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APPENDIX A TO PART 151—SPOT-MONTH POSITION LIMITS 

Contract 
Referenced 

contract spot- 
month limit 

Agricultural Referenced Contracts 

ICE Futures U.S. Cocoa ..................................................................................................................................... 1,000 
ICE Futures U.S. Coffee C ................................................................................................................................. 500 
Chicago Board of Trade Corn ............................................................................................................................. 600 
ICE Futures U.S. Cotton No. 2 ........................................................................................................................... 300 
ICE Futures U.S. FCOJ–A .................................................................................................................................. 300 
Chicago Mercantile Exchange Class III Milk ...................................................................................................... 1,500 
Chicago Mercantile Exchange Feeder Cattle ..................................................................................................... 300 
Chicago Mercantile Exchange Lean Hog ........................................................................................................... 950 
Chicago Mercantile Exchange Live Cattle .......................................................................................................... 450 
Chicago Board of Trade Oats ............................................................................................................................. 600 
Chicago Board of Trade Rough Rice .................................................................................................................. 600 
Chicago Board of Trade Soybeans ..................................................................................................................... 600 
Chicago Board of Trade Soybean Meal ............................................................................................................. 720 
Chicago Board of Trade Soybean Oil ................................................................................................................. 540 
ICE Futures U.S. Sugar No. 11 .......................................................................................................................... 5,000 
ICE Futures U.S. Sugar No. 16 .......................................................................................................................... 1,000 
Chicago Board of Trade Wheat .......................................................................................................................... 600 
Minneapolis Grain Exchange Hard Red Spring Wheat ...................................................................................... 600 
Kansas City Board of Trade Hard Winter Wheat ............................................................................................... 600 

Metal Referenced Contracts 

Commodity Exchange, Inc. Copper .................................................................................................................... 1,200 
New York Mercantile Exchange Palladium ......................................................................................................... 650 
New York Mercantile Exchange Platinum ........................................................................................................... 500 
Commodity Exchange, Inc. Gold ........................................................................................................................ 3,000 
Commodity Exchange, Inc. Silver ....................................................................................................................... 1,500 

Energy Referenced Contracts 

New York Mercantile Exchange Light Sweet Crude Oil ..................................................................................... 3,000 
New York Mercantile Exchange New York Harbor Gasoline Blendstock .......................................................... 1,000 
New York Mercantile Exchange Henry Hub Natural Gas ................................................................................... 1,000 
New York Mercantile Exchange New York Harbor Heating Oil ......................................................................... 1,000 

APPENDIX B TO PART 151—EXAMPLES OF 
BONA FIDE HEDGING TRANSACTIONS 
AND POSITIONS 

A non-exhaustive list of examples of bona 
fide hedging transactions or positions under 
§ 151.5 is presented below. A transaction or 
position qualifies as a bona fide hedging 
transaction or position when it meets the re-
quirements under § 151.5(a)(1) and one of the 
enumerated provisions under § 151.5(a)(2). 
With respect to a transaction or position 
that does not fall within an example in this 
Appendix, a person seeking to rely on a bona 
fide hedging exemption under § 151.5 may 
seek guidance from the Division of Market 
Oversight. 

1. ROYALTY PAYMENTS 

a. Fact Pattern: In order to develop an oil 
field, Company A approaches Bank B for fi-
nancing. To facilitate the loan, Bank B first 
establishes an independent legal entity com-
monly known as a special purpose vehicle 
(SPV). Bank B then provides a loan to the 
SPV. Payments of principal and interest 
from the SPV to the Bank are based on a 

fixed price for crude oil. The SPV in turn 
makes a production loan to Company A. The 
terms of the production loan require Com-
pany A to provide the SPV with volumetric 
production payments (VPPs) based on the 
SPV’s share of the production and the pre-
vailing price of crude oil. Because the price 
of crude may fall, the SPV reduces that risk 
by entering into a NYMEX Light Sweet 
Crude Oil crude oil swap with Swap Dealer C. 
The swap requires the SPV to pay Swap 
Dealer C the floating price of crude oil and 
for Swap Dealer C to pay a fixed price. The 
notional quantity for the swap is equal to 
the expected production underlying the 
VPPs to the SPV. 

Analysis: The swap between Swap Dealer C 
and the SPV meets the general requirements 
for bona fide hedging transactions 
(§ 151.5(a)(1)(i)–(iii)) and the specific require-
ments for royalty payments (§ 151.5(a)(2)(vi)). 
The VPPs that the SPV receives represent 
anticipated royalty payments from the oil 
field’s production. The swap represents a 
substitute for transactions to be made in the 
physical marketing channel. The SPV’s swap 
position qualifies as a hedge because it is 
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521 Put-call parity describes the mathe-
matical relationship between price of a put 
and call with identical strike prices and 
expiry. 

economically appropriate to the reduction of 
risk. The SPV is reasonably certain that the 
notional quantity of the swap is equal to the 
expected production underlying the VPPs. 
The swap reduces the risk associated with a 
change in value of a royalty asset. The fluc-
tuations in value of the SPV’s anticipated 
royalties are substantially related to the 
fluctuations in value of the NYMEX Light 
Sweet Crude Oil Referenced Contract swap 
with Swap Dealer C. The risk-reducing posi-
tion will not qualify as a bona fide hedge in 
a physical-delivery Referenced Contract dur-
ing the spot month. 

b. Continuation of Fact Pattern: Swap Deal-
er C offsets the risk associated with the swap 
to the SPV by selling Referenced Contracts. 
The notional quantity of the Referenced 
Contracts sold by Swap Dealer C exactly 
matches the notional quantity of the swap 
with the SPV. 

Analysis: Because the SPV enters the swap 
as a bona fide hedger under § 151.5(a)(2)(vi), 
the offset of the risk of the swap in a Ref-
erenced Contract by Swap Dealer C qualifies 
as a bona fide hedging transaction under 
§ 151.5(a)(3). As provided in § 151.5(a)(3), the 
risk reducing position of Swap Dealer C does 
not qualify as a bona fide hedge in a phys-
ical-delivery Referenced Contract during the 
spot month. 

2. SOVEREIGNS 

a. Fact Pattern: A Sovereign induces a 
farmer to sell his anticipated production of 
100,000 bushels of corn forward to User A at 
a fixed price for delivery during the expected 
harvest. In return for the farmer entering 
into the fixed-price forward sale, the Sov-
ereign agrees to pay the farmer the dif-
ference between the market price at the 
time of harvest and the price of the fixed- 
price forward, in the event that the market 
price is above the price of the forward. The 
fixed-price forward sale of 100,000 bushels of 
corn reduces the farmer’s downside price risk 
associated with his anticipated agricultural 
production. The Sovereign faces commodity 
price risk as it stands ready to pay the farm-
er the difference between the market price 
and the price of the fixed-price contract. To 
reduce that risk, the Sovereign purchases 
100,000 bushels of Chicago Board of Trade 
(‘‘CBOT’’) Corn Referenced Contract call op-
tions. 

Analysis: Because the Sovereign and the 
farmer are acting together pursuant to an 
express agreement, the aggregation provi-
sions of § 151.7 and § 151.5(b) apply and they 
are treated as a single person. Taking the po-
sitions of the Sovereign and farmer jointly, 
the risk profile of the combination of the for-
ward sale and the long call is approximately 
equivalent to the risk profile of a synthetic 

long put.521 A synthetic long put may be a 
bona fide hedge for anticipated production. 
Thus, that single person satisfies the general 
requirements for bona fide hedging trans-
actions (§ 151.5(a)(1)(i)–(iii)) and specific re-
quirements for anticipated agricultural pro-
duction (§ 151.5(a)(2)(i)(B)). The synthetic 
long put is a substitute for transactions that 
the farmer will make at a later time in the 
physical marketing channel after the crop is 
harvested. The synthetic long put reduces 
the price risk associated with anticipated ag-
ricultural production. The size of the hedge 
is equivalent to the size of the Sovereign’s 
risk exposure. As provided under 
§ 151.5(a)(2)(i)(B), the Sovereign’s risk-reduc-
ing position will not qualify as a bona fide 
hedge in a physical-delivery Referenced Con-
tract during the last five trading days. 

3. SERVICES 

a. Fact Pattern: Company A enters into a 
risk service agreement to drill an oil well 
with Company B. The risk service agreement 
provides that a portion of the revenue re-
ceipts to Company A depends on the value of 
the oil produced. Company A is concerned 
that the price of oil may fall resulting in 
lower anticipated revenues from the risk 
service agreement. To reduce that risk, Com-
pany A sells 5,000 NYMEX Light Sweet Crude 
Oil Referenced Contracts, which is equiva-
lent to the firm’s anticipated share of the oil 
produced. 

Analysis: Company A’s hedge of a portion 
of its revenue stream from the risk service 
agreement meets the general requirements 
for bona fide hedging (§ 151.5(a)(1)(i)–(iii)) and 
the specific provisions for services 
(§ 151.5(a)(2)(vii)). Selling NYMEX Light 
Sweet Crude Oil Referenced Contracts is a 
substitute for transactions to be taken at a 
later time in the physical marketing channel 
once the oil is produced. The Referenced 
Contracts sold by Company A are economi-
cally appropriate to the reduction of risk be-
cause the total notional quantity of the Ref-
erenced Contracts sold by Company A equals 
its share of the expected quantity of future 
production under the risk service agreement. 
Because the price of oil may fall, the trans-
actions in Referenced Contracts arise from a 
potential reduction in the value of the serv-
ice that Company A is providing to Company 
B. The contract for services involves the pro-
duction of a commodity underlying the 
NYMEX Exchange Light Sweet Crude Oil 
Referenced Contract. As provided under 
§ 151.5(a)(2)(vii), the risk reducing position 
will not qualify as a bona fide hedge during 
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522 Note that in addition to the use of Ref-
erenced Contracts, Producer A could have 
hedged this risk by using a basis contract, 
which is excluded from the definition of Ref-
erenced Contracts. 

the spot month of the physical-delivery Ref-
erenced Contract. 

b. Fact Pattern: A City contracts with Firm 
A to provide waste management services. 
The contract requires that the trucks used 
to transport the solid waste use natural gas 
as a power source. According to the contract, 
the City will pay for the cost of the natural 
gas used to transport the solid waste by 
Firm A. In the event that natural gas prices 
rise, the City’s waste transport expenses 
rise. To mitigate this risk, the City estab-
lishes a long position in NYMEX Natural Gas 
Referenced Contracts that is equivalent to 
the expected use of natural gas over the life 
of the service contract. 

Analysis: This transaction meets the gen-
eral requirements for bona fide hedging 
transaction (§ 151.5(a)(1)(i)–(iii)) and the spe-
cific provisions for services (§ 151.5(a)(2)(vii)). 
Because the City is responsible for paying 
the cash price for the natural gas used to 
power the trucks that transport the solid 
waste under the services agreement, the long 
hedge is a substitute for transactions to be 
taken at a later time in the physical mar-
keting channel. The transaction is economi-
cally appropriate to the reduction of risk be-
cause the total notional quantity of the posi-
tions Referenced Contracts purchased equals 
the expected use of natural gas over the life 
of the contract. The positions in Referenced 
Contracts reduce the risk associated with an 
increase in anticipated liabilities that the 
City may incur in the event that the price of 
natural gas increases. The service contract 
involves the use of a commodity underlying 
a Referenced Contract. As provided under 
§ 151.5(a)(2)(vii), the risk reducing position 
will not qualify as a bona fide hedge during 
the spot month of the physical-delivery Ref-
erenced Contract. 

c. Fact Pattern: Natural Gas Producer A in-
duces Pipeline Operator B to build a pipeline 
between Producer A’s natural gas wells and 
the Henry Hub pipeline interconnection by 
entering into a fixed-price contract for nat-
ural gas transportation that guarantees a 
specified quantity of gas to be transported 
over the pipeline. With the construction of 
the new pipeline, Producer A plans to deliver 
natural gas to Henry Hub at a price differen-
tial between his gas wells and Henry Hub 
that is higher than its transportation cost. 
Producer A is concerned, however, that the 
price differential may decline. To lock in the 
price differential, Producer A decides to sell 
outright NYMEX Henry Hub Natural Gas 
Referenced Contract cash-settled futures 
contracts and buy an outright swap that 
NYMEX Henry Hub Natural Gas at his gas 
wells. 

Analysis: This transaction satisfies the 
general requirements for a bona fide hedge 
exemption (§§ 151.5(a)(1)(i)–(iii)) and specific 

provisions for services (§ 151.5(a)(2)(vii)).522 
The hedge represents a substitute for trans-
actions to be taken in the future (e.g., selling 
natural gas at Henry Hub). The hedge is eco-
nomically appropriate to the reduction of 
risk that the location differential will de-
cline, provided the hedge is not larger than 
the quantity equivalent of the cash market 
commodity to be produced and transported. 
As provided under § 151.5(a)(2)(vii), the risk 
reducing position will not qualify as a bona 
fide hedge during the spot month of the 
physical-delivery Referenced Contract. 

4. LENDING A COMMODITY 

a. Fact Pattern: Bank B lends 1,000 ounces 
of gold to Jewelry Fabricator J at LIBOR 
plus a differential. Under the terms of the 
loan, Jewelry Fabricator J may later pur-
chase the gold at a differential to the pre-
vailing price of Commodity Exchange, Inc. 
(‘‘COMEX’’) Gold (i.e., an open-price pur-
chase agreement embedded in the terms of 
the loan). Jewelry Fabricator J intends to 
use the gold to make jewelry and reimburse 
Bank B for the loan using the proceeds from 
jewelry sales. Because Bank B is concerned 
about its potential loss if the price of gold 
drops, it reduces the risk of a potential loss 
in the value of the gold by selling COMEX 
Gold Referenced Contracts with an equiva-
lent notional quantity of 1,000 ounces of 
gold. 

Analysis: This transaction meets the gen-
eral bona fide hedge exemption requirements 
(§§ 151.5(a)(1)(i)–(iii)) and the specific require-
ments associated with owing a cash com-
modity (§ 151.5(a)(2)(i)). Bank B’s short hedge 
of the gold represents a substitute for a 
transaction to be made in the physical mar-
keting channel. Because the total notional 
quantity of the amount of gold contracts 
sold is equal to the amount of gold that 
Bank B owns, the hedge is economically ap-
propriate to the reduction of risk. Finally, 
the transactions in Referenced Contracts 
arise from a potential change in the value of 
the gold owned by Bank B. 

b. Fact Pattern: Silver Processor A agrees 
to purchase scrap metal from a Scrap Yard 
that will be processed into 5,000 ounces of sil-
ver. To finance the purchase, Silver Proc-
essor A borrows 5,000 ounces of silver from 
Bank B and sells the silver in the cash mar-
ket. Using the proceeds from the sale of sil-
ver in the cash market, Silver Processor A 
pays the Scrap Yard for the scrap metal con-
taining 5,000 ounces of silver at a negotiated 
discount from the current spot price. To 
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repay Bank B, Silver Processor A may ei-
ther: Provide Bank B with 5,000 ounces of sil-
ver and an interest payment based on a dif-
ferential to LIBOR; or repay the Bank at the 
current COMEX Silver settlement price plus 
an interest payment based on a differential 
to LIBOR (i.e., an open-price purchase agree-
ment). Silver Processor A processes and re-
fines the scrap to repay Bank B. Although 
Bank B has lent the silver, it is still exposed 
to a reduction in value if the price of silver 
falls. Bank B reduces the risk of a possible 
decline in the value of their silver asset over 
the loan period by selling COMEX Silver Ref-
erenced Contracts with a total notional 
quantity equal to 5,000 ounces. 

Analysis: This transaction meets the gen-
eral requirements for a bona fide hedging 
transaction (§§ 151.5(a)(1)(i)–(iii)) and specific 
provisions for owning a commodity 
(§ 151.5(a)(2)(i)). Bank B’s hedge of the silver 
that it owns represents a substitute for a 
transaction in the physical marketing chan-
nel. The hedge is economically appropriate 
to the reduction of risk because the bank 
owns 5,000 ounces of silver. The hedge re-
duces the risk of a potential change in the 
value of the silver that it owns. 

5. PROCESSOR MARGINS 

a. Fact Pattern: Soybean Processor A has a 
total throughput capacity of 100 million tons 
of soybeans per year. Soybean Processor A 
‘‘crushes’’ soybeans into products (soybean 
oil and meal). It currently has 20 million 
tons of soybeans in storage and has offset 
that risk through fixed-price forward sales of 
the amount of products expected to be pro-
duced from crushing 20 million tons of soy-
beans, thus locking in the crushing margin 
on 20 million tons of soybeans. Because it 
has consistently operated its plant at full ca-
pacity over the last three years, it antici-
pates purchasing another 80 million tons of 
soybeans over the next year. It has not sold 
the crushed products forward. Processor A 
faces the risk that the difference in price be-
tween soybeans and the crushed products 
could change such that crush products (i.e., 
the crush spread) will be insufficient to cover 
its operating margins. To lock in the crush 
spread, Processor A purchases 80 million 
tons of CBOT Soybean Referenced Contracts 
and sells CBOT Soybean Meal and Soybean 
Oil Referenced Contracts, such that the total 
notional quantity of soybean meal and oil 
Referenced Contracts equals the expected 
production from crushing soybeans into soy-
bean meal and oil respectively. 

Analysis: These hedging transactions meet 
the general requirements for bona fide hedg-
ing transactions (§§ 151.5(a)(1)(i)–(iii)) and the 
specific provisions for unfilled anticipated 
requirements and unsold anticipated agricul-
tural production (§§ 151.5(a)(2)(i)–(ii)). Pur-
chases of soybean Referenced Contracts qual-

ify as bona fide hedging transaction provided 
they do not exceed the unfilled anticipated 
requirements of the cash commodity for one 
year (in this case 80 million tons). Such 
transactions are a substitute for purchases 
to be made at a later time in the physical 
marketing channel and are economically ap-
propriate to the reduction of risk. The trans-
actions in Referenced Contracts arise from a 
potential change in the value of soybeans 
that the processor anticipates owning. The 
size of the permissible hedge position in soy-
beans must be reduced by any inventories 
and fixed-price purchases because they are 
no longer unfilled requirements. As provided 
under § 151.5(a)(2)(ii)(C), the risk reduction 
position that is not in excess of the antici-
pated requirements for soybeans for that 
month and the next succeeding month quali-
fies as a bona fide hedge during the last five 
trading days provided it is not in a physical- 
delivery Referenced Contract. 

Given that Soybean Processor A has pur-
chased 80 million tons worth of CBOT Soy-
bean Referenced Contracts, it can reduce its 
processing risk by selling soybean meal and 
oil Referenced Contracts equivalent to the 
expected production. The sale of CBOT Soy-
bean, Soybean Meal, and Soybean Oil con-
tracts represents a substitute for trans-
actions to be taken at a later time in the 
physical marketing channel by the soybean 
processor. Because the amount of soybean 
meal and oil Referenced Contracts sold for-
ward by the soybean processor corresponds 
to expected production from 80 million tons 
of soybeans, the hedging transactions are 
economically appropriate to the reduction of 
risk in the conduct and management of the 
commercial enterprise. These transactions 
arise from a potential change in the value of 
soybean meal and oil that is expected to be 
produced. The size of the permissible hedge 
position in the products must be reduced by 
any fixed-price sales because they are no 
longer unsold production. As provided under 
§ 151.5(a)(2)(i)(B), the risk reducing position 
does not qualify as a bona fide hedge in a 
physical-delivery Referenced Contract dur-
ing the last five trading days in the event 
the anticipated crushed products have not 
been produced. 

6. PORTFOLIO HEDGING 

a. Fact Pattern: It is currently January and 
Participant A owns five million bushels of 
corn located in its warehouses. Participant A 
has entered into fixed-price forward sale con-
tracts with several processors for a total of 
five million bushels of corn that will be de-
livered in May of this year. Participant A 
has separately entered into fixed-price pur-
chase contracts with several merchandisers 
for a total of two million bushels of corn to 
be delivered in March of this year. Partici-
pant A’s gross long cash position is equal to 
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523 Participant A could also choose to hedge 
on a gross basis. In that event, Participant A 
would sell the quantity equivalent of seven 
million bushels of March Chicago Board of 
Trade Corn Referenced Contracts, and sepa-
rately purchase the quantity equivalent of 
five million bushels of May Chicago Board of 
Trade Corn Referenced Contracts. 

seven million bushels of corn. Because Par-
ticipant A has sold forward five million 
bushels of corn, its net cash position is equal 
to long two million bushels of corn. To re-
duce its price risk, Participant A chooses to 
sell the quantity equivalent of two million 
bushels of CBOT Corn Referenced Contracts. 

Analysis: The cash position and the fixed- 
price forward sale and purchases are all in 
the same crop year. Participant A currently 
owns five million bushels of corn and has ef-
fectively sold that amount forward. The firm 
is concerned that the remaining amount— 
two million bushels worth of fixed-price pur-
chase contracts—will fall in value. Because 
the firm’s net cash position is equal to long 
two million bushels of corn, the firm is ex-
posed to price risk. Selling the quantity 
equivalent of two million bushels of CBOT 
Corn Referenced Contracts satisfies the gen-
eral requirements for bona fide hedging 
transactions (§§ 151.5(a)(1)(i)–(iii)) and the 
specific provisions associated with owning a 
commodity (§ 151.5(a)(2)(i)).523 Participant A’s 
hedge of the two million bushels represents a 
substitute to a fixed-price forward sale at a 
later time in the physical marketing chan-
nel. The transaction is economically appro-
priate to the reduction of risk because the 
amount of Referenced Contracts sold does 
not exceed the quantity equivalent risk ex-
posure (on a net basis) in the cash com-
modity in the current crop year. Lastly, the 
hedge arises from a potential change in the 
value of corn owned by Participant A. 

7. ANTICIPATED MERCHANDISING 

a. Fact Pattern: Elevator A, a grain mer-
chandiser, owns a 31 million bushel storage 
facility. The facility currently has 1 million 
bushels of corn in storage. Based upon its 
historical purchasing and selling patterns for 
the last three years, Elevator A expects that 
in September it will enter into fixed-price 
forward purchase contracts for 30 million 
bushels of corn that it expects to sell in De-
cember. Currently the December corn fu-
tures price is substantially higher than the 
September corn futures price. In order to re-
duce the risk that its unfilled storage capac-
ity will not be utilized over this period and 
in turn reduce Elevator A’s profitability, El-
evator A purchases the quantity equivalent 
of 30 million bushels of September CBOT 
Corn Referenced Contracts and sells 30 mil-
lion bushels of December CBOT Corn Ref-
erenced Contracts. 

Analysis: This hedging transaction meets 
the general requirements for bona fide hedg-
ing transactions (§§ 151.5(a)(1)(i)–(iii)) and 
specific provisions associated with antici-
pated merchandising (§ 151.5(a)(2)(v)). The 
hedging transaction is a substitute for trans-
actions to be taken at a later time in the 
physical marketing channel. The hedge is 
economically appropriate to the reduction of 
risk associated with the firm’s unfilled stor-
age capacity because: (1) The December 
CBOT Corn futures price is substantially 
above the September CBOT Corn futures 
price; and (2) Elevator A reasonably expects 
to engage in the anticipated merchandising 
activity based on a review of its historical 
purchasing and selling patterns at that time 
of the year. The risk arises from a change in 
the value of an asset that the firm owns. As 
provided by § 151.5(a)(2)(v), the size of the 
hedge is equal to the firm’s unfilled storage 
capacity relating to its anticipated merchan-
dising activity. The purchase and sale of off-
setting Referenced Contracts are in different 
months, which settle in not more than 
twelve months. As provided under 
§ 151.5(a)(2)(v), the risk reducing position will 
not qualify as a bona fide hedge in a phys-
ical-delivery Referenced Contract during the 
last 5 trading days of the September con-
tract. 

8. AGGREGATION OF PERSONS 

a. Fact Pattern: Company A owns 100 per-
cent of Company B. Company B buys and 
sells a variety of agricultural products, such 
as wheat and cotton. Company B currently 
owns 1 million bushels of wheat. To reduce 
some of its price risk, Company B decides to 
sell the quantity equivalent of 600,000 bush-
els of CBOT Wheat Referenced Contracts. 
After communicating with Company B, Com-
pany A decides to sell the quantity equiva-
lent of 400,000 bushels of CBOT Wheat Ref-
erenced Contracts. 

Analysis: Because Company A owns more 
than 10 percent of Company B, Company A 
and B are aggregated together as one person 
under § 151.7. Under § 151.5(b), entities re-
quired to aggregate accounts or positions 
under § 151.7 shall be considered the same 
person for the purpose of determining wheth-
er a person or persons are eligible for a bona 
fide hedge exemption under paragraph 
§ 151.5(a). The sale of wheat Referenced Con-
tracts by Company A and B meets the gen-
eral requirements for bona fide hedging 
transactions (§§ 151.5(a)(1)(i)–(iii)) and the 
specific provisions for owning a cash com-
modity (§ 151.5(a)(2)(i)). The transactions in 
Referenced Contracts by Company A and B 
represent a substitute for transactions to be 
taken at a later time in the physical mar-
keting channel. The transactions in Ref-
erenced Contracts by Company A and B are 
economically appropriate to the reduction of 
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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. 

Analysis: The Copper Wire Fabricator A’s 
hedging transaction meets the general re-
quirements for bona fide hedging trans-
actions (§§ 151.5(a)(1)(i)–(iii)) and the provi-
sions for owning a commodity 
(§ 151.5(a)(2)(i)(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. 

PART 155—TRADING STANDARDS 

Sec. 
155.1 Definitions. 
155.2 Trading standards for floor brokers. 
155.3 Trading standards for futures commis-

sion merchants. 
155.4 Trading standards for introducing bro-

kers. 
155.5 [Reserved] 
155.6 Trading standards for the transaction 

of business on registered derivatives 
transaction execution facilities. 

155.10 Exemptions. 

AUTHORITY: 7 U.S.C. 6b, 6c, 6g, 6j and 12a, 
unless otherwise noted. 

§ 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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