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has approved that provide for the regu-
lation of the commodity option related 
activity of the introducing broker in a 
manner equivalent to that required of 
contract markets with respect to their 
member futures commission merchants 
under these regulations; or 

(iii) An individual registered as an 
associated person of a specified person 
registered as a futures commission 
merchant or as an introducing broker 
under the Act who meets the require-
ments of paragraphs (b)(1)(i) or 
(b)(1)(ii), respectively, of this section, 
and such registration shall not have 
expired, been suspended (and the period 
of suspension has not expired) or been 
revoked. 

(2) Any person registered or required 
to be registered as a futures commis-
sion merchant or as an introducing 
broker under the Act to permit another 
person to become or remain associated 
with such person as a partner, officer, 
employee, agent or representative (or 
in any status or position involving 
similar functions) in any capacity in-
volving the solicitation or acceptance 
of an order from an option customer 
(other than in a clerical capacity) for 
any commodity option transaction, or 
the supervision of any person or per-
sons so engaged, if such person knows 
or should have known that such other 
person is or was not registered as re-
quired by this part or that such reg-
istration has expired, been suspended 
(and the period of suspension has not 
expired) or been revoked. 

(Approved by the Office of Management and 
Budget under control number 3038–0007) 

[46 FR 54529, Nov. 3, 1981, as amended at 46 
FR 63036, Dec. 30, 1981; 47 FR 57016, Dec. 22, 
1982; 48 FR 35301, Aug. 3, 1983; 59 FR 5526, Feb. 
7, 1994] 

§ 33.4 Designation as a contract mar-
ket for the trading of commodity 
options. 

The Commission may designate any 
board of trade located in the United 
States as a contract market for the 
trading of options on contracts of sale 
for future delivery or for options on 
physicals in any commodity regulated 
under the Act, when the applicant com-
plies with and carries out the require-
ments of the Act (as provided in § 33.2), 
the regulations in this part, and the 

following conditions and requirements 
with respect to the commodity option 
for which the designation is sought: 

(a) Such board of trade— 
(1) Applies for designation as a con-

tract market for the purpose of trading 
‘‘put’’ and/or ‘‘call’’ options which: 

(i) Are not capable of being trans-
ferred, assigned or otherwise disposed 
of other than on or subject to the rules 
of the board of trade; and 

(ii) With respect to options on fu-
tures contracts, may be exercised only 
by the establishment, by book entry, in 
the clearing organization of positions 
in the underlying futures contract. 

(2) [Reserved] 
(3) If designation for the trading of 

options on futures contracts is sought, 
is designated as a contract market for 
the underlying contract of sale for fu-
ture delivery which is the subject of 
the option for which designation is 
sought, and submits, if so requested by 
the Commission, the information 
called for by § 1.50 of this chapter (re-
lating to continued compliance with 
the conditions and requirements for 
designation as a contract market) for 
the specified futures contract under-
lying the option for which the designa-
tion is sought, and the applicant com-
plies with the conditions and require-
ments for designation as a contract 
market for such contract for future de-
livery as set forth in sections 5 and 
5a(a) of the Act and as set forth in 
these regulations. 

(4) In the case of a contract market 
which is requesting designation for the 
trading of options on physicals for 
which it is designated as a contract 
market for contracts of sale for future 
delivery or for options on futures con-
tracts, submits, if so requested by the 
Commission, the information called for 
by § 1.50 of this chapter (relating to 
continued compliance with the condi-
tions and requirements for designition 
as a contract market) for that specified 
futures contract and/or options on that 
futures contract, and the applicant 
complies with the conditions and re-
quirements for designation as a con-
tract market for such contract for fu-
ture delivery as set forth in sections 5 
and 5a(a) of the Act and as set forth in 
these regulations. 

(5) Demonstrates that: 
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(i) The commodity option for which 
it is requesting designation is likely to 
serve a legitimate economic purpose; 

(ii)–(iii) [Reserved] 
(iv) If designation for the trading of 

options on physicals is sought and 
thereafter for the purpose of dem-
onstrating continued compliance with 
the Act and these regulations: 

(A) The cash market for the under-
lying physical exhibits sufficient li-
quidity such that the grantor and pur-
chaser of the option have the oppor-
tunity to purchase or sell the under-
lying physical at its economic value in 
normal cash marketing channels; 

(B) There exists an accurate and 
widely-disseminated price series for 
the underlying physical which is deliv-
erable on the option contract; 

(C) Trading of such options will not 
be disruptive of trading in the cash 
market for the underlying physical or 
of any futures contract; and 

(D) The individual terms and condi-
tions of the option contract conform to 
practices in the underlying cash mar-
ket or are otherwise justified, includ-
ing a demonstration that the terms 
and conditions of the option contract 
provide for a deliverable supply which 
is not conducive to price manipulation 
or distortion, consistent with a de-
scription of the cash market furnished 
by the board of trade. 

(b) Such board of trade adopts rules 
which: 

(1) Prescribe in regard to strike 
prices: 

(i) The dollar amount of the intervals 
between strike prices; 

(ii) The strike prices at which trad-
ing in a new option expiration will be 
introduced; 

(iii) The point, in terms of the price 
of the underlying futures contract or 
underlying physical, at which a new 
strike price will be introduced in any 
option which is already trading; 

(iv) [Reserved] 
(2) Prescribe an expiration date of 

the option that is not less than one 
business day before the earlier of the 
last trading day or the first notice day 
of any futures contract on the same or 
a related commodity; Provided, how-
ever, That where the underlying futures 
contract is cash-settled, the option 

may expire simultaneously with the 
expiration of the futures contract. 

(3) Require that upon exercise of each 
option, notification thereof be given to 
the option grantor. 

(4) Require, with respect to all writ-
ten option customer complaints, that 
each member futures commission mer-
chant which engages in the offer or 
sale of commodity options regulated 
under this part: 

(i) Retain all such complaints; 
(ii) Make and retain a record of the 

date the complaint was received, the 
associated person who serviced, or the 
introducing broker who introduced, the 
account, a general description of the 
matter complained of, and what, if any, 
action was taken by the futures com-
mission merchant in regard to the 
complaint; and 

(5) Require each member futures 
commission merchant which engages in 
the offer or sale of option contracts 
regulated under this part to adopt and 
enforce written procedures pursuant to 
which it will be able to supervise ade-
quately each option customer’s ac-
count, including but not limited to, the 
solicitation of any such account: Pro-
vided, That as used in this paragraph 
(b)(5), the term ‘‘option customer’’ does 
not include another futures commis-
sion merchant. 

(6) [Reserved] 
(7) Require each member futures 

commission merchant which engages in 
the offer or sale of option contracts 
regulated under this part to enforce 
the disclosure requirements set forth 
in § 33.7. 

(8)–(9) [Reserved] 
(10) Prohibit fraudulent or high-pres-

sure sales communications by member 
futures commission merchants relating 
to the offer or sale of option contracts 
regulated under this part. 

(11) Establish appropriate criteria 
which are reasonably designed to se-
cure performance, upon exercise, of the 
option contracts. 

(c) Such board of trade establishes 
procedures and conducts sales practice 
audits of member futures commission 
merchants which engage in the offer or 
sale of option contracts regulated 
under this part. These sales practice 
audits must be of sufficient scope to 
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enforce the contract market’s rules, in-
cluding imvestigation for the improper 
handling of discretionary accounts, in-
adequate internal supervision, fraudu-
lent or high-pressure sales communica-
tions, compliance with disclosure re-
quirements, improper handling and dis-
position of option customer com-
plaints, and, where applicable, the fu-
tures commission merchant’s offer or 
sale of deep-out-of-the-money options. 

(d) A board of trade must submit an 
analysis and justification of the indi-
vidual terms and conditions of the op-
tion contract. In determining whether 
to approve option contract terms and 
conditions, the Commission may con-
sider the analysis and justification sub-
mitted for such terms and conditions, 
including, without limitation: 

(1) [Reserved] 
(2) The conditions precedent to the 

exercise of the commodity option and 
the method by which the option may 
be exercised; 

(3) The nature of the clearing mecha-
nism to be utilized for the commodity 
option, and the differences, if any, 
among the clearing mechanisms for op-
tions on futures contracts, options on 
physicals, and futures contracts; 

(4) Specific notice periods, including 
the periods from the date notice of in-
tent to exercise an option is given until 
exercise is accomplished; 

(5) The default provisions and proce-
dures of the commodity option, if any; 
and 

(6) Permitted deviations from or sub-
stitutes for compliance with the terms 
and conditions set forth in paragraphs 
(d) (1) through (5) of this section. 

(e) Such board of trade provides for 
the general quotation and dissemina-
tion of volume and last sale price infor-
mation on a timely basis with respect 
to the commodity option for which des-
ignation is sought and with respect to 
the underlying futures contract. 

(f) Such board of trade demonstrates 
that clearance and processing of option 
transactions on or subject to the rules 
of the board of trade will not adversely 
affect the clearance and processing of 
any transactions for future delivery on 

or subject to the rules of the board of 
trade. 

(Approved by the Office of Management and 
Budget under control number 3038–0007) 

(Secs. 2(a)(1)(A), 4c(b), 4c(c), and 8a of the 
Commodity Exchange Act, 7 U.S.C. 2, 6c(b), 
6c(c) and 12a; secs. 2(a)(1)(A), 4c, 4d, 4f, and 
8a(5) (7 U.S.C. 2(a)(1)(A), 6c, 6d, 6f and 12a(5) 
(1982))) 

[46 FR 54529, Nov. 3, 1981, as amended at 46 
FR 63036, Dec. 30, 1981; 47 FR 57017, Dec. 22, 
1982; 48 FR 786, Jan. 7, 1983; 48 FR 35302, Aug. 
3, 1983; 49 FR 33644, Aug. 24, 1984; 49 FR 44893, 
Nov. 13, 1984; 51 FR 17474, May 13, 1986; 52 FR 
779, Jan. 9, 1987; 56 FR 43697, Sept. 4, 1991; 57 
FR 58978, Dec. 14, 1992; 58 FR 30703, May 27, 
1993; 59 FR 5526, Feb. 7, 1994; 61 FR 2720, Jan. 
29, 1996; 63 FR 18834, Apr. 16, 1998; 63 FR 32732, 
June 16, 1998] 

§ 33.5 Application for designation as a 
contract market for the trading of 
commodity options. 

(a) Any board of trade desiring to be 
designated as a contract market for a 
particular commodity option contract 
shall make application to the Commis-
sion and accompany the same with a 
written showing that it meets the con-
ditions set forth in, and provides all 
the information and materials required 
by, these regulations. 

(b) Subject to the provisions of the 
Act and these regulations, in the event 
of a refusal to designate any board of 
trade as a contract market for a par-
ticular commodity option, such board 
of trade shall be afforded notice and an 
opportunity for a hearing on the 
record: Provided, That pending the con-
clusion of any such hearing, such des-
ignation shall not be granted. 

(Approved by the Office of Management and 
Budget under control number 3038–0007) 

[46 FR 54529, Nov. 3, 1981, as amended at 46 
FR 63036, Dec. 30, 1981; 52 FR 779, Jan. 9, 1987] 

§ 33.6 Suspension or revocation of des-
ignation as a contract market for 
the trading of commodity options. 

The Commission may, after notice 
and opportunity for a hearing on the 
record, suspend or revoke the designa-
tion of any board of trade as a contract 
market in a commodity option for 
which it is designated if the Commis-
sion determines that: 

(a) The board of trade, or any direc-
tor, officer, agent, or employee thereof, 

VerDate Aug<31>2005 13:47 May 04, 2007 Jkt 211054 PO 00000 Frm 00410 Fmt 8010 Sfmt 8010 Y:\SGML\211054.XXX 211054


