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INTRODUCTION

This report contains a description of various models or -approaches to the
regulation of derivative markets, as of December 31, 1992, based upon regula-
tory summaries prepared pursuant to a common framework of analysis. The
report consists of several components which are intended, as a whole, to
provide an overview of specific regulatory responses to general issues relat-
ing to derivative instruments.

The Introduction consists of three sections. Section I contains
preliminary observations concerning various approaches to regulation. It is
important to note that some of the features of both the products and the
regulatory programs discussed in this Section apply equally to markets other
than derivative markets.

Section II contains an analysis of the characteristics of derivative
products and of certain particular concerns relative to derivative markets.
The primary areas of regulatory concern relating to derivatives including the
recognition of markets and products, financial safety and fairness, to name
only a few, are explored and the approaches adopted by different jurisdictions
are briefly summarized in Section III.

PART ONE of this report is the "Collated Summary of Responses to Common
Framework of Analysis" which contains the specific responses of participating
jurisdictions to the common framework of analysis. That framework also
constitutes the table of contents of PART ONE. PART TWO is the "Cross
Regulatory Summary Chart" which summarizes the responses in PART ONE. &/

Generally speaking, derivatives 2/ are agreements which specify rights
and obligations based on some underlying instrument, investment, currency,
product, index, right or service (the "underlying interest™). Such rights and
obligations may be a cash settlement, delivery of, or the transfer of rights

to the underlying interest. Derivatives do not themselves grant or transfer

Y The regulatory summaries of the following Jjurisdictions were prepared
according to the common framework of analysis: Australia, Canada (Provinces
of Ontario and Quebec), Chile, France, Hong Kong, Japan (Ministry of Finance),
New Zealand, Sweden, the United Kingdom and the United States (CFTC and SEC).

In addition to the above jurisdictions, Italy and Spain have each provided
current responses to the Cross-Regulatory Summary Chart, and Italy has
submitted a summary of new legislation governing the regulation of futures in
Italy, which is included as an Addendum.

2/ Both futures and options contracts are derivative products, but options
trading may raise certain issues which are different from or additional to

those related to futures.



the underlying interest; the transfer of rights .in any underlying interest
arises upon maturity or exercise, depending on the type of dérivative.

For purposes of this report the term "derivative" is construed to refer
to only those products:

(1) in which the market itself is the issuer;

(ii) that are subject to the rules of an exchange; and

(iii) for which a clearing organization is used to settle

profits and losses, make deliveries and guarantee cleared
trades.

While it is recognized that some jurisdictions permit off-exchange
trading in futures and option contracts, the issues raised by such trading or
relating to a definition of markets are not within the scope of this report.
Similarly, the different approaches to recognition and cross-border jurisdic-
tion, such as "national treatment,"” "lead-regulator arrangements,” "compara-

bility," "reciprocity," or "mutual recognition" are not separatel addressed.
Yy y

T. Preliminary Observations
In general, there is no single "preferred"” model for the regulation of
derivative products, markets, clearing houses or those who participate in such
markets directly or as intermediaries. However, a review of the regulatory
summaries indicates a substantial similarity in perceived regulatory objec-
tives. From these summaries, it appears that these regulatory objectives may
be achieved in various jurisdictions by different means and that regulation
need not be identical to adequately address common regulatory goals. At a
minimum, the consensus was that the aims of regulation should be:
(i) financial safety including the integrity of clearing
houses and market participants;
(ii) fairness, including fiduciary and related customer
(investor) protection concerns; and
(iii) market efficiency and integrity.

There may be a number of explanations for the differences in regulatory

structure and practice among jurisdictions. These reasons include:



= The different nature and structure of markets; for example, pit
trading as compared to screen-based or other electronic trading
mechanisms,

- The different nature and design of products,

- Different cultural and national customs and practices,

- Legal or juridical distinctions among jurisdictions; for example,
differences between common law and civil law jurisdictions, public
and private markets, and universal banking and non-universal banking
or mixed jurisdictions, and

- Historically, different legal implications of specified conduct; for
example, in some jurisdictions, concerns related to anticompetitive
practices are a fundamental aspect of the regulatory system.

Among regulators, perceptions vary as to the significance of specific

regulatory differences and how these differences could be resolved or accom-
modated where cross-border transactions occur and other jurisdictions have an

interest in a particular transaction, market or person. Regardless of whether

differences in the regulatory approach exist, there is consensus that
bilateral or multilateral arrangements for information sharing between
relevant regulatory authorities (whether governmental, quasi-governmental or
private) are essential to addressing cross-border transactions effectively.
Within the framework of these arrangements, and otherwise, several ways of
resolving regulatory differences may be identified. Among others, these may
include:
= harmonization efforts;

- disclosure of specific regulatory differences upon

request to non-national market participants; and

arrangements, including choice of law or home/host provisions, which
allocate rules from different jurisdictions to particular transac-

tions or market participants.

II. Features of Derivative Instruments with Implications for Regulatory

Regimes



Derivatives are agreements (contracts) which confer rights and/or obli-
gations based on some underlying interest. The specific rights and obliga-
tions encompassed by a derivative contract may be cash settlement, delivery
of, or the transfer of rights to, the underlying interest. The underlying
interest of a derivative may include physical assets such as commodities
(e.g., gold, wheat), equities or equity indexes, debt instruments, other
derivative instruments, or any agreed upon pricing index or arrangement, such
as the movement over time of the Consumer Price Index or fieight rates.
Whether the underlying interest is a financial instrument or a commodity does
not necessarily alter the nature of the derivative.

The derivative contract is not in itself a transfer of the underlying
interest; that transfer occurs as part of a separate transaction unless the
contract is extinguished by offset. Since the underlying interest itself is
not being transferred in a trahsaction relating to a derivative, there is no
limit to the number of outstanding open positions of a particular derivative
For example, the open interest of a futures contract is theoreti-

instrument.

cally unconstrained, but the financial status of market participants and other

market factors serve to keep the open interest below certain resistance
levels, whereas generally the quantity of authorized and outstanding shares of

a particular issuer constitutes the limit for trading in that issue.

o Regulatory issues relative to the underlying interest characteristic of
derivatives tend to center on fairness and efficiency, concentration of
positions, and the delivery process including allocation of deliveries or
exercise in the case of options.

o Wwhen the underlying interest is traded in a jurisdiction other than the
one where the derivative instrument is traded, or identical derivative prod-
ucts are traded in two jurisdictionms, there may be concern that increased
potential may exist for fraud or manipulation because of the likely inability

of a regulator in one jurisdiction to monitor market activity directly and/or

to conduct complete investigations of market activities in another jurisdic-



tion. This may create a need for increased cross-jurisdictional communication
and cooperation. Legal and regulatory issues relating to the transfer of

rights across international boundaries also may be raised.

On organized exchanges derivatives are, by design, standardized or
fungible. Such standardization together with the interposition of a clearing
house or the exchange itself as a counterparty or guarantor permits multi-
lateral offset and random assignment of delivery notices (although these
features are not exclusive to derivatives). In futures, although not
necessarily in options, for example, a price movement increases the value of
one position while reducing the value of the opposite position by an equal
amount. Thus, derivative trading generally is said to be zero sum.

The interposition of a clearing house (or an exchange) and the require-
ment to post standing or initial margins is intended to eliminate counterparty
credit risk. (In some markets, price limits or capital-based position limits
are also used to address financial risk.) Margin posted on derivatives
generally is analogous to a performance bond rather than a down payment. As
such, margin is intended to cover the potential failure due to default to meet
settlement variation prior to liquidation of a position. The level of margin
also affects the degree of leverage associated with a contract.

Ordinarily, the daily gain or loss on a position is marked-to-market and,
in most markets, the difference is collected by the clearing house and may be
transferred from the losing to the gaining position holders through the
clearing house. For options, in most markets but not all markets, the

writer/seller only is required to post margin which is marked-to-market each

day but not passed through the market.

o Because the clearing house or exchange is interposed as the buyer to the
seller and the seller to the buyer, the identity of other market participants

is less material. Such clearing arrangements enhance confidence and liquidity

in exchange-traded derivatives.



o It is important that the exchange and/or clearing house set margin levels
which are sufficient so as not to imperil the financial inteé:ity of the

market and which do not adversely affect liquidity.

o The distribution, to customers, of a gemeric risk disclosure statement is
often required before trading is undertaken. The notification of risk rela-
tive to futures and options trading is not ﬁnique to derivatives and does not

imply a negative judgment by the regulator regarding trading in those instru-

ments.

Derivatives facilitate risk shifting and may assist in price discovery
for the underlying interest. Prices from derivative markets may have an
effect on the price in the market for the underlying interest and yice versa.
Prices in the derivative market may be influenced by a concentration of
positions, both in the derivative instrument and the underlying interest.
Economic inefficiencies may arise if trading occurs at artificial or distorted
prices.

When physical delivery of the underlying interest is specified in the
derivative contract, issues relating to delivery may arise. These may include
the definition of acceptable commodities or instruments, the appropriateness

of alternative delivery locations and media, the operation of warehouses, or

the timing of delivery.

o Due to these factors, regulatory or enforcement mechanisms may be em-
ployed to deter manipulation and the undisclosed concentration of positioms.
Regulatory methods may include large trader reporting, position limits, hedge
1limit determinations, monitoring, and/or moral suasion. To the extent trading
is centralized or is reported to a centralized source, compliance monitoring

is facilitated. Enforcement methods involve, at a minimum, the prosecution of

fraud and manipulation.

o In some jurisdictions, to assure maintenance of a centralized market,



certain off-exchange transactions are precluded; in those jurisdictions where
such transactions are permitted, often they must be reported to a central

authority (such as the exchange).

o The ultimate value of the rights or obligations conferred by derivatives
may be heavily dependent on developments in the underlying market. Deriva-
tives differ from their underlying interest; these differences may have
regulatory implications. On the other hand, there is a fundamental relation-
ship between the market for the derivative and the market for the underlying
interest. The nature of this relationship will depend on the rights and
obligations covered by the derivative instrument and may also have regulatory
implications.

o Particular characteristics of derivatives may raise possible regulatory
issues. Alternative regulatory responses may be designed or may have evolved

to address such characteristics in different markets.

III. Areas of Regulatory Concern
A. The "Recognition" of Markets and Products

Domestic: The collected responses of the reporting jurisdictions suggest
that the juridical and factual bases for determining whether a market, prod-
uct, transaction or clearing house is domestic or foreign differ among juris-
dictions:

- most jurisdictions reported that official domestic markets must be
"recognized, " authorized by statute or otherwise, or created by
grant, although many jurisdictions have private, wholesale or other
markets for which there exists no governmental or quasi-governmental
supervisory authority;

= most jurisdictions reported that domestic products or certain
domestic products ﬁust also be recognized, authorized, licensed
and/or otherwise approved; and

- the majority of the jurisdictions reported that domestic clearing

houses must be recognized, authorized, approved or drawn from a



specific class of market participant such as a bank.

Although criteria for such approvals or the establishmeﬁt of markets
exist in most jurisdictions, they are frequently not very specific. All
jurisdictions, however, consider the public interest in regulating markets and
generally construe that interest tc encompass, to various degrees, the general
objectives of fairness, market efficiency and financial safety.

Very few jurisdictions reported different considerations for electronic
markets or singled out regulatory principles uniquely applicable to derivative
markets.

In some jurisdictions, derivative products (including futures, futures
options and options) are each specifically recognized, and must satisfy a test
of economic utility. In other jurisdictions, this enquiry is not undertaken

and market forces are relied upon to determine whether a derivative product is

offered by an exchange.

Foreign: To the extent that separate criteria exist in some jurisdic-
tions for reviewing, authorizing or recognizing foreign markets, clearing
organizations, transactions or products, they involve a different regulatory
interest from those related to domestic markets. For example, all reporting
jurisdictions appear to share concerns about adequate information sharing;
many also consider access to grievance procedures for national customers
participating in foreign markets to be important. There may also be concerns
regarding the adequacy from a prudential perspective of home regulation.

Where foreign clearing houses are separately recognized or authorized,
recognition issues include review of the function of custodianship, transfer

of funds capability, and adequacy of home regulation, in conjunction with the

function of guaranteeing transactions.

B. The Regulation of Financial Intermediaries
Most jurisdictions report differences in applicable regulations based on

the type of relationship of the intermediary to and its contact with the

jurisdiction.



Some jurisdictions, and different regulators within others, distinguish
the regulatory requirements to be applied to cdmmercial and/ér sophisticated
customers from those applied to non-commercial and/or unsophisticated custom-
ers. Similarly, in some cases, regulatory (as opposed to enforcement) juris-
diction is not asserted in relation to customer orders which are "accepted" as
opposed to "solicited."

No separate regulatory concerns were reported with respect to the au-
thorization, licensing or recognition of financial intermediaries for the
execution of transactions on screen-based trading systemg or with respect to

the effecting of transactions in derivative products.

c. Financial Safety

Prudential or financial safety requirements protect markets and funds
from credit and systemic risk and also seek to ensure that only those peisons
who have been deemed to be creditworthy have access to the markets. In
relation to derivative markets, these requirements are designed to reflect the
special risk attributes of derivatives, for example, the fact that positions
in these markets may be highly leveraged or geared. Financial requirements,
then, generally are an aspect of all regulatory programs, and the types or
combination of types of requirements are fairly similar in form. The degree
of reliance on each of capital, credit, margin, guarantee deposits, segrega-
tion and surveillance may vary; the information with respect to such matters
which is available to regulators will also differ and reflect variations in
the relevant regulatory regimes. For example:

Capital-based qualifications for financial intermediaries exist in all

jurisdictions, however, none of the jurisdictions reported specified capital
requirements for exchanges. There are jurisdictional differences as to
whether requirements are imposed on clearing organizations and clearing
members. Differences also exist regarding the type of organization which
imposes such requirements.

Adegquate clearing facilities are an element of universal regulatory



concern; while most jurisdictions have some operating requirements, many
matters relevant to the clearing process may be determined at-the discretion
of the clearing house or the exchange.

Margin and credit extension requirements. Margin requirements generally
are set by the relevant exchange and, in many jurisdictions, are subject to
some form of regulatory oversight (e.g. authority to approve levels
established by exchénges, emergency authority). Levels of margin ordinarily
are set by reference, in part, to formulae related to volatility. The
definition of good coilateral varies among jurisdictions. Practice among
clearing houses or exchanges varies as to whether letters of credit and equity
securities are acceptable as margin. A financial intermediary may accept
different types of collateral from that which is accepted by the relevant
clearing house or exchange. Most markets settle daily on T+1l; different
margin models are typical. Some clearing organizations or exchanges collect
original margin on a gross basis and some collect net; if collected, variation
margin ordinarily is collected on a net basis. Certain jurisdictions restrict
the giving of credit for securities-regulated derivative products; in other
jurisdictions, the relevant regulatory authorities do not restrict credit.

Financial Compliance. All reporting regulators of derivative markets
maintain continuous and/or periodic financial surveillance of markets and
financial intermediaries. The components and timing of these programs differ
substantially from jurisdiction to jurisdiction.

Customer Funds Protections and Insolvency. There is some diversity in

the manner in which protection of customer funds is achieved: Most jurisdic-
tions have requirements relating to insurance or performance guarantees and
segregation of customer funds from those of the firm -- thé calculation of
what must be segregated and for whom differs from jurisdiction to
jurisdiction. Therefore, although some jurisdictions rely primarily on
segregation to protect customer funds, most require a combination of
segregation and other prudential requirements. In circumstances where a
trust is implied by segregation, its scope (and hence its impact on clearing

organization priority) varies among jurisdictions. Most jurisdictions also

=, 1.0/~



have requirements regarding the location of customer funds and how they must
be invested. These protections are intended to provide some protection from
defalcation, to facilitate the transfer of positions in market disruptions,
and to accord special treatment to customer funds when the financial

intermediary becomes insolvent.

Reporting and Recordkeeping for Financial Safety. All jurisdictions

require the creation, maintenance and retention of current financial records,

although the form and supervision of records and the periods of retention

differ.

° Increased international cooperation among regulators in relation to
financial surveillance would enhance efficiency; it may also be necessary to
achieve and sustain adequate levels of supervision, especially in circumstan-
ces where activities undertaken in one jurisdiction have an impact in another.
Additionally, in increasingly internationalized markets, effective financial

surveillance may not be feasible without cooperation among relevant authori-

ties.

° Domestically, coordination is achieved within most jurisdictions by joint
audit plans and lead regulator arrangements. To the extent that the scope and
emphasis of financial audit or surveillance programs can be made more uniform
across markets and jurisdictions, surveillance may be made more effective and
cost—-efficient. A better understanding of the financial regulatory require-
ments and audit customs and practices in different jurisdictions should
facilitate cooperation efforts and enhance the utility of any information
obtained. Increased cooperation in relation to international clearing and

settlement procedures also may be desirable to reduce systemic risks.

D. Fairness

Customer protection generally is addressed by regulatory standards

imposed on financial intermediaries; these relate to: the integrity, skill

- 11 -



and diligence of those who deal for customers; conflicts of interest;
observance by persons who deal for customers with requiremenﬁs related to the
conduct of business, including order execution, restrictions on the misuse of
information, the equitable availability of information, prohibitions on
misrepresentation, and required disclosure; and the availability of procedures
and forums to resolve grievances.

Two of the main differences which exist among reporting jurisdictions in
the application of particular regulatory requirements intended to ensure
customer protection are the distinctions made between solicited and unsolic-
ited business and sophisticated and unsbphisticated customers.

A jurisdiction-by-jurisdiction review indicates the following:

Authorization, Qualification and Good Standing. All jurisdictions have
fitness requirements for financial intermediaries, which consider previous
violative conduct, character and competency. A bar from doing Susiness ip one

jurisdiction is in all cases considered by other jurisdictions in making

fitness determinations.

Order Execution Regquirements. The trading rules relating to order

execution differ from jurisdiction to jurisdiction but each reporting juris-
diction indicates that its rules are intended to provide fair execution to

customers and to prevent fraud. Most jurisdictions report restrictions on the

misuse of information; differences exist as to what constitutes misuse. On a
world wide basis, dual capacity is in effect precluded for most options
trading although no explicit ban exists for derivative trading in most

jurisdictions. Generally, however, a "customer first" rule is imposed when

dual capacity trading is permitted.

Sales Practice Regquirements. Sales practice standards related to re-
quired disclosures, prohibitions on misrepresentations and improper trading
activities such as unauthorized trading or trading ahead of customers exist in
most jurisdictions. All jurisdictions with derivative markets require the
provision of a risk disclosure statement to customers, however, the form of
disclosure and to whom it must be provided differ from market to market. All

regulated jurisdictions prohibit provision of false or misleading information

= D=



but differences exist concerning liability for omissions and the legal stan-
dard for finding violations.

The general rules against misrepresentation and fraud apply to advertis-
ing in all cases, but some jurisdictions have special supervisory rules or
explicit restrictions on the content of promotional material. Many jurisdic-
tions place restrictions on cold-calling.

Compliance Monitoring. In most jurisdictions, the monitoring. of compli-
ance with sales practice programs focuses on internal controls (self-policing)
and the investigation of customer complaints. The frequency of review of
sales practices and the scope of such reviews, however, vary among jurisdic-
tions. Enforcement cases also address abuses in the sales practice area which
may not be readily addressed by audit or review programs.

Records and Information Available to Customers. All jurisdictions
require the creation and maintenance of records with respect to the execution
and financial effect of transactions. Jurisdictions differ as to the records

and information which must be made available to customers.

o Information relating to trading and any specific local requirements
should be available both to customers and financial intermediaries. It would
be helpful if the types of information about markets, trading on those markets
and specific local requirements could be in "standard" form. Additionally,
transaction and market information should be available to all customers in an

equitable manner and, ideally, on a real time basis.

o Risk disclosure statements for derivative products generally cover, at a
minimum, "generic" risks and to that extent could potentially be harmonized to
reduce duplication. The potential for harmonizing additional risk and other

disclosures required in certain jurisdictions, however, is significantly less

certain.

o The jurisdiction where the customer resides may have an enforcement

interest in using its own law to prevent misrepresentations to such customers

= (g



independent of any required risk disclosure statement.

E. Market Efficiency

Market integrity issues are central to regulatory programs relating to
derivative markets and products. Various methods are used by relevant regu-
latory authorities to address these concerns.

Product Design. Many markets report requirements for product design and
restrict products which can be the subject of derivatives, and most have
delivery specifications or procedures. Some markets réported volume

requirements. These types of requirements appear to be unique to derivative

markets.

Market Disruption and Surveillance. Most markets prohibit market manip-
ulation. The precise definition of the term "manipulation™ may vary from
jurisdiction to jurisdiction. The means of preventing this practice, whether
by direct surveillance, product design requirements, position limits or other
measures, as well as the extent to which it is subject to regulatory oversight
differ among markets. Some markets report special procedures and regulations;
for example, position limits, price limits or market halts, settlement price
fules, dormancy rules and emergency actions, although the mix of these varies
from jurisdiction to jurisdiction. Differences however exist as to the degree
of the relevant regulator’s responsibility and authority to prevent
disruptions.

Trading Rules relating tc types of permitted orders, off-exchange trading
restrictions, and types of permitted market-making activities differ consid-
erably from jurisdiction to jurisdiction.

Audit Trail. All jurisdictions report that they require some means to
permit the reconstruction of trades and transactions (i.e., audit trail).
However, the manner in which the audit trail is recorded and made available
differs among jurisdictions.

Reporting Reguirements, such as large trader reporting, exist in some

jurisdictions. These requirements are used for financial as well as market .

surveillance.
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o when activities in one market have an effect on another market (whether
or not those markets are in the same jurisdiction), adequate information

sharing between relevant regulatory authorities, sufficient to assure

effective enforcement, is of common concern. Participants in the markets also

have a strong interest in the applicable rules, including those related to

preventing manipulative market activities.

o Among regulators, there is agreement that there must be an adequate audit

trail of all transactions. Ideally, the types of information constituting the

audit trail and the degree of its accessibility, to both the relevant regula-
tory authorities and the public, should be as similar as possible gc:oaa

jurisdictions. At present, there are substantial differences due to the

varying legal and regulatory requirements of different jurisdictions.

THE PARTICIPANTS
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PART ONE
COLLATED SUMMARY OF RESPONSES TO

COMMON FRAMEWORK OF ANALYSIS
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Operational Definitions ("home" vs. "host")
A. Markets and Products

a3, (a) Describe the factual bases for determining for regulatory
purposes in your jurisdiction that a clearing house, market
and/or product is a domestic clearing house, market and/or
product (e.g., place of incorporation, location of trading
floor) and identify all such clearing houses and the markeats
and products traded thereon in your jurisdiction

CFTC

Section 4 of the Commodity Exchange Act (CEA) requires that all
futures and certain option contracts traded in the United
States must be effected on boards of trade that have been
designated as contract markets through such contract markets
unless exempted by the Commission. The Commission was granted
exemptive authority in the Futures Trading Practice Act of 1992
(FTPA of 1992). On January 14, 1993, the CFTC adopted rules
under its exemptive authority to exempt certain "hybrid
instruments"™ and swap transactions from certain sections of the
CEA. See 58 Fed. Reg. 5580 and 5587 (January 22, 1993). To
date, fourteen boards of trade have been designated as contract
markets and all of the contract markets are incorporated in the
U.S. The CEA does not require separate designation of clearing
houses. However, for regulatory purposes, the clearing house
is deemed to be subject to the same regulatory treatment as the
exchange for which it clears. See Board of Trade Clearing
Corp. v. Commodity Futures Trading Commission, No. 78-1263
(D.C. Cir. March 29, '1979).

Through the Globex computerized trading system of the Chicago
Mercantile Exchange (CME) and Chicago Board of Trade (CBOT), it
is possible for a foreign exchange to "list"™ its products on
the Globex system. The CFTC staff has expressed its opinion
that the mere presence of Globex terminals in the U.S. should
not cause the CFTC to deem any exchange for which products are
listed through that system to be a domestic exchange. However,
in so stating, the CFTC staff stated that it would have to
review the particulars of any proposal for foreign exchange
products to be listed on the Globex trading system and that it
is committed to maintaining the integrity of the U.S. markets
and protecting U.S. customers. Moreover, the staff would
expect the CFTC to review such proposals to determine whether
access to information necessary to meet its own
responsibilities under the CEA would be adequate.

Section 5 of the Securities Exchange Act of 1934 ("34 Act")
provides that it is unlawful

for any broker-dealer, or exchange . . . to
make use of the mails or any means or instru-
mentality of interstate commerce for the
purpose of using any facility of an

exchange . . . to effect any transaction in a
security . . . unless such exchange (1) is
registered as a national securities exchange
under Section 6 of [the 34 Act], or (2) is
exempted from such registration . . .

Interstate commerce is defined in Section 3(a) (17) of the 34
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Act. In general, interstate commerce includes trade, commerce,
transportation or communication, through the use of any
interstate instrumentality, among the several states or between
any U.S. state and a foreign country. Section 17A of the 34
Act also requires clearing agencies making use of the mails or
any means or instrumentality of interstate commerce to register
with the Securities and Exchange Commission ("SEC" or
nCommission”). The terms "exchange," "clearing agency," and
"security" are defined in the 34 Act. See Sections 3(a) (1),
3(a) (23), and 3(a) (10), respectively. The term "security"
includes, among other things, stock; corporate, municipal and
U.S. government bonds and other debt securities; options on
equity and debt securities; stock index options; and foreign
currency options traded on a securities exchange.

U.S. securities markets are comprised of: (1) eight registered
national securities exchanges (including five options exchang-
es); (2) one exempt exchange; (3) sixteen registered clearing
agencies (including one clearing agency for all standardized
options, and one for over-the-counter (OTC) options on govern-
ment securities); (4) an OTC market regulated by a national
registered securities association, subject to SEC oversight;
and (5) several screen-based proprietary trading systems, one
of which trades options on U.S. treasury securities. Numerous
products trade on these markets, including, but not limited to:
(1) individual stock; (2) corporate and government bonds:

(3) individual stock and stock .index options; (4) foreign
currency options; (5) stock index warrants; and options on
government securities.

For the purposes of this paper, the term "exchange" (rather
than "market™) is used.

The Financial Services Act of 1986 (FSA) does not require
differentiation between "domestic" or "foreign" products. The
comments in this section are, therefore, restricted to
exchanges and clearing houses only.

An exchange will be regarded as "domestic" if the head office
is located in the UK and it is carrying on investment business,
that is making arrangements for persons to deal in investments,
in the UK (FSA, Schedule 1, paragraph 13(b)). Such an exchange
will be subject to direct and primary UK regulatory oversight.

Similarly, a clearing house will be regarded as "domestic" if
the head office is located in the UK and it is carrying on
investment business, that is making arrangements for persons to
deal in investments, in the UK (FSA, Schedule 1, paragraph
13(b)). Such a clearing house will be subject to direct and

primary UK regulatory oversight.

The notion of a domestic futures market does not exist in
France. The law of the 28 of March 1885 on futures markets, as

amended, provides that every futures market, on public and :
other bills, securities, commodities and interest rates is

deemed to be legal.

At present, markets operated by stock exchanges established and
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licensed in our jurisdiction are regarded as domestic markets.
(It is prohibited to operate a market or a quasi-market in
Japan without a license.)

The Australian Securities Commission ("ASC") is responsible for
the administration of the Corporations Law ("CL") on a national
basis.

The regulation of the Australian futures market is based on a
scheme of coregulation. However, the ASC, through the CL, is
the overriding statutory authority monitoring and regulating
futures markets in Australia.

Sections 1126, 1131 and 1132 of the CL provide that a body
corporate may apply to the ASC for approval by the Minister as
a futures exchange, clearing house or futures association
respectively. Section 1123 prohibits the conduct of an
unauthorised futures market and section 1128 prohibits a
corporation from providing clearing house facilities for a
futures market unless approved.

If the facility being used/activity is within Australia or the
business is established within Australia then the conduct of
the business is regulated. Products are indirectly regulated.
Exchange Members are regulated whilst dealing on the domestic
exchange. Australian non-residents are requlated if they deal
in Australia. Australian residents dealing on an overseas
recognised exchange. The futures broker is regulated to the
point of transmission of orders to the overseas recognised

exchange.

All futures trading for clients must occur either on a local
approved futures exchange or an overseas recognised futures
exchange as specified in Schedule 11 of the CL Regulations.

There are two approved local futures exchanges in Australia:
the Sydney Futures Exchange (the "SFE") and the Australian
Financial Futures Market (the "AFFM"). The SFE is a company
limited by guarantee and is a futures exchange and is a futures
association under the CL. The AFFM is a company and is 2
wholly owned subsidiary of the Australian Stock Exchange

Limited.

The SFE, whilst based in Sydney, has an Australia-wide and
international membership. The AFFM, based in Melbourne, also
has an Australia-wide membership.

There are two approved clearing houses in Australia: the
Sydney Futures Exchange Clearing House Pty Limited ("SFECH")
which became fully operational on 1 December 1991 and the
International Commodities Clearing House ("ICCH"). The SFECH
clears the SFE and the ICCH clears futures contracts on the

AFFM.

Products approved to be traded on the SFE are 90-day Bank
Accepted Bills futures and options, All Ordinaries Share Price
Index futures and options, 3-year Australian Treasury bond
futures and options, Live Cattle futures, Wool futures, Fifty
Leaders Share Price Index and the facility to Exchange for
Physicals. Products on the AFFM are based on specific ordinary
listed shares for settlement in cash at a predetermined future
date. 1In addition, the AFFM has a Twenty Leaders Index
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contract and the Australian Gold Share Price Index.

An exchange is a domestic exchange if it carries on business in
ontario, i.e. is located in Ontario. A product is a domestic
product if it is traded on an Ontario exchange. There is only
one exchange in Ontario which trades "derivatives", as defined
by the survey, the Toronto Futures Exchange (the "TFE"). The
contracts traded on the TFE are the TSE 35 Stock Index Futures
Contract and the TSE 300 Spot Index Contract.

The Montreal Exchange (ME) cooperates with Trans Canada Options
Inc. ("TCO") to designate contracts on the following qualified
underlying values as exchange-traded options:

Equity securities, provided that the issue is:

- posted for trading on a Canadian TCO participating exchange
(Montreal, Toronto, Vancouver);

- not subject to any of the deficiency criteria set out below:

—— there .is a failure to have a minimum of 3,600,000
outstanding publicly held shares;

—— there is a failure to have a minimum of 1,000 benefi-
cial and actual shareholders:;

—— the combined trading volume on TCO Participating
Exchanges, on the New York Stock Exchange and on the
American Stock Exchange has been less than 400,000 shares
in the preceding twelve months;

—— it is no longer listed on a Canadian TCO participating
exchange;

—- the market price per share closed below $5 on a
majority of the business days of the preceding nine-month
period as measured by the highest closing price recorded
in its most active market in Canada;

—— the issuer of its significant subsidiaries have
defaulted in the payment of any dividend or sinking fund
installment on preferred shares, or in the payment of any
principal, interest or sinking fund installment on any
indebtedness for borrowed money, or in the payment of
rentals under long-term leases, and such default has not
been rectified within six months;

—— the issuer has failed to make timely reports as
required by the ME rules; or

—- the market capitalization of the issuer, including all
common and preferred shares, has been less than
$100,000,000 on a majority of the business days in the
preceding nine month period.

The underlying interest of an option issued by TCO and the unit
of trading of that underlying interest have to be approved by
the Board of TCO following the recommendation of the ME. The
options issued by TCO are designated by reference to the
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unqerlying interest, the month of expiration, the exercise
price and the type and style of options. \

Options - Approval of underlving bonds

Qualified Underlying Values as Exchange-Traded Options:
Canadian government bonds, provided that:

- the outstanding amount of the issue is at least $500 million
face value «at maturity.

Options - Approval of underlying gold

Each gold option contract is for ten troy ounces of gold. Gold
bullion acceptable for delivery in satisfaction of gold options
is all gold which can be freely traded on the London Gold
Market (and other major gold markets). Gold for good London
delivery must have a fineness of purity of at least 995 parts
per 1,000.

Canadian bankers’ acceptance futures

The futures issued by TCO must satisfy the ME criteria, i.e.:

~

- 3-month Canadian bankers’ acceptance

Each trading unit consists of a face amount of Can $1,000,000
of 3-month major bank bankers’ acceptance.

10-year Canada bond futures

The underlying interest is Government of Canada Bonds with 6
1/2 to 10 years to maturity.

Each trading unit consists of Can $100,000 face value of a
notional Canadian Government Bond, bearing a coupon of 9%.

Precious metal certificates

Gold. The unit of trading is individual gold certificates
having a minimum specified value of five troy ounces of gold or
any quantity in troy ounce increments above this amount.

Silver. The unit of trading is individual silver certificates
having a minimum specified value of 250 troy ounces of silver
or any quantity in troy ounce increments above this amount.

Platinum. The unit of trading is individual platinum certifi-
cates having a minimum specified value of ten troy ounces of
platinum or any quantity in troy ounce increments above this

amount.

The trading currency for Exchange traded certificates listed on
the ME is U.S. dollars.

The Hong Kong Futures Exchange Ltd (HKFE) is currently the only
market located in Hong Kong which provides a facility for
trading in derivative products. HKFE is incorporated in Hong
Kong and maintains a trading floor in Hong Kong. HKFE products
currently include futures contracts in the Hang Seng Index
(HSI), Three month Hong Kong Interbank Offered Rate (HIBOR) and
four Hang Seng Sub-indices (Commerce & Industry, Properties,
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Utilities gnd Finance). HKFE also trades commodity futures
contracts in gold. HKFE will begin trading European-Style HSI
options in March 1993.

The HKFE Clearing Corporation Limited (HKCC) is a wholly-owned
subsidiary of HKFE and was established to operate a clearing
house for the purpose of clearing all trades effected on the
HKFE.

Clearinghouses, markets and products are considered domestic
when these entities are created, mature and are liquidated
within Chilean territory.

If a marketplace, a clearing house or a product (financial
instrument) is to be looked upon as domestic or foreign depends
on the law of which country that ought to be applied. The
choice of applicable law is done in accordance to Swedish

regulation.

In the Swedish Companies Act of 1975 a company is formed by one
or more founders. A founder shall be resident in Sweden or a
Swedish legal person. The founders shall draw up a deed of
formation which shall contain a proposal for articles of
association. These articles shall specify inter alia the
municipality in Sweden where the registered office of the board
of directors is to be located. After the registration the
company will be a Swedish legal person.

The bases for determining regulatory jurisdiction are related
to the business of dealing in futures contracts.

An Exchange will be regarded as "domestic" if its dealers are
in the business of dealing in futures contracts in New Zealand.

Section 37(5) of the Securities Amendment Act 1988 provides,
v ..a person deals in futures contracts if that person: -

(a) acquires or disposes of the futures contract on behalf of
another person; Or

(b) offers to acquire or dispose of the futures contract on
behalf of another person; oOr

(c) on behalf of another person induces, or attempts to
induce, a person, to acquire or dispose of the futures

contract; or

(d) advises or assists a person in connection with the
acquisition or disposition of the futures contract..."

New Zealand Futures & Options Exchange Limited is currently the
only authorised futures exchange in New Zealand. Products
traded on New Zealand Futures & Options Exchange include three,
five and ten Year Government Stock futures and futures options,
90 Day Bank Bill futures and futures options, NZSE-40 Share
Index futures and NZSE-40 Share Index options, New Zealand Wool
futures and futures options, US Dollar futures, NZ Dollar
futures and futures options and Exchange Traded Equity Options
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including options on the ordinary shares of Telecom Corporation
of New Zealand Limited, Fletcher Challenge Limited, Brierley
Investments Limited, Robt. Jones Investments Limited, Carter
Holt Harvey Limited and Lion Nathan Limited.

New Zealand Futures & Options Exchange Limited is cleared and
guaranteed by the London Clearing House Limited (formerly
International Commodities Clearing House Limited "ICCH").

(b) Once a determination is made that a clearing house, market
and/or product is domestic, must such clearing house, market
and/or product be recognized (in the U.S., designated) ?

Section 4 of the CEA requires that all futures and certain
option contracts traded in the United States must be effected
on boards of trade that have been designated as contract
markets, unless otherwise exempted by the CETC.

The CEA does not require separate designation of clearing
houses. However, as noted above, for regulatory purposes, a
clearing house is deemed to be subject to the same regulatory
treatment as the exchange for which it clears. Section 5 of
the CEA requires that individual contracts also must be
designated separately before they may be traded on or subject
to the rules of a contract market (See I.A.l.(c)).

See I.A.l(c) below.

By virtue of its carrying on investment business within the UK,
a domestic exchange must be authorised or acquire the status of
"Recognised Investment Exchange” (RIE) (FSa, s.3, 36 and 37).
As a practical matter, all current UK domestic exchanges have

obtained recognition.

As in the case of an exchange, a domestic clearing house must
be authorised or acquire the status of "Recognised Clearing
House" (RCH) in order to provide clearing services for the
transaction of investment business within the UK (Fsa, s.3, 38
and 39). As a practical matter, the only existing UK domestic
clearing house, The London Clearing House Ltd, has obtained

recognition.

The law of the 28 of March 1885, as amended, instituted the
Conseil du Marche a Terme (CMT) in charge of the good running
of the market, of the constitution of a general regulation, of
the admission of contracts to be traded and of disciplinary
powers on intermediaries and their employees.

One market is under the authority of the CMT today, Marche a
Terme International de France (MATIF) SA. The listed products

are:
FINANCIAL INSTRUMENTS

Notional Bond Futures Contract
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Traded Option Contract on The Notional Bond

Three-Month Eurodem Futures Contract (suspended contract)
Option Contract on Three-Month Eurodem (suspended contract)

Three-Month PIBOR Futures Contract
Three-Month PIBOR Traded Option Contract

CAC 40 Index Futures Contract

Long-Term ECU Contract (suspended contract)
Long Term ECU Bond Option Contract (suspended contract)

Long Term Italian Bond Futures Contract
Long Term Italian Bond Traded Option Contract

BTAN Contract (suspended contract)
French Treasury Bond Futures Contract (launched January 28,

1993) .
COMMODITIES

White Sugar Futures Contract
Wwhite Sugar Futures Traded Options Contract

Potato Futures Contract No. 1 (suspended contract)
Potato Futures Contract No. 2

Robusta Coffee Futures Contract
Cocoa Futures Contract (suspended contract)

Moreover, the MONEP, Paris Traded Options Market, is under the
authority of the Conseil des Bourses de Valeurs (CBV), the
Securities exchange council. The MONEP was created on the 6th
of September 1987. The clearing house is the Societe de
Compensation des Marches conditionnels (SCMC), which is a
subsidiary at 100 percent of the Societe des Bourses Francaises

(SBF) .

In January 1992, underlying stocks or index were the following:
CAC40 index (short term and long term options) Accor, Alcatel-
Alsthom, Axa, Bouygues, BSN, Carnaudmetalbox, Carrefour, Cerus,
E1f Aquitaine, Eurodisney, Erotunnel, Havas, LVMH, Lafarge-
Coppee, Lyonnaise des Eaux-Dumez, Michelin, L’Oreal, Paribas,
Pechiney International, Pernod Ricard, Peugeot, Rhone-Poulenc
cip, saint-Gobain, Societe Generale, Suez, Thomson CSF, Total.

The licensed credit firm qualified to be a clearing house on
the futures market must be a specialized financial institution
(IFS) as defined by the Banking Law. The SBF is also a spe-
cialized financial institution (Law of the 22nd of January

1988) .

The IFSs are the credit firms which have received from public
authorities a mission of public interest. This clearing house
is registered with the ncomite des Etablissements de credit"”

. and is also permanently controlled by and submitted to the
Banking Commission (Commission Bancaire). This Committee is
chaired by the governor of the Bank of France.

The application for admission of a product on the official

market supposes that the product is standardized and cleared
through a qualified clearing house.
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Conditions for admission of products are based on general
criteria for safety, transparency and perception of the oppor-
tunities they offer. Consultations of the COB and the Banque
de France are also required.

Licensed stock exchanges are required to obtain approval of the
Finance Minister in order to open securities-related futures
and options markets. Each stock exchange has its own clearing
facility, therefore, there is no independent licensing of
clearing houses. In order to trade securities related futures
and option products, securities companies and financial insti-
tutions are required to obtain licenses.

A market, once it has been determined as domestic, must either
be recognised or made an exempt market. Products, to be traded
on domestic exchanges are set out in the relevant Business
Rules (i.e. Rules, Regulations, By-Laws, Memorandum & Articles
of Association) of the participating exchange and new products
added by way of amendment. Amendments of the Business Rules
may be disallowed by the Minister (s.1136 CL).

Pursuant to section 19 of the Commodity Futures Act (CFa),
domestic exchanges must be registered with the Ontario Securi-
ties Commission (OSC). The CFA does not currently require
separate registration for clearing houses although it provides
regulatory oversight for their activities and de facto
registration. The Recognized Options Rationalization Order,
which provides the regulatory framework for exchange-traded
equity options requires recognition of clearing houses.
Contracts traded on commodity future exchanges registered
pursuant to section 19 must be accepted by the 0SC pursuant to

section 36 of the CFA.

Before issuing a new type of option or futures contract the
issuing person must file with the Commission all the complete
information regarding the new contract; it can issue the new
contract when the Commission agrees thereto or does not raise
any objection within 10 days of receiving the information.

The issuing person must also prepare an information document
(instead of preparing a prospectus) describing how the market
operates and where such is the case, the various types of
contracts. The information document has to be approved by the

Commission.

HKFE was granted a license by the "Governor in Council"™ to
operate a commodity exchange under the Commodities Trading
Ordinance (CTO). All traded products must be specified in a
schedule to the CTO. A separate ordinance, the Commodity
Exchanges (Prohibition) Ordinance, prohibits the establishment
of any other exchange trading in products specified in that
ordinance. HKFE is required to obtain and has obtained the
approval of the SFC to use HKCC as its clearing house.
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The clearinghouse must be registered in the Registry of
Securities Agents within the Superintendency of Securities and
Insurance (SVS), authorizing its ability to function and its
procedures. It should be mentioned that the market where said
products are traded must also be authorized by the SVS (the
market must always be organized as a securities exchange).
Lastly, derived products considered individually must be
authorized by the SVS and can be traded only within the
exchange that develops them.

Any company doing business in order to establish a regular
trade in financial instruments may be authorized as an exchange
or a market place according to the new act on exchange and
clearing (SFS 1992:543). Clearing must only be done by a
company licensed as a clearing house according to this act.
Issues of authorization and licensing are to be handled by the
Swedish Financial Supervisory Authority, SFSA. By the new act
on exchange and clearing registered Swedish companies and
cooperations may by authorized and licensed (1 Chapt. 2§).

Financial instruments covering inter alia options and futures
are as well regulated by this new act. All kinds of financial
instruments may be listed and traded at an exchange.

Section 37(8) of the Securities Amendment Act 1988 provides the
Securities Commission in New Zealand with the power to declare
a body corporate that conducts, or proposes to conduct, a
market or exchange in New Zealand for trading in futures
contracts to be an authorised futures exchange.

Section 38(1l) of the Securities Amendment Act 1988 states that
no person shall carry on the business of dealing in futures

contracts unless:

(a) that person is a member of an authorised futures exchange;
or

(b) that person is authorised by the Commission by notice in
the Gazette to carry on the business of dealing in futures

contracts.

Practically, all brokers are required to be Members of an
authorised futures exchange. Consequently, in order for market
to operate successfully in New Zealand it would need to be
declared as an authorised futures exchange by the Securities

Commission.

(c) Recognition criteria

CEA §5 sets forth those criteria which a board of trade must
satisfy to acquire contract market designation. In sum, the
requirements are as follows:

- the board of trade is located in a terminal market where the
underlying commodity is sold in sufficient volume so as to
reflect the general value of the commodity;
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- the board of trade provides for the making and filing of
records with respect to all aspects of the transaction;

- the board of trade prohibits the dissemination of false or
misleading information which tends to affect the price of any
commodity;

- the board of trade provides for the prevention of
manipulation of prices and the cormering of any commodity by
the dealers or operators upon such board;

- the board of trade does not exclude any duly authorized
representative of a lawful cooperative association having

adequate financial responsibility;

- the board of trade provides for the prohibition of price
manipulation;

- the board of trade provides for the compliance with the
CFTC’s orders and other regulatory requirements; and

- the board of trade must demonstrate that the futures
transaction in a particular market for which designation is
sought will not be contrary to the public interest.

- the board of trade demonstrates that every contract market
for which such board of trade is designated complies with the
audit trail requirements of Secticn 5a(b) of the CEA.

The CFTC provides guidance to exchanges on meeting these
requirements in its "Guideline on Economic and Public Interest
Requirements for Contract Market Designation," 57 Fed. Reg.
3518 (January 30, 1992). See II.C.1.(a) and (c) below.

No separate designation criteria exists in the CEA or regula-
tions thereunder for a clearing house.

With respect to transactions for future delivery of any secu-
rities issued or guaranteed by the U.S. or any agency thereof,
the CFTC must deliver a copy of the application for designation
as a contract market to the Department of the Treasury and to
the Board of Governors of the Federal Reserve System. See CEA
§2(a) (8) (B) (ii). The CFTC is not allowed to designate a board
of trade until 45 days after the application is delivered to
the agencies or until after the CFTC has received comments from
the agencies, whichever period is shorter. The CFTC shall take
into consideration all comments it receives from the Department
of the Treasury and the Federal Reserve and "shall consider the
effect that any such action may have on the debt financing
requirements of the United States Government and the continued
efficiency and integrity of the underlying market for govern-

ment securities."

CEA §2(a) (1) (B) (iv) (II) requires the CFTC to provide the SEC
with a copy of an exchange’s designation as a contract market
with respect to any contract of sale (or option on such con-
tract) for future delivery of a group or index of securities.
The CFTC may not approve the application if the SEC determines
that the contract fails to meet the minimum requirements set

forth in §2(a) (1) (B) (ii) of the CEA.
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Markets

Yes, the market must be recognized unless it qualifies.for a
low volume exception under the 34 Act. Sections 6, 15A, and
17A of the 34 Act provide specific guidelines for the
registration of exchanges, securities associations, and
clearing agencies (self-regulatory organizations ("SROs")),
respectively. In general, the rules of the SROs must be
designed to protect investors and the public interest. The
rules of the SROs (other than clearing agencies) must be
designed, among other things, to prevent fraudulent and mani-
pulative acts and practices, promote just and equitable
principles of trade, and the rules of the clearing agencies
must be designed to promote the prompt and accurate clearance
and settlement of securities transactions and the safeguarding
of funds and securities for which it has control or '
responsibility. The rules of the SROs (other than clearing
agencies) also must be designed to perfect the mechanism of a
free and open market by not imposing any unnecessary Or
inappropriate burden on competition. In addition, an SRO
(other than clearing agencies) must demonstrate the capacity to
enforce compliance by its members with the 34 Act, rules and
regulations thereunder, and the rules of the SRO. Clearing
agencies must comply with their own rules and enforce member
compliance with those rules. Section 19 of the 34 Act requires
SROs to, among other things, file with the SEC, for review and
approval, copies of any proposed rules concerning the
administration of the SRO and the regulation of its members and
employees. The SROs must also obtain Commission approval for
any proposed change in, addition to, or deletion from such

rules.

The Commission recently announced its Automation Review Policy
("ARP"), a voluntary program designed to assure that self-
regulatory organizations (other than clearing agencies) have
the capacity to accommodate current and reasonably anticipated
future trading volume levels adequately and to respond to
localized emergency conditions. ARP states that each SRO
should: (1) establish current and future capacity estimates
for their systems; (2) conduct stress tests of their automated
systems; and (3) have an independent reviewer critique the
capacity and integrity of its automated systems.

Section 5 of the 34 Act also provides the SEC with the author-
ity to exempt an exchange from registration if it finds that,
by reason of the limited volume of transactions effected on
such exchange, it is not practicable and not necessary Or
appropriate in the public interest or for the protection of
investors to require such registration.

Securities

Pursuant to section 5 of Securities Act of 1933 ("33 Act"), ie
is unlawful for any person, directly or indirectly, to use any
means of interstate commerce to offer to buy (sell) any
security unless a registration statement is in effect as to the
security or unless the security is exempted from the 33 Act.
Securities must be registered in accordance with the guidelines
set forth in sections 6 and 7 of the 33 Act. Section 4 of the
33 Act provides exemptions from these registration requirements
for certain transactions, e.9., transactions not involving an
issuer, underwriter, or dealer, and transactions by an issuer
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not involving a public offering. The exemption for a
transaction by an issuer not involving a public offering has
been used to permit private placements of securities to
institutional investors. The exemption for transactions not
involving an issuer, underwriter or dealer has been used to
permit resales of privately offered securities to qualifying
institutional investors.

In addition, section 12(a) of the 34 Act makes it unlawful for
any member, broker, or dealer to effect any transaction in a
security on a national securities exchange unless a registra-
tion statement is in effect as to the security. Section 12(g)
of the 34 Act imposes a similar registration requirement upon
securities traded OTC that are issued by companies with 500 or
more shareholders and more than $1 million in assets. Regis-
tration under section 12 requires, among other things, period-
ic, annual, and quarterly reporting to shareholders.

For U.S. standardized options, which are publicly offered to
individual as well as institutional investors, the "issuer" is
the Options Clearing Corporation ("ocCc"), which registers the
options listed and traded on the various exchanges. As part of
the registration and issuance process OCC prepares and
distributes an options disclosure document ("ODD") explaining
the risks of optionms.

In addition to these disclosure requirements, options, as well
as other products traded on an exchange or quoted over NASDAQ,
must satisfy the "listing criteria” of the exchanges and the
National Association of Securities Dealers, Inc. ("NASD"),

respectively.

The Commission has no specific listing criteria for index
options traded on an exchange or quoted over NASDAQ. An index
option, however, must meet some general guidelines to obtain
SEC approval. First, the SEC must find that the introduction
of such an option is in the public interest. In other words,
the index option must serve some economic purpose. See SEC
response to II.C.1l.(a). Second, the exchange listing the index
option must have a surveillance plan to detect trading abuses.
Third, absent very unusual circumstances, the exchange must
have a surveillance sharing agreement with the underlying cash
market. The options SROs employ different definitions of
n"narrow-based" and "broad-based" indexes. These definitions
dictate the regulatory treatment of the product (e.g., higher
margin requirements and lower position and exercise limits for
narrow-based index options). These definitions, however, do
not represent minimum listing standards for narrow-based index
options. As with broad-based indexes, there are no specific
listing criteria for narrow-based ‘index options. In sum, the
exchanges must comply with Section 6 of the 34 Act, which
requires that the rules of an exchange be designed to prevent
fraudulent and manipulative acts and practices, and to promote
just and equitable principles of trade.

The FSA vests Her Majesty’s Treasury (HMT) with the powers to
authorise and to regulate investment business in the UK. The
FSA also provides for HMT to transfer a significant proportion
of its powers to a Designated Agency; under the Financial
Services Act (Delegation) Order 1987, these were transferred to

SIB.
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In addition to other powers, such as the recognition of self-
regulaglng organisations, SIB has the authority to recognise
domestic exchanges and clearing houses.

Schedule 4 to the FSA identifies the requirements which must be
met by an exchange in order to acquire RIE status. Briefly,
these include;

i) sufficient financial resources;

ii) adequate safeguards for investors, including inter
alia, arrangements for ensuring the performance of
transactions effected on the exchange (arrangements
being provided either directly or by means of
services provided by a Recognised Clearing House
(RCH)) ;

iii) arrangements and resources for the effective
monitoring and enforcement of compliance with its
rules and clearing arrangements;

iv) arrangements for the investigation of complaints;

v) ability to promote high standards of integrity and
fair dealing and to cooperate by the sharing of
information; and

vi) default rules which enable action to be taken in
respect of unsettled market contracts to which a
member is party where that member appears to be
unable to meet his obligations. (FSA, Schedule 4,
Companies Act 1989, Schedule 21).

A clearing house may be recognised if it appears to SIB that
b1 o -

i) has sufficient financial resources;

ii) has adequate arrangements and resources for the
effective monitoring and enforcement of compliance
with its rules or in respect of monitoring,
arrangements for that function to be performed on
behalf of the clearing house (and without affecting
its responsibility) by another body who is able and
willing to perform it;

iii) provides or is able to provide clearing services
which would enable a recognised investment exchange
to make arrangements with it that satisfy the
requirements of Schedule 4 to the FSA;

iv) is able and willing to promote and maintain high
standards of integrity and fair dealing and to
cooperate by the sharing of information; and

v) has default rules which enable action to be taken to
close out a member’s positions in relation to all
unsettled market contracts, to which he is a party,
where that member appears to be unable to meet his
obligations (FSA, s.39, Companies Act 1989, Schedule

21) .

No exchange or clearing house shall be recognised unless HMT
(in the case of an RIE or RCH, SIB) is satisfied that the rules
and any particulars provided with the application do not have
and are not likely to have, to any significant extent, the
effect of restricting or preventing competition more than is
necessary for the protection of investors (FSA, s.119 and

s.120) .

Before deciding whether to grant leave to SIB for the making of
a recognition order in respect of an RIE or RCH, HMT shall send
to the Director General of Fair Trading (DGFT) a copy of, inter
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alia, rules and regulations of the exchange or clearing house.
The DGFT shall report to HMT whether in his opinion the rules
and regulations or arrangements have or are likely to have, to
any significant extent, the effect of restricting or preventing
competition. HMT shall have regard to the DGFT’s report before
making a decision (FSA, s.122). .

Under Article 83 of the Securities and Exchange Law, the
Finance Minister shall grant a license for founding a securi-
ties exchange if (1) its articles of incorporation, etc.
conform to the law and are adequate to ensure the fairness of
trading and the protection of investors, (2) its organization
conforms to the law, and (3) its founding is necessary and
appropriate in the public interest and for the protection of
investors.

Under Section 1126 CL the Minister may approve a body as a
futures exchange if he is satisfied that the following criteria

are met:

(a) the business rules of the body corporate make
satisfactory provision, inter alia, for licensing,
qualifications, conduct, expulsion, suspension and
disciplinary procedures;

(b) that there will be enough money in the body corporate’s
Fidelity Fund to make the payments out of the fund that
may reasonably be expected to be necessary for the
purposes of the CL, which is to compensate clients who
suffer pecuniary loss because of fraudulent misuse of
money or other property by a member of the futures
exchange or association; and

(c) that the interests of the public will be served by
granting the application.

Under Section 1131 of the CL, the Minister may approve a body
as a clearing house for a futures exchange if he is satisfied:

= that the business rules of the body are satisfactory, in
particular such of those business rules as relate to the
registration of futures contracts made on a futures market
of the futures exchange;

- that the business rules of the body corporate make
satisfactory provision for the expulsion, suspension or
discipline of members for a contravention of the business
rules of the body corporate or for a contravention of the
CL; and

- that the interests of the public will be served by
granting the application.

In addition s.1131(3) provides that the Minister may have

regard to any business rules of the applicant that relate to
the guaranteeing, to members of the applicant, of the
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performance of futures contracts made on a futures market of
the futures exchange. =

Subsection 19(2) of the CFA sets out the factors to be
considered in granting registration to a domestic commodity
futures exchange. The OSC must be satisfied that registration
would not be prejudicial to the public interest and in making
such a determination must consider:

(a) clearing arrangements and the financial condition of the
exchange, its clearing house and members;

(b) the rules and regulations applicable to exchange members
and whether or not they are in the public interest and are
actively enforced;

(c) whether or not floor trading practices are fair and
properly supervised;

(d) whether adequate measures have been taken to prevent
manipulation and excessive speculation; and

(e) whether provisions have been made to record and publish
details of trading.

Pursuant to section 13 of the Commodities Trading Ordinance
("CTO"), the Governor in Council may, on application made to
him in writing by the Exchange Company, issue a licence to
establish and operate the Commodity Exchange if he is satisfied
that the Company complies with, among other things, the
following requirements:

i) that the objects contained in the constitution of the
Company include a provision for the establishment and
operation of a commodity exchange;

ii) that the Company will -

(a) maintain to the satisfaction of the Commission
an adequate and properly equipped place of
business;

(b) provide and maintain commodity markets at places
approved by the Commission;

(c) use one or more clearing houses for the
registration and settlement of futures contracts
and the day-to-day adjustment of the financial
position of such contracts;

(d) use one or more guarantee corporations to
guarantee fulfillment of futures contracts; and

(e) use only clearing houses or guarantee
corporations which have been approved by the
Commission for use by the Company in relation to
particular commodity markets;

13:4%) that the authorized share capital of the Company 18
not less than $25,000,000 divided into shares and the
issued capital of the Company is not less than
$3,000,000;
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iv) that the constitution of the Company provides for the
exclusion from membership of the Company of any
person who would be disqualified from being a
shareholder;

v) that at least 20 shareholders of the Company will
carry on the business of trading in commodity futures
contracts independently and in competition with one
another in any commodity market:

vi) that the constitution of the Company provides for the
making of rules applicable to the Company in its
capacity of Exchange Company and of rules of
commodity markets;

vii) that the constitution of the Company provides that no
rules of the Exchange Company, and amendments
thereto, will be effective unless approved in writing
by the Commission;

viii) that the constitution of the Company provides that no
amendment of the constitution of the Company will be
effective unless approved in writing by the
Commission; .

The licence was granted to HKFE in 1977.

There are no specific statutory criteria for regulatory
approval of HKCC as a clearing house. In considering approval
of HKCC in 1989, the SFC considered a broad range of factors,
in particular operational capacity and the HKCC risk management

systems.

Law No. 18.045 (1981), the Law of Securities Market, in
Chapters II, V, VI and VII, determines the requisites and
obligations that the securities, secondary markets, exchange
brokers and securities exchanges must comply with.

A Swedish company or a Swedish cooperative must be authorized
as an exchange only if

- the articles of association or the statutes do not deviate
from this act or any other regulation,
- the planned activities may be assumed to fulf£ill the

requirements of fairness, and
- the company will fulfill the remaining conditions of this

act.

The articles of association or the statutes of an exchange
shall be approved by the SFSA in connection with the
authorization. Any decision of changing of the articles or the
statutes must not be registered before the approval by the
SFSA.

SFSA has regulated by advisory provisions (FFFS 1992:21) how to
apply for authorization as an exchange or a market place or for
license as a clearing house according to the new exchange and

clearing act.

In this new act (4 chapt. 1§) listing and trade in a certain
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financial instrument must not be begun until the exchange or
the market place has approved this product.

Options and futures may be approved for listing and trading
only if there is a widespread trade at reliable pricing of the
asset (s) underlying the option or futures contracts. Regarding
to the two forms of regulated markets that the new act accepts
there is no difference concerning options and futures, nor
anyone concerning domestic versus foreign contracts.

In its advisory provisions concerning options and futures SFSA
has ‘according to the government bill (1991/92:113) stipulated

initial and current information about listing requirements of

options, futures and other financial products by the exchange

or the market place.

There are no specific recognition criteria laid down in the
Securities Amendment Act 1988 with regard to declaration as an
authorised futures exchange. The Securities Commission may, by
notice in the Gazette, declare a body corporate to be an
authorised futures exchange. New Zealand Futures & Options
Exchange Limited is required to maintain a programme of self-
regulation for all categories of futures dealers in New Zealand
in respect of all futures contracts, whether placed on any
market of New Zealand Futures & Options Exchange Limited or on
any other market, whether in New Zealand or elsewhere.

(a) Must a foreign clearing house, market and/or product be
recognized in order to be used by your nationals?

Generally, there are no established criteria for the recogni-
tion of a foreign clearing house, market and/or foreign prod-
uct. However, the Part 30 rules include a provision which, in
effect, lifts the ban on foreign options on a market-by-market
basis. Further, certain additional conditions are applicable
pefore foreign stock index futures contracts and foreign
government debt futures contracts may be offered or sold to or
for a U.S. customer. In a Federal Register release on
Guideline No. 1, the Commission provided notice to the public
regarding the information which should be included in seeking a
no-action opinion on whether a futures contract on an equity
index traded on that exchange may be offered in the U.S. 57
Fed. Reg. 3518 (January 30, 1992).

There are no restrictions on U.S. nationals trading on a
foreign securities market. If a foreign market or product
falls within the definition of an exchange or security under
Sections 3(a) (1) and 3(a) (10) of the 34 Act, respectively, and
uses the jurisdictional means described in Section 3(a) (17), it
must be recognized to the same extent as a domestic market or
product in the U.S. See domestic markets and products dis-

cussion above at I.A.l.(c).

For these purposes, the term "foreign" is applied to those
exchanges and clearing houses which have their head office
overseas. (The concept of "head office" is based on the
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general principles of law of the European Community in relation
to the legal notion of "siege"). These exchanges and clearing
houses are not subject to primary and direct UK regulatory
oversight.

The FSA provides for the recognition of overseas exchanges
deemed to be carrying on investment business in the UK and
which are subject to supervision by foreign regulators. These
exchanges are required to provide arrangements for investor
protection at least eguivalent to that afforded under the FSA
(FSA, s.40) (see item I.A.2(c)). Conditions of recognition of
these overseas exchanges include notification obligations which
result in the provision of information to UK regulators
regarding developments on the relevant exchange.

A different category of overseas exchange, in respect of which
the FSA is silent, is the Designated Investment Exchange (DIE):;
this is a concept introduced in SIB Conduct of Business Rules
(CBRs) to identify those exchanges which do not carry on
investment business in the UK but which are deemed to provide
adequate investor protection arrangements.

A foreign exchange must be either a Recognised Overseas
Investment Exchange (ROIE) or a DIE to qualify as an exchange
upon which margined transactions may be effected by an
authorised firm on behalf of an inexperienced private customer
(CBRs, 11.04).

Authorised firms are not restricted or prohibited from
effecting trades in margined transactions on exchanges which
are neither ROIEs nor DIEs on behalf of business, experienced
or professional investors (CBRs, 11.04) and where an authorised
firm is acting as a discretionary portfolio manager for an
inexperienced private customer whose customer agreement
contemplates such trades, but they must be for hedging purposes

only (CBRs, 11.04(e) (i1)).

Customers who are UK nationals will not be treated differently
from customers who are nationals of other countries. For
regulatory purposes, customers are treated equally, regardless
of nationality.

Section 40 of the FSA provides for the recognition of overseas
clearing houses, deemed to be carrying on investment business
in the UK, which have their head office overseas and which are
subject to supervision by foreign regulators.

Important note in relation to references to the CBRs in this
document:) The CBRs Teferred to in.this document are those
currently in force under SIB rules and they apply to persons
directly authorised by SIB to carry on investment business.
Self-regulating organisations (SROs) have their own rulebooks
which apply to the members that they authorise to carry on
investment business. SROs may make rules which provide for
adequate investor protection (bearing in mind different types
of investment business, types of investors, and the
effectiveness of SROs’ arrangements for enforcing compliance) .

The Companies Act of 1989 empowered SIB to make "statements of
principle" on the conduct and financial standing of those
involved in investment business. These Principles, of which
there are 10, are the top tier of a three-tier approach to
regulation of investment business in the UK. The Principles,
which came into force on 30 April 1990, are intended to form a
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universal statement of conduct expected of all authorised
persons, including members of SROs, where monitoring and
enforcement is primarily the responsibility of the relevant
SRO. The second tier is comprised of rules ‘designated’ by SIB
which apply to the members of SROs, although SIB may provide
that the rules will not apply to a particular SRO. One set of
designated rules is the Core Rules on Conduct of Investment
Business. i

The Core Rules on Conduct of Investment Business were made by
SIB in January 1991, however, they only come into effect for
members of SROs when each SRO has implemented changes in its
rules to supplement the Core Rules. The supplemental rules
made by SROs form the third tier of the new structure. Each
SRO is working to a different timetable, and therefore the Core
Rules commenced at different times for each SRO. The Core
Rules will be commenced for members of the Securities and
Futures Authority (SFA) on 1 April 1992. After the designated
Core Rules have been commenced for all SROs, it is anticipated
that SIB will introduce its third tier, i.e., SIB will
implement changes for firms directly regulated by SIB.

SIB’s Principles are as follows:

1. 1Integrity

A firm should observe high standards of integrity and fair
dealing.

2% Skill, Care and Diligence

A firm should act with due skill, care and diligence.

3. Market Practice

A firm should observe high standards of market conduct.

It should also, to the extent endorsed for the purpose of
this principle, comply with any code or standard as in
force from time to time and as it applies to the firm
either according to its terms or by rulings made under it.

4. Information about Customers

A firm should seek from customers it advises or for whom
it exercises discretion any information about their
circumstances and investment objectives which might
reasonably be expected to be relevant in enabling it to
fulfill its responsibilities to them.

Ste Information for Customers

A firm should take reasonable steps to give a customer it
advises, in a comprehensible and timely way, any
information needed to enable him to make a balanced and
informed decision. A firm should similarly be ready to
provide a customer with a full and fair account of the
fulfillment of its responsibilities to him.

6. Conflicts of Interest
A firm should either avoid any conflict of interest

arising or, where conflicts arise, should ensure fair
treatment to all its customers by disclosure, internal
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rules of confidentiality, declining to act, or otherwise.
A firm should not unfairly place its interests above those
of its customers and, where a properly informed customer
would reasonably expect that the firm would place his
interests above its own, the firm should live up to that
expectation.

Fic Customer’ assets

Where a firm has control of or is otherwise responsible
for assets belonging to a customer which it is required to
safeguard, it should arrange proper protection for them,
by way of segregation and identification of those assets
or otherwise, in accordance with the responsibility it has
accepted.

8 Financial Resources

A firm should ensure that it maintains adequate financial
resources to meet its investment business commitments and
‘to withstand the risks to which its business is subject.

9. Internal Organisation

A firm should organise and control its internal affairs in
a responsible manner, keeping proper records, and where
the firm employs staff or is responsible for the conduct
of investment business by others, should have adequate
arrangements to ensure that they are suitable, adequately
trained and properly supervised and that it has well-
defined compliance procedures.

10. Relations with Regulators

A firm should deal with its regulator in an open and
cooperative manner and keep the regulator promptly
informed of anything concerning the firm which might
reasonably be expected to be disclosed to it.

SIB has also been enabled to issue codes of practice. SIB does
not, for the present, propose to issue codes but self-
regulating organisations may use codes, made under their own
powers, to f£ill out the detail of principles and rules applying
to those they regulate, subject, of course, to the overall

results being adequate.

The Law modifying the law of March 28, 1885 provides that the
public can be solicited to operate on foreign futures and
option markets only when these markets have been recognised,
complying with conditions fixed by decree and under reciprocity
condition. The decree promulgated, on October 25, 1990, has
settled that foreign market dealing in securities, futures
contracts or any financial instruments may be recognized only
when the rules relating to protection of investors, safety,
supervision and monitoring of the said market are equivalent to
those existing on the market placed under the authority of the
Conseil des Bourses de Valeurs and of the Conseil du Marche a

Terme.

To date, 15 US futures markets have been recognized by
Ministerial order dated September 20, 1991.
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Persons who are domiciled or have their Registered Office
outside the French territory are authorized to contact the
public in France with a view to operations on a recognized
foreign market dealing in securities, futures contracts or any
financial instruments, when they have been approved by the
competent supervisory authority in their country of origin and
after the competent French authorities have determined that the
rules of competence, honorable character and solvency to which
the said persons are subject are equivalent to those applicable
in France.

In order to offer or sell futures and options contracts traded
on recognized exchanges to French investors, US Futures
Commission Merchants have to be recognized by the COB pursuant
to the Mutual Recognition Memorandum of Understanding (MRMOU)
signed between the COB and the CFTC.

In addition, in order to permit cross exchange trading through
GLOBEX and enable MATIF members to trade CME contracts, the CMT
has supplemented its general regulation.

The amended general regulation concerning cross exchange
trading provides that members which trade contracts listed on a
foreign exchange are required to comply with the trading rules
implemented by this exchange. CME trading rules have been
recognized by the CMT. CFTC rule 575 provides for similar
provision. To the extent permitted by the law, Market
Authorities have agreed to exchange information necessary to
ensure the surveillance of the trades.

French investors who are contacted in order to trade on
recognized foreign markets must receive a prospectus, written
in french, giving information related to the market, the firm
and the contract specifications (rule 90.10 of the COB).

Securities companies and financial institutions are required to
obtain necessary licenses to trade foreign products.

A clearing house, futures exchange and foreign market must be
recognized to be traded by Australians on that market. A
foreign product, if it is being traded on a recognised foreign
exchange, may be traded by an Australian or if the product is
traded on an exempt market (declared as such by the Minister
and usually specialist markets confined to investors with
expert knowledge of the markets’ characteristics) it may be
traded by Australians who participate in that market. Foreign
products which are offered on Australian exchanges must be
approved for trading by the ASC.

Foreign exchanges must be recognized and the form of foreign
contracts must be accepted by the 0SC. Blanket OSC Orders,
however, relieve all foreign exchanges from the need to be
formally recognized and from the need to have the form of their
contracts accepted by the 0SC. (This blanket relief means that
most of the answers below apply equally to foreign
dealers/products and Ontario dealers/products.)
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No, foreign clearing houses, markets and/or products do not
need to be recognized.

These are not considered part of the domestic securities
market, but anyone may participate in non-domestic
clearinghouses, products and markets through the purchase of
foreign currency on the formal or informal exchange market.

Foreign firms may be authorized and licensed as exchanges,
market places or clearing houses. As mentioned above, clearing
must only be done by firms licensed as clearing house according
to the new exchange and clearing act.

There are no restrictions on New Zealand nationals dealing on
their own account in foreign markets. However, no person may
deal on behalf of any other person unless the dealer is a
member of an authorised futures exchange or is approved
individually by the Securities Commission, subject to any
conditions the Commission may impose.

(b) If so, describe the factual bases for requiring recognition
of such clearing house, market and/or product and identify the
clearing houses, markets, and/or products so recognized

Pursuant to rule 30.3(a), it is unlawful for any person to
engage in the offer or sale of any foreign option until the
CFTC, by order, authorizes the foreign option to be offered in
the U.S. Foreign option is defined in the regulations by rule

30.1(b) .

In determining whether to grant the petition of a foreign
market with respect to the offer and sale of particular option
products in the U.S., the CFTC will examine:

- the existence of mechanisms for information sharing and the
ability to confirm transactions and prices;

- the arrangements in place for assuring that sales practice
abuses in such options do not occur; and

- the regulatory environment in which such foreign options are
traded.

Pursuant to rule 30.3(a), the CFTC has approved the following
option contracts:

- ME: IOCC Options on Foreign Currencies, Canadian Dollar,
Gold and Platinum, and options on the Government of Canada Bond
futures contract.

- Singapore International Monetary Exchange (SIMEX) : Options

on Eurodollar, Japanese Yen, Deutschemark and 3-Month Euroyen
Interest Rate and Nikkei Stock Average futures contracts.
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- Sydney Futures Exchange (SFE): 3-Year and 10-Year Australian
T-Bond futures, Australian Dollar futures and 90-Day Bank
Accepted Bill futures, and on the All Ordinaries Share Price
Index futures contract.

- London International Financial Futures Exchange (LIFFE):
Options on Long Gilt, US Treasury Bond, German Government Bond,
Italian Government Bond, 3-Month Sterling Interest Rate, 3-
Month Euro-Deutsche mark Interest Rate, 3-Month Eurodollar
Interest Rate and 3-month EuroSwiss Franc Interest Rate futures
contracts; and options on Sterling and Dollar-Mark currencies.

- International Petroleum Exchange of London: Options on Brent
Crude 0il futures and Gas 0il futures.

- London Futures and Options Exchange: Options on Robusta
Coffee futures contract, No. 5 White Sugar futures contract,
No. 6 Raw Sugar futures contract, No. 7 Cocoa futures contract,
MGMI futures contract, and European Washed Arabica Coffee
futures contract.

- London Metal Exchange: Options on High-Grade Primary
Aluminum, Copper Grade-A, Special High-Grade Zinc, Standard
Lead, and Primary Nickel and Tin futures contracts.

- Marche a Terme International de France (MATIF): Options on
Notional Bond, 3-month Paris Interbank Offered Rate (PIBOR), 3-
month Euro-deutsche mark and Long-Term ECU Bond futures
contracts.

- Tokyo Grain Exchange: Options on U.S. soybean futures
contracts.

CEA §2(a) (1) (B) (v) authorizes futures contracts based on, among
other things, "exempted securities." Thus, a foreign govern-
ment debt instrument must first be designated as an "exempted
security" by the SEC under Section 3(a) (12) of the 34 Act
before such futures contract based on a foreign government debt
instrument can be offered or sold to or by a person in the U.S.
To date, the SEC has designated the debt instruments of the
governments of the United Kingdom, Canada, Japan, Australia,
France, New Zealand, Austria, Denmark, Finland, the
Netherlands, Switzerland, Germany, Italy and Ireland as
v"exempted securities" for purposes of futures trading.

Under CEA §2(a), the CFTC staff has issued no-action letters
providing for the offer and sale of foreign stock index futures
based on an index of foreign securities in the U.S. In issuing
these letters, the staff generally has followed the guidelines
set forth in CEA §2(a) (1) (B) (ii). To date, no-action letters
have been issued with respect to the following futures
contracts:

- LIFFE: Financial Times Stock Exchange 100 Index futures
contract

- Toronto Futures Exchange: Toronto Stock Exchange (TSE) 300
Composite Index, TSE 300 Spot Index, TSE 35 Index and TSE 35
Spot Index futures contracts

- SIMEX: Nikkei Stock Average futures contract

- International Futures Exchange (Bermuda) Ltd.: Financial
News Composite Index futures contract
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- MATIF: CAC 40 Index futures contract

- Osaka Stock Exchange (OSE): Nikkei Stock Average Index
futures contract

- SFE: All Ordinaries Share Price futures contract

- Tokyo Stock Exchange: Tokyo Stock Price Index futures
contract

Oon August 10, 1992, the CFTC issued an order permitting FCMs,
IBs, and CTAs to offer and sell, or provide advice with respect
to, the following foreign exchange-traded products to non-U.S.
customers, consistent with applicable local law and certain
limitations: foreign exchange-traded option contracts which
have not been approved for trading in the United States under
CFTC rule 30.3(a); foreign exchange-traded stock index futures
contracts which have not been the subject of a CFTC staff no-
action letter; and foreign exchange-traded futures based on a
foreign government debt which has not been designated as an
"exempted security" under Securities and Exchange Commission
rule 3al2-8. 57 Fed. Reg. 36369 (August 13, 1992).

See SEC response at I.A.2.a. above.

With respect to ROIEs and Recognized Overseas Clearing Houses
(ROCHs), the FSA provides for recognition by HMT of exchanges
and clearing houses which have their head offices overseas and
which undertake activities which are characterised as carrying
on investment business in the UK by virtue of the provision of
facilities for the purposes of arranging deals in investments
(FSA. s.40).

As in the case of ROIEs (and ROCHs), DIEs are not subject to
direct and primary oversight by UK regulators. The purpose of
the DIE concept is to provide an additional element of investor
protection by the identification of those overseas exchanges
which are considered to provide adequate investor protection.

Upon the acquisition, by an exchange, of ROIE or DIE status,
all of the products traded on that exchange are covered by the
recognition or designation.

If a foreign futures exchange meets the Australian recognition
criteria and is approved by the Minister, it is designated a
"recognised futures exchange."

The Winnipeg Commodity Exchange has been recognized pursuant to
section 34 of the CFA. All other foreign commodity futures
exchanges have been exempted from the need for recognition
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provided that trades are made through futures commission
merchants registered in Ontario. The factors to be considered
in recognizing a foreign exchange (rendered redundant by the
Blanket Orders) are essentially the same as those described at
I.A.1.(e)) .

Inapplicable.

A foreign firm must be authorized as an exchange with a Swedish
branch independently managed only if

- this firm in its home country does this sort of business and
is supervised by an authority or another competent
commission, and

- the business planned in Sweden may be assumed to fulfill
requirements of fairness and - in an applicable extension -
the provisions of the new act.

Not applicable.

(c) Recognition criteria

See CFTC response at I.A.2.a. above.

See SEC response at I.A.2.a. above.

In order to achieve ROIE status, an exchange must satisfy HMT:

i) that it is subject to supervision in the country where 1ts
head office is located which, together with its rules and
practices, is such that investors in the UK are afforded
protection at least equivalent to that provided under the
FSA in relation to domestic RIEs or RCHs;

ii) of its ability to cooperate in the sharing of information;
and

iii) of the existence of adequate arrangements for cooperation
by those responsible for the supervision of the exchange
in the foreign country (FSA, s.40).

Parallel requirements are imposed on Recognised Overseas
Clearing Houses (ROCHs) .

HMT is required to be satisfied that the rules and guidance of
the exchange or clearing house do not significantly prevent or
distort competition (FSA, s.119) and before making a decision

regarding recognition, it must have regard to the report of the
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Director General of Fair Trading (FSA, s.122) (see item
I.A.1(c), above).

Licenses to trade foreign products are given by category of
products.

No legislation exists for the recognition of foreign markets.
However, the ASC consults with the relevant exchange or market
participants to ensure that investor protection is adequate and
that the interests of the public will be served. In
particular, the ASC must be satisfied that:

- the standards of training and experience, and other
qualifications, of the operators of the market are
appropriate;

- the manner in which the members would conduct their
business of dealing in futures contracts will promote
efficiency, honesty and fair practice in relation to such
dealings;

- a mechanism exists for the exclusion from membership of a
person or a body corporate, where that person or in the
case of a body, corporate a director of the body
corporate, a person concerned in the management of the
body corporate or a person who has control or substantial
control of the body corporate, is not of good character
and high business integrity;

= the classes of futures contracts that may be dealt in are
acceptable;

= the conditions under which members may deal in futures
contracts are adequate;

- provisions exist for the equitable and expeditious
settlement of claims and grievances between members; and

= appropriate mechanisms exist for the conciliation and
settlement of disputes between members and their clients.

Since the OSC has by blanket order exempted all foreign
exchanges from the need to be recognized the recognition
criteria are irrelevant.

Inapplicable.

See A.2.b.
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In the introduction of the advisory provisions for applying for
authorization or license SFSA has stated that these provisions
shall in an applicable extension be valid for the application
by a foreign firm, too.

Not applicable.

Financial Intermediaries

1.

Describe the factual bases for determining that a financial
intermediary is subject to regulation in your jurisdiction
(e.g., legal domicile, presence of an office, solicitation of
business)

In general, a financial intermediary will be deemed to be
subject to CFTC regulation if it either is legally domiciled in
the U.S., is otherwise physically present in the U.S., has
consented to jurisdiction or is deemed to be conducting busi-
ness in the U.S. Whether a financial intermediary is deemed to
be conducting business in the U.S. is not dependent on whether
the financial intermediary is physically present in the U.S.
and no distinction between solicited and unsolicited business
is made; mere acceptance of orders constitutes "doing busi-
ness."

The presence of a U.S. affiliate of a foreign firm engaged in a
related business may also cause the CFTC to find that the
foreign firm is subject to regulation in the U.S. Adequate
representations as to access to the U.S. affiliate’s books and
records may cause the CFTC to disregard the affiliate’s pres-
ence in applying the CFTC’s regulatory requirements.

The location of the customer has influenced CFTC staff
determinations as to whether a financial intermediary must
register:

— Introduction of Orders by Rule 30.10 Firm for Certain

Customers - For example, in February 1993, CFTC staff

granted registration relief to a U.K. firm exempted under
rule 30.10, which proposed to introduce to a U.S. FCM
orders of certain U.K. branch offices of U.S. corporations
(among other entities) for transactions on U.S. contract
markets. Under existing standards, a firm accepting
orders from such U.S. customers ordinarily would be
required to register. However, relief was granted based
in part on the status of the U.S. customer (which must be
an institutional customer) of which the branch is a part,
the fact that the branch is an independent profit center
outside the U.S., the rule 30.10 status of the firm, and
the fact that the accounts of each customer would be
carried by a U.S. FCM on a fully disclosed basis.

- Order Transmittal for Omnibus Accounts - On September
23, 1992, CFTC staff issued a no-action letter to address
order transmittal procedures in instances where a U.S. FCM
has a customer omnibus account with an affiliated foreign
broker for execution of foreign transactions and the
foreign broker has a customer omnibus account with a U.S.
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FCM for execution of U.S. transactions. No-action relief
was granted to permit certain institutional customers
direct access to the executing firm carrying the omnibus
account. See Interpretative Letter 92-16 [Current Binder]
Comm. Fut. L. Rep. (CCH) 925,386 (September 23, 1992).

- Globex Branch Offices: "Pass the Book" - On June 25,
1992, CFTC staff granted relief from certain registration
requirements that otherwise would apply to CME and CBOT
member firms and their foreign affiliates to which they
"pass the book" of customer orders for entry into the
Globex electronic trading system, and to personnel
involved in that process. Staff stated that it will not
recommend enforcement action against an exchange member
firm solely for soliciting, accepting or entering U.S.
customer orders into Globex through certain designated
persons located at a foreign affiliate that is not
registered as an FCM. The Globex-related activities of
the designated persons would be deemed to satisfy CFTC
requirements that all sales of U.S. contracts to U.S.
customers occur from a branch office of a U.S. registered
firm. See Interpretative Letter 92-11 [Current Binder]
Comm. Fut. L. Rep. (CCH) 925,325 (June 25, 1992).

The Commission requires broker-dealer registration in two
general types of situations. First, all broker—-dealers
physically operating within the United States that effect,
induce, or attempt to induce any securities transactions are
required to register with the Commission, even if these
activities are directed only to foreign investors outside the
United States. Second, broker-dealers who solicit securities
transactions from persons located in the United States are
required to register with the Commission, regardless of where
the broker-dealers are located.

The Commission has not required registration of broker-dealers
located outside the United States who execute transactions for
U.S. persons who sought out the broker-dealer and initiated
transactions in foreign securities markets entirely of their
own accord. The Commission generally views "solicitation,"
however, as including any affirmative effort by a broker-dealer
intended to induce transactional business for the broker-dealer
or its affiliates. Conduct deemed to be solicitation includes
telephone calls from a broker—-dealer to a customer encouraging
use of the broker-dealer to effect transactions, as well as
advertising one’s function as a broker-dealer, in newspapers or
periodicals of general circulation in the United States or on
any radio or television station whose broadcasting is directed
into the United States. Similarly, solicitation would include
conducting investment seminars for U.S. investors or recom-
mending the purchase or sale of particular securities, with the
anticipation that the customer will execute the recommended
trade through the broker-dealer.

A broker-dealer who disseminates quotations for securities to
U.S. persons also generally would be considered to have
solicited securities transactions. The Commission has
indicated, however, that third-party distribution of quotations
will be allowed on an interpretive basis. The Commission’s
position only applies to third-party systems that do not have
internal execution capabilities.

The Commission has adopted a rule that provides exemptions from
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registration for certain foreign broker-dealers engaged in
certain activities involving U.S. investors and markets. One
exemption permits foreign broker-dealers to solicit U.S.
institutional investors, but requires, among other things, that
any resulting trades be executed through a U.S. registered
broker-dealer. The rule provides another exemption for foreign
broker-dealers who provide research reports to U.S.
institutional investors with assets in excess of $100 million.
The research reports cannot, however, recommend the use of the
foreign broker-dealer to execute trades and cannot be provided
pursuant to any understanding that commission income will be
directed to the foreign broker-dealer. Finally, the rule
exempts foreign broker-dealers who effect transactions with or
for U.S. registered broker-dealers, banks acting in a broker-
dealer capacity, certain international organizations, foreign
persons temporarily present in the United States, U.S. citizens
resident abroad, and foreign branches and agencies of U.S.
persons.

The FSA provides that no person shall carry on, or purport to
carry on, investment business in the UK unless he is authorised
or exempted from authorisation (FSA, s.3).

For these purposes, "financial intermediary" is used to refer
to firms which are "authorised persons", i.e., authorised to
carry on investment business in the UK. Applications for
authorisation may be made to SIB or the relevant self-
regulating organisation (SRO) which in the case of margined
transactions, would be The Securities and Futures Authority
(SFA) .

Pursuant to the FSA, a person carries on investment business in
the UK if he carries on investment business from a permanent
place of business maintained by him in the UK or if he engages
in an activity in the UK which falls within one of several
categories identified in Part II of Schedule I to the FSA and
are not excluded by Part III and, in respect of that activity,
he is not an exempt person.

A financial intermediary is, therefore, subject to regulation
in the UK where investment business is carried on from a UK
base, wherever the customer is situated. A financial
intermediary will also be subject to UK regulation where that
financial intermediary, not operating from a UK base,
nevertheless carries on business from overseas into the UK
(e.g., soliciting UK customer business). Certain exceptions
apply in the latter case, e.g., where the overseas person 4igis
transacting with a UK authorised person; responding to an
initiative taken by a UK investor or continuing an existing
business relationship with him; or promoting his investment
services in accordance with the advertising and cold-calling
rules, provided that overseas person is not otherwise
restricted by the provisions of the FSA.

The Law of the 28th of March 1885 provides that clearing
members of financial futures markets can only be brokerage
firms (societes de Bourse), credit firms, securities houses or
the Caisse des Depots et Consignations. They designate traders
(negociateurs) on the futures markets, complying with the
general regulation of the CMT. Under specific circumstances,
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commodities intermediaries can also participate in clearing and
trading.

The firms mentioned above, the designated "negociateurs,"™
commodities intermediaries and firms approved by the CMT,
complying with skill, fairness and solvency rules, are the only
persons authorized to produce orders on the commodities market.

Solicitation or cold-calling is authorized for persons who.
could apply for clearing membership (see above). This business
is defined as the usual activity of advising someone to operate
on markets and receiving funds for this operation.

These persons have to comply with the French regulation of
solicitation or cold-calling on futures contracts.

Legal provisions on cold-calling protect all clients solicited
by French intermediaries whatever their nationality as soon as
they are domiciled in France.

Until now, there is no difference between sophisticated and
non-sophisticated customers, except that court admits that a
sophisticated customer cannot engage responsibility of the
intermediary in case of coverage call conditions unfilled.

On the MONEP, brokerage firms (societes de bourse) are quali-
fied directly as clearing members. Credit firms can also be
clearing firms. Acting as market-maker can be asked to the
SCMC only by brokerage firms or counterparty firms (societes de
contrepartie) controlled by brokerage firms.

Any person who performs securities business (including futures
and options) with Japanese investors must either be established
or have a branch office in Japan. Any person who is so estab-
lished or has a branch office must get a license from the
Finance Minister in order to perform securities business in

Japan.

If the intermediary is conducting business in Australia, then
that intermediary is subject to regulation.

Section 1142 of the CL prohibits a person from dealing in a
futures contract on another’s behalf or holding himself out as
carrying on a futures broking business unless he is licensed or
is exempt. Section 1143 contains a similar provision with
respect to futures advisers. Dealing is defined in sub-section
25(1) of the CL in terms which would be satisfied by either
taking or executing orders.

No distinction is made between solicited versus non-solicited
business. Section 9 of the CL defines a "futures broker" as:

= a person who carries on, or 2 or more persons who together
carry on, a futures broking business, whether or not the
person, or any of the persons, also deals in futures
contracts on the person’s own account; or

— the holder of a futures brokers licence;

"futures broking business", in relation to a person, means a

.



business of dealing in futures contracts on behalf of other
persons.

"Futures adviser", means a person who carries on, or 2 or more
persons who together carry on, a future advice business. It is
a condition of the grant of a dealers licence and Membership of
the SFE and AFFM that a degree of liquidity as specified in the
Articles and By-Laws be met.

0SC

Dealers and advisers are required to be registered in Ontario
if they trade with or solicit trading or advisory business from
Ontario residents or if they are a member of an Ontario
exchange. The definition of the term "trade" is very broad and
includes entering into contracts as principal or agent, the
receipt of an order to effect a transaction and any act,
advertisement, conduct or negotiation directly or indirectly in
furtherance of a trade. Physical presence is not necessary to
trigger a registration requirement although a dealer that the
0SC determines requires a registration in Ontario must
establish an office in Ontario. Advisers do not need to
maintain a physical presence in Ontario but are not allowed to
hold customer funds and any discretionary trading must be
conducted through dealers registered in Ontario with customer
funds remaining in Ontario.

It must be registered with the Quebec Securities Commission.
It must have an office in Quebec.

No dealer/broker may carry on business in Quebec unless he is
registered as such with the Quebec Securities Commission.

A securities dealer/broker must have a principal establishment
in Quebec, under the direction of a person who is an officer
residing in Quebec. To carry on business as an intermediary in
respect of options and futures contracts the dealer/broker is
subject to the following conditions:

- It has to be registered as a full service dealer/broker with
the Commission;

- BAny representative authorized to trade in futures markets
must have successfully passed the examination on futures
markets organized by the Canadian Securities Institute or the
National Commodity Futures Examination;

- A person already registered with the Commission as a dealer
with an unrestricted practice (full service) wishing to also
carry on business as an intermediary in respect of futures
contracts must notify the Commission of the names of the repre-
sentatives authorized to execute such transactions; however, in
the case of an exchange recognized as a self-regulatory
organization (ME), the notice is given to the exchange rather
than the Commission;

- A candidate for registration who wishes to trade futures or
options contracts must have successfully complete the courses
required by the ME.
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In Hong Kong, a person who conducts a business of trading in
commodity futures contracts, or holds himself out as carrying
on such a business, must register as a commodity dealer with
the Commission.

A person who receives remuneration from carrying on a business
of advising any other person or holds himself out as carrying
on such a business, or as part of a regular business issues or
circulates analyses or reports, or acts as a portfolio manager
for a client concerning the purchase or sale of futures
contracts, must register as a commodity trading adviser.

The Superintendency, through its interpretation of Law 18.045,
Article No. 24, defines what is meant by "securities
intermediary." The requisites for becoming a securities agent
or exchange broker are indicated in Articles No. 26, 27, 28 and
29 of the same law. They must be registered in the SVS§
Registers. Lastly, in order to carry out the above mentioned
activities, the agent or broker must be legally constituted
within national territory.

Anybody in Sweden wanting to do business within e.g. banking,
securities business, corporate finance or mutual funds - before
beginning any business - has to get a certain licence, in case
of banking by the government and else by the Financial
Supervisory Authority (FSA). When such a licence is received,
the business shall be conducted in accordance with the statutes
especially issued for each business and under surveillance by
the FSA.

The legislation is activity based. If the financial
intermediary deals in futures contracts the Commission will
require it to be a member of an authorised futures exchange and
to be authorised by the Securities Commission.

The Act prescribes that a person deals in futures contracts E
that person:-

(a) acquires or disposes of the futures contracts on behalf of
another person; or

(b) offers to acquire or dispose of the futures contracts on
behalf of another person; or

(c) on behalf of another person induces, or attempts to
induce, a person, to acquire or dispose of the futures
contract; or

(d) advises or assists a person in connection with the
acquisition or disposition of the futures contract; or

(e) does any other act or engages in conduct declared by the
Commission by notice in the Gazette to constitute dealing
in a futures contract for the purposes of Part III of the
Securities Amendment Act 1988.

(a) Are there differences in the regulations applied based on
the relationship of the intermediary to the jurisdiction?
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Once the determination is made that a financial intermediary is
subject to regulation in the U.S., the applicable principle of

regulation is that of national treatment. That is, under U.S.

laws, the foreign firms are treated no less advantageously than
U.S. firms in terms of the regulations which may be applicable

to their activities. However, depending on the degree of nexus
with the U.S., the CFTC’s regulatory interest may vary.

"Foreign brokers" are defined as entities located outside the
U.S. that carry an account in futures or options for or on
behalf of non-U.S. persons on U.S. markets through a carrying
FCM. Under CFTC regulations, foreign brokers are not required
to register with the CFTC as FCMs, however, they remain subject
to, among other things, the reporting requirements in Parts 15-
21 of the CFTC regulations.

The CFTC’s Part 30 rules govern the offer or sale of any
foreign futures or option contract to a person resident in the
U.S. Although the rules apply to any person, U.S. or non-U.S.,
who engages in the above-referenced activities with respect to
a customer resident in the U.S., the rules contain an exemptive
provision pursuant to which the CFTC may exempt a financial
intermediary located outside the U.S. from the application of
certain of the CFTC’s rules and regulations based upon substi-
tuted compliance by the financial intermediary with the
comparable regulatory requirements imposed by the foreign
jurisdiction. See rule 30.10. To be eligible for rule 30.10
exemptive relief, a firm must also be doing business with
customers in the foreign jurisdiction in which it is located
and to whose regulation it is subject. In considering an
exemption request, the CFTC may take into account, among other
things, the extent to which U.S. persons are permitted to
engage in futures-related activities, or U.S. contracts are
permitted to be offered, in the jurisdiction from which an
exemption is sought.

Clarifying the applicability of the rule 30.10 exemption to
firms located outside the United States, on October 28, 1992,
the CFTC issued an order permitting firms that have rule 30.10
relief to engage in limited marketing of foreign futures and
option contracts to qualified eligible participant (QEP) type
customers from locations within the United States through their
employees or other representatives. The release presumes that
up to 30 days of direct activity can be permitted as to 30.10
qualified firms without implicating the U.S. registration
requirement. 57 Fed. Reg. 49644 (November 3, 1992).

See also section I.B.2.(a) above.

As discussed in I.B.l. above, the Commission exempts certain
foreign broker-dealers from U.S. registration based on the
location of the broker-dealer and on the limitation of their
customers to institutional investors. The Commission does not
differentiate its regulation of registered broker-dealers based
on the location of the broker-dealer or on the location or type
of its clients. Non-resident broker-dealers are required,
however, to provide their books and records in the U.S. upon
request.
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It is the activity of carrying on investment business in the UK
(e.g., soliciting business or advising UK customers) in the
absence of an exemption that triggers the application of the
FSA. (Solicitation is defined in neither the FSA nor the
Conduct of Business Rules (CBRs)).

The principle of "national treatment", briefly stated, means
that foreign firms are treated no less advantageously than
domestic firms in terms of the regulations which may be
applicable to their activities. Once it is determined that a
financial intermediary is subject to regulation in the UK and,
if not otherwise exempt, requires authorisation to carry on
investment business, the principle of "national treatment"
applies and foreign firms are treated in the same way as
domestic firms.

The UK has entered into lead regulation agreements regarding
the sharing of financial information, with the regulators or
relevant authorities of 31 foreign countries. The foreign
regulator takes the lead in relation to financial supervision
and provides financial information, on the basis agreed,
concerning the overseas entity which could be relevant to the
UK entity. The UK regulator continues to monitor for its
purposes compliance with CBRs and Client Money Regulations.

Any arrangements which are developed between UK and foreign
regulators and/or supervisors for purposes of the financial
regulation of intermediaries operating from overseas through a
branch in the UK will not displace or otherwise overcome the
need for the overseas entity to acquire authorisation where it
is undertaking investment business in the UK and an exemption
is not available.

In relation to the authorisation of firms undertaking
investment business in the UK, where authorisation is required,
there is no alternative to membership in an SRO or direct
authorisation from SIB.

A certain overlap of SRO scope minimizes the need for a firm to
obtain multiple SRO memberships, however, in circumstances
where a firm is compelled to obtain authorisation through
membership in more than one SRO, arrangements will be made for
one of those SROs to adopt a lead in the regulation of the
activities of the firm in question.

No differences exist in the regulations applied to Japanese
securities companies and foreign securities companies with
branch offices in Japan.

A non-Australian financial intermediary operating in Australia
is subject to the same requirements to which an Australian
financial intermediary is subject.

All dealers carrying on business with Ontario residents are
regulated the same way.
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The Commission may, on such conditions as it may determine,
exempt a person or a group of persons from certain requirements
where it considers the exemption not to be detrimental to the
protection of investors.

Exemption from registration:

- A person who trades in futures contracts solely for the
account of hedgers is exempted from registration as a dealer
with the Commission to carry on business as an intermediary in
the trading of futures contracts, under the following condi-
tions:

-- the person is an associate member of the ME;

-- the person is subject to the by-laws and rules of the
ME concerning futures contracts; and

-- the person responsible for the trading of the con-
tracts meets the qualification requirements of the ME.

- Section 157 of the Securities Act also specifies that a
dealer or adviser who deals only with persons likely to be
sophisticated purchasers within the meaning of Section 44 is
exempt from registration. Pursuant to Section 44 the following
persons are sophisticated purchasers to the extent that they
subscribe for or purchase securities for their own account:

—-— a company of which all of the voting securities belong
to the Gouvernment du Quebec, the Government of Canada or
the government of the Canadian province, or to one of
their departments or agencies;

-- a bank governed by the Act respecting banks and
banking (S.C., 1980-81-82, chapter 40) or by the Quebec
Savings Banks Act (R.S.C., 1970, chapter B-4);

—-—- a loan and investment society incorporated under an
Act of Quebec or registered in accordance with the Loan
and Investment Societies Act (R.S.Q., chapter S-30);

—-- a federation of savings and credit unions within the
meaning of the Savings and Credit Unions Act (R.S5.Q.,
chapter C-4);

—-— the Caisse centrale Desjardins du Quebec established
under the Act respecting the Confederation des caisses
pupulaires et d’economie Desjardins du Quebec (1971,
chapter 80);

-- a trust company registered under the Trust Companies
Act (R.S.Q., chapter C-41);

-- an insurance company licensed under the Act respecting
insurance (R.S.Q., chapter A-32);

-- a municipal corporation, an urban community or re-
gional community, a school corporation, the Conseil
scolaire de 1’ile de Montreal, an intermunicipal manage-
ment board or a public agency or body established pursuant
to an Act of the Government of Canada or of the government
of a Canadian province;
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-— a dealer or an adviser registered in conformity with
section 148;

-- a pension fund with assets of over $100 000 000 and
governed by the Act respecting supplemental pension plans
(R.S.Q., chapter R-17) or the Pension Benefits Standards
Act (R.S.C., 1970, chapter P=8):;

-—- the subsidiary of a person mentioned in paragraph 2, 6
or 7, to the extent that such person holds all the voting
securities;

-- a person designated in an order of the Commission on
such conditions as it may determine.

ME - Criteria of admission

To be admitted as a member of the ME, the applicant must obtain
a membership vacancy from the exchange or a membership transfer
from a member or former member.

Among other criteria, a member corporation:

- shall be a corporate entity having as its principal business
that of a broker or dealer in securities or commodity futures
and it shall be active in such business to an extent acceptable
to the ME;

- shall be incorporated under the laws of Canada or one of the
provinces thereof, unless it is a member corporation that does
not deal with the public in Canada and is registered with a
securities commission or another regulatory organization
recognized by the ME;

- at least 40 percent of the members of the board of directors
of a member corporation shall be industry members.

The ME rules specify also certain requirements to become an
Associate Member for TCO Options or to become a correspondent
member for International Options Clearing House (IOCC) options.

Corporate members of HKFE must be incorporated in Hong Kong.

In consideration of the answer in I.B.1, it doesn’t matter
whether the intermediary’s capital is foreign or local since it
is only necessary that they be legally constituted in Chile in
order to operate.

Formally there are differences in the regulation to a certain
extent due to separate legislation for banks, securities firms
etc. Practically, FSA executes its surveillance in roughly
spoken the same way towards the different kinds of companies
under supervision, i.e., reporting, spot investigation,
management contacts etc. On the other hand, there are no
differences in this relationship between Swedish and foreign
intermediaries.
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(b)

All dealers carrying on business with New Zealand residents are
regulated the same way.

Are there differences in the regulations applied based on the
type or location of clients with which the intermediary does
business?

The CFTC rules and regulations generally do not distinguish

intermediaries based on the type of clients. (But see
definition of proprietary accounts and rules 4.7 and 4.8
discussed below.) The location of the client is relevant

because of the need to establish a nexus with the U.S.

In order to trade for U.S. customers on domestic or foreign
markets, firms must either register or be exempt from regis-
tration. But see discussion of staff relief in section
I1.B.2.(a) above.

On July 30, 1992, the CFTC approved new rules exempting CPOs
who offer pool participation interests to certain highly
qualified investors defined for purposes of the rules as QEPs
and CTAs who direct or guide the accounts of highly qualified
investors defined for purposes of the rule as "qualified
eligible clients" (QEC) from certain disclosure, reporting, and
recordkeeping requirements. See rule 4.7, 57 Fed. Reg. 34853
(August 7, 1992). See section II.B.3.(c).

In order to trade for non-U.S. customers on U.S. markets,
whether the full panoply of customer protections is applicable
or not is a function of the location of the financial interme-
diary.

[Transactions on non-U.S. markets for non-U.S. customers are
deemed to be nonregulated transactions under the CFTC’s regu-
latory system.]

The SEC does not differentiate its regulation of registered
broker-dealers based on the type or location of the broker-
dealer’s customers.

In January 1991, SIB made 40 Core of Conduct of Business Rules
which are designated as applying to members of all SROs. These
Core CBRs only come into effect for members of an SRO when that
SRO has in place adequate rules supporting the Core Rules and
SIB has commenced the Core CBRs for members of that SRO. The
Core CBRs have simplified the categories of investors but given
that they have not yet been commenced for firms directly
regulated by SIB, we consider the categories of investors in
SIB’s current CBRs.

SIB’s CBRs differentiate between several types of investors.
Briefly, these are:

i) "Business investor": this category includes government
and public authorities, large companies (minimum net
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assets of £500,000, if it is a body corporate, or £5
million, if it is not a body corporate) and trustees of
iagge trusts (minimum trust assets of £10 million (CBRs,
.05));
ii) T"Experienced investor": this means an individual who, by
virtue of the size and frequency of transactions, can be
reasonably expected to understand the nature of every
transaction within that description of transaction and the
risks involved (CBRs, 1.06); and
"Professional investor": this includes a person who
carries on business which is investment business or which
would be investment business if it were not for the
exemptions that might otherwise be available (CBRs, 1.07).

-
-
-
~

A private customer is an investor who is not identified in (i)
through (iii), above.

Business, experienced and professional investors may have
margined transactions effected on their behalf by authorised
firms whether exchange-traded or off-exchange and, in the
former case, regardless of the recognition status of the
exchange (CBRs 11.04).

As noted in the response to question I.A.2.(a), there are
restrictions with respect to the transactions which may be
effected for private investors which are not undertaken in the
context of discretionary portfolio management; generally, these
transactions must be undertaken on RIEs, ROIEs or DIEs (CBRs
11.04).

In so far as the location of customers is concerned, this is
not a factor which imports a differentiation in applicable
regulation: once it is established that the authorised firm is
undertaking investment business in the UK and is dealing on
behalf of a customer, the applicable rules must be respected
regardless of that customer’s nationality or where he is
located.

The CBRs contain specific rules in relation to transactions
undertaken for "connected customers". This term is applied to,
inter alia: partners; employees; appointed representatives;
controllers; and officers of a firm. It includes, as well,
spouses and children of those persons identified above and
persons acting as trustee of a trust, the beneficiaries of
which he knows (or ought to know) include any of the above,
including spouses and children. "Connected companies" are also
connected customers. A connected company is a company where
any of the following arrangements exist: the same person is
the controller of each company; where a group of two or more
persons are controllers of each company and the group consists
of the same persons or could be regarded as consisting of the
same persons by treating as a member of either group a member’s
close relative or a person with whom that member is in
partnership or a company of which that member is an officer or
controller; or where both companies are members of the same
"group" ("group" includes any body corporate which is a related
company, within the meaning of paragraph 92 of Schedule 4 to
the Companies Act 1985, of any member of the group or would be
such a related company if the member of the group were a
company within the meaning of that Act) (CBRs, 1.04).

If the firm in question is not a company, a connected company

would be a company which is controlled: by the firm; by a
partner of the firm; by a close relative of a partner of the
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firm; or collectively by any of the partners of the firm and
their close relatives (CBRs, 1.04).

Generally, a firm shall not, as agent, effect a transaction in
relation to an investment of any description, for a customer
whom the firm knows or ought reasonably to know to be a
connected customer dealing on his own account or a person
dealing on the account of a third person who, if the firm dealt
with him direct, would be a connected customer of the firm,
when it has an instruction from a customer who is not a
connected customer or when it has made a decision on behalf of
a customer to effect a transaction in relation to an investment
of that description and that instruction or decision has not
been executed (CBRs, 5.15(2)). For these purposes, a firm may,
but need not, treat an employee (including that employee’s
spouse and children) or the trustee of a trust whose
beneficiaries include such persons, as not being a connected
customer (CBRs, 5.15(2)).

Part 14 of the CBRs addresses restrictions on dealings by
officers and employees (see item II.B.2.(d) below). Generally,
an officer or employee of a firm should not effect, on his own
account or on that of a person connected with him, any
transaction relating to an investment in relation to which the
firm carries on investment business unless he does so with the
consent of the firm, and he informs the firm forthwith on
effecting the transaction (CBRs, 14.03).

For the purposes of these rules, a person is connected with an
officer or employee of a firm if he is so connected with that
person by reason of any domestic or business relationship that
officer or employee can reasonably be expected to have
influence over that person’s judgement as to his investment or
to be consulted before any such judgement is made (CBRs,
14.01).

No differences exist in the regulations applied to licensed
securities companies, according to the type or location of
their clients.

In respect to the type of clients there is a difference.
Specific futures markets may be declared exempt by the Minister
pursuant to s.1127 of the CL generally upon the application of
certain institutions such as Banks or Trading Houses wishing to
engage in those markets on behalf of clients who are hedgers.

There are no differences in the application of regulations

based upon the location of the financial intermediary’s
clients.

There is an exemption from the registration requirement for
business done with hedgers.
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There are no differences in the regulations applied based on
the type or location of clients with which the intermediary
does business.

In general, there is no difference between national and foreign
clients. However, there is a difference with respect to taxes,
which is regulated by the Internal Revenue Service of Chile.

There are differences. For instance: banks are allowed to
give in blanco credits to their customers but securities firms
are not; banks are entitled to take deposits from the public
but securities firms are not. Formally there are no
differences based on the type or location of customers.

There are no differences in the application of the regulations
based upon the location of the financial intermediary’s
clients.

Explain Any Special Factors Affecting the Treatment of Screen-Based
Trading Systems

To date, CFTC has approved the rules of four U.S. exchanges to
trade their contracts on screen based systems - CBOT and CME on
Globex; CBOT on its "Project A" system for low volume
contracts; Amex Commodities Corporation on its Electronic Limit
Order System (ELOS) and the New York Mercantile Exchange
(NYMEX) on its Access system.

The CFTC has stated that the mere presence of screen-based
trading terminals in the U.S. should not cause the CFTC to deem
any exchange for which products are listed through the system
to be a domestic exchange. However, the relationship or
interface between the exchanges or between the exchange and
U.S. customers may raise regulatory concerns which the CFTC may
wish to consider that are unrelated to the internal operations
of the foreign exchange. As a result, the CFTC would review
the particulars of any proposal to trade the contracts of a
foreign exchange through a screen-based system in light of the
CFTC’s obligations under the CEA to maintain the integrity of
U.S. markets and to provide for the protection of U.S.
customers. Systems that allow members of one exchange to trade
the contracts of the other exchange ("cross exchange trading")
would require appropriate information sharing arrangements
between regulators to permit the CFTC to fulfill its regulatory
responsibilities.

Domestic Cross Exchange Access: On June 24, 1992, the CFTC
permitted rules to go into effect which established a domestic

cross exchange access program under which CME members may trade
CBOT contracts through Globex and CBOT members may trade CME
contracts through Globex.
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CME-MATIF Cross Exchange Access: Under the CME-MATIF cross
exchange access program, certain products of the CME and
MATIF will trade side-by-side on Globex screens located in
France and the U.S.; and members of the CME and MATIF with
access to Globex screens will have the ability to trade
each other’s contracts without becoming members of the
other exchange. Implementation of the cross exchange
access program was made possible by: An exchange of
letters in June 1992 between staff of the CFTC and the
French COB and CMT pursuant to which they agreed to
procedures for the effective surveillance and exchange of
information related to CME-MATIF cross exchange access;
and the approval by the CFTC on September 25, 1992 of CME
rules implementing the program and by the CMT on October
15, 1992 of analogous French rules.

The CFTC adopted on November 15, 1990 a statement of regulatory
policy for the oversight of screen-based trading systems for
derivative products recommended by IOSCO during its annual
meeting in Santiago, Chile. 55 Fed. Reg. 48670 (November 21,
1990) .

pursuant to S§5a(a) (12) of the CEA and rule 1.41(b), a U.. S
exchange implementing a screen-based trading system must submit
its rules regarding the system to the CFTC for its approval.
The CFTC has issued an Interpretation which makes clear that
the record retention requirements in its regulations apply to
any records created by or for an SRO to document the
development, implementation, or maintenance of any automated
systems supporting or incident to the performance of its self-
regulatory responsibilities and functions. 55 Eed. Reg. 17932
(April 30, 1990).

Exchanges that have developed screen-based trading systems have
amended or expanded their existing rules, regulations and
bylaws to insure consistency with the CEA and CFTC rules (e.g.,
treatment of non-registered terminal operators should there be
any trading violations).

See special relief granted with respect to "Globex Branch
Offices" in section I.B.2.(a) above.

Generally, unless a screen-based proprietary trading system
falls within the definition of an exchange or a clearing agency
under Sections 3(a) (1) or 3(a) (23) of the 34 Act, respectively,
or are otherwise classified as SROs, the system would not be
governed by the formal regulatory structure (including
registration) applicable to exchanges and clearing agencies.
Even if the systems do not fall within these definitions,
however, they generally do meet the definition of a broker-
dealer under Sections 3(a) (4) and (5) respectively, and are
registered as such.

The functions of such a system, however, may be subject to
certain regulations under the federal securities laws. For
example, if the system issued options, the issuance of those
options would be covered by a registration statement subject to
the full panoply of disclosure requirements under the federal
securities law (e.g., Rule 9b-1 of the 34 Act). In addition,
the anti-fraud, recordkeeping, and reporting provisions of the
federal securities laws provide the Commission additional
regulatory authority over such systems.
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Moreover, although the Commission’s Division of Market
Regulation ("Division") has informed several systems’
operators, that, subject to certain conditions, the Division
would not recommend enforcement action if such systems were not
registered as exchanges or securities associations under the 34
Act, the Commission has proposed Rule 15c2-10. Proposed Rule
15¢2-10 would govern the operation of systems that are not
operated as facilities of national securities exchanges or
associations. In addition, to date, one screen-based system
has been found to be an exchange, but was granted an exemption
from registration based on its expected low trading volume. As
such, the system is exempt from registration but is subject to
certain requirements that the Commission imposed in its order
granting the exemption. Included in these requirements were
registration of securities traded in the system, provision of
information to the Commission about the system, its
participants and its activities on a regular basis, procedures
for surveillance of trading, cooperation with any investigation
of trading, and continued low volume of transactions through
the system.

A screen-based trading system through which deals in
derivatives can be arranged may be carrying on investment
business in the UK. As a result, it may be a criminal offence
under the FSA for such activities to be conducted in the UK
unless the system operators have become authorised either by
virtue of membership of an SRO or by holding an authorisation
granted by SIB.

In certain circumstances, a system operator without a permanent
place of business in the UK can be held to be carrying on
exempt investment business in the UK if the availability of
screens is limited to authorised or exempted persons.

However, it is necessary to consider the facts of each case in
order to determine whether or not operators of screen-based
systems require authorisation under the FSA.

Authorisation may take a variety of forms and include
authorisation as a broker-dealer from an SRO or SIB,
recognition as an RIE from SIB, recognition as an ROIE from
HMT, where the head office of the exchange is based overseas,
or authorisation as a service company from SIB.

There is no specific rule related to screen based trading
systems in the general regulation established by the CMT.

However, this general regulation provides that each market has
to establish a trading regulation and a clearing regulation.

The MONEP has just implemented a new screen based transaction
system (system STAMP: Systeme de transactions automatise du
MONEP) .

A new rule has been adopted to regulate this system. The STAMP
system must be used only for introduction and cancellation of
orders. Each recorded order is time-stamped and the responsi-
bility of its execution is transferred to the SCMC.

CME members which intend to trade through GLOBEX screen based
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terminals allocated by the CME are required to provide the COB
with the name and address of the firms in France where those
terminals will be installed, prior to their installation.

When a screen-based system is operated by a licensed stock
exchange, it is regulated by general rules applied to stock
exchange transactions, and there are no specific rules applied
only to screen-based trading. However, we have not yet reached
a conclusion on the treatment of screen-based trading systems
operated by foreign exchanges and other entities.

There are no special factors affecting the treatment of screen-
based systems. However, Chapter 2 of the Trading Etiquette of
the SFE sets out specific matters on the trading of futures
contracts on the Sydney Computerised Overnight Market (SYCOM) .

There are no special factors affecting the treatment of screen-
based trading systems. .

There are no special factors affecting the treatment of screen-
based trading systems.

At this time, the law generally prohibits operation of a
commodity exchange in Hong Kong other than HKFE. The defini-
tion of commodity exchange refers to an exchange trading in
specified contracts. Accordingly, a screen-based system
trading any other products would not necessarily be prohibited
nor explicitly be required to be licensed as an exchange. A
screen-based system could be required to register as a dealer
if its activities included offers to make an agreement with
another person in Hong Kong to enter into a futures contract.

The same regulations applicable to all transactions carried out
in the exchanges also apply to the electronic system of
trading. However, it still has not been decided how to treat
electronic transactions carried out within foreign exchanges.

According to the government bill (1992/92:113) the technical
systems of both exchanges and clearing houses shall be
thoroughly tested before bringing into regular processing.
This technical safety test is up to SFSA. That is why SFSA
requires a description of organization and safety measures
concerning.e.g.;

- the configuration

- the safety administration and organization

- the safety of development and maintenance of applications
systems

- the access protection

- the processing safety and

- the disruption and catastrophe routines.
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As before there is still required a special license by SFSA
concerning trade outside exchange and clearing, e.g.,
securities firms.

There are no special factors affecting the treatment of screen-
based trading systems. It should be noted that New Zealand
Futures & Options Exchange Limited, the only current authorised
futures exchange, is a screen-based Exchange.

Common Requlatory Concerns
A. Financial Safety
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Capital-based qualification, authorization or good standing
requirements (e.g., specified minimum amounts, qualifying
assets) for:

(a) Exchanges

The CEA and the regulations thereunder impose no regulatory or
self-regulatory capital-based requirements on commodity ex-
changes.

A national securities exchange registered with the Commission
is not subject to any specified minimum capital-based
requirements. It must, however, demonstrate that it has the
financial means to comply with Section 6 of the 34 Act, giving
consideration to the nature of the products traded, volume, and
number and character of members. Section 6 of the 34 Act
provides specific guidelines for the registration of exchanges.

The FSA does not impose specific financial requirements in
respect of RIEs or ROIEs.

An RIE is reviewed for purposes of ensuring that it has
financial resources which are deemed "sufficient for the proper
performance of its functions™ (FSA, Schedule 4, paragraph 1).

Where an exchange has an integrated clearing house, the
assessment includes a determination as to the adequacy of the
financial resources in light of the business (i.e., volume,
value and volatility) which that exchange/clearing house
currently undertakes or in the future proposes to clear and
guarantee. There are no specified requirements regarding the
nature or form of the financial resources. Currently, these
are in the form of capital and reserves, insurance, shareholder
guarantees and bank bonds.

SIB is the relevant recognising body for RIEs. HMT is the
relevant recognising body for ROIEs.

See II.A.1l(b) below.
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No capital based qualification is imposed.

There are at present no set capital based qualifications.

There are no specific capital requirements. Exchanges must
have satisfactory clearing arrangements and be in satisfactory
financial condition to provide reasonable assurance that all
obligations arising out of contracts entered into on the
exchange will be met.

Working Capital Securities Act (Quebec)

A dealer/broker must have a net free capital at least equal to
the sum of:

- a proportion of the adjusted liabilities, subject to a
minimum of $75,000, calculated as follows:

—— 10% of the first $2,500,000;

—-—- 8% of the next $2,500,000;

- 7% of the next $,500,000;

- 6% of the next $2,500,000;

- 5% of the amount exceeding $10,000,000.
plus

- the amount deductible under the insurance policy or bonding.

National Contingency Fund:

A dealer/broker must also participate in the National Contin-
gency Fund (NCF). The NCF is an investor-protector fund for
the securities industry. The Investment Dealers Association
goal will include $100 million in cash, to be raised by a levy
of Canada’s 122 securities firms, and $150 million in bank
credit. The plan would provide automatic payments of up to
$250,000 each to individual and corporate customers of failed
securities firms to cover losses on their accounts. The
$250,000 includes a maximum of $60,000 for cash on deposit.
Actually, any repayments and the amount of such payment are at
the discretion of the contingency fund’s managers.

ME - Minimum Requirements:

Clearing members and/or members dealing with the public shall
maintain net free capital at least equal to the sum of:

10% of the first $2,500,000 of adjusted liabilities, plus
- 8% of the next $2,500,000 of adjusted liabilities, plus
- 7% of the next $2,500,000 of adjusted liabilities, plus
- 6% of the next $2,500,000 of adjusted liabilities, plus
- 5% of adjusted liabilities in excess of $10,000,000

with a minimum of $250,000 provided that:
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—-— the minimum net free capital to be maintained by the
introducing brokers shall be $75,000;

—-- members of the ME as at December 30, 1988 whose
minimum net free capital at that date is less than
$250,000, shall be permitted to maintain minimum net free
capital of: $75,000 prior to June 30, 1989, 8125, 000 prior
to June 30 1990, $185,000 prior to June 30, 1991 and
thereafter $250,000: plus

- an amount to be provided for each market maker employed by
the member

plus

- the greatest deductible amount under the Brokers Blanket
Bond

plus

- additional requirement related to the futures contracts
business.

National Contingency Fund

The members also have to participate in the National Contin-
gency Fund. The terms of any agreement entered into by the ME
with other stock exchanges or other securities industry bodies
in Canada providing for the protection of the ME and the public
in the event of members becoming insolvent or unable to meet
their liabilities to their customers shall be binding on
members. No member shall act contrary to the terms of any such
agreement or expose the ME to liability thereunder.

TCO — Minimum Capital Requirements

Every clearing member shall meet the minimum capital require-
ments provided for in the rules, by-laws and directions of the
Participating Exchanges of which he is a member. When the
requirements of the Participating Exchanges are not consistent,
the clearing member must adhere to the most stringent require-
ment .

The CTO requires that the authorized share capital of HKFE be
not less than HKD25 million divided into shares and its issued
capital be not less than HKD3 million. The authorized capital
of HKFE is currently HKD70 million and its issued and paid-up
capital are HKD19.15 and HKD17.9 million respectively.

A minimum capital equivalent to 30,000 UF (inflation-indexed
unit) is required to constitute a securities exchange.
Additional capital, however, is not required for operating the
derived markets of options and futures (Article 43, Law 18.045,
the Securities Market).

An exchange being a company shall possess an equity capital
which is sufficient regarding to the kind and scope of its
business. At the assessment of the size of this capital there
shall as well be included other financial resources disposable
to the exchange. The capital situation of an exchange being a
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cooperative shall be considered in a similar way. This
requirement shall be used also concerning a market place.

There are no statutory provisions about capital based
qualification for exchanges. The matter is for determination
by the Securities Commission in the context of authorisation of
the Exchange.

(b) Clearing organizations

The CEA and regulations thereunder impose no regulatory or
self-regulatory capital-based requirements on clearing organ-—
izations.

A clearing agency registered with the Commission is not subject
to any specific minimum capital-based requirements. It must,
however, demonstrate that it has the financial means to comply
with Section 17A of the 34 Act regarding the organization and
structure of a registered clearing agency.

In respect of clearing organisations, no specific financial
requirements are imposed. The FSA provides that a recognition
order may be made in respect of a clearing house where it
appears inter alia, that the clearing house has "financial
resources sufficient for the proper performance of its
functions"™ (FSA, s.39(4)(a)). A determination is made with
respect to the necessary quantum of financial resources in
light of the volume, value and volatility of the derivatives
which are cleared by the recognised clearing house (RCH). The
assets or other items which make up the financial resources of
an RCH may take the form of capital and reserves, insurance and
shareholder guarantees.

SIB is the relevant recognising body for RCHs. For those
clearing houses which are overseas and not subject to direct
and primary oversight in the UK, HMT determines whether to
confer recognition (i.e., ROCH status) but does not undertake
surveillance. )

The French Futures Market Law of March 28, 1885 as amended
provides that the clearing house, which records each transac-
tion and guarantees the full performance thereof, has to be a
licensed credit firm. Therefore the clearing house is required
to comply with all regulations issued by the banking regula-
tions committee, e.g., capital requirements and good standing
requirements. There is no specific absolute capital require-
ment for clearing houses but the new general regulation estab-
lished by the CMT provides that all funds received by clearing
houses have to be employed in liquid and nonrisky assets.

There is no statutory requirement and no established regulatory
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policy. However, in the recent approval of the SFECH, a
$A100,000,000 financial backing against default of clearing
members was agreed to.

The rules of clearing corporations must be approved by the OSC.
Such rules must include reasonable assurance that all clearing
member liabilities will be met and must include adequate record
keeping. The TFE’s clearing organization is TCO.

Under the CTO, HKFE can use one or more clearing houses and
guarantee corporations if approved by the Commission. The
Commission has approved HKFE’s use of HKFE Clearing Corporation
Ltd. (HKCC), which is a wholly-owned subsidiary of HKFE with a
share capital of HKD1 million divided into 1,000,000 Ordinary
Shares of HKD1.00 each. 1In addition to typical risk management
procedures, HKCC maintains a Reserve Fund of approximately
HKD200 million which is available to it if a member defaults.

Clearinghouses must be previously constituted as securities
agents in order to operate in the derived markets, for which
they must maintain a permanent minimum equity of 6,000 UF
(Article 26, Law 18.045).

A clearing organization shall have such a capital, guarantee,
insurance or other financial arrangement that customers will
get a satisfactory protection against possible losses caused by
clearing. This means that the capital requirement ought to be
measured out of the risks of the clearing activities, e.g.,
contract responsibilities and payment claims.

See (a) above.

(c¢) Clearing members

The CFTC has no requirements for clearing members as such.
Clearing houses, however, require their members to maintain a
minimum level of capital in order to ensure that clearing
members will be able to meet their obligations to the clearing
house and to their customers. Clearing houses also require
their members to make substantial deposits to a clearing house
guaranty fund to cover any default made by that member, and if
necessary, to cover the default of another member.

Pursuant to OCC rules approved by the SEC, OCC clearing members
must generally maintain initial net capital equal to $1,000,000
for a period of up to one year and thereafter must maintain
minimum net capital equal to at least $750,000. OCC clearing
members who carry options positions for other firms generally

- 65 -



w

maintain higher levels of net capital.

A "clearing firm" carries and clears customer business of one
or more non-clearing firms in addition to any business which it
carries on its own behalf. It performs the settlement function
and is exposed to the legal liability and responsibilities of
relationships with customers and the market.

In the UK, clearing firms are identified as "higher risk" firms
in SIB’s Rules (The Financial Supervision Rules 1990). These
firms must maintain, at all times, liquid capital equal to or
in excess of a specified minimum: the sum of the firm’s base
requirement plus any investment position risk requirement
(PRR), counterparty risk requirement (CRR) and foreign currency
risk requirement (FCRR). -

Part 5 (Financial Resources Requirements for Higher Risk Firms)
of the Financial Supervision Rules 1990 sets out both the
financial resources requirements and how the firm is to compute
its available financial resources to meet that requirement.

The starting point for computing the firm's available resources
is the firm’s "Total Assets" as per its Balance Sheet. From
this the firm is required to make deductions in respect of
certain illiquid assets either in full or in part (rule 5.04)" .
These include: intangible assets; fixed assets; physical
stocks not associated with the firm’s investment business;
investments in connected companies; prepayments and cash
deposits which cannot be withdrawn within 90 days.

The firm is then required to deduct in full all liabilities
except where special dispensation is given by the rules (rule
5.05). Examples of liabilities where dispensation is given are
eligible subordinated loans and loans secured on property.
Further adjustments may be required in respect of deficiencies
in subsidiaries, taxation liabilities (current and future),
assets not used in the course of investment business and
financial guarantees given by the firm (rule 5.06).

Subject to set limits, a firm may add to its available
resources, eligible bank undertakings given to it (rule 5107 .

A firm must have available financial resources which at least
match its financial resources requirement. Its financial
resources requirement comprises: a base requirement; position
risk requirement; counterparty risk requirement and foreign
currency risk requirement.

A firm’s base requirement is the highest of:

- an "absolute minimum" - £100,000;

- an "expenditure based requirement" - one quarter (thirteen
weeks) of the previous year’s audited annual expenses
after deduction of certain avoidable (generally profit-

related) items; or

- a "volume of business requirement" - 3.5% of customers’
initial margin.

The absolute minimum requirement is designed to ensure that a

firm would have sufficient resources either to see it through
periods of significantly reduced activity or to enable it to

- 66 -



wind its business down in an orderly fashion or transfer all or
some of its business to another regulated entity. The other
alternative base requirements are more closely linked to the
level of business undertaken by the firm.

The PRR (Rule 5.10) is designed to ensure that the firm has
sufficient capital to support its proprietary positions, that
is to provide for the economic risk of potentially adverse
price or interest rate movements. For most investment
products, e.g., equities and bonds, the PRR is derived by
applying a stated position risk factor to the value of the
positions held by the firm. In respect of futures and options,
the PRR is generally based on the initial margin requirements
of such futures and options positions.

Schedule 2 sets out how a firm is to calculate its PRR. Higher
risk firms may choose one of two approaches. They may opt for
what is referred to as "the Simplest Approach" which is more
straightforward to use but will generally produce a higher
requirement than the "more closely risk-based approaches™ which
take account of hedging and diversification.

The counterparty risk requirement (CRR) (rule 5.09) is designed
to cover the risk that some customers or counterparties may not
perform or fulfill their contractual obligations or may not
complete their side of a transaction. Schedule 4 sets out in
detail how a firm must calculate its CRR. A firm will not
always have a requirement in respect of each of the paragraphs
in Schedule 4. The rules cover a wide-range of firms carrying
on very different activities.

In addition, some firms will have assets and liabilities (both
on and off balance sheet) which are denominated in foreign
currencies, i.e., not in the firm’s reporting currency. Such
firms will be exposed to the risk that the relevant exchange
rates will move against them. Firms are therefore required to
compute their net open position in each currency and to compute
a requirement based on a percentage of the sum of the net open
long positions (rule 5.11 and schedule 3).

Firms may obtain authorisation (and be subject thereby to
regulatory oversight) either direct from SIB or through
membership of relevant self-regulating organisations (SROS) .
Most firms have sought authorisation through one or more of the
SROs.

On the MATIF, individual clearing members (ICM) are required by
the CMT to maintain a minimum net capital of 200 million French
Francs (FF). General Clearing members (GCM) are not only "del
credere" agents of their customers as ICM are, but also of all
customers of non-clearing members (NCM) who require that
contracts be recorded by such GCM in their own name rather than
in the name of the introducing NCM. These GCM are required to
maintain a minimum net capital of FF750 millions.

ICMs and (with MATIF S.A.’s approval) GCMs that do not satisfy
these minimum capital requirements may supplement their capital
by providing a bank guaranty in an amount at least equal to 20%
of the deficiency and covering exclusively obligations incurred
in connection with transactions on the MATIF, provided that
their net capital is at least equal to half of the minimum
amount required.
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There are currently 25 clearing members. Each clearing member
must commit a minimum $A1,000,000 to the Clearing House as a
condition of membership plus a guarantee that increases as
volume increases. The sum of member commitments must be
$A45,000,000 (SFECH By Law 5.1). Each member must have Net
Tangible Assets of $A2,000,000.

Clearing members and all other dealers engaged in trading
contracts in Ontario must belong to the TFE, which is a recog-
nized SRO as well as a registered exchange. The other recog-
nized SRO is the Investment Dealers Association (the "IDA").
SROs perform day-to-day surveillance, investigation, audit
compliance and other oversight functions. Each dealer is
required to submit to the primary audit and compliance
jurisdiction of one of the SROs. If a dealer is subject to the
primary audit and compliance jurisdiction of the IDA, it is
still subject to the market surveillance jurisdiction of the
TFE by virtue of the TFE'’s responsibilities as an exchange.
Therefore, firms are subject to the rules of the SROs to which
they belong, the rules of the exchanges to which they belong,
the rules of TCO, Ontario regulations and the policies of the
0SC. To be registered by the 0SC, all dealers must meet
certain capital, proficiency and organizational requirements.
The capital requirements are set out in the Joint Regulatory
Financial Questionnaire and Report (the "JRFQR") which is a
document prepared by various Canadian SROs and approved by the
0OSscC.

The HKCC has two types of clearing memberships: General
Clearing Members (GCM) and Clearing Members (CM). A GCM 1is
permitted to clear transactions for its own account and the
accounts of non-clearing HKFE members. A CM generally is
permitted to clear trades only for its own account. HKCC
imposes minimum capital requirements of HKD25 million for GCMs
and HKD2 million to HKD5 million for CMs. Clearing Members
must also contribute to the HKCC Reserve Fund, a back-up fund
to cover member defaults. HKCC also bases membership on the
knowledge and financial integrity of the individuals or
principals behind the proposed clearing firm.

HKFE members are also required to maintain a debt-to-equity
ratio of 2:1 or less and Adjusted Net Admissible Assets of no
less than the greater of:

-- 50 percent of the minimum level of the capital appli-
cable to that member, and

-- 4 percent of the amounts required to be segregated for
clients’ accounts.

Finally, HKCC imposes position limits on members in relation to
their capital.

The SFC is currently drafting revised financial resource rules
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that will, if approved, apply to HKFE and HKCC members.

Members of the clearinghouse are represented by the exchange
brokers, who must maintain a minimum equity of 6,000 UF (when
trading for third parties) or 14,000 UF (if trading for
themselves). Additionally, they must set up a permanent
guarantee of 2,000 UF for participating in the futures and
options markets.

A clearing organization must as members have only firms with a
complete capital capacity and otherwise considered as suitable
to take part of the clearing by the house. Should a clearing
member no longer fulfill these requirements the clearing
organization has to decide to cancel the membership. If a
membership has expired because of such a decision, the member
may - from special reasons - still act relative to the clearing
organization in order to protect customers against losses.

Clearing members have to give to the clearing house those
information necessary for its fulfillment of its tasks
according to the exchange and clearing act as well as other
statutory provisions.

There are no statutory requirements. However, the Commission

approves the regulations of an exchange or a clearing house and
ensures, by executive action, that rules requiring clearing and
other members to maintain minimum levels of capital will apply.

(d) other financial intermediaries

CFTC rule 1.17 prescribes the minimum levels of "adjusted net
capital" which FCMs and IBs must maintain. Adjusted net
capital equals "net capital" (current assets minus liabilities)
minus various charges or adjustments such as undermargined
accounts of customers, charges for exchange options granted by
the FCM’s customers, and uncovered futures positions and
exchange options granted in the house account of the FCM. 1In
addition, certain deductions known as "haircuts" must be made
from the value of securities and various other obligations
carried as assets of the FCM or IB.

Pursuant to rule 1.17, the required minimum levels of adjusted
net capital are as follows:

- For FCMs which are not also securities B/Ds (even if they are
also introducing securities B/Ds), the greater of:

-- $50,000 (or $100,000 if not a member of a Designated
SRO (DSRO)); or

—— 4% of customer funds required to be segregated (See
II.A.5.(a) below) plus the foreign futures and options
secured amount (if transacting business on non-U.S. ex-
changes for U.S. customers (see ITI.A.5.(a) below)) less
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the market value of exchange-traded commodity options pur-
chased by the FCM’s customers up to the amount of funds in
the customers’ options accounts.

- For FCMs which are also B/Ds, the amount of net capital
required by SEC rule 15c3-1(a), 17 C.F.R. 240.15¢c3-1(a), unless
this is less than the amounts specified above, then the highest
amount .

- For IBs which are not operating pursuant to a guarantee
agreement with an FCM, the greater of:

-- $20,000 (or $40,000 if not a member of a DSRO) (IBs
which are also introducing securities B/Ds would be
included in this category); or

—— If also a B/D, the amount of net capital required by
SEC Rule 15c3-1(a), 17 C.F.R. 240.15c3-1(a).

- For an IB for which an FCM has assumed complete financial
responsibility for the IB’s commodity-related activities under
a guarantee agreement which complies with rule 1.10(Jj):

—— If not also a B/D or an introducing securities B/D, no
capital requirement.

—— If also a B/D or an introducing securities B/D, the
amount of net capital required by SEC rule 15c3-1(a), 17
C.F.R. 240.15¢3-1(a) .

— FCMs and IBs which are members of a DSRO are not subject to
the CFTC prescribed levels, if they meet the minimum financial
standards and related reporting requirements set by their DSRO.
(The DSRO’s rules must have been previously approved by the
CFTC and may not be less stringent than CFTC requirements.)
Rule 1.17(a) (2) (1) .

Rule 1.52 requires each SRO to adopt, and submit

for CFTC approval, rules prescribing minimum financial and
related reporting requirements for all its FCM members. The
NFA is also obligated to adopt such rules for its IB members,
while exchanges are so obligated only if they elect to have a
category of membership for IBs. The financial and related
requirements adopted by the SROs must be equal to, or more
stringent than, the CFTC’s minimum levels. An FCM which is not
in compliance with rule 1.17, or unable to demonstrate compli-
ance, is required to transfer all customer accounts to another
firm and immediately cease doing business as an FCM until it
can demonstrate compliance, except that it may trade for
liquidation only unless otherwise directed by the CFIC or its
DSRO. A 10-day grace period for the transfer requirement may
be provided under certain conditions. Rule 1.17(a) (4).

A National Futures Association rule requires a higher capital
amount ($250,000) and early warning amount ($375,000) for its
FCM members. All FCMs must be members of NFA (see CFTC rule

170.15 and NFA Bylaw 1101).

An IB which is not in compliance with rule 1.17, or unable to
demonstrate compliance, is required to immediately cease doing
business as an IB until it can demonstrate compliance and must
immediately notify each of its customers and FCMs carrying its
customers’ accounts that it has ceased business. A 1l0-day
grace period may be provided under certain conditions.
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CFTC rule 1.12 establishes an "early warning system" under
which firms are required to notify the CFTC of certain adverse
changes in the firm’s financial condition so that remedial
action may be taken to protect customers and the marketplace
from potential injury.

Under the FTPA of 1992 the CFTC is authorized to obtain
information from FCMs regarding the activities of their non-
CFTC registered affiliates that are reasonably likely to have a
material impact on the FCMs’ financial or operational
condition.

The SEC requires registered broker-dealers to have and maintain
specified amounts of net capital. Net capital is a defined
term. It is, in essence, the net worth of a broker-dealer
reduced by prescribed percentages of the market value of
securities owned by the broker-dealer and by other assets not
readily convertible into cash.

A broker-dealer conducting a general securities business must
maintain net capital in excess of the greater of a stated
minimum amount or an amount as computed under one of two tests.
One is a liability based test, and the other is an asset based
test. If a broker-dealer elects the basic aggregate
indebtedness method of computing net capital, it may not allow
its "aggregate indebtedness" to exceed 1500% of its net
capital. A broker-dealer electing to use the alternative
method of computing its net capital requirement currently must
maintain net capital in excess of two percent of its customer
related receivables computed in accordance with Exhibit A to
Rule 15c3-3. The net capital rule also prescribes special
capital requirements as to firms that carry accounts of market
markers in options listed on a national securities exchange.

The SEC has proposed amendments to the net capital rule that,
among other things, would increase the minimum net capital
requirements for broker-dealers (e.g., broker-dealers that
clear and carry customer accounts would be required to maintain
at least $250,000 of net capital under either method) .

Those firms which are not clearing firms (i.e., firms which do
not carry or clear customer accounts, and which have entered
into arrangements with a clearing firm for that purpose, for
example, introducing brokers), are subject to capital-based
requirements which are calculated in a similar way to those for
clearing members (see item II.A.1l.(c) above).

For higher risk firms which do not carry and clear customer
business of other firms the calculation is the same as for
clearing members, except the "absolute minimum" is £10,000.

However, such firms are not subject to a volume of business
requirement and the expenditure requirement may be six weeks
rather than thirteen.

The non clearing members of the French MATIF are required to
maintain a minimum net capital of FF7,5 millions. On the
commodities futures markets, brokers are required to maintain a
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minimum net capital of FF7,5 million. Commodities brokers
which do not satisfy that minimum capital requirement may
supplement their capital by providing a bank guaranty in an
amount at least equal to their deficiency and covering exclu-
sively obligations incurred in connection with commodities
futures trading activities.

On the MONEP, market-makers which are counterparty firms
controlled by brokerage firms have to have a minimum capital of
FF7,5 million. When they are brokerage firms themselves, they
have to affect FF3 million of their own funds for two options
classes, FF1,5 million for each new option class on stocks and
FF3 million for the CAC40 index option.

In Japan capital requirements are imposed on securities
companies Ministerial Ordinance by the Securities and Exchange
Laws and the Ministerial Ordinance, and all securities
companies able to take positions on their own accounts must
meet the risk-based capital adequacy requirement.

1. Minimum capital requirement

Minimum levels of capitalization are required for securities
companies according to the types of licenses they are granted
and kinds of services they provide.

Examples:

The minimum level of capital for a securities company licensed
to underwrite securities:

Managing underwriter Yen 3 billion
Other underwriters Yen 300 million

Member companies of Tokyo
or Osaka Stock Exchange Yen 300 million

24 Risk-based capital requirement

The objective of risk management is to ensure that, through
management of its liquid assets, a firm maintains sufficient
net worth to meet the obligations which would accompany any
losses, without having to suspend any operations or sell off
any fixed assets.

The basic capital requirement is as follows:

(Net worth —--—-- illiquid assets/fixed assets) >

(market risk requirement + counterparty risk requirement +
basic risk requirement)

The Minister of Finance may order a firm which fails to meet
the capital-based qualification to change the method of its

business operations, suspend its business or take such other
measures as the Minister deems necessary for supervision.

The Securities and Exchange Law requires firms to report
monthly on their capital situation.

Firms which do not trade for their own accounts will not be
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required to satisfy the risk based capital adequacy require-
ments.

Floor Members have $A1,000,000 capital based qualification (SFE
Art. 3.6(3)). For Full Associate Members it is $A250,000 (SFE
Art 4.6(4)), and for an Introducing Brokers Associate,
$A50,000. If a Local Member wants to trade on a recognized
futures market overseas for clients, his obligation is
$A250,000 (SFE Art 4A.7A(4)). The AFFM (a co-regulatory
organization) under regulation 101.5 requires that a Futures
Organization shall at the time of entering into an Approved
Subordinated Loan Deed be required to have, in the case of a
Member Organization, a minimum paid up capital of $a250,000 and
in the case of a Futures Organization which is constituted as a
partnership of Futures Members who are natural persons capital
of $A250,000 or where there is less than five partners
$A250,000 per partner.

The JRFQR sets out the minimum capital requirements for
dealers. Statement B at Part I of the JRFQR provides a liquid
capital calculation by which total liabilities and net losses
from future purchase and sales commitments are deducted from
total active assets. Haircuts are then applied to liquid
capital to arrive at net free capital. Minimum net free
capital is then calculated by way of a formula contained in the
JFQR at Statement D of Part TI.

Non-exchange member-dealers as members of overseas exchanges
are subject to financial requirements of exchanges to which
they acquire memberships. They are not currently subject to
any capital requirements under Hong Kong law, but the Commis-
sion is considering introducing financial requirements for
commodity dealers.

There does not exist any other type of intermediary, apart from
the brokers, who can operate in these markets.

Activities in the securities business require the authorization
by and the registration with the Financial Supervisory
Authority of Sweden.

By this authorization the following business activities are
licensed:

- trade in financial instruments on behalf of another person
but in one’s own name,

- brokering of contracts between buyers and sellers of
financial instruments or otherwise assistance in transactions
concerning such instruments,

— trade in financial instruments for one’s own account,

- management of financial instruments belonging to another
person,
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- certifying or other form of assistance at stock issues or
offers for buying or selling of financial instruments for free
trade.

The Financial Supervisory Authority has in the beginning of
July 1991 edited its advising rules concerning how to apply for
license to do securities business in accordance with the law
(1991:981).

The act states that a securities firm keeping own stocks, e.g.,
shares, must have a capital adequacy corresponding to 8 per
cent of these stocks at the balance value.

New Zealand Futures & Options Exchange requires each Exchange
Broker to ensure that at all times its financial resources
exceed its Financial Resources Requirements, the latter
comprising its Base Requirement plus its Investment Position
Risk Requirement.

Clearing facilities

(a) Organizational requirements

Each commodity futures exchange in the United States is af€il-
iated with a clearing house and requires that futures contracts

_made on the exchange be submitted to that clearing house for

clearance. See, e.g., CBOT Rule 700.00. At the CME, Minneapo-
lis Grain Exchange (MGE) and NYMEX, the clearing houses are
departments within the exchange. At the other exchanges, the
clearing houses are separate corporations. Compare CME Rule
800 and NYMEX Bylaw Sec. 600 with CBOT Rule 911.00. On certain
exchanges, however, trade matching is performed at the exchange
rather than at the clearinghouse.

Under the SEC regulatory scheme, brokers, dealers and market
makers clear and settle through OCC transactions in
standardized options effected on national securities exchanges.
OCC is jointly owned by the New York Stock Exchange, Inc.
("NYSE"), American Stock Exchange, Inc. ("AMEX"), Chicago Board

Options Exchange, Inc. ("CBOE"), NASD, Pacific Stock Exchange,
Inc. ("PSE") and the Philadelphia Stock Exchange, Inc.
("PHLX"). OCC is registered with the Commission as a clearing

agency under Section 17A of the 34 Act. Section 17A sets forth
certain requirements for a clearing agency, including
requirements that the clearing agency rules assure the fair
representation of its participants and shareholders in the
selection of its directors and administration of its affairs
and provide a fair procedure with respect to the disciplining
of participants, the denial of participation to any person
seeking participation and the prohibition or limitation by the
clearing agency of any person with respect to access of
services offered by the clearing agency. OCC has rules and
procedures in place to assure fair representation and due
process.

The FSA provides that any body corporate or unincorporated

association may apply to HMT for an order declaring it to be a
recognised clearing house for the purposes of the FSA (FSA,
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s.39). The authority to recognise domestic clearing houses has
been delegated to SIB.

A recognised clearing house (RCH), once it has acquired that
status, is an exempted person in respect of any activities
undertaken by it in its capacity as a person providing clearing
services for the transaction of investment business (FSA,
3.38) .

HMT has reserved the power to recognise overseas clearing
houses (ROCHs), that is, those which have their head offices
overseas (FSA, s.40).

Paragraph 2 (4) of Schedule 4, in relation to the requirements
imposed on recognised investment exchanges, stipulates that
"[an] exchange must either have its own arrangements for
ensuring performance of transactions effected on the exchange
or ensure their performance by means of services provided under
clearing arrangements made by it with a recognised clearing
house". In practice, the arrangements of existing RIEs vary:
the majority, however, have chosen to have clearing services
provided by a separate corporate entity (e.g., London Clearing
House Limited, "LCH") rather than to integrate clearing
arrangements within the exchange itself (an example of the
latter is OM London Ltd). i

Trade matching is, in respect of most exchanges, performed at
the relevant exchange.

MATIF SA is an independent entity which is both an exchange and
clearing house.

No independent clearing houses exist in Japan. Stock exchang-
es, however, have clearing capabilities.

Under s.1128 of the CL a Clearing House must be a body
corporate.

The AFFM is a wholly-owned subsidiary of the Australian Stock
Exchange (ASX). AFFM clearing is performed under contract by
ICCH.

The Sydney Futures Exchange (SFE) uses SFECH for the clearing
and guaranteeing of its contracts. The relationship between
SFECH and the SFE is that SFECH is a wholly-owned subsidiary of
the SFE.

' There are no set organizational requirements for clearing

corporations.

The rules of clearing corporations must be approved by the OSC.
Such rules must include reasonable assurances that all clearing
member liabilities will be met and must include adequate
record-keeping.
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Clearing Members - TCO

Qualifications. - Clearing membership is restricted to members
of the Participating Exchanges, members of the International
Options Market (MIO) division of the ME and Members of the
Toronto Futures Exchange (TFE). Every applicant to become a
clearing member must meet such standards as may be adopted from
time to time by the Board of TCO, including the fallowing:

- the applicant must meet the initial clearing member capital

requirements then in effect, the applicant must be engaged, or

propose to engage, in the clearance of options or futures which
are the subject of exchange transactions through the facilities
of TCO, and

- the applicant shall maintain facilities and personnel
adequate, in the judgment of the Board of TCO, for the expedi-
tious and orderly transactions of business with TCO and other
clearing members.

Conditions of admission. - No applicant shall be admitted as a
clearing member until it has deposited with TCO its initial
deposit with the relevant clearing fund in the amount and at
the time required by the Rules and has signed and delivered to
TCO an agreement in such form as the Board of TCO shall re-
quire, including agreements:

- to clearing through TCO, either directly or indirectly, all
of its Exchange Transactions and all other transactions which
the By-laws or the Rules may require to be cleared through TCO;

- to abide by all provisions of the By-laws and the Rules of
TCO;

- that the By-laws and the Rules shall be a part of the terms
and conditions of every Exchange Transaction or other contract
or transaction which the applicant, while a clearing member,
may make or have with the TCO, or with other clearing members
in respect of options or futures, or which may be cleared or
required to be cleared through TCO;

- to grant TCO all liens, rights and remedies set forth in the
By-laws and the Rules;

- to pay to TCO all fees and other compensation provided by or
pursuant to the By-laws and the Rules for clearance and for all
other services rendered by TCO to the applicant while a clear-
ing member;

=" to pay'such fines as may be imposed on it in accordance with
the By-laws and the Rules;

- to permit inspection of its books and records at all times
by the representatives of TCO;

- to make such payments to or in respect of the Clearing Funds
as may be required from time to time;

- to fulfill such conditions regrading withdrawal from mem-
bership as may be imposed by TCO; and

to comply with the provisions of all laws applicable to TCO or
the applicant.
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Clearing Members C.D.S.

The Canadian Depository for Securities Limited (C.D.S.) is an
inter—-industry organization supported by the Toronto and
Montreal Stock Exchanges, the Investment Dealer’s Association
of Canada, the Canadian Banker’s Association and the major
Trust Companies.

- Categories of applicants. An applicant to become a partic-
ipant shall be an entity belonging to one of the following
categories:

-- The applicant shall be a "Regulated Financial Insti-
tution: which term shall mean a broker or dealer trading
in securities, a bank or savings bank, a trust company or
corporation, a loan company or corporation, an insurance
company or corporation, or a securities clearing corpora-
tion or depository, incorporated, established or formed
pursuant to the laws of Canada or of any province or
territory thereof;

-- The applicant shall be a "Government Body": which term
shall mean the Government of Canada or the Government of
any province or territory thereof of any municipal body
therein, or any agency thereof;

-- The applicant shall be a "Canadian Investment Insti-
tution" which term shall mean any entity trading in
securities which is incorporated or formed under the laws
of Canada or of any province or territory thereof and
which is not a Regular Financial Institution or a Govern-—
ment Body, and such term shall include, without limiting
the generality thereof, a credit union, savings and credit
union, credit union central, mutual fund, pension fund,
trust fund, pooled fund, unit trusts, investment trust or
investment counsellor; or

-- The applicant shall be a "foreign Institution" which
term shall mean any entity of the type described in
subclauses (1), (2) or (3) which is incorporated, estab-
lished or formed under the laws of a jurisdiction situate
outside Canada.

Qualifications of applicants

- An applicant which is a Regulated Financial Institution must
satisfy the following qualifications:

-- the applicant must be in good standing under the laws
pursuant to which such applicant is incorporated, estab-
lished or formed;

-- the applicant must be duly registered with or licensed
by and in good standing with each regulatory body having
jurisdiction over the applicant; and

-- the applicant and each of its partners, directors and
officers must be in compliance with all applicable regu-
lations, rules, orders or directors of each Regulatory
Body having jurisdiction over the applicant, including
without limitation, such minimum capital requirements and
financial stability standards as are applicable to the
applicant.
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- An applicant which is a Government Body must own, manage,
control or have custody of a portfolio of Securities with a
minimum fair market value (as determined to the satisfaction of
the C.D.S.) of such amount as the Board of Directors may from
time to time determine.

- An applicant which is a Canadian Investment Institution must
satisfy the following qualifications:

-- the applicant must own, manage, control or have
custody of a portfolio of Securities with a minimum fair
market value (as determined to the satisfaction of C.D.S.)
of such amount as the Board of Directors may from time to
time determine; and

-- the applicant shall either have a minimum capital of
$1,000,000 or provide C.D.S. with a guarantee or irrevo-
cable letter of credit of its obligations to C.D.S., in
form, substance and amount satisfactory to C.D.S., from a
Regulated Financial Institution which is a Participant.

- An applicant which is a Foreign Institution must satisfy the
following qualifications:

-- the applicant must own, manages control, or have
custody of a portfolio of Securities of Canadian issuers
with a minimum fair market value (as determined to the
satisfaction of C.D.S.) of such amount as the Board of
Directors may from time to time determine;

-- the applicant shall either have a minimum capital
equivalent to $1,000,000 or provide other evidence satis-
factory to C.D.S. of its financial stability;

-- the applicant shall provide C.D.S. with a guarantee or
irrevocable letter of credit of its obligations to €D Sy
in form, substance and amount satisfactory to C.D.S.,

from a Regulated Financial Institution which is a Partic-

ipant; and

-- the applicant shall satisfy such other requirements as
C.D.S., in its sole discretion, deems appropriate for the
protection of C.D.S. and other participants.

Clearing members (IOCC)

An IOCC clearing members must be firm with a minimum net worth
and working capital of $500,000 which must be maintained at all
times. The initial minimum contribution to the IOCC Clearing
Fund is US $25,000 of which $10,000 must be in cash. The rest
can consist of approved Canadian, Provincial or U.S. government
securities.

The Commission granted approval for HKFE to use HKCC as its
clearing house when HKCC met certain non-statutory
requirements. These requirements included HKCC providing
adequate capacity and other facilities to ensure the prompt and
accurate clearance and settlement of HKFE contracts and the
maintenance of prudential risk management systems. HKCC must
obtain the Commission’s approval of its rules and constitution,
and changes to them.
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The clearinghouse is associated with the particular exchange in
which the specific derived market operates, and therefore
enjoys the services that exchange may offer. However, the
physical place and the personnel with which it operates are its
own, and the respective costs are its responsibility.

A Swedish company or a Swedish cooperative must be authorised

as a clearinghouse only if

- the articles of association or the statutes do not deviate
from this act or any other regulation,

- the planned activities may be assumed to fulfill the
requirements of fairness, and

- the company will fulfill the remaining conditions of this
act.

A foreign firm must be authorized as a clearing house with a
Swedish branch independently managed only if
— this firm in its home country does this sort of business and
is supervised by an authority or another competent
commission, and
- the business planned in Sweden may be assumed to £ulEil 1
requirements of fairness and - in an applicable extension -
the provisions of the new act.

A clearing house must, besides the clearing, within the house
only carry on close connected business. If there are special
reasons, SFSA may allow a clearing organization to do other
business, too. Aquisition of shares or holdings in companies
will require a license by SFSA, if the aquisition will be
integrated as a part of the organization of the clearing.

New Zealand has no statutory organisational requirements for
clearing facilities. The terms of any agreement between an
exchange and clearing house are material to continued
authorisation.

(b) Operational requirements

Under CFTC rules clearing houses accept contracts for clearance
only for the accounts of their members. Each clearing member

that handles customer business has at least two accounts at the
clearing house -- a customer account and a proprietary account.

During each trading day the clearing house compares the reports
of trades submitted to it and matches them against each other.
If any reported trade does not match, the clearing house will
not accept the trade for clearance. See, e.g9., BTCC Bylaw 506;
CME Rule 809; Comex Clearing Rule 32(b) (c) (i) .

At the end of each trading day, the clearing house prepares
reports to its members listing the trades submitted by or for
them which have matched and cleared, and those which have not
matched and therefore have been rejected. See BTCC Bylaws 506,
507; CME Rules 809(E), (I); Comex Clearing Rule 32(d). Each
clearing member must attempt to resolve its outtrades and
resubmit them for clearance. See, e.g9., CME Rules 809(E), (I).
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With respect to the securities industry in the United States,
as a registered clearing agency, OCC is subject to certain
requirements under Section 17A of the 34 Act, including
safeguarding funds and securities and facilitating the prompt
and accurate clearance and settlement of securities
transactions. Under Section 19(b) of the 34 Act, OCC is
required to file with the Commission for approval any proposed
rule or procedural change, including the addition or deletion
of services provided by OCC. In addition, the Division of
Market Regulation ("Division") has published guidelines to
assist clearing agencies such as OCC to comply with Section 17A
of the 34 Act. Those guidelines require OCC to conduct both
internal and external audits and perform periodic risk
assessments of its operations and its automatic data processing
systems and facilities.

Section 39 of the FSA provides for the granting of recognition
to a domestic clearing house if it appears, from the
information provided by the applicant, that the clearing house
satisfies the requirements set out in that section (see item
I.A. L. (e))-.

The relevant recognising body for RCHs is SIB which undertakes
the monitoring of the ongoing fulfillment of relevant FSA
requirements.

All trades must be matched on the day of the trade. The
obligation to ensure that trades are matched falls to the
members of the exchange who, ultimately, will be compelled to
rationalise trades undertaken by them on or under the rules of
the exchange. The relevant clearing house will only accept
matched trades. The matching of trades occurs on an intra-day
basis and matched and unmatched trades are reported back to
clearing members on a continuous basis without delay during the
day.

ee ITI.A.2.(c) below.

In Japan, since the stock exchanges have clearing capabilities,
specific operational requirements are set in the stock exchange
rules.

Only Clearing Members may submit contracts for clearing. Each
Clearing Member has two accounts at the SFECH: a client
account and a house account. The SFECH operates various
systems and procedures to adequately monitor its exposure to
risk of a loss by a defaulting Clearing Member which is in
excess of the initial margin lodged by that Clearing Member.
Market risk management techniques include market-to-market,
daily settlements, initial margins, delta-based option
margining and short option add-on. The Board of the SFECH is
separate from the SFE Board and is responsible for the day-to-
day business of clearing.

- 80 -



]
193]
(@]

wn
<
wn

CETC

ee II.A.2.(a) above.

See II.A.2.(a) above.

The operational requisites are specified in the General
Regulation of the Futures Markets and in the General Regulation
of the Options Markets.

A clearing organization shall have appropriate rules for how to
clear. The conditions of the clearing shall correspond to the
exchange and clearing act and other statutory provisions as
well as to fair trade in the securities market.

It is up to SFSA to scrutinize the rules of sanctions of a
company applying for authorization and license as a clearing
house.

There are no statutory operational requirements. However,
clearing house regulations require the approval of the
Securities Commission.

(c) Scope, nature and timing of clearing guarantees

In the U.S., with regard to commodities transactions, the
clearing house of an exchange guarantees the payment of varia-
tion margin to clearing members with net gains on positions in
their accounts at the clearing house even if it is unable to
collect the variation margin owed to it by clearing members
with net losses on their positions. A clearing house, however,
does not guarantee the obligations of clearing members to their
customers, nor does it guarantee any obligations of brokers or
traders who are not clearing members. At all U.S. futures
clearing houses the clearing guarantee attaches when the trade
matches and is accepted for clearance.

Most clearing houses do not guarantee delivery or acceptance of
delivery on futures contracts that have reached the delivery
stage, although some clearing houses do guarantee to their
members payment of damages for default on deliveries. See,
e.g., CME Rules 714, 715, 803; Comex Clearing Bylaw 8.1; NYMEX
Rules 9.08.

The rules of most clearing houses provide that upon default of
a clearing member, the clearing house must close out or trans-
fer to other members all of the positions carried by the
defaulting member. See, e.g., BTCC Bylaw 804, positions are
immediately liquidated if they cannot be transferred.

If a member defaults and his margin deposits and available
liquid assets are insufficient to cover the amounts owing to
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the clearing house, the deficit is covered first by available
assets of the clearing member at the exchange and clearing
house and then by the guaranty fund deposits of non-defaulting
members. If there is still a deficiency, most clearing houses
are then required by their rules to assess their members to
cover the balance. See, e.9., CME Rule 802(B); Comex Clearing
Bylaw 9.4.

OCC becomes a guarantor of a transaction upon acceptance of the
transaction by OCC. OCC receives trade data from options
markets and settles premium payments between selling and
purchasing clearing members on the business day after trade
date in immediately available funds. Generally, OCC "accepts”
the trade and becomes guarantor on the transaction, meaning
that it becomes the buyer to every seller and seller to every
buyer, guaranteeing payment and delivery to all.

The guarantee that OCC gives on each trade only extends to OCC
clearing members and not to clearing member customers oOr non-
member brokers or market makers. Normally, on the morning
after trade date OCC receives payment in immediately available
funds from members with net debit balances and then pays
clearing members with net credit balances in immediately
available funds. Under its rules, OCC is required to pay its
members whether or not it has received sufficient funds from
members that owe funds. If OCC does not receive sufficient
funds (i.e., because a member is late in making payment), it
will use margin previously collected from the non-paying member
to complete payment. If this is not enough to complete
payment, then OCC may draw upon the clearing fund to complete
payment. The clearing fund consists of cash, securities and
letters of credit deposited by members to provide OCC with a
source of funds upon which it may draw in the event of a member
default or insolvency.

RIEs are required, pursuant to Schedule 4 of the FSA, to have
either their own arrangements or to have secured those of an
RCH for ensuring the performance of transactions effected on

the exchange.

There are no specific requirements regarding the scope, nature
and timing of clearing guarantees in the FSA. The arrangements
are the subject of review prior to the conferral of the status
of RCH; currently, the arrangements are in the form of capital
and reserves, insurance and shareholder guarantees.

The clearing house guarantees the payment of net gains on
clearing members’ positions even if it is unable to collect all
net losses owed to it by other clearing members on their
positions.

A clearing house does not guarantee obligations of clearing
members to their customers nor does it guarantee any
obligations of other non-clearing exchange members.

Where a clearing member of an exchange defaults, the clearing
house has powers to immediately close out or transfer that
member’s positions. (See item II.A.6.)

The clearing house may use any margin held to cover the amounts
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owing to it by a defaulting member. Margin may be in any form
which is acceptable to the exchange/clearing house as "approved
collateral" pursuant to the applicable rules.

In France, the MATIF clearing members maintain with MATIF SA a
permanent clearing guarantee. The amount of this guarantee is
independent from the margin requirements. It is paid in the
form of a cash deposit and cannot produce any interest revenue.
In the case of bankruptcy of the MATIF member the permanent
guarantee has to be paid back but it can be sized in proportion
of the member debts towards MATIF SA. The amount of the perma-
nent clearing guarantee is FF 500,000. It is increased by FF
250,000 with respect to each GCM and FF 100,000 with respect to
each local which the clearing member has designated..

In Japan clearing is guaranteed by the default compensation
reserve which is supported by the members’ unlimited responsi-
bility to replenish the reserve. 1In the case of the Tokyo
Stock Exchange, the default compensation reserve is 15 billion
yen.

The reserve is a fund reserved in the stock exchanges. It is
allowed to draw on this reserve only when it is necessary to
cover losses not secured by margins, etc.

Subject to their regulations, SFECH and the ICCH guarantee all
contracts traded on the floor of the SFE and AFFM and
registered by the Clearing House. The guarantee will only
operate after performance by the member of all terms and
conditions of the Clearing Houses, particularly the payment of
initial margin and variation margins.

The Clearing Houses do not guarantee the obligations of
Clearing Members to their customers.

With respect to the SFECH, the SFECH does not guarantee the
obligations of brokers or traders who are not Clearing Members.
Those Floor Members who are not Clearing Members must clear
transactions through Clearing Members. All Local Members must
register all trades with a Clearing Member which must guarantee

its trade.

The Clearing Houses will close out the positions of a
defaulting Member in accordance with their regulations
generally though the market. The Exchanges in conjunction with
the Clearing Houses will if possible seek to have the
defaulting client’s positions transferred to another Member.

The Clearing Houses will use any original deposits and margins
or security lodged with it in respect of futures trading by the
defaulting member to meet obligations by the defaulting member.
There is no access to the funds of other members and any
deficit must be met from the funds of the Clearing House,
either by way of capital or insurance.

At TCO the clearing guarantee becomes operative on settlement
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of trades at 8:00 a.m. the day after the trade. Upon default
of a clearing member, TCO would close out or transfer to other
members all of the positions carried by the defaulting member.
If a member defaults and its margin deposits and available
liquid assets are insufficient to cover the amounts owing to
TCO, the deficit is covered first by available assets of the
exchange and clearing house and then by the guaranty fund
deposits of non-defaulting members.

The HSI, Hang Seng Sub-indices and HIBOR contracts are traded
via open outcry. In the open outcry system the seller
completes a trading slip that includes the selling and buying
clearing members, the number of contracts, the month and the
price. The trading slip is then signed by the selling and
buying brokers. A copy of the trading slip is provided to the
HKFE and the HKCC. HKCC personnel on the HKFE floor then key

the trade information into the clearing computer system.

After all trades are entered into the clearance system, the
HKCC then provides each clearing member with a Daily Trade
Summary (DTS). Each clearing member is then required to review
the DTS and the trades he has made that day for accuracy and
allocation to the appropriate accounts. Members must verify
their trades after which the HKCC issues a registration state-
ment to each member. Contracts are formally registered at the
time the registration statement is issued and HKCC becomes
counterparty to each trade at that time.

In the case of non-compliance of the obligations tied to an
operation, in that losses produced or called margins are not
covered within the time frame and under the stipulations
established, the clearinghouse is authorized to cover the
client’s debts with the deposits or other securities that the

broker or the respective client maintains within it.

Under this circumstance, the clearinghouse will have legal
access to the client’s and the respective broker’s moneys oOr
securities. It may order the broker to close the client’s open
positions. If the margin deficit and/or remaining debt. is not
completely covered, the clearinghouse may take recourse in the
broker’s deposits or guarantees. In the eventuality that said
funds are not sufficient to cover the obligations pending, the
clearinghouse may use its contingency funds and its own equity
to cancel the debts incurred, without adversely affecting
future actions for collecting from the broker and his clients.

A clearing organization shall check that a sufficient margin is
deposited for each futures contract as a guarantee of
fulfillment of the contract and that such margin will be
maintained as long as this binding agreement. The margin is to
be considered as sufficient if there may be assumed that no
more capital will be necessary when fulfilling the agreement.

A clearing organization may decide to reduce the margin
requirement as far as, obviously, there is no need for margin.
Such a decision must not be applied until approved by SFSA.

The government or, after the authorization by the government,
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SFSA may provide more in detail for the margin requirement. If
a clearing organization takes part of the trade, the
organization shall check that its risk position will be
balanced. In case of unbalance, immediately the organization
will have to take steps in order to restore the equilibrium.

The London Clearing House Limited clears and guarantees all
contracts traded on the NZFOE and held in the name of its
clearing members, in accordance with the Clearing House
Regulations and associated agreements.

(d) Relationship of clearing to payments system

With respect to commodities transactions in the U.S., clearing
houses route margin deposits of clearing members through banks
which they choose as settlement banks. These banks make
payments to members under the terms and conditions set forth in
the clearing house’s settlement instructions. All variation
payments to clearing houses must be made in same day funds such
as Fed wire transfers.

OCC and its clearing members settle outstanding funds
settlement obligations on a daily basis through the use of
clearing banks. Clearing members are required to maintain an
account at one of several clearing banks at which OCC maintains
an account. Each day OCC combines all premium, margin and
settlement obligations to arrive at a net money settlement
amount for each account of each clearing member. The next
morning OCC collects or pays out the net money settlement
amount from or to each clearing member through the appropriate
clearing bank. OCC nets cash settlement obligations of each
clearing member by account type (i.e., proprietary, market

maker, customer).

Pursuant to exchange and clearing house rules, the positions of
each clearing member are reviewed on a daily or intra-day basis
to determine the amount of margin (initial and variation) which
is to be called from the firm in relation to both its
proprietary accounts and its customer accounts.

The clearing house will determine the level of required margin
and will either demand payment from the clearing member or
proceed with a direct debit pursuant to a pre-existing
agreement between the parties and relevant banks.

There are no regulatory restrictions regarding the form of
variation margin paid by clearing members to the clearing
house. Exchange/clearing house rules will permit the payment
of variation margin in the form of cash or approved collateral.
The latter will depend on relevant exchange/clearing house
rules and it may include forms of security, guarantee oOr
indemnity.
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In France, the clearing house routes margins and deposits of
clearing members through clearing members. Each day, margin
and deposit payments have to be realised through Banque de

France wire transfers.

On the Japanese exchanges payment is executed through stock
exchange accounts, although it is not strictly a system of
payment against delivery.

In Japan, almost all futures and options are matched by com-
puters. Unmatched trades caused by operating mistakes are
corrected through procedures set by stock exchanges.

Stock exchange accounts are bank accounts of stock exchanges.
All payments between stock exchange members must be done
through the accounts.

In Australia a Market-to-Market Payment System is in effect at
the SFE. Margin payments are made daily to the SFECH with an
obligation on the broker to call a margin from his client
within 24 hours (SFE By-Law G 4 & G 2).

Payment for variation margin must be by way of cheque; bank
guarantees can be accepted for original margins.

An electronic banking network is utilized by TCO and its

clearing members to enable new and variation margin to be met
by 8:00 a.m. the next day. Intra-day margin calls are met by
cheque or T-Bill within 60 minutes. .

HKCC members authorize their clearing banks to accept direct
debit instructions from HKCC. At 8:30 a.m. HKCC informs each
member’s bank of the member’s net money settlement figures.

The banks are to confirm payment to the HKCC by 8:55 a.m.. The
HKCC may also call for intra-day margin payments through direct
debits.

Settlement, deposits and delivery of payments or guarantees are
effected through the clearinghouse.

There is no legal regulation about this relationship. But the
OM general provisions for trade in derivatives restrict the
payments limit till not later than the fifth banking day after
the last premium day and the last delivery day.

In New Zealand all contracts are settled to market daily.
Payments are made daily.
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There is no formal relationship with banks except in relation
to multi currency cover. Members who wish to provide cover in
US dollars in respect of the New Zealand Dollar futures and
options contracts are required to maintain a US dollar bank
account with a Participating Bank.

Cover can take the form of either cash or bank guarantee.
Except where a single payment required is less than NZ $10,000,
payment must be in cleared funds either by telegraphic transfer
to the Clearing House bank account or bank cheque.

Where a payment required is less than NZ $10,000 a facsimile
copy of the bank stamped deposit slip is accepted.

Margin and credit extension requirements

(a) Levels, limits and methodology for calculating

Absent an emergency, margin levels for futures contracts will
be set by the U.S. exchanges without CFTC review. See

§§5a(a) (12) and 8a(9) of the CEA. With respect to options, the
general practice, is that although the CFTC reviews the
methodology for calculation of option margin, the actual margin
levels are set by the U.S. exchanges.

Under the FTPA of 1992, contract markets are required to file
margin rules setting or changing the levels of margin on stock
index futures and options with the Federal Reserve Board. The
Federal Reserve Board can request and also direct changes in
margin levels appropriate to preserve the financial integrity
of the contract market or its clearing system or to prevent
systemic risk. The Federal Reserve is authorized to delegate
any or all of its authority to the CFTC andsaction by the
Federal Reserve under its authority is currently pending.

The grant of margin authority to the Federal Reserve does not,
however,, supersede or limit the CFTC’s authority under §8a(9)
of the CEA to direct a contract market, on finding an emergency
to exist, to set temporary margin levels. See §2(a) (1) (B) (vi)
of the CEA.

Clearing houses generally use one of two methods for calculat-
ing original margin. The first method is to multiply the
number of positions or contracts by a specific margin amount
per contract. The second method is to use a portfolio-based
simulation model, such as that of the CME (and adopted by the
NYMEX and the Coffee, Sugar and Cocoa Exchange, Inc.) which
combines all related positions into a portfolio. Price,
volatility and other risk factors are simulated to determine
their impact on profits and losses in the portfolio. The
clearing house establishes parameters to collect original
margins based on the simulated losses of portfolios under
various scenarios. They are usually set to cover approximately
95% of potential one-day moves.

Clearing organizations collect "original"™ and "variation"
margin from their members. In general, minimum original margin
levels which a clearing member must deposit to carry a position
at the clearing house are subject to change at any time. See
BTCC Bylaw 604; CME Rule 815; Comex Clearing Rule 32(d), (i).
The amount required to carry a position in a particular con-
tract is based on the perceived risk associated with that
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contract and is the same for long and short positions.

FCMs collect "initial"™ margin from their customers. The
initial margin is the exchange set minimum margin requirement
for the contract. Generally different minimum initial margin
requirements are established for hedge and speculative posi-
tions. FCMs are free to impose higher customer margin re-
quirements and, subject to exchange minimum requirements, may
vary margin. When losses in a customer’s account reduce margin
below maintenance margin levels set by the FCM, the FCM will
issue a "margin call" to the customer requiring the customer to
deposit funds sufficient to restore margin on deposit with the
FCM to 100% of the initial margin requirement. Capital charges
are not required to be taken for margin deficiencies for 3
days; customer deficits, however, must be covered by the FCM
the same day for segregation compliance.

The CME, CBOT, BTCC, NYMEX, COMEX, COMEX Clearing, CSC Clearing
and the KCBT use the SPAN margining system, which margins
futures and option positions on a portfolio basis measuring the
aggregate risk of the combined positions.

Options differ from futures in that long positions are not
margined. Premiums must be paid in full. Short positions may
be margined and are marked-to-market on a daily basis. Varia-
tion payments are not passed through to holders of long posi-
tions, however, who must exercise or offset their positions to

realize any profits.

The CFTC approved CME and OCC rules to extend their respective
cross-margining programs to include the positions of certain
market professionals. The CFTC action establishes a unified
mechanism for margining certain intermarket positions. The SEC
approved the counterpart OCC rules on the same day. 56 Fed.
Reg. 61404 (Dec. 3, 1991).

The Federal Reserve Board ("FRB"), pursuant to Regulation T (17
CFR §5§220.1 - 220.18) has delegated the authority to establish
and enforce margin standards for options to the options SROs,
subject to Commission approval. Pursuant to the authority
delegated to them by the FRB, the options SROs have adopted a
uniform margin system applicable to index options.

Purchasers of index options must provide initial margin equal
to 100% of the option’s current market value (premium). The
options SROs calculate margin requirements for each short put
or call using a formula that requires initial and maintenance
margin for short options positions equal to 100% of the op-
tion’s premium plus a fixed percentage of the underlying
product’s value. The options SROs’ rules provide for margin
level reductions for out-of-the-money options. Broker-dealers
may require higher margin payments than established by the
options SROs.

Currently, the applicable initial margin for broad-based stock
index options is 100% of the option’s premium plus 15% of the
underlying aggregate index value, minus the amount by which the
option is out-of-the-money, with a minimum requirement of
premium plus 10% of the underlying aggregate index value.

OCC requires clearing members to post margin on all uncovered
short positions and uncovered assigned positions carried in OCC
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accounts. OCC currently maintains two separate margin systems,
one for equity options and another for non-equity options
(NEOs) . The methodologies are similar in that both require
margin equal to the current market price of a short option plus
a cushion to protect from the risk of a change in the current
market price. Both also provide for offset of unsegregated
long and short options within the same series. Among other
things, both margin systems use options pricing theory to
project the cost of liquidating a member’s portfolio of
positions in the event of an assumed "worst-case" change in the
price of the underlying asset or index. 1In addition, both
systems also use percentages of the daily mark-to-market to
determine margin requirements.

Several cross-margining arrangements have been approved by the
SEC and CFTC regarding proprietary and non-proprietary
accounts. Cross-margining recognizes when computing margin
requirements that positions may be adequately hedged with
offsetting positions in other markets. Accordingly, the cross-
margining arrangements are intended to assist clearing members
in managing their cash flows by reducing the initial margin
requirements for offsetting positions.

OCC can also issue intra-day margin calls for additional margin
deposits. An intra-day margin call is made to protect OCC
against extreme intra-day market volatility.

UK regulatory authorities do not play a direct role in the
determination of margin requirements.

Initial margin levels, therefore, are established by the
clearing house in cooperation with the relevant exchange. The
levels are determined with a view to the relative risk and
volatility of the product. Appropriate margin limits are based
on historical volatility studies and are designed to capture a
single day’s movement based on probability analysis. The rules
of the clearing house and the relevant exchange provide for the
power to increase margin requirements either for specific
derivative products or in respect of certain identified market
participants. Margin requirements do not vary depending on the
nature of the transaction, i.e., speculative or hedge
transactions.

The clearing house will either notify the firm or arrange a
direct debit to cover outstanding margin requirements. This
will be done on a daily or intra-day basis.<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>