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consistent with the purposes of this
section and shall submit such rules
Commission review under section
5a(1)(12) of the Act and § 1.41(b) of this
chapter.

(g) Aggregation. In determining
whether any person has exceeded the
limits established under this section,
all positions in accounts for which such
person by power of attorney or other-
wise directly or indirectly controls
trading shall be included with the posi-
tions held by such person; such limits
upon positions shall apply to positions
held by two or more person acting pur-
suant to an express or implied agree-
ment or understanding, the same as if
the positions were held by a single per-
son.

[64 FR 24048, May 5, 1999]

§ 150.6 Responsibility of contract mar-
kets.

Nothing in this part shall be con-
strued to affect any provisions of the
Act relating to manipulation or cor-
ners nor to relieve any contract mar-
ket or its governing board from respon-
sibility under section 5(4) of the Act to
prevent manipulation and corners.

[52 FR 38923, Oct. 20, 1987, as amended at 59
FR 5528, Feb. 7, 1993]

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 Prohibition of dual trading by floor

brokers.
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
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
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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
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
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, 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 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
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(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
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) Knowingly take, directly or indi-
rectly, 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 the Commission.

(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:

(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]

§ 155.4 Trading standards for intro-
ducing brokers.

(a) Each 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
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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-
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 Commission, 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) Knowingly take, directly or indi-
rectly, 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 person’s prior consent and in
conformity with contract market rules
approved by the Commission.

(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
introducing broker with which such
person is affiliated.

[48 FR 35304, Aug. 3, 1983]

§ 155.5 Prohibition of dual trading by
floor brokers.

(a) Definitions. For purposes of this
section:

(1) Trading session means the hours
during which a contract market is
scheduled to trade continuously during
a trading day, as set forth in contract
market rules, including any related
post-settlement trading session. A con-
tract market may have more than one
trading session during a trading day.

(2) Customer means an account owner
for which a trade is designated with
the customer type indicator prescribed
under Commission regulation 1.35(e)(4).

(3) Contract market means any con-
tract separately designated by the
Commission, provided, that two or more
contracts trading concurrently pursu-
ant to a single designation order on
other than a transitory basis and for
which the contract terms differ signifi-
cantly other than as to delivery or ex-
piration months shall each be consid-
ered a contract market for purposes of
this section, and provided further, that
screen-based trading in a contract des-
ignated by the Commission to the ex-
tent conducted through a competitive
auction process pursuant to an algo-
rithm that applies non-discretionary
rules of priority as permitted under
contract market rules made effective
under the Act shall be considered a sep-
arate contract market for purposes of
this section.

(4) Dual trading means the execution
of customer orders by a floor broker
during the same trading session in
which the floor broker executes di-
rectly or initiates and passes to an-
other member for execution a trans-
action in the same contract market
for:

(i) The floor broker’s own account;
(ii) Any account in which the floor

broker’s ownership interest or share of
trading profits is ten percent or more;

(iii) An account for which the floor
broker has trading discretion; or

(iv) Any other account controlled by
a person with whom such floor broker
is subject to trading restrictions under
section 4j(d) to the extent section 4j(d)
has been applied by Commission rule or
order.

(5) Daily trading volume means the
total number of sells (or buys) executed
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in any contract market during a trad-
ing day, excluding from the computa-
tion ex-pit transactions as permitted
under contract market rules that have
been made effective under the Act.

(6) Average daily trading volume means
an arithmetic average of daily trading
volume in a contract market over a
specified time period on any day when
any expiration or delivery month was
listed for trading.

(7) Volume year means a continuous
12-month period that includes the last
calendar month-end date prior to the
computation date.

(8) Computation date means the date
on which a contract market computes
its average daily trading volume for
the most recent volume year.

(9) Affected contract market means a
contract market in which the average
daily trading volume equals or exceeds
the threshold level of 8,000 contracts
for each of four quarters during the
most recent volume year.

(b) Dual trading prohibition. No floor
broker shall dual trade in an affected
contract market, except as provided in
contract market rules that have been
made effective pursuant to section
5a(a)(12) of the Act and Commission
regulation 1.41, unless that contract
market is exempted under paragraph
(d) of this section. This prohibition
shall not affect ex-pit transactions as
described in paragraph (a)(5) of this
section.

(c) Contract markets—(1) Contract mar-
ket rules. Prior to the effective date of
the dual trading prohibition under this
section or under a Commission order
denying an exemption petition filed
pursuant to paragraph (d) of this sec-
tion or revoking an exemption pursu-
ant to paragraph (e) of this section,
each affected contract market, unless
exempted under paragraph (d) of this
section, shall adopt rules that have
been made effective pursuant to sec-
tion 5a(a)(12) of the Act and Commis-
sion regulation 1.41 to prohibit dual
trading in accordance with the provi-
sions of this section. In the absence of
such contract market rules, upon the
effective date of the dual trading prohi-
bition as implemented either under
this section or by Commission order,
Commission regulations 155.5 (a) and

(b) shall be deemed to be rules of the
contract market.

(2) Volume computation. Each contract
market that may be subject to a dual
trading prohibition shall determine
whether it is an affected contract mar-
ket by computing at least quarterly its
average daily trading volume for each
of four quarters during the most recent
volume year. In addition, the contract
market shall:

(i) At least five days before the effec-
tive date of the dual trading prohibi-
tion under this section or under a Com-
mission order denying an exemption
petition or revoking an exemption, and
thereafter within at least two business
days of each computation date, pub-
lish, in a manner sufficient to reach all
members, a list of the affected contract
markets and the effective date of the
dual trading prohibition and, on the
same date, provide that information in
writing to the Director of the Division
of Trading and Markets, or an em-
ployee of the Commission under the su-
pervision of such Director, as may be
designated by the Director; and

(ii) Maintain a record of its average
daily trading volume computations re-
quired hereunder. Such record shall in-
clude the computation date, the begin-
ning and ending dates for the volume
year under consideration, the begin-
ning and ending dates for each quarter
in the volume year and the average
daily trading volume for each quarter.

(3) Newly affected contract market. If a
contract market that was not affected
on the immediately preceding com-
putation date becomes affected as of
the current computation date, the ef-
fective date of a dual trading prohibi-
tion for that contract market shall be
no more than 30 calendar days after the
current computation date for that con-
tract market.

(4) Permitted exceptions. Notwith-
standing the applicability of a dual
trading prohibition under this section,
dual trading shall be permitted in af-
fected contract markets in accordance
with rules that have been submitted to
the Commission pursuant to section
5a(a)(12) of the Act and Commission
regulation 1.41 as follows:

(i) Correction of errors. To offset trad-
ing errors resulting from the execution
of customer orders, provided, that the
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floor broker must liquidate the posi-
tion in his personal error account re-
sulting from that error by open and
competitive means as soon as prac-
ticable, but not later than the close of
business on the business day following
the discovery of the error. In the event
that the daily price fluctuation limit is
reached and a floor broker is unable to
offset the error trade, however, the
floor broker must liquidate the posi-
tion in his personal error account re-
sulting from that error as soon as prac-
ticable thereafter.

(ii) Customer consent. To permit a cus-
tomer to designate in writing not less
than once annually a specifically iden-
tified floor broker to dual trade while
executing orders for such customer’s
accounts. An account controller acting
pursuant to a power of attorney may
designate a dual trading broker on be-
half of its customer, provided, that the
customer explicitly grants in writing
to the individual account controller
the authority to select a dual trading
broker.

(iii) Spread transactions. To permit a
broker who unsuccessfully attempts to
leg into a spread transaction for a cus-
tomer to take the executed leg into his
personal account and to offset such po-
sition, provided, that a record is pre-
pared and maintained to demonstrate
that the customer order was for a
spread trade; to permit a broker to exe-
cute for his personal account a spread
transaction recognized by a contract
market if at least one leg of the spread
is in a non-affected market; and to per-
mit a broker to execute for his per-
sonal account an intra-market spread
transaction if at least one leg of the
spread is in a low-volume month as de-
scribed in § 155.5(c)(4)(v).

(iv) Member customers. To permit
transactions for members of the con-
tract market not present on the floor,
provided, that the contract market,
within the single record required by
Commission regulation 1.35(e), specifi-
cally identifies such transactions
through account numbers, a separate
customer type indicator, or otherwise
for surveillance purposes.

(v) Low-volume months. To recognize
any expiration or delivery month that,
on the basis of historical data and an
analysis thereof and other factors iden-

tified by the contract market, reason-
ably can be expected to have an aver-
age daily trading volume of less than
500 contracts during the period begin-
ning with the current computation
date and ending with the next com-
putation date, provided, that the con-
tract market keeps full and systematic
records supporting these determina-
tions and, as part of its trade surveil-
lance program, establishes special pro-
cedures, including appropriate reports,
to monitor dual trading activity in the
relevant low-volume contract months.

(vi) Spot month. To recognize a period
of trading in a maturing futures con-
tract, during which period liquidity in
the maturing futures contract reason-
ably can be expected on the basis of
historical data and an analysis thereof
and other factors identified by the con-
tract market, to shift to the next con-
tract month, provided, that the con-
tract market can demonstrate that ef-
fective surveillance will be conducted
for dual trading-related abuses during
such period.

(vii) Market emergencies. To address
emergency market conditions resulting
in a temporary emergency action under
Commission regulation 1.41(f).

(d) Exemption petitions—(1) Standards.
A contract market may apply for an
exemption from the dual trading prohi-
bition of paragraph (b) of this section
by filing a written petition, signed by
the contract market’s chief operating
officer or, in his absence, an exchange
official acting in the capacity of chief
operating officer, that states facts suf-
ficient to demonstrate that its trade
monitoring system, consistent with the
standards articulated in guidelines set
forth in appendix A to this section, is
capable of detecting and deterring, and
is used on a regular basis to detect and
deter, all types of violations attrib-
utable to dual trading, and is capable
of generating an audit trail that satis-
fies the requirements of Commission
regulation 1.35. The petition shall be
directed to the Office of the Secre-
tariat, Commodity Futures Trading
Commission, Three Lafayette Centre,
1155 21st Street, NW., Washington, DC
20581, with a copy to the Director of the
Division of Trading and Markets.
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(2) Content requirements. An exemp-
tion petition must identify each con-
tract market that is, or is projected to
be, affected. The petition must include
a full description of each component of
the contract market’s trade moni-
toring system including the systems in
place, rules, policies and procedures in
effect, standards applied, trading viola-
tions targeted, and the results
achieved. To the extent practicable,
the petition shall include performance
statistics covering the 12-month period
ending with the month preceding the
petition date. Where such statistics are
not available, specific, representative
performance examples should be pro-
vided. The petition also must set forth
the contract market’s program or plan
and projected implementation time-
table for conformity with the require-
ments of section 5a(b)(3) of the Act. An
exemption petition must address, in
the order listed below, the following
components of a contract market’s
trade monitoring system:

(i) Physical observation of trading
areas;

(ii) Audit trail and recordkeeping
systems able to, and used to, capture
essential data on the terms, partici-
pants, and sequence of transactions (in-
cluding relevant data on unmatched
trades and outtrades) and otherwise
satisfy the requirements of Commis-
sion regulation 1.35 and section 5a(b)(3)
of the Act, as implemented by Commis-
sion regulations and orders;

(iii) Systems capable of reviewing,
and used to review, trading data effec-
tively on a regular basis to detect, and
other measures designed to prevent,
rule violations attributable to dual
trading committed in the execution of
trades and customer orders on the floor
or subject to the rules of the contract
market, including:

(A) Trading ahead of customer orders
directly or indirectly;

(B) Trading against customer orders
directly or indirectly in violation of
contract market rules;

(C) Disclosing, misallocating or with-
holding customer orders;

(D) Failing to resolve errors, un-
matched trades or outtrades properly
and promptly; and

(E) Crossing customer orders by
matching or ‘‘offsetting’’ customer or-

ders directly or indirectly in violation
of contract market rules;

(iv) The use of information gathered
through such systems on a consistent
basis to bring appropriate disciplinary
actions against violators;

(v) The commitment of resources
necessary for such systems to be effec-
tive in detecting and deterring viola-
tions attributable to dual trading, in-
cluding adequate staff to investigate
and prosecute disciplinary actions; and

(vi) The assessment of meaningful
penalties against violators and the re-
ferral of appropriate cases to the Com-
mission.

(3) Alternative requirements. If a con-
tract market believes that its trade
monitoring system does not meet the
standards set forth in paragraph (d)(1)
of this section, the contract market’s
petition must include, in addition to
the information required to be provided
under paragraph (d)(2) of this section:

(i) A specific description of the cor-
rective actions the contract market
will take that it believes to be suffi-
cient and appropriate to meet the
standards in paragraph (d)(1) of this
section, together with an explanation
of the sufficiency and appropriateness
of such actions, including specific im-
plementation dates, any related
changes in systems, operations, staff-
ing, policies, rules, procedures, and
budget allocations; and

(ii) Data and an economic analysis of
that data to demonstrate any adverse
impact of a dual trading prohibition on
hedging and price basing at the con-
tract market.

(4) Remittal. The Director of the Divi-
sion of Trading and Markets (or an em-
ployee of the Commission under the su-
pervision of such Director as may be
designated by the Director) may remit
to the contract market, with an appro-
priate explanation, and not accept pur-
suant to paragraph (d) of this section,
any petition for exemption that does
not comply with the content require-
ments of paragraphs (d)(2) and (3) of
this section, as identified in the remit-
tal letter. The affected contract mar-
ket must resubmit its exemption peti-
tion with deficiencies corrected no
more than 20 days after receipt of the
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remittal notice. If the exemption peti-
tion is not resubmitted within the pre-
scribed 20-day period, the Commission,
at its discretion, may permit the dual
trading prohibition provided for in
paragraph (b) of this section to become
effective as to any such affected con-
tract market. The Commission’s review
period shall be calculated from the
date of resubmission.

(5) Deferred application of the prohibi-
tion. If a contract market submits a pe-
tition for exemption that satisfies the
content requirements of paragraphs
(d)(2) and (3) of this section prior to the
effective date of the dual trading prohi-
bition, the Commission will suspend
application of the prohibition against
the contract market unless and until
the petition is denied, pursuant to the
effective date set forth in the denial
order.

(6) Publication. A notice of the sub-
mission of each exemption petition
deemed complete under paragraphs
(d)(2) and (3) of this section will be pub-
lished promptly by the Commission or
the Director of the Division of Trading
and Markets (or by an employee of the
Commission under the supervision of
the Director, as may be designated by
the Director) in the FEDERAL REG-
ISTER. Upon publication of such notice,
copies of each petition, with the excep-
tion of any information or materials
determined by the Commission to be
subject to confidential treatment, will
be publicly available through the Of-
fice of the Secretariat in accordance
with the provisions of part 145 of this
chapter.

(7) Grant of exemption without condi-
tions—(i) Findings and order. A contract
market’s exemption petition will be
granted without conditions by Com-
mission order if the Commission finds
that, based on the information, views
and arguments placed before it by the
contract market in writing in its peti-
tion and any attachments or supple-
ments thereto, and orally in any pres-
entation pursuant to paragraph
(d)(8)(iii) of this section, and other rel-
evant information identified by the
Commission, the contract market has
demonstrated conformity with the
standards contained in paragraph (d)(1)
of this section. The Commission’s order
will state the Commission’s findings.

(ii) Publication. A Commission order
granting an exemption pursuant to this
paragraph (d)(7) of this section will be
published promptly in the FEDERAL
REGISTER.

(iii) Effective date. A Commission
order granting an exemption without
conditions pursuant to this paragraph
(d)(7) shall be effective upon issuance.

(8) Proposed conditional exemption or
petition denial—(i) Notice. If the Com-
mission intends to deny an exemption
petition or to exempt a contract mar-
ket subject to conditions, the Commis-
sion will notify the contract market in
writing that it intends to deny or con-
dition the petition and state:

(A) Specific deficiencies in the con-
tract market’s trade monitoring sys-
tem;

(B) Any corrective actions to the
trade monitoring system that the Com-
mission believes the affected contract
market must take to satisfy the stand-
ards of paragraph (d)(1) of this section,
and a timetable for such corrective ac-
tions; and

(C) Any conditions or limitations
that the Commission proposes to at-
tach to an exemption under paragraph
(d) of this section.

(ii) Publication. A notice issued to a
contract market under this paragraph
(d)(8) will be published promptly in the
FEDERAL REGISTER.

(iii) Opportunity for written submission
and oral presentation. Within five days
of receipt of the notice from the Com-
mission, the contract market may re-
quest in writing the opportunity to
make an oral presentation to the Com-
mission. The contract market will be
notified promptly by the Commission
of the date and the terms under which
the contract market may make an oral
presentation. The contract market
must submit any written supplemental
data, views, or arguments within 20
days of receipt of the Commission’s no-
tice, unless the Commission notifies
the contract market otherwise.

(9) Grant of conditional exemption—(i)
Findings and order. A contract market’s
exemption petition will be granted sub-
ject to conditions by Commission order
if the Commission determines, based
on the information, views and argu-
ments placed before it by the contract
market in writing in its petition and
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any attachments or supplements there-
to, and orally in any presentation pur-
suant to paragraph (d)(8)(c)(iii) of this
section and other relevant information
identified by the Commission, that:

(A) The contract market’s trade
monitoring system does not satisfy the
standards set forth in paragraph (d)(1)
of this section, but other corrective ac-
tions are sufficient and appropriate to
meet the standards in paragraph (d)(1)
of this section;

(B) There is a substantial likelihood
that a dual trading prohibition would
harm the public interest in hedging or
price basing at the contract market;
and

(C) The conditions or limitations
being attached to the grant of exemp-
tion by the Commission are appro-
priate in light of the purposes of this
section.
The Commission’s order will state the
Commission’s findings and the condi-
tions or limitations placed upon the
contract market.

(ii) Publication. A Commission order
granting a conditional exemption pur-
suant to this paragraph (d)(9) will be
published promptly in the FEDERAL
REGISTER.

(iii) Effective date. A Commission
order granting a conditional exemption
pursuant to this paragraph (d)(9) shall
become effective 20 days after issuance,
unless the Commission determines that
more immediate action is appropriate
in the public interest and states an ear-
lier effective date in the order.

(10) Denial of petition—(i) Findings and
order. A contract market’s exemption
petition will be denied by Commission
order if the Commission determines,
based on the information, views and ar-
guments placed before it in connection
with the petition and other relevant in-
formation, that:

(A) The contract market has not
demonstrated that its trade moni-
toring system satisfies the standards
set forth in paragraph (d)(1) of this sec-
tion, and there is not a substantial
likelihood that a dual trading prohibi-
tion would harm the public interest in
hedging or price basing at the contract
market; or

(B) The contract market has dem-
onstrated that there is a substantial
likelihood that a dual trading prohibi-

tion may harm the public interest in
hedging or price basing at the contract
market, but has not demonstrated that
other corrective actions are sufficient
or appropriate to meet the standards in
paragraph (d)(1) of this section.
The Commission’s order denying the
exemption will state the Commission’s
findings and the date on which the dual
trading prohibition will take effect on
the contract market.

(ii) Publication. A Commission order
denying an exemption pursuant to this
paragraph (d)(10) will be published
promptly by the Commission in the
FEDERAL REGISTER.

(iii) Effective date. A Commission
order denying a contract market’s peti-
tion for an exemption pursuant to this
paragraph (d)(10) of this section shall
become effective at least 20 days after
issuance, unless the Commission deter-
mines that more immediate action is
appropriate in the public interest.

(e) Exemption revocation. An exemp-
tion may be revoked if the Commission
determines that the standards in para-
graph (d)(1) of this section are not
being met or if any condition of the ex-
emption has not been met. The Com-
mission shall notify the contract mar-
ket in writing of its intent to issue an
order to revoke the contract market’s
exemption. Such notice shall include
the reasons for the proposed revocation
and the procedures under which the
contract market shall have the oppor-
tunity to be heard. After considering
information relevant to the proposed
revocation, the Commission shall de-
termine whether to revoke the exemp-
tion. Any Commission revocation order
shall state findings in support of the
revocation and be effective at least 20
days after issuance unless the Commis-
sion determines that more immediate
action is appropriate in the public in-
terest. Such order shall state the date
on which the dual trading prohibition
shall take effect.

APPENDIX A TO REGULATION 155.5—
GUIDELINES REGARDING CONTRACT
MARKET PETITION FOR EXEMPTION
FROM DUAL TRADING PROHIBITION
BASED ON SUFFICIENCY OF THE
TRADE MONITORING SYSTEM.

Regulation 155.5 permits a contract market
to petition the Commission for exemption

VerDate 11<MAY>2000 02:08 Apr 12, 2001 Jkt 194051 PO 00000 Frm 00512 Fmt 8010 Sfmt 8002 Y:\SGML\194051T.XXX pfrm06 PsN: 194051T



513

Commodity Futures Trading Commission § 155.5

from the dual trading prohibition on the
basis that its trade monitoring system satis-
fies certain standards. Appendix A is in-
tended to provide additional guidance to a
contract market as to what is necessary to
demonstrate that the components of a con-
tract market’s trade monitoring system, as
enumerated in the regulation, are sufficient
to detect and deter violations attributable to
dual trading. Although these guidelines in-
clude certain standards that the Commission
intends to apply in determining whether a
particular contract market’s trade moni-
toring system meets the exemption stand-
ards in Regulation 155.5, the Commission
may, in its discretion, consider a contract
market’s trade monitoring system as a
whole, including contract market rules and
other regulatory measures designed to pre-
vent trading abuses attributable to dual
trading.

I. Physical Observation of Trading Areas

Demonstrate (e.g., by daily floor surveil-
lance log) that compliance staff performs
floor surveillance:

(1) To the extent practicable, on each open
and close;

(2) Randomly at other times during each
trading session; and
Demonstrate further that information devel-
oped through such surveillance is integrated
into other compliance activities as appro-
priate.

(3) When special market conditions war-
rant.

II. Audit Trail System

Provide a detailed description of the meth-
odology and procedures followed to generate
and assure the accuracy of recorded trade
execution times. Demonstrate the highest
degree of accuracy practicable (but in no
event less than 90% accuracy) of trade execu-
tion times required under regulation 1.35(g)
(within one minute, plus or minus, of execu-
tion) during four consecutive months within
the 12-month period ending with the month
preceding the submission of the exemption
petition. Demonstrate the effective integra-
tion of such trade timing data into the con-
tract market’s surveillance system with re-
spect to dual trading-related abuses.

If trade execution times are recorded
manually or independently time-stamped at
the contract market, demonstrate accuracy
rate through, at a minimum, a comparison of
the times recorded for both the buying and
selling sides of each trade, or the time stamp
for the sides required to be time-stamped, to
the times reported in the price change reg-
ister.

If trade execution times are imputed for
recordation at the contract market, dem-
onstrate accuracy rate through, at a min-
imum, accuracy of the data inputted and a

description of the contract market’s trade
imputation algorithm, including how and
why it reliably establishes the accuracy of
the imputed trade execution times.

If trade execution times are recorded
through electronic hand-held trading cards,
demonstrate accuracy rate through, at a
minimum, the accuracy of the timing mech-
anism (such as an internal clock), including
a description of how the timing mechanism
is set and the uniformity of the time set for
all the electronic hand-held trading cards
used on the contract market, and the
unalterability of the trade execution times
recorded.

III. Recordkeeping System

Demonstrate that a ‘‘representative sam-
ple’’ of documentation required to be pre-
pared and maintained by each floor member
and member firm regarding the execution of
customer orders and other trading is re-
viewed for regulation 1.35 compliance at
least once each year. Provide checklist used
in the review of the documentation. Dem-
onstrate that information developed regard-
ing inadequate or violative recordkeeping is
incorporated into other compliance activi-
ties as appropriate.

IV. Surveillance Systems to Detect Dual
Trading-Related Abuses

Demonstrate (e.g., by description of proce-
dures and by logs) that the contract market,
on a daily basis, reviews trade registers and
computerized surveillance reports to detect
dual trading-related abuses. The contract
market also must describe:

A. The extent to which available trade
data, including account numbers, are re-
viewed; and

B. The cycle and generic content of such
computerized reports.

V. Use, on Consistent Basis, of Information to
Bring Dual Trading-Related Disciplinary Ac-
tions and Assessment of Meaningful Penalties

Provide a list of each investigation and
disciplinary proceeding involving one or
more dual trading-related abuses, which in-
vestigation or disciplinary proceeding was in
an open status at any time during the 12-
month period ending with the month pre-
ceding the submission of the exemption peti-
tion. Include in list:

A. Source of investigation (e.g., customer
complaint or inquiry; automated report;
manual review; floor surveillance);

B. Type of abuse alleged or found; and
C. Disposition at each level of the process.

For each settlement or adjudication, state
any penalties (monetary or other) assessed.
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VI. Commitment of Resources

Include statistics regarding the timeliness
of the completion of investigations and the
initiation of disciplinary proceedings.

[58 FR 40348, July 28, 1993, as amended at 60
FR 49336, Sept. 25, 1995]

§ 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]

PART 156—BROKER ASSOCIATIONS

Sec.
156.1 Definition.
156.2 Registration of broker association.
156.3 Contract market program for enforce-

ment.
156.4 Disclosure of Broker Association

Membership.

AUTHORITY: 7 U.S.C. 6b, 6c, 6j(d), 7a(b), and
12a.

SOURCE: 58 FR 31171, June 1, 1993, unless
otherwise noted.

§ 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);

(vi) Identification of all other broker
associations with which each member
is associated; and

(vii) Individual(s) authorized to rep-
resent the association in connection
with its registration obligations.

Any registration information pro-
vided to the contract market which be-
comes deficient or inaccurate must be
updated or corrected promptly.

(c) Other contract market rules. (1)
Each contract market may submit
rules pursuant to section 5a(a)(12)(A) of
the Act and Commission Regulation
1.41 that interpret when contract mar-
ket members would be deemed to ‘‘reg-
ularly share a deck of orders.’’ In the
absence of such rules, a contract mar-
ket must make such a determination
on a case-by-case basis. The basis for a
determination whether brokers ‘‘regu-
larly share a deck of orders’’ must be
documented.

(2) Each contract market may adopt
rules, which must be submitted to the
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