Commodity Futures Trading Commission

That customer funds may be invested
in instruments described in §1.25.

(Approved by the Office of Management and
Budget under control numbers 3038-0007, and
3038-0024)

[46 FR 54518, Nov. 3, 1981, as amended at 46
FR 63035, Dec. 30, 1981; 50 FR 36051, Sept. 5,
1985; 65 FR 78009, Dec. 13, 2000]

§1.21 Care of money and equities ac-
cruing to customers.

All money received directly or indi-
rectly by, and all money and equities
accruing to, a futures commission mer-
chant from any clearing organization
or from any clearing member or from
any member of a contract market inci-
dent to or resulting from any trade,
contract or commodity option made by
or through such futures commission
merchant on behalf of any commodity
or option customer shall be considered
as accruing to such commodity or op-
tion customer within the meaning of
the Act and these regulations. Such
money and equities shall be treated
and dealt with as belonging to such
commodity or option customer in ac-
cordance with the provisions of the Act
and these regulations. Money and equi-
ties accruing in connection with com-
modity or option customers’ open
trades, contracts, or commodity op-
tions need not be separately credited to
individual accounts but may be treated
and dealt with as belonging undivided
to all commodity or option customers
having open trades, contracts, or com-
modity option positions which if closed
would result in a credit to such com-
modity or option customers.

[46 FR 54519, Nov. 3, 1981]

§1.22 Use
stricted.

of customer funds re-

No futures commission merchant
shall use, or permit the use of, the cus-
tomer funds of one commodity and/or
option customer to purchase, margin,
or settle the trades, contracts, or com-
modity options of, or to secure or ex-
tend the credit of, any person other
than such customer or option cus-
tomer. Customer funds shall not be
used to carry trades or positions of the
same commodity and/or option cus-
tomer other than in commodities or
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§1.24

commodity options traded throught
the facilities of a contract market.

[47 FR 57007, Dec. 22, 1982]

§1.23 Interest of futures commission
merchant in segregated funds; addi-
tions and withdrawals.

The provision in section 4d(2) of the
Act and the provision in §1.20(c), which
prohibit the commingling of customer
funds with the funds of a futures com-
mission merchant, shall not be con-
strued to prevent a futures commission
merchant from having a residual finan-
cial interest in the customer funds,
segregated as required by the Act and
the rules in this part and set apart for
the benefit of commodity or option
customers; nor shall such provisions be
construed to prevent a futures commis-
sion merchant from adding to such seg-
regated customer funds such amount or
amounts of money, from its own funds
or unencumbered securities from its
own inventory, of the type set forth in
§1.25, as it may deem necessary to en-
sure any and all commodity or option
customers’ accounts from becoming
undersegregated at any time. The
books and records of a futures commis-
sion merchant shall at all times accu-
rately reflect its interest in the seg-
regated funds. A futures commission
merchant may draw upon such seg-
regated funds to its own order, to the
extent of its actual interest therein, in-
cluding the withdrawal of securities
held in segregated safekeeping ac-
counts held by a bank, trust company,
contract market clearing organization
or other futures commission merchant.
Such withdrawal shall not result in the
funds of one commodity and/or option
customer being used to purchase, mar-
gin or carry the trades, contracts or
commodity options, or extend the cred-
it of any other commodity customer,
option customer or other person.

[62 FR 42400, Aug. 7, 1997]

§1.24 Segregated exclusions

therefrom.

funds;

Money held in a segregated account
by a futures commission merchant
shall not include: (a) Money invested in
obligations or stocks of any clearing
organization or in memberships in or
obligations of any contract market; or



§1.25

(b) money held by any clearing organi-
zation which it may use for any pur-
pose other than to purchase, margin,
guarantee, secure, transfer, adjust, or
settle the contracts, trades, or com-
modity options of the commodity or
option customers of such futures com-
mission merchant.

[46 FR 54519, Nov. 3, 1981]

§1.25 Investment of customer funds.

(a) Permitted investments. (1) Subject
to the terms and conditions set forth in
this section, a futures commission mer-
chant or a clearing organization may
invest customer funds in the following
instruments (permitted investments):

(i) Obligations of the United States
and obligations fully guaranteed as to
principal and interest by the United
States (U.S. government securities);

(ii) General obligations of any State
or of any political subdivision thereof
(municipal securities);

(iii) General obligations issued by
any agency sponsored by the United
States (government sponsored agency
securities);

(iv) Certificates of deposit issued by a
bank (certificates of deposit) as defined
in section 3(a)(6) of the Securities Ex-
change Act of 1934, or a domestic
branch of a foreign bank that carries
deposits insured by the Federal Deposit
Insurance Corporation;

(v) Commercial paper;

(vi) Corporate notes;

(vii) General obligations of a sov-
ereign nation; and

(viii) Interests in money market mu-
tual funds.

(2) In addition, a futures commission
merchant or a clearing organization
may buy and sell the permitted invest-
ments listed in paragraphs (a)(1)@)
through (viii) of this section pursuant
to agreements for resale or repurchase
of the instruments, in accordance with
the provisions of paragraph (d) of this
section.

(b) General terms and conditions. A fu-
tures commission merchant or a clear-
ing organization is required to manage
the permitted investments consistent
with the objectives of preserving prin-
cipal and maintaining liquidity and ac-
cording to the following specific re-
quirements.
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(1) Marketability. Except for interests
in money market mutual funds, invest-
ments must be ‘‘readily marketable”
as defined in §240.15¢3-1 of this title.

(2) Ratings. (i) Initial requirement. In-
struments that are required to be rated
by this section must be rated by an
NRSRO. For an investment to qualify
as a permitted investment, ratings are
required as follows:

(A) U.S. government securities need
not be rated;

(B) Municipal securities, government
sponsored agency securities, certifi-
cates of deposit, commercial paper, and
corporate notes, except notes that are
asset-backed, must have the highest
short-term rating of an NRSRO or one
of the two highest long-term ratings of
an NRSRO;

(C) Corporate notes that are asset-
backed must have the highest ratings
of an NRSRO;

(D) Sovereign debt must be rated in
the highest category by at least one
NRSRO; and

(E) Money market mutual funds that
are rated by an NRSRO must be rated
at the highest rating of the NRSRO.

(ii) Effect of downgrade. If an NRSRO
lowers the rating of an instrument that
was previously a permitted investment
on the basis of that rating to below the
minimum rating required under this
section, the value of the instrument
recognized for segregation purposes
will be the lesser of:

(A) The current market value of the
instrument; or

(B) The market value of the instru-
ment on the business day preceding the
downgrade, reduced by 20 percent of
that value for each business day that
has elapsed since the downgrade.

(3) Restrictions on instrument features.
(i) With the exception of money mar-
ket mutual funds, no permitted invest-
ment may contain an embedded deriva-
tive of any kind, including but not lim-
ited to a call option, put option, or col-
lar, cap, or floor on interest paid.

(ii) No instrument may contain inter-
est-only payment features.

(iii) No instrument may provide pay-
ments linked to a commodity, cur-
rency, reference instrument, index, or
benchmark except as provided in para-
graph (b)(3)(iv) of this section.



