clude the following information with
respect to each broker association, if
applicable:

(i) Name;

(ii) Form of organization, e.g., part-
nership, corporation, trust, etc.;

(iii) Name of each person who is a
member or otherwise has a direct bene-
ficial interest in the association;

(iv) Badge symbols and numbers for
all members;

(v) Account numbers for all accounts
of any member, accounts in which any
member(s) has an interest, and any
proprietary or customer accounts con-
trolled by any member(s);
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